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ACTI ON NARRATI VE

CHAIR CHARLIE HUGGE NS called the Senate Resources Standing
Committee neeting to order at 3:36:24 PM Present at the call to
order were Senators Geen, MCQure, Stevens, W elechowski,
Wagoner and Huggi ns.

SJR 17-OFFSHORE O L & GAS REVENUE

3:37:22 PM
CHAI R HUGGE NS announced SJR 17 to be up for consideration

SENATOR W ELECHOWSKI , sponsor of SJR 17, said this neasure calls
on Congress to provide Al aska and other coastal states with a
fair share of revenue fromoil and gas |eases and devel opnent in
the outer continental shelf (OCS). He explained under the
M neral Lands Leasing Act of 1920, the federal governnment shares
50 percent of the revenues generated from m neral production on
federal lands within each state’s boundaries with the state. The
shared mneral revenue is distributed automatically outside of
t he budget process and is not subject to appropriation.

Unfortunately there is no conparable authority for the
federal governnment to autonmatically share revenue from
oil and gas activity occurring six mles or nore
offshore wth adjacent coastal states despite the
contribution nade by those states to the nation’s
energy supplies.

For vyears, <coastal states have argued that they
deserve a share of OCS revenues because they provide
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the infrastructure that supports offshore operations
and  bear the environnental risks of of f shore
devel opment. Several tinmes Congress has recognized
this federal contribution and created revenue sharing
progranms nost of which have been tenporary or were
extended to only a handful of states. The npbst recent
one of these prograns was included in the Qulf of
Mexi co Energy Security Act of 2006. Under that act,
the federal gover nnment agreed to give Al abanmm,
Loui siana, Mssissippi and Texas 37.5 percent of
revenue from oil and gas |easing and devel opnent in
newly opened federal waters in the @Qulf of Mexico.
This act is expected to distribute nore than $60
billion to those four states over the next 25 years.

Al aska was excluded from this program despite the
efforts of our congr essi onal del egati on. Thi s
resolution supports the position that all coastal
states with adjacent OCS devel opnent should receive on
a regular and ongoing basis a fair share of revenue
from OCS activities as conpensation and reward for
their contribution to the nation’s energy security.
Since statehood, oil and gas activities from Al aska’s
OCS have generated billions of dollars for the federal
gover nnent .

A spreadsheet in their packets showed that al nost $6 billion has
been collected from leasing and developnent in Alaska s OCS
since 1982, not including the $2.6 billion that the federal
governnent is likely to earn from the recent Chukchi Sea Sale
known as |ease sale 193, a record breaking event with 667 bids
offered for 488 blocks. |If the revenue sharing program had been
in existence simlar to the one in the Gulf of Mexico, Al aska
woul d have stood to gain $975 mllion from that sale alone. He
said nore leasing and developnent is likely to occur in the
future and while Alaska is still considered a frontier area for
OCS devel opnent, two-thirds of the nation’s OCS is off Alaska's
coast. The Mnerals Managenent Service (MVS) estinmates there
could be as nmuch as 55 billion barrels of technically
recoverable oil and 280 Tcf of technically recoverable gas off
of Al aska' s coast. Alaska already has 263 active oil and gas
| eases off of its coast covering nore than 1.4 mllion acres.

3:40: 47 PM
SENATOR W ELECHONSKI said the Chukchi Sea sale could result in
the leasing of an additional 2.7 mllion acres and that his

office has been in touch with aides in Senator Ted Stevens's

SENATE RES COW TTEE - 3- March 14, 2008



office regarding this resolution and has been assured it wll be

useful in the Senator’s effort to secure revenue sharing for
Al aska. Senator Ted Stevens’'s chief aide for energy and the
envi ronnment says he is confident legislation will be introduced

in 2008 to create a nulti-state revenue sharing program

3:41: 28 PM

M CHELLE SYDEMAN, staff to Senator Welechowski, added that
Senator Ted Stevens thought it would be good to act before the
Novenmber elections for a nunber of reasons. One is that severa
menbers of Congress who support OCS revenue sharing wll be
retiring this year.

CHAIR HUGE NS countered that three Alaska legislators were at
the Energy Council and New Mexico Senator Binganman didn't
support the revenue sharing concept and while he lives in a
| andl ocked state, he's the Senate Resources Comm ttee chair.

SENATOR WAGONER added that Senator Bingaman didn't cone out
strongly opposed to their pursuing it.

SENATOR STEVENS noved to report SJR 17 from committee. There
were no objections and it was so ordered.

AG A Update - Steve Porter, LB&A Consultant

CHAIR HUGA NS said the commttee next would hear from Steve
Porter.

3:43: 47 PM

STEVE PORTER, consultant to the Legislative Budget and Audit
Commttee, said he titled his presentation The Road Not Taken
because over many years a nunber of different ways have been
tried to get to an Al askan pipeline, but none of them got us
t here.

MR. PORTER said his presentation would cover the differences
between corporate and governnent worlds and  processes,
sovereignty responsibility and the |legislative process. He would
al so cover the shippers concerns and what it really takes to get
them to an open season; he would then talk a little bit about
where AG A is now, followed by sone informal conmments about the
TransCanada proposal specifically.

He said sonetinmes the two worlds don’t comrunicate very well

The corporate world is a world of gated decision-naking
processes and negotiations. So, when the State of Al aska says
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the corporate world nmust make a conmitnent by a certain date

they find that difficult to agree to especially in a major
project. They may want to do a project, but they have certain
gates they need to walk through first. Certain econom c anal yses
have to occur before they nove on to the next stage in a
project. So when the state says it wants a commtnent to build a
pipeline and to go all the way to the FERC certificate, they
have a difficult time doing that from an internal process
standpoi nt, not because they don't want to do it, but because
they could I|ose control of the project and that could
potentially cost them great anounts of noney.

The corporations are in a negotiations world; that’s where they
don’t wunderstand the government process which is generally not
one of negotiations, but rather of decision-nmaking from the
standpoint of a sovereign. He suggested that the corporations
shoul d have tal ked about their concerns with the gas tax, for
instance, rather than trying to negotiate with the governnent
about them

MR. PORTER said he wanted to talk a little nore today about how
to nove through the process of hearing the corporations’
concerns and cone to a good resolution. He said two processes
are occurring currently, one is the corporate process to build a

pi peline. ConocoPhillips put a plan forward, but in the
government’s world they showed what they were going to do to
nove ahead. ConocoPhillips has also said it has concerns that

need to be dealt with to nove the project forward. That is the
public process outside of both A A and the Stranded Gas Act.

He explained the government process is within AGA and noving
the applicant forward through a bid process. This is not
normally the responsibility of governnent, but in unique
circunstance when things are not occurring as the governnent
would like, it can step out of its normal role into a role that
will allow an activity to occur.

3:48: 36 PM

CHAIR HUGA NS likened it to driving in a car on a road with a 55
mle speed limt, but if youre in a speed boat in a canal
running parallel to the road, you don’t have to observe the 55
mle speed limt. It wll get you to the sane place, but

different rules.
MR. PORTER agreed. It's the state's responsibility to nake sure

that the speed boat and the vehicles on the road have the
potential for getting to their final destination. The state’'s
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responsibility to both of those processes is to create a stable
fiscal environment upon which conmercial activity can occur.

3:50: 27 PM
CHAIR HUGE NS assuned for a mnute that Enstar would build the
bullet line, then the question is whether or not that is a

conpetitive or a parallel process with or wthout an LNG
conponent .

MR. PORTER responded that two AG A provision address the Enstar
proposal ; one excludes themif they want to deal wth less than
500 Mhcf/day in terms of being a conpetitive process. Second,
AG A says if you are outside the process and the state isn't
providing you with incentives or enhancenents, you are also out.
Just to build a separate pipeline is not conpetition to the AG A
process. So, as long as Enstar stays under the 500 Mrcf/day or
if they exceeded that, so long as they are just building a
pi peline and not asking for any help, it doesn't conflict and
the state is not in conflict with doing its responsibilities as
a state governnent, which is permtting and managi ng a project.
“There is no conflict with the Enstar process.”

CHAIR HUGA NS asked what happens if the state is part owner or
assists in the bonding process or financing.

MR. PORTER answered if the project is less than 500 Micf/day
it’s probably okay; above 500 Mmf/day and wth specia
incentives and the state’s obligations mght have to be |ooked
at .

SENATOR WAGONER said he didn't hear Enstar say they needed any
help fromthe state to construct a pipeline.

CHAIR HUGGA NS said they need to understand what the rules are
under all scenari os.

3:53:22 PM

MR. PORTER said Enstar's proposal was to take Foothills gas from
Anadarko or others and not the core North Slope gas. So that
should not affect the ability of a mmjor pipeline to nove
forward

CHAI R HUGGE NS asked what if Enstar’s project exceeds 500 Mrcf.
MR. PORTER replied you may have a |egal problem not a practica

problem |If you' re tapping Pt. Thonson reserves, you would want
to exam ne the inpact of that against a second pipeline.
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3:54: 44 PM

He went on to explain that sovereign responsibility is often
forgotten, but it is alnost as inportant from a stability
standpoint to mmjor corporations as the tax is. The Mjors are
worried if the state governnent can't nmanage its finances and
its budgets properly, then when it gets out of noney, it would
conme to them and raise their taxes. So, in the short term if
the state manages its surplus properly and saves it for the
future that brings stability to how a corporation views Al aska
as a potential place to invest. Having a long term fiscal plan
is inmportant as well.

SENATOR W ELECHOWBKI said Al aska has the |argest Constitutiona
Budget Reserve (CBR) of all the states and asked if corporations
woul d consider that as fiscal stability.

MR. PORTER replied yes.

3:58: 09 PM

MR. PORTER said corporations also |ook at project-specific
stability. He explained that sonetines governnent doesn’t ask
the right question of industry. If it asks what it needs, they
will generally not answer. |[If governnment asks what their
concerns are and listens properly, it wuld get the answer in
terms of a list of their concerns and then they could begin to
focus on those areas.

He explained that industry has focused on three areas even
before the Stranded Gas Act: the term of stability, the gas tax
and a couple of royalty issues. Addressing these would
substantially increase the likelihood of a project noving
forward

The term issue has two elenents; one is the level of certainty
and two is the duration of the certainty. The current |evel of
certainty is basically by statute. They passed AG A that says
anyone who shows up at an open season has 10 years worth of
fiscal stability. It's in statute and it can be changed any year
after this year. So, it really operates nore as an intent
statenent as opposed to an actual contractual stability. In its
favor, 50 percent of the legislature has to change their m nds
and that’s very hard to get. So, having it on the books is nore
than just a nice statement and it is a reasonable position to
hol d.
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The position that both the governor’s office made originally in
AG A and nost of the industry players are asking for s
contractual stability, which doesn't allow the legislature to
change its mnd for a term of years by contract. The industry
would like to see that; it is nmuch nore stable than statute. The
governor originally proposed that, but the |egislature decided
not to go that far.

MR. PORTER said the constitutional responsibility is actually
the safest of the three.

3:59: 50 PM

SENATOR WAGONER stated the idea of having contractual fisca
certainty was never voted on by the full legislature. He wasn’'t
sure that isn't still a possibility, but the problem he has with

that is the legislature hasn't been asked to put that |anguage
back into the contract; so maybe it isn't inportant.

MR. PORTER said industry doesn't want to tell the legislature
what to do; rather the legislature has to listen to industry’s

concer ns. For i nst ance, ConocoPhillips talked about its
contractual stability; BP and Exxon have been a little nore
silent. General ly, the way he has analyzed the three
corporations is that he watches what ConocoPhillips says; sone

are less forthcom ng than others in explaining whether sonething
was sufficient to nove a project forward. This goes back to the
basic responsibility of governnment to determine what is fair.
They mght not get a specific answer, but |awrakers need to
listen to concerns, decide if they are valid and then address
them |If they do those things, the pipeline wll nove forward
and be built eventually.

SENATOR W ELECHOWBKI asked if he is saying the state is taking
the wong road because he | abeled his slides The Road Not Taken.

MR. PORTER explained that “basically the road that has not been
taken so far is the one that |leads to a pipeline.”

4:03: 47 PM

SENATOR STEVENS added that at the end of this poem by Robert
Frost he says the right road is the one less traveled. But he
didn’t know which one is the | ess travel ed.

SENATOR GREEN asked Senator Wagoner what the conbined vote was
on passing that bill out of the Super Commttee.
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SENATOR WAGONER cl arified that he was referring to a vote in the
Judiciary Conmittee and he didn’'t know what that vote was. The
contractual |anguage that gave a 10-year certainty for those who
committed gas at an open season was taken out of AGQ A

SENATOR W ELECHOWSKI recalled that they were trying to do it in
a way that would best withstand challenge — recognizing it is
hard to bind future | egislators.

CHAIR HUGA NS said if one assunes TransCanada is going to get
the contract, the state has between now and the fall of 2009 to
establish the fiscal ternms. If it wants to use present rates,
t hey should just say that so people could plan.

He said two nonths ago he talked to another long-tinme senator
about how Transcanada woul d be presented for an up or down vote,
but that senator responded, “There’s never an up and down vote.
He said you can change what ever you want to within reason in

AG A ...” He asked M. Porter to el aborate on that.

4:07:55 PM

MR. PORTER said he planed to address that later in his
presentation. In response to Senator Welechowski’s coment,

having fiscal certainty in statute presented the |east risk for
being overturned. O herwi se a constitutional anendnment woul d be
needed and that would require a near wunaninous vote of the
| egi sl ature and the governor would have to support it. She would
have to convince Governor Hickel, Backbone, the Port Authority,
and any other nmjor stakeholders to support it as well.
Oherwise it wuld fail the public vote. Failing a public vote
would nmake bringing it back difficult to even put in the
contract. The risk is to the industry that a failure with the
public would forever close that door

4:09: 04 PM

He said the next piece talks about the duration of certainty.
Current statute says 10 years. A few weeks ago, the governor
said she is confortable with 10-15 years; ConocoPhillips said
20-25 years. The Stranded Gas Contract said 35 years.

CHAIR HUGA NS recalled that ConocoPhillips also suggested
i ndexing the fiscal certainty timefrane to the length of the gas
conmi t nent s.

MR, PORTER said that was a good point. He said the public

perception of the Stranded Gas contract is 45 years because it
consisted of the 10 years of construction plus the 35 years. He
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saw nmaybe a 5-year gap under AG A with the 10-15 years, which is
a lot nore solvable. So he didn't see that as a nmjor problemin
nmovi ng the gas pipeline forward.

4:10: 57 PM

MR. PORTER said the next issue was the gas tax and they have
heard about billions of dollars in concessions, but those are
not necessary. Al the industry needs is a fair tax and that is
all it is asking for. He explained that a fair tax is very
simlar to the PPT. Its analysis was all about what is a fair
tax at |low, nedium and high prices, because if the tax is unfair
to anybody, the state or the taxpayer, you get results than you
don’t want to see. If it’s unfair to the taxpayers, they invest
|l ess noney and the state gets less revenue; if the state gets
| ess nmoney in relationship to the industry, it would create what
he equates with the ELF environnment where the state ultimately
created a new tax. So having a tax that is fair between the
parties at all prices is very inportant. “The further you get
away from what 1’1l call the fairness line, the nore unstable
t he tax becones.”

MR. PORTER said this tax could be the one, but the gas tax has
not been anal yzed yet.

4:13: 32 PM
CHAIR HUGA NS said forget about negotiations. Just for the
record, last Cctober and Novenber the |egislature established a
regime and everybody got to weigh in and people he talks to
support it.

MR. PORTER agreed. This is not about negotiations; it is the
| egislature’s responsibility to evaluate what a fair tax will be
and they should review and change it if need be.

4:15: 01 PM

Regarding the royalty in kind (R K) versus royalty in value
(RIV) issue, he said concerns were expressed by industry and
dealt with in AGA which said the DNR would establish how to
handle it. Then the industry could lock that in by contract.
There is only one concern and that is that DNR woul dn’t conplete
that regulatory process until just before the open season and it
therefore would not be reviewable by the |egislature and sonehow
they will do sonething unreasonable. The best way to solve that
concern is request that DNR conplete that regulatory process
before the next |egislative session.

4:17:24 PM
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CHAIR HUGG NS said the issue of the regulations not being done
had been brought up a lot. He asked if they are doable by next
January.

MR. PORTER replied that DNR has already had one year to work on
them and state agencies tend to hit their deadlines. So if the
| egi sl ature sets a deadline just before open season, that’s when
the regs will get done. If they put a priority on them they
will get done sooner. After Ilistening to industry and the
| egi sl ature, he found, “You don't have to nove very far.”

4:19:56 PM

He said the term issue should be dealt with before the tax
i ssue. He recomended starting to deal with it now because
there would be upward or downward pressure on the tax depending
on the termof certainty.

CHAIR HUGA NS said he had a requested that LB&A | ook at the ful
spectrum so they can start reviewing it.

MR. PORTER said the recomrendations he is making are sinple, but
they will substantially increase the likelihood of a project
nmovi ng forward.

4:22:26 PM

He noved on to the AG A process that is now in the bid stage
The nobst inportant thing about that is that the state cannot
renegotiate wth the bidders; it would be unethical. The w nning
bi dder comes before the legislature and that’s when sone of the
terms could be changed slightly. A license could be awarded
under that scenari o.

4:24: 44 PM
CHAIR HUGEA NS said the license could have sone qualifiers on it.

MR. PORTER agreed and explained that all the economc terns of
the license proposal should be exanmi ned. An up or down vote is
one of the possibilities; sone argue the legislature doesn’t
have the right to change a |icense. Soneone asked what their
authority is to change it. His response is when a statute is
silent, which this statute is, on the type of license to be
awar ded, the courts would generally give a reasonabl e anount of
deference to the legislature, because it is the decision-naker
and the witer of the bill. So, the real question is, “Wen the
statute is silent, what authority do we have to wite up a bil

t hat changes the paraneters of TransCanada s |icense proposal ?”
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MR. PORTER opined the risk is if the license is changed too
much, TransCanada m ght choose to not nobve forward with the
proj ect .

4:28: 08 PM

SENATOR W ELECHOWBKI recalled the governor’s position is that
the legislature could recomend to AG A, but she would have to
accept the recomendati on.

MR. PORTER responded that was a good question, but the way AGQ A
works is it first has a public hearing, which was |ust
conpl et ed. That’ s when t he | egi sl ature can make its
recommendati ons. Once that is done, the governor reviews it and
deci des whether or not to nove the licensee forward. Soneone
asked if the governor could renegotiate the |icense at that
poi nt, but the statute is silent on that as well.

4:29:41 PM
He said, “You're granting the license; she gets a chance to
either sign the <contract or whatever. | think it’s your

responsibility to basically approve the license; it’s not hers.
So you're sitting in the responsibility seat, you m ght say.”

CHAIR HUGA NS said a big conjecture in the previous
adm nistration was if the governor could just go off and, say,
build a pipeline under AG A no natter what the |egislature does.

4:30: 23 PM
MR. PORTER answered that he renenbers that conversation and his
position is the sanme — it would have been irrational for the

previ ous governor to do so; he would have been violating the |aw
and it would be irrational for this governor to do so as well.
He said, “She has no authority to do it.”

In terns of why they mght want to consider sonme changes to the
license, he said it doesn't change the TransCanada proposal, but
it changes the state’s commitnment to TransCanada. He said that
TransCanada proposed a rate of return on equity (ROR) of 965
basis points above the rate of U S. 10-year treasury notes in
effect at the beginning of that year. The 10-year treasury yield
has been sonewhere above 3 percent to just over 5 percent. So
that gives a 13-15 percent ROR, which isn't too bad. If one
thinks a 14 percent ROR is fair, it would be okay to tie it to
the 10-year Treasury note. But if you look at what is going to
happen, you would have 10 years worth of construction, plus 20
years of FTC. So the question is: what is a 10-year treasury
note going to do over the next 30 years. A very different story
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energes |looking at the last 30 years when it’s been anywhere
from 3-15 percent, which would give the |icensee under the
proposal sonewhere between a 13-25 percent ROR That is very
heal thy for a nonopoly pipeline.

SENATOR W ELECHOMBKI asked if the FERC doesn't set the rate of
return.

MR. PORTER answered that was a good point and because the FERC
and the NEB set the rates of return anyway, why should the state
be commtted to supporting a rate of return that doesn’'t seemto
be in its best interest. The state should allow TransCanada to
propose anything it wants to the FERC and the NEB because they
are the decision makers. The state should represent itself and
it taxpayers in those regulatory decisions, but it shouldn't
necessarily tie itself to TransCanada s proposed rate of return.
It |ooks generous. He speculated that tying ROR to 10-year
treasury notes transferred inflation to the state and the
shi ppers, because 10-year treasury bills generally follow the
rate of inflation.

Another elenent on his ROR page was the up-to-2-percent
reduction on the variants between actual capital costs and the
base capital costs for five years. In other words, if they make
a mstake and have cost overruns, they are going to take a hit
on their ROR That’s a good recommendation and it’s sonething
they didn't have to do and it increases their commtnent to try
to keep the costs down. He said it has two elenents to it; one
is the five years and he pointed out that for |arge capital
overruns a five year hit on ROR wouldn’t cone anywhere close to
addressing the hit the State of Al aska or the shippers would
t ake.

The other elenment is the difference between the actual costs and
the base capital costs. The base capital costs are those costs
that are determined at the end of the FERC process. The costs
that the shippers commt to are the costs at the open season.
Definitely TransCanada gets quite a bit nore certainty as to the
econom cs of the project and they get a higher class |evel of
understanding of capital costs. It’s not a nmajor issue, but it’'s
important to recognize that the shippers are taking the risk in
a less informed environnment and TransCanada is taking the risk
on the differential. But he thought this was a good term and
that TransCanada brought it forward to enhance the overal
econom cs of the project.

4:35: 56 PM
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MR. PORTER said the next issue had to do with the debt/equity
ratio. TransCanada proposed a 70/30 during the construction
phase; they proposed to refinance that debt equity to a 75/25
during the operations phase. That is very good for the state
The 60/40 during expansions is a violation of the statute and is
a bad idea. He would change it to 70/ 30.

4:36: 58 PM
CHAIR HUGE NS i nterrupted and asked where he got these ratios.

MR. PORTER replied fromthe TransCanada proposal .

CHAIR HUGA NS said the TransCanada proposal is just their
t hought s.

MR. PORTER said that’'s an interesting question - if this
proposal is their thoughts or is the state commtting to every
termin the license. He believes that TransCanada thinks every
single financial term in the proposal is a commtnent by them
and a commtnent by the State of Alaska if the license is
granted to them And he thought they were right.

On the 60/40 issue, you have to first understand the definition
of “project.” This is where he differs a little bit from the
adm nistration that says there’'s a difference in the statute
between the initial project and subsequent expansions. He didn't
find that in law, but Marty Rutherford showed him the |anguage
that she believed backed up that view. The definition of
“project” in the statute says it nmeans “a natural gas pipeline
aut horized under a |license issued under this chapter.” This
means the whole thing. He went to section 130 [AS 43.90.130]
where all the “nust haves” were |ocated and found that section
130 didn’'t have any distinctions between those sections of 130
that apply to an initial project and those sections of 130 that
apply to expansions. They all apply to the project.

He said the problem is that section 130(10) says “commt to,
propose and support rates for post project and for any North
Sl ope gas treatnment plant an applicant nmay own in whole or in
part that are based on a capital structure for rate making if
it’s not less than 70 percent debt.” The problem with using a
60/ 40 debt equity ratio is that this |anguage says anything in
the project has to be a 70/30 ratio and he didn't see any way of
getting around that.

However, he talked to TransCanada and they are that the RFA says
the applicant may conmmt to, propose and support a capital
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structure for expansion facilities that consist of l|less than 70
percent debt. So, the admi nistration does believe and intended
that TransCanada could nove to a 60/40 debt equity structure

The only question if they follow the RFA is their application
deened to be conplete. Then you go back to the statue that says,
“The comm ssioner shall reject an inconplete, as inconplete, an
application that does not neet the requirements of AS
43.90.130.” So, it is a difficult situation where the
adm nistration gave the wong guidance to the applicant; the
applicant followed and they are both in violation of the
statute. He wanted to leave that problem with the |egislature,
but he would nmeke some recommendations that would take them to
t he next stage.

4:40: 18 PM

MR. PORTER said TransCanada explained its concern to him about
being able to finance an expansion with 70/30 debt equity; they
believed they needed 60/40 to do it. So, M. Porter suggested
finding out if that is true. If they can’t finance an expansion
with 70/30 debt equity, then the statute probably needs to be
fixed. If they don’'t need 60/40, then TransCanada’ s application
needs to be fixed by dealing with it in its |license.

SENATOR WAGONER renmarked that TransCanada didn't say they
couldn't build the line at 70/30; it was talking about the
expansi on of capacity.

MR. PORTER agreed and said if they need 60/40 for an expansion
the legislature has to decide if that is fair and that should be
addressed in the license. He said that was the end of his
presentati on.

4:43: 22 PM
CHAIR HUGA NS said you nentioned equity, but not about soneone
taking equity in the pipeline — naybe 51 percent.

MR. PORTER responded that he was the state’s |ead negotiator
under the Stranded Gas Act for the pipeline. A 51 percent
position is very high-risk venture. He is now trying to figure
out how nmuch risk the state could take on. Owming a piece of the
pipeline ultimate is not a bad thing, because of the value. The
guestion is do you want to take the risk during the building
stages. Under the gas pipeline contract he negotiated the state
took an ownership position at project sanction. This exposed
basi cally $200-$300 mllion to project sanction. At that point,
if the parties wanted to nove forward with the project, the
state got the choice of what piece of the project it wanted to
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hold based on its own risk portfolio. It could own portions of
the upstream feeder lines or the Al askan portion only et cetera.
It could actually sell everything else off at that point to the
other applicants at 100 percent of value. Buying before the
pipeline is built is risky, after the pipeline is built, buying
a piece is a fine idea. If the state wanted to participate
during the construction phase, he suggested 51 percent was very
hi gh ri sk.

CHAIR HUGA NS said their concern is about the rate subsequent to
construction and if the small players get together and buy 51
percent of the project. How could they get around that potentia
scenari 0?

MR. PORTER replied he didn’t think that concern was necessary.
He explained there is a very different role between the FERC and
a reqgqulated pipeline and the TAPS pipeline. Conm ssioner Galvin
tal ked about this and said the TAPS issues won't occur on this
pi pel i ne because every single change will have to go before the
FERC before it happens.

CHAIR HUGE NS said sonme nenbers were pretty overw ought about
this.

MR. PORTER replied that he didn't think it got thoroughly vetted
because of the circunstances under which AG A was passed.

SENATOR WAGONER asked what position FERC would take on the 60/40
ratio for an expansion.

MR. PORTER guessed they wouldn't have a problem with i
they <could change it. FERC would see through al
mani pul ati ons of contracts and determ ne what is fair.

it, but
| t he

4:49: 37 PM

CHAIR HUGA NS said FERC s theorem is that potentially in going
forward, they would be the authority over the LNG plants and the
pi peline, which is different than what he had heard that they
woul d have the LNG pl ant.

4:50: 47 PM

MR. PORTER responded if an open season allows for an LNG project
to go forward as well as the Canadian project, you allow the
commercial players to nmake the decisions they have to make. The
state shouldn't stand in the way.
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SENATOR WAGONER asked what he neant by external FERC control. He
woul d support an LNG project and then shipping to the Lower 48
and being reinjected into a FERC regulated system but he
wouldn't if it the LNG gets exported. FERC would have no say
over that.

SENATOR MCGUI RE countered that FERC does have a say under the
export |icense.

SENATOR WAGONER said that’'s wunder the Departnent of Energy
(DCE), not FERC

SENATOR MCGUI RE added, but through their coordination, FERC
would have a say in any LNG project. Wien the Yukon Pacific
license was granted the world | ooked a whole lot different. In
2005 when the legislation passed, FERC believed it had the
authority to revisit that issue in a conpletely different
manner. It went out of its way to say so.

SENATOR WAGONER said his point is that it's not a FERC
responsi bility, but rather DCE s.

CHAIR HUGA NS recal l ed that one of BG Group’s mmjor concerns was
who regul ated the pipe in an LNG operation. They were concerned
about a conflict with the state and the RCA. It was new to him
when FERC said it woul d be invol ved.

4:54: 14 PM

SENATOR MCGU RE said FERC s point was that there would be
federal authority over the project. Sone people have thought the
old Yukon Pacific license was a separate viable ready-to-go
deal, but it’s not. She also added that FERC went out of its way
to say it didn't care about politics whether it’s AGA or the
Stranded Gas Act.

CHAIR HUGA NS said sone of the financial houses have referred to
a non-equity partner or owner and asked what that conjures up in
his m nd.

MR. PORTER replied that he wasn't famliar with a non-equity
owner .

CHAIR HUGA NS thanked M. Porter for his presentation and
adj ourned the nmeeting at 4:55:41 PM
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