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BP Expl oration (Al aska) Inc. (BP)
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ACTI ON NARRATI VE

9:02: 56 AM

COCHAIR CRAIG JOHNSON called the joint neeting of the House
Resources Standing Commttee and the House Special Committee on

Energy to order at 9:02 a.m Present at the call to order from
the House Resources Standing Comrmittee were Representatives

Johnson, a son, Seaton (via teleconference), Edgnon, and
Kawasaki; Representatives Quttenberg (via teleconference) and
Tuck (via teleconference) arrived as the neeting was in
progr ess. Present from the House Special Committee on Energy

were Representatives Edgnmon, Mllet, Dahlstrom and Peterson;
Representatives Ranras and Tuck (via teleconference) arrived as
the neeting was in progress. Representatives Coghill, Chenault,
Hol nes, Crawf or d, Buch, Herron, Lynn, Kel l'y (via
tel econference), and Hawker were also in attendance.

Overview s): TransCanada and ExxonMobil Partnership Regarding
the AG A Natural Gas Pipeline

9:03: 28 AM

CO CHAI R JOHNSON announced that the only order of business is a
presentation regar di ng t he TransCanada and ExxonMbbi |
partnership as it relates to the Al aska Gasline I|nducenent Act
(AG A) natural gas pipeline.

CO CHAI R JOHNSON noted that the presenters have confidentiality,

proprietary, and regulatory constraints, and asked nenbers to
respect those constraints.
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9: 06: 30 AM

TONY PALMER, Vice President, Al aska Business Devel opnent,
TransCanada Al aska Conpany, LLC (TransCanada), began his
Power Poi nt presentation by explaining that ExxonMbil Production
Conmpany (ExxonMbbil) is actively participating in the joint AGA
project; that the joint project team is separate from and
i ndependent of ExxonMbil’s producing and marketing interests;
and that the I|ead manager for the project, an ExxonMobil

enpl oyee, wll report directly to the nmanagenent commttee,
whi ch he hinself will chair.
9:08:11 AM

MR. PALMER stated that TransCanada and ExxonMbil have reached
agreenent to work together on TransCanada's Al aska Pipeline
Project [slide 2]. There is already inmediate ExxonMobil
participation and project support via integrated teans working
to advance the project. Both conpanies will jointly advance all
aspects of the project - technical, conmmercial, regulatory,
financial, and so forth. ExxonMobil is contributing prior study
results and existing right-of-way (ROW data, thus elimnating
the need for TransCanada to reproduce that work. He also said
that TransCanada and Foothills Pipe Lines Ltd. remain the Al aska
Gasline Inducenent Act (AGA) licensees; that the rights and
obligations under the AG@ A are unchanged and remain with the
licensees; that ExxonMbil is ready to work with the State of
Alaska to enable full participation in the AGA |icense; and
that the project schedule is unchanged; for exanple, the initial
open season is still targeted for conpletion by July 2010.

9:10: 25 AM

MR. PALMER said the AG A project scope is unchanged and incl udes
a gas treatnent plant (GIP) and a pipeline from Prudhoe Bay to
Al aska delivery points [slide 3]. Li quefied natural gas (LNG
will be provided to Lower 48 or Asian markets via Valdez, or to
Lower 48 markets via the Al berta Hub. Furt hernore, outside of
the AG A project and thus ineligible for AJ A reinbursement wll
be the advancenent by TransCanada and ExxonMobil of an upstream
gas transm ssion pipeline from Point Thonson to the GIP; that
section of pipe wll be offered for service to potential
custoners during the open season.

9:11: 26 AM
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[Not on the official recording, but reconstructed from an
alternate recording, was the following short bracket ed
statenent]:

MR PALMER sai d:

[ The current al i gnnent between TransCanada and
ExxonMbbil] is not contingent on any commitnents by

the state, and we can pr ogr ess t he proj ect
i ndependently, if we so elect, wusing all jointly-
devel oped assets and information. Clearly it's our
goal, over tine, to develop this project jointly with
ExxonMobil to successful conpletion. In the event
that we cone apart for any reason, the jointly-
devel oped assets will be on our hands, and we’'ll be in

a position to use themto conplete the project.
9:11:51 AM

MR. PALMER, on the issue of legislation and regulation, said
TransCanada will use the 2004 Al aska Natural Gas Pipeline Act
(ANGPA) in Alaska and the Northern Pipeline Act in Canada [slide
4] . TransCanada has increased the up-front spending to $150
mllion, and this additional front-end spending reflects
i ncreased enphasis on early execution and construction planning,
additional efforts in regulatory, environmental, and |and areas,
as well as the size, conplexity, and execution challenges of the

gas treatnent plant (GIP). The |l egislature has appropriated
about $45 million to date for this project, and TransCanada’s
expectation is that this amount wll be sufficient to cover
Al aska’s share of the project through [this interin]. The
devel opnment costs wll be shared between TransCanada and
ExxonMobil, and the two conpanies wll retain the mgjority
interest, wth the state’s total reinbursenent contribution of
up to $500 nmillion to remai n unchanged.

9:13:12 AM

MR.  PALMER explained that subsequent to the legislature’s
approval of issuing the A A license to TransCanada, ExxonMobi |
commenced the discussions and negotiati ons between Fall 2008 and
May 2009 [slide 5]. These negotiations resulted in an agreenent
between the two corporations. TransCanada advised the state
adm nistration of these actions, but did not divulge the nature
or details of the negotiations, he said. However, at the point
TransCanada net with its board, TransCanada, under A A, had an
obligation to share the information with the state, and did so
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in early May, including sharing the details of the structure of
the arrangenent between TransCanada and ExxonMobil. However,
TransCanada did not believe this constituted a project change,
whi ch woul d have required approval by t he state's
adm nistration. He enphasized that TransCanada did not find the
negotiations to constitute a contract change. Subsequent |y,
after six weeks of review the state ultimtely agreed that no
action was necessary. He recapped the "Bottom Line" on slide 5,
such that TransCanada believes that real progress has been nade
to align the all parties for a successful project. He opi ned
that the conbination of these conpanies brings unrivaled
expertise and experience to the project, and all share a common
goal, which is realization of an Al askan pi peline project.

MR. PALMER offered to proceed to the nore conplex topic of the
structure of the arrangenent between TransCanada and ExxonMobil .

9:15:47 AM

CO CHAI R JOHNSON asked about the assets that ExxonMbil brings
to the project, particularly the right-of-way of the Trans-
Al aska Pi peline System (TAPS) information, and if the right-of-
way costs will be a reinbursable expense. He said he thought
the TAPS reinbursable expense has already been paid through
tariffs. Thus, he surmsed the information is owned by severa
conpani es and asked for the arrangenent of how that would be
shar ed. Further, he asked for clarification of how the
producers could share sonething that technically belongs to a
third party, which is TAPS. He said he did not expect an
i mredi ate answer to these questions.

MR. PALMER offered to begin to answer the questions, but added
that M. Massey, ExxonMbil, could also expand on his answer.
He expl ained that the assets would not be reinbursabl e expenses,
but would be contributed to the project. Thus, the Al aska North
Sl ope (ANS) producer's study that ExxonMbil brings to the table

will not be reinbursable by AG A participants. He rem nded
menbers that only expenditures after Decenber 5, 2008, are
rei nbursabl e under Ad A He restated that none of the costs

that TransCanada has incurred prior to Decenber 5, 2008, are
rei nbursable. Further, the TAPS information is not reinbursable
under the $500 million AG A | egislation

CO- CHAIR JOHNSON acknow edged the distinction for what s
rei nbursable, but related his wunderstanding that the assets
woul d be an expense to TransCanada. He said he anticipated that
these costs would be rolled into the tariffs, which for a
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project of its size, the $100 mllion is not significant.
However, he understood that the TAPS information has already
been paid for in tariffs. He asked whether it would constitute
a duplicate cost if the TAPS information is also rolled into the
gas tariffs. He realized the admnistration may need to answer
this question as, from inception, the legislature has been
advi sed to contain costs for the pipeline.

9:18: 32 AM

MARTI N  MASSEY, U. S. Joi nt | nt er est Manager , ExxonMbbi
Producti on Conpany (ExxonMobil) replied that clearly the TAPS
information expense is not reinbursable under AG A provision.
However, the question of whether TAPS information wll be val ued
in the tariff is a question that ExxonMbil cannot yet answer.
ExxonMobil will nmake the case, if there is a case to be nade
that TAPS information should be val ued. Further, the Federa
Energy Regul atory Commission (FERC) will ultimately decide if it
is a legitimte expense, and whether the TAPS information has
been al ready been paid. He added that all expenses included in
the tariff will need to be qualified by FERC However, this
will be a future decision and the parties have not, as part of
this agreenent, nade any consideration that the TAPS information
is a value that nust be included in the tariffs.

9:19:46 AM

REPRESENTATI VE PETERSEN recalled testinony that TransCanada
plans to build a pipeline from Point Thonson to the gas
treatment plant (GIP). He asked if the route and pipeline size
have been identified.

MR. PALMER answered that work is currently underway and will be
conpl eted when the rest of the design work is done and that this
information will be available for parties next year. \Wile the

initial assessnment has been done and the route and pipeline size
is generally known, it has not specifically been determ ned.

CO-CHAIR M LLETT asked whether the line from Point Thonson to
connect to the pipeline is a reinbursable cost through the AG A
process.

MR. PALMER answered no. He related that the line was not part

of the application process under AGA so it wll not qualify as
expenditures and is not reinbursable.
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CO- CHAIR JOHNSON recalled testinony that the producers would
have an option to use the pipeline or the GIP. |If producers do
not choose to do so, what other options would be available to
t hem

MR. PALMER clarified that he was referring to not currently
knowing the location of gas sources from producers or any
potential custoners. He pointed out that sone parties mght
have a gas source at Point Thonmson while others may solely have
a supply at Prudhoe Bay. |If the gas source is at Point Thonson,
and the producers chose to use the nmain pipeline and the GIP
they would likely select usage of the pipeline. O herw se,
t hese producers would be in a position to build their own I|ine,
he added.

CO CHAIR JOHNSON stated that the line does not concern him since
it is a relatively small cost, but the gas- to-liquids (GIL)
option does. He inquired as to whether the producers would al so
have an option to build their own GIL plant.

MR. PALMER answered that the pipeline will require pipeline
qual ity gas. Thus, if the gas conmes from Prudhoe Bay, it wll
be necessary to renove the carbon dioxide. In the event the
producers elect not to use the plant, the gas would need to be
gas that does not require treatnent or they nust seek an
alternative to the proposed GIP, which is always an option for
potential custoners. In further response to Co-Chair Johnson

M. Palnmer clarified producers would need to use the proposed
GIP plant, build another GIP plant, or transport gas that is
pi peline quality gas.

9:22:30 AM

MR.  PALMER conti nued. He detailed the "Project Franework"
bet ween the two conpanies |listed on slide 6 of his presentation.
He stated the objectives are clear - to perform the necessary

work to facilitate conpletion by TransCanada |icensees of open
seasons in Canada and the U S. by the July 2010 target date
Additionally, another objective is to continue to pursue the

regul atory authorization for pipeline construction. He offered
to wal k nmenbers through the flowhart beginning at the right
side [of slide 6]. He stated that TransCanada and ExxonMobi l

have reached an Interim Project Agreenent (IPA) to conplete the
project work and transfer that project work to the AGA
licensees, which is depicted by an arrow The AG A licensees
will transfer back the parties' non-voting interest. Thus,
TransCanada would retain 100 percent of the voting interest as
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the AG A |icensee. However, TransCanada's subsidiaries, as well

as ExxonMobil, will be earning nonvoting interest. In the event
ExxonMbbi| resolves all issues with the state and ExxonMbbi l
becomes a full participant, the nonvoting interests wll be

converted into voting interest, and ExxonMbil would becone a
full participant, or basically a common sharehol der of the AGQ A
| i censee.

9:24: 47 AM

REPRESENTATI VE RAMRAS asked when questions could be directed to
t he | easehol der.

MR. MASSEY explained that the structure is under discussion.
Once that is conpleted, the |easeholder will be better able to
answer questions. After the structure discussion, he planned to
| eave in order to allow TransCanada to provide an update on the

speci fic TransCanada project. Since ExxonMbil is currently
becom ng a shipper/producer, in that status he is not entitled
to any special preference. Thus, ExxonMobil wll be party to

information at the sanme time as any other shipper or producer.
He offered to answer questions after M. Palnmer has conpleted
hi s di scussion on the project franmework.

CO- CHAI R JOHNSON noted that the FERC requirenents were discussed
and agreed this is an area that will require care be taken.

9:26: 10 AM

MR. PALMER went on to explain that those AG A licensees wll
then determine and submt any qualified expenditures for
rei mbur senent. Once reviewed and approved by the state,
rei nbursenents will be made to the AGA licensees and will flow
through to the ExxonMbil entity. Thus, as the TransCanada and
ExxonMobi| entities incur the costs, the reinbursenent wll be
shared by the parties.

9:27:03 AM

MR. PALMER el aborated that the |PA establishes the basis under
whi ch TransCanada and ExxonMobil work together [slide 7]. He
identified that the Project Funding Agreenents (PFAs) are
conmpani on agreenents to |PA and are executed sinultaneously
with IPA, with a separate PFA for the U S. and Canada since they
are separate licensees. He noted that the PFAs provide a bridge
between the TransCanada |icensees and |[|PA parties. The
TransCanada |icensees maintain the interface with the state and
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retain AG A obligations, while the TransCanada |icensees
mai ntain sole discretion over the request for reinbursenent for
qual i fied expenditures.

MR. PALMER rel ated that he already addressed the first bullet on
the top of slide 8, a continuation of the project framework,
such that TransCanada's licensees will have the right to all
work provided to them by | PA parties for purposes of neeting the
TransCanada obligation under the AG A license. He highlighted
that this is critical, not only for the project conpletion, but
al so under AG A, and under certain circunstances the state would
have the right to take over and will need to have those assets.

MR PALMER conti nued. He said that all maj or  project
component s, including regulatory filings and open season
contracts will be nade or entered into in the nane of and on
behalf of the AG A |icensees. The AG A licensees have the
right, at all tinmes, to progress the project alone, if they so
choose. He added that clearly that is not TransCanada's intent,
but they do have a right to all the jointly-devel oped assets and
both parties will retain rights to the project information. The
parties have agreed to a reasonable transition period to sole
managenment by TransCanada in the event of a termination. Thus,
ExxonMobil could not pull wup stakes if it termnated its
affiliation, but would need to provide a reasonable transition
period for an orderly managenent of the project. The parties
will earn nonvoting interests in the TransCanada |icensees upon
transfer of the work product, he stated.

MR. PALMER continued with the project framework [slide 9]. Once

ExxonMbbil is a participant in the TransCanada's |icense,
nonvoting interests wll convert automatically to voting
interests in the |I|icensees. State reinbursenents wll be

distributed in proportion to their participating interests in
the IPA.  The IPA includes the typical joint venture terns, and
in terms of the structure of the managenent of the project,
TransCanada and ExxonMbil have fully integrated teans engaged
on the project.

9:29:32 AM

CO-CHAIR M LLETT asked for clarification of what it neans to
have ExxonMobil becone a participant in the TransCanada |i cense.

VR. PALMER explained that as the legislature is aware,

ExxonMobil nust resolve some issues with the state before it
becomes a full participating party in the AG A |icensees. He
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stressed that if ExxonMobil resolves its issues, then ExxonMbbi l
will become a voting shareholder in TransCanada's |icensees.
Wi | e ExxonMobil does not currently hold that status, ExxonMobil
is earning nonvoting interest which is, in effect, a financial
interest rather than a voting interest. However, once the
issues are resolved ExxonMbil wll convert to a full comon
sharehol der with financial voting interest.

9: 30: 38 AM
CO-CHAIR M LLETT asked for clarification of unresol ved issues.

MR. MASSEY explained that, first, it is inportant to note that
TransCanada' s obligations under AG A are unchanged with this new
rel ati onship. He stated TransCanada is fully commtted to neet
its AG A obligations. Secondly, ExxonMbil has cone to
understand that the state has approved AGA, that the
adm nistration and the legislature represent the preferred

process for an Al askan pipeline project. In order to be
successful in the project ExxonMbil mnust work wthin that
f ramewor k. He enphasized that ExxonMbil needs to have
predi ctable and durable fiscal terns as a condition of any
project in the world of this rmagnitude. He restated that
ExxonMobi| realizes that working through AGA is the neans to
achieve the project. The good news is that ExxonMbil is
working with TransCanada to progress the project and is wlling
to work parallel to the state to address the fiscal terns. He

offered his hope that ExxonMbil achieves confidence with the
techni cal work done during the open season, and if so, the only

remaining issue wll be to assess predictable and durable fiscal
terms.
9:32:14 AM

MR. MASSEY, in response to Co-Chair MIllett, reiterated that no
conditions were necessary in order to join TransCanada.
However, ExxonMobil hopes that by working with TransCanada and
the AQ A process, it can address durable and predictable terns,
he said. He defined durable and predictable terns as everything
in AGA or not in AA that relates to understandi ng whether the
project will be a viable project. In other words, he asked
whet her ExxonMobil could predict reasonably well what the taxes
and the state take wll be such that ExxonMbil can neke a
determ nation about the viability of the project. He related
that if it is in the AGQA and relates to the overall state take
and how the state's return mght be influenced over tinme then
yes that would be sonething to discuss with the state.
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CO-CHAIR M LLETT clarified her interest is in knowing if other
issues within the AGQA framework should be addressed for
ExxonMbbi | as a producer or shipper.

MR. MASSEY responded that ExxonMobil appreciates what the state

would like to achieve under the AGQ A process. He opined that
wor king with TransCanada, ExxonMbil can neet the state's goals
under A A as well as TransCanada and ExxonMbil's needs. He

said, "That is our hope and that's what we're going to try to
work toward in achieving with our discussions with the state.™

9:34:34 AM

REPRESENTATI VE RAMRAS renarked that he is glad ExxonMbil is at
the table. He questioned whether ten years [of unchanged state
taxes in AGA] wuld qualify as a definition for durable.

MR. MASSEY answered that there is a noral obligation for the ten
years in AdA He interpreted the AQ A statutes to nean that
the state will make an effort to avoid changing the ternms within
the ten years, but not a guarantee since nothing in AGA
prevents the state from changing the terms within the ten year
peri od. He stated that he likes the dictionary definition of
durable, which 1is lasting and enduring, but whether that
translates to ten years, or to a longer period is a matter that
ExxonMobil will need to discuss with the state.

REPRESENTATI VE RAMRAS surmised that ten vyears is not good
enough, but also that the state nmay extend terns for a |onger
peri od. He related his understanding that ExxonMbil "M d-
stream Gas Investnments LLC' is interested in the GIP, while the
| arger ExxonMobil entity would be willing to talk to the state
about the ten-year term contained in AGA wth perhaps sone
inplied notion that the terns would be extended for a |onger
peri od.

VR. MASSEY clarified t hat he was referring to t he
producer/shi pper who would commt the gas to the project. Wth
respect to the issue of the pipeline, he said ExxonMbil and
TransCanada hold the sane view that this issue needs to be
worked on between the state and the shippers to insure a
successful open season. He offered his belief that the 10 year
period is not sufficient, but the 35 years previously agreed to
was enough. The question renmains as to what the terns wll be
for this pipeline, but the open dial ogue continues.
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9:37:52 AM

REPRESENTATI VE DAHLSTROM asked whether ExxonMobil wll have
equal voting rights with TransCanada.

MR. PALMER expl ained that in the event ExxonMbil resolves its
issues with the state and converts from nonvoting to voting,
TransCanada will retain the mgjority, and ExxonMbil will hold a
mnority voting interest.

9:38:28 AM

COCHAIR JOHNSON related his wunderstanding that TransCanada
either pre-filed or would ask to pre-file with FERC He asked
whether FERC will require TransCanada to nodify its application.

MR. PALMER expl ai ned that TransCanada pre-filed wth FERC at the
end of April 2009. That pre-file application was nade under

TransCanada's nane, which is the entity that will nove forward,
al t hough ExxonMobil w Il contribute to the work jointly wth
TransCanada. He said that TransCanada |icensees wll still
pursue all the regulatory applications and contracts wth

custoners in their owm name. He clarified that applications and
contracts would be pursued in the nanme of the AG A |icensees and
no i ssue has arisen wth the FERC

MR. PALMER conti nued. He stated that approximately 70 people
are currently working on fully integrated teans staffed by
TransCanada and ExxonMobil, wi th ExxonMbil as the |IPA |ead and
TransCanada as the sub-1PA lead for the Canadian portion of the
proj ect. He related that TransCanada is prinmarily responsible
t hrough the open season for the overall pipeline and conpression
wor k, while ExxonMobil w Il be responsible for the GIP. Thus,
the bulk of TransCanada's enployees will work on the pipeline,
but wll be supplenmented wth ExxonMbil, and conversely
ExxonMobi | enployees will primarily handle the GIP, suppl enented
by TransCanada's staff. He identified Paul Pike as the |IPA |ead

who will report to the managenent conmittee, currently chaired
by him The nmanagenent committee will have representatives from
ExxonMbbi| and TransCanada, and project costs will be jointly

funded based on the parties' proportionate shares.
9:40: 56 AM
MR. PALMER, stated that TransCanada believes this addition

represents real progress to align all essential parties for a
successful project [slide 10]. Last summer TransCanada was
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successful in obtaining the legislature's approval for the
Iicense issued on Decenber 5, 2008. He recalled that Exxonhbbi l
testified that joining TransCanada supports the progress of the

project wunder AGA and their wllingness to becone a full
participant in those |icensees. He remarked that in the event
di scussions occur between ExxonMbil and the state, that
TransCanada will not be a party to the discussions, but wll

remain an i nterested observer.
9:41: 53 AM

COCHAIR MLLETT recalled that imediately after the AGA
Iicense was signed, TransCanada's chief executive officer (CEO
stated that nothing noves forward unless ExxonMbil is happy.
She asked for clarification of what that statenment woul d mean.

MR. PALMER interpreted that what TransCanada's CEO neant by the
statenent is that during any nmjor pipeline project sone
al i gnment nust occur between the principal producers in the
basi n. Potential shippers nust be aligned in sonme fashion or
there will not be a successful project. He recalled his
frequent testinony that TransCanada needs custoner contracts and
regul atory approval. Thus, what TransCanada's CEO recogni zed in
his statenent is that ExxonMbil 1is the largest holder of
di scovered reserves on the North Slope of Al aska. Ther ef or e,
TransCanada needs alignment with ExxonMobil, as well as with the
other two producers. TransCanada seeks that approval. He
stated that while he would not speak to what brought ExxonMobi |
to the table, TransCanada is very pleased. TransCanada is in
the position of providing a credible cost estimate for third
party producers because of its alignnment wth ExxonMobil. He
noted that TransCanada does not profess to be an expert wth
GIPs. However, wth ExxonMbil on board, TransCanada has the
strongest player in the GIP business worldw de, which adds to

the project. Further, with ExxonMobil jointly working on the
pi peline, TransCanada hopes that the revised cost estinmate wl|
al so satisfy other simlarly situated producers. He suggested

that M. Massey nay wish to address the commttee on the matter,
but from the TransCanada perspective the alignment wth
ExxonMbbi | is satisfactory.

9:44: 15 AM
MR. MASSEY related that ExxonMbil evaluated the full range of
options of how to progress the projects, which included

consi deration of j oi ni ng Denal i, j 0i ni ng TransCanada,
considering itself alone, or postponing and showi ng up during an
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open season. ExxonMbbi | anal yzed what could nove the project
forward and the success in bringing all the parties together
pointed to TransCanada via AGQ A as the best opportunity for
success.

9: 45: 33 AM

CO CHAIR JOHNSON asked about the statenent that TransCanada
woul d not be involved in the negotiation of physical terns. He
opined that one nmajor hurdle remaining is the type of structure
with the state that will insure durable fiscal policy. He asked
how TransCanada's stockholders could allow TransCanada to "sit
on the sideline" during that process.

MR. PALMER answered that TransCanada's stockhol ders expect
TransCanada to keep its word. Further, TransCanada has agreed
wth the state to remain outside negotiations. He said that
TransCanada's CEO has repeated this agreenment on numerous
occasi ons, nost recently to the governor of Al aska the day prior
to the announcenent of the transaction.

9:46: 27 AM

MR. PALMER outlined the benefits of alignnent with Exxonhbbi l
[slide 10]. He related that TransCanada has over 2,000 pipeline
enpl oyees and currently transports 20 percent of North Anerican
gas daily. He detailed recent TransCanada activities, including
that TransCanada is a 100 percent owner of a $12 billion
Keystone Project underway that wll take 4.5 years from
announcenent to conmpletion, wll span 4,000 mles, and traverse
13 states. Secondly, TransCanada is involved in building a $2
billion project, to nove gas from western Al berta to eastern
Al berta, at the existing Mikle R ver Conpressor Station. The
North Central Corridor Project, conprised of a 42-inch pipeline,
is currently under construction, with the first phase conpleted
| ast winter and the second phase next winter. Another project,
Bi son, wll nove gas out of the Rockies connecting to
TransCanada' s pi peline in t he M dwest . Addi tionally,
TransCanada was awarded the right to build the GCuadal ajara
Pi peline in Mexi co.

MR. PALMER described further benefits of alignment wth

ExxonMobi|l [slide 11]. He related that the financial and
project managenent strengths of ExxonMbbi | are generally
recogni zed. ExxonMobil is the recognized industry |eader in

execution of large conplex projects, has substantial financial
resources, and is the |argest holder of discovered Al aska North
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Slope natural gas resources. Further, ExxonMobil has the
expertise and technology for GIPs as well as pipeline systens,
has been in Al aska for decades, brings to the project previously
described assets, as well as the commtnment to the tinely
devel opment of Al aska's gas resources. Thi s conbi nati on brings
unparal l el ed experience in project execution. ExxonMbbi | ' s
focus is on costs and schedule. TransCanada and ExxonMobi l
share a common philosophy in that they are jointly conmtted to
advance the project, need the full support of the state, the
U.S. and Canada governnment, North Slope producers, and other

interested parties to fulfill the project. Yet, TransCanada
recogni zes that to succeed in a project of this scale requires
alignnment wth governnent. He highlighted TransCanada has
previously succeeded in these types of projects. However,
comer ci al ventures cannot succeed al one; they require
al i gnment . TransCanada is ready to nove forward wth other

parties when they are ready to do so

MR. PALMER stated that M. Mssey wll excuse hinself at this
time if there are no further questions for him

9:50: 47 AM

CO- CHAIR JOHNSON recall ed prior testinmony that ExxonMbil is the
| argest holder of gas reserves on the North Slope, which he
assunmes also include Point Thonson. Wth respect to Point
Thonmson, he asked whether it was part of the discussion during
ExxonMobi | 's negotiations and whether the state was involved in
di scussions regarding the settlenent of Point Thonmson. He asked
M. Massey to state the facts for the record.

MR. MASSEY answered there were no conmtnents fromthe state to
sell Point Thonmson in order for ExxonMbil to join TransCanada.
He related that wth respect to Point Thonson, the state
continues to have technical questions about the proposed
project. The state is currently going through its due diligence
process, is reviewing work that has been acconplished, which has
|l ed ExxonMobil to believe that Point Thonson is the right
project to propose. He said he hopes the state will conclude
and agree that ExxonMobil has taken the right approach. Once
that process is conpleted, ExxonMbil can hold good settlenent

di scussions that will result in an outconme that both parties are
confortable with to allow them to nove together on Point
Thonson. Poi nt Thonson as critically inportant to the gas

pipeline as it represents 25 percent of the gas resource. Thus,
he offered his belief that it is inportant to resolve this
matter and nove forward.
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CO CHAIR JOHNSON asked if it would be a fair statenent to say
that w thout Point Thonmson the probability of a pipeline is
di m ni shed consi derably.

MR. MASSEY answered yes. He reiterated that Point Thonmson
represents 25 percent of the gas resource, and said that it
would be a nuch different project wthout Point Thonson.
However, that does not necessarily nean that Point Thonson nust
be available on the "first" day because it is possible to "flow
Prudhoe Bay harder and bring Point Thonson in |ater. Many
pernmutati ons can be considered for the overall project success.
Utimately, Point Thonmson gas is needed in order for the
pi peline to be a go, he said.

9: 53: 38 AM

MR. MASSEY, in response to Co-Chair Johnson, responded that if
Prudhoe Bay is the only field the risk is higher, but if Point
Thomson is available then two fields are involved, and it would
reduce the risk of the big financial commtnent to underpin the
pi peline project. Thus, it is inportant for ExxonMbil to know
of the gas commtnment. In further response to Co-Chair Johnson
M. Massey stated that ExxonMobil 1is optimstic the issues
related to Point Thonmson wll be resolved before the initial
open season. However, if that is not the case, then ExxonMbbi
will reevaluate the project at that tine. He opined that it is
difficult to speculate any outcone at this tine.

9:55:22 AM

MR. MASSEY, in response to Representative O son, confirnmed that
the state did not make any assurances related to Point Thonson
in order for ExxonMobil to join TransCanada. He reaffirnmed
there were no |inkages of any Kkind.

CO CHAIR JOHNSON asked whether ExxonMobil would still be
involved in the pipeline project had it not obtained the |eases
back.

MR. MASSEY answer ed yes.

9:57:20 AM

MR. PALMER highlighted the alternatives between delivery points

in Alaska, and Alberta Hub enroute the Lower 48 [nmaps on slide
12]. He reviewed the project schedule [slide 13], pointing out
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that the FERC pre-filing request was net at the end of April
some two years earlier than originally contenplated in the AGA
schedul e. The FERC indicated it preferred TransCanada to pre-
file, TransCanada held conprehensive discussions wth FERC,
reached an agreenent, and the pre-filed application was accepted
on May 1, 20009. He noted the only other change to the tineline
shown is the addition of a Canadian tineline. In response to
Representative Ranras, said that TransCanada's preference and
goal is for custonmers to commt gas in the initial open season
However, it would not be wunusual for potential custoners to
condition their bid, which he characterized as often the norm
While is possible that fiscal issues may renmain an issue for
ExxonMobi| or other potential shippers, and may be set out in
their conditions, this is clearly nothing that TransCanada can
resol ve. He related that if a resolution was not forthcom ng
after July 2010, TransCanada still has an obligation to continue
to solicit the market every two years.

MR. PALMER recal |l ed past testinony and then addressed one of the
strengths of the AG A process. He indicated that TransCanada
was initially not anenable to continue regulatory approval
subsequent to a failed open season, that TransCanada agreed it
would continue to seek customers, but would not spend the
hundreds of mllions of dollars for regulatory approval wthout
commtted custoners. However, AG A was passed wth the
obligation to continue regulatory approval and the state agreed
to a financial contribution to the regulatory costs and so wll
share those costs.

MR. PALMER addressed the timng of the project, such that in the
event of an unsuccessful open season in the sumer of 2010, that
TransCanada will continue to pursue custoners and the regul atory
approvals as it is required to do under AQ A If resolution is
reached on fiscal matters in 2011 and custonmers are willing to
commt, then TransCanada would not need to wait two years and a
del ay would not jeopardize the schedul e. However, the schedul e
would be jeopardized if regulatory approval 1is given, but
custoners have not commtted since regulatory approvals and
custoners are both required.

10: 02: 20 AM

MR. PALMER, in response to Co-Chair MIllet, explained that
TransCanada reached an agreenment with FERC on the information
that nmust be submtted as part of the FERC pre-file, as well as
the timng of submttal of additional information. Thi s becane
necessary since TransCanada would normally pre-file post open
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season and would have nore information to submt to FERC He
restated that TransCanada and FERC agreed on the timng of
submtting information to FERC

10: 03: 32 AM

MR. PALMER, in response to Co-Chair Johnson, responded that to
determ ne whether it is considered a failed open season or not
woul d depend wupon the conditions set by potential shippers
during the open season. It is not unusual for customers to have
conditions for regulatory approvals and sonetines for fiscal
resolution, but those types of conditions cannot be resolved by
TransCanada. Thus, the outcone would depend on what conditions

potential shippers required. TransCanada would consider it a
failed open season if, after the July 2010 date, it cannot
readily resolve any of the conditions set. In further response

to Co-Chair Johnson, M. Palnmer answered that so long as the
standard terns are nmet, and the only condition that custoners
place on their commtnent of gas is FERC approval, TransCanada
woul d determne it to be a successful open season.

CO- CHAIR JOHNSON clarified that he was referring to the state
fiscal concerns.

MR. PALMER agreed that at sonme point unresolved fiscal concerns
woul d result in an unsuccessful open season.

MR. PALMER, in response to Co-Chair Johnson, outlined that in
the event the state fiscal issues are not resolved, TransCanada
woul d take the sane actions to prepare its October 2012 FERC
filing. However, he enphasized that TransCanada would have a
much stronger FERC filing if it has full gas commtnents wthout
state fiscal concerns by Cctober 2012. TransCanada w || pursue
FERC regul atory approvals whether it has succeeded or not during
the initial open season. However, the application would be
coommercially weaker if it does not have custoner commtnents.
He reiterated that if customers are ready to commt before 2012,
"great." TransCanada will also hold a second solicitation
during the summer of 2012. He said he hopes whatever issues
potential customers may have would be resolved by then. Again,
TransCanada is not in control of those issues, he stated.

10: 07: 22 AM

MR. PALMER addressed matters that arose during his testinony in
2008. He rem nded nenbers that |ast year TransCanada started a
ten-year schedul e; thus, TransCanada is one year into that
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process. He highlighted acconplishments since June 2008 [slides
14 and 15]: TransCanada's application was reviewed, the AGA
license was approved by the legislature, the AGQ A license was
issued on Decenber 5, 2008, and an AG A coordinator was
appoi nt ed. TransCanada has achieved real progress toward a
broader alignnment wth ExxonMbbil. TransCanada has perforned
engi neering, environnental, and limted field work towards the
capital cost estimate with significant Al askan participation.
The addition of ExxonMobil's personnel broadens the expertise
and experience of TransCanada’s project team and enhances
credibility with potential custonmers and the |Iikelihood of
success. TransCanada is currently holding discussions wth
potential custoners for deliveries in Alaska and to Lower 48
markets via the Alberta Hub, and is drafting commercial terns
for the initial open season.

MR. PALMER, in regard to the liquefied natural gas (LNG project
conponent, stated that TransCanada has noved forward with cost
estimation and drafting of commercial terns, has been hol ding

di scussions wth potenti al custoners  which resul ted in
nodi fications to a 3.0 billion cubic feet per day (Bcf/d)
desi gn. Potential custoners can now select Valdez as delivery
point in an initial open season. He opined that TransCanada
does not believe sufficient gas will be conmtted in the initial
open season for 4.5 Bcf/d to the Alberta Hub and 3.0 Bcf/d to
Val dez. It will be either one or the other, but not both, he
sai d.

MR. PALMER continued with the project acconplishnments. He
addressed the Canadian regulatory acconplishnments listed on

slide 16, including that ExxonMbil reviewed and endorsed the
Northern Pipeline Agency (NPA) as the Canadi an regul atory nodel
for the project, re-staffing of the NPA is underway, the NPA is
coordinating the project within the Canadian governnent wth
Canadi an provinces, and nulti-departnment neetings have been held
with federal agenci es, the British Colunbia and Yukon
gover nment s. He restated that on the U S. regulatory side,
TransCanada pre-filed with FERC two vyears earlier than the
approved AG A schedule, is progressing comunications with FERC
project staff, has held nulti-agency neetings, and continues to
hol d ongoing discussions with federal and state coordinating
agenci es.

10:11: 42 AM

MR. PALMER, in response to Co-Chair Johnson, answered that
TransCanada will bear the full cost of the NPA that the re-
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staffing will end up as part of the tariff, which is the usua
and customary process. If there is an unsuccessful project,
TransCanada's shareholders would bear the costs. In further
response to Co-Chair Johnson, M. Pal mer responded that specific
legislation is limted to this project and not for any other
proj ect . He added that the pre-build costs are charged to the
western Canadi an producers, but for the northern section the
costs are as previously descri bed. He el aborated that there is
not any current activity with the NPA since they are not
approving facilities, but in the event that the NPA approves
facilities the pre-build costs woul d be charged.

10:13: 48 AM

MR. PALMER continued his review of project acconplishments
[slide 17]. TransCanada has contacted all Canadian right-of -way
First Nations and offered to negotiate first participation
agreenents, he said. Five of eight Yukon First Nations parties
are currently ready to hold discussions, and TransCanada has
held negotiations with sonme parties. In response to, Co-Chair
Johnson, M. Palnmer acknow edged that negotiations have been
held with nore than one party, and while he is not certain
whet her that nunmber has now increased to two or three, it is not
as high as five.

MR. PALMER, in response to Representative O son, answered that
with respect to British Colunbia's First Nations, TransCanada
has nmade the sanme offer. He related that Fort Nelson on south
is an active project area and is being processed on an
integrated basis as TransCanada proposes pipelines into those
sections of British Col unbia.

10: 16: 07 AM

MR. PALMER updated the commttee on the partnership with other
subsidiaries of TransCanada, stating that Alaska Northwest
Nat ural Gas Transportation Conpany (ANNGIC) m ght cause del ays.
There are partnership agreenents related to efforts in the late
1970s and 1980s to build a gas pipeline fromthe North Slope to

markets in the Lower 48. He recall ed extensive testinony | ast
year that ANNGIC would not be an issue, but since sone parties
expressed concern, TransCanada took additional actions: The

ANNGTC partnership is currently in dissolution, and the
conditional FERC certificate, federal right-of-way, and water
permts have all been returned. He advised that TransCanada did
not own six withdrawn partners, but has in hand full releases
fromall but one of the six w thdrawn partners. In response to
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Co- Chair Johnson, M. Palner enphasized that all of the parties
were substantial and significant comrercial parties. He said he
is not at Iliberty to disclose any nanmes due to ongoing
negoti ati ons.

10:17: 46 AM

VR. PALMER recalled identifying a significant upside by
comercially aligning the section of the project from Fort
Nel son to the Alberta border with TransCanada's Al berta Hub

system He elaborated that it would physically be the sane
pi peline, but conmercially, it would be averaged wth the
Al berta system This pipeline represents about a 200 mle

section of pipeline and, if successful, would result in an 18
cent per thousand thousand British thermal units (MVBTUs)
benefit to the Al aska custonmers or about $300 million per year.
This project still requires regulatory approval, but TransCanada
has made significant progress. He pointed out that the Al berta
section of the pipeline system has been provincially regul ated
for 50 years and prohibited from physically or comrercially
Ccrossing any bor ders. One signi ficant TransCanada
acconplishnent is an application a year ago with the National
Energy Board (NEB) and the Canadian governnment, wth Canadi an

approval for TransCanada's Alberta System Addi tionally,
TransCanada has proposed two small pipelines into northern
British Colunmbia - Goundbirch and Horn River - to nobve shale
gas. | f successful, it wll be excellent precedent for the

Al aska project, he predicted.

10: 21: 10 AM

MR. PALMER, in response to Representative Ranras, related that
TransCanada's Anchorage office answered his letter on June 17,
20009. He recalled the questions about the differences between
the proven reserves and total reserves. He explained that Horn
River is in the early stages of devel opnent as are many other
shale reserves in North Anerica, but proven reserves are not
clearly defined today. He acknow edged differences in Canadian

and U S. termnology for "gas in place". Canada's "gas in
place” inplies the total reserves including proven, probable,
potential, and specul ative. He estimated a range of 100 - 400
trillion cubic feet (tcf) for Horn R ver reserves. The
recoverable resource is expected to be 20 - 50 tcf, which
i ncludes proven, probable, and potential, but not speculative
gas reserves. It is probable that the 20 - 50 tcf wll be
recovered, but the speculative reserve will not Iikely happen,

although it is too soon to know He estimated that 20 to 50 tcf
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of gas will likely be produced over the life of the basin. I n
response to Co-Chair Johnson, M. Palner clarified the effect of
these basins on TransCanada's proposed Al aska pipeline under
Ad A If 20 to 50 tcf is produced overall, Wstern Canada's
production, which has recently declined, would be enhanced He
enphasi zed that these projects nust conpete in the marketpl ace,
which helps illustrate why TransCanada is so focused on cost and
schedul e. The proposed AQ A pipeline project wll be a
conpetitive project if TransCanada can contain its production
costs to bel ow $3. He underscored that every project estimte
he has reviewed shows that ten years from now the projected cost
of the proposed pipeline will be at $6 - $8 or higher. Thus, if
costs can be held to $3, TransCanada's AG A pipeline project
will certainly be conpetitive. However, dramatic cost increases
or significant price reductions will inpact this project. | t
does not change TransCanada's commtnent, but reinforces that
costs nust be controll ed.

10: 25: 09 AM

MR. PALMER pointed out that developing a pipeline is very
different from devel oping shale gas since the bulk of the cost
is for exploration and devel opnent, which has always been the
case for Alberta gas, relative to Lower 48 gas, since its gas is

farthest from nmarket. Thus, TransCanada has had to focus on
keepi ng pipeline costs low Alaska is no different except it is
even farther from the markets. If Alaska gas can be held to a
$3 range in 9 years time then it will be conpetitive with other
sources of gas. He said he would be surprised if shale gas
price stays at $2 forever, but shale gas prices affect the
econoni cs of every project, including the proposed TransCanada
AG A pipeline project. Current total gas produced in North
Anmerica is about 75 Bcf per day. He conveyed that w thout
drilling any wells in North Anmerica the natural depletion is
still 10 to 15 Bcf per day, which is huge. Producers will drill
when it is profitable to do so and producers believe that over a
sustai ned period they can nmake a profit, they wll continue to
drill either to maintain or grow production. He reiterated that
he did not believe that $2 or $3 is sustainable, unless a
massi ve anount of gas is discovered. He pointed out the
di screpancy between oil prices in Alaska in the $60 - $70 range
and the world narket. If natural gas prices in North America

are vastly different on a worldw de scale, he predicted that
parties are likely to conmmt to the proposed TransCanada AG A

project. He doubted that over time the gas to oil ratio of 17,
18, or 20, simlar to today's ratio wll be naintained.
However, if the gas to oil ratio does prevail, producers can
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make significant noney shipping gas off this continent to other
countries.

MR. PALMER, in response to Representative Ranras, indicated that
TransCanada currently enploys two Al askans. More inportantly,
TransCanada enpl oyed 84 Al askans |ast year, which continues to
ranp up. TransCanada will |everage TransCanada and ExxonMobi
enpl oyees' skills and power to contain costs and advance the
project conpetitively worldw de. In further response to
Representative Ranras, M. Palnmer explained that it is not
relevant as to the duties of the tw enpl oyees, but TransCanada
plans to ranp up the nunber of Al askan enpl oyees as the project
advances. TransCanada currently provides |ower project costs by
usi ng i n-house expertise.

REPRESENTATI VE RAVMRAS pressed for the duties of TransCanada's
Al aska enpl oyees.

MR. PALMER replied that TransCanada currently has an office
manager and an external affairs position in Al aska. TransCanada
normally hires contract enployees during the devel opnment stage
of the project.

MR. PALMER, in response to Co-Chair Mllett, answered that
subsequent to the AG A application, TransCanada has not been
inactive in Washington, D.C., that TransCanada provi ded comments
to the US. Senate Energy comrittee when it considered |oan

guarantees being increased. He acknow edged that during the
U.S. national elections and transition period, TransCanada has
been inactive and will have to reassess with ExxonMbil how the
structure will nove forward.

CO-CHAIR M LLETT asked for a summary of TransCanada's comments
before the U S. Senate Energy Comm ttee.

MR. PALMER answered that TransCanada supported the proposal to

increase the | oan guarantee from $18 billion to $30 billion, and
to provide access to the federal financing bank. | f access was
in place, it would potentially lower the cost of borrowng for
t he project. He noted a 1 percent change in the interest rate
would lower the toll by $.09, or $150 million per year for the
proj ect. He said he was not necessarily suggesting the change

woul d be 1 percent, but used it to provide a point of reference.
It is also an indication of why the |oan guarantee is inportant
for TransCanada's AQ A pipeline project and why TransCanada
supports any noves by Congress to enhance it. In further
response to Co-Chair Mllett, M. Pal mer rel ated that
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TransCanada supported the initiative when it passed from the
U.S. Senate Energy Comm ttee, that the proposal nust still go to
the full Senate, and if it does pass, that it will substantially
enhance the | oan guarant ee.

10: 33: 36 AM

MR. PALMER, continuing wth TransCanada's acconplishnents,
turned to slide 18, and explained that FERC al so requires an in-
state gas study, which was awarded to Northern Econonics, and
whose subcontractor is the Institute of Social and Economc
Research (I SER). This work is underway and wll assist to
identify the in-state offtake |[|ocations. TransCanada' s
Anchorage office opened in early 2009, sone 18 nonths in advance
of its schedule, with a planned expansion later this sunmer as
the project ranps up

MR. PALMER, in response to Co-Chair Johnson, offered his
understanding that the in-state gas study would be filed wth
FERC and t hus be made publi c.

MR. PALMER reviewed the next steps through open season to July
2010 [slide 19]. He stated that this period, TransCanada wil|:
conplete the capital cost estinate by the end of the first
quarter (Ql) 2010, including engineering, environnental, and
field work; finalize comrercial terns and precedent agreenents;
advance Canadian First Nations participation agreenments, as well
as the Fort Nelson issue. TransCanada will conplete the in-
state gas study later this year and wll continue to have
ongoing discussions wth potential custoners. TransCanada
prefers a dial ogue between the state and ExxonMbil to achieve a
successful initial open season. Addi tionally, TransCanada wil |
file an open season package with FERC and hope to obtain
approval . He concluded his presentation by stating that
TransCanada w |l conduct the open season and hope for success
during the 13 nonth peri od.

10: 36: 35 AM

MR. PALMER, in response to Co-Chair Johnson, answered that the
TAPS study will not shorten TransCanada's timefrane to conplete
the open season. He explained that TransCanada's other critica
path itens need conpletion prior to the open season due to the
advances necessary in nmany areas. He pointed out that the open
season packet subm ssion date is the end of January 2010,
| eaving the conpany with seven nonths to conplete all the
necessary worKk. In further response to Co-Chair Johnson, M.
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Pal mer related that tinme is noney but work is also noney, too.
Wiile the study will reduce the amount of work, it wll not
shorten the tinefrane to conclude the open season. He offered
that two conponents are replacenent of work and delay. To date,
TransCanada and ExxonMobil have not put a value on the TAPS
study, nor sought reinbursenent, although TransCanada wl|
ultimately need to provide a value for FERC, who will judge the
val ue.

10: 39: 27 AM

CO- CHAIR M LLETT asked whet her TransCanada sees the |ink between
fiscal stability, the gas tax regine in the state, to a
successful open season.

MR. PALMER responded that in the past few years potential

custoners related that they perceive a link and would need
resolution on the fiscal stability issues. However, he is not
famliar with the details and the discussions are between the
producers, the admnistration, and the |egislature. In further
response to Co-Chair MIllett, M. Palnmer answered that pipeline
conpani es seek successful open seasons and wll control what
they can to neet their goals of holding them In the event that

potential custoners have other issues to resolve w th governnent
entities, pipeline conpanies have no area of influence, but wll
work to encourage resol ution of the issues.

10: 41: 15 AM

CO CHAIR EDGVON recalled the AG A vote, and an understanding
that A A was awarded to an independent third party. Today, the
context is different, in terns of alignnment between the
i ndependent third party and one of the |easehol ders. He then
posed a scenario in which ExxonMbil would earn full voting
rights with TransCanada and resolve its issues with the state.
He presunmed in the scenario that ExxonMbil would then seek
different fiscal ternms from the legislature than the AGA
|icense envisioned, as well as changes to the rolled in rates
and expansion ternmns. He inquired as to whether any scenario
exists in which the $500 mllion state contribution would be
negotiable as part of the +tax regine discussions, since
TransCanada's partner is the |largest corporation in the world.

10: 44: 01 AM

MR. PALMER answered that the A A terns were established for any
party to bid, with terms simlar to those that an independent
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pi peline would supply to potential customers. At that tine the
state did not know the identity of the bidders, and whether a
bi dder would be TransCanada or perhaps all three nmajor
producers. The ternms were set to satisfy the state regardl ess
of the owner's identity. The outcone: TransCanada prevailed in
the AG A award. He offered that TransCanada conmtted to the
AG A terns, which have been reaffirmed during its alignment with

ExxonMbbi | . He pointed out that part of the difficulty within
TransCanada during the AG@ A process was the obligation to go
beyond an unsuccessful open season. However, the state's

financial contribution of $500 million hel ped resolve that issue
for TransCanada. He recapped that the contribution is excluded
fromthe rate base, will lower the state's tolls, will result in
a higher netback to the state, and will increase state revenues
so long as the project succeeds. He acknow edged that while the
state risks its $500 million, TransCanada's shareholders also
face risks. In the event that TransCanada has a successful open
season and has rock solid comrtnents for 4.5 Bcf per day, there
is no question the value of the state's $500 nillion investnent
woul d decrease. However, TransCanada has not changed its
commtrment to the project since ADQA The AGQ A obligation rests
wi th TransCanada, and he surm sed that AG A contenplated that at

some point TransCanada would be successful in attracting
cust omers. Currently, TransCanada continues to seek custoners.
He recalled testinony last year by producers that indicated
TransCanada's cost estinate would not be credible. He opined
that it will be difficult to argue that when TransCanada is
wor ki ng with ExxonMbbil . He acknow edged TransCanada does not
yet have gas commitnents. I f TransCanada attains themin 12 or

13 nonths, the state's investnent has I|less value to the
pi peline, but it absolutely has value to TransCanada today, he
sai d.

MR. PALMER summarized his response, which is that he cannot give
a definitive answer except to restate TransCanada renains
conmmtted to its AGA obligations, the AGA obligations
contenplated ternms that are simlar to those for an independent
pi peline, the w nner happened to be TransCanada, and TransCanada
W ll provide the service it is obliged to provide.

10: 48: 06 AM

CO CHAIR JOHNSON sunmmarized M. Palner's response, such that
TransCanada is commtted to the ternms of the AG A agreenent and

expects the sanme commtnent from the |egislature. Thus, he
suggested that the answer to Representative Edgnon's question is
that the state's $500 million is not on the table, will still be
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avai l able even if the initial open season is successful, and is
commtted regardl ess of who partners with TransCanada. He asked
M. Palnmer if he had any issues wth the response.

MR. PALMER answer ed no.

The conmm ttee took an at-ease from10:49 a.m to 11:00 a. m

11: 01: 05 AM

PAT GALVIN, Commi ssioner, Department of Revenue (DOR), expl ained
that the state's role was to review the agreenent between
TransCanada and ExxonMbil and determine if the new relationship
required additional approval under AGQA, specifically wth
respect to Section 210 of the Act, which pertains to
nodi fications of the AGA license. The state team was provided
with all the docunents associated with this new relationshinp,
including the interim project agreenment (I1PA), the project

fundi ng agreement (PFA), and all the ancillary documents. The
DOR brought together nmenbers of the state team and al so outside
consultants to review the comercial, technical, and |[egal

aspects of the proposed project in order to provide guidance to
determine if this relationship nodifies the state's interest
under the AG A license. Through that process the DOR sought and
received oral and witten clarifications from TransCanada and
ExxonMbbil with respect to the agreenents to better understand
the rel ationship. Utimately, DOR determ ned that there was no
di m ni shnent of the state's rights under the AG A license as a
result of the new relationship wth ExxonMbil, and that
TransCanada retains all the obligations under the AG A |icense
and has structured this agreement with ExxonMbil to preserve
its opportunity and right to respond to the state's requirenents
under AG A

COWM SSI ONER GALVIN related that the state's final conclusion is
that no action is necessary by the state regarding the alignnment
with respect to AGA He offered that the state is excited
about this developnent, that alignnent is precisely what AGA
intended to provide and facilitate, and that ExxonMbil brings
tremendous value to this project. The administration has
concluded that from the state's perspective this alignnent is
very good for the project, and the adm nistration |ooks forward
to further alignments as the project proceeds.

11: 05: 10 AM
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COM SSIONER GALVIN, in response to Representative Kawasaki,
answered that no discussions were held with TransCanada to
change A A In further response to Representative Kawasaki, he
stated that the administration also did not hold discussions
about making changes to AGA in the wupcomng |egislative

sessi on. He related that the representations nade throughout
the state's discussions are enbodied in TransCanada's testinony.
Further, the state wll continue to pursue a durable system

However, the state holds firmto its position which is that the
state currently provides a durable and economc fiscal system
| nducenents in AG A allow the shippers to take advantage of the
ten year period, with respect to taxes. The royalty provisions
provided within AGA would extend the length of the |eases,
which are not limted to ten years. Again, there were not any
overtures or discussions held during this period with regard to
changes to AG A

11: 07: 53 AM

REPRESENTATI VE RAMRAS asked what the admnistration is doing to
nodify royalties to satisfy ExxonMbil's concern about a
financial stable tax regine.

COWM SSI ONER GALVIN replied it would be an overstatenent to say
that the admnistration intends to satisfy ExxonMbil's demands
via royalties. The administration is holding discussions with
regard to establishing the upstream royalty provisions avail able
under Ad A The state is inplenenting the terms of AGA in
order to put in place an opportunity for shippers that nake a
commtnment at the initial open season to enjoy a nore favorable
met hodol ogy with regard to valuing the gas, as well as enjoy
nodi fications to the state's rights to switch between "royal ty-
in-value royalty-in-kind options." Those terns are not viewed
as a vehicle for satisfying the producers' desires, but rather
are seen as clarification and inplenentation of the terns of
AG A, and to establish the nethodol ogy | egislation process.

11:10: 02 AM

REPRESENTATI VE  RAMRAS described royalty-in-kind (RIK) or
royalty-in-value (RV) and suggested Commi ssioner Gl vin
el aborate on the definitions. He asked if the admnistration is
contenplating relaxing the royalties' regine.

11:11: 10 AM
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COM SSI ONER GALVIN explained the oil and gas royalty revenue
process. The royalty revenue the state receives represents the
state's benefit for owning the resource and |easing the right to
explore and develop it to conpanies. The ternms of these |eases
establish contractual relationships between the parties and the
state with respect to the state's royalty share of the gas.

This is how any other owners of oil and gas resources would
establish their royalty rights, and the state has done so wth
its |eases. In nost instances in the North Slope, a 12.5

percent rate is the norm a 12.5 percent ownership of the oil
and gas that is produced. The state has the option to either
take possession of the oil and gas at the wellhead or be
responsible for the delivery and sale at the market. O the
state can allow the producer to bring the oil and gas to market
and the state receives its share via that transaction. The AGA
provides an opportunity to clarify within the royalty structure
the determ nation of the value of the gas. For exanpl e, under
the oil system the |ease establishes a value, referred to as
the higher up, that the state is not bound by the best price a
| easehol der nmay achieve in the market. |Instead, the |easehol der
remts the royalty based on the highest value that is received
by any of the |easeholders within a particular pool; the state
recei ves the highest value anobng any of its conpetitors. Thus,
the state wants to protect value, and when the state receives a
royalty paynment, it verifies the paynent everyone else received
and performs a "true-up" at the end, such that if sonmeone else
received nore, the state can <collect the value from the
| easehol ders. Conmpanies do not |ike that as it provides
uncertainty; they make a good faith sale, and after the fact
must pay the state additional noney as the result of soneone
el se receiving a better price.

COWM SSI ONER GALVIN noted that with the gas market, the state

will offer in AGA to create sonme nethodology to establish the
value different from the "higher up" process. Under AQ A, the
state will create a formula based upon prices that wll provide
greater predictability for the conpanies in terms of what the
royalties will be based upon. The state views these changes as
a value to the producers; as an inducenment to producers to
cormit their gas to the open season. Additionally, the state
can provide nore predictability to producers with respect to the
RIK and RIV. In nost instances the state has the right to

switch between with a relatively short notice of six nonths, or
SO, but this unpredictability has been problematic for
producers, who nust take firm comm tnents. Thus, one tinme the
shi pper may ship a volune of gas and the state request that they
ship nore gas, or the state may inform the shipper that six
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nmonths from now, the state will ship some of the gas and the

shi pper will have |ess. Thus, the state shrinking its options
with respect to switching and providing nore certainty
represents value to shippers. He recapped that those are the

two things on the table in terns of the state evaluating
royalties on gas as the open season approaches: what is the
nmet hodol ogy for establishing the value under royalties and what
is the nethodol ogy for switching between RIK and RI V.

11:15:56 AM

COM SSIONER  GALVIN, in response to Representative Ranras
explained that the state considers its current tax system
sufficient to provide an economc project for all participants.
If the producers provide the state wth information that
denonstrates changes are necessary, then the state would be

willing to consider changes. He characterized the prem se of
the state attenpting to satisfy producers through royalties as a
faulty prem se. He suggested that the state fiscal system

royalty and tax, is sufficient at this time; that the durability
is sufficient for this project in AdA He noted that M.
Massey expressed sone concern over the lack of contractual
stability to the ten year tax conmtnent. He recalled that the
adm nistration's original AGQ A proposal contained contractual
gas tax certainty provisions, subsequently renoved by the
| egi sl ature, which the administration believes should be
considered collectively by the state. The current package is a
reasonabl e proposal, and the state's system is adequate. He
restated that the DOR is willing to address producers' concerns
over tinme as the project noves forward. The AG A process wll
continue to nove forward; M. Palnmer agreed that the AGA
process wll continue through an open season to the FERC
certificate.

11:20: 00 AM

CO CHAI R JOHNSON asked whether the changes would be in statute
or regul ation.

COWM SSI ONER GALVIN answered that in order to make changes to
address concerns, the producers would require statutory changes;
whether or not that 1is wultinmately needed is yet to be
determined. He clarified that the revenue Representative Ranras
brought up earlier points to the necessity of sonme regulatory
aspects of AJ A not yet resolved; the state has an obligation to
put regulations in place that clarify the royalty aspects of the
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upstream i nducenents. He reiterated that issues related to
durability and fiscal issues would require statutory changes.

11: 21: 44 AM

REPRESENTATI VE RAMRAS asked whether the admnistration wll
offer the largest tax concession in the history of Alaska in
order to invite ExxonMbil into AG A

COWM SSI ONER GALVI N sai d no.

11: 22: 08 AM

CO- CHAIR M LLETT asked if the admnistration is waiting for the
producers or the legislature to propose changes to the fiscal
tax regine. She remarked that the nunber one inpedinent to the
gas pipeline is fiscal stability.

COW SSI ONER GALVIN recalled earlier discussions, then stated
that the DOR considers significant distinctions between what the
producers want, voice, and ultimtely need to commt their gas
to the AG A project. The question is whether the state needs to
do anything to arrive at what producers need. He said AG A was
designed to nove the project forward as the discussion ensues.
Thus, tinme and goal are not lost, which is first gas under the
timeline of AGA franework. The state <considers it a
significant downside for the state to becone desperate to
resolve fiscal ternms at an early juncture. He characterized the

previous admnistration's agreenent as ill-advised because it
gave up considerably nore than necessary in exchange for very
little in return. The AG A process provides for forward
novenent ; t he costs, economi cs, and t he f undanent a

underpinnings of this project becone <clearer as the date
approaches. The state's fiscal issues are only one conponent of
the process, and it is not in the state's interest to feel
conpelled to satisfy the fiscal conponent before an open season
He recalled M. Palner's testinony that regardless of whether
the state reaches agreenment with the producers, the AG A project
will nove forward along the tineline until TransCanada acquires
a FERC certificate, which is a critical conmponent of AGA wth
respect to the state's interest. It is a critical conponent
because the adm nistration did not wsh the project to stall and
place the state in a |everaged position. He recapped his
answer: the state does not intend to negotiate against itself,
to sabotage itself. The state will not propose a tax change
sinply to "throw sonmething nore on the table.” The anal ysis
indicates the project is economc under the current system he
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advi sed. However, the state is wlling to listen to any

proposal the producers wish the state to consider. He said, "W
believe the ball is in their court. The state has put together
a fiscal system and a durability package already. W don't need
to negotiate against ourselves; we'll wait to hear what the

producers have to say about that."

11: 26: 38 AM

COWM SSI ONER GALVIN, in response to Co-Chair Johnson, identified
t hat Marty Rutherford remains the gasline team |ead.
Commi ssioner lrwin retains the prerogatives as it relates to
Department of Natural Resources (DNR) issues, and he retains the
prerogatives for DOR Thus, the three would respond to any
requests by the producers and are prepared to respond.

CO- CHAIR M LLETT asked if it is in the state's best interest to
hold negotiations on fiscal terms in the event of a failed
initial open season.

COW SSI ONER GALVIN answered no, it is not in the state's best

i nterest. However, nothing is prohibiting the producers from
clarifying their position with regard to a durable fiscal
system The state doesn't need to continue to put forward
additional proposals or add nore value. The state is not

seeking to postpone the discussion. He suggested that those who
create the perception that the open season is a deadline to
conclude fiscal terns are creating a fal se deadline. He agreed
alignnent and forward progress is in the state's interest, and

whet her that happens before or after the open season w Il not
change the tineline since AGA is designed to prohibit delays.
He suggested that the state needs to be open and willing to

engage in the fiscal reginme discussion, but additional deadlines
or inducenents are unnecessary.

11: 31: 12 AM

COM SSI ONER GALVIN, in response to Co-Chair MIllett, answered
that the renegotiation of the state's royalty terns, and the

| egislature's statenment that it wll not change the fiscal
system for ten years is a reasonable starting point and
significant advancenent for the state. The question is where
this position is in relationship to ultimately what wll be
necessary to have the project nove forward. In further response
to Co-Chair MIllett, Comm ssioner Galvin said that the state has
al ways been wlling to talk to producers about the fiscal
regi ne.
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11:32: 53 AM

COM SSI ONER GALVIN, in response to Co-Chair Johnson, deferred
to TransCanada and ExxonMobil, with respect to the confidenti al
information about terns and whether it wll be nade available
only to the legislature in an executive session. He offered
that the AG A provisions require confidentiality. However, he
al so considered that TransCanada and ExxonMbil would 1likely
share information. In further response to Co-Chair Johnson,
Conmi ssioner Galvin advised that any confidential information
rel eased to t he adm ni stration woul d require specific
aut hori zation from TransCanada and ExxonMbil prior to rel easing
it to the legislature. He further explained that under AG A a
distinction was made between the protocols of the application
process which had specific provisions for the legislature to
gain access through confidentiality agreenents, and the post-
licensure that does not have a simlar protocol in place to
share information with the |egislature.

11:34: 35 AM

COWMM SSI ONER  GALVI N, in response to Co- Chai r Johnson,

Conmi ssioner Galvin said the evaluation team included nenbers of

the DOR, DNR, and Departnment of Law, legal counsel from
Greenberg Taurig, LLP, who provided FERC pipeline expertise;

Gaffney Cine and Associates; Goldman Sachs; C. Scott Hobbs of

Energy Capital Advisors, Inc.; and Patrick Anderson of PINGO
International Inc., a technical contractor on pipeline issues.

CO CHAI R JOHNSON asked whether the contractors were included in
the AG A budget or if there will be a request for supplenental
f undi ng.

COW SSI ONER GALVIN offered that with the acceleration of the
schedule, the admnistration would likely request supplenental
funding next Ilegislative session. In further response to Co-
Chair Johnson, he recalled that leading up to the open season
the figure was $84 million, of which the state would reinburse

hal f, and the revised ambunt is $150 mllion for the sane tinme
frane. The schedul e DOR has reviewed exhausts the $42 mllion
through the first quarter of 2010. Thus, a supplenental is

necessary to reinburse expenditures into the first quarter.

CO CHAIR JOHNSON inquired as to whether the outside consultants
are being paid by TransCanada or the state.
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COMM SSI ONER GALVI N answered the outside consultants are paid by
t he state.

11:37: 47 AM

MARTY RUTHERFCORD, Deputy Conm ssioner, Departnment of Natural
Resources (DNR), explained that the departnment requested re-
appropriation of sone funding to pull $.7 mllion fromthe $5.5
mllion, which was initially requested for the first year of
AG A, and the re-appropriation was not nmade to the team  Thus,
t he depart nment woul d likely request a suppl enment al
appropriation.

COCHAIR JOHNSON recalled that ultimately sone producers have
suggested they want to own a portion of the pipeline
commensurate to the anmount of gas they commt to the pipeline.
He further recalled that is the case with ExxonMbil, but he was
not certain of other producers. He questioned whether the
current situation creates a producer-owned pipeline.

COWMWM SSI ONER GALVIN answered that AG A was designed to ensure
t hat whoever owned the pipeline would act like a third-party
owned pi peline. He asserted that DOR has never deviated from
t hat stance. He denied the supposition that AG A was intended
to preclude the producers from owning the |icensed project,
pointing out that at |east two-thirds of the nust-haves in
AG A's structure anticipate that it wll be a producer-owned
pipeline in the sense that contractual agreenents are necessary
in order for it to act like a third-party pipeline. If it was
designed to be an independent pipeline, that the contractual
agreenents would be unnecessary. Regardl ess of who owns the
AG A pipeline, it will act like a third-party pipeline, which is
the intent. Thus, the state can enjoy the values of an
expandabl e, open-access lowtariff pipeline, regardl ess of
owner shi p.

11:42: 19 AM

REPRESENTATI VE RAMRAS questioned whet her Conm ssioner Glvin is
enphatically stating that the terns for royalties on North Sl ope
gas would not change in order to induce the producers to cone
t oget her on a pipeline.

CO-CHAIR JOHNSON clarified that the question is whether the
adm nistration wll ask the legislature for those changes.
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COM SSI ONER GALVIN said he was unaware of any discussion. | t
is DNR s purview, not DOR s, he continued, and he is unaware of
any nodifications with respect to the AG A pi peline.

11:45:54 AM

BUD FACKRELL, Presi dent, Denali-The Alaska Gas Pipeline
(Denali), began his PowerPoint presentation by stating that
Denali is still noving forward [slide 2]. Denali was created by
BP Exploration (Alaska) Inc. (BP) and ConocoPhillips to build
the Al aska Gas Pipeline (Denali). Denali is uniquely qualified
to build the conplex and enornous project, he said. Denal i
brings unparalleled North Slope and Arctic experience to the
project, and Denali has worldw de experience in construction and
operation of nega projects by virtue of its tw owners.
Additionally, Denali brings a strong balance sheet to the
proj ect . Denali remains on track to conduct an open season in
2010 and is in position to provide a superior comercial
of fering, which should be good for the state. Finally, Denali
has not changed its focus, despite the economc turnoil, and
remai ns focused on the long termview, he stated.

MR. FACKRELL provided an overview of the gas fields |ocated on
the North Slope [slide 3]. He informed nenbers that the Prudhoe
Bay and Point Thonson field contains the majority of the 35 Tcf

in discovered gas resources. According to a 2004 US
Ceol ogi cal Survey (USGS) additional 100-200 Tcf in undiscovered
potential resources has been identified, he said. O the 35
Tcf, BP and ConocoPhillips are 50 percent |easeholders of the
resource. Additionally, BP and ConocoPhillips operate 99

percent of the North Slope production today. He pointed out
that the Oooguruk field, operated by Pioneer Natural Resources
Conmpany, is the only field currently in production not operated
by BP and ConocoPhilli ps. Thus, Denali producers provide over
30 years of operating expertise on the North Sl ope. These two
conpanies built the North Slope infrastructure and the gas
treatnment plants along the pipeline corridor, he advised.

MR. FACKRELL reviewed the regulatory framework in the U S. and
Canada [slide 4]. He expl ained that the proposed pipeline is
controlled by the federal governments' in the U S. and Canada.
In the U S., FERC is responsible for authorizing and regul ating
the project. The AG A is not an exclusive license to build a
pi peline; Denali can proceed outside AGA, and is doing so

MR. FACKRELL related that in Canada, Denali is wusing the
Nati onal Energy Board (NEB) process which incorporates all of
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the nodern environnmental regulations and is open to any project
pr oponent . He remarked that the NEB and FERC have a history of
wor ki ng together to approve cross-border energy projects.

MR FACKRELL focused on the Denali Terns of Service summuarized

on slide 5 of his PowerPoint presentation. Denali is an open
access pipeline. "That's the law, " he said. FERC was here a
year ago and testified to that fact." Denali's offering

includes a gas treatnent plant (GIP) and Denali brings unique
expertise to building the GTP. He recogni zed the inportance to
Al askans for distance sensitive transportation for |ocal use
that Denali wll wuse. He remarked that Denali wll use FERC
mandated rolled-in rates, which is part of the FERC governing

pr ocess. The Denali pipeline design will provide for efficient
expandability and wll solicit shippers every two years
regardi ng pipeline expansion. He stressed the inportance that
North Slope exploration occurs, that 35 Tcf wll not provide
enough gas for a 30-year pipeline, and that additional gas wll
be needed. Denali wll have at least five offtake points in

Al aska and wil|l provide the necessary offtake points in Canada.

MR. FACKRELL reviewed Denali's progress and key acconplishnents
[slide 6]. Denali has spent $100 mllion in the past year to
nove the project forward. Denali has nobilized its project team
and has a core team of 80 to 90 people located primarily in

Anchorage or in its Canadian headquarters. At FERC s
suggestion, Denali pre-filed with FERC over a year ago, and has
forged an extrenely beneficial working relationship. Denal i

also filed the right-of-way on Alaska |lands with the U S. Bureau
of Land Managenent (BLM, which represents one-third of the
proposed pipeline route as well as an interactive process wth
BLM

11:52: 53 AM

MR. FACKRELL pointed out Denali's successful 2008 sunmmer field
program which primarily focused on the corridor between Delta
Junction and the Canadian border. Wrk was perforned on
hydrol ogy studi es, ar cheol ogi cal surveys, and contam nated
sites. Additionally, Denali held extensive outreach prograns in

Al aska and Canada. He highlighted workforce devel opnent,
including that Denali partnered with the University of Fairbanks
(UAF) on an archeol ogical assistance program The surveyor

apprentices conpleting the program can be used by anyone, he
noted. Denali held extensive neetings with Al askan and Canadi an
government officials. Finally, Denali awarded two nmgjor
contracts, wth Fluor/Wrley Parsons for the GIP, and wth
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Bechtel for the nmin proposed pipeline to assist wth the
engi neering cost estimte and the conpressor station design.

MR. FACKRELL |isted many of the contractor conpanies supporting

Denali's work [slide 7]. He characterized the Denali team as a
"top-notch, class A team Al askans, Arctic experience, Al aska
experi ence, and two worldwide engineering conpanies to

suppl enent that. W' re poised for success.”

11:54:45 AM

MR. FACKRELL stated that Denali is focused on the initial open
season [slide 8]. Denali's 2009 program is nuch broader than
its 2008 program such that Denali wll conduct the work
necessary for the 2010 open season. Denali is focused on the
cost estimate, which is a critical conponent of the project,
since it is vitally inportant to convey confidence to potenti al
shi ppers that Denali understands the costs, given the degree of
definition currently available' and using the assistance of

contractors |ike Fluor/Wrley Parsons and Bechtel. Denal i has
ongoi ng work with agencies such as DNR, FERC, NEB, the Ofice of
the Federal Coordinator (OFC), and BLM Denali is actively
working with the FERC on its pre-file application; FERC requires
a third-party environnmental contractor, and Denali is actively

working on a contract wth Argon National Laboratories, to be
t he specified FERC contractor.

MR. FACKRELL offered that Denali has engaged in conversations
with Department of Transportation & Public Facilities (DOI/PF)

because the infrastructure wll need to be updated for this
pi pel i ne project, including roads, ports, highways, and the rail
system Additionally, Denali is involved in a field work
program focused on Canada. He restated efforts taken with the
Al aska Wor kforce Devel opnent. St akehol der engagenent activity
continues in Alaska, and BP and ConocoPhillips have |Iarge

operations in Canada, which assists with First Nations and other
aboriginal groups along the proposed corridor.

MR. FACKRELL concluded by reiterating that Denali's focus is on
the initial 2010 open season and the cost estinmate that wll

provi de confidence to shippers [slide 9]. Denali is positioned
for a superior commercial offering, which wll benefit the two
owners, the citizens of Alaska, and the state. He enphasi zed

that Denali does not require outside funding, and Denali's |ong-
term focus protects it from disruptions by the current econony
and conpetition.
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11:58: 33 AM

REPRESENTATI VE DAHLSTROM asked whether satisfactory agreenents
have been reached with all of the First Nations groups along the
proposed route.

MR. FACKRELL characterized the work with First Nations parties
as a process. Al t hough Denali has not reached agreenents wth
all of the parties, it feels good about the progress.

11:59: 17 AM

MR. FACKRELL in response to Co-Chair MIllett, pointed out that
all pipeline conpanies have testified to the inportance of
fiscal stability; that shippers want to know the fiscal regine.

MR. FACKRELL, in response to Co-Chair Johnson, said that as a
pi peline conpany, Denali wll not be negotiating with the state
on fiscal certainty; that is the role of shippers and producers.

MR. FACKRELL, in response to Representative Ranras, comented
that Denali believes it has a |level playing field, and finds DNR
cooperative and the people qualified to review its application.
Al though Denali does not currently have a signed reinbursable
services agreenent (RSA), Denali is nmoving forward with the
process, and is continuing to perform field work. Denal i does
have an RSA with BLM for the filing on the right-of-way, he
not ed.

12: 02: 27 PM

MR. FACKRELL, in response to Representative Ranras, responded
that there is only enough natural gas available for one gas
pipeline. He said, "Let's nmake sure we're clear on that. There
will not be two pipelines built.” Denali has held conversations
with FERC about the process, and FERC intends to allow two
applications to nove forward since producers could commt gas to

two conpeting gas pipeline conpanies. However, economcs wll
win out in the end and once financial commtnents are secured,
only one pipeline will go forward.

REPRESENTATI VE RAMRAS pointed out that in Oegon five pipelines
and two LNG facilities have all been permtted, but Oregon
recogni zes that only one LNG and one pipeline will be built.

12: 03: 40 PM
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MR. FACKRELL, in response to Co-Chair Johnson, offered to put on
the record Denali's independence from the producers. He
referred back to slide 5, stating that Denali is an open access
pi peline, according to the law. He said:

When the Natural Gas Act for Alaska was passed in
2004, it designated FERC to set up a set of rules to
govern this pipeline and conduct an open season. As
part of that we have to be separate, a distinct
entity. W have to function separately from the
shi ppers. And that is what we are in the process of
doing right now, naking sure we are conpliant wth
that, and it is our intent when we go to open season
that we will be able to pass the nmuster on FERC rul es,
but FERC is going to be very careful about that
governance piece and ensure that no one has an
opportunity, our two owners don't have an opportunity
on shipping side beyond any potential shipper out
t here.

COCHAIR JOHNSON stated that Denali has partners that are
producers. TransCanada has a partner that is a producer,
providing information to themon the 2002 st udy.

12: 06: 13 PM

MR. FACKRELL, in response to Co-Chair Johnson, responded that in
2001- 2002 the producers, ExxonMbil, BP, and ConocoPhillips,
performed a study for about $125 mllion over an 18-nonth
peri od. Al three producers have proprietary rights on the
informati on and can share it. Denali has held that information

since Denali was forned, which is simlar to TAPS. Thus, Denal
has used the study for over a year to build its cost estimate

and work program including updates. In fact, Denali expended
effort to update its cost estimate to give shippers confidence
on the overall project cost. In further response to Co-Chair

Johnson, M. Fackrell advised that the original study cost about
$125 million, but he was uncertain of the cost of the TAPS
st udy.

12:07:32 PM

MR. FACKRELL, in response to Co-Chair Johnson, advised that
every piece of the tariff is subject to FERCs review and
approval; FERC wll analyze whether the tariff is being paid
tw ce.
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12: 08: 47 PM

CLAI RE FI TZPATRI CK, Senior Vice-President, Chi ef Fi nanci al
Oficer, BP Exploration (Alaska) Inc. (BP), stated that she
recently assunmed responsibilities for upstream gas activities.

She represents BP as a potential shipper and | easehol der. She
provi ded a shipper's perspective on regul ations, shipping, open
season, and ExxonMobil's joining TransCanada. She stated that

FERC requires separation of interest from pipeline activities,
which nmeans that selling and shipping activities nust be
separated from direct or indirect interest in a pipeline. She
cannot discuss Denali as a legal entity, but just natters
related to potential shipper and |easehol der. Her primary
objective is to nonetize the gas, which needs to be econonc.
Since BP is also an operator at Prudhoe Bay, BP has requirenents
and agreenents with working interest owners to ensure that as
information is shared with TransCanada, ExxonMbil, or Denali,
that it is shared on an equitable and unbiased basis and the
working interest owners nust be nmade aware of the information,
as well. As a shipper BP continually eval uates opportunities to
nonetize gas, and to identify ways to elimnate or decrease
identified risks. The Al aska gas project has many risks and
many will be borne by the shippers. She reviewed four key
risks: actual presence of the gas, market value of gas, costs
associated with the gas in terns of tariff, and fiscal
f ramewor k.

M5. FI TZPATRI CK di scussed the actual presence of gas, recalling
that 35 Tcf was previously nmentioned, which is not enough to
fill the pipeline for 30 years. She said BP's risk is how nuch
gas is avail able, and what commtnent BP will nake. She related
that BP has observed huge volatility of gas not only in oil
prices but gas prices in the market value of gas. However, BP
must view selling gas in a market of 2020 and beyond in Al aska,
Canada, Lower 48, and possibly broader than that if LNG is also
consi der ed. Thus, the risk analysis is mnuch different when
considering | onger termversus shorter term gas sal es.

M5. FITZPATRICK, with respect to costs associated wth the gas,
stated that these costs pose a large inpact, and range from
conbined capital and operating costs, which are paid by the
shipper in the formof tariff.

M5. FITZPATRICK, with respect to fiscal framework, stated that
tax and tax stability are inportant to BP, recalling simlar
words expressed by other speakers today as predictability and
durability. BP has not approached the state with what BP would
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need to nake this project viable, since it is based on ongoing
analysis. Al of these risks nust be taken under consideration,
and BP nust arrive at what is an acceptable risk as a shipper in
order to make the commtnent. She restated that BP is
continuing to make those assessnents.

12:14: 24 PM

CO CHAIR JOHNSON inquired as to the point at which BP as a
shi pper wll determ ne whether the fiscal framework is
appropri at e.

MS. FI TZPATRI CK responded that all scenarios will be reviewed;
that it is a balance between nust-haves and need-to-haves. She
related that once BP gets to open season and reviews the initial
package, BP will assess the quality of the engineering and the
risk and vari abl es. If that starts to elimnate a lot of the
risks, then the total acceptable risk begins to change.
Currently, BP runs various scenarios to franme up ideas of at
what point does the project break. She speculated that BP woul d
likely be ready to begin discussions, ahead of receiving the
full initial open season package.

CO-CHAIR JOHNSON asked for clarification of the timeframe for
conm t ment of gas.

M5. FITZPATRICK FERC answered that FERC wll specify the
tinmetable, but she recalled the preferred tinefrane is 90 days.

CO-CHAIR JOHNSON in ternms of timng, when the state would hold
di scussions on the fiscal stability.

M5. FITZPATRICK related that after BP reviews the open season
packet, and assuming it is acceptable, BP would then indicate
that it was prepared to make a commtnent based on certain
conditions, and fiscal stability is likely to be one of those
condi tions.

M5. FITZPATRICK, in further response to Co-Chair Johnson,
offered that BP would prefer to have fiscal stability ironed out
prior to commtting gas, but she is not sure it is a viable
out cone.

12: 19: 33 PM

MS. FI TZPATRI CK descri bed the open season process, such that all
open seasons will be treated equitably, that BP is indifferent
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to pipe ownership, but its interest would be to obtain the best
option for BP. The firm transportation commtnent decision is

huge since it neans that BP will commt a certain volunme of gas
for a certain tinmeframe, on the basis that conditions will be
resolved to everyone's satisfaction. The firm commtnent is
made up front, at which tinme BP accepts identified risks and
parameters, including that BP may commt to unknown gas and
price. During the open season BP will assess the quality of the
work and best estimates will be made and built into the risk
assessnent. Wth respect to the inpact of ExxonMbil joining
TransCanada, ExxonMbil brings experience, which suggests that
gquality brought to open season wll be higher. Furt her nore,
conpetition is good for the shipper since it provides the
shi pper with options. Utimately, BP will make the choice that

is best for its sharehol ders.

12: 22: 11 PM

REPRESENTATI VE RAMRAS recalled M. WMssey's testinony that
ExxonMbbi| desires ownership in proportion to its volume of gas
and asked if that is a requirenent of BP

MS. FI TZPATRI CK responded that BP assesses risk and absolutely
wants interest in a pipeline equal to its own interests.
However, BP has instances in which it ships product through
sonmeone else's pipeline. Thus, it really depends on the
ci rcumst ances.

12: 23:16 PM

REPRESENTATI VE RAMRAS remarked that ExxonMbil s tough in
busi ness and dynam c. He posed a scenario in which ExxonMobil
engages in a discussion regarding durable and predictable terns
and enters AGA as a builder. In that situation its interest in
achieving a low tariff would be beneficial to other producers.
Thus, if terns are acceptable to ExxonMbil, would BP would be

nore or less likely to join the project.

MS. FI TZPATRI CK answered that BP would perform an independent
assessment of fiscal ternms. |In the scenario described, she said
she hopes that BP would have been a party to the negotiations
for fiscal ternms, and if so, the terns nay be favorable to the
company. However, the fact that the terns are good for one
party is not a guarantee that it is good for another, since the
pi pel i ne conpani es are i ndependent.
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REPRESENTATI VE RAMRAS surmised that if BP is successful in
negotiating terns with the Palin Admnistration, simlar to
those negotiated wth the Mirkowski Admnistration, that BP
woul d review the four categories of risk.

M5. FI TZPATRI CK noted her agreenent. Wiile the ternms under the
Mur kowski Administration were nore favorable than the current

terms, BP would still need to evaluate them she said.
12: 26: 41 PM
MS. FI TZPATRICK, in response to Representative Coghill, answered

that FERC sets out requirements for separation of function to
ensure that shippers without affiliates and pipeline conpanies
wi t hout connections to producers receive fair treatnent. I n
terms  of FERC s assessnent of  bids, the economcs are
considered, but nultiple risks are involved and BP perforns a
total risk assessnent.

REPRESENTATI VE COGHI LL recalled the reference by TransCanada,
BP, and Denali about their responsibility to their sharehol ders.
He stated his interest in knowing the "tipping point," realizing
that both risk and return on investnment are considerations.

M5. FITZPATRICK agreed that it is about return on investnent,
but she would not be performng her duty if BP sharehol ders
t hought the investnent into an affiliate conpany would not
produce a better return.

CO- CHAIR JOHNSON pointed out that the responsibility to the
stockholder is the sane, that it is sonetines difficult to
understand the separation. He remarked that FERC has nade the
clear distinction so the stockholders do not need to nmke the
det erm nati on

12: 29: 13 PM

M5. FI TZPATRICK, in response to Co-Chair MIllett, responded that
she cannot comment whether BP is talking to any other pipeline
conpanies, since she is not a party to the conversations.
However, as a shipper, she said that BP is holding discussions
with TransCanada and Denali and is meking it clear that they
each have access to exactly the sane infornmation.

12: 30: 29 PM
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REPRESENTATI VE DAHLSTROM asked if ten years of tax stability
woul d be sufficient.

M. FITZPATRICK answered that ideally the producer would |ike
tax stability for the tinmefranme of the conm tnent.

12:31:23 PM

REPRESENTATI VE COGHI LL surm sed that BP holds contracts on North
Sl ope operations in Prudhoe Bay, and that gas from those fields
will be part of the open season. He asked how BP nanages
di scussions with respect to conpeting interests in the wunit
agr eement .

M5. FITZPATRICK replied that the agreenment used is the actua
working interest owner's agreenent and the parties nust reach
agreenent for gas offtake, although nultiple scenarios exist to
do so. Wiile it is nmanaged through contractual agreenent, the
process can be very conplicated.

12:33:28 PM

CO CHAI R JOHNSON suggested that having ExxonMbil joining the
team must be hel pful in ternms of confidence of the shipper.

MB. FI TZPATRI CK agr eed.

12: 34: 21 PM

REPRESENTATI VE RAMRAS asked whether discussions and strategies
are being held with ExxonMbil, the |easeholder, to obtain
fiscal certainty fromthe state.

M5. FITZPATRICK replied not at the nonent. In further response
to Representative Ranras, she said that given the relative
recent announcenment of ExxonMobil joining with TransCanada, that
BP has not had a conversation about the matter so she could not
answer .

12: 35: 52 PM

CO- CHAIR M LLETT asked if BP, the shipper, is holding discussion
with TransCanada about joining the projects together, that
Al askans woul d enj oy having one project noving forward.

MR. FACKRELL responded that at this juncture Denali is not
hol di ng di scussions with TransCanada. The Denali owners did not
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file application under AG A because they did not agree with the

terms, so to join owners now would be problenmatic. In further
response to Co-Chair MIllett, she said that Denali has not yet
hel d discussions with ExxonMobil, the shipper, but anticipates
it wll do so. Denali wants to insure proper separation, and

plans to hold discussions wth all shippers.

12: 37: 50 PM

VENDY KING Director of External Strategies, ANS Gas Devel opnent
Team ConocoPhillips Al aska, Inc. began by stating that she is
representing ConocoPhillips as |easeholder and prospective
shi pper. ConocoPhillips is a mjor owner of North Slope oil and
natural gas leases, and is the largest oil producer in the
state, she pointed out. First and forenost, ConocoPhillips wll
seek the best solution to transport North Slope gas to market,
and ConocoPhillips will remain engaged and interested in all gas
pi peline projects. She characterized ConocoPhillips as keenly
interested in a gas pipeline project. Wth a 36 percent
ownership in the Prudhoe Bay unit and an interest in the Point
Thonmson field, ConocoPhillips is notivated to nonetize the
natural gas in an economcally viable way. Addi tionally,
ConocoPhillips is one of the largest active explorers in the
state. However, it is not just the aspect of ConocoPhillips's
portfolio. Any gas pipeline wll have an inplication on the
life and viability of all North Slope assets, such that if the
gas pipeline happens and extends the field life, it wll
increase the opportunity for nore oil to flow down the TAPS
pipeline, and it will inpact the economc viability of satellite
fields. It will also incentivize oil and gas exploration.
Thus, as exploration occurs for natural gas, nore oil is likely
to be found.

12: 40: 48 PM

M5. KING discussed a |list of economc drivers going into an open
season, beginning with the view of |ong-term natural gas prices.

Each conpany wll nmake assessnents spanning a 20 to 30 year
timeframe to project natural gas prices for the life of a
potential project. Anot her economic driver will be to assess
the natural gas that is available to ship, i ncl udi ng
deliverability of the gas - the volunme, rate, and length of
time. Typically, the nature of the ternms of the shipping
commtnment are not necessarily a commtnent to ship gas, but
merely a commtnent to pay a toll, whether or not gas actually
flows, and represents a risk borne by shippers of whether the
gas will be there over the specified tinmefrane. Addi tionally,
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ConocoPhillips wll review the transportation costs for the
actual toll to nove gas from the North Slope to the Lower 48

The fourth economc driver includes all other terns and
transportation fees, including many details. One key det ai

will be the term or the length of the Ilong-term shipping
conmi t ment . O her economc drivers include the financia

arrangenents, and how that translates into an actual cost of
service; and the receipt and delivery points, and whether

ConocoPhillips obtains the best opportunity to nove natural gas
to the Lower 48 markets for the |owest <cost possible.
ConocoPhillips will review all tariff ternms and conditions, as
well as all state and federal tax and royalty structures. She
noted the potential for changes to the federal tax structures.
Thus, perspective shippers will be engaged in projecting actua
tax and royalty terns that will apply over the period of any
shi ppi ng conm t nment. She offered her belief that the risks of

the project remain high

12:44:11 PM

M5. KING in response to Representative Ranras, responded that
ConocoPhillips views ExxonMbil's involvenent as a positive
step, and one that will increase the quality of an initial open
season. She differentiated between the diverse interests and
equity between ConocoPhillips and ExxonMbil on the North Sl ope.

Thus, ConocoPhillips will be actively engaged in the pre and
post-open season  process, and  will continue to nonitor
ExxonMobi| and TransCanada in order to ensure shareholder return
as the prospective pipeline project. In further response to
Representative Ranras, she answered that ConocoPhillips has
i ndicated nunmerous tines its wllingness to make changes from
the previous contract under the Mirkowski Adm nistration. She
offered that this is not the starting point. | nst ead,

ConocoPhillips views the current situation as an open discussion
about the terns and conditions today as a prospective shipper.

Wth anticipated updated cost estinmates, ConocoPhillips wll

consider the appropriate package that wll nove the issue

forward, being mndful that there are broader discussions
happeni ng, not just with state taxes and royalties.

12:49:12 PM

REPRESENTATI VE RAMRAS offered his view that ExxonMbil was the
t oughest negoti at or during the negotiations between the
producers and the state under the Miurkowski Adm nistration.
ExxonMobi| was the producer that denmanded the hardest terns at
the table, while ConocoPhillips exhibited the nost flexibility
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in revisiting ternmns. It is interesting to view ExxonMbil on
the inside while BP and ConocoPhillips are on the outside of the
current Ad A pipeline, he said.

12: 50: 27 PM

CO- CHAIR JOHNSON noted his appreciation for the institutional
knowl edge brought forth today, the focus on the future, and how
to bring forth Alaska's natural gas resource into a natural gas
pi pel i ne. He characterized that process as problematic w thout
everyone on the sane page.

12:53:27 PM

ADJ OURNMENT
There being no further business before the comnmttees, the joint

neeting of the House Resources Standing Conmittee and the House
Special Conmmttee on Energy was adjourned at 12:53 p.m
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