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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
I icensee, under the Al aska Gasline Inducenent Act; and providing
for an effective date."
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HOUSE 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
I icensee, under the Al aska Gasline Inducenent Act; and providing
for an effective date."

HEARD AND HELD

PREVI QUS COW TTEE ACTI ON
Bl LL: SB3001

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

06/ 03/ 08 (S) READ THE FI RST TIME - REFERRALS
06/ 03/ 08 (S) ENR

06/ 03/ 08 (S) REPORT ON FI NDI NGS AND DETERM NATI ON
06/ 04/ 08 (S) ENR AT 10: 00 AM TERRY M LLER GYM

BI LL: HB3001
SHORT TITLE: APPROVI NG AG A LI CENSE
SPONSOR(s): RULES BY REQUEST OF THE GOVERNCR

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

06/ 03/ 08 (H) RLS

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

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

06/ 04/ 08 (H RLS AT 10: 00 AM TERRY M LLER GYM

W TNESS REG STER

BARRY PULLI AM Seni or Econom st

Econ One Research

Consul tant to the Legislative Budget and Audit Conm ttee (LB&A)
Al aska State Capitol

Juneau, AK

PCSI TI ON  STATEMENT: As LB&A consultant, gave a Power Point
presentation and answered questions during hearing on SB 3001
and HB 3001.

LESA ADAI R

Mise Stanci l

Consultant to the Legislative Budget and Audit Commttee
Al aska State Capitol

Juneau, AK
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PCSI TI ON  STATEMENT: As LB&A consultant, gave a Power Point
presentation and answered questions during hearing on SB 3001
and HB 3001.

JOHN NERI, Ph.D.

Benj am n Schl esi nger and Associ ates, Inc.

Consultant to the Legislative Budget and Audit Commttee

Al aska State Capitol

Juneau, AK

POSI TI ON  STATEMENT: As LB&A consultant, testified during
hearing on SB 3001 and HB 3001.

DAN DI CKI NSON, Consul t ant

Legi sl ative Budget and Audit Conmmttee

Al aska State Capitol

Juneau, AK

POSI TI ON  STATEMENT: As LB&A consultant, testified during
heari ng on SB 3001 and HB 3001.

ACTI ON NARRATI VE
CHAIR CHARLIE HUGEA NS called the joint neeting of the Senate

Special Conmittee on Energy and the House Rules Standing
Commttee to order at 10:03:09 AM

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

10: 03: 09 AM
CHAIR HUGE NS brought SB 3001 and HB 3001 before the comm ttees
for consideration.

SENATOR GREEN, President of the Senate, noted the new Senate
Special Commttee on Energy consists of nenbers of the Senate
Resources Standing Conmittee and the Senate Finance Conmittee.
During these joint neetings Senator Huggins would chair.

REPRESENTATI VE HARRI S, Speaker of the House, explained that he,
Representati ve Sanuel s, Representati ve Kerttul a, and
Representative Coghill, <chair of the House Rules Standing
Commttee, were representing the House Special Subcommttee on
AG A, the Al aska Gasline | nducenent Act.

CHAI R HUGGE NS announced that Representative Sanuels, who chairs

the Legislative Budget & Audit Commttee (LB&A or BUD), would be
the facilitator today.
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REPRESENTATI VE SAMUELS i nforned nenbers that three consultants -
Barry Pulliam Lesa Adair, and Dan Dickinson - would give
presentations today and tonorrow, followed by a roundtable
di scussion. He introduced the others: WIIliam Mgel, a Federal
Energy Regul atory Commi ssion (FERC) attorney, and Dr. John Neri
who was tasked with the ins and outs of rate making. He said
letters went out under his signature to TransCanada and the
admnistration that he didn't personally wite; a lot of
technical information and questions canme fromDr. Neri.

REPRESENTATI VE SAMJELS noted he has tried to stay at arms
length from the consultants. Questions have been relayed from
the legislature and other consultants, and the LB&A consultants
were asked to review certain subjects. He encouraged questions
during their presentations.

10: 09: 36 AM

BARRY PULLI AM Senior Econom st, Econ One Research, gave his
background, saying he has worked on oil and natural gas for 20
years. |In sone capacity, he has worked for or with the State of
Al aska for nost of that tine on behalf of the adm nistration and
the legislature, dealing with issues such as taxes, a gas |ine,
and royalties. He also works with other states; has worked with
the federal governnment on energy matters; and has worked for
private conpanies including producers, refiners, and pipelines.

MR. PULLI AM began his PowerPoint presentation titled "Conments

to Legislature on TransCanada Proposal"; a handout duplicated
t he slides. He noted he would discuss the proposed tariffs and
the related cost structure, inplications, and sensitivities
surroundi ng the assunptions. This would provide a foundation

when considering the presentations to follow

MR. PULLI AM paraphrased slide 1, which was |abeled "Wat Does
TransCanada Propose to Do?" and had the follow ng points:

- Construct and operate 1,700-mle, 48-inch pipeline
from North Slope to Alberta, with initial capacity
of 4.5 bcf/day, expandable to 5.9 bcf/day wth
addi ti on of conpression

- Conditioned on receiving sufficient firm
transportation conmtnents

- Pipeline wuld termnate at Boundary Lake on the

British Colunbia/A berta border, where it would
enter the "AECO Hub"
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- At AECO, shippers would arrange for extraction of
valuable NG&s (either from third parties or
t hr ough construction of own facilities).
"Residue" gas could be sold either in Canada or
shi pped to Lower 48.

- Construct and operate necessary Gas Treatnent Plant
("GIP"), if not undertaken by another party

- Provide pipeline access for LNG facility if demand
war r ant s

MR. PULLIAM said while the pipeline ultimtely would be

expandable to over 7 billion cubic feet a day (Bcf/day),
initially it would be expandable to about 5.9 Bcf/day just
t hrough conpression. The AECO Hub is an interconnection of

pi pelines, a center for nmarket activity and price formation that
is one of the nost active trading areas in North Anmeri ca.

REPRESENTATI VE SAMJELS added that the AECO Hub isn't a single
spot, but involves the entire province of Al berta.

10: 14: 34 AM
REPRESENTATI VE GARDNER asked: Is there adequate infrastructure
now to ship gas from AECO to Chicago if that is the market?

MR. PULLIAM replied while it mght not exist today, nost folks
anticipate sufficient infrastructure to nove the gas away from
Al berta by the tinme gas conmes on line, in 10 years or so. There
m ght need to be some expansion of existing lines, but it's
unlikely that there'd need to be a new line built to take all
this gas to the Lower 48. M. Adair would speak to that |ater.

MR. PULLI AM continued with slide 1, saying as the gas noves down

the pipeline it contains natural gas liquids (NG&s) that wll be
extracted, nost |ikely at AECO where the NG&-extraction
capacity is anticipated to be sufficient to handle gas from
Al aska. He believes those NGs w |l have significant value for

producers, shippers, and the State of Al aska. After extraction,
the "residue" gas that's left could be sold in Canada or shi pped
to the Lower 48.

10: 16: 48 AM

REPRESENTATI VE GUTTENBERG asked whether TransCanada assunes the
NGLs woul d be shipped or whether provisions allow those to be
extracted within Al aska.
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MR. PULLIAM replied he believes the assunption is that the
liquids would be shipped with the gas. VWile he didn't know of
any prohibition on in-state extraction, in large part the
infrastructure and capacity already exist in Al berta for that.
It may be the nost efficient to extract NGs in Alberta to get
t he hi ghest value for the state.

REPRESENTATI VE GUTTENBERG asked: Once the NG.s get to AECO
does a different authority control it or 1is it wunder the
shi ppers' contract?

MR. PULLIAM answered there are issues at AECO as to how NG.-
extraction rights are allocated. As the gas enters the pipeline
in Alaska and all the way down to AECO, the NG.s belong to the
shippers; it is up to them either to negotiate with folks who
have extraction facilities in AECO or to potentially build a
facility there thensel ves to extract the NGs.

REPRESENTATI VE GUTTENBERG surm sed there'd be no conflict in
taking the NG.s from Al berta into the Lower 48.

MR. PULLI AM gave his understanding that shippers bringing gas
into AECO typically don't nove NGs further; they sel
extraction rights in AECO and then the owners of the plants are
responsi ble for further shipping. It doesn't nean it couldn't
be done differently, through negotiation, keeping the NGs and
shi ppi ng them But it may make nore sense to have soneone el se
do the extraction in AECO and then have that entity pay for the
val ue of those NGLs.

REPRESENTATI VE SAMUELS asked: What percentage of the Prudhoe
Bay gas is NGs, and if those are taken in Alaska or in AECO
how nuch gas would be lost? And would it affect the financing
because the throughput woul d have dropped?

10: 19: 50 AM

MR. PULLIAM answered it is a relatively small percentage. The
question is where to get the nost val ue. If NGLs are taken out
of Al aska, they mnust be noved to narkets that consunme and pay
for them If NGs are extracted in Al aska, the quantity is nore
than could be used today in Alaska; they'd have to be noved out
of state in some form requiring a pipeline and/or marine
transportation. The expense would likely be greater than if the
NGs traveled in the pipe and then were extracted in Al berta.
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MR. PULLIAM in further response with respect to pulling out
propane at the Yukon River, opined that sonme NG&s could be
extracted for |ocal uses wthout causing problens down the I|ine.
The gas would have to be neasured as it gets to Canada to
determine its conposition. |f propane is pulled out in Al aska
sonme value will be pulled out; propane has a higher value on
average than the stream which is nostly nethane. Any anount
taken in Alaska for local wuse wouldn't likely danage the
econom cs associated with nmoving the gas to Alberta and doing
extraction there.

REPRESENTATI VE SAMJELS surm sed Al askans would use a relatively
smal | anmount of propane. He asked if a small enough plant could
be built to nmake it economcal to drop sone propane at the Yukon
River in order to help get energy to those living in Wstern
Al aska, knowi ng there'll be a transportation cost.

MR. PULLI AM deferred to Ms. Adair.

10: 23: 05 AM

LESA ADAIR, Miuse Stancil, indicated her conpany worked for LB&A
previously on this issue of in-state use. She said it boils
down the value of propane in Alaska relative to other places.
The capital cost of building a plant to extract liquids is nore
driven by how nuch gas nust be processed to extract the propane,
rat her than the anmount of propane that comes out.

M5. ADAIR noted the plant has to be big enough to handl e enough
gas to extract the propane. Those econom cs can work if sonmeone
is inmporting propane or hauling it a long distance. For
instance, they'd l|ooked at a couple of plants in northwestern
Al berta where bottled gas is highly profitable because the
product is inported today. She gave her feeling that it could
wor k, but said the econom cs hadn't been run on that case.

CHAIR HUGA NS highlighted in-state jobs that this industry wll
create instead of just exporting raw resources.

REPRESENTATI VE DOOGAN gave his understanding that the business
about NGL offtake is an econom c assunption, rather than a term
of the agreenent that the legislature is being asked to approve.
MR. PULLI AM affirmed that.

REPRESENTATI VE DOOGAN requested that such instances be clarified
during the presentation.
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10: 25: 31 AM

REPRESENTATI VE NEUMAN referred to the phrase "extraction of
val uabl e NG.s" on slide 1. He surmsed if TransCanada builds a
pi peline, that wll be a decision anong the producers,
TransCanada, and any industry that mght be attracted by Al aska
to cone build a plant to process NGS; nothing in AG A covers it
or says the NG&s wll be shipped outside, and so it |eaves open
the possibility for value-added products to be produced in
Al aska within this process.

MR. PULLIAM relayed his wunderstanding that nothing in AGQA

requires NG.s to be extracted at one place or another. Bef or e
the gas can be used in residential or industrial markets, NGs
will be extracted; they have val ue. He opined that the owners

of the NGs would nake a commercial decision as to where the
hi ghest val ue is.

REPRESENTATI VE NEUVAN asked: |If the state could attract soneone
to build a processing plant to extract butanes, propanes, and so
on - either for use in Alaska or to export - is there any hammer
so the state can have first-access rights to those NGAs?

MR. PULLIAM replied he wasn't aware of any, though it was a
little outside his field.

10: 27: 39 AM

SENATOR WAGONER asked if building a plant to extract propanes
and ethanes in Southcentral Al aska makes it nore economcally
f easi bl e. Surmsing the tariff would likely be lower than to
Al berta, he suggested if a spur line brings natural gas/nethane
into Southcentral anyway, it could ride in the sanme line with
propanes that aren't used in the Yukon.

MR. PULLIAM replied he hadn't nodeled that scenario. He gave
his sense that for the volune discussed, the pipe would be much
smaller that carries ethane or ethane and propane; there'd be
relatively high fixed costs over which to spread that snaller
vol une. Al so, once extracted in Alaska, it has to be turned
into a finished product, either for Al askan consunption - sone
of which can be done with propane - or else for export, the case
with ethane now. One nust add up all associated shipping costs
to see how it stacks up. Gven likely economes of scale, it
probably isn't as good from a net back-val ue standpoi nt.

M5. ADAIR agreed that was probably right. For downstream users,

particularly for ethane, one issue is that nopbst plants conpeting
economcally today are world-scale, huge facilities. Facilities
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in Alberta today wll need those ethanes. Mentioning sunk
costs, established markets, and takeaway capacity, she predicted
it would be costly to conpete. She opined that an economc
analysis would show it is nore cost-effective if those go to
Al berta to existing markets.

M5. ADAIR indicated there'll likely be a need to process gas
used in Al aska. Commercial economics nust be analyzed for
recovering ethane or letting it be sold as natural gas, which
happens on the U S. @l f Coast, depending on relative prices for
t hose.

M5. ADAIR also nentioned bottled gas mnarkets locally for
propane; suggested butanes and pentanes can be used for gasoline
bl ending in Alaska; and said |iquids can be spiked back into the
pi peline, for exanple, if there isn't a market in the Yukon for
sone of those heavier |iquids. She said it's nore efficient to
nove everything under one system than to build multiple systens
to transport products.

SENATOR THOVAS asked: Ri ght now, what is the best use of that
gas economcally? Wuld it be used in the tar sands, for
exanple, or go to the Mdwest for heating and power generation?

MR. PULLIAM replied if it comes down the pipeline into Al berta
it may be used in a conbination of ways, locally in Al berta in
the tar sands and also noving into the Lower 48. Physically, it

Wil 1increase the Wstern Canada gas supply, which has been
declining; that supply is used in Canada and the surplus is
exported to the Lower 48. Effectively, Alaska's gas wll be
exported to the Lower 48; the economcs wll be a Lower 48

net back. Physically, a lot of it may be used in Canada.

10: 33: 32 AM

REPRESENTATI VE SAMJELS asked if on pure econonmics, naximzing
value to its sharehol ders, TransCanada doesn't care if NGs are
taken off in AECO or shipped to Chicago, but if sone is taken at
the Yukon River there'll be a Ilittle less gas and thus a
slightly higher tariff per unit.

MR. PULLIAM replied he believes it largely is accurate that
TransCanada doesn't have an interest in gas processing or NG
extraction, which will be performed by sonebody else; it isn't a
service that conpany provides now. Agreeing that if the NGs
were extracted in Al aska the volunmes would decline a little, he
poi nted out that they'd have to conme from anot her source, either
t hrough qui cker production or gas comng fromother fields.
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REPRESENTATI VE SAMUELS request ed confirmation t hat t he
TransCanada proposal has an in-state tariff which would apply to
propane dropped out at the river and that a little would be
saved on the tariff, since it wouldn't be the Alberta tariff.

MR, PULLI AM affirned that.

10: 35: 35 AM

CHAIR HUGE NS asked if anything in AGA or in TransCanada's
proposal nodifies the state's flexibility with respect to its
royalty share.

MR. PULLIAM replied not that he was aware of. Returning to the
slide, he noted TransCanada proposes to construct and operate a
gas treatnment plant (GIP) if that isn't undertaken by another
party. He said it seens fairly clear in the proposal that
TransCanada' s preference is for soneone else to do that.

10: 36: 30 AM

REPRESENTATI VE GARDNER asked how access pricing and processing
costs are calcul ated, whether that is regulated, and if there is
any way it could inpede new explorers wanting to get into the
GIP. She al so asked who owns the gas.

MR. PULLI AM answered first about GIP access. He said
TransCanada's proposal envisions the GIP as a regulated
facility. There'd be a regulated cost-of-service tariff,
al though there nmay be issues, depending on who builds it, as to
how that regulation is applied. Noting this is outside his
field and deals with FERC policies, he surmsed it would be a
regulated facility if integrated with the pipe, but he wasn't
sure what access issues would exist if it were built by the
producers and operated separately.

MR.  PULLIAM highlighted the inportance of considering this,
since the GIP is integral to getting the gas to narket. | f
exploration is a key activity to encourage, he said, then being
able to get gas into the GIP or to expand the GIP in sone way
will be inportant.

MR, PULLIAM turned to who owns the gas, saying that is a |egal
guestion best answered by one of the state's attorneys; he is an
econom st . He offered his lay understanding that the gas has
been | eased to the producers, which have ownership rights to it.
The state gets a royalty portion and al so has soverei gn capacity
and the ability to tax the gas as it is extracted.
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REPRESENTATI VE SAMJELS advised nenbers that tonorrow the
question involving the GIP wuld be addressed during the
roundt abl e di scussi on. He said the point of AGA is to ensure
access. If the GIP is a bottleneck, he surmsed FERC will get
i nvolved. He posed a scenario in which an expansion would drive
the tariff up and he owned the GIP at Prudhoe Bay; he asked why
he woul d expand it, costing himnore with respect to the tariff.

10:41: 12 AM

SENATOR THERRI AULT told nenbers |ast week he was surprised to
hear that Asian gas systens burn a higher-Btu-content gas.
Selling into that market and getting the higher price requires
that blend, and Alaska's gas streamis right about at what they
need. |If that happens, there'd be no ability to strip out |arge
quantities of gas liquids either to sell to a separate nmarket or
to use in Alaska. He asked if M. Pulliam agreed.

MR. PULLI AM concurred, saying if gas is to be sent to the Far

East in the form of liquefied natural gas (LNG, it will be for
i ndustrial uses. They can handle gas that is relatively rich
with the NG&s still in it, and contracts are typically witten

for a relatively rich stream Assuming that Alaska's gas is
exported to the Far East in conformty with how it's typically
done there, it would nean relatively few NGs taken out of the
gas before it's shi pped.

MR, PULLI AM pointed out in North America it works differently.
For safety reasons, NGs need to be stripped out before the gas
is used comercially for industrial or residential purposes.
Al so, NG.s have trenendous value in today's narket and future
projections. They have to be stripped out if they stay in North
America, which involves a separate sale. If the gas is sent to
the Far East under the kind of terns in place now, a relatively
smal | amount of NG.s coul d be taken out prior to that.

10: 44: 34 AM

REPRESENTATI VE JOULE recalled hearing for a long tinme how hungry
the country is for Alaska's gas. He asked: |If sonme of this gas
will be used in the tar sands and sonme in the Canadi an market,
how much will really be used in the Lower 48? Also, he said
part of the argunent against an all-Al aska gas pipeline to get
to the Asian market is that the congressional delegation will be

upset. He noted this gets into a larger political arena.

MR. PULLI AM responded that the gas would be sent via pipeline to
Al berta, where it would connect with an existing system taking
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gas to the U. S In Alberta, all that gas gets com ngled. A
particular nolecule cannot be attributed to Al aska or Canada
physi cal ly, although it can be through accounti ng.

MR. PULLI AM said today Wstern Canada exports gas to the U S
If Alaska's gas connects into that, it increases the supply
there and effectively pushes the gas into the U S As |long as
Canada exports nore than 4.5 Bcf/day, the addition of Al aska's
gas effectively noves it into the Lower 48, in his opinion,
since if Alaska's physical gas is used in Canada, it pushes
Canadi an gas into the Lower 48.

REPRESENTATI VE LeDOUX asked: How do we know Canada would
continue to export gas to the U S. if there were a gas shortage
i n Canada?

MR. PULLIAM surmsed if Canadian production got so |ow that
there wasn't anything left to export, the gas would be used
there. However, all projections he's seen show Canada exporting
gas for a long tine, although those exports are declining as
production in Canada has declined and usage there has risen.

MR. PULLI AM added that the Canadian and U S. narkets for gas are
tied together as one larger market; that's different from
el sewhere in the world today. They are tied by an extensive
system of pipelines that have operated for sone time to nove gas
from Canada into the U S. That is expected to continue for the
foreseeabl e future.

M5. ADAIR noted her presentation would address sone of this.

REPRESENTATI VE SAMUJELS remarked that setting aside political
concerns - including federal |oan guarantees and what Congress
thinks - if Alaska sold its gas to the tar sands and got the
best price there because of not having to pay the tariff to
Chi cago, the state wouldn't care economcally.

MR. PULLI AM replied he thought that was correct. To the extent
the federal governnent allows Alaska to do what it wants wth
the gas, seeking the highest netback nakes sense. As a
practical and economc matter, if the gas connects into a grid
in Canada, it effectively noves gas into the Lower 48,
regardl ess of whether it's the sane physical gas. He gave his
understanding from discussions with the U S. Departnment of
Energy (DOE) and others in the federal governnent that they'd
view it the same way - not as an export to Canada, but as
facilitating the novenent of nore gas into the U S.
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10: 51: 38 AM

SENATOR THERRI AULT enphasi zed that the shorter the distance, the
hi gher the netback to the state. |If Al aska can sell to a closer
market, it's advantageous in the long term He requested to
hear at sone point about the original congressional |anguage or
the treaty between the U S. and Canada as far as anticipating
where the gas would ultimately be delivered and whether there is
a commtnent or requirenent that a certain nunber of nolecules
make it across the border.

REPRESENTATI VE SAMUELS replied if they cannot get the answer in
the next two days, they'll task sonebody with getting it during

t he special session. It is a good point as to whether Congress
requires the gas to get to the US.; sone rules for the
$18 billion in | oan guarantees haven't been witten yet.

REPRESENTATI VE SAMUELS enphasi zed that TransCanada's proposal
has suggestions, not requirenents, on how the conpany would
structure those; it wll depend on Congress. Al t hough sone
won't be answerable, there can be research on what has been done
so far and whether rules say certain nolecules or a certain
anount of extra gas nust go sonewhere in particular and not end
up in Canada's tar sands.

10: 53: 12 AM

MR. PULLIAM turned to the last point on slide 1, saying
TransCanada proposes to provide pipeline access for an LNG
facility if demand warrants - if, when an open season is held,
there is sufficient demand for a pipeline into Southcentral
Al aska or Valdez to build an LNG facility.

REPRESENTATI VE SAMUELS suggested saving the followng for the
roundtabl e discussion, since FERC and rate naking would be

i nvol ved. He posed a scenario with an open season in which
sonmebody bids 2 Bcf/day for LNG which wouldn't | eave enough gas
to build the across-Canada pipeline. He asked who would

determne in the open season which bid to take.

MR. PULLIAM answered in part, saying if there were an open
season with such demand for in-state use, he believes it would
cause TransCanada to | ook at whether it would build the rest of
the line or what nmakes the npst sense. Typically, a conpany
woul d rank conmitnments in terns of the present value of those in
an open season and then allocate them based on what gives the
hi ghest val ue overal l
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REPRESENTATI VE SAMJELS asked who would have that say - the
state, the federal governnent, or the pipeline conpany.

MR. PULLIAM gave his sense that it's a process the pipeline
conpany woul d go through

10: 56: 32 AM
MR. PULLI AM paraphrased slide 2, the second on what TransCanada
proposes to do, which said:

Ofer tariffs reflecting:
- 20, 25 and 30 year firmtransportati on conmtnents

- Recourse and Negotiated Rates (Al aska); Negotiated
Rat es (Canada)

- Capital Structure of 70% debt/30% equity (recourse),
75% debt/ 25% equity (negoti at ed)

- Equity return floating at 965 basis points above 10-
year T-bonds

- 100% cost recovery (3.5 MvBtu/ day and above)

MR.  PULLI AM added that TransCanada proposes tw types of
tariffs: 1) a recourse rate, a traditional cost-of-service rate
that is required by AGA and 2) a negotiated rate, which is
something the parties sit down and cone to agreenment about.
Both woul d be addressed later. Consistent with the requirenents
of A A, TransCanada is offering the capital structure set forth
above; the negotiated rates are for when the pipeline cones into
operation, when there'd be a little higher debt ratio.

MR. PULLIAM noted the equity return is a little different from

other U S. pipelines. It wuld float year to year at 965 basis
poi nts above 10-year Treasury bonds ("T-bonds"); this equals
9.65 percent interest. If T-bonds are at 5 percent, the tota

woul d be 14.65 percent.

REPRESENTATI VE SAMUELS recalled during the session M. Porter
had | ooked back at the rate of return (ROR) for 10-year T-bonds,
finding the floating rate of return went from 14 percent to the
m d- 20s. He asked M. Pulliam if he'd run a calculation
conparing that and whether he could confirm that the ROR could
go that high
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MR. PULLI AM i ndicated he'd show cal culations |ater. Turning to
the final point on the slide, he said TransCanada's tariffs
woul d reflect 100 percent cost recovery, neaning those shipping
on the pipeline would be expected to pay ultimately for the ful
cost of constructing and financing the pipe, as well as the
associ ated operating costs. TransCanada is offering to build as
Il ong as commtnents are greater than the anpbunt shown.

10: 59: 45 AM
MR.  PULLIAM addressed slide 3, the third slide on what
TransCanada proposes, which had the foll ow ng points:

- Assess nmarket denmand for expansion every two years
t hr ough non- bi ndi ng open seasons

- Ofer rolled-in rates for expansions, subject to
ceiling of 115%of initial tariff

- Provide mnimumof 5 in-state delivery points, using
di st ance-sensitive rates

MR. PULLI AM noted these are consistent with AG A The second
point nmeans if the cost of expansion would drive up the initia
rates by |less than 15 percent once expansion costs are factored
in, then those rates would be included in everyone's tariff,
including the tariff for those that comrmitted in the initial
open season. It may drive rates down as well by putting nore
gas in there, but rolled-in treatnment would be used at |east up
to the 115 percent ceiling. He would show an exanple |ater.

REPRESENTATI VE SAMUELS posed a question for M. Pulliam and
Dr. Neri when that tinme cones: Can that nunber be negotiated
away ?

REPRESENTATI VE CRAWORD inquired about the difference between
bi ndi ng and nonbi ndi ng open seasons.

MR. PULLI AM answered that a nonbinding open season is one in
which the conpany solicits interest in transportation, rather
than requiring soneone to sign up at that point. In a binding
open season, if soneone responds to a solicitation and it is
accepted, that is binding and the party would then be expected
to sign a firmtransportation (FT) commtnent.

MR. PULLIAM in further response, relayed his understandi ng that
it would be up to TransCanada to conduct the proceeding. But
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explorers or potential shippers would be the ones to respond and
say what type of capacity they'd |like and so forth.

REPRESENTATI VE CRAWORD asked whether TransCanada could respond
by sayi ng no.

MR. PULLIAM said he wasn't sure, but they have to conduct it.
He gave his understanding that if the demand is there and people
are wlling to pay the cost of the proposed tariffs, they'd be
required to go forward.

SENATOR W ELECHOWSKI asked how it works. For instance, does the
open season have to be for gas to Alberta or Valdez, or can it
be for gas to anywhere?

11: 04: 08 AM

JOHN NERI, Ph.D., Benjamn Schlesinger and Associates, Inc.,
gave his understanding that this is once the pipeline has been
construct ed. If the pipeline is from Prudhoe Bay to Al berta,
the points would have been defined already and the nonbinding
open season woul d be the pipeline's way of finding interest from
shippers as to whether it should expand the system I f, over
the years, there are internediate receipt or delivery points, it
gets a little nore conplicated and there m ght be open seasons
for those points.

11: 05: 10 AM

REPRESENTATI VE FAI RCLOUGH asked: If it can't exceed 115 percent
of the cost in determining access to the line, is there an
inflation-proof factor for construction, or wll inflation eat

it up so there is no | onger an assessnent of the narket?

MR. PULLIAM offered his wunderstanding that if they couldn't
expand wthin the 115 percent cap, they wouldn't be required to
offer rolled-in treatnment for an expansion. An expansion could
still take place, but it would bear whatever incremental costs
were associated with it.

REPRESENTATI VE FAI RCLOUGH expressed concern, saying it limts
access to the line if someone has to pay the entire expansion
cost but inflation for <construction isn't factored into a
baseline tariff.

REPRESENTATI VE LeDOUX asked if anyone could answer definitively.

MR. PULLI AM suggested sonmeone from the adm nistration probably
coul d.
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11: 07: 57 AM

SENATOR ELTON highlighted the second point on slide 3, "Ofer
rolled-in rates for expansions, subject to ceiling of 115% of
initial tariff.” He asked if TransCanada is required to do so.

MR. PULLIAM affirmed that, noting the 115 percent ceiling is
required by AGQ A

SENATOR THERRI AULT gave his wunderstanding that the rolled-in
rates, the 115 percent cap, and the ROR nust be sanctioned by
FERC. TransCanada hopes for a 14 percent ROR, the producers or

whoever ships on the line will negotiate that rate down, which
is in the state's best interests because the netback would go
up. He recalled that the FERC |anguage says there can be

rolled-in rates, but not to the point of subsidization, a point
FERC det er m nes.

SENATOR THERRI AULT also recalled that the state required that
TransCanada propose in its application that it is willing to do

rolled-in rates up to 115 percent. But until it goes to FERC
it isnt known if FERC will set that cap at 105 percent, for
i nst ance. He requested discussion about what the state asked

for, what TransCanada proposed, and FERC s role in this.

MR. PULLI AM opined that it's under the control of the regulators
and that FERC said there'll be a presunption that rolled-in
treatnent is appropriate for expansions; this doesn't nean it
has ceded control or oversight, however, since FERC is the
ultimate arbiter of what is required. He suggested FERC s role
in the process mght be different in the context of a recourse
rate versus a negotiated rate.

11:11: 35 AM

DAN DI CKI NSON added that the administration, in several places
in the findings, pointed out that the State of Alaska could be
anong the parties that appeal, saying it should be 500 basis
points, for instance. The state isn't bound by this plan and
coul d be appealing those nunbers along wth the shippers.

MR. PULLIAM turned to the final point on slide 3. He said it's
consistent with AG A that TransCanada is offering to provide a
m ni mum of five in-state delivery points and to offer tariffs on
a distance-sensitive basis. An exanple of how such rates work
woul d be shown, but it neans tariffs for novenent in Al aska
woul d be related to mleage and woul d be | ower than for novenent
out side of the state.
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SENATOR W ELECHOWSKI asked whether there'd be a "postage stanp”
rate for all of Alaska, so if there are five offtake points
they'd have the sane rate, even if one required 100 mles of in-
state line and the other required 700 m|es.

MR. PULLIAM affirmed that. He said the rate is cal cul ated based
on the average delivery cost for all those |ocations.

11:13: 10 AM

REPRESENTATI VE KELLY returned to rolled-in rates. Interpreting
M. Pulliams remarks about the 115 percent cap to nean the
i ncrenental shipper has to pick it all up, he asked: |Is it not

the case that it's rolled in up to the 115 percent constraint
and then the delta above that the increnmental shipper picks up
at 100 percent, instead of the whol e deal being off?

MR. PULLI AM said he wasn't sure if the entire increnent would be
pi cked up or it would just be the anmbunt above 115 percent.

REPRESENTATI VE KELLY asked M. Pulliam to get back on that. He
also asked about inflation, surmsing the 115 percent is
strictly in nomnal dollars.

MR. PULLI AM gave his understanding that it would be the rate
that woul d be expressed in nom nal dollars.

MR. DI CKINSON added that the first series of expansions, as
noted on the previous slide, will probably Iower the rates for
everyone. The rolled-in rates occur |ater, when looping is
required. It won't be going from a base. Inflation may or may
not eat it up, and there will be nore overhead than 15 percent.

11:15: 09 AM

REPRESENTATI VE FAI RCLOUGH focused on distance-sensitive rates,
aski ng what happens with respect to Alaska's offtake in relation
to the rate for going through Canada, because there's less to
noneti ze going through that line for capital construction costs.

MR. PULLIAM replied that the cost is spread out for all novenent
of gas throughout Al aska, whether it's going to the border or to
| ocations in Al aska. Then the cost is allocated based on the
m | eage and the volune to those different |ocations.

REPRESENTATI VE FAIRCLOUGH offered that the nore gas that is
taken off in Alaska for in-state use, the higher the tariff rate
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will be because there will be less to nonetize going to narket
t hrough Canada.

MR. PULLI AM said that's what he anti ci pates.

11:15: 58 AM

REPRESENTATI VE W LSON gave her understanding from neetings in
Anchorage that it would depend on how far the gas has already
cone down the pipeline. She interpreted M. Pulliams remarks
to mean that if there is only one offtake point and they pay $3,
and then two years later a new offtake point is added nuch
farther down the line, it still would be added together so that
the tariff for the first offtake point would go up

MR. PULLI AM responded if that occurred after the initial offtake
points were set, he wasn't sure if it wuld lead to two
different rates or would all get rolled into one. He said he
didn'"t know if it would change the overall in-state rate and
didn't believe the proposal specified how that woul d worKk.

11:18: 00 AM
REPRESENTATI VE GARDNER said the tariff rate is set for the
ori gi nal shi ppers; over time, expansi on  shi ppers, usi ng

conpressi on expansion, bring down the rate for everyone. So the
| ast new shipper using the rolled-in rate starts out at the
| onest potential rate. Then new expansion shippers cone in and
| ooping is required. For the 115 percent ceiling for the | ast
of the expansion shippers before the |ooping rates, she asked if
that's 115 percent of the I|owest possible rate or if the
expansi on shippers would experience a new tariff that has a
ceiling of 115 percent of what the original shippers paid, the
hi ghest rate to date.

MR. PULLIAM replied it's 115 percent of the initial rates, to
hi s under st andi ng.

REPRESENTATI VE GARDNER surnised the expansion shippers would
experience an increase that could be significantly nore than
they' d signed up for.

MR. PULLIAM said it could be; that's his understandi ng.

11:19: 33 AM
REPRESENTATI VE LeDOUX referred to Representative WIlson's
gquestion about in-state delivery points. She asked: If there

isn't anything in the proposal to cover that, should there be?
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MR. PULLIAM replied nothing he sees in the proposal addresses
the specific question. He indicated it mght be helpful to
include that if a license is issued. Also, there is a
regul atory backstop, since FERC will look at it and ask whether
it's a reasonable treatnment if there's any anbiguity. If the
desire is to lock it in up front, though, that could be done.

11: 20: 56 AM
REPRESENTATI VE SAMUELS posed a question for all the consultants
| at er: WIl the entire 115 percent evolve around how FERC

interprets the word "subsidization"? For instance, if BP is
paying $3.00 as a tariff, with the potential risk that it wll
go to $3.45 - billions over the life of the project - is it
subsi di zati on?

REPRESENTATI VE SAMJELS followed wup on Senator Therriault's

coments, saying FERC will|l determ ne this. As he recalled, the
shi ppers when they take FT conmitnents could argue their
economc interests before FERC but AG A requires that
TransCanada ask for this and then the state can go with what it
believes is in its best interest for the tariff. He added t hat
the mandate from Congress which |eaned towards rolled-in tariffs
and expanding the basin will play into it sonmehow, but a roonfu

of lawers at FERC will determ ne that.

MR. PULLIAM indicated later this would be addressed sonewhat.
He turned to slide 4, a proposed tineline assumng a license is
awarded in April 2008. Since it wasn't awarded then, he said
the timng would nove back accordingly unless there are places
where TransCanada believes it can nmake up for that.

MR. PULLIAM said the initial open season is envisioned 18 nonths
after the license is awarded, Septenber 2009 on this tineline.
If it's successful, FERC filings would be in place for the
certificate of public convenience and necessity, he indicated,
which would ultimately allow TransCanada to begin construction.

MR. PULLIAM noted the anticipated FERC response is in April
2013, wth project sanction at the beginning of 2014, which

starts the construction process. This takes the project to
early 2018, although initial gas is shown on this tineline for
Novenber 2017. He pointed out that the admnistration's

findings include different assunptions for timng and generally
see this schedule as optimstic, predicting instead that first
gas will be about 2020.

11:25: 19 AM
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REPRESENTATI VE CRAWORD told nenbers how extrenmely irritated he
feels that it takes four years to get FERC approval, but two
years to build it. Saying America needs this gas, he suggested
focusi ng on getting expedited FERC approval .

SENATOR W ELECHOWEKI asked whether FERC woul d expedite this and
where the holdup is that would cause a three-year delay, to
2020, in getting the gas on line.

MR. PULLIAM gave his assessnent that FERC is conmitted to
expediting it and is charged by Congress with doing so, which
FERC takes seriously; later in the nonth soneone from FERC woul d
address those issues. One delay relates to the ability to do
work in the summertinme. This requires phasing, and the tineline
on the slide is based on getting a license in April 2008 so work
can start in the summer. |If the license is issued at the end of
sumer, it pushes work back a year. He said the adm nistration
could better explain other delays, since they'd |ooked at all
the regul atory and constructi on phases.

11: 28: 21 AM
MR. PULLI AM showed slide 5, "Wat Does TransCanada Ask From the
St at e?" It had the following points, along with a chart under

the third bullet point that showed anmounts budgeted, the state
rei nbursenent, and the rei nbursenent percentages:

- License
- Follow through on State conm tnents under AG A

- State Contri bution of $500 mllion t owar d
devel opnent cost of pipeline

- Not to be included in tariff rate base

REPRESENTATI VE GARA returned to slide 4, surmsing a four-year
FERC approval process also would apply to any other proposal
i ncl udi ng one fromthe producers.

MR. PULLIAM replied he wasn't aware of anything in the FERC
approval process specific to just TransCanada or the producers.

MR. NERI added that FERC approvals for pipelines in the Lower 48
typically take 24 nonths or |ess. He wasn't certain why it
m ght be 48 nonths for this proposal, although it is a |arge
project wi th unique circunstances.
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11: 29: 58 AM
REPRESENTATI VE LeDOUX asked about the state |icense versus what
is issued from FERC

MR. DI CKINSON explained that FERC issues a certificate, a
critical step in building a pipeline. But the state has now
defined its license, a copy of which can be found on the
website; it is distinct fromwhat FERC does.

REPRESENTATI VE LeDOUX asked whether that neans the producers
can't do anything without a state |icense.

MR DICKINSON replied the license refers to three docunents:
AG A, the request for applications (RFA) put out as a
consequence of AGQ A, and the application. He indicated the
conm ssi oner of the Departnment of Revenue (DOR) had said nothing
in the license prevents anyone from doing the sane things
wi thout it. The license grants certain benefits to whoever
holds it, and it is a one-tinme deal for one conpany.

REPRESENTATI VE LeDOUX suggested it equates to the $500 mllion.

MR. DI CKINSON agreed that's the nobst visible aspect, but said
other things are being granted. He nentioned a coordi nator.

AN UNI DENTI FI ED SPEAKER nenti oned trebl e damages.

11:32: 41 AM

REPRESENTATI VE HAWKER asked whether Canada's regulatory agency
woul d be involved and might conplicate this tineline or whether
that is enconpassed in the FERC tineline.

MR.  PULLIAM answered that this chart cane from TransCanada's
proposal, and he believes it enconpasses a generic |abel of
FERC. Wiile this is ongoing, though, the sanme process would
have to be going on with Canada's National Energy Board ( NEB)

AN UNI DENTI FI ED  SPEAKER  asked whet her t he regul atory
interrelationship would be discussed | ater.

MR. PULLI AM agreed it could be tal ked about.

11: 33: 43 AM

REPRESENTATI VE W LSON asked: If the state gives a license to
TransCanada, doesn't the treble damages provision nean the state
couldn't give a license to anyone el se?
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MR. DICKINSON opined that the treble damages provision is
triggered by a paynent of nobney, presumably the $500 million or
favorable treatnent with respect to the royalty or tax, although
he couldn't recall the exact | anguage. There is a process to
award one license, which is now before the |egislature. If it
fails, there may be another process to bring up another |icense,
but he didn't believe it was anticipated that a second live
i cense woul d be issued.

REPRESENTATI VE W LSON gave her understanding that if the state
assi sted anyone el se, the treble damages provision would apply.

MR. DI CKINSON replied there are caveats. If at sone point the
project is found to be uneconomc and both parties nutually
wi thdraw, there'd be no treble damages. The treble damages

would only occur if, say, one party thought it was uneconomc
but the other didn't; then it mght be asked whether the state
was doi ng sonmething with another party.

MR. DI CKI NSON suggested | ooking at the |anguage defining treble
damages, noting there are two clauses: one that triggers it and
one that defines the anpbunt. Those don't use the sane words and
therefore m ght cause |egal debate. He opined that assistance
particul arly nonexcl usive assistance, wouldn't trigger it.

SENATOR STEVENS asked if the treble damages are for the anount
of noney expended or include | oss of revenue.

MR. DI CKINSON proposed |ooking carefully at the statute and
getting a legal opinion. He said the words are anbi guous to him
as a |ayperson. He recalled last week in Anchorage the
Department of Natural Resources (DNR) conm ssioner, who isn't an
attorney either, defined the treble damages as neasured by what
is left over after reinbursenent.

MR. DI CKI NSON hi ghlighted slide 5. He said the comm ssioner's
interpretation was that the naximum treble danages would be

three times $111 mllion, or $333 mllion. However, others
would say it's three times the total spent, closer to $2.4
billion. There is some question as to whether it's three tines

on top of what has already been paid or the total paynent.

11: 37: 25 AM

MR. PULLI AM expl ai ned the chart under the third bullet point of
slide 5, saying the state's contribution of $500 is sonething
TransCanada's proposal asked for; AQ A has provisions on that
contribution, including how nuch can occur prior to the open
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season, during the certification period, at least as a
percentage. Wat is shown on the slide is from an anmendnent to
TransCanada's proposal as to how those dollars would be spent.

MR. PULLI AM noted about $82 nmillion is budgeted through the open
season, wth the state reinbursing 50 percent; to get to the

certification TransCanada anticipates another $528.7 mllion,
with the state reinbursing $458.8 million. That's about
87 percent, whereas AG A calls for 90 percent - |ess because the

$500 mllion cap is reached during that tine. Overal |, through
the certification period, the proposed budget is about $611
mllion, with the state contributing $500 mllion, about 82
per cent .

MR. PULLIAM said about $29 billion is estimted all the way
t hrough construction; the state's $500 mllion contribution
woul d be about 2 percent of that. The $500 million cannot be
included in the rate base, which is worth about 5 cents per
MVBtu on the tariff. Exanples would be shown |ater.

CHAIR HUGE NS requested confirmation that AG A requires
TransCanada to go to certification, but not build the pipeline.

MR. PULLI AM affirned that.

SENATOR ELTON referred to presentations by the state's reviewers
of the license application, recalling they' d suggested that the
$500 million affects the tariff assessed afterwards and that if
there is a successful project, the anobunt will actually be an
i nvestment which returns dollars |ater.

MR. PULLIAM agreed it certainly is an investnent. He said the
guestion is what the return will be. Part of what the state is
doing is buying down the tariff for all shippers, about 5 cents
per MVBt u. The state has a fairly large percentage of the gas
"pie" with its royalty and taxes, particularly at projected

price levels; it will get a big piece back in tariffs. Al so, as
with any investnent, this is making a bet, taking sone risk in
return for a lower tariff and with the hope that it wll help

nove the process al ong.

11:42: 08 AM

SENATOR THERRI AULT recal l ed hearing |ast week that the expected
tariff reduction is 6 cents. He asked about the difference,
saying the 5 cents is at $1.2 billion and so that penny is
meani ngf ul . He al so expressed concern that sone fol ks believe
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the state will wite a check for $500 million the day after the
license is issued, though that's not how the | aw worKks.

MR. PULLI AM opined that the difference between the 5 cents he'd
guoted - which is based on TransCanada's estimate - and the
admnistration's 6 cents is fromusing different cost levels for
the pipeline and a |onger construction period, which results in
a little higher savings but on a higher tariff. As to the
second point, he agreed a check wouldn't be witten right away;
these would be matching funds provided after review of the
expendi tures, to his understandi ng.

SENATOR CGREEN asked: If the $500 million makes a 5-cent or 6-
cent difference and the state sees it all invested early on, up
to 82 percent of the investnment total preconstruction, wouldn't
it make the sane difference if that $500 mllion were extended
out over, say, only up to 50 percent throughout the process
until the state reached its $500 mllion?

MR. PULLI AM answered that it should have a little larger effect

earlier in the process. In calculating tariffs, a pipeline is
entitled to an allowance for funds wused during construction
(AFUDC), which is like interest on nobney invested. To the

extent that the state defers earlier dollars, it actually would
have a little nore inpact on the tariff savings.

SENATOR GREEN said she wants assurance that the pipeline wll
get built as the state invests its $500 mllion.

SENATOR BUNDE asked: Could AG A have required the building of a
pi pel i ne?

MR.  PULLIAM replied he wasn't sure. As things normally
progress, a conpany goes to FERC for certification after getting
coommitnments to ship gas. If FERC provides the necessary

certificate, it would be in the pipeline's interest to go ahead
if it has those conm tnents.

11:46: 14 AM

REPRESENTATI VE LeDOUX suggested if this gets all the way through
the certification process, FERC could say this is a go, the
commitments could exist, and the $500 mllion could already be
pai d. She asked whether TransCanada could decide not to do it
because it doesn't seem econom cally viable.

MR. DI CKI NSON answered that TransCanada nay have that |egal and
technical ability. Practically, though, if binding shipping
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commi t ment s exi st and TransCanada has obt ai ned FERC
certification under the terms of AQA it seenms unlikely to
deci de agai nst proceeding unless there are sonme extraordinary
conditions on the certificate. There is an out if TransCanada
nmeets the criteria for proving it's uneconomc, though at that
point it would be pretty hard to do so. Al so, the state could
challenge it, if it were obviously economcally viable, and say
t he conpany needed to proceed.

MR DICKINSON noted if there is a failed open season and
comm tnents don't exist, however, TransCanada would be applying
for a certificate and paying 10 cents on every dollar - with the

state putting out 90 cents - wthout much hope of a return.
TransCanada will want to find custoners. If so, it will likely
get a certificate. But having a certificate doesn't find

custoners, the gas shippers who use the transportation service.

REPRESENTATI VE LeDOUX gave her understanding, t hen, t hat
TransCanada would have to prove it's not economic in order to
decline to build the pipeline. It couldn't sinply decide on its
own that the project isn't econom c.

MR. DI CKINSON replied he would doubl e-check, but believed that
to be the case.

11:50: 57 AM

MR.  PULLIAM sumrarized slide 6, the second slide on what
TransCanada asks from the state, which had the follow ng points
from TransCanada' s proposal

- Engagenent with ANS producers to reach agreenment on
fiscal terns

- Encouragenent of robust exploration and devel opnent
of North Sl ope gas resources

- Cooperation of State to reach out to stakehol ders

- Cooperation of State in efforts with the Federal
Government to obtain support for project
- Use of | oan guarantees for cost overruns
- Exploration of alternative credit concepts, i.e.
backst op Shi pper contract

MR. PULLIAM relayed his understanding that these aren't

requi renents, but things TransCanada is asking the state to do
in order to help nmake the project work.
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11:51:18 AM

REPRESENTATI VE CI SSNA highlighted the third point, sayi ng
unanti ci pated problens increase costs and slow a project, which
for nega-projects can be disastrous. Noting she represents
st akehol ders, citizens in communities with a |ocal econony, she
surm sed TransCanada has experience w th socioeconom c inpacts.
Saying many such inpacts are starting already, she asked what
consideration has been given to how TransCanada and the state
can mitigate any negative aspects or costs.

VR. PULLIAM gave his reading that TransCanada hadn't
specifically addressed that in the proposal, other than working
in cooperation with the state to reach out to stakehol ders. He
interpreted this to nean that if people are inpacted in sone
negati ve way, TransCanada would reach out to try to resolve it.

MR. PULLIAM agreed that the larger the project, the nore there
is to consider, things that can and do go wong. One shoul d
spend tinme getting the planning right at the outset - the better
the planning, the better the execution. He said he thought it
woul d be inportant during the planning process to listen to the
concerns of individuals in communities as to what those
negati ves m ght be.

MR. DICKINSON recalled in the prior go-round there was a body

created, a muni ci pal advi sory conmmi ssi on, whi ch hired
Information Insights and did a report. Noting many itens | ooked
at would be features of this project as well, he suggested that

is a good place to start.

11: 55: 59 AM
REPRESENTATI VE LeDOUX asked about the first point, "Engagenent
with ANS producers to reach agreenent on fiscal terns."

MR. PULLI AM gave his interpretation that TransCanada wants an
agreenent on the fiscal terns to renobve any potential inpedinent
to a successful open season and getting the pipeline
oper ati onal .

REPRESENTATI VE HAWKER asked whether these are conditions or
gratuitous requests that the state doesn't need to foll ow up on.

MR. PULLI AM answered that as a legal matter he didn't know, but

he didn't believe they were gratuitous. He'd seen
correspondence back and forth and didn't believe they were
characterized as precedent or legally binding. He gave his

JT. SENR/ HRLS COWM TTEES - 28- June 4, 2008



understanding that TransCanada believes these are inportant
i ssues on which they'd like to see progress.

REPRESENTATI VE LeDOUX asked if this is returning to the issue of
fiscal certainty, an inpedinment a couple of years ago.

MR. PULLIAM indicated he believes fiscal certainty through
locking in the tax rate is part of it, together wth the
percentage the state gets. He surm sed TransCanada would want a
reasonabl e bal ance between the state and the producers as to how
the state effectively taxes the pipeline, which would inpact the
tariff. Potentially nore inportant is how the state taxes the
gas production itself.

11: 59: 57 AM

MR. DI CKI NSON expl ained the state's taxes and royalties. First,
property tax that the project pays goes into the tariff and gets
paid by the shippers, although TransCanada will get the bill

Second, there is an allowance for incone tax, including
corporate inconme tax; if TransCanada nekes profits on the
pipeline it will get the bill, but it goes into the tariff and
is paid by the producers. Third, production tax is based on

production; TransCanada presumably would have no production, so
it would be paid by the producers. Those are the taxes.

MR. DICKINSON said, fourth, royalties are based on what is
produced off of state-owned |and, so TransCanada wouldn't pay

those either. So taxes and royalties to the state if this
project is built won't come out of TransCanada's pocket.
They' Il all come from the shippers, presumably the producers

that are the custoners on the pipeline.

REPRESENTATI VE LeDOUX asked: In order to get this to a
successful open season, will the legislature have to tal k about
provi ding the producers with sone fiscal certainty on taxes over
a specific length of tinme?

MR. PULLIAM replied he didn't know, but TransCanada has said it
would like for the state to cone to an agreenent wth the
producers on fiscal terns; in their view, that would facilitate
a successful open season and project.

REPRESENTATI VE DOOGAN asked: If the legislature approves a
license for TransCanada, does it obligate the state either to
reach an agreenment with the producers on fiscal ternms or to
di scuss fiscal ternms with then? O is this a third category -
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things TransCanada would like the state to do - along with the
contract and econom c assunptions?

MR. PULLIAM replied that is his understanding. As it's packaged

in the context of a license - referring to AGA the RFA and
TransCanada's proposal - whether that creates sonmething as a
|l egal matter he couldn't answer. But based on public discussion

from the admnistration and TransCanada, it seens to be in the
category of things TransCanada would |ike the state to do that
it believes are helpful in noving the project forward. He
opined that neither side has said, at |east publicly, that any
of these are binding.

REPRESENTATI VE DOOGAN requested to hear from any of the LB&A
consultants or the adm nistration's consultants if they disagree
with that interpretation.

12: 03: 47 PM

MR.  PULLIAM addressed slide 7, the third slide on what
TransCanada asks from the state, which had the follow ng points
from TransCanada' s proposal

In the event of an unsuccessful open season:

- Expect State to wuse its position of sovereign
government to encourage, induct and persuade ANS
producers to commt gas

- Expect State to thoroughly evaluate and seriously
consider financial and comercial feasibility of
dedi cati ng significant State resour ces to
underwriting an alternative financing nmechanism for
t he project

REPRESENTATI VE LeDOUX asked: If there's not a successful open
season - neaning there's no agreenment to ship the gas - what
project would there be and what difference would it make if the
state finds an alternative financing nmechanismfor it?

MR. PULLIAM replied if nobody commits gas in the open season in
sufficient quantities, the question is how to nake the project
go. Gas is the way to get financing. These types of projects
typically aren't done on speculation, and that isn't anticipated

her e. As he reads the proposal, if there isn't a successful
open season TransCanada asks for the state to perhaps |oo0k
creatively at ways to finance it, including state guarantees or

funds, for instance, or legal action to get commtnents.
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REPRESENTATI VE LeDOUX surm sed the state assunes if the pipe is
there, the gas will be there and the custoners to use the line.

MR. PULLI AM responded that the biggest cost of the pipe is the
upfront capital; about 75 percent of the tariff cost cones from
t hose construction and financing costs. |If that is overcone and
the pipe is there, under alnost any conceivable scenario of gas
prices and operating costs, there'd be a trenmendous incentive to
sell the gas. If soneone cane in and laid the pipe at one's
feet, the tariff would Iikely be cheap.

MR. DICKINSON clarified that there can be nore than one binding
open season. The open season is a sort of shorthand; then there
nmust be agreenments and so forth to get the commitnents. Si mpl y
having one open season that doesn't result in express
comm tnents doesn't stop the process; the conpany can keep going
and m ght change terns.

MR, PULLI AM concurr ed.

12: 08: 37 PM
SENATOR ELTON asked: If the l|egislature approves the |icense,
will this be a playground for |awers with respect to treble

damages, for instance, because this information and these
requests have been transmtted? He suggested the need for |egal
advice on whether the state has accepted |egal obligations from
t he applicant.

REPRESENTATI VE SAMUELS surm sed the consultants hadn't | ooked
into that, saying it <could be |ooked at by an attorney.
Returning to the first point on slide 7, he suggested there
could be a reserves tax, a tax deal, delayed taxes, a rebate,
and so on. But if there is no gas, TransCanada wants the
state's help in sonme way to get gas into the pipeline. It
doesn't specify whether it is a carrot or stick and has no
timeline. He requested confirmation fromM. Pulliam

MR. PULLI AM said he thinks that's what TransCanada is aski ng.

12:10: 48 PM

CHAIR HUGA NS told nenbers he'll be pursuing a contract to go
along with a license. He suggested having a contract that takes
the state's "must haves"” in AG A and what TransCanada has asked
for, formng an amal gamation. This would clear up any anbiguity
so the legislature knows what it is agreeing to.
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12:12:12 PM
MR. PULLIAM read from slide 8, "How Does the State Subsidy
Hel p?" It had the follow ng points:

Reduces ri sk to TransCanada

- State shares in risk that project may not proceed to
conpletion and is responsible for 82 percent
($500 MIlion) of the targeted $611 mnmllion in
devel opnent costs

Reduces tariff, which benefits resource owners: State
and producers. Usi ng TransCanada assunptions as to
costs and tariffs, the $500 mllion inpacts the tariff
as follows:

- Estimted tariff to Alberta wthout subsidy 1is
$2. 46/ MVBt u

- Estimted tariff to Alberta wth subsidy is
$2. 41/ MVBt u

- This is $0. 05/ MvBt u

- Over a 25-year period, this anpbunts to a reduction
in tolls of $2.2 billion. Appr oxi mat el y
$1.2 billion is expected to accrue to the State

MR. PULLI AM added that this reduces upfront risk to TransCanada,
since its initial outlay would be relatively |ow And by
reducing the tariff, it also benefits the resource owners. The
subsidy is worth about a nickel per MVBtu.

MR. PULLIAM indicated the $1.2 billion to accrue to the state
was an estimate from the LB&A consultants. As for how $500
mllion gets $2.2 billion back, the $500 nmillion today has the
effect of offsetting capital costs by giving a return that is
akin to interest. In response to Representative Hawker, he said
these are all expressed in nom nal doll ars.

REPRESENTATI VE HAWKER noted these would be cash dollars that

conme in over 25 years, then. If the traditional present-value
calculation is followed, conparing $500 mllion today versus a
cash-flow stream of $1.2 billion over 25 years, it isn't a one-

to-one conparison as to what is being invested versus what is
bei ng obt ai ned.
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MR. PULLI AM agreed, saying it would be nuch less than the
present value of $1.2 billion.

REPRESENTATI VE GARA asked if the state wouldn't have to spend
the full $500 mllion if the producers conmitted their gas to
t he point where this could proceed.

MR.  PULLIAM gave his wunderstanding that if the Ilegislature
approves the license, it commts the state to spending the
$500 million up to the point of getting a certificate, even if
the producers were to commt their gas i medi ately.

12:15: 43 PM
SENATOR FRENCH asked what estimates the LB&A consultants had
arrived at. Recalling that last week's presentation in

Anchorage showed nuch higher estimates from Black & Veatch
conpared wth TransCanada's on slide 8, he said a quick
conversation wth one of the admnistration's consultants
indicated the big difference - about $1.50 - is the difference
between a cost estimate developed today in today's dollars
versus a cost estimate for the 2016 tinme period for actual
construction.

MR. PULLIAM agreed the administration predicts higher tariffs

than TransCanada does. First, the admnistration estinmates
capital costs overall will be higher in today's dollars because
the GIP will be nore expensive to build and the exchange rate
between Canadian and U.S. dollars will be lower than in the

proj ections required by the RFA

MR. PULLI AM said, second, it forecasts higher inflation, about

4 percent a year versus 2.5 percent. Third, it estimates
conpletion in 2020, two years later than TransCanada's 2018,
increasing interest on the noneys invested. Finally, it

predi cts higher borrow ng costs.

MR. PULLIAM noted those all factor in. He anticipates the
tariff wll Iikely be higher than what is in TransCanada's
pr oposal . He said he isn't an engineer and so cannot go into
cost estimtes like sone of the consultants hired by the

adm ni stration, but he has |ooked at their reports and doesn't
see anything that strikes him as unreasonable with respect to
cost estinmates or assunptions they used in determning a tariff.
He hadn't heard yet from TransCanada about the differences.

12:19:40 PM
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MR. PULLI AM addressed slide 9, "Tariff Fundamentals," which had
the foll ow ng points:

What is a tariff?

- Docunment that sets forth rate and terns of service
provi ded by a pipeline to shippers

- The per-unit cost charged by a pipeline to ship gas
from point of injection to point of extraction
(Point Ato Point B)

MR PULLIAM added that the $2.41 to Alberta is the per-unit
charge, for instance. He characterized the tariff as the entire
package governing the service.

MR, PULLIAM turned to slide 10, a map |abeled "TransCanada's
Tariff Estinates" that gave these estimates: GIP $0.59, Al aska
section $$0.92, Yukon-BC section $0.75, and Al berta section
$0.15, for a total without fuel of $2.41; fuel $0.86 and a total
with fuel of $3.27. A footnote, related to the fuel and tota
with fuel, said "25-year average based on AEQ008 price profile
at Henry Hub, with $0.40/ MBtu differential to AECO "

MR. PULLI AM noted nuch of what he'd been planning to say here
had just been discussed. In response to Senator French, he said
this all assunmes 4.5 Bcf/day comng into the GIP

MR. PULLI AM expl ai ned that when soneone signs a tariff, there is
an agreenment to pay a certain per-unit rate and provide the fuel
consuned in the operations. The pipeline doesn't send the
shipper a bill for the fuel but takes it out of the gas. The
cost is the value, what the gas would yield on a netback basis
on the North Slope. The higher the price, the higher that fue
conponent will be; the lower the price, the |lower the conponent.
The slide shows an estinmated average cost of $0.86 for fuel.

MR. PULLIAM specified that these are all nomnal dollars over
the 25-year period, assumng gas prices in AECO consistent wth
the DOE' s | atest forecast put out earlier this year, less a 40-
cent differential between Henry Hub and AECO observing that
TransCanada's estinmated total with fuel is $3.27, he suggested
the adm ni stration's nunber would be closer to $5. 00.

12:23: 10 PM
MR. PULLI AM par aphrased slide 11, "Significance of the Tariff to
Resource Omers,"” which said:
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Al else equal, resource owners (State and producers)
prefer lower tariffs; lower tariffs = higher netbacks

In the case of gas, tariffs typically involve |ong-

term "take or pay" commtnents. Here we are talking
about commitnents likely ranging between 15 and 30
years

- In this respect, gas pipeline tariffs are different
than oil pipeline tariffs. Wth oil pipelines (such
as TAPS), there is typically no take or pay aspect

- Risk to shipper rises with I ength of conm t nent

- Risk to shipper rises with level of tariff relative
to the expected gas price

- Tariff level is fixed while price of gas at market
i s unknown and vari abl e

MR.  PULLI AM enphasized that risk to the shippers rises -
although risk to the pipeline falls - with the length of the
conmitnent. This is because a tariff, at |east when it has been
negotiated, locks in a consistent price level per wunit for
shi pping. Wat's typically unknown, though, is the market price
for gas. The further out in tinme one goes, the nore unknown
that is. So the risk to the shipper that signs on to the
consistent paynent of the tariff increases as the tine
conmi t ment i ncreases.

MR. PULLI AM showed slide 12, a graph depicting an exanple of gas
prices and a tariff, also |labeled "Significance of the Tariff to
Resource Owners." He noted the bars at the bottom show the
fixed tariff over tinme, not including the fuel conponent.

REPRESENTATI VE GARDNER highlighted risk to the shipper. She
asked: Is it practical for the state to offer what the
producers call fiscal certainty so the rate when the contract is
signed holds true until t hat cont ract expires or is

renegoti at ed?

MR. PULLIAM replied he could see some logic in tying those
together, but it boils down to 1) whether it ultimately nakes a
significant difference economcally to go out over a certain
anount of tinme and 2) whether legally the state could do so.
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The commttees took a break from 12:26:29 PMto 1:30: 22 PM

REPRESENTATI VE SAMUELS returned attention to slide 12.

MR, PULLI AM noted they'd been discussing the commtnent to ship
and how that leads to a fixed paynent over tine. What the
shi pper hopes to get is the sale of the gas, which generally
isn't at a guaranteed price but varies with market conditions.
The longer it goes over tine, the less certainty there is about
that difference, and it introduces an el enent of risk.

MR. PULLI AM showed slides 13 and 14, simlar graphs depicting
the difference if the gas price is lower or if the tariff is
hi gher than anticipated. |In either case, the difference between
the fixed paynents and the price received for the gas is |ess.
It varies over tine, and the longer the tinme, the nore economc
risk it introduces.

MR. PULLI AM di scussed slide 15, also titled "Significance of the
Tariff to Resource Owmers."” It had a different graph and said:

Based on current projections by the EIA over 25 years
beginning in 2018 and potential tariffs set out in the
TransCanada application, t he tariffs woul d be
approxi mately 25% of the value of gas at AECO

MR. PULLI AM expl ained that this graph depicts a |levelized tariff
that TransCanada has put in place, along with fuel costs that
rise over time as a function of gas prices. It also shows
projected gas prices from the Energy Information Adm nistration
(ElIA), which is the arm of the DCE that forecasts prices for
Henry Hub, the main trading center in the US. What the
consultants did was to bring it back to an AECO basis and add in
the value of NG extraction to that |ine.

MR. PULLIAM alluded to the key on the graph, which had the
estimated AECO sales price at $12.91, 100 percent; the tariff at
$2.41, 18.7 percent; fuel at $0.86, 6.6 percent; total costs at
$3.27, 25.3 percent; and a netback at $9.64, 74.7 percent. He
noted EIA s forecast prices are higher and continue to rise over
time. The tariff, with fuel, equates to about 25 percent of the
val ue of the gas at AECO, with the netback at about 75 percent.

MR.  PULLI AM highlighted uncertainty in forecasting oil or gas
prices. He said one reason for considering a gas pipeline is
that expectations for gas prices have gone up significantly in
this decade. These particular forecasts represent the views of
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EIA as of early 2008 and generally equate with other forecasts,
t hough sonewhat conservative; Wod Mackenzie and sone other
private firns predict higher gas prices. He enphasized that
these forecasts have been evolving over tine, wth changing
expectations even in the last half a year for both oil and gas.

1:35:36 PM
MR. PULLIAM turned to slide 16, which had a graph simlar to
slide 15 and sai d:

I ncreasing capital costs by 50% would lead to tariffs
bei ng approximately 32% of the val ue of gas at AECO

The key showed these figures: estimated AECO sales price at
$12.91, 100 percent; tariff at $3.35 25.9 percent; fuel at
$0.78, 6.0 percent; total costs at $4.13, 32.0 percent; and
net back at $8.78, 68.0 percent.

MR. PULLIAM clarified that this depicts what would happen if
TransCanada's assunmed costs were to increase by 50 percent.
This is nmore in line with what the admnistration predicts,
t hough not quite as high. The total cost including fuel would
be close to one-third of the netback val ue.

MR. PULLI AM showed slide 17, a three-colum summary with these
cat egori es: "25% Bel ow EIA AEO 2008 Forecast," which gave a
net back of 68.7% "EIA AEO 2008 Forecast,"” which gave a netback
of 74.7% and "25% Above EIA AE 2008 Forecast," which gave a
net back of 78.2%

MR. PULLIAM said the average netback value is shown in the
m ddl e category. For all, the tariff doesn't change but the
fuel elenment does; lower prices nean |ower fuel costs. Under
any of these scenarios there is a good, positive netback,
consistent with the view that gas prices should be fairly robust
goi ng forward.

SENATOR FRENCH asked whether other presentations would address
where the netback falls in relation to other projects globally.

MR. PULLIAM replied it isn't in his presentation, though he
anticipates seeing sonme from the admnistration. As for
net backs, the value at the inlet of the GIP, he said these
certainly appear to be substantial and healthy on a per-unit
basis. The debate will be how to divide that val ue.

1: 38: 54 PM
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MR. PULLI AM summarized slide 18, "Tariff Fundanentals,"” which
had the follow ng points:

Tariffs are regul ated

- US is regulated by the Federal Energy Regulatory
Comm ssi on ( FERC)

- Canada is regulated by the National Energy Board
( NEB)

- Charged wth insuring that rates are "just and
reasonabl e"

- Qpportunity for shippers to challenge tariffs
t hrough rate proceedi ngs

MR. PULLI AM added that the charge to FERC and NEB to set just
and reasonable rates neans the rates would be consistent with a
conpetitive market operating rates that are cost-based. An
i nportant part of the process is the opportunity to shippers and
other interested parties such as the state to challenge the
rates through rate proceedings. Both recourse rates and
negoti ated rates are being offered by TransCanada.

1:40: 06 PM
MR. PULLI AM addressed slide 19, "Recourse Rates,"” which had the
foll om ng points:

- Traditionally, tariffs have been based on "cost of
service." Tariff rates under a traditional cost-
based approach are known as "Recourse" rates

- These tariffs provide for recovery of operating
costs, capital costs and a "reasonable" return on
i nvested capital

- Initial tariffs would be established by FERC in
filings by the pipeline during certification. These
rates could be challenged in FERC and/or NEB by
shi ppers in rate proceedi ngs

MR. PULLIAM said this is the traditional approach at both FERC
and NEB. Capital costs are for the pipeline itself. The rates
can be chall enged by shippers or other stakehol ders through rate
pr oceedi ngs.
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VR. PULLI AM showed slide 20, "Recourse Rates and Cost of
Service," which said:

Key el enents of cost of service include:

Return on | nvest nent

Return of Investnment (Depreciation)
Operati ng Expenses

- Non-1ncone Taxes (e.g., Property Taxes)
| ncone Taxes

MR. PULLI AM el abor at ed. He said return on investnent includes
return on equity, the cost of the debt. The investnent itself
is recovered in a tariff through depreciation; if $20 billion is
spent on the pipeline, that will be depreciated over tine. The
others are pass-through costs. For instance, inconme tax paid by
the pipeline flows through in the rates, so the shippers
ultimately pay it.

MR. PULLIAM said the nore profit there is - the higher the

return on equity - the nore there'll be in inconme tax, which
raises the rates. The lower the return on equity is, the |ower
the incone tax and thus the tariff wll be.

1:43: 03 PM

MR. PULLI AM di scussed slide 21, also |abeled "Recourse Rates and
Cost of Service,” which showed cost-of-service elenents in
TransCanada's estimates as follows: return on investnent
$33.2 billion, 32 percent; return of investnent (depreciation)
$33.2 billion, 32 percent ; operating and mai nt enance
$9.5 billion, 9 percent; non-i ncome taxes $15.8  billion,
15 percent; income taxes $12.3 billion, 12 percent; and a tota

of $104.0 billion, 100 percent.

MR. PULLIAM said the return on investnment and return of
i nvestnment are about two-thirds of the cost of service that goes
into the tariff. In large part, those drive the tariff rate.
The pipeline has sone control over those through what it asks
for as a return and what it invests. The cost of the project
itself dictates what the capital has to be, and then regulatory
agencies have a big say in what the return will be.

MR. PULLI AM added that the pipeline also has some control over
operating and maintenance costs through how it nanages those,
but they are a relatively small percentage. It has little
control over taxes, which are set by governnents, although it
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may have sone | obbying influence. Pass-through itens are about
one-third of the cost of service.

1:45: 09 PM
MR. PULLI AM addressed slide 22, "Cost of Service--Return on
| nvest nent," whi ch read:

Return on Investnent is cal cul ated as:
Rat e Base x Rate of Return

Rat e Base is:

Goss Plant (Initial Capital I|nvestnment + AFUDC)
Accunul at ed Depreci ation

Net Pl ant

Accunul at ed Deferred | ncome Taxes

+ Working Capital

= Rate Base
MR.  PULLI AM gave details. He said the rate of return is
what ever is allowed. G oss capital is what is put into the
plant initially, along with the AFUDC, which allows interest to
be earned on noney invested today; it goes into the tariff
calculation, and the longer the tine between when funds are
expended and the project cones on line, the larger this is.

Accunul ated deferred incone taxes are sonetines known as AD T
The rate base is what soneone ultimately gets a return on

MR. PULLI AM showed slide 23, "Cost of Service--Rate of Return,”
whi ch had the follow ng points:

Rate of Return is:
- "Reasonabl e Return” on Investnent (Rate Base)

- Function of three conponents:
- Capitalization Ratio (Debt, Equity)
- Cost of Debt
- Allowed Return on Equity

MR. PULLIAM reiterated that both regulatory bodies are charged
with setting a reasonable return. The AGQA requirenent for the
capitalization ratio is that the pipeline seek to have at | east
70 percent debt. That's inportant. CGenerally, debt is cheaper
than equity and is tax-deductible; a higher debt-to-equity
ratio, within reason, usually leads to a | ower cost of service.

MR. PULLIAM said within that, the cost of financing as far as
floating debt is inportant and typically is flowed through in
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the regulatory process. The allowed return on equity is open to
nore debate and is where FERC and NEB will have nore of a hand
in what is allowed.

1:47:54 PM
MR. PULLI AM showed slide 24, also |abeled "Cost of Service--Rate
of Return,” which had the foll ow ng points:

- These elenents are set by FERC to all ow "Reasonabl e
Ret ur n"

- Typically allow for pass-through of debt costs, plus

- Return on Equity consistent wth business risk
associated with the pipeline venture

- FERC has approved Equity Returns in the range of
12-14%
- Hgher end of the range for "greenfield"
proj ects

- NEB returns have traditionally been | ower

- Rate of return is one of the biggest issues for
regul ators

- Initial rates allowed by regulators can be revisited
in an initial rate hearing 3-4 years after pipeline
operation begin

- Initial return is likely to be reduced if business
risk is judged to be | ower

MR, PULLIAM indicated these generally apply to both FERC and
NEB. El sewhere in the U S., FERC has approved rates of 12-14
percent; equity returns on |arger new projects have been at the
hi gher end. The NEB returns have traditionally been |ower,
t hough negotiated rates in Canada have been sonewhat above what
NEB al | ows and closer to the upper end of the FERC range.

MR. PULLIAM said rate of return is one of the biggest issues for

regul ators, sonething they |ook at closely. Initial rates
allowed in the certification process will typically be revisited
by the regul atory body once the pipeline has been operating. |If
it determnes the risk is less than originally thought, it is

likely to lower the allowed return.
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MR. PULLI AM expl ained that factors which tend to reduce the risk
and lead regulators to lower the return include: that the
pi peline has been operating for sone period, that it has been
fully subscribed, and that it appears things are working as
anticipated and the pipe wll be full for sonme tine. The
aforenentioned are all in the context of the cost-of-service
approach, the recourse rates.

1: 50: 13 PM
MR. PULLI AM paraphrased slide 25, "Negotiated Rates,"™ which had
the follow ng points:

- Negotiated rates are al so regul ated by FERC

- However, as the name inplies, these are rates that
are "negotiated" between shipper and the pipeline

conpany

- Al elements are up for negotiation. This includes:
- Rate of Return
- Length of conm tnent
- Flexibility
- Treatnment of cost overruns
- Future expansion issues
- Changes in operating costs

MR. PULLI AM said TransCanada is offering to provide negotiated
rates, which nust be approved by FERC and NEB but aren't
prescri bed. Such rates may be for 5, 10, 15, or 20 years, for
instance, and there is flexibility for scheduling and so on.

REPRESENTATI VE SAMJELS referred to future expansion and asked
Coul d TransCanada negotiate a rate with the producers that would
throw out the 115 percent?

MR. PULLI AM gave his understanding that they'd be required to
keep that, but couldn't go above that |evel. He then said they
m ght be able to negotiate sonething better.

REPRESENTATI VE SAMJELS posed a scenario of TransCanada having
negotiated with BP to ship gas for $3, wth a 20-year FT
commtnment; an expansion raises the tariff, and AG A requires
that TransCanada go to FERC and request that it be rolled in so

the $3 tariff takes a hit. He asked: If it's a negotiated
rate, not a recourse rate, what do AG A and the TransCanada
proposal require? Do they still have to go to FERC and ask for

a higher tariff, above what was negotiated with the custoner?
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MR. PULLIAM relayed his understanding that the aforenentioned
provision is to be included in the negotiated rates.

REPRESENTATI VE SAMUELS asked: Does the state have a say in the
negoti ated rate?

MR. PULLI AM answered that the state has sone say before the rate

i's approved. Assum ng the pipeline conpany and shippers have
cone to agreenents and set negotiated rates, the state would
have sonme say until the tinme when FERC certifies the project.

Wiile the state could try to go back |ater and chall enge those
rates, the regulatory bodies generally view the negotiation and
bar gai ni ng process as providing an outcone they want to see; so
the ability to challenge afterwards would likely be nuch |ess.

REPRESENTATI VE SAMUJELS returned to the 115 percent and asked

| f Anadarko comes in and wants to put gas in the pipeline but it
will drive the tariff up, it is your view that TransCanada woul d
have to go to FERC and argue to roll in the tariff and bunp up
the rate negotiated with its original custoners?

MR.  PULLI AM acknow edged there mght be I|egal aspects, but
opi ned that TransCanada would be required to include rolled-in
treatment in the negotiated tariff. He al so suggested perhaps
TransCanada could agree to forgo that and offer better
negotiated terns to a shipper.

1:54:51 PM
MR, PULLIAM summarized slide 26, also |abeled "Negotiated
Rates, " which had the foll ow ng points:

- Negotiated rates can result in lower tariffs than
recourse rates through the process of comercial
negoti ati on

- Negotiation takes the place of regulation. However
as the negotiation takes place with the backdrop of
regul atory oversight (and recourse rate option/
backstop), the process can help reduce tariffs
char ged

- Typically involve I ong-term shi pping commtnents

- Negotiated rates nust be approved by FERC and NEB
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- Regulatory bodies have viewed negotiation process
favorably and are reluctant to nodify them after the
fact

MR. PULLI AM added that for shippers, the worst that wll happen
through negotiation is the recourse rate, whereas negotiation
can result in nore favorable terns. He paraphrased slide 27,
al so | abel ed "Negoti ated Rates,"™ which said:

A point for the State to consider:

- The negotiation process can provide favorable
results for the State by helping to keep tariffs
down

- State likely would not have opportunity to chall enge
these rates after the fact. The opportunity to
chal l enge would be in the certification process

- State's interest should be protected. However, this
is the tine to apply scrutiny

MR. PULLI AM enphasized that the tine to challenge negotiated
rates is during the certification process. Waiting to see how
they play out won't work.

1:57: 01 PM

MR, PULLI AM showed slide 28, "Sonme Exanples of Recourse and
Negotiated Rates,” which had these conparisons: for Alliance
Pipeline the recourse rate was $0.53 and the negotiated rate
$0.54; for Rex Wst, the recourse rate was $0.91 and the
negotiated rate $0.77-%$0.79; for Qulf Stream the recourse rate
was $0.66 and the negotiated rate $0.57-%$0.59; and for Maritines
and Northeast Phase |V the recourse rate was $0.78 and the
negoti ated rate $0.53.

MR. PULLI AM noted generally recourse rates have been higher, in
part because of the negotiation. Also, in the negotiated
setting - which also can happen in the recourse setting - the
tariff is typically Ilevelized. He showed slide 29, "The

"Levelized' Tariff," which had the follow ng points:

- A traditional cost-based tariff starts high and

falls as a pipeline recoups its capital costs (i.e.
return on investnent and return of investnent)
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- This happens because the rate base falls over tine
as the pipeline is depreciated

- A levelized tariff is one in which the tariff is
constant over tine. The level of the tariff is set
such that it results in the sane Net Present Val ue
(NPV) and the cost of service for the non-Ilevelized
tariff

MR. PULLI AM expl ai ned that net present value (NPV) is figured
for what a traditional cost-of-service tariff would be, and that
is translated into a constant-rate tariff +that gives the
pi peline the same present value in ternms of tariffs over tine.
By contrast, traditional cost-based tariffs, seen in many
recourse rates, start high and fall over tine as the pipeline is
depreciated and that is recovered through the tariff; the
conpany doesn't get to earn a return on the anount depreci at ed.

MR. PULLI AM pointed out that everything nenbers will see, both
from these consultants and the adm nistration, assunes there
will be levelized tariffs. He showed slide 30, a bar graph
| abeled "lllustration of a Levelized Tariff,”™ and then
par aphrased slide 31, "Tariffs Proposed by TransCanada," which
had the foll ow ng points:

Ofer 25, 30 and 35-year firm transportation services
(FT)

O fer Recourse Rate tariff for GIP and Al aska Pipeline
Section; Negotiated Rate tariff for all sections

- No Recourse Rate offered for Canada, as this is not
normal business practice in Canada (i.e., negotiated
rates are the norm

MR. PULLIAM specified that new pipelines in Canada typically
have negotiated rates, although those have to be approved by the
regul at ors.

2:00: 21 PM

REPRESENTATI VE SAMJELS again referred to the 115 percent and
said the point of the 15 percent extra is to ensure that
explorers get in. For the roundtable discussions, he asked:
Could rates be rolled in within Al aska, but negotiated to be
|l ower in Canada? Could ganesnmanship occur between TransCanada
and the producers as to what is requested from the regulatory
agenci es? Is it possible to use the NEB and FERC processes
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i ndependently and negotiate rates that are invisible to the
regul at ory agenci es?

MR. PULLI AM addressed slide 32, "Key Elenents of Recourse Rate
Tariff,"” which had the follow ng points:

- Provides for full recovery of capital costs on
"straight line" basis over 25-year period, assum ng
initial transportation agreenents are for this
peri od

- 100% load factor rates for authorized overrun
services

- Rate base will excl ude Al aska portion of

$500 nmillion State contribution
- Capitalization of 70% debt / 30% equity
- Expansions capitalized at 60% debt / 40% equity
MR. PULLIAM on the second point, said shippers will bear the
cost of overruns that are authorized. He al so noted the debt-

to-equity ratio for capitalization is in keeping with AGQA
expansi ons woul d be financed at a | ower debt anount.

2:03: 01 PM

MR. PULLI AM par aphrased slide 33, "Debt Costs," which stated:
Debt costs will be weighted average cost incurred by
pi peline

- Contenplate U.S. |oan guarantees

- Loan guarantees were originally $18 billion, up to
80% of project

- They were indexed to inflation. In 2008 doll ars,
this is approximately $20 billion

- Assuming 75% debt, this would support project of
$26.8 billion in $2008 if all the | oan guarantee was
used

- TransCanada has assuned a nunber for |oan guarantee

debt of 4.7% Based on expectations of inflation in
the 2.5% range, this nay be sonewhat | ow

JT. SENR/ HRLS COWM TTEES - 46- June 4, 2008



- Borrowing wthout the US. | oan guarantee is
estimated at 150 basis points higher (i.e., 6.2%

VR. PULLIAM recalled discussion as to whether the | oan

guarantees would work for overruns. He said the federal
gover nient has provided for | oan  guarant ees, with the
stipulation that it could be the lower of $18 billion or

80 percent of the project cost.

MR. PULLI AM enphasi zed that the amount is indexed to inflation
Since the law was passed in 2004, it would be about $20 billion
today. Assuming 75 percent debt financing, this would support a
proj ect of about $26.8 billion today. TransCanada's estinmate in
2008 dollars is about $25.8 billion - close to the maxi num
avai l able with the | oan guarant ees.

MR. PULLI AM also said TransCanada's analysis assunmes the | oan

guarantees will carry about a 4.7 percent debt rate. However,
his review suggests this my be a little low it would be
addressed in the next slide, consistent with what the
adm nistration anticipates. Wthout the [|oan guarantee,

TransCanada estinmates debt costs at 150 points or 1.5 percent
hi gher than the | oan-guaranteed anount.

2: 05: 35 PM
REPRESENTATI VE SAMUELS asked: Do you consider both the 4.7 and
6.2 percent |low, and they would float together?

MR, PULLI AM answered he thinks both are a little |ow The 150
basis points is probably a Ilittle nore reasonable, t he
di fference between the two. But he believes the overal
structure is a bit |ow

REPRESENTATI VE SAMJELS asked: How nmuch does the 150 basis
points cost us in the tariff? |If there were no |oan guarantees,
how much would the tariff go up?

MR. PULLI AM answered that for every percentage point difference
in debt, there is about an 1l1l-cent change in the tariff,
assum ng the capital costs shown.

2: 06: 36 PM

MR. PULLIAM turned to slide 34, also |abeled "Debt Costs,"” a bar
graph of inflation-adjusted historical 10-year T-bond and
corporate bond rates for the last 20 years. He said because
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interest rates have changed with inflation, this shows the
spread between different interest rates and current inflation.

MR. PULLI AM observed that the spread for 10-year T-bonds, for
i nstance, has cone down over tinme and recently went negative
Over the last 5 years the average spread was |low, 1.31 percent;
over the last 10 years, it was 2.1 percent; and over 20 years,

it was 3 percent above inflation. He surmsed the recent
experience is lower than what folks will require in terns of
spreads over inflation. Sonet hi ng between the 10-year and 20-

year rate is probably nore reasonable, from above 2 percent to
2.5 percent over inflation.

MR. PULLIAM said over the last 10 years the difference between
AAA bonds and 10-year T-bonds has been about 1.4 percent,
whereas for lower-rated bonds it's a "low 2 percent” spread
bet ween T-bonds and BAA bonds. He also said he believes the
hi stori cal nunbers support the spread between the guaranteed and
nonguar anteed, that 150 basis points which TransCanada has
proposed, but the guaranteed rate itself is probably too | ow

2:09: 05 PM

MR.  PULLIAM showed slide 35, "Potential Borrowing Costs for
Guaranteed Loan." It depicted rates using historical prem uns
over inflation. Projected inflation was 2.50 percent for all

categories. The risk-free premium was 3.00 percent for the 20-
year average, 2.10 percent for the 10-year average, and 1.13
percent for the 5-year average. The margin was 0.50 percent for
al | . And the total was 6.00 percent for the 20-year average,
5.10 percent for the 10-year, and 4.13 percent for the 5-year.

MR.  PULLIAM explained that the margin was calculated at
0.50 percent, 50 basis points, to get the financing over the T-

bond rate. That puts the 10-year average over 5 percent, and
for the 20-year average it's closer to 6 percent. He suggested
a reasonable place would be sonmewhere in between. Bel ow

5 percent, on a long-term basis, seens too | ow.

MR, PULLIAM turned to slide 36, "Equity Costs." A bar graph
notated "965 Basis Points Above Historical 10-Year T-Bond
Rates," it had a key showing the 20-year average at
15. 73 percent, the 10-year average at 14.51 percent, and the 5-
year average at 14.05 percent. He explained that TransCanada
has tal ked about an equity return that floats at 965 basis
poi nts above the 10-year T-bond rate.
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MR. PULLIAM said from a comercial standpoint, he doesn't see
anyt hing unreasonable in the floating rate, though it hasn't
been used and approved before by FERC. Typically, FERC has had
a fixed rate. Historically, that rate has been above 18 percent
but has been falling over tine; in the last five years it has
averaged about 14 percent. As noted before, the last five years
is a period of historically low real interest rates, the spread
over inflation.

2:11: 31 PM

SENATOR W ELECHOWSKI recalled that slide 34 shows that in 1988,
for instance, the 10-year T-bond rate was about 4.5 percent. He
asked: If 965 basis points are added, shouldn't it be nore

around 14-15 percent? He also asked whether this is the rate of
return, what they' Il be able to get back on their tariff, which
he recalled M. Pulliamsaid is normally 12-14 percent.

MR. PULLIAM replied this is the proposed rate of return on the
equity portion. In further response, he explained that
TransCanada has proposed 965 basis points over the T-bond rates.
If it were applied back historically, it would |Iook Iike this.

MR. PULLI AM surm sed the question was whet her one woul d take the
approximately 4.5 percent shown on slide 34 and then add it to
the 965. He pointed out that this is the spread over inflation
that's in slide 34; thus an additional amunt for inflation
woul d be included in that total anount. So this line on the
current graph includes an inflation conponent, he indicated.

SENATOR W ELECHOWSKI asked: | f bond vyields i ncrease
dramatically when the gas is flowng, wll that decrease the
noney Al aska gets through its taxes, since it would increase the
tariff and be nore of a wite-off for the conpani es?

MR. PULLIAM replied if the rates rise and there is a floating
rate over the T-bonds, that increases the tariff and reduces
net backs.

SENATOR W ELECHOWSKI expressed interest in long-term forecasts
for T-bonds.

REPRESENTATI VE SAMJELS asked what the normal rate of return
all owed in Canada is.

MR, PULLIAM opined it's closer to the 12 percent range, but
sonetimes negotiated rates in Canada can be higher than NEB
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would allow in its formulas. Utimately, that rate will cone
fromnegotiation in Canada and may be closer to the U S. nunber.

DR. NERI added, with respect to interest rate forecasts, that
he'd checked before comng here. The Congressional Budget
O fice makes 10-year forecasts; those currently project a 10-
year bond rate of 5.2 percent in 2018. Adding the 9.65 percent
risk premumagets it to 14.85 percent.

2:16:16 PM

MR.  PULLIAM turned attention to slide 37, "Potential Equity
Return Under Proposal,” noting it dovetailed with that. Li ke
slide 35, it depicted rates wusing historical premuns over
inflation; projected inflation was 2.50 percent for all; and the
risk-free premium was 3.00 percent for the 20-year average,
2.10 percent for the 10-year average, and 1.13 percent for the
5-year average. Equity premum was 9.65 percent for all.
Totals were 15.15 percent for the 20-year average, 14.25 percent
for the 10-year, and 13.28 percent for the 5-year.

MR  PULLIAM said wultimtely these rates wll respond to
inflation. If inflation is low, rates will be low if inflation
is high, rates will rise. If 2.5 percent inflation is assuned

going forward, |ooking sonmewhere between the 10-year and 20-year
historical premunms on the 10-year T-bond, which is in the 2-3
percent range, and then adding that 965 basis points, it gives a
rate of return between 14.25 and 15.15 percent. So the
14.85 percent nunber that Dr. Neri talked about, flowng from
the federal governnment's forecast, is in that range.

MR. PULLI AM enphasi zed that the prem um has been low for the
|ast five years. The 10-year Treasury bond has been only
1 percent or so above inflation. If it did stay in that |ow
range, potentially the equity return would be below 14 percent.
But he'd expect it to be higher in the future.

2:17: 38 PM
MR.  PULLI AM paraphrased slide 38, a continuation of "Key
El ements of Recourse Rate Tariff," which said:

- Depreciation wll be on straight-line basis over
25 years (i.e., 4% per year)

- Qperating costs, inconme and other taxes are passed
on to shippers
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- Fuel gas wll be recovered from shippers based on
actual pipeline | osses

- 4.40% GIP
- 2.15% Al aska & Yukon-BC Secti ons
- 0.90% Al berta Section

- Shippers retain title to natural gas liquids
entrained in the gas and are free to dispose (i.e.
sell or process themas they see fit)

MR. PULLI AM enphasized that, particularly in the negotiated
setting, these itens are all open for negotiation. And even if
there's a formula that TransCanada would like to take to FERC
it doesn't nean FERC would approve it. Noting that the costs
passed on to shippers, including fuel, had been discussed
earlier, he also said shippers are free to dispose of or process
the NG.s once those are in AECO

2:19: 27 PM
MR. PULLI AM addressed slide 39, "Negotiated Rate Tariffs,” which
had the foll ow ng points:

- Most new pipeline construction works off negotiated
tariffs

- TransCanada proposes to offer 25, 30 and 35-year
negotiated tariffs

- TransCanada proposes that its negotiated rates would
i ncor por at e:

- Levelized tariff
- 70% debt / 30% equity capital structure through
date of operation, falling to a 75% debt / 25%

equity capitalization for period of operation

- Expansions would be 60% debt / 40% equity
structure

- Equity and Debt rates proposed are the sane as
for recourse rates (i.e., 965 basis points over
cost of 10-year T-Bond and actual debt costs)

- Ret urn on Equity reducti on of fered for
negoti ated rates
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- In addition, TransCanada proposes to use U S. |oan
guarantees to finance cost overruns if avail abl e

MR. PULLI AM added that negotiated rates wll likely be a big
part. TransCanada is offering these ternms, at least initially;
it doesn't mean shippers nust accept them He clarified that
the debt-to-equity ratio shifts after construction is conplete.
He indicated the reduction in the rates for return on equity is
offered in case of cost overruns, at least for the first five
years of the tariff; the U S |oan guarantees would be used to
finance cost overruns as well, if avail able.

2:21:09 PM
MR. PULLI AM sumarized slide 40, a continuation of "Negotiated
Rate Tariffs,"” which said:

- Shipper nust agree to accept treatnment of rolled-in
rates under Al aska Gasline |Inducement Act (AG A

- Shipper nust agree not to seek or support changes to
the econom c paraneters that underpin the negotiated
rate design at FERC and NEB

- Notwithstanding the terns offered by TransCanada,
the actual terns to be negotiated between shippers
and TransCanada, with the exception of those
mandat ed under AGQ A, such as treatnent of rolled-in
rates, are open for negotiation

- There is no requirenment to accept the economc
paranmeters proposed by TransCanada. Shi pper can
bargain for lower rates, increased flexibility, and
alternative vehicles for protection against cost
overruns than those offered

- See earlier differences in Recourse and Negoti ated
Rat es

- TransCanada proposes to offer equity ownership in
the pipeline "Anchor" shippers who subscribe in the
initial Open Season

MR. PULLIAM wth respect to the second point, said the shippers
must agree not to go back on the rates they've negoti at ed. On
the last point, he said TransCanada has nothing nore broad in
its proposal with regard to how much it is willing to offer

JT. SENR/ HRLS COWM TTEES - 52- June 4, 2008



2:22:15 PM

REPRESENTATI VE SAMUELS said if a shipper has 20 percent of the
gas and bids 20 percent of the FT in the line, TransCanada says
it is open to offering to sell 20 percent of the pipe; at the
end of the day, there conceivably could be a consortium of
Conoco, Exxon, BP, and TransCanada owning the pipe. He asked:
Does TransCanada's proposal talk about how that particular
entity would be run or whether there'd be three votes, with the
shi ppers controlling the pipeline conpany?

MR.  PULLIAM answered that he doesn't see anything in the
proposal as to how it would be run, including who would have
voting control and so forth, although he surmsed it would have
to be consistent with the tenets in AGQ A

REPRESENTATI VE SAMUELS gave his understanding that there is a
presunption of rolled-in tariffs from Congress and FERC, and
then A A says it is 115 percent that the pipeline entity - no
matter who it is - has to follow because TransCanada agreed to
it originally. As it is purchased, there'd have to be an
agreenent saying that the new owner would al so agree. He asked:
s that a statutory change, or do they just approach the future
governor years from now and say they've changed their m nds
about the 115 percent and the three big producers now own three-
fourths of the pipeline?

MR. PULLIAM replied he doesn't know how that would play out, but
he suspects the original owner would have to stick with those
terms. Although he indicated he believes selling off pieces of
the ownership that could have different ternms wouldn't be
al l oned, he noted that a | egal question.

2:24:. 34 PM

REPRESENTATI VE WLSON returned to the last point on slide 39:
"In addition, TransCanada proposes to use U S. [|oan guarantees
to finance cost overruns if available.” She surmsed that's
probably not an option right now for cost overruns.

MR. PULLIAM replied it's a two-part question. The | oan
guarantees are available generally for the project, but whether
that includes cost overruns is still wundecided wthin the
federal governnent; it's sonmething TransCanada would Iike.

Second, with respect to "if available,” he also neans if there
is a desire to have those funds available for cost overruns,
then building the pipeline based on anticipated costs wll
requi re using nonguaranteed funds in place of those.
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REPRESENTATI VE W LSON asked whether Congress would have to
deci de that.

MR. PULLI AM opined that perhaps the U S. Departnent of Treasury
could handle it wthout congressional intervention, though he
wasn't sure

2:26: 20 PM
MR. PULLI AM showed the first of six slides |abeled "Incentive
Adj ustnents to Return on Equity." Slide 41 was a graph that

specified it assunes 75% debt / 25% equity. He noted the line
across the top tracks the 14 percent return on equity discussed
in the proposal. If one assunmes that 965 basis points above the
T-bonds gives 14 percent over tinme, the return looks like this
wi thout any of the incentives TransCanada has offered. Below it
depicts different capital cost projections in 2008 doll ars.

MR.  PULLIAM explained that TransCanada proposes to reduce
its rate of return for the first five years of operation. For
every percentage increase above the cost that TransCanada
estimates at the time of certification, the conpany would
decrease its return by 5 basis points. If, for exanple, the
baseline for costs is $25.8 billion at the point of
certification and then overruns are 10 percent, the return would
be reduced by 0.5 percent or 50 basis points.

2:28.:04 PM

REPRESENTATI VE SAMJELS asked: Wyuld TransCanada make 14 percent
up to the $25 billion in this exanple, and then on the next
dol l ar spent get a smaller rate of return but still make noney,

so that the nore it costs, the nore the conpany makes?

MR.  PULLI AM responded that there'd be exanples with specific
dollar anounts, but to his understanding the return on the
overall amunt would be reduced at least for the first five

years. | t woul dn' t j ust be the increnent over t he
$25.8 billion; the overall equity return would be reduced by
half a point. If it went 40 percent over budget, the return
would drop to 12 percent overall. This applies the first five

years of construction; then the return goes back to 14 percent.

MR. PULLI AM di scussed slide 42, a simlar graph. He noted it
shows what happens over the 25-year period. As overruns go up

the result is a blended rate that conmes down and approaches
sonmething a little over 13.5 percent with a cost overrun as high
as 40 percent. This is the effective rate that results from
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including the incentive portion for the first five years and
then going back to the standard rate beyond that. He suggested
t hi nki ng of a weighted average that falls in between the two.

MR. PULLI AM spoke about slides 43-46, pointing out that profits
increase as capital goes up with non-incentive rates at a fixed

rate of return, since equity is 25 percent of total capital. |If
there are just incentive rates and a reduction to 12 percent
profits still go up as capital increases, but |ess quickly; at

40 percent the rate levels off.

MR. PULLIAM said with the blending of the two over time, there
is increased profit as capital goes up, although at a lower rate
than the non-incentive rate. Slides 44-46 had this note:
"TransCanada proposes to reduce its allowed return on equity by
up to 200 basis points (2% over first 5 years in the event of
cost overruns.”

2:32:31 PM
MR. PULLI AM addressed slide 47, "Potential to Use Governnent
guaranteed | oans to cover potential overruns," which said:

TransCanada proposes to use Governnent guaranteed
| oans to cover potential overruns

- $18 billion made avail able in $2004
- Wuld be approximately $20 billion in $2008

- Assuming 75% debt financing overall, a project of
$26.8 billion ($2008) would absorb the ful
guar ant ee anount

- TransCanada's proposal anobunts to $25.8 billion
($2008)

- Accordingly, reservation of Governnent guaranteed
loans for any significant cost overruns would
requi re use of nore expensive non-guarant eed debt

MR. PULLI AM noted the guarantees anmpbunt to $20 billion in 2008
dollars, which at 75 percent debt supports a project of $26.8
billion. Since TransCanada's proposal is for $25.8 billion,
reserving a portion for cost overruns requires using non-
guaranteed debt for the initial capitalization of the pipeline.

2:33: 30 PM
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REPRESENTATI VE LeDOUX asked: Can this deal happen w thout using
t he gover nnent - guaranteed | oans to cover potential overruns?

MR. PULLI AM answered that the governnent |oans are helpful to
the project, although fromwhat he's seen - based on current gas
price projections and tariff costs wth/w thout those guarantees
- they aren't the linchpin. They serve to reduce the tariff and
make it nore econom C.

REPRESENTATI VE LeDOUX asked whether M. Pulliam was saying it's
not actually part of the deal.

MR. PULLIAM replied part of the proposal is to use those |oan
guar ant ees. However, it is a little unclear in the proposal
whet her those will be reserved for cost overruns or used in the
initial pipeline construction.

REPRESENTATI VE LeDOUX asked: Are those |oan guarantees in |aw
now? |f TransCanada applies for them wll it get thenf

MR. PULLIAM answered yes, as long as TransCanada neets the
conditions set forth in the |egislation.

2:35:50 PM

MR. PULLIAM in response to Chair Huggins, explained that the
non- guaranteed debt will have a higher interest rate. Most of
the pipeline is debt-financed. At higher interest rates, the
financing costs wll be higher on the biggest portion of the
pi pel i ne. Utimately, the regulators will allow those higher

interest rates to be passed through in the formof a tariff.

REPRESENTATI VE SAMUJELS gave his wunderstanding that if the
guarantees are used on the front end, capital costs can be
reduced but there's nothing left for overruns. But if it's
saved for overruns, capital is higher but it isn't known what
the overruns will be and thus it m ght be wast ed.

MR. PULLI AM surm sed that any anmount which hadn't been used for
cost overruns could be applied later on.

2:36:40 PM

REPRESENTATI VE DOOGAN asked: I f the governnment guarantee goes
to loans for initial financing and then there are cost overruns,
how woul d those typically be financed?

MR. PULLIAM replied they could be financed either by increased
borrowing or by putting equity capital in. | f sonmeone proposes
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a certain capital structure for debt and equity and has targeted
75 percent, presumably it wll continue to be funded at that
sane rate as costs go up. Soneone could instead seek to fund it
over time, however, using different percentages.

REPRESENTATI VE DOOGAN said in this exanple it's nore expensive
noney across the board, because it isn't governnent-guaranteed
t hose funds woul d have al ready been used.

MR. PULLI AM concurred, saying he'd assune the conmpany would try
to use as nmuch of the governnent-guaranteed noney as possible
there's only a certain anount.

2:38:51 PM

REPRESENTATI VE HAWKER gave his understandi ng that although these
guaranteed | oans are available, the process to obtain them is
fairly lengthy, conplex, and uncertain.

MR. PULLI AM responded that he isn't famliar with the entire
process, believes it is lengthy and requires a lot of
certification, and doesn't know whether there is wuncertainty
with respect to how they' re used.

SENATOR W LKIN asked about two incentives he'd heard about in
Anchorage | ast week to mnimze cost overruns: 1) the return on
equity shown here that seens to cost sone $3 billion for a
40 percent overrun and 2) one related to federal corporate
i ncone tax and a deduction or surcharge.

MR. PULLIAM indicated he hadn't been in Anchorage and didn't
know. In response to Senator Therriault, he said the |oan
guarantee amount will continue to grow until used. | f project
costs grow with the rate of inflation, the relationships all
stay the sane. The admnistration's projected costs are at a
hi gher growth rate than general inflation, however, nore |ike
4 percent, whereas the |loan guarantees are indexed to the
general rate of inflation.

2:41: 28 PM
SENATOR THERRI AULT asked whether M. Pulliams cal cul ati ons
accounted for that.

MR. PULLIAM replied he'd shown these in 2008 dollars to try to
mai ntai n an appl es-to-appl es basis as nuch as possi bl e.

SENATOR W ELECHOWEKI asked if pipeline conpanies typically have
trenmendous cost overruns or if sonme factor keeps those down.
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MR.  PULLIAM answered that, first, the shippers are highly
sensitive to costs, and in the regulatory process they'll try to
ensure that the <costs which are wultinmately approved are
reasonable and prudent; the regulators are charged with that

Second, in negotiating rates, shippers can anticipate and
negotiate terns about how overruns wll be treated. They may
enbrace sonething |ike TransCanada has talked about, require

sonet hing nore stringent, or have different terns.
DR. NERI concurr ed.
CHAIR HUGA NS highlighted the inportance of understanding the

process for the federal |oan guarantees, including what triggers
them what the procedure is, and how long it takes.

2:44. 00 PM

REPRESENTATI VE SAMUELS agr eed. Following up on Senator
W el echowski's question, he posed a topic for the roundtable
di scussi on: Is the negotiated rate the incentive, in large
part, in a normal pipeline to keep cost overruns down? He

surmsed there'd only be a «certain paraneter that the
negotiation allowed one to go up to, and then it would be on the
pi pel i ne conpany.

MR. PULLI AM suggested an anal ogy where soneone has negoti ated
with a contractor to build a house.

REPRESENTATI VE SAMJELS surm sed that person would absorb sone of
the risk. The only difference would be that this is a
$30 billion or $40 billion project, and the risk from cost
overruns accel erates qui ckly because of the size of the project.

MR.  PULLI AM concurred. He turned to slide 48, also |abeled
"Potential to Use CGovernnent Cuaranteed Loan for Cost Overruns,"”
a chart with the follow ng columms: total capital in 2008
dollars; overrun; anmount of debt at 75 percent debt/equity
rati o; anmount of |oan guarantee in 2008 dollars; non-guaranteed
debt; and average debt rate by percentage.

MR. PULLIAM said this shows what is available from the federal
government and how it would look at different capital-cost

| evel s. He indicated if cost projections were as TransCanada
proposed, $25.8 billion in 2008 dollars with no overrun, it
woul d be as shown: debt at $19.4 billion, the |oan guarantee at
$20.1 billion, zero non-guaranteed debt, and an average debt

rate of 4.7 percent.
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MR. PULLI AM added that if costs go up, the guaranteed anount
doesn't go up, but the required debt does in order to keep the

debt-to-equity ratio. If it costs nore, it can be ternmed an
overrun or just "higher capital."” At 50 percent nore, about
$39 billion total, $29 billion in debt would be required; one-
third or $9 billion would be non-guaranteed funds. Usi ng

TransCanada' s spreads, this would raise the average debt cost by
about 0.5 percent.

2:47:16 PM

REPRESENTATI VE ~ JOHNSON  highlighted slide 6, " What Does
TransCanada Ask From the State?” He drew attention to the
followi ng point: "Cooperation of State in efforts with the
Federal Government to obtain support for project - Use of |oan
guarantees for cost overruns." He asked: Does the state have

any cost-overrun responsibility under the proposal? And if we
say yes to this, would the state have to provide a guarantee for
t hose, above and beyond what the federal governnment does?

MR. PULLI AM gave his understanding that this refers to use of
the federal guarantees, not a state guarantee.

2:48: 09 PM
MR, PULLI AM showed slide 49, "Sensitivities," which said:

As discussed above, capital costs are the biggest
driver of costs. The critical elenents are:

- Overall Capital

- Capitalization (i.e., Debt/Equity)
- Debt Cost

- Return on Equity

MR. PULLIAM specified that capital costs wll be the biggest

costs in the tariff. Overall capitalization - what the debt
costs and the return on equity - is inportant in the tariff as
wel | . Slides 50-52 would show sensitivities, how the tariff

woul d change under different assunptions relative to what
TransCanada has put into its baseline tariff assunption.

MR. PULLI AM showed slide 50, "Tariffs ($/ MvBtu)," a chart wth
the following note: "Base tariff is per TransCanada assunptions
re: costs, capital state and financing (i.e., $25.8bn, 75% debt
I 25% equity, 4.7-6.2% debt cost, 14% return on equity)." He
i ndicated the vertical line in the mddle represents $2.41, the
nunber from TransCanada's proposal. The graph depicts what
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happens to the tariff if wvarious factors are increased or
decreased by a certai n percentage.

MR. PULLIAM pointed out that debt is the biggest part of the

capital . The tariff is sensitive to debt costs; if debt is
reduced by 1 percent, the tariff drops about 12 cents, for
i nst ance. Return on equity is a little less sensitive because
there is less equity in the proposal, 25 percent. There'd be a

nmovenent of 5 or 6 cents either way on the equity piece; that is
relative to a 14 percent return.

VR. PULLI AM showed slide 51, "Estinmated State Revenues
(Billion $)," a chart with the following note: "Base ($226.9bn)
is per TransCanada assunptions re: costs, capital state and

financing (i.e., $25.8bn, 75% debt / 25% equity, 4.7-6.2% debt
cost, 14%return on equity)."

MR. PULLIAM said this shows the projected inpact on state
revenues, generally following the same pattern. Capital costs
are the nore sensitive. These are nominal dollars expressed
over 25 years. The debt ratio is a little |ower and debt costs
are sonewhere between the two.

SENATOR THERRI AULT remarked that this shows why it was inportant
that the state's desired debt-to-equity ratio be a "nust have."

This shows the inpact on the return. He said FERC will allow a
debt-to-equity ratio wthin what it calls a "zone of
r easonabl eness. " He recalled that for the Rockies Express

Pi peline this was 55/45.

SENATOR THERRI AULT said if the State of Al aska all owed that kind
of spread and there was a lot nore equity, there'd be a
trenmendous inpact to the state. He asked why M. Pulliam had
chosen just a +5/-5 percent range here.

MR. PULLIAM replied this is for illustration, how it would nove
over a relatively small range of 5 percent. It certainly could
be expanded to show nuch |arger ranges. Wth novenent of 25

percent, the bar on the chart would be comensurate.

SENATOR THERRI AULT surm sed proposals outside of AG A that want
hi gher equity could have a sizable inpact on the state's
ear ni ngs.

MR. PULLI AM agr eed. He said these are nore |ike changes on the
margin. But they could be run with wi der sensitivities.
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2:52: 44 PM

MR. PULLI AM showed the final chart on sensitivities, slide 52,
"Estimated Shipper Revenues (Billion $)," which had the
followi ng note: "Base ($122.5bn) is per TransCanada assunptions
re: costs, capital state and financing (i.e., $25.8bn, 75% debt
| 25%equity, 4.7-6.2%debt cost, 14%return on equity)."

MR. PULLI AM said these again are nomnal dollars. The pattern
is simlar to what was seen earlier, although the sensitivity
range is a little narrower for shippers because the forecast
under the current system shows nore total dollars flowng to the
State of Alaska than to the shippers.

REPRESENTATI VE DOOGAN referred to the tineline on slide 4 and
asked when the tariff rates will be set.

MR. PULLI AM answered that he believes the initial tariffs wll
be set at the point of certification to build the pipeline.

REPRESENTATI VE DOOGAN asked whether that applies whether there
are recourse rates or negotiated rates for the tariffs.

2:54: 45 PM

MR.  PULLI AM suggested Dr. Neri mght coment, but said it's
subject to what those terns provide. For instance, capital may
end up being higher or lower than what is set forth. If it's
hi gher, for instance, then the actual per-unit tariff could be
hi gher than what is there at the certification point. But the
nmet hodol ogy at |east, what goes into those rates, would be set
at that point of certification.

REPRESENTATI VE DOOGAN asked: WIll there be another tariff-
setting procedure at the end of construction?

DR. NERI answered that generally when FERC grants a certificate
to construct a pipeline, especially for recourse rates, one
certificate condition is that the pipeline at sone point -
usually three years later - conme in and justify the rates,
docunent costs, and nmaybe even file a rate case. So there's
usually a three-year review by FERC of the cost and the rates.

REPRESENTATI VE DOOGAN asked: If a pipeline conpany is trying to
get conmmtnents at an open season, does it have to be able to
predict at |least the initial rates?

DR. NERI replied that during the open season, in the open season
docunents, the pipeline will indicate what it thinks the rate
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will be. Potential shippers will submt bids. After the open
season, if the pipeline decides to file its certificate, it wll
have nore information and will, in the certificate application
file for rates to be charged to the shippers. | f those rates
are approved by FERC, they' Il go into effect.

REPRESENTATI VE DOOGAN asked whet her there could be three sets of
rates, then: the rates at the open season, the rates at
certification, and then the rates upon conpl etion.

DR. NERI replied no. The rates at certification would go into
ef fect. But, as part of the certificate condition, FERC
generally requires pipelines to come in three years later to
justify the rates that were approved in the certificate.

REPRESENTATI VE DOOGAN asked: If there were significant cost
overruns between the time of certification and conpletion, how
woul d t hose be handled in the rate nmaking?

MR. PULLIAM responded if <capital costs were higher than
anticipated, he believes in the initial certification process
the conpany woul d apply to have a certain return on capital that
woul d then apply to the higher capital base. It would be those
rates that go into effect. That would be reviewable three years
or so after the pipeline began operation, when the pipeline
woul d have to justify those rates.

2:59:01 PM
MR. PULLI AM di scussed slides 53-55, "Expansion Issues,” which
listed the follow ng points:

- Expansion of pipeline capacity would occur either
via addition of conpression, or through | ooping
(i.e., additional pipeline)

- TransCanada esti mat es t hat expansi on up to
5.9 bcf/day (30% increase) could occur through the
addi ti on of conpression

- Expansions between 5.9 bcf/day and 6.5 bcf/day woul d
occur through either conpression or | ooping

- Loopi ng i nvol ves addi ng par al | el pi peline
sections along a portion of the main |ine

- Beyond 6.5 bcf/day, expansion could occur up to 7.2
bcf/day through | oopi ng
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- AGA requires TransCanada to study demand for
expansi on every two years and offer non-binding Open
Seasons if demand is warranted

- AGA also requires TransCanada to offer "rolled-in"
rates as long as they do not result in increase over
original rates by nore than 15% (i.e., 115% of
original rates)

- Rolled-in rates nean that the costs of the expansion
“rolled-in" with the original costs and the total is
spread out over total volunes

- This could result in higher or Ilower rates for
original shippers depending on the cost of the
expansi on

- The alternative is increnental rates for expansion.
Under increnmental pricing, the shipper[s] for the
expansion capacity bear the entire cost of the
expansi on. Again, this could be Ilower or higher
than the original rates

MR.  PULLIAM noted that expansions were addressed earlier as
wel | . He specified that the 30 percent increase in the second
bullet point is 30 percent over the 4.5 initial throughput.
Wth rolled-in rates, both the initial shippers and the
expansi on shi ppers pay on the sane basis.

VR. PULLI AM in response to Senator G een, gave his
understanding that the 115 percent applies to the initial rate.
As the pipeline expands to about 5.9 Bcf/day, rates |ikely would
decrease; conpression would be added, and the initial costs
would be spread over a higher volune. There could be a
situation wherein an expansion after that l|leads to an increase
over those | ower rates.

3:01:55 PM

REPRESENTATI VE SAMJELS posed an exanple with an initial rate of
$3. 00. There is conpression expansion and the rate drops to
$2. 50. Anadarko comes in and bids $2.50 for its gas, and
everyone pays $2.50. Then there's an expansion wth | ooping

and the rate rises to $3.25. He asked whet her Anadarko woul d be
on the hook for 15 percent above $2.50 or above $3.00.
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MR. PULLI AM gave his understanding that it would be relative to
the initial rate, up to 15 percent above $3.00.

REPRESENTATI VE SAMUELS suggested al so asking the adm nistration
and TransCanada what their understanding is. He said Anadarko
in this instance could sign up at $2.50 and go to $3.45,
15 percent above a rate that Anadarko hadn't agreed to ever, the
$3.00 rate.

MR. PULLIAM affirnmed that as his understanding from what he'd

read and seen presented thus far. Returning to the slides, he
said rolled-in rates can lead to higher or lower rates for
initial shippers, depending on the cost of the expansion. The

alternative is increnental rates in which expansi on shippers pay
the entire cost of expansion; this could be higher or |ower than
the original rates, depending on how efficient the expansion is.

MR.  PULLIAM showed slide 56, "Exanple of Rolled-In Rate
Treatnment,"” a bar graph showing how rolled-in rates could either
| ower or raise rates for initial shippers. He specified that it
wasn't based on the proposal.

MR. PULLIAM noted if there were initial tariffs of $2.00 and an
i ncrenental expansion with relatively |owcost conpression, it
would result in $1.50 on the increnental volune to support that
expansion; rolling that in leads to a |ower average rate for
everyone. Conversely, if the expansion was relatively costly so
it went up to $2.50, then rolling the higher expansion cost in
woul d result in a higher tariff for everyone.

3:04: 38 PM

REPRESENTATI VE GATTO asked what happens if the anmount of gas
available to put in the pipeline keeps dropping. There'd be a
commtnment that sonmeone wouldn't have to pay nore than
15 percent above the base rate. But the rate would start to
climb for everyone if less gas were in the pipe. He asked:
Under that scenario, how do you prevent the rate from clinbing
above the initial rate?

MR. PULLIAM replied that's a different risk issue. That's why
there are transportation conmtments to begin wth. Shi ppers
will agree to put a certain amount of gas in; if they don't ship
t hat anount of gas, they' Il pay as if they did.

3:05:43 PM
SENATOR THOVAS observed that the gas treatnent plant wasn't
menti oned here and asked: If the GIP is built for 4.5 Bcf/day
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and then the |ine expands to 7.2 Bcf/day, what inpact does that
have and how does it affect the tariff? He suggested there
m ght be a huge capital cost for the GIP in that instance,
dependi ng on who owns it.

MR. PULLIAM said that's a good question. TransCanada's proposa

doesn't include a scenario for expanding the GIP. He said
engineering for the GIP is a out of his area of expertise, but
the gas would have to be conditioned in sone way, either from
adding to the «central GIP facility or perhaps through
constructing small facilities to address increnmental volunes.

As to which would be nost efficient, he didn't know.

SENATOR THERRI AULT asked M. Pulliam why he'd stopped the
expansion through looping at 7.2 Bcf/day. He surmised if it
were still cost-conpetitive, soneone could lay pipe to get
around bottl enecks or have parallel |ines.

VR. PULLIAM answered that it matched wth estimtes in
TransCanada' s proposal, which ran the nunbers up to 7.2 Bcf/day.
As to how efficient it is to |oop beyond that, he wasn't sure.

3:08: 20 PM

SENATOR W ELECHOWEKI recalled for the base pipeline the debt-to-
equity ratio is 70/30 under AGQ A, but for expansions TransCanada
wants 60/ 40. He asked: Wat econom c inpact does that have if
it's up to 6.5 or 7.2 Bcf/day and there's a 44 percent increase,
changing that ratio from 70/30 to 60/40? He surmsed it would
be significant.

MR, PULLI AM answered it would have the effect of raising capita
costs on a per-unit basis, though he wasn't sure how significant
it would be.

SENATOR W ELECHOWSBKI suggested it would be a loss of billions of
dollars to the state.

MR. PULLIAM replied that relative to using a 70/30 ratio,

depending on how big the expansion is, it could be billions.
However, the value of having the expansion would, in itself, be
a big benefit to the state. If it could be done on a 70/30

basis, though, and was a significant expansion, that difference
could be quite valuable to the state.

3:09: 52 PM

MR. PULLI AM di scussed slide 57, also |abeled "Expansion I|Issues,"”
whi ch had a graph and the foll ow ng points:
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- TransCanada estimtes that expansions up to 6.5
bcf/day (44% increase in capacity) would reduce
rates on a rolled-in basis

- At 7.2 bcf/day, TransCanada estimtes that rolled-in
t r eat ment of expansions could increase rates
(depending on timng of expansions(s)), but by Iless
than the 15%t hreshol d

MR. PULLI AM said the graph shows what TransCanada anti ci pates at
di fferent expansion levels. A horizontal |ine shows 115 percent
of the initial tariff. The figures refer to pipeline tariffs,
not the GIP. He noted TransCanada predicts expansions generally
woul d reduce the tariff, inclusive of fuel, up to about 6.5
Bcf/day. It would start to increase as | ooping begins.

MR, PULLI AM added that the adm nistration has done sone of this
nodeling as well and has verified in general, to his belief, the
manner in which the pipe would be expanded, though the patterns
look a bit different from this, with sone increase seen at a

lower level. 1In the end, the 115 percent level isn't approached
- at least with current projections - at any of these kinds of
expansi ons. Moving from 4.5 to 7.2 Bef/day is a fairly |arge

expansi on, nore than 50 percent, over the initial capacity.

3:12: 06 PM
MR, PULLI AM di scussed slide 58, also |abeled "Expansion |Issues,"”
whi ch had the follow ng points:

- If TransCanada estinates are correct, exi sting
shi ppers would be expected to be supportive of
rolled-in treatnent up to 6.5 bcf/day. Beyond that,
t hey woul d rather see increnmental pricing

-  This could differ depending on the position of
the party seeking the expansion. If it is an
exi sting shipper, it may still favor rolled-in
treatnent above 6.5 bcf/day depending on how
much existing capacity it has relative to the
anount of increnmental capacity it is seeking

- For exanple, if a shipper had 10% of the
original capacity, but was going to have 100% of
the expansion capacity, then it would Ilikely
favor rolled-in treatment even if it raised the
cost for it[s] original capacity

JT. SENR/ HRLS COWM TTEES - 66- June 4, 2008



- This is because it can spread the costs of the
i ncrenment al (relatively expensive expansion)
across others' vol unes

- Neither FERC nor NEB are required to accept rolled-
in treatnent of rates as required by AGA, though
FERC has stated that there will be a presunption of
rolled-in treatnent

MR.  PULLIAM added, wth respect to different positions of
parties, that it would depend on a shipper's mx of gas as well
as how nmuch initial capacity that shipper has relative to the
expansi on capacity. The FERC presunption of rolled-in treatnent
is rebuttable; the pipeline or shippers could present evidence
that it should be done on an increnental basis instead.

3:13:47 PM
MR. PULLI AM sunmmari zed slide 59, "In-State Tariffs," which said:

- TransCanada has proposed offering at least 5 in-
state "off-take" |locations, one of which would
accomobdate a "spur” line to the Anchorage area

- In-State Study before Open Season

- Tariffs wuld be offered on distance sensitive
basis, with a single "zonal" rate offered for all
Al aska off-take | ocati ons

- Rates to the different |ocations would be cal cul ated
based on their relative distances to the tota
Al aska section, then a weighted average rate would
be applied to all off-take in Al aska

MR. PULLIAM added that the in-state study is consistent wth

Ad A In response to Representative LeDoux, he specified that
TransCanada proposes to do a study of demand for gas within the
state and nmke that available before the open season. Thus

fol ks woul d have a sense of gas requirenents in Al aska.

MR. PULLIAM said the final chart, slide 60, also labeled "In-
State Tariffs,” is a sinplified version with off-take |ocations
at 200, 300, and 500 ml|es and exanples of off-take volunes; the
overall rate to the border is $1.00 per Mf and the distance is
800 miles. Total cost is allocated based on the distance to
each | ocation and the wei ghted volume com ng off each.
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MR. PULLIAM said while it is relatively cheap to serve |ocation
A and nore expensive for location C, those are weighted
together. In this case, the average distance is 52.5 percent of
the distance to Canada, so the rate is 52.5 percent of the total
rate to Canada.

3:16: 00 PM

REPRESENTATI VE HAWKER remarked that philosophically he can see
certain sinplicities in having a single-zone tariff for all of
Al aska. But he asked why folks taking gas off at the Yukon
Ri ver should subsidize shipping gas all the way to the Kenai
for instance, and why Fairbanks residents should subsidize gas
going to LNG or urea plants further south.

MR. PULLIAM replied he thinks it boils down to admnistrative
ease and sinplicity. Utimately, there'll be a balancing
between equity and administrative ease, which often is one of
the tensions in the regulatory process. The postage-stanp type
of rate provides that adm nistrative ease.

3:17:18 PM

REPRESENTATI VE LeDOUX asked whether it's correct that this
TransCanada proposal won't work unless the producers agree in
t he open season to ship their gas.

MR. PULLIAM answered that a pipeline to commercialize the gas
has certainly got to have gas in it. Right now, that gas is
controlled by producers under the |eases they have. There has
to be sone way for that gas to get into the system either by
agreenent or coercion or Sone process.

REPRESENTATI VE LeDOUX asked: Wiy is or isn't TransCanada's
proposal better than what the producers have proposed under the
name Denal i ?

REPRESENTATI VE SAMUJELS suggested noving forward, rather than
begi nning the debate that will occur over the next two nonths.
Legislators would hear five days of presentations from the
adm nistration and TransCanada on why they believe this is the
best path to nonetize North Sl ope gas. He pointed out that the
process was set up so the LB&A consultants could highlight
guestions for legislators to ask and what to | ook for.

MR DICKINSON noted there's a general Power Poi nt slide
presentation on the Denali website, but there are thousands of
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pages on the TransCanada proposal. Any conparison wll suffer
as a result.

The comm ttees took an at-ease from 3:21:10 PMto 3:39:10 PM

3:39:32 PM

MS. ADAI R gave her background, saying she's a chem cal engineer
by training and a registered professional engineer in Texas and
&l ahoma; she indicated she also has a master's of business
adm nistration (MBA) from Southern Methodi st University (SM))
She has designed pipelines, gas-processing facilities, and so
on. In her day-to-day job, she |ooks at issues where the
technical part of the energy industry collides with econom cs.
She does work on due diligence for financing and |lots of work on
damages, contract di sputes and negotiations, and so on.

3:40: 57 PM

M5. ADAIR began her presentation, "Financial Assessnment of the
| nppact of the Alaska Gas Pipeline,” which was duplicated in a
handout. She showed slide 2, "Key Study Aspects,” which said:

- Financial Analysis of the Al aska Gas Pipeline
Project from the perspective of TransCanada and
Pr oducer Project

- Assessnent of t he future per f or mance of
TransCanada' s Canadi an gas assets in two cases, Wth
and Wthout Al aska Gas Supply

- High-level overview other TransCanada assets

- Evaluation of supply and denand/conpetition issues
in North Anerica that may inpact the TransCanada
pi peline assets

- Evaluation of i npact of the Alaska gas on
TransCanada' s future earnings

MS. ADAIR noted that, for the nost part, Mise Stancil has taken
base-case forecasts of +the pipeline, rather than doing an
anal ysis of TransCanada's proposal or an independent analysis of
t he pipeline. The effort has been to put this project in the
context of the environment in which it will function; to address
how the pipeline will affect TransCanada's assets; to discuss
issues that may inpact TransCanada's pipeline assets on the
North American front; and to look at the inpact of the Al aska
gas pipeline on TransCanada's future earnings as a corporation.
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3:42:13 PM
M5. ADAIR showed slides 3-4, "Financial Analysis of the Al aska
Gas Pipeline,” which had the follow ng points:

Assess the investnment phil osophy, asset portfolio, and
financial structure of potential owner conpanies

- TransCanada
- Producer Project Omer
- ConocoPhillips (COP)
- British Petrol eum (BP)

Assess the risk/reward and potential return of the
investnment in the pipeline project

- Assuming certain percentage of firm transportation
(FT) commtted before investnent

- Assuming no FT commtnent until year 2 of operations
- Assuming all FT sold prior to initial construction
Evaluate the potential investnent in the Al aska
Pipeline Project in the context of each conpany's
i nvest ment phil osophy, asset portfolio, and financial

structure

- Assess how investing in the project could inpact
each conpany's financial stability

- Assess the project in light of other Ilikely
alternative project investnents available to the
conpani es

M5. ADAIR explained that for the analysis of the pipeline from
the perspective of the marketplace, Mse Stancil was asked to
tal k about how the conpanies differ that ultinmately may be

owner - oper at or s. Muse Stancil was contracted before the Denal
project was announced; ConocoPhillips and BP were added as
specific conpanies followng that, instead of the generic

producer project owner intended originally.

3:43: 01 PM
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M5. ADAIR said everything she would show is publicly available
i nformati on obtained from annual reports, stock analyst reports,
and so on.

M5. ADAIR discussed slides 5-6, "TransCanada." Slide 5 was a
map of Canada and the U S. depicting gas storage, power plants,
wholly owned pipelines, and affiliated pipelines. She said

TransCanada has a vast footprint in North Anerica, including a
| ot of power generation; it is an integrated energy conpany, at
| east on the gas side. Slide 6 had the follow ng points:

Corporate Vision and | nvestnent Phil osophy

- Becone the leading energy infrastructure conpany in
North America

- Deliver strong financial performance
- Maxim ze corporate financial flexibility

- Execute on the current portfolio of | ar ge,
attractive projects and initiatives

- Create and cultivate a high-quality portfolio of
future growth opportunities

Asset Portfolio

- Natural Gas Transportation
- 36,500 mles of wholly-owned pipelines connecting
North Anerican gas producing basins to downstream
mar ket s

- 15 billion cubic feet per day (Bcf/d) of natura
gas transported in 2007

- Natural Gas Storage
- 355 billion cubic feet (Bcf) of storage capacity

- Crude G| Transportation
- Keystone Pi pel i ne Pr oj ect I i nki ng gr ow ng
Canadi an oil sands supplies with refineries in
the U S. M dwest

- New build, plus conversion of underutilized
Mai nl i ne capacity
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- Power GCeneration
- Assets in Canada and the U. S.

- Diverse portfolio of nuclear, natural gas, coal
hydro, and w nd

- LNG
- Two LNG inport termnals in the devel opnent phase
- Quebec location on the St. Lawence River
- New York State in Long Island Sound

- Marketing

3:44: 00 PM

M5. ADAIR said she believes this cane from TransCanada's | atest
annual report. The conpany's focus is on the m dstream sector
provi ding services to producers and people who buy gas all over
North Anerica; it also cares about its sharehol ders. In the
past three years or so TransCanada has grown quite a bit, based
on projects it has identified and executed as well as
acquisitions in the nmarketplace. The Al aska gas pipeline

project is a great growh opportunity for the conpany.

M5. ADAIR, with respect to TransCanada's assets, added that the
natural gas storage capacity is primarily in Canada, but also is
affiliated with the ANR Pipeline system that it owns in the
Lower 48. TransCanada is just beginning to enter the crude oi
side; the conversion of wunderutilized mainline capacity refers
to converting lines in Canada to oil. Di verse power generation
assets are primarily in Al berta and Northeastern U S She
menti oned the LNG projects and also said the marketing rel ates
to TransCanada's unregul at ed assets.

3:47.: 06 PM

M5. ADAIR addressed slides 7-8, also |abeled "TransCanada,"
noting this information canme from stock reports and what they'd
seen in TransCanada's annual report. Slides 7-8 said, with a
few details omtted:

Key Facets of Current Portfolio

- Planned investnent of approximately $10 billion in a
nunber of energy infrastructure projects currently
under construction throughout North America

- Pipeline Segnent

- Approximately $5.3 billion of conmtted capital
proj ects
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- Alberta Systemis North Central Corridor
- Keystone G| Pipeline

- Energy Segnent
- Plan to invest nore than $4.6 billion in a
variety of projects

Future I nvestnents Criteria
- Select only the very best opportunities and
nmove those initiatives forward

- Build on exi sting | ar ge and attractive
portfolio of proj ects and i nvest ment
opportunities in the Pipeline and Energy
Segnment s

- CQultivate a portfolio that provi des the

opportunity to rei nvest substantia
di scretionary cash flow into opportunities in
natural gas and crude oil pipelines, power

generation facilities, natural gas storage, and
LNG term nal s

- Capitalize on North Anerica's increasing demand
for cleaner and nore efficient energy

- Continue to deliver strong and sustainable
financial returns to sharehol ders

M5. ADAIR added that in Alberta, TransCanada is doing pipeline
expansion and looping in the north central corridor. The
Keystone oil pipeline is a joint venture with ConocoPhillips.
As for the energy segnent, this is power generation as well as
LNG and gas storage.

M5. ADAIR explained that for future investnents, TransCanada is
| ooking for opportunities in sectors that grow the businesses
the conpany already participates in or that are adjacent to
those; TransCanada wants to explore its core conpetencies in
ways that neet «criteria in terns of increasing denmand for
cl eaner and nore efficient energy in North Anmerica. And the
conpany wants to continue to deliver strong and sustainable
financial returns for its sharehol ders.

3:48: 55 PM

M5. ADAIR turned to slide 9, which had a graph of TransCanada's
long-termdebt in U S. dollars and the follow ng points:
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Fi nancial Structure
- Current Market Capitalization, $23 billion
- Long-term debt as of March 31, 2008, $13 billion
- Detailed 2007 Financial Performance analysis
| ocated i n Appendi x

REPRESENTATI VE RAMRAS recalled during the legislative session

TransCanada execut ed a $2.8 billion power - gener ati on
transaction. He opined that equity nmarkets generally discourage
| arge conpanies that deviate from their primary business. He

asked whet her Muse Stancil had anal yzed that transaction and, if
so, whether the market had rewarded TransCanada for broadening
its energy portfolio. He al so asked whether Ms. Adair had any
references here to TransCanada's inmmediate peer group that
speaks to its capacity to execute this Al aska project.

M5. ADAIR answered no to the |ast question. As to the first,
she surm sed he was tal king about the Ravenswood project out of
New Yor k. She said her information wasn't extensive, but she'd
had Muse Stancil's "power guy" look into it.

M5. ADAIR opined that one problem with Ravenswood is it's a
peaking facility, not utilized 100 percent of the time. It also
has reserve or standby paynents, to her understanding, to
mai ntain the equipnent and have it ready to go; there is sone
concern as to how long those paynents nay be available.
Furthernore, she believes there's sonme concern that the
acquisition mght dilute earnings, at |east short term

M5. ADAIR said those are things shareholders don't |ike to hear,
especially when looking at the record for acquisitions, which
have been accretive to earnings. She opined that this
particular acquisition mght have been a nonmentary blip. She
recalled reading and hearing that the conpany has plans to
repower that facility and turn it around.

REPRESENTATI VE RAMRAS said his question was relative to the size
of the market capitalization of TransCanada and the fact that a
$2.8 billion acquisition for Ravenswood was that dilutive, to
hi s under st andi ng. He expressed concern about the scale and
TransCanada's ability to execute the Al aska project.

M5. ADAIR answered that with respect to this Al aska pipeline,
the FT conponent won't be a function of the conpany's size; it
will relate to the creditworthiness of the parties to the FT
contracts. That is what will carry the day on the debt.
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REPRESENTATI VE RAMRAS asked Ms. Adair to expand her answer wth
respect to construction risk when it conmes to a project between
$21 billion and $36 billion, given what he said is FERC s view
about risks associated with global Arctic gas projects; that the
Trans- Al aska Pi peline System (TAPS) oil pipeline ran 800 percent
over budget; and TransCanada's present narket capitalization
relative to the risk of 50, 100, or 200 percent cost overruns.

3:53: 15 PM
M5. ADAIR answered wth regard to cost overruns that she
believes it's a question the legislature and the market in

general will have to grapple wth. That risk nore than likely
won't be laid off to an engineer, procure, and construct (EP&QC
contractor, at least not conpletely; it will have to be nanaged.

M5. ADAIR suggested |ooking at the stock-value market cap of
TransCanada at $23 billion and a total enterprise value if the
conpany's long-term debt is added to the market cap of about
$36 billion. Conpared with the types of overruns tal ked about -
50 percent on $20 billion - it's a | ot of noney.

M5. ADAIR said, however, that this project is nmeant to ride on
its own nerits and not on a parent guarantee of any particul ar
conpany. So managenent of construction risk is key to financing
the project. The wultimate question is how to manage risks
sufficiently to satisfy the debt and equity that nust be raised,
since TransCanada will have to raise equity to do this.

3:54:36 PM
SENATOR W ELECHOWSKI noted the value of the U S dollar has
plumreted relative to Canadian dollars. He asked whether that

has affected any of the nunbers shown for TransCanada.

M5. ADAIR answered that Miuse Stancil tried to do everything in
U S dollars in order to have an apples-to-apples conparison
She didn't believe it would have any inpact because corrections
had been done in everything she woul d show t oday.

3:55:17 PM
REPRESENTATI VE GARDNER asked what is neant by EP&C contractors.

M5. ADAIR replied those are the conpanies that build pipelines,
supply equi pnment, and would put together the project. Usual |y
when there is a turnkey construction contract for a big project,
there are penalties associated with mssing mlestones, certain
cost overruns, and so on. The EP&C contractor cannot insure
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agai nst every possible delay or lay it off on sonmeone else. An
exanple is a delay or cost increase related to regulatory
I ssues. Certain inherent risks to the project rest wth those
who own it.

3:56: 38 PM

M5. ADAIR noted TransCanada doubled its debt in the last five
years, but also raised equity during this time and al nost
doubled its net incone, as shown on slides 10-12. Those slides
had graphs depicting net income by segnent, capital expenditures
by segnment, and capital expenditures and acqui sitions.

M5. ADAIR highlighted segnents of TransCanada's business. She
explained that "power" relates to power-generation assets and
gas storage, whereas "gas transmission” is specifically pipeline
assets. TransCanada has a pretty good distribution between
those two segnents, noving around a little bit, depending on
markets; it isn't highly |l everaged in one segnent or the other.

M5. ADAIR also highlighted a fairly drastic increase in
expenditures over tine. At least in the last couple of years,
she said, spending has focused on the energy sector including
wi nd projects, hydroelectric power, and so on, with |ess direct
spending in the pipeline segnent.

M5. ADAIR noted there has been significant spending on
acqui sitions, through which TransCanada has been successfully

gr ow ng. In 2007 that included acquiring ANR Pipeline - a
significant pipeline fromthe Gulf of Mxico to Mdwest narkets
- and the outstanding interest in Geat Lakes Pipeline. In

response to a question, she opined that Ravenswood wasn't
i ncl uded here.

3:58:48 PM
M5. ADAIR briefly showed slide 13, "Financial Analysis of
Potenti al Owner Conpanies," which said:
Producer Project Owners
- ConocoPhi l |ips
- British Petrol eum

IVS. ADAIR discussed slides 14-18, "ConocoPhillips Asset
Portfolio,” which had a nmap, graphs, and the follow ng points:

Expl oration activities in 23 counties

Production activities in 16 countries
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- Total 2007 production 2.3 mllion barrels per oi

equi val ent day
- Including Lukoil and Syncrude

Refineries
- 12 in the U S
- 4 in Europe
- 1in Asia

- 2007 Refining Capacity 2.7 mllion barrels per

day (Mvbp/d)

- 2.04 MVbp/d in US.

- 669 t housand barrel s per day
I nternationall]

As of Decenber 31, 2007

- Third-largest integrated energy conpany
U. S.
- Market capitalization
- GOl and natural gas reserves
- Gl and natural gas production

- Fourth-largest refiner in the world

- Sixth-largest worldw de reserves holder
gover nment -control | ed conmpany

Refi ned Products Marketing
- U S., Europe, and Mal aysi a
- Phillips 66, Conoco, 76, and JET brands

Joint Venture Qperations

( Mop/ d)

in the

., non-

- DCP Mdstreamin the U S., 50 percent interest

- 63 Natural Gas Processing Plants
- 58,000 mles of natural gas gathering

- Chevron Phillips Chemcal Conpany, 50 percent
| nt er est
- 36 Production Facilities in 7 countries
- 6 Research and Technol ogy Centers

Cor porate Vision and | nvestnent Phil osophy

- Exerci sed a consi stent, proven i nvest ment
strategy that bal ances allocations of cash flow
- Gow the asset base
- Return capi tal to shar ehol ders t hr ough

di vi dends and share repurchases

- Manage debt

- Investnent allocations are based upon the dynam c

i ndustry environment including identification of

new i nvest ment opportunities
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- In the recent past, the conpany has conpl eted key
acqui sitions and new investnents while reducing
corporate debt

- 2007 Uses of Cash are summarized in the chart
bel ow

Fi nancial Structure
- Current market capitalization, $144 billion
- Debt as of March 31, 2008, $22 billion
- Long-term debt, $20 billion

M5. ADAIR said while TransCanada is primarily a North American
service provider with a couple of investnents in South Anerica,

ConocoPhillips has activities all over the world and is fully
integrated in the oil and gas market sectors. It has chem cal s
investments and a fairly significant investnent wth DCP

M dstream - Duke ConocoPhillips; its 58,000 mles of natural gas
gathering is primarily in North Ameri ca.

M5. ADAIR drew attention to statistics for year-end 2007, saying
ConocoPhillips is the third-largest integrated energy conpany in

the U S., looking at factors |ike market cap, reserves, and
production rates. It is the fourth-largest refiner in the
world, with 17 refineries, primarily in the U S. It has a |ot

of reserves as well.

4:00: 14 PM
M5. ADAIR referred to recent financial reports and said
ConocoPhi l l'ips, like any conpany, wants to grow its asset base

It has been returning capital to sharehol ders through dividends
and share repurchases. When a conpany buys its own stock back
instead of investing in projects, that typically neans its board
of directors feels its in-house projects and those being
cultivated are better than current nmarketplace opportunities.
ConocoPhillips has a pretty significant investnment in its own
conpany and projects.

M5. ADAIR told nenbers probably the hardest thing for any
conpany right now is to figure out what to do in the current
mar ket pl ace.  Nobody knows if prices will remain at $110 or $120
or whether this is just a blip. Long-term planning is tough.
Most big conpanies have reacted by wusing oil and gas price
forecasts that are significantly lower than the current prices.

M5. ADAIR noted ConocoPhillips has done quite a bit in

acqui sitions and new investnents, paying down its debt. It is
| ooking to shore up its bal ance sheet sone.
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4:02: 08 PM

V. ADAIR highlighted stock value of $144  billion and
$22 billion in debt for ConocoPhillips, of which $20 billion is
| ong-term debt. Commensurate with the run-up in oil prices, she
sai d, ConocoPhillips has taken on additional debt, likely to try
to find nore oil.

M5. ADAIR said because ConocoPhillips is such a diverse
business, there are lots of segnents, including Lukoil, a
Russian oil conpany joint venture. ConocoPhillips's exploration

production and incone has driven it for the last four years,
though it was down a bit in 2007; that happened with nany
conpani es as costs finally caught up with runaway oil prices.

M5. ADAIR said ConocoPhillips' refining and marketing sector has
done well, also seen across the board until this year because it
was relatively stable and because relatively low oil price
refining margins have been strong as demand for products has
i ncreased worl dw de.

M5. ADAIR noted ConocoPhillips' <capital budget for 2007 was
about $12 billion, significantly higher than TransCanada's. The
bulk of it has been in exploration and production because |ots
of noney nust be spent to develop reserves and there are
wor | dwi de operations. Sonme noney is being spent on refining and
mar ket i ng.

4:04: 00 PM
MS. ADAIR turned attention to BP, slide 19, "BP Wrldw de,"
whi ch had the foll ow ng points:

Expl oration activities in 29 countries
Over 24,000 service stations worl dw de
Interest in 17 crude oil refineries
Corporate Vision and | nvestnent Phil osophy
- Continue to support the strong list of projects
under devel opnment and com ng on stream
- Newy delineated the business into groups to
enphasi ze the key drivers of the business
- Upstream

- Downstream
- Aternative Energy
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| nvestnents in alternative energy to provide a
focus on technology to support the existing
busi ness as well as the devel opnent of the supply
of | ow carbon energy for the future

- Focus on evaluation of long-term strategy given
increased oil prices and the trends in the world
econony, including the identification of the
right opportunities in a chall enging market pl ace

- Cash flows from BP's strong asset base are
allowing the conmpany to increase investnment in
future growt h and sharehol der divi dends

- Returning cash to sharehol ders through dividends
and buybacks

- Increased the quarterly dividend (March 2008)
to 13.525 cents per share, conpared with 10. 325
cents per share in 2007, a 16 percent increase

- $7.5 billion of shares were repurchased for
cancel | ation in 2007

M5. ADAIR indicated while ConocoPhillips is a really big
conpany, BP is huge. Such a conpany has nunerous opportunities
presented daily. She said BP recently reorganized its business
into wupstream downstream and alternative energy segnents
because it believes that investing in the latter could really
i npact the rest of its business.

M5. ADAIR likened BP's thinking to investing in the NASA space
program which results in an enornous anount of technol ogy that
provi des benefits in many areas. She said BP seens to be trying
to figure out ways that the technology in alternative energy can
help its upstream and downstream prograns and al so enhance its
bal ance sheet.

M5. ADAIR additionally said that BP speaks to the task of
determining what to do in the long term given the new era of
oil prices, and is looking at growing the conpany, especially
with respect to sharehol der dividends. That BP al so has been
buying back its stock is another signal that it has lots of
cash, but not as nmany good projects as desired.

4:05:57 PM
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M5. ADAIR showed slides 20-21, "BP Wrldw de Asset Portfolio,"
which had the following categories and additional details not
listed here:

Africa
Asi a
Austral asi a
Eur ope
- London is where BP' s corporate headquarters are
| ocated, and the UK is, therefore, a center for
trading, legal, finance, and other mainstream
busi ness functi ons. The UK is also honme to
three of BP's nmjor gl obal research and
t echnol ogy groups.
North Anerica
- Exploration and Production - The BP group is
the largest oil and gas producer and one of the
| argest gasoline retailers in the United
St at es, and has significant nat ur al gas
production in Canada
- The largest non-U. S. conpany on the New York
St ock Exchange
- BP Alternative Energy business operations
center - Houston, and solar nanufacturing
facilities in the U S.
- Canadian activities focus on the production of
natural gas and derivatives
- Exploration and production work is a core
aspect of BP' s presence in Trinidad and Tobago
- where BP is a mgjor |ocal producer
Sout h America

M5. ADAIR noted BP has nore diversity than ConocoPhillips, wth

investnment in solar manufacturing in India and Australia,
exploration and production, doing the Baku-Tbilisi-Ceyhan (BTC
pi peline, and so on; she enphasized the opportunities. In North

Anerica, there is lots of exploration and production. Sonme work
has been done in South America, as TransCanada has al so done
there BP is doing work related to chem cals and sol ar projects.

4:06: 45 PM
M5. ADAIR discussed slide 22, which had a graph |abeled "BP
Debt" and the foll ow ng points:

Fi nanci al Structure

- Current Market Capitalization, $228 billion
- Debt as of Decenber 31, 2007, $31 billion

JT. SENR/ HRLS COWM TTEES - 81- June 4, 2008



M5. ADAIR noted the graph shows that the trend over tine has
been pretty stable, although it rose sone in 2007, probably
reacting to higher oil prices.

M5. ADAIR addressed slides 23-24, graphs |abeled "BP Capital
Expenditures and Acquisitions” and "BP (Operating Segnent
Profit." She noted that, as seen with ConocoPhillips, BP is
mai nly an exploration and production conpany; that's where nost
of their base revenues conme from They are spending noney in
t hose sectors to develop reserves for the long term

M5. ADAIR said BP calculates its net inconme equivalent a little
differently than is done in the U S. Exploration and production
dwarfs ot her business segnents. In particular, BP has had sone
issues with refining and marketing; surmsing many |egislators
heard about the Texas City incidents and sone refining issues
she said BP is hopeful to have those put behind it and is
| ooking for less future spending in those areas.

4:08: 08 PM

M5. ADAIR discussed slide 25, "Conpany Financial Conparison,"”
two graphs conparing 2007 capitalization and also the average
annual capi tal expenditures (2003-2007) for TransCanada,
ConocoPhillips, and BP. She noted that total capitalization for

TransCanada was the | east, whereas BP' s was highest by far. For
capital expenditures (CAPEX), the average over the last five
years was used. As shown, BP is spending $15 billion to
$16 billion annually in its capital budget. TransCanada' s

capital expenditures, while far less than the others, have been
i ncreasing over the entire tinmefrane.

4:08: 50 PM
M5. ADAIR turned to slides 26-27, "R sk/Reward and Potenti al
Project Return,” which had the foll ow ng points:

Assunming certain percentage of FT conmmtted before
i nvest ment

- Revenue Ri sk is reduced, but not elim nated

- Some Revenue Upside is lost as a result of Ilikely
| oner overall negotiated tariff rates for FT
shi ppers

- Some Revenue Upside 1is retained as uncommtted
operational capacity nmay be sold to spot shippers at
base tariff rates
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- Some Capacity Risk may be elimnated dependi ng upon
the Project Developer's final t echni cal desi gn
relative to overall system FT comm tnents

- The Project Devel oper still faces significant risks

- Construction risk - weather delays, design
del ays, construction quality issues, material /
equi pnent availability del ays, etc.

- Capital Cost risk - raw material costs, |abor,
interest rate risk

- Operating Cost risk - depending upon how FT is
structured, negoti at ed rates wi || | eave
operational risk with Project Devel oper

- Credit risk that is assessed based upon the
creditworthiness of the conpanies standing
behi nd the FT conmi t ment

- Regulatory risk

Assunming no FT conmitment until year 2 of operations

- Not a valid reference case

- The pipeline project is not Ilikely to be built
wi t hout throughput commtnents, therefore, the risk
is very, very high for any project sponsor | ooking
to proceed with devel opnent in this case

Assunming all FT sold prior to initial construction

- If all of the FT capacity on the system is sold
prior to initial construction, revenue risk is

mtigated
- Capacity risk is reduced as project can be "right-
si zed" to neet commtted rmarket demand with
expansi on capabilities
- The Project Developer still faces significant risks
- Construction risk - weather delays, design

del ays, construction quality issues, material /
equi pnent availability del ays, etc.

- Capital Cost risk - raw nmaterial costs, |abor,
interest rate risk

- Operating Cost risk - depending upon how FT is
struct ur ed, negoti at ed rates will | eave
operational risk with Project Devel oper

- Credit risk that is assessed based upon the
creditworthiness of the conpanies standing
behi nd the FT conm t nent

- Regul atory risk

JT. SENR/ HRLS COWM TTEES - 83- June 4, 2008



M5. ADAIR el aborated. She said this is Miuse Stancil's viewpoi nt
on FT and the Al aska gas pipeline, addressing cases they' d been
asked to consider. For the first assunption, that a percentage
of the FT is conmtted before investnment, there is revenue risk
is for the project owners. The possible |loss of sonme revenue
upside is because the negotiated rate will, for the nobst part,
be constant throughout. Wat is retained is for capacity that
hasn't been commtted. That can be commtted on negotiated
rates later or there may be a recourse rate; hopefully it won't
go unused.

M5. ADAIR said sone capacity risk may be elim nated because of
the ability to right-size the pipeline; the engineering design
may be better because of knowi ng exactly what the FT comm t nent

will be. That goes into the thinking for expansion as well.
However, significant risks still nust be dealt with, as listed
above. Capital costs carry risk because of inflation. For

operating cost risk, the negotiation is really an allocation of
that risk on those costs going forward.

M5. ADAIR explained that credit risk is assessed based on who
signs an FT conmmtnent. The debt holders and, if equity nust be

rai sed, the people who'll invest in equity in this project want
to be sure that whoever executes those FT contracts can pay,
whether they're selling gas or not. Utimately, that neans

| ooking to the producers wth significant balance sheets to
backstop those FT conm tnents.

M5. ADAIR noted there's ongoing regulatory risk for a pipeline.
The regulatory environnment is never |ocked in. For instance,
recently there have been pipeline inspection rules about nore
frequent testing and greater degrees of nonitoring, and there
are carbon di oxi de and greenhouse gas issues.

4:12:18 PM

M5. ADAIR turned to the next assunption, no FT commtnents when
the pipeline is built. Noting she'd sought input from people
with lots of experience in this area, M. Adair reported that
they'd all responded that it's not even a valid reference case;
they didn't believe the project would be built wthout
t hroughput conmtnents, and therefore the risk would be very,
very high for any project sponsor that |ooks to proceed on a
specul ati on basi s.

M5. ADAI R spoke about the final assunption, that all the FT is

sold before initial construction. She said in that case,
revenue risk is pretty nmuch taken care of, assumng a |lot of
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reopeners haven't been negotiated in the contracts. Capacity
risk is reduced significantly because the subscribed vol unes
w il be known. Since it will likely be closer to construction

there'll be better reserve estinmates and production forecast
rates; thus a better design can be done to fit the project to
the reserves that the pipeline is neant to service.

M5. ADAIR noted the project developer will still have all those
other risks discussed before. That doesn't nean the project
devel oper has to carry themall 100 percent, but it is necessary
to deal with those and think about how to mtigate them and | ay
those risks off or allocate themto others in order to have the
nost financially successful project for the project investors.

4:13:45 PM
M5. ADAIR paraphrased slide 28, "Potential Conpany Investnent,"
whi ch sai d:

Evaluate the potential investnent in the Al aska
Pipeline Project in the context of each conpany's
i nvest ment phil osophy, asset portfolio, and financial
structure
- Assess how investing in the project could inpact
each conpany's financial stability

- Assess the project in light of other likely
alternative project investnents available to the
conpani es

Tr ansCanada
COP
BP

4:14: 06 PM
M5. ADAIR discussed slide 29, "Potential Conpany |nvestnent -
TransCanada, " which had the foll ow ng points:

Financial Stability

- In the last five years, net incone has doubled
and the conpany has been able to take on
addi tional debt, alnost doubling |ong-term debt
in the sanme period

- The conpany has also been able to define and

capture new opportunities that have provided a
solid foundation for new equity
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- The "mdstream’ energy services sector has been
in favor with investors

- Mre than 60 percent of TransCanada's equity is
hel d by institutional investors

- Favor predictable, stable returns

- Favor low risk investnents for the mpjority of
their portfolios

- Sonetines take on nmedium to high risk
i nvestnents, but do so in "small bites"

- A project the size of the Alaska Gas Pipeline
dwarfs cunul ative total TransCanada capital
spending in the last 5 years

- On a stand-alone |Dbasis, at today's market

capitalization, taking on this project wll be
highly leveraging to TransCanada, both positive
and negati ve, in contr ast to hi storica

i nvest ment s

- Wuld likely require raising additional equity

- Wuld Ilikely inpact equity returns in the
mediumterm dependent wupon project tineline
and cash fundi ng needs

Rel ati ve to other TransCanada | nvestnents

- Conplenments existing Canadian gas pipeline and
storage assets, owned by TransCanada and ot hers

- Long lead tinme does not provide support for near-
to mediumterm earnings growh; TransCanada woul d
have to identify, consumate, and execute other
projects in the interim

- May provide needed infusion of natural gas
l[iquids into Al berta

- Supports expect ed supply shortfall in
petrochem cal feedstock
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- May provide sone supply to neet heavy crude
di | uent dermand

Not e: Diluent is pentanes plus NG used to m X
wi th heavy crude for shipnent

M5. ADAIR added that TransCanada has been able to capture new
opportunities and is grow ng through acquisition. | nvest ors
like the md-stream sector because of predictable returns for
the nost part, though there m ght be projects such as Ravenswood
that those sorts of investors aren't happy with. At |ast check
60 percent of equity was held by institutional investors, which
tend to invest in things |ike state enpl oyee pension funds.

M5. ADAIR said the Alaska project is huge relative to what
TransCanada has taken on. However, TransCanada has the core
conpetencies in its gas businesses to manage a project like
this. | f TransCanada were a stand-al one owner-operator for the
project today, taking the project on would be highly |everaging
to the conpany. Also, it will have to raise equity, and there's
a chance that nediumterm equity returns for its sharehol ders
would be affected, depending on the project tineline, cash
funding, and details for getting the project off the ground.

M5. ADAIR noted this project certainly conplenents TransCanada's
portfolio of Canadian gas pipeline and storage assets. The |ong
lead tinme could be a problem for the conpany, dependi ng upon how
it's structured, because TransCanada has been adding projects
that are accretive to earnings, adding acquisitions, and grow ng
t he conpany.

M5. ADAIR said because this project wll feed into the
TransCanada system as nentioned this norning, the infusion of
NGs from the Alaska gas will support a couple of issues facing
Canadi an producers today: petrochem cal feedstock and dil uent
for heavy crude oil. Heavy crude oil can be alnost |ike road
tar. To get it to flow in pipelines, it is diluted, usually
with "C5" plus heavy NGs. Having a ready supply could benefit
the market in Al berta, depending on quantities available and how
much actually makes it that far in the pipeline.

4:18: 01 PM

REPRESENTATI VE RAMRAS gave an analogy in the hotel business. He
asked about the scale of TransCanada's proposed project in
relation to its market capitalization, debt, and so on, conpared
with the relative scale for ConocoPhillips and BP. He asked
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Ms. Adair to return with a single slide, a one-page recap, to
denonstrate ri sk.

M5. ADAIR suggested thinking about increasing the size of any
busi ness through finding partners to put in seed noney. For
instance, if hotel roons were sold for 10-15 vyears before
commencing a building project, the bank would |oan noney on it.
As long as there are project partners to help put the equity
seed noney in, she said, the noney could probably be borrowed
fromthe bank to do the project.

REPRESENTATI VE RAMRAS took issue if the hotel roons would be
sold for a fixed cost, saying there'd be construction risk if
his construction cost was unknown. Returning to this project,
he surmsed this would cause the producers to absorb an
i nordi nate anount of risk that would danpen the environnment in
whi ch a busi ness transaction could be consunmat ed.

4:21:41 PM

M5. ADAIR replied she believes the negotiation of that rate
would cone into play for the willing buyer or seller. Soneone
woul d | ook at what the market would bear and what partners would
be willing to do. Any devel oper for this project will have to
assess how nuch equity return is needed, how nuch risk is
acceptable, and so forth. 1t's not a slam dunk.

M5. ADAIR further responded by showing slide 25, "Conpany
Fi nanci al Conparison,” two graphs conparing 2007 capitalization
and al so the average annual capital expenditures (2003-2007) for
TransCanada, ConocoPhillips, and BP. She noted the first graph
depicts enterprise value, adding the conpanies' market equity

value to their debt. If this project is presuned to be about
$20 billion, it's below the total narket cap of TransCanada, but
certainly much | ower than BP or ConocoPhilli ps.

4:23:11 PM

REPRESENTATI VE GARA offered that this wll be the biggest
project in TransCanada's history, since to his belief it's the
biggest in North Anerica. He asked how it conpares wth

pi pelines that BP and ConocoPhillips have built. He al so asked
Ms. Adair, based on what she knows, whether she believes
TransCanada can pull this off.

M5. ADAIR responded to the first question by saying nost
integrated conpanies |ike ConocoPhillips and BP have their
exploration and production assets together. Some but not all
include their gas conditioning plants, processing and gathering,

JT. SENR/ HRLS COWM TTEES - 88- June 4, 2008



and so forth in those sane segnents, although sone conpanies
i ke Exxon have separate pipeline segnents.

M5. ADAIR said the tendency is that when any |arge conpany takes

on a negaproject, it alnost always does it wth partners; it
doesn't want to take on all the risk in its own portfolio for
that one project. So conpanies pool assets - financial,

intellectual, engineering, and so on - and diversify the risk of
the project anong all of them

M5. ADAIR turned to whether TransCanada can do the project. She
opi ned, based on public information review, that TransCanada has
the core skills to do it; it operates lots of gas pipelines
bui |l ds projects, and does things all the tine.

M5. ADAIR said the sheer size of this project will be big for

anybody. Noting she'd received an e-mail from BP recruiting
engineers to conme to Alaska, she highlighted the current
shortage of engineers that affects everyone. She surm sed,

however, that by pooling interests and working together - either
collectively as owners or helping each other because it's in
everyone's best interests - they can do the project.

REPRESENTATI VE GARA asked whether this would al so be the biggest
pi peline project for the other conpanies.

M5. ADAIR replied she hadn't searched the world over, but
suggested | ooking at projects of the same nagnitude, especially
in today's dollars. TransCanada's nmainline system from Al berta
to the eastern coast of Canada has five pipelines in the ditch
in sone places, for instance. There are many systens where one
was built and then others were added, and there are lots of big
projects. But in one lunp sumthis may be the biggest.

4:27: 09 PM
REPRESENTATI VE SAMUELS noted Representative Kerttula had asked
to hear TransCanada's take on some of the concl usions. He

suggested that would be appropriate during the roundtable
di scussi on, when TransCanada could have its financial analysts
avail able; the same could be done for ConocoPhillips and BP if
t hey w shed.

REPRESENTATI VE SAMJELS, on behalf of Representative Gra
proposed tasking Mise Stancil wth seeing if there are other
projects of this magnitude that ConocoPhillips and BP or others
have done and how the risk has been mti gat ed.
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REPRESENTATI VE KERTTULA recalled last week legislators heard
from Goldman Sachs, whose representatives provided a simlar
answer about TransCanada's ability.

4:28:46 PM
M5. ADAIR discussed slide 30, "Potential Conpany Investnent -
ConocoPhi |l i ps,™ which said:

Ei

nancial Stability

- COP routinely takes on large, nmedium to high-
risk projects; however, as a large, integrated
mul ti - nati onal cor porati on, such higher risk
projects are offset by long-term producing
reserves, mdstream assets, and other investnents

- Approximately 80 percent of COP equity is held by
institutional and mutual fund investors that own
the stock because of the corporation's ability to
manage such ri sks

- The capital required for execution of the project
is of the same order of mgnitude as COP's
current capital budget

- In any case, the financial risk of the Al aska Gas
Pipeline Project will ride on the shoulders of
t hose conpanies that own or control the majority
of the gas reserves in the state

- Conpanies like [COP] are used to taking on such
risks in return for devel opi ng reserves

- Investors in conpanies |like [COP] expect
corporations to take on such risk to devel op
the reserves, but also trust the established
track record of these conpanies in assessing
and managi ng devel opnent ri sk

Rel ative to ot her ConocoPhillips Investnents

- The COP investnent philosophy is based upon
al l ocation of capital

- [That] COP has been investing in stock buybacks

in the last couple of years suggests that
managenent views returning recent cash increases
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to investors to be nore profitable than investing
i n addi tional new projects

- COP likely views the Alaska Gas Pipeline Project
as leveraging and inportant to the conpany's
future reserve position as they have allocated
the initial capital to pursue the first phases of
the Denali project devel opnent

M5. ADAIR explained that ConocoPhillips and BP are probably in
the same situation in terns of financial stability and how they
woul d view this project. For them it's a way to nonetize their
gas reserves, which is inportant. They're used to taking on
bi g, hi gh-risk projects. They do Ilots of investing in
exploration and production, and exploration is a very high-risk
busi ness. They know how to nodel projects like this to
understand the risks and to nmanage them

M5. ADAIR al so addressed slide 31, "Potential Conpany I|nvestnent
- BP," which said:

Financial Stability

- Even larger than COP, BP is one of the |argest,
integrated nulti-national energy corporations and
does take on nmedium to high-risk projects in
bal ance with the corporation's total portfolio
risk

- The capital required for execution of the project
isinline wwith BP's current capital budget

- In any case, the financial risk of the Al aska Gas
Pipeline Project will ride on the shoulders of
t hose conpanies that own or control the majority
of the gas reserves in the state

- Conpanies like [BP] are used to taking on such
risks in return for devel opi ng reserves

- Investors in conpanies |like [BP] expect
corporations to take on such risk to devel op
the reserves, but also trust the established
track record of these conpanies in assessing
and managi ng devel opnent ri sk

Rel ative to other BP I nvestnents
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- Like COP, BP has al so been buyi ng back stock

- BP also invests, as do nobst large, integrated
conpani es, based upon an allocation nodel that
considers the health of each asset sector and the
ranking of available projects on a risk/return
basi s

- Stock buyback typically signals board confidence
in the existing asset base and a preference for
returning recent cash increases to investors
rather than increasing capital spending wth
addi ti onal new i nvestnents

4:29:23 PM
IVS. ADAIR told nmenber s wher eas about 80 per cent of
ConocoPhi | I'i ps' sharehol ders are institutional investors, mnutual

funds, and pension-type funds, BP has perhaps 15-20 percent of
t hose. As shown on a previous slide, capital budgets for both
far exceed this pipeline.

M5. ADAIR said it's inportant to note, however, that on an
annual i zed basis the investnment in the pipeline doesn't happen
in one day. The $23.2 billion will be spent over a |ong period
of tinme. When | ooked at that way, it brings the total anount
they' re managing yearly to a nuch | ower nunber.

MS. ADAI R added that both ConocoPhillips and BP have been buying
back their stock and paying good dividends. They' re |ooking for
good investnents for their sharehol ders. Bot h have validated at
| east the study phase of this project with the announcenent of
their capital commtnents to the Denali project.

4:31:10 PM

SENATOR W ELECHOWSKI recalled hearing that the rates of return
on the upstream portion are nuch higher than the 14 percent for
the pipeline. He asked why these conpanies would spend billions
of dollars devel oping sonmething for which they get such a |ower
rate of return.

M5. ADAIR answered this isn't about the pipeline to them The
pipeline is just the equi pment they need to get the gas fromthe
ground to the nmarket. While it isn't true if gas is at $1.75 to
$2.00 per MwBtu, at today's higher market prices, the reserves
in the ground will likely always be worth nore to them than the
ownership interest in the pipeline.
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SENATOR W ELECHOWBKI asked: Wiy wouldn't they be happy wth
havi ng an i ndependent conpany cone in and build the pipeline so
they can nake the huge profits that are predicted for the
upstream portion?

M5. ADAIR cited her experience operating gas plants, oil wells,
and gas wells in the field. She said when the operatorship is
turned over to soneone else, especially soneone not as focused
on the upstream goals aren't always aligned. There are issues
of flexibility, cost savings, and intangibles that a producer
wants to control within the whole producing operation.
Producers can be juxtaposed to pipelines in terns of when
they're curtailed, when maintenance is done, and so on. Those
i ssues are elimnated by being the operator of that equipnent.

4:33:32 PM

SENATOR W ELECHOWBKI asked what is neant by the final point on
the ConocoPhillips slide, that the conpany likely views this
proj ect as | everaging.

M5. ADAIR answered that every exploration and production (E&P)

conpany is trying to add reserves to its balance sheet. | f
there isn't a conduit for those to get to the marketplace, they
aren't on the balance sheet. So conpanies want to nonetize

t hose and get them on the bal ance sheet as asset.

4:33:53 PM

SENATOR THERRI AULT asked: In looking at the conpanies, did you
pull together any information on their reserve replacenent
rati os?

M5. ADAIR indicated Miuse Stancil could get that information,
which is readily avail abl e.

REPRESENTATI VE SAMJELS announced the neeting would reconvene at
9:00 a.m tonorrow norning. SB 3001 and HB 3001 were hel d over.

The joint neeting of the Senate Special Conmttee on Energy and
t he House Rul es Standing Commttee was recessed at 4:34:42 PM

JT. SENR/ HRLS COWM TTEES - 93- June 4, 2008



