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Juneau, AK
PCSI TI ON STATEMENT: Asked questions on gasline update.

ACTI ON NARRATI VE
1:11: 59 PM

CO CHAIR BILL WELECHOABKI called the Senate Resources Standing
Commttee neeting to order at 1:11:59 p.m Present at the cal
to order were Senators Huggins and Welechowski. Senators
McGuire and French were on tel econference.

1:13: 24 PM
TransCanada updat e

TONY PALMER, Vice President, Al aska Developnent, TransCanada
(TC Corporation, showed a slide of the project and what a gas
pipeline right-of-way |ooks |ike. The pipe is buried four feet
deep and vegetation is allowed to grow back on top of it. He
said TC has done the work to be able to include the potenti al
for both instate bullet lines in 18 nonths.

1:15: 07 PM

Slide 3 focused on the elenents of a successful project for
TransCanada. He said while the project’s econonmcs have to be
good that gas prices are volatile and difficult to forecast. So,
that is not their focus; rather it is on the conpetition from
various sources of natural gas - conventional Lower 48 and WCSB
(Western Canadi an Sedinmentary Basin), global LNG shale and
coal bed nethane. They all conpete for market share. Shale gas
has nmade significant progress over the last few years. Sone of
t hose basins |ook very prospective at gas prices around $6-7;
ot hers are unknown.

1:17: 10 PM

CO CHAIR WELECHOWSKI asked if the large shale gas finds in
Texas and the northeast Atlantic Coast inpact this gasline.

MR. PALMER replied that it’'s too early to say. The Texas fields

have had positive results, but the other fields are still being
proven up. Also, this project is still 9.5 years away. This
project will have to conpete with conventional gas and LNG
Al askan gas wll conpete with all other sources of gas. The

focus of this project is to drive forward by maintaining costs
at a low level and maintaining the schedule - both things they
have control over. He said if the capital cost is higher by $1
billion that neans $.10 is added onto the toll each day for 25
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years; that toll wuld anmount to $160 mllion/year - for
custoners and governnent. Their current toll estimte prepared
in fall/2007 is $2.76 from Prudhoe Bay to the Al berta Hub. They
think it is critical to keep the toll under $3. Even at today’s
| ow prices, producers and governnment have a nodest nmargin under
$3.

1: 20: 53 PM

Slide 4 indicated that this project needs the support of
governments and conmunities, and they need commercial contracts
with shippers as well. He related that TC has had discussions
since August wth potential customers who want delivery in
Al aska, in Alberta on the way to the Lower 48 and to Asia. These
di scussions are ongoing; however he can't reveal who TC is
speaking to and what the nature of the discussions are until
they have a deal. That would normally cone about at the end of
t he open season.

He showed a pipeline right-of-way on the sanme slide that had
revegetated. He restated that TC is a proven project devel oper
with a 50-year successful track record.

1:22:51 PM

Slide 6 showed TC s project schedule, which is the sane that he
presented to the Legislature all through last sumrer. The only
change is that they had hoped the license would be issued in
August of 2008 and the actual date was Decenber 5. Their target
date of July 31, 2010 to conclude the open season is unchanged
and they see nothing that woul d change that.

1:23: 37 PM
SENATOR STEDMAN j oi ned the comm ttee.

1:23:54 PM

Slide 7 showed TC s key objectives through the open season phase
with the | egislative phase concluded. They now want to develop a
Class |V cost estimate, a higher quality one than they put
before themin the AGQ A process, and that should take one year
They woul d then go to the open season phase.

1:25: 03 PM
The project status for August 2008 - January 2009 is to devel op
detail ed pl ans for t echnol ogy devel opnent engi neeri ng,

construction infrastructure, |ogistics and cost estinmating.
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MR. PALMER said they need to identify the specific pipeline
roading in Alaska and have already done that in Canada. They
al so need to execute the prelimnary environnental activities.

He next walked them through an wupdate the Legislature had
requested on what specific things they had concluded since
August and what they propose to do in the next two quarters.

MR. PALMER explained that after |egislative approval of the
project under AG A in early August, they knew that in order to
maintain the target schedule they could not wait until the
i ssuance of the license. So, they spent their own noney in the
period between August and Decenber 5 to try to maintain that
schedul e.

1:26:47 PM

MR. PALMER said aerial photography for Al aska was conpleted to
t he Canadi an border and to Valdez using a canera nounted on the
bottom of a helicopter that can take 360 degree video. It is
used for design so that if individual engineers want to exam ne
a particular location, they can stop the camera and turn it on
their individual conputers. This will be done along the Al aska
route once it has been specifi ed.

They plan to do the winter geotechnical field program with a
small two-man drill and to collect frost heave infornmation as
well. For the remainder of the next two quarters they wll
conplete the terrain nmapping, do the wi nter geotechnical field
program in Al aska, continue route reconnai ssance and do a pre-
FEED for the gas treatnment plant (GIP). However, he pointed out
that owning the gas treatnent plant is still not their
preference, but since no one else is doing it, they need to do
the work to continue to maintain the schedul e.

1:27:10 PM
On the environnental front, M. Palnmer said, they have
est abl i shed a gl obal i nformation system that supports

environnmental planning and permtting. They have conpleted the
prelimnary restraints report for the Al aska routing and have
conpleted the initial route update in Canada. They will conplete
the environmental information needs analysis and comrence the
devel opment of an RFP for TC s environnmental contractor (for the
next phase) in the next two quarters. That will go out in the
third quarter of this year.

Slide 9 showed a picture of an open cut river crossing which
they do many of every year. You can see fish swimmng on either
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side of the river during the cut, he explained, and then after
it’s closed they can swmnorth and south again.

1:28:54 PM

Regul atory and permtting strategy has been done for both Al aska
and Canada, he reported; and all permt applications have been
submtted to support the w nter geotechnical program to the
borough, state and federal agencies. The permtting needs to be
done by March for the geotechnical work.

They are continuing FERC discussions and wll conmence
di scussions wth individual agencies about the environnmental
needs anal ysis. He met with Drue Pearce’s office that

coordinated a neeting with all the federal agencies on January
6; then they cane to Anchorage and Fairbanks with follow up
di scussions with federal and state agencies either in person or
on the phone. So those people know exactly what TC intends to do
for the next two years.

1:30: 18 PM
Onh the comercial side, M. Palnmer said, they have had
di scussions and this spring they wll have to select a

contractor for the instate gas study and continue devel oping
plans for the open season. Slide 12 showed a picture of a
conpressor station and M. Palner said there would be six of
them to the Lower 48 or one every 120 mles. The station’s
footprint is 1000 x 1000 ft.

1:32:14 PM

SENATOR THERRI AULT said it appears that about a third of the
| and doesn’'t have any structures on it and asked if they are
required by regulations to have that as a buffer.

MR. PALMER replied he didn't think so. This area would be fenced
and they look to provide for future developnment in the need of
anot her conpression station.

1:33:15 PM

Slide 13 on the admnistrative front indicated TC |eased an
Anchorage office space and that they already had dedicated
office space in Calgary. He explained that TC is running this
project on an integrated basis and has a very small dedicated
staff that works on a part time basis only, charging into the
project for the hours they are actually worKking.

In terns of the reinbursenent, because TC received the |icense
on Decenber 5, it will not be submtting its first invoice to

SENATE RES COW TTEE - 5- January 27, 2009



the state until the end of the first quarter. It will cover the
first three nonths of this year plus the 26 days in Decenber.
They had to execute reinbursenent agreenments wth the BLM
agencies and the state to do the geotechnical and other field
activities.

1: 35:12 PM

SENATOR THERRI AULT said blogs indicate a msperception that the
state just wote TC a check for $500 mllion. But in fact, M.
Pal mer just said the conpany decided to do work before the
license was actually issued that won't be reinbursable and the
$30 million the legislature appropriated |ast year hadn't been
totally reviewed yet and they haven't been reinburse for
anything yet. So clearly the state is not giving them a pile of
cash; it is only paying for its portion of the work as it is
done. No profit accrues to his conmpany under that nmechani sm

1:37:08 PM

MR. PALMER agreed. He enphatically stated that TC has not
received a penny from the state to this date and it wll only
get 50 percent r ei mbur senent on its expenditures after

appropriate audit and review by the state.

1:38:24 PM
SENATOR THERRI AULT asked if anything allows TC to nake a profit
fromthe rei nbursenment agreenent.

MR. PALMER replied no. He added that he is in the process of
hiring an office manager.

1:39:43 PM
SENATOR HUGA NS asked what size staff would be in his Anchorage
of fice.

MR. PALMER replied one full-tinme person as early as next week
and then as needed.

SENATOR HUGGE NS agreed that sonme people are skeptical of the
$500 mllion reinbursenent and asked how much he anticipated
bei ng rei nbursed by the state in 2009.

MR. PALMER replied $84 mllion through the open season; the
state's rei mbursenent would be $42 mlli on.

1:41: 51 PM

SENATOR HUGGE NS enphasized that the reinbursenment was for 50
percent before open season and 90 percent after open season.
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1:42: 18 PM

MR. PALMER agreed. He explained that even though they wll have
only a single full-tinme individual in the Anchorage office, they
had retained a nunber of Alaskan contractors for this project to
dat e.

1:43:57 PM
He summarized the update saying the |egislative phase had been
conpleted; the license has been approved and there will be an

open season. They have retained Al askan contractors and have an
Al askan office in place. Keeping tolls under $3 would be an
inperative and they would have a new cost estimate for the
| egislature in 12 nonths.

1:46: 09 PM
SENATOR FRENCH said he was pleased to see him enphasize the
dat e.

1:46: 51 PM

SENATOR THERRI AULT said he had been frustrated with TC s | ack of
communi cation a few tinmes, but he now realizes that is how the
conpany works. He asked what other things it was doing to keep
costs under control

1:47:50 PM

MR. PALMER replied that they have just one person in the
Anchorage office and while significant nunbers of Al askans have
worked on the project, they are paid only for the hours that
they work on it. TCs record of maintaining low costs in
constructing large dianeter pipelines indicate they run 25-30
percent cheaper than any other pipeline conpany. Regulatory
matters, |and and these types of things are what drive costs up.

1:52:23 PM
CO CHAIR W ELECHOWSKI asked if the shale plays in the Lower 48
will have an inpact on TC s open season.

MR. PALMER replied the shale plays have proved to be very
prolific, but in a high priced gas environnment. They are now in
a low price environnent and at $4.50 you can't make nuch profit.

1:54: 52 PM

COCHAIR WELECHOWNSKI asked if he had net wth the new
presi denti al admnistration and if it supported this gas
pi pel i ne.
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MR PALMER replied he had not yet met wth the new US
adm ni stration, but he expected they would when it was up and
running. He was pleased that the TC project was on the
transition website as a green project.

1:56: 07 PM
CO CHAIR W ELECHOASKI asked if the state should reform its gas
taxes to have a successful open season.

MR. PALMER responded that he wouldn't ever comment on that
subj ect; rather he would be an interested observer.

1:57: 02 PM

SENATOR THERRI AULT said sonme press said the Canadi an governnment
was concerned about the Mackenzie project getting shut in if the
Al aska project went first. And he asked what assurance they have
that Canada will not play ganes in the regulatory process.

1:58: 00 PM

MR. PALMER replied the governnent of Canada has supported both
projects for a long tinme. In fact, Canada and the US have a
treaty specifically for this project. Under that treaty, the
governor of Canada has commtted to expedite this project for
the benefit of both countries. It has a single-w ndow regul atory
agency specifically for this project that was passed under a
specific piece of legislation. It has been used over the past 30
years to develop that project. Mre than a quarter of the Al aska
pipeline in Canada is in the ground and has been operational
since 1981. The governor of Canada is doing what is necessary to
reactivate that agency.

He noted that TC is different from any other project proposal in
that it already holds an NEB certificate for it. He has seen no
reservations on behalf of the Canadian governnment officials to
shirk its commtnents; just the opposite.

2:00: 10 PM

SENATOR THERRI AULT asked if they had done the work to include
the line from Delta to Valdez in the open season in case the
mar ket would be there. Also he wanted to know if anyone had
expressed interest in taking gas at tide water.

2:01: 01 PM

MR. PALMER replied yes; they had started the work for the
engi neering, environnmental and right-of-way there. And yes they
had talked to parties who would have the full opportunity to
commt their gas either to Fairbanks, Valdez, Al berta and other
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| ocations in Alaska. This work is being done parallel with the
Lower 48 line through Alberta. The reason the Valdez route is
dotted on the map is that they didn't know if it would be
conpl et ed.

2:02:09 PM
SENATOR STEVENS j oi ned the comm ttee.

2:03:39 PM
CO CHAIR W ELECHOWBKI thanked him for his presentation and
call ed an at-ease.

2:06: 21 PM

COCHAIR WELECHOMSKI called the neeting back to order and
recogni zed sone people from Fairbanks. He then announced the
Denal i Gasline update.

Denal i Update

BUD FACKRELL, President, Denali Gas Pipeline, said Denali is on
track for success and their tinmelines had been nmet so far. Their
first major mlestone is conducting an open season that starts
in 2010 and they are preparing a quality cost estimate for that.
The last estimate was conpleted in 2002. A |lot has changed since
t hen.

2: 08: 52 PM

MR. FACKRELL said the econony had not changed their focus and he
intended to give them an update to his July presentation. In
2008, Denali wll have spent $55 mllion, what he called “risk
nmoney” fromtheir two owners.

They formed a project team (slide 4). The executive team
averages around 25 years of experience per person and have deep
Al aska, Arctic and international experience. About 100 other
people are working on this project full tinme. That nunber wll
increase as they nove forward with the project. They have
already filed a right-of-way on federal BLM lands; in addition
t hey have received approval from FERC on their pre-filing.

2:10:18 PM

MR. FACKRELL said Denali had opened up its Canadian office in
Calgary and its Anchorage headquarters where it has a nulti-year
| ease on three full floors of a Northern Lights office building.

2:12: 22 PM

Denali has had a series of outreach neetings in both Al aska and
Canada. They have established a program with the University of
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Al aska Fairbanks to work with training Al askans to work on the
project. They are a nenber of the Departnent of Labor and
Wor kf orce Devel opnent (DOLWD) wor kf orce devel opnent team

2:13:34 PM

MR. FACKRELL reported that the sumer field program was very
successful. They had an outstanding safety record with no | oss-
time injuries or recordable injuries. They opened an office in
Tok focusing on surveying the 200-mle corridor between Delta
Junction and the Canadi an border and 200 miles of wetlands; they
investigated 70 archeological sites and now have to decide if
they will excavate those sites or nove the pipeline route around
them They have shot over 1700 miles of ortho-photograhpy from a
fixed-wing aircraft — virtually the entire route into Al berta.
They have also shot 730 mles of imrersive video on the Al aska
portion. They investigated over 538 potential streaniriver
crossings, perforned route reconnai ssance critical to the design
of this pipeline. They identified a nunber of contam nated sites
along the route - old mlitary diesels dunps. Over 80 people
were in the field in the sumer.

2:16: 56 PM

He showed a clip of the Yukon River Bridge using 360 degree
video technology that would save mllions in design costs. He
listed teanms he had nmet with and said the Canadian National
Energy Board (NEB) process is alive and well and that he
couldn’t see any roadbl ocks at all.

2:19:49 PM
In 2009, M. Fackrell said they are going to tripling their
investnment and go beyond just field prograns. They wll award

the prelimnary engineering contract for the gas treatnent plant
and a contract for the prelimnary engineering design on the

pipeline itself both in Al aska and Canada. They w Il have an
ongoi ng engagenent with the federal agencies and continue field
work in Alaska and workforce devel opnment. They will start field

work in Canada to the Alberta mainline. They already have had
significant engagenent wth the First Nation and aboriginal
groups already, and noted that the First Nation groups that seem
to be the hindrance in the Mackenzie project. They wll also
engage with the Native groups in Al aska and already have a cl ose
relationship with some of them Finally, they need to do an
i nstate gas study, which will be concluded in 2009.

2:22:27 PM
MR. FACKRELL enphasized that this project is an engine for
devel opment for Alaska — because it’'s an open-access pipeline.
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The pipe will have access points and once it is in place, it
will spur exploration up and down its route. The industry that
takes place on the back of this pipeline wll spur nore
expl orati on.

2:23.:54 PM

In conclusion, he said, Denali has a good foundation to deliver;
it has decades of Alaskan and Canadi an experience along wth
proven worl dw de technical capabilities. The “majors” are often

called wupon to build basin-opening, large-scale difficult
projects around the world. Their plan is to triple their $55
mllion investment in 2009 and to conduct an open season in
2010.

2:26: 02 PM

SENATOR HUGA NS went to slide 12 and asked him to el aborate on
the instate gas study.

MR. FACKRELL replied before shipping gas outside the state, FERC
requires them to do an instate gas needs study. They would
contract with a third party to do that. Their focus is on
building the big pipe, but they will work with anyone else who
has a project instate.

2:27: 44 PM

SENATOR STEDMAN asked himto conment on the current price of gas
relative to a potential tariff and how are they dealing with the
cost of commoditi es.

MR. FACKRELL replied that economc conditions are uncertain now
making the project risky and the shippers have to bear those
risks. The price will go up and down during the 10 years of the
proj ect .

SENATOR STEDMAN said he also wanted his conments on inpacts of
shal e gas on the project or its open season.

2:29:43 PM

CO CHAI R W ELECHOWEKI echoed that question adding to it whether
the shell plays or the LNG inports have a significant inpact on
t he open season in 2010.

MR. FACKRELL replied that shale gas in the past two years has
occupi ed a |l arge percentage of Lower 48 supply. Wat wll happen
in the future with shale gas is a big question. Even though it
has been a cold winter, the economc crisis has caused demand to
shrink. Forecasts are often wong. Denali is pushing to get to
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an open season by controlling the things they can control. One
of those things is having a real quality cost estimate so that
shi ppers know it’'s valid. Fundanentally, they think the project
still has a place in supply/demand in the Lower 48 markets.

2:32:06 PM

SENATOR STEDVAN asked if Denali anticipated having to inport any
or much of the work force and when would he expect that the
Al askan workforce would be ready to neet the demands of his
proj ect .

2:32: 50 PM

MR. FACKRELL replied up to this point Denali’s workforce is
primarily Al askan. That would change a bit in 2009 when they
will be issuing contracts with big engineering firms, one on the
gas treatnment plant and one on the gas pipeline. That expertise
is not available here and it’s standard around the world to use
t hose types of engineering conmpanies. Their programin 2009 wll
be nuch broader and deeper than in 2008. He al so nentioned that
sone of the children who had parents who worked on TAPS and are
| ong-term Al askans work for them now.

2:34: 39 PM

SENATOR THERRI AULT asked if conpanies were scaling back their
commtnent on capital this year because of the low gas price
Wuld that inpact this project and do they have corporate
commitnments for the <capital they need to go through this
cal endar year.

MR. FACKRELL replied that their budget, which has alnost tripled
from 2008, is already endorsed by their two sharehol ders, BP and
ConocoPhillips. The teamfeels it is sufficient and puts themin
a good position for having a quality cost estimate by the end of
t he year.

SENATOR THERRI AULT asked if it was any |ess than was proposed
| ast year.

MR. FACKRELL replied they are on track with the spending they
di ct at ed when t hey opened up their project.

2:37: 04 PM

CO CHAIR W ELECHOWSKI thanked everyone for their comments and
adj ourned the neeting at 2: 37 PM
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