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"An Act approving issuance of a license by the conmm ssioner of
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Al aska Conpany, LLC and Foothills Pipe Lines Ltd., jointly as
I icensee, under the Al aska Gasline Inducenent Act; and providing
for an effective date."

- HEARD AND HELD

SENATE BI LL NO. 3001

"An Act approving issuance of a license by the conm ssioner of
revenue and the comm ssioner of natural resources to TransCanada
Al aska Conpany, LLC and Foothills Pipe Lines Ltd., jointly as
i censee, under the Al aska Gasline Inducenent Act; and providing
for an effective date."
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- HEARD AND HELD
PREVI QUS COW TTEE ACTI ON
Bl LL: HB3001

SHORT TI TLE: APPROVI NG AG A LI CENSE
SPONSOR(s): RULES BY REQUEST OF THE GOVERNOR

06/ 03/ 08 (H READ THE FI RST Tl ME - REFERRALS
06/ 03/ 08 (H RLS

06/ 03/ 08 (H WRI TTEN FI NDI NGS & DETERM NATI ON
06/ 04/ 08 (H RLS AT 9: 00 AM CAPI TOL 120

06/ 04/ 08 (H Heard & Hel d; Assigned to Subconmmttee
06/ 04/ 08 (H M NUTE( RLS)

06/ 04/ 08 (H RLS AT 10: 00 AM TERRY M LLER GYM
06/ 04/ 08 (H Heard & Held

06/ 04/ 08 (H M NUTE( RLS)

06/ 05/ 08 (H RLS AT 9: 00 AM TERRY M LLER GYM
06/ 05/ 08 (H Heard & Held

06/ 05/ 08 (H M NUTE( RLS)

06/ 06/ 08 (H RLS AT 10: 00 AM TERRY M LLER GYM
06/ 06/ 08 (H Heard & Held

06/ 06/ 08 (H M NUTE( RLS)

06/ 07/ 08 (H RLS AT 10: 00 AM TERRY M LLER GYM
06/ 07/ 08 (H Heard & Held

06/ 07/ 08 (H M NUTE( RLS)

06/ 08/ 08 (H RLS AT 1: 00 PM TERRY M LLER GYM
Bl LL: SB3001

SHORT TI TLE: APPROVI NG AG A LI CENSE
SPONSOR(s) : RULES BY REQUEST OF THE GOVERNOR

06/ 03/ 08 (S) READ THE FI RST TIME - REFERRALS
06/ 03/ 08 (S) ENR

06/ 03/ 08 (S) REPORT ON FI NDI NGS AND DETERM NATI ON
06/ 04/ 08 (S) ENR AT 10: 00 AM TERRY M LLER GYM

06/ 04/ 08 (S) Heard & Hel d

06/ 04/ 08 (S) M NUTE( ENR)

06/ 05/ 08 (S) ENR AT 9: 00 AM TERRY M LLER GYM

06/ 05/ 08 (S) Heard & Hel d

06/ 05/ 08 (S) M NUTE( ENR)

06/ 06/ 08 (S) ENR AT 10: 00 AM TERRY M LLER GYM

06/ 06/ 08 (S) Heard & Hel d

06/ 06/ 08 (S) M NUTE( ENR)

06/ 07/ 08 (S) ENR AT 10: 00 AM TERRY M LLER GYM

06/ 07/ 08 (S) Heard & Hel d

06/ 07/ 08 (S) M NUTE( ENR)
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06/ 08/ 08 (S) ENR AT 1: 00 PM TERRY M LLER GYM
W TNESS REG STER

TOM | RWN, Comm ssi oner

Departnent of Natural Resources

Anchor age, Al aska

POSI TI ON  STATEMENT: Presented a summary of the findings and
determ nation of t he TransCanada Al aska Conpany, LLC
(" TransCanada") project.

PATRI CK GALVI N, Commi ssi oner

Depart ment of Revenue

Juneau, Al aska

PCSI TI ON STATEMENT: Answer ed questions related to the proposed
TransCanada project during the hearing on HB 3001/ SB 3001.

CLARK "CLI CK" BI SHOP, Commi ssi oner

Departnment of Labor & Workforce Devel opnent

Juneau, Al aska

PCSI TI ON  STATEMENT: Ofered an introduction preceding a
Power Poi nt presentation regarding jobs and training related to
t he TransCanada proj ect.

GQUY BELL, Assistant Comm ssioner

Di rector

Central Ofice

D vision of Adm nistrative Services

Depart ment of Labor & Workforce Devel opnent

POSI TI ON  STATEMENT: Gave the first part of a PowerPoint
presentation regarding jobs and training related to the proposed
TransCanada proj ect.

BRYNN KEI TH, Research Chi ef

Research & Anal ysis

Central Ofice

Di vi sion of Adm nistrative Services

Depart ment of Labor & Workforce Devel opnent

PCSI TI ON  STATEMENT: Gave the second part of a PowerPoint
presentation regarding jobs and training related to the proposed
TransCanada proj ect.

CONRAD MULLI GAN, Consul t ant

ARCADI S
Denver, Col orado
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PCSI TI ON  STATEMENT: Presented a PowerPoint on nodeling of
short- and l|ong-term enploynent generated by construction and
operation of an Al aska Natural Gas Pipeline Project.

G ALLAN VAN FLEET, Attorney

G eenberg Traurig, LLP

Houst on, Texas

POSI TI ON STATEMENT: Presented legal issues affecting producer
participation in TransCanada's proposed gasli ne.

SPENCER HOSI E, Attorney

Hosi e McArt hur LLP

San Francisco, California

PCSI TI ON STATEMENT: Presented |egal issues affecting producer
participation in TransCanada's proposed gasli ne.

ACTI ON NARRATI VE

CHAIR CHARLIE HUGA NS called the joint neeting of the House
Rules Standing Committee Subcommittee on AG A and the Senate
Special Commttee on Energy to order at 1:06:01 PM

HB 3001- APPROVI NG AG A LI CENSE
SB 3001- APPROVI NG AG A LI CENSE

1: 06: 59 PM

CHAIR HUGGE NS announced the joint conmttees would comrence
today's presentations by hearing an overview from Comr ssioner
Tom Irwin, followed by an overview of the [|abor process by
Comm ssi oner C ark Bi shop.

1: 07: 51 PM

COM SSIONER TOM | RW N, Department  of Nat ur al Resour ces,
presented a sunmmary of the findings and determ nation of the
TransCanada Al aska Conpany ("TransCanada") project. He stated
that it is known that devel opnment of Alaska's natural resources
is the cornerstone of the state's econony. The North Slope is a

wor |l d-class natural gas basin. He said, "Right now, we're
| ooking at 224 trillion cubic feet of undiscovered, technically
recoverable reserves, in addition to all the known reserves."

There are significant volumes of natural gas, which Comm ssioner
Irwin described as "economcally clean energy for Alaska, for
the United States, for the world." He said the follow ng
factors are "right": tinme, quantities, and clean material.
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COM SSIONER IRW N offered an historical review In the '70s
and '80s, he relayed, Alaska "worked hard and dreaned of getting

natural gas to market." Considered at the tinme were an overl and
route, an "over-the-head" route from Alaska to Canada, and
liquefied natural gas (LNG. He said, "Frankly, gas prices
stopped it all - drum price." In 1998, he continued, the
Stranded Gas Devel opnent Act was passed, which Comm ssioner
Irwin said was a good Act. At the tine, gas was around $2 per
t housand thousand British thermal units (MVBtu). The idea
behind the Act was to work with interested conpanies to bridge
the econom c gap. Five groups submtted applications in 2004,

one group was selected, and, through negotiations, a draft
fiscal contract was released in May of 2006. At the conclusion
of the negotiations, he recalled, the mjor North Slope
producers essentially commtted to only considering a gas
pi peline, in exchange for substantial concessions by the state,
whi ch 1 ncl uded: nore than $10 billion in future royalty
revenues from the state to the producers on quantifiable |osses
of production taxes, and conceding sovereignty of state in
judicial, legislative, and admnistrative issues. Nothing in
that contract ensured devel opnent. By 2006, the price of
natural gas had gone up to $6 per MvBtu - a significant value
He stated that it seenms incredible that gas was at that price
huge volunmes of it were available, there was a market for clean
energy, yet "nothing was noving forward."

COW SSIONER IRWN reviewed that the Al aska Gasline I|nducenent
Act (AD A was passed by the Alaska State Legislature in 2007
with a nearly wunaninous vote. The purpose of A A was to
encourage an expedited construction of a natural gas pipeline
through an open, transparent process that allows conpetition.
In exchange for commtnents required in AGA, the legislature
offered a package of inducenents. The legislature made the
i nducenents available to an AQ A licensee, if that |I|icensee
would agree to neet the requirenments and nmake the comm tnents
that the legislature deened necessary to protect the state's
interest, which Conmi ssioner Irwin said he believes was a w se
deci si on.

1:12: 30 PM

COM SSIONER ITRWN recollected that in July 2007, when AGA
becanmre law, the state issued a request for application for a

license to be issued under AdQA Five applications were
submtted, and only the TransCanada application was found to be
conpl et e. Commi ssioner Irwin said he and Conm ssioner Pat

Galvin decided that TransCanada's net present value and
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i kelihood of success could not be evaluated fairly w thout also
| ooking at the LNG option and the BP, ConocoPhillips Al aska,
Inc., Denali projects.

COW SSIONER | RA'N said technical, |egal, comercial, financial
and hydrocarbon reserves teani{s] were fornmed in order to nake

clear, fair evaluations of the projects. He stated that the
teans were counted on to independently review the existing
information and issue an opinion. He enphasized the integrity

and expertise of those involved, and said all the reports are
avai lable to the legislature. He al so enphasized that the job
of [the admnistration] is not just to study all t he
information, but to make itself and its consultants available to
each legislator to ensure "right answers" are provided.

1:15: 07 PM

COM SSIONER IRWN said he and Commi ssioner @Glvin found that
the "path" offered by TransCanada is likely to succeed. That
conpany presented a work plan that is technically reasonable,
feasi ble, and specific, he said. The plan would include the use
of technology that TransCanada is currently using to operate

pipelines in climtes simlar to Al aska's. Regardi ng the
schedule, he said, "Including the timng of U S. and Canadian
regul atory approval s IS aggressive but reasonable and
appropriate.” He stated that TransCanada has the financial
ability to contribute equity to the project, as well as to
obtain the financing necessary for construction. TransCanada

has a strong record of perfornmance in developing other |arge
projects, and positive records of integrity and business ethics.
Comm ssioner Irwin said comm ssioners also considered whether
sufficient natural gas exists on the North Slope to fill the
capacity of TransCanada's proposed pipeline for 25 years.

1:16:18 PM

COM SSIONER ITRWN relayed that the conclusion nade is that
Al aska has enough natural gas resources to fill the TransCanada
pi peline for 25 years and "for decades |onger." He added that

this is true even though Point Thonpson natural gas nay not be
avai l able for any project during its initial years "due to the
area geol ogy." Comm ssioner Irwin said the state hired
PetroTel, Inc. to do nodeling to evaluate what is really going
on at Point Thonpson. He said the nodeling showed that not only
are there likely several mllion barrels of |liquid condensate at
Poi nt Thonpson, but there are also several hundreds of mllions
of barrels of oil. He nentioned the way that the Al aska G| and
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Gas Conservation Conmm ssion (AOGCC) works, and said, "Any
reasonabl e state or sovereign would want that recovered first."
Comm ssioner lrwin said, "Wiat we have been told in the past and

what we know today is significantly different. W have |earned
this state needs to continue to understand things fromits own
basis." He talked about being honest and Iletting [the

| egi sl ature] know when things have changed. He conti nued:

Now, let's say we, as a sovereign, said, "W wll
waste that energy; we will waste the liquids from the
gas condensate; we wll waste the oil; we'll just pull
the gas off." Qur problemis this field is called a
retrograde field. [ There are] over 10,000 pounds per
square inch pressure. The experts say if we start
dropping that pressure, the liquid condensates start
falling out; we can literally plug the field where

we'll certainly lose the liquids, but we can also
start plugging conductivity so we |lose the gas. Point
Thonpson is a trenmendous area. W have a lot of

l[iquids. W need to recover themfirst.

But let nme tell you, when that news hit the gasline
team it was a shock. W imediately thought, "Do we
have a gasline project? \Wat are we going to do?"

And we went back to the nodeling. W nodel ed
different vol unes, different tinelines, di fferent
scenari os. Qur concl usi on: we have significant gas

for the producers, for the [federal governnent], for
the state, and for TC Al aska to namke significant noney
and to nove this project forward.

COWMM SSI ONER | RW N sai d additional ly t he commi ssi oners
considered the claim by the major North Slope producers that
TransCanada cannot succeed because of the risk that if it builds
a project it would be sued by fornmer partners. He said after
speaking wth TransCanada, the conm ssioners had their own
consul tants consider whether this is a legal issue and what the
ram fications mght be, including whether or not the issue would

i npact financing. The comm ssioners found that the potenti al
clainms against TransCanada and its affiliates are "extrenely
weak," and that the producers have "failed to support their
specul ative theory." As a result, the comm ssioners concluded

that the risk litigation of this issue "does not present the
significant barrier” to the likely success of the TransCanada
project, including its ability to obtain financing.

1: 20: 59 PM
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COM SSIONER RWN stated that the commercial terms proposed by
TransCanada are reasonable. The proposal provides the nmgjor
North Slope producers wth several significant, conmerci al
opportunities. He said, "They can construct and own the gas
treatnent plant in the North Slope; they can own an equity share
in the TC Al aska pipeline.” Although there are project risks

he noted, none of them are significant enough to outweigh the
TransCanada project's |ikelihood of success. Natural gas prices

are not likely to clinb enough to nmake the project uneconom c,
he said. Furthernore, he related that the risk that there are
insignificant resources on the North Slope to fill the proposed
pipeline is |ow He stated that the conm ssioners anticipate
that the state's current fiscal structure will allow conpanies

that develop North Slope gas and transport it on TransCanada's
pipeline to earn a significant profit.

COM SSIONER IRWN stated that the TransCanada project 1is
viable, will provide positive economcs to the state and federa

gover nnent s, as well as the North Slope producers and
TransCanada, and "is <clearly, and in our mnds, Ilikely to
succeed.” He noted that the legislature has "seen those nunbers
through other presentations.” To help determ ne whether
TransCanada' s pi peline proposal maximzes benefits and is in the
best interest of the state, the comm ssioners felt that LNG
proj ect options needed to be eval uated. He noted that later in
the hearing schedule experts would testify. He nentioned the
North Slope, an LNG plant in Valdez, and "the producer plant."
He conti nued:

Using the sane assunptions used to analyze the TC
Al aska project, all LNG project options resulted in
less value to the state and the mmjor North Slope
producers. In cases, it showed clearly econom c, but
all cases were less than the North Sl ope producers’
rout e.

COM SSIONER ITRWN said that although an LNG project would be
able to tap the higher prices that are seen in Asian markets,
the LNG projects have significantly higher costs, and thus
result in |ower market potential value (MPV) to the state or to
the major North Slope producers. He said he and Comm ssioner
Glvin did not find conparative benefits in either timng or
costs associated with an LNG project. He highlighted that even
if LNG had denonstrated MPV conparable to that of the
TransCanada project, the LNG projects would still not be
preferable to the TransCanada project. He explained, "CQur
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analysis reveals that the LNG projects have a nuch |ower
i kelihood of success conpared to TC Alaska's project.” An LNG
project, he continued, will face unique financing and commercia

chal l enges for several reasons, including the need to negotiate
multiple and concurrent agreenents for the purchase, pipe

transport, liquefaction, shipping, "regasification," and the
sale of natural gas. He said LNG also faces significant
chal l enges, and the North Slope producers have stated clearly
t hat the Asian narket is not their preferred rmarket.

Additionally, the LNG project will face significant risk of not
being permtted to export the gas to its primary market in Asia.
He stated, "That's a clear and evident, real risk, getting that
type of export license, particularly if we don't have energy
going to the United States - to the Lower 48 - first."

1: 25: 22 PM

COM SSIONER | RWN stated that when conpared to an exclusive LNG
project, the overland gasline proposed by TransCanada provides
an opportunity for a successful LNG "Y' line. The big line, he
expl ai ned, takes care of the upstream gas pipeline plant, as
well as a big line to Delta Junction. He stated, "The door is
wi de open to sonmeone who wants to conme in and do an LNG
project."” The likelihood of success in an LNG project, he
noted, is greatest when it is constructed as a "Y' |ine.

COW SSI ONER | RW N st at ed:

The dynam cs of a producer-owned and operated pipeline
are very different, as you' ve heard in the last few
days, than those of a third party-owned pipeline. An
entity that produces natural gas and owns the

pi peline, like the producer project, earns revenues
through sales of natural gas and shipnment of the
nat ural gas. Such an entity is not necessarily as
driven to keep costs |ow We have |earned that. W
have learned that all the way through the Suprene
Court. If you own the pipeline and the costs are
hi gh, you pay yourself if you're the upstream
producer. |If the upstream producers own the pipeline,
as we have seen, we pay the higher tariff, and we pay
t he producer. We've heard about all the exploration
potenti al . W can get to a point, as you' ve seen on
the charts: Wiy woul d soneone cone explore in this

state for those type of high tariffs?

COMW SSI ONER | RW N conti nued:
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Consequently, there's a reduced economc driver to
explore for and develop additional resources until
such tine in the producer's [enphasis on "producer's"]
mnd it is necessary to maintain shipping volunes
t hrough the pipeline.

Now, we heard a bit of talk yesterday about, "Well,
they mght want to go bigger; they mght want to nove
gas from somewhere else in the world and do their part
here later.” A pipeline conpany is in sync with the
goals of the state; it is not necessarily true with a
pr oducer - owned pi pel i ne.

As the state, as |'ve nentioned, has experienced with
[the Trans-Al aska Pipeline Systen] (TAPS), conbining
pi peline and shipper responsibilities can truly cause

significant harm to the state's interest. This is
significant. For many of the same reasons, the
producer project suffers the risk of being stalled by
anti-trust challenges. It's reality.

COM SSIONER |RWN stated that AG A clearly was not designed to
preclude the nmjor North Slope producers from owning and
operating the natural gas pipeline; its goal was to ensure that
"if they did, they would act Iike an independent pipeline
conpany, rather than an integrated gas producer and pipeline

conpany. "
1:28:48 PM

COM SSIONER IRWN said, "W were told negotiations of fiscal
conditions were a precondition to noving forward wth the
proj ect. VWhat are those conditions? W do know what the
conditions were from stranded gas.” He said the admnistration
chose to continue the conpetitive AGA process, in favor of
excl usive negotiations. He suggested the legislators ask
t henmsel ves why BP and ConocoPhillips Alaska, Inc. announced the
pursuit of another gas pipeline project, Denali, and to question
the timng of that announcenent. He asked, "Wy are they
running so many ads to convince the public this is a good
t hi ng?" He asked the legislature to respectfully ask the
foll owi ng question: "Is their goal to destroy AGA in the
conpetition, or is their goal to get gas to market in the favor
of the state's interest?" He said "we" tried to analyze the
Denali plan, using the sane "12 pages" that the |egislature has
seen. He related that none of the inportant commercial terns of
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the producer plan are defined. Furthernore, unlike TransCanada,
the producer plan nakes no enforceable commtnents, such as
adhering to a state tineline or achieving additional mlestones,
such as applying for a Federal Energy Regulatory Commi ssion
(FERC) certificate. He said there is no information on tariffs,
let alone an enforceable conmmtnent to provide genuine, open
access. He said, "This nakes their option, currently presented,
extrenely risky for the state. The producer plan was offered
outside the AG@ A process and may continue ... parallel to TC
Al aska's efforts. W love it; the conpetition is great."

COM SSI ONER | RW N sai d soneone suggested that the state should
save its $500 million, because the producers are going to spend
their $600 [mllion]-plus and don't need the state's noney. He
asked:

Have you ever been around a business that has to nake

nmoney - for its board, its stockholders, their
i ndi vidual pay, their bonuses - that would turn down
$500 mllion? | would propose that they feel that if

- and | can't speak for them- if AGA fails, they are
in a position to get nuch nore. But no one would turn
down $500 nmillion.

COM SSIONER TRWN said the key is for the state to invest in

its resources and start "noving things forward." He warned the
| egislators not to forget history. He stated, "This state
rudely threw out a bunch of conpanies and negotiated behind
cl osed doors."” Regarding the $500 mllion, he said an inportant

factor is risk and reward. He opined that the risk is so snal
conpared to the reward, which is so huge.

1: 32: 43 PM

COWM SSI ONER | RN sumari zed his presentation, by review ng the
following points: the TransCanada project is economcally
viabl e, sound, and feasible; TransCanada has a proven track
record; extreme positive economcs of TransCanada's project,
conbined with the legal and political context, provide favorable
conditions for attracting shipping conmtnents; and overall the

TransCanada project 1is likely to succeed. Excl usive LNG
projects do not conpete, but a "Y' line is significant and is an
opportunity for the state to "work between narket options." He
stated, "The key for adding the real long-termjobs for Al askans
is a pipeline that encourages exploration and devel opnent. The
TransCanada project will not preclude construction of a snaller
pi peline." He stated that if anyone wants to challenge his
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nunbers, he would encourage them to look at a report by Econ
One, which is available to LB&A

COM SSIONER RWN said that simlar to the failed Stranded Gas
Devel opnent Act contract, the producer plan is not guaranteed to

continue to advance the project. He stated that it is his and
Comm ssioner Galvin's conclusion that "this is clearly a correct
way to go." He encouraged the legislature to consider that this

is the right thing to do for the state.

1:34:55 PM

COM SSIONER RWN stated that ultimtely the matter conmes down

to a decision of "yes" or "no." He continued:
Here's what you get with "yes": a conpany that |
believe is the best in Northern Anmerica doing
pipelines. It's a conpany that works with these other

conpani es every day; they know how to get gas into
their pipeline. And renenber M. Palner saying, "W
don't own any gas, and yet we have 36,000 mles of
pipeline." W get a premer conpany in North Anmerica.
W get firm tinmelines to open season; we get firm
timelines to FERC certification. W are clearly
noving forward. Now, when Al aska nmakes a new | aw, and
in effect, by saying yes, you have told the whole
world, "Alaska is now going to protect open access,"”
conpani es adj ust, conpani es under st and. But until you
do that, they will rather defeat AQ A, because then
you get to the no answer.

What happens if it's "no?" In sinple ternms, |ast week
| said, "They own us." That's what you get if you say
no. W will wait and hope they do sonething, but
understand ... they're not here because they |ove
Al aska. They're here to make noney. And they wll
| ook worldwi de at their decisions. Al aska, it's okay
to stand up for what's right for Alaska - it's

business. W have a clear path. But "no" neans we're
subservient to them they own us.

COM SSIONER | RWN expressed appreciation for the tine the
| egislature is giving to this matter.

1: 36: 54 PM
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CHAIR HUGGA NS noted that he did ask one of the proposers of the
af orenenti oned Denali project "why they were doing that," and
their answer sinply was, "The price of gas." He stated that it
appears that in talking with some of the consultants that no
matter what the scenario, "the price of gas is the variable that
is the nost different.”

1: 37: 24 PM

REPRESENTATI VE FAI RCLOUGH stated that she is present to listen
to facts and figures in order to nake a successful decision on
noving a project forward. She said she wants to know why the
Monte Carlo approach was chosen over the Wod Mckenzie report
if "best practice" is involved, and whether the Wod Mckenzie
report "was not using as safe type of criteria.”

COM SSIONER ITRWN said the admnistration's consultants are
gqualified to answer that question and could address it during
t heir upcom ng testinony.

REPRESENTATI VE FAI RCLOUGH indicated that [the |egislature] was
told during this special session that the adm nistration gave
TransCanada a 1 [to] 2 percent inflation factor, but in
Anchorage, the adm nistration's consultants spoke of a 4 percent
cost inflation factor. She questioned the discrepancy.

COM SSION |IRWN explained that the admnistration asked
TransCanada for specifics in order to conpare one project to
anot her "on the same basis."” He continued:

When we went to our consultants, we wanted to expand
that analysis for huge ranges, so in a Mnte Carlo
system we can see the variances of best-case/worst-
case, and there's hundreds of itens - maybe thousands
of items - that have to be eval uated. W wanted to
check all the pernutations, conbinations of best-
case/worst-case, and that's what a Mnte Carlo system
all ows you to do. One was to conpare applicants; the
other was we didn't, frankly -- let nme put it this
way: trust and verify. W're learning as a state, no
matter what you're told, trust and verify, and that's
why the significant difference with our consultants.

1: 40: 52 PM

PATRI CK GALVIN, Commi ssioner, Departnent of Revenue, expanded
upon  Conmi ssi oner Irwin's response by noting that t he
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assunptions that TransCanada used in its application were the
sanme assunptions used by all the applicants. The reason, he
said, is because [the adm nistration] asked the applicants to do
"a project planning effort” - to identify what their costs were
according to a single point assunption given to them by the
adm ni strati on. He explained that the admnistration was not
asking its experts to determne what gas wuld cost on a
particul ar day and determ ne the economics from that, but rather
"to look at the sensitivities across a nunber of these
variables.” He said the admnistration was trying to convey the
range of possibility to the |legislature. The consultants
present the "mid-case" and then "explain the sensitivities
around that."

1: 42: 53 PM

REPRESENTATI VE FAI RCLOUGH sai d she under st ands t he
sensitivities, but she stated concern that the public may not,
through the nedia, get an in-depth definition of a 4 percent
cost inflation factor versus a 1 percent cost inflation factor.
She said the legislature also has the understanding that
construction costs have been rising at close to 30 percent every
year for the last four years. She said, "As you're turning
those toggles, we need a sense of reality on where the gas is
comng from"

REPRESENTATI VE FAI RCLOUGH asked whether the comm ssioners have
sent a letter of inquiry to the Alaska Ol and Gas Conservation
Comm ssi on (AOGCC) about "what could be extracted off of Prudhoe
Bay," and whether there is an answer related to the 2.5 billion
cubic feet (bcf) anmount that was "presented in Anchorage as a
way to make this project successful.”

COW SSI ONER | RW' N responded as fol |l ows:

We have asked, and that is not conplete, but from all

of the information we have: Poi nt Thonpson ... will
be out for years; Prudhoe Bay wll be available for
draw down. ... Al of our expert advise we've been
given is: we have the gas resources to nmke this

proj ect happen.

REPRESENTATI VE FAI RCLOUGH noted that Conmm ssioner Irwin has had
the TransCanada application in his possession since Novenber,
and she asked him when he asked AOGCC "how nmuch you could draw
down for your econom c analysis."”
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COMWM SSIONER IRANN said he does not have that infornmation at
hand.

COM SSIONER GALVIN stated his belief that the inquiry was
started a year ago, after the AG A bill passed, because at that
tinme, the 1issue had surfaced regarding potential off-take.
Continual efforts have been nade to "try to refine that." He
said the issue faced by all is the fact that AOGCC doesn't
operate along the decision-making franmework where it chooses
what the off-take should be; it is an adjudicatory body that
nmerely grants a yes or no to requests that may cone in. He
cont i nued:

And so, the exercise that they've been sort of
undertaking is providing us with ... the range of what
they think nmay be within the possibility of what m ght
get a yes vote, but it would be based upon the request
and the data that woul d be presented.

Kathy Forrester, | think the current chairman of
AOGCC, has spoken publicly about ... her confort |eve
with discussion of an off-take in the 3.5 range that
we discuss in our finding. And so, that's, | think,
the furthest AOGCC is likely to go before they get an
actual application.

COM SSION | RWN added that the producers, with their proposal
certainly feel confortable that they can nove forward
Furthernore, TransCanada really understands "this informtion”

and feels confortable to nove forward. He stated, "Wen it
conmes close to a gasline really noving forward, the exploration
we'll have in this state wll significantly increase gas

availability.” He named the Womng and British Colunbia charts
as exanples of that growh. He added, "And don't forget, nost
of our gas is found in oil basins, not in the gas basins."

1: 47: 09 PM

REPRESENTATI VE FAIRCLOUGH said she is trying to neke an
evaluation on the |icensee before the |egislature. She said
al though she can appreciate hearing about the readiness of
producers, the purpose of the legislature currently is to find

out why the administration is supporting [TransCanada]. She
said TransCanada has convinced her that it is qualified to
undertake a gasline project. Additionally, she said, the
adm ni stration has convinced her that a $10 billion liability is
a renote possibility. She clarified, "But what | don't want to
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hear is spin - telling me where product is available." She
indicated having been told by M. Forrester that AOGCC was
"getting ready to retract a previous statement that they had gas
avai l abl e." She conti nued:

Again, | just would ask everyone who's presenting to
talk about the project that's before us and not
throwwng darts at a project that we don't know
anyt hi ng about, as has been said by the producers. I
don't care why the producers are noving a project

forward; | care that this admnistration is saying,
"This is the next step for Alaska.” And | want to, on
behal f of the people that have chosen to put nme in ny
seat, ... make the best decision possible for Al aska
And so, it is inportant whether we have gas on the
line to go into the |ine. ... I'"'mnot trying to be
di srespectful; | want to be able to push the green

button and vote yes for what you're presenting, but
pl ease tell nme why we have gas from our position going
forward and not about other people's.

1: 49: 08 PM

COM SSIONER I RW N expressed appreciation of Representative
Fairclough's study of the issue and her desire for Al askan's to

hear the facts. He said his intent was not to convey "spin,"
but to convey, from his position, why he feels Al aska has enough
gas. He explained that he shared other 1issues that he and

Comm ssioner @Glvin had to address in getting to their present
position, because he thinks not talking about why they don't
think the Denali project is better or nentioning LNG would be
hiding information fromthe |egislature.

1: 50: 27 PM

CHAIR HUGA NS requested that Conmm ssioner Irwin provide a visua
aid that shows risk allocation related to the TransCanada
project tinmeline and decision-nmaking process, and to include
downsi des or conflicts, not just "the positives."

1: 52: 09 PM

COM SSIONER IRWN said he thinks he can readily do that wth
the informati on at hand.

CHAIR HUGE NS clarified for those listening that he s
requesting from the comm ssioner an overview of risk allocation
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and "where you allocated those in your consideration," and is
requesting that the conm ssioner "reenphasize that as we go
t hrough the points in the docunents.™

1: 53: 34 PM

SENATOR STEDMAN said there was a reference nmade - not only by
Comm ssioner Irwin today, but by other presenters in the |ast
couple days - to $10 billion "on gives from the state to the
maj or oil producers under the previous adm nistration' s proposal
in the Stranded Gas Act." He recalled that quite a bit of that
calculation had to do with a 20 percent capital credit. He
asked if that is correct.

1:54: 34 PM
COW SSIONER IRW N responded that "all of those nunbers are
defined in" the Econ One report. He said he renenbers the
amount of $10 billion specifically, "because when we cal cul ated
ourselves we cane up with $13 billion, but we chose to go wth
Econ One. "
1:55: 02 PM

COVMM SSI ONER GALVI N offered further information:

Econ One, at the tinme, as they are now, was worKking
for the legislature and [on] the legislative analysis
of that contract. And that was the nunber that they
came up with, in terms of the value of the project
under the existing scenario versus the value of the
proj ect under what was proposed in the contract.

1: 55: 26 PM

SENATOR STEDMAN reiterated that part of that calculation had to
do with a 20 percent capital credit, which he noted is in place
currently. He remarked, "So, ... I'm not quite sure that a
tight parallel with those nunbers to what we're dealing wth
today is even a legitimate issue to have."

COW SSI ONER GALVIN said he agrees with Senator Stedman that "it
does change when you conpare it with where we are today." He
cont i nued:

Because when we |ook at the issue today, what we
recognize is that under that analysis there actually
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was a gas production tax that was based on a gross
rate ... in the neighborhood of, | think, 7 percent
If you conpare that to, for exanple, the ACES end
result, you're going to end up with probably a |arger
cost that would be associated with the Stranded Gas
contract from what we have in place today than the $10
billion. And we wanted to use the $10 billion just
because it was the nunmber from ... that particular
time, based on | egislative consultants.

SENATOR STEDMAN, regarding the last admnistration's dealing
behind cl osed doors, recollected, "The Stranded Gas Act was set
up to do just that - to get a stranded gas basin and oil basin
open. "

COMM SSIONER RN N told Senator Stednman he is correct.

1:57:02 PM

SENATOR STEDMAN, regarding FERC, recollected that there had been
a reference to TAPS. He said a mpjority of |legislators feel

that it would have been nice if the state had been in a better
position dealing with TAPS over the years, because there are

concerns regarding the tariff. He said, "W all understand:
the higher the tariff [is], the lower our net back to us as a
state [will be]." He asked, "How correlated is the gasline to
oil line in dealing with access issues?"

COM SSIONER IRWN replied that the two are not regulated the
same; "one is common carrier and one is a contract carriage."”

SENATOR STEDVAN asked if that is a substantial difference, one
that the |legislature should tune in and pay attention to, or if
it is just a mnor technicality, in which case the legislature
could only have TAPS to think about.

COMM SSI ONER | RW N responded as fol | ows:

It's actually nmuch nore inportant, in ny mnd, for a
pipeline - in the gasline. In an oil line, ... if the
line is full, room can be mde for others on a
proportional basis. On a gasline, when it's full,

roomisn't made for the new individuals. So, that's a
critical step.

The reason | referenced TAPS is because of the cost of
the tariff, also. Getting into the line, if it's
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full, is one mjor issue for our future gas
exploration, but also, the value of what it's costing
to put gas down the Iline. And this, here, is now a
simlar circunstance: If you have an upstream
producer who owns ... an oil line, and if you have an
upstream producer who owns a gasline, they are not
incented, as a pipeline conpany, to keep low tariffs
because at the end of the year, the extra tariffs they
paid go back ... to the producers. |If it's a pipeline
conpany, their incentive [is] to keep it low for new
expl orati on.

SENATOR STEDMVAN offered his understanding that this matter would
be covered in a few days by neans of representation of FERC. He
indicated that future discussion would attenpt to answer why,

for exanple, ExxonMbil Corporation does not "own all the
pipelines in the world if it's such a sweet deal.”" He said it
is his inpression that md-stream players |ike TransCanada

concentrate in building and nmanaging gaslines in a regulated
return environnment, while other conpanies - for instance, BP or
ConocoPhillips Alaska, Inc. - enjoy the arena of unregulated
returns and seek higher rates of return than they would get in
an unregul at ed pi peli ne.

2: 00: 45 PM

COM SSIONER I RWN echoed Senator Stednman's remarks that a
conpany |ike ExxonMobil Corporation - one that is so capable of
maki ng noney - nost likely chooses not to do small projects or
projects with low rates of return, because it can invest its
nmoney ot her places to get a nmuch hi gher return.

2:01: 23 PM

SENATOR STEDMAN recal | ed that Commi ssioner Irwin had warned that
if the legislature does not adopt the proposal before them the
three mmjor conpanies - ExxonMbi l Cor por at i on, BP, and
ConocoPhillips Alaska, Inc. - wll, in affect, own "us,"” and
t hat subsequently he had said the state would be subservient to
t hose conpani es. He stated that he personally does not agree
with that sentinent. He said he has "two oil people” in his
entire district.

COW SSIONER IRWN clarified that he is not talking about any
i ndividual legislator, but rather is talking about the state.
He said the state knows that its oil production is declining
He predicted that Alaska, as a state, is going to becone
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i ncreasingly desperate to figure out how to pay its bills. He
enphasi zed:

When you're in a desperate situation, and soneone
cones to you and says, "I wll get your gas to nmarket,
but you need to help ne," you're position at that tine
is much, much harder than it 1is today wth the
conpetition we're seeing.

2:04: 03 PM

SENATOR STEDVMAN issued a renminder that roughly half of the
state's tax is comng from progressivity, "... which the |ast
admnistration didn't Ilike, and the current admnistration
wanted to lower." The legislature is the entity that stood up

for [progressivity].
2: 05: 00 PM

REPRESENTATI VE ROSES, regarding Conm ssioner Ilrwin's previous
description of what the state would get by saying yes versus no,
asked what the state would gain or lose if, should it vote yes,
TransCanada subsequently is not able to get firmcommtnments and
says no to the state.

2:05:41 PM

COM SSIONER | RW N responded, "That is why we felt so firmin
AG A that we devel op past open season toward certification.”™ He
offered further details, concluding that it is obviously the
choice of the conpany, but he thinks rational conpanies wll
parti ci pate.

2:08: 10 PM

REPRESENTATI VE ROSES said he would like Commissioner lrwin to
state for the public's benefit, what Al aska may stand to lose if
TransCanada says no.

COM SSIONER IRWN said the biggest risk would be if Al aska
bails on TransCanada, in which case it risks $875 mllion.
Furthernmore, he said, the state wuld |ose an open-access
pi peline and basin, which he said would be a trenmendous | oss.

REPRESENTATI VE ROSES noted that Conmi ssioner Irwin had said he

is "relatively confortable that they are going to conme to an
open season and that they wll nake a commtnent." Regar di ng
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that conmitnment, he recollected discussions related to AOGCC -
that "what they reconmmend be taken off" has a direct inpact on
whether or not the pipe will be built. The armount of Dbcf
determines not only financial success and the viability of
investnment, but also has a direct inpact on "whether or not
they're going to be able to get the financing in order to be

able to do the project.” He said he heard Comm ssioner lrwn
say this nmorning that he is not considering the undi scovered gas
that will be brought on through new exploration. He asked, "How

is TransCanada going to be able to take that unexpl ored,
undevel oped, unfound gas when they go to try to get noney to
finance this pipeline? That's a speculative issue; that's not a
firmcommtnent."

COM SSIONER | RW N responded that because of the potential in
the basin, and in addition to the large known reserves, "their
board has nmade the decision, based on significant spending, that
it's worth the risk to be here.” He continued:

| think it's inportant to note that we have asked for
and have the noney - through the governor's request
through the Ilegislature - that we wll also be
nodel i ng Prudhoe Bay as we did Point Thonpson. e
need to know, and we're pursuing, those issues, but to
the very best know edge of our team - the experts - we

feel ... TransCanada is voting - with their talent and
with their noney that they also could go elsewhere
with - ... that it's worth being here and it's worth

taking that risk

REPRESENTATI VE ROSES said the legislature has heard repeatedly
that what drives the economics is the commtnent; therefore, if
there is a lower commtnent than anticipated, the only way to
build capacity is through "the proposition of the undiscovered

gas being put into that pipeline.” He asked how nuch the
econom c specialists with whom the admnistration has held
di scussions are willing to finance based on specul ati on on what

may be put in the |ine.

COM SSIONER IRWN replied that the determ nation was that "it
can be financed."

COW SSIONER  GALVIN said this issue is one that has been
di scussed in relation to Point Thonpson, as well as both the
off-take and total reserve at Prudhoe Bay. A 4 Dbcf line,
financed over 25 years, results in 40-50 tcf, "whether you're 4
or 4.5." He asked, "We only have 24 known in Prudhoe and 5 or 6
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outside of that - outside of Point Thonpson - where's the rest

of the gas? Are these guys ... betting on the cone?" He said
the answer to that is yes - "if they want to assume maxi mum
profit.” He described a scenario in which no additional gas is

found or nobody else finds additional gas that "they can sell
their capacity to," and "they end up with unused capacity as the
Prudhoe Bay production ends up going through 1its norm

decline.” He concluded, "They'll still nake sufficient profits
on this to justify making that investnent, even if they do not
find any additional gas." Comm ssioner Galvin said that was a

significant finding.

REPRESENTATI VE ROSES said he is glad Comm ssioner Galvin brought
up the Point Thonpson issue, because he thinks it shows how
“that point and that field plays into all of this."

COMM SSIONER RN said the adm nistration was very surprised to
di scover how economic the gas at Prudhoe Bay 1is, but he
expl ained that it nakes sense because so nmuch of the devel opnent
is there already. He said he suspects that when individual
conpani es, such as TransCanada and others "look at that," they
know "there's a real strong foundation to nmake those risk
deci sions."

2:15: 43 PM

COM SSIONER  GALVIN, in response to Representative Roses'
previ ous question regarding what the risk to the state would be
if, during open season, TransCanada decides it wll walk away,
offered two answers. The first answer would be determ ned by
answering what the obligations are that TransCanada's neking in
its application and what renedies are available to the state if
that conmpany should breach those obligations. If that should
happen, he said, the state would get back not only all its
noney, but also all the work product the conpany provided, and
it would be able to "pursue other renedies available at |aw for
damages and breach of contract."” Second, as Conmmi ssioner lrwn
poi nted out, TransCanada has significant comrercial interest in
participating in the project that would continue to "drive them
tolive up to their obligations."

COW SSI ONER GALVIN, regarding financial risk exposure, said if

the state wanted to "junp off of the AGA track ... and go in a
different direction,” it is inportant to recognize that treble
damage exposure wll grow only as the expenditures that are

actually made to the project grow. He continued:
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Gven that it's tied to the TC Alaska expenditure
separate from what the state reinburses them for, and
after an open season, as it has been discussed, the
expenditure profile changes to 90 percent state/ 10

percent TC Al aska. But that treble damages exposure
goes down as well; they're expending nuch slower. ...
At the end of the day ... [when] we get the firs

certificate and all the noney's been expended by both
the state and TC Alaska, ... the total exposure to the
state, including the $500 nmillion, plus the treble
damages, is ... $875 [mllion]. But ... when we get
to an open season, at that particular point in tinme
the state will have expended our ... $42 mllion, half

of the $84 [million] that's been projected, the costs
to get to that point, and our treble damage exposure's
been three tinmes the 42. And so, our total exposure
at that point is $166 mllion across the board.
That' s everyt hi ng. That's our investnment; that's our
contribution and our treble damage anount. So, |
think it's inportant for the folks at hone and
| egi sl ators here to understand that we don't
i medi ately get on the hook for our $500 million, plus
sone cal culation of three times the sanme anount.

2:18: 57 PM

REPRESENTATI VE ROSES of fered his understanding that in the event
that TransCanada withdrew, the state would be reinbursed by the
conpany only if a nediator determned that the project was
econom ¢ and thus the conpany should not have been allowed to
back out of the contract.

COWM SSI ONER GALVIN confirmed that is correct. He said a year
ago there was nmuch debate to determ ne when a project would be

deened uneconomi c. Various factors go into the determ nation
He stated, "The world would have to change dramatically in order
for them to conclude that this project is unecononic." He

clarified that if, during the open season, TransCanada were to
conclude that the project was uneconomc, then the State of
Al aska would have to seriously consider the project as worth
pur sui ng.

REPRESENTATI VE ROSES st at ed:
The amount of comm tnent you get for the gas is going

to determne whether or not they get the financing;
whet her or not they get the financing and how nuch
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risk is involved determnes the interest rate that
they're going to have to pay on that noney. So, even
though you say that you're going to have people out
there that are willing to finance on the specul ation

the nore speculative it is, the higher the interest;
the higher the interest, the higher the cost; the

hi gher the cost, the less economc it becones. So,
this is all tied together. So, when people in the
audi ence hear us talking about whether or not

conpanies will commt, how nmuch gas is available from

the North Slope - with or wthout Point Thonpson, how
much we're going to have to depend on that specul ation

drilling to be able to fill that pipe, it's all tied
to the economics which drive whether or not this is
going to be a pipeline that will succeed or a pipeline
that will fail. Al of those dynam cs play together
even though they appear to be separate issues, they
aren't.

COM SSIONER I RWN said Representative Roses is absolutely
correct. He continued:

| took the top nunmber that were at risk. Pat
menti oned 166. This depends on spending rate,
obviously. W hope it goes faster, ... but on what we
anticipate, that 166 goes to 2007. The next year,
376. | should round these off in big quantities:

550, 725, and the 873.60 | round off to 875. So, that
gives you an idea as you're asking the progression on
it.

COM SSI ONER GALVIN clarified that the information Conm ssioner
Irmn was citing was from slide 38 of the conmm ssioners
findi ngs packet distributed a couple days ago.

2:22: 54 PM

REPRESENTATI VE GARA expressed concern that in waiting until the
end of the 60 days of the conbined special sessions, the
| egislature may delay the start of a gasline. He asked the
commi ssioners by which date the l|egislature would need to vote
in order not to mss another field season.

COWM SSI ONER GALVIN noted that two days ago, Tony Palner had
"put the schedule that's in his application out 10 nonths,"
because of the trade-off of the |ost sumer schedule from April
to August. He relayed that yesterday nmorning M. Palner said
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that if the decision was made in July, that would save tine. He
said M. Palnmer's knowing now that a decision will be made in
July 1s nmuch nore valuable than knowing on July 1 that a
decision is going to be nmade that day.

COWM SSI ONER | RW N added, "W w il also take that opportunity to
work with TransCanada and reaffirm with M. Palnmer so he can
al so speak for his company."”

REPRESENTATI VE GARA requested a followup in witing from the

conmi ssioners showng the follow ng: when a vote would save
time, how much time mght be saved, and "when knowi ng when that
vote's going to be would also help.” He said then the

| egi sl ature can nmake a decision, and he would be encouraging
t hat deci sion to happen sooner than | ater.

2:26: 19 PM

CHAI R HUGG NS asked the comm ssioners for the original objective
the admnistration had in bringing its proposal to the
| egi sl ature, and when that actually happened. He expl ained that
he would i ke to "see what's happened to the tineline."

COM SSIONER IRWN said he believes the date was in April. He
conti nued:

Understand when we had the issue of determning the
LNG contract was not conplete, we understood we would
be delaying the project or the tinelines, but we just
determined it was absolutely critical before we could
cone to the legislature and to Al askans and say we
made a determnation wthout evaluating the LNG
opti ons. W felt it was appropriate to do that, and
it also required tine.

2:27: 24 PM

SENATOR GREEN stated that she does want anyone to think the
| egislature would in any way delay hearings. She suggested that

if anyone is to be blaned, it could be the process and
extensions on various dates. She opined that the |egislature
has been forthright in the amunt of tine taken for its
heari ngs. She indicated that information requested by the
| egi sl ature was never received. She stated, "So, | don't think
we're at a point where we need to expedite our hearings in |ight
of the schedule we've been placed on."™ She said she thinks the

| egi slature's reason for having these hearings is not only to
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get the legislators up to speed on this issue, but also to

ensure that the public has access to all the information
available, as well as the opportunity to testify and ask
guesti ons.
2:28:30 PM

SENATOR FRENCH, regarding gas ownership, said he knows a |ot of
Al askans believe that choosing TransCanada as a pipeline buil der
is a bad idea, because the conpany does not own any gas. He
said he would like to know how many mles of existing pipelines
were built by resource owners versus pipeline conpanies, and
whet her higher gas prices shift the balance and mneke pipeline
construction and ownership nore attractive to a resource owner
or whether the regulated rates of return always serve as a
disincentive to a production and exploration conpany when it
conmes to buil ding pipelines.

SENATOR FRENCH stated that the North Slope is a separate and
i sol ated basin. He asked:

How will the fact that there will ultinmately probably

only be one tube of steel - one gas pipeline - com ng
out of that basin to bring that gas to narket ... |ead
to anti-trust problens should the producers elect to
build the pipeline ..., particularly given that
they've chosen to operate outside the franework of
AG A?

SENATOR FRENCH said he would like the answer to that question
made avail able to everybody present.

COWM SSI ONER GALVI N said Senator French's first set of questions
woul d be answered by "the fol ks who are actually in the pipeline
business,” while his anti-trust questions would be answered by
the adm nistration's | egal counsel

2:30: 50 PM

SENATOR W ELECHOWSKI , regarding availability of gas and gas off-
take, asked the conmm ssioners if they put any weight in the fact
that the producers put in a bid under the Stranded Gas Act and
are now preparing their Denali project, which is simlar to the
bill before the joint commttees. He asked if that gives the
admnistration any sort of confidence that there is enough gas
and gas off-take avail abl e.
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COM SSIONER TRWN said it gives him a lot of confidence. He
said he takes confort in seeing a conpany |ike TransCanada
| ooking at this proposal and being willing to take such risks
itself after have its board discuss the issues at great |ength.
Furthernore experts involved wth the United States Geol ogical
Survey (USGS), from the Division of GCeological & Geophysical
Services (DGES), and sone conmpany representatives are saying
huge gas anmounts are avail abl e.

2:32:28 PM

CHAIR HUGGA NS stated that in the request for application (RFA)
is a sentence that read: "The provisions of the |icense nmay not
be explained, supplenented, or qualified through parallel
evi dence. "

CHAIR HUGA NS said that after a break he would |ike Conm ssioner
Glvin to explain what that sentence neans and what effect it
has on what the |legislature is doing here today.

The conmm ttee took an at-ease from2:33:04 PMto 2:52:47 PM

CHAIR HUGE NS noted that Conm ssioner Galvin had asked during
the break to defer answering Chair Huggi ns’ question.

CHAI R HUGA NS announced that the joint conmttee would hear next
from Comm ssi oner C ark Bi shop.

2:53:19 PM

CLARK "CLICK" BISHOP, Comm ssioner, Departnent of Labor &
Wor kf orce Devel opnment, offered an introduction preceding a
Power Poi nt presentation regarding jobs and training related to

the TransCanada project. He spoke of his experience in his
field. He noted that when AG A was passed, AS 43.90.470
mandated that a workforce nust be trained. He stated that he

brought together industry, |abor, education, state governnent,
and federal governnment to pull a training plan together that was
presented to the legislature in February. That is phase one.
Phase two, he explained, is the project inplenmentation by
schedule/time and by strategy. Phase three, yet to be
conpleted, wll be training capacity throughout the state.
Phase three, he indicated, will help identify training centers
and define "what their exact training capacity is for a very
specific area of expertise."
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COWMM SSI ONER BI SHOP announced that another thing that is being
done inside the AGA training plan is the integration of

training prograns. He said he is acconplishing this task by
bringing training providers together in the state that have
never communi cated wth each other. He said it wll take

everybody pulling together in a unified front to acconplish the
m ssion of having the best educated, best trained workforce in

the state. He concluded, "I can't do it alone; | need your
hel p; | need everybody's help to pull this assignnent off."
2:57:02 PM

@QJY BELL, Assistant Conm ssioner, Director, Central Ofice,
Division of Admnistrative Services, Departnent of Labor &
VWr kforce Devel opnent (DLWD), gave the first part of a
Power Poi nt presentation regarding jobs and training related to

the proposed TransCanada project.. He stated that the workforce
goal for AQA is: "a trained and avail able workforce for gas
pi peline-related occupations.” He relayed that with the help of

the steering commttee and the research and analysis section
the departnent identified 113 occupations that are the focus for
the gas pipeline training plan.

MR. BELL described the workforce devel opnent process, as shown
on slide 4 of the PowerPoint presentation. He said the first
step is to identify "skills gaps," which are occupations for
which there are no Alaska workers avail able. He said Brynn
Keith woul d expound on that issue. He said the departnment makes
efforts to mnimze those gaps by various neans, including:
awar eness; effective |abor exchange, including web-based
services and the job center network; and meking training
servi ces accessi ble and affordabl e.

MR, BELL directed attention to slide 5, "Training System at a
d ance, " which he described as a coll aborative, dynamc system™
He said that as Comm ssioner Bishop noted, it takes a nunber of
partners to develop a workforce, starting with partners involved
in the secondary education system and proceeding into the
post secondary education system and including those in
enpl oynment servi ces. Oten, he said, workers find it necessary
to return to postsecondary training in order to enhance their
skills while they are worKking.

MR, BELL turned to slide 6, which address "Challenges."
Econom c cycles are one chall enge. Wil e Alaska has had 20
years of consecutive and steady enploynent growh, he said,
there has been significant fluctuation wthin industries during
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that period. Another challenge is the ebb and flow of workers.
M. Bell reported that 70,000 people nove in and out of Al aska
each year. 113,000 Al askans are Baby Booners, ages 51-65, and
will begin leaving the workforce, while 11,000 Al askans turn 18

each year - an indicator of the nunber of people entering the
wor kf or ce. A third <challenge 1is basic awareness, t he
understanding of the jobs available, not just professional but
significant opportunities in blue collar jobs, as well. A
fourth challenge is the cost and accessibility of training. The
| ast challenge relates to job barriers. For exanpl e, enployees
need to be drug-free, often a driver's license is required,

basic skills are necessary to be enployable, and certification
needs to be neani ngful and transferrable.

3:00:17 PM

MR. BELL noted that Comm ssioner Bishop had nentioned the AGQ A
training plan, which was derived with the assistance of a high-
| evel steering commttee; phases one and two of which have
effectively been conpleted. He referred to information on
slides 7-11 of the PowerPoint, which addresses and describes the
"Four AGQ A Strategies.” The first strategy, he noted, is to
i ncrease awareness of and access to careers in natural resource
devel opnent . The second strategy, he said, is to inprove the
career and technical education system Regarding the second
strategy, M. Bell said the state needs to do the follow ng:
ensure that by the time Alaska's students graduate from high
school, they are "work ready," with a career plan, and basic
enployability skills, as well as applied skills in math,
readi ng, and locating information; inprove vocational technica
educati on opportunities, to add basic skill developnent; and to
work towards "conprehensive and consistent industry skil
standards to guide training entities, so that students have the
skills to enter enploynment once they exit training." He noted
that there is a programthat is funded this year and next, which
offers basic skills training in the construction industry to in-
school and out-of-school youth and adults.

MR. BELL said the third strategy is to increase registered

apprenti ceshi ps and on-t he-j ob traini ng opportunities.
Regi stered apprenticeship offers a program of work and trai ning,
which Jleads to a skilled and high-paying career. The
[departnent] is working wth enployers and - through the

educati onal process - workers around the state to neet the goa
of the third strategy. He said, "W do offer financial support
for training, as well as partial paynent of wages, subject to
agreenent by enployers, to train and retain workers." The
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department neasures the outcones. Those measurenents i nclude
t he nunber of people who successfully conplete training and pre-
and post-training wages. The fourth strategy, M. Bell said, is
"to increase training for operations, technical, and managenent
wor kers. " He shared that another success story was the al nost
doubling in size of the engineering program at the University of
Al aska, thanks to funding from the |egislature. M. Bell said
other goals toward neeting strategy nunber four are to do a
better job of recruiting Alaskans to high skill training
opportunities and to focus on the state's incunbent workers to
ensure they have the opportunity to access training for
advancenent opportunities, as well as to Kkeep pace wth
t echnol ogi cal change.

3:03:35 PM

BRYNN KEITH, Research Chief, Research & Analysis, Centra

Ofice, Division of Adm nistrative Services, Departnent of Labor
& Workforce Developnment (DLWD), gave the second part of a
Power Poi nt presentation regarding jobs and training related to
the proposed TransCanada project. She stated that the
departnent's charge, as it relates to the AGA project, is to
guantify enploynment needs. She addressed the issue of focus, as
shown begi nning on slide 12 of the PowerPoint presentation. She
said because it is too early in the process for Research &
Anal ysis to develop solid enploynent estimates for the gasline
project, the department has focused its research efforts on
identifying prelimnary neasures of current and possible skills
gaps, as they relate to both the gas line and the econony.

M5. KEITH said that, as shown on slide 13, the departnent,
working with industry partners, identified 113 AGQ A occupations

which ranged from those working in the canps, on |ogistics,
safety, or craft, and those operating equipnent. The departnent
used a great deal of existing data received from enployers
around the state, based on unenploynment insurance, quarterly

reports, and annual enpl oyer  surveys. Furt her nor e, it
considered data derived from the permanent fund dividend (PFD)
to the potential skill sets of individuals in the |abor market.

As shown on slide 14, Ms. Keith said to determine the current
gap, the department |ooked at the nunber of nonresidents in
Al aska's | abor narket. She said there are a lot of reasons an
enpl oyer would hire a non-Al askan, but one of the prinmary ones
is the lack of a locally available skilled workforce. She noted
that in 2006, over 16 percent of workers were nonresidents of
the state, which represents a significant opportunity |oss for
Al askans. The future gap, she said, is nmuch nore difficult to
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guantify. She said one factor that can be considered is the age
of the incunbent workforce, on the assunption that as workers
age they wll need to be replaced. Again, |looking at the
figures from 2006, she noted, nore than 37 percent of
individuals working in AG A occupations were 45 years old or
ol der.

3:06:48 PM

REPRESENTATI VE GRUENBERG asked what percentage of the 37 percent
is included within the 16 percent. He clarified that he wants
to know whether a majority of the ol der people are Al askans or
nonr esi dent s.

M5. KEITH said she does not have that statistic at hand.
Notwi t hstanding that, she said younger workers tend to nove;
therefore, generally speaking, a higher percentage of the
nonresi dents would be in the younger age groups. In response to
a request from Representative G uenberg, she agreed to provide
that information in witing to the nenbers.

M5. KEITH turned to slide 15, which lists seven of the core
occupations involved in the gasline project, and "arrayed the
data that we've been discussing for the last couple of slides.™
She said she used the PFD definition to determ ne whether or not
an individual is a resident, which is a restrictive definition
of residency. The colum referring to worker age is taken from
2006, as previously noted. The hourly wage data shown on slide
15 was gleaned from surveys produced wth Al aska enployers
annual | y. The occupations listed range from relatively highly
skilled, to very skilled, to high wage. She noted that the
reason there is no wage listed for surveyors in 2007 is because
the survey response was not adequate; however, she noted that
the 2006 wage was approximately $28.00 per hour. In ternms of
nonresi dent workers, Ms. Keith said an interesting point is that
Al aska has al ways borrowed or stolen workers from the Lower 48
when needed, whether it is due to the seasonality of its |abor
mar ket or enploynment growth needs. However, the aging of the
state's workforce is not a problem unique to Al aska, but rather
is a national and gl obal occurrence. She said that depending on
what goes on in the economc scene, globally and nationally,
Alaska may find it nmuch nore difficult to neet the state's |abor
needs by recruiting workers from out of the state or country.
She said that indicates a need for Alaska "to grow our own."
Assuring that Al askans have the skills needed for the
occupations not only helps residents find good career options
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and nake a living wage, but ensures, to some degree, that the
needs of Al aska's enployers are being net.

CHAIR HUGA NS said there are nultiple engineers concerned that
the state currently has an initiative to nodify the licensing of
Canadi an engi neers to operate in Al aska, but W t hout
reciprocity. He asked what the status is of that initiative.

M5. KEI TH said she does not know the status of that initiative.
She said she could try to get the information, but explained
that that is sonething her office does not follow

3:10: 33 PM

CONRAD MULLI GAN, Consultant, ARCADI S, presented a PowerPoint on
nodeling of short- and long-term enploynent generated by
construction and operation of an Alaska Natural Gas Pipeline
Pr oj ect. He relayed that ARCADIS was asked to conplete a

nodel ing exercise to determne short- and |ong-term enploynent
inpacts of the construction and operation of a natural gas

pi peline project in Al aska. He pointed out that any tine he
references the pipeline, he will be referring to the 48-inch
pi pe or larger pipe and not a bullet line within the state. He

offered that the figures are those generated by ARCADI S and not
DLWD. He opined that this early in the process it is difficult
to generate enploynment figures for a project of this size that
will not start for several years. Thus, he stated that the
figures he is providing are estimates and not "by any stretch of
t he i magi nati on, an exact nunber."

MR MILIGAN, in response to a question by Chair Huggins,

expl ai ned that ARCADIS is neither an acronym nor an
abbrevi ati on. He offered his belief that ARCADIS is derived
from the Geek nane, "Arcadia," which is a place in Geek

nmyt hol ogy in which earth and water were in harnony and bal ance.
He stated that ARCADI S is an engineering consulting firm

MR  MILLIGAN referred to slide 2 and stated that ARCAD S
projected enploynent for the followng three phases: t he
construction phase of the pipeline, including the installation
of conpressor stations, the gas treatnment plant, and LNG
facility; the operation phase; and the exploration and
devel opnent phase, to include work on the North Slope that would
be spurred by the operation of a natural gas pipeline. He
referred to slide 3, l|abeled "Sources of Data/Mdel Used," and
reviewed the sources of its data. He stated that ARCAD S used
information from TransCanada's AQ A application, from the
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state's consultants, and fromthe state Division of Q| and Gas.
He noted that the nodel wused is called "Inplan® and was
originally devel oped by the U S. Forest Service, which has since
been privati zed.

3:14: 34 PM

MR. MILLI GAN stated that "Inplan" is a cost-driven nodel that
uses Al aska-specific |abor factors. Thus, it did not rely on
information from the Lower 48 to assist in generating its
figures.

MR. MJILLIGAN referred to slide 4, |abeled "Construction Phase
Assunptions,” and reviewed his assunptions. He stated his
assunption that the gas treatnment plants in Prudhoe Bay and any
LNG facility would be constructed outside the state and sea-
lifted in, and that major equipnment and materials would be
purchased outside the state, primarily to elimnate any chances
for "shadow' or "false returns" on |large expenditures for itens
such as turbines and the pipe itself. He highlighted that the
| abor force for construction of an LNG facility in Valdez would
be constrained by the size of the canp that could be installed
in Valdez, since the area is a geographically limted area. He
referred to slide 5, |I|abeled, "Construction Phase Enploynent
Results,” and stated that any natural gas pipeline project wll
create thousands of short-term jobs throughout the state. He
offered that the largest nunbers of these construction jobs
would be available during a very brief peak period. He
suggested that for an overland pipeline, the peak would be
approximately three years |ong. He opined that the state could
expect three to four years of "enploynent in the hundreds

range,” followed by a couple years of enploynent "in the |ow
t housands," followed by a nmassive spike in enploynent reaching a
peak, after which the nunbers would drop off suddenly. He

rel ayed that the state m ght expect a peak of 16,000 jobs in the
year in which construction of the LNG project took place, which
woul d consist of a 48-inch pipeline from Prudhoe Bay to Val dez
and construction of an LNG facility to handle 4.5 bcf per day.
He pointed out that the LNG would have a |onger peak
construction period due to the sequential installation of the

processing trains that go into an LNG facility. He expl ai ned
that for an overland pipeline, as proposed by TransCanada or the
producers, there would be slightly fewer jobs - approximately

15,000 jobs in the peak year - with approxinmately a 3-year peak
peri od.

JT. HRLS/ SENR COWM TTEES - 34- June 8, 2008



MR. MILIGAN referred to slide 5, |abeled "Operations Phase
Enpl oyment Results,” and estinmated that the state could expect
200 operations jobs on an overland pipeline to run the pipeline
itself within Alaska and operate the gas treatnment plant in
Prudhoe Bay. He opined that the LNG facility would be a | arge,
world class facility and ARCADI S estimates that approximtely
400 jobs would be created for a facility of its size. He noted
that an LNG option would offer approximtely 600 operations jobs
in Al aska.

3:17: 59 PM

SENATOR W ELECHOWSKI inquired as to whether M. Milligan could
provide a breakdown of the jobs in Canada versus the jobs in
Al aska for each one of his projections.

CONRAD MULLI GAN answered that all of the jobs he is referring to
are jobs in Alaska and that ARCADI S did not project any jobs in
Canada.

3:18:19 PM

CHAIR HUGA NS inquired as to whether including LNG would create
five times as nmany jobs in Al aska.

MR.  MJILLIGAN answered that from an operations standpoint,
approximately 600 jobs would be created in Al aska versus 200 new
jobs for an overland pipeline. In response to a further
guestion by Chair Huggins, M. Milligan clarified that the
estimated 400 jobs at the LNG facility are included in the
overall 600 jobs figure.

3:18: 47 PM

MR. MULLI GAN, referred to slide 6, |abeled "E& Enploynment - How
we generated our results - Scenarios,” and stated "that the
nodeling really shows the crown jewel exists."” He stated that
ARCADI S devel oped two scenari os. One scenario was based on a
non- open access pipeline, which assuned no capacity expansions
fromthe initial 4.5 bcf per day capacity. That scenario al so
assunmed no new natural gas production for associated exploration
and developnment work on the North Slope wuntil currently
producing fields began to fall off their plateau. The second

scenari o was based on TransCanada's plan which includes capacity
expansions and also assunes that the pipeline would offer
reasonable tariffs. He opined that ARCADI S deduced that this
project would incite explorers to work on the North Slope in
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search of new natural gas to ship on the pipeline. Referring to
the graphs, he stated that the green area in the graph on the
| eft shows production from current fields at 4.5 Bcf per day,
while the blue area shows the gas under each scenario. Thus,
under a non-open access pipeline, new natural gas would begin
production in approximtely 2031, while under an open access

pipeline - which assumes reasonable tariffs and a vibrant
natural gas exploration and devel opnent industry beginning in
the North Slope - exploration and devel opnent jobs could be

generated to produce the l|larger blue shaded area [illustrating
some jobs beginning in 2020, with the bulk of the new jobs
comenci ng in 2037].

3:20: 53 PM
CHAIR HUGE NS asked for clarification of non-open access. He
offered his wunderstanding that wunder FERC, the gas pipeline

woul d be open-access.

MR, MJLLI GAN, using an LNG project as an exanple, offered his

understanding that FERC would not require the |iquefaction
facility at the end of pipe to be operated in an open-access
manner; therefore, "it wuld serve as a bottleneck to the
pi peline capacity."” He said, "And so, we assuned no

capacity expansions on the pipeline upstream of the LNG facility
in that case." In response to a followup question from Chair

Huggi ns, he said non-open access would apply to "any pipeline
that was not operating capacity expansions as anended by new
explorers and/or that did not offer tariffs that were
sufficiently low to encourage folks to ... explore for new
natural gas and request expansions."”

CHAIR HUGA NS advised that during the first day that the
| egislature will neet in Anchorage, Al aska, further discussions
woul d delineate this and bring greater definition to these two
courses of action.

3:22:27 PM

REPRESENTATI VE NEUMAN noted that sone people mnmight be confused
as to whether this refers to TransCanada's proposal or the
Denali proposal. He pointed out that each one is an open-access
pi peline and would have negotiated terns. Thus, in review ng
the scenario of transporting natural gas from Al aska, he said he
felt it was inportant to note that both the TransCanada and
Denal i proposals are for open-access pipelines.
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MR. MULLI GAN expl ained that ARCADIS is trying to convey, from an
enpl oyment point of view, a best-case/worst-case scenario and a
best - case scenari o.

3:23:29 PM

REPRESENTATI VE NEUVAN related his understanding that M.
Mul ligan's presentation is based on the assunption that val ue-
added processing plants would not be created in Al aska. He
poi nted out that val ue-added processing plants would create many
| ong-term j obs. He inquired as to whether M. Milligan could
al so include sone information based on [val ue-added processing
pl ant s] . He further inquired as to M. Milligan's perspective
if an in-state gas pipeline was devel oped to provide cheaper gas
to Al askans.

MR MJULLI GAN answered that ARCADIS did not consider any
enpl oyment inpacts from industries that may be developed as a
result of the devel opnment of a natural gas pipeline.

REPRESENTATI VE NEUVAN inquired as to what effect an instate
gasl i ne woul d have on enpl oynent.

MR.  MJILLI GAN answered that he would hesitate to answer the
enpl oynent effects of an in-state gas pipeline since he did not
exam ne that aspect. He offered to exam ne exploration and
devel opnent jobs on the North Sl ope for menbers.

3:25:19 PM

CHAIR HUGE NS rel ated his understandi ng than any gas-to-I|iquids,
val ue- added jobs would potentially happen in Al berta. He opined
that "we owe it to Alaskans" to find out how having that sort of
facility in Alaska mght affect its job base. He asked M.
Mul ligan to look at that so the |egislature would understand the
nunbers for the | abor force.

COWM SSI ONER BI SHOP said he believed that his departnment could
provi de that information before the body reconvenes.

3:26:15 PM

MR. MILIGAN referred to slide 6 |abeled, "Operations Phase
Enpl oynment Results,” and noted that ARCADI S assuned that new
production facilities would be constructed on the North Slope

He reiterated that fields would be brought on line to keep the
pipeline full at a given capacity, which for the best case
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scenario assuned 5.9 bcf per day and for the worst case scenario
used 4.5 bcf per day.

MR  MILLIGAN referred to slide 7, |labeled "Results: E&D
Enpl oynment,” and explained that the results from the nodeling
runs were - for the TransCanada scenario assumng a 5.9 bcf per
day t hr oughput - approxi mat el y 72,000 expl oration and

devel opnment jobs during the 2015 to 2045 ti nefrane. He offered
that a non-open access project with a 4.5 bcf per day throughput
woul d produce approximtely 47,000 exploration and devel opnent
jobs over the 2015 to 2045 timefrane. He opined that job
creation may be delayed in a non-open access pipeline due to the
characteristics of natural gas production and fields com ng off
plateau that could extend as late as 2026 versus a nore
optimstic timefrane of 2015 as exploration devel opnent begins
in anticipation of that pipeline being available to carry the
natural gas to narket.

3:28:16 PM
CHAI R HUGGE NS asked for the rationale for the 2026 date.

MR.  MJILLI GAN answered that the date is a function of when
natural gas fields on the North Sl ope would begin their gradua
decl i ne. The non-open access project scenario assunes that
exploration and developnment work would not begin until the
fields began to fall off of plateau. He referred to that point
as a "capacity wedge" that would be available in the pipeline.
Thus, that is how the timng of the exploration and devel opnent
j obs was assessed.

3:29:10 PM

MR. MULLIGAN referred to his final slide |abeled, "Results: E&D
Enpl oynment,” and opined that the timng of exploration and
devel opment job creation is Ilikely to be a function of a
pi peline's characteristics. Thus, an open access pipeline with
reasonable tariffs and capacity expansions is likely to

translate into jobs sooner, rather than a nore restrictive
scenari o, which could cause a delay in job creation as noted in

the previous slide. He stated that the inportance of creating
the new natural gas basin related jobs in Alaska is to help
offset job losses likely to occur as existing oil fields
decl i ne. He pointed out that Prudhoe Bay production continues
to decline. Additionally, he offered that creation of new jobs
will also help to nmaintain the existing skill sets and talent

pool in Al aska.
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3:30:41 PM

REPRESENTATI VE FAI RCLOUGH inquired as to whether |aw enforcenent
will be geared up and ready to conbat crine since it takes a
long time to train Alaska State Troopers or train |aw
enf orcenent personnel.

COW SSI ONER BI SHOP answered that the departnent has identified
occupations, including law enforcenent, fire safety, and health
as part of AG A

3:32:11 PM

REPRESENTATI VE FAI RCLOUGH noted that all types of crine spiked
during construction of the Trans-Al aska Pipeline System She
inquired as to whether the planning process outlines educational
opportunities to offset unenploynment issues that arise at the
end of the construction cycle.

COWM SSI ONER BI SHOP answered that sone jobs will be transferable
from construction to the exploration field. He noted that
future training of incunbent workers is part of the plan.

REPRESENTATI VE  FAIRCLOUGH pointed out that sone of the
i nfrastructure, such as the Haul Road, needs nassi ve
i nprovenent s. She further pointed out that Al aska's ports wll
need additional infrastructure.

CHAIR HUGA NS inquired as to the nunber of new jobs that are
anticipated to be filled by non-Al askans, which he opined wll
be necessary.

3:35: 06 PM

SENATOR STEVENS expressed his concern that Al aska has had a
pretty poor record with assisting students with financial needs.
He acknowl edged that the state has done a reasonable job
assisting high achievers. However, he recalled that the
Nat i onal Conference of State Legislatures (NCSL) gave Al aska the
grade of an "F" in ternms of fiscal assistance for its students.
He offered his desire to provide grants and scholarships to
assist students and adults. He inquired as to what the
departnment plans to do to help students financially.

COWM SSI ONER BI SHOP answered that his departnment will ask the
| egislature for financial assistance. He agreed with Senator
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Stevens that students seeking an Associate Degree or Vocational

Education have not received mnuch assistance. He stated that
providing that assistance is one of his priorities and plans
will be forthcomng that wll expand scholarships for post-

secondary students in the state.

SENATOR STEVENS acknow edged that the present system does not
wor K. He pointed out that if the state continues on this sane
path, the problem will not get solved. He opined that it wll
t ake an enornmous anount of noney.

COWMM SSI ONER Bl SHOP sumari zed t hat this | egi sl ature,
adm nistration, and training plan all are comng together at a
point in time in Alaska in which the state has the ability to
set an historical standard. He pointed out that this training
plan is not just about a pipeline. He noted that the funding
this legislature appropriated for the training plan is good for
m ning and health care. This funding has been well spent by
t he departnent, he opined. He thanked the legislature for its
action. He offered that this plan is not unlike "the Marshall
Plan,” which provided good foreign policy in its day. He
asserted, "I think this training plan can be ... the |egacy of
our work here going forward.”" He noted that rmuch work is yet to
be acconpli shed. He further opined that the one reason this
country is the nobst successful country on the planet is that it
provi des the best educated and best trained workforce on the
pl anet . He asserted that - with the legislature's help, wth
his help, and with his staff's help - "we're going to put Al aska
back on that map." He further pledged that Al aska's 8,000 high
school seniors and 1,500 general education developnent (GED)
recipients will "get the first shot at these jobs."

3:38:48 PM

REPRESENTATI VE DOLL appl auded Conmi ssioner Bishop's efforts.
She expressed concern with the tinmefrane and noted that it takes
time to conplete apprenticeship prograns. She inquired as to
whet her the departnment can address that issue. She further
inquired as to whether the workforce needs could be net even if
the prograns were fully functioning right now since the state
m ght only be eight years out.

COWM SSI ONER BI SHOP acknow edged that the state is behind the
curve. He related that the "baby booners" represented a |arge

| abor force which has been di m nishing. Furt hernore, he urged
that collectively Al aska needs to encourage enployers to allow
Al askan children the opportunity to gain entry |level jobs. He
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stressed the need for Alaska to nake every effort for its kids,
i ncunbent workers, older workers, and all races of people to
have a shot at the pipeline jobs. He agreed wth Representative
Fai rcl ough, that Alaska nmust train its workers to be eligible
for upstream jobs in exploration and devel opnent, petrochem ca
jobs, or distribution jobs in Fairbanks. He stated that it
should be Alaska's job to train its workers so that they can
acquire the long-term|egacy jobs.

3:41:15 PM

SENATOR DYSON, wth respect to reciprocity for engineering
credentials, noted that [the United States/Canadian forum,
Pacific NorthWst Econom c Region (PNVWER), has been performng
some work on reciprocity. He opined that sone progress has been
made on engineering reciprocity and credentials. He indicated a
degree of reciprocity exists for welder certification. To
Comm ssioner Bishop he offered to provide contacts for people
who have been working on this issue. He opined that organized
| abor will provide a huge asset to help facilitate that process.
He noted that Al aska's Canadi an nei ghbor s have | arge
construction projects in process and are very interested in
wor ki ng together on projects.

3:42: 42 PM

CHAI R HUGE NS chal | enged Comm ssioner Bishop to assist the state
in facilitating cross-border projects.

COWMM SSI ONER BI SHOP noted his plans to neet with the Prem er of
the Yukon Territory to seek ways in which Al askans can work in
the Yukon Territory and vice versa.

3:43: 55 PM

CHAIR HUGE NS inquired as to whether the Conm ssioner Bishop
sees the potential for the Alaska to be able to get the US
Jobs Corps to nodify its training approach if necessary to
produce workers for a pipeline proposition.

COWM SSI ONER Bl SHOP answered, "Yes, absolutely.” He offered
that he has personally been involved in the US. Jobs Corps for
over 17 years. He said, "They are definitely on the radar
screen for sources.” He noted that he has already held

di scussions with the organization.

3:45: 03 PM
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CHAIR HUGA NS announced that the next presenters would be
Spencer Hosie, Hosie MArthur LLP, who is online, and Allan Van
Fl eet, G eenberg Traurig LLP, for a panel discussion.

3:45:47 PM

G ALLAN VAN FLEET, Attorney, Geenberg Traurig, LLP, presented
| egal issues affecting producer participation in the proposed
TransCanada gasline project. He stated that the panel would
focus on, "How do you get the gas?" M. Van Fleet proffered
that asking how to get the gas is kind of like asking for the
reci pe for bear stew For the stew, first get a bear; for the
gas, first get a pipeline proposal that is attractive and can
offer transportation services at comercially reasonable rates.
He said although TransCanada was on the schedule to address the
I ssue, M. Palnmer has addressed all the questions about
TransCanada's ability to build a pipeline that can offer
transportation at commercially reasonable rates. He noted that
along with Spencer Hosie, he would address |egal issues that he
is assured the producers will have in mnd when making their
deci si ons. He noted that he and G eg Hopper would provide
information regarding producer and pipeline relationships and,
in particular, would address sone of the previous questions that
Senator French asked the body. M. Hosie, he related, would
discuss the issues that affect the relationship between the
state as the owner of the land and the producers as the |essees
of that | and. He provided sone background information on M.
Hosi e, such as that he has advi sed nany state governnments on the
af orenenti oned relationship between the state and the producers
He said he believes it is fair to say that M. Hosie is the
country's expert on these issues. He offered further details
regarding M. Hosie.

3:48: 44 PM

SPENCER HOSIE, Attorney, Hosie MArthur LLP, presented |egal
i ssues affecting producer participation. He stated that he has
practiced oil and gas for over 25 years. He noted that he was
the lead trial |awer for the State of Al aska for what was then
known as the Alaska North Slope (ANS) royalty litigation, which
established the "right nethod" for conputing royalties on North
Sl ope oil. He offered that for the past 10 years he has been
the lead outside lawer for the State of Louisiana in energy
matters, and that he has worked with state attorneys general and
the federal governnment. He said that it is fair to say that he
has been involved in dozens and dozens of oil and gas matters,
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not just in Alaska, but throughout the Lower 48. He asserted
that through those cases, he has had the opportunity to read
mllions of pages of oil conpany docunents. He opined that this
has given him a fairly detailed know edge of how the oi

i ndustry thinks about upstream decisions, what factors matter,
which ones don't, and why the producers are willing to spend
noney in certain |ocations. He stated, "It's that sort of
gritty, real-world, in-the-trenches experience | bring to this
very inportant question of the North Sl ope gasline.”

MR. HOSIE asked to begin with the "duty to develop.” He offered
that 40 years ago, producers cane to Alaska with the suggestion
that oil mght exist on the North Sl ope. He stated that the
producers recognized that the |andowers did not have the
expertise for expl oration and devel opnent, to mar ket
hydr ocar bon. However, the oil conpanies had that expertise.
Thus, the oil and gas producers reached an agreenent captured in
the oil and gas |lease. The oil conpanies committed to the state
to use their expertise to diligently explore, develop, and
mar ket any hydrocarbons found. As a consequence, he pointed
out, the oil conpanies are entitled to 87.5 percent of the val ue
of any oil and gas found and sold. The state's royalty share is
12.5 percent. He acknow edged that they got the "lion's share
of the royalty streant due to the very prom ses just outlined.
Under the oil and gas |eases for Alaska, which is true of oil
and gas | eases, generally, the parties have what the courts cal

"a relationship of nmutual benefits.” Once the oil conpanies
entered into the lease, they were no longer free to nmake
decisions based on their wunilateral economc best interests.
Instead, the law is clear that the conpanies have an obligation
to make decisions, including investnent decisions, based on the

mutual interests of the oil conpanies and the state as
| andowner . Thus, in making decisions, the producers nust
denonstrate due regard for the interests of the state as the
royalty owner. He offered that to conceptualize this is to

appreciate that the oil conmpanies don't have any obligation to
treat the state better than they treat thenselves, but they
shoul d never treat the state worse.

3:52:23 PM

MR. HOSIE pointed out that in many situations the economc
interests of the oil conpanies and the state are aligned, such
as that everyone benefits from higher oil prices. He stated that
the one key area in which the economc interests of the oil
conpani es tended to verge fromthose of the |landowner is related
to ongoing or future developnent and the obligation to spend
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noney. He opined that a |andowner alnost invariably wants the
field developed in production imediately since the [|andowner
benefits through royalty share of the hydrocarbon sale.
Sonetimes the oil conpanies nay not want to develop a field
i medi ately, due to a cash problem or the opportunity to put
investnment dollars in nore lucrative projects elsewhere in the
world. For exanple, if an oil conpany's return is 40 percent in

Qatar and 20 percent in Alaska, it wuld rather make the
investnment in Qatar and, in doing so, act as a rational economc
busi ness. However, wunder existing oil |eases the oil conpanies

are not free to nake decisions on their interest alone and nust
consider the state, their partner.

MR. HOSIE offered that the courts have addressed this inherent
conflict through a court rule, which is straightforward, such
that if a given project in a given field is economc, based on
its own nerits, the oil conpanies have an obligation to nove
forward. He asked, "Wy is that?" He answered, "Because that's
the deal they nmade to get the |ease. When they canme to Al aska
45 years ago, they promsed to use their expertise and their
nmoney to develop the field.” Thus, he explained, the courts
review the question of whether additional developnent dollars
had to be spent and weigh in that iif it is economc and
reasonably profitable, the oil conpanies have an obligation to

nmove forward. He noted that given the producers' duty, the
Al aska gasline or any Al aska project does not have to be the
nost profitable project available to the producers. The state
is not in conpetition for the devel opnment dollars given the pre-
exi sting |ease obligation. He opined that if the state was
attenpting to initially attract the oil industry, it wuld be a
di fferent question. Under Al aska |eases, the oil conpanies

agree to take risks, which is why the conpanies are entitled to
87.5 percent [of the value of the oil and gas] wthout any
guarantee of profitability.

3:56: 07 PM

MR. HOSI E sai d:

And so, the extent that there's a notion that they're

entitled to a reduced risk deal in Alaska - that is
contrary to the obligations they undertook so many
years ago. ... Wat's happened in Al aska? Wll, many

years ago the state went to the producers and said

"We'd |like a gasline.” And the producers said, "W'd
like a gasline, too, but we've l|looked at it and we
don't t hi nk it's econom ¢ wi t hout substanti al
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concessions - financial concessions from the state."

Since they did not find it econoni c, absent
substantial economc concessions, the oil industry
effectively said, "W don't think it's economc."

That |ed to the Stranded Gas Act, the protracted
negoti ations, [and] the contract that was not approved
several years ago.

When that contract failed to come to fruition, the
state was left with three alternatives, three options,
none good. The first option is that they could have

si mply accept ed t he producers' i nsi stence for
concessions and "sweeten the pot," ... but the state
was not willing to do that at the tine. The second
option is that they could have said, "Well, we wll
live with your decisions on timng, producers. You
tell us when you're ready to build, and we'll wait
patiently wuntil you are ready to go forward, for
what ever conplex of your own reasons mght project
when it's time to '"pull the trigger'. And since the

state wants a gasline, needs the jobs, wants the
resource produced - turned into noney - that wasn't a
very palatable alternative either. The third option
woul d have been to sue the producers to prove the
gasline economic and try to conpel them to build it.

O the three options that was, | think, far and
away, the |east appealing. You never want to conpel
soneone to be a partner of yours, and a litigation to
try to prove a gasline economc wuld have been
extrenely protracted, maybe as long as a decade, and
it would have given the producers the very thing that
sone felt they wanted, which was delay. So the notion
of suing them to try to nake a gasline a reality
really was a nonstarter fromthe get-go.

And so, this admnistration found a fourth way, and
that's AQ A Essentially they said, "Wll, you know,
if the producers don't find the line economc, if they
don't want to build it, let's find sonebody who m ght
think about it differently, who mght say, "You know
what, we're willing to build that Iline." And t hey
found that party, and of course it's TransCanada.

Now, the TransCanada bid is - in terns of the "duty to
devel op" analysis - really a gane changer. It really
changes everything, and here's why: It noved the

entire argunment with the producers about whether they

JT. HRLS/ SENR COWM TTEES -45- June 8, 2008



think the gasline is economic. It doesn't matter what

their internal hurdle rates are. It doesn't matter,
for instance, that Exxon — it was reported in the Wl

Street Journal last Friday - has an upstream interna
hurdle rate of nore than 35 percent. Al'l  those
guestions are noot because there is a third party
willing to spend the noney and build the pipeline.

And that changes everyt hing.
3:59: 27 PM
MR. HOSIE concluded that the "duty to devel op” question boils

down to whether, if TransCanada goes forward, it's producers can
say they really don't want a third party to own or operate the

pipeline, that they wll not tender gas, thereby essentially
stopping the project. In other words, M. Hosie said, the
gquestion is whether the producers have veto power over a third-
power pipeline by refusing the tender their gas. He stated

"The answer is: under the duties they have under the |eases -
no, so long as they have the opportunity to tender to
TransCanada on reasonably commercial terns.” He said ExxonMobil
Corporation has already recognized that it would tender the gas
to TransCanada on reasonably conmercial terms, and he said he
thinks the conpany has stated as nuch because "that is its
obligation under its |eases.” He stated that that is equally
true for ConocoPhillips Alaska, Inc. and the other North Sl ope
producers.

4:00: 34 PM

SENATOR WAGONER offered that the |egislature has heard a | ot of
talk about a gas treatnent plant, who should pay for it,
et cetera. He inquired as to whether it is customary industry
practice for producers to deliver gas that is nmarketable gas and
neets all pipeline gas quality specifications prior to
delivering that gas to the transporting pipeline.

SPENCER HGCSI E answer ed yes.
4:01: 21 PM

SENATOR W ELECHOWSKI offered that the legislature has heard a
| ot of discussion about instate gas, that an instate bullet line

woul d not provide |ow cost gas. He stated that what has
happened in Cook Inlet is that producers or gas devel opers set
the gas rate - for exanple, at Henry Hub. He related his

understanding from Regulatory Conmission of Alaska (RCA
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hearings that the rate to produce the gas in Cook Inlet is about

a dollar per mllion cubic feet (Mf), but that the producers
sell the gas at $6.80 per Mf, which is nearly a 700 percent
profit. He inquired as to whether the state can conpel

producers to provide | ow cost gas.

MR. HOSIE answered that the state can take its gas in-kind and
then could sell it at whatever price it elects. He noted that
it is interesting that Senator Welechowski referenced Cook
Inlet since the producers in the Cook Inlet have publically
stated that they are not making enough noney from the sales
levels at Cook Inlet to warrant future exploration and

devel opnment. He opined that it is hard to believe this is true,
given the figures Senator Welechowski pointed out, because
these are older fields with the current sales realization. He

opi ned that what has happened in Cook Inlet is essentially what
has happened with the state in the Stranded Gas negoti ations
which are negotiations that say, "W want you to rmake our
econoni cs better and, of course, conversely yours worse."

4:03: 29 PM

REPRESENTATI VE GARA rel ated his understandi ng that sophisticated
conpanies - the major producers - are not going to tell the
state that they are going to sell gas if they have an interest
in building their own line or in blocking this gasline. He
opined that it is in their corporate best interest not to advise
the state affirmatively that it will sell its gas. He surm sed
that it could lead to litigation and at sonme point the producers
m ght acquiesce and tell the state they will sell the gas. He
further surmsed that they would do so because they m ght not
just lose the Ilitigation, but may lose their |eases worth
possibly 20 billion dollars. He opined that they are "playing
with fire by pushing this issue.” Thus, he opined that if the

state finds a pipeline project that it likes, it seens "smart to
us not to flinch when the producers don't necessarily commit to
publically selling their gas. It is our expectation that that's
what they should be doing.” He inquired as to whether that is a
fair assessnment and, if not, why it is not.

MR. HOSIE answered that Representative Gara nmakes an accurate
st at enent . He stated that power neans |everage and |everage
neans a better deal for the producers. He opined that one would
not expect a party in a negotiation to inform another party of

its future plans or true intent, if that know edge would
strengthen its opponent. He pointed out that this process is a
negotiation and is all about noney. He pointed out the
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i mportance of the state's understanding the preexisting |egal
relationship and the producers' preexisting obligations. He
stated, "No party wites on a clean slate here. They have
obligations. The state has rights.” He pointed out that one of
the state's rights is to insist that a project that is economc
on its own ternms noves forward. He opined that if the
producers, after vyears of effort, sinply decline to do so,
wi thout the state substantially "sweetening the pot," the state
has every right to find a third party to do the very thing the
producers have refused to do. And that third party is AGA he
opined, and it raises questions, he said, "about what the proper
rate of return is and how nuch noney is sufficient and how much
noney is too nmuch.”

REPRESENTATI VE GARA related his understanding that if we dunp
everything else and just go [the producer's] way, at that point
[the producers] have an incredible anmount of |everage over the
state to try to obtain tax concessions.

MR. HOSIE agreed that Representative Gara's assessnent IS

correct. He opined that once the state has left only one party
standing, the party - in this case the producers - would have
enornmous negotiation |everage. He further opined that what

happened to the state in the Stranded Gas negotiations would
happen again, with ever escal ating requests for concessions.

4:06:56 PM

SENATOR BUNDE inquired as to the projected length of tine
l[itigation would last if litigation were to occur as a result of
the producers' refusal to commt gas to the line or to commt to
what the state would define as "what's reasonably profitable.”
Furthernore, he asked if M. Hosie could offer exanples of how
| ong suits have | asted el sewhere under simlar circunstances.

MR. HOSIE answered that the precedent the state should hope to
avoid is the ANS royalty case he previously nmentioned which
spanned a decade of active |litigation. The state had the
obligation to essentially prove all the econom c underpinnings
of the producers' business, including what it cost to produce
and ship oil. He recalled that it became an enornously
conplicated factual fight and "that's their sandbox."” He opined
that that case represents exactly the fight the state would be
engaged in if it were to sue the producers to say the state
believes the pipeline is economc and wants the producers to
nove forward. That option would be |east appealing because,
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after all, if the producers' goal is to delay, then the state's
sui ng them woul d gi ve them exactly what they want.

MR. HOSIE described AG A as a "ganme changer," because if AGA is
willing to spend its noney and build a pipeline, to back the
project with its equity, the only question for the producer is,
"Can | tender in on commercially reasonable ternms?" M. Hosie
said that is a far sinpler question than asking whether building
the pipeline in the first place is economc or asking about the
cost of fuel or the "wi dget costs" or deciding how many | aborers
to utilize. He estimated that "that piece of litigation, should
the state ever get there, would be nuch shorter"” - perhaps two
years rather than ten. That said, M. Hosie noted that the
|arger point is to try to avoid any litigation whatsoever and to

try to get a pipeline built. "That," he opined, "is why this
sort of public process ... is so trenendously beneficial,
because it gives transparency to the process.” He noted that

Representative Gatto had asked the straightforward question:
"Are the producers willing to ship over a third-party line?" He

also noted that ExxonMbil Corporation was kind enough to
answer, "Yes, we are." He added that the corporation said that
because "that is their obligation.” Once TransCanada is wlling

to bid, the question is whether gas can be shi pped on reasonabl e
terms, which M. Hosie opined is a nuch sinpler and easier
guestion to answer.

SENATOR BUNDE inquired as to whether another governnental
agency, such as FERC would intervene in the event that there is
not a commtnent to ship [the gas] and the state doesn't want to
sue.

4:11:16 PM

MR. HOSIE answered yes and offered that M. Van Fleet would
address that question.

4:11: 22 PM

SENATOR STEDVAN noted that it appears that BP and Conoco are
nmoving forward with the Denali project - their version of a
gasline. He related his understanding that the producers intend
to spend up to $600 mnmillion and pre-apply wth FERC He
inquired, "So, how does ... this play when it appears that we
actually have two of the producers that are noving forward to
build a line, versus all three of them just flat not show ng up
to build the line under your 'duty to produce' ?"

JT. HRLS/ SENR COWM TTEES - 49- June 8, 2008



MR. HOSIE offered that it represents a "wonderful devel opnent”
for the state. He echoed Commissioner Irwin's conmment that
"conpetition is a wonderful thing." He opined that if the
producers are serious, commt to deadlines, and nove forward,
that is a "good thing," because conpetition between two pipeline
entrants can only benefit the state. He opined that the
overarching question is whether the Denali project is real or is
an attenpt to derail AGQA He said he does not think that
anyone knows the answer to that question, but that it is a
rel evant one.

SENATOR STEDVMAN recalled that M. Hosie nmentioned the process

that did result in a gasline. He pointed out that the
| egislature did not act on the matter and it did not nove
f orward. He inquired as to whether that would "strengthen or

weaken the producer's hand" especially if the state clains the
producers are refusing to build the line when the |egislature
was the entity that "refused to bl ess that past agreenent."”

4:13: 36 PM
MR. HOSIE responded that he thinks it would neither strengthen

nor weaken the producers' position, since AQA noved the
guestion, and since the state is not trying to force the

producers to build the gasline. He opined that the state has
sinply accepted the producers' word that [building the pipeline]
is not economic and TransCanada is willing build it. He noted

that the state can sidestep all those questions about whether it
can conpel the producers to cone forward since TransCanada is
willing to do the very thing that the producers have refused to
do.

SENATOR STEDMAN inquired as to whether this process of "duty to
produce" has ever gone forward before.

MR. HOSIE answered that it has not occurred in Alaska but has
happened in the Lower 48, and sonme cases go back 50 years that
ask the question as to when an oil producer has an obligation to
move forward. He acknow edged that sonetines it is a smal

matter such as drilling a couple of developnment wells. However

he noted that it sometinmes has been a matter of installing a
line to connect a stranded field to a preexisting pipeline. He
pointed out that the legal answer is always the same, which is
as long as the project is reasonably economic and neasured
objectively, the producers have an obligation to proceed.
However, he cautioned that he was not aware of any case in which
a royalty owner sued producers to try to conpel them to spend
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$30 billion. He opined that would be "a recipe for disaster.”
He offered that the "beauty of AGA" is that the state has found
soneone willing [to build the gasline].

CHAIR HUGA NS offered that M. Hosie will be avail able tonorrow
to answer questions.

4:16: 23 PM

SENATOR DYSON related that he appreciates that the anti-trust
inplications wll be covered. He recalled his conversations
with FERC comm ssioners, who reminded him that this project is
different than any other FERC revi ews because Congress has acted
and declared that it is in the national interest and in essence

"must be done." He offered that the legislators have often
heard the threat of delaying |awsuits. He inquired as to
whet her any venue could conpel the shipping of gas while |ega
guestions are still being decided. He recalled that M. Hosie
said that a refusal to ship would be a breach of contract and
far less extended and convoluted than other [|awsuits. He

further inquired as to whether that mght be within the purview
of FERC.

MR. HOSIE suggested that M. Van Fleet would address that
concern.

4:18:14 PM

MR. VAN FLEET, Sharehol der, Geenburg Traurig, LLP, noted that
several legislators, as well as M. Hosie, identified what are
essentially the contract rights between a |andower and a
producer who |eases that |and, although he noted that in this

case, the Ilandower is the state, and the state has
responsibilities to its citizens that nmake the issue much
br oader . He pointed out that the gasline creates a great dea
of interest, including that of those in the Lower 48 who want

gas to heat or cool their hones. He offered to speak about the
broader public interest that is reflected in federal and state
anti-trust laws and also federal |legislation that addresses
energy narket mani pul ation.

MR. VAN FLEET shared his background practicing anti-trust |aw
for 30 years. He stated that he has represented oil and gas
conpanies and pipelines, and he has sued oil conpanies for
wi t hhol di ng supply from the nmarket. He noted he has defended
[ conpani es] and advised them on how to avoid anti-trust |aws.
He said, "Qut of longevity, nore than anything, 1've been
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honored by ny peers in the Anerican Bar Association."” He
announced that he will be chair of the ABA anti-trust section in
2010. He referred to a slide |abeled, "Standard O 1| Monopoly,"
and he noted that ironically, 2010 is the one hundredth
anni versary of the breakup of Standard G |.

4:20: 08 PM
MR. VAN FLEET referred to a slide labeled, "Anti-trust
Statutes.™ He explained that the anti-trust acts are the

Sherman Act, Sections 1 and 2, which are enforced by the U S
Attorney Ceneral acting through the Assistant Attorney General.
The Federal Trade Comm ssion Act (FTCA), Section 5, broadly
prohibits all unfair nmeans of conpetition. He offered that has
been interpreted over many years to include violations of the
anti-trust laws, and through that vehicle, the Federal Trade

Comm ssion (FTC), as well, has the authority to enforce the
anti-trust laws of the United States. He pointed out that each
state has its own anti-trust |aws. The Al aska Restraint of

Trade and Mbnopolies Act, contained in AS 45.50.562 - 596, is
|argely the sane as Sections 1 and 2 of the Sherman Act, and is
enforced by the state's attorney general. He further noted that
the state's attorney general is enpowered to act on behalf of
the people of Alaska in bringing actions under federal anti-

trust statutes. He said what that neans is that Al aska's
attorney general can act wunder state and federal anti-trust
| aws. Essentially, Section 1 and 2 of the Sherman Act, and AS

45, prohibit exclusionary conduct in order to maintain nonopoly
power and joint action by conpetitors to withhold supply from
the market. He related as an exanple that at the turn of the
century, Standard QI controlled 90 percent of the petroleumin
the United States. Standard G| naintained its nonopoly through
severe exclusionary conduct, such as blowing up its conpetitors'
pi pel i nes.

MR. VAN FLEET referred to his next slide, which shows that in
1910, Standard QG| was broken up into the "Seven Sisters," and
action affirnmed by the U S. Suprene Court. The Seven Sisters,
as shown on the slide, include: Standard G| of New Jersey
(Esso), Royal Dutch Shell (Anglo-Dutch), Anglo-Persian Conpany
(APOC), Standard Q| Conpany of New York (Socony), Standard QG|
of California (Socal), @lf QGl, and Texaco. He related that
Exxon and Mbil G| nerged to becone ExxonMbil Corporation, and
Chevron now includes Gulf GO and Texaco. He pointed out that
the reason to break up the nonopoly was to turn it into
conpeting businesses. Thus, instead of jointly deciding how
much production ought to be on the market to control prices,
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conpani es conpete with one another. He offered that wth
conpetition in place, if Esso kept its product off narket, Mobil
Ol could sell its product and make that noney.

MR. VAN FLEET sai d:

If there is an attractive pipeline that is there and
avail able on comercially reasonable terns to ship
North Slope gas to the Lower 48 or to Alberta to be
sold el sewhere, and the producers say "no," one m ght
ask, "Wiat's going on here?" And if they all do it
together, one mght ask, "What's going on here? Are
they withholding this supply from the narket because
they're concerned about how that Alaska gas wll
affect the prices of natural gas and LNG in the Lower
48 and around the world where these three producers
have significant ... gas and LNG hol di ngs?" W do
know this: they've | ooked at the question together.

MR. VAN FLEET referred to his next slide, which shows a printout
of the web site for ICF International, Inc., a highly respected,
| arge consulting firm He noted that the web site highlights
the firms projects to attract business.

MR. VAN FLEET referred to his next slide, which shows fuel
market studies, and he cited a sentence at the |ower
portion of the slide, which read as foll ows:

For producers on the Alaskan North Sl ope, | CF
International evaluated the effect of Al askan and
MacKenzie Delta gas on U S. and Canadi an gas markets,
prices, and pipeline flows.

MR. VAN FLEET said, "So, any of these anti-trust enforcers
m ght want to be asking if all the producers together are
declining to commt gas to a viable pipeline, what s going
on here?"

MR. VAN FLEET noved on to a series of slides |abeled, "Market
Mani pul ation Statutes,"” and said that in addition to the anti-
trust laws, Congress, in recently years has passed specific
mar ket  mani pul ati on statutes. He said FERC, specifically
enpowered by the Energy Policy Act of 2005, was given enhanced
enforcenment powers over natural gas and electricity nmarkets to
identify and punish any attenpts to manipulate those markets.
He noted two recent cases which are pending, on appeal. In one
case, FERC inposed a $200 million penalty, and it inposed a

JT. HRLS/ SENR COWM TTEES - 53- June 8, 2008



nearly $100 mnmillion penalty in another case, which is in
addition to the requirenment that the gas conpanies return the
profits that were unjustly earned through market mani pul ation.

MR. VAN FLEET stated that the Energy |ndependence and Security
act of 2007 prohibits any manipul ative or deceptive device or
contrivance in connection with the purchase or sale of crude
oil, gasoline, or petroleum distillates. It authorizes the
Federal Trade Commission (FTC) to investigate those instances
and to prescribe regul ations.

MR. VAN FLEET referred to his next slide |abeled, "FTC Advance
Notice of Proposed Regulation.”™ He pointed out that even though
this deals with the liquid side of the petroleum market, a
recent advance notice of proposed regul ations gives sone insight
into how the FTC | ooks at these issues and how it mght |ook at
the liquids market, or perhaps the gas narket, as to what it

considers mght constitute manipul ation. He offered that this
notice identifies "potential practices”" that mght constitute
mar ket mani pul ati on. The FTC wants conment s on the
ci rcunstances, if any, "under which a firm s decision regarding
supplying a market - whether to reduce, increase, or o
mai nt ai n unchanged the anmount it supplies — should be considered
mani pul ati ve or deceptive." He added, "So, in addition to being

a potential anti-trust problem they're considering that under
their new powers to prohibit market manipul ation.™

4:27:46 PM

MR. VAN FLEET referred to his next slide |abeled, "FTC Advance
Notice of Proposed Regulation,” and he explained that the FTC
notes that regulated petroleum pipelines may not allow new
shippers a share of a pipeline's capacity when historical
shippers seek to transport nore petroleum products than the
pipeline is capable of transporting. Thus, the conmission is
currently seeking coments on whether pre-announcenents that
pi pelines are approaching capacity constraints mght be a
conduit for market manipul ations or deceit. He added, "And it's
interesting the comentary that they add to this particular
guesti on.

MR. VAN FLEET referred to his next slide |abeled, "FTC on BP in
Al aska North Slope,” and offered that the FTC discusses its
investigation of BP' s acquisition of ARCO. He recalled that the
big three producers in the North Slope used to be ExxonMobil
Cor poration, BP and ARCO He noted that BP acquired ARCO and
the FTC, in order to approve that nerger, required BP to divest
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ARCO s North Slope holdings. The holdings were divested to
Phillips, which is now Conoco Phillips. The FTC said, in its
investigation, that "the comm ssion had reason to believe that
BP occasionally had exported ANS crude oil to the Far East in
order to increase spot prices for ANS crude on the Wst Coast,
and that BP benefitted from those higher spot prices because of
its status as a nerchant marketer."” He opined that the kinds of
things that are being discussed that the state fears mght be
happening are precisely the kinds of things the federa
government, FERC, the FTC, and the U S. Departnent of Justice's
Antitrust Division are concerned about and review. He offered
that these agencies would be the appropriate venues to raise
guestions about what may be happeni ng.

4:29:56 PM

MR. VAN FLEET referred to his next slide |abeled, "Conpetition
Law 360," and stated that at about the same time of the
Anchorage presentations, sonmeone pointed out to him that the
U S Comodity Futures Trading Comm ssion (CFTC) had announced
an investigation. He related that Conoco Phillips revealed it
was subpoenaed. The CFCT is investigating possible fraud in the
trading of crude oil futures. He acknow edged that doesn't nean
the conpanies are guilty of any wongdoing. However, he pointed
out t hat the CFCT generally reviews particular trader
transactions and investigates any conpany that it believes is
fraudulently bidding up prices on contracts, which is deceptive
tradi ng.

4:31:11 PM

REPRESENTATI VE NEUMAN poi nted out that sonme of the information
provi ded, such as whether ANS crude oil is shipped to the Far
East, seens to discredit sone of the larger producers. He

inquired as to whether M. Van Fleet could comment on the effect
of lawsuits.

MR. VAN FLEET responded that his testinony is not neant to "bash
producers.” He related that he has worked with general counse

of major oil conpanies such as ExxonMobil Corporation and
ConocoPhi | I'i ps Al aska, Inc. He opined that the state does not
want to rely on federal or state agencies to force [producers]
into taking action on the pipeline. He surmised that the
producers will be aware of the possibility of federal or state
action if they do not have a rational econom c explanation for
their actions "except for keeping product off the market or
delaying it as long as possible.”
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MR. VAN FLEET, in further response to Representative Neunan,
answered that he is working for the attorney general.

4:33:36 PM

REPRESENTATI VE OLSON inquired as to whether he could nane the
two conpanies that are currently under appeal

MR. VAN FLEET answered that the producers are not any of the ANS
producers.

4:34:24 PM

CHAIR HUGA NS noted that that in the interest of time, he would
bring up that question tonorrow for presenters to address.

4:34:34 PM

SENATOR BUNDE pointed out that [producers] booking reserves
before the U S. Securities Exchange Conm ssion would be hel pfu
for the producers' stock portfolios. He opined that booking the
reserves would represent a de facto acknow edgnent that the gas
is marketable or profitable. He recalled that some attenpt has
been made to book reserves. He inquired whether producers could
hint at reserves since actually booking the reserves would be
illegal unless the producers could bring the gas to market.

MR. VAN FLEET responded that it not his area of expertise, but
stated his understanding that the producers cannot book reserves
in order to boost their balance sheets while sinultaneously
acknowl edging that it is not economically feasible to get the
reserves to market. He recalled M. Hosie's testinony such that
the prospect of losing the reserves because they are not being
devel oped would have a greater inpact on the financial records

of the producers. He spoke of an expectation for rationality,
"not to lose both the Wall Street benefit as well as the
physi cal gas."

4:36: 25 PM

REPRESENTATI VE GRUENBERG i nquired as to whether inprovenents are
needed to update Al aska's statutes.

MR. VAN FLEET answered that he has reviewed the Al aska st atutes.

He stated that in recent years, Congress has increased penalties
to a maxi mum of up to 10 years in prison and fines of up to $100
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mllion for violation of federal anti-trust statutes. He said
Al aska's statutes provide for a msdeneanor and small fines for
violation of anti-trust statutes. He opined that while the
civil consequences and civil recovery for violation of Al aska's
anti-trust statutes could be huge, the crimnal penalties are
weak.

4:37:50 PM

REPRESENTATI VE GRUENBERG related his understanding that a new
series of federal |aws have been adopted. He asked, "Does that
preenpt the field; should the state be looking at filling any
gaps there?"

MR. VAN FLEET answered that the state could always |ook at
"filling in the gaps." He stated that approximately 15 years
ago, the U S. Suprene Court held that the nationw de purview of
federal anti-trust statutes does not preenpt the states from
enforcing their own laws. He said this occurred in the context
of a merger that the federal anti-trust authorities had approved
and were not going to challenge. However, he offered his belief
that this did not prevent California from raising its own
obj ections under its Cartwight Act, even though that would have
had i nmrense national inplications. He related that the states
are free to act under their own anti-trust |aws, regardless of
whet her the feds act under theirs. M. Van Fleet noted that
since the Reagan Admi nistration, when there is a matter of
national inportance that is also particularly inportant to an
i ndividual state or group of states, very often the federal
anti-trust authorities wll work with the states' attorneys
general , ei t her one or several , through the Nat i onal
Associ ations of Attorneys GCeneral, which has a specific anti-
trust commttee. So, he said, the cooperation of federal and
state governnments is sonething that is well entrenched and a
tradition in anti-trust enforcenent.

4:39:36 PM

REPRESENTATI VE KERTTULA inquired as to whether M. Van Fleet's
guote that the FTC believes that BP is occasionally exporting
ANS to increase spot prices cane fromthe FTC deci sion.

MR. VAN FLEET answered that he was not sure if that information
was contained in the decision on the nerger, whether that
information is in the consent order in which BP agreed to divest
the ANS hol dings of ARCO He recalled that the information is
described in the live request for coments on their advanced
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notice of proposed rule making. He offered that the FTC pointed
out that that was the type of market nmanipulation that it saw
during its investigation of the nerger, and is sonething it
wants to consider as "being within their enforcenment powers
under the new market manipulation statute.” In response to
Representative Kerttula, he noted that notices of advance
proposed regul ati ons can be found on the FTC web site.

4:40: 57 PM

REPRESENTATI VE FAI RCLOUGH recalled that M. Hosie stated that
Al aska could take its royalty in-kind in oil and then sell that
oil or gas onto the market for any price it so desires. She
inquired as to whether that's true since she further recalled
that the state previously researched that matter during the
closing of the Agrium plant and found that the state did not
have that ability.

MR. VAN FLEET answered that he is not prepared to answer that

guestion wthout first conducting significant research. He

sai d:
Al aska, |ike other |andowners in other states, has the
option - and, as | recall, under the Stranded Gas Act
was going to have the requirenent - to take gas in-
ki nd. Now, if the state has the option or the
requirenent to take gas in-kind and it can't sell it,
well, that's not a very good deal and clearly there
nmust be sone opportunity to dispose of that. But as |
say, that is not sonething |'ve researched and [1]
would be msleading this body if | were to pretend

expertise on that
4. 42: 54 PM

REPRESENTATI VE FAI RCLOUGH recalled that it was on record from
M. Hosie that Alaska could sell the compbdity for any price it
want s. She offered her belief that in Alaska it would have to
be at a conpetitive price to others in the market.

CHAIR HUGA NS interjected that he wll follow up wth the
adm ni stration and M. Hosie.

MR. VAN FLEET el aborated that the anti-trust |aws display basic

faith in the market. He said that the anti-trust officials
don't want to be in the business of setting prices. Thus, it is
extrenely rare that anti-trust laws will exam ne the prices at
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which a particular conpany is selling its goods, its products,
and its services, he stated. He pointed out that the anti-trust
officials becone involved only when a conpany has nonopoly power
or a dangerous probability of gaining nonopoly power and sells

its product bel ow cost. He offered that when it is clear that
the conpany's notive is to put soneone out of business at that
bel ow-cost price, it is then that the anti-trust officials

becone invol ved in pricing.
4:44: 37 PM

REPRESENTATI VE FAI RCLOUGH expressed her <concern that if the
state could offer its gas at below market value, that action
m ght create anti-trust problenms for the state. She stated on a
separate matter that one of her constituents inforned her that
the Texas Railroad Comm ssion based an allocation for access to
a pipeline off proven reserves. She related her understanding
that access to pipelines is based on contract versus conmnon
carriers. She inquired as to whether M. Van Fleet could speak
to the issue of access to pipelines based on proven reserves.

MR. VAN FLEET responded that is not fundanentally an oil and gas
|awer and is not famliar with those comm ssion regul ations He
added, "It would be strictly intrastate pipelines, and | don't
think we have many of those anynore.” He said that regulation
woul d be up to FERC

4:45:55 PM

CHAIR HUGA NS inquired as to whether there were other questions
and there were none.

MR. VAN FLEET concluded his presentation by offering that he is
not here "to bash oil conpanies and gas producers.” He noted
that he has worked for them has advised them and has nany
personal friends in the industry. He said:

These are serious matters that cone into play beyond
the sinple private relationship between the state as
| andowner and the producers as the contracting
producer and are sonmething that nmake this of interest
beyond Juneau, beyond Al aska, and of interest to us in
the Lower 48, as well, and | do thank you for your
time and your attention.

4:46:56 PM
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CHAIR HUGA NS announced that this concludes the presentations
for the day. He noted that the neeting would resunme at 10:00
a.m tonorrow and that the commttee would take up followup
guestions for M. Hosie, followed by regulatory and comerci al
i ssues, and LNG econoni cs.

ADJ OURNMENT
There being no further business before the comnmttee, the Joint

nmeeting of the House Rules Standing Comrittee and the Senate
Special Commttee on Energy was adjourned at 4:47 p.m
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