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ACTI ON NARRATI VE

TAPE 03-50, SIDE A

CHAI R SCOIT OGAN called the Senate Resources Standing Conmittee
neeting to order at 1:00 p.m Senators Stevens, Elton, Wagoner
and Dyson were present, as well as Representatives Kerttula,

Masek and Fate. Chair Ogan said the commttee would hear an
update from a nunber of people in the industry and the
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Adm nistration on the inplenentation of the Stranded Gas Act
negoti ations. He asked Deputy Conm ssioner Porter whether a
negoti ati ng team has been created, who is on that team what the
team has done, and when commttee nenbers can anticipate fina
results.

MR. STEVE PORTER, Deputy Comm ssioner of the Departnent of
Revenue, said he would provide nenbers with the state's position
on North Slope gas and would first cover the Stranded Gas
Devel opnent Act and the departnent's negotiations with the major
oi |l conpanies. He told nenbers:

As you know, the Stranded Gas Devel opnent Act
| egi sl ati on was passed this |ast year and we do expect
an application from the mjor oil conpanies. The
Stranded Gas Devel opnent Act was passed |ast session

It provides for an applicant to be able to propose a
project to the state and the opportunity for the state
to negotiate a contract wth that applicant. That
contract could possibly provide certainty to the
applicant, could provide a revenue structure that
could be beneficial to both the applicant and the
state. W are currently in discussions with a ngjor
oi | conpany.

We have been preparing internally for negotiating the

contract under the Act, as <contenplated by the
Legislature, in anticipation of an application from
the major oil conpanies. W have not received an

application to date. Right now the focus of the
Adm nistration and the oil conpanies is on the federa
enabling legislation in Washi ngton, D.C

The U.S. Congress has the energy bill in conference
commttee and it includes inportant provisions, which
the state and the industry have been active in trying
to support. If the energy bill is passed, as we would
like to see it, it could pave the way for devel opnent
of a natural gas pipeline that would take basically
4.5 bcef [billion cubic feet] per day of Alaska's
stranded gas to narket.

This Admnistration is commtted to passage of that
bill and putting Alaska in a position to devel op not
only existing gas reserves, but also new discoveries
as they becone avail abl e.
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We do support the Alaska H ghway route project as our
current priority and the focus of our efforts in the
near term The reason for that is this project
maxi m zes the value of Alaska's gas because it is a
4.5 bcf project, with potential of expanding to 5.5
bcf, with additional potential beyond that for other
alternatives, depending on how nmuch gas is discovered
on the North Sl ope. The LNG project is for
approximately less than half that volune at the
current tinme as the Devel opnent Authority sees that
project. An Al aska H ghway route maxim zes the tinely
use of all of the known reserves and provides a
pat hway for use of all future discoveries.

Currently the producers control the gas. This is their
preferred project, and the state is commtted to
working with the producers. So long as they're
actively pursuing the project, the LNG project wll
not be able to contract the purchase of gas as well so
they do not have a source until such tine as the oil
conpani es are no |longer actively pursuing the project.

Gven the current gas reserves, recogni zing the
reserve requirenents to underpin the Alaska H ghway
route project, another project would be a secondary
focus until future reserves are identified. Basically,
there aren't enough known reserves to allow both
projects to nove forward concurrently.

A spur line to tidewater would conplenment the gas
pipeline project in the future as additional gas
reserves are identified.

DEPUTY COW SSI ONER PORTER asked nenbers to ask questions as
they arise and then said he would now speak to the Al aska
Nat ural Gas Devel opnent Authority's fundi ng request.

W do consider the funding request premature at this
point in time; prior to defining exactly what project
the state and the Legislature deem is appropriate to
nove forward. If, in fact, the Al aska H ghway gas
route noves forward, then the Alaska Natural Gas
Devel opment Authority would be focused on entirely
different things than if it does not nove forward. |
think that's inportant to renenber.
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The Legislature and the public also have not had the
opportunity to assess the risks associated with the
pr oj ect and we t hi nk that's i nportant. The
Adm nistration feels that a thorough exploration and
subsequent discussion of the benefits and risks of a
state funded project need to occur before a nmjor
commtnment is nmade. This conversation nust involve the
entire Legislature, the executive branch, the public,
and the Al aska Natural Gas Devel opnent Authority and
shoul d al so precede a | arge budget request.

W are currently in the process of developing the
Adm ni stration's budget and until the appropriate role
of the gas authority is defined, we are uncertain what
the appropriate request should be, where the funds
shoul d be originated, and what specific functions are
appropriate for the Alaska Natural Gas Devel opnent
Aut hority to pursue.

W do feel - and | think this is inportant - we do
feel there are appropriate things the Devel opnent
Aut hority could be doing at this time and a small or
nore focused funding request may be appropriate,
al t hough such a request should be submtted as part of
t he normal budget process.

So, if we go to what the Authority should be doing
now, what are those types of things that we'd like to
see the Authority do and what are the things that
benefit the state and the Authority as we nove both
projects forward? First off, the Al aska Natural Gas
Devel opnent Aut hority does have t he statutory
obligation to study and bring natural gas to market as
LNG and we believe it's appropriate for them to
continue to review that and to conplete that project
according to the statutory obligation. Those options
should include a spur line to Valdez and a possible
spur line to Southcentral Al aska that could provide
natural gas to those residents as well.

They also serve another inportant role in terns of
just asking a lot of questions that are out there and
| think that they should be pursuing those answers as
we're trying to determne which project is the nost
inportant project to nove forward - not to say which
project, but the stages at which each project nay cone
into play. They should be addressing the role of the
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Al aska Railroad bonding issue and whether or not vyou
can finance a project with exenpt bonds and to what
| evel that could take - is 100 percent bonding even
possible and it nay be but those questions need to be
asked. Can the market handle that |evel of bonding and
what does it cost for those bonds? There are a nunber
of other tax - you know the IRS, there's a tax exenpt
status request that they'd probably need to nove
forward with at sone point in tine.

There has been a substantial anobunt of discussion
regarding the Jones Act and tankers. W woul d
encourage them to spend tinme understandi ng that issue,
devel oping the options so that the state can nake good
deci sions and the Authority can nmake good decisions in
the future

And | think another very inportant thing is to
identify the benefits that arise out of in-state gas
use. If either project noves forward, or both of them
at certain stages, the benefit to the state 1is
extrenely inportant, both from a contracts and | ocal
hire standpoint - but use of gas for people in the
state, whether Southcentral, the Interior or other
parts of the state. And, actually, the Devel opnent
Aut hority has a substantial nunber of ideas, many of
them are very creative, very interesting, and we would
encourage them to pursue those ideas to provide them
to both the Executive Branch and to the Legislature.

W believe that mny of the above activities and
studies can be done by wusing existing state and
private resources. There is a substantial anount of
research that could be done to conpile and analyze
existing data w thout requesting additional funds at
this time fromthe Legislature or the Executive Branch
and we would encourage them to do so over the next
four nmonths in preparation for the legislative
session. That is exactly what we would recommend they
do.

CHAI R OGAN noted that Representatives Guttenberg, Berkowitz and
Heinze had joined the commttee. He opened the neeting to
guestions of Deputy Conmmi ssioner Porter from nenbers.
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REPRESENTATI VE BERKOW TZ asked if the Adm nistration has entered
into any discussions wth the Federal Energy Regul atory
Comm ssi on (FERC).

DEPUTY COWM SSI ONER PORTER said the Administration has had no
formal discussions with FERC because it is awaiting a contract
to see what the project will look like prior to entering fornmal
di scussions with any other parties.

REPRESENTATI VE BERKOW TZ asked if any informal discussions have
t aken pl ace.

DEPUTY COWM SSI ONER PORTER said not to his know edge.

SENATOR DYSON asked Deputy Conmmi ssioner Porter if he was
inferring that the LNG project to tidewater and to Southcentra
woul d preclude the highway pipeline when he said there was not
enough gas for both.

DEPUTY COW SSI ONER PORTER said he struggles with the word
"preclude.” He believes the focus nust be on optimzing the gas
on the North Slope. Al existing and known reserves wll be
necessary to support a 4.5 bcf line. If additional reserves were
di scovered, that would open up other alternatives down the road.
He stated:

Sending an LNG spur line may actually be very viable
and may be the appropriate opportunity, and at that
point, what we've done is continue to naximze the
value of the state as we nove forward. As we define
addi tional reserves, additional elenents of expansion
can then take place. That is what this is really
about. It's not necessarily an either-or opportunity.

SENATOR DYSON asked Deputy Conmi ssioner Porter if he was
speaking strictly to the economcs when he spoke about
maximzing the value to the state or whether he was also
considering the value of in-state use of the gas.

DEPUTY COMM SSI ONER PORTER said the value to the state includes
everything. The departnent is very serious about in-state gas
use and believes the Devel opnent Authority can help the state by
| ooki ng at those opportunities.

CHAI R OGAN noted that Representative Gara joined the conmttee.
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REPRESENTATI VE BERKOW TZ asked Deputy Conmm ssioner Porter for
the Adm nistration's position on the over-the-top route.

DEPUTY COWM SSI ONER PORTER asked to first answer a previous
guestion, and said he was just inforned that the Joint Pipeline
Ofice and the Dvision of QI and Gas have held infornal
di scussions with FERC. He then told Representative Berkowtz
that the Adm nistration has been consistent in its opposition to
an over-the-top route and reaffirnmed that it supports the
hi ghway route.

CHAI R OGAN asked who is on the negotiating team

DEPUTY COWM SSI ONER PORTER said the team is conposed of staff
from three agencies: the Departnment of Revenue; the Departnent
of Natural Resources; and the Departnment of Law. Depending on
what particular topic is being discussed, particular individuals
participate at each stage.

CHAI R OGAN asked if any outside consultants have been hired.

DEPUTY COWM SSI ONER PORTER said that Pedro VanMeers is a nmenber
of the negotiating team

CHAIR OGAN asked for the nanmes of the participants from the
Departnent of Revenue.

DEPUTY COW SSI ONER PORTER said he and Roger Marks, Chief
Econom st of the Division of Gl and Gas, are the two primary
contacts in the Departnment of Revenue.

MR. MARTIN SCHULTZ of the Departnment of Law told nenbers he is
on the team as well as Assistant Attorney General David Marcus.

AN  UNI DENTI FIED SPEAKER said the team nenbers from the
Department of Natural Resources are Marty Rutherford, who is
acting in a consulting role, and Anthony Scott. He noted that
Bonni e Robson was involved until her retirenent.

DEPUTY COW SSI ONER PORTER said the team will consist of six
i ndi vi dual s from each organi zati on.

CHAIR OGAN asked if the participants are "big enough guns" to
negoti ate a good deal for Al aska.

DEPUTY COWM SSI ONER PORTER sai d they are.
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CHAIR OGAN said he does not underestimate the quality of help
the applicants are getting.

DEPUTY COW SSI ONER PORTER noted that he nanmed the individuals
at the table but the team consists of a broad base of
consultants and support staff from the Departnents of Revenue,
Law and Nat ural Resources.

CHAI R OGAN asked Deputy Conm ssioner Porter when he expects to
have a final product.

DEPUTY COW SSI ONER PORTER said the Stranded Gas Devel opnment Act
is specific on the elenents of the application. Once submtted,
the application will be a public docunent and provided to the
Legislature and the public. He hopes the team will be able to
provide sone type of product to the Legislature during the
upcom ng sessi on.

CHAI R OGAN said he wants to see the Legislature presented with a
product for approval at the beginning of the session, not during
the |l ast two weeks.

DEPUTY COW SSI ONER PORTER said the Adm nistration has the sane
goal and wants to provide a reasonable anpunt of tine for the
Legislature to evaluate the contract because of the inportance
of this decision to the state.

REPRESENTATI VE HEINZE said the vice president of an [oil]
produci ng conpany recently asked her about her husband's role in
California and she told him he was in California pronoting
Al aska gas. The man's response was that Al aska has no natura
gas to sell. She stated:

That troubled ne. This type of thinking - | think the
Al aska people are very thin on patience. | think over
the years we feel |like this caveat has been dangled in

front of us and they seem to hold all the shots and
then tell us we don't have gas to sell

She repeated she finds the preval ence of that type of thinking
troublesonre, as well as the fact that no one from the
Legislature is at the bargaining table. She asked nenbers to
contenplate putting a legislator on that team She also
suggested that it would be wise for the nenbers of the Resources
Commttees to neet M. VanMeers.

SENATE RES COW TTEE - 9- Sept ember 10, 2003



DEPUTY COW SSI ONER PORTER noted that M. VanMeers has nade a
nunber of presentations to the Legislature over the years and
the departnment would be happy to arrange for himto speak to the
commi ttees agai n.

CHAI R OGAN pointed out that M. VanMeers was the genesis of the
Stranded Gas Act, when the state was trying and devel op Al aska's
LNG project. He 1is an economc consultant who is noted
wor | dwi de. He asked Deputy Comm ssioner Porter if any trial
| awyers are on the negotiating team

DEPUTY COWM SSI ONER PORTER said the team has every kind of
|l awyer it could need available to it. He then said, regarding
Representative Heinze's comment about the response that Al aska
does not have the gas to sell, the debate about who can do what
has been ongoing for a long tine. He said the goal is to bring
Al aska gas to market; there's a plan and met hodol ogy for getting
it there and it doesn't nmatter whose gas it is. As long as the
producers are actively pursuing and actively involved in
mar keting gas, they have the right to do so, and the state
should support them 100 percent for their benefit and the
state's benefit. If, at sone point in the future, they elect not

to, the state wll need to nmake other decisions but each stage
and process needs to follow its full course. If they elect not
to, that decision will not come into play for a long tine. He

believes it will never cone into play.

REPRESENTATI VE HEI NZE said she is a strong proponent of the
owner state concept.

DEPUTY COW SSI ONER PORTER said everything the State of Al aska
is doing is very consistent with the owner-state [concept]. The
state's job is to market the gas and maximze its value. The
Adm nistration believes the Alaska H ghway route provides the
best opportunity to do that. He said the Adm nistration is doing
everything in its power to nake that occur. If, for sone reason

it does not occur, that is the tine to make other decisions but
the Admi nistration would still sit down with the producers and
tal k through the process.

CHAIR OGAN pointed out that he 1is about to assune the
chai rmanship of the Alaska Energy Council. At the last Council
neeting, all eyes were on Alaska to see what is happening. He
expl ained "Ogan's CGolden Gas Rule" to nmean the guys with the gas
make the rules. He said many people have nmany plans on how to
transport the gas but the bottomline is that the conpanies wth
the rights to own the gas nust ultimately nmake the decision to
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sell it. Those <conpanies also have obligations to their
stockhol ders and conflicting interests. He said that is what
Representative Heinze was referring to. The Legislature has held
oil and gas hearings ad nauseunmt he hopes the state is
successful this tine.

DEPUTY COW SSIONER PORTER said the Admnistration cannot
guarantee success but it can guarantee that a plan is in place.
He noted the timng of decisions is very inportant and right now
the focus is on the Al aska H ghway route. |If additional reserves
are found, a spur Iline to Southcentral Alaska could be
concurrent. In the future, the market could expand to the West
Coast and Asia. He repeated that a very definitive plan is in
pl ace; the process is staged, tinmed and | ogical.

SENATOR LI NCOLN asked Deputy Comr ssioner Porter if he is in
agreenent with the nmaterial provided by M. Heinze for his
presentation in conmttee nenbers’ packets.

DEPUTY COW SSI ONER PORTER said the Admi nistration believes the
focus of the Authority should be on the benefits that could
accrue if one or both of the projects proceed forward. He said
the Adm nistration supports the discussion and evaluation of
those proposals that are consistent with an Al aska H ghway route
project and an Al askan LNG project. He noted the discussion
should primarily focus on benefits to the state. He said he
referred to sonme of the itenms in the Devel opnent Authority's
handout that discuss a spur line to Southcentral and to Val dez,
and railroad bonds. He repeated that the Authority has sonme very
creative ideas on how to bring additional value to the state and
he encourages the Authority to pursue those ideas.

SENATOR ELTON said he is aware that M. Heinze has been talking
to other people. He said he is not sure he wants to |let Deputy
Comm ssioner Porter off the hook with his response that the

Adm nistration will agree with the Authority on those areas that
it agrees upon. He said that kind of an answer leads to a
bi furcated process that will cause a lot of confusion when the

Adm nistration returns to the Legislature with a plan. He asked
how t he Departnment of Revenue is working with other departnents
and how they are working with M. Heinze.

DEPUTY COW SSI ONER PORTER said that is a very good question. He
and M. Heinze speak on a regular basis and have had several
di scussions about the plan and the state's position. M. Heinze
understands that the Departnment of Revenue's responsibility is
to see that both projects are successful. The departnent's focus
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with the Authority is to encourage it to do those things that
support the primary project and wll conplenent it wth
additional information, for exanple, in-state gas use and
benefits to Al aska.

SENATOR ELTON asked if anyone is assessing whether the econom cs
exi st for both projects.

DEPUTY COMM SSI ONER PORTER asked if Senator Elton is referring
to the economcs of going forward wth both projects
si mul t aneousl y.

SENATOR ELTON asked if the markets wll support both projects
and whether the state has the resources to do both at the sane
tinme. He said it seens that one m ght trunp the other.

DEPUTY COWM SSI ONER PORTER said if both projects nove forward
si mul taneously, one would trunp the other because there is not
enough gas.

CHAIR OGAN said that statenent is contrary to everything the
commttee has heard in years past.

DEPUTY COWM SSI ONER PORTER said to nove both projects forward
sinmultaneously would require 6.5 bcf per day, which is why
timng is very inportant and that a plan be developed that
allows for additional exploration on the North Slope. The
Adm ni stration encourages that to naximze the opportunity of
those explorers who find gas so that they have an alternative
and nethod for produci ng that gas. That is why the
Adm ni stration has recommended the main gas line first and then
expansi on.

SENATOR DYSON said he inferred from Deputy Conm ssioner Porter's
earlier comrents that an LNG project should not precede the
hi ghway route. He asked what would happen if Congress does not
provide the incentives and guarantees, for exanple tax relief
and a price floor, and gas is provided via the MacKenzie
corridor pipeline to the Geat Lakes area. He asked if the
Adm nistration would then be enthusiastic about letting the LNG
project go forward if the econom cs are feasible.

DEPUTY COWM SSI ONER PORTER said that Senator Dyson is asking
whether there is a circunstance under which the Governor's
O fice would support an LNG project noving forward independent
of any other project. He said it wuld take a nunber of
contingencies to get there.
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SENATOR DYSON said one of the contingencies would be the Al aska
H ghway route "going in a ditch.™

DEPUTY COWM SSI ONER PORTER agreed and said even at that point,
the team will still sit down and talk to the nmjor producers.
They have gas in the North Sl ope they wll want to "nonetize."

REPRESENTATI VE FATE noted there are no receiving stations on the
Paci fic Coast yet although seven have been contenplated. Qut of
that seven, three are fairly firm He asked how nuch of the
mar ketability and availability of receiving stations went into
the Adm nistration's position on the route to Val dez.

DEPUTY COW SSI ONER PORTER told nenbers the Adm nistration does
not believe that narket price and the availability of a Wst
Coast market are drivers. Even assuming a contract on the West
Coast could be had, the Adm nistration still believes the best
opportunity and the best plan is to market at 4.5 bcf to the
East Coast and then expand to ot her markets.

CHAIR OGAN asked Deputy Conmm ssioner Porter to keep on his
"radar screen" an econom c analysis of the effect from the draw
down of gas on the production of oil. He noted that a reduction
in the pressure reservoir will have to be offset with water or
ot her technology. He asked Deputy Comm ssioner Porter if an
anal ysi s has been done to date.

DEPUTY COW SSI ONER PORTER said the state and industry have done
sonme research

CHAIR OGAN said he will need an economc analysis from the
Department of Revenue when the Legislature gets to the decision
maki ng point. He then asked Ms. Mikavitz to testify.

M5. COLLEEN MUKAVI TZ, Commercial Mnager for ANS [Al aska North

Sl ope] Gas Devel opnment for ConocoPhillips, gave the follow ng
t esti nony.
At ConocoPhillips Al aska, we continue to work hard to

pursue a strategy to develop ANS gas through a
southern route pipeline, that is, a pipeline through
Al aska and Canada and to the Lower 48.

W continue to pursue a very clear strategy to

commercialize this gas by obtaining passage of federa
and state legislation. On the federal side of the
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equation, this strategy consists of obtaining federal
enabling - which is the regulatory streamining -
| egislation, and fiscal legislation. On the state side
of the equation, this strategy includes filing an
application with the Adm nistration under the Stranded
Gas Devel opnent Act, drafting a fiscal agreement wth
the state, and securing the Legislature' s approval of
this agreenent.

As far as the status on the federal |egislation, as
you know, in April the U S. House of Representatives
passed their energy bill and it i ncluded the
regul atory streamining, or what we call the enabling
| egislation. That was followed in July by the Senate
passing its energy bill, which included both the
regulatory streamlining legislation and the federal
fiscal incentives or nechanisns that we have proposed.

Congress is now in joint conference currently working

to reconcile these two bills. W wll Ilikely know
whet her Congress will pass an energy bill in the next
nonth or couple of nonths this fall. [If you're
interested, |'m happy to expand on the federal

|l egislation and do a '"Q & A" afterwards. In terns of
the status of the state fiscal certainty, as Deputy
Comm ssi oner Porter st at ed, t he St randed Gas
Devel opnent Act was reauthorized |ast session and it
provi des sponsors in the state with a nechanism to
work toward a clear and durable fiscal contract.

ConocoPhillips has initiated dialog with the state on
the application so that we have a clear understanding
of the application under the Act. W're focused on
obt ai ni ng devel opment of this application as the first
step in the process of obtaining a predictable and
durable contract, which wll be necessary for the
project to nove forward. W remain hopeful an
application acceptable to the state can be filed soon.

I n conclusion, ConocoPhillips is working very hard to
comercialize ANS gas. W remain committed to bringing
a gas pipeline through Al aska via a southern route
t hrough Al aska and Canada but significant challenges
do exist for this project. Cbtaining federal enabling
fiscal legislation represents one nore building block
into making this project a reality. |I'm happy to
answer any questions.
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SENATOR ELTON asked k. Mukavitz to describe the other
significant challenges to this project.

M5. MIKAVI TZ said many stakeholders are involved so it takes a
long tinme to work through the processes of such a project. She
said after ConocoPhillips obtains a contract with the state, it
will figure out how to form an entity and how to build the
pipeline. It wll then nove through the regulatory process,
whi ch involves many steps. In addition, the project will require
a huge capital investnment. She noted that when the TransAl aska
Pipeline was built, it inpacted the whole country and a gas line
will do the sane.

REPRESENTATI VE HEI NZE asked Ms. Mikavitz what she sees as the
timeline for the start of construction in a perfect world.

M5. MUKAVI TZ said she believes the process would take four to
five years before construction could begin. The first gas would
flow in 9 to 10 years. She noted that includes the permtting
process, which takes about three years.

REPRESENTATI VE HEI NZE asked M. Mikavitz for a realistic
timeline, knowing the world is not perfect.

TAPE 03-50, SIDE B
M5. MJUKAVI TZ's response was i nhaudi bl e.

SENATOR LINCOLN asked M. Mikavitz if anything in Deputy
Comm ssioner Porter's testinony "raised her eyebrows."

M5. MUJKAVI TZ said that ConocoPhillips is generally in agreenent
with Deputy Comm ssioner Porter's testinony. She said the best
option to obtain the highest value of Alaska gas is a pipeline
to the Lower 48 and it is inmportant to remain focused on that.

SENATOR WAGONER commented that this pipeline wll be
international, not an Alaska pipeline. He said the current
adm ni stration on the East Coast of Canada is experiencing sone
of the same problens that Al aska is experiencing dealing wth
the East Coast of the United States. He questioned what mnakes
everyone think the Canadian adm nistration is anenable to having
an Alaska pipeline go through Canada. He asked what tinelines
she sees for approval from Canada and said he believes that wl|
be the bigger problem
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M5. MJKAVI TZ said she believes a lot of the pieces could create
a critical path as the project starts to nove forward.

ConocoPhillips has heard a lot of support for the project from
the Canadians. Canada is clearly focused on the MacKenzie
project at this tine but the Alaska gas line project has the

potential for great inpact too and Canada stands to benefit.

SENATOR WAGONER said he would feel nore confortable if he saw
nore positive communi cations with the governnent in Otawa.

M5. MUKAVI TZ said to her know edge, ConocoPhillips has not had
any negative conversations with the admnistration in Canada.
She said in discussions with Canada's regulatory agencies,
they' ve appeared willing to work with ConocoPhillips but there
is sone uncertainty with that process too.

CHAI R OGAN said he has heard the Canadi an governnent objects to
the federal legislation and to the price floor. He noted that he
and Senator Dyson are planning a Northwest Energy Summt in
Victoria next year and have been working on relations wth
provi ncial governnents in Canada. He said they should consider
taking a delegation to Otawa. He asked if ConocoPhillips is
going to sell any gas to another conpany to nmake a profit on it.

M5. MUKAVI TZ said ConocoPhillips has spent a lot of noney to
commercialize the gas and has concluded tinme and again that the
pi peline delivers the highest value to it and the state.

CHAI R OGAN asked Ms. Mikavitz to describe her job position at
ConocoPhi | |'i ps.

M5. MIJKAVITZ said that she [manages] a small group currently
focused solely on passage of the federal |egislation but she
gets involved in all aspects. She said she believes the federa
l egislation has a lot of nmomentum and she s cautiously
optimstic that it will be enacted.

CHAIR OGAN said he has upgr aded hi s skepticism of
commercializing North Slope gas from a cynical optimsm to
guarded optimsm He noted that one of the presenters said it
needs all of Alaska's gas and as nuch LNG as it can inport.

M5. MUKAVI TZ said ConocoPhillips is seeing a grow ng awareness

of the supply-demand fundanentals in the market and that the
supply will not neet the demand.
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CHAIR OGAN said gas wells are being shut in in Al berta because
oil production has been lost from the anmount of gas that was
punped of f. Al berta cannot keep up with demand either.

REPRESENTATI VE KERTTULA asked what other projects ConocoPhillips
is involved in that are potential conpetitors to the gas |ine.

M5. MIJKAVITZ said ConocoPhillips does not view projects as
conpeting. Right now, ConocoPhillips is commtted to the United
St at es mar ket .

REPRESENTATI VE KERTTULA asked which projects ConocoPhillips has
brought on line recently that would provide gas to the United
St at es.

M5. MIJKAVITZ said she does not believe ConocoPhillips has
brought any on line. She said ConocoPhillips is a Lower 48
producer; it produces 1.5 bcf per day so all of its ongoing
projects are wthin the US. She added that ConocoPhillips
continues to produce LNG projects that have their own set of
hard chal |l enges. She pointed out that Al aska gas is by far one
of ConocoPhil li ps’ biggest and nost inportant projects.

REPRESENTATI VE FATE commented that he had a conversation wth
U S Senate staff who said that once the Mdwest commodity
mar ket and ANWR issues are settled, the conference comttee
woul d pass the package as it stands. He said the M dwest
commodity issue has already been taken care of and ANWR probably
wi |l not be.

CHAIR OGAN offered that the United States has no offshore
program other than in Alaska and the @lf of Mexico. The
Northeast is now supplied from Nova Scotia. He said everything
he has heard indicates the demand i s huge.

REPRESENTATI VE HEI NZE asked where el se ConocoPhillips sells its
gas around the world.

M5. MIKAVITZ said ConocoPhillips sells gas where it has
operations. The largest areas are the United Kingdom and Norway.
It al so has busi ness devel opnment operations in |Indonesia, China,
West Africa, Australia and Venezuel a.

CHAI R OGAN asked if ConocoPhillips plans to sell any LNG from

| ndonesia to the West Coast and whether it had a project in East
Tinmor that fell through.
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M5. MIJKAVITZ said she thought the [East Tinor] gas ended up

being sold to Japan or is contracted to be sold.

CHAI R OGAN t hanked Ms. Mikavitz and asked M. Hanley to testify.

MR. MARK HANLEY, Public Affairs Manager for Anadarko Petrol eum

gave the follow ng testinony.

You had asked us to cone give you our update. W're a
bit on the periphery | guess, on sone of these issues,
al though they are very inportant to us. As a conpany

wth a large acreage position, particularly in

t he
foothills, that is gas-prone, we think there is

a

tremendous potential for gas in Al aska - new gas and,
in fact, the nunbers suggest there may be nbre gas to
be discovered than has already been discovered. So we

do think there's a |lot of potential.

W' ve done a fair anmpbunt of work in the foothills on
seismc work, reanalyzing both old and new, | ooking at
old well data. So, we are one of the conpanies - and |
think there are nultiple ones as you ve seen in the

foothills |lease sale area. W've got a lot of
conpanies expressing interest in that area

new

from

i ndependents to majors. Anadarko is partnered wth
Encana in a lot of the areas but there [are] people

|ike Burlington Resources, PetroCanada, which are
i ndependents, you've got Unocal, even ConocoPhillips
and others have bid on sone |eases down there - and

Chevron, in the foothills. So | think there's a |ot of

potenti al .

The big issue for us, and you've probably heard ne say
it before, is access. The way we envision the gas
pipeline being built...it's largely going to be a
contract carrier. The difference between that and a

common carrier is that in a comon carrier, if
pipeline is full and you want to put your oil

t he
in,

everybody gets prorated. On a contract carrier, that's

not the case. You contract essentially upfront
your capacity and, once you have it, you contro

for
it.

And so, there's a bit of a catch-22 for people that

want to explore for gas in Alaska, which is if

you

don't contract up front, it's very difficult
potentially to get that capacity. And those are the

i ssues we've been working on.
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W worked on the federal energy bill and had
anmendnents included, which are in the portions that
are likely to be adopted, that help with that access.
W have also worked with the Adm nistration. Anadarko
and Encana did a bid and were successful in a
conpetitive bid for the state's royalty gas. That was
one way we felt could help us get access to that

pipeline initially and encourage us to drill wells.
The problem we have is, wthout reasonable access at a
fair price, we won't drill any wells. | nmean we've
gone about as far as we can in the foothills. Nobody's
going to drill any gas wells |ooking for gas, nunber
one.

W do support sonme way to commercialize gas. | nean

nobody benefits if some way doesn't help and you're
not going to find any expiration but if a gas pipeline
gets built, and it's controlled by three conpanies -
all of the capacity, it makes it very difficult when
there are conpetitors in these areas. W're not going
to go spend a lot of noney to find gas and ask if we
can have capacity in that pipe from the people that
control it. So, our issue has been access all along
W' ve worked on the federal side.

Just to give you a heads up, as | said, RIK [royalty
in kind] was one of our issues wth the state
adm ni stration. Under the Stranded Gas Act, the thing
we're kind of following - and we've conmmunicated this
- is we hope the state doesn't negotiate away access.
You can either provide it or take it away as part of
that process and so we are concerned about those
i ssues. We're not saying they've gone in any
particular direction but you ve asked what the issues
are. If you want conpanies other than what are |ikely
- the three that will initially build this pipe to
explore for gas in this state - you're going to have
to nmake sure there's reasonable access under the
system

CHAIR OGAN said he has some concerns about the effect of the
draw-own of gas on oil production. He said the Alaska G| and
Gas Conservation Commi ssion (AOCGCCO) ultimately has the
responsibility of conserving the resource. He believes it would
be advantageous to use foothills or Point Thonmson gas as the
first gas that goes into the |line because drawi ng down Prudhoe
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Bay gas later will allow for nore oil production and the oil is
worth nore than the gas.

MR. HANLEY said he does not know how a gas drawdown woul d i npact
the field. Anadarko is not an owner in Prudhoe Bay and he does
not have that technical expertise, so it is difficult for himto
comment, but he believes Chair Ogan is generally correct. In
many cases, drawing down gas will have sone inpact. He noted in
defense of the producers, they need an underlying base of gas to
justify building any project.

CHAI R OGAN said that hopefully the economcs will drive it with
t he producers.

MR. HANLEY infornmed nenbers that Anadarko is drilling the first
U.S. hydrates well, hydrates being a frozen gas on the North
Slope. The well wll not cone on-line in the near future; this

project is a long-range research project and its status is
simlar to that of coal bed nethane 20 years ago. He said finding
a way to comercially produce hydrates has trenendous potenti al
for Alaska long term This project is being conducted under a
joint arrangenment with the U S. Departnent of Energy [DOE]. At
this point, Anadarko is trying to find the frozen gas, core it,
determine its properties, and test to see how it cones out
naturally with pressure reduction.

MR. HANLEY said, in regard to the next |I|egislative session,
royalty-in-kind gas, the Stranded Gas Act negotiations, the
provisions related to access, and HB 277 are of concern to
Anadar ko.

CHAI R OGAN t hanked M. Hanl ey and asked M. Witnore to testify.

MR WARD VWH TMORE, Director of Project Developnent for Yukon
Paci fic Resources, read the follow ng testinony.

Yukon Pacific has been working on its Trans-Al aska Gas
System LNG project to Valdez for 20 years. Until three
years ago, we've been focusing exclusively on delivery
of LNG to Asian markets. The economc hurdles that
Al askan gas faced were that we had to place a |arge
gquantity of LNG into the Asian market in a tinmely
manner to achieve project economes of scale and we
were conpeting with other LNG supplies, sonme of which
were closer to the Asian market than Al aska.
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Also, at a rate of less than 2 billion cubic feet
[ bcf] per day, the project was criticized as being too
| arge, thereby resulting in an unacceptably high |oss
of oil production at Prudhoe Bay.

Recently, two significant events have occurred. Mst
inportantly, a strong LNG nmarket has energed along the
West Coast of North Anerica. Second, the project has
been delayed for so long that the Prudhoe Bay field
has aged to the point where oil |oss appears to no
| onger be an issue, and we nmay now be able to
transport |arge quantities of propane from Prudhoe Bay
that were unavail able earlier.

YPC is focusing on Prudhoe Bay sinply because data is
available for this field, but we certainly don't
precl ude use of gas from Poi nt Thonson.

An LNG facility at Valdez will be nuch closer to the
energi ng markets along the Wst Coast of North Anerica
than all other potential Pacific R m LNG suppliers.
Such suppliers will have to buy nore tankers than an
Al askan project to provide the sane ambunt of LNG to
the West Coast sinply because they are |ocated farther

away. Depending on the project, the increnenta
capital costs of LNG tankers required by other Pacific
Rim projects negate nost, if not all, of the cost

burden of an 800-mi | e Al askan gas pi peline.

As | speak, West Coast markets are indicating they
need to secure contracts for large quantities of LNG
Al t hough YPC does not discount the possibility of
delivering LNG to Asia, it is this large Wst Coast
LNG demand that wll allow the Al askan project to
achi eve the necessary econom es of scale.

Currently, a large quantity of propane is being
produced at Prudhoe Bay and reinjected as miscible
injectant for enhanced oil recovery. YPC understands
that the need for mscible injectant at Prudhoe Bay is
expected to dimnish or cease altogether by 2010 or
shortly thereafter. Large anobunts of propane and ot her
non- met hane hydrocarbons can be transported by a high-
pressure pipeline to Valdez, where they can be renoved
fromthe gas prior to liquefaction. Transport of non-
net hane hydrocarbons enriches the gas, reduces the
unit cost for all gas noving through the pipeline, and
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diversifies project revenues through the sale of
products other than LNG

Propane is of particular interest for sale as
| i quefied petrol eum gas, or LPG to Asian markets. LPG
commands a price significantly higher than the price
of LNG in Asia and represents a potentially lucrative
mar ket .

Et hane and butane renoved from the gas can be used as
feedstock to a world-class petrochemcal facility
| ocated i n Val dez.

Uility grade natural gas can be mde at any point
along the pipeline for use wthin Alaska. Al so, LNG
and LPG will be available at tidewater for potential
distribution to coastal comunities throughout Al aska.

Yukon Pacific has conpletely reconfigured its TAGS
project to address the LNG narket along the Wst Coast
of North Anmerica, the sale of LPG to Asia, and the
sale of ethane and/or butane to a petrochem cal
facility in Valdez. YPC nodified its capital and
operating costs to reflect the new configuration and
has run the econom cs. The approach was to use low to
noder ate product prices and calculate a well head price
that would yield a 12 percent return on equity such as
typically allowed by the Federal Energy Regulatory
Comm ssion for common carrier pipelines. GCeorge K
Baum and Conpany graciously offered to run its
econom ¢ nodels using YPC input as a bench test of
YPC s cal cul ati ons.

The nodels show that an LNG project with a pipeline
flow of about 2 billion standard cubic feet per day
produces a well head price that appears strong enough
to warrant further work on either a privately or
publicly owned project. |I'm sure that nobst everyone in
this room knows that YPC possesses permts for an LNG
project through Val dez. YPC has also devel oped
geot echni cal databases and analytical software to
rigorously address the thernmal design of a natural gas
pipeline traversing alternating permafrost and thawed
soi |l s.

The concept for the reconfigured TAGS project has
remai ned essentially unchanged for the last 16 nonths.
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YPC has been waiting to see if other parties, private
or public, believe that an LNG project through Val dez
is worth pursuing. The Al aska Natural Gas Devel opnent
Authority has stated it will look at an LNG project to
Valdez and YPC is wlling to assist them at their
request. And that concludes ny comments. Thanks.

CHAI R OGAN asked how | ong Yukon Pacific has been working on this
proj ect.

MR. VWH TMORE said forner Governors Hickel and Egan founded the
conpany in 1983 or 1984. Yukon Pacific worked hard to get an
envi ronnment al inpact statenent for the project in 1988. That was
used to get rights-of-way and then Yukon Pacific began working
with FERC for export authorization at the Anderson Bay site. An
environnmental inpact statenent was prepared in 1995 for that
site and used for place of export authorization with FERC Yukon
Pacific also negotiated at that tine with the EPA and FERC and
had to put in a 40 neter [indisc.]. It recorded data for 1.5
years and did a PSAR air quality permt site as well. Since
then, Yukon Pacific has been looking for ways to make the
project nore economcal. This new configuration significantly
raises the return on the project.

CHAI R OGAN said the producers have said for years that they are
the ones taking the risks because the gas transporter wll get a
tariff regardless. He again referred to his Golden Gas Rule and
asked, "How do you get the guys with the gas to sell the gas to
you?"

MR, VWH TMORE said that has been an issue for many years. Yukon
Pacific views itself as a resource. If people wish to tap into
that resource, Yukon Pacific thinks it can help people pursue a
project but it is not going to attenpt to get the gas from the
producers. Yukon Pacific feels it is ANGDA's role to deal wth
t he producers.

CHAIR OGAN asked if the narketers wll have to go to the
producers and say they want to buy the gas and what will drive
Yukon Pacific to decide to build the project.

MR. WHI TMORE said Yukon Pacific's view right now is that it is
| ooking for other people to do the project. For years, it tried
to be the facilitator but, as of about two years ago, it decided
that role was inappropriate. Yukon Pacific decided if it could
find other people to try to get the project going, it would
pursue it, otherwise it won't. He said if Yukon Pacific renmains
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the only entity that believes the project will go, it will not
happen. It is now in a purely reactive node to see if other
people want to do the project. Yukon Pacific has permts; CSX
woul d i ke to nonetize those permts.

REPRESENTATI VE HEI NZE asked if a representative from Exxon was
invited to present at today's neeting.

CHAIR OGAN said yes, but Exxon declined the invitation. He then
asked M. Heinze to present.

MR. HARCLD HEI NZE, Chief Executive O ficer of the Al aska Natura
Gas Devel opnent Authority, said he posted charts to show the
benefits of ANGDA to Al askans and said ANGDA is all about trying
to capture the benefit of North Slope gas for Al aska. He stated
ANGDA is not a facilitator; it is a "doer." He said he would
explain ANGDA' s fundi ng request and ANGDA s busi ness concept and
approach in his presentation, which follows.

W were created by a ballot neasure in the |ast
Novenber election. That ballot passed 2 to 1 and
frankly received support from every district in the
State of Alaska - very strong. We did not really cone
into being until after the session was over. Qur board
menbers were appointed in May and the first neeting of
the Authority was held in June of this year so we're
only a few nont hs ol d.

In terms of our board, they are the ones who are
responsi ble for the organization. There are seven of
them | know Andy Warwi ck, our chairman, is up in
Fai rbanks. We have a nunber of the nenbers here - if
you could stand? Scott Heyworth, John Kelsey, Bob
Favretto of Kenai. Let's see, who am | mssing? Dan
Sullivan and Warren Christian....

The Authority wunder the law that <created it has
sever al unusual i ngredi ents. It IS a public
corporation of the state, simlar in many ways to the
Al aska Railroad, the Alaska Permanent Fund, other
creations of the state. Additionally it has a |ot of
characteristics that are unique to governnment in that,
for instance, we have the right of emnent domain, we
have the right to admnister state land as a state
agency, we have the right to issue revenue bonds and
so on. So, the idea was to conbine the best business
approach and, frankly, governnental approach.
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W' ve focused on building an operating facility here
in Alaska. W intend to both buy and sell gas, so we
are looking at North Slope gas from a bigger picture
[than] from just the state's royalty share. W are
| ooking at buying and selling gas in a business-Ilike
way. We expect that we would at some point invest that
risk and, again, 1'Il later on explain to you sone of
those risks. But, again, if you're going to be a
"doer,' you have to invest that risk and the good news
is that you get to receive the rewards of that risk

We're benefit driven. Again, that's inportant because
we are nore than just a comercial entity driven by
return on investnent. W have a responsibility to | ook
at broader issues than that and see our inpact on
i ndi vidual Al askans and the econony and the total
revenue picture of the state.

And then finally, | think it's realistic to tell you
up front, we would expect to deal wth people who have
much nore expertise and involvenent in terns of both
shi pping and marketing type functions. W would intend
to restrict our activities generally to the boundaries
of Alaska and contract for whatever we needed beyond
that - again, with a very business-I|ike approach.

The idea of benefit focus here interplays with the LNG
project and 1'd like to explain that to you. Wile the
Authority 1is focused clearly on North Slope gas

benefits, it appears that the export schene is
absolutely integral to achieving those benefits. Very
frankly, 1 can't find any way to nmake the benefit side

of this work in any econony of scale wthout doing
sone sort of export project so the two are just

| i nked. Every tine | |ook at an export project, | find
|l ots of benefits fromit. Wwen | try to achieve the
benefits w thout an LNG export type schene, | can't

make it work. So, we then have proceeded to |ook at
the LNG side of it. Fortunately, that's been | ooked
at, as you heard from Yukon Pacific for severa
decades. It actually was | ooked at for a decade before
then under the nane of El Paso, so it actually has
been around.

Addi tionally, besides Yukon Pacific, an entity called
the Alaska Gas Line Port Authority, which was forned
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by a nunber of our major comunities along the
pipeline route, also looked at a nunber of the
concepts related to LNG export. They also, besides
Yukon Pacific, have made their work available and so

even though we are a few nonths old, | feel like we
have decades of know edge to start from W've cone a
fast way.

Right now, it is very clear that the West Coast market
opportunity is energing very dynamc and it actually
favors Al aska because of the short nautical distance
sailing. W are only half as far as the next closest
conpetitor and only a third as far as nost of the
conpetitors. That's a significant advantage in the LNG
schene.

CHAIR OGAN interjected to ask how far the gas will have to be
transported to tidewater.

MR. HEINZE replied that different projects in the world have
different characteristics. Some projects in Indonesia are not as
far from the coast but the terrain that nust be traversed makes
those projects nore costly. In the case of Sakhalin, a 540-mle
pipeline will be required. ANGDA does not feel it is at that
much of a disadvantage and has every reason to believe it is
very conpetitive on a world scale. He explained the problemis

the market is going fast - people are out there gobbling it up
everyday. ANGDA is doing the best it can to conpete against
those projects and find a hone for Alaskan gas. It is a

difficult situation because once narkets becone saturated, or
they secure supplies, one has to wait a long tine for another
chance. He continued his presentation.

Looking at the funding request here, our board at its
| ast neeting respectfully requests from you a funding

of up to $3 million to finish conceptual design and
make a cost estimate, schedule, benefits analysis and
mar keting plan by January '04. | should point out to

you that is the statutory requirenment put on the
Aut hority by the law. W nust finish that by June of
04 - all of those things so we are sinply here
accel erating that request.

CHAI R OGAN noted that some of the work has al ready been done.

MR. HEINZE said he would address that in the reminder of his
present ati on.
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SENATOR LI NCOLN noted the request says January of '04.

MR HEINZE said he is accelerating the request; the |egal
requirenent is June of '04. ANGDA has accelerated the progress
so that it will have a majority of the engineering work done by
January of '04. He continued his presentation.

Again, what |I'm here today - again, so we understand
each other, | realize you cannot appropriate noney to
me today. | understand that. |'m here asking for $2.5
mllion. I am asking for the Legislature to

denonstrate its support for noving this project
forward by being positive and in essence saying you
woul d appropriate that grubstake of noney out in the
future here when you cone back into session. Al |
want is a $2.5 mllion grubstake and if | had 21 and
11 signatures, | believe |I can borrow that noney right
here in Al aska.

As far as the accelerated funding request, in genera
it satisfies the statutory requirenent in January
instead of June. It is design funding and it 1is

focused on new concepts and increased Al aska benefits.
W sit here right now, Senator, wth probably 95
percent of the project done. W've had a chance to
| ook through what Yukon Pacific has done and others
and |'m very satisfied that we are - there's a |lot of
good work. Now we haven't had a chance to pour through
the details but we've looked at it enough that it's
there. What we lack is that last bit of closure on
t hese design concepts and, as |I'll explain to you, the
concepts we've developed here are very inportant
because they are concepts that have not been exam ned
so far and, nunber two, they are concepts that
increase the Alaska benefit content of the project
significantly. So I'll talk about that.

The other part is, very frankly, we've talked a little
bit about the producer-led highway project effort and

you are all aware that they, not that |ong ago,
finished $125 nmillion worth of engineering on that.
And frankly, I'm behind. |I'm behind in having a
meani ngful conversation with them 1| don't know how to
go talk to them given | haven't got a finished
conceptual design and they've just finished $125
mllion worth of work. So what |I'm asking for is $2.5
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mllion to let nme catch up so | can at |east go have
t hat conversation on sonewhat of an equal footing.

The other reason it's only $2.5 mllion frankly is
we're getting a lot of things contributed free. 1"l
show you a list of things we're getting for free. It's
a lot of noney but there's sonme things you do have to
pay for if you expect to achieve them And then
finally, the $2.5 mllion - | will look you in the eye
and I will tell you that 90 percent of that funding is
right here in Alaska with Al aska conpani es.

To give you sone specific benefits again, referring to
the chart and some of the other things there, for
instance, the spur line to Cook Inlet is indicated
there. The spur line has never been | ooked at in these
studies. There is no estimate of cost to do it. That
is absolutely essential. You're talking about 85
percent of the residential, commercial, and industrial
base of Alaska is sitting right here and we're running
out of gas, we're down to our last 2 bcf in Cook
Inlet. It wasn't that way 25 years ago but it is that
way today. | don't know if we can wait a decade to
figure out what we're going to do about that.

W're going to study a barge nounted LNG concept.
Everybody's | ooked at LNG plants before but nobody's
| ooked at a barge nmounted one. The advantage of barge
nmounting the plant is that it could be built at the
fabrication sites down in N kiski, here at the Port of
Anchorage, and elsewhere. That neans we could hire
people and they would not be living in a canp. They
could go hone and sleep in their own bed at night. It
would be a local resident workforce. In this area, we
have at I|east a couple thousand craft people that
would be able to work on that project. W could pay
them nore noney. They could bring their lunch in a
brown bag. W wouldn't feed them or house them so that
saves us cost and we could pay them nore noney and it
all conmes right here into the econony because again,
it's very hard to control Alaska hire in a renote canp
but it's very easy to control it in a local hiring
si tuation.

W want to |ook at a concept called the LNG thernos

bottle barge. If you have an LNG plant, you can fill
up smaller container barges and you can take them to
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every coastal community in Al aska. Now Barrow al ready
has energy but we could probably go as far north as
Kot zebue and we could probably go as far south as
Ketchikan if we wanted, and | think that's a pretty
significant potential.

W have at |east one mgjor portion of our industria
sector in this state, both the Kenai LNG plant and the
Kenai urea plant and both of those, because of |ack of
gas reserves, face difficult futures. W can directly
influence that. And then finally, by way of exanple,
nobody's worri ed about the propane content in this gas
and it turns out when we, in a prelimnary sense,
| ooked at how do you supply energy in the Yukon River
area, one of the keys mght be to have plentiful
propane avail able because [it] is very easy to handle
and transport hydrocarbon.

We've gone through in the last ten days and we sat
down and devel oped a work schedule for this project. |
submtted to the conmttee, for the record, a full
copy of that. We involved a nunber of contractors:
ASRC, VECQO, PND, Wod MacKenzie  and Nor t her n
Econom cs. They went through and they hel ped us scope
the work. They provided very significant efforts in
terms of estimating the cost to do the work that we
need to do to finish off the conceptual design. |
would intend to sole source the contracts with the
approval of ny board, of course, and the nmgjority
would frankly be fixed price. That's how we'd get it
done for the price.

| did include a table of how we would spend the noney,
spending $2.5 nmillion. The mpjority of it, alnost $1.8
mllion of the noney, is to finish off the design and
execution plan. If we can bring those to closure by
January and have a total concept, |I'll show you sone
of the advantages of that later. Additionally we've
included noney in here for the benefits analysis,
whi ch has never been done. W've included in here a
marketing and conpetitor analysis, which is again
vital to our continued conpetition in the LNG markets
of the West Coast in the world. | allowed $150,000 for
specialized legal opinions. That nmay be a little too
much noney for the |awers but, basically, the idea
would be to research the tax, the bond, and the
shipping related issues with that noney. Then finally
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we have a small staff and we will remain at a small
staff, and |'ve included noney for that.

The next page shows the <contributed studies and
besi des, again, acknow edging Yukon Pacific and the
Gas Line Port Authority, we need tanker design and
cost information and we have talked to the West
Coast's largest ship builder and we have tal ked about
potentially cooperating with them in ways that they
woul d help us understand the design and cost issues
t here.

Training and Alaska hire - | think the |abor novenent
in Alaska is entitled to a lot of input as to what
kinds of things we need to do to develop workers to
maxi m ze Al aska hire.

Then finally gas conpositions and conservation - there
are a nunber of conservation related issues that |
believe the state agencies involved in conservation
have nore than enough authority to cause hearings to
be held and public information to be devel oped so that
we can all see what's going on. There also, frankly,

is a lot of state in-house expert consul ti ng
avai lable. In areas of revenue and econonics and those
things, we don't need to go outside. In terns of

social and environnental inpacts, we don't need to go
outside and certainly, in permtting and |and use, the
state itself knows nore about that than al nost
anybody. [END OF TAPE]

TAPE 03-51, SIDE A

MR, HEI NZE conti nued.

...that potentially is billions of dollars in the
Al askan econony. The difference between having enough
gas in this broad Cook Inlet area and not is billions

of dollars so, it seenms to nme, a few hundred thousand
dollars for the only study of it seens like a wse
investnment at this point. The barge-nounted LNG pl ant
- again it mght sprinkle an extra billion dollars in
this econony. Again, it seens like it's worth studying
- nobody el se has.

W have a brand new concept for |ooking at the LNG
birthing and plant location in Valdez. People have
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traditionally talked about Anderson Bay. There are
issues related to it. W're looking at a whole new
concept which would utilize the old town site in
Valdez with a dredging and a sheet piling type
operation and the plant barge nmounted in the area.
That al one would probably add hundreds of mllions of
dol l ars to t he busi ness opportunities in
petrochemi cals and other things in the Valdez area -
just that change of |ocation.

And then, finally, the idea of the barge nounted
cryogeni c st orage units and suppl yi ng Al askan
communities with clean and abundant energy, | don't
know - $100 million, $200 million, whatever nunber you
want to wite down. It's pretty big stakes as far as
| m concer ned.

One of the questions | was asked was why proceed now
to finish the project concept design. Wy not just
wait? And | tried to pick off four reasons here. One
frankly is the market pull. The market | have no
control over. It noves and if we're going to play in
the market you have to go with it. You have to market
yoursel f and you have to put your best foot forward
every tinme you go out there. Right now |I'm doing - at
| east one person I'mtalking to in the room so | hope
they don't listen, right now I'm doing the best | can
with a 90-95 percent product, at a concept |evel.
need a 100 percent product at a concept level to sel
it. | nmean, you can only use the mrror so many tinmes
and then they catch on.

Secondly, producer decisions. Very frankly, |I'm very
supportive of the producers' efforts to bring our gas
to market through a pipeline follow ng the highway on

dowmn. | would encourage you to realize if sonebody
wants to spend $20 billion to do sonething good for
Al aska, | think we should help them do it. 1'd be
happy to go back to Washington and testify in their
favor. | hope they get every break possible from the
federal governnment. On the other hand, | know that
historically their st at enent s, and I know in

everything they've studied so far, they are not
| ooking at the benefits to Alaska, how to deliver the
things that are on that chart. The only way | know to
have the conversation with them is for nme to have
sonething to work from in a technical sense that at
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| east says here's how we will do this. Here's how we
woul d approach this and we want to nmake this work with
you and then have that very business-|ike discussion
Right now, | don't know how to do those things. |
don't know how to have that conversation with them
until we do.

From a project nanagenent point of view, very frankly
| have to tell you closing out the engineering design
by January or February would allow us to use the next
four or five nonths to do the business plan, the
mar keting plan, and all of the other things it really
takes to make a good business judgnent on the next
decision, which will be a big decision by the state to
spend hundreds of mllions of dollars, frankly.

Then finally, energy in Alaska. |I'm sorry, | read the
paper every day faithfully and every day there's
deci sions being nmade sonewhere here in Alaska about
energy in our comunities and whatever. W need to
understand what's on that chart and what coul d happen
what the alternatives are so that it is available for
those communities as a framework when we nake those
decisions. So | don't think we can wait.

Some people have asked why are you getting into the
business - the gas business and the Authority is
definitely a different approach. This is not to
facilitate, this is not to sit back, this is get in

the business. W intend to buy and sell. W intend to
build and operate and, as such, we are very directly
involved. Basically, we believe, and I'll show you the
nunbers here, that while an Alaskan LNG project is
very margi nal for a commercial entity Ilike the
producers, as they've told you - | believe they're

telling you the absolute truth, it is very marginal
for them But for a non-taxable state entity, just
| i ke the Al aska Railroad and everybody el se, we're not
taxable. W're serving a public purpose. If we are
non-t axabl e, that savings takes us from being margina
to highly conpetitive. It makes all the difference in
t he worl d.

Frankly, we also have a very limted portfolio of
other choices. W don't have a lot of things that we
can do or work on or approach us to our gas. And then
finally, we don't have nultiple shots at the Pacific
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Rim market. | nean things out there are happening and
either you play or you don't play. W nay |ose sone
things on nmerit but, frankly, | don't want to |ose
t hi ngs because we didn't try.

| went through and |'ve delineated to you how to spend

$12 billion to build an Alaska LNG project. |'m not
going to tell you this is our cost estimate. It's sone
nunbers. It's sone very reasonable nunbers. | believe

they're towards the high end. W have not had a chance
to go through and verify the estimates that these are
taken from W have not had a chance to go through and
see if we can inprove on these nunbers. W think we
can. |If you take $12 billion - spent |like that, and
then you go through and you calculate what's
traditionally called the cost of service, this nunber
represents a nunber that when you add the well head
price to it, it tells you what you basically can fit
up against in terns of a market price. For instance,

in this case, | calculated that if you were a highly
rate-of-return oriented conmmerci al i nvest or type
entity, you would need $2.90 for every unit

transported through the system to neke noney, to cone
out where you wanted to be as an investor. Now if you
take $2.90 and add to it sone reasonable anmounts for
wel | head price, that's not where we want to be in
terms of the price world out there today. On the other
hand, if we are non-taxable, that sane nunber
calculates to be $2.20 and $2.20 for a cost of service
is lower than any other cost of service we've seen.

Now |'m not telling you that's what we would do. [I'm
not telling you that we would necessarily build
everything but that starts to illustrate to you how

powerful this concept of the Authority [is] and its
ability to adjust the cost structure here.

And then finally, if we |ooked at the pipeline and the

facilities involved, |like we do a highway in Al aska -
when we go to build a road we don't ask the rate of
return. You look at - it connects A and B and you | ook
at the fact that its infrastructure stinulates
activity at A and B and that's what you care about.
Well, basically what that neans is you just pay your
bond debt. If | did that calculation, | get $1.65 and,
again, | hope it's not lost on you that in the

arithnmetic of the world, if you take $1.65 and you
take $1.35, which is the high at-risk price nentioned
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by the producers in Washington, D.C, that's $3.00 and
$3.00 will fit into any market | know of right now,
anywhere. So that starts to get pretty powerful

There is risk, and again, | put together a table of
risk for you. Al of those elenents of risk are risk
el ements that anybody who builds a pipeline has to
endure. They are very real. Fortunately, the Authority
hopefully doesn't have to undergo fiscal changes. That
risk isn't there for us, but all the others are. W
believe there are ways, in a business-like way, to
understand, to mnimze and nove forward on those
risks. For instance, if we are taking the risk, we
woul d expect to be able to offer people on the North
Slope a fixed price for their gas. Again, you can
speculate with ne. What would be the effect if the
Aut hority offered a firm $1 ncf price right now on the

North Slope - no risk, you don't have to nake any
i nvestnments, we just buy your gas for $1 an ntf. Now
I|"'m not negotiating in public here but | - wouldn't

that stinulate development? Wuld we find nore
reserves? Wuld things happen? Wuld sonebody maybe
want to see to us even? | tend to think we'd have a
chance, at |east.

There were several other questions that came up
earlier that | probably ought to just touch on. One is
your gas rule, Senator. | would say we would offer a
fair, no risk price and if people wanted to take it, |
think we would be very happy to be in the gas business
under those circunstances, realizing there's both risk
and there's reward at that point. | think that's one
of the inportant things we could do.

W' ve heard people evaluate choices in this case and,
again, | probably can calculate the sane nunbers they
can. All | can tell you is that what people see as the
best value as a commercial entity may not be the sane
as what we see as the best value as the Authority
because of our entirely different business structure -
as to the fact that the two projects may or nay not
interact with each other and how that interaction
occurs. Sonme of you know I'm a reservoir engineer by

background. The only statenments 1've seen on this
issue are by a former colleague who is also a
reservoir engineer and | respect. But, you know, very

frankly if there's anything on the record at all right
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now on that issue, it's pretty skinny so I'd just |ove
to see sonebody come forward and let's have a good
public discussion on what should or shouldn't happen
on those vol unes.

The second thing is, | believe once there is a rea
belief that gas can be sold on the North Slope for a
fair and reasonable price, you' re going to see so much

exploration happen so quickly, that instead of
worrying about whet her there's 35 trillion or
whatever, it's going to be a bigger nunber. 1 think

al so you have to keep in mnd that a |ot of the people
that comrent on this issue are folks that have gas in
a lot of other settings and, you know, at tines you
[ have] to conpare what they're saying here and there.
For instance, in ternms of LNG very frankly every one
of the producers on the North Slope is in one form or
another trying to sell LNG into the Wst Coast.
They've all seen that there's a nmarket there. They're
all smart people. They've all pursued it to varying
degrees and in varying ways. But that's the reality.
For instance, the MacKenzie Delta, again a simlar
list of conmpanies is involved there. You know the
MacKenzie Delta pipeline is nmoving forward rapidly. |
don’t know if you' ve thought what it's all about. It's
based on 6 trillion cubic feet [tcf] of gas and they
plan on a production rate of 1.2 bcf per day. Now if |
just take those nunbers and scale them up, our known
gas reserves right now would support 7 billion
standard cubic feet per day and that seens |ike enough
to me for the nonent. And so, again, | don't know
where the consistency is in the story, but | don't
have a problem with seeing all of the projects being
conpatible. | don't see any problem in working the
proj ects through.

My approach is not to conpete on this one. | would
|ike the opportunity to work with the producers. |I'm
concerned that they are nmaking decisions on the
pi peline right now that could influence how we get our
benefits. 1'd like to be sitting down and having a
very business-like discussion with them to come to
grips with comercial terns. | don't m nd payi ng noney
to share in the cost of whatever needs to be done but
we need to be part of the discussion. | think clearly
the markets will support both projects.
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And then finally, the other question was, | believe,
again, if there [are] legitimate offers for gas, that

everybody involved - the producers certainly, have
commtted to consider any serious offer. | would |ike
to be in a position to nmake them a serious offer. |
can't right now. | don't have enough and that's part
of the grubstake, part of trying to nove this forward
so | can make that legitimate offer. Certainly the
state's royalty gas, and | hope it's not |ost on us,
that the state's royalty gas as | recollect being a
former conm ssioner, | believe it has to be available

for what's on that chart. Again, mny recollection of
our resource ownership in common is that if there is

an in-state use, that that royalty gas will be nade
available and | don't believe anybody can trade that
one away.

That's ny view W're comng at this from a very
benefit-driven approach. W're trying to be very
positive and yes, we are pushing a little bit and at
times | find nyself a little bit outside the plan and
| assure you | am on board with the Administration in
terms of being a very pro-devel opnent, nove forward

Adm ni strati on. At this nonent , I have a
responsibility under the law, a law that was created
by the people and I'm going to pursue it. I'mgoing to
do the very best job I can and what |'m asking for is

your support of that. That's all.

REPRESENTATI VE FATE said he has repeatedly heard that there is a
West Coast market but it is going to take five to seven years
before Alaska LNG could be shipped, if the project started
today. He said that target nust be tined with if and when a
receiving station on the Wst Coast, of which there are now
none, would be on line to receive the LNG He asked M. Heinze
how he woul d negotiate a contract and wedge Al aska LNG i nto that
mar ket when nothing will be produced for seven years.

MR. HEINZE said several parts of that question are inportant.
First, timng is everything. The project concept the Authority
is working under does not take the extent of tine quoted by
others. He noted if the state noves forward in a punctual
manner, gas could be on stream in 2007. Alaska has several
advantages. First, it would use a pipeline route that already
has pipe on it. He does not know the producers' tineline but if
they intend to lay that pipe early and quickly in the process,
the Authority can neet that kind of a tineline. He said the
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permtting issues will not be problematic if the TAPS line is
followed. The TAPS right-of-way was recently renewed; the
environnmental studies have all been done and there are no
residual issues to his knowl edge. He said he thinks this project
can be executed faster than nost people believe.

MR. HEINZE said second, the market situation on the Wst Coast
is one that has enmerged. People who were very alert six nonths
or a year ago sensed that it was going to happen. He
acknow edged that there are a whole series of proposals on the
table; one is very high quality [Senpra]. He would |ike Al aska
gas to supply the Senpra project. He has also talked wth
M t subi shi who has a very good project. The M tsubishi project
is not as advanced as Senpra's, but the Mtsubishi project nmay
fit Alaska's tineline nore easily. He said to close the gap

Al aska nust nove forward. A lot of LNG is noving around the
world so Alaska could neet its contractual requirenments of
supplying LNG Prior to Alaska's project comng on stream the
Aut hority woul d buy LNG produced by ot hers.

REPRESENTATI VE FATE asked what the contract price would be based
on.

MR. HEINZE said the pricing arrangenents are part of the risk.
The Authority visualizes a pricing structure that, at the market
end, is driven by a basket of prices. At the going price,
different economc results will occur. In general, one can buy
cargoes that reflect the current price in the mnmarket. The
Authority would not be speculating; it would be buying at the
time to fill a demand at the time. That represents a risk, but a
very low one. He maintained there are ways to structure the
timng conpatibility with other projects, although the Authority
has not thought them through conpletely.

REPRESENTATI VE FATE said he spoke with FERC representatives not
long ago and learned, on the issue of separation of the
pi pelines, certain questions remain unanswered regarding a gas
pi peline versus an oil pipeline. He said he is not convinced
that Alaska could use the permtting process for one type of
pi peline and transfer it to a different type. He w shes soneone
could assure him that the permt renewal for the oil pipeline
will cut the timeframe.

MR. HEINZE said the Authority has taken a hard |ook at that
question. An expedited EIS process can be conpleted in 18
nonths. This project would be eligible for an expedited EIS
process because the information is on file. Second, Yukon
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Pacific has a federal grant of right-of-way, which is
transferable. Yukon Pacific does not have a full grant of the
state right-of way, but the Authority can adm nister the |and
for the state governnment as any other departnent mght. The
Authority has |ooked at the fundanentals. He acknow edged that
technical issues do exist, but they are very sol vable. He said
there is no reason the two pipes cannot be placed close
t oget her.

SENATOR ELTON said his reaction to M. Heinze's testinony is
that he wants to invest. However, statements nmade in other
testi nony about one project trunping another give him pause. In
addition, the Authority will need cooperation from the producers
and the markets. He expressed concern that with the
Adm nistration and producers' attention focused on another
route, everyone may be walking all over each other. He said he
needs to be <convinced that it 1is appropriate to have a
bi furcated process.

MR. HEI NZE acknow edged that he is selling but he is trying to
be honest about the risks. He said he was trying to convey to
menbers that the Authority has a ~couple of conpetitive
advantages. First, in the LNG market, Al aska's distance to the
West Coast is an advantage. Second, as a business entity, the
Authority does not have to pay incone tax. That is a big
advant age. Those two advantages have convinced him that the
state needs to nake a business decision. He wants to use those
conpetitive advantages to provide benefits for Al aska. He said
the state has choices. He is asking the Legislature to bet $2.5
mllion and believes it will feel better at the end of the day.

SENATOR ELTON asked, given the previous testinony, whether M.
Heinze feels that part of his job is to sell this to the
mar kets, producers and to the Adm nistration.

MR. HEINZE said he believes the Administration has a very well
concei ved approach and knows what it wants to do. He supports
the Admnistration's efforts and believes the Authority’s
activities enhance the Admnistration's efforts. He said
different people have different interpretations of why the
initiative passed the way it did. He believes the two reasons
were a timng frustration and the perception of a lack of
credibility regarding benefits to Alaskans. He is trying to
address those issues by being timng and benefit proactive.

SENATOR LINCOLN referred to Deputy Conm ssioner Porter's
handout, particularly to the Authority's funding request, about
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whi ch Deputy Conm ssioner Porter said that funding request, is
premature prior to knowing the outcone of the energy bill
[ before Congress]. He also said it would be appropriate for the
Authority to study the market in a way that conplenents the
Al aska H ghway route project. She said he laid out the state's
position toward the Authority in a clear manner. She said her
I npr essi on, from M. Hei nze's presentation, is that the
Authority has a board and executive director that are "gun-ho"
and have a directive from the people of Al aska. She asked what
m ssion the voters understood the Authority to have. Her second
guestion was in relation to the Authority's ability to take
| ands using em nent domain and asked if any Native lands will be
affected on either of the routes.

MR. HEINZE referred to a map of the routes and said the route
from Prudhoe Bay to Valdez would follow the TransAl aska
pi peline. That right-of-way is already controlled. He noted that
part of that right-of-way passes through Ahtna |and and he has
called that corporation to talk about it. He pointed out the
real grant of right-of-way is controlled by the federal and

state governnments and the gas |ine would be in such close
proximty to the oil line, he does not believe there would be a
| ot of issues. He expects he will have to deal with two or three

Native entities but, since the right-of-way has already been
designated for transportation, the Authority could easily work
out ternms.

MR. HEINZE then said, in terns of the Authority's relationship
wth t he Adm ni stration, he apol ogi zes if he sounds
confrontational. However, he believes what he has shown the
commttee is responsive to the direction that he was given as
part of the team He works for state government and for the
Governor. He made sure that the nonies he asked for are benefit
driven. To the extent he differs over the point of what nay
happen on the energy bill in Washington, D.C., he said he is
just a stubborn Al askan who refuses to have timng dictated by
what happens there. He said if this is a good time to nove
forward, he believes the Authority should. The Authority is
doing nothing to threaten efforts in Washington, D.C.

SENATOR LINCOLN said M. Heinze is asking the Legislature for
$2.5 mllion, which is not a lot in the big schenme of things,
but given the fiscal crisis, that anmunt matters. She said it
seens strange that a deputy comm ssioner would cone before the
commttee and say that the funding request is premature. She
cautioned M. Heinze that he is going to have a hard sell.
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MR. HEINZE agreed that he may have a hard sell and clarified
that the Authority is asking to borrow $2.5 mllion and to pay
interest. He said it wll always be difficult for public
corporations to find their owm way but the Authority has nothing
to start with. He said he has to be entrepreneurial .

REPRESENTATIVE HEINZE said as  past presi dent of ARCO,
commi ssioner of the Departnent of Natural Resources, and state
gas "czar" under Governor Hickel, the Legislature has put a |ot
of store in what M. Heinze is saying. However, |egislators have
to answer to the people down the road. She said many people are
very serious about wanting to work with Alaska. She asked M.
Hei nze what the possible return to the state will be on the $2.5
mllion.

MR. HEINZE said he tried to illustrate that several issues run
in the billions of dollars. He said he has no way of know ng the
status of the producers' issue. He said they my be nmaking

decisions right now that mght inpact the conposition of gas
carried down the pipeline. He said one of those decisions m ght
mean that propane cannot be provided to the Yukon R ver. He said
he knows that the Legislature and the Adm nistration represent
the will of the people, but he is also a creature of a |aw that
was created by the will of the people and he is trying to pursue
that mssion. He is trying to do the work of the people wthout
chal l enging anyone else who is doing simlar work. He asked
commttee nenbers to look at the Authority's notives, and the
positives and negatives of it. He said $2.5 million is a |lot of
noney in a tight budget but the Authority is requesting a |oan.

CHAI R OGAN said as bankers, the Legislature has to answer to its
st ockhol ders.

SENATOR WAGONER sai d he understands M. Heinze's desire to take
advantage of the w ndow of opportunity that is open right now,
but menbers have been told that the Administration 1is
negotiating to sell the rights to Alaska's 12.5 percent royalty
gas. He asked how that sale will affect the Authority's ability
to do the projects it has outlined.

MVR. HEINZE said the Authority represents an alternative
approach. It may be appropriate for the state to dedicate its
royalty, but the state nust reserve enough gas for instate use.
He said he was planning to offer Anadarko noney for every
mllion cubic feet it found and thought he could probably get a
few wells drilled for the state. He said the alternative the
Authority is struggling with is the extent to which the state
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wants to use a business-like approach. He said the intent of
bal l ot nmeasure 3 was clear in that the Authority is not to study
or facilitate, it is to take action. He said there is a |ot of
gas on the North Slope and he thinks the Authority can buy gas
at a reasonable well head price because the owners will not have
to take the risk.

SENATOR WAGONER conmented that when Phillips was built in Kenai
to supply LNG to Japan, that anmount was 100 percent of Japan's
inport amount. Now it anounts to less than 1 percent. He asked
if the sane scenario is projected for the Wst Coast and the
rest of the United States.

MR. HEINZE said the highway gas line is definitely going into
the Mdwest and that is the best and biggest market in the
world. On the other hand, the LNG market to the West Coast is a
very strong market. LNG is a wonderful solution to the problens
associated with noving gas into that nmarket, and soneone wl |
bring LNG in.

CHAIR OGAN thanked M. Heinze and asked M. Bartholonew to
testify.

TAPE 03-51, SIDE B

MR GREG BARTHOLOVEW Director of Strategic Planning and
Anal ysis, Senpra Energy, gave a slide show, which he described
as follows.

The first slide illustrates hi st ori cal consunption and
production in the Lower 48 states. In the early 1970s, a gas
shortage was primarily driven by price regulation. Consunption
and production of natural gas declined. Price deregulation
occurred in the md-1980s, and production and consunption
increased. From then until now, a gap between production and
consunption has opened up. The gap has been filled primarily
with Canadian inports, which currently represent 16 percent of
U.S. natural gas consunption. The U S. Government has projected
very aggressive growh for consunption. Mst energy consultants
take a | ess aggressive stance toward consunption but all suggest
a growh, driven primarily by electricity gromh and a belief
that the U S. econony wll continue to grow Senpra believes
that Lower 48 gas production has peaked and w il decline. The
primary question at this time is how fast that production wll
decline. Senpra has plotted two different [indisc.] - a high and
a low, both based on U S. Potential Gas Commttee probable and
possible resource estimates. Also plotted is Senpra s nost
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| ikely scenario. Senpra believes that natural gas supply is a
grave concern for the U S. econonmy. Unless LNG |iquefaction

capacity is built, the United States will have a very difficult
time over the next 20 years. Senpra also believes that Canadi an
natural gas production nmay have peaked, in which case LNG

inports will be even nore critical.

MR. BARTHOLOVEW said he has spoken to representatives from many
of the countries around the world with stranded natural gas. He
recently learned from one of the |eading energy consultants that
only been one significant natural gas discovery has been found
in the Lower 4 this year, which is shocking the entire industry.

Even though rig counts are increasing, the drilling is
concentrated in fewer and fewer plays. For exanple, two-thirds
of the drilling in Womng is currently in two fields. Despite

the good news on the surface, the outlook is increasingly bleak
as one | ooks at the details.

CHAIR OGAN asked M. Bartholomew to give the commttee an
overvi ew of what Senpra Energy does.

MR. BARTHOLOVEW said Senpra Energy's primary business is
ownership of a Southern California gas conpany and the San D ego
Gas and Electric Conpany, both natural gas distributors. Senpra
Energy also generates electricity and has built five power
pl ants, generating a total of 1.5 gigawatts of power. In
addition, it owns a power plant in Texas.

CHAIR OGAN asked if Senpra Energy is a transporter and consuner
of natural gas and creates electricity to wholesale to
utilities.

MR. BARTHOLOVEW said there is a large barrier between the
regul ated and wunregulated side of the business so they are
essentially independent businesses. Senpra also owns a sol utions
business that works wth comrercial/industrial custoners. He
continued his presentation.

The next plot shows what has happened with respect to U S. oil
production consunption. Lower 48 production peaked in 1970 and
has since declined over 50 percent. That decline has been
mtigated somewhat by new frontiers that have been brought on
fromthe shallow GQulf of Mexico, Al aska, and the deepwater Culf
of Mexico. He noted there are not many frontiers left in North
Anmerica yet consunption continues to increase. Inports represent
60 percent of consunption and that nmay increase to 75 percent
over the next decade. During the 1990s, prices escalated
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steadily about 5 percent per year. In the year 2000 and 2002
price spikes occurred, signaling a nuch tighter market than

expected. The current outlook in prices is that LNG will be on
the margin in North Anerica in the indefinite future and natural
gas prices will likely trade above $4. Currently, the markets

are trading in the $4.50 to $4.75 range.

MR. BARTHOLOVEW showed a plot of gas demand for western and
sout hwestern states. Those states conprise an 8 bcf/day market.
Demand has recently grown but, in general, growth in the western
states is expected to be nodest. The western states are a
relatively small market that is not well integrated into the
rest of the nation. He said all of the mjor producers are
interested in building an LNG term nal on the West Coast because
all West Coast supplies are declining rapidly. Senpra predicts
that California's local gas production is going to decline
qui ckly, driven primarily by the fact that 40 percent of
California's gas conmes from a single field. Coal bed nethane in
the San Juan basin is declining at a 10 percent rate, and the
non-associated gas is expected to begin to decline in a few
years. The Perm an (ph) Basin in Wst Texas and Eastern New
Mexi co has been holding flat for the last 15 years and is also
decl i ni ng.

MR.  BARTHOLOVEW said drilling will not solve the problem
Drilling in many of those areas has beconme "price inelastic,"”
meaning rig count does not increase no matter how high the price
is. In many of these areas, rig count is actually decreasing

despite the high prices in nore and nore regions of the United
States. He said nany people have stated that the Rocky Mbuntains
are Anerica's |last hope for natural gas production. He said npst
of the growth in Wom ng production after 1998 has conme fromthe
Jonah field and Powder River coalbed nethane. Wthout those,
Wom ng natural gas has been relatively flat. R g counts for
Wom ng have actually been declining over the l|ast six years,
excl uding the previously nentioned projects.

CHAI R OGAN said he just spoke with Senator Coe (ph) of Wom ng
who said Woning has a $500 million budget surplus this year,
primarily from coal bed nethane.

MR. BARTHOLOVEW said the concern is that there are fewer and
fewer plays. Everyone focuses on coal bed nethane and the Jonah
and Pinedale fields because there is not nuch left to drill on
He said fortunately, there is a lot of gas left in the world.
North America uses about one-quarter of the world' s consunption.
The gl obal reserves-to-production ratio shows a 70-year supply
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and, except for the Arctic, the Lower 48 and Canada do not have
a lot of resources left.

MR. BARTHOLOVEW showed a nmap of the major plays in the Pacific
Basin. Senpra is talking to all of the parties interested in
delivering gas to the West Coast. Alaska is on the bottom of the
| ist because the other countries have nmade getting gas to the
West Coast their highest priority. Senpra has been neeting wth
many of the heads of state in these locations. In the neantine,
Alaska is still westling with the decision of whether it wants
the big pipe or whether it wants to build an LNG termnal. Until
Al aska can nmake up its mnd, it wll not be considered as a
serious player. Mst of the VMPs have invested between one half
and one billion dollars in each one of these projects. The
stakes for the countries where these projects are |located are
exceptionally high. In some cases, the denocracy of the country
rests on what it can do with its LNG Senpra has been working
with sone of these parties for a very long tine. Senpra would
li ke Alaska to be a player because the noney would be kept in
the country; however, the question is whether Al aska can nove
fast enough. Senpra is ready to start construction and it has to
have contracts very soon.

SENATOR LI NCOLN asked if Al aska's l|ocation, being 2300 nauti cal
mles away from the West Coast nmarket, nakes it nore feasible
than the other |ocations.

MR. BARTHOLOVEW said the conpetition is not about what |ocation
is the nost economc, it is about who is willing to take the
price risk and make the commitnent for the capacity first. It
conmes down to who has the greatest desire to do their project.
He said he is not here to pressure Alaska; he is trying to be
honest about the situation. Everything depends on who wants
their project the nost.

MR. BARTHOLOVEW t hen went on to say the Lower 48 is fairly well
connected with pipes so the Wst Coast is conpeting against the
Atlantic Basin also. The primary conpetition is from Trinidad,
Venezuel a, West Africa and Qatar. Qatar has 900 trillion cubic
feet and very nuch wants a |arge anount of the North American
mar ket . Even though the shipping distance is very far, Qatar has

a lot of gas. Senpra has received all of the necessary
significant permts from the Mexican governnent. It plans to
begin building in January and wll have contracts prior to

building. It is in the final stages of commtnents with many
pl ayers but those comm tnents are non-bi ndi ng and non-excl usive.
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CHAI R OGAN asked about Mar at hon.

MR, BARTHOLOVEW said that Senpra is the only conpany that has
all of its permts. Shell does not own its land [in Mexico] and,
as a consequence, cannot get a land use permt until it owns the
| and. Marathon does not own its land either and has not filed
for an environnmental permt or a land use permt. Senpra Energy
owns 400 acres and plans to build on 72 acres. Senpra's
advantage is that its location is isolated. It is invisible from
t he hi ghway and has no cl ose nei ghbors.

CHAI R OGAN asked how much gas Senpra will be able to handl e.

MR, BARTHOLOVEW said its initial capacity will be 1 bcf per day.
Senpra will have room to build two nore tanks to allow it to
potentially double its capacity. Senpra received its FERC permt
today for its Caneron facility in Louisiana. Construction of
that facility will begin in the first quarter of 2004.

CHAI R OGAN asked the source of the gas for that facility.
MR. BARTHOLOVEW said Senpra is still talking to suppliers.
CHAI R OGAN asked if Trinidad is a likely location.

MR. BARTHOLOVEW sai d he cannot conmment on that.

CHAI R OGAN asked if M. Bartholonew is in a position to make a
deal with producers to buy gas if the state could get soneone to
step up to the plate and build a transport system

MR. BARTHOLOVEW said Senpra is having discussions with all of
the producers but he is not in a position to talk about supply
arrangenents. He said once Alaska is prepared to be earnest in
its negotiations, Senpra will be very much prepared to talk
about a contract.

REPRESENTATI VE HEI NZE said M. Bartholomew nentioned that its
current contracts are not exclusive. She asked if that is open
to negotiation if the state can show sonmething to convince
Senpra at a later date that it is serious.

MR. BARTHOLOMEW said if Alaska really wants to do LNG it wll
need to get very earnest in the next couple of weeks with the
intention of finalizing a contract by the end of the year. He
said all is not yet lost but the wndowis closing very rapidly.
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CHAIR OGAN asked if Senpra would be interested in 1 bcf from
Al aska.

MR. BARTHOLOMEW noted the Wst Coast is a relatively small
mar ket. He stated:

If 2 [bcf] a day were landed on the Wst Coast, if

Senmpra were to expand to accommobdate that, it would
make building a second termnal rather difficult.
kay, so, if Alaska thinks well, they can mss this
opportunity and we'll catch the next one, it may be

very difficult to do that.

CHAI R OGAN asked M. Bartholonmew if he would be presenting to
the Finance Comm ttee tonorrow.

MR. BARTHOLOVEW said he will Dbe.

CHAIR OGAN thanked M. Bartholomew and asked M. Thonpson to
testify.

MR. KEN THOWPSON, President of Pacific Star Energy, told nenbers
he was the past president of ARCO Alaska and also headed up
gl obal gas marketing for ARCO and LNG narketing in the Asian
Pacific region for ARCO He told nenbers he agrees wth the
charts shown by M. Barthol onew and he believes North Sl ope gas
will be needed in the Lower 48 in the next 10 years. Pacific
Star Energy believes Al aska's gas should never be tied up in one
market; it should go to nultiple markets. He stated:

W really foster what | would call a plan that would
ship gas to the Lower 48 that would allow gas to be
tied into the Chicago area, New York, as well as

Pacific Northwest and we also endorse at sonme point
LNG shipnments from Alaska to the Wst Coast. W are a
consortium of various Alaska conpanies across the

state that [is] interested in having an equity
investnment in any project that happens. As oil has
evolved in Alaska, no Alaska conpany today owns an
interest in the TAPS oil line. No Al aska conpany today
owns equity interest in the oil. W want to change
that and when the natural gas industry evolves, it
will be Alaska conpanies and Al aska individuals that

hopefully can own up to 10 percent equity in any gas
pipeline project and eventually even natural gas
producti on.
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Producers maintain legal title and I|egal marketing
rights under the |eases to 87.5 percent of the gas. On
the other hand, the state does maintain - if it elects
to take gas in-kind - nmaintains l|egal rights, |egal
title and full wmarketing rights to its 12.5 percent
share of the gas. W think the state, while it cannot
mandate that any project include Al aska investors, it
certainly can suggest it and have strong input because
of our ownership in natural gas.

If investors such as those nentioned by M. Heinze
were to approve capital investnent for construction of
an LNG termnal for shipnent of LNG to either the West
Coast or even Asia, Pacific Star Energy would be
interested in assessing equity ownership in that
project as well. Very inportantly, we submtted our
plan a year ago last nmonth to our investors and
basically our plan is in tw pieces. One, w'd own a
ten percent interest in any gas project. Nunber two,
we would use that cash flow within Alaska to play a
vital role to building natural gas infrastructure
within the state.

W are interested in constructing with private equity
a hub distribution center in Alaska, a natural gas
processing facility for natural gas Iliquids such as
propane and butane to Interior communities, and we
have already submtted and talked about concepts to
our board of constructing spur pipelines to Fairbanks,
Anchorage and even potentially to Valdez. W also wll
assess in the future regional electricity generation
stations.

PSE, or Pacific Star Energy, also wll carry on the
work that has already been done to |ook at commerci al
viability of a natural gas petrochem cal business on
the Kenai Peninsula as spur lines conme into the
Anchor age area.

I"'m extremely excited to tell you today that 12
conpani es have finalized investnent and signed joint
venture agreenents with Pacific Star Energy so we are
fully grubstaked, as [indisc.] would be. W're fully
funded for the next two years to md-2005. Qur owner
conpanies, we have 12 at this point - Arctic Slope
Regi onal Cor por ati on, Al eut Cor por ati on, Beri ng
Straits Native  Corporation, Bri st ol Bay Native
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Cor poration, Chugach Al aska, Cook Inlet Region, Doyon
Limted, Koni ag | ncor por at ed, NANA Devel opnent
Cor poration, Sealaska Corporation, the 13th Regional
Corporation, and Pacific R m Leadership Devel opnent
are our current investors. W are currently talking
with several village corporations that have expressed
interest in investing and we have approached and wl|
be approachi ng several non-Native Al aska conpanies. W
have already tal ked to securities attorneys on even an
Alaska IPO at the start of construction of the
pipeline in 2007 so that every individual Al askan can
invest in this project.

W plan to work cooperatively wth the nmjor
producers. Major producers do, we feel, control the
gas project decisions in the near term and we are
wor king with them cooperatively. W wll cooperate, as
|"ve already told M. Heinze and the Gas Authority, we
just want a project - plan A being the producers’
projects and let's call Plan B the Gas Authority
project. W will invest in either Plan A or Plan B but
there needs to be a Plan A or Plan B and we have
funding through md 2005 because we believe that
producers should decide a project by the end of next
year or md-2005 or the Gas Authority make deci sions
by then and the state facilitate one of those two into
happeni ng.

W think that Pacific Star Energy and having Al aska
conpanies can add new value to any project; for
exanple, nore profits would stay within the state to
hel p the Al aska econony. W can foster investnents. In

fact, it's part of our base plan to have investnents
in in-state gas wuse and value-added processing. W
w Il enhance Al aska hire. W can provide assistance

obtaining pipeline permtting across Native and other
| ands and we want to assist in transportation of the
state's share of royalty gas and, as WMrk Hanley
tal ked about, for smaller producers we think we can
assist smaller producers in helping transport their
gas. Ve certainly can assi st in gover nnment
relationships and we wll deliver on our share of
capital. To date we're fully funded through mdyear
2005 and then at that point, phase 2.

Let ne get to the bottomline of what we think is the
opti mal business plan. One, Al aska should foster both
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these projects and the work continuing for the next
two years. Alaska should not choose one over the
other. It would be a big mstake and | say that from
havi ng marketed gas and havi ng marketed LNG throughout
Asia. As an old nmarketer, the worst situation you can
get into is to market to one market. They, then,
dictate the terns. Alaska should get its gas to
multiple markets. | envision soneday that there wll
be a project that's the Lower 48 pipeline. It wll go
into Alberta and from Alberta will be expansion of
lines to the Pacific Northwest, Chicago, and New
England. | envision that soneday there will be a spur
pipeline built down to Val dez, or perhaps even extend
the pipeline to the N kiski area and extend that LNG
plant's life for shipnents to the West Coast. W would
nmake a mstake to ship only to the Wst Coast. |
wor ked that nmarket. |'ve made a |lot of noney and |'ve
been burnt in that market. |'ve nade a |ot of noney in
the Mdwest and |'ve been burnt there too. You want
four or five regional markets that you're into that
you can play one off the other based on the regional
econonm c conditions - one percent growh on the West
Coast now and the gas demand - 1.5 percent is being
forecast in the upper Mdwest and the New York area.

W hope that we can play a role. W hope this tine
when the natural gas industry evolves, that Al askans

will owm at |least ten percent. | will tell you this -
| do think to keep an eye, very clearly, on the
national policy - on the energy policy act - if that
passes, | think there is a high chance and then also

if the majors are able to negotiate a satisfactory
agreenent with the Adm nistration and the Legislature,

| do think you'll see chances higher than ever - and
|'"ve been in this business 30 years - | think the
chances are highest ever that a decision will be nade

to go ahead by the end of next year.

If the national energy policy act does not pass, |
think you'll find the mjor producers, and | cannot
speak for them if | were them | would not go ahead
with the project without that passing. At that point,
|'"d give M. Heinze as much noney as he needs. On the
other hand, if it passes, | think the timng for the
Gas Authority is not 2004. | think we have to play it
out with the major producers to the end of 2004,
cooperate, nmke that Jlarge project into nultiple
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mar kets happen. |If the producers aren't noving ahead
by the end of 2004, 1'd give the Gas Authority the
noney they need in 2005. And that sort of waps up ny
personal perspective.

REPRESENTATI VE HEINZE said she heard two nessages from M.
Thonpson: one that the state should go down this road and get
behind both projects; and second, wait another year and then
give the Gas Authority the noney it needs.

MR. THOWPSON expl ai ned that he was tal king about noney beyond $3
mllion for the Gas Authority. He repeated that he believes both
efforts should continue. He believes the Gas Authority wll need
far nore because if the mjor producers cannot announce a
project after a successful energy policy act, the producers
should not be criticized because for them the project is not

conpetitive with other projects in the world. However, it wll
be tinme for Alaskans to build this project. He thought the ngjor
producers would be willing to sell their gas at that point.

REPRESENTATI VE HEI NZE asked, "So, 1in that case, would you
grubst ake it?"

MR. THOWPSON said he has not |ooked at the full budget to know
what the grubstake is. He said his grubstake is about $1 mllion
for the next two years. He added as a nmanager in any one of
t hese conpanies, it is foolish to only cone in with one project.
These conpanies always conpare tw or three projects so
certainly the major producers would understand that the state
needs to look at nultiple projects. He stated he opposes funding
LNG in 2004. He said it is inportant to play out what the nmjor
producers are going to do. He said if the national energy policy
act fails for the Alaska gas pipeline, the state needs to be
prepared to fund a lot nmore than $3 mllion for the Gas
Aut hority.

REPRESENTATI VE FATE said the tinmeline M. Thonpson has proposed
is longer than many legislators want to see. Gven that, and
havi ng acknow edged that the mmjor producers are in contracting
di scussions with the Adm nistration, he asked if Plan A could be
forged on the premse that the national energy policy act wll
be enacted, since everything indicates it wll. Back-up plans
could also be devised in case the national energy policy act is
not enacted, which would prolong the tineline. He asked why sone
presunptions can't be nade that would shorten the tineline.
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MR, THOWPSON said Pacific Star Energy's Plan A would go into
effect if the energy policy act does pass because there are
positive signs. Negotiations wll continue and agreenments wth
the maj or producers would be wapped up by year's end. Early in
the legislative session, the producers and Admnistration would
propose the agreenents for legislative approval. During the | ast
hal f of next year, the boards of the directors of the three
maj or conmpanies would approve noving to the next step.
Permtting would occur in 2005 and 2006 and pipe would be laid
in the ground in 2007 through 2010. Gas sales would begin in
2011. LNG spur lines could be built soon after that, as new gas
reserves are discovered. He advised that he would not sell nore
than 3 to 4 bcf per day from Prudhoe Bay due to oil |oss but new
gas discoveries could happen once the line is built. Conpanies
will be exploring and there will be plenty of gas for an LNG
project as well.

MR, THOWPSON said Plan B would kick in if the energy policy act
does not pass. Alaska's view mnust be nore |ike that of
| ndonesia, Qatar, and Ml aysia. Those governnments get involved
and do what the Alaska Gas Authority is talking about. He said a
New York Times article from the previous day reported that
Senpra Energy and BP cane to an agreenent on the Tangguh project
in Indonesia. That project is at tidewater so no pipeline is
necessary. Labor costs are one-one hundredth of the costs in
Al aska. He said other governnments often help fund the LNG pl ant
at a zero or very small return. He said when ARCO was in
di scussions, governnments would help sponsor the LNG plants,
which is why Indonesia is one of the nost conpetitive suppliers.
He said Alaska will have to play nore of that kind of role if
the energy policy act does not pass or if the major producers do
not nove forward by 2004 or 2005.

REPRESENTATI VE HEI NZE asked M. Thonpson to provide his conments
in witten form He agreed to do so.

CHAI R OGAN asked M. Mers to testify.
TAPE 03-52, SIDE A

MR MARK MYERS, Director of the Division of QI and Gas,
Department of Natural Resources (DNR), said he would first
address sonme questions that canme up earlier. The first question
was what m ght happen, regarding in-state use, with the RIK gas
contract. He said that contract has been negotiated but has not
been approved by the royalty board or by the Legislature. That
contract requires a preference for in-state use so it would not
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be in conflict with the general state policy of providing in-
state use for gas, provided the state gets at |east the end-
val ue revenue fromthat gas.

The second question was about oil loss in Prudhoe Bay. If no
additional mtigation was done in terns of additional gas cap
water flood or CO, reinjection into the reservoir, the off-take

woul d be about a 2.5 bcf per day or up to 500 mllion barrels
per day in a worst case scenario. |If mtigation involves
additional increnmental water flood into the gas cap, a CO

reinjection into the reservoir, the nunber is probably closer to
200 mllion. That presunes the beginning off-take of gas in 2010
or 2011.

CHAI R OGAN not ed that depends on where the gas is taken from

MR. MYERS said that assunes about 2.5 bcf per day com ng out of
Prudhoe Bay for the first 18 to 20 years of the gas |ine. Sone
increnental oil would be picked up in the later years, past
2030, from Prudhoe Bay because the economcs of operating the
field are better in the off years when production is low. He
said there is a wedge of increased production for tinme, but
there is a net loss of oil due to the | owering pressure.

The third question was related to the state's rights to produce
gas. MR MERS said the state does own its gas. The state can
control gas off-take through its plan of devel opnent or plan of
exploration through wunitization because it has the |ease
contract rights. There is also an inplied covenant to market
with the | eases. That said, the state cannot just say it wants
its share of the gas out of the field right now - that would
have to be part of a negotiated deal. If there is a nmarket and
the gas is not being produced, the state does have sone rights
under its | eases under the unitization rules.

MR MYERS said his presentation would include a review of
Al aska's gas resource reserves, where additional gas mght be
found, and what the division knows. He then gave the follow ng
testi nony based on a slide presentation.

If you look at this first slide, we have about 19
percent of the U S. total gas reserves, and that's the
Prudhoe Bay and Point Thonson reserves and sone
associated gas in the other fields on the North Sl ope.
If you look also in those areas in green, there are
other areas that are very under explored or virtually
no exploration has occurred for gas in these
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sedinentary basins. |Indications are nobst of these
areas in green are very gas prone and would contain
gas that could be potentially commercialized. You can
see TAPS is on there for scale but you can imagine a
southern gas line route that will go past nultiple
| ease basins.

So I'mgoing to walk through the situation in sonme of
these basins but first 1'"'mgoing to talk a little bit
about what 1is there, again, our 35 or 36 tcf,
depending on if you count associated gas in the
fields. Then you have the upside potential, the anpunt
of gas people estinate mght be there and mght be
technically recoverable of that anpbunt of gas in place
- a pretty substantial |arge nunber - about 160 tcf is
the current estimate. That nunber, of course, is just
an estimate. It's froma nultiple series of estimates
fromeach basin that's broken out in this slide.

The ot her unconventional resources are huge in Al aska.
As nentioned, gas hydrates, as M. Hanley nentioned
with Anadarko's testinobny - a very incredibly large
quantity of gas hydrates exist and sone of that
directly underneath Prudhoe Bay and the Kuparuk River
oil fields.

And then the last big category, the unknown, is
coal bed nmethane and 1'Il talk a little bit about those
nunbers. You can see those nunbers are just incredible
in size - you know, 33,000 tcf or so in the hydrates
and 800,000 tcf in coal bed nmethane. Those are sort of
in place nunbers, no economc filtering. The economc
nunbers, obviously, would be way less than that but

still, a huge potential gas resource.

If you look at activity in Alaska, very little
activity on the North Slope in fact, basically no
drilling activity has been done specifically for gas.
It's all been related to oil. Gas discoveries have
been incidental to the oil discoveries. W know

there's a significant quantity of gas in NPRA, we know
in the Prudhoe and Point Thonmson units, but basically
if you look at the rest of the North Slope, very
littl e gas has been explored for.

If you Ilook geologically though, in incidental
encountering, alnost - this is the geological colum
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of the North Slope, all the little - on the right are
the red dots listing fields and formations, but it
just shows you that all the way through the geol ogic
colum, there are major gas shales. If you |look at the
potential gas in the future, it will cone from sone of
those wunits Ilike the Blue Lisburne wunit in the
foothills. It's very akin to simlar basins that occur
in the Rocky Muntain areas and in British Colunbia,
but are virtually wuntested. Sone wells have been
drilled in the foothills that do have gas shales at
these intervals but no nodern wells have really been
drilled to test the potential. But certainly the
geol ogy suggests it's there. There's a general
concurrence between the conpanies doing exploration in
the foothills that the gas, in fact, is there and that
their problens aren't so nuch exploration risk but
they' re commercial risk

To show you the North Slope situation again, | said no
wells really drilled - | wll caveat that with the
exception of Anadarko's gas hydrate exploration test
just south of the Kuparuk and Prudhoe area. But if you
|l ook on this map, this kind of shows you nmnultiple
things. It shows you in green the outline of the
sedinmentary basin. The pink and brown colors are
current state |eases and federal |eases and then the
hatched areas are the coal nethane that occur and the
area in the green line is the gas hydrate stability
field where we m ght expect to find the unconventi onal
gas hydrates. So on the North Slope you overlay
multiple different types of potential gas. Again, the
primary source here that you wuld Ilook for is
conventi onal gas.

As you nove further south in the area where you see
that large lease block in the bottom of the green
area, that's in the North Slope foothills. That is an
area that we believe is domnated by gas, it's
dom nated by very large geologic structures. It's very
akin to the Rocky Muntains or the British Colunbia

over-thrust belt. It is an area where conpani es have
| eased a substanti al anount of acr eage. Those
conpani es i nclude PetroCanada, Anadar ko, Encana,
UnoCal, Burlington Resources, and sone others in

| esser anounts. But they are banking on geologic
concepts primarily for gas. At this point, they have
not drilled any wells on those |eases. They have shot
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sone seismc data. They've re-valued it and done a
series of field works like, as M. Hanley said, have
| ooked at the wells but they have not vyet drilled.

They have no plans that we know of for drilling in the
ar ea.
Gas hydrates - 1'll just say basically gas hydrates

are nethane that's frozen in a crystalline matrix. The
i nportant thing about hydrates is the volunetrics in
hydrates are huge for the given area - about 180
times. A conventional gas volume and a block of
hydrate are the sane size.

This just shows you under the existing infrastructure
where the known hydrate accunulations are. The neat
thing about the North Slope is these hydrates exist
underneath the existing infrastructure. The pads and
wells are there. A trenendous anount of data exists on
their location but not a whole lot of data exists on
how we comercially produce those. Anadarko's project
is one of those. BP has a project where they're
| ooking at it as well, both of these partially funded
by DOE

CHAIR OGAN asked if they either have to figure out a way to
change the chemi cal conposition of the hydrate to release the
gas or heat it up.

MR. MYERS explained it is the sanme problemwith ice water where
the phase is changed with tenperature or the pressure regine.
Changi ng either one changes the stability field and the hydrates
will come out of solution. R ght now nost of the data is known
because when the wells are drilled through the hydrate zones,
the wells are drilled quickly to try to case them off so that
the hydrate field is not accidentally destabilized. The bottom
line is that a great deal of data is available and the potenti al
reserve is equivalent to or larger than the known gas reserves.
He said that |ooking at any place in the world that will have
| arge scale hydrate production, it wll conme from the North
Slope first. Also associated with the 36 tcf nunber is sone free
gas in the shall ower zones.

MR. MYERS said he would discuss the area south of the foothills.
The North Slope and foothills have trenendous potential and

contain enough gas to supply nultiple projects. Wthout drilling
to quantify those resources, no proposals can be taken to the
bank. The state clearly needs to stinulate exploration drilling
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in the foothills to get a better understanding of the nunbers.
Moving south, Alaska has nearly half of the nation's coal. It
underlies about nine percent of Alaska's surface nmass. Mich of
that coal is of the right rank and properties to produce coal bed
nmet hane. Coal bed nethane nunbers range to 1,000 tcf or nore.
Unl ess the coal bed nmethane can be produced economcally, that
nunber does not have a | ot of meaning.

MR. MYERS reviewed a map of the Interior basins and the pipeline
corridor and the resources that could be reached along that
corridor. Both coal bed nethane and potential gas are in the
Yukon flats, Nenana basin, and the mddle Tanana basin. The
state has done an exploration licensing program in several of
these basins. Exploration work permts are required under a
| i cense proposal. Exploration |icenses have already been issued
or will soon be issued for over 2 mllion acres. The Ilicenses
are about to be issued in the Susitna basin, the Nenana basin
and the Copper River basin. He said the few wells that have been
drilled had gas shales in them but the value of those reserves
have not been fully quantified. Wthout a distribution system
the economics will always be problematic wth the exception of
Fai r banks, where there is a local market for a sufficient anount
of gas.

CHAI R OGAN asked who has the exploration |icenses.

MR. MYERS sai d Andex Petrol eum has the |icense in Nenana; Forest
Ol has two license proposals in the Susitna Basin; Peer Flane
(ph) has one south of Susitna, and Andex and Forest Q| have one
in Copper Rver. In addition, three parties have shown interest
in a license proposal for Bristol Bay. He noted the Copper River
Basin is domnantly gas prone and the Susitna Basin is an
extension of the Cook Inlet Basin.

MR. MYERS said he woul d next discuss sone of the issues in Cook
Inlet. O about 11 tcf of total gas reserves in Cook Inlet at
one tinme, 9 have been produced, so about 2 tcf remain. Mst of
the gas in Cook Inlet was discovered in a search for oil. O the
largest 10 fields, only one was specifically found while
exploring for gas. Cook Inlet has historically had nore gas than
mar ket and the gas was stranded, which is why the LNG plant and
a large-scale fertilizer operation were built. That is changing
now. Current usage is about 220 bcf per year. The chart shows
the distribution of that gas use.

REPRESENTATI VE HEI NZE asked if all of the Beluga Point electric
generation is based on gas reserves.
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MR. MYERS said that is correct; it is all gas generation based
on the Beluga River field. He said that Southcentral's entire
infrastructure is dependent on gas, from energy to its econony.
The whole economic picture will change if there is not enough
gas. He noted the wutility market uses much nore gas during
certain periods of the winter than the chart denonstrates. He
said historically, there has always been extra gas but now gas
has to be put in storage to neet peak demands. The wutility
mar ket pays nore for gas than the LNG export or fertilizer
mar ket because the wutilities nust have it. The demand for
utility gas has spurred nore exploration.

REPRESENTATI VE HEI NZE said she does not believe people realize
how vul nerabl e they are.

MR. MYERS said a ten-year supply is in bounds but we need to
find nore reserves. As gas supply has dw ndled, there has been
nore exploration. Mst of that exploration is deliberately
focused at market. For exanple, Northstar's goal is to provide
gas to the Honmer market. N nilchik's goal is to provide gas to
the utility market. He said the question is how long is it
sust ai nable and what is the reserve base. He said the good news
is that exploration is occurring due to the gas price.

MR. MYERS said one of the key drivers in the |long-term supply of
gas for Alaska wll be coalbed nethane, particularly for
Sout hcentral Alaska. To that end, the state has shallow gas
| easing and a large conventional pioneer unit in the Wsilla
area. He said it is inportant that the state find out just how
comercial coal bed nethane is. To date, Evergreen Resources has
drilled eight wells and is now testing them There is a |ot of
tension in Al aska because these projects are being chall enged
environmental ly. The resource sits in an area with a fairly high
popul ation density, by rural Al aska standards. He said it is
inmportant to understand the resource because it could be the
supply to fill the gap for Southcentral Al aska.

MR. MYERS said another potential area for exploration licensing
and |l easing are the onshore portions and state water portion of
the Bristol Bay-Al aska Peninsula area. The local comunities
approached the state |ooking for a cheaper supply of energy. The
Adm ni stration proposed several activities. He expl ained the
Al aska Peninsula area was explored up to 1985. That area has
multiple gas and oil shoals but the resource base in that area
has not been quantified. He said if commercial quantities of gas
were found in that area, it is pretty well suited for an LNG
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project. The deeper part of the basin is in the federal acreage,
which is under a federal noratorium The state is not suggesting
that the federal noratoriumbe lifted but it is planning a | ease
sale in the southern part of the basin in 2005. To that end, the
division will be comng to the Legislature and asking for a
smal|l change to its leasing programto allow the division to do
the lease sale in 2005. Under the normal process, the division
woul d have to wait until 2006 because it would have to introduce
the sale at the first session of the |egislative session rather
than the second session.

MR. MYERS said the division will play a role in helping to get
wells drilled by providing incentives. The current EIC incentive
allows the state to pay for part of the cost of data gathering.
A new state program enacted |ast year allows up to 40 percent of
the cost of the well to be credited to severance taxes. 1In
addition, the CGovernor is |looking at strategically placed roads
to access certain areas, particularly on the North Slope. In
those areas, it mght be better environnentally to create
baseline roads rather than tenporary roads or rely on partial
ice roads. He offered to answer questions.

There being no further questions, CHAIR OGAN thanked al
partici pants and adjourned the neeting.
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