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By Martin Rosenberg

CALL IT A striking coincidence. Or poetic justice.
One day in May, Ken Lay was convicted of fraud
and conspiracy in the 2001 collapse of Enron. The
following week, Richard Kinder announced that he
and other top managers want to take Kinder Morgan
private in a $13.5 billion deal, the largest manage-
ment-led buyout in corporate history.

Kinder formed Kinder Morgan in 1997 with
$40 million worth of pipeline assets that Lay jettisoned
on his way toward transforming Enron into a trading
colossus. Lay faces jail. Kinder is becoming a new
energy kingpin. Morningstar this year named Kinder
2005 CEO of the Year, stating, “He's made key long-
term contrarian decisions to solidify the company’s
future...” How contrarian? He takes $1 a year in pay
and caps executive salaries at $200,000.

Kinder Morgan has become a key artery in
America’s energy circulatory system, operating
43,000 miles of natural gas and oil pipelines. Kinder
Morgan is the general partner of Kinder Morgan
Energy Partners, which is building a $4 billion
Rockies Express pipeline from Wyoming to Ohio,
the largest such gas pipeline project in decades.
Sempra Energy is a partner in the 1,663-mile
project, which is expected to be completed in 2009.

SCOTT PARKER GETS IT DONE

Kinder Morgan has proposed a MidContinent
Express Pipeline, which would originate in southeast
New Mexico and extend 1,700 miles to the East Coast.
The $4.3 billion project would carry up to 1.8 billion
cubic feet of gas a day.

Kinder Morgan officials say that the management
buyout will not affect ongoing projects. In our
April/May issue, we reported on the Rockies
Express project. Recently, we caught up with Scott
Parker, president of Kinder Morgan Natural Gas
pipelines, at an industry conference and discussed
the Rockies Express in detail along with Kinder
Morgan's vision for its fast-developing domestic
natural gas delivery network. Parker said that in his
23 years in the business, “we have never seen so
much opportunity to grow our business.” Parker,

45, oversees the daily transport of up to 14.2 billion
cubic feet of natural gas and 260 billion cubic feet of
gas storage. Parker's edited comments follow.

energybiz: How significant an impact will the Rockies
Express have on Eastern gas markets?

PARKER: Anytime you bring supply from a constrained
area into a high-priced market needing the supply, it's
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If you have pipelines

about the need for pipeline infrastructure. We've got

coming out of the Rockies

to follow all the rules. We've got to work within the

and the mid-continent ...
supply disruptions
should be a lot less.

going to compete with the existing gas and it's going to
lower the overall market price for gas.

energybiz: And it diversifies supply.

PARKER: As you saw this last year when we had a
hurricane, the Gulf Coast primarily provides the East
Coast supply. When we had a hurricane, you saw
disruption in supplies. Well, if you have pipelines
coming out of the Rockies and the mid-continent,
supply disruptions should be a lot less.

energybiz: Will the pipeline have a major impact on gas
exploration and development in the Rockies?
PARKER: Yes. That's why we sold 1.8 billion cubic
feet of gas capacity to major producers. Certainly
those producers wouldn't sign up for that much
pipeline capacity unless they felt like they were
going to grow their production. Everything we saw
when we were trying to market this project said that
there's a dramatic increase in production coming out
of the Rockies. Without pipeline capacity, it would
be constrained. Why would a BP or a Conoco invest
millions in exploration and production without a
pipeline to take the gas out?

energybiz: The Rockies Express is the biggest pipeline
project in many years. Why hasn't this kind of
infrastructure project been done in decades?
PARKER: In the United States, there certainly has not
been a pipeline like this built in at least 20 to 30 years.
You're just seeing a fundamental change in the gas
supply. The older, existing basins that have existing
pipeline infrastructure are declining dramatically.

energybiz: What about the role of federal regulations?
Joseph Kelliher, chairman of the Federal Energy
Regulatory Commission, has spoken favorably about
your project and the need for new infrastructure.
PARKER: | think Chairman Kelliher's leadership has
been amazing. He has identified and spoken publicly
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guidelines. But FERC is working with us and they
want to see this new project come out.

energybiz: Has FERC made it easier to launch new
projects?

PARKER: Over the last five years, FERC has gotten
a lot more aggressive on speeding up the timelines,
making the process simpler and working with other
agencies.

energybiz: Let's talk about the financial picture, and the
return on equity that you're allowed to achieve on this
project.

PARKER: No pipeline company, now or in the future,
is going to invest in major pipeline construction
without a reasonable return on equity. But with the
Rockies Express, the shippers are going to pay a
fixed rate for the next 10 years, no matter what our
set recourse rate is at FERC.

energybiz: In other words, they'll pay something under
what FERC will allow.

PARKER: More than likely. The rates will be fixed
for 10 years. We wanted that. It gives us a security
blanket around these assets. The shippers wanted
it. They want to know what their deal was.

energybiz: Will the Rockies Express be underground?
PARKER: Everything we do is buried. It will have a
minimum of a 3-foot cover, so agriculture can occur
over the pipe.

energybiz: What about securing the pipeline from
potential terrorist threats?

PARKER: We don't really talk in public about what
we're going to do or not do. That wouldn't be too
smart. But you can rest assured that we work with
the federal government on a variety of levels to
analyze security throughout our assets.

energybiz: What is Kinder Morgan's strategy?
PARKER: Rich Kinder is a very smart individual.

He got out of the gas market when he took over the
reigns of the company before it was popular to get
out of it. We invested in infrastructure with long-term
contracts. So, our company was in a position to be on
very sound footing when Enron'’s problems surfaced
and the trouble occurred in the industry. We focus

on natural gas as far as moving it from the supply
zones to the market. We are a fee-based business.
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The $4 billion Rockies Express gas
pipeline is under construction.
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an opportunity to buy an asset at a reasonable price,
we'll do that. And, as you've seen, we can build these
assets a lot cheaper than you can go out and buy
them. We want to be a leader in the industry and we
think we are. Anything we do, we want to be in the

number 1, 2, or 3 spot at the very least.

energybiz: Do you want to be the biggest pipeline?
PARKER: No. We want to be the smartest. We are not
going to be big just to be big. We're going to be smart

about what we do. Your best asset in the pipeline
industry may not be the pipe you have in the ground;
but it's your employees and the team you have behind
those assets. We've got a great, sound team that's
weathered and understands how to run pipelines.
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energybiz: What role will natural gas play in our future
energy economy?

PARKER: | was involved in a recent study by the
National Petroleum Council. It concluded that we
need liquefied natural gas, we need Rockies gas,
we need coal, we need conservation — we need
everything. We shouldn't just rely on one source

of energy. That's a little unique coming from a gas
pipeline executive. But our nation needs to look at
every option we have available to meet our needs.

energybiz: Tell me a little bit about your corporate
culture.

PARKER: We're pretty risk adverse. We're not com-
modity driven. | told you before we do things on a
fixed-fee basis. We'll take risks. We've taken a risk in
conjunction with this project. But they're measured
risks, risks that we understand. We are not going

to build things and hope the shippers show up. We

We can change
the industry.

didn’t build the Rockies Express pipeline without
commitments. We won't build the Mid-Continent

Pipeline without commitments.

The best part of my job is developing new pipe-
lines. It's great to run existing pipelines and talk with
customers. But we can change the industry. The
Rockies Express is different. It is going to change
the gas loads in the United States. Today, gas flows
to the Gulf Coast, and it gets distributed. This is a
new, innovative pipeline that's going to move gas
from one major supply source all the way to the
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