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COCHAIR LESIL MCGQU RE called the Senate Resources Standing
Commttee neeting to order at 3:33 p.m Senators Stevens,
McGuire, Welechowski, French, and Huggins were present at the
call to order. Senator Stedman arrived shortly thereafter.
Senators Thomas and Paskvan and Representative Ranras were also
present .

CO-CHAIR MCGU RE announced the excused absence of Senator
Wagoner. She said in-state gas is now the nost inportant issue
for the commttee.

Overview. Natural Gas for Instate Use

3:33: 57 PM

WLLIAM WALKER, Attorney, Wilker and Levesque LLC, Al aska
Gasline Port Authority (AGPA), Anchorage, AK said he will give a
brief overview He provided the names of the nenbers of AGPA' S
ni ne- menber volunteer board. It is chaired by Bert Cottle, the
Mayor of Val dez.

3:36:51 PM

MR. WALKER thanked the legislature for its intent |anguage
passed | ast year in a vote of 58 to 1, which allowed AGPA to go
to its partners and to the market and show that the exclusive
license to TransCanada didn’t negate LNG “what you did with the
passage of the legislative intent proved ...that the l|egislature
has every bit of interest in the LNG project being considered
and evaluated — so thank you very much for that.” Follow ng the
intent |anguage, AGPA received Adm nistrative Oder 242 from
Governor Palin, which was also hel pful, he said. It kept AGPA s
partners interested, and AGPA would not be present today if the
| egi sl ature had not done that. M. Wil ker went to Hawaii | ast
year to nmeet with the Ofice of Hawaiian Affairs, which is
anal ogous to the Al aska Federation of Natives (AFN). Hawaii 1is
evaluating the inportation of LNG It is now using coal and
diesel and wants cleaner and cheaper fuel, and they have
expressed an interest in Al aska gas.

3:39: 08 PM
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MR. WALKER said the AFN passed a resolution to support an LNG
project that gets energy to Hawaii and rural Al aska. The Ofice
of Hawaiian Affairs may be comng to Juneau to speak with the
| egi slature. He expressed an interest in continuing to devel op
t hat rel ati onship.

3:39:43 PM

MR. WALKER said AGPA continues to work with Mtsubishi and
Senpra, and it is entering its next |level of agreenments. They
both want to conme to Juneau to speak with the commttee on what
is happening on the world market and why they want to be
involved in the Alaska LNG project. He noted that Mtsubish

brings in about 50 percent of the LNG to the Asian nmarket.
Senpra is one of the largest nmarketers of natural gas in the
Lower 48, “so we feel we ...cover both spectruns — both the world
market as well as the U 'S nmarket by having both of those
entities.”

MR. WALKER said AGPA's focus since the passage of AQ A [Al aska
Gas I nducenent Act] is preparing for the open season in July,
2010. It has net with TransCanada. TransCanada has conmitted to

build a stand-alone line to Valdez, which will be independent of
a Canadian line if there are sufficient customers on that |ine.
He thanked the legislature for its involvenent in *“that
process.” It is a significant piece because TransCanada is a

very good pipeline conpany. AGPA has spent many days in Cal gary
with TransCanada |ong before AG A began. M. Walker said he is
pleased with TransCanada’'s track record, and AGPA plans to
continue to work with it in preparation for the open season, and
“it’s just nice to have that piece taken care of.” AGPA's role
is the liquid fractionation facility in Valdez, he stated.

3:42:22 PM

MR. WALKER said AGPA is working on cost estimates for that
facility. It needs to “have the sane |evel of cost estimate that
TransCanada has. They have proposed a Class 4 cost estimate. W
need ...to nmake sure that our cost estimate for the |iquefaction
and the fractionation units are of conparable class so that it
fl anges up ... because no one will be wanting to ship just to the
end of the pipe. They' Il need to know all the way through,
including the shipping piece of it.” So, AGPA wll cover the
liquifaction and the shipping. Some will take care of their own
shi pping, he noted. AGPA's goal is to attract custoners to the
open season, so it is inportant to nmake it attractive to the
shi ppers — those that own the gas, whether it is the producers
or soneone who buys it from the North Slope producers. That's
where AGPA's focus i s now
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3:43: 46 PM

MR. WALKER said AGPA believes that LNG maxi m zes the well head
value of the gas. "W are all about in-state use of gas," he
stated. AGPA's AG A application initially had 22 off-take
points, and it is now narrowed down to 18. “That’s the kind of
focus we have on in-state gas. W contacted every mlitary base
in the state ...any industrial user.” The goal is to get as much
gas used in Alaska as possible. AGPA has a long relationship
with ANGDA [ Al aska Natural Gas Devel opnent Authority]. The two
groups have a nenorandum of wunderstanding together regarding
gas. Recently Scott Heyworth attended one of AGPA' s neetings.

The two groups are going to work closer. "W applaud what
they're doing — |I think *boots in the field is the term that
Harol d [Heinze] has used." He said “that brings value to getting
gas to Alaskans. W hope that their line only has to go to
G ennallen instead of all the way to Delta. That’'s what we're
wor king towards, and ... we applaud what they're doing, and we
will continue to work with them?”

3:45:37 PM

MR. WALKER said the biggest change in the past year has been in
the market. Shale gas devel opnent is astounding, he said. He

provi ded sonme articles on shale gas. Wth horizontal drilling
“they fracture the gas hydraulically wth water and the gas
comes out.” “The estimtes are absolutely huge.” The Marcella

play in West Virginia to New York is estimated at 1,300 trillion
cubic feet. There are estimtes of tw to three thousand
trillion cubic feet of gas available in the shale gas
devel opment. This devel oped quickly because “when the price at
Henry Hub went to $13, suddenly there was plenty of noney for
technology to go in and do things that they couldn’'t do at $2
and $3, and sonme of the articles that |'ve read .. refer to
technol ogy as the absolute unsung hero in this process because
that’s really what has cause it to happen.” The prices have now
dropped, and recent articles said noney can still be nmade on the
shale gas at $5. Today's price is $4.79. In the last 12 nonths
there has been a 10 percent increase in gas production because
of shale gas. It is a “ganme changer,” he said. Otawa | ust
decided to put “a couple mllion dollars” into the MKenzie
project to get ahead of the shale gas. This is significant.

3:48: 23 PM

MR. WALKER said Alaska has nultiple options, and LNG nakes an
abundance of sense. One of the largest shale gas plays is in the
Horn River Valley of British Colunbia and is speculated to be as
big as the Barnett play in Texas. He said the rmunicipal
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ordi nance of Fort Wrth allows drilling a gas well wthin 600
feet of someone's honme without a variance. Wth a variance, a
well can be drilled wthin 200 feet of a hone, and then
“everybody shares in the royalty.” The Fort Wrth area is
produci ng about 3 BCF of gas, and sone believe it can go up to 6
BCF. He noted that plays are spread out across the continent. It
is great news for North America and the security of supply.
“Sone have speculated that there is enough for the next 100
years in the shale gas devel opnent.”

3:50: 10 PM

MR. WALKER said AGPA has watched its conpetition take advantage
of that. AGPA received a letter from the Kitimat [British
Colunbia] receiving termnal 13 nonths ago indicating a desire
for Alaska LNG About a week ago it was announced that Kitinmat
is now an LNG export termnal with Mtsubishi as a partner. “W

certainly don't fault them in any way. It just 1is another
indication to us that people are putting a lot of credence in
the shale gas developnent.” Kitimat is |ooking at the prem um

Asian market for its LNG and because of the change of pricing
in the Lower 48 it nade nore sense to be exporting into the
Asian market. That gives the first real conpetition on the West
Coast, and now AGPA needs to work a little faster and harder.

3:51: 59 PM

MR WALKER said AGPA is an in-state project and an export
project. The in-state part is the heart of the purpose of AGPA
In the North Slope, 8.4 BCF of gas is injected every day, and
2.7 of that could be taken off today, according to AOGCC [ Al aska
O 1 and Gas Conservation Commission] Rule 9. “So we cone from an
exi sting source of proved reserves on gas — i s where our project
woul d begin.” He believes that LNG provides the highest netback
to the North Slope producers and to the state. It is inportant
that AGPA can provide the highest netback to a holder of a
|l ease. “We think it’s helpful that for a later |ine through
Canada that they could tie in at Delta Junction, and there d be
550 mles of shared line.” That hel ps the econom cs. AGPA is not
interested in waiting for that to happen before a |ine through
the rest of Alaska takes place, and that is why AGPA is pleased
with the independent, stand-alone |line to Valdez if there are
sufficient custoners. AGPA does not have a volume restriction of
500 MCF. AGPA is within AGA and would be utilizing TransCanada
and its license. The volune will be what the market w Il bear.
It depends upon the train sizes and the consunption wthin
Al aska. It is good not to be Iimted to the 500 MCF. There are
sone parts of Alaska that have never had access to natural gas,
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and it is hard to put out a nunber. There nmay be devel opnent in
the future, so he wants to be able to exceed 500 MCF

3:54: 45 PM
SENATOR HUGGE NS asked if TransCanada agrees with no restriction

MR. WALKER said yes, as long as it cones through its |line. AGPA
has commtted to working with them

CO CHAIR MCGUI RE asked if that is in witing.

MR. WALKER said AGPA is getting that and will provide it to the
commttee. TransCanada is already working on the open season.
“They’ ve done the over-flight to Valdez.” AGPA is working on the
vol une estimate to provide to TransCanada this week. TransCanada
needs to know the size of the pipe so it can conme up with a cost
estimate for the Valdez portion. AGPA, Senpra, Mtsubishi, and
TransCanada are “working toward their open season.” The pipeline
route will be parallel to TAPS [Trans Al askan Pipeline]. There
have been three environnental inpact statenents; two were done
by Al yeska and one was done by the Yukon Pacific Corporation, so

there are few surprises in that route. TransCanada w || be doing
the pipeline portion. AGPA will enjoy all the benefits of AGQA,
i ncluding expedited considerations. The largest in-state line
provides the anchor for nore econom cal gas developnment in
Al aska. O ftake locations will benefit from that |arger volune.
“Qur anchor tenant is the world nmarket.” Tokyo is very

interested in gas from Al aska, and they have been receiving gas
from Nikiski since 1969. Al aska has the highest rating in the
world on on-tine deliveries, and it is the |ongest contract, by
far, that’s ever been honored. That nmeans a lot to conpanies
that require that to generate the product.

3:58:18 PM

MR. WALKER said, “W have the anchor tenant ...and how t hat woul d
be distributed on the world market between the West Coast of the
US., Hawaii and Asian market, the market wll really be the
test for that.” He likes the fact that it is all within Al aska.

CO CHAI R W ELECHOWBKI said during the open season next year, in
May or June, the Asian corporations and countries will have the
opportunity to nmake deals with the oil conpanies to put the gas
inthe line for a line down to Val dez.

MR. WALKER said that is correct, “They would either be able to
buy it at the wellhead prior to the open season or purchase it
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with the shipper, the current |essee, retaining control of it to
their site.”

CO-CHAIR W ELECHOMSKI asked if there are states, countries, or
organi zations that are planning on doing that.

MR. WALKER said AGPA would probably not have M tsubishi and
Senpra if that was not going to happen. He believes they have a
high level of confidence that it wll be a successful open
season.

4:00: 06 PM

CO CHAI R W ELECHONSKI said the nost inportant thing for Al askans
is getting the quickest and cheapest natural gas. He asked if
AGPA' s route provides that. What is the best for Al askans?

MR. WALKER said AGPA is the quickest because of the sheer
econoni cs. There are proved reserves and a market that wll take
the volune that Al askans cannot use. "W believe that the line
parallel to TAPS through an existing corridor is the quickest
and surest."” The goal is to get it to Alaskans at an economn cal
price, and that is what the LNG project provides. It provides
the anchor tenant that allows there to be econom es of scale for
the transportation of the gas. The goal is to get the tariff as
| ow as possible. That sanme benefit equates to $10 billion to the
consuners in Canada with the TransCanada |ine. The sane concept
woul d apply in Al aska.

4:01: 56 PM
CO CHAI R W ELECHOWSKI asked what that cost m ght be.

MR. WALKER said it depends on the volunme at the open season. It
needs to be enough to offset the costs. The tariff wll be
significantly lower than it would be with a nuch smaller |ine.

CO CHAIR W ELECHOWSKI asked about the recent rejection of the
renewal of the pernmits for Yukon Pacific.

4. 02:48 PM

MR. WALKER said he knows that conpany has spent a lot of tine
and noney on its efforts. There may be reconsideration for it,
but he doesn’'t know if that will affect AGPA. “We wll either
work with them with their permts or we wll apply our own
permts.” He doesn’t think it is a problemat all.

SENATOR FRENCH sai d one hang up with the LNG project was getting
an export license to send the gas overseas. He suggested the
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recent discoveries of volunes of natural gas in the Lower 48 may
be an inpedinent to the big pipeline, but it nmay provide an
opportunity to overconme the difficulties of shipping overseas.
He asked if the (Cbana administration would |ook nore favorably
on an export license for Alaska’s gas given these new
di scoveri es.

4:04:16 PM

MR WALKER said AGPA follows that <closely. There 1is a
presunption of export. Anerica wants to export products, he
stated. To not grant it has to overcone the proof that there
will not be enough gas for the United States. The shale gas has
resoundi ngly shown that there is plenty of gas in the U S. The
export license can “interruptible” in case there was a shortage
in the Lower 48. The bal ance of paynments is inportant, and AGPA
woul d be happy with any one of the reports that have cone out.
“I'CF has cone out with sone significant reports in Wshington
D.C. on the amount of shale gas -- when the energy consultants
are referring to the lower 48 as awash in gas ...that’s good news
for us as Al askans when we go for the export license." There is
a desire for gas for Americans, and he noted that Al askans are
Americans too, so if Alaska has to export to provide gas to
Al askans, “that should be taken into consideration and we
shoul dn’t be prevented from using our resource” for fear of a
future shortage in the Lower 48.

4:06: 20 PM

SENATOR HUGA NS said there are two countries that buy [U S ]
bonds: Japan and China. This econonmic relationship and China' s
great thirst for the resource, “may beconme overwhelmngly
inportant for us as we build up this growng debt of trillions,
which probably is even nore inportant than an export permt
because it may be fundanentally spring-loaded until we have to
do the export permt when we |ook at the econom c analysis of
who buys our bonds.”

CO CHAI R MCGQUI RE asked if Enstar's proposal is conpeting or not.

4:07: 30 PM

MR. WALKER said AGPA is pleased with anyone wanting to nove gas
in Alaska, “so we don’t really look it as a conpetitor; we |ook
at it as a different concept. They have a totally different
concept than we have.” The goal is for the best one to proceed.
AGPA is working wth TransCanada because of the AG A process and
because of the volune restrictions and the opportunity to have
the world market as the anchor tenant. He applauds anyone
spending tinme, noney, and effort to get gas throughout Al aska.
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4:08: 22 PM
The commttee took a brief at-ease.

4:10: 09 PM

HAROLD HEINZE, Chief Executive Oficer, Alaska Natural Gas
Devel opnent Authority (ANGDA), Anchorage, said he will give an
update since his last hearing in July. He noted the recent
changes in oil prices, the neltdown in financing, and potenti al
enpl oyment issues. It is not all bad in that "we have created
some nmonmentum on the big gas pipeline.” Today there are two
active sponsor groups noving forward. The decline in oil prices
"bought wus sone tine." There are still people in bush Al aska
suffering fromthe high fuel prices, but there is sone relief.

MR. HEINZE said ANGDA's current project is the Beluga-to-
Fai rbanks |inkage. It |links Beluga to Palnmer through d ennallen
and on to Delta Junction in a high-pressure gas pipeline. It
then provides for either a high-density plastic pipe or small-
di aneter steel pipe (awaiting the big pipe) linking Delta
Junction on up to Fairbanks. That project is an outgrowh of a
chal l enge given to ANGDA because of the extrenme energy costs
experienced by Fairbanks.

4:13:26 PM

MR, HEINZE said, “That is the B2F project.” ANGDA has a
conditional right-of-way “between the Palner dennallen area”
from the state. It parallels the Trans Al askan pipeline from
G ennallen up to Delta Junction and up to Fairbanks. ANGDA can
make econonmic sense of this project, “feeding a relatively small
volune of Cook Inlet gas all the way up to Fairbanks.” The
econonmics are not the greatest, but if it had existed in July
when the cost of gas was high it would have provi ded substanti al
relief to the people in Fairbanks. There may be |ess interest
with the current price of oil near $40. It wll not renmain at
that price forever, “so we see this project as one that is
worthy of noving forward and at |east have it as an option.”
ANGDA wants to preserve options, he said. None of these
[ projects] require huge commtnents at this point, and they have
been advanced with very nodest efforts and expenditures conpared
to the scale of the potential savings. ANGDA conpleted the
wet | ands work for the entire route.

4:16: 03 PM
MR. HEINZE said the wetlands work is a major permtting step.
ANGDA has also initiated the federal Environnental | npact

Statement on the entire Beluga to Fairbanks project, which is
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the necessary step for the state and federal right-of-ways and
all other federal permts. That process takes about 18 nonths so
there should be a draft result in less than a year from now. He
doesn’t expect many difficult issues to arise fromit. In about
18 nonths the final permts should be conplete. The Arny Corps
of Engineers is the |lead agency. “There is no way to do an EI'S
in less than about 18 nonths.” It is his expectation that all
perm ssions will be in order by the first half of 2010 and in
the position “to start building sonething.”

4:18:10 PM

MR. HEINZE said ANGDA has used sonme of the support it has
received to help form the core of a value-added manufacturing
conference in April of this year. It is jointly sponsored by the
Tri-Borough nmayors in the Cook Inlet area and is a world-class
conference to attract the major international petrochem cal

conpanies to “light up Alaska and the availability of a huge
gquantity of ethane that nay be coming off the North Slope for
their potential consideration.” It is a crucial first step and

the best way to advance this. ANGDA hired a nunber of people
t hrough the Anchorage Econom c Devel opnment Council to actually
put on the conference. ANGDA has opened nutual-interest
di scussions with TransCanada and its wllingness to |ook at
going to Valdez. TransCanada has been true to its word on that.
It placed as much priority on Delta Junction to Valdez as it did
on Delta Junction to the border. ANGDA was already working on
acquiring additional information in the Delta Junction to
G ennallen area. In that area of overlap, he expects to find
wor ki ng Wi th TransCanada very producti ve. Under Ad A,
TransCanada is spending a percentage of public noney and it
makes sense to work closely.

4:20: 03 PM

MR HEINZE said ANGDA is seriously negotiating purchasing
propane nolecules on the North Slope with the intent that when
that agreenent is reached it wll beconme the basis for private-
sector construction of a propane extraction plant, and trucking,
barging, and all activities associated with distributing propane
from the North Slope. He believes that wll offer a fuel
alternative to nmany rural communities along rivers or tide
water, including Cook Inlet. The terns of that agreenment have
not been finalized, but he has every reason to expect that it
will offer a conpetitive fuel price for nmany parts of Al aska.
Last week ANGDA announced its intention to form a gas-supply co-
op for the utilities. ANGDA's major concern is the role it can
play as an aggregator. Many utilities are fractured in their
needs and don't have the financial ability to take long-term
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positions that are necessary for shipping conmtnents and “other
things like that.” ANGDA |ooked at the alternatives and found
that existing state statutes are good for the formation of a co-
op. It takes a limted anmount of people to prepare papers of
incorporation. He envisions a traditional, nenu-driven, Kansas
farmer-type co-op. The nenbers of the co-op will set the nenu
and drive the priorities, and they can choose what to use. In
this case the focus is on seven or eight of the electrical co-
ops. He said he believes there is reasonable interest in order
to take it to the step of formng [the co-op]. Feedback so far
has included gas storage and immediate contracting for gas in
t hi s aggregated and cooperative format.

4:23:11 PM
CO CHAI R MCGUI RE asked the inpetus for that.

MR. HEINZE said ANGDA conducted open-season workshops, and it
i ncl uded sonmeone from a co-op of utilities that buys gas in the
ground. The nmenbers are about 200 different wutilities. It 1is
made up of utilities from about six different states and is part
of their gas portfolio. Since Alaska s electric utilities are
small and fractured, a co-op will get a volune discount and wl|l
allow them to “work against each other in terns when they need
things” and help each other out, including tine trades. It would
be nmenber driven, and ANGDA's job would be to |aunch

facilitate, and help with bonding for Ilong-term purchase of
pi pel i ne space or purchase of gas. He will have nore details in
a few weeks after the board neets.

4:25:29 PM
MR. HEINZE said ANGDA has been working with the concept of a
public/private partnership. The in-state system will benefit by

not being purely public or private. That is a classic approach
used for many different things. Here the setting is different,
so ANGDA is working on realistic goals and structure. ANGDA s
maj or issues for the next six nonths include working “wth the
utilities to prepare for a fully and very active open season
process with either TransCanada Al aska or Denali in 2010.” Both
of those groups have indicated their intention to nove to the
open season sonetine in 2010. They may do it sooner than they
say in order to have a conpetitive advantage in seeking a FERC
[ Federal Energy Regulatory Comm ssion] certification. ANGDA

wants to do everything it can to prepare utilities - maybe
through a co-op — for that open season. "W've done a |ot of
work to get here; it has taken a lot of tinme and energy ...it's
going to take a lot nore work to get there, but this is the
single nost inportant thing we see.” There will be a trenendous
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benefit to Al askans “in ternms of in-state gas being on the table
from day-1 in the big pipeline’s open season. Mssing the
opportunity to fully participate may bring on severe penalties.

4:29:02 PM

MR. HEINZE said there still exists the opportunity for sone
significant level of field construction activities as early as
2010. It is a window that m ght not stay open for very long. The
econony of Alaska mght want this activity in 2010. Meeting the
earlier tineline mght have significant benefits. ANGDA found
that there is a sense of nonentum that sonmething is going to
happen since the inclusion of the two sponsor groups. If the
open season occurs in 2010, even if the gas doesn’t nove for
many years after, nost major pipelines know that they need to
catch that opportunity. That is good. One concern is that the
basi c process here in Al aska not be restricted. The conpetition
on the in-state part is great. He said he welconed AG A at the
time because it created conpetition between Denali and
TransCanada Al aska. In-state conpetition will be healthy too,
and ANGDA will do everything “to help that happen.”

4:32:14 PM

COCHAIR MCQUI RE said she had wondered if an Enstar-type line
woul d be “nutually exclusive to the plans that you ve laid out,
because your project and the Port Authority’'s are heavily
dependent on the open season in 2010 and the AQ A process, but
different and distinct fromthe proposed bullet line, and so |I'm
glad to hear those coments.”

MR. HEINZE said he sees Enstar as an exanple of conpetitive
concepts, and "I think that's good. | would be worried if we
t hought we could pick the right answer right now.” One should
expect “the reversal of the world in six nonths,” and realize it
isnt easy to divine the right solution. He would suggest
expanding the players, concepts, and opportunities. Let the
mar ket speak through the commtnent of gas, financing, and
funding. That is crucial for getting the best deal for Al aska.

4:33: 53 PM
CO CHAIR W ELECHOABKI asked how a public/private partnership
would work if it is market driven.

MR. HEI NZE said he wi shed he had all the answers. It needs to be
worked on. Indications are that it is easy to evaluate a
private-investor approach or a fully public approach — it’s all
debt. There are many exanples of public/private partnerships “in
achieving sone of the good from both sides, and it does require
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give. An investor doesn’t nmake as nuch in a public partnership.
He said he would not support the public taking all the risks,
and he doesn’'t think the public has the expertise. The mddle
ground is good, but he doesn’t know where that mddle ground is.
One needs to hire consultants and ask the right questions. There
is a risk/reward ratio that needs to be understood. That can be
part of the process over the next year - “not of nmaking a
deci sion, but of understanding at l|east form and structure and
t hose kinds of questions, because that’'s ultimately what affects
the utility bills all of us pay.”

CO CHAIR WELECHOWNSKI said he thought Alaska had that. The
governor had a press conference and said that ANGDA woul d be
working with Enstar. “Wiere are we with that situation?”

MR. HEI NZE said there have been conversations and sone attenpts
“to do some things.” Enstar’s main conversations have been wth
the adm nistration. But to his know edge “we have not progressed
in this area.” ANGDA has conversed with other conpanies, and he
believes there is sone opportunity to progress with them

4:36: 37 PM
SENATOR STEVENS asked about novi ng propane by barge to residents
that are off the grid.

MR. HEINZE said Alaska's small communities look like the farm
communities in the Mdwest. The big propane conpanies operate
where there are |long distances between users. Alaska has a
certain amount of propane tank users, but it cones from Canada
and Bellingham so there would be an opportunity for a different
source. Another idea is having a tank that is the sane size as
an |SO-container - “the common 20-foot, 40-foot you find all
over Al aska; we nmanage to get them everywhere ... w thout roads,
and you imagine a tank inside that steal frane,” which could be
used to fill wth propane. Mking those containers in Al aska,
and other things like that, by wusing lowinterest loans wll
solve sonme of the storage and transportation issues. ANGDA is
trying to “get it to the point where it tips to the [Al askan]
entrepreneurs.”

4:39:11 PM
SENATOR HUGA NS asked why not tailor in-state gas to an AG A
process. “Wy wouldn’'t we take in-state gas and just boiler

plate it down to an AG A process?”

MR. HEINZE said the virtue of the AG A process is to create
conpetition, but conpetition can be created wthout going
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through that process. The flaw of AGA was to try and pick a
wi nner, but the market picks winners. “And | think we're going
to ultimately end up with that in the big line too.”

SENATOR HUGGE NS asked about a gas-supply co-op and gui dance from
the adm ni stration.

MR. HElI NZE said the ANGDA board is enpowered, under statute, to
do whatever it takes to help get North Slope gas to market in a
way that Dbenefits Alaskans. There is a Il|iaison wth the
admnistration in the Departnent of Revenue. M. Hei nze,
hinmself, is a state enployee, as are the people who do ANGDA s
contracting. ANGDA is obligated to follow all of the state
procurenent rules and all the public notice provisions. There is
a pretty good public turnout at tinmes at ANGDA s neetings. ANGDA
gets public feedback, and it has outreached all along the route.
“In terms of guidance | thought | received sonme of that in July
... the governor issued a press conference; we were there ...she
told us to take care of Fairbanks if we could; devel op whatever
i deas.”

SENATOR HUGA NS asked about adm nistrative guidance subsequent
to July.

4:42: 03 PM

MR. HEINZE said it is inportant that “both the propane tineline
and B2F ...is a result of the stinmulus given to us in that
gui dance.” Since then, ANGDA has noved forward. “If you follow
us closely you'll see that our neetings and our direction and
decisions are pretty well publicized in the Petroleum News,

occasionally the other nedia chooses to cover us whether it be
talk radio or the Anchorage Daily News.”

4:43: 05 PM
The conmttee took a brief at-ease.

4:43:45 PM
COLLEEN STARRI NG, President, Enstar Natural Gas, Anchorage
t hanked the comm ttee.

GEORGE  SCHREI BER, President and Chief Executive O ficer,
Continental Energy Systens -- the holding conpany of Enstar,
Rochester Hills, M, said he will propose a way to solve the
in-state gas issue. He showed a chart on the availability of gas
in Cook Inlet. In the mddle of the next decade, if there is no
in-state gas flowng to Enstar’s custonmers by 2014, Enstar won't
be able to supply new custoners, and old custonmers will be cut
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off. He showed the Enstar gas supply contract conparison. “W
have taken the contract we negotiated about two and a half years
ago — APL-5 — and extrapolated out to where we are, which is the
|ast two contracts on the right side of the page.” He said the
APL-5 agreenent went out to 2016, which marries nicely wth
Enstar’s proposal for a line that wll be delivering gas in
2015. That was an all-requirenents contract, so as Enstar needed
gas and the market grew, “they” were contracting to supply all
of that gas. The RCA [Regul atory Comm ssion of Al aska] rejected
APL-5, and “look what happens to the volunes.” Volunmes in the
APL-5 contract were 60 BCF, and it is 10 BCF under the current
contract. The new contracts are not all-requirenents contracts

Enstar spent three years and over $2 nillion with consultants
and |awers negotiating these contracts, and the prices are
virtually the same. “1I would submit to you that the RCA did our

custoners a huge disservice by turning down the APL-5 contract.”

4:47: 32 PM

MR. SCHREI BER showed the state of gas in Cook Inlet. "W can't
wait for the big line to conme on." The custonmers need it. For
each dollar the custoner pays to Enstar, 96 cents goes to the
cost of delivering gas. There is only 4 cents in every dollar
that goes to Enstar. H gher gas prices hurt his business,
because Enstar’s profitability is tied to rate and volune. Wth
| ow prices, custoners use nore gas and Enstar makes nore noney.
At high prices, custoners conserve and less gas flows through
the line, and Enstar makes | ess noney. Sone people have trouble
understanding that. Enstar wll try and insulate itself from
t hose volunetric fluctuations so it can pronote conservation

4:49:19 PM

MR. SCHREI BER said Al aska still enjoys the |lowest cost of gas in
the nation. If there is not gas in 2014 or 2015, the inpact on
custoners will be dramatic and there will be a huge inpact on
the state’s econonmy. He presented a chart showing that natura
gas is cheaper than oil, propane, and electricity. In 2015,
Enstar will not be hooking up new custoners and wll drop
existing customers. His cost estinmates do not include the cost
of the new furnace and water heater, which will be borne by the
custoners. Customers who are now paying $150 a nmonth for gas
will pay $218 a nmonth for oil or over $500 a nonth for
electricity.

MR. SCHREI BER said what he is proposing “changes the market for
natural gas in Al aska.” He proposes to nove newy discovered gas
to the Interior and Southcentral Alaska. It is the right thing
for his customers and his business. He wll require a
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governmental franmework that pronotes private-sector investnent
with predictable and fair market prices for natural gas. Enstar

will start by taking gas from the foothills near Gubik and
bringing it to Southcentral, with a 33-mle spur line to serve
Fai rbanks. It will be 690 mles long and 20 inches in dianeter.
It will flow 500 MCF per day and cost about $4 billion. Enstar
will invest $5 mllion in engineering, environnent, right-of-
way, and other studies by the first part of March. Field work
will begin in 2009, and the other itens listed on his handout
will require another $14 nmillion. In 2010, Enstar wll spend
another $53 nillion - “this is all on the permtting, the
engi neering, the site and that kind of thing.” The big bucks
will start to be spent in 2011, he said.

4:52:53 PM

MR. SCHREI BER said Enstar has retained a world-class team of
consultants for the engineering and siting to get this pipeline
flowng by 2015. For this project there nust be gas supply on
the north end. There is no gas in Cook Inlet that will be able
to be taken anywhere. Enstar also needs custoners. There are
several areas along the pipeline where it hopes to pick up
additional gas, “under the theory that if you build it, they
will come.” He believes Enstar can start out wth gas from
Anadar ko, which had one rig in the Gubik area |ast year and now
has two rigs. He expects a report from Anadarko this spring on
what is there, but the increase in nunber of rigs indicates
supply in sufficient anpbunts. Finding custoners to take the gas
is what he worries about. The Agrium plant and an LNG export

facility need to be fully operating. Fairbanks will have to be
“built out.” If Fairbanks is conpletely gasified, it wll have
about the sane demand as Anchorage because of its weather. O her
opportunities may be available, like a petro-chemcal plant, a

| i mestone operation that needs a heat source, and others. The
driving force is to get a significant custonmer base, because

that will decrease the costs to all.

4:56:20 PM

MR. SCHREI BER said the need for additional gas is getting to a
critical point. “It’s going to have a significant inpact on the
market if we're not successful getting our line in place. W

have contracted all of our requirenments only through 2010, not
t hrough 2016.” Natural gas consunption and fair market prices
are inportant to continued economic growmh and in securing
future gas supplies. The cost of switching from gas wll be
detrinmental. Governnent-nmandated discounts won't renedy supply
and deliverability. Governnent needs to set sound public policy
that allows private-sector investnments to develop this business
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and develop storage. Tine is critical; the gas needs to start
fl ow ng by 2014.

4:58: 20 PM

SENATOR STEDMAN said he is confused. A few nonths ago Enstar
said in a press conference that it was planning on going north
out of Cook Inlet. He asked what changed.

M5. STARRING said there hasn’t been a change. There was a
di scussi on about getting relief to Fairbanks quickly, but Enstar
had gas contracts pending before the RCA at that tinme that gave
Enstar an additional five-year supply. “W also had one of our
current suppliers who we have options to purchase additional
gas.” Since that tinme, the RCA didn't approve those contracts as
subnmitted. The RCA required anendnents, and Enstar was not able
to negotiate those amendnents wth the producers. So Enstar
realized that it went from 60 BCF of gas to 10 BCF. One current
supplier declined an option for gas that Enstar had under
contract out in 2013. It has beconme clear that if there is gas
in the inlet, no one is offering it to Enstar under contract
nobody is exploring. “W know that there’'s been exploration in
the inlet; however, those efforts have not been successful.”
It’s geology, she said, and she thinks the producers are
drilling and exploring but not having success like they did in
t he 1960s and 1970s. The big finds have not proved up.

4:59: 55 PM

MR. SCHREI BER sai d, “These are commercial guys, and they want to
noneti ze their assets. W are finding it nore and nore difficult
to get themto contract for gas, and so our thinking has changed
dramatically. We are going to have to get gas fromthe north and
bring it south because the gas in the inlet is just not there.”

SENATOR STEDMVAN said, “On page 16 under 2009, it tal ks about the
field work in a |l egislative package.” He asked what that was.

MR. SCHREI BER said Enstar is in a conceptual stage of trying to
figure out if it needs sone legislation to help expedite
permtting and right-of-way review and to nake sure that fair
mar ket prices can be determined in a tinely fashion. “Wre
consi dering whether that mght nake sone sense to propose sone
| egislation for you all to consider to help in the process so we
can nmake our tineline of 2015.”

M5. STARRI NG said Enstar has |ooked at issues such as contract
versus common carrier. It has been cognizant of the AG A process
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and trying to connect to it. “At this point we're just | ooking
at a lot of things that could cone into play.”

5:01: 20 PM

MR. SCHREI BER said, “Not wthstanding today’'s capital markets,
we have the financing for this project basically in place.” The
peopl e who own Enstar and Continental just raised $5 billion,
and they have $1 billion to invest in this. This is the kind of
i nvestnment they have been looking for, and they are excited
about it.

SENATOR STEDVAN asked if Enstar will come to the legislature for
noney or for a partnership.

MR. SCHREI BER sai d no.

5:02: 09 PM

CO CHAIR W ELECHOWNSKI said he has a lot of concerns. He really
di sagrees with M. Schreiber’s assessnment of the RCA decision

It was the right decision for the Southcentral consumers who
have seen their [gas] prices triple in the past few years. Many
conversations wth people that deal wth production in Cook
Inl et have noted that capitalization costs for the wells are 50
cents to the dollar. There are nore costs for the newer wells,
but many of the existing wells are still working. “lI know there
is still continued production, but | know it hasn’t increased
that dramatically, and so |I think the consumers in Southcentra

woul d greatly disagree with your assessnent that the RCA did a
di sservice.”

MR. SCHREI BER said the historical costs of the wells go back 40
years. One of Enstar’s suppliers has spent $100 million trying
to find new reserves in Cook Inlet and has been unsuccessful
The price that Enstar is asking custoners to pay supports
conti nued expl oration and devel opnent, whi ch has been
unsuccessful to date. “The other problem with the RCA rejecting
that order [is that] they put a trenmendous anount of risk on our
custoners to be able to make sure we have supplies of gas for
them in a market of declining reserves, because that contract
was an all-requirenents contract. Qur supplier was on the hook
to supply whatever gas we needed, and now we don’t have that.”

5:04:22 PM

CO CHAIR WELECHOWNBKI said Conoco-Philips testified here a
couple of nonths ago that it had a 20-year supply in Cook Inlet.
It had 1.7 TCF in proven reserves. DCE [U. S. Departnent of
Energy] would not have approved an export license if there
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wasn’t enough gas for Southcentral. Conoco-Philips verified that
when it submitted its application to DOE. The producers are
saying there is plenty of gas in Cook Inlet. The average basin
reserve is about eight years, “and we’ve got nore than double
that in Cook Inlet.”

MR. SCHREI BER said, “I’m sure what they also told you [is] that
if the LNG plant doesn’'t operate, the gas will not be there.”
Wlls fill up wwth water and the gas becones undeliverable, “so

you can’t have one without the other.” M. Schreiber said he did
not know what Conoco-Philips said, but he thinks it is fair that

the consuners pay the market price for gas that will incentivize
the producers to find nore gas, |ike Anadarko is doing up north,
and the consunmer will benefit. OQherwise the consuner wll have

to use oil or electricity.

CO CHAI R W ELECHOWSKI asked what Enstar’s projected cost per MF
once this line is running.

5:06: 00 PM

MR. SCHREI BER said, “If we used what we have used in the past,
whether it’s wth Unocal or whether it’'s wth Mrathon or
Conoco, if you used a Henry Hub price, OK that is a proxy for
the nmarket price. The reason Henry Hub is used because the guys
that do that for a living are then able to hedge the cost of
gas, and they can do things in their business off of a price
whi ch the market recognizes as a proxy for the market price.” So

he doesn’t know what it wll be in ternms of dollars, but by
following Henry Hub, that wll be approximtely what Enstar’s
custoners will pay for gas — including transportation costs.

CO CHAI R W ELECHOWBKI said, “So Henry Hub's at $4.837?"

MR. SCHREIBER said if there was a rolling average of Henry Hub
of $4.80, custoners would be paying that “instead of the $8.97.”

5:07:10 PM
CO CHAI R W ELECHOWSKI asked if that would be an acceptabl e index
for Enstar in Cook Inlet.

V. STARRI NG sai d, “ Most certainly.” The contract wth
Unocal / Chevron was tied to Henry Hub. \Wen Enstar negotiated the
subsequent contract, it was the negotiated index that was turned
down. The markets work. At sonme point during the hearings the
price was between $9 and $10, and now it is down to $4 or $5.
“W believe we’'ll have a very good story to tell custoners next
January first, but again, you can’'t predict the market.”
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5:07:56 PM

COCHAIR MCGQUIRE said that was the contract that was rejected
because of a viewpoint that Henry Hub prices nay not be
indicative of the market in Alaska. The Japanese LNG contract
was used as an exanpl e.

CO CHAIR WELECHOANSKI said his point is if noney is made at
$4. 80, and Al aska consuners are paying $10.57, it is a big gap.

MR. SCHREI BER said, “W’'re not making noney on the commodity

It is a straight price pass-through.” Wen Enstar signs up to
buy gas, it makes no noney on it. It is all pass-through to the
consuner.

SENATOR HUGGE NS asked what Enstar did during the recent cold
weat her.

5:09: 07 PM

M5. STARRING said the cold snap was a challenge. |If managenent
was |eft out of the equation and the field operators worked
together, everything would have been fine. Enstar’s three

suppliers were back filling each other as they had problens with
deliverability and their wells. The LNG plant was fully
diverted. “They had 10,000, | believe, left at the plant. The

plant was full diverted into the systemto keep everybody up and
runni ng.” The 11-day cold snap had an average of -12 degrees. If
it had been a few degrees lower, “we would |ose considerable
parts of our system”

SENATOR STEDVMAN referred to potenti al anchor tenants to
guar ant ee success. He asked how critical the export facility is,
and what those facilities are.

5:10: 37 PM

V. STARRI NG sai d, during economc anal yses, Enstar has
considered the current LNG plant in Kenai fully operating and
exporting at capacity, as well as Agrium One or the other would
suffice, as would a new export facility. The in-state gas
requirenent is about 250 mllion cubic feet, and LNG or Agrium
woul d take up the other 250, which would make a very affordable
tariff for customers.

5:11: 29 PM
The comm ttee adjourned at 5:11 p. m
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