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ACTI ON NARRATI VE

HB 3001- APPROVI NG
SB _3001- APPROVI NG

L1 CENSE
L1 CENSE

AG A
AG A

CHAI R SENATOR CHARLIE HUGE NS called the joint neeting of
the House Rules Standing Conmttee and the Senate Speci al
Comm ttee on Energy to order at 1:06:40 PM

1: 09: 05 PM

PAT GALVIN, COWM SSI ONER, DEPARTMENT OF REVENUE, observed
that the intent of AQA was to engage the power of the free
market to spur the project ahead. He observed that AGA
provi des conpetition in the form of projects that would
contend for state value. The state believes that the project
is economcal and the market would drive the project to
conpl eti on.

1:10: 57 PM

[ NOTE: Audio mssing from11:11 PMto 1:16 PM mnutes taken
from Gavel to Gavel]

COWM SSI ONER GALVI N spoke to the TransCanada application and
the conclusion that going forward with TransCanada mexi m zes
the benefits for Alaskans. He explained that there is
al ways a counterwei ght for conparison. Jobs, affordable in-
state gas, and revenue nust be considered in making the
choice. He believed TransCanada' s application maximzes the
state’'s resources and nerits issuance of an AG A |license.
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COWM SSI ONER GALVIN thought that issuing the license to
TransCanada would be nore beneficial to Alaskans than
pursuing an LNG (liquid natural gas) project or the
producer’s project.

1: 14: 29 PM

COW SSIONER GALVIN stressed that the state’'s interest is
primary. GCetting a pipeline requires a feasible project
pl an, sponsored by a capable pipeline conpany. It is a |long
term project. He thought TransCanada was proposing an
econom c  project t hat was |ikely to attract firm
transportation conmtnents and secure finances.

1: 18: 03 PM

COW SSI ONER GALVIN spoke to jobs and affordable gas to
Al askans. He observed that any pipeline would result in a
spi ke in enploynent associated with construction, but the
real prize would be new jobs and |ong-term careers created
by the exploration and devel opnent of new gas resources. The
structure of the proposal of the gas pipeline wll affect
t he amount of future exploration.

COM SSI ONER GALVIN said there was focus on tw different
time frames. The nost cost effective transportation wll be
based on volune. The second issue is timng. Al askans want
gas as soon as possible. It is inportant to nove the big
pipeline forward in a way that allows Al askans to pursue gas
ina tinmely manner.

1: 20: 16 PM

SENATOR HUGE NS asked when Al askans on the road network and
the Rail belt could expect to have in-state gas.

COW SSI ONER GALVIN clarified that gas could be available in
five to seven years. The econom c issues could be addressed
by through-put, 1increasing the anount of gas traveling
through the pipeline in order to share the costs of that
line, which would take tinme, or by having the state front
the noney to allow quicker distribution. The deci sion before
the legislature is whether to advance the TransCanada
application. Nothing in that |Iicense would hinder the
state’s pursuit of in-state gas.

1: 22: 35 PM

SENATOR HUGGE NS referred to nodifications requiring the
volunme of gas that could be transferred in the state.

COMWM SSI ONER GALVIN answered that the issuance of the
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license would require the state to not support a conpeting
gasline project during the TransCanada project. *“Conpeting
project” is defined in statute as a pipeline |arger than 500
Mhcf/d. For conparison, he discussed the size of the market
in the Southcentral region, which is currently 252 Mrcf/d.
In addition, approximately 190 Mwrf/d was exported out of
the Nikiski plant. The Agrium plant was consum ng about 150
Mrcf/d. That is the total market in the Cook Inlet region

Cook Inlet is still a producing basin with a significant
anount of gas potential. Therefore, the entire demand of the
Cook Inlet area would have to be doubled to exceed the
amount al |l owed. He concluded that the capacity is unlikely
to exceed the demand.

1: 26: 36 PM

COW SSI ONER GALVIN | ooked at the TransCanada |icense in
conparison to the Denali project and other options to the
state. He stated that the Denali project has no conm tnent
to nove forward under any particular tineline and no
commtnment to structure tariff and expansion ternms in a way
that will protect the state’'s long-term interests. 1In
addi ti on, proponents  of the Denali pr oj ect require
additional state concessions in regards to taxes and a
fiscal franmework. The extent of the additional requirenents
is unknown. It is not in the state’s interest to close its
options. He concluded that the TransCanada project is in the
state’s long-terminterests, is economcally viable, and is
sponsored by a very attractive pipeline conmpany.

1: 29: 55 PM

COW SSIONER  GALVIN discussed the TransCanada |icense
related to LNG projects the state could pursue. He reviewed
different LNG project designs and considered economics to
the state and producers. He referred to barriers to an LNG
project. He concluded that LNG projects are econom c, but
not as attractive as an overland project. He maintained that
Al aska’s long-term goal is to have both, but that it would
be best to start with the overland project since it would
hel p the LNG project succeed.

1: 33: 26 PM

COM SSIONER GALVIN reiterated that the pipeline project
proposed by TransCanada' s application nerits issuance of an
AG A license. Issuing the license to TransCanada maxim zes
benefits to Alaskans nore than pursuing an LNG project or
t he producer’s project.

1: 34: 28 PM

COWM SSI ONER GALVI N i ntroduced his PowerPoint presentation
“AG A: Summary of Conmi ssioners Findings and Determ nation”
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(Copy on File). He asserted that getting a pipeline is a
priority, but enphasized the need for a feasible project
pl an sponsored by a capabl e pi peline conpany and an economnic

project likely to attract firm transportation conmtnents
and secure financing. In terns of jobs and long-term
careers, t he pi peline shoul d maxi m ze conpetitive

expl oration and devel opnment on the North Slope. This would
require a true open access pipeline.

COW SSIONER  GALVIN defined open access pipeline. He
expl ai ned that under A A the licensee is obligated to:

* Solicit for additional demand for gas to go into the
pi pe on a regular basis, at |east every two years.

e If there is sufficient demand, they have to commt now
that they wll expand the pipeline when that gas is
ready to get into the line.

* Wien they charge the rate to those who want to expand
and get gas into the line, they will do so on the basis
of rolled-in rates. This neans they wll spread the
cost of expansion across all shippers, and not |ust
across the newconers.

1:37:11 PM

COW SSI ONER GALVIN pointed out that the opportunity for
Al askans to enjoy affordable gas cones down to access. Gas
must be able to cone off the line, with rates that are
appropriate for the distance the gas travels. There nust be
true open access, because Alaska's ability to use gas wll
change over tinme. Expansion provisions are crucial. Any
|arge project will take tinme to build; Al askans may want to
pursue a smaller, quicker line. AG A provides for that.

COMWM SSIONER  GALVIN described Alaska as a resource
devel opnent state; its primary source of revenue is from oi
and gas devel opnent. The revenue derives from a high net-
back value on oil and gas. Net-back is the market price |ess
transportation cost. The state cannot control the market
price, but it can control the transportation cost. AGA is
designed to provide the Ilowest transportation rate or
tariff.

COWMWM SSI ONER GALVIN stressed the enormty of Alaska s gas

reserves. There is nore than 30 trillion cubic feet of known
gas reserves on the North Slope, plus 5 trillion in Point
Thonson. There are a couple hundred trillion cubic feet of

expected gas resources that would be econom c to produce if
there were a gas pipeline.

1:41: 39 PM

REPRESENTATI VE FAI RCLOUGH questioned how di stance sensitive
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rates under FERC will affect tariffs in Canada

TONY PALMER, VICE PRESI DENT, ALASKA BUSI NESS DEVELOPMENT,
TRANSCANADA, explained that there are two significant and
separate conponents of the pipeline: the Al aska portion and

Canada portion. Both will collect through their own tolls.
In the Al aska conponent, there will be sonme gas that goes to
the border or to Val dez, and sone gas that will be consuned

within Alaska. He maintained that the Canadian toll would
not be affected by Al aska s distance sensitive tariff.

REPRESENTATI VE FAI RCLOUGH asked for information regarding
t he through-put and how it would affect the tariff.

MR. PALMER answered that wuntil there was an open season
where custonmers were solicited, it would not be known how
much gas woul d use the Al berta destination on the way to the
| oner 48, how nuch would go to Val dez, and how nuch woul d be
consuned in Alaska. As one possible scenario, in the event
that 4 bcf/d goes to Alberta, and 2 to 4 Micf/d is consuned
within Alaska, then the pipeline in A aska wuld be
constructed in order to transport 4.2 bcf/d down to the
| ocati on where Al askans wanted to take off their portion

The capacity beyond that point would have 4 bcf/d all the
way to the destination. The anmount of conpression on the
pi pe would be adjusted accordingly. If additional volune
were required in the future for Alaska or elsewhere,
conpression woul d be added to the pipe.

SENATOR HUGGE NS added that the Canadian National Energy
Board and other governnmental agencies had been invited to
testify, but they had declined to participate.

1: 46: 48 PM

COW SSI ONER GALVI N observed that wunder AG A the state
| ooked at the TransCanada application using two prinmary sets
of criteria: net present value (NPV) to the state, and
i kelihood of success. He summarized that NPV reduces
paynents to the value of current dollars in order to conpare
the value of different projects. The NPV to the state was
| ooked at, and the NPV to the producers, which is a neasure
of the likelihood of success in terns of attracting gas
commtnents in order to finance a project. In addition, many
factors that would affect the project were reviewed to
measure |ikelihood of success, sone specific to TransCanada
and their parent conpany. |Included were technical abilities,
track record in conpleting large projects, financial
stability, and potential hurdles such as permtting.

1:51: 25 PM

REPRESENTATI VE NEUVAN referred to issues brought up by Econ
One, particularly TransCanada’ s expectations of the state
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per suadi ng ANS producers to conmt gas and dedicating state
resources to the project. He stressed that a specific plan
needs to be in place to address these issues.

COWM SSI ONER GALVI N replied t hat t he TransCanada
expectations referenced are not obligations on the part of
the state. TransCanada has requested these things from the
state. The gas pipeline process is conposed of a series of
gates that the state nust go through. More information wll
be available as the process progresses. The issues can be
considered in the future, though the state can identify the
decision junctures. For instance, on the issue of gas
commtnents: Wat if there is an unsuccessful open season?
The state can anticipate such issues and expect the parties
to think about them

1: 56: 48 PM

SENATOR NEUVAN observed that it would be better to have
specific ideas of how the state noves forward, perhaps in
the formof a contract.

SENATOR HUGGE NS expl ained that the contract woul d
incorporate the legislation of AGA the request for
proposal, and TransCanada’s application. Sone are concerned
about voting w thout knowing if any of those conmponents has
precedence. He said there would be a round table with |egal
counsel to wal k through those issues.

SENATOR STEDVAN asked for an explanation of the gates or
deci sion junctures. He understood that AG A does not require
that the pipeline be built and then open to first gas; it
consists of earlier gates to acconplish first gas, such as
permtting.

COWM SSI ONER GALVI N responded that AGQ A focuses on an open
season, which is an opportunity the pipeline provides to the
market to make conmtnents to ship gas through the line

Fi nanci ng woul d be based on those commtnents. In addition,
the permtting process under the federal regul ating
comm ssion FERC is a drawn out process, ained at getting the
certificate. There is a simlar agency and process on the
Canadi an side. These tw permtting processes are the
primary gates on which AGA is prem sed. He concluded that
the project needs to get going through those particular
gates, in order for the market to pick the project up and
ultimately get it in operation. Wthin those paraneters,
there are a nunber of junctures where decisions will need to
be made.

2:01: 16 PM

COW SSIONER  GALVIN continued that in the application
TransCanada says the state nmay want to consi der other paths.
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He spoke to problens that could occur if the open season is
not successful. The federal governnent has stated that they
are interested in the project; they have threatened that
they could take the project over and build it thenselves if
it did not advance quickly enough. TransCanada said that
perhaps the offer to the federal government should be that
they don't have to build it thenselves, but could allow the
project to nove past that hurdle. This has been called the
bri dge shipper proposal. The TransCanada application also
mentions that the state may want to | ook at the possibility
of allowing TransCanada to enter into commtnments wth
others for the project to be feasible. Those kinds of ideas
were solicited in the application.

2: 03:40 PM

SENATOR HUGA NS spoke to the $500 million and asked for nore
i nformati on.

COWM SSI ONER GALVI N observed that the key to AJA is the
notivation to drive the project forward to an open season.
The state will match up to $500 million of the cost to do
that. In return, the state receives a conmtnent for a
viable project with true open access to go forward in a
timely manner.

2: 05: 29 PM

SENATOR STEDVAN clarified that AGA is tasked with getting
the pipeline project through its initial gates, not
conpl eti on.

COWM SSI ONER GALVI N agr eed.

SENATOR STEDVAN stressed the difference between what is
avai |l abl e under FERC and what is added by AG A He thought
it mde sense to deal with federal requirenents first as
FERC is the ultimate decider on nmany of the issues, not the
st at e.

COWMM SSI ONER GALVI N pointed out that AGGA would result in a
proposal to FERC in the state’s interests, which is of
trenmendous value to the state. He enphasized that open
access is a key conponent. The state has tried to get as
much out of FERC as possible in terns of pipeline expansion
and rolled-in rates as the primary nmethod of establishing
the tariff. FERC regulations and AG A are significantly
different. The admnistration feels strongly that the
commtnments included in AGA by TransCanada w Il give the
state a greater likelihood of achieving an open access
pi peline than FERC would provide through an adjudication
process. The ultimate decision nmakers on the value will be
the explorers, who need the confidence that they wll
receive a return on investnent.
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2:12: 14 PM

REPRESENTATI VE SAMJELS questioned statenents nmade by
Comm ssioner Galvin. First, he mintained that FERC has
already testified that the project would be open access.
Second, he said that the project is ten tines the size of
any previous project taken on by TransCanada, so they have
no track record on projects of this size. Lastly, he
contested remarks by the Conmmissioner related to the bullet
line needing AG A to go forward.

2:14: 40 PM

COWM SSI ONER GALVI N responded that regarding open access,
the explorer will ultimtely have to nmake a deci sion whet her
to invest. The FERC process could discourage them He
believed that was the ultimate determ nate of whether it was
open access. The administration believes that what they get
under AG A is nore valuable than what they could expect
under FERC. Regarding the comment on “projects of this
size,” he said he was talking about track record on the
techni cal aspects of building a pipeline and bringing it in
on budget. In that regard, TransCanada s track record can be
anal yzed and projected. Finally, he agreed that the bullet
line issue would not be inproved or disadvantaged by a
deci sion on AGQ A

2:17: 40 PM

SENATOR GREEN asked for clarification regarding the $500
mllion. She pointed out that the state would not be
mat chi ng dollar for dollar but TransCanada would put in $111
mllion to match the state’s $500 million.

2:18: 25 PM

COWM SSI ONER GALVI N concurred; it is dollar for dollar up to
open season, and the state bears the larger share after
that, up to 90 percent if the project is within the budget,
and less than that if they go over budget. The cap is $500
mllion.

SENATOR GREEN asked for clarification regarding the anmount.
2:19:12 PM

SENATOR STEDVAN asked for el aboration regarding the players
i nvol ved before FERC

COWM SSI ONER GALVIN replied that FERC nmakes a decision on
the public interest and would define public broadly to
i nclude consuners in the Lower 48, producers if the subject
is initial shippers, existing shippers and expansion
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shippers if the subject is expansion, the pipeline, the
state, and the federal governnent itself.

SENATOR STEDVAN asked if FERC had testified that they would
wei gh the state’s concerns.

COW SSI ONER GALVI N t hought that they had. He expl ai ned that
under AG A the state would gain an applicant who would
forward the state’'s interest, as opposed to FERC injecting
it into an applicant’s proposal. That has val ue.

SENATOR STEDMAN reiterated that he wanted a bal ance. He
stated that there would be a multitude of interests in front
of FERC, each arguing their own case. The state may or may
not prevail. FERC will nmake the call.

COWM SSI ONER GALVIN pointed out that it was beneficial to
have allies.

2:22: 57 PM

SENATOR THERRI AULT addressed confusi ons surroundi ng the $500
mllion figure. He asked if the lowering of the tariff
resulted in a $1.2 billion future revenue stream to the
state that is discounted to get $500 million back plus $200
mllion.

COW SSI ONER GALVI N answered in the affirmati ve.
2:23: 56 PM

SENATOR THERRI AULT reiterated that the state would get back
the $500 million plus another $200 mllion, in discounted
dol | ars.

COWM SSI ONER GALVI N expl ai ned that the overall value of the
project to the state is up to $200 nmillion.

SENATOR THERRI AULT referred to water and sewer issues. He
understood that when the governnent contributes in that
manner it is called a transparent asset. There is no debt,
so debt service cannot be built into the rate base. It is
not equity noney. He asked if TransCanada woul d benefit from
the state’'s investnment of the public’s noney.

MR. PALMER answered that the anmpbunt woul d not be included in
TransCanada’ s assets. It would be a deduction fromthe total
val ue of the project. TransCanada receives val ue because the
state is sharing risk during the devel opnent peri od.

2:25: 32 PM

SENATOR THERRI AULT asked if devel opnent costs are subtracted
off the total if TransCanada applied for a tariff.
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MR. PALMER answered yes, although TransCanada would not
apply for that from the FERC, because they are required by
AG A to exclude it fromthe cost.

SENATOR STEDVAN asked for a break out of the nunbers
including the benefit to the producers and TransCanada.

2:26:45 PM

COW SSI ONER GALVIN continued with his presentation. One of
the conplications of the economc analysis is that AGA
woul d allow TransCanada to provide alternate designs based
upon certain events that they cannot anticipate. TransCanada
has provided a design that will accommpdate a pipeline that
could be anywhere from 3.5 bcf/d capacity up through 5.5 to
5.9 bcf/d.

COWM SSI ONER GALVIN stated that their report tried to focus
on two primary base cases. The first is the proposal based
case, which has the assunptions that TransCanada made in its
analysis in their application. The other is a nore
conservative based case, based on |ess gas being available
at the initial open season. He enphasized this was an
inmportant starting point to understand the economc
anal ysis. The RFP asked for two different types. The first
one asked for a project specific economc profile, a
planning effort for a project with expected costs. The
applicant was to provide input about cost expectations. The
state then took those nunbers and did a sensitivity risk
assessnment anal ysis. Rather than assuming a particular price
and have technical experts make price estimates, the state
gave probabilities for various factors. Each of the cost
conponents had a high and |low case. From this a md point
was established and then various scenarios considered,
resulting in a range of potential project costs. The state
was interested in assessing risk within a large variety of
scenari os.

COWM SSI ONER GALVI N expl ai ned that presenting such an array
of information was a challenge. The report is detailed and
specific and reflects a wde range of analyses. The finding
is narrower than that and considers primarily the base
cases.

2:32:49 PM

REPRESENTATI VE FAI RCLOUGH referred to the proposed base and
conservative base cases in Slide 10. She pointed out that
nei ther proven reserves nor allowable off-take would fill a
4.5 bcf/d pipe or a 4.0 bcf/d one.

2:33:46 PM
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COWM SSI ONER GALVI N acknowl edged that the issue of allowable
of f-take causes confusion. He explained that typically the
of f-take would be established by the operator of the field
making a request to the Alaska G| and Gas Conservation
Commi ssion (AOGCC). The <conmssion wll look at the
proposal, analyze the inpact it would have on ultinmate gas
recovery, and nake a determ nation whether they agree to the
amount of gas to take off at that tinme. At this point, the
standing order for Prudhoe Bay is to off-take 2.7 bcf/d

None is taken off for marketing or selling the gas; about
700 Mcf/d is taken off for energy consunption within the
field itself and the punp station.

COM SSIONER GALVIN admtted that the question renmains
regarding how much gas would be available when the tine
comes to take gas off for a gas pipeline. The AOGCC
conmmi ssi oner, Kathy Forester, provided her own assessnent in
the Anchorage presentation. Based on current trends of
production of oil, she expects there to be sufficient gas
available to fill the pipelines under consideration by
Denali or TransCanada. He pointed out that the producers for
t he Denali project have been referring to the sane range of
4 to 4.5 bcf/d. He was confortable that there would be
enough gas. The 3.5 bcf/d scenario was al so considered and
found econom c. He enphasized the picture he was providing
was not an actual picture of what woul d happen, but a w ndow
into sensitivities.

2:38: 16 PM

REPRESENTATI VE FAI RCLOUGH appreciated how difficult it was
to know. She opined that TransCanada is a good, financially
stabl e and capabl e conpany, but she thought the cost should
decide if the project was economc. Construction costs are
at historical highs. She agreed there were nmany reserves and
great potential for discovering nore. She asked when
TransCanada appropriately sized the pipeline for potential
shi ppers.

2:40: 08 PM

MR. PALMER stated that he had not to date heard that parties
woul d only expect 2.0 bcf/d commtted for the project. He
acknowl edged that AOGCC had not put a definitive nunber
forward, but the expectations were that there would be
sufficient capacity for 3.5 to 4 or nore per day.
TransCanada woul d be pleased to build a |arger pipe but the
tolls wll be high. Neither the volume nor the destination
of the gas is known. He pointed out that this is normal in
the business; those answers always cone during the open
season. He did not expect there to be a restriction to 2.0
bcf/d off the North Sl ope.

JT. HRLS/ SENR COWM TTEES 14 June 24, 2008



2:42: 00 PM

REPRESENTATI VE FAI RCLOUGH sai d she was pushing the 2.0 bcf/d
to prepare Al askans for a failed open season. She wanted to
assess the risks of the TransCanada proposal, the NPV
cal cul ations and how to make it cost effective. She stated
concerns about the unexposed liability for treble damages.
She asked if that could be limted. She said Al askans she
had talked to believe the state’'s liability cannot exceed
$500 mllion. She worried that the Iliability could be
greater. She wanted it on the record that the liability was
[imted to $1.5 billion.

2:43: 28 PM

COWMM SSI ONER GALVI N conmented that the off-take is unknown,
but he proposed that 2.0 bcf/d is of no nore value as a data
point than 4.0 bcf/d. Producers would ultinmately propose an
amount to AOCGCC

2:44: 26 PM

REPRESENTATI VE NEUVAN referred to sensitivity risk anal yses
and cost overruns with the gasline. He asked if there were a
30 percent overrun on construction. He al so asked the effect
on tariffs with different sized pipes.

2:45: 36 PM

COW SSI ONER GALVIN clarified that REPRESENTATI VE FAI RCLOUGH
was tal ki ng about cost escal ation factor on an annual basis,
not the cost overrun that could be the ultimte end of the
project. He said pipeline cost escalation at 30 percent a
year for ten years would not be sustainable. If costs go up
hi gher than the projected $30 billion, he thought that first
t he question would be what drove that. The costs could go up
parallel to the price of oil, which would not have a
significant overall effect. The second scenario is if the
cost goes up but the price does not, then the project may
not be economic. That raises the question of whether to
approve this project. However, the sanme chall enges would be
in place for other conpanies. He enphasized the primary goal
of getting the pipeline noving.

2:49: 10 PM

MR. PALMER added that a 30 percent escalation was not
sustainable in any industry. At that rate, costs would
double every two and a half years, which would mnmeke the
costs 10 tinmes higher than projection. G| and gas prices
woul d al so have to increase by that amount. If that were to
occur, every possible substitute energy would becone
econom c. That woul d not happen.
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2:50: 14 PM

REPRESENTATI VE NEUMAN pointed out the projection of $1
billion for Trans-Al aska Pipeline System but the cost was
$9 billion. He stated concerns that costs were going up
faster than prices.

COWM SSI ONER GALVI N said that costs had to be | ooked at from
a variety of vantage points. For instance, were all costs
going up or has the project been wunderestimted. The
analysis tries to separate out factors. The risk of the cost
of materials going up is a significant factor. He did not
believe it nade the project unworkable. The design was a
lower risk with |ower inpact to the state

COW SSIONER GALVIN turned to the two base cases for
TransCanada’ s project outlined on Slide 10, “Two Base Cases
Reported for TransCanada’'s Project”:

e “Proposal Base Case”
0 4.5 Bef/d (including 0.9 Becf/d fromPt. Thonson)
o 75/25 debt to equity
0 14% return on equity
o 25 year shipping contracts

« “Conservative Base Case”
0 4.0Bcf/d (No gas from Pt. Thonson)
o 75/25 debt to equity
0 14% return on equity
o 20 year shipping contracts

COM SSIONER GALVIN stated that the risk of finding
sufficient gas to finance the project is one of the reasons
they are analyzing the snaller pipe. The anal ysis considers
a shorter contract to spread the costs, and so reviews a 20
year shipping contract as opposed to the 25 year contract
in the proposal based case.

RECESS: 2:53:24 PM

RECONVENE: 3:22: 04 PM

COMWM SSI ONER GALVI N di scussed NPV. The analysis projected
out 35 years. He covered several NPV factors:

e Qs prices. The market price for gas wll be the
starting point for cash flow anal ysis.
e Transportation costs. The tariff figured wll take

into account cost escalation rates and be spread over
the initial through-put. The debt-to-equity, the
financing and how that financing is captured in the
tariff affects how nmuch wll be recovered by the
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pi peline from the shippers. That wll establish the
NPV and revenue streamto the state.

e Schedule. The cash flow starts when the gas starts
fl ow ng.
« (as production costs.

COWM SSI ONER GALVI N addressed gas prices (Slide 12):

e Gas Price Models
0 Separate price forecasts obtained from
= US DCE's Energy Information Adm nistration
(EIA
= Whod Mackenzi e
= Gas Strategies Consulting
= Black and Veatch

COM SSIONER CGALVIN turned to Slide 13, covering the
techni cal team which included:

* Westney Consulting

» Energy Project Consultants

* Pingo Internationa

« AMEC Par agon

» Colt Engineering

» Mistang Managenent

e Energy Operations Consulting
« Black and Veatch

* Merlin Associates

3:26: 07 PM

COMM SSI ONER GALVIN stated that the analysis resulted in a
m d-case, probability 50/50, on costs and on schedule
(Slide 14).

e Project Cost Estimates — M d - Range
o Proposal Base Case
= $31 Billion in today' s dollars
e $3.19 tariff
= $45 Billion in dollars spent
e $4.73 tariff
o Conservative Base Case
= $29 Billion in today' s dollars
e $3.59 tariff
= $42 Billion in dollars spent
e $5.33 tariff
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COW SSI ONER GALVI N expl ai ned t he I mportance of
understanding why these nunbers are different from
TransCanada’ s estinmates. TransCanada went through a project
pl anni ng exercise. They |ooked at the project point of a
proponent. They used assunptions for cost escalation for
the exchange rate between U S. and Canada that the state
gave them They used other nunbers given by the state. The
big difference between the two prices is the result of
taking the state’s technical teams approach, which was to
assune neutral conpetence and m d-range costs. TransCanada
went through a project planning effort. They had to come up
Wth a realistic target.

COW SSI ONER GALVIN said there were differences in how the
project was seen to play out, delineated on Slide 15:

* Project Cost Estimates: Wiy Hi gher than TC Al aska’ s?
o Different Purposes — Project Planning vs. Ri sk
Assessment
o TC Alaska’s Cost Estimates are “realistically
aggressive’and appropriate for project planning
» Analytical teamtested sensitivity of
esti mates to changed circunstances
o Difference Between Assunptions Mandated in the
RFA and the final anal ysis assunptions
= Exchange rate, cost escalation rate
o Assuned “Neutral Conpetence” of Operator
o Cost of the GIP

= (One vs. Two seasons of sea-lift

3:28:49 PM

COMW SSI ONER GALVI N addressed the project schedule (Slide
16) :

* Project Schedul e
o Md-range probability put first gas in 2020
o State’s Canadi an counsel advised on expected
regulatory tineline in Canada, including First
Nati on issues

COMM SSI ONER GALVI N di scussed (Slide 17):

e Reporting NPV Results —Proposal Base Case
o Gas Prices (using Wod Mackenzi e)
o Transportation Costs
= Pipeline Project Capital Costs ($13.5
billion
» Cost Escal ation Rates (4%
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» |nitial Pipeline Throughput (4.5 Bcf/d)
» Tariff Terns (e.g. debt to equity
rati o[ 75/ 25])
o Pipeline Construction Schedul e (2020)
o0 Gas Production Costs

COWM SSI ONER GALVI N enphasi zed that they had focused on

the first 25 years of pipeline operation. In that tine
franme, the state could bring in an additional $261
billion, in today’'s dollars. The proposal base case

results (Slide 18) and conservative base case results
(Slide 19):

» Proposal Base Case Results

o The State of Al aska woul d realize
an estimated cash flow of $261.5 billion, and
an estimated NPV of approxinmately $66.1 billion
at a discount rate of 5%

o The Major North Slope Producers would realize an
estimated cash flow of $147.4 billion, and an
estimated NPV of approximately $13.5 billion at a
di scount rate of 10%

» Conservative Base Case Results
o The State’s NPV decreases by 8% from the
Proposal Base Case to $60.7 billion.

o The nmgjor North Sl ope producers NPV decreases by

9% to $12.3 billion.

3:31: 52 PM

COM SSI ONER GALVIN noted that all the nunbers are based
on no expansion, with no additional gas. He continued with
Slide 21, which acknow edges that the project econom cs
are extrenely robust:

o It woul d t ake a “perfect stornt of wor st
case scenari 0os of mul tiple factors for the
Project to be uneconom c to the Producers.

e Indeed, a “perfect stornf of |ow gas prices and
hi gh construction costs together are not enough to
generate a negative NPV for the state.

3:33: 01 PM

COW SSI ONER GALVI N expl ained that when the $500 nmillion
mat ching contribution is factored in as a lowering of the
project costs, the tariff is reduced, which ultimtely
reduces the cost to ship the gas. This increases the NPV
to the state by $200 nmillion (Slide 22).
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COW SSIONER  GALVIN turned to the subject of the
I'i kel i hood of success (Slide 23):

* TransCanada has submtted a plan for its project that
is technically feasible, reasonable, and specific.

e« TransCanada has denponstrated the technical and
financial ability to construct the project.

e TransCanada has submtted a reasonable comrerci al
plan which, coupled wth economic and political
factors, should help to encourage firm shipping
comm t ment s.

3:34:29 PM

COMWM SSI ONER GALVIN stressed the inportance of | ooking at
getting gas commtnents, which will ensure success of the
project. It wll also provide the state with opportunities

to enhance the likelihood of getting the gas. Producers are
| ooking for an attractive project to put their gas in, one
that will rmake them noney. H's analysis shows that this
project wll do that. He also thought TransCanada was a
conpany that would attract producers to the pipeline. He
t hought AQ A provided additional value to the producers if

they commt to the project. Inducenents include the ten
year tax certainty and royalty wvaluation. He described
things that the state is considering that wll becone

relevant if gas is not conmitted: |ease requirements, anti-
trust issues, congressional attention, and answers for
shar ehol ders.

3:38:47 PM

SENATOR HUGE NS asked for a brief overview of what would
happen if producers commtted gas to the Denali project.

COWM SSI ONER GALVI N descri bed a scenari o: an open season for
t he TransCanada project where the producers don't conmmt the
gas because they’'d rather put it in their own pipeline
w thout state concessions, and that project noves forward.
He said this was a possibility and he thought the state was
better off if the TransCanada project noved forward.

3:39:52 PM

SENATOR HUGGE NS asked what woul d happen to TransCanada if
the producers did not go with them

COW SSI ONER GALVI N answered that the issue would be if the
producers see a potential role and the state wants to form
a project outside of Ad A

3:40: 24 PM
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COW SSIONER  GALVIN raised the issue of contingent
liability on the part of TransCanada towards fornmer
partners. The risk has two conponents (Slide 25). If the
l[iability is pursued and recognized by a court, tariff
costs wll increase. The second concern is that an
outstanding liability will keep partners away for fear of
assuming the Iliability thenselves. Legal and financial
experts have analyzed that risk and concluded that the
tariff will not be affected under rules currently in place.
Regarding the second concern, experts concluded that it
should not be a barrier to the project. The risk of
l[itigation and potential exposure is very small.

3:43: 39 PM

SENATOR GREEN asked if under those circunstances the state
would be willing to indemify producers. She wondered if
the state would be willing to ensure it would not be a
pr obl em

COW SSI ONER GALVI N t hought the issue could be |ooked at.
I f producers cane forward and expressed willingness to join
the project if the state took a particular action relating
to the liability, the state would consider it.

3:44:41 PM

REPRESENTATI VE SAMUELS asked if TransCanada would ensure
against liability, knowing that could not be rolled into the
tariff.

3:45:18 PM

MR. PALMER answered that would be discussed with partners as
appropriate, and not in a public forum TransCanada has had
ongoi ng di scussions with all producers for years on this and
other matters. TransCanada's position has been put on the
record. They are taking action to dissolve the partnership.
TransCanada has conmitted that any costs to TransCanada for
that process will not affect the tolls.

3:46:12 PM

REPRESENTATI VE DOOGAN conjectured that if AG A passed, in
order to get people to put gas into the pipeline, either
TransCanada or the state m ght be negotiating with producers
to offer thema deal different than anything on paper now.

3:47:31 PM

COW SSIONER  GALVIN stated that TransCanada has seen
opportunity for the state to analyze what can be done to
enhance the attractiveness of the |icensed open season. Any
such discussion would be public and would be subject to
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public, legislative approval through a cost benefit analysis
of what 1is being gained and what is given wup. The
cornerstone of AGA is providing transparent benefits
through a transparent process. An AG A |icensed project
woul d enhance that process.

3:48: 49 PM

MR. PALMER added that the issue of an equity offer is
already on table in the AQA application. TransCanada
under stands that custonmers may negotiate for inproved terns.
Any further concessions by TransCanada would only inprove
the economcs for the state. He stated TransCanada is not in
a position to go higher as they would have commtted under
AG A to do so.

3:49:52 PM

COW SSIONER GALVIN continued wth his presentation,
pointing out that the analysis did conparisons with the
Denali project and LNG option. Slide 27 lists reasons why
the Denali project is nore risky for the state:

» Lack of commtnents create risks for the state
* No certainty on project schedul e
o Likely Anti -trust Chall enges
e Undefined tariff terns
o Exanple, 50/50 debt to equity increases the
tariff by $1 conmpared to 75/25, costing the
state over $8 billion in NPV
e Undefined state fiscal concessions needed for Denali
o SGDA concessions worth over $10 billion
No Certainty on Expansion Provisions
o Producer Incentives to exercise basin control
o Stifles North Sl ope basin devel opnent
o Loss of long-termjobs and careers
0 Loss of potential LNG devel opnent

COWM SSI ONER GALVI N enphasi zed the inportance getting the
project noving. He said there are significant differences
bet ween the two projects.

3:53: 00 PM

SENATOR HUGA NS pointed out that the risks of the Denali
proj ect have been outlined. He asked for an update regarding
what Denal i has done.

COWMM SSI ONER GALVI N answered that Denali has publicly stated
that they will commt to $600 mllion to get to an open
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season in two and a half years. They have begun field work
on sone of the right of way issues near the Al aska- Canadi an
border. They opened a field office in Tok and naned a
presi dent of the joint venture.

3:54: 09 PM

SENATOR HUGGE NS asked what they had done related to FERC

COW SSI ONER GALVIN said Denali had sent a letter to FERC
begi nning the pre-filing process to establish what is needed
for the full application. In this process they comunicate
what kind of studies will be needed and how to fl esh out the
whol e application. He said they indicated that while they
were announcing that they were beginning the pre-filing
process, they were still gathering the information needed.

3:55:11 PM

REPRESENTATI VE FAIRCLOUGH referred to undefined fiscal
concessions from a third party. She described how | ow
bi dders secure positions and asked for needs |ater for cost
overruns. She asked if TransCanada woul d cone back to state
for additional noney or terns.

MR. PALMER answered that in the event the state decided to
review upstream tax, TransCanada would not [|obby to
partici pate.

REPRESENTATI VE FAI RCLOUCGH asked if anyone [at a hearing they
had gone to] had argued in favor of progressivity.

3:58: 06 PM

SENATOR HUGGE NS answer ed no.

REPRESENTATI VE FAI RCLOUGH asked, regarding the procurenent
process, if the admnistration would propose any new tax
structures for gas once a project is chosen.

3:59:18 PM

COWM SSI ONER GALVIN reported that Denali had stated that
they would ask for concessions. He said there would be a
nunber of procurenent processes. In this case, the state’'s
obligation is limted to $500 million. TransCanada’'s
obligations remain the sanme if project costs go up

Regarding potential changes to the state's upstream tax
structure, he acknowl edged there wmy be interest in
transferring sonme of the value to producers to get their
commtnments to the TransCanada project. He could imgine
that discussion taking place because there is so nuch at
stake in getting the gas comm tted.

JT. HRLS/ SENR COW TTEES 23 June 24, 2008



4:01: 53 PM

REPRESENTATI VE FAI RCLOUGH referred to her experience wth
governnment cost overruns, with |low bidders comng to the
state.

COWM SSI ONER GALVIN clarified that the contract depends on
the rights of the various parties. In situations where there
are contracts and costs go up, the contractor has to absorb
t hose costs.

REPRESENTATI VE FAI RCLOUGH stated for the record that she
heard that the adm nistration would consider review ng the
tax structure for wupstream gas. She did not want other
projects to be criticized for being upfront about simlar
i ntentions.

4:03: 50 PM

COM SSIONER GALVIN said there was a clear distinction
between a project that says they want concessions for the
project to be economcally viable and the state’s interest
in changing the structure to attract gas to a project that
is in the state’s best interest. He did not think Denal
could be considered wthout referring to experience the
state had wth them connected to the Stranded Gas
Devel opnent Act. The sane parties said they needed certain
changes in the state system across the board, fromtaxes to
royalties to judicial systens, in order to nove forward
Nothing has changed in their public discussion to
acknow edge that they had overshot; the state has to review
the situation carefully.

REPRESENTATI VE FAI RCLOUGH asked if FERC had stated that the
state would need to revisit gas taxing policies.

4:06:10 PM

SENATOR HUGGE NS reported that he did not recall that. He
understood that under AG A, after the $500 million had been
spent, the state was precluded from additional investnent.

COW SSI ONER GALVIN said that the state is not precluded
The state is not obligated.

SENATOR HUGA NS asked if the state, after spending the $500
mllion, could offer additional noney to TransCanada if they
asked for it.

4:07:53 PM

COWM SSI ONER GALVI N answered that the A A license, |ike any
contract, spells out the obligations of both parties. The
state is obligated to match up to $500 million. TransCanada
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is obligated to nove the project through the open season and
conplete the FERC certification process. If the costs end up
being significantly higher than what TransCanada expect ed,
they remain obligated to conplete the certification process.
The state has no obligations to provide themw th additional
funds. The state is not precluded fromdeciding that, absent
any obligation, the state wants to add nore noney. The state
woul d take into consideration the fact that they have no
obligation to do it and TransCanada is obli gated.

SENATOR HUGAE NS asked how many years the FERC certificate
woul d t ake.

COW SSI ONER GALVI N answered approxi mately six years under
the current tineline.

4:09: 28 PM

SENATOR STEDVAN asked for an explanation of why TransCanada
is not concerned about Al aska’'s tax structure.

4:10:10 PM

MR. PALMER answered that TransCanada is interested but wll
not participate in the review They see both the
| easehol ders and the state as capabl e of deci di ng.

SENATOR STEDMAN asked the Comm ssioner to help the public
under st and TransCanada' s st ance.

COWM SSI ONER GALVI N stated that regarding the gas production
tax, there is no tax liability on the pipeline; from a
busi ness standpoint, TransCanada is not affected by the tax.
They are interested in the sense of attracting gas. Al aska's
current tax structure allows the project to be economc. If
that changes, if corporate taxes or property taxes were
consi dered, TransCanada would be interested. The current
di scussion is not about that.

SENATOR STEDVAN wondered if part of the reason was that
TransCanada was in a regulated rate of return environnent.

COWM SSI ONER GALVIN replied that was part of the reason but
not the whol e.

4:13: 24 PM

SENATOR STEDMAN clarified that Alaska is not 100 percent
aligned with TransCanada.

COW SSIONER GALVIN replied that on gas production tax,
where progressivity is a conponent, TransCanada is a
somewhat neutral player in terms of the distribution of
noney between the state and producers.
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4:14: 07 PM

REPRESENTATI VE KERTTULA pointed out that an independent
pi pel i ne does not have as nuch interest in terns of tariff
rates, because they don’t hold the |eases.

COW SSI ONER GALVIN agreed. Wth regard to the expansion
provisions, an integrated pipeline like the Denali project
woul d have different incentives. Expansion folks are
conpetitors. They are incentivized to create barriers.

4:15:44 PM

SENATOR GREEN referred to a list of the 20 “nust haves” that
TransCanada agreed to and the request from the state
regardi ng shi ppers. She wondered why TransCanada was al | owed
to say what it wanted considered in the future but shippers
were not allowed to do the sane.

4:17:25 PM

COWM SSI ONER GALVIN clarified that the primary difference is
in TransCanada s expectations. They are not obligations on
the part of the state or preconditions being placed on the
state for the project to be successful or be conpleted. They
are things for the state to consider as the project noves
forward. The difference is that the proponents of the Denal
project have indicated that there will be preconditions in
order for their project to advance. On the one hand, it is
in the state’'s interest to have TransCanada do the project.
The producers hold |eases and may decide to commt gas to
their own project. The question beconmes what the price to
the state wll be. The state has nore options wth
TransCanada.

4:19:51 PM

SENATOR GREEN asked how Al aska can be assured of what they
are approving.

COW SSI ONER GALVI N expl ained that the |anguage of |icense
clearly spells out obligations to the state. M. Pal ner has
al so stated on the record on behalf of TransCanada that the
state does not have those obligations.

SENATOR HUGGE NS rem nded the nenbers that one objective in
Juneau is to go through TransCanada' s application, which is
part of the contract, to determine what is |egally binding.

4:21:52 PM

SENATOR THERRI AULT addressed the risk of selecting a |ow
bi dder that ends up asking for nore noney. AG A was witten
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to give the admnistration an out. He asked if the
TransCanada bid could have been rejected if it had been
unrealistically | ow.

COW SSIONER GALVIN replied in the affirmative. Part of
their analysis was to determne if the bid was too | ow.

SENATOR THERRI AULT asked if independent evaluation had
determned if the project could be successful.

COWM SSI ONER GALVI N answer ed yes.

4:23:26 PM

SENATOR THERRI AULT wondered if part of the risk of the
Denali project was the lack of economc and technical
detail .

COW SSI ONER GALVIN said that was a big part of the risk.

SENATOR THERRI AULT queried if it would be difficult to
eval uate whether requests from producers for reductions in
taxation were legitimte or necessary.

COWM SSI ONER GALVI N agreed it would be difficult to evaluate
the economic inpact to the state or the producers wthout
t he information.

SENATOR THERRI AULT asked if the admnistration would be
better equipped to evaluate the necessity of changes to the
tax structure with TransCanada.

COM SSI ONER GALVIN answered that TransCanada’'s work to
establish costs was a large part of the admnistration’s
consideration of their bid.

4:24: 44 PM

SENATOR THERRI AULT spoke to Denali’s request to start the
pre-filing process. He observed that in a copy of that
docunent nearly every paragraph indicated they were not yet
prepared. He assuned that Denali did not need the
admnistration's permssion to start that process and
wondered if the conpany would have to ask permission to
st op.

COWM SSI ONER GALVIN answered that they could stop at any
tinme.

SENATOR THERRI AULT asked if TransCanada was obligated to
everything up through FERC certification once they had the
license.

COWM SSI ONER GALVI N answer ed yes.
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4:25: 53 PM

SENATOR THERRI AULT asked if TransCanada had not started the
process because they did not yet have the |icense.

4:26:01 PM

MR. PALMER acknow edged that TransCanada is seeking the
license and has gone through two stage of the process. The
third stage consists of the |egislature making a decision
If the license is granted to TransCanada, they have an
est abl i shed schedul e which they have already provided. They
anticipate a conprehensive pre-filing by 2011 or earlier,
before going on to FERC filing. He thought it was early to
pre-file, though they were happy to start discussions with
FERC. They would not act on that wuntil the license as
gr ant ed.

4:26: 58 PM

REPRESENTATI VE SAMUELS referred to risks of the contractor
going over budget. He wanted to make sure the public
understands that in this project, everything goes to the
shippers. |If there are cost overruns or increases, the
tariff goes up to ship the gas. The risk goes on the
shi pper.

REPRESENTATI VE SAMUJELS t ook issue with several provisions on
a slide. He asserted that Congress had spoken on several of
the provisions and that AG A would not over-ride those
regul ati ons.

REPRESENTATI VE SAMUELS asked how TransCanada felt about
bei ng used to “keep our options open.”

4:28:51 PM

MR. PALMER stated that they would take a conponent of the
risk, which is significant and wunusual in the pipeline
industry. He said that TransCanada understands AG A. They
believe the state of Alaska is conmtted to advancing a
project. In the event that a |license is granted, they expect
to neet their obligations, and they expect the state to do
the sanme. They wunderstand there are conpetitors. If a
license is granted, they expect the state to be a good
partner. TransCanada is confident they can be a good partner
as well, and attract custoners and nove gas as they have for
fifty years across North Anerica.

4:31: 36 PM

SENATOR STEDVMAN asked if there was anything precluding
TransCanada starting the pre-application process to a FERC
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certificate. He referred to the risk exposure of the md-
stream pl ayer

MR. PALMER agreed that TransCanada could nmake a pre-filing,
but noted that it would not be prudent. They would like to
see what happens with AG A

SENATOR STEDMAN proposed that it was out of the ordinary
for md-stream players to go to FERC w thout commtnents
from shippers. He referred to the state’s high percentage
of reinbursenment and wondered how it affected the nunber of
appl i cants.

MR. PALMER agreed that it was wunusual for a pipeline
conpany to go forward to a FERC application if they were
not successful in getting sufficient volunmes conmtted in
an initial open season. The state under AQ A decided that
was an inportant factor and put forward an overall proposal
that included the $500 million contribution under certain
ci rcunst ances. That played a role in TransCanada' s deci sion
regarding the filing. They |ooked at the overall value as
wel |l as obligations to TransCanada.

4:35:16 PM

SENATOR STEDVAN pointed out that during the initial AJA
process, at 80 percent there was concern that there would
be no applicants; 90 percent was inplemented to entice
participation. He asked if TransCanada would have been
interested at 80 percent.

MR. PALMER noted that even at 90 percent, TransCanada hit
the $500 million cap. They estinmated the cost would be $600
mllion.

4:36:41 PM

SENATOR HUGGE NS added that the original bill contained 50
percent reinbursenment prior to open season, and 80 percent
after open season. The 80 percent was changed to 90 percent
at TransCanada' s request.

MR. PALMER clarified that TransCanada did not want the
provision that they would be required to go forward after
an initial open season. They did not want the 80 to 90
per cent change.

4:38: 01 PM

COW SSI ONER GALVI N addressed the issue raised regarding
treble damages. Slide 34 depicts a chart showi ng how the
damage exposure to the state evol ves over the course of the
project. He observed that calculation is based on the open
season split annually mnus the state’s $500 mllion and
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t he anount spent by Tr ansCanada wi t hout state
rei mbursenent. If at that point in tinme, the state were to
end up supporting a conpeting project, danmages would be
three tinmes the amount. The expenditure is based on
TransCanada’s calculated annual spend. 2009 is split
bet ween pre- and post-open season tinme franes because that
differentiates the anpbunt of state versus TransCanada
spend. At open season, the state's exposure is $166 even if
the state decided to nove out. The chart shows that in the
longer term the total exposure could be $874, which
includes the $500 mllion initial matching contribution.
Damages coul d be higher if TransCanada spent nore than $625
mllion.

4:41: 56 PM

REPRESENTATI VE FAI RCLOUGH asked if there was an escal ator
for interest on invested noney.

COW SSI ONER GALVI N replied no.

REPRESENTATI VE FAI RCLOUGH asked if Al aska was | ocked in for
five open seasons, whether TransCanada needs to go to open
season every two years after a failed season

COW SSI ONER GALVIN said that TransCanada would go to an
open season every two years but their obligation would end
once they had the FERC certificate. Then they would have a
certain anmount of tine to decide whether to sanction the
proj ect .

REPRESENTATI VE FAI RCLOUGH questioned if the state should
prepare for a failed first open season

COMW SSI ONER GALVIN noted that the first open season would
be 2009. TransCanada has an obligation for an initial open
season and an obligation to solicit additional demand every
two years after that. He estimated that open seasons woul d
be nore frequent if they failed. The tineline for the
license will be driven not by how many open seasons they
have to have, but by how long it takes for them to get a
FERC certificate. That starts the final cl ock. The
anticipated time to get to the certificate is 2014. Then
TransCanada woul d have up to two nore years to sanction the
project. He did not anticipate nore work would occur beyond
attracting custoners. The noney will be spent by the tine
they have the certificate.

4:44:51 PM

REPRESENTATI VE FAI RCLOUGH queried if there is risk beyond
2013. She observed that the state’'s review has del ayed the
timefrane. She estimated that costs, and therefore
liability, would continue to rise. She wondered about a cap
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to liability.

COW SSI ONER GALVI N expl ained that the spend on the graph
represents the work necessary to get the FERC certificate.
There is no obligation to spend once the FERC certificate
is achieved. He acknow edged a risk that the nunber is
wrong, but he did not think it would double. TransCanada is
notivated to control costs. He did not feel there was a
great risk that TransCanada would continue to spend after
achieving the FERC certificate.

4:48: 51 PM

SENATOR HUGGE NS queried the |atest TransCanada could make
their decision on sanctioning the project.

COW SSI ONER GALVIN estinmated 2015 to 2016 would be the
sancti on deadl i ne.

4:50: 23 PM

REPRESENTATI VE FAI RCLOUGH referred to the Denali proposal
She observed they estimate costs of $1 billion to FERC
certification and $600 nmillion to open season. She
questioned the state’'s potential Iliability, wusing these
nunbers.

COW SSI ONER GALVI N responded that if TransCanada spent the
$1 billion to FERC with $500 million fromthe state, treble
damages woul d be based on the $1.5 billion range. It is not
directly conparable to what the producers would spend to
get to the sane pl ace.

REPRESENTATI VE FAI RCLOUGH asked how TransCanada assets
woul d reduce the costs.

4:54: 31 PM

MR. PALMER acknow edged concern about the state’'s risk
exposure, but said that exposure would only occur if the
state breaches the agreenent and decides to fiscally support
another project. He observed that the only nunber he has
heard from the producers is $600 nmillion to reach the open
season. He has not personally heard a nunber beyond that to
go to a FERC certification. If TransCanada were to expend
t hat noney, the exposure rests with them if the state keeps
the agreenent. TransCanada's nunbers are affected by the
fact that they have significant assets in Canada that other
parties do not. They hold the right-a-way to the Yukon, have
| egislation in place, and have thirty years of engineering
and geot echni cal work, all of which would reduce costs.

REPRESENTATI VE FAI RCLOUGH asked if the assets would be
charged agai nst the project.
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MR. PALMER stated that TransCanada holds assets that no
ot her party hol ds.

4:57:18 PM

REPRESENTATI VE DOOGAN asked for «clarification regarding
trebl e damages.

COWM SSI ONER GALVI N expl ained that the treble damages apply
if the state changes its mnd in the mddle of the process
and decides to put financial support towards a conpeting
project. Financial support neans providing targeted tax,
royalty, or grant towards a project that is conpeting
towards the sane gas as TransCanada. The definition of
conpeting project excludes projects less than 500 wMrcf/d

which represents the upper limt of in-state demand. The
state can do that without incurring the treble damages. They
cannot put financial support for projects |like the Denali
project. The damages would apply to that.

4:59:15 PM

REPRESENTATI VE SAMJELS asked if the funds already invested
woul d be rolled into the tariff.

MR. PALMER could not respond precisely, but stated the
anounts are not large and TransCanada is not seeking to
recover huge anmounts expended in the past. He enphasized
that the assets have val ue.

SENATOR HUGGE NS asked for those nunbers.

RECESSED: 5:02: 06 PM

RECONVENED: 5:26: 02 PM

TONY PALMER provided an opening statenent explaining that
TransCanada believes in the economcs of AG A The project
is a good fit for TransCanada. They have been in the
business for 50 years and are the largest natural gas
pi peline conpany in North Anmerica, noving 20 percent of the
continent’s gas. They do not own the gas; they are strictly
a transporter.

MR. PALMER pointed out that Al aska wants to pronote |ong
term basi n devel opnent, beyond the pipeline, and TransCanada
has experience with that. TransCanada is confident their
application is strong. They expect to spend around $600
mllion to get to FERC certification.

MR. PALMER addressed concerns that TransCanada is “just a
Canadi an pi peline conpany.” TransCanada owns 12,000 mles of
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pipe in the US. and have offices across the U S. Their
busi ness is integrated.

5:30:41 PM

MR. PALMER nmi ntained that the Canadi an exanple is the best
for Al aska. Canada started its gas business 50 years ago

with a small local market. Canada was the furthest from
maj or markets, just |ike Alaska. They started with three
custonmers; now they have 300. They started with a high
potential basin, |ike Alaska. TransCanada nunbers have been

| ower than all competitors, both in Canada and the U. S.

5:32: 43 PM

MR. PALMER spoke to the initial open season and observed
that sonme parties want the gas to go to the Lower 48
directly through Canada and others want an LNG project at

Valdez that wll deliver to the Lower 48 or to Asia.
TransCanada has conmitted that when they hold an open season
by the summer of 2010, customers will have the opportunity
to conmmt gas throughout Al aska, to Valdez, or on to
Al berta. TransCanada wll build a pipe to Valdez if

custoners conmt there.

5:34:32 PM

MR. PALMER referred to Slide 3 depicting North Anerica with
TransCanada’ s ext ensive pi peline i nfrastructure,
denonstrating their ability to nove gas ("“TransCanada AGQ A
Application, Statew de Legislative Hearings,” Copy on File).
He stated that the existing infrastructure wuld be
i nval uable to Al askans. He al so pointed out the |argeness of
TransCanada projects. The pipe built across Canada was
23,000 mles; the Prudhoe Bay to Al berta pipe will be 17,000
m | es.

5:36: 50 PM

MR. PALMER hi ghlighted TransCanada’s experience in Western
Canada. There are two conponents to the Al aska project: what
happens in Al aska and what happens with the line away from
Al aska to market. He split the Canadi an systeminto the sane
two conponents, depicted on Slides 4 to 6. A series of nmaps
illustrate the growh of the Al berta system over 50 years
starting with three custonmers and noving .25 bcf/d, about
1/ 18 of the size of the proposed Al askan project. There are
1100 points within Al berta where gas can be received or
delivered. He thought the situation in Al aska was sim|lar.

5:38: 38 PM

MR. PALMER spoke to enploynent opportunities. TransCanada
has 3600 enpl oyees. Each enployee is indirectly responsible
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for sonme ten mles of pipe. Wen the A aska pipe is
conpleted, there will be about 750 mles of pipe, 1nplying
50-100 enpl oyees. Running the pipeline is highly efficient
and done with a low nunber of staff. The enploynent
opportunities conme from expansion and drilling.

5:39:52 PM

MR. PALMER described TransCanada’s pipeline system He
observed that there are now six parallel pipes heading east.
He pointed out that the nmmintenance record is very good.
They are converting pipe that is 50 years old into a future
asset .

5:41: 33 PM

MR. PALMER turned to Slide 10, and discussed a Canadian
pi peline schedule. He showed Slide 14 and discussed the
updat ed project tineline. The schedul e hi ghlights:

* An open season to be conpleted by the sumer of 2010
e CGo forward to FERC certification in 2012

* FERC approval by 2014

e In service around ten years from now

5:43:30 PM

MR. PALMER noved ahead to Slides 20 to 21 regarding |ong-run
basi n devel opment and project expansions. He defined “rolled
in tolls” as averaging the cost of expansions with the
original costs, just as many cities do with property taxes.
He expl ai ned the process of taking the price of selling the
gas in Al berta and renoving the cost of transporting the gas
from Prudhoe Bay to Alberta, which |eaves the “net back,’
the revenue in the market less the transportation cost of
getting the gas to market. The net back for the base
project, built at 4.5 bcf/d and run for 25 years, is $350

billion. That value will be shared by the producers who own
the Ileases and governnents: Alaska and the federa
governments of U S. and Canada. The producers wll pay

production costs and then pay taxes, royalties, property and
i ncone taxes; the remainder will be their profits.

MR. PALMER covered the value of expanding the pipeline. If
the base volunme is run for ten years, and then there is a 30
percent expansion up to 5.9 bcf/d for 25 years, the value
over the 35 years goes from $350 to $600 billion, $250
billion of extra value to be shared between the producers
and Al aska. These are direct revenues from selling the gas
only. These are not the nultiplier effects of all the extra
drilling that will cone or the extra service industry. |If
the pipe is expanded by 60 percent, to 7.2 bcf/d, the value
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nearly doubles. TransCanada’s experience in Al berta shows
t he expansi on nunbers are realistic.

5:48: 05 PM

MR. PALMER turned to Slide 22, depicting two graphs. One
shows the results of natural gas wells conpleted in Wstern
Canada from 1955. At that tine there were 180 gas wells
conpleted. In the last five years, that has increased to
13,000 to 16,000 gas wells conpleted per year. A simlar
increase in Al aska would have significant inpact. Currently,
few people are |l ooking for gas in Al aska because of the |ack
of infrastructure.

MR. PALMER indicated the second graph which shows that
Al berta produced double to triple the anbunt of gas they had
estimated fifty years ago. There is huge potential in
Al aska.

5:51: 03 PM

MR. PALMER gave an overview of what is required to build a
gas pipeline. The actual pipe is buried four feet beneath
the earth. The second conponent costs |ess and consists of
conpressor stations, which are |ike punp stations on an oi
pi peline. The project will require 1700 mles of pipe from
Prudhoe Bay to Alberta, but there wll be very few
conpressor stations. Wen the pipe can be expanded wth
conpression, costs are lowered. Putting up to 5.9 bcf/d of
gas through the line takes nore conpression, not nore pipe.
Hi gher vol unes require nore pipe as well.

5:53: 50 PM

MR. PALMER turned to Slide 24 and what FERC will provide in
terms of protection for Alaska and future explorers,
relative to AJA AGA requires a conpany to propose
rolled-in tolls up to 115 percent of the base, depicted by
the red horizontal |ine on the first graph. The base cost
is around $1.76; adding 15 percent brings it just above $2.
AG A requires a licensee to propose that to the FERC. FERC
has an expectation of rolled-in tolls; any party that
opposes that has to overcone a pre-conceived FERC
expectation that expansion will be rolled in. The second
graph shows the effect of that. FERC can require an
expansion. In the event that the pipeline sponsor does not
propose a voluntarily expansion, FERC requires only roll ed-
in tolls for new custoners in the event that the costs do
not increase.

MR. PALMER explained increnental costs, a standard for a
mandatory expansion. Costs could increase for expansion
custoners an additional $1 to $1.50. He asserted that any
expl orer outside of AG A would be concerned about that.
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MR. PALMER summari zed
structured to encourage construction of
run basin devel opnent,
and gas to the Lower

t hat

open access terns for
48 or

TransCanada believes AG A was
the project, |ong
i n-state gas,
an LNG TransCanada believes

t hey coul d succeed at the project.

RECESSED:

RECONVENED:

5:58:32 PM

6: 07:12 PM

GENERAL SUBJECT(S) :

The follow ng portion of

| og note format.

statewi de testinony was taken in

TI VE SPEAKER DI SCUSSI ON
PALNVER STATEW DE PUBLI C TESTI MONY
6:07:12 PM | April Moore, |Stressed the need for in-state
Apri | Moore |gas and a maxinmum return to
for State |the people of Alaska. She did
House not f eel t he Tr ansCanada
proposal would bring that. She
mai ntained an in-state route
to Valdez would bring jobs,
along wth other advantages
I ncl udi ng fuel.
6:12:34 PM |Donald Benson, |Pointed out that there were
Board Menber, |five applications for AG A He
Al aska Natural |felt AGA wuld nove the
Gas pr oj ect forward and bring
Devel opnent |l ong-term energy relief. He
Aut hori ty, testified in support of
Pal ner TransCanada’ s application.
6:15:12 PM |Jean Wods Questioned what the state is
asking M. Palnmer to do that
Tr ansCanada woul d not do
wi thout the state’'s support
[$500 nmillion]. She referred
to a letter from TransCanada
to the admnistration and
guestioned why their position
had changed.
6:16:16 PM |David Cheezem |Discussed the function of free

Candidate for |enterprise. Producers believe

State House, |[free enterprise i's about

busi ness owner |certainty, and want state

noney. He t hought free

enterprise was about stability

and creativity, and free of

back-room deal s. He spoke

agai nst the state's $500

mllion i nducenent . He
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observed that Al aska owns the
rights to the gas and oil.

6:21: 14 PM

Noel Wbods

Spoke in  support of t he
commttee. He stated concerns
about producers not show ng up
in open season because of
adm ni stration expectation of
profit.

6: 23: 03 PM

Bert
Mayor ,
Val dez;
Chai r man

Al aska Gasline
Port Authority

Cottl e,
Cty of

Testified in support of AdA,
but stressed the need for gas
for Alaska first and soon. He
di scussed the positive effect
of the oil industry on the
state and referred to the cost
of energy in Alaska. He
suggested two open seasons. He
pointed out that wunder AQA
TransCanada can wait up to 10
years to nmke a decision
whether to build an Al askan
l'ine.

6:29: 21 PM

Jim

Al aska

I nt er est
Research G oup

Sykes,
Public

Acknow edge the good work of
the AG A process. He expressed
concern that some of the
nodeling has not been nade
public. He enphasized the need
to wor k Wi th t he FERC
regulators. He felt that a
project that all Al askans can
support will be achieved.

6: 33: 28 PM

N kki Canpbel |

Stressed the inportance of the
project, but questioned the
amount which would be given to
TransCanada [$500 million].
She thought information was
bei ng kept fromthe public and
urged the public to ask
guesti ons. She was not
convinced that AG A was the
perfect nmethod and referred to
| ssues surroundi ng procurenent
and Poi nt Thonson.

6:35:43 PM

Janes A
Har psen

Spoke in support of comrents
made by For mer Gover nor
Hi ckel . He spoke agai nst

TransCanada’ s i nvol venent .

6:38:17 PM

Annette
Har psen

Testified in opposition to
Ad A Questioned the good
faith of the Departnent of
Nat ur al Resour ces. She
referred to an article that
questioned the $500 mllion
dol | ar al |l owance under AQ A.
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6:40: 01 PM |Lucille Frey Testified in opposition to
AG A. She questioned that the
commitnments for the gas would
occur.

6:42:50 PM | Curt Maynard, [ Testified in support of AdA

Mayor , MatSu [He felt the details of the

Bor ough project could be negotiated
but stressed the need for in-
state gas.

6:45:10 PM | Tom Lakosh Felt that there were billions
of dollars being lost in Point
Thonmson and other places. He
mai nt ai ned t hat producers
should be showing novenent
toward production or the POD s
should be anended to reflect
commercialization of natura
gas.

6:50: 53 PM | Ral ph  Buzard, [Testified in opposition to the

Houst on Canadi an |ine.
6:52:47 PM |Mark Richards, |Questioned how current mning
MR Ducks | operations would be affected
M ni ng by the gas line. He wondered
if his operations would be
shut down to build the Iine.

6:55:35 PM |Darrel Nelson, | Expressed concern t hat

Chugi ak producers sat on top of Point
Thomson for over 30 years. He
t hought Al aska should own its
own refinery, and that oil
enpl oyees should work for the
state and not oil conpani es.

6:57: 56 PM |Bonnie Nelson, [Testified in opposition to a

Chugi ak producer owned pipeline. She
want s conpetition. She
suggested a blend between
TransCanada and t he Por t
Aut hority. She support ed
devel opment of infrastructure
i ncl udi ng a refinery and
railroad.

7:02:41 PM | Andrei Testified in opposition of

Buckar ef f TransCanada, especially sale
of gas to Canada. He felt that
the pipeline should be built
by Al askans for Al askans.

7:04:08 PM |Gabrielle Questioned how AGA would

LoRusso, af fect her future enpl oynent.

Pal ner

7:05:20 PM | Stew Graham | Questioned the governnent’s

Pal mer rol e in deci di ng who
participates in the project.
He mai nt ai ned Al askan
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busi nesses and the econony
should drive the decisions
with government support. He
spoke agai nst AGQ A

7:08: 36 PM | SENATOR
HUGGE NS

Referred to the $20 mllion
worth of data conpiled by the
adm nistration. He spoke to a

survey supporting In-state
gas. He not ed t hat t he
| egi sl ature IS goi ng to

communities to directly hear
the voice of the people. He
acknowl edged the conplexities
of the issues and encouraged
partici pation.

[ HB 3001 and SB 3001 were heard and hel d.]

ADJ OURNVENT

There being no further

busi ness, the joint neeting of the

House Rules Standing Conmttee and the Senate Special
Comm ttee on Energy was adjourned at 7:10:49 PM
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