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COW TTEE CALENDAR

HOUSE BI 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 |licensee, under the Al aska Gasline
| nducenent Act; and providing for an effective date.”

- HEARD AND HELD

SENATE BI 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 |licensee, under the Alaska Gasline
| nducenment Act; and providing for an effective date."

- HEARD AND HELD
PREVI QUS COW TTEE ACTI ON
BILL: HB3001

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

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

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

06/ 04/ 08 (H Subconmi ttee Assigned

06/ 05/ 08 (H RLS AT 9: 00 AM TERRY M LLER GYM
06/ 05/ 08 (H House Special Subcomm ttee on AG A
06/ 06/ 08 (H RLS AT 10: 00 AM TERRY M LLER GYM
06/ 06/ 08 (H House Speci al Subcomm ttee on AG A
06/ 07/ 08 (H RLS AT 10: 00 AM TERRY M LLER GYM
06/ 07/ 08 (H House Speci al Subcomm ttee on AG A
06/ 08/ 08 (H RLS AT 1: 00 PM TERRY M LLER GYM
06/ 08/ 08 (H House Speci al Subcomm ttee on AG A
06/ 09/ 08 (H RLS AT 10: 00 AM TERRY M LLER GYM
06/ 09/ 08 (H House Speci al Subcomm ttee on AG A
06/ 10/ 08 (H RLS AT 10: 00 AM TERRY M LLER GYM
06/ 10/ 08 (H House Speci al Subcomm ttee on AG A
06/ 12/ 08 (H RLS AT 10: 00 AM FBX CARLSON CENTER
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06/ 12/ 08 (H House Special Subcomm ttee on AG A

06/ 13/ 08 (H RLS AT 10: 00 AM FBX CARLSON CENTER

06/ 13/ 08 (H House Special Subcomm ttee on AG A

06/ 14/ 08 (H RLS AT 10: 00 AM FBX CARLSON CENTER

06/ 14/ 08 (H House Speci al Subcomm ttee on AG A

06/ 16/ 08 (H) RLS AT 9: 00 AM ANCHORAGE

06/ 16/ 08 (H House Speci al Subcomm ttee on AG A

06/ 17/ 08 (H) RLS AT 9: 00 AM ANCHORAGE

06/ 17/ 08 (H House Special Subcomm ttee on AG A

06/ 18/ 08 (H) RLS AT 9: 00 AM ANCHORAGE

06/ 18/ 08 (H House Special Subcomm ttee on AG A

06/ 19/ 08 (H) RLS AT 9: 00 AM ANCHORAGE

06/ 19/ 08 (H House Speci al Subcomm ttee on AG A

06/ 20/ 08 (H) RLS AT 9: 00 AM ANCHORAGE

BILL: SB3001

SHORT TI TLE: APPROVI NG AG A LI CENSE

SPONSOR(s): RULES BY REQUEST OF THE GOVERNOR

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

06/ 03/ 08 (S) ENR

06/ 03/ 08 (S) REPORT ON FI NDI NGS AND
DETERM NATI ON

06/ 04/ 08 (S ENR AT 10: 00 AM TERRY M LLER GYM

06/ 04/ 08 (S) Heard & Held

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

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

06/ 05/ 08 (S) Heard & Held

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 & Held

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 & Held

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 & Held

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 & Held

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 & Held

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

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

06/ 12/ 08 (S) Heard & Held

06/ 12/ 08 (S) M NUTE( ENR)

06/ 13/ 08 (S ENR AT 10: 00 AM FBX Carl son Center

06/ 13/ 08 (S) Heard & Held

06/ 13/ 08 (S) M NUTE( ENR)

06/ 14/ 08 (S ENR AT 10: 00 AM FBX Carl son Center

06/ 14/ 08 (S) Heard & Held

06/ 14/ 08 (S) M NUTE( ENR)

06/ 16/ 08 (S) ENR AT 9: 00 AM ANCHORAGE
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06/ 16/ 08 (S) Heard & Held
06/ 16/ 08 (S) M NUTE( ENR)

06/ 17/ 08 (S) ENR AT 9: 00 AM ANCHORAGE
06/ 17/ 08 (S) Heard & Hel d

06/ 17/ 08 (S) M NUTE( ENR)

06/ 18/ 08 (S) ENR AT 9: 00 AM ANCHORAGE
06/ 18/ 08 (S) Heard & Hel d

06/ 18/ 08 (S) M NUTE( ENR)

06/ 19/ 08 (S) ENR AT 9: 00 AM ANCHORAGE
06/ 19/ 08 (S) Heard & Hel d

06/ 19/ 08 (S) M NUTE( ENR)

06/ 20/ 08 (S) ENR AT 9: 00 AM ANCHORAGE

W TNESS REG STER

Harold C. Heinze, Chief Executive Oficer, Alaska Natural
Gas Devel opnent Authority (ANGDA); Delm Bratvold, Science
Applications International Corp.; Gene Dubay, Senior V.P. &
Chi ef Operating O ficer, Continental Energy Systens; Colleen
Starring, Regional V.P., ENSTAR Natural Gas Conpany; John
Lau, Director of Engineering, ENSTAR Natural Gas Conpany;
Ri chard Peterson, Managing Menber, Natural Resources-to-
Li quids, LLC, Peter Tijm Menber, Natural Resources-to-
Li quids; Barry Pulliam Senior Econom st, Econ One Research,
Contractor, Legislative Budget and Audit Committee; Bill
Wal ker, Project Manager and General Counsel, Al aska Gasline
Port Authority; Craig Richards, Attorney, Alaska Gasline
Port Authority.

ACTI ON NARRATI VE
CALL TO ORDER

The joint nmeeting of the House Rules Standing Committee and
the Senate Special Committee on Energy was called to order
at 9:02: 20 AM

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

HAROLD C. HEI NZE, CHI EF EXECUTIVE OFFI CER, ALASKA NATURAL
GAS DEVELOPMENT AUTHORI TY (ANGDA), gave a brief overview of
ANGDA. He noted that ANGDA has been addressing in-state gas
i ssues and spent six nonths before submtting an application
under AG A. The project ANGDA proposed consisted of a spur
line running from Delta Junction through Gennallen to
Pal mer and Beluga, in order to capture gas |leaving Al aska in
a big pipeline. Wthout the spur |line there would be no way
to get the gas to coastal areas, which are the biggest users
of natural gas. The project has noved forward over the | ast
several years. They have a conditional right-of-way fromthe
state covering the area between dennallen and Pal ner. The
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ot her portions of the route follow existing pipeline right-
of -ways; they should be easy to permt and design. Wtl and
determnation teans have been in the field this sunmer.
Prelimnary work should be done by next summer. ANGDA has
been working wth wutility conpanies, particularly the
el ectric conpanies, who are nmmjor gas users, to get them
organi zed so that they are prepared to participate in an
open season process. The key question is when the open
season wi Il occur and how well they will be prepared.

9:07:34 AM

MR. HEI NZE observed that the issue of North Slope gas to
mar ket must go beyond one big pipe out of Alaska; there

should be many spur lines. Long term perspective nust be
kept in mnd. He observed that ANGDA has tried to enphasize
that not all Alaskans will be able to share in the energy

source of the North Slope. However, the North Slope gas is
rich in propane, which can be produced and distributed with
mnimal effort and 99 percent of Al askans could potentially
benefit.

9:09: 37 AM

MR. HEINZE defined "“in-state gas wuse” as nmneasured in
mllions of cubic feet a day (Mwvef/d). In 2006, 100 Mwf/d
was used for residential heat and a little over 100 Mwef/d
for residential electricity and light. In addition in 2006
i ndustry used 250 Mwef/d. He estimated that growth in the
Cook Inlet area would increase the need in heat and light to
250 Mwvef/d. In addition, a pipeline through the spine of
Al aska woul d go through Fairbanks, which would use another
50 Mvef/d. He spoke to future industry needs, which are
harder to predict.

9:12:41 AM

MR. HEI NZE pointed out seasonal gas use increases, which
have i nplications in ternms of st or age, pi pel i ne
deliverability and other issues.

MR. HEI NZE spoke to the cost of service tariff for a nunber
of different assuned volunes and circunstances. The
benchmark is the Black and Veatch work, which illustrated
t hat pipeline costs fromthe North Slope to Al berta would be
about $3.50 [$/ mmbtu], not including the treatnent plant on
the North Slope, which could make the total tariff could be
hi gher. ANGDA' s estimates are conparable. He referred to the
ENSTAR estinates related to a $3.3 billion bullet line from
the North Slope to Cook Inlet. $2.3 billion of that was
spent to get to Fairbanks. That works out to around $10 if
only 100 Mvef/d noves through. At 250 Mwvef/d, the nunber
drops to $3.50, and then down to $2 at 500 Mwvef/d. (“Gas
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Pi pel i ne Cost of Service Estimtes” from handout *“Connecting
Al askans to Their Natural Gas” (Copy on File)).

9:15:34 AM

MR. HEINZE referred to the threshold needed to build the
line and reviewed the cost of a variety of options. He noted
the $10 would be paid by the consumer, which seens |ike a
| ot, but Fairbanks currently pays over $22 for their gas. A
| arge pipeline would decrease cost to $1.25, a dramatic
di fference. He reviewed the nunbers for Cook Inlet
cCOnsuners.

MR. HEI NZE concl uded that the scope of the line needs to be
determ ned and enphasized the inportance of getting to an
in-state open season as soon as possible. He felt that the
spur line offered the best opportunity for reduced cost in
the long term Large volunmes are nore tariff efficient.

9:19: 22 AM

MR. HEI NZE maintai ned that Al aska should retain sonme val ue
advantage in ternms of gas over the rest of the United
States. He hoped the state could preserve the opportunity to
be at |east at the discounted price |evel.

MR. HEINZE urged the legislature to pronptly approve the
AG A license to TransCanada; ANGDA believes that woul d keep
t he maxi mum anmount of nonentum and conpetition to negotiate
and make things happen. A big pipeline built sooner would be
advant ageous for in-state service. Buying and shipping gas

in a big pipe and a spur line could require a conmm tnent
fromthe state of over $10 billion. Alaskan utilities don't
have that kind of noney, but they have the custoners that
will pay for wutilities over the long term He spoke in

support of an aggressive tineline as the best chance of
striking a favorable long termdeal for Al aska.

9:22: 33 AM

REPRESENTATI VE RALPH SAMUELS questi oned what woul d happen if
the state chose to build the bullet pipeline with state
capital and not fold the cost into the tariff. He asked if
it wuld cost $3.5 billion and how that would affect
Anchorage and Fairbanks tariffs.

MR. HEINZE agreed the volune range to neet Alaska s gas
needs woul d be between 100 and 250 Mwvtf/d. If the state put
up $3.3 billion for a bullet line, tariffs would be close to
zero. Qperating costs associated with a pipeline are very
| ow.
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REPRESENTATI VE SAMUJELS concl uded that if the gas was used in
state, FERC would not require the state to get the capita
back through the tariff.

MR. HElI NZE responded that the gas would be intra-state gas
and would be solely the jurisdiction of the Regulatory
Conmi ssion of Alaska (RCA). If the noney were put up with an
expectation of zero rate of return, the tariff could
concei vably be approved within 12 nonths.

9: 25: 43 AM

REPRESENTATI VE SAMJELS questioned how the deal would work
bet ween ENSTAR and the producers.

MR. HEI NZE expl ained that the state would fund and build an
in-state line, which would not have a toll other than
operating expenses. The state would not own the gas; whoever
wanted gas would ship it. If a conmpany |ike ENSTAR wanted
gas on the south end of the line, they would go to the north
end and buy gas, or they would buy it from a conpany that
has already shipped it down. This would be Iimted to an
Al askan market. The price would be as high as the next
cheapest alternative.

9:27:34 AM

REPRESENTATI VE RAMRAS recalled when the |egislature passed
the resolution asking for a focus on snmall dianeter
pi pelines and the governor’s approach was to set aside $4
mllion for ANGDA. He asked what ANGDA was doing to address
that resolution, which was responsible for the governor’s
response for the $4 mllion, to try and talk about a smal
di aneter pipe that can happen in a tinme frane that is sooner
t han AG A

MR. HEI NZE clarified that ANGDA received $4 mllion to study
gas related issues. The noney cones due July 1, 2008. ANGDA
intends to nove ahead with those things that directly
i nfluence how big the market is in Alaska, and identify
industrial wusers that mght be interested in comng to
Al aska and help pay the bill. There are a nunber of simlar
i ssues; for exanple, ANGDA recently hired Tony lzzo as the
Gas Supply Coordinator. He would be working with |1ocal
electrical wutilities to find a way to be of maxinmm
assistance to them He noted that in relationship to AGQ A,
ANGDA supports the granting on the license in the belief
that that puts the process on a conpetitive conmercial
basis. They believe that is the best opportunity to achieve
in-state service.

MR. HEINZE reiterated that once AGA is settled, and two big

pi pelines noving forward, then the spur |ine becones real
Wen he talks to financial people outside of Al aska about
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the spur line, the biggest problemis that they know there
is no gas in Delta Junction. Once people believe a big
pipeline will happen, then it beconmes nuch easier to work
towards a spur line. In that node ANGDA intends to take any
steps to accelerate the tineline. For exanple, ANGDA has
al ways advocated that the spur line be built as a pre-build
into the big pipeline, that it be built and ready for the
big pipe. They have advocated that the northern section be
built first in preference to the Canadian section, and so

on. There will not be an opportunity to nmake good deci sions
about the spur Iline wuntil the bigger project is well
under way.

MR. HEI NZE stated that he did not feel that there was enough
information yet to warrant a comm tnent about which way to
go. The goal is to get to open season by the first of next
year .

9:32:52 AM

REPRESENTATI VE RAMRAS questioned ANGDA's interpretation of
the way to spend the $4 nillion for a spur line to be
attached to the AGA line in the year 2020, which does not
hel p interior Al askans now. He asked if ANGDA had any sense
of urgency.

MR. HEINZE repeated that the |anguage was the |[|anguage
chosen by the legislature, rather than the |anguage of
instruction he would have preferred; ANGDA was restricted to
| ooking at narket as opposed to a project. Regarding the
i mredi acy of the energy situation, he described being in
Fai rbanks and discussing propane and getting a facility
going on the North Slope within one year. He also wanted to
use sone of the noney to study and advocate for a 40 mle
pi peline into Fairbanks from the Nenana Basin to expedite
getting the gas to Fairbanks.

9: 35: 02 AM

REPRESENTATI VE M KE DOOGAN referred to the slide on demand
and asked if it showed current demand with sone increases
for growmh in popul ation.

MR. HEINZE replied that the slide represents a reasonable
growt h in demand.

REPRESENTATI VE DOOGAN asked if there were a provision for
peopl e | owering use.

MR. HEI NZE responded that homeowners don’t have a lot of

good alternatives. There could be an effect, but it was not
considered in the figures.
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REPRESENTATI VE DOOGAN turned to the slide with the tariffs.
He asked if the actual price would have to include producer
costs.

MR. HEINZE replied that the nunbers reflected only the cost
of the pipeline and that there may be other costs associ at ed
Wi th preparation of the gas, shipping, distribution, and so
on.

REPRESENTATI VE DOOGAN clarified that the total delivery
charge could be in the $6.50 range.

MR. HEINZE answered that if the volune nunbers are towards
t he higher end of the scale, the price is | ess because of a
tariff break. Building the pipeline wuld require a 20-30
year commtnment. He did not think anyone wanted to sign a
purchase agreenent with a floating price for that Iength of
time. ANGDA wants a price decided on.

REPRESENTATI VE DOOGAN responded that people seem to use
“availability of gas” and “cheap gas” as if they were the
sanme thing, but they are two different things.

MR. HEINZE added that the supply has dimnished in Cook
Inlet. There is no assurance of a long-termsupply. There is
al so the issue of deliverability. Both issues are addressed
by bringing North Slope gas in. In addition, North Slope
gas, in an open season process, may provide the opportunity
to cut a deal for purchase and shipnent for the next 20-30
years that basically gives a stable energy cost environnent.
He recalled a recent 30 percent price increase. The only way
to get away from those is a longer term conmmtnent. He
referred to a conpany that nmade a |ong-term deal which was
controversial at the time, but resulted in price stability.

REPRESENTATI VE DOOGAN asked if the utilities would be better
off wwth a negotiated rate rather than depending on FERC to
set the rate.

MR. HElI NZE t hought that if state could act decisively in the
next year, whether choosing Denali Pipeline or TransCanada,
ANGDA could assess needs and w llingness to commt. That
woul d not affect financing in any big way, but the utilities
are an inportant piece. If Alaska has to assert any of its
concerns through the FERC process, it nmakes it difficult for
ever ybody.

REPRESENTATI VE DOOGAN asked if whoever built the pipeline
would be Dbetter off going to FERC with a conpletely
negoti ated agreenent about who the gas woul d be provided for
and prices.

MR. HEINZE responded that when a tariff is filed, there
should have been a strong effort to bring the parties
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together. He cited an exanple in Womng of conpeting
pi pelines in a heated conpetition.

9:44:18 AM

SENATOR THOVAS WAGONER asked for the conversion between a
gal | on of propane and one Mvcf of nethane.

MR. HEI NZE said he woul d get that information.

SENATOR WAGONER asked about an off-take at the Yukon point
for propane. He wondered if it would nmake better sense to
have an off-take at Delta Junction with a straddle plant,
and to process there for shipnment to the vill ages.

MR. HElI NZE explained that a big pipeline would carry a |ot
of nol ecul es other than nethane: ethane, propane and butane
as well. Each of those other nolecules can be separated by
just taking a side stream and running them through a fairly
sinmple process at a straddle plant. Sinply cooling the gas
causes the propane/butane drops out. ANGDA expects there
will be propane facilities all along the pipeline because at
every conpressor station, step one of conditioning the fuel
to be put in the turban wunit is to drop out the
propane/ butane. He reiterated that there will be whol esal e
propane facilities at l|east at every 150 mles along the
pipeline. He continued that ANGDA believes that it 1is
inportant to keep the ability to put a large straddl e plant
at Delta Junction, one that mght be capable of assuring
that there was up to 75,000 barrels a day of ethane
avai lable. That is a big plant, costing billions of dollars.
ANGDA wants the state to have the possibility of making
t hose kinds of decisions in the future.

MR. HEINZE referred to the pay-offs to Alaska in terns of
value for our gas and in terns of jobs and plants and the
t ax base.

9:46: 46 AM

REPRESENTATI VE SAMJELS want ed informati on about the capital
cost difference between the 100 Mwf/d and 250 wMvef/d
esti nat es.

MR. HEI NZE answered that the capital cost is the sane in al
cases.

REPRESENTATI VE SAMUELS descri bed a hypothetical of giving
ANGDA $4 billion for a bullet line right now He asked how
| ong before the gas could be used in a honme in Fairbanks.

MR. HEI NZE observed that, presumng a 24 inch pipeline,

noving a project forward rapidly would take a couple nore
years of prelimnaries and three years to build. The bi ggest
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i ssue would be what is at each end of the pipe, especially
the north end.

REPRESENTATI VB SAMUELS thought that it was a matter of
public policy to take care of the in-state gas needs. He
asked how expandabl e the 250 woul d be.

MR. HEINZE said that ANGDA used ENSTAR s nunbers for a 20
inch pipeline. The nunbers could be |ow, but he thought the
20 inch high pressure pipe could be capable of 750 Mwvef/d. A
24 inch pipe could carry 1.25 bcf/d.

REPRESENTATI VE SAMUELS queried about expansion to N ki ski
with a zero tariff. He wondered if FERC woul d sei ze control

9:51: 57 AM

REPRESENTATI VE BOB ROSES wondered how ANGDA had enough data
to endorse AGA if they did not have enough data to decide
how t he spur |ine should go.

MR. HEINZE clarified that he didn't have enough data in
terms of volunes on the chart. The direction of ANGDA is
gui ded by what would be the best long term deal for the
Al askan consuner. Wiile they are interested in market forces
that affect the bigger project, the focus is on Al askans. On
the chart it is clear that the spur line offers advantages.
He thought it would be a mstake to abandon the possibility
of a conpetitive, big pipe that a spur line could connect
wi t h.

REPRESENTATI VE ROSES stated that he wanted conpetition as
well. He asked if there had been di scussions with Denali .

MR. HEI NZE reported that discussions with Denali have been
very limted, although there had been good dialogue wth
ConocoPhillips during the Al aska Stranded Gas Devel opnent
Act (SGDA) considerations. ANGDA was glad that Denali has a
| eader but there has been no neani ngful discussion. He had
no reason to think Denali would not be open to discussion.

REPRESENTATI VE ROSES wondered if ANGDA shared the concern
that came out during public testinony about limting options
by granting TransCanada the |icense.

MR. HEINZE responded that granting the Iicense would
effectively accelerate the tineline and pronote openness. He
referred to a recent report that Denali was opening a docket
with FERC. He thought this created good conpetition. He
related a story about well drilling and conpetition. He
enphasi zed that |everage is needed as Alaska is a small
conpetitor.
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REPRESENTATI VE ROSES questi oned whet her pushing forward with
the license would prohibit the state, because of the non-
conpetitive clause on subsidizing other conpanies, from
encour agi ng ot her conpani es.

MR. HEI NZE replied that ANGDA's considerations flagged only
the term “grant of noney.” The phrase would only apply to
ANGCDA. No one else has said that anything in the provision
prevents them from doing what they want. The |anguage is
fine for an in-state spur line. For greater volunes, over
500 Mvef/d, there is a successful in-state market. All
di scussions with TransCanada indicate that the spur line and
that volune are good. They meke noney and the consumer w ns.

SENATOR DYSON stated concerns about the inpact of a spur
line on Cook Inlet and Nenana Basin exploration and
production, especially related to added incentives. He
worried that spending the noney on the spur |ine would shut
of f new gas exploration in those basins.

MR. HEINZE comrented on the Nenana Basin. |If there was
anything there he would like to see gas taken directly to
Fai rbanks or making electricity and shipping the electrons
both north and south on the intertie. He did not think the
spur line had anything to do with what was happening in
Nenana Basin. He w shed themwel .

MR. HEI NZE acknow edged the potential for developnment in
Cook Inlet, as long as the price structure is reasonably
supportive. He thought devel opnment woul d happen regardl ess
of a spur line. The comrerciality of noving ahead nmakes
sense regardl ess of what we do about a spur line. If there
were a discovery of a large deposit of gas, the spur line
woul d be popular because it goes the other direction as
wel | . These kinds of |longer terminfrastructure devel opnents
can fit with a wide variety of actualities.

9: 59: 38 AM

SENATOR DYSON wanted to know how nmuch gas was in the Basin
before commtting to a spur line. However, having a spur
line in place that would nove Cook Inlet gas was also very
attractive. He asked if exploration in either basin would be
inhibited in any way by the spur line.

MR. HEINZE admitted that it was difficult to tell. He did
not think the prospect of a spur Iline would affect
expl oration and devel opnent.

SENATOR DYSON asked if gas from new discoveries in Cook
Inl et would be cheaper for the consuner because there would
not be the capital cost to anortize. He questioned how nuch
incentive Cook Inlet |ease-holders had to drill now because
the small increments in consuner demand would not meke it
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worth it. He thought the large industrial contracts were
i nportant as anchor tenants for the gas sal es.

MR. HEI NZE commented that the current Cook Inlet market is
an isolated market, a small group of producers to a snal
group of consuners. He said the advantage of considering the
North Sl ope gas coming into the area is that it is a huge,
mul ti-generational supply that gives the opportunity for a
| ong term deal .

SENATOR DYSON asked if the gas fromthe North Sl ope would be
significantly nore expensive in Southcentral than gas from
new di scoveries in Cook Inlet.

MR. HEINZE referred to the chart and said the price would be
conparable to gas prices in other parts of the United
States. If the basin remains isolated, the price m ght have
to rise higher. The clearing price mght be set by liquid
natural gas (LNG inports into Cook Inlet, which would nean
a price higher than the North Sl ope.

10: 08: 20 AM

SENATOR HOLLI' S FRENCH sai d an Anchorage hearing was planned
to explore what the state can do within the confines of AGA
related to assisting the developnent of in-state gas. He
asked why purchase agreenents are inportant for a spur |ine.

MR. HEI NZE advised that utilities need a long term supply of
gas. A conpany like Exxon mght be interested in having a
relationship with an electric conpany over twenty years
because they have opportunities to nake noney on noney that
they do not spend. The state, on the other hand, could bond
at a very low interest rate, and against the pledge of
nont hly househol d payments for twenty years, broker a deal
that bridges between the utility’'s nonthly cash flow and the
| ong-term purchase of gas in the ground.

SENATOR FRENCH asked how inportant the purchase agreenents
were to the success of a spur line.

MR  HEINZE did not think they were inportant at all.
Everybody who has gas on the North Slope would Iike to sel
into the in-state market because they only pay 5 percent
severance tax, not 25 percent. It is a limted nmarket;
whoever gets there first gets it. That is why Exxon m ght be
willing to make a twenty year deal

10: 11: 36 AM

REPRESENTATI VE CARL GATTO asked if it was possible to run
non-pi peline quality gas all the way into a gas turbine to
generate electricity and not blow the turbine bl ades because
of the presence of carbon dioxide.
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MR. HEINZE explained that the costly part of the gas
treatment plant in Prudhoe Bay is renoving the carbon
di oxi de, which saves noving an inert nolecule, thereby
reduci ng the volune of the gas by 10 percent. There nmay be
[imted opportunities downstream to renove it as other
things are done with the gas, especially interfacing with
other pipeline systenms unwilling to accept the carbon
dioxide. On the other hand, pipeliners don’t |ike carbon
di oxi de because with water it creates carbonic acid, which
| eads to corrosion and other problens. If the only use of
the gas is to burn it, which makes water and carbon di oxi de,
the presence of the carbon dioxide doesn’'t matter. Turbines
and stoves work fine on Prudhoe Bay gas with the carbon
dioxide still init.

MR. HEINZE enphasized that carbon dioxide renoval 1is
absolutely necessary if you are making LNG D fferent
pi pelines tolerate different anbunts of carbon di oxide.

10: 14: 35 AM

REPRESENTATI VE GABRI ELLE LEDOUX t hought the AGQ A process was
spurring the conpetition with Denali Pipeline. She wondered
if it would be better to wait on AQ A

MR. HEI NZE replied that deciding to not vote on the issue is
a no vote. He liked the people at Denali Pipeline, but he
did not have commtnents fromthem If the AG A |license was
approved, he would at | east have sone | everage.

10: 16: 29 AM

SENATOR LESIL MCGU RE comrented that if AG A were voted
down, there would still be ANGDA, the legislature, the
governor, TransCanada’'s interest in ownership of the right-
a-way, the producers who have publicly shown their interest.
She did not agree that a no vote would nean a forever no to
TransCanada or to a gasline. It would nean no to a
particul ar set of paraneters that are too expensive and too
[imting on the future choices.

MR. HEINZE stated that if at this point the |legislature
doesn’t feel confortable noving ahead with TransCanada as an
alternative to Denali, then he wanted clear direction

SENATOR MCGUI RE suggested pausing in the process and
bringing in a nediator.

SENATOR MCGUI RE questioned if a yes vote for TransCanada
woul d nean the state coul d not devel op Cook Inlet and Nenana
Basin for in-state use. She referred to ANGDA s concerns
with the grant of nobney and that they believed it would not
be considered a conpetitive or unlawful act subject to

JT. HRLS/ SENR COW TTEES 14 06/ 20/ 08 9:02 A M



treble damages. Gven Alaska' s tax structure, which is
supposed to incentivize gas developnent equally for
everyone, she wondered if the carve outs of Cook Inlet and
Nenana Basic, designed to incentivize devel opnent for in-
state use, could open the state to violating AG A

MR. HEI NZE stated his recollection of ACES was that gas used
as fuel in Alaska is subject to a 5 percent severance tax,
regardl ess of which basin it is from The idea was to
provide an incentive for North Slope gas to be dedicated
into the in-state market. He thought that was legitimte and
insightful public policy, and helpful in ternms of neeting
in-state gas needs. It causes players to think about how to
gain that advantage, which is significant; the difference
between a 5 percent and 25 percent tax rate is a large
incentive to a producer. He argued that those terns are
unrelated to the non-conpete aspect of being a good partner
t o TransCanada.

10: 22: 19 AM

MR. HEINZE referred to a handout with a draft bill. The
packet is an excerpt of a public record from 2006. There
were public hearings. The conclusion was that the statute
was in need of change. The letter was witten to then
Governor Murkowski for its inclusion in the SGDA proposals
that were to cone before the |legislature, but never did. He
was surprised it has not been addressed before. It is an
outgrom h of fornmer Attorney General of Alaska Charlie Cole
observation to an LB & A hearing in 2004 in which he
passi onately described why the existing portions of statute
dealing with in-state open season North Slope gas could
never work. ANGDA agreed and went to the Regulatory
Comm ssi on of Al aska (RCA) who also could not figure out how
it works. The solution offered here is a fairly mnor change
of statute; it elimnates regulation |anguage and puts the
jurisdiction back on the RCA to determne if a proper open
season has been hel d.

MR. HEI NZE asked that the |egislature consider passing the
proposal as part of the AGA legislation. Wthout the
change, ANGDA does not believe an in-state open season can
be hel d.

REPRESENTATI VE SAMUELS requested that the two chairs of
Judiciary work with M. Heinze.

10: 26: 28 AM

DELMA BRATVOLD, SCIENCE APPLI CATI ONS | NTERNATI ONAL CORP
(SAIC), explained that the study (see handout *“Al aska
Nat ural Gas Needs and Market Assessnent: 2008 Update of the
| ndustrial Sector,” and PowerPoint presentation *“Al aska
Nat ur al Gas Needs and Mar ket Assessnent : Updat e
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Presentation,” Copies on File) was initially done for the
Department of Energy, the National Energy Technol ogy
Laboratory. It was published in the initial form in 2006
ANGDA requested an wupdate of the portion of the study
regarding natural gas needs and market assessnent. The
update concentrated on the industrial sector because there
has been a substantial change in the price environment. The
update concentrated on how the change in pricing structure
and forecasts mght affect demand of potential industries.

M5. BRATVOLD referred to Slide 2, which includes a graph
summari zing the 2006 study findings. She explained that the
Y axis represents the net back price, or nmaximum price that
each industry or sector can afford to pay, given a forecast
product price and all of their associated costs and a
di scount rate. The horizontal axis represents the demand for
each of the industries or sectors. She noted that nost of
the industries fall below the horizontal bar representing
the forecast prices of natural gas in Southcentral Al aska as
forecasted for 2015-2035 (based on forecasts devel oped 2005-
2006) .

M5. BRATVOLD reviewed changes from the 2006 to 2008 report,
as shown on Slide 3, which illustrates how product prices
were changed. In the current update, there is both a | ow and
a high <case; the Ilow case represents product prices
determned based on their relationship to forecasts of
natural gas and crude oil, and is based on Departnment of
Energy, Energy Information Admnistration (EIA) annua
forecasts, which is generally relatively conservative.

10: 31: 42 AM

M5. BRATVOLD reviewed the |ow case scenario depicted on
Slide 4. The updated data shows that the horizontal bar,
representing the market prices in Southcentral during the
timeframe, shows that all the industries have a netback
price (the maxinmum they could afford to pay given their
estimated costs and discount rates in taxes) that falls
within the estimted range for market prices. She expl ai ned
liquid natural gas (LNG and gas to liquids (GIL) industries
have two lines representing their maxi mum price. For both
LNG and di esel fuel, the higher bar shows the price if they
were able to sell to Japan; the |lower shows the California
price.

10: 34: 24 AM

M5. BRATVOLD discussed Slide 5. She concluded that the
maxi mum feed stock would exceed the expected nmarket prices
i n Sout hcentral .
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M5. BRATVOLD referred to Slide 6 show ng estinated capita
costs by industry. She concluded that total capital would be
$8 billion for all conbined industries.

M5. BRATVOLD reviewed Slide 7, a snapshot of revenue and
cost estimates for year ten. She observed that on an annual
basis for conbined industries, revenues would be billions of
dol l ars per year

10: 36: 11 AM

M5. BRATVOLD pointed out that Slide 8 contained a short |ist
of the conpanies that may be interested in Alaska if gas
were avail able, based on current forecasts. Each industry
woul d conduct its own anal yses.

M5. BRATVOLD concluded that recent increases in NG and
product prices have inproved the feasibility of NG i ntensive
industries in Alaska. Al the assessed industries appear
feasi bl e under the high price scenario. Under the |ow price
scenario, LNG and GIL industries nmay need contracts in
prem um markets (e.g., Japan) for feasibility. Alaska is
well positioned for conpeting with other producers in
providing to a Japanese market. The greatest uncertainty is
associated with GIL due to the conbination of evolving
mar ket, costs, and technol ogy. She added that they are | east
confident in the gas to liquid industry estimate.

10: 39: 45 AM

MR. HEI NZE added that part of the new funding is to carry
forward sone of the thenmes, one of which is to ascertain the
interest of industries. He enphasized that given the
dramatic price changes in recent years, it is inportant to
| ook at previous work.

10:41: 59 AM

COLLEEN STARRI NG REGQ ONAL V. P., ENSTAR NATURAL GAS COWVPANY,
observed that the conpany believes Al aska needs gas by 2014
or sooner. She described ENSTAR as the largest utility in
the state and outlined details about the conpany. The Al aska
Pi pel i ne Conpany (APC) operates under the ENSTAR unbrella
For over 47 years they have constructed and operated 450
mles of transmi ssion mains and 2,700 mles of distribution
mains. Gas is under contract to 2014.

10: 47: 36 AM

M5. STARRING referred to the map depicting ENSTAR s
distribution system on Slide 4 of the  Power Poi nt
presentation (Copy on File). Slide 6 shows that there have
not been significant finds of gas in Cook Inlet in severa
years. The in-state line is neant to address the decline
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Slide 7 shows the current outlook. ENSTAR has gas under
contract through 2013. Further out, the brown bars depict
unconm tted supply.

M5. STARRI NG reported that Anadarko approached ENSTAR and is
currently drilling in the Gubik Field, which is just west of
the Dal ton Hi ghway. The proposed ENSTAR Line would conme from
the Gubik Field to the highway and then to Fairbanks and NG
di stribution systemin Anchorage.

The total estimated cost for a 20 dianeter |ine would be
$3.3 billion. The tine frame to build is expected to be five
to six years: two to three years of permtting, design, and
procurenent anal ysis; and another 3 years for construction.

10:49: 27 AM

M5. STARRING reviewed tine lines. The first drilling was
done by Anadarko. After the second drilling season next
wi nter ENSTAR will make a decision whether to go forward
Construction will begin followng the third drilling season.

M5. STARRI NG enphasi zed that the advantages of the ENSTAR
l'ine:

* First gas by 2014

« Alaska would control its own destiny

e Ensuring a long-termsupply for the Rail belt
* Conpl enents both the AG A and Denal i projects
« Could revive Agrium pl ant

* Could extend the life of Kenai LNG pl ant

* Creates opportunities for natural gas-based industrial
growth in Southcentral

* In-state markets qualify for |ower tax burdens
» Achieves reasonabl e prices

e Ensures sufficient well head prices for exploration and
future devel opnent

M5. STARRI NG added that Al askans currently spend about $297
mllion for natural gas, $848 million for fuel oil, and $1.3
I

[1i
billion on propane. She referred to Slide 13 which graphs
the difference in switching to alternative fuels.
10:52:12 AM

MS. STRRI NG revi ewed the accessible in-state narkets:

 ENSTAR

« Southcentral Electric Conpanies
* Fairbanks Natural Gas

« Mlitary Bases
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* (Golden Valley Electric
» Tesoro Refinery
 Flint HIlls Refinery
 Agrium

* LNG Export

M5. STRRING briefly reviewed Slide 15, “ENSTAR Pipeline
Study, Throughput and Load Estinmates.”

M5. STRRING described sone of the assunptions that the
project is based on:

* Project based on utility grade gas
« 20" dianeter high grade steel pipeline
e (perating pressure ~2500 psi [pounds per square inch]

e (Operation pressure and design allow for additional
hydr ocar bon spi ki ng

M5. STRRING noted ENSTAR s current pipeline status as
depicted on Slide 17:

« Contracted engi neering, environnmental, and construction
conpanies to assist with the project

. Update neeti ngs scheduled with Anadarko in Al aska July
15'"

* Aerial photography of both the southern and northern
rout es

« LiDAR [Light Detection and Rangi ng] Data
* Field work

» Agency and st akehol der communi cati ons

« Data gathering

 Docunment managenent system

M5. STARRING concluded the PowerPoint presentation wth
ENSTAR s devel opnent plan priorities on Slide 19:

e Continue regulatory and permt acquisition

» Prepare econom c and financial nodels

* Address environnental work

* Public outreach and invol venent

e State ROW|[right-of-way] application preparation

10: 54: 56 _AM

GENE DUBAY, SENIOR V.P. & CHEF OPERATING OFFICER,
CONTI NENTAL ENERGY SYSTEMS [ OANER OF ENSTAR], concl uded t hat
ENSTAR has the solution to Al aska’s gas needs. The state has
a lot of options, but the timng is inmportant. G ven the
choice between a 50 cent increase in tariff and obtaining
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gas in a tinmely fashion, they would take the gas. He thought
the tariff savings would evaporate if they have to go to
other alternatives.

10: 57: 02 AM

REPRESENTATI VE SAMJELS asked for a description of events
that would lead to the purchase of gas without the state
sitting on an enpty pipeline. He questioned if the purchase
price paid by ENSTAR is footed by the public.

10: 58: 44 AM

MR. DUBAY observed that they do not nmake a profit on the
purchase of the commodity. The conpany’s purchase agreenents
are filed as a matter of public record and submtted to the
RCA for approval. The conpany antici pated respondi ng quickly
if the state made the commtnent to build the Iine.

11: 00: 01 AM

REPRESENTATI VE HARRY CRAWFCRD queried regarding tax breaks
for in-state fuel use. He also wanted to know about debt to
equity ratio on the ENSTAR I|ine.

MR. DUBAY answered that the debt equity on the ENSTAR line
woul d be approximately 70/ 30. Regarding the in-state tax, he
t hought gas dedicated to any kind of in-state use, such as
t he Agrium plant, would conme under the |ower tax rate.
SENATOR CRAWORD asked about the LNG facility.

MR. DUBAY t hought the sane would apply to the LNG facility.

11: 02: 09 AM

REPRESENTATI VE M KE DOOGAN asked if there was a date for the
preparation of econom c and financial nodels.

MR. DUBAY stated that goals this year were to establish
costs and review throughput on the line to come up with new
tariffs. January is the projected deadline for costs. The
t hroughput for analysis would be approximately in April,
2009.

REPRESENTATI VE DOOGAN asked if ENSTAR s econom c anal ysis
took into account potential conpetition from other resources
such as the Susitna dam

MR. DUBAY naintained that natural gas is the best resource
at approximately one-fourth the cost of electricity. He did
not think that hydro-electric would conpete with natural gas
for hone heating. He asserted that they have been
conservative on their demand estimates.
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11: 06: 22 AM

REPRESENTATI VE LES GARA questioned what would occur if a
bullet |ine was begun and then cheaper gas was found in Cook
Inlet. He noted that half the state’s gas goes to Asia and
observed that the federal license only |asts another year or
t wo.

MR. DUBAY expl ai ned that proposals for Cook Inlet gas were
for 2013. ENSTAR did not get proposals from producers for
the full requirenents. He stressed that they nust deal wth
what is before them There is nothing that suggests another
sour ce.

11: 10: 03 AM

REPRESENTATI VE GARA asked what nade ENSTAR s project viable

MR. DUBAY responded that they have conmmtnents from Agrium
for the gas. Today there is not enough gas produced in Cook
Inlet to keep all the industries that need gas on |ine.

REPRESENTATI VE GARA comrented that given in-state needs he
did not want Al aska gas exported from Cook Inlet. He asked
how I ong the gas would supply Al askan needs if the export
contract were able to be cancelled or scal ed back.

MR. DUBAY noted that they supported the export |icense
ext ensi on because ENSTAR views the LNG plant as back-up for
deliverability. The producers have diverted gas fromthe LNG
plant for their needs. ENSTAR believes the comunity needs
the LNG plant today and over the long term

11:12: 58 AM

REPRESENTATI VE RAMRAS not ed t hat Fairbanks woul d have no gas
for the first quarter of 2009. Most custoners will not have
the ability to do a fuel switch. He asked why an alternative
route to Aennallen is not being revi ened.

JOHN LAU, DI RECTOR OF ENG NEERI NG  ENSTAR NATURAL GAS
COVWPANY, expl ained that ENSTAR has |ooked at a variety of

lines and is in favor of a spur line comng off of a
pi peline, especially the pipeline tied into Wasilla.
Anadarko approached ENSTAR wth an aggressive drilling

programin the foothills that addressed problens in building
a pipeline to Southcentral and Fairbanks. Anadarko needs a
mar ket and industrial base. Foothills gas is the current
focus. Anadarko does not want to wait till 2020. ENSTAR
currently plans to work with Anadarko to bring foothills gas
dowmn to Cook Inlet. Other projects are not being reviewed
currently. The work that is being done would apply to any
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line. He maintained that ENSTAR has the nobst experience and
supports a route that would connect into Cook Inlet.

11: 18: 28 AM

REPRESENTATI VE RAMRAS referred to the discussion regarding
potential for a transportation subsidy from the state. He
guestioned delivering gas through Delta Junction to Geely
to Valdez if the corridor remains as it is. He wondered what
woul d be required from the state to alter the corridor and
reach stranded peopl e.

MR. DUBAY stated ENSTAR wanted the |lowest tariff gas to go
to customers. A route to Valdez neans an export plant that
t hey have no control over.

REPRESENTATI VE RAMRAS clarified that he wanted to shift the
route to Gennallen which would give Valdez the option to
build infrastructure to neet a pipe in Gennallen rather
than i n Fairbanks.

11: 22: 03 AM

MR. LAU expl ained that ENSTAR would like to take a line to
Seward, but it would not work out economically. It could
cost $70-80 mllion. If the state wants to pay for that
line, it could happen.

REPRESENTATI VE RAMRAS asked how many extra mles of pipe it
woul d mean to build towards d ennal | en.

MR, LAU estimated it would be around 90 additional mles.
Construction difficulties would also add to costs.

REPRESENTATI VE RAMRAS concl uded that ENSTAR woul d prefer the
corridor down the Parks Highway to the engineering hurdles
presented by a Trans- Al aska Pi peline (TAPS) corridor.

11: 24: 11 AM

SENATOR WAGONER asked if there had been any conmunication
with Agriumregarding their willingness to buy and ship gas
on a pipeline built by ENSTAR

MR. DUBAY noted that there is a nmenorandum of under st andi ng.

MS. STRRI NG added that the nmenorandum would be shared and
clarified that Agrium supports the ENSTAR project.

RECESSED: 11: 25: 52 AM

RECONVENED: 12:43: 25 PM
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REPRESENTATI VE SAMUJELS asked that questions be delayed
unl ess necessary.

RI CHARD PETERSON, MANAG NG MEMBER, ALASKA NATURAL RESOURCES-
TOLIQU DS, LLC (ANRTL), proposed an alternative to gas
pi pelines. He began the ANRTL PowerPoint presentation “A
Legacy Decision for Alaska” (Copy on File). ANRTL believes
t he option of gas-to-Iliquids (GTL) provi des nor e
opportunities for natural resource devel opnent, provides a
hi gher net back, and sets up a |legacy program that wll be
avai l abl e for the next several hundred years. Gas-to-liquids
is a promsing technology that is in operation in the world.

MR. PETERSON addressed AQ A concerns about GIL. The AGQA
process was designed for conmmercial vehicles to get gas from
the North Slope. The inference is that GIL is not
commercial. He asserted that GIL may result in a higher
wel | head value than a gas pipeline, nore long termjobs for
Al aska, and a | arger tax base.

12:49: 33 PM

MR. PETERSON covered Slides 5-7:

e The plant would require a substantial construction
wor kf orce. Al though not as large as that needed for a
gas pipeline, the construction workforce would be
enpl oyed in Al aska for many nore years.

* The GIL plant operations workforce would be nmuch nore
substantial than that for a gas pipeline.

e« Al of the liquids remain in Al aska for marketing.

* Natural gas liquids can be transported through the
TAPS pi peline along with GIL products.

 Wile a GIL project could use 2, 3, 4, 5 6 billion
cubic feet of gas/day or nore if desired, the plant
can be sized to use |less gas, |eaving gas production
that could be transported south through a snaller
“bul I et” pipeline.

 |If you are going to tax the Producers natural gas at
a quasi crude oil price equivalent, the Producers
mght as well convert their natural gas to a liquid
product and actually receive a premum price above
crude oil.

* W believe the GIL option gives Alaska high value
transportation fuels badly needed in the U S. along
with economic benefits and flexibility not offered
with a just gas pipeline.

12:51:37 PM

MR. PETERSON spoke to converting Fischer-Tropsch (F-T)
products into natural gas equival ents.
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12: 53: 00 PM

PETER TIJM MEMBER, NATURAL RESOURCES- TO- LI QUI DS, LLC
RESOURCES, expl ained the technical, chem cal aspects of F-T
synthesis depicted on Slide 13. This technology was
devel oped in 1923 and has been in operation ever since.

MR TIJMreviewed the three steps in gas to liquids/coal to
[ iquids/biomass to liquids (GIL/CTL/ GTL) refining to nake F-
T fuels outlined on Slide 14:

« GIL/CTL/BTL processes use three distinct steps, all
commercially proven to convert a gas, liquid or solid
into synthetic transport fuels:

o Step 1 — Syn=gas generation (hydrogen and carbon

nonoxi de)
o Step 2 — F-T reaction (long paraffin chains to
wax)

o Step 3 — Product upgrading (hydrocracking of the
long chain F-T paraffin to produce the desired

end product, simlar to a crude oil refinery:
Kerosene - diesel - gasoline - jet fuel -
napht ha)

MR TIIJMreviewed Slide 15, which shows in nore detail the
three main processing steps of the F-T process. Slide 16
lists the plants and proposed plants worldwi de. One of the
big conplexes in South Africa produces 150,000 barrels per
day (BPD) if liquids, using coal as feedstock. This plant
has been on line since the 1950s. Another plant in South
Africa uses off-shore natural gas as feedstock and produces
nearly 50,000 BPD. Al over the world cars are being fueled
by these |iquids.

MR. TJIM explained that the synthetic diesel made in these
plants is high quality. The nolecules used are only carbon
and hydrogen. There is no sulfur, no aromatics. There are
al rost no em ssions when the fuel is burned. The fuel is
approved as the EPA as non-toxic. It even has Food and Drug
Adm ni stration (FDA) approval as food quality. He drank sone
of the synthetic diesel to denonstrate its purity.

12:59:46 PM

MR. TIJM provided additional information on F-T diesel facts
and fiction:

 Mth: Majors are not pursuing F-T technol ogy.
o In Decenber 2003 ConocoPhillips and in July 2004
Exxon Mbbil both signed agreenents to build
160, 000 bbl/day and 150,000 bbl/day GIL plants
in Qatar. They would not have nmade these
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commtnments if they did not believe in GILs and

possess the skills to build world-scale
pl ant s.

GIL

o Shell G1l, a new player in Alaska, has a 15,000

bbl/d GIL plant in Mlaysia, is building
140,000 bbl/d GIL plant in Qatar as well

designing a 70,000 bbl/d GIL plant in China.

o Chevron, Sasol’s world wde GIL partner,

a
as

is

buil ding a 34,000 bbl/d GIL plant in N geria and
had proposed a 130,000 bbl/d GIL expansion wth
Sasol and a new 120,000 bbl/d GIL plant, both in

Qat ar .

o Marathon conpleted a pre-FEED study for

120, 000 bbl/d GIL plant in Qatar in 2003.

a

o BP and Statoil are working on barge nounted GIL

pl ants.
Clearly, the North Slope nmjors possess al

t he

skills necessary to build GIL (F-T) plants worl dw de,

i ncluding in Al aska.

1: 01: 59 PM

MR. TIJM spoke to the efficiency of GIL plants, delineated
on Slide 27

Some say the GIL process is not efficient with
only 65% of the energy contained in the natura
gas reaching the end nmarket in the form of
transportation fuels.

Li ke any manufacturing process that “adds val ue”
to its products, the transportation fuels
resulting froma GIL plant have a hi gher val ue.

Also of inportance is that the “lost” 35% really
isn't |ost.

It is captured as waste heat and is used to
generate electricity, heat buildings and run ot her
processes that need heat, saving val uabl e natural
gas for other purposes.

1: 03: 15 PM

MR. PETERSON di scussed Slide 28, which conpared GIL vs.

for efficiency and val ue, and concluded that the net back of

GIL is of higher val ue.

1: 04: 31 PM

MR TlIIJMreturned to GIL facts and fiction with Slide 30:

2003 estimate $25,000/install ed barrel.

LNG
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2007 actual cost $32,000/installed barrel.

e 2008 Shell Pearl GIL plant $60,000/installed barrel
(under construction today).

* ANRTL conpleted a $1.5 mllion Pre-Feasibility study
for an 80,000 bbl/d CTL project for the Cook Inlet in
February 2008. Cost estinates have risen from $4.6 to
$12 billion from 2005-08.

« The CTL project still pencils out because product
prices have risen even nore.

* Some of the estimated costs of this Cook Inlet CTL
project were derived fromthe $250 million Sasol/ China
engi neering study conpleted in | ate 2007.

* North Slope GIL plant ~300% higher than the recently
conpl eted Sasol GIL plant in Qatar —we use a $92, 000/
installed barrel cost.

* If anything, we believe the projected costs of a North
Sl ope AL plant program are high.

MR. TIJM noted that 4.5 bcf/d translates to 400,000 barrels
a day in response to a question by Representative Sanuels.

MR. TIJM expl ained that their study was generous in terns of
costs. Slide 32 depicts how front-end design studies

function, in engineering terns. The feasibility study is
still in the early stages.
1:09: 07 PM

MR. PETERSON explained that batching is one of the
principles used to reduce costs and nmaintained that TAPS
bat chi ng/ pi ggi ng can be done. Slide 36:

e There is no question that the TAPS |ine can be operated
as a dual/multi products/crude pipeline.

 Expl orer Pi pel i ne, owned by several maj or oi |
conpani es, has successfully operated a 1,400-m le |arge
di aneter pipeline carrying a full slate of refined
products and crude oil. In fact the Explorer Pipeline

nodel is used in many pipelines in operation today.

» Explorer Pipeline has offered to bring their expertise
to Alaska to assist with the design and conversion of
TAPS.

1:11: 16 PM

MR. PETERSON expl ained that cleaning pigs nmust be used for
physi cal separation of the crude oil and the product. Slide
37:

e Batching F-T products and NG.s (Products) wthout a
physi cal separation between the Products and the ANS
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crude oil wll not work. Further batching of the

Products  wi thout a physi cal separation between
i ndi vi dual products is not reconmmended.
“THE PIG TRAIN' - Physical Pigging wll allow batch

shi ppi ng of Products fromthe North Sl ope to Val dez.
The outstanding question is how far can you batch/pig
down the TAPS before you need to replace the pig due to
wear ?

TAPS |line can remain viable for noving crude oi
produced on the North Slope to Valdez for 50 to 100 or
nore years.

MR. TIJM gave an exanple of a project in Europe where pipes
were shared; his conpany’s crude batches were effectively
separated in spite of distance and ot her chall enges.

MR PETERSON continued with Slide 39-40:

Once TAPS is nodified to carry both crude oil and
products, the currently recycled gas stream can be
processed to extract additional NG.s for batching to
Val dez.

This allows for the receipt of this NG revenue stream
within a few years, certainly long before a GIL plant
could be on line or a gas line to the |ower 48 could be
built.

It is our opinion that the market for North Sl ope NGs
will be considerably higher at Valdez than at AECO
[ Al berta Energy Conpany] in central Al berta if for no
ot her reason than the tariff on TAPS is at |east 1/3 of
the cost to ship on the proposed AG A gas line.

o TAPS tariff $5/bbl (83.3cents/mllion btu)

o AGAtariff $3/million btu ($18/bbl)

o AGA tariff $4/mllion btu ($24/bbl)

The interior of Alaska operates on a liquid energy
econony.
Bat ching products down TAPS wll provide Interior

Al aska with the opportunity to receive | ower cost fuels
at new delivery points along the pipeline wthout
having to replace their existing energy infrastructure.

1:16: 46 PM

MR. PETERSON continued with Slide 42:

Bat ched products wll be contam nated: One of the
bi ggest advantages wth a TAPS batching /pigging
program is that butanes have been extracted from the
gas stream and spiked into the crude oil stream since
first flows.

This sane volune of butane will be placed in the front
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end of the pig train and used to clean the pipe walls
of contam nants.

* The “dirty” butanes will be blended with the ANS crude
oi | at Val dez.

« |f any batched products behind the *cleaning” butanes
are also contamnated, the batching program wl]l
provi de for additional processing at Valdez to renove
sul furs and col or.

* NG.s wth a high vapor pressure can’t be transported in
TAPS: The |ightest products we would recomend for
shi ppi ng on the TAPS woul d be propane CH, Propane has a
vapor pressure of 207 psig [pounds per square inch
gauge] at 110°F. This is far below the operating
pressure of TAPS.

* Keep ethane in the natural gas as there is no

petrochem cal industry on the US Wst Coast. Ethane
will be converted into F-T products.

MR. PETERSON pointed out that if Al aska does not want to do
a GIL program but still wants a gas pipeline (Slide 45):

« Batching/Pigging in TAPS could benefit the AG A gas
line if a gas line is the best option

* Modifying the TAPS line to batch crude oil and products
will elimnate the need to transport liquids in the gas
l'ine.

e This will reduce the cost of the gas pipeline and nmake
its operation easier, plus nake delivery of in-state
gas less conplicated as you are not dealing with a
dense phase gas.

1: 20: 04 PM

MR. PETERSON observed that Anmerica needs natural gas (Slide
47) :

* The need for inported (additional) natural gas pales
in conparison to the need for reducing inported crude
oil and addi ng refining capacity.

* Natural gas has historically sold at a discount to
the value of <crude oil. Today that disparity is
wi der .

* Diesel has historically sold at a price at or bel ow
regul ar gasoline. Today diesel sells at a premumto

gasol i ne.
 F-T diesel has, in addition to the higher value of
crude oil, the value of the refining margin plus a

lower tax rate resulting in a market price prem um of
between $33 to $55/bbl over the value of crude oi
($6.2 to $10. 3/ ncf).
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MR. PETERSON observed that (Slide 48):

* Virtually everyone has a different opinion on the
vol unes of natural gas, crude oil and refined
transportation products produced, consuned or inported
in the US. For the purposes of this report, we use
i nformation gathered fromindependent two sources:

« U S Ener gy I nf or mati on Adm ni stration
(www. ei a. doe. qov/) and

 The BP Statistical Review of Wrld Energy June 2007
(www. bp. com rroduct | andi ng.do). This latter docunent is
an excellent summary of world energy and BP should be
commended for pro v/ding this public service update
each year

MR PETERSON continued with Slide 49:

e If we look at the six nonth period from August 2007
t hrough January 2008 (the |atest EIA nunbers) the U. S.
on average produced slightly nore than 5 mllion
barrels per day of oil. (note: the EIA data does not
include NGs in the crude oil).

e During the sanme tine period the US inported over 10
mllion barrels per day of crude oil and another 3
mllion barrels per day of refined products.

* The significance of the latter nunber is that the
nation [ acks over 3 mllion barrels per day of refining
capacity to neet current U S. transportation fuel
demands.

MR. PETERSON enphasized that even if the Arctic Nationa
Wldlife Refuge (ANWR) was opened up imediately, there is
not enough refining capacity to neet current demand. The
US. inports three mllion barrels a day of gasoline,
di esel, and jet fuel because of that.

1: 25: 46 PM

MR PETERSON turned to Slide 50:

 Wile US refiners have been adding capacity to
existing refineries with process efficiency upgrades,
no new refinery has been built in the US. since the
1970’ s.

e This could possibly be one of the reasons why refinery
mar gi ns have crept up from the $5 to $6/bbl range in
1970 - 2000 era to over $30/bbl in 2007.

* A North Slope GIL plant represents new refining
capacity for the U S. and a potential threat to these
hi gher margins, especially on the U S. Wst Coast.

e This is one potential reason GL's are not be in the

JT. HRLS/ SENR COW TTEES 29 06/ 20/ 08 9:02 A M



forefront of North Slope majors’ gas devel opnent pl ans.

Slide 51:

 The U.S. currently (2008) inports roughly 70% of its
crude oil/transportation needs. Wth approxinmately 13
mllion bbl/d of transportation fuel demand al nost 29%
of this demand (approximately 3 mllion barrels per
day) is inmported in the formof finished products.

« On an energy content equivalent scale this represents
approximately 18 bcf/d of natural gas being inported
just to nmeet the U. S. refinery shortfall.

e This is four tines the volume of gas to be delivered
t hrough a natural gas pipeline.

e ~78 bcf/d for total transportation needs —20 tines.

1: 29: 12 PM

MR. PETERSON explained a graph on Slide 52 depicting US
oi | conpani es have no control over the price of crude oil in
the world. The | argest independent oil conpany in the world
cannot conpare as far as crude oil production. He went on to
Slide 53:

e During this sane time period the US. was producing
approximately 64 billion to 65 billion cubic feet per
day (bcf/d) of natural gas and inporting approxi mately
9 to 10 bcf/d of natural gas, primarily from Canada.

o O this, approximately 1.6 to 1.8 bcf/d of the tota
U.S. natural gas is being inported as LNG

e Thus 14. 7% of U.S. natural gas consunption is inported,
with LNG representing approximately 2.4% of total U S.
nat ural gas needs.

1: 29: 57 PM

MR. PETERSON revi ewed Slide 54:

e Historically natural gas HAS sold at equivalent price
conpared to crude oil

e From 2002 to 2007, natural gas averaged 68% of the WI
[ West Texas Internediate] price of crude oil (i.e. 32%
bel ow crude oil).

e In April 2008, the NYMEX closing price for May 2008
deliveries of natural gas was $10.60/ncf or, a crude
oi | equivalent price of $63.60, sone 45% bel ow t he then
crude price of $115/bbl .

W believe that there was a fundanental severing in the
price of natural gas conpared to crude oil once oil hit
the $60 to $70/bbl range.
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MR. PETERSON t hought the reason was that there is a maxi num
nunber natural gas will sell for in the Lower 48 and we are
cl ose to that number now.

1: 31: 50 PM

MR PETERSON continued with Slide 55:

* Al of the energy consunmers who could have switched off
crude- based products have done so but the gas industry

is still able to neet demand.

e In fact, little LNG is currently being inported into
the U S. because markets elsewhere in the world,
especially those linked to the price of crude oil, are

payi ng nuch higher prices and few want U. S. doll ars.

* If one conpares a California ultra-low sul fur diesel
price with an equivalent natural gas price one quickly
sees a potentially greater return for Alaska in selling
F-T products than selling natural gas.

MR. PETERSON enphasi zed the de-valuing of the U S. dollar as
the primary reason LNG is going to other markets. The
Japanese market, which drives the high price of LNG is
going to re-negotiate to bring down this tracking of crude
oil prices so that LNG worl dw de nmay cone down.

MR. PETERSON expl ai ned Slide 56:

* April 2008 [California Air Resources Board] CARB diesel
whol esal e price of $3.30/gallon ($138.60/bbl) plus the
tax advantage of selling a natural gas based fuel in
the transportation market of $13.02/bbl, one has a
mar ket gas equival ent price of $28.6/ntf.

e Conpare this to the April NYMEX [New York Mercantile
Exchange] nunber and one can see that the gas price
woul d have to increase by 270% to equal that of diesel

* On May 19th, the wholesale price of California diesel
hit $3.91/gal or a ncf equivalent price of $33.4/ncf.

1: 34: 46 PM

MR. PETERSON presented the graph on Slide 57, “CARB Diese
Fuel Average Rack Prices (As of 5/19/08).” The average 2005
t hrough 2007 price for finished diesel was around $2/gal
The average 2007 canme up to $2.37/gal. The May 2008 price
was $3.91, or $33.4/ncf. Slide 58:

W point these facts out to show that the greatest
energy need in the US. is not natural gas; it is
replacing crude oil inports and nore inportantly
addi ng domestic refining capacity.

e« U S natural gas is not priced on a world crude oi
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equivalent as it is in many other parts of the world.
U.S. transportation fuels are, however, priced based
upon the world price of oil.

 Plus in sone areas, such as the U S. West Coast,
transportation fuels are priced at a prem um due to
hi gher quality requirenents.

1: 36:47 PM

MR. PETERSON turned to Slide 60, “Netback fromCalifornia to
Prudhoe Bay.” He offered three cases:

» CASE A — Average California 2007 refinery whol esale
rack price $2.37/gallon

« CASE B — May 19, 2008, California refinery whol esal e
rack price $3.91/gallon

e CASE C — Projected 2014 crude oil price of $200/bbl
and $40/bbl refinery margin resulting in $5.71/gallon

MR PETERSON al so assuned:

« $2/bbl shipping cost, Valdez to nmarket, and a $5/bbl
TAPS tariff, for a total $7/bbl Prudhoe Bay to
California

e 5.3 billion btu/bbl of F-T and 1 mllion btu/ncf of
nat ural gas

e« A debt servicel/equity recovery cost of $31.75/bbl
(75/25, 20 years to recover the debt, 7.5% cost of
financing, 20%return for equity for the producer)

e A GIL plant operating cost of $18/bbl
1:39:44 PM

MR. PETERSON revi ewed slides 61 to 64, which detail the math
for the three cases. He pointed out that the F-T process
converts carbon contained in the natural gas into finished
transportation fuels and heat. Approximtely 65 percent of

the BTUs contained in the natural gas will end up in the
transportation fuels. Mch of the BTUs contained in the
natural gas will be captured either in the F-T fuels or

waste heat to produce power. The end result is that product
in:

e Case A would cost $2.37/gallon in California would
cost $6.01/ncf natural gas at a Prudhoe Bay GIL
pl ant ;

e Case B would cost $3.91 in California and 12.98/ ntf
natural gas at Prudhoe Bay GIL plant; and

e Case C would cost $5.71 in California and $21. 16/ ntf
natural gas at Prudhoe Bay GIL plant.
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1:41: 05 PM

MR. PETERSON enphasi zed the projected high costs of AGQ A gas
on Slide 65:

A Prudhoe Bay price approaching $18 to $27 per mbtu
over 25 years.

2017 to 2042. WOwW

Vhag do Al askans think they will be paying for natura
gas”

These AGQ A projected gas prices are 300%to 400% hi gher
than the 2007 prices in the Cook Inlet. This isn't
“cheap” gas!

MR. PETERSON wondered how the people of Alaska would afford
heat and energy at these prices.

1: 44: 08 PM

VR.

PETERSON asked who receives the nost value from gas

sales, and directed attention to Slides 66-67:

Tax the Producers natural gas at a crude oil price
equi val ent and the Producer may only receive a fraction
of the value of the natural gas.

At today’'s $120/bbl crude oil price the PPT on natural

gas woul d be:

e 25 + ((97.5-30x .0A4) +(120-97.5 )x. O0l= .543 or 54%

e Wth a 1/8 Royalty (12.5% + 54% = 66.5% of the
val ue goes to the State —the Producer receives 33%
(+ pays other taxes to the state and federa
gover nment)

e At $200 crude the % of value to the State would
exceed 75%

* You can easily see why the Producer of the pipeline
risk isn"t who is expected to take all excited about
AG A

» Ask yourself, “Wiy isn’'t the nmarket guaranteeing the
gas line payout instead of the Producers?”’

MR. PETERSON asked who shoul d be buying firm capacity supply

or

mar ket. Slide 68:

If Natural Gas truly was in short supply and
projected short supply were real, then people who
need natural gas, have no choice but to use
natural gas (market) would be comng to Alaska to
buy this “proven” resource. THEY would be
contracting with whoever is building the pipeline
for firmcapacity to their market. Do you see this
happeni ng?
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1:47:45 PM

MR. PETERSON addressed the topic of energy conservation and
its inpact on a gas line. He recalled when the price of gas
was projected to go up to $9 in about five or six years, he
wondered if he could afford to live in his house any nore.
He began winterizing. He reviewed Slide 70:

e 300 mllion people in Amrerica
« Take 1/3 or 100 mllion people

e Turn off two 100 Watt l|ight bulbs or don't run a PC for
hal f a day

» Save 480 billion watts per day or 20,000 MM HR
e Assune a npdern heat rate of 8,500 Btu/kw hr

* Save 4.08 billion cubic feet per day of natural gas
« THAT' S THE ALASKA GAS LINE CAPACITY IN A FLICK OF THE
SW TCH

MR. PETERSON turned to the subject of the nuclear threat to
Al aska’s gas, depicted on Slide 71:

e W are told that Toshiba is |ooking at installing up to
five of their small nuclear power plants in Al berta to
supply the tar sands projects with heat and electricity
t hat woul d be CO free energy.

* Hel ps Canada neet its Kyoto obligations. There goes 1
to 2 bcf/d of gas market.

* Canadian supplied gas will have to flow into the U S,
mar ket conpeting with Al aska AG A gas.

MR. PETERSON cauti oned agai nst thinking the price would just
go up and up. The reduction in energy demand caused by
conservation has to be figured in. He pointed out that
gasol i ne usage conprises 70 percent of our inport needs. If
that is dropped 20 to 40 percent, we still need everything
we can produce from GILs.

1: 52: 04 PM

MR. TIJM descri bed sonme of the benefits of GILs at Prudhoe
Bay, including the many by-products. Carbon dioxide has to
be taken out of the gas. It can be used for secondary oil
recovery. The process generates heat that can be used to
generate local electricity. It can provide the electricity
for the whole conplex and nake it self supporting. Pure
water is also generated that can be used for drinking or
secondary oil recovery. If the NGs are batched, the TAPS
tariff can be lowered. The liquids can also be diverted to
ot her towns that need them |ike Fairbanks and Val dez.
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1: 54: 55 PM

MR. PETERSON described the uses of the waste heat produced
by the process.

MR. PETERSON addressed Slide 75 and descri bed Al aska’'s coal
resources and reserves. The Northern Al aska Basin could
potentially have nore coal than the total proven reserves in
the world today.

1: 57: 26 PM

REPRESENTATI VE SAMJELS asked about the large capital cost to
build a GIL plant.

MR. PETERSON recomrended building in a nodular form The
cost for nodule is around $92,000/installed barrel, or $8-10
billion initial cost. Mdules added over 14-18 years would
bring the total to around $40 billion.

REPRESENTATI VE SAMUJELS asked if producers did not build GIL
pl ants because of the transportation plus up front capital.

MR. PETERSON responded that the transportation is in place.
He specul ated about the choices the major conpanies m ght
make.

REPRESENTATI VE RAMRAS nentioned that Senator Stevens woul d
be at a md-July nmeeting with the governor on synthetic gas,
coal to gas. In the 2004 National Energy Bill, the US Ar
Force is mandated to get 20 percent of their energy from an
alternative source; coal gasification falls in that
cat egory. He asked who requested ANRTL to present on the
subj ect .

REPRESENTATI VE SAMUELS responded that Legislative Budget and
Audit was requested by a nenber to have nore information on
GILs. M. Peterson was contracted. He specul ated that there
woul d be nore interest from the industry on GILs and that
there nust be trade-offs the industry is not wlling to
make.

REPRESENTATI VE GATTO referred to Slide 14 and the fact that
the carbon chains produced “wax.” He asked if, given the
North Slope winter environnent, it was possible to batch wax
down t he pipeline.

MR. TIJM answered by saying that the wax is the ultimte
form of the long paraffin chains that is cut in pieces
before it has a chance to liquefy. It won't be exposed to
t he atnosphere. He enphasi zed the many uses of the wax as a
very hi gh val ue-added product.
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REPRESENTATI VE GATTO pointed out that nunber 2 diesel has
wax while nunber 1 diesel does not. Al askans are forced to
burn nunber 1 diesel in the wnter to prevent waxing. He
thought it would be very difficult to use anywhere,
especially in a pipeline.

MR TIJIJMsaid that the nol ecul es delivered are cl ear cut.

MR. PETERSON added that the GIL plant on the North Slope
woul d be indoors. The cold flow properties of F-T GILs are
superior to Alaska North Slope (ANS) crude oil. Crude oi
creates wax in a pipeline at the lower tenperatures, but
none of the GILs woul d have that problem

MR. PETERSON cl osed by saying that coal to liquids (CTL) and
biomass to liquids (BTL) F-T prograns in the US. are
econom ¢ today because Senator Stevens put the |anguage in
the 2005 transportation bill that gives the incentive to
conpete with these fuels at the sanme price as petroleum
based di esel s.

REPRESENTATI VE SAMUELS commented that Mayor VWhitaker in
Fai rbanks was al so | ooki ng at coal gasification.

RECESS: 2: 07: 33 PM

RECONVENE: 2: 11: 38 PM

BARRY PULLI AM SENI OR ECONOM ST, ECON ONE RESEARCH
CONTRACTOR, LEG SLATIVE BUDGET AND AUDI T COW TTEE,
expl ai ned that Econ One had been asked to |look at relative
net backs of potential LNG projects and how those m ght
conpare to pipeline projects. He referred to his handout,
“Conparison of Netbacks from Potential LNG Project wth
ALCAN Pi peline Project” (Copy on File). The review | ooks at
the economic assunptions and analyzes the netback values
associated with both LNG and pipeline projects. It |ooks at
the Port Authority's proposal in particular, at proposals
that would have larger volunmes (up to 4.5 bcf/d), and at
TransCanada’ s proposal for purposes of the pipeline netbacks
from an overland route. Econ One has also reviewed the
adm nistration’s analysis of LNG and netbacks, and
information from other LNG specialists and governnental
agenci es.

MR. PULLIAM said that the goal is to assess the netback
value that will be available to the resource owners at the
inlet of the gas treatnent plant (GIP) and which project
woul d maxi m ze the total netback of the gas resource.

2:16: 22 PM

MR.  PULLIAM offered an overview of LNG and pipeline
logistics to help understand how the netback works. He
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pointed to Slide 6 detailing pipeline deliveries. The gas
will go into a GIP, be conditioned, go into a pipeline and
go to a hub where it will be sold. Along the way, there is a
| oss of around 9 percent of the fuel volune, as the fuel is
used for various processes. LNG deliveries involve nore
steps and a loss of around 16.5 percent of the volune. The
fuel used along the way is a cost of noving the gas.

2:18: 55 PM

REPRESENTATI VE M KE DOOGAN asked about the | osses.

MR. PULLIAM replied that nore gas is lost in the regas
scenari o; however, in the case of Asian sales, the buyer is
responsi bl e for the | osses.

MR.  PULLIAM addressed supply and denmand factors. Wen
cal cul ating the netback, the cost of producing the product
is subtracted from the price that the product can be sold
for. Supply and demand for gas is a factor. Slides 8 and 9
illustrate world wi de preserves. Russia, lran and Qatar are
the three |largest proven gas reserves in the world, and
control over half of the world s gas.

2:21: 38 PM

MR. PULLIAM turned to Slide 10, depicting consuners of LNG
Asi a, especially Japan, is the largest, taking up 65 percent
of LNG demand. Europe is at 24 percent and the United States
at 10 percent.

2:22: 38 PM

MR. PULLIAM stated that Slide 11 projects LNG demand by
region. In 2005, worldwi de LNG demand was about 18 bcf/d
This demand is projected to triple through 2020. A large
part of that growth will be here in the U S He continued by
saying the projected demand in Asia wuld be about 24
percent in 2020. It is inportant to keep that in mnd
regardi ng pri cing.

2:24: 32 PM

MR. PULLI AM addressed regional |iquefaction plant capacities
for serving Asian markets, as depicted on Slide 12. The
Pacific Basin, which includes I|ndonesia, Ml aysia, Russia,
and Australia, has about 10 bcf/d currently and is
devel opi ng or considering another 10 bcf/d. The M ddl e East
has 6 bcf/d currently operating and another 12 under
construction or consideration. That totals around 37 bcf/d
that woul d be available to deliver gas into Asia.

MR. PULLIAM said that the U S. nostly relies on donestic gas
production at this tine. Slide 13 shows U.S. gas production
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by source, both historically and projected. The projections
are that conventional gas is going to be declining in
volume. It wll be replaced by unconventional, nore
expensive gas. The ElIA projects that Alaska wll fill sone
of that gap at the rate of 4.5 bcf/d starting around 2021
whi ch woul d conprise 6 percent of U S. gas needs.

REPRESENTATI VE DOOGAN pointed out that M. Robinson from
FERC had said the sale of gas in Pennsylvania and West
Virginia was al nost unheard of three years ago but now w ||
be alnost pushing LNG out. There is much it has becone
econom c. He asked the relationship of that information to
t he data on Econ One’'s report.

2:28:47 PM

MR. PULLI AM acknow edged that his data was from 2007. He
said nore recent forecasts would have nore of the
unconventional gas and |l ess LNG comng into the U S.

MR. PULLIAM turned to Slide 15 which shows usage in the U S.
going up. This is the 2007 data; nore recent data woul d show
a lower line. He noted that Canadian gas would affect the
picture. It is projected to go down.

MR. PULLI AM di scussed pricing, using Slide 16 on historica
gas prices. The red line is the LNG price in Japan, which is
hi gher over time. When oil prices started to go up in 2003,
U S. prices increased faster than Japanese prices, because
of capping in Asia. Slides 17 and 18 conmpare U S. natura
gas and crude oil prices. Mre recently, oil has risen nore
qui ckly than gas. The | onger term average has been 8:1, oi
to gas.

2:32: 02 PM

MR. PULLIAM turned to Slide 19, which conpares Japanese
crude oil and gas prices. Ol and gas tracked each other
very closely because gas pricing in Japan and in Asia has
been historically tied to oil prices. Many of the contracts
in Asia have a cap on them That is changing, which is
reflected in the graph on Slide 20.

2:33: 35 PM

MR. PULLI AM enphasi zed that contracts are done on a |ong
term basis and market conditions determne price at the tine
of sale. Market conditions recently have been tight. Gas
demand has gone up, LNG has been slow to respond, and so
those who have supply have been able to get good prices
recently. The question is how that wll change.

MR. PULLI AM explained that the first step in the netback
process is figuring out what the sale price will be. Econ
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One has started with different oil price scenarios. The
adm nistration has wused the Wod Mickenzie oil price
estimates, as well as the EIA estinmates, depicted as red and
black lines on the graph on Slide 22. The blue l|line shows
what oil would be if it was priced at $60 per barrel in real
terns. The other |ines forecast higher, but |ower than the
green line at $90 per barrel. The data is from the end of
2007 and may be considered conservative today. Econ One has
used the Wod Mackenzie and EI A prices as the base.

2:37: 34 PM

MR. PULLIAM turned to the prospects for Asian LNG prices
(Slide 23):

* There is a wde range of prices depending on contract
Vi nt age.

* Recent contracts have reflected stronger links to oil.

« Many contracts are on a provisional basis as previously
(I owpriced) formulas have expired or are not
applicable at current oil price |evels.

* Relatively high priced opportunities in Asia wll
attract gas supplies to that region:
o Increasingly conpetitive anong suppliers;
o0 Qpportunities for buyers; and
o Price will be dependent on the supply situation at
the tinme of contracts.

MR. PULLI AM said high prices will attract sellers. If there
was gas to contract now, prices would be good. When Al aska’'s
gas gets to market, the question will be what the supply
picture will be. Potential pricing scenarios are highlighted
on Slide 24. The four lines represent different forecasts
for prices in Asia. They are all tied into the Wod
Mackenzie forecast; the EIA forecast would yield simlar
results.

MR. PULLI AM put enphasis on the mddle two lines. The top
one is the base case scenario from the Gas Strategies
consulting firm Depending on how much gas would be sent
from Alaska to Asia, M. Pulliam thought the estimte was
reasonable. The Port Authority devel oped an estimte based
on projections by the Japanese equivalent of the EIA That
projection was for gas to sell for 80 percent of the value
of oil. OQther projections are both higher and | ower.

2:42: 35 PM

MR. PULLI AM di scussed volatility in U S. prices (Slide 25):
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e Historically, gas has been priced between 1/6 and

1/10 the value of oil, with the long run average near
1/ 8.
e The recent run-up in oil prices and relatively

abundant donestic production of natural gas has kept
that relationship above historical |evels.
 Many see the oil/gas relationship returning to nore
hi storical levels (i.e. convergence) as:
o Donestic supplies decline and beconme nore costly
to produce;
0 LNG inports are drawn to higher priced regions
(e.g. Asia); and
0 G eenhouse/carbon em ssion concerns put coal out
of favor and natural gas in favor as the fuel of
choice for electricity generation.

2:44: 48 PM

MR. PULLI AM concl uded that the 8 to 1 ratio of oil to gas is
the right perspective to use in thinking about pricing.
Slide 26 conpares the Wod Mackenzie forecast with the EIA
forecast. The EIA sees nore coal being used in the U S ;
sone are skeptical about that forecast.

2:45:51 PM

MR.  PULLI AM explained that Slide 27 adds the Henry Hub
prices to an earlier graph about Asian prices. The black
line shows the 8 to 1 ratio. If there were a weak oil/gas
relationship in the U S and a strong relationship in Asia,
there would be significant differences in the selling
prices. He thought that was an extrene forecast.

2:46:46 PM

MR. PULLIAM listed the assunptions used in conparative
net back analysis (Slide 28):

* First Gas: 2020
e Capitalization:
0 70% debt/30% equity (pre-operation)
0 75% debt/25% equity (post-operation)
 Debt costs:
o0 5.5% guaranteed; 7.0% non-guar ant eed
e Equity returns: 14%
* Capex/ Opex:
0 Adm nistration (West ney) : GIP  and pi peline
segnent s
o Port Authority (Bechtel): LNG plant
o Sensitivity at higher costs

e Fuel use:
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0 Adm nistration (Westney) for GIP/ pipeline segnents
o Port Authority (Bechtel) for LNG pl ant
* Shi ppi ng costs:
o Port Authority: Approximtely $0.75/ Mrbtu + Fuel
e (Gas conposition and NG Extraction:
o 1.118 Mrbt u/ ncf
o Full extraction at Al berta
o Partial extraction at Val dez (LNG case)

MR. PULLIAM referred to discussion about whether or not
Al aska gas would be too lean if NGs were taken out before
delivery to Asia. Econ One thought it would be fine to take
sonme of the NGLs out, not the full anopunt.

2:49: 57 PM

VR. PULLI AM di scussed capital costs (Slide 30). He
summarized that the Port Authority and admnistration
estimates are simlar. Differences occur in the LNG plant
cost estimates that would lead to a difference in tolls of
about $1/Mibtu. The two roughly agree on the pipeline
construction costs.

MR.  PULLIAM described different scenarios run regarding
capital costs for an LNG project and pipeline project,
detailed on Slide 31. The administration’s cost shows about
a 20 percent higher capital cost than the Port Authority.
Slide 33 shows the costs for the pipeline projects, using
the adm nistration’s capital cost calcul ati ons devel oped by
Wést ney.

2:52: 02 PM

MR. PULLIAM in response to a question by Representative
Kerttula regarding the difference between plant costs on
Slide 31, explained that one set of nunbers corresponds to
the different sizes of the plants.

REPRESENTATI VE SAMJELS observed a di screpancy.

MR.  PULLIAM explained that there are different ways of
estimating the costs. He referred to a graph put up by the
adm nistration (Slide 33). He explained the data points that
were used to calculate probability. The points were based on
Westney’s analysis of other LNG projects throughout the
wor | d.

2:54: 07 PM

MR. PULLI AM explained that the Port Authority, who are at
$470/ton instead of $750/ton, had a cost estimate done by
Becht el . The discrepancy is explained by different
nmet hodol ogy. There are specific differences for the Val dez
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pl ant, which would receive gas at a high pressure and would
not need as nmuch conpression as other plants. It would be
nore efficient.

2:56: 16 PM

REPRESENTATI VE FAI RCLOUGH referred to a previous question on
the plant cost discrepancy and asked if the adm nistration’s
analysis had included higher costs for the cooling
mechani snms for transport of the LNG

MR.  PULLIAM thought the admnistration tried to nmnake
adjustnents across tinme. They |ooked at plants devel oped in
the last five years. During that tinme plant devel opnment cost
has gone up considerably. He was uncl ear about the specific
nmet hodol ogy used. He did not know if they adjusted for
different plants in different regions. The specifics of the
adj ustnents were not available. The plant in Valdez is nore
efficient to operate than in the tropics, where many of the
other plants are, and should be cheaper. In addition, gas is
being delivered in a high conpression pipeline; sone of the
conpressi on needed in another plant will not be needed.

REPRESENTATI VE FAI RCLOUGH stated that the question she was
referring to had been asked June 10 when Bill Sparger was
speaki ng. The question was asked on a disparity on Slide 6.
She asked for a follow up calculation regarding the
conpr essi on.

3:01:16 PM

MR. PULLI AM revi ewed conparative plant costs as depicted on
Slide 34. The Port Authority estimated $470/ton. The
adm ni stration’s nunbers are $755/ton. Costs for plants are
difficult to cone by. Jensen estimtes between $600 and
$650, but that would not be specific to Valdez. Tariff costs
woul d be approximately $2.09 to $3.16. He felt that the Port
Aut hority anal yses woul d be reliable.

MR. PULLI AM di scussed the different elements of the tariffs
on Slide 36. He conpared LNG and pipeline projects. Fuel
costs are rising over tinme. Average transportation costs,
including the fuel, are a little over $9/ Mmbtu for the
smal ler LNG project. The 3.5 bcf/d pipeline comes out at
$5. 64/ Mnbtu. One of the big differences is that less fuel is
required to operate the pipeline. Overall, there is a $3.50
di fference between the two scenari os.

3:05:34 PM

MR.  PULLIAM noved to a chart on Slide 38 showing the
net backs for LNG delivery to Asia. The netback would be
hi gher for the larger, nore efficient plant. The pipeline
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and the LNG on a per unit basis would give simlar netbacks
under certain pricing assunptions.

3:07:29 PM

MR.  PULLIAM conpared projected netbacks (Slide 41). He
started with projects that were conparably sized, the 2.7
bcf/d LNG project and the 3.5 bcf/d pipeline project. The
different pricing scenarios are ranked 1-6. The netback t hat
woul d be highest would be for an LNG project at high gas
prices in Asia. That is the nost |ikely scenario; he thought
the mddle tw pricing scenarios, suggested by Gas
Strategies and Port Authority, were nore reasonable. The
net back would still be slightly higher than a small sized
pi peline. Wien that is changed into present value, and the
hi gher volune of the pipe is taken into account, the overal
value is higher wth the pipeline.

MR. PULLI AM then conpared the smaller LNG project with the
bigger, 4.5 bcf/d pipe, using Slide 43. He concluded that
t he pipeline would have the higher overall value. Conparing
the larger (4.5 bcf/d) LNG plant with the |arger pipeline
meant conpeting with other world markets. He did not think
t here was value for the higher volume LNG pl ant.

MR.  PULLI AM observed that the Port of Authority is not
speaking to a 4.5 bcf/d LNG pl ant.

3:12: 26 PM

MR.  PULLIAM spoke to sensitivities: H gh sustained oi

prices and the inpact of project delay. There is a scenario
(Slide 47) in which the LNG project could give Al aska a
hi gher value than a pipeline project: very high oil prices
($120 real). A snmall LNG project, assumng very high

correlation to oil, could have a netback of $25/ Mbtu. At
the sane tine, conparing that to a small pipeline project
with a weak gas/oil relationship, the netback would be

closer to $17/Mibtu. Bringing those nunbers over to net
present value, it is clear that LNG is higher, but not by a
| ot.

3:13:56 PM

MR.  PULLI AM spoke to the inpact of potential delays on
projects (Slide 48). The top panel of the chart shows the
net present value assumng both projects conme on in 2020

The project with the highest value is the 4.5 pipe under the
8t 1 oil/gas relationship. In the case where both projects
conme on, the pipe scenarios have higher value. Shifting the
start date of the LNG back by tw years, as the
adm ni stration assunmes, the value would fall. A delay in the
pipe until 2022 would translate to the pipe still having a
hi gher net val ue.
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3:16:13 PM

REPRESENTATI VE SAMJUELS observed that it would take a six
year delay in a smaller pipe |ine.

MR. PULLI AM agr eed.
3:16: 56 PM

MR. PULLI AM poi nted out that all of the nunbers assuned that
the LNG would be exported. Sone of the earlier proposals
tal ked about sending LNG to the west coast. He had not run
the nunbers, but it was clear that there were no reasonabl e
price scenarios that would nmake that attractive relative to
a pipeline project.

MR. PULLIAM asserted that he wanted to talk about export
i ssues because export of the LNGis central to the notion of
getting potentially higher netbacks. He reviewed Slide 50:

* Yukon Pacific permt for export
o |ssued in 1989
o For a volunme of 14 WMrta (about 1.9 bcf/d) to
Japan, South Korea, Taiwan
o 25 years fromfirst gas

e Project will require DOE review
o Different project
o Tinme el apsed
o Different ci rcunstances (e.g., u. S is net
i nporter of gas)
o Political

* |Is recent Kenai plant decision conparable?
o Smaller/shorter w ndow
0 No perceived issues outside Al aska
o Lengthy nmulti-year process for renewal
* Experience with oi
o Initial ban on exports
o 1996 Ilifting of export ban, but too late to
benefit Al aska
o Still significant perception issue at federal
political |eve

3:21:13 PM

MR.  PULLI AM continued reviewing LNG export issues (Slide
51):

» Exports nust be “in public interest”

e Pros
o Free trade
o Efficiency (higher netbacks)
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o Bal ance of paynents
o Mre production for Lower 48
« Cons
o0 WII lead to nore LNG inports
o WII lead to nore high cost Lower 48 production
o WII lead to higher gas prices for U S. consuners
3:21:47 PM

REPRESENTATI VE CRAWFORD questioned if it could be viable to
export to Trinidad in order to equalize costs. He estinmated
that the U S. would not be the prine market, but India and
China. He wondered if that was taken into account in the
anal ysi s.

MR.  PULLIAM explained that the forecast does consider
denogr aphi ¢ changes. They anticipate an increased demand in
Asia as the population grows. Wiile China is a factor, they
al so have a lot of coal and may not use as nuch LNG U. S
demand will also continue to grow and would still constitute
a huge market for gas. He thought prices should equalize due
to increased interconnection between regions in the LNG
trade and prices. The U. S currently pays the prem um on oi
for the large demand in Asia;, not all of that wll be
escaped with gas.

3:26:32 PM

MR. PULLI AM agreed that there is sone potential for a swap
i ncludi ng other countries. He added that the perception that
the gas is leaving the country would remain an issue.

REPRESENTATI VE CRAWORD observed that a case was made in
Salt Lake City that the future for energy was LNG He
suggested that the leveling of world nmarkets would cone
sooner rather than |later due to the growmh of the Chinese
and Indian economes. He wanted to consider offsets to
bal ance this.

MR. PULLI AM poi nted out that the U S. was an exporter of oi
up to the 1950s but has becone increasingly dependent on
inported oil. The U S. has been unwilling to export our oil
because of being at a deficit.

MR.  PULLIAM wondered what would notivate the public to
support export. There is consensus that Alaska gas wll
decrease U.S. gas by $7.5 billion a year to consunmers. He
felt that it would be difficult to convince the public that
it would be in the public interest to export.

3:31:12 PM

MR. PULLI AM continued with LNG export issues (Slide 53):
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» Chance of federal intervention
o Federal governnent assistance with permtting and
| oan guarantees in 2004 likely to lead to tension
re: potential of exports
o National security concerns
0o Argunents that consuners in Lower 48 would be hurt
o Probably little federal support for exports if
federal gas is invol ved

e Pipeline project nust also apply for export permt
o But 2004 legislation specifically addresses export
t o Canada

3:32:17 PM

REPRESENTATI VE GARDNER referred to a presentation by
Governor Hickel and observed that there are other parties
who believe they have valid export permts. She asked if
those permts could be used or if the federal governnent
coul d cancel them

MR.  PULLIAM explained that the permts, held by Yukon

Pacific, wll need to be reviewed by the DOE. Even if the
permts are valid and can apply to this project, the process
of review will take tinme and engender contentious debate.

Congress could also step in if relatively high gas prices
conti nue.

3:34:10 PM

REPRESENTATI VE GARA wondered if there was a flip side to the
argunent that would make it nore likely that export would be
al l oned. He thought some of the exports could go to Canada
or Mexi co.

MR. PULLI AM noted that there is a faster track for exports
to other countries on the continent. Particularly Canada and
the U S are connected by a pipeline grid and viewed as
being part of the same market. The federal government has
already addressed the issue of oil comng through or to
Canada.

3:35:21 PM

REPRESENTATI VE GARA asked if other countries have received
export licenses for U S. gas.

MR. PULLI AM stated that the Kenai plan had been approved and
reiterated the assunption is that the [Point Thonson] gas is
destined for the lower 48, while the gas in Kenai is not.
There had not been potential for receiving LNG gas on the
west coast so the assunption is that it would be used either
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for

Al aska or exported to Asia. The debate has been focused

on Al askan consuners.

REPRESENTATI VE SAMUJELS observed that Shell has stopped
drilling in the Beaufort Sea.

3:37:08 PM

MR PULLI AM concl uded with Slides 55-58:

Gas prices in Asia are likely to maintain a prem um
over U S. gas prices, though not at current |evels

US. prices will likely strengthen relative to Asian

and European gas prices as U S. donestic production

becomes nore expensive and LNG flows away from the

U. S.

LNG project would likely be viable under reasonable

price scenarios, assum ng gas can be exported

o Economics of LNG delivery to US. Wst Coast

woul d be worse than pipeline delivery under any
reasonabl e set of assunptions

Under the reasonable price scenarios, 2.7 bcf/d LNG
project offers $/ MMBtu netbacks that are simlar to
pi pel i ne net backs
o Difference in sone cases is not large relative to
potential estimation error

However, | arger volunes for pi peline deliveries
produce higher overall values (NPV) for resource
owners under nore likely price scenarios

e 3.5 bcf/d pipeline > 2.7 bcf/d LNG by $11Bn to
$16Bn

e 4.5 bcf/d pipeline > 2.7 bcf/d LNG by $25Bn to
$30Bn

LNG project could produce sonewhat higher NPVs if in
the I ong run:

e« Ol prices stay high
e Gs/QGIl priceratioin U S. renmains weak
 Gas/QGl priceratio in Asia stays strong

* LNG can be exported and project advances at sone
time earlier than the pipeline

Gai ning Federal permission to export LNG to Asia wll
likely be very difficult

» DCE perm ssion
e Potential Federal |egislation
Export via Y-line will face simlar challenges
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» Federal acceptance of exporting may be nore favorable
if myjority of gas is already flowwng to U. S. markets
e But don’'t count on it
G experience along those lines was not
particularly favorable
* Inpact of potential delays
o0 Delay in pipeline relative to LNG does not change
results under nore likely price scenarios
 Does the State have to choose between the two
proj ects?
» Market-based outcone is nore favorable
* Shippers can nomnate to LNG project if they see
it is nore economc
» Potential buyers of LNG can go “upstreani and
negotiate to buy gas
* Economics of LNG relative to pipeline not
conpel i ng enough to suggest that the State needs
to “intervene” to make LNG happen at expense of
pi peline

RECESSED: 3:42: 48 PM

RECONVENED: 3:50:18 PM

Bl LL WALKER, PROJECT MANAGER AND GENERAL COUNSEL, ALASKA
GASLI NE PORT AUTHORITY (AGPA), thanked the |egislature for
the last presentation and the opportunity to neet and
present their case with assistance from Econ One

MR. WALKER di scussed AGPA's relationship with Mtsubishi Gl
Corporation. Mtsubishi had approached AGPA the previous
year regarding Alaska LNG During that year, Mtsubish
| ooked at the financial info of the Port Authority and al
pi eces of the potential project. Mtsubishi has remained
conmmitted to the project even after AG A and sone doubts
about LNG Both parties were hopeful that they could work
with AG A

MR. WALKER related that 50 percent of the LNG into Japan is
by Mtsubishi. Many of the issues about whether the gas is
too lean or too hot have been resolved. Mtsubishi is
pl eased about the security of supply.

3:58:43 PM

MR. WALKER asserted that their base case is for the 2.7
bcf/d project. Less gas is required at start up. The timng
is very inportant as well. The work done to date gives a
significant start. AGPA is not |ooking at a single nunber to
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a wellhead as a litnmus test of success, although on several
scenarios, they did have the highest well head nunber.

MR. WALKER said the Port Authority was created to get gas to
Alaska and to get it there quicker. He agreed with M.
Pulliam s description of the issues, although he disagreed
wi th his concl usions.

MR. WALKER pointed out that nost of the issues they had
di sagreenment with had been presented in Fairbanks. They have
nore agreenment with Econ One’s economcs. They would like to
get the nodel the admnistration used in order to conpare
t hose econom cs. They think expansion potential is equal for
t he LNG and pi peline options.

MR. WALKER stated the BTU content is not an issue; hence
M t subi shi i nvol venent.

MR. WALKER sai d that the value added was inportant in Al aska
and worth a significant anmount in terns of jobs. Having the
facility as a fractionation unit in Valdez where the |iquids
woul d be split off is also significant.

MR. WALKER stated the Jones Act is not a stunbling bl ock.

REPRESENTATI VE GARA asked for clarification about first gas
to Al askans.

MR. WALKER replied positively and said he would talk nore
about the sinultaneous open season.

MR. WALKER said the heart of the issue is the export |icense
out of Valdez. The currently existing |icense was obtained
by Yukon Pacific Corporation 19 years ago. There wll| need
to be an additional review of the license. It is not clear
if the license wll be taken from Al aska. He agreed with M.
Pul liam that the recent export license for Kenai was for
much smal | er vol une.

4:06: 20 PM

MR. WALKER recounted the history of the Al aska pipeline
which originally limted shipping Alaska oil to the U S,
That remai ned in pl ace unti | Gover nor Hi ckel’s
adm nistration. Currently there is no limtation on Al aska
to ship its resources anywhere in world.

MR. WALKER referred to predictions regarding fractured
shal e. Many presenters have said that when the price of gas
is high, Alaska would be in trouble because other technol ogy
woul d conme forth. The Port Authority does not want to stop
t he project because of concerns about what has been granted
to Alaska. He referred to a letter from DCE regarding the
export |icense, saying: first, that they had not heard from
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the Yukon Pacific in 19 years; second, that there is a
requi rement on the |icense about 48-hour notification to the
federal governnent on the first shipment of LNG out of
Val dez; and third, that there are conditions that require
notification to DOE before the export takes place. There is
a process. He urged continuing to build the all-Al aska |ine.

SENATOR FRENCH referred to the stance that the export
license is the nunber one issue for this project. He asked
what steps needed to be taken to make the |icense bigger and
get to a final decision

MR. WALKER replied that not enough is being done. He said
that he needs the support of the adm nistration and the DOE
to decide once and for all how this will benefit Al aska. He
referred to testinony in Fairbanks about the price of energy
in rural Al aska. He enphasized that this is an Al aska issue,
not a Port Authority issue. He strongly urged that all
Al askans take control of the process. He thought the project
t hrough Canada has sone significant issues that have not
been addressed, especially land claimissues. There has been
no one fromFirst Nations.

4:16:11 PM

SENATOR FRENCH asked when the debate about the Val dez export
i cense took place.

MR. WALKER answered that the debate took place in the md-
1980s. He said that TransCanada was the only opposing party
to the license.

CRAI G RI CHARDS, ATTORNEY, AGPA, did not think each source of
del ay needed to be tal ked about. He nmade the point that both
projects have problenms and the outcones are unpredictable.
He urged devel oping both options as far as possible, so that
if one of them does not conme through, the other is
avai | abl e.

4:19: 08 PM

MR. RICHARDS said there were two issues. There was a group
put together on the U S. side of the project in the 1970s
and 1980s to advance the Al aska portion of the route. One of
the issues was whether the now $9 or $10 billion liability
could be put into the rate base. Credible opinion is that it
probably wll not be allowed. There is still an issue as to
whether the liability holders are going to expect
TransCanada to nake reconpense. TransCanada has gotten
around this by saying they would not wuse the original
permts or data. That may or may not work. It does create a
del ay. He thought that until the issues were resolved, the
proj ect could not nove forward.

JT. HRLS/ SENR COW TTEES 50 06/ 20/ 08 9:02 A M



REPRESENTATI VE DOOGAN stated that the export license is a
deal killer. If there is no export license, LNG cannot be
shi pped. He assuned that the Port Authority has known this.
He asked why they hadn’t tried to solve the issue.

MR. WALKER replied that the Port Authority has not had the
adm nistration’s support to go through the process. AGPA has
been concerned about the timng.

REPRESENTATI VE DOOGAN asked if now three governors had not
responded to AGPA's request regarding an export |icense.

MR WALKER answered in the affirmati ve.

MR. RI CHARDS added that they wouldn’'t go with TransCanada
ei t her.

REPRESENTATI VE DOOGAN sai d he was not speaki ng about getting
support but getting a useful export |icense.

VR. WALKER stated t hat he bel i eved t he current
adm nistration would support the effort. The issue was
getting through AG A and then asking the question

REPRESENTATI VE DOOGAN wanted a tineline regarding the LNG
export |icense.

MR. WALKER guessed si x nonths on the outside.
4:25:02 PM

REPRESENTATI VE GATO asked about “Mackenzie goes first” on
the slide presentation.

MR. WALKER said Tony Palnmer had answered the question in
Fai r banks by saying there is a preference in Canada for the
Mackenzie Vall ey project to go through first.

REPRESENTATI VE GATO asked if there would not be a preference
in Al aska that Al aska goes first. He thought that had a | ot
to do with availability of mterials and workforce. He
t hought an opinion like that should not affect decisions
about policy.

MR. WALKER replied that two different conpanies have said
that it nmakes sense for the Mackenzie project to go first.

REPRESENTATI VE GARA pointed out that there were risks for
all projects. Until sonething noves forward, the outcone
will not be clear. He wondered if the AGQ A process was
creating sone of the problens. He referred to statenents by
M. Palnmer that the way the pipeline is going to be built is
based on the producers providing a conmtnent to the end
buyer. If the producers provide a 2.7 bcf/d conmtnent to a
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buyer who takes from Valdez, then the pipe to Valdez is
built first. If there is no proposal to sell gas in Val dez,
t hat pi pe does not go first. He asked why the project could
not nove ahead.

4:29:40 PM

MR. WALKER stated that they Iliked the concept of the
si mul t aneous open season, but they have concerns. Under the
application, TransCanada has said that they would have an
open season for off-take points at Delta or Valdez in the
initial open season. If that initial open season is not
successful, then they are obligated under AG A to continue
on with the FERC process, but only on the Canadian | eg. They
are required to continue on for a second open season prior
to FERC certification, and a third open season post-
certification, but not on the LNG side. That would stop
after the initial open season.

MR. WALKER stated that TransCanada has said that if later in
the process sonmeone was re-designated for off-take in
Val dez, they would circle back and begin the process again.
The concern is that there would be only one open season for
an LNG The second issue would be that if there were enough
gas at the initial open season for both, the tineline would
be on the Canadian leg and not on the Al askan |eg.
TransCanada has been very clear that if at the first open
season there was enough gas for a Valdez |ine and not enough
for a Canadian line, they would build the line to Val dez.
There are a couple scenarios that we need to get clarified
as far as what happens post-first open season. The consensus
is that the first open season wll not be successful.
Knowing that going in makes it difficult w thout further
clarification. He stated concerns about what was offered
|ater in the process.

4:34: 08 PM

REPRESENTATI VE GARA requested clarification about what could
be done in the different open seasons.

MR. WALKER expl ai ned that the problem between the first and
second open seasons is that it is two or three years. |If
there was no work done on the Delta Junction to Valdez
portion, he was not sure how a second nomi nati on woul d worKk.

REPRESENTATI VE LADOUX referred to Senator French’s questions
and asked why AGPA didn't get the federal permts before
now. She asked what criteria the federal governnent would
use in granting and denying the permts and what the state’'s
role would be in the process.

MR. WALKER responded that they wanted the state to testify
regarding the advantages of getting the gas to Al aska as
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soon as possible. He thought the process was about getting
gas noving on a route that could be controll ed.

REPRESENTATI VE LADOUX queried other criteria the federal
gover nnment woul d use.

MR. WALKER replied that they would | ook at the availability
of gas to other regions, and into the U S. They would | ook
the presunption of export to say why the gas should not be
exported. They would | ook at the balance of paynents, and at
shortages of gas into the US. They would also consider
price.

4:38: 56 PM

REPRESENTATI VE LADOUX asked if there were anything in the
criteria that specifically addressed how the gas is
devel oped by the state.

MR. WALKER responded that the state is usually allowed to do
what the state feels is in its best interest. He thought the
state’s interests would be considered. He said the
comm t ment of conpanies such as M tsubishi denonstrated the
seriousness of the situation.

MR. WALKER expressed concerns that AG A as presented has the
potential for <closing out LNG options. After AGA is
awar ded, conpani es woul d have to be convinced that there is
reason for themto continue with the project. He reiterated
concerns about a disadvantage after the first open season

These kinds of issues caused Mtsubishi to reconsider their
commtnment. He wanted witten clarification to be assured
that AG A would not be a hindrance to the process. He
stressed the enormty of the issue. The Port Authority does
not want to be a hindrance to the process. They were created
to get a gas pipeline as quickly as possible and they are
concer ned about i npedi nents.

HB 3001 and SB 3001 were held in comm ttee.
ADJ QURNVENT

The neeting was adjourned at 4:43 PM 4:45:16 PM
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