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ALASKA STATE LEGISLATURE 

Senator Charlie Huggins, Chair 
Senate Special Committee on Energy 
State Capitol, Room 119 
Juneau. AK 9980 I 
Phone: 465-3878 
Fax: 465-3265 

Representative John Harris, Chair 
House Rules Subcommittee on AGJA 

State Capitol, Room 208 
Juneau, AK 99801 

Phone: 465-4859 
Fax: 465-3799 

Third Special Session 
Twenty-Fifth Legislature 

Train Depot, Palmer Alaska 

Tuesday June 24, 2008 
1:00-8:00 p.m. 

Joint Meeting AGENDA 

Presentations: Review of AGIA Findings and Determination; Natural Gas Pipeline Project as 
proposed by TransCanada Alaska Company, LLC and Foothills Pipelines Ltd. (TC Alaska) 
to the State of Alaska. 

� Findings & Determination Summary 

Pat Galvin, Commissioner, Dept. of Revenue 

� TransCanada AGIA Application 

Tony Palmer, Vice President, Alaska Gas Development 

Testimony: By Invitation 

, 6:00 - 8:00 PM Public Testimony 

Testimony - Time Limit May Be Set 

Teleconference- Listen Only 
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TransCanada's AGIA Application 

Statewide Legislative Hearings 

June / Jl1ly 2008 



TransCanada's Objectives - Alaska Project • 
• Early in-service 

• Largest investment opportunity in core business line and geographic

footprint

• Utilize spare capacity on existing North American pipelines

• LNG market as alternative investment opportunity

• Encourage long-run basin development

• Serve In-State and other markets

• Increase market and supply diversity

• Growth investment opportunities

• Pipeline expansions can create "virtuous circle"

• Pipeline expansions promote more exploration and drilling which, if

successful, leads to more pipeline expansions

• Equitable treatment for all customers

• SO-year successful track record of balancing interests

• Initial and future

• Large and small
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TransCanada's Credentials 
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Proposed Alaska pipeline 
TransCanada-owned pipelines 
Other natural gas pipelines �-----------------'
Keystone pipeline 
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Mile.s of Pipe 

• in U.S.

Compression 

Horsepower 

Throughput 

Volumes 

1957/58 

TransCanada's 

Mainline 

� 

Expansion 

JO.Q8 - ZQQ� 

Keystone Pipe 

• 
TransCanada Alaska Pipeline 

Total Project 

36,500 1,715 

• 12,000 • 750 in Alaska

5,370,000 750,000 

• 265,000 in

Alaska

15 bcf/d 4.5 bcf/d

Original build across Canada 

2,300 miles 

7,000 miles 

Completed within 0.6% of budget 

and on schedule 

2,150 miles 

New build in U.S. - 1,380 miles 

' 

j 
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Proven Basin Developer -

Mainline Example 1960 
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TransCanada System 1960 
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Final Weld ;.. 
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Proven Basin Developer -

Mainline Ex.ample 2008 

Alberta Saskatchewan 
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AGIA "Must Haves" 

AGIA "Must Haves" TransCanada' s Application Completeness 

1. Filed by deadline Filed on November 30, 2007 ./ � 

2. Project details & schedule Alaska Highway route 

5 bcf/d GTP and 48" 2500/2600 psi pipe ./ 
2017 November in-service* 

3. Open season date certain Completed by Sept. 2009* 

./ Apply for FERC pre-filing June 2010* - not contingent on Open Season 

Apply for FERC CPCN December 2011 * - as above 

4. RCA filing N/A N/A 
-

5. Open season frequency Once every 2 years ..{ 

6. Expansions - Commitment to expand Yes, 4.5 bcf/d initial design capacity ./ 
in engineering increments Expandable to 5. 9 bcf/d with compression only 

7. Rolled-in tolls Up to 115% of initial rates in Alaska ./ 
Full rolled-in rates in Canada ) ' L,., 

8. Gas treatment plant TransCanada will build if 3rd parties do not

-�
--

9. State reimbursement Up to $500 million 

I 

• Subject to AGIA license by April 2008

7 TransCanada June 2008 
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AGIA "Must Haves" 

-

AGIA "Must Haves" TransCanada's Application Completeness 

10. Project debt ratio minimum Construction - 70% 
J Operation - 75% (to reduce tolls) �

11. Capital cost overrun measures TransCanada's return reduction (penalty) 
�Potential $18 B loan guarantee (stable tolls)

12. In-state deliveries Min. 5 delivery points �

13. In-state delivery rates Distance sensitive rates
�

14. Local headquarters in Alaska Yes J 
15. Local hire, local businesses, etc. Opportunities for local hire and businesses J 
16. Waive right to appeal Waived J ,, 

17. Project labor agreement Commit to negotiate PLA ./ 
18. Treatment of State reimbursement Excluded from rate base J -

19. Details of Applicant Provided J 
20.Readiness, financial resources and Proven record and demonstrated capability

J
--

technical ability of Applicant

8 TransCanada June 2008 
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TransCanada's Competitive Response to AGIA 

• TransCanada bid to win - competitive enhancements

• Initial system design with inexpensive expandability

• 

• Gas treatment plant ownership, if no 3rd party willing to build

• Equity opportunity for shippers committing gas in initial open

season

• 75% debt vs. 70% minimum limit in AGIA

• Toll reduction of $0.09/mmbtu

• TransCanada's return reduction in event of capital cost

overruns

• Fort Nelson Option upside

• Toll reduction of $0.13 -$0.18/mmbtu

• LNG alternative if insufficient gas commitments through

Canada , or via Y-line

g TransCanada June: 2008 
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Alaska Pipeline Project 

Alaau Plpellne Projoct 

_., ..... a...� 

-1�, ...... 

.. , ......... � 
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• 
• Alberta Hub is the most 

liquid market in North 
America 

• TransCanada's Alberta
System is the Alberta Hub

• Access to all North American
markets coast-to-coast on
TransCanada's existing
pipelines

• By 2018, spare takeaway
capacity sufficient for full
Alaska volumes

• One-third of Alaska pipeline
in-service as Prebuild moving
3 BCFD

• LNG alternative if insufficient
gas commitments through
Canada or via Y-line

(( � TransEanada 



Project Description 

• Gas treatment plant at Prudhoe Bay

• 5 Bcf/d initial capacity

• TransCanada will develop/own only if necessary

• Natural gas pipeline from Prudhoe Bay to Alberta Hub

• 4.5 Bcf/d initial capacity

• Expansion to 5.9 Bcf/d with compression only

• l\1ore than 1700 miles

• 48-inch diameter; 2500/2600 psig

• Alberta Hub to Lower 48

• TransCanada's existing pipeline system in Alberta is the "Alberta

Hub"

• TransCanada's Alberta pipeline is both a physical and commercial

system

• Largest natural gas trading hub in North America

• By 2018, downstream pipelines projected to have spare capacity

for full Alaska volumes

11 TransCanada June 2008 
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Project Economics 1

• Capital costs

r"!. � --- • -- "Y -· <� - • ... • 

• $26 billion (2007 $US excluding AFUDC) 

• Approximately $0.6 billion for Open Season and

regulatory certification

• Tolls

• $US 2. 76/MMbtu in 2018 to the Alberta Hub

• Levelized negotiated toll for 4. 5 Bcf/d in nominal

dollars, including fuel

• Expansion Tolls

• Rolled-in tolls in Canada

• 

• Rolled-in tolls in Alaska up to 115% of initial tolls,

including fuel

1 Based on information provided by the State and current TransCanada estimates 

12 T,anscanada June 2008 
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Financial Parameters 

• Debt/Equity Ratio

• 70/30 during construction

• 75/25 upon completion of initial project

• 60/40 for all expansions

• Return on Equity

• U.S. 10-year Treasury Note plus 965 basis points

• TransCanada's ROE will be adjusted downward in
first 5 years by up to 200 basis points in the event

of CAPEX overruns

• Fuel

• 7. 9% including GTP from Prudhoe Bay to Alberta

Hub

• $US 0.35/MMbtu in 2018 @ 4.5 Bcf/d

13 TransCanada June 2008 
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Project Schedule 

Aug 2008* Jul 2010 Apr 2011 Oct 2012 

AGIA License 
Issued 

2008 2009 

Open Season 
Complete 

2010 2011 

• AGIA license assumed to be issued in August 2008

14 TransCanada June 2008 

FERC 
Filing 

2012 2013 

Jun 2014 Nov 2014 Apr 2016 Apr 2018 Sep 2018 

FERC 
CPCN 

2014 

Project On-Site Construction Initial Gas 
Sanction Construction Complete 

2015 2016 2017 2018 

t � TransCanada



Partnership Opportunity • 
• TransCanada will offer equity opportunity to Shippers in 

the initial Open Season that subscribe for a threshold 
volume 

• Should improve likelihood of success and alignment
of interests between project sponsors and Shippers

15 TransCanada June 2008 
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"Upstr�,am Fiscal "Terms 

• TransCanada's AGIA obligations are not conditional on a
review of Alaska's upstream fiscal terms.

• TransCanada acknowledges that this issue is between
the State and natural gas producers.

• TransCanada requests that the State review upstream
fiscal terms for natural gas prior to the initial open
season.

16 TransCanada June 2008 
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Other Project Components 

• Natural Gas Liquids (NGLs) Extraction

• 
• TransCanada can accommodate NGL extraction in 

Alaska or downstream 

• TransCanada's Alberta system is straddled by three

NGL complexes owr.ied by third parties

• Excess capacity expected at those plants sufficient

to process Alaskan gas if Shippers so choose

• LNG Alternative

• TransCanada is willing to offer gas treatment and

transportation services from Prudhoe Bay to an LNG

terminal should insufficient gas be committed

through Canada or via a Y-line

17 TransCanada June 2008 
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Regulatory Structure 
· 

. 

• Alaska

• TransCanada Alaska Company, LbC will proceed

under Alaska Natural Gas Pipeline Act of 2004

• Canada

• Foothills Pipe Lines Ltd. will proceed under the
Northern PipeliAe Act (NPA)

• Canada/U.S. Treaty

• The pipeline will follow the route set out in the

Treaty and the NPA

18 TransCanada June 2008 
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AGIA "Must-haves" ·Promote Basin 

Development 

• Rolled-in tolls up to 115% of initial rates in Alaska

• Open Season every 2 years

• In-State deliveries

• Distance-sensitive tolls

• Minimum 5 delivery points

• Low equity ratio requirement for pipeline sponsors

• State fiscal incentives (if any) targeted to AGIA pipeline
shippers

19 TransCanada June 2008 
t � TransCanada



Long-run Basin Development - .. . . -

Pipeline Expansions 
· · 

• Value to Producers / Governments?

• Does Alaska have enough gas?

• Drilling impacts?

• Impact of rolled-in tolls?

• 

20 TransCanada June 2008 
t � TransCanada



Value of Potential Expansion's ($Billions) 1

Base Project 

- 25 years @ 4. 5 Bcfd

Expansions 

Case I 

- Base volumes for 10 years (4.5 Bcf/d)

- 30% expansion for 25 years (5.9 Bcf/d)

Case II 

- Base volumes for 10 years ( 4.5 Bcf/d)

- 60% expansion for 25 years (7.2 Bcf/d)

1 Assumes annual average netback of $6.89/MMbtu 

* Direct revenue only

Producer/Govts. 
Total Revenue *

$350 Billion 

$600 Bi Ilion 

$700 Billion 

Expansion 
Value 

$250 Billion 

$350 Billion 

- no indirect impacts from additional E&P activity and spin-offs

21 TransCanada June 2008 
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Basin Development - Western Canada Example 

WCSB Gas Wells Completed 
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Ultimate Resource Potential Estimate 

Proven Reserves 

Cumulative Production 

• Pipeline expansion can create "virtuous circle"
• More exploration and drilling

• If successful, leads to more pipeline expansion

• Exploration and drilling drives service industry and employment over
long term

22 TransCanada June 2008 
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Impact of Rolled-in Tolls? 

5 

.2 4 

�3 
� 2 
J: 
J: 1 

*o

Incremental Costs 

4.5 5.9 6.5 

Bcf/d 

Alaska & Yukon-B.C. sections only 

Assumed Volumes: 4.5 Bcf/d years 1 & 2 
5.9 Bcf/d years 3 & 4, 
6.5 Bcf/d years 5 & 6, 

23 TransCanada June 2008 

7.2 Bcf/d years 7 & beyond 

• 

7.2 
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Impact of Rolled�in Tolls? 

Rolled-in Tolls 

(Initial and Expansion Customers) 

4.5 5.9 6.5 7.2 

FERC Lower 48 "Standard" 

4.5 5.9 6.5 

Bcf/d 

7.2 

Bcf/d ! • Initial Customers • Expansion Customers l

• Rolled-in tolls increase chance of expansions above 5.9 Bcf/d

• 35% lower tolls for expansion customers to 6. 5 Bcf /d

• 50% lower to 7.2 Bcf/d

24 TransCanada June 2008 
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Summary 

• Last year, the Administration and Legislature established AGIA as

Alaska's transparent and competitive process to advance a gas

pipeline project

• AGIA was structured to encourage:

• Construction of base project

• Long-run basin development

• Open access terms for:

• Initial and future shippers

• In-State, Lower 48, and LNG markets

• TransCanada has the credentials and capacity to build, own, operate

and expand the project

• TransCanada's objectives are aligned with AGIA

• Early in-service

• Long-run basin development

• Open access - equitable treatment for all customers

25 TransCanada June2008 
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Thank You 

TransCanada 
In business to deliver 





Commissioners' AGI� 

!i�diri_g��nd Deterniination
The Alaska Gasllne Inducement Act 

- will sufficiently maximize the benefits to the

people of Alaska, and

- merits issuance of an AGIA license.

• Issuing an AGIA License to TC Alaska

maximizes benefits to Alaskans more than

pursuing an LNG project or the Producers

Rroject.



Th• Alaska Gasllne Inducement Act 

• Get a Ripeline
• Jobs and long-tefm Gareers
•

l
portunity ef: afforclaOle energj for�lclsRans

1 e9(l� �t-© (,\ttr. Swtv.iiHw. (lilu, �b(�ll9,yn frouni� c1�·+- 'tn.k<-lfu 0/Bu.Q.Qf ½t\.Q_• ax1m1ze state revenue and create ��r-. 

opportunity for future growth of state<thcipi6
econ Om y Q l.,,� _,'cot,Jo>'W..IL. � cti:J,,' Y\ �/

't, 
(/i 1 

;:, l l(Jt�ltt J 
• <:!;I 'Ex�llY'f"'\ lfou,.s,�l.o

nc 

3 



Maximizing Benefits to 

Alaskans 
............... ----�..- ,_..,.��·� .. 

• Get a Pipeline

The Alaska Gasflne Inducement Act 

- An economic projeet likely to att[act firm

�ransportati@n eemmit:rrnents and secure frnancing

• �obs arad long-term careers

• @�p©rtUJmity 0f affordable energy for Alaskans

• Maximize state revenue and create 0 (?O " 

opportunity for future growth of state

4 



The Alaska Gasllne Inducement Act .. 

L 

• Maximize state revenue and create

opportunit'y for future growth of state

62 

92J<9U2 



Maximizing Benefits to 

Alaska r:;is 
- - ·- �--

- Off-Take Points, and Distance-Sensitive Rates

- Expansion erovisions

- Does not interfere with "Bullet Line" project

• Maximize state revenue and create

OpJ±)O[tunity for future growth of: state IJ 



Maximizing Benefits to 

Alaskans
.... �-�, ..... ----�

• Get a Pipeline

• Jobs and long-term careers

The Alaska Gasllne Inducement Act 

• Opportunity of affordable energy for Alaskans

- Lowest Reasonable Transportation Rates (tariff)

- lixpansion Provisions



TC Alaska Project 

Eva I uatiG>1ra 
-·-��-�-.: .. The Alaska Gosline Inducement Act 

0 · 9! 

-l\le� Present Val�e (NP\/") to ttle State

9 (9U 



The Alaska Gasllne Inducement Act 

• As allowed in AGIA, IC Alaska's
appliczatioA lilad alternative project
designs Cased on how much gas was
committed at the initial open season

• Anal¥sis GQAsidered many different
possible desigrns 21< , olGci 



NPV Analysis 
The Alaska Gasllne Inducement Act 

- "Proposal Base Case" U! 
• 4.5 Bcf /d (including 0.9 Bcf/d from Pt. Thomson)

• 75/25 debt to equity 26 20 
• 14% return on equity

• 25 year shipping contracts

- "Conserv.ative Base Case"
• 4.0 Bcf/d (No gas from Pt. Thomson)

• i/5/25 debt to equity

• 14% return on equity

• 20 year shipping contracts



NPV Analysis 
The Alaska Gasllne Inducement Act -

• Factors in NPV Analysis �'l,ol\"\{� f"U;+ 3:>u<fl'° bfYNn (Uriu- I( 

- Gas Prices

- Trar=1spor.tation G0sts

• Ripeline Projeat Capital Costs

• Cost Escalati0n Rates q 

• Initial �ipeliAe lhroughput 6 

• Tariff Terms (e.g. debt to equity ratio)

- Pipeline Construction Schedule

- Gas Production Costs

{Ev') 

11 



Project Economic 

_l\rl�1\!SJS 
The Alaska Gosline Inducement Act 

• Gas Price Models

- Separate price forecasts were obtained from

• US DOE
1

s Energy lnf0rmation Administration {EIA)

• Gas Strategies GonstJ lti ng

• Black and Veatch

•



Project Economic 

.ArtfilYs.i.s. __ ·-·-� '.� ··- 2.b __ ,..."_· 

• Project €ost arid Schedule

• Westney Consulting

• Energy Project Consultants

• Pingo International

• AMEC Paragon

• Colt Engineering

• Mustang Management

• Energy Operations Consulting

• Black and Veatch

• Merlin Associates

The Alaska Gasline Inducement Act 



The Alaska Gasllne lnduc:ement Ac:t 

- ProJ:1osal Base Case

• $31 Billion in today's dollars

- $3.19 tariff
• 

• $45 Billion in dollars spent 
• 

- $4. 73 tariff

- Conservative Base Case

• $29 Billion in today's dollars

- $3.59 tariffi

• $42 Billion in dollars spent

- $5.33 tariff

14 



Project Economic 

An� l,y_s_is ___ .___ __..,-'=' The Alaska Gasllne Inducement Act -

Project Cost Estimates - Why Higher than TC Alaska's? 

- Different Purposes - Project Planning vs. Risk Assessment

- TC Alaska's Cost Estimates are "realistically aggressive" and

appropriate for project planning
• Analytical team tested sensitivity of estimates to changed

circumstances I 

- Difference Between Assumgtions MaAdated ir.1 the RfiA and

the final analysis assumptions
• Exchange rate, cost escalation rate

- Assumed "Neutral ©0mpetence" of Operator

- Cost ot the GTP
• One vs. Two seasons of sea-lift

15 



The Alaska Gosline Inducement Act 

• Rr@ject Schedule

- State's Canadiaa Cownsel advised om expected
. 

regulator.� timeline in Canada, including First

Nati0r-1 issues 0

2 9 2 ::,



The Alaska Gasllne Inducement Act 

2 

• Pipeline Project Capital Costs ($31.5 billion)
I' 

�. Cost Escalation Rates {4%) 
'9U 9 

• Initial Pipeline Throughput (4.5 Bcf /d)

- Gas Production Costs





Project Economic 

An a lysj s-.��........... -����- Th• Alaska Gasllne Inducement Act 

Conservative Base Case Results 

• Tne State's NPV decreases by 8% from the'sia

Proposal Base Case to $60. 7 billion.

• The Major North Slope Producers NPV

decreases by 9% to $±2.3 billion.



Project Economic 

Analysis 
The Alaska Gasllne Inducement Act 

State NPV at Various Initial Throughput 

$70.0 

$60.0 

$50.0 

$40.0 

$30.0 

$20.0 

$10.0 

$0.0 

4.5 Bcf/d 4.0 Bcf/d 

!•state Nyv] 
fli.r ·::. ii fu <;,h��l 

t1J.1u,0n0 11 o 

.g X.p/t/J14 I vn s

20 



The Alaska Gasllne Inducement Act -

- It would take a "perfect storm" of worst case 

scenarios of multiple factors for the Project to be 

uneconomic to the Producers. 

- lrndeed, a "Rerfect storrm" 0t l0w gas Rt1iGes and

high construction costs, together, are aot eaough

to generate a negative NPV for tne State.



$500 Million Matching 

Contribution 
The Alaska Gasllne Inducement Act 

• State's NP� imc:reases Dy $20(9

Million



TC Alas�a ranmject Is l!ikely to 

Succeed> 



Attracting Gas Commitments 

to TGJ Alaska's Pr0jec;:t 
The Alaska Gasllne Inducement Act 

6 

C q 

- 10-year tax certainty

R I I 
. . So J::) w/ 1ncoi, #,I lea.x,a c A rl t.6"X- ti. � 

- oya ty va uat1on certainty �� k (/v1,,/ilf1Ji P� 1o.014# ,µ/i_ 
uu. b-e..- 1o � � l'C(::Ut,�,,,....., cv s oi;;J' 

• Avoid Problems of Not Committing Gas
0 

- Duty to develop

- Anti-trust

- Congressional Attention

- Shareholder: Questions



TC Alaska Project Is Likely to 
Succeed 

The Alaska Gasllne Inducement Act 

Contingent Liability Issue G, 1 1U,u1wn pa?k1s) 

• Risk of litigation is significantly overstated.

• Potential legal claims by withdrawn partners

are, at oest, weak ana UJalikely t0 succeecj.

• Not a reasonable basis for the Major North

Slope Producers to refrain from partnering

with TC Alaska or contracting wittavtrae B�oject.



TC Alaska Project 

The Alaska Gasllne Inducement Act 

. 



• Lack of commitments create risks for state
• N0 certainty on project schecule

- Likely Anti-trust Challenges
• Undefined tariff terms

The Alaska Gasllne Inducement Act 

• • 

)9Cf< 

- Example, 50/50 debt to equity increases the tariff by $1 compared to
2 75/25, costing the state over $8 billion in NPV ·

• Undefined state fiscal concessi0ns needed for Denali - ��
v\
Zi1·c-s

1 

- SGDA concessions worth over $10 billion J!i•t.,� �11.a � 
'l'-t' '1li �all- c\crn 'f- s.u_,• No Certainty on Expansion Provisions -+�\- (U) )'1Wi.Mj cJ,,.7.

- Producer Incentives to exercise basin control
- Stifles North Slope basin development
- Loss of long-term jobs and careers
- Loss of Potential l!:NG development



- Expansion P.rovisi0r1s

- towest reasonaole tariff - Highest Netback

• State Needs to Use Power of ComRetitior:1 to"

Rr0teet Alaskans Interests



LNG Analysis 
0 9 

The Alaska Gasllne Inducement Act 

I 82 0 6 l
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LNG Economic Analysis 
The Alaska Gasllne Inducement Act 

• Ran economics on both a 2.7 bcf/d and 4.5 Bcf/d

projects

• CoAfirmed Asian market �remit1m-a price

• C2 9 q 
• State and Producer NPV lower under all stand-alone

LNG options than under TC Alaska projett

30 



LNG Likelihood of 

Success .., 
-.. �.. -�-··-· --...,__,• _.,�-

pipeline, to liquefaction, to tankers, to re­

gasification, to gas sales must be negotiated and 

executed nearly simultaneously I L u 2

- Expansions are more difficult because of size
Cl q 

- Export authorization is a challenge

\ 

-- ± 



Opportunity for "V line" 

LNG 



Additi@nal 

G@r1sidera�i.ons 
__,... ... --· 7Pli' -� i.llil6l!i 

• f.reble Elamages Exp>esure

• Competition

The Alaska Gasllne Inducement Act 
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Treble Damages 

.ExpQsure 
The Alaska Gosline Inducement Act 

$Millions 
3x TC Cumulative 

State TC Alaska Alaska State 

Year Annual Spend Expenditure Expenditure Expenditure Exposure 

2008 $41 $21 $21 $62 $82 

2009* $42 $21 $21 $63 $166 

2009 $34 $31 $3 $10 $207 

2010 $141 $127 $14 $42 $376 

2011 $144 $130 $14 $43 $549 

2012 $147 $132 $15 $44 $726 

2013 $75 $39 $36 $109 $874 

Total $625 $500 $125 $374 $874 

Expenditure Schedule Based on TC Alaska Application 
34 



Competition 

Producers Potential Applicants 

vs. AGIA vs. Each Other 
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Summary 
The Alaska Gasllne Inducement Act 

• TC Alaska's Project Maximizes Benefits to

Alaskans

- Best Chance to Get a PiP,eline

- Expansion Provisions Provide Best Chance for JolSs
and Long-Term Careers for Alaskans

�.����.--.----..----. 

- Increases Alaskans Oppor,tcinity of Affor;aaole
Energy

- Maximizes State Revenue




