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W TNESS REG STER

Bill Wal ker, Project Director

Al aska Gasline Port Authority

Anchor age, AK

POSI TI ON STATEMENT: Testified on LNG i ssues and devel oprent.

Craig Richards, Attorney

Wal ker & Levesque LLC

Anchor age, AK

POSI TI ON STATEMENT: Testified on LNG i ssues and devel opnent.

Radosl av Shi pkoff, Director

Greengate LLC

Washi ngton, D.C.

POSI TI ON STATEMENT: Testified on LNG i ssues and devel opnent.

TONY PALMER, Vice President

TransCanada Al aska Conpany LLC

Cal gary, Al berta, Canada

PCSI TI ON STATEMENT:  Answer ed guesti ons about TransCanada’ s

proposal under AGQ A

ACTI ON NARRATI VE

CHAIR CHARLIE HUGA NS called the Senate Special Conmittee on
Energy neeting to order at 1:10:37 PM Present at the call to
order were Senators Charlie Huggins, Bert Stedman, Kim Elton,
Lyda G een, Joe Thomas, Bill Wel echowski, and Thonas Wagoner.

Senator Therriault from North Pole was al so present.

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

CHAI R HUGAE NS brought SB 3001 before the conmttee. He asked M.
VWal ker to explain the makeup of the Port Authority to the
audi ence before M. Shipkoff resunmed his presentation.

BILL WALKER, Project Director, Alaska Gasline Port Authority
(AGPA), Anchorage, AK, said the Port Authority is an entity
created in 1999 by three nmunicipalities; the North Slope
Bor ough, Fairbanks North Star Borough, and the Gty of Valdez.
Their goal is to build an all-A aska gas pipeline. Recently
M t subi shi Corporation and Senpra LNG joined their effort, which
brought wunique expertise to the project. He pointed out that
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Senpra LNG has the only receiving term nal on the Wst Coast and
is affiliated with Senpra Energy, the largest single distributor
of natural gas in the United States. He described the AGPA
project as a 40-inch line from Prudhoe Bay to Delta Junction and
42-inches from Delta to Valdez, with approximately 18 off-take
points in the state.

CHAIR HUGA NS shared the sentinments of a citizen who called him
just before the neeting to express her support for an all-Al aska
gas pi peli ne.

1:14:30 PM

RADOSLAV SHI PKOFF, Director, Geengate LLC, Wshington, D.C.,
said that before resumng his presentation [from the docunent
“Alaska Gasline Port Authority, Presentation to Alaska State
Senate, July 22, 2008, Juneau, Alaska].” he would like to
provide answers to several specific questions that were asked
yest erday. Senator Wagoner asked about re-gas capacity in North
America. M. Shipkoff displayed several slides of information
from the FERC [Federal Energy Regulatory Conmm ssion] website,
whi ch shows existing projects, those under construction, and
projects approved but not yet under construction. The total of
the capacity of existing and under-construction projects was
21.8 bcf/day out of a total U S. consunption of roughly 65
bcf/day. He pointed out that the nunber of approved termnals
that had not yet started construction added up to an additiona
26.7 bcf/day. Proposed termnals, those that had not obtained
their regul atory approval s, represented another 18.1 bcf/day.
[http://ww. ferc.gov/industries/gas/indus-act/pre-filing.asp.]

CHAIR HUGA NS asked for clarification of the projects listed as
“under Coast CGuard jurisdiction.”

MR. SHI PKOFF explained that if a project is far enough offshore,
a certificate is issued by the Coast Guard, not the FERC. He was
not sure, but thought the distance was 10 or 11 mles.

He al so addressed the senator’s question about inports of gas
into the U S. The first slide showed nonthly inports of pipeline
gas according to the EIA [Energy Information Adm nistration] and
illustrated that Canadian inports dominate at approxinmately 9 to
12 bcf/day, with very small amounts comng in from Mexico. The
next slide showed nonthly inmports of LNG [liquid natural gas].
He separated inports from Trinidad because it is l|ocated very
close to the U S.; so it nakes sense for themto send their gas
here even if there are attractive prices in Europe or el sewhere.
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CHAI R HUGGE NS recogni zed Senator Fred Dyson's arrival

1:19: 37 PM
SENATOR W ELECHOWNSKI asked M. Shipkoff on average, what price
and tariff the U S is paying to inport LNG

MR. SHI PKOFF answered that the FERC reports average basis prices
on the sane website where he found nonthly inports, but it is
not always updated. For the nost part, he said, LNG inported
into the US. is inported under a sales and purchase contract
i ndexed to a pricing hub near the termnal where it cones in.

SENATOR W ELECHOWSKI observed that the market seens to be very
spor adi c.

MR. SHI PKOFF expl ained that occurs when sellers are in a very
strong position and are able to negotiate diversion rights for
their cargos. In the U S a buyer of LNG has alternatives; if an
LNG shi pnment doesn’'t show up, the buyer can purchase pipeline
gas. Asian buyers are not usually excited about giving diversion
rights to their sellers because they have no alternative source
of gas, which is one reason they have to pay a premium A seller
who has successfully negotiated diversion rights can send the
cargo wherever the highest price is. Typically, contracts have a
provision that the seller nust conpensate the buyer if the cost
of purchasing replacenment gas exceeds the anobunt the buyer would
have paid wunder the contract. Any loss resulting from the
necessity for the buyer to obtain alternative supply is usually
negligible and is far outweighed by the increnental benefits to
the seller of diverting the cargo.

1:23: 55 PM

SENATOR THOVAS asked if the price [of gas] can be positively
determ ned based on FERC reports of information provided by
sellers or transporters when they go to the regulatory agency to
establish the price. He assuned part of the formula would be
what they paid at the point of inportation, plus transportation
costs fromthe inport point to the distribution center.

MR. SHI PKOFF advi sed Senator Thomas that the FERC does not have
any approval authority over the price of inportation.

SENATOR THOVAS asked if gas prices and transportati on costs have
to be reported to the FERC.

MR. SHI PKOFF answered that once gas enters the U S. system it
travels on FERC-regul ated pipelines. Wat FERC reports is the
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contractual price under which LNG is inported at the termnal
it does not report costs downstream of that. He added that LNG
receiving termnals are not subject to FERC econom c regul ation;
they are subject to FERC approval and siting regul ation.

SENATOR THOMAS said he is trying to get at the calculation of
cost to the custoner and whether the sellers’ rates have to be
approved sonmewhere al ong the |ine.

MR. SHI PKOFF acknow edged that Senator Thomas' observation was
correct in the sense that a seller of LNG who tries to access
the U.S. market faces a nunber of costs that mnust be subtracted
bef ore reachi ng t he ultimte net back. These i ncl ude
regasification and transportation via pipeline to the nearest
liquid point or to wherever the consuner is located. If the
seller’s contract is indexed to Henry Hub, regardless of where
the gas is being sold, it wll typically have a provision that
subtracts a certain anount from the Henry Hub price; so it is
Henry Hub mnus “x” or a percentage of Henry Hub. The
differential is intended to account for the fact that soneone
has to pay the costs to get the gas to market. He comented that
sales contracts to Asia are structured differently. The buyer
t akes possession at the offloading point, so gas is delivered x-
ship price and the seller does not pay the cost of
regasification and transportation.

1:28:59 PM
CHAIR HUGA NS recogni zed that Senator Donald O son is attending
via tel econference.

SENATOR ELTON said he is still struggling with the chart [slide
2: US Inports of LNG and asked for M. Shipkoff’s assistance.
He conpared April 2008 to April 2007 and noted that April of
2008 showed roughly a quarter of the inports that the U S. had
in 2007 and April 2006 showed about half. He asked if the spike
in 2007 occurred because other markets were softer and presented
an opportunity for sellers to get a better price.

MR. SHI PKOFF said Senator Elton was correct; the fluctuation can
be attributed to variations in the relative pricing between
different markets. Once LNG plants are up and running it is not
a good idea, from a technical standpoint, to interrupt
production; so if the LNG is not showing up in the US. it is
probably because sellers exercised their diversionary rights and
went sonmewhere el se.

1: 32: 20 PM
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SENATOR ELTON asked what the vulnerabilities mght be of selling
Alaska gas into an LNG market with these kinds of radical
fluctuations.

MR. SHI PKOFF pointed out that they are not |ooking at an LNG
mar ket; they are looking at inports of LNG into the U S. market,
which is a very large, very deep market. He pointed out that the
peaks show a little over 3 bcf/day of inmports out of over 65
bcf/day total U S. consunption; so inports represent a very
smal | percentage of overall U S. consunption and are not likely
to influence price. He added that the Asian markets do not show
the same kind of fluctuation because they do not have
alternatives. From Alaska’ s point of view, he said, this graph
shows the benefit of being a seller.

SENATOR ELTON said his understanding was that Al askan LNG woul d
be subject to long-term contracts, which would not give us, as
sellers, the ability to switch to other markets.

MR. SHI PKOFF said diversionary rights are exercised under and
enbedded into the long-term contracts. The contract provides
vol ume security and a base-line revenue security because it is a
seller’s option to divert.

1:35:55 PM

MR. SHI PKOFF said the next slide [slide 3: Transportation Cost
Conmparison (2019)], addresses Senator Welechowski’s question
from the day before. The left bar showed the transportation
costs of LNG and the right bar showed the transportation costs
of the 4.5 bcf/day pipeline project based on their nodel. He
pointed out that these figures are different fromthose shown in
AGPA' s application because they recalculated the tariffs in this
analysis using the admnistration’s assunptions for t he
pi pelines, conditioning plant, escalation of capital costs and
escal ation of oper ati ng costs, in or der to mnimze
di screpanci es between the assunptions. As a result, the total
cost was higher than the cost he indicated during his testinony
yest er day.

1:38:32 PM
CHAIR HUGA NS call ed a short at ease to fax copies of the slides
to Senator Q4 son.

1:43: 26 PM
CHAIR HUGEA NS cal | ed the neeting back to order

1:43: 51 PM
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MR. SH PKOFF resunmed with the second of 2 slides [slide 4:
Net back Pricing at GCP Inlet (2019)] showing a conparison of
transportation costs and netbacks between the two projects,
assumng first gas in 2017. The 2.7 bcf/day LNG project showed a
projected price of $12.16 per mBtu in Japan based on the EIA
reference case price assunptions. That price mnus projected
transportation costs of $7.71 produced a netback at the gas
conditioning plant of $4.45. The corresponding AECO price in
Al berta, using the sane set of assunptions, was projected to be
$8.26 mnus $4.22 of transportation costs for a netback price of
$4. 03.

CHAIR HUGA NS asked if this analysis is based on his assunptions
and data, not a conparison between his data and the
adm ni stration’s dat a.

MR. SHI PKOFF said the analysis uses AGPA's financial nodel based
on EIA price forecasts and the capital cost estimates for all
the common conmponents for which they had estimates from the
admnistration’s analysis. So they used the adm nistration’ s P50
capital cost estimates for the Valdez 2.7 pipeline, for the
conditioning plant, and for the 4.5 bcf pipeline case in Al aska
and in the Yukon and Al berta. They used the Port Authority’s
estimate for the LNG plant capital cost and shipping costs,
whi ch were not very different fromthe adm nistration’s.

1:47: 22 PM
MR. SHI PKOFF shifted back to where he left off in his
presentation yesterday, on the slide which illustrates the

evolution of LNG pricing fornulas in the East Asian market
[slide 21]. The key point, he said, is that sales prices are
directly related to the price of oil. He stressed that AGPA s
anal ysis does not assune the highly favorable selling prices
currently in place will continue; rather they anticipate that
the dynamic will shift back toward slightly nore favorable buyer
terns. That nmeans they will not be able to sell LNG at parity or
above parity with oil, which is what sone projects are doing

The adm nistration put forward a set of three cases to evaluate
what Alaska LNG pricing mght look like. He said that AGPA
adopted their base-case assunption for the purpose of this
anal ysis, which uses 0.1485 tines the oil price plus 90 cents to
calculate the price in dollars per mBtu. He pointed out that
typically price indexation fornmulas in Asia are indexed to a
basket of crudes called JCC or *“Japan crude cocktail;” but for
sinplicity they just called it “oil price.” They did not use the
high case from the gas strategies report, which would have been
significantly nore favorable for the LNG project. Neither did
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they use the Ilow case because they do not believe it is
realistic based on their analysis as well as discussions wth
their partners and potential buyers.

MR. SHI PKOFF noved away from discussion of the Asian LNG market
to talk a little bit about North Anerican gas pricing, which he
said will determ ne the netback on the pipeline side. Page 23 of
his presentation [slide 23, North Anerican Prices: WI and Henry
Hub] graphed historical nonthly prices of WI [Wst Texas
I nternedi ate] and Henry Hub. He explained that the scales on the
left side in dollars per barrel and the right side in dollars
per mBtu are actually on a thermal equivalent basis; so one
could also ook at the blue line representing oil in terns of
dollars per mBtu. They generally nove together, however recent
years have seen a bit of a disconnect as gas prices have not
kept pace with rising oil prices.

CHAIR HUGA NS commented that oil was at about $124.50 per barre
and gas at $10.40 sonething, down from about $12.50.

MR. SHI PKOFF responded “Exactly,” so the ratio would be about
$12. 00.

1:51: 01 PM
SENATOR THOVAS remarked that the gas seens to spike at al nost
the sane tinme every year, from about Decenber through June. He
asked if that is just a wnter spike based on weather
condi ti ons.

MR. SHI PKOFF confirmed that North Anerican gas prices are very
seasonal and typically spike in the winter tinme, especially on
the East Coast. Another way to |look at the issue is by plotting
the oil-to-gas price ratio, which is exactly what Chair
Huggins’ point addressed [slide 24: WI and Henry Hub Price
Ratio]. Historically, it fluctuates pretty wildly. The average
over the previous five years was about 8; but it had been higher
in recent years.

He explained the reason the ratio is inportant in this context
is that a higher crude oil to Henry Hub price ratio means the
differential projected between Asian and North Anerica prices
will increase [slide 25]. H gher oil prices directly affect
Asian LNG prices via the indexation fornmulas; so if that ratio
is higher, it neans higher LNG prices and |lower North Anerican
gas prices.
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The next slide [slide 26: DOE EIA Forecast Price Ratios (AEO
2008)] conpared the five price cases published by the EIA in
their Annual Energy Qutlook from June 2008. The ratios in the
hi gh economic growmh case and the |ow econonmic growh case are
alnost identical to the reference case. In all 3 cases, the
ratio is about 10 and projected to stay that way through about
2030. The “high price case” shows a significant increase from
between 10 and 12 to about 14, while the |low price case goes
back to the historical ratio of 8 and is projected to decline to
about 7 by 2030.

MR. SHI PKOFF advised that the higher oil-to-gas price ratios in
hi gher oil price environnents occur, especially in the |ong-
term because one of the principal uses of natural gas is power
generation. In the long-term natural gas conpetes wth other
fuels such as coal, which do not generally increase in price to
the sane degree as oil.

The next slide showed the Wod Mackenzie forecast, which was
used by the admnistration in their analysis [slide 27

Adm nistration’s forecast (Wod Mckenzie)]. AGPA did not have
access to the actual nunbers in the forecast; however the
adm nistration did publish a chart which was copied and incl uded
in this presentation. The dotted line shows the oil-to-gas
ratio. On the right side of the axis it starts high to date and
is projected to go down to about 8 then increase to about 9; so
it is somewhere between 8 and 9 during the forecast period.

Slide 28: Price Ratio Forecast Conparison, the historical
average at about 8.1 for the past 10 years and sunmarized the
average through 2030 of all 5 EIA cases to be between 8 and 9.
The projected average of the inplied ratios under the futures
mar ket was 12.5.

MR. SHI PKOFF turned to slide 29 and said he was going to put
together the capital cost assunptions he tal ked about yesterday
and a range of different price assunptions discussed today to
show the relative netbacks of the 2 projects. He first reviewed
the assunptions that went into their cal cul ations:

- Capital cost assunptions - The source of the assunption for
everything except the cost of the LNG facilities was taken
fromthe adm nistration’s P50 estinmates.

[slide 30, O her Assunptions]

Capitalization ratios used were the sane as those proposed by
TransCanada and assuned by the adm nistration.

Return on equity was taken fromthe sanme sources.
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The spread between the cost of guaranteed and non-guarant eed
debt was 150 basis points and was taken from the Econ One
anal ysi s.

He enphasized that the LNG would benefit from zero percent
guaranteed debt. They have assunmed that the pipeline benefits
from 100 percent guaranteed debt, even though the financing plan
anal ysis presented by Goldman Sachs assuned that a substantia
part of the federal debt guarantee would not be used. GCol dnman
Sachs projected that only 30 percent of the debt on the pipeline
woul d actually be guaranteed, assumng no cost overruns occur.
So to the extent that a significant portion of pipeline debt is
not guaranteed, the netbacks would be lower than for it than the
LNG plant. This analysis assunes 100 percent of their debt is
guar ant eed.

CHAIR HUGGA NS asked if that is primarily due to higher tariffs.

MR. SHI PKOFF answered yes, reducing the portion of the guarantee
i ncreases the average interest rate, which increases the cost of
capital, which increases the tariff.

1:58: 29 PM

The LNG plant factor was 95 percent, which increased the unit
tariff because fewer Btu's were being transported on an annua

basis. The LNG sales price used the sanme fornula as the base
case assuned by Gas Strategies. The shipping costs were a
function of the information provided to AGPA by their shipping
consultants, Mtsui OSK Lines; they obtained price quotes from
shi pyards so these were actual non-conmtted cost estimates. The
shi pping costs, plus tine charter and voyage costs, boil off and
fuel consunption, conme to a nominal cost in 2019 of about $1.10.

For the purposes of this analysis, they assuned a rich gas
scenario as presented in the RFA [request for applications].

They had lean in the rich gas case and the reason it was $11.33
i nstead of $11.16 here was because, for the LNG case you have to
strip out all the CO2 rather than leaving 1.5 percent, which is
what the RFA gas conposition assunmed. They also changed their
original escalation assunption to what the admnistration used:

4 percent per annum for Capex and 3 percent per annum for
operati ng expenses.

MR. SHI PKOFF introduced slides 31 through 36 show ng different
scenari os under various assunptions and conparing the average
net back at the GCP [gas conditioning plant] inlet in real, 2008
terms. He said they took the nomnal 25 year project life
net backs, de-escalated them to 2008 terns, and averaged them
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out. In each case graph, the red bar represents the netback
under the 2.7 bcf LNG project; the dark blue bar is the 4.5 bcf
pipeline; and the light blue bar is the 3.5 bcf pipeline. The
ElIA reference case reflected an average netback advantage for
the LNG project of about 80 cents. In the EIA high price case,
this advantage increased substantially because there was a very
high oil-to-gas price ratio; therefore the differential between
the Asian LNG price and the lower 48 prices, or rather the
Al berta prices, increased substantially to alnobst $6.00. Under
the low price scenario, the pipeline was nore attractive by
about $1.50.

2:01: 37 PM
CHAIR HUGEA NS asked M. Shipkoff if his reference case was
essentially an internediate case between the high and |[|ow
scenari os.

MR. SHI PKOFF responded that, in some of their recent runs they
used this as their base case. The reference case is the
Departnent of Energy’s ElI A base case forecast.

SENATOR ELTON said, in terns of netback, he remenbers the “road
show’ presentations showed that over the l|ife of a pipeline
taking gas to the North Anmerican markets, the state would earn
in the neighborhood of $66 billion and the conparable with LNG
was in the neighborhood of $30 billion. He asked if he was
correct in assumng that the main difference in the return to
the state was the volune of gas noved, that is, 4.5 bcf/day as
conpared to 2.7 bcf/day.

MR. SHI PKOFF confirnmed his assunption. He explained that if they
preserved these assunptions and generated these results in terns
of unit, per mBtu netback, then showed the actual net present
value [NPV] of the total anobunt of cash flow sent upstream to
the producers and the state and shared it according to a fisca
structure upstream the fact that wunder the vast mgjority of
cases they show a higher unit netback would not be sufficient to
conpensate for the LNG project showi ng |ower total present val ue
because they were conparing a 2.7 bcf/day project with a 4.5
bcf/day project ... it is just a volune issue.

2: 03: 48 PM
CHAIR HUGGA NS call ed a brief recess.

2:21:27 PM
CHAIR HUGE NS cal |l ed the neeting back to order
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MR. SHI PKOFF described the first of the set of slides show ng
the netback conparisons under a range of different scenarios.
This slide [slide 31] showed the results for the 3 different
price cases forecast by ElA

The next [slide 32] assuned a flat constant 2008 USD $60/barre
oil and 3 different oil-to-Henry Hub price ratios: 10/1, 9/1 and
8/1. At 10/1 the LNG project had about a $.50 advantage. It fell
a little below the 4.5 bcf pipeline at 9/1 but the difference
was negligible. At 8/1 however, it showed a significant
di sadvant age of about $. 80.

The next slide [slide 33] showed the same set of assunptions in
terns of 3 price ratios, but used an oil price of $80/barrel. At
10/1 LNG was nore attractive than the 4.5 bcf pipeline. The 9/1
rati o produced a slight advantage of about $.40. But at 8/1 the
LNG was still less attractive by about $.65.

MR. SHI PKOFF nmoved to slide 34, which showed the assunptions
using $100/barrel oil. Under this scenario the LNG project had
an even (greater advantage at the 10/1 and 9/1 ratios; and the
di sadvant age was narrower at 8/ 1.

Slide 35 showed a different kind of sensitivity. They kept the
EIA reference case price assunption and all other factors
constant for all 3 cases, except that they increased the cost of
the LNG plants. The left set of bars showed their base case
which was $8 billion wun-escalated. In the niddle that was
increased by 40 percent and on the right by 80 percent, which
was roughly the sane as the adm nistration’s P50 estimate. This
graph showed that at base case + 80 percent they would break
even with the 4.5 bcf pipeline.

The final sensitivity case [slide 36] was included to give an
i ndi cation of what the sensitivity would be to variations in the
guaranteed portion of the pipeline debt. He reiterated that they
had assumed none of the LNG project debt would be federally
guaranteed because they are not eligible for the federal |oan
guarantee. However, they anticipated that sonme fraction of the
pi pel i ne debt m ght not be guaranteed because there would not be
a sponsor conpletion guarantee for the debt; therefore they were
reserving a substantial portion of the guarantee as a
contingency cost-overrun facility. He explored a range from 100
percent, which was the base case, at which they would benefit
from all of their debt being guaranteed, to O percent, mneaning
none of their debt would be guaranteed, and the variation was
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not very big. Their costs increased and their netback decreased
by about $.07 for each 50 percent of the debt.

MR. SHI PKOFF stated that what all of these cases are intended to
convey is not that they are absolutely certain that under all
cases they will have a higher netback than the pipeline, but
that under a wi de range of different assunptions the results do
in fact show that the smaller 2.7 bcf project generates higher
unit netback results [slide 37]. As a point of conparison he
suggested that the legislators conpare the simlar assunptions
in this slide with what the Econ One anal ysis showed using their
nodel .

He commented that the next and final slide [slide 38] went to
the point Senator Elton raised earlier, which was that the LNG
project generates smaller present value in terns of total
absolute cash flow, not in ternms of per-unit price netback. He
said that is because it is a snaller project. Even though, under
many assunptions, under several scenarios, it shows a higher
mBtu netback, the volune is not sufficient to conpensate for
the nearly 60 percent higher volume on the 4.5 bcf pipeline.

MR. SHI PKOFF concluded by saying that AGPA does not necessarily
view the smaller volune and therefore smaller NPV [net present
val ue] associated with this project as a disadvantage. They
believe the | ower volunme requirenent increases the likelihood of
success because it enhances their prospects of securing gas
supplies sufficient to inplement the project. Furthernore, they
do not view the 2 options as nmnutually exclusive. Reports that
address the YTF [yet to find] reserves indicate that there is a
| ot of gas on the North Slope, enough gas for both projects even
if the 4.5 bcf pipeline is expanded to 6 bcf or nore. They
believe it makes the nobst economic sense to nonetize those
nmol ecul es that can attract the highest price, the highest per
mBtu value, in the way that maximzes their value; so if they
can nonetize 2.7 bcf and attract a higher value on vol unes goi ng
to Asia, they think it makes sense to do that and still do the
4.5 bcf pipeline.

2:28:56 PM

MR. WALKER t hanked the | egislature again for this opportunity to
detail the reasons they believe theirs is the superior project
on the economics. He also shared the fact that they recently
received a letter, which was also sent to the Speaker of the
House and the President of the Senate, fromthe State of Hawaii,
expressing interest in LNG from Alaska. M. Mark dick [Econonm c
Devel opnent Director] of the Ofice of Hawaiian Affairs
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contacted them approximtely a year earlier to express Hawaii’s
interest in Alaskan LNG Hawaii was inporting |arge anounts of
coal from Australia. That letter marked the end of a 12 nonth
study by Hawaii to determine the feasibility of replacing their
coal -fired power generation with LNG He pointed out that their
vol une requirenents were simlar to Alaska's, from 3 to 5 bcf,
and represented another positive narket opportunity. He believed
that the export |icense and Jones Act issues were covered in the
t eammat e agreenent they had for the ships.

MR. WALKER added that about 10 days ago, he discovered Canada
had been faced with a sinmlar dilemma regarding a $300 million
transcontinental pipeline in the 1950s. He |ocated a book about
it entitled, “Pipeline: Trans Canada and the Geat Debate / A
History of Business and Politics” [by WIIliam Kilbourn] and
found that the situation was pretty simlar to Alaska s. Canada
wanted to nove gas from the Alberta area to Toronto and had 2
proposals on the table. One would have |ooped through the G eat
Lakes area, picked up market in the U S., then |ooped back up
into Toronto. The other was referred to as the “all-Canadian
line” and Parlianment becane quite involved in the matter of
which route they should go with. The U S. route would have been
about $50 million cheaper to build; but they were enphatic that
the all-Canadian route should be built first. It didn't have the
best economics, but there were communities in parts of Canada
that would not be serviced with the U S. route. They also wanted
to retain control over the project. They were concerned that
when it <crossed into the US. and back there would be a
different jurisdiction, a different set of laws. To make a |ong
story short, the governnment of Canada got involved in that
process and did a loan to make the financing work so they would
take the risk and it was a very successful project. TransCanada
ultimately did the project in conjunction with the conpeting
line; they basically becane one. The analogy was too close not
to conment on and sone people involved in AGPA's project felt
the only way it was going to get off of dead center was for the
state of Alaska to take an ownership position in it to the tune
of 100 percent on infrastructure, even if they divested it the
next day. There was a clear exanple of how that was done in the
past .

2:36: 28 PM
SENATOR WAGONER interjected that actually took place in 1956.

MR. WALKER agr eed.
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CHAI R HUGGE NS asked who built that pipeline.
MR. WALKER replied that it was built by TransCanada.

CHAIR HUGE NS commented that they can ask TransCanada about it
| at er.

MR. WALKER asserted that they did a great job and the parallels
couldn’t be stronger.

2:37:07 PM

SENATOR W ELECHOWSKI said he has gotten a lot of emils and
phone calls about coments nade by the CEO of TransCanada on
first devel opi ng Keystone, then devel oping the Keystone Project,
then building Mickenzie and then building Al aska. He asked M.
Wal ker for any comments he m ght have and how that fits into the
tinelines that have been set forth under the AG A process.

MR. WALKER said he received the sanme email and watched the
comments on his conputer. He said he had been asked before why
he thought Mackenzie was going to go first, and it seened the
chai rman of TransCanada answered that pretty clearly yesterday.
The way he saw it, it would be the Keystone project, then the
Keyst one expansi on, then Mackenzie, and then Al aska. He thought
the tinmefrane was probably in line with what the application
sai d, about the end of the next decade, about 2018; but it would
certainly put us behind three other projects.

2:39: 00 PM

SENATOR WAGONER said he wanted to go back to discussions they
had yesterday on capital cost assunptions. He said he had
recei ved sone additional information, including an article from
Tom Phalen, Vice President of upstream operations at Fluor
Corporation, who was responsible for directing Fluor’s project
operations for LNG facilities on a gl obal basis. Senator Wagoner
stressed that this reaches farther than Alaska' s gas |iquids or
the LNG project; they have to take it into consideration on
pi peline costs, gas to liquids, gas liquids, the whole works.
Basically what M. Phalen said was that all LNG project costs
had escal ated since 2005 at the sane 20 percent per year rate as
ot her upstream projects, creating a higher degree of econonc
uncertainty for liquefaction projects. In addition to that, he
said doubling of the EPC project technical resource requirenents
bet ween 2005-2007 would create a 10 to 15 percent deficit of
people to staff the projects by 2010. Senator Wagoner said he'd
like the AGPA folks to respond to that, because they said these
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were 2007 actual estimated costs and this is kind of scary for
not only this but the pipeline project.

MR. SHI PKOFF responded that they share his concerns. It is a
legitimate issue and a big issue for any project that is a mjor
capital-intensive project in planning. He said that over the
past couple of years, whether it’s LNG projects, petrochem cals,
chem cal s or pi pel i nes, al | proj ects have experienced
substantial cost overruns. They saw this in their own nunbers;
they practically doubled from 2005 to 2007. So he could not say
with any certainty what was going to happen in 2012. He said he
is always reluctant to quote a tariff or to give the netback
price in dollars and cents because he is afraid it will convey a
false sense of precision, as if they know what the price is
going to be down to the last cent. They don’t. He admtted that
there are very few things he can say with confidence about their
anal ysis or anybody else’'s; but he can say with a high degree of
confidence that all of these nunbers that they are tal ki ng about
today are going to be wong; its going to be sonething
different. Capital cost increases are a significant issue and
have been the result of a nunmber of factors: materials costs
i ncreases, steel and other materials; energy cost increases; the
EPC narket has tightened substantially; the contractors
t hensel ves are having a hard tinme finding qualified engineers
and then between the universe of contractors who qualify to do
these projects, all of them are booked because there have been
so many projects that have proceeded and attenpted to go to
financing and have secured contracting services that there's a
huge backlog at all of the major firnms. He hoped the backl og
woul d clear in the next few years, for their project’s sake and
for the pipeline project’s sake. He said one of the issues they
had to address wth Bechtel when they were |looking at the
pi pel i ne conponent of the project was whether they were going to
find enough wel ders and engineers to do all the detail work that
was going to have to be done during the devel opnent process.

2:43: 52 PM
CHAIR HUGGE NS rem nded nenbers that according to the articles
t hey had seen on Mackenzie, it had gone from $4 billion to $16.2
billion in recent years; so Senator Wgoner was right about
escal ati on.

SENATOR WAGONER asked M. Walker if AGPA had current contracts

or if they were working on contracts with their other partners,
such as M tsubishi or Senpra.
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MR. WALKER answered that they currently had an MU wth
M tsubishi and Senpra that provided for further definitive
agreenents by the end of August. He confided that a factor in
their timng was that they felt this process would have
concluded by the end of August so they could decide where to go
fromthere.

2:45: 13 PM

SENATOR ELTON opi ned that they need a buyer but they also need a
seller at the other end of the pipe, and asked if they had
started a process with potential sellers.

MR. WALKER confirmed that is a necessary piece of the process
and the process had started; but said he could not be any nore
specific about it than to say other neetings were schedul ed.

SENATOR ELTON said he recognized that M. Wl ker could not tel
them the status of those [neetings] but asked if he was correct
in assum ng they wouldn’t be before the commttee if they didn't
think they'd ultimtely be successful.

MR. WALKER assured Senator Elton he was not trying to be evasive
but said there had been a first round of neetings and subsequent
neetings were being scheduled. [If there hadn’'t been any
interest, he didn't think there would be a second round of
neetings. They were pleased with the interest and wouldn’t be
there today if they didn't feel optimstic that their partners
had the ability to buy.

2:47:01 PM

CHAIR HUGA NS said, in the interest of tinme, they would have to
alter the schedule a little before bringing the admnistration
forward. He said he would like to ask M. Palner to cone forward
to address an issue about the in-country Canada |i ne.

2:47: 43 PM

TONY PALMER, Vice President of TransCanada Al aska Conpany LLC
Cal gary, Alberta, Canada, said he canme in part way through M
Wal ker's discussion but did hear the bulk of it.

CHAIR HUGGA NS asked if M. Wal ker would do a quick synopsis for
M. Pal ner.

MR. WALKER stated that his understanding of what he read about
what happened in the md-fifties was that there was a desire to
nove gas from Alberta to Toronto in Eastern Canada and a dil emma
about which route to follow, the all-Canada route or one that
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| ooped through the U S. and back up. The desire was clearly to
follow the all-Canadian route, which he believed was proposed by
TransCanada; so the governnment stepped in to nake that possible.
TransCanada paid the loan off early and did a wonderful job and,

fromwhat he could tell it was a wildly successful project.

2:49: 29 PM

MR. PALMER said he had read the sane book many years ago and
recalled that. |In fact, he said, over the course of his

testinmony in front of one of the many conmittees he's testified
to over the last several years, he spoke to that exact point.
That is, in order for that project to proceed there was a
significant debate in the Canadian parlianent and the Canadian
governnment did take a very active role in the decision regarding
how the project would go forward. In fact, they took a financia
position in it.

CHAIR HUGA NS asked if he could refresh the commttee about the
debate, as they had not read the book and he was the only
Canadi an the room

MR. PALMER said it was a prolonged debate in the md-fifties
about how or if a gas pipeline should be constructed to serve
Canadi an needs. Wstern Canadian suppliers had significant
natural gas surplus available and there was a |arge nmarket,
nostly in Ontario and Quebec, Eastern Canada. The debate was
over whether a pipeline could be put in place, how that would go
about and whether it would go north or south of the Great Lakes.
He conmmented that, if they knew that terrain they would
understand that from a pipeline construction standpoint, it’'s
much easier to go south of the Geat Lakes rather than going
through the granite of Northern Ontario. That’'s one major
factor. And the second major factor was and is that there are
nore custoners south of the Geat Lakes than there are north of
the Geat Lakes. So those were the considerations of the
commer ci al aspects. On the other hand, there were sone
nationalistic aspects and public policy nmatters that the
government of Canada had to consider. That was the nature of the
debate He thought M. Walker had correctly characterized that
there were two potential projects put forward with different
proponents; and they ultinmately cane together and put together a
project that was approved by the government of Canada and
supported financially by the governnent of Canada in certain
ways.
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CHAIR HUGGA NS asked if it was |like the |oan guarantees they saw
with this [project] and what the history of support by Canada
for pipelines was.

MR. PALMER said he was going from nmenory of a book that he read
several years ago; but as he recalled, the governnent of Canada
had to take an ownership position in the section in Ontario,
particularly Northern Ontario, where there were very few
custoners. They al so provided a | oan guarantee or a |loan for the
section across the prairies in Wstern Canada. As M. Walker
descri bed, the project was very successful and, as he recall ed,
TransCanada purchased the Ontario section from the governnent
and was able to pay off the |oan over the course of years in a
normal fashion. He did not recall how many years it took for
TransCanada to pay off the loan for the Prairie Section.

CHAIR HUGE NS said his assunption was that the politics of his
position and Canada’s position and probably the U S. position
have evolved over tinme. He asked if that was accurate and if he
woul d bring the conmmttee up to speed.

MR. PALMER agreed that the politics had evolved over tine.
Governments in Canada had been involved many times over the
course of the last 50 years in deciding how projects should
proceed in many different fields. The governnent of Alberta for
exanple, was involved in establishing a pipeline conpany that
was the predecessor of Nova Corporation, TransCanada’s Al berta
system They decided they did not wish to own the pipeline and
in effect gave the TransCanada predecessor, which at that tinme
was called The Alberta Gas Trunk Line, a franchise to provide
the service as a private conpany to custoners across Alberta. He
added that they had seen how successful that predecessor conpany
was over tine in sone of the presentations he had provided. It
was a privately financed conpany, privately owned, which
received a franchise fromthe governnent of Al berta.

2:54: 38 PM

CHAIR HUGGA NS called a brief recess. He said when they returned
he would ask for 2 representatives fromthe adm nistration and 2
from the Port Authority to talk project economcs and to
contrast the anal yses.

3:03:27 PM
CHAIR HUGE NS cal |l ed the neeting back to order

He explained that what he would like to do is to have a
di scussion about the Port Authority's perspective and the
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adm nistration’s perspective. To kick that off, he wanted to
| ook at the rationale behind their different approaches to the
analysis. The admnistration apparently did a “top down”
anal ysis while the Port Authority’s analysis was “bottom up.” In
addition, he said, M. Shipkoff stated that AGPA shared their
nodel wth the adm nistration, but that was not reciprocated.

3:04: 50 PM

PATRI CK GALVI N, Comm ssioner, Departnent of Revenue, Juneau, AK,
responded that the first question with regard to the nature of
the analysis goes to the current exercise. They were trying to
answer the question, wth regard to the TransCanada Al aska
application, did it sufficiently naxim ze benefits to Al askans?
In order to do that, they had to do a full conparison of that
deci sion and the issuance of an A A license with the opportunity
to pursue an LNG project. But they did not have a singular LNG
project to use as for their conparison; they were conparing
against a potential LNG project. Two had cone in the door and
there were others that could potentially go forward as they
progressed with other interested parties; so they had to | ook at
it from the vantage point of LNG as a project option and
determ ne a conparison of values both in terns of econom c val ues
and in terns of |ikelihood of success. Fromthat vantage point it
becane a discussion with the technical teamin ternms of the best
way to acconplish that. He deferred to M. Sparger regarding the
nature of the actual analysis and the way they built the cost
estimates in particular. He thought M. Smth from Black and
Veatch could tal k about the financial nodeling, but felt that was
one renmove from sonme of the issues being discussed here that went
to the cost estimates and the difference between what they were
using in their financial nodels versus the nunbers the Port
Aut hority presented as their expectations about their costs. He
suggested that it seened nost appropriate to start by having M.
Sparger tal k about the cost nodeling.

3:07:01 PM
COWM SSI ONER GALVIN continued that as far as “top-down” versus
“bottomup,” they didn't have a particular project they were

trying to analyze or build; they were trying to create a range
of possibilities given the types of projects that exist. He felt
that was the npst appropriate way to try to capture the range of
possibilities related to LNG as opposed to conparing one
particul ar project to another particular project.

3:07:54 PM

Bl LL SPARCGER, Energy Project Consultants, Colorado Springs, CO
was performng technical consulting for the state of Al aska
adm ni stration.
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CHAIR HUGE NS asked M. Sparger if his organization did the
anal ysi s.

MR. SPARGER replied that he headed up a technical team and
vari ous nenbers of the team and subcontractors did various parts
of the anal ysis.

CHAI R HUGGE NS asked when they began the anal ysis.
MR. SPARGER answered that they started January 6, 2008.

MR. SPARGER stated that, from the LNG side, they were given a
series of options roughly configured |like the Port Authority
application, the TransCanada Y-line, and the Little Susitna
appl i cation. They had a 2.7 Dbcf pi pel i ne, 48/ 42 inch
configuration; the Y-line; and the Little Susitna, which was 48
inch all the way to Valdez. Taking those one at a tinme, the
pi peline was bottomup. It was bottom up for TransCanada and
they sinply prorated their estimates for the pipeline portion

It was bottom up because the pipeline itself had been worked on
for a long tine and was relatively sinple conpared to the GIP
[gas treatnment plant] or an LNG plant and TransCanada had
provided a lot of information that they used to develop their
own esti mates.

3:10: 27 PM

MR. SPARCER said the GIP is commopn to any project. No applicant
provi ded any extensive details about the GIP;, they, through sone
of their experts and engineering firms, built a stand-al one GIP
range. Their analysis did not arrive at a cost estimate per se.
They arrived at a best-case/worst-case range of both cost and
schedule. They were not trying to prepare a proposal to submt
to soneone as the Port Authority, TransCanada and others were

but to provide the commercial team who would take that capita

cost information and run it through their MV nodel wth many
ot her econom c assunptions. That was their task; it was not to
provide an estimate. So, |ooking at worldwide facilities and
factoring those for current dollars, then factoring for Al aska

both the GIP and the LNG ranges were fed into a Mnte Carlo
simul ati on nodel that effectively picks these things randomy at
t housands of iterations and cones up with a probability curve.

3:13: 09 PM

MR. SPARCER explained that a probability curve is nothing nore
than the probability that the percentage wll fall on that
curve. In other words, a cost with a P50 or probability 50 nmeans
there is a 50/50 chance that will be the cost; a P90 neans there
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is a 90 percent chance that costs will be exceeded. That is
i nportant because P50 is not an estimate; it is sinply the md-
point in the probability curve. The reason it’s not an estinmate
is that for nost projects, this one in particular but nost
projects, the worst-case range is nuch higher. In other words,
it is further fromwhat you mght think than the best-case range
is, because there is |less chance the costing schedule wll
i nprove than there is that it wll get worse. So in the way they
perform the ranging, by sheer definition, P50 is always going to
be higher than a point estimate. In fact, he asserted, they did
an estimate on TransCanada and their estimate was nore |ike P15.
It’s inportant to renmenber that when you try to conpare a point
estimate |ike the Port Authority's, like TransCanada’s, |ike
Little Susitna’s, to P50, you already have a built-in
differential because P50 is not an estinate.

3:15: 22 PM

MR. SPARGER said, going back to LNG the LNG costs were put
t oget her top-down. There are few LNG projects of this size built
in the world at any given tine. Their LNG experts, using public
and proprietary databases that they had access to, |ooked at a
series of projects across the world with ready-for-service dates
since 2003, nostly from 2006-2009. Unfortunately, there weren’'t
any projects in the arctic except one in Norway called Snovit,
which was a horrible exanple. The cost of Snovit was probably
double; it would be way beyond P90 or P95 on the curve. But we
did look at it because it was in the arctic and decided it was
not representative so it was not included in the analysis.
Li kewi se, we threw out the bottom So there are a whole |ot of
projects lunped in the P20-P30 range, which neans |ower cost;
and then about an equal nunber up in the very high range, P80-
P90, and none in the mddle range. He admitted they don’t know
why; but what it indicates is that projects are comng in on an
adj usted basis. Projects are coming in at the $1000 dollar a ton
range [of LNG and at the $350-%400 range on the lower end with
sonme falling in between.

3:17:53 PM
Going back to what the admnistration was trying to do, trying
to see how good or bad it could be, M. Sparger said they

couldn’t limt the range to the |lower end because they can
al nrost guarantee it wuld go up from there, not down. So
regarding the little arrows depicting the projects, those

project costs were not directly used to generate the probability
curve, only to generate the range that went into the Monte Carlo
anal ysi s.
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3:18:42 PM

MR. SPARCER said he was a little confused. They heard yesterday
about the Bechtel top-down cost estimates and he wanted to
respond to the nmethodol ogy that was used for their estinmate. He
read out of the Port Authority's application:

The execution phase cost estinates were prepared under
a variety of estimating techniques to build up an
indicative cost. As there is little design definition
avai lable at this stage, the costs were arrived at by
conparing costs froma variety of simlar projects and
making adjustnents to reflect the differences of
| ocation, scoping, timng, and technical paraneters.

He submtted that was exactly what the admnistration did; t
hey were not |ooking for a point nunber. The Port Authority’'s
poi nt nunber falls on this curve, in that |ower end group. But
the range of projects on a worldw de basis and trying to adjust
for location, scope, timng, etc., told himthat the |ower end
group was not appropriate for the state to use in analyzing the
MPV.

3:20:17 PM

COWM SSI ONER GALVIN said, from the adm nistration’s perspective,
what they wanted was to ensure they had a conparabl e analysis on
the TransCanada Alaska I|icense project to what they were
conparing on the LNG side. They had a simlar differential
bet ween what TransCanada said they expect their costs to be and
what they canme in at as far as their range and the m dpoint they
used for all of their financials. Simlarly on the LNG they had
a range they ran LNG projects against and the Port Authority
falls on the low end of that. The issue for the adm nistration
was a conbination of both economc risk and where the project
could fall on the cost side. Separate and apart from the
econonm ¢ analysis was the likelihood of success. He didn't want
to give the inpression that one drove the other or that one
dom nated the decision; they separately participated in what
resulted in their conclusion.

The final point he wanted to nmake was that throughout the
heari ng process, one of their challenges had been how to convey
to a large group of people the breadth of the analysis that was
done in the context of hearings focused on a particular topic.
Mbost of the focus had been on issues associated with the
TransCanada Al aska project because that was the |icense project
on the table. He did not believe enough tine was devoted to
di scussi on of LNG
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3:22:40 PM

COWM SSI ONER GALVIN said the large anount of material that went
into the LNG analysis was not done on a cursory basis or |ast
mnute. Al of the nmaterials the admnistration provided
presented different aspects of that analysis, including reports
dealing with the technical engineering cost estimates; the
financial estimates wth price analyses; and the financial
analysis perfornmed by Goldman Sachs running the same nunbers
through the evaluation they used for the TC Al aska project, al
of which were sunmarized in chapter 4 of their finding.

3:24: 08 PM
COWM SSI ONER GALVI N summarized that they found LNG projects are
econonmic and viable. In conparison to a Canadian overland

however, they found that they're not likely to be as econom c or
to result in as nmuch noney comng back to the state as they
woul d expect from the Canadian project. They also found the
state's long-terminterests would be best served by having both
and that it is in the state’'s interest to insure that they
maxi m ze the opportunity for an LNG conponent to the
distribution of Al aska s natural gas. The admnistration was
pl eased about going forward wth the |I|icensed project,
recogni zing that ultimately the markets wll drive the
conclusion as to whether an LNG or an overland project gets the
first gas off the north slope in the initial open season.

3:25:30 PM

SENATOR W ELECHOWNSKI comented that there was a several dollar
di fference between the tariff AGPA calculated and the tariff the
adm nistration calculated for the LNG line. He asked if hearing
AGPA' s anal ysis changed Conmmi ssioner Galvin's opinion in any way
as to what the proper tariff should be.

COM SSI ONER GALVIN said he would et M. Sparger and M. Smth
address that question.

3:26: 05 PM

MR, SPARCGER said, from a technical standpoint, which neans cost
and schedule, they did not hear anything that would change their
opinion or their report. He thought they had properly eval uated
and analyzed it. Basically, even though the LNG plant itself is
somewhat different froma capital cost estimte standpoint, when
it is added to the total of the pipeline and the LNG facilities,
that difference narrows because their pipeline cost was |ower
than the Port Authority’'s pipeline cost. The other thing he
poi nted out was, when he added the 2 nunbers on page 15 of the
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Port Authority’s presentation, he came up about $2 billion shy
of the nunbers for those sanme facilities in the application that
was received in md-Decenber and he didn't know why. If AGPA' s
application nunmbers were correct, then the total capital cost
between the Port Authority estimte and the admnistration s
P50, (once again it is not an estimate, but he said he would use
AGPA's terminology) is within 10 percent. At this stage in a
project, if two independent estimates can cone within 10, 15, 20
percent of each other, that’s good.

3:27:46 PM

SENATOR W ELECHOWBKI said there were a couple of things he
t hought he heard fromthe Port Authority that the adm nistration
hadn’t considered in their analysis. First was the fact that
AGPA said it [the natural gas] was at nuch higher pressure and
that would lower the costs. Second, there’s a cold weather
inpact that needs to be included in the calculations, and
obviously it’s colder in Valdez than in Qatar. Third, the
adm ni stration, he believed, had calculated it at a 4.5 bcf LNG
facility; and they had calculated at a 2.7. He asked if M.
Sparger could address those things and whether they had any sort
of inpact on the tariff.

3:28:46 PM

MR. SPARGER started wth the [ast Issue first. The
adm ni stration provided capital costs and schedul es for a nunber
of scenarios, one of which was exactly what the Port Authority
proposed, the exact pipe configuration and 2.7 bcf. They also
did a 4.5. They actually expanded the I|iquefaction, the GIP and
the pipe, putting nore conpression on it to come up with a 4.5
bcf case with their pipeline configuration. So, he said, it was
incorrect to say they did not |look at or nodel the 2.7 from an
MPV st andpoi nt, because that was done.

SENATOR W ELECHOMBKI said he could have been m staken, since he
was trying to recall what he thought he heard.

MR. SPARGER said yes, Valdez is colder and to produce LNG or to
get the natural gas to LNG you nust |ower the tenperature, so
that does help sonmewhat. The process requires getting the
pressure up and in this case it's already up at a certain |evel

He said they assunmed they would have to hold it up above about
1300 psi for to keep the hydrocarbons in the gas stream That’s
the same thing that was assuned on the TransCanada overl and
route and that's why they used a 2500 psi pipeline in both
cases; if the pressure drops too low the liquids start falling
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out. Obviously, it takes conpression somewhere to get that and
inthis case, it’s built into the pipeline.

3:30: 47 PM

MR. SPARGER continued that they recognize there'll be sone
savings, and he thought that is why their costs were on |ower
end of the range. He thought the range had already taken that
i nto consi deration.

3:31:10 PM

COW SSIONER  GALVIN said the initial question went to the
tariffs and they only dealt with the cost side. He asked if
Senator Welechowski wanted to expand the conversation to
i nclude what M. Smith woul d add.

SENATOR W ELECHOWSKI rejoined he is just trying to get at what's
the correct tariff here, because there’'s a pretty big
di screpancy. He deferred to the chair but said he wouldn’t mnd
if nore people wanted to junp in; he wouldn't mnd hearing from
the Port Authority if they disagreed; he just wanted to get to
the bottomof it.

CHAIR HUGA NS agreed. He said he had a copy of the text of the
slides fromtheir neeting on January 30, 2008. One of the slide
conponents said “commtnent to evaluate LNG project options as
part of the AGQ A evaluation process.” He rem nded Conm ssioner
Galvin that he expressed his concern at that tine, that after
nmont hs of the process they were just commtting to |ook at LNG
Hi s question renained, what were they thinking prior to January
30'"? Why weren’t they committed to evaluating LNG because it’'s
a nethodology of getting gas to market? Comm ssioner Glvin's
answer, according to the text, was that they commtted to that
“today” on January 30'" and a letter went out to the Port
Authority and Governor Hickel saying they were commtted to
that. Chair Huggin’'s concern was why were they not already
commtted to it since it was a nethodol ogy of marketing Al aska’s
gas; and he renmmi ned concerned because the project nost Al askans
were behind nmentally wasn’t going to be consi dered.

3:33:32 PM

COWM SSI ONER GALVI N asserted that the issue was when the public
statenment of commtnent was nmade, which is the nature of both
the letter and the testinony. The sequence of events was that
they received applications in Novenber and two of them had LNG
as the primary conponent. Those were reviewed over the course of
the next nonth and it wasn't until the first week of January
that they nmade the determination with regard to conpleteness
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that the LNG projects were not conplete and woul d not be subject
to a direct conparison within the constrict of AG A He pointed
out that M. Sparger had just said in response to the question
about when they started this process, the evaluation of LNG as a
general conparison to the TC Al aska project began immediately
after that decision; however, it wasn’'t until the end of January
that they had a hearing down here. In the interim they received
inquiries from both the Port Authority and Governor Hi ckel
asking how they were going to proceed wth regard to the
eval uation of the TC Alaska project if they didn't have an LNG
conparison; and they made the public statenent that yes, they
would do it. They had already nmade the decision internally,
whi ch started the process M. Sparger described. He didn't think
a lack of focus on LNG was an issue at any point during that
period of tinme. He insisted that they'd talked about the
distinction and the inherent conpetition between overland and
LNG since the beginning of the AG A process and that never
changed. It transitioned over that first week in January from a
direct conpetition between two proposed projects to a conparison
of one proposed project and a suite of options associated wth
LNG

3:35:27 PM

CHAIR HUGA NS said he was reading the text and it said “the
commi tment was made today.” That was on the 30'" of January. It
al ways concerned hi m because of the support the Port Authority’s
concept enjoyed in Alaska, that they didn't get a commtnent to
| ook at LNG until two nonths after the application process.

3:35: 54 PM

COM SSIONER  GALVIN reiterated that the responsibility to
eval uate LNG was on the adm nistration from the begi nning. They
acted on it and began the process of doing the evaluation. At
the hearing and in the letter they nmade a public commtnent to
assure the public that it was being included in the analysis,
because they knew the analysis wasn't going to be out for a
couple of months. It's just that January 30'" was the opportunity
to make that public statenent.

3:36: 57 PM

CHAIR HUGG NS said as he recalled, the Port Authority gave the
adm nistration their nodeling process and requested that they
reci procate; but the adm nistration chose not to do so. He asked
if that was true.
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COM SSI ONER GALVIN replied that he would not characterize what
the Port Authority may or may not have provided to them
because. . ..

CHAIR HUGGA NS interjected that he would let the Port Authority
speak to it and called on M. Shipkoff to repeat his statenent.

MR.  SHI PKOFF responded that, on the procedural matters wth
respect to what the Port Authority provided or did not provide,
he woul d have to defer to M. Wal ker.

3:37:49 PM

MR. WALKER said yes, they did provide their financial nodel as
part of their application, so the admnistration had full access
to it.

COM SSI ONER GALVIN said that in a discussion subsequent to the
rel ease of the finding, the Port Authority asked themto rel ease
the Black & Veatch financial nodel. They talked to the technical
f ol ks, particularly those at DNR [ Departnent  of Nat ur al
Resources], the Division of G| and Gas, about what was enbedded
in that nodel and confirnmed that there was a substantial anount
of proprietary, confidential information about production and so
forth enbedded in it; so they responded to the Port Authority
that they were going to have to take the tinme to find a way to
strip that info out in order to provide the non-confidential

portion of the nodel. He admtted that wunfortunately, because
it’s an integrated financial nodel, it’s fairly tinme-intensive
to do that and it will be a joint effort between the D vision of

Ol and Gas and the Black and Veatch fol ks, so they had not had
the time to do it; but they intended to get to it as soon as
possi bl e.

3:39: 25 PM

CHAIR HUGGA NS said, with all due respect, the legislature is in
the process of meking a decision and having a vote and to the
extent that one of the parties has some concerns about their
viability, he would hope the adm nistration would respond. “They
are here, a voice at the table and they're asking...
i nformati on-wi se, they had an expectation... As an Al askan, not
as a senator sitting at this end of the table, it sounds
practical to nme.”

COW SSIONER  GALVIN agreed that it did sound practical

Unfortunately it was not. He said they sinply can't get it done
in the timefrane provided by this decision-nmaking process;
however they had made their folks available for discussions
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about what went into the decision naking, how the financial
nodels were structured and the nature of any distinctions
bet ween the nethodol ogies. He did not believe there was anything
they’d withheld in that regard.

3:40: 40 PM

MR, WALKER clarified that, of <course they’d like to have
received it long ago, but if they can receive it at sonme point,
somewhat |ate is better than never. He admitted it does nake the
process sonmewhat awkward. On May 31%' the gasline team was kind
enough to cone to Fairbanks and nmeet with the Port Authority
board, which is when he initially requested the nodel. At that
time they explained sonme of the sensitivities in that; but he
al so asked for the assunptions and what the inputs were, which
would certainly not be confidential, and those were not nade
avai l able. Sometinmes the assunptions provide a good indication
of what went into the nodel; what conmes out is based in a large
part on what goes into it.

3:41: 39 PM

COWM SSI ONER GALVIN said a lot of times there are communication
difficulties in ternms of wunderstanding the request. Al the
assunptions that went into the nodel are in the reports. He said
when they get down to a discussion of what the Port Authority
really wants, it is beyond the nature of sinply assunptions,
which are part of the public record, and into the nechanics of
the nodel and the difficulty of extracting that as a separate
conponent .

3:42: 24 PM

MR. SHI PKOFF added that he does not see a trenendous anount of
benefit in reviewing the admnistration’s nodel at this point.
It would be nice to see it and be able to enhance his
under standi ng of their nethodol ogy; but as M. Wl ker said, what
goes into the nodel is nore inportant than the nodel itself. He
conceded that in sone scenarios their nodel generated results
that indicated the LNG project is less attractive than the
pipeline. If the capital cost of the LNG plant is high and the
price ratios are not favorable, it shows the sanme thing. He said
hi s bi ggest concern about the conparative analysis was that they
cane up with an LNG plant cost estimate of $8 billion and, he
insisted, they had not changed the nunbers from those on the
application. But the administration’s P50 estimte which, as M.
Sparger explained is not an estimate, it’s a P50 result that has
a 50 percent chance of being higher or |lower than the actual, is
substantially higher than the Port Authority’s nunber. On the
other hand, the estimates for the pipeline were, in the Port
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Authority’s estinmate, greater than their P50 estimates for the
pipeline. He felt there was sone disconnect there, sonething on
the technical side, sonething in the nethodol ogi es perhaps. He
admtted he is not an engineer, and is not ready or qualified to
engage M. Sparger on any of the details behind the estinmates.
That would be nuch better done by Bechtel, who actually worked
on the devel opnent of the Port Authority’'s cost estinates. He
wanted to understand what caused that w de divergence between
the costs for the two categories, acknow edging that they may
very well be wong and, if so, they would like to have that
di scussion. As M. Walker indicated, the Port Authority offered
to make Bechtel’s engineers available to make sure everyone was
on the sane page. He thought that the difference between an $11

billion and $13 billion building on the pipeline was notable but
not fatal; however, the difference between $8 billion and $14
billion for the LNG plant seened to indicate a big disconnect.
3:45:16 PM

MR. SPARCGER asked Chair Huggins if he could conment on that. He
said the approach used when building a project estimate is
different than it is when looking at the potential range of
outcones as they did in their analysis. The Port Authority said
they disagreed with the admnistration’s P50 analysis and its
econom c results; but he opined that TransCanada was probably
equally frustrated with their P50 on the pipeline overland
route. For the sake of conparison, he said, recognize that
TransCanada’ s cost estimtes and econom c analysis resulted in a
$2.73 tariff estinmate, while their analysis on TransCanada's
project resulted in a tariff rate of $4.70. That $4.70 tariff
was what they conpared to the LNG analysis. It would not be a
fair conparison to take our ranged analysis on the TC Al aska
project and conpare it to the Port Authority s project-based
estimates. He sunmarized that they focused on using the experts
they had available to them to give them the range of possible
outcones on an overland project and the range of possible
outcomes on an LNG project and conpare them using simlar
net hodol ogi es.

He felt that focusing in on the distinction was appropriate, but
wanted to nmake sure they came back to the outcome of this

result, which is a licensed project that will go to an open
season in which the opportunity for an LNG project to proceed
exi sts and the market wi || decide.

3:47:45 PM
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SENATOR STEDMAN asked the conmissioner if he was hearing him
correctly to say that they have Ilittle to no interest in
rel easing the data inputs.

COWM SSI ONER GALVIN repeated that the data inputs area all in
the public record.

SENATOR STEDMAN suggested they back up a little because he was
probably using the wong termnology. The issue of the inputs
into the nodel was the discussion here; the Port Authority
wanted to know what was put in that nodel. He asked if that was
correct or if he was still off base.

COM SSIONER  GALVIN answered that they were wusing simlar
term nol ogy and maybe tal ki ng about different things.

3:49: 07 PM

VR. SHI PKOFF said he thought he had a pretty decent
understanding of what went into the nodel because it was
described in their finding. Hs concern was that the people who
generated the nunbers did not appear to be on the same page
because the nunbers are very different. He stressed that he did
not generate the $8 billion estimate for the LNG plant, Bechte
did that with a team of 30 engineers who had been working on
this project for 10 years. He felt they needed to discuss the
apparent di sconnect between that nunmber and the administration’s
nunber. He did not feel it was useful for the Port Authority to
say they are confident their nunber is correct because he didn’t
know if it was correct. But it was very different from the
nunber the administration used in their conparative analysis to
calculate tariffs for the LNG plant. He said he still did not
understand why there was such a big disconnect and he didn't
think the right people on their side were engaged to deal wth
it.

3:50: 27 PM
SENATOR STEDMAN asked the chairman and the conmm ssioner how to
rectify this. He admtted that he was interested to know.

3:50: 39 PM

CHAIR HUGGA NS interjected that if this was being brought up by
the 2 people from California, it would be a different thing in
his mnd;, but this [LNG concept is w dely supported by Al askans
and he wants to nmake sure they are given clear informtion about
why the Port Authority is not going forward, potentially. The
Port Authority has some questions that deserve an answer.
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COM SSI ONER GALVIN said it is also inportant for the public to
understand when they talk about the Bechtel information, that
Bechtel studied this issue and provided a trenendous anount of
engineering work in generating their nunbers; but he didn't
believe they submtted that |evel of detail in the application

They received a certain anmount of detail in the results of that
work, so it was not a matter of all the information on one side
being provided and the admnistration ignoring it. The
admnistration took the information that the Port Authority
provi ded and what they received fromthe Little Susitna project
and engaged the expertise of folks who had been involved in LNG
projects around the world to provide their assessnment of the
potential cost ranges for simlarly sized, simlarly |ocated
projects. As to why there was such a distinction, he didn't know
except to say they had a credible team of experts who were
directed to provide a range of cost nunbers to plug into the
nodel . This is what they cane back with. For the purposes of
this discussion, the issue was whether or not this would be the
driving point of a decision. The admnistration considered a
nunber of factors with regard to LNG projects and, regardl ess of
the economc issues, they believed the overland route was
superior because of |likelihood of success as well. They were
confident in their concl usions.

3:54:20 PM

MR. WALKER asked Chair Huggins if he could read one paragraph
from a letter that he’d sent to both Comm ssioner Irwin and
Conmi ssi oner Gal vin on February 3"

Based upon your testinony before the House caucus on
January 30'" it appears you intend to utilize
information from the Port Authority's application to
assenble the optiml LNG project. Since the Port
Authority is no longer a participant in the AGA
process, we offer our assistance to the Palin
adm nistration in that effort. Qur advisors have been
engaged in this particular LNG project since 1999 and
in nunmerous other LNG projects worldw de. The Port
Authority’s project team wll bring nmuch value to the
state’s analysis of an LNG project. The Port
Authority’'s experts are the nost qualified to work
with and analyze the data submtted, therefore in any
analysis, the Port Authority’s data and information
shoul d i ncl ude t he i nt egral i nvol venent and
participation of the Port Authority’s project team
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He added, that certainly would have included Bechtel, so we
attenpted to make all of our experts available to that process.

3:55: 54 PM

COM SSIONER  GALVIN pointed out that the nature of their
analysis was not a critical assessnent of the Port Authority’s
application or the information that was submitted. That wasn’'t
the nature of the administration’s analysis. Their analysis was
to look at LNG as an alternative to the license project. In that
regard they did not feel it was appropriate to go into one
particular project's application and do an anal ysis of that.

3:56:36 PM Chair Huggins called a short at-ease.
Chair Huggins called the neeting back to order at 4:08:22 PM He

asked for M. Shi pkof f and a representative of t he
adm ni stration to cone forward.

4:09: 38 PM

CHAIR HUGEA NS said they had about 10 mnutes to cover lingering
issues regarding the Port Authority presentation before M.
Pal mer's presentati on was schedul ed to begin.

RADOSLAY SHI PKOFF said that, wth regard to M. Sparger’s
suggestion that the Port Authority had changed the nunbers used
in his presentation yesterday from those that were used in the
application, that was not so. He directed the committee to
tables 8 and 9 in the replacenent application and revi ewed those
nunbers briefly to illumnate his point. He explained that they
didn't break out the nunbers between LNG and the pipeline side
in their application; but they did do that today in order to
conpare nore closely with the adm nistration’s nunbers.

Regarding the quote M. Sparger read from their application
about Bechtel's nethodology, if his contention was that they
performed a top-down estimate using data mning, that was not
done. Hi s understanding was that Bechtel used a nunber of their
own conpleted LNG projects as a starting point for their work

They used nunbers for projects using the same plant design with
specific adjustnments for the Anderson Bay |ocation. He added
that they anticipated the admnistration would have discussions
with Bechtel under a confidentiality agreement and would have
access to the confidential data that was not included in the
appl i cation.

MR. SHI PKOFF continued that, with respect to the cost estination
nmet hodol ogy using Mnte Carlo sinulation analysis versus cost
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estimates not in a probabilistic sense, they understand and
appreciate the difference.

4:16:29 PM

He insisted that two inportant factors have to be consi dered:

The wi de range of probability distribution in the Mnte Carlo
simulation skewed the P50 result to a higher nunber, which M.
Sparger explained very well. To the Port Authority that approach
i ntroduced an inconsistency in the evaluation between a project
that had probability distribution only on the basis of 2
pi pelines using 1 type of nethodology and another project that
had a pipeline and an LNG plant with a very broad distribution.

He said he did not want to spend tine tal king about the validity
of different methodol ogies; he was sure they would not be able
to convince the adm nistration that their nunbers are wong, nor
did he say they were. Neither did he believe they would be able
to convince the admnistration or the commttee that their
nunbers are correct; they cannot say that is true. His concern
had to do wth the process which prevented the narrow ng of
di fferences between the results of the different approaches. He
agreed with M. Glvin that the market has to decide which
project is nore attractive. The Port Authority did not think
either of the projects would proceed on the basis of argunents
about whose net hodol ogies was correct; ultimately it would cone
down to which project can convince the producers and the state
that the project is in a position to offer concrete contractua
terms about gas purchase. Until then they won't know which
project is nore attractive.

He reiterated that he does not see why they have to decide
bet ween one project or the other.

4.:21:18 PM

COMWM SSIONER  GALVIN  conmented that M. Shi pkoff’s  final
statenments served to show their common interests. Wth regard to
what the commttee has heard, he commended the Port Authority
for the work they have done for many years and agreed that LNG
has the right to participate in the conpetition to get the gas
commitments to bring the gas to market. He said they 1ook
forward to continuing to work with both the Port Authority and
ot her proponents of LNG as they nove toward an open season.

4:22:38 PM

BILL WALKER asked if he could reserved his closing coments
until after M. Palnmer's presentation.
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CHAIR HUGGA NS said he hoped they would have representatives of
t he Canadi an governnent available via teleconference at 1:00pm
t onor r ow.

4:23: 37 PM
CHAI R HUGEA NS asked M. Palnmer to talk them through the concept
of sinultaneous open seasons.

TONY PALMER said, as they indicated in their application and had
clarified over the course of the last 50 days, if TransCanada
was granted a l|license under AG A by the first of August, they
would hold an open season by July of 2010. That open season
woul d provide potential custonmers with commercial ternms as well
as updated cost estimates and other terns they would have to
neet to be a custonmer on the pipeline. They would have the
opportunity to nomnate deliveries along the pipeline route in
Al aska, through the Yukon and all the way to Alberta, or to
Val dez. They would have the opportunity to do that for a
si mul t aneous open season. By that, he said, he neant they would
be able to nom nate Val dez, Tok, Fairbanks, or Alberta. At the
conclusion of that open season, those custoners would know the
vol umes TransCanada had received. Each custonmer would have to
neet the same ternms and conditions no mtter what is the
| ocation of their delivery point, which is a standard procedure
t hey apply throughout their business.

4:25:52 PM

SENATOR W ELECHOWBKI told M. Palnmer that they heard testinony
yesterday that a TransCanada official said they would consider
building a line to Valdez after the main line was built. He
asked if that is true.

TONY PALMER thanked Senator Wel echowski for bringing that up
and said he followed up on it wth the individual who gave that
presentation. He clarified that what was said was:

A continental pipeline, a pipeline going to the | ower
48, is TransCanada’'s basic proposal with a possibility

of a Y |line comng nost reasonably post the
continental trunk line, but with the provision the
mar ket will decide the fate of any LNG option via the

open season.

He was never asked about an alternative where they only got LNG
vol unmes, for exanple; but hoped he had been very clear on the
record that, in the event they only receive volunes to Val dez,
if there is sufficient to nmake the project economc and if those
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custoners neet the conditions that any other custoner has to
meet, TransCanada would construct a line to Valdez instead of to
Al bert a.

4:27:36 PM

SENATOR W ELECHOWSKI said he wunderstood if they conducted an
open season to Valdez, it wouldn't include an open season for
the liquification plant. He asked if TransCanada woul d object to
the legislature funding a liquefaction plant.

TONY PALMER agreed that TransCanada's proposal was to build a
gas treatnent plant and a pipeline and not facilities beyond
t hat point to Val dez; so it wwuld be the custoner’s
responsibility to nake arrangenents to have liquifaction,
shipping and ultimate markets. It would clearly be up to the
state to choose whether to participate in the liquifaction
project if the party is a custoner on their pipeline. |If
however, it was a conpetitive project and were to go outside the
bounds of AG A, they would take issue with it.

4:29:12 PM

SENATOR W ELECHOWSKI asked about the timng of the Al aska
project. He quoted from a TransCanada representative regarding
the tineline for building the Al aska pipeline:

The Alaska project is a long way off. Just to put
everything in tine sequence, we would the $5 billion
phase one of the Keystone over the next couple of
years, then we nobve into the Keystone expansion we
announced today; then our plans would see us construct
the Mackenzie Valley pipeline and only in the later
part of the next decade would the Alaska pipeline be
built.

He said it concerned him a |ot, because he thought they were
going to be building it in the mddle or early part of the
decade and now they seenmed to be pushing it off. He wanted to
know i f TransCanada still planned to adhere to the tineline they
agreed to under AG A

TONY PALMER stated that M. Kvisle went on to say, “In our
perfect plan, it fits really well; but in reality it my turn
out differently.” Wat he set forth is what TransCanada hopes
occurs going forward. Wien he referred to the latter part of the
next decade, 2018 in service is the sane tinme frame they had
been talking about for the last 50 days of testinony and is
indeed the latter part of the next decade. He conceded that
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whet her or not MacKenzie would be conpleted on this tine franme
was an open question, as it was still in the regulatory process
in Canada. He added that M. Kvisle's coments in that interview
were primarily to address the Keystone project.

He summarized that TransCanada’s commitnents renmained the sane.
If they had a |icense by August 1%, they would be concluding an
open season by July of 2010 and targeting a Septenber 2018 in-
service date, all subject to getting custoners and the necessary
regul at ory approval .

4:33: 04 PM
SENATOR THOVAS asked M. Palnmer to explain their involvenent in
t he MacKenzi e pipeline project.

TONY PALMER responded that TransCanada is a small owner in the
project, which is owned primarily by a subsidiary of Exxon,
I mperial G| Canada. The other nmjor players are Shell and
Conoco Phillips. TransCanada is funding the interests of an
aborigi nal pipeline group, so they have the right to take a 3 to
5 percent ownership in that project and are paying about 1/3 of
the bills.

SENATOR THOMVAS asked him to comment on TransCanada' s i nvol venent
versus the producers' in the tar sands.

TONY PALMER answered that TransCanada has no ownership in the
oil sands. They have gas pipelines that supply service to and
from that region of Alberta and the Keystone project will nove
some oil away fromthe oil sands fields. That is their interest,
but they are not producers of oil or gas in Canada or the United
States; they transport other people’ s gas.

4:36:21 PM
SENATOR THOVAS said his |last question was whether the producers
in Prudhoe Bay have any relationship to the tar sands.

TONY PALMER said he thinks alnost all of the nmmjor international
oil conpanies have an interest in the oil sands.

4:37:32 PM
SENATOR HUGGE NS comment ed that the Chinese al so have a position

TONY PALMER said that is true, they are partial owners in a
devel opnent opportunity.

4:37:52 PM
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SENATOR STEDVAN asked M. Palner to talk a little about the
| abor pool and source of naterials from a pipeline conpany’s
perspective with regard to the MacKenzie Valley line and the TC
pr oposal . He wondered if it was possible to do both
simul taneously froma manpower and material s standpoint.

MR. PALMER replied, although it would not be inpossible, it
woul d be very difficult and costly for both to proceed with the
same schedule. He admtted there is already a shortage of both
| abor and materials and, although adjustnents are occurring and
should eventually relieve some of the pressure, it wll take
time. He said if McKenzie stays on track, they will be in
service in 2014 or 2015 and if Alaska proceeds wth the
timeframe they hope for, it will be in service by 2018. The bul k
of the enploynment would occur during the construction phase,
whi ch neans sonewhere in that 2014-2015 tinefrane onward. |t
will be a good thing if MicKenzie stays 2 to 4 years ahead of
the Alaska line as far as cost savings and synergies. If they
pancake on top of each other sonmehow, that will be a problem for
both projects.

4:40: 44 PM

BILL WALKER said they receive calls from Alaskans frequently
asking them to continue what they are doing, and they are
concerned about the continuing delay. He firmly believes it is
best for Alaska to take control and do its own project now. The
Port Authority will absolutely work within the AG A process if
they nust; but they don't think it is the best option. They
think the best option is to start imediately on an all-Al aska
proj ect owned by the state of Al aska.

4:44. 46 PM

SENATOR ELTON expressed his appreciation to all parties. He
commented that he would read the book M. Wl ker suggested; but
said another |esson they could take away from that book is that
the Canadian Parlianent nade decisions based on what they
t hought the federal inperatives could and should be, and that’s
one of the concerns he said he has about the all-Al aska gas
pi peline. The federal governnent, our federal governnent, may
decide they want to control the direction of the flow of energy
and there has, in fact, been sone discussion about this. He said
he is concerned that our federal government may mandate that
Al aska have a project that will deliver energy to the |ower 48
states rather than to foreign markets. He told M. Wl ker he
woul d appreciate getting the title of the book and where he can
get a copy.
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MR. WALKER offered to provide his copy of the book to Senator
Elton and said he |ooks forward to the opportunity to sit down
with the federal governnment to talk about the project. |If they
have to take LNGto the |ower 48, he said, that won't be a deal -
killer.

SB 3001 and HB 3001 were held over.

There being no further business to conme before the commttee
Chair Huggi ns adjourned the neeting at 4:46:56 PM
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