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HOUSE BILL NO. 3001(efd fid)

0 orneT
:; IN THE LEGISLATURE OF THE STATE OF ALASKA

TWENTY-FIFTH LEGISLATURE - FOURTH SPECIAL SESSION

BY THE HOUSE RULES COMMITTEE BY REQUEST OF THE GOVERNOR

§—I-200%

Ameaded: 723/08
Introduced: 6/3/08

W 2
—

A BILL

FOR AN ACT ENTITLED
"An Act approving issuance of a license by the commissioner of revenue and the
commissioner of nataral resources to TransCanada Alaska Company, L.1.C and

Foothills Pipe Lines Ltd.. jointly as licensee, under the Alaska Gasline Inducement Act.”
BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:

* Section 1. The uncodified faw of the State of Alaska is amended by adding a new scction
to read:
APPROVAL OF ISSUANCE OF LICENSE UNDER THE ALASKA GASLINE
INDUCEMENT ACT. The commissioner of revenue and the commissioner of natural
resources are authorized to issuc a license under AS 43.90.010 - 43.90.990 to TransCanada

Alaska Company, LLC and Foothills Pipe Lines Lid., jointly as licensee.

HB3001b -1- HB 3001(efd Nid)
Sew Text Underi:ned (CELETED TEXT BRACKETED]




FISCAL NOTE
STATE OF ALASKA Fiscal Nots Number. 1
2008 LEGISLATIVE SESSION Bik Verson HB 3001
(H) Pubish Date: 6308
Adentiher (fle name) 3001-DNR -08G-05-28-00 Dept Affected Natural Resources
Tule e —

Alasia Gaskne Inducament Act Liceree

ROU ‘Resource Deveiopment

Sponsor ‘Rules Commnidtee

Componen: Od ard Gas Deveiopment

ReQuester Govermor

Expenditures/Revenues

Comporent Number 4390
(Thousands of Dohars)

Note: Amounts do net nclude inflalion unless ctherwise noted beiow

Apgroorason
Requinec

trformabon

OPERATING EXPENDITURES FY 2009

FY 2009 | FY 2010 | FY 2011 | Fv 2012 | Fy 2013

FY 2014

Personal Servicas

Travel

Convractual

Suppiies

Equpment

Land & Structures

Grants 8 Clars

Miscellaneous

TOTAL OPERATING

0.0 0.0 0.0

(CAPITAL EXPENDITURES 1

] | |

[CHANGE 1N REVENUES ( Jromy

| | —2a|

FUND SOURCE

(Thousands of D22ars)

1002 Federal Racepts

1003 GF Match

1004 GF

1005 GF/P:0g'am Reca.pts

1037 GFMerta) Health

Othe Inleragency Receiots

TOTAL

0.0

Estimate of any current ysar (FY2008) cost:
POSITIONS

Ful-tme

Part-ame

Tem ry

AKALYSIS: (AZIch s sopd/ate 0890 £ NeCUSIA)!

This bill would grve approval for issuance of a kcense by the commissioners of the depanments of Natural Resources
and Revenue under the Ataska Gasiine Inducement Act (AGIA). The success of the state’s gasine project coukd mean

bilions of doltars i future state revenues.

Prepared oy. Kevin Barks Acting Ovector

Dmas.on Dmson of Onl and Gas

Approvea by Tom inwan. Commissioner

Natura! Resources

Revaed 11157007 OVE)

Phone 2698820

Daw/Tsre May 28, 2008

Date May 28. 2008

Page 10l 1




FISCAL NOTE

STATE OF ALASKA Fiscal Nct® Numbat 24"
2008 LEGISLATIVE SESSION Bii Version 'HB 3001
{H) Pudish Date /08 5

Identifier (file name) 08-0085-DOR-DAS-£-7708 Dept Aftected: 04 Revenue
Title AGIA License Agorova! ROU Admin

Cemponeny m‘n VIC §
Sponsor Rutes

Requestar Govemnor Component Number 125
—

Expenditures/Rev (Thousands of Dol/ars)
Note: Amounts dc not include inflation uniess otherwise notec below.

Appropnation
- Requirec Informaton

OPERA TING EXPENODITURES FY 2009 FY 2009 FY 2010 FY 2011 FY 2012 | ¥v2013 | Fv 2014 |
Personal Services
Travel
Conlrachal
Supgles
Equpment

Land & Structures
Grants & Claims ) pr

TOTAL OPERATING 0.0 0.0 0.0 0.0 00 0.0 00

[CAPITAL EXPENDITURES [s000000 [ T | )| | ]
[CHANGE WREVENUES [ ) 1 I | 1 | T ]

FUND SOURCE (Thousanas of Doxars)
1002 Fede:sl Reced
1003 GF Maich

1004 GF

10CS GF/Prog-am Rece.pis
1037 GF /Mental Heath

TOTAL

Estimate of any current year (FY2008) cost:

POSITIONS
Fulk-bme
Part->ne
[Terporary

ANALYSIS:  (AZ8ch ¢ 5000312 D3OS £ NECOLINY)

Passage of this bill approves the issuance of a hkcense by the Commussioners of Revenue and Natural Resources to
TransCanada Alaska Company, LLC and Foothilis Pipe Lines. i.TD . jointly as licensee. under the Alaska Gaskne
'lnduoemem Act. The approval of this license along with the appropriation of $500 million in a separate bill entitles
TransCanada Alaska Company, LLC and Foothills Pipe Lines. LTO to reimbursement of up 1o $500 million of qualkfied
|expenditures under reguiasons adopted by the Depariment of Revenue (15 AAC 90.010- 15 AAC 80 030). The
Depariment of Revenue wil make these reimbursemanis with the cooperation of the Alaska Gashine Inducement Act
coordinator in the Office of the Governor and with technical advice from the Department of Natural Resources No
|addmonal staffing or funding will be required by the Department of Revenue as a rasult of the paseage of thus bill

Preparea by JeTy Bumet Phone 485-2312
Dwrsion Admen Semwvices Date/Time 526/08 12 00 AM
Apprcveo by  Jerry Bumel Oate 57262008

Deparirent of Revenue

(Reweiac “GTE2008 ONB) Page 10! ¢
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HB3001 House Letter of Intent CRAWRIAD

The purpose of the award of an exclusive license to TransCanada Alaska %

Company, LLC and Foothills Pipe Lines Ltd. (hereafter referred to as
TransCanada) is to expedite bnnging North Slope gas to market To meet the
Alaska Consunurion'’s mandate to develop Alaska’s resources for the maximum
benefit to Alaskans, iris the intent of the legislarure that the executive branch
contnues to aid project proposals in addition to just a TransCanada pipeline
into Ganada It s the intent of the legislature that an AGIA license will cm

and encourage anAll Alaska gas line/ liquefied natural gas (LNG) project within
the TransCanada project.

Recognizing that high energy prices have resulted in an energy cnsis in
communines throughout the state, it is the intent of the legislature that an

Au

award of an exclusive license to TransCanada not interfere with the mpid WM /

delivery of North Slope gas to Alaskan markets. The legislature urges the
construcuon of a project that would facilitate delivery of in-state gas by way of
a project buik as part of a TransCanada project.

To prepare for an open season that includes an All Alaska gas line/LNG
project in conjunction with the TransCanada project into Canada, it is the
wntent of the legislarure that such project receives the assistance of the executive
branch and be granted expedited review and action by state agencies.

Nothirg in this letrer of intent is intended 1o alter the obligations of the parties

under tae law, and nothing in this lerrer is intended to encourage the violaton
of these obligations.

Harrs
Haw ket

Doll

Johneon
Salmon
Meyer
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Chenowett/Bullock

7/30/08

AMENDMENT

OFFERED IN THE SENATE
TO: HB 3001 (efd fld)

—

Page 1, line 3, following "Act":

2 Insert "; and providing for an effective date"

3

4 Page 1, following line 10:

5 Insert new bill sections to read:

6 "* Sec. 2. The uncodified law of the State of Alaska is amended by adding a new section to

7 read:

8 CONTINGENT EFFECT OF LICENSE APPROVAL. The provisions of sec. 1 of this

9  Act are contingent on
10 (1) the written offer of the parties identified jointly as the licensee in sec. 1 of
11 this Act to the parties having control of significant North Slope natural gas reserves that are
12  proposing an alternative natural gas pipeline project to participate in good faith negotiations
13  as described in this paragraph, and, if the offer is accepted, the negotiation in good faith as
14 described in the paragraph; the negotiations shall seek to secure common agreement to
15 eliminate proposals for competing natural gas pipeline projects, as that phrase is defined in
16  AS 43.90.440, for North Slope natural gas reserves; it is material to the state's interest in the
17 negotiations that an agreement between the parties have the result of foregoing the need for
18 issuance of a license under AS 43.90, including the appropriation of licensee reimbursements
19  asauthorized by AS 43.90.110(a)(1); to implement this paragraph,
20 (A) negotiations shall be conducted among
21 (i) the commissioners of revenue and natural resources or their
22 respective representatives;
23 (ii) representatives of the parties identified jointly as the




r

25-GH3055\AA.9

P

licensee in sec. 1 of this Act; and

2 (iii) representatives of the parties having control of significant
3 North Slope natural gas reserves that are proposing an alternative natural gas
4 pipeline project;
5 (B) the parties identified in (A) of this paragraph may
6 (1) include in the negotiations representatives of other entities
7 whose presence may be useful to achieve the outcome described in this
8 paragraph, as these parties may mutually agree; and
9 (i1) agree to conduct the negotiations with or without use of the
10 services of a mediator, as the parties may themselves determine; if the parties
11 agree to use of the services of a mediator, the mediator shall be a person whose
12 identity is mutually agreeable to the parties; and
13 (C) negotiations undertaken under this section arc not to be considered
14 meetings of a governmental body of a public entity of the state that are subject to the
15 requirements of AS 44.62.310 - 44.62.312; and
16 (2) the passage of a number of days set out in this paragraph following the
17  condition described in the corresponding subparagraph; when the condition described in this
18  paragraph has been met, the commissioners of natural resources and revenue shall issue the
19 license; under this paragraph, the commissioners may not issue the license before the effective
20 date of sec. 1 of this Act, and
21 (A) unless subject to the limitation set out in this subparagraph, shall
22 issue the license not sooner than 180 days after the datc of final execution of the
23 common agreement among the parties that is substantially as described in (1) of this
24 section; however, if, under the terms of that agreement, the partics consent to forego
25 the need for issuance of a license under AS 43.90, then, notwithstanding any other
26 provision of law, the commissioners may not issue the license; or
27 (B) shall issue the license not sooner than 45 days after the earlier of
28 the date that
29 (i) the commissioners advise the governor that one or more of
30 the parties described in (1)(A)(iii) of this section have notified them, or either
31 of them, that the party or parties will not participate in the negotiations




25-GH3055\AA.9

described in this section; or
(i) the parties described in (1)(A)(ii) and (1)(A)(iii) of this
section certify to the governor that they have mutually agreed that negotiations
to secure the common agreement as described in (1) of this section to eliminate
proposals for competing natural gas pipeline projects for North Slope natural
gas reserves cannot be obtained.
* Sec. 3. Section 2 of this Act takes effect immediately under AS 01.10.070(c)."

2
3
4
5
6
7
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AMENDMENT %Qf

OFFERED IN THE SENATE
TO: HB 3001(efd fld)

—

Page 1, line 3, following "Act":

2 Insert "; and providing for an effective date"

3

4 Page 1, following line 10:

5 Insert new bill sections to read:

6 "* Sec. 2. The uncodified law of the State of Alaska is amended by adding a new section to

7 read:

8 CONTINGENT EFFECT OF LICENSE APPROVAL. The provisions of sec. 1 of this

9  Actare contingent on
10 (1) the written offer of the parties identified jointly as the licensee in sec. 1 of
11 this Act to the parties having control of significant North Slope natural gas reserves that are
12  proposing an alternative natural gas pipeline project to participate in good faith negotiations
13  as described in this paragraph, and, if the offer is accepted, the negotiation in good faith as
14 described in the paragraph; the negotiations shall seek to secure common agreement to
15 eliminate proposals for competing natural gas pipeline projects, as that phrase is defined in
16  AS 43.90.440, for North Slope natural gas reserves; it is material to the state's interest in the
17 negotiations that an agreement between the parties have the result of foregoing the need for
18 issuance of a license under AS 43.90, including the appropriation of licensee reimbursements
19 asauthorized by AS 43.90.110(a)(1); to implement this paragraph,
20 (A) negotiations shall be conducted among
21 (1) the commissioners of revenue and natural resources or their
22 respective representatives;
23 (i1) representatives of the partics identified jointly as the
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1 licensee in sec. 1 of this Act; and
2 (iii) representatives of the parties having control of significant
3 North Slope natural gas reserves that are proposing an alternative natural gas
4 pipelinc project;
S (B) the parties identified in (A) of this paragraph may
6 (i) include in the negotiations representatives of other entities
7 whose presence may be useful to achieve the outcome described in this
8 paragraph, as these parties may mutually agree; and
9 (ii) agree to conduct the negotiations with or without use of the
10 services of a mediator, as the parties may themselves determine; if the parties
11 agree to use of the services of a mediator, the mediator shall be a person whose
12 identity is mutually agreeable to the parties; and
13 (C) negotiations undertaken under this section are not to be considered
14 meetings of a governmental body of a public entity of the statc that are subject to the
15 requirements of AS 44.62.310 - 44.62.312; and
16 (2) the passage of a number of days set out in this paragraph following the
17 condition described in the corresponding subparagraph; when the condition described in this
18  paragraph has been met, the commissioners of natural resources and revenue shall issue the
19 license; under this paragraph, the commissioners may not issue the licensc before the effective
20 date of sec. | of this Act, and
21 (A) unless subject to the limitation set out in this subparagraph, shall
02 issue the license not sooner than 180 days after the date of final execution of the
23 common agreement among the parties that is substantially as described in (1) of this
24 section; however, if, under the terms of that agreement, the parties consent to forego
25 the need for issuance of a license under AS 43.90, then, notwithstanding any other
26 provision of law, the commissioners may not issue the license; or
27 (B) shall issue the license not sooner than 45 days after the earlier of
28 the date that
29 (1) the commissioners advise the govemnor that one or more of
30 the parties described in (1)(A)(iii) of this section have notified them, or either
31 of them, that the party or parties will not participate in the negotiations
L -2-
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1 described in this section; or
(ii) the parties described in (1)(A)(ii) and (1)(A)(iii) of this

section certify to the governor that they have mutually agreed that negotiations

proposals for competing natural gas pipeline projects for North Slope natural

2
3
4 to secure the common agreement as described in (1) of this section to eliminate
5
6 gas reserves cannot be obtained.

i

* Sec. 3. Section 2 of this Act takes effect immediately under AS 01.10.070(c)."
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AMENDMENT

OFFERED IN THE SENATE
TO: HB 3001(efd f1d)

1  Page I, following line 10:

2 Insert a new bill section to read:

3 "* Sec. 2. The uncodified law of the State of Alaska is amended by adding a new section to
4 read:

5 CONTINGENT EFFECT OF LICENSE APPROVAL: INDEMNIFICATION FOR
6 LIABILITIES TO WITHDRAWN PARTNERS. (a) The provisions of sec. 1 of this Act are
7 contingent on the commissioner of revenue and the commissioner of natural resources
8 obtaining frem the licensee the licensee's written agreement that the state will not reimburse
9

the licensee for qualified expenditures under AS 43.90.110(a)(1) before the licensee

i% 10 indemnifies the state against any loss of revenue because of a liability of the licensee to
11 withdrawn_partners. The indemnification is required regardless of whether the state receives
12  its royalty share of the production of natural gas in kind or in value. In this subsection,
13 "licensee" includes the licensee and a successor in interest to the licensee subject to AS 43.90.
14 (b) To implement this section, the commissioner of revenue, in consultation with the
1S commissioner of natural resources and the attorney general, shall
16 (1) review the partnership agreement and other documents associated with the
17  Alaskan Northwest Natural Gas Transportation Company, commonly referred to a ANNGTC;
18 (2) identify the partners and the successors in interest to the partners in the
19  Alaskan Northwest Natural Gas Transportation Company;
20 (3) determine the extent of any liability or potential liability of the licensee to
21  each partner or successor to a partner based on any partnership agreement or other agreement

22  between the partners of the Alaskan Northwest Natural Gas Transportation Company;

23 (4) determine the effect on revenue to the state should the licensee be found
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liable to a partner or successor to a partner under the partnership agreement and other
agreements between the partners and their successors in the Alaskan Northwest Natural Gas
Transportation Company; the effect on revenue to the state includes
(A) the costs associated with delays in the construction of the project;
(B) an effect on the tariff;
(C) an effect on the state's taxes and royalties;
(D) the effect on the state if the state acquires an ownership interest in
the project; and
(E) other effects on revenue to the state identified by the commissioner
of revenue; and
(5) determine the form and amount of indemnification required to be provided
by the licensee to the state to shield the state from the possible effects on revenue determined
under (4) of this subsection.

(c) Unless the parties otherwise agree, an agreement entered into under this section
may provide that a dispute between the commissioner of revenue and the licensee over the
extent of any liability of the licensee determined under this section and the form and amount
of indemnification required to be provided by the licensee shall be resolved under
AS 44.62.330 - 44.62.630 (Administrative Procedure Act) or other form of alternative dispute
resolution agreed to by the licensee and the commissioner of revenue, in consultation with the
attorney general.

(d) In this section,

(1) "licensee" and "project” have the meanings given in AS 43.90.900;

(2) "withdrawn partners" means the partners and successors in interest to the

partners of the Alaskan Northwest Natural Gas Transportation Company identified by the

commissioner of revenue in (b)(2) of this section."”
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AMENDMENT :

OFFERED IN THE SENATE
TO: HB 3001(efd fld)

Page 1, following line 10:

Insert a new bill section to read:

"* Sec. 2. The uncodified law of the State of Alaska is amended by adding a new section to
read:

CONTINGENT EFFECT OF LICENSE APPROVAL: INDEMNIFICATION FOR
LIABILITIES TO WITHDRAWN PARTNERS. (a) The provisions of scc. 1 of this Act are
contingent on the commissioner of revenue and the commissioner of natural resources
obtaining from the licensee the licensee's written agreement that the state will not reimburse
the licensee for qualified expenditures under AS 43.90.110(a)(1) before the licensee
indemnifies the state against any loss of revenue because of a liability of the licensee to
withdrawn partners. The indemnification is required regardless of whether the state receives
its royalty share of the production of natural gas in kind or in value. In this subsection,
"licensee" includes the licensee and a successor in interest to the licensee subject to AS 43.90.

(b) To implement this section, the commissioner of revenue, in consultation with the
commissioner of natural resources and the attorney general, shall

(1) review the partnership agreement and other documents associated with the
Alaskan Northwest Natural Gas Transportation Company, commonly referred to a ANNGTC;

(2) identify the partners and the successors in interest to the partners in the
Alaskan Northwest Natural Gas Transportation Company;

(3) determine the extent of any liability or potential liability of the licensee to
each partner or successor to a partner based on any partnership agreement or other agreement

between the partners of the Alaskan Northwest Natural Gas Transportation Company;

(4) determine the effect on revenue to the state should the licensee be found
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liable to a partner or successor to a partner under the partnership agreement and other
agreements between the partners and their successors in the Alaskan Northwest Natural Gas
Transportation Company; the effect on revenue to the state includes
(A) the costs associated with delays in the construction of the project;
(B) an effect on the tariff;
(C) an effect on the state's taxes and royalties;
(D) the effect on the state if the state acquires an ownership interest in
the project; and
(E) other effects on revenue to the state identified by the commissioner
of revenue; and
(5) determine the form and amount of indemnification required to be provided
by the licensee to the state to shield the state from the possible effects on revenue determined
under (4) of this subsection.

(c) Unless the parties otherwise agree, an agreement entered into under this section
may provide that a dispute between the commissioner of revenue and the licensee over the
extent of any liability of the licensee determined under this section and the form and amount
of indemnification required to be provided by the licensee shall be resolved under
AS 44.62.330 - 44.62.630 (Administrative Procedure Act) or other form of alternative dispute
resolution agreed to by the licensee and the commissioner of revenue, in consultation with the
attorney general.

(d) In this section,

(1) "licensee" and "project" have the meanings given in AS 43.90.900;
(2) "withdrawn partners" means the partners and successors in interest to the

partners of the Alaskan Northwest Natural Gas Transportation Company identified by the

commissioner of revenue in (b)(2) of this section."
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Q TransCanada

In business to deliver

July 28, 2008 TtansCanada Pipelines Limited
450 - 1st Street S.W.

Honorable Lyda Green Calgary, Alberta, Canada T2P SH1

President of the Senate tel 403.920.2035
Alaska State Capitol fax 403.920.2318

email tony_palmer@transcanada.com
Honorable John L. Harris web vaww.transcanada.com

Speaker of the House of Representatives
Alaska State Capitol

Pear President Green and Speaker Harris:
Re: TransCanada Alaska Company LLC's AGIA Schedule

Over the last few days several questions have been raised with respect to TransCanada Alaska's schedule for
implementing the ACIA license in the event the Senate votes to approve it. | have addressed this issue numerous
times, most recently in the Senate Special Commirtee on Energy on July 22, but wish to ensure that you are fully
aware of TransCanada Alaska's commitments. TransCanada Alaska will have legally binding schedule
obligations if the Senate approves the AGIA license.

In my testimony over the last 50+ days, I have repeated TransCanada Alaska's commitment to complete an open
season by July 2010 if the license is issued in early August 2008. In addition, we have committed to file with the
Federal Energy Regulatory Commission (FERC) for a certificate of public convenience and necessity by 2012.
TransCanada cannot control the length of time FERC takes to issue that certificate, but we would anticipate
receiving the same by 2014. Finally, once shipper contracts and regulatory approvals are secured, the next steps
are project sanction and initiation of construction to achieve a target in-service date of September2018.

TransCanada Alaska’s proposed schedule has been clearly set out for the Legislature and in public interviews
across Alaska since hearings commenced in early June. All public statements by TransCanada executives have
been consistent with this schedule. I want to reaffirm TransCanada's commitment to this schedule if the Senate
approves TransCanada Alaska’s application as approved by the House of Representatives and the AGIA license is
issued in early August 2008.

Sincerely,

/S/

Anthony M. Palmer
Vice President

Alaska Development

Attachment

cc: Members of Alaska Legislature (sent via email)
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Project Schedule
Aug 2008% Jul 2010 Apr2011  Oct 2012 Jun 2014 Nov2014 Apr2016  Apr2018_ Sep 2018
AGIA License Open Season FERC FERC FERC Project On-Site Construction - Initial Gas
Complete  Pre-filing Filing CPCN Sanction Construction Complete

sl

Issued
. Request

2008

2009 2010 2011 2012 2013 2014 2018 2016 2017 2018

* AGIA lcense assumed to be issued nt August 2008
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ARCTIC NATURAL GAS (GAS)
AND ARCTIC GAS PIPELINES

The attached document titled “Memorandum On Arciic Natural Gas (Gas) and Arctic Gas Pipelines” analyzes what we
view as salient issues surrounding the potential supply and delivery of Arctic gas (including Alaskan North Skope
(ANS); the Beaufort Basin (including the Mackenzie Delta); Canada’s Arctic Islands, and the central Mackenae
Valley).

We believe that our participation in the northern pipeline hearings before the National Energy Board in 1976 and 1977
has contributed to our perspective on the salient issues involved in the Arctic gas debate.

The contents of the Memorandum, unless indicated otherwise, reflect solely the results of our study and, at ames, our
provocative interpretation of certain issues. This may challenge mainstream thinking. If, and to the extent it dces, we
view our underlying objective of simulating thought and discussion as met

By design and on purpose, the memorandum is, in places, repetitive. We view repetitiveness as the most-effacave too!
for driving important messages home

The memorandum appears to be, at times, excessively detailed. This, we believe, is warranted by the complex asgects
of the current and future role of the ANS as a large source of petroleum and gas. Moreover, attention to detail ts, in
our view, mandatory, as the devil 1s alwvays in the detail Also, the Arctic poses unique and monumental chatlenges to
petroleum and gas activities. Being aware of them avoids drawing inappropriate conclusions and inferences.

Because of the co-production and economic interdependence of gas and petroleum on the ANS, it became unavoid-
able to include In our study the production and delivery to markets of petroleum (crude oil and natural gas liquids)
from the ANS. This has added ennr~'2us complexity.

The study’s Summary attempts to condense its salient issues. We do not intend to summarize the Summary, excapt to
state that a gas pipeline from the Mackenzie Delta may be completed between November 2007 and November 2010.
For gas from the ANS, we view its delivery to the Lower 48 states in non-upgraded form as the least attractive both
economically and financially. In any case, we do not envisage completion of an Alaska gas pipeline (AGP) before 2012,
if ever. However, in the interim, Canada and the United States must solve the nasty #ittle secrat - the understanding
between both nations to replace Canadian gas exported through the ore-build facilities wath Alaskan gas once an
AGP is completed. Depending on the outcome, the United States may have an incentive not to build an AGP

Because of the study's length, we are prepared to provide hard copies if requested to do so by clients

Winfried Fruehauf, Ph. D.
Ramin Burney, Associate

November 2002

The opinions expressed in this memorandum are solely those of the analyst, Winfried Fruehauf, and do not necessarily
reflect those of the NBF Qil & Gas team in Calgary.
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SUMMARY
Purpose of the Study

‘The attached study is designed to provide considerable (some readers might say excessive)
detall on Arctic petroleumn, gas and gas pipelines. It is also, in pait, repetitive, by design, to
emphasize important issues. However, exploring for, developing, producing, commerdaliz-
ing and transporting Arctic petroleumn and gas Is extternely complex and, In many respects,
unique and novel. It reflects the fact that hydrocarbon-related activitles in the Arctic setting
must observe and respect that, as harsh and brutal as the Arctic environment is, it is also
surprisingly fragile. This is why Industry operates on the Alaskan North Slope (ANS) under
most stringent and costly envtronmental restzictions. As always, the "devil” is In the detail.
Awareness of detalls of the Arctic setting alds the understanding of the complexities and
challenges of producing petroleurn on the ANS now and gas on the ANS and in the Macken.
zle Delta (Delta) in the future.

Summary Conclusions

The Nasty Little Secret - unless resolved, may result in incremental supplies of ANS gas to the
48s of as little as 1 bef/d

TK:lm’y little s:cret"}see Pages 11-12; 141; 143-144) relates to the uuder- $_\

s betweenthie USA and Canada that, in return for Canadias gas ex-
ported through the “pre-build” facilities of the (never-completed) Alaska
Natural Gas Transportation System (ANGTS) prior to its completion, the USA
would “repay” Canada with Alaskaa gas, once an Alaskan gas pipelime (AGP) is
completed. Average-day exported at about 3.3 bcf/d. To date, more than 12 tcf
of Canadiam gas have bees exported. Hence, the USA may wish to avoid build.
ing an AGP, lest the “nasty little secret” be awakened from its slumber.

Current Prospects for a Mackenzie Valley Gas Pipeline (MVGP)
We are currently expecting construction of a stand-alone MVGP late in this decade with
start-up as early as Novernber 2007 and as late as 2010 (Pages 31; 40-41; 43-46; 138).

Current Prospects for an Alaska Gas Pipeline (AGP)

We do not anticipate gas production for markets outside Alaska in this decade and, perhaps,
never, because we__vi_c\iv_ the sale of non-upgraded gas via pipeline to ﬂ!e__l.ower 48 States (48s)
u_the lowest-value option for comw‘(sn Pages 31; 37; 114-120; 125-126).

Currcat Petroleum amd Gas Production on the ANS

In our view, the ANS Is now and will likely remajn petroleum country beyond the end of this
decade. Estimated petroleum production (crude oll and C,+-NGL) is estimated to average
about 1 millicn b/d In the near future. Gas co-production can reach about 9 bef/d. Except for
field uses, losses and unaccounted-for gas, the balance of gas ls re-injected into the otl reset-
voirs on the ANS for pressute maintenance. Water and miscible ficods, the globe’s largest, ate
additional petroleum-lifting roechanisms (see Pages 52-53; SB8-60; Appendices 2 & 3).




Commencement of ANS-Gas Production Would €mascuiatg Petrolecum Net-backs
Commencement of gas production for markets would pla existing petroleurn-produc-
tion levels and infrastructures on the ANS and along the entire pettoleum.value chain undet
considerable stress and cause petroleum production to decline, unless mitigative techniques
can be deployed economlically that would, at the very least, stabliize petroleum production.
However, the effectiveness and cost of such technlques cannot be predicted with certainty
(see Pages 48-49; 79; 127-129).

if an Alaskan gas pipeline (AGP) were operative today, petroleum producers would suffer a
significant loss in netback. In the second quarter of 2002, we estimate the spot gross
metback for ANS-crude ofl @ US320.07/b or about US$3.46/mmBTU (Page 116~
117; 128). In comparison (the MANSP's “4.S bcf/d-Plpeline Study Case® (Page 106)), based
on the rajor Alaskan North Shore producers (MANSP) best-case plpeline-toll of about
US$0.91-0.93/rmBTU, and an AECO-C-price of U333.25/mmBTU, the best-case gross
net-back (net of compressor fuel) for gas would be US$31.65/mmBTU, for a net-
back differeantial of 2.1: 1 im favour of petroleum. To achleve th(s netback, the
MANSP would have to invest anywhere from US$18.6 blllion to 19.4 blllion in a plpeline
and related facilities. Tbis disregards the corporate net-back enhancement gener.
ated by refining and distribution margins of imtegrated ANS-producers.

The virtually total lack of data for a MVGP makes net-back estimates for Delta-gas extremely
difficult. Fleld development costs for about 6 tcf of proven gas reserves are estimated at
about US$0.20/ramBTU. Based on an AECO-C price of US$3.00/mmBTU, plant-gate (Inuvik)
gross netbacks for Delta-gas, excluding compressor fuel, would be US$1.95-
2.00/mmBTU (Page 46).

Deferral Of Stranded Assets/Costs Of Pipclines and cctations for an Earn-
imgs Bonanza - “...not too much to write home nwu@

In the worst case, U.S. and Canadlan gas pipelines, viewing building, owning and operating
Arctic gas pipelines as potential saviours frorn the scourge of stranded assets/costs and as eamn.-
ings bonanzas, may be bitterly disappointed, because the MANSP and the Producers Group (PG)
in the Delta may bulld, own and operate Arctic gas plipelines or may sell equity interests to

limited parterships, Lncorpe trusts etc., because they can outbid pipelines by using pre-tax
economics and tolerating more leverage than pipeline cornpanies (Pages 33-35; 114-117).

However, should the MANSP and PG invite plpelines as equity tnvestors, we doubt that the
stake of a single pipeline would exceed 10%. At that level, first-year plpeline returms on
equity, discounted at 14% p.a. to the present, are de minimls (Pages 15-17).

Have the Supporte rs of the ANGTS an Exclusive Right to Build It and Preclude
Third Parties from Building Their Own Arctic Gas Pipelines? - we do nct think so

TransCanada Pipelines (TRP) and its afflllate Foothil!s Pipe Line have attempted to resuscitate
the ANGTS. However, we belleve that the Hair-/Meatball (about US$4.3 billion) has teen the
spotler. Hence, we belleve that, it TRP and FPL are to succeed in bullding an AGP, they may
have to bury the ghost of the ANGTS and embark on “Plan B.” (See Pages 146-158.)




Moreover, we do not belleve thai The ANGTS or its “Son” have enforceable prlor rights to
prectude third-party pipeline from seeking certificates for their pipeline projects.

We believe that it is “open season” for “Arctic pipeline-hunting liceaces.”
Upgrading of ANS-Gas Through Its Coaversion Inte One, Some Or Al Of:

We view the removal from Alaska of non-upgraded gas as not tn the best interest of Alasia and
the MANSP, and recommend gas convetsion (n Alaska by means such as (see Pages 95-108):

¢ Gas-By-Wire

¢ Gas-To-Liqulds Converslon

¢  Gas-By-Liguefaction (LNG-Conversion), and
e Gas-By-Seafood/Meat Conversion ')

KEY ISSUES

Our full report is a reasonably comprehensive study of:

Energy-policy Issues (past and present) surrzounding the position of gas in North Ameri-
ca's energy mosaic, Including mandating s route for and subsidization of an Alaska Gas
Pipeline (AGP) to the Lower 48 States (48s) (see Pages 18-26);

The petroleum and gas reserves and resources on the ANS and in the Delta (see Pages 42-43);

The duality between the objectives of the major ANS producers MANSP) and those of
the U.S. and Alaskan Governments (see Pages 131-132);

The Issues suzrounding the commezclalization of Arctic gas by an AGP and a MVGP (see
Pages 79-84; 116-121; 124-139);

The issues sutrounding alternatives to pipelines for the commercialization of ANS and
Delta-gas (see Pages 94-108); and

The collateral Issues, including the question whether the ANGTS has any prior rights
that would bar any other AGP from belng bullt until ANGTS is completed and In
operation (see Pages 141-158); and

Gas-pipeline ownership lssues, especially as they relate to Enbridge Inc. (ENB) and TRP
(see Pages 32-37).

Collateral Issues
In addition to the key issues above, there are several collatera} ones. -
Aloska N Shypt
1) Now and In the foreseeable future, production of gas on the for markets in the 48s
would constitute an economic and financia} dis-benefjt by reducing 1) net-backs (in

terms of oll-equivalent), ind 2) the produciblilty of ANS-petroleum below the ptojected
level of 1 roillion barrels per day (b/d), while 3) increasing the level of petrolzum
imports from offshore foreign soutces, contrary to the Administration’s energy-policy
objective (see Pages 48-49; 79; 127-129);
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2) If construction of an AGP, based on subsidies (floor-price tax credit and pipeline-loan
guarantees), would precede that of a MVGP, Delta gas could potentially be “sterilized”
and 1emaln stranded, thereby denying access to this inctemental pool of gas to both
U.S. and Canadian markets, and Increasing the dependence of the USA on petroleum
Impom from oftshore sources, contrary to the Administration’s objective (see Pages 47-
48; 94; 129-130; 135);

3) Because two of the three major MANSP (BP Exploration Alaska (BPEA); Phillips Alaska
(PA) and ExxonMobil Production (XOMP)) appear to have a predilection for maximizing
the ultimate recovery of ANS-petroleum reserves and, hence, defereing the production of
ANS-gas (sce Pages 75-84), and

4) We believe that upgrading of ANS-gas |n the Prudhoe Bay (PB) field would increase
producer net-backs, fiscal returns to the State of Alaska and employment levels In Alaska
far beyond those created by a “bubble-economy*” resulting ftoin gas-pipeline construction
(see Pages 93-95);

5) However, should an AGP be constructed after all, we favour the northern royte (submarine
pipeline from the ANS to the Delta and, thence along the Mackenze Valiey) to Alberta and

/ possibly Chicago, because it would, through economies of scale and scope, confer ecanarmic

= Aoskn 6+ pv’.u.L*“‘-
(Haofn Grrds)

benefits on the MANSP and the Delta-gas producers group (PG); maximize access to Arctic gas
from 1) the ANS, 2) the Delta, and 3) potendally Arctic Islands In the future (see Pages 36-37)

6) Moreover, creation and utilization of a single Arctic pipeline corridor would minimize the
envitonmentally intrusive effects of multiple plpeline corridors (such as a Alaska-Yukon
gas pipeline (AYGP), a MVGP, and possibly in the future an Arctic islands gas pipeline (see
Pages 18; 92-94);

lndeed. awa)dng it can be mm y ;g n emroducdve v)

g_jmn[g!__to reduc orted petrole fﬁho[e soutces by
. R nllstlcal bury'lng etly any AGP-dreams Is pexhaps best way of
g sleep :9' 3 e na Hest-the-equivatent-of the mythological

Pages’11-12; 141; 143-144);

8) Within the context of formulating a comprehensive U. S. energy policy, the President
and Congress view construction of an AGP as a platform for the objective of redudng
the dependence of the USA on offshore ctude-oil imports (see Pages 8~9 and 17-21).
Complicating energy-policy discussions is the duality between the objectives of Govermn-
ment and at least two o! the three MANSP (see Pa;es 20-25

Even < “nasty llttle  wger4fesolved, we view ture producti ANS-gas as
de oil_on_lhc.ANSmd_also.mmnct econamic
we view an AGP as the option that creates the least economic

MWWMWW

10) Predllection for Maximizing Pettoleum Production and Defeiring Gas Development on
the ANS. We have analyzed time and again various staternents of 8P (parent of BPEA,




the lead operator of about 803 of ANS-petroleum production, with PA operating about
209%), with respect to Alaskan petroleum and gas. We have conciuded that 8P and XOM
appear to be favouring the delay of commercial gas production until petroleutn recovery
Is approaching its economic Jimit. Accordingly, they view eatly commercial production of
ANS-gas as counterproductive to the optimization of petroleum production and, hence,
as inopportune, and concluded that nothing Is as capable of jeopardizing the ultimate
recovery of ANS-petroleumn as premature production of ANS-gas. The thought has not
escaped us that the ANS Is first and foremost a “petroleum province,” whose ability to

max| lze petroleum production requires the relegation of ANS-gas for now to
¢he "bleachers.” (see Pages 80-84; 92)

Technological Progress and Reduced Costs Of Capital Are
Beneficial to Arctic Gas Pipelines

In additon to large reductions In the cost of caplta), significant technological piogtess has
been made since the discussion of the ANGTS, benefitting the construction and cost of
Arctic gas pipelines.

In 1972, Imperial Oil concluded that It was feasible and, hence, opportune to expost Delta.
g3 by pipeline. It signed agreements [or the sale of Delta gas at $0.32/mcf to two of the
USA's largest gas pipelines (see Page 40). Although sales did not materiallze, we have recog-
nized the enormous technological progress (see Pages 122-124) achieved In pipelining and
production of petroleurn and gas since then, mitigating secular escalation of infrastructure
costs, and so is the decline In interest rates since the late 1970s.

We have, on purpose, dealt with the lessons the Northstar submarine petroleum and gas
pipelines are capable of teaching in support of the “northemn route,” capable of linking
ANWS. and Delta-gas resources generating higher gas net-backs than an Alaska-Yukon Gas
Pipeline (see Page $5-57).

Pipeline Proposals For Commercializing Arctic Gas
Bona-fAde proposals for Arctic gas pipelines include (see Pages 31-38):

1) MVGP - Cdn$4 billion;

2) MANSP Team Profect Bullet Pipeline to Chicago via the northern route and the Macken-
zie Valley; consisting of A to B and B to C segments (US$18.6 billion);

3) MANSP Team Project Bullet Pipeline to Chicago via the Yukon Territory consisting of A
to B and B to C segments (US$19.4 billion);

4) ArcdGas Resouzces Plpeline to central Alberta via the northern route and the Mackenzle
Valley;

S) Alaska-Yukon Gas Pipeline Proposed by Foothills Pipe Lines (Yukon) Ltd. to Carollne,
Alberta (US$7.6 billlon, Initially, and US$9.7 billion, uitimately);

6) Alaska Gasline Port Authority All-Alaska Pipeline to LNG-facility near Valdez, Alaska;

7) Alaska Gasline Port Authority Y-Line to Valdez, via Delta Junction, with connection to a
Yukon-to-Alberta line.




The Origin of the [Northern Gas Pipeline Saga

- The study reaches back to the ‘ate 1960x/early 19705, when the petroleurn and gas industry began
to set sights on Azctic petroleumn' and gas resources (see Pages 140-146; 156). Following the
discovery of the PB feld on the ANS in 1968 and a string of discoveries Ln the Delta, Arctic gas-
pipeline proposals started to emerge. We remernber well the hearings be(ore Canada’s National
Energy Board on Northemn Pipelines, because we partidpated within. Sorae of the issues now
before us can be best understood with the benefBit of expasure to epic gas-pipeline wars and battles.

Bas The “Victory” Of The ANGTS 25 Years Ago Over The Canadian Arctic Gas
Pipeline (CAGPL) Project Become Hollow? - yes

Ever since the ANGTS was chosen over CAGPL 25 years ago, Foothills Pipe Lines (FPL) has
been the flag bearer of the ANGTS. Desplte valiant efforts, the ANGTS failed to receive final
certificates of public convenience and necessity, because of its Inabllity to raeet all of the
required conditions. As a result, it falled to meet Its scheduled In-service date of late 1985
and has not progressed since then (see Pages 153-158).

FPL and TRP, the last Mohikans of the ANGTS, have succeeded Ip keeping the memogy of
the ANGTS alive. FPL states that it has the exclusive right to construct and operate the

- Canadian portion of the Alaska Highway Pipeline Project (AHPP). It also holds a 62%
interest In the Alaskan Northwest Natural Gas Transportation Company (ANNGTC), with
TRP holding the balance. All of the other original partners withdrew (*withdrawn partners”)
from the partneiship many years ago. ANNGTC has the exclusive right to construct and

operate the Alaskan portion of the AHPP. To date, 1,040 km of the AHPP. or abaut 308 of
the Canadlan portion, are In operation, a.k.a. “pre-build® portion,

Ever since the ANGTS was chosen over CAGPL 25 years ago, FPL has been the flag bearer of
the ANGTS. Despite valtant efforts, the ANGTS falled to receive final certificates of public
convenience and necessity, because of its inabllity to meet all of the required conditions.

In November 2001, FPL attempted to reconstitute the partnership and signed with the with.
drawn partners a memorandum of understanding to that effect. One of the major issues is
compensation for the business-development/pre-construction expenditures of the withdrawn
partners, a.k.a. the meat-/bhairball, that has grown by now to an estimated US$4.3 blllion.
Duke Energy's withdrawal signalled, in our view, the faflute of the negotiations to re-enlist the
withdrawn partners, presumably because of the tnabllity to resolve mei.jm-mumz

Unless it is resolved totally in favour of the MANSP (who do not exactly volon-
teer to compensate the “ withdrawn partners” of the ANGTS for about US$4.3

billion), we do not exp MANSP to proceed further with what we have
named tle “Soriof the ANGTS,” whless they are held completely harmless.

Agreeing to cover - rbal] would be tantamount to an abont US$4.3.
billion increase in the already massive capital costs of the AGP of the MANSP.

We have painstakingly attempted to confirm og debunk claims that, unless the “Son of ANG'I'S” is
bullt and in operation, regulators are stopped from approving any other AGP (see Pages 145-156).




We recognize that ANNGTC has certaln exclusive rights to build and operate the parts of the
ANGTS; however, If these rights are unenforceable, as they have been since the completion
of the pre-build facilities, they have a hollow ring and are of dublous value. The ANGTS has
falled to secure final certificates of public convenjence and necessity from the FERC and the
NEB, because, so far, its supporters have falled to meet and discharge the conditions at-
tached to the conditional certificates (Page 146-156).

One of them, for example, is that the ANGTS is obliged to demonstrate private financing. It
is more than ironical that the Senate's “Energy Policy Act of 2000 provides specifically for

Federal loan guarantees, although they contravene one of the conditions the ANGTS has to
raeet, namely, private financing.

We have concluded that the suppoiters of the “Son of the ANGTS,” having falled to meet
any of the outstanding conditions, are, therefore, not in the position of batring other AGP-
projects from applying for certificates of public convenience and necessity, Including the
MANSP as potentlal bullders, owners and operators of their own ANGP.

It is also our view that the fundamental changes in ciicumstances and conditions since the
construction of northern pipelines was being discussed in the mld-/late 1970s and the

viztual, if not actual, abandonment of the project-specific design criterla of the ANGTS, are
unlikely to motivate the Adminlstration to favour cons:tuction of the “Son of the ANGTS.”

Dissuading the MANSP from Building a Bullet Gas Pipeline from the ANS to
Chicago, And Dissuading the PG from Building Their MVGP.

Fearing potentially stranded assets and costs for Its Canadlan Mainline systemn, TRP has
eloquently proposed to the MANSP that they abandon thels plan of building a bullet plpe-
line from the ANS to Chicago, and build a pipeline from the ANS to Alberta (the “Son of the
ANGTS"), because TRP’s Mainline and other incumbent pipelines are capable of delivering
ANS gas to Chlcago and markets along the West Coast of the USA (see Pages 84-92),

TRP has submitted simlilar proposals to the PG, suggesting that, as an alternative to their
MVGP, TRP would extend its Alberta system to the Delta. Altetnatively, TRP would be
seeking a meaningful stake in a MVGP (see Pages 75-80). ENB has offered its services as well
to both the MANSP and PG.

It Is most difficult to judge the cogency of TRP's persuasiveness or the impact of ENB's proposals.

The Stat ks to Emulate 4
Wood and Drawer of Water Instead of an Upgrader of ANS-gas,

The role of the state interventlon in modern intervention states confronts the petroleumn
and gas industry on virtually every step of the way. The meandering or ambling of energy
policies has accompanied the Arctic petroleum and gas industry all the way, pethaps more
so than other gas-plpeline proposals (see Page 17; 38).




It appears incongruous that the State of Alaska, with respect to ANS-gas, seems to be ernulating 3
Canada's traditionai role as a “hewer of wood and drawez of water.” One cannot helg to be M
perplexed by the fascinating ternptation to link commerdallzing of Atctic gas, seemingly \

nevinbl!, O gas pipellr pipelines; yet, real options exist that transcend commerdallzation of gas by QO'/
pipeline. ﬂ;hu a unique opportunity to step-back from gas pipelines and loqu, lnstud, on, &
perhaps, some unusual options for upgrading ANS-gas in Alaska and for ge anndng o)
revenues to the State and employment for Alaskans, instead of rushing to dellver “raw” gasto ay&
the Lower 48 States (48s) for upggadln; there, thereby frittering.away wealth.creating options. Q

Politics of State Intervention in Gas and Gas-Pipeline Matters

We believe that few, if any other matters attract so much state intervention as gas and gas plpe-

Unes. They are also pechaps the politically heaviest-charged Lssues of any enexgy policy, as Canada

and the USA do not see eye to eye, nor do the U.S. parties (Page 17). An AGP has become a

battleground for very determined special intesests. T&, for example, seems to have hitched its

virtually entre future {or pipeline growtk omq’“’ Arcfic-gac.wagon )N“ seems to view partidpa-
tion in Arctic gas pipeliney opportunistically (Pages33; 35-37; 84-87; 115; 118-121),

Mandating a route for an AGP and subsidies (loan guarantees and minimum floor-price tax
credit of up to US311 billion for the Alaskan sectlon of an AYGP) have split U.S. Senate
members and golarized the position of the Administration versus the Senate majority. At
times, It appears that Canada’s existence and its gas and gas-pipeline policies are being
ignored in the battle for gas pipelines and gas.

Yet, Canada Is the land link without which ANS-gas cannot be piped to the 48s; yet, politi-
cal foeces in the USA are in the process of dictating, as it were, the routing and timing of
ANS-gas to matkets in the 48s. Yet, if an AYGP were bullt first, ahead of a MVGP, Canada
would have to be seriously concerned about the probability of crowding Delta-gas out of gas
markets, by stranding it, and of stifling exploratory activity in the Central Mackenzie Valley,
the Delta and the rest of the Beaufort Basin, because the existence of plpelines is a catalyst
for exploration and development.

It seems incongruous that, by attempting to “force® an AYGP onto the industry and Canada,
the USA would be blocking its own potentlal access to Canada‘s Arctic gas (both in the Delta
and the Arctic Islands) that otherwise would be instrumental in reducing the dependence of
the 48s on imported offshore petroleum. It almost appears as though the political goodwill
for an AYGP is about to steer the 48s into the very dlt«ctlon (i.e, increasing reliance on
imported offshore petroléurn and gas) it wishes tc avold.

Also, Canada ought to be concerned that an AYGP would dim the prospects of unlocking
existing gas resources in Canada’s Arctic Islands. One would think, pethaps nalvely, that the
fragility of the Arctic environment suggests, at the very least, to milnimize the footprint of Arctic
gas pipelines. ldeally, a single pipeline corridor ought to be chosen for tying-in ANS-, Delta-,
Beaufort Sea- and Arctic Islands-gas. An AYGP would sadly (ail this objective completely.

Canada s also concesned about the preferential position of subsidized ANS-gas and a subsi-
dlzed AYGP relative to the competitiveness of Canada’s petroleumn and gas industry !n the




Western Canadian Sedimentaty Basin. Indeed, gas producers in the 48s ought to be, and
perhaps are, concerned for the same reason.

Whether ur not Canada has the intestinal fortitude to use @asty little RD and
Canada’s right to affect land-access to ANS-gas to its advantage, is not clear. In the early
1980s, Canada bent backwards to supply incremental gas to the USA in the expectation to
receive *pay-back” of the by now over 12 tcf of gas exported through the pre-build facilities
at a current average rate of about 3.3 bef/d.

U.S. subsidies could, in the worst case, threaten access of Canada'’s gas users to
Delta gas.

Coal-bed Methane A Potential Dragon Slayer

Canada and the USA have a not-so-secret weapon, namely coal-bed methane (CBM). We
hold the view that CBM could emerge as the “slayer of the ANS-G_I‘S_JEI_!Q_I_I,”
subsidies or no subsidies (see Pages 109-114).

CBM is steadily increasing its contribution to the overall gas supply in the 48s (about 8%
p-a.). While we are not suggesting that CBM nceds subsidies, we would think that, if the
USA would see fit to accelerate the supply contribution of CBM, it could use a fraction of the
subsidies for ANS-gas and an AYGP, and provide tax credits to its CBM-industry, theteby
avoiding the construction of an AGP-Infrastructure with a capital cost of US$20+ billlon,
given the existence of an infrastructure CBM cutrently relies on to access markets. Moreover,
drinking/LrTigation water Is frequently a co-product of CBM-production. Given the generally
precarious rate of drawdown of U.S. aquilers tn important farm areas, CBM-production does not
only supplement the supply of conventional gas but could also contribute predous water supplies.

A Subsidized AGP Could Trash Gas and NGL-Ecomomics o the 48s

Should the USA “succeed” in scetng a subsidized AYGP built, ANS-gas, arriving in the 48s at
a rate of potentially 4.3 bef/d (gas and NGL), would likely “trash” gas and NGL- matkets and
ptices there Initially. However, as CBM and non-conventional gas increase tp macket
share and aze capable of undercutting the price of ANS-gas, it coulnto a
wanng the folly of a subsidized AYGP (see Pages 130; 135; 138).
Given the large market potential of CBM and options for the commerciallzation of
Arctic gas other than by pipeline, upgrading ANS-gas on location, instead of build-

ing an AGP, would not strand ANS-gas, but would create a real economic gain to
the State of Alaska and, arguably, to the entire USA. The cnd-rsult would he that

1) Gas users in the 48s can draw on CBM and gas from organic shales, tight
sands and synthetic gas/coal gassification;

2) The MANSP will benefit from maximizing the recovery of crude oil on the
ANS until gas production becomes unavoidable and

3) ANS-gas is upgraded by one, some or all of the following gas-conversion
options.




Options Other Than Gas Pipelines For The
Commercialization Of Arctic Gas
Instead of building Arctic Gas Pipelines for the commerclalization of Arctic gas, what follows

are list of other options. Their cormmon (eature Is that, instead of pigelining Arctic gas, they
cntall its upgrading on the ANS and/o: in the Delta (see Pages 95-108):

Gas-By-Wire conversion of gas to electricity In the Arctic and transmis
sion to markets, followed by CO,.sequestration and CO,-
injection into oil reservolrs (or enhanced otl recovery
(EOR);

Gas-To-Liquids Conversion conversion ot gas o synthetic petroleun on the ANS and
utilization of the existing dellvery-infrastructure.system
now used to dellver conventional petroleun to markets;

Gas-By-Liquefaction conversion of gas to liquefied natural gas (LNG) and
shipment by Ice-strtengthened tankers to markets In the
Atlantic Basin and the Pacific Rim;

Gas-Ey-Scafood/Mcat conversion of gas through fermentation into a product
consisting of 70.6% protein) for fish-farming In southemn
Alaska or elsewhere; meat and poultry industries and
probably human consumptlion. This process generates by
far the highest value-added for Arciic gas.

History of Arctic Petroleum and Gas Pipeline Projects as
Guides for the Future

Last, but not least, for serlous students of the Alaskan and the AGP-scenes, we have attached
a history of the ANGTS-project (see Pages 140-146) and comments on cach signilicant
petroteum and gas [leld on the ANS (see Pages 159-179).
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W PG&E Corporation.

Frances S. Chang One Market. Spear Tower

Senior Counsel Suite 400

Law Department San Francisco, CA 94105
415.817.8207

Fax 4158178225
frances.chang@pge-corp.com

July 22, 2008

Representative Ralph Samuels
Alaska State Capitol
Juneau, Alaska 99801-1182

Dear Mr. Samuels:

Regarding your letter to Mr. Sanford L. Hartman, you asked several questions regarding
rights and obligations owed to PG&E Corporation under the partnership agreement of the
Alaskan Northwest National Gas Transportation Company (ANNGTC) and in connection
with TransCanada Corporation’s license application under the Alaska Gasline
Inducement Act. As you know, PG&E Corporation is the ultimate corporate parent of
Calaska Energy Company, which is a “withdrawn partner” of ANNGTC.

Mr. Hartman requested that I respond to your letter. We have reviewed our files and,
based on this review, we do not believe that PG&E Corporation currently has any rights
to waive with respect to TransCanada Corporation’s application.

If you have further questions or comments, please feel free to contact me at
415.817.8207.

Sincerely,
i
\K"(y
Frances Chang
CC Sanford L. Hartman, Pacific Gas and Electric Company
Doreen A. Ludemann, PG&E Corporation

Brant W. Bishop, Kirkland & Ellis LLP
Donna Friesen. TransCanada Alaska Company, LLC

SAFSCAluskalegis-transCanada?7-2008.doc




g Sempra Energy* EAE B ok

General Counsed

101 Ash Street, O3
San Diego. CA 921G+30°7

Tel: 619.696.4641
Fax: 619.233.6873
jchaudhri@sempra.com

April 1, 2008

Representative Ralph Samuels, Chair
Legislative Budget & Audit Committee
Alaska State Capitol

Juneau, AK 99801-1182

Dear Representative Samuels,

[ am responding to your letter of February 29, 2008, and the two questions that you asked.
Sempra Energy is the ultimate parent for Pacific Interstate Transmission Company (PITCO), the
“withdrawn partner” of the Alaskan Northwest National Gas Transportation Company (ANNGTC)

In response to your two specific questions:

1. Question: Our first question is whether you would be willing to waive rights under the
ANNGTC partnership agreement?

Answer: PITCO is a “withdrawn partner” of ANNGTC, as that term is defined in the
partnership agreement. To the extent that PITCO has certain continuing rights under the
AANGTC agreements, PITCO is not willing to waive any of its rights as a withdrawn
partner.

2. Question: Do you believe the corporate structure used by TransCanada in its Alaska
Gasline Inducement Act (AGIA) application violates any obligation to your company?

Answer: Based upon the information available to us regarding the manner in which
TransCanada is proposing to carry out the project, we are not aware of any obligation under
the ANNGTC General Partnership Agreement that is being violated by TransCanada.

| am available to discuss the matter further, should you require additional information.
Very truly yours
thn

/

Javade Chaudhri

JC:bjj
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Marsh 6, 2008

Representative Ralph Samuels, Chairman
Legislative Budget and Audit Committee
Alaska State Capitol

Juneau, Al 99801-1182

Dear Chairman Samuels:

I am in receipt of your February 29, 2008 letter regarding the state of Alaska’s mquiry into
‘Svithdrawn partner” of the Alaskan Northwest National Gas Transportation Company. In
response thereto, MidAmerican Energy Holdings Company heteby provides that the referenced
“withdrawn company,” Northern Arctic Gas Company, is not, and never has been, a subsidiary
or affiliate of MidAmerican Energy Holdings Coropany.

MidAmerican Energy Holdings Compapy purchased all of the outstanding capitel stock of
Northemn Natural Gas Company, a Delaware corporation, from Dynegy, Inc. in August, 2002. At
the time of the acquisition, Northern Natural Gas had no subsidiaries. Moreover, it is
MidAmerican Energy Holdings Company’s understanding that Northern Arctic Gas Company
was a subsidiary of InterNorth, Inc. In or about 1986, InterNorth, Inc. and Houston Natural Gas
Company merged and InterNorth, Inc. changed its name to Enron Corp.

I trust the foregoing satisfies your February 29, 2008 mqmry Should additional information be
necessary, please contact me.

CC: Governor Palin

bt

mnm ENERGY HOLDINGS COMPANY

TIT SOUUT 10370 Seat + Omane; Nebraska 68124-1000 ¢ ¢02-231-1402 « Fax: 402-231-1403
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Jamrs J. Benoer w,”’ams'
Semar Viee Peestang ‘// >
and Cieneral Cahaneel
918/573-8708

91 8/573-5942 ax
jim.henderedatlams con)

One Williams Center
Tula, OK 741 72.0172

Apnl 11. 2008

Honorable Ralph Samuels, Chair
Legislative Budget and Audit Committee
Alaska State Legislature, State Capitol
Juneau, Alaska 99801-1182

Dear Representative Samuels:

Thank you for your letter cated February 29, 2008, asking for The Williams Companies’
views on certain matters involving the Alaska Northwest Natural Gas Transportation

Company ("ANNGTC™).

We are continuing to evaluate the questions that were included in your letter. It has been a
number of years since Northwest Alaskan Pipeline Company, the Williams' company that
was part of ANNGTC. withdrew from ANNGTC, and formulating a response is taking more
time than expected. We will respond as soon as possible. but cannot at this time provide a
specific date when that response will be ready.

In the meantime. if you have any questions regarding the status of our response, or would like
to follow up on this letter. please feel free to contact Angela Hooper, Senior Attorney, at

(918) 573-8370.

Again. thank you for your letter and the opportunity to respond on this matter.

Sincerely,

Janpes J. Bander
Sénior Vice President and General Counsel




apyi=—
JAMES ). BENDER m-l}’a/nié.

Senior Vice President

and General Counsel

918/573-8705

918/573-5942 fax One Williams Center
Tula. OK 74172.0172

jim:hender@walliams.corn

June 2, 2008

Honorable Ralph Samuels, Chair ;
Legislative Budget and Audit Comrpmee
Alaska State Legislature, State Capitol
Juneau, Alaska 99801-1182

Dear Representative Samuels:

Thank you for your letter dated February 29, 2008, asking for The Williams Companies’
views on certain matters involving the Alaska Northwest Natural Gas Transpontation Company

("ANNGTC™").

You have asked Williams, as the ultimate parent of Northwest Alaskan Pipeline |
Company which withdrew as a partner from the Alaskan Northwest National Gas Transportation
Company (ANNGTC) in 1994, 1o respond to two questions regarding the recent Alaska Gasoline
Inducement Act (AGIA) application by TransCanada. We respond as follows:

1. Would Williams be willing to waive its rights under the ANNGTC parmership
agreement?

Williams is not willing to waive its rights under the ANNGTC partnership
agreement without being adequately compensated. However, Williams is very
willing to discuss this matter with TransCanada in order to resolve any issues

regarding Williams® rights.

2 Does Williams believe the corporate structure used by TransCanada in its AGIA
Application violates any obligation to your company?

Williams does not have sufficient information to answer this question at this time.
In order to answer this question, Williams would require, among other things,
additional detailed information regarding (i) the corporate existence and
relationships of the current ANNGTC partners and the AGIA Co-Applicants and
(i1) the AGIA proposed pipeline project and its relationship to the former
ANNGTC project. Again, Williams is very willing to meet with TransCanada to
resolve this matter.




Honorable Ralph Samuels, Chair
June 2, 2008
Page 2

If you have any questions regarding this response, please feel free to contact Angela
Hooper of the Williams Legal Department at (918) 573-8370.

Sincerely, 2

es J. Bender
Senior Vice President and General Counsel




Senate Special Committee on Energy 7-30-08

“What’s the will of the committee?”

Someone makes a Motion to move bill from committee with individual
recommendations.

ROLE IS CALLED BY by Secretary. “The vote is yeas, nays.”

“The measure FAILS by a vote of yeas, _nays.”
OR

“The measure PASSES by a vote of yeas, nays.”

“There being no further business before the committee: We’re
adjourned.”

If, PASSES, and you are displeased by outcome, before adjourning
say: Take an at ease: “We’ll take a 15 min. at ease. All members
please return in 15 minutes; we’ll go back on the record to sign the
report.

Use this time to see if someone wants to make a motion to
recind. If additional action is possible.

Call committee back to order.:

“The bill will be circulated for individual recommendations.” {WE
ARE STILL IN SESSION AT THIS POINT]

At this point someone must move to recind action to move bill from committee.
This motion must pass by majority of the full membership of committee.

“Motion before us: Shall HB 3001 be reported tfrom committee
with individual recommendations”
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Pipeline Project as proposed by TransCanada Alaska Company,
LLC and Foothills Pipelines Ltd. (TC Alaska) to the State of Alaska
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—Pat Galvin, Commissioner, DOR
Tom Irwin, Commissioner, DNR
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Tony Palmer, VP AK Business Development,
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+—Don Bullock, Legal and Reasearch Services, LAA

Teleconference
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Senate Special Committee on Energy 7-30-08

“What’s the will of the committee?”

Someone makes a Motion to move bill from committee with individaal
recommendations.

ROLE IS CALLED BY by Secretary. “The vote is yeas, nays.”

“The measure FAILS by avoteof  yeas, _nays.”
OR

“The measure PASSES by a vote of yeas, nays.”

“There being no further business before the committee: We’re
adjourned.”

If, PASSES, and you are displeased by outcome, before adjourning
say: Take an at ease: “We’ll take a 15 min. at ease. All members

please return in 15 minutes; we’ll go back on the record to sign the
report.

Use this time to see if someone wants to make a motion to
recind. If additional action is possible.

Call committee back to order.:

“The bill will be circulated for individual recommendations.” {WE
ARE STILL IN SESSION AT THIS POINT)

At this point someone must move to recind action to move bill from committee.
This motion must pass by majority of the full membership of committee.

“Motion before us: Shall HB 3001 be reported from committee
with individual recommendations”

Chairman has duty to recognize to recognize objection: ALWAYS

Need a sympathetic member to make motion to adjourn.
*Hearing no objection we’re adjourned.™




m PG&E Corporation.

Franues S. Chang One tAarket, Spear Tower

Seniar Counsel Surte 400

Law Department San Francisco, CA 94105
415817.8207

Fax: 415.817.8225
frances.chang@pge-corp.com

July 22, 2008

Representative Ralph Samuels
Alaska State Capitol
Juneau, Alaska 99801-1182

Dear Mr. Samuels:

Regarding your letter to Mr. Sanford L. Hartman, you asked several questions regarding
rights and obligations owed to PG&E Corporation under the partnership agreement of the
Alaskan Northwest National Gas Transportation Company (ANNGTC) and in connection
with TransCanada Corporation’s license application under the Alaska Gasline
Inducement Act. As you know, PG&E Corporation is the ultimate corporate parent of
Calaska Energy Company, which is a “withdrawn partner” of ANNGTC.

Mr. Hartman requested tnat I respond to your letter. We have reviewed our files and,
based on this review, we do not believe that PG&E Corporation currently has any rights
to waive with respect to TransCanada Corporation’s application.

If you have further questions or comments, please feel free to contact me at
415.817.8207.

Sincerely,

Frances Chang

cc: Sanford L. Hartman, Pacific Gas and Electric Company
Doreen A. Ludemann, PG&E Corporation
Brant W. Bishop, Kirkland & Ellis LLP
Donna Friesen, TransCanada Alaska Company, LLC

S:\FSC\Alaskalegis-transCanada7-2008.doc
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General Counsel

101 Ash S{reet, HOI9
San Diego, CA 92101-30%7

Tel: 619.696.4641
7ax: 619.233.6878
jchaudhri®@sempracom

April 1, 2008

Representative Ralph Samuels, Chair
Legislative Budget & Audit Committee
Alaska State Capitol

Juneau, AK 99801-1182

Dear Representative Samuels,

I am responding to your letter of February 29, 2008, and the two questions that you asked.
Sempra Energy is the ultimate parent for Pacific Interstate Transmission Company (PITCQ), the
“withdrawn partner” of the Alaskan Northwest National Gas Transportation Company (ANNGTC)

In response to your two specific questions:

1. Question: Our first question is whether you would be willing to waive rights under the
ANNGTC partnership agreement?

Answer; PITCO is a “withdrawn partner” of ANNGTC, as that term is defined in the
partnership agreement. To the extent that PITCO has certain continuing rights under the
AANGTC agreements, PITCO is not willing to waive any of its rights as a withdrawn
partner.

2. Question: Do you believe the corporate structure used by TransCanada in its Alaska
Gasline Inducement Act (AGIA) application violates any obligation to your companv?

Answer: Based upon the information available to us regarding the manner in which
TransCanada is proposing to carry out the project, we are not aware of any obligation under
the ANNGTC General Partnership Agreement that is being violated by TransCanada.

I am available to discuss the matter further, should you require additional information.
Very truly yours
/:‘(

Javade Chaudhri
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Reprosentative Ralph Samuels, Chafrman
Legislative Budget and Audit Committee
Alaska State Capitol

Junesa, AL 99801-1182

Dear Chairman Samuels:

1 am in receipt of your February 29, 2008 letter regarding the state of Alaska’s inquiry info
‘withdrawn partner” of the Alaskan Northwest National Gas Transportation Company. In
response thezeto, MidAmerican Energy Holdings Company hereby provides that the referenced
“withdrawn company,” Northern Arctic Gas Company, is not, and never has been, a subsidiary
or affiliate of MidAmerican Energy Holdings Cornpany.

MidAmerican Epergy Holdings Company purchased all of the outstanding capital stock of
Nortbern Natural Gas Company, a Delaware corporation, from Dynegy, Inc. in August, 2002. At
the time of the acquisition, Northem Natural Gas had no subsidiaries. Mareover, it is
MidAmerican Energy Holdings Company’s undesstanding that Northern Arctic Gas Company
was a subsidiary of InterNorth, Inc. In or abont 1986, InterNorth, Inc. and Houston Natural Gas
Company merged and InterNorth, Inc. changed its name to Earon Corp.

1 trust the foregoing satisfies your February 29, 2008 mqmry Should additional information be
necessary, please contact me,
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CC: Governor Palin
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April 11, 2008

Honorable Ralph Samuels, Chair
Legislative Budget and Audit Committee
Alaska State Legislature, State Capitol
Juneau, Alaska 99801-1182

Dear Representative Samuels:

Thank you for your letter dated February 29, 2008, asking for The Williams Companies’
views on certain matters involving the Alaska Northwest Natural Gas Transportation

Company ("TANNGTC™).

We are continuing to evaluate the questions that were included in your letter. It has been a
number of years since Northwest Alaskan Pipeline Company, the Williams’ company that
was part of ANNGTC, withdrew from ANNGTC, and formulating a response is taking more
time than expected. We will respond as soon as possible, but cannot at this time provide a
specific date when that response will be ready.

In the meantime. if you have any questions regarding the status of our response, or would like
to follow up on this letter, please feel free to contact Angela Hooper, Senior Attorney, at
(918) 573-8370.

Again, thank you for your letter and the opportunity to respond on this matter.

Sincerely,
\ V
des J. Bander

Seénior Vice President and General Counsel
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Honorable Ralph Samuels, Chair ‘
Legislative Budget and Audit Comrpmee
A laska State Legislature, State Capitol
Juneau, Alaska 99801-1182

Dear Representative Samuels:

Thank you for your letter dated February 29, 2008, asking for The Williams Companies’
views on certain matters involving the Alaska Northwest Natural Gas Transportation Company
(“ANNGTC").

1. Would Williams be willing to waive its rights under the ANNGTC partnership
agreement?

Williams is not willing to waive its rights under the ANNGTC partnership
agreement without being adequately compensated. However, Williams is very
willing to discuss this matter with TransCanada in order to resolve any issues
regarding Williams’ rights.

5\)

Does Williams believe the corporate structure used by TransCanada in its AGI/A
Application violates any obligation to your company?

Williams does not have sufficient information to answer this question at this time.
In order to answer this question, Williams would require, among other things,
additional detailed information regarding (i) the corporate existence and
relationships of the current ANNGTC partners and the AGIA Co-Applicants and
(ii) the AGIA proposed pipeline project and its relationship to the former
ANNGTC project. Again, Williams is very willing to meet with TransCanada to
resolve this matter.
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If you have any questions regarding this response, please feel free to contact Angela
Hooper of the Williams Legal Department at (918) 573-8370.

Sincerely, g

Jalhes J. Bender
Senior Vice President and General Counse]
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Collaboration is key to completing Alaska’'s gas pipeline
COMPASS: Other points of view

By TONY KNOWLES
(06/30/08 22:59:39)

The State of Alaska is at a critical threshold in deciding the future course of the Alaska gas line.
With two proposals on the table, this muiti-generational dream ticket for economic prosperity is on
the cusp of becoming real. ¢
Credit the governor's proposed contract with TransCanada and current gas prices for "inducing” the
producers' Denali gas line project. Now what's important is the state's next step.

Should we take the lead in bringing all parties together to develop a gas line on Alaska's terms? Or
should we approve the contract before the Legislature giving TransCanada a $500 million subsidy
as the state's exclusive partner in applying to the Federal Energy Regulatory Commission (FERC)
for the license?

Unite or divide?
The answer should depend on which strategy is most likely to get the line built.

After waiting decades to get to this point, we shouldn't forget the difficulty and complexity of
constructing a pipeline with an unprecedented price tag, engineering challenges, and land issues
that involve Alaska, the U.S. and Canadian governments, three Canadian provinces, and
indigenous peoples. Overcoming these barriers and satisfying U.S. and Canadian regulators and
financial markets will require the expertise and support of owners of the gas leases, pipeline
owners and all levels of government.

Recognizing these challenges, unity may be the essential way forward. Alaska oil and gas expert
Brian Davies testified at the recent hearings that there were very strong public signals that the
three producers and TransCanada recognize they need each other to complete the project. Only
the state didn't seem to recognize that relationship.

Why would the state resist a collaborative effort?

It is claimed that t*:2 contract provisions for which we will pay $500 million are better for the State
of Alaska than what we could ever get the producers to accept. However, on the issues most
important to Alaskans -- such as in-state access to the gas, hiring and training Alaskans, and using
Alaska businesses -- there is no difference between what TransCanada has agreed to and what the
producers have acknowledged are required.

It is also asserted that a significant benefit of the contract is that TransCanada has agreed to
advocate the state's position before FERC on the issues of debt/equity ratio, "rolied in rates" and
"open access." Of course, it is FERC, not the contract, which will ultimately decide these issues.

While there is questionable benefit to paying $500 million for "advocacy" of certain positions before
FERC, it is disturbing that the contract would prevent the state from negotiating fiscal terms with

bttp://www.adn.com/opinion/compass/v-printer/story/451739.html 7/1/2008
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any other pipeline proposal before TransCanada either abandoned its effort or began operations.
Violation of this provision, potentially lasting eight to 10 years, would require the state to pay
treble damages to TransCanada. Why should we ever surrender our responsibility to advocate
development of the gas line with the best terms available for Alaskans?

Conoco Phillips and BP plan to spend $600 million on the Denali project to develop construction
cost estimates for a pipeline. This "due diligence® woula determine what tariff would be charged to
ship the gas. This information is vital to the companies owning the leases on the gas to convince
them to irrevocably commit to shipping 4 billion cubic feet of gas per day for 25 years.

That shipping commitment is essential for a pipeline project to obtain the certificate from FERC and
financing from the capital market.

Clearly, the producers would commit their leased gas to their own project. What would be the
purpose of Alaska underwriting a proposal that has-no gas shipping commitments and little chance
of FERC approval or financing?

There is clearly strength in unity. We should not be afraid to take a leadership role in making this
happen. We have strong indications that a pipeline company with significant assets, experience and
Canadian connections and major producers of North Slope gas are prepared to join with the State
of Alaska to develop a unified Alaska natural gas pipeline.

This is the opportunity we have been waiting to pursue. And, oh yes, we'd save $500 million in the
process!

Tony Knowles was governor of Alaska from 1994-2002 and was the Democratic candidate for
governor in 2006.
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