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OVERVI EW STRANDED GAS ACT PROPOSALS
PREVI QUS COMM TTEE ACTI ON

No previous action to record

W TNESS REG STER

FRANK MJURKOWBKI , Gover nor

State of Al aska
Juneau, Al aska

POSI TI ON STATEMENT: Presented an update of

pi peline fromthe North Sl ope.

TOM | RW N, Conmi ssi oner

Department of Natural Resources

Juneau, Al aska

POSI TI ON STATEMENT: Answered questions
proposal s.

W LLI AM CORBUS, Conmi ssi oner

Departnent of Revenue

Juneau, Al aska

POSI TI ON STATEMENT: Answered questions
pr oposal s.

DAVE MARQUEZ, Attorney Ceneral

Departnent of Law

Juneau, Al aska

POSI TI ON STATEMENT: Answered questions
pr oposal s.

Rl GDON BOYKI N, Speci al Counci

Al aska Gas Line Port Authority

Anchor age, Al aska

POSI TI ON STATEMENT: Answered questions
other issues related to a gas pipeline.
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SENATOR GENE THERRI AULT, Chair

Legi sl ative Budget and Audit Conmittee (BUD)

Al aska State Legislature

POSI TI ON STATEMENT: Described BUD s role in the gas pipeline
contract negotiations.

TONY PALMER, Vice President

Al aska Busi ness Devel opnent

Tr ans- Canada

Anchor age, Al aska

POSI TI ON STATEMENT: Answered questions regarding gas pipeline
pr oposal s.

M KE MORGAN, Vice President

Senpra Energy

San Diego, California

POSI TI ON STATEMENT: Answered questions regarding gas pipeline
pr oposal s.

HAROLD HEI NZE, Chi ef Executive Oficer

Al aska Natural Gas Devel opnent Authority (ANGDA)

Anchor age, Al aska

POSI TI ON STATEMENT: Answered questions regarding the proposed
gas pi peli ne.

JOE GELDOFF, Al aska Counci

Mari ne Engi neers Beneficial Association (MEBA)

Juneau, Al aska

POSI TI ON STATEMENT: Answered questions regarding the Jones Act.

WALTER HI CKEL

Anchor age, Al aska

POSI TI ON STATEMENT: Spoke in support for an all-Al aska gas
pi pel i ne.

ACTI ON NARRATI VE

CHAI R THOVAS WAGONER called the joint neeting of the Senate and
Senate Resources Standing Committees to order at 6:05:35 PM
Senat ors \Wagoner, Ben Stevens, CGuess, Coghill, Elkins, Stedman,
and Dyson and Representatives Crawford, Elkins, Ranras, d son,
Samuel s, Gatto, and Kapsner were in attendance.

OVERVI EW Stranded Gas Act proposal s

CHAI R WAGONER announced that the only order of business would be
an Overview of the Stranded Gas Act proposals.
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6: 07 p.m

GOVERNOR FRANK MURKOWSKI read the followi ng prepared remarks
[original punctuation provided]:

¢ O

| feel it is appropriate that we neet with you today and
provide you with a status report on where we stand in our
ongoing efforts to build a North Sl ope gas delivery system

As nost of you know, we are currently evaluating three
proposals to construct and operate a North Sl ope gas delivery
system

One from the North Slope oil producers (Conoco/Phillips,
ExxonMobi |, and BP), one from TransCanada Pipeline Conpany,
and one from the Port Authority. Also, | want to recognize
the Al aska Natural Gas Devel opnent Authority (ANGDA).

| am joined today in this effort by the nenbers of ny Gas
Cabinet ---- Bill Corbus, Comm ssioner of Revenue; Dave
Mar quez, our Attorney Ceneral; and Tom Irwi n, Conm ssioner of
the Departnent of Natural Resources and others on the team

10 p.m

Because of the confidentiality requirenments nandated in our
ongoing comercial negotiations, | am only able to speak in
general terns about the status of the discussions.

| hope all of you will understand and appreciate the sensitive
nature of these talks and the reasons a high degree of
confidentiality nmust be maintained.

W stand on the brink of making the nost inportant decision in
our state’s history ---- actions we soon will be taking are
going to have a profound effect on Alaska s econony for
generations to cone.

As you can imagine a decision of this scope and magnitude is
surrounded with a great deal of enotion, enthusiasm and deeply

hel d opinions ---- sone are founded on fact ---- sone are not.
As CGovernor, | am charged with the solem responsibility of
evaluating all of the gasline developnent proposals and

determining which is in the best interest of all the people of
Al aska.
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« W are guided in this effort by the Stranded Gas Devel opnent
Act ---- Passed by the Legislature and signed into law in
2003.

e That Act sets forth a process whereby the Governor is
authorized to negotiate fiscal certainty for an extended
period of tinme regarding taxation and other applicable issues
with qualified applicants who propose to build a North Sl ope
gas delivery system

GOALS:

. My goals in negotiating at contract under the Stranded Gas
Act is to achieve:

A fair share of the revenues for Al aska.

Provisions for in-state use of the gas.

Access to the pipeline for others who explore for gas.
A pipeline that may be expanded.

A state equity ownership in the pipeline.

Jobs for Al askans and job training.

ookonNE

e In addition the SGA specifies that any negotiated contract
that | deem appropriate for consideration by the |egislature
go out for a 30-day public review

6:13 p.m

e Upon conpletion of that review, the contract will be provided
to the legislature for ratification.

* Once received, the contract nmust be voted either up or down -
--- there is no opportunity provided for amendnent.

e This places a great burden on the Administration to
right the first tine”.

get it

e Qut of necessity, the scope and conplexity of these contracts
wi |l be staggering ---- running into the hundreds of pages.

» Because of the conplexity inherent in a contract that enbraces
hundreds of billions of dollars in comrercial content, | am
m ndful of the need to provide the legislature with the tine
and i nformati on necessary to adequately wei gh the value of the
contract | forward to them
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To address this need ny Admnistration has been working
closely with the joint Senate/House Legislative Budget and
Audit Comm ttee.

Menbers selected by the |eadership in both bodies are being
provided with access to all the confidential information being
col l ected and anal yzed in our negotiating efforts.

They are currently in the mddle of this process ---- they are
afforded the opportunity to observe the so called good, the
bad, and the ugly associated with these conplex conmercial
di scussi ons.

| have provided this unprecedented access because | believe it
is the right thing to do.

As | have ny responsibilities under the SGA so too does the
| egislature ---- and their duties are no less solem or
difficult than m ne.

They nust either accept or reject the contract | present to
them ---- to be able to do that they absolutely need to
understand all of the conplexity and nuance of the information
used to nmake our deci sions.

As you can inmagine it is not always pretty watching sausage
being made ---- but at the end of the day, they “wll”
understand how we arrived at our decisions and the information
we used in the process.

As | stated we are currently evaluating three separate North
Sl ope gas commercialization efforts.

The good news is that we have “three” proposals ---- for the
gasline veterans in this roomthis is extrenely good news and
suggests that our gas may soon no | onger be stranded.

Unlike previous efforts that ran 60 mles per hour into a
market reality of $2.00/ncf ---- these “new proposals reflect
a tide change in the nmarket.

Wth current gas prices close to $7.00/ncf and strong
demand/ price projections stretching well into the foreseeable
future | believe that now is the tine to deliver our gas to
the nation’s consuners.
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6:16 p. m

The first big step in naking this a reality occurred |ate |ast
year when Alaska s Congressional Del egation under the
| eadership of Ted Stevens, Don Young, and Lisa Mirkowski
successfully passed federal enabling legislation for the
Al aska Gas Pi peline Project.

This legislation contains a nunber of provisions critical to
the construction of the Al aska gas pipeline.

Expedited judicial review,

Priority permt processing by FERC and other federal
agenci es;

Loan guar ant ees;

Accel erat ed depreciation for the pipeline;

Condi ti oni ng pl ant benefits;

YVVV VYV

In md February of this year another big step was taken when
the U S Feder al Energy Regulatory Comm ssion proposed
regul ati ons governing “open seasons” for +the Al aska gas
pi pel i ne.

| am pleased to report that those regul ati ons enbraced ny main
policy goals;

» Providing access for new expl orers;

» Providing off-take points for instate usage;

» Requiring serious consideration be given to in-state
needs during open seasons and expansi ons.

Now the ball is in the State’'s court.

The first application we received under the SGA arrived on
January 20, 2004 from a consortium of North Slope oil and gas
producers Conoco/ Phillips, ExxonMbile, and BP.

They propose a 52" pipeline will be constructed along the
exi sting highway system from Prudhoe Bay through Al aska and
Canada to existing North American pipeline infrastructure.

This project would begin with an initial capacity of 4.5
bcf/day expandabl e t hrough conpression up to 5.6 bcf/day.
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Recei pt of that first application triggered an enornous effort
by ny Departnents of Revenue, Natural Resources, and Law.

W found ourselves right in the mddle of a nulti-nulti
billion-dollar negotiation ---- and frankly in those first
days we were chal |l enged.

| am trenendously proud of the nmen and wonen in ny
admnistration and how they rose to neet this daunting
chal | enge.

Through the enploynment of their ow talents and the
acquisition of world-class consultants ---- we have devel oped
a form dabl e anal ytical capability.

» Because of their efforts |I can say with confidence the State
of Alaska’s interests “will” be protected.

6:19 p.m

e This would not have been possible wthout the budgetary
support provided by the legislature and | appreciate their
understanding the need to build this critical skill set.

* | would also note for the record that a simlar sanme skill set

devel oped for the producer negotiations is also being used for
the TransCanada and Port Authority effort.

The Producer application is by far the nost conplex of the
t hree.

That conplexity stenms from the fact that it enbraces every
aspect of gas transportation beginning at the bottom of the

production well ---- through the gathering system and the gas
conditioning facility ---- into the proposed pipeline across
Al aska, the Yukon, British Colunbia, Alberta and back into the
United States ---- through the marketing process ---- ending

up at the gas consuner’s front door.

Every step along the way has its own set of opportunities
conplexities, and risks.

Contenplation of this departure froma state’s normal royalty
and taxation process is based on two reasons.
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» The project may be accelerated if the state provides
contract provisions beyond the status quo;

» The opportunity to significantly increase the
financial benefit of the project to the state.

e This could be acconplished through three specific actions.
6:20 p. m

» Converting royalty and taxes into outright ownership of a
significant portion of the in-place gas reserve.

» Taking an equity position in the gasline and processing
facility proportionate to our gas ownership share;

» Marketing our gas and taking firm transportation capacity in
the pipeline to deliver that gas to purchasers.

e | am pleased to report that the state has nade trenendous
progress in putting this very conplex concept into the form of
a contract.

e« | am convinced that the Producers are fully commtted to
successfully concluding these negotiations and are providing
all the supporting resources necessary to support our

di scussi ons.

 Wile there is a solid financial and technical wunderpinning
for the producer proposal, it is not without its challenges.

» Because this pipeline will run through Canada, they nust dea
with regulatory uncertainty in that country;

» They nust also deal with procuring enough steel to construct
over 2000 m | es of 52" pipeline

TRANSCANADA

e The second application we received under the SGA arrived on
June 1, 2004 from TransCanada Pi peline Conpany.

6:22 p.m
e Under this proposal a 48" pipeline will be constructed al ong

the existing highway system from Prudhoe Bay through Al aska
and Canada to existing pipeline infrastructure in Al berta.
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* It does however contenplate state equity ownership in the gas
conditioning facility and the pipeline ---- it also envisions
the possibility of the state taking the responsibility for
the transportation and marketing of its own gas if the
Producers choose to sell their reserves rather than ship on
an i ndependent pi peli ne.

e Under this proposal the state and TransCanada would attenpt to
strike a business deal with the North Slope gas owners to
either sell their gas at the wellhead or nmke a firm
commtnment to nove their gas down the pipeline to market.

* | would also characterize these negotiations as well advanced
with all parties commtted to finalizing discussions in the
very near future.

e | have been inpressed with the willingness of TransCanada to
work with the state team to create a tariff framework that
enbraces both ny gas developnent policies and the FERC
regul ati ons.

e As in the Producer discussions, | believe TransCanda is fully
commtted to successfully conpleting all the negotiations as
qui ckly as possi bl e.

» TransCanada’ s proposal also has its challenges.

» This proposal presunes the Producers wll be comercially
reasonable and either ship their gas on an independent
pipeline or sell their gas at a comrercially reasonable rate;

» As with the producers, they nust deal wth regulatory
uncertainty in Canada;

» They nust also deal with procuring enough steel to construct
1800 m |l es of 48" pipeline.

ALASKA PORT AUTHORI TY

e The third, and nost recent, gas devel opnent proposal we are
eval uating was submtted by the Al aska Port Authority on March
30th of this year

e The Port Authority was formed in 1999 and is made up of the
Nort h Sl ope Borough, Fairbanks North Star Borough and the City
of Val dez.
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The Port Authority proposes to build a gas delivery system
consisting of a 56" pipe from the North Slope to Delta
Junction and a 48" pipe fromthere to tidewater in Val dez.

In Val dez the gas would be converted to liquefied natural gas
and transported by tanker to Wst Coast mnarkets or other
markets in addition, natural gas |iquids such as propane,
et hane, and butane would be extracted and sold in the markets
of the world.

Under this proposal the Port Authority would make a business
deal with the North Slope Producers and the State to purchase
gas at the well head, transport it through a tax exenpt entity,
and sell the gas to a marketer for sales into the consuner
mar ket .

6:25 p. m

This project envisions no direct state participation but does
recogni ze that the North Slope Producers nay need a degree of
fiscal certainty on gas production taxation.

Qur analytical team is just beginning to evaluate the Port
Authority’s subm ssion and it is to early to nake any risk or
val ue judgnents pertaining to the proposal.

As in the other two proposals, the Port Authority effort is
not wi thout its chall enges.

Since they do not control the gas supply they nust nake a
commerci al proposal to the owners sufficient to obtain sales
contracts;

» They nust get formal approval from the Internal Revenue
Service to retain their tax-free status;

» They nust get long-term sales contracts;

» They nust obtain a permanent exenption fromthe Jones Act;

» And they nust deal with difficult siting issues on the West
Coast .

6:25 p.m

e | wll say that this project is radically different than the
Al aska Hi ghway proposals submtted by the North Slope
Producers and TransCanada ---- as a result it wll have a

significantly different risk/reward profile.
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e Before | will be in a position to make any recommendati on on
this project we wll need to be able to do an “apples-to-
appl es” conparison on the risk/reward profiles of all three
proposal s.

* Not covered under the Stranded Gas Devel opnent Act is the
Al aska Nat ur al Gas Devel opnent Aut hority creat ed by
Proposition 3 in the Novenber 2002 el ection. ANGDA has been
wor king on a spur line which will bring gas to Cook Inlet.

* | amnot certain at this tinme how long this is going to take,
but we will keep you appraised as we nove down the anal ytica
trail.

* Regardl ess of what happens with any of the proposals already
di scussed, | assure you that we enshrine in any agreenent an
opportunity to construct a pipeline to the Cook Inlet ---- 1
have asked the Al aska Natural Gas Devel opnment Authority to
lead in that effort.

e It is common knowl edge by now that | made a recent trip to
Otawa to discuss the gasline with Prine Mnister Martin.

e This was in recognition of the fact that no matter how quickly
we act here in Al aska, the highway routes all wll travel
t hrough Canada.

 Wile Alaska would not presune to recomrend what regulatory
framework is appropriate for Canada, we do believe the tinme is
right to create a process by which a gas pipeline project can
be constructed in the nost expeditious manner possi bl e.

e | know all of you are naking plans for the sumer and would
like to hear fromne that a specific date had been chosen for
a “special session” to act on a stranded gas contract.

 Wile | can say that we are getting close, | can not give you
t hat date today.

e Once we have closed on general terns, there is a |ot of detai
work for the attorneys to do before we have a contract ready
for public and | egislative review

6:29 p.m
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Il will tell you that | am personally involved in the
negotiations and wll continue to be involved until | am
satisfied that | have a contract worthy of your consideration.

| will send you a contract containing what | believe it takes
to get our gasline built and it “wll” be what is best for
Al askans today and what will be best for Al askans tonorrow.

e It will have the earliest “in-service” date possible, contain
the best fiscal benefit package possible, and afford new
explorers and Al askans the best access possible.

e Wiat is best will be a product of raw economc reality ---- it
w |l not be based on envotions.

e And you should also know that my decision will not be w thout
criticism---- no matter which way we go.

 And | prom se you ny decision ---- the contract | send to you
for your approval ---- wll be based on what | believe is
right.

6:30 p.m

e So, enjoy your sunmmer (at least the first nonth or so) and |
will see you back here soon ---- and when | do, we will really
have sonething to cel ebrate.

6:31 p.m
CHAIR WAGONER asked if the governor wll we Jlook at two
contracts or if he wll just send the best one to the

| egi sl ature.
GOVERNOR MJRKOWBKI said he is not limted to one contract.

There wll be a public process with input on all three, he said,
and he can recomend one to be submitted for an up or down vote.

REPRESENTATI VE BERKOW TZ asked the status of negotiations wth
M d- Aneri ca.

GOVERNOR MURKOWBKI said there are no negotiations currently.
TOM IRWN, Conm ssioner, Departnent of Natural Resources, said

M d- Aneri can eval uates what is nost valuable to them "1 think
the state can feel very confident that when Md-Anerica and the
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other folks that are involved--this is a project that has
econon ¢ val ue. | think it's also a real statenment that Trans-
Canada very clearly stepped up and presented their proposal and
they're carrying that issue very aggressively forward, working
with the state,” he said.

GOVERNOR MURKOWBKI said Md-Anerica came with a request for a
five-year option, which he could not agree to, consequently the
negoti ati ons began through Trans-Canada. There was a difference
of opinion on the percent of participation between the two, he
said. The state has never closed the door on that application
but they termnated their interest, he stated.

SENATOR GRETCHEN GUESS asked about pipeline ownership, and if
the governor is considering any other nethods of funding gas
pi pel i ne ownership, including using the federal |oan guarantee.

GOVERNOR MJRKOWSKI  said, "In our concept, the state would
propose to be an equity owner in two of the proposals before us-
-the producer's proposal and the Trans-Canada proposal." The

figures are confidential, he added.

WLLI AM CORBUS, Comm ssioner, Departnent of Revenue, said the
state is envisioning an equity ownership and would have to pick
up that proportional share of the debt. The federal |oan
guarantee would come into play for the debt portion.

SENATOR HOLLI' S FRENCH asked about financing for a spur line for
the people in his South Central district to get the gas.

6:36 p. m

GOVERNOR MURKOWBKI said there was a resolution that carried, and
the Al aska Natural Gas Devel opnent Authority (ANGDA) was forned.
It has a broad authority but recently directed its interests to
a lateral line to Southcentral Al aska. "W support that ... but
the economcs of that are still very much under review," he
added. ANGDA is focusing on a worthwhile cause, but that is
separate from what he is talking about, because that would be a

| ateral line off the nmain |ine. He said any of the proposals
would have an alternative of taking Alaska gas down to
Sout hcentral. "The problem with Southcentral is they need cheap

gas for the two petro-chemcal facilities. W can't afford to
| ose those facilities because they are the main |oad identified
users," he noted.
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SENATOR CGENE THERRI AULT asked about Al aska jobs, and having a
contract that would obligate the state, but not have specific
dates for the pipeline to nove forward.

6:39 p.m

GOVERNOR MURKOWSKI said there are provisions in the stranded gas
act for job training and placenent. It is a high priority item
he said, because one proposal included 10,000 jobs for four
years, wth involvenent of up to 1,000 engineering firns.

COMM SSI ONER CORBUS said there is a section in all the contracts
addr essi ng enpl oynent and trai ni ng.

COMM SSIONER ITRW N said the governor brings up Alaska jobs in
all the general neetings.

SENATOR GUESS asked if the lawsuit against the Federal Energy
Regul at ory Conmi ssion regulations will inpact the negotiations.

DAVE MARQUEZ, Attorney GCeneral, said it wll not inpact the
negotiations in the i mediate future.

REPRESENTATI VE NANCY DAHLSTROM asked about a risk with the |oan
guarantee, and the concerns of honeland security, especially
W th gas goi ng through anot her country.

6:43 p. m

GOVERNOR MURKOWBKI said the risk is committing to a $20 billion
project--the largest construction project ever undertaken in
North Ameri ca. There won't be revenue until the gas flows in
2012-2014, he added. |If the price of gas is lowit will be the
worst investnent in the history of Al aska, he said, but he
believes this country is using its reserves faster than it is
finding new ones. From the standpoint of the consunmer it is
cheaper to build a pipeline instead of wusing tankers. The
extraordi nary anount of gas nakes these projects feasible, he
stated. Are the economcs sufficient to bring the resources to
mar ket ? he asked. "W think they are.”

GOVERNOR MURKOWSBKI stated that honeland security is manageabl e.
The gas line wll be buried in its entirety, so it is nore
secure than the oil pipe line. Al aska shares nmany strategic
interests wth Canada, he added.
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REPRESENTATI VE LES GARA said the producers did not think they
could bring the in service date before 2014. What is the
state's position? he asked.

6:48 p. m

GOVERNOR MURKOWSKI said it was a legitimate concern, and the
state is aimng for an in service date of 2012. He noted that
the price of steal is rising.

COM SSIONER TRWN said DNR wll look at it technically.
"Sooner is significant for the state," he postul ated.

SENATOR DYSON said one of the "real treasures” is the gas
liquids, and the advantage of the all-Alaskan route is
controlling that. Is there a difference between the proposals
in what happens to the gas liquids and who gets access to thenf
he asked. He said he thinks there are some restrictions on the
gas liquids in a northern pipe line agreenent, and should that
survive its chall enges, how does that figure in?

6:51 p.m

GOVERNOR MURKOWSKI responded that econom cs would dictate where
the gas liquids end up. "There's no question that Al berta and
Cal gary have a substantial capability to ... use those liquids."

He noted, however, that the narket is changing, and he has
instructed the applicants to evaluate the Asian markets for gas
| i qui ds. Naphtha is already going to the Asian market from a

Fai rbanks refinery, and that "marks a first step.” He said the
state is doing sone internal evaluations of the Asia market, and
he is excited about it. "Econom cs usually dictate where they
end up," he stated. He said the northern pipe |ine agreenent

means different things to different people, and he noted that
representatives from Trans-Canada are in the room that my want
to respond.

COCHAIR RAMRAS vyou said the port authority proposal is
radically different than the Al aska hi ghway proposals. He asked
if the governor has reviewed the Internal Revenue Service (IRS)
correspondence from the port authority regarding the Jones Act,
and if he thinks the Jones Act can be overcone.

GOVERNOR MURKOWBKI said those questions can best be answered at
a later date; that process has not begun.

6:55 p. m
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MR. MARQUEZ said tax-free status and a permanent Jones Act
exenption are two serious challenges the port authority faces.

REPRESENTATI VE GATTO nentioned ex-Governor Hickel's book Crisis
in Common, which discouraged taking state resources out of
Al aska as soon as possible instead of processing them here.
"Have we ever been approached by a petro-chem cal industry that
| ooked at these quantities and naybe had sone consideration for
that kind of enterprise?" he asked.

GOVERNOR MURKOWBKI said the concerns are traditional; you nove
your refinery close to the nmarket. It is based on econonics, he
sai d. Gas liquids would have the |abor costs of petro-chem ca
conversion, and, "we are not a consuner of consequence."

6:58 p.m

GOVERNOR MURKOWSKI  said an Al aska tinber task force tried to
create primary manufacturing. "Now we have lots of tinber and
no method to use the 30 percent of the tinber which is either
dead or dying in this state cause we don't have the availability
to wutilize the wutility tinber." He said the return on
i nvestnment controls the investnent of capital.

SENATOR GUESS asked how the governor envisions the public
hearing process; thirty days is not a long tinme for the public
to digest and formopinions on this issue.

GOVERNOR MURKOWBKI said, "W are the recipients of your |abors,
and your vision in determning what is adequate and inadequate."
He assunes the thirty days coul d be expanded noderately.

7:00 p.m

COM SSIONER CORBUS said he will be issuing a draft interest
finding that wll be mde available at the beginning of the
public hearing process. He envisions public hearings in the
capitol and el sewhere. "W are going to do everything we can to
do solicit the views of the public and the legislature during
time frane.”

MR, MARQUEZ said it is a short tine period, so it is inportant

to have a continuing relationship with the legislature ... so
that when that 30-day public notice period starts, at |east the
| egislature wll be able to participate very quickly and

effectively.”
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7:01 p.m

SENATOR GENE THERRI AULT, Chair, Legislative Budget and Audit
Commttee (BUD), Alaska State Legislature, said it is actually a
m ni mum of a 30-day public conmment period for the gas pipeline.
He added that LB&A can nake it longer if needed. H's commttee
has net with the admnistration five tinmes to get briefings from
the negotiating team  regarding the gas pipeline proposals. Wth
regard to Al askan jobs, he noted that there are opportunities to
shelve or delay the project if it is not in the best interests
of the state.

7:04 p.m

SENATOR THERRI AULT said he and Representative Ral ph Sanuel s net
with the Federal Energy Regul atory Comm ssion (FERC), and a FERC
package put together that was very favorable to Al aska.
"Litigation has been filed in the federal courts to preserve ...
an opportunity for the conpanies that have concerns over the
package to take the issue into the court system W are
currently reviewing our obligations or our potential for
entering into that litigation, and steps may have to be taken in
order to preserve the legislature's right to continue to press
the state’s point in the FERC process.™

SENATOR THERRI AULT said he and Representative Sanuels net wth
the Senate Energy Committee in Washington D.C. regarding gas
hydrates, and asked for noney for research. Al aska has
tremendous resources in gas hydrates, he said, and |egislation
has been introduced with increased fundi ng requests.

7:07 p.m

SENATOR THERRI AULT said LB&A is researching antitrust issues,
and has hired a conpany to do economc nodeling, which is a
conplicated, detailed effort. The commttee has been watching
the administration's research on the duty to produce under the
existing ternms of the |leases. He said LB&A nay be doing its own

work on the terns of the current |eases. He noted his
appreciation of the willingness of the admnistration to share
information with the LB&A, but he pointed out it is not
negotiating the contract. The commttee's role is to help keep

| egislators up to speed, but it is not sitting at the table
The commttee has attorneys in Washington D.C. and consultants
working on it all.
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7:10 p. m

CHAI R WAGONER announced that the parties who have applied for
the contract are in the room and they will answer questions.

TONY PALMER, Vice President, Alaska Business Devel opnent, Trans-
Canada, said, "The Northern Pipeline Act has no obligations in

it to renove the liquids [indecipherable] in Canada -- Alberta
or otherw se." He said there is that opportunity for Al berta
liquids operators to conpete to renove the liquids if the
project goes through Al berta--"I believe they will do so on a
conpetitive basis." "There is also no restrictions in the
Northern Pipeline Act to renove the |[|iquids. In fact, the
| iquids that cone out of our system-the Foothill system which
is the pre-build for the Alaska highway pipeline--does nobve
today through the border of Al berta. Liquids are renoved from

those streans. The facilities we built to allow that gas to be
stripped of |iquids were actually constructed under the national
ener gy board. They're in service today ... and can be used in
the future if Al aska gas owners choose to do so."

7:11 p.m

HAROLD HEI NZE, Chief Executive Oficer, Al aska Natural Gas
Devel opnent Authority (ANGDA), said ANGDA is working on the spur
line, which is a very inportant feature of all the proposals
that are on the table. He wants to assure the nenbers that
ANGDA' S approach to the spur line is intended to be conpatible
with all proposals. He said the one variation that is different
from what had been originally conceived, is that since all the
maj or projects require five to seven years for engineering,
procurenent, design and other steps, "we've |ooked at the spur

line as a pre-build into the project. Rat her than waiting for
its conpletion, we've |looked at in on a tineline where we would
build while all that diligence is going on." He noted that the

spur line is technically fairly sinple. He said ANGDA has
applied for the right-of-way between dennallen and Pal ner and
that ANGDA has included the ability to renove natural gas
liquids to be used anywhere in Al aska, propane in particular.

He opined that financing the spur line is nore "nodest" than
"the big projects going down.”" It is in the range of hundreds
of mllions of dollars, he postulated. Uility financing is

avai lable for that kind of project, where the custoners provide
the financial security, so financing is very low interest, he
noted. He told the conmttee to peruse ww. al | al askal ng. com
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SENATOR LYMAN HOFFMAN said it sounds good to deliver propane to
the rest of Al aska, but he asked how feasible it is.

MR. HEINZE answered that if ANGDA extracted half the propane
going down the big line to Canada, there would be about 50,000
barrels a day of propane for ANGDA to bring to tidewater. He
estimates that 10 to 20 percent of that would satisfy all the
energy needs of rural and coastal Al aska. There is a study on
| oadi ng barges in Cook Inlet, but it would run into the Jones
Act, but that is easy to satisfy, he said. Propane is very easy
and cheap to nove, and he said a large portion would be exported
across the Pacific Rm

7:17 p.m

RI GDON BOYKI N, Special Council, Alaska Gas Line Port Authority,
said the Internal Revenue Service (IRS) issued a private letter
ruling that "all of the inconme received by the Port Authority
woul d be tax exenpt. W do not feel there is any issue
regarding the IRS ruling. The only criticism of that ruling
that we have heard by anyone is a reference to the fact that
nost of the gas fromthis project would not be used within this
state.” That is irrelevant for tax purposes, he said. The Port
Aut hority is a municipal organization, so as long as it owns and
controls the project, it is tax exenpt. "W did also tell the
IRS ... that nost of the gas fromthis project would be used out
of state ... Alaska is a snall state and cannot possibly use the
volunes of gas required to nmake this pipeline economc, and
therefore a large percentage of this gas would be used out of
state."”

7:20 p.m

REPRESENTATI VE RANVRAS asked to see t he af orenent i oned
correspondence.

MR. BOYKIN said he could nmake it available, and he thinks it
al ready was nade avail abl e under the stranded gas application.

SENATOR THERRI AULT asked as Senpra's inportation sites are
devel oped, does Senpra enter into long term financing contracts
that coommits the capacity of those sites long term

M KE MORGAN, Vice President, Senpra Energy, said Senpra
contracts long term for capacity in the LNG regasification.
Senpra has facilities on the West Coast. There is a market for
the capacity to those facilities, and there is a lot of interest
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from LNG producers all over the world, not just Al aska, he said.
"Sone of our facilities are considered to be open-access

facilities, and if there's demands to contract expansion ... no
choice but to oblige those denands. There is a race to serve
the West Coast nmarket, "and it wll be won in a mtter of
nont hs. "
7:23 p.m

CHAI R WAGONER asked about the potential for litigation for the
Canadi an ri ght - of - way.

MR. PALMER asked if he was speaking about the Northern Pipeline
Act or the right-of-way. He said Trans-Canada has held the
right-of-way through the Yukon for 20 years, and there has not
been a | egal chall enge.

REPRESENTATI VE BETH KERTTULA asked about an exenption to the
Jones Act.

JOE  CGELDOFF, Al aska Council, Marine Engineers Beneficial
Associ ation (MEBA), said MEBA was founded in 1875 and is the
ol dest maritime uni on, representing | i censed deck and

engi neering officers in the United States. He said MEBA has a
relationship with Senpra and the Alaska Gas Port Authority
(AGPA) . MEBA's obligation is to deal with the Jones Act and
training for noving Alaska' s gas to market. He noted that MEBA
is an ally with Senpra and AGPA, not a full partner. Senpra has
a real market with real custoners--it is not a notional market,
"and they approached us seeking assistance and gui dance on how
to deal with the Jones Act."

7:26 p.m

MR. CELDOFF said the Jones Act is often vilified by Al askans

I f and when the financials drop into place and the state decides
"this is a bona fide nmarket with a legitimte transportation
pl an, and you assist Senpra and AGPA in getting our gas into the
pipeline that they want to build, at the risk of sounding both
naive and arrogant, the Mrine Engineers and our affiliated

maritime unions will work diligently to get a limted project-
specific--from one aspect of the Jones Act.” He said it is
premature to talk about how that will take place, "but there is

too much at stake with this entire project, not to seek a
limted project specific exenption from the Anmerican-build
provision of the Jones Act." He said MEBA and other mariners
"are not going to hold real jobs for shore side people in Alaska

hostage to what's really a theoretical job protection,
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because the yards in the United States of Anmerica are not
capable right now, in our opinion, of building LNG tankers.” He
concluded that, "If and when the financials drop into place, as
| think they will with the Senpra and AGPA proposal, we are
going to bust our pick to get a limted exenption, and we think
we can do it."

MR. HEINZE said he wanted to offer other perspectives on the
Jones Act, "because it is a very inportant issue." He noted
that ANGDA is concerned about how the act will inpact the inter
coastal novenents in Al aska. He said the Al aska del egati on nmay
be able to get an exenption for that. Secondly, he said, as the
world trade in LNG devel ops, the advantage of Al aska being cl ose
to the west coast can be captured by circular trade routes. He
said it is not necessary for the ships to sail back and forth to
Cal i f orni a. He told the conmttee to envision a circular
novenent of Indonesian gas going to California, then the enpty
ship sails to Alaska and picks up cargo, which is taken to
Tokyo, and then the enpty ship goes back to Indonesia and
continues the | oop. "You garner a great deal logistically of
that ... closeness of Alaska to the Wst Coast w thout ever sent
a ship fromhere to the Wst Coast."

7:30 p.m

WALTER HI CKEL, Forner CGovernor, State of Alaska, said this is an
i nportant nonent in Al aska’s history. He noted he is alnbst 86
years old. A vast supply of natural gas urgently needed by the
Anmerican people awaits a decision. How will the gas get to
mar ket ? he asked. He thinks the whole future of the state is
dependent on that decision, and it is not difficult to "sort
out." He reminded l|legislators that they swore to uphold the
Al aska constitution, and Article 8 says the legislature shall
provide for the wutilization and conservation of all natural
resources "for the maxi mum benefit of its people—not for the
benefit of any special interest, not for the benefit for those
that contribute to all the canpaigns.” He said it was not for
the benefit of |obbyists, but for all Al askans. "That is our
sol etm prom se and pl edge.”

MR. HI CKEL said Al aska won statehood to free it from exportation

of the colonial past. "Qutside countries ripped our resources
from our land and shipped them across our borders ... |eaving
little behind for our people.” He said to keep four benefits in

mnd: WIIl the route do the nost for Al aska' s consuners? WII
the homes of Al askan's be warm and light by this resource? WII
the people's gas be available to all our people by a spur |ine?
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WIIl the route generate the nost revenue to Al aska? WII the
route create the nost jobs for Al askans, not just to build the
line, but for future generations? \Wich route can be started
first? He said worldw de conpetitors are noving fast to capture
the United States' market. "W need to start building that
pipeline now" He said in the early 1980s Governor Jay Hanmond
appointed the late Bill Egan and him to study the gas pipeline
issue. "Fromthat tinme on | have believed in and fought for the
all-Alaska route. It has been a 35-year battle.” He said, "You
and Governor Mirkowski have to nake it happen. And you may have
to have the courage to use all the powers at your disposal."”

ADJ OQURNMVENT

There being no further business before the commttee, the joint
House and Senate Resources Conmittee neeting was adjourned at
7:36 p.m
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