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ACTI ON NARRATI VE

1:05: 27 PM

COCHAIR MARK NEUMAN called the House Resources Standing
Commttee neeting to order at 1:05 p.m Present at the call to
order were Representatives O son, P. WIson, Seaton, Guttenberg,

Tuck, Kawasaki, Johnson and Neuman.

HB 312- ADVI SCRY VOTE ON | N- STATE GAS Pl PELI NE

1: 05: 48 PM

CO- CHAIR NEUVMAN announced that the first order of business is
HOUSE BILL NO 312, "An Act authorizing an advisory vote on use
of Al aska permanent fund earnings for an in-state natural gas
pi peline; and providing for an effective date."

1: 06: 35 PM

REPRESENTATI VE M KE CHENAULT, Al aska State Legislature, sponsor
of HB 312, said the various options for an in-state natural gas
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pi peline need to be |ooked at and HB 312 would give legislators
the opportunity to hear the voices of Al askans when it conmes to
the energy needs of the state. The bill would provide that the
foll owi ng question appear on the ballot [of the next statew de
primary or general election]:

After paying annual dividends to residents and
inflation-proofing the Al aska permanent fund, should
permanent fund investnent earnings be appropriated to
hel p pay the costs of constructing an in-state natural
gas pi peline?

1: 08: 11 PM

REPRESENTATI VE CHENAULT noted that the issue of routes is kept
out of the question because this is about Al aska and not any

specific region. He said [the sponsors] are interested in
having conversations with Al askans on what is seen as the
bi ggest problem and how to address it. This bill would not pay

for an in-state gasline, but it would be one of nmany options
that are out there. Wth the energy crisis that is |oomng for
Al aska in the forthcom ng years, HB 312 would provide Al askans
an opportunity to say whether they think the State of Al aska
shoul d be involved in the in-state energy needs of the state.

1:10: 07 PM

CO- CHAIR NEUMAN said he has heard loud and clear from many
peopl e that they want an in-state gasline and he thinks it is a
good idea to ask Al askans what they want to do. Wiile this
woul d be advisory, legislators work for the people and it would
be a directive. Gven there are laws regarding use of the
permanent fund, HB 312 would be part of the process in follow ng
t hose rules. It has always been a concern that politicians
woul d spend the Al aska Pernmanent Fund [earnings] on pet projects
and other things. Because it asks for authorization to use
permanent fund [earnings], HB 312 is part of a process that asks
Al askans what they want done with their noney.

REPRESENTATI VE CHENAULT replied that |egislators cannot spend
the corpus of the Al aska Permanent Fund, and he thinks that nost
Al askans know t hat. However, the legislature could at any tinme
spend all of the fund's earnings, but the I|egislature has not
"cracked that egg" because it would be political suicide. This
bill is asking whether Al askans are interested in forwarding an
in-state gasline if noney is available after dividends and
i nflation-proofing. Excess earnings are put back into the fund
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to determne what the next [dividend] wll be, so this would
have a mnimal effect, although he does not know t he nunber.

1:12: 33 PM

REPRESENTATIVE P. WLSON, in reference to the chart of earnings
in the coommttee's packet, noted that since the permanent fund
has been in effect, the earnings have dropped eight tinmes from
one year to the next. This represents noney that was just |ost
when it could have been used to the benefit of the state, and
this is sonething that needs to be thought about.

REPRESENTATI VE CHENAULT responded that every person w shes he or
she was smart enough to get in on the lull and out on the high
but there has been a good return to the permanent fund overall
since it was enacted, despite the ups and downs of the market.

1:15:12 PM

REPRESENTATI VE SEATON, in regard to the ballot question itself,
surmsed that the earnings could be used for any nunber of
options, such as a loan that is repaid, investnent in an equity
share, or a subsidy for construction where no repaynent is
received so that the tariff could be | owered.

REPRESENTATI VE CHENAULT answered he thinks all options should be
on the table, but these discussions cannot occur w thout know ng
how Al askans think about it and is why this question is being
put forward. It is probably nore about the future needs;
Al askans are looking for a long-term energy supply that grows
Al aska, not sonething that just gets the state by year to year

1:17:18 PM

CO- CHAI R JOHNSON i nquired how much noney has been put into the
Al aska Pernmanent Fund as opposed to how nuch has been paid out
i n dividends.

LAURA ACHEE, Director of Conmunications, Al aska Permanent Fund
Corporation, responded that $14 billion has been put into the
permanent fund over its 30 years of existence; these funds have
come fromthe mneral royalties required by the constitution and

addi tional appropriations from the general fund. In that same
time period, about $17.5 billion has been paid out in dividends.
Today, the fund is worth just under $34 billion. Thus, nore has
been paid out than taken in and there is still $34 billion.

This is an amazing conversion of a non-renewable natural
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resource into a renewable financial resource, and it shows what
a success the fund has been.

CO- CHAIR JOHNSON said his point is that Alaska has a healthy
fund and he would like to hear what the people have to say about
putting nore of it to use in the state.

M5. ACHEE, at the request of Representative P. WIson
reiterated that $14 billion has been put into the fund and $17.5
billion has been paid out.

1:20: 54 PM

CO- CHAI R NEUVAN opened public testinony.

MERRI CK PEI RCE noted that he serves on the board of the Al aska
Gasline Port Authority, but that he is offering his own point of

view in opposing HB 312. He said the voters of Al aska have
already weighed in on what they would like to do with the

gasl i ne. In the 2002 election, voters overwhelmngly voted to
build the all-Alaska gasline fromthe North Slope to Valdez. If
the legislature had funded the |aw passed by the voters - the

same voters who had the wi sdom to create the pernmanent fund -
the state would now have a gasline providing affordable energy
for Alaska and a new source of state revenue, as well as bigger
di vi dends. Instead, today there are certain legislators who
have expressed contenpt for the voters' wi shes suddenly
pretending that they care what the voters think

MR. PEIRCE maintained that a "bullet Iine" does not provide
af fordabl e energy because it does not have an econony of scale
and woul d therefore have high tariffs and a high cost of gas for
Al askans. A "bullet line" would not provide new revenue for the
state, and it would undermne the voter's preferred option by
attenpting to siphon gas away fromthat project.

1:22: 33 PM

MR. PIERCE related that |ast week Tony Pal ner and Paul Pike [of
the Alaska Pipeline Project] stated that, best case, the line
into Canada woul d not be delivering gas until 2020. It was also
heard that the high cost of the Iine into Canada has raised the
tariffs to Alberta to around $3.50 [per mllion British therm
units (MvBtu)]. "We" can project that tariffs nmay be as high as
$6.00 to get gas to Chicago. Meanwhi | e, the massive anount of
shale gas in the Lower 48 has caused the Lower 48 gas industry
to proclaimthat there is a 100-year gas supply in the Lower 48.
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At year-end 2009, "ConocoPhillips" applied to the Federal Energy
Regul at ory Commi ssion (FERC) to export this excess gas from what
was to have been a liquefied natural gas (LNG inport facility

in Texas. In Kitimat, British Colunbia, another LNG i nport
term nal IS now preparing to export LNG Addi tionally,
"ExxonMbbi | " just invested $31 billion in XTO Energy Inc., a
shal e gas conpany that has over 11 trillion cubic feet in proven
reserves and another 50-60 trillion in estimated reserves. This
answers the question of where U S. consuners wll be getting
their gas - it will be from shale deposits and not a gasline

from Al aska with high risk and high tariff.
1:24:13 PM

MR. PEI RCE pointed out that in about five years the Trans-Al aska
Pi peline System (TAPS) throughput is projected to be 500,000
barrels per day or less, and the consequences for Alaska are
dire. Only been the high price of oil that resulted from the
Iraqi oil production going offline in 2003 as the U S invaded
that country has sheltered Al aska. Irag oil production is now
goi ng back online fromthe second |argest reserves in the world
and that could result in significant declines in world oi
prices, which would have significant inpacts on Al aska revenue
as TAPS t hroughput continues to decline.

MR. PEIRCE said Al aska nust get to work on the only viable gas
project and that is the all-A aska gasline to Val dez. Al aska
needs the affordable energy, particularly the Interior, and
Al aska nmust have a new source of revenue. Al aska cannot wait 10
years. He disagreed that a "bullet line" would expand Al aska's
options and said it actually reduces the options.

1: 25: 43 PM

CO- CHAIR NEUVAN commented that HB 312 only asks the people
whet her they would like to be involved. He agreed there is a
lot of gas in the Lower 48, and that TAPS is going down, the
cost of government is going up, and everything that can be done
nmust be done to create an in-state gas pipeline.

1:26: 27 PM
REPRESENTATI VE KAWASAKI referenced an anmendnent that may be
proposed that would put this question to the voters during the

next primary election. He asked what happens if the voters pass
t he proposition and what happens if they deny it.
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REPRESENTATI VE CHENAULT responded that no one has a crystal bal

as to what would happen for either a yes or no vote. It would
allow legislators to have the option to look at the excess
earnings of the Alaska Permanent Fund for funding a project.
The bill does not stipulate either a "bullet line" or the "all-
Alaska line;" it only talks about a gasline in Al aska. If the
people say no, then legislators would know that wunder this
scenario the people do not want to invest that particular fund.

1: 28: 16 PM

REPRESENTATI VE KAWASAKI noted that the sponsor earlier said the
| egislature can already use the permanent fund' s earnings.
Therefore, he inquired, is this off the table if the people vote
no, and this legislature will never approach that issue again.

REPRESENTATI VE CHENAULT said he cannot say whether the
| egi sl ature would approach the issue again. However, if the
vote is no, he would suggest there are very few | egislators who
woul d have the anbition to utilize that fund over the objection
of the citizens of Al aska.

REPRESENTATI VE KAWASAKI said he wuld like to Ilodge his
conpl ai nt agai nst HB 312.

1:29: 36 PM

REPRESENTATI VE GUTTENBERG stated that while he |ikes where the
sponsor is going as far as providing nore options, his concern
is that it would be an advisory vote in a primary election and
primaries can have |ow voter turnout. Additionally, given there
are so many [pipeline] options, he thinks this nebul ous part of

the question wll lead to lots of msinformation within the
public and people wll be arguing about what |egislators

notives are and whether the purpose is to get nobre noney to
TransCanada or a "bullet line." This dialogue will get lost in
all the rhetoric and will make the issue harder because there is
no focus to it. Thus, there will be an answer to a question
that is not specific enough in asking sonething. He said he

thinks l|egislators should be involved with the people of the
state and that there is an inherent interest in the state
participating in, and building, some structure that provides
| ong-term reliable, and affordable energy - even at a
subsidized rate for the people - Dbecause building out the
state's econony is probably one of the nost inportant things
| egi sl ators can do.
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REPRESENTATI VE CHENAULT agreed that discussion is out there.

However, if the question is not asked, the answer will never be
known. Numer ous people in his district are saying in-state gas
is needed and it is needed now. This bill would allow

| egislators to ask the question, see what the response is, and
decide whether that is a viable option that can be utilized
but, if it is an option that Al askans do not want legislators to

use, then legislators will need to | ook at other ways to finance
a project if the state gets to that point in tine. |If the state
runs out of energy by not trying to push something forward, "it

is shame on every one of us."
1:33:28 PM

REPRESENTATI VE TUCK said he is trying to inmagi ne what the voters
are going to want to know. One thing they mght want to know is
whether it would be a percentage of the earnings, all of the
earnings, or up to the legislature to decide, should the
advi sory vote pass.

REPRESENTATI VE CHENAULT explained that it is not all of the
earnings, it is the excess earnings. To answer the advisory
guestion, citizens need to understand that it would be after a
permanent fund dividend is paid, after the fund is inflation-
proofed, and if there are any excess earnings. If the people
approve the proposition, it would have to be |ooked at on a
year-to-year basis to determne whether there are excess
earni ngs and whether there is a project to use them on.

REPRESENTATIVE TUCK clarified that he was referring to the
excess earnings, and reiterated his question.

REPRESENTATI VE CHENAULT said how nmuch would be utilized is an
i ssue that would be |looked at in the future and would be based
upon ot her funding sources and the type and size of the project.

1:36: 16 PM

REPRESENTATI VE TUCK, in regard to Al askans having a need for gas
right now, inquired whether Representative Chenault sees that
need as gas for export for the revenue or as the provision of
| ow- cost natural gas to Al askans.

REPRESENTATI VE CHENAULT responded that he does not know what
opportunities lay ahead and gas export may be one of those
opportunities. However, if an in-state gasline is not built
there will be no opportunities.
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1: 38: 05 PM

REPRESENTATI VE GUTTENBERG comrented that past experience shows

the public will not limt its dialog to just what the question
says. Once the ballot proposition |eaves the legislature and
gets to the public, there will be no restrictions on what the
dialog is. He said he will support the bill, but fears there

wll be a loss of focus because it is not specific enough.
CO CHAI R NEUVAN sai d he hopes the public tal ks about it.

CO CHAI R JOHNSON stated he does not think dialog is a bad thing.
The vote wll give legislators guidance regardless of the
out cone. He said he supports getting nore information from his
constituents and is not afraid of the answer to the question,
one way or the other, because it would give him direction.
Because this is one of the biggest decisions legislators will be
maki ng, he would |ike some gui dance from constituents.

1:41: 13 PM

REPRESENTATI VE SEATON noted that a dividend was nearly not paid
out in 2003, and since then the |egislature has not appropriated
any of the noney from the earnings back into the fund s corpus
as was previously done. He is concerned this could becone an
i ssue of reducing the earnings such that dividends could not be
paid the follow ng year, which could result in a no vote on the
bal |l ot proposition. He asked whether a no vote would be
interpreted as Al askans not wanting to invest in a pipeline or
as Al askans not wanting to use permanent fund earnings to invest
in a pipeline.

REPRESENTATI VE CHENAULT answered that his interpretation of a no
vote would be that the people do not oppose investing in a
pi peline, but rather they oppose investing those particular

funds in a pipeline. He added that if constituents have other
i deas, legislators will hear them during the process.
1:43:49 PM

REPRESENTATI VE TUCK related that he is not against the idea of
having the people decide whether they want to invest in an in-
state gasline; he is only looking for answers to the questions
that have cone to him He asked what the public should expect
as the rate of return fromthis investnment - potential revenues
to the state fromthe selling of gas or gas for Al askans.
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REPRESENTATI VE CHENAULT responded there are nany options, such
as using the noney to take an equity position or using it as an
i nvestment that subsidizes the tariffs to |lower them for that
particul ar project. He agreed that people wll have these
questions and have already had them and he has told them that
it is unknown what position would be taken in a pipeline if one
is built - it just gives the option to have that conversation.

1:45: 44 PM

CO- CHAIR NEUVMAN noved the conmittee adopt Anendnent 1 as
foll ows:

Page 1, line 6:
Del ete "or general”

REPRESENTATI VE GUTTENBERG objected for purposes of discussion.

He asked whether the question would still be on the primary
ballot even if the bill is not passed until the last day of this
sessi on.

CO CHAIR NEUMAN said he supports Anendnent 1 exactly for the
reason of the discussions occurring here today. There are lots
of questions and no tinme to waste, so the sooner the answer to
this ballot question is known, the better.

1:47:42 PM

REPRESENTATI VE SEATON i nqui red whether Amendnent 1 is supported
by the sponsor.

REPRESENTATI VE CHENAULT replied he has no problem with the
amendnent because the [August 2010] primary election will have a
nunber of issues on the ballot, which mght bring nore people
out to vote in the primary.

1: 48: 28 PM

REPRESENTATI VE GUTTENBERG sai d he opposes Anendnent 1 and if it
fails he will offer an anmendnent that goes the other way. He
mai ntained that, historically, contentious issues have not
increased the primary turnout in Alaska, especially at the end

of August. A lot nore people participate in a general election
and he would support t hat over a primary election.
Additionally, there will be a new |egislature and everybody and
everything wll be in play. The tineline wll not change as far
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as the proposition's inpact on the full legislature. Therefore,
it is nmuch nore appropriate that this question be on a genera
el ection than a primary.

1: 49: 26 PM

REPRESENTATI VE TUCK asked if the decision on whether it is the
primary or general election was a decision the sponsor had
expected this commttee to nake or a decision to be nmade in
anot her way.

REPRESENTATI VE CHENAULT answered he thinks that is part of the
legislative process and the legislature wll make the
determ nation as to which election dates it supports.

1: 50: 24 PM

REPRESENTATI VE GUTTENBERG rmaintained his objection to the
amendnent .

A roll call vote was taken. Representatives O son, Seaton, P
W1l son, Neuman, and Johnson voted in favor of Anendnent 1.
Representati ves Cuttenberg, Kawasaki, and Tuck voted against it.
Therefore, Amendnent 1 passed by a vote of 5-3.

CO- CHAIR NEUMAN closed public testinony and opened conmittee
di scussi on.

1:52: 25 PM

REPRESENTATI VE KAWASAKI outlined the reasons why he w |l object
to reporting HB 312 from comrttee. He said no new options are
actually placed on the table as far as using permanent fund
earnings and the bill could result in the opposite. It will not
take long for sone folks to start the rally cry that the bil

raids the Al aska Permanent Fund, which neans there may be
negative and untrue attacks on this particular |egislation.
Bringing the proposition up on the primary ballot sets a bad

precedent for future elections. Additionally, it is easy to
vote yes or no, but knowing the substance behind the bill is
what is inmportant and hard to do. Representati ve Kawasaki said
he does not |ike advisory votes in general because they can be

used as a way for the legislature to shirk its responsibility of
| eadi ng. He feared that if the answer in the primary election
is that the public does not want to use permanent fund earnings,
this legislature wll have bound the hands of future
| egislators, which he does not think is a good thing. Fewer
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people vote in the primary, he continued, and even fewer wll
take the tinme to learn what this advisory vote will or wll not
do. G ven that few people vote in the primary, this is advice
that is unacceptable to him Legislators conduct polls and have
regul ar contact with their constituents to |earn what people are
t hi nking, and this advisory vote gains nothing but the potential
for a lot of dissent.

1:57:10 PM

CO-CHAIR JOHNSON stated he is in regular contact with his
constituents, but this is a statewi de issue. There are
| egi sl ators whose constituents may not receive any direct
benefit from this and he would like to know how those people
feel. \When spending other people's noney, he wants to know what
everyone in the state thinks.

REPRESENTATI VE COLSON understood Representative Kawasaki to be
saying that his no vote on HB 312 is to represent all the people
who will not be voting in the primary.

REPRESENTATI VE KAWASAKI responded that he does not track what
Representative A son is saying.

1:59: 37 PM

REPRESENTATI VE GUTTENBERG reiterated that a vote in the primary
means the sanpling wll not be as large as it would be in a
general election, and a large sanpling is what is wanted in a
pol |'i ng. The nebul ous aspect of the question will mean to him

that people are voting yes or no for a variety of reasons.
Every legislator knows that the Al aska Permanent Fund is the
third rail and a legislator does not get near it unless he or
she is specific and knows exactly what he or she wants to do.

People will not read past permanent fund, they wll not read
i nvestnment earnings, sonme wll understand the difference and
some wWill not, legislators' notives will not be understood, and
consequently some people wll challenge what |egislators are
doi ng. However, his biggest concern is that the answer to the
ballot proposition wll be interpreted differently by each
| egi sl ator. The ballot question is not focused enough and
confusion on a ballot initiative results in a no vote. The

state is not close enough to a clear description of what it
wants to do; for exanple, TransCanada is not before the
| egislature with a specific project nor is an in-state sponsor.
This question does not get legislators to an answer that 1is
politically useable or even useable for political cover.
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2:02:42 PM

CO CHAI R NEUVAN urged that nmenbers talk to bill sponsors prior
to commttee hearings to better get their questions answered.

REPRESENTATI VE TUCK poi nted out that sone questions do not occur
to him until he hears soneone el se speak. He said he is not
opposed to the idea of using the permanent fund [earnings] and
having a ballot vote in this regard. H's earlier questions
about the intent were to lay it out tighter so it does not get
convol ut ed. He is concerned it could becone a big public
nmessagi ng battle, and the battle can be reduced by answering
t hese questions up front. Hi s support for keeping the genera
el ection in the body of the bill is because it would provide a
better representation of those turning out to vote and thus a
better idea of the people's overall intent. A survey he sent to
his constituents is now comng back and many Al askans are
confused on the gasline issue. Therefore, he thinks people may
have sone insecurities about mnmaking a decision to nake an
i nvest nent . Peopl e are expecting their elected representatives
to know, and while he is not claimng he knows everything, he is
trying his hardest to learn the issues and as he does he is
communi cating back to his constituents so that as he |[earns,
they learn. He is bringing all of this forward so the bill can
be inmproved, if needed, before it goes on to the advisory vote.

2: 05: 44 PM

CO- CHAIR NEUVAN agreed that legislators' work is cut out for
themto get out and talk to people.

REPRESENTATI VE TUCK added that the sponsor's statenent says it
is perceived that Alaska is taking a shotgun approach to a
gasline, and this is adding to the confusion for constituents.

2:06:11 PM

REPRESENTATI VE SEATON noted he is pleased it is being said on
the record that if the proposition fails it does not nean people
do not want to invest in a pipeline, but rather they do not
specifically want to use this mnmechanism | f people in other
parts of the state do not agree to this, it does not nean they
do not care about the econom cs of Southcentral Al aska because

that is not the question on the ballot. The question on the
ballot is whether to use the earnings of the Al aska Permanent
Fund, which is a different question. He fears there will be a
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| ot of confusion in nessages. An advisory vote does not bother
him but he is concerned that m staken use of the term permanent

fund dividend [rather than permanent fund earnings] will add to
the confusion and get a different result. As this goes forward,
it wll be inperative for legislators to be <clear wth

constituents about exactly what is on the ballot.
2:08:17 PM

CO- CHAIR JOHNSON moved to report HB 312, as anended, out of
conmttee with individual recomendations and the acconpanying
fiscal notes. There being no objection, CSHB 312(RES) was
reported fromthe House Resources Standing Commttee.

The conmmittee took an at-ease from2:09 p.m to 2:12 p.m

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

2:12: 13 PM

CO CHAI R NEUMAN announced that the next order of business is the
continuation of an overview by Tony Pal mer, TransCanada Al aska:
AGd A Updat e/ Open Season.

2:12:34 PM

TONY PALMER, President, TransCanada Al aska, LLC; Vice President,
Al aska Devel opnent, TransCanada, stated he is chairman of the
managenent conmmttee of the Alaska Pipeline Project (APP). He
rem nded nenbers that on 2/1/10 he finished with a review of the
Al berta route alternative for the pipeline project |icensed
under the Al aska Gasline Inducenent Act (AGQA). Today he is
addressing the Valdez route alternative which begins on slide 12
of his PowerPoint presentation. He explained that the capital
cost estimate for a pipeline from the North Slope to Valdez,
including a gas treatnment plant (GIP) at Prudhoe Bay, ranges
from $20-%$26 billion. He pointed out that all figures being
presented are in 2009 dollars. The target in-service date is
2020, the same date as the Al berta option. The tariff range,
including fuel, [from the GIP to Valdez] is $2.45-%3.15 per
mllion British thermal units (MVBtu).

MR. Palmer noted that any party wishing to nove gas on this

alternative will also have to arrange, either thenselves or wth
anot her party, for liquefaction of the gas at Val dez. Parties
will also have to arrange ships to take that gas to U S. or
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i nternational markets. Those costs are not included in these
esti mat es. As described in its AGQA application, [TransCanada]
has never contenplated doing a liquefaction plant itself.
Potential customers for this option are the |arge producers at
the North Slope, which are fundanentally in that business around
the world, or sonme other players downstream

2:15: 07 PM

MR. PALMER, in response to Co-Chair Neuman, explained that the
reason for expressing estimates in 2009 dollars is to provide

consistency in the nunbers. The capital cost estinates were
conpleted in md-2009 and this is why these nunbers are being
used. It allows for conparison of where things are at today as

the project noves forward to in-service in 2020.
2:16: 04 PM

REPRESENTATI VE  GUTTENBERG understood that a |lot of the
escal ating costs have to do with the spread between the val ue of
the Anmerican dollar [which is now l|less than] the Canadian
dol | ar. He asked whether currency traders provide a |ong-term
forecast in regard to this situation, given that it used to be
t he ot her way around.

MR. PALMER responded that APP has made an estimation |ooking at
the forward curve and forecasts of what that may be. He agreed
that this does change and has changed significantly in the |ast
two vyears. He related that the State of Alaska provided
applicants with a specific exchange rate for wuse in their
applications, and he believes this was so the state could
conpare a nunber of potential applications across the board.
Many parties are predicting that in the next couple of years one
Canadi an dollar wll be 93 cents U S., which is a higher |evel
than APP has predicted here. He said he thinks APP used a 1.1
factor for the Canadian dollar. He pointed out that the US
dollar could also be affected by what it does relative to the
Japanese yen, the euro, and Korean currency because that is
where sone of the materials for this project will be comng
from This variable is part of the reason for the capital cost
and tariff ranges that APP is providing here.

2:19:23 PM
REPRESENTATI VE KAWASAKI asked why the cost of a |iquefaction

plant was not included in figuring out the tariff terms, given
that the AG A application required an alternative to Val dez.
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MR. PALMER replied that this was included as a fallback
alternative when the AG A application was nmade in 2007. Sone
| egi slators pressed that it be nore than just an alternative and
APP has done so. This was done on a simlar basis as for the

gas treatnment plant and the Al berta option. TransCanada does
not have the expertise to put forward a proposal for
liquefaction. It is a matter that potential custoners are in a
position to provide and if they wish to do so, he suspects they
will do so under their own proposal rather than asking APP. So,
yes, in the AGA application it was put forward as an

alternative as a fallback; now APP is putting it forward as a
full alternative.

REPRESENTATI VE KAWASAKI said that a specific portion of the AGA
nmust-haves calls for a detailed description and defines what
those are. The descriptions APP has here and in the application
do not seem as conplete as he would |i ke them

2:22: 14 PM

MR. PALMER, in response to Representative Seaton, explained that
the Valdez option is for a 3.0-billion-cubic-feet-per-day
treatment plant and a 48-inch pipeline from Prudhoe Bay to
Val dez carrying 3.0 billion cubic feet per day (Bcf/d). The
vol une and di aneter were requested by potential custoners.

2:23.:19 PM
COCHAIR JOHNSON, in reference to the pipeline route nmap
depicted on slide 2, inquired whether entry into the Al berta Hub

is based on the solid red line or the dotted red |ine.

MR. PALMER explained that the Alberta Hub is a notional point,

not a physical |ocation. Entry is at TransCanada's principle
pi peline system within Al berta, depicted by the blue Iines.
Once this is done and the receipt toll is paid, the gas is at

the hub. For the Al berta option, a new contiguous pipeline [the
solid red line beginning at Prudhoe Bay] has been included al

the way to Boundary Lake, Alberta, because those facilities are
requi red. Between Boundary Lake and Caroline, Al berta, APP wl|
build the facilities as necessary, which is why this portion is
depicted as a dotted [red] line. That portion may or may not be
a contiguous pipeline to nove Al askan gas to market because APP
may only need to loop the existing pipelines, neaning that
partial pipelines would be built to supplenment the existing
pi pelines shown in blue. This would mnimze the cost for
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Al askan gas and for other custoners. |f parties wi sh, APP could
build a contiguous pipeline all the way to Caroline, but he
suspects custoners will likely not want that.

2:25: 08 PM

CO CHAIR JOHNSON asked why, since distance is noney, the
proposed pipeline is not being brought into the hub just east of
Fort Nel son.

MR. PALMER answered that the route shown on slide 2 is the route
approved by the Northern Pipeline Agency and is the approved
route for this project through Canada. TransCanada proposed in

its AGA application tw years ago, and still proposes, that
custoners will have the alternative to opt to deliver out of
this system at Fort Nelson and into TransCanada's "blue-line
systenf at that point - comrercially, not physically - and he
recalls that that would provide Al askan custoners a savings in
the range of 15-20 cents [per MVBtuU]. If a customer opts to do
this, it wll have to opt to go into the Alberta Hub

TransCanada called that the Fort Nel son option in its
appl i cation. The savings cones from Alaskan and Alberta
shi ppers sharing the piece of pipe between Fort Nelson and
Boundary Lake. It would not change the physical pipeline, but

it would change the commercial arrangenment between custoners.
2:26:49 PM

MR. PALMER, in response to Co-Chair Johnson, said the nunbers
that he recalls fromtw years ago, in the event that a custoner
chose to deliver into the Al berta Hub at Fort Nelson and have
TransCanada seek that fromits regulator, would be a savings of
15-20 cents per MVBtu. It only makes sense for TransCanada to
seek that if the customer chooses to go into the "blue systent
which is the hub; if the custoner chooses to go off on another
system then that woul d make no sense.

2:27:36 PM

MR. PALMER, in response to another question from Co-Chair
Johnson, stated that at or upstream of Boundary Lake, custoners
now have under APP's new proposal the alternative to go off on
ot her systens. Custoners could also decide to put gas into
TransCanada' s system which he hopes they wll do. If they do
so, then TransCanada would contract wth Foothills Pipe Line
Ltd. (Foothills) to <construct the necessary facilities to
Boundary Lake and beyond Boundary Lake wunder the Northern
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Pi peline Act. He pointed out that the blue lines on slide 2
that go east, southeast, and southwest from Caroline to Monchy,
Saskat chewan, and to Kingsgate, British Colunbia, are pipeline
facilities owned by Foothills and the facilities within Al berta
are contracted to [ TransCanada' s] Al berta system

2:28:43 PM

CO CHAI R JOHNSON surm sed that the top of TransCanada's pipeline
system east of Fort Nelson [depicted in blue] is part of the
Al berta Hub.

MR. PALMER replied that TransCanada's proposal, the Al aska
Pi peline Project proposal, goes to Boundary Lake and beyond if
necessary. He said APP is not proposing to go across directly
east from Fort Nelson into the blue line because there is
insufficient capacity in the blue line to transport Al aska's
gas.

2:29:48 PM

CO CHAI R NEUVAN observed that TransCanada's pipeline system is
primarily in Al berta. He inquired whether there is a different
tax structure in Al berta.

MR. PALMER answered that the red line through British Colunbia
to Caroline, Alberta, is Foothills pipeline. The |ine that goes
sout heast through Al berta and ultimtely through Saskatchewan to

Monchy is also Foothills pipeline, as is the line going
sout hwest down to Kingsgate. They are all British Colunbia and
federally regulated. Until |ast year, TransCanada's blue system

in Alberta was provincially regulated, but it is now federally
regul ated by the National Energy Board. So, there really is no
difference in regulation at the present nonent. The Foothills
pipeline is certificated under the Northern Pipeline Act.

2:31:14 PM

MR. PALMER, in response to Co-Chair Johnson, said he does not
know off the top of his head what the capacity is of the
pipeline that is |ocated east of Fort Nelson. However, he knows
it is not 4 billion cubic feet per day (Bcf/d).

CO CHAIR JOHNSON asked whether it would be nore efficient to
|oop the aforenmentioned line than to build the proposed new

pi pe.
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MR. PALMER responded that TransCanada's proposal is to build the
pi peline to Boundary Lake and that is the certificated route in
Canada; |[TransCanada] is not proposing the alternative Co-Chair
Johnson is describing. Therefore, no analysis has been done on
this question. A significant piece of pipe wuld have to be
built from Fort Nelson east and he estimates that the savings in
terms of mleage is nodest. That pipeline would then be
significantly farther north in Alberta than it would be at
Boundary Lake. It would take a significant anmount of work by
TransCanada to eval uate whether that would provide a | ower cost.

2:32:34 PM

MR. PALMER, in response to Representative P. WIlson, stated that
t he nunbers presented on slide 12 for the Valdez option are for
a 25-year contract term He does have nunbers for a 20-year
term and will provide them if nenbers w sh, but he has not
represented themon this chart.

2:33:27 PM

MR. PALMER commenced his presentation, noting that the Henry Hub
gas price is located in Louisiana (slide 12). The price for gas
delivered to West Coast U S. markets via the re-gas termnal in
Baja, California, Mexico back up to San Diego market, should be
reduced by about 75 cents per MVMBtu. He said he has denoted oi
prices on this slide because Asian nmarkets are priced off an oil
basis. Any potential customer will have to make an estimte as
to whether that will still be the case when this project goes
in-service 10 years from now.

2:34: 27 PM

MR. PALMER noved to slide 13 and explained that the black |ine
on the graph is the forecast of oil prices from the US.
Department of Energy's Annual Energy Qutlook (AEOQ at the tine
when [TransCanada] made its AGQ A application, and at that tine
the forecast [for the years 2020 through 2030] was for about $60
per barrel of oil (bbl). In 2010 the AEO forecast [for the
years 2020 through 2030] was for oil prices well above $100 bbl.
He pointed out that there is a large difference in the
forecasted oil prices for AEO 2007/ AEO 2008 and AEO 2009/ AEO
2010. However, he continued, this is not the case for the gas
price forecasts shown on slide 11. Thus, the U S. Departnent of
Energy's two nost recent forecasts are indicating a significant
change in the oil to gas ratio.
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2:35:38 PM

MR. PALMER, in response to Co-Chair Neunan, said he believes the

U S. Departnent of Energy is predicting there will be a surplus
of natural gas in North Anmerica relative to oil. If this
beconmes the case, such ratios have not been seen since 1982. In

further response, he said that in 1975 the natural gas price was
44 cents per MMBtu and the oil price was $11.16 [per barrel], an
oil to gas ratio of 25:1. The ratio declined from that point
and 1981 was the last tine it was above 16:1, which was the
ratio in 2009.

2:37: 27 PM

MR. PALMER turned to slide 14 and highlighted the m|lestones
that are required to nove the project forward out of the
devel opnent st age. Al aska Pipeline Project expects to get
conditioned bids and, if that occurs, APP will have to work with
those producers and shippers to resolve those issues.
Regardl ess of the open season outconme, APP is obliged to
continue with environmental, engineering, and field work to
advance to the mmjor permtting in the US. and Canada.
Environnental contracts were recently awarded to URS Corporation

and to AECOM for the Alaska fieldwork that will comrence spring
2010. He enphasized that APP will neet its AG A obligations,
but it wll advance the project in-step with comercial and

regul atory breakthroughs by all parties because it does not want
to get ahead of the remainder of the conmponents of the project.
It is inportant that both the project's and the state's nonies
are spent prudently. Lastly, Alaska Pipeline Project wll
continue to seek alignment with "BP* and "ConocoPhillips" as APP
believes that is the best way to succeed in the project.

2:40: 05 PM
REPRESENTATI VE P. W LSON surm sed that advancing the project in-

step with comercial and regul atory breakthroughs neans APP wil |
ei ther speed up or slow down to neet those breakthroughs.

MR. PALMER answered correct, all while neeting AGQ A obligations.
Al aska Pipeline Project cannot stop if nothing is happening as
it is obligated to continue to apply to the Federal Energy
Regul at ory Conmi ssi on (FERC).

2:40: 50 PM
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REPRESENTATI VE KAWASAKI, in regard to continuing to seek
alignnment with "BP*" and "Conoco," asked what negotiations have
occurred recently.

MR. PALMER responded that for nore than two years his conpany
has made offers to the very high |levels of those conpanies and
to-date there has been no take-up of that offer by either
conpany, SO no negotiations have been undertaken to date. He
added that negotiations with "ExxonMbil" comenced in fall 2008
and they canme together in June 2009.

2:42:35 PM

MR. PALMER returned to his presentation and discussed the
commercial and regulatory mlestones that are needed to advance
the project out of the devel opnent stage by other parties (slide

15). Producers and shippers that have conditions precedent with
APP will have to work with the project to try to resolve those
condi ti ons. Al aska Pipeline Project has heard publicly that

producers want to resolve upstream fiscal and production |evels
at Prudhoe Bay, Point Thonson, and other fields with the state
and the Alaska Gl and Gas Conservation Conm ssion (AOGCC).
Al aska Pipeline Project is not a party to that. Lastly,
producers and shippers wll have to arrange downstream
transportation and secure final gas markets and, if they choose
to export the liquefied natural gas (LNG, they will have to get
an export permt to nove the LNG to international markets.

2:43:50 PM

MR. PALMER said the counterpart mlestone is that the State of
Al aska needs to resolve with shippers and producers the upstream
tax or production issues. Also, the state needs to continue to
facilitate project permtting so the project can proceed
expedi tiously. He noted that the U. S. government has a federa

| oan guarantee in place and legislation in place. Al aska
Pipeline Project would like the U S. governnent to detern ne
whet her the $18 billion |oan guarantee will be changed and to

set out the ternms and conditions under which that |oan wll
becone effective; this goes to what the ultimate interest rate

will be for the project. The interest rate is critical because
it affects the toll and ultimately affects the viability. I n
its analysis, APP assuned the existing legislation of $18
billion plus inflation, and assuned the |oan guarantee would
provide an interest rate benefit relative to a non-guaranteed
interest rate. If the U S. government were to increase that

amount or provide access to the Federal Financing Bank, the
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interest rate would be lower for the project and this would
i nprove the tolls

2:45:35 PM

MR. PALMER, in response to Representative Seaton, explained that
APP has applied the existing legislation for the |oan guarantee
to both the Valdez and Al berta options. When gas is exported

there is a limt as to what the guarantee value can be; but

based on APP's analysis to date, that is not a material matter
at this point. Any changes in the legislation will be applied
as APP noves forward.

2:46: 35 PM

MR. PALMER returned to his presentation and noted that the
governnment of Canada, Al aska Natives, and Canadian First Nations
need to facilitate project permtting and alignment (slide 15).
He then summari zed his presentation (slide 16): the open season
wll be conducted May-July 2010 provided FERC approves APP s
plan; APP is offering a $500-nillion-per-year inprovenment in the
commercial ternms versus AG A, APP believes both the Alberta and
Val dez options are technically and comrercially viable; the
project, as well as producers, shippers, and governnents, must
achi eve regul atory and commerci al breakthroughs to nove fromthe
devel opnent phase; and the best opportunity to align al
st akehol ders and to nmake the project a success will be provided
by TransCanada, ExxonMobil, and the State of Alaska working
t oget her through the AQ A structure.

MR. PALMER added that it is tine to align to make this project
go forward, and this is being sought so that the project is a
success for Alaskans as well as for North American and gl obal
mar kets. The project will provide thousands of jobs and nassive
revenues and it wll open up a new basin for Anericans. He
noted that all of APP's open season information is avail able at
www. t heal askapi pel i neproj ect.com and the FERC website as wel | .

2:48: 55 PM

CO- CHAIR NEUMAN comrented that Alaska's gas nust conpete
globally and in the Lower 48 and to do that APP nust have a
price structure.

MR. PALMER replied that APP does recognize the conpetition, and

this is what he described to nenbers on 2/1/10. The world is a
different place than it was two years ago and wll |I|ikely be
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different again in tw nore years, five years, and thirty-five
years, and APP nust conpete. He hopes he has shown that APP is
conpeting; for exanple, APP has offered a $500 million per year
toll reduction, which he outlined on 2/1/10.

CO CHAIR NEUVAN said he is referring nore to slide 15 and the
things that the Al aska State Legislature should be | ooking at.

MR. PALMER concurr ed. Al aska Pipeline Project will do what it
can and hopes that other parties will also stretch to nmake this
proj ect a success.

2:50: 28 PM

REPRESENTATI VE KAWASAKI inquired what the State of Al aska could
do to encourage alignnent with "BP" and " ConocoPhillips."

MR. PALMER suggested that alignment of the last two parties
would be facilitated if the State of Alaska continues its
alignnment to advance this project, supports the AG A structure

and resolves the itens listed on slide 15. If the project is
stall ed, slowed, or postponed, stakeholders will go in different
di rections. He said local opposition kills projects, despite

federal approvals and alignnment of custonmers and sponsors.

2:53: 01 PM

MR. PALMER, at Co-Chair Neunman's request, reviewed the process
for open seasons. He explained that the process is established
by regulatory fiat in the U S and Canada, and is a process that
must be undertaken by conpanies proposing pipelines. The
pi peline conpany mnust provide to potential custoners the costs
for the project, potential tariffs, and commercial terns. The
custoner has the opportunity to examne the formal witten offer
as wel | as to have di scussi ons W th t he conmpany' s

representatives. This has already occurred for this project and
is part of the reason for APP's conmercial offering, and wll
continue through the open season. |If approved by FERC, the open
season for this project wll occur from May-July 2010. Duri ng
this My-July tine period, potential custoners wll seek even
nore information than what APP has provided on its website. | f
potential custoners sign confidentiality agreenents wth APP,
they will see thousands of pages of support nmaterial as to how
APP derived the capital costs. At the end of July 2010, those
potential custoners wll nmake an offer for what APP has
described or an offer with certain conditions.
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2:56: 04 PM

MR. PALMER, in response to Representative O son, said APP has an
AG A confidentiality agreement on file with the admnistration
under the AG A statute. Certain |egislators signed agreenents
in the past to obtain certain information. However, the
confidentiality agreenents that he was just describing are to
allow APP's custonmers to see the confidential definition of how
APP derived the capital costs and other conponents. WMany of the
pot enti al custoners have already executed confidentiality
agreenents with APP to protect their information through the
di scussion stage and those wll continue forward into detail
data roons after the open season starts.

2:57: 07 PM

MR. PALMER, in response to another question from Representative
O son, said there will be different stages of data roons. The
first will be available to the public and the bulk of that is
already sitting at TransCanada's and FERC s websites. The
second stage will go to the issue of |and holdings and so on,
and he thinks that will be accessible to a nunber of parties.
However, the materials on APP's capital cost estimates will only
be available to potential custoners; legislators will be unable
to see that information. In further response to Representative

Oson, M. Palnmer said he is not famliar with the tiered
information basis wused by former Governor Frank Mirkowski's
adm nistration; he was describing only what Al aska Pipeline
Project will be doing.

2:58: 10 PM

CO- CHAIR NEUVAN noted that people who wanted information about
what happened earlier with contracts between TransCanada, the
state, and other conpanies signed confidentiality agreenents.
He hinself did this to nake sure he was nore informed. He urged
menbers and the public to review the information that s
available on the commttee's website, as well as the sites
mentioned by M. Pal ner.

2:59:36 PM
ADJ OURNVENT

There being no further business before the commttee, the House
Resources Standing Comm ttee neeting was adjourned at 2:59 p.m
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