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ACTI ON NARRATI VE

VI CE-CHAIR BERT STEDVAN called the Senate Resources Standing
Comm ttee neeting to order at 3:37:43 PM Present at the call to
order were Senators Welechowski, Geen, Stevens and Stedman.
Senator Stedman said Chair Huggins was not able to be here today
and he would chair the neeting.

Backbone 1|1
3:38:40 PM
VICE CHAIR STEDMAN invited the presenters from Backbone |1
forward — Co-chair Malcol m Roberts, representing Governor Wally

Hi ckel, and Co-chair David Cottstein, and Mke Kenny (formner
secretary-treasurer, Al aska Teansters).

3:39:55 PM

MALCOLM ROBERTS began by saying he was a long-tinme associate and
aide to fornmer governor Hickel. He worked with him when he was
Interior Secretary in 1970 and on and off ever since.

DAVI D GOTTSTEI N, Co-chair, Backbone |1, said he is an interested
parti ci pant.

M CHAEL KENNY, Co-chair, Backbone 11, said he worked as a
surveyor in Alaska for 22 years and represented Local 959 for 14
years and acted as secretary treasurer for the last three years.

MR. ROBERTS began by reading sonme testinmony and thoughts from
former Governor Hickel. He said Backbone Il first started as
Backbone | during the nerger when BP was acquiring Atlantic
Richfield worldw de. A nunber of Al askans began thinking about
what it would nmean for the conpetition on the North Slope if
Arco Al aska was absorbed into one of the other mmjors. Backbone
formed as a group of concerned Al askans that has included since
its beginning Governor Jay Hammond, many former |egislators,
cabinet officers and ordinary citizens who are focused on oil
and gas issues and how Al aska benefits fromits inheritance.

3:41: 36 PM
He read Governor Hickel's comments as foll ows:

Fifty-six years ago this January, | was in Washington

DC as several key Republicans in the US Senate,
formerly arch enemes of Al aska Statehood, shifted to
our side.
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As a 33-year old carpenter and builder, | had flown to
DC at ny own expense to make the case that Al aska
could stand on its own feet, and be self-sufficient,

if the Statehood Bill granted us an adequate |and and
resource base. The bill that had passed the US House
just days earlier proposed to give our young State
only 3 mllion acres! Many of the nobst prom nent
st at ehood supporters back honme were cheering that
stat ehood was at hand, but | was furious. | explained

our problem to Senate Republican Leader Robert A Taft
who listened intently for an hour. Finally he asked,
‘How many acres do you need, young nan?’

‘“One-hundred mllion!” | blurted out.

In the days and weeks ahead, Taft successfully
reconmtted the Statehood bill, and from that day
forward, every draft of the Al aska Statehood Bill
included a land and resource entitlement of 100
mllion acres or nore. In 1958 our Statehood bil
passed both houses of Congress and was approved at the
polls by the Al aska voters making it a Conpact between
the United States and the people of Al aska. W becane
heirs to 103 mllion acres - granted so we could pay
our own way and not have to rely on Federa
generosity. That’'s what this discussion of the natural
gas pipeline is all about. You own Alaska, M.
Chairman, as does everyone in this room and every
Al askan wat ching on TV. You own Al aska!

3:43: 36 PM

As legislators, you share the responsibility and the
great opportunity along wth our governor as the
trustees of what is one of the nost val uable | egacies
from the many-year battle to win our statehood. In
that fight, a nodel constitution was witten by
Alaskans and that Constitution was approved by
Congress and is a part of our Conpact. In agreeing to
these ternms, we <created the first constitutional
denocracy worl dwi de where the | ands and resources are
owned in common. | call it the owner state. The
Constitution explicitly gives us the guidelines for
how to make owner state decisions such as the one
bef ore us today.

Is it to ‘nonetize’ the ocean of natural gas awaiting
a transportation systemat the North Slope or is it to
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‘“maxi m ze' this resource? ‘Mnetize’ neans to sell for

the best price you can get - to transform an asset
into cash. However, all of you in this room are well
aware that Article VIII of the Constitution requires

that we develop our natural resources for the maxi num
benefit of our people. Here is what that neans to ne.
Wth our North Slope natural gas, Alaska can finally
break from our col onial past.

Since the Treaty of Cession with Russia of 1867,
Al aska’s abundant, God-given resources have been
al nrost entirely exported in the raw. In territorial
days, our people were forced to stand by helplessly
and watch it happen. W were hired by soneone else to
cut our trees, catch our fish, drill holes in our
ground and | oad our natural wealth into ships, trucks
and airplanes for shipnment to somewhere else where
sonmeone else created year-round, well paying jobs for
their people and nmde fortunes by adding value to
those resources - while Alaskans were left earning
penni es on the dollar.

3:45: 23 PM

Today, wth North Slope natural gas, we have the
opportunity to reverse our history of subservience. W
were the wvictims of those delegates Bob Bartlett
warned us about at the Constitutional Convention -
‘“those who cone, take, and |eave nothing. O those
who | ock up our resources and do nothing.’

Qur great opportunity now is to use our clean natura
gas to help our fellow Al askans who desperately need
heat, light and fuel in our villages and the energy to
help our larger comunities grow and thrive. W nust
insist that the precious gas liquids that travel wth
the gas are used to strengthen our private sector here
in our state. That should resonate with those who
believe that Al aska needs a strong private sector.

W also have the opportunity to create a revenue
stream to cover the cost of state government as we
provi de basic services essential for our people. In
other words, our gas is the key to strengthen both
sectors of our unique owner state - an enlightened and
activist governnment and a healthy and creative private
sector. For that to happen, | have believed since I
first studied the benefits of North Slope gas in the
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early 1980s that an all-Alaska line will best serve
our people and our state.

For the record, | supported the passage of AG A and
was pleased to learn in late Novenber that there were
five applicants. | was disappointed when the State
disqualified all but one of them | imgine that the

way the law was witten, the State was unable to work
with the applicants to help themall provide the ‘nust
haves’ defined in law As a result, we were left wth
no conpari son between an overland Canadian route and a
route to tidewater and LNG Wen we became aware of
this, Backbone wote a letter on January 14 to
Governor Palin urging her teamto take another | ook.

‘Wthout a conparison,” we wote, ‘there will be no
way to determine the. The legislature and Al aska
peopl e face an all or nothing choice.’

3:47: 09 PM

Fortunately, Comm ssioners Irwin and @Glvin have
decided to conpare the TransCanada proposal to the
benefits of an LNG system And | am pleased that the
| egislature, including this commttee, had already
decided to examne all of the applications and hear
out all the conpanies, entrepreneurs and visionaries
who submtted proposals in good faith. Those who want
to bury AG A have already begun shoveling dirt. Don’t
buy it.

The AQ A process is alive and well. Anendnents to the
process may be in order, but for the first tine,
Al askans can conpare the economcs of the proposals
and the benefits and risks to Al askans. Mich of this
information was kept secret from the Al aska people
prior to AG A

To help you conpare the proposals, we have prepared a
matrix that conpares 9 key benefits and risks (see
attached). It is a rough draft, done by volunteers and
many of the blanks have not been filled in. |
respectfully urge this conmttee, M. Chairman, and
the Admnistration to review this draft, fill in the
bl anks, and make your own conpari sons.

3:48: 05 PM
Senat or Joe Thomas joined the conmmttee.

SENATE RES COW TTEE - 5- February 1, 2008



And take your tine. Alaskans have worked and waited
for a gasline for nearly 30 years. Take another
session or even two to ensure that you and the
adm ni stration make the right decision. From the data

in the AG A applications, you wll Jlearn that an
Al aska natural gas pipeline is economc. Indeed, it is
not only economc it will be enornously profitable.
And you will learn that LNG is not a false dream as

its detractors have tried to convince you for years

LNG has beconme as common in the global energy parlance
as oil. It, too, is fungible; it can be shipped
anywhere or swapped with other LNG produced el sewhere
saving time and costs. And it represents a cleaner
energy alternative for a world deeply concerned about
pollution and carbon release. All three of the mgjor
North Slope producers have invested heavily in its
devel opnent wor | dwi de.

Now let’s look at the bigger picture. Let’s talk
about Alaska’'s role in the economc fabric of the
world. On August 3 of last year, ny friend the Russian
explorer, icebreaker captain and |eader in the Upper
House of the Russian Duma, Arthur Chilingarov, planted
a Russian flag at the North Pole two mles beneath the
surface of the Arctic Ccean. That courageous act nade
worl d headlines and ushered in the Age of the Arctic
just as Sputnik sparked the Space Age.

For the first time, the human race began thinking
differently about the North. The Arctic is no |onger
perceived as just a cold, foreboding place of little
inmportance to people’s lives in the tenperate and
tropical regions of the earth. The world realized for
the first time that the Arctic is a storehouse of
great wealth including vast untapped energy resources.

M. Chilingarov got our attention partly because the
world is beginning to understand that there is a
di rect connection between energy and affluence, energy
and poverty, energy and pollution, energy and
technol ogy, and energy and peace. It is ny belief,
having worked closely with Russia’s top scientists and
econom sts for vyears, that the Arctic rivals the
M ddl e East for energy potential. And a natural gas
pi peline through Al aska that turns natural gas into a
liquid easily shipped to world markets wll be the
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first of many great Arctic benefits that Al aska wll
share with the world.

Al askans, let’s not build for today, tonmorrow, this
decade or the next. W can build an ‘Arctic Land and
Marine Highway to the Wrld that lasts a century (see
maps) .

3:51:29 PM

MR. ROBERTS said the first nmap shows the TransCanada proposal of
noving gas through Canada, a distance of 1700 mles. The
remai nder is the distance to Chicago is about 3500 mles. He
advi sed t he comm ttee t hat t he | egi sl ature and t he
adm ni stration have to decide the destination and the use of the
gas if it goes in this direction and warned that gas going to
Canada could end up being totally used to heat up the tar sands.

MR. ROBERTS said the other map illustrated Al aska as a player in
taking Arctic resources to the world. He said that China
understands the power of LNG both as energy and as an
alternative to coal that is a terrible environnental problem for
themand is building 10 receiving stations. This is how Governor
Hi ckel thinks they should view Al aska’s natural gas.

He continued readi ng Governor Hickel’s comments:

3:54:36 PM

Thanks to your recent actions Alaska is blessed wth a
fiscal surplus. So | enphasize, don't be panicked into
making a decision. | urge you and Governor Palin to
invite a second round of AG A applications after this
one. Wl cone these applicants and work with them A
place to start mght be a conbination of nore than one
of the proposals currently in the Governor’'s office

O perhaps the best applicant has not vyet cone
forward

Governor Palin has a gift for creative thinking and
probl em solving. Let’s back her up in finding the best
way forward. The key is to renenber your solemn pl edge
not to nonetize but to maximze our resources for the
benefit of our people.

And there’'s another alternative to bring to your
attention. If none of the current or future applicants
can truly maximze this resource, there is another
way. | would have no problem if the State of Al aska
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were to take a mmjor ownership position in a gas

line. Indeed, as | have witten in a recent columm in
the Anchorage Daily News, | would have no problem if
the State of Al aska were to build our own gas line. If
| were a younger, | would volunteer to build it myself
for the sheer fun of it. Well, | mght charge a dollar

a year for ny services. A state-owned natural gas
pipeline wuld be no different than the Al aska
Rail road the Marine H ghway system the Ted Stevens
International Airport, the Bradley Lake hydro electric
facility and a dozen other state owned utilities and
transportation entities. They are all part of the
infrastructure of our owner state.

When you take a look at the potential revenues and
earnings, a state-owned gasline w Il provide enornous
benefits to Alaskans - additional billions for both
Al aska’s public and private economes. In a period of
a few years, we could provide abundant, clean energy
for Al askans, our fellow citizens in the South 48 and
our friends in Asia. Fellow Alaskans, don't be
dismayed by the challenges and the conplexities of
this opportunity. A new frontier awaits us. Let’s go
for it! Thank you very nuch

3:56:39 PM
DAVI D GOTTSTEI N al so read his comments as foll ows:

Let me start by saying that Alaska is in a very
enviable position. W are a storehouse of natural
resources, particularly hydro-carbons that are in
great and growi ng demand around the world and AQ A has
shown that interest in and the economcs of a gas line
are robust on a global scale. Qur future is bright if
we stay the course and |let the conpetitive process run
t hrough to conpl etion

Li ke nost Al askans, | was disappointed that the Port
Aut hority LNG project bid was deened to be inconplete
and therefore not eligible to be selected in the next
phase of AG A The phase whereby all remaining
participants would be evaluated and conpared for a
determination as to whether they neet the ultinate
standard or representing the project that provides for
t he maxi num benefit to the residents of Al aska.
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Even though there are nenbers of Backbone who in their
gut genuinely believe that LNG option represents the
best all-around gas |Iline option of Alaska, our
official position is that all Ilegitimate proposals
should be considered and that the best project as
deened by the people of Alaska should be the project
chosen. Qur caution and advice to the admnistration
first and forenost was that Al askans would be very
unconfortable if they were faced with an all or
not hi ng TransCanada option w thout any conparison to
an LNG one. That the TransCanada option should only be
chose if Alaskans are able to see and judge the
differences and after that they conclude it is the
better option. OQherwise we wll be faced wth a
di visive el ectorate and an again stalled process.

Most Backbone nenbers believe that ultimately there
will be enough gas discovered that a route to Val dez,
the LNG option, and one through Canada wll both
eventually be commercial viable in conbination. The
guestion becones which direction we go with first.
That is in the large part what AGA will answer.

It is no doubt that ConocoPhillips and the other
producers wth that AGA wll fail and go away. Then
they will claim that they were right in the first
place and that only they can do the project. Al
indications now are that that is not true. There is
demand for our gas qualified entities are willing to
commt to it. The producers are in a game of chicken
however. They want us to believe that they control the
gas and only they can bring it to market. That is true
only if we let them The truth is that now we have
proof of a market through the TransCanada bi d.

Requiring the producers to supply commercial volunes
of gas or be subject to lease violations. That is in
addition to the anti-trust exposure they incur by
wi t hhol ding our gas from an economi c market. The |ack
of requiring take-or-pay contracts in order to make

use of the federal |oan guarantees neans that you
don’t even need buyers to obtain financing which neans
it will get financed and built, they wll have to

cone. The producers posture that the supply of gas for
a project is in question, but it isn't really. Not if
Al aska sinply exercises its rights. AGQ A s inportant
open season and access requirenents wll greatly
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enhance the long term availability and growh of

supply. In the end the producer wll participate not
necessarily because they want to, but because they
will have to - at |least on the supply side.

3:59:33 PM

One of the classic and nost profitable achievenents on
Wall Street is to garner the rewards and ship the risk
off to others. That is sinply what ConocoPhillips is
trying to do by demanding fiscal certainty. They err
in thinking we are foolish enough to grant that to
them It’s a two way street however. | would expect
them to react being equally appalled should the state
demand fiscal certainty in the form of a floor for
wel | -head values at $90/barrel of oil and $8/ntf of
gas. Risk is a zero sum gane. As long as there is a
mar ket r eady to comm t wi t hout such fisca
requi renents, as there certainly has been proven
exists, we don’t need to grant the producers such a
huge risk subsidy. So renenber, the term fisca
certainty is code-word for less risk for them and nore
risk for us. Intel and General Mtors don't receive
these kinds of special incone tax commtnents when
they invest billions of dollars in new plant and
equi pnent. The benefits of doing business in |and
governed by the rule of law, property rights in a
secure environment is balanced by the wuncertainty
surrounding the future decisions of a free people in a

denocracy. So, only when ConocoPhillips gets in the
gane for r eal should their proposal be taken
seriously.

W are not opposed to producer participation, but et
us renenber that a purely producer owned |ine gives
them nore control and advantage by limting the
distribution of the product to the markets they sel
into as opposed to an independent pipeline conpany
that nakes nore noney the nore gas put through the
pi pel i ne.

W also believe that how gas is brought to nmarket is
not just a state issue, but a national one as well
The federal |oan guarantees are a reflection of that

because of nation priorities. At our own peril, we
would be naive to think that part of the benefit
calculus wll not consider the amount of oil from

Canada that could be set free from the tars ands and
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made available to the North Anerican narket reducing
our dependence on foreign Mddle Eastern oil sources.
It is not so nuch an Al askan issue, but it wll
i nfluence the Federal Energy Departnent’s thinking.

Al that being said we believe that the adm nistration
was faced with a difficult set of circunstances. They
wanted to maintain the integrity of the AGQ A request
for application process, but also maintain a path to
wind up with the best project for Alaska, whatever
that mght be. On the other hand, the Al aska Gasline
Port Authority application represented the only
Val dez/ LNG routings, the one that npbst Al askans
believe has a good chance of being the one providing
t he maxi num benefit.

But a failed Port Authority bid doesn't default a
Canadian route being superior wi t hout even a
conparative evaluation. That is why | believe the
Palin adm nistration has offered a solution that is
fair, reasoned and falls within he AGA process. And
that is only if the TransCanada proposal can be
publically shown to be better than an LNG option, wll
it be granted a license. It mght be that we have to
take an extra step to get to the right place but we
have waited 30 years. W can wait a bit nore.

The good news is that we wll know once and for all
from an estimate point of view what the net present
value of the state both approaches contain the access
to energy by Al askans the value added processes
anticipated the permanent jobs created the offset of
oil revenues due to volunes of gas shipnents, the
costs of conpletion to Southcentral consuner in higher
energy costs and many other values, both positive and
negative. The rough part cones in deciding which is
best in conmbination. Is nore volunme and noney |ater,
and nore uncertain, nore valuable than smaller |ess
ri sky takes? And how much net present valued does it
take to be worth nore than a good paying job? These
are the kind of judgnents you legislators and the
Al askan public wll be faced with in the final
analysis. It wll be your job now to Kkeep the
admnistration's feet to the fire with regard to a
full and thorough conparison of an LNG versus Canadi an
route. A good understanding of the TransCanada
proposal will tell us a lot about the economics of a
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4:07:

producer lines as well, should they ever decide to
conme to the party.

Part of the good news is that the admnistration
rightfully and artfully has crafted a framework to
keep us on track and heading in the right direction.
Only if in totality a TransCanada |ine outshines an
LNG option will we grant the license. If not, we have
the ability to nove directly in a way that matches the
| andscape at the time for a final assessnent and
determ nation

4:06: 04 PM

Before | leave you today, | wanted also take a very
brief opportunity to comrent on another topic, not
totally unrelated as it has also to do with energy for
Al askans. It is nmy opinion that there needs to be a
nore rational alignnent of generation, transm ssion
and the distribution of electricity in the Railbelt
and on to rural communities and the state has a big
role to play and has an interest in making sure it is
done well. | think the nmerger discussions by M&P and
Chugach just represent the tip of the iceberg in that
regard.

Twenty years ago | was active in the attenpt to build
a Susitna Dam project. As there has been a lot of
inaccurate information transmtted regarding it, |
wanted to make sure you had an accurate framework. |
am not active in any new novenent, but contrary to
what others have suggested, Susitna s generating cost
was in the 11-14 cents per kilowatt, not the 30 cents
bantered about. Also, the whole reason it collapsed
was that the price of oil dropped to $12 per barrel in

the md eighties. I remenber it well and was
personal ly instrunmental in pushing for transparency in
t he break=-even econom cs of the project. | and others

pressured Harza Engi neering, one of the joint venture
project partners of Harza-Ebasco, to provide that
anal ysis. The answer was $18/ barrel. Wth $12 oil and
dramatically reduced state revenues, the appetite for
nore noney for dans evapor at ed.

27 PM

Now, | am not an expert or up-to-date on the current
econom cs of a dam but what a shame with $90/barrel
hi ndsi ght and $18 break even econonmics that we | ost

SENATE RES COW TTEE -12- February 1,

2008



the nomentum | don’t know if the cost of the project
has gone up equally five-fold, but it mght be woth a
| ook. And it could be a good long term solution to
providing low cost energy for Alaskans far in to the
future long after gas and oil run out. Alaska could
benefit when oil and gas prices are high, but our
residents could be protected from high energy prices
with a nore green sol ution.

Thank you again for allowing us this anple opportunity
to share our thoughts.

4:08:41 PM
M CHAEL KENNY read his coments as foll ows:

Thank you Chairman Huggins and nenbers of the
Resources Conmttee for the opportunity to address and

offer t you sonme thoughts which nmay assist in
illumnating the path | believe all Alaskans crave to
travel; the path that wll bring our Al askan North

Sl ope (ANS) natural gas to market, the path that |eads
present day and future Alaskans to the prosperity
bequeathed to us by the first people and pioneers of
the Great Land through their toil and steadfastness
and foresight.

| speak to you as an Al askan associated with the group
known as Backbone. W nmay speak with differing tones
and voices, but we are in conplete harnony with our
lifelong dedication to make certain that when the
natural resources of Alaska are developed it is done
to the maxi mum benefit of its citizens. This requires
us to act wisely wth our focus not on nonetizing our
devel opnent of non-renewabl e resources or a short term
windfall in our Ilife time but on mking certain
maxi mum benefit extends to future Al askans. CQur
Constitution was not witten to cover only those of us
here in the present. Alaska is an owner state - a
great blessing carrying with it great responsibilities
to future generations.

My intention in addressing you today is to share ny
concerns that w thout a proper conparison of conpeting
routes and projects, the mnmandate expressed in our
constitution wll not be net.
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It is my opinion that the process followed to date
under AQ A is vastly superior to the process the
previous admnistration wutilized in 2005 wunder the
auspices of the Stranded Gas Act. But no process is
without flaws and AG A is no exception. Only one
application is judged acceptable by the adm nistration
and it is for a project to deliver Alaska gas to
Canada. There are sone words in the approved
TransCanada application that vaguely refer to an LNG
alternative, but there are two precise and distinct
applications proposing an all-A askan LNG route were
di sapproved for different reasons. The adm nistration

also indicated that they were not conpl etely
dismssing an LNG project. W shall see what that
neans.

| trust that a license will be awarded only after a

through and transparent analysis of the conpeting
routes and projects. It is difficult to ook forward
to a license being awarded to an applicant because it
was judged nost successf ul at navigating the
application process. W deserve a thorough exam nation
of the conpeting visions. A decision of this magnitude
will reverberate far into the future and nust be the
result of today’'s Al askans understanding the pros and
cons of the various alternative and coming to a
reasoned decision. The following eight observations
are offered for your consideration.

4:12: 04 PM
First, t he pr oducers, ExxonMbbi | , BP and
ConocoPhillips have gone to great lengths and wll

continue to do so to preclude Alaskan LNG from
conpeting in the Pacific R m marketplace, the world's
nost lucrative market. Relying upon industry funded
studi es undertaken during the Know es adm nistration
they claim Alaskan LNG is not conpetitive. That may be
accurate from their internal corporate point of view
in terms of maximzing their stockholders return on
i nvest ment . Furt her nor e, nost soverei gns, unl i ke
Al aska, grant devel opnent and production |eases on a
“use it or lose it” basis, so the stockhol ders expect
the | eadership of BP and ConocoPhillips and Exxon to
maximze and not |ose the leases in Indonesia for
exanple. The AQ A has highlighted the fact that Al aska
LNG does make econonmic sense to a n7umber of gl obal
energy giants. It is ironic that the TAPS oil pipeline
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routing to Val dez was aggressively demanded by sone of
the sane Al askan resource |easeholders precisely
because Alaska is located at the crown of the very
lucrative Pacific R m Asian markets.

A second observation is that LNG is the wave of the
future. The largest investnent that Exxon has ever
made is in an LNG project wth Qatar for the
production of liquefied natural gas, which they wll
ship into the Gulf of Mexico and which will eventually
find its way to markets throughout the Northeast and
M dwestern United States.

There is <continued speculation that a consortium
nodeled on OPEC will be formed. LNG is becomng a
gl obal comodity and it offers a dynamc flexibility
in reaching lucrative markets. LNG is so very 21°%
Century.

The third observation — the Mackenzie Valley Pipeline
(MPV) project is floundering. Inperial/Exxon stated
that the $7 billion estimate in 2004 nmade the MP very
mar gi nal i ndeed. The producers headed for the exists,
however, when the estimate in early 2007 cane in at
$16.2 billion (in 2006 dollars) and the Canadian
government showed no interest in using taxpayer
dollars for subsidies and guarantees in the face of
the recording breaking profits being announced by the
producers. Reportedly there is now a proposal to have
TransCanada part of the aboriginal pipeline group
build and own the $8 billion pipeline while the
producers w thdraw from the aboriginal pipeline group
and invest $8 billion and the necessary infrastructure
at the Mackenzie River Delta gas fields.

The past CEO of Exxon, Lee Raynonds, and his
successor, Rex Tillerson, have stated in no uncertain
terms that the MP nust precede the Al aska Hi ghway
Pipeline project (AHPP). O course their preferred
project is to bring the ANS natural gas “over the top”
and thus nmake the MWP nore lucrative. Many Al askans
considered their manner and tone to be disrespectful.
Rising above this now famliar arrogance and the
really huge conflict of interest inherent in the
possibility that both the MWP and the AHPP are in
TransCanada portfolio, we wonder why is it so
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inmportant to get that Mackenzie natural gas to the
sout h, which brings us to the fourth observati on.

4:16:29 PM

The answer can be found in two words - tar sands. In
order to extract and produce synthetic oil from the
At habascan tar sands, huge amounts of natural gas and

water are necessary. Since it seens likely that
Al berta has already passed peak production of its
natural gas, the energy firns wll be reliant on
tapping in to new energy sources for their needs.
Eventually full developnment of the tar sands wll
yield an anount of oil exceeded only by Saudi Arabia.
| t is gigantic and it has attracted gigantic

i nvestnents fromall over the worl d.

Since natural gas is the key to the profitability of
t hese investnents, pressure is being applied to assure
a source or sources are available. Alaska is certainly
a location that has attracted great attention of |ate.
The corruption scandal is but one synptom The case
for building the AHPP is shrouded wth talk of
transporting our natural gas to the Mdwestern United
States. It would be extrenely surprising if that talk
corresponded with reality. Qur Alaskan gas is needed
for the Canadian tar sands and our natural gas solids
for the Al berta petrochem cal industry.

4:18: 09 PM

A fifth observation: The tar sands projects have drawn
i ncreasing opposition as the mning has gone forward.
Many environnentally inclined Canadians view the use
of natural gas energy to produce synthetic oil energy
as extrenely wasteful much as many Anericans feel

using corn to produce oil is a waste of resources -
the energy used to do it exceeding in sonme cases the
energy received from making the oil. The Canadian
em ssions inherent by using this anount of natural gas
wll exceed the Kyoto Treaty by over 25 percent and
t he gr eenhouse war m ng will be i ncreased

proportionately. First Nations organi zations are upset
over the degradation of the water tables, the
At habasca River Drainage and the Slave Lakes. Labor
organi zations are concerned by the inportation of
workers from |Indonesia and other Asian countries who
are afforded little if no protection and can be
deported at the whimof enployers.
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It may never reach the critical mass between these
organi zations to stop the tar sand devel opnent, but it
can be effective to stop devel opnent of the Mackenzie
Vall ey pipeline or the Al aska H ghway pipeline thus
gai ning | everage over the tar sand devel opnent.

A sixth observation. Future devel opnents in the Arctic
Ccean and the Beaufort Sea are no longer deep in the
future. Political nmaneuvers this past year by Russia,
Norway and Canada indicate they are aware of the huge
potentials and are staking out their clains. Alaska's
oil transportation corridor connecting the Arctic
Ccean with the Pacific Ccean will be enhanced by the
addition of a gas transportation system in the sane
corridor. Connecting the Arctic Ccean with the Pacific
Ccean is sonething that wll conme about sooner or
later and it’s better that we build this now

Seventh observation: It looks like the fear card is
now back in play. Like the ghost of Christnmas past
former Governor Mirkowski has reappeared to pronote
the producers as owning the gas and whose interests

are paranount. Alnobst sinultaneously voices from
Washi ngton DC can be heard warning of a federal take
over. The oil industry has enjoyed unparalleled

i nfluence over Anerican policy for the past eight
years. There is a very good chance that that deck wll
be reshuffled comng this Novenber. | believe that our
decisions should not be rushed by those types of
threats. It may conme to pass that a new president or
congress nay decide a project such as Sinopec’s which
prom ses to over the lifetinme of that project reduce
the balance of trade deficit that we have with China
by $500 billion. That may be of interest to a future
adm ni strati on.

| remain confident that when the admnistration and
| egi slature exam ne and anal yze the conpetitive routes
and projects including the Chinese in a transparent
and informative deliberation, Al askan’s will be
overwhel m ngly supportive of the result. The result
down not have to be a zero sum gane where there is
only one w nner.

Wiile | do not claim to be fully inforned, it does
seem that the all Alaskan route can be acconplished in
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a short tinme frame and nore inportantly has the
advantage of being wthin Alaskan and Anerican
sovereignty. The producers have powerfully robustly,
sharply and fiercely demanded fiscal «certainty. |
believe Alaska nmust in the same way demand certainty
of another sort and that is the certainty that if the
line goes through Canada that we have certainty that
there is no agendas by either the foreign governnent
of the producers to inpede the developnent and
transportation of our resource. That certainty wll
never be attained; it can only be realized if we avoid
foreign entanglenents in our routing. This is not
nmeant to inply that after we have conpleted an LNG
project, and with the expected discovery of nmuch nore
Al aska North Sl ope natural gas, a spur line to Alberta
woul d be i nappropriate.

Great comedy is reliant upon great timng and of
course the tragic face of conmedy may reflect poor
timng. If we were to transport our gas via a static
delivery system 1700 mles inland we would be
building last century’'s project. Turning our backs on
the historic opportunity available to Alaska via a
dynamic, global LNG project would certainly be a
tragedy.

| thank you very nuch for allowing ne the opportunity
to share ny observations with you

4:23: 47 PM

VI CE- CHAI R STEDMAN stated that Chairman Huggins is inviting the
firme from the tar sands to testify before the Resources
Conmittee. He believed that gas in Alaska is clearly one target
to get that energy source to extract that oil.

4:25:50 PM
MR. KENNY responded he would be all for sending gas to the tar
sands if the LNG piece were in place. It's a question of

priorities.

VI CE- CHAIR STEDVAN said the legislature was concerned al so that
the liquids would be available to the state so that it could
devel op a petro-chem cal industry. They recognized that Al berta
has issues with supply.

SENATOR STEVENS asked M. Kenny to flesh out his coments on the
threat of a federal takeover.
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MR. KENNY responded that a report has floated around Washi ngton
DC since the $18 billion guarantee that if Al aska doesn't act
that the federal governnent would step in and nake certain that
the gas was nonetized and sent to the Mdwest. The DC
negotiations were two-pronged — one was for a floor for the
price of natural gas. That wasn't supported by our wusually
allies in Louisiana and Texas. They weren’t too keen on the $18
billion guarantee, but the Mdwestern Denocratic senators were
very interested in getting what they thought would be a good
cheap supply of Anerican natural gas. Gven that dynamc
comments were made that this is where we are headed. There is a
certain school of thought in DC that if this doesn't happen,
that the feds could take over. He didn't know how it could be
done | egally.

4:29:21 PM

SENATOR W ELECHOWBKI expressed appreciation of their com ng down
and asked what happens to Backbone if the governor goes with the
TransCanada bi d.

MR. GOTTSTEIN replied if there's a fair hearing and it becones
obvious to Alaskans that a Transcanada project provides nore
benefits to the residents of Alaska, they “would sign on.” In
t he absence of that, Alaskans would have a tough tinme. If the
econoni cs of an LNG project represents 98 percent of the value a
Transcanada project along with a lot of jobs, it would be hard
to argue against it. But if it had only 80 percent of the val ue,
it would be a tougher decision. Backbone believes that it should
be a decision of the Al askan people.

4:31:53 PM
VI CE- CHAIR STEDVAN said they have the old Stranded Gas fisca
anal ysis and hopefully the admnistration will conme forward with

one from TransCanada. He didn't know how the body would nmake a
deci sion without an analysis of the econom cs.

MR. GOITSTEIN said the challenge is that conparing the projects
is like conmparing apples and oranges. Not all the projects have
the sane types of values. An all Al askan project provides val ue
t hrough jobs, but he agreed the onus is on the admnistration to
do a good job of the anal ysis.

4:34:10 PM

MR. ROBERTS urged the commttee to ask the adm nistration for a
nodel of what an LNG option would be and to ask the presenters
in the comng days to add what they could to it.
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Vi ce-chair Stedman thanked them for testifying today. There
being no further business to conme before the commttee, he
adj ourned the neeting at 4:37:09 PM
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