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W TNESS REG STER

PATRI CK GALVI N, Comnmi ssi oner

Depart ment of Revenue

Juneau, AK

PCSI TI ON STATEMENT: Expl ained the process for distributing the
$500 nmillion AG A inducenent and answered questions about
rei mbursenents after an open season.

DONALD BULLOCK, Attorney

Legi sl ative Legal and Research Services Division

Legi slative Affairs Agency

Juneau, AK

PCOSI TI ON STATEMENT: Comrented on legislative intent with regard
to the $500 million inducenent in AG A

BONNI E HARRI'S, Seni or Assi stant Attorney General

Depart nent of Law

Juneau AK,

PCSI TI ON  STATEMENT: Gave her |egal perspective regarding
wi thdrawn partner liability.

ACTI ON NARRATI VE
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CHAIR CHARLIE HUGA NS called the Senate Special Conmttee on
Energy neeting to order at 1:13:18 PM Present at the call to
order were Senators Wagoner, MGQuire, Hoffnman, Stevens, Stedman

G een, Thomas, Dyson, Welechowski and Huggins. Senator Elton
arrived soon thereafter.

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

CHAI R HUGA NS announced the consideration of SB 3001 and HB 3001
(EFD FLD) and said that today the committee would address what
he called “policing” itens. He asked Conm ssioner @Glvin to
review the bidding and how the concept for the $500 nillion
mat chi ng contri bution evol ved.

1:14:13 PM

PATRI CK GALVIN, Comm ssioner, Department of Revenue, explained
that the $500 million matching contribution is the primry AG A
i nducenent to attract applications that would neet the state's
“must haves.” Regulations have been developed to define
qualified expenditures and as the project proceeds and
expenditures are nade, the licensee will submt those to the
Department of Revenue for review If the expenditures are deened
qualified, a percentage paynent wll be nade based on the
particular time of the project and up to the $500 mllion limt.

CHAIR HUGG NS asked him to provide information on the two
rei mbursenent pl at eaus.

COM SSI ONER GALVI N explained that reinbursenent is basically
50/50 up to an open season; after an open season reinbursenent
becomes 90 percent state and 10 percent |icensee until reaching
either the $500 million total or FERC certification.

CHAIR HUGA NS asked if his recollection is accurate, that there
is legislation for an additional $6.2 mnmllion to |look at
financing attractive open seasons.

COMM SSI ONER GALVIN replied there is a $15 mllion request for
the departnents of natural resources, revenue, law, and the
governor’s office. One conponent of that is to |ook at changes
the state has to nake to ensure a successful open season, but no
dollar figure has been tied to that particular conponent of the
“task list.”
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CHAIR HUGGE NS questioned why the reinbursenent split increases
from50/50 to 90/10 after an open season.

COMM SSI ONER GALVIN replied that the AG A statute provides for a
contribution of up to 50 percent leading up to an open season
and up to 90 percent follow ng an open season. Applicants could
include a state matching contribution rate as part of their
application. The TransCanada Al aska application specified 50/50
up to an open season and 90/10 after an open season.

1:17:42 PM
CHAIR HUGGA NS clarified that he’'s trying to make sure everyone
grasps the concept of why the rei nbursenent woul d change.

COM SSIONER GALVIN related that when the bill was originally
i ntroduced the reinbursenent was 50/50 throughout and a nunber
of potenti al applicants expressed concern about the risk
associated with advancing the project past an unsuccessful open
season. Although it would be to the state’s advantage to advance
the project beyond an unsuccessful open season, it wouldn't
necessarily be in the licensee’s and best business interest. To
attract an applicant wlling to mke the commitnent, the
statutory rational was that it was appropriate for the state to
increase its matching contribution past an open season - the
nore risky portion of the project.

1:18: 53 PM

CHAIR HUGGE NS observed that the trigger assunmes an unsuccessfu
open season and after that tinme the reinbursenent rate ratchets
up to 90 percent.

COM SSI ONER GALVIN said that was the statutory rationale but
the TransCanada application did not distinguish between a
successf ul and unsuccessf ul open season. The contribution
increases in either case, up to the $500 mllion total.

CHAI R HUGGE NS asked which is binding: the application or AG A

COW SSI ONER GALVIN replied that the AGA statute is silent with
respect to whether the open season is successful or not. It
states, “After the open season the applicant could propose, in
their application, a greater matching contribution.” TransCanada
chose to increase the match and not condition it wupon the
out cone of the open season.

1: 20: 03 PM
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CHAIR HUGA NS asked what parties brought forward the idea to
i ncrease the contribution up to 90 percent.

COWM SSI ONER GALVIN said the discussion proceeded in steps. He
recalled froma year ago, that initially there was a 50/50 match
t hroughout the entire process. Early on there was testinony
about the perceived risk associated with noving beyond the open
season and so an earlier conmttee increased the [state]
contribution up to 80 percent.

Senator Elton joined the conmttee.

CHAI R HUGA NS asked the source of the anendnent to increase the
match to 80 percent. “Who brought that forward - not the person
but the initiative?”

COM SSIONER  GALVIN answered that he didn't recall if a
committee substitute was submitted or a particular |egislator
brought an anmendnent forward.

CHAIR HUGA NS asked if it was brought forward by soneone
sponsoring the admnistration’s position, or a legislator’s
initiative.

COW SSIONER  GALVIN said it was both; The admnistration
supported the anendnent but the |egislators would have to have
supported it as well in order for it to pass. The adm nistration
worked with the legislature throughout and supported the
i ncrease from50 percent to 80 percent and then to 90 percent.

CHAIR HUGEA NS said he assunmes that legislators did not talk to
pi pel i ne conpani es and other people who m ght have an interest.
“There has to be sone internediary in there soneplace that
brings forward the concept of 50 percent is not adequate, hence
we go to 80 percent.”

COM SSI ONER GALVI N di sagreed. He said he believes there were a
nunber of potential pipeline applicants that talked directly to
| egi slators about their concerns and suggested changes to nake
participation nore attractive.

CHAIR HUGAE NS asked what conpanies were present other than
Enbri dge and TransCanada.

COM SSI ONER GALVIN nanmed M dAnerican, BG and the producers.
They all participated in the |egislative process at the hearings
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and had individual discussions with both the adm nistration and
| egi sl ators.

1:23:12 PM
CHAIR HUGA NS asked him to address how the contribution
i ncreased from80 percent to 90 percent.

COW SSI ONER GALVIN said it was primarily the admnistration’s
request because pipeline conpanies continued to be reluctant to
proceed past an unsuccessful open season. The adm nistration
felt that rather than elimnating that key requirenent, it would
be nore appropriate to increase the state match in order to
encourage applicants to commt.

1:24:14 PM
CHAIR HUGE NS recalled reading sonewhere that the mtch was
i ncreased to 90 percent primarily for TransCanada.

COW SSI ONER GALVIN said he didn't recall that. TransCanada was
interested in elimnating the entire obligation to go beyond the
open season. He clarified that it was a process in which the
adm nistration and the legislature had to identify how far to
push in order to attract applicants. None of the applicants said
they woul d participate under certain conditions. TransCanada, in
particular, stated reluctance about participating in a process
t hat required going beyond an unsuccessful season. The
adm nistration decided to alter the state match to induce
reluctant pipeline conpanies to take on that obligation. “At no
point did any of the conpanies, TransCanada i ncluded, say that
if you bring it to 90 percent we're in.”

1:25:47 PM

SENATOR STEDMAN said he renmenbers that through the AGQ A process
there was a lot of talk about how to nove beyond an unsuccessf ul
open season and encourage a conpany to go on to a FERC
certificate. He did not recall the intent of AG A being that the
state would continue a reinbursenment process after a successfu

open season. At that point the risk exposure to the applicant
woul d have gone down substantially. He asked, “Wy would we want
to breach what | recall is the intent of the |legislative
process, to allow TransCanada’s application to override that?”

1:27:02 PM

COWMWM SSI ONER GALVIN responded that it would not be correct to
say the legislative process determned the state’s contribution
should go down or be elimnated after a successful open season

Di scussion did focus on the inplication of an unsuccessful open
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season and that is the primary reason for increasing in the
incentive; but nost of the conmttee discussion was silent about
what the state's contribution should be after a successful open
season. He agreed with the statenent that the risk to the
pi peline goes down with a successful open season but, he said,
this is the application we have and it is consistent with the
statute.

SENATOR STEDVAN asked what the outcone would be if the
TransCanada applicati on had been silent on that point.

COM SSIONER GALVIN replied their application could not have
been silent. The statute says that the application is obligated
to state what the contribution rate will be "up to” a certain
anount. “Their application was 50 [percent state match] and then
to 90 [percent state match].”

1:28:55 PM

SENATOR STEDMAN sai d he understands the unsuccessful open season
process, but the successful process is counterintuitive to what
he recalls the legislature was attenpting to acconplish with the
$500 mllion subsidy. He recalled that the intent was not to
expense the entire $500 mllion; the intent was to have a
successful open season, mnimze inpact on the state and nove
forward toward construction of the pipeline.

1:29: 24 PM

COMM SSIONER GALVIN reiterated that there was not a lot of
| egi sl ative discussion about the inpact of a successful open
season; but a successful open season neans that the state is
contributing to a project that has a high likelihood of success.
The economic analysis indicates it is a favorable investnent
opportunity in the sense that the state contributions wll
provide a significant return in the form of increased taxes and
royal ties because of the inpact that the contribution has on the
tariff. Although the discussion did not take place, it can't be
concluded at this point that it wouldn't have been seen as an
appropriate role for the state to contribute to lowering the
tariffs of a project that is now even nore likely to succeed.

1:30: 29 PM

SENATOR MCGUI RE asked whether, since the percentage was not
specified after a successful open season, the state could have
pai d 100 percent.

COM SSI ONER GALVIN replied that the statute said the state's
contribution was up to 50 percent before an open season and up
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to 90 percent after an open season. The statute did not
di stingui sh between a successful and an unsuccessful open season
because, in part, there is no globally accepted definition for a
successful or an unsuccessful open season. Wether or not the
commtnments are sufficient to consider an open season a success
depends on a nyriad of potential interpretations. “The idea of
actually trying to define within the statute what would be
considered a successful or unsuccessf ul open season was
sonething that we didn't feel was necessary.”

1:32:23 PM

SENATOR MCGQUI RE agreed with Senator Stedman. She recalled the
commttee discussed what the percentage would be after an
unsuccessful open season and that was to reflect the risk of
asking a pipeline conpany to proceed without FT commtnents. She
said it is a shock to sone nenbers that the state would pay a
90/ 10 split after a successful open season. She understands the
difficulty in defining a successful open season, but she wonders
if this doesn't go to her original point about synthesizing this
into a contract. The specific point is that when AGA is set up
as a structure, bids conme back that have unanticipated gaps. “I
can pretty much guarantee that the votes in this conmttee would
be against giving a 90/10 reinbursenment after a successful open
season.” The committee reflected on this for a nmonth and didn’t
see that, she said. That's the problem with dealing wth
something so conplex and it's led to an alnbst absurd
consequence. “I don’'t blane TransCanada at all.” It’s a great
busi ness practice, but is a concern because it wasn’'t the intent
and the people of Al aska probably wouldn't be supportive. She
asked if this makes him think about the need to synthesize
everything and put it into terns that are concrete and
under st andabl e.

1:35:11 PM

COM SSIONER GALVIN said the admnistration strongly believes
that the agreenent between the state and TransCanada is clear
with regard to what TransCanada’s obligations are to the state
and what the state’s obligations are to TransCanada. He
suggested that she was not concerned about a lack of clarity;
she wanted to renegotiate the terns after a year had passed and
t he process had pl ayed out.

SENATOR MCGUI RE said she nmeant “clarify” because there are 60
different views on how to interpret the statute.

COWM SSI ONER GALVI N t hought what Senator MGuire was getting at
was whether or not the application reflects the statute. He
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believed there was full recognition that the state was offering
up to $500 nmillion. That was the price on the table and there
was little, if any, discussion about creating an off-ranp so the
state could get out of the contribution if the project were to
get “legs.” The expectation was that the state would put out a
proposal with an offer of $500 million and allow a sense of
conpetition between projects to be the driver as to whether or
not any of those projects would |eave noney on the table. The
di scussi on was whether an applicant would give their application
a leg up by deciding that if they had a successful open season
they would forgo part of the match. That was not a statutory
requirenent; the applicants were allowed to dictate at what
point the contribution would increase and at what point it would
go down.

COW SSI ONER GALVIN said TransCanada mmde a proposal through
this process, and now a nunber of |egislators have expressed a
desire to renegotiate. That isn’t how the process was set up;
the process is that a conpany nmakes an application and it is
either accepted or rejected. “I don’t think that the idea of
nmoving to a contract resolves that unless the intent is to go to
a contract and basically renegotiate these ternms wth
TransCanada and negotiate things out that we had offered
originally.”

1:39: 23 PM

SENATOR MCCGUIRE said she is trying to highlight the feeling that
this process is slightly absurd. “W know that TransCanada w ||
be a part of building a gas pipeline. W know they have the
right-of-way. They re good people; they' re good partners” she
said. But the legislature is not all-seeing and all-know ng;
that is why the legislative process is dynamc — why there are
amendnents, conmttee substitutes and two bodies. The idea that
at one nonent in tine the legislature could think of everything
that has to be considered and lock into a position feels wong.
At sone points this feels absurd because there are things that
woul dn’t benefit the state - things |ike paying soneone 90
percent of their reinbursable costs when they clearly have a
successful open season and the project is noving forward. *“And
we're going to be paying that because we just didn’t think of it
and that’s just the way it is.”

1:41: 00 PM

COWM SSI ONER GALVIN suggested that to say the state wll be
paying just because they didn't think of it sooner is an
overstatenment. He conti nued:
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I f we had thought of it a year ago, we would have gone
dowmn into the hole of can we define what is a
successful or an unsuccessful open season and we
probably woul d have thrown up our hands at sonme point.
..If the ultimate goal is to get a pipeline and if we
recognize that the pipeline’s going to provide

tremendous benefit to the state - and the fact that
the state is contributing to that is going to pay back
that contribution as well - | think that it’s very

likely that we would have reached the same concl usion
in the end, which was to allow the application process
to define whether or not there’s going to be a change
in the state’s contribution.

When you go back to the global position that you were
taking when you were talking about your perceived
absurdity about this process, one of the things that
we're going to go through as we advance this gasline,
is the entire process is one of taking one step and
collecting information that we have at that particul ar
time and meking the best decision we can based upon
the information we had then about what the next step
is, recognizing that at that point we’'re going to
collect information and reassess and then nake another
st ep.

And to expect that we’'re going to, again, like you
said, be able to look into our crystal ball and know
where the end point is going to be and strategically
position ourselves all the way through is an
unrealistic expectation. Al we can do is nmake the
best decision that we can with the informati on we have
before us at that time. The decision that we made | ast
year with regard to what the paraneters of AG A shoul d
be were based upon the best information we had at the
time with regard to the conpetitive nature of what was
going to drive people to ultimtely take wup the
state’s opportunity that we present in there, and what
was the best balance for the state in terns of what
we're going to give, fromwhat we’'re going to get.

This year we have a discussion about, and | accept
that the discussion has been twofold: whether or not
this is the right thing to nove ahead, and then
| ooking back and saying is there sonething that we
should have done differently a year ago. | would
suggest that if we continue to do this as we nobve
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forward, we’'re going to tie ourselves in knots.
Because every year we advance and nake a decision, if
we beat ourselves up over whether or not the previous
decision was the right one we’'re not going to get
anywher e.

|’m still confident that the decisions that we nade a
year ago were the best decisions we could nake upon
the information that we had then. And there was no way
that we were going to anticipate where we were going
to be today.

But the next question goes to where do we go from
here. Do we go fromhere with an AG A |icensed project
or not? Now | guess | wll somewhat disagree with the
prem se of your question when you said we know that
TransCanada is going to be part of this project. |
don’t think we know that for sure at all. | thing that
there are a nunber of factors that are going to play
out as this project noves forward that’s going to
dictate that one way or the other. And there are going
to be commercial decisions that are nmade anong a
variety of players that’s going to end up influencing
that. And the state, as a conmercial player in this,
is going to have a role in how that shakes out.

1:44: 36 PM

Now, when we | ook at what our options are right now
we have to make the best decision that we can based
upon the information that we have today. And based
upon that, we look at.. OK what’'s the scenario if we
are going forward without an AG A licensed project.
Wat’s the situation we find ourselves in? Ganted,
ideally we’'d like to see the producers and TransCanada
get together and form a project that ends up
benefitting both themand the state.

SENATOR MCCGUI RE asked what efforts the state made on that point.
She felt this is a very cutthroat, high-risk way to cut a deal
Many of the people at the table m ght vote no and still support
agas line; it’'s just a question of howto get there.

1:46: 05 PM

SENATOR MCGUI RE said she had two final questions. She asked
first what the admnistration would have done iif another
application had stated that the 90/10 would apply only in the
event of an unsuccessful open season; and second, what this
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adm nistration, the Departnment of Revenue (DOR), and the
Department of Natural Resources (DNR) had done to try to bring
the parties into alignnment prior to taking this route.

1:47: 07 PM

COM SSI ONER GALVIN explained that in the first instance they
woul d ook at the evaluation criteria in statute, which is net
present value to the state and |ikelihood of success. It is not
possible to evaluate the likelihood of success wthout know ng
who the other applicant is, but evaluating net present value
would be a matter of |ooking at the overall economcs of the
project. Under a scenario where net present value is the sane
for the two projects, it would be a toss-up as to whether the
state’s net present value would be inproved by dropping the
state contribution after a successful open season. “I think that
wi t hout any other adjustnent the answer would be no, because our
anal ysis has shown that the state contributing to the costs and
having those reduce the tariff ends up paying us back and
increasing our net present value by $200 million out of the
$500.” If the applicant dropped the state contribution and
instead put its own equity in, that mght increase the tariff
and reduce the state's net present value. So it’s not at all
clear that a project that foregoes the state’'s contribution
after a successful open season would come out higher under an
anal ysis that follows the statutory paraneters.

COMM SSIONER GALVIN turned to the second question and stated
that before a license is granted it would be inappropriate for
the state to try to bring the producers to a TransCanada
project. However, discussions regarding what the producers need
to advance their project are ongoing and tend to center on
fiscal certainty, the ternms for taxes and the judiciary system
He admtted that from the admnistration’s perspective those
di scussions are going nowhere; but having a project that’'s
nmovi ng ahead allows the state to have those discussions in the
context of actual project economics as opposed to subjective
nunbers.

1:51: 34 PM

SENATOR MCGUI RE opi ned that people don't like to be boxed into a
position. From her perspective the state is using force rather
than bringing people into a process that they feel a part of. “I
see a reserves tax and | see litigation and | see quagmre and
opportunity costs for this state and the people in this state
who need these jobs and need this gas.” She said she's tried to
see things the way he's describing, but they could go very
differently and | ock the state up for a decade.
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1:52: 54 PM

COM SSI ONER GALVIN referenced her earlier coment about this
being a cut-throat business and pointed out that the idea of
taking a commercial position that’'s to your advantage over a
conpeting party is a way of life. The state isn’'t doing anything
in this effort that another comrercial player wouldn’t do if
they had nore than one option to develop their resource. “W're
not backing them into a corner; we're not putting them in a
position where they’'re going to react enotionally because these
conpanies don’'t react enotionally to these things.”

SENATOR MCGQUI RE clarified that her point is that the producers
have options about where to put their gas. “You just have a
pi peline builder; you ve got to have the gas.”

1:54:17 PM

COWM SSI ONER GALVIN agreed that it’'s been about getting the gas
from the very beginning. The producers have to nmake a decision
about where to put their gas in any event, because they're
obligated to develop the gas when it is narketable. The state is
presenting a path for doing that; but they could choose a
different path without state concessions. Wat they cannot do is
to nove on to sonewhere else in the world and do nothing with
Al aska gas. Waiting is no longer going to be an option if there
is a pipeline conmpany wth an econonmc project wlling to
develop it. These are serious business people, he said, who wll
do what is best for their conpanies. The state is sinply
provi ding notivation so they will nove in a direction that is in
the state’'s interest.

1:55: 59 PM

CHAIR HUGG NS stated that this is an inportant conversation
because a nunber of constituents do not understand the $500
mllion. He said he hasn’t been able to enbrace the idea, but
hopefully this will give thema better grasp of it.

1:56: 33 PM

SENATOR THOVAS stated the belief that the AG A process has noved
things forward dramatically. In fact, over the |last seven nonths
two of the three producers have a precertification before the
FERC. Wth that in mnd, he asked, how nuch woul d TransCanada be
able to claim under treble damages if the license were issued
and then in August 2009 the state saw potential for sonething
else to take place? If the state and TransCanada had each spent
$25 nmillion, what would be the total paynents TransCanada coul d
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claim against the state if it decided to assist the other
proj ect ?

1:58: 45 PM
COWM SSI ONER GALVIN said, based on those figures, the treble
damages woul d be $75 million.

1:59: 20 PM

SENATOR STEDVAN asked Conmm ssioner Glvin why the |egislature
woul d not go back and clarify this if the legislature s intent
was not to give reinbursenents after a successful open season

2:00: 36 PM

COM SSIONER  GALVIN explained that the state «created a
conpetitive process to create a contractual relationship, which
is not subject to anendnent by the legislative process. If it is
determ ned that a contribution after a successful open season is
inconsistent with statute, that would go back to the legality of
the license itself.

2:01:53 PM
SENATOR STEDMAN clarified that the question was not the statute
but the intent of the | egislature.

2:02:33 PM

COM SSIONER GALVIN said the scenario Senator Stednan 1is
painting is one in which the legislative intent contradicts the
statute. He said he doesn’'t know where to go with that. If the
conclusion at this time is that the statute does not reflect
what the legislature wanted it to, then the legislature has to
decide the ramfications of going back and anmending it.

2:03:11 PM

SENATOR STEDVAN asked if he’d had the opportunity to go back and
check the record of the resources and Finance Committees to see
what the intent was.

COWM SSI ONER GALVIN answered that he’s had no reason to do so
because the statute is clear. Usually legislative intent is
rel evant when there is an anbiguity in a statute. \Wen the clear
| anguage of the statute reads a particular way, they usually
accept that the | anguage neans what it says.

2:03:37 PM
SENATOR W ELECHOWNSKI said he thinks it’'s reasonable to assune
the producers will commt their gas to their own pipeline. He

asked if Conm ssioner Galvin agrees with that.
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COWM SSI ONER GALVI N “Not necessarily.”

SENATOR W ELECHOWNSKI asked why he didn't believe they’'d commt
to their own pipeline.

COW SSI ONER GALVI N thought there would be a nunber of issues
associated with the decision and they would commit their gas to
the project with the best conbination of economc and strategic

values to them and the best |ikelihood of success. He said the
adm ni stration believes, with the AG A l|license for TransCanada,
they will be able to provide an extrenely attractive opportunity

for the producers to conmt their gas to the TransCanada |i ne.

2: 05: 24 PM

SENATOR W ELECHOWABKI continued, “Let's assune there are two open
seasons and Denali does have significantly lower tariffs. Is the
state forced to nove ahead with TransCanada?”

COM SSI ONER  GALVIN countered that the question is whether
TransCanada woul d want to nove ahead.

SENATOR W ELECHOWNBKI asked where the legislature would go next
if they deny the license.

2:07: 07 PM

COM SSI ONER GALVIN admitted plan B isn't very pal atable. They
woul d have to choose between going forward with discussions with
the Denali project, which would basically put them back in the
same dynam c as stranded gas devel opnent when the state had no
| everage. O they would have to go with the all-Al aska option

whi ch woul d subject the state to trenmendous risks because they
don’t have the gas or any expectation they could get gas
commtted to an LNG project. That is an extrenely high-risk
venture, to believe that “if you build it, they wll conme” and
it isnt a direction they feel is prudent.

2:08: 36 PM
CHAIR HUGEA NS contended it isn't the same as stranded gas; the
difference is the price of gas.

2:09: 38 PM

COWM SSI ONER GALVIN disagreed that things have changed that
dramatically. The issue is what options are available to the
st at e.

2:10: 31 PM
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SENATOR DYSON asked, if the legislature now realizes that the
intent of the law they passed a year ago was not clear and they
went back and nodified it, would any of the applicants have a
cause of action against the state for the time and noney they
spent preparing their response to the RFP as it was originally
put out?

2:11: 38 PM

COM SSIONER GALVIN did not want to speculate on that; the
guestion is one of good faith. If the commttee now changes the
terms, they will basically cast aside the conpetitive process
the adm nistration has gone through over the last 9 nonths, in
which case is probably cleaner to just vote no on the license
and do sonething different |ater on.

2:12:51 PM

CHAIR HUGG NS referred to Conm ssioner Glvin's term “rel uctant
partner” to describe why the state agreed to give 90 percent
after a fail ed open season.

COWMM SSI ONER GALVIN did not recall using that term

CHAIR HUGA NS agreed that he might not have, but continued to
say that all of the conversation he has heard about the 90
percent was with regard to a failed open season. He rem nded
Conmi ssioner Galvin that he had said the statute is silent on
the issue of a successful open season and whether or not the
state would continue to reinburse, and that TransCanada's
application specified continuation of the reinbursement. If the
statute is silent, he said, why would the legislature want to
continue to reinburse a partner that is no |longer “reluctant”
for a project that is clearly economc instead of spending that
noney el sewher e?

2:15:18 PM

COW SSI ONER GALVIN answered that it would be ironic to go back
to your constituents and say you voted against the |icense
because you were afraid it would be successful. He said that

seened to be what Chair Huggins was saying, that he was afraid
TransCanada would actually get the gas and the state would
continue to contribute to them recognizing that it would
actually increase the value to the state.

2:15:55 PM

CHAIR HUGE NS interrupted that he did not say anything about
voting against the license; he was tal king about nodifying or
clarifying the license. Since the statute is silent regarding
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the success of the open season, the legislature will have a
voice in it.

COWM SSI ONER GALVI N said Senator Huggins can characterize it as
he wants; the bottomline is that the statute says an applicant
can apply for a matching contribution that is up to 50 percent
before an open season and up to 90 percent after an open season.
There was a lot of discussion about this and the |egislature
clearly had the opportunity to nmake a distinction between a
successful and an unsuccessful open season. They did not. They
said the applicant could determne the contribution rate after
an open season. To say now that the legislature is going to go
back and nodify that is to say they don't like the deal the
state struck and are going to cast aside the TC Al aska
application and do sonething different at some point in the
future. In the end, it would come down to the fact that the
|l egislature was afraid TransCanada was going to be successful
and actually get gas and they didn't want to continue to
contribute to their project if it was successful. Frankly, he
said, he doesn’'t think that is in the state’s interests. If the
project is successful, it is a good investnent.

2:18: 41 PM
CHAIR HUGA NS called a 10 mi nute break

CHAIR HUGG NS cal l ed the neeting back to order at 2:32:45 PM

2:33.11 PM

DONALD BULLOCK, At t or ney, Legi slative Legal and Research
Services and lead drafter on AG A commented on |egislative
intent with regard to the $500 million and what options are
available to the legislature. He said that the clearer the
| anguage in the statute, the greater the burden to prove that
legislative intent was sonmething else. The $500 mllion, from
the admnistration’s standpoint, was clearly intended to be an
investnment that would reduce the tariff; so the anpbunt had a
purpose in itself, regardless of how it was paid out. The issue
of how it would be paid out defined two periods; one was on or
before the close of the first binding open season and the second
was after the first binding open season. Those are both clear
points and neither term contains any nention of a “successful”
open season. The paynents are not discretionary, the state
"shall” reinburse, not "may” reinburse. As far as the naxi mum
anount, in 43.90.130 (9), among the “nmust haves” it said the
applicant shall propose a percentage and the total dollar anount
for the state’s reinbursenent. It is not sinply a question of
whet her or not the state needs to continue to pay out the noney.
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So to prove that legislative intent was so conpletely different
fromthe letter of the | aw woul d be a chal |l enge.

When the proposals went out, everyone who | ooked at this project
saw what the state was offering. The state was primarily
of fering three things:
- Mney to help nove the project along in return for the
commtnents the applicants nake to the state;
« A gasline coordinator to help "grease the skids” as the
permt process goes forward;
- The Project assurance that the state wll not provide
i nducenents to another project that would endanger the gas
avai l able for the licensed project.

So, he said, the legislature has to be aware of whether they are
changing the conditions under which the offer was nmade and
whether, in negotiating with the |icensee before them they are
giving that proposed licensee a benefit that other applicants
m ght have considered at the tinme [they applied].

MR. BULLOCK insisted the job of the legislature during this
special session is sinple; it is to decide if they agree wth
the commi ssioners that this is the |icensee whose project
maxi m zes the benefits to the people of Alaska. If they agree
that the applicant has net every requirenent in AGA and yet
still doesn’'t provide a project that maxim zes benefits to the
state, then maybe there really is a problemwith AGA But the
issue right now is whether this project maximzes the benefits
to the people of the state. If it doesn’'t do that wthout
additional conditions, then perhaps the legislature should vote
it down. If it neets the conditions and satisfies the intent of
AG A, then it would be reasonable to vote in favor of it. But,
he cautioned, the legislature needs to conpartnentalize their
I ssues; is the problem with AGA or 1is it wth this
appl i cation?

He said a nunber of amendnents had been offered in the House
that had to do wth putting preconditions on paynents for
qualified expenditures. However, AS 43.91.10 states if the
licensee nmmkes qualified expenditures within the 7 year tine
period those will be paid. If the paynents are wthheld, as
would be the case with the indemification anmendnent that was
offered, it affects the wviability of the project and the
applicant’s ability to carry forward with it. That is one of the
issues that was specifically addressed within A A, not only
whet her the applicant has conmitted to everything that was
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expected in AG A, but whether it has the capability to actually
carry out the project.

CHAIR HUGE NS asked Conmi ssioner Glvin and Bonnie Harris,
Department of Law, to conme forward to address the issue of
W t hdrawn partner indemification and any place that is covered
in the state’s “contract.”

2:41:01 PM

COM SSIONER  GALVIN explained that the issue of wthdrawn
partners has two conponents: the risk that any potential
liability would be transferred into the tariff and increase the
shipping rates; and the risk that a party entering into a
partnership with TC Alaska in this project my sonehow becone
liable for sone portion of any liability that is successfully
br ought agai nst TransCanada.

In response to the first conponent, the state has TC Al aska’s
commtnent that if there is any liability from wthdrawn
partners, they will not attenpt to recover it in the tariff. The
adm nistration is also confident that the FERC would not add it,
even if it was sonehow included in an application. The second
conmponent has been discussed in two contexts. First is whether
the issue of withdrawn partners adversely affects TransCanada’s
ability to attract partners, financing or FT commtnments so as
to diminish a project’s likelihood of success. Second is whether
any potential liability is transferred to the state in this
relationship or in anticipation of the state taking on a
different role in the future and whether or not the state should
seek indemification today to shield itself fromthat liability.

He assured the conmittee that the adm nistration has not been
advised by any of the legal consultants that sinply executing a
|icense sonmehow creates exposure to the state with regard to
wi thdrawn partners. If the state changed its relationship with
TC Alaska and becane an equity partner or sonehow joined
TransCanada as an owner of this project, then there would be a
di scussion about wi thdrawn partner liability in the context of
the type of relationship created and the indemification
associated with that.

COM SSI ONER GALVIN reiterated that the execution of the |icense
itself does not create a risk of liability; therefore the
admnistration does not feel it is necessary to discuss
indemmification at this tine.

2:47: 36 PM
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BONNI E HARRI 'S, Senior Assistant Attorney GCeneral, Departnent of
Law, Juneau AK, advised that her |egal perspective is consistent
wi th Comm ssioner Galvin' s explanation. The Departnent of Law s
research has not shown any way that issuing a license could
result in a liability to the withdrawn partners. She said the
idea that by issuing a license the state would sonehow becone
Iiabl e woul d be anal ogous to the state issuing a drivers |icense
to soneone to enjoy the privilege granted by the state to drive,
and that somehow making the state liable for the car paynents

There just isn’'t that kind of |egal connection in |icensing.

2:48: 58 PM

SENATOR STEVENS asked the conmi ssioner how the state can trust
the guarantee that any liability won't be rolled into the
tariff.

2:49: 33 PM

COWM SSI ONER GALVIN answered that as he understands it, there
would have to be a finding of a liability to the wthdrawn
partners of a subsidiary of TransCanada and that liability would
have to be considered to extend to TransCanada Corporate. That
is where the “deep pocket” is and where the liability would nost
likely rest. The question is whether TransCanada could try to
mtigate or be reinbursed for that through the tariff rate. The
FERC woul d not ask the shippers to pay for the liability w thout
a request from TransCanada; so if the liability were added to
the tariff, it would be a breach of the state’s contract wth
TransCanada and TransCanada would be Iliable for the damages
associated with that.

2:51:12 PM
SENATOR MCGQUI RE asked where that guarantee is found.

COM SSI ONER GALVIN replied that it was received on January 24,
2008 in response to a request for additional information that

was forwarded to TransCanada on January 16, 2008. In their
response, TransCanada stated that they would not add the
contingent liability into the tariff rate. The response was

signed by the applicant and was included in the license itself
as a binding portion of the contract. He read TransCanada’s
response into the record:

In the highly unlikely event the TransCanada AGA
applicants or any of their affiliates or subsidiaries
were to sonehow be required to pay an obligation to
the withdrawn partners of ANGPA, the TransCanada AG A
applicants hereby conmmt not to include such paynents
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in the rates for the project proposed in the AGA
application. W confirm that this conmtnent wll be
bi nding on the TransCanada AG A applicants if they are
awarded the AGQ A license.

2:53: 03 PM
SENATOR MCGUI RE asked what |egal forum was designated in the
event of contract dispute.

COWMM SSI ONER GALVI N responded “Al aska State courts.”

SENATOR MCGUI RE observed that the l|egislature could do requests
for additional information on sonme of these other subjects. If
that is a nmethod the admnistration has used to “shore up”
anbiguities in the contract, she queried, what would be the harm
in the Senate identifying areas of clarification that could be
reduced to witing, signed and notarized?

COWM SSI ONER GALVI N expl ained that the adm nistration has | ooked
at that issue of requesting additional information at this tineg;
the legal problem is that the conmm ssioners have already nmade

their finding and have found the license is in the state's
interest. So it would not be something the state could add to
the license as an additional, binding conponent. However the

state does have the testinony that was provided and the
clarifications that were made during this process, which serve
to interpret any anbiguous aspects of the l|icense. TransCanada
could not contradict an explicit aspect of the license, but to
the extent that sonmething is found to be anbiguous, the
testinmony provided will go to clarify and establish the intent
of the | anguage.

2:55:56 PM
SENATOR MCGUI RE persisted, if it [TransCanada’s conmmtnent not
to recover withdrawn partner liability in the rates] has been

agreed to and signed and notarized, what would be the harm in
anmending AGA to clarify that was the legislature’ s intent?

COW SSI ONER GALVIN said he did not wunderstand what Senator
McGQuire was | ooking to clarify.

SENATOR MCGUI RE wanted to know if the legislature could go back
and say that one of the "nust haves" was indemification from
outstanding liabilities that don't directly pertain to the
state. M. Bullock explained that if the |egislature went back
and redefined the terns in a way that would have affected the
outcone, that could be a problem but in this case it is clear
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it was never the intent that the state would be l|liable so, she
reiterated, what would be the harm in making that part of the
statute?

COM SSI ONER GALVIN said the primary distinction is that to say
the state would have no liability with regard to the w thdrawn
partners in its entirety would probably be an over statenent.
There is a chance the state may decide to becone a full partner
with TransCanada at sonme tine in the future or to join the TC
Al aska project in a different capacity and in that case, the
state will have to look at the issue of wthdrawn partners and
whether it inplicates that relationship. If the legislature were
to retroactively anmend AG A and add indemification as an
additional “nust have,” it would change the terns in such a way
that it would invalidate the conpetitive process that brought
the state to this point.

SENATOR MCGUIRE recalled being initially concerned about it
[withdrawn partner liability] and then getting information from
M. Palnmer that led her to believe it would not be a factor;
that the state would be indemified and it wouldn’t inpact the
tariff structure. Since that time she said, the legislature has
heard conflicting opinions from the FERC representatives: first
that the FERC wouldn't allow the liability to be factored into
the rates and then, in nore recent conmunications, that it could
be. She did not recall anything in the Senate Resources
Conmittee’s deliberations that would be inconsistent with the
concept of the state reaffirmng that any wthdrawn partner
liability will not be added to the rates and that the state wl|
be i ndemi fi ed.

3:00: 23 PM

COWM SSI ONER GALVI N stressed that the tariff issue is absolutely
clear. TransCanada has already indemified the state with their
testimony. As for the FERC testinony, the question is only
whet her FERC would or would not include the liability [in the

rates] if it was requested; the state has TransCanada s
commtment that they will not request it and, if they do, they
will be liable to the state for having done so. That is an

indemification as it relates to the tariff issue and that is
the only aspect of the state’s relationship with TransCanada
that is being inplicated by the issuance of an AG A license. As
for whether the state should deal with the wthdrawn partner
issue now in anticipation of a <change in the state’'s
relationship to TransCanada in the future, the admnistration's
position is that it would be premature to even get into that
di scussi on.

SENATE ENR COW TTEE - 26- July 29, 2008



SENATOR MCQUI RE respectfully disagreed. She said she wote a
brief to the ninth circuit [court] on the “DEWIline.” [DEWIi ne,
a network of cold war era radar nonitoring stations in Canada
and Al aska that have now been abandoned.] An oil and gas conpany
had a platform on federal |and and soneone was maul ed by a polar
bear. The victim settled with the oil and gas conpany and then
cane back to reach into the deep pocket of the federa
governnent, because the platform sat on the DEW |ine. Things
i ke that happen, she said, and she would feel nore confortable
going into this potential partnership if it were nmade very clear
that the state is indemmified and is not part of this wthdrawn
partner liability.

3:03:22 PM

COW SSIONER GALVIN said the admnistration has |ooked at it
very closely. The fact that sonme people refer to the AGA
license as a “partnership” is not a legally significant issue;
it’s a matter of what is the true relationship that’s being
created. The legal opinion is clear that it is not creating a
risk of liability on this particular issue. But, he stressed

the adm nistration does not want to provide the inpression that
the AG A license takes care of any liability in the event that
the state changes its relationship to TransCanada at sone point
in the future. It isn't an issue today; but if the state changes

its position the liability issue will have to be consi dered.
3:06: 14 PM

SENATOR STEDVAN said he understands that there is sone
possibility the Iliability could be included in the rates,

dependi ng upon whether the court ever asks the FERC to nmake a
ruling.

COM SSI ONER GALVIN responded that there are two aspects to
Senator Stedman’s question. The issue of whether or not the
l[iability exists is one. In that case, soneone would first have
to make a claim then a court would have to substantiate it.
Then TransCanada would have to seek to have that liability paid
for by shippers on the Al aska portion of the line; and finally,
the FERC would have to agree that it is an appropriate cost to
be added [to the rates].

SENATOR STEDVAN said it seenmed very clear from TransCanada' s

testinmony that they would not request that it be rolled into the
tariff.
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COWM SSI ONER GALVIN agreed. And if TransCanada doesn’t request
it, the state does not have a risk regardless of what a court
m ght find on the liability issue.

SENATOR STEDMAN was not sure the |anguage from TransCanada was
strong enough.

COW SSI ONER GALVIN said he would get Senator Stedman a copy of
TransCanada’ s response.

SENATOR STEDMAN said the conversation he had wth the
comm ssioners at the FERC seenmed very clear that it was an
unknown. |If the court ever ruled for the FERC to ook at it, the
l[itability could be in, it could be out.

3:09: 36 PM
COWM SSI ONER GALVI N t hought the nature of the question was “if
it were requested... if it were put into the application...

woul d FERC include it or not” and it sounds as if there isn't a
clear answer to that. The prem se of the question is that it is
requested by the applicant; and the state has a conmm tnent that
TransCanada won't request it, which nmeans that it wll not be
before the FERC conm ssioners for them to rule one way or the
ot her.

SENATOR STEDVAN said he didn't interpret it that way. His
understanding is that it could be challenged in court by one of
the withdrawn partners and, if they were successful in that
arena, FERC mi ght or mght not |ook at it.

3:11: 03 PM
COM SSIONER GALVIN reiterated that wthout an applicant
bringing it forward, it wll not conme Dbefore the FERC

conmm ssioners. There may be a liability established by a court
sonmewhere on TransCanada Corporate; they have liabilities that
will be established continually on different things and FERC is
not out there looking for Iliabilities that haven't been
requested by a pipeline to include in a rate.

3:11: 36 PM

SENATOR THOVAS was | ooking at the concept of w thdrawn partners
with regard to changing |anguage that could be a potential
probl em He asked who the withdrawn partners are and whet her any
have actually witten off their interest.

3:12:42 PM
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COW SSI ONER GALVIN did not have the infornmation with him but
said he woul d provide it.

3:12:56 PM

SENATOR W ELECHOWSKI wondered what would be the harm if the
| egi sl ature anended the “nust haves” to include a statenent that
anyone with withdrawn partner liability must indemify the state
against it. It would only inpact TransCanada and he assuned they
woul d agree to it.

COWM SSIONER GALVIN reiterated that changing the "nust haves”
woul d add an additional requirement to the state's conpl et eness
review, which TransCanada would not have net. Therefore the
state’s conpleteness determnation regarding TransCanada’s
application would be elimnated, changing the state’'s ability to
come forward with the license now before the |egislature. That
is M. Bullock’s determ nation, he said, and Ms. Harris agrees
with it. It would basically elimnate the existing license
before the | egislature.

3:14:49 PM
SENATOR W ELECHOWSKI asked Ms. Harris if she would expand on
t hat .

M5. HARRIS agreed with M. Bullock that it would take the
process back to the beginning. In the |aw of public contracts in
general, when the public body solicits bids, there is an offer
and the acceptance. The application in this case is the offer
and if the acceptance has different conditions than the offer,
it isn't the same contract.

SENATOR MCGUI RE asked Ms. Harris about change orders. She opined
that there are nmechanisns to anend a contract if both parties
are in accord.

3:17:55 PM

M5. HARRIS agreed that there are nethods to do that in public
contracts however, those contracts generally have a provision
for how change orders will work. AG A has a provision that is
simlar to that. TransCanada's offer, if accepted by issuing a
license, becones a contract; and there is a provision in AGA
that allows for <changes to the project plan wunder certain
conditions: the change has to be approved by the comm ssioners;
it cannot dimnish the value to the state; and it cannot negate
any of the “nust haves.” That is consistent internally with AG A
and allows necessary changes in the project plan after the
contract is established.
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3:19: 44 PM

COM SSIONER  GALVIN clarified that the RFA [Request for
Applications] would establish the paraneters of any change
orders. Simlarly within AGA there can be changes to the
project plan within the paraneters established in AS 43.90. 210
and the RFA, which established how nodifications would be done

That is a different scenario than going back and actually
changing the underlying statute, which would change the terns
under which the RFA was issued and inplicate the actual bid
process.

3:20: 45 PM
M5. HARRI S agreed with Comm ssioner Galvin's explanation.

3:21: 00 PM
SENATOR HOFFMAN pointed out that the goal is to get a gasline
Once the license is issued, both the majors and TransCanada have
said the line is not going to be built unless there is fisca
certainty. He asked if Comm ssioner Glvin agreed with that
statement .

3:21:54 PM

COWM SSI ONER GALVI N said he believes the producers have taken a
strong position that they want fiscal predictability before
making their gas conmtnments. AQA reflects that in the
provisions wth regard to upstream fiscal certainty. The
guestion becones “what is neant by fiscal certainty?’” The
state's assurance of predictability in the gas tax for the first
10 years is sonmething that is appropriate for the state to offer
to gas shippers and is an inducenent. The admnistration has
stated throughout that it will be evaluating whether or not that
is sufficient and appropriate as the project nobves toward an
open season. However, at this point the admnistration feels the
economcs of the project are sufficiently strong that the
i nducenents offered should be enough to get gas committed to
this line. Whether the producers nmay ultimately decide to forego
fiscal certainty in favor of control over the pipe and go after
the Denali project is sonething they wll have to balance
against other interests going forward. The finding and the
adm nistration’s public statenents recognize that they could
decide that those other interests are nore inportant to them
than fiscal certainty.

3:24:40 PM
SENATOR HOFFMAN asked if the adm nistration has spoken with M.
Pal mrer and does he agree that the 10 years on the books is
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enough fiscal certainty for themto proceed building the gasline
under the provisions of this |icense.

COM SSIONER GALVIN said the admnistration has not had
di scussions wth TransCanada about that, but he believes the
application speaks for itself. However, the issue has been
rai sed that TransCanada remains on the sidelines with regard to
di scussi ons between the state and the shippers on fiscal terns.

3:25:48 PM
SENATOR HOFFMAN opined, therein lies the nut that needs to be
cracked. | f t he adm ni strati on has not di scussed Wi th

TransCanada whether 10 years fiscal certainty is sufficient,
then what can we do. If we go back and give fiscal certainty for
a longer term the producers nmay have applied under AA so it's
a di scussion we should have had before the application process.

3:27: 34 PM

COWM SSI ONER GALVIN said he sees the issue from the opposite
side. That 1is, the state is placed at a disadvantage in
negotiations if it has to reach an accord on fiscal certainty
wi thout sufficient information about the economcs of the
project and the inplications on the decisions the shippers are
making. The administration believes that continuing those
di scussions as the project noves forward and the economcs are
clearer will put the state in a better negotiating position.

3:30: 07 PM

SENATOR HOFFMAN insisted that the admnistration should have
asked the one renmaining applicant, which had stated that the
line would not be built without fiscal certainty, whether 10
years woul d provide enough fiscal certainty for them to proceed
with the project.

3:31:10 PM

COW SSI ONER GALVIN said he nust have msinterpreted Senator
Hof f man’ s question. If the question is whether the 10 years of
fiscal certainty is sufficient for TransCanada to advance the
project, the answer is “Yes” and Tony Pal nmer has nade that clear
on the record. He thought the Senator was addressing a statenent
wi thin TransCanada' s application, which states that they expect
the state to work with the shippers to identify whether there
are additional concessions that need to be nade to get the
producers to commt gas to the line. TransCanada did not take a
position regarding whether the state needs to nake additional
concessions; but they are saying that they hope the state is
willing to entertain those discussions. TransCanada and TC
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Al aska are not the ones that will dictate what fiscal certainty
terms are needed in order to get the producers to this line.

3:32:39 PM
SENATOR HOFFMAN said it seenms the legislature nust be part of
the process for any changes in the gas tax structure.

COWM SSI ONER GALVI N agreed that any subsequent discussion about

fiscal certainty wll definitely have to I nclude the
| egislature. As to when fiscal certainty will be established,
the adm nistration feels the best approach is to advance this
project through the AGQ A process until enough information is

avai l abl e to determ ne what fiscal certainty is appropriate.
SENATOR HOFFMAN asked what tinme frame that woul d be.

COWM SSI ONER GALVI N believed it woul d be between now and the two
open seasons, that is during the next 24-30 nonths.

SENATOR HOFFMAN queried, what are the chances of getting that
guestion answered before the first open season?

3:35:52 PM
COMM SSI ONER GALVIN felt they were fairly good.

SENATOR HOFFMAN said the problem he has is that the |legislature
has the tinme to answer that question now, before entering into
the license and a one year delay will inprove the net present
value to the state of Alaska. He felt that if the adm nistration
will have the answer to that question before the first open
season, the legislature should wait until that tine and start
the process over after naking any adjustnments to AQ A that may
be necessary.

COWM SSI ONER GALVI N responded, in reference to M. Dickinson's
statenment that “it’s OK to delay this project for a year because
it increases the net present value,” that M. D ckinson was
referring to an anomaly in the state’s NPV analysis. If they
drop the state’s discount rate |ow enough, it appears that the
value to the state increases with delay. He opined that everyone
woul d agree getting the gasline built sooner rather than |ater
is in the state’s interest; it is not logical to think the state
i ncreases the value of the project by delaying it indefinitely.

He continued that there are a lot of noving parts right now a

| ot of negotiation and positioning going on anong the players
If the state wants closure on sone of the mmjor issues, they
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will have to stop sonme of the pieces from noving. Sonme of that
comes down to what the state is willing to accept and to give
up. Sone of that has to be locked in at sone point in order to
nove forward; they have to establish deadlines and a fixed
tinmeline.

3:40: 30 PM
SENATOR HOFFMAN agreed that nore noving parts need to be
elimnated and the biggest noving part he saw was fiscal
certainty.

3:40: 56 PM

COM SSI ONER GALVIN said he agreed that is sonething they need
to get closure on; but that isn't some thing the adm nistration
can decide wunilaterally. They have to position thenselves for
di scussions with the shippers.

3:41:30 PM

SENATOR WAGONER read a letter to Representative Samuels from
Francis S. Chang, Senior Council for Pacific Gas and Electric
Corporation, dated July 22, 2008. He said he felt it was
inmportant to have this on the record and that he wanted to know
if Legislative Budget and Audit had received any other letters
of this nature.

Regarding your letter to M. Stanford-Hartman, you
asked sever al guesti ons regar di ng rights and
obligations owed to PG&GE Corporation under the
partnership agreenment of the Al aska Northwest National
Gas Transportation Conpany and in connection wth
TransCanada Corporation |icense application under the
Al aska Gasline Inducenent Act. As you know, PGE
Corporation is the wultimate corporate parent of
Seal aska Energy Conpany, which is a w thdrawn partner.
M. Hartman requests that | respond to your letter. W
have reviewed our files and based on this review, we
do not believe that PG&E Corporation currently has any
rights to waive wth respect to TransCanada
Cor poration’s application.

SENATOR WAGONER enphasized that this letter was not distributed

to the Special Commttee on Energy and wondered if any others
had been received and had not been distributed.

CHAIR HUGE NS assured him that they would get the answer to
t hat .
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3:43: 45 PM

CHAIR HUGE NS questioned  Conm ssioner Galvin  about t he
adm nistration’s capital request for $3.5 mllion over the next
ten nont hs and asked what sort of inducenents were on the table.

COMW SSI ONER GALVIN said he was not famliar with the $3.5
mllion request.

CHAI R HUGE NS explained that it is by the Departnent of Natura
Resources, part of a $15 million request that is expected to be
expended between August of 2008 and June 2009 “to ensure success
of the first open season and subsequent open seasons and to
devel op additional state inducenents.”

COMM SSIONER GALVIN said that is a direct followup to the
di scussion with Senator Hoffman. The adm nistration anticipates
di scussions with regard to potential changes in the state's
fiscal system in order to attract gas to the initial open
season. As part of that, they anticipate the need for a
tremendous anount of analysis in order to evaluate the financia

inmpacts to the state associated with any particul ar proposal or
idea that may cone out of those discussions and will need access
to expertise simlar to that they used in analyzing the TC
Al aska application. They are asking for the funds so that the
state will be in the strongest position to participate in those
di scussi ons.

3:45: 59 PM

CHAIR HUGA NS said he understands that. The question is what
sort of inducements the administration is looking at for $3.5
mllion. What's the nmenu of inducenents?

3:46: 49 PM

COW SSI ONER GALVIN clarified that the $3.5 nmillion is not to
develop or identify additional inducenents as much as it is to
evaluate issues and information that relate to discussions
associated with upstreamfiscal issues.

CHAIR HUGA NS re-read the statenent fromthe capital request.

3:47:26 PM
COWMM SSI ONER GALVI N coul d not respond.

CHAI R HUGA NS suggested Conmm ssioner Galvin confer with DNR and
get back to him Assumng the |egislature does whatever it is to
spend that, he asked, when is the legislature going to be asked
to consider that expenditure?
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3:48:32 PM

COM SSI ONER  GALVIN answered that It isn't a unilateral
deci si on-maki ng process. The noney is for the adm nistration to
design ternms based on discussions they wll have wth the
shi ppers; so they have not devel oped a list of inducenents.

3:52:39 PM

CHAIR HUGA NS commented that it is $6.25 million over multiple
years through June of 2013, so there is sonme kind of plan to
spend a lot of noney on this. He was not sure how they cane to
the conclusion that it would take that long to cone up with the
terms and inducenents; but felt the legislature should be able
to anticipate when they are going to be dealing wth this huge
i ssue.

3:54: 08 PM

COMWM SSI ONER GALVIN agreed that as the admnistration reaches
the point of needing legislative action, they would want to do
it during a regular session; but he insisted that they have to
remain flexible to deal with these parties successfully.

3:56: 05 PM
SENATOR GREEN was curious why this request was not included in
the spring 2008 budget.

COWM SSI ONER GALVIN said it was tied to issuance of the |icense.
During the spring 2008 budget the admnistration did not know
t he outconme of the |icensing decision.

SENATOR CGREEN asked what would happen if this request was not
funded until spring 2009.

COWM SSI ONER GALVI N asserted that if the entire anount was not
funded, it would be detrinental to the state’s ability to engage
in discussions with regard to fiscal certainty, because they
m ght not have the funds to properly evaluate the issues as they
come forward in those discussions.

SENATOR CGREEN queried “This is primarily for consultants?”
COWMM SSI ONER GALVI N responded that is nost |ikely.
3:58: 00 PM

SENATOR GREEN noted that suppl enent al budgets are very
conveni ent but can distort the totals and she is always in favor

SENATE ENR COW TTEE - 35- July 29, 2008



of including things in the actual budget cycle. She was
di sappointed that it didn’'t cone sooner.

3:58:39 PM

SENATOR STEDVAN agreed. He thought it would have been nore on
point for the admnistration to conme in wth contingency
| anguage. In the event that they selected an applicant through
the AG A process, these are the expenditures they would like to
include for the current fiscal year.

3:59:46 PM

CHAI R HUGA NS wondered, assum ng the state has a fiscal package
after spending this anount of noney, who is this fiscal package
applicable to?

4:00: 39 PM
M5. HARRIS said it would not be for a specific conpany, but
woul d apply to the category of activity.

CHAI R HUGGE NS asked Conm ssioner Galvin about that because he
t hought t hat fiscal certainty appl i ed excl usively to
Tr ansCanada.

4:01: 31 PM

M5. HARRIS clarified that she answered wthin the general
framework of the application of law rather than this specific
scenario. She had no wunderstanding of the specific fiscal
package to which he referred.

4:03: 14 PM

COWM SSI ONER GALVI N responded that at this point, any question
related to the fiscal package is premature because they don't
know if they will need one or what it will look like. The root
of the question goes back to the treble damages issue. The
| anguage of the project assurance section of AGQ A says the state
will not pass a preferential tax treatnent to advance a
conpeting project. |If there is a general <change in the
production tax law, it would not trigger that. The question was
asked, “Wat if we make a change that applies to everyone
equally, but is actually intended to hel p advance one particul ar
project.” If the state does that, he feels they should admt it
and accept treble damages.

4:06: 41 PM
SENATOR WAGONER asked if the commttee would deal wth
anmendnent s and possibly nove the bill tonorrow
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CHAIR HUGG NS stated that the culmnation will be to vote on
nmoving the bill. He held SB 3001 and HB 3001 in comm ttee.

There being no further business to cone before the commttee,
Chair Huggins adjourned the neeting at 4:07:28 PM
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