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ACTI ON NARRATI VE

TAPE 01-5, SIDE A
Number 001

CHAI RVAN TORCGERSON cal | ed the Senate Resources Committee neeting to
order at 3:37 p.m and announced that the commttee woul d now hear
a short overview by the Al aska Soil and Water Conservation Servi ce.

MR. ART VEI NER, Al aska Soil and Water Conservation Districts, said
he also represented the Al aska Natural Resources Conservation
Devel opnent Board (ANRCDB)and that the State of Al aska has 12
conservation districts that are directed in part by an appointed
boar d. He explained that the board and districts are funded in
part by the state and part by the federal governnent. Most
recently, the districts have received $2 million fromthe federal
governnment which has allowed the districts to hire staff people.
This has allowed districts to grow their capacity so they have
brought in approximately $10 mllion worth of project noney from
the federal governnent. Projects that have been acconplished by
the Soil and Water Conservation D stricts have included very |arge
flood control projects in the Salcha Delta area, a shoreline
erosi on protection project in Unal akleet, a stored water protection
programin MCarthy, a nunber of water quality nonitoring projects
t hroughout the state (funded by 319 funds from the Departnent of
Envi ronnent al Conservation), smaller education prograns, and snal
farm based prograns.

MR, JIM VAN CSS, Honmer District Board nenber, gave the commttee a
power point presentation fromthe | ocal Soil and Water Conservation
District. He expl ained that the Natural Resources Conservation
Service got started after the Soil Conservation Act of 1935 during
the dust bow days of the Roosevelt Adm nistration. The first
conservation district was started in 1938 in the state of North
Carolina. Al aska came on with AK 41.10 in 1947. Since that tine,
12 conservation districts have been established in Al aska.

M5. RACHEL MORSE, Al aska Soil and Water Conservation D strict, said

this district is the largest in the nation, 331 mllion acres, and
enconpasses everything that has yet to be incorporated into a | oca
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conservation district so that every resident of Alaska has a
district. She used a power point presentation to illustrate her
poi nts.

Her Board of Directors serves a dual function; they are also the
Nat ural Resource Conservation and Devel opnent Board which works
with the comm ssioner of Departnent of Natural Resources. For her,
this neans that rather than having a locally elected board of
directors, she has one appointed by the governor. They cone from
all regions of the state and their qualifications are that they are
a |l and user and cooperator in the local districts. They bring a
| ot of experience as far as agriculture and natural resource use.

The focal point of her district that spans such a great area is
outreach to the communities to I et themknow of avail abl e services
and to provide a pipeline to NRCS. The Board also contributes to
prof essi onal conservation activities that are going on around the
state and tries to function as a local conservation district
wherever they can. They have standard outreach between conferences
and fairs, but those really don't get out to the people they
represent. So, they do the site visits which were in the
presentation. They work with non-tinber forest products and there
is a conference in Novenber 2001 in Anchorage to bring together al

the users and producers to tal k about wi se use devel opnent, market
ni ches, making sure they have all the cultural and traditiona
uses. She related how one wonman sells all of her product, a birch
syrup, overseas before she ever touches a tree. They work with the
Al aska del egation for conservation and reinvestnent |egislation so
the conservation districts can be supported in that manner. They
are working with conservation districts nation-wide on this. They
al so work with other groups that pronote the w se use of natura
resources in Alaska and lend their expertise wherever they can.

M5. MORSE said they function as a traditional district and work
wWth the inter-tribal watershed council, a group of villages al ong
the Kobuk that is interested in collecting base-line water quality
data. The data is very useful as the watershed resources are
devel oped, Cooperative agreenents with NRCS are nai ntai ned so that
the projects not nentioned here take place.

CHAI RMAN TORGERSON announced an at ease from 3:50 to 3:52.

COWM SSI ONER PAT POURCHOT, Departnent of Natural Resources, said he
wasn't prepared to break down line-by-line budget itens, but he
could wal k through sone areas where work could be started now and
proceed through permtting and actual construction of a gas
pi peline. He expl ai ned:
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In the 1970's the oil line hadn't been conpl eted when the
prospect of gas devel opnent on the North Sl ope was being
di scussed in earnest. |In 1976 Congress passed the Al aska
Natural Gas Transportation Act (ANGIA), which set the
process in notion for a presidential finding and deci sion
on what route and actually what conpany woul d be granted
aright-of-way for bringing to market of a gas line. In
1977, President Carter issued presidential findings and
found the proposal by - at that time - Northwest Pipeline
Co. and the ANGTA route, which followed the existing TAPS
route and then the Al can H ghway down through Canada to
| ower 48 markets, was the preferred route and shoul d be
the subject for a right-of-way and the necessary EIS
wor k.

In 1978 Congress ratified that decision, essentially
decl aring that conpany and that route should be granted a
right-of-way. In 1980 BLM fol |l owed through and issued
federal permts through federal |ands and sone state
| ands that had not been transferred to the state. They
issued the right-of-way to the Northwest Pipeline Conpany
for a gas line followi ng that route. A nost concurrently,
the United States entered into an agreenent wth Canada
to cooperate on that right-of-way. Canada, during that
same period, issued simlar permts and rights-of-way and
fully permitted and granted a right-of-way through
Canadi an | ands for that same project - matching up with
both ends in the United States.

The project never got financing and events changed in the
national oil and gas world. By 1984 the project was
dormant - dormant in ternms of the state was relevant in
that they had filed for a right-of-way for that sane
permt across state lands from the state and that
application was never acted on by the state nor was it
requested to be finished by the conpany at the tine.

By 1988 there was a lot of interest in the |iquefied
natural gas route. Yukon Pacific pursued permts and
rights-of-way with both the state and the federal
government. In 1988 they received a federal right-of-way
foll owi ng, basically, the TAPS route to the Val dez area
and they received a conditional right-of-way from the
state. The conditional right-of-way needed and still
needs lots of work to make it 'unconditional.' There's a
whol e series of permts we could supply you, but it's a
ways from a final right-of-way. It was also not an
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exclusive right-of-way nor did it convey any title or
rights to |land per se.

COWM SSI ONER POURCHOT di spl ayed sonme |large DNR maps with the
proposed routes on them One of the tasks that is needed, he said,
for any kind of detailed work that could invol ve variances fromthe
ori ginal rights-of-way because of advance geol ogi ¢ determ nati ons,
is that the state needs to bring its land status conpletely up-to-
date in a corridor fashion, a couple of townships w de, down the
whol e length of the pipeline. This would not only fully identify
| and status within that, but it would devel op a system where that
information is readily available to any conpani es and applicants by
the web, so that people who are working on very small areas can
have instant | and status.

COW SSI ONER POURCHOT said the state renewed the conditional right-
of -way and BLM renewed the TAGS line permt in 1998 for another 10-
year period. There is no state ANGIA right-of-way, but the federa
right-of-way still exists. He added that all the conpanies and
attorneys are now rereading and evaluating the status of all the
events that took place in the late 70's and they don't yet know the
answers to the foll ow ng questions:

 Is the EIS still good?

e Can the right-of-way be noved?

e Can punp stations be rel ocated?

* Is it only Northwest or their successors, which is
now Foothills owned by TransCanada and West Coast
Transm ssi on, Canadi an Conpani es.

 Are they the only ones?

* Wiat is their ownership right?

* Wiat are their pay back responsibilities for the
wor k that they did?

CHAI RVAN TORGERSON asked if he thought Congress would take up the
i ssue.

COW SSI ONER POURCHOT said he read in the paper that an energy bill
m ght address sone aspects of the gas line or clarifications. He
said that through the early gas process, the Federal Inspector's
Ofice was designated as the central point of contact for the feds.
That was nerged wth the Departnent of Energy and over the years
when not hi ng happened on the pipeline, it gradually faded away, but
it still exists as a statutory designation within the Departnent of
Energy. He said it needs to be revisited and that the Departnent
of Interior and the Federal Energy Regul atory Conm ssion (FERC) are
i nvol ved al r eady.

The State Pipeline Coordinator's Ofice parallels the federal
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counterpart agencies in the Joint Pipeline Ofice (JPO. Their
m ssion under state law is to "permt any and all pipelines in
Al aska and to nonitor on-going operations of those pipelines.”
Oversight of the TAPS is the bulk of their work. The federal side
of the JPO reports through the Departnent of Interior now The
governor issued an admnistrative order several weeks ago
designating the State Pipeline Coordinator's Ofice, under DNR as
the | ead state agency under which we would coordinate the state
right-of-way and permtting functions for a gas line (like the
TAPS) . This has been working well and hopefully the permtting
function woul d nove into construction and there would be teans of
people working in unison to every extent possible so that each
agency isn't independently going to each contractor or project
sponsor.

He touched on sone of the Governor's budget itens for advancing the
gas line conmrercialization. In addition to the creation and
staffing of the State Pipeline Coordinator's Ofice, the state is
coordinating with its federal agency and Canadi an counterparts.
The departnment has found that identifying requirenents and
explaining the process up-front to their applicants and people
wanting permts makes the whol e process nove faster.

There are sone resource needs and research work that are going to
be required in any permtting scenario, COW SSI ONER POURCHOT sai d,
| i ke hydrol ogy work, identifying and updating geol ogic hazards,
fishery information and | and status. He wants to get a junp start
on this required work. He explained that there is a reinbursable
fee for sone work done by the applicants.

He i s reconmendi ng sone studi es of Al askan gas supplies and denmand
and an analysis of the national gas market that are absolutely
necessary. One study is to determ ne the possibility of instate
uses and instate needs. Another would be to assess the outside
market and its economic and financial inpacts on the actual
feasibility of a gas |ine construction. They also have a conponent
that references sone of his earlier questions dealing with study of
sone | egal and |egislative or congressional |egislation issues that
may surround gas |ine devel opnent. He is recommendi ng studies of
some fiscal regines |like what the state can expect for a return on
state resources and various aspects of that. Skilled | abor needs
to be identified and how it mght be provided when and if
construction starts. One of the objectives is to put as many
Al askans to work as possible.

CHAI RVAN TORGERSON asked how many of these studies are currently
under way.

COW SSI ONER POURCHOT answer ed t hat Conm ssi oner Condon has | et one

contract for sonme of the national market information. Qutside of
sonme of the broadest |land work, DNR hasn't initiated any of the
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studies for resource information as DNR did not have the funding
before |l egislative appropriation. They have started on one of the
tasks by sharing what permtting information they have wth
applicants. The JPO which is getting hit wwth a |lot of the work,
is largely funded by RSAs.

SENATOR TAYLOR said he had read the original pipeline bills and
Congress actually said one couldn't sue to enjoin the work, that
all of the provisions of federal |abor |aw were suspended as
concerned the ability of a Jlabor wunion to strike during
construction of that project. Many other federal laws were
suspended concerning that project. He asked if such legislation
woul dn't be necessary in the construction of a gas pipeline, too.
He asked how they intend to get around the litigation obstacles, no
matter where the pipeline is built.

COWMM SSI ONER POURCHOT replied that the nost significant exenption
in the TAPS | aw was the declaration that it had indeed conplied
with the National Energy Policy Act (NEPA) and that the
Envi ronnmental Inpact Statenment (EIS) was valid. He recommended
readi ng the Al aska Natural Gas Transportation Act (ANGTA) of 1976
and the presidential findings in 1977. He was surprised to find it
contained the EIS, the right-of-way, and other things that were
fairly straight-forward, he said. Sone, all, or nost of that may
still apply today.

SENATOR LI NCOLN said she heard a presentation by Yukon Pacific that
enphasi zed that is the only project that doesn't need permts and
that is to go; and if the state goes with the Al can project, 860
permts are still needed. She asked himto respond to that. Al so,
she said, it was reported that if there was an Al can route going to
Calgary, the prebuilt pipeline it would connect with is already
full. She asked himto respond to that, too.

COWM SSI ONER POURCHOT di sti ngui shed between state and federal
rights-of-way and permts. Many, if not nost, of the federal
permts and the federal right-of-way for the TAGS route has been
gr ant ed. On the state side, there are a nunber of studies and
further information, as well as many non-right-of-way permts that
are needed for the TAGS line. A conditional right-of-way exists
which is a piece of the total state permtting picture. Mny tines
getting information fromapplicants is what takes a lot of tine, so
an efficient process would speed it up. He estimated it woul d take
at least 18 nonths for the necessary state rights-of-way and
permts.

Regardi ng capacity, he explained, gas pipelines aren't as rigid as
oi | pipelines. Pressure and conpression can be increased, so nore
gas can be put through the recently conpl eted pipeline fromCal gary
t o Chi cago.
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SENATOR ELTON asked if the Adm nistration had considered how
i nformati on woul d be collected and how they would work with ot her
deci sion makers, including the Legislature so everyone is asking
the sanme questions and getting all the answers at the sane tine.

COW SSI ONER POURCHOT replied that is a already a challenge within
the state agencies and DNR is in the process of submtting a
suppl enental budget to the Legislature for those very concerns.

TAPE 01-5, SIDE B
Nunber 2230

COW SSI ONER POURCHOT sai d the Governor signed an Executive O der
| ast week that called for an advisory council and one of the core
functions of that council is to have a citizen group act as a
soundi ng board.

SENATOR ELTON said he wasn't sure it was entirely the
Adm nistration's responsibility to nake sure there is a | oop that
i ncludes the Legislature. However, he thought it is inportant to
be in that loop early so | egislators can ask appropriate questions
t hr oughout the process and revi ew what the Adm nistration is doing.

CHAI RVAN TORGERSON asked if there are any provisions for in-state
processing or any benefits fromit.

COW SSI ONER POURCHOT replied that they didn't identify a separate
study for that, but they expected to hear of those possibilities as
applicants cone to the departnent.

Anot her charge of the natural gas policy council is to solicit,
anal yze, and rmake recommendations on in-state industrial
devel opnment through the use of Iimted royalty gas.

CHAI RVAN TORGERSON asked if he thought the state could commt
royalty gas to any project it felt I|ike.

COWMM SSI ONER POURCHOT replied the sane statute applies to royalty

gas that applies to royalty oil, which requires best interest
findings. He thought the state needs to receive the sane val ue or
better, as if we would take the oil in value.

MR KEVIN BANKS, Division of Ol and Gas, testified that was
correct and is in statute.

CHAI RVAN TORGERSON asked if the state still gets 12.5 percent
royalty.
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COMM SSI ONER POURCHOT repl i ed yes.

CHAI RVAN TORGERSON asked how we got a royalty share fromgas or gas
| i qui ds.

COWM SSI ONER CONDON answered that he was involved in litigation on
behal f of the state addressing gas issues. Sonme of the |iquids that
are recovered on the North Slope today and sent through the
pi peline and off to market are classified as gas, principally the
butane. It is recovered at the central gas facility and bl ended
with crude oil and sent down the pipeline. Under the state's oi
and gas |ease and the applicable state tax statutes, both for
royalty and production tax, that substance is classified as gas.
"Mscible injectant in the Prudhoe Bay field - and that sane
substance that is sent over to the Kuparak field - all of those
substances are technically gas. Wat finally gets produced and
sent to wherever, the state will own one eighth of that."

CHAI RVAN TORGERSON sai d he hoped we woul d have the opportunity of
taking our eighth for sonmething in state, not sonething that goes
to Chi cago.

COMM SSI ONER CONDON replied that we obviously have that option
"It doesn't have to go to Chicago and it doesn't have to go to
Asia, if we want to take it and do sonething else with it."

SENATOR PEARCE asked if the governor's council is charged to | ook
at just a natural gas pipeline and just one route.

COWM SSI ONER POURCHOT answered that they are not charged wth
| ooki ng at routings. They're charged with soliciting views of
Al askans on a variety of issues concerning the use of gas, needs
and desires of Alaskans in terns of l|abor, returns to the state,
and best uses of in-state gas, particularly royalty gas.

SENATOR PEARCE said she would like to see an Al askan H ghway route
natural gas pipeline built. It seemed to her that this group is
going to go out and rai se expectations and have conversations on
just one route and the Legislature doesn't really know what
proposal they are going to get fromthe owners. She said our one -
eighth is not enough to build any of these projects and she is
trying to understand why the state is so far out front.

COW SSI ONER POURCHOT expl ai ned that it was al ways envi si oned t hat
a gas line following the Al can H ghway through Canada doesn't nean
you woul dn't have other options also, |ike spurs to Val dez or Cook
Inlet. The charge al so addresses use of NG, LNG and other uses
that are not viewed as alternates to an Al askan H ghway route. They

SENATE SRES COW TTEE - 9- January 31, 2001



coul d be adjuncts which also serve val uabl e purposes for Al aska.
COW SSI ONER POURCHOT sai d:

The Council shall deliberate and nmake recommendati ons on
topics related to natural gas conmercialization

including benefits of gas developnent to Al askan
comunities, best uses of state's royalty share of gas,
pronotion or attraction of investnent for in-state or
val ue- added processing, the costs and benefits of the
state taking delivery of its royalty share of gas in
Al aska versus allow ng a project devel oper to include the
gas in delivery to |lower 48 states, options for projects

utilizing gas to liquids, liquefied natural gas, and
natural gas liquids, demand for in-state natural gas
consunption and its effect on a gas project,

environnental inpacts, necessary protection mneasures,
training and readi ness for Al askans for jobs on a gas
project, use of Alaska |abor pool by contractors and
subcontractors and use of Al askan busi nesses, and state
pronotion and facilitation of project financing including
potential ownership by the state of sone or all of the
proj ect.

SENATOR ELTON said he sees two reasons for a public process. One
woul d be to decide, after talking to Al askans, what questions need
to be asked as DNR proceeds with the studies, and the other would
be to go back to Al askans and say, "This is what we found out.
Hel p us nmake a good deci sion on what sone of these options woul d
be. "

COWM SSI ONER POURCHOT said the adm nistrative order calls for a
report to the gas cabinet and to the Governor and the Legislature
on Novenber 30, 2001. The idea was to have a |long enough tinme to
solicit the views of Al askans knowi ng that we're probably not going
to make decisions during that tinme frame. He would not call the
work itenms he laid out policy decisions; he would consider them as
the foundation for nmaking decisions, doing sone nitty gritty
permtting and right-of-way work, and for preparing |egislation for
t he next session.

Nunber 1690
SENATOR PEARCE said they are running the risk of doing work that,
if not useless, would be put on the shelf for a few years, |ike

hydr ol ogy work, fisheries, or fiscal reginmes, until they know what
projects are on the table.
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COM SSI ONER POURCHOT said he is optimstic. He reviewed the
contents of the neeting for Senator Halford, who arrived | ate.

SENATOR HALFORD asked if the federal legislation is still on the
books.

COMM SSI ONER POURCHOT answer ed yes.
SENATOR HALFORD asked if it is exclusive in both cases.

COW SSI ONER POURCHOT said it nanmed a specific conpany and granted
a specific right-of-way, but |awers are trying to answer that.

SENATOR LINCOLN said she understood that the report from the
governor was just on that Alcan route and not the alternatives.

COWM SSI ONER POURCHOT answered that it could very well speak to
branches fromthe route and sone ot her kinds of use of gas.

SENATOR LI NCOLN wanted clarification if they were just |ooking at
t hat one route.

COWMM SSI ONER POURCHOT answered that to their know edge, the only
other alternative to the major marketing of gas would be the so-
called over-the-top route off-shore of ANVR and down through the
Mackenzi e River delta.

SENATOR LI NCOLN asked about following the existing |ine to Val dez
and shi pping out of there (TAGS).

COWMM SSI ONER POURCHOT expl ained that there is an application for
that route and some rights-of-way had been granted, but he thought
it was nore a function of the market rather than public policy
deci si ons.

SENATOR LINCOLN said it was also a fact that spurs are a
responsibility of the coomunity. They can tap in, but they have to
pay for that spur fromthat point to the community.

COWM SSI ONER POURCHOT said there could be a private project like
Enstar in the Cook Inlet area.

CHAI RVAN TORGERSON asked if he had an opportunity to figure out how
not reinjecting gas and repressurizing the fields would inpact the
production of oil.

COVMM SSI ONER POURCHOT said that the last itemon his |ist was study
of the inpacts of gas commercialization on North Slope oi
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resources. He said there were two separate studies, done by the
AOGCC and by the Division of G| and Gas.

SENATOR TAYLOR sai d throughout Adm nistrative Order 188, the Al aska
H ghway Gas Pipeline cabinet will work with the Governor and with
the council. He asked who the Gas Pipeline cabinet is.

COWM SSI ONER POURCHOT replied that it is a subgroup of the
governor's cabinet, chaired by DNR It includes all the
departnments that have a permtting function or an interest in gas
i ne devel opnent. It includes DNR, ADF&G DEC, DOTPF, DO., DOR, and
DEC. He said it's a large group, but it's indicative of why there
needs to be a forumin which to discuss the gas |ine.

SENATOR TAYLOR asked why right-of-way would be a problemin the
state since it has the right of em nent domain.

Number 1147

COWM SSI ONER POURCHOT answered that pipelines, highways, and
utilities do have em nent domain. In Alaska there traditionally
has been little private | and ownership and, unlike other states,
when we exercise em nent domain, we do it very cautiously.

CHAI RMAN TORGERSON asked if the state had been paid royalty on gas
that has been used on the North Sl ope.

COWMM SSI ONER POURCHOT repl i ed yes.

SENATOR PEARCE asked if the group could discuss the possibility of
Al askan ownership of an equity interest in whatever projects cone
to the table eventually. She thought that is the place right now
for public discussion. She also noted that there was no di scussion
of possible financing schenes in terns of using alternative methods
such as a port authority. She asked if the council was charged
wi th |l ooking at some of the opportunities that m ght be avail able
to sonme of our communiti es.

CHAl RMAN TORCGERSON said he just received an e-mail saying that the
department had suspended all the applications on shallow gas and
frontier leasing and he wanted to know if that is true and why.

COMM SSI ONER POURCHOT answered that it is true and expl ained that
t he departnent issued one shall ow gas | ease to Cominco in the None
area to develop sone alternative energy sources. DNR has 250
pendi ng applications. To grant the | eases, the sane DNR staff has
to search all the titles. Meanwhile, on the North Slope, to issue
the | eases the departnent granted last fall, the same peopl e have
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to do the sane process. The shallow gas | eases are worth thousands
of dollars, but the North Slope | eases are worth mllions in state
revenue. He said DNRis not suspending the program it is shifting
resources tenporarily until it gets caught up on the North Sl ope
| eases. DNR is commtted to the program but the reality is has to
sl ow down on the actual granting of the shallow gas | eases. The
applications are still valid and the programis still on-going.

Number 730

COVMM SSI ONER CONDON said he would run through his notes and talk
about the dollars:

They are inportant with respect to the economc viability
of a gas comercialization project. They're inportant
for public revenue froma gas conmercialization project
and they're inportant to financing, which Iinks back to
the economic viability. 1In ternms of thinking about the
dollars for any one of the proposed projects, whether
it's the project that we've been nore or |ess focused on
here today, which is to take the gas pipeline down the
Alcan or whether it's over the top which we're not
tal king too much about, but I want to talk a little bit
about the variables [which] are: what's the gas worth in
the market you take it to, whether it's central North
Anerica or North Arerica in the | argest sense or whether
it's Asia.

The second variable is project cost - how nuch does it
cost to build a project to get it there. The third
variable is the volunme you're shipping through the
facilities you build to the nmarket you're accessing

Thi nki ng about those three variables, you can think about
it inasinplified term You don't need to think a | ot
about operating costs, but you do need to think about
what is the market going to be |ike when you get there,
what kind of capital investnment do you have to nake to
get there and how nuch do you send - because you're going
to spread the capital costs over the volune that you
send.

As fol ks have focused on pipelining gas to md-North
Anerica, they've really tal ked about a | ot of different
conbi nati ons of projects. To keep the discussion here

sinple, | want to just focus on three. Two of themare
variations on sending gas down the highway. One is a 2.5
billion cubic foot per day (bcfd) project that would send

gas to Alberta. Another version of the sane idea is a 4
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bcfd project following the sane route. A third project,
just to talk about these variable, Il want to
hypot heti cally put out before you, is over the top where
fol ks have tal ked about taking 2.5 bcfd from Prudhoe Bay
noving it under the Beaufort Sea over to the Mackenzie
Delta and there picking up 1.5 bcfd and thus noving 4
bcfd into the North American market.

As you think about those projects, if you're noving 2.5
bcfd of Al aska gas, either down the Al can or over the top
into the North Anerican market a $1 change in the
destination market is going to make a difference in state
revenue of about $180 - $200 mllion. That's the
sensitivity for A askan public revenue to a dollar change
in the market price in the | ower 48.

Wth the 4 bcfd project taking A aska gas into the narket
pl ace, a $1 change results in a $360 - $400 million in
state revenue. If you look at the sensitivity of state
revenue, just sort of a proxy of what happens to the
econom cs of the project of changes in the project costs
and if you' re |looking at a project that takes 2.5 bcfd of
Al aska gas to nmarket and you have a $1 billion change in
the project costs, that results in either an increase or
decrease of Al aska's well head val ue by about 20 cents per
ncf . For a project that takes 4 bcfd, a $1 billion
change in project costs results in about a 12 cent change
in revenue for the state.

As peopl e think about what the over the top route m ght
be worth to Al aska as opposed to the Al aska H ghway, if
you believed that the over the top project would cost $2
billion less than the H ghway route - and we don't know
how much less it cost or whether it would cost nore - but
i f you thought how nmuch less it would cost, and each of
those projects would deliver 4 bcfd to the market, we
have anot her set of conparative revenue nunbers that we
ought to look at. The well head value per unit, if you
assunme the over the top project costs less, would result
in a well head value for Al aska gas that would be 15 cents
[ per ncf] higher than it would if you went down the
Alcan. But the total revenue to the state woul d be about
$160 mllion per year greater - if you went down the
Alcan with a 4 bcfd project than if you went over to the
Mackenzie with 2.5 bcfd and then went to market with 4
bcfd there. It's obvious why. You are taking nore Al aska
gas to market earlier [with the Al can project].
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In terns of thinking about public revenue, while what the
state woul d receive per unit would be 15 cents/ntf |ess,
lots nore Alaskan gas would be noving into the
mar ket pl ace and, Al aska's revenue, as a conseguence,
woul d be considerably greater. There are lots and |ots
and lots of variations that you can then continue with in
ternms of volunes - nmaking assunptions about whether or
not and when Al aska gas gets to market. You can add on
LNG pl ants, spurs, and possible GIL plants. 1'Il close
out this discussion by saying that all of these variables
are nodel able. Qur staff has put together nodels that
can | ook at any of them

COW SSI ONER CONDON sai d there are other variables that conplicate
it. There is the question of gas liquids and it nmay be inportant
to a project's economics in terns of an industrial base here in
Al aska. Model s aren't available for those at this point in his
departnent. They have talked with Canbridge Energy Research
Associ ates (CERA) about helping to lay out a path for doing this
ki nd of anal ysis.

TAPE 6, SIDE A
Number 001

COW SSI ONER CONDON sai d:

There are issues related to royalty in-kind gas and to
the extent you are tal king about using royalty in-kind
gas not just as fuel in comunities, but as possible
i ndustrial feed stock, the sane kind of analysis really
ought to be done.

In ternms of | ooking at the variables we tal ked about -
mar kets, costs, and volunes, we commend to you the
analysis that we'll make available to you from CERA on
the North American gas narket. They're certainly prepared
to share with us their analysis of the Asian Pacific Rm
LNG rmar ket, as wel|.

Wth respect to construction costs and that variable,
that is not something which we've undertaken to | ook at
our sel ves. We're rather not qualified to do that in
ternms of the staff at the Departnent of Revenue. There
are fol ks who' ve done some quick and not so expensive
studies and there are people who claimto have devoted
t housands of hours to studying alternative costs. Sone
of that is available in the public domain and sonme of it
has been held proprietary by the conpani es that have done
it. W have not had access, yet, to that information -
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the Purvin and Gertz study which sone of you have seen
was a qui ckly done study. They certainly have qualified
peopl e, but it was not an expensive or extrenely thorough
cost study. They certainly have qualified people. The
mayor's group had an extensive study which was in effect
- donated may not be quite the right verb, but it
certainly hasn't been paid for yet - that was done for
them Bechtel, one of the mmjor pipeline conpanies had
done a study that has not been shared with us nor
di scussed in a public forum Yukon Pacific had redone its
own cost studies and again that's information they m ght
choose to share with you.

O course, we can't know for sure what kind of projects
people are finally going to propose in terns of the
volune of gas that's likely to nove. Al we can do is
nodel the economics of as many different kinds of
projects as seem plausible and that's what we have done
and what we are prepared to continue to do to the extent
that you or anyone el se wants our assistance or wants to
| ook at our anal yses.

| should say sonet hing about the fiscal system Senator
Pearce is correct that wuntil we know what soneone
proposes to do quite specifically, it's not going to be
possible to nmake a judgnent about whether or not the
state's fiscal systemneeds to be nodified or tailored in
sonme way to accommobdate the project. In tailoring the
fiscal system it seens to ne there are two questions
that we would ask ourselves. The first one is, do we
need to change it to get a project? W need to neke a
j udgnent about whether that's the case. |If we are going
to change it, obviously the way we woul d want to change
it is how do we naximze the public interest in the
devel oprnent. That may nean nodi fying the way we tax, but
certainly I hate to see us talk about it as | read
stories in the various publications - tax concessions.
That's really not the | ens we should be | ooking through.
W're not trying to do the taxpayers a favor. We're
trying to figure out what it's going to take for us to
have a project and what fiscal system nakes the npst
sense for the project in terns of our analysis of what
the public interest is.

Let me return to CERA for just a nonment. There's been a
| ot of discussion about narkets and what we can expect in
the market. As the person who has the responsibility for
coordinating the contract that we've entered into to dea
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wth the gas issues, | wuld comend their market
analysis to you and will certainly work to try to nake
them available at a tine that would be useful to you to
hear what they have to say about the North Anerican gas
market - where is it today, where do they think it's
going to go and you can form your own concl usi ons about
what that nmeans for commercializing this resource for
Al askans.

Those are ny notes, M. Chair.

Nunber 413

CHAI RMAN TORGERSON asked if he discussed the possible state
i nvest nent .

COW SSI ONER CONDON replied he hadn't, but added that was certainly
a possibility. He didn't know what nore he should say about it
now. "If you're going to make an equity investnent, you ve got to
have sone equity to invest." There may be things the state could
do even if it were not an equity investor to facilitate the
financing of the pipeline, he said and those are obviously things
the state should explore and we intend to do so. "That's an area
where our departnent has responsibility. W wll study the options
and give you our judgnent about what m ght be available.”

CHAI RVAN TORGERSON asked for any help he could give him in
understanding the difference in Wst Texas Internediate (W) and
West Coast (WCI) oil prices.

COVMM SSI ONER CONDON passed copies of a graph to the commttee and
referred to it with his explanation. He said this is how his chief
petrol eum economi st |ikes to present infornmation.

When OPEC announced its Qctober 1 increase, the increase
it put into the market at that point was |argely sour
crude. As a result, we saw a worl dwi de decline in val ue
of sour crudes relative to Wst Texas | nternedi ate which
we all know is a very sweet crude. ANS values held up
relatively better than other sour crudes. ANS fell after
the first few days of Septenber. Dated Brent did not,
but it is not a sour crude.

You can pretty nuch explain what we've seen with respect
to the differential between ANS and WCI by | ooking at the
price behavior of sour crudes worldwi de. There are al so
sone specific issues with respect to the west coast in
terns of refinery shutdowns, other crudes being inported
into the west coast by sone refiners which my put
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further pressure on ANS relative to WOI. W' ve actually
seen a little bit of a recovery on all ANS since this
chart was prepared, but | think there is still sonme
possibility that what we see in the nmarket place wll
again wden the differential with respect to WoI. \at
has happened now, of course, is that OPEC has announced
that it is taking crude off the market. | believe we
will see a price response for sour crude and the question
is whether ANS will track that. It is sonmething we are
wat ching on a daily basis.

CHAl RMVAN TORGERSON said he heard sonething about other states
(Washi ngton, Oregon, and California) investigating sonething |like
price fixing and asked if the Comm ssioner was in contact wth
t hese states.

COWM SSI ONER CONDON answer ed yes. One of the things he foresaw was
Senator Wden, who got access to sonme of the docunents that were
produced in connection with the nerger, focused specifically on
BP' s pricing behavior, and sought to reposition the export ban. If
BP was behaving as Senator Wden alleges it was, of course, we were
the beneficiaries of that, and it is not in our interest for there
to be a reinposed export ban.

CHAI RVAN TORGERSON asked how nuch we are exporting now.
Number 1000

COWMM SSI ONER CONDON answered that we are not exporting any right
NOW.

SENATOR HALFORD said they just agreed to reduce the quota out of
Saudi Arabia and asked, "If they have reduced the conponent of
their export oil fromwhich they are getting the | owest price, we
woul d assunme the glut of |Iow grade oil on the Wst Coast declines
and the differential would decline, too. s that w shful
t hi nki ng?"

COVMM SSI ONER CONDON said he didn't think it was w shful thinking
and he could find out the answer, but he didn't know it right now
One has to assunme they would take the sour crude off the market
first.

SENATOR HALFORD asked if he knew what portion of the OPEC decline
the Saudis agreed to take.

COVWM SSI ONER CONDON answer ed that he would find out.

CHAI RVAN TORGERSON t hanked everyone for joining the commttee and
adj ourned the neeting at 5:30 p. m
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