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TAPE 01-8, SIDE A
Number 001

CHAI RMAN JOHN TORGERSON called the Senate Resources Conmittee
neeting to order at 3:55 p.m and asked M. Marushack, Phillips
Al aska, to begin and the following is his presentation:

Good norning. My nane is Joe Marushack from Phillips
Al aska. Wth me are Ken Konrad from BP Expl oration and
Robbi e Schi | hab from ExxonMobi|. Toget her we conprise the
Managenment Conmittee of the North Anerican Natural Gas
Pi peline G oup. W appreciate the opportunity to appear
before you today to discuss the project. Each of us will
participate in the presentation.

At the outset, let us say that we fully understand and
share the strong interest Al askans and others have in ANS
gas commercialization. An economcally viable project
woul d encourage new investnent exploring for and
devel oping North Slope gas, provide construction and
enpl oynent opportunities, naximze state royalty and tax
revenues over the long term and create the potential for
increased access to gas in Alaska. From a producer
prospective, an econom c project wll provide the val ue
that our shareholders expect from us. W are highly
notivated to progress an Al askan gas project. Recogni zing
your interest, the Project Team plans to provi de periodic
updates to you on project status as various m |l estones
are reached. The Team also plans to engage in ongoing
di al ogue with appropri ate governnent agenci es and ot her
parties. The evaluation and route selection process
cannot be done in isolation. W want to nove a project
along nost efficiently and so it nust be an inclusive
process that provides opportunities for interested
parties to participate. This is an Al askan project, but
it is also an international project of enornous scale. To
be successful, it will require the full cooperation of
Al aska, the U S federal governnent, the Canadi an federa

government, as well as affected provinces, territories,
First Nations, and many other interested stakehol ders.

At the sanme tinme, those participating in the dial ogue
must be open and realistic. There are nmany groups with
many vi ewpoi nts. To be successful, we nust listen to and
respect these viewpoints. And we nust not |ose sight of
our objective: a comrercially viable gas pipeline that
can deliver natural gas from the North Slope to the
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| ower-48 states at costs conpetitive with other supplies
inthe US and Canada. W do not have a full feasibility
cost estimate at this tinme that addresses all the
technical, permtting and logistics issues of the two
pi peline routes. That’s why we have to consider the costs
and benefits of both major pipeline routes before
selecting one. Indeed, it is our obligation, and for
permt filing purposes a requirenent, to evaluate
alternative options with the governnents, conmunities,
regul ators, and our shareholders. W recognize that
Al askans are concerned about the route sel ection process
and with the huge investnent required we have commtted
to establishing a factual basis for the eval uation.

G aphic 2

The next graphic outlines the various topics we plan to
cover. 1’1l briefly address the resource background, and
the market. Next Ken will provide you with an update of

t he ongoing work effort. Lastly Robbie will get into the
details of the permt applications, deliverables and
pl ans.

G aphic 3 (Project Overview)

On Decenber 6, 2000, the three major Al aska North Sl ope
gas producers--BP, ExxonMbil and Phillips--announced a
joint work programto evaluate and progress an Al askan
Gas Pipeline Project. The project would ultimtely
involve a large dianeter pipeline systemto deliver gas
from Alaska’s North Slope to Canada and the |ower-48

states.

The three producers will share the costs and | eadership
of the project equally. The initial work program is
expected to cost at least $75 million. Staffing |evels

are anticipated to total about 90 full tinme equival ent
personnel from the three conpanies, wth significant
contractor support. The work effort wll be primarily
managed and staffed in Anchorage, wth other work
| ocations in the U S. and Canada.

The work team has initiated the first steps in
progressing the project. Key programactivities over the
next year i nclude:

- Conceptual design of the world s largest CO, treating
pl ant; and
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- Conceptual designs for a large dianeter pipeline,
hi gh-efficiency conpressor stations and a NG recovery
pl ant .

W' || discuss three of these facilities in nore detail a
little later in the presentation to give you a better
understanding of the size and nagnitude of our work
effort and the facilities being eval uated.

Ot her program activities include:

Proj ect costing;

- Environnmental field surveys;

- Permtting requirenents and pl ans;

- Design of a commercial structure; and
- Overall viability of the project.

A focus of the work effort wll be on route evaluation
and selection, leading to filings with U S. and Canadi an
regul atory authorities--the Federal Energy Regul atory
Conmi ssion (FERC) in the U S., and National Energy Board
(NEB) in Canada. The target objective is to file FERC
NEB and ot her appropriate applications in |ate 2001.

This is a very aggressive target. Once the work planning
process is finalized we wll wunderstand the timng
better. O course, the filings are contingent on
developing a commercially viable project that can
conpetitively deliver gas to the |lower-48 states. The
| atter is especially inportant since there are potenti al
conpeting sources of gas that could also supply these
mar kets. A conpetitive project also neans that no cost
overruns can be tolerated, especially in a gas project of
this magnitude and we wll wutilize our conpany and
contractor resources to realistically understand all of
the costs and ri sks.

G aphic 4 (Al aska Gas Resources & Major Producers)
Turning to slide 4, this is the first of three graphics
covering North Slope Gas Resources and Gas Market

Qutlook. It shows the major North Sl ope gas resources and
their locations. Developed fields are depicted in green
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and include, fromwest to east, Al pine, Kuparuk, MIne
Point, Prudhoe Bay, Endicott, and Badam . Mjor
di scoveries not yet devel oped are in yellow and i ncl ude
Northstar, Liberty and Point Thonson. The known North
Sl ope natural gas resource totals about 35 Tcf. The total
potential gas resource on the North Slope has been
estimated over the years at around 100 Tcf. Industry’s
ability to realize the full potential resource will in
| arge part be dependent on an efficient transportation
system which yields attractive netbacks, and hence the
incentive to explore and develop. It is worth noting that
there is potentially enough gas on the North Slope for
projects other than a gas pipeline to Canada and the
Lower 48 states if market conditions are supportive. For
reference, the pie shaped chart to the right shows the
relative ANS gas ownership interests for the 35 Tcf of
known resource. Through the state’s royalty share it is
obvious the state has an inportant position in the
resour ce.

G aphic 5: Current Gas Utilization

Gas historically has played a significant role in
i mprovi ng Prudhoe Bay’s oil recovery. In the 1970’s, an

estimated 9.6 billion barrels were originally forecasted
to be recoverable from Prudhoe Bay. As of today, we’ve
recovered over 10 billion barrels and are still counting,
with over 3 billion barrels remaining to be produced.

This inproved recovery is achieved with the help of the
worl d’ s | argest gas processing system

The overall process is sumarized in the slide 5
schematic. This inmage shows Reservoir Gas being routed
through our Central Gas Facility where natural gas
liquids are extracted, then blended with crude, which is
t hen transported down TAPS. Current NGL production rates
run at about 50 nbd to TAPS, with the sale of another 25
nbd to the nei ghboring Kuparuk oil field for use in their
m sci bl e gas enhanced oil recovery project. M sci bl e
injectant is also manufactured at the CG-, for use in
enhancing oil recovery fromthe waterflood areas within
Prudhoe Bay.

The remaining dry gas is conpressed and re-injected into
t he Prudhoe gas cap. This re-injection process enhances
oil recovery, by maintaining reservoir pressure, and al so
hel ps vaporize residual oil that is then cycled back and
re- produced.
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The gas resource at Prudhoe will continue to be used to
i nprove oil recovery and until we are able to export gas
fromthe Sl ope by whatever neans.

G aphic 6 (Market Environment Demand G owth: 2000-2020)

Turning to slide 6, we often get asked why we believe the
time is now nore appropriate for a gas pipeline project
fromthe North Slope to the Lower 48. The Lower 48 gas
market is the largest in the world, wth the best
transportation infrastructure and the ability to nove gas
froma single hub to many market sectors. It’s a market
where gas can be sold long termor short term priced at
spot or fixed, float with the general market or |ocked in
with caps and collars. It is also a growing nmarket due to
the historic abundance of the energy and the
environnmental ly friendly aspects of the source. The U. S.
Energy Informati on Agency projects a continuing increase
in demand for natural gas through the year 2020. Natura
gas demand for the ~comercial, residential, and
industrial sectors increases at steady but nodest rates.

Demand for the power generation sector, on the other
hand, is projected to increase fromabout 1l bcfd to over
30 bcfd between 2000 and 2020. Power generation is
driving expected growh in natural gas demand, accounting
for 64 percent of total expected demand growth during
this 20-year period. Overall the use of natural gas in
the Lower 48 is forecast to grow fromabout 56 bcfd to 86
bcfd by 2020.

Qur current view is that 3-5 bcfd of North Sl ope gas
could be supplied from Alaska into the Lower 48. W
shoul d al so point out that there are many supply sources

that will be conpeting to neet this projected denmand
grow h. Those that are nost economcally viable wll
succeed. Qur gas wll be conpeting against Mckenzie

Delta, Eastern Canadi an gas, deepwater gulf gas, coal bed
net hane, tight sands and LNG sources. But we know t hat
exi sting conventional gas resources cannot keep pace with
demand and we want Al aska’'s gas to be one of those new
sources. I’Il now turn the m crophone over to Ken for a
| ook at the Project Teamis early efforts.

G aphic 7 (O gani zational Structure)
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Let’s turn now to the organi zational structure of the
Project Team A three-nenber Managenent Conmittee
conposed of Robbie Schil hab of ExxonMobil, Joe Marushack
of Phillips and Ken Konrad of BP will |ead the day-to-day
operation of the Project Team Below the Managenent
Commttee are seven groups consisting of engineering,
comercial, environnmental and regulatory, legal, and
external affairs specialists. This chart shows several of
the key | eadership positions on the team

Team nenbers shown in red are from Phillips, those in
green fromBP, and those in blue from ExxonMbil. Conpany
staff is being drawn about equally from the three
producers. This will allow us to access top quality
peopl e from each organi zati on and ensure full alignnent
as we proceed through our work program W are currently
engaged in a rmgjor ef fort to fill remai ni ng
organi zational slots. About 50 team nenbers are in place
or have been identified.

G aphic 8 ((Objectives)

Qur team has set itself a few key objectives.

First, we want to create a project that can succeed —an
economcally viable project that is sufficiently robust
to attract the billions and billions of investnent
dollars that wll be required to get gas to market.

North American gas prices have spiked during the past
year to $5 -$10/ncf from historic levels of around
$2/ ncf. The duration of this current price spike is
i npossible to predict. What we do know is that the | aws
of supply and demand have not been repealed —just as
they were not repealed during the oil price spike in the
early 1980’s or the U S gas “shortage” of the 1970’s. An
Al askan project needs to | ook past short-termvolatility
to the fundanmental |ong term—10, 20, 30 and 40 year -
supply trends, and the cost of those conpeting supplies.

A variety of studies reveal that there is still an
enornous gas resource in the US. Sone of this gas can be
economi cal |y devel oped at $2/nctf, the average price for
gas over the past decade. Mich of this gas requires
hi gher prices or technol ogi cal advances to be econom c.
W need to establish Al askan gas as a conpetitive source
of supply against these alternative sources of supply.
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Clearly, we believe Al askan gas can be nade conpetitive,
ot herwi se we wouldn’t be investing our dollars and our
people in this effort. But we do need to be realistic —
Al aska is still a long distance fromthe nmarket and our
cost chall enges are very real

O course the real prize for Alaska is not to sinply nake
t he known resource base of 35 Tcf conpetitive. The | arger
prize is creating a highly efficient and expandable
transportation systemthat yields a high field netback
providing an incentive for investors to explore for and
devel op new gas fields. Incentive to nove past 35 Tcf
towards 100 Tcf and beyond. Incentive to create a second
industry on the North Slope — an exploration and
devel oprent i ndustry centered on gas —and the associ at ed
| ong term jobs and revenues.

Qur second objective is to establish sufficient
engi neering, commercial and environnental definitions to
support permt applications by year-end 2001. This is not
a sinple undertaking and as nentioned earlier, it is an
aggressive tine target, but it remains our goal. W will
cover sone of the specific application requirenents
| ater.

Qur third objective, assum ng we are successful with the
first two, is to prepare for the next phase of activity.
Project applications are not an end but a beginning. A
further ranp wup in activity including advancing
engi neering design, working through the permtting
process and preparing detailed project execution plans.

Graphic 9 (Scope of Project)

Thi s graphic shows the overall scope of our study, which
"1l speak to in four parts. First, nearly all the known
gas on the North Sl ope has carbon di oxi de content above
requi red sales gas specifications and thus needs to be
treated before gas can be sold to end consuners. Gas
treatnent facilities on the North Sl ope would condition
the gas for sale by renmoving C02 from the gas stream
conpressing the gas and cooling the gas before entering
the pipeline. It is worth noting that these gas treatnment
facilities would be the largest such facilities ever
built, anywhere.

Next, a pipeline from the North Slope into northern
Al berta. Two mgjor routes wll be engineered and
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evaluated —1) a northern route which runs offshore north
Al aska to the Mackenzie delta and then up the Mackenzie
valley to Northern Al berta; and 2) a southern route which
broadly parallels TAPS to Fairbanks and then follows the
Al aska Hi ghway into northern Al berta.

The specific detailed routing along these two routes as
well as the termnation point in northern Alberta will be
part of the work program

The next area of study will look at pipelines from
Northern Alberta to end markets in the U S. because
sinply getting gas to Alberta is not enough. Pipeline
infrastructure in Al berta has grown over the years and
currently there is sone excess pipeline capacity.
However, many expect that capacity to be fully utilized
as nore supply cones on stream over the next few years.

In any event, volunes from an Al askan project wll be
sufficiently large that sone significant expansion of
capacity will be required.

The joint team will engineer and evaluate a new build
pi peline(s) fromnorthern Alberta into U S. markets. At
the sane tine we wll neet with existing pipeline

operators to determne if there are cost effective
expansi on opportunities on existing systens.

In aggregate, these two pipeline segnments — Alaska to
Al berta and Alberta to Market — represent a pipeline
system4-5 tines the length of the Trans Al aska Pi peline
System This is an enornous undert aki ng.

Finally, gas delivered to market wll need to neet
specifications relating to the heating val ue of the gas.
North Slope gas contains various anounts of ethane,
propane and ot her gas conponents commonly called N&’'s or
natural gas |liquids. Sonme of these conponents may need to
be renpbved from North Slope gas to neet end sale
specifications. Additionally, there may be an opportunity

to export additional gas liquids to enhance overall
econoni cs.

W will be looking at various options for placing NG
facilities along the export system The |ocation and
nature of these facilities will be determned in the
st udy

Graphi c 10 (Conceptual Pipeline System Conponents)
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| just provided an overview of sonme of the ngjor
facilities that woul d be associated with a gas pipeline
system from the North Slope to Canada and the | ower-48
states. Now | will discuss a few nore of the specifics
associated with the pipeline itself.

The pi peline being considered will utilize 21st century
technol ogy and wi |l be designed to the highest standards.
Many t hi ngs have changed since the nmajor pipeline studies
of the 1970's and by | everagi ng today’ s technol ogy we can
design a systemthat is nore cost effective and a system
that neets the highest environnental standards.

W will design a new systemfromthe bottomup to nmatch
today’ s needs with nodern technol ogy. Pipeline dianeter,
t hroughput rates, operating pressure, conpressor station
design and | ocation, construction methods and pipeline

termnation point wll all be re-addressed. The end
result will be a nore cost effective system with a
smal ler “footprint”, |less fuel consuned al ong the system

and | ower em ssi ons.

Qur work programw || determ ne a specific design but at
this point there are sone general attributes we can share
today. The pipeline will be buried along its length with
tenperature carefully controlled to not disrupt the
permafrost. In this sense, once installed, it will be
al nost i nvisible.

The pi peline would be plus or mnus 48 inches in dianeter
and operate at a pressure of perhaps 2500 psi or nore. It
woul d utilize advanced high strength steel. However, even
with high strength steel, the steel requirenments for this
systemwi || be enornous. Consider a pipeline system4 - 5
times the length of TAPS with a wall thickness of around
one inch. Literally hundreds of mllions of tons of
st eel .

This efficient pipeline design would require fewer
conpressor stations and with today' s automation and
comuni cation systens, these stations can be built as not
normal Iy manned facilities. Wiile highly efficient, the
total installed horsepower necessary to nove gas from
Al aska to end markets will still be many tines the tota

i nstall ed horsepower on TAPS.
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Bet ween conpressor stations there would be bl ock val ve
stations as necessary to ensure safe and efficient

operability and nmaintenance. Internmediate pigging
facilities would enable nonitoring of the pipeline system
wth “smart pigs”, again ensuring long term safe

oper ati ons.

Graphic 11 (Current status)

This is clearly a big undertaking and we are currently
novi ng aggressively to get the team fully staffed. W
currently have about 50 staff identified to date with 90
or so positions expected to be filled by April.

O course we will also need the support of contractors. A
nunber of requests for proposals have been issued for
various work packages. These include front-end
engi neering design and costing for various scopes of
work, land and environnental surveys as well as |ega

support both in the U S and Canada. W will speak to
these in nore detail |ater

A key current activity is developing greater detail on
all the work scopes and objectives for each conponent of
the study. This will allow us to identify the critica
path issues we wll need to address to neet our
aggressive tinme targets.

W are in the process of finalizing our near term work
schedul e and are already initiating specific plans for
early field surveys, sone of which are seasonal in nature
and thus very tinme sensitive. Now I’Il turn the
m cr ophone over to Robbie Schilhab who will describe sone
of the FERC certificate requirenents.

Graphics 12 and 13 (FERC Certificate Requirenents)

Conducting our joint work programis not an option for
us. It is an absolute requirenent. The next two charts
show the information required on an application for a
FERC Certificate of Public Convenience and Necessity.
It’s volum nous and detail ed. There is a conparabl e set
of requirenments for applications filed with Canada’s
Nat i onal Ener gy Board.

The information required includes:
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- A description of the legal entity applying for
the certificate.

- Descriptions and | ocations of the pipeline,
associ ated plants, conpressor stations, and other
facilities; flow diagrans; and information on
construction and operations managenent practices.

- Data on natural gas supply and denmand, and

- Estimates of facility costs, nethod of financing
the project, anticipated revenues and expenses,
and a nodel and net hodol ogy for cal cul ating
tariffs.

FERC al so inposes a nunber of other requirenents. The
application nust include a mle-by-mle description of
wat er resources; fish, wildlife and vegetation; geol ogy;
soils; and air quality and noise along the pipeline
route. Gven the length of the pipeline segnents to be
evaluated, this requirenent potentially neans 5, 800
separate descriptions.

- QO her required reports include the socio-economc
i npacts of the project; cultural resources that may be
i npacted; |and use, recreation and esthetics in affected
areas; alternatives considered; and project reliability
and safety.

It will require a nmassive undertaking to gather, evaluate
and report the information required by FERC.

Graphics 14 and 15 (Wrk Program Del i verabl es)

This chart and the next show the work program
del i verabl es expected fromthe various work groups. The
results wll be wused in determning the economc
viability of a pipeline project and then if warranted in
t he eval uation of the gas pipeline routes and in FERC and
NEB filings.

As shown in this chart, the Technical groups are
responsi bl e for the design basis and scope for pipeline
systens to bring ANS gas to market. This includes plant
and pi peline conponents for an integrated project, cost
estimates, and both a plan and schedule for project
i npl enentation. The Technical group wll also be
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responsible for providing sone of the information
required for applications for regulatory pernmts.

The Environmental and Regul atory group is responsible for
environmental field studies for northern and southern
routes, devel opment of plans for filing permt
applications, and the conpletion of applications to be
filed with FERC and NEB.

As indicated on the next chart, deliverables from the
commercial group includes a plan to nove natural gas from
Alberta to the | ower-48 states, a nodel and net hodol ogy
for determning pipeline tariffs, a plan to finance the
project, the structure and ownership of the project, and
studies to determ ne the social and econom c inpacts of
the project. The group will also provide the commerci al
el ements needed to conpl ete FERC and NEB applications.

Finally, the External Affairs group wll l|ead the
comunity consultation program help coordinate U. S. and
Canadi an  external affairs activities, facilitate

di scussions with governnent agencies and officials and
other interested parties, and provide comrunications
support. This group will have a nmajor role in arranging
periodi ¢ status updates for you.

Graphic 16 (Initial Contract Packages)

Qur work scope covers great breadth and depth, fromthe
North Sl ope to Canada and the Lower-48 narkets. A ngjor
area of «current activity is the identification and
selection of qualified contractors. Requests for Proposa
(RFPs) were issued on January 17 covering 9 distinct
contract areas. These include front-end engineering
design; environnental and |land surveys in Al aska, the
| ower-48 and Canada; and regulatory and permtting
requirenents. In addition, legal firms in the US. and
Canada are being selected through a separate process.

On January 25, a pre-bid conference was held to brief
potential contractors on the initial work we are planning
and the criteria that will be used in awardi ng contracts.
Team nmenbers have al so begun interview ng contractors who
will be submtting bids to assess their qualifications.

The timng of contract awards will vary based on the size

and conpl exity of the individual packages and the ability
to conclude contract negotiations. W are currently
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receiving and review ng bid subm ssions, and anticipate
t hat successful bidders will begin work before the end of
the first quarter of this year.

Finally, each group is currently planning its work
program This includes identifying what it needs to
achieve, when the work needs to be done and what
information will be needed from other groups. The various
groups are also identifying critical issues that wll
affect their work and that of the entire Project, and
options for addressing them Al of this information wil |l
then be integrated into detailed work schedules that w |
hel p guide the Teanis efforts during the nonths ahead.
Al'l of the groups are in the process of devel opi ng nore
det ai |l ed near-term work schedul es.

G aphic 17 (Near Term Pl an)

The final chart shows what we will be doing over the next
coupl e of nonths.

As indicated earlier, we wll continue to bring
addi ti onal personnel on to the Project Team By April,
t he personnel conplenment is expected to reach about 90
people on the team with additional support provided by
the firnms awarded the various contracts.

There will be additional effort to determne in greater
detail the work scope and end products for each group and
for the overall Project Team

W do not currently have definitive mlestones for
conpletion of the many Project conponents. The Project
Teamwi || be working to better define a tineline over the
next few weeks.

Lastly, we expect to execute nost, if not all initial
contracts over the next two nonths. The exact tim ng of
contract awards wll vary based on the size and

complexity of the individual packages and the ability to
concl ude contract negotiations. It is inportant that both
parties have a thorough understanding of the terns,
expectations and schedul e for each contract before the
docunent is signed.

Concl usi on (No graphic)
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Before concluding, | would |ike to summari ze sone of the
key points we nade today.

First, the three major North Sl ope producers have agreed
to a joint work programto evaluate and progress a North
Anerican Natural Gas Pipeline Project that could
ultimately culmnate in the construction of a |arge-
di aneter pipeline system to deliver gas from Al aska’s
North Slope to Canada and the | ower-48 states. And we are
fully engaged in this effort now.

Second, an Al askan Natural Gas project that can deliver
cost-conpetitive natural gas to custonmers can play an
inportant role in neeting the nation’s energy needs,
while providing substanti al econom c benefits to
Al askans, | easehol ders and ot hers.

Third, no option should be precluded at this point. It is
inportant that all parties fully understand the costs and
benefits associated with the various options. Miuch of the
information to be generated and anal yzed is al so needed
to conplete applications for FERC and the NEB. W urge
the Legislature to allow this critical work to be
conpleted and not prematurely attenpt to preclude any
devel opnent option. It’s in the States' and all parties’
best interest to fully understand the options on howto
best proceed.

Finally, given the strong interest in this project, the
Project Team plans to provide periodic updates to you as
various mlestones are reached and to engage in an
ongoi ng and neani ngful di al ogue with governnent agencies
and other interested parties.

W'l be glad to answer your questions.

MR. KEN KONRAD, Sr. Vice President, BP Gas G oup explained that
graphic 7 show the teanlis organizational structure. He, M.
Mar ushack, and M. Schil hab, will be responsible for the day-to-day
managenent of the joint team The Conpany staff across the project
is being drawn from each conpany in approxi nmately equal neasure.
This will allow the best people fromeach organi zation to create a
team that is the best and will help the three conpanies stay
al i gned throughout the joint study effort.

Nunber 1100

MR. KONRAD said that they want to create an economcally viable
project that can succeed and get the gas to market. North American
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gas prices have spiked during the past year to $5 - $10 ncf,
relative to historic levels of $2 ncf. The duration of a price
spike is inpossible to predict. "An Al aska project needs to |ook
past short-term volatility to the fundanental |ong-term 10 - 40

year supply trends and the cost of those conpeting supplies,”™ he
sai d.
A variety of studies reveal that there is still an enornous gas

resource in the United States sone of which can be devel oped at $2
ncf, the average price for gas over the past decade. Mich of this
gas requires higher prices or technological advances to be
economc. W need to establish Alaskan gas as a conpetitive source
of supply against alternative sources. Being realistic, Alaska is
a long distance fromthe market and cost challenges are very real.
The larger prize is to create a highly efficient and expandabl e
transportation system that yields a high field net-back price,
providing an incentive for investors to explore for and devel op new
gas fields.

MR. KONRAD said their second objective is to establish sufficient
engi neering (comrercial and environnental definition) to support
permt applications by the end of the year - not a sinple
undertaki ng and an aggressive tinme target.

A third objective is to prepare for the next phase of activity,
such as engi neering design, working through the permtting process
itself, and preparing for project execution.

Regardi ng Graphic 9, the Overall Project Scope, M. Konrad said,
nearly all the known gas on the North Slope has carbon dioxide
content above required sale-gas specifications and needs to be
treated before it can be sold to consuners. Gas treatnent
facilities on the North Slope would condition the gas for sale by
renoving CO2 fromthe gas stream conpressing the gas, and cooling
it before putting it in the pipeline. These facilities would be
the | argest ever built anywhere.

Next to the pipeline fromthe North Slope to Northern Al berta, two
maj or routes woul d be engineered and evaluated. A northern route
woul d run off-shore of North Al aska to the Mackenzie Delta and up
the Mackenzie Valley to Northern Alberta to a destination in
Nort hern Al berta. A southern route broadly parallels TAPS to
Fai rbanks and then follows the Al aska H ghway into Northern
Al berta. Specific detailed routing along these two routes as wel |
as the termnation point in Northern Alberta will be part of the
wor k program he said.

The next area of study will look at pipelines from
northern Alberta to end markets in the United States.
Pipeline infrastructure in Al berta has grown over the
years and currently there is sonme excess pipeline
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capacity. However, many expect that capacity to be fully
utilized as nore supply cones onto the market over the
next several years. The joint team will engineer and
eval uate new build pipeline or pipelines from northern
Al berta into United States' markets. At the sane tine,

we'll meet wth existing pipeline operators to determ ne
if there are cost effective expansion opportunities on
existing systens. In aggregate, these two pipeline

segnents represent a pipeline systemfour to five tines
the |l ength of TAPS.

Gas delivered to market wll have to neet heating value
speci fications. North Slope gas contains various anounts of
et hane, propane, and other gas conponents commonly called NG
(natural gas liquids). Sone of the conponents may be renoved to
neet end-sal e specifications. There may al so be an opportunity to
export additional gas liquids to enhance overall project econom cs.
They will | ook at various options for placing NG facilities al ong
the export system M. Konrad said.

Gaphic 10 is a picture of the overall pipeline conponents.

"Pi peline dianeter, t hr oughput rat es, operating pressure,
conpressor station design and | ocation, construction nethods, and
pipeline termnation point will all be readdressed.”

Some specific design attributes, MR KONRAD said, were that the
pi peline would be buried along its entire length with tenperature
carefully controlled not to disrupt the permafrost. The pipeline
woul d be approximately 48 inches in dianeter and operated at a
pressure of about 2500 psi or nore. It will be built of advanced
hi gh-strength steel and a wall thickness of approxi mately one inch.
The specific pipeline design would require fewer conpressor
stations and these do not need to be manned, he said. "Wi |l e
highly efficient, the total installed horsepower necessary to nove
gas from Al aska to markets will be many tinmes the total installed
hor sepower on TAPS. Bet ween conpressor stations, there will be
bl ock valve stations as necessary to insure safe and efficient
operability and maintenance. There will also be internediate
pigging facilities that will enable nonitoring the pipeline with
smart pigs."”

They will need to support contractors and have already issued a
nunber of RFPs for various work packages. These include front-end
engi neering and design and costing for the various scopes of work,
| and and environnental surveys, as well as |legal support, both in
the United States and Canada.

MR. KONRAD sai d they have devel oped in nmuch greater detail all the
wor k scopes and obj ectives for each conponent of the study. This
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will allow themto identify critical path issues that need to be
addressed to neet their aggressive tine targets.

Nunber 1450

MR. ROBBI E SCHI LHAB, ExxonMobile, said the FERC application is
vol um nous and detail ed. Canada has a conparable set of
requirenments for its National Energy Board (NEB). The requirenents
i ncl ude:

A description of the legal entity applying for the
certificate of the owner conpany

Descriptions and |ocations of the pipeline associated
pl ants, conpressor stations, and other facilities

Fl ow di agr ans

I nformation on the construction and operati on nmanagenent
practices

Data on natural gas supply and denand

Estimates of facility costs

Met hods of financing the project

Anti ci pated revenues and expenses

Model and met hodol ogy for calculating the tariffs

MR. SCHI LHAB expl ained that included in the FERC application is an
anal ysis of alternative projects that have been considered. There
are al so environnental requirenents. The application nust include
a mle-by-mle description of water resources, fish, wldlife,
vegetation, geology, soils, air quality and noise along the
pipeline route. This requirenent could nean 5,800 separate
descriptions. Oher required reports include the socio-economc
i npacts of the project, cultural resources that may be inpacted,
| and use, recreation, and aesthetics in effected areas,
alternatives he nentioned earlier, and project reliability and
safety.

The next two charts, pp. 14 & 15 summarize the work program
expected fromthe various core groups. The results will be used in
determ ning the economc viability of a project and, if warranted,
an eval uation of gas pipeline routes.

The technical teans are responsible for:
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e Design basis and scope for pipeline systens to market
- Plant and pi peline conponents
- Integrated project

e Cost estinates
* Project execution plan/work schedul es
e Inputs to regulatory permts and process

The environnental /regul atory teamis responsible for:

e Environnental field studies for northern and southern
r out es

 Permtting plans

 Conpl eted FERC/ NEB appl i cation

 Conpl eted ROW application

e O her permt applications as appropriate

The commercial teamis responsible for
 Plan to nove gas fromAl berta to U S
e Tariff nodel and net hodol ogy
 Financing plan
e Project structure/ownership
* Soci 0o-econonm ¢ studies
e Commercial elements of FERC/ NEB applications

The External Affairs Teamis responsible for:
e Leading the community consultation program
* Helping to coordinate U S./Canada external affairs

e Facilitating engagenment wth governnents and other
interested parties

e Supporting comruni cations

The work scope covers great breadth and depth. A nmmjor area of
current activities is the identification and selection of qualified
contractors to assist in their efforts. RFPs were issued on
January 17 covering 10 distinct contract areas. These include:

* engineering and design work for the gas treating plant

e two pipeline segnents

* NG plant
e environnmental and |and surveys in Alaska, |ower 48, and
Canada

e regulatory and permtting requirenents
MR. SCHI LHAB added that | ocal Alaskan firnms were well represented
in the bid process. Legal firms in Canada are being selected
t hrough a separate process.

On January 25, a prebid conference was held to brief potential
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contractors on the initial work they were planning and the criteria
to be wused in awarding contracts. Team nenbers have begun
interview ng contractors who have submtted bids to assess their
qualifications. The timng of contract awards will vary based on
the size and conplexity of the individual packages and the ability
to conclude contract negoti ati ons.

Finally, MR SCH LHAB said that each group is currently planning
its work programto include identifying its deliverable products,
when the work needs to be done, and what information wll be needed
to support the other groups.

Various teans are identifying critical issues that wll
affect their work and that of the entire project and

options for addressing these issues. All  this
information will be integrated into a detailed work
schedule that will help guide the teans' efforts to

concl ude the contactors' support during the nonths ahead.

The final chart was their schedule for the next couple of nonths.
They will get their personnel up to about 90 people with additiona
support provided from the firns awarded the various contracts.
There will be greater efforts to determne in greater detail the
wor k scope and end products for each group and for the overall
proj ect team

MR. SCHI LHAB said they hope to execute nost, if not all, of the
initial contracts over the next two nonths and concluded his
remar ks as foll ows:

The three mmjor producers have agreed to a joint work
programto eval uate and progress the North American gas
pi peline project that could ultimately culmnate in the
construction of a large dianeter pipeline system to
deliver gas from Al aska's North Slope to the | ower 48 and
they are fully engaged in this effort now.

Second, an Al askan natural gas project that can deliver
cost-conpetitive natural gas to consunmers can play an
inmportant role in neeting the nation's energy needs while
provi ding substantial economc benefits to Al askans,
| ease hol ders, and ot hers.

Third, no option should be precluded at this point. It is
inmportant that all parties fully understand the cost and
benefits associated with the various options. Mich of
the information to be generated and analyzed is also
needed to conpl ete applications for FERC and NEB perm ts.
We urge the legislature to allowthis critical work to
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be conpl eted and not preclude any devel opnent options.
It is in the states and all parties' best interests to
fully understand the options on how to best proceed.

Finally, given the strong interest in this project, the
project teamplans to provide periodic updates to you as
various mlestones are nmet and to engage in an ongoi ng
and neani ngful dialogue with governnent agencies and
other interested parties.

CHAI RVAN TORGERSON asked M. Schilhab to give thema history of why
the 1977 act was anended in 1992 to allow producers to own part of
t he pi peline.

MR SCH LHAB replied that the 1977 act precluded the producers from
being an owner of the pipeline. It was recognized shortly
thereafter, that a project of that size needed other owners. The
producers were a natural owner for the pipelines.

CHAI RVAN TORGERSON asked if they currently own | arge gas pipeline
proj ects.

MR. KONRAD said that BP operates the |largest gas pipeline in the
North Sea and is building a 48 inch line across the Al gerian desert
NoWw. BP is looking at a nunber of very large projects across
Chi na.

CHAI RMAN TORGERSON asked if they had any idea of anmendnents that
woul d be needed to go forward.

MR. SCHI LHAB replied that the original 1977 requirenents had
specific locations for conpressors, certain dianmeters, certain
routing, and nany other specifications. Wth current technol ogy,
|l ots of changes have to be made to those. They know they have
different pressure, different pipe, and different conposition of
the gas. They do not know whet her anendnents or a whol e new system
i S needed.

CHAI RVAN TORGERSON asked if the Treaty tineline of 35 years is a
pr obl em

MR. KONRAD responded that they need to define a project first and
then they can define the best process. They are tal king anong
t hensel ves about these issues:

Is it nore efficient to go forward in a nore conventi onal
sense?

Is it easier to change the existing |egislation?
s there a third way to do it?

CHAI RVAN TORGERSON asked if Foothills is part of their planning
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process and where they fit in the process.

MR. KONRAD replied that first they need to design a systemthat is
going to be economcally viable. Omership and permtting are part
of it and they have been and will continue to be in discussions
with them Nowis the tine to create options and they are talking
to a nunmber of conpani es.

SENATOR HALFORD asked if they would be at the point of permt
application by the end of the year.

MR. KONRAD answered that is their target. That would include al
the information in place for the NEB and FERC permts and other
permts they would need to go forward.

SENATOR HALFORD asked if their tineline included deciding the
ownership at the tinme of application.

MR. KONRAD replied that they would decide the routing, but he
didn't think they would have to know the ownership at that tine.
Conmpani es can always sell interest in assets that they own.

SENATOR HALFORD asked if going to FERC on a public
conveni ence/ necessity standard would require sone kind of
conpromise with Foothills in terms of ownership or a conpeting
pr oposal .

MR. KONRAD said that Foothills could be a partner; a nunber of
conpani es have approached them They first need to determ ne the
project. The termnation point is nost |ikely going to change as
wel | as the evacuation plans out of Al berta. The pipeline design
itself is going to change. Their goal is to have the best process.

SENATOR HALFORD asked if using that process again would be the nost
stream i ned net hod.

MR. KONRAD replied if it was nost cost effective to change it,
that's what they would do. They have to know everything about the
project before they can commt to using the permts. They need to
know how t he nodifications would take place within the process.

Nunber 2200

SENATOR ELTON asked if he was wong in assunm ng sone options had
been precluded. It sounded like they were focusing on a southern
hi ghway route or a variant thereof or the over-the-top route or a
vari ant thereof.

MR. SCHI LHAB responded that there are nunerous routes that they
continue to |look at until they get a base design in place.
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MR. KONRAD said he was talking to the conmttee as the group doing

the pipeline work. Various conpanies, like Phillips and BP, are in
the gas sponsor group. BP is constructing a gas to liquids
denonstration facility on the Kenai Peninsula. R ght now the gas
pipeline is the leading contender. Wrk is being done on other
opti ons.

SENATOR ELTON asked if he was defining the base effort as an
overland route that goes through Canada and anythi ng el se woul d be
an optim zation of that and be considered in the future.

MR. KONRAD said, "W are focused on an overland pipeline to the
| oner 48."

SENATOR TAYLOR asked where Al aska was represented on the chart on
page seven

MR. KONRAD expl ai ned those three conpanies on the chart represent
t he conpanies that are funding the studies right now.

SENATOR TAYLOR asked if the state had been invited.

MR. KONRAD replied that they had a | ot of discussions with various
state agenci es over tine.

MR. MARUSHACK responded that each of the conpani es were | ooking at
separate pipeline projects.

TAPE 01-8, SIDE B
Nunber 2400

MR, MARUSHACK said it just nade sense for themto conme together
The 12.5 percent interest owned by the state is a very inportant
part of this and that interest could be sold.

SENATOR TAYLOR asked if there were any internal conflicts that had
precl uded consi derations of a tideland gas |line.

MR KONRAD answered that they are actively | ooking at LNG but that
doesn't appear to be conpetitive. So they are focusing on the gas
pi peline project. "Projects that are economc get funded and
projects that aren't econom c don't get funded."

MR. MARUSHACK al so responded that Phillips is a 7 percent owner in
the LNG facility in Kenai. They own a proprietary technol ogy that
is very valuable and being used in other parts of the world. They
have nade sales to Japan for over 30 years and have not m ssed a
delivery. 1It's been a very lucrative business; they like the LNG
busi ness. They know those markets. "Phillips would be very, very
notivated to have an LNG facility out of Al aska using this gas.”
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The problem they have is that it's not a stand-al one economc
proj ect.

CHAI RVAN TORGERSON asked how t hey planned on interacting with the
smal | er groups who m ght want to sell gas.

MR. KONRAD answered that any project that goes forward for
application will go through a period called "open season.” At that
time, people who want to ship on that pipeline will be given
opportunity to do so. The sane thing happens in pipelines all over
the U. S

CHAI RVAN TORCGERSON asked if they [open seasons] happened after the
line is built.

MR. KONRAD said it happens before the application.

CHAI RVAN TORGERSON asked how they anticipate interacting with the
public on their planning process and woul d they have news rel eases.

MR SCHI LHAB responded that an entire teamis dedicated to external
affairs both here and in Canada.

CHAl RVAN TORGERSON asked how the committee could interact wth
t heir planning process.

MR. SCH LHAB replied that once they reach mlestones and it's
appropriate, they would |i ke to conme back and keep the | egislature
updated on the project. There would be tine to have discussions
and contacts through neetings in-between those peri ods.

CHAI RVAN TORGERSON asked if he could assune 90 percent |ocal hire
or at |east what they have now on the project.

MR. MARUSHACK replied that they wouldn't have 90 percent |oca
hire. There is a job for Alaskans on this project; it is so huge
that they are going to have to bring in | ots of people.

CHAI RVAN TORGERSON asked if there was a hunman resources person on
their planning teamso that the state could | earn in advance about
j obs and train people.

MR. KONRAD replied that part of the engineering studies wll
determ ne what manpower is needed and that will be shared wth
Al askans and Canadi ans.

CHAI RVAN TORGERSON asked what was nore inportant to their
suppliers, long termsupply or price.

MR. KONRAD replied that price is probably the |eading factor.
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CHAI RVAN TORCGERSON said they woul d be nmarketing to | arger consuners
| i ke i ndustry and power plants.

MR, KONRAD replied that it really depends on what application one
is talking about. Sone facilities need to have constant supply and
wll pay a premumfor it. Oher consunmers who have other power
options are nore interested in price. Each conpany will doits own
mar ket i ng.

CHAI RMAN TORGERSON asked if the supply or price was nore inportant
when marketing in Japan.

MR. KONRAD answered that each negotiation there [in Japan] is a
little bit unique. He said when there is lots of conpetition
price is the driving factor.

SENATOR AUSTERVAN said they are driven by profits and that they are
obvi ously not going to be taking Al askan gas to the Asian narkets
because it would cost themnore than to take other gas. He thought
the only reason we are talking today was because the |ower 48
mar ket s need t he gas.

MR. KONRAD said that the North American nmarket is growi ng and they
expect it to keep growing, but he said the current price is not
sustai nable. One of their main considerations was that technol ogy
has | owered the cost of building a pipeline [supply]. So they think
they can conpete with coal bed gas and gas coming in fromeastern
Canada.

MR SCH LHAB commented t hat the producers have been very interested
in marketing Al aska gas since the start of Prudhoe Bay. They are
just looking for a conpetitive project that is economc.

SENATOR AUSTERVAN conment ed that they were basically saying that,
".going to the Asian nmarket is not economc right now, so we’'re not
going to tidewater. W're going to the lower 48." He said he was
concerned about what jobs were going to be created |ong-term for
Al askans. He asked what their views were on extracting NG&s in
Al aska.

MR. MARUSHACK answered that they are normally extracted and sone

are used as fuel and sone are used as petrochemcal. He described
a petrochem cal facility on the lower Qulf Coast of the U S., from
Corpus Christi to Mobile Bay. There are large refineries and

chemcal facilities, a very detailed infrastructure, great
transportation, and feed stock [ethane, propane, naptha, and
butane] comng in fromlots of locations. Al these things are
clustered together. Their individual processing throws off other
smal |l er chemcals that can't be used economically, but someone el se
very close to themcould use it in their process. This happened
all the way through the Gulf Coast because at one tinme there was
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| ow cost feedstock. There was al so good transportation.

MR. MARUSHACK t hought gas could be used in Al aska for heating and
i ndustry. Petrochemcals are a little nore difficult, because
Al aska doesn't have the econony of scale on a new facility or the
infrastructure and there are also transportation difficulties.
Huge plants are being built in Southeast Asia where they take
advantage of the infrastructure and the transportation system

SENATOR AUSTERMAN asked if he thought that petrochem cal extraction
woul d take place outside the State of Al aska.

MR. MARUSHACK said that was how he sees it right now.

MR SCH LHAB said they are considering the feasibility of
extracting liquids out of the gas.

MR, MARUSHACK said that extraction is different than using a
product for sonmething else. One can extract in a lot of different
| ocations if you can transfer that product for higher value sone
pl ace else. You normally put your extraction somewhere close to a
| ocati on where you distribute it or where you have a petrochem ca
facility.

MR. KONRAD said in terns of long-termjobs, Al aska's conpetitive
advantage is its geology. If they can create a systemof incentives
for investors to explore and develop gas, that is the long-term
| egacy of this project.

SENATOR AUSTERMAN said, "That's if you | ook at us as a colony."

MR. KONRAD responded that across the entire industry, nost of the
i nvestment goes into the upstream portion of the industry.

CHAI RVAN TORGERSON asked if LNG producti on woul d be too expensive
or did they just not |look at it.

MR. SCHI LHAB said they | ooked at LNGto lots of different markets.
"LNG is a good thing except we've got this 800 mle pipeline we
have to overcone. That is our problem It's not where you take
it.."

MR. KONRAD added if you can pipe gas to California for $1.75 or
$2.00, you're not going to pay $2.50 or $3.00 to get it there by
LNG "

CHAI RVAN TORGERSON sai d he thought that was why El Paso | ost out
years ago. It was less costly to do a pipeline.

MR. KONRAD said that they are still |ooking at all the markets.
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CHAI RVAN TORGERSON asked if they chose a different route than the
one that's approved by Congress, what kind of hoops woul d they have
to junp through

Number 1500

MR. KONRAD answered that they would try to get the support of the
State of Al aska and the Canadians. There is an existing regul atory
franmework that allows a conpany to | ook at international pipelines
on virtually any route; it's called the Natural Gas Act.

CHAI RMVAN TORCGERSON said he thought there was only one approved
route and that it would be up to the president to change it.

MR. KONRAD responded that they would have to confer with FERC and
NEB.

CHAl RMAN TORCGERSON said he read their opinion, but it was only the
chairman's opinion. He knows they already turned down the over-
the-top route. "The only difference is you want to go under water
and they were on the shore of ANVR " He asked if there were any
maj or inpacts in not reinjecting the gas into the production oil.
He asked if there would be a decrease in oil production.

MR. KONRAD answered, "As you sell gas there may be reservoir

i npacts."” He explained that part of the work they are doing nowis
to understand that. They feel with additional investnents that the
oil losses can be held to a | ow nunber. There is a slight tension

there, but it is less than it was 10 years ago. The fields have
mat ured and technol ogy has noved on. They could inject a |lot nore
water into the reservoir.

CHAl RMAN TORCGERSON asked what "tensi on" neans.

MR. KONRAD answered, "You get to sell a whole bunch of gas and you
lose a little bit of oil."

Nunber 1400

CHAl RMVAN TORGERSON asked if the state woul d have that data before
t he plans go forward.

MR. KONRAD answered that the AOGCC has al ready kicked off a study

on that issue, but he didn't know what their tineline was. He was
sure the informati on woul d be shared.

SENATOR HALFORD asked if the conpanies own the sane proportion of
oil to gas.

MR. KONRAD answered, "Yes. They're not identical, but they're
proportional."”
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SENATOR HALFORD asked if that means you own 20 percent of the gas
if you own 20 percent of the oil.

MR. KONRAD said, "Yes."

SENATOR HALFORD asked if the argunents of the efficiency of gas
versus the efficiency of oil would still apply in the cases before
t he AOGCC.

MR. KONRAD said it's inportant because they are producing both and
want the nost econom c outcone possible. He thought the producers
in the state were far nore aligned than nost people seemto think

CHAI RVAN TORGERSON said the state wants to know if there's a trade-
of .

MR MARUSHACK said they are trying to assess the conposition of the
gas. They are also asking if there is now an opportunity to throw
off nmore CO2 and do nore CO2 floods - ways of mtigating potential
| oss you m ght have through taking the gas.

CHAI RMAN TORCGERSON asked what the percentage of CO2 in our gas is.

MR KONRAD answer ed about 12 percent at Prudhoe, about five percent
at Pt. Thonpson and about 18 percent at Endicott.

CHAI RVAN TORGERSON asked if they could ship up to two percent.
MR. KONRAD i ndicated that was correct.

CHAI RVAN TORGERSON asked what their goal would be in shipping.
MR. KONRAD answer ed between one and two percent.

CHAl RMVAN TORGERSON asked if that nunber would be out of their
reserve nunber

MR. KONRAD answered that C2 is not worth nmuch in Chicago and that
their reserve is about 35 tcf.

CHAI RVAN TORGERSON sai d that sone people say they have al ready used
3 tcf and that hasn't been deduct ed.

SENATOR TAYLOR asked if CO2 can be reinjected to help with field
pressure.

MR KONRAD answered that it has sone different characteristics, but

they intend to dispose of it underground to help recover
[ pressure].
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SENATOR TAYLOR said he liked the term"open season” and asked what
access there would be for future production facilities and the pipe
for independents.

MR. KONRAD answered that the pipeline would be regulated
extensively by FERC and NEB. Transparent access and costs are
central to their reason for existence.

SENATOR TAYLOR asked if that also applied to production facilities.

MR. KONRAD replied that would be up to each field, which all has
its own facilities.

MR. SCHI LHAB added if soneone cane up and | eased | ands and nade a
di scovery, they would develop that field nmuch [ike North Star is
bei ng devel oped. Those facilities would be constructed and they
woul d have gas available to go into a pipeline if there's a

pi peline there. It would be an open access pipeline, but they
woul d have to work out arrangements with the shippers on that
pipeline. |If they wanted to use existing facilities, they would

negotiate with the facility owners.

SENATOR HALFORD asked if that includes the initial processing
facility that takes out the CO2 and whether that was subject to
open access.

MR. KONRAD answered that depends on if it's in the project and if
the each field builds its own facility.

CHAI RMAN TORGERSON said the question had to do wth the
i ndependents, not one of their working partners.

MR. MARUSHACK responded that, "You need to know the size of the
asset you're talking about." If you have room in an existing
facility, that |eads you down one set of negotiations. |If you're
tal ki ng about a large asset, it may be cheaper for themto support
their own gas facility.

CHAI RVAN TORGERSON said it seenmed |like they could lock out a
conpetitor because he would have to negotiate with existing owners
to get the right to run product through the CO2 facility.

MR KONRAD answered that he didn't know if they could be | ocked out
or not, but there would have to be capacity.

Nunmber 1000
SENATOR TAYLOR asked what if we find nore gas than we originally
t hought was there, do all the independents potentially have to

build their owmn CO2 facility or punping facility because soneone
el se owns the only pipe.
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MR. KONRAD replied, "Wien you build a pipeline, you build in
capability for it to be expanded. W want exactly that. W want a
pi peline that has |ow transportation costs that encourages nore
i nvestment. Usually those expansions |ower the tolls for everyone."
He said this is what is called the "virtuous cycle."

SENATOR HALFORD expl ai ned that the Commttee's concern is that the
conditioning facility be treated the sanme way so there is effective
access.

MR. KONRAD expl ai ned further that producers in the Lower 48 know
what the rules are before they go drilling in an area.

SENATOR TAYLOR asked if their evaluation of the economcs would
include participation either by equity, tax reduction or severance.

MR SCH LHAB answered that they woul d base their economcs on their
under st andi ng of what the taxing reginme is today.

MR. KONRAD replied that their goal is, "to create an economc
project that stands on its own and is profitable.. W are not
asking for help today. If at sonme point in tinme we think we need
hel p, we'll let you know that, but it's certainly not our goal."

SENATOR TAYLCOR asked if the economes of scale would be inproved if
they considered LGN tidewater and the Lower 48 jointly as opposed
to considering them separately.

MR. MARUSHACK answered that they wouldn't even know how to
construct all those things together. These are serious
construction issues. "What makes nost sense is you look at an
econonm ¢ project on the Lower 48 pipeline. You have capacity to
expand that volunme. Then you look at if there are alternatives that
cone off of that to go into other markets. By the tine we get this
thing on line, it's several years out there. You don't know
exactly what the market is going to be for oil on which LNG is
based. You don't know exactly what's happening with the market
with gas. You may do things in ternms of hedging.. A single
pi peline project is a big undertaking all by itself."

MR. KONRAD said they are planning a pipeline that has increnental
conpression capacity. If they built a 4 bcfd pipeline, they could
easily expand it to 6 bcfd.

MR. SCH LHAB comented that they are |ooking at a base pipeline
design that would get gas to the Lower 48. They hope to cone up
with an economcally viable project with that. If they can't, they
will look for ways to mtigate cost or change the overal
econom cs. One of the things they mght |look at is taking LNG or
GIL to tidewater
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SENATOR ELTON asked if equity ownership tax issues would be
addressed if the base pipeline didn't pencil out and or would it be
a consideration before that. As an owner, he thought the state
woul d want him to address the question: "Does it make sense to
invite Alaska in as an equity owner, because it's clearly going to
have sone cost to the project?”

MR. KONRAD answered that they would |ook at potential partners
t hroughout the process, including Foothills and a nunber of other
i nvestors who have expressed interest. He said they had not
precl uded anyone. He thought it was a fundanental issue for the
state to decide whether it would want to be an owner.

MR. MARUSHACK added that there was a very big difference between
what they do wth the equity versus what happens on the taxing

side. "W are not asking for anything now and our base case is we
ask for nothing in the future. That's on the tax side. On the
equity side, that will conme.” He explained that the three of them

represent six conpanies that have made a major acquisition. They
are trying to blend three cultures together to see if they can cone
up with an econom c project. They are limting the nunbers of
peopl e right now to nake the di scussion easier in comng up with a
base project.

SENATOR AUSTERMAN reiterated his concerns that there be jobs for
Al askans and the need for energy in Alaska be net. He asked M.
Schil hab [ ExxonMobil] if there would be sone kind of settlenent
wi th the people of Al aska soon.

MR. SCHI LHAB said he wasn't the one to answer that.
TAPE 9, SIDE A

CHAI RVAN TORCGERSON said he didn't want to get into that issue right
now, but that it would be a very big one. He asked themto explain
the "hub" concept.

MR. MARUSHACK asked if they are famliar with the Chicago hubs
where there are many pipelines com ng together where people trade
products back and forth. There are storage and NG facilities -
"Lots of product in, lots of product out."

CHAI RVAN TORGERSON asked if they were |ooking at doing sonething
i ke that.

MR. MARUSHACK replied that that was Ken Thonpson's plan. He said
there would be excess capacity and valves and flanges would be
avai |l abl e.

CHAI RVAN TORGERSON asked how FERC would include a conditioning
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pl ant as part of the permtting process.

MR. KONRAD answered that the state would put in a request to the
regul ators and they would then decide. He explained that initially
they are not regulated with pipelines. "CX2 facilities are not at
all uncommon in a whole host of gas fields across the U S
Typically, the CO2 is taken out on a lease. Qur particular one
w Il be enornous, but they are normally not part of a pipeline.”

CHAI RVAN TORGERSON asked if part of their study included in-state
usage in Cook Inlet.

MR. KONRAD answered that access to in-state gas is inportant
criteria. That's clearly facilitated on a southern route. They
are |l ooking at creative options on a northern route. But narkets
woul d drive any further extensions. "Anybody that wants to buy gas
off of this pipeline will probably be asking in open season whet her
they want to commt to pipeline capacity for the first activity."

CHAI RMAN TORGERSON asked himif the answer was no.

MR, KONRAD responded that if they' re comng the southern route with
fl anges at Fairbanks, they're talking very small volunes of gas.
He said there would be ability to access it, but the volunmes would
be insignificant and wouldn't inpact the pipeline design. |If
soneone would want a larger capacity, they would design around
t hat .

SENATOR HALFORD said he |liked the accelerated schedule, but it
nmeans their decisions wuld be nmde internally wthout,
necessarily, much interaction with the legislature. He thought the
state and the | egislature should have input, but he didn't know how
t hey shoul d achi eve that.

MR. KONRAD said they would have a better idea in 60 days of how
achi evabl e their goal is.

SENATOR TAYLOR noted that the state participated to the extent that
state permts are required.

SENATOR AUSTERMAN asked when they thought the gas would flow.

MR. KONRAD answered that it would take three years to build and a
year to a year and a half to order the nmaterials to build it. They
do not know how | ong the regulatory process will take. 2007 would
be the fastest humanly possible tinefrane.

CHAI RMVAN TORGERSON t hanked them for comng in and adjourned the
neeting at 5:20 p.m
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