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ACTI ON NARRATI VE

3:45:11 PM

CO CHAIR BILL WELECHOABKI called the Senate Resources Standing
Commttee neeting to order at 3:45 p.m Present at the call to

order were Senators French and W el echowski .

Overview. Open Season for the Al aska Gasline Project

3:45:48 PM
SCOTT HOBBS, Consul t ant for t he AG A Team for t he
adm nistration, said he was here to speak about the open season
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process they are about to enbark on for the Al askan Gas Pipeline
Proj ect.

Slide 2 - Topics for discussion:

Background and progress assessnent

Ceneral discussion of open seasons

The Al askan Gas Pi peline Project open seasons
Concl usi ons

PN RE

3:46: 46 PM

MR. HOBBS said he's here as adviser to the AG A Team and his
opinions are his own. He has spent the last 33 years in the
nat ural gas busi ness.

3:47: 42 PM

Slide 3 - W've nade great progress, but we still have a |ong
way to go - He read a quote from Anerican Gas Associ ati on sayi ng
that people have been expecting a pipeline for 30 years, and
many believe the project is closer to happening than ever
before, and that gas could flow by 2020.

3:48:40 PM

SENATOR W ELECHOWSKI said they've heard from a variety of
sources that the gasline and AG A are dead and this project
won't happen because of the explosion of shale gas finds and LNG
imports in the Lower 48. Do you share those assessnents?

MR, HOBBS said no. "Let's let the facts speak."” R ght now they
have the |argest gas pipeline operator in North America and the
three North Slope producers all working actively on a gas
pi peline project. The shale gas development in the Lower 48
presents a conpetitive alternative for certain customers, but an
increase in demand is also taking place there. LNG inports have
not markedly increased and remain at about 1 or 2 bcf/d.

SENATOR W ELECHOWBKI asked if he thought Al aska natural gas from
a pipeline can conpete economcally with shal e gas.

MR. HOBBS said that remains to be seen. There are factors that
can affect cost of developnment of the shale gas. For instance,

regul ations are being considered at the federal Ilevel on
hydraulic back fracturing. However, at the sane tine overal
demand is increasing and he believed that Al aska gas will play a

part in the overall supply m x.

3:50: 58 PM
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SENATOR W ELECHOWSKI asked if he has rough figure of what shale
gas will cost versus what it is expected that the Al aska natura
gas shipped via the pipeline will cost. He has heard that shale
gas isn't econom c bel ow $6 or $7/ncf.

3:51:17 PM

MR HOBBS replied that it depends on which shales they are
tal king about and which part of the shale gas play they are
tal king about. Cearly sone shale gas developnent will require
that kind of price. Ghers will be nore economic. If you have a
devel oped supply at Prudhoe and a developing supply at Pt.
Thonmson, you have gas that is available; and if you add the
transport costs, depending on what the forecast is, it can
conpete with any sort of supply in the Lower 48.

3:52:12 PM

MR, HOBBS explained slide 4 - Wiat is an open season and why is
it held. He said it is a public process in which the project
sponsors propose ternms and specific design paraneters to
potential custoners in the effort of soliciting bids for the
capacity that they are proposing to build. Open seasons started
as a requirenent of the FERC in the late 1980s. The purpose is
to ensure that all interested parties can bid on that capacity.
Then the pipeline sponsors will select those bids that place the
hi ghest value on that capacity. This particular project has very
speci fic requirenents.

3:53:37 PM
SENATOR FRENCH asked if oil pipelines go through the open season
process or just gas pipelines.

MR. HOBBS replied that it is generally unique to gas pipelines.
Ol goes through simlar solicitation, but not the sanme process.

SENATOR FRENCH asked why gas pipelines are different.

MR. HOBBS explained that an oil pipeline is a conmon carrier; a
gas pipeline is a contract carrier. So you contract for capacity
that you own and you control on a gas pipeline. No one can cone
in and pro rate you down to get capacity; you have to bid for
new capacity and go through a new open season process where
other parties are allowed to cone in and the pipeline |ooks at
those bids and decides iif it can construct new capacity
(expansions). Wth an oil pipeline, if someone new cones in and
wants to nove volunes through it, typically they will be brought
in and everyone else is reduced sonewhat to accomopbdate those
flows.
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3:55:21 PM

MR. HOBBS explained slide 5 - Wiwo will be involved in the open
season process. Besides the project sponsors, he said that
project regulators (FERC, NEB, NPA and the state as AGA
licensor), shippers (producer, marketing conmpany, or |oca

di stribution conpany), and ot her parties (land owners,
conpetitors) may decide to get involved in the process. For this
particul ar open season they wll have to file all of their

procedures (21 different items) with the comm ssion and those
al so provide avenues for other parties to intervene.

3:55:49 PM
SENATOR STEVENS | oi ned the neeti ng.

CO CHAI R W ELECHONSKI asked what other parties they coul d expect
to see in this process.

MR. HOBBS answered nmaybe no one. But for instance the state, as
a royalty owner needing to protect its interest, nay decide it
has to comment on sone provisions in the open season filing. It
all depends on whether this avenue is the right place to do it.
But he assured there may be just the traditional regulators and
shi ppers that participate in this process.

Slide 6 - Wiat takes place in the negotiation process. M. Hobbs
explained that in a typical open season a pipeline sponsor wll
identify a project (often in a press release), and then initia
di scussions with potential customers (shippers) wll begin. They
will generally conme up with a package of rough ternms and then
the negotiation process begins. The project gets defined, scoped
and devel oped during the negotiations and once they get that
"feedback," the open season is announced.

3:57:58 PM
SENATOR STEDMAN j oi ned t he neeti ng.

3:59:19 PM
SENATOR W ELECHOWSKI asked if only the producers bid for
capacity and not soneone - |ike China.

MR HOBBS said he is really trying to describe a general
project, but that is probably correct.

SENATOR W ELECHOWNSKI said that TransCanada is making a filing

tomorrow and asked if they are at Box 2 - the Open Season
Package on slide 6.
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MR. HOBBS said yes. He said once the open season begins, nore
negoti ations happen and bids for capacity are submtted,
generally a draft precedent agreenent is included in the
package. The projects sponsors would ask the parties who they
would like to participate to submt that agreenent. Mre often
than not, that agreenment is subnmtted with changes and things
the shipper wants (terns). Then there are nore negotiations;
then there is a precedent agreenent. This has a lot of
conditions and things that have to be acconplished before a firm
transportation service agreenent is achieved - the real goal for
a project sponsor. Then you get a firm commtnment and those
conditions are renoved.

4:01:21 PM

Slide 7 - The Precedent Agreenent. M. Hobbs said the precedent
agreenent lays out the project scope, the services that are
going to be provided, the key comercial terns and conditions
that the pipeline sponsor's are looking for; it lays out
obligations on the parts of the shipper and the pipeline
sponsor, representations, and warranties, conditions precedent
(for exanple, an acceptable certificate from the FERC), and
termnation rights for both parti es.

In transform ng these into a firm transportati on agreenent, M.
Hobbs said, a lot of the terns and conditions will be carried
forward. This gets them to the final comrercial terns and
conditions, but nost inportantly those conditions precedent are
resolved. Then there really is a firmconmtnent.

4:03: 32 PM
SENATOR W ELECHOWSKI said it has been specul ated that maybe all
bids will be precedent upon fiscal certainty, for instance. Do

you expect that in this case? Is it comobn?

MR. HOBBS responded that he would answer those questions a few
slides from now.

Slide 8 - Typical Qutcones for an open season. In sone cases
there may be mninmal interest and no neani ngful commtnents, M.
Hobbs said. In that case for the project sponsor it's back to
the drawing board. They may decide to defer the project or
abandon it. Wiile this has happened, nobst savvy pipeline
operators won't have an open season if they don't think they
wi |l get sone kind of neaningful feedback fromthe shippers.
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A second potential outcome is shipper interest, but insufficient
commtments to fill the pipe. This type of outconme is fairly
common and nmaybe they go back and negotiate sone favorable terns
or change the scope.

4:05: 09 PM

MR HOBBS said a third potential outcone is that there are
sufficient commtnents volunetrically, but they have a |ot of
conditions. This is a highly probable outcone for nost open
seasons. In this case, negotiations are continued and nutually
agreeabl e conditions are established. Another potential outcone
is that you get commtnents that commt to exactly what the
sponsor was | ooking for, but that is highly unlikely. The likely
outcone for any real comercial project easily conmes in between
two and three.

4. 06: 33 PM

Slide 9 - Tineline for a project in the Lower 48. M. Hobbs
explained that the typical project takes from three to five
years. It can be conpressed if the pipeline sponsor is wlling
to spend a lot of noney on the front end to renpbve sonme of the
"time takers," like environmental or field work or filing for
the FERC certificate early.

MR. HOBBS said that right now both the Denali and AQ A projects
are trying to get ternms worked out before initiating a forna
open season. A typical open season period in the Lower 48 is
about 30 days or less. In this case FERC Order 2005 is requiring
90 days.

4:08: 35 PM

Once the bid is nade, you' re back to negotiations, which could
take another six nonths before getting to firm pressing
agreenents. Then work can be done to get a FERC certificate
filed. Assuming you receive a certificate, over a 12-nonth
period you would | ook at the project sanction decision, which is
"where the rubber neets the road" - when the pipeline sponsors
are ready to commt to the project.

4:09: 02 PM
Slide 10 - M. Hobbs said that they will really know that a
project will be constructed at the project sanction point, when

the sponsors commit to construct the project. This is generally
wel|l after an open season and after front-end engineering and
design work, environnental inpact studies, mjor regulatory and
permt approvals (including approvals from the FERC and NEB),
critical rights-of-way acquired, detailed cost estimates, and
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all conditions precedent in the precedent agreenents are
resolved. Once that s done, firm transportation service
agreenents are executed and then the project financing needs to
be assured.

4:10: 20 PM

Slide 11 - Recent Open Season workshop conducted by FERC on
January 12 in Anchorage. M. Hobbs said that FERC detailed al
the requirements of FERC Order 2005 and found 21 separate things
that have to be addressed. The Ruby Pipeline Project was used as
an exanpl e of a major project progressing over the years.

4:11: 34 PM

Slides 12 & 13 - The Alaskan Gas Pipeline Project. M. Hobbs
said a few nore pieces have to cone together to make it work.
Probably the nobst inportant piece is the project tinmeline. This
project will probably take a m nimum of 10 years. Wen that kind
of timefrane is added to a project, uncertainty and risk is
injected, especially with respect to cost of construction. This

project will cost over $30 billion and it wll have
correspondi ng devel opnment costs that go along with it. No other
project in the Lower 48 has even exceeded $7 billion.

The Allowance for Funds Used During Construction (AFUDC), in
other words the cost of noney for this project, is part of the
overall construction costs, M. Hobbs explained. For this
project, it exceeds the cost of any other pipeline project that
has been attenpted in the Lower 48.

4:13:26 PM

SENATOR FRENCH asked M. Hobbs to remnd him where the state
stands in relation to throughput. Do other pipelines in the
Lower 48 deliver 4.5 bcf/d of gas?

MR. HOBBS replied that sonme pipelines deliver that volune, but
they have been built over years with multiple expansions and
additional |oops. No other project has attenpted to take on that
initial volume with the opportunity to go up.

4:14: 11 PM
SENATOR STEDMAN asked himto expand on the inpacts of AFUDC

MR. HOBBS expl ained that the AFUDC is considered a capital cost.
For years FERC has allowed it to be capitalized and included in
the rate base and ultimately charged.

4:15:12 PM
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SENATOR W ELECHOWNSKI followed up by asking if the tariff 1is
based on the present value of that noney.

MR. HOBBS answered that is where the AFUDC cones into play. If
you spend $500 million in the first year, the rates are actually
based on the accumulated cost in year-10. So that $500 mllion
m ght be $700 million by the tenth year with the cost of nbney
applied to it. That is what goes into the rates.

He pointed out that the gas quality and treatnent is another
conpl ex issue. The largest gas treatnment plant in the world wll
have to be built on the North Slope to process this gas. Its
construction and logistical requirenents over 1700 mles -
arctic and subarctic terrain, nountain ranges, and earthquake

zones - are not insurnountable problens, but they are a
chal  enge. The regulatory requirenents and oversight are in at
| east two countries and aboriginal peoples will be involved. No

ot her project has had to deal with this level of regulatory and
ri ght-of-way conplexity.

Slide 14 - Wiat will be negotiated as part of this open season
process? M. Hobbs said the obvious answer is the nutually
agreeabl e precedent agreenent . He explained because the
timeframe is short for building a pipeline in the Lower 48, the
pi peline sponsor will ask for a specific figure for building it.
Here, because of the timefrane and uncertainty associated with
the cost, rather than agreeing on a rate, parties will have to
agree on rate principles - Ilike return on equity, capital
structure, and defined conponents of the cost of service that
will wultimately yield the rate once the project costs are

est abl i shed.

4:18: 40 PM
MR. HOBBS suggested that, because this pipeline is a non-
operating pipe they wll probably try to adopt an existing

tariff (all the terms and conditions that establish what a
pi peline conpany has to do when they operate a pipeline -
hundreds of pages long). Typically sponsors adopt the existing
tariff and maybe nodify it for the shippers. Hopefully that gets
negoti ated out during the open season process. Al of the mjor
producers on the North Slope want to own part of the pipeline
and he thinks that my be one of the terns that wll be
negotiated between the parties. They nmay also want to
participate in the project nmanagenent.

Slide 15 - Wuat sort of conditions wll be included in
negoti ated precedent agreenents? - M. Hobbs gave exanpl es based
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on his experience - maybe key commercial terns or tariff
provi sions that haven't been worked out yet. Shippers may say if

adverse changes to their economcs occur - like a change in gas
price or project costs exceed a certain anount - they want the
right to get out of the agreement - a term that is in nost

precedent agreenents.

4:22: 47 PM

MR. HOBBS said shippers may condition their bids on project
m | estones not being achieved, on reaching acceptable fiscal
terms wth the state or on a mninmm l|level of equity
participation in the project. Using certain board approvals is a
standard in any precedent agreenent, but those are generally
limted to a certain tinme period. Finally, the termnation
rights; it's very inportant to understand the basis for a
termnation and who is exercising it and what the consequences
are. Wo pays for the incurred costs up to that point if a
shi pper pulls out or if the project dies?

4:24: 04 PM
SENATOR FRENCH asked M. Hobbs if he has seen fiscal terns
negoti ated in open season conm tnents.

MR. HOBBS answered that fiscal terns are generally not raised in
open season conmtnents, but because Alaska's resources are so
much nore vast than, say, the State of Texas, a foreign country
that has a known huge resource would be a better conparison

SENATOR FRENCH said the subsurface mneral rights always bel ong
to Alaska - period, but that is not entirely common, and he
asked if that plays a role in setting the fiscal ternms in the
Lower 48.

MR HOBBS answered that he has not seen it as an issue in the
Lower 48.

4:26:26 PM

SENATOR W ELECHOANSKI said one of the terms in AJA said
conpanies that bid their gas in the initial open season get a
| ocked-in rate for 10 years and asked if a conpany nekes a bid
in open season and conditions it on acceptable fiscal terns with
the state, would they qualify for that AG A benefit.

MR. HOBBS said he did not want to speculate; it would be a |egal
guesti on.

4:27:30 PM
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Slide 16 - what value will conditional open season comrtnents
provide to project? M. Hobbs answered that the open season
process has to be gone through to get the commtnents that start
defining how they are going forward. The pipeline sponsors need

the technical information contained in those bids - volune,
term maxi mum and m ni nrum operating pressures - and under AGd A
they have to provide an option to go both Valdez and Al berta.
The shippers need to commt where that gas will go; it's very

inportant to establish the route and allow all coners to nake
commtments so they know how to go forward with the project. He
said it will provide the commercial ternms and conditions that
are needed for shipper conmtnents.

4:29:21 PM

MR. HOBBS said the open season will define the allocation of
risk sharing for noving the project forward and the term nation
rights. Under any scenario, the project sponsor's understanding
of the conmercial requirenents will be substantially inproved by
goi ng through the open season process.

4:29:56 PM

Slide 17 - Tineline of what may be seen for the AG A licensee's
proposed open season. M. Hobbs explained that wth this
timeline, the FERC has about 60 days to act on the filing by
TransCanada. Once the FERC issues an order on the filing for the
open season, M. Hobbs said he plugged in 30 days for
TransCanada to actually put together and formally initiate the

open season - sonetime around the end of April of this year.
AG A requires a 90-day open season and at the end of that tine,
hopefully draft precedent agreenents wll cone in from people

participating in it. He estimated five nonths for negotiations
after the open season; however, he cautioned it could take a | ot
| onger.

4:32:04 PM

He said hopefully after the end of the year they would have
signed precedent agreenents. At that point the front-end
engi neering and design - a trenendous anount of work - has to
conti nue based on what was |earned from the precedent agreenents
a certificate filing will be put together and nade to FERC
around the end of COctober 2012. If that is the case, he plugged
in about an 18-nonth period for FERC to act on it - maybe by
June 2014. He provided an additional four nonths for the parties
to review the filing, convert the precedent agreenments into firm
transportation agreenents, and actually nake a project sanction
decision at the end of Cctober.
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4:33:18 PM

Slides 18 & 19 - Conclusions. M. Hobbs concluded that the
project has made significant progress, but it faces future risks
and uncertainties. Nunerous issues have to be negotiated
t hroughout the devel opnent phase - all the way up to project
sanction. The successful conpletion of precedent agreenents wll
not insure that this project will go forward. That won't occur
until the project sanction date, which he estimates wll be late
2014. The state may need to participate in negotiations with all
of the parties to conplete precedent agreenents, but it is very

likely that it wll have to engage in negotiations to reach
project sanction. He thought the wupcom ng open season wll
likely result in conditioned bids, but that wll frame the

i ssues for what needs to be negotiated to get binding precedent
agreenents to advance the project forward. Under any scenari o,
he thought the project sponsors will be a lot better inforned
and better equipped to nove the project forward through the
certificate process regardless of the outcome of the open
season.

4:35:51 PM

SENATOR W ELECHONSKI asked who decides what is acceptable if
there is a contingent bid, let's say, based on fiscal certainty
or tax structure.

MR. HOBBS answered that both the licensee and the state wll
have to agree that fiscal certainty is provided on the condition
that an absolute commtnent is nmade to the project.

4:37: 07 PM

SENATOR FRENCH said because the state has granted fisca
certainty by statute, he expected that would be confronted
during the opening of the bids.

MR. HOBBS agreed, but said he would suggest any negotiation or
request for fiscal certainty be spelled out in very specific
terms, and the admnistration would agree, and then obviously
submt it to the legislature for its approval.

SENATOR FRENCH asked when the negoti ati ons st op.

4:38:43 PM

MR. HOBBS replied there is always an opportunity for parties to
negotiate. A lot depends on what is negotiated between the
shi ppers, the pipeline sponsors and the representatives of the
state that are participating in that negotiation. He thought the
state would lay that out in a form that would be subject to
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| egi slative approval, and if that doesn't occur, it's back to
t he draw ng board.

4:39: 33 PM
SENATOR FRENCH asked if there is any external deadline to
negoti at e.

MR, HOBBS said it nmay be that the shippers wll lay down a
tinmeline or they will want to termnate their conmtnents.

4:40: 14 PM
SENATOR W ELECHOASKI asked when the TransCanada package cones
out tonorrow, does the public have an opportunity to comment.

MR, HOBBS replied that is to be determ ned. TransCanada wl |
file with the FERC, the FERC wll notice the filing and
stipulate how many days for parties have to coment. He
speculated that it wouldn’t be nore than 30 days because they
have a 60-day window in which to act. They also have the right
to extend the whol e process.

4:41: 52 PM

SENATOR W ELECHOWSKI t hanked everyone for their coments and
adj ourned the neeting at 4:41.
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