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COWM TTEE CALENDAR

SENATE BI LL NO 3001

"“An Act

revenue and the conmm ssi oner
Al aska Conpany,
under

i censee,

approvi ng issuance of

a license by the comm ssioner of
of natural resources to TransCanada
LLC and Foothills Pipe Lines Ltd., jointly as
the Al aska Gasline |Inducenent Act; and providing

for an effective date."
HEARD AND HELD

HOUSE BI LL NO.
"“An Act

| i censee,

approvi ng issuance of
revenue and the conm ssioner
Al aska Conpany,
under

3001

a license by the comm ssioner of
of natural resources to TransCanada
LLC and Foothills Pipe Lines Ltd., jointly as
the Al aska Gasline |Inducenent Act; and providing

for an effective date."
HEARD AND HELD

PREVI QUS COW TTEE ACTI ON

Bl LL: SB3001

SHORT TI TLE: APPROVI NG AG A LI CENSE

SPONSOR( s) :

06/ 03/ 08
06/ 03/ 08
06/ 03/ 08
06/ 04/ 08
06/ 04/ 08
06/ 04/ 08
06/ 05/ 08
06/ 05/ 08
06/ 05/ 08
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RULES BY REQUEST OF THE GOVERNOR

READ THE FI RST TI ME -
ENR

REPORT ON FI NDI NGS AND DETERM NATI ON
ENR AT 10: 00 AM TERRY M LLER GYM

(S) REFERRALS
(S
(S
(S)

(S Heard & Held
(S) M NUTE( ENR)
(S ENR AT 9: 00 AM TERRY M LLER GYM
(S Heard & Held
(S) M NUTE( ENR)
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06/ 12/ 08
06/ 12/ 08
06/ 12/ 08
06/ 13/ 08
06/ 13/ 08
06/ 13/ 08
06/ 14/ 08
06/ 14/ 08
06/ 14/ 08
06/ 16/ 08
06/ 16/ 08
06/ 16/ 08
06/ 17/ 08
06/ 17/ 08
06/ 17/ 08
06/ 18/ 08
06/ 18/ 08
06/ 18/ 08
06/ 19/ 08
06/ 19/ 08
06/ 19/ 08
06/ 20/ 08
06/ 20/ 08
06/ 20/ 08
06/ 24/ 08
06/ 24/ 08
06/ 24/ 08
06/ 26/ 08
06/ 26/ 08
06/ 26/ 08
07/ 01/ 08
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ENR AT 10: 00 AM TERRY M LLER GYM
Heard & Hel d

M NUTE( ENR)

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

M NUTE( ENR)

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

M NUTE( ENR)

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

M NUTE( ENR)

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

M NUTE( ENR)

ENR AT 10: 00 AM FBX Carl son Center
Heard & Hel d

M NUTE( ENR)

ENR AT 10: 00 AM FBX Carl son Center
Heard & Hel d

M NUTE( ENR)

ENR AT 10: 00 AM FBX Carl son Center
Heard & Hel d

M NUTE( ENR)

ENR AT 9: 00 AM ANCHORAGE

Heard & Hel d

M NUTE( ENR)

ENR AT 9: 00 AM ANCHORAGE

Heard & Hel d

M NUTE( ENR)

ENR AT 9: 00 AM ANCHORAGE

Heard & Hel d

M NUTE( ENR)

ENR AT 9: 00 AM ANCHORAGE

Heard & Hel d

M NUTE( ENR)

ENR AT 9: 00 AM ANCHORAGE

Heard & Hel d

M NUTE( ENR)

ENR AT 1:00 PM MAT-SU

Heard & Hel d

M NUTE( ENR)

ENR AT 1: 00 PM KENAI

Heard & Hel d

M NUTE( ENR)

ENR AT 9: 00 AM BARROW
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Bl LL: HB3001
SHORT TI TLE: APPROVI NG AG A LI CENSE
SPONSOR(s) : RULES BY REQUEST OF THE GOVERNOR

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

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

06/ 04/ 08 (H) Heard & Hel d; Subcomm ttee Assi gned
06/ 04/ 08 (H) M NUTE( RLS)

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

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

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

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

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

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

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

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

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

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

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

06/ 09/ 08 (H) M NUTE( RLS)

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

06/ 10/ 08 (H) M NUTE( RLS)

06/ 12/ 08 (H) RLS AT 10: 00 AM FBX CARLSON CENTER
06/ 12/ 08 (H) Heard & Hel d

06/ 12/ 08 (H) M NUTE( RLS)

06/ 13/ 08 (H) RLS AT 10: 00 AM FBX CARLSON CENTER
06/ 13/ 08 (H) Heard & Hel d

06/ 13/ 08 (H) M NUTE( RLS)

06/ 14/ 08 (H) RLS AT 10: 00 AM FBX CARLSON CENTER
06/ 14/ 08 (H) Heard & Hel d

06/ 14/ 08 (H) M NUTE( RLS)

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

06/ 16/ 08 (H) Heard & Hel d

06/ 16/ 08 (H) M NUTE( RLS)

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

06/ 17/ 08 (H) Heard & Hel d

06/ 17/ 08 (H) M NUTE( RLS)

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

06/ 18/ 08 (H) M NUTE( RLS)

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

06/ 19/ 08 (H M NUTE( RLS)

06/ 20/ 08 (H RLS AT 9: 00 AM ANCHORAGE
06/ 20/ 08 (H) Heard & Hel d

06/ 20/ 08 (H M NUTE( RLS)

06/ 24/ 08 (H RLS AT 1: 00 PM MAT- SU
06/ 24/ 08 (H) Heard & Hel d

06/ 24/ 08 (H M NUTE( RLS)

06/ 26/ 08 (H) RLS AT 1: 00 PM KENAI

06/ 26/ 08 (H) Heard & Hel d

06/ 26/ 08 (H M NUTE( RLS)

07/ 01/ 08 (H) RLS AT 9: 00 AM BARROW

W TNESS REG STER

DEBBY EDWARDSOQN, Presi dent

North Sl ope Borough School District Board

PCSI TI ON STATEMENT: Testified during the hearing on HB 3001 and
SB 3001.

MR. PALMER, Vice President

Al aska Gas Devel opnent

TransCanada Al aska Conpany, LLC ("TransCanada")

POSI TI ON STATEMENT: During the hearing on HB 3001 and SB 3001,
gave a presentation on TransCanada's application to and
i nvol venent in the AG A process.

PAT GALVI N, Comm ssi oner

Depart ment of Revenue

Juneau, Al aska

PCSI TI ON STATEMENT: During the hearing on HB 3001 and SB 3001,
expl ai ned the AG A process and answered questi ons.

EDWARD S. | TTA, Mayor

Nort h Sl ope Bor ough

Barrow, Al aska

POSI TI ON STATEMENT:  Testified during the hearing on HB 3001 and
SB 3001.

RI CHARD GLENN, Vice President

Lands

Arctic Sl ope Regional Corporation (ASRC)
Barrow, Al aska
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PCSI TI ON STATEMENT: Presented commrents during the hearing on HB
3001 and SB 3001.

GLENN W SHEEHAN, Ph.D., Executive Director

Barrow Arctic Science Consortium ( BASC)

Barrow, Al aska

PCSI TI ON STATEMENT:  Testified during the hearing on HB 3001 and
SB 3001.

GEORGE AHMAOGAK, SR

Barrow, Al aska

POSI TI ON STATEMENT:  Testified during the hearing on HB 3001 and
SB 3001.

MARVI N OLSON

Barrow, Al aska

PCOSI TI ON STATEMENT: Testified on behalf of hinself during the
heari ng on HB 3001 and SB 3001.

NATHANI AL OLEMAUN, JR.

Barrow, Al aska

POSI TI ON STATEMENT: Testified on behalf of hinself during the
heari ng on HB 3001 and SB 3001.

BEN FRANCE, Ceneral Manager

Barrow Utilities & Electric Cooperative, Inc.

Barrow, Al aska

PCSI TI ON STATEMENT:  Testified during the hearing on HB 3001 and
SB 3001.

WARREN MATUMEAK

Barrow, Al aska

POSI TI ON STATEMENT: Testified on behalf of hinself during the
heari ng on HB 3001 and SB 3001.

PEARL BROWER, Special Assistant to the President

External Affairs

Ilisagvi k Community Col |l ege (1 CC)

Barrow, Al aska

PCSI TI ON  STATEMENT: Testified on behalf of |1CC during the
heari ng on HB 3001 and SB 3001.

GECRCGE EDWARDSQN, Presi dent

| Aupi at Conmmunity of the Arctic Slope (ICAS)

Barrow, Al aska

PCOSI TI ON STATEMENT:  Testified during the hearing on HB 3001 and
SB 3001.
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HAROLD CURRAN

Barrow, Al aska

POSI TI ON STATEMENT: Testified on behalf of hinself during the
hearing on HB 3001 and SB 3001.

ESTHER KENNEDY

Barrow, Al aska

PCOSI TI ON STATEMENT: Testified on behalf of herself during the
heari ng on HB 3001 and SB 3001.

DELBERT REXFORD

Barrow, Al aska

PCOSI TI ON STATEMENT:  Testified during the hearing on HB 3001 and
SB 3001.

ROSEMARI E HABEI CH

Barrow, Al aska

POSI TI ON STATEMENT: Testified on behalf of herself during the
heari ng on HB 3001 and SB 3001.

RANDY HOFFBECK

Barrow, Al aska

PCSI TI ON STATEMENT: Testified on behalf of hinself during the
hearing on HB 3001 and SB 3001.

MARTHA FALK, Director

Nat ural Resources

| Aiupi at Conmunity of the Arctic Slope (I CAS)

Barrow, Al aska

PCSI TI ON  STATEMENT: Testified on behalf of |ICAS during the
hearing on HB 3001 and SB 3001; Testified on behalf of herself
during the hearing on HB 3001 and SB 3001.

LOUI SA KAKI ANAAQ RI LEY

Barrow, Al aska

PCOSI TI ON STATEMENT: Testified on behalf of herself during the
heari ng on HB 3001 and SB 3001.

CHARLES OKAKOK

Barrow, Al aska

PCSI TI ON STATEMENT: Testified on behalf of hinself during the
heari ng on HB 3001 and SB 3001.

| DA OLEMAUN
Barrow, Al aska
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PCOSI TI ON STATEMENT: Testified on behalf of herself during the
heari ng on HB 3001 and SB 3001.

CARRI E KI TTI CK

Barrow, Al aska

PCOSI TI ON STATEMENT: Testified on behalf of herself during the
heari ng on HB 3001 and SB 3001.

ACTI ON NARRATI VE
VICE CHAIR BERT STEDMAN called the joint neeting of the Senate

Special Conmittee on Energy and the House Rules Standing
Commttee to order at 9:03:22 AM

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

VICE CHAIR STEDVMAN announced that the only order of business
woul d be SENATE BILL NO 3001 and HOUSE BILL NO. 3001, "An Act
approving issuance of a license by the comm ssioner of revenue
and the conm ssioner of natural resources to TransCanada Al aska
Company, LLC and Foothills Pipe Lines Ltd., jointly as licensee,
under the Al aska Gasline |nducenent Act; and providing for an
effective date.”

VICE CHAIR STEDVAN nade introductions and explained how the
committee intends to proceed.

9:11:10 AM
DEBBY EDWARDSON, President, North Slope Borough School District

Board of Education, extended a welcone to the commttee and
expressed appreciation for the efforts of the legislature in

comng to her region. She said many of the resources of the
state conme from the North Slope, but often the decisions nmade
regarding those resources are nade el sewhere. Ms. Edwar dson

stated her belief that the Institute of Social and Econom c
Research's (ISER s) [recomrendations] should be fully funded.
Energy costs are skyrocketing, she said, because of the cost of
transportation. Everything has to be flown in, which increases
the cost of all goods. She also nentioned that the funding for
the school district does not pay for the necessary repairs and
bui | di ng upkeep. Ms. Edwards quoted Representative Joule as
having once said that the North Sl ope Borough does not have a
shortage of jobs, but rather a shortage of trained workers. She
said the school district and Ilisagvik College are working to
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change that. She said there is a better track record in
training people locally;, the era of sending them out for
education is over. She asked for the continued support of the
| egislature to inprove educational and career opportunities for
t he peopl e of the region.

9:17: 04 AM

MR. PALMER, Vice President, Al aska Gas Devel opnent, TransCanada
Al aska Conpany, LLC ("TransCanada"), said his presentation on
TransCanada's application would be a review of the information
the legislature has studied for the last 30 days, but it my be
new information for the listening public. M. Palner said
TransCanada has 3,600 enployees; its gas busi ness extends across
North Anerica; it has experts in all disciplines related to gas

pi pel i ni ng.

MR. PALMER reviewed that when the AG A process was established
by the legislature and the governor of Alaska one year ago,
TransCanada had to choose whether to remain involved solely in
the gas on the Canadian side or to submt an application to
Al aska when the state put out a request for application (RFA) in
the summer of 2007, with an application deadline of 30 Novenber
2007.

MR. PALMER said TransCanada's decision was based on several
i ssues. First, the corporation thinks the project has strong
economcs, is "in the noney," should go forward now based on
reasonabl e natural gas prices, and would be econonical without
the need to increase today's prices, which he comented are
benefitting both state and national coffers, while creating a
chal l enge for the individual consuner. Second, M. Palnmer said
TransCanada carefully considered whether or not Alaska's
adm nistration, legislators, and citizens are conmtted to this
project, because he said no comrercial party can deliver the
project wthout the cooperation of the governnent. Regar di ng
the legislature's comritnent, he noted that the |egislature
voted for AGAwith only one dissenting vote.

MR. PALMER said AG A sets out the rights and responsibilities of
all parties to the project. TransCanada was one of five
applicants |last year and the corporation |earned in January 2008
that it had nade the only conplete, qualifying application. He
noted that all the paper work TransCanada has submitted 1is
available to the public. M. Palnmer listed the follow ng
reasons that the project is inportant to TransCanada: It is a
strategic fit of the corporation; it's the base business that

JT. SENR/ HRLS COWM TTEES -9- July 1, 2008



the corporation has been in for 50 years; it fits wth
TransCanada' s core conpetencies and experience; and it is within

the corporation's geographic footprint. He stated that
TransCanada thinks it can provide costs savings for the project,
and he said the project is a nmeans by which to refill sonme of

the existing pipelines "leaving Western Canada."

MR. PALMER said he personally has been working on this project
for 23 years, nost actively for the past 5 years. He stated his
belief that TransCanada is aligned with the State of Alaska's
objective to "open the basin and provide access and |long-term
enpl oyment and revenue for the state over the course of the next

50 years." M. Palmer noted that TransCanada had sought
i nvol venent under the Stranded Gas Devel opnent Act under forner
Governor Frank Murkowski, but that admnistration decided to
work only with North Slope producers. The  current

admnistration decided to conduct an open and conpetitive
process, asking those applying to reveal their commercial
secrets in advance of being selected as a licensee, which he
said is highly unusual. M. Palner said he hopes that the
corporation will not have revealed those secrets in vain and
will be selected as the |icensee.

MR. PALMER said the corporation believes: "As you foster
conpetition in the pipeline business, you also foster
conpetition at the upstream end of the project.” He said it is
odd that after all the years Al aska has been involved in gas
production there are only 3 major producers. He said
TransCanada started its business in Alberta 50 years ago with 3
initial customers, and now it has nore than 300 custoners, and
he said Alberta has "seen the  Dbenefit of that extra
conpetition.”

9:28: 18 AM

REPRESENTATI VE LEDOUX asked M. Palnmer what sort of agreenent
TransCanada had with producers in Al berta when it first started
out there.

9:28:47 AM

MR. PALMER answered as foll ows:
There were sone different arrangenents, actually,
within the Province of Alberta, as well as for the

longline noving the gas away from Al berta to Eastern
Canada . ... But the pipeline away from Alberta - the
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longline at that tine - was structured as a nerchant
pipeline, so it was the buyer of the gas and it sold
the gas to local distribution conpanies in Eastern
Canada. There was a very different regulatory
structure at the time throughout North Anerica than
what we've seen in the last 20 years - really, since
1985 - as the business has deregul ated. Local
di stribution conmpanies, on behalf of residential,
commercial custoners like ourselves, as well as
industrials, were the primary custoners of |ongline
pi pelines at the tine. That was the case throughout
North Anmerica .... W had the right to purchase gas
from certain fields - in the Provence of Alberta -
from producers. So, that was the circunstance on the
| ongline | eaving Al berta.

The system within Al berta was an open access, third
party transporter. In other words it noved other
people's gas, and did so since its inception 50 years
ago. It was never a nerchant pipeline - it never
bought gas - it strictly noved gas for third parties.
So, a different structure wthin the Provence of
Al berta and the one noving away from the Provence of
Al bert a.

MR. PALMER continued with his presentation. He related that the
corporation thinks constructing, operating, and expanding this
project is not in conflict with any other conponent of its
busi ness. He said TransCanada's proposal "contenpl ates spendi ng
north of $600 nmillion - sone of it your noney, sone of it our

money." He tal ked about open seasons. If granted the license,
TransCanada will, over the course of the next two years, put
forth its commercial ternms and offer its service to potential
cust oners. It wll also seek federal governnent approval, as

well as state governnent approval, because "building a project
of this nature requires a significant anount of environnental,
field, engineering, and other work where pernmts are required
co " He said TransCanada does not want to waste its $100
mllion investnment, thus it, along wth the State of Al aska,
seeks success.

9:32: 25 AM
MR. PALMER noted that sone parties in the nedia have suggested
that TransCanada wll be noving Alaska's gas to Canada. He

relayed that TransCanada owns 12,000 mles of pipe in the US.
He said the corporation runs an integrated gas business, wth
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offices across the United States, including those in Houston,
Texas, Portland, Oegon, Omha, Nebraska, and Troy M chigan.
M. Palnmer stated that TransCanada thinks "the Canadi an exanpl e

is nmost simlar to your circunmstance for your project.” He
expl ained that TransCanada started 50 years ago as a snal
pi peline conpany far from its small residential, commercial

market in Calgary, with only 3 initial comrercial custoners and
only 15 tcf of known reserves at that tine. He noted that the
corporation now has over 300 custoners.

MR. PALMER sai d another concern expressed is whether TransCanada
can do this and has ever done it before. First, he noted that
TransCanada noves 20 percent of North Anmerican gas, and it owns
none of that gas. That is what TransCanada proposes to do in
Al aska and what it has been doing for 50 years. He stated, "It
is highly wunusual for the gas producers to also own an

interstate or interprovincial gas pipeline ... in North
Anerica. " It is the norm for pipeline conpanies to transport
gas from the wellhead to l|ocal distribution conpanies. He
stated that TransCanada has the technical skills that no one
else has to finish this project. M. Palnmer noted that sone
peopl e say TransCanada would not be notivated to control costs
because it does not pay its own fees. He said, "I can assure

you that we have not becone a successful corporation by
over chargi ng our custoners.”

MR. PALMER stated that benchmark studies of TransCanada's
operating costs, conducted by a third party, found those costs
to be 25-35 percent |ower than those of its conpetitors in both
the U S. and Canada. In response to a question Senator Hoffman
had asked when the legislature nmet in Juneau, M. Palner said
there is not a third-party benchmarking study conparing
TransCanada's capital costs wth those of its conpetitors.
However, he reported that TransCanada conducted its own 1990-
2003 bench nmark study, relating to the cost for 42- to 48-inch
pi pel i ne. In that study it found its costs to be 19 percent
| oner than those of its conpetitors in Canada and 38 percent
| oner than those of its conpetitors in the US. M. Palnmer said
he has shared these statistics with the legislature for four
years, and while he continues to hear from sone parties that
TransCanada's costs will be out of control, he said he has never
seen a statistic fromthe conpany's conpetitors that shows their
cost performance in interstate pipeline.

MR PALMER rem nded the commttee nenbers that TransCanada has

built Jlonger projects than the one being proposed. For
instance, he said in TransCanada's inception, it built the
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pi peline across Canada, and currently, in partnership wth
ConocoPhillips Alaska, Inc., it has a pipeline, and it, too, is
| onger than the pipeline proposed through this project. He
related that in the 1990s, TransCanada built 7,000 mles of pipe
- four tinmes the distance of the proposed pipeline - and it did
so on schedule and wthin 0.6 percent of budget. No ot her
corporation has that record in constructing natural gas
pi pelines in North America.

9:39: 38 AM

MR. PALMER said there are a nunber of skills in addition to the
engi neering skills required, and TransCanada has those skills.
He indicated that sonme of those skills have to do wth
regul ations, conmunity, Native and First Nations peoples, the
envi ronnment, commercial issues, and finance. M. Pal mer ensured
the commttee that TransCanada has the financial capacity to

conpl ete the proposed project. He said TransCanada built a much
nore difficult project at the inception of its corporation, and
hopes to increase the scale of that project up to $13 billion,

whi ch he said is about 50 percent of the scale of this project.

MR. PALMER related that the U S. governnent has offered an

unprecedented $18 billion |oan guarantee to help conplete this
project and lower the interest rate. He said some may question
how it will work out to have pipeline through 1,000 niles of
Canadian territory, where the US. has no control, but he

pointed out that that issue was addressed over 30 years ago
"when this project was supposed to be conpleted.” At that tineg,
he said, the U S and Canadian governnments signed a treaty in
order to overcone those issues that mght arise in a foreign
country and to assure the U S. that Canada is comritted to the
proj ect . He said that is unique to any pipeline project across
the country. Furthernore, he said there is specific |egislation
in Canada designed to facilitate this project; the Canadi ans
already have $2 billion invested and 25 percent of the project
done. He said, "The Al aska Gas project is in the ground and has
noved Western Canadi an gas to market since 1981-2."

MR. PALMER said there has been interest in a liquefied natura
gas (LNG alternative, which would nove gas to Valdez and the

Lower 48 or alternately to foreign nmarkets in Asia. When
TransCanada submitted its application, it had to decide whether
it wuld put forward that alternative. He said after

significant analysis, TransCanada believes that the superior
project is the one to the Lower 48, and it decided it would put
forward that alternative. He stated:
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Wen we hold that initial open season, parties wll
have the opportunity to nomnate gas at delivery
points along the route in Alaska, along the route in
the Yukon, and on down to Alberta or to Valdez

si mul t aneousl y. And in the wevent that gas is
commtted sufficiently to Valdez, just as it would be
to Alaskan markets or to nmarkets to the Lower 48, we
will build a pipeline to that | ocation.

MR. PALMER next addressed concerns regarding the state's
offering $500 million to obtain the cooperation of a conpany
that submitted its application under AGQ A He said he thinks
Al aska should consider that noney an investnent in its future.
He said TransCanada thinks that $500 mllion wll buy the
fol | ow ng: a reliable and capable partner commtted to
advancing the state's interest. The State of Al aska has asked
TransCanada to hold an open season within 36 nonths, and the
corporation has indicated it will do so within two years, then
hold further open seasons every tw years and expand the
pi peline within engineering increnents. Furthernore, M. Pal ner
said TransCanada is comitted to voluntarily expand the
pi pel i ne.

9:46: 20 AM

MR. PALMER said that in the event there is a failed open season,
TransCanada has commtted to continue on to Federal Energy
Regul atory Comm ssion (FERC) certification, which he said is
very unusual because it would cost the corporation a great deal.
He said that guarantee is one reason the state has offered the
noney. He opined that the notivation of the pipeline owner is
inmportant to the future of Alaska - not just to construct the
initial project, but also to expand it over tine.

9:47: 23 AM

MR. PALMER related that TransCanada thinks enploynment on this
project wll conme over time from expansions and drilling. He
noted that TransCanada owns 36,000 mles of natural gas pipeline
across North Anerica, has 3,600 enployees, and has about 10,000
megawatts of power generation. He said that nmeans each of
TransCanada's  enpl oyees, by  proxy, are responsible for
approximately 10 mles of pipeline and about 3 negawatts of
power . Wen conpl eted, the proposed pipeline will have 750 of
its mles from Prudhoe Bay to the Al aska/Yukon border or to
Val dez, which would inply that when conpleted there will be 50-
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75 jobs to operate that pipeline. Efficient line operators do
not require major enploynent to operate the pipeline. He
estimated that there would be thousands of jobs during the few
years of construction, as well as sone jobs in the gas treatnent
pl ant . The long term enploynent wll conme from pronoting
expansion and pronoting drilling, he said, and that is where a
nunber of Al aska Native corporations are in a good position to
provi de servi ces.

9:49: 28 AM

REPRESENTATI VE JOULE took a nonent to remnd the public where
they were neeting and advised them of the schedule. He invited
themto cone down and speak to the | egislators.

VICE CHAIR STEDVAN said the commttee would accept testinony,
not only on AG A, but on any that needed to be addressed.

9:51:43 AM

MR. PALMER turned to his PowerPoint presentation. As shown on
slide 2 of the PowerPoint, he nanmed TransCanada's objectives.
First, the corporation wants early in-service. He said, "It is
the largest investnent opportunity in the natural gas pipelining
in our core business, and it's within our geographic footprint."
He said TransCanada has spare capacity on its existing North
American pipelines that it would like to refill. He said the
corporation is in favor of long run basin devel opnent to serve
in-state and other nmarkets, and he enphasized the inportance of
i ncreasing market and supply diversity. M. Palner said this is
a growh opportunity, wherein successful drilling can pronote
further explanation. He said TransCanada has provided equitable
treatnment to its custoners across North Anerica for 50 years.

MR. PALMER presented a map of TransCanada's system across North
America. The current system he said, allows gas to nobve across
the U S. and Canada. The pipe from Al berta serves markets in
Boston, New York, Chicago, Detroit, and Seattle, as well as
other cities. He reiterated that the Alaska project is 1,700
mles of pipeline, and he said in the 90s, TransCanada
constructed 7,000 mles of pipeline. The oil Iline currently
under construction wth ConocoPhillips Alaska, Inc., is actually
| onger than the Al aska project.

MR. PALMER related that there are two conponents to the project:

that which happens in Al aska and that which happens on the |ong
line away from Al aska on the way to major markets. He pointed
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to a chart showing that 50 years ago the pipeline system was
made up of 250 mles of pipe and three custoners in the
Sout heast corner of Alberta. The chart shows how that pipeline
system has evolved in the last 50 years. He noted that sone
areas of the province of Al berta are not gas prone, either
because the gas is not there or the areas are national park and
are off-limts. However, he said there are 1,100 locations in
Al berta where gas can be taken "off and on the system"™
TransCanada is noving 48 tines the volume it started with 50
years ago.

MR. PALMER pointed to a line leaving Alberta and heading to
Eastern Canada, which he said was a single line initially,
conpleted in October 1958. The initial section of gas pipeline
from Alberta to Wnnipeg is 50 years old and, over the next 12
nonths will be converted to an oil Iine.

9:58:21 AM

MR. PALMER turned to another slide, which related to expanding
pi pel i nes. The way a pipeline is expanded, he said, is either
by adding extra conpressors or punp stations or by putting a
parallel pipe in the same right of way, which is called,
"l ooping.”™ The pipeline will be buried under four feet of soil
he said. The chart shows that there are six parallel pipes
| eaving Al berta, and in certain places there are partial |oops,
because it is not necessary to build a conplete pipeline when
there is a nodest expansion. M. Palner said, "If, indeed, you
do have 235 tcf of available gas up here, we think that's the
type of expansion that is possible from Al aska over the next 50
years."

10: 00: 10 AM

MR. PALMER, in response to Senator Therriault, confirnmed that as
shown on the chart, the |ine being converted is the Keystone
l'ine. He reiterated that TransCanada is 50/50 partners wth
ConocoPhi | l'i ps Al aska, Inc. He stated that the conversion of
that line to oil in the next 12 to 18 nonths wll "lower the
cost of the project for all parties.”

SENATOR THERRI AULT said in the past there was talk about a
bullet line out of Alberta that would take Al aska's gas into the
Lower 48 narket. However, he opined that if there is spare
capacity on existing pipes, that just would not nmake sense.
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MR. PALMER responded that after the pipe is converted, and in 10
years time, there will be spare capacity in the pipes noving
away from Alberta for the full Alaska volunme, which s
anticipated to be 4-5 bcf per day of spare capacity | eaving
Western Canada to the U. S. Economi cs indicate that using that
spare capacity rather than building a new pipeline to Chicago
will provide a better netback - a better return - for Al askans.

SENATOR THERRI AULT said it nakes sense to ship oil through
exi sting pipeline.

MR. PALMER listed other benefits: superior econom cs, narket
diversity, Iliquidity, and lowered capital cost risk on the
entire project.

REPRESENTATI VE SAMUELS asked for confirmation that TransCanada
entered into a comercial deal with Conoco Phillips, Inc.

MR. PALMER responded yes. He said TransCanada held an open
season, and parties nade arrangenents to conmt their gas. At
that point, ConocoPhillips Alaska, 1Inc., becane the mgjor
shi pper, as well as the partner in the project.

REPRESENTATI VE SAMUJELS noted that AGQ A economics seen thus far
show it would be econom cal right now to ship using
TransCanada' s spare capacity; however, the economcs 10 years
from now, when Alaska would still be forced in TransCanada's
hub, are unknown.

MR. PALMER said he has been describing the economcs in 10 years
tinme, not the econom cs of today, and those econonm cs show that
TransCanada's costs will be lower and the cost of "nobving on
spare capacity" also will be | ower.

REPRESENTATI VE SAMUELS responded, "You will go to the [National
Energy Board] (NEB), and we w | take what the NEB gives us,
because we have no option but to ship our gas in your enpty
capacity.” He said he understands how that is a good thing from
the point of view of TransCanada, but said that takes options
away from Al aska "which may or may not be useful 10 or 20 years
from now. "

MR. PALMER said he disagrees wth Representative Sanuels.
First, he argued, TransCanada is requiring custoners to commt
gas into its systemin Alberta, not beyond. In the event that
Al aska does not wish to nove gas on TransCanada's system away
from the Alberta hub, or wants to build a new pipeline to
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Chicago or to Boston from the Al berta hub, it would have every
right to do so. He said TransCanada does not think the
econom cs woul d be there to do so, but Alaska could do it.

REPRESENTATI VE SAMUELS noted that 10 years ago, every economc

factor was different than it is now He reenphasized that
Al aska does not know what wll happen 10 years hence, and
although it may not be an issue at all, the state could be

taking a risk in giving up an option by being forced into
TransCanada' s hub.

MR. PALMER responded that the cost to get into the Al berta hub
in TransCanada's application is between 15 and 18 cents. Al aska
has full options away from that |ocation. By entering the hub,
the state would have the opportunity of entry into the second
nost liquid hub in North America. At that point, Al aska would
have the opportunity to trade its gas. He said he has described
TransCanada' s econonics, and he rem nded Representative Sanuel s
that he has also described that system because it is conpleted
IS not experiencing the cost inflation that other new builds are
experi enci ng. He said it is true that TransCanada, or anyone
el se, does not know what wll happen over the next decade;
however, he said it is nuch easier to predict the future on an
exi sting system than on a new buil d. He summari zed that Al aska
woul d be buying "optionality" at a very low price, would have
liquidity, and would have full capability to nove wherever it
wi shes away fromthat system

10: 09: 38 AM

REPRESENTATI VE SAMUELS responded, "If it's such a no brainer,
then why should we be forced into it? If that's where we're
going to end up anyway, then let the econom cs determ ne that
and that's where we'll end up. ... Qoviously there's sonme risk

involved for yourselves or you wouldn't have put it in your
proposal . "

MR. PALMER said he would not describe it as a "no brainer," but

rather as a well thought out proposal. TransCanada t hought
carefully as to where the best alternative is for Al askan gas
and for its corporation, as well. He said he thinks there is a

Wi n-win solution here. Furt hernmore, TransCanada has a proposal
to also inprove the economics for Alaskan gas by "going

commercially back here to Fort Nelson." The only way to do
that, he explained, is to integrate into the Al berta hub. That
option will never be available to Al askan gas wi thout going into

that hub, "because you're in effect integrating into the Al berta

JT. SENR/ HRLS COWM TTEES - 18- July 1, 2008



hub upstream of where it would be conmercially possible
ot herw se. " He said these are, of course, considerations for
the admnistration and legislature to review as it decides
whet her or not to grant TransCanada a |icense.

The commttee took an at-ease from 10:11: 00 AMto 10: 20: 37 AM

10: 21: 22 AM

SENATOR THERRI AULT remarked that once Alaska is signed on,
TransCanada could raise its tariffs, at which point Al aska m ght
decide to build its own pipe. He observed that NEB is not
interested in seeing a |ot of spare capacity built and not used;
therefore, he questioned how NEB would nake a decision on
whether to allow a conpeting pipe to be built for purposes of
having a lower tariff, versus "forcing the nolecules into your
exi sting system™

MR. PALMER, in response to a request from the vice chair

explained the definition and purpose of FERC and NEB, noting
that NEB is FERC s Canadi an counterpart. He then told Senator
Therriault that the senator had described a circunstance that
t he governor of Canada has not had to address, because generally

there has not been fair capacity. Wen fair capacity has
exi sted, the cost has been |lower than the cost of construction
on the new pipeline. In the unlikely event that the cost of the

fair capacity is actually higher than the cost of the new build,
there would be significant pressure on the owner of that spare
capacity to "conpete hard" to get that business, as well as
pressure by the NEB "to encourage them" he said.

SENATOR THERRI AULT surm sed that any shipper that would cone to
TransCanada would do a little bit of prelimnary work regarding
price of shipping, then armed with that information, would then
ask TransCanada what its price would be. If that conpany could
beat that price, then it would tell TransCanada so, and it would
drive TransCanada's price down.

MR. PALMER responded that Senator Therriault had just described
what perhaps the three producers did in 2001; they nodeled a
pi peline from Al berta to Chicago, as opposed to trying to node

TransCanada's conplex, integrated system which would have been

very difficult, if not inpossible; therefore, they had a
conpetitive price to bargain against TransCanada at that tine.
In fact, today, he said, the Denali project still has an
alternative proposal for a bullet line away from Alberta to
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Chi cago. He added, "Modeling our conplex system is nuch nore
difficult."”

SENATOR THERRI AULT reasoned that as gas nolecules are put into
the spare capacity, there would be a benefit to all the other
shi ppers, because they would then be sharing the fixed cost. He
asked M. Palmer to "go over the nechanism that you have that
takes part of that benefit and shares it back up the line."

MR. PALMER first explained that the way energy regulation occurs
on gas pipelines in Canada is that the pipeline is not at risk
for volune. So, in the event there is spare capacity, as exists
today, the unit tolls are increased for all remaining customners,
and the pipeline conpany mnekes exactly the sane anount of
profit. Wen the spare capacity is refilled, the reverse occurs
and tolls are lower for all existing custoners. TransCanada
estimates that when Al askan gas cones to market, there will be a
$10 billion toll savings to Wstern Canadian producers. He
reiterated that it would be a wn/wn situation. In the event
that TransCanada extends the Al berta hub up to Fort Nelson, thus
sharing those costs from Fort Nelson south wth Alberta
custonmers, tolls for Alaska customers would be |owered by 13-18

cents and $3 billion of value wuld be shifted to Al askan
custoners and away from Canadi an custoners. West ern Canadi an
custoners would still see $7 billion of value, but $3 billion

woul d accrue to Al askans. He clarified that that would only be
available if the line goes into the Alberta hub (and on to Ft.
Nel son).

10: 28: 02 AM

MR. PALMER, returning to his presentation, said he would not
detail slides 7 and 8, but noted that they show TransCanada's
response to AG A "nust-haves." He continued on to slide 9,
whi ch shows "TransCanada's Conpetitive Response to AGA" M.
Pal mer relayed that certain parties have indicated that AG A has
failed because there has been no conpetition, with only one
party making it through the first screening. He said he has
been involved in about 50 conpetitive bids worldw de, and sone
of those bids have prelimnary bid requirenents, but nost ask
for a "best and final bid." That is what happened, he said.
TransCanada put forth a proposal that anticipated conpetition,
and Al aska has seen the benefit of it.

MR. PALMER said TransCanada indicated that it would prefer not

to own the gas treatnment plant in Prudhoe Bay. He said
TransCanada thinks that the parties that hold the | eases and own
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the existing facilities are the logical owners of that facility
and should have cost savings and synergies that no other party
will have, sinply because they can use common use facilities
that any other party could not use. However, if the existing
producers don't want to own or build that facility, perhaps
other Al askan entities would like to step in, because at about
$6 billion out of a $26 billion capital cost, it is a very
significant piece of business. In the event that other parties
do not wsh to build and owmn that facility, TransCanada woul d do
so, because it is a necessary facility to conplete the project,
he sai d.

MR. PALMER said nost custonmers of gas pipelines do not want to
be owners; they normally like to invest their noney in vertica
pipe - "down in the hole" - as opposed to horizontal pipe that
is regulated and yields a nuch less volatile but nuch |ower
return. However, he said TransCanada has heard from a nunber of
potential customers that they may wish to own equity in the
project, and TransCanada has stated openly in its application
that those people would have the opportunity to beconme a partner
of TransCanada's if they commt their gas in the initial open
season. He said that should help increase the likelihood of the
success of the project.

MR. PALMER turned to the issue of how the project would be
fi nanced, whether with 100 percent equity and a nodest anount of
debt, as are a lot of small businesses, or with a significant
conmponent of debt. He naned two risks involved in projects:
busi ness and financi al . In the pipeline business, particularly
in the US., there is a wide range of debt equity structure,
which is how nmuch debt there is relative to the total capita
structure of the project. In the U S., pipelines are financed
wi th anywhere from 30-60 or nore percent equity. The remainder,
he said, is debt. AGA specifically requires a pipeline conpany
to have a mninmum of 70 percent debt, so only 30 percent equity.
He enphasi zed that pipeline conpanies only earn profits on the
equity conponent; the debt conponent, he said, is strictly a
"pass through to the customer."” The less equity a pipeline
owner has, the less earnings it has; therefore, a pipeline
conpany prefers to have "thicker" equity - 50 or 60 percent
equity. In order to conpete, TransCanada has indicated that it
will go to 75 percent debt, a structure which equals a tol
reduction of $0.09/ mbt u. He explained that that reduces the
tolls by $150 million per year for 25 years, which is a massive
savi ngs.

10: 34: 41 AM
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REPRESENTATI VE LeDOUX asked if a pipeline conmpany could have
nmore equity and voluntarily base its profits as if they had
less? |In other words, she asked if the real question my be
what will be charged, not how that figure is determ ned.

MR. PALMER said he thinks Representative LeDoux is describing a
"deenmed capital structure,” which neans how a conpany collects
the tolls fromits custoners. He said that could be different
fromthe actual capital structure, but is often not. He pointed
out that if he had 50 percent equity and collected tolls as if
he had 25 percent equity, then he would have really unhappy

shar ehol ders. In response to a followup question from
Representative LeDoux, he reiterated that it could be done, but
it would be a rare occurrence. He said, "There have been

occasi ons where conpanies have had less equity, actually, then
what they're allowed to earn on, but in order to do that they
usually have to have the financial strength in the remainder of
their businesses to carry it, or the lenders will not |end them
t he noney."

VICE CHAIR STEDVAN asked M. Palnmer to explain who sets that
tariff and how the regulatory body would interact with a ratio
of 70/ 30 or whatever arrangenent happens to be before it.

MR. PALMER said the regulatory bodies in the U S. and Canada set
the tariff; however, it would be highly unusual for a regul ator
to require a pipeline conpany to have nore equity than it
voluntarily proposes in its application. He stated, "There's an
old joke in the Canadian regulatory business that says,
"Regul ation is |like a noose; over time it tightens.'" He said
pi peline conpanies are always concerned that the regulator wll
require them to take less over time than what they think as
pi peline owners they should have. Because AG A would require
TransCanada to file for 75 percent debt and 25 percent equity,
it would be unusual that a regulator would tell TransCanada that
it should have nore equity and therefore charge higher rates for
t he customers.

10: 38: 25 AM

VICE CHAIR STEDVAN asked M. Palnmer to explain the return
required on equity and the return required on debt, and where
the conmpany nekes its noney on one versus the other. He said he
would like the listening public to understand why this is even
an issue of concern for the state or for TransCanada.
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MR. PALMER responded that operating costs for a new pipeline of
this scale would be between 8 and 20 percent of the actual
costs. The remainder of the costs relate to the capital
expenditures to build the project. He explained that operating
costs are relatively low because it takes very few people to
operate a pipeline. The real costs, he said, are in repaying
the capital, which he reiterated is funded with both debt and
equity. Using the exanple of 75 percent debt, M. Palner said
that debt will be funded by banks and bonds and other parties
t hat advance debt noney to the capital players, and in this case

will have a U S. governnment |oan guarantee for wup to $18
billion, plus inflation, starting from 2004. That shoul d | ower
the interest rate, he said. TransCanada has projected that that
| oan guarantee debt would be around 5 percent. He offered his
understanding that when "CGoldman Sax did it for t he
adm nistration,” it assunmed the debt cost would be around 7
per cent . That, he explained, would nean it would have a 7
percent interest or coupon rate, which would be charged to the
cust oners. So, $30 billion at 75 percent, he said, is about
$22.5 billion of debt. Multiply that by 7 percent and the

result is the interest rate that would be charged each year to
t he customer, he said.

MR. PALMER said the second conponent is the equity, which is 25
percent - in this scenario $7.5 billion - times the equity rate
of return of 14 percent, plus the inconme tax inpact, both state
and federal in the US. and provincial and federal in Canada
That increases the cost of equity, not just because the return
is at 14 versus 7, but because of an incone tax inpact that is

payabl e by the custoners. He said, "That is a significantly
hi gher cost ... than the debt, which is why custoners always
want pipeline conpanies to have less equity."” M. Pal nmer

surmsed that is also why regulators "want you to have |ess
equity," because debt is cheaper than equity. TransCanada nakes
its noney on equity, not on debt.

MR. PALMER said TransCanada has proposed that in the event there
is a capital cost overrun, it wuld take a rate of return
reduction for five years, which he said is wunusual in the
pi pel i ne business, because there is a relatively |ow conponent
of equity. He said TransCanada's business risk nust be |ower
because its financial risk is higher.

MR. PALMER noted that the last two itenms on slide 9 are the
upside of a run through Fort Nelson and the LNG alternative -
both itenms of which he discussed previously. The system in
central Alberta, shown on slide 10 as a solid blue line, is the
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exi sting Al aska gas pipeline, prebuilt and put into service in
1981-82, when the project was expected to be going forward.
There was surplus gas in Western Canada, so that system was put
in place under the existing regulatory and l|legal structure in
Canada to nove Western Canadi an gas, which was expected for only
seven years, but has been in place for 27 years now.

10: 45: 07 AM

SENATOR THOVAS asked what will drive or cause spare capacity to
devel op over the next 8 to 10 years, and what the options would
be for a pipeline conpany or producer in Alberta if it decided
not to enter the Al berta hub.

10: 45: 42 AM

MR. PALMER answered that currently there is about 2 bcf/d of
spare capacity on systens |eaving Western Canada, out of a tota
capacity of 15 bcf/d |eaving Western Canada. The anticipation
is that Wstern Canadian supply wll be relatively flat or
slightly lower over the next decade; however, there is a
significant growh and demand wthin Western Canadian markets

t hensel ves. That growth, M. Palnmer said, is comng from a
nunber of sources: oil sands, heavy oil devel opnent, and
el ectric generation. He said those factors are expected to

drive demand in Western Canada up by about 2 bcf/d in the next
decade. That neans there would be 4-5bcf/d of spare capacity in
10 years' tine.

MR. PALMER, in response to Senator Thomas's second question,
said a conpany other than TransCanada constructing a pipeline
for Al askan gas through Canada, to the Al berta border, would
first have to obtain the approval of the governnent of Canada to
do so. He indicated that in order to do this, that conpany
woul d, in affect, have to be granted the existing rights that
TransCanada has held for 30 years. Maki ng the assunption that
that rnmuch had been achieved, the conmpany would have the
opportunity to either enter "our" systemor to build facilities
to whatever markets it thought best. It would have to obtain
regul atory approval, as any party would, but it would have the
right to build the pipeline wherever it w shed. He added, "You

would also have the right, if you required us through the
Nati onal Energy Board, to connect with your system if you so
chose. The governnment of Canada, through the National Energy

Board, has the authority to require us to connect with you, even
though I may or may not wish to.”
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10: 48: 29 AM

SENATOR THERRI AULT recalled that when representatives from FERC
testified during a neeting in Anchorage, the |egislature
received information about debt to equity ratios and FERC
operating under a "zone of reasonabl eness,” regarding what FERC
woul d approve. He asked if NEB has simlar termnology that
guides them to approve debt to equity ratios up to a certain
per cent age.

MR. PALMER answered yes. The systemin Alberta, as well as the
system across Canada actually has 40 percent equity, not 25
percent. What is inmportant is multiplying the equity percentage
by the rate of return. He continued:

If you take the 25 percent tinmes 14, what's inportant

is to conpare that against other pipelines - equity
ratio tines their rate of return. "1l just give you
an exanpl e: The Rockies Express pipeline currently

being conpleted from the Rockies over to the M dwest
and beyond, has a 13 percent FERC allowed return on 55
percent equity. So, 13 tinmes 55 is just under 7
percent; 14 tines 25 is 3.5. So, you can see that for
a project which we would argue is at least as risky as
Rockies, we're proposing to have a |ower return. And
if you look at the National Energy Board return, for
existing projects in the ground it's true they' ve had
a lower rate of return, but when you nultiply that
nunber tinmes 40 percent, that's very conparable with a
t o- be-built Al aska pipeline.

MR. PALMER, in response to a followup question, offered his
understanding that current ownership of Rockies Express is
Ki nder Morgan at 51 percent, with ConocoPhillips Al aska, Inc.,
and Senmpra owning the other 49 percent. He said he does not
know the debt:equity ratio of the Keystone project, which he
noted is an oil pipeline.

SENATOR THERRI AULT asked what the inpact on the tariff would be
if Alaska had 50-55 percent equity in this pipeline.

MR. PALMER calculated that in the event that "we" went from 25
percent up to 50 percent equity, 9 cents would be nmultiplied by
5, thus there would be a 45-cent increase in the tariff on a
$2. 41 base. Therefore, he concluded that the increase in the
total would be sonething in the order of a 20 percent increase
in the toll.
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SENATOR THERRI AULT remarked that the inpact to the take the
state woul d have woul d be significant.

MR. PALMER said obviously a 20 percent increase in the toll is
equivalent to a 20 percent capital cost overrun or "any other
conponent that could nove you 20 percent." He continued:

If you think about what else it would take to nove
that, that would nean interest rates would have to
nmove up by probably in the order to 30 or 40 percent.

When you try to predict what itens could nove the
toll by 20 percent, they really go to capital cost
overrun - the conponent that is equity or interest
rates.

SENATOR THERRI AULT said M. Palner has nentioned a 14 percent
rate of return, which he said is what TransCanada hopes to get;
however, he noted that the conpany has not "gone to FERC' or
"gone to NEB." Therefore, he stated his belief that TransCanada
has "started high" and expects to be pressured by the regul ators
and shippers to "probably squeeze that a bit." He said there is
a stated toll that gives the 14 percent rate of return, but
suggested the mmjor shippers are probably going to negotiate
"sonething a little bit better than your sort of default
tariff."

MR. PALMER concurred. He said he would expect the majority of
TransCanada's custonmers to negotiate a toll wth the conpany.
He said he has yet to hear a custoner tell himthat his rate of
return is too low, and he has experienced cross exam nation from
exam ners for many years, where they have thought his rate of
return was too high. He said TransCanada thinks it has put
forth reasonabl e nunbers, but its custoners and regulators often
hold a different point of view that TransCanada is perhaps
asking for too nuch, at which point bargaining does occur.

10:54:16 AM

SENATOR ELTON asked M. Palnmer if he could provide a table
showing "different debt levels,” as well as the cost to the
state for shipping its gas.

MR. PALMER said Conmi ssioner Glvin had calculated those
figures. He recollected that Conm ssioner Glvin had indicated
that if the debt equity ratio was at 50:50, there would be a $1
increase in the toll, and that is because "they're starting with
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a higher base."™ Each 5 percent change in the debt:equity ratio,
using the tolls M. Palnmer provided, nmeans a 9 cent differentia
to the custoner. Dependi ng on tax revenue and percentage, a
one-third interest would nean "you would see 3 cents of that
change. "

SENATOR ELTON clarified that he is still finding it difficult to
determine from the percentage of effect on the tariff what the
actual dollar inpact could be on the state.

MR. PALMER responded as foll ows:

(I'ndisc. -- coughing) translates that 9 cents into ...
dol l ars per year. Dol lars per year at 9 cents is [a]
$150 mllion change. So, if your tax rate - and | do
not know the specific tax rate that vyou wll
ultimately apply to this project - but if your tax
rate were one-third, that would nean there'd be a $50
mllion per year inpact. If your tax rate were 50

percent, then it would be [$75 mIlion], and so on.

VICE CHAIR STEDVAN asked M. Palnmer to explain the difference
between FERC and NEB in terns of the rates they set on equity.

MR. PALMER related that the FERC rate of return is generally
hi gher than that of NEB, primarily because pipelines in the US

are usually at risk of a volune change. If a US. pipeline
| oses a custoner, it usually does not get to recover their costs
by increasing its toll to existing custoners. Anot her

difference is that U S. pipeline conpanies are not required to
have their tolls reviewed regularly, so as pipelines depreciate
over tinme, pipeline conpanies often do not change their toll
That is not the normin Canada, where a conpany regul ated by NEB
and granted a rate of return by NEB of "x" percent wll usually
earn approximately "x" percent return. In Canada, he said, "in
the event that you lose a custoner, you spread it over the
smal ler base, if you add a customer, you spread it over the
hi gher base, and also, as you depreciate the pipe, you nmnust
change your toll." The Canadian regulators today are generally
allowing returns that are related to interest rates, and the
current interest rate allowed return on equity in Canada for
2008 is 8.71 percent on 40 percent equity, he said. He offered
further details.

VICE CHAIR STEDMAN concluded that there is a difference in

nmet hodol ogy between the two countries that the Ilegislature
should keep in mnd as it noves forward.
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MR. PALMER concurr ed.

SENATOR THERRI AULT noted that an [opposite editorial (Op-Ed)
page] was distributed to the commttee, and he asked who was
responsi ble for providing it.

VI CE CHAI R STEDVAN offered his understanding that Representative
Ranras was responsible for the Op-Ed piece.

10: 59: 53 AM

SENATOR THERRI AULT remarked that it is full of inaccuracies.

VICE CHAIR STEDVAN responded that everyone is entitled to
hi s/ her opi ni on.

11: 00: 30 AM

REPRESENTATI VE SAMJELS asked M. Palner if he would agree that
the gas market in the Lower 48 is a lot different than that in
Al aska.

11: 01: 06 AM

MR. PALMER responded yes. He said he thinks this pipeline wll
be the sol e service provider for nmany years, perhaps decades.

REPRESENTATI VE SAMUELS, regarding debt/equity splits, noted that
in 2004, the U S. Congress specifically passed |egislation on
this pipeline that mandated that exploration nust be enhanced

whi ch includes the debt/equity split for the tariff, the rate of
return, which FERC will determ ne, and the expansion provisions.
These issues have already been spoken to by U S. Congress and
FERC. Thus, any conparison between pipelines in the Lower 48
and the pipeline that wll be a nonopoly line from the North
Sl ope through Canada or Valdez is Ilike conparing apples to
or anges.

11: 02: 20 AM

MR. PALMER said many people would say the pipeline through
Canada is a nonopoly. He continued:

| provided you wth the nunbers there, which | think

you would find as simlar results if you multiplied
the equity ratio tinmes the allowed return. Most
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peopl e would say that there is |l ess conpetition on our
pi peline in Canada than you would see in nost Lower 48
markets. It's true, the U S. Congress has spoken on a
nunber of nmatters on this project, [but] has not
stipulated the particular nunbers wth regard to debt
equity or rate of return, as you would not expect them
t o. And they've certainly addressed the issue of how
the tolling will be factored in.

REPRESENTATI VE SAMJELS asked if there are any other pipeline
projects anywhere where the governnment has mandated regul ations
and tariff methodol ogy to enhance expl orati on.

MR. PALMER recalled that when TransCanada's pipeline was going
to be put in place across Canada 50 years ago, the Canadian
government had to own the Northern Ontario section and finance
the portion across Canada in order to ensure the project went
forward and did so on the structure the governnent proposed.
And within two vyears, because the project was a success,
TransCanada owned it all. He said, "I don't know that they had
a specific provision that said it was [to] encour age
exploration, but it was certainly a governnent mandate that was
encouragi ng the pipeline to be constructed in a certain fashion,
whi ch was north of the Great Lakes through Northern Ontario."”

VICE CHAIR STEDVAN asked M. Palner to talk about the FERC
orders that took place in 2004.

11: 05: 12 AM

MR. PALMER responded as foll ows:

The governnent of the U S. passed l|egislation called
ANGPA - Alaska Natural Gas Pipeline Act - in ...
Cctober 13 of 2004, as | recall, specifically to
encourage the developnent of this pipeline, to allow
any party to nmake an application to FERC to construct
the pipeline, and also in legislation at the sane
time, they passed the |oan guarantee. That was .
actually a separate piece of legislation, but they
al so approved a |oan guarantee of up to $18 billion in
2004 dollars, plus inflation, or up to 80 percent of
the capital cost of the project. Once again, large
benefits to the project to expedite.

They also required ... FERC ... to inplenent
regul ations for open seasons - ... how open seasons
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woul d be conducted on a project. And ... FERC held a

hearing at which | testified and a nunber of other
parties, including the state, testified, in Decenber
of 2004. ... FERC passed the followi ng regulations in

February of 2005, regarding voluntary expansions. :
A voluntary expansion is a proposal by the pipeline

owners that they will expand and provide service
either to those base custonmers for nore volune, or to
a ... third-party custoner for their own vol une.

In the U S., there are two types of expansions: one
vol untary, where the pipeline conpany proposes to do
so; and the second is nandatory. Now, mandatory
expansions are only allowed in the US. FERC rules for
Al askan gas volunes ..., not for Lower 48 volunes.
So, that's a highly unusual piece of power that was
grant ed by Congress.

But let nme just address those issues, because they

take you into how you charge custoners. And I'll try
to use an analogy for those of you who haven't spent
your days in this business as | have. Most everyone
pays property taxes, or nDst everyone pays a conmnpn
tax for street lights or other services. ... In nost
of those cases, custonmers pay based on what are
call ed, "averaged or rolled-in charges."” So, if you

are a new customer and your house has the sane val ue -
even though it's brand new - as an older hone in the
same urban or nmunicipality, you pay the exact sane
property taxes .... The original honeowner gets a
break; he's been paying for his service for 20 years,
and he doesn't have to pay for any of the new services
that are now provided to serve your hone. And the
logic behind that has been over tine for both
muni ci palities as well as pipeline conpanies ... that
t hose new services provide value to not just the new
custoners, but the old ones as well, because they
strengthen the system over tinmne.

In the US., in the Lower 48, there has been a
mechani sm for expansion where there's been rolled-in
tolls ..., in other words, average tolls, when the

costs go down for pipelines. On the other hand, when
the costs go up, it's increnental for the new guy.
So, it's very different than property ... taxes.
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So let me now address what that regulation passed by
FERC sai d. They governed voluntary expansion

have what's <called, "a rebuttable presunption
rolled-in tolls.™ So, that neans the governnent
said that the test is it wll be rolled in unless you
can convince them otherw se. So, that's
standard, but it's only for a voluntary expansion
does not apply where an expansion is mandated pursuant

to Section 105 of ANGPA [That is a] critical issue,
[but] not for the AG A application or for the AGA
pi pel i ne.

The AG A pipeline will have voluntary expansion. That
is one of the nust-haves; that is what we wll do if

we are granted a license. And we're required to do so
by the State of Al aska. So, not only is the state
as anot her
rol | ed-
intolls, but we are agreeing to go down the voluntary

buyi ng TransCanada or the pipeline sponsor
party in a FERC proceeding that is in favor

fork in the road.

If you have a non-AG A pipeline, and it's TransCanada
[that] is the owner, the question to ask that
is, "WIIl you file for voluntary rolled-in tolls and
voluntary expansions, or wll you be required
expand?" Because if you're required to expand,

mandat ory expansi on provisions apply, and in that

the likelihood is it will be increnmental. That

normal test in the US. And that's why
very arcane and difficult subject for

25 years addressing this - ... it's a

They
of
has

a high
it

party

critical factor, if you want to expand your pipeline.

11:11: 39 AM

REPRESENTATI VE LEDOUX asked if M. Palner could give

to
t hen
case
is the
al t hough a
peopl e
understand - not just legislators that have had
listen to me explain this now six tines, but
for those of you in the audience that have not

to
to
' m sure
spent
critical,

her

exanpl es of what m ght happen with respect to an expansi on under

AG A or under anot her system not governed by AGQG A

VI CE CHAIR STEDVAN asked that M. Palner be sure in his exanple

to clarify who the ultinmate decision maker is.

MR. PALMER prefaced his response as foll ows:
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In all cases ... FERC will make the decision, but | do

need to be clear: In the event that you' re proceedi ng
under AG A, there is a voluntary agreenent by the
pi peline conpany that they will be going for voluntary

expansion that takes them down the voluntary fork in
the road, at which point there's a rebuttable
presunption of rolled-in toll. So, that neans any
party arguing against it nust overcone that rebuttable
presunpti on.

In the event that it's a non-AG A pipeline that is not

voluntarily expanding - ... and that is in the event
that ... the pipeline does not propose an expansion
and has to be required to expand to serve third
parties - now the test is the opposite. And now the
test is: if there's a subsidy, you wll have to

explain it to FERC and get them to agree that rolled
in applies. That's the critical test.

MR. PALMER said he would now answer Representative LeDoux's
guesti on. He said the Legislative Budget and Audit Conmmittee
provi ded TransCanada with an exanple of certain expansions over
time. He said that exanple is shown on slide 23 of his
Power Poi nt presentation, entitled, "Inpact of Rolled-In Tolls?"
The chart of increnental costs starts at 4.5 bcf/d for two
years, expands to 5.9 bcf/d for two years, then to 6.5 bcf/d for
two years, and finally to 7.2 bcf/d. The increnental costs of
constructing those facilities are shown in his exanple, and M.
Pal mer specified that he has done the figures strictly for the
pi peline, not the gas treatnment plant. He continued as foll ows:

The increnmental cost, of course, of building the first
4.5 bcef/d is strictly the base system That happens
to be $1.76. And going from 4.5 bcf/d up to 5.9,

you' re expandi ng using conpression. You woul d expect
that to be relatively inexpensive, and in fact it is.
You'll see in the slide here the second bar at 5.9.

That's actually $1.44, so the tolls go down on an
incremental basis. Going fromb5.9 up to 6.5 is $2.81,
and going from 6.5 to 7.2 is actually $4.25. So,
these are the increnmental costs.

MR. PALMER turned to slide 24 of his PowerPoint presentation
He noted that the [chart] on the left shows what happens wth

rolled-in tolls or average tolls. The horizontal red line on
the left side shows the AJ A standard, which is rolled-in tolls
up to 115 percent of the base toll. He continued:
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If you always had rolled-in tolls, you stay in the
| eft-hand side. You can see that expansion and
initial custoners would see a nopdest decline going
from$1.76 at 4.5 down to $1.67 at 5.9. And all that
|'m doing here ... is | took that $1.44 increnenta
cost on the previous page, and | averaged it with the
volunmes and the cost at 4.5. That's how | created the
$1. 67. When you go from 5.9 to 6.5, coincidentally,
when you roll all those costs together, you go back up
to $1.76 again. That's the third bar here at 6.5.
And going up to 7.2, you're rolling it all together,
you're averaging it all together, you're just about
[at] $2.00 - so you can see you're just under that red
l'ine.

Now, it's true that FERC wll have to approve it. But
as | described to Senator Stednan, that will be a high
standard for custoners to argue against.

MR. PALMER drew attention to the right-hand chart of slide 24,
entitled, "FERC Lower 48 'Standard' ." He said this chart would
not apply for an AG A pipeline, but could well apply for a non-
AG A pipeline "if they were not inclined as pipeline sponsors to
expand for third-party gas, and if they were required to
expand." He conti nued:

The green bar at 4.5 is, of course, just the base
nunber again, and that's just the $1.76. Going to
5.9, as | described to you, FERC standard is you rol
in when the costs go down, so that's no problem Both
the green and the blue bar decline dowmn to $1.67.
Initial custoners are the blue, and expansi on
custoners are the green. But in the case where the
increnental costs are higher than the base, FERC
normal |y applies a standard that says, "Base custoners

do not subsidize" - that's the term nology they use -
"do not subsidize expansion shippers.” And you heard
from the FERC gentlenen, when they were ... in Juneau,
they said a subsidy usually nmeans a toll increase.
Once again, they will determne, but that's normally
what they descri be. A subsidy nornmally nmeans a toll
i ncrease.

So, if you'll recall my nunbers back on the previous

page, the increnental costs, going from5.9 to 6.5, is
$2. 80. Clearly nore than $1.67. So, in this case
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t he blue expansion custoner stays down at $1.67, and
t he expansion custoner would have to pay $2.80 - so,
nmore than a dollar higher. And then going from®6.5 to
7.2, once again, the base custoner stays at that |ow
|l evel, and the new custoner would have to pay nore
t han $4.00, which is an increnent, of course, of $2.50
nore permanently for that custoner. And that's where
the issue cones for exploration. Because if you are a
new party |ooking for gas, and you're not sure you can
get on the pipeline, and you think you mght have to
make this sort of paynent, that will be a significant
di sincentive for you to explore.

11: 20: 21 AM

REPRESENTATI VE LEDOUX observed that FERC does not normally allow
subsi dies, and she asked if there are exceptions to that.

MR.  PALMER confirned that is true regarding Lower 48 gas.
Regardi ng exceptions, he said he recalls through the '80s and
'90s, "they would often allow expansions to be rolled in if the
rolled-in toll was up to 105 percent.” He indicated that FERC
does have the authority to "approve rolled-in," but he said that
is normal ly not all owed.

11: 21: 21 AM

REPRESENTATI VE SAMJELS noted that M. Palner had said the right-
hand graph on slide 24 would not apply to an AG A pi peline

MR. PALMER said if he did, he had m sspoken. He corrected his
former statenent by saying, "The right-hand side would not apply
to an AG A pipeline, because the AG A pipeline nust agree to go
to the left-hand side, which is to voluntarily expand. And the
only way it would apply is if FERC overruled the rebuttable
presunption and the proposal by the pipeline."

REPRESENTATI VE SAMJELS said, "So, at the end of the day you're
going to argue for the left side, and all the shippers wll
argue whatever their conmercial interests are, and you could end

up ... with an AG A pipeline if TransCanada built it under AQ A
You could still end up on the right side; it's really up to ..
FERC to ... determ ne whether or not they roll in the tolls

MR. PALMER answered that that is possible, but highly unlikely.
He expl ai ned why as foll ows:
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You have the pipeline conpany proposing it, which is
inportant; secondly, you have expansion custoners
[who] will be proposing it; and thirdly, you have a
rebuttabl e presunption of rolled-in toll - a very high
standard for soneone to overcone.

REPRESENTATI VE SAMUJELS said Representative LeDoux had asked
about subsidies not normally applying on a |ower 48 pipeline.
He said there is also a standard presunption of rolled-in tolls
even under the Alaska gas pipeline, with all of its special
rules for exploration, "where you won't get to a subsidy also
but subsidy is not defined." He asked if that is an accurate
assessnment of what Congress said.

MR. PALMER said this is a conplex issue, and he repeated his
expl anation for purposes of clarification as foll ows:

The FERC regulations that were passed in February of
2005 govern voluntary expansion only. That's where
the rebuttable presunption of rolled-in tolls occurs.
There is not a rebuttable presunption of rolled-in

tolls for mandatory expansion. If you have mandatory
expansions, and I'Il cite you straight out of Section
105 of ANGPA, it says the followi ng: "FERC can order

an expansion of an Al aska pipe under certain criteria.
| f FERC orders an expansion, it can establish rates on
an incremental or rolled-in basis, but FERC nust
ensure that the rates do not require existing shippers
to subsidize expansion shippers.” Those are the key
wor ds.

The commttee took an at-ease from 11:25: 07 AMto 11:33:42 AM

11: 34:16 AM

REPRESENTATI VE LEDOUX nentioned an exanple of a sewage system
and said M. Palnmer had been describing how using rolled-in
rates makes the whole system stronger. She said, "Wll, if you
use that rationale with respect to the pipeline system couldn't
it be argued that there really would not be a subsidy, because
it would nmake the whol e system stronger?”

MR. PALMER replied that Representative LeDoux had just described
the argunent that Canadi ans have used for nore than 20 years to
justify rolled in rates on pipeline. However, he said that
argunment has not prevailed in the Lower 48, and the FERC
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standard has been that "it is a subsidy." He said there have
been cases where that has been overturned, but the standard has
been that in the event that the tolls go up, that has been
treated as a subsidy. He said he is not suggesting that parties
cannot make the argunent - they have done so - but they have not
prevail ed many tinmes "at FERC. "

MR. PALMER, in response to Representative LeDoux, reiterated
that ANGPA was passed in Cctober 2004, and FERC open season

regul ations were passed in February 2005. In response to a
foll owup question, he said obviously this issue of a subsidy
has never been mtigated "for this pipeline.” There have been

sone parties on this pipeline that have nmade representations to
the court as to what a subsidy neant, he said. Under standard
FERC rul es, Section 7 applications, there have been parties that
have addressed this issue. He said he is not famliar with the
cases, thus cannot site them for Representative LeDoux.

11: 37: 54 AM

MR. PALMER returned to his PowerPoint presentation, and drew
attention to slide 11, which gives a description of the project,
whi ch uses a large inch pipeline and a gas treatnment plant, and
which will go to the Al berta hub. Once at that hub, there is
access to markets across the Lower 48 from the Northeast,
through the Mdwest, and all the way to California and the
Paci fic Northwest. Slide 12, he noted, shows the capital costs
based upon the assunptions provided by the adm nistration when
it requested responses to parties from their RFA application.
Slide 13 addresses the debt equity ratio, which M. Palner said
he had already covered. He said he also indicated that he would
take sonme risk on the return on equity. Regardi ng the notation
of "U S. 10-Year Treasury Note plus 965 basis points,” on slide
13, M. Palner said the last tinme he checked late |ast week

those treasury notes were trading at approximately 4.1 percent,
plus the 965 basis points. He explained that a basis point is
one-one hundredth of a percent. He continued:

So, when you see 9.65, that neans 9.65 percent on top
of that. And when we calculated this |ast Novenber

that would have yielded a 14 percent return on equity.
You can see at 4.1 percent |ast week that would have
yielded a 13.75 percent rate. And when | say that
TransCanada would take a rate of return reduction of
200 basis points, that is [a] 2 percent reduction.
So, if our 14 percent had been allowed, we would take
a return of 12 percent.
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MR. PALMER highlighted that regarding the reference to 7.9
percent fuel, on slide 13, "nost of that is actually at the gas

treatment plant; [there is] a significant amount of fuel
consuned there." He stated that to nove the gas 1,715 mles
from Prudhoe Bay to Alberta actually only consunes 2.15 percent
fuel - a very low fuel ratio for the pipeline itself. M.
Pal mer nmoved on to slide 14, which shows the project schedule.
He said when TransCanada nade its application last fall, it did

not know when the state would issue an AG A |icense, but assuned
it would be April 1, but now knows it was in error in assum ng
that. The new schedul e assunes that a |license would be granted
on August 1, and TransCanada thinks it knows how the |egislature
will act by that date. Assum ng that August 1 date, he said
TransCanada would be conpleting an initial open season by July
of 2010, a FERC filing would be made in 2012, with an approva
hopefully by 2014, and wth that approval and custoners,
TransCanada would have that line in service ten years from now,
by Septenber of 2018.

VR. PALMER turned to slide 15 entitled, "Partnership
Qpportunity.” He said in the initial open season, parties that
cormit their gas and commit to take long-term contracts wth
TransCanada's custonmers wll have the opportunity to becone
TransCanada's partner, if they so choose. He said often
shippers do not wish to invest in the pipeline, but the
opportunity will be there. M. Palmer next highlighted slide
16, entitled, "Upstream Fiscal Terms," which he said has to do
with the state's fiscal take from producers or |ease hol ders.
He said TransCanada wll be an interested observer, because
"those folks are likely to be ny custoner"; however, he said
that is business between the State of Al aska and |ease hol ders.
He added, "Both the state, as the sovereign, as well as those
producers, are fully capable and sophisticated parties to
di scuss your fiscal take; you don't need an interested observer
I i ke TransCanada i nvolved in that, | would suggest."”

MR. PALMER, regarding slide 17, naned other project conponents,
such as natural gas liquids (NGSs). He said that includes:
et hane, propane, and butane contained in the gas stream Those
NGLs generally have a higher nonetary value than the actual
met hane gas. He said Prudhoe Bay gas, particularly, as well as
Poi nt Thonson gas is very liquid rich, and TransCanada expects

that those liquids will be stripped fromthe gas stream and used
for their own val ue. The question is where those NGs wll be
stri pped. He said TransCanada, as a pipeline conpany, is
neutral to that; the decision is that of the custoners. If the
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NGLs are not renoved before getting to Al berta, there are a
nunber of third parties there that will conpete vigorously for
t hat busi ness.

MR. PALMER turned to slide 18, which addresses regulatory
structure. He reviewed that TransCanada would use ANGPA
legislation for the US. portion, and in Canada, the conpany
woul d proceed with the treaty and Northern Pipeline Act that has

been in place for 30 years. He reviewed slide 19, which
addresses the rolled-in tolls and shows that open season will
occur every two years. Slide 19 also addresses in-state
deliveries wth distance-sensitive tolls, which M. Palner

expl ai ned neans an average rate for Al aska gas. He conti nued:

So, you certainly would never expect to pay for
anything south of the Al aska/Yukon border, because
you're not wusing that service. And within the state
of Alaska, we've proposed that there be an average
nunber across the state based on average usage. So
sinplistically, if ... the average distance were 70
percent, it would be 70 percent of the cost to get it
to the border.

MR. PALMER noted that he had already covered the follow ng
topics: the five delivery points, the low equity ratio, and the
fiscal issues.

11:47: 00 AM

REPRESENTATI VE SAMUELS asked if TransCanada would sue the State
of Alaska for treble damages if the legislature, sonme tinme in
the future, passed a law to lock in taxes for 15 years for any
pi pel i ne.

MR. PALMER said he is not TransCanada's |awer. Furthernore, he
said TransCanada would not be putting its legal opinion in front
of the |egislature anyway. He said, "You would have your own
interpretation of the statute, as |"'msure any party woul d."

REPRESENTATI VE SAMUELS explained his concern is that a
comm ssioner had said he thought TransCanada would "have a
case." He continued:

So, if we just pass a law of general application to -
in the words | believe that you said earlier - a horse
race between the producer pipeline and the TransCanada
pi peline, both noving forward, and it seenmed that if
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we passed a law saying any open season - doesn't
matter who it is, here's the terns - and now you race
to the FERC, if you're going to sue us for treble
damages, we're kind of shooting one of the horses
there, right off the get-go.

MR. PALMER responded that TransCanada, pursuant to AQ A, has
undertaken a great deal of obligation to the state, which he
said he has described today. As a trade-off, he said, the state
has provided sonme benefit to TransCanada. One of those benefits

is the contribution to the cost of developnent - the $500
mllion. He pointed out that that noney is not delivered to
TransCanada in the form of a check. The conpany nust i ncur

those costs prudently, submt them to the state under invoice,
and be repaid under a schedule that the state has defined. The
second thing that TransCanada receives is a coordinator for the
project. He rem nded the commttee that Conm ssioner Pat Gl vin
has testified that a third-party project could also achieve that
by paying for that party. The third itemis that the State of
Alaska will not provide financial assistance to a third-party
proj ect. Those are the matters that the State of Al aska has
coommitted to TransCanada and they are defined in statute, he
said. TransCanada expects the state to behave as a good partner
even as it expects to be a good partner to the state. He
conti nued:

In the event that you do breach - and we certainly are
not going into a partnership with you expecting that
you're going to - then there needs to be sone penalty.
You've limted your penalties significantly conpared
to the limtations that we have, because we don't have
t hose sane limtations.

REPRESENTATI VE SAMJELS asked M. Palner if TransCanada thinks it
will get gas conmmtted to its pipeline without a termthat |ocks
in those taxes.

MR. PALMER responded that TransCanada has, for several years,
had prelimnary discussions wth custoners. If granted the
license, TransCanada will work hard to attract those custoners
to its pipeline, because that is what it is in the business of
doi ng. However, M. Palner said he cannot predict at this point
how those producers wll act. He said, "They have spoken for
thensel ves in the past and they will do so in the future.”

11:51: 50 AM
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REPRESENTATI VE KERTTULA said what she hears M. Palner saying is
that both parties give sonmething up in order to go forward. She
said she has heard concern over the possibility that if the
three producers are let in and buy equity in the conpany, the
state may wind up in the sanme situation it has been in for so
many years with a "grip on our resource." She offered her
understanding that M. Palnmer is saying that if those producers
do buy into the equity, they will basically be agreeing to the
sane terns and obligations, and Alaska will not wind up in a
situation where the conpany can then "foreclose explorers from
comng in," and the state will not end up in the same situation.

MR. PALMER responded that's correct. He said TransCanada is
giving up the freedom to act by becomng the state's partner.
For exanple, it would be prevented from naking a deal wth

Denali outside of AQ A without the agreenment of the state. He
stated that one party cannot retain total freedom and expect to
enter into a partnership.

11:53: 46 AM

SENATOR THERRI AULT asked for confirmation that if the State of
Al aska were to pass a law of general application, it would not
be singling anyone out "to give a benefit to a conpetitor,” and
t herefore would not "trigger anything.”

MR. PALMER said although he can read the statute, he wll not
interpret "the state's |anguage that you've applied to us under
AG A" He said TransCanada continues to "live with those words
that are in front of us."

REPRESENTATI VE SAMJELS expressed concurrence wth Senator
Therriault, noting that "that's not what Conm ssioner Galvin
said at the last neeting." At that tinme, he indicated, a
guestion was posed whether the State of Al aska would be exposed
to treble damages if it were to pass a law of genera
application for conmmtting gas to any open season - LNG Denali
or TransCanada - at a certain percent rate for a certain anount
of years. The answer to that question was yes.

CHAI R STEDVAN sai d that issue would be explored | ater.

MR. PALMER returned to his PowerPoint presentation, to slide 20,
which addresses long-term basin developnment and pipeline
expansi ons, the value to producers and governnents, the question
of whether or not Alaska has enough gas, and the inpact of
drilling and rolled-in tolls. Referring to information on slide
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21, he explained that if the gas is sold in Alberta - a location
used as an exanple of how gas would be sold in the Lower 48 -
the cost of transportation to get it back to the well heads nust

be deduct ed. After that deduction, he said, calculating 25
years, times 4.5 bcf/d, the value is $350 billion. That val ue
wll be shared anong producers that nust pay their production
costs, after which they wll have profits to be shared wth

governnents through taxes. He provided an exanple of what woul d
happen if the project is expanded, using an assunption of 4.5
bcf/d for 10 years, with 25 additional years at 5.9 bcf/d, at
whi ch point the value raises to $600 billion, with an expansion
val ue of $250 billion. He said the exanple shows strictly the
val ue of selling the gas, |ess the cost of transportation.

11:58: 41 AM

REPRESENTATI VE FAI RCLOUGH said there is a letter from AOGCC that
allows a 2.7 bcf/d "take off," and the |egislature has been told
by the admi nistration that Alaska will not be using the Point
Thomson field to provide gas to the line; therefore, she asked
M. Palnmer to explain from where the gas to which he referred
wi ||l be com ng.

MR. PALMER replied that TransCanada was not aware of "the Point
Thonmson circunstance” when it nmade its application, so the
corporation expected that gas would be flowi ng from Prudhoe Bay,
Poi nt Thonson, the other known reserves in the North Slope, as
well as sonme "yet to be found" gas. He related that TransCanada
is aware of AOGCC s 20-year-old estimate that indicated that 2.7
bcf/d could conme off the Prudhoe Bay field, but nore recent
estimates by AOGCC anticipate that Prudhoe Bay can deliver

significantly nore than that anount. He expressed the
corporation's belief that 3.5 or 4 bcf/d "looks to be
avail able.” He added, "What w Il happen at Point Thonmson is

clearly sonething we're not going to be influential on; that's
going to be sonething between the state and the current |ease
hol ders as to how and when that is resolved."

12: 01: 19 PM

MR. PALMER directed attention to the summary on slide 25. He
reviewed that TransCanada has been responsive to what the
adm ni stration and | egi sl ature est abl i shed under Ad A
Furthernore, TransCanada believes that AGA was structured to
encour age construction of t he proj ect, | ong-run basin
devel opnment, and open access terns for initial and future
shippers in-state, to the Lower 48, and to LNG markets. He
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expressed his hope that his presentation has shown that
TransCanada has the credentials and the capacity to build, own,
operate, and expand the project. He stated his belief that
TransCanada' s objectives are aligned with AG A and that state
because the corporation is in favor of early in-service, |ong-
run basin devel opnment, and open access and equitable treatnent
for all custoners.

The commttee took an at-ease from 12:03:29 PMto 1:03:18 PM

1: 03: 20 PM

PAT GALVI N, Conmi ssioner, Departnent of Revenue, said it was his
role to answer questions and provide a clear nessage about the
AG A process. Comm ssioner Galvin recogni zed Comn ssioner Tom
Irwn of the Departnent of Natural Resources, and indicated that
he and Comm ssioner Irwin nmade a joint decision regarding
TransCanada' s appli cation.

COM SSI ONER GALVIN reviewed that a little over a year ago, the
adm nistration came forward with the original proposal which
ultimately becane the statute passed by the |legislature.
Di scussions were held to attenpt to nove the gas |line project
forward, because at the tine, people were expressing frustration
that the project should be happening but was not. He expl ai ned
that AG A was intended to use the state as a catalyst to nove
the project forward, with the recognition that the state had a

choice in terms of what role it would take in doing so. For
exanple, the state could choose to use $25-%$40 billion of state
capi tal to build the gas Iline itself. He said the

admnistration felt that the state should first try to use
private enterprise to nove the project ahead, believing that the
project would be attractive to builders, shippers, and sellers.

1: 07: 19 PM

COM SSI ONER GALVIN said the question was asked as to why the
mar ket was not driving the project to fruition if the econom cs
were there. The answer, he said, is that a free market did not
exist; there were only a small group of producers who held the
| ease to the gas and were barriers to getting the market to work
properly. He related that AG A was intended to nove this
project through those barriers so that the economc factors
coul d show thensel ves and nake the project a reality. The state
needed to create conpetition and the sense that those who did
not junp in early would be left behind; it had to create a sense
that tinme was inportant. The state also needed to create
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conpetition for the state's inducenents, and it wanted to get as
much as it could for them So, AG A set up that conpetition.
The state issued a request for applications, and the application
subnmitted by TransCanada was the one that nmet all the
requi renents of AGA The valuation system was set up to
evaluate all applicants, whether there be one or nany. The
commi ssioners, he said, considered whether issuing a license to
TransCanada would nmaximze benefits for the state. They
considered Alaska jobs, affordable gas, and revenues to the
st at e.

1:12: 32 PM

COM SSI ONER GALVIN said the analysis was not limted to the
TransCanada project. The commissioners "had to look at it in
conparison to the other options that are available to the
state.” Those other options include the Denali project and the
proposal from BP and ConocoPhillips Alaska, Inc. to nobve a
pi peline project. Furthernore, Conm ssioner Galvin noted,
Al aska has long considered an LNG project as a potential first
opportunity to get its North Sl ope gas to market. In the end,
and using the expert anal ysi s from consultants, t he
commi ssioners decided that issuing a license to TransCanada
woul d sufficiently maxim ze return to the state.

1:15: 08 PM

COM SSI ONER GALVIN offered a PowerPoint presentation of the
sumary of the conmmi ssioner's findings. He outlined those goals
in maximzing benefits to Al aska, as shown on slide 3, which
are: to get a pipeline, to maximze job opportunities, to
provide energy for Alaskans, and to increase revenues to the
st ate. Conmi ssioner Galvin said getting a pipeline conmes down
to having a feasible project plan that is being forwarded by a
project sponsor that has denonstrated it can fulfill its
obligations and bring the project to fruition.

1:17: 36 PM

REPRESENTATI VE NEUVAN asked why Conmmi ssioner Glvin feels AGA
has nore opportunity to attract financing, when the Denali
proposal producers who have the right to produce the gas want to
build their own pipeline. He asked what assurance there is that
TransCanada will get those producers to conmt to putting their
gas into TransCanada's pipeline instead of their own.

1:18: 31 PM
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COWM SSI ONER GALVIN replied that when securing gas conmtnents,
the comm ssioners consider whether the TransCanada project
provides an attractive opportunity for the producers to get
their gas to market. In doing that analysis, the comm ssioners
found that because of the way the tariff rate is set up and
because of TransCanada's denonstrated ability to deliver a
project within its tinmefrane and wthin budget, the producers
woul d be provided a good opportunity to get their gas to market.

He said the producers consider several factors. One of those
factors is "getting to the point where they're soliciting the
gas comitnents.” Another factor is whether or not an open

season takes place. Conm ssioner Galvin said, for exanple, that
the TransCanada and Denali projects cannot be conpared to each
other with the assunption that the Denali project is "going to
get to that open season," because there is no conmtnent that it
will, only a statenent indicating so.

COMW SSI ONER GALVIN said another consideration is the economc
drivers for the producers. The producers nake their noney off

of the exploration and developnment of oil and gas resources,
generally getting solid returns on investnent capital. A
pi peline project wll have a regulated rate of return.

Conmi ssioner Galvin noted that M. Palnmer had talked about
return on equity. He said, "That return on equity, even at the
hi ghest levels that may be expected from the regulatory agency
is substantially below what exploration and devel opnent
conpanies in the oil and gas industry usually would expect to
get for their capital investnments and projects.” He said from
the state's present perspective, the question is whether or not
the TransCanada Al aska project is one that - barring any other
circunstances - could be expected to attract gas commtnent to
the project. Commi ssioner Galvin said the conm ssioner's
anal ysis shows the answer to that question is yes.

1: 22: 19 PM

REPRESENTATI VE NEUMAN said he thinks the producers have
committed to spend up to $600 million to gather information and
hold an open season, and he asked Comm ssioner Galvin why he
t hi nks the producers are not going to follow through on that.

1:22: 48 PM

COWM SSI ONER GALVI N responded that the question is whether the
producers are going to spend the $600 million, not whether if
they spend it they will get to an open season. He said those
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are two different questions. The producers have nade public

statenents that they will go to an open season and expect doing
so to cost $600 million; however, there is no [guarantee] to the
state or anyone that the producers will actually do so. He said

he woul d not be supporting the best interest of the state if he
were to recomend relying upon the public statenents of the
producers, Wwthout "sonething that binds them and has sone
expectation that the state is going to be able to rely upon
t hat. " He enphasized that AG A requires commtnents that are
enforceable and binding, rather than sinply relying on a public
statenment of intent.

1:24: 48 PM

REPRESENTATI VE RAMRAS said his view on the issue is opposite
t hat of Conm ssioner Galvin. He noted that Conm ssioner Glvin
uses the word "attract” often, and he said he would Iike to know
how many times he has discussed with producers the manner in
which he is trying to attract firm transportation commtnents.
He said there is an adversarial relationship between the current
adm nistration and the producers, which he indicated is why he
is questioning the use of the word "attract."

COM SSIONER GALVIN stated that the issue of attracting the
conmtnents to the projects is far-reaching; it involves having
a project that wll provide both an econom c opportunity and
value the state can put in place to provide "a reasonable
comercial opportunity for the producers.” He said the AGA
license project is at a comercially advantageous position "by
having the state say that if you commt your gas to the AGA
license project, the state will provide upstream values for you
as a shipper.” He continued, "Those are things to attract gas
to the project that do not involve sitting down and negotiating
with the conpanies ... [behind] closed doors in order to try to
provide sone additional values on the table.” He said the
adm ni stration has stated from the beginning that the purpose of
AG A is to provide transparency to the public regarding the
state's negotiations [related to the gas pipeline].

1:28: 22 PM

COW SSI ONER  GALVI N, in response to Representative Ranras,
explained that the admnistration is providing a nunber of
different values to the producers: an attractive project and an
attractive state system on upstream certainty. Mor e
specifically, to Representative Ranras' request for a record of
the neetings the admnistration has had with the producers to
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attract their gas to the licensed project, he stated that the
adm ni stration has not engaged in negotiating the ternms to bring
the gas to the AG A project; it is not actually "attracting the
gas." The intent of the adm nistration will be to bring forward
a project as attractive as a comrercial opportunity to producers
and to discuss with producers publicly what is needed in order
to maxim ze the producers' interest in advancing the project and
to figure out what the state will get in return. He said, "AQA
is very nmuch focused on the long-term opportunities presented by
the gas pipeline project, and we want to ensure that the
pipeline project that ultimtely succeeds is one that is going
to neet the state's long-term interest of having a very robust
and dynam c exploration and devel opment opportunity for gas on
the North Sl ope.™

1: 32: 20 PM

CHAI R STEDMAN asked Comm ssioner Galvin to sunmari ze his answer
to Representative Ranras' question

COWM SSI ONER GALVI N responded that the admnistration does not
believe it is necessary to denonstrate its conversation with the
producers, because it is not engaged in the kind of negotiations
to attract gas to the TransCanada Al aska project. He said, "Qur
di scussions with the producers are far-ranging on a nunber of
different factors, but | don't think it's relevant to the
guestion. ™"

1: 33: 31 PM

REPRESENTATI VE RAMRAS asked again if Comm ssioner Galvin would
produce a list showing the neetings the admnistration has had
with producers to talk about attracting firm transportations
commtnments, irrespective of how far-ranging or narrow those
di scussi ons have been.

COM SSI ONER GALVIN replied that he has not kept track of his
conversations wth the producers in that nmanner; therefore,
putting together such a Iist would not be feasible.

CHAI R STEDMAN said that issue would be clarified later in the
sessi on.

1: 35: 00 PM

COWM SSI ONER GALVIN continued with his PowerPoint presentation
and addressed the issue of jobs for Al askans. He explained that
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the capacity within a pipeline is "locked up" through contract,
thus, in order for an explorer to get gas to market, the
pipeline will need to expand, either through the addition of
punps and conpressors to allow nore gas to flow or by adding
additional pipe, which is called "looping." Having open access
to the pipe and a reasonable rate for capacity will nmake the
di fference on whether or not the explorer drills an exploration
wel | . Comm ssioner Galvin said AG A provides that the owner
wll expand and, when the cost is charged, it wll be spread
anong all the shippers. He said that is referred to as using
rolled-in rates (ROR. He enphasized the inportance of these
access provisions to the state, explaining that they will create
the atnosphere for new conpanies to cone drill on the North
Sl ope, knowing that if they find gas, they can get it to market
wi thin a reasonabl e amount of time at a reasonable price.

COM SSI ONER GALVI N said construction jobs on the pipeline wll

provide short-term opportunities and operating jobs wll be
l[imted. The jobs that result from oil and gas exploration and
devel opment and from havi ng an open access pipeline will be "the

true prize for the state,” he said.
1:39:27 PM

COWM SSI ONER GALVI N next addressed opportunities for affordable
energy for Al askans, the subject of which is addressed through a
nunber of provisions in AGQGA He enphasi zed the inportance of
having access to the gas, having the ability to offtake gas at

good rates within Alaska, and to have expansion provisions. He
said he appreciates that it will take awhile to build up the
lines and to get Alaska's communities up to speed and able to
enjoy the advantages of having access to the gas. Having a

conpetitive atnosphere on the North Slope, wth new players
entering into the picture, with new gas going into the main
line, wll provide Al askans the opportunity over the next
generation to get up to speed and take advantage of the new gas
as it cones into the line.

1:41: 25 PM

COM SSIONER GALVIN related another inportant aspect of the
opportunity for Alaskans is the tinmeframe - getting gas to
Al askans as soon as possible. The focus of AGA is on the big
pi pe that would get gas to a market outside Al aska, because the
guantities of the state's gas are overwhelmng in conparison to
the demand within the state.
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1:42:11 PM

REPRESENTATI VE FAI RCLOUGH referred to the next bullet point on
slide 7, which read, "Maxim ze state revenue and create
opportunity for future gromh of state economy."” She questioned
whet her a bullet line mght set the state up for treble damages.

1: 43: 08 PM

COWM SSI ONER GALVIN responded that the goal is to get gas to
Al askans sooner than the tinme it will take to get the big line -
and possibly a spur line - constructed. Therefore there has
been consideration of having a bullet line for a smaller line
instate that would serve Al askan markets. He said AG A provides
project assurance in the form of a treble damage cl ause, which
is in place to attract conpanies to participate in the

conpetition for the state's inducenent. The assurance is that
if a conpany spends its own noney, along with that of the state,
to advance this project, it will have recourse if the state then
goes w th another conpany. The conpany would receive three
times its costs, no nore. He said Representative Fairclough's
concern is with the small line that would be built within the
state. He said AGQ A defines a project which would be subject to
treble danmages as one that is greater than 500 mcf/d. Thus,

any project less than that would not incur treble damages.
Comm ssioner @Glvin noted that the entire Southcentral part of
Al aska is hooked up to natural gas, and all of that consunption
equal s approxi mately 250-270 mmcf/day. Adding the Agrium Pl ant,
which at one tine was using natural gas as a feed stock, would
i ncrease that anmount by about 150 mmcf/d. I f Fairbanks were to
convert its power to natural gas, the increase would be
approximately 30-50 mmctf/d. Over the next 10 years, he said,
Alaska will still be getting gas out of the Cook Inlet Basin.
Wth all these added, total consunption within the state still
woul d be less than 500 mmtf/d. He concluded that the bullet
line wuld serve Alaska's needs while staying under the
500nmef/d limt. The bullet line is something that the state
coul d even pay for, he suggest ed.

1:48: 23 PM

COW SSI ONER GALVIN said one question raised in this context is
whet her the treble damage provision would limt LNG being added
to the project to make it nore economc, because LNG is not
included in the treble damage provision. He related that the
answer to that question is yes. However, he said the state wll
get trenendous value out of the AG A |icense, possibly hundreds
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of billions of dollars in cash flow to the state - the present
value of that cash flow being approximately $65 billion "in one
particul ar scenario." That value overwhelns the potential cost
of building the bullet line, he remarked. He enphasized that
t he state can have bot h.

1:50: 37 PM

REPRESENTATI VE FAI RCLOUGH expressed concern that the bullet |ine
would still be a conpeting |line. She said that in voting yes on
AGA the State of Alaska wll promote AGQA inside its

departnments. She stated, "And so, it's a little disingenuous to
me that we say we're not precluding everything when we're going
to internally have a whole bunch of power that can slow down
t hose projects.”

1:53:57 PM

COW SSIONER GALVIN said the admnistration tries to use the
term bullet line in a particular way, to nean a line that wll
nmeet Al aska's internal needs only. He indicated that under that
definition, the Iline wll always fall below the 500 mtf/d
[imt. If the concept of a bullet line is expanded to include
sonething greater - for exanple, to include LNG or sone other
consunption of gas outside of Alaska's needs - then "it does
rai se the question." He offered nore details.

1:56: 13 PM

COW SSI ONER GALVI N, regarding permtting, said he thinks "the
nature of the discussion on this issue has evolved." He said
AG A statute spells out whether the state is precluded from
providing permts and authorizations to a conpeting project; the
statute spells out that issuing permts and doing authorizations
are not considered to be providing benefits to the conpeting
proj ect . He said that carries to the next question, which is
whether or not the state will insidiously, within the system
hold back on projects by either not staffing or by diverting
resources to advantage the AGA project and disadvantage

conpeting projects. The answer to that, he provided, is that
|arge projects are generally permtted through a different
vehi cl e. A contractual relationship is created through a

rei nbursable services agreenent (RSA) that provides for the
other project to be able to secure the resources in terns of
state personnel and time, to ensure that project gets a permt
in a tinely manner. That creates a separate relationship that
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will be enforceable and secure on the part of the conpeting
proj ect, outside of the AQ@ A process.

1: 59: 01 PM

REPRESENTATI VE ROSES expressed concern that he has received
different answers from the admnistration and TransCanada. He
recall ed hearing about excess capacity in Canada during M.
Palmer's testinony - that building a new |line through Canada
woul d not be cost-effective, because it is nmuch |ess expensive
to put gas through a pipe that has excess capacity than to build
a new pipe. He asked if the aforenentioned 500 mmtf/d capacity
means that if all the possible expansions exceeded that, the
state would be in non-conpliance. He reasoned that if the state
were to build a bullet line, it would want to build one with the
greatest capacity, even if the state does not intend to put that
capacity through the line in the beginning. He expressed his
fear that based upon the discussions he has heard, doing so
woul d becone a violation.

2:01: 06 PM

COM SSI ONER GALVIN told Representative Roses that a great deal
of tinme was spent "going through various inplications of this
i ssue" before the Senate Judiciary Standing Comm ttee |ast week,
and he indicated that the Departnent of Law issued an opinion in
a nmenorandum He said the answer to Representative Roses'
concern is that "the pipeline can clearly have the ability to be
expanded beyond 500 nmtf/d and not violate the treble danages
provision. The issue, he said, is what the capacity of the line
is when it is being designed. Added capacity and | ooping after
the fact is not the relevant neasurenent, he said. He offered
further details.

2:03: 37 PM

REPRESENTATI VE RCSES said the answer he received from M. Pal ner
was that [the issue is] "what that pipe is capable of being

expanded to carry." He said before he makes a decision, he
would like to know that M. Palnmer and Conmi ssioner Glvin are
in agreenent on that particular point. He said he doesn't want

attorneys enployed as a result of AGQG A

2: 04: 49 PM
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COWM SSI ONER GALVI N suggested that Representative Roses ask M.
Pal mer again whether he disagrees with the opinion of the
Departnent of Law.

2:05: 42 PM

COMWM SSIONER GALVIN noved on, explaining that in order to
maxi m ze revenues to the state, it is inportant to realize that
the state gets nobst of its noney from the royalty and the
production tax off oil and gas. He focused on value at the
wel | head and where the royalty and the production tax are
cal cul ated, enphasizing the inportance of keeping the cost of
transportation low in order to increase the value at the
wel | head.

2:07: 22 PM
COW SSI ONER GALVI N said he would cover the crux of the economc

aspect of the TransCanada Al aska project during the remai nder of
his testinmony [the information for which begins on slide 8 of

hi s Power Poi nt presentation]. He stated that a primary focus
during the conmm ssioners' evaluation was the econom c analysis
of TransCanada as conpared to other projects. Comm ssi oner

Gl vin nanmed two drivers: how much the projects would bring to
the state in revenue and net present value (NPV); and the val ue
of the project to the producers - the likely outcome in revenue
stream Rather than pin pointing an overall nunber, he said the
comm ssioners considered the range of each of those drivers,
based upon expert information, and they tested the economn cs of
the projects, noving the variables within the expected range of
each project. They conducted a sensitivity analysis across an
endl ess nunber of variable to see if a project wuld be a
reasonabl e i nvestnment decision for producers.

2:11:49 PM

COM SSIONER GALVIN said the second aspect of the analysis
relates to the likelihood of success, which neant |ooking at the
potential barriers of a project and evaluating those barriers to
determ ne whether they are nore likely than not to cause the
project to stall. He said the comm ssioners conducted that
analysis for the TransCanada Al aska project alone, and also as a
conparison to the other projects available. Comm ssioner Glvin
said a conplicating factor in the analysis is that, as allowed
under AG A, TransCanada said it could not pinpoint a specific
t hroughput on day one because that information is unknown. So,
an anal ysis was done on a range of potential starting points for

JT. SENR/ HRLS COWM TTEES -51- July 1, 2008



the project, as provided by TransCanada, but when it cane to
reporting the results, the conmssioners had to Ilimt the
information to something nmanageable in order to provide the
public with a representation of the information that would be in
the report. Conmi ssioner Glvin said the conmm ssioners are
trying to focus on scenarios that would result in less gas than
expected, a factor he said becane nore relevant as the Point
Thonson | ease conflict came into |ight.

2:15:18 PM

COWM SSI ONER GALVIN naned the factors in NPV analysis, as shown
on slide 11, which are: gas prices, transportation costs,
pi peline construction schedule, and gas production costs.
Transportation costs include: the total cost of the project
cost escalation rates, the [initial pipeline] throughput, and
tariff terns. Regardi ng the schedule, he said noney comng in
later will be less valuable, thus the length of tinme the project
takes will have an inpact on the analysis. The production costs
are a driver for production tax, since there is a net-based tax,
he rel ayed.

2:16:51 PM

COWM SSI ONER GALVIN turned to slide 11, which shows gas price
nodel s. He said the conmm ssioners did not want to come up with
a nunber picked "out of the air" and then have the discussion be
about whether or not that price assunption was reasonable or

not . | nstead, they |ooked to outside, reputable industry-based
forecasting nodels. He explained that this was done because the
producers would not accept only the state's nunbers. He said,
"W don't know what the producers thenselves use as their price
nodels - they use their own - but we have a little bit of a
wi ndow into it, because we can |look at what they |ook at, at
| east . " He noted that the consulting firm Wod Mackenzie,

provides price forecasts on oil and gas, and the conm ssioners
were able to use those forecasts. O her sources of information
are from the United States Departnent of Energy for gas price
forecasts, and the admnistration's own consultant, Black &
Veatch, who built its own nodel for price forecasts, providing

information not provided by the other two sources. The
forecasts are all equally unreliable, he remarked, but are the
best avail abl e. Commi ssioner @Glvin noted that he and

Conmi ssioner Irwin put together a team of technical consultants
to look at the engineering, the project nmanagenent issues, and
the rate-based issues associated with building a pipeline of
this size. The intent was to get subject matter experts to feed
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off of each other as would be expected for any project of this
si ze.

2:20: 23 PM

COW SSI ONER GALVIN tal ked about price estimtes. He said there
are md-range estimates of $31 billion in today's dollars for
t he project. He said M. Palnmer's nunbers, offered previously,
were based upon TransCanada's project assunptions and project
analyses. He said it is inportant to understand why sone of the
nunbers are different. He explained that applicants were asked
to do a project planning exercise, to give a cost forecast, use
the assunptions for prices and cost escal ation, and then conme up
with a nunber of the anmount of economc return. He stated,
"What we went through was a sensitivity analysis,” which he said
was a different way to test the economcs and evaluate how
assunptions mght "live up" in the real world. In schedul e
assunptions, the schedule brought forward by TransCanada was
reviewed by the state's technical team and the team found that
that schedule was reasonably aggressive. He said, "From our
analysis, we look at the probabilities of where we can expect
the outcone to be, and we cane up with a md-range in 2020 ...."
Using a md-range Wod Mackenzie forecast, he said, the state

can expect to see $261 billion in cash flow over the first 25
years of operations of the pipeline, with an estimted NPV of
$66 billion [at a discount rate of 5 percent]. The producers
have a lower <cash flow estimted at $147 billion and an
estimated NPV of $13.5 billion in value today [at a discount

rate of 10 percent]. He added, "And that's why we consider it
to be a favorabl e econom c project.”

2:23:52 PM

COMM SSIONER  GALVIN indicated that [slide 20] reflects the
t hroughput of the gas that exists on day one. He enphasi zed
that the figures on the slide assunme no expansion - that the gas
on the first day is the same anmount that will be put through for
25 years. He remarked that the outconme is surprising. A bcf/d
of 3.5 would produce a favorable economic to the state of $51.6
billion, while 4.0 bcf/d would produce $60.7 billion, and 4.5
bcf/d woul d produce $66.1 billion.

COWM SSI ONER GALVI N, regarding the likelihood of success, said a
team | ooked at TransCanada as a potential pipeline builder and
operator and found, as M. Palner indicated, TransCanada is the
| ar gest pipeline conpany in North Anerica for gas pipelines, has
handled simlarly sized projects over the years, and has the
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capability to carry the financial burden associated with a
project of this magnitude.

2:25:57 PM

COMM SSI ONER GALVI N next addressed a conparison with the Denal
Project, as shown beginning on slide 26. He posed the question,
"I'f you have the Denali project in hand, what is the advantage
of going forward with this |icense?" First, he noted that the
state has no commitnments from the Denali project regarding a
schedul e, debt:equity ratio, and tariff terns. For exanple, a
50:50 debt to equity ratio would increase the tariff by $1
conpared to a 75:25 ratio proposed by TransCanada, which would
cost the state over $8 billion in NPV. There is a risk of the
state losing trenendous value. Furthernore, Comn ssioner Glvin
noted that the Denali project has no commtnents with regard to
open access. He explained as foll ows:

And the way that the commercial dynam c can operate on
a pipeline that 1is <controlled and owned by the
producers is such that they could manage it in such a
way that it would make it very difficult, if not
i npossi ble, for an explorer to get their gas into the
l'ine. It woul d make it C commercially
di sadvant ageous to explore to potentially go in and
drill a well and put thenselves in a position where
they're going to have to fight to get access into that
line through the regulatory process, as opposed to
having a pipeline that has comitted to expand,
commtted to use rolled-in rates, and provides them
with confidence that they're going to do so. That in
itself could stifle the type of conpetition on the
slope that we're going to need in order to bring in
new conpanies and to get a robust exploration
devel opnment on the gas side as well as the oil for
generations to cone.

2:28:59 PM

COM SSI ONER GALVIN said he would skip the discussion of LNG
Regarding the treble damages provisions, he said it is something
that will grow over tine, and is based upon three tinmes the
| icensee's cost, not counting the state's contri bution.

COW SSI ONER GALVIN, in response to the discussion between M.

Pal mer and Representative Sanuel s regardi ng whether providing an
across the board tax change would create treble damages, said:
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The way the question was framed in Kenai was if there
was a change in the law to provide - | think it was in
the context of - fiscal certainty for the project, and
that the understanding was that that would create the
opportunity for Denali to nove forward but it was

given to all projects, and that resulted in Denal
being the project that ultimately got the gas
commtnment to nove forward, would that ... create a

trebl e damage i ssue?

And | said, "Yes." Because if you assunme that it is
set up to advance the Denali project, even if it
applies to all projects, that ... is exactly what was

intended with treble damage assuring, was that we
weren't going to take a step to provide a tax or other
advantage to a conpeting project in order to
facilitate the devel opment of that project.

COMM SSIONER GALVIN said if one were to ask whether any tax
change that is applied across the board equally to everyone
would inplicate the treble damage, the answer would be no,
because the question then would be too broad. He continued:

And that's specifically why it was witten the way it

was. ... It had to be preferential tax treatnent for
the purpose of facilitating the developnent of a
conpeting project. That is what puts you into the

trebl e damage i ssue.
2:31:46 PM

COW SSI ONER GALVIN sunmmarized that the issue analyzed by the
conm ssioners was whether or not the TransCanada Al aska project
woul d sufficiently maxim ze benefits to Al askans, and they found
that it would, even in conparison to other options. He said the
options were considered with "a very wide and clear-eyed view
of what the options to the state are at this point in tine.

The comm ttee took an at-ease from2:33:24 PMto 2:41: 33 PM

2:42: 06 PM

SENATOR HOFFMAN conmenced a special presentation for the North
Sl ope Borough in honor of Founder's Day. He had a photograph of
the first Alaska legislature, with each legislator's signature
It was given to him by Bethel's first senator, Jack E. Weise
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and about six years ago, he asked Tom Stewart to help him
identify all of the signatures and associate the nanmes with the
phot ogr aphs. He said the photograph is possibly the last in
exi stence and he had 50 copies made as limted additions. He
presented a copy to the mayor of the North Slope Borough [who
made a short speech of acceptance].

VI CE CHAI R STEDVAN announced that public testinony was now open.
2:49: 26 PM

EDWARD S. | TTA, Mayor, North Slope Borough, announced he would
hand each one of the guests present a special edition of the
book, “Gft of the Whale,” which he said would further their
knowl edge of what the North Slope Borough is all about. He
t hanked the adm nistration representatives, the legislators, and
Governor Sarah Palin for holding an AG A neeting on the North
Slope and for giving the residents there the opportunity to
speak.

2:51:55 PM

MAYOR | TTA named the headings he would cover during his
testimony as follows: first, lessons learned fromthe first 40
years of oil developnment in the North Slope; second, the Al aska
Gasline Port Authority (AGPA); third, the role of partnerships
and expectations; fourth, curmul ative inpacts; fifth, how
of fshore devel opnent is tied into what is being discussed today;
sixth, the area of science; and seventh, the inportance of job
training.

2:53:13 PM

MAYOR | TTA stated that this is the next major phase in resource
devel opnment on the North Sl ope. He said the gas |line project
will define Al aska's experience wth natural gas, "just as
Prudhoe Bay characterizes our experience with oil." Much has

been | earned about resource extraction over the last 30 years.
He said "we" have been part of the technology, politics,
econonmi cs, social issues, culture, and drama that acconpanies
the discovery and production of vast resources in a "frontier

region.” Those who live in the region call it hone and have
wat ched, participated, and helped create the |egacy of resource
devel opnent . Like all participants, he said, the people have
| earned many | essons. While being part of that which changed

the course of resource history in Alaska, the people of the
regi on have al so been changed.
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MAYOR | TTA stated for the record his region's support for
onshore devel opnent in general, and for AGA He said AG A s
priorities are clearly designed to junpstart a responsible
project to benefit Alaskans, wth well-defined tine tables,
commtnent for construction, nultiple off-take points, distance-

sensitive tariffs to ensure nmaximum well head price, and
provi sions that encourage the hiring of qualified Al askans for
the project. He said he sees no reason why the North Sl ope

Bor ough woul d not support any project that "plays by the rules
of A A and earns the legislature's approval at the end of this
process. He said his region's support for AGA is in keeping
with the borough's |ong-standing approval of r easonabl e
devel opment on the North Sl ope. He said many of those present
know that the North Slope Borough has aggressively supported the
opening of the Arctic National WIldlife Refuge (ANVR). In fact,
he indicated that the borough has continued to be involved with
nmedia and delegation visits, as well as has accomobdated the
Nat i onal Petrol eum Reserve-Al aska (NPR-A) devel opnent in all but
the area of Tusikpak Lake, "where unusually valuable wldlife
habitat and subsistence activities have historically taken

precedence. " He said the borough wll continue its support,
since BLM has recently decided to "drop that area in its fina
EIS for NPR-A Northeast." Years of experience have given the

region a certain confort |evel regarding onshore activity; when
spills occur, they can be reasonably contai ned.

2:57:18 PM

MAYOR | TTA remarked that offshore drilling is "an entirely
different ball gane." He relayed that in addition to the fear
of having to clean up a spill in Arctic conditions, there are

other inpacts related to the Bowhead \Wale mgration and other
mari ne mammal activities that cannot be avoided in the Quter

Conti nental Shelf. He stated, "It is a fundanental, cultura
consideration that shapes our policy up here in regard to
proposed activity off shore, and | don't see our position
changing any tinme soon.” He nentioned the Liberty project near

shore as a good exanple of technological devel opnent that can
occur.

2:59: 06 PM

MAYOR | TTA rem nded those present that the North Sl ope Borough
joined with the Fairbanks North Star Borough and the Cty of
Valdez to create AGPA in 1999. As the three nmunicipalities
along the Trans-Al aska Pipeline System (TAPS), these entities
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hold a nunmber of common interests, and AGPA was established as

an additional nethod of encouraging gasline devel opnent. He
said the existence of AGPA does not preclude the borough from
supporting any other project that wll "conmercialize North
Sl ope natural gas in a responsible way." He said "we" continue

to support the port authority, as long as that nmnandate does not
underm ne the AG A process or any other conpetitive projects.

3: 00: 05 PM

MAYOR | TTA said the borough has |earned | essons fromthe Prudhoe
Bay experience. For exanple, it learned that a devel opnent this

big is not just one single project. He said getting natural gas
out of the ground and to market will require vast new |layers of
infrastructure and wll depend on new reserves in different
| ocati ons. The discussion related to capacity and the ability
to expand concerns the people of the North Slope Borough, he
sai d. He warned that the decisions made now will affect the

comunity forever

MAYOR |ITTA said what is really being discussed is a giant
expansi on of resources, which has two parts. The first part, he
said, is the pipeline itself, along with a nassive gas treatnent
pl ant at Prudhoe Bay. The second part is a collection of
projects to develop resources that would feed the gas pipeline
during its lifetine. The gas pipeline will require a 50-year
commitnment to a new web of developnent that will spread out in
the North Slope Borough region in all directions. It wll have
a unique and far-reaching inpact on the North Sl ope environnent,
the wildlife, and the people. Myor Itta said the people in the
region depend on the natural world as a neans for cultural,
spiritual, and physical survival

3:02: 05 PM

MAYOR | TTA said conmmon sense and logic show that if a conpany
spends $30 billion to build a pipeline, it wll |ook far and
wide for the reserve needed to keep that pipeline full. The
inpacts wll be nuch greater than can be inmagined. To

illustrate how this has happened before, Mayor Itta showed a
series of slides depicting Prudhoe Bay at various stages of
devel opnent, beginning with inages from 1968, and i ncluding
i mges from 1977, 1989, 1999, 2001, and 2008. The last slide
shows that activity has now expanded over 100 mles outside of
the core area originally outlined. He said, "W fully expect
the gas resources ... that will be developed wll be at |east as
wi despread as oil has been."
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MAYOR | TTA conti nued as foll ows:

NPR- A appears to have a lot of gas potential, as do
the Foothills. The multi-mllion dollar bid total of
the OCS | ease sale that was just held recently in the
Chukchi Sea suggests the strong possibility of off-
shore devel opnent - obviously a very, very |ong way
away frominfrastructure.

MAYOR | TTA, regarding inpact, said sonetines one plus one can
equal four. He explained that every oil and gas project goes
through an environnental review process to determne what its
inpacts wll be on the land, the wildlife, the habitat, and the
people living nearby. At sonme point, the inpacts of devel opnent

go beyond the effects of one project or another. That is what
has happened in Nuigsut, he said, a place that is now surrounded
by pipeline and devel oprent. The sane wll happen with gas
devel opnment, he cauti oned. He noted that a lot of the gas is
not co-located where the oil is, which neans there wll be new
roads, buildings, support services, power plants, and sewage and
water facilities. So, they will have nore roads and facilities
and the map will get nore crowded.

3:08:11 PM

MAYOR | TTA, regarding the inpact of a gas l|line on subsistence
and culture, enphasized the inportance of recognizing cunulative
inpacts as a separate category of inpact. He noted that the
Natural Resource Council conducted an extensive study of
cunmul ative inpacts on the North Slope in 2003 - the only study
attenpted to evaluate the issue of cumulative inpacts - and he
expressed his hope that all the legislators and other decision
makers will consider the results of that study seriously.

3:09:13 PM

MAYCOR | TTA spoke next about partnerships. He related that for
those living a traditional subsistence lifestyle, the adaptation
to an industrial presence has not been easy. He said he thinks
t hese people have learned a |ot about the needs, nethods, and
attitudes of industry, and they have enbraced their role as a

participant and partner - not an observer, having |earned that
they are better off doing so. He stated that the people's
cultural identification with the land and water of the North
Sl ope Borough give them "a fundanental claimto this place.” He
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stated his belief that if the project is going to succeed, "it
must continue this tradition of partnership.”

MAYOR | TTA said that with the recent surge of activity in "the
oil patch,” industry is having difficulty housing additional
enpl oyees at Prudhoe Bay. He proffered, "W can hel p break that
log jam if the State of Alaska would pick up the pace in
conveying |lands that we have applied for in Prudhoe Bay - |ands
that we could nake available to private industry."” Mayor Itta
expressed his thanks to Commissioner Irwin for his efforts
t owar ds maki ng that happen.

MAYOR I TTA noted that Dead Horse is "squeezed for water and

sewer capacity and landfill services,” all of which he said the
North Sl ope Borough stands ready to provide if only the state
would allow it through tinmely permt approval. He said this is
one inportant way for the borough to fulfill its role as a
devel opnent partner. Mayor Itta said the idea of partnership
applies to AGA, as well. He said that the people of the North

Sl ope Borough may not have their signatures on the AG A |license,
but they need to feel that they are included as a party to the
agreenent . The license provisions nust recognize that the
project starts in the back yard of those people. He reiterated
the ways in which the people of the borough would be inpacted.

A project done right will create the basis for the future of the
borough, as well as the future of Alaska. Conversely, a project
done poorly, would threaten the borough's way of I|ife, which

woul d not be good for the future of resource devel opnent on the
Nort h Sl ope. He said the people of the borough | ook forward to
an active partnership and the ability to issue local permts for
gravel, dredging, disposal of excess fill, and other project
needs. An effective partnership nust be built on nutual
respect, especially when the parties involved have different
priorities.

3:14: 46 PM

MAYOR | TTA explained that he believes all the partners in the
North Sl ope devel opnment have basically the sanme set of values

but each prioritizes those values a little differently. The oil
conpanies, while caring about the environnment, are driven by a
return on investnent. The North Slope Borough, on the other
hand, is a political creation, he said, with a "broad nenu of
soci al and econom c concerns."” He stated, "One of our essentia

nmotivations is the determnation to protect the culture of the
North Sl ope original inhabitants.” He noted, "The health of our
community is directly tied to the health of the aninma
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popul ation and their habitat." He enphasized that the people
need the whales, seals, caribou, and subsistence [lifestyle],
not only physically, but spiritually.

MAYOR | TTA said the people of the North Sl ope are worried about
environmental stresses in this time of "epoch climte change."
He tal ked about the inportance of the ice pack to the surviva
of polar bears and other species, and said it seenms to be
di sappearing. He noted that the ocean is not only rising but is
becom ng nore acidic. He said he is not a scientist, but knows
what affects the core of his people. He said the pH level is
changi ng because the ocean absorbs one-third of the carbon
rel eased into the atnosphere from human activity. He said that
is a big cause for alarm Mayor Itta said whalers are
instinctively focused on the Iow end of the food chain, know ng
that the Bowhead whale feasts on the tiny krill. He said when
the Bowhead is in trouble, people are in trouble.

3:19: 05 PM

MAYOR | TTA said there are plenty of biological changes happening
naturally wthout adding developnent, and oil conpanies are
offering billions of dollars just for the chance to explore. He
said there are no benefits to the North Sl ope Borough to bal ance
t hose risks. The borough cannot collect property taxes in
federal waters, and there is little to no revenue sharing to the
state or proceeds on federal | ands. He said the borough is
asked to take a risk that has greatly increased with virtually
no benefits.

3:20: 20 PM

MAYOR |ITTA said he thinks everyone can agree that industry
should be held to the highest standards if it expects to operate

in this critical environnent. Ol executives routinely pledge
to use the best available technology and the safest operationa
st andar ds. They stand to reap billions in rewards, thus WMayor

Itta said he thinks the state should hold themto their pledge.
He reported that the North Slope Borough 1is currently
researching to find the safest and nobst advanced practices
currently being used in other Arctic regions of the world, and
he said one way the state governnent, industry, and North Sl ope
residents could come together is by adopting those practices.
He offered an exanple of one such practice: state-licensed
marine pilots on vessels engaged in oil and gas operations. He
of fered further details.
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3:22: 35 PM

MAYOR | TTA explained that the reason he is talking about off-
shore matters during a discussion on AQA is because of the
i ssue of expansion and how to keep the gas line full. He said
he does not think it is asking too nmuch for the borough to be
asking that its hunting grounds be protected. He said the
aforenmentioned marine pilots currently operate in Prince WIIliam
Sound, Southeast Alaska, and the Al eutians. Mayor Itta opined
that all Alaskans owe it to future generations to demand the
best protection. He characterized this issue as one of |[fupiat
homel and security.

MAYOR | TTA said the borough conmes to this "next generation of
resource devel opnent " Wi th expectation based on pri or
experience. For exanple, he stated that stakehol der groups nust
cone together and jointly pursue scientific data gathering and
i nterpretation. He said in this regard, the borough recognizes
the potential of the North Slope Science Initiative (NSSI),
which he said is nade up of federal, state, and |ocal decision-
maki ng authorities active on the North Slope, "along with our
regi onal corporation.” He said there are gaps in know edge
regarding wildlife species in the proposed devel opnent areas,
and he opined that the scientific comunity nust expand its
collection of data before the commencenent of w despread gas
devel opnent . Baseline data will make it possible to respond to
changes appropriately.

3:26:40 PM

MAYOR | TTA said there needs to be a stronger effort in training
and | ocal hire. Hi ndsi ght shows that although provisions and
right-of-way |eases required TAPS to hire Alaska Natives, that
effort failed mserably. Prom ses were not kept and |and was
| ost by Native peoples. Mayor Itta said it takes a vigorous
training and workforce devel opnent program to prepare workers
for a project like this, and he said he knows AG A ains to
i ncrease access to relevant careers through apprenticeship and
techni cal education prograns. He expressed his hope that the
State of Alaska will pay particular attention to North Slope
resident training and local hire. He reenphasized his prior
statenent as foll ows: "The history of ... resident hire in the
oil patch 1is pathetic.” He said the local hire focus,
specifically in North Slope villages, needs to be strengthened.
He added, "There is no better place to train for work on the
North Sl ope than right here in this comunity.”
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3:29: 08 PM

MAYOR | TTA said there is no better exanple of a partnership than
the one that used to exist with the Coastal Managenent Plan. He
expl ained that unti | changes were nmade in the |ast
admnistration, the Al aska Coastal Managenent Plan "pulled
together all stakeholders in balancing responsible devel opnent

and protection of our coastal resources.” He said it was an
effective program which was an effective program that addressed
| ocal concerns in a successful way. He revealed that he was
involved in that process as a director of planning. He asked
the legislature to restore "the guts of that program’ in the
i nt erest of pronoting future devel opnent through inter-

gover nment al partnerships.

3:30: 38 PM

MAYCR ITTA, in closing, stated that the success of gas
devel opment will rest on the strength of rel ationships anong the
st akehol der s, good commruni cati ons bei ng key to t hose
relationships. He told the legislature that its visit to Barrow
today is an inportant step in that direction. He said issues

need to be discussed long before they get to the critical
regulatory and permtting stages, and he enphasized the
i mportance of "timely communication” and respect for everyone's
wi shes.

3:33:15 PM

RICHARD GLENN, Vice President, Lands, Arctic Slope Regional
Corporation (ASRC), began his testinony by telling the
| egislators that he is a resident of Barrow, a whaling crew co-
captain, a father, and sonmeone with a background in both natural
resources devel opnment and the stewardship upon which his culture
is based. He shared that his grandfather had told him that
Native people could be found to have settled along coasts,
around | akes, and along rivers, thus at the tinme of the Al aska
Native Clainms Settlenment Act (ANCSA), "our people, wth
legitimate cause, laid claimto the entire North Slope." Next,
ASRC becane the vehicle created by Congress, by which the
| Aiupi at of the North Slope were endowed with |and and "sone

tools for economc self-determnation." He stated, "It's those
| ands and those tools that form the basis for our testinony
today." M. Genn noted that ASRC is the largest |and owner on

the North Slope, with titles to approximately 5 mllion of the
50 mllion acres of the North Sl ope. He said the people are
legitimately entitled to nore than that.
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3:36:32 PM

MR. GLENN pointed out approximately 11 mllion acres of land in
the area between of the foothills of the Brooks Range and just
north of the Coleville R ver (ph) and between the Arctic
National WIdlife Refuge (ANWR) and the National Petroleum
Reserve in Alaska. He said that land is owned jointly by ASRC s
10, 000 shareholders and the State of Al aska. The land holds
very high natural gas potential. He said there are nmaps of the
| and that show areas with oil marked with synmbols of oil wells.
On those maps, cross hairs represent areas with a "dry hole."

M. denn explained that a dry hole nmeans no oil. He added
"Dry hole in those days neant they found natural gas - gas prone
reservoir intervals rather than oil prone." Today, that synbo

"takes on a whol e new neani ng," he said.

3:38: 05 PM

MR GLENN said in addition to the land entitlenent, ASRC
operates subsidiary conpanies, including those involved 1in
engi neering, pipeline construction, oil field services, oi
field oper at i ons, punp station managemnent , gover nient

contracting. ASRC enpl oyees about 3,000 in Alaska, and al nost
doubl e that nationw de. He said Congress directed ASRC to make
a change for the betternent of its people without losing the

val ues upon which their culture is created. The peopl e depend
on the land for food and depend on resource devel opnent in order
to build comrunities. He noted that the school in which the
present neeting is taking place was built from nonies derived
from resource devel opnent. Referring to the previous testinony
of Mayor Itta, M. denn added that if the oil field
infrastructure was limted to "that early circle that was
dreanmed about in the 1970s," the school probably would not have
been constructed. He said there is a conflict between

stewardship [of the |land] and bettering sharehol ders and vill age
resi dents. He added, "But we think it's this kind of conflict
that brings a balance to the discussion regarding natural gas
devel opnment on the North Sl ope.™

3:39: 50 PM

MR. GLENN said ASRC shareholders want the prom se of ANCSA
honored, which neans they want access to econom c opportunities
related to the devel opnment of resources. At the sane tinme, he
said, they believe there should be certainty for pronpt, initial
shi ppers of gas, so that ASRC is ensured there will be enough
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people showing up for the first open season. Subsi di ary
conpanies are waiting to work with their industry partners -
both the pipeline conpanies and the producers. He stated, "Qur
pi peline construction conpanies have created nore mles of
pipeline on the North Slope than any other company.
Additionally, he related, ASRC has a partnership wth the
village corporation - an alliance created solely for the purpose

of working with the extractive industries in the region. He
told legislators he thinks if they asked a typical village
resident - a person depending on this industry for schools,

health clinics, and fire halls - he/she would speak in favor of
a successful natural gas project that would involve the
residents at each | evel

3:42: 43 PM

MR. GLENN noted that Myor Itta had brought up a good point
about workforce devel opnment and trai ning. He said there is a
pl ace here for training North Slope people for North Slope jobs.
He expressed thanks for those supporting the local, accredited

coll ege, which offers training in oil field industry-related
jobs, and he asked the legislature to find ways to support the
col | ege. He listed those points which hold prom se: access,
econonmi ¢ devel opnent, and workforce training. He related an

Aesop's tale in which a dog is chasing two rabbits and, while
directed toward one, |ooks at the other, and both end up getting
away, while the dog goes hungry. He expressed his hope that the
result of the legislature's traveling around the state to hear
public testinony will not result in two projects conpeting and
neither one nor the other comng to fruition. He opined that
there nust be a marriage of issues in order for this project to
succeed. Pi peline constructors and oil and gas producers have
to get together. He concluded as foll ows:

You can't ask ne how it's going to happen; you have to
watch how it's going to happen. "1l be there wth
you if you let nme. Qur people want to be there when
it's done so that we can take our inportant rightful
place in this whole process. The | egislature and the
adm nistration are at an inportant cross road, and we
hope that you renenber the words and w sdom of the
people of the North Slope as you take this nessage and
go and make your final decision.

3:46: 32 PM
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GLENN W SHEEHAN, Ph.D., Executive Drector, Barrow Arctic
Sci ence Consortium (BASC), characterized Barrow as a good place
for oil and gas developnent, climte change studies, wldlife
and subsistence studies, and for the people who have been
thriving there for thousands of years. He related that he would
like the State of Alaska to encourage nore science on the North
Sl ope for the benefit of all Al askans. Furthernore, he said he
would like to see nore opportunities for students from around
the state to participate with researchers in field projects in

the Barrow region. He said that kind of networking leads to a
life in science, develops "our future readers,” and ensures that
"we will help control our own future here."

3:48: 03 PM

DR. SHEEHAN said a relief road needs to be built to Utqiagvik
| Aupi at Cor porati on Naval Arctic Research Laboratory (U C NARL)
to keep the science canp connected to town, despite increasing
coastal storm threats. A nodern electrical distribution system
needs to be built as well to provide reliable power to the
science facility, the residents there, and the visiting
researchers. Dr. Sheehan said the |egislature should consider
funding a science and conmuni cations corridor between Barrow and
the Brooks Range to allow the nonitoring of baseline conditions
early and continuously as the NPR- A devel opnent proceeds. He
spoke of funding satellite and field verification docunentation
of current conditions on the changing North Slope for baseline
and ongoi ng revue, including that of changing |akes, which serve
as sources of fish and sources of water for ice roads. He
menti oned ancient and not so ancient trails and communication
corridors and the changes they have been undergoing over tinme as
bei ng possible indicators of the result of future devel opnment.

DR. SHEEHAN concl uded:

Funding the North Sl ope Borough's investigation in the
terrestrial and near-shore nethane hydrates has both
the potential relief to increasing fuel costs and as a
means for the state to participate in the devel opnent

of a new technology that eventually wll be an
i mport ant part of the oil and gas industry's
(indisc.).

3:49:59 PM

GECRCE AHVACGAK, SR., said he had been in public service as the
former mayor of the North Slope Borough for 5 terns, a tax
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assessor, and the director of the tax departnent. He reveal ed

that he has also been a Barrow whaling captain since 1984. He
said he has experience dealing wth oil and gas issues. He
agreed with Mayor Itta's comrents regarding future inpacts. He

stated that open access for explorers concerns him because the
econom c nodeling for the AG A process and the natural gas
pipeline is predicated on 35 tcf of gas, "nostly in the Prudhoe

Bay proper.” He clarified that the concern is regarding access
to other areas. Once that gas has expended, conpanies wll be
| ooking for other resources. As an exanple of those other

areas, he listed the estimated tcf of gas reported by various
prof essi onal papers for places such as the Cold Belt prospect,
the Foothills, and the Barrow Arch

3:54:18 PM

MR. AHMACGAK said throughout the entire process there has been
no di scussion on how to get access agreenents to these areas and

rights of way. He warned that w thout those agreements there
wll be cunmulative and adverse inpacts from oil and gas
exploration and devel opnent. He talked about |[|egislation

regardi ng NPR-A inpact funds, which he said was a good piece of
| egislation used to nmitigate those inpacts. He asked, "Were in
t he econom ¢ nodeling do you see any funds available to mtigate
those i npacts?” Using the NPR-A inpact funds for such
mtigation needs to be done at the local |evel, he said.

MR. AHMAOGAK, regarding jobs, said funds for training are now

avai lable only in Anchorage and Fairbanks. Those funds are
needed in |ocal areas. Regarding the issue of energy, he said
North Slope villages are experiencing an energy crisis. The

price of home heating fuel has doubled, and M. Ahnmaogak said he
would like to see natural gas access brought imediately to sone
of the villages. He said nunicipalities are not being nentioned
in the AG A process, nor are they being asked to participate in
t he planning process of the natural gas pipeline, which he said
is not a transparent and public process. He continued:

Some of you ... nenbers of the legislature don't
recall [the] history of the Trans-Al aska Pipeline
during its construction. The North Sl ope Borough has
been fighting with ... passable valuations of the ful
and true value of the Trans-Al aska Pipeline. Now are
we going to go through the sanme fight again in taxing
the natural gas pipeline?

3:57:50 PM
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MR.  AHMAOGAK, in summary, said "we" support a natural gas
project; however, he said he does not know if giving a |icense
to AGA is the proper way of doing things. He suggested perhaps
a col |l aborative effort on the part of the oil and gas industry -
the producers, the state, the federal governnent, and the
muni cipality - is the way to go. He said he especially does not
support giving the license to TransCanada if there are
incentives given to nmake the project econom cal "on the backs of
muni ci palities.”

3:58:37 PM

MARVI N OLSON, said although he is the director of Public Wrks
for the North Slope Borough, he was testifying on behalf of

hi nmsel f. Based on the earlier presentations and comments nade
regarding both the AG A process and the Denali project, he said
he can see the benefits to the borough governnent. However, he

said he is concerned when he hears the terns of giving gas to
Al askans "and the only other words that cone out from the state

i s Fairbanks." He observed that the pipeline did not becone
such a big issue until people in the Lower 48 started paying
[the price] for diesel that Barrow has been paying for quite
sonme tine. He said many people in the country expect those

living in the North Slope to change their way of life so they
don't have to change theirs.

MR. OLSON thanked the legislature for recently providing the
weat heri zation programto address the energy crisis. He said it
will make a difference over tine, and he hopes the legislature
renews it funding of the program Regar di ng devel opnent of the
pi peline, he said having worked in the Prudhoe Bay area, he has
responsibilities regarding the utilities there. He expressed
concern t hat muni ci palities may have to boost their
infrastructure to acconmobdate a gas pipeline boom and they
m ght not be able to sustain that boost after the construction
is over. He said he is looking to the legislature and the State
of Alaska to partner with those nunicipalities to |essen those
i npacts to avoid any adverse effects to the nmunicipalities.

4:02: 05 PM

NATHANI AL OLEMAUN, JR., said he was a fornmer mayor of the City
of Barrow, as well as having served as past president of the
Native Village of Bar r ow, past president of the |ocal
corporation "U C " and past executive director to the regional
tribal IfAupiat Conmunity of the Arctic Slope (ICAS). He said he
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wor ked for Prudhoe Bay in the '70s for 10 years as a coordi nator
to Arco. He related that even though he and 36 others from
Barrow - nost of them certified, and sone of them journeynen -
had applied for specific jobs, when they arrived in Prudhoe Bay,
they were told all the jobs were put on freeze and all of them
woul d be "roustabouts,” which neant that none of them was
allowed to work in his/her career field. M. demaun said it
took five years before he was finally working in his career
field, and seven years to get into a position to which he
aspi red. Three years later, no one was hired who lived in
Barrow on his/her weeks off. In 1980, the nunbers of people
from Barrow working in any of the conpanies in Prudhoe Bay
di m ni shed. He stated, "They said their hiring policy is for
Al askans to work, but it's not being pronoted.” Many wor kers
were brought up fromthe Lower 48. That was and is still true,
he said. M. Oemaun stated that he wants there to be job
training and jobs for Al askans - with Natives to be included as
Al askans. The local college is established "under an |ndian
accredited college,” and he said he hopes the legislature wl
support it. He said, "W support developnent,” but have
concerns regarding NPR-A He nentioned not being allowed to
receive the 50 percent funding from a |ease sale. He said the
legislature is in Barrow now telling the residents that things
will be different and that the people of Barrow will be treated
as Al askans. He conti nued:

But we're |fupiat. W wanted to be treated as
| Aupi at . W don't want to be given another identity.
You failed the first tinme around, and you keep sayi ng,
"W're not going to fail,” or "Gve us one nore
pipeline." Well, let's do it; let's not fail. Let's
build an all - Al askan pi peli ne.

4:09: 09 PM

BEN FRANCE, Ceneral Manager, Barrow Utilities & Electric
Cooperative, 1Inc., told the legislators that he has been
involved in wutilities on the North Slope since 1971. The
conpany he manages is a multi-utility cooperative that generates
electricity, distributes natural gas, and produces water. He
offered details related to the water plant. He said Barrow has

been generating electricity with natural gas in Barrow for 44
years; the majority of "our fleet" has run on conpressed natura
gas for 25 years. He said he knows first-hand the benefits of
utilizing natural gas, especially as weighed against the sky-
rocketing costs associated with the use of diesel, on which the
majority of rural Al aska depends for electrical generation and
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home heati ng. He said "we" are all aware of the inmediate and
dramatic inmpact the cost of oil is having on the state in both
rural and urban communities. He offered exanples of what sone
comunities are doing to address the energy issue.

MR. FRANCE asked that as the state considers capitalizing upon
the trillions of cubic feet of natural gas through "our" gas
pipeline for the state and the nation, and as valuations are
bei ng done to represent the economc viability of such a project
to Alaska, the legislators renenber that "our"™ future 1is
dependent on the broad-based econom c support that a project of
this significance brings. A healthy state and healthy project
is what Alaska needs in order to address the upcom ng

chal | enges, he opined. He said, "This project alone will not
cure all our ills; we need to take this step and nove on to the
ot her steps of significance we need to take if our next 50 years
of statehood are to be as acconplished as our first." He
related that the North Slope is presently supportive of "safe
and responsible developnent of our resources,” having been
"right and proper stewards of our |and and resources.” He said
"we" look to the legislature and the admnistration to be the
proper stewards of the land and resources, as well. He thanked

the legislators for the transparency in the process and for
com ng to Barrow.

4:14: 37 PM

WARREN MATUMEAK told the commttee that he was a Land Managenent
Adm nistrator for the North Slope Borough after the |and
managenent regulations regarding fish. At the tinme that he
served, he said, he was opposed to the oil industry for fear it
would harm all of the fish and aninmals in the region. However
after hiring people with expertise who knew about planning,
regulations were put in place to protect the land and the
i ndustry was required to apply for a permt fromthe North Sl ope
Bor ough. In that way, the land was protected. Pi pel i ne was
installed so that caribou migrations could pass under it, and
ranps were installed for the timd animals to use to get to the
ot her side. Not one caribou, bird, or fish has been |ost
because of the protection that was afforded them Bef ore that
protection, seismc activity around rivers and |akes were
killing lots of fish.

MR. MATUMEAK stated his preference for the Denali project. He
expl ained that BP did not |eave when the price of oil dropped to
$9 a barrel, while "other oil conpanies chickened out." He said
[ BP] already knows "how to do it."
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4:18:21 PM

PEARL BROWER, Special Assistant to the President, External
Affairs, Ilisagvik Comunity College (1CC), said that the
college is the only accredited, Al aska Native-controlled
institution of higher education in the state and the only
college located within the boundary of the Arctic Sl ope. Two
years ago, she noted, 1CC also becane the only tribal college in
the state. The college offers two-year associate degrees, as
well as certificates and endorsements in academ c, vocational
and wor kforce devel opnent fi el ds. Every program | CC offers not
only nodels IfAupiat traditions, values, and culture, but offers
substantial career and enpl oynent opportunities in the Arctic as
well as elsewhere in the state. M. Brower related that |ICC has
students at its canpus in Barrow, as well as in seven other
North Slope villages; 70 percent of its students are mnorities
with over 60 percent being Al aska Native. Enrollnment is at a
record high, she relayed. The college educated over 1,100
students | ast school year, which is nore than 14 percent of the
North Sl ope popul ati on.

M5. BROWER said I CC has heard there is discussion of building a
new training facility to address the need for qualified Al askan
residents to work on the new gas pipeline project. She said the
coll ege is concerned about this. She explained that the college
already provides such training, and she sees no reason to
construct a new facility when [ICC already exists. M. Brower
said ICC has never asked the state for funding prior to this
year, when it requested $300,000 and was deni ed. She said the
coll ege was disappointed, especially because oil and gas is
exported fromthe region and there are so few residents who work
in the oil and gas field from that region. Today the college
receives no state support for any of its workforce devel opnent
prograns although they train hundreds of Al askan residents each
year who are directly enployable in the North Slope oil fields.

Most of the students are Alaska Native. No other higher
education institution in the state has ICCs track record in
educating and graduating Al aska Native students. Ms. Brower

said the college wants the opportunity to train Al aska residents
for the oil and gas workforce, to partner with the state, and to
be part of the process. She concl uded:

Qur nunbers show that over 70 percent of our residents
do now want to leave their region for training, which
is why it is inportant that any funds expended by the
state for AGQ A training should be shared wth an
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institution that is in existence, is accredited, knows
the North Slope population, has a successful track
record, has rel evant curriculum in place, and
continues to train over 1,000 residents each year.
That institution is Ilisagvik [Community] Coll ege.

4:22:00 PM

GECRCE EDWARDSON, President, Idupiat Community of the Arctic
Sl ope (I CAS), said that ICAS is a federally recognized regiona
tribal governnment whose council is conprised of elected counci
menbers of other conmunities. M. Edwardson related that in the
early 1980s there was a "Point Thonson hearing” conducted in
Kakt ovi k, to which he was invited as a speaker. He recollected
that at that neeting, his great aunt told him that she did not
care how he took care of the problem but "all this stealing
fromus has to stop.”" The other elders agreed, he said. The
subj ect was ANVR He said he listened to his elders and has
never stopped opposing the opening of ANAR He said an excise
tax woul d appease those who, like his great aunt, feel that the
people of the land are being robbed. He said that under the
[ The Indian Tribal Government Tax Status Act of 1983], he is
allowed to collect that tax.

MR. EDWARDSON said the conmmunity has been tal king about a gas
line for 31 years. He explained the reason he needs to collect

a tax is to care for his people. For exanple, there is one
whol e community whose children have respiratory problens. That
comunity has to travel 100 mles to hunt caribou. He said it

is true that the herd may be multiplying, but the oil and gas
construction has disrupted the mgration route of the caribou.
He said the proposed gas line will use a lot nore pipe beyond
that used to produce oil, which wll affect the environnment
further. He noted that his father lived in Prudhoe Bay and used
to fish there, but the fish are disappearing. He said that is
happeni ng because there was never a "baseline done to Prudhoe
Bay. " He added, "Wthout that baseline, we cannot correct the
wrong that has been done over there.”

MR. EDWARDSON said he would like to give the legislators a copy
of a mneeting he had with Mnerals and Managenent Servi ces,
during which the subject of oil devel opnment was di scussed.

VR. EDWARDSON sai d:

We have never received a single penny from Prudhoe Bay
or any oil devel opnent as an |fupiat conmunity. The
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state created a nunicipality so they could funnel a
controlled, regulated anmount of dollars for the North
Sl ope, but as a tribe, | have never received a penny,
and you have received billions. This is fromthe |and
which we owned as a people. You took over 95 percent
of our holdings and then called that a just settlenent

when you sold ... oil |leases in Prudhoe Bay and
clainmed their discovery. That was not a discovery, by
the way. My grandfather struck oil over there in
1926.

MR. EDWARDSON told the legislators that they are the only people
right now who can help him get the taxes he needs. He said he
does not even have offices for the staff he has in the vill ages.

4:31: 33 PM
M5. EDWARDSON spoke of all the neetings that have been held in

t he past regarding resource devel opnent, and said people used to
show up in droves for the neetings, which lasted into the wee

hours of the norning. She said she thinks resignation plays a
part in the fact that not as nmany people have showed up for the
current neeting. She explained that there is a sense by the

community that resource devel opnment is going to take its course
regardl ess of the opinions of the Native people of the region

Ms. Edwardson recalled that in the back of each report from
those past hearings is a section listing socio-econom c inpacts.
One of the cunmulative inpacts has been the loss of the Native
| anguage. She said that is why a translator is not present
t oday. That is also why the youngest people present today who
can speak Iifupiaq are over age 40. She said that is an issue
that is being addressed in the North Slope Borough's schools,
and one she said she thinks legislators need to take to heart.

The inpacts are not just region-wide, but state-w de. MVs.
Edwardson noted there is a video called, "The Voice of CQur
Spirit," about the |IAupiag |anguage, which is part of the
| Aiupi at history series. She said her daughter created that

vi deo, and she expressed her hope that the legislators wll
watch the video. She urged the legislature to fund the schools
so that they can keep the | anguage alive.

4:36:10 PM
HARCLD CURRAN noted that although he is the chief adm nistrative
officer of the North Slope Borough, he is testifying on behalf

of hinself. He expressed appreciation for the legislature's
holding the hearing in Barrow. He said he recognizes the
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capabilities, confidence, and earnestness the |egislators have
in dealing with the issue before them He said, "Anybody that's

going to produce the resources that will go down the pipeline
needs fiscal certainty for putting the investnent into this
state that's necessary for that to occur."” M. Curran said he
has been in A aska since 1976 and has followed what the
| egi sl ature has done regarding the tax structure for oil. He
recollected that in the '90s, when oil was $9 a barrel, industry

approached the legislature and the governor and said it could
devel op sone fields, but needed tax breaks. The governnment gave
the industry those tax breaks; therefore, there was fiscal
certainty in being able to appeal to the foresight and know edge
of the legislature and the administration to deal wth those
needs. Taxes were never increased to the point that they were
prohibitive to industry. That is the certainty that an
intelligent government provides to the industry and has provi ded
to themsince the state cane into being. He concl uded:

That's the kind of power you have, as representatives
of the sovereign of the state. You exercise that
power well, vyour predecessors have done it, and |
t hi nk, unless our systemis broken in this state, your
successors will do it. And | propose to you that the
history of taxes in the state of Al aska denonstrates
that it's not broken, and | hope you'll take that into
consideration in dealing with that issue.

4:39: 58 PM

ESTHER KENNEDY said just because [the people of the North Slope
Borough] are hunble and don't "make noise," that does not give
[the state governnent] the right to treat the people wth
di srespect. M. Kennedy indicated that those working in oil and
gas related jobs cone in and out of the area, with no interest
in the land, which is eroding. She stated there are "black
spots” in the water that cannot be fished. M. Kennedy said the
settlement from ExxonMobil Corporation may sound like a |ot of
nmoney, but she indicated that the anpbunt each fisherman will be
conpensated is approxi mately $14-15,000 - the anount he/she used
to nmake in one day. She indicated that the region needs nobney
and better housing. She said people conme in, do their jobs, and
| eave the |ocal people wth nothing. In sunmary, M. Kennedy
asked the legislature to do what it says it will do. She asked
the legislators to get the people in the region involved in the
process, because they know the |and. She concluded, "My jar is
enpty, and all |I'"m asking to you [is] to please fill it back

up. "
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4:46: 04 PM

DELBERT REXFORD, Barrow, Alaska, said a former mayor, during an
address to the G rcunpolar Conference, April, 1978, regarding
the consultation on oil and gas exploration and devel opnent in
the Arctic, said the ultinmate purpose of the regional
governments will be to protect their subsistence gane habitat
including the off-shore marine mammal habitat. However, M.
Rexford noted that the mayor also said |ocal governnment can be
t he nmeans through which the oil and gas industry can both ensure
Inuit cooperation and benefit fully from Arctic oil and gas
devel opnent .

MR. REXFORD sai d he speaks from experience, having been a forner
city councilmn, North Slope Borough assenblyman, and president
of the Al aska Minicipal Police. Regardi ng NPR-A he indicated
that "we" had to take the State of Alaska to court, because the
state wanted 100 percent of the funding. Now, he said, "we only
get 50 percent.” He said 50 percent is not sufficient - 100
percent would be. He related that when he attended an OQuter
Conti nental Shelf (OCS) neeting in Houston, Texas, |anguage was
i ntroduced proposing that inpact funds be provided to inpacted
communities and regions. He said Bristol Bay would have to
address this issue in the near future when that area is
devel oped.

MR REXFORD said nore inportantly, individual corporations
across the state want full and neaningful participation. He
remnded the |legislators of "Section 29," when the Alyeska
Pi peline Service Conpany had to "conme back up to the plate and
provi de work for Al aska Natives when they broke their promses.”
Al aska Natives had to go to court in order to have that prom se
fulfilled. M. Wexford said |leases need to be witten so that
Al aska Natives have a preference in contracting.

MR. REXFORD said he was president of the Al aska Muinicipal League
when 48 nunicipalities decided to distinguish the rmunicipal for
of governnment, because the State of Alaska did not provide

sufficient nunicipality assistance and revenue sharing. I n
recent vyears, there has been the issue of power cost
equal i zati on. He said there are people wthout jobs who are
dependent on subsistence resources to sustain their lifestyle.
M. Wexford said these are the issues - the revenue that the
state will receive and how it wll appropriate that revenue to
i mpacted conmunities - that need to be considered as a part of

t he proposed natural gas pipeline.
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MR REXFORD said the Wkpeagvik |fAupiat Corporation (U Q)
supports the construction of an environnentally sound pipeline
that is beneficial to Al aska Native village corporations. He
spoke of the workforce available in the North Sl ope Borough, and
the commtnment there of providing funding of $200,000 a year to
the local comunity college. He concluded by asking the
| egislature to "l ook at Al askans first."

4:50: 04 PM

ROSEMARI E HABEI CH said although she serves as the director of
the North Slope Borough Health Departnent, she is testifying on
behal f of herself. Ms. Habeich opined that the permtting
process needs to include an assessnment of potential health
i npacts, including: physical, nmental, spiritual, and cultural
She noted that the legislators had the day before experienced
events that taught the inportance of the culture and environment
and how it all ties together and ultimately feeds the souls of
the people in the region. She noted that while working closely
with the North Slope Borough, the Bureau of Land Mnagenent
(BLM and the Mnerals Managenent Service (MVB) have built a
heal th assessnent process into their EI'S process. Doing so, she
explained, requires the permtting agency to consider the
aforenmentioned inpacts and plan for appropriate mtigation. She
stated her belief that it is both inportant and prudent for the
state to follow this exanple in preparing for a gas pipeline.

4:52: 08 PM

RANDY HOFFBECK said al though he is the director of
Adm ni stration and Finance for the North Sl ope Borough, he would
be testifying on his own behalf. He said he used to work as a
petrol eum property assessor for the State of Al aska, and as such
donated two years of his life in negotiations over the Stranded
Gas Devel opment Act - an Act he remarked the legislature was
"W se enough not to pass." M. Hoffbeck proffered that if the
state does not want to repeat the steps taken during discussion
of that Act and have the sanme outcone as before, it is critica
to "keep as many players in the process as possible, for as |ong
as possible.™ He said, "Because of that, | strongly support
Ad A and the TransCanada application, as well as the option that
TransCanada tal ked about today for an LNG option in Valdez, if
in fact there is commercial, economc interest for that

particular project.” |If the state does not keep as nany players
in as possible, M. Hoffbeck warned, it will ultimtely end up
with results simlar to the Stranded Gas Devel opnent Act
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negoti ati ons. M. Hoffbeck said everyone recognizes that the
state must partner with industry; but he said the state nust not
confuse partnership with friendship. The desire of industry is
to increase its economc benefit to the (greatest degree
possi bl e, which is not necessarily the sanme desire of the state
or local municipalities. He said, "If we want |everage, we need
to have nultiple players in the process."”

MR. HOFFBECK observed that during the process of negotiations
there will be concern about the cost of construction prior to
gas flowng through a pipeline, as well as about the outlay of
resources of the conpany w thout the state seeing any return for

many years. He added, "That wi Il necessarily point to the fact
that the local governnment collects property taxes during
construction.” M. Hoffbeck said the l|ocal revenue source was

negotiated away early in the Stranded Gas Devel opnment Act
process, and it was a fight to try to get it back. He added

"W can't make that same mstake again." Property tax revenues
are critical, he said. He enphasized that [l ocal governnents]
need to be included in the discussions early on and need to have
direct input into what can and cannot be negotiated away, as it
affects | ocal governnent.

4:56:32 PM

MARTHA FALK, Director, Natural Resources, |fiupiat Comunity of
the Arctic Slope (ICAS), testified first on behalf of |ICAS. She
noted that M. Ahmaogak had, during his previous testinony,
nmentioned a tax. She clarified that is not an excise tax but
rather a severance tax that tribal governnents have an authority
to put in place. Next, M. Falk requested that tribal entities
be kept involved with the state in the process of AG A

M5. FALK began the personal comrent portion of her testinony.
She said she thinks awarding TransCanada the license for AGA
woul d be allowi ng the non-Al askan conpany a nonopoly, and the
state would then not have any control over the decisions that
TransCanada would be nmking regarding the gas pipeline.
Therefore, she opined that an instate entity should be awarded
that 1icense. She nentioned the possibility of the Denal
proj ect .

4:58: 33 PM
LOUI SA KAKI ANAAQ RILEY said she would address the issue of

i mpacts on Native people as a whole. She noted that her father
was affected by the oil pipeline. She indicated that she
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interviewed elders and a book is now being published. She
relayed that she is involved with the Al aska Native Wnen's
Coal ition Against Donestic Violence and Sexual Assault, Ammesty
International, is a board menber of Abused Wnen's Aid in Crisis
(AWAIC), has been working with famlies for over 30 years, and
is an interpreter for the State of Al aska Court System and the
tribal court. She offered further details about her background.

M5. RILEY asked the legislators to think about the blanket toss
they witnessed in Barrow - that around it would be "everyone,"
including law enforcenment and social workers. She nentioned
nmental, spiritual, and physical well-being, and enphasized the
i nportance of everyone working together as a famly. She talked
about Ammesty International as a mneans to help Barrows
i ndi genous people, and she said she wanted to give Amesty
International's report on Native people to Senator O son and
Representati ve Joul e.

5:03:37 PM

CHARLES OKAKOK offered his testinmony in the |fupiaq |anguage
[ The translation will be inserted if it becones avail abl e.]

5:06: 04 PM

| DA OLEMAUN, testifying on behalf of herself, relayed that she
has been a subsistence provider at her canp since 1970, and she
has raised her children at that canp during the sumers. She
stated that through the act of God, clinmactic climte changes
are occurring on the North Slope. She recollected that when the
I nternational Whaling Comm ssion (IWC) was trying to work with
the Barrow Waling Captains' Association, it had to set up a
guota system Ms. Oemaun said Whaling is in the blood of the
peopl e of the region, and she said she is glad the legislators
were able to observe a part of the celebration related to
whal i ng that occurred yesterday. She reported, "W've been able
to work with IWC in order to have the quota system and continue
whal i ng. " She enphasized the inportance of whaling to the
people, noting that spring and fall whaling is part of their
subsi stence |ifestyle.

M5. COLEMAUN talked about "the ice-free condition that is
occurring,"” and the tightening up of the econony. She said
people are in need not only in Barrow, but in the whole state
The price of the gas used in order to get to the seals to skin
the boats is very expensive. She said the high price of gas is
gl obal, and she cannot think of any "global way to |essen the
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price of gas." Gas is also needed to get the bearded seals that
are used to nmake the blanket for the blanket toss. She offered
further details regarding the way the people work together, and
she expressed her hope that the legislators are able to be
sensitive to the subsistence activities that occur in the North
Sl ope Bor ough. Ms. O emaun stated, "I just don't want to see
anot her Exxon." She said that hurt the state greatly. She said
the people here pray and get the whales - they get the bounty.
She asked the legislature again to be sensitive to all that if
the pipeline is built.

M5. OLEMAUN said she used to carry a baby on her back in the
"70s to cone to hearings that were well attended, and she said
she is very disappointed at how few | ocal people are present at

the neeting. She said, "I knew it. I knew once the oil
conpanies step on our ground up here, they would cone like a
swarm of bees, and it clearly reflects that, and they still want

nmore, nore, nore out of the land."
5:11: 25 PM

CARRIE KITTICK, testifying on behalf of herself, told the
cormmittee that she represents her four grandnothers and four
[grand]fathers. She indicated that nmany in her famly have been
part of a whaling crew. She said the people are fed through
subsi stence. She said she goes canping and has been "taught in

bl essed ways." She expressed her hope that the |egislature
woul d protect the land and resources, as well as for that of the
future generations. Ms. Kittick talked about the price of gas
and groceries and how little a dividend covers. She said her

grandnot her taught her that she should not have to | ook to other
people to provide for her, but she expressed concern that the
people's resources would be driven away. She said she has to
travel further to go hunting because of the pipeline, which uses
nore gas.

5:14:16 PM

REPRESENTATI VE SAMUELS t hanked all of the comunity for their
hospitality at the comunity event the day before, and thanked
certain individuals for their help during the legislature's
visit to Barrow.

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

ADJ OURNVENT
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There being no further business before the commttee, the Joint
Senate Special Committee on Energy and House Rules Standing
Comm ttee neeting was adjourned at 5:17:54 PM
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