M NUTES
SENATE FI NANCE COWM TTEE
April 28, 2007
1:44 p. m

CALL TO ORDER

Co-Chair Bert Stednman convened the neeting at approximately
1:44: 43 PM

PRESENT

Senator Bert Stedman, Co-Chair
Senat or Lyman Hof f man, Co- Chair
Senator Charlie Huggins, Vice Chair
Senator Kim Elton

Senat or Donny O son

Senat or Joe Thomas

Senat or Fred Dyson

Also Attending: TONY PALMER, Vice President, Al aska Business
Devel opnent , TransCanada Corporation and  Chief Executive
Oficer, Foothills Pipe Lines Limted; BILL WALKER, Project
Manager & General Council, Alaska Gasline Port Authority; PAUL
FULS, Legislative Liaison and Advisor, Alaska Gasline Port
Authority; MLES BAKER, Staff to Senator Stedman; ANNETTE
KRI ETZER, Conmi ssioner, Departnment of Adm nistration

Attending via Teleconference: There were no teleconference
partici pants

SUMVARY | NFORMVATI ON

SB 104- NATURAL GAS PI PELI NE PRQIECT

The Commi ttee heard t esti nony from representatives of
TransCanada Corporation and the Al aska Gasline Port Authority.
The bill was held in Commttee.

SB 125- PERS / TRS CONTRI BUT' NS; UNFUNDED LI ABI LI TY

The Committee was provided an explanation of a new conmttee
substitute by Co-Chair Stedman's staff and the Departnent of

SFC- 07 (1) 04/ 28/ 07



Adm nistration. The conmttee substitute was adopted and the
bill was held in Conmittee.

#sb104

CS FOR SENATE BILL NO. 104(JUD)

"An Act relating to the Alaska Gasline Inducenent Act;
establishing the Al aska Gasline |nducenent Act matching
contribution fund, providing for an Alaska Gasline
| nducenent Act coordinator; making conform ng anendnents;
and providing for an effective date.”

1:44:58 PM

This was the eleventh hearing for this bill in the Senate
Fi nance Comm tt ee.

Co-Chair Stedman stated that the first order of business today
would be a presentation from TransCanada Corporation about the
Al aska Gasline Inducement Act (AGA). He asked that the
testimony address "the interconnection between TransCanada and
Foothills Pipe Lines Linmted", one of its subsidiaries operating
inthe State.

1:45:18 PM

TONY PALMER, Vice President, Alaska Business Devel opnment,
TransCanada Corporation [TransCanada]l] and the Chief Executive
Oficer, Foothills Pipe Lines Limted, explained that Foothills,
which is owned by TransCanada, has been "the |icensee in Canada
for this project” for approximately 30 years.

1: 46: 35 PM

M. Palmer identified TransCanada as "the largest interstate
natural gas conpany in North Anerica". |Its holdings include
36, 500 mles of | ar ge i nch interstate/inter-provincial
pi pelines. The 50 year old conpany transports 15 billion cubic
feet (BCF) of gas each day.

M . Palmer informed the Committee that TransCanada was
originally formed to construct a pipeline from the province of
Alberta in western Canada to eastern Canada. That pipeline is
| onger than the pipeline that would be constructed from Prudhoe
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Bay to Alberta. Wwen the original pipeline began service in
1958, it initially transported 300 mllion cubic feet (MCF) or
approxi mately one-third of a BCF, each day.

M. Palnmer specified that the daily volume transported today is
seven BCF. In order to handle this increased capacity, the
original pipeline was "conpletely | ooped" by the addition of six
paral l el pipelines leaving Al berta. Product is now shipped to
m d-west and north-east United States (U.S.) markets in addition
to eastern Canada and Chicago. TransCanada noves two-thirds of
western Canada's gas to narket.

1: 48: 20 PM

M. Palmer noted that the original construction project included
"a 'pre-build for the Al aska Hi ghway Pipeline Systeni.

M. Palner advised that TransCanada recently acquired a major
U S pipeline interstate conpany, Anmerican Natural Resources
(ANR). This has allowed TransCanada's system to transport gas
north fromthe Gulf of Mexico to Wst Texas, OCklahoma, M chigan,
Il'linois, and Chi o markets.

M. Palner stated that this history attests to TransCanada's
"l ong-standi ng business of constructing and developing |ong
di stance pipelines as well as systens that are nore gathering in
nature” in that they nove gas from gas processing and
"conditioning plants to the borders of Al berta”. "An independent
pi peline nodel with rolled in tolls" was utilized to expand the
original 250 mle long gathering system to one that wll
transport approximately 11 BCF each day via 15,000 mles of

pi pe.
1:50: 06 PM

M. Palnmer reiterated that the conpany has been involved in the
effort to construct a gas pipeline to Al aska for approximtely
30 years. The first section of the aforenmentioned pre-build was
constructed in 1981. Another section was built in 1982 under the
specifications of Canada's Northern Pipeline Act (NPA). Further
expansions were made through 1998. Each section nmet NPA' s
standards that existed at the tine of construction.

M. Palner stated that, over the past 30 years, TransCanada has
invested approximately two billion dollars in anticipation of
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the project. The conmpany holds "valid and exclusive certificates
i ssued” under NPA for the Canadi an section of the pipeline.

M. Pal mer declared that these certificates were unusual in that
they have no expiration date. In contrast, the ternms issued by
Canada's National Energy Board (NEB) propose a two year tine
period within which the proponents of the Canadian MKenzie
proj ect nust begin construction or |oose their |icense.

M. Palnmer qualified that the open-ended certificate specific to
the Alaska pipeline project is recognition of the national
priority given it by both Canada and the U S. The U S. Federa
Regul atory Comm ssion (FERC) and the Canadian NEB approved
project conditions "under their normal regulatory procedure".
Both countries passed specific legislation for the project and
both signed a treaty supporting the project. "Those terns and
conditions are valid and effective today and are there for the
benefit of the project in both countries."”

1:52: 23 PM

M. Palnmer assured the Commttee that "Alaskan gas arriving in
Al berta we think will be attractive to the very liquid Alberta
hub". The approximte 11 BCF of gas that nobves each day through
the Alberta hub attests to it being "the nost liquid in North
Anerica". It is actively traded on the financial market and is
significantly "nmore liquid than the Henry hub”

M. Palnmer addressed the opportunities that would be available

for Alaskan gas in the Alberta hub, including financia
transacti on acconmodati ons. The expectation is that in ten years
when the gasline was ready for service, "there would be

sufficient spare capacity leaving Al berta" on TransCanada's and
other's systens "to nove the entire Alaska volunme to market" in
North Aneri ca.

1:54: 07 PM

M. Palner stated that while TransCanada would wel cone having
|l ong-term contracts for the use of its lines |eaving Al berta,
Al aska woul d have the option, as chosen by many of TransCanada's
custoners, to have short-term contracts. This option provides
"significant flexibility" for custoners "to choose narkets day
by day and optimze their systens and optimze their net backs
year by year".
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M. Palnmer noted that during the 1990s, TransCanada invested $14

billion into the construction of nore that 7,000 mles of
pipeline in Canada and the U S. It was able to construct between
500 to 1,000 mles of Iline "each year on budget and on

schedule". To put it in perspective, the length of the pipeline
from Prudhoe Bay to Al berta would be approximtely 1,750 m | es.

M. Palmer stated that any Menber desiring further information
about the conpany's "cost and reliability record" could contact
the Senate Resources Conmittee as this issue was thoroughly
addressed during his testinony before that conmttee.

M. Pal nmer shared that TransCanada has paid for "a right-of-way
through ... the entire Yukon for this project" since 1983. In
1993, TransCanada's rights were "recognized in the wunbrella
final agreenent between each and every First Nation in the
Yukon, the governnment of the Yukon, and Canada".

1:55:45 PM

M. Palmer qualified that this right-of-way easenent is
specifically identified "in each and every First Nation final
land claint that has been settled. It is expected to also be
included in the tw remaining First Nation settlenent

agreenents. This matter was also thoroughly discussed in the
Senate Judiciary Commttee hearings.

1:56:17 PM

M. Palnmer also advised that "the terns and conditions"” of
Canada's NPA agreenent with TransCanada/ Foothills as well as the
terms and conditions of the treaty with Canadian First Nations
and the benefits that would be provided to northern Canadi ans
were also discussed during the Senate Judiciary Committee
hearings. Exanples of TransCanada's responsibilities include the

"obligation to: consult wth those parties", to provide
traini ng, entrepreneuri al opportunities, and enpl oynment
opportunities. They would also be required to provide gas "to
certain comunities Wi th a fi nanci al contribution by

TransCanada/ Foot hi l | s".
M. Palnmer also noted that the agreenents specify that custoners

would be required to pay zonal tolls on sections of the pipe
they use. A custoner taking gas off the line in Witehorse would
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only be required to pay a toll on the pipe from Prudhoe Bay to
Wi tehorse. Property taxes and other things that nust be paid
are also specified in the First Nation treaties.

1:57: 53 PM

M. Palnmer finished the overview of the conpany and turned his
attention to the AG A | egislation

M. Palmer spoke of TransCanada's actions in recent years in
support of an Al aska gasline project. They had not resist US

Congress' action on the Pipeline Act of 2004 legislation
"despite, in our view, it being a clear work-around of our ANGTA
[ Alaska Natural Gas Transportation Act of 1976] rights and
entitlements. TransCanada and our subsidiaries are the sole
remaining partners in the original ANGIA partnership that was
going to construct the pipeline in Al aska."

M. Palnmer noted that TransCanada decided to take a position of
conprom se because they had "a significant position in the

Canadi an section of the project”. The decision was nade "not
oppose that legislation when it was being considered by the U S
Congress," even though it gave other parties the right to
construct a pipeline through Alaska". It did not affect any

pi peline in Canada. TransCanada concluded it would not resist
the legislation if that's what "was needed to advance the
proj ect”.

M. Palmer also noted that TransCanada "actively" responded two
years prior to a request from former Alaska Governor Frank
Mur kowski's Admi nistration, "to provide it wth alternatives
under the Stranded Gas Devel opnent Act (SCGDA) franework".

1: 59: 36 PM

M. Pal mer expressed that TransCanada  had significant
negotiations wth the Mirkowski Administration. Wile the
di scussions were productive, Governor Mirkowski decided to
"negotiate solely with the three producers and we stood aside".

M. Pal ner advised that TransCanada began an effort to acquire
State right of way status in June 2004. The application process
was conpleted and submtted in February 2005. To date, the State
has not nmade a determ nation on that application.
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2:00:41 PM

M. Palmer remnded the Commttee that TransCanada submtted
witten comments to the Legislature |ast year about the draft
contract developed by Governor Miurkowski and the three Al aska
North Sl ope (ANS) producers. Those comments were limted to the
Canadi an section of the line only. Wile the remarks did not
address the nerit of the legislation, they did convey "a
significant difficulty wth that contract with regards to its
treat ment of Canada"

M. Palmer reiterated that TransCanada has "nmmintained and
improved its rights to expedite the project in Canada" by its
actions. For exanple, its 12 year effort to acquire 100 percent
ownership of Foothills is beneficial because negotiations would
only involve one party as opposed to nunerous ones.

2:01:38 PM

M. Pal mer al so acknow edged "that the ANS producers control the
majority of Alaska's proven gas reserves", under |eases granted
by the State decades earlier. Those parties have conmunicated
“certain requirenments before they wll support a gas line
arrangenent”. They have shared their requirenments wth the
Legi sl ature over the past several nonths.

M. Pal mer pointed out, however, that "the State of Al aska has a
sovereign responsibility to Alaskans and the State is also
indicated certain objectives before the State will commt to a
gasline arrangenent”. "To date, our observation is the producers
and the State have not reached an acceptable agreenent. There's
in effect an inpasse.”

2:02: 32 PM

M. Palnmer concluded that Governor Sarah Palin has introduced
the Alaska Pipeline Inducenent Act (AGA) in an effort "to
advance the project. W support efforts to end the inpasse and
advance the project now " TransCanada continues to support
getting a gas line project "in service expeditiously to serve
North Anerican markets because we believe that would be
advant ageous to Al aska, to Anerica, and certainly to Canada and
our conpany as well."
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M. Pal mer contended that gas consuners, the governnents of both
the U S. and Canada, and the industry would be "best served by a
| arge scale" trans-continental project that could transport
approximately 4.5 BCF per day.

2: 03: 28 PM

M. Palnmer reaffirmed TransCanada's preference for a five-party
conprom se to advance the project. This would include the three
ANS producers, the State, and TransCanada. "Certain facts" nust
be considered: the producers do hold the gas under existing
| eases; TransCanada does hold the basis for expediting the
project through Canada; and the State of Alaska is accountable
for Alaska's long-run developnent and economc interests”.
TransCanada is prepared to conpromse as evidenced by its
willingness "to not insist on our past rights” in the State.

M. Pal mer advocated for conprom se anongst the five parties "in
conjunction or parallel wth the current AG A process".

2:04:41 PM

M. Palmer directed his remarks specifically to AGA AGA
specifies that the State would provide "certain inducenents to

pi peline developers and gas producers”. It also establishes
specific application requi renents under a request for
applications (RFA) process. "TransCanada accepts the necessity

of Alaska's initiative to inplenent a new process to neet its
obj ectives".

M. Palnmer shared TransCanada's concern to AG A would require
the licensee "to obtain a FERC certificate regardless of the
outconme of initial open season". |ndependent pipeline devel opers
m ght not participate in an AGA RFA if this requirenent was not
anmended.

M. Palnmer continued. AG A proposes a cost share between the
State and the licensee: up to a 50/50 basis through initial open
season and up to an 80/20 post-open season through the FERC
certification. TransCanada supported the State's 50/50 cost
sharing prior to an open season. However, private pipeline
devel opers mght be reluctant to conmt nonies to pursue a FERC
certificate if the initial open season has not attracted enough
gas commtnents to nake the project viable.
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M. Palmer stated that while nobnies spent toward obtaining a
FERC certificate could potentially save tine if custoners were
ultimately found, the nonies were at risk if the project did not
proceed.

2:06: 07 PM

M. Palmer pointed out that the State's circunstances differed
from those of a pipeline proponent. "The pipeline proponent
| ooks to the return it will receive on the capital it invests in

the project. The State has many other avenues of revenue from
this project other than sinply royalties and tax collection.”
This would include the nultiplier effect of enploynent and ot her
devel opnent .

M. Palnmer specified that as a pipeline devel oper, his focus was
to "the noney and the talent” required to invest in the project

"and the risk that | take of conmtting that noney and talent
relative to return of that noney over time, and a collection of
an appropriate risk premum for the noney that | commt". 1In

TransCanada' s experience, this would be the independent pipeline
devel oper's only source of noney.

2:07:24 PM

M. Palner stressed that "the <cost of pursuing the FERC
certificate wll be substantial”. This activity "would not
directly lead to custoner conm tnents". Nonethel ess, he assured
the Committee that if the initial open season did "not secure
sufficient volunmes or credits", TransCanada "would continue to
seek custoners and credit for sone reasonable period of tine".

M. Pal mer stressed, however, that they would prefer not to have
our "talent and noney committed to the dual efforts of a FERC
certificate at the sane tinmes we're pursuing custoners and
credit".

2:08: 08 PM
To t hat poi nt, M. Pal mer strongly recommended t hat
consideration be given to anending l|language in the bill that

required the licensee to work toward FERC certification "unless
adequate shipper commtnments or an alternate source of credit
are in place".

SFC- 07 (9) 04/ 28/ 07



2:09: 09 PM

M. Palnmer concluded his remarks by reiterating TransCanada's
position "that the nost expeditious and equitable path" through
which to advance the gas pipeline project "is a collaborative
arrangenment” between the ANS producers, the State, and
TransCanada. TransCanada al so urges reconsideration of the FERC
certification process. TransCanada's participation in AGA wuld
depend on the final form of the bill and the terns of the
appl i cation process.

M. Pal mer assured the Conmmittee that TransCanada woul d conti nue
to support the endeavor to reach "a five-party arrangenent”. |If
TransCanada was not the entity awarded the Al aska portion of the
project, it would be willing "to vend" its substantial "rights
and assets to the successful party that comercializes the
project in Alaska ... under one condition and that is that they
connect with us at the Canadi an border".

2:10: 09 PM

Co-Chair Stedman asked M. Palnmer to affirm the conpany's
ability to undertake this project.

M. Pal mer responded that the conpany was capabl e of undertaking
the project. However, the imensity of the project should be
enphasi zed. While TransCanada has conpleted pipelines "nuch
| onger than this on tinme and within budget”, a project of this
magni tude would have "several forns of conplexities". Capital
costs, the 1,750 mle length of the project, and the fact that
the project crosses two countries and numerous jurisdictions add
to the conplexity.

\V/ g Pal mner expressed that TransCanada's "long history of
successfully devel oping conplex projects and understanding and
i npl ementing the significant conprom ses that are needed between
governments, customers, environnental issues, other stakehol ders
including First Nations and comunities as well as commerci al
parties" speak to the conpany's ability to wundertake the
proj ect .

2:12: 15 PM

M. Palmer next addressed TransCanada's financial capacity.
"Wth the US. federal |oan guarantee for this project to cover
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the debt", TransCanada's equity conponent specific to the
Canadi an portion of the gasline "is less than one year's cash
flow'. The conmpany is "very well-positioned to construct this
project” and woul d wel conme having a role in the effort.

2:12: 40 PM

Co-Chair Stedman asked M. Palner to expand on TransCanada's
position that "going to the FERC certificate through failed open
seasons” mght be "an inpedinment” to their applying for the AG A
license.

2:12:55 PM

M. Palner considered the term "an inpedinent" to accurately
portray TransCanada's position on this "significant issue". The
application |anguage in the final version of the bill would be
carefully considered with specific attention to the Ilikelihood
of there being a successful open season.

M. Palner stated that TransCanada's board of directors would
t horoughly "exami ne the possibility of a successful open season”
under the application language in the bill. Included in that
di scussion would be a review of "what further comm tnents” would
be required of the corporation were insufficient volunmes or
credits attracted during the open season.

M. Palnmer asserted that the conpany's 30 year history was
indicative of its conmtnent to this project. "W intend to be
there when this project is conpleted.”

M. Palnmer contended that if the open season's commtnents were
|l ess than needed, the conpany would continue "to I|ook for
custoners or credit". The Board would be interested in the |evel
of talent and financial capacity that would be required of the
conpany during the nmulti-year FERC certificate application
period. This "would be a substantial conmtnment” of corporate
funds. The State would al so "have significant investnent” during
this tine.

M. Palmer reminded the Conmittee that the State's perspective
woul d differ fromthat of a pipeline proponent.

SFC- 07 (11) 04/ 28/ 07



M. Pal mer acknow edged that the bill's current FERC certificate
| anguage "was a significant hurtle" to the Corporation in
respect to its "decision whether or not to apply".

2:15: 07 PM

Co-Chair Stedman asked whether TransCanada had ever sought a
FERC certificate after a failed open season or another simlar
scenari o.

2:15:26 PM
M. Pal ner was unaware of any such situation.

M. Palmer noted that 30 years ago when the original certificate
for this project was granted, no open season had been conducted
because it was deened a national priority of both the U S. and
Canada.

2:16: 16 PM

Senator Huggi ns acknow edged the consistency of TransCanada's
concern "about a failed open season going to FERC certificate".
He surm sed that such a situation would be of concern to both
the applicant and the State. He also agreed that "it's nuch nore
inmportant to get gas in the pipeline than it is to go to a FERC
certificate based on the paraneters”

2:16: 38 PM

Senator Huggins, a nenber of the Senate Resources and Senate
Judiciary Commttees, pointed out that the concern about the
Federal |oan guarantee was new since TransCanada's testinony on
the bill before those commttees.

Senat or Huggins asked M. Palnmer to comment on a hypothetica

situation in which AGQA had been amended to address
TransCanada's concerns about the FERC certificate and a failed
open season. In this scenario, a conmpany had acquired its FERC
certificate but had not cenmented its financing. In other words,

t he open season had not been successful.

Senat or Huggi ns understood that the problem was that the five-

year period provided in AGA to acquire such financing did not
mesh with the federal |oan guarantee. It would expire two years
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after the issuance of the FERC certificate if financing had not
been acquired.

2:17:58 PM

M. Palnmer appreciated the recognition of TransCanada's concern
about the FERC certification. Regardl ess of whether new | anguage
was adopted, if TransCanada was successful in the effort to
acquire the FERC certificate, but had not correspondingly
secured project financing and the federal |oan guarantee tine
period was about to expire, it and other stakeholders, including
the State of Alaska, would seek a federal |oan guarantee
extension. "Any prudent party would be doing so".

M. Palnmer declared that having the federal |oan guarantee
expire "would be a very significant event." Losing the federal
debt support would require the conpany "to go solely to the
public markets seeking debt support.” Finding support to mrror

that proposed by the federal governnent would be "a significant
hurtle for any project of this scale".

2:19: 26 PM

M. Palmer communicated it being unusual "that a project of this
scale would be funded up to 80 percent debt". In addition,
financing a project of this size typically "would require a
hi gher coupon rate from just comercial parties than one that
woul d be supported by the federal governnent".

2:20: 45 PM

Senator Huggins stated that his remarks were intended to
underscore TransCanada's position that acquiring the custoner
base was nore inportant than getting the FERC certificate. For
"the federal |oan guarantee, as witten today," would expire in
two years regardless of "how good the FERC certificate is" if
there were no custoners. This strengthens "the inportance of
getting gas in the line".

M. Palnmer affirmed that "attracting custoners or credit is the
nost critical factor to make this project proceed".

M. Palnmer referenced his earlier remarks about TransCanada's

efforts to advance this project and the need for conpromse
anong the parties involved. Even were conprom ses nmade, the
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project "without custoners and wthout «credit” would not
proceed. A pipeline applicant should not be required to acquire
"a FERC certificate w thout having customers or credit".

2:22:17 PM

Senator Huggi ns asked how TransCanada mght view the State's
offer to provide $500 million toward the project in return for
sonme equity in the pipeline.

M. Palnmer understood the intent of the State's $500 mllion

contribution toward the project was to, "in effect, reduce the
capital costs of the project”. Nonetheless, TransCanada would
consider the proposal were the State's intent "instead to have

that noney included in the cost of the project and were seeking
an equity position in the project for that contribution".

M. Palmer clarified however, that TransCanada would not be
attracted to the State being a shareholder in the project if the
money could not be applied toward project capital costs as
currently specified in the bill.

2:23:33 PM

Senator Elton, who was hearing TransCanada's testinony for the
first tinme, asked whether a copy of M. Palner's remarks could
be provi ded.

Co-Chair Stedman stated that the requested naterial would be
made avai l abl e.

Senator Elton asked whether TransCanada agreed with others that
the construction phase of the project mght take up to three
years.

2:24: 21 PM

M. Pal mer  concurred. Once all the required conponents,
including custoners and permts, were in place, the project
could reasonably be constructed in tw to three years

TransCanada estimates that one year of | ogi sti cal pre-
construction work and two years of construction work would be
required.

2:25:22 PM
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Senator Elton, in order to better wunderstand the |evel of
conprom se that would be required, asked whether M. Pal ner
"suspected" that the State would be required "to conprom se as
much noving forward fromthis point as we did under Stranded Gas
Devel opnent Act (SGDA)"

M. Palnmer understood that the agreenent reached on the SGDA
worked for many of the involved entities, but not for the
Legi slature. TransCanada believes that the structure of this
project "must work"™ for the people and governnment of Al aska, the
t hree producers, TransCanada, and any involved stakehol der. "The
degree of conpromise the State needs to make has to be
sonething” that the citizens and the State could support. The
SGDA agreenent did not garner such support.

2:26: 52 PM

Senator Dyson asked for information about pipeline material
strength; specifically the pound per square inch capacity that
woul d be required to transport gas "in a super critical state".
He also inquired to TransCanada' s experience with such gas.

2:27:50 PM

M. Palmer stated that TransCanada's design plan for this
project currently specifies "x80 pipe". This pipe would
accommodate up to 80,000 | bs per square inch with "2,500 pounds
of pressure on a daily basis". X80 was adopted as the conpany's
pi pe standard in 1995 and they have approximately 1,800 mles of
it in use in North Anmerica.

2:28: 47 PM

M. Pal mer announced that TransCanada m ght decide to use x100
pipe on this project. It is also considering making this "next
generation of pipe" its new standard. The conpany has been
utilizing this Japanese or North Anerican-manufactured pipe,
since 2003 in Alberta and eastern Canada. It is |lighter than x80
and therefore | ess costly to accommodat e.

2:30: 31 PM

Senator Dyson asked for assurance that these pipes could
reliably transit Al aska's gas.
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M. Pal ner declared that x80 would be able "to manage that wth
no problenmt. The approximate 1,075 British Thermal Units (BTU)
gas anticipated to |eave Prudhoe Bay would be simlar to the
volume of gas transported in TransCanada's western Alberta
pi pelines today. He noted that Alberta currently has two gas
processing facilities: one near the eastern edge of Alberta for
gas heading to eastern regions and one near Calgary for gas
headed toward western narkets.

M. Palnmer concluded that while x80 pipe would suffice, "x100
pi peline would sinply nean a cheaper pipeline project."”

2:32: 03 PM

Senator Dyson asked whether TransCanada's "approach to this
project” mght change were "one of the State's off-take points”
to renmove gas |iquids.

2:32: 23 PM

M. Palnmer responded that the owners and shippers of the gas
woul d nake the decision "as to where |iquids would be renoved".

M. Palnmer specified that renoving liquids at a termnus in
Al aska "would be unlikely to change the pipe strength". It would
however, reduce the nunmber of "BTUs to spread the cost of the
pi peline over" as costs are typically spread over the nunber of
BTUs that "ultimately are going to the destination". For
exanple, there would be a seven percent reduction in the nunber
of BTUs over which to spread the cost were 75 BTUs renoved from
a 1,075 BTU gasline. He noted that stripping plants in Alberta
typically renove 75 BTUs

2:33:35 PM

Senat or Thonmas sought further discussion in regards to "the
licensee and the |oan guarantee"; specifically [unspecified]
| anguage that reads "the authority of the secretary to issue a
federal guarantee in instrunents wunder this section for a
qualified infrastructure project shall expire on the date that
is two years after the date on which the final certificate of
public convenience and necessity including any Canadian
certificates of public convenience and necessity is issued for
the project”.
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Senat or Thonas, referring to Senator Huggins's earlier
hypot hetical scenario on this issue, asked M. Palner what he
deened to be the difference between an entity's holding "a
license on one hand and the certificates of convenience in
Canada and in Al aska".

2:34: 30 PM

M. Palnmer stated that TransCanada defined the term "license" as
the license Alaska would grant under AGQ A. TransCanada believes
that approximately 12 nonths following the conpletion of a
successful application process, "the State of Al aska would be
granting a license under AG A".

M. Palmer continued. The certificate of public conveni ence and
necessity (CPN) is a FERC certificate. This is referred to as
either a NEB" or "NPA" certificate in Canada. TransCanada
currently holds an NEB for this project in Canada. It also
possesses a FERC certificate under ANGIA. To that point, he

noted that, as referenced earlier by  Senat or Huggi ns,
TransCanada has requested a "technical anendnent” that would
allow TransCanada, if they chose to participate in AJA to

acquire the certification needed to pursue the project in
Al aska.

M. Palnmer reviewed the process the successful |icensee nmnust
conduct in order to obtain their certificate of public
conveni ence and necessity. The process, which is anticipated to
take approximately five years, includes conducting an open
season, submtting a FERC application, and undertaking the
associated multi-year FERC certificate process.

2:36: 59 PM

Senator Huggins addressed the project tineline. AGA currently
specifies a 36 nonth open season. The |icensee would be required
to submt their FERC certificate application by year five. The
ensuing FERC certificate process would take approximately two
years. Thus, an entity could be granted a FERC certificate by
year seven. The federal |oan guarantee, as currently specified,
woul d expire in year nine if financing had not been arranged.

2: 37: 58 PM
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Co- Chai r St edman asked TransCanada' s position on t he
legislation's "debt to equity ratio requirenent of a maxi num
equity position of 30 percent”.

2:38: 18 PM

M. Palnmer advised that TransCanada was confortable with the
maxi mum 30 percent project equity position under the current
AG A structure and the availability of the federal | oan
guar ant ee.

Co- Chai r St edman asked whet her TransCanada "woul d be
confortable” wth that maxinum being lowered to a 20 percent
equity position.

M. Palnmer stated that the corporation would "be willing to | ook
at sonmething different than 30"; however, their opinion is that
"20 percent is too low for the risk of this project".

2:39: 07 PM

Co- Chair Stedman asked TransCanada to comment on the issue of
"rolled in verses increnental rates". A rolled in rate structure
is specified in Section 1, Sec. 43. 90. 130. Appl i cation
requi renents. subsection (7) on page 6 beginning on line 11 of
the bill.

M. Palnmer responded that TransCanada supports the utilization
of a rolled in rate structure for AGA Rolled in rates are
standard i n Canada.

M. Palnmer disclosed that TransCanada conducted an analysis of
the pipeline system they designed for this project. That
analysis indicates that, were the initial pipeline volune 4.5
BCF a day, "the rolled in tolls, up to 7 BCF, would not" exceed
the initial 4.5 BCF a day rates. Their determnation is that
“"this is not a significant issue for this project” in respect to
a 50 percent expansion over the initial volune.

Senat or Dyson understood the rolled in rate standard has worked
well in Canada. |If an original shipper determned they were
subsidizing new shippers, they <could appeal to the NEB
Hi storically, the deternmination has been that the rolled in rate
process had "not been detrinmental” to the original investors or
i nhi bited the process.
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M. Pal nmer considered Senator Dyson's summary of the rolled in
rate process experi ence in Canada to be a "fair
characterization".

M. Palnmer again spoke in support of the ability to conprom se.
Conmpromi se is often "required from parties that are shippers on
the pipeline as well as the pipeline conmpany”. In his
experience, the ability to conpromse is inportant, especially
for "the long run interest for a project that is going to be
likely a single source pipeline for a very long tine".

M. Palner reviewed the success of the rolled in rate structure
for TransCanada's pipeline in Canada, which is also a single
source pipeline. Rather than precluding developnent, "it has
encour aged” it.

2:43:32 PM

Nonet hel ess, M. Palnmer acknow edged the concern of initial
shi ppers. "They don't want to be in a position where it's all
one-sided for future custoners". Every pipeline conpany | ooking
to the future wants to attract new custoners while also
"want[ing] to be fair to those initial customers”.

2:44:09 PM

M. Palmer stated that initial shippers would be wunfairly
treated were a pipeline they had firm 25 year shipping
commtnments with at a particular tariff to "allow interruptible
custoners to get service on a daily basis at half that rate" two
years later. This action would advantage the interruptible
custonmers in the gas marketplace. A pipeline conpany should
favor long term firm commtnent custoners as they would hel p get
the pipeline built, would financially support the day to day
operations of the pipeline, and would pronote expansion and
devel opnent over tine.

2:45: 04 PM

Senat or Huggi ns asked whet her pipeline conpanies were forced to
negotiate rates wth shippers.

M. Palmer deened it "normal on a new project that negotiated
rates”", in many different forns, would be considered. This would
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i nclude such things as "a differing collection of depreciation

over tinme" and even "fixed tolls". He noted however, that
negotiating fixed tolls on this project, with its significant
| evel of risk, would be unlikely. FERC also has tol

requi renents that nust be adhered to.
2:46: 19 PM

Senator Huggins was surprised to have recently heard an
econoni st project a gas pipeline tariff rate, excluding the gas
treatment plant, of $1.65. He asked TransCanada whether that or
any rate could be calculated at this stage of the project with
certainty.

2:47:01 PM

M. Palmer conmunicated that TransCanada and likely any entity
that has studied this project have estimtes of what |evels of
tolls and tariffs would be required. However, at this stage,
those estinmates are sinply "assunptions” based on such things as
projected capital costs, operating costs, volunes, taxes, and
expectations of when the project would begin service. The
cal cul ations would be updated prior to the open season process,
and would be further refined as that process unfolded. The
licensee would desire the nost accurate toll and tariff
estimtes possible in order to "advance proposals to potenti al
custonmers". Therefore, the fact that an econom st had cal cul at ed
atariff rate was not unusual.

2:48: 36 PM

Senator Huggins asked to the reliability of that $1.65 tariff
esti mate.

2:48:48 PM

M. Pal ner discussed actions that a project devel oper mght be
required to do to attract custoners to a "binding open season.
This would include such things as presenting "a fixed range" of
tariff estimates. Otentines, negotiations include |anguage
speci fying that the agreenent would be binding on the custoner
if "the toll was not increased nore than 25 percent”. If the
tariff exceeded that range, the custoner could wthdraw by a
certain date.
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M. Pal mer noted however, that the project would not necessarily
be considered "a failure" that if tariff costs increased beyond
that 25 percent range. Custoners mght still consider the
project "the best possible alternative in the narketplace and
mght reaffirmtheir commtnent”. Nonetheless, if they w thdraw,
the project manager would have "lost the noney between the tinme
where we committed, and the tinme where they've wthdrawn”. That
is arisk for the project manager

2:50:42 PM

Senat or Thonas asked TransCanada to coment on "the concept that
all risk is ultinmately passed to the resource" providers.

M. Palnmer did not support that concept. Shareholders as well as
debt hol ders believe they take risks. The question is "who takes
what risk in which projects”. For exanpl e, the nonies
TransCanada has conmitted to this project to date "are at risk"
as are the nonies they mght spend on the AG A license as they
"m ght not be the successful applicant”.

M. Palmer argued that, even if they were successful, "there is
a reason"” that pipeline conpanies are required to have up to 50
percent equity. "It's because we have risks". Oherw se,
projects would be funded with 100 percent debt or substantially
| oner financing costs. Unfortunately no bank is willing to do
that. They always ask "pipeline shareholders to take the risk”

M. Palmer continued. Pipelines face regulatory, volune, and
operating risks. "Rigorous debates"” occur between pipeline and
regulatory entities in regards to the "degree of risk they
shoul d take and what the appropriate return should be".

2:53: 20 PM

Senator Dyson voiced that "sone of the producers” think they
should "control and build the pipeline because they only can
manage the pipeline and not have cost overruns that would
reflect on the tariff" against their conmpany. To that point, he
asked what pipeline constructers could do to protect shippers
from construction cost overruns.

2:54:11 PM
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M. Palnmer opined that "potential" AG A conpetitor could match
TransCanada's track record for constructing and operating |arge
regul ated pipeline projects over long distances in a cold
climate environnent.

M. Palnmer stated that the conditions surrounding the origina
North Slope gas pipeline project, 30 years ago, required the
participating pipeline conpany to take "a portion of the capital
cost risk". Wile TransCanada could commt to a maxinmum 30
percent equity, it could not commt to 100 percent of the
capital cost risk because "of the likely return for a regul ated
pi peline” it would receive.

M. Palnmer rem nded the Commttee that, unlike gas producers and
the State, a pipeline owner does not benefit from increasing gas
prices.

2:56: 33 PM

Co- Chair Stedman thanked M. Palnmer for his testinony.

AT EASE 2:56:46 PM/ 3:10:50 PM

Co-Chair Hoffman called the neeting back to order.

Al aska Gasline Port Authority
Presentation

3:11:17 PM
Bl LL WALKER, Project Mnager & General Counsel, Al aska Gasline
Port Authority (AGPA) introduced hinself and AGPA' s legislative
iaison advisor, Paul Fuhs. M. Fuhs had "a long history”" wth
t he endeavor to advance an Al aska gasline project.
M. Walker addressed information in a handout titled "Al aska
Gasline Port Authority Presentation to the Senate Finance
Comm ttee April 28, 2007" [copy on file] as foll ows.
3:11: 59 PM

Page 2

AG A is Good for Al aska
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* Open, transparent and conpetitive

e ldentified clear evaluation criteria

* Inducenents to project applicants in exchange for
specific comm tnents

 Enpowers sel ect ed appl i cant to build successf ul
consortium | eading to open season

M. Wal ker characterized AGA wth its "open, transparent,
conpetitive process”, "good" for the State. AGPA is "encouraged
by the reaction”™ their project has received "from potential
partici pants" from around the country because of AQ A

M. Wl ker announced AGPA's intention to apply for the AGJA
license. Their efforts to date align with those of AGA in that
t hey al so support the creation of "a consortium ...as part of the
application process".

M. Wl ker declared that AGA "is working even before it is
passed, because of the attention"” the process has brought to the
State. The interest in AGQA in both the United States and
Canada, has nmade it easier for AGPA to discuss the nerits of its
proposal with the industry.

M. Wl ker shared that sonme have asked what AGPA has been doing
recently as it has been fairly quiet. Hs response is that "it’'s
a lot quieter playing offense than defense”". AGPA has "been
pl ayi ng of fense since the AG A process began".

M. Wal ker noted that AGPA representatives have been traveling
quite a bit in their effort "to put a consortiumtogether".

3:13:35 PM
Page 3
| ndi cative AGPA Project Structure

[ Diagram depicting the variety of entities that would be
involved in the consortium envisioned by AGPA to bring
Al aska's gas to market. These entities would include the
Gas  Producer/ Shi pper, the Regas Term nal Omner , Gas
Oftakers, the Gas Conditioning Plant (GCP) Pipeline
Engi neeri ng Pr ocur enent (EPO) Contract or, t he EPC
Contractor, the Liquefied Nature Gas (LNG Facility EPC
Contractor, the GCP Qperator, the Pipeline QOperator, the
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LNG Facility Operator, the LNG Ship Omer, and the
Fi nancing Institutions.]

| ndustry leaders wll be involved in all conponents of
AGPA' s proj ect

M. Wl ker described the role of AGPA as one of "a facilitator”
or the entity putting together "the structure"” of the project.

M. Walker stated that when the Trans Al aska Pipeline System
(TAPS) was originally being considered, the producers asked
t hen- Governor WIlliam Egan to provide State financing for the
Al yeska Marine Termnal. Governor Egan was unconfortable wth
"the closeness of that relationship”" and suggested the Cty of
Val dez undertake that responsibility. Consequently the City of
Val dez passed a two billion dollar bond which financed that
term nal .

M. Walker noted that a simlar "conduit package" process was
initially considered by AGPA. It would "put together a structure
t hat provided econom c benefit to a project; that would increase
soneone's revenues to the wupstream by wusing a tax exenpt
structure”.

M. \Wal ker expressed AGPA's awareness of the fact that a
specific "named" business must be in place for each of the
generic entities depicted on the diagram Sone agreenents have
been made; others are in process.

M. Walker specified that in order for this to be a "viable
project" there nust be world class |eaders in each of the areas
depicted. "They cannot be start-up conpanies”. This is the
reason AGPA began negotiations wth the large well-known
conpany, Bechtel Corporation.

M. Wal ker noted that port authorities such as AGPA often becone
involved in a project when no one in the private sector thought
the project would generate sufficient return. There is value in
the structure a port authority brings to a project as evidenced
by the hundreds of port authorities operating in the United
St at es t oday.

M. Wil ker contended that it is often difficult to know a port
authority was at the root of a successful project it since the
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spokespersons for the project were "world-class recognized
| eaders in each of their areas of expertise".

3:15: 57 PM

PAUL FUHS, Legislative Liaison and Advisor, Al aska Gasline Port
Aut hority, infornmed the Commttee that AGPA was established by
legislation in 1993. |Its organization resenbles nbst port
authorities in the country, particularly that of t he
"conservative state", Wonm ng. The Wom ng Gasline Authority was
successful in its endeavor to create an operating pipeline in
the state when the private sector there was unable to.

M. Fuhs stated that Ilike the port authority in Womng,
Al aska's port authority is conprised of a snall board. The
private sector conpanies involved in the port authority project
woul d actually operate it.

M. Fuhs also likened the port authority process to the Al aska
Permanent Fund. "A small board runs it on behalf of the people
of the State of Alaska to neke sure that it neets State
interests, but then you hire the best private people in the
world that you can to actually operate it".

3:17:12 PM
Page 4
AGPA Project Description

e @Gs Conditioning Plant in Prudhoe Bay
O renoves inpurities
0 conpresses and chills t he gas to pi peline
speci fications

e Pipeline from Prudhoe Bay to Val dez
o parallel to TAPS (max. capacity: 6 Bcfd)
O pre-build to Delta Junction for later tie-in for the
Al aska/ Canada H ghway Proj ect
o tie-in at Gennallen for a spur line to Al aska South
Central natural gas grid

e LNG Facility in Val dez
o integrated LNG I|iquefaction and LPG extraction
facilities
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o includes storage and vessel |oading facilities

[ Map of State depicting route of proposed in-State pipeline
from Prudhoe Bay to Valdez with spurline from dennallen to
Pal mer . ]

M. Wal ker described the project parameters. A 48 inch pipeline
would run from Prudhoe Bay to Valdez. A pre-build would be
pl aced at Delta Junction in anticipation of a future spurline to
the Canada H ghway. Another spurline would be located in
Gennallen to provide gas to South Central Alaska. The gas
liquefaction plant would be located in Valdez, which is 115
m | es past G ennall en.

M. Walker informed the Commttee that AGPA has signed a
menmor andum of understanding (MOU) with the Al aska Natural
Gasline Devel opnent Authority (ANGDA) for the spurline to South
Central .

M. Wal ker explained that a phased project is being proposed by

AGPA. Wiile the initial volune carried in the line would be
small, the project could be expanded to accomobdate market
demands.
3:18: 26 PM

Page 5

Proj ect Status

1. Project Route Permtted
2. The 23 Senior Permts Acquired

* Yukon Pacific Corporation
e $100 mllion expended

* Right-of-way

e Project FEI'S

e LNG termnal permt
3. Bechtel Cost Estinmates

» Conpl ete & Updated
4. Marine Transportation / Jones Act

MU with the largest LNG shipping conmpany in the
world - Mtsui OSK Lines
5. Access to Miultiple Markets

» West Coast receiving term nal under construction
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» West Coast Alternatives
* Hawai i
e Pacific Rm
6. Anticipated Financing
» 80% debt (Federal | oan guarantee avail abl e)
» 20% private funding

M. Wal ker reviewed AGPA' s acconplishnents to date. The route is
partially permtted and 65 percent of the right-of-ways are pre-
staked. APGA acquired "the exclusive rights" to Yukon Pacific
Corporation's (YPC) permts and data, the mllions of dollars
spent by YPC and the work they conducted in acquiring permts,
environnmental inpact studies (EIS), pernmts associated with the
liquefied natural gas (LNG termnal in Valdez, export |icenses
and nunerous ot her things have benefited APGA

M. Wal ker noted that the Bechtel cost estimates are current to
2005. Efforts are underway to update that information to 2007.
This cost estinmate is very detail oriented and specifies such
t hi ngs as which gravel pits would be utilized and where workers'
canps will be | ocat ed.

M. Wal ker next addressed transportation issues pertinent to the
gasline. AGPA has entered into an MOU with Mtsui OSK Lines, the
| argest LNG shi pping conpany in the world with 645 ships. Eight
of those were built in the United States. Meetings have been
conducted with federal entities in Washington DC to ensure that
re-flagging those ships woul d be permtabl e. Al aska's
Congressi onal del egation has conmtted to assisting this effort.

M. Wal ker stated that Al aska's experience in exporting LNG from
a Kenai facility has been a contributing factor in the interest
this project is drawing from LNG receiving termnals on the west
coast. Several of those termnals are either permtted or are in
the process of obtaining permts to handle Al aska's LNG product.
Qpportunities to ship to Hawaii and Pacific R m markets have
al so been presented.

3:21:46 PM
M. Wal ker advised that, after studying nunerous projects around
the world and consulting with international business firns such

as Sullivan & Crommell LLP, a firm which had recently testified
about AG A before this Conmttee, AGPA decided to continue their
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original idea of financing pipeline construction on "a project
finance basis".

M. Wil ker informed the Committee that AGPA also anticipates
applying for the federal |oan guarantee. Nunmerous neetings wth
the federal Departnent of Energy on this issue have occurred.

3:22:40 PM
Page 6

Phased Project = Better Cost Overrun Ri sk Managenent

e« 800 mle pipeline is 100% adjacent to TAPS, 100% in
Al aska

e Infrastructure in place for entire line - roads, bridges,
canp pads, etc,

* LNG project” |lower overall cost overrun risk:

o Liquefaction facilities utilize proven technol ogy and
wel |l -tested design, resulting in a relatively |ow
| evel of uncertainty in cost estinate

o Low |evel of  cost uncertainty for LNG marine
transportation and regasification

o Pipeline conponent has the highest capital cost
uncertainty - for LNG project the pipeline is only a
portion of overall cost to narket

» Phase approach with LNG project proceeding first: 2/3
| ess cost = 2/3 less risk

M. Wil ker reviewed the benefits of having a phased, all-Al aska
pi peline project. The shorter 800 mle route would | ower project
risk factors. O her pipeline proposals range between 1,750 and
3,600 m | es.

M. Wal ker also declared that utilizing existing infrastructure
woul d save noney. A route following the existing road from
Prudhoe Bay to Valdez would |ower environnental issues and
reduce construction tine.

3:23:35 PM

M. Wal ker attested that LNG |liquefaction facilities are "proven
technol ogi es”. Due to continuing inprovenents in technol ogy, the
cost of constructing these facilities continues to decrease. The
pi peline should be built soon as LNG is increasingly becomng a
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vi abl e conpetitor to the oil industry: ships are becom ng |ess
expensive and liquefaction facilities are beconmng nore
efficient.

M. Wal ker advised that transportation should not be considered
a high risk factor as AGPA has already identified the ships it
would utilize and the costs associated with transporting LNG
from Val dez to market.

3:24:41 PM

M. Walker stated that the pipeline itself is presenting the
hi ghest risk; specifically the cost of steel; the shorter the
pi peline, the better.

3:24: 58 PM

M. Wl ker al so enphasi zed that a phased project approach "would
mnimze the risk".

3:25: 07 PM
Page 7

LNG Project is Economc

* Robust economics with projected strong return to upstream
producers (wWith no tax concession by State)
» Favorabl e economcs takes into consideration pre-build to
Delta Junction for a future Al Can H ghway
 Wn-Wn for Al aska with LNG
o Capture West Coast market now plus enable a later
Al Can H ghway project to proceed when ready
o Earliest in-State gas availability

M. Wal ker stated that after AGPA received the construction cost
estimate from Bechtel, they engaged the services of a Washi ngton
D.C. financial firm Geen Gate LLC, to develop "a financial
nodel " of the project.

M. Wil ker noted that Green Gate "was pleased” with the project
cost estimate" developed by Bechtel. Even thought the initial
financial nodel was developed in the years 1999 and 2000,
econonm ¢ changes have i nproved the project financing scenario.
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M. Walker stated that the ability to pre-build to Delta
Junction would also allow a gasline to be built at a later date
al ong the Al can Hi ghway.

3:25: 50 PM

M. Wal ker stressed that an all Alaska route would not negate
the option of having a highway route. It was not "a neither/or"
situation. The State "could have the benefit of both options at
this point". The effort taken in this legislation to address the
of ftake issues should be commended. Any project that fits within
the bill's paraneters should be consi dered.

3:26:19 PM

M. Walker reiterated that AGPA's routing proposal was "a big
plus" for the State as it would allow gas to be available in
state sooner than other routes. A scenario in which the State
could sell on the world market via shipping or via a highway
line in the future would "be the best of both worlds".

M. Wal ker agreed with producers and industry entities that the
construction of a gas pipeline wuld be "a basin opening
opportunity”. The basin in Al berta Canada opened in 1958 with a
smal |l single |ine and expanded over tine.

3:27:25 PM

Co- Chair Stedman assumed his position as Comrittee chair.

3:27:31 PM

M. Wl ker advised that constructing a small line rather than a
| arger six BCF line would be "the way you get to a full optinum
opening of the basin"”. The risk profile of the snaller pipe size
line is neasurably better. The smaller line could be expanded as
mar ket of ftake demands i ncrease.
3:27:49 PM

Page 8

Advant ages of LNG from Al aska
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 The Alaska LNG project will benefit from an efficient,
| ow-cost |iquefaction operation:

o anbient conditions (low average tenperatures) in
Valdez result in significant wunit cost savings in
conparison wth Jliquefaction facilities located in

tropical clinmate
o efficiency gains estimated in the range of 30 - 40 %
« Mst other LNG projects have significantly higher marine
transportation costs to market due to |onger shipping
di st ances

« Many other LNG projects involve higher upstream costs due
to conpl ex, expensive field devel opnent
o Alaska benefits from substantial existing North Slope
infrastructure and devel oped fields (Prudhoe Bay)

M. Walker reviewed the material and noted that Alaska's 30 to
40 degree tenperature ranges increase "the efficiency of LNG out
of Al aska" by approximately 30 to 40 percent nore than gl oba
mar ket pl aces such as Qatar with a nean tenperature of 80 or 90
degr ees.

3:28:46 PM

M. Walker also noted that a tidewater termnus in Valdez is
only five or six days from market rather than 22 to 27 days
associated with other pipeline projects. The overall nerits of a
project should be considered as opposed to focusing on one key
aspect such as whether a project developer already had a
pi pel i ne.

M. Walker also stressed the benefits provided from having an
exi sting upstream infrastructure on the North Sl ope. Qher LNG
pipeline projects have had to build "expensive upstream
infrastructures” prior to building a pipeline. Surplus gas is
currently being re-injected on the North Sl ope.

3:29:20 PM
Page 9
Advant age of LNG for Al aska - Phased Project

* Better mtigation of cost overrun risk

* (Open North Slope to conmercialization of gas; encourage
further exploration
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e Commercialize discovered gas resources, while allow ng
expl oration for expansion to proceed

o initial offtake for LNG project - wthin existing
AOCCC Rule 9 limtation

e Better positioned to accommpdate early in-State offtake:

o Econom cs of project conponents downstream of Al aska
do not suffer diseconomes of scale due to reduced
export volunme - offtake at A ennallen affects only 100
mles of pipeline to Val dez

e Pre-build for expansion affects only the pipeline in

Al aska

o Expansion either through addition of new LNG trains or
by interconnection at Delta Junction with an Al Can
Hi ghway proj ect

o Availability of gas liquids in Al aska for value added
processi ng

M. Wal ker reviewed the benefits of a phased project.
Expl oration would also be encouraged by the construction of a
pi pel i ne.

3:29:59 PM

M. Wl ker addressed the AGA requirenment that there be five
of f-take points in Alaska. An 800 mle all-A aska |ine would "be
in a much better position to accommpdate |arge off-takes al ong
the way". For exanple, an offtake point near Fairbanks would
affect approximately 350 mles of pipe rather than thousands of
mles of pipe associated wth other pipeline proposals.
Downstream volune adjustnents for off-takes would be |ess
i npacting on a shorter pipe.

3:31: 09 PM

M. Wal ker advised that AGPA was also willing to accompbdate a
pre-build to Delta in consideration of a future line down the
Al can Hi ghway. The initial 48 inch I|ine would accomobdate

approximately two BCF. It could be expanded to accompdate siXx
BCF by use of conpression. Looping would not be required.

3:31: 55 PM
M. Fuhs interjected to note that a gas liquids market in Al aska

should be further investigated as it is "a huge industry in
Canada. Consideration should also be given to the significant
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| evel of propane contained in Alaska's gas. A recent propane
feasibility study indicated it would be "quite feasible to
deliver propane to rural Alaska as a replacenent for diesel fue
and to be able to save noney". This is another reason in support
"of bringing this gas to tidewater".

3:32:36 PM

Senator Elton asked for further information about the process
t hrough which a two BCF pipeline could be expanded to a six BCF
capacity.

M. Walker reiterated that a 48 inch two BCF capacity pipeline
could be expanded to accommodate six BCF through the use of
conpressi on. Loopi ng woul d not be required.

3:33: 01 PM

Senator Elton asked whether the conpression technol ogy being
considered by AGPA differed from that being considered by
hi ghway pipeline proponents as he understood that conpression
al one would not suffice to proportionately increase capacity on
t hat |ine.

3:33:16 PM
M. Wl ker comunicated that AGPA s engineers have determ ned
that the shorter pipeline being proposed by AGPA could be
expanded to acconmpdate 5.9 BCF solely by the use of
conpressi on. Looping woul d not be required.
M. Fuhs pointed out that the highway route pipelines would be
initially constructed to accommbdate a 4.5 BCF capacity. Those
lines could be expanded to six BCFs w thout conpression. Looping
woul d be required to achieve a 7.5 BCF capacity.
3:34: 06 PM

Page 10

AGQ A Suggested Project Evaluation Criteria

« |If applicant's offtake anobunts exceed AOGCC Rule 9
limtations (2.7 bcf/d less field use), nust have already

SFC- 07 (33) 04/ 28/ 07



filed an application with AOGCC for increased offtake
l[imts

e Additional gas reserves needed? Budget and tineline for
expl oration program

e Analysis of liquids availability in Alaska for value
added processing

e Current project cost estimate required with application

AG C benefits towards advanci ng gas pipeline

* Rolled inrates - good for Alaska's future
* Allows for independently owned infrastructure

e Foll ows successful nodel used in other countries who al so
use rolled in rates and i ndependently owned pipelines.

e $500 million skin in the game - sends very positive
nessage about Al aska's desire to conmercialize Al aska's
gas

e Supports |owest tariff

3:35:10 PM

M. Wl ker suggested that further attention be given to AGA's
offtake and timng provisions. In addition, a review of when
additi onal gas, beyond the current 35 trillion cubic feet (TCF)

of proved gas reserves on the North Slope, mght becone
avai |l abl e should be conducted. AGPA woul d need approximately 15
TCF for the first phase of their project. An analysis of the
avai lability of liquids is a "critical point".

M. Wal ker shared that one country "has held up devel opnment of
gas ... because they want to have a certain anount of |iquids
dedicated to remain"” in that part of their country. Al aska
should follow this exanple. Having a dedicated supply of |iquids
to support Al aska industry is inmportant.

M. Wal ker also stressed the inportance of having project cost
esti mat es acconpany each proposal .

3:37:29 PM

M. Wal ker next spoke in support of rolled in rates. Canada,
which has rolled in rates, has "a very robust infrastructure of
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gas pipelines". This approach would benefit the State and assi st
in furthering the opening of the basin.

M. \Wal ker supported independently owned infrastructure. In
response to the argunent that AGPA s |ack of pipeline ownership
experience was a negative, he countered that AGPA has benefited
from the experience of the Trans Al aska Pipeline System (TAPS)
specifically in regards to such things as cost overruns,
construction experiences, and interactions wth the Federal
Energy Regulatory Comm ssions (FERQC and the Regulatory
Conmi ssi on of Al aska.

M. Walker concluded that the TAPS "nodel should not be
replicated on the gas" pipeline. The gasline should be

i ndependently owned and have the goal of nobving as nuch gas as
possi bl e.

M. Wl ker stressed that the experiences of other projects would
assist in containing cost overruns. The builder should absorb
the magjority of cost overruns with only a portion of the cost
overruns being included in the tariffs. This and other issues
shoul d be addressed during contractual discussions.

3:38: 55 PM

M. Walker informed the Commttee that nunmerous financia
advi sors have conmended the concept of the State's $500 nillion
"skin in the ganme" investnent. "It sends a good nessage that
Al aska's ready for this to happen”

M. Walker contended that the AG A process wll support a |ow
tariff and attract nore conpani es.

3:40: 17 PM

M. Wal ker concluded his formal presentation.

3:40: 24 PM

Senat or Dyson asked AGPA to comment on the open season process.
3:40: 48 PM

M. Walker reminded the Conmttee that the open season capacity
of AGPA's project would be smaller than other projects as its
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initial line would transport two BCF rather than the 4.5 or 6
BCF of the highway route projects. The entities neeting wth
AGPA are not interested in larger volunmes as that would require
a substantial |evel of exploration.

3:41: 32 PM

M. Wal ker comuni cated that producers have said they woul d sel
gas to a project that mnimzed risk and provide them a good
return. That is the goal of AGPA

3:41: 46 PM

M. Wal ker stated that an open season goal of 1.7 BCF would be
within the capacity of AGPA's project. The fact that producers
are currently paying to re-inject that gas would attract themto
t he open season. Pr oducers are in t he busi ness of
commercializing gas and AGPA is "in the business of bringing
together a consortiumthat does just that".

AT EASE 3:42:28 PM/ 3:43:04 PM

M. Fuhs addressed the commonly stated position "that only the

producers can take the risk and that it'll be just firm
transportation conmtnents on their part to nake the project
wor k". Numerous LNG projects have been successfully devel oped

with "market commtnents” to buy the gas. "Qher people could
agree to buy the gas fromthe producers and neke the comm tnents
for this project.”

M. Fuhs contended that this project would work even w thout the
participation of "all three producers”. As it appears right now,
"even one reluctant party" could "leverage the entire rest of
the system Not only the State in ternms of its taxes and returns
and benefits to the State, but all the other participants as we
saw with the holdout on the LLC and that's the reason why a
contract could never be brought before you under the past
adm nistration. One party was able to hold out for ultimte
| everage."

M . Fuhs suggested that this same scenario mght occur with the
open season process. Nonetheless, "there m ght be conpani es that
are willing to conmmit to this where it does not require all
t hree conpanies to nake the project work".
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Senat or Dyson asked whether AGPA was contenplating purchasing
gas from the producers at the well head or at a gas conditioning
plant. He was also curious as to who would be responsible for
bui l di ng the gas conditioning plant.

3:44: 56 PM

M. Walker expressed that AGPA could "do it either way".
Wi chever net hod was acceptable to the producers would be fine.

M. W&l ker comunicated that AGPA's economc nodel "assunes”
that the producers would construct and own the gas conditioning
plant as it would provide them tax benefits. AGPA would "pay a
toll for that work".

3:45: 26 PM

Senat or Thonas understood that AGPA considered a snaller project
nore economical in terns of being able to generate gas
commtnents. This in turn mght allow the project to proceed at
a faster pace than a | arger one.

M. Wl ker expressed that AGPA did not view its project as a
smaller project but rather a phased expandable project that
woul d accommopdate market demands. This approach would mnimze
risk and have a sooner start-up date. The field efforts to date
could allow the project to begin operation in six years. The
work that has been conducted over the past 20 plus years would
"shave off three or four years".

3:47:12 PM

Senator Thomas asked for further details about the pipe sizes
that m ght be used along the route.

3:47:19 PM

M. Walker advised that a 48 inch pipe would be utilized from
the North Slope to Delta Junction. Discussion is continuing in
regards to the size of the pipe from that point south. Using a
smaller size pipe out of Delta Junction mght restrict the
line's ability to be expanded to six BCF. A decision in this
regard would be nmade prior to project financing. O her
considerations include the prospect of having a l|ine extend
t hrough Canada.
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3:47:59 PM

Senat or Huggins hypothesized a situation in which the State
| ooked at AGPA's application and concluded that a two BCF
pi peline would not generate adequate |levels of revenue for the
State. The question was whether AGPA could accommpbdate a pipe
with a mninum 3.5 BCF capacity if the State requested that.

M. Walker replied that AGPA could accompdate that request
because of the project's ability to expand to 5.9 BCF. Market
conditions and infrastructure are factors in AGPA s project

design. A two BCF project was proposed because "it was the
smal | est base case that would make good noney for the State, and
gave a sufficient return to the producers on the wellhead". It

also significantly reduced risk and provided a significant tinme
advant age on project start-up.

M. Wl ker advised that sone have questioned whether a smaller
project mght negate the opportunity for a larger project. His
response was that nost basins have opened with smaller pipe and
then expanded as influenced by market conditions. This project
shoul d be viewed as the first phase of a big project.

3:50:49 PM
M. Fuhs acknow edged the thought that a bigger pipe would

provide nore revenue to State. However, gas availability and
commtments nust substantiate that pipe and make it "a practica

project” which would not "collapse oil production in Prudhoe
Bay". That is "a legitimte question"” that nust be addressed by
the Alaska Ol and Gas Conservation Commission during the

application process.

3:51: 55 PM

M. Fuhs declared that the risks associated with starting with a
smal l er project should be weighed against such things as "the
i kelihood of the project going forward". State departnents are
charged under A A with those eval uati ons.

3:52: 26 PM

Co-Chair Stedman thanked M. Fuhs and M. Walker for their
presentati on.
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The bill was HELD in Comm tt ee.

AT EASE 3:52:32 PM/ 4:42:52 PM

#sb125

SENATE BILL NO 125

"An Act relating to the accounting and paynent @ of
contributions under the defined benefit plan of the Public
Enpl oyees' Retirenment System of Alaska, to calculations of
contributions wunder that defined benefit plan, and to
participation in, and termnation of and anendnents to
participation in, t hat defined Dbenefit pl an; maki ng
conform ng anendnents; and providing for an effective
date."

This was the fourth hearing for this bill in the Senate Finance
Commi ttee.

Co- Chair Hof fman noved to adopt commttee substitute Version 25-
GS1074\ K as the worki ng docurnent.

There being no objection, the Version "K' commttee substitute
was ADOPTED

4:43: 47 PM

Co- Chair Stedman announced that several spreadsheets and a new
Department of Adm nistration fiscal note dated April 20th, 2007
pertinent to Version "K' [copies on file] would be addressed
during today's discussion. A side-by-side conparison of Version
"K' to the original version of the bill was being devel oped.

M LES BAKER, Staff to Co-Chair Stedman, communicated that his
remarks would highlight areas of <change in this conmttee
substitute relative to the original version of the bill. As
noted, a side-by-side conparison was currently unavail able but
woul d be provi ded once conpl et ed.

M. Baker identified the first change as being the elimnation
of a section in the bill pertaining "to the duties and
responsibilities" of the Al aska Retirenment Mnagenent Board
(ARMB). The reference to ARMB in the bill's title was also
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removed. The provisions pertinent to ARMB had not been included
in the original version of the bill, but were incorporated by a
previ ous comm ttee substitute adopted by the Commtt ee.

M. Baker informed the Commttee that "sone slight drafting
differences" resulted in there being mnor |anguage changes in
Section 1. The substance of the Section had not been changed. In
addition, definitions incorporated into Section 1 in the
previous commttee substitute, Version 25-GS1074\E, had been
nmoved to "the broad definition section" of the Teachers
Retirement System (TRS) Stat ute.

4:45:49 PM

Senat or O son asked for confirmation that the Senate's proposed
TRS enmployer contribution rate of 12.56 percent had not been
af fected by these changes.

M. Baker affirmed the rate was unchanged.
4:45: 58 PM

To that point, M. Baker directed attention to Section 1
subsection (d) page 2 line 9. In essence, this section specified
that "regardl ess" of that 12.56 rate, "if the normal cost goes
above that in the future", then that higher rate would becone
t he normal cost.

4:46: 24 PM

M. Baker indicated that, other than mnor "wording differences”
resulting from "editorial"” changes, no substantial changes were
made in Sec. 2. The working differences also resulted in a
change in the title of the section: instead of reading
"Determ nation and paynent of state contributions”, the title
now read "Additional state contributions".

4:46:50 PM

M. Baker stated that the TRS definition renmoved from Section 1
has been incorporated into Sec. 3, page 3 lines 3 through 5.

4:47:16 PM
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M. Baker specified there being were
Sections 4, 5, 6, or 7.

no real changes to

4:47:34 PM

M. Baker expressed that the first substantial change made by
Version "K' is in Sec. 8. The effort being furthered in this
bill is to transition entities to a cost-share system 1In the
case of the Public Enployee Retirenent System (PERS), all PERS
enpl oyers would contribute 22 percent of "their active payroll™
base.

M. Baker remnded the Conmmittee of the concern raised in

previous hearings on this bill that enployers m ght endeavor to
reduce their payroll base by selling off, "for exanple, their
| ocal utility or to decide to outsource sonething that
previously was done by the nmunicipality". Wile such action
woul d | ower t hat muni ci pality's contri buti on, ot her

muni ci palities "would be required to share in the loss of that
revenue".

M. Baker specified that |anguage in Sec. 8 subsection (a) page
5 lines 4 through 11 was reworked to address this concern. Each
year, an enployer would be required to pay 22 percent of the
greater of either their current total payroll base or "the
salary base as it was for the fiscal year ending June 30, 2007".
This would prevent an enployer from contributing |ess were their
payroll to decrease as well as ensure their contribution
adequately reflected any increase in their payroll base in the
future

4:49:41 PM

Senat or Dyson asked whether the municipality would still be held
to this obligation if the buyer of one of 1its political
subdi visions "agreed to assume the benefits liability for the
enpl oyees".

4:50: 35 PM

M. Baker clarified that that issue could be addressed during
the negotiations wth the buyer. However, the reason for
requiring the nmunicipality to pay 22 percent of the "higher
payrol |l base is because built into that 22 percent is the noney
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that this enployer currently is putting forward into this new
pool ed pot to pay off the unfunded liability".

Senat or Dyson characterized this obligation as "l egacy costs”
M. Baker affirned.

Senat or Dyson accepted the expl anati on.

4:51:21 PM

M. Baker noted that |anguage in Sec. 9 was slightly reworked

This section clarified the State's additional obligation to the
retirement systens. In addition to paying 22 percent on its
payroll base, the State, as specified in Sec. 9 line 5 page 6,
"shall contribute to the plan each July 1" or as soon after that
date as possible, "the amount of noney required between the 22
percent and the Board adopted rate to fund the paynment for the
whol e system for the unfunded liability for that year". The date
for the paynent was allowed sone flexibility in consideration of
the State's cash flow situation in July, as nunerous paynment
obligations are specified for July first.

4:52:55 PM
M . Baker comuni cated that no changes were nade in Sec. 10.
4:53: 29 PM

M. Baker deferred to the Departnent of Admnistration to
di scuss Sec. 11.

4:53: 53 PM

ANNETTE KRI ETZER, Comm ssioner, Department of Admnistration,
informed the Committee that Sec. 11 would allow the Departnent
“"to claim nonies that's owed to it wunder the systeni. The
| anguage in this section was rewitten in consideration of
concerns of the Alaska Muinicipal League (AM.). The revised
| anguage is located on page 7, lines 5 through 8 and reads as
foll ows.

After the agency submits this anpbunt to the adm nistrator,

the enployer may appeal the administrator's claim to the
Ofice of admnistrative hearings (AS 44.64). |If an appea
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is tinely filed, the adm nistrator shall hold the submtted
funds in an escrow account pending a final decision on the
appeal .

Comm ssioner Kreitzer stated that this conprom sed | anguage
woul d assi st in addressing sone of AM.'s concerns.

4:55: 23 PM

Senat or Elton inquired to the cost of conducting an
adm ni strative hearing; specifically to a small community.

Comm ssioner Kreitzer responded that this information would be
provi ded.

4:56: 08 PM

M . Baker addressed Sections 12, 13, 14, and 15. They dealt wth
two sections of statute regarding an enployer's term nation from
the plan or anending their participation agreenent. Both the
original bill and the previous comrittee substitute "envisioned
that" once the system transitioned to a cost share plan,
enpl oyers would have a 90 day period in which "to make changes
to their participation agreenent”: they could opt in or out
cl asses of enployees. No such changes would be allowed after
that. The only recourse after that would be for an enployer to
exit the system conpletely.

M. Baker advised that Version "K' would elimnate that 90 day
wi ndow. An enployer's ability to anend their participation
agreenent would continue to be allowed as in current Statute.
However, |anguage in Sec. 15, page 8 was required to address
costs associated with an enployer's decision to opt in or opt
out a group of enployees or sell off a portion of the business
which would in effect reduce the enployer's payroll base. For
instance, a community could decide not to cover their nunicipa
wast e people or their fire chief or city adm nistrator.

4:58: 47 PM

M. Baker stated that while an enpl oyer could continue to amend
their participation agreenent, |anguage in Sec. 15 specified
that an enployer who termnates a class of enployees or
conpletely termnates from the system would be required to pay
term nation costs. He reviewed how the termnation costs would
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be cal cul ated. For instance, an enployer termnating a class of
enpl oyees would be required to pay that groups' past service
costs.

5:00: 20 PM

Senator Thomas expressed concern that, as has happened in the
past, the State mght not have an accurate unfunded liability
figure. Wre that the case, an entity termnating groups of
people or conpletely terminating from the plan, mght be told
their obligation was satisfied, but then mght un-expectantly
get a "huge bill" later" when the systenmis unfunded liability
was reeval uat ed.

5:01: 43 PM

Comm ssioner Kreitzer pointed out that "no plan is fool proof".
The Departnment, Commttee nenbers and staff, and other entities
and individuals working on this bill have worked diligently "to
identify areas where we think that there could be some | oophole
and could allow for a situation where you m ght not have the
unfunded liability taken care of". The bill before you "is our
best effort to deal with that and to not cone into a situation
in the future where we would have soneone getting a big bill
because the Division of Retirenent and Benefits nmade a m st ake".
She could not envision where at this point, a mstake m ght be
made.

Senat or Thomas al so acknow edged being unable to identify any
speci fic weakness. Nonethel ess, despite professional action in
the past, the State is facing a substantial unfunded liability.

5:02:47 PM

M. Baker pointed out that "liabilities by individual enployers”
are tracked under the current retirenent system Each year, the
actuary conducts an extensive process to determne "the new
liability of the systemis and allocating it as appropriate to
all the individual enployers".

M. Baker directed his remarks to Senator Thomas's concern. An
enpl oyer m ght have been fine at one tine, but, as each new
valuation was determned, their unfunded liability grew. This
was the experience of nost enpl oyers.
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M. Baker expressed that the same valuation process would
continue under this bill. However, under the cost share system
bei ng proposed, the unfunded liability would be "shared anongst
ever ybody".

5:03: 44 PM

M. Baker stated that, under the current system each entity was
conbating "a different nunber”

M. Baker agreed with Comm ssioner Kreitzer that "this is a best
attenpt to address the fact that everyone will be sharing the
| oad and"” appropriately allocating it going forward.

5:04: 15 PM
M. Baker inforned the Commttee there was no change in Sec. 16.

M. Baker noted that it was decided to nobve definitions from
i ndividual areas of the bill to a nore appropriate place in the
Statute section. Thus, definitions were added to Sec. 17.

5:04:31 PM

M. Baker deened Sec. 19 to be a significant conponent of the
committee substitute. The spreadsheets earlier referenced by Co-
Chair Stedman were pertinent to this section.

M. Baker stated that Sec. 19 subsection (a) of Version "K'
contained a listing of enployers who had contributed excess
funds to their retirenment plans during the prior three years and
their contribution rates, as adjusted, for the first year of
program i npl ementation. This information had been re-verified by
t he Depart nent.

M. Baker directed attention to a spreadsheet titled "FY 08 Rate
Adj ustnents Required to Recoup Excess Miuni PERS Contributions
from Prior 3 Years (Revised 4/28/07) Prior to application of
Hol d Harml ess Provision" [copy on file], which pertained to this
secti on.

5:05: 40 PM

M. Baker addressed Colum "9" of the spreadsheet. Changes on
this spreadsheet, as conpared to the previous version, are
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hi ghlighted. For instance the City of Barrow and the City of
Kl awock have been added to the |ist.

5:06: 26 PM

M . Baker next addressed the spreadsheet titled "Inpact of a 22%
Enpl oyer PERS Rate on Minicipalities, wth CSSB 125 Hold
Harml ess Provision” [copy on file]. In addition to the desire to
assist the "Heroes" comunities, those entities which had
contributed excess funds toward their retirenent plans, an
effort was nmade "to be equitable. As we set a rate of 22
percent, many nunicipalities are going to see quite a w ndfall

or credit to what they previously thought they were going to
have to pay if their rates were substantially higher than 22".

M. Baker also pointed out that there were also a few
communities that had rates significantly |ower than 22 percent.
They would be experiencing a substantial increase in their
paynent s.

M. Baker signified that the "lInpact" spreadsheet reflected
communities' estimated FY 08 payroll; their FY 07 enployer
contribution rate; and the FY 08 Board recommended rate they
woul d have been required to pay absent this |egislation. For
exanple, the Cty of Fairbanks woul d have paid $13, 271, 641 under
the FY 08 Board Requested Rate. Under this Ilegislation, they
woul d pay $1,578,676 for a savings of $11,692,965 or an 88
percent "credit gain".

M. Baker stated that the Cty of Fairbanks would not be subject
to the hold-harmess provision in the bill because, under this
bill, they would be experiencing a trenmendous decrease in the
contribution level as conpared to the status quo system

5:08: 33 PM

M. Baker stated that the Cty of Fairbanks situation was
opposite to that of the Cty of Seldovia in that the proposed
cost share system would require them to contribute nore than
t hey woul d under the status quo system Therefore, hold harnl ess
provi sions were incorporated into the bill in an attenpt to
provi de equality.

M . Baker explained that the hold harm ess provision would apply
to those entities whose FY 07 rate or FY 08 Board Recomended
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Rate was |ess than 22 percent. They would be subject to the
| oner of those two years' contribution rates.

M. Baker informed the Commttee that the total fiscal inpact of
the hold harm ess provision was then calculated. The State, in
addition to its 22 percent contribution, would be required to
contribute an additional $1.3 million as specified at the bottom
of Columm (7).

5:10: 21 PM

Senator Elton asked whether there were school districts wth
enpl oyees in the PERS system which mght require simlar hold
harnml ess consi der ati ons.

5:11: 00 PM

M. Baker stated that this issue is wunder review Unti
recently, only nunicipalities and cities had been considered. In
addition to considering whether any school districts wth PERS
enpl oyees should be included, attention is being expanded to the
category referred to as "PERS Qhers". This would include
entities such as a housing authority or Bartlett Regional
Hospital in Juneau.

M. Baker calculated that an additional one mllion dollars
could be added to the hold harnless total were school districts
considered. "PERS OQthers" mght add an additional three mllion
dol | ars.

M. Baker concluded that applying the hold harmess clause to
these entities would be doable; it would be a policy cal
matter.

Senator Elton appreciated the foresight given to this issue.
5:12: 23 PM

M. Baker referred the Commttee to the spreadsheet titled "CSSB
125 Sec (19) Rate Adjustnents"” [copy on file]. This spreadsheet
reflects conmunities "recoup"” rates as affected by the hold
harm ess provisions. For instance, the Al eutian East Borough's
recoup rate for FY 08 would have been 10.01 percent. Once the
hold harmless rate is factored in, their rate for FY 08 would be
3. 24 percent.
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5:14:16 PM

M. Baker stated that comunities who qualified for both the
recoup and hold harmess provisions would contribute at the
adjusted rate for FY 08. The hold harm ess provision adjustnent
would continue to apply to qualifying communities for an
addi tional four years.

M . Baker specified that all conmunities would be subject to the
22 percent contribution rate beginning in FY 13.

5:15: 20 PM

M. Baker noted that the communities depicted at the top of the
spreadsheet were those that qualified for the recoup and/or the
hol d harml ess rate provisions specified in Sec. 19(a) for FY 08.
M. Baker stated that 19(b) <contains the hold harnmnless
provisions specific to the additional four years. Communities
subject to that provision are depicted at the bottom of the
spreadsheet .

5:15: 45 PM

Conmmi ssioner Kreitzer "comended" Co-Chair Stedman's staff for
their efforts in developing the Version "K' comittee
substitute.

Co-Chair Stedman asked Menbers to review Version "K' thoroughly
and advise his office of any concerns or suggestions.

The bill was HELD in Committee.
#
5:16:59 PM

Co-Chair Stedman conducted housekeeping of the Commttee's
upcom ng hearing schedul e.

ADJ OURNIVENT

Co-Chair Bert Stedman adjourned the neeting at 5:17:06 PM
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