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LESA ADAI R

Muse Stancil & Co.

Addi son, Texas

PCSI TI ON  STATEMENT: Conti nued her presentation titled
"TransCanada Gas Pipeline and Storage Assets.”
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PCSI TI ON  STATEMENT: Provided his presentation titled "Sone
things to l|ook for and ask about in the AGA License
Det erm nation."

JOHN NERI, PhD, Consultant

Benj am n Schl esi nger & Assoc., Inc.

Bet hesda, Maryl and

PCSI TI ON STATEMENT:  During hearing, answered questions.

BARRY PULLI AM Consul t ant

Econ One Research, Inc.

Los Angeles, California

POSI TI ON STATEMENT:  During hearing, answered questions.

ACTI ON NARRATI VE
REPRESENTATI VE RALPH SAMUJELS called the joint neeting of the

House Rules Standing Conmittee Subconmittee on AG A and the
Senate Special Commttee on Energy to order at 9:03:17 AM

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

REPRESENTATI VE SAMUELS announced that today M. Adair would
continue her presentation titled "TransCanada Gas Pipeline and
St orage Assets.”

9: 04: 00 AM

LESA ADAIR, Muse Stancil & Co., reviewed the matters that she
woul d di scuss today as specified on slide 33 of the presentation
titled "Financial Assessnent of the Inpact of the Al aska Gas
Pi peline." Referring to slide 34 titled "TransCanada Gas
Pipeline and Storage Assets", M. Adair related that the table
on this slide is from the TransCanada Al aska Conpany, LLC
(TransCanada), web site and the nunbers presented from 2006
aren't that different than those for 2007. The table
illustrates that TransCanada has significant gas throughput on
its systens. She enphasized the need to keep in mnd when
reviewing these nunbers that some of these systens feed into
ot her systens. Therefore, one can't view each [of these
t hroughputs] as individual nodules of gas that are independent
of one another. There is double counting, she highlighted. For
i nstance, sone of the gas that cones on the Al berta System may
also flow into the Canadian Miinline system M. Adair inforned
the commttee that TransCanada has both wholly owned and
affiliated interests in pipelines. It's certainly the case that
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for some of these affiliated systens there are nultiple owners,

she not ed. TransCanada al so owns TC PipeLines, LP, which is a
publicly held Ilimted partnership that owns sone of the
affiliated interests as well. She then relayed that the

appendi x of the handout includes nore detailed information wth
regard to individual systenms and their origin and termnation
poi nt s. Referring to slide 35 titled "Canadian Gas Pipelines,”
Ms. Adair reviewed that the Al berta System gathers natural gas
for the Canadian Miinline and connects to the BC System the
Foothills System and other pipelines in the area. The Canadi an
Mai nl i ne extends into Eastern Canada and delivers natural gas to
Nort heastern U. S She inforned the nenbers that Foothills is
bringing natural gas from Alberta to markets in the US.
M dwest, Pacific Northwest, California, and Nevada. Vent ur es
LP, she related, supports natural gas demand in the oil sands
region while TQM transports from the Canadian Mainline to Quebec
Cty and connects to the Portland system

M5. ADAIR, referring to slide 35 titled "Gas Storage Overview, "
expl ained that the yellow triangles on the map represent the gas
storage projects owned by TransCanada, which anpbunts to about
one-third of the natural gas storage in Alberta. The two |arge
projects [in Alberta] are the Edson and Crossalta facilities,
which are well located to support demand in the area. "Gas
storage is really there to makeup the difference between what
the pipelines can deliver and demand in high-demand seasons -
Al berta in the wnter especially,” she said. The Canadi an
storage being discussed doesn't include the M chigan project,
although it's affiliated with [TransCanada' s] operations in the
ANR Pi pel i ne.

M5. ADAIR then turned to the gas production forecast. The
nunbers that wll be shown are based on the National Energy
Board (NEB) and other publicly available sources, such as the
Energy Information Adm nistration (EIA). She then directed
attention to the chart on slide 38 titled "Production by
Province,"” which illustrates that currently nost of the natural
gas cones from Alberta and will continue to do so in the future.
Al though there is sone production in the eastern provinces, it's
relatively small. Followi ng Al berta, the next |argest source of

production is British Col unbi a.
9: 09: 52 AM

REPRESENTATI VE GUTTENBERG inquired as to the location of the
Yukon production on the chart [on slide 38].
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M5. ADAIR relayed that it's probably a small slice that's
difficult see. Therefore, she offered to pull the nunbers out
| ater for discussion.

9:10: 15 AM

M5. ADAIR continuing with slide 39 titled "Wstern Canada
Natural Gas Production CQutlook,"” remarked that folks like to
review the various sources and the sorts of technologies
required to extract oil and gas, given the types of reservoirs
bei ng exploited. The chart on slide 39 illustrates that
conventional drilling is the npbst conmon. She then directed
attention to the swath representing coal bed nethane (cbm, and
added that there's a |arge amobunt of cbm devel opnent in Wom ng
and Montana. Coal bed net hane devel opnent is a large trend that
is continuing to develop throughout North America. The chart

also illustrates that shal e[production], although not large in
Canada, is huge in the Central U S. For instance, in Texas the
Barnett shale was producing alnost no natural gas at all, but is
now producing over 3 billion cubic feet a day (Bcf/d). Most of

that production came online in the last three years and the
trend is now extending west to the Texas pan handle and north

into Louisiana and Arkansas. Sonme forecasts project that there
could be 4 Bcf/d from northern Louisiana in another three to
five years. In British Colunbia the shale play is just

begi nning, as indicated by a recent [gas prospects] |ease sale.
She related that there have been about five discoveries of the

magni tude of 6-10 trillion cubic feet (Tcf) per discovery.
Al t hough how that shale play is going to develop in British
Columbia is still a question, the gas will conpete for capacity

and the new discovery isn't included in the forecast being
pr esent ed.

9:12: 38 AM

M5. ADAIR then highlighted that the NEB is forecasting that
Mackenzie wll cone on stream in 2015 with about 1.2 Bcf/d.

Turning to slide 40 titled "Wstern Canada Gas Denand," she
pointed out that the total gas demand by province is well below
the production available from Canada in the tinefrane of the
forecast through 2030. Ms. Adair opined that although Al berta
demand has been strong and it's believed that it wll continue
to grow, there are nany energy inprovenent projects. Even with
respect to the oil sands, there are efforts to conserve natura

gas, she rel ated. Still, there will be plenty of gas produced
to neet the demand in Canada. In response to Representative
Sanmuel s, Ms. Adair confirnmed that the demand is for total demand
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and included the usage of tar sands, not just power generation
Moving on to slide 41 titled "Alberta Gas Demand,"” she pointed

out that the chart illustrates that there is huge industrial
demand in Alberta of which oil sands is a |arge portion. Coa
gasification is becomng nore prevalent and wll Ilikely be
adopted nore for wuse in the oil sands going forward, and

therefore it's included in the forecast [presented on slide 41].

M5. ADAIR, referring to slide 42 titled "Alberta Hub and Export
Capacity,"” remnded legislators that the hub is a |arge market
area, not a single point in the pipeline. The supply to the hub
today cones from production in Alberta and British Colunbia.
The total export capacity out of Alberta is about 11 Bcf/d,
whi ch is post-conversion of TransCanada's Minline capacity that
will be put into crude oil service. There are new supplies from
Mackenzie and Al aska gas comng into Al berta at Boundary Lake

Therefore, she opined that there is about 11 Bcf/d take away

capacity avail able. Slide 43 titled "Proposed Alaska Gas
Pipeline Route" illustrates where the pipeline will hook into
the system There will be sonme new build pipe required, she

not ed. She then highlighted that basically the gas wll cone
in, pass through the hub, and be available to nove to al nost all
the markets in the U S

M5. ADAIR referring to the chart on slide 44 titled "Alberta
Gas Supply Forecast,"” informed the nenbers that the forecast of
the Al berta production and what's conming out of British Col unbia
and Mackenzie gas results in excess capacity in the system
This excess capacity is available before and after Al aska gas.
Only during startup does there pose a bit of an issue to try to
nmove all the gas through existing capacity. She enphasized that
the timng of when AGP [Alaska Gas Pipeline] starts up and when
some of the other projects come on line and how the decline
occurs in various areas over tine are factors. One nust keep in
m nd, she opined, that NEB' s forecast is about $7 per thousand
thousand British thermal unit (MVBtu) equivalent Henry Hub
price, although gas prices are higher than that today. The

af orenenti oned may stinulate additional drilling and production,
which mght create tighter capacity utilization here. However,
if the Alaska gasline project slips at all, there may be no
problem wth capacity. Ms. Adair said, "W feel very

confortable that we're in a good situation, with respect to that
gas coming in and that if there are changes that need to be
made, they're not going to be big changes. You should be able
to handle all that gas through the Al berta Hub."

9:18: 07 AM
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M5. ADAIR, referring to slide 45 titled "Future Perfornmance of
TransCanada's Canadian Gas Assets," infornmed the nenbers that
Muse Stancil staff who work primarily in oil sands and gas
projects performed a study late |ast year regarding how many of
t he announced projects were likely to go forward. At that tine,

the thought was that about two-thirds of the announced projects
woul d nove forward and becone productive. Since that tinme oil

prices have increased, and therefore it's possible that it would
be an even higher percentage of projects that would nove
forward. Most of those projects, she projected, wll nove
forward in the near- to nmediumterm Ms. Adair then turned to
CO, sequestration and rem nded nenbers that Canada has signed the
Kyot o Accord. Canada, she relayed, is working through its
federal governnent to try to inplenment changes to the system
that woul d adhere to the Kyoto Accord. In February 2008 British
Columbia did unveil a carbon tax program For nost of the
places for which there is concern [regarding CGOJ, including
Al berta, British Colunbia, and even perhaps Al aska, there are
exi sting devel oped geologic reservoirs. From a technol ogica

standpoint, CO, can be renoved by injecting it into reservoirs.

In fact, she recalled working on a project in the 1980s in which
a 1950s process to take gas off of boilers to be injected into
the ground for mscible flooding was used in order to increase
oil recovery. Although this is nothing new wth regard to
technology, it cones at a cost. Ms. Adair said it renmains to be
seen when the [Kyoto Accord] mandates will be inplenmented and
the technology that will evolve to mnimze the cost associated
with the disposal or mnimzation of green house emi ssions. I n
terms of announced projects, the aforenmentioned isn't viewed as
being a big problem

9:21: 20 AM

REPRESENTATI VE NEUMAN asked if by 2018, when both the Denali
Project and TransCanada propose to be running, ConocoPhillips
Al aska, Inc. (ConocoPhillips) and BP will have need to replenish
the reserves and will there be the nmarket denmand to ensure that
Al aska's gas goes into the market.

M5. ADAIR explained that all of the forecasts for natural gas
demand i nclude grow h. For exanple, "T-Electric" (ph) in Texas
tried to certificate new coal burning capacity. However, T-
Electric wasn't certificated because of the air quality concerns
with regard to burning coal. "Natural gas does not have those
ki nds of issues, yet, because ... we haven't nade big noves to
limt natural gas electrical generation," she pointed out. She
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al so pointed out that many projects are being devel oped to neet

the increased denmand. The future seens to hold continued
demand. In fact, the current demand in the US. is being net
with inports from Canada. She projected that those Canadian
inmports will continue to be needed as well as liquefied natura
gas (LNG. Ms. Adair opined that there wll definitely be
demand. The question is regarding what is the npbst econonic

source, Alaska gas or LNG

REPRESENTATI VE NEUVAN asked specifically if there will be enough
demand to use Al aska's gas.

M5. ADAIR answered that the best information available today
says that there wll be enough demand to use Al aska's gas.
However, there is always the possibility that prices could rise
so high that the elasticity of demand would result in custoners
cutting back as was recently seen in Juneau. Ms. Adair,
returning to the presentation and slide 47 titled "Eval uation of
Natural Gas Storage and CQutlook," said that there have been a
| ot of gas storage projects developed in the U S over the | ast
five years. The reason for that is as the US. relies nore
heavily on inported supplies and supplies that are |ocated
farther and farther from the large demand centers, gas storage
hel ps balance out the available supply through the pipelines
with the instantaneous demand 1in the [|arge-use narkets.

TransCanada's two projects are well positioned to do the
af or enent i oned. Those two projects have been profitable and
provide a vital service to the region, which she opined wll
cont i nue. Furthernore, the future demand for storage wll be

good as gas supplies and devel opnent occur farther away fromthe
demand centers.

9:26:11 AM

M5. ADAIR reviewed slide 49 titled "TransCanada's Canadi an Gas
Assets Wthout Alaska Gas Supply” and slide 50 titled
"TransCanada's Canadian Gas Assets Wth Alaska Gas Supply." As
the chart on slide 50 relates, the Alaska gas supply provides a
significant increase in net incone.

9:28: 23 AM
REPRESENTATI VE GATTO, referring to the chart on slide 50, asked

if the y-axis that is labeled "MIlions of US. Dollars" refers
to the tariff on the pipe or val ue.
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M5. ADAIR responded that it refers to value, net incone. She
explained that it's taking the tariff as revenue and netting out
TransCanada' s costs.

REPRESENTATI VE GATTO surm sed, then, that the chart projects out
to 2028 as if the price of gas in the year 2028 is known. He
characterized that as "quite the prediction,” particularly given
the view that nothing counts nore than the price of gas.

M5. ADAIR clarified that the chart is relating TransCanada's

servi ce. She explained that TransCanada doesn't own gas, and
therefore the chart shows the revenue TransCanada woul d generate
from operating the pipeline. She further clarified that the

chart relates tariffs net of cost.
9:29: 51 AM

M5. ADAIR, referring to slide 53 titled "TransCanada O her Gas
Pi peline Assets,"” noted that sone of TransCanada's assets are
integrated with the Canadian assets. She then infornmed the
commttee that in 2007 TransCanada acquired ANR, which is a
| arge system that transports gas fromthe U S Glf Coast to the
M dwest. M. Adair characterized ANR as a great asset that also
provi des useful storage. The GIN System links Foothills Pipe
Lines Ltd. ("Foothills") and noves gas south out of Mexico. The
Great Lakes also serves through the Mdwestern U S. I roquoi s
delivers gas from the Canadian Mainline to New York State. She
also nentioned the Portland, Tanmazunchale, Transgas, and Gas
Pacific projects. The aforenentioned projects illustrate that
there are lots of gas transportation assets in the portfolio.

9:31:12 AM

SENATOR THERRI AULT recalled slide 29, which refers to supporting
the expected supply shortfall in petrochem cal feedstock. He
inquired as to what petrochem cal is being referenced.

M5. ADAIR said that it's referring to the ethane denmand. Ethane
crackers and derivative chem cals manufacturing in Canada. I n
further response, Ms. Adair clarified that it was nmeant to say:
"If the Alaska gas cones in, that's one of the things that
flow ng that gas through TransCanada would give you access to
t hose markets."

SENATOR THERRI AULT then turned attention to slide 53, and noted

that some have said that the Alaska pipeline will swanp the
mar ket , and it woul d be a poor
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busi ness decision for TransCanada to develop a pipeline that
kills the market for one of its other assets. Therefore, he
requested that Ms. Adair discuss overall demand and whether this
busi ness enterprise places any other branch of the enterprise at
risk of losing the market.

M5. ADAIR explained that with the avail able capacity of 11 Bcf/d
at the Alberta Hub there isn't nmuch of a bottleneck once
Alaska's gas is laid in. She pointed out that is |ooking at the
t ake-

away capacity today com ng out of the hub and connecting to sone
of the different pipelines for distribution of gas. Al t hough
there my be a few pinch points, the capacity seens to be
adequat e. However, there may be issues with a gas system |like
ANR as there may be gas on gas conpetition. When the
af orenenti oned happens, typically the market redistributes the
gas such that sonme of the ANR gas junps off the system and fl ows
east sooner while pushing inports out fromthe East Coast.

9:34: 07 AM

M5. ADAIR noves on to slide 55 titled "Power Segnent Overview, "
which specifies the locations of all the power generation
facilities in TransCanada's portfolio. TransCanada has a |ot of
assets in Alberta and the U S. Northeast. Wen it comes to fuel
sources for generation, TransCanada has a |ot of diversity. She
pointed out that TransCanada's portfolio even includes sone
wi nd, hydro, and nuclear power. To the extent TransCanada's
assets are natural gas, those assets tie in well wth the
natural gas transm ssion and storage business the conpany has.
She noted that the appendix includes a sunmmary of the
characteristics of the various nmarkets. TransCanada does have a
| ot of power developnment projects in its fornula as well. In
fact, as related by slide 58 titled "Power Projects in
Devel opnent ,"” TransCanada has four good size projects underway
with several in the devel opnent phase. Some of those projects
tie into existing [projects]. Three projects are in the
advanced devel opnent stage such that the conpany is close to
commtting capital for them

9: 35: 45 AM

M5. ADAIR, referring to slide 59 titled "TransCanada' s Keystone
Crude Pipeline Project,"” related that Keystone will be the first
crude oil pipeline in the portfolio. The initial phase of

435,000 barrels a day is to be expanded to 590,000 barrels a
day. [ Shi ppers] have already subscribed for 495,000 barrels a
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day of capacity with an 18-year contract life. ConocoPhil l'i ps
is a partner with TransCanada. As related by slide 59 titled
"TransCanada's Keystone Crude Pipeline Project,"” the project
shoul d be in service by the end of 2009.

VS. ADAI R, referring to slide 60 titled "LNG Termna

Devel opnent  Assessnent of Projects (continued),"” rem nded
menbers that in late 2000 and early 2001 gas prices spiked and
there were a l|large nunber of LNG projects announced. In fact,

she recalled the announcenent of the construction of over 30
projects in the US. in which inport termnals were built wth
t he hope that people would deliver LNG as well as termnals that
were aligned with large gas deposits overseas. However, the
af orenenti oned never happened. There are two new projects on
the U S. @lf Coast. Although there haven't been a huge anount
of LNG inports, TransCanada has announced the followng two LNG
term nal devel opnent projects: Broadwat er Energy and Cacouna
Ener gy. Broadwater Energy, in particular, has sone fairly
conpel ling economcs because it wll be able to address the
| arge capacity constraint issues for those going into the New
York - Connecticut area markets. The Quebec project, Cacouna
Energy, is stalled at the nonent.

M5. ADAI R opined that LNG term nal devel opment has been i npacted
by capital cost escalation, uncertainty of avail able gas supply,
public opposition to termnal site devel opnent, and the
inability to obtain commtnment from foreign reserves to the LNG
projects. The U S. natural gas prices, she noted, haven't been
high enough to induce a lot of gas to cone this way on the
wat er .

9:39:24 AM

M5. ADAIR, referring to slide 63 titled "North Anerican Gas
Supply and Denmand | npacts on TransCanada,"” related, in regard to
ANR [devel opnment along the U S. Glf Coast], that there has been
a longer lead tine on deep water devel opnent. Furthernore, from
a supply standpoint ANR has experienced devel opnent that has
been farther west or farther east in the Gulf of Mexico relative

to the ANR nminline. However, ANR is well located to take
supplies from these new shale plays, including the Barnett shale
and the Louisiana shale plays. Therefore, she expected ANR s
supply basins to shift fromthe Qulf of Mxico to shale in the
future. There is reserve developnment and conpetition in the
U. S. Rocky Mountains. When nore gas cones from the U S. Rocky
Mountains it wll conpete with gas from el sewhere, which my
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result in gas-on-gas conpetition and reshuffling in traditiona
supply patterns.

M5. ADAI R opined that LNG term nal devel opnment will continue and
will likely be in niche locations and serve specific markets or
along the U S @lf Coast. Over tinme there will probably be
pl enty of capacity available for that, although nost of it wll
likely be on the U S. @lf Coast. The inmpact on ANR nmay not be
large as ANR turns nore to shale gas. Furt hernore, depending
upon t he | ocati on of t he term nal s, sone gas may
switch to ANR as capacity in the east is filled with LNG
suppl i es.

9:42: 43 AM

M5. ADAIR referring to slide 65 titled "lnpact of Alaska Gas
Supply on TransCanada's Future Earnings," di scussed the
pot enti al fi nanci ng, debt and equity, return on equity.
Fi nancing should be available for the Al aska gasline project
assum ng sufficient risk allocation to other parties and barring

unf oreseen environnental credit constraints. However, the risk
must be allocated such that credit risk would go to the firm
transportation (FT) shi ppers. She then enphasized the

i mportance of the health of the capital markets. Wth regard to
debt and equity, TransCanada has a denonstrated track record.
She nentioned that TransCanada may take on partners, which can
enhance the value of the project. In fact, sonetines debt
hol ders encourage such. She highlighted that the availability
of non-recourse project debt will be a function of project risk
allocation and how it's viewed by debt holders. However, no
matter who the project developer is, there will be a high |evel
of risk managenent and al |l ocati on.

M5. ADAIR, referring to slide 66 titled "Al aska Project Capital
Requi renents," enphasized the inportance of realizing that the
check isn't witten on the first day but rather the funds are

spent over tine. Slide 66 illustrates a profile of the capital
requi renents, excluding the [gas treatnent plant] GIP. The GIP
will likely cone into play during the last year or two of the
bui | d.

9:46: 22 AM

REPRESENTATI VE NEUVAN referred to slide 65, which relates the
assunption that there is sufficient risk allocation to other
parties. He then inquired as to the incentives TransCanada
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woul d offer to the other parties and who would the other parties
be.

M5. ADAIR said that usually it's part of the negotiation. Wen
an entity prepares to build a project, request for proposals are
issued to different people for different aspects of the project.
Part of the commercial ternms will be the allocation of risk. In
further response to Representative Neuman, M. Adair specified
that one of those parties wwuld be an engineering and
construction contractor. She reiterated that typically [risk
all ocation] is part of the negotiated commercial terns.

9:47:32 AM

M5. ADAIR returned to her presentation. Referring to slide 67
titled "TransCanada Financial Forecast,"” she relayed that the
Canadian pipelines and U S pipelines are reviewed separately
while taking into account the difference in the two narkets.
The financial forecast would review a forecast of the energy
segnent of the business while also taking into account the
current projects as well as those in construction. The forecast
woul d recognize the future for developnent and take into
account Keystone, Mackenzie gas, and any LNG devel opnent. A
forecast based on the aforenentioned elenents resulted in the
forecast presented on slide 68 titled "Net Income Wthout Al aska
Gas." Slide 69 titled "Net Income Wth Al aska Gas" illustrates
that the addition of the Al aska gas pipeline is significant,
although it's not as significant as when only conpared to the
earni ngs of the Canadi an gas assets.

9:49: 04 AM

REPRESENTATI VE ROSES asked whether the chart on slide 69, which
is a TransCanada projection wth Alaska gas, includes the
decrease in tariff in the Canadian portion of the Iines
TransCanada owns. He related his wunderstanding that once
Al aska's volunmes conme in, it raises the capacity and thus the
tariffs decrease. Is the aforenentioned included in the chart,
he asked.

MS. ADAIR said that should be included because a volune kick is
included; there is additional volume but a decrease in the
tariff.

9:49: 48 AM
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SENATOR THERRI AULT recalled that although there has been sone
concern with regard to TransCanada's ability to participate in
this project, Ms. Adair related yesterday that TransCanada is a
sound, capable conpany that could participate. He further
recalled hearing |last week that although the project taxes the
conpany while it's in devel opnment, it strengthens the conpany.

M5. ADAIR confirnmed that to be the case, adding that the conpany
receives a significant contribution in net inconme from the
project. She then opined that this is a huge project that wll
stress any [conpany].

REPRESENTATI VE GATTO observed that the net income declines from
the first gas as the project proceeds, and yet sone of the debt
is being paid back. Therefore, he questioned why the net incone
declines rather than grows.

M5. ADAIR explained that the net incone is declining because
there is probably sone long-term decline in the nunbers. Also

there is going to be an increase in operating cost over tine.
Furthernore, if the tariff is a negotiated rate, there mght be
sonme "squeezing"” in the margin. She rem nded nenbers that [this
analysis] is being perforned at a very high |evel wthout nmuch
detail. She suggested that M. Pulliam likely has a better
forecast of that nunber. In further response to Representative
Gatto, Ms. Adair rem nded the nenbers that TransCanada doesn't
own any gas and thus it's only tariff revenue and costs.

9:51: 39 AM

REPRESENTATI VE KELLY, recalling M. Adair's comments on the
Ravenswood project, said that he took away a nore negative sl ant
than from the [administration's presentations] in Anchorage.
However, he related his wunderstanding from reading about the
project that when the new asset was added, the credit watch was
normal for the size of the acquisition. He asked if the intent
was for there to be a nore negative presentation of the
Ravenswood project than occurred at the Anchorage presentations.

M5. ADAIR said that since she wasn't in Anchorage, and thus
couldn't conment on that point. However, she confirnmed that
Ravenswood is a sizable project for [TransCanadal] and the
initial read is that the project isn't as good as sonme of the
ot her projects TransCanada has taken. She opined, "The jury is
out ... to wait and see what TransCanada is going to do wth
this asset.” She nentioned that there are sone options for
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repowering [Ravenswood] and meking it nore efficient, things
that coul d enhance the value of it over tine.

REPRESENTATI VE KELLY asked whether TransCanada is sorry it
acquired that asset.

MS. ADAIR deferred to TransCanada.

DAN DI CKINSON, Certified Public Accountant (CPA), Consultant,
Legi sl ative Budget and Audi t Comm ttee, Al aska State
Legislature, offered his understanding that in Anchorage the
adm nistration was discussing specifically the credit issues
while M. Adair was discussing the response in the equity
mar ket s.

M5. ADAIR reiterated her earlier comment that the jury is stil
out on the Ravenswood project because it depends upon what

TransCanada does with that asset. She offered that her power
people in Houston, Texas, believe that the Ravenswood project
may be dilutive to earnings in the beginning. However, there

are options to enhance the value of that project and the
| ocation is fantastic.

REPRESENTATI VE KELLY expressed the desire to review the
Ravenswood project nore.

9:54:52 AM

REPRESENTATI VE HAWKER expressed concern about what he terned
"false precision" that is built into these conversations; that
is the presunption that what is presented in these charts and
graphs will occur. He pointed out that Ms. Adair isn't privy to
the private corporate financial information, and therefore these
are an outsider's estimate of a linear projection. There has
been sonme controversy over the issue of the past partner
liability. Wat has been quantified by sone to be $8-$9 billion
of liability was mnimzed by the attorneys |ast week who said
that it's not a real risk. Therefore, he opined that the
situation is headed for a cataclysmc | egal debate. He asked if
any such cost contingencies have been included in Mise Stancil's
cost projections.

MS. ADAIR replied no.

9:56: 44 AM
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REPRESENTATI VE DOOGAN asked whet her TransCanada woul d be on the
state's list of conpanies to consider hiring to build the Al aska
gas pipeline. He further asked if there's a better partner
avai |l abl e.

M5. ADAIR, speaking from the perspective of a project engineer
said that generally she doesn't rank those from whom she would
consider request for proposals (RFPs) until the comercial
proposal is avail able. Ms. Adair answered that she believes
TransCanada would be on the list, especially in light of the
markets the state is trying to serve as well as the fact that
TransCanada has existing assets geographically situated to
reduce the cost of the build to get the gas to the Lower 48.

9:58: 02 AM

REPRESENTATI VE GARDNER asked whether BP and ConocoPhillips, as
was related yesterday about TransCanada, already have assets in
Canada and the Lower 48 that woul d benefit this project.

M5. ADAIR responded not that readily conme to mnd. However, she
acknow edged that BP and ConocoPhillips have production in these
areas and are shippers. She recalled that there has been a
guestion as to how nuch gas ConocoPhillips and BP own that
al ready noves on TransCanada's system Al t hough she couldn't
readily foresee a large asset that BP and ConocoPhillips could
attach to the downstream side, on the upstream side there nay be
integration opportunities with existing facilities at Prudhoe
Bay. For exanple, conpression and treating can result in added
val ue and reduce the overall risk and cost of the project.

9:59: 51 AM

SENATOR W ELECHOWSKI asked whether Ms. Adair can give any val ue
to TransCanada's claim that it has the rights-of-way. He al so
inquired as to TransCanada's relationships in dealing with the
First Nations in the past.

MS. ADAI R said she doesn't have any personal know edge on that.

10: 00: 32 AM

REPRESENTATI VE GARA questioned whether ExxonMbil Corporation
(" ExxonMobi |l "), ConocoPhillips, and BP, who hold the gas | eases,
are negotiating by sending a nessage that they mght wthhold
their gas from an independent pipeline project, such as
TransCanada's project. He asked if there 1is any other
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circunstance in the world in which those holding the gas have
tried to withhold it froman existing pipeline.

M5. ADAIR replied no, adding that she couldn't think of any such
situation off the top of her head.

REPRESENTATI VE GARA surm sed then that whenever there has been a
pipeline in other parts of the world, conpanies have eventually
sold their gas. Therefore, he asked if one could surmse that
woul d occur in Alaska as well.

M5. ADAIR cautioned against assunming that such happens all the
tinme. She offered that generally it's not uncomon for
producers to review different options. In fact, she recalled a
case in southwestern Woning where, because of timng and cost
i ssues associated with the project, two conpanies built separate
facilities.

10: 02: 41 AM

REPRESENTATI VE HAWKER recalled his involvenent in the six-year
process that has culmnated into where the legislature is today.
The presentations thus far seem to indicate to the public that
there are only two choices. He then asked if TransCanada is the
only entity that has Canadi an assets that could be used to bring
Al aska's gas to market.

M5. ADAIR ventured that if one were to look at TransCanada's
portfolio in Canada, particularly through the Alberta Hub,
TransCanada is the best existing entity. However, that's not to
say that there aren't new build opportunities or ways to nove
part of the gas on TransCanada and use other options. She
opined that it depends upon all of the comercial alternatives
and their ranking, while taking into account which markets are
desired and the best economc solution given the available
capital and tine. A great thing about TransCanada's assets is
that many of them are already in the ground. Ther ef or e,
TransCanada is probably at the top of the list.

10: 05: 35 AM

REPRESENTATI VE GUTTENBERG, recalling that M. Adair has already
testified that TransCanada is capable of doing the engineering
of this project, asked if TransCanada is capable of pulling this
off interns of the financial obligations and technicalities.
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MS. ADAIR surm sed that whoever manages the project will have to

go outside and pull together sufficient human capital. The size
of the project would likely overload any [conpany], particularly
in light of the fact that the oil industry is very busy.
Al though TransCanada has many core conpetencies as well as
experience in cold environnents, likely all of the engineering
and construction wll be done by third parties. The key is in
how those <contracts are negotiated and structured. She
predicted that there wll be nore than one construction
contract or and perhaps even nobre than one engineering
contractor. Therefore, the large issue for the project
developer is being able to negotiate and mnage all the

contracts to execute the project.

REPRESENTATI VE GUTTENBERG sai d that he saw TransCanada's ability
to negotiate both regulatory agencies as an asset.

MS. ADAI R acknowl edged that TransCanada has experience with both
regul atory officials.

10: 08: 37 AM

SENATOR BUNDE said that if he were the producers, it would seem
| ogical to want to have sone vertical integration in order that
the producer could be a producer, shipper, and owner of the
pi pel i ne. The aforenentioned, he noted, is basically happening
with the Trans-Al aska Pipeline System (TAPS) now. In such a
situation the producers would be strongly notivated to elimnate
ot her conpetition in order to have vertical integration and
i ncrease the bottom |ine. He asked if there is a scenario in
which it would be nore advantageous for a producer's bottomline
to deal with a pipeline conpany rather than create its own
pi pel i ne conpany.

M5. ADAIR highlighted the conplexities of the comrercial aspects
of operating pipeline conpanies. For exanple, accounting, fuel

keeping up with the tariffs, ownership, and allocation of gas
requires nuch "back room infrastructure." To the extent that
soneone could be hired to do that and spread those costs for the
systens and the people over a lot of volune is really hel pful

Also, to the extent that these are comon carrier systens, there
isn't the opportunity to block out the conpetition. She
informed the nenbers that the Federal Energy Regul atory
Conmi ssion (FERC) ensures that there is open access to the
pi peline and thus a common carrier has to let in others. Most
oi | conpanies recogni ze that and account for and |eave room for
those common carrier systens because they don't want to be tied
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up with all the acconpanying legal nmatters. Therefore, she said
she didn't believe that's much of an issue. From an operations

standpoint, it <can be helpful to integrate operations for
operating personnel, safety, maintenance coordination, and other
such day-to-day operations. However, all the aforenentioned
commercial matters have to be taken care of as well. If the

conpany doesn't already do that and doesn't have a Ilarge
operation to do so, it mght be better to |let another entity
take care of the commercial details.

10: 12: 01 AM

REPRESENTATI VE NEUVMAN asked whether it would even be a "blip in
the screen” if Alaska were able to attract an industry to build
a gas-to-liquids (GIL) processing plant. He then inquired as to
how Al aska's finances would be inpacted by a proposed gasline,
including the added-value products. Representative Neunman
related his understanding that the GILs are nmuch nore val uable
t han the nethanes or other conponents.

M5. ADAIR, referring to what she ternmed the multiplier effect,
said she can't address the nunber of jobs that would be created.
However, she informed the conmittee that several years ago Mise
Stancil did perform a study that reviewed alternatives besides
shipping the gas to Alberta. Although a small percentage of the
volune is taken out in terms of the liquids, it overwhelns the
demand in Al aska. Therefore, there has to be a determ nation as
to whether those will be recovered in Al aska. To make retail
products, it's a huge capital investnment and then it still has
to be exported. She remarked that if only natural gas |iquids
are going to be nmade, perhaps there's a scenario by which sone
of those can go down TAPS. The aforenenti oned woul d, however,
require a determnation as to which can be kept, how they can be
stored and exported as opposed to letting those |iquids pass
through the pipeline and transferred to a point at which there
is an existing world scale petrochem cal industry that wants the
product . The econom c analysis revealed, she related, that it
makes nore sense for those who own the liquids to take them to
t he exi sting markets.

M5. ADAIR regarding TransCanada's earnings for [liquefied
propane gas] LPG or [natural gas |iquids] NGs, pointed out that
TransCanada doesn't own the liquids but rather they belong to
t he shi ppers. Therefore, each individual shipper can nake a
decision for its own account regarding what to do with the NGs.
She rem nded the nenbers that if the state wants to process sone
of the gas and recover liquids for in-state use, it could be
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done and the rest of the producers could ship their gas to
existing facilities in Al berta.

10: 16: 13 AM

REPRESENTATI VE  NEUVAN highlighted that the Ted Stevens
International Airport is the busiest freight airport in Anerica
and the third busiest in the world. Therefore, Alaska is in a
position to export those gas liquids [to Alberta]. He indicated
that [the exportation] offers the devel opnment of jobs and the
ability for Alaska to expand its dependence from nore than one
pipeline for 90 percent of its resources. He requested that
such be revi ewed.

SENATOR STEDMVAN of fered that there was quite a discussion over
the past few years on the conmmon carrier issue and dealing with
gaslines rather than oil |ines.

M5. ADAIR relayed that her experience is as a producer and a
shi pper. When there is open access and parties have difficulty
entering, they can appeal to FERC The purpose of the common

carrier systemis to make capacity available to everyone. If a
system is oversubscribed, <capacity is allocated based on
nom nati ons. The actual details of the process are probably

best addressed by FERC representatives.

SENATOR STEDMAN surmised, then, that FERC would control that
rather than the oil conpany.

M5. ADAIR said that typically the operator of the pipeline wll
publish tariffs as set out in the tariff docunent. If the
pipeline is not conplying with its published tariff or if it's
viewed as restrictive in terns of conpetition, appeals can be
made to FERC to change the tariffs and create access.

10: 19: 15 AM

REPRESENTATI VE SEATON rel ated his understanding that under AQ A
and this contract proposal, there's a requirenent that every two
years [the conmpany] wll solicit and wll expand to any
reasonabl e engineering increnent wthout going through the FERC
process. "That term is not contained in any non-AG A pipeline
pr oposal . And is that correct so that there is ... a definite
difference between having to ... have a new supplier going
through FERC for a mandatory requirenment for expansion versus
AG A that has a requirenent that this proposal had to have those
voluntarily done," he asked.
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10: 20: 32 AM

JOHN NERI, PhD, Consultant, Benjam n Schlesinger & Assoc., Inc.,
clarified that natural gas pipelines are contract carriers, and
therefore the shippers enter into long-term contracts and
reserve capacity on the pipeline. Wth respect to pipeline
expansions under the Alaska legislation, he said FERC can
require the Alaska pipeline to expand if there is interest on
the part of the shippers. However, that's not generally the
FERC policy. He related his understanding that the overall FERC
policy doesn't require pipelines to expand.

REPRESENTATI VE SEATON pointed out that under the AG A process
there was a provision that the pipeline would have to expand
under any reasonable econonmic or engineering expansi on proposa
and there would have to be a solicitation every two years.
Al t hough under FERC for a normal pipeline, there could be a
request for a mandatory expansion, which could be a nmuch | onger
process than the voluntary expansion required under AdA. He
asked if Dr. Neri understands the situation in the sane way.

DR. NERI offered his understanding that under AG A, the pipeline
is [required] to test the market every two years by having an
open season. The open season is basically the pipeline asking

shippers if there is any interest in expanding the system | f
there is interest, the FERC wll go through the standard
certificate process. The pipeline would present a proposal,

hold an open season, enter into contracts with the expansion
shippers, and then the pipeline would file an application for
certificate at the FERC The only difference is that under
AG A the pipeline is required to test the market every two
years.

10: 23: 25 AM

SENATOR THERRI AULT noted that M. Adair is wusing the term
"conmmon carrier” and a few other terns that seem nore applicable
to an oil pipeline not a gas pipeline. He further noted that
there are fundanental differences in the way an oil pipeline
versus a gas pipeline work.

MS. ADAI R concurr ed.
SENATOR THERRI AULT, recalling yesterday's testinony, said, "The

net present value (NPV) of the ... potential up to $500 nillion
contribution that the state gets, just in the reduction of the
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tariff that has a net present value to the State of Al aska,
we'll actually nmake noney on that.” Wth regard to the other
must - haves, such as expansions, he said, "The fact that if
there is a request for an expansion, but contractually this
pipeline wll be at FERC supporting the expansion, not
contesting it." He noted that since there can be an application
to the FERC, there can be opposition to it. The hope is that
the pipeline wouldn't do that under AdA He asked whet her
there is separate value to that beyond the NPV received fromthe
reduction of the tariff.

MS. ADAIR surm sed that would best be answered by M. Pulliam as
he has performed nore nodeling of the pipeline economcs.

10: 25: 05 AM

BARRY PULLI AM Consultant, Econ One Research, Inc., relayed that
the value obtained fromthe tariff reduction on $500 mllion is
about $.05 per thousands thousand British thermal units (MVBtu).
Under AG A, one nust solicit bids for expansion, and if there's
[room for expansion] AG A requires expansion in reasonable
econom c increnents, assuming the contracts required can be

obtained on a rolled-in basis. He related his understanding
that under a normal situation, FERC wouldn't require either of
t he aforenentioned. Furthernore, FERC wouldn't require the

pipeline [ower] to affirmatively go forth and offer to expand
whereas that's one of the things acconplished under AdQ A From
a pipeline standpoint, the pipeline is interested in nmaking
noney, which it does by getting gas down the pipe to increase
revenues. Therefore, pipeline [owners] are generally interested
in expansion so long as it's revenue enhancing. M. Pulliam
identified the difference under AG A as the fact that [the
expansi on process] is an automatic process versus having to seek
it separately through FERC

SENATOR THERRI AULT acknowl edged that the return to the state
fromthe reduction in the tariff can be quantified. However, he
surmsed that the state, as a sovereign, is receiving other
t hings of value to which a dollar ambunt can't be assigned.

MR.  PULLIAM opined that such things would fall under the
category of intangibles. Scenarios could be offered and there
could be attenpts to quantify them Assuming that the expansion
was econom c, but the pipeline [owners] were resisting it, one
could quantify the value of having the automatic expansion.
Wt hout those base assunptions, they're intangibles.
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10: 28: 02 AM

REPRESENTATI VE SAMUELS rel ated that Shell, for instance, in the
Beaufort Sea could have exploration offshore that's very good
for the private sector. However, if the expansion for Shell gas
resulted in an increase in the tariff, the state's royalty gas
could potentially be worth |ess. He asked if it's possible to
run nodels on the various different scenarios that would provide
value to the | egislature.

MR. PULLI AM said that although it may be of sone value, it would
require a large effort. The results will be dependent upon the
assunptions of the gas that's put in the pipe. He noted his
agreenent with Representative Sanuels that if the gas is largely
of fshore federal gas, then having additional volumes in the
system would be beneficial the state, particularly if it's

decreasing the tariff. However, if the state isn't receiving
any other royalty or tax benefit from the volunmes on those
federal lands, it will receive the benefit of the lower tariff
on the netback on state | ands. If [the additional vol unes]
increase the tariffs beyond the initial rates, there's the
potential to drive down the value to the state. There is a
separate piece, which is the inpact on the econony in terns of
jobs and so forth. What also has to be factored in, he said,

is the ampunt of the upstream piece from the new gas placed in
t he pi pe.

REPRESENTATI VE SAMUELS said he didn't want to request sonething
fromDr. Neri if it's not of value to other menbers.

10: 31: 57 AM

SENATOR THOVAS opined that initially the desire was to create a
different situation than what exists with the TAPS, which is now

at a third of its capacity. The notion was that devel opnent
woul d be encouraged if there was sonething with the certainty of
a timeframe for expansion. Therefore, he questioned the

certainty that exists if the owners of the gasline are the
producers versus if the owners of the gasline under AG A are
required to have regular, recurring expansions as it relates to
FERC s process of allow ng expansions when a pipeline owner is
opposed to expansion, save for their own purposes.

10: 33: 30 AM

DR. NERI offered a hypothetical situation in which the producers
pick up all of the capacity on the pipeline and it turns out
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that a fourth entity wants to enter the pipeline. Under Ad A,
the pipeline would be required to hold an open season every two
years. He related his wunderstanding that if the pipeline
[owners] don't want to expand, the fourth producer can file a
protest wwth the FERC, which will act on that protest.

SENATOR THOVAS clarified that he wasn't speaking of AGA
expansion but rather of an expansion outside of the AGA plan
because of the failure of AGA which causes the state to
proceed with the Denali Plan. He asked if the response would be
the sane in the aforenentioned non-AG A situation

DR. NERI related his belief that the Al aska Natural Gas Pipeline
Act would still provide the fourth producer, in the
af orenenti oned exanple, the ability to file a conplaint wth
FERC. In further response to Senator Thomas, Dr. Neri said that
at that point FERC would neke a determnation as to whether it
woul d require the pipeline to expand.

MR. DI CKINSON highlighted that the federal |aw specifies that

the Alaska pipeline is an open access pipeline. Furt her nore
for the first time, Congress has said that FERC has the
authority to nmandate expansions. He acknow edged that it's an
untried process. However, under this |law FERC can mandate the
expansi on.

10: 36: 21 AM

SENATOR W ELECHOWNSKI recalled that a few years ago Econ One
Research, Inc., did a report that showed the upstream rates of
return for a natural gas pipeline were high under alnost every
ci rcunstance. He asked whether M. Pulliam has seen anything in
t he anal ysis that woul d change the aforenenti oned opi nion.

MR. PULLIAM replied no, adding that Econ One Research, Inc.,
hasn't tried to recreate those analysis under the new costs and
prices. Furthernore, he said that he hasn't seen any changes
that would change his view on the returns, which he opined
shoul d be healt hy.

10: 37:16 AM

The commttee took an at-ease from 10:37 a.m to 11:09 a. m

11: 09: 46 AM
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REPRESENTATI VE SAMUELS announced that now nenbers would hear M.
Di cki nson's presentation.

11: 09: 58 AM

MR. DI CKINSON reviewed his assignnent as laid out on slide 2 of
the presentation titled "Sonme things to |ook for and ask about
in the AG A License Determnation." He then turned to slide 3
titled "Part 1. Mjor Reasons Gven to Vote for TransCanada
Li cense, " whi ch specifies t hat t here are enf orceabl e
conmmi t ment s, "dazzling" amounts  of noney for everyone,
guarantees the state's mnust-haves, and provides the best way to
get LNG export and neet in-state gas needs. Referring to slide
4 titled "Another Reason to Support a TransCanada License," M.
Di ckinson said he would argue that voting for this |license
probably won't harm the prospects for a line and, in fact, may
strengthen the prospects.

MR. DI CKINSON noved on to slide 5 titled "ltem #1. What are the
Enforceable Commtnents in the License?" He expl ained that per
AGd A the license has 20 nust-haves of which 7 are procedural
issues related to obtaining a license, 3 are pre-sanction
conmmitments, 5 are tariff commtnments, and 5 pertain to |oca
comi t ment s.

11: 15: 36 AM

VR. DI CKI NSON, referring to slide 6 titled "7 License
Procedurals,"” said that the aforenentioned seven |icense
procedures include filing a tinely application, providing a
t horough description of the project, describing the gas

treatment plant, proposing a reinbursenent plan, waiving the
right to appeal the license decision, describing the applicant

in detail, and denonstrating readiness to inplenment the project.
M. Dickinson noted that the description of the gas treatnent
plant includes sonme rate conmtnents. He explained that the
central conpression plant on the North Slope currently places 9
Bcf/d back into the ground. If this project is built, not
nearly that nmuch gas will have to be put back into the ground as
some of the conpression may cone over and becone part of another
project. The idea is that the aforenentioned won't be included
in the rate base as if it were new. Cenerally, the GIP woul d be
described and a reinbursenment plan proposed. Under the

TransCanada proposal how to get up to $500 nmillion from the
state for performng the initial work is achieved by spending
about $112 mllion to be natched. Moving on to slide 7 titled
"3 Pre-Sanction M|l estones,” M. Dickinson explained that it's
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an interstate project, it's regulated by FERC whereas if it's an

intrastate project, it wll be regulated by the Regulatory
Comm ssion of Al aska (RCA). The notion is that an open season
will be held within 36 nonths, the pre-filing procedures created
for an Al aska gas project wll be used, and a certificate of
public conveni ence and necessity (CPCN) will be applied for by a
date certain. The second nust-have in the pre-sanction area is
that the market will have to be assessed every two years, which
will continue after the pipeline is running.

11:18: 06 AM

MR. DICKINSON, referring to slide 8, enphasized the need to
realize that there isn't an enforceable commtnent to build a
pi pel i ne. Nothing in AGQA conmits the party obtaining the
license to build a pipeline. The aforenentioned was enphasized
by TransCanada Vice President Tony Palnmer's statenent at the
February 6, 2008, House open caucus in which he said, "W are

not obligated to build a pipeline. That is not what AGQA
requires.” He suggested that any time such an obligation is
expounded, questions should be asked. M. Dickinson, referring

to slide 9, explained that one of the nust-haves in AGQA
specifies that one nust "conclude by a date certain, that is not
later than 36 nonths after the date the license is issued, a

bi ndi ng open season ...." In its application TransCanada says
it will conply with AGA and therefore if the license is
granted this sumer, the expectation is there would be an open
season no later than the summer of 2011. However, in its

contract TransCanada said that it would hope to have the open
season by Septenber 2008. He pointed out that one place in the
contract specifies that TransCanada commts "subject to the

license being issued by April 2008 to conclude an initial,
bi ndi ng open season within 18 nonths after the issuance of the
A A license.” As everyone is aware, no |icense was awarded by

2008, he noted. Referring to slide 10, M. Dickinson pointed
out that the contract also says "TransCanada conmts to concl ude
a binding open season by Septenber 30, 2009." while another
provision of the contract says "TransCanada would conduct the
open season within 18 nmonths following the date the license is

i ssued. " Therefore, one would ask iif there's a binding
commtnment for an open season earlier than 36 nonths, and if so,
what date is it. M. Dickinson related that his understanding,

from sonme informal discussions, is that before there is an open
season, there was the hope to have two seasons of field work.
If the 2008 open season is lost, would the open season be
Sept enber 2010 or would it be in 2011. Therefore, he questioned
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whet her there is a binding comitnent for an open season earlier
t han 2011.

11: 22: 00 AM

MR. DICKINSON, referring to slide 11 titled "Rem nder: What
does an Open Season acconplish?", explained that during an open
season those underwiting the project, the custonmers, say that

if aline is built they will ship on the line or pay as though
they are using the line. Such a commtnent allows the line to
be built. The question that should come to mnd in these
di scussions is whether a pipeline will be built wthout FT

commtnments. Furthernore, there should be a question as to what
a conpany is doing beyond the open season if they don't have an
FT commtment. The commitnment in the |license, per AQA is that
the applicant will apply for a FERC CPCN by a date certain. The
date certain would be specified in the application by
TransCanada. The [application] specifies, as nentioned earlier,
that TransCanada conmits subject to the license being issued by
April 2008, to apply for a FERC CPCN by Decenber 2011. The
[application] also specifies that TransCanada commts to apply
for a FERC CPCN by Decenber 30, 2011. Therefore, what is the
date certain and is it conditional upon the |icense having been
issued by a date it wasn't issued. The question becones what
are the enforceable comm tnments necessary.

MR. DICKINSON turned to slide 14 titled "lItem #2 Wat kind of
nmoney does everyone make?"

11: 25: 15 AM

REPRESENTATI VE LEDQUX related her belief that there seens to be
a bit of anmbiguity in sonme of the dates

MR. DI CKI NSON, speaking as a lay person, said that he doesn't
know what is meant by an enforceable comm tnent.

REPRESENTATI VE LEDOUX questioned whether it would be prudent to
clarify sonme of these anbiguities prior to possibly entering
into litigation.

MR. DICKINSON said that no contract is being signed, but there
is a license that will grant certain things. He expl ai ned that
first one looks at AGA to find out what's there, then the
[request for applications] RFA issued under AG A is reviewed,
and ultimately the application and all of its clarifications are
reviewed to determine what is being granted in the |icense. In
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further response to Representative LeDoux, M. Dickinson opined
that clarity could be achieved by asking questions.

REPRESENTATI VE LEDOUX indicated the need to put it in witing
versus nerely asking questions.

MR. DI CKI NSON sai d he's suggesting that is a question to ask the
adm ni strati on or TransCanada.

11:27:28 AM

REPRESENTATI VE DOOGAN pointed out that over the course of M.
Di ckinson's slides the terns application, license, and contract
have been used. He inquired as to M. D ckinson's understanding
as to upon what the legislature is being asked to vote.

MR. DI CKI NSON apol ogi zed if he used the term "contract,” which
he said was a m sstatenent. He then clarified that the way to
determne what is in the license is to review the follow ng
the statute, the RFA issued pursuant to that statute, and the
application that went through the process and was submtted to
the |egislature. As a part of the application review, the
guestions and responses used to clarify the application should
al so be reviewed.

11:29: 07 AM

REPRESENTATI VE DOOGAN surm sed, then, that the applicant's
answers to questions in the RFA would be reviewed, and those
answers would be what the applicant is obligated to do were the
state to issue a license.

MR. DI CKI NSON, speaking as a lay person, answered that's how he
woul d read that.

REPRESENTATI VE SAMUELS relayed that M. D ckinson was asked to
go through the three phases and suggest what questions should be
asked.

11: 30: 15 AM

REPRESENTATI VE  GARA, referring to slide 12, related his
understanding that the contract doesn't become unenforceable if
a license isn't issued by 2008, but rather that was the proposed
schedul e when TransCanada filed in Novenber. He asked if there
are any legal opinions that say that the <contract isn't
enf or ceabl e.

JT. HRLS/ SENR COWM TTEES - 29- June 5, 2008



MR. DI CKINSON replied no. He added, "As a lay person, if it
says if X, then Y and if not X, then I'mjust questioning what Y
is."

11:31: 07 AM

MR. DI CKINSON, referring to slide 13, highlighted the question
of how does the project nove forward if FERC approves a project
wi t hout fundi ng. He then recalled that during one of the
[admi nistration's] sessions in Anchorage there was a question of
how cost overruns can be mtigated. The [response] was that as
soon as FT commtnents are made, orders are placed and early
commitnments for |abor and materials occur because once there is
a project and the customers are conmitted to it, the certificate

will be received. "The notion," he relayed, "was conpanies were
willing to start spending noney to build a pipeline as soon as
they had the FT commtnents; it was that that nmade the

difference, not the getting of the certificate.”

11:32: 34 AM

MR. DICKINSON returned attention to slide 14 regarding the
notion that the cash flows are so extraordinary that everyone

should "sign on." He clarified that "everyone" refers to three
parties. He then explained that when there is a pipeline there
are shippers, which everyone assunes will be the producers. The
fact is that those who have the right to sell the gas have to
get the gas to a market where they can sell it. The owners of
the gas are taking a commodity price risk and as a consequence,
they will pay production taxes, incone taxes, and royalties

directly to the state. The deal, he rem nded nenbers, is that
the state has turned the gas over to the conpanies to sell and
as a consequence, the owners of the gas pay royalties to the
state. The state, then, collects those taxes and royalties and
the U S. and Canadian authorities collect some taxes. The state
is in the position of taking a portion of the economc rents, he
stated. TransCanada is a carrier and can nake a regulated rate
of return [shipping contracted gas]. He highlighted that the
income and property taxes TransCanada receives can be included
in the tariff. The well-established FERC policy is that there
is an allowance for incone taxes in the rate of return and the
property tax is merely another operating cost that's passed on
to the shippers. He noted that there are other taxes, including
the federal t axes, Canadi an federal t axes, and Canadi an
provi ncial taxes, all of which will be passed on in the tariff
to the shippers.
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11: 34: 32 AM

MR. DI CKINSON reninded the nenbers that the graph presented on
slide 15 was part of TransCanada's application in January 2008.
He reviewed the graph, which specifies that the Al aska
producers' netback, after taxes and royalties, was $183 billion.
He enphasi zed that these were undi scounted values. The State of
Al aska's share of the rents from this would ve been $115

billion. The federal governnment woul d' ve received $46 billion
and TransCanada's return on equity woul d' ve been $16 billion and
the Yukon, British Colunbia, and Canadian federal governnents
woul d' ve received a [total] of $8 billion.

MR. DI CKI NSON expressed concern with the graph on slide 16 in
terms of how the costs were treated. \Wen TransCanada revi ewed
its calculations of taxes, it surmsed that after the producers
receive the netback, they will have to pay to deliver the gas to
the transportation facility. The costs in Prudhoe Bay for such
woul d be minimal while the costs in Point Thonpson would be nuch
| ar ger. TransCanada used a $1.50 on average. When one
mul tiplies that through to determ ne how nuch the producers wl|l
have to spend to get the gas to the pipeline, it anmounts to
about $108-%$109 mllion. Therefore, about $75 billion is left
that is cash flow to TransCanada. In a simlar situation,
TransCanada will receive $109 billion, of which $93 billion wll
be operating costs that go out. Yet, if all the cash flows are
summed, the nunber wll be the same as the result of the
calculation of how nuch gas and extracted liquids multiplied
times the expected price. The graph on slide 16 relates where
every dollar goes, the darker sections illustrate what the
entity specified will receive while the red sections illustrate
t he out - of - pocket costs.

11:37:57 AM

REPRESENTATI VE SEATON asked if, in the cost section, anything is
all ocated as credits that the state gives on the upstream costs.
At these high prices, basically half of the upstream costs are
borne by the state. He inquired as to how that's addressed in
t he graph.

VR. DI CKINSON specified that 1in slide 16, TransCanada's
met hodology is being used, which is a situation in which
TransCanada takes a $1.50 and doesn't [take into account] the
credits. Therefore, [slide 16] doesn't include the credit. M.
D ckinson opined that TransCanada's focus was on mdstream
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i ssues rather than upstream issues. The graph presented on
slide 17 illustrates who ends up with all the cash and the cash
flows. The graph illustrates, he highlighted, that the State of
Alaska is the large piece as the state receives $115 billion
with the producers following with receipt of $74 billion. \What
t he f eder al gover nnment and Tr ansCanada recei ve remai n
essentially the same.

11: 39: 22 AM

SENATOR STEDVAN requested that M. D ckinson elaborate on the
i mpact the credits create.

MR. DI CKI NSON explained that in Prudhoe Bay there is a centra
gas facility and a central conpression plant. Currently, the
central conpression plant is performng many things that would
have to be done to prepare gas for the pipeline, but not all of
t hem The central conpression plant takes the gas, strips out
the water, and puts it back into the ground in order to keep the
oil field under pressure to produce oil. When a stream of gas
conmes off, say 4 Bcf/d, sulfuric acid and carbon di oxide have to
be removed from it. He pointed out, "The mniml capital
i nprovenents will have to be made when those are nmde under
current law to those facilities. If they're not transportation
facilities, but they are part of the upstream facilities those
will be deductible from a producer's incone tax and if they are
capital investnments there will also be a 20 percent credit that
can be taken over two years." However, the Point Thonpson field
will be a green-field developnent for which there wll be
billions of dollars spent, regardless of whether it is to
produce oil, gas, or address liquids. |[If hydrocarbons are being
produced, it wll qualify for credits and deduction from the
producer's incone taxes. For exanple, Exxon could be producing
oil from Prudhoe Bay at $130 per barrel, which is a fair anount

of taxabl e val ue. If that noney is spent in Point Thonpson to
develop that field, the taxes the [producer] is paying is
| ower ed. Therefore, it's a deduction from the noney that's

being nmade on the larger fields such as Prudhoe Bay.
Furthernore, after calculating all the taxes, 10 percent of the
i nvestment can be subtracted in the first year and 10 percent
can be subtracted in the second year. He related his belief
that billions of dollars wll have to be invested at Point
Thonpson before any hydrocarbons cone out.

11:43: 01 AM
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REPRESENTATI VE NEUMAN offered his recollection that the state
projected that it would nake approximtely $226 billion versus
the $115 billion presented on the graph on slide 17.

MR. DI CKINSON rem nded the conmttee that the graph on slide 17
presents the analysis from TransCanada. The graph on slide 19
titled "Who nakes noney in Black and Veatch May 2008 Version?"
relates [that the state will nake] nore that twice what 1is
presented by TransCanada.

REPRESENTATI VE DOOGAN pointed out that this graph, as have the
others, treats the noney as if it's all paid out at the sane
time. Gven the nunber of entities receiving noney, he asked if
the timng of the paynent nmakes any substantial difference in
regard to what they receive.

MR, DI CKINSON i nformed the commttee that upcomng slides relate
Bl ack & Veatch undi scounted dollars and discuss why they would
be discounted and why the opportunity cost of capital is 15
percent while the state's is 5 percent.

REPRESENTATI VE DOOGAN interjected that there is an assunption.

MR. DI CKI NSON concurr ed.

11: 44: 42 AM

The commttee took an at-ease from11l:45 a.m to 1:06 p. m
1: 06: 09 PM

REPRESENTATI VE SAMUELS revi ewed the agenda for the remai nder of
t he day.

1: 07: 32 PM

MR. DI CKINSON, continuing his presentation, turned attention to
slide 18 titled "W nekes noney in Black & Veatch My 2008
Version?". The graph is a reproduction of a diagram by Black &
Veat ch. The information on slide 19 relates the expected cash
flows extrapolated from the graph on slide 18. Under the My
2008 Bl ack & Veatch analysis, the total dollars received are as
foll ows:

Canadi an governnment - $3.5 billion

U. S. federal governnent - $114 billion
State of Alaska - $257 billion
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TransCanada - $57.5 billion
Producers - $154 billion

MR. DICKINSON pointed out that per AGA Black & Veatch
di scounted the aforenentioned nunbers. He offered that his
expl anation of why discounting occurs is related to opportunity
costs. If one |looks at an investnment, one nust review what nore
would be nmade, the added value, wth the investnent versus
merely placing the funds in the bank. Therefore, one would
discount [the total dollars] at 2.5 percent to deternmne the
addi tional value of the project. He opined that the state has a
negative tine value of noney. The point is, he enphasized, that
it's perfectly appropriate for it to be |ow In sonme anal ysi s,
the rate of return earned by the permanent fund is used. He
hi ghlighted the discount rate for the various entities under the
Black & Veatch My 2008 version. For instance, the discount
rate of 10-15 percent. The point is that if an oil conpany
doesn't use the noney on this project, it can invest in a place
where it can receive a nmuch higher return than if the state
doesn't spend its dollars. That's why the discounting exists,
he said. Slide 19 illustrates, wunder the Black & Veatch
anal ysis, how nmuch better off the various entities will be. For
i nstance, the Canadian governnents will be $700 mllion better
off and the U S. federal governnent wll be about $30 billion
better off. He then turned attention to slide 20 titled "How do
the Black and Veatch May 2008 Anal ysis and TransCanada Jan 2008
Anal ysis of 4.5 bcf/d, 25 year project conpare?" Looking at the

total dollars nunber, it's apparent that in general they nore
t han doubl ed. Di scounting the TransCanada streans produces the
sane type of novenent, although the percentage increases are
smal | er. The percentage increases are snmaller Dbecause the

dollars that are further out have increased the nost, he noted.
He then pointed out that the graph on slide 21 provides a sense
of the order of magnitude difference.

1:14: 55 PM

REPRESENTATI VE DOOGAN recalled previous testinony that both
ConocoPhillips and BP are buying back their stock, which
indicates they won't receive the rates of return being used in
the discount rates. He asked if that nakes any difference about
the assunptions that the |egislature should be making about the
producer's di scount rates.

MR. DI CKINSON replied yes, and related that the aforenentioned

indicates they can't find all the opportunities. He said he
would argue that a discount rate of 10-15 is below the
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opportunity cost of the conpanies. Cenerally, a large oi
conpany has [amassed] |ots of cash over the |ast few years, and
generally the oil conpanies can't find opportunities that
provide that rate of return if prices don't continue to
increase. Therefore, he opined that the best way to pass on the
bonus to shareholders is by repurchasing stock. Repur chasi ng
stock indicates the capital can't be enployed in a nmanner that
woul d bring higher returns.

M5. ADAIR noted her agreenent. She added that the rate of
return wll remain high because the oil conpanies are investing
in those projects already on their balance sheets and they
aren't investing in projects with lower rates of return. In
effect, the oil conpanies are increasing ownership in those by
buyi ng back stock for the sharehol ders.

1:17:14 PM

SENATOR FRENCH inquired as to how M. Dickinson analyzed the
differences in the Black & Veatch analysis and the TransCanada
anal ysi s.

MR. DI CKI NSON said he should answer that in the upcom ng slides.
1:17:45 PM

MR.  DICKINSON, continuing with slide 21, related that the
bi ggest driver is the price. He then highlighted the changes
that occurred in the producer's and the state's netbacks, the
upstream val ues. The aforenentioned occurred because the
state's and producer's noney flows from the value of the gas.
Moving on to slide 22, M. Dickinson pointed out that generally
the Black & Veatch base case forecast and the Wod Mckenzie
Al berta Energy Conpany (AECO forecast are in the sanme place.
He then continued to review the graph on slide 22. Bl ack &
Veatch has put forward very aggressive prices, which he rem nded
nmenbers are nomnal prices that one would expect to pay in
today's doll ars. He explained that the price that TransCanada
used is below any of [Black & Veatch's] estimates; they are
bel ow the 10 percent range. The exact nunbers are specified on
slide 23 titled "How do the forecast prices Black and Veatch
used conpare wth those TCC used?" He recalled that in
di scussions with M. Pulliam it canme out that the long-term
TransCanada has said that AECO prices would be $.75 bel ow Henry
Hub. However, [the Black & Veatch] information relates that
AECO wi Il sell at a premumto the Henry Hub prices and thus one
woul d add to the Henry Hub prices.
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1: 21: 26 PM

MR. PULLIAM interjected that the Wod Mackenzie AECO forecast
reviews flows in and out of the entire North Anmerican grid.
Wth those flows in mnd, they are trying to predict a
di fference between Henry Hub and AECO He opined that because
of declining production from Canada, the differential wll
tighten over tine. "They actually see, as you get out beyond
Al aska gas flowing, some premum for AECO over Henry Hub.
O hers don't see a premum but do see a tightening of the
differential,"” he rel ated.

1: 22: 24 PM

SENATOR FRENCH surmsed then that slide 23 relates that
TransCanada is predicting a gas price that is about half of what
Bl ack & Veatch forecasts.

MR. DI CKINSON replied yes, which is why there's a difference
between the [state's expected cash flow under the two anal yses.

SENATOR FRENCH pointed out that the TransCanada application
predicts it will make nore noney than under the Black & Veatch
anal ysi s, although TransCanada projects a much | ower gas price.

MR. DICKINSON stated that's because what TransCanada nmkes has
nothing to do with the gas price.

1: 23: 15 PM

MR. DI CKINSON noved on to slide 24, which illustrates a flat or
slightly declining line that represents TransCanada' s take.
TransCanada only nodeled it's return on equity. Therefore, when
TransCanada goes into service in 2018 and for the first tine
receives revenues from the project, what of those tariff
revenues are defined as return on equity, he asked. Under
TransCanada' s nodel even though the tariff is levelized, within
the tariff one can still build out the anpbunt of return on
equity. As depreciation occurs, the ampbunt of equity decreases
and the return also falls. Referring to slide 25 titled "Is
State harnmed or helped by delay in project?", he pointed out
that the Black & Veatch analysis indicates the state is hel ped
by del ay. As the project proceeds in tinme, the state's NPV
I ncr eases. In the base case of $64 billion, a delay increased
the state's NPV by $1.8 billion. Upon further review, he
determned that the NPV increase is due to the production tax.
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He explained that as price increases, higher progressivity is
triggered. In the tax, the progressivity rate is increased over
all of the paynents, over all of the val ue. Therefore, as one
reaches high gas prices, the state's take is increasing at a
rate that is nuch faster than the 5 percent at which it's
di scounti ng. In other words, for every vyear of delay
progressivity increases, as does the base and the tax. "You
knock off 2020, and you add on a year at 2044 and you've picked
up $2 billion," he highlighted.

1: 27: 27 PM

SENATOR FRENCH related his understanding that slide 24 relates
that Black & Veatch |ooks for a higher return for TransCanada
than TransCanada estimates. However, that doesn't coordinate
with slide 20.

MR. DICKINSON clarified that slide 20 relates that TransCanada
shows $16.4 billion coming in while Black & Veatch shows it at
roughly three times that, $57.5 billion. The graph on slide 24
shows a difference of about one-third [between the Black &
Veat ch nodel of TransCanada cash flows and TransCanada's node

of return on equity], he said.

1: 29: 06 PM

REPRESENTATI VE GARA, returning to slide 25, recalled three years
ago when the fornmer admnistration presented one of the reasons
to accept its proposal was that the sooner the pipeline was
[built] nore noney would be nmade; the NPV was | arger the sooner

the pipeline [was built]. However, this analysis presents that
if there is a progressive gas tax, the later [the pipeline is
built], the better. "I have a hard tine accepting any of this

at this point," he said.

MR. DICKINSON, referring to slide 27, relayed that three days
ago the current admnistration said "that state investnment buys
progress and delay costs the state; intrinsic value because of

deferred revenue from gas commercialization.™ Traditionally, as
one thinks about a world with lower prices, the aforenentioned
is the thought. He related his assunption that the Black &

Veatch report wasn't presented in tine to inpact the thinking
and presentations of others.

REPRESENTATI VE GARA related his frustration with regard to the

conflicting analysis, but added that he isn't going to pursue a
project that he would try to del ay.
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MR. DI CKI NSON pointed out that using a |lower price assunption

consistently shows that delay harns. However, a higher price
assunption coupled wth progressivity shows that the delay
helps. As illustrated on slide 26, if the producers have a 15
percent discount rate, a higher rate, it results in a 10 percent
decrease if there is a delay of a year. He acknow edged
Representative Gara's frustration, which he remarked should
drive questions about why [Black & Veatch's] nuneric nodel
presents an answer that's different than what people have
assuned for many years.

REPRESENTATI VE GARA related that he feels mslead a few years
ago and the legislature should ve been told, if someone knew,
that the NPV could be increased with a delayed pipeline by
havi ng a progressive tax.

MR. DI CKI NSON suggested that if anyone had cone forward three
years ago and asked the legislature to base its analysis on $27
gas, the legislature would ve rejected that. He highlighted
that even in the special session three nonths ago when the "bend
over point for progressivity" was at $97.5, the notion that
would be $40 below price was inconceivable. He further
suggested that folks are having a hard tine keeping up with the
price changes.

1: 33: 09 PM

SENATOR W ELECHOWBKI, continuing the discussion regarding del ay,
opi ned that specifying 2044 assunes the gas stops then. He
suggested, however, that the analysis should factor in that
there will be continuing gas, beyond 2044.

MR. DICKINSON noted his agreenent, but remarked that the
analysis is cut off at 2044 for conparative reasons. The cut -
off point is, roughly speaking, at the 35 Tcf, which is now
known, and "15 yet defined." As it proceeds further out, it may
be that the state nay nake nore and sone thought should be given
as to what expansions nean in that context. M. Dickinson then
reiterated that the NPV analysis is a critical part of the
formal deci sion-maki ng process of the adm nistration.

1:34: 32 PM
REPRESENTATI VE SAMUELS recalled that a couple of years ago M.

Pulliam ran the cost of the delay to the state, in terns of the
tax rate and nmaking the NPV the sanme. "And you ran the nunber
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at ... 7.25 and a three-year delay, you would ve had to raise
the tax rate by about 40 percent. It was up to 10.75 to get the
sanme net present value, wth just a three-year delay," he said.

MR.  PULLIAM confirmed that was the analysis. However, he
rem nded the commttee that the analysis back then was for rates
that didn't have progressivity. It's inmportant to keep in mnd
that these are fairly low discount rates to analyze these cash
flows, he opined. Anything over 5 percent produces a nore
intuitive result, which is that delay costs the state in terns
of NPV. He recalled that the discount rates used in the
analysis froma few years ago was in the range of 8-10 percent.

1: 36: 16 PM

REPRESENTATI VE LEDOUX remarked that she isn't interested in
delaying, even if it may result in an econom c benefit.

MR. DI CKINSON said that a nodel is as good as what it's trying
to review and show. The adm nistration properly took a fixed
period and reviewed what happens within that period and what
happens if that period is shifted. Clearly, when [the
adm nistration] is reviewing the NPV to the state, the four
maj or sources of cash flow are being reviewed not the secondary
effects, the nmultiplier effects, and other effects that could be
of concern.

1: 37: 38 PM

MR. DICKINSON, returning to his presentation, directed attention
to slide 28 titled "How robust is the assunption of rising rea

prices over life of project?" From 1965 to the md 1980s, there
were real rising prices as there wasn't a Henry Hub or AECO
price to which to return. Then there was another 20-year period

in which there was falling real prices. Since 2006 there has
been dramatically rising real prices. Wien there are rising
prices, there are supply effects such that "people conme out",
there is an oversupply, and the price decreases. M . Dickinson
said there's no particular reason that this rise will continue
on until 2042. He suggested that there will be a correction,
al though he didn't know when or how nuch. The point is, he

enphasi zed, that all of these assunptions are forward-|ooking
rising real prices. The aforenmentioned hasn't historically been
t he case. Furthernore, the nore pressure on price, the nore
vigorous a supply response is received and thus it's nore
valuabl e for folks to enter the business, which results in nore
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is production and an oversupply that results in a decrease in
the price.

1:40: 48 PM

REPRESENTATI VE DOOGAN surm sed that if the aforenentioned is
graphed, the result will be rising real prices even if the slope
is different. He asked if the expectation of rising prices, as
applied to this project, is really a question of how nuch the

prices are expected to rise.
MR. DI CKI NSON responded, "That's a fair way of observing it."

REPRESENTATI VE DOOGAN surmised then that +the question to
consider is what is the state's expectations of the increase as
well as the expectations of others and how the state should
anal yze those.

MR. DI CKINSON confirmed that it's appropriate to ask questions
about a dramatic rising gas price and what it does.

1: 42: 23 PM

MR. DICKINSON referred to slide 29 titled "Why are the producers
concerned about fiscal certainty?" He posed a scenario in which
there are low prices followed by a correction that results in
hi gher prices, in real ternms, by a bit. In such a situation, if
oil prices have fallen and there isn't nmuch revenue to go
around, the question becones whether the state tries to solve
its revenue issues by having a different split between the
producers and the state or is there so nmuch revenue that the
return on investnent clearly nmeets the hurdle rate. \Wen there
is discussion of fiscal stability, it's inportant to focus on
whi ch of those is the concern. He noted that the nechanism the
state m ght use to solve either m ght be very different.

1:44:10 PM

REPRESENTATI VE GATTO, referring to slide 28, highlighted that
1984 was the middle of the Al aska housing sl unp. He questi oned
whet her that slunp was a reflection of a nuch greater decline in
the econony. Since 2005, [Al aska] has been experiencing another
housi ng slunp, which he surmsed is a reflection of the overal
wor | d econony and high petroleum prices. He asked if in the out
years there could be a lengthy decline such that the projections
woul d be far off.
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MR. DI CKINSON acknow edged that the aforenentioned is a very
real possibility and that the graph on slide 28 ties into many
ot her things. He rem nded the nenbers that what nmay be nore
directly tied to what was happening in Alaska in 1985-1986 was
the dramatic fall in oil prices.

MR. PULLIAM interjected that one nust also keep in mnd that the
period prior to the late 1980s was a period of price controls
for natural gas in the US. Therefore, that first upward
nmovenent prior to 1985 was due to prices being controlled above
mar ket |evels. \Wen the prices weren't controlled, there was a
bit of a drop down to normal supply and denmand conditi ons. As
far as price projections, it's certain that the exact prices
won't be what is projected.

1:47: 05 PM

REPRESENTATI VE WLSON pointed out that during the period of
falling prices, there weren't two |arge population areas of the
world entering the industrial revolution, and therefore the
demand that exists now didn't then. She asked if that would
make a | arge difference.

MR. DI CKINSON replied yes. He related that he recently had
dinner with an individual who works for a law firm that does a
ot of work in China. That individual said in 10 years he
expects there to be a full scale civil war in China. M.
Di cki nson acknow edged that Representative WIson has correctly
identified a driving growh pattern, but whether that wll be
sustai ned may be nore difficult to determ ne.

1: 48: 15 PM

REPRESENTATI VE LEDOUX recalled hearing in the past that the
producers needed fiscal certainty due to the |large scale nature
of building the pipeline and the corresponding risk. She
inquired as to the rationale the producers have for seeking
fiscal certainty.

MR. DICKINSON explained that in the US. those taking the
commodity price risk, the people who have to sell the gas, nmake
FT commtnents and thus even if they have to sell the gas for
less than tariff, they wll still pay the tariff. The
aforenmentioned is what TransCanada takes to the bank because
it's not taking the price risk, other than a mnor fuel piece.
The aforenentioned is often referred to as risk sharing. M.
Di cki nson then rem nded the nenbers that only five years ago the
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producers were in the U S. Congress seeking a price floor such
that they would receive a tax break if the price fell below
about $2. 35. The concern [for the producers] was that they
would put the noney out and the effective tariff would be
greater than what the gas could be sold. Although that concern
may remain, there may also be the opposite concern in which
there is so nuch economc rent being generated that the state
will want to renegotiate that part of the arrangenent. The
fundanmental idea, he enphasized, is who is taking the risk on
price isn't the pipeline.

1:51: 19 PM

MR. DICKINSON, returning to his presentation, directed attention
to slide 30 titled "Wrds Matter." He highlighted that the
adm nistration has suggested avoiding "subsidies" and/ or
"billions of dollars in concessions.” However, other aspects of
the current license were referred to as quid pro quos, such as
"state investnent buys progress and state investnent buys
provi sions." The notion is that those who believe there is a

valid need for fiscal stability/certainty for those who take the
price risk would characterize the situation as quid pro quo in
which there will be an arrangenent involving the state's ability
to use its taxing authority and those who are taxed when they
sel|l the gas.

1: 52: 35 PM

SENATOR FRENCH inquired as to M. Dickinson's view of the 10-
year tax certainty offered in AG A

MR. DICKINSON related his wunderstanding that the [l anguage
related to tax certainty] was changed, and therefore he offered

to answer |later. Referring to slide 18, M. D ckinson opined
that it's appropriate for the state to nake comrercial
arrangenments that include fiscal certainty. However, the

problem is that Al askans don't want to give away things that
aren't necessary or have reinbursenents that aren't critical
whereas the producers may argue for a l|arger nunber than wl

drive their decisions. Therefore, judgnment regarding the
correct level [of tax certainty] will have to be nade. M.
Di ckinson related that he is exploring the notion that the state
seens willing to use its taxing authority as part of the
arrangenments it wll make to enable the construction of the
pi pel i ne. Utimately, there will be various projections of the

correct nunber.
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SENATOR FRENCH opined that the state has provided fisca
stability. Therefore, before sweetening the pot, he suggested
obtaining a conmtnent from the producers to nomnate a certain
anount of gas.

1:55:45 PM

MR. DI CKINSON, referring to slide 31, highlighted that the state
used quid pro quo, inducenents, to find a builder for the
pi pel i ne. Now the state needs to find a financer of the
pi pel i ne. M. D ckinson then turned to the difference in the
i nducenments between the md- and upstream He rem nded the

menbers that TransCanada's nodel doesn't include progressivity.
The notion is that as price increases, there are dramatic
increases in the dollars avail able upstream that are inpacted by
the production tax, the inconme tax, and the producers' residua
after those are subtracted. The Black & Veatch analysis on
slide 33 illustrates sonething simlar, that is how much of the
dollars, sensitivity for the state, is driven by the oil prices.
As Senator Therriault pointed out, the tornado diagram is
probl ematic because different inpressions can be shown by
choosi ng what ranges wll be shown. The overall notion of the
diagram is that the state's revenue on this matter is being
driven by comodity prices. The tornado diagram on slide 34
refers to the producers' sensitivities, for which the biggest
driver is also the comodity prices.

1: 58: 58 PM

SENATOR STEDMAN, speaking to slide 32, questioned how valid the
analysis is since it doesn't take into account progressivity,
which is a large inpact, and the tie in of oil taxes with gas.

MR. DI CKI NSON recall ed that when TransCanada di scussed the graph
on slide 32, M. Palnmer referred to it as very unsophisticated
anal ysis because TransCanada focused on the mdstream M.
Di cki nson agreed with Senator Stedman that the slide, since it
doesn't use progressivity, probably isn't the nost useful.

SENATOR STEDMAN remarked that part of his concern when review ng
this data is that progressivity is a substantial portion of the
state's tax structure and within that tax structure there's a 20
percent credit. Unl ess progressivity and the credit are
recogni zed, the nunbers reflecting what the state may gain wll
be off. He recalled that being an issue with the oil tax, when
the state was surprised with the nodeling. He expressed the
hope that a simlar mstake wouldn't be made.
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MR. DI CKINSON related his understanding that TransCanada has an
economc liability spreadsheet, as required by the RFA and was

frank that some of the fornulas it used were sinplistic. The
Black & Veatch analysis is nore sophisticated and has been
added. Therefore, M. Dickinson surmsed that the legislature

would prefer to review those results from the Black & Veatch
anal ysis versus the TransCanada anal ysis. He said that although
he hasn't [thoroughly] reviewed Black & Veatch's analysis, the
Black & Veatch analysts did things that TransCanada didn't, and
therefore there's nore precision.

2:02:14 PM

MR. DI CKINSON noved on to slide 35 titled "Everyone Makes Mbney
Questions: Wuld the producers nake nore as producer/carriers?"
He asked are the producers making so nuch noney that they would
sign on to this project. He suggested that the focus should be
on what's referred to as an incremental analysis. If the
producers agreed to all the AGA enhanced equal access
provisions and built the pipeline, how nuch of the noney would
flow through, he asked. In other words, how nuch of what occurs
is a consequence of this particular license or how nmuch is a
conparison of the two projects. Referring to slide 36, the
notion is that a shipper will receive returns from nonetizing
gas and after taxes keep the remainder. There is also a
pipeline, a carrier, earning noney from carrying the gas. | f
that's the same parent conpany, then it makes that $57 billion

If there is a third party, then the third party makes the $57
billion and the upstream producer only nakes $154 billion. In
sinplistic ternms, the party that makes the pipeline will earn as
a consequences of doing so.

2:04:32 PM

SENATOR W ELECHOWEKI recall ed Spencer Hosie's comments that the
producers have an obligation to sell if they can mke a
reasonabl e profit. He inquired as to what's considered to be a

reasonabl e profit, $154 billion or $74 billion.

MR. DI CKINSON responded that he, like M. Hosie, couldn't
quantify what's considered a reasonable profit.

2: 05: 10 PM

MR. DI CKINSON, noving on to slide 37, pointed out that if the
cash flow is discounted at 10 percent rather than 8.8 percent,
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it shrinks considerably. If it's discounted at 15 percent, a
producer would come out behind, he said.

2:07: 08 PM

SENATOR FRENCH, referring to slide 35, pointed out that the $114
billion and $256 billion refer to the producers, although on
slide 35 those nunbers seem to refer to the state. Senat or

French then requested that M. D ckinson provide nenbers a two-
to three-paragraph analysis of how slide 37 works.

MR. DI CKINSON agreed to do so. He mentioned that inconme taxes
weren't included [in the analysis on slide 37] because the state
doesn't have a separate accounting incone tax but rather has an
apportionnment incone tax. Apportionnent income tax neans that a
conpany' s wor | dwi de i ncome IS mul tiplied by a state
apportionment factor, the sum of which is nultiplied by 9.4
per cent . In a project such as this, nbst of the changes in
income tax are flowing from the change in the apportionnment
factors that cone from additional producti on, property,
equi pnent, or sal es.

2:09: 05 PM

MR. DI CKI NSON, speaking to slide 38, said the question is: how
much nmoney is flowing fromthe incremental effects of the nust-
haves and how much is flowing from the unenhanced project. The
af orenentioned leads to the notion of an enhanced open access
pi pel i ne. As posed on slide 39: "How does the state achieve
an 'enhanced open access pipeline? " The goal of the nust-haves
is to produce an enhanced open access pipeline such that there
will be an increase in the benefits and in an extrene case of
open access, those benefits could be witten into the
docunent ati on. He then turned to the enforceable conm tnent
relative to the open access line. He explained that TransCanada
is making a conmtnent as to the position it will take when it
goes before a regulatory body. It's inmportant to recall, he
enphasi zed, that AQ A doesn't effect the decisions nade by FERC
Anot her inportant point, in the case of the producers being the
opposite party, is that the producers' ability to argue their
case isn't constrained. Therefore, he suggested that a question
may be whether that mght be a nore effective conversation.
Many of TransCanada's positions are ones they mght take
regardl ess, he not ed.

2:11:58 PM
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VR. DI CKI NSON, referring to slide 40, hi ghli ghted that
TransCanada's commitments refer to both what it wll advocate
for and negoti ate. However, a negotiated rate still has to go
before FERC or NEB, which may or may not approve it. He related
his understanding that [FERC] |ikes negotiated rates. Myving on
to slide 41 titled "How wll Third Parties be affected by
TransCanada's conmm tnents?", he recalled that Conmm ssioner
Gal vin suggested considering whether an entity would explore in
the face of "an unknown and uncertain regulatory process - that
doesn't exist anywhere else, don't know how long it wll take,
don't know whether it will succeed." The question to ask, M.
Di cki nson suggested, is whether TransCanada's commitnments nake
navigating the new rules at FERC any clearer. "How nuch
uncertainty are folks used to facing in the regulatory process;
how nuch does this set of rules, on one of the parties, change
: the uncertainties in that regul atory process,"” he
guest i oned. He then rem nded nenbers that in 2004 the federal
rul es changed and FERC was given powers to enforce sone of the
open access pipeline provisions. There is no know edge as to
how FERC s normal practices will change when it's faced wth
enforcing the new rules. Referring to slide 43, M. Dickinson
reviewed the five tariff commtnents, as follows: expansi on in
reasonabl e engineering increnents and on reasonable conmerci al
terms; rolled-in rates; mninum debt of 70 percent; cost overrun
mechani snms to share risk with shippers; and $500 nmillion state
spending won't be part of the tariff. He noted that the $500
mllion state incentive would accrue the npbst interest as it
woul d essentially be the first funds spent.

2:16: 03 PM

MR. DICKINSON, continuing with slide 44, remarked that the
definition of "open access" has been explained as when
"Expl orers have confidence that the pipeline wll be expanded
and new gas will pay a fair transportation rate with rolled-in
rates.” Deputy Comm ssioner Rutherford has said explorers won't
expl ore w thout confidence. Therefore, the question is whether
TransCanada's comm tnment nakes a difference beyond the federal
[ presunptions]. He suggested questioning how nuch of future
benefits from future exploration activity flow from Ad A Wth
regard to rolled-in rates, one should ask how TransCanada's
agreenent to rolled-in rates inpacts its bottom |ine versus
whet her TransCanada is nerely rearranging the dollars between
the shippers. TransCanada is always going to receive full cost
recovery and return on its investnent. Assuming the credit
risks are equal, it doesn't matter to TransCanada who is paying
those dollars. He opined that when one reviews a rolled-in rate
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that is noving a total anmount or just allocating between
shi ppers, TransCanada doesn't care about that in nbst cases.
However, the overall tariff rate does inpact TransCanada because
if the tariff is too high, TransCanada won't have any custoners.
Still, the certainty of an entity signing up for there rates is
i nportant, he noted. M. D ckinson noved on to slide 45, which
relates that FERC already has a presunption favoring rolled-in
rates for any project. The reason an entity would object to
rolled-in rates is that the entity, with a long-term contract,
m ght object to having to pick up a piece of an expansion. The
guestion is whether it would be nore effective to reach that
likely objection by talking with those who would |ikely object
or by talking to TransCanada, who may have been neutral on the
I ssue. Wth regard to the Iimt on equity percent, slide 46,
M. Dickinson said it's clearly a case in which TransCanada

pays. That's a conpronmise that TransCanada is maeking and any
shipper wll receive the benefit of the lower tariffs. As
relayed in slide 47 wth regard to the cost overrun risk
nmechani sns, TransCanada wll take on sone risk. As
characteri zed in t he Anchor age present ati ons [ by t he

adm ni stration], TransCanada has nmade a very good openi ng bi d.
2:19: 44 PM

MR. DICKINSON, referring to slide 48, highlighted that the
adm ni stration has related that the $500 million "credit to rate
base pays for itself in increased future revenues." Therefore
the adm nistration believes it makes sense to lay out that $500
mllion as its exchange for value. Therefore, he said he would
guestion whether the rest of the nust-haves are free. He said
he would also question whether there's a point at which the
state wouldn't receive a future benefit from the state putting
it's noney in. He suggested that there should be a nechanica

br eakeven point. Moving on to slide 49, M. Dickinson pointed
out that there is the general notion that the state's netback is
dependent on the tariff. Therefore, if there's a high tariff,

the state makes |ess noney and vice versa. One must renenber,
however, that the majority of dollars are comng from the
state's production tax. In the Novenber 2007 special session

the legislature changed those rules as specified under AS
43. 55.150(a) . Under the new AS 43.55.150(a), the followng
conditions were set: if the shipper is affiliated wth the
transportation carrier or with a person that owns an interest in
the transportation facility, then the gross value at the point
of production is calculated wusing the actual cost of
transportation or the reasonable cost of transportation,
whi chever is | ower. Therefore, if, under the TransCanada pl an,
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ConocoPhi | l'i ps bought a 1 percent interest in the pipeline, the
af orenentioned would be triggered such that ConocoPhillips'
tariff would be the lower of its actual costs or its reasonable
costs. The statute specifies, "The departnent shall determ ne
the reasonable costs of transportation using fair market value

or other reasonable nethods.”™ |In other words, if a pipeline
shi pper owns any interest or has any commonality of interest
with the pipeline owner, the departnent can wite regulations
which determ ne the deduction for purposes of the production
t ax. Al though this doesn't inpact third parties, clearly a
higher tariff is real noney out of the pocket of the third
party. Continuing with slide 50, he highlighted the follow ng

guestions: "How will this license lead to in-state gas in ways
that other project won't?"; "How will this license lead to an
LNG project in ways that other project won't?" As related on
slide 51, the notion is that all these benefits will flow froma
pipeline project, no matter whose project it 1is. I f one
believes the license is the best/only way to start a pipeline
project, then the aforenentioned notion is correct. However, if

that's not true, then the state should be wary of benefits
attributable to a specific pipeline project covered by this
license.

2:25:46 PM

REPRESENTATI VE DOOGAN asked if it would be equally true that
this license is the nost likely way to start a pipeline project.

MR. DI CKINSON replied yes, adding the caveat of being able to
quantify the likelihood of how much would fl ow.

REPRESENTATI VE DOOGAN remarked that his point is that if this is
being based on a syllogism it nust be the appropriate
syl l ogi sm

2:26:39 PM

REPRESENTATI VE SAMJELS announced that the neeting would break
for a Joint Arnmed Services Commttee neeting, and upon its
concl usion the neeting would conti nue.

The commttee took an at-ease from2:26 p.m to 3:16 p. m

3:17: 25 PM

MR. DICKINSON referred to slide 52 titled "5 Local Commitnents,”
which include the five in-state takeoff poi nt s; firm
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transportation with distance sensitive rates even wthout FT
commtnments; |ocal headquarters; local hiring and contracting;
and a project |abor agreenent (PLA). He noted that a conpany
that will nove gas into the state doesn't necessarily need to
make an FT commitnent in the open season. Therefore, he opined
that the volunme of gas that will nove that way is so small that
it doesn't need to be financed 10-15 years in advance. The
guestion with regard to all of the aforenmentioned commtnents is
in regard to how unique each is to this particular project, as
relayed on slide 53. Moving on to slide 54 titled "Unique to
TransCanada Project?", M. D ckinson questioned how nuch |oca

commi tnents account for if the state received all 20 nust-haves
for $500 million because any project would likely include things
such as |l ocal headquarters. Another question to ask is whether
the Alaska Natural Gas Devel opnent Aut hority's ( ANGDA)
principle: "R de as far as you can in the big pipe" is tied to
this specific license or would any project include the sane
aspect. He then continued with slide 55 titled "What is the
enforceable conmtnment for In-State Rates wthout FT?" He
rem nded the nenbers that TransCanada said it would offer FT
service, provided that in-state shippers execute long-term FT
contracts with the Al aska Section for service. TransCanada has
also said, "In the event there is insufficient capacity for the
delivery of in-State gas, TransCanada is prepared to expand the
Al aska Section to acconmmpdate such deliveries, provided that
such expansions are in engineering increnents under commercially
reasonable terns and conditions.” He interpreted the
aforenentioned to nean that although an FT comm tnent doesn't
have to be made, an entity that gives an FT conm tnment when the
pipeline is already full would only receive what's available
when it's avail abl e.

3:21: 34 PM

REPRESENTATI VE SAMUELS inquired as to how it works for the ranp-
up for the Fairbanks market to slowy increment to what is a

fraction of an increnent. He then questioned whether the usage
in Fairbanks is so small in the aggregate that it wouldn't
matter.

MR. DI CKI NSON noted that those who forecast future use mght bid

on future capacity. The question is whether the entity is
willing to make commitnments early on, prior to the build up.
The difficulty with long-term contracts is that others nmay also
be making long-term contracts. If it's a matter of sw tching
t he Fairbanks econony to base everything on gas, that wll take
some tine. Furthernore, there wll be costs for doing so.
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Clearly, one of the issues is that of the 4.5 Bcf/d pipeline,
the state's concerns is about a very snmall piece. TransCanada
wants to identify the takeoff |ocations upfront, which neans the
construction of a telescoping pipe. The difficulty, he noted

is to determne the location of the takeoff points and the
amount of demand. The aforenmentioned decision should be nmade
when the size of the pipe is determ ned.

REPRESENTATI VE SAMUELS asked if Fairbanks is such a small anount
on a 4.5 Bcf/d pipeline that the takeoff doesn't nmatter because
it's such a small amount of gas on a |arge pipe. O, is it
probl ematic for Fairbanksans to slowy ratchet up what they use
or "is the small anmount in the roundi ng?"

M5. ADAIR opined that it's in the rounding, at least at the
| evel of project definition being discussed today. As M.
D cki nson suggested, as nore [detail] is available in ternms of
the design of the project, [Fairbanks' off takes can] probably
be accommodat ed. She suggested that it could I|ikely be
accommodat ed i n conpression |ine pack.

3:25: 07 PM

REPRESENTATI VE  KELLY remarked that it's i mport ant t hat
TransCanada understand that Fairbanks, which will be in the 1
B[cf/d] range, will request that TransCanada provide for that [1
Bcf/d] range and it won't be required to be nom nated from day
one.

MR. DICKINSON related his belief that if there's space, that
woul d be appropri ate. However, if it's fully bid out under the
current proposal, then there could be situation in which there
is insufficient capacity and an expansion to neet that would be
required.

3:26:11 PM

REPRESENTATI VE SAMJELS asked if it's assuned that when an entity
bi ds on pipeline capacity, there's long-term capacity as well as
short-term capacity, which is nore fungible in ternms of gas
usage. He questioned how pipelines work in small narkets, such
as that of Fairbanks.

MR. DI CKINSON answered that he wasn't sure. However, he
recalled that TransCanada di scussed having several tine ranges,
in the range of 20-25 years. He then noted that during an open
season, an entity can have a nonconform ng bid and then proceed.
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He said he didn't recall anything about shorter tinefranmes, and
t hus he suggested tal king with TransCanada about this point.

3:27:11 PM
REPRESENTATI VE KELLY specified, "I think that the words we want
to hear would be: "provide for the eventual build out.'" He

expressed the desire for the off-take points for Fairbanks and
there to be enough capacity, in say a decade, to have the build
out occur. The aforenmentioned isn't going to occur initially
with the FT commi t nents.

3:28:27 PM

SENATOR W ELECHOWSKI opined that this is an inportant issue. He
recalled that according to the ANGDA presentations, there is 500
t housand cubic feet (Mf) to 1 Bcf in potential demand in Al aska
for in-state use. He opined that going into initia
construction know ng that there needs to be an expansion, there
woul d need to be a cost benefit analysis regarding whether there
should be a separate in-state line. He pointed out that the
tariff would be lost on that 1 Bcf/d for Al aska and TransCanada
would be losing the tariff that would otherw se accrue going to
Al bert a.

3:29:38 PM

SENATOR BUNDE inquired as to whether a provision was nmade for
the state to take its royalty gas in-kind and how that would be
accommodat ed i n capacity.

MR. DI CKINSON answered that under the l|lease the state has the
option to take the gas in-kind on very short notice. One of the
areas in which the state agreed to fiscal certainty was in
limting that ability so that producers would know nore about
what gas they had versus the state s gas. He offered that a
producer would not want to bid on FT and di scover that the state
“pulls it out from under you and you have enpty capacity.”
However, he related his belief that in the |long run whether the
state selects the royalty gas in-kind or not, that soneone has

to make the FT commtnent. He opined that ownership interest in
the pipeline would be irrelevant since no matter whose gas it
is, the issue is that someone nust step forward and say, “I’'m
going to pay that charge whether | ship that gas or not.” He

said that he didn't think that the upstream shippers have any
concern with the state taking its gas so long as the state nakes
it clear beforehand so everyone can make an FT comm tnent based
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on how rmuch gas they will have to take to the destinations to
obtai n the hi ghest val ue.

3:31: 24 PM

SENATOR BUNDE opi ned that soneone has to nmake the FT conmm tnent.
He inquired as to whether that occurs through future
negoti ati ons when the state decides it wants a portion of the FT
such that if the state chooses to take the gas in-kind it can do
Sso.

MR. DI CKINSON offered that m ght be one way of doing it if the
state didn't feel it was ready in the first open season to
either step in, in place of the organizations that the state
felt mght use it or to take that capacity and put it out to
becone a secondary nmarket. He noted that several approaches
coul d be nmade.

3:32: 02 PM

REPRESENTATI VE KELLY suggested that on the Al aska “off-take”
there are two hurdles, which are pipe size and FT. He rel ated
his understanding as to how the two are |inked. However, on
sizing the pipeline, as Senator Welechowski comented, he
opi ned that the state would want to avoid the situation in which
the flange is sitting useless until further expansion happens.
He opined that the snmaller in-state anobunts needs to be
approached with the appropriately sized pipe and perhaps the FT
being ranped into it. However, the first hurdle is nore
i mportant than the second hurdle since the state has the ability
on royalties to easily satisfy the initial requirenents, he
st at ed.

3:32:59 PM

MR. DICKINSON said he believes that the installation of the
flange when building a pipe is alnbst cost free as opposed to
attenpting to do so later. Therefore, the state mght want to
over flange at the tine of selecting options and nmaking
comer ci al arrangenents.

REPRESENTATI VE KELLY remarked that was his point.

3:33:24 PM

MR. DICKINSON referred to slide 56, which he said highlights the
sane coments that Senator Wel echowski made, which is to ask
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how TransCanada naekes its nobney. TransCanada nmakes its noney on
expansi on. Therefore, it wll be allied wth the state on
expansion and TransCanada wll help ensure that happens. He
el aborated by offering the analysis that TransCanada makes its
nmoney on transporting gas and its return on investnent on how
much plant and equipnment it has. Thus, if the conpany has |ess
equi pnent and transports less gas to the Lower 48, TransCanada
is going to nmake |ess noney. He stated that TransCanada nakes
the nost noney by transporting “the nobst gas over the nost
mles.” Considering TransCanada’s alignment with Al aska, he
noted that there may be some m salignnent.

MR. DI CKENSON, referring to slide 57 titled "AGA Mechanism"”
offered that the AG A nechanism provided an inducenent to a

carrier. If a carrier holds an open season, obtains a |icense
and takes the other steps necessary, AQ A sets up a situation in
which a line can be constructed. The inducenents for the

shi ppers were to entice them to underwite the gasline, or to
provi de the financial underpinning, he offered.

3:35: 05 PM

REPRESENTATIVE ROSES referred to slide 49, of pr oposed
AS 43.55.150(b), which read:

b) gross value at the point of production is
cal cul ated using the actual costs of transportation or
the reasonable costs of transportation ... whichever
is |ower. The departnment shall determne the
reasonabl e costs of transportation using fair market
value ... or other reasonabl e nethods.

REPRESENTATI VE ROSES inquired as to whether M. Dickinson
advised that if this provision passed as part of the tax
revenue, then [AS 43.55.150](b) would be triggered in the event
that the conmpany has any affiliation with the pipe. Thus, if
TransCanada guarantees it, does this provision “kick in” and if
so, by passing AGA did the |legislature create disincentives for
the conpanies to becone partners, he asked. |If that is the case
and the state has created disincentives for partnerships by
TransCanada, he suggested it provide a reason for TransCanada to
build its own line since it wll pay the rate either way.

3:35:54 PM

MR. DI CKI NSON acknowl edged that as a good question to ask. He
stated that he did not want to prejudice potential future
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l[itigation by opining on whether it makes sense. However, he
offered his belief that Representative Roses identified an issue
that should be asked since it does identify the cause and effect
that would flow fromthese specific provisions in AG A

3:36: 06 PM

MR DICKINSON referred to slide 58 and to the carrier
i nducenent s. He stated that a carrier stepped forward and said
that it would accept those inducenents in exchange for the “nust
haves.” He said that the question to ask is whether the $500
mllion was exchanged for sonething else, in which the state
created val ue. Another way to phrase that question is to ask
whet her TransCanada was allowed to “play wth the shipper
chips." He inquired as to whether a situation exists in which
TransCanada is doing things that won't affect its bottom Iine,
but would affect the shipper’s bottom line and that is the
reason why the inducenment was successful. He asked whether
TransCanada would have done sone of those things even if it
wasn’t required to do so under a binding commtnent. Continuing
with slide 59, M. D ckinson asked whether the shipper
i nducenents will be sufficient by adding value and making [the
gasline] nore |ikely to happen.

3:37:35 PM

MR. DI CKINSON, referring to slide 60 titled "Part Il: The Vote -
Begi nning or end of Conpetition," opined that the questions he
has raised will provoke discussion and provide useful answers.

He offered that the legislature is faced wth voting on a
proposition and he wants to suggest sonme ways of thinking about
t he proposition. He stated that he didn't think that a |ot of
the questions he has raised are about the connection between
what the license will do and the results. He opined that it
would be a mstake to vote against a |license on the basis that
the legislature thinks it won't deliver everything it prom ses.
He suggested that a better way to consider a license is in
regard to which license places the state in a better position.
One positive step in the process is that the outconme is good if

awarding a license encourages another conpetitor. He expressed
concern if the admnistration doesn't treat this process as a
conpetition, but as the end of the conpetition. He cauti oned

that the process creates a situation in which the race has been
won, the gold nmedal is placed around the w nner, and everyone

else is shunted off. The notion is that there are a nunber of
producer/state issues that wll affect both parties on any
proj ect . He opined that it isn't productive if the I|icense
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award is treated as a green light to ignore the issues.
Secondly, the legislature wouldn't be encouraging conpetition if
the licensee has access to funds in which the non-licensee is
sonmrehow affected and this project is favored over other
potential projects, such as LNG or the producer line, or even a
GIL pl ant.

3:39: 53 PM

REPRESENTATI VE GARA offered his understanding that M. Dickinson
is suggesting that the state award the license and then shift

the contract to the producers or someone else |ater. He noted
his further wunderstanding that awarding the |icense encourages
anot her conpetitor. He inquired as to what sanctions are

contained in AJQA that would apply in an instance in which the
state awards the license, then bails out on the I|licensee and
accepts anot her conpany.

MR. DI CKINSON stated his agreenent that the state could do the

af orenent i oned. However, he offered that there is sone
guestion, in ternms of reviewing the definitions, as to the
overal |l financial inpact. A nunber of attorneys and the DNR
commi ssi oner have advised that the state would have a financia

i mpact of about $333 million maxi num If, after all the work
had occurred to obtain a certificate, the state *“changed
horses,” the state would be responsible for 3 times the
liability of the unreinbursed anount, which would total b about
$333 mllion. QO hers have speculated that the cost would be

three times $600 million or $1.8 billion. Secondly, he pointed
out that one of the things he heard in Anchorage is that
negoti ati ons are ongoi ng. He opined that the investors have to
ensure that their $30 billion is protected and invested
appropriately. In that negotiation process, the producer wll
move risks around and one possibility is that the producers my
play a larger role in this line, whether it stems from AG A or
not . He nentioned that the license nmay inpede that or not.
Simply dropping one [licensee] and going to another probably
woul dn’t occur, he surmised. Furthernore, AG A clearly sets out
steps to cover instances in which either side thinks the project
is not economcally feasible, particularly if the other side
di sagrees. The only time that the triple damages woul d occur is
in the event that the state extends preferential royalty or tax
treatment or a grant of state funds for the purpose of
facilitating the construction of a conpeting natural gas
pipeline in the state. However, if a negotiation canme together
in which the producers nmade the project feasible, it is possible
that TransCanada mght agree not to claim the triple danmages

JT. HRLS/ SENR COWM TTEES - 55- June 5, 2008



Thus, if the negotiations occur, it is just another one of the
pi eces that would need to be noved around, he remarked.

3:43: 40 PM

REPRESENTATI VE GARA inquired as to whether M. Dickinson is
suggesting that the state grant a contract and then breach the
contract. He opined that the state does not want to be viewed
as an unstable or untrustworthy partner.

MR. DI CKI NSON cautioned that he is not suggesting that the state
breach a contract. He clarified that what he is trying to
convey that the intent of how this contract will be fulfilled
is, as the governor stated, the state stays out of the way and
allows the commercial parties to negotiate. He opined that it
could be a three-way negotiation if one commercial party desires
sonething that isn't in the purview of another commercial party,
but involves the state. In the event that such a situation
happens, one of the issues will be whether treble damages may or
may not occur. M. Dickinson highlighted that since TransCanada
has experience in negotiating other deals and shipping other
producers’ gas, it has experience in working with producers and
in negotiating tax rates. Thus, devel oping the gasline doesn't
create a unique experience for TransCanada, other than scale.
He opined that if a deal gets put together that makes sense to
Tr ansCanada, it will inform the state, particularly in
anticipation that the state wll provide, as nentioned by
Senator French, “some additional skin.”

3:45: 26 PM

SENATOR W ELECHOWSKI posed a scenario in which the state awards
TransCanada a license and the producers continue with the Denal
Proj ect. He inquired as to whether FERC would give the
TransCanada |icense any additional weight due to the state
support through Iicensure.

DR. NERI answered that while he was not 100 percent sure, he
didn't think that the state issuing the license to TransCanada
woul d carry any extra wei ght unless |egislation passed.

3:46: 11 PM

SENATOR W ELECHOWSKI he asked if anyone has a sense as to how

FERC would analyze two separate proposals, the TransCanada
proposal and the Denali Project.
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DR. NERI opined that FERC s intent would be to eval uate each of
t he proposals. However, one possibility is that FERC could
advise that the two parties to team up and work out a project
together [in order to avoid] redundancy and waste of resources.

MR. DI CKINSON recalled that the sane question was posed earlier
and received sone thoughtful answers relaying that FERC attenpts
to suggest what is in everyone’'s best interest and when it has
al l oned commercial parties to work. He opined that clearly lots
of projects exist in which conpete parties attenpt to build
projects, when demand is identified. The FERC ultimately
determ nes which project will work for the public convenience
and necessity.

3:47:45 PM

REPRESENTATI VE SEATON related his wunderstanding of the AGQA
process that the state cannot preferentially aid another
pi pel i ne. However, he inquired as to what would happen if the
producers decide to convert the gas to liquids, nonetize it at
the | easehold, and ship it down TAPS. He opined that nothing in
AG A prevents preferential wuse or treatnent if the gas is
converted to synthetic crude on the North Sl ope.

MR DICKINSON reiterated that the provision contains two
conponents that aren't identical, which he opined is confusing.
The trigger talks about preferential treatnment, but doesn't
i nclude the remainder of the phrase in the rest of the sentence.
He expressed hope that Representative Seaton’s interpretation is
correct and that other projects will continue to thrive unti
the projects are no |onger conpatible. He said that point is in
the future and he would hope that awarding a |icense would not
change that. He opined that the attorneys could interpret the
phrase in AG A and regardi ng what would trigger the condition

3:49: 57 PM

REPRESENTATI VE SEATON related a scenario in which the producers
decide to nonetize the gas by putting it in GIL nodules at
Prudhoe Bay and use TAPS to transport it. He then inquired as
to whether anything in AG A would prevent or inpact the |icense
or any project from noving forward.

MR, DICKINSON said it did not, but he suggested that attorneys

exam ne the damages questions since they nmay interpret AGA
differently than a | ay person.
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3:50:48 PM

REPRESENTATI VE KERTTULA related her understanding that the
conpetition has already happened, such that proposals were nmade
and this is now based on availability of the resource. She said
that it is not as though the state will close things down, but
rather what is available at a certain point.

MR. DI CKI NSON noted his agreenent, adding that the point is what
resources are available at what risk. He predicted that over
the next five days the legislature will hear that those who take
the price risk on the commodity try very hard to protect
thensel ves fromthings |ike cost overruns and so they negoti ate.
Echoing his earlier coments, M. Dickinson stressed that
awarding the license should be the kickoff for the comercial
negoti ati on, not the end.

3:51: 58 PM
REPRESENTATI VE SAMUELS rel at ed a scenari o in whi ch

ConocoPhil i ps and BP sought a permit from DNR for a pipeline at
the sane tine as TransCanada, and inquired as to whether the

treble damages clause would be triggered. He surm sed that
TransCanada would claim that the state couldn't i ssue
ConocoPhillips or BP the permts since it is the |icensee. He

said that he realizes M. Dickinson isn't an attorney, but he
asked for his opinion.

MR. DI CKI NSON, acknow edging that he isn't an attorney, surm sed
that it seenms to him that as long as the governnment is
functioning as the governnent and is not acting preferentially,
he woul d hope treble danages wouldn't be triggered. He rel ated
his belief that although the rights-of-way are nonexclusive,
there are sonme "pinch points.” Moreover, until the deciding
authority, FERC, has nmade sone decisions, it would be a m stake
for the state to favor one project over another or grant any
excl usive rights.

REPRESENTATI VE SAMUELS noted that TransCanada woul d be asked the
same questi on.

3:53: 59 PM
REPRESENTATI VE GATTO inquired as to whether the license is a

license that [the |licensee] would own or that the state lends it
[to the licensee]. He further asked whether restrictions apply,
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t he producer can sell [the license], or whether the license wll
sunset .

MR. DI CKI NSQN, speaking to the |ast question, explained that a
set of commtnments to act would exist and, at sonme point,
TransCanada's inaction would represent abandonnent of the
proj ect . At that point, TransCanada would turn over to the
state all the work that had been done to that point, he rel ated.
Al though he said that he didn't believe a specific sunset exists

in AGA the tinelines have that effect. Referring to
Representative Gatto’'s earlier question, M. Dickinson said he
woul d “dodge that.” He recalled that it isn't so nuch that the

license could be sold, but rather what happens if ownership is
changed. He offered to find out and provide a specific answer.

3:56: 05 PM

REPRESENTATI VE GATTO inquired as to whether the contract would
still be [TransCanada s], if [TransCanadal] were enter into an
agreenment wth the producers. He opined that in such a

situation [TransCanada] couldn't nerely inform the state that
the contract is now shared with the producers.

MR DICKINSON clarified that it's a license. However, he
deferred to an attorney regarding those kinds of changes to the
license.

3:56: 32 PM

MR. DICKINSON, returning to his presentation, referred to slide
61 titled “Beginning or End of Conpetition?” He explained that
this slide portrays two views from Conm ssioner Galvin, one that
introduces nore conpetition while the other doesn't. The
guestion is which way is the state headed. M. D ckinson said:

The first one, he was very clear and very forceful.
It says, “We are not here to stop them [the producer
line].” | think he was very explicit that they can
continue to nobve on whatever schedule they had, but
that the adm nistration was enbarked on sonething with
its owmn set of specific guidelines and tinelines, and
it wasn’t an attenpt to nove in a way of a producer
pi pel i ne. On the other hand, at that sane forum on
the sane day, | believe even the sane presentation, he
said that the “State has a considerable interest in
steering producer gas to the TransCanada project.”
And again, what the state views as the steps it can
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take to follow through on that considerable interest
are things that you mght question if what you're
trying to do is keep the conpetition a full-fledged
conpetition.

3:57:48 PM

MR. DICKINSON noted that slides 62 and 63 are in the wong
order. He related that on slide 63 he was asking a cynical
guestion by asking, “How can another ‘conpetitor’ with no credit
and no custonmers strengthen the prospect for a |ine?” He
offered that the answer is: the nore information gathered the
better. He opined that although this is already the nost
studi ed pipeline ever, nmuch is still unknown. He surm sed that
given the size of the commtnment that it made sense to gather
nore i nformation. He pointed out that one of the things that
can happen in an “open season” is that producers nay use non-
conform ng offers to forward the negotiations. He opined that
in a comercial negotiation other parties figure out what their
weaknesses are and what the other party can bring [to the
tabl e].

4:00: 08 PM

MR. DICKINSON, referring to the last bullet point on slide 63
related his understanding that historically, when FERC has had
two conpeting projects, it has specified what it believed to be
in the national interest and woul d suggest ways that the parties
could resolve issues much in the way that a judge suggests a way
to resolve a case. In this case, Congress has told FERC that
[Alaska's gasline] is clearly in the national interest. He
related that he has heard in a conversation today that the
aforenentioned isn't as true recently as it was in the past.
Therefore, the question to ask is whether FERC will intervene
and attenpt to nerge the parties or not.

4:00: 43 PM

REPRESENTATI VE GUTTENBERG i nquired as to whether the |egislature
has access to the work product.

MR. DI CKINSON said that the state has access to the work product
if certain things fail. He related his belief that the
| egi sl ature probably has access to the work product under AGQ A,
but he offered to research that matter further.
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REPRESENTATI VE GUTTENBERG related that in his experience
construction contracts sonetines don't include [access to work

product] provisions. He related his understanding that many
| egislators feel that having a non-producer owned pipeline is
critical to open conpetition in Al aska. He inquired as to
whet her the state would still have an open access project if the

producers hold the controlling interest in the project.

MR. DI CKINSON replied yes, the federal law is explicit on that.
He related his understanding that the Anchorage presentations
specified that AG A brings an enhanced or true open access

pi pel i ne. Thus, some of the questions raised are whether the
ownership interest <creates the difference or <can it be
mtigated. He questioned whether, wunder federal rules, the

state adding its own |ayer affords that nuch protection or not.
He stated that although he doesn't have a quick answer, he
beli eves being an open access pipeline is enbedded in federal
law and FERC will act on that. Therefore, one nust ask whether
that’s a sufficient guarantee, and if commtting one of the
parties who is appearing before FERC to sonething else is an
i nprovenent. He suggested that perhaps better open access could
be achieved by talking directly to the folks who would be trying
to get the provisions which may be viewed as nore controlling

"The problem™ he said "is knowing the FERC rules are not tested
and tried, and so you are always going to be having, you' ll have
to get opinions from fol ks who have been in front of FERC under
the old rules and try to figure out what nay or may not happen.”

4:04: 24 PM

SENATOR W ELECHOWSKI related his understanding that everyone,
including the state, seens to be in agreement that the gasline
is a profitable project. He inquired as to whether it's in the
state’s best interest to have an independent entity build the
pipeline or if it's better to have the producers do so, if the
choice is between TransCanada and the Denali Project or sone
ot her producers.

MR. DI CKINSON answered that he personally doesn't know. He
opined that it's inportant to step back and review what affects
each party can have, what they can provide, and the values

associated wth that. He said it would be unfortunate if a
battle ensued that was identified for the wong reasons. He
clarified, “What |I'm trying to say is |I don't have a personal

opinion on that and I don’'t believe at this stage, voting on the
license, that that answer is a critical one, one way or the
ot her.”
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4:06:44 PM

SENATOR BUNDE referred to slide 4 titled “Another Reason to
Support a TransCanada License” which he read: “Probably won’t
harm the prospects for a line and may strengthen them” Senator
Bunde inquired as to whether that slide poses a question or
provi des a statenent.

MR. DI CKI NSON answered that slide 4 offers a way to think about
the license and what it brings the state. The question is
whether irreparable damage is caused by taking this step or
whet her there's an advantage to this step and the legislature
shoul dn't focus on whether this step leads to the next step and
subsequent steps because there are so many steps. In further
response to Senator Bunde, M. Dickinson noted his agreenent
that it’s like chicken soup in that it won't hurt.

SENATOR BUNDE asked the other panel nenbers to weigh in on
whet her matter the TransCanada |icense probably will not harm or
will harm|[the prospects for a gasline].

MR. PULLIAM noted that this isn't a question he specifically set
out to answer. However, based on his part in the process, as he
has reviewed the findings, listened to M. Di cki nson’s
presentation, and been part of the process for the past few
years, he offered that he personally did not see harm

M5. ADAIR concurred with M. Pulliam She said that although
she hasn't personally reviewed this issue, discussing the issues
further and perhaps clarifying everyone's position a little
better has been hel pful. She offered that project conpletion
will require many steps and the better everyone understands the
needs of individual parties, the higher the |ikelihood of
success of the project.

DR. NERI answered that he, too, didn't see [granting the
license] as harnful to the process and as nentioned earlier many
nore steps are needed, including obtaining the certificate.

4:09: 35 PM

MR. DICKINSON pointed out that it is easier to ask detailed
guestions about detailed projects. He recalled soneone
characterizing the Denali Project as a 12-page Power Poi nt. He
opined that if the license is issued, in tw years it would

likely result in two open seasons from which the legislature
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could learn rmuch nore. Referring to slides 64-65, he stated
that the critical issue is who is underwiting this project.
M. Dickinson, referring to the upstream conversation, expressed
the hope that no one thinks that granting the license ends the
need for conversation and comunication on that matter.

4:11:29 PM

REPRESENTATI VE DOOGAN, assumng this project is going to make
nmoney for everyone including the shippers, asked what carrots or
sticks could be used or should be used to encourage the
shi ppers.

MR. DI CKINSON answered that the question really cones back to
the risks associated with the pipeline. He explained that the
those investing the noney want to ensure noney is nmade and thus
they reduce their risks. He then explained the “terrible price

scenario” in which the state’'s natural resource wealth isn't
worth as nuch. Al though that was a concern five years ago
ConocoPhillips may believe that it's no |longer a concern due to

rising prices.
4:13:19 PM

REPRESENTATI VE DOOGAN recalled that the Departnent of Revenue
(DOR) conmi ssioner has stated several times that an inportant
goal is for the state to use the pipeline to open up the basin.
He further recalled M. Dickinson nentioning that issue as well.
He inquired as to why that issue hasn't been discussed, whether
it's inmportant, and how awarding of a license to TransCanada
m ght affect opening the basin.

MR. DI CKI NSON answered that although he may not have addressed
that issue expressly, he opined that a [gasline] project wll

open the basin. Therefore, the question is whether a
TransCanada project will do a better job of opening the basin
than a producer controlled project. The aforenentioned returns

to the previous discussion, regarding that federal |aw defines
this as an open access pipeline, and the question of whether the
provisions of AGA will do nore to open up that basin than the
current provisions in FERC If so, and if the state is trading
to obtain those provisions, the question is whether the state is
trading the right anounts. He related his observation that
historically when producers have been involved in pipelines,
they often dispose of them However, he acknow edged that M.
Adair mentioned earlier that ConocoPhillips prefers to have a
percentage equal to what it invests in the pipeline and thus he
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said he wasn't guaranteeing that the producers w Il dispose of
t he pipeline. The question is whether during the early years

when the state is formng conpetition, the producers wll resist
expansi ons and convey that other conpanies aren't welconme in the
pi peline, and therefore other exploration won't occur and the

basin won't open. However, he opined that TAPS isn't a good
anal ogy from which to draw that concl usion. He said, “As | see
that risk in the docunents that 1've read, ... | certainly
believe that the FERC, the federal concerns, wll do sonething

to alleviate that. And | guess this is really, at the margin, a
question of whether the additional AG A provisions nove you from
opening the basin to not opening it. ... Do they get the basin
opened nore than just the federal provisions?”

REPRESENTATI VE DOOGAN, assuming M. D ckinson has identified the
guestion correctly, requested M. Dickinson’ s answer.

MR. DICKINSON answered by saying that as the negotiation
proceeds, the folks concerned about the open basin provisions
need to ensure those provisions are adequately protected as
ot her commercial arrangenents are made. He said “And the notion
of a nust have which ... cannot be conprom sed, and cannot be
used to reach a solution, | think is not ... necessarily the
best way to proceed towards a given goal.”

4:16: 53 PM

REPRESENTATI VE DOOGAN poi nted out that sonme provisions in AGA
aren't protected in the FERC process, such as the treatnent of
rates, at least in the initial expansions, and the frequency
with which FERC wll evaluate the necessity for future
expansions. He said he thought that review was every two years.
He inquired as to whether that provision, which is a part of the
license but not part of the FERC procedure, is “a chip that's
worth playing for here.”

MR. DI CKI NSON offered his understanding that the engineers wll
confirmthat the early expansions |lower the overall project cost
for everyone. He said, “No one gets to show up and say, if |
pay for an extra conpressor, can | just pay for that conpressor
and then ship.” Therefore, the question only occurs when [the
proj ect produces] several billion cubic feet a day of expansions
in the gas. He opined that the project would have to be at the
6.9 Bcf or 7 Bcf before that becones an issue. The federal |aw
addresses rolled-in rates, but he said he doesn't know whether
[the state’s] rolled-in rate provision or [the federal] rolled-
inrate provision will be nore effective.
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4:18:30 PM

REPRESENTATI VE DOOGAN pointed out that AG A provides for the
shi pper to reevaluate every two years.

MR DICKINSON related his belief that a the shipper that is
deni ed expansion can ask FERC for that expansion. For the first
time, FERC has the authority to "do it." He commented that he
didn't know whether a solicitation every two years woul d enhance
that process. However, he opined that the reeval uation woul dn't
provi de any additional rights before FERC, which will act as the
ultimate arbitrator.

MR. PULLIAM noted his agreement wth M. Dickinson that
ultimately the issue will cone before FERC. He expl ai ned that
AG A provides an "automatic alignnent,"” in which the pipeline
has to go automatically, as opposed to having a shipper or the
state bring them The aforenentioned may nove things along a
little quicker, he renmarked. No matter who owns the pipeline, a
producer or a third party, their interest will be to have nore
gas flowing down the pipeline for increased revenues. However,
the issues becone clouded when the upstream pieces are included
as well. "Whet her those are really enough, on the margin, to
make ... a difference, | don't know,” he said. He reiterated
that with AG A the state has an automatic provision whereby the
pipeline has to go to FERC, which will tends to speed things a
bit.

REPRESENTATI VE DOOGAN surmsed then that M. Pulliam is
conveying that [AG Al offers sone advantages in terns of the
process, but doesn't guarantee the result.

4:20: 39 PM

SENATOR W ELECHOWEKI opi ned that the producers obviously believe
this is a profitable project as they have proposed a $30 billion
proj ect . He inquired as to what additional carrots should be
provi ded.

MR. DI CKI NSON said that he wasn't sure. He then renarked:

Is there a right set to bring about negotiations? The
state is taking the majority of the upstream val ue
and you can argue that is entirely appropriate. One
of the questions | raised here is if the state
increases that by “x” percent it <can reduce the
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producer’s take dramatically, and is that a fear that
needs to be addressed. Is that what is holding the
project back. If you identify that, | would view that
as a carrot so to speak.

4:21:42 PM

SENATOR W ELECHOMSKI  inquired as to whether M. Dickinson
considered that a tax break or a concessi on.

MR. DI CKI NSON expl ai ned that but under the current statute the
state would basically be agreeing to a 10-year “freeze.” The
guestion is whether that's appropriate and how one would arrive
at the appropriate |evel.

SENATOR W ELECHOWBKI asked if M. Dickinson thought it was
appropri ate.

MR. DI CKINSON, speaking as a citizen, replied yes. He rel ated
his belief that the state’'s taxing authority is [a tool] it can

use to open the basin. However, it would be inappropriate to
use taxes, such as a reserves tax, as a stick and provide an
exenption for only gas that went to a licensed project. I n

further response to Senator Wel echowski, M. Dickinson said he
didn't see what the [state's taxing authority] would be used to
acconplish in the next 60 days. He suggested that if the
| egi sl ature passes the license, the process [should be allowed]
to work out, such that investors can nake rational decisions and
negotiate on the points that hold the nbst concern.

4:23:27 PM

REPRESENTATI VE KELLY, recalling the answers to Senator Bunde's
earlier question, surmsed that J[awarding TransCanada the
license] wouldn't hurt and m ght even help. He noted that for
the past several days, legislators have been told that either
[ TransCanada or Denali Project] have the ability to build the
pi pel i ne. He offered his understanding that the $500 nillion
investnment in nomnal dollars could bring the state to over a
billion in present value dollars. Therefore, he questioned why
[the state] would elimnate one of the players from the
begi nni ng rather than nove ahead with both players.

4:25:16 PM

MR. DI CKINSON offered that Representative Kelly provides the
basic question he is trying to frane. He opined that [noving
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ahead with both players] is entirely appropriate and not doing
so doesn't seem useful. The concern, he related, is that the
granting of the license may be viewed as a “green light” to do
just what Representative Kelly framed. He then said:

| hope that, and certainly the admnistration said
lots of things that led ne to believe that they heard
the sanme things from the experts that | did, and
concluded that this is a long process and that the
nore conpetition in these early stages makes the nopst
sense, and that they would do that.

4:26:10 PM

REPRESENTATI VE SEATON pointed out that AG A requires that the
pipeline identify how it would handle carbon em ssions. He
inquired as to whether M. D ckinson has reviewed the effect on
tariffs or on the probability of noving forward under a regine
of carbon taxes, carbon credits, or carbon sequestration.

MR. DI CKINSON answered that although he didn't review those
types of credits, he recalled that the materials he reviewd
offered sone treatnent. However, he couldn't recall the
specifics of the analysis, with respect to credits.

4:27:09 PM

REPRESENTATI VE SEATON opined that a carbon tax could have a
drastic effect on the tariffs. He inquired as to whether carbon
credits could be sequestered and whether the state would obtain
the carbon credits or whether the pipeline conpany would, in
terms of net present value (NPV).

MR, PULLIAM said he didn't recall carbon credits being addressed
in the analysis and that he isn't famliar with that issue at
this point.

4:28:09 PM

REPRESENTATI VE GUTTENBERG, referring to t he pri or
adm nistration’s proposal, opined that the legislature “poured a
| ot of sugar over that proposal.” He inquired as to whether

anyone conpared this proposal to that one, given that the
current price of the comodity is significantly higher for
profit margins. He expressed concern that “we have to pour nore
sweetener into the pot.” He noted that part of the analysis in
Anchorage was to get to an “open season” and to |et producers
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come to table. He pointed out the estimate of $200 billion in
savings for consuners once the gas is supplied to the M dwest
mar ket . Additionally, he pointed out that Congress has viewed
the gasline as a matter of national inportance. Thus, he
guestioned the need to “sweeten” the deal nore. He surm sed how
much better this proposal is due to the increased value of the
commodity, since the risk remains the sanme while the profits are
hi gher.

VR. DI CKINSON agreed that Representative Quttenberg
accurately identifies why producers are announcing this

proj ect . He opined that the timng nay have sonething to
do with this, given AGA He agreed that after 20 years of
low prices, the producers are nore interested now He

predicted that if producers believed prices would stay high
and that the state would not change the relative split of
economc rents, the producers mght nove forward. He
acknow edged that no one can guarantee prices, and thus the
remai ning i ssue is how the economc rents are split.

MR. DICKINSON rem nded menbers that the [last admnistration
proposed a project that focused on the state having 20 percent
ownership in the pipeline and the gas and make 20 percent of the
FT commtnent. The aforenentioned was coupled with locking in a
20 percent tax rate with no progressivity, with which many were
very unconfortabl e. Since then, a progressivity piece has been

added. IVF . D ckenson rel ated hi s under standi ng that
Representative GQuttenberg's question "inplied that the prior
adm nistration had piled up a certain anmount of sugar, and

that | was arguing that now a larger pile needed to be nade on
top of that.” However, he pointed out that the current proposa
starts from a very different place and is a very different
proj ect . Still, the question remains: would the guarantees in
the aforenentioned contract have been sufficient if all the
ownership issues had ever been worked out. He opined that the

aforenentioned is sonething no one knows.

4:33.: 03 PM

REPRESENTATI VE GARA stated that he doesn't want TransCanada to
think that the legislature will vote [to approve its |icense]
and then “use them as sort of a horse to ride” and then “just
| eave them?” He related his understanding that M. D ckinson
suggests that if the legislature noves ahead that perhaps the
parties will negotiate and form sonme type of consortium which

he characterized as acting in good faith. He expressed concern
with M. D ckinson's suggestion that TransCanada would invoke
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the treble damages provision because the treble danmages
provision would only apply if the state breaches the contract.
He said he hopes that M. D ckinson didn't nean to inply that
the state wuld breach its contract. He recalled M.
D ckinson’s question as to what the state needs to do to bring
the shippers in to finance the project. He surmsed that if M.
Dickinson neans to let the parties negotiate and form a
consortium he has no problem with that. However, he opined
that it's cause for concern if M. D ckinson is asking what the
state needs to do to bring the shippers in to build the project.
He reiterated his confort with the process that the legislature
woul d approve the license in hopes that the shippers wll
negotiate and form a consortium However, he inquired as to
whet her M. Dickinson is suggesting that the state should take
actions, invoke the treble damages under AG A, and then let the
producers build the pipeline, “in which case, you are speaking
for yourself and as far as | know, not anybody in the
| egi sl ature.”

MR. DI CKINSON apologized and as a non-attorney related his
understanding that under one scenario TransCanada woul d receive
an 80 percent reinbursement and under another set of conditions
that reinbursement would be raised to three times sone nunber.
He opined that he didn't know whether that would constitute a

breach of the contract. Clearly, TransCanada is paid by the
state in various conditions outlined in the contract. He
coormented that it mght be a definitional issue. He said he
doesn't think the state should enter the contract in bad faith

However, certain conditions exist under which the state will owe
TransCanada sonme noney or TransCanada will argue the state owes
it noney. He offered that as a lay person he is confused by
that sentence. He said, “If what you nean is neeting the
conditions of that sentence, that that constitutes a breach,
then maybe we’'re saying the sane thing. | don’'t read it that
way and | don’'t think I'm talking about anyone breaching a
contract.”

4:36: 13 PM

REPRESENTATI VE  GARA  responded t hat he under st ands M.
Di cki nson’s answer. However, he reiterated that he doesn't have
any intention of awarding a contract to a party and then just
abandoning it. Such an action, he opined, would lead to a very

unst abl e negoti ati ng at nosphere.

MR. DI CKINSON renmarked that what is at issue is the issuance of
a license and not a contract. He reiterated that [AGQ A] sets
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out conditions for paynment under the license, which he is unsure
as to how that fits into breach of contract.

4:36:48 PM

SENATOR THERRI AULT, referring to the graph on slide 37
expressed concern that it mght be m sunderstood. He noted that
when referring to the $13 billion, M. Dickinson is really
di scounting the $154 billion listed on the graph on slide 36.

MR DICKINSON clarified that the white area on the graph on
slide 37 represents the producers' NPV 10 or NPV 15.

4. 37:47 PM

SENATOR THERRI AULT pointed that that since the anount s
discounted at different rates, it makes the state’'s profit
appear to be much larger. He suggested that M. D ckinson could
have discounted the state at 4 percent and it would have
increased the state’s portion from $66 billion to $80 billion.

He related that M. Dickinson has arbitrarily selected val ues
and thus the public may be confused by the slide titled
“Everyone nmakes nobney questions.”

MR. DICKINSON interjected that the nunmbers, NPV 5, NPV 10, and
NPV 8.8 were taken from the report. He offered his belief that
the legislature would hear arguments as to why the nunbers are
appropriate nunbers. He explained that when one is discussing
hundreds of billions of dollars, it's not sonmething that people
can automatically translate into [sonething neaningful], such as
how many car paynents that totals. Therefore, he opined that
it's valid to discount the nunbers as long as one understands
what's being conpared. However, he said he did agree that the
chart could be msinterpreted by soneone that doesn’t have that
| evel of sophistication. "But, | think if you understand what
the concept is, it does nmake sense to ask how valuable is this
to the conpany,” he said. M. Dickinson said:

If I can go out and spend, if | can go out and do
other projects and get a rate of return, what | really
want to care about is what is ny increnent on top of
t hat . If I am the state and | don’t have a lot of

other options, then it’'s appropriate to |ook at that
nunber differently. And | absolutely agree that there
is a great opportunity to be msled there, but ... the
point I want to make is ... not only was there no ...
intent to mslead, there is an intent to educate
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because | really think the notion of discounting makes
sense for certain conparisons.

4:40: 00 PM

SENATOR THERRI AULT concurred, but pointed out that it should be
made clear that the 13.5 [in the graph on slide 37 titled “TC
Project”] still represents 40 percent of the profits over the
life of this project, or the period that was chosen.

MR. DI CKINSON responded that although he hadn't done the
calculations, it “sounds about right.” He pointed out, “If you
said 13.5 in profits, but what | was trying to say here is that
it is the NPV, and could there have been nore words there, sure,
but |1 take your point.”

4:40: 38 PM

SENATOR THERRI AULT recalled a conversation with Dr. Pedro van
Meurs, who said that “once we get this up and running, it is a
cash cow.” However, in reviewing the graph on slide 36, the
Bl ack & Veatch estimate shows $154 billion, which represents 40
percent of the net revenues from the economc activity.
Al 'though $154 billion is substantial, when it's reduced to the
$13 billion, that dimnnishes it. He offered his understanding
that the graph was done for conparison purposes.

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

4:42:49 PM

ADJ QURNIVENT

There being no further business, the joint neeting of the House

Rules Standing Committee Subcommittee on AG A and the Senate
Special Conmmttee on Energy was adjourned at 4:42 p.m
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