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ACTI ON NARRATI VE

CHAIR HOLLIS FRENCH called the Senate Judiciary Standing
Commttee neeting to order at 9:06:17 AM Present at the call to
order were Senator Huggins, Senator Welechowski, and Chair
French. Senator Therriault arrived soon thereafter and Senator
McGQuire arrived during the course of +the neeting. O her
| egi slators present when the hearing began included Senator
El ton, Representative Holnmes, and Representative Coghill. Al
| egi slators had been invited to attend.

A"AG A | SSUES

CHAIR FRENCH said the hearing today is about in-state gas and
treble damages. The reason for the hearing 1is that as
| egi slators began to explore the AG A license, questions arose
about what they could and could not do with respect to state
assistance for in-state gas use. Gven that there won't be any
gas flowing in the big pipe for 10 years or nore, it seens very
inmportant to address the issue because between now and then
there will be a great deal of pressure exerted on legislators to
do something. “And | believe we should do sonmething as far as
encouraging and inplenmenting the use of in-state gas — probably
fromthe North Slope.” He studied the statute for some tine this
nmorning and he wants to hear from legislative legal and the
adm nistration and then ask Trans Canada to conmment when the
time cones. That way we’'ll find out if we're all on the sane
page, he said.

CHAIR FRENCH noted that Representative Ranras had joined the
heari ng.

9: 08: 22 AM
CHAI R FRENCH hi ghl i ghted the docunments before the commttee:

Legal Services opinion dated June 24, 2008 by M. Bull ock.
Menor andum by Bonnie Harris and Lesa Wi ssl er.

Three opi nions about treble damages and conpeting projects.
Legal opinion about the constitutionality of a |ower tax
rate for in-state gas.
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CHAIR FRENCH said he’d |like M. Bullock to walk through the neno
he prepared on 6/24/08. He's done excellent work laying out a
logical and clear analysis of AS 43.94.40 and other related
statutes, he added.

SENATOR Therriault joined the hearing.

DON BULLOCK, Attorney, Legislative Legal and Research Services,
Legislative Affairs Agency, explained that his approach was to
break the statute down into the elenments and coment on each.
The statute begs several questions. The first asks how big the
project is and the second asks what the state is doing to
provi de i nducenents for the project.

9:11: 12 AM

MR. BULLOCK, referring to his neno, clarified that part of the
text that’'s not in the boxes is the statute itself and his
comments and other references are inside the boxes.

MR. BULLOCK said that the first phrase, "Except as otherw se

provided in this chapter,” refers to whether there are other
exceptions to the assurances in the chapter. He said he didn't
find any. It seens that the only exceptions are wthin the

particul ar statutory section itself.

The next phrase says, "The state grants the |icensee assurances
that the |icensee has exclusive enjoynent of the inducenents
provided under this chapter before the comrencenent of
commerci al operations."” The assurances are that this is part of

the consideration the state will give in return for a licensee
to conme forward. “It’s saying that |I’m marrying you and |’ m not
going to give sonme of the benefits to the mstress that cones
along.” In AG A those assurances generally are the $500 nillion

and the benefits of the gasline coordinator. The conmencenent of
commercial operations is the key date and it's defined in
statute. It neans the first flow of gas in the project that
generates revenue to the owners. That's key because the
prohibition is against providing benefits before the other
pi peline goes into comercial operation. The approach is that
through AG A the state is making a commtnent to the I|icensee
As will be seen later, the state can continue to consider
permts and other authorizations for a conpeting pipeline, but
the inducenents can’'t be the sane so as to encourage the second
proj ect .

9:13: 09 AM
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VR. BULLOCK said the next phrase says, "If Dbefore the
commencenent of commercial operations, the state extends to
anot her person preferential royalty or tax treatnent." He opined
that this could be broader than just gives the treatnment. In
other words, if the state were to advertize for another AGQA
kind of Ilicense for an in-state pipeline, <could that be
interpreted as extending the benefits to another pipeline? It’s
not clear and | don't know, he said. Also, the preferential
royalty or tax treatnent is interesting because it goes to the
producers that commt during the first binding open season to
the Ilicensee. The straightforward reading is that there’s
preferential royalty or tax treatnent that would be offered to
producers in exchange for commtting to a new conpeting project.
But it could also be read broadly enough that the tax treatnent
could go to the pipeline owner because pipelines are subject to
the oil and gas property tax. If there were a tax break under
the property tax to a conpeting gasline, that also could be
subject to interpretation to trigger the treble danmages
provi si on.

9:15: 11 AM

MR. BULLOCK said the next phrase says, "Or grant of state
nmoney." Under AG A the state is offering $500,000 as inducenent
to the licensee. That phrase isn't defined so there’s a question
as to how nuch noney the state would have to dedicate to the
project. Also there’'s an issue of how much noney would be used
to study the possible devel opnent of the project. Overall, he
suggested thinking of the damage provision in terns of this
being a contract the state has entered into with the |icensee.
The state is offering $500,000 million for the consideration and
promses that it wll be faithful to the |licensee.

The next phrase is "For the purpose of facilitating the
construction.” Whatever incentive or inducenent is offered has
to be consistent wth the purpose of facilitating the
construction. He suggested looking at what is given and the
purpose behind it. Determining the purpose of an inducenent
presents an interesting burden of proof issue that he hasn't
resolved in his own mnd. To avoid the penalty the state could
have the burden of proving that what was given wasn't for the
purpose of facilitating construction. It was for sone other
purpose. Alternatively, to be entitled to the penalty the
licensee would have the burden of showing that the purpose of
whatever the state did was for the purpose of facilitating
construction. He said he isn't sure what the outcone of that
woul d be.
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9:17: 02 AM
CHAI R FRENCH noted that Representative Bob Lynn had joined the
heari ng.

REPRESENTATI VE RAMRAS outlined the various potential needs for
in-state gas and asked if it would trigger treble damages if the
Governor or her representatives were to go to FERC or the U'S
Department of Energy to get an expansion of the state s export
license.

CHAI R FRENCH noted that Senator McCGuire had joined the hearing.

9:19: 50 AM

MR, BULLOCK replied it relates to a conpeting natural gas
pipeline project, which is defined as having a throughput of
nore than 500 Mwf/d of North Slope gas and the end of the
pipeline is in some market. The first issue is whether the
i ncreased gas use ampunts to 500 Mvef/d. If it doesn’t the state
could do as it pleased. If the gas does add up to nore that 500
Mvef/d, he said he doesn’'t think anything in the treble danages
provisions would thwart the state from setting alternatives.
That’ s what’s happening in the AG A review process, he said. The
Legislature is considering testinony fromthe Port Authority and
the Alaska Natural Gasline Devel opnent Authority about in-state
use. There isn't a license yet and he thinks it would be
possible for the state to continue to study alternatives. The
damage provision doesn’t say do not have a pipeline and do not
give an inducenent and noney. It says don't do it unless you're
prepared to pay the price, which is treble damages. That's
ultimately a cost the state has to consider as it explores the
different alternatives.

REPRESENTATI VE RAMRAS asked if he’'s saying that the state would
be sacrificing sone of its sovereign rights. If the consortium
of Anadarko, CIRI, ASRC and ENSTAR said it only nakes econonc
sense to have a pipeline that generates 600 Mwtf/d, he asked if
the state would be disallowed from pursuing an expansion of the
export license to neet that demand w thout subjecting itself to
trebl e damages.

MR. BULLOCK replied it ultimately comes down to the cost of
different alternatives. Assumng that the throughput of the
conpeting project is nmore than 500 Mwef/d, the treble danages
provision would be triggered because it’s a conpeting project.
The statute is limted wth respect to what the state is giving,
but it’s nmoney and the benefit of a pipeline coordinator. The
pi peline coordinator job is to grease the skids for the favored
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project so if a proposed licensee’s application is to be
considered as well as a conpeting project, the coordinator could
say to work on the licensee’'s application first as a matter of

policy.

As far as soliciting support for an in-state project, that
rai ses the issue of whether there is going to be a violation of
the assurances in the future, he said. But until the conpeting
project is extended the actual inducenment, the issue of treble
damages woul dn’t ari se.

CHAI R FRENCH hi ghlighted that he did make an issue of the point
of whether the extension nmeans the offer of help or the grant of
hel p.

MR. BULLOCK said the offer of help wouldn't arise until there
was a request for a proposal application where the state
outlined what it was extending if the applicant responded wth
an acceptabl e project.

9:24:52 AM

SENATOR ELTON disagreed that this relinquishes sovereignty. The
contract provides that the state can exercise sovereignty, but
there’s a cost. Referring to the bottom of page 1, he asked what
"extension" really neans. For exanple, can the state offer help
to a statutorily conpeting line as soon as conmercial operations
start on TransCanada?

MR. BULLOCK replied it’s not clear but arguably there is a risk

The form and substance issue, which arises particularly wth
royalty and tax inducenents, has to do with who is going to put
gas in conpeting pipelines. If the state does sonething that
causes a potential shipper to pause because there mght be a
better project down the road, that is hindering what it intended
to do with the licensee, which is to encourage the licensee to
build the pipeline and shippers to put gas in that pipeline.

SENATOR ELTON asked if it would be an exanple of extending
assistance if a future governor were to say to a conpeting
pipeline that the state would do whatever it could to help. O
would that be a comment with no neaning until a proposal is
presented to the Legislature, he asked.

MR. BULLOCK replied you' d first need to consider what assurances
are extended. It would becone an issue of what has happened and
whet her there has been an extension of assurances that conplies
with the statutes. It’s not black and white, not even the noney.
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The state gives up to $500 mllion to the Ilicensee, but the
statute isn't clear whether or not giving $1 mllion to a
conpeting project to study would trigger the treble danmages.
Also, if this is litigated the statute may be a qguideline but
there may be sonme flexibility should the licensee want to give
up sone of the damage receipts in exchange for sone other
incentive. The TransCanada application did suggest they could
exercise the opportunity of providing |larger capacity to Delta
Junction for feeding in-state use. That mght inply that they
would be open to work with the state on giving nore than 500
Mvef/day to in-state markets, he said.

9:28:52 AM
SENATOR McGUIRE how many places in the law he’'s seen treble
damages.

MR. BULLOCK acknow edged that it isn't conmmon. The | egislative
history of the provision indicates that the Legislature
approached this cautiously. The first bill that the Governor
i ntroduced allowed reasonable costs to be the basis for treble
damages. As the legislation noved it becane related to qualified
expenditures. It was offered as an assurance for a licensee to
come forward without having to worry that the state woul d change
its mnd.

SENATOR McGUI RE asked if he sees anyplace where treble danmages
would extend into personal Iliability. For exanple, if a
particular person wthin the governnment nmade extensions or
offers to hel p.

MR. BULLOCK said probably not, but it would depend on what the
person that nmakes the offer does and the power of that person to
obligate the state. Under AG A the comm ssioners of revenue and
natural resources do have the power to act on behalf of the
state with regard to the licensee in the process. If they were
to act together and offer assurances that could trigger
liability for treble damages.

SENATOR McGUI RE asked what woul d happen in an instance where the
Legislature disagreed with the Governor and decided to put
forward a package itself. She asked if the Legislature would be
authorized to put forward sonmething simlar to the old China Gas
Devel opnment Act, for exanple.

MR. BULLOCK said the separation of powers issue would arise

Under the Stranded Gas Act the Legislature authorized the
contracts that provided for paynent of the tax, but the
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adm nistration actually has to carry it out. The focus would be
on executive action rather than legislative action because to
trigger the damages, the inducenents and incentives have to be
offered for the purpose of facilitating the conpeting project.
Legislation itself wouldn’t trigger the damages, he said.

9:32: 33 AM

SENATOR McGUI RE said then she doesn’t have to worry that if this
exclusive license is granted to TransCanada, that she would be
subj ecting herself or the state to treble damages if she files a
bill next Decenber that offers a package of inducenents or
benefits wunder sonething simlar to the old Stranded Gas
Devel opnent Act that mght, for exanple, spur devel opnent on an
i n-state gas pipeline

MR. BULLOCK replied he doesn't believe so. This is an assurance
with a penalty if the assurance is violated so there’s a cost
attached to whatever you do. If the state actually offers the
i nducenents, the assurance has been violated. The danmages woul d
be paid and the conpeting project could conceivably go forward.
Assumi ng TransCanada is awarded the license, they would get the
trebl e danmages and then deci de whether they wanted to pursue the
proj ect or not.

MR. BULLOCK added that the first key date is during the first
bi ndi ng open season when there’s a commitnment by the shippers.
At that point it’'s conceivably possible to avoid the issue of
shi ppers holding back fromthe |icensee and waiting to see what
happens with a conpeting project. The second date would be
between the end of the first binding open season and the start
of commrercial operations. That is the date when the state can do
whatever it wants to encourage a conpeting pipeline.

CHAIR FRENCH referred to his statenment that upon paynent of
treble damages TransCanada <could decide iif it wanted to
continue. He noted that page 4 of M. Bullock’s analysis says
t hat upon paynent of the treble danages, the licensee shall turn
back to the state basically everything it’s done. He asked if
the paynent of treble danages ends the project or if it sinply
says that the data is transferred to the state naking it a full-
i nformation partner with TransCanada.

MR. BULLOCK clarified that his outline later on describes how
simlar the provision for transfer of information under
abandonment of the project is to the treble danmages provision.
The statute isn't clear as to whether they would continue, but
the inplication is that they would no Ionger be bound by any
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“must haves” in the AGQA license. Probably the best
interpretation is that this would end the AG A license, but it
woul dn’t preclude any entity from pursuing a pipeline project,
he sai d.

SENATOR W ELECHOWSKI asked when the treble damages would kick in
if there was inducenment extended to build a 500 Mwkf/d gas
pi pel i ne project that had expansion capabilities.

MR. BULLOCK replied part of it depends on how you define a gas
pi peline project - whether it's defined by its initial capacity
or its expanded capacity. The answer isn't clear in this
section, he said. The state could offer inducenents to a 490
Mvef/d pipeline that’s expanded three years later. Looking back
the question is whether the state actually encouraged a | arger
pi peline. The better resolution would be to | ook at the project
as initially proposed. Under the AG A |license we |ooked at the
initial capacity although there are ternms providing for later
expansion. Now the proposal is treated as the size that
TransCanada is offering, he said.

9:38:11 AM

SENATOR W ELECHOWSKI asked, assuming that there were treble
damages, if the Legislature would have to appropriate themor if
TransCanada woul d automatically be entitled to them

MR. BULLOCK explained that, as specifically addressed in AS
43. 90. 440, the Legislature has to appropriate them

SENATOR W ELECHOWSKI  questioned what would happen if the
Legi sl ature refused to appropriate the trebl e damages.

MR. BULLOCK responded that’'s happened in the past in other court
cases. A lot of litigation is involved and at sonme tinme there's
a court order. Then the separation of powers issue arises
related to whether the Court can order the Legislature to
performthe | egislative function of appropriating noney.

SENATOR W ELECHOASKI noted that Suprenme Court case law in
enpl oyment arbitration cases has said that if the Legislature
doesn’t appropriate the noney, you don't get it. He assunes that
woul d be the same in this case.

MR. BULLOCK replied that’'s correct according to the |anguage in
the statute.
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REPRESENTATI VE HOLMES referred to the bottom of page 1 that
tal ks about extending to another person preferential royalty or
tax treatnent. She asked if it would trigger the treble damages
clause if the Legislature were to amend sonme of the state’'s tax
structure related to gas and the changes applied equally to a
TransCanada |ine and a Denali |ine, for exanple.

MR. BULLOCK asked if she’s asking about production taxes.
REPRESENTATI VE HOLMES replied that woul d be one area.

MR. BULLOCK expl ai ned that production taxes apply universally to
production regardless of where it ends up. If the tax rate was
adj usted for natural gas produced on the North Slope that would
apply to all the producers. There is a provision under ACES that
says that if there’s sonme in-state use, then there’'s a tax
break. The problem wwth AGA is that as witten the inducenent
is to provide royalty inducenents and the tax benefits to
encourage commitnent to a particular gasline. So if a
distinction was nmade in the production taxes to offer a simlar
break from the nomnal tax rate to conmt gas to an in-state
project, then that becones an inducenent that violates the
assurances. A general affect of the tax change wouldn't affect
the licensee and it wouldn't affect an alternative project, but
if it specifically benefited the alternative conpetitive
project, that could be viewed as an inducerment and would trigger
t he damages.

REPRESENTATI VE HOLMES said then the changes would not be
precluded so long as it’'s even-handed.

MR. BULLOCK agreed. The burden of the production tax is on the
producers and it nmay be a factor when they' re |[|ooking at
potential tariffs. Setting the tax rate is a policy decision,
but it could be the straw that kills the field if there s no
resi dual wel | head val ue.

9:42: 37 AM

REPRESENTATI VE HOLMES noted that the Legislature did nmake
changes in ACES, including benefiting in-state gas, after AGA
passed but before acceptance of the contract for the proposal
She asked if he sees any problens for the state because those
changes were made after AGQ A passed.

MR. BULLOCK said no, except to the extent that it affects the

general economics of gas production on the North Slope. It
doesn’'t relate directly to the license versus a conpeting
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project, he said. The tax affect relates to the econom cs of the
production - what the tariff wll be and whether there's
sonething at the well head after paying to get the gas to market.
|f the producers don't own the pipeline, they're in a simlar
position to the state — there has to be well head value to have
benefit. There’'s the possibility that the producers have
additional profit from a marketing outlet at the other end of
the pipeline, but the state can only get it at the well head, he
said. That’s why there’'s interest in a lowtariff, he added.

9:43: 59 AM

CHAIR FRENCH referred to M. Bullock’s |egal opinion dated June
17, 2008 that suggests that a reduced tax on the production of
gas used in the state probably would be found to violate the
interstate commerce clause and likely would be struck down in
the future. Noting that nost of the gas in this pipeline wll

flow out of state, he said that wll bring before the
Legi slature the question of how to adjust taxation of in-state
gas. If the tax is adjusted subsequent to the award of a

I icensee, he asked what inplication that would have wth respect
to having extended to another person preferential royalty or tax
treat nent.

MR. BULLOCK clarified that the preferential benefit of selling
gas in-state goes to the producers and not to the pipeline. It
may affect the capacity of the pipelines because the producer
may want to deliver its gas into a nmarket where it has a |ower
production tax. It doesn't really affect the pipelines, but it
comes back to that hesitation of a shipper to commit to a
project. On the interstate comerce issue, he said that the flip
side of |ooking at a discount for in-state gas is that there's a
relatively higher tax inposed on gas production sent out of
state. That’s where the interstate comerce issue is triggered,
he sai d.

CHAI R FRENCH agreed and added that the opinion suggests that the
tax rates for out-of-state gas and in-state gas will be set at
the same rate to satisfy requirenments wunder the U S
Consti tution.

MR. BULLOCK said that’s likely to happen. In a nunber of cases
states have unacceptably attenpted to inpose |lower tax rates on
cormodities within the state conpared to those in interstate
commerce. The Suprene Court nade one exception, but the case was
tied to the state’s internal financing and the options it could
exercise in that regard; it wasn’t in a commercial situation
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9:47:11 AM

REPRESENTATI VE RAVRAS asked what the State of Alaska would be
precluded from doing with regard to assisting other entities
such as Denali or a small dianeter pipeline, and what renedy
those entities would have if they thought they were being “slow
rolled” in the permtting process because they weren't getting
equal treatnent and a fair equal allocation of resources
conpared to the “favored project.”

MR. BULLOCK cited AS 43.90.440(b) as foll ows:

(b) The review, processing, or facilitation of a
permt, right-of-way, or authorization by a state
agency in connection with a conpeting natural gas
pi peline project does not create an obligation on the
part of the state under this section.

Under this provision the normal application process would
continue to be available without triggering the treble damages,
he said. The problemis that one of the benefits to the |licensee
is that the gasline coordinator is specifically tasked wth
following the admnistrative process and expediting it. That
could be interpreted to nean that the |icensee would have
priority if two conpeting applications were on the table for
natural resources for a particular permt, he said. Another
pr oj ect has options to pursue wunder the Administrative
Procedures Act to encourage state action, but there is the issue
of whether there are enough resources within the permtting
agencies to handle both projects simultaneously. It mght be a
fiscal note 1issue and the Legislature mght respond by
increasing staffing at the agency. Thus the |icensee would enjoy
an expedited process under AG A and other applicants would have
access to the resources of the agency to facilitate processing
their applications. He identified that as an admnistrative |aw
guesti on.

9:51: 10 AM

REPRESENTATI VE RAMRAS noted that Commissioner Irwin admtted
that DNR is far behind in processing applications for |[|and
di sbursenents to Al askans. That raises the issue of what human

resources will be available within DNR to address permtting
issues and to offer assistance in the AG@ A process. He asked
what kind of “choke hold” there will be on human resources
available for permtting for small dianeter pipelines, the

Denali project, and the AGA project and if conpeting lines
woul d go through the AGQ A coordinator or directly to DNR
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9: 53: 27 AM
CHAI R FRENCH noted that Senator O son and Representative Johnson
had j oi ned the hearing.

PATRI CK GALVIN, Comm ssioner, Departnent of Revenue, said the
question of allocation of resources to nmake sure there’'s
adequate staff 1is associated with any project that’s going
forward

REPRESENTATI VE RAMRAS asked if he’s tal king about the allocation
of resources within DNR

COM SSIONER GALVIN clarified that he's talking about the
al l ocation of resources for the entire state permtting process.
It’s a question that goes across lines because the sl owest
permt wll always be the one that slows the project. He
explained that on a large project the normal course of business
is to execute a reinbursable services agreenment (RSA) with the
state. That is the nost direct vehicle for a project to ensure
that resources are available wthin the agencies to assure
expedited consideration of their permts. This is sonething
that’s done all the time and di scussions are already underway to
execute an RSA for the Denali project. Depending on the nature
of the agreenment, there could be a coordinator position that
woul d be funded by the applicant to act as a coordinator of the
state permtting processes and also as a liaison with the
federal permtting process. Through that process the applicant
would be able to fund positions within any of the departnents
that required pernmts and to secure sufficient capacity to
expedite the process as quickly as the agency could allocate. To
the extent that the RSA doesn’t cover it, the agencies are able
to ask the Legislature for additional resources and target the
particul ar projects or permts that need additional funding.

9:56: 51 AM

REPRESENTATI VE COGHI LL asked for clarification that a conpeting
project could go to the departnment and get the resources
avai l able, and the state is providing that coordinator for the
sel ected |icensee.

CHAIR FRENCH noted for the record that Conmm ssioner Galvin
nodded his head in an affirmative fashi on.

SENATOR McGUI RE remarked that it’s being represented that the
treble danmages clause isn't a big deal. She referred to a chart
showi ng that damages could rise to $877 nmllion and noted that
AG A says that the damages paynent would be in full satisfaction
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of all clains the licensee nay bring related to the events that
gave rise to the paynent. She asked M. Bullock if he thinks
it’s that sinple or if a court would deem TransCanada to have
some other rights should they choose to pursue them W're
assumng they’'d be happy to walk away with treble damages after
they’ ve given the state all their data and hard work and | don’t
see it that way, she said. She asked M. Bullock his view and
why she m ght be wr ong.

10: 00: 10 AM

MR. BULLOCK said that both AS 43.90.240 and AS 43.90.440 are
neans for the licensee and the state to ternminate a project and
wal k away because it could be that after going through the
entire process it’s just not econom c. He suggested thinking of
it in ternms of a contract because the AG A provisions and the
statute are incorporated in the contract of the |icense. They
were there when the request for proposals went out and they’l
be there if the license is awarded. It’'s not wunlike the
provision in which the potential |icense holders and applicants
agreed not to contest the award of the license to sonebody else
or that no license is awarded, he said. TransCanada cane forward
with those ternms in place so contractually they would have to
abide by the provision that says that the litigation ends at
that point. But that doesn’'t preclude litigation related to due
process or sone other constitutional right that the 1|icensee
enjoys that’s outside the contract and this provision, he said.

SENATOR MGQU RE asked if equitable principles, such as an

injunction, are allowed. | doubt we'll have trouble wth
economi cs, but it nmay be possible that all the parties can’t get
together. “That has been ny concern all along,” she said.

There’s gas, there are people that want to sell their gas, there
are people that build pipelines, and there are mllions of
Canadi ans and Anericans |ooking for jobs; but whether we can
bring them together under this proposal is unclear. She asked
about an injunction and the idea that TransCanada woul d ask the
court to enjoin the state and keep it from assisting another
proj ect .

10: 03: 23 AM

MR. BULLOCK said that would be a contractual issue. Under good
faith and fair dealing the argunent could be nmade that the state
hasn’t operated in good faith in dealing with the |Iicensee. Just
i ke any other contract, this could be |itigated.
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SENATOR McGQUIRE said it’s a risky path to hope that everyone
will be okay and that litigation won't ensue. “lI hope we're
right.”

CHAI R FRENCH asked M. Bull ock to proceed.

MR. BULLOCK said page 2 is tal king about a conpeting natural gas
pi peline — the size and the route, which is key. For exanple, a
600 Mvcf/d pipeline that has gas that’s produced south of 68
degrees wouldn’'t be a conpeting project because the route isn't
fromthe North Slope to a market.

MR. BULLOCK said when he |ooked back at conmttee mnutes he
found where Marcia Davis expl ained how they came up with the 500
mMvef/d threshold. She explained that the definition for a
conpeting natural gas pipeline was developed wth the
understanding that in-state gas usage would perhaps be 400
mMvef/d over the next 20 years. It was designed to capture
pi peline pieces that wouldn't be conpetitive with a 3.5 to 4.5
bcf project so bullet and spur lines comng off a main pipeline
were reviewed. He doesn’'t know if those estimates have been
updated, but that was the basis for determning the volunme of
t he pi peline.

MR. BULLOCK said a | ot cones back to the tariff and how nmuch gas
will be left to go through a long pipeline. The tariff is
figured by dividing the cost by the volune to get a cost per
unit or tariff. If the long pipeline is deprived of gas because
it’s going into a conpeting pipeline, the tariff would have to
rise. One of the bases for determning the size of the pipeline
is that it would have enough gas left to pay for the |long
pi pel i ne.

10: 07: 13 AM

SENATOR THERRI AULT referred to an earlier discussion and pointed
out that another way to affect the tariff is to pay down the
debt on the pipeline. Wth that in mnd he asked if the state
woul d run afoul of the conpeting pipeline provision if, in order
to keep the pipeline capacity under 500 mllion, the state paid
down the construction costs so that the tariff was |ow enough to
make the gas affordable for usage in the state. “Or because we
have taken steps to keep the capacity under 500 mllion, it
doesn’t matter?”

MR. BULLOCK replied the threshold question asks the size of the
pi peline. However it happens, if the conpeting project doesn't
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have a designed capacity of 500 mllion, the state could do
what ever it wanted.

10: 08: 27 AM
CHAIR FRENCH noted that Representative Gara had joined the
heari ng.

MR. BULLOCK referred to the discussion about the possibility of
an expansion of the pipeline and said it would be a factual
i ssue, but the Ilikelihood of an expansion would be addressed as
well. If it was very likely that a 490 M\ef/d pipeline was going
to be expanded, that would be in favor of inposing the damages
since it would be fact specific, he said.

The next phrase says, “If the licensee is in conpliance with the
requirenments of the license, and the requirenents of state and
federal statutes and regulations relative to the project.” What
he discussed here is that the licensee has to satisfy the
requirenments of the license. That includes keeping current with
requirenents in state and federal law If they don't, that not
only voids eligibility for receiving the treble danages it also
raises the issue of whether the I|icense should be revoked
because they would be in violation of the license. Then there’'s
the issue of relevant to the project versus a material violation
of state and federal law. “That’s sort of litigation bait if we
get to that point,” he said.

The next phrase says, "The licensee is entitled to paynent from
the state of an anmount equal to three tines the total anount of
the expenditures incurred and paid by the l|icensee that are
qualified expenditures for the purposes of AS 43.90.110 and that
the licensee incurred in developing the licensee's project.” The
phrase "incurred in developing the licensee’'s project” 1is
redundant because the expenses on which the damages are based
have to be qualified expenditures and they' re defined
specifically.

The other issue that's addressed is “incurred and paid.” If a
licensee incurred a $1 mllion expenditure and the state paid
$500, 000, the question is whether the |icensee incurred and paid
$1 mllion or $500,000 after the reinbursement. Although the
| egislative history is a bit weak on the specific aspect, the
“incurred and paid” |anguage was put in the bill early on to
make sure it was an actual expense of the licensee. Al so, the
| egislative intent denonstrated that reasonable costs would be
the basis. Narrowng that to only the qualified expenditures
denonstrates the legislative intent that the expenditures should
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be strictly construed in favor of the state and against the
| icensee when determ ning the anmount of damages. Thus “incurred
and paid” would be |ooking at the end of tine after the expenses
were incurred and the reinbursement was paid and figuring out
the net anount that was paid by the |icensee.

10: 12: 05 AM
CHAIR FRENCH noted that Representative Roses had joined the
heari ng.

CHAIR FRENCH observed that should there be a dispute about
whet her they paid $1 mllion or $500,000, the backstop is
subject to appropriation and the Legislature nmay cone to an
i ndependent judgnent about what the nunber is.

He thanked M. Bullock for quoting Ms. Davis on the subject of
treble damages at the bottom of page 3. She said that “In the
totality of it, we thought that the 300 percent had the zing and
had the oonph that we needed to nake sure that the independents
cane forward.” He doesn’t know if they're legal terns, but they
said a lot to him

MR. BULLOCK added that he very nuch enjoyed working with Marcia
Davis during the AQ A process.

The next phrase raises the issue Senator W el echowski brought up
about the amount of the damages being subject to appropriation

The next section says that the licensee shall, at no additiona
cost, give all the engineering design contracts, permts, and
other data. The litany list is repeated in the abandonnent

provi sion, he said.

The next section says that treble damage is to be the only
remedy available to the licensee if the state breaches the
assurances. Page 5 says that the application processes continue
for any pipeline, not just the licensee. The issue is whether
the pipeline coordinator is greasing the skids of another
project. AS 43.90.260 tal ks about expedited review and action by
state agencies. That section talks about the coordinator's
responsibility to nove things along and prevent unnecessary
del ays or additional conditions on the permt or license that
woul d hi nder devel opnent of the project. Finally, subsection (c)
on page 5 contains definitions that are used within the section.

10: 15: 20 AM
CHAIR FRENCH thanked M. Bullock and said the conmttee would
next hear fromthe adm ni stration.
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N n-State Demand and A A s 500 Mvef/d ‘ Conpeting Project’ Limt

ANTONY SCOTIT, PhD, Comrercial Analyst, Division of Gl and Gas,
Department of Natural Resources, said he would talk about
reasonabl e expectations of in-state demand over tinme to nake
sure that the notion of limting a conpeting project doesn't
hinder the state’'s ability to take care of Al askans. He would
review historical actual in-state demand, |ook at projections
for future gas consunption for electricity and heating wthin
the state, and point out that the North Slope isn't the only
place in the state with gas. In fact, he said, nobst of the gas
that’s produced conmes from Cook Inlet and that wll continue
during the relevant timefrane.

The information on slides 3 and 4 is derived from the DNR 2007
annual report. The graph indicates that thru 2006 the total
production of gas from Cook Inlet has been |l ess than 500 Mvef/d.
Most of that has been used for industrial use and export. Slide
4 shows actual use of Cook Inlet gas for electrical generation
and space heating. Although use has been increasing for sone
time, when tracked with the population increase it’'s apparent
that the rate of growth is slow Current use, as an annuali zed
average, is a little nore than 220 Mvcf/ d.

CHAIR FRENCH clarified that he's actually talking about Cook
I nl et gas when he tal ks about historical in-state gas use.

MR. SCOIT said yes; currently there’s a small anobunt of gas use
in Fairbanks and the source is Cook Inlet. The figures reflect
t hat use.

CHAIR FRENCH clarified that from Ketchi kan to Kotzebue, the rest
of the state isn’t using any anount of natural gas.

MR. SCOIT said to his know edge that’'s correct.
CHAI R FRENCH asked if any anount is used in Barrow.

MR. SCOIT said not to his know edge, but he understands that
there is or will be gas use in Nuigsut fromthe Al pine field.

CHAI R FRENCH noted that conmmttee nenbers think that Barrow has

gas comng fromwells drilled in the vicinity, but that usage is
smal | .
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MR. SCOIT said he isn't famliar with that, but he' s sure that
usage woul dn’t show on the indicated chart.

10: 19: 22 AM
The chart on slide 5 - Projected In-State Gas Use —-is an
assessnent from SAIC [Science Applications | nt er nat i onal

Corporation]. That 2006 assessnent indicated that by 2025 the
statew de demand for gas for residential and comercial as well
as power usage would be on the order of 265 Mvef/d. He noted
that Harold Heinze from ANGDA recently testified that future in-
state demand m ght be as high as 300 Mvef/d.

SENATOR W ELECHOWSKI asked if he agrees with M. Heinze's
testinony that Al aska has the capacity for up to 1.2 bcf/d for
in-state use and shipping outside the state.

MR. SCOTT, acknow edging that he hadn’t seen that presentation
said the state’'s capacity to export gas is potentially
unbounded. “So | woul d respectfully suggest t hat it's
considerably, potentially, nmuch larger than 1.2 [bcf] a day if
you’' re including LNG exports.”

SENATOR W ELECHOWSKI recal |l ed that when M. Heinze anal yzed peak
in-state use, he said that to do the pipeline economcally he
was projecting up to 1.2 bcf/d.

MR. SCOIT added that in other presentations M. Heinze has shown
considerable volunes of in-state petrochem cal use, sone
augnented LNG export, as well as in-state LPG usage to build up
to the 1.2 bcf/d capacity. That nunber presunes a very |arge
dianeter pipeline for offtake and use of the liquids in-state.
He said he doesn’'t believe those volunes are attendant upon 1.2
bcf/d as a bullet line, for exanple. He clarified that that’'s
not what he’s talking abut. “Wen | talk about in-state use |’'m
tal king about consunption needs within the state for heat and
power — not describing all potential industrial uses that one
could imgine to make use of gas within the state for subsequent
export.”

10: 23: 38 AM

SENATOR W ELECHOWBKI recalled that ANGDA said that you get
economes of scale if you do up to 1.2 bcf/d. The tariff is
dramatically lower than the tariff on a 500 Mwkf/d pipeline,
which is so high it’'s not economcal to build the line. He asked
if M. Scott would agree with that.
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MR. SCOIT replied that the issue of what is economic is fairly
uncl ear. What the sellers of gas demand in ternms of value at the
wel | head could, for exanple, be a certain price plus the
transportation costs, but that’s not necessarily the case. “So
the issue of what the tariff ultimately is may or may not have
any bearing on what the price the consuners ultimtely pay.”

SENATOR W ELECHOWBKI asked if it’s economc for a bullet line to
supply up to 500 Mef/d for in-state gas use under AG A

MR. SCOIT said the issue is the state providing incentive for

another project. “lI do not agree that you can say ... absent
incentives fromthe state, the tariffs will be ‘X and therefore
since it’s not economc it’'’s a problem for wus.” Wiat we're

describing is the state’s ability to provide incentives, he
said. For exanple, suppose that a bullet line of 500 Mwf/d or
|l ess cost $8 billion and the state decided to spend $X billion
underwriting the cost of the project. The tariff is a function
of the level of state investnent. The nore the state invests in
the project, the lower the tariff. |If the state were to
underwite the entire project, the tariff would be zero.

SENATOR W ELECHOWBKI poi nted out the exposure to treble damages.

MR. SCOIT said that’'s right. The hypothetical was that the
project needed to be a certain size to get a low tariff. “M
response to that is no. You can have as low a tariff as you want
with a 500 mllion a day line. It’s just a function of how nuch
the state wants to kick in.”

SENATOR W ELECHOWSKI, assumng the license 1is granted to
TransCanada, asked if he sees an in-state gasline ahead of the
TransCanada |ine, which is 10-15 years down the road.

10: 28: 31 AM

MR. SCOTT replied it may well happen. ENSTAR is | ooking at a 480
mvef/d line without any state assistance. It’s a function of
mar kets. You need a nmarket for the gas if you want a certain
| evel of throughput. Also keep in mnd that there will still be

production from Cook Inlet to neet certain in-state needs, he
sai d.

CHAIR FRENCH commented that the administration has repeatedly
said that the bigger the pipe the better the economcs, but it's
becoming clear that we’re going to have to spend a |lot for 500
mMvef/d. The conundrumis that while a 1.2 bcf/d |line may be nore
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econonic, we'd be bunping against that 500 Mtf/d ceiling should
we try to nmake it happen.

SENATOR ELTON noted that Marcia Davis seens to define conpeting
pi pelines as those that start and end in the sane |ocation. Her
previous testinony said, “Because we have a confort |evel, the
maj or projects are looking to go out of state. W don't see
spurs or bullet Ilines being conpetitive and affecting the
econom ¢ considerations of the big projects.” Noting that the
current presentation backs out the export products such as
amoni a, urea, and LNG he asked if he can infer that the state
could have a 700 Mwf/d pipeline as long as the additional
capacity in the line was going to nonconpeting markets - for
exanpl e, shipping ammoni a, urea, and LNG to Asi a.

10: 31: 24 AM

MR. SCOIT suggested that he’s asking for a legal interpretation
of conpeting project. H's interpretation is that a 700 Mwf/d
project that goes into service before the comencenent of an
AG A licensed project would be a conpeting project if it runs
fromthe North Slope to a market.

COM SSI ONER GALVIN offered to stay at the table to respond to
| egal questions as they arise. Chair French agreed.

SENATOR THERRI AULT summarized the discussion on the state
underwriting part of the cost of a project to nmake the tariffs
affordable and pointed out that that is nothing new for the
state to consider. It underwote a portion of the cost of the
electrical intertie to the Interior and 50 percent of the
Spi nning capacity on the Kenai. But the capacity for consunption
within the state isn't large enough to get the unit costs down.
Wien he asked ENSTAR whether they needed anything from the
state, they said not now They have lots to things to |ook at
before they can determne what the tariff mght be and whether
t hey m ght need assistance, he said.

10: 34: 16 AM

REPRESENTATI VE RAMRAS questioned what would happen if ENSTAR
said it needed 600 Mwf/d to execute a mninmally econonic
pi peline. “Wat does that do to the state if that happens in 4
or 5 years tine?”

MR. SCOIT replied a project that is mnimlly economc at 600
Mvef/d wouldn’'t appear to require state assistance so it
woul dn’t be a conpeting project.
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SENATOR McGUI RE said she agrees with that point, but what she
worries about are the current tax incentives for the Cook Inlet
and Nenana basins. Suppose you had an 800 Mvef/d |ine that
didn’t need state assistance per se, but they did want preserve
the <current tax incentives and the state agreed. “Wuld
TransCanada have a claimin that scenario to say that the state
is, in fact, assisting with a conpeting |ine?”

COM SSI ONER GALVIN said the first question is whether it's a
benefit. The second asks if it’s extended for the purpose of
encouraging the line that's greater than 500 Mwf/d. If the
answer is yes it's a benefit and yes it’'s for the purpose of
advancing that project, that’'s a technical breach of the
provision. Wen that kind of option is presented, there are a
nunber of things to consider. There's the question of whether
there’s a different way to address the issue. If larger capacity
is what’s needed to bring the tariff down, then the state is
probably economically better off providing direct subsidy to the
project to make it economc at a threshold below 500 Mwf/d.
That’s a better deal for the state than risking the loss of the
big project. Part of the discussion to keep in context is the
fact that the state is putting itself in this position because
of the benefits that will be provided under the AGQ A pipeline.
The value that’s being provided in the context of AGA is in the
billions of dollars. If the state has to preserve that right by
underwriting a project for a couple of billion dollars, that’s a
fair econom c exchange the state is nmaking. Gven the size of
the markets, it’'s not unprecedented for the state to undertake
that type of role, he said.

10: 40: 27 AM

SENATOR McGU RE renarked that that supports her thought that an
i ndependent pipe builder has sonething to bring to the table.
She said her concern today, and she’'s brought it up before, is
that some pitfalls are unforeseen. The previous exanple shows
t he convoluted analysis that state workers have to work through
to figure out how to stay below the subsidy level, bring the
best benefit to the state, and stay out of |egal sticky w ckets.
Previously when she suggested inviting sone folks to the table
whose worl|l dwi de business is to do this sort of negotiating, the
conmi ssioner said the admnistration didn't want closed-door
negoti ations. “I’m not proposing anything that is closed to the
public that isn’'t unprecedented.” That said, sonetines business
negotiations have to be done behind closed doors because of
proprietary information. Inviting these folks to the table can
at the very least lead to a better understanding of the
chal l enges for all the parties so legislators will have a better
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chance in deciding before voting. Al askans support the Governor
and this gasline, but this is naking a lot of people nervous

“This is as high stakes as |1’ve ever seen.” If we end up in a
protracted fight and |ose the opportunity, it’s our Kkids’
opportunity for decades. “And you can’'t get it back.”

10: 43: 54 AM

COWM SSI ONER GALVIN said when we talked about nediation before
the issue of closed doors was a side issue. “My direct answer to
the question was in order for there to be a relative opportunity
for a discussion and nediation we have to establish the
positions of the parties.” He rem nded her that the discussion
went back to a philosophical discussion about the structure of
the governnent. To a certain extent the adm nistration can speak
on behalf the state, but the Legislature also has a trenendous
role in that regard. The purpose of AGA was to establish the
state’s position and speak wth one voice in terns of

expectations and paraneters for what’s on the table. Until you
have executed this license and nade that decision, the
Legi sl ature hasn’t spoken in that voice. Mediators wll ask what

the paraneters are; what is in the acceptable range. “W’d be
speaking blindly ...because the Legislature hasn’t spoken yet on
that particular issue.”

SENATOR MGU RE countered that this Legislature and this
Governor have spoken very well on a variety of things. There's a
very clear statenent that we want in-state access and we want a
pipeline that’'s different than has been done in the past. “I
don’t think that granting an exclusive |icense per se has to be
the sumof all of that.”

10: 46: 04 AM
COWM SSI ONER GALVI N said we began a process by passing the |aw
W’ ve engaged industry — pipeline and producers - in a

di scussion and we’'ve established the expectation that we're
going to take things in steps. “Wen you identify this sense of
risk of legal norass, .. | haven't seen that kind of advice
comng back from our I|egal experts” For exanple, |egislative
| egal advisors have witten an opinion saying that the treble
damages issue is clear and unanbi guous and designed to avoid
| egal nmel stronms. The risks associated with noving forward with
this license are very calculated to get all the players together
and a pipeline noving forward. W have to take things in steps
and nake decisions in sequence to state our position, provide
opportunity for the parties to identify the ground for striking
a deal, and then create the opportunity to strike that deal. “W
believe that there s trenmendous opportunity, once the license is
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issued, to bring the parties together and to identify that dea
in the context of noving the gasline forward.” Until we reach
that point, the foundation for the discussion isn't solid enough
to engage in neaningful negotiation. “W don't see the val ue of
doing that at this particular point in tine.”

10: 49: 00 AM

COWM SSI ONER GALVIN said when this started a year ago there was
tal k about noving quickly and we don’t want to | ose that sense
of forward novenent. TransCanada nmade an offer under AG A that’s
basically good. If that’'s set aside we |ose that nonmentum and
the sense that the project is advancing. “W have done what we
need to do in order to create the atnosphere for resolution and
we need to hit that honme by having the Legislature nmake a
decision on this.”

SENATOR McGQUIRE said we all want to keep TransCanada at the
t abl e, but the treble danmages and the exclusivity are
troubl esone. “Philosophically and legally you are asking 60
people ...to take a step that in ny opinion could be against our
constitutional obligations.” She asked him to consider how
medi ati on could or couldn’t help. “It wouldn’t be the idea that
TransCanada just goes away; but it mght be the idea of keeping
themat the table with a way that’s not so high stakes.”

10: 51: 59 AM
CHAI R FRENCH noted that Representative Mke Kelly had joined the
hearing via tel econference.

REPRESENTATI VE HOLMES nentioned in-state supply and demand and
noted that slide 3 shows that at tines disposition of Cook Inlet
gas has been nore than 500 Mvef/d. She assunes that the recent
precipitous drop is tied to the scale-down and subsequent
cl osure of Agrium

MR, SCOIT said that’'s correct.

REPRESENTATI VE HOLMES hi ghlighted the ANGDA projections for in-
state gas in slide 6 showng that in 2006 the average use was
about 465 Mwef/d, not including Fairbanks use. The projected
future in-state demand is 300 Mwkf/d not including industrial
use.

MR, SCOIT said that's correct; “that industrial use at 250 is

the LNG export and at that point still sonme Agrium production or
use.”
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REPRESENTATI VE HOLMES cal culated the ANGDA projections going
forward and the existing industrial use and noted that that’s
bunpi ng against if not already over the 500 Mvtf/d.

MR. SCOTIT agr eed.

10: 54: 15 AM

REPRESENTATI VE HOLMES reviewed in-state demand going forward
including the projected decline for Cook Inlet and asked what
the real supply and demand needs are for the state.

MR. SCOIT clarified that when he uses the phrase "in-state
demand” he is referring to Al aska s end-use needs for gas nanely
for electricity generation and space heating. The point is that
with the 500 Mvwef/d limt and the continued existence of Cook
Inlet production, there wll still be sufficient room for
i ndustrial uses wthout worrying about bunping up against that
limt. As Senator Welechowski point out, econonmes of scale are
better with a larger pipeline. The tariff drops so you can
i magi ne circunstances where a project is mnimally economc at
600 Mvef/d. Presumably that project wouldn’'t need state
assi stance but you can immgine cases that are “on the bubble.”
They’'re asking a little help for a 550 Mvef/d line. In those
fine cases, presumably the state would say it wouldn’t subsidize
the export of Alaskan resources as LNG Instead it would play it
safe and provide assistance to that pipeline and keep it under
500 mvef/d.

10: 57: 50 AM
REPRESENTATI VE HOLMES asked if the projections for in-state use
i ncl ude further expansion in Fairbanks.

MR. SCOIT said yes.

REPRESENTATI VE HOLMES asked about gas to liquids for export to
communities off the rail belt.

MR. SCOIT replied he doesn’t believe the ANGDA projections
i nclude gas to liquids uses.

REPRESENTATI VE HOLMES asked if he has any idea how including
that would affect the 300 Mv\ef/d projected in-state denmand.

MR. SCOIT replied, “I have no idea what the demand for clean

di esel produced by gas to |iquids technology m ght be wthin the
state.”

SENATE JUD COW TTEE - 25- June 25, 2008



10: 58: 55 AM

CHAI R FRENCH asked about the demand for |iquid propane delivery
dowmn the Yukon River. He added that he thought that was the
t hrust of Representative Hol nes’ question.

MR. SCOIT replied the top-end estimtes he’'s seen are on the
order of 10,000 gallons per day, but that quantity of propane
woul d require a large dianeter pipeline. A spur line of the type
that’s been discussed wouldn't generate the nassive volunes of
propane to supply those energy needs up and down the Yukon
Ri ver.

CHAI R FRENCH commented that if the state paid for a 450 Mwf/d
bullet line from the North Slope to Southcentral, it |ooks as
t hough that would supply Fairbanks and Anchorage, and there
woul d be enough to ship propane down the Yukon River.

MR. SCOIT replied, “If there was sufficient propane within the
gas, absolutely.”

SENATOR W ELECHOWSKI observed that there’s a lot of heartburn
over two mmjor issues - the $500 million and the trebl e danages.
“Those have caught ny attention and the public’'s attention.”
Wth respect to treble damages he said we can’'t support a line
with a capacity of nore than 500 Mwef/d. Although there was a
reason for selecting that volune, it now seens to be sonmewhat
arbitrary. That 500 Mwef/d was probably trying to get at two
issues. The first is conpetition for the |icensee and the second
issue is offtake. He said conpetition doesn’'t seemto be a big

issue. This line is going to Canada so any excess gas will go to
either the Wst Coast or Asia, neither of which are in
conpetition with this line. Also it’'Il be used at Agrium but

that’s probably not in conpetition with this line. Oftake seens
to be nore of a concern and the question is whether we have the
ability to offtake nore than 500 Mwef/d. Wth that in mnd, he
asked what the problem would be with anmending AG A or getting
TransCanada to agree that the state can offtake nmore than 500
Mvef/d without damaging its ability to get gas. “That's really
what the crux of this issue is about for TransCanada - their
ability to get gas.” If the state can do 1 bcf/d without hurting
TransCanada’ s of ftake, what would be the problen? That would
solve a lot of heartburn and potentially get an in-state gasline
nor e qui ckly.

11: 02: 36 AM
COWM SSI ONER GALVI N replied the question goes to sonething that
isnt known at this point. At the point in tinme that they're
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| ooking for custoners and | ooking for gas, how much gas will be
commtted and is the big project going to be “on the bubble.” At
this time certainly there are scenarios in which changing from
500 mef/d to 750 Mvef/d could make the difference in the big
project going forward or not. Inherent in this decision is the
goal we’'re trying to acconplish, which is to nake sure that we
can get gas to Alaskans at a reasonable price in a shorter
period of tine. Considering the demand and the available gas
right now it’s clear that we can have a pipeline that delivers
sufficient gas to neet Alaska’s needs within the bounds of the
AG A requirenents.

The next question asks about the economics and if the state wll
be in a position where it would prefer to increase the
throughput in order to nmke it economic or increase its
participation in order to make it economc. Wen we talk about
i ncreasing the throughput, we create the risk of losing the big
project so the 500 Mwef/d isn't conpletely arbitrary. That is
the threshold that was identified that satisfies both needs - to
make sure that sufficient gas is available for the big project
while also ensuring that the state can do what it wants to do in
order to make sure that gas gets to Al askans.

Referring to a comment Senator MQ@iire nade about the risk of
getting into a convoluted situation of balancing a 1.2 bcf/d
econonic project versus providing state subsidy to a smaller

line, he said it’s only as convoluted as we want to make it. In
the end it's a fairly straightforward analysis of whether
there’s sonmebody willing to build a pipeline that doesn't need

state participation because the project itself is sufficient to
drive the economcs. There’s no worry there, but if the state
does have to participate in order to nmake the project economc

then the state has the opportunity to do so and neet the needs
of Al askans. W have that opportunity very clearly through AG A,
he said. Over the next several nonths to a year the state wll
make a fairly substantial decision on whether or not it’'s going
to take that plunge and undertake that.

COM SSI ONER GALVIN noted that ENSTAR is currently doing work
itself in order to do the analysis and identify whether it’s
going to be a private sector project. R ght now their econom cs
indicate that their project would be below the threshold and
they need to ask for state noney. That provides two
opportunities, he said. If they need state participation, we can
do it at that level and if they don’'t then it can go through as
a private sector project. Boiled down to the essence it’'s clear
that we have the opportunity to neet Al aska s needs to get gas
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in the near termif we choose to do so. It doesn’'t have to be
nore conplicated than that.

11: 07: 02 AM

SENATOR McGQU RE said what led to that discussion was not the
outright subsidy scenario, but the idea that the state has
incentivized certain basins. On the record that’'s been done with
the specific intent of incentivizing devel opnent of Al aska gas
in the Nenana and Cook Inlet basins. In Alberta it’'s been shown
that the tax breaks to the oil and gas industry aren't
necessarily needed but it has resulted in gromh. She' s talking
about whether the state wants to give those incentives.

COWM SSI ONER GALVIN said there are already trenendous incentives
in the tax system not only in-state but also the 40 percent
capital credit for all exploration and devel opnent. Resolving
the issue of in-state gas has many different opportunities
including taking gas from Cook Inlet to Fairbanks without
[imtation and supporting a Nenana project to deliver gas to
Fai rbanks without l|imtation. Those aren’'t conpeting projects
because it’s not North Slope gas. “W have a nunber of
opportunities to neet the basic goal of getting gas to Al askans
within the context of AGA " W imgine different scenarios but
we really have to keep our eye on the ultimate goal, which is
getting gas to Al askans, getting it sooner, and making sure that
it’s as economc as possible. The state has the opportunity to
do that, he said.

CHAI R FRENCH announced a break from 11:09:30 AMto 11:26: 37 AM

REPRESENTATI VE RANMRAS commented that in his view the FERC press
rel ease about approving the Denali pre-filing is a ray of
sunlight fromthe private sector

SENATOR W ELECHOWSKI asked if the state would be exposed to
treble damages if ANGDA builds a gas pipeline that exceeds 500
Mvef / d.

COM SSI ONER GALVIN said probably yes, given that ANGDA is
basically an entity of the state.

SENATOR W ELECHOWSKI asked if he sees a conflict between the two

| aws, given that the citizens of Al aska voted to create ANGDA to
build an in-state gas pipeline.
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CHAI R FRENCH asked the conmi ssioner if he’d like to qualify his
answer to the first question with the information about ANGDA
buil ding the pipeline with state noney.

COWM SSI ONER GALVI N said given that ANGDA only gets funding from
the state, the assunption is that it would be using state noney
to build a pipeline. If ANGDA were to build the line, nore than
likely it would be built for in-state purposes and at a capacity
to nmeet in-state demand. “That would be clearly wthin the
paranmeters of AG A and would not be in conflict.”

Responding to the second question about an inherent conflict
between the ANGDA |aw and the AG A law, he said there wouldn’t
be a conflict. The language in the ANGDA |law says to build or
cause to be built a gasline. As an entity ANGDA has devoted its
efforts to providing for in-state gas opportunities rather than
actually building the line from the North Slope to market. In
fact, their AGQ A application was for a spur off the nmain
pi peline. A spur line off the main pipeline isn't conpeting for
any capacity because it’s a custoner of the main pipeline and
not a conpeting project. ANGDA has identified a purpose within
its statutory obligations that it is pursuing now and that is
very nmuch in concert with AGA [It’s very consistent with the
ultimate goal of getting gas to Al askans.

CHAI R FRENCH asked M. Scott to continue with the presentation.

MR. SCOIT displayed slide 7 showing historic and projected
natural gas production in Cook Inlet. Going forward it shows an
exponential decline in Cook Inlet production. He noted that
previ ous DNR annual reports regularly show the cliff.

REPRESENTATI VE RAMRAS asked when the state would have to
contenplate reversing the LNG facility to inport gas. If this
slide is accurate, notw thstanding the Conoco export it | ooks
like we won’t be able to neet in-state needs, he said.

MR. SCOTT said the state will solve how to neet its energy needs
as it gets there. He said he’'d get to the issue of whether the
slide is accurate. “W see decline curve in the future and I
woul d submit that this is extrenmely unlikely to be realized and
|I’d like to explain why in just a nonent.”

REPRESENTATI VE RAMRAS said, “Id like to know when we should

anticipate that we don’t have enough gas in the Cook Inlet and
what is the solution if this slide is accurate and for how nany
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years will we have to consider an alternate supply of gas for
Sout hcentral and for the Interior.”

MR. SCOIT replied it’ll be around 2015 or 2016.

REPRESENTATI VE RAMRAS asked, “Wat would be the solution, if
this slide is accurate.”

MR. SCOIT explained that there are several things the state
could do. It can enhance prospects for further exploration and

devel opment in Cook Inlet; it can bring on alternative sources
of supply including coal bed nethane, it can bring gas from
Nenana; it can bring on a natural gas spur line from the North

Slope; or it can inport LNG “Finally, the state can both reduce
its energy consunption through increased efficiency neans and
diversify its energy sources.”

11: 36: 37 AM

MR. SCOTT displayed slide 8 and highlighted that the disnal
decline curve represents a very conservative view of the future
versus an accurate picture of the future. The assunptions about

how those fields wll produce in the future are very
conservative and assunptions about new prospects being devel oped
are simlarly conservative. “In general we |ook at things that
are being actively pursued.” If you were to |ook at the decline
curve in the 2002 annual report conpared to 2007, you d see that
the pattern is clear. “In each and every single year that curve
steps out to the right.” The 2007 forecast shows a cumulative

production of about 320 bcf of “new gas” between now and 2020.
New gas is from fields that are not currently producing wthin
Cook Inlet, he said. “Even so, there wll still be, by 2020
about a hundred mllion a day being produced out of Cook Inlet.”

Slide 9 provides a different view of Cook Inlet gas in the
future. The USDOE sponsored a study of the resource potential in
Cook Inlet suggested there was an additional 15 tcf of
undi scovered gas in Cook Inlet. Gven the nobdest size of the

Cook Inlet market, it’s reasonable to expect perhaps 1.4 tcf of
reserves growh between 2006 and 2025. “It’s a considerable
multiple of the figure | gave you on the previous slide that’s
enbedded in the DNR annual report.” Thus wunder reasonably

favorable market <conditions Cook Inlet <could easily supply
energy needs in Southcentral and Fairbanks well past 2020. The
blue line on the graph represents the DOE study assessnent of
reserves growh and potential production from the reserves
growh. It’s well above the assessnent of consunption or demand
indicated in green and red.
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11:40: 13 AM

REPRESENTATI VE RAMRAS noted the slide is dated 9/20/06 so it
probably predates ACES and credits passed for Cook Inlet. G ven
all the inducenents and undi scovered conventional reserves, he
asked how nmuch has been discovered and been added to the
reserves since that date. “My inpression is that we haven't
found any gas in the Cook Inlet since 9/20/06.”

MR. SCOIT said he didn’t have a figure in his head.

MR. SCOIT said it appears that 300 Mwf/d is a fairly high
figure for in-state energy needs through 2025. Cook Inlet
production will continue and even under pessim stic projections,
he would expect it to average about 100 Mwkf/d. Gven
appropriate market conditions and regul atory signals, Cook Inlet
production should be nore than sufficient to neet heating and
power needs as well as significant industrial use. The 500
mef/d |imt under AG@A along wth continued Cook Inlet
production should neet in-state needs as well as significant
i ndustrial use.

11:42: 20 AM
NAG A Project Assurances - Trebl e Damages

COM SSIONER GALVIN said that the primary question is whether
the treble danmages provision within AGA wuld be triggered if
the state were to provide financial assistance to a bullet or
spur line to neet in-state gas demand. The quick answer is no if
it’s an in-state bullet line that has a design capacity at any
time prior to the start of commercial operations of the AGA
line that is no nore than 500 Mwtf/d. Al so, any spur off the
main line will be considered a custonmer and not a conpetitor.
“There is be no restriction ...associated with a spur line that’s
going to cone off of the main line that would limt the state’s
ability to support or provide financial assistance to such a
line.”

REPRESENTATI VE HOLMES asked about the event of a spur line off a
line other than the AG A main |ine.

COW SSIONER GALVIN said it wuld likely be considered a
conpeting project.

REPRESENTATI VE HOLMES asked if that would be regardless of
whet her it was under the 500 Mvcf/d.
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COMM SSI ONER GALVIN explained that a line that is |less than 500
mvef/ d, regardl ess of destination, is by definition not
conpeting. There hasn't been a |egal answer about a spur line
that is larger than 500 Mvef/d coming off a separate project,
but he believes it will conme down to: 1) whether it’s a line
that connects the North Slope to a market or 2) if it’s designed
to advance a conpeting project. If the answer is yes to either
of those questions it wuld violate the treble damages
provision. It goes back to the purpose. |Is the purpose to nake
the main line economic and to advance it or is it to be there
for anybody’'s use. |If ANGDA wants to advance a l|line that goes
fromBeluga to Aennallen to Delta, having the state assist that
line isn't going to cause a problem in and of itself because
it’s not actually advancing a conpeting project. It’'s there for
what ever project happens to conme past that point. If the line is
specifically tied to and giving advantage to a conpeting project
and is not available to the TransCanada Al aska project, then
t hat woul d be probl ematic.

REPRESENTATI VE HOLMES asked, if the state’s goal is to get gas
fromthe Interior to Southcentral and the ANGDA goal is to build
the spur line, would the treble damages provision becone an
i ssue the nonent the spur line actually ties into the long |ine,
whi chever it is.

COWMM SSI ONER GALVI N suggested she think about the tinmeline. By
the tine a conpeting project is actually built, the term of the
AG A license will be long past, so the question wouldn't be
rel evant.

CHAIR FRENCH remarked that he thought he was going to say “long
after the comencenent of commercial operations.”

COWM SSI ONER GALVEN responded that her question was whether it
would be a violation of the ternms if a state-supported spur |ine
is in place and waiting and it ultimtely ties into the Denal

line, for exanple. H's point is that the actual tineframe for

this license would be past by that time. This license will end
upon abandonnent of the project or when the FERC certificate has
been issued. The timng of that is such that it wll be |ong

before the Denali project could cone to fruition

REPRESENTATI VE HOLMES observed that it’s an inportant point that
the license ends upon receipt of a FERC certificate.

COWMWM SSI ONER GALVIN clarified that when the FERC certificate is
issued the licensee has two years in which to sanction the
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project. At that time the license would end. “The tinmefranes are
such that it’'s fairly infeasible that you're going to get to
that point where you're going to have a crossover of those two
events.”

COM SSI ONER GALVIN noted that the statute [AS 43.90.440(c)(1)]
says that a ~conpeting project 1is one that accomopdates
t hroughput of nore than 500 Mvef/d of North Sl ope gas to market.
To be conpeting, the project has to take gas from sonewhere
north of 68 degrees. Sonething that’s hooked up to Nenana and
sonething that’s hooked into the Cook Inlet is not going to be a
conpeting project for the purpose of the treble damage provision
of AGA Wth respect to when capacity is calculated, he
acknow edged that sone have asked whether the provisions of AG A
are inherently violated if a pipeline that is initially designed
for 400 Mvef/d can be expanded at any tine to be greater than
500 mMvwef/d. We've |ooked at that closely and talked with the
Departnment of Law, he said. Any pipeline could be expanded to be
aline wwth greater capacity than 500 Mvcf/d. To give neaning to
the AG A provision you have to consider that it’s not intended
to be the potential opportunity to expand. It’s sonething that
connects the state’'s actual assistance at the tine of the
framng of the conpetition that is to be avoided. It can't be
greater than 500 Mvef/d so you' re tal king about both the initial

design and the tineframe up until comencenent of commerci al
operations of the AG A project. After conmencenent of commercia
operations of the AGA line, the limtations are off and a
project can expand and there is no limtation on the state

assisting in those expansions or the original assistance by the
st at e.

11:53: 45 AM

SENATOR ELTON posed a hypothetical scenario of the state
assisting in a 450 wMmf/d line. Bef ore commencenent  of
commercial operation of the project, that line is conpressed and

expanded to 550 Mwef/d. He questioned how that would be handl ed
because the provisions of AGQA haven't been violated by
assisting with the 450 Mvwef/d line even though it was expanded
prior to commercial operation of the big |line.

COWMM SSI ONER GALVIN replied that does raise a |legal question. At
the point that the line expands, it raises the risk that
sonmebody can claim that the state supported the line and prior
to commencenent of commercial operations of the licensed project
that line was greater than 500 Mwef/d. “For that reason, we
believe that the state would want to ensure that any financial
assistance that it provides to any line that it's conditioned
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upon the understanding that the line is not going to expand to
greater than 500 Mwkf/d prior to conmencenent of comerci al
operations of the other line.”

CHAI R FRENCH asked what portion of that 500 Mwf/d line the
state can provide assistance to. It wouldn’'t be a violation for
the state to pay for 100 Mvef/d, but it would be a violation for
the state to provide assistance to expand a 450 Mvef/d line to
550 Mvef/d. That would assist a project designed to acconmopdate

t hroughput of nore than 500 Mvef/d. “It isn't as if the state
has to provide that entire assistance. It's if we push it past
500 million in any form | think we'd put ourselves at risk for

trebl e damages.”

COM SSI ONER GALVIN said when the language was put into the
statute there was no intention to be tricky or to put the state
in a position where it could slice and dice. “Qur position is
you |l ook at the pipeline project itself. If the pipeline project
is designed to have a throughput of over 500 Mwvef/d, the state
cannot provide assistance to that project period.”

10: 57: 10 AM

CHAI R FRENCH said he agrees. The state can’t provide assistance
to any project or segnment of a project that ultimately delivers
nore than 500 Mvef/d.

COMWM SSI ONER GALVIN added that, along the lines of slide 8,
that’s the reason that if the state provided aid, it would want
to prohibit any throughput greater than 500 Mwcf/d.

CHAIR FRENCH restated that if the state decided to pay for a
bullet line, part of the conditions would be that the bullet
I ine operator couldn’t push the throughput above 500 Mvef/d.

COW SSI ONER GALVI N sai d yes.

REPRESENTATI VE RAMRAS comented that when he hears the
commi ssioner say there is no intention to be tricky he would
remnd the commttee that the semantics of these hearings are
hard on sone nenbers’ nerves. For exanple, we see a slide that
says “the former Pt. Thomson unit” and when we hear “unlicensed
line” it nmeans the Denali Iine.

COW SSI ONER GALVIN assured him there is no intention to play
semantic ganes; he’'s trying to be accurate and precise in his
depiction of things. If he were to call a non-licensed line the
Denali project and that project ended up being scrubbed a year
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from now and an all three producers cone forward with a new
project, sonebody could cone back and say there was no talk
about this new other project. “lI apologize if it cones across as
trying to be precise in ny language. |I'm not trying to do
anyt hing other than that.”

REPRESENTATI VE RAMRAS said the point is made, and he woul d point
out that the license the conm ssioner is referring to is the
FERC |icense and not the AGA license. “So if we’re going to say
an unlicensed line, let’s nake sure that we qualify that whether
we’'re tal king about an AGA |icense or a FERC |icense.”

COM SSIONER GALVIN clarified that he was, in fact, talking
about an AG A l|icensed project and not a FERC license. “To be
clear, when we're talking about a licensed project in the
context of treble damages, we’'re tal king about an AG A licensed
project. That being the one that would queue this particular
result.”

SENATOR W ELECHOANSKI summarized that if ANGDA did a 500 Mwvef/d
line, there would be no problemw th state assistance. But under
that scenario, private industry couldn't expand that Iine 250
Mef/d 5 years |ater so soneone could build a new Agrium

12: 00: 18 PM
COM SSIONER GALVIN said that’s correct if the state provides
assistance on the initial line. Cautioning that scenarios should

be realistic, he said that a line comng from the North Sl ope
woul d al ready be burdened by the cost of the gas at the North
Sl ope plus the transportation costs. And so, getting gas out of
the Cook Inlet separately would be an opportunity for them to
consi der under the previous scenario.

SENATOR W ELECHOASKI asked if it would be a violation of the
trebl e damages provision if AGPA, built a line with throughput
of nore than 500 Mwcf/d.

COWM SSI ONER GALVI N said he didn't think it would be a violation
for the port authority to do that as long as the state wasn’'t
provi di ng any additional financial assistance to the project.

COW SSI ONER GALVI N di spl ayed slide 9 and said, “A spur line off
of the licensed project is not going to be limted either in
terms of what state assistance we’ve provided or the size of
that line.” If we're talking about ANGDA in particular, their
participation in building a spur line is unlimted in terns of
the state’'s participation in ANGDA' s operation or intent.

SENATE JUD COW TTEE - 35- June 25, 2008



12: 02: 54 PM

CHAIR FRENCH said that’s becone a concern today. He recalled an
explicit reference in their license application to perhaps build
aline to Valdez if that’s where the market drives it.

COWM SSI ONER GALVI N agreed; M. Palnmer has publicly stated that
at the initial open season for the AJA |licensed project, the
opportunity will be there for people to commt gas that would go
within the state, to an LNG termnal, or all the way to Al berta.
Basically it's open for any of those projects to cone forward
and TransCanada will build to whatever destination is offered in
t he open season where qualified conmtnments have been nade.

CHAI R FRENCH said his concern relates to the transferability of
the license. Assuming that this Legislature votes to grant the
license to TransCanada and the comm ssioners sign it, the state
is suddenly bound by the AG A statutes, the RFA, and their
application. That wll in essence becone the contract. H's
concern is that once that transferable license is granted to
TransCanada, what if sonebody steps in and buys TransCanada and

that successor doesn't view a spur line as benignly as
TransCanada does. “l guess the answer.is that we’'re protected by
their explicit reference in their application to a spur line.”

What if Exxon bought TransCanada? “The idea that Exxon now owns
this license and decides that their project goes to Al berta is
precluded, you wuld say, because of the words in the
application.”

12: 06: 11 PM

COMM SSI ONER GALVIN replied it’s precluded by the conbination of
the words in the application and the statenents in M. Palnmer’s
clarification.

SENATOR W ELECHOWEKI said considering how inportant the ability
to expand is, isnt giving the license to TransCanada
essentially the death knell to an ANGDA bullet |ine.

COM SSI ONER GALVIN replied he would say no. The limtation on

expansion is only until the comencenent of comer ci al
operations of the larger line so it’s not a lifelong limtation
on the pipeline. There wll be tw different drivers. The

primary drive to expand the line is economcs to bring the cost
down and the state ~can address that through additiona
participation. The issue of expanding for other reasons draws
into question whether between now and the expected conmencenent
of commercial operations, it's reasonable to expect demand to be
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that great other than having an LNG export. “Basically we're
saying we want the first slug of gas that’'s going to be exported
to be through a large line either as a line into Canada or a
spur line off of that to be the LNG vehicle for getting North
Slope gas into an LNG tanker. Not through a bullet |ine that
expands nodestly to address sone LNG conponent.” Econom cally,
the tradeoff is significant to the state. If we end up with a
1.5 bcf/d LNG project, we could end up causing a chokehold on
the ability to get a larger capacity line ultimtely to anywhere
— whether it’s LNG or to North Anerica. Economcally, the
tradeoff is so significant that it is in the state's interest to
preserve the opportunity for that large line and neet the
state’s in-state demand by providing direct state participation
i nstead of having the economes of scale drive it to a 1.5 bcf/d
line and forego the opportunity for a large line. “W get so
much additional value by having the large line that we're better
off providing.that small capacity line that wll feed Al aska's
needs in the near term”

12:10: 11 PM
CHAIR FRENCH noted that Senator Tom Wagoner had joined the
heari ng.

COWM SSI ONER GALVIN said the final point is to identify how the
treble damage issue is calculated and how it isn't inposed
i mediately on day one. It builds up over time and isn't
intended to be a limtation on the state’'s sovereign ability.
It’s sinply the price of getting out of the contract. That price
is tied to what we put on the table to draw in our AGA
applicant. The price builds over time as expenditures are nmade
moving toward first open season and FERC certification. It’s
bounded by the anount that’s ultimately spent.

COW SSI ONER GALVIN concluded the presentation and again nade
the point that AG A provides the state with the ability to neet
in-state demand. “We have every opportunity to pursue lines that
will provide gas for Alaskans and the state can provide the
econonm ¢ support to meke that affordable.”

CHAI R FRENCH t hanked the | egislators for attending.

12:12: 22 PM

REPRESENTATI VE KELLY said he appreciates the invitation to the
hearing and the discussion was hel pful. He made the point that
semantics and neaning and fine-tuning can be expected to take
pl ace when there are thousands of pages of docunentation and
with the team of experts that is working on this. “Probably when
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you have a 12-page PowerPoint that says, ‘Trust us’ you probably
don’ t have nmany  of those fine-tuning discussions.” He
appreci ates the conm ssioner hanging in there and nmaking sense
out of some very good questions. It advances the ball.

There being no further business to conme before the commttee,
Chair French adjourned the neeting at 12:13: 37 PM
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