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HOUSE Bl LL NO. 3001

"An Act approving issuance of a license by the conmm 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."

- 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
| icensee, under the Al aska Gasline Inducenment Act; and providing
for an effective date."

- HEARD AND HELD
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READ THE FI RST TI ME - REFERRALS
RLS

WRI TTEN FI NDI NGS & DETERM NATI ON
RLS AT 9: 00 AM CAPI TOL 120

Heard & Hel d; Assigned to Subconmmittee

M NUTE( RLS)

RLS AT 10: 00 AM TERRY M LLER GYM
Heard & Hel d

M NUTE( RLS)

RLS AT 9: 00 AM TERRY M LLER GYM
Heard & Hel d

M NUTE( RLS)

RLS AT 10: 00 AM TERRY M LLER GYM
Heard & Hel d

M NUTE( RLS)

RLS AT 10: 00 AM TERRY M LLER GYM
Heard & Hel d

M NUTE( RLS)

RLS AT 1: 00 PM TERRY M LLER GYM
Heard & Hel d

M NUTE( RLS)

RLS AT 10: 00 AM TERRY M LLER GYM
Heard & Hel d

M NUTE( RLS)

RLS AT 10: 00 AM TERRY M LLER GYM
Heard & Hel d

M NUTE( RLS)

RLS AT 10: 00 AM FBX CARLSON CENTER
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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)

06/ 08/ 08 (S ENR AT 1: 00 PM TERRY M LLER GYM
06/ 08/ 08 (S) Heard & Hel d

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

06/ 09/ 08 (S ENR AT 10: 00 AM TERRY M LLER GYM
06/ 09/ 08 (S) Heard & Hel d

06/ 09/ 08 (S) M NUTE( ENR)

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

06/ 10/ 08 (S) M NUTE( ENR)

06/ 12/ 08 (S ENR AT 10: 00 AM FBX Carl son Center

W TNESS REG STER

Bl LL WALKER, Attorney

Wal ker & Levesque

Val dez, Al aska; General Council/Project Manager

Al aska Gasline Port Authority (AGPA)

Fai r banks, Al aska

PCSI TI ON STATEMENT: Presented a PowerPoint report and answered
guestions on behal f of the Al aska Gasline Port Authority (AGPA).

CRAI G RI CHARDS, Attorney

Wal ker & Levesque

Val dez, Al aska

PCOSI TI ON  STATEMENT: Participated in the presentation and
answered questions on behalf of the Al aska Gasline Port
Aut hority (AGPA).

HAROLD HEI NZE, Chief Executive Oficer

Al aska Natural Gas Devel opnent Authority (ANGDA)

Anchor age, Al aska

PCSI TI ON STATEMENT: Presented a PowerPoint report and answered
guestions on behalf of +the Alaska Natural Gas Devel opnent
Aut hority (ANGDA)

GENE DUBAY, Senior Vice-President, Chief Operating Oficer

Conti nental Energy Systens
Houst on, Texas
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PCSI TI ON STATEMENT: Presented a PowerPoint report and answered
guestions representing the parent conpany of ENSTAR Natural Gas
Conmpany ( ENSTAR) .

CURTI S THAYER, Director

Corporate & External Affairs

ENSTAR Nat ural Gas Conpany ( ENSTAR)

Anchor age, Al aska

POSI TI ON  STATEMENT: Participated in the presentation and
answer ed questions on behal f of ENSTAR

ANDREW VWHI TE, Manager

Busi ness Devel opnment & Revenue Forecasting

ENSTAR Nat ural Gas Conpany ( ENSTAR)

Anchor age, Al aska

POSI TI ON  STATEMENT: Participated in the presentation and
answered questions on behal f of ENSTAR

ACTI ON NARRATI VE

CHAIR JOHN COGHILL called the joint neeting of the House Rules
Standing Conmttee and the Senate Special Commttee on Energy to
order at 10:16:39 AM He announced that Senator Huggi ns woul d
chair the neeting and turned the gavel over to him

SENATOR HUGA NS expressed his belief that the delivery of
natural gas in-state, as early as possible, was of the highest
i nportance. He then discussed the agendas and schedules for the
upcom ng heari ngs.

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

CHAI R HUGGE NS announced that the only order of business would be
HOUSE BILL NO 3001, "An Act approving issuance of a l|icense by
the comm ssioner of revenue and the conm ssioner of natural
resources to TransCanada Al aska Conpany, LLC and Foothills Pipe
Lines Ltd., jointly as licensee, under the Alaska Gsline
| nducenent Act; and providing for an effective date" and SENATE
BILL NO 3001, "An Act approving issuance of a l|license by the
comm ssioner of revenue and the comm ssioner of natural
resources to TransCanada Al aska Conpany, LLC and Foothills Pipe
Lines Ltd., jointly as licensee, wunder the Alaska Gasline
| nducenment Act; and providing for an effective date.

10: 20: 24 AM
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Bl LL VALKER, At t or ney, Val ker and Levesque; Cener al
Counci |l / Project Manager, Al aska Gasline Port Authority (AGPA),
t hanked the commttees for the opportunity to respond to the
previ ous testinony on gas pipeline proposals. He said that he
appreciated the tinme to speak about his concerns and share his
experience of the | astl1lOyears.

10: 22: 12 AM

MR.  WALKER explained that there have been nany previous
processes regarding Alaska's "stranded gas" and several study
groups [on] and attenpts to build a gas pipeline. The Al aska
Gasline Port Authority (AGPA) was created by a voter initiative
with the nmandate to cause a gas pipeline to be built. He opined
that this is a unique period of time given the high energy
prices that are causing a disparity between high costs to
i ndi viduals, and high incone to the state coffers. M. Walker
began the PowerPoint presentation with a slide titled "The All-
Al aska Project.” He informed the committees that AGPA' s all-
Al aska gas pipeline project consists of a 48 inch pipeline from
Prudhoe Bay to Delta Junction and a 42 inch pipeline continuing
to Val dez. The project utilizes a high pressure dense phase
pipeline with gas conditioning at the North Slope that renoves
inmpurities and conpresses and chills gas to pipeline

speci fications. The pipeline is larger initially because,
ultimately, there will be a spur line into Canada; however, the
all-Alaska line serves as the "trunk" |ine. In addition, AGPA

has entered into a nenorandum of understanding (MU wth the
Al aska Natural Gas Devel opnent Authority (ANGDA), in order to
provide spur lines to the Interior at dennallen, and at Delta
Junction for the spur line to Canada. This project 1is
indentified as an LNG project, as the gas would be |iquefied at
Val dez for shipnment to world markets. He further explained that
the project is flexible and has adjusted to changes in the
mar ket and to the availability of gas from Prudhoe Bay, although
its purpose has remained quite consistent. The AGPA Board of
Directors is made up of nine representatives, three nenbers each
fromthe Gty of Valdez, the Fairbanks North Star Borough, and
the North Sl ope Borough. M. Walker listed the proposed markets
for AGPA s gas; Alaska, Japan, Korea, Taiwan, the Wst Coast,

and Hawai i . O course the forenost, and nost inportant, market
is Alaska's comunities. In fact, AGPA has always negotiated
contracts with provisions for the export of gas only after the
satisfaction of in-state needs. Moreover, contracts with a

rigid cut-off point on the anount of gas available for Al aska
have not been acceptable to AGPA
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10: 30: 59 AM

MR. WALKER explained the reason that the above nentioned
contracts are not acceptable is because many comunities in
Al aska do not have any access to natural gas, thus, AGPA can not
predict how nuch gas would be consuned in-state, and does not
want to draw a line in a contract and predeterm ne the anmount of
gas needed for Al aska. Therefore, AGPA wl| export only what is
not needed within the state, and this statenent, although not
well received, was ultimately accepted in the contracts. M.
Wal ker turned to the Asian market for LNG and expl ained that
Al aska has been supplying LNG to the Asian market since COctober
of 1969; in fact, that export license was recently renewed to
2011. Di scussing the West Coast narket, M. Walker inforned the
committees that AGPA is currently a participant in the expansion
of the Sempra Energy Costa Azul LNG terminal in Baja, Mexico,
| ocated about 30 m nutes south of San Diego, which is the only
sanctioned-built LNG termnal operating on the Wst Coast.
Sanctioning gas for the start-up came from Qatar, and was the
| ongest shipnent by the largest LNG tanker in the world. M.
Wal ker stated that AGPA was pleased to also participate in
Senpra Energy's open season. In addition, AGPA has been
contacted by five or six conpanies attenpting to build LNG
receiving termnals on the Wst Coast. He clarified that AGPA
is not basing its financial nodels on the Wst Coast market;
however, the Wst Coast will present opportunities, as termnals
becone avail abl e.

10: 33: 18 AM

MR. WALKER stated that the O fice of Hawaiian Affairs contacted
AGPA approxi mately one year ago regarding the conversion of its
power generation from coal-fired to natural gas. He related
that officials from Hawaii are very interested in establishing a
relationship with AGPA and expressed their preference for a 40
year contract for LNG from Al aska, over the inportation of coal
from Australi a. M. Wal ker then presented a PowerPoint slide
that illustrated the world markets, including the Asian and West
Coast markets, that are available for Alaska's LNG He pointed
out the consideration of these nmarkets nakes good econonic
sense, even though sonme of the nmarkets require the installation
of gas termnals on the Wst Coast.

10: 20: 16 AM

MR. WALKER turned to the subject of export licenses and the
chal | enges associated with them Previ ously, AGPA entered into
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an agreenment with the Yukon Pacific Corporation (YPC) to acquire
YPC s rights and permts and, prior to that, a team of attorneys
and engi neers studied the YPC data collected during 20 years and
$100 mllion worth of work on the all-Alaska pipeline. As part

of that work, YPC acquired a 25 year export license for the
export of 14 mllion tons of gas per year from Valdez to Japan,
Kor ea, and  Tai wan. He acknow edged that, prior to
i npl enentation, the license needs additional review with the U.
S. Departnent of Energy (DCE). Neverthel ess, he recalled the
recent favorable decision on the extension of the renewal of the
1967 Kenai LNG export license and pointed out two of the
successful argunents of that case: the presunption of exports
and "allowing the nmarket to work." The all-Al aska concept is

not a 4.5 billion cubic feet (bcf) or 6 bcf per day project,
with all of the product going to a foreign country. Al t hough
the admnistration has described the project as "a four and a
hal f bcf project, going into China" in fact, the AGPA has never

proposed going into China. However, the project has proposed
taking sonme of the gas, when it becones available, to the
prem um export markets. Again, he pointed out that argunents
used to grant license renewals include the access to U S

ports, and the availability of gas. M. Wal ker said that AGPA
is encouraged by these argunments, and opined that the project,
with the support of the state, wll not be denied the
opportunity to have a portion of its comodity go into a foreign
country, simlar to tinber and fish exports. He referred to the
U S. Depart ment of Ener gy, Ofice of Fossi | Ener gy
Aut hori zation for Export of Natural Gas (Order 350), that
authorized YPC to export gas to Japan, Korea, and Taiwan, and
opi ned that the order woul d be retained.

10:40: 01 AM

MR. WALKER further noted that Order 350 has no expiration date,
and the time period of 25 years begins when the first shipnment
of gas takes place. Every project has its issues and
chal l enges, he said, and this is certainly one that can be
successful | y addressed.

SENATOR WAGONER infornmed the commttees that when he nmet wth
DCE in Washington, D. C., in March, officials held simlar views
about the export |Ilicense; however, they cautioned about two
areas of concern. Firstly, there nust be a substantial rework
of the environnental inpact statenent. Secondly, M. Bob
Corbin, Natural Gas Regulatory Activities Manager, expressed
doubt that Congress will ever allow Alaska to export its gas.
Senat or Wagoner asked M. Wl ker to address these issues.
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10:42: 02 AM

MR. WALKER recogni zed the potential for Congress to be involved
in this issue. However, there is not precedence that a state is
precluded free trade of its natural resources. Furt hernore, he
suggested that there would be support from the Al aska
Congr essi onal del egation and opined that a project that is good
for Al aska would not be taken away by Congress. Nevert hel ess,
it is true that the environnental inpact statenment and other
permts need to be updated. He concluded that the real issue is
that Al aska has the option of exporting its resources to prem um
mar ket s.

10: 43: 22 AM

REPRESENTATI VE DOOGAN observed that the project proposes to
nmove 4.5 billion cubic feet per day. He asked M. Walker to
describe the scale of the project and to explain the scope of
the Kenai [license] renewal.

10: 44: 09 AM

MR WALKER clarified that the AGPA project "Is a 2.7 bcf
project, it's not 4.5." He further said, "Two point seven is
three trains, at five mllion tons per train. So, it's a
fifteen mllion ton project, this is a fourteen mllion ton
export license." The license for the Kenai plant is a much
smaller project, in fact, the all-A aska pipeline project is

about ten tines larger. He then pointed out that there are sone
in the industry who believe that the LNG project is the enabler
for a later highway project; that would be a key point of
argunent in the event of a Congressional challenge to the
exportation of Al aska's gas. Further on that point, M. Wl ker
referred to Congressional interference with exploration in the
Arctic National Wlildlife Refuge (ANVR) and opined that
additional interference with the export of gas would lead to a
chall enge by the state defending Alaska's right to develop its
resources for the maxi mum benefit of Al askans.

10:46:17 AM

SENATOR FRENCH re-stated that the two point seven bcf per day
project equals fifteen mllion tons annually. He asked for
confirmation that the Kenai renewal was for a total of between
ninety-five and ni nety-eight bcf, over a period of two years.
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[ Chair Huggins indicated that the verification of those nunbers
woul d be forthcom ng. ]

10: 47: 14 AM

REPRESENTATI VE KAWASAKI referred to the Al aska Natural Gas
Pipeline Act of 2004 (ANGPA) and noted that wunder the $20
billion |loan guarantee, there is a stipulation that nost of gas
must be provided for American markets. He asked M. Walker to
address this issue.

10: 47: 44 AM

MR. WALKER answered, "Wen the energy bill first canme out, we
were not in it." The provisions for LNG were added about six
nmonths later with the assistance of Senator Ted Stevens, Senator
Li sa Murkowski, and fornmer Governor WAlly Hickel. The | anguage
of the bill is sufficiently restrictive that if AGPA accepts the
terms of the federal |oan guarantees, it can not ship gas to a
foreign market. Ther ef or e, AGPA' s nodel reflects the

acquisition of favorable financing through the Japan Bank for
I nt er nati onal Cooperation (JBIC).

MR. WALKER acknow edged that obtaining the export |icense is,
wi t hout question, AGPA s biggest issue. However, he said that
the issue is "winnable" with the support of the state and its
residents, and the support of Alaska's del egation. The attenpt

to obtain the [renewal] w Il happen after "all the pieces for
the project, and we really need the support of the state and our
del egation.” He stressed that the issue will be resolved within
the state and the federal governnent. Mor eover, the |icense

currently held by AGPA is one of only tw issued in the U S
for the export of LNG possibly due to the recognition of
Al aska's proximty to other markets.

MR. WALKER turned to the subject of Btu content and expressed
his surprise at the anpunt of tinme given to this issue during

t he heari ngs. He recalled earlier testinony that "If you take
the liquids out of, in Alaska for value-added, then the gas
would be too lean and couldn't go ... into the Asian market."
On the other hand, three days later, there was testinony that
AGPA's gas is too "hot" to go into the Wst Coast market. I n

fact, AGPA's gas can go into the Asian market "hot or |ean" and
into the Wst Coast market at pipeline grade. He opined that
this challenge was raised as a "deal-killer for gas of Al aska"
and said that he is glad for the opportunity to respond at this
tinme.
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10:52:40 AM

CRAIG RICHARDS, Attorney, Wilker & Levesque, reiterated that
AGPA has been in regular contact with potential Japanese and
Asian buyers for years and the Btu content has never been an

i ssue. He expressed his belief that this argunment was "created
as an excuse of why LNG can't create nore val ue-added jobs than
a Canadi an project." He renmarked:

In 2005, the Canadian premer of Alberta called
Al aska's liquids 'Canada's pound of flesh'" that they
were going to extract out of the project. Basical ly,
Al aska's liquids were going to be used to support the
val ue-added industry already existing in Al berta and
weren't going to be taken off in Alaska. So, | think
what you have here is sort of an excuse to get around
the fact that an LNG allows for a lot nore liquids
extraction in Al aska than a Canadi an pi pel i ne woul d.

MR. RICHARDS noted that an applicant could assune a "lean case"
or a "wet case" for the purposes of the AG A application nodels.
The AGPA was conservative in its application and assuned the
"wet case" of gas which is a heating content of 1,084 Btu per
standard cubic feet (scf) as required by the AQA request for
application (RFA). M. Richards clarified that the values are
an estinmate because the exact nunbers of gas contents are held
confidential by the owners of the reserves. He continued to
explain that an argunent has been advanced that there is a
structural inpedinment in Asia to prevent the receipt of gas
below a certain energy content. On that point, AGPA's AG A
application does not propose sending super |ean shipnments to
Asia, even though the heating content of the gas is not a
pr obl em The application does provide for stripping out two-
thirds of the propanes and butanes at the term nal at Valdez,
whi ch woul d produce about 23,000 barrels per day of LPG for

export. This anount, which is about 30 times Al aska's current
LPG consunption, would create a big pool of propanes and butanes
avai l able for in-state use. Nevert hel ess, the base case nodel
indicates that there wll be relatively "wet" gas, wth a

heati ng content of about 1060, available for shipnment to Asia.
Al though that is the base case for AGPA's AG A application, it
is not the best case because the ethanes are included in the

exported gas, and, ideally, the ethanes will stay in Al aska and
provi de val ue-added jobs for Alaskans. If, in fact, AGPA was
sendi ng super lean gas to Asia in its nodel, although it is not,
there still is not a problem According to Asian sources, the
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fact of wet gas going to Asia is not a capacity requirenment, but
a factor of circunstance, price, and nmarket conditions.

Hi storically, shippers did not extract liquids from the gas
because the Asian markets were willing to pay a premum price
for the I|iquids. However, with rising oil prices, the market
has shifted and now LNG suppliers are stripping out the
propanes, butanes, and ethanes, prior to shipping the gas. M.
Ri chards provided a PowerPoint slide illustrating LNG inports

into Asia with exanples of gas conposition, such as very |ean
gas from Kenai that has heating value levels of 1010 Btu/scf to
1020 Bt u/ scf.

10: 56:45 AM

REPRESENTATI VE SAMUELS recalled the past interest in having a
take-of f at the Yukon River for the distribution of propane to
Western Al aska. He asked whether M. Richards had "run the
econonics of taking it in Valdez and having to ship it around."

MR. WALKER offered that expert testinony on the subject of
extraction would come from M. Harold Heinz, Chief Executive
O ficer, Al aska Natural Gas Devel opment Authority (ANGDA).

REPRESENTATI VE NEUVAN observed that if all of Al aska converted
its energy needs to the use of propane, total use would be about
10, 000 barrels per day. He asked for confirmation that there
woul d be a large capacity of propane still available for export,
i ncl udi ng butane and et hane.

10: 58: 41 AM

MR. WALKER agreed, and added that if all of the propanes were
extracted in Al aska, the Btu content of the remaining gas would
still be within an acceptable range for shipping to the Asian
mar ket .

REPRESENTATI VE KELLY stated that any of the projects proposed
are dependent on producer gas; furthernore, previous testinony
indicates that the producers are not interested in punping up
the Pacific Rim LNG market from Al aska because they have other
opportunities to feed into that nmarket. He asked whether the
producers wll be cooperative with AGPA on the issue of
supplying gas for a project that would not transport gas to the
U S. market through Canada, but to the Pacific Rm

11: 00: 32 AM
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MR. WALKER enphasized that AGPA has received no indication
leading it to believe that producers have no interest in
shi pping gas through a LNG project into the Asian market. He
said that he did not support the conclusion that because two of

the three biggest producers are interested in Denali - The
Alaska Gas Pipeline [(Denali project)], they would not be
interested in shipping to an LNG project. He opined that

busi ness decisions are based on opportunities to receive the
hi ghest wel | head val ue for a conpany's gas.

11: 01: 42 AM

The commttees took an at-ease from 11:01 a.m to 11:17 a.m,
due to technical difficulties.

11:17: 32 AM

MR.  WALKER continued to address the question raised by
Representative Kelly. He pointed out, currently, producers are
taking LNG into the Asian nmarket due to the significant prem uns
that are being paid. In addition, AGPA has researched the
Japanese market and has determned that it is the fastest
growwng market and the need for additional LNG is very
significant. In fact, the growh pattern is such that the
volunme of LNG out of Alaska will be at a premum and wll
i nt erest producers.

CHAI R HUGA NS announced that Senator French was correct in that
the LNG plant at Kenai is licensed for exports of 98 bcf over a
two year period. Mathematically, this volunme equals .13 bcf per
day, or about 1 mllion tons per year.

11: 19: 38 AM

SENATOR W ELECHOWSKI spoke of the disagreenment over the anount
of tinme necessary to get the LNG project online. For exanpl e,
he heard the adm nistration testify that an LNG project would
come online in 2022. However, AGPA testified that its project
woul d be online in about seven years. He asked M. Walker for a
brief clarification.

MR. WALKER related that the YPCs permts and environnental
i npact statenments need to be updated, and the tinme saved by
purchasi ng these docunments falls in the range of between two to
four years. Al aska Gasline Port Authority's partner, Bechtel
Corporation, estimated a project tine of six years, using the
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permts on hand. However, for the purpose of the AGA
application, AGPA assuned there would be no tine savings
advantage from the existing permts, and estimated a project
time of ten years.

11: 21: 40 AM

REPRESENTATI VE DOOGAN referred to the PowerPoint slide titled
"LNG inports into Asia: exanples of gas conposition." He
pointed out that the administration said that the |ine between
lean gas and wet gas is [drawn at the Btu/scf |evel of] 1080
whi ch includes [gas from Kenai and Egypt. Further, the vol une
of Kenai gas is small. He asked for the volumes of Egyptian
gas. [According to the wtness, this information wll be
revealed on the following PowerPoint slide.] Representative
Doogan then asked whether there is a price differential between
dry gas and wet gas in the Asian market.

MR. RICHARDS clarified that at today's market price, the prem um
is essentially the same whether the propane is extracted or not.

11: 23: 13 AM

REPRESENTATI VE DOOGAN recal |l ed previous testinony that one gets
a lot nore noney for a bcf of gas in Asia than in the U S On
that point, wet gas is usually shipped to Asia and dry gas to
the U S He asked whether the gap between the values would
close if the price of dry gas shipped to Asia was conpared to
the price of dry gas shipped to the U S

11: 23: 56 AM

MR. RICHARDS said that the gap would grow |arger because nore
money is made if the gas is shipped to Asia after the |iquids
are extracted.

11: 24: 12 AM

REPRESENTATI VE DOOGAN re-stated his question. He said, "If just
for the gas, [do] you get paid less for dry gas than wet gas in
Asi a?"

MR. RICHARDS said yes, because it has a slightly |ower heating
content. In further response to Representative Doogan, he said
that he would provide quantified information on the difference
in val ue.
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SENATOR ELTON asked M. Wal ker to address the ocean
transportation conponent of the project and its effect on the
timng of the project.

11: 25: 19 AM

MR. WALKER inforned the commttees that AGPA has entered into an
agreenent with BGI Co. LDT, and eight ships will be available to
transport shipnents to the U S after they are reflagged.
According to Senator Stevens' office, the reflagging of U S
built tankers is not a significant problem For overseas
shi ppi ng, AGPA has entered into an agreenent with MOL Mtsui O
S. K Lines. M. Wl ker concluded that working with those two
conpanies wll assure anple ships are dedicated to this project.

11: 26: 27 AM

MR. RICHARDS returned to the subject of the heating content of
gas shipped into the Asian nmarket. In the exanple of the LNG
base case, after the extraction of propane and butane in Al aska,
the remaining 23,000 barrels per day available for export wll
hol d a heating content of about 1060 Btu per standard cubic foot
(scf). This heating content is roughly on par with gas from
Qatar, Abu Dabi, and Nigeria. Moreover, if the ethanes are
pulled out to develop a value added industry in Al aska, the
result is a leaner gas with a heating content equal to that of

Egypt, Trinidad, and Kenai; however, the |ower heating content
is still not a problem M. Richards returned to the Power Poi nt
slide titled "LNG inports into Asia: exanpl es  of gas
conposition” that illustrated the market share of wutilities in
Japan, and the heating content of those gases. The slide

indicated that ninety-five percent of Japanese utilities are
capable of receiving the base case gas with a heating content of
1060 Btu/scf.

11: 28: 07 AM

SENATOR W ELECHOWSKI asked whet her Japanese utilities typically
receive |ean gas. He also requested an estimate on the
percentage of loss due to the lower price paid for super |ean
gas.

MR. WALKER said that AGPA did not have a specific nunber for the
percentage of |oss; however, he pointed out that if liquids are
removed from the gas it is because there is a good commerci al
reason to sell them el sewhere. Furthernmore, if the liquids are
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removed in Al aska, |ower revenues from Japan are bal anced by the
creation of val ue-added jobs and industries in Al aska.

CHAIR HUGGA NS clarified that the question was on the market

price of lean gas. [The wtness agreed to provide the nmarket
i nformation. ]

11: 29: 27 AM

SENATOR W ELECHOWEKI recalled testinony that enphasized how hi gh
the market price needed to be for a successful LNG project.

11: 30: 01 AM

MR. RICHARDS opined that the decision as to whether to extract
liquids at the point of production is based on the pricing

envi ronnent . The financial nodel provided by AGPA stripped out
two-thirds of the propanes and butanes, because that was the
nost profitable scenario. The next PowerPoint slide illustrated

that 100 percent of Korean utilities are capable of receiving
super | ean gas.

11:30: 37 AM

REPRESENTATI VE DOOGAN expressed his understanding that, in order
to utilize lean gas, which is gas with a heating content bel ow
1080 Btu/scf, gas |iquids nust be put back in the gas until the
heating content is increased to 1080 Btu/scf. He asked whet her
M. R chards agreed with his statenent.

MR. Rl CHARDS sai d:

My understanding is that it is on a case-by-case
basis, sonetinmes they bring back in liquids, sonetines
they don't need to. But, again, you go there and you
do that when it is nore economc to re-blend in the
liquids as opposed to shipping it; ... a function of
mar ket pri ce.

11:31:41 AM

REPRESENTATI VE DOOGAN r enar ked:
My concern would be, if we're shipping a bunch of dry

gas, and they have to blend it with liquids, they've
got to get the liquids sonewhere, otherw se they don't
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want our gas. So | think, if that's the way that
system works, it's not clear to nme, sitting here, that
you can actually sell from Al aska, on the vol unes that
we're talking about, dry gas. Strip out those
liquids, and ship dry gas to them and sell it.

11: 32:10 AM

MR. RICHARDS re-stated that AGPA wll provide the requested
nunbers. He relayed that a Japanese buyer assured them that
this does not present a problem

MR. WALKER clarified that the project proposed by AGPA is a 2.7
bcf [per day] project. The "straw' project that was presented
by the adm nistration is a 4.5 [bcf per day] project and both
the adm nistration and AGPA agree that it is too large in volune

for the rmarket. He observed that, unfortunately, t he
adm nistration's base case analysis is based on a 4.5 bcf per
day project. M. Walker pointed out that AGPA's research

supported a 2.7 bcf per day project, based on the market
acceptance and that 2.7 bcf per day is a better fit with the
capacity at Prudhoe Bay and with off-take provisions from the
Al aska G| and Gas Conservation Comm ssion (AOGCC).

11: 34: 07 AM

REPRESENTATI VE CHENAULT asked, "Back to the 2.7 bcf a day, the
AOGCC, ... is that the nunmber that you believe AOGCC thinks the
Prudhoe Bay take-off is?"

11: 34: 37 AM

MR. WALKER confirned that currently, that is the AOGCC "rule 9"
nunber. He opined that subject to receiving a request for
increase from an applicant, AOGCC can increase the limt. The
current limt was established in the late 1970s or early 1980s.
He clarified that the nunber is really 2.0, because 0.7 is used
as in-field gas. M. Wl ker was unsure by how nuch the off-take
woul d be increased; however, it was ruled |ast sunmer that off-
take over 2.7 would require an oil mtigation plan to address
the drop in the throughput of oil. He stressed that the AGPA
project does not require an oil mtigation plan.

REPRESENTATI VE CHENAULT acknowl edged that the AOCGCC wll be
avai l able to answer questions during the hearings in Anchorage.
He observed that AGPA will "burn gas for conpression and you're
al so going to burn gas for ... the [gas treatnent plant].” He
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concluded that these two factors will weigh heavily on any size
pipeline that is built.

11: 36: 10 AM

SENATOR HOFFMAN recall ed previous testinony that a 4.5 [bcf per
day] project would bring to the state $66 billion over 25 years.
He asked what a 2.7 [bcf per day] project would bring to the
st at e.

11: 36: 39 AM

MR WALKER estimated that the nunber would be in the $30 billion
range, or $29 billion. He acknow edged that the revenue would
be | ess; however, in addition to |ooking at the wellhead, AGPA

is looking at the benefits of in-state use. Although he did not
offer a dollar anpbunt value, he anticipated a healthy return to
the state for its non-renewabl e resource. In fact, the revenue
for the sane anmount of gas will be earned over many nore years.

11:37:41 AM

SENATOR HOFFMAN opined that, for conparison purposes, it 1is
critical to define the nunbers for the |egislature' s decision-
maki ng [ process].

CHAIR HUGG NS al so asked representatives fromthe adm nistration
for nunbers fromthe admnistration's anal ysis.

11: 38: 24 AM

MR. WALKER presented the PowerPoint slide titled "Liquefaction
Cost . " He expressed his ~concern about the process the
adm ni stration used to obtain nunbers for its nodel. I n order

to fully evaluate what the admnistration did, it is necessary
to |l ook at their nodel and AGPA would like its advisor to review
the state's nodel; however, the nodel and input have not been
made avai l abl e. M. Wal ker opined that the adm nistration may
not have taken AGPA's application and nodel into consideration

The administration may have mned data from projects in
different parts of the world and of different sizes, and then
escalated costs to match the size of the project in Valdez.
Adj ustnents were also nade for the costs of construction in
Al aska. He noted his disappointnent that data specific to
AGPA' s cost analysis for the costs of |iquefaction was not used.
Publically available data causes problens due to the fact that
the information may not be specific to LNG and may have ot her
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pi peline costs included. In fact, by wusing this nethod of
evaluation, the admnistration nmay have m ssed the biggest
benefit of |iquefaction in Al aska: col d tenperatures. The gas
comes in already at 2,200 pounds per square inch (psi) in a
hi gh pressure dense base pipeline. The result of not taking this
factor in consideration may have been that the project was
charged tw ce because other projects have to pay to get to this
poi nt. Bechtel Corporation anticipates that this advantage w ||
contribute to a 40 percent nore efficient project. A plant in
Trinidad, for exanple, may not be conparable to the unique
operations in Al aska.

11:41:4 AM

MR. WALKER stated that AGPA established a partnership wth
Bechtel Corporation because they are the leader in LNG plants.
Bechtel's first plant was in Kenai and since then it has built
LNG plants around the world with the best technol ogy. Data on
AGPA' s project, including the liquefaction plant, is conplied in
Houst on, Texas. Bechtel spent approximately $8 mllion dollars,
bet ween 2000 and 2005, on putting the application together and
updating information; the conpany has spent an additional $2
mllion to conplete the AGQ A application. Approxi mately 50
engi neers have worked to develop a cost estimate specific to
Val dez, Al aska, and M. Wil ker opined that gathering data in
this nmanner is a superior process and has resulted in a better
estimate for the Al aska project. He recalled in 2006, Econ One
conpared the "Y-line" and, at that tinme, determned that if LNG
precedes the highway project by three years, the all-Al aska
project will have a return superior to the highway I|ine. He
remar ked:

And so we were surprised to see that in the netback
conparison now, ... the LNG was pushed to two years
after a highway line when we're sitting with the
benefit of $100 mllion of work by Yukon Pacific over
a period of 20 years. W ... didn't see the net
present value of it going earlier. So, we did lose in
that net present value analysis but we were two years
behind, which | certainly expect, if you' re going
later you're going to lose net present value (NPV)
analysis. ... According to our nodel, our work, our
appl i cation, we're about $1.00 per NCF [net cash
flow wellhead superior to a highway project. ... W
think if the sanme analysis was done now, it would be
even nore robust. ... Again, we would like to ... have
access to all of the data that was used to anal yze our
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application ... so we can better wunderstand the
net back anal ysi s.

11: 44: 45 AM

REPRESENTATI VE COGHI LL asked for a further explanation regarding
the estimate of $7 billion for construction of the 2.7 bcf
i quefaction plant at Val dez. He pointed out that the estimate
is exclusive of ownership and financing costs. Representati ve
Coghi || opined that previous estimates included these costs.

11: 45: 37 AM

MR. WALKER confirnmed that those costs are excluded. He

expl ai ned t hat AGPA  wants to better under st and t he
admnistration's data so that the conparisons are nore "apples
to apples.”

11: 46: 04 AM

REPRESENTATI VE COGHI LL observed that all of the previous
di scussion with regard to the price per NCF had to do with, not
only the volume flow, but the cost of transport and the

treatment plant. He encouraged wi tnesses to provide a figure
that includes the treatnent plant, the pipe, the transport, the
liquefaction, and the tariff for each. In fact, financing is a
big part of that. Representative Coghill stressed the

i nportance of nodels that bring continuity to the discussion.

MR. RI CHARDS expl ai ned that the reason the owner's and financing
costs were not included was because the data put the owner's and

financing costs in "one bundle." He said that he did not have
sufficient information to break out the total finance and
owner's cost to attribute to |iquefaction. However, this
information will be provided in the netback anal ysis.

11:47:19 AM

REPRESENTATIVE NEUMAN recalled that a previous all-Al aska
pi peline plan included building a 48 inch line, with a snaller
line down to Valdez, resulting in a Y-line. Consi deri ng
Al aska's priority to get natural gas to Alaskans, and that
devel opers can work in unison, he asked whether there is a way
to work on a line that brings that larger line into Canada and,
at the same tine, build a spur line to Val dez.
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MR. WALKER replied, "W believe so." He added that because this
project is controlled within the state and this country, AGPA
has the ability to bring gas to tidewater significantly faster
t han t hrough the Canadi an project.

REPRESENTATI VE NEUMAN commented that the question renains
whether that can be done <concurrently, wthout the Ilines
becom ng conpeting pipelines.

11:49: 32 AM

REPRESENTATI VE SAMJELS noted that the netbacks wll drive the
direction of the project. In the past, there have been | ower
vol unes and hi gher costs; however, now the market has booned,

whi ch overwhel ns the | ack of volune and hi gher cost.

11:50: 18 AM

MR. WALKER agr eed.

REPRESENTATI VE SAMUELS recalled previous testinony predicting

that the market in Asia, and particularly in Japan, wll drop
and return the market to the scenario of |ower volume and higher
cost. He asked for M. Wlker's analysis of how flexible, or
how firm the differential in the market price will be, know ng
that there will be higher cost and | ower vol une.

11: 50: 59 AM

MR. WALKER said that AGPA agrees with "gas strategies" analysis
of the future market. In addition, AGPA s analysis showed a
relationship with the price of oil of about 80 percent. He

opined that an advantage of LNG is that there are multiple
markets and premuns for natural gas even if prices cone down.
Qoviously, LNG is sold on long-term contracts, but those
contracts also provide diversion rights so that cargoes can be
taken to a higher market.

11:52: 37 AM

REPRESENTATI VE SAMUELS r enar ked:

|f you have a line going through Canada, whether you
agree with AGA ... the mnute you have that I|ine
built as you get increnmental gas, it wll always
behoove the producer of that gas to put it into main
line. And you would never accunulate enough to get a
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Y-line, and that was ny thought. ... Do you agree with
that? ... Since you d already have a pipe going from
Prudhoe to Delta, is that distance from Delta to
Val dez short enough to nmake a snaller anmount pay to
actually get the line built with that tariff?

11:53:46 AM

MR. WALKER agreed wth Representative Samuels' concern. He
opi ned that AGPA is aware of the situation; however, that is not
the driving force to get the LNGin first.

11:54: 45 AM

REPRESENTATI VE DOOGAN referred to t esti nmony from the
adm nistration's consultants that indicated that one of the
di sadvantages of shipping to Asian markets is that |long-term
contracts would have to be signed. He asked for an explanation
of long-termcontracts and "market optionality."

11: 55: 36 AM

MR. WALKER replied that long-term contracts have a floor price
and a ceiling price. He gave an exanple of the diversion of
cargo from Trinidad to Tokyo. Al'l of the costs were shared

within the fixed price range, and with the security of a |ong-
term contract.

11:56: 45 AM

REPRESENTATI VE DOOGAN asked whether the contracts are an
i ndustry standard contract or are unusual .

11:57: 02 AM

MR. WALKER responded that each contract can be sonmewhat unique,
but a 40 year history of on-tine deliveries from A aska wll
carry a prem um when conpared to contracts from other | ocations.

11:57: 33 AM

REPRESENTATI VE DOOGAN asked how a utility in Tokyo can afford to
allowits gas to be diverted to another narket.

MR. WALKER assured Representative Doogan that the contract would
be fulfilled by replacenent gas from anot her | ocation.
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11:58: 18 AM

SENATOR THERRI AULT referred to previous testinony from Econ One
about the AGPA project tine advantage and the resulting increase
in net present value given to the project. Now, the commttees
have heard a lot of technical advice that indicated that AGPA s
proj ect probably would not be able to deliver that nuch earlier.
He questioned whether AGPA has the technical ability to put the
project into production earlier.

11: 59: 26 AM

MR. WALKER said that he did not know why the technical team did
not take into consideration permts that are already held by
AGPA. He re-stated his disappointnent that $100 mllion was
spent on obtaining YPCs permts, and those permts were not
recogni zed by the technical team He expressed his hope that
the nodel will answer that question.

12: 00: 15 PM

CHAIR HUGGE NS announced that the hearing would [recess] wuntil
1:30 p.m

CHAIR HUGE NS cal l ed the neeting back to order at 1:23:06 PM
1:39:47 PM

MR. WALKER continued his presentation and pointed out sone
positives that should be considered with the AGPA project, such
as that it is 100 percent within the Trans-Al aska Pipeline
System  ( TAPS) corridor from Prudhoe Bay to Val dez.
Additionally, he noted that the AGPA project is in a designated
federal and state conditional right-of-way (RON. He el aborated
that the TAPS corridor has been referred to as the nost studied
piece of earth on the wearth, having submtted to three
environnmental inpact statements (EIS), two from Al yeska Pipeline
Service Conpany (Al yeska), and one from YPC He noted that an
in-state line avoids foreign issues, since all the issues can be
resolved in Al aska and the United States. He opi ned that AGPA
is very pleased with what YPC has done, wth probably five
different conpanies performng due diligence on the work and
none has conme back and said the permts are wthout value.
Instead, all reported the permts are valuable and that they
have been updated, renewed in a tinmely manner, and have not
expired, he stated. Sonme reviewers have said the environnental
data is alnbst nore inportant than the license itself. He
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poi nted out that sone of the permits took seven to eight years
to obtain and that the process to update is nuch sinpler and
easier than initiating a new permt. He offered his belief that
it saves years, although just how many years is one of those

i ssues that no one is going to know for sure, He noted there
are 12 permts in all that were submtted in its initial
application and in prior submttals to the |egislature. He
referred to the acceptability of gas and of Alaska's gas in the
Asi an mar ket . He opined that consultants can take different
positions on the sane issue. He said that what gives him

confidence is about a nonth ago, he net with Tokyo Gas and Tokyo
Electric representatives and discussed this project with them
He noted that nost of +the discussion related to their
satisfaction with 40 years of shipnments of on-tinme deliveries

from Al aska. He elaborated that these conpanies are getting
ready for a big celebration of the 40'" year of that contract
He opined that stability of supply wll continue to be a very

high priority to them He pointed out that at no point did the
executives discuss the level of Btus and heat content, or wet
gas versus dry gas. M. Wl ker maintained that the on-tine
deliveries spanning 40 years "seened to be nost on their mnd in
our discussions.”

1:43:40 PM

CRAIG RICHARDS, Attorney, Wil ker & Levesque, referring to the
slide |abeled, "Canadian Delay - Bennet Jones Report", offered
to briefly review concerns and issues. He stated that the

Canadi an Northern Pipeline Act (NPA) was passed in the 1970s as
part of the "push" during that tine period to grant what m ght
be considered an exclusive license to Foothills Pipe Lines Ltd.
(Foothills), now TransCanada, to arrange for the Al aska pipeline
to go through Canada. He related that the NPA created an agency
to oversee all the rights of way and permtting for TransCanada.
However, nmuch like the environnental laws in the U S. during
the 1970s, 1980s, and 1990s, environnental laws in Canada
matured resulting in regulatory structures |ayered on top of the

NPA. It's unclear in Canada whether or not the exclusive
regul atory aut hority of t he NPA controls, or whet her
[ TransCanada] will also need to conply with all the regulatory
requirenents from the additional laws that have passed since

that tinme, he stated. He opined that the single nost inportant
information in the AGA findings is the Bennet Jones report,
which is an 80-page report that essentially discusses all of the
issues of Canadian land rights and Iland acquisitions for
Tr ansCanada. He el aborated that the report discusses not only
TransCanada' s proj ect, but al so hi ghl i ghts i ssues an
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i ndependent, third party project, such as the Denali project,
woul d face. He referred to the next slide |abeled, "Canadian
Del ay" and stated that when TransCanada cane forward with its
application it estimated 2017 as the date in which it could
bring the first gas to market, and it allowed five and one-half
years for regulatory conpliance in Canada. He noted that the
Bennet Jones report indicated that five and one-half years is
sinply the best that could happen, which he opined is not
likely. He offered that a nore likely tinmefrane is seven to
eight years, which he surmised is why the admnistration
probably pushed TransCanada from 2017 to 2020. He stated that
the AGPA application cane in with about the same 2017 tine

period, ignoring the advantages of the YPC s |icenses. He
opined that the AGPA believes the tinme period could actually be
one or two years earlier. However, he noted that AGPA

conservatively is using the 2017 tinme frame. However, he opined
that AGPA imediately has a two to three year advantage over
TransCanada' s pr oj ect si nce t he adm ni stration noved
TransCanada's start date forward two to three years based on the
Bennet Jones report. He opined that the main issue in Canada is
that TransCanada does not have a legal right-of-way (ROW. He
explained that the route is not clearly identified, which neans

that TransCanada, according to Bennet Jones, wll need to go
through a lengthy ROW project simlar to the Mackenzie Valley
Gas Project. The second source of delay that the TransCanada

project suffers from is the risk of [negotiations with the]
First Nations which is nore difficult to quantify, he opined
He explained that approximately 40 aboriginal First Nation
groups within the British Colunbia, Yukon, and Al berta areas
were identified by TransCanada in its application, which it nust
i ndependently consult.

1:47: 48 PM

MR. RICHARDS continued by stating, "This is what really put the
halter on the Mackenzie Valley Project. In 2005, Mackenzie
Valley basically stopped all i npl enentation and design
activities and turned the project solely into a regulatory
conpliance node." He opined that Mackenzie Valley needs to

resolve the First Nations issues and get through the regulatory
process before it can resune. He surmised that "essentially it
cane down to noney." He noted that the Bennet Jones report
hi ghlights that |egal challenges to TransCanada by First Nations
for a failure to consult, or alternatively, consulting wthout
arriving at an acceptable outcone, could result in lega
chal | enges. He speculated that litigation to resolve the First
Nations issues mght take fromthree to ten years to resolve.
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1: 50: 30 PM

MR. RICHARDS, in response to Representative CQuttenberg, answered
that he did not know whether the relationships that were
devel oped in the Mackenzie Valley process could be transferred
to TransCanada.

CHAIR HUGE NS suggested that the conmttees would have an
opportunity to hear testinony from TransCanada and the
adm ni stration, which could address that matter directly.

1:51: 16 PM

SENATOR WAGONER opined that his information is different than
M. Richards'. He inquired as to whether he could confirm that
the admnistration is using the conpletion date of 2020 based on
t he Bennet Jones report.

MR. RICHARDS said he thought the admnistration is basing the
conpl etion date on the Bennet Jones report.

CHAIR HUGG NS interjected that the administration could clarify
that matter when its representatives testify before the
commi ttees.

1: 52: 22 PM

REPRESENTATI VE W LSON inquired as to whether the Bennet Jones
report differentiates between tinelines for a Canadian group
versus a group outside of Canada.

MR. RICHARDS recalled that the Bennet Jones report estimted
that the NPA single w ndow provision would give TransCanada a
one-year advantage over a third party project.

1:53:12 PM

MR. RICHARDS related that one of the four major delays is NPA
exclusivity. He explained that a third party is allowed to
build just outside the regulatory franmework. Thus, a third
party could build "outside of the Northern Pipeline Act and any
exclusivity that TransCanada has there." Thus, this is "teeing

up as a bhig challenge and a big fight" since the Denali project
must argue that it is not exclusive of TransCanada, and
TransCanada will have to "defend its turf" to assert it is the
only one that can nove forward with the Al aska H ghway route.
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He opined that the final source of delay is the repeated public
statenents by producers that the "Mackenzie Valley has to go

first.” He referred to a quote from a representative of
ConocoPhillips Alaska, Inc., that Mackenzie Valley's project
must go before Alaska's project. He further opined that the
reason for that is that as Alberta nmatures and its basin begins
to decline, the plan, from the producers' standpoint, is to
bring Mackenzie Valley on line to offset the gas no |onger

available from Al berta, in order to capture the difference in
mar ket growt h. Once Mackenzie Valley matures, Al aska gas could
come in and offset reductions for that field, he predicted.

CHAIR HUGA NS offered that the commttees will seek to hear the
perspective fromthe Denali project nenbers on that issue.

1:55: 43 PM

MR RICHARDS referred to his next slide |abeled, "Canadian
Del ay". He explained that this is a hypothetical nodel for the
timng profile that attenmpts to fit a reasonable risk
distribution for the timng elenents of the project based on the

Bennet Jones report. He explained that the slide is based on
the estimated tinefrane of five and one-half years to resolve
all land issues for TransCanada's application. He pointed out
that the nore likely seven to eight year tinme period is

represented on the graph at "P 50" and the ten year period
represents the tinmeframe that exclusivity runs out under the

AGd A license. He related that this graph represents an
artificial distribution curve around the three dates to
highlight the "tail distribution." He opined that one nust

recogni ze that sone probability exists that the right-of-way
(ROW, Mackenzie Valley, and First Nations issues previously
identified may take from 10 to 15 years, or beyond, to resolve.
He highlighted that until the process begins and the producers
react with respect to exclusivity provisions, it isn't possible
to accurately assess the risk distribution, or how long the
process will actually take.

1:57: 21 PM

REPRESENTATI VE NEUVAN asked M. Richards to comment on using a
hypot heti cal assunption of demand for gas at 2018.

MR. RICHARDS responded that the graph outlines the nunber of
years it would take to get permtting in Canada "once you get
the ball rolling." He related his understanding that the five
and one- hal f years [for perm tting] corresponds with
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TransCanada's 2017 date. He further commented that the nost
aggressive [permtting] scenario that Bennet Jones predicts is
2017, which is represented on the graph at the point the line
begins to sharply rise up [between years five and six]. He
opined that the Bennet Jones report outlines the issues very
t horoughly and he encouraged nenbers to read the report.

1: 58: 42 PM

REPRESENTATI VE W LSON asked whet her gas that comes online before
the Mackenzie Valley gas would be used, should any project be
conpl et ed ahead of schedul e.

MR. RICHARDS answered that he thought that would be a good
guestion to ask the Denali project representatives.

1: 59: 28 PM

MR. WALKER referred to the next slide [|abeled, "Risk" and
offered AGPA's view on the risk about LNG versus pipeline. He
noted that AGPA was advised by its consultant contractor Bechtel
Corporation, wth respect to the all-Al aska project, that higher
risk exists for the pipeline than for [liquefaction. He
explained that |Iliquefaction is well devel oped, that the
technol ogy that would be used was developed in other projects
around the world, and that the risk factors associated wth
I iquefaction would be of a |esser percentage than the risk with
the pipeline portion of the project. He offered that discussion
has transpired in the pastlOdays with respect to the comercia
pi eces associated with the LNG project. He recogni zed that the
gas pipeline, the gas inlet, |iquefaction, shipping, and re-gas,
are all pieces that would need to be negotiated. He pointed out
that this is not the first liquefaction project, as the N kiski
LNG plant canme first. He opined that AGPA is not concerned
about the comrercial negotiation between wlling participants
and that AGPA s consultants have advised them that success wll
require a nunber of <contracts to come into place but that
doesn't represent a particular downside or a threat to the
proj ect .

2:01: 20 PM
REPRESENTATI VE COGHI LL inquired as to whether AGPA could provide
nodeling for the proposed project and for <costs of the

conponents of |iquefaction, shipping, and gas conditioning with
timelines in present dollars.

JT. HRLS/ SENR COWM TTEES - 28- June 12, 2008



MR. WALKER answered that its AGA application contains a
conplete working nodel with every piece of the project nodel.
Wil e he acknow edged that the nodel itself is confidential, he
offered that AGPA could provide a summary of the nodeling. He
further answered that AGPA has been continuing to work on the
i quefaction piece of this project and that he believes it wll
be acconpl i shed. He opined that AGPA believes, with respect to
the pipeline and gas conditioning, that TransCanada is the best
option per the qualifications and experience in a northern
climte. He noted that AGPA has previously reviewed different
conpani es on the pipeline conponent, and that it has undergone
menor anduns of understanding (MOU) wth sonme conpanies, AGPA
"would be absolutely thrilled to work with TransCanada." He
further noted that if one project is ready to go sooner and it's
the all-Alaska route, that "we would like to do that, our first
choice; we would do it in some way under AG A with TransCanada."

2:05:55 PM

REPRESENTATI VE FAI RCLOUGH rel ated her understanding that AGPA is
attenpting to convince the commttees that LNG is good for

Al aska. However, before the legislature is a |licensing
application for TransCanada, she stated. Therefore, she said
she would like to know from AGPA how its [application] conplies
or does not conply with AdA She pointed out that the
committees are not considering an in-state route, but is
currently only considering TransCanada as the |licensee to

operate a pipeline through Canada. She noted that AGPA has
rai sed sone questions, specifically that the |egislature should
chal l enge [TransCanada] on its nethodology for a cost-nodeling
scenari o. She recalled slides that showed variables for costs
in constructing an LNG plant, but did not provide any specifics
on a tineline and provided a wide range of costs with the top
figure at $40 billion. Secondly, she further inquired as to
whet her AGPA wants the l|legislature to consider AGPA s proposal,
and if so, why is its proposal better than TransCanada's
pr oposal . She noted that with the nopdeling on the net present
value (NPV), she questioned whether the admnistration has
nodeled it correctly if AGPA was the first project noving
forward versus the second following the rmajor pipeline.
Thirdly, she further inquired as to what the adm nistration has
not considered, from AGPA's perspective, in the admnistration's
analysis of advancing TransCanada before the |egislature.
Finally, she inquired as to what the |egislature should be
cautious about since she scanned the presentation and did not
see those issues raised. She said she hoped that instead of
continuing with an in-state conversation over the next nonth
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that AGPA could formulate and nodel sone of these issues.
Representative Fairclough reiterated that " "' m considering
a yes or no vote on TransCanada and questions that | need to ask
to make that evaluation."”

MR. WALKER answered that TransCanada's application provided for

an open season for an LNG project in Valdez. He stated that
AGPA is not asking the legislature to choose its project over
anot her project. However, he opined that the AGPA project wll
be ready to go first. He expressed concern about waiting for
another project before the all-Alaska |ine can proceed. He
noted that AGPA is pleased the pipeline conpany would bring the
gasline to the inlet of the [proposed] liquefaction facility in

Val dez, which he offered is "pretty clear in the application.”
He reiterated that AGPA is not trying to conpete, but that it
would |ike to keep all the options open. He continued:

And all we're saying is that if the all-Alaska line
can work within AGA - we're not trying to cone and
ask them we've been through whole process - we're
| ooking at an applicant, a good applicant, a good
application, that is referencing, nmake a specific
reference to being able to, and would be willing to
bring a line to build the all-Al aska |ine.

2:10: 20 PM

REPRESENTATI VE FAI RCLOUGH, as a followup question, inquired as
to the source of the gas. She related her understanding that
AGPA considers the source from Prudhoe Bay. She said:

We've asked specifically whether the Alaska Ol and
Gas [Conservation] Conmmssion (AOGCC) is going to
advance a letter for nore wthdrawal because, at |east
those of wus who served [on the House] Resource[s]
[Commttee] heard from Cathy Foerster saying that that
nunber woul d be reduced, not increased.

MR. WALKER responded that the gas would cone from the sane
source that it would for a Canadian project. He pointed out
that if the [projected] anbunt is going to be reduced, that the
AGPA is the smaller project and does not have to wait for
addi tional discoveries or gas to be proved. He highlighted that
if AGPAis within the limts of the offtake of AOGCC, given that
the project is ready to proceed, AGPA hopes it would be allowed
to go first with the all-Alaska line while other explorers are
gueuing up to provide additional reserves. He expressed concern
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for delays to resolve issues associated with a project in

Canada. He highlighted and quoted TransCanada in its
application as stating, "W think it's a wonderful thing, a
wonder ful opportunity.” He further highlighted that TransCanada

said it will hold an open season for the all-Al aska |ine.
2:11:46 PM
REPRESENTATI VE FAI RCLOUGH sai d:

Respectfully, 1 haven't been convinced that we have
enough gas to do the full pipeline |et alone sone kind
of a "Y-line" that would go down to Val dez, so | guess
t hat S where you need to | obby me from
Representative Samuel s specifically spoke to and asked
questions in Juneau on the fiscal econom es of being
able — for a producer to commt - to nove off the main
line once the main line went in so if your proposa
from ny perspective right now is not successful as
being the winner in-state, to bring the gas right to
you, it will be years and years, if ever, that we can
provide the "Y' comng off of it or go to LNGif we go
t hrough TransCanada. The 4.5 route, won't be able to
take 2.7 off of it.

2:12:39 PM

CHAIR HUGA NS offered to get further clarification from AOGCC.
He stated that the commttees anxiously await that projection
since it has a major bearing on the matter.

2:12:56 PM

MR. WALKER conti nued. He maintained that AGPA is not trying to
stop anot her project. He stated that if a project is ready to
proceed, that is within the limts of AOGCC offtake and is good
for Alaska, that project should not be delayed and we "should

get gas noving as quickly as possible.” He offered to present
AGPA' s economic nodel as it did two years ago during a three day
presentation in Juneau. He explained that AGPA did not tailor
its presentation to include its econonmc nodel, which was
created by a Washington D.C. conpany that prepared the cost
anal yses on a nunber of LNG projects around the world. He

reiterated his support for AGPA s econom ¢ nodel

MR. WALKER noted that AGPA exanmines its project's risks and he
said he feels that it does control the risks associated with
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AGPA' s project, which he said he thought was inportant to note.
In response to Representative Doogan, M. Wil ker answered that
he is referring to permtting risks.

2:14: 36 PM

REPRESENTATI VE DOOGAN inquired as to whether the Federal Energy
Regul atory Comm ssion (FERC) will be involved in permtting the
AGPA' s project.

MR. WALKER responded that the board nmet with FERC in Val dez and
reached a decision that AGPA would go through the FERC process
due to concern that delay that would be caused in trying to
avoid the FERC review He highlighted that the benefit of
submitting to the FERC process is that AGPA would have the
mar ket "optionality" of going to Hawaii, the West Coast, and the
Asian market. He opined that if AGPA did not submt to the FERC
process, that it would be limted to just the Asian narket.
Thus, he noted, AGPA's preference is to submt to a FERC
process.

2:15: 50 PM

REPRESENTATI VE DOOGAN clarified and surmsed that all pipeline
groups nust go through FERC review.

MR. WALKER answered that Representative Doogan is correct.
2:16: 03 PM

REPRESENTATI VE THOVAS noted that "timng is everything" and
related his understanding that the potenti al exists for
TransCanada to build a line to Val dez. He noted that he agrees
with M. Walker, if the state is limted in the gas resource

that AGPA is a smaller offtake, which potentially "gets the gas
novi ng. " However, he also pointed out that "we have this
| oomng situation of supply and energy for the US.™ He
inquired if Canadian production drops off whether AGPA has
exam ned the potential of West Coast receiving stations,

particularly "due to the lack of +the Alaska |ine being
economcal with 4.5 bcf going down [the pipeline] because it's
l[imted from Prudhoe.” He further inquired as to whether M

WAl ker foresees that the receiving stations on the Wst Coast
"picking up that slack” to at |east put gas into the Wst Coast.
He noted that California has a big market that mght lose its
supply goi ng through Canada.
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MR. WALKER answered that many have reviewed this, in fact, AGPA
has a relationship with Senpra Energy and is bidding on a
capacity of their existing termnal. He explained that AGPA has
had nunmerous neetings with those that hold a permt for a port
facility in Kitimat, British Col unbia. He specul ated that sone
conpanies in Oregon and Washington believe they wll get a
permt as well. However, AGPA has a relationship with "the one
that does have the only receiving term nal and one that has the
permt to build one," he said. He stated that if the situation
and circunstance required it, that shipment could be diverted to
those locations. He offered that AGPA is aware of the issues of
the Jones Act and have |ocated tankers that would be Jones Act
conpliant. He opined that AGPA could accommbdate that scenari o.
He further opined that a benefit of LNG is that one can divert
from one location to another as long as one is covering the
mar ket obl i gati ons.

2:19:37 PM

SENATOR WAGONER i nquired as to why representatives from BG Gas,
Bechtel Corporation, Senpra Energy, and others are not present
at this hearing if these conpanies plan to be an integral part
of the project.

MR. WALKER answered that representatives from the Bechtel
Cor poration have appeared in Juneau to provide cost anal yses and

cost estimates in the past. However, he noted that Bechtel
Corporation has concluded its role in terns of the application
process. He offered to prepare an analysis of their cost
estimates. He related that AGPA's relationship wth Senpra
Energy was termnated due to the lack of the availability of
gas. He opined "that's really what this cones down to, is gas

going to becone avail able?" He highlighted that AGPA has an
ongoing relationship with Senpra Energy in terns of the term nal
in Costa Azul. He noted that AGPA has had a nunber of conpanies
it has worked with for a period of tine. However, no one has
departed due to the economics of the project, he explained.
Instead, the reasons for their departure are for other issues
such as gas acquisition, he related. He opined that this is an
unusual structure, that TransCanada is in the sane situation of
"trying to put together a project wthout gas is pretty
chal l enging."” However, LNG is an economc option. He explained
that AGPA's purpose is to make sure that people are aware that
the all-Alaska line has the -economcs and the structural
advantages to go first, and not necessarily wait an undeterm ned
period of time for another project to happen first. He offered
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that AGPA believes that "getting gas to Al askans now is
critical."

2:23: 08 PM

SENATOR HOFFMAN posed a scenario in which the |legislature
desires nore than one conpetitive applicant and votes the
license dowmmn. He inquired as to what the nodifications to A A
woul d be required in terns of the all-Al aska project.

MR. WALKER answered, "That is a tough question because a lot is
riding on this issue." He stated that AGPA has not exam ned
AGd A from the standpoint of how to anmend it to help the all-
Al aska project. He opined that AGPA has viewed the project in
terms of howit can work within the provisions of AGQ A

2:24: 28 PM

SENATOR  THERRI AULT rel ated hi s under st andi ng t hat t he
adm ni stration has received sone criticismfor the nodeling that
it prepared for an LNG project because of the size. He offered
that a nodel exists that can be sized to different throughputs.
Senator Therriault expressed interest in obtaining nodels for
the LNG and asked what capacity should be requested, such as
1.5, 1.8, or sone other capacity.

VR. WALKER answered that he would suggest t hat t he
adm nistration nodel be based on 2.7, but that they nay have
already run that nodel, and if so, he offered that AGPA woul d
i ke to have access to the nodel.

2:25:16 PM

SENATOR THERRI AULT recalled that M. Wilker noted that the
nodel s and cells have been shown. However, he also recalled
that M. Walker also nentioned confidentiality of the nodels.
He inquired as to whether the AGPA's nodel is available or has
been available to the adm nistration or to TransCanada to revi ew
and exam ne the mat henmatics of the nodel.

MR. WALKER answered that the entire nodel was made available to
the adm ni strati on.

2:25: 52 PM

SENATOR THERRI AULT asked, "If TransCanada has conmitted to an
open season for LNG is there a way to just let the market sort
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this out?", He opined that if AGPA put together all of the
pi eces for an LNG project and has a source of gas and the end
mar ket, AGPA could participate during the open season, bid on
the capacity for the line to tidewater, and if all those "pieces
fall into place then you're the w nner." He surmsed that if
the pieces "fall into place in conjunction, at the sane tineg,
with the overland, then fine." However, he related his
understanding that TransCanada nmade a commtnent that if LNG is
"the only thing that shows up" that TransCanada w Il follow
t hrough with devel opi ng the LNG project.

MR. WALKER answered, "W're alnost there as far as the way you
describe it." He offered that AGPA looks forward to putting
toget her the pieces necessary to neet TransCanada's open season.
However, he nmaintained that AGPA does not want to wait for a
Canadian line to go before it can participate. He further
mai ntai ned that once it is ready to proceed and has the shipping
commtment, that AGPA will want to be able to participate.

2:27: 29 PM

MR. WALKER referred to his last slide, |abeled, "Way Forward
Options.” He opined that many of the risks can be shifted and
shared anong the val ue chain. "This is one that can't be, we
don't think." He expressed that he's observed what has happened
to the cost of energy in the past 12 to 24 nonths and cauti oned
that if nothing happens, that it represents a huge risk for the
state. He highlighted that he conpiled a book of 162 articles,
including ribbon cutting cerenonies, studies, and incentives
between 1987 and 2004, that provides a snapshot of AGPA s
pr ocess. He noted the |lengthy process was troubling since AGPA
expected a project would "start the vehicle and off we go. And
it didn't."” He related that AGPA wants to make certain that
this process is successful and that it thinks it has the
solutions to nove forward within AGQ A He reiterated that AGPA
is not trying to disrupt the process or proceed ahead of anyone,
but is just trying to bring gas to Alaska. He opined that if a
proj ect does not bring gas to Al aska, there won't be anyone |eft

to benefit from it. He urged legislators to proceed with a
project that is "right-sized" right now and not to wait for
soneone else with a bigger project. He offered that a |ot of

work has been expended, with failed efforts going back to the
|ate 1980s. He stated that AG A is a good process. He recalled
that Comm ssioner Irwin said, "W need one good applicant." He
opined that "we have a great applicant."” He cautioned
| egislators to not let the process prevent a project from noving
forward.
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2:31:44 PM

SENATOR W ELECHOASKI offered his appreciation for the efforts
that AGPA has made to work to supply gas to Alaska. He inquired
as to whether a vote to approve TransCanada's |icense would
effectively preclude any other gasline because realistically
Al aska does not have sufficient gas offtake for other projects.

MR. WALKER answered that it could, but he did not necessarily

think it would. He offered that AGPA is working with the
adm nistration. He said that he hopes that a way exists for the
state to nove forward with TransCanada and mnimze risks. He

opined that if AGPA can reach that understanding, that he would
recoomend to the board to give unconditional support for the
AG A process. However, if approving TransCanada's license is
going to delay the process, he opined that he did not think that
t he board could agree to the project.

2:33: 57 PM

REPRESENTATI VE WLSON inquired as to the "decision tree" to
deci de whether or not the AGPA project would be included or
excl uded. She related her belief that nany Alaskans ook to
AGPA to push, challenge, and ask the critical questions. She
asked M. Walker to advise the legislature with respect to a
decision tree prior to a vote on the TransCanada | i cense.

MR. WALKER expl ai ned AGPA' s decision tree such that AGPA desires
to work with the admnistration and TransCanada and w || report
back to the legislature its efforts. He pointed out his good
wor king relationship with both entities.

2:37: 14 PM

REPRESENTATI VE KAWASAKI, with respect to a "Y-line" concept and
whether the AG A application would preclude the AGPA Iine,
related that TransCanada, in its AG A application, expressed a
willingness to examne a third party LNG terminal if sufficient
interest is expressed by shippers in an initial open season.
Secondly, he inquired as to whether M. Wil ker could conment on
the possibility of a TransCanada LNG term nal at Valdez and al so
on TransCanada's assunption of an increase in the initial
project to 6.5 Bcf if 4.5 Bcf were conmitted to Val dez.

MR. WALKER recalled TransCanada's application and expressed
concern that it wuld constitute a problem if a 6.5 Bcf
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commitment was required at an open season. He opined that
Representative Fairclough was correct, that there will not be
6.5 Bcf at an open season. He said:

VWat we are saying is if there's twd, two and one-
half, or three [Bcf], that there's not enough for a
Canadian line, but enough for an all-Al aska Iine;
that's what we want, we would like to have them build
a pipeline to the termnal at that point. If we
participated and had the pieces of the consortium of
I iquefaction, and all those pieces; | guess that's
what we're trying to sort out.

2:39:35 PM

MR. WALKER referred to the slide |abeled, "Which Project Goes
First." He said he believes that the adm nistration thinks that
the TransCanada line wll go first. He related that AGPA
di sagrees and mamintains that the all-Alaska line will go first.

He opined that the market will decide and should decide which
goes first.

MR. WALKER referred to the slide |abeled, "Way Forward Options."
He said he believes that if AGA is not successful, that the
state should becone very involved in the process as the pipeline
owner . He related that he spent last sumer in Houston, Texas,
and that conpanies there felt the nobst productive nodel for a
gasline is for the state to step forward as the ower. He said,
"When the host governnment - their terns not mne - steps forward
wi th an open season, you nominate." He opined that if this were
a gold mne that needed a road, the state would build the road.
He related that Al aska is unique. He offered his belief that if
the AG A process fails, that the nost successful nodel is for
the state, which has the financial resources and the equity to
build the pipeline. He opined that it is not the obligation of
the producers under the |leases to build the pipeline. He said,
“If a pipeline is available through an open season process, we
believe there is a strong obligation for them to ship." He
offered his belief that the best scenario is for the state to
become a mmpjority owner in a pipeline project and "get gas
nmoving in Al aska."

2:44: 14 PM
The comm ttees took an at-ease from2:44 p.m to 2:50 p. m

2:50: 43 PM
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CHAI R HUGA NS announced that the next order of business would be
to hear a presentation by Harold Heinze, the Chief Executive
Oficer from the Alaska Natural Gas Developnent Authority
( ANGDA) .

HARCLD HEI NZE, Chief Executive Oficer, Al aska Natural Gas
Devel opnment Authority (ANGDA), introduced Tony 1lzzo, who is
under contract with the ANGDA for one year to assist with gas
issues related to electric utilities. He offered that ANGDA, a
public corporation of the state, is conprised of seven board
nmenbers, who just held a board neeting yesterday in Anchorage in
order to apprise nenbers on the gasline issues before the
| egi sl ature.

2:51: 43 PM

MR. HEINZE advised that ANGDA was created through a voter
initiative and was established by statute AS 41.41. The
organi zation has a broad grant of power and authority over
natural gas and "getting it to market” in a manner that benefits
Al askans. Since 2003, ANGDA has been working towards that goal.
He noted that he will appear before the body again in Anchorage
to present nore detail. He further noted his presentation is
focused on several issues of inportance to Fairbanks including
propane and natural gas. He continued:

ANGDA believes the best decision that you as a
| egi slature can nake, is to pronptly approve the AG A
license granted to [TransCanada]. W believe that
will result in a circunstance where we have at | east
two pipelines conpeting to build a big pipe through
and out of Al aska. And we believe, that in the |ong
run, all the other issues that we can see related to
in-state gas can be nobst successfully resolved in a
cormercial sense by dealing with both of those
pi pelines through negotiation and novi ng forward.

2:53: 59 PM

MR. HEINZE referred to the first slide which is a map of Al aska.
He pointed out a series of lines that are intended to convey
ANGDA's long term point of view that the issue of natural gas
fromthe North Slope is not an issue of one pipeline. He said,
"It is an issue of many lines feeding in, feeding off, lots of
destinations, lots of entry points.™ He opined that one vital
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consideration for Alaska is to think of the North Sl ope resource
as a source of fuel. He surm sed that when the pipeline is
carrying about 4.5 billion cubic feet (Bcf) of gas, it wll
provi de an excess of 50,000 barrels a day of propane. He said,
"I'f we can think of everything we could ever think of in Al aska
to do with propane, we mght need 10,000 barrels a day, and the
nunber m ght be closer to 5,000 [barrels] per day."

MR. HEINZE referred to the next slide |abeled, "Connecting
Al askans To Their Natural Gas" and stated that yellow on the
chart shows the estimated transportation of propone to Al askans,
who are not on a pipeline, but may be on a road system a river
system or along the coast. He explained that as the pipeline
woul d extend from the North Slope through the Brooks Range to
the Yukon River, which is a likely avenue of comerce to nove
propane. Once the gas reaches the tide water it can be shipped
along the coast to points such as Juneau, Ketchikan, and
Kot zebue, he stat ed. He surm sed that access to propane can
of fset residential energy costs. He opined that propane may be
a good alternative fuel for rural Al askans. He further opined
that the reason to highlight this at this juncture is to
illustrate that Al askans don't have to wait for a pipeline to
bring propane to those comunities. He pointed out that those
| egislators who have examined the North Slope are aware in
handling 8.5 Bcf/d on the North Slope, that an abundance of
propane will be available. He noted that propane is used in the
gas conditioning process as a refrigerant. He stated that if a
whol esale facility on the North Slope was established, that sone
entrepreneurs mght "find a way to very economcally haul it
down into this area and make it available.” He surm sed that
alternative fuel mght be very attractive, such that currently
some conpanies have concluded gas contracts wth Fairbanks
Natural Gas, along with plans to build a liquefaction plant and
bring gas to the Fairbanks area. He further surm sed that "the
econonmcs have to be there to meke propane work in a very
simlar sort of way." He highlighted that propane does not
require "quite the level of sophistication to handl e and nove."

2:58: 07 PM

SENATOR W ELECHOWSKI inquired as to whether M. Heinze could
provide a cost estinmate to heat a honme with propane in areas
such as Fairbanks or Bethel.

MR. HEINZE responded that ANGDA is currently working with the

City of Tanana on a denonstration project to determne how to
use propane in their comunity. He opined that a conmunity may
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decide the best use is to use propane to provide cogeneration in
the schools. He admitted that he did not know if propane is the
best fuel to heat a honme in Fairbanks. However, he pointed out
that it my be the best thing to cook with or for power
gener ati on. He explained that the basis for economcs on a
British Thermal Unit (BTU) basis is that propane is |ike gas.
He stated that in exam ning the value of gas in the North Sl ope
conpared to oil that the value is significantly |ower, perhaps a

50 percent discount. He opined that if the propane can be
transported reasonably and efficiently, "you can capture a |arge
anount of that discount." Thus, the opportunity exists for a

significant reduction in the total energy cost in terns of that
alternative.

2:59:42 PM

REPRESENTATI VE SAMUELS stated that he would ask the sane
guestion that he asked of M. Wil ker [the representative from
AGPA] . He inquired as to whether it would be better to build
one plant at the Yukon, in Fairbanks, or in Valdez, and pay the
di stribution costs, or to build a plant in each |ocati on.

MR. HEI NZE responded that propane is very easy to separate out
of the natural gas stream He explained that a small side
stream off the pipeline would offer the ability to "sieve the
nol ecul es out, in that sense, by just sinply cooling the gas."
He el aborated that it is a liquid and that it is not hard to get
in that form He said, "Every conpressor station along the
pi peline; there will be propane avail able there because it's one
of the first steps in conditioning the fuel to the turbine is to
basically drop out hydrocarbon |iquids." He surm sed that the
plants are fairly inexpensive. He highlighted that ANGDA will
be working on a business plan and a technical plan to install a
facility at Prudhoe Bay with the intent of creating a whol esal e
propane point. He continued:

That plant nmay cone from West Texas. W nmay be able
to find a plant that is used to straddle a pipeline
right now and would be very usable for this purpose.
It is a fairly conmmobn practice to do what [|'m
describing in terms of propane.

3:01:43 PM
MR HEINZE referred to slide three, |abeled, "2006 Study

Concl usi ons"” and stated that the potential exists for a |ot of
petrochem cals since with a natural gas stream of an estimted
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4.5 Bcf/d, over 50,000 barrels a day of propane and
approxi mately 200,000 barrels of ethane, coupled wth nethane,
are also produced. He referred to a study ANGDA provided
nmenber s, prepared by the noted consulting firm Sci ence
Applications International Corporation (SAIC), under contract by
the U S. Departnment of Energy. He explained that the study
detailed Alaska's gas supply and demand and focused on
residential and commercial, use as well as the potential val ue-
added type of industries that m ght be achievable in Al aska. He
noted that the conclusion is shown on the graph in slide three.
He further explained that the height of each of the bars
represents the highest price that an entity could pay for gas

and still nake a reasonabl e decision. He highlighted that in
the case of commercial residential, at the price shown, one is
better off to use gas than, for exanple, to burn fuel oil. He

noted that those industries that fall below the "market price
bar" are industries that could not afford to remain in business.

MR. HEINZE referred to slide four, |abeled, "2008 Updated Study"
and stated that ANGDA hired the sane team to rerun the results
using current oil prices. He pointed out that the results show
a dramatic change. He conti nued:

Nobody is going to build a petrochemcal plant in
Al aska based on that portrayal, but what it should
make clear to you is the assessnment of whether there
is a potential for the wuse of ethane, nethane,
propane, butane, in Alaska in a val ue-added sense, or
even nethane in a value-added sense, you should be
willing to think about the fact, that in a high priced
world, a high oil priced world, it's very attractive.
And the other part of that graph you mght notice is
that all of a sudden the things that are commercially
attractive now are adding up to a nunber of over a
billion cubic feet per day.

3:05:27 PM

MR. HElI NZE noted that ANGDA' s consultant will be in Anchorage to
answer questions in nore detail.

MR. HEI NZE t hen remar ked:
The inportant thing to realize is that this represents
an opportunity neasured in many billions of dollars of

investment in tax base for a local conmunity. It
represents thousands of jobs and it represents
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billions of dollars of annual inconme so the stakes
here, in terns of making sure we preserve these
opportunities for the future, is key.

MR. HEINZE recalled Representative Neuman's questions about
"val ue- added" and stated that one of the big concerns expressed
was to ensure the state does not |ose control of the natural gas

[iquids (NQ). He stressed that retaining NG is inportant
"even if it is not for another 10 years or 20 years." He
conti nued:

Basically, the answer to that is, it's going to be

done through the commercial arrangenents and the best
way to make those commercial arrangenents is for the
state through an entity, some sort of conmmercial
entity, it may not be us, but sone sort of conmerci al
entity to participate in the design and building of
the pipeline to assure that we preserve the processing
rights in the state.

MR. HEINZE offered that then the state would need to purchase
the "nol ecul es” from "people who have the gas.” He highlighted
that ANGDA intends over the next six nonths to a year, to use
its funding to study in-state issues to "flesh out" the
potential for these industries and |ocations. Al t hough this
study was perfornmed for Cook Inlet, he surmsed that [a]
petrochem cal [industry] mght very well work for Fairbanks due
to the proximty of the pipeline and the Alaska Railroad to
transport the resulting product to the Port of Anchorage for
further shipnent. He acknowl edged that the |egislature engaged
a consultant to examne the potential gas-to-liquids conversion
on the North Sl ope.

3:08: 39 PM

REPRESENTATI VE GARDNER related her wunderstanding that ANGDA
supports the TransCanada proposal under AG A and urges the
| egislature to endorse it, and that the state should retain
processing rights to the NGs. She inquired as to whether M.
Hei nze could speak to how the current proposal before the
| egi slature helps the state to retain processing rights or if it
interferes with that effort.

3:09:18 PM

MR. HEINZE responded, "The encouragenent to grant the AGQA
license is in the belief that the best commercial terns are

JT. HRLS/ SENR COWMM TTEES -42- June 12, 2008



going to be struck if there are two pipelines both trying to
nmove North Slope gas off." M. Heinze stressed that ANGDA is
"very confortable working with both of the sponsor groups." He
opined that sone advantage exists in having tw groups
conpeti ng. He highlighted his belief that it is normal for
pipelines to allow thenselves to "straddle." He posed a
scenario in which a conpany builds a plant, perhaps in Delta
Junction, in which a side streamis "pulled off the pipeline,
certain nolecules are renoved; the rest are put back in." He
suggested that the state would only need to ensure the tariffs
and ot her specifications of the pipeline allowed that to happen.
He further opined that if the state can get one of the pipelines
to agree, that the other one would agree, too. He said, "It is
our intention, once the license is granted to engage both these
pi pelines as closely as we can, and try to find commercial ternmns
on the volunmes of in-state gas.” He noted that ANGDA has been
working with the utilities to prepare for a "soon" open season.
He said, "And that's the key when you have to strike, in terns
of all these relationships. If at the open season you are
prepared to make long term commtnents for volunmes, you can do
it and the deal will work out.”

3:11: 09 PM

SENATOR HOFFMAN recal l ed discussing utilizing propane in rural
Al aska. He offered that the Institute of Social and Economc
Research (ISER) has just conpleted a study that exam ned the
high cost of diesel to provide heating oil in rural areas and
showed that the largest cost is for transportation costs. He

expressed interest in analysis of the market price in rural
Al aska as conpared to the use of LNG He recalled M. Heinz's
comments on propane's use in cooking and said, "I know that can
be done." However, the problem in rural Al aska is obtaining
reliable, consistent |ow cost energy. He recalled M. Heinz's
comments on connecting all of Alaska to natural gas and opined
that goal is achievable. However, the transportation costs
remain a problem he rel ated. He opined that rural Alaska wll
face the same transportation costs for natural gas as it

currently does for propane and diesel. He pointed out another
problem to consider in using propane in rural Al aska for heating
homes 1is storage capacity in many of the villages. He
speculated that it would be cost prohibitive to build the
infrastructure necessary for storage capacity. He related that
the fuel plant in Bethel was just expanded for over $10 mllion
dol | ars. He inquired as to whether M. Heinz would comment on

propane as a viable source for heating homes in rural Al aska.
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VR. HEINZE recalled ANGDA perfornmed its own study, not
dissimlar to the ISER recently conpleted. He offered that
ANGDA found that each community was different. He opined that
in some communities "you are not going to have an inpact."”
However, he noted that in sonme smaller communities, the
potential existed to change the paradigm with respect to energy
and energy costs. He further opined that could happen with the
introduction of an efficient propane transportation storage
system He related that a system mght be as sinple as a big

tank fitted inside a frame that is noved just |like a container,
and is rotated when it becones enpty. He related that ANGDA
believes that the issue wll be successfully addressed by
entrepreneurs. He said, "If there is a plentiful supply of
propane, at a reasonable price, we believe that people wll find
a way to nove it and nove it very efficiently." He related his

own experience with a cabin in Talkeetna and three vendors
conpete to provide his propane needs. He opined it may take a
generation to acconplish the goal of connecting Alaskans to
their natural gas, the "yellow lines" [depicted on the map in
slide two].

3:16: 01 PM

MR HEINZE, in response to a question by Senator Elton,
responded that when he spoke of two conpeting pipeline projects,
he was referring to the conpetition between the Denali project
and TransCanada.

SENATOR ELTON observed that the demand for gas in Alberta may
force the state to ship "the liquids" outside Al aska.

MR. HEI NZE agreed. He predicted that gas prices will be cheaper
in Fairbanks than in Anchorage once the large pipeline is
flowwng, and prices nay even be |ower than propane costs in
Juneau. He opined that the location for NG plants is a
commerci al deci sion. He offered that if sufficient quantities
of ethane, propane, butane, in addition to the nethane exist

that there conmes a point when the pressure in that system in
Al berta will drop to 1,000 pounds. At that point, the propane

certainly has to cone out of the pipeline, he surmsed. "You
have to get to a |lower BTU value gas and you have to be able to
operate faithfully at that |ower pressure,” he said. He

acknowl edged that there are people who want to use the ethane
for instance, in petrochemcals. He noted that those people may
want to bid, but it doesn't nmean that they can't conpete wth
those prices. He referred to the chart on slide four and said:
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What is interesting on the chart is that the bars
extend so far above sone perception of price. Now,
again, |'m not arguing whether any specific price on
there is right, but, that's not narginal. There's a
ot of roomto work with on that chart and that's the
part t hat we find very encouraging, is that,
certainly, if Alaska, at sone point was faced with a
decision [to pay] a few cents nore in Al berta versus
having an industry that was thousands of jobs and
billions of dollars on the tax rolls, I think we could
probably get to the right answer on that one. But ,
again, we don't have to make that decision now and
we're not going to know what that decision is, til

people like the DOV Chem cals of the world ... show up
here to build a plant. Because, renenber, the idea
here is we're not exporting the raw material . We're

building the plant here in Alaska and creating the
jobs and adding to the tax base. And under those
kinds of circunstances, | think the calculation of
value is not going to be that difficult.

3:20: 53 PM

SENATOR WAGONER related his wunderstanding that ANGDA was
supposed to provide an all-Alaska pipeline project as well as
LNG He pointed out that M. Heinze is now tal king about a spur
line off a pipeline, using propane to energize rural Al aska, and
to use ethane in other petrochem cal industries. He inquired as
to the reason that ANGDA has veered fromits original purpose.

MR. HEI NZE answered that ANGDA was given a "first year task”
under the ballot initiative to determne the feasibility of an
LNG project, which it did, although it took 18 nonths instead of
a year conplete. He noted ANGDA published a report that
basically concluded that LNG was economc, conpetitive, and
feasible. That's usually at |east three neasures of whether you
ought to think about doing sonething or not, he opined. He
explained that ANGDA also concluded that a project of the
magnitude of 2.0 Bcf/d was a bigger project than the
organi zation could tackle. Thus, ANGDA reviewed sone smaller
projects, some of which are still viable, such as a spur through
d ennal | en. He further opined that that type of project |eaves
open the possibility in the future of a short extension down to
Val dez, which is in the best interest of the Al askan consuners.
He explained that in reviewing the analysis of a spur, which he
said he'd later discuss, that ANGDA continued the spur to
Bel uga, across from the Kenai LNG plant. He opined that if gas
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is plentiful in Cook Inlet, it is possible the comrercial owners
of that plant would decide to expand. He expl ai ned that under
the statute, the acquisition of natural gas fromthe North Sl ope
and its delivery to tidewater for shipnent to narket by the
authority is an essential governnent function of the state. He
related the law supports the ANGDA m ssion as being of great
inportance to the state. He highlighted that ANGDA's plan on
LNG recogni zes the fact that the AGPA has been "carrying the
ball" on LNG and has worked wth numerous conpanies and sense
their interest in building an LNG plant in Valdez or Kenai. He
related that ANGDA has discussed wth ConocoPhillips and
Marat hon QG| Corporation about the potential of expanding that

pl an. "I hope when we have an open season; | hope sonebody
shows up fromthat side of the world, but if they don't show up
we'll just go on and do the best we can,"” he said.

3:23:11 PM

SENATOR W ELECHOWSKI expressed his surprise to hear a "ringing
endorsenent” for the legislature to support TransCanada. He
asked for the reasons for ANGDA' s support for TransCanada given
the length of time to obtain in-state gas from the TransCanada
proposal, which he related is when the full line is conpleted in
12 to 15 years or longer, and given the treble damages, which
prevents the state from supporting nore than a 500 mllion cubic
feet (mrcf) |ine per day.

MR. HEINZE related discussions ANGDA had at its board neeting
about the treble damage issue. He said, "That is the assurance
that is in the AGA law that, when the state grants a license,
it really intends to be a good partner and it is not going to
'support any conpeting projects.'” He related that raises
concern since ANGDA is funded by the |egislature.

3:24:53 PM
MR. HEINZE explained that ANGDA filed an AG A application for

in-state portion. Additionally, ANGDA filed a proposal that
woul d tack onto the TransCanada proposal, and "we also filed one

that turned out to be the port authority's proposal." He said
he thought that the TransCanada and Denali projects both
recogni ze the proposed ANGDA spur line project enhances their

big project by creating additional markets and creating
circunstances that are very favorable for the construction of
their project. He said he believes that once the license is
granted, TransCanada would stipulate that ANGDA is not in
conpetition with their project. He said, "That's ny approach,
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my thinking if you will, to handling that is to do that on a
comercial letter of understandi ng basis between the parties.”

SENATOR W ELECHOWBKI inquired as to whether ANGDA would not be
in conpetition [wth TransCanada] if it stays under 500 mcf or
did M. Heinze think that the ANGDA project would go higher than
t hat .

MR HElI NZE answer ed:

| don't believe I'm in conpetition. | believe I'm
enhancing their project if | use up their expansion
capacity in the State of Al aska. If instead of a 4.5

Bcf/d project from Prudhoe Bay to Canada, they end up
with a 6.0 Bcf/d project to Delta Junction, and 4.5 on
into Canada, their project is better. They make nore
money; we all pay |ower rates. I think it's a wn,
win wn ooo... All I'm arguing is that, in a
commercial sense, | believe that people act in their
own self-interest and every way | have |ooked at the
issue it is in their self-interest to work with us in
t hat regard.

MR. HEI NZE continued. He opined that the spur line can be built
as a "free built" and that it could be built in Delta Junction.
He further opined that the only reason the project cannot be
built imrediately is that it depends on if, and when, the "big

project” will be built. He said, "As a nunber of bankers have
observed to ne at tines, there is no gas in Delta Junction and
that's absolutely right." However, once people believe there
will be gas in Delta Junction, then it is "not illogical" to

build a small pipeline from Anchorage to A ennallen and north to
Delta Junction, he noted. He opined that it is possible to gain
advant ages by starting first.

MR HEI NZE sai d:

If ANGDA is able to bring to the table a pretty strong
mar ketplace in the Cook Inlet area then | think it's
entirely appropriate to take TransCanada up on their
offer of equity ownership even if people nake the
shi ppi ng conm tnents. And again, our objective is to
try to position things so that our local utilities are
maki ng the shipping commtnents and as such, | think
we ought to play the '"be involved card and if for no
other reason than to try to influence sonme of the
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design and other issues so that the northern part of
the pipeline is built first and we accel erate.

MR.  HEI NZE conti nued. Additionally, wth respect to timng,
once the project is noving forward, enhancenents and
i nprovenents can always be made, he noted. He offered that
provi di ng propane in Fairbanks nmay not be a |ong-term solution
but it could be a good bridge.

3:30: 20 PM

SENATOR MCGUI RE related her understanding that the |aw voters
passed that created ANGDA was done so to essentially provide
Al askans wth natural gas. However, AG A establishes a
statutory framework such that once the license is issued to
TransCanada, the state is prohibited from offering assistance to
conpeting projects above 500 mmtf. She pointed out that nothing
has been reduced to witing specifically for the 500 nmcf. She
related a scenario in which the Ilegislature approves the
license, and a conpany approaches M. Heinze to provide gas to

Al askans, but the project exceeds 700 mncf. G ven the |ega
tension, she asked what M. Heinze thought ANGDA s obligation
and legal commtnent would be as the "gas onbudsnman." Furt her,

coul d such a project be denied by ANGDA.

MR. HElI NZE opined that as long as the proposed project enhances

"the big pipe," which is basically the same proposal from
TransCanada and the Denali project, it is valuable "to talk to
both of them" He further opined that ANGDA cannot i nfluence

di scussions or what ultimately "they commrercially work out."
However, he pointed out that ANGDA has the ability to "talk to
both of them™ He said: "Let's just inmmgine a conversation,
just to lay it on the table, where {TransCanada] says, 'You
know, we'll just forget about this conpete thing if you'll just
deal with us exclusively.'" He offered that in a comrercia
sense, he would answer, "I'mwlling to consider that. Here are
some things | need to have though; it's just a negotiation.” He
opined that the legislature performed well with AGA and has
of fered TransCanada reasonable assurances, but at this nonent,
"This is comng down to trying to nmake a comercial deal work."
He further opined that while the legislature has an inportant
role, "politics isn't going to get a pipeline built." He said
he thought that the l|egislature has the opportunity to enhance
the framework of this decision, but that it is "not your
deci sion whether to build this project or not. The commerci al
world is going to do that." He urged the legislature to try to
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get to that point as quickly as possible and "find the right
conbi nation of things that works for Alaska in this whole deal."

3:35:01 PM

SENATOR MCGUI RE stated that she did not disagree that it is a
commer ci al deci sion. However, she pointed out that the tension
exi sts since ANGDA is a public advocate in addition to being in
a position to also consider the comrercial aspects. She noted
that ANGDA has a public obligation and "we as policy nmakers have
taken that sanme node.” She offered that she "hopes everyone
will cone together." She stated that she did not want to "stand
in the way," but also does not want to "l ook back two years from
now' and realize that the legislature, and ANGDA, is in a
position where they have debilitated their ability to "deal with
the commercial world and get sonething done.™

MR HEINZE related that he recognizes the tension and the

difficulties in the decision making. The legislature has the
opportunity to grant or not grant the AGQdA Ilicense to
TransCanada. He said that ANGDA and its board believes the
right decision is "thunbs up.” He acknow edged a great deal
will need to be worked through over tine, but he reiterated his
belief that it is still the best decision at this tinme. He
stated that ANGDA and its board will do everything it can in
that context. He opined that it will take considerable trust to
make it work. He said, "I have no reason to believe, based on
my conversations with [TransCanada], that we can't find a way to
work forward together."™ He noted that he is equally confortable
di scussing things wth ConocoPhillips and BP and the Denal

proj ect. He expressed a wllingness to work with a third

conpany that indicates its desire to sell gas.

3:37:50 PM

SENATOR STEDMAN referred to a previous slide that projected gas
to Al askans. He surmised that the map indicated that Fairbanks
woul d have access to gas and Anchorage would either have a |ine
or would have access to nore gas from Cook Inlet. He said
"When we are |looking at Western Al aska or coastal Al aska, we're
looking at a Ilittle different animal." He inquired as to
whet her ANGDA has reviewed the reasons that a prior project
undert aken about 10years ago was abandoned. He explained the
project would have "gasified" Southeast wth, he recalled,
conpressed natural gas from British Col unbia. He further

expressed interest in shipping costs and inquired as to whether
M. Heinze could discuss the value of the gas. He also recalled
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Senator Hoffrman's coments on fuel costs in rural Al aska as
contingent on transportation.

VR. HEI NZE agreed that any pipeline would cone through
Fai r banks, which is great for Fairbanks. He opined that it is
not a given that gas wll be brought into Cook Inlet; due to the
size of the market, it may not happen. He highlighted that once
gas and NGs are at tidewater, all kinds of flexibility exists,
such as conpressed natural gas or LNG He also pointed out that
propane air mxtures are used throughout the United States. He
cautioned that the decisions don't have to be nade today, but
that it is inmportant to nove gas to tidewater in order to serve
Sout heast Al aska. He opined that ANGDA's mission "isn't to
force these things beyond comerciality. W try to be very
sensitive to the fact that these projects have to make econonic
sense and | believe that is what you have charged us to do."

3:41: 27 PM

SENATOR STEDMAN inquired as to whether M. Heinze reviewed why
that venture failed

MR. HEI NZE answered that ANGDA studied marine distribution of
propane about three years ago and concluded sonme "narginal type

t hi ngs." He offered that the l|egislature has provided funding
to provide answers based on current prices. He predicted that
it will be very favorable to consider alternate energy sources

with the price of oil ranging from $120 to $150 [per barrel] and
continuing to rise.

3:42: 26 PM

REPRESENTATI VE HAVWKER rel ated that he has been listening to the
di scussion and said he felt sonmewhat unsettl ed. He stated that
the vital, critical, core function that ANGDA is statutorily
charged with is the creation of in-state value; "getting gas to
Alaska for Alaskan wuse both in residential consunpti on,
i ndi vidual, and val ue-added processing." He pointed out that
the | egislature appropriated ANGDA substantial funding to pursue
and devel op the body of know edge and a greater understanding of
ANGDA's ability to deliver in-state value-added utilization of
Al aska's natural gas resources.

REPRESENTATI VE HAVWKER said that he agreed wth M. Heinze unti

he heard that ANGDA is definitively endorsing a project that if
it noves forward would contractually obligate all of Al aska's
gas, with the exception of up to 0.5 bcf/d, out of state and
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"down the Canadian line." He related that he heard sone
t horough answers from the adm nistration that said they gave a
| ot of thought to that 0.5 bcf/d and they believe that wll take
care of Alaska's needs forever, into perpetuity. However, he
reiterated his concern with ANGDA's vision in that it is wlling
to commt Alaska's gas into perpetuity wthout the assurance
that the state can know what its gas needs will be in the next
10 years or in 50 years. He said:

You said the answer 1is, don't worry about them
they' Il just say, "We'll just drop this quote 'conpete
thing'; we're not going to worry about it." G ven
that TransCanada needs this gas so badly in their
system and it is a contractual obligation ... we have
established, | guess, |I'm very confused wth that
answer . If you could sonehow convince ne that nunber
one, they would be able to and willing to just, and
|"m quoting you, you said, "just forget about this
conpete thing," and secondly, how does that square
wth their need to replace their declining :
t hroughput in Canada so they absolutely have to have
this gas to maintain the lower tariff |evels expected
by their Canadi an customers?

3:46: 37 PM

MR. HEINZE responded that the AG A law says, "If before the
comencenent of comrercial operation® so the whole treble
damages things goes away once the operation starts. He offered

that the day after operations start, that the state is free to
"invent 17 conpeting projects under the law." He inquired as to
whom in this case is triggering this provision. He opined that
if the legislature grants the license to TransCanada that the
only one who really has the right to conme forward is TransCanada
and if they have stipulated as to the conditions to promse to
"keep the flag in their back pocket," that seens reasonable in
terms of trying to work the way forward on this. He further
opi ned that having the TransCanada and the Denali projects both
nmoving forward places the state in a strong position in terns of
its in-state needs. He related that all the analysis ANGDA has
ever performed concludes that "for Alaska to be serviced by a
big pipe, then putting the gas into a small pipe is the best
circunstance for the Alaskan consuner." He noted that it is
important that the "big pi pe happen” because that is the state's
best chance for long-term |l ow cost to consuners. He said, "I'm
not asking you to endorse the project. I'msinply asking you to
grant a license and allow the process to nove forward." He
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mai ntained his belief that once the license is granted, the
process is a conmercial process that depends on the market. He
opined that the idea of conpeting pipelines is not unusual and
that terms and inducenents are often offered that are reasonabl e
in a business sense.

3:49: 35 PM

REPRESENTATI VE  DOOGAN, wth respect to supplying gas to
Fai r banks, pointed out that price and availability are equally
i mportant. He posed a scenario in which North Slope gas cost
twice as nmuch as diesel in Fairbanks; in that situation it would
not hel p Fairbanks' energy crisis even though the pipeline m ght
be in close proximty. He inquired as to whether M. Heinze
could discuss the reasons that North Slope gas is likely to
"stop at commercially reasonable terns in Fairbanks or
Anchorage, or anyplace else in the State of Alaska, rather than
shooting down whatever big pipeline it ... starts out on to
what ever market the rest of that gas goes to."

MR. HElI NZE described a situation in which Al aska could purchase
gas from a big conpany with North Slope gas, who is interested
in shipping it to A berta and other points, but also is
interested in providing gas to Fairbanks. He said, using a
hypothetical $5 tariff to go from the North Slope to Al berta,
that whatever the price is in Al berta, deducting $5 provides the
value at the wellhead in Prudhoe Bay of gas delivered to
Al berta. He related that if Fairbanks offers one cent nore than
the nunber at the wellhead, but the cost to ship that gas to
Fai rbanks is $2. Thus, gas in Fairbanks would cost $3 less than

in Alberta, he offered. Furthernore, he observed that the
| egi sl ature can pass a gas tax provision to reduce the severance
tax on gas used in Al aska by Al askans. On the other hand, he
cautioned that a smaller project, that is not l|inked to the
outside market, may nean that consunmers in Fairbanks would pay
the conpetitive alternative price and are locked into it. He

said, "And that's one of the things you are trying to break by
bringing a big pipeline down through the spine of the state, is
to break that paradigm™

CHAIR HUGA NS offered that M. Heinz brings a |ot of experience,
passion, and drive to the hearings. He said, "Many of us in
this room have confidence in what you say and what you have
done, and nore inportant, what you are going to do in the
future.”

3:54: 47 PM
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REPRESENTATI VE KELLY related his understanding that the right
timng for a gas pipeline seens to be now. He inquired as to
what M. wal ker, representing APGA, "needs" from the
| egi sl ature.

MR. HEINZE rem nded nenbers that gas was plentiful in the Cook
Inlet for a long tinme, but that in the past five years concern
about supply availability has risen. Thus the North Slope gas

is inportant. Secondly, price provides strong notives for "the
in-state part." He said that his view of LNGis that it offers
a long term opportunity "to help pay the bill." He opined that

LNG is a logical thing to pursue, but that he cannot advise
whether it would be better pursued in Valdez or Kenai, or the
nanmes of the conpanies involved. However, he urged |egislators
to allow conpani es cone here so that they can decide if they are

willing to put the effort forward. He opined that in his
di scussions, he has always noted that it is the conpany's
responsibility to make the business proposal. He said, "The
econony, the commercial aspect here is not what | say, or what
M. Wal ker says, frankly. It's what those entities say, those
commercial entities." He highlighted that the |egislature has

been respectful thus far, but should continue to let the
conpani es know they have a forum but they nmust nake the offer.

3:58:24 PM

REPRESENTATI VE KELLY referred to TransCanada's concession in
making the conmitment to the Y-line approach, and asked whet her
AGPA' s proposal is better off, or if AGPA is better off al one.

MR. HEINZE said he believes that TransCanada has attenpted to
reach as far as they could in ternms of conmmercial prom ses, that
the terns [offered] are reasonably good, and their wllingness
to entertain the Y-line notion indicates that a comrercial
transaction exists that "works for everybody." He stressed that
the tineliness is key. He said:

| would be derelict if | didn't nention that ANGDA,
your public corporation, is in the field right now
doi ng wetl ands determ nation on 370 mles of pipeline.
Thank you. We've got nore "boots on the ground" right
now than anybody's pipeline in the state. And that's
what it iIs going to take, is that kind of
aggressiveness, and that's why we want to nove beyond
frankly, the legalities and the politics, and let's
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get to it and let's just get building sonething. And
that's where |I'm at.

4:00: 25 PM

CHAI R HUGE NS announced that the final order of business was to
take up the ENSTAR Natural Gas Conpany presentation.

4:01: 54 PM

GENE DUBAY, Senior Vice-President, Chief Operating Oficer,
Conti nental Energy Systens, introduced Curtis Thayer, Director,
Corporate & External Affairs, ENSTAR Natural Gas Conpany
(ENSTAR), and Andrew White, Manager, Business Developnent &
Revenue Forecasting, ENSTAR. He infornmed the commttee that the
team woul d select slides from the PowerPoint report in order to
be brief.

CURTI S THAYER, Director, Corporate & External Affairs, ENSTAR,
explained that ENSTAR was established in 1961, is based in
Anchorage, Al aska, and serves approxinmately 345,600 Al askan
custonmers through 128,000 neters from Ninilchik to the Big Lake
area, with 3,100 mles of distribution and transm ssion |ines.

4:05: 09 PM

MR. THAYER further explained that ENSTAR has a direct financial
i mpact on Al aska's economny at over $300 million, and enploys 174

fulltime workers and 230 workers during the summer season. He
noted that ENSTAR is the nunber one in size of A aska's
utilities and has 450 mles of transmssion lines and 2,700

mles of distribution lines in Alaska. He noted that its sister
conpany, Al aska Pipeline Conpany, has expertise in engineering
and construction wth 45 years of experience in Al aska. He
of fered that ENSTAR has constructed and is operating 450 mles
of transmi ssion lines, including a 20 inch line across the Cook
Inlet called the Beluga Line, and 2,700 mles of distribution

lines in Alaska, which represents 75 percent of all gas
transm ssion pipelines in Alaska and 100 percent of the
distribution mains in Southcentral Al aska. He explained that
its expertise is in conpression plant engi neering and

construction, pi peline engi neering, environnmental / perm tting,
and constructi on managenent.

4:07:25 PM
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MR THAYER referred to a slide |abeled, "Southcentral Gas

Distribution, that illustrated transmssion |ines owned and
operated by ENSTAR, and the natural gas systens owned by
producers. ENSTAR transmission lines circle the inlet by 270
degr ees. On the west side of the inlet, the Beluga Line cones
around Knik, Wasilla, and Palnmer into Anchorage. From the
Sol dotna and Kenai area, there are two lines that cross the Knik
Arm and come into Anchorage. There is also a small |ine going
to Grdwod and Wittier. He noted that ENSTAR owns and

operates the Kenai Kachenak Bay pipeline for Mrathon QI
Corporation and ChevronTexaco Corporation that runs from
Ninilchik to dam Gulch up into the Kenai Peninsula. The slide
also illustrates gathering lines and the gas fields in Cook
Inlet. M. Thayer offered to neet individually with |egislators
to discuss the current supply contracts or price structure on
t he contracts.

4:08: 36 PM

ANDREW  WHI TE, Manager , Busi ness Devel opnent & Revenue
Forecasting, ENSTAR, referred to slide 14, |abeled, "Historic &
Projected Natural Gas Production" for the Cook Inlet and pointed
out the precipitous falloff from 2010 to 2030. He informed the
commttees that the projection of this falloff has |led ENSTAR to
seek gas contracts with ConocoPhillips Alaska, Inc. and Marathon
O 1 Corporation through 2013. In addition, ENSTAR is | ooking
into the Foothills Unit for a natural gas pipeline from the
Foothills to Southcentral Alaska with a spur connecting to
Fai r banks, he rel ated.

MR VWHTE referred to slide 15 |abeled, "Foothills Unit Area
Map" that shows the location of the Gubik Field, which is the
| ocation of the potential gas supply for the Foothills Pipe
Lines Ltd. pipeline or the ENSTAR Line to Southcentral Al aska.

MR WHITE referred to slide 16, |abeled, "ENSTAR Line" and
stated that the slide portrays what the ENSTAR |line would | ook
like and noted that it is independent of other pipelines. The
ENSTAR Line would be 690 mles in |ength, pass through
Fai rbanks, and has the potential to carry additional gas if
di scoveries of natural gas materialize in the Yukon Flats or the
Nenana Basi n.

4:10: 36 PM

CHAIR HUGGA NS inquired as to whether M. Wiite was referring to
the pipeline comonly referred to as the "bullet line."
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MR. DUBAY answered that ENSTAR refers to this |line as the ENSTAR
Li ne.

4:10: 48 PM

MR VWH TE referred to slide 17 |abeled, "Pipeline Route & Cost"”
and offered that the costs have been broken out into two main
costs, wth the <costs from Cook Inlet to Fairbanks for
approximately 320 mles along the Parks H ghway route estinated
at $970 million, and from Fairbanks to the Foothills route for
approximately 370 mles along the Dalton H ghway route estinated
at $2.3 billion. He opined that the difference in cost is due
to the higher level of conplexity for installing pipe, and the
| ogi stics of transporting construction nmaterials. He noted the
total estinated cost of the project is set at $3.3 billion with
a projected project tineline of five to six years.

4:11:51 PM

REPRESENTATI VE SAMUELS asked how many additional mles would be
involved if ENSTAR needed to go to Prudhoe Bay in the event that
the Foothills Unit did not work out and it was comrercially
feasible to obtain the gas at Prudhoe Bay.

MR WHTE estimated 90 mles from [the Foothills Unit] to
Prudhoe Bay. However, he noted that ENSTAR has not estinated
the cost structure for that change.

REPRESENTATI VE GUTTENBERG observed that the route approaches the
southern end of his district crossing into the Denali Nationa
Park and Preserve area (Denali Park). He inquired as to whether
ENSTAR has approached the U S. Departnent of Interior, Nationa
Park Service (NPS), or if it is possible to avoid Denali Park

MR.  DUBAY confirnmed that ENSTAR has approached the NPS.
However, he said he believed it was possible to avoid the
national park, although it may increase the cost increnentally.

4:13: 04 PM
REPRESENTATI VE GUTTENBERG expressed his concern that the route

crosses scenarios such as nountainous terrain and significant
obst acl es.
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MR. DUBAY agreed, but offered that the initial review indicates
that avoiding Denali Park would cost a $50 million increnent,
which is included in this cost estimate.

4:13: 50 PM

SENATOR THERRI AULT noted that Anadarko Petroleum Corporation
(Anadarko) is drilling in Gubik and inquired as to what quantity
of gas woul d nmake the ENSTAR project workable.

MR. DUBAY expressed his belief that it would be ideal to have
3.5 trillion cubic feet (tcf). He opined that ENSTAR would
ultimately base its decisions on probabilities, but that "at the
end of the day" it would be good "to have 3.5 tcf of gas at the
ot her end of the line."

4:14:57 PM

SENATOR THERRI AULT inquired as to whether Anadarko has given any
i ndi cation when information woul d be rel eased.

MR. DUBAY responded that ENSTAR will hold a discussion in July
with Anadarko with regard to its drilling results for the past
W nter. He offered his belief that another drilling program
woul d occur this coming winter. He offered that ENSTAR does not
anticipate that in July 2008, Anadarko wll have information
that proves [the existence of] 3.5 tcf of gas.

4:15: 23 PM

SENATOR THERRI AULT referred to slide 17, to the cost estimates,
and inquired as to what level of certainty ENSTAR has with the
estimated $3.3 billion and if the cost projections were based on
all steel pipe, or if conposite pipe would be used.

MR. DUBAY answered that the costs are based on all steel pipe.
He offered that he anticipates that the cost estimates will be
better defined over the next eight nonths. Currently, he noted,
ENSTAR is working on further developing the route, the costs,
the permtting requirenments, and environnental requirenents
associated with the project.

4:16: 09 PM
REPRESENTATI VE FAI RCLOUGH inquired as to whether ENSTAR is in

support of AGA, in conpetition [with AGA], or whether this
proj ect conplenments AGQ A
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MR. DUBAY responded that ENSTAR is not conpeting with AGQ A He
further said:

We believe that this project fits within the terns of
AQd A process. We're looking at a project of half a
bcf a day. W're not |ooking for a state subsidy.
So, we think the project is stand alone. W' ve talked
to Conoco and BP with regard to the Denali project
because it is logical that this project, the pipeline,
will be close to a larger pipe. And that we want our
engineering not to conflict with the engineering on
anot her pi pe. So, they've agreed to share data. As
we nention, one of the pinch points, ... if the
pipelines are both comng through this room and we
figure this is the best corner for our pipe, we don't
want to find out a year down the road that Conoco, BP,
or TransCanada, also think that's the best corner.
Per haps, we should work that out before we start to
lay pipe so our conversations with both groups to

date, have, | think that both groups would say that
this is not a conpeting project and is a conplenentary
proj ect .
VR. DUBAY, in response to a question by Representative

Fai rcl ough, answered that what he is providing is infornmational.
4:17:41 PM

REPRESENTATI VE ROSES recalled that M. Dubay indicated that the
pi pe design would allow for expansion. He inquired as to
whet her the 0.5 bcf includes the nmaxi mum expansi on capability or
if it is the initial anticipated volunme with the capability of
| at er expansi on.

MR. WHI TE offered that he would be able to discuss the "nunbers”
for multiple fields including Cook Inlet, the Foothills, the
Yukon Flats, and Nenana. He said that he did not think either
the Yukon Flats or Nenana are contenplated as being source
points for the larger pipeline to the Lower 48 due to cost.

4:19: 01 PM
REPRESENTATI VE ROSES stated that he is awaiting clarification
from the adm nistration and TransCanada as to their definition

of the 0.5 bcf. He said he wasn't sure if it neant the origina
volume or its capability for expansion
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4:19:40 PM

MR WHTE referred to slide 18, |abeled, "Advantages of the
ENSTAR Li ne. He explained that ENSTAR hopes to bring gas to
mar ket by 2014, assuming that the Foothills exploration is
successful . He opined that is five to six years ahead of any
ot her project for a donmestic supply of natural gas. He said:

In this situation, we believe that Al aska controls its
own destiny for source of gas and conpetitive gas to
the various markets — Fairbanks, Anchorage, and
Sout hcentral . It provides us a Ilittle bit nore
certainty as the utility owner of gas supplied to our
markets with, of course, Cook Inlet being a declining
production rate; this provides us another secure
supply of gas. W don't believe that this is a
mutual ly exclusive project with a pipeline to the
Lower 48. It's very conplenmentary in terns of
sourcing gas out of areas that are not contenplated in
AG A And as stated earlier, we think both
[ TransCanada] and Denali group have indicated they
think we're okay when we are under 500 [mmtf]. One of
the inportant things one of the things we've got going
is that we think this will revive the Agrium plant in
Sout hcentral . Right now, we all know it's nothballed
and with conpetitive gas prices, and of course that
will be determned over tinme, there is a possibility,
by tinme we get this up and running, that they will be
able to bring the plant back online. And, you know,
of course that wll bring jobs back to Southcentral
along with continuation of an LNG plant of sone type,
either the existing one owned by Mrathon and
ConocoPhillips maintaining its current status of
export, or sonme other producer doing a simlar thing.

4:22:20 PM

CHAIR HUGE NS asked M. Wite to project ENSTAR s open season
based on its tineline.

MR. DUBAY responded that if ENSTAR obtained the information from
t he producers, that perhaps one year fromtoday.

MR VWH TE explained that natural gas is a "feed stock"™ for

petrochem cal industries, such as plastics. He opined with the
anount of volume ENSTAR expects to "put into the line" there is
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the possibility of small operations on an industrial scale in
the state, such as specialty-type plastics. He offered that one
of the things ENSTAR and Anadarko identified is that since it's
an in-state supply of gas, the gas is subject to lower tax
bur dens. He highlighted that this wuld be a great
encouragenent to the project and to the producer on the
Foot hi | | s.

4:23: 47 PM

SENATOR W ELECHOWSKI related his understanding that the Gubik
Field contains dry gas. He inquired as to whether ENSTAR has
some know edge that |iquids could be pulled off of this gas.

MR. WH TE responded that natural gas or nethane is actually a
feed stock in plastics, "it is used there, not only the heavier
gas |liquids but al so nethane."

4:24:19 PM

SENATOR W ELECHOWBKI rel ated his understanding that this project
would result in |lower prices for Fairbanks. He inquired as to
what price Anchorage can expect to pay if the gas is currently
at $6.87 per mntf.

MR. WHI TE answered that ENSTAR envisions sonething simlar to an
i ndi ces-based cost of gas.

MR. DUBAY interjected that alnost all gas contracts are index
rel at ed. Therefore, whether the gas originates in the |arger
line or this line, he anticipated that ENSTAR would have an
i ndex based contract. He noted that ENSTAR has not negoti ated
the contract yet, but anticipates that it would begin as soon as
ENSTAR s current contracts, that are before the Regulatory
Comm ssion of Al aska (RCA), are dealt with

4:25:24 PM

SENATOR W ELECHOWSKI inquired as to whether he referred to a
West Coast index or the Henry Hub, which is currently around
$12.

MR. DUBAY responded, "I think, frankly, the index will be |ess
than that. M opinion is the index is going to cone down and it
may be the index mnus the tariff, sonmething of that nature.

| woul d expect an index-based contract."”
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4:25:53 PM

SENATOR W ELECHOWSKI inquired as to whether M. Dubay would
predi ct that Anchorage can not expect |ower cost gas than what
it is paying now.

MR. DUBAY replied:

It depends on where the index goes. | would believe
that we will end up with an index-based contract and
the gas price will follow the index. You know, we may
have an opportunity to bring, to get some discount.
Hi storically, what you see is that everything is being
priced now in an index unless you have a really, what
we call a flat profile. If you are taking the sane
gas on a daily basis, every day, you can get a
slightly better price than a conmpany |ike ourselves,
who takes ten times nore per day in the wntertine
than we do in the summertine because there's nore
infrastructure is required to deliver the gas under
t hose scenari os. Just like buying a plane ticket, if
you want to go to New York City once at Christnas,
it's going cost you nore than if you go every week for
fifty weeks and you can avoid two weeks. You can buy
those tickets ahead of tinme. So our profile ... wll
still be an index-based cost with maybe sone discount,
or sone prem um dependi ng on the profile.

4:27:19 PM

SENATOR W ELECHOWBKI recalled M. Heinz said that "A big pipe is
our best chance for |owcost gas." He asked whether M. Dubay
agreed with that statenent.

MR. DUBAY answered that he did not think the size of the pipe
will have an inpact on the gas. He said he thought gas prices
will be based on an index-based price whether "it's a 48 inch
pi pe or a 20 inch pipe."

4:27:50 PM

SENATOR FRENCH inquired as to how North Slope gas sold in the
Anchorage basin could "ever beat Cook Inlet gas given the
obvious differences in transportation costs,” despite the index.
He clarified by asking whether Cook Inlet gas would be cheaper
so long as it continues to be avail abl e.
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MR. DUBAY responded that it would not necessarily be cheaper.
He offered that from his own experience living in Texas, with a
great deal of gas sources in Houston, Houston still pays an
i ndex- based price. He hi ghl i ght ed except for some
transportation costs, that consuners pay an index-based price in
New York Cty and in Houston, with the difference in
transportation costs.

SENATOR FRENCH rel ated his understanding that the transportation
costs will be in addition to the cost of the gas. He opined
that the consunmer won't be aware of the separate cost. He
inquired as to whether the transportation cost added to the
index to transport North Slope gas to Cook Inlet neans that the
consuner in Anchorage will pay nore for the North Sl ope gas.

MR. DUBAY replied:

Not necessarily, no sir, because we are not assum ng
that the transportation cost to Anchorage wll be
hi gher than the transportation cost to the Lower 48.
So, your tariff to Anchorage and off our line won't be
hi gher than the tariff to Chicago.

4:30: 08 PM

REPRESENTATI VE SAMJELS related his understanding that once gas
is actually sold in the Lower 48, that the state w Il have
difficulty differentiating [lower] tax rates for residents for
U. S. constitutional reasons. He asked, "Wwen you said you'd
done your math under the current the tax regine, how nuch of
your math have you done on that?"

MR. VWH TE responded that ENSTAR has not performed the conplete
analysis. He related the assunption that ENSTAR will be a |oca
in-state |ine as opposed to any gas transported to the Lower 48.

REPRESENTATI VE SAMUELS related a scenario such that ENSTAR did
not have a large scale comrercial user of North Slope gas, but
only had a residential and power generation market in Fairbanks

and Sout hcentral. He asked whether residential and power
generation users alone would nmake a bullet line profitable in
this case.

MR. DUBAY answered that it probably would not be profitable for
the bullet line to supply residential custoners only.
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REPRESENTATI VE SAMUELS inquired as to the anmount of a state
tariff subsidy that would be necessary to make a bullet 1line
profitable in order to provide limtless gas to Fairbanks and
all of Southcentral residents.

MR. DUBAY explained that is not sonmething ENSTAR has reviewed.
He pointed out that based on the testinony during the hearings,
gas prices are high and will stay high due to industrial demand
for the gas. He then remarked:

s there anybody in the room who woul d believe that if
we had the half of bcf going into the Anchorage
community today, that we wouldn't have a functioning
LNG operation, and we wouldn't have an Agrium plant

that's producing? ... There's a hundred percent
certainty that both those industrial users would be
online. Wen we look ... forward we say, what is the
likelihood that's going to happen? W' ve got sone
time to spend with the engineering and ... sone tine
to spend wth producers. But even though we may not

see a robust price in the twelve dollar range a year
from now, certainly | don't, we don't see anything on
the horizon that would indicate energy prices are
going to fall dramatically, that commodity prices, I'm
tal king about comobdity food prices, are going to
fall. The fertilizer market |ooks very robust,
prospectively. The offshore LNG narket |ooks very
robust, prospectively. W're approaching this project
with quite a bit of certainty that when it conmes tine
for the industrial users to sign up for capacity on
this line, that we're going to get commtnents from
the industrial users and that they are going to take
capacity in the line.

4:34:22 PM

REPRESENTATI VE SAMUELS posed a scenario in which the Foothills
does not produce comercial level finds, that ENSTAR nust use
Prudhoe Bay gas at 0.5 bcf, and nust finance the |ine wthout
Poi nt Thomson gas. He inquired as to how soon would it be
before the inpacts of ENSTAR s line, which is a short termline
to produce energy for this comunity, "essentially puts a crinp
in the style of TransCanada and the nmjor |ine" because there
isn'"t enough gas to go to 0.5 bcf. Thus, he inquired, has
ENSTAR considered if it nust use Prudhoe Bay gas and not the
Qubi k gas.
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MR. DUBAY responded by sayi ng:

Qur decision point today is still centered around
getting commtnments from producers, or probabilities,
high probabilities from producers that that gas is

there in Cubik. C W haven't approached the
producers today about trying to access the North Sl ope
gas. So we're building our project around the

Anadar ko and Conoco gas in the Gubi k area.

MR.  DUBAY, in further response to Representative Sanuels,
responded that he is not certain when ENSTAR wi Il have an answer
on when it could nove forward. He said that ENSTAR i s schedul ed
to neet with producers by July, and that another drilling season
is planned for next year. Thus, he predicted that by next year
at this tinme, ENSTAR should have enough information from
producers to indicate "the high probabilities of the reserves
that we need to anchor this project.”

4:36:17 PM

SENATOR WAGONER recal led M. Thayer previously nentioned that he
was going to have discussions with Agrium Inc. in Calgary. He
inquired as to whether those discussions have occurred and if
ENSTAR obtained a letter of comm tnent.

MR. DUBAY answered that he has held discussions and is stil
working on letter of intent. He stated that he sent Agrium a
draft, and has not yet heard back, but anticipates it 1is
forthcom ng.

4:37:20 PM

REPRESENTATI VE DOOGAN inquired as to whether the $3.3 billion
cost estimate for the pipeline includes any gas treatnent
facility (GIP)

MR. DUBAY clarified that it includes a treatnment facility, but
not a liquids extraction plant.

MR. DUBAY, in response to Representative Doogan, agreed that it
did include a GIP that will condition the gas to allow for the
gas to be piped.

MR VWH TE referred to slide 19, | abeled, "Cost to Consuner", and

noted this slide illustrates the cost differential between types
of fuels in Southcentral Al aska. Switching to fuel oil, would
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cost $423 mllion per year in addition to the current costs, and
switching to propane would add an additional $831 nillion
annual Iy, he expl ai ned. He pointed out that in terns of an in-
state pipeline, huge economes exist in terms of the value to
t he consunmer by proceeding with this type of pipeline.

MR VWH TE referred to slide 20, |abeled, "Conparative Fuels in
Fai r banks" and pointed out that with current prices for fuel
oil, which is the domnant fuel used in Fairbanks, consuners
could realize $150 million in residential cost savings. He
not ed that ENSTAR believes the annual value is considerable.

4:39:49 PM

SENATOR STEDMAN asked M. Wite to expand on the electricity
costs and the energy source used to generate electricity.

MR VWH TE responded that ENSTAR profiled a standard hone,
reviewed the "therns" that the house would consune in terns of
space heating and water heating, and converted that total value
into the nunber of watts that a house would need. The total
watts were then multiplied by the total cost per kilowatt hour
for electricity.

SENATOR STEDMAN inquired as to whether the fuel oil projection
is based on the hone being heated by a boiler and that
additionally, the electricity projection is based on use of a
di esel - power ed generator.

MR. WHI TE answered that the electricity calculation assunes the
house woul d be heat ed usi ng baseboard heat.

SENATOR HOFFMAN inquired as to the unit costs for natural gas
for fuel oil and for propane.

MR. WHI TE responded that the per unit cost used was $8.57 per

mrcf for natural gas, $4.25 per gallon for fuel oil, $4.57 per
gallon for propane, and that the tariff rate used was 13 cents
for electricity. He said that he guessed at the exact rate

t oday, but advised nenbers that the tariff rate used to produce
the graph was pulled fromthe Internet.

MR WHITE, in response to Senator Stedman's concern that the

figures for fuel oil and electric generation did not seem
correct, offered to provide the analysis for nenbers.
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MR WHTE referred to slide 21, |abeled, "Accessible In-State
Mar ket" and stated that having an accessible in-state nmarket is
one of ENSTAR s primary considerations. He noted that ENSTAR s
pot enti al mar kets i ncl ude: LNG exports, Agrium Inc.,
Sout hcentral electric conpanies, and Fairbanks Natural Gas, LLC
He further noted that mlitary bases such as El nendorf Air Force
Base, Eielson Air Force Base, Fort Richardson, and Fort
Wai nwri ght could be served. He highlighted that ENSTAR has hel d
conversations with Flint Hlls Resources [Al aska], which is very
interested in running their plant off of natural gas rather than
oil, and the Golden Valley Electric Association (GVEA) in
Fai r banks.

MR. WHI TE offered that the demand rate over the next two slides
anounts to about 500 nmctf, but when that is split between Cook
Inlet natural gas and Foothills, ENSTAR falls under 500 mmctf per
day for the annual |oads per custoner.

4:45: 32 PM
REPRESENTATI VE CHENAULT inquired as to whether M. Wite

[
referring to half of the production from Cook Inlet and hal
from Gubi k Fi el ds

S
f

MR. WHI TE answered that the assunption woul d be about 80 percent
production from QGubik Fields and about 20 percent production
from Cook Inlet. In further response to Representative
Chenault, M. VWite clarified that total nunmbers are listed for
annual | oads.

4:46: 28 PM

SENATOR W ELECHOWBKI inquired as to the tariff that ENSTAR is
| ooking at and what discussions ENSTAR has had wth the
utilities along the Railbelt.

MR. DUBAY responded that the tariff rate would be in the $2.00
to $2.50 range, which he said he thought was based on a return
of the equity portion of about twelve percent and is what ENSTAR
is currently authorized in its rates. He further explained that
ENSTAR has not yet talked to utilities in the Railbelt. He
offered that ENSTAR wunderstands their needs are based on
contracts that are filed. However, he noted that they have not
hel d di scussi ons.

4:47:32 PM
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MR VWH TE related that ENSTAR has held discussions with Golden
Valley Electric Association (GVEA), in ternms of what the value
difference would be for conversion. He offered that the new
pl ant that GVEA brought online |last year is set up to convert to
natural gas, and was designed that way. However, he noted that
the older plant is not designed for conversion. He noted that
by 2018, GVEA will need to make a re-capitalization decision on
the older plant. He related his wunderstanding that GVEA
envisions that if the spread between fuel oil and natural gas is
at the same point it currently is, that GVEA would rebuild wth
a natural gas unit.

4:48: 39 PM

SENATOR HOFFMAN pointed out that slides 22 and 23 |ist Scenario
A He inquired as to whether nenbers could get copies of any
ot her scenari os.

MR. WHI TE stated that ENSTAR did have a second scenario which
removed Agrium Inc. from the assunption. He offered to supply
menbers with the requested data.

4:49: 39 PM

MR. DUBAY referred to slide 25, |abeled, "Assunptions" and
related that the project is based on the assunption that ENSTAR
woul d obtain utility grade gas out of the production area. He
stated that the project would use a 20 inch dianeter pipe, wth
an operating pressure of 2,500 pounds per square inch (psi) and
with the ability to spike hydrocarbons or add volunes. He posed
a scenario in which production is proved up in the Nenana Basin
and offered that if ENSTAR had conmmtnents on 0.5 bcf/d, that
ENSTAR would Ilike the ability to add conpression to add in
production in the instance that production south of Fairbanks
occurr ed. He noted that ENSTAR assunes that through the
regul atory process it would have open access pipe. Thus, if
ot her production occurred ENSTAR would have sone obligation to
accomopdat e t hat ot her production, he expl ai ned.

MR. DUBAY referred to slide 26, |abeled, "Project Devel opnent
Plan Overview." He explained that ENSTAR has entered into what
it refers to as phase one of the project with the intention of
spending capital dollars to better define the alignnent, perform
design work, perform sone field work, and define cost estimates.
He reiterated that ENSTAR is working with Conoco and BP to share
i nformation. He noted that Conoco agreed l|last week to share
aerial information. He said, "W estimate this phase of the
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project should cost us $5 to $6 nillion and we hope that we're
going to be conpleted in the spring 2009."

MR. DUBAY referred to slide 27, |abeled, "Wiere Are W Today."
He gave an overview of the work being done. M. Dubay expl ained
that ENSTAR has contracted w th engineering, environnmental, and
construction conpanies to assist with the project. The field
wor k began June 10, 2008, and additional neetings are schedul ed
with Anadarko in July as well as discussions with Conoco about
their production. Qur chief engineer is performng aerial
phot ography today, he noted. He highlighted that prelimnary
permtting and ROW use neetings are underway W th governnenta
entities, that ENSTAR is developing a geographic information
system (A@S) database and alignnment sheets and, if TransCanada
is approved, that ENSTAR wll wrk wth TransCanada to
coor di nat e engi neeri ng.

4:52:42 PM

MR. DUBAY referred to slide 28, |I|abeled, "Developnent Plan
Priorities.” He stated that ENSTAR s priorities are to continue
regulatory permt acquisition, prepare economc and financial
nodel s, conduct public outreach, understand constituent needs,
and submit ROW application. He advised that ENSTAR has set a
date of June 2009, to try to reach a managenent decision to nove
forward on this project.

4:53:40 PM

SENATOR HOFFMAN inquired as to how the decision date of June
2009, relates to the conpletion tineframe of five to six years.

MR. DUBAY answered that the five to six years comenced this
year. He referred to slide 29, |abeled, "ENSTAR Pipeline
Devel opnent Teant and noted that ENSTAR has engaged M chael
Baker, Jr. Inc., Arctic Sl ope Regional Corporation (ASRC) Energy
Services, and Aeronetric, Inc. to work wth them on this
proj ect .

4:54: 54 PM
SENATOR THOMVAS referred to a prior slide not in the packet and
inquired as to whether the LNG indicated was new LNG or was

carrying forward the current export [rate of the existing LNG
pl ant].
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MR. VWH TE answered that in talking to ConocoPhillips, if [gas]
was [at] the right price, Conoco would envision continuing the
operation of that facility.

SENATOR THOVAS referred back to slide 14, and noted that
production drops off in 2014. He inquired as to who would drop
out of the scenario.

MR. WH TE responded that in this scenario, ENSTAR is
anticipating approximately 49 bcf per year of export, which
woul d total 134 mmcf per day of gas.

CURTI S THAYER, Director, Corporate & External Affairs, ENSTAR,
interjected and pointed out that Senator Thomas was | ooking at
an Al aska Departnent of Natural Resources (DNR) slide from 2006
that denonstrates the "cliff" in Southcentral Al aska. He
cont i nued:

That is one of the reasons why we decided that we

can't afford to wait for a line to come through
whether it is a large line, |ike we've talked here for
30 years, a line com ng down. And here's a chance

where we think we can get a line down, a 20 inch from
the Foothills down to bring it into this market. One
thing is, is reserves are always being found, matter

of fact, ConocoPhillips and Marathon are drilling new
wells in Cook Inlet. And so there is the assunption
that the cliff wll nove out. But, clearly wth

Agrium going away, that «cliff definitely exists,
because they cannot neet the deliverability of Cook
Inlet, "they" being the producers in the fields.

In response to Chair Huggins, M. Thayer noted that the figures
are prelimnary figures.

4:57:28 PM

MR. DUBAY interjected that these historical usages are for the
i ndustrial users. He said:

Again, if we had the gas today and those plants were
up, this is what we believe they would produce based
on what they've historically produced. The wutility
| oads that we forecast are based off of what we know,
but what the utilities have filed is what they need
for gas in these tinme periods. So the utility | oads
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ranp up, but the industrial |oads are based on what
t hey have historically used.

4:57:59 PM

REPRESENTATI VE EDGVON referred to slide 4, to the breakout of
t he consuner base. He inquired as to whether future mning
needs have been considered as part of the long term strategic
pl an.

MR. DUBAY responded that ENSTAR did not consider mning needs.
He explained that ENSTAR is basing its product on the current
demand on the system and demand that the utilities will need
based on their contracts "falling off." He stated that ENSTAR
has not developed any additional load for mines or industrial
use that hasn't existed or that doesn't exist today.

4:59:42 PM

REPRESENTATI VE EDGMON observed that the potential is avail able
to accommodat e the demands, if everything goes as pl anned.

MR.  DUBAY agreed. He ackl now edgedthat the estimates are
conservative; gas is still found in Cook Inlet, and Nenana gas
is not included in the projections. He opined that as the line
gets constructed, nore gas wll <cone online, perhaps from

Fai rbanks or the Gubik field area.
5:00: 29 PM

CHAIR HUGG NS inquired as to whether there were questions for
M. Dubay or ENSTAR and there were none.

CHAIR HUGEA NS stressed his commtnent to try to provide gas to
Al askans as soon as possi bl e.

[ HB 3001 and SB 3001 were hel d over.]
ADJ OURNMENT
There being no further business before the conmttees, the joint

House Rules Standing Conmttee and Senate Special Commttee on
Energy neeting was adjourned at 5:04:59 PM
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