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ACTI ON NARRATI VE
1: 03: 05 PM

COCHAIR MARK NEUVAN called the House Resources Standing
Commttee neeting to order at 1:03 p.m Present at the call to
order were Representatives Seaton, CCuttenberg, Kawasaki, Tuck,
Johnson, and Neuman. Representatives P. WIson and d son
arrived as the neeting was in progress.

OVERVI EW BY TONY PALMER, TRANSCANADA ALASKA: AG A UPDATE/ OPEN
SEASON

1: 03: 50 PM

CO- CHAI R NEUMAN announced that the only order of business is on
overview by Tony Palnmer, TransCanada Al aska: AG A Updat e/ Open
Season.

A M (TONY) PALMER, President, TransCanada Al aska, LLC, Vice
President, Al aska Devel opnent, TransCanada, noted that he is
chairman of the nmanagenent conmittee of the Alaska Pipeline
Pr oj ect. He introduced nenbers of his project team present at
the hearing: Paul Pike, Senior Project Manager for the project,
ExxonMbobi | Devel opnent Conpany (ExxonMobil); Patty Bal oski (ph),
External Affairs for the project; Jim Mrris, Project Counsel
for the project; Brian Dunfy (ph), Public Affairs for the
project; and Tom Roberts who handles the project's work in
Washi ngt on, DC

1: 06: 10 PM

MR. PALMER began his PowerPoint presentation, explaining that on
[1/29/10] the Alaska Pipeline Project (APP) went through a
tel econference on the rollout of its Federal Energy Regul atory
Comm ssion (FERC) filing for the project's first open season
(slide 2). Al of the information fromthat filing is avail able
on both TransCanada's and FERC s websites. In an open season

the pipeline conpany provides potential custoners wth design,
commercial ternms, and an estinate of project costs, tariffs, and

tinmelines. Wiile this is normal in an open season, it is
usually done in private and is confidential between the pipeline
conpany and its custoners. The Alaska Pipeline Project is

unique in that this information has been divulged to the public
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and to conpetitors, which is sonmething that has never occurred
bef or e.

1: 08: 20 PM

CO CHAIR NEUVAN said there were several things unique with the
20 "nust haves" that were required by Governor Palin during the
time the Al aska Gasline Inducenent Act (AGA) was being
consi der ed. He surmised the $500 million provided in AGA for
rei nbursenents was al so uni que.

MR. PALMER responded yes. When |[TransCanada]l] made its AGQA
application over two years ago, that application and all of its
i nformati on becanme public. Certain rights were obtained under
the A A license and certain obligations to the State of Al aska
wer e encunber ed.

CO CHAI R NEUMAN commented that since those are Al askans' dollars
it is appropriate they be able to see what is going on.

1: 09: 12 PM

MR. PALMER resunmed his presentation (slide 2). He said the goa

of the open season is executed contracts wth potentia

custoners. This open season wll| offer service to potential
custoners that want service throughout Alaska, as well as
service to the Lower 48 via Alberta, British Colunbia, or via
Val dez, Al aska, for liquefied natural gas (LNG markets in the
U.S. or internationally. A nunber of parties in Al aska wanted
an LNG alternative to be put forward in addition to a pipeline
t hrough Al berta, which has been done. During the open season

any custoner that w shes to have deliveries within Al aska, or to
Val dez, or to Alberta on the way to the Lower 48 wll have an
equal opportunity as APP has conprehensive proposals for both
alternatives in front of the state of Al aska and the FERC.

1:10: 27 PM

MR. PALMER stressed that no individual comercial party can make
this project a success (slide 3). Any |large pipeline project
goes through a lengthy developnent stage, and iif it 1is

successful it then noves forward to construction and ultimtely
operation. Thus, this project nmust first succeed in the current
devel opment phase. Prior to open season, APP did a trenendous
anmount of work on the materials included in its FERC filing, and
work to advance the material in the filing will continue unti

April 2010. Assuming FERC s approval is received on a tinely
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basis, APP will hold the open season from May through July 31,
2010. Post open season will be from August 2010 through 2014.
Al stakeholders in the project have inportant initiatives
underway to advance the project. In addition to the Al aska
Pi peline Project, these stakehol ders include producers/shippers,
governnents, and others. All parties nust work together and al
must achieve comrercial and regulatory breakthroughs for the
project to succeed. This is the nature of every major pipeline
project, not just this one in Al aska.

1:11: 56 PM

MR. PALMER, in response to Co-Chair Johnson, stated he wll
address [the comrercial and regulatory conditions that are
needed to nove this project forward] when he gets to slides 14
and 15.

MR. PALMER, in response to Co-Chair Neuman, agreed to provide
anot her update in April 2010.

1:13: 23 PM

MR. PALMER highlighted the achievenents to date (slide 4). Over
t he decades producers and potential shippers have explored and
devel oped gas reserves, he said, and that is an advantage for
this project because it is known that there is approximtely 36

trillion cubic feet (Tcf) of proven gas. Those parties have
al so exam ned alternatives for transportation routes as well as
potential markets for the natural gas. The State of Al aska

passed AG A three years ago, establishing the requirenents for
this major project and that is a critical factor for any |arge

pi peline project. It is local opposition or dissention that
often causes large projects to go off track, even if there is
governnmental and regul atory approval. There was a conprehensive

review by Alaska's admnistration and legislature of APP's
license which was granted in fall 2008. He related that the
state is finalizing the royalty regulations as set out in AG A

1:15: 34 PM

MR. PALMER credited the U'S. governnent and the FERC for
establishing a legislative and regulatory structure that has an
expedi ted, single-wi ndow structure with specific timeframes to
review the regulatory reginme on this project, which is a
tremendous advantage relative to other maj or proj ects.
Additionally, a federal |l|oan guarantee of $18 billion plus
inflation has been established, a huge advantage that was not in
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pl ace 30 years ago. Wth the U S. governnent, FERC has al so set
forward the regulatory process which TransCanada has now

initiated. The Canadi an gover nnment has established a
| egislative and regulatory structure for this project that is
al so expedited and single-w ndow. TransCanada has held a

certificate from [Canada's] National Energy Board for this
project for 30 years and has 25 percent of the project in Canada
in the ground and TransCanada has noved gas under that project
for 28 years.

1:17: 05 PM

MR. PALMER, in response to Co-Chair Neuman, understood that it
is up to the State of Alaska as to whether its royalty share
will be taken in-kind or in-value. If the state takes its
royalty in-kind, he expects the state would then want to be a
shipper on the project and, as such, would be examning the
terms that APP has just put forward to determ ne whether it
wi shes to be a custoner. If the state takes its royalty in-
val ue, he expects the state would rely on the |easeholders to
ship the state's gas. In further response to Co-Chair Neuman,
M. Palnmer assured nenbers that APP wll be providing the
opportunity during the open season for Alaska custonmers to
nom nate gas, whether that is the State of Al aska, or utilities

or industrials, or other parties.

1:19: 34 PM

MR. PALMER continued his presentation, noting that TransCanada
has held a right-of-way through the Yukon since 1983 (slide 4).
He next addressed what the Alaska Pipeline Project itself has
done (slide 5). For the past five years, APP has said that the
best and nost effective way to develop this project is an
alignnent of five parties: the State of Al aska, the three North

Sl ope producers, and TransCanada. Today there is an alignnment
of TransCanada and the state via the AGA license that was
granted in 2008. In June 2009, TransCanada and ExxonMobi l
aligned as well. The Al aska Pipeline Project has offered and
conti nues to of fer equity partici pation to " BP" and

"“ConocoPhillips." Both TransCanada and ExxonMobil would like to
see such an alignnment, but to date no concrete negotiations have
taken place with the other two parties.

1: 21: 19 PM

HOUSE RES COW TTEE - 5- February 1, 2010



MR. PALMER, in response to Co-Chair Johnson, explained that APP

has dealt with the corporate offices of ConocoPhillips and BP,
as opposed to offices at Denali - The Al aska Gas Pi peli ne.
1:22: 01 PM

MR. PALMER, in response to Co-Chair Neuman regarding export from
Val dez, said that at this point for both the Al berta route
option and the Valdez route option, APP does not yet know who
woul d specifically be custoners. The |large producers could
decide to put their gas in either direction. They are very
sophi sticated players in the Lower 48 nmarket as well as the LNG
ganme, and they nay decide to put their gas to the LNG option, in
which case they are <clearly capable of constructing a
liquefaction facility [in Valdez] and meking arrangenments to
take their gas to market. If a non-mmjor producer cane forward
and decided to nmake a very large commtnent to the pipeline, APP
woul d be happy to have discussions with that party as well.

1: 23: 33 PM

MR. PALMER resunmed his presentation, noting that APP initiated
its pre-filing with FERC last year (slide b5). At FERC s
request, this pre-filing was earlier than had been antici pated.
The project is continuing to nove forward with the Northern
Pi pel ine agency (NPA) in Canada. Al aska Pipeline Project has
initiated negotiations with the First Nation parties in Canada
that have been ready to have discussions, and has comenced
interfaces with Al aska Native groups and communities along the
project corridor. All  of the previous clains on previous
projects have been renoved at no cost to TransCanada and the
original partnership from 30 years ago has been dissol ved.

1: 24: 48 PM

MR. PALMER, in response to Representative Seaton regarding APP s
earlier fear of loss of control in the FERC filing process,
stated there were extensive discussions with FERC staff and
other representatives of FERC prior to the pre-filing, and an
am cabl e settlenment was reached that resolved APP's concerns and
nmet the needs of FERC In his view, it has been positive for
bot h si des. In further response to Representative Seaton, he
said this resulted in a nodest increnental cost to the project.

1: 26: 40 PM
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MR. PALMER returned to his presentation (slide 5). He said APP
has devel oped conprehensive Al berta and LNG alternatives and has
conplete technical, <cost estimtes, and schedules for both
alternatives in front of the public. Al aska Pipeline Project
filed its open season plan with FERC on [1/29/10]. As required
by FERC, APP also conpleted an in-state gas study which was done
under contract by Northern Economics, Institute of Social and
Econom ¢ Research (I1SER), and Science Applications International
Corporation (SAIC). The study is on the FERC website as well as
APP' s website. Northern Economics and its colleagues wll be
conducting a technical conference on the study in Anchorage on
February 4, 2010, at 2:00 p.m The study results will indicate
of ftake points on the pipeline for deliveries to Al aska as well
as appropriate tariffs for in-state deliveries. The final
results for these will cone out in the open season.

CO CHAIR NEUMAN interjected that his staff will get copies of
that to conmttee nenbers.

1: 28: 52 PM

MR. PALMER reviewed the open season tineline (slide 6). He said
the filing begins a 60-day FERC review for the U'S. section
The public coments and FERC s review are primarily procedura
and are in regard to whether APP has net the 21 requirenents.
It is hoped that FERC will approve the plan by the end of March
[ 2010] so the project can nove forward in April to prepare the
final itens. The open season would then commence in My and
conclude at the end of July [2010].

MR. PALMER, in response to Co-Chair Johnson, understood that
FERC is expected to respond within 60 days and has not indicated
a |l onger response tine.

1:31:24 PM

MR. PALMER resumed his presentation (slide 6), noting that the
FERC application is for the U S. portion of the project and for

the Alberta option there wll be concurrent Canadian open
seasons. He explained that there are three possible outcones to
any open season: no bids, wunconditional bids for the full
vol une, and conditioned bids. It is the normin major pipeline
projects to get conditioned bids and he expects there wll be
conditioned bids this tine. If conditioned bids are received,
APP w il work with those custoners to resolve their conditions,

and the target for that is year-end 2010.
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MR. PALMER addressed conjecture that not having the final open
season results until year-end 2010 is related to the politica
schedul e. He pointed out that in its AQdA application
[ TransCanada] stated that it expected to conclude its open
season by Septenber 2009 and that conditions woul d be negoti at ed
with custoners over the follow ng 100 business days, which woul d
have been February 2010. This schedule was based on the desire
and hope that the license would be received by April 2008.
However, the admnistration's and legislature's reviews took
| onger than that and the schedule was therefore noved back. The
100 business days is still exactly the sanme as it was in the
AG A application. It is the norm to take several nonths to
resol ve conditions on a major project of this scale.

1:34: 27 PM

MR. PALMER, in response to Representative P. WIson, explained
that Canada has open seasons like in the U S., except there is
currently no filing required with the National Energy Board of
Canada to get approval for the open season process. Thus, the
FERC stage that was initiated on [1/29/10] is not required in
Canada. Assuming the project receives FERC approval on the
timng he described, APP wll be conducting concurrent open
seasons in Canada for the Canadian portion of the project, if
parties wsh that. TransCanada's own systemw thin Al berta wll
be conducting an open season, as well, for custoners that want
to get right to the Al berta Hub

1: 35:40 PM

CO- CHAIR JOHNSON noted it is currently a 50/50 split on the $500
mllion incentive. He asked at what point it will becone 90/ 10.

MR. PALMER expl ai ned that APP nust expend the nonies first. The
state then reviews those costs to determ ne whether they are in
conpliance and, if so, reinbursenent is at 50 percent of the
expended costs incurred up to July 31, 2010, the end of open

season. Post that stage, the state wll reinburse up to 90
percent until the $500 mllion is reached, at which point the
state's contribution is capped but TransCanada' s and

ExxonhMobil's contri butions are not.

1:36: 58 PM

M. Palmer, in further response to Co-Chair Johnson, explained
that APP has so far received $1.1 mllion in reinbursenent for
expenses incurred in first quarter 2009. Processing of the
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rei nbursenent was slower than was hoped due to the state and APP
trying to resolve technical issues in transferring the
information on a conputer basis. Last week APP submtted for
second quarter [2009] and will shortly be submtting for third
and fourth quarters [2009]. As of the end of Decenber 2009, APP
has spent about $60 mllion. Thus, subject to the state's
review, reinbursenment would be for the state's portion of $60
mllion. As APP has worked through the process with the state,
it has found sone issues that are very challenging from an

adm ni strative standpoint. Alaska Pipeline Project is not being
charged for items such as him and therefore the state is not
reinmbursing any of his costs for this project. This sane
deci sion has been nmade for enployee expenses to date because the
admnistrative burden was too (great. Thus, the state's
reinbursenent is actually less than 50 percent of APP's
expendi tures; however, APP does expect the state wll hit the

$500 million cap as the project noves forward.
1:39:21 PM

CO CHAIR NEUMAN  under st ood t hat t he state's share of
rei nbursenent to APP is $30 mllion to date, after the contract
was signed between TransCanada and the State of Al aska, of which
APP has received only $1.1 mllion.

VR. PALMER replied yes, but he believes the state's
rei mbursenent will wultinmately be less than 50 percent of $30
mllion because of the aforenentioned itens.

1:40: 45 PM

CO CHAI R JOHNSON i nqui red whether the state is on budget and has
enough to cover this cost.

PAT GALVIN, Conmi ssioner, Departnment of Revenue (DOR), nodded
yes. In further response, he said the state is pretty close to
right on budget. He related that on [1/29/10], the Departnent
of Revenue distributed a report on the reinbursenent fund with a
detailed list of the itens that are part of the reinbursenment.
He offered to answer followup questions after nenbers have
| ooked at the report.

MR. PALMER added that the Al aska Pipeline Project has been very
pleased with its relationship with the admnistration while
trying to resolve how conputers can talk to each other.

1: 42: 23 PM
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MR. PALMER turned to slide 7 of his presentation regarding the
open season plan. Al aska Pipeline Project believes its
[1/29/10] FERC application offers a conprehensive, highly
credi ble, and conpetitive open season plan, he said. The
project believes TransCanada and ExxonMobil have wunparalleled
expertise and experience in inter-state and inter-provincial gas
pi pelines and gas treatnment plants. In 2008 TransCanada st ated
that it did not wish to construct the gas treatnment plant
because that is not its area of expertise, he related. However,
it was a requirenent of the AG A application, and TransCanada
indicated it would proceed with the project even if it could not
find sonmeone else to do the plant. Therefore, he is pleased to
tell nmenbers that ExxonMobil, the gl obal |eader in gas treatnent
plants in TransCanada's opinion, is now a partner and the | eader
in that side of the project. He further offered his belief that
TransCanada is the leading pipeline conpany in North Anerica.
TransCanada noves 20 percent of the natural gas across the

continent every day and it has $17 billion-worth of pipelines
under construction now in Canada, the US., and Mexico
TransCanada knows how to do the engineering and how to get the
regul atory approvals to proceed. A critical part of the

credibility of what the project is putting forward to nenbers is
that custoners are needed and regul atory approvals are needed.
When ExxonMbbil joined the project it shared the producer study
from 2001, which is being used for the project. As a team

TransCanada and ExxonMobil have done over one-quarter mllion
hours of engineering, regulatory, technical, environnental,
commercial, legal, and project nanagenent work to conplete the

[1/29/10] FERC filing. This joint project work has provided
i nproved understanding of scope, costs, conplexities, and risk
for this large, conplex project.

1: 45:17 PM

CO- CHAIR JOHNSON recalled that the 2001 study was a joint study
by all the producers. He asked whether the approxi mte $200
mllion for that study has been, or wll be, submtted for
rei mbur senent .

MR. PALMER answered, "No, it will not; and no, it has not." He
recalled that the cost of the study was $125 mllion. Those
costs were incurred by ExxonMobil and other parties prior to the
license, he continued, and reinbursenent is not being sought.
As well, TransCanada is not seeking reinbursenent for the costs
it incurred under AG A prior to the |icense. In further
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response, he reiterated there will be no AG A rei mbursenent for
t he af orementioned $125 million study.

1:46: 37 PM

REPRESENTATI VE SEATON, in regard to conditioned bids, noted that
the one condition being talked about is tax rates. He inquired
as to what conditions are generally received for [large
pi pel i nes.

MR. PALMER quipped that some of the project's potentia

custoners are in the room and he does not want to give them new
i deas. However, he said he is happy to outline those conditions
that are fairly standard during open seasons. First, custoners
often want assurance that the pipeline conpany has all the
regul atory approvals for conducting business. That condition

however, cannot be satisfied at the tinme where precedent
agreenents are concluded because this project will have a FERC
filing in 2012 with a hoped-for approval by 2014. A second
standard condition is potential custonmers requesting that the

pi peline conmpany inprove the offer in sone fashion. Sonet i mes
this can be done, and sonetines not; the project has done this
al r eady. Anot her standard condition is that custonmers want to

be ensured their conmtnment is subject to the pipeline conpany
receiving sufficient volunes in total to make the project
econoni c. Lastly, it is standard for custonmers to want a
commtrment that the pipeline will be in service by a particular
date or not before a particul ar date.

1:49: 45 PM

REPRESENTATI VE TUCK recalled that Denali - The Alaska Gas
Pipeline provided its FERC pre-filing about a year ago and that
it was a new type of filing rather than a full filing. He asked
how the Al aska Pipeline Project's [1/29/10] filing conpares to
Denal i's.

MR. PALMER responded that Representative Tuck is right, Denali's
filing was very, very brief, just a few pages of docunentation

as was the case for APP's pre-filing a few nonths |ater. The
pre-filings kicked off the process where FERC assigned staff to
the project. However, the project's [1/29/10] FERC filing is
sever al hundred pages and conprehensively indicates the
project's capital costs, tariffs, commercial terns, terns and
condi tions, design and engineering work, and so forth. All of
this information is also available to the public and it will be
used as the project goes forward in the open season. The
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precedent agreenments - the potential customer contracts - are
included in the filing, and that is a unique process that is not
normally shared at this stage wwth the public as it is normally
strictly between a pipeline conpany and its potential custoners;
generally precedent agreenents are not filed wth FERC until
t hey are execut ed.

1:51: 32 PM

REPRESENTATI VE TUCK i nquired whether there is anything nore that
TransCanada needs to do to neet the FERC filing requirenents.

MR. PALMER replied that APP thinks it has nmet all the conditions
and therefore it is waiting to hear from FERC in 60 days. M.
Pike and his team have nmet with FERC staff a couple of tines,
and while that does not predispose a final decision, APP
believes all the conditions have been sati sfi ed.

1:52: 18 PM

CO CHAIR JOHNSQN, in regard to the two kinds of open season -
bi nding and conditional - asked whether during this first open
season, a potential customer is bound to ship its gas if all of
its conditions are net.

MR. PALMER answered that this is a binding open season and
custoners that commit their gas wll take on significant
obligations to share developnent costs wth the pipeline
conpany, provided the precedent agreenent is resolved. However
as is the case in alnost every major pipeline project, the
custoners preserve the right at final investnent decision to
wi thdraw from the project, at significant financial cost to the
custonmer for doing so. This is laid out in the precedent
agreenents that have been filed and this is the norm

1:54: 16 PM
CO-CHAIR JOHNSON surmised the conditions that wll be received
will be very specific, so in a few nonths all the cards wll be

on the table.

MR. PALMER presuned the co-chair is discussing a potential
condition with regard to upstreamfiscal taxation

CO CHAI R JOHNSON sai d yes.
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MR. PALMER said he cannot presune exactly what |[|anguage a

particular custonmer will use if that is one of the custoner's
condi ti ons. The customer mght say satisfactory to it as
opposed to a specific set of nunbers. It is in the custoner's
hands, not his, as to how the custoner drafts its response to
the pipeline conpany. Al aska Pipeline Project, as per the
| egi slature's request, will not be engaged in those issues.
1:55:13 PM

CO CHAIR JOHNSON stated that if the conditions are so vague, it
cannot be a terribly binding commtnment for gas.

MR. PALMER responded that there will be some conditions the
pi peline conpany can resolve and those were described to
Representati ve Seaton. There will also be sone the pipeline
conpany cannot resolve and in that circunstance then, yes, the
pi peline conmpany will have to examine how it goes forward if
there is a request that that issue be resolved. If it is not

resol ved the conpany has an obligation under AGA to continue
for FERC application. So, the pipeline conpany nmay or may not
have binding obligations to custoners if there is an outstanding
itemthat the conpany does not control

MR. PALMER, in further response to Co-Chair Johnson, said Al aska
Pipeline Project is going through a binding open season and the
co-chair is describing a particular condition that a custoner
may indicate in response to that open season. If the custoner
wants a fiscal structure satisfactory to it, and if that has not
been resolved by the end of 2010, then clearly that is sonething

APP cannot resolve; APP will still proceed with the project, but
that comrercial breakthrough will not have been achieved from
APP' s st andpoi nt. However, he is not suggesting that that is
the only condition that will be received in the initial open
season and this is why he is reluctant to say it is not a
bi ndi ng open season; in nmany cases it wll be a binding open

season, but in the particular case described, it nay not be.
1:57:24 PM

CO CHAI R JOHNSON i nqui red whether M. Palner would consider it a
failed or a successful open season should the pipeline conpany
receive a conditioned bid for |ong-range tax concessions for
fiscal certainty so that there is not sonething the conpany can
take to the bank for financing.
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MR. PALMER allowed that if that is the case at the end of the
period that is defined to resolve itens, then it certainly is
not a conpletely successful open season. Al aska Pi peline
Project will have to determne at that time whether it is a
fail ed open season. If the state and producers are within a
short period of time of resolving it and have said so, then he
will not call it a failed open season. If, however, there has
been no progress and there is no hope on the horizon, then
perhaps it will be a failed open season.

1: 58: 28 PM

CO CHAI R JOHNSON asked whether this neans the |egislature would
need to hold a special session given the timng of the open
season's cl osure.

MR. PALMER replied that the open season will conclude in July
2010, and if conditioned bids are received APP expects it would
take through the end of 2010 to resolve the conditions that are
in control of APP. However, the circunstance being described by
the co-chair is something APP clearly cannot control. I f that
is a condition and the other itens have been resolved, then APP
is in the state's and producers' hands as to when or if that is
ever resol ved.

CO CHAIR NEUVAN stated that at a later date the commttee wl
be hearing a presentation review ng how open seasons worKk.

1: 59: 49 PM

REPRESENTATI VE GUTTENBERG i nquired whether the FERC filing is
black and white in regard to the project's filing being either
approved or disapproved, or can FERC cone back w th sonething
that is conditional on terns that have yet to be done.

MR. PALMER said he thinks it is relatively black and white
because there are 21 conditions, which makes it relatively
procedural and straightforward. Per haps FERC could conme back
saying there is one condition that needs to be changed, but FERC
is not at this point comenting on the quality of APPs
commercial terns or capital estimte. Al aska Pipeline Project
thinks it will get approval in 60 days or shortly thereafter and
t he open season conducted on the May-July schedul e as descri bed.
It will be during the 2012 filing for the certificate that FERC
wi Il conprehensively review all itens for the in-depth content
that is behind all of the nmaterials, he added. During that
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process it is not unusual for FERC to come back with conditions
that must be resolved to receive the certificate.

2:02:13 PM

REPRESENTATI VE GUTTENBERG noted that APP's slippage on the
proj ected open season coincides with the |egislature' s |onger
period of tinme to approve the contract.

MR. PALMER answered yes; it was the admnistration and the
| egi sl ature. Wien the filing was made at the end of Novenber
2007 the basis of the schedule was that the license would be

issued in April [2008]. The administration's recomrendation
cane in May 2008 and the legislature's review took nearly two
nont hs. There were not enough votes in the legislature to

expedite that |icensing process, so there was an additional |ag
of 90 days. Thus, the license was received in Decenber [2008].
The 100 business days is exactly the same as what was included
in the AG A application. So, while this now happens to run
through the political tinmefranme, it had nothing to do wth
[ TransCanada' s] plan in any fashion.

2:04:54 PM

REPRESENTATIVE OLSON surmised that on a project of this
magni tude and conplexity, it is not unheard of to have two or
three fail ed open seasons before the kinks are all worked out.

MR. PALMER responded yes, as mmjor projects are devel oped a re-
wind will occasionally happen. The magni tude of work that has
gone into the material that was just filed with FERC is unusua
at this stage; however, that does not nmean APP wll be
successful. Alaska Pipeline Project will go through the process
with a credible and conpetitive proposal and will do its best to
make it succeed, but it clearly takes two parties to nake this
succeed - the pipeline conmpany and potential custoners.

2:06: 09 PM

REPRESENTATI VE COLSON asked what the tineline would be for a
second open season if the first open season is a failure.

MR. PALMER replied that under AJ A the obligation is to go to
the market every two years to see if there are requirenents for
gas service. However, if it is the situation described earlier
by Co-Chair Johnson, and all other issues have been resol ved but
the fiscal issue, and then, for exanple, that fiscal issue is
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resolved by the state and the custoners in six nonths, the
pi pel i ne conpany could act quickly and hold another open season
w thout waiting for two years.

REPRESENTATI VE OLSON presuned the 800-pound gorilla is the
fiscal terns.

MR PALMER said that is clearly an issue that potential
custoners have indicated publicly that needs resol ution.

2:08: 14 PM

REPRESENTATI VE P. W LSON i nquired how substantial the penalty is
when a custonmer withdraws its bid froma project.

MR. PALMER explained that if a customer commtted in the initia

open season, executed a precedent agreenent with the pipeline
conpany, and then decided in 2014 to wthdraw, the custoner
woul d be obliged under the precedent agreenent to reinburse the
conpany for the full devel opnent costs of the project. However

if it is the pipeline conpany that decides to withdraw, there is
a sharing nechanism So, the precedent agreenent is truly
bi ndi ng, and everyone involved in it, including the state, nmakes
a significant financial commtnent.

REPRESENTATI VE SEATON stated that during the presentati on on how
open seasons work, he would like to hear about the relationship
between the benefits of bidding at the initial open season and
at what point the advantages of bidding in the initial open
season get withdrawn fromthe parties.

2:11:18 PM

MR. PALMER continued his presentation (slide 8), stating that
the Al aska Pipeline Project is offering better comrercial terns
and access than those included in the AG A application. These
benefits are available to shippers that commt in the initial

open season because APP recognizes that it is facing a highly
conpetitive environnment not just to nove Al aska gas to narket,

but also from other sources of gas that are conpeting both in
the Lower 48 and in global narkets. He said conprehensive
Al berta and Val dez options are being offered that are responsive
to shipper discussions. Potential custonmers at Val dez requested
a 48 inch, 3.0 billion cubic feet per day (Bcf/d) pipeline to
Val dez, which is provided in APP's FERC application. Potenti a

custoners requested access to other pipelines upstream of the
Al berta Hub rather than strictly going into TransCanada' s system
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at the Al berta Hub. Thus, while he believes that custonmers wll
want to go into the Al bert Hub, they will have the option to not
do this and to sell their gas in other markets through existing
infrastructure. A 25-year mninum contract term was included in
the AQ A application and that has now been reduced to 20 years.
Thus, a custoner can select ternms from 20 years to 35 years.
The project is also offering potential customers the enhancenent
of short-terminterruptible, overrun, and park-and-|oan services
within Alaska or downstream Additionally, APP is sharing
devel opnent costs in circunmstances where APP term nates.

2:14: 09 PM

MR. PALMER further pointed out that APP is offering better
commercial terns by $500 million per year. He put this into
context by explaining that the State of Al aska's total financial
commi t ment under AG A is $500 mllion. These better commerci al

terns reduce the tolls by $500 mllion per year over a 25-year
life. This is being done by reducing the return on equity (ROE)
to 12 percent. Al so, through depreciation, APP wll only

recover 80 percent of its initial capital through those initial
contract terns.

MR. PALMER, in response to Co-Chair Neunman, stated that in its
AG A application, [TransCanada] provided a fornulaic approach
that would have yielded a 14 percent ROE, and for capital
recovery had anticipated recovering 100 percent of the capital
over the initial contract term Thus, the changes shift risk
away from the custonmers to the pipeline sponsors. Lastly, in
its AG A application [TransCanada] had indicated that expansions
shoul d be funded wth 60 percent debt and 40 percent equity, and
30 percent equity is now being proposed. He expl ai ned that
equity yields a higher cost and higher incone tax for custoners
than debt, so a reduction in the anmount of equity is a benefit
to custoners and Alaskans and a detrinment to the pipeline
owners.

CO- CHAI R NEUVAN renmar ked that conpetition is a good thing.

2:16:43 PM

COCHAIR JOHNSON asked what the |ife of the pipeline is
anticipated to be.

MR. PALMER answered it depends upon whether it is the physical
life or the economic life that is being described.
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CO CHAI R JOHNSON asked what happens after 20 years.

MR. PALMER said it depends. Physically, this pipeline will |ast
many decades. TransCanada has pipelines that have been in
service for 50 years and sonme in the Lower 48 that have been in
service for 60 years. In the event there is no nore gas after
20 years, the pipeline would be retired and APP would not have
earned as nuch noney as it had hoped. |If there is |ots nore gas
in Alaska, which is what APP is hoping for, then either new
contracts or contract extensions would be obtained, in which
case APP wll have the opportunity to receive a 12 percent
return.

2:18: 03 PM

CO- CHAIR JOHNSON said that if APP is negotiating terns from a
pipeline that is already built, APP is holding all the cards.
Therefore, he is unsure that APP is mtigating risk as much as
it is shifting risk into year 2021. At that point, APP wll be

the only game in town and in control of the math. He inquired
whether there will be an option that says the 12 percent ROE
will remain the sanme in the future.

MR. PALMER responded that the co-chair is doing exactly what he

woul d expect a sophisticated custoner to do. Because APP has
al ready contenplated this, the 12 percent RCE and other terns
being offered wll be available to custoners for a renewal

period as well.
2:19:41 PM

CO CHAI R JOHNSON argued that if there is gas after 20 years, APP
is not really mtigating the risk, it is shifting the risk.

MR. PALMER replied that with 10 years before in-service and 20
years later, there is huge risk as to whether the gas wll be
avai l abl e, the project econonmc, and that APP has conpleted the
capital cost with a reasonable anobunt of credibility. | f APP
has not, the custoners will have to pay the costs for that for
20 years. If APP has very high costs, then it would not Ilikely
be conpetitive and the custoners would be unlikely to renew.
Therefore, it is exactly opposite of the co-chair's description.
Al aska Pipeline Project is taking on that risk and he believes
the custonmers will look at that as a very attractive option
bei ng put forward. He said he would be pleased to be on the
other side where it is the custoners that are taking the risk,
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which is what APP' s original proposal was. Thirty years in tine
may be quite different than today, he continued. For exanpl e,
35 years ago the price of gas in the Lower 48 was 44 cents per
mllion British Thermal Units (MVBtu). So, yes, he thinks APP
is taking on a lot of risk.

2:22:08 PM

CO CHAI R JOHNSON asked what an 80 percent capital recovery wl|
do to M. Palnmer's conpany if there is no gas in 20 years.

MR. PALMER answered that both conpanies, as well as any other
sponsors, wll have repaid the debt to the banks and w Il have
received a much lower return than 12 percent.

COCHAIR NEUVMAN recalled there are several off-ranps for
TransCanada Al aska, LLC. Everyone nust work together to nake
t hi s happen, he said.

MR. PALMER clarified that if the project goes in service as he
has described, the sponsor's are taking the risk that in 20

years there will be additional gas and there will be custoners
that will enable the sponsors to earn this 12 percent return,
otherwise that return will not happen.

2:23:40 PM

MR. PALMER returned to his presentation (slide 9), noting there
are two [48-inch] pipeline options [from Al aska's North Sl ope].
The [Al berta] option would deliver 4.5 Bcf/d of gas through a
1,700-mle-long pipeline to the Alberta Hub and pipeline systens
that serve the North American nmarket. The Val dez option would
deliver 3.0 Bcf/d of gas through an 800-mle-long pipeline for
conversion to liquefied natural gas (LNG at a plant to be built
by others and delivered [by ship] to US. or international
mar ket s. Both options include: an opportunity for Al aska
communities to acquire natural gas from the pipeline via at
| east five offtakes in Al aska, a huge world-class natural gas
treatment plant (GIP) for renoving carbon dioxide and other
inmpurities located at Prudhoe Bay adjacent to existing
facilities, and an approximately 58-mle-long transm ssion
pi pel i ne connecting the Point Thonson field to the plant.

2:26: 07 PM

MR. PALMER, in response to Co-Chair Neuman, said there is no
question the $500 nmillion cap from the state will be hit |ong
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before APP is finished spending noney on the devel opnent stage
to get to final investnment decision. In further response, M.
Pal ner said the project's expenditures will soon be seen in the
state's rei mbursenment docunent nentioned by Commi ssioner @Gl vin.

2:27:41 PM

MR. PALMER returned to his presentation and reviewed project
cost estimates and indicative tolls for the Al berta option
(slide 10). He noted that all of the costs he is presenting are
in 2009 dollars. The capital cost range is $32-$41 billion and
the target in-service for the project is 2020. He pointed out
that the gas treatnent plant is the time-critical conponent of
this project as it is the sealifts that determne the ultimte
in-service date for this project, not the pipeline. The tariff
range, including fuel, is $2.80-%$3.50 per MMBtu from the GIP to
the Al berta Hub. The Al berta Hub gas price, as forecasted in
Decenber 2009 by the U S. Departnent of Energy in its Annual
Energy Qutlook, is $6.25-$7.65 MvBtu for the years 2020-2030.
Thus, the margin is about $3.00-$4.00 per MBtu in netback,
which APP believes nmakes the project both technically and
commercially viable.

2:29:53 PM

MR. PALMER, in response to Representative O son, said that 18
nont hs ago the cost was $26 billion in 2007 dollars. In further
response, he explained that from 2007-2009, the cost of oil and
gas projects went up due to inflation in the industry. Al so,
the US. dollar has deflated relative to other foreign
currencies, including the Canadian dollar. The majority of
costs will be in Canadian dollars, and when this is converted to

US. dollars it results in higher costs. Wiile it was stated in
the filing that TransCanada did not plan to build a gas
treatment plant, a conceptual cost estinmate was supplied that
was based on a two sealift season. However, after bringing in

an experienced partner in the gas treatnment plant, it was
| ear ned t hat t hree sealifts will be required, whi ch
significantly i ncreases t he gas t reat ment pl ant cost.
Additionally, there is a npbdest other cost increase in the
pi pel i ne. In further response, he assured Representative O son

that Alaska will be getting a very high quality system both in
the gas treatnment plant as well as the pipeline.

2:32: 32 PM
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CO- CHAIR JOHNSON inquired what the tariff would be if all the
custoners selected a 20-year contract as opposed to a 25-year
contract.

MR. PALMER estimated the tariffs for this shorter tine period
would be approximately 15-20 cents higher for a 20-year
contract, but cautioned he is calculating this in his head.

CO CHAIR JOHNSON asked whether this pipeline can be built
wi t hout gas from Poi nt Thonson.

MR. PALMER responded that the pipeline conpany seeks to have
available to it all possible gas fromexisting fields as well as
to-be-found fields. However, APP is not in the position of
stipulating how nuch or whether gas will be available from any
particular field; that is the responsibility of the state, the
producers, and the Alaska QG| and Gas Conservation Conmm ssion
( AOGCC) . He said the nunbers seen here are cal cul ated based on
4.5 Bcf/d of initial capacity and 4.5 Bcf/d for 25 years.

2:34:55 PM

MR. PALMER, in response to further questions from Co-Chair
Johnson, said Point Thonson gas would add 15-20 cents per MVBtu
to the nunbers he has cited, given that gas from Point Thonson
adds an extra 58 niles as opposed to the custonmers comng on at

Prudhoe Bay. He said there will be no reinbursenent from the
state's AG A fund for the Point Thonmson |ine because it was not
included in the AG A application. It is known that there may be
gas available from Point Thomson and APP wants to attract that
gas. So, APP is offering service in the open season for that
piece of pipe for custonmers that have gas at Point Thonson.
Custoners do not have to take it and the state will not be

rei nbursing any nonies for it.
2:36: 34 PM

CO CHAIR JOHNSON inquired whether there would be a tariff for
"ConocoPhi |l i ps, British Petroleum or any of the other
producers" for gas that cones in from other fields at Prudhoe
Bay to this line.

MR. PALMER replied that other custoners having gas outside of
Prudhoe Bay and Point Thomson could build a [ine to Prudhoe Bay
and pay for that |ine thensel ves. O, they could ask APP to
provi de that service and APP would consider that request. | f
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APP built a line for a custoner, that customer would pay a
tariff.

MR. PALMER, in response to Co-Chair Johnson, clarified that only
custoners noving gas from Point Thonson to Prudhoe Bay woul d pay
that 15-20 cents; custoners having gas at Prudhoe Bay woul d not
pay that 15-20 cents. Thus, if APP builds a 58-mle pipeline
that noves 1.1 Bcf/d, a Point Thonmson custoner would pay $2.80-
$3.50, plus 15-20 cents, per MwBtu to nove the gas from Point
Thonmson to Prudhoe Bay.

2: 38: 55 PM

MR. PALMER, in further response to Co-Chair Johnson, recalled
that the players at Point Thonson include "ExxonMbil, BP
Chevron, Conoco," as well as other players. If they choose to
nom nate gas from Point Thonson Field and they want to nove it
over to Prudhoe Bay to enter this major system they wll have
to pay the 15-20 cents. |If they do not wi sh, or are unable, to

nom nat e Point Thonson gas, they will not pay the 15-20 cents.

CO CHAI R JOHNSON asked whet her TransCanada is going to build the
I ine between Point Thonson and Punp Station 1

MR. PALMER answered yes, if custoners nomnate it, bid for it in
the open season, and request it. If they do not, then there
woul d be no custoners and APP would not build it.

2:40:12 PM

CO CHAIR JOHNSON i nquired whether part of the partnership with
ExxonMobil is to build the line, given that ExxonMbil is the
driver here.

MR. PALMER responded yes, the Al aska Pipeline Project proposal
is offering service on that piece of pipe from Point Thonmson
Field over to Punp Station 1, over to the gas treatnent plant.
The two sponsor conpani es have asked APP to offer that service

not just to ExxonMbil, but to all parties that have gas in the
field.
2:40: 51 PM

REPRESENTATI VE OLSON asked whether there will be a decision from
AOGCC by the tine the open season is held on what can actually
be taken out of Point Thonson.
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MR. PALMER replied he does not have that answer and the question
shoul d be posed to AOGCC. He has no insider information as to
how and when AOGCC will make that decision, given that that is
not sonething a pipeline would normally be involved wth.
However, it is certainly something APP is interested in

REPRESENTATI VE OLSON commented he is unsure whether there is a
tinmeline on the AOGCC for that deci sion.

CO- CHAIR NEUMAN related that Comm ssioner Galvin is shaking his
head no.

2:41: 57 PM

REPRESENTATI VE P. W LSON posed a scenario in which oil is found
at Point Thonmson and there is gas, but the gas cannot be taken
until sone years |later. She asked whether a custoner can apply
for open season and specify that the gas would not be avail able
until a certain |ater date.

MR. PALMER said the answer is generally yes, but it will have an
i mpact on the structure of the tolls unless APP has 4.5 Bcf/d
from other locations that can fill the pipe prior to Point
Thonmson becom ng avail abl e. The tariffs would have to be re-

cal cul ated by APP should there be, say, 3.5 Bcf/d for two years
and then 4.5 Bcf/d after that.

2:43: 32 PM

MR. PALMER, in response to Co-Chair Neuman, agreed that these
tariffs are based on the liquids contents in the gas after
having had discussions with the field operators. It is the
custoners' decision as to where those liquids are renoved, and
removal of the liquids at a particular location wll have an

i mpact on the toll because the tolls shown in this presentation
are in a heating content of one mllion Btu's per day.

2:46: 36 PM

REPRESENTATI VE TUCK i nquired whether there is a possibility that
a pipeline could be built to Alberta in addition to a pipeline
to Valdez, or nust it be one or the other.

MR. PALMER responded that APP has defined a proposal for 4.5
Bcf/d to Alberta and 3.0 Bcef/d to Valdez. Al aska Pipeline
Project does not believe there is 7.5 Bcf/d of gas to be
commtted at the end of this open season to allow both pipes to
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be constructed imrediately; thus, APP thinks it is "either or."
If one alternative succeeds and noves forward, there is always
potential to expand that option or have a Y-line in the future.
At the nonment, APP nust succeed at getting one of the
alternatives over the finish line so there is a volunme that
works to either Valdez or Alberta. Once a pipeline is in
service, it can draw on nore exploration and additional gas that
m ght allow both markets to be served in the future, or it m ght
all ow expansion of the original pipe to the original
desti nati on.

2:48:45 PM

REPRESENTATI VE TUCK posed a scenario of having a total of 5.5
Bcf/d commtted, and asked whether a branch of 1.0 Bcf/d could
then go off to Val dez.

MR. PALMER replied that APP is always willing to look at an
option, and 5.5 Bcf/d going to market would be a good option and
a happy outcone. In this case the tolls would be different than
what are currently being described for the two alternatives.

2:50:40 PM

MR. PALMER returned to his presentation and illustrated how gas
price forecasts have changed since the AGA filing (slide 11).
The U.S. Departnent of Energy produces an Annual Energy Qutl ook
(AEO) every year in Decenber, he explained. When APP made its
filing in Novenber 2007, the AEO 2007 was from Decenber 2006,
which is depicted by the [black] l|ine on the graph. In real
2009 dollars, the gas price forecast for 2020 by AEO 2007 was
about $5.75 per MWBtu and for 2030 the forecast rose to about
$6. 60. The AEO 2008 gas price forecast, depicted in blue, was
slightly higher. The AEO 2009 was actually done in April 2009
because the U S. Departnent of Energy did not have a lot of
credence in its Decenber 2008 nunbers because of the volatility
at that time and decided to do an update. The AEO 2009,
depicted in green, shows a significantly higher forecast of
about $7.20 per MwvBtu for 2020 and about $8.60 for 2030. The
AEO 2010, which was conpleted in Decenber 2009 and is depicted
in red, forecasts a gas price of about $6.25 for 2020 and about
$7.65 for 2030. Thus, the nost recent forecast, while down from
2009, is still about 60 cents per MVBtu higher than what was
forecast at the tine of the AG A application, which helps with
the project's viability.

2:53:41 PM
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MR. PALMER, in response to Co-Chair Neuman, noted that natura
gas is one of the nost volatile commodities, if not the nost, in
terms of price, even nore so than oil. It is APP's view as the
pi pel i ne sponsor that the project is viable. However, it is up
to the custoners to decide their owm views in that initial open
season, given that it wll be the custoners' risk as to the
ultimate commodity price of the gas that will be delivered in
t he mar ket pl ace.

2:54: 35 PM

CO- CHAIR NEUMAN inquired whether there is any way to |ook at
these graphs with a hedge. He further asked what the genera
expectation is for return on equity.

MR. PALMER said that since he is not a producer he will not give
a forecast as to what expected return producers my need. I n
regard to the ability to hedge, he wunderstood it is very
difficult to hedge beyond five years out for any significant

vol une. Parties commtting to this project this year would be
commtting to a gas price forecast comencing in 2020 and
continuing for 20-30 years thereafter. Thus, he does not think

they can realistically hedge that risk this year.

MR. PALMER, in further response to Co-Chair Neunman, said that
once the project is near in-service and certainly for the first
few years of operation, custoners could, if they w shed, hedge
early years of the project, assumng the markets in 10 years
time are just |ike they are now However, custoners still could
not hedge for a tine period as |long as 20 years.

2:58: 09 PM

REPRESENTATI VE P. WLSON conmented that another risk is the
possibility of an alternative energy source com ng into use.

MR. PALMER agreed this is another very significant risk. He
noted that the U S. Departnent of Energy does try to account for

this in its AEO forecasts. Al parties commtting to this
project - producers, the state, APP, and others - are taking on
significant risk, but that is the nature of the business. The
flip side is the potential for large reward. |f gas prices turn

out to be as forecast, there would be a $3-$4 nmargin tines 25
years, which is about $120-%$150 billion in value after paying
for the transportati on costs.
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MR. PALMER, in further response to Representative P. W]Ison,
said the Canadi an governnent also has an energy price forecast,
as do many consultants on a proprietary basis for their clients.
The AEO 2010 forecast is in the range of a lot of forecasts
al though that does not nean there are not differing forecasts
and it does not nean that it is necessarily correct.

3:01: 36 PM

REPRESENTATI VE GUTTENBERG requested M. Palmer to discuss his
perspective on the [Mackenzie Gas Project that is being proposed
t hrough t he Mackenzie Valley of Canada's Northwest Territories].

MR. PALMER noted this is a topic on which he will be careful

with his response. He said it is TransCanada's belief, and
probably ExxonMobil's as well, that both projects are not
restricted by lack of demand, but the flip side is there is no
guaranteed market for either pipeline except |ocal uses. Bot h
projects will have to conpete in the marketplace just |ike other
sources of gas and they will conpete on price given that natura
gas is such a fungible comvodity - all gas, regardless of

source, |looks and burns the same, so it is the price delivered
in the marketplace where it nmust conpete. The market throughout
North Anmerica is highly liquid and once the gas is into major
hubs like Alberta or the Lower 48, it nust conpete effectively

on cost. The question is whether the gas can be conpetitive at
the market price that is established since neither project
drives that price. In his view, both the Mickenzie and Al aska
projects will go forward based on regulatory and conmerci al
br eakt hroughs for each project. They are on totally independent
tracks and are not |inked. One or both can succeed, or one or
both can fail based on how they do on those regulatory and
commerci al  breakt hroughs. The Mackenzie project is at a

different stage than this Al aska project. The Al aska project is
goi ng through Canada under the Northern Pipeline Act, which is
an act specific only to the APP. The Mackenzie project is
through an application to the National Energy Board that was
made in QOctober 2004. At that tine the Mackenzie project had
all its custoners in hand, but six years later it is still
waiting for regulatory approval which is expected this fall.
M. Pal nmer disclosed that TransCanada has a 5 percent interest
in the Mckenzie project and is also funding the Aboriginal
Pipeline Goup, a one-third potential owner in that project.
Thus, TransCanada is highly interested in, but not driving, the
Mackenzi e Gas Project.

3:06: 04 PM
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MR. PALMER, in response to Representative O son, stated that the
APP has started to have discussions with the British Col unbia
First Nations. He said he wll not go into the Yukon
ci rcunst ance si nce he has had t hat di scussi on with
Representative O son before. He said British Colunmbia is what
he would call "traditional pipelining territory" with thousands
of mles of existing pipeline. Currently, TransCanada has
applications to extend its Al berta systeminto British Colunbia
to nove British Colunbia shale gas over the next several years.
All itens are not yet resolved, but he thinks they are
resol vable issues. In further response to Representative O son

M. Palnmer said he does not see nmuch difference for this project
wth the First Nations than 18 nonths ago, but TransCanada's
intention is to construct pipelines into British Colunbia in the
next two to five years, sonmething it was not doing a couple of
years ago. Discussions are ongoing with those parties now.

CO-CHAIR NEUMAN said this is a serious issue because Al aska's
future is riding on these folks.

[M. Palnmer's presentation was continued on 2/3/10.]
3:08: 45 PM
ADJ QURNMVENT

There being no further business before the commttee, the House
Resources Standing Commttee neeting was adjourned at 3:09 p. m
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