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POSI TI ON  STATEMENT: Answered questions and continued his
Power Poi nt presentation during hearing on SB 3001 and HB 3001.

PATRI CK GALVI N, Comm ssi oner

Depart nent of Revenue

Juneau, AK

POSI TI ON  STATEMENT: Answered questions during hearing on

SB 3001 and HB 3001.

TOM | RW N, Comm ssi oner

Departnent of Natural Resources

Juneau, AK

POSI TI ON  STATEMENT: Answered questions during hearing on

SB 3001 and HB 3001.

BOB SVENSQON, Director

Di vi si on of Geol ogi cal & Geophysical Surveys

Departnent of Natural Resources

Fai r banks, AK

POSI TI ON  STATEMENT: Gave a Power Poi nt presentation on
undi scovered resources and answered questions during hearing on
SB 3001 and HB 3001.

DAVE HOUSEKNECHT, Geol ogi st

U. S. Ceol ogi cal Survey

U S. Departnent of the Interior

PCSI TI ON STATEMENT: Assisted with PowerPoint presentation and

answer ed questions during hearing on SB 3001 and HB 3001.
ACTI ON NARRATI VE

CHAIR CHARLIE HUGA NS called the joint neeting of the Senate
Special Conmittee on Energy and the House Rules Standing
Commttee to order at 10:10:16 AM

SB3001- APPROVI NG AG A LI CENSE
HB3001- APPROVI NG AG A LI CENSE

10: 10: 16 AM

CHAI R HUGA NS brought SB 3001 and HB 3001 before the commttees.
He noted that there would be follow up questions for TransCanada
and additional information from M. Palnmer; Conmm ssioners Glvin
and Irwin were available for questions. Al so on the agenda was a
presentation from Bob Swenson of the Departnent of Natural
Resources (DNR) and Dave Houseknecht of the U S. Geol ogical
Survey (USGS).

10: 12: 48 AM
TONY PALMER, Vice President, Alaska Business Devel opnent,
TransCanada Al aska LLC, indicated he would share information

JT. SENR/ HRLS COWMM TTEES -4- June 7, 2008



sent since yesterday's neeting. Referring to discussion of
whet her Keystone contracts were nmade available publicly in
regul atory foruns, he reported that in a Canadian National
Energy Board (NEB) hearing, Keystone did provide redacted pro
forma copies of the transportation service agreenents for its
base system those are available online at:

htt ps://ww. neb-one. gc.ca/ll-eng/livelink.exe?
func=l1 &obj i d=444693&obj acti on=br owse

MR. PALMER noted that the second issue relates to whether
TransCanada could prevent a party that had built a pipeline to

TransCanada's Al berta system from entering it. He said
provisions in the NEB Act and the provincial regulator require
TransCanada to interconnect. Section 71(3) of that Act governs

construction of new facilities for federally regul ated pi pelines.

MR. PALMER said even if TransCanada didn't want it, NEB has had
the power for decades to require expansion or interconnection.
Reading from Section 71(3)(c), he said NEB can require the
junction of a pipeline with other facilities for the transm ssion
of hydrocarbons or other commodities if the board finds it places
no undue burden on the conpany.

10: 15: 53 AM
SENATOR THOVAS asked: What is considered a conpeting pipeline
with respect to size? 1Is 0.5 billion cubic feet a day (Bcf/day)

the capacity absent any expansion? Does it matter whether it
comes from the Foothills or the North Slope? Wuld financial
i ncentives such as tax provisions make a difference? And when it
comes to an independent builder w thout state participation, how
does that play in?

10:17:16 AM

PATRI CK GALVIN, Conmi ssioner, Departnment of Revenue (DOR),
responded that 0.5 Bcf/day is the initial capacity. Any pipeline
can be expanded. The idea was to nake the assurance, recogni zing
that any applicant wll assess its opportunity to acquire
sufficient firm transportation (FT) conmtnents. If the state
sponsored another pipeline in sone financial way and it took away
some existing gas that could be conmtted to this Al aska Gasline
| nducenent Act (AG A line, it would dimnish the likelihood of
success for this pipeline. So the adm nistration would focus on
the initial anmbunt to hit that threshol d.

COM SSI ONER GALVI N di scussed what assistance the state m ght
provide that would trigger this nmechani sm He said the statute
was carefully crafted to focus on financial assistance, including
tax breaks, targeted to that particular project. An overall tax
change wouldn't target a particular project. Also, as he'd
responded yesterday, the state clearly would still provide and
even coordinate all the regulatory processes for these other
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pr oj ects. But because the state is a sovereign, and to have a
cl ean decision-making process, none of that activity would
trigger this provision.

COWMWM SSI ONER GALVI N addressed the question of whether the gas
conmes fromthe Foothills or the North Slope. He said those could
be considered conpeting for the sane gas supply. It wouldn't be
gas in Nenana, for instance, because the target of AGA is from
the North Slope to narket. As to whether this would hinder a
private conpany trying to pursue the line wthout any state
financi al assistance, he said no. Wiile it clearly allows for
conpeting projects to advance, it doesn't allow the state to
provi de financial assistance to those conpeting projects.

MR. PALMER concurred.

10: 21: 09 AM
TOM I RWN, Conm ssioner, Departnent of Natural Resources, added
that 0.5 Bcf/day mght sound small, but he'd put it in context.

Under AG A 0.5 Bcf/day or |ess doesn't conpete. For exanpl e,
10.0 Bcf/day goes from Canada to the U. S. The 0.5 to be used
within Alaska is 5 percent of that. If there is a 4.0 to 4.5
Bcf/day line, 0.5 Bcf/day would be all the state's royalty gas,
significant quantities for in-state use.

COM SSIONER TRWN referred to Cook Inlet and indicated
0.19 Bcf/day is used for |liquefied natural gas (LNG today. That
would leave 0.31 for in-state use including Agrium In 1998
with Agriumrunning, it was 0.142. Predicting by 2020 it wll be
up to 0.18 of the 0.19, he concluded that 0.5 Bcf/day allows for
all the in-state use that can feasibly be foreseen, all Al aska's
royalty gas if it chooses.

COM SSIONER I RW N enphasized that gas wll be available in
Al aska. He said it doesn't conpete and is a separate issue.
This isn't either/or. 1In fact, if it rose to 1.0-1.5, sone would
have to be exported, fitting with the "Y-line" concept. There is
plenty at 0.5 Bcf/day.

REPRESENTATI VE RAMRAS questioned the math, citing cal cul ati ons of
100 Bcf a year with a build-out in Fairbanks and the presunption
of being able to nomnate adequate gas once there s
i nfrastructure. He nmentioned adding Flint Hlls and the build-
out of Fairbanks, Anchorage, and Agrium

REPRESENTATI VE RAMRAS al so recalled a trip that he, the Speaker,
and the conm ssioner took to China to see what markets exist; he
said if trade with China isn't likely in the near future, it
doesn't preclude it with Korea or Japan. He enphasized getting
gas right now to energy-isolated communities including Fairbanks,
expressing concern that it may require a larger pipeline to be
vi abl e, which AG A precl udes.
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10: 26: 13 AM

COMM SSIONER IRW N clarified that he was tal king per day, whereas
Representative Ranras was tal king per year. He said if those
nunbers are divided by 365 days, then 0.5 Bcf/day satisfies it.
Econom cal energy is needed today for Al askan businesses as wel |
as for Alaska's future, which doesn't conpete wth what
Representative Ranras was tal ki ng about.

COW SSIONER | RW N indicated the Chinese opportunities have been
| ooked at with experts. The econom cs appear best if there is a
line to Canada that then sets up the gas treatnent plant (GIP)
and the pipeline to Delta; the adm nistration concludes that a Y-
line to Valdez would nmake terrific econom c sense. Noti ng that
the two tie together, he rem nded nenbers that he'd testified
when AG A was proposed as a bill that he wouldn't be satisfied
until Al aska has both. This is a route to both, he said, a clear
pat h forward.

10: 28: 02 AM

COWM SSI ONER GALVI N rem nded nenbers of yesterday's discussion of
false choices, the idea that there nust be a choice between
Al askan gas now versus Ad A He agreed with Representative
Ranras that if the goal is to neet Alaska's needs now with a
pi peline which pays for itself, ultimtely that nmust connect to a
much larger market, with LNG for export and a |arger-capacity
line. The question beconmes at what point a balance is reached so
there is a quick LNG project that is economcally viable. He
asked, however, whether this is really the goal

COWMWM SSI ONER GALVIN explained that if the goal is to maxim ze

value to Alaskans, there are tw interests: 1) revenue,
nmoneti zing North Slope gas to the maxi mum possible, enconpassed
in AGA, and 2) getting gas to Al askans. He said the
adm nistration's analysis of a large-capacity line, t he
TransCanada project, versus an LNG project showed that tens of
billions of value in today's dollars would be lost by swtching

fromthe TransCanada project to an LNG project.

COWM SSI ONER GALVIN therefore opined that the State of Al aska
could build a small-capacity line to serve Alaska' s needs
entirely with state noney and not worry about econom es of scal e.
That would be a trenendously better economc decision for the
state and would get gas to Al askans nore quickly than hooking it
up to an LNG project.

COMWM SSI ONER GALVIN pointed out that even small-capacity LNG
projects have tineline considerations, as analyzed in the
finding. The entire supply-route chain nmust be lined up. This
i ncl udes having the gas commtted, along with the question of who
will commt gas to an LNG project for an Asian market. It also
i ncludes getting the export license, lining up contracts, and so
on. That won't be quick.
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COWM SSI ONER GALVI N enphasi zed the opportunity to choose. He
said if Al askans believe gas truly is the fuel of the future -
better than going for a hydroelectric ©project or other
alternatives - then the state can build the line, which will be
cheaper than forgoing TransCanada's Al aska project.

10: 31: 34 AM

REPRESENTATI VE RAMRAS renmarked, "Only if we nmake it so." He said
1) he doesn't hear a "can do" attitude fromthe two comm ssioners
about providing gas for Alaskans; 2) he stands on his math for
annual usage for Anchorage, Fairbanks, and potentially others
along the Railbelt and down to Valdez, as well as Agrium and
Flint HIlls; and 3) he hears $500 mllion going to a Canadi an
mul tinational conglonerate and an interest in getting gas to
Al askans after a large line is built because that provides val ue
to the state treasury, not the household i nconmes of Al askans.

COW SSI ONER | RW N responded by indicating he cares equal ly about
in-state usage. He again highlighted the per-year versus per-day
calculations, reiterating his belief that 0.5 Bcf/day clearly
covers it all, and nore. He enphasized that he absolutely
believes, as does the admnistration, in the energy needs of
today. This AG A project doesn't conpete with in-state use, he
said. It's two different issues.

10: 33: 53 AM

SENATOR THERRI AULT reported that he'd net with ENSTAR Natural Gas
Conmpany ("ENSTAR') representatives when they were in town; they
have a $6 million budget to start working on the econonmics of a
bullet line and indicated they' re being approached by conpanies
with products around the world, pitching conposite versus steel
pi pe, for instance. When asked, they'd indicated they need
nothing from the state governnent right now, other than perhaps
assistance with permtting and gathering information.

SENATOR THERRI AULT highlighted two ways to ensure that in-state
gas is affordable and that the tariff doesn't price it out of the
mar ket . First, capacity can be ranped up, since any nolecule
riding a bigger line gets a cheaper ride and the farther it goes,
the better. O, second, the debt can be paid down. He asked:
Has the adm nistration considered hel ping to pay down the debt so

a bigger line isn't needed to deliver an affordable product to
Al askans?

10: 35: 43 AM

COWM SSI ONER GALVI N responded that econom cal energy is an issue
this admnistration has taken head-on. The Al aska Energy

Authority is undertaking |long-termplanning, and this |egislature
will talk soon about short-termenergy relief and how that builds
into a md-termand | ong-term energy pl an.

COWM SSI ONER GALVI N addressed whether the admnistration would
consider paying down the cost of a bullet line to lower the
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tariff to provide affordable energy. He said that's been
di scussed publicly as an option. However, to sinply rush in and
say the answer to the energy future is a bullet line doesn't
recogni ze alternative energy choices that state dollars could go
t owar ds i nst ead.

COWMM SSI ONER GALVI N sai d that public dial ogue needs to occur, and
AG A was set up to allow that discussion. The admnistration has
a "can do" attitude and wants to find solutions, but it requires
a joint effort, based on facts and true choices for long-term
ener gy needs.

COW SSI ONER GALVIN rem nded nenbers that nmany bunper-sticker
sol utions have inpacts. For instance, if a bullet line takes al

the state royalty gas and provides it to Al askans at a cheaper
price, it will affect tax revenue, royalty revenue, and Al askans
per manent fund dividends. That trade-off needs to be recognized.
Is it the nost cost-effective way of solving this problen? That
choi ce needs to be made with the best information avail abl e.

COWM SSI ONER GALVIN noted that 0.5 Bcf/day is 500 million cubic
feet a day. Wthin the Southcentral area, which uses natural gas
to generate electricity, the entire market including hones and
commerci al operations uses 252 mllion cubic feet a day. That's
currently served by the Cook Inlet gas supply.

COMWM SSIONER GALVIN also noted that export of LNG is about
190 mllion cubic feet a day. Agriumat its peak al nost a decade

ago used about 150 mllion a day. Al that wll continue to be
served by Cook Inlet for years; if the desired exploration is
successful, it should be served for decades.

COWM SSI ONER GALVI N concl uded by saying there are two issues: 1)
an imedi ate need to get gas to Al askans, which doesn't conflict
with AGA and 2) the long-term need, for which spur lines off
the main line are the solution; those aren't in conpetition,
either, and won't be inplicated by this provision. Noting a big
guestion is whether approval of the AQJA I|icense sonehow
precludes the state fromsolving this problemof |ow cost gas for
Al askans, he said the answer is no.

10: 41: 34 AM
REPRESENTATI VE DOOGAN asked: Wen does the state's commtnent to
TransCanada to not financially support a conpeting pipeline end?

COM SSI ONER GALVIN referred to the statute and replied it ends
upon conmmencenent of comrercial operations of the pipeline.

MR. PALMER agr eed.

10:42:16 AM
SENATOR STEDMAN pointed out that many parts of Alaska such as
Kodi ak or Southeast won't see a gas line, and there are serious
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issues in Western Alaska related to fuel costs. He enphasi zed
the need for solutions statewi de, not just for the Railbelt.

COW SSIONER IRWN replied he couldn't agree nore. | ndi cati ng
this significant issue could have different answers in various
parts of the state, he cautioned agai nst focusing so hard on one
area that others are m ssed.

10: 43: 29 AM
REPRESENTATI VE NEUVAN nentioned high fuel prices around the state
i ncludi ng the Yukon River. He asked if the soonest natural gas

can get to Al askans is when the pipeline is built and gas fl ows.

COW SSI ONER GALVI N replied no. He clarified that he'd said the
state can satisfy the needs of Al askans separately.

REPRESENTATI VE NEUVAN surm sed that would entail a spur line off
of the main |line.

COW SSI ONER GALVI N answered no. He said the state could build a
separate line if there's a collective decision that it's the best
choi ce anong the energy options.

REPRESENTATI VE NEUMAN gave his understanding that if it's over
0.5 Bcf/day or 500 mllion cubic feet, there couldn't be
financial incentives fromthe state.

COM SSIONER GALVIN agreed if it's bigger than 500 mllion.
However, he said it is unlikely to get anywhere close to that
size to neet the needs of folks on the Yukon.

REPRESENTATI VE NEUMAN i ndicated he'd received information that
peak capacity w thout Agrium was 480 mllion cubic feet a day.
Alluding to a presentation by Econ One, he said in the event of
an unsuccessful open season, TransCanada expects the state to use
its sovereign status to encourage, induce, and persuade Al aska
North Slope (ANS) producers to commt gas. He asked how the
state would likely do that, in Iight of the Denali project.

COW SSI ONER GALVI N requested that he wait until tonorrow, when
an entire day was schedul ed to address that.

10: 48: 10 AM

CHAIR HUGGA NS said AG A reduces flexibility by limting the
vol unes, but volune doesn't mtter if it isn't economcally
f easi bl e. Noting new projects will create demand, he said this
body passed a resolution on in-state gas, a subject many of his
constituents feel strongly about. He stressed the need to

separate false choices from good ones to retain the flexibility
to feasibly get in-state gas to Al askans, wherever they I|ive.

COWM SSI ONER GALVI N replied he agrees 100 percent with the need
to focus on ensuring all options are kept available to satisfy
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in-state needs. Wiile the assurances in the AGA license do
limt the state's flexibility, this doesn't preclude a solution
to Alaska's in-state energy needs, given the demand expected
within Al aska, current supplies in Cook Inlet, and the tinefrane
before getting to the main |ine.

10: 51: 18 AM
REPRESENTATI VE JOHNSON asked: Does it trigger the treble damages
if we decide it's best to build a bullet line and it doesn't

reach the expected threshold, but is capable of delivering nore
than 0.5 Bcf/day through conpression or | ooping?

COW SSI ONER GALVIN replied no. It would happen if there were an
open season seeking nore than the 0.5 Bcf/day. Any line could be
expanded, so that capability wouldn't be the threshold.

10: 52: 26 AM

REPRESENTATI VE W LSON asked: If prices continue to clinb, mght
there be a point where the price is as high as or higher than
what is paid now, even if there is a line for Al aska?

COWM SSI ONER GALVI N answered yes. Cearly, it could rise beyond
what people pay now, even if +the state subsidized every
transportati on aspect. That's why, when looking at a long-term
choi ce, policymakers nust consider the options. These i ncl ude
whether to lock the state into a nonrenewabl e resource such as
natural gas for the long-term supply or go with a renewable
source or sonething |Iike hydroelectric power as an alternative.

COWM SSI ONER GALVI N cautioned against seeing natural gas as a
panacea because at this nmonment the price is |ower than other
choi ces. He enphasized that this decision needs to be nmade
conscientiously. Particularly in Southcentral Al aska, folks are
| ooking at the next generation of energy supply, and the state
will be locked into that for 30 years or nore. This is a
critical juncture, with a great opportunity to decide.

10: 54: 40 AM

COW SSIONER | RW N recal l ed hearing soneone in None say he wants
the big line, but wants it treated as a drug dealer would treat
his drugs - as a seller, not a user. That person had asked for
renewabl e, clean energy for the future of the state.
Comm ssioner Irwin suggested that parallels this discussion.

REPRESENTATI VE WLSON told nenbers she believes the state shoul d
| ook at renewabl e energy because people will need to be wse
about how they spend their noney to convert their furnaces and so
on. She suggested comunities especially need to | ook at that.

REPRESENTATI VE ROSES said he agrees with the math. If a line
inpacts the volune in the big line, financially it's better to
generate revenue and then subsidize the other line by having the
state pay transportation costs. He expressed concern, though
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that a precedent has been set by discussing a $1.2 billion

subsidy to citizens to offset high energy costs. He suggested
the calculation should anticipate that folks wll want that
subsidy wuntil the line exists; thus the savings account for

payi ng that down may dw ndl e.

10: 56: 56 AM

CHAIR HUGGA NS asked M. Palmer to elaborate on TransCanada's
i nvol venent in a change in AGQ A during the course of the debate
on that |legislation, from 50 percent reinbursenent up to the
current 90 percent.

MR. PALMER replied | ast year, as AG A was being established, he'd
testified six times before the Senate and House regarding
TransCanada's position on proceedi ng beyond an open season. He
recal l ed being asked whether there was sone incentive the state
could provide to potential applicants under AGA if it required
that parties continue beyond a failed open season; he'd answered
that the state could increase its contribution. That's the
extent of TransCanada's involvenent in that process, he said.

MR. PALMER noted the state canme back with a proposal which did
that and naintained the requirenent that a successful applicant
nmust continue beyond a failed open season and go through Federal
Energy Regulatory Conm ssion (FERC) certification. It also
increased the state's percentage of contribution post-open
season, but it maintained the $500 mllion cap.

MR. PALMER, as to whether TransCanada had considered that in
eval uati ng whether to apply under AG A, said definitely yes. He
surmsed it was a consideration for other parties as well, who
i kely al so exam ned whether the $500 million is sufficient.

10: 59: 53 AM

CHAIR HUGA NS recalled those discussions in conmttee.
I ndi cating the anendnent was proposed by the adm nistration, he
surmsed there were comrunications in that respect and noted
Comm ssioner Galvin was to give a foll owup answer.

COWMM SSI ONER GALVI N replied he hadn't had tine to go back through
the legislative record last night, but his recollection was
simlar to M. Palner's, that there was anple testinmony during
the initial hearings from potential applicants who expressed
concern about the risk/reward trade-off. This was one of many
anmendnents generated by the administration during the process.
As to whether the nmatching-contribution distribution was
responsive to TransCanada's request, he said it was.

CHAIR HUGGE NS asked whether it was based on negotiations or
di scussi ons with TransCanada.

COMM SSI ONER GALVI N specified that it was based on the input from
TransCanada t hat cane through the comm ttee process.
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CHAIR HUGE NS asked whether that included raising the
rei nbursenent to 90 percent.

COWM SSI ONER GALVIN replied yes. Wat he didn't recall, though,
was what the other potential applicants said during their
testinmony and if they specifically discussed the post-open season
mat chi ng contri bution. He indicated the admnistration was
addressing a nunber of concerns raised by potential applicants at
the tine; this was one. As M. Palner said, TransCanada was on
record as saying it needed a change there.

SENATOR STEDVMAN clarified for the public that while the
adm ni stration may work up reconmmended anmendnments, those need to
have a conmittee nenber's sponsorship. Committee nmenbers nake
t he amendnent s.

11: 03: 11 AM

MR. PALMER returned to the PowerPoint presentation he'd begun
yesterday, "TransCanada's AG A Application Presentation to the
Legi sl ature”; a handout duplicated the slides. He began wth
slide 26, "Canada - Advantages of the NPA - Timng," which had
the followng points relating to the Al aska Pipeline Project
(APP) and Canada's Northern Pipeline Act (NPA):

Certificate of public convenience and necessity has
been issued by statute (section 21 of the NPA)

- Public interest determ nati on has been made

- Process for nmeet i ng current envi ronnment a
standards and approving design plans will include
i nput by appropriate stakeholders and First
Nations but will not revisit the go/no go decision

Singl e wi ndow, expeditious regine

- Cabinet is authorized to transfer the powers
of any departnment or agency of the Gov't of
Canada to the Mnister responsible for the NP
Agency

- Mnister is entitled to second enpl oyees from
any dept or agency (including the NEB) to the

NP Agency
MR. PALMER noted he'd testified a nunber of tines on Canadi an
regul atory issues. TransCanada has held the certificate of
public conveni ence and necessity for this project in Canada for
sone 30 years. He enphasized that while environnmental issues
will be reviewed, there will be no revisiting of the go/no go
deci si on.
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MR. PALMER told nenbers the single-w ndow, expeditious regine is
very different from what has occurred on the Mackenzie project.
Wile the Northern Pipeline (NP) Agency has been nodestly
staffed, appropriately so, it has authority to second enpl oyees,
as it has in the past for the pre-build and every expansion of
Foothills Pipe Lines, obtaining staff from across the governnent
of Canada, including the NEB, to review the project.

MR. PALMER, in response to a query, explained that to second is
to transfer enployees on a tenporary basis from their regular
departnment under the aegis or authority of the NP Agency.

11: 04: 30 AM

MR. PALMER addressed slide 27, "Canada - Advantages of the NPA -
Hi story of Inplenentation,” which said:

The NPA has a history of inplenentation that wll
provide the precedents required to nove forward on the
APP.

The NPA was used as the regulatory vehicle for the
fol | ow ng:

- Construction of the Pre-Build (approximtely 25%
of the Canadi an portion of the APP)

- Construction of 5 Expansions of the Pre-Build

- O her - acquisition of Duke's Interest in
Foothills (as recently as 2003-2004)

MR. PALMER enphasized that the NPA has been used many tines

including for pre-build facilities put in place in 1981-1982 and
further construction through 1998, as well as acquisition of
Duke's interest in Foothills five years ago.

MR. PALMER discussed slides 28-29, "Canada - Advantages of the
NPA - Flexibility," which had the follow ng points:

NPA is not prescriptive as to volunme or design

- Sec. 3 (Treaty): "The initial capacity of the
Pipeline wll be sufficient to neet, when
required, the <contractual requirenents of the
United States shippers and of Canadi an shi ppers.™

- Sec. 1 (Treaty) indicates that the line size may
be 48-54 inches in dianeter "or any other
conbi nation of pressure and dianmeter which woul d
achi eve safety, reliability and econoni ¢
efficiency ... the decision relating to pipeline
specifications remains the responsibility of the
appropriate regulatory authorities.”
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- NPA is not prescriptive as to timng
- No sunset date in |legislation

NPA is uniquely designed to neet current standards by
requiring:

- Approval by the Designated Oficer of plans
submtted by Foothills to inplenment the approved
pr oj ect

- Foothills to conply wth all undertakings it
provided during the NEB hearing and to provide to
DO, for approval:

- Final detailed design and detailed construction
procedures and specifications

- A schedule for project control, i ncl udi ng
schedul es for regulatory reviews and approvals

- Results of further studies (environnental,
social and econonmic nmatters) as nmay be ordered
or directed by the DO

- Business and opportunity plans, environnental
pl ans and procedures, plans for neeting Terns &
Condi ti ons

MR. PALMER noted he'd heard parties ask whether the project has
changed sonehow because the capacity is different now. He
enphasized that the treaty |anguage isn't specific to a
particul ar capacity. On the first point, Section 3 (Treaty), he
sai d Canadi an shippers at the tinme contenpl ated noving Mackenzie
Vall ey gas down this pipeline; this is a separate project. The
| anguage is perm ssive as to volunes, not restrictive.

MR. PALMER expl ained that an NEB certificate generally has a two-
year sunset date. There was no such provision on this
certificate because the parties didn't know the construction date
at the time. Also, there is a particular named individual called
the designated officer (DO, wusually a nenber of the NEB who,
under the NPA, is given specific duties and responsibilities;
t hose woul d be provided for nenbers' review

11:08: 01 AM
MR. PALMER addressed slide 30, "Canada - Advantages of the NPA -
Land Rights,” which had the follow ng points:

Foothill holds a right-of-way (ROW in the Yukon

- Provides access through Yukon along the route of
t he APP
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- Acknow edged in the Unbrella Final Agreenent by
Yukon First Nations, Canada and Yukon
- Final agreenents have been entered into by the
Kl uane, Chanpagne A shihik and T an Kwach'an
First Nations, Kwanlin Dun, Carcross/Tagish and
the Teslin [Tlingit] Counci

- ROW has since been approved by Cabinet pursuant to
Sec. 37 of the NPA and remains in full force and
ef f ect

MR. PALMER said TransCanada has held the right-of-way (ROW
through the entire Yukon Territory for this project since 1983.
Ten years after it was granted, an unbrella agreenent recogni zing
the RONWwas reached anong all Yukon First Nations, represented by
the Council for Yukon Indians at the time; the Canadian
governnent; and the Yukon Territory government.

MR. PALMER, noting six of the eight subsequent final |and clains
established in the Yukon Territory specifically recognized that
ROW gave his understanding that the same would happen with the
other two when their land clains are resolved. That ROWremains
in full force and effect.

11: 08: 59 AM

MR. PALMER discussed slide 31, "Canada - Oher Land - BC and
Al berta," which had the foll ow ng points:

- In BC, Foothills holds Map Reserves under the Land
Act and Mning Reserves under the Mning (Pl acer)
Act for all lands required for pipeline purposes

- In Alberta, Foothills holds a Consultative Notation
with respect to Provincial Crown Lands

- The effect of the above is to give notice of
intended use of land to all others and provides
Foothills with the opportunity to review and conment
upon any conflicting proposed devel opnent

- The normal process for acquiring Crown |and rights
will occur as the project progresses; including a
License of COCccupation (Land Act) in BC and a
Pi pel i ne Agreenment (Public Lands Act) in Alberta

- Negotiations wth |andowers for privately held
| ands

MR. PALMER explained that whereas the Yukon Territory is
relatively virgin territory for gas pipelines, British Colunbia
(BC) and Al berta have had pipelines some 50 years. TransCanada
has 15,000 mles of pipe in Alberta and knows how to get these
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things done there, he assured nenbers, noting conpetitors have
thousands of mles of pipe in BC There is an established
process with an established group of officials as well as
| egislation to do this.

11: 09: 50 AM

CHAIR HUGA NS clarified that the Foothills M. Palnmer had
referenced is unrelated to Alaska's foothills geography.

SENATOR FRENCH asked why TransCanada has a right-of-way through
the Yukon Territory but not BC, going all the way to Al berta
since it seens that would have been part of the process over the
| ast many years. He al so asked what resistance mght exist to
getting that through BC

MR. PALMER replied the rationale sone 25 years ago was that it
was potentially difficult to get a ROW through the Yukon, so it
was sought earlier than normal. Al berta and BC were expected to
have a straightforward process, which usually is done after the
open season; that is how TransCanada has contenpl ated it.

MR. PALMER added that it isn't unusual for certain parties to try
to extract value from a pipeline conpany or other infrastructure
devel oper, to prosecute either political or legal angles in that

attenpt. This happens all the tinme on infrastructure projects
and TransCanada faces it daily. However, that process - both
| egi slative and regulatory - is well handled in Al berta and BC

and TransCanada deals with 100 First Nations on its existing
system across Canada every day.

11:12: 04 AM

REPRESENTATI VE SAMUELS al |l uded to issues in Canada. Ment i oni ng
the NPA process versus the NEB process, he asked whether
TransCanada would go to court to stand up for its rights.

MR. PALMER answered that he believes both the State of Al aska and
the governnent of Canada have a letter on record from
TransCanada' s chi ef executive officer to that effect.

REPRESENTATI VE SAMUJELS nentioned the noney at stake in the
proj ect and asked: Do you see a problemwith respect to timng
if the Canadian court system determines this issue, if Enbridge
goes through with an NEB process or TransCanada goes through with
an NPA process?

MR. PALMER replied that Enbridge, along with any other party, had
every opportunity to participate in the AG A process but hadn't
done so; nor did Enbridge submt a final bid under the Stranded
Gas Devel opnent Act (SCGDA) process and conplete that by agreeing
to reinmbursenent with the fornmer adm nistration. He added t hat
if TransCanada is granted this ADQA license and is proceeding, it
is in effect not addressing the exclusivity issue. TransCanada
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woul d be prosecuting the project under NPA, and he wasn't aware
of Enbridge having a conpeting project.

COWM SSI ONER GALVI N reported that the state did hire an analysis
of that issue, conparing the two and also |ooking at Canadian
permtting issues in general. Indicating that's in the finding
and appendi x, he specified that Bennett Jones was the Canadian
counsel hired to do an analysis of all legal issues associated
with the Canadian permtting; their conclusions on timng and
potential inpacts to the schedule are incorporated into the
adm nistration's analysis of the project economcs. Soneone from
Bennett Jones woul d be avail abl e Monday and Tuesday.

11:15: 37 AM

CHAI R HUGG NS asked about the First Nations structure, including
whether this entails privately held | and and whether the parties
are tribes or corporations such as exist in Al aska.

MR. PALMER explained that TransCanada will be negotiating with
individual First Nations groups, which generally don't have
Native corporations. Eight First Nations in the Yukon Territory
are along the ROWN TransCanada holds the ROW through the entire
Yukon and already has access to the lands, but nust negotiate
benefits with those parties.

MR. PALMER said specific benefits laid out in the ternms and
conditions to NPA sone 30 years ago along the ROW are the | aw of

Canada. TransCanada will neet those and has done prelimnary
negotiations wth a nunber of First Nations about inproving on
the law of the land in this regard. It's a very different

ci rcunstance than exists for the Mackenzie Valley project.

REPRESENTATI VE DAHLSTROM asked: If TransCanada couldn't
successfully negotiate with one of the First Nations, would that
group be able to sue and stop the project? And in that case, who
woul d be |liable for the costs incurred?

MR. PALMER responded that TransCanada cannot prevent a party from
going to court on any issue. However, TransCanada has terns and
conditions established in the Act after significant hearings on
this sone 30 years ago and is offering to enhance those. | f
negoti ations are unsuccessful and parties don't want benefits
superior to what was offered 30 years ago, TransCanada would rely
on the rights and obligations under the |[|aw That doesn't
preclude parties from taking a political angle, as described
earlier to Senator French, or going to court.

MR. PALMER said if a party chose to do that, it could delay the
process, although there are sone limtations on that. It could
al so increase the cost of the project, since delay costs noney.
TransCanada would bear sone of that risk, as described in its
capital cost risk assessnent, and the shippers would bear sone.
He surmsed in that case, a nunber of parties would be highly
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notivated to resolve this issue, but he reiterated that some who
see a mgjor infrastructure developnment mght seek to extract
val ue in whatever fashion they could.

11:19: 51 AM
REPRESENTATI VE DAHLSTROM asked: Could the State of Al aska
potentially incur some cost also, an unknown anount?

MR. PALMER answered that the state wouldn't have a direct
paynment. But since the state is a royalty and tax collector, its
net value could go down if the cost of the pipeline goes up
Wi |l e acknow edging that there could be sone inpact, he offered
assurance that TransCanada has the law on its side, 30 years of
dealing with parties on this project, and 50 years' experience
dealing with 100 First Nations.

CHAI R HUGE NS asked about the Mackenzi e project del ays.

MR. PALMER replied he isn't an expert on that, although he has
observed it from afar. A nunber of issues have del ayed that
project in the regulatory arena, including the regulatory process
established as a result of Jland-clains resolutions in the
Northwest Territories; the process under the NEB Act, which
doesn't have an expedited or single-w ndow regine; and
negotiations with First Nations on both benefits and access.

CHAI R HUGGE NS asked how | ong that delay is.

MR. PALMER recalled there was a conmmercial agreenent anong the
owners and shippers in 2003 or early 2004, and the hope is for an
NEB deci sion by 2009. Subsequent to that, additional |and and
wat er use approvals nust be obtained. After that, the project
wi |l proceed.

SENATOR FRENCH observed that M. Pal nmer had enphasi zed access in
di stinguishing the Al aska project from the Mackenzie project
del ays. He asked about that distinction.

11: 23: 25 AM

MR. PALMER answered that there are two distinguishing factors:
1) access and 2) that there is law on terns and conditions that
est abl i shes base benefits. As for access, TransCanada hol ds the
right-of-way through the Yukon Territory. By contrast, the
Mackenzie Valley project will be obtaining a ROW after getting
regul at ory approval .

MR. PALMER paraphrased slide 32, "Canada - Environnent,"” noting
he' d spoken about sone of these already. Slide 32 said:

Fundanment al Deci si ons

I n passing the NPA, Parlianent clearly:
- Decided that the APP is in the public interest
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- Determned there is a need for the APP

- Recogni zed a general route for the APP

- Recognized that environmental and social inpacts,
whi | e expected, would be acceptable with mtigation

- Created NP Agency to be the exclusive regulatory
agency to determ ne environnental and soci o-econom c
issues related to the conpletion of the APP, i.e.
what was appropriate and what required nmitigation

11: 24: 19 AM
MR. PALMER turned to slide 33, "AG A ' Mist-haves' Pronpte Basin
Devel opnent , " whi ch sai d:

- Rolled-in tolls up to 115% of initial rates in
Al aska

- Open Season every 2 years

- In-State deliveries

- Distance-sensitive tolls

- Mninmum5 delivery points

- Low equity ratio requirenent for pipeline sponsors

- State fiscal incentives (if any) targeted to AGJA
pi pel i ne shi ppers

MR. PALMER added he believes these are inportant for long-term
basi n devel opnment. Highlighting recent significant discussion of
rolled-in tolls, he indicated other slides would address this.
Wth respect to the open season every two years, he nentioned
expansi ons wi th engi neering increnents.

MR. PALMER said in-state deliveries off this pipeline couldn't
occur until 2018. The schedul e provi ded yesterday indicates that
if TransCanada is granted a license in August - assumng all
necessary approvals and custonmer requirenments are in place -
project conpletion will be in Septenber 2018. |If the legislature
approves it nore quickly and TransCanada knows that in advance,
it could significantly inprove the schedule by providing
additional time in the sunmer.

11:26: 16 AM

REPRESENTATI VE FAI RCLOUGH asked how inflation will affect the
tariff and rolled-in rates, the 115 percent, and access and
equity in the pipeline.

MR. PALMER gave his understanding that no inflation factor is
added in to the 115 percent. | f TransCanada's nunbers were
perfectly correct, and including fuel the pipeline were conpleted
for $2.76, that nunber in nominal dollars would be in effect
15 percent woul d be added to the Al askan section of the pipe, not
t he Canadi an section, which is governed by NEB rul es.

MR. PALMER, saying inflation could "take that issue away," added

that generally pipelines don't have straight-line depreciation
Oten a relatively balanced approach over tinme is seen wth
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expansi ons and depreciation of the pipe. But there certainly are
occasi ons when inflation causes costs to go up.

REPRESENTATI VE FAI RCLOUGH nentioned the Trans-Al aska Pipeline
System (TAPS) for oil and her understanding that no additiona
producers can transport their commodity to market on TAPS. Wth
respect to the Al askan portion of this gas line, she asked: Wat
happens in the three big producers buy up all the capacity during
t he open season?

11: 28: 45 AM

MR. PALMER noted he isn't an expert on TAPS, but replied that for
this gas project, if the three large North Sl ope producers today
decide to take 4.5 Bcf/day capacity, that's good and the pipeline

will be put into service. |If other parties also want capacity in
the initial open season, say, an additional 0.5 or 1.0 Bcf/day to
serve in-state or out-of-state markets, TransCanada w || design

the pipeline for 5.0 or 5.5 Bcf/day. That's one circunstance.

MR. PALMER said if, however, only those three big producers bid
in the open season for 4.5 Bcf/day and TransCanada wants to
expand, he has shown sone economcs both in TransCanada's
application and in responses to the Legislative Budget & Audit
Commttee (LB&A or BUD). O her slides show results for a
particul ar case LB&A requested, and he has shown circunstances
wher e expansi ons went through 7.2 Bcf/day early in the gane.

MR. PALMER concl uded by saying there is significant flexibility,
but he cannot predi ct inflation. Looki ng at t oday' s
ci rcunst ances, however, he doesn't see that inflation in the
short term after "in service," will deny access based on that
provi sion. That provision doesn't deal with just 115 percent in
Al aska in the short run. |If costs exceed 115 percent, there is a
significant benefit because 115 percent will be rolled in and
only the nunber above that will be increnental.

REPRESENTATI VE FAI RCLOUGH expressed concern that if the three big
producers own nore than 51 percent of the line, there could be
access issues for other producers to open the basin.

MR. PALMER replied that TransCanada believes if it brought in
other parties under the AG A |icense as sharehol ders, they would
be obliged to take on the sanme obligations that TransCanada w | |
have under that I|icense. He indicated he'd heard from a nunber
of parties over the past few days about their expectations of
TransCanada as a good partner with regard to this issue.

11: 31: 22 AM

SENATOR GREEN asked: Is it comon in contracts to have a
mandatory open season schedule prior to construction of a
pi peline? She requested exanples of pipeline projects for which
t here has been a nmandatory open season directed in advance.
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MR. PALMER answered it's commopbn to have open seasons for a
pi pel i ne before proceeding with certification. That's the norma
process. And if it hadn't been mandated, TransCanada or any
other commercial party would pursue it in that fashion. What is
different here, to his belief, is the nmandate to go to the market
every two years for an expansion. However, this isn't an issue
for TransCanada, which seeks expansions on an econom c basis
continually, as a normal course of Dbusiness, on all its
pipelines. It has done so for 50 years.

MR. PALMER expl ained that, as a pipeline conmpany, TransCanada is
highly incentivized to go to the market continually to ensure
it's serving future custonmers as well as current ones
Expressing hope that he'd showed how it has assisted
TransCanada's business in the long run, he added that it was an
easy "nmust have" for TransCanada to agree to.

11: 33: 46 AM
SENATOR THERRI AULT alluded to the AG A anendnent discussed
earlier that raised the percentage to 90 percent. Rei nf or ci ng

Senator Stedman's comments that the legislature is in charge of
t he anendnment process, Senator Therriault reported that he'd just
called his own staff and found on the Senate side that |anguage
was included in the commttee substitute (CS) from the Senate
Finance Commttee. Indicating the rolled-in rate and 115 percent
canme from FERC for the U S. portion of the |line, he asked whet her
NEB generally uses a rolled-in-rate nethodol ogy.

MR, PALMER affirnmed it's the norm in Canada and has been for
decades. Rolled-in tolls occur whether costs go up or down, he
said, and there isn't a limt such as the 115 percent. That has
wor ked well to expand Western Canadi an systens for 50 years, and
it remains the norm He expects it to apply to this project.

11: 35:10 AM
MR. PALMER fol |l owed up on a question from Representative Kelly to
another witness a couple of days ago. He recalled that it

involved potential delivery to Fairbanks of an additional 50
mllion to 100 mllion cubic feet of gas a day fromthe pipeline.

MR. PALMER reported that he'd spoken carefully wth TransCanada's
engi neering group, who'd indicated if the pipeline is constructed
for 4.5 Bcf/day to Alberta as the initial nom nated vol une, then
the way TransCanada can operate the pipeline would allow sone
spare capacity as far south as Fairbanks, up to 100 mllion a
day. That's in addition to what would go to Al berta if Fairbanks
grew over tine.

MR. PALMER continued with slide 33, noting he'd tal ked before
about the low equity ratio that has |owered the tolls. If the
state decided to change its fiscal incentives, those would be
targeted to this pipeline.
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11:36: 33 AM
MR. PALMER read from slide 34, "Long-run Basin Devel opnent -
Pi pel i ne Expansi ons,” which posed these questions:

Val ue to Producers / Governments?
- Does Al aska have enough gas?

- Drilling inpacts?

- Inpact of rolled-in tolls?

He said the second question relates to gas beyond Al aska's proven
reserves.

MR. PALMER discussed slide 35, "Value of Potential Expansions
($Billions)." Assuming an annual average netback of $6.89/ MVBt u,
it listed: the base project at 25 years (4.5 Bcf/day), wth
conmbi ned producer/government revenue of $350 billion; expansion
Case |, base volunmes for 10 years and 30 percent expansion for
25 years (5.9 Bcf/day), with conmbi ned revenue of $600 billion and
expansi on value of $250 billion; and expansion Case I|l, base
volunmes for 10 years and 60 percent expansion for 25 years
(7.2 Bcf/day), with combined revenue of $700 billion and
expansi on val ue of $350 billion.

MR. PALMER specified that these are based on economcs in
TransCanada's application, not the admnistration's assessnent
shown in Anchorage |ast week. Noting the conpany had to nake
assunptions in its application about producers' production costs
and what production taxes would be, he said TransCanada doesn't
profess to be expert in either area and thus he'd pool ed those to
try to avoid that issue.

MR. PALMER indicated this takes the netback after the gas is sold
in Alberta, using US. Energy Information Adm nistration (ElA)
forecasts that TransCanada was provided for 2006; that gas price
was just under $10 per Mf in nomnal terns, on average, over
25 years. Since prices in Al berta are now at $10, that assunes
no i ncrease for the next 34 years. The $350 billion is the val ue
to be shared anong the producers and governnents. O course, the
producers woul d have to pay production costs, take their profits,
and pay taxes to the governnents.

MR. PALMER explained that for expansion Case |, TransCanada's
| ook at this basin says this is relatively conservative, with no
expansions in the first 10 years of service. For a base vol une
of 4.5 Bcf/day for 10 years and then 30 percent expansion for an
additional 25 years, as he recalled, proven reserves would have
to increase from45 Bcf to sonme 78 Bcf. This gives $250 billion
in value to the producers and governnents.

MR. PALMER said expansion Case Il, with 60 percent expansion at

year 10 up to 7.2 Bcf/day, doubles the value of the base project.
These are direct revenues only, not benefits Al aska would see
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through all the indirect drilling and devel opnent to achieve this
or multiplier effects.

11:40: 19 AM
MR. PALMER turned to slide 36, "Basin Developnent - Wstern
Canada Exanple,” which had two graphs and the foll ow ng points:

Pi pel i ne expansion can create "virtuous circle"

- Mre exploration and drilling
- |If successful, leads to nore pipeline expansion
Exploration and drilling drives service industry and

enpl oynent over long term

MR. PALMER noted this relates to his opening statenents. The
| eft graph shows conpleted Western Canadian Sedinentary Basin
(WCSB) gas wells since 1955. In 1955, fol ks knew TransCanada's
pi peline was in the works and were drilling and conpleting 180
wells a year; there were 200 by the tine it went into service in
1958. That has grown massively over tine. He enphasized that it
is the expansions and induced drilling that provide the
enpl oynent, not operation of the existing pipeline.

MR. PALMER explained that the right-hand graph shows what has
happened with Western Canadi an potential and proven reserves as
wel | as cunul ative production. In 1955, it was expected that
there'd be 75 trillion cubic feet (Tcf); now it's above 250 Tcf.
Some 150 Tcf has been produced over the last 50 years. Proven
reserves 10 years after the pipeline went into service had al nost
quadrupled, from 15 Tcf in 1955 up to 55 Tcf in 1968. At that
point, they |leveled off.

MR. PALMER explained that proven reserves level off because
producers and other parties don't tend to prove up reserves to
store them in case of a strong narket. Keepi ng enough for 8-10
years is the normin Canada and the Lower 48. So as there has
been an increase in production, proven reserves have been
relatively steady.

11:43: 09 AM
REPRESENTATI VE SAMJELS returned to the expansion cases on
slide 35, asking about the amount of gas at Prudhoe Bay.

COWM SSI ONER GALVIN indicated he'd been using 24 Tcf and said
there'd be rock experts later.

REPRESENTATI VE SAMUELS surmised that if there were 24 Tcf at
Prudhoe Bay and no nore exploration, nobody could win if at |east
45 Tcf total would be needed over tine.

MR. PALMER clarified that TransCanada's analysis |ooked at the

economcs from the Prudhoe Bay owners' perspective if they
accepted capacity and didn't find additional gas and thus ended
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up with spare capacity for that 25 years. The concl usion was
still that it would be a positive investnment for them

MR. PALMER said it can be looked at in terns of whether the
desire is to keep the line filled throughout that and maxim ze
that. |If so, new gas nust be found. But as to whether they have
to find the gas to nake noney, TransCanada has found that isn't
t he case.

REPRESENTATI VE  SAMJELS asked  whet her, from TransCanada's
perspective, the line could be built and operated and woul d pay
with 24 Tcf total.

MR. PALMER answered that this analysis assunes 4.5 Bcf/day into
the pipeline and 5.0 into the gas treatnent plant (GIP), which is
how the 45 Tcf is arrived at that he'd described. If there is
less than 4.5 Bcf/day contracted over 25 years, TransCanada
believes it needs 3.5 Bcf/day to nake the pipeline through Canada
work, as described previously. TransCanada believes the
econom cs still work.

MR. PALMER added he hadn't |ooked at the specific case that the
adm ni stration | ooked at, taking a contract and being responsible
for the tolls over this tinmeframe with a |ower volune. Wi | e
he'd sat through sone of the administration's presentations and
didn't disagree fundanentally, he hadn't done his own anal ysis.

COW SSI ONER |RW N commented that there is another 9 Tcf at Point
Thonson, so there is plenty.

REPRESENTATI VE SAMJELS said his question didn't revolve around

Poi nt  Thonson. It was philosophical, the fear being that
expansi ons won't happen if the ConocoPhillips-BP Denali project
beats this project to FERC, cuts a tax deal, and so on. He

asked: Does it behoove the Prudhoe Bay owners to just nonetize
their own gas, or does it enhance their project to go to 45 Tcf
over tine? And would TransCanada take the risk to nonetize
24 Tcf if there were no other gas besides Prudhoe Bay gas?

11: 47: 30 AM

MR. PALMER replied that TransCanada hadn't done that analysis,
but believes there is sufficient gas in this basin to go beyond
t he vol unmes shown. Referring to a graph, he said the top line
i ndicates 45 Tcf over the course of 25 years; the second, 78 Tcf
over 35 years; and the third, 90 Tcf over 35 years.

MR. PALMER, noting he isn't a geologist, cited TransCanada's
experience in other basins, not just in Canada. He opined that
if TransCanada puts an expandable pipeline in place and can

succeed with it, proven reserves wll growin order to serve this
market. It assunes this gas will be economc in the market, that
there'll be a decent gas price and so on. But he hasn't | ooked

at this basin contenplating only 24 Tcf.
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MR. PALMER contrasted that with Mickenzie Valley, where the
pipeline initially will have one-quarter this capacity and proven
reserves are 6 Tcf, significantly less on a ratio basis, wth

| ess potential as well. Returning to Al aska, he said TransCanada
believes, if it is granted a |license and is successful, that this
will be a highly prolific basin that can draw expansions to the

project over tinme. So, no, he hadn't |ooked at in terns of only
nmovi ng 24 Tcf forever.

11: 49: 20 AM
REPRESENTATI VE SAMUJELS t hanked M. Pal ner and announced he woul d
draft a letter. He said the point of the question was when the

economcs would flip so it wasn't desirable from the standpoint
of an original shipper with 24 Tcf of gas. Acknow edging there
are many factors, he opined that intuitively soneone would want
to get to 45 Tcf in order to mtigate the risk that tariffs would
go through the ceiling, and thus would want to explore for gas.

MR. PALMER noted he hadn't understood the first question that way
and would try to respond. He surm sed that custonmers who execute
contracts obliging themto pay for 4.5 Bcf/day for 25 years, if
that's what is decided, will seek to mtigate risk by producing
45 [Tcf] over the course of that 25 years; that should give them
t he hi ghest possible value. He added he woul dn't speak for those
parties, who clearly are well qualified to speak for thensel ves.

COW SSI ONER GALVI N suggested that before drafting his letter,

Representative Sanuels should | ook at the report done by Black &
Veatch in the nodeling. He said when |ooking at the reserve
risk, the admnistration was surprised by the anpunt of actua

risk in making those conm tnents. One question was whether the
project will only be economc if new discoveries are nade. He
said the answer, surprisingly, was that it still will be economc
even if those future discoveries aren't nmade and they end up with
an oversized |ine.

COMM SSI ONER GALVIN interpreted Representative Sanuels' question
to have changed at the end, initially asking whether a producer-
owned pi peline would have simlar notivations to have exploration
t aki ng place on the North Sl ope.

REPRESENTATI VE SAMUELS expl ai ned that he believes the fear is a
bit unfounded until it gets to where the tariff starts to go back
up. After that point, he agrees with the general perspective of
AG A that the state's interests need to be protected. Until it
gets to the 45, though, the risk allocation anong shippers -
including the state as a shipper - wll always nean having a
little nore gas in there to ensure that the tariffs don't go
t hrough the roof on the remaining gas as it dw ndles.

COW SSI ONER GALVI N suggested the question is whether to have a
pi peline that encourages the three big producers to explore or
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t hat encourages an entire market of new entrants to explore and
take on the associated risk. He said he believes, from the
adm nistration's perspective, the answer is clear: The
adm nistration wants one that encourages a whole suite of new
explorers to conme up to Al aska.

REPRESENTATI VE SAMUELS conveyed his thanks, saying he | ooked
forward to the Black & Veatch presentation again.

11: 53: 27 AM

MR. PALMER prefaced slide 37 by turning to the protections FERC
provides under the legislation put in place for this project
al nost four years ago, as well as FERC regqgul ati ons. He said he
would read specific citations and comment on how that could
affect whether rolled-in tolls would occur on a pipeline that
isn't proceedi ng under AGQ A

MR. PALMER rem nded nenbers that the Al aska Natural Gas Pipeline
Act (ANGPA) was passed in Cctober 2004. The FERC regul ations
governi ng conduct of open seasons for Alaska gas transportation
projects were issued in February 2005; he and other parties gave
presentations in Anchorage when a hearing was held in Decenber
2004 on those, and TransCanada argued vigorously for a rebuttable
presunption of rolled-in tolls, as did other parties including
the State of Al aska.

MR. PALMER expl ai ned that those FERC regul ati ons govern vol untary
expansi ons - he enphasized voluntary - by the pipeline conpany.
There is a rebuttable presunption of rolled-in tolls for
voluntary expansions proposed by a pipeline conpany. Thi s
presunption applies except where an expansion is mandated
pursuant to Section 105 of ANGPA, which authorizes FERC to order
an expansion of an Al aska pipe under certain criteria. That is
unusual in the U S., although NEB has held that power in Canada
for decades. He said it is sone protection under ANGPA

MR. PALMER agai n paraphrased Section 105. He said if FERC orders
an expansion, it can establish rates on an increnental or rolled-
in basis, but it nust ensure that the rates don't require
exi sting shippers to subsidize expansion shippers. He pointed
out that "subsidize" isn't defined in this context.

MR. PALMER also said obtaining a FERC order to expand the
pi pel ine woul d be tinme-consum ng and costly, as opposed to having
a pipeline conpany voluntarily agree under A A to go forward and
apply for an expansion. Shi ppers would be in a very different
circunstance if they nust request that FERC nandate an expansion
when they haven't found gas yet and are considering whether to
explore. Also, they no |onger woul d have the absol ute protection
of a rebuttable presunption of rolled-in tolls.

MR. PALMER noted that AG A requires a pipeline sponsor to file
for rolled-in tolls up to 115 percent of the initial tolls; it

JT. SENR/ HRLS COWMM TTEES -27- June 7, 2008



has been wel|l explained that this doesn't guarantee how FERC w ||
rul e. Saying the positions that initial shippers and expansion
shippers will take are known, he surm sed the position of the
pi peline conmpany may well be the tipping point as to whether
there will be rolled-in tolls.

MR. PALMER further noted that AG A requires the pipeline conpany
to test the nmarket every tw years and commt to expand
voluntarily. As discussed, for TransCanada this isn't a burden
because the conpany does this in its normal course of business.
O course, TransCanada in its AG A application nade those
conm tnents, as required by AG A

11:58: 33 AM

SENATOR W ELECHOWSKI asked: | f TransCanada nakes 14 percent
regardl ess of how rmuch is in the line, what is the incentive to
expand the |ine? Does the conpany nmake nore noney when it goes
from4.5 to 7.2 Bcf/day?

MR. PALMER answered it isn't volune-specific. However, the
conpany then has an opportunity to continue to invest its noney
at a profitable rate in its base business. In effect, it's

highly attractive to have brownfield expansions on an existing
facility. This also allows diversifying the supply and narkets
over time, which TransCanada believes is good for its business
and is inherently aligned with what any governnent woul d w sh.

SENATOR W ELECHOWBKI surm sed that with a producer-owned Iine
there woul d be nore incentive to expand because it would put nore
of the producer's product in the line.

MR. PALMER, noting he wanted to be very careful in responding as
to what TransCanada's potential shippers may wish to do, replied
that his experience over a long tine has been that existing
custoners are always keen to expand for their own vol unmes and not
necessarily for other producers' vol unes.

CHAIR HUGA NS rem nded nenbers that FERC wll be in Anchorage to
respond to questions during this session.

The neeting was recessed from 12:01: 08 PMuntil 1:33:49 PM

MR. PALMER di scussed slide 37, the first of two |abeled "Inpact
of Rolled-in Tolls?" It had a bar graph with the heading
"Increnental Costs.” A note said it was for Al aska and Yukon-BC
sections only, and it listed these assuned vol unes:

4.5 Bcf/day years 1 & 2
Bcf/day years 3 & 4
Bcf/day years 5 & 6
Bcf/day years 7 & beyond

No Gl
N U1 ©
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MR. PALMER expl ained that this specific exanple was requested of
TransCanada by LB&A, which had provided a scenario for an
expansi on case commencing at 4.5 Bcf/day for the first tw years
and so on, as shown. TransCanada ran that case, and the graph
shows increnmental costs if the project were tolled increnentally.
It was run for the pipeline only, not the GIP, which is why the
nunbers are | ower than seen before.

MR. PALMER noted for the pipeline only, the cost for 4.5 Bcf/day
woul d be about $1.76. CGoing up to 5.9 Bcf/day with conpression,
increnental costs would actually be |lower than that, as described
previ ously. Once it nmoves up to 6.5 and 7.2 Bcf/day on an
increnental basis, however, it increases dramatically. At
7.2 Bcf/day, that nunmber is about $4.28 on an increnmental basis.

1: 36: 08 PM

MR. PALMER di scussed slide 38, which had one graph on the left
| abel ed "Rolled-in Tolls (Initial and Expansion Custoners)" and
anot her | abeled "FERC Lower 48 'Standard' " that showed separate
bars for initial and expansion custoners. The slide also said:

Rolled-in tolls increase chance of expansions above
5.9 Bef/d

- 35%Ilower tolls for expansion custoners to 6.5 Bcf/d
- 50%!|ower to 7.2 Bef/d

MR. PALMER explained that this shows the inpact under AQ A and
the "115 percent test" on rolled-in tolls. He noted that the
hori zontal line |abeled "AQ A Standard (115% of initial)" on the
| eft-hand graph was just above $2.00.

MR. PALMER pointed out that if increnental costs are rolled in,
this graph shows a decline from 4.5 to 5.9 Bcf/day, a nodest
decrease just wunder 10 cents. Going up to 6.5 Bcf/day, it
coincidentally increases by approximately 10 cents. And novi ng
up to 7.2 Bcf/day, the toll increases to about $2.00. Whi | e
still under the 115 percent test in A A the price on a rolled-
in-toll basis would have increased for the base custoners.

MR. PALMER noted that the graph on the right shows what would
happen if FERC s Lower 48 standard were applied to this project.

That standard is to roll in the tolls, averaging them when tolls
go down. Wen noving from4.5 to 5.9 Bcf/day, the tolls decline,
as also seen in the left-hand chart. But whenever the tolls go
up, base custonmers stay at that |lower toll. So if this were a

Lower 48 pipeline, new explorers would pay increnental tolls. At
6.5 Bcf/day, it would be $1.00 higher; at 7.2 Bcf/day, it would
be $2.50 hi gher.

MR. PALMER surm sed that this permanent increase relative to base
custoners would be a significant factor for a potential explorer
in deciding whether to explore in this basin and conmt gas. He
noted the state westled with this policy issue last year in
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establishing AG A and deciding whether to ask the pipeline
sponsor to propose rolled-in tolls up to 115 percent of the
initial toll. He said rolled-in tolls are inportant, as are the
FERC rules as to which rates shown on the graph the pipeline
sponsor wi |l propose.

1:39:21 PM
CHAI R HUGA NS asked whether FERC s Lower 48 standard applies to
t he Al aska gas pi peline.

MR. PALMER said FERC s Lower 48 standard doesn't apply for a
vol untary expansion. However, for a mandatory expansion there is
the provision he'd described, the subsidy question. If that is
interpreted to inply an increase, which sone parties have argued,
then it would apply for a mandatory expansion, an expansion that
t he pi peline sponsor did not support.

CHAIR HUGAE NS asked whether the left-hand graph that describes
rolled-in rates relates to the request, not the FERC deci sion.

MR. PALMER replied that is what the pipeline sponsor is required
to request of FERC As described today, the positions of the
exi sting custoners and future custoners are known. What the
pi peline requests can often be the tipping point.

1:41: 16 PM

MR. PALMER turned to climate change, slides 39-42, noting
Representati ve Seaton had asked sone related questions over the
| ast several nonths. Slide 39, "dimte Change Challenge -
Overview," had the foll owm ng points:

- G obal concerns continue to grow.

- Intergovernmental Panel on Cdimte Change (I PCC
strengthens argunent to |imt mannade greenhouse
gases (GHGs).

- Mst common mandate GHG i s carbon di oxi de (CQ2).

- Bulk of CO2 emssions generated by conbustion of
fossil fuel

- Meeting the growi ng denand for energy while | owering
GHGs is challenging as fossil fuels are abundant and
i nexpensi ve conpared to | ow carbon alternatives.

MR. PALMER highlighted the final point as the key nessage. He
then relayed information from slide 40, "Al aska's G eenhouse Gas
Em ssions,” which had two pie graphs and the follow ng text:

The United States emts approximately 14% of gl obal
manmade CGHG emi ssi ons.

Al aska enmits |l ess than 1% of US donestic GHG eni ssi ons:
52 million of 7076 mllion tonnes CQRe.

1:41: 44 PM
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MR. PALMER summarized slide 41, "Alaska and Cdimate Change,"”
whi ch sai d:

Al aska faces a uni que chal |l enge:

- Alaska and other regions at high northern |atitudes
will experience greater warmng trends resulting
from climte change. ("Wrmng is expected to be
greatest over land and at nost high northern
[atitudes...."” Section 3.2.2, Page 46, dimte
Change 2007: Synthesis Report, |PCC

- Supplying natural gas to markets wll increase
Al aska's em ssions levels, however it will also help
address the challenge of climate change by
potentially displacing higher carbon fuels

- Natural gas is cleanest burning fossil fuel,
emtting approximately 50% | ess CO2 than coal at the
burner tip and roughly 25% less CO2 than oil when
conbust ed

MR. PALMER discussed slide 42, "TransCanada's Cimte Change
Activities,"” which had the follow ng information:

Em ssi ons Reduction Prograns

- Leak Detection and Repair Program
- Bl owdown Managenent

- High Efficiency Engines

Technol ogy Devel opnent

- Supersonic Ejector Patent
- Incineration

- Field test RB211-6761

Shari ng Know edge
- Methane to Markets (Washi ngton, China, Russia)
- USEPA Natural Gas Star - since 1990s

MR. PALMER el aborated, saying TransCanada has had a |ong-term
| eak detection and repair program on its existing pipeline
systens and inspects all pipelines, valves, fittings, and so on.
Bl ondown managenent is when maintenance is done on a piece of
pipe and gas nust be dealt wth between the valves being
addr essed. TransCanada has a new piece of equipnent and now
conmbusts that fuel, rather than venting it into the atnosphere.

MR. PALMER told nenbers this is to try to address climte change
i ssues and be a cleaner, nore environnmentally friendly conpany.
Noti ng he woul d di scuss the Supersonic Ejector patent shortly, he
said TransCanada has been an active participant in both Canadian
and U. S. conferences and wor kshops around the worl d.

1:43: 38 PM
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MR. PALMER turned to slide 43, "Technol ogy Excellence,” which had
two phot ographs and the foll ow ng text:

TransCanada is currently operating the world' s first
Rol | s- Royce RB211-6761.

Unit denonstrates high efficiency (40%, |ow NOx and
CO2 em ssi ons.

Features i ncl ude: renote stand-alone operation
nodul ar design (ease of mai ntenance, reduced downti ne).

MR. PALMER noted he'd described a highly efficient and | owfuel -
consunption pipeline that TransCanada has proposed, 2.15 percent
fuel on this pipeline from Prudhoe Bay to Boundary Lake.
TransCanada proposes to use highly efficient conpressors. The
conpany put this Rolls-Royce RB211-6761, the |argest conpressor
avai lable, into service on its Al berta pipeline systemto test it
five years ago. Proven technology that has operated for five
years, it is the type of conpressor likely to be used on this
Al aska pi peline.

MR. PALMER briefly discussed slide 44, "TransCanada |nvents New
Gas Technol ogy," which had a photograph and this text:

Supersonic Ejector reinjects very |ow pressure nethane
into high pressure gas stream

Benefits include:

- GHG reduction of 1,700 tCO2e (per unit per year),
- Savings of $28,000 (per unit per year),

- Zero operating cost.

MR. PALMER explained that there are dry seals on the pipelines
and a nodest enmission of gas at those seals. TransCanada is
patenting a technology that renoves those nethane em ssions from
t he environment.

1:44:59 PM
MR. PALMER addressed slide 45, "GHG Emissions from Long Haul
Nat ural Gas Pipelines,” which had the follow ng information:

TransCanada's Al berta System - 2.5 mllion tonnes CQ2e
(typically 900 PSI, 11 bcfd, 300 mles average distance
of haul)
TransCanada's Miinline - 3.8 mllion tonnes CQ2e
(typically 900 PSI, 7 bcfd, 1400 m | es average distance
of haul)

Proposed GIP - 4.1 mllion tonnes CQ2e
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Proposed pipeline/facilities - 2.0 mllion tonnes CQ2e
(2500 PSIG 4.5 bcfd, 1715 miles)

MR. PALMER indicated the carbon dioxide equivalent (CO2e) is in
metric tonnes; he wasn't certain of the conversion to U S. tons.
As for the Alberta system he said TransCanada has 15,000 mles
of pipe and noves gas on average 300 mles, with 1,100 receipt
and delivery points. The mainline refers to TransCanada's system
fromAl berta to eastern North Anmeri ca.

MR. PALMER noted the final point shows the proposed project. The

GIP is where the bulk of the emssions will come from since
that's where the bulk of the fuel is consuned. It has a high
fuel ratio at that facility. He told nenbers there is no

technol ogy yet developed to efficiently capture greenhouse gas
em ssions from conpressor-fuel gas conbustion. The 2.0 mllion
tonnes is for the entire pipeline noving south.

MR. PALMER paraphrased slide 46, "Cimte Change - Al aska
Pi peline Project,” which had the foll ow ng points:

TransCanada wll responsibly mnmanage GHG em ssions
associ ated with the pipeline.

TransCanada's efforts to control emssions from this

project wll include the wuse of Best Managenent

Practices in pipeline design and operation including:

- Installation of the highest efficiency engines that
are suitable for this application

- Use of high strength steel, which will [ower fuel
usage by allow ng hi gher pressure operation
- I nplenentation of I ndustry | eadi ng nmet hane

management prograns

MR. PALMER noted he'd described how TransCanada has controlled
em ssi ons. He added that the conpany is the |eader in high-
strength steel, welding technol ogy, and operation of pipelines.

1:46:59 PM

MR. PALMER di scussed slide 47, "Summary," which said:
Last year, the Adm nistration and Legi sl ature
est abl i shed AGd A as Al aska' s t ranspar ent and

conpetitive process to advance a gas pipeline project
- AGQ A was structured to encourage:
- Construction of base project
- Long-run basin devel opnent
- Open access terns for:
- Initial and future shippers
- In-State, Lower 48, and LNG markets

TransCanada has the credentials and capacity to build,
own, operate and expand the project
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TransCanada's objectives are aligned wwth AG A

- Early in-service

- Long-run basin devel opnent

- Open access - equitable treatnment for all customers

MR. PALMER thanked the legislators for their attention and
guesti ons. He said TransCanada is highly notivated to advance
the project, succeed with it, and obtain the |icense.

1:48:20 PM

REPRESENTATI VE SEATON expressed appreciation that M. Pal ner had
addressed em ssions. He asked: |If carbon credits are issued for
this project in excess of what is |ater needed, how will those be
handl ed? WII those credits or any incone from them help to

|l ower the tolls?

MR. PALMER answered that there is no nmechanismin place to dea
with carbon credits at this tine, either on the state or federal
| evel that he's aware of. As those conme forward, there will have
to be an exam nation and response at that tine.

1:49:34 PM

REPRESENTATI VE FAI RCLOUGH asked about access and a correlation
involving proven reserves as a way to fill the pipeline. She
expl ained that Alaska reportedly has a closed-access pipeline
under TAPS. A constituent's e-mail had just cited a Texas
Railroad Commission nodel that allows access or capacity
al l ocations based proportionately on proven reserves. That
allows for exploration. |If nore reserves are brought onto their

books, they reallocate the transportation ability; this increases
profitability and allows new producers to find space even on
| arger pipes if they prove up reserves.

COWM SSI ONER GALVIN deferred to FERC representatives who would
speak tonorrow, saying he believes it's nore a regulation matter.
He opined that the response may relate to the difference between
how an oil pipeline is regulated versus a gas pipeline - comon
carriage versus contract carriage.

MR. PALMER noted he isn't an expert in oil transportation
systens, but agreed it sounds Ilike an oil nechanism where
generally there are common carriers. For a large Alberta oil
pipeline to the U S., for instance, parties are prorated based on
ei ther nom nations or proven reserves.

MR. PALMER conpared that with contract carriers, which natural
gas pipelines normally are. |If soneone contracts for 300 million
a day, he explained, the pipeline nust reserve that anobunt on a
firm basis each and every day and isn't allowed to prorate it.
He added that while he wasn't aware of any common carriage in the
gas pipeline business, he hadn't researched the Texas Railroad
Conmi ssion on this issue.
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1:54:05 PM

REPRESENTATI VE RAVRAS asked about TransCanada' s mar ket
capitalization relative to that of the producers; whether
TransCanada intends to execute this project on its own;
TransCanada's capacity to handle this project; the lack of FT
commtnents; the notion that for a 4.5 Bcf/day pipeline over
25 years, the capacity could be off by 20 Tcf; and how

TransCanada w Il handle cost overruns if it cannot get the
$18 billion in federal |oan guarantees.

MR. PALMER answered that TransCanada's market capitalization
today is just above $20 billion; he doesn't dispute the nunbers
ot hers have stipulated on the record for ConocoPhillips and BP.
They are large corporations, as is TransCanada. But no conpany
wil | build this pipeline on the basis of its market

capitalization only.

MR. PALMER said he doesn't believe any conpany has conmtted, now
or in the past, to build this pipeline on specul ation, including
t hose proposing alternatives to the AG A project; as he recall ed,
their public statenents to date have been that they'Il hold an
open season, and he wasn't aware that they'd commtted to build
any pipeline - nor has TransCanada or anyone else. He'd
described in the last two days why that is so. Even with the
financial capacity to commit $30 billion to build on speculation,
wi thout a | oan guarantee or noney from anyone else, no party is
capabl e of achieving that.

MR. PALMER explained that gas pipelines are developed in a
certain fashion. TransCanada proposes to do this in a fashion
that's traditional and takes advantage of the U S. governnent
| oan guarantee; as indicated previously, TransCanada believes
there's an innovative way to use that for cost overruns. |If that
isn't available, however, TransCanada still intends to proceed
with the project and use the |oan guarantee for base capital as
it's currently structured.

MR. PALMER further replied that while there've been only
prelimnary discussions with U S. officials, TransCanada doesn't
believe a change in legislation is required, since regulations
haven't been pronul gated, but he'd had no assurance about that.
| f TransCanada is wunsuccessful in obtaining U S. governnent
approval for wusing the loan guarantee for overruns, it wll
prosecute the project as described, taking a portion of the
capital -costs risk and having the custoners take the remnai nder.

MR. PALMER assured Representative Ranras that TransCanada is

| arge enough to do this project. The conpany built a | onger
facility when first incorporated, for instance, when its market
capitalization approached zero. It continues to build Ilarge
projects. TransCanada has a $5 billion oil pipeline underway and
hopes to soon have a second conponent that will bring it up to
some $13 billion, approximately half the capital cost of this
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Al aska project; TransCanada has a partner, having sought one, and
is pleased to be working with ConocoPhillips on that.

MR. PALMER opined that TransCanada has the capacity to do this
project alone, as described before. In addition, TransCanada
believes strongly fromthe statenents of the current North Sl ope
| easehol ders that if they become shippers - which they haven't
commtted to - they are highly interested in becom ng an owner of
this pipeline. If that doesn't happen, TransCanada has other
partners available, if it so desires.

MR. PALMER pointed out that if this is a successful project,
TransCanada al so has avail able the public markets to raise equity
if so required. For projects developed in the last two years, it
has done so successfully, as described earlier. Referring to
cash-fl ow nunbers shown over the past couple of days, he said if
TransCanada doesn't succeed with any new projects beyond the
current ones on its books, it has a history of devel oping new
projects and expanding its cash fl ows beyond those.

2:01: 40 PM

MR. PALMER noted there'd been questions about Ravenswood and the
debt-rating agencies. He said TransCanada was put on a ratings
watch, which is normal on a large transaction; a nonth later
Standard & Poor's confirnmed its rating at A- and Canada's DBRS
did the sanme, while Mody's has it at a higher notch but m ght
lower it to A after review. He opined that the fact that
TransCanada has been able to finance in the public markets for a
difficult circunstance, when the markets are unstable, proves it
has access to the market for equity or debt, if so required.

MR. PALMER added that the U 'S. loan guarantee wll assist the
project whether it's available for overruns or not. TransCanada
has raised $3 billion in the public markets in the |ast 15 nonths
and $2 billion in the debt nmarkets. But while TransCanada has
the capacity to do this project as proposed, it won't advance it
t hrough construction w thout custoners or credit. M. Pal mer
said he has been clear on that issue for 12-16 nonths and doesn't
believe any party will advance wi thout contracts. Nobody to date
that he's aware of has prom sed to do so, either |arge conpanies
- TransCanada being one - or small ones.

2:03: 25 PM

REPRESENTATI VE RAMRAS voi ced appreciation for the response, but
characterized this as a fool's errand. He opined that the
| easehol ders have been explicit that there'll be no gas for this

project. And the state's seed noney won't change the behavi or of
these large corporations. He also suggested that if this were a
boardroom in the private sector, it wouldn't withstand scrutiny
because the enpirical data before the legislature isn't
sufficient to presume this wll nove toward a transaction. He
said he would carry this nessage across the state.
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COWMWM SSI ONER GALVIN took exception to the assertion about gas

conmm t nent s. He specified that the producers have never said
they won't commt gas to this project. Rather, they' ve expressed
concern about aspects of AGA they believe will cause them to

consider that issue, and they' ve clearly expressed a desire for
additional changes to the state fiscal system based on their
desire for profitability of this project.

COW SSIONER GALVIN indicated the issue of how to get gas
commtted to this project will be discussed over the next couple
of days. It is a challenge to get that gas to the TransCanada
project, he said, but not one that has been precluded. In
addition, experts who' ve | ooked at this project closely have said
there is a high likelihood the gas will ultimately be commtted
once the interests have lined up.

COWM SSI ONER GALVI N al so took exception to the suggestion that if
this were a boardroom sonehow the decision would be different.
He said he didn't know how many legislators at the forum | ast
week had talked to the Goldman Sachs folks in particular or
others who advise the boards of these energy conpanies about
opportunities such as this one.

COM SSIONER  GALVIN surmsed that those experts would have
advised - looking at this opportunity from the state's position
as a resource owner - that advancing this TransCanada project
woul d be appropriate and would be done if this were strictly a
conmerci al venture.

2:08: 26 PM

REPRESENTATI VE RAMRAS obj ect ed, characterizing the earlier
meetings as propaganda and saying he didn't want to accept
hear say. He asked that Goldman Sachs be brought before the
| egi sl ature to be questioned on the record.

COW SSI ONER GALVI N replied that Gol dman Sachs woul d be in Juneau
Monday and Tuesday and in Anchorage |ater. Some of their top
energy fol ks woul d be advising the state on questions put before
them about the finance markets and TransCanada's ability to
undertake the responsibilities. D scounting any idea that they'd
take a position just because it was favorable to the
admnistration's, he said these are conpanies that have a high
degree of integrity, putting that integrity on the Iline.

MR. PALMER added that TransCanada does operate in the private
sector. Its board made a commercial decision to participate in
the process established by this |egislature. It did so because
of the belief that TransCanada can attract the customners.
TransCanada isn't in the business of pursuing a project where it
m ght spend over $100 mllion of shareholders' noney with the
expectation of failure. |If that were so, the decision would have
been different and TransCanada woul dn't have fil ed under AGQG A
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2:11:10 PM

SENATOR DYSON told nenbers the admnistration had responded
better than he could, indicating he considered the remarks of
Representative Ranras out of |ine. Agreeing w th Comm ssioner
Galvin that the conpanies have never said they wouldn't ship at
the well head or the GIP, Senator Dyson said he believes there is
a letter on his own desk this week from Exxon in response to an
inquiry fromseveral |egislators.

SENATOR DYSON reported that the last two tinmes he visited with
FERC comm ssioners, they remi nded himthat this project is uniqgue
in that Congress has decided it is in the national interest and
that this continent needs Alaska's gas, wth the clear
inplication that they would follow through.

SENATOR DYSON gave his wunderstanding that the day that this
project is declared valid, the conpanies get to book the
equivalent of 8.6 billion barrels of oil, nore than a thousand
billion dollars that they get to add to their books. He
di scounted the notion that shareholders would allow those
conpanies to refuse to ship under such circunstances.

SENATOR DYSON said alnbst no projects in North Anerica have been

built by the producers. Al nost all are independent pipelines
The Kkinds of partnerships that wll cone together here are
typi cal . He reported that FERC officials have assured him that

the best of all circunstances for the state is to have conpeting
proposal s show up at their desk; a marriage nost likely will cone
out of that, even if forced, and the stakeholders wll cone
together for a successful project.

REPRESENTATI VE DOOGAN asked the chair what proportion of
questioning versus political posturing there would be during
t hese proceedi ngs.

CHAIR HUGEA NS replied that since all the Ilegislators are
politicians, it's probably 100 percent politics, with variations
anong those present. They all deserve a chance to ask questions
and state opinions, so long as they display respect and decorum
He offered to address any further concerns after the neeting.

2:16: 19 PM

REPRESENTATI VE NEUMAN nentioned the open season, saying he
believes TransCanada's proposal wants to get to a class 4
engi neering report, which is 15-20 percent "project definition
conplete," with expenditures of approximately $80 million split
50/ 50 between the state and TransCanada, $40 nmillion each. This
is so an application can go to FERC to ensure there are FT
commtments in order to produce the gas.

REPRESENTATI VE NEUMAN contrasted that with the Denali project,

for which ConocoPhillips and BP propose to spend over
$600 mllion to have a class 1 or 2 engineering report, 50-100
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percent project definition conplete. He said that's critical to
ensure that all producers wanting to ship gas down that pipeline
have the necessary information to apply for capacity within that
pipe and get a FT commtnent; in that way, whoever builds this
pi peline can get the noney to build it.

REPRESENTATI VE NEUMAN recalled hearing M. Palner say that
TransCanada already has a lot of information, but said he didn't
know what it was worth or how nuch was spent getting there. He
said he'd rather have ten proposals go to FERC, it seens there'l
be at least two. He nentioned trying to ensure that there is a
pi peline eventually, with FT comm tnents.

REPRESENTATI VE NEUMAN also surmsed that it wll delay the
pipeline if TransCanada's proposal goes forward and at the open
season there aren't sufficient FT conmitnments to get $30 billion
to build it. Expressing concern about the tineline to get |ow

cost energy to Alaskans, he recalled hearing that the | east
expensi ve way would be a spur line off a mainline. He suggested
that if TransCanada is willing to spend over $100 nmillion and the
state will put in another $500 nmillion, TransCanada essentially
will be doing the contract work out of that.

MR. PALMER replied that he wasn't in a position to conment on
what others would spend on a different project, having no
know edge of it except for a 12-page Power Point presentation he'd
seen. But TransCanada's professional opinion, based on 50 years
of experience and information available today wthin the
corporation, is that TransCanada can conme up with a very credible
capital -cost estimate to hold an open season for $84 mllion, as
shown on the estimate provided to | egislators.

MR. PALMER al so said he wouldn't speak to why others would pay
nore to get to an open season. When purchasing sonething, he
| ooks at who is credible and has the capability, rather than
sinply getting a party that will charge himnore for an estimate.
He expressed hope that over the last few nonths he has conveyed
TransCanada's credibility and capability to the |egislature and
the people of Alaska - that TransCanada knows how to do this
busi ness, having been involved in this business and this project
for a very long tine.

MR. PALMER, with regard to TransCanada's risk exposure, noted
there'd been testinony from a nunber of parties over the |ast

several days that TransCanada will incur the costs first and then
be reinbursed up to $500 million, with different ratios both
before and after the open season. G ving his assurance that

TransCanada hasn't | owbal |l ed the nunber before the open season in
order to get to the 90 percent factor, he said whether it's
commtted in advance of or after the open season doesn't matter
because the entire $500 million will be used.

MR. PALMER indicated over several years TransCanada w Il have
exposure to nore than $100 million of its own noney and will make
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nothing off the state's noney. Also, if the estimate to get to
the FERC certificate is wong and the state is already at its
cap, TransCanada's exposure increases. If it can be done
successfully for less, the state and TransCanada both save noney.
He expressed hope that the cost estinmates had been adequately
addressed in the binders and testinony provided over tine.

2:24:16 PM

REPRESENTATI VE NEUVAN expl ai ned that his question centered on the
type of engineering report, the blueprint for the project, and
whet her there is sufficient information available to make the
decisions for TransCanada to attract FT commtnents worth
$30 billion. Since TransCanada's application says it believes
this can be done with a class 4 report, there seens to be a
di screpancy with trying to get a different proposal, and he
doesn't have anything el se to gauge this proposal against.

MR. PALMER replied that he hopes TransCanada has shown itself to
be a respectable, respectful, and professional organization that
deals with these potential custonmers daily as it nobves gas
t hroughout North Anerica. TransCanada believes it can provide a
credible and standard cost estimate, as it would for other
projects when going to an open season. \Wether large or small
in Alberta or the Lower 48, this is the standard the conpany
applies. He said he couldn't coment on other parties.

REPRESENTATI VE NEUMAN rel ayed his belief that TransCanada is a
hi ghly respect abl e conpany, which he'd heard from ot her conpanies
as wel |. However, for a successful open season he believes the
nmore information conpani es have that may want to sign up for a FT
commtnent, the better off the state is. He suggested that's
critical to ensuring there is gas to Al askans.

MR. PALMER offered that nerely spending a |lot of noney doesn't
necessarily get a better cost estimte. For exanple, the parties
pursui ng the Mackenzie Valley project have spent a great deal; he
noted TransCanada had only a tiny participation in that and
didn't drive that project in any way. He said |last year those
capital costs ended up doubling after hundreds of mllions of
dol | ars had been spent.

2:27:10 PM

COWMM SSI ONER GALVI N tol d nenbers Representative Neuman's question
was a good one; the adm nistration has heard the sane thing about
conpari sons between what the Denali project clains it will have
as cost estimtes pre-open season and what TransCanada says.
Thus the adm nistration's econom c analysis separates the risks
associated with the cost estimte being off, referred to as
"project scope risk." If it were mssed because of not having
gotten further at the tine of the open season, the issue is how
much risk there'd be in terns of its inmpact on the tariff and
ultimately on profitability to the producers.
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COWM SSI ONER GALVIN reported that the inpact was found to be

smal | - the range of possible variation fromdoing the additional
engineering has a relatively small inpact conpared wth other
risk factors. He opined that's why, from the industry

perspective, the norm is to go the Ilevel TransCanada 1is
proposing; the additional clarity of having the engineering get
down to such a further | evel doesn't help trenendously.

2:28:49 PM

REPRESENTATI VE GARA expressed concern that M. Palnmer wll hear
"fire" and voice concern to the shareholders that the State of
Al aska m ght not be a good partner.

MR. PALMER gave his assurance that he takes no offense,
understands this is a difficult decision for this body and for
Al askans, and believes the comments have been heartfelt.

REPRESENTATI VE GARA concurred wth the earlier coments of
Senat or Dyson. Noting many folks are interested in a bullet
line, he recalled there'd be a nmuch lower, if not zero, tax for
in-state gas use. He asked: \What are the fiscal ramfications
for the State of Alaska if choosing a bullet line for in-state
gas use sonehow precludes building a | arger-dianeter gas |ine?

REPRESENTATI VE GARA also noted that in-state gas use is to be
addressed in the schedul ed out-of-Juneau hearings. He said he'd
never heard of a proposal that would provide | ow cost gas w thout
sonme massive state subsidy; this includes the tentative proposal
from ENSTAR Natural Gas Conpany and others, as well as any spur
line fromthis project or an in-state bullet line. He asked: |Is
it correct that there won't be |owcost gas wthout a subsidy
from the state? What are the expectations for in-state gas
prices under any of these scenarios? And what are the tax
ram fications for primarily an in-state-use gas |ine?

2:31:05 PM

COM SSIONER  GALVIN responded first to the tax questions.
Referring to the 2007 legislation known as Alaska's Cear and
Equi table Share (ACES), he said it included a gl obal change to
the state production tax - it takes the tax rate currently used
within the Cook Inlet market for gas produced there and applies
that to any North Slope gas consuned wthin Al aska. Thus gas
consuned within Alaska has a lower tax rate, which neans | ower
revenue, but that's not the driver of the issue.

COM SSIONER  GALVIN turned to providing affordable gas to

Al askans. Mentioning high expectations, he clarified that the
state potentially would provide |owcost transportation of the
gas if the state were to build a bullet |ine and subsidize the

cost. He highlighted Senator Therriault's point that in order to
make transportation economc, one either can increase the
t hroughput by adding LNG or other things or else can just
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subsidize the cost that ultimately nmay be recovered in the
tariffs. So the transportation costs could be brought down.

COWM SSI ONER GALVIN said ultimately it will be a matter of what
the actual price is for the gas. Wthin Cook Inlet, that's
controversial in ternms of whether it's the cost of production or
is sonehow tied to a Henry Hub price or if there is a need to
jack up the actual commodity price of gas to spur exploration. A
simlar question would be faced when getting to possibly bringing
North Slope gas down to Fairbanks or bringing gas up from Cook
Inlet to Fairbanks to satisfy demand.

COM SSI ONER GALVIN added that the price for the gas wll be
determ ned down the l|line, probably by a regulatory agency I|ike
the Regulatory Conmission of Alaska (RCA) or by the market
itself. At this point, there is a risk of setting an
exceedingly high expectation that the state could unilaterally
create lowcost gas, absent a trenmendous anount of state
resources being brought to bear.

COMWM SSIONER GALVIN also nentioned the idea of the state's
providing royalty gas as the source of |owcost gas, providing it
at a dramatically reduced, below market price within Al aska. He
said that has been discussed on the oil side for a nunber of
years, but it creates constitutional issues associated with the
expectations of what the state will get for its resources. Wile
it is open for discussion, it has those ram fications.

COWM SSI ONER GALVIN recalled that Senator Stedman had expressed
concern about giving away the state's one source of revenue at an
incredibly lowrate to Al askans, since not all Al askans woul d be
in a position to consune that |ow cost energy. Noting the state
gets its value through the sale of it, Commissioner GGlvin
cautioned that there is no panacea, including a bullet line. In
some ways, the fact that the state is enjoying trenendous
revenues right now opens up opportunities to explore different
possibilities. But this needs to be approached with eyes w de
open and based on facts that can be gat hered.

2: 35: 55 PM

SENATOR STEDVAN noted that recent presentations and anal yses have
been based on $10 gas, with nuch | arger nunbers than the previous
adm nistration's proposal, the gross dollar value if this gas
gets to nmarket. Wth respect to risk exposure, he wondered why
the state would have a 90/10 split if this project is nearly
risk-free, roughly 80-90 percent at the end, depending on how it
is counted, and whether the legislature would be here if that
were reversed, with 10-20 percent state noney. He asked about
TransCanada's nonetary confort level in pursuing this project
versus relying on other people's funds.

MR. PALMER answered that TransCanada |ooked carefully at the
proposal under AQ A viewing it as an overall business deal
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including the rights such as the $500 mllion and the
responsibilities. Last year when testifying, he was asked
whet her TransCanada would conmmt to apply at 90 percent; he'd
denurred because last spring TransCanada hadn't deci ded whet her
to file at any percentage.

MR. PALMER recalled that there were variations on how the state
woul d share risk, including nonetary amounts and percentages.
TransCanada was asked many tines whether it was prepared to
commt to apply. Wile sone parties said they would bid and then
didn't necessarily end up at the finish line, TransCanada never
stated it would bid at 90, 80, or 50 percent. But once AG A
passed and the request for applications (RFA) was issued,
TransCanada closely exam ned the overall opportunity and risks.
As to whether the $500 nmillion was an inportant factor, he
affirmed that it was.

2:40: 00 PM

SENATOR STEDVAN asked: Is there any relationship between the
probability of success and the ratio for state noney versus
TransCanada shar ehol der noney?

MR. PALMER reiterated his remarks about exam ning the situation,
adding that part of it was |ooking at TransCanada's financi al
exposure if it never successfully conpleted the project.
TransCanada figures to use the state's $500 mllion before
hitting the final cost estimate to get to FERC, the $500 million
cap and not the 80-90 percent is the limting factor.

MR. PALMER added that if the state had offered 50 percent as its
entire exposure before and after, then TransCanada's exposure
woul d have been about $300 million. However, he wasn't in a
position to say whether that would have changed TransCanada's
decision to submt a bid.

SENATOR STEDVMAN clarified that he was struggling with the
probability of success versus the split of 50/50, 75/25, and so
forth.

MR. PALMER said perhaps he hadn't understood the question. | f
TransCanada had bid and taken on $300 nmillion in risk rather than
$100 mllion, for exanple, at that point he didn't think it would
have changed the probability of the project's success. | f
there'd been exposure to a nuch higher financial commtment in
order to bid, however, TransCanada m ght not have cone to the
tabl e. Nobody m ght have. That m ght have changed the state's
probability of success in attracting an AG A |icensee.

SENATOR STEDMAN suggested that correlates with the |ast days of
the AGJ A | egislative process, when anendnents were made incl uding
one changing the reinbursement from80 to 90 percent.

2:44:17 PM
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REPRESENTATI VE GATTO told menbers what's inportant to him is
keeping the eye on the prize, the future of the state for the
next generations. He said he doesn't believe TransCanada is a
charity, but cane here for the noney; people are watching and
wanting to ensure that it succeeds. He surm sed that TransCanada
had done an immense anount of investigation before making the
commtment to submt the application that agreed with all the
requi renments. He expressed confidence that TransCanada can do
this project and that everyone will be better off for it.

2:47:24 PM
REPRESENTATI VE SAMJELS noted he hadn't been a big fan of the AG A
process. Wile respecting TransCanada, he said there wasn't the

conpetition prom sed. He'd rather see the admnistration
negoti ating TransCanada down as far as possible to get a better
deal, lowering the rate of return from 14 percent, for instance.
2:51:49 PM

COWM SSI ONER | RW N expl ai ned that when this process was set out,
| ooking at the state's history at that tine, the adm nistration
made a conscious decision to have a fair, open, conpetitive
process. The adm nistration could have asked for bidders w thout
asking for best and final offers. But that nmay have resulted in
negoti ati ons behind cl osed doors with various conpanies. That is
a route often chosen by busi nesses.

COMM SSIONER IRW N said the adm nistration instead chose anot her
route that businesses also use: clearly defining what the state
wants and then using the "best and final offer by date certain”
concept. He rem nded nenbers that in neetings with | arge groups,
he'd frequently said only one good bidder is needed. While sone
were pushed out for unknown reasons, those conpanies nmade their
own deci si ons. In this case, this high-quality conpany played

participated, and honored the state's rules for a best and final
offer by a date certain.

COMM SSIONER |RW N said the adm nistration gave a prom se. The
adm nistration got AGQ A passed, was tasked with proceeding, and

put out an RFA. To go back now and ask for nore out of
TransCanada wouldn't be honoring the state's word. The
adm nistration chose the "best and final offer” route, and he
doesn't regret it. There could always be a little nore on the

tabl e sonewhere, but the state got a high-quality conpany.

COW SSIONER | RWN added that when he | ooks at what TransCanada
offered such as debt equity, he believes that was from
conpetition. | t m ght not have been obtained through
negoti ati on. He concluded by saying he <can't speak for
M. Palmer and his conpany, but can clearly say how much he
thinks of them They al so have negotiations to do to bring this
gas pipeline to a hugely successful conpletion for everyone.

2:55:30 PM
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COWM SSI ONER GALVI N fol l owed up, saying the bottom line is that
TransCanada will be negotiating with the producers on shipping
rates. The producers can negotiate to bring those down, probably
with a better negotiating position than the state would have in
trying to do the sane.

COWM SSI ONER GALVI N al so cautioned against thinking AGA didn't
create conpetition. He said it clearly did in the mnds of the
applicants, the only place it could affect the outcone. As
M. Palnmer has testified, TransCanada didn't know who woul d apply
and therefore put in an application based upon the expectation
t hat others would conpete, the best offer it could give. This is
what's before the |egislature today.

2:57:52 PM

SENATOR STEDVAN asked: What will the state do if this proposa
ends up before FERC and FERC deci des 600 basis points above the
10-year Treasury bond rate is appropriate, for exanple, rather
t han 900- sone basis points?

COM SSI ONER GALVIN answered that he wouldn't speculate now,
since it will be based on a future decision and a variety of
considerations. As noted yesterday, the state isn't obligated to
defend every aspect of the TransCanada proposal, including rate-
of -equity expectations and the point Senator Stedman just made.
However, there'll be an assessnment of the level at which the
state wants to advocate for sonmething that affects the value to
TransCanada, given that the state brought TransCanada into this
process with the expectation of being partners going forward.

COW SSI ONER GALVI N added that the admnistration wants to neke

sure the state's partner gets the value it would I|ike and
reasonably expects out of this project, just as anybody would
want a partner to succeed. So that wll be part of the

adm ni stration's anal ysis. But the state isn't bound to having
to defend it, which he indicated is the nost inportant piece that
the adm nistration wanted to retain.

2:59: 26 PM
REPRESENTATI VE KELLY asked M. Palner how many real players
TransCanada had thought would bid on this project.

MR. PALMER replied that TransCanada had market intelligence in
the late fall about certain parties that TransCanada expected
weren't going to bid, but didn't know the accuracy of that.
However, TransCanada had believed one major conpetitor would be
making a strong bid and was surprised that didn't happen; that
conpetitor had stipulated it wuld bid, and TransCanada had
received no contrary market intelligence.

REPRESENTATI VE KELLY asked: |[If the state had conme to TransCanada
as the only party that the state was interested in talking to,
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woul d TransCanada's best and final offer have been higher or
lower than it is now?

MR. PALMER answered that TransCanada feels it stretched to get to
this point, looking at the risk; the opportunity; the value to
the conpany; the requirenents under AG A, both noral and | egal
and the rights that would be obtained. Rather than being pushed
by the board to be nore aggressive, he had pushed the board to
get to this |evel.

REPRESENTATI VE KELLY called hinself an "options guy" and voiced
appreciation for the fact that the legislature is pushing hard
for questions. He surmised as a player TransCanada will take the
state's "must haves" all the way to FERC, and the others with a
project in the works wll have to deal wth the fact that
sonmebody will arrive at FERC with the Alaska story and a way to
meet it, which is healthy for everyone involved. He opined that
the state is right where it ought to be, with a good return
predi cted and so forth.

CHAIR HUGA NS asked M. Palnmer whether he and others from
TransCanada woul d be avail abl e over the next 50 days or so.

MR PALMER affirnmed that.

The comm ttees took an at-ease from 3:03:26 PMto 3:18: 37 PM

CHAIR HUGEA NS invited Bob Swenson and Dave Houseknecht to give
their presentation.

BOB SWENSON, Director, Division of Geological & Geophysical
Surveys, Department of Natural Resources, explained that they
woul d di scuss the advancenent in the understanding of the North
Sl ope region, how that is used to do resource assessnents, and
what undi scovered resource assessnments USGS has perforned. He
woul d provide an overview of the geology, and M. Houseknecht
woul d expl ain resource assessnents done in 2004 and 2006.

MR. SVENSON began a Power Point presentation titled "Natural Gas

Expl oration Potenti al in the Alaskan Arctic"; a handout
duplicated the slides. He noted the opening slide shows the test
well in Prudhoe Bay State No. 1, the first test of gas on the

North Slope from the Prudhoe Bay gas cap in the late 1960s.
Since then, know edge about the North Slope has increased
dramatically.

MR, SVENSON showed the next slide, a map | abeled "Arctic Al aska -
Key Geol ogic Features." Pointing out that the area of discussion
extends from the Canadian-U S. boundary to the Russian-U. S.
boundary, he highlighted the Chukchi Sea platform the Beaufort
Sea arctic slope; and the onshore sequence including the National
Petrol eum Reserve-Al aska (NPRA), state lands, and the Arctic
National WIldlife Refuge (ANVR)
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MR. SWENSON said the geologic portions becone inportant in any

resource assessnent. This relates to the tectonic regine in
t hese areas. Seen is the underlying geology that makes up the
depositional sequences, where sedinent is being deposited. To

the north is the Barrow Arch, a rift shoul der sequence, neaning
when North Anmerica rifted away from Northern Canada it created a
breakup of this part of the crust.

MR. SVENSON hi ghlighted its inportance, saying it is simlar to
North Sea regions where the coast of the Atlantic rifted away
from Eur ope. To the south is another major tectonic province,
the Brooks Range, a mmjor source for sedinment deposited in the
Colville and Hanna troughs.

3:22: 03 PM

MR. SVENSON turned to the next slide, "Stratigraphy - Known &
Potential Source Rocks," which had a depiction |abeled "Centra

North Slope Stratigraphy” going from the Cenozoic down to the
Pre-M ssi ssippian, as well as these notations on the right-hand
side, fromtop to bottom Pal eogene Canni ng, Seabee, GRZ (HRZ),

Lower Ki ngak, Shublik, Lisburne (Kuna), and Keki kt uk.

MR. SWENSON explained that since the late 1960s an incredible
anount of work has been done on the North Slope by state

geologists and by industry and federal representatives. From
that work, a conprehensive story has been put together of what
the rocks look Iike and their depositional setting. If a well

were drilled all the way down into the basenent rock, the depth
woul d vary trenmendously, depending on the |ocation. This slide
shows the package of rocks that would be seen, with the age of
t he rocks.

MR. SWENSON told nenbers there are a nunber of inportant points
on this slide. Though he wouldn't go into detail, those include
the reservoir rocks shown in yellow and the source rock facies,
the highly organic facies that if put through the correct
tenperature and pressure reginmes by burial wIll generate
hydr ocar bons.

MR. SVENSON noted that on the right-hand side is a sequence of
t hese highly organic facies on the North Slope. This shows that
the North Slope is a supercharged basin, with a nunber of these
different facies that have gone through various tectonic and
geol ogic histories to generate hydrocarbons.

MR. SVENSON explained that the next slides show the |lateral
continuity of these different source facies, from the earlier
Triassic and Perman facies to the Beaufortian and Brookian
sequences. One inportant aspect is the ability to correlate
bet ween sanples of hydrocarbons and the original source facies
using nodern geochem cal techniques, nmaking nodels of where
different facies may or may not have generat ed.
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3:24:19 PM
MR, SWVENSON di scussed a slide |abeled "Arctic Al aska Source Rock

Systens,” noting these regional maps depict where the source
facies are located; inportant colors are Ilight greens and
yel | ows. The |lower part of the sequence shows this highly

organic facies was deposited over pretty nmuch the entire area in
the Triassic and the Jurassic sequence; this includes into the
Chukchi Sea region, offshore state waters, and the Beaufort Sea.

MR, SVENSON said for the Cretaceous and Pal eogene sequences,
t hese deposits occurred over nuch of the area. In the southern
part of this region, the Terrigenous - neaning it cane from |l and
sources - and M xed Kerogen areas are highly gas-prone.

MR. SWVENSON noted that the next slide, "Overview of Regiona
Ceol ogy," depicts a cross-section showing what this depositional
sequence has gone through over tine. This is from the Brooks
Range heading north to the Beaufort Sea. The rift sequence
mentioned earlier, simlar to what is found in the North Sea, can
be seen. To the south is a classic foreland basin, simlar to
t he Canadian thrust belt. He enphasized that the North Slope
deposits including Prudhoe Bay, Kuparuk, and Al pine are here on
the Barrow Arch; this area has oil and associ ated gas.

3:26:12 PM

MR. SWENSON explained that in the deeper parts of the basin,
t hose sanme source rocks have generated both oil and gas in the
shal |l ow section. 1In the deeper section, those source rocks have
gone through a crack to gas, nmeaning it's primarily a gas
provi nce, both to the south because of the deep burial and to the
nort h. Also inportant is that because of the thrusting - the
deformation as the Brooks Range was built - there was uplift and
release of that gas along with a flushing of any earlier oil
charge that may or may not have been there.

MR.  SWENSON discussed the next slide, "Reservoir quality
studies,” which had what appeared to be a photograph | abeled
"Skinbo Anticline - Overturned Forelinmb"; anot her | abel ed
"Porosity"; and a graph labeled "Porosity (% vs. Perneability
(mD), North Slope Foothills."

MR. SVENSON advi sed nenbers that the reservoir rock has porosity
and perneability, as shown on the thin section on the upper part
of the slide; blue areas are the spaces between the rock that
give the porosity, while the interconnectivity, how well fluid
flows in that, is the perneability. Thus the graph relates to
how much oil or gas can be fit into those pore spaces and al so
how well those are connected and hence how fast the fluid wll
flow. That's an inportant aspect for any resource devel opnent.

3:27:26 PM
MR. SWENSON turned to results from the exploration phases,
showing a slide |abeled "Foothills Drilling and Gas Cccurrences.”

JT. SENR/ HRLS COWM TTEES - 48- June 7, 2008



He explained that this map shows di scovered gas accunul ations in
the Foothills region, where he would be focusing; wells wth
numerous strong or fair gas shows; and wells with few or m nor
gas shows. The large circles represent that nost of the wells
drilled in the Foothills regions - few for the size of this area
- had very, very strong gas shows.

MR. SWENSON noted that the next two slides, "Foothills Cross
Section - Ol and Gas Shows" and "Foothills Structural Plays,
Seismc Interpretation,” depict each of these wells in context
with the geology and also the seismc line fromthe Kavik field
area, which gives an idea of what the subsurface | ooks I|ike.

MR. SWENSON said for the first, each well is represented by a
vertical line; in between is an interpretation of the basin field
geonetry  of t hat whole Colville trough, revealing the
conplexities that also bring up opportunity because what is going
on isn't known for every portion of the basin. Inportant to note
is that the red and green tick marks on the vertical 1|ines
represent gas shows, in red, and oil shows. For each well, there
wer e numerous shows of both oil and gas.

3:29:19 PM

MR. SVENSON turned to the seismc line for the Kavik area seen on
the earlier map. Hi ghlighting the gas shows throughout that

sequence, he noted there's a trenendous anount of deformation
seen in the Foothills region; this sets up nunerous different
types of plays that could be explored for with respect to gas.

MR. SVENSON addressed a slide |abeled "Conventional Exploration
Play Types" that relates to oil and gas trapping nechanisnms. He
told nenbers that to understand the geology in any of these
basins, especially a supercharged basin like the North Sl ope,
it's inmportant to have a fair understanding of the reservoir rock
di stributions, the geonetries of all the different traps, and the

generation and mgration of hydrocarbons to fill those traps.
All this geology is fit into the resource evaluation to conme up
with estimates for undiscovered resources. He turned the

presentation over to M. Houseknecht.

3:30: 13 PM

CHAIR HUGA NS nentioned |egislation passed in a special session
that allowed access to data from different organizations
i ncluding the producers and other conpanies. He asked what the
status is and whether that has aided this work.

MR. SWVENSON replied a lot of additional information has been

gai ned. The charter agreenent for all the data nade publicly
available is in-house. Also, DNRs Division of Ol & Gas has a
conplete set of onshore data. The data that can be used is

publicly avail able or el se agreenents have been nmade for it.
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MR. SVENSON said this data has dramatically increased the ability
with respect to subsurface interpretation, both wth detailed
well information and seism c data. Noting he'd just showed one
seismc line, he said there is a whole suite of seismic I|ines
across the North Slope, and USGS has an even nore conprehensive
data set.

3:31:27 PM

DAVE HOUSEKNECHT, Ceol ogi st u. S. Ceol ogi cal Sur vey, Uus
Departnent of the Interior, began by saying he would address the
role of the USGS and its sister agency, the M nerals Managenent
Service (MVB), with respect to how the information they generate
relates to these deliberations. One mandate of USGS is to do
systemati c eval uati ons of energy and mi neral resources nationw de
and wor | dw de.

MR. HOUSEKNECHT explained that they collaborate wth state
organi zations such as DNR divisions and take opportunities to
interact wth industry where possible; it's inportant to share
i deas and exchange data where appropriate. They then go behind
cl osed doors and make estimates of how nuch oil and gas remains
to be discovered; it's essential that this process be independent
of any influence because that's the basis of their credibility in
Washi ngton, D.C.

MR, HOUSEKNECHT said the information he would share today is from
work over the |ast decade. He opined that it's significant that
all this work was published before the AQ A proceedi ngs began.
He noted summaries of the information can be nade available to
the legislature or by e-mailing him his e-mail address was shown
as dhouse@isgs. gov.

3:33:21 PM

MR.  HOUSEKNECHT highlighted a paper he and coll eague Ken Bird
publ i shed in 2006, a broad sunmary of what they know about those
reserves and undiscovered oil and gas resources in northern
Al aska. In addition, he said, short factsheets provide an
executive summary for specific areas where they've worked. This
represents the work of both USGS and MMS, and it predates the
AG A proceedi ngs.

MR. HOUSEKNECHT discussed a slide labeled "Known Gas
Accunul ations in Arctic Alaska,” which listed known unit and gas
reserves (Bcf) as follows: Prudhoe Bay 24,526; Pt. Thonson
8,000; Pt. McIntyre 1,526; Kuparuk River 1,150; Duck Island 843;
North Star 450; Colville River 400; Barrow Wil akpa 34; Ml ne
Point 14; and a total of 35,417. It also listed other known
accurul ati ons, possible gas reserves onshore and offshore (Bcf).
Onshore it showed: Qubik 600, Kavik 115, Square Lake 58, Meade
20, Umat 5, East Umat 4, and "?" for East Kurupa, Kem k, and
Wl f  Creek. For the offshore Quter Continental Shelf (OCS) it
showed Burger at 14,000 and "?" for Sandpi per.
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3:35:01 PM

MR,  HOUSEKNECHT explained that two fundanental types of gas
resources are shown: known accunul ati ons of associated gas,
meani ng gas associated with oil, wth Prudhoe Bay as the best
exanpl e; and non-associ ated gas, neaning gas that occurs in an
accurul ation in the absence of oil or significant |iquids. Mbst
of the associated gas resources are clustered in the north near
the Barrow Arch, whereas nost of the non-associated gas resources
are clustered in the Foothills, where there has been relatively
little exploration; he would return to this point.

MR,  HOUSEKNECHT highlighted proved reserves in arctic Al aska,
mentioning a summary published by DNR's Division of Ol & Gas.
He said other accunmul ati ons have been discovered, but not nuch is
known about the size. As shown here, the biggest is the Burger
prospect, a discovery drilled about 1990 in the Chukchi Sea that
was the focus of a big | ease sale recently by MV

MR. HOUSEKNECHT enphasi zed that until now there've been about 500
exploration wells drilled in northern Al aska. One was drilled
intentionally looking for natural gas this past season. Thus
what is known about gas reserves and gas resources in northern
Alaska is the result of |looking for oil. In fact, nost
accunul ati ons discovered in the Foothills represent exploration
failures that have one well in them and in many cases tested a
| ot of gas; because it was gas and there was no comrerci al market
for it, the conpany never delineated that accunulation and so it
isn't really known how big it is.

MR. HOUSEKNECHT showed a slide |abeled "Alpine Play in NPRA -
More Gas than Q1?" He said as resource assessnents are
performed in northern Alaska to estimate oil and gas that remains
to be discovered, this area of North America is difficult to deal
wth as a geologist because there is so little exploration
information. A good exanple is northeastern NPRA, where in 2004
USGS conpleted such an assessnent and six nonths |ater
ConocoPhillips |eased sone of the results of that exploration
drilling.

MR. HOUSEKNECHT expl ained that at the tine of the assessnent, al
t hat was known of the Al pine play was the Al pine field, which has

a gas-to-oil ratio of 840, quite |ow Shortly after the
estimates were released saying there was a lot of oil and
condensate wth sonme gas in NPRA the results from new
di scoveries were released. Wthin about 20 mles, noving

westward from Alpine, there is a gas accunulation in the
west er nnost di scovery, with a | ot of condensate.

MR, HOUSEKNECHT said this suggests the oil nunbers may be a bit
hi gh and gas estimates a bit conservative. Highlighting the need
for continuing study of these frontier areas, he said every well
drilled represents a significant anount of new information that
t he agencies then have to work wth.

JT. SENR/ HRLS COWMM TTEES -51- June 7, 2008



3:39: 50 PM

MR, HOUSEKNECHT showed a slide | abel ed "Assessnent Mt hodol ogy -
Ceol ogic Basis." He enphasized that although the nean estinate
typically is reported in the Iliterature and nedia, these
estimates of undi scovered oil and gas resources capture a range
of probabilities.

MR.  HOUSEKNECHT expl ai ned the process. When they go behind
cl osed doors, they start by neasuring and filling out on a
probabilistic scale how thick the reservoir is; how big the
closures are, seen in the seismc data; and what they think the
porosity and water saturation of the reservoir are. They do a
simulation, and the result is a distribution of oil and gas
accunul ati on sizes that capture the range of uncertainty.

MR. HOUSEKNECHT said they then apply risk, which relates to
whet her those source rocks have generated oil and gas, whether
that has nmade it into the reservoir, as well as the presence of
good reservoir rocks and traps; this provides a distribution of
i n-place resources. After that, they apply a recovery factor to
get an estimate of "technically recoverable resources"; this is
the volune of oil and gas they believe is recoverable using
current technol ogy, regardless of price.

MR, HOUSEKNECHT showed a slide that had a nap of Al aska and parts
of Canada, |abel ed "Undi scovered Conventional Gas Potential." He
said one can see why so nuch enphasis is placed on the arctic
part of Alaska, where the l|argest of the bubbles represented
119 Tcf of gas. He noted the bubbles represent nean estimates
made by USGS onshore, MVS offshore, and the Geol ogical Survey of
Canada in the Mackenzie delta. The |arge bubbles represent that
those agencies believe there are large gas resources in arctic
North Aneri ca.

MR. HOUSEKNECHT discussed a slide |abeled "Potential for
Undi scovered Petroleum in Arctic Alaska," which listed nean
estimates of undi scovered conventional gas in Tcf. For onshore
and state offshore areas, USGS estinates were: NPRA, 61.35 for
non- associ ated gas, 11.68 for associated gas, and 73.03 total
gas; Central North Slope, 33.32 non-associated, 4.20 associ ated,
and 37.52 total; ANWR 1002 Area, 3.84 non-associated, 4.76
associated, and 8.60 total; and a subtotal of 98.51 non-
associ ated, 20.64 associated, and 119.15 total. For federal
of fshore areas, MVS estimates had total gas only: Chukchi Shelf,
76.77; Beaufort Shelf, 27.65; Hope Basin, 3.77; and a subtotal of
108.19. The total for all was 227.34 Tcf.

3:42:51 PM
MR. HOUSEKNECHT told nenbers this sunmarizes both the neans and
the uncertainty associated with the estinmates. The nunbers in

the yell ow boxes are from USGS for the onshore North Slope and
state waters. The ANWR nunbers had been estimated in 1998; the
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NPRA nunbers in 2002; and the central North Slope, nostly state
| and, in 2005. The bl ue boxes have MMS nunbers for the Beaufort
and Chukchi areas.

MR.  HOUSEKNECHT enphasized that this shows the range of
uncertainty. Wien he briefs Al aska' s congressional delegation
about the amount of gas, he gives the | ow and high nunbers. The
| oner nunber represents a 95 percent probability. For instance,
he'll say there's a 95 percent chance that there is 24 Tcf of
technically recoverable natural gas in the central North Slope
area and a 5 percent chance of 45 Tcf. However, the nmean of that
distribution, 33.3 Tcf, is typically wused in congressional
heari ngs, by the nedia, and so on.

3:44:11 PM

MR, HOUSEKNECHT added that one awkward thing about probabilistic
distributions is that statistically it's not legal to add up what
are called the fractals and to provide a summati on of that range
of uncertainty. He indicated USGS is in the process of doing
that statistically; it wll be released soon. Until then,
however, the neans of those distributions can be added, which he
said is a legal and rigorous statistical nethodology. Those are
shown on the slide, with a subtotal for onshore and state
of fshore areas of 119.15 Tcf.

MR. HOUSEKNECHT expl ai ned that MVS does its assessnents a little
differently, which is why there aren't independent estimtes of
non-associ ated and associ ated gas. The subtotal for the offshore
arctic is 108.19 Tcf. He said this is the U S. Departnent of the
Interior's perspective on undiscovered gas resources in arctic
Al aska and the adjacent OCS. Even though economc analysis isn't
the main goal, they attenpt to include an economc filter.

3:46: 30 PM
MR.  HOUSEKNECHT showed a slide labeled "Estimates of Gas
Accunul ation Sizes" that plots nunbers of gas accumulations

agai nst the gas accunmulation size class in Bcf. He said the
econonm cs of undiscovered oil and gas are driven by how big the
accumrul ati ons are. This graph shows nean estinmates and the

95 percent and 5 percent probability estimtes, to give sone idea
of the uncertainty. The |argest accumul ations of non-associ ated
gas in state lands are probably in the range of 1.5 to 3.0 Tcf;
at the nmean, there may be 5 or 6 in the 768 Bcf to 1.5 Tcf range,
and there may be nore than 15 in the 400-750 Bcf range.

3:48:10 PM

MR. HOUSEKNECHT addressed a slide |abeled "Econom c Analysis
Si mul at es Expl orati on and Devel opnent," indicating he'd used this
with respect to ANVWR in Washington, D.C.; although he hadn't
prepared a gas exanple, it works the sane. Expl aining the
process for an econom c analysis, he said the first thing they do
for state lands, for instance, is to divide the area into
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subareas based on where they think accumul ati ons are and whet her
those will be nostly oil, nostly gas, or sone m xture.

MR, HOUSEKNECHT said next they ask the assessment geol ogists to
determ ne what size of accunulations can be expected in each

ar ea. Then the economist will "build" pipelines based on the
assunption that the |largest accunulations closest to existing
infrastructure are discovered first. That supports construction

of a regional transportation system and developnent of that
accunul ation, if |arge enough.

MR. HOUSEKNECHT concluded with the slide, saying that in turn
supports the devel opnent of satellites. An exanple for gas is
the larger Alpine field and newer discoveries in NPRA As
infrastructure extends into an area, that can be used as a
junping-of f point to develop simlar areas in the same fashion.

3:49:38 PM

MR,  HOUSEKNECHT showed a slide |abeled "Central North Slope
Econom cally Recoverable Gas," relating to undiscovered non-
associ ated natural gas resources. He noted it plots market price
and gas volune in Tcf. The vertical lines represent the estimte
of the 95 percent probability value, the nean value, and the
5 percent val ue.

MR. HOUSEKNECHT explained that when the econom st does the
analysis, the result is a set of curves like this. The curve for
t he nean suggests at about $3 per thousand cubic feet (Mf), no
gas in this exanple is economcally viable. Noting that this
price includes transportation to a Chicago market, he said as the
price increases, an increasing volunme of gas is economcally
recoverabl e. At $10 per Mf, this shows 27-28 Tcf would be
econom cal |l y avail abl e.

MR,  HOUSEKNECHT enphasized that this sinple nodeling suggests
about 83 percent of the nean estimate of technically recoverable

resources close to existing infrastructure is actually
econom cally recoverable at $10 per Mf. Wil e these nunbers
change as one goes farther fromthe infrastructure, it gives sone
idea in context. Noting all the economc paraneters have been
publ i shed, he offered to provide links to the online
publ i cati ons.

3:51:40 PM

MR.  HOUSEKNECHT turned to the next slide, "Arctic Al aska
Expl oration Maturity. He said this shows a lowangle

perspective, with the nbst prospective area for oil and gas being
north of the Brooks Range, extending at least to the shelf edge
of the Beaufort and across all the Chukchi Sea to the Russian
maritime boundary. In this area, marked by red dots, there have
been fewer than 500 exploration wells drilled since the 1940s,
when the U S. Navy started exploring in NPRA
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MR, HOUSEKNECHT put this into perspective using Wonng as an
exanpl e; he noted Wom ng was shown at the sane scale. He said
in arctic Al aska about 150,000 square mles are believed to be
prospective, including onshore, state waters, and OCS. In
Wom ng, where nore than 19,000 exploration wells have been
drilled, about one-quarter isn't prospective because it is core
uplifts, and 75,000 square mles are prospective. As shown, the
entire state of Womng would fit between Prudhoe Bay and Burger,
two of the |argest gas accunulations known in arctic Alaska to
dat e.

MR. HOUSEKNECHT said Wom ng has produced over 21 Tcf so far and
has proved reserves of at least 24 Tcf; its exploration-well
density is about 250 wells per square mle. By conparison, the
exploration-well density in arctic Al aska is about 3 per 1,000
square mles, nostly concentrated al ong the coast and straddling
Prudhoe Bay. Thus arctic Alaska is said to be an underexpl ored
frontier gas province about which there is lots to |earn.

3:54: 06 PM

MR. HOUSEKNECHT showed a slide |abeled "Womng Gas Reserves &
Production History," a graph that plots Womng known gas
resources from 1977-2006, with cunul ative production and proved
reserves. Noting a simlar curve was shown earlier for the
West ern Canadi an sedi nentary basin, he said this is public domain
data fromthe ElA

MR. HOUSEKNECHT reported that in 1977 there'd been about 7.5 Tcf
produced, with about the same in reserves. Today, alnost 30 Tcf
has been produced, with about 24 Tcf in reserves. In 1981, the
USGS said about 25 Tcf remained to be discovered; in 1995, after
a lot was discovered, USGS said it was 16-17 Tcf; and about two
years ago, USGS said it's about 95 Tcf. He would explain why.

3:55:20 PM

MR. HOUSEKNECHT di scussed a slide |abeled "'Unconventional' Gas
Resources (continuous resources)," that had USGS maps for coal bed
gas; overpressured, basin-centered gas; and gas hydrates. He
expl ai ned that before 1990-1995, Lower 48 natural gas exploration
focused on conventional resources, those occurring in straight
accunmul ations wth water contact under the gas. However, folks
realized a lot of gas is in unconventional formations, including
shal e gas, coal bed gas, and so on

MR.  HOUSEKNECHT said the industry responded by devel oping
t echnol ogy. In concert wth that, rising costs nmade it
economcally viable to develop those unconventional resources.
Thus they've been added to the resource base, resulting in a
significant ranping up since the md-1990s. However, Al aska is
at the low end of the curve. For arctic Alaska, it is known that
there are unconventional resources, but the first steps are just
bei ng taken to estimate how nuch may be recoverabl e.
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MR, HOUSEKNECHT indicated USGS is working with an interagency
teamto try to estimte how nuch gas hydrate may be recoverable
in arctic Alaska. Wth respect to overpressured, basin-centered
gas, he noted there is good evidence that this lies behind the
foothills of the Brooks Range, where a nunber of wells tested
hi gh- pressure gas, though the volume isn't known. \Wile USGS is
j ust now starting to build the database to estinmate
unconventional resources, it remains to be seen whether those
will be added to the reserves base.

3:58:11 PM
MR. HOUSEKNECHT par aphrased the final slide, "Summary,"” which had
the follow ng points that he noted M. Swenson had denonstrat ed:

Arctic Al aska Natural Gas Resources

Arctic Al aska supercharged hydrocarbon basin grossly
under explored with respect to gas

More than 35 TFC proved reserves

Federal nean estimates of undi scovered, conventi onal
gas resources: 119 TCF onshore & state waters plus 108
TCF federal offshore

Huge upside potential in "unconventional" gas resources
not included in estimates

- gas hydrates

- overpressured basin-centered gas

- coal bed gas

MR, HOUSEKNECHT added that the hydrocarbon basin includes both
oil and natural gas that's grossly underexpl ored. The "federa
of fshore" is the OCS; those are nmean estimates of technically
recoverabl e resources. He concluded the presentation by saying
the wunconventional gas resources not yet included in the
estimates remain the focus of a lot of USGS research and the
research of other federal and state agencies.

3:59:12 PM

SENATOR W ELECHOWSKI hi ghlighted concern that there mght be an
attenpt to put OCS gas into the pipeline and that the state would
get no royalty or tax fromit. He asked: At what point will it
be technically possible for gas from the Chukchi and Beaufort
Seas to be put into the pipeline?

MR. HOUSEKNECHT replied that is a nmjor question, one MV5 has
attenpted to address. He gave his perspective that sone offshore
activity would be seen now that the Chukchi |ease sale has
brought in such big dollars; however, there is no clear
indication as to whether the bidders there are |ooking for
liquids or gases at this point.
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MR. HOUSEKNECHT opi ned that devel opnment of natural gas resources

will occur onshore first and then mgrate outward, away from
existing infrastructure, and that OCS gas is further on the
horizon than onshore and state-waters gas. He declined to

specul ate on the tinmeframe, saying it |largely depends on whether
there is a viable comrercial nmarket and whether that market and
areas to do exploration are avail abl e.

4:01:21 PM

MR, SVENSON referred to the slide shown by M. Houseknecht
| abel ed "Econom ¢ Anal ysi s Si mul at es Expl orati on and
Devel opnent," saying it is key to this question. For any given
potential accumulation, there'll be the "risk of success,” the

econom cs of actually getting the resource to the narket and the
ability to access that.

MR, SVENSON expl ained that if relatively lowrisk plays are close
to infrastructure so the upfront capital expenditures early on
are low, those will likely be the first to be devel oped, even if
they're not the |argest. If there is drilling offshore in the
Beaufort or Chukchi Sea, it's hard to understand exactly how t hat
production woul d happen, especially in the Chukchi Sea, even if
were sonething like an LNG facility on a platform offshore that
woul d never actually nmake it to shore. He said that's sonething
he can't predict. But if something is econom c and sonebody is
doing the exploration, those will be the first plays pursued.

4:02:55 PM

SENATOR W ELECHOMNSKI referred to the graph that plots market
price and gas vol une. He asked whether the presenters had done
any cost analysis of the Chukchi or Beaufort areas.

MR. HOUSEKNECHT replied no, although MVS has done sonme work; he
offered to provide links to publications MVS had released on
t hat . He indicated the economc analysis he'd shown for the
state lands was USGS's first attenpt ever to put an econonic
filter on these undiscovered gas resources in arctic Al aska.
Wen they did the ANWR and NPRA assessnents, they felt there
weren't enough constraints on timng of a gas line or the costs
for getting discoveries in those areas to market.

MR.  HOUSEKNECHT expl ai ned that when they finished the centra
North Sl ope assessnent, however, the gas line issue was clearly
ranping up in Alaska and the Lower 48, and FERC was already
hol ding informational hearings; he'd testified at one. So
despite the uncertainty about access to nmarket and other costs,
they'd felt conpelled to attenpt the estimte described. He
added that those graphs use 2003 dollars and costs, but after
listening to M. Palnmer this norning, he believes the costs
probably aren't too far off.

4:05: 07 PM
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REPRESENTATI VE GARA noted there has been discussion about
possi bly having two pipelines, a large-dianeter Iine and a bull et
line, and so the question of how nmuch gas the North Slope has is
i ncreasingly inportant. He gave his understandi ng that ENSTAR
will be Iooking in the Foothills region over the next two summers
to assess the viability of a bullet Iine.

REPRESENTATI VE GARA asked M. Houseknecht what he believes m ght
be in the Foothills area in conparison wth what is known at
Prudhoe Bay. Saying he has heard generally from DNR fol ks that
it mght be nore difficult to retrieve gas if it's there, he also
asked why that is.

MR.  HOUSEKNECHT referred to the slide |abeled "Known Gas
Accunul ations in Arctic Alaska” and replied that for the onshore
area, the associated gas is generally in the northern part, the
coastal plain and state waters where it occurs in association

with liquid oil and condensate. The non-associated gas is
primarily in the Foothills. As USGS sees it, an area in the
intermediate part of the Slope wll have a mxture of both.

Probably the best exanple is the gas trend that includes the
@Qubi k gas field and the Umat oil field.

MR. HOUSEKNECHT added that, as seen from Prudhoe Bay, Point
Thomson, and so on, the associated gas accunulations on the
Barrow Arch perhaps have the potential to be |arger because the

reservoirs are of better quality. The structures have nore
integrity in terns of not being broken up. As one noves to the
Foothills to the south, there is a greater Ilikelihood that

accunul ations are smaller, but there are likely to be nore of
them He surmsed that if this geology were in the Lower 48, it
woul d have been thoroughly explored and producing gas for many
decades.

4:08:21 PM

MR, SWENSON di scussed why it would be harder to produce gas from
Foothills-type accunul ati ons. He noted that an earlier slide
showed the depth of burial of the rocks for a gas province,
saying it was nuch deeper and hotter. That also affects the
reservoir quality, which in the Foothills is a chall enge because
of the size of the pore spaces and how well those fit together
The perneability and ability to produce that into a well bore can
be challenging. An exanple is the Kavik field. He surm sed that
this is |likely where the cooment had cone from

4:09: 05 PM
SENATOR STEDMAN requested conment on the Yukon-Kuskokwi m delta
potential and whether that has been reviewed. He al so asked

whet her any exploratory work has been done in Southeast Al aska,
where sone areas | ook simlar to Cook Inlet on a surface map.

MR. SVENSON addressed the Yukon- Kuskokwi m delta. He agreed with
M. Houseknecht's  suggestion that i f Al aska' s numer ous
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sedinentary basins were in the Lower 48, there would have been
significantly nore exploration. He said there are wells in nost
of the basins, with nore information fromsone than others.

MR. SVENSON explained that the primary difference between here
and the other basins is that nost of the others are Tertiary in
age and don't have the sane supercharged nature. Oten, the gas
in interior basins is related specifically to coals; an exanple
is Cook Inlet, where 90 percent of the gas produced has been
bi ogenic, having mgrated fromthe coal. He enphasized that it's
not coal bed net hane, but is biogenic.

MR. SVENSON said for other basins |ike the Yukon- Kuskokwi m or any
of the Bering Sea basins, a nunber of wells were drilled in the
1980s when the industry got together. There are snippets of
i nformation, but many don't have the sane source rock potential.
As econom es change, t hough, there could be additional
exploration. \When there is infrastructure in the interior parts
i ke the Nenana or Susitna basin along the Railbelt, there Il be
expl oration. He added that with the Dvision of Ol & Gas
exploration license program a fair amount of exploration has
been ongoing in those other basins.

4:11:24 PM

REPRESENTATI VE SAMJELS told nenbers he'd recently spoken wth
folks who said nethane hydrate research is further along than
some m ght think. He requested comment on the nonetization or
recovery of gas hydrates.

MR. HOUSEKNECHT i ndi cat ed USGS is partici pating in a
col | aborative research effort and had an integral part in both
the Mallik well drilled on the Mackenzie delta a few years ago
and the Mount El bert well drilled on the North Slope a year ago.
His group is in the process of making its first estimate of how
much gas may be technically recoverable, and he expects that to
be released within three nonths or so. The next step will be to
determ ne how nuch is economcally viable, which is still an area
of active research

MR, HOUSEKNECHT said there is no question that hydrates have a
very large potential to add to a reserves base, as do basin-
centered gases. The coal bed gases probably would conme in third
anong those three unconventional types, but one estinmate has
al ready been nmade from coal bed gases in northern Alaska, with a
mean estimate of as nuch as 18 Tcf; this data is available in a
publ i shed factsheet. He said nore is being |earned by the day,
week, and nonth. Probably within relatively few years there'll
be a nuch better estimate of what's econom cally recoverable.

4:13:52 PM
SENATOR DYSON told nenbers he's unconfortable about talk of a
bullet Iine while so much of the Cook Inlet basin is unexplored
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for gas. He asked what the broad understanding is of what
recoverabl e reserves may be there.

MR, HOUSEKNECHT answered that the |ast published USGS estinate
was in 1995 and thus is badly out of date. To his recollection,
it was 2 Tcf for undiscovered resources, which he believes is
conservati ve. They're working on a new estimate that my be
conpleted in about 18 nonths. Based on information they
currently see, he opined that the nunber will rise significantly;
he declined to quantify that.

MR. SVENSON added that the National Energy Technol ogy Laboratory
did a study on that and used 17 Tcf as the resource for all of
Cook Inlet and the Shelikof Strait areas. He noted the ability
to do that is based on the know edge and data available; in sone
areas of Cook Inlet, it's relatively Ilimted, but that's
increasing in a nunber of cases.

SENATOR DYSON remarked that some fol ks who work for the Division
of Gl & Gas and sone conpanies that have been out there think
17 Tcf may be in the ballpark. He conmmended the efforts.

4:16: 04 PM

REPRESENTATI VE KELLY observed that the presenters and TransCanada
had gi ven easy-to-understand conparisons with Womng and parts
of Canada. He asked what simlar conparisons would | ook I|ike for
oil, both on land and in state waters.

MR, HOUSEKNECHT answered that the paper he'd referred to that is
available on the Wb is a summary for arctic Al aska of both oi
and gas resources that are undiscovered. | ndi cati ng he was
reading fromit, he said the estimated total for |iquids onshore
and beneath state waters for arctic Al aska, including crude oil
and natural gas liquids (NG&s), is 27 billion barrels at the
nmean. That is alnost equally divided between NPRA and the ANWR
coastal plain, wth a relatively smaller nunber for the centra
North Slope because it has been much nore intensely explored
al ready, having been open for business several decades.

MR. HOUSEKNECHT further reported that MBS estimtes about
24 billion barrels recoverable offshore - about 15 billion in the
Chukchi area and 8 billion in the Beaufort area. I f the USGS
estimates he'd just cited for onshore and state waters are added
to the MVMS estimates for the OCS, the sum that renmains to be
di scovered is a little nore than 50 billion barrels.

MR, HOUSEKNECHT proposed |ooking at an exanple from the North
Sl ope, where the Alpine discovery was the |[|argest onshore
di scovery in North America in the Jlast 25 years. Thi s
serendi pitous discovery occurred when the conpany that drilled
the well had a different primary objective. He said the |esson
|l earned in both oil and gas basins is that the nore exploration
one does, the nore one tends to find.
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4:19: 21 PM

SENATOR THOVAS asked whether the information on the 500
exploratory wells drilled since the 1940s is available through
USGS or requires sone process to obtain.

MR. HOUSEKNECHT replied that nost of the information is in the
public domain and is nostly avail able through the Alaska O 1 and
Gas Conservation Comm ssion (AOGCC); for sonme, especially for
NPRA, USGS nmintains an active archive. Sone proprietary wells
have had that status as long as 30 years, and even USGS doesn't
have access to those. Anong the 500 or so exploration wells, he
estimated information is available for probably 95-97 percent.

SENATOR THOMAS asked what deterni nes whet her a well is
proprietary.

MR, HOUSEKNECHT deferred to Kevin Banks of the Division of Ol &
Gas, but noted that the answer depends on whether the wells are
drilled on state |eases, Native l|lands, or federal |eases. Al
three have different regulations controlling the release of
results. Also, conpanies can petition those | ease owers to hold
the wells proprietary. So there isn't a wuniversal rule for
northern Al aska.

4:21:21 PM

REPRESENTATI VE  CHENAULT thanked the presenters for t he
information, but said he'd be nore interested in hearing from
AOGCC about gas takeoff at Prudhoe Bay, since he'd heard Point
Thonmson isn't needed now to build a gas pipeline. He asked that
AOCCC menbers be nade avail able as wel | .

CHAI R HUGE NS concurred, indicating he would work on that. He
t hanked the presenters. Both SB 3001 and HB 3001 were held over.

The joint neeting of the Senate Special Conmmttee on Energy and
t he House Rul es Standing Committee was adjourned at 4:23:49 PM
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