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SENATE BI LL NO. 3001
“An Act approving issuance of a license by the conm ssioner of
revenue and the comm ssioner of natural resources to TransCanada
Al aska Conpany, LLC and Foothills Pipe Lines Ltd., jointly as
| icensee, under the Al aska Gasline Inducenment Act; and providing
for an effective date.”
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| i censee,

for an effective date."
HEARD AND HELD

PREVI QUS COWM TTEE ACTI ON

Bl LL: SB3001
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07/ 08/ 08 (H) Heard & Hel d
07/ 08/ 08 (H) M NUTE( RLS)
07/ 09/ 08 (H) RLS AT 1:30 PM TERRY M LLER GYM

W TNESS REG STER

PAT GALVI N, Comm ssioner, Departnent of Revenue (DNR)
PCSI TI ON STATEMENT: Supported AG A

GENE DUBAY SR, Chief Operating Oficer, Continental Energy
Syst ens
POSI TI ON STATEMENT: Opposed AG A

HARCLD HEI NZE, Chief Executive Oficer, Al aska Natural Gas
Devel opnent Aut hority (ANGDA)

POSI TI ON STATEMENT: Presented information about an in-state gas
pi peline project.

DAN DI CKINSON, CPA under contract to Legislative Budget and
Audi t
POSI TI ON STATEMENT: Supported AG A

TONY PALMER, Vice President, Al aska Devel opnent, TransCanada
POSI TI ON STATEMENT: Supported AG A

STEVE PORTER, Consultant to Legislative Budget and Audit
PCSI TI ON STATEMENT: Presented information & answered questions
about Point Thonson.

BILL WALKER, Project Director, Al aska Gasline Port Authority
PCSI TI ON STATEMENT: Opposed AG A. Presented information about an
in-state gas pipeline project.

RADOSLAV SHI PKOFF, Fi nanci al Advisor, Geengate LLC
POSI TI ON STATEMENT: Opposed AG A. Presented information about
the econom cs of an in-state gas pipeline project.

ACTI ON NARRATI VE

CHAIR CHARLIE HUGA NS called the joint neeting of the Senate
Special Commttee on Energy and the House Rules Standing
Commttee to order at 1:40:39 PM

SB3001- APPROVI NG AG
HB3001- APPROVI NG AG

A LI CENSE
A LI CENSE
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1:41: 06 PM
CHAI R HUGA NS wel conmed the panel nmenbers and thanked nenbers of
the public for their input at these public neetings.

He had before him SCR 22 |INSTATE PIPELINE DI STRI B/ SPECI AL
SESSI ON, which was introduced and passed on March 2, 2008, and
said that the topic of an in-state gasline was a strong common
thread through all of the recent public testinony. Today’'s
meeting would kick off with discussion of an initiative for a
possi bl e joint venture to produce in-state gas.

1:44:56 PM

CHAI R HUGGE NS recogni zed the panel organizations: Al aska Natural
Gas Pipeline Authority (ANGPA); Al aska Natural Gas Devel opnent
Aut hority (ANGDA); The Alaska Gasline Port Authority (AGPA);
TransCanada Al aska; Enstar; Legislative Budget and Audit (LB&A);
and Comm ssioner Pat Galvin of the State of Alaska, Departnent
of Revenue. He announced that Conmi ssioner Galvin would
introduce the initiative he referenced in his opening remarks,
the financial inplications of it, and a projected tinme schedul e
to reach a contract.

1:46: 00 PM

The panel nenbers introduced thensel ves:

PAT GALVIN, Conmi ssioner, Departnment of Revenue (DNR); GENE
DUBAY SR., Chief Operating Oficer, Continental Energy Systens;
HAROLD HEI NZE, Chief Executive Oficer, Alaska Natural Gas
Devel opnment Authority (ANGDA); TONY PALMER, Vice President,
Al aska Devel opnment, TransCanada; BILL WALKER, Project Director,
Alaska Gasline Port Authority (AGPA); RADOSLAV  SHI PKOFF,
Fi nancial Advisor, Geengate LLC, DAN DI CKINSON, CPA under
contract to Legislative Budget and Audit (LB&A); STEVE PORTER,
Consul tant to Legislative Budget and Audit.

CHAIR HUGE NS rem nded nmenbers that today’'s neeting would be a
round table discussion of various scenarios related to in-state
gas.

1:47:55 PM

PAT GALVIN, Comm ssioner, Departnent of Revenue (DNR) expl ai ned
that the state, Enstar and ANGDA were working together to form
the organizing structure for developing an in-state pipeline
that would initially be built from the existing fields in the
Cook Inlet area to Fairbanks with the intent to provide gas to
communities in the interior as soon as possible. It would use
exi sting Cook Inlet gas reserves and hoped to spur exploration
of new gas reserves. If new reserves could not be found and
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additional gas was needed for Fairbanks and South Central, a
line would continue north in order to bring those gas supplies
into the system They also saw an opportunity to hook this |ine
into the main line from the North Slope, so gas could nove in
either direction.

The announcenent was the beginning of the formation of this
partnership. Details were not worked out yet, but they expected
to make an agreenent public wthin a few nonths, at which tinme
they would provide nore detail about the organizational
structure of the entity and the expected financial involvenent
of the players. They intended to provide any necessary
| egi sl ative requests at the beginning of the regular session in
January 2009.

1:51: 05 PM
CHAI R HUGA NS asked Comm ssioner Galvin to review what |led from
SCR 22 to a news conference announcing this partnership.

COW SSI ONER GALVI N responded that Enstar and ANGDA have been
focused on in-state gas for vyears. Their activities were
undertaken i ndependent of each other and sonetines in
conpetition with one another. A conbination of recent factors
had changed the |andscape surrounding this issue, including the
state’s focus on in-state gas and the high price of energy. Wen
the administration’s discussions expanded in the |ast couple of
months to include Enstar and ANGDA, with the idea of focusing
the first phase on getting Cook Inlet gas into Fairbanks and
nmoving north fromthere, it was recogni zed as an opportunity for
them to work in tandem if an agreenent could be reached. The
timng was right to advance the in-state line, to provide a
mar ket for Cook Inlet gas and to get exploration going in Cook
I nl et.

1:55: 07 PM
CHAI R HUGE NS asked where they got the 460 ncf/d volunme figure
t hat was nenti oned.

COM SSI ONER GALVIN said that was the nunber Enstar anticipated
to be their volume comng south. The actual flow of the line
woul d depend upon the market being served and the initial |ine
north to Fairbanks would not be that capacity because the market
was not sufficient for that volume. The opportunity to expand it
to that size would conme with an extension north into the
foothills.

1: 56: 08 PM
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GENE DUBAY SR, Chief Operating Oficer, Continental Energy
Systens, the parent conmpany of Enstar, added that they could
meet the communities' needs at fewer than 500 ntf/d.

1:56: 54 PM

REPRESENTATI VE GUTTENBERG was pleased with the concern for
exploration and new reserves in Cook Inlet, but wondered what
efforts had been made to encourage exploration in the Nenana
Basin, which is only 20 mles from the Railbelt. He was told
that the Basin was conparable to Cook Inlet and had not been
tapped yet, and thought devel opnent there could save quite a bit
of pipeline and timne.

COWM SSI ONER GALVI N answered that he was absolutely right; when
he talked about phase one connecting the Cook Inlet area to
Fai r banks, one issue was whether gas would be found along the
route, and that would include the Nenana Basin. The Nenana Basin
was close enough to the Fairbanks area that its gas could be
linked into the Fairbanks system He added that both Cook Inlet
and the Nenana Basin had fairly limted markets, so there was
not much incentive to finance exploration. The new pipeline
woul d spur interest in exploring both areas.

1:58: 58 PM

REPRESENTATI VE GUTTENBERG asked if t hey had initiated
di scussions with Doyon Limted on the Nenana Basin, or Atna
Resources Ltd. in the dennallen area yet.

COWMM SSI ONER GALVIN replied that the new venture had not reached
the point of formal discussions. However, the state as a
resource owner had many discussions over the years with both
Doyon and Atna about where the gas would go and the need for a
pipeline to get it to market.

2:01: 25 PM

REPRESENTATI VE HAWKER was gratified to hear of the coll aboration
between Enstar, the state and ANGDA. He wondered how long the
admnistration had been 1in negotiations wth Enstar over
bringing this together, and how far those negotiations had
really progressed. The press release sounded as if a deal had
been cut and he was interested to hear sonme nore background.

2:02:35 PM

COWMM SSI ONER GALVI N responded that discussions had been going on
separately for quite a while, but joint discussions began only
recently. The admnistration chose to wait to announce it
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publicly until they had a commtnent from both parties to work
together toward one project. Al parties had commtted to work
diligently to reach agreenent on a binding contract to bring to
the legislature with a clear statement of what the state's role
in it would be.

2:04:47 PM

REPRESENTATI VE HAWKER said the press release was the only
information he had received. He asked Conmm ssioner Galvin to
comment on the public statenment nmade by a senior nmenber at ANGDA
that “It is a bit of a shotgun wedding...” and they were thrown
together very abruptly. He was put off by the use of that
expression by one of the partners to this coll aboration.

COW SSI ONER GALVI N did not know who nmde that statenent or what
t he cont ext was.

CHAIR HUGA NS referred to Comm ssioner Glvin' s statenent that
the parties had been working together for “some tinme” and asked
M. Heinze to clarify how long “sone tinme” neant.

2:05:48 PM
HARCLD HEI NZE, Chief Executive Oficer, Al aska Natural Gas
Devel opnent  Authority (ANGDA), explained that they were

contacted two weeks ago Monday to neet with the adm nistration
and net with Enstar for the first time the Wdnesday after that
[July 2, 2008]. From ANGDA's point of view it was very early in
the process, but that did not nean they didn't have a strong
conmitnent to it.

CHAIR HUGG NS asked if M. Heinze or M. Dubay could address the
speci fic comment about a shotgun weddi ng.

2:07:17 PM

MR. DUBAY confirned that the tineline was as M. Heinze
descri bed. However, they had been working with the |egislature
and the admnistration for a while regarding devel opnent of
their project and their supply requirenments for the conmunity.

2:07: 47 PM

CHAIR HUGGA NS said he understood that there were two proposed
routes, one along the Parks H ghway and the other the dennallen
spur route. He asked if that was still true or if Enstar was
consi dering other routes.

MR. DUBAY replied they had been working on a project along the
Parks Hi ghway and had engineers in the field to better define
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the cost, the time line, permtting, and the environnental
i ssues on that route.

MR. HEINZE interjected that the |legislature needed to put all of
this in context. Because of Departnent of Energy studies that
had been ongoing for over 3 years, Enstar and ANGDA had both
participated in and evaluated projects that would use the Parks
H ghway and the denn Hi ghway/ R chardson route. Those studies
were performed by very conpetent contractors and made part of
the public record. What changed a week ago was that they were no
| onger talking just about a project; they were talking about a
busi ness structure that they would be involved in and conmtted
toin a financial sense and in other ways. That woul d take tine.

2:10: 32 PM

REPRESENTATI VE GARA said he had heard many tines since comng to
the legislature that Cook Inlet would be out of gas soon, so he
was surprised to hear about a proposal that would take gas from
Cook Inlet north. He asked M. Dubay how that jibed with the
presentations of the past few years that we were running out of
gas in Cook Inlet, and with the fact that about 40 percent of
Cook Inlet gas was being exported to Asia.

2:11: 39 PM

MR. DUBAY advised that Enstar was not in the exploration and
production business and could only supply the community with gas
pur chased under contract. So while they agreed that there m ght
be a lot nore gas in the Inlet, they could only get the supply
t hey needed under contract through the end of 2013, and only had
all the deliverability they needed through the end of 2010. That
was why they’' d discussed accessing additional gas with a line
into the community to serve their custoners.

MR. HEINZE added that ANGDA would describe the issue as
deliverability, how nmuch gas could be nade available on a daily
basis on a cold day in the mddle of winter, and he believed it
was awfully close the previous wnter. He noted that the
adm nistration was part of an agreenent related to extending the
export |license and had negotiated with Conoco Phillips and
Marat hon to drill five wells each; he hoped those wells would
i nprove deliverability and be part of the solution.

Wth regard to the possibility of sending gas north, they had
| ooked at the volunes involved and, as he had stated in previous
presentations about the volunes of in-state gas, the heating
| oad was about 100 ntf/d; about 115 ncf/d was required for
electrical, and 250 ntf/d for industrial use, which was very
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close to the 460 ntf/d nunber Conm ssioner Galvin nentioned.
More inportantly, |ooking ahead, if they fed Golden Valley
Electric, the refinery, and Fairbanks Natural Gas, it would
require less than 50 nctf/d, a fraction of what was used in Cook
Inlet. He summarized that sonme inprovenent in the Cook Inlet
situation mght nmake a difference in supplying gas to Fairbanks.

2:14:52 PM

REPRESENTATI VE GARA saw this as a concept plan rather than a
proposal and did not see what the l|egislature could acconplish
during this special session. He asked if soneone was going to
assure them that the investnment in a bullet line to serve the
Rai | belt would be nore cost effective than other options, such
as hydro power from Lake Chakachamma or geo-thermal power from
Mount Spur or nore wi nd power.

COM SSI ONER GALVIN replied that they would expect to provide
i nformati on about the econonmics of this project in conparison to
ot her options that mght be available when they brought them a
proposal asking for state participation. To preview that
di scussion however, he anticipated that a line wth this
particul ar design would incorporate a conbination of things. Its
initial intent would be to provide gas to Al askans, but also to
provide the opportunity for Cook Inlet gas and gas along the
route to ultimately reach a market. \Wen they |ooked at the Cook
Inlet current reserves, they were in the neighborhood of 1.5 to
1.7 tcf. Gven current consunption, that represented a 9 or 10
year supply. The very conservative estimates comng out of the
Al aska Division of Geological & GCeophysical Surveys (DGGS) of
technically recoverable, economc resources that would likely be
found if the investnent in exploration were nade, were in the
nei ghborhood of 3 to 5 tcf. From the state’ s perspective he saw
two conpeting interests: 1) getting gas to Al askans as quickly
as possible and at an affordable price, and 2) trying to
maxi m ze developnment of Alaska’s resources. This line was
i ntended to serve both of those functions.

2:18: 22 PM

MR. HEINZE illustrated the conceptual nature of that by saying
t he governor had not asked the organizations involved to stop
what they were doing. ANGDA was continuing to do wetlands
determnation for a 300 mle spur line to Delta Junction. He
said what they might do as a result of conversations and in
order to neet Fairbanks’ needs nore quickly, was to continue
their wetlands work all the way up to Fairbanks along the
TransAl aska pipeline. If they could pre-build the spur line to
Delta Junction with a pipe that would hook into a big project at
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some time in the future, perhaps running a high-density plastic
pipe for 80 mles, it mght solve both problens wthout
incurring a |lot of additional cost.

CHAIR HUGE NS asked M. Dubay to reflect, based on his
experience, on what inpedinents existed to delivering gas to
Al askans.

MR. DUBAY replied that they were working on the engineering for
a line from Anchorage to the foothills area through Fairbanks.
As they were going ahead with the engineering work, Anadarko was
proceeding with exploration in the foothills area and Doyon was
wor ki ng on exploration in the Nenana Basin; so they were trying
to identify the gas that would be available on that line. He
believed they had the custoner demand from various sources
including utilities; Agrium which he felt would conmt to bring
the plant back up if Anadarko or Doyon nmade a commtnent to
deliver gas; and a robust market in fertilizer and LNG

He said that ANGDA also had contracts before the regulatory
comm ssion for the additional supply they needed for 2009
through 2013 and that was a hurdle. If they were unable to
secure approved contracts for supply in the short term he did
not see how they could have certainty with regard to a | onger
term commtnent either for space in a line, or for a conmtnent
to purchase gas from a producer. He stressed that they al
needed to work together; they needed to get an agreenent and a
structure together as soon as possible.

2:22: 44 PM

MR, HEINZE said, in addition to the Regulatory Comm ssion of
Al aska (RCA) and the inportance of approved supply contracts,
two other hurdles for an in-state pipeline were:

1) Project permtting including right-of-ways, U.S.
Army Corps of Engineers permtting, Environnmenta
| npact Statenents (EIS) and other perm ssions; and
certification fromthe RCA as a pipeline. He explained
that these generally required 1 to 2 years of field
wor K.

2) An in-state open season involving North Sl ope gas
would utilize a portion of the statute that had never
been used by the RCA. They would recommend sone
changes to it that wuld give the RCA greater
flexibility in howit would deal with those issues.
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2:23:40 PM

CHAIR HUGA NS opined that it was incunbent upon the |egislature
to make the RCA effective, efficient, and tinely in the I|ong-
term

2:24.06 PM

REPRESENTATI VE CHENAULT said he ought to be happy to hear talk
of revitalizing the Agrium plant, which enployed 300 people over
tinme; and he was please that they seened to have a | ot nore gas
in Cook Inlet than he had realized. He questioned Conm ssioner
Galvin's statenent that the adm nistration was not asking for
anything at that time, because he had a request for $25 nmillion
from the administration for engineering, permtting, planning
and design of this project, which he believed would end up in
the capital project summary.

He also said, while he would love to see nore gas in Cook Inlet,
or gas fromthe North Slope to Cook Inlet or the Railbelt area
for use by individuals, they continued to talk about keeping the
Agrium plant in business. In reality, whether Agrium or the LNG
plant could continue to operate would depend on the price of
that gas. If the gas price was too high it wouldn't nmatter how
much there was, because they would not be able to conpete in the
world market. He was concerned about investing a |ot of noney to
send gas north, spurring investnent in the Cook Inlet for only a
short tinme, and felt they needed to do a lot nore tal king about
it.

2:26: 33 PM
CHAIR HUGA NS said he saw the $25 mllion al so.

2:26: 43 PM

MR HEI NZE responded that the $25 million was a request to cover
work on the right-of-way, prelimnary engineering, permtting,
pl anni ng, and design of a 370 mle spur line from Delta Junction
to Beluga. That |ine would be a continuation of the project that
the legislature had already been funding and which he felt was
in the best interests of Alaskans. He said they were on a very
aggressive tine-line and, if they were to maintain that schedul e
to reach open season at the sanme tine as the AGA licensee, it
woul d require the $25 mllion.

2:28:19 PM

DAN DI CKINSON, CPA under contract to Legislative Budget and
Audit (LB&A), said his question revolved around whether the
parties would seek to have this pipeline regulated by the RCA,
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to have the initial certification done by the legislature or by
sone ot her process.

A lot of this had been adjudicated in a snall sense already.
Fai rbanks Natural Gas was taking gas from Cook Inlet, extracting
the liquids and trucking them up to Fairbanks where it had
i ndustrial custonmers. As it began to have supply issues, it had
some adjudication before the RCA and he believed it was
extended, allowed a short-term contract, and asked to find other
solutions. He thought that, earlier in the year, the solution
they cane up with was a supply contract with Exxon for the North
Sl ope, where a small amount of liquids could be extracted and
trucked south to Fairbanks. So the RCA had already |ooked at the
i ssues of supply and demand there and whether it nmade sense to
take liquids up to Fairbanks. It had cone up with the nore
traditional view, which was that exploration would have to keep
going to make the gas that would be used in 2013 and beyond as
contracts expired.

2:30: 04 PM

REPRESENTATI VE FAI RCLOUGH noted that a major concern raised in
di scussion over the previous 30 days was triggering the treble
damages in the AG A clause while providing for in-state gas.
Specific to that, 500 ncf/d would be the trigger point for those
treble damages if no in-state line existed and the big |line had
not been built. Wth that said, she asked Comm ssioner Galvin
and Tony Palnmer if she was correct in her understanding that
TransCanada wanted to provide the gas line itself for Al aska.

COWM SSI ONER GALVI N asked which gas line she was referring to

REPRESENTATI VE FAI RCLOUGH replied that she neant the in-state
gas line. She said that in previous hearings TransCanada offered
to facilitate building the in state portion of the |ine.

TONY PALMER, Vice President, Alaska Developnent, TransCanada,
corrected that TransCanada’'s proposal had been to build the main
line from Prudhoe Bay to Alberta and if sufficient gas vol unes
were nomnated to Valdez, they would build the line to Val dez.
They had never proposed building a “bullet Iine” to Anchorage,
al though they had proposed to provide off-takes off the main
line, which would be available along the route to Delta Junction
or, if aline were built to Valdez, along that route as well.

2:32: 25 PM

REPRESENTATI VE FAI RCLOUGH addressed Commi ssioner Galvin saying
that the admnistration told the legislators 30 days ago that
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half a bcf was sufficient off-take for the big line, but the
proposal before them was already at 460 nctf/d; she wondered how
they were supposed to balance that. If, within a private sector
devel opnent, they had 460 ntf/d proposed to provide gas to just
the Anchorage or Railbelt area, she wondered how they could
reconcile that with his statenents that .5 bcf/d would handle
the entire in-state load until the big line was built.

COW SSI ONER GALVIN replied that the 460 ncf/d was Enstar’s size
going from the foothills south; that had to do as much wth
supply and the amount of throughput they anticipated as it did
with the expected demand in the Cook Inlet market. Wat the
adm ni stration provided information on was just the demand side,
that is how much demand they expected to have for Al aska during
the time in which the treble danmages clause would be a factor.
The 500 nctf/d would be nore than sufficient given that they al so
had Cook Inlet supplies to neet the demand during that tine.

He continued to say that on this particular project, the Iline
would go from south to north to pick up the additional needs of
folks along that line. He added that it was difficult to bal ance
t hese things because they were conparing apples to oranges, and
the question came down to why one would build a pipeline
designed with a throughput of greater than 500 ntf/d. In state
demand could not reasonably be expected to exceed 500 ntf/d in
that tine frame, so the only reason would be to inprove the
econonmcs of the line. From the admnistration’ s perspective,
the 460 ncf figure provided corroboration of the upper limt of
demand during the period to which treble damages woul d apply.

2: 35:49 PM
MR. DUBAY confirmed that 500 ntf/d should nmeet the denands of
the conmmunity based on historical |oad profiles.

REPRESENTATI VE FAI RCLOUGH said she was not convinced that .5
bcf/d was going to sustain the state until 2017, which was the
earliest they could reasonably expect to see gas flow on the big
line. She also questioned whether the state was being a good
partner to TransCanada by supporting another Iline that would
pul | customers away fromthem

2:37:07 PM

MR. HEINZE said a reasonable projection for heat and light to
Al askans would be 250 ntf per day. In addition, Fairbanks m ght
take 50 ncf per day for the refinery. He hoped to have
i ndustrial customers as well, but at open season the applicants
would have to cone forward with nore than an expression of
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interest. He estimated the total commtment for utilities in the
State of Al aska would be about $10 billion, but they had not yet
found anyone willing to even talk in that scale of nunbers, so
he felt they could count on only the residential utility
busi ness.

Wth regard to the relationship wth TransCanada, he said
whet her the pipe was Denali or TC Al aska, they were custoners of
that pipeline and intended to ship their gas in the first 540
mles of it. He saw no way in which that would be in conpetition
with their purpose.

2:39: 00 PM
REPRESENTATI VE FAI RCLOUGH asked TransCanada if Al aska was being
a good partner right now

MR. PALMER answered that based on his understanding, the
proposal as currently structured would be within the bounds of
AG A and would not breach in any way the state’s obligations to
TransCanada. As long as the state stayed within those boundaries
he saw no probl em

REPRESENTATI VE FAI RCLOUGH queried very specifically whether a 20
inch pipe that was proposed to carry 460 ncf and that could be
expanded to over 500 ncf would cause TransCanada to attenpt to
recover damages based on the treble danmages clause in AG A

MR. PALMER replied that a 20 inch line designed to flow |ess
than 500 ncf/d and actually flowing less than 500 ntf/d unti
the big line was in service, would not trigger treble damages
under AG A

REPRESENTATI VE  FAIRCLOUGH asserted that the line would
accommodate up to 700 ncf/d and wanted to be clear that it would
not kick off the treble damages.

MR. PALMER responded that the 700 ncf/d was a new nunber to him
hi s understanding was that the project would be designed to flow
less than 500 nctf/d. By that he neant that it would have the
facilities installed to flow less than 500 ntf/d. He gave an
illustration: |If someone <constructed a 48 inch pipeline,
dribbled through 460 ncf a day and took a subsidy from the
state, it would clearly be a breach. But if the facilities were
designed and installed to flow |l ess than 500 ncf a day, it would
not trigger treble damages.

2:43: 15 PM
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STEVE PORTER, Consultant to Legislative Budget and Audit, said
he thought that the clause was intended to |look at a 500 mllion
a day project that was in conpetition to TransCanada, and gas
coming from Cook Inlet and going to Fairbanks woul d have not hing
to do with that clause so it was nothing to worry about. What
they mght need to worry about would be conpeting against North
Sl ope gas.

2:43: 50 PM
MR. PALMER read the portion of the clause that dealt with this
and summarized that, if over 500 ncf of Cook Inlet gas were

going north it clearly would not be in conpetition.

REPRESENTATI VE FAI RCLOUGH pointed out that they had been told
they could not “flag” Al aska’s nolecules [of gas] and, if
Fai rbanks were a consuner, it wuld put TransCanada in a
position to argue that it was a conpeting |line because it took
away part of the market.

2:44. 41 PM

MR HEINZE said there was also the technical part of the
guestion, which was that a 20 inch pipe had a varying capacity
to carry gas, depending on how many conpressor stations m ght be
installed. He asserted that, with a 20 inch pipeline and the
vol unes needed in Al aska, they would only need one conpressor
station located in Gennallen to bring the gas in. That project
woul d clearly be under 500 ncf/d. If someone wanted to nove nore
gas through that pipeline at sone future tinme, the RCA would
require the addition of ot her conpr essor station/s to
accommodate greater throughput. The wupper end nunber was a
reasonabl e estimte of what you could get on that project if you
built it out all the way.

2:45: 43 PM

MR. PORTER agreed with Representative Fairclough that, if there
were a Fairbanks market for over 500 ntf/d and that took away
sonrehow from the trunk Iline, it mght be a problem but
Fai r banks woul d need only about 50 ntf. He cautioned that they
needed to focus on the business plan and deci de now whet her they
wanted to build the pipe of a size to take advantage of North
Sl ope gas coming south in the future. That would be the only
reason for the size of the pipe. He also opined that this was an
opportunity for «creativity regarding how to nmaximze |oca
hiring and training, and recomended they build this pipe before
the big one got underway as there would not be enough workers to
build both at the sane tine.

JT. SENR/ HRLS COWM TTEES - 18- July 9, 2008



2:47: 34 PM

MR. PALMER clarified that he was the author of “you can't flag
your nolecules” and that was true once they were comngled in
the pipeline. However, they would know the source of those
nol ecules and the intention was clear that if there were nore
than 500 ncf per day comng from the North Slope it would
trigger danmages.

2:48: 05 PM

COWMM SSI ONER GALVIN wanted to clear up a m sconception regarding
the issue of conpeting gas. He said the conpetition was for the
gas, not for the narket, not for the sale. The question was
whet her they were trying to nove North Slope gas off the North
Sl ope at greater than 500 ncf/d. The reason this discussion was
rel evant was due to the possibility of phase two of the project.
If they planned to build from Fairbanks north to the foothills,
that area was considered under the definition of AGA to contain
North Slope gas. If they sinply built phase one from Cook Inlet
to Fairbanks and sufficient supplies were discovered either in
Cook Inlet or along the route so they never had to build phase
t wo, it would have absolutely no inplications for AGA
regardl ess of the size or the design. He enphasized that when
they talked about 460 ntf/d they were talking about the
potential for a line going up to the foothills and bringing gas
down. So phase one would have no inplications under AGA;, it
would only be an issue if they had to build the second phase and
bring North Sl ope gas down into the rest of the state.

2:49: 34 PM

CHAIR HUGG NS said he shared Representative Fairclough's
concern; the legislature wanted to get gas to Al askans and did
not want any inpedinment to that.

2:49: 51 PM

REPRESENTATI VE DOOGAN said that as he understood it, the
di fference between today and the day before the press conference
was that there had been the announcenent of a partnership that
had yet to be formed, to ship gas that had yet to be discovered,
in what seened to nost people to be the wong direction, in a
pi peline that had yet to be built and details would follow He
asked if he had gotten the gist of it.

2:50: 54 PM
COWM SSI ONER GALVI N conceded Representative Doogan’ s
characterization of t he si tuati on, but not ed t hat t he

adm nistration deened it a significant advancenent to have
Enstar and ANGDA working together to advance this project. He
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agreed that, before asking for anything associated with the
project, the state would have to provide much nore information
than they had done to date; but they were not at that point
Going back to the question about the appropriation however, he
said that noney was being requested to get the route noving
because it would satisfy either outconme, a spur line or this
particul ar project.

2:52:12 PM
CHAIR HUGE NS requested a tentative tinme-line to reach a
contract. He also asked that the energy coordinator be

introduced to the conmittee and made avail abl e for questions.

2:53:. 00 PM

REPRESENTATI VE SALMON indicated on the map that the pipeline
proposed to cross the Tanana and Yukon Rivers. He said there was
another route that ran from Nenana up and down the Yukon River,
whi ch should also be considered. He pointed out that there had
been little discussion about which route would be used, or about
the possibility of barging gas to river vill ages.

2:54:52 PM
COM SSI ONER GALVIN referred Representative Salnon’s concern to
M. Heinze.

MR. HEI NZE responded that ANGDA recogni zed at |east one third of
the population could not be reached by pipeline. Fortunately
North Slope gas is extraordinarily rich in propane; their
estimte was that over 50,000 barrels of propane a day could be
carried down a big mainline pipe. Wth that in mnd, they |ooked
at what it would take to separate propane at the Yukon River,
for instance, and nove it up and down the river system They
believed that had a lot of potential and were working with the
Cty of Tanana on a denonstration project to understand how they
woul d use propane in that conmunity, which they felt was the key
guestion. He had also hired a propane coordi nator who was under
contract to develop a conmercial wholesale propane facility
within one year, with the cooperation of the producers. He added
that it mght also be of value to truck propane to Fairbanks, as
it was not uncommon in the gas industry to feed a distribution
systemw th a propane/air mxture.

2:56:42 PM

REPRESENTATI VE SALMON said it seened as if private industry was
again dictating to the state what it could and could not do,
when the state should have been telling them what it wanted. He
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asserted that the state had an infrastructure already in place
of f Nenana and they should use it.

2:57:18 PM
MR. HEI NZE rem nded him that the |egislature funded both of the
prograns he had been tal ki ng about.

2:57:33 PM

REPRESENTATI VE RAVRAS appl auded M . Gl vin and t he
adm nistration for noving so aggressively to facilitate an
agreenent between ANGDA and Enstar. He asked if he could have a
list of the neetings the admnistration had had with Enstar
specific to this issue. He also rem nded Senator Stedman that
they were only seven days away from voting on AGA, and
reiterated his request for a list of neetings between the
adm ni stration and the producers with regard to getting gas into
the |ine.

CHAIR HUGA NS said he would provide both of Representative
Ranras’ requests to the admnistration in witing.

2:59: 34 PM

SENATOR W ELECHOWNSKI said he had heard in at least a dozen
presentations that they were running out of gas in Cook Inlet,
so he was surprised to see a proposal to send gas north. He had

also heard that the cost of building a bullet line from the
North Slope down to Anchorage would be about $3 billion; the
cost to inport LNG for natural gas would be about $3 billion;
and the cost of exploration to get nore gas out of Cook Inlet
would be about $3 billion. Wen the legislature took up the
issue of an in-state gas line in the special session, the

adm nistration was violently opposed to it and said Al aska was
better off building the big line and using econom es of scale to
keep the tariffs low He wondered what had happened to change
t hei r opi ni on.

3:00: 35 PM

COWMM SSI ONER GALVI N di sagr eed W th t he Senator’s
characterization that they were “violently opposed” to the
resolution. The issue at the tinme was the timng of the
resolution and the purpose of the issue comng up at that
particular nonent. Regarding economes of scale, that was a
recognition that in the long term the focus was on getting gas
off the North Slope, getting it to market, and providing both
revenue to the state and the opportunity for off-take of that
gas for Alaskans. They acknow edged, wthin that same tine
frame, that a bullet line was part of the discussion. The
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econonmics of a bullet line remained in question, but they had
said consistently that the state's involvenent in either a
bullet line or a spur line was a factor in those economcs. It
was a question of what would give the state the best bang for
t he buck.

They tal ked about Cook Inlet running out of gas because the
known supplies of gas were being depleted and they had not
di scovered any new gas fields, although a nunber of studies
indicated that they should be out there. The evolution of the
di scussion, which spurred the group to cone together, was the
adm nistration’s suggestion that they conbine the issues of
giving Cook Inlet gas the opportunity to reach bigger narkets
and spurring interest in exploration, while also neeting the
short-termneed to get gas to Al askans as soon as possi bl e.

Wth the formation of this idea to go from Cook Inlet north and
then build off fromthere if necessary, the econonic discussion
changed; they were no longer looking sinply at the npbst cost
effective way of delivering gas to Al askans, but also at getting
Cook Inlet gas to market. In that context the analysis changed
and the opportunity presented itself for the state to do nore
than just fulfill the needs of the househol ds al ong the way.

3:04: 34 PM
CHAIR HUGGE NS asked what the difficulty was with the timng of
t he resol ution.

COWM SSI ONER GALVIN could not recall and thought it mght have
been because they were near the end of the session.

CHAIR HUGA NS pointed out it was only half way through the
session and said he took exception to the conmm ssioner’s
comments as he had offered that resol ution.

3:05:15 PM

REPRESENTATI VE HAVWKER asked M. Dubay about the inpedinments he
saw to expanding their ability to deliver gas to Al askans,
particularly the RCA regulatory hurdle they were facing wth
their existing contracts. He comented that he had read a
newspaper article recently that said Chugach Electric filed as
an “intervener” in their regulatory proceedings, and questioned
whet her Chugach’s counsel was also wunder contract to the
adm nistration. He was also interested in the issue of expansion
permtting in Cook Inlet.

3:06:43 PM
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MR. DUBAY clarified that when he spoke of “inpedinents” he was
not referring to construction, engineering, or |icensing, which
he considered tasks rather than inpedinents. He acceded that
Chugach was an intervener in their gas contracts case and that
two of the experts Chugach was using were Litsinger and Hosie
[ Spencer Hosie, Hosie/R ce LLP], who had represented the state
on royalty issues. The experts took the position that the
producers were obligated under royalty agreenents to devel op and
produce the reserves, so Enstar didn't really need to neet a
mar ket price. That position conflicted with Enstar’s, which was
that they wanted to see the producers continue to develop
reserves in the inlet and were | ooking for ways to pronote that
i nterest.

Enstar supported relicensing the LNG plant because they felt it
was an inportant anchor as a custonmer off a new |line, and that a
| onger license period would give the producers nore incentive to
devel op production within the inlet, off the foothills, in the
Nenana Basin or anyplace where they had access to a line. That
I i cense was extended through 2011

3:10: 33 PM

REPRESENTATI VE HAWKER t hanked M. Dubay for his testinony and
commented that he would feel nmuch better if he could hear
additional details from Chugach to better understand the
foundati on of the regulatory dispute.

3:11:16 PM
CHAI R HUGGE NS asked the conmmi ssioner if he had any conments.

COWMM SSI ONER GALVI N sai d he had nothing to add.

CHAI R HUGA NS encouraged each nenber of the Judiciary Conmttee
to look at the propriety of having legal experts being paid to
| ook at both sides of the issue.

3:11:28 PM

SENATOR DYSON said he knew of no Cook Inlet geologist who did
not think there was a lot nore gas in Cook Inlet. USGS testified
only a week or so before that there was a reasonabl e expectation
of 17 tcf/d in Cook Inlet. Senator Wagoner, Representative
Keller and he wote to the president asking for permssion to
explore in the Eastern part of the Cook Inlet basin under the
federal lands and, thanks to Senator Steven's efforts they
received some interesting contact from the Departnment of the
Interior about that. He stressed however, that in order to get
the explorers to spend noney on Cook Inlet exploration there
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would have to be a market for nore gas, and that nmeant the
i ndustrial users.

He felt they had done a good job of providing tax advantages for
Cook Inlet explorers, and the adm nistration gave the LNG export
license sone teeth for replacing if not increasing the reserves;
but people who knew Cook Inlet economcs had been saying for
years that they needed to build a spur line or bullet line to
connect with the main line and give them a decades-|ong market
to all of North Anerica.

CHAI R HUGGE NS paused to recogni ze Representative Richard Foster

3:14: 47 PM

SENATOR THOVAS said he had been |ooking at the Econ One denmand
study published in 2002, which conbined the residential
commercial and industrial historical use figures and projected
them out to 2020. They also calculated a petrochem cal plant,
doubl ed Agrium put server barns in place in Al aska, converted
every coal burning generator and plant to gas and even put gas
in places for which there was no transportation. He believed
that is where people were getting the figure of half a bcf per
day of gas in 2020. He wondered what would drive the drilling
operation in Cook Inlet to get things noving if Agrium was out
of business and they couldn’t supply Fairbanks with natural gas.
What could they do to get exploration noving?

MR. DUBAY ventured that to invest in exploration a producer
woul d want to understand where they could sell what was produced
and what they would be paid for it. He pointed out that there
was some uncertainty with regard to the market. Agrium could
take gas if it was in sufficient quantity to keep the plant
going, but there had been sone uncertainty because their LNG
plant |icense was scheduled to expire in 2009. There was also
uncertainty with regard to the price, because their |ast supply
contract with Marathon was rejected by the RCA

3:18:41 PM

MR. HEI NZE added that to the extent oi | prices were
significantly above what they had been one year before, anyone
in the exploration/production business had trenmendous incentive
to find places to increase their production of both oil and gas,
and they were doing that. He felt there should be sonme price
effect in Cook Inlet as well, but they may not have been seeing
the full price effect on the supply side. The other part of it
was the uses of gas in Alaska; fertilizer, LNG delivered across
the Pacific Rm all of those comvodity prices were up so
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significantly that the econonmics of those activities were very
attractive, yet they were not seeing a | ot of people respond.

3:19: 58 PM
SENATOR THOVAS opi ned that building the line north sooner rather
than |l ater seened |ike a w se idea.

3:20:14 PM

SENATOR COWNDERY asked M. Pal ner what would have to happen for
the state to incur treble damages. He also questioned whether
the price of Cook Inlet gas going south would be the sane price
as that going north.

3:21:17 PM

MR. PALMER said the statute set the responsibilities of the
state out quite clearly with regard to what would incur treble
damages. If the state granted TransCanada a |icense and then
breached the statute by providing financial incentives to a
conpeting project of over .5 bcf/d it would be obliged to pay
trebl e damages.

He could not answer Senator Cowdery’'s question regarding the
price of gas comng south from Prudhoe Bay. |f Fairbanks gas
were connected to the overall narketplace in North Anmerica, it
woul d be a fairly straightforward cal cul ati on, not specifically,
but a basis differential between transportation points along the
pipeline would be relatively straightforward to understand. |If
there were no liquid market in Fairbanks and the |arge pipeline
was in place, you could get a proxy of what the price would be
by | ooking at the first liquid market, which would be Al berta
and deducting the transportation costs. It mght not always
trade in Fairbanks at that exact cost differential, but it would
often trade in that range. If Fairbanks was not connected to the
North American market and you were strictly noving gas from Cook
Inlet north, you d have to | ook at a test case of how Cook Inlet
gas was being priced. He suggested that M. Dubay m ght be able
to add somet hi ng.

3:23:42 PM
MR. DUBAY said they had gas under contract using both a Henry
Hub price and an oil index price. Under proposed contracts, they

had a nunber of different delivery points for Conoco and
Mar at hon. He enphasized that they had not negotiated contracts
beyond 2014, so he did not want to guess what that price would
be, but said that usually where there was nore production than
demand, there was a discount to the index. Were there was |ess
production than demand, there was some kind of premum to the
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i ndex. They were hoping to have nore production available into
Cook Inlet than they had demand. |f what happened in other
producing areas was an indicator, they should end up with a
di scount and a better price.

3:26: 39 PM
REPRESENTATI VE SAMUELS asked if his business nodel was to becone
the I ocal distributing conpany (LDC) in Fairbanks.

3:27:15 PM
MR. DUBAY replied not at this point.

REPRESENTATI VE SAMJELS asked if Enstar would need strong
assurances that they would have nore exploration, nore gas and a
big pipeline before they would put their sharehol ders’ noney in
the south to north project.

MR. DUBAY replied not necessarily. They had been working for the
past several nonths toward developing a line along the Parks
H ghway route from Anchorage to the Foothills. Wen they | ooked
at the business nodel for that pipeline, they |ooked at
Fai r banks being part of that |oad, but saw them as a “city gate

custoner.” That is, they would not have all the residential
users; they would be delivering gas to Fairbanks and the
industries around Fairbanks, but it woul dn’ t be their

distribution system He clarified that when he tal ked about “the
custoner group” he was talking about Agrium the Flint Hlls
Refinery and that type of custoner. Production would be from
Anadar ko and Conoco Phillips in the foothills and Doyon if they
found gas in the Nenana Basin. If they started south to north
and a lot of gas becane available in the Cook Inlet, he could
see how they m ght continue past Fairbanks.

3:30: 22 PM

REPRESENTATI VE SAMUELS submitted that it would not be in
Enstar’s business nodel to put their capital at risk before gas
was commtted to the pipeline. He asked how the timng would
wor K.

3:30: 56 PM
MR. DUBAY replied that they were trying to get the engineering
done in early 2009 and were scheduled to neet with Anadarko the

following week with regard to their drilling and exploration
activity. He expected them to conmt to having two rigs in the
foothills for the next drilling season. They had a lot of

permtting and environnmental work to do between spring of 2009
and 2010, but he believed that they would be ready to dig a
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trench in 2010 that would give them |lot nore data about the gas
avai lable to the line before they conmmtted hundreds of mllions
of dollars. Overall he felt the timng should work out pretty
wel |l for gas delivery in Cook Inlet in 2014.

REPRESENTATI VE SAMUELS questioned, since Anadarko had no way of
knowi ng when the big line would be built, when they would start
spendi ng exploration capital.

MR. DUBAY said he was reassured by the fact that Anadarko was
al ready spending significant dollars on its exploration effort.
He reiterated that he was confident by the tine they were ready
to lay pipe next year, Anadarko would have the confidence they
needed that the Iine would be built, and Enstar would have the
confidence they needed that they’'d have supply to go into the
l'ine.

3:34: 34 PM

MR. HEI NZE added that the question Representative Sanuels raised
of whether you drill wells before there is a pipeline, or build
a pipeline before you drill wells, was a fairly conmon one in

the industry. In Womng, the Womng Natural Gas Devel opnent
Aut hority played a major role in standing between the pipeline
builders and the explorers and giving both the confidence to
nove forward. The result was the tinmely building of a pipeline
to tap into the drilling of exploration wells. He suggested the
state consider sonme way to encourage both activities to occur
and |l essen risk for the capital investnent invol ved.

3:35: 25 PM

MR. PORTER went back to Senator Cowdery's question about treble
damages and whet her changi ng the production tax would trigger
them The production tax discussions occurred before, during and
after AG A, there was a plan to deal with the gas tax issue and
it was not intended to be in conflict. The statute itself said
“if the state extends to another person preferential royalty or
tax treatnment...” so changing the gas tax equally for al
parties without regard to a specific project would not trigger
damages. He cautioned however, that extending TransCanada’ s
benefits, such as fiscal certainty at open season for their

shi ppers, to other parties would be in violation.

3:36:50 PM
CHAI R HUGE NS announced a break at 3: 36:58 PM

CHAIR HUGE NS cal |l ed the neeting back to order at 3:57:39 PM
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BILL WALKER, Project Director, Alaska Gasline Port Authority
(AGPA), said this had been a helpful discussion and he
appreci ated the opportunity to comment. They were surprised to
read about this association in the nedia and would like to have
had the opportunity to learn about it and see where they could
add value to it; but their calls to Enstar attenpting to set up
a nmeeting were not returned.

He was concerned to know how they could work within the confines
of the exclusive license without triggering the treble damages.
Looking at life after AdA he wondered whether they could
continue to work on the project they had been pursuing for 10
years, a line from Prudhoe Bay to Valdez, without in sone way
vi ol ating AG A

He stated that their project remained the sane, an “all Al aska”
line from Prudhoe Bay to Valdez. They had always believed the
nost econom ¢ gas would cone off a large line, so their project
called for a 48 inch pipe to Delta and a 42 inch pipe to Val dez,
with a spur line off at Delta.

He introduced Radoslav Shipkoff to respond to questions
regardi ng the financial aspects of their LNG project.

4:01: 36 PM

REPRESENTATI VE CRAWFORD noted that when they were tal king about
the liquifaction facility, the adm nistration provided nunbers
that were nuch higher than what the Port Authority had cone up
with. He wondered if the time frame in which they were generated
coul d account for the difference between their nunbers.

4:02: 25 PM

RADOSLAV SHI PKOFF, Financial Advisor, Geengate LLC, agreed that
the LNG plant was one of the principal areas of discrepancy
between their assunptions and the assunptions used by the
adm nistration in their evaluation of the relative econom cs of
the two projects. The Port Authority’s estimate was devel oped by
Bechtel on the basis of an extensive technical study, which
involved a large team of highly qualified engineers who had
extensive experience in inplementing large liquifaction projects
of this type. Their wunderstanding of the admnistration’s
anal ysis based on the materials that were made public was that,
rather than creating a bottomup evaluation of the cost of the
pl ant taking into account the specifics of the proposed project,
they inplenented a top-down approach, which had taken a wde
dat abase of projects inplenmented world-wide and |ooked at the
variability of costs per ton of capacity. They then translated
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that into what, in the view of that analysis, the cost per ton
of capacity would be for the Valdez Project and translated that
cost per ton into the figure for the total plant based on the
capacity AGPA was proposi ng.

MR. SHI PKOFF poi nted out several problenms with that nethodol ogy.
The commrercial and technical literature frequently cited dollars
per ton for the cost of LNG plants, but not all LNG plants were
the sanme. One would have to take into consideration the scope of
the project, the specific technical paraneters involved wth
t hat scope, and the | ocation.

He explained that the |ocation-specific factors would make it
very difficult to conpare a project in one location with a
project in another |I|ocation. For exanple, many LNG projects
involved an integrated gas nonetization solution which had an
upstream conponent and, tied to the upstream conponent, the
liquifaction onshore aspect. The LNG plant in itself frequently
included gas treatnment facilities including Iliquid sludge
renoval , condensat e stabilization, acid gas renoval ,
dehydration, and nercury renoval. Al of those conponents would
be included in the figure cited as dollars per ton. In the case
of this project, that function would be perfornmed on the North
Sl ope.

A second technical aspect that did not appear to have been taken
into account by the admi nistration was the high pressure of the
feed gas fed into the Valdez plant from Prudhoe Bay. A
significant anmount of cost which would otherwi se be installed in
the plant for conpression could be saved because the gas would
arrive at high pressure. The anbient conditions should al so have
been taken into account as the colder climte in Valdez would
create additional savings. Bechtel advised that the conbination
of high pressure feed gas and the anbient conditions al one would
result in cost savings of between 35 and 40 percent.

Site preparation would also vary greatly from one location to
another, as wuld the cost of nmarine termnal facilities.
Bechtel s estimte was based specifically on the Anderson Bay
| ocation, which had very favorable conditions with regard to the
costs associated with the marine term nal.

Additionally, one would not generally know what conprised the
figures that were put out in the public domain or whether they
were inflated. So when you put all of those variables together

this nethodol ogy would not result in a probability distribution
of the capital cost of the LNG plant, which was supposed to
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reflect the risk profile of the LNG plant in Valdez. It would
really reflect the distribution and the variability of the
various factors that were | ocation specific.

4:08: 00 PM

He pointed out that the probability distribution presented by
the admnistration with respect to the LNG plant had a p25 to
p75 variability, which was $6 to $8 billion conpared to the p25,
p75 variability of the pipeline, which was only $2 billion. The
engi neers who | ooked at cost risks associated with the pipeline
and the LNG plant told themthat the cost variability associated
with the pipeline was significantly larger than that of the LNG
pl ant, because the unknowns associated with the pipeline were
significantly greater. Wile they would certainly expect sone
unknowns with an LNG plant, they used a fairly well established,
proven design

4:09:50 PM
CHAIR HUGE NS asked if he agreed or disagreed wth the
adm ni stration’s anal ysis.

VR. SHI PKOFF replied t hat t hey di sagr eed with t he
adm nistration’s estinate of the cost of the LNG plant because
they did not believe it took into account factors specific to
the location. He said they did agree wth sonme of the
assunptions regarding prices in various potential narkets for
the LNG project; so if he used the LNG plant cost assunption
devel oped by Bechtel and a range of assunptions for prices
devel oped by both the admnistration and the |egislative
consultant, a strong case could be made that, under a w de range
of price scenarios, the econom c proposition to the producers in
terms of netback price per Mrbt on the North Slope was the nost
attractive for the LNG project.

4:11:04 PM

REPRESENTATI VE GATTO said he was confused by the assertion that
costs could be reduced 40 percent due to environmenta
conditions affecting the gas. He asked if M. Shipkoff was
m xi ng operational costs with construction costs.

MR. SHI PKOFF answered that tenperature and pressure would
directly influence capital costs because they determ ne the
anount of conpression necessary to liquefy the gas, which would
be installed as part of the capital costs.

REPRESENTATI VE GATTO asked if he was saying the adm nistration
failed to include those factors in their analysis.
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VR. SHI PKOFF said he had seen only the materials the
admnistration made public and had tried to determne their
net hodol ogy from that. Based on their description, it appeared
that they had derived their cost per ton estimate based on a
dat abase of projects worldw de, nost of which had conditions
that differed significantly from the unique conditions of this
proj ect .

4:13:09 PM

REPRESENTATI VE SEATON said that Cook Inlet had been a stranded
gas basin with no external market other than limted industria

capacities and questioned what the price scenario would be if it
were connected into a large pipeline. He wondered if the RCA
woul d consider Cook Inlet gas the sane price as Al berta gas
since it was indirectly connected to that market, and how that
woul d af fect the project going forward.

4:14:17 PM

COM SSIONER GALVIN replied they could not project what the
price would be, but could discuss the relative price between
different options. He observed that what they had right now was
the Cook Inlet, South Central area transitioning from a fairly
| ow cost to produce gas, to a price that would be high enough to
incentivize developnent costs for new gas. If they projected
that out in isolation fromthe rest of the system either they
woul d transition out of gas or continue to increase the price to
the point that it would encourage enough exploration to neet
t hei r demand.

He el aborated, if they factored in the option of connecting Cook
Inlet to a larger market by a spur line or hooking into the main
line, it would end up connecting Cook Inlet to the North
American market in general. At that point pricing would be a
conbination of the cost to produce in the local area and the
avai lability of other gas on the system and that system would
include North Slope gas with gas from other basins along the
route. So the price would be a conmbination of that integrated
market. He considered the relative advantage of that versus not
havi ng the connection and, based on their projection of what the
North American market would bear, the price would probably be
bel ow the expected cost to develop the resource independently,
so in that way the consumer would end up in a better position.

In response to the second part of Representative Seaton’s

guestion, how that would affect the economcs of the line, he
felt that was what they needed to be looking at as they

JT. SENR/ HRLS COWM TTEES - 31- July 9, 2008



devel oped the project plan. They needed to determne if the
price was going to be such that it could cover the cost of
transporting the gas through the system or if there would have
to be other state involvenent to make the price reasonable and
bring that transportati on cost down.

REPRESENTATI VE SEATON referred to M. Dubay’'s coment that he
hoped to have nore production in Cook Inlet than they had demand
in order to keep the price down. He asked if tying that gas into
the large line going through Canada would equalize prices, and
whet her he anticipated that the price of gas throughout the
system would be basically Al berta hub mnus |ocation sensitive
char ges.

4:18: 45 PM

MR. DUBAY replied yes, if you could take Cook Inlet gas
sonepl ace else without permtting inpedinents, then you would be
able to get that price less the transportation. He added that it
seenmed |ike that mght be a ceiling as opposed to a floor; but
he thought local use could get it at that price or below the
delivered price mnus transportation into the |arger nmarket.

4:19: 43 PM

REPRESENTATI VE SEATON commented that, if the gas were connected
into the Alberta hub there would be a very definite inpetus to
base the gas price throughout Al aska on the Henry hub or Al berta
pricing.

MR. HEINZE interjected that one of the reasons ANGDA had been so
enthusiastic about a spur line was that it offered a
deliverability; pipeline rates could be varied for free. He also
noted that utilities in Cook Inlet were very econonical because
t hey had bought gas in the ground a long time ago; that could
happen again if Cook Inlet were hooked into gas on the North
Sl ope.

4:21:49 PM

REPRESENTATI VE SEATON questioned Enstar’s commitnent to | ocal
service. He said that the North Fork unit about ten mles north
of Homer, had one well and recently Homer Electric Association
(HEA) and Enstar conpetitively sought RCA approval to service
the Honer area with a couple of conditions: 1) that a second
well be produced and 2) that eight mles of pipe be laid to
Anchor Point. The second well was being spudded in at that tine,
but he had heard that Enstar mght decide not to service the
| ocal area and would instead go north through a connection to
Kenai - Kachemack pipeline for either LNG export or to the
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Fai rbanks area. He wanted to know how comritted they were to
fulfilling their obligation for distribution in the |ocal areas.

MR. DUBAY said he believed they still had an agreenent in place
to service Honer if the gas was developed in that area and if
they got commtnents fromat |east 2,000 custoners to use gas as
a heating source. He added that if their contracts were
approved, they had the gas under contract through 2014 and woul d
not be able to take the Arnstrong gas into the Inlet for their
| ocal custoner needs until 2014. Their intention would be to get
a commtnent from the citizens of Honmer to take the gas if it
wer e devel oped by Arnmstrong.

4:24: 47 PM

SENATOR FRENCH said he heard that there was no cost estinmate for
this pipeline and he found that frustrating. He felt inclined to
associate hinself with the remarks that Senator W el echowski and
Chair Huggins nade regarding the resolution of the Senate back
in March to add in-state gas to the call of this session. He
brought that up because they still had no cost estimate for the
proj ect when they were being asked to wite individual checks to
Al askans to help themw th the high cost of energy. He felt they
should be working with the administration on this and nmaking
sonme investnents to get it going.

4:26:46 PM
MR. HEINZE interrupted that cost estimates had been put on the
t abl e.

SENATOR FRENCH returned that the question was nore specific to
the legal issues that surround [the project]. He acknow edged
that they could not sell royalty gas bel ow market and wondered
as t hey consi dered sone ot her state i nvol venent in
infrastructure in a pipeline, what |egal inpedinents mght arise
and what that would nean to citizens who did not participate in
the benefits of the gas pipeline. He also wondered if they would
run into a constitutional prohibition if they tried to bring the
price of gas down too far.

4:27:53 PM

COM SSIONER GALVIN replied that the constitutionality of the
price of the state’s royalty gas would not be inpacted by
participation in a pipeline. The pipeline participation would
sinply be an infrastructure project on the transportation of
that gas, not on the actual price at the wellhead. He did not
believe there would be any legal inpedinent to the state
participation in an infrastructure project that benefited only
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one portion of the state, and pointed out that they did it all
the tinme.

Wth regard to a cost estimate for this project, he said it had
just evolved. There was a cost estimate for the Enstar project
and cost estimates from ANGDA on spur lines, but the idea of
nmoving gas from Cook Inlet to Fairbanks before the big |ine,
with state participation in that project, was new. Wile it was
simlar to the bullet line in that it would be a small capacity
line designed primarily to neet in-state demand, it was being
proposed for a different reason. The bullet |line was problematic
from the administration’s perspective because it had the | ong-
term i npact s associ at ed W th potentially di scour agi ng
exploration in Cook Inlet. This project would take the gas
north, meet in-state demand and hopefully spur exploration in
the Cook Inlet, then hook up to the big line, connect to the
mai n markets and neet both of their goals.

Cost estimates for this particular project were scheduled to be
in place before the legislature in January. He stressed that the
adm nistration wanted to work with the legislature on this
matter to nmeet the needs of Al askans.

MR HEINZE said that during the hearings in Juneau and

Fai rbanks, Enstar did present an estimate of about $1 billion
for a pipeline linking Fairbanks and Anchorage, and about $2.3
billion for a line linking the Foothills to Fairbanks. At the

subsequent neeting in Anchorage, he presented tariff estimates
for those based on different assuned flow rates. Wat they
showed was that there was sone rationality for the tariff at
those cost levels for volunes that were based entirely on
utility needs in Al aska. The challenge the governnment presented
to them on Monday was to find a way to nmake it work even better
and he had tried to explain how that m ght be done.

CHAIR HUGA NS commented that Representative Jay Ranras from
Fai rbanks voiced the slogan “Gas in 5 years, swinging first to
Fai rbanks.” He said he wuld I|ike to see a Cook Inlet
devel opnent program that would nmature to the extent that they
coul d get sonething to Fairbanks within 5 years.

4:34: 37 PM

CHAI R HUGE NS continued that he wanted to see what that program
woul d look Iike so they [the legislature] could help, because it
had to be a cooperative process. He stressed that they were all
in it together and should not be comrunicating through news
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interviews; the legislators represented the people they were
tal ki ng about getting the resources to.

4:35:31 PM

SENATOR STEDMAN said he was puzzled by Enstar’s recent decision
to take gas from Cook Inlet and asked M. Dubay to explain the
anal ysis they went through that changed their business nodel for
t he source of the gas.

4:36:49 PM

MR. DUBAY replied that the project they were working on was to
build a line from Anchorage to the Foothills; that was where
they had invested their capital dollars. They had always felt it
would be nost logical to build from Anchorage going north to
Fai r banks, because if the opportunity presented itself to gather
gas from Doyon, for instance, they could get gas to Fairbanks
earlier than they mght otherwise. Wile they had not changed
direction, they were conmmtted to sit down with the state and
ANGDA to work on a structure for a partnership and reeval uate
their options to get the best project done for the community.

SENATOR STEDMAN said that during the previous session, Senator
Thomas worked quite a bit on Susitna hydro to broaden the
analysis of how to get energy to Alaska, particularly in the
rail belt. The Senate appropriated funds in the capital budget
for that study, which was still several nonths from conpletion
Then he saw a press release about a business arrangenment wth
Enstar that canme out of the blue eight days into the fiscal
year, and he was concerned about the lack of openness in the
arrangenment between the admnistration and Enstar. He asked
Comm ssioner Galvin to hel p hi munderstand what was goi ng on.

4:41: 22 PM

COMM SSI ONER GALVI N responded that the venture being undertaken
was to put together both a business plan and a proposal to the
| egislature with regard to this project. Wen the proposal cane
to them it would go through the same public process Senator
Stedman described relative to the noney that was allocated to
study the Susitna project. In that context, it would have to
justify itself under a nunmber of potential benefits to the state
i ncl udi ng opening the Cook Inlet Basin for nore exploration, and
getting gas to Al askans as quickly as possible.

4:44:10 PM

SENATOR STEDVAN was concerned about the state’s involvenent in a
capital project that seenmed to be driven by the narketplace
w t hout state or federal aid.
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4:46: 17 PM

COM SSI ONER GALVI N assured them that if the state was going to
consider playing a financial role in this project, there would
be a large nunber of hearings as the process noved forward and
M. Dubay would have the opportunity to sit in the sane chair
that M. Palnmer had in terns of answering questions. O her
entities wuld also have the opportunity to express their
interest in whether or not the state should be involved in the
proj ect .

SENATOR STEDMAN reiterated that he was concerned the state was
interjecting itself too early into this process.

4:49:10 PM
MR. HEINZE enphasized that the state’'s possible role in
supporting this case was still undefined. He offered the

Gravel ly Lake hydro project as an exanple of how the state m ght
be involved. The citizens who depended on Gavelly Lake for
their power enjoyed a |lower rate because the state stood behind
the project; it did not spend a nickel on the project but it did
stand behi nd the debt.

4:50: 00 PM
REPRESENTATI VE JOULE questi oned whether Cook Inlet gas could be
used for those comunities up and down the Yukon River.

MR. HEINZE replied that there was no propane in the Cook Inlet
gas, so the option was elimnated technically. He suggested that
as an internediate step, propane from North Slope gas could be
trucked to the Yukon R ver giving the rural comunities the
opportunity to participate. Utimately, they would hope that a
| arge amount of propane could find its way to Tidewater to
service the coastal communities such as Juneau as well.

4:51: 33 PM

COMM SSI ONER GALVI N added that when they began di scussions about
this line, it was basically about a substitution for the idea of
a bullet line from the foothills south. That |ine was not
intended to carry liquids, and the fuel source was not intended
to provide the opportunity to strip off liquids at the river.
This project would not change the tine frane or dynamic of the
opportunities presented by the larger line comng off the North
Slope. He felt it was inportant for all Al askans to understand
as they noved forward with these hearings, that although the
heari ngs m ght focus on one aspect of the project, they were not
excluding other opportunities. There had been a nunber of
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studies done and it was the objective of the adm nistration and
ANGDA to explore how to maxinmze the opportunity to make gas and
other simlar products available to as many Al askans as
possi bl e.

4:53: 27 PM

SENATOR GREEN commented that she believed anything the state
mght do at that tine to fit into this project would only serve
to slow it down.

CHAIR HUGE NS shared some of Senator Geen’s concerns and
rem nded Conmi ssioner Galvin that they wanted that chronol ogi cal
timeline objective for reaching a contract to nove them forward.

4:54: 37 PM

CHAIR HUGE NS rem nded menbers they would neet again from 6:00
to 8:00 PM for M. Porter’s presentation on Pt. Thonson, and
that they would begin at 8:00 AMthe following norning with the
Denali project; TransCanada workforce issues; TransCanada Exxon
Mobi |l e presentation. The CBI Mediation Goup would be presenting
from6:00 to 8: 00 PM

He adjourned the neeting at 4:55:02 PM

Note: Due to technical issues, this section of audio was
reconpil ed from other sources. Recording volune of this segment
is significantly |lower than the rest of the neeting.

CHAIR HUGA NS cal l ed the neeting back to order at 6:08:13 PM and
introduced Steve. Porter, who would be presenting "The Point
Thomson Di | enmma. "

6: 09: 22 PM

STEVE PORTER, Consultant for the Legislative Budget and Audit
Commttee, said he wanted to begin by providing context: why
they were where they were; why they mght get a gasline; and why
Poi nt Thonson was probably economc. It was all related to gas
price and conmercial decisions, not to stranded gas, AGQ A or
anyt hing el se they m ght have done.

6: 10: 30 PM

Slide 2: Plains All Anerican L.P.’s WII Crude — Posted Price

MR. PORTER said there was a time in about 1999 when the industry
t hought they were in a $15 per barrel world in perpetuity. About
that time ARCO |iquidated, Pt Thonson did not | ook econom c, and
a gas pipeline was marginal
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Slide 3: US. Wllhead Natural Gas Price — In the early years
from 2002-2004 there was the Stranded Gas Act. They were in a
$2.00 world into the late 1990's and 2000. From 2001-2003 prices
were volatile and it was hard to determ ne where prices would
go. Even when they were negotiating stranded gas, they were
t al ki ng about cases of $3.50 to $6. 00.

6:11: 58 PM

MR. PORTER added that the economsts of the world are usually 6
to 12 nonths behind price in their analysis; but in about 2005
to 2006 they recognized that they were entering a different
worl d. Assunptions on oil and gas were substantially higher. At
this point they believed that both Point Thonmson and the gas
pi pel i ne had beconme econom c due to prices.

6:12: 56 PM
Slide 4. Pt. Thonmson Unit Status prior to Director’s Decision —
Just prior to the director’s decision they had 21 [22] plans for

devel opment. The State wanted the producers to drill the wells
necessary to determne whether gas <cycling or a blowdown
strategy was appropriate. The producers were unwilling to spend

the noney because they wouldn't see a return on it any tine
soon, so there was tension between the Department of Natural
Resources (DNR) and the producers prior to the 23rd plan of
devel opnment, which resulted in that plan being di sapproved.

6:14: 13 PM

DNR recogni zed that they had to either disapprove it or stagnate
indefinitely, and he felt they had nade the appropriate
deci si on.

Slide 5: Director’s Decision - Failure to submt an acceptable
pl an of devel opnent was grounds for termnation and that was the
director’s decision. The individual |essees with certified wells
were required to conmence production by Cctober 2009.

6: 15: 06 PM

MR. PORTER continued to Slide 6: Conmm ssioner’s Decision - As
with any director’s decision, they had the opportunity to
escalate it to the conm ssioner, and the commi ssioner’s decision
changed a few things. The decision did reject the plan of
devel opment because it did not commt to put the wunit into
production, but it termnated the Point Thonmson Unit as opposed
to saying they had grounds for termnation. That was a shift
fromthe director’s decision that the courts would cone back to.
It also revoked the certification of Point Thonson wells, where
the director’s decision required them to go into production.
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Bot h of these changes showed up later in the Decenber 25th court
deci si on.

6:16: 01 PM

Slide 7: May 1 Decision - The producers went to court to stal
the process. The court said it wuld let the process nove
forward but warned DNR that they had probably failed to follow
their own statutes when they decertified the wells. M. Porter
quoted a section fromthat decision

“the undisputed fact remains that the Departnent
certified these wells pursuant to 11 AAC 83.361, and
that as a result of these certifications, the wells
‘Wil be considered capable of producing hydrocarbons
in paying quantities’ for purposes of 11 AAC 83. 374"

6:16: 51 PM
REPRESENTATI VE SAMUELS asked M. Porter to clarify whether this
was Judge G eason’s and not Tomlrw n's deci sion.

MR. PORTER answered yes; it was the court’s May 1st decision by
t he sane judge who nade the final decision

REPRESENTATI VE SAMJELS asked how nmany wells this decision
af f ect ed.

MR. PORTER replied that he thought there were 7 certified wells.

6:18: 01 PM

SENATOR BUNDE conmented that, although they usually thought of
Poi nt Thomson as kind of a nonolith, it was actually 46 separate
tracts. He noticed there were test wells drilled in about 15 of
those, so the producers explored a third of what they had under
| ease. He wondered how that conpared to other | eases.

MR. PORTER said the issue was not so nuch the anobunt of property
drilled, it was whether they had found out enough about the
reservoir to decide whether to do gas cycling or gas bl owdown.
In fact, the records of that court case show that if the
producers had agreed to drill even the single well that DNR
wanted themto, they would have delayed a |ot of the other |ease
obligations, because DNR recogni zed that they needed to see what
was going on down below in order to make a decision on how to
nove the project forward.

6:19: 53 PM
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Slide 8: Dec 26 Court Decision — M. Porter felt that this was a
very good deci si on.

6: 20: 19 PM
He said there were four main issues:

1) Did DNR have the authority to accept or reject the plan of
devel opnment? The answer was yes, the |law gave DNR very
broad authority to accept or reject the plan of
devel opnent. That gave DNR a lot of clout to force a unit
operator to nove forward with a project however, if they
rejected a plan of developnent, the unit was at risk of
bei ng term nat ed.

2) They found that DNR had the authority to terminate the
unit, but not wthout a hearing to determne the
appropriate renedy for rejection of the plan of
devel opnent .

6:21: 36 PM
REPRESENTATI VE HAWKER asked if the May 1st decision was in 2008
and t he Decenber 26'" decision was in 2007.

MR. PORTER replied they were May 1, 2007 and Decenber 26, 2007.

REPRESENTATI VE HAWKER wanted to confirm that DNR had the
authority to termnate, but not without a hearing. He said that
seened significant. The way he read it, it seemed to say they
could termnate but had to provide sone renedies.

MR. PORTER clarified that, to termnate the unit they had to
provide sonme notice. DNR went back and held hearings and the
conm ssioner 1ssued another decision. But the court indicated
that there were sone standards associated with that review.

3) Termnation of unit is only one possible renmedy, and a key
phrase was: "consider the inport of Section 21 of the Point
Thonson Unit Agreenent, as anmended in 1985, in determning the
appropriate remedy." That said, there was a higher standard for
unit termnation than there was for plan of devel opnent
term nati on.

4) Certified wells: M. Porter said he would cone back to this
point in a nonent.

6:24: 14 PM

MR. Porter turned to Slide 9: Point Thonmson Unit Agreenent -
This addressed Section 21, which specified that authority “shall
not be exercised in a manner that would (i) require any increase
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in the rate of prospecting, devel opnent, or production in excess

of that required under good faith and diligent oil and gas
engi neering practices; ...or (iii) prevent this agreement from
serving its purpose of adequately protecting all parties in

i nterest hereunder, subject to the application conservation |aws
and regul ations.”

He explained that there was a standard rather |I|ike the
reasonably prudent operator standard. If you were going to take
an $80 billion asset away from sonebody, you would have to prove

they weren't being a reasonable and prudent operator at the
time. In this case, the court said Exxon lost on the plan of
devel opnent; on the unit termnation, they said a reasonably
prudent operator would probably have nmoved this to production
and if they didn't, they would probably |ose that too. But they
created a balance. They told the state that if they couldn’t
figure out a way to agree with Exxon, they would | eave themw th
the certified wells. That neant that Exxon would get to keep
t hose seven | eases, which would split the unit between them and
probably result in years of litigation and negoti ati ons.

6: 26: 29 PM

REPRESENTATI VE SAMJELS asked M. Porter if the term “unit
termnation” was really a |ease revocation, and if the |eases
wi thout certified wells would revert to the state.

MR. PORTER replied that unit termnation would end up with al
of the wuncertified |eases going back to state. As far as
certified wells, the court referred the state to their My 1st
coment s.

6:27:45 PM
SENATOR STEVENS asked iif there were renedies other than
term nation or negotiation.

MR. PORTER said the court did not delineate the renedi es. Under
the contract, anything that would have noved this forward and
been acceptable to both parties was an option.

6:29: 32 PM

REPRESENTATI VE DOOGAN asked if it was when the conm ssioner nade
his decision that the court ruled DNR had failed to follow its
own statutes and regul ations when it decertified the wells.

MR PORTER confirned that it was at the conmm ssioner’s | evel.
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REPRESENTATI VE DOOGAN asked if the court’s decision was
absolute, or could the departnent have gone back and fixed the
defects that the court recognized in its process.

MR. PORTER responded that the commissioner said it was bad
policy to certify wells that had been plugged and abandoned. The
court said whether or not he thought it was bad policy, they
were certified and the conmm ssioner did not have the authority
to overrule his own regulations and statutes. DNR could go back
and fix that problem but they would have to follow a regulatory
process.

He explained that as a rule, a certified well that was good
policy would have pressure to the surface. A certified well that
was bad policy would have a plug below the surface. In Al aska,
unlike the lower 48 however, it mght nmake good safety sense to
plug a certified well if you didn’t plan to bring it on line for
8 or 10 years because, due to bad weather and renote |ocations,
it could be hard to get back on site if there were a problem

6: 32: 58 PM

REPRESENTATI VE DOOGAN queried, if it was not possible for the
state to take back |eases that had wells on them which could be
produci ng gas but were not, how was it possible for the state to
enforce that part of the lease that required the |essee to
pr oduce.

MR. PORTER said that was a good question and one he kept com ng
back to, because the question was whether they could ever get
the |eases back. He said that it was even worse than that
because there was a part of the law that said if you drilled an
exploratory well or two, from a conservation standpoint you
would have to nmake sure to include all the |leases of the
reservoir and develop a unit plan before you started producing
the leases. So from a logical standpoint, for DNR to tell the
| ease holders to produce that individual well wouldn't work,
because every tine sonebody found an exploratory well they'd
have to start producing i medi ately.

M. Porter admtted that he didn't know the answer, but he
understood that if the Point Thonson Unit did get term nated and
they broke it up, they would have to put the unit back together
with those seven certified |eases and subnit another plan of
devel opnent .

REPRESENTATI VE DOOGAN said that from his standpoint, if the
state had laws and regulations that allowed people to find
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produci ble oil and gas and then just canp on it, they needed to
change t hose | aws.

MR. PORTER agr eed.

REPRESENTATI VE GATTO recalled the statenent from Howard
Johnson’s presentation that "every single lease was in default
except for one." He asked if that would nean the wunit was
entirely in default.

MR. PORTER replied that he did not say only one lease was in
default; there was only one lease that was in its primary term
so they could still pay rentals on that particular |ease, and if
the unit went away it would not be affected. Every other |ease
woul d need a reason to be held out of production. That was why
the certified wells were so inportant. In his opinion, that was
also why DNR originally decertified the wells; they feared this
exact circunmstance would happen. If the wells were certified,
the | eases would be held by the certified wells.

6:37: 32 PM

REPRESENTATI VE GARA said he believed M. Porter had studied the
i ssue and nust have sone recommendations to nake to them He was
not particularly interested in the lower court ruling because
the matter would be appealed to the Suprene Court anyway. He
expected them to say that since our partners had already
violated 24 plans of developnent, we did not have to work wth
t hem any nore.

He asked M. Porter what he was expected to take from this
di scussion. If it was that they should nediate, he knew they
woul dn’t get anywhere with that unless both parties had a desire
to do it.

6:39: 08 PM
CHAI R HUGA NS pointed out that sonme of them needed to understand
the process of litigation.

MR. PORTER countered that the producers did not violate 24 plans
of developnent. In the early years DNR did not put penalties in
their plans of devel opnment. Wen they expanded the unit and DNR
wanted to be sure the producers net the provisions of the
expansion, they started to do that, but the early ones had
little neat to force conpliance.

6:41: 36 PM
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REPRESENTATI VE GARA conceded that they mght not have violated
all 22 of the previous plans, but many of those were breached
and every single tine the state gave them another chance. As a
result, Point Thonson mght not be available as a gas field for
the gas pipeline. He asked why the state would not say it had
given them 22 chances and they still had not produced, so it
want ed a new partner.

MR. PORTER totally agreed with Representative Gara regarding
medi ation; as a sovereign state, Alaska should tell Exxon the
rules. In this case, DNR had the right and the responsibility to
tell Exxon what it would and woul d not accept.

Wth regard to the delay, he opined that the reason the
producers were finally noving the project was that if they
started now it would take 6 years to go to devel opnent; they
woul d have to cycle the gas for at least 5 years, so they would
be ready to push gas into the pipeline in about 11 years. The
pi peline was scheduled to be done in 11 years, so they would be
ready to put gas in the line either at the beginning of the |ine
or within a few years. If this were to go to litigation, it
woul d take another 10 years.

REPRESENTATI VE GARA said that in his experience, after a
superior court ruling, the Alaska Suprene Court decides within
about a year and a half. He asked M. Porter what the basis was
for his statement that it would take 10 years.

6: 44: 55 PM

Slide 12: Probabl e Cutcone

MR. PORTER expl ained that this case alone mght take only a year
and a half or 2 years; then they would have to litigate the
certified well issue if the state wanted all of the |[eases,
which would take another 3 years to go through superior court
and Suprene Court. Once DNR had the |eases back they would have
to go through a “best interest” finding, which would take at
| east a year, and then they would get sued on best interest
finding. It would take another six nmonths to a year before the
courts would allow themto hold a |lease sale. If DNR were | ucky
and the | ease sale concluded within six nonths, they would then
have a new | essee(s) who would have to review and anal yze the
data, form the units, and create a new unit developnent plan
that would probably end up looking a lot like the existing one.
After all of that was done, they would be back where they
started, ready to start developing the unit.

6:47: 16 PM
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SENATOR W ELECHOWSKI took issue with the statenent that “they
finally figured it out” about gas cycling. He said they figured
that out in 1986! In their 16'" POD, they said they needed to

cycle the gas and promsed to drill 7 to 10 wells but did not
drill a single one. In previous POD's they said they could not
devel op Point Thonmson wuntil a gas line was built; but the

opposite turned out to be true. He said he fully supported
Governor Mirkowski’s and Comm ssioner Irwin's action to finally
take the | eases fromthem

MR. PORTER al so supported what DNR did in ternms of pushing the
producers to nove the unit forward, and admitted that Senator
W el echowski was absolutely correct about the wunit plans of
devel opnent; they did propose cycling twice but then backed off
of it. He expressed his opinion that they got excited about what
t hey thought they could get out of stranded gas and thought they
could do gas bl owdown. They thought they could get it approved
by the legislature, circumvent the rest of the process and not
conply with the POD s, and nove Point Thonson straight to gas
bl owdown.

6:49: 27 PM

SENATOR THERRI AULT disagreed with M. Porter’s statenent that
new | essees at Point Thonmson wouldn’t have the data. He pointed
out that some of the sane conpanies that were on the current
list of |lessees could conme back in and would have access to the
dat a.

6: 52: 20 PM

MR. PORTER conceded that was a possibility. He said he had nade
an assunption that the state got rid of Exxon and the existing
owners, but if Exxon got in with the new owners sonehow, they
woul d probably cut a deal to share the data.

SENATOR THERRI AULT referred to M. Porter’s statenents that “the
state can tell them what's acceptable” and “the state can tell
them what to do” and pointed out that the state brought the
producers in because they had expertise in developing oil and
gas that the state, the sovereign, did not have. He questioned
whet her the state had the right to tell them how to devel op the
| eases.

MR. PORTER said that 11 AC 83.343(b) gave them that right.
(Slide 14 — State’s Obligation Under Point Thonmson Contract)
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SENATOR THERRI AULT asked if the burden of proof would shift to
the state in that case

MR. PORTER said no, not at that point. Wat 11 AAC 83.343(h)
said was that if you rejected a plan of devel opnent, you had the
right to propose an alternative that would be acceptable to you.
(Slide 15: DNR s responsibility under regs.)

SENATOR THERRI AULT asked what woul d happen if they disagreed.

MR. PORTER answered that if they disagreed, the state had the
right to reject the plan of developnent and then follow the
process for |ease termnation

SENATOR THERRI AULT questi oned what woul d happen if the producers
mai ntained that the alternative offered by the state was not
what a reasonable, prudent operator would do. He asked if the
state would have to prove to the court that what it had proposed
was fair, reasonable and prudent.

MR. PORTER did not agree with Senator Therriault that the burden
of proof would shift just because the state nmet its statutory
responsibility. He thought the court would defer to the state's
sovereign rights.

SENATOR THERRI AULT insisted that the court should give sone
credence to the producers’ clains in the matter.

MR. PORTER said he understood the argunment and that argunent had
actually been nmade, but it was not what the court did. The court
told Exxon that the state had the authority to do what it
pl eased as long as it was not arbitrary.

SENATOR THERRI AULT felt strongly that turning down their POD and
telling them how to proceed were two different things.

MR. PORTER clarified that the reasonable and prudent operator
standard would not apply at the plan of devel opnent phase, but
at the unit term nation phase.

6: 56: 08 PM
SENATOR STEDMAN asked if it would be correct to assune that if

Exxon’'s |eases were termnated and the |eases were re-
advertised, Exxon could submt a new bid to buy those | eases.

MR. PORTER answered yes.
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SENATOR STEDMAN asked how much information the existing Point
Thonmson | ease holders, primarily Exxon, mght have that would
create an advantage in re-acquiring those |eases.

MR. PORTER referred the question to DNR because he was not sure
what information was considered confidential and how rnuch, if
any of it, would becone public if the owners |ost the | eases.

CHAIR HUGA NS called a brief at east at 6:57:50 PM

CHAIR HUGE NS cal | ed the neeting back to order at 7:12:09 PM
He recognized Representative Doll and thanked her for her
suggestion that a map be displayed in the front of the room

7:13:22 PM

MR. PORTER said in the interest of time he would skip to
di scussion of his recommendations for the future and what the
benefits woul d be of noving Point Thonmson forward tinmely.

If Point Thonson gas was not available for first gas, the
project would go from a 4.5 bcf/d pipe to about a 3.5 bcf/d
pi pe, which would still be at the economc |imt of what
TransCanada proposed. He stressed that whatever that nunber
would be, the tariff differential was what they needed to | ook
at. He estinmated that to be roughly $.50 to $1.00.

He stressed that if they fought Point Thonson out, everyone
would lose. No matter when they expected to get Point Thonson
gas into the pipe, they would still have a 10 year delay if it
was |itigated.

He believed that DNR was interested in upholding the interests
of the state and hopeful that the parties would find a solution
to nove the project forward so the court never had to nmake a
decision on this case. In his opinion, DNR thought they couldn't
talk to Exxon before they had submtted their proposal to the
courts. Now that had been done, he thought they would be able to
sit down with Exxon and work things out. Basically, he hoped it
was just a timng issue and they would be able to get the
proj ect nmoving within six nonths.

7:18: 22 PM

SENATOR BUNDE said as he wunderstood it Exxon was a nmjority
hol der at Point Thonmson, but there were mnority holders as
well. He asked M. Porter to tal k about how they played into the
situation and whether they could negotiate on their own.
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MR. PORTER understood that under the old plan, Exxon had veto
power over noving the project forward, but he believed they had
recently changed the operating agreenent so that if all of the
owners got together, they could roll Exxon. He said that the
ot her owners included BP, Chevron, Conoco Phillips, and probably
20 smal | er owners.

7:20: 30 PM

REPRESENTATI VE LYNN felt he was stating the obvious when he said
that it wouldn't nmake any difference who they went wth,
everybody would make less noney if Point Thonmson did not cone
in.

MR. PORTER confirnmed his statenment. The sooner they could bring
Poi nt Thonmson in, the better it would be for any project that
noved forward

7:21:57 PM

REPRESENTATI VE DOOGAN said, if by sone mracle the departnent
were to allow this plan of developnent to go forward, he
understood that the producers would have to delineate the field
better and then, according to the Alaska Ql and Gas
Conservation Conmi ssion (AOGCC), they would have to either
produce the gas liquids and the oil rimor denonstrate that they
could not, before they could start taking off gas and reducing
pressure in the field. He asked M. Porter what the timng would
be to take the oil off first and get to gas.

MR. PORTER responded that getting to the gas would be based on
drilling a few nore wells. Hypothetically, if Point Thonmson
owners started producing the unit 6 years from now, that would
be phase one and they would have a lot nore information. Even
before production, AOGCC would begin evaluating what they had
found, but once they were in production AOGCC would have a | ot
nore information about how much oil they could use, whether or
not they could even produce out of the oil rim how gas cycling
wor ked, and how rmuch of the condensates would be producible. At
that point they could begin to develop a tinme line, but that
would not start until the project started. So if they started
i mredi ately, Point Thomson [gas] could show up as early as first
gas or a few years after.

REPRESENTATI VE DOOGAN reiterated that even wunder best case
scenario they would barely make first gas, and it wasn't |ikely.

MR. PORTER agreed that it was possible but not Iikely.
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7:26:17 PM
CHAIR HUGA NS comented that the fundanmental question was
whet her it woul d be avail abl e for open season.

MR. PORTER said if the project noved forward, the owners of that
gas mght show up at open season and commt the gas; but a gas
commtnment is for 25 years, so even if they got in 2 or 3 years
|ate they would have to make that commtnment or they would have
to commt at the expansion |evel.

7:27:10 PM
REPRESENTATI VE ROSES paraphrased M. Porter’s testinony that if
they didn't bring Point Thomson on line it would drive the

tariffs up and the state woul d nmake | ess noney. Then he referred
to Exxon’s testinony about Point Thomson. They said it had cost
t hem about $500 million to obtain the information they had over
the years and to reach the point that they could put this plan
of devel opnent in place. If they were to |ose the |eases, since
much of that information was proprietary, whoever bought them
woul d have to spend a considerable amount of noney to get to
t hat point.

MR. PORTER deferred di scussion of that to DNR

REPRESENTATI VE ROSES felt it would be fair to assune there would
be sone cost to a new owner to acquire additional information.

MR. PORTER said they would have to acquire information from the
exi sting owners and then spend sone tine getting up to speed.

REPRESENTATI VE ROSES conti nued that whoever got those |eases and
had to drill for information would be entitled to the credits
the state gives for exploratory operations. So if Point Thonson
wasn’t on line and they had to go to those as yet undiscovered
reserves, the state would have to pay incentives to the
explorers for their drilling operations. That would nean even
nore | oss of revenue to the state in ternms of Point Thonson gas
not being committed by the current |ease hol ders.

MR. PORTER allowed that Representative Roses was correct in
terms of explorers; if soneone spent noney exploring a |ease
the state was going to pay for it and he thought that was what
t hey woul d want to have happen.

REPRESENTATI VE ROSES agreed, but maintained that when they

tal ked about the expense of not having Point Thonson gas
available, it included not only loss of tariff, but the nopney
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the state would have to pay for exploration incentives to get
back to the level they would be at if Point Thonson were not
“taken of f the map.”

MR. PORTER thought they would end up with sone increnental costs
on whoever came in wth Point Thonson. In terns of other
explorers, they would explore whether Point Thonson showed up or
not. So while there would probably be an increnental cost
associated wth Point Thonson he didn’t know what it woul d be.

7:30: 57 PM

SENATOR BUNDE said, because the stakeholders at Point Thomson
were in litigation they obviously could not book the reserves;
but they were also aimng at a noving target wwth regard to when
a pipeline would be avail able. He asked at what point they could
book the reserves if the producers and the adm nistration nade
piece, and if M. Porter could venture a guess as to what the
val ue to the producers woul d be when they booked those reserves.

MR. PORTER replied that he didn't have a clue; he was sorry but
it was not his field.

7:31:55 PM

SENATOR THERRI AULT conjectured that AOGCC would not be able to
give its blessing on an off-take rate for the first open season.
He asked if it was possible to bid for capacity on a reserve
t hat AOGCC had not *“blessed.”

MR. PORTER responded that he thought TransCanada only required
40 percent of the bid be identified reserves, so it would be
possible for the three majors to overbid Prudhoe.

SENATOR THERRI AULT felt a growing concern that Point Thonmson
would not be able to participate in the first open season,
because he didn’'t see how AOGCC could conme to an off-take
decision that quickly. If it were bid w thout AOGCC bl essing, it
seened that woul d be taken into consideration by the financiers.

MR. PORTER replied that AOGCC would not be a factor at open
season, but it would be in terns of what a risk-taker would be
willing to risk. If Point Thonmson owners believed they were at
| east 10 years out and m ght not have the Point Thonson | eases,
they might not factor that into their bid. If they believed they
had some chance of bringing that Point Thonmson gas into the
pi peline soon after first gas, they would show up and bid the
gas, even if AOGCC had not approved it. If they could I|ook
forward and feel confident that they would approve it, they
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would risk that in their bid. Wth regard to the financiers, if
Exxon, Conoco Phillips and BP canme forward and bid 4.5 b without
Poi nt Thonson, and conmmtted to 4.5 b over the next 25 years
wi th TransCanada, TransCanada would have a pipeline and could
finance it.

SENATOR THERRI AULT touched again on the question of whether any
new | essee would be starting from scratch with regard to down-
hol e technical information and said that was not true.

MR. PORTER interrupted that it would depend on who the |essees
wer e.

SENATOR THERRI AULT continued that it could be an existing |essee
who al ready had access to all of that information.

7:35:59 PM

SENATOR W ELECHOWSKI  went back to Senator Doogan’s tineline
regarding when the gas would be available. He noted that the
unit owners intended to pull 10,000 of the 5 or 6 mllion
barrels per day of condensate which, according to DNR s
cal cul ations, would take over 40 years at that rate. Based on
not getting started for 6 years, they would be |ooking at first
gas rolling out of Point Thonmson under Exxon’s current plan in
2054. So yes, they were promsing to develop just like they had
for the | ast 43 years.

SENATOR W ELECHOWSKI said that according to DNR s testinony in
Anchorage, the physics of the gas cycling as proposed by Exxon
didn"t work. He wondered if M. Porter had an opinion on DNR s
testi nony.

MR. PORTER maintained it was conpletely irrational for Exxon to
build a $1.2 billion facility and then cycle it for 40 years
producing only 10,000 barrels a day. He stressed this was a
phase 1 process; either it would work and they would expand it,
or it wouldn’t and they would go to gas bl owdown. What woul d not
happen woul d be 10,000 barrels a day for 40 years.

SENATOR W ELECHOWEKI said if this is the l|argest undevel oped
field in North America, and if the Superior Court affirnmed
Alaska in taking the |eases back, shouldn't they have producers
lining up to take those | eases?

MR. PORTER agreed it's worth a whole lot. That's why the
producers finally decided to nove forward.
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7:39: 54 PM

REPRESENTATI VE HAWKER fol | owed up on the Point Thonson testinony
in Anchorage. A great deal of it seenmed to be speculation by
duel i ng consultants over the proper way to devel op that reserve,

whet her they should do gas cycling or go straight to bl owdown,

and how they should deal with the oil rim The oil rimseened to
be a very critical factor and he couldn't understand how the
experts could have such widely differing opinions on how to dea

with it. As he understood it, there were two exploratory wells
that had gotten close to the oil rim and could provide tangible
information. One of those wells was solidly into the oil rim

the other well got into the mxing zone where the oil net the
gas liquids. That test well that was solidly into the oil rim
cane up at 18 API.

MR. PORTER interrupted that it was actually 11 APl and the well
in the mxing zone was 18 API.

REPRESENTATI VE HAVWKER confirnmed that the well in the rimwas 11
APl , very viscous, and the one in the mxing zone was 18. He
asked M. Porter to explain those nunbers to him

MR. PORTER said that those were the only two pieces of
i nformation avail able on that oil.

REPRESENTATI VE HAWKER asked if he was correct that the
adm nistrative consultant’s report, on which DNR based its own
proper plan of devel opnent, used 20.

MR. PORTER answered yes, that a debate was going on between the
consultant and AOGCC as to whether 11 API was truly a good
nunber. If it was a good nunber and the 18 API was a m xed
nunber, then 20 was probably not appropriate and they should
have used 11. He said the right nunber was somewhere in that
range, but they wouldn’t know for sure until they punched sone
nore holes. He added that they had used the term *discontinuous
oil rim” neaning it would be difficult to estimte how nuch oi
woul d conme out of that particular section of the reservoir.

7:44:52 PM
REPRESENTATI VE HAWKER asked if M. Porter could distill that
into layman’s terns and tell himwhat it nmeant.

MR. PORTER explained that if that was the only decision you had
to make, you would punch sone holes to see if you could produce
that oil rim If it was really that heavy, if it was 11 API
gravity even under high pressure, then the estimate of value to
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Poi nt Thonson, the anmount of oil you would need to produce, and
how nmany years you would need to produce it wuld go down
substantial ly.

REPRESENTATI VE HAWKER said this was one of his favorite topics
in these debates; the false precision of putting a chart on the
wal | and asking them to believe that what was up there was the
truth.

CHAIR HUGG NS asked M. Porter what he neant by "punching a
hol e and how nuch that would actually cost.

MR. PORTER said the problemwith these wells was that there were
very high pressure zones down below that required special
drilling equipnment and techniques that would greatly increase
the cost. He had heard figures from $80 nillion to $100 million
per well but could not really say how nuch it woul d cost.

7:47: 04 PM
REPRESENTATI VE SAMUELS said the way he understood it was that
the small scale cycling project was a good idea, but they

didn't' believe Exxon would do it. He asked if that was too
broad a sinplification of the situation.

MR. PORTER agreed that was fairly accurate. The problem was
believing Exxon would nove forward. He reiterated that, from a
contract standpoint, if you don't believe soneone, you set the
contract penalty structure accordingly. DNR tried inposing
penalties for not drilling, but Exxon just paid them and didn't
drill. DNR s stance was that they didn’'t need noney, they needed
a well. Exxon finally said they were ready to drill a well, but
DNR didn't trust them It created a catch 22 because the state
was basically saying to the court that they wanted out of the
contract because they didn't trust Exxon and, under the law, the
courts could not allow that to stand or it would nean a
sovereign could unilaterally junp out of any contract.

He summarized that DNR would eventually have to cone to the
table with the producers and solve the penalty problem He
believed and hoped that both parties wanted to conme to sone
agreenent; if they failed to so, the court could very easily
hol d against themon the unit term nation issue.

7:51:32 PM

REPRESENTATI VE GARA said they had been focusing on how Exxon was
supposed to devel op Point Thonson, but the bigger argunment was
that they didn’'t have all the information necessary to decide
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how it should be developed because Exxon had not done the
exploration they needed to do to provide that information. He
asked if that wasn’'t a strong part of our case. Exxon had a duty
to explore, so the problem was not so rmuch that they didn't nove
forward but that, they didn't perform the exploration they were
required to under the |eases.

MR. PORTER said that was true, but in the 23rd plan of
devel opnent, they proposed to do that. He stressed that under
contract law, the court wouldn’t | ook back at what they didn't
do in plans 1-21, only at what they were currently doing, and
they actually did what they were supposed to do in the 23rd
pl an.

REPRESENTATI VE GARA objected that the 23rd plan canme out after
the state had said “we’re not giving you any nore chances.” Up
to the 22nd plan they hadn’'t explored |like they were supposed
to, so the state said “tough we're not playing this gane any
nore.” After the state sued because they hadn’t followed through
on their obligations, Exxon nade another offer. He felt the
|atest plan wasn’'t binding because it was offered after the
state filed suit.

MR. PORTER corrected that the suit was kicked back into the
adm nistrative process, and the court didn't care what had
happened in plans 1 through 22. They cared about what was in the
23rd plan of devel opnent, which was a proposal to the court as a
solution to unit term nation

7:55:18 PM

CHAIR HUGA NS interrupted and advised those who wanted to
continue the conversation that M. Porter would be available
afterward. He asked M. Porter to wap up.

7:55: 33 PM

MR. PORTER said the key on this was in the owners’ hands. He
hoped they would be able to solve the problem with Exxon because
if they fought it like a battle, the state would lose. If DNR
approached the Point Thonmson Unit owners as a problem to be
solved, the state could win. He did not think the parties were
that far apart and was confident this was sol ubl e.

7:56: 49 PM

CHAIR HUGA NS thanked M. Porter for his insights and announced
that they would begin again with a new presenter at 8:00AM
shar p.
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CHAI R HUGGE NS adj ourned the neeting at 7:57:18 PM
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