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ACTI ON NARRATI VE
TAPE 04-1, SIDE A

CHAI R SCOIT OGAN called the Senate Resources Standing Conmttee
neeting to order at 3:35 p.m Senators Wagoner, Dyson, Seekins,
Ben Stevens, Lincoln Elton, and Chair Ogan were present. He then
i ntroduced staff Linda Hay, Shosh Seligman, and Chris Fannin. He
announced the commttee would take up SB 241.

"#SB241
SB 241- APPROP: NATURAL GAS DEVELOPMENT AUTHORITY

SENATOR CGENE THERRI AULT, sponsor of SB 241, infornmed nenbers
that SB 241 woul d appropriate the remaining $2.15 mllion of the
Al aska Natural Gas Devel opnment Authority (ANGDA) board s request
for $2.5 mllion made | ast year. He told the ANGDA board menbers
to be prepared to justify the need for the appropriation to the
| egislative conmttees. He noted that [after ANGDA was created
by initiative] last year, the Legislature appropriated $150, 000
to the ANGDA board to pull the organization together and make a
proposal for additional noney. He worked with nenbers of the
board and the administration to secure another $200,000 fromthe
Legi slative Budget and Audit Conmittee to undertake a benefit
analysis of in-state use. H's primary interest is to quantify
the economc benefit to Alaska citizens if North Slope natural
gas is made available through any delivery system He believes
that information would be useful to the Legislature regardless
of the entity involved in a natural gas project. ANGDA has
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entered into a contract to gather that information with Northern
Economi cs, Inc.

SENATOR THERRI AULT told nenbers that if the Legislature is asked
to enact tax deferrals or relief of any kind that would cost the
citizens of the state, the Legislature should know the value
that will accrue to the state to offset that cost. He believes
the Legi slature should ask ANGDA board nenbers to be prepared to
determine how it can partner with any project to inprove the
project’s economcs through ANGDA's tax exenpt status if the
state receives a proposal to take the resource to market
overland through Canada. He would lIike to know whet her ANGDA can
help with the economcs of an overland project. He suggested
that ANGDA might own the line fromthe North Slope to Delta to
tidewater, thereby lowering the cost of the infrastructure. He
said several legislators fromthe Southcentral area of the state
are interested in accessing natural gas, which ANGDA board
menbers have discussed. That question could also be part of an
in-state benefits anal ysis.

SENATOR THERRI AULT told the commttee that the ANGDA board
provided a spreadsheet, with a tineline, that describes how it
proposes to use the appropriation. He said as Senate President,
he referred the bill to the Senate Resources and Finance
Comm ttees. He expects the Senate Finance Conmttee to focus on
the cost justification. He asked that the Senate Resources
Comm ttee focus on how the ANGDA entity can be used to help with
the econom cs of any proposal, how it can work as a stand-al one
project and how nuch that will cost. He informed the conmttee
that he and ANGDA board nenbers were available to answer
questi ons.

CHAI R OGAN announced that Senator Seekins joined the conmmittee a
while ago. He then noted that commttee nmenbers had no questions
of the sponsor and asked M. Heinze to testify.

MR.  HAROLD HEINZE, Chief Executive Oficer of ANGDA was
testifying before the comittee via teleconference from
Anchorage. He told nenbers he has been enployed by ANGDA since
July of 2003. He introduced ANGDA board nenbers Bob Favretto,
Dan Sullivan, John Kel sey, Scott Heyworth and Andy Warw ck (who
was participating via teleconference from Fairbanks). He
explained that ANGDA is a public corporation of the state,
neaning it functions in some ways as a state agency and in other
ways as a private agency. He referred to a handout that
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justifies ANGDA's $2.15 nmillion request and made the foll ow ng
comments about its three nmain points:

...the benefits to the State of Alaska and basically
the ballot initiative that set up the Al aska Natural
Gas Devel opnent Authority passed by a very large
percentage. If you ask people what they voted for and
why they voted so strongly for it, one of the two
answers you get is that the people |lack the confidence
that whatever is done with the North Slope gas - that
it would derive direct benefits to Al aska.

So, one of the first focuses of the board was to
identify those potential benefits and you should have
in front of you sonewhere an exhibit that says
‘Benefits to Alaskans’ and ... if you look at that
chart in sone detail, you wll find that we have
identified ways that Alaska gas could be directly
i npacting probably 99 percent of the population of the
state. We think that is an extraordinarily inportant
focus for whatever we do.

What we found is that, as we | ooked at those potenti al
uses of gas in the state, that there was not enough
opportunity in terns of that volune to assure that the
pr oj ect or delivering that gas was economcC.
Basically, while Alaska uses are inportant, they are
so small in volunme you cannot construct any ngjor
project that delivers them because of the small size.

W were able then to kind of ook at how a project
like this, in ternms of an export project, would work
with those Alaska benefits and that synergy is very
inportant and that was what led us to look at an
export project as our focus. Once you start to | ook at
that export project, then a lot of the benefits becane
easy to identify and frankly becone fairly easy to
del i ver.

The second thing we did in the benefits area is that
we realized that the ~current analysis of ngjor

projects, in particular the gas projects in Al aska,
was very limted. Generally people have talked only in
terms of investor type neasures — rate of return or

return on investnment or even present worth. And those
are fine for the people that are actually investors in
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the project but they do not portray in anyway the
value to Al aska of a project.

So people then turned around and they started to add a
measure of well head value or basically revenues to the
state as a neasure of the benefit. And what we found
was that that really is a very unsophisticated neasure
of the total inpact on Al askans of these kinds of

maj or projects. So we have contracted for - and
working away already - is a contractor building a
transparent publicly usable spreadsheet npdel that
will integrate all of +the benefits, including the

econonmi c inpacts, the job inpacts, the reduced cost of
heating hones and so on, etcetera — everything we can
think of that is a potential benefit of one of these
projects and integrate it into one neasure. Wen that
project is finished in the mddle of March, then that
result will becone available for use in analyzing any
and all projects.

W will certainly continue on to do further work with
the nodel to input, in particular, specific benefits
we think we can attribute to a group like the

Aut hority. For instance, the Authority has the ability
through contracting, through work rules and other
things to cause things to be built wth a higher
Al aska hire percentage than maybe sone other entities.
And we want to understand what the inpact of that is
in terms of total benefits to Alaska. W have every

reason to believe it wll be significant but as we
finish our work in June, that full result will becone
avai |l abl e.

The second basic area that ANGDA nmekes a contribution
in has to do with what | call broadly the business
structure issues. This is to recognize that one of the
very powerful things we discovered very quickly, as we
started to look at how the Authority could do its
busi ness and what powers and opportunities it was
given, was we realized in performng a public service
of transporting a public resource, was tax exenpt. And
we then have |ooked at business structures that wl

allow us to pass that tax avoidance on to |owering the
cost of service of delivering the gas. That
contribution is probably nore significant than any
other single factor that has ever been discussed in
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terms of making these projects work and 1’1l show you

sone nunbers in a little bit that naybe wll
illustrate how nuch that is but | would ask you to
realize that 1is an extraordinarily inportant and
powerful tool. It is a tool that can be applied not

only to the LNG project, but it is a tool that can
i nfluence the nmarketability of North Slope gas to any
mar ket under any circunstance.

Now there is a |ot we have to understand about the dos
and don’ts of how to keep that tax advantage. But |
assure you it is extraordinarily inportant in terns of
the totality of what the state has to contribute
towards bringing that public resource to nmarket.

W also obviously, as part of that, will look at the
funding and a |arge nunber of other issues of who we
can relate to, how we can relate to them and how best
to structure our business. These are issues that are
of billion dollar inpact so we have tried to hire sone
of the best people we can find anywhere to advise us
on the structure issues.

And then finally, we talked specifically about the
project that we are working on, which is an export
project. | have provided in the information | gave you
a table that shows the ANGDA project concept and
costs, which shows basically four different project
elenents: a treatnent plant on the North Slope, a
pi peline, a liquefaction plant, and the LNG tankers.
The total cost of those elenments is $12 billion.
Again, this is based upon fortunately a lot of public
work that is available as a result of Yukon Pacific’'s
efforts and frankly because of sone results that have
been released by other people. It does not represent,
at this point, any detailed engineering. There are a
| ot of inprovenents, we believe, that can be nade in
the quality of +that cost estimte. However, our
opinion at this point is that the estimate is probably
high rather than Iow and, again, each of the
i ndividual elenments there is part of our funding
requirenent to refine the quality of those estimates
and, in particular, look for the opportunities for
cost savings.
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In this case, the nobney you Il see is barely over a
mllion dollars to acconplish that. You all are aware,
for instance, the producers have recently done a
study. They spent over $100 million to |look at a high
quality cost estimate for their project. To even do

this estimate in a feasibility phase if | was back in
[the] private sector, | would estimate the cost to do
this at 10 or 20 or 30 times nore than what 1’'ve

allowed for here. One of the reasons we can do this
for a lesser cost frankly is that there is a lot of
information available to us. Yukon Pacific has been
nore than willing to share information with us. W
al so get sone very free expert advice from a conpany
called M tsubishi and that allows us to place
confidence in sone of these nunbers w thout having
spent a | ot of noney.

p. m
If you take the $12 billion as a starting point, and
you start to look at the economi cs of the project, the
first calculations | nmade are illustrations on a table

cal l ed ‘NOTI ONAL Cost of Service Conparison’ and these
nunbers are a single value expression of the cost of

noving North Slope gas ... to a port in, say, the West
Coast. The first entry in the table is $2.90. That is
the nunmber | would calculate if | was a conmerci al

busi ness investing in a high risk project such as this
kind of a transportation project and expecting to earn
a fairly high rate of return. And what | got was
$2. 90.

Now t he way you use these kinds of nunbers is - to get
you a rough feel of where you are in terns of the
mar ket and everything else - if, for instance, | was
to assune the market at the wellhead price was $1, |
woul d add $1 to the $2.90 and that would say the val ue
delivered or the value |’ve invested in getting the
gas to market in, say, Long Beach, is $3.90 - $2.90
plus $1. Wwell, if you looked at the marketplace in
Long Beach today, it would be sonething over $5. Well,
you vyell Hallelujah at that point because that’'s a
good deal because you're getting $5 for sonething
that, including your return on your investnent and
everything, you spent $3.90. Unfortunately the problem
is that people don't project that the price in Long



Beach will be $5 for an extended period of tine. The
price they do project is nmuch nore in the range of $3
to $3.50. And, again, if you ask a lot of experts and
poll a lot of folks, very few people predict prices
bel ow $3 but nopbst would not predict prices over $3.50
inthe long term

So if I was a commercial conpany, | would conclude,
based on [those] kinds of nunbers and that kind of
thinking, that the project is not economc. That is
what basically ConocoPhillips told us in July of |ast
year and that’s what led to this cal culation because |
said sonehow that isn't reflecting what the Authority
woul d do.

That leads to the second colum. As a public service
transporting the gas, we are not taxable. If you
elimnate the tax, the nunber $2.90 drops to $2.20.
And now if you add a $1 wellhead value to that and
it’s $3.20 sitting in the port of Long Beach

[indisc.] 1'd be very happy today with $5 but | am
very resilient even in a world where prices are
rangi ng between $3 and $3.50. And then | did one nore
calculation to try and test what at the extrenme - and

| say at the extrene the Authority could do - if it
wanted to lower its cost structure to the absolute
| owest nunber it could visualize. And | nade the

assunption that instead of building a pipeline, we're
building a highway for gas, because when we build a
hi ghway in the state of Al aska, we don’t ask oursel ves
the rate of return. W believe that the economc
activities we generate by connecting A and B is worthy
of the investnent and all we require is that we be
able to service the debt of the bond that we built the
highway with. And if we took that approach on the
pi peline, now our cost of service nunber drops to
$1.65. And that is inportant because when we | ook at
all the other projects that we would have to conpete
with, $1.65 is superior to all those projects.

So that says, at the extrene, the Authority has the
ability to conpete even in a highly conpetitive world,
even in a world where we have sone di sadvant ages. But,
the trenendous advantage of an infrastructure approach
or approach that could not pay federal inconme tax is
very significant.
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4:00 p.m

CHAIR OGAN said he has listened to a |ot of energy analysts at
Energy Conference neetings this year and heard that a | ot of gas
is closer to tidewater with a much cheaper wellhead price. He
asked about the cost of building a liquefaction plant.

MR. HEINZE said in this case, ANGDA included a cost of $4
billion. However, a nodern-designed plant would cost |ess.

CHAIR OGAN said he was told the cost was about $1.5 billion but
suggested the cost my be <cheaper in sonme other foreign
countries. He then stated, “The overriding consensus of all the
talking heads in the oil industry and the analysts is that the
world is awash in LNG right now.” He expressed concern that a
stand-al one project mght not be as economcal as a project
desi gned around the hub concept. He said what is nobst inportant
now i s that ANGDA justify why it needs the noney.

MR. HEI NZE stated that ANGDA is very sensitive to the fact that
the LNG project is one that would have to conpete in the market.
However, that can be said about any project that noves Al aska
gas to market. The [state] has not had any extensive discussion
about the market penetration issues related to any of the
projects. He pointed to two key slides he included in ANGDA s
briefing package. One shows the Asia-Pacific key LNG suppliers,
whi ch proves Chair QOgan’s point that a lot of gas is avail able.
That gas is controlled by entities such as Shell, ExxonMbil,
BP, Chevron Texaco and ConocoPhillips. He told nenbers the five
“mega- maj ors” have, by nerger, made it clear that they intend to
be very domnant factors in LNG Wthin the last nonth,
ExxonMbbi| and ConocoPhillips announced major investnents in
Qatar. In addition, BP has announced nmmjor supplies from
I ndonesia to the Wst Coast. The market is very dynamc and
conpetitive.

MR. HEINZE said the basic fundanentals of what he is trying to
describe are illustrated on the next table, entitled ‘Estinmated
Cost of Service Conparison to the Wst Coast of North America,’
produced by ConocoPhillips. ConocoPhillips broadly explained how
it calculated the nunbers. The table shows the prices delivered
from various countries to the Wst Coast vary from $2.20 at the
low end to $2.90 at the high end for Alaska LNG He said he has
al ready discussed how ANGDA can very successfully conpete wth
any of those prices. He said he is not prepared at this nonent
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to prove that but the information available provides enough
insight with which to determne that ANGDA has the opportunity

to conpete. The people who will ultimtely nake that judgnent
are not in Alaska; they are nost likely the bankers who wll
deci de whether to |oan the state the noney and they will provide

the test of whether the project economcs are there.
4:05 p.m

SENATOR DYSON asked M. Heinze to address the problens
associated with the Jones Act and the ability to build, buy or
rent tankers in this world market.

MR. HEI NZE said that ANGDA has taken the view that the Jones Act
is an issue that mnmust be dealt with. It creates a problem in
that the portion of gas shipped to the Wst Coast must nove in
nore expensive tankers. The question of how nuch nore expensive
those tankers will be is open. The Jones Act clearly mandates
that the tanker hulls nust be U S. built; it is also clear that
the tankers’ interiors could be installed at a foreign shipyard.
ANGDA has | ooked at ways to reflag some of the older U S built
tankers and at other |ogistical approaches to the problem He
offered to furnish the conmttee wth papers made available to
ANGDA by the Attorney Ceneral’s Ofice that illustrate the range
of solutions available. He said he has not concluded which
solution is best. He pointed out:

In any case, the Jones Act inpacts $2 billion of the
$12 billion investnment and even when | paint the worst
case of the Jones Act, it won't add but a half billion
dollars to the cost estimate ... W don’t have to have
all the tankers be from Anerican shi pyards.

He said he does not see the Jones Act issue as threatening the
econom c viability of the project.

CHAI R OGAN asked M. Heinze if his assunption of $1 is a price
t he gas producers would be willing to accept.

MR. HElI NZE said he would not negotiate price in public for many
reasons. In addition, ANGDA was given the authority to buy and
sell gas if that is necessary. At this point, ANGA has not
determ ned, as a matter of business structure, whether it would
be a transporter of gas or a buyer and seller of gas. He
referred to the conceptual schedule and pointed out that one of
the first things to happen when ANGDA deternmines feasibility is
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that an open season would be declared. ANGDA w |l determ ne
whether it needs to be a buyer and seller of gas only after that
occurs. It is possible that ANGDA could propose such a great
project that all gas owners would rush forward, requiring ANGDA
to consider expanding the gas line. He said he used $1 because
of the ease of the arithnetic but he has reason to believe the
producers turned down an offer of 75 cents and, because $1.35
showed up in the national energy legislation, he believes that
is the high nunber an investor would consider in a risky
project. If ANGDA were to offer a price for a no-risk project,
he suspects it would be lower than $1. That is how he would
approach the problemif ANGDA were the buyer.

CHAI R OGAN said he has been hearing, “Build it and they' |l sel
you the gas.”

MR. HEINZE said the project schedule illustrates some of the
nore project-oriented steps necessary to nove through a
feasibility phase that allows one to obtain funding. The first

step involves the $2.5 mllion appropriation that will pay for
the feasibility study to be conpleted by June of 2004. That
study wll provide enough information from which Governor

Mur kowski, the Legislature and the public can determ ne whether
this project is worthwhile. If the project is deened as such, a

series of things wll happen over the subsequent 24 nonths.
ANGDA woul d sell $200 million worth of financial instrunents to
investors who are willing to accept a lot of risk. The $200

mllion would be used to determ ne who wants to ship on the gas
line, the details of the design, the necessary financial
arrangenents, the required permts and other information to
present to the investnent banks who do not want to take risk and
woul d sell $10 mllion worth of bonds.

MR HEINZE said if ANGDA receives this appropriation, its

m | estone will be the June report because unless ANGDA, Governor
Mur kowski, the Legislature, and the public see the project as
feasible and want to go forward, there will be no way to raise
noney.

SENATOR LINCOLN asked M. Heinze if ANGDA has devel oped any
criteria to be wused by the four groups to determne the
feasibility of the project. She also asked whether his reference
to the public neans he is proposing that the question be put
before the voters.
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MR. HEINZE said the bill contains a list of 11 requirenments to
be addressed in the developnment plan. He believes the |Iist
contains the kinds of things necessary to use as a decision-
maki ng tool. Regarding feedback from the public, he believes the
gover nor and Legislature wll seek feedback from their
constituents. In addition, any broad consensus shows up quickly
through the nedia. In addition, ANGDA has considered issuing a
grubst ake bond certificate and offering Al askans the opportunity
to participate in the high-risk investnment group. He said a
recent poll conducted by a local television station reveal ed
that 40 percent of those polled believe the gas line is the nost
i nportant issue before the Legislature this session.

SENATOR LI NCOLN asked how ANGDA proposes to get the approval of
the Legislature.

MR HEINZE said if Governor Mirkowski and the Legislature
believe this to be a very inportant topic, they m ght convene a
special session. He then said the last part of his presentation
involves the funding plan, which is broken into three major
categories. The ANGDA category represents the cost of the
Authority itself. The business contract category is conprised of
contractors who wll answer the business related questions
regardi ng taxation, marketing, financing and the econom cs. The
| ast category represents those contractors that would be | ooking
at project related issues. He noted ANGDA has already spent the
$350,000 it was authorized to spend on contracts. A mninal
amount of the additional $2.15 mllion would go to ANGDA itself;

the vast mmpjority will be spent on contracts, primarily for
engi neering design. He said the contract noney would be spent by
June of this year. The business contractors will provide advice
that is relevant to any project, any structure, and any business
aspect of ANGDA. The project contracts wll be a little nore
specific and will focus on the design aspect and the route to
Val dez.

4:20 p.m

SENATOR LINCOLN said she was just notified that Governor
Mur kowski will be holding a press conference tonorrow on the
natural gas pipeline. She asked if that press conference is in
conjunction with what ANGDA is doing.

MR HEINZE said he knows no nore than Senator Lincoln and

presunes the press conference is about potential sponsors of
another gas pipeline. He enphasized that ANGDA, since its
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inception, has |ooked at ways to nmke its project fit with a
hi ghway project; it sees itself as conpatible and not in
conpetition with a gas line that follows the highway route.

TAPE 04-1, SIDE B

CHAI R OGAN announced that he expects to receive information from
the Alaska Ol and Gas Conservation Comm ssion (AOGCC) next week
on the effect of the drawdown on gas from the Prudhoe Bay unit.
He asked conmittee nenbers to review that information. He then
noted that Senator Elton joined the commttee sone tinme ago and
asked M. Anderson to testify.

MR. NELS ANDERSON, Jr., thanked Senators Therriault and Wagoner
for introducing SB 241 and SB 247. As a supporter of the
initiative that created ANGDA, he appreciates the fact that the
Legislature is following through on that initiative. He
expressed confidence in M. Heinze's ability to nove this
project forward; he has diligently noved ahead despite the fact
that ANGDA has not been adequately funded. ANGDA needs all of
the support it can get as it presents an opportunity for all

Al askans to lower their costs of energy and it wll provide
jobs, especially in Bristol Bay. In addition, it will bring new
revenue to the state treasury, benefiting schools and

communi ti es.

MR.  PAUL FUHS, representing Backbone 2, told nenbers that
Backbone 2 is a citizen organization dedicated to the
expedi ti ous devel opnment of Alaska’s North Slope gas reserves in
a way that would provide maxi num benefits to Al askans. Backbone
2 is mde up of past and current political |eaders, wunion and
muni ci pal representatives and ordinary Alaskan <citizens.
Backbone 2 will be publishing a series of full-page ads and w ||
be | aunching a website.

MR. FUHS said that Backbone 2 sees potential benefits to public
ownership of the project. Al nost every other jurisdiction in the
world that <controls its resources participates in simlar
projects in an ownership fashion to provide nore benefits to its

citizens. In Qatar, ConocoPhillips agreed to a 30 percent take
while Qatar will receive 70 percent. He said it is hard to
i magi ne that ConocoPhillips would not be willing to participate

in some way with one of the states in Anmerica. Backbone 2
believes one of the main benefits of the ANGDA project is that
it could actually be built. The heads of ConocoPhillips, BP and
ExxonMbbi| have recently stated that the Canadian highway
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project is not economcally feasible without price subsidies. He
asked nmenbers to take that into consideration when it decides
whet her to take the stranded gas applications seriously.

MR. FUHS said a few conpani es have shown that the ANGDA project
could generate $1 billion per year for Al aska, based on a 12
percent rate of return. The oil conpanies say that is not
enough, they want a 15 to 20 percent return. He said |egislators
need to decide whether $1 billion per year is enough for Al aska
in its current fiscal environment. The choices, if the state
cannot raise revenues through resource devel opnent, are taxes,
| oss of permanent funds and further reduction of governnent
services. He said if LNG can be transported to tidewater, it
could be noved around the state. At a recent presentation in
Anchorage, Enstar said the last contract it signed resulted in a
14 percent increase in gas in Southcentral and that in five
years it will be cheaper to inport LNG from Indonesia to Cook
Inlet than to buy fromthe producers in Cook Inlet.

MR, FUHS said it is not unusual for governnments to be involved
in gas projects these days. Several countries and the states of
Wom ng and CGeorgia fornmed authorities simlar to ANGDA to build
projects that the private sector would not build, especially in
the area of transportation. He said the funding for ANGDA coul d
also help provide sone of the analysis that Senator Ogan

included in his bill, SB 271, in terns of potential financing
for a portion of the Canadian line. He pointed out ANGDA s tax
exenpt status will provide a 30 percent reduction in inconme tax.

The ANGDA initiative was witten to give ANGDA the flexibility
to partner with the private sector. He said he provided nenbers
with the results of Proposition 3 by election district to show
how their constituents voted on the initiative. He asked nenbers
to respect the wll of their constituents and support this
| egi sl ati on. He added that the highest wel | head price,
wor | dwi de, that Backbone 2 has been able to find is 85 cents in
Trinidad so $1.35 is outrageously high. He repeated that ANGDA' s
nmodel is based on $1.

CHAI R OGAN commented the wel |l head price contracts are not public
i nformation.

MR. FUHS agreed and told nenbers that BP conpl ai ned because it
had to pay too nuch at the wellhead for its LNG project in
Trinidad so the information was published in a trade
publication, which is where Backbone 2 found it.
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CHAI R OGAN questioned how Backbone 2 would know that the price
isn’t higher el sewhere.

MR. FUHS said at the Asia Pacific Conference held in Anchorage,
a few different analysts from Asia posted wellhead prices. He
said it is his understanding that M. Heinze plans to contract
wi t h Wbod- Mackenzie for information on international projects.

MR CGEORGE BRIGGS, Director of the D llingham Chanber of
Commerce, said the Dillingham business community is very
concerned about the cost of energy. Wst coast communities
experience a very high cost of energy, which translates to added
expenses to citizens and high energy costs make it very
difficult to attract new business. If ANGDA is funded, it can
provide information about a better energy delivery system to
comunities. The Dillingham Chanber of Comerce supports this
| egi sl ati on.

CHAIR OGAN asked M. Giggs if DIllingham is planning to ship
LNG i n.

MR. BRI GGS said that would be the ultimte goal

MR. SPUD WLLIAMS, testifying on his own behalf, told nmenbers he
believes SB 241 is appropriate in that it shows BP is serious
about developing the gas. He believes BP has held the gas
hostage so that it would not conpete while it devel oped fields
all over the world and solidified markets in overseas narkets.
He noted when ARCO began tal ki ng about devel opi ng Al aska gas, it

was taken out of the picture and all of a sudden ConocoPhillips
becane a partner in the gas fields on the North Slope. He
poi nted out the study ConocoPhillips did was based on natural

gas only, not on natural gas liquids. That study showed a 10
percent margin, which is considerable on a project of that size
and excluded a large potential profit margin from natural gas
liquids. The original gas line feasibility studies from Prudhoe
Bay to the coast showed that natural gas liquids and the other

resources |isted by M. Heinze, such as the petrochem cal
industry, in Jlarge part made the project feasible. O her
governnments involved in a gas line would want to strip the

natural gas |iquids because they know its worth.

MR. WLLIAMS indicated the petrochem cal industry wll provide
|l ong-term enploynment. He said the state nust tax the gas in
place so that it is a liability to the [producers] before they
| et that gas free.
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CHAIR OGAN stated, for the record, that he told the Canadi an
energy mnister that Canada couldn’t have all of the |iquids.

MR. RAY SCANDURA, representing RPC Energy Services, told nenbers
the cost of the infrastructure for a gas line is substantial and
the marketability of the liquefied natural gas wll be the
deciding factor. Al askans pay the highest prices for their daily
energy use because Alaska is at the end of the run. This project
will give Alaskans a reliable fuel supply. He believes that
al though the cost savings are difficult to calculate, the
marketability will pay for the infrastructure and the long-term
benefits to rural Al aska will be i mense.

4:41 p. m

SENATOR LI NCOLN asked Deputy Comm ssioner Porter to respond to
M. Heinze’'s coment regarding the Governor’s press conference
tonmorrow that the ANGDA project will go hand-in-hand with a
hi ghway route gas |ine.

MR. STEVE PORTER, Deputy Comm ssioner of the Departnent of
Revenue (DOR), said the state’s position is consistent with M.
Hei nze’s response. DOR believes that ANGDA can bring many
benefits to the state, whether building the gas line or
conplenmenting it with a spur line or another form of support.

SENATOR LINCOLN asked Deputy Conm ssioner Porter if he has
worked with the cost figures provided by M. Heinze on ANCGDA s
conceptual schedul e.

DEPUTY COWM SSI ONER PORTER said the $200 mllion and $10 billion
estimates are reasonable for those stages of the project. DOR
has not concluded whether $2.5 mllion is necessary to fulfill
ANGDA' s statutory responsibility. However, DOR  supports
providing the Authority wth the funds necessary to answer
guestions on this or any other project so that the state can
make good deci si ons.

SENATOR ELTON asked M. Porter if he believes the role M.
Hei nze plays would cost the anount being requested from the
general fund as a supplenental to the FYO4 budget.

DEPUTY COW SSI ONER PORTER said DOR is currently eval uating that
anount and does not have a specific anobunt to recomend at this
tinme.
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SENATOR ELTON st at ed:

Clearly, this isn't a surprise — |I mean [ANGDA] began
speaki ng nonths ago about the need for an additional
anount of noney. Wen do you anticipate that the
adm nistration will be done with the review to nake
the recomendati on, whether it’'s less or nore than the
anount requested?

DEPUTY COWM SSI ONER PORTER replied DOR began to work with the
Authority last sunmer to get the additional $200,000 to nake
sure that ANGDA maxim zes what that noney is used for. He said

DOR is now noving into the next phase; it would have been
hel pful to have the information the Authority w Il collect but
DOR is going to have to make sone decisions prior to getting it.
DOR will have to sit down, |ook at each elenent, identify the

cost associated with each el ement and make recommendati ons.

SENATOR ELTON said the commttee is now tal king about a four-
nonth wi ndow instead of a six-nonth wi ndow and noted one can
make a deci sion by not making a deci sion.

CHAIR OGAN told nenbers he does not intend to nove the bill from
commttee today and asked M. Porter to let him know when the
adm nistration will have a recommendati on.

SENATOR BEN STEVENS asked if the conmmttee should expect ANGDA
to ask for nore noney if tonorrow s press conference delivers
news that would lead ANGDA to |ook at alternative ways to
partici pate.

DEPUTY COWM SSI ONER PORTER said DOR s goal, over the next few
weeks, is to |look at the plan to nove forward on gas and the gas
line and the associated costs in 2004 and 2005 and cone to the
| egi slature with a package, whether that is the ANGDA project or
any other option. DOR needs a little tine to evaluate the future
of the state and make a determ nation on the cost.

SENATOR BEN STEVENS conmented the request in SB 241 is for $2.1
mllion for due diligence on the North Slope |iquefaction
facility, to transport and to build the ships. He asked:

But what happens if there’'s another proposal that

cones in? Are we going to |look at ANGDA doing two or
three different diligence exercises or are we going to
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how are we going to interface with a proposal that
cones forward? If that interface is perhaps at a
| esser extent, are you going to readjust that request?

MR. HEINZE told Senator Stevens the noney requested by ANGDA is
to finish the charge provided for in Ballot Measure 3. That
charge is very project specific. If ANGDA were asked to be the
sponsor of an entirely different project, ANGDA would have to go
out and contract for answers to new design questions. ANGDA has
a great deal of information about the route from Prudhoe Bay to
Val dez from Yukon Pacific and others, so it has been able to
m nimze the engineering cost. However, if ANGDA was asked to be
the project sponsor and had to design a pipeline fromthe North
Sl ope to the Canadi an border, that would take a considerable sum
of nmoney. One group in the state has already done that; if it
made that design available, ANGDA could do a good job at a |ow
cost. ANGDA does not know what the governor is going to announce
at this tine. If the governor announces that another entity is
going to do the design work, he would not expect ANGDA to
require nmuch, if any, additional noney.

DEPUTY COWM SSI ONER PORTER said he believes Senator Stevens is
asking if DOR is going to require ANGDA to do additional things
for other issues if the state receives other project proposals.
ANGDA will comply only with that charge unless the Legislature
changes that charge. The Legislature passed another piece of
| egislation known as the Stranded Gas Devel opnment  Act.
Negotiations for financial incentives with an applicant under
t hat Act woul d not invol ve ANGDA

SENATOR BEN STEVENS pointed out that [SB 247] does change the
statute and again asked if the legislature should anticipate
anot her funding request fromANGDA if it passes SB 247.

DEPUTY COWM SSI ONER PORTER said it should. If the Legislature
asks ANGDA to do nore work, ANGDA would require nmore cash for
addi ti onal contractors.

SENATOR ELTON commented that he is ready to vote for anything
but he believes the problem is that this and the previous
adm nistration have talked about only one way to get this
project done. He thinks the tine has cone for the state to give
the resources to those who are thinking outside of the box,
whet her that is an LNG to tidewater project or pipeline builders
instead of producers. He said he is tired of waiting for the
producers to get this project going. He is sonewhat distressed
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that the [adm nistration] does not have a response to the
appropriation bill before the committee. The appropriation
request cones as no surprise to anyone. He added that he
believes the comittee should nove the legislation quickly
before the four-nonth wi ndow becones even shorter.

CHAIR OGAN said he concurs wth some of Senator Elton's
coments; he is also tired of tal king about this issue and wants
to see action. He announced the commttee would take up SB 247.

#

"#SB247
SB 247- AK NATURAL GAS DEV. AUTHORI TY | NI Tl ATl VE

M5. MARY JACKSON, Staff to Senator Tom Wagoner, prine sponsor of
SB 247, explained to nenbers that SB 247 adds another route for
ANGDA to review. Senator Wagoner believes it is in the public’'s
best interest to study another route to provide points of
conparison. She told nenbers she distributed copies of a
resolution wunaninously passed by the Kenai Peninsula Borough
Assenbly that supports this l|egislation. Regarding the fiscal
note, she discussed the legislation with Deputy Conm ssioner
Porter and M. Heinze and they determ ned that SB 247 woul d cost
nore noney. M. Heinze was forthcom ng about the design costs
i nvol ved. She asked Deputy Conm ssioner Porter to conpare the

fiscal note for SB 247 to the governor’s bill and two
differences were apparent. The governor’s bill asks for a work
plan — an outline of how to develop, which will cost |ess. SB

247 provides for a devel opnment plan. She said the dollar values
should be available to the commttee at the next hearing of the
bill. She said that Senator Wagoner believes that due diligence
is appropriate.

5:00 p. m

CHAI R OGAN expressed concern that he has studied this issue for
10 years. Yukon Pacific representatives testified in the past
that the route from Prudhoe Bay to Cook Inlet could not be done.
He also expressed concern that Yukon Pacific spent over $100
mllion on research, devel opnent and design and the commttee is
now di scussing reinventing the wheel. He said the clock would
have to start again for another environnental inpact statenent
(EI'S) and permts, and that route would run alongside Denali
Nati onal Park. He speculated that the fiscal note could be huge
and the project would be del ayed for years.
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M5. JACKSON said, according to her conversation with M. Porter
and M. Heinze, the fiscal note is expected to be about $1
mllion. She repeated that the issue is one of due diligence and
to provide for a thorough discussion.

CHAIR OGAN said his district would benefit greatly from having
the route go through it.

SENATOR WAGONER sai d one reason he submtted this legislation is
t hat the Kenali Peninsula currently has the only two
petrochem cal manufacturing plants in Al aska that manufacture
products other than fuels. Agrium manufactures urea and ammoni a
and Phillips manufactures LNG He believes it is well worth the
state’s while to |ook at an expansion of this nature given the
supply probl ens those two manufacturers have. He added:

It doesn’t have to be gas in Cook Inlet Basin in the
Kenai, just gas supplies comng into and gridding into
the system that serves the Mat Valley - Wsilla, your
area and Anchorage, would alleviate the demand on the
gas that is currently being produced on the Peninsula
and being shipped to Anchorage on both the west side
and from the Cook Inlet. There's currently pipeline
capacity that runs to Anchorage - there’s two
pi pelines. Their total capacity is a little over 200
ncf per day and, the other side comng across the
Inlet, if it could be put together, there could be
anot her 100, 150 ncf. So, the capacity is there to
bring that gas down if needed on the Peninsula or we
could stop pushing the gas through the lines up into
Anchorage by bringing a supply from the Slope to
Anchorage. That’s one of the main reasons.

The other reason is, like | said, maybe the LNG pl ant
won’'t be feasible. Maybe the LNG project won't be
feasible and the one thing you have to understand,
while LNG is a very desirable fuel, LNG does not
produce a | arge anmount of jobs and a |arge payroll for
Al aska.

To just give you a cost benefit of wages, the Agrium
pl ant throughput on the Kenai Peninsula is |less than
that throughput for the gas that feeds the LNG plant
there. The LNG plant, including the platform which
produces their gas, enploys close to 50 people. Agrium
enpl oys 250. So the value really in this gas, when you
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start manufacturing with this gas, is with the jobs
produced so if we bring that gas down there and
suppl ement what they're getting now for Agrium and
they can run at full capacity again, that holds those
jobs in place. If we develop sonmewhere along that
system a nethod to wuse the liquids to provide
feedstock for the plastics industry, that also would
be nmuch nore |abor intensive in those plants than an
LNG plant. So | think we should look at all aspects.

That’s why | did the bill. | think the people of
Al aska should demand that we broaden the scope of the
proj ect.

CHAIR OGAN said he finds the Kenai Peninsula Borough Assenbly’s
policy to be inconsistent given it has passed a resolution
asking for the buy back of other gas uses.

SENATOR WAGONER suggested asking the Assenbly to explain next
week.

SENATOR SEEKINS said his understanding of the intent of SB 247
is totry to find a market for gas that can be sold for a profit
for the citizens. He said to make a profit, one not only has to

have a product, but also a willing buyer. He said in the near
future there would be a market for natural gas in the Anchorage
Bowl . If the state can neet that market by selling a resource

that belongs to the people of Al aska at a profit, he supports
that. He has never believed the state needs to support one
proj ect over another. He inforned nenbers he was a nenber of the
Governor’s North Slope Natural Gas Economic Advisory Conmttee
under Governors Hickel and Egan, which was when the state began
talking about trying to find a narket for the gas and gas
liquids. At that tine he was told the gas liquids could fuel
five world-class petrochemcal facilities. He said he is | ooking
to find the value — where the gas can be sold soon for its worth
for the long run. He asked if he is correct in assumng the
liquid markets and the ANGDA project would be |ooking at the
same narket s.

SENATOR WAGONER said he does not believe [ANGDA] has gone that
far into the project since it has only talked about LNG
production. He does not believe it has | ooked at markets or what
it would do with the |iquids.

TAPE 04-2, SIDE A
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SENATOR WAGONER continued that there are a lot of liquids and a
lot of potential, which would be acconpanied by jobs and
i ncrease the econom c base.

MR. HElI NZE said that ANGDA s board hasn’t taken a position on SB
247, partially because ANGDA s project brings gas into the Cook
Inlet area and would be dealing with industrial, conmercial and

residential uses as well as power generation. He said it is
very inportant to the Authority that gas is brought in via the
spur line that has been specified in the initiative, from

G ennallen to the Cook Inlet area. That reference is found not
only in the benefit analysis but also in the schedule and the

fundi ng request. Additionally, sufficient feedback regarding
the route from Fairbanks to the Cook Inlet area indicates there
will be difficulties. He added that the hardest situation from

a project nmanagenent perspective is when one is faced wth
several difficult choices, and one has to choose “the |east
worst.”

MR. HEINZE continued that at |east one conpany, or a group of
conpanies, has invested mllions of dollars in studying the
direct route to Cook Inlet, and that information is not
available to the public. He said that gaining access to that
information is one of the first things he would do. That
conpany al so operates the LNG plant and he said he has asked for
cooperation in the past but has not received it, and therefore
it’s difficult for him to get excited about “working their
probl em”

SENATOR ELTON asked what anount of noney would be required if

ANGDA's statutory authority is expanded. He said a precise
answer woul d be hel pful when the bill is due for passage.
5:11 p.m

CHAIR OGAN said that an analysis of the regulatory hurdles and
i nclusion of the approximate tinelines would be hel pful.

M5. JACKSON if Chair Ogan was requesting information for both SB
247 and SB 241.

CHAIR OGAN responded that work had been done from the North
Sl ope to Fairbanks but he questioned how long it would take to
get an EIS and the necessary permts, and what the approxinate
tinmelines would be to continue on from Fai r banks.
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VR. NELS  ANDERSON, JR testified from Dillingham via
tel econference and said that SB 247 nmkes sense if it doesn’t
delay noving SB 241 as quickly as possible. If the Authority
has the available noney, then the needs of Cook Inlet can be
consi der ed. He said, “It’s been said before that the oil and
gas conpani es have been holding 35 trillion cubic feet of gas
hostage up there in the North Slope, and we’ ve just got to get
it rnoving.” The $250 mllion that the Authority needs would
help to answer a lot of the questions that have been asked. He
said as a supporter of the initiative and of ANGDA, it is
i nperative that SB 241 be enact ed.

MR. HEINZE said he would contract out the additional work that
this would place on ANGDA. The additional considerations of an
alternate route, in terns of the business question, would not
add to the cost, but clearly, design considerations would cost

addi ti onal noney. He said, “Don"t give nme any unfunded
allocations or initiatives in this case. If you want ne to do
sonething, 1'd be very happy to do it, but give ne the resources

todoit with at the sane tinme.”

MR, SCOIT HEYWORTH, speaking on his own behalf, testified via
tel econference from Anchorage and provided the follow ng
testi nony:

| f Senator Wagoner’'s SB 247 to anmend ANGDA | aw passed,
ANGDA woul d be burdened with an inpossible situation

And all of this diversion is going against the |aw
voters passed approving the Valdez route - not the one
to Kenai. Yukon Pacific Corporation [YPC] started wth
the Kenai route. It was rejected. A Kenai routing can
never be permtted. And it would only delay us
forever.

| had an expert, maybe one of the best in Al aska, even
the United States, do a conplete review of the YPC
SEI S. The SEIS is bullet proof, inpossible to
overturn, it would take from 5-10 years to even get to
a new EIS ruling, but you cannot possibly get past the
Congr essi onal approval part. Then and only then can
you start the permtting process - another 10 years -

total of a 20-year delay - plus the environnental
| awsui ts.
There are two main reasons it will never fly: 1) It

is physically inpossible to use the railroad right-of-
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way for a gas pipeline because of the physical
limtations of avalanches, geo-technical, and sl oping
probl ens. For instance, the Alaska Railroad is just
cut right into the sloped banks of hillsides in places
— it leaves no roomon either side for the siting of a
pi pel i ne. And, 2) To date, since 1980, no one has
even tried to get a right-of-way through the AN LCA,
Title 11 statute/law. No one even knows how you go
about it. And if you can't use the ARRC right-of -way,
which you can't, you MJIST then get a congressional
vote to go through Denali Park in sonme new right-of-
way alignnment - which Congress will never ever allow
per the existing EI'S |aw W can't get ANWR through
fol ks, and sonebody wants Congress to put a gas line
t hrough Denali Park? 1t’s not going to happen.

This is directly stated out of the EI S “All three
Cook Inlet alternatives are considered to be highly
unfavorable due to the project tinme delays that would
be involved in any attenpt to secure congressional
approval when the proposed route to Anderson Bay woul d
avoid the Denali National Park entirely,’” the EIS said
because this route to Anderson Bay [indisc.] far |ess
likely to neet with permtting delays. And that’s
absolutely true because it took YPC 14 years to get
this permt...to sum it wup, this delay would be 20
years or longer and we can’t wait any |onger and we

have a permtting project, and, as M. Hei nze
explained to you, we have all the infrastructure and
with the spur line, to get all the gas Kenai wll| ever
need.

[l sum it up here. Kenai wll get gas quickly with
the existing infrastructure Enstar has, if we just
build a 140-mle spur line from dennallen to Pal ner.
This spur line from dennallen cones after the nmain
line is built, is made econonm cal by the huge revenues
from the main line going into LNG exportation from
Val dez. It’s called economes of scale. The spur
l'ine t hen hooks into t he exi sting Enst ar

infrastructure that Senat or  Wagoner referred to
earlier that goes right into Kenai today. Using the 2
twin gas lines — 12 inch and 16 inch - you can push
gas right into Kenai using the Enstar system by sinply
reversing the flow of direction. Enstar has confirned
this for us in front of ANGDA.
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When we expect capacity from 2.2 feet per day to 3.0
the extra 800 mllion cubic feet per day can go down
to spur to Southcentral and into Agrium and Ni ki ski.
Qur studies show potential cheap new gas under $3.00
del i vered. New Cook Inlet gas is comng into the
basket today at over $4.00, per Tony |lzzo from Enstar,
who testified here. Kenai will then have all the
cheapest, plentiful gas it wants. And all of
Sout hcentral gets very cheap gas forever w th ANGDA
So please, | just bring to your attention that the EI S
[indisc.] will take 10 or 20 years to have a permtted
project. W’re going to help Kenai. Kenai can expand
the LNG plant, they can expand ANGDA But Al aska
cannot wait 10 or 20 nore years.

SENATOR WAGONER asked if a spur line could be built to the Cook
Inlet without a 20-year delay, why a larger line couldn't be
built over the sanme terrain wthout delay.

MR. HEYWORTH responded that it would be inpossible to obtain
Kenai’s export permt; the permt has already been issued to the
hi ghway project and to the LNG project down to Valdez. He
stated that the amount of gas off the slope has already been
allocated to those two projects and permtting a third export
proj ect won’t happen.

SENATOR WAGONER said, “W already have permts to export
product.”

MR. HEYWORTH replied that there is not license to export 2.2
bcf, to date.

SENATOR SEEKINS said that having flown through Wndy Pass
hundreds of times in his own aircraft and knowi ng the lay of the
| and, he asked if, by followng the power line route from Healy
to Cantwell, the challenge of the Denali Park area could be
bypassed.

CHAIR OGAN remarked that there would be tinme for this debate
| at er.

SENATOR WAGONER asked if M. Heyworth was speaking for hinself,
ANGDA, or for Yukon Pacific [Corporation].
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MR. HEYWORTH responded that he was speaking for hinself. He
explained that his know edge of the EIS and the permtting
process was thorough and that he didn't wite the initiative
because he knew the spur line to Kenai wouldn't be permtted and
because the large tinme delay of 5, 10, or 15 years didn't nake
sense to him

CHAIR OGAN asked if there was any further testinony. Heari ng
none, he thanked commttee nenbers and adjourned the Senate
Resources Standing Committee neeting at 5:25 p.m

#
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