JO NT HOUSE & SENATE FI NANCE COWM TTEE
Sept enber 11, 2003
9:00 A M

TAPE HFC 03 — 110, Side A
TAPE HFC 03 — 110, Side B
TAPE HFC 03 - 111, Side A

CALL TO ORDER

Senator Lyda Green called the Joint House & Senate Finance
Committee neeting to order at 9:00 A M

VEMBERS PRESENT

Co-Chair Lyda G een
Senat or Donny d son

Represent ati ve Chenaul t
Representative Croft
Represent ati ve Hawker
Representative Stoltze

MEMBERS PRESENT VI A TELECONFERENCE

Co-Chair Bill WIIlians
Represent ati ve Wit aker

VEMBERS ABSENT

Co-Chair John Harris
Representati ve Kevin Meyer
Represent ati ve Foster
Representative Joul e
Represent ati ve Moses

Co-Chair Gary WI ken
Senat or Con Bunde
Senat or Lyman Hof f man
Senat or Ben Stevens
Senat or Robi n Tayl or

ALSO PRESENT

Senator CGene Therriault, Speaker ; Representative John
Coghi | I ; Representative Hugh Fate; Representative Bob Lynn;

David Freer, Senpra Energy, Vice President for Federal
Affairs, Washington D.C ; Harold C Heinze, Chief Executive
Oficer, Al aska Natural Gas Devel opnent Authority (ANGDA);
G eg Bartholomew, Director, Strategic Planning and Anal ysis,
Senpra Ener gy I nt ernati onal ; St eve Porter, Deput y
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Comm ssioner and Liaison to Alaska Natural Gas Devel opnent
Aut hority, Departnent of Revenue

#

SUMVARY

State Priorities for Al aska’s Stranded Gas
Al aska Natural Gas Devel opnent Authority Fundi ng request
Al aska Natural Gas Devel opnent Authority’ s appropriate role

SENATOR LYDA GREEN noted for the record that there were not
enough nenbers present to forma quorum The working group
could pass nessages forward, however , no neani ngf ul
deci sions could be nmade. She noted that Nonme, Fairbanks and
Juneau were being tel econferenced.

DAVI D FREER, SEMPRA ENERGY, VICE PRESIDENT FOR FEDERAL
AFFAI RS, WASHI NGTON D.C., commented that in the 1970's,
Southern California Gas Conpany preceded with an effort to
place a liquefied natural gas (LNG receiving term nal near
Santa Barbara, California. The project was the result of
efforts in Alaska to bring out LNG gas. The project at Port
Conception died as has other projects designed to bring gas
out of Al aska.

At present tinme, a simlar situation exists, wth one
distinct difference: a fully permtted receiving termnal is
awai ting construction on the Wst Coast. Construction would
begin in 2004.

M. Freer discussed Senpra Energy Uilities. He noted that
the conpany’s 2002 revenues were in excess of $6 billion

with four thousand enpl oyees. The headquarters is |ocated
in San Diego, California. Senpra Energy (Senpra) is the
parent conpany of two distinct entities:

. Senpra Energy Uilities, the regulated side
of the conpany, conprised of the Southern
California Gas Conpany, which is the |argest
natural gas local distribution conpany in the
United States and San Di ego Gas and El ectric,
serving the San D ego area.

. Addi tionally, Senpr a Ener gy A obal
Enterprise, the unbrella conpany for Senpra
Energy growth businesses, including Senpra

Tradi ng, Senpra International, Senpra Energy
Resour ces, Senpra Energy Sol utions, and
Senpra Energy LNG Corporation.

M. Freer pointed out that currently, there is a facility

which is well into the process of having necessary receipt

from the Mexican governnent in order to proceed w
h

s
h
construction. Senpra Energy is the lead conpany in the
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process. The next step is to find a supplier, enter into an
agreenent so that necessary construction can target a 2007
dat e.

M. Freer highlighted points to that tinetable. He
enphasi zed that Senpra Enterprise wants to work on an
agreenent with Alaska to be the supplier at Costa Azul, the
energy-receiving termnal. Senpra Enterprise previously,
had communicated that intent to Harold Heinze, Chief
Executive Oficer, Al aska Natural Gas Devel opnent Authority
(ANGDA), at a neeting in San D ego, August 2003. M. Freer
stated that it makes “econom cal sense” for the State to
engage in that, acknowl edging that there could be
constraints in an arrangenent between Al aska and Senpra
Enterpri se.

. Senpra Enterprise is in serious negotiations
with a nunber of foreign governnents and
international oil and gas conpanies for

supply capacity for the cost of the term nal

The negotiations have been underway for
sonetine and are being conducted between
Senpra senior managenent and the heads of
state and senior officials of international

oil and gas conpanies. Negoti ations are
bei ng conducted at their requests in order to
enter into an agreenent. He noted that all

t hese governnents and conpanies are |ocated
in the Pacific Rm mking them direct
conpetitors to Al aska.

. Senpra Enterprise intends to conclude the
negotiations in a tinely fashion and fully
expects to have a contract within 30-60 days.

. Wen an agreenent is reached between the
supplier and Senpra, the other conpeting
termnals wll essentially fade from the
scene. When an agreenent is signed, it is

unlikely that there could be —capacity
el sewhere on the Wst Coast at another

termnal. He stressed that there is only “so
much of a narket” that LNG can absorb.
. When t hat occurs, t he mar ket woul d

essentially close to the Wst Coast for an
additional LNG supply from any other source.
Fut ure expansi on woul d be increnental.

. Present tinme is a “critical juncture” wth
respect to an agreenent for LNG from Al aska
to Costa Azul. The tinmetable is |ocked-in
and the schedule to proceed is well
est abl i shed. At this time, ranked in order
of priority and in terns of opportunity,
Al aska could be | ast. If there is to be an
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opportunity between Al aska and Senpra, there
must be a strong indication from the State
that there 1is interest 1in «crafting an
agreenent, which entails the foll ow ng:

(1) An immediate signal that Alaska wll
initiate negoti ati ons W th Senpr a
Enterprise; and

(2) That the negotiations would proceed in a
manner consistent with the previously
identified tinme franme; and

(3) That the political |eadership of the
State is behind the effort and will see
that it proceeds expeditiously.

M. Freer reiterated that Senpra Enterprise is interested in
working with Al aska. VWhile it is wunfortunate that the
respective tinmetables are not parallel, Senpra Enterprise
would be interested in “sitting down” wth appropriate
parties to fashion a mutual supported agreenent.

Senat or Lyda G een asked who the nenbers of Alaska Natura
Gas Devel opnent Authority are.

HAROLD C. HEINZE, CHI EF EXECUTI VE OFFI CER, ALASKA NATURAL
GAS DEVELOPMENT AUTHORI TY (ANGDA), noted that he had pl aced
key exhibits around the neeting room one of which indicates
benefits to Al askans and al so, maps of the various pipeline
routes fromNorth to South. (Copy on File).

M. Heinze stated that the Authority was a creation of
Bal | ot Measure #3, which was passed in the Novenber 2002
el ection. (Copy on File). That neasure received w de
support. He noted that the Authority is benefit driven so
that they can acconplish tasks rather than being a study

group.

M. Heinze pointed out that the Authority is a “young
organi zation”, provided wth a m ninum budget, allow ng them
to cone into being. The budget does not permt very nuch
“action” and acknow edged that he was before the Joint
Fi nance Committees, |ooking for noney.

M. Heinze noted that ANGDA is a public corporation run by
its’ Board simlar to the Al aska Railroad. There is a
seven-nmenber board of directors consisting of Andy Warw ck

Chai rman, Fairbanks; Bob Favretto, Kenai; Dave Cutty; Scott
Hayworth; Dan Sullivan, Anchorage; Wrren Christian, and
John Kel sey, Valdez. The Board runs the corporation and can
i ssue revenue bonds. The Authority is an agency of the
State and hence does not need to acquire a right-away but
can adm nister State lands. ANGDA does have the authority
of em nent domain. The intention is to build and operate
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facilities in Alaska and to comercially buy and sell gas as
wel |l as transport it.

M. Heinze added that ANGDA offers an alternative to the
State to invest and capture the rewards and that the agency
is benefit driven. The chart indicates mnmany inportant
i ssues regarding howit wll affect the econony and jobs and
how gas w Il affect heating and power. Com ng out of Prudoe
Bay, there could be many lines spurring off and providing
gas to all population segnents. That in addition to dollar
notivation is inportant to the Authority.

M. Heinze added that there is a Wst Coast narket
opportunity now and the shorter shipping distance favors
Al aska LNG At this time, there is no LNG delivered into
the West Coast; however, within a matter of a few years, LNG
wll be delivered there. It is reasonably expected that
only one or two termnals will be built on the Wst Coast
and that Al aska is conpeting for that market. He enphasized
that Al aska should attenpt to secure that market.

M. Heinze enphasi zed that the proposed nunbers do not have
detailed information behind them however , they are
reasonabl e for what an Al askan LNG project could |ook I|ike.
He referenced the chart on Page 3 of the handout. (Copy on

File). The chart indicates a total expense of $12 billion
dollars. To calculate a notional cost of service fromthat
anmount, illustrates how the Authority differs from the
econom cs of the project. The cost of service indicates a

nunber of the whole transport cost of the gas. To add to
that wel |l head purchase price, the nunber summed together is
what is conpared against what the market will pay. Wth a
$12 billion dollar investnent, wanting a high rate of
return, the party would need $2.90 dollars to transport that
gas. The Natural Gas Devel opnent Authority does not pay
i ncone tax; consequently, an investnent at $2.20 dollars
woul d be a “good investnent”. The sinple elimnation of
taxation lowers that nunmber from $2.90 dollars to $2.20
dol | ars.

Representative Croft asked if it was anticipated that 16
mllion tons per year input would be received on the West

Coast . M. Heinze explained that at two billion cubic feet
per day, 16 mllion tons per year would be the anount that
could fill the Wst Coast marketplace. He admtted that

m ght not be initially achievable. He inforned nenbers that
Senpra Enterprise understands nore about the narket than
ANDGA does. A large anount of that could easily be placed
on the West Coast. The nunber is critical at 16 mllion
tons per year because it is possible to place one and two
mllion tons at a tine to at l|east three or four other
markets. He reiterated that was a “believabl e’ anount.
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Representative Croft comented that $2.20 dollars would be a
“good rate of return” since the State is non-taxable. He
inquired the projected price of the natural gas. M. Heinze
understood that «current prices on the Wst Coast were
bet ween $4.50 & $5.00. There are projections that this
price will hold. The |ow range of price structure would be
bet ween the $3.00 & $3.50 dollar range. |If the State drops
from being a profit making organization, then economc
activity would still be generated and the State would be
servicing debt. As an infrastructure investnent, the nunber
could drop to $1.65, a nunber that contains no profit but
adequate service for debt, the investnent is returned and
ownership would result at the end.

M. Heinze acknow edged that the nunbers appear “strong”.
At $2.90 dollars, that kind of nunber, the producer m ght
calculate which is marginal. At $2.20 dollars, it would be
conpetitive with any other LNG project. That is a strong
nunber and he reiterated that no tax woul d be paid.

M. Heinze spoke to the risk elenent. The Authority is
i mune from fiscal changes. There are ways to manage the
risk and mnimze it. The beauty is that the State could
receive the awards. |If the price held at a high |level, the

State could pay the project off in three years. He outlined
why ANGDA is getting into the gas business:

. The Authority wll work out commercial terns
with a producer—-l ed highway pipeline for gas
delivery to maximze Al aska's benefit;

. LNG based al |l - Al askan project is econom c and
conpetitive for non-taxable Authority;

. Al aska’s portfolio of other gas or LNG
projects is limted; and

. Al aska doesn’t have multiple shots at a

dynam ¢ Pacific R m market.

M . Heinze commented on the anticipated strategy:

. Support producer-led highway gas line and
define conpatible Al aska benefit projects;
. Keeping the wellhead price of gas high to

encourage devel opnent of new reserves and
hi gher current revenues; and

. Using nmargin to support public purposes.

The ANGDA Board requests accelerated funding of up to $3
mllion dollars to finish the conceptual design, make a good
cost estimate, and proceed with the marketing effort by
January 2004. Bal | ot Measure #3, by law, requires that by
June 2004, Al aska provide all itemzed indicators wth the
intention that a decision can be made as to whether to
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proceed or not for major investnents. He reiterated that
ANGDA recommends that tinme frane be brought forward. The
request, by | aw needs to be conpleted and the deci si on needs
to be made as to when it is to be finished and avail abl e.

To accelerate the funding request, specific issues wll be
addr essed. The producers have spent $125 million dollars
within the last few years to finish the design work of the
hi ghway proj ect. For Al aska to successfully interact wth

them and provide the benefits, the technical gap needs to be
cl osed and Al aska needs to define the project in order to
have neani ngful di scussions.

Co-Chair WIlians asked how the present discussion would
affect current negotiations in Washington D.C. on energy
| egi sl ati on. M. Heinze responded that Steve Porter, a
schedul ed speaker later at the neeting, would be able to
address stranded gas and concerns occurring in Wshington
D. C He advised that ANGDA's work is “neutral” regarding
what s happening in Wshington D.C. because ANGDA is
attenpting to work conpatibly with the hi ghway project.

Co-Chair WIlliams voiced concern that “Wshington D.C. is
wat chi ng” and that perhaps the State should not do anything
until those negotiations are conpl eted. He war ned agai nst
“maki ng waves” for the Al aska Congressional del egation.

M. Heinze comented that the requested spending would be
focused on new concepts for Al askan benefits. The pay-off
woul d be for Alaska, and not any specific conmpany. Al aska
is currently at a point where there is significant free work
being contri buted. Also, the requested noney would be
focused in Alaska on contractors and design work by: ASRC
Energy Services; VECG Peratrovich, Nottingham & Drage; Wod
Mackenzi e; and Northern Econom cs. Because of the effort of
t hese conpani es, ANGDA has been able to provide the proposed
estimate. The intention is that with the requested noney,
ANGDA woul d be able to convert the work and estimates into
contracts for sol e-source basis.

M . Heinze pointed out new design el enents:

. A spur line from dennallen to Cook Inlet
ar ea;

. A barge nmounted LNG plant & LNG storage
t anks;

. LNG plant & loading berth at the old Val dez
town site; and

. LNG t her nos bar ges.

M. Heinze pointed out that Page 8 indicates the actual
st udy.
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TAPE HFC 03 — 110, Side B

M. Heinze detailed the costs of the elenents of the study
contai ned on Page 8 as foll ows.

Desi gn & Execution Pl an

Pi pel i nes $500 k
LNG 900 k
Mar i ne 400 k
In-State Uses & Benefit Analysis 150 k
Mar ket i ng/ Conpetitor Analysis 200 k
Speci al i zed Legal Opini ons 150 k
Staff & Admi nistrative 200 k
Tot al $2, 500 k

M. Heinze infornmed that the pipelines, LNG and Marine
designs would be “new concepts and high benefit type
designs” that have not been considered previously and that
woul d add value. He stated very little if any of these funds
woul d be expended for existing estimates or designs.

M. Heinze spoke to the benefit analysis saying that all the
uses could be quantified, although have not been quantified
bef ore.

M. Heinze enphasized that to be successful, “marketing is
one of the keys”. He stated the funds would be utilized to
engage “one of the premer type of consultants in the world
in terms of LNG and where our conpetition is and how we
stack up agai nst that conpetition.”

M. Heinze qualified that a nunber of |egal issues nust be
clarified relating to taxation, bonding and to the Jones Act
and its applicability to our project. He noted these are
speci alized areas and expected any “prudent investor” to
have “substantial |egal opinions” on at |east these three
ar eas.

M. Heinze next listed information to be included in the
study, shown on Page 8, as follows.

e Contributed Studies (Donated |Information)
0 Yukon Pacific
o Alaska Gasline Port Authority
o Tanker Design and Cost
o Training in Al aska and Al aska Hire
0 Gas Conpositions and Conservation
e State In-House Expert Consulting
0 Revenue Projection and Tariff Modeling
o Social and Environnmental Responsibility
o Permtting and Land Use / Pl anning

House & Senate Fi nance 8 9/ 11/ 03



M. Heinze noted this information has been obtained at no
cost. He said this information is “available for us to build
on and | ook at, and use to the extent that we can in terns
of our design.” He anticipated that businesses involved in
tankers woul d assist in the design of the ships and that the
“l abor conponents” in Alaska would benefit from defining
issues relating to Alaska hire.

M. Heinze indicated five issues are identified as “Benefits
i n Design Concept” on page 9, as follows.

e Spur line to Cook I nl et provi des future
residential and industrial gas supply in area

e Study of barge mounted LNG plant would allow
mul ti-$B fabrication in Cook Inlet

* LNG thernbs bottle barges can supply coastal
comuni ties

* Expanded Kenai LNG and urea plant options

e Propane content in gas line key to Yukon River
supply and petrochem cal plants

M. Heinze posed the question; titled “Wiwy Proceed Now to
finish Project Concept Design” answered on pages 10 and 11,
whi ch reads as foll ows.

e Market Pull - a conplete conceptual desi gn
essential to being considered a “real” project by
LNG buyers

* Producer Decisions - discussion wth producers

needs to be based on the val ue ANGDA adds to their
product by satisfying a conpletely defined set of
Al aska’ s needs

e Project Managenent — tinely disclosure on critical

design elements wll allow focus on business
deci si ons
e Energy in Alaska - WMajor energy decisions and

commtnents are being made without this project’s
options and alternatives included in the franmework

M. Heinze stressed that whether by Senpra Energy or anot her
producer, the market is “being defined” on the Wst coast of
the United States. He expressed he has nade effort to
represent Alaska in “noving that forward”; however, he was
“operating from an inconplete package”. He instructed that
“in marketing” “you have to have a total story to tell, and
|’ ve got a 90 percent story right now | need to finish that
to make this happen.”

M. Heinze cautioned that producers could already be making

decisions related to the design of the pipeline that could
affect how they interface with Senpra Energy. He explained
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that when industry is ready to proceed, the State nust have
a clear understanding of its goals. He infornmed that this is
an opportunity to “put our schedule here in a pretty good
order” by proceeding ahead, clarifying engineering aspects
and allowng sufficient time of sever al nonths to
concentrate on the business and financial aspects.

M. Heinze remarked that “every day here in Al aska”
significant | ong-term deci si ons are made wi t hout
consideration of the proposed project. He was unsure how
this project would influence those decisions; however, he
stressed its inportance.

M. Heinze related the ideal occurrences related to this
project would be favorable response from the federal
governnment followed by agreenents between the producers and
the State of Alaska Administration to be presented to the
| egi sl ature for approval. He stressed that “tens of billions
of dollars” are "“at stake” for the State. He recommended
that the legislature should determine what information it
needs to made decisions on the matter during the upcom ng
| egi sl ati ve session.

AT EASE [Note: audi o continues during break.]

GREG BARTHOLOVEW DI RECTOR, STRATEGQ C PLANNI NG AND ANALYSI S,
SEMPRA ENERGY | NTERNATI ONAL, testified to his 12 years with
this conpany and eight years at Exxon. He utilized a slide
presentation and the copy was not provided.

M. Bartholomew indicated a slide illustrating production
and demand in the Lower 48 and conparing historic
consunption. He stated that in the early 1970s the United
States had price regulation of natural gas and as a
consequence, a natural gas shortage occurred with a decline
of consunption and production. This, he said resulted in
construction of nuclear power plants. He continued that in
the mddle 1980s price deregulation allowed additional
devel opnent of nat ur al gas and subsequent i ncreased
production. He noted that consunption increased at a greater
rate than production and as a result, natural gas was
inported from Canada, primarily from Al berta. He inforned
that the inports have steadily increased to a point that
Canadi an inports represent approximately 16 percent of U S
gas consunption

M. Bartholonew relayed Senpra Energy’s position that the
U. S. has “reached a peak” in gas production and is begi nning
to decline. However, he remarked that consunption is
i ncreasi ng because natural gas is clean and efficient. He
shared expert’'s predictions that gas consunption would
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continue to increase as long as the U S. econony continues
to grow. He cautioned of the ramfications of a potential
gas shortage.

M. Bartholomew conpared this situation to that of oil
production. He reported that oil production in the Lower 48
peaked in 1970 and has since declined by over 50 percent. He
stated that “a nunber of frontier developnents have
occurred,” including shallow water activities in the Gulf of
Mexi co and Al aska, and deepwater activities in the Qulf of
Mexi co. He asserted that this has slowed the decline but has
not halted the decline, although consunption has continued
to increase to 60 percent of production. He predicted that
by the year 2010, the ratio could be as high as 70 percent.

M. Barthol omew next spoke to events affecting price, noting
that through the 1990s the equilibrium price of natural gas
has been steadily increasing at a rate of approximtely five
percent annually. He stated that “price shocks” occurred in
the years 2000 and 2002. He relayed that Senpra Energy
considers these price shocks as signals as to “limts wth
regard to our natural gas resource”. He referenced the New
York Mercantile Exchange (NYMEX) prices for future natura

gas, showing that prices were “fairly low in January 2002;

however, currently the price expectations for six years from
now “are quite high, in the $4.50 to $5 range.” He expected
that LNG woul d “be setting” the price for natural gas in the
Lower 48 in the indefinite future.

M. Barthol omew spoke to the natural gas consunption of
western states, including Nevada and Arizona of the past 13
years. According to the California Energy Conm ssion, he
said, natural gas consunption would continue to grow at a
rate of approximately one percent in California, which
represents two-thirds of western states’ consunption. He
qualified this is not a significant rate and therefore
rai ses the question of why there is a need for LNG

M. Barthol omew expl ai ned the demand for LNG and the reason
for the nunber of termnals proposed for |ocation along the
west coast of the US is because western state gas
production is declining “very rapidly.” He indicated a slide
plotting the production of natural gas in California,
including off shore locations. He stated that a “spike” in
production is the result of a purchase of a field in
Bakersfield California and the harvesting of that resource.
However, he remarked that the resource at the location is
finite; production is declining at a rate of ten percent,
and would no longer provide the current 40 percent of
production in that state. He concluded that California
production is declining and that “no amount of drilling”, of
which very little is occurring, could reverse the trend.
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M. Barthol omew continued in detailing the decline of the
coal bed nethane in the New Mexico/San Juan Basin at an
approximate ten percent rate. He stated that despite high
prices and high “rig counts”, the decline has not stopped or
reversed.

M. Bartholonew noted that basins in Alberta, British
Colunbia and Saskatchewan are anong the nost reliable
sources. He asserted, however, that production from this
area has pl ateaued and woul d begin to decline. He nentioned
a forecast that is consistent with the Canadi an Potenti al
Gas Committee’' s estimates for undi scovered resources, which
illustrates that substantial future declines would occur.

M. Barthol onmew al so spoke to anot her Perm an Basin that has
experienced no changes in production levels, and areas in
the Rocky Muntains with declining resources. He remarked
that the quality of resources in Colorado and Womng is
declining. He alluded to a slide showing the historic gas
production in Utah with a forecast, and natural gas sales in
Wom ng. He noted that Wom ng has been referred to as “the
Persian @ulf of natural gas”; he pointed out that nuch of
the gas is contained in rock “as tight as concrete” and it
was unknown whether technology would advance to allow the
gas to be recovered. He also inforned that wth the
exception of gas production fromthe Jonah field and Powder
Ri ver coal bed nethane, gas production in Wom ng has been
“flat” for the past six or seven years. He therefore
di sputed the assertion that Womng wuld “save North
Anerica”.

M. Bartholomew assured that although the gas supply in
North Anerica is limted, significant gas exists in the rest
of the world. He stated that the U S. represents one-quarter
of gas consunption and that a 70-year supply is held in
reserves. He qualified that nobst of these reserves are
| ocated far fromthe continent.

M. Bartholomew directed attention to slide showng a map
that summarizes the “gas conpetition going on in the Pacific
Basin.” He inforned that Senpra Energy 1is discussing
devel opnent with all parties representing the devel opnents
indicated on the map. He remarked, “all the devel opnents
want to bring gas to the West Coast” over the next five to
ten years, as the West Coast is the only area with a rapidly
i ncreasi ng demand for national gas. He stated demand is not
increasing rapidly in Japan, Korea or Taiwan, and that
“China has its own issues”.

M. Bart hol omew asserted that Alaska s nearest to
California and is therefore potentially “the nost desirable

supply.”

House & Senate Fi nance 12 9/ 11/ 03



M. Barthol omew stated that a nunber of term nals have been
proposed for the West Coast; however, nost are proprietary
termnals specifically for parties transporting “their own
gas”. He explained that oil and gas conpani es have invested
between one-half billion to one billion dollars into each
project and “have a lot at stake,” as do the governnents
associated with the devel opnents. He pointed out that Senpra
Energy is one of the few conpanies that are *“supply
neutral,” not attenpting to “nonetize upstream reserves.”
Therefore, he surm sed Senpra Energy is “an ideal party for
Al aska to work with.”

M. Bartholonew also told of “Atlantic Basin” conpetition

listing Venezuela and Trinidad as l|ocations wth the
greatest advantage due to their proximty. He stated that
Qatar contains one of the |argest reserves of natural gas,
with one field containing nearly the anmount of gas used in
North America today, although it is located farthest from
the western coast of the U S. He predicted that in the |ong
term Qatar would becone a supplier of natural gas for North
Aneri ca.

M. Bart hol omew overviewed a “net-back” analysis” to
determ ne how conpetitive Alaska' s natural gas is to the
remai nder of the world. He stated that based on information
provided by the Al aska Natural Gas Devel opnent Authority,
Al aska “seens relatively conpetitive” with alternatives in
the Pacific Basin.

M. Barthol onew comrented that the significant nunber of
proposed termnals is due to “magnitude of the problem in
terms of future natural gas supplies.” He predicted that
only “a very small fraction” would be constructed.

M. Barthol onew showed a slide of a nmap of “Baja, California
and the Southwest” and pointed out the |ocation of Senpra
Energy’s proposed Costa Azul termnal, |ocated between
Rosarita and Ensenada and proposal to transport natural gas
to market. Although other termnals were proposed for the
western coast of Mexico, he anticipated that only one would
be constructed because the cost to expand a termnal is
significantly less than constructing a separate facility. He
furthered that Senpra Energy has obtained the necessary
permts, from the federal governnent, the Mexican Energy
Regul atory Comm ssion (CRE), a permt from the Mexican
Mnistry  of the  Environnent and  Natural Resour ces
( SEMARNAT) , and a | ocal land use permt from the
Muni ci pality of Ensenada, to construct its facility and that
the other devel opers have not applied to land use permts
due to “opposing local interests” and environnmental permts.
He qualified that a nunber of additional permts are
necessary although he anticipated no difficulties in
obtaining these permts. He was aware of only one proposed
termnal site in California in which permts were applied
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for with the U S Coast Guard. He remarked that Senpra
Energy, with the conpleted permts and planned construction
to begin in the first quarter of 2004, is approximtely one
year to one-and-one half years ahead of other developers in
conpleting a termnal. He predicted “start up” would begin
in the first quarter of 2007.

M. Barthol onmew informed that Senpra Energy would “build a
| ateral” from the conpany’s existing pipeline on the
northern Baja Peninsula to the San Diego Gas Transition
Network to transport gas to the Wstern markets. He also
not ed an exi sting pi peline t hat runs at t he
Californial Ari zona border would be utilized to “deliver gas
into the network”.

M. Barthol onew next showed an illustration of the proposed
termnal. He pointed out this is “the nost isolated site”
attributing Senpra Energy’s success to this. He stated the
site is not visible from the highway and has no nei ghbors
and that the conpany purchased 400 acres approxinmately one
year prior at an estimated cost of $600 mllion. He
identified the location approximtely one and one-half
kil ometers fromthe nost southern point of a golf course.

M. Bartholomew inforned that the permts would allow a
capacity of 1.0 billion cubic feet per day (Bcfd) and
al though two tanks would be constructed, the conpany could
expand 100 percent to at least 2.0 Bcfd and two additiona

t anks.

M. Bartholomew indicated additional site illustrations in
his slide show presentation. He stated that other LNG
suppliers have conducted helicopter “flyovers” of all the
proposed sites in Mexico and agree that this site is the
only viable option to “land” gas in Mexico and potential for
the West Coast of the U S

M. Bartholomew told of another project Senpra Energy is
pursuing in Louisiana, which has recently received a final
Federal Energy Regulatory Comm ssion (FERC) approval. He
stated that construction is planned to begin in the first
quarter of 2004 with start up expected in 2007.

M. Barthol omew expressed that Senpra Energy woul d not begin
construction w thout “firm commtnents for supply”.
Therefore, he stated the commtnents nust be received
i mredi ately, rem nding that the conpany was negotiating with
all suppliers located in the Pacific Basin. He noted that in
sone cases, governnment funding depends upon LNG and those
governnents are “extrenely anxious to get their market into
the West Coast” nmaking conpetition “very intense’”. This
project, he reiterated, has the highest probability of
occurring. He commented that Senpra Energy has been
di scussion the matter with the State for two nonths; however
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“Alaska has not been able to fully commt behind its LNG
project.” He warned that as a consequence, the conpany
perceives that the State “lacks the intensity necessary to
wi n” and Senpra Energy is thus unwilling to dedicate limted
resources to Al aska. He expressed favoritismin granting the
contract to the State because of low risk and *“is nost
attractive froma supply standpoint.”

M. Bartholonew instructed that if Al aska “wants to conpete,
really has to commt itself to winning and pursuing that”
because of the conpetition. He warned that the process would
not last long and asked the State to make a comm tnent of
“earnestness” within the next two weeks. He stated that
Senpra Energy could not defer or delay a decision and
expected to reach a decision by the end of 2003. He spoke of
di scussions that nust be held between the State and the
conpany before that date, enphasizing the magnitude of the
i ssue. He assured that Senpra Energy “would do everything it
can to help Al aska but Al aska needs to first decide whet her
it wants to conpete.”

STEVE PORTER, DEPUTY COW SSIONER AND LIAISON TO ALASKA
NATURAL GAS DEVELOPMENT AUTHORI TY, DEPARTMENT OF REVENUE,
testified to the State’s priorities with regard to stranded
natural gas, a funding request from the Al aska Natural Gas
Devel opment Authority, and the State’s recomendati on of the
appropriate role of the Authority.

M. Porter spoke to the Stranded Gas Devel opnent Act, which
was anended the previous |egislative session and provides
for an applicant to propose a project to the State and
allows the State to negotiate a contract with the applicant
to provide “sonme certainty” to the State and to the
applicant for revenues and added value. He reported that the
Mur kowski Adm nistration was awaiting an application from
the gas producers under the Stranded Gas Devel opnent Act for
an Al aska Hi ghway route project. Wile waiting, he inforned
that the Admnistration was “preparing internally” for
negoti ati ons of that contract.

M. Porter relayed that the issue is “centered around the
federal legislation”. He noted that a US. Congress
conference commttee was considering an energy bill that
i ncludes “inportant provisions” to which the State has been
“an active party”. He stated that a federal energy bill
could provide for devel opnent of a natural gas pipeline able
to transport 4.5 bcf per day of Al aska s stranded natural
gas to nmarket. He expressed the Adm nistration’ s conm tnent
to passage of this federal bill to place the State “in a
position” to develop existing gas reserves, as well as any
new reserves discovered in the future.

M. Porter explained the preference for the Al aska Hi ghway
route for a pipeline. He listed the project would maxi mze
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the value of Alaska’s gas reserves as the nost inportant
elenment. He informed that the 4.5-bcf capacity of the
pi peline would “commt” all of the State’'s gas reserves to
mar ket, whereas the proposed LNG project presented by Senpra
Energy, would commt |less than half the volune. He furthered
that the Alaska H ghway pipeline proposal would provide
transport for all future reserves, which could include an
LNG proj ect.

M. Porter enphasized that producers control the gas
reserves for “their preferred project”.

Representative Croft interjected to request clarification of
the party that controls the gas. He understood that the
St at e has owner shi p.

M. Porter explained that under the terns, the producers
woul d be responsible to proceed with developing the oil and
gas resources. He said the |leases are held for production
of the oil, but the producers also have the responsibility
to pursue the narketing of the gas. So |ong as the producers
actively pursue that marketing, he infornmed that the State
has no legal authority to take the gas from the producers.
Therefore, he stressed the State’s responsibility to assist
the producers in marketing that gas. He relayed that
currently the producers’ preferred project is the Al aska
Hi ghway route to market gas to the East Coast of the U S.,
as the nost beneficial and economcal use of that gas. He
commented that the Admnistration is in agreenent with this
assessnment.

Representative Croft asked if the Admnistration s position
is that the producers have been actively pursuing a gasline
for the past 35 years.

M. Port er replied it IS not and clarified the
Adm nistration position that producers are currently
actively pursuing a gas project.

Representative Croft asked if producers are actively
pursui ng gas projects elsewhere in the world.

M. Porter responded that as oil and gas conpanies,
“certainly they are,” as they hold many assets.

M. Porter resuned his presentation, |isting another goal of
the Adm nistration to maxim ze well head price to provide a
greater State return. He remarked that the Al aska H ghway
project would acconplish this. Gven the current gas
reserves and recognizing the requirenents of the Al aska
H ghway route, he stated that another project nust be a
“secondary focus” until future reserves were identified.
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M. Porter reiterated that a spur line to tidewater with the
addi tional benefits it would provide, would “conplinent” the
Al aska Hi ghway route gas pipeline project in the future.

M. Porter next addressed the Natural Gas Pipeline
Devel opnent Authority funding request. He stated that prior
to the passage of a federal energy bill, the Adm nistration
concluded that a funding request would be “premature”. He
stressed the State’s focus is the passage of the federa

energy bill as well as negotiating contracts with the oil

and gas industry to provide gas to the East Coast of Al aska
through a 4.5 bcf gas pipeline. He furthered that LNG
project “is not defined” either.

M. Porter pointed out that the Adm nistration and the
public had not had an opportunity to assess the risks
associated with the LNG project. He referenced M. Heinze's
presentation on discussing the risks. M. Porter stressed
the inportance of evaluating the risks, saying that
expounding on the potential benefits of a project 1is
inconplete if the associated risks are not understood. He
stated that w thout an understanding of risks, investors
woul d not invest in a project. He encouraged the Natural Gas
Pi pel i ne Devel opment Authority to assess the risks of a LNG
project and relay its findings to the Adm nistration.

M. Porter continued that the Adm nistration has identified
other activities appropriate of the Authority at present and
stated that a smaller funding request could be appropriate
for consideration once the Legislature reconvenes. He listed
pursuance of “a statutory obligation”, railroad tax-exenpt
bonds, tariffs and cost of service, Internal Revenue Service
(IRS) “ruling”, the Jones Act, and tanker issues, also
included in M. Heinze's presentation. M. Porter enphasized
that “those itens that bring benefits to the State of Al aska
shoul d be the focus of the Authority”.

M. Porter concluded that nmany of the aforenentioned
activities could be conducted utilizing existing State and
private resources. He stated that “a substantial anount of
research” could be conplied and anal yzed w t hout additi onal
f unds.

TAPE HFC 03 - 111, Side A

[ Speakers were not identified during this portion of the
nmeeting. Speakers are identified when possible through voice
recognition.]

Representative Croft questioned if the project was dependent
on the passage of federal |egislation.

M. Heinze observed that the LNG project can be viewed in
several ways. If viewed independently, the answer would be
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no: it is not dependent on federal |egislation. The Al aska
Nat ural Gas Devel opment Authority is taking the view that
the best thing for the state of Alaska is to tie the LNG
project to the producer |ead highway pipeline. 1In that
sense, yes it is dependent [on federal legislation]. He did
not believe that the discussions between producers and ANDGA
regardi ng what the interaction would |ook |ike had anything
to do with federal legislation. He observed that at sone
point ANDGA is a distraction to the process that wll be
taking place over the next couple of nonths, but are
supportive.

Representative Croft questioned the chance of a long-term
price of under $1.65 per NCS (notional cost of service). M.
Hei nze explained that $1.65 is the cost of service nunber
associated with an infrastructure approach of the Gs
Aut hority spending $12 billion on a LNG type delivery system
and a zero wellhead price. Representative Croft clarified
that this would be without profit.

The question is: WII California prices stay below $3.00 on
a sustained basis (due to the cost of shipping and the cost
to re-gas.) He did not see prices dropping below $3.25 -
$3.50. He pointed out that the cost of drilling wells is
rapidly escalating in the “lower 48". He did not think that
gas prices would stay below $3.50 on a sustained basis.
There is not enough gas in Trinidad or Venezuela to flood
the North Anerican market sufficiently to cause the price to
drop very | ow

M. Porter observed that prices were around $2.00 in the
early 1990's, which has conme up over tine. The anount of
stranded gas in the world is close to 6,000 TCF (trillion
cubic feet). Wth these factors, the assunption is that
people with reserves would not bring them on to flood the
mar ket and drop the price. The state of Al aska would like to
see an evaluation of the risk that a substantial anount
would conme on to the market at a given tinme, which would
reduce the price.

M. Heinze observed that ConocoPhillips had calculated
Al aska LNG at a cost of service of $2.80. Indonesia is the
| onest on the chart at $2.27. The odds of a flood on the
mar ket reduci ng the anobunt beyond this |evel are snall

M. Porter referred to risk factors facing the state of
Al aska: the state of Alaska nust pay the producers a
negoti ated wel | head price of reasonable value, and the sale
price [is of an unknown value]. He maintained that there is
nore volatility to the state of Alaska than to sonmeone who
transports the gas and then markets it through a team of
mar ket ers t hroughout the world.
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Senator Green questioned if the state of Alaska has turned
over the power to distribute and sell to the devel oper and
producer in issuing the permt for exploration and
devel opment. The state would be the recipient of the funds,
but not the one that generates the sale of the product.

M. Porter observed that the question of who owns the gas is
not settl ed.

M. Heinze thought that an offer of $1.36 to the producers
by ANGDA with no risk would be attractive. The addition of
$1.65 [to $1.36] would be $3.01; the probability of the
price dropping below this |evel would be small

Representative Croft stressed the inportance of addressing
who owns the gas.

Representati ve Wi taker asked if a substantial anount of the
request for $2.5 mllion from M. Heinze pertains to risk
assessnment. M. Heinze observed that the request identifies
noney to do a benefit analysis and design to naximze the
Al aska benefit. He is happy to work wth business
consultants in assessing all the risk factors.

Representative Wiitaker questioned why the Adm nistration
has taken the position that the request is premature. M.
Porter maintained that the risk assessnent is not identified
in M. Heinze’'s chart detailing the $2.5 nillion.
Representative Whitaker interjected that M. Heinze had
identified [as part of the $2.5 million request] evaluation
of the work scoop and cost estimates with contractors, which
woul d amount to identifying the cost of the project and risk
assessnent. He maintained that this is necessary if the
project is going to have an opportunity to proceed. He
referred to conversations with Jim Cark, Chief of Staff to
Governor Murkowski, pertaining to the project. M. dark
indicated that the Admnistration wuld be in fu
cooperation for an additional request by the Legislature f
f unds.

I
or

M. Porter clarified that there are things that ANGDA needs
to nmove forward, which they are in the process of doing. The
premature el enent is not t hat the $2 million is
i nappropriate, but that the $2 mllion should be dealt with
during the legislative session. There is nothing, which
woul d make it necessary to nmake the decision inmmediately. He
mai ntai ned that the decision should be nmade after federa
energy | egislation has been enact ed.

M. Wi taker questioned how the Legislature should deal with
Sempra’s tineline and the Admnistration’s position
regarding Senpra’'s request. M. Porter noted that the
Governor spoke to Senpra and the Authority [ANGDA]. The
Governor recomended that the Authority come back to him

House & Senate Fi nance 19 9/ 11/ 03



wth a specific recomendation and analysis of Senpra' s
request.

Representative \Witaker mai ntai ned that there 1is an
i nconsistency in the Admnistration’ s position. M. Porter
acknowl edged Representative Witaker’s concerns. He noted
that there is an elenment of risk that nust be dealt with as
the state of Al aska proceeds forward. He suggested that the
best path is for ANGDA to cone to the Governor with an
expl anation  of Senpra’s  proposal, along with their
eval uation and plan for dealing with the proposal and a plan
to evaluate the risk associated with the proposal. The
Adm ni stration wants to seriously consider the issue.

In response to statenents by Senator G een, Representative
Whi taker clarified that he put $1.2 mllion in the House
budget; the Adm nistration said that they would not approve
nore than $150 thousand. Senator G een recalled that the
Adm ni stration was tal king about nore than a mllion dollars
in early conversations. She nmaintained that the Legislature
i s sonewhat responsible for the final decision.

Representati ve Wi taker asked if the ANGDA had sat down with
the Admnistration to make clear their needs. M. Heinze
noted that he is a Departnent of Natural Resources enployee
and assured Representative \Witaker that conversations occur
continuously. He stated that he is happy to work with the
Board and nmake a recommendation as to proceeding wth
Senpra. He expressed concern that he does not have the
resources to answer the questions [that wll occur as a
result of the recomendation]. He pointed out that his
t hi nki ng has changed over the last six nonths, due to the
dynamic situation on the Wst Coast. The Departnment of
Nat ural Resources’ approach is entrepreneurial, which could
be helpful to the Legislature. He stated that if the
Legislature turned to himin March or April [2004] with a
direction to start work that he would not be able to neet
that tinmeframe. He felt that efforts were conpati bl e.

Representati ve Wiitaker sumari zed that there is no conflict
W th congressional proposals; there is no conflict with the
hoped for producer proposal regarding a gas |ine project;
and that if progress is to be made that the risk and
benefits have to be eval uat ed.

Senator Green questioned if the risk assessnent needs to be
project specific. M. Heinze stressed that each of the five
el ements of risk need to be exam ned separately. The bi ggest
concerns relate to price: there is a risk of project
overruns; and there is a risk that volunme won’'t fit into the
mar ket. He visualized a narketer to mnimze the volune risk
and felt that a basket of prices would reduce risk. Al of
the supplies have to live off the sane price in a basket of
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prices. In a rational world prices would be nore incline to
i ncrease.

Senator Therriault spoke via teleconference. He stressed
that the ideal situation for the state of Al aska would a
project that follows the highway and serves both markets. He
questioned why Senpra’'s tineline is so short. He observed
t hat congressional change could occur in the next 30 to 60
days, which would | ower Senpra’ s transportation cost. It was
noted that it is a conpetitive business.

M. Heinze observed that there are many conpeting projects,
but that Senpra’s is the only one in the Baja, Mxico area
that is possible to consider. Senpra is the only match for
an entity like that state of Alaska that has supply and
doesn’t want to go too far downstream Senpra is a marketer
of consunmabl e gas. They are also building a re-gas facility.
He pointed out that Senpra is several steps ahead of the
state of Alaska. He maintained that the state of Al aska
needs to push forward in their commtnment and questioned if
the state is interested in building a LNG project, in the
|l ong-term He asserted that, if the intent is to build a LNG
project, then there is a timng msmtch between the
projects. He stated that he did not know how to construct an
arrangenment if there is wuncertainty as to the state of
Al aska’s comm tnent to do a project.

Senator Therriault asked if the potential price benefit of
partnering with a highway project would allow for an
extended tineline of 30-60 days.

M. Bartholomew stated that they were not in a situation
where they could wait. M. Heinze enphasized that the
potential comrercial arrangenent is unknown. |If the state of
Al aska partners, they lose the ability to be tax-free on
that portion of the project.

Senator Therriault stated that he is supportive of the
portion that would go to the tidewater. He questioned how
this [route] would inpact the delivery or sale of the rest
of the product. He felt that staff could be hired and | oaned
to ANGDA to help within the existing BRU He stressed the
need for a nore detailed request to the Governor regarding
what needs to be done with the other itens, to see if
resources in other BRUs could be steered toward these
efforts, as opposed to a new appropriation of $2.5 mllion.

M. Heinze stated that he has extensively scoped and
estimated the cost of doing the work and it was provided in
detail to the Commttee.

Representative Lynn questioned which route would bring gas

to market and revenue to the state of Al aska the npst
rapidly, with the nost certainty.
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M. Porter noted that if a route to the East Coast were
devel oped that the majority of the North Slope reserve would
be dedicated. They would hope that subsequently, wth an
aggressive exploration program new opportunities would
di scover additional gas reserves that would provide for the
next opportunity to expand to a LNG |line and/or a spur line
to South Central Al aska.

Representative Fate questioned if the opportunity would rise
again if the state of Al aska did not act.

M. Freer responded that it is Senpra’s viewthat there is a
onetime shot for Wst Coast penetration of LNG gas in the
near term The long-term could be 10 to 15 years. It is
Senpra’s view that if the state of Al aska does not act in
the next 30 — 60 days, that the opportunity woul d be cl osed.
He stressed the length of time it has taken to bring a
project forward and naintained that a receiving termnal
will be built at Costa Azul in Baja California. It is up to
Alaska to decide if it wants to be the suppler. There are
serious negotiations with other suppliers that want the
mar ket .

Representative Lynn questioned if the Asian market was
included in M. Freer’s assunptions. M. Barthol omew noted
that Japan, Taiwan and Korea are growng relatively slowy.
Sakhalin 2 and Indonesia are nuch closer to those nmarkets
than Alaska; it seens |likely that these suppliers would
penetrate Asian markets before Alaska. He felt that Al aska
woul d have a hard tine getting into the Far East market.

M. Heinze acknow edged that snmall volunmes may be placed
but enphasi zed the inportance of the Wst Coast |ocation as
a true conpetitive advant age.

M. Freer noted that the Bush Adm nistration supports the
gas pipeline, but not the tax credit mechanism He estinmated
that the opportunity to build the line through Canada is in
j eopar dy.

#

ADJ QURNVENT

The neeting was adjourned at 11:10 a.m
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