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ACTI ON NARRATI VE
TAPE 02-7, SIDE A

CHAI RVAN JOHN TORCGERSON cal led the Joint Natural Gas Pipelines
Commttee neeting to order at 10:15 a.m and announced that Patrick
Coughlin, consultant to the Senate Resources Commttee, would
testify first.

MR PATRI CK COUGHLI N, consultant to the Senate Resources Comm ttee,
said he would provide the conmttee with a brief overview of how
the federal energy legislation came to be, what's in the bill and
then focus on the bill's provisions relating to an Al aska natural
gas pi peline. He began:

Shortly after assumng office, President Bush established
a National Energy Policy Goup to develop a national
energy policy. That group was headed by Vice President
Cheney and they put out a report. That report contained
nunerous recommendations regarding national energy
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ranging from electricity deregulation to capping
standards, but it did contain sone focus on increasing
gas supplies and this was especially true given, of
course, what we all know is the runup in gas prices in
the winter of '00 and '01l. The report noted that 'the
nost significant long termchall enge relating to natural
gas i s whet her adequate supplies can be provided to neet
supply which is sharply projected to increase over the
next 20 years.'

To neet this problem the Bush Adm nistration recommended
that we | ook at ways to expedite construction of a gas
line from Alaska and it recommended that the President
direct the agencies to work with various interested
parties including Canada and the State of Alaska and it's
recommrended that Congress | ook at changes to ANGTA, which
was the existing |law providing for the construction of a
pi peline from Al aska. Followi ng the report, the House of

Representatives took up an energy policy bill and they
passed that August of |ast year. Then the Senate took up
the bill and that bill is referred to as HR 4 and as this

commttee knows, that process took place in the fall of
| ast year and ultimately led to the passage of the Senate
version of the bill in the April/May tinmefrane of this
year.

Both houses have passed two distinct versions of the
energy bill. It's the first attenpt by the U S. Congress
to pass a conprehensive energy bill in the last 10 years
and there are substantial differences between the two
bills and, just by way of background for nmenbers of the
commttee, | included in your packet a table, which was
prepared by staff for the Congress listing the major
provisions of the bills and the differences. As you can
see, there's provisions relating to electricity
restructuring and we're all famliar with ANWR and the
di fferences between the Senate and House version. The
average fuel econony standards are there; there's many
di fferences between taxation policy and incentives in the
two bills and the list goes on and on. As a result there
has been a conference comm ttee appoi nted. That was done
this sunmer and Representative Tauzin is the chair of
that coomittee and Senat or Murkowski and Representative
Young from Al aska are nenbers of that commttee also.
During the sunmer the conmttee has done work and tried
to identify issues, which are major discrepancies between
t he House and the Senate version and ones that they have
simlarity on. Qur best information is that they expect
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to get back together in Septenmber and first take up
provisions that there may not be any significant
di sagreenent between the two bodies and then | ater take
up the other nore difficult provisions.

Wth that background | wanted to focus on the provisions
inthe bills related to the Al aska Natural Gas Pipeline.
Both versions, that is the House and Senate versions,
both contain a provision relating to route selection

which is they both preclude the over-the-top route and,
in fact, that is basically the only provision in the
House version of the bill that really deals with the
issue. The Senate version provides an alternative
framework to ANGIA that allows for the expedited
construction and operation of a natural gas pipeline from
Al aska. That bill also reaffirms ANGTA and allows the
ANGTA systemto be nodernized. Significantly, there are
two financial incentives contained in the Senate version

of the bill for the Al aska pipeline. One authorizes the
Department of Energy to provide |oan guarantees to the
project up to the amount of $10 billion. The second one

provides a tax credit at an inflation adjusted price that
is, if the gas goes below this price, the seller of the
gas will get a credit to the extent that the price of gas
is below $3.25 at a place referred to as the AECO Hub,
which is in Alberta, Canada. It is this later incentive
that has caused the stir in Washington D.C. and in
Canada.

MR. COUGHLIN said he prepared a side-by-side conparison, which
sinply shows what the House has done with the Senate version of the
bill with respect to the Al aska natural gas pipeline (in nenbers
packets). He also noted where, in the Senate version of the bill
the proposals adopted by the committee last fall are |ocated. He
expl ained that HIR 44 said the Al aska Legislature supported the
bill that was pending in the Senate as |ong as certain conditions
were nmet. Those conditions were:

* A ban on the over-the-top route (in the Senate bill).

e Provisions for access to gas for Al askans and for a role for
the state in setting the tariffs (in the Senate bill).

« Afair and open process to allow explorer groups (oil and gas
conpani es w thout an ownership interest in the pipeline) to
have access to space in the Iine and the ability to expand
the pipeline in the future (in the Senate bill). He said
there were provisions for the establishnent of procedures by
FERC for an open season, a new condition that the Al aska
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Legi slature asked for. It also allows an explorer or the
State of Alaska to seek expansion if they believe it is
justified, another unique provision.

e That Congress affirm ANGTA to assure that just because an
alternative franmework in which soneone could get a
certificate to build a pipeline could be created does not
nmean that ANGTA woul d be done away with, but that it could
al so be noderni zed (in the Senate bill).

e Tax credit incentives (in the Senate bill). He explained that
the tax credit is given if prices go bel ow $3.25 and the bil
contains a repaynent provision if prices go above $4.87. It
does not have accel erated depreciation, but it does contain a
| oan guar ant ee provi sion.

* No exclusion for gas-to-liquids or for LNG There are no
provi sions that prohibit that from happening, but it's fair
to say that there is no support for it. It maintains Yukon
Pacific's permt status, because as part of reaffirmng
ANGTA, it said pervious decisions under ANGIA are still
val i d.

MR COUGHLI N said another provision in the Senate bill that was not
in HIR 44, but was put forth in the conmttee' s proposals |ast
Cct ober, was that Congress provide for a project |abor agreenent.
The Senate version of the bill does not nandate a project |abor
agreenent, but says it's the sense of the Senate that the project
sponsors are encouraged to enter into a project |abor agreenent.

The conmttee al so asked that Congress provide for Al aska hire and
Al aska contracting. The bill has no provisions nmandating that, but
it does contain a $20 mllion grant for the Departnent of Labor to
conduct a study of training prograns that could be provided in
Al aska to train Al askans to get pipeline related jobs. Once the
study is conpleted, those training centers would be established
wi thin Al aska for that purpose.

MR. COUGHLIN said the bill provides an alternative franework to
ANGTA for an expedited process to have a pipeline conpleted
qui ckly. For example, it requires FERC to expedite consideration of
issuing a certificate if an application is filed and it sets
expedited tineframes under which the EIS process is to be
conpleted. It also designates a lead agency in the federal
governnent so that there's no dispute anong the agenci es about who
is going to be in charge of preparing the EIS and it provides for a
federal coordinator to oversee the whole process and to nake sure
t hat any di sagreenents between the agencies get resol ved pronptly.
Last, it provides for a limted judicial review and expedited court
consideration if there is a lawsuit.
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CHAI RVAN TORGERSON asked M. Coughlin if, in his opinion, the
provisions in the Senate version reflect the wll of the
Legislature that was laid out in HIR 44.

MR, COUGHLI N answered they do and added:

There are nmany parties to this proceeding and I woul dn't
say word for word that the Al aska Legislature got 100%
what we wanted, but in general, there are provisions that
deal with and address every issue that the Al aska
Legislature wanted in the bill.

REPRESENTATI VE GREEN sai d there has been some objection to the
i ncentives and asked M. Coughlin if he thought they would
remai n.

MR. COUGHLIN replied that he wasn't enough of an insider to give
a fair answer to that question. He pointed out:

They're on the table and | can only tell you what |'ve

read in the press and that is, if the bill passes, and
think people think there's a likely chance that it wll
pass, there will be sonme kind of incentives - whether

they will be exactly the sanme | can't say.

CHAl RMAN TORCGERSON said that is what he has been hearing also. "It
has some problens, but it appears they have the votes for it to

go."

SENATOR OLSON said the Senate version of the bill contains $20
mllion to train people throughout Al aska. He asked why the House
ver si on does not contain a simlar provision.

MR COUGHLIN replied that the only provision the House included was
the ban on the over-the-top route. He thought that was due to a
timng i ssue because the producers put forward their proposal for
this alternative framework in the sumrer of |ast year. By then the
House was pretty far along in the process.

SENATOR OLSON asked if the ban on the over-the-top route was going
to remain.

MR COUGHLIN replied that he has heard that it's not a
"conferencabl e" item because the sane provision appears in both
versions. He noted, "If a bill passes, it will be in the bill."

SENATOR COLSON asked if he was expecting any anmendnents to reverse
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t hat .
MR, COUGHLIN replied that he is being told that can't be done.

CHAl RMAN TORGERSON said he understands that provision could be
changed, however Chairman Tauzin did not put that on his list of
things that were acconplishabl e.

He said a gentleman's agreenent was made between everyone invol ved
t hat anendnments woul dn't be of fered. He thought opening up the bil
to anendnents would kill the bill because nobody got exactly what
t hey wanted. He surmi sed, "But overall it's not a bad bill."

REPRESENTATI VE FATE asked about the | abor contract agreenent that
is in the Senate bill

MR. COUGHLIN replied that there is a provision in the Senate
version of the bill that deals with two subjects: the use of U S
steel and a project | abor agreenent. He expl ai ned:

It basically encourages the project sponsor to use U S.
steel to the extent that they can [and] to try to
negotiate project |abor agreenents to expeditiously
construct the project.

CHAI RVAN TORGERSON noted that is a non-binding agreenent.
MR. COUGHLI N agreed that it's not mandatory.

CHAI RVAN TORGERSON asked if there were any nore questions of M.
Coughlin and there were none. He noted that he had given the
committee a report (paid for by Phillips Petroleum by Charles
Ri ver and Associ ates that tal ks about other incentives, the inpact
on consuners and answers a |lot of questions. He also included a
paper called "The Joint Commttee on Taxation Report" dated May 23.
He hadn't received a copy of the OVB report yet.

MR. MARK MYERS, Director, Division of G| and Gas, Departnent of
Nat ural Resources (DNR), said he was here today to represent the
Adm ni stration. He stated:

| want to, for the Adm nistration, thank the committee
for the work they have done. You have taken on a very
conplex issue of great inportance to the state and |
bel i eve you have turned over a |l ot of rock and | ooked at
a lot of hard issues and have gotten a good grasp of the
compl exities and issues involving the pipeline including
how t he open season process works, how access works, etc.
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So, | just personally and for the Admnistration want to
t hank you guys for a job well done in your analysis and
al so thank you for the input that you have provided to
t he congressional delegation in DC. and 1'd just like to
personal ly urge you to continue on in the good work.

Here today, you've asked a series of questions to ne and
| think if I could just address those questions and get
through them rather quickly and then be here for
guestions. The first question the commttee wanted
t houghts on - whether the credit provisions in Section
25.03 woul d be beneficial or harnful to construction and
operation of an Alaska gas line - that basically refers
to the tax credit nechanism that Patrick has talked
about. | think to break that question down, basically to
look at it in ternms of beneficial to Al askans and then to
the North American market, in general and then also to
ot her producers would be the appropriate way to | ook at
t he questi on.

First of all, I think if you | ook at the pipeline project
itself and you want to ook at risks to the project, the
primary risk to the project isn't the fact that gas is
there. It isn't the technology needed to bring it to
market, it isn't the demand in the markets, it's
fundanmentally a prices issue if you look at risk and
comodity price on the lowend. It's alot of capital to
invest; it's a lot of nodifications to production of oi
on the North Slope and it's a lot of effect on future
expl oration based on having this line present and having
certain baseline economcs. So, if you strip away
everything else, | think an objective person would say
that that tax credit gets to the core risk involved with
the project. That is if you would have periods of |ow
prices. | think no one expects the price to maintain
| evel s of less than $3 or so an MCF, but it certainly is
possi ble given the volatility of the market that there
are short periods of time, in which case the price could
drop down bel ow t hreshol d nmar ket s.

My experience Wwth economsts predicting prices,

forecasting, it's nore art than science and there's
certainly risk - in the predicting on a short-term period
for several nonths of commodity price. So, this floor
stabilizes that. As nentioned, it's been scored as
revenue neutral. So, | think this particular provision is
extrenely valuable in that it takes a ot of the risk out
of the project and it sort of - with the floor - then
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woul d guarantee if you cal cul ate everything el se giving
you a guaranteed base level of rate of return that you
could always count on for the project, again, huge if
you're investing capital, huge if you' re exploring for
new resources for gas in the future - so, | think it's
clearly going to be beneficial for the project itself.
And the project, | think, of course, is beneficial to
Al askans... producers and the explorers, as well, and
al so for a pipeline conpany - obviously, the less risk in
the project in ternms of the pipeline consortiumif they
are building it. So, a trenendous nechanism in
alleviating risk - again scored as neutral - so, a lot of
val ue there.

Now, whether it's beneficial to the consuner in the Lower
48 was one of the other questions. If you |ook at that, |
think you really have to look at the gas market in the
Lower 48 and in North Anerica in general and then that
determ nes having to cal culate out what you think the
supply deliverability will be in the future as well as
t he demand. So, you have to | ook at both those el enents
and | think one of the encouraging things for the A aska
project is in fact the projected growh. Everyone
projects growth in the market beyond existing capacity.
The ElI A nunbers show by 2020 an additional 7 - 11 TCF of
gas needed. There are studies that show slightly | ess and
some that show nore, but, in general, a very significant
increase in demand in gas and | don't think anyone is
disputing that. And the |ong-term perspective 1is
i ndependent of the short-termrecession that we m ght be
under.

The second - that is nore dear to ny heart because |I'm an

explorationist and | | ook at supply issues in particular
If you |l ook at deliverability of gas in the system the
supply available, | think there are serious questions.

And if you look at it from nore of a geological
per spective, you reach nmuch higher |evels of concern than
you mght fromstrictly an econom c perspective. Kind of
two facts to support that is between 1990, typical wells
put on |ine had about 40 nonths of production before they
started to decline - gas wells. In 1999 it was down to 24
nonths. So we're seeing about a 50% i ncrease in decline
rate. That typically over a large scale |ooking at
multiple basins is an indication that your supply is not

as robust - that you're finding and devel oping snaller
gas accunul ations. So, that's one thing in the long-term
supply, even with the increased amount of drilling that
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we're seeing, we're not seeing sustained long-term
success rates. W're seeing gas delivered, but again,
| ess bang for the buck, less return for each well being
drilled.

The next, and nore specifically focusing in on the narket
that this would conpete against in Alberta, |ook [at] the
west ern Canadi an sedi mentary basin. W're seeing al nost
every party's projections show ng between 2010 and 2015 a
decline in the availability of gas and deliverability in
the basin. That basin is a very nmature sedi nentary basin
for the production of conventional gas and that gas is in
decline. They expect an increase in conpletions from
3,000 - 5,000 per year, yet expect the basin to decline.
So, again, if your supply side is declining and your
demand is increasing, it's going to be a lot of work to
keep that supply | evel stable.

And then there's increnental anmount of denmand there. That
woul d indicate a potential shortage for the custoners,
particularly in the Mdwest where this gas |ine wuld be
tending to go. So, again, fromthe consumer standpoint, |
think there's extrene value in North Arerica and in the
United States in particular. So we have a long term
guaranteed supply that will not nake up for the existing
supply, but conpete in the nmarket for that new expansion
capacity, which will be needed. So, | think again the tax
credit, if it gets this project built, has trenmendous
potenti al .

Anot her really positive element is Al aska's gas potenti al
beyond the known 35 TCF on the North Sl ope. W've seen a
recent USGS report that says technically recoverabl e gas
- as much as 59.7 TCF of gas in their mean case in the
NPRA, alone. Then we have state |ands of equivalent
geology just to the east of there. W have the known gas
hydrates on the Slope, which again, exceed the known
di scovered conventional gas. So, we're looking at a
tremendous anmount of gas that could provide a long term
deliverability to the United States for a 50-year plus
period of time at 4.5 - 6 BCF/ D. So, again, long-term
stability and supply for the United States could be
achieved by this gas line soit's clearly in the nation's
interest. So, again, | think fromthe Adm nistration's
standpoint, we see the tax credit as very val uable.

MR. MYERS said that a letter fromthe Governor to the conference
comm ttee dated May addressed several issues, one of which was the
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i nportance of the tax credit. He expl ai ned:

The other question is howit would affect other existing
gas producers. Certainly, you can't argue that it would
have sone market effect. Realistically, the success of
the project one way or the other will affect the markets
there in Alberta and wll affect deliverability in
Chi cago. Again, with the supply and demand situation, we
expect that not to be a conpetitive thing, but basically
that nultiple progress can go, that Canadian coal bed
nmet hane projects will need to go, that this project does
not threaten the Mickenzie Delta area and its upside
potential and it's deliverability of gas. So, | think
we're in a situation froma supplier side that's enviable
in that there's enough demand or will be enough demand in
the market that the Alaska gas should not threaten
Canadi an production. Therefore the floor should not be a
terrible threat to other producers and you nmay hear
differently today.

REPRESENTATI VE DAVI ES sai d he thought the Bush Adm ni stration
was on record supporting this.

MR. MYERS said he neant the Knowl es Adm ni stration.
SENATOR OLSON said he had an optim stic point of view
MR. MYERS replied:

If you | ook at the economcs they [the producers] have
presented based on the three price in Chicago, and you
| ook at what an equivalent netback would be with a
m ni rum $3. 25 fl oor, you can cal cul ate your own rate of
return and 1'll let themdo it, but it will be a very
positive rate of return. In addition, it does one other
t hi ng. When conpani es need a higher rate of return, it's
usual ly associated with the risk of the project. So, if
you've elimnated or minimzed the comobdity risk, one
woul d believe that a project would have better econom cs
at a given rate of return if the risk is lower in terns

of lower financing costs, in terns of risk to the
sharehol ders. So, again, | think the floor is a very
positive nmechanism It does nmultiple things. It

elimnates risks and | think it actually - depending on -
to know what their projected rate of return for the
project will be, you will have to know what their costs
are, which we really don't. W have a kind of a genera
i dea, but very crude and you woul d al so have to know what
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their internal price projections are, which you can ask
themto share if you want, but they generally don't share
that information with us. So, this is being discussed
with public nunbers and the earlier calculations were
done at a lower value price than this would provide at a
base | evel. So, again, very positive | think...

SENATOR COLSON asked himto expand on the perspective that if the
trillion cubic feet of gas that's com ng out of our area is
devel oped, it will not affect or negatively inpact the supply
com ng off the Mackenzie Delta in any way.

MR. MYERS r esponded:

The way | would conme to that conclusion is not that
i ndi vi dual projects don't conpete. Qoviously, every oi

field conpetes against every other, every conpany
conpetes, it's a healthy conpetition. The question is
does it really inpede the developnent. And to that |
think you have to look at supply and demand issues

Again, if there is a net increase in supply of 11 TCF and
you' re doubtful whether you can maintain production at
existing levels and [I] think it's very doubtful that
Canada can, in fact, unless offshore really produces or
unl ess coal bed nethane just goes hog wld, which wll
require higher sustained prices. So, under nost likely
produci ng scenarios, the demand woul d be there in Canada
to use that gas for Mackenzi e and, depending on tim ng,
it mght conpete for the sumof the pipeline capacity.

But, on the flip side, as Canada produces nore and nore
of its heavy oil reserves, they are requiring nore and
nore gas to get that heavy oil out of the ground. They
intend on using their gas and have increnental oil
supplies simlar to what we've al ready done on the North
Sl ope by our gas cycling and our tertiary water recovery
mechani sns. So, if you |ook at the demand, it can eat up
1 TCF of gas from Mackenzie w thout nuch problem and
still have plenty of roomin the market for the 4.5 - 6
TCF of gas coming off the North Slope. You have to | ook
at wll there be short-term If you bring all that supply
on at one tine increnmentally, it mght have sone short-
termeffects. And that's del ayed by how | ong and how wel |
a market can absorb that, but | think nost people think
the market will absorb it relatively quickly because of
the interconnectability of the Hub system of pipelines.
That gas can be distributed over a large nunber of
mar kets, but that's sonething again the conmmttee m ght
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want to look at in terns of +the details of the
forecasting mechani sm

CHAI RVAN TORGERSON asked if he had seen the producers' nodel in
terms of their netback.

MR. MYERS replied that he hadn't.

REPRESENTATI VE GREEN sai d that the risk has been downpl ayed because
of the floor and they are now hearing that the cost continues to
clinmb much faster than inflation. He asked if his nodels use the
original costs inflated at a reasonable rate or whether they use
hi gher inflated costs.

MR. MYERS replied that they hadn't costed-out the pipeline
i ndependently. They aren't really able to, because they don't know
the exact details of the project, the size of the pipe or pipes,
the gas treatnent plan, etc. He surmsed, "There's clearly a whole
| ot of data out there that we don't have access to and so you just
have to sonmewhat |ook at their values... to see if they are
realistic.”

He said one of the positive things fromthe state's perspective is
that the over-the-top route costs are now nearly equal to that of
the highway route. For the overall costs, there is a trenendous
anount of variance in the Bto Croute fromAl berta to Chicago and
the amount of additional capacity that will add to the existing
capacity. The answer lies in the anount of available capacity at
the tinme Alaska gas is about to enter the market. The state doesn't
have a firmidea about it because it doesn't control the timng of
when the gas line would start.

MR. MYERS sai d question nunber 2 was whet her DNR supports the open
season provision, Section 704(e), and whether it supports the
pi pel i ne expansi on provision, Section 706(a)-(e). He clarified:

Basically, 704(e) puts in the ability to expand the
pi pel i ne for non Point Thonpson and Prudhoe Bay gas. So,
in other words, it actually puts under <certain
conditions, which protect the economc rights of the
pi peliners and the other producers: can you have a
mandat ory expansion of the |ine?

The Adm nistration - again, and the access issue - if you
go back to the letter in May - clearly the Governor
t hought it was very inportant that that provision be in
there. | think the provision we have is a conprom se
provision that is acceptable to the producers, the
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explorers, the pipeline and the state. So, it's a
bal anced proposal. As it is we strongly support it. The
need for it becane relatively apparent us in that we want
to see expansion of exploration outside the existing

areas. Along that line, I will give the Governor a fair
anount of credit on the fact that we got the line south
of the 64-degree latitude. And again, | know it was an

excl usive concern and this commttee was concerned with
the same issues, but one of the issues - there was ot her
gas than just the barrel arch on the North Sl ope, not the
foothills, but the Yukon flats, the Nenana, the Kangik
that sonme of these other basins to alnost south of
Fai rbanks had a potential to get gas into that |ine under
the credit mechanism So, again we clearly recognize the
need to expand for gas other than the North Sl ope.
Prudhoe and Thonpson gas was an absol ute requirenent by
the state and so we clearly support that - those
mechani sms. And again, if you look at the Governor's
letter that follows through very clearly that the access,
both in the lines of access for new, explored for, and
di scovered gas, but also the access to comunities to get
at that gas were priorities.

TAPE 02-07, SIDE B
[ MR MYERS' TESTI MONY ON QUESTI ON NUMBER 3 WAS NOT RECORDED. ]

MR. MYERS said the Admnistration clearly supports the Al aska
royalty gas provisions in Sections 704(g) and (h) and 709(c),
recogni zing that they are a conprom se. He expl ai ned:

The need to have the RCA look at in-state we think is a
very good idea. It's consistent with the policy on oil
lines and we think they provided a very valuable, nore
| ocal i zed perspective and also for the RCA to have i nput
to FERC is equally inportant. Again, we value having an
i ndependent, quasi-judiciary approach intrastate...

MR MYERS said the fifth question about supporting other incentives
in the Pipeline Act is related to the |oan guarantee. DNR thinks
that should [ ower financing costs, which should | ower their overal

nunber so whatever it is, is positive. The conbination of events
shoul d make the pipeline much | ess risky. Anything that |owers the
cost does multiple things. It lowers the risk of the project on the
construction issues; it also potentially lowers the tariffs on the
line, which is very valuable. As the royalty owner and for tax
pur poses, the state's netback for gas increases, so it has a vested
interest, and consuners have a vested interest, in a lower tariff,
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which will ultimately bring a |lower price to the market. Those
incentives are very positive since they add stability to the
project and potentially |Iower the cost of tariffs.

CHAI RVAN TORGERSON asked if a docunent he showed M. Mers was a
publ i ¢ docunent and how he got it.

MR MYERS replied that it was public and that three nmajor producers
provided the state with information for a discussion on terns of
clarity and certainty of the project. He told nenbers:

Fundanental |y, they had tal ked about the state needing to
provide a clearer, better fiscal understandi ng of what
the conditions and terns were for the pipeline. W had
particularly asked themprimarily what they nmeant by that
- multiple times. W had a bit of frustration quite
honestly trying to figure out what in the world that

meant. This docunment, | think, is the first attenpt to
| ook at those issues and to answer that question for us.
So | very nmuch appreciated, and the Admnistration

appreci ated, the producers comng forward and saying
these are the kinds of things we would |l ook at to create
t hat envi ronnent.

So, what the producers presented was basically a
different way of valuing gas, a different way of taxing
gas, a different way of |ooking at the royalty terns in
terms of the |lease form basically a total overhaul of
the current way we value gas on the North Slope or in
ot her areas. So, this docunment suggests sone very radica
changes to our public policy. That is in a sense a power
poi nt presentation representing their view of the perfect
regul atory environnent.

CHAl RVAN TORGERSON asked what the Adm nistration's next nove wl |
be with regard to the docunent.

MR. MYERS replied that the Administration would like to have
further discussions with the producers on this point. He said it
was clear that they woul d hol d di scussi ons, not negotiations, about
fl eshing out what they nean by the various terns. There are eight
maj or royalty ternms in there and probably an equal nunber of tax
terms. The Adm nistration wants sone clarifying discussions. He
thought it was a good faith effort by the producers to start the
di al ogue and the discussion. The issues are conplicated and need to
be | ooked at in terns of are they appropriate now or |ater or ever.
He concl uded:
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So, again, fromour perspective it's sort of a producer
wish list of the things you would like to have. The state
woul d, | think, not agree to many of those as things it
would i ke to have... So, they would rely ultinmately on
negotiations if the new adm ni stration, whoever that be,
and the | egislature thought that was appropriate.

CHAI RVAN TORGERSON asked what inspired the producers to cone
forward now when they had been asking for this for a couple of
years. He al so asked whether the [Admnistration] is initiating any
studies to work through the producers' list.

MR. MYERS said that part of the issue is fully understandi ng what
t he producers are asking for and what they nean so the state isn't
confused. He conti nued:

...then the supporting data as to why certain incentives
woul d be necessary. So | think the background data, and
the studies, of course, we have sone ongoing gasline
studies. | think you'll see a CIP request to the
| egi slature this next year to further on the issues and
nore attune with the issues. One of the issues, royalty
val uation, are we going to get involved with trying to
devel op a market basket approach |ike we have for oil and
when is it appropriate and how would you do it. So it's
clear that if the legislature asked us to do that, we
would definitely need outside resources and outside
support to do that. So that's one issue - not
under st andi ng where the gas is going, howit's going to
be valued. To do a mechani sm now, you woul d have to | ook
at a surrogate nmechanism You would have to hopefully
know nore about the project, but also know nore about how
gas would, in fact, be valued so we're nmaking sure we're
getting fair market value for the gas.

The sane issue with tariff issues. A lot of issues affect
the |l ease form You know, do we want to do these things
and what's the large inpact in oil production on the
North Sl ope? What's the effect of potential fallout from
gas el sewhere like Cook Inlet. So you can devel op froma
list like that, a list wwth a | ot nore questions and we
clearly woul d need external support if we did it in the
negotiating stage on these. | guess the first thingis to
start the dialogue and then the second thing is, if the
new admnistration and the legislature deens it
appropriate, that we enter negotiations, that we get the
outside help that we need. Certainly, that discussion
woul d not be limted to the Adm nistration.
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CHAl RMAN TORGERSON asked if the state needs a bill like the
Stranded Gas Act to tell the Admnistration to start negotiating
before you start negoti ati ng.

MR. MYERS replied, "I"'mon real thin ice here."” He thought the
di al ogue should go on, but the chall enge woul d be when you enter
negoti ati ons, which he thought woul d be nore appropriate for the
new adm ni stration since it would be unfair to start now

CHAl RMAN TORCGERSON sai d they are working on recommendations to the
next |egislature and asked if they should put in a tineline for
negotiations to start on January 18 and finish on April 1.

MR. MYERS said he didn't think that was necessary. The l|ist that
the state negotiates has to be decided very clearly. Certain itens,
if you're looking at production in the 2008 - 2014 tinme range,
there is tine on many of the issues. The question is do you want to
negotiate themnow or wait until they have nore data.

CHAI RVAN TORGERSON said they are waiting for M. Mer's report on
potential reserves on the North Slope and asked where he was on
t hat .

MR. MYERS replied that the division is frantically working on it

and will try to get the committee sonething by the end of
Septenber. The report will not contain a | ot of original work, but
will be nore of a synopsis. There are still a lot of questions in

the foothills so there would be a very broad range of nunbers. They
hope to conpile a report with sonme positive results as they have
t he new NPRA nunbers and sone prelimnary USGS data from sone of
the interior basins.

CHAlI RMAN TORGERSON said he intends to have one nore neeting before
this group disbands to finalize its recommendations to the next
| egi sl ature. He thought that report mght be good to have when
dealing with the conference conmttee to show the potential reserve
on the North Sl ope instead of being hypothetical. He asked what the
division is doing in Cook Inlet for an upgrade reserve anal ysis.

MR. MYERS said the division has the demand study, but hasn't
focused on any kind of new supply study. The division is trying to
save the state a few dollars since the USGS is starting a major
assessnment of Cook Inlet.

REPRESENTATI VE DAVIES asked if he neant this is the perfect
regul atory environnent fromthe standpoint of the oil conpanies.
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MR. MYERS replied that is correct. The oil conpanies m ght
characterize it as a conprom se position, but they presented the
state with a wish list and it is clearly not to the state's maxi num
econon ¢ advant age.

REPRESENTATI VE GREEN said that prior to the startup of Prudhoe
there was good cooperation between the operators and the state as
far as subsurface geol ogy, values, transmssibility, etc. and asked
if he anticipated that sane degree of cooperation in the future.

MR. MYERS replied that he is optimstic that will occur. Although
there has been a period of tine in which there hasn't even been
alignment within Prudhoe Bay with various owners. They are al nost
there with the producers in terns of them "speaking off different
sheets of nusic in terns of their technical interpretation and the
effects.” He added:

Until you have ultimately their commrercial agreenents in
pl ace and you have nultiple issues between Pt. Thonpson
and Prudhoe, | think it's not going to be clear to us
where their commercial positions are. As far as the
exchange of technical data, we've had in the | ast eight
nonths a couple of very very good neetings. W had
initially a very slow start in ternms of the effects of
gas sales on Prudhoe and the mtigation neasures that
m ght be perforned and the same with Pt. Thonpson initia
di scussions. Those discussions have been nuch nore
fruitful as of recent. So, I"'moptimstic there will be
good di al ogue and good di scussi on.

The alignnment is helping sonmewhat. The alignnment has
pluses and mnuses in terns of data, because when the
parties weren't aligned, you'll hear nultiple technical
interpretations, which, again, they're all within the
legitimate range of just variable. Wen you have a
unified front, you'll get a single interpretation. So,
that creates sone challenge to the interpretation of
basi c data, but there seens to have been nore willingness
to share the effects of gas on oil production, which
again, has been very useful. They have sone very good
nodel s out there. They've done a lot of the work. It's
not just us involved with the issue; it's the Alaska Q|
and Gas Conservation Conmi ssion. W have a strong
relationship with them They are conmtted to doing this
reservoir study on the effects of Prudhoe and foll ow ng
over to Pt. Thonpson. | think that's a very inportant
piece of work for the state to do to have their own
i ndependent assessnent. The cost and scope of that study
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will be largely dependent on the cooperation of the
transference of data. So, again, 1'd say that 1'm
cautiously optimstic...

REPRESENTATI VE GREEN asked if M. Mers was using a USGS-type of
approach in that reserves on the Slope would be avail able and,
assunmng there's so many cubic mles of sedinent, there's a
probability and an upper and | ower or would he be nore specific.

MR. MYERS replied:

The honest assessnent is there's a wi de range. W | ooked
at two approaches. Initially, we even went in for the
supply side CIP for the North Sl ope and we asked for a
| ot nore noney than we've got and we scaled it back. W
were going to do a USGS-type assessnent where we ran the
full risk values. W decided not to go that way. W
didn't think at this point it gave a l|ot of value,
particularly with the new data. W have fol ks shooting 3-
D seismic in the Foothills; we have a | ot of changes; we
have a |ot of new approaches in terns of the issues
i nvol ving the reservoir rocks.

Fundanental ly, on the foothills, the nost difficult issue
to get your arnms around is the size and distribution
econom cs of fields. W know the gas has been generat ed;
we know the reservoir rocks are there, but they're
relatively low quality - just howlow quality is the rea
gquestion. Is there enough porosity and perneability in
the rocks for large sustainable fields? Are we | ooking at
a cluster of 200 mllion barrel fields or are they |arger
- sone of themup in the TCF range? How do you cl uster
it? I wll say that there are also, in ternms of
devel opnment, what the devel opnent costs, how many fields
we have to cluster to develop in the foothills. What
terns are you going to put on exploration? Are you goi ng
to allow year-round exploration? There are a nyriad of
issues that go in that nmake it very difficult to quantify
a neani ngful econom cally recoverabl e nunber.

So, what we intend to do is put a synopsis of the
exi sting data together with maps of basically a conpiled
version that could be useful. In talking with Patrick

that is nmore what the conmittee had in mnd - could be
useful to policymkers showi ng where the basins are,
showing the current nunbers, showing where the
transportation route and howit mght affect it and then
| ooking at sone of the new technol ogies that m ght be
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involved. So, what we're going to give you is a
conpilation of existing data. | think any of these
surveys give you - it's like the ANMR i ssue, any of them
give you a | arge enough nunber. The question is, is it
meani ngful to say there's 100 TCF versus 150 TCF? CQur
opinion now is our crystal ball isn't clear enough and we
don't have the data to do it properly. W probably w |
in a couple of years, but right now we don't.

CHAI RVAN TORGERSON t hanked M. Myers and said they woul d next
hear fromindustry and M. Al an Sharp.

MR. ALAN SHARP, Director of Northern Business Devel opnent, EnCana
Marketing USA, Inc., said he was here today on behalf of EnCana to
submt testinmony on the Al aska Natural Gas Pipeline Act of 2002
and, nore specifically, the Alaska gas floor price credit
provi sions. He gave the follow ng testinony:

I"d like to start ny testinony by expl aining who EnCana
is. W are one of North Anerica's |argest independent
natural gas producers and North Anmerica' s |argest
i ndependent gas storage owner operator, which includes
the AECO Hub, which was earlier nentioned as the
reference price for the floor price provision. CQur oi
and gas production is located in the U S. Rocky Muntain
states, western Canadi an sedinmentary basin and the United
Ki ngdomis North Sea, with recent significant discoveries
inthe North Sea, the Gulf of Mexico, and off-shore East
Coast of Canada. W are an aggressive explorer on our
North American lands focusing on natural gas. In
particular, Alaska's lands are, in our view, highly
prospective and offer potential to becone a future
production platform for our conpany and also North
Anerican. Clearly, EnCana has a vested interest in the
efficient operation of the North Anerican gas market
which is why EnCana appreciates the opportunity to
testify here today.

EnCana has an extensive |and position of over 4 mllion
gross acres of land in Alaska and we're referred to as
the explorer as we do not have proven gas reserves, yet.
The earliest we expect to have proven gas reserves in the
Foothills is 2005. For this reason, access and expansi on
on the Al aska gas pipeline is critical for our success.
W thout future pipeline access on reasonable terns and
conditions and especially timng, we will not be able to
"nmonetize' the gas we find and, therefore, EnCana woul d
have to reeval uate spendi ng noney on gas exploration in
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Al aska. The purchase of |leased land is inexpensive
relative to the cost of seismc surveys, drilling wells
and commerci al devel opnent . | t is these later
expenditures that create significant jobs and nonetary
benefits wthin and for the State of Al aska. One
successful commercial gas discovery in the foothills is
estimted to generate 3300 new jobs and $6.4 billion of
in-state benefits.

MR. SHARP said he woul d address the commttee's questions, but he
wanted to present EnCana's overall position first. He stated:

EnCana firmy supports the Wite House's position as
stated by the Secretary of Energy in his letter to the
Energy Conference, dated June 27, 2002. It states: 'The
Adm ni stration strongly opposes the price floor tax

subsidy provision in the Senate bill and any simlar
provi sion because it would distort nmarkets, could cost
well over $1 billion in annual |ost revenue, and woul d

l'i kel y underm ne Canada's support for construction of the
pi peline and thus set back broader bilateral energy
i ntegration.

EnCana has publicly stated that the gas floor price
subsidy is an ill conceived and flawed proposal and that
the market should be allowed to determne when it's
econom c for northern gas to flow A gas floor price
woul d provi de an advantage to an Al aska gas producer to
the detrinment of all other North American gas producers
and ultimately the consuner. The flow of subsidized
Al aska natural gas would distort the gas price and
di srupt the efficient operation of the market.’

MR. SHARP said he woul d now answer the comm ttee's questions.

The first one was whether the Alaska floor price tax
credit provision would be beneficial or harnful to the
construction and operation of the gas pipeline.

The credit provision may or may not be beneficial to the
Al aska gas |ine construction. The credit is payable to
t he shipper on the gas line, not directly to the pipeline
owner. It's the pipeline owner who wll construct and
operate the pipeline. The pipeline toll would roughly be
around $1.25 per nmillion btu while the floor price is
$3.25 per mllion btu. The credit provision is not neant
to build the pipeline, but to insure the producers who
are shippers are guaranteed a profit for the gas that
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they produce. What is inportant to realize is that there
are three different roles being perforned: the producer,
t he shi pper and the pipeline ower. Wen these roles are
performed by one party, the potential for conflicts of
interest and anti-conpetitive behavior can arise. Wen
you ask, will the credit provision benefit the pipeline,
it's inportant to note that it wll depend on how the
party perfornms these three specific roles and if
conflicts of interest arise that may benefit one role
over another. | think the real question that really needs
to be asked is what do we want the future Al aska gas
industry to look like? If there's limted access and
capacity, there will be a limted nunber of players;
there will be imted conmpetition and limted exploration
devel opment. There wll also be limted jobs. State
revenue will mainly be from royalties of existing gas
reserves such as Prudhoe Bay and Pt. Thonpson and
pipeline taxes. In a nulti-player conpetitive free
market, there will be access in capacity on the pipeline.
There will be sustained growh, exploration and
devel opnent. There will be nore conpani es neani ng nore
jobs in Alaska. The state revenue will be diversified
with royalties comng fromnew yet-to-be-di scovered gas
pools and the creation of new support industries. This is
what a vibrant Al aska gas industry could | ook I|ike.

Bui |l ding the pipeline does not guarantee a vibrant gas
i ndustry. W must have a future vision that defines the
regul ations on access, expansion, open seasons and
pipeline tariffs. That kind of clarity will help create a
conpetitive and vibrant gas industry.

The second question in the first section was whether the
Al aska floor price tax credit provision would be
beneficial or harnful to the Canadi an gas industry.

EnCana does not agree with Section 704(2)(b), which
presunes that sufficient downstream pipeline capacity
wll exist to transport Al aska gas past Canada to U. S.
mar kets. The Al aska gas floor price renoves the natura

incentive for Alaska producer and shipper to insure
adequate capacity will exist. As the credit provision
stands now, it wll be harnful to the Canadian gas
i ndustry. There is not enough export pipeline capacity to
| eave EnCana to handle both Canadian gas exports and
Al aska gas volunmes. This neans Alaska gas wll be
stranded in Canada |eading to an oversupply of gas and
| ower Canadi an gas prices. Since the Alaska gas has a
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Canadi an based floor price, it has an unfair conpetitive
advant age over Canadian gas resulting in Canadi an gas
being shut in. It will also be detrinental to Canadi an
gas exploration and devel opnent. Al aska gas w |l continue
to flow while the Canadi an gas industry suffers.

The next question was dealing with the Al aska floor price
tax provision and would it be beneficial or harnful to
the Lower 48 gas industry. It's really broken into two
sections. During times when Canadian export pipeline
capacity is restricted there will be no increnental gas
flowwng to the Lower 48, thus there will be very little
inpact to the Lower 48 gas industry. However, if the
Canadi an export pipeline capacity is expanded, then the
Lower 48 gas industry will face the sane conpetitive
di sadvant age and detrinental inpacts as the Canadi an gas
industry. The risk in cost wll essentially be
transferred further downstream from Canada to the Lower
48.

The next question was dealing with the Al aska floor price
tax provision and would it be beneficial or harnful to
the Lower 48 consuner. Prior to the Canadian export
pi pel i ne expansi on, the increnental gas supply will not
reach the Lower 48 consuner. The consuner wll be
di sadvantaged in two ways and will have to pay tw ce. The
first is paying high gas prices as new increnental gas
supply cannot reach them and the second is payi ng higher
taxes due to the floor price credit provisions. The
increnental gas trapped in Canada w Il cause |ow gas
prices and trigger the Alaska floor price credit
provision. After the Canadian export pipeline is
expanded, the Lower 48 consuner should see a benefit.
However, this is on the prem se that the Canadi an export
pi pel i ne expansions are delivering gas to an area where
that gas can reach the Lower 48 consuner. If this is not
true, then there will be localized areas of high gas
prices for consunmers and | ow gas prices for the producer,
a detrinment to both.

The last question in Section 1 was what there type of
i ncentives woul d you support.

A key principle that must be net is to allow free market
forces to work, provide a fair and equitable conpetitive
envi ronment. EnCana woul d support incentives that neet
this key principle. However, EnCana is not convinced that
a subsidy is required to support the construction of the
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Al aska gas pipeline. Prior to any consideration of a
subsidy or credit, EnCana believes that an independent
study should be undertaken to establish the economc
viability of the natural gas pipeline and the need for
such a subsidy or credit. The pipeline should also be
built all the way through to the U S. market to insure
i ncrenental gas supply is not trapped in Canada.

The second set of questions was, starting with the first
one, do you support the open season provisions in Section
704(e)? EnCana supports the guiding principles provided
for the open season. FERC has been mandated to establish
and govern the open season regul ati ons based on Section
703(2), which states 'to establish a process for
provi di ng access to such transportation project in order
to pronote conpetition in the exploration, devel opnent
and production of Al aska natural gas.'

Before EnCana can fully endorse FERC s open season
regul ati ons and procedures, we'd like to insure that all
gas industry players have provided their input and their
i nterests have been net. Sone exanpl es of concerns that
we have in this area are the initial Al aska gas pipeline
vol unes must have adequate downstream facilities to
deliver incremental gas to U S. markets. This neans
initial open season hol ders should be treated the sane as
expansi on open season hol ders as per Sections 706(b)(8).

The next concern we have is how conpetition will be
created as per the purpose provided under Section 703(2).
The last concern is - is 120 days enough tine for FERC to

create fair and equitabl e open season rul es?

The second question in that section was, do you support
t he pi peline expansion provisions as per Section 7067

EnCana supports the gquiding principles provided for
pi pel i ne expansi on and we would like to insure that the
expansi on rul es are based on Section 703(2), which is the
creating of conpetition and that expansion shippers are
treated the sane as initial open season shippers. W
woul d also like to reconmend that expansion wording in
t he open season Section 704(e) [be] repeated in expansion
Section 706 to clarify the intent of future expansions,
which we believe will help pronpote conpetition. The
wording in this Section 704(e) that we'd like to repeat
is: "For an open season for capacity beyond initial
capacity provide the opportunity for transportation of
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natural gas other than from Prudhoe Bay and Pt. Thonpson
units.

The third section of questions were do you support
i nstate needs such as under Section 704(g)(h) and 709(c)?
EnCana supports the instate needs, instate rate
coordination and the Alaska royalty gas provisions.
However, there are sone areas the state might want to
consi der such as under Sections 704(g) - to insure the
tie in points referred there are for both receipt and
delivery points and al so under 704(h) to clarify who has
jurisdiction over gathering and processing facilities.

The | ast set of questions dealt with do you support other
incentives in the Pipeline Act? EnCana believes that
incentives should apply to all parties in an equitable
and fair manner, which enhances conpetition and free
mar ket forces. The other incentives within the Pipeline
Act that EnCana supports are the expedited process,
Section 703(2), which pronotes conpetition, having FERC
as the leading agency with the power to govern open
seasons and expansions and Section 710, which is the | oan
guarantees for the pipeline.

To conclude, | wll reenphasize EnCana's position. EnCana
is not convinced that a subsidy is required to support
the construction of the Al aska gas pipeline. Prior to any
consideration of a subsidy or credit, EnCana believes
that an independent study should be undertaken to
establish the economc viability of the natural gas
pi peline and the need for such a subsidy or credit. If
the U.S. governnent believes that there is a requirenent
to access additional gas supplies to market intervention,
t hen EnCana suggest that any support go directly towards
t he devel opnent of transm ssion infrastructure, neaning
t he Al aska gas pi peline and correspondi ng gas pipelines
to the U S. markets. Thank you for inviting EnCana to
testify today and I'd be happy to answer any questions
you may have.

CHAI RVAN TORGERSON sai d he was perpl exed by his coments that
this m ght strand Canadi an gas. He expl ai ned:

Two points. The first one is that we' ve sat through a | ot
of presentations fromthe Al berta governnent that the Hub
that is currently established in Alberta can with a few
nodi fications, handle the gas now Personally, | question
that on a 4.5 billion bcf/d volune, but they have stil
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made those presentations and still stand by the fact that
there would be very little infrastructure needed if we
use the existing hub. That's one issue that | probably
don't believe it's stranded gas, if you believe the
Al berta governnent.

The second one is that the producers own the plans to
build the additional line fromAl berta to the Mdwest so
it would be just a flow through except for naybe sone
liquids that nay or may not come out in Alberta. So,
havi ng those two things out there, how could |I make the
assunption that we would strand Canadi an gas?

MR. SHARP replied:

"1l answer the second question first which is the
buil ding of the additional |ine. My understanding of the
Act is that it's not mandatory that they what they refer
to as the Bto Cline has to be built. If that Iine was
built, then the gas would not be stranded in Canada and
it would not inpact the market. So, that would be
definitely sonmething we would be in favor of, but there
is nothing as far as | amaware that actually would force
that to happen. If that Bto Cline is not built, then it
really conmes down to | ooking at how nuch gas supply is in
Al berta, such as Al aska gas com ng in, Mackenzie gas, the
existing production from the western Canadi an basin,
subtracting off +the intra-Alberta demand and then
what ever supply is left over, is that anount greater than
or less than the ex-Alberta take away capacity or
essentially the export pipeline capacity to the U S
mar kets. And our projections show that if 4 BCF/ D of
Al aska gas conmes down, you will strand gas in Canada.

REPRESENTATI VE DAVIES said they have heard statenents about the
supply and demand in the Lower 48 U S. narket and the nunbers were
that the market is expected to grow 7 - 11 TCF in a 20-year
timeframe and that the supply of gas is pretty limted and asked
himif he disagreed with that characterization of the U S narket.

MR SHARP replied that they believe the market demand will grow and
are working internally as to whether it will be 4 BCF/ D or 6 BCF/ D
of increnmental gas. Their main issue is the bottleneck that woul d
be created if you bring down the increnental gas and the US

consuner is expecting to receive that gas and it just can't get
there because there's not enough pipeline to take away capacity
from Canada to the U S. They are working on the denmand projections
and think that 4 BCF/ D could probably be absorbed, but it you go
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hi gher than that, there could be sone issues.

It's difficult when you' re forecasting supply and denmand,
because it really cones down to many assunptions both on
the supply side as well as demand, especially on the
economc growth and we're talking out in 2010. It's quite
difficult wth the nunber of assunptions you' re making to
narrow t hat down.

REPRESENTATI VE DAVI ES wanted to ask hima general question about
the i ssue of governnent subsidy of these things.

On areally big project like in any version of an Al aska
gas pipeline wuld certainly be classified as anong the
biggest in the world, just getting something like that to
happen because of the huge risk involved, it seens |ike
it's alnost going to have to involve sone kind of

assi stance beyond just the normal marketplace. | guess
|"d just like you to conpare that to a nuch snaller, but
closer to honme exanple and | think in terns of the

Alliance Pipeline. It's ny inpression that there was sone
governmental participation in that to begin with and then
they phased it out. Is ny recollection correct on that
and could you comment on the appropriateness in general
of governnental assistance in getting sone of these
bi gger projects to happen?

MR. SHARP replied:

Wth the Alliance Pipeline I'm not aware of any
government assistance. | can check into that for you.
know that when the Alberta gas industry was first
created, there was governnental support on the trans-
Canada pipeline back in the 50s. It was in the form of
| oan guarantees over the Canadian shield part into
eastern Canada. So, that has happened. Al liance Pipeline,
"' m not aware of that.

REPRESENTATI VE DAVI ES asked if the governnment has no role in
devel oping frontier gas provinces.

MR. SHARP replied that he wouldn't say that. He told nenbers:

If a subsidy or credit is going to be provided, then |
think all the information should be on the table. If we
specifically tal k about Al aska, the producers had a $125
mllion study. There's a lot of information out there
that has to be shared. | think when | answered the first
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gquestion about is it beneficial to the pipeline or not,
really the floor price is benefiting the producer and if
it's really the pipeline that you want to go ahead, then
shoul dn't the subsidy or the credit be directed towards
the pipeline owner and the pipeline itself? That's really
where we’'re coming from W want to nmke sure the
pipeline infrastructure is in place. So, provide the
credit directly to the pipeline if it's the pipeline you
want to proceed. If it's having to do with security of
energy, then nmaybe the subsidy should go nore in a
general sense to those that provide energy so that you're
creating nore supply of energy fromthat credit.

REPRESENTATI VE DAVI ES fol | owed up sayi ng:

Qobvi ously those issues can't be separated. People can't
get noney to build a pipeline independent of being
assured of sone shipnment and production of gas. Those
things are clearly tied together.

MR. SHARP replied that yes, they are tied together, but he would
ask if the proposed floor price is the proper anmount and is it the
proper nechani sm

If you ook at a $3.25 floor price versus a roughly $1.25
toll, there's a $2 price that goes to the producer. Wat
is the rate of return on that price and what is the price
that they need for a rate of return? Wiat is that m ni num
acceptable anobunt? | think that's the question that has
to be answered.

REPRESENTATI VE DAVI ES agreed, but asked, assum ng those nunbers
were correct, whether he would support it.

MR. SHARP replied, "No, it would harmthe Canadian industry. It
really is unfair advantage that the Al askan producer woul d have
over ..

REPRESENTATI VE DAVI ES said his point of viewis that it is not
correct.

MR. SHARP replied:

| was trying to answer your question. Wth that type of
subsidy, | think one of the questions | would ask is what
type of rate of return is the producer making with [that]
type of a floor price? If you think about Prudhoe Bay, it
was an oil pool that basically found all the profit - al
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the infrastructure has been paid off on the oil side and
you' re basically going dowmn the gas side. It should have
one of the |owest supply costs of gas, because you can
utilize a lot of the existing infrastructure to produce
t he gas cap.

REPRESENTATI VE GREEN asked if a mjor 4 BCF gas field were
di scovered in the area of the hub, would that pose the sane
concerns to himabout a problemw th other Canadian gas fields as
t he subsi di zed gas conming fromthe North Sl ope.

MR. SHARP asked if he neant would the 4 BCF/ D conpete.
REPRESENTATI VE GREEN r epl i ed:

Yes, would that create a probl em agai nst other Canadi an
gas entities? That's what | understand your concern is.
When you're saying unfair conpetition, you're talking
about Canadi an conpetition.

MR SHARP answer ed:

| f someone discovered a large anobunt of gas in the
western Canadi an sedi mentary basin, kind of within the
existing supply basin, there would be gas and gas
conpetition and essentially if that |arge quantity of gas
was discovered, it would conpete wthout a floor price
against all the other gas. So, then the free narket
conpetition and environnent force is at play. So, if that
| arge quantity of gas had a |ower supply cost, it may
del ay other gas exploration and devel opnent if it had a
hi gher supply cost.

REPRESENTATI VE GREEN said if that's the case 10 years from now and
there is a demand and supply in the Lower 48 area, did M. Sharp
think the free market forces would supply additional pipelines out
of Canada to take either the discovered gas in the western
sedi mentary basins or the Al aska gas that ends up at the hub. He
t hought this would enhance the gas situation.

MR. SHARP replied, "I would agree if there was no floor price in
effect.”

He explained if the Alaska gas is flooding the Canadi an nmarket with
gas and can't get out of that market area, it would share the sane
price risk. There would be a natural incentive for the Al aska gas
producer and sonme Canadi an gas producers to expand the pipeline
past capacity to nove it to the Lower 48 market. However, in regard
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to an Al aska gas producer with a floor price, he asked:

Wiy you would take on the additional risk to expand
pi pel i nes downstream and that |ong-termcommtnent to do
so if you' ve already got a floor price in the market that
you can dunp it off into?

REPRESENTATI VE GREEN said there has to be sone sales for themto
dunp it off.

TAPE 02-8, SIDE A

MR SHARP expl ai ned that each country keeps selling the gas and the
price gets lower and lower wuntil eventually the Al aska gas
di spl aces the Canadi an gas that's bei ng produced.

It would be the Alaska gas that would flow in the
existing pipeline infrastructure and existing markets,
because if they sold it for a very | ow gas prices, they
are still guaranteed that higher floor price. So, they
don't really care how | ow the Canadi an gas price goes and
you' re backing out the Canadian gas, which would have
flown on the existing pipeline infrastructure.

REPRESENTATI VE GREEN said he was tal king about 10 years down the
road when the demand is at a significantly increased nunber.

MR. SHARP replied that is correct. They have projections, but
unfortunately they weren't ready for this neeting. He stated, "W
have shown that it can absorb the full 4BCF/ D in the year 2010 so
there will be displacenent.”

CHAI RVAN TORGERSON said he was assunming that he opposed the
deepwater Qulf credits and other credits that other conpetition has
agai nst the Canadi an gas.

Clearly, we're not on the leading edge here wth
incentives or the downside risk protection or whatever
you want to call this. It's happened all over the world
and certainly the Canadi ans have been one of the |eaders
init as far as subsidizing renote areas or oil sands or
H bernia or sonme of the others. Now you're saying you
don't like this A askan gas because it apparently inpacts
you, but we're okay with all the other incentives that
are out in the world - just don't like what Al aska is
doing. I'mhaving a hard time connecting the dots.

MR. SHARP replied that he wasn't aware of the type of the credits

JT NAT GAS PI PELI NES CMIE - 30- August 19, 2002



that exist in the @Qulf of Mxico. In Canada they use royalty
hol i days, tax credit provisions, but those have mainly been
directly to the producer if you want nore energy supply and you
apply the credit directly to that source. He used an anal ogy of
what would happen if there was farned salnon off the coast of
Anchorage and the owners, who have a subsidi zed price, dunp it for
what they can get for it in Alaska. It kills the Al aska sal non
price, but they'll keep dunmping their fish into Al aska, because
they don't care what the price is because their governnent has
guaranteed thema floor price for their salnon. He continued:

But what it's done to the Alaska salnon industry is
decimated it, because there's no longer a price there
that the existing infrastructure and existing sal non
i ndustry can survive on. That's kind of the anal ogy |
woul d use for the Al aska gas com ng down to Canada. If we
don't insure that there's that infrastructure to insure
that it gets out of Canada and to the U. S. consuner,
you' re going to end up deci mating or having significant
negative inpact to the Canadi an gas industry.

CHAI RVAN TORGERSON asked why they didn't oppose all of Section 29
credits that are in the energy bill [HR 4]. It's the sane thing
and has the sane effect of subsidizing the gas price.

MR. SHARP replied, "I think with the floor price it only applies
to Al askan gas."

CHAI RMAN TORGERSON responded that he was making a conparison to
other things that are happening in the industry on both sides of
the border. It's no different than subsidizing through a royalty or
what ever else is going on. He said the producers have called the
royalty in kind (RIK) sale a subsidy to Canada and asked him his
opi nion of that.

MR SHARP replied that they viewthe RK sale as a conpetitive bid.

CHAI RVAN TORGERSON sai d al though he didn't want to go into it at
this tinme, an RIK sale is considered a subsidy to them"in our own
back yard."

MR. SHARP replied, "I guess | don't see it as a subsidy in the
sense that we conpeted for the royalty in kind sale and that's at a
premumto the alternative, which would be to royalty in value."

CHAl RVAN TORGERSON replied, "W're conpeting, too, with Section 29
of the deep water Qulf and inported LNG "
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SENATOR OLSON said that EnCana is a very sizeabl e conpany and asked
how nuch energy they are putting forth to advance extracting
resources off the North Slope conpared to their other holdings
t hroughout the worl d.

MR. SHARP replied:

We're quite serious about it. As | nentioned, we have 4
mllion acres of land in Al aska. Essentially, the biggest
i ssue that we have for Al aska gas exploration is really
access to the pipeline. If we can get access to the
pipeline, we're fully there. The royalty in kind sale
that Senator Torgerson had nentioned, we view that as
ki nd of something within the power of ourselves and the
state to insure that we actually do have access and
capacity on the pipeline. Failing that, we're |ooking at
this Pipeline Act through the open season and the
expansion provisions to provide us access to the
pipeline. So, we're very serious. It's just a matter that
we have to have access to the pipeline to be able to
"nmonetized' whatever we find.

REPRESENTATI VE FATE said the Alberta Mnster of Energy nentioned
NAFTA to gain market share of Canadian gas and asked if they
entertained any of that in their proposals or statenents here.

MR. SHARP replied that he hadn't and he wasn't aware of the
M nister's comments, but he would | ook into that.

REPRESENTATI VE FATE said they are concerned the excess gas com ng
down is in conpetition with the North Sl ope gas and he noted the
statenent was nade in Washi ngton D. C.

CHAI RVAN TORGERSON said there was an article in the Canadi an Herald
a couple of nonths ago related to Al berta governnent attorneys'
vi ew of whether or not the subsidy violated NAFTA. They determ ned
that it did not on the basis that Anericans would be noving a
product from one market to another that happened to travel through
a foreign country.

REPRESENTATI VE CHENAULT asked how | ong the Canadi ans entertai ned
negotiations with the Canadian groups about pipeline costs and
incentives fromthe Mackenzi e down.

MR SHARP replied that he wasn't aware of any tal ks of that nature.
He thought one of the pipeline owners had been talking to the
governnent about that. He reiterated that EnCana is an explorer on
t he Mackenzie side as well and conversations |ike that woul d be by
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the producers or the pipeline owmers with the governnent.

CHAI RVAN TORGERSON said he heard there was a request to borrow $1
billion for the aboriginal part of the ownership and there's sone
tal k about royalty relief.

REPRESENTATI VE DAVI ES said he felt a certain anount of tension in
his position as an explorer and wanting access to a pipeline that
doesn't exist yet. He asked, "Don't you feel a little bit of a
tensi on on the one hand testifying agai nst sone subsidy that woul d
hel p make a pipeline exist and on the other hand asking for access
to the pipeline?"

MR. SHARP replied:

| think what it conmes down to is we want to make sure
that the Al askan gas supply conmes on in basically a
manner that does not back out other gas supply, which
maybe should have from a supply cost or kind of a free
mar ket environnent cone on first because you can kind of
| ook at the existing basin developnent. It should have
the | owest supply cost and, in this case, including the
pi peline infrastructure to get it to market. And then as
you progress out to say, coal bed nmethane, deep water
@Qulf of Mexico, it could be off shore eastern Canada,
each one of these supply areas that could supply gas to
neet the future needs of North America will have a
certain supply cost on it. So, if you go through that
supply cost order, if you subsidize one over the other,
you' re di sadvantagi ng, | think, the market.

REPRESENTATI VE DAVI ES granted him that argunent, but asked if he
wasn't at the sane tinme advantagi ng their particular investnent on
the North Sl ope.

MR. SHARP replied that they would, but they look at it as a
portfolio of supply all over North Anmerica, which wll get
devel oped over tine.

| f one di sadvantages anot her, they have a vested interest
to insure that it doesn't hurt our portfolio. W'd |ike
to see the free market forces bring that on in an orderly
and cost efficient manner.

CHAl RMAN TORCGERSON t hanked M. Sharp for his testinony and said he
would like to finish the industry testinony before taking a break.

MR MARK HANLEY, Public Affairs Manager, Anadarko, said Anadarko is
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a very large independent with a | ot of acreage that believes there
is a lot of prospectivity in Alaska. He told nenbers, "W are
excited to be here.”

He said Anadarko is confortable with the proposed resol utions.
Whet her the credit provisions are harnful or beneficial, Anadarko
believes that if they reduce the cost or the risk, they wll
i nprove the econonmi cs of construction of a pipeline and increase
the chances that it will be built. Whether they help or hurt the
i ndustry depends on one's position in it and ultimtely on the
actual price of gas when it is brought to market. He conti nued:

Clearly there are different opinions on what it wll do
to the market. Sone have scored it that prices wll
remain above that level and it wll not inpact the
market. So, it's a judgnment call, | guess, in sone
respects. W do think that having this anmount of gas
comng into the market will have sone danpening effect on
prices and that doesn’t nean they'll drop, but clearly
not having this gas in the market - it's a significant
amount. It's either going to slow the growh in prices or
it could have a slight decline in the prices as M. Mers
has suggested. Sone reports suggest it could decrease the
price for a short tinme before it actually grows again.
That could be bad for a gas producer if you have gas
exi sting el sewhere, because relative to everything el se,
you woul d have received higher gas prices for your gas. |
think clearly for the consuner, if it has that danpening
effect, it's a benefit. So, it's a matter of what you
think the crystal ball is going to say out there a few
years from now.

Wien you eval uate the potential inpacts of the incentives
inthis bill, it's inportant to recogni ze that A aska gas
does conpete wth gas from other regions. Those regions
have other incentives; sonme are existing and sone are
bei ng proposed and which incentives are worth nore is
often a judgnment call, but they all affect the econom cs
of the projects. So, as you said, Section 29 - different
peopl e have different royalty rates; that's a straight if
you have a 20% sonebody else is at 10; is one a subsidy?
| don’t know, it's a difference in relative econom cs,
but one can nmake a big difference in how you propose it.
So, | think it's inmportant as you have pointed out to
recogni ze that there are a lot of these things out there
and it's not just an appl es-to-appl es conparison a |ot of
tines.
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You' ve asked about the open season provisions as well as
t he expansion provisions and | think we've been pretty
adamant about access. That's where we've really focused
in Congress, particularly as having fair access at a
reasonabl e price. So, we do support those provisions...

To be brief the in state needs, rate coordination and
royalty gas provisions we're supportive of those as well.
As far as the other incentives in the Pipeline Act, |
guess we would say it's up to public policy nakers to
| ook at those and see how nmuch in the way of incentives
are necessary to get this project built and that's really
a policy call for folks |like you and people in Congress.

W would like to see a gas line built that will allow
conmerci ali zati on of Al aska gas. W do believe that there
is going to be increased demand for gas and that the
decline of U S. production will create a favorable
fundanmental for comrercializing both Al aska and Arctic
gas in the Canadian Arctic and that both can be viable.
Consuners are going to need this gas to prevent possible
gas spi kes as demand outgrows supply and particularly the
adm ni strative portions of the bill should help expedite
the pipeline's construction and help insure reasonable
access to the pipeline. Your letter suggests that you are
going to |l ook at things for future recommendati ons and
guess we would just continue to request that the state
i nsure and encourage continued Al aska gas expl oration by
doing what it can to provide fair pipeline access at a
reasonabl e price to new gas as well as already discovered
gas.

CHAI RVAN TORGERSON asked if Anadarko was going to actively try to
advance any anendnents to the energy bill [H R 4].

MR. HANLEY replied no. He said they are confortable with the
agreenents represented in the bill. "As you said, the mnute
everybody tries to push one little work or change to that, it can
be a free for all."

REPRESENTATI VE GREEN asked if Anadarko has a feel whether the
market will be able to absorb 4 BCF of gas in 10 or 15 years.

MR HANLEY replied that his conpany believes that both Canadi an and
Arctic gas are going to be needed. They see a growh, particularly
inthe US., for demand and an increase in the decline rate in sone
of the existing fields. They see the fundanentals as being very
strong for this kind of volunme plus nore.
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REPRESENTATI VE GREEN said that it may be that concerns about the
incentives being a deterrent to free nmarket trade mght be a bit
over pl ayed.

MR. HANLEY said he didn't want to oppose sonmeone el se's argunents.
They see the demand in the US. for significant volunes of gas
above and beyond 4 - 5 BCF/D.

CHAI RVAN TORGERSON t hanked him for his testinony and noted that
they had witten testinony fromBP and Robbie Schil hab with Exxon
and Yukon Pacific Corporation.

MR ELLWOOD, Executive Vice President and CEQ, Foothills Pipe Lines
Al aska | ncorporated, said before he responded to the questions he
wanted to enphasize the principles that have guided their
participation in this process in Washi ngton, Al aska and Ot awa.

Foothills and its shareholder conpanies Dbelieve
unequi vocal ly that the North Anerican energy markets wil |
need both Al aska natural gas reserves as well as the
reserves to be unlocked in the Mackenzie Valley in the
Canadi an Northern Territories. W have never approached
t he devel opnment of these resources as conpetitive or
exclusive; we have devoted resources and continue to
devot e resources to devel op the necessary transportation
infrastructures to access both regions. W have
consistently advised federal, state and provincial
governnents to very carefully consider howto assist in
t he approvals and financing for the infrastructure that
will be needed to process and transport these renote nass
resources to the market. Beginning in the md 1970s, all
| evel s of governnent in the United States and Canada have
recogni zed that the enormty of the capital conmtnents
and risks associated wth developing hydrocarbon
resources in these frontier areas require very focused
coordinated efforts to assure pronpt and reasonable
regul atory approvals and oversight. ANGIA here in the
United States, the Northern Pipeline Act in Canada, and
t he agreenent on Prince of Wal es between Canada and t he
United States are exanples of such coordinated efforts.
Attention has been paid over the years to understanding
and resol ving sone of the economc and financial risks
which face producers, transporters, narketers and
ultimately consuners as they undertake the investnents
and commtnents necessary to finally access these much
needed suppli es.
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The North Sl ope producers have identified the need for
federal enabling |egislation or sone nmechani sm of risk
sharing or risk mtigation. Producer commtnent to this
project is necessary if it is to becone a conmercial
reality. Wat has evolve through the |egislative process
in Washington is a significant degree of consensus
between all interested parties on the types of risks that
face the project and the need to address them W believe
this project is in the national interest and, therefore,
we do not oppose the provisions in the current version of
H R 4.

Rel ating to the specific questions M. ElIlwod said:

Specifically relating to the market risk provision in
Section 25.03, we certainly respect the efforts of
Phillips Petroleum in particular to think creatively and
to cone up with a nechanism which would be triggered
only if gas prices at the given pricing point were to
fall below some value. If this nmechanismis sufficient to
obtain shipper commtnents, then it wll definitely
assi st developnent of project since the producer
commtnent is what has been mssing for the past 30
years.

The provisions of Section 704 (e) relating to the
regulation of open seasons for capacity on any
transportation system are acceptable to us. Regul ated
interstate pipelines in the United States, and
increasingly in Canada, as well, are routinely conducting
open seasons for devel opnent of new projects and for the
all ocation of their capacity. W are famliar with the
efforts of FERC under its open access regulations and
those are promul gated pursuant to the Natural Gas Act.
[Indisc.] those efforts to assure that adequate pipeline
capacity is devel oped and that such capacity is allocated
W t hout undue discrimnation. W are confortable that
given this precedent, FERC wll inplenment these new
provisions in a manner that will not inpose unreasonabl e
or unnecessary risks on the project nor inpair its
financability.

Wth respect to the pipeline expansion provisions of
Section 706(a) - (e), it's widely known that as pipeline
conpanies, we do not believe these provisions were
necessary. |f a pipeline expansion is economc, then the
pi pel i ne conpanies wll make the investnent necessary to
build that infrastructure. After all, that is how we earn
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a return on our investnent. However, it becane clear to
us that if certain market participants, particularly the
explorers, as well as State of Al aska, wanted additi onal
assurances that econom c expansions could be ordered.
Such powers resting in a regulatory body is sonewhat
uni que, certainly not in our view, a hallmrk of the
pi peline industry in the United States. But in an effort
to forge a conprom se, we worked closely with the Senate
Energy Commttee staff and representatives of other
interested parties and groups to hammer out the
conprom se nechanismthat's reflected in Section 706 as
it presently stands. W, therefore, have indicated our
acqui escence to these provisions and we woul d di sfavor
any effort to change it.

Wth respect to provisions governing instate needs,
Section 704(g) and the Al aska Royalty Gas Section 704(h)
and the instate rate coordination in Section 709 (c), the
provisions as witten are consistent with the genera
requi renents of ANGIA and the president's decision
sel ecting ANGIS. However, these provisions if inplenmented
reasonabl y, shoul d not inpose unnecessary burdens, risks,
or costs on the project. As witten, they are acceptable
to us. Again, we would |ikely oppose any effort to nodify
t hese provisions, which were very carefully drafted not
to inpose debilitating risks or costs on the project. And
with respect to all other aspects of the bill, Foothills
has previously indicated its support for those. Thank you
for the opportunity and |I'm prepared to answer questions.

CHAI RMVAN TORGERSON asked, based upon his |l ast testinony, does he
not intend to advance any anendnents on behalf of Foothills or
Duke. M. Ellwod indicated that was right for Foothills and that
he couldn't speak for Duke, but he understood that they didn't
intend to.

MR. JOE MARUSHACK, Phillips Petroleum said they have a |ong-
standing plan that they are going to inplement to the extent they
have the ability to do so. He comment ed:

That includes continuing to pursue federal enabling

|l egislation as in the Senate version wth no
nodi fications. It includes pursuing federal fiscal
|l egislation with a few technical corrections that we
could talk about if you wsh later on. [If we're

successful there, we will nove forward and try to address
state fiscal legislation simlar to that that was in HB
519 | ast year.
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Let me expand on these points a little bit in sone
detail. For two years Phillips has been working hard to
comercialize gas via the Lower 48 pipeline. Cbviously
there is a |lot of benefits to the state. There's huge
benefits to the governnments; there's a | ot of benefits to
ot her industries out there and consuner groups. Let ne
start out by saying that |1've nmet with a | ot of consuner
groups and once they understand what we're trying to do,
|"ve not nmet a single consuner group that has a problem
with the tax nechanism It doesn't nean they don't exist;
it just nmeans the people | have talked to, after they
understand that nore gas is good for the Lower 48
consuner, they are supportive.

Last spring, Alaska' s D.C. delegation asked what it woul d
take to progress a project. Wth partners, | should say
with BP and Exxon Mobil, we developed the enabling
| egi sl ation. Separately, we addressed a federal tax
mechanism to share the risk wth the ultimte
beneficiaries and we pointed out that at that point in
time, if we were successful, we would nove forward with
state fiscal issues. Assunming there were no nore risk
mandates, the next step would be to initiate the
permtting process on the southern route. That's where
we' ve been and that's where we still are. W continue to
favor the southern route. It has fewer unknowns; that
nmeans | ower risk. It has timng advantages; again, that

neans |lower risk. It has |less opposition and |ess
contentious issues in permtting overall |ess conmerci al
and technical risk, although the risk is still high. In

fact, yesterday on the TV I heard someone say there was
no risk wwth this project if you got to take the Senate
tax nmechanism That is not true! This is a $20 billion
project. The last big project |like that had an overrun
seven or eight tines. W can't afford anything |ike this.
There's huge construction risks associated with that and
| don't think you ve net any industrial or engineering
firmup here who has said there weren't, but we have
addressed an inportant risk and that's the risk
associated wth volatile markets.

This year we have been focused and al nost solely focused
on the legislation that will make the project viable.
Wthin the enabling legislation, | agree with nost of the
comments that you' ve heard before hand. W originally
proposed | anguage that we thought was clear and limted
to federal action. Throughout the process other parties
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participated in that and there was sone nodifications in
the Senate debate. | don't think anyone is conpletely
happy with the Senate version, but we have a delicate
conprom se and we don't think that it's appropriate at
this point in tine to try to be making changes no the
conference floor. In ternms of the federal enabling
| egislation, |I've heard a | ot of m sstatenents about it,
even today.

But let's be clear on Phillips with you on this. This
federal fiscal legislation is absolutely critical to
noving a project ahead. If we don't have that, there's
really no need in our view to address any state issues.
So, we haven't attenpted to address those.

The key thing to recognize, it provides a risk mtigation
mechanism to an incone tax credit at unexpectedly |ow
prices. There is not a floor price. The market will be
what the market is. What happens is when you hit the
$3. 25 AECO nmechani sm you get a federal tax credit to the
extent that you are a taxpayer in the U S [|f you don't
have sufficient inconme taxes, the credit is not worth
that nmuch. Hopefully, we'll be a taxpayer in the Lower
48. The joint tax conmttee did score it at no cost. That
means that they had a nmechanismout there, a price score
cast that they thought | ooked reasonable that had no
associ at ed governnent revenues associated with it. Oher
price forecasts nmay have a cost associated with it; this
one does not. The legislation provided for repaynent in
hi gh-priced periods to the extent you have ever used a
credit.

The North Anmerica consunmers will absolutely benefit from
anot her source of clean, stable, donestic energy. And we
can talk a little bit about what 4 BCF neans and where it
conmes fromand what kind of commtnent it takes to nake
that happen to the Lower 48 market. The |oss of supply
and demand will still set the market price of the gas.
This is not a floor on the price.

VWhat ' s needed, Phillips will be pursuing sone technical
corrections to the fiscal part of the bill. O herw se,
general support from Alaska in the Senate wll be

hel pful. W're not advocating any alternatives at this
point in time. W're advocating the position we've had
for well over a year. We're commtted to maki ng progress
on state fiscal issues to the extent that we get the
| egislation that we need in Washi ngton. Those, again,
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woul d be clear, they'd be certain, and regarding state
incentives, we will be seeking sonme nodifications on the
tax side.

Senat or Torgerson, that presentation you had there was a
BP presentation. It was not a Phillips presentation;
was invited to sit in on that and | did sit in on that,
but I do not agree necessarily with all the points that
are in there. Cearly, there is nothing in there about
state fiscal incentives, but we think we would be
pursui ng those. But there are other issues in there that
we think are probably not our view of how those things
should be done in the future. Nonetheless, it is a
starting point and there are a lot of things in there
that we would agree with. Again, we don't think the
timng is necessarily appropriate.

VW will be pursuing a version of sonething simlar to HB
519. W thought that was a good approach. W thought it
made use of existing state processes to enter into
confidentiality agreenents to share information, yet
there would still be a public process and a way of
negotiating and ultinmately bringing forward a contract or
sone sort of mechanismthat the |egislature could | ook at
and make comments and hopefully approve. And finally,
strategi c incentives when nost needed by the project, we
woul d be pursuing those in the future, too.

So, in conclusion, other than a few dot points I'd |ike
to nake at the end, we will continue to pursue success
al ong these lines. There's nothing new here. W' ve been
here well over a year and we've been consistent in this.
We ask the commttee's support for this strategy. It's
one that we believe can progress in the Al aska pipeline
proj ect.

Just a couple points that I may not have addressed in the
ultimate dot points here beforehand - cost overruns -
cost overruns are still a certainty. There is nothing in
the tax nechani sns that would keep that from happeni ng.
Representati ve G een, you asked about inflated costs. The
cost of the pipeline project that we see now, including
gas treatnment plant, NG facility, and a nmechanismto go
all the way into the Lower 48 is $19.4 billion in 2001
dollars. That would be inflated for dollars of the day
and depending on the timng of that, it's $25 - $27
billion. It's inportant to note that Phillips, BP and
Exxon did design a pipeline all the way to Chicago. The
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idea that we're going to strand Canadi an gas i s nonsense.
VW have | ooked at either building a |line ourselves to get
it to market, but a better solution and one that's
W n/wn for ever ybody, IS t hat t he Canadi an
infrastructure, the pipeline conpanies, TransCanada,
Foothills, Duke, WIllianms - all those conpani es expand
their systenms so we're not just going to Chicago, but
we're going to other places. That's how we potentially
get the best price for that gas. But, we're not going to
strand Canadi an gas.

Furthernore, Phillips is on record as supporting two
pi pelines. W believe an Al can pipeline needs to happen;
we believe an Alaska southern route project needs to
happen. The Mackenzie Delta |line has got to be an easier
thing to do than we're trying to do. It's 900 mles; it's
smal|l dianmeter; it's ready-nade steel; it should be able
to be done if you can get through the regulatory
processes sooner than our project sinply because of the
size of the magnitude. We're four tines as big as that.
In any regard, we think there is roomin the market for
both of those projects and regardless if Al aska gas comnes
first or if Mackenzie Delta gas cones first, we are going
to have to have expansion out of Canadi an infrastructure.
Again, we'll do it if we have to; we hope the Canadi an
infrastructure wll see a better way of doing it
t hensel ves.

| think that's npbst of what | wanted to talk to you
about. In terns of the nechanisns, what we've been
pursuing is sonmething simlar to a trigger nmechani smsuch
as the AECO nechanismthat we've tal ked about here. The
other itens that we think are necessary to nove this
project along fromthe petrol standpoint. But actually,
the idea of the tax nmechanismis you don't want to use
that tax nmechanism It's a safety guard, if you will; it
protects in cases of a |low price environnent. It doesn't
affect the economcs of the project except if you did
ever have a very |low price scenario, and then, of course,
it does provide a tax credit to the extent you can use
that to get up the $3.25 AECO price, but this still
| eaves us with a very, very challenging project. So,
we'll be pursuing investnent tax credits on the gas
treatment facility and seven-year depreciation on at
|l east the U S. portion of the pipes. W'd also |ike
seven-year depreciation in Canada. So, hopefully the
Phillips positionis clear; it's not new and |'d be happy
to answer any questions you nay have.

JT NAT GAS PI PELI NES CMIE -42- August 19, 2002



CHAI RMAN TORGERSON sai d he understood that the Wite House wasn't
too keen on a tax credit and asked BP to cone up wth an
alternative. He asked if BP has proposed any alternatives to the
floor and if so, what his position is on them

MR. MARUSHACK responded that they had been asked for alternatives,
not only by the Adm nistration, but by the Senate Energy Conm tt ee,
but they stand commtted to where they are right now

The reason for that is because we have been pursuing this
for over a year. W' ve been very clear on how to nove the
project forward, the tax nechani sns that are necessary.
W recogni ze that the nore that you have confusi on about
what works and what doesn't work, it gives people the
opportunity to say, 'This one | can do; this one | can't
do. This one costs; this one doesn't cost.' And we just
try to be crystal clear on what it takes to nmake a
proj ect happen. The worst thing in the world that can
happen is we throw up a bunch of alternatives there. In
conference conmttee, people pick and choose a few things
and Phillips would say if it doesn't neet the basic
requi rements, we're not there guys. W do have a pl an of
how to do it; we've been clear on howto do it, but we're
concerned about giving people the opportunity to cut and
paste, pick and choose.

So, our position is that we do not support changes right
now. W have evaluated all the nechanisns and frankly I
can tell you sone of them probably could work so | ong as
they are a package that's put together that nmakes sense.
But the concern is who knows what's going to happen on
the floor out there. So, we think the prudent course of
action is, 'You asked us what we needed; we've told you
what we' ve needed; we're pursuing that strategy.'

CHAl RMVAN TORGERSON said he wanted to focus on the BP proposal
whi ch uses wel | head val ues. That was originally Phillips' proposal.

MR. MARUSHACK said it was very close to what they devel oped.

CHAI RVAN TORCGERSON asked if that ends up being the nechanism woul d
he be all right using it.

MR. MARUSHACK repli ed:

Senator, | think what's inportant to be clear here is we
have worked this project all the way to our nobst senior
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managenent |evels, to our chairman's |evel. Wen we've
said here's a plan on how to nove forward, what we're
also telling you is if all these things happen, we'll
i nvest another several hundred mllion dollars in this
project. Now, that takes a ot of guts and takes a firm
commi tnent on someone's part. So, at this point in tinme,
Senator, | wunderstand what the BP proposal is and |
understand the economcs of that. W continue to say,
"Let's stick with what we've got; let's pursue what we've
got and let's be successful there.

CHAI RVAN TORGERSON responded that he agreed that they had been
crystal clear about what they needed and he was trying to get a
handl e on what was going to surface at the top. He asked, "Does the
BP proposal have nore votes than yours?”

MR. MARUSHACK replied that he didn't know what was goi ng to happen
ultimately.

| think it's going to be a tremendous struggle. W're
going to do everything we can to make it happen. | don't
think it's a slam dunk. My hope is that nany of the
consuner states wll wunderstand the value of this and
pursue it. | think it's very, very dangerous for
producing states to be saying we don't support a
mechani smlike this when we have got benefits of royalty
credits in the @ulf, when we've got Section 29 credits;
think it's very very difficult in ny view given the
Hi bernia situation, given the Northwest Territories
situation, given the oil sands. | think fol ks need to be
very careful in saying that they don't support this,
because this is not for the three big producers. This is
for all Alaska gas that cones in for a certain period of
time and the Lower 48 wants nore gas. They see the
benefit of nore gas not less gas. To the extent this
mechani sm doesn't happen, this project won't happen, |
believe. So, | think people need to be very careful of
what they say, especially producers.

CHAI RVAN TORGERSON sai d he understands and his recomrendation to
the commttee is to support the price floor, but he al so knows t hat
they aren't going to have tinme to neet again if the BP thing
happens to be the one that conmes to the top. "That's why I'm
pursuing this line of questioning."”

MR MARUSHACK sai d they had been clear with the del egation that the

AECO nechanismis where they need to go and the reason is primarily
so they don't get into a confusing situation where people cut and
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paste and sonet hi ng doesn't happen. "The folks in Washington w ||
be able to tell exactly what Phillips has said. There is nothing
different.”

CHAI RMAN TORGERSON said he talks to thema ot and this is for
our record, not for their record.

REPRESENTATI VE GREEN said he was inpressed with M. Marushack's
statenent that once the gas gets to the hub there are several
markets that would be ready and willing to take the additional gas.

TAPE 02-8, SIDE B
MR. MARUSHACK sai d:

This is a once in a generation opportunity for Canadi an
pi pel i ne conpanies. To have 4 BCF/Dis small in terns of
the 76 BCF/ D that the Lower 48 needs, but in one slug to
conme through at a specific period of time is highly
unusual and it's a lot of opportunity for the Canadi an
infrastructure there. The win/wn |I've long clained on
this was that, vyes, through conventional neans of
expansi on, tw nning, |ooping, whatever it is, that there
be the opportunity for a | ot of conpanies to participate
in this in the Lower 48 infrastructure. | believe that
there's a way of doing that cheaper. | don't believe at
the end of the day frontier pipeline always requires the
maj or producers to nake a conmtnent to nmake that happen.
But in the infrastructure, | think there's trenendous
win/win there, plus the nmarket issues you addressed.

CHAI RVAN TORGERSON wanted to nmke it clear that he had no
regul atory changes, but only financial changes to the bill,
t weaki ng the fl oor.

MR. MARUSHACK said that was correct.
12:35 p. m
REPRESENTATI VE JOULE said in his North Slope district they strive
for working partnerships and he hopes that as legislation is
devel oped, people are brought to the table earlier as opposed to
being drug into the partnerships kicking and scream ng:

Because there were sone concerns with that in particul ar

by the people of the North Slope who in different aspects
of devel oping the resources of the North are constantly
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| ooked at and asked for their blessing on certain things.
| know that was not the case with HB 519...

REPRESENTATI VE FATE said his commrent was al so on HB 519 and how M.
Mar ushack al luded to, if not the necessity, certainly a favorable
position the state mght enter into relative to a bill simlar to
HB 519. He asked what happens if there is a final solution to the
congressional conference conmttee and they get the incentive
package that they are looking at. "Is there still going to be a

necessary conpani on piece of state legislation with an incentive in
it?"

MR. MARUSHACK responded to Representative Joule by saying the HB
519 was not a Phillips' bill, but they weighed in on it when it
becane public. He commented, "I agree with you. This needs to be a
process that's vented much nore tinely. Mre people need to
understand that and that needs to be worked to a nuch broader
degree next tine."

He said with regard to Representative Fate and the state tax
mechani sm they have a plan, which consists of mtigating the risk.
He expl ai ned:

It's not a floor; it's a tax mechanismthat triggers at a
certain price on tax credits. Wen we say floor, that
nmeans things to people in the Lower 48 that they are
going to have to pay a higher price for gas and they
will. In any regard, the plan is to mtigate sonme of the
mar ket ri sk through the AECO nechani sm and then work on
how to make the economcs of the project better and
there's a nunber of ways we're going to nake the project
better. W're willing to invest several mllion dollars,
again, into trying to inprove the technical aspects of
the project and | think we can reduce that cost sonewhat,
but | don't know how nmuch. | do know it's going to
require tens of mllions of dollars in work to do that.

The second way we're going to do that is try to pursue
federal mechani sns that do help the economcs. That's the
gas treatnent plant, investnment tax credit and
accelerated depreciation. The third would be other
mechani sns simlar to what we see comng fromthe state.
And | point out that in ny experience, when |I'm in
Washington that is an issue that keeps comng up. Wiat is
Al aska doing to positively nmake the project happen, too.
So, what we're doing is we're building building-blocks
here so that ultinately we're going to have a project
that is a reasonably conpetitive project and we've got a

JT NAT GAS PI PELI NES CMIE -46- August 19, 2002



plan to do that and the state being part of that is part
of that plan, yes sir.

REPRESENTATI VE DAVI ES asked about his comment that the tax credit
is useful only if you pay taxes and wondered to what extent that
provides an incentive to nmake sure that the gas is marketed in the
Lower 48. Was it his point that if gets stranded in Canada, taxes
won't be paid on gas in the Lower 48.

MR. MARUSHACK repli ed:

The point | was trying to make is that even the tax
mechanismitself, if it comes through, is not fool proof.
You've got to assune you're in a taxpaying position,
which we are currently a U S. taxpayer and we expect to
be a taxpayer. The only point I"'mtrying to make there is
when people talk about a floor, that neans that the
mar ket woul d pay no | ess than $3.25. That's not correct.
W' re going to be higher than that and we're going to be
| ower then that. Al we're tal king about here is when you
get a tax credit, that kicks in.

This is unique because other tax nechanisns |ike Section
29 and royalty relief, those are an absolute grant of
credit that the governnment has provided. W' re not asking
for that. Actually, the nunber is just too big; the
project is too big. W think on a national energy policy
basis, that it makes sense to have sonething that takes
away that risk. The ultimate beneficiary of low prices is
the Lower 48 consunmer. The only point I'mtrying to nake
here is this particular nmechanism has that; that's the
way it works, but not anything having to do with the
mar ket. The gas has to land in the Lower 48, because it
can't be accepted into Canada and we've understood t hat
and designed that systemfromday one. There is no reason
for the U S to do this if it doesn't land in the Lower
48 and sone national energy policy question we've got to
resol ve here.

CHAI RVAN TORGERSON asked if their nmerger was conplete with Conoco
yet .

MR MARUSHACK said it wasn't.

CHAI RVAN TORGERSON asked if there were runblings anong the Conoco
Board that they're not in favor of price floors.

MR. MARUSHACK said he couldn't speak for Conoco, because they're
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not one conpany. The Phillips Chairman is going to be the new
seni or executive of the new conpany and his viewis that they need
two pipelines. He has been clear with everyone that the tax
mechani smis necessary and it needs to happen now.

CHAI RMAN TORGERSON sai d he didn't expect Conoco to oppose anyt hing
that they are working on.

MR. MARUSHACK replied that he did not.

MR. DAVE DI NGELL, Manager, City of Valdez, said he was speaking
today on behalf of the Port Authority. He didn't have any specific
comments on the questions that were asked on the credit provisions
or other incentives. Their econom c nodel indicates that no federal
or state legislation is needed to help their project. But if there
are incentives, they should apply to any project and not be
specific to a route such as the Al aska hi ghway project.

REPRESENTATI VE GREEN said his programis predicated on a federa
tax free project and asked if he didn't consider that an incentive.

MR. DINCELL replied that they have a letter fromthe IRS that says
they are exenpt from federal incone tax.

REPRESENTATI VE GREEN said he had a little probl em separating those.

MR, DINGELL reiterated if they were going to nake reconmendati ons
to the next state |legislature on any incentives, they should for
any project that commercializes Al aska gas.

CHAI RMAN TORGERSON sai d he thought they were broad enough to cover
anyt hing, but he didn't think the federal taxation would ever get
t here agai n.

REPRESENTATI VE DAVI ES said his understanding of the Port Authority
project is that it's a Y-line.

MR. DI NGELL said that is correct.

REPRESENTATI VE DAVI ES asked if these credits were enacted, would
his project be benefited.

MR DINCGELL replied that it would benefit a portion of one possible
proj ect.

REPRESENTATI VE DAVI ES sai d he understood that they get the biggest

benefit from the Y-line approach and that the LNG stand al one
doesn't work. So, it seens unlikely that that would go first.
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MR. DINGELL replied that at the present configuration, the Port
Aut hority supports the Y-line concept, but they are |ooking at
other options. "A |lot of people look at the project as the main
line is going through Canada and the spur is to tide water and it
could be reversed."

CHAI RVAN TORGERSON said he had been nunber crunching and didn't
know if a Y-line would be conpetitive with sonme of the cheaper gas
that the conmpanies are bringing into the Lower 48. He announced
that they would next discuss the commttee's two reconmendati ons
begi nning with proposal 1, supporting the tax mechani sm

REPRESENTATI VE GREEN noved to adopt proposal 1.

CHAI RVAN TORGERSON said the justification for adopting proposal 1
was heard in today's testinony.

REPRESENTATI VE DAVI ES said it should probably say the "tax credit
mechani sm and specifically refer to the Al aska Natural Gas
Pi peline Act of 2002 or HR 4.

MR. MARUSHACK reconmended that they use a general termthat woul d
allow them the ability to accept things like a gas treatnent
facility investnent tax credit and seven-year depreciation also to
hel p i nmprove the project on a federal basis.

CHAI RVAN TORGERSON suggested: "The Joint Commttee on Natural Gas
Pi pel i nes supports the tax nechanismin Section 25.03 of HR 4
i ncluding provisions for accel erated depreciation and investnent
tax credits.”

REPRESENTATI VE GREEN said he thought M. Mirushack wanted the
wording "such itens as" inserted in front of accelerated
depreci ati on.

REPRESENTATI VE GREEN said he wanted to withdraw his prior notion
and start over again. There were no objections and it was so
or der ed.

REPRESENTATI VE GREEN noved proposal 2, that the Joint Natural Gas
Pipelines Commttee supports federal incentives to pronote the
tinmely construction of an Al aska natural gas pipeline such as...
CHAI RVAN TORGERSON announced an at-ease to wite up proposal 2.

REPRESENTATI VE DAVI ES read the proposal:
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The Joint Commttee on Natural Gas Pipelines supports
federal tax nechanisns to pronote construction of an
Al aska natural gas pipeline such as the tax mechanisns in
Section 25.03 of HR 4, accelerated depreciation and
i nvestnent tax credits.

REPRESENTATI VE FATE suggested changing "to pronote" to "that
pronote."”

CHAI RVAN TORGERSON asked if there were any further questions or
debate. There were none and it was adopted.

CHAl RMAN TORGERSON announced the second proposal to be up for
di scussion and said it supports the Senate version of the energy
bill on the regulatory side of things. He explained that there was
a gentlenen's agreenent that there would be no anmendnents to it.

REPRESENTATI VE GREEN noved to adopt proposal 2.

REPRESENTATI VE DAVI ES noted that they didn't necessarily support
each individual one, but collectively as witten, a conpron se.

CHAI RMAN TORGERSON said he would like to add the word "regul atory”
because that is what they are quizzing everyone on. He said there
was an anendnent to the second proposal so it would read, "The
Joint Conmttee on Natural Gas Pipelines supports the regulatory
provi sions of the Al aska Pipeline Act w thout anendnents.”

There were no objections to the anmendnent to proposal 2. There were
no objections to adopting proposal 2 and it was so ordered.

REPRESENTATI VE DAVI ES sai d he thought they shoul d advance the ot her
itens in the resolution.

CHAI RMVAN TORGERSON sai d they could advance those in conversation
with individuals with FERC or others, but if it requires an
anmendnent, they have just said they will not advance anything that
requires that.

He announced that they would take about an hour break and would
then take up item 7, discussion of the |obby effort and item8, a
general discussion on recomendati ons.

1:15 p.m - 2:38 p.m - BREAK

TAPE 02-9, SIDE A

CHAI RMAN TORGERSON cal l ed the neeting back to order at 2:38 and
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said that he woul d keep the conmttee apprai sed of what his trave
pl ans are for going back to Washington D.C. and that they would
work through C. J. Zane on the issues. He said the first trip back
woul d be around Septenber 9.

CHAI RVAN TORGERSON said that the reconmendations were very
prelimnary. M. D ngell wanted these provisions to apply to oi
projects and he thought they already did, but he has nade a note to
check that in final form He asked the commttee nenbers to return
their comments to himby Septenber 20 so he could put it in packet
formand maybe send it out for comrents fromthe major players.

RECOMVENDATI ONS

1. Continue banning the over-the-top route.

2. Before considering fiscal incentives, the |egislature should
require data fromthe producers.

3. The Legislature should consider the property tax, severance tax
and ot hers.

4. Have discussions with | ocal governnents about the ad val oremtax
instead of "crammng it down their throats."

5. More cohesive comuni cation between the Adm nistration and the
Legi sl ature.

6. Look at the fiscal system

7. Examne nethods for state financial participation in the

proj ect.

8. Continue the commttee's existence. There should be another
resolution so that the interim work can continue. Hopefully,
they are finished with Congress, but haven't started work with
t he Canadi an governnent or First Nations in Canada.

9. Continue and expand the international commttee to hel p work out
sone of the perceived regul atory problens crossing borders. He
said they have put together a good teamthis year with Patrick
Coughl i n and ot hers.

10. Continue to assess state needs and gas reserves

11. Provide nore access for explorers.

12. Keep Alaska's royalty-in-kind in the same state it is in right
Now.

13. Provide access to conmunities.

14. Tie local consunption in with the Ri ght-of-way Leasing Act.

15. Streamine permtting.

16. Include Al aska hire provisions

17. Provide training and | abor in Al aska.

REPRESENTATI VE DAVIES asked if they should consider what wl
happen if the initiative passes.

CHAl RVAN TORCGERSON said if they wait until after the election, they
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woul d know what they are dealing with. He told nenbers, "I
a couple day neeting.if we're that
recommendations to the next |egislature.”

envi si on
serious about making

CHAI RVAN TORGERSON adj ourned the nmeeting at 2:55 p. m
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