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Requesting that the governor and the attorney general review and

reevaluate the license issued to TransCanada Al aska Conpany,
LLC, and Foothills Pipe Lines Ltd., jointly as |icensee, under
the Alaska Gasline Inducenent Act to determ ne whether the
project proposed by the licensee sufficiently naximzes the

benefits to the people of the state and nerits continuing the
license, taking into consideration economc changes affecting
project financing, the availability of liquefied natural gas and
natural gas from nonconventional sources, the state's risk of
payi ng trebl e damages associated with an in- state gas pipeline,
and the expected budget deficit; and requesting that the
governor and the attorney general report the outcome of the
revi ew and reeval uation within six nonths.
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ACTI ON NARRATI VE

CO- CHAIR BRYCE EDGVON called the House Special Conmttee on
Energy neeting to order at [3:09] p.m Present at the call to
order were Representatives Dahlstrom Ranras, Petersen, Tuck,
MIllett, and Edgnon. Representative Johansen arrived as the
meeting was in progress. Also in attendance were Senators
Therriault and Wagoner.
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HCR 12- URG NG REEVALUATI ON OF AG A LI CENSE

CHAI R EDGVON announced that the only order of business would be
HOUSE CONCURRENT RESCLUTI ON NO. 12, Requesting that the governor

and the attorney general review and reevaluate the |icense
issued to TransCanada Al aska Conpany, LLC, and Foothills Pipe
Lines Ltd., jointly as licensee, under the Alaska Gsline

| nducenent Act to determ ne whether the project proposed by the
licensee sufficiently maxim zes the benefits to the people of

the state and nerits continuing the Ilicense, taking into
consi deration econom c changes affecting project financing, the
avai lability of liquefied natural gas and natural gas from

nonconventional sources, the state's risk of paying treble
damages associated with an in- state gas pipeline, and the
expected budget deficit; and requesting that the governor and
the attorney general report the outcone of the review and
reeval uation within six nonths.

3:10: 20 PM

REPRESENTATI VE TUCK said he was | ooking forward to | earning nore
about Ad A

3:11:14 PM

COCHAIR M LLETT noved to adopt conmittee substitute (CS) for
HCR 12, 26-LS0156\C, Bullock, 3/18/ 09, as the working docunent.

3:11: 32 PM
CO CHAI R EDGVON obj ected for the purpose of discussion.
3:12: 06 PM

REPRESENTATI VE  CRAIG  JOHNSON, Al aska State Legi sl ature,
presented the conmmttee substitute for HCR 12 as the co-sponsor
with Representative Ranras. Representative Johnson called
attention to the difficulties caused when the governnent hands
out large anmounts of noney wthout Kkeeping a close eye to
prevent uni ntended consequences. In fact, the admnistration
has authorized the paynent of $500 mllion dollars and
"we've heard very little since then." He recalled that during
his recent trip to the Energy Council conference, there were
di scussions of the difficulties of the gas market on a gl obal
scale that may have an inpact on securing financing for the
Al aska gas pipeline. In fact, Alaska' s gas nay not be needed in
a glutted market. He stressed that HCR 12 does not require a
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rewite of Alaska's Gasline Inducement Act (AG A), but requires

a report on the progress of the |egislation. House Concurrent
Resolution 12 is a resolution of the people and it can be
changed if the Jlanguage is too strong or too soft.

Representati ve Johnson expressed his surprise at the mnority's
protest against this resolution, and asked, "W can be opposed
at getting nore information?" He cautioned agai nst authorizing
this noney and then "wal k[ing] away w thout information." He
said he was heartened by the governor who said the resolution
asked the admnistration to nmake sure its decisions, with regard
to the gas pipeline, are truly in Alaska' s best interest.
Representative Johnson nentioned the testinony that will coneg,
and stressed that all he is asking for is for the parties to
show the information that wll answer his constituents’
guesti ons. This resolution asks for a report on the progress
that is being made and he encouraged the commttee to nove it
out to the next commttee.

3:15: 43 PM

CO CHAI R EDGVON asked the sponsors to wal k through the changes
in the proposed CS.

3:16: 32 PM

REPRESENTATI VE RAMRAS recalled advice from forner Governor
Hickel to freshman |egislators and opined Governor Palin would
agree that the debate of AG A was whether it was for "the
maxi mum benefit of the people for the state to induce a
conpetitive environment for two gas pipelines, which is what has
materialized ...." Furthernore, any conpany in Anmerica, after
investing $500 million, needs regular benchmarks and witten
reports in order to glean a sense of whether a project remains
economc or is losing its comercial footing. After attending
the Energy Council, he said, "I cane away excited for Anerica
and frightened for the prospects for Al aska." The U S is
reinventing its cornerstone energy source; in fact, the Federal
Energy Regulatory Comm ssion (FERC is permtting three
pipelines and two liquefied natural gas facilities (LNG in
Oregon, over the objections of many of the residents. This is
happening in an effort to build a natural gas infrastructure
even though the capacity for the inportation of LNG was six bcf
per day last year, and will be twenty bcf per day next year. In
addition, he noted the increase of nonconventional sources of
gas, such as shale, that are being devel oped by smaller, up and
com ng producers. Shale is available in increasingly |arger
quantities and the cost of tariff transportation is |ow
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Sources at the Energy Council stated Congress and Anericans want
energy independence, although what they really want is energy
security, and that is possible wth the anmount of natural gas
available in the Lower 48. Moreover, with 4.3 trillion cubic
feet (tcf) of storage in natural geologic formations, Anerica
has the ability to store nore gas than is possible in Europe or
Asi a. America uses the nobst energy, has the ability to store
the nost, will have the nobst receiver ports for inported LNG
and is now devel oping vast shale resources at |ower prices than
bef ore. Representative Ranras pointed out the North Slope is a
brand new "brown field", that nust be explored for gas; however
in the Lower 48 there are "green fields" where the gas has
al ready been located and the infrastructure is in place. Al of
these factors are putting the Al aska pipeline sonewhat at risk
He asked, "They certainly want Alaska gas in the Lower 48, but
are they willing to pay for it, once you deduct the cost of
lifting it, the capital cost, and the cost of transporting it
and the enbedded construction risk that cones in it?" Further,
he questioned whether the state's inducenment of $500 nillion
enhances the market, or if the market will be created naturally
when "the marketplace is ready.” He opined the governor and the
sponsors of HCR 12 are in agreenent, and all of the parties want
regul ar information such as witten benchmarks, that are part of
routi ne business practice. Representati on Ranras stressed that
HCR 12 asks for a witten report, within 180 days, from the
adm nistration on how AGA is doing, the effects of a changing
mar ket pl ace on econom cs, and whether the inducenent is stil
wor t hwhi | e. This report is the orderly dissemnation of
i nformation anal yzi ng t he greater mar ket pl ace and t he
advancenment of AG A

3:25:43 PM

CO CHAI R EDGVON asked the sponsors to present the changes to the
resolution reflected in the proposed CS

3:25:58 PM

REPRESENTATI VE RAMRAS advised the changes in the "whereas"
cl auses are very straightforward. He then referred to HCR 12,
26-LS0156\S, page 4, lines 25-26, that read:

[ Alaska] Gasline |Inducenent Act) to detern ne whether
the project proposed by the licensee sufficiently
maxi m zes the benefits to the people of the state and
merits continuing the license,
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REPRESENTATI VE RAMRAS expl ai ned the above |anguage is replaced
by the |anguage in the proposed CSHCR 12, 26-LS0156\C, page 5,
lines 2-6 that read:

[ Alaska] Gasline Inducenent Act) to determ ne whether
the project proposed by the licensee fails to naxim ze
the benefits to the people of the state, or 1is
unecononmi c, taking into consideration econom c changes
affecting project financing, the availability of

l'iquefied nat ur al gas and nat ur al gas from
nonconventional sources, the state's risk of paying
treble damages associated wth an in-state gas

pi peline, and the expected budget deficit;

REPRESENTATI VE RAMRAS further explained the material change is
from "sufficiently maxi mzes the benefits to the people of the
state and nerits continuing the license" to "fails to maxim ze
the benefits to the people of the state or is uneconomc." He
assured the commttee the intent of the resolution is to get a
lot of information at regular intervals, but not to rewite
Ad A In response to Representative Tuck, he noted that treble
damages are the sanme as triple damages.

3:29:48 PM

DON BULLOCK, Attorney, Legislative Legal Counsel, Legislative
Legal and Research Servi ces, Legislative Affairs Agency,
informed the committee he was also the drafter of AGQA He

expl ai ned the key change in the proposed CS is the question of
whet her the project is uneconomc. The process of A A was to
of fer $500 mllion, and the benefits of a pipeline coordinator,
to any entity that would propose a project and agreed to what is
commonly known as the "nust-haves." The proposal from
TransCanada was determned as the best project to maximze the
benefits to the people of the state. This led to confusion as
the original |anguage in the resolution asked for consideration
as to whether the project does nmaxinmze the benefit to the
people of the state and if the license should be continued;
however, at this point AGA is a contract and he opined the
intent of the original resolution was not to undue the award of
the contract. Therefore, he said he l|ooked at AG A as a
contract and searched for provisions within the contract that
all ow the evaluation of the project as it is underway. He cited
AS 43.90.210, Anendnent for Mdifications of the Project Plan,
and said this anendnent allows the licensee to propose
nodi fications if circunstances have changed. Al so, AS 43.90. 240
Abandonnment of the Project, addresses the economc issues
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related to the pipeline. The first provision allows the
licensee and the state to agree that if the project can not be
built with value at "the wellhead,"” the parties can wal k away

from the contract. However, if +there is disagreenent, for
exanple, the state feels the project is not viable, but
TransCanada does, the parties can go to arbitration. M .
Bul lock then described the evidence that would prove the
econom cs of the project. He concluded the econom cs can, and
should, be constantly nonitored and that the point of the
resolution, by asking for economc status, is consistent wth
AG A

3:35:10 PM

REPRESENTATI VE PETERSEN referred to M. Bullock's |egal opinion
included in the conmttee packet. He asked if he correctly
interpreted M. Bullock's opinion that if Al aska backs out of
"this deal,"” the state would be liable for treble damges.

3:36: 15 PM

MR.  BULLOCK said, "Not entirely."” If the state offers

i nducenments of noney and the benefits of a pipeline coordinator
to a conpeting gas pipeline with the capacity of nore than
500, 000 cubic feet per day, the danamges provision is triggered.

Danages woul d equal three times the anmount of the expenses up to
t hat point.

3:37:12 PM

REPRESENTATI VE RAMRAS opi ned discussion of this opinion is not
rel evant due to the changes in the proposed CS

3:37:22 PM

MR. BULLOCK clarified his nmeno addressed the issue of the state
arbitrarily canceling the contract. He pointed out that a
business will sonetinmes pay damages to get out of a contract

that carries a risk of costing them nore; however, the AGQA
contract is different in that the state is subsidizing the
devel opnment of an independent business. He concluded without
specul ating on what the damages of unilateral term nation of the
contract woul d be.

3:39: 07 PM
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REPRESENTATI VE PETERSEN asked whet her the anmount woul d be higher

or lower than "half a billion dollars.”
3:39:23 PM
MR,  BULLOCK surmsed TransCanada's first billings wll be

received soon and the comm ssioners of the Departnments of
Revenue (DOR) and Natural Resources (DNR) are in a better
position to know. He rem nded the conmttee that another factor
to determ ne damages is TransCanada's reliance on the state's
backi ng.

3:39: 56 PM

TOM | RWN, Conmi ssioner, Departnment of  Natural Resour ces,
informed the conmttee HCR 12 requests the governor and the
attorney general review and reevaluate the AG A license issued
to TransCanada Al aska and Foothills Pipe Lines Ltd. He opi ned
the purpose of this request is a belief that there are changed
conditions that may affect whether the AG A project stil

sufficiently nmaximzes the benefits to the people of Al aska, and
merits the AG A |icense. He described the elenents of analysis
within AGA and said the following testinony will discuss why
the review and reevaluation is unnecessary. Commi ssioner lrwn
recalled that, prior to this admnistration, there was no work
bei ng done on the Al aska natural gas pipeline such as field work
and regulatory preparation for an open season or a FERC
certificate; in fact, all of the gas reserves in the state were
the result of the search for oil, and proposed contracts under
the Stranded Gas Developnment Act (SGDA) failed to pass.
However; today there are two entities working toward open
season, there are nultiple conpanies exploring for gas on the
North Slope, and there is a proven pipeline conpany conmtted to

build the project. Also, the followng critical open access
provisions are assured: a |low, reasonable tariff structure;
expansi on conmi t ment s; and rati onal expansi on tariffs.

Comm ssioner Irwin stated the AG A project has the assurances to
support Al aska's econom c future.

3:46: 36 PM

COMM SSI ONER | RW' N continued to explain that during negotiations
under the Stranded Gas Devel opnent Act, there was no interest
from the oil producing conpanies to assure open access
prot ections. This situation led the admnistration to the
devel opnment of AG A and its elenents remain essential to Al aska
t oday. The AG A process incl uded: soliciting of applications;
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anal ysis of the applications; findings of the project proposal
and public and legislative review. TransCanada net all of the
requirenents of the legislation and, as the |licensee, nust abide
by all of the comercial terns that protect Alaska's future
econom c interests. Conmi ssioner Irwin turned attention to the
analysis of AGA that is required of the admnistration. He
reviewed the requirements of the legislation and the process
followed by the comm ssioners of the DOR and the DNR to issue
the I|icense. Qutside experts such as Wod Mckenzie, Goldman
Sachs, Black & Veatch, G eenberg-Tarig, Gaffney, Cine & Assoc.
and others, were consulted to contribute to the associated
finding; in fact, the cost of this extremely rigorous analysis
and finding was $13 nillion. He al so described the nodeling
enpl oyed to generate the net present value (NPV) to the state
and to assess risks to the state including price uncertainties,
changi ng project capital costs, timng, interest rates, the cost
of capital financing, operation and maintenance costs, and
escal ati on rates. Conmi ssioner Irwin concluded that the AJA
analysis identified the risks referred to in HCR 12, and the
results are reflected in the AG A finding.

3:51:32 PM

CO- CHAIR M LLETT asked whether the project was currently under
review by the DOR

3:52: 08 PM

PAT GALVIN, Comm ssioner, Departnent of Revenue (DOR), answered
yes. He clarified that the type of analysis underway may not be
nmeeting the expectation of HCR 12. The ongoing analysis is
basically two-fold: evaluating new information as it is known in
terms of price expectation and cost; and conparing proposed
changes to the state fiscal system that wll affect the
project's econom cs. In addition, there are studies currently
taking place associated with the project and the project's
impact on North American natural gas prices, labor, industry,
and environnental concerns. Secondly, there is a separate
anal ysis regarding the potential role of the state and federa
government in the financing of the project.

3:54: 30 PM
COCHAIR MLLETT surmsed the DOR is currently analyzing
everything required by the proposed resolution. She asked

whet her the departnent can share this information wth the
| egi sl ature.
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3:55:02 PM

COM SSI ONER GALVIN advised the department is not doing the

conprehensive review required by the resolution. This woul d
require that all of the consultants "re-do all of their nunbers”
and would divert resources from the project's budget. "The
prem se that we're currently underdoing the scope of analysis
contenplated in the resolution is, | would say, not an accurate
prem se, but as far as sharing the information ... we're very

happy to do that,"” he said.
3:55:57 PM

COCHAIR M LLETT asked whether the departnment still has
consul tants under contract.

3:56:18 PM

COW SSI ONER GALVI N indicated Goldman Sachs is under contract
for the evaluation of the potential roles of the state and
federal government. Simlarly, Black & Veatch is under contract
for the evaluation of the project's effect on the national
econony. Neither of the contracts include a review of the
contractor's previous work.

3:57: 09 PM

CO-CHAIR M LLETT asked whet her Comm ssioner Galvin was confident
that the project is economcal.

3:57:30 PM

COW SSI ONER GALVI N sai d yes.

3:57:43 PM

COWM SSI ONER | RW N concurr ed.

3:57: 55 PM

REPRESENTATI VE RAMRAS quoted Dr. Antony Scott and opined that
with the pressure of shale, LNG a recession, and a changed
mar ket pl ace, at today's prevailing price, this project would be

"underwat er. "

3:58:14 PM
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COWMM SSI ONER GALVI N questioned the accuracy of the quote.
3:58: 30 PM

REPRESENTATI VE RAMRAS asked whether, if today's price of natural
gas - $3.60 to $3.80 - is the same in 2018, the project would be
under wat er .

3:58: 56 PM

COM SSIONER GALVIN said the answer depends on the tariff.
TransCanada has a tariff of below $3. The departnment's risk
assessnent factor estimates a tariff of around $4; thus the
department's analysis is that the project is still econom c.

3:59: 24 PM
REPRESENTATI VE RAMRAS re-stated his question.
3:59:39 PM

CO CHAI R EDGMON asked Conmissioner Galvin to proceed with the
present ati on.

3:59:52 PM

COM SSI ONER GALVIN presented PowerPoint slide 2, "Revisiting
the AGQ A Decisions.” He opined the resolution raises the
guestions of whether it is tinely to revisit the AG A decisions
and whet her anything has happened since the AG A decisions were
initially nmade to justify revisiting them He broke the
guestions down into two pieces: The comm ssioners' findings and
conclusions, and the passage of AQ A Conm ssioner Galvin first
addressed changes in the world since the |egislature approved
the license, such as the global econom c downturn, the continued
devel opnment of shale gas supplies, and the expansion of LNG
i mport capacity. Not recognized in the resolution is the
i ncreased |ikelihood of carbon regulation and the decrease in
proj ect cost indices. He el aborated that both of these factors
favor the project; in fact, the carbon regulation wll inprove
the relative economcs of natural gas. Further, the gl obal
econonmc downturn has resulted in lower costs for energy
projects that require | arge anounts of steel

4:03: 08 PM
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COM SSIONER GALVIN remnded the conmittee another change is
that prior to the passage of AG@ A there were no active nmajor
gasline projects, and now there are two. Before returning to
the first question, he reviewed the basic prem se of AGQ A that
issuing the license to TransCanada would sufficiently maxim ze
the benefit to Al askans. This decision was based on two
factors: a ranking of the net present value (NPV) of the
anticipated cash flows to the state from the project, and the
project's |I|ikelihood of success. There are three primry
factors to determne NPV: the expectation of natural gas prices
in the years from 2018 - 2043, the cost of transportation, and
the project schedule. Comm ssioner @Glvin stressed the
evaluation can not reflect the natural gas price, supply, or
demand of today, but the expectation ten years from now. The
primary factors to determne the likelihood of success are
project econonmics, the technical developnent plan, and the
fi nanci ng pl an.

4:07: 08 PM
COWM SSI ONER GALVIN began to put the aforenentioned changes in

context. For exanple, the global economc downturn neans the
price and demand for natural gas is going down and is expected

to stay down for the next six to twenty-four nonths. In
addi ti on, t he financi al mar ket s have "tightened up
significantly." He related he has no indication from experts
that this situation will extend into the five year tinefrane of
the project. Thus, the global econom c downturn does not affect
the project. He stated the continued devel opnent of shale gas
was anticipated, as was the continued increase in LNG inport
capacity. However, unseen was the introduction of carbon

regul ation, and the subsequent increased demand for natural gas.
Also not included in the analysis last spring was the decrease

in project cost indices. He restated that both of these are
changes "in the opposite direction.” To illustrate the fall in
steel costs, Conmi ssioner @Glvin presented slide 9, "d obal

Steel Price Index" that indicated the price of steel has gone
from $180 May 2007, to $250 in July 2008, and back down to $140
in March 2009. The fact that the price of steel is one-half what
was anticipated is going to have a positive effect on the
econonmi cs of the project. He then summarized the changes that
are new and relevant and concluded that the overall effect of
the changes is just as likely to be positive as negative.

4:12:55 PM
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COM SSIONER  GALVIN presented several excerpts from the
commi ssioners’ AG A Finding and Determ nation; AG A NPV report.

These excerpts were a variety of consultants’ testi nony
regardi ng shale gas production rates, technological innovation

techni cal advancenent, LNG inport capacity expansion, and LNG
i nport vol unes.

4:19: 25 PM
REPRESENTATI VE RAMRAS r emar ked:
| just want to point out to the conmittee that what

we're getting is the information we requested in HCR
12, and not discussing whether we should be pursuing

HCR 12. | nmean, this is what we've all been waiting
for, is this kind of detailed information, not the
answer to each of the whereas [clauses] .... We're

not discussing the resolution, we're nmeticulously
di ssecting each of the whereas [clauses] which is
precisely why we're frustrated.

4:20: 23 PM

CO CHAIR EDGMON appreciated Representative Ranras' comments;
however, he said the subject matter is not sinple and |istening
to detail ed background information is appropriate.

4:20: 57 PM

COWMM SSI ONER GALVI N observed that Representative Ranras raised a
guestion: In the relationship between the l|egislature and the

adm nistration, what 1is necessary in order to get this
i nformation? "Frankly, we were never asked to present this
information," he said. He assured the commttee there is no

need to pass a resolution, but the conmttee could ask him to
conme to a conmmttee and present "where things are in relation to
the current market." He stated that this presentation is for
menbers who did not participate in the AJA hearings, and also
so the commttee wll understand that a reevaluation of the AGA
decision is "plunmbing the depths of a trenmendous anount of
anal ysis that has already been done.” The departnent needs to
clarify what the sponsors are |looking for in order to respond.

4:22:19 PM

REPRESENTATI VE JOHNSON observed there was not a very large
percentage of the |egislature present. The sponsors seek to
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educate every nenber of the legislature on this subject;
however, they would like to avoid calling a joint session. Wat
the sponsors would like to see is a concise report that
| egislators can read, not a presentation at a neeting.
Representative Johnson stressed that this presentation needs to
be in a format that is accessible to everyone, not just nenbers
of the House Special Commttee on Energy or the House Resources
Standi ng Comm ttee.

4:23:39 PM

COM SSIONER  GALVIN  acknow edged Representati ve Johnson' s
suggestion was very helpful, and assured the commttee the
departnment is happy to provide the information required to keep
menbers fully informed.

4:24: 07 PM
REPRESENTATI VE RAMRAS r enar ked:

How about Bl ack & Veatch, their nunmber was a tariff of
$4.73, including the conditioning plant, and the fact
that gas is at $3.70, what's our strategy going to be
if gas is at $3.70 ten years fromnow? | nean, that's
t he whol e notion of what HCR 12 gets to ....

REPRESENTATI VE RAMRAS further noted the discussion was focused
on whereas cl auses and not the "Be it resol ved" of HCR 12.

4:24:59 PM

CO- CHAIR EDGVON said in order to fully understand the "problem
statement” brought by the bill sponsors, the comittee nust
backtrack and thoroughly examne "how we got here today,
especially with sonme new nenbers around the table.”

4:25:37 PM

COCHAIR M LLETT asked whether Comm ssioner Galvin was opposed
to HCR 12.

4. 25:52 PM
COM SSIONER  GALVIN said he was opposed to the resolution
because it does not provide for what is being requested, which

is sinmply an update on the project. He opined the resol ution
requires the governor and the attorney general to determ ne
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whet her the project fails to nmaxim ze benefits and to take into
consideration all of the subjects begin discussed. He disagreed
that the departnent is discussing the whereas clauses; in fact,
he suggested that the conmmttee |look at the question, "Is now
the time to revisit a full evaluation of these things, our
answer is 'no'."

4:26: 55 PM

REPRESENTATI VE JOHNSON expressed the need for a report from the
adm nistration that he can take to his constituents at a town
hal | neeting. This information needs to be available to the
public, not just to the |egislature.

4:27:54 PM

COW SSI ONER GALVIN said the departnment is available to answer
guestions at constituent neetings. He presented slide 18,
"Which of These Changes are Truly New and Relevant?" that
i ndicated additional shale and LNG supplies were factored into
the price assunptions for the project. In fact, the findings
incorporated a significant increase in LNG inports from two bcf
per day in 2007, to seventeen bcf per day in 2025. He noted the

actual inmport volumes of LNG have gone done since AG A was
passed.
4:29:16 PM

COCHAIR M LLETT asked why bigger LNG tankers are being
construct ed.

4:29:44 PM

COWMM SSI ONER GALVI N explained that LNG is the primary method of
gas transportation in the rest of the world. The growh in LNG
is driven by demand growth in the markets of Asia and Europe. He
concl uded the analysis that was done provided trenendous insight
into the global LNG narket, as well as the North Anmerican
mar ket .

4:31: 04 PM

REPRESENTATI VE JOHNSON asked whether the new ships that gasify
on-board were "figured into this."

4:31:33 PM
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COWM SSI ONER GALVI N said yes. Again, the issue with LNG inports
is not a matter of inport capacity or the anobunt of gasification
avail able, but of the supply of gas to justify that capacity
created by the construction of new facilities. The expansion of
re-gas facilities is not the Iimting factor on inport volunes,
but the limted factor wll be the price differential between
the North American price and el sewhere.

4:32:36 PM

REPRESENTATI VE JOHNSON surmi sed this new technol ogy was included
in the original assessnent conpleted |ast spring.

4:32:53 PM

COW SSI ONER GALVIN confirnmed that gas capacity expansion and
the fact there will be technol ogi cal advancenents in gas inport
capacity were factored in. He then explained what the continued
devel opment of shale gas neans to the Alaska gas pipeline
project. Wen the price of Alaska gas is conpared to shale, the
Al aska gas will nost likely cone in at a |ower cost. Therefore,
shale gas is not a primary threat to the Al aska gasline project,
but the inverse: The advent of Al aska gas coming into the North
American market is a primary risk factor for the econom cs of
shal e gas plays. He reported that at a recent investnent
conference, analysis was provided by an investnment conpany wth
hol dings in shale gas, that the Al aska gas project is the "gane
changer" for the econom cs of shale gas. Comm ssioner Glvin
concluded that on the questions concerning the relevance of
additional shale gas and LNG supplies, the overall effect is

just as likely to be positive as negative. In addition, short
term demand slowdown and tightened financial markets are
currently not viewed as long-term effects. He then provided a

quote from Jim Milva, Chairman and CEO of ConocoPhilli ps,
publi shed on March 13, 2009 in Petroleumwrl|d.com, regarding
costs and prices. H s conclusion was that nothing has happened
si nce t he AG A  decisions to justify revisiting t he
commi ssi oners' Findings and Concl usi ons.

4:37:24 PM

COWM SSI ONER GALVI N di vided the next issue about whether recent
changes justify revisiting the AGQA legislation into two
questions: "Does AG A restrict the state's ability to neet in-
state gas needs?" and "Are the underlying purposes of AG A stil

valid?" On the nmatter of an in-state gas line, he assured the
commttee the obligation of treble danages only applies to a gas
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pi peline project capable of shipping over 500 million cubic feet
per day (cf/d). The demand expectation for the state over the
next ten years does not exceed 250 mllion cf/d, thus a bullet
line nmeeting in-state needs does not reach this limt, does not
conpete with the AG A project, and does not expose the state to
the risk of treble danages. This is also the case for a
pipeline from the North Slope, or a pipeline bringing gas from
Cook Inlet to Fairbanks. Finally, he addressed the validity of

t he underlying purposes of AQ A Comm ssioner Galvin recalled
the purposes of AGA were to nove the pipeline forward with an
enforceable tineline. The circunstances of today reinforce

this goal because a long-term project of this inportance to the
state can not be driven by the vagaries of the daily narket.
Also, the dual goals of a Ilower tariff and open access
provisions renmain critical to the state's long-term econonic
future. Conm ssioner Galvin urged the commttee to not overl ook
that one of the key purposes of AGA is the |everage provided to
the state in its discussions with producers relating to the
project; in fact, without AGA if the state wants a pipeline it
must capitulate to producers' demands. H's final conclusion was
that the purposes of AGA are valid and its passage is still
rel evant.

4:42:17 PM

REPRESENTATI VE JOHANSEN read from the working docunent, page 1,
line 1, "Requesting that the governor and the attorney genera
review and reevaluate the project.” He then asked Conm ssioner
Glvin to whom in the executive branch that task would be
assi gned.

4:43. 46 PM

COWM SSI ONER GALVIN surm sed the nost cost effective assignnent
woul d be to the gasline team although the resolution also tasks
t he attorney general .

4:44. 23 PM

REPRESENTATI VE JOHANSEN assuned Conmi ssi oner Gal vi n,
Comm ssioner Irwin, and Deputy Conm ssioner Rutherford would "be

the lead on this review"

4:44:41 PM
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COM SSIONER  GALVIN said yes; however, there nmay be an
interpretation of t he resol ution t hat precl udes t he
conmi ssioners fromdoing the review

REPRESENTATI VE JOHANSEN then asked whether the appointed
attorney general relies on departnents and divisions for
technical back-up information on projects, and if there is
i nteraction between departnents.

COW SSI ONER GALVI N sai d yes.
4:44: 45 PM

COCHAIR MLLETT observed the departnment has not received
billings from TransCanada Al aska (TC), thus it is unaware of any
wor k TransCanada Al aska has conpleted up to this point.

4:45: 05 PM

COM SSI ONER GALVIN stated the departnent has regular status
di scussions with TC and has a general idea of the work done
however, TC has not formally submtted [billings for
rei mbursenent. ]

4:45:16 PM

CO- CHAIR M LLETT asked for an estimate on the anmount of noney TC
has invested up to this point.

4:45:40 PM

COWM SSI ONER GALVIN deferred the question to M. Palner. In
further response to Co-Chair Mllett, he said his personal
know edge is a clear understanding of what they have done, but
the department does not have a "dollar value” of what TC has
expended. He asked her to clarify the question.

4: 46: 28 PM

COCHAIR MVLLETT said she was curious about Conmi ssi oner
Galvin's confort | evel . She assuned there is a close
rel ati onship between the departnment and TC, and asked when the
first reinmbursenent billing would be submtted.

4:46: 57 PM
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COMM SSI ONER GALVIN answered the billings are due at the end of
[ March, 2009]; however, the billings for the work done thus far
will not shed any light on the economcs of the project. The
billings will show whether TC is keeping on task wth the
proj ect devel opnent schedul e.

4:47: 29 PM
CO-CHAIR M LLETT remar ked:

Doesn't that parlay into costs and if they're keeping
on project schedule ... a delay could cost the project
quite a bit of noney.... | think it does interpret
into a cost.

4:47:44 PM

COWM SSI ONER GALVI N expl ained that information gleaned from the
billing that the project my cost a different anount s
possi ble, but that is unlikely. The billing is nore likely to
be a reflection on the costs of design, engineering, and the
steps toward permtting. The status reports received by the
departnment indicate TC is on schedule and there is no current
information indicating the project is in any difficulty.

4:48: 33 PM

REPRESENTATI VE RAMRAS acknowl edged the comm ssioners are opposed
to HCR 12. He provided the exanple of a corporation in America
that |ooks at progress reports every quarter. He then asked
whet her the conmm ssioners could recommend changes to HCR 12 so
that the comm ssioners would report to the legislature
quarterly. These reports could include statenents from those
working closely with the gasline team and "an occasi onal expert
now and then." Comm ssioners may al so provide nodifications so
that the quarterly report would benchmark certain itenms, such as
mar ket changes. A redraft could make HCR 12 a docunent useful
to the DNR, the admnistration, |egislators, and the public.

4:50: 26 PM

COM SSIONER | RWN suggested that the commttee hear M.
Pal mer's testinony. He then said, "W w Il discuss everything,
but to nme [whereas <clauses] are issues leading up to a
concl usi on. We address the [whereas clauses] ... | don't want
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any m sunderstanding, TC Al aska is working aggressively and [is]
very comruni cative with us on issues.”

COWMM SSI ONER GALVI N answered yes to Representative Ranras.
4:52:50 PM
TONY PALMER, Vice President, Al aska Developnent, TransCanada,

informed the commttee he would comment on the resolution
regarding the capacity to finance the project and changed

circunstances in the natural gas market. M. Pal ner began his
Power Poi nt presentation with a slide that |isted 2008 pipeline
acconpl i shnent s. He called attention to the Alberta Pipeline

System and noted that it was approved to be regulated by the
National Energy Board [Canada] rather than the Province of
Al bert a. He explained that this change could save Al askan
custonmers $1.3 billion to $1.8 billion. Secondly, he pointed
out TransCanada is actively pursuing shale gas in western Canada
and has secured customers through 2014 for 1.5 bcf per day of
new shal e gas. On the other hand, conventional gas in western
Canada is continuing to decline by 1 bcf per day and is expected

to continue to decline for the next two years; in fact, this
decline will offset the gain from shale. M. Pal mer rem nded
the conmittee that the AGA license allows two options for
Al askan gas; at the initial open season service will be offered

to custonmers who want to deliver within Alaska, that want to
deliver to Alberta, and that want to deliver into the LNG market
via the Lower 48 or to Asian narkets. He encouraged parties
to consider these options before deciding whether there are
changed circunstances on the project. M. Pal mer spoke about
the progress on the project and pointed out TC has no contro

over natural gas prices or what its conpetitors wll do;
however, TC is focused on the control of its costs and
schedul i ng. He noted that the current toll estimate of $2.76
mllion Btus was forecast in 2007. In answer to Representative
Ranras' question about whether this project would be conpetitive
in today's marketplace, he said "it depends, because, not only
have gas prices changed, but costs have changed as well." In
fact, there is a strong correlation in the oil and gas business
between oil and gas prices and the cost of projects. He
stressed it is not fair to conpare today's prices with costs
calculated in a "high price environnent." TransCanada Al aska is
also participating in ongoing discussions wth potential
shi ppers. He presented slide 7, "TransCanada's access to
Capital Markets" and said in the last four nonths, during a
turbulent credit market, TransCanada has raised C$5.5 billion in
capital. In addition, the Alaska Pipeline Project wll have
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access to a US$18 billion federal |oan guarantee and financing
will comrence at the "decision to proceed” scheduled for 2014-
2015; thus, the status of the capital nmarkets in five years, not
today, is relevant. M. Palmer said he did not have a new
capital cost estimate at this tine, but that one is underway and
will be conplete in one year's time; however, he provided a
slide that showed changes in "bare pipe" prices from 2007 to
20009. The graph indicated that first quarter 2009 pipe prices
have returned to the sane level as they were at the tinme of
TransCanada's AGQ A application.

5:01: 06 PM

MR. PALMER expl ained that he would not have conplete econom cs
on the LNG project because TransCanada is not preparing the
Iiquefaction facility or constructing the ships, or |ooking at
the ultimte markets. | nstead, he presented a chart of crude
oil price forecasts from four reputable consultants. The
projections were that oil prices wuld be between $80 and $100
per barrel in 2018. Slide 10 was a chart of natural gas price
forecasts from five consultants. M. Palnmer advised that when
consultants prepare forecasts they ook at all of the sources of
supply and denmand, alternative fuels, and prices for conpetitive
fuel s. The forecasts were all prepared between Novenber 2008,
and March 2009, and all of the consultants anticipated a sharp
decline lasting for as long as two years. However, by 2018, the
forecasts indicate a price for natural gas of over $8 per
mllion Btu. Slide 11 "US. EIA Aberta Hub Gas Price
Forecasts” showed that the <current US. Energy Information
Adm nistration (EIA) forecasts natural gas prices from 2009 to
2029, to be approximately $2 per mllion Btu above its Decenber,

2006 forecast. Slide 12 "lInpact on Project Econonics" was a
conparison of the projected revenue utilizing the Decenber 2006,
forecast and the March 2009, forecast. The cal cul ati ons showed
the current U S. EIA forecast would result in an extra $125
billion earned by the producers and government entities above
what was forecast at the time of the AG A application. M.
Pal mer then sunmarized the following points: the AGA bill has
been approved and the license issued; TC is aggressively

advancing the project; a contract was awarded to URS; the
proj ect schedul e has been unaffected by the turbulent financial
market; TC has solid access to capital markets; current gas
prices result in an increase of $125 billion revenue to
producers/governnents as conpared to projections in TCs AGA
application; mjor projects succeed or fail based on long-term
pl ans, not on short-term swings in natural gas prices; and TC
will continue to focus on costs, schedule, and attracting
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custoners. M. Palnmer concluded by saying that he has not seen a
forecast from nmgjor consultants that have natural gas prices at
$3 ten years in the future.

5:06:44 PM

REPRESENTATI VE RAMRAS asked M. Palner to describe the breadth
of TC s work force in Al aska.

5:07:20 PM

MR. PALMER recalled his previous testinony before the House and
Senate Resources Conmittees during which he identified direct

enpl oyees of TC, and consultants who have been retained. He
enphasi zed that this is not a "make work" project for TC or for
Al aska; in fact, the focus is on keeping costs low for a

successful project. "Wt don't think the neasure [of success] is
how many people we have in an office and how big our office is,"”
he said. In further response to Representative Ranras, M.
Pal mer said there are two TC enployees who work out of the
office and a nunber of consultants working out of their own
offices. Both the enployees and the enployees of the consulting
firms are Al askans.

5:09: 06 PM

CO CHAIR M LLETT opined the $500 million investnent the state is
maki ng "wei ghs heavy on all of us."™ She said during the Energy
Council she met with FERC, and noted the conpeting project has
gone through the pre-file process and is spending a l|ot of
capital. Representative MIlet asked why TC has not pre-filed
and whether TC is "parallel” to Denali-The Pipeline Project
(Denali) in preparatory work.

5:10: 34 PM

MR. PALMER responded that TC is on schedule to conclude an open
season by July, 2010. That is earlier than Denali's schedul e
"towards the end of 2010." He explained that TC has not pre-
filed because it is the normin the industry that pre-filing is
made after the open season. However, FERC has requested a pre-
file, and TC is only "cautious" because of the additional costs
i nvol ved. He rem nded the comrittee that after filing in the
normal manner, FERC retains a third party contractor at the
applicant's expense. H s understanding is that Denali received
a nunber of waivers; that is not the normal situation and TC is
participating in discussions with FERC at this tine. | f
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negotiations with FERC are successful TC may pre-file; however,
he assured the conmittee that the fact TC has not pre-filed has
not affected its schedule, its ability to advance the project,

or its ability to hold the open season. On the other hand,
FERC will be a regulator for the project and TC understands its
desire for pre-filing, thus discussions will continue.

5:12: 48 PM

CO CHAIR M LLETT asked whet her t he state created a
di sincentive to pre-file by the [AG A provision that TC pays 90
percent of costs after open season.] She also asked whether TC
has previously conpleted a $40 billion project, or if the Al aska
pi pel i ne project was uni que.

5:13: 20 PM

MR. PALMER expl ai ned TC has not done a $40 billion project, but
has built pipelines that are longer and nore technologically
challenging; in fact, it has a $26 billion project under
constructi on. TransCanada does want to be aligned with FERC
and is working to resolve the issue with them He acknow edged
there is a 50/50 sharing of costs with the state in advance of
the open season, and a 90/10 split after; furthernore, based on
TC s cost estimates, it can "prepare all of the work and go
through FERC for $611 million."™ This would expend 100 percent
of the state's investnent and nore, thus there is no inpact on
TC by advancing the application or not. There will be an inpact
if the regulation process is started early and the total
expenditure is nore. He assured the conmittee TC will continue
to work with FERC "to accommodate their needs, as well as ours.”

5:15:52 PM

CO- CHAIR M LLETT asked whether the difference between TC s and
Denali's commitnents will influence the producers' decision at
open season.

5:16: 25 PM

MR. PALMER advised the normal process is for filing after open
season; therefore, he did not expect any inpact. He restated TC
will pre-file if the issues with FERC are resolved. I n
addition, a pre-file now or in 201, wll not affect the date of
the actual FERC application that is scheduled for 2012. I n
response to an earlier question, he explained that TransCanada
will be submtting its first billing for reinbursement under
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AG A early [in April.] A billing was not submtted for 25 days
in Decenber, thus this billing will be for three nonths plus the
25 days in Decenber. He estimted that the qualifying
expenditures through the end of March are approxinmately $2
mllion, and TC is seeking reinbursenment for one-half of that.

5:17:33 PM

CO-CHAIR M LLETT asked whether TransCanada supports the
resol ution.

5:17:43 PM

MR. PALMER said he did not support the prem se that there has
been a change in the gas market or in the financial market that
is a detrinment to the project. If the resolution requests an
update, he said, "I have no opposition to the State of Al aska
keeping itself updated as to how the project is proceeding ...."

5:18: 39 PM

CO- CHAIR M LLETT observed that the U S. public perceives there
is a credit problem that may threaten the project, and that in
fact, "everything has changed.”

5:19:31 PM

MR. PALMER expressed his hope that his presentation indicated
that when this project is in service, and for the 25 to 50 years
after, that is not the case. He reviewed his previous points.

5:21:12 PM

COCHAIR EDGVON recalled statenents heard at the [Energy
Council] that the Denali project appears to be on a faster
track. The main goal is to get the gas, and he noted there was
skepticismas to whether TC was going to get the gas.

5:22:23 PM

MR. PALMER stressed TC has constructed 36,000 mles of pipeline
and continues to ship gas that it does not own. Furt her nore,
his conmpany has attracted producers for custoners on the sane
basis in the past. The rationale of AGA was to hold an open
season and also require an applicant to continue through to FERC
certification; on the other hand, the normal procedure in the
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industry is that a conmpany would not proceed after a failed
initial open season.

5:23:45 PM

CO CHAIR EDGVON stated he also heard that the supply picture has
fundanmentally changed, or is changing, since the AGA bil
passed.

5:24:38 PM

MR. PALMER rem nded the commttee TC s estimate for the cost of
the project is $26 billion, not $40 billion, and of the

i nportance of keeping the costs down. Secondly, the estimates
for new gas supplies were forecast by reputable consultants and
the EIA Forecasts for the supply of gas will go up and down

over time, but a long-term project can not halt based on a
short-term basi s.

5:26: 28 PM

REPRESENTATI VE PETERSEN stated he saw the projections of gas
prices and for increases in the supply of gas at the Energy

[ Council]. He expressed his concern that a nessage was given to
allow an advantage to conpetitors of the Alaska gas pipeline
proj ect . In fact, he believed the participants at the

conference may have been given a "lowball estimte."”
5:28: 08 PM

MR. PALMER reviewed his coments on the projected price of gas.
He rem nded the commttee that during the initial open season

custonmers can nomnate Valdez if they believe the North Anerican
mar ket is overwhel med by shale gas. This would allow parties to
nmove Al askan gas to the global LNG nmarket.

CO CHAI R EDGVON handed the gavel to Co-Chair Mllett.
REPRESENTATI VE RAMRAS expressed his respect for M. Palner. He

then noted that in Canada the banking systemis intact, there is
no housi ng debacle, enploynment is high, and there is prosperity

even during this economc downturn. However, Alaskans wll be
"fatigued" when they have to choose between funding capital
projects and sharing costs with TransCanada. Furthernore, he

questioned whether the $500 mllion is noving the project
forward or if the project is advancing because the underlying
economcs do, or do not, support it. Representative Ranras
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expl ained his extrene concern about TC s decision "[to] not go

through the process in the way that the FERC told ne ... they
woul d prefer ... which is with a pre-file."

5:32:32 PM

MR. PALMER rem nded the conmttee that the potential pay-off to
Al askans for their $500 nmillion investnent is $100 billion.

5:33: 27 PM

REPRESENTATI VE RAMRAS opined the forecasts provided by M.
Pal mer were unrealistic.

5:33:45 PM
MR. PALMER stated the forecasts were fromreputabl e sources.
5:34: 02 PM

CO- CHAIR M LLETT suggested that the commttee recess to a call
of the chair as there is further testinony to be heard on the
resol ution.

REPRESENTATI VE DAHLSTROM recal l ed testinmony that TransCanada is
wor king on three pipelines, and the Al aska pipeline was "nunber
three, in the order of priority.” She asked whether this neant
that after the Mackenzie [Gas Project] is built, there wll be
no need to build other [pipelines].

5:36: 32 PM

MR. PALMER advised the exact quote was "sequencing," which is
very different than "priority." TransCanada is constructing a
$12 billion oil pipeline and the first portion is scheduled to
be conpleted next year. In addition, the Mckenzie project is
currently on schedule to be conpleted by 2014. The Al aska
pipeline is scheduled for conpletion in 2018. In ternms of

sequencing, the Alaska project 1is third; however, both the
Mackenzie and the Alaska gas pipelines are needed in the
mar ket pl ace and TC supports bot h.

5:37: 34 PM

[ HCR 12 was hel d over. ]
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ADJ OURNVENT

The House Special Conmttee on Energy neeting was recessed at
5:37 p.m to a call of the chair. [ The neeting was reconvened

March 20, 2009 at 11:02 a.m HCR 12 was schedul ed but not
hear d. ]
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