


Cull of Alaska

—  Denali -  The Alaska Gas Pipeline 
proposed route

O  Potential Alaska Offtake Points

t h e  a l a s k a  g a s  p i p e l i n e

Will support in-state aas 
distribution  efforts, including gas 
to Southcentral Alaska

*«i» v i.»

Will provide for at least 5 Alaskan 
offtake points, including  
Fairbanks

Other offtake points as appropriate



Infrastructure Upgrade Studies

Roads
-  e.g. Richardson, Dalton, Haines, Elliot, & Alaska Highways
Bridges
-  e.g. Steese, Glenn, Parks, Haines Highways
Ports
-  e.g. Port of Haines



Denali Terms of Service

• Denali will be an open access pipeline

• Rates will be distance-sensitive for local use

• Project design will provide for efficient expandability

• Denali plans to solicit customers for interest in expansion 
every two years

• Flexibility to use existiny or new infrastructure out of Alberta

t h e  a l a s k a  g a s p i p e l i n e



2008 Work

Additional Work
• Perform route optin iizations

• Conduct technical studies

• Make environmentaf 
assessments

• Prepare cost estimates & 
schedules

• Plan project execution

• Wetland delineation

• Investigate archeological sites

• Identify previously impacted sites

• Investigate physical characteristics of 
stream crossing locations

• Collect technical data (geotechnical, 
hydrology, etc.)

• Perform route reconnaissance

• Shoot ortho-photography for 
alternative routes & logistics planning



Who s Working with Denali
$40 million to be spent on Summer Field Work.
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1 Year+,5 Years2 Years2 Years

Collect Field Data
Open Season

{Application Prep
Review/Approval

ngineerlng & Regulatory
Detailed Design
■ i t p m i iM i

Rraciue. Equip & Material Supply

File All Applications

V
All Project Approvals 

(FERC / NEB, Permitting, 
ROW, & Full Funding)

Planning

Permitting

Engineering

Procurement

Construction

First Full 
Gas Capacity

★  ★

Infrastructure Upgrades
-  ■  — ■ BMC-----------------

1 yr design, 2 yrs permitting, 2 yrs construction)

Success Case Project Timeline
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Open Season
Formal process regulated by the FERC in the US (NEB in Canada)
Pipeline company seeks customers to make long term firm transportation commitments to the project 
These contracts obligate customer to pay costs whether or not they ship or even own gas 
These contracts give banks the necessary confidence to lend money to the pipeline company

By year-end 2010 6 months 1-2 monthsA.
---

_
D i s c u s s i o n s  w i t h  

p o t e n t i a l  s h i p p e r s ,  

n e g o t i a t e  t e r m s  o f  

c a r r i a g e  &  p r e p a r e  O p e n  

S e a s o n  B i d  P a c k a g e

60 Days 
 —

30 Days

Y
Public

comments

Apply for 
approval of Open
Season Bid FERC
Package Approves Bid

Package

Sign precedent 
agreements

Post results 
of Open 
Season

File copies of 
precedent 
agreements 
with FERC; 
begin to 
secure 
financing
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BP & ConocoPhillips:
T e c h n i c a l  a n d  F i n a n c i a l  S t r e n g t h  

• C o m b i n e d  P i p e l i n e  e x p e r i e n c e

-  More than 50.000 miles of oil & gas pipelines

• S o l i d  t e c h n i c a l  c a p a b i l i t i e s

-  Proven leaders in pipeline technology development
-  Proven track record in the a

-  Proven ability to deliver challenging world-class projects

• S t r o n g  b a l a n c e  s h e e t s

-  More than $300 billion of combined market capitalization
- Provide financial strength to support construction



Denali Progress Continues . . .
$  April 8 -  Denali announced

May 1 -  Alaska summer field work permit applications filed 

^  May 27 -  Alaska field crews mobilized

May 31 -  More than 20,000 person-hours worked 

June 12 -  Denali president announced

June 16 -  FERC pre-filing request submitted 

June 19 - Tok field office opening

June 25 -  FERC approves pre-filing request



DENALI
t h e  a l a s k a  g a s  p i p e l i n e

© 200B BP and ConocoPhiHipi. AH nqhu reiefved.





ExxonMobil Committed and Ready to Work

•  C o m m i t t e d  t o  t h e  d e v e l o p m e n t  o f  A l a s k a ’s  g a s  r e s o u r c e s

•  R e a d y  t o  w o r k  w i t h  t h e  S t a t e ,  T r a n s C a n a d a ,  C o n o c o P h i l l i p s ,  B P

•  S u c c e s s f u l  g a s  p i p e l i n e  p r o j e c t  r e q u i r e s

- What is the right initial pipeline

- How much gas is needed?

- What is the value to the State

- What is needed for world-class

*  &  „  ^

* » ‘ ^
. »  Jr* e f '
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Motivated to Develop Alaska Gas
ALASKA GAS RESERVES ADDITION ACTIVITIES

I  2.0

Avg Annual Production 
(2003-2007)

Alaska Gas 
(EM Share)

2001-02: Producer Pipeline Study

2003-06: SGDA Application I Contract

2007-08: AGIA Engagement

2008: Commitment to Develop PTU; 
Fairbanks Natural Gas Sale

IMPACTS

• Proved reserves -  Replaces a full 
year of our worldwide production

• Production -  Doubles our U.S. gas 
production

KEY MEASURES OF 

>- COMPANY SUCCESS AND 

SHAREHOLDER VALUE

E^onMobil 2



4.5 BCFD Balances TariffRevenue and Resources

TARIFF - ALASKA TO ALBERTA
$5.71

5.5

GA 5.0

4.5

$4.70

4.0

$4.67
$4.73

$5.33

6.5 5.9 4.5 4.0 3.5 BCFD

Impact to State $66.1 $60.7 $51.6
(NPV5-  Billions) -$5.4 -$14.5

Source: Black and Veatch

E^onMobii 3



Critical Elements -  Point Thomson /  Open Access
7 0 T C F

KNOWN
RESOURCES

• If PTU not available:
-  Increases tariff

-  Threatens FT I financing

-  Increases reliance on YTF

• Open access
-  Significant capacity for YTF gas

-  Additional capacity available to 
explorers through low cost 
expansions

-  U.S. and Canadian regulations 
ensure open access

-  Open to discuss further 
assurances with State

YTF - Yet-to-Find 

TCF - Trillion Cubic Feet

E^unM obil 4
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FT Commitments -  Real Risk and Cost to Producers

Actual Producer Economics

Impact of ~$200 Billion 
Firm Transportation 

Commitments

J
 Additional Risks 

Fiscal 

Tariff 

Gas Price 

Upstream Costs

E^onMobil 5

Key to Achieving Commercialitv

• Producer ownership equal to FT

• Fiscal and tariff predictability

• World-class project execution 
-------------------------------------------------------------------------------------



Key Take-Aways

S u c c e s s f u l  g a s  p i p e l i n e  p r o j e c t  r e q u i r e s :

-  4.5 BCFD initial gas sales with low cost expansions

-  Point Thomson gas available

-  Ownership equal to FT

-  Fiscal and tariff predictability

-  World-class project execution
I

A g r e e m e n t  o n  t h e  a b o v e  w i  

E M  c o m m i t t e d  t o  t h e  d e v e l o p m

E M  r e a d y  t o  w o r k  w i t h  t h e  S t a t e ,  T r a n s C a n a d a ,  C o n o c o P h i l l i p s ,  B P

E^onMobil 6
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ExxonMobil Testimony 
TransCanada AGIA License 7-10-08

Slide 1 - ExxonMobil Committed and Ready to Work

ExxonMobil Committed and Ready to Work

• Committed to the development of Alaska’s gas resources

• Ready to work with the State, TransCanada, ConocoPhillips, BP

• Successful gas pipeline project requires

-  What is the right initial pipeline

-  How much gas is needed?

-  What is the value to the State

-  What is needed for world-class

EjfconMoU 1

• Good afternoon. My name is Marty Massey. I am the U.S. Joint Interest Manager for 
ExxonMobil, a position I’ve held since November 2001, and I am responsible for 
ExxonMobil’s development of gas resources in Alaska.

• First, I want to thank you for the opportunity to speak with you today and address 
questions that I am sure you have.

• I recognize you are going through a very thorough process to decide how best to 
deliver a pipeline for the State. I know that you have a tough decision to make.

• We have taken an active interest in your deliberations and it is clear your focus is on 
doing what is in the best interest of Alaska.

• I also know you have questions about whether or not we are really on board to make 
this project happen. I hear questions like, “Where is ExxonMobil?" and “Do they 
really want to advance a project?” Today, my intention is to demonstrate that we are

1 7/11/2008



committed to the timely development of Alaska’s gas resources and we want to be 
part of the solution.

• I understand you are frustrated that more progress has not been made, but you also 
recognize how important this project is to the future of the State - we recognize that 
as well.

• I want to offer to you that we are ready to work with the Administration, TransCanada, 
ConocoPhillips and BP to advance this project.

• We were invited to testify and share our observations from review of the State’s 
consultant’s work on the TransCanada application. In particular, I plan to cover what 
we believe will be necessary to make this pipeline project a success by addressing 
four key questions:

“What is the right initial pipeline capacity?”
‘‘How much gas is needed?"
‘What is the value to the State and the Producers?" and 
What is needed to ensure world-class project execution?"

• Before getting into the details, I would like to introduce four folks with me today that 
are part of our Alaska Gas team. With your permission, I may call on them to help 
me with a question or two.
Jim Brown - works in our Worldwide Gas Marketing Company; Jim just wants to sell 

Alaska gas
Mark Nelson - works in our Commercial group; Mark has been working Alaska for 

nearly 15 years, and many of you know him.
Norman Kreutter - one of our senior Treasurer’s; Norman has completed numerous 

financings and ensures we properly value this project.
Jim Morse - is our commercial attorney; I know we all have to have one; Jim has 

completed many deals around the world leading to successful projects.

2 7/11/2008



We will be here over the next few days and will make ourselves available to address 
any topic you would like to discuss.

• Let's begin by looking at why this project is so important to us.

Slide 2 - Motivated to Develop Alaska Gas

Motivated to Develop Alaska Gas
AlASKA GAS RESERVES ADDITION ACTIVITIES

• 2001-02: Producer Pipeline Study

• 2003-06: SGDA Application / Contract

• 2007-08: AGIA Engagement

• 2008: Commitment to Develop PTU; 
AvjAnnuilProduction AUibbs Fairbanks Natural Gas Sale

(2003-2007) (EM Share)

IMPACTS ^

• Proved reserves - Replaces a full KEY MEASURES OF
year of our worldwide production

>- COMPANY SUCCESS AND
• Production -  Doubles our U.S. gas 
production

SHAREHOLDER VALUE

J
feftonMobl 2

ExxonMobil has been in Alaska for over 50 years and has been a key player in Alaska’s 
oil industry development. We hold the largest working interest at Prudhoe Bay (36.4%) 
and are the largest lease holder of discovered North Slope Gas.

ExxonMobil is in the business of developing oil and gas resources. That is what we do 
and we have proven throughout the world that we can do it well.

Development of Alaska’s gas resources is extremely important to our company. Let me 
describe why.

If I could draw your attention to the bar chart an Alaska gas pipeline project would allow 
us to add over one and a half billion oil equivalent barrels of proved reserves, which is 
more than our production has averaged over the past 5 years.
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In addition, this project has the potential to double our current U.S. gas production. 
Reserves and production are key measures of any oil company's success and 
shareholder value.

With our size, only the very large projects can impact our performance in any significant 
way. The Alaska gas pipeline project would have a clear, positive impact on our 
worldwide results, and would be seen as a significant enhancement to our performance.

We've been working hard to develop that gas ever since Prudhoe Bay was discovered. 
We’ve now invested more than $180 million looking for a way to bring Alaska gas to 
market including early pipeline studies and the LNG and gas-to-liquid technology 
studies.

I’ll tell you our activities have picked up significantly in this decade as natural gas prices 
started to climb. For example, prior to 2000 gas prices were in the range of $2/MMBTU. 
During 2001/2002, a $125 million gas pipeline study was performed by ExxonMobil, 
ConocoPhillips and BP. Followng the study, we submitted a Stranded Gas 
Development Act application which led to the Stranded Gas contract.

Since the development of the Alaska Gas Inducement Act, we’ve provided testimony 
and engaged in the public comment process. The good news is that we are aligned 
with the Administration’s recent determination that a gas pipeline project to North 
American markets will result in the best value for the State and the Producers.

Earlier this year, we made a commitment to put Point Thomson Unit on production, 
which will provide valuable information to remove any doubt on how best to produce the 
hydrocarbons at Point Thomson, including the major gas resource.

We are pursuing a large-scale gas pipeline project and continue to pursue smaller 
volume opportunities when there is a market. For example, I recently had the 
opportunity to participate in the sale of Prudhoe Bay gas to Fairbanks Natural Gas to
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address the energy needs of consumers living in Interior Alaska. If I’m not mistaken, 
this is the first sale of gas off the North Slope and we're pleased to be a part of it.

We are working very hard to determine the best way to move an Alaska gas pipeline 
forward. We believe a successful project requires the support of all three major 
producers and the State of Alaska. We are ready to work with the State, TransCanada, 
ConocoPhillips and BP to put in place the “necessary ingredients" for a successful gas 
pipeline project.

Slide 3 - 4.5 BCFD Balances Tariff, Revenue and Resources

4.5 BCFD Balances Tariff, Revenue and Resources

TARIFF - ALASKA TO ALBERTA
$5.71

5.5-

25 5.0

II ■ i
6.5 5.9 4.5 4.0 3.5 BCFD

Impact to State $66.1 $60.7 $51.6
(NPV, - Billion.) ■$5.4 414.5

Source: Black and Veatch

E«onMobi 3

The Producers’ joint effort in 2001 and 2002 determined that a pipeline of around 4.5 
BCFD would provide the best chance of achieving a viable project. This determination 
resulted from a detailed technical evaluation of pipeline hydraulics and cost.

The State's data is consistent with this analysis.

Looking at the chart on the slide, which is based on data provided to the public by the 
Administration and their consultants (Chapter 3, page 3-57 and Appendix G1, pages 
191, 199), we can see that when the pipeline throughput is 4.5 BCFD, the tariff is
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$4.73/MMBTU, as shown in the green bar. When the capacity is reduced to 3.5 BCFD, 
the transportation tariff shoots up from $4.73 tc $5.71, which is about a 20% increase.

If the pipeline is expanded to 5.9 BCFD from 4.5 BCFD, the tariff is reduced to $4.67. 
At 6.5 BCFD, you can see the tariff starts to increase. This cost and hydraulic analysis 
clearly shows "the sweet spot” for this pipeline is 4.5 BCFD, given the amount of gas 
available to support a pipeline of that size.

I will address volume of gas available to support the pipeline on my next slide, but 
before I do that, let’s look a little deeper at the impact of these various pipeline sizes.

As the slide shows (based on the public information provided by the Administration and 
their consultants), when you compare the less efficient 3.5 BCFD case to the optimum
4.5 BCFD case, you can see that with the smaller pipeline throughput, the tariff is about 
$1.00/MMBtu higher. This change results in a significant $14.5 billion reduction in the 
State N P V 5. Even a reduction of 0.5 BCFD to 4.0 BCFD would cost the State over $5 
billion (N P V 5). Producer profits would also see a similar percentage reduction. That is 
a huge impact to the State and Producers. So flowing gas at 4.5 BCFD is the right way 
to go with this project.

We are fortunate the hydraulics and cost analysis show that the pipeline should provide 
low cost expansions. For example, expanding from 4.5 BCFD to 5.9 BCFD or possibly 
evpn to 6.5 BCFD, could result in essentially the same tariff. Based on the State’s 
consultant's analysis, significant low cost expansion is expected to be available. That is 
great news for the State and our company, because there will be significant incentive for 
exploration. I’ll expand on this point later.

The initial pipeline capacity will be determined at the c ">n season, but, all of the 
available information today suggests the proper balance of tariff, revenue and utilization 
of gas resources is a 4.5 BCFD pipeline.

6 7/11/2008



Let’s now look at some critical elements for achieving a successful project: the 
importance of Point Thomson gas to support the optimum pipeline capacity and the 
importance of open access.

Slide 4: Critical Elements - Point Thomson / Open Access

Critical Elements -  Point Thomson /  Open Access
70TCF

50TCF

' T V
-20

Additional

YTF

35TCF
-70 T C F  

5.9 B C F D  plpatlna 

25 Yeans

-50 TC F 

4.5 B C F O  pipeline 

25 Y a a n

KNOWN
RESOURCES

X . .

• If PTU not available:
-  Inctoase* tariff
-  Threatens FT / financing
-  Increases reliance on YTF

• Open access
- Significant capacity for YTF gas

-  Additional capacity available to 
explorers through low cost 
expansions

-  U.S. and Canadian regulations 
ensure open access

-  Open to dircuss further 
assurances with State

Y T F  -  Y»M o-Fln d 

T C F -  TriWon Cubic Feet

On this slide, the green bar on the left shows the State’s known gas resource: Prudhoe 
Bay at 24 trillion cubic feet (or TCF), Point Thomson at 8 TCF, and then 3 TCF from 
other fields, which brings us to a total of 35 TCF. We’ve also shown the additional gas 
needed to keep the pipeline full for a 25 year period, which is a r ^ ^ n a b le  assumption 
for the firm transpoi iation period likely to be requested.

In the 4.5 BCFD case, a total of approximately 50 TCF is needed, which would require 
that another 15 TCF of yet-to-find gas be discovered and developed, shown as the 
yellow bar in the middle of the screen. This illustrates how critical Point Thomson gas is 
to the project.

It is estimated that Point Thomson could provide daily gas production of approximately 1 
BCF per day. So without this gas, the tariff will be too high; and, without this gas, the
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critical firm transportation commitments (or “FT’) may not be adequate to support the 
project. The financial markets will require sufficient long term transportation 
commitments and the ability for the pipeline owner to finance the project is threatened 
without Point Thomsoa

Point Thomson gas also provides security for downstream consumers of Alaska gas by 
ensuring supply in the event of a temporary shutdown in the Prudhoe Bay Field. This 
gas also helps if exploration or “yet-to-find” gas does not materialize or is not adequate 
to meet gas marketing commitments.

The bottom iine is that without Point Thomson, you would be counting on 23 TCF of yet- 
to-find gas which is essentially another Prudhoe Bay. On my prior slide, I showed that 
the State and Producers would forego significant profits at lower throughput rates, which 
makes it absolutely critical we land on the right approach at Point Thomson.

Through the extensive technical work we’ve performed to date, we’ve determined that a 
Point Thomson Unit (PTU) gas sales development will produce and recover the majority 
of the condensate from the gas reservoir, Hawever, we also recognize a gas pipeline 
project is still many years away and there is still some uncertainty about the best way to 
produce Point Thomsoa

For this reason, ExxonMobil and the 26 other lease holders developed the current 
proposed Plan of Development, which consists of a gas cycling project estimated to 
cost over $1.3 billion. The project will bring Point Thomson into production by year end 
2014. More importantly, tiis project will give us the information that is needed to 
remove any doubt about how best to produce Fbint Thomsoa In addition, we will 
perform the engineering necessary for individual Point Thomson lease holders to 
participate in a gas pipeline open season. There is no faster way to bring the Paint 
Thomson into production; there is no faster way to ensure that the Point Thomson gas 
will be available for a gas pipeline - gas which is absolutely critical to the success of the 
pipeline project.
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Turning back to yet-to-find gas, the 15 TCF required in the base case represents about
«

30% of the gas required to fill the 4.5 BCFD pipeline over a 25 year period. While that 
is a lot of gas, with both Prudhoe Bay and Point Thomson available, we are able to keep 
the pipeline full for well over 10 years - which allows time to find and develop additional 
gas.

The previous slide also showed that it may be possible to get an even lower tariff if we 
build the pipeline to carry 5.9 BCFD. While shipping gas at 5.9 BCFD would certainly 
generate more revenue early on, to do so would place too much reliance on future 
yet-to-find gas. That is just too risky for anyone. We believe fie better solution is to 
expand the pipeline with low cost expansions as yet-to-find gar is discovered and 
developed.

Given the need for 15 TCF of yet-to-find gas in the base case and room for an 
additional 20 TCF of yet-to-find gas that can be shipped through low cost expansions, 
there will be significant incentive for exploration to occur once a pipeline project is 
advancing. We are already starting to see increased leasing activity in offshore Alaska, 
largely driven by today’s prices. Although we should expect significant future gas 
exploration and development activity, this will take tine and it is unlikely expansion 
shippers will commit to firm transportation in the initial open season for gas they don't 
have. That is why open access is so critical.

We recognize open access has long been on the rands of Alaskans and those in the 
industry. It is an important concern for us as well. However, we do believe the 
necessary assurances are in place. Let me describe how we come to th s conclusion.

Some people have expressed concern that if the Producers own the business entity that 
builds and operates the gas pipeline, then those Producers would try to "shut out" any 
new explorers who find gas and want to ship it through the pipeline. There are several 
reasons why this would not occur.
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First, as I discussed earlier, exploration or yet-to-find gas is needed for the success of 
the base project Substantial expansion capacity at low cost should be available, so 
there are good reasons to bring on this new gas. Major hurdles to access do not exist.

Second, the regulatory framework of FERC and NEB is based on the concept of open 
access. FERC rules expressly provide open, competitive access to gas pipeline 
capacity for prospective gas shippers. Canada's National E. ergy Board Act has similar 
objectives.

Further, the U.S. federal government recognized that an Alaska gas pipeline would be a 
very unique undertaking, so additional rules were established by Congress and FERC, 
which apply specifically to Alaska gas. These rules provide extra certainty that ANS 
explorers can obtain shipping capacity via expansions. For example, FERC could even 
order an expansion if there happens to be a disagreement about the need for an 
expansion.

I think the FERC's own words say it best. When he addressed this legislature in 
Anchorage on June 16, Jeff Wright, FERC's Deputy Director - Office of Energy Projects, 
stated: "the law says this is going to be an open access pipeline".

Finally, although we believe ample assurances of open access exist, we are willing to 
discuss other assurances that could be provided to make the State comfortable 
successful explorers will have access for their newly discovered gas.
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Slide 5: FT Commitments -  Real Risk and Cost to Producers

FT Commitments -  Real Risk and C o st to  Producers
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5

Black AVcatc.i 
Tre&arEwQgfflici: Actual Producer Economic*
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| Firm Transportation 
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Kev to Achieving Commercialltv

• Producer ownership equal io FT

• Fiscal and tariff predictability

• World-class project execution

Additional Risks 

Fiscal 

Tariff 

Gas Pries 

Upstream Costs

EftonMcbt o

Now, let’s turn to the economic picture.

To evaluate TransCanada’s license application, the State’s consultant Black arid Veatch 
produced what they have termed “Producer Economics for a 3rd Party Pipeline Case”. 
This is shown as the blue bar on the slide. In their words, Black and Veatch made a 
‘simplifying assumption’ by treating the firm transportation commitment costs as an 
operating expense which they said ‘does not materially change the relative 
attractiveness of the project from the producer’s perspective’ appendix G-1, Section 
3.8.1, page 36). Anytime someone tells me they made a simplifying assumption, I pay 
close attention. Unfortunately, this assumption has an enormous impact on the 
producer economics.

Black and Veatch’s simplifying assumption ignores the reality that firm transportation 
commitments represent real risk and are valued differently from an operating expense 
by the financial markets. Since an uncommitted operating expense cannot be used to 
support the proposed project financing like a 25-year ship-or-pay firm transportation 
commitment can, clearly something of value is being transferred from the shippers to 
the pipeline developer and lenders.
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We, like many economists and finance practitioners, believe that firm transportation 
commitments are long-term and debt-like in nature. These financial commitments 
should be capitalized and treated as a lump sum cash outflow in the year the 
commitments are made. Handling the FT commitments in this manner significantly 
reduces Black and Veatch’s estimate of the producer’s benefit. In fact, as you can see 
by the yellow arrow, it drops Black and Veatch's producer economics from $13.5 billion 
NPV10 to essentially zero. Allow me to explain this in a different way. For this project, 
as a gas shipper on the pipeline, we have two choices going forward.

• One option is that we can choose to invest in the project utilizing a pipeline affiliate. 
Under this approach we would invest our share of the capital upfront.

• The other option available to us is to make a long-term financial commitment to the 
pipeline developer to reimburse them for the actual cost (not their estimated cost) of 
the pipeline, plus a return on their investment. In this case our shipper affiliate, 
through the firm transportation commitments, is paying for the ultimate cost of the 
pipeline, plus the profit the pipeline builder requires and incremental financing costs. 
Because these are long-term, binding commitments to “pay for the project” 
regardless of whether the gas flows, we treat these commitments as if we were 
investing based on the value of those firm commitments.

When you think about it this way, the economics have to be worse for us to make a 
commitment to a third-party pipeline developer like TCPL because we are paying for 
actual costs plus their profits, and potentially higher financing costs. This is 
conceptually no different than a new car buyer looking at the true cost of leasing a car 
rather than purchasing it outright.

I think it is important for you to know how we run our economics and value these firm 
transportation commitments. And I know ysu have become very familiar with the need 
for firm transportation commitments to support financing for this project. By only making
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this one change to Black and Veatch’s analysis, the producer economics NPVio drops 
to zero.

In addition as shown by the red arrow, it is appropriate to recognize the additional risk 
that fiscal ten. is might change in the future; the risk that tariffs could increase; as well as 
exposure to higher costs and lower natural gas prices.

I realize some of these are difficult to predict, but it would only be prudent to recognize 
these exposures which could move the Black and Veatch NPV10 for producers to well 
below zero.

We would welcome the opportunity to share our analysis with the Administration and 
their consultants. As you can see, we are in a much different place on how to value a 
third-party pipeline project.

So does this mean the project is unattractive under any scenario or that we won’t bear 
any risk? No, we are quite willing to bear price risk. If we are an owner in the project, 
we will also bear our share of the capital risk. This is what we are in the business of 
doing.

However, from our perspective, the other risks I’ve outlined need to be mitigated. The 
keys to developing a commercial project are ownership in the pipeline equal to 
throughput With this approach, any pipeline profits from transporting our gas will come 
to us. We can also work to achieve the lowest financing costs and participate in the 
project to ensure it is completed at the lowest possible capital cost.

At some point we will need to align with the State on fiscal and tariff predictability.

Lastly, world class project execution is a must to minimize the total cost of the project.

I think we are all coming to realize this project is not simply “another pipeline project". 
Goldman Sachs agree, as per Appendix H, page 2 - “It is important to note that this 
project is unprecedented in terms of scope, costs and financing requirements...’’. It is a
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massive mega-project and faces extreme risks due to its scale and complexity. The 
project would be the largest private investment in North America. The gas treating 
plant, which is an integral part of the project, will be the largest of its kind in the world. 
There is not another project that compares to this one. For this reason, world-class 
project execution is essential.

Let me put this in perspective. A 20% overrun would reduce the State N P V 5 by more 
than $5 billion. So, the State and the Producers are aligned on achieving the lowest 
possible cost because our value comes from the netback on the gas...which is simply 
the gas sales price minus the transportation costs.

On a project of this magnitude and complexity, project construction and operating 
experience should be a significant consideration. This project will require combining the 
resources, skills, expertise and financial strength of all padies to be successful.

14 7/11/2008



Slide 6: Key Take-Aways 

Key Take-Aways

EtfonMoW 6

Let me close with the key take-aways from my testimony today. A successful project
will require alignment among the parties on the following:

• The pipeline should be built and flowed at an initial rate of 4.5 BCFD with the ability to 
add low-cost expansions.

• Point Thomson is critical b the pipeline. This gas should be made available to 
support commitments to the pipeline. The Point Thomson Initial Production System, 
which is currently underway, should be allowed to continue. The Point Thomson Plan 
of Development should be approved to remove any doubt on how best to produce 
the Thomson Sand. All 27 Point Thomson owners are committed to the plan and 
would like to resolve the current dispute with the State.

• Ownership equal to FT commitments, as well as fiscal and tariff predictability are 
necessary to achieve a commercially viable project.

• World-class project execution is essential. Expertise from all players is needed.

Successful gas pipeline project requires:

-  4.5 BCFD initial gas sales with low cost expansions

-  Point Thomson gas available

-  Ownership equal to FT

-  Fiscal and tariff predictability

-  World-class project executioi

Agreement on the above will

EM committed to the development of Alaska’s gas resource's ^  

EM ready to work with the State, TransCanada, ConocoPhillips, BP
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• Aligning on these important considerations will maximize value to the State.

• And finally and most importantly, we are committed to the development of /'•aska’s 
gas resources. We are ready to work with the State, TransCanada, ConocoPhillips 
and BP to develop a solution that ensures a successful project.

Thank you for the opportunity to speak with you today to address this important topic for 
the State of Alaska and our company. I look forward to addressing your questions.
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I n t r o d u c t i o n

M y  n a m e  i s  J o s e p h  P .  K a l t .  I  a m  t h e  F o r d  F o u n d a t i o n  P r o f e s s o r  o f  

I n t e r n a t i o n a l  P o l i t i c a l  E c o n o m y  a t  t h e  J o h n  F . K e n n e d y  S c h o o l  o f  

G o v e r n m e n t ,  H a r v a r d  U n i v e r s i t y ,  a n d  a  V i s i t i n g  P r o f e s s o r  a t  t h e  E l l e r  

C o l le g e  o f  M a n a g e m e n t  a t  t h e  U n i v e r s i t y  o f  A r i z o n a .  T h e  K e n n e d y  S c h o o l  i s  

H a r v a r d ’s  g r a d u a t e  s c h o o l  f o r  t h e  s t u d y  o f  p u b l i c  p o l ic y  a n d  p u b l i c  

a d m i n i s t r a t i o n .  I  a l s o  w o r k  a s  a  s e n i o r  e c o n o m i s t  i n  t h e  C a m b r i d g e ,  

M a s s a c h u s e t t s ,  a n d  T u c s o n ,  A r i z o n a ,  o f f ic e s  o f  C o m p a s s  L e x e c o n ,  a n  

e c o n o m ic s  c o n s u l t i n g  f i r m .  I  h a v e  a t t a c h e d  m y  b i o g r a p h y  a s  A t t a c h m e n t  I.

I  h o l d  B .A ., M .A ., a n d  P h .D .  d e g r e e s  i n  e c o n o m ic s  a n d  a m  a  s p e c i a l i s t  

i n  t h e  e c o n o m ic s  o f  c o m p e t i t i o n ,  a n t i t r u s t ,  a n d  r e g u l a t i o n ,  w i t h  p a r t i c u l a r  

e m p h a s i s  o n  t h e  t r a n s p o r t a t i o n ,  e n e r g y ,  c o m m u n i c a t i o n s ,  a n d  f i n a n c i a l  

s e c t o r s .  T h r o u g h o u t  m y  p r o f e s s i o n a l  c a r e e r  I  h a v e  c o n d u c t e d  r e s e a r c h ,  

p u b l i s h e d ,  t a u g h t ,  a n d  t e s t i f i e d  e x t e n s i v e l y  o n  t h e  e c o n o m ic s  o f  m a r k e t  

s t r u c t u r e ,  c o m p e t i t i o n ,  a n t i t r u s t  p o l ic y , r e g u l a t i o n ,  p r i c i n g ,  a n d  s t r a t e g i c
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p e r f o r m  i n c e  i n  t h e  e n e r g y  i n d u s t r i e s  ( i n c l u d i n g  n a t u r a l  g a s  t r a n s p o r t a t i o n  

a n d  m a  e ; in g )  a n d  v a r i o u s  o t h e r  s e g m e n t s  o f  t h e  e c o n o m y .

O f  p a r t i c u l a r  r e l e v a n c e ,  I  h a v e  e x t e n s i v e l y  s t u d i e d  t h e  p r o d u c t i o n  a n d  

p i p e l i n e  t r a n s p o r t a t i o n  o f  o i l  a n d  g a s  r e s o u r c e s  t h r o u g h o u t  N o r t h  A m e r i c a  

a n d ,  s p e c i f i c a l l y ,  i n  A l a s k a .  I  h a v e  t e s t i f i e d  a s  a n  e x p e r t  i n  v a r i o u s  s t a t e  a n d  

f e d e r a l  p r o c e e d i n g s  c o n c e r n i n g  t h e  v a l u a t i o n  o f  A l a s k a n  N o r t h  S lo p e  c r u d e  o i l  

a n d  n a t u r a l  g a s  f o r  p u r p o s e s  o f  r o y a l t y  a n d  t a x a t i o n ,  a n d  I  h a v e  s t u d i e d  a n d  

t e s t i f i e d  a s  a n  e x p e r t  r e g a r d i n g  t h e  r e g u l a t i o n  o f  t h e  T r a n s  A l a s k a  P i p e l i n e  

S y s t e m .

I  h a v e  n o w  b e e n  a s k e d  b y  E x x o n M o b i l  C o r p o r a t i o n  t o  a n a l y z e  k e y  

e l e m e n t s  o f  t h e  A G I A  l i c e n s e  a p p l i c a t i o n  f i le d  b y  T r a n s C a n a d a  A l a s k a  

C o m p a n y ,  L L C , a n d  F o o t h i l l s  P i p e  L i n e s  L td .  ( t o g e t h e r  “T r a n s C a n a d a ”) t o  

b u i l d  a n d  o p e r a t e  a  n a t u r a l  g a s  p i p e l i n e .  I n  p a r t i c u l a r ,  I  h a v e  b e e n  a s k e d  t o  

a s s e s s  t h e  e c o n o m ic s  o f  T r a n s C a n a d a ’s  A G IA  a p p l i c a t i o n  f r o m  t h e  

p e r s p e c t i v e  o f  t h e  S t a t e ’s  a n d  p r o d u c e r s ’ i n t e r e s t s  a s  d i r e c t  o r  i n d i r e c t  

s h i p p e r s  o n  t h e  p r o p o s e d  T r a n s C a n a d a  p i p e l i n e .

K e y  F i n d i n g s

B a s e d  o n  m y  a n a l y s i s  o f  t h e  e c o n o m ic s  o f  T r a n s C a n a d a ’s  p r o p o s a l  to  

b u i l d  a n d  o p e r a t e  t h e  c r i t i c a l  p i p e l i n e  i n f r a s t r u c t u r e  u p o n  w h ic h  N o r t h  S lo p e  

g a s  d e v e l o p m e n t  n o w  d e p e n d s ,  I  f i n d  t h a t  f o u r  k e y  a s p e c t s  o f  t h e  p r o p o s a l  

b e a r  p a r t i c u l a r  a t t e n t i o n :

•  T h e  S t a t e ’s  I n t e r e s t s :  C e r t a i n l y ,  a t  l e a s t  a t  t h i s  s t a g e  o f  p r o j e c t  
d e v e l o p m e n t ,  t h e  S t a t e ’s  i n t e r e s t s  a r e  a l i g n e d  w i t h  t h o s e  o f  a  N o r t h  
S lo p e  g a s  p r o d u c e r .  A l a s k a  h a s  a b i d i n g  i n t e r e s t s  i n  ( 1 ) m a x i m i z i n g  
t h e  u l t i m a t e  m a g n i t u d e  a n d  v a l u e  o f  N o r t h  S lo p e  g a s  p r o d u c t i o n ;  
(2 ) e x p e d i t i o u s  c o m p l e t i o n  o f  t h e  m a j o r  p i p e l i n e  s y s t e m  u p o n  w h ic h  
s u c h  d e v e l o p m e n t  d e p e n d s ;  a n d  ( 3 ) m i n i m i z a t i o n  o f  d i s p u t e  a n d  
l i t i g a t i o n  w i t h  t h e  p i p e l i n e  o w n e r / o p e r a t o r  o v e r  t h e  l i f e  o f  t h e  
s y s t e m .
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•  T r a n s C a n a d a ’s  S h i f t i n g  o f  R i s k :  T h e  T r a n s C a n a d a  p r o p o s a l
s h i f t s  s u b s t a n t i a l  r i s k  a w a y  f r o m  T r a n s C a n a d a  a n d  to  p r o d u c e r -  
s h i p p e r s  a n d ,  i n  t u r n ,  t o  t h e  S t a t e  o f  A l a s k a .  U n l e s s  s u b j e c t e d  to  
a p p r o p r i a t e ,  n e g o t i a t e d  c o n t r a c t u a l  r i s k - r e w a r d  p r o t e c t i o n s ,  t h i s  i s  
m a r k e d l y  c o n t r a r y  t o  e a c h  o f  t h e  S t a t e ’s  i n t e r e s t s  n o t e d  a b o v e .

•  T h r e a t s  t o  P r o d u c e r s ’ E c o n o m i c s :  I n  l i g h t  o f  T r a n s C a n a d a ’s 
a g g r e s s i v e  s h i f t i n g  o f  r i s k s  t o  p r o d u c e r s  ( a n d  t h e  S t a t e )  v i a  t h e  
s i g n i f i c a n t  l o n g - t e r m ,  n o n - c a n c e l a b l e  o b l i g a t i o n s  o f  p r o d u c e r s  
a n t i c i p a t e d  i n  t h e  T r a n s C a n a d a  p r o p o s a l ,  c l a i m s  o f  “r o b u s t ” 
p r o d u c e r  r e t u r n s  a r e  d a n g e r o u s l y  o v e r s t a t e d  i n  t h e  a n a l y s i s  o f  t h e  
S t a t e ’s  c o n s u l t a n t  ( B la c k  a n d  V e a tc h ) .

•  N e e d  f o r  C o n t r a c t  N e g o t i a t i o n s  a n d  C o n d i t i o n i n g :  I n  t h e
p r e s e n c e  o f  t h e  v e r y  l a r g e  r i s k s  t h a t  p r o d u c e r s  a n d  t h e  S t a t e  a r e  
b e i n g  a s k e d  to  a s s u m e  u n d e r  T r a n s C a n a d a ’s  p r o p o s a l ,  i t  i s  i n  t h e  
p r o d u c e r - s h i p p e r s ’ a n d  S t a t e ’s  b e s t  i n t e r e s t s  t h a t  c o n t r a c t i n g  w i t h  
T r a n s C a n a d a  f o r  l o n g - t e r m  t r a n s p o r t a t i o n  b e  a p p r o a c h e d  i n  a  
s t a n d a r d ,  b u s i n e s s l i k e  m a n n e r .  T h i s  m e a n s  n e g o t i a t i n g  c o n t r a c t s  
a n d  c o n d i t i o n i n g  “o p e n  s e a s o n s ” o n  p i p e l i n e  c a p a c i t y  s o  a s  to  s t r i k e  
s u s t a i n a b l e  a g r e e m e n t s  t h a t  r e f l e c t  b a l a n c e d  a l l o c a t i o n s  o f  r i s k .

L e t  u s  e x a m i n e  t h e s e  f i n d i n g s  i n  d e t a i l .

T h e  S t a t e ’s  I n t e r e s t s :  W h a t  S h o u l d  I t  C a r e  A b o u t ?

T h e  q u e s t i o n  o f  w h e t h e r  t h e  T r a n s C a n a d a  p r o p o s a l  s u f f i c i e n t l y  

p r o t e c t s  a n d  m a x i m i z e s  t h e  b e n e f i t s  to  A l a s k a n s  i s  o n e  t h a t  w i l l  h a v e  

s i g n i f i c a n t  r a m i f i c a t i o n s  f o r  t h e  S t a t e ’s  a b i l i t y  to  f u l ly  r e a l i z e  i t s  r e t u r n  f r o m  

t h e  d e v e l o p m e n t  o f  t h e  S t a t e ’s  r e s o u r c e .  T h e  S t a t e ’s  d i r e c t  m o n e t a r y  

i n t e r e s t s ,  d e r i v e d  f r o m  t h e  p a y m e n t  o f  r o y a l t i e s  a n d  s e v e r a n c e  a n d  in c o m e  

t a x e s ,  a r e  v e r y  m u c h  t h e  s a m e  a s  t h o s e  o f  a  p r o s p e c t i v e  p r o d u c e r - s h i p p e r  o n  

t h e  p i p e l i n e .  G a s  w i l l  n o t  f lo w  a n d  r e v e n u e s  w i l l  n o t  b e  e a r n e d  i f  p i p e l i n e  

d e v e l o p m e n t  i s  d e l a y e d  b y  i n f l e x i b i l i t y  i n  p r o j e c t  c o n t r a c t i n g  o r  b y  t h e  

s h i f t i n g  o f  s o  m u c h  r i s k  to  p r o d u c e r s ,  w i t h o u t  o f f s e t t i n g  p r o t e c t i o n s  a n d  

r e w a r d s ,  a s  t o  t h r e a t e n  t h e  e c o n o m ic s  o f  p r o d u c e r s ’ i n v e s t m e n t s .  T h e  c o s t ,  

d e l a y ,  a n d  d i s r u p t i o n  t h a t  c a n  p l a g u e  s u c h  a n  e x p e n s i v e  a n d  lo n g - l i v e d  

p r o j e c t  w i l l  n o t  b e  h e l d  a t  b a y  o v e r  t h e  p r o j e c t ’s  l i f e  i f  i n i t i a l  c o n t r a c t i n g  d o e s
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n o t  u n d e r t a k e  b e s t  e f f o r t s  t o  a r r i v e  a t  f a i r  a n d  b a l a n c e d  a l l o c a t i o n s  o f  r i s k s  

a n d  r e w a r d s .  W i t h  t h e  o n l y  c e r t a i n t i e s  a b o u t  t h e  f u t u r e  d e c a d e s  i n  w o r ld  

e n e r g y  m a r k e t s  b e i n g  t h a t  t h e y  a r e  u n c e r t a i n  a n d  w i l l  b e  v o l a t i l e ,  c o n t r a c t u a l  

im balance  a s  r i s k  c o n v e r t s  i t s e l f  t o  r e a l i t y  i s  a  r e c i p e  f o r  m a x i m i z i n g  c o n f l i c t  

a m o n g  t h e  s t a k e h o l d e r s .

P r o j e c t  R i s k s  C a n n o t  B e  E l i m i n a t e d :
V T i e r e  D o e s  T r a n s C *  -» a d a  P u t  T h e m ?

W i t h  d a i l y  r e p o r t s  o f  w o r ld  c r u d e  o i l  p r i c e s  h i t t i n g  e v e r - h i g h e r  p e a k s  

a n d  p u l l i n g  u p  n a t u r a l  g a s  p r i c e s  i n  t h e  p r o c e s s ,  i t  i s  e a s y  t o  b e l i e v e  t h a t  

t h e r e  i s  a n d  w i l l  c o n t i n u e  to  b e  a n  e n d l e s s  s u p p l y  o f  i n v e s t m e n t  d o l l a r s  r e a d y  

a n d  w i l l i n g  t o  f lo w  i n t o  d e v e l o p m e n t  o f  N o r t h  S lo p e  g a s .  B u t ,  a s  F i g u r e  1 

s h o u l d  r e m i n d  u  % w e  h a v e  b e e n  h e r e  b e f o r e  -  a n d  b i l l i o n s  o f  d o l l a r s  w e r e  l o s t  

b e t t i n g  t h a t  t h e  p r i c e  r u n - u p s  o f  t h e  1 9 7 0 s  a n d  e a r l y  1 9 8 0 s  w o u ld  n o t  t u r n  

i n t o  tw o  d e c a d e s  o f  p r i c e s  s u b s t a n t i a l l  b e lo w  t h e i r  p e a k .

I n  f a c t ,  N o r t h  S lo p e  g a s  d e v e l o p m e n t ,  i t s e l f ,  w a s  a  v i c t im  o f  t h e s e  

r i s k s .  A s  e v e r y o n e  h e r e  i s  l i k e l y  a w a r e ,  d u r i n g  t h e  e a r l y  d e v e l o p m e n t  o f  t h e  

S t a t e ’s  c r u d e  o i l  r e s o u r c e s ,  t h e  e x p e c t a t i o n  w a s  t h a t  n a t u r a l  g a s  r e s o u r c e  

d e v e l o p m e n t  w o u ld  s o o n  fo l lo w . H o w e v e r ,  d r a m a t i c a l l y  d e c l i n i n g  w o r ld w id e  

e n e r g y  p r i c e s  s u b s e q u e n t l y  r e n d e r e d  s u c h  n a t u r a l  g a s  p r o j e c t s  u n e c o n o m ic  i n  

l i g h t  o f  t h e  v e r y  h i g h  c o s t s  a s s o c i a t e d  w i t h  p r o v i d i n g  t r a n s p o r t a t i o n  f r o m  

s u c h  a  r e m o t e  a r e a .  T h e  e x t r e m e l y  h i g h  c o s t s  o f  T r a n s C a n a d a ’s  p r o p o s e d  

p i p e l i n e  -  e s t i m a t e d  a t  $ 3 1 . 5  b i l l i o n  b y  t h e  S t a t e ’s  c o n s u l t a n t ,  B la c k  a n d  

V e a t c h  (“B & V ” ) -  a r e  n o  l e s s  a  s o u r c e  o f  p o t e n t i a l  r i s k  a n d  i m p e d i m e n t  to  

N o r t h  S lo p e  d e v e l o p m e n t  t o d a y .  I n  f a c t ,  t h e  c o s t  o f  t h e  p r o p o s e d  p i p e l i n e  

w o u ld  f a r  e x c e e d  t h e  c o s t  o f  a n y  r e c e n t  m a j o r i t y  p r i v a t e l y  f i n a n c e d  

i n f r a s t r u c t u r e  d e v e l o p m e n t  a n y w h e r e  i n  t h e  w o r ld  ( s e e  F i g u r e  2 ). 

T r a n s C a n a d a ’s  p r o p o s a l  i s  a p p r o x i m a t e l y  t h r e e  t i m e s  m o r e  e x p e n s i v e  t h a n  

t h e  n e x t  l a r g e s t  “m e g a ” p r o j e c t .  F u r t h e r m o r e ,  t h e  r i s k  b u r d e n  t h e s e  f i g u r e s
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i m p l y  i s  o n l y  m a g n i f i e d  b y  t h e  r e m a r k a b l e  s i z e  a n d  l e n g t h  o f  T r a n s  C a n a d a ’s  

p r o p o s e d  p i p e l i n e ,  t h e  r e m o t e n e s s  o f  t h e  r e s o u r c e  b a s e ,  t h e  a r c t i c  

e n v i r o n m e n t ,  a n d  t h e  e x i s t e n c e  o f  m u l t i p l e  s t a t e ,  p r o v i n c i a l ,  n a t i o n a l ,  a n d  

N a t i v e  g o v e r n m e n t a l  j u r i s d i c t i o n s  a l o n g  i t s  p a t h .

I n  l i g h t  o f  t h e  r i s k s ,  i t  i s  r e a d i l y  u n d e r s t a n d a b l e  t h a t  T r a n s C a n a d a  

h a s  a s s i d u o u s l y  s o u g h t  t o  p r o t e c t  i t s  e c o n o m ic  i n t e r e s t s  b y  m i n i m i z i n g  t h e  

n s k s  i t  b e a r s .  I n  t h e  p r o c e s s ,  h o w e v e r ,  T r a n s C a n a d a  h a s  s h i f t e d  t h e  l i o n ’s 

s h a r e  c . h e  p r o j e c t ’s  r i s k s  t o  p r o d u c e r - s h i p p e r s  a n d  t h o s e  ( l ik e  t h e  S t a t e )  

w i t h  a  p r o d u c e r ’s  i n t e r e s t s .  T h i s  r i s k  s h i f t i n g  i s  m o s t  s t a r k l y  s e e n  i n  

T r a n s C a n a d a ’s  p r o p o s a l  t h a t  p r o d u c e r - s h i p p e r s  b e  e x p e c t e d  to  s i g n  l o n g - t e r m  

n o n - c a n c e l a b l e  c o m m i t m e n t s  to  p r o v i d e  t h e  p i p e l i n e  d e v e l o p e r  w i t h  a  s t e a d y  

s t r e a m  o f  c a s h  f lo w s  o v e r  t h e  p r o j e c t  l i f e  s p a n .  T h e  m e c h a n i s m s  b y  w h ic h  

t h i s  w o u ld  b e  a c h i e v e d  in c lu d e :

•  2 5 - y e a r ,  f i r m  s h i p - o r - p a y  c o n t r a c t s  f o r  p i p e l i n e  c a p a c i ty ;

•  T h e  a b s e n c e  o f  a  p r o j e c t  c o m p l e t i o n  g u a r a n t e e  f r o m  T r a n s C a n a d a  
( l e a v i n g  r i s k s  o n  p r o d u c e r s  a n d  t a x p a y e r s ) ;

•  C o s t  r e c o v e r y  g u a r a n t e e s  t h a t  l e a v e  T r a n s C a n a d a  w i t h  a  m i n i m a l  
c o s t  a t  r i s k  o f  a b o u t  $ 1 2 5  m i l l i o n  o u t  o f  $ 3 1  b i l l i o n .

R i s k ,  R i s k  S h i f t i n g ,  a n d  P r o d u c e r  E c o n o m i c s

T h e  c o s t s  t o  t h e  p r r d u c e r - s h i p p e r  o f  r i s k - s h i f t i n g  e l e m e n t s  o f  t h e  

T r a n s C a n a d a  p r o p o s a l  c a n  b e  e a s i l y  i l l u s t r a t e d  b y  t h e  f a c t  t h a t  T r a n s C a n a d a  

i s  l o o k i n g  f o r  2 5 - y e a r  p r o d u c e r  s h i p - o r - p a y  c o n t r a c t s  f o r  e s s e n t i a l l y  t h e  e n t i r e  

< o p a c i ty  o f  t h e  p i p e l i n e .  S u c h  2 5 - y e a r ,  f i r m  s h i p - o r - p a y  c o n t r a c t s  c r e a t e  f i x e d  

o b l i g a t i o n s  t h a t  a r e  p a y a b l e  to  T r a n s C a n a d a  o v e r  t h e  n e x t  2 5  y e a r s  w h e t h e r  

o r  n o t  t h e  p r o d u c e r s  s h i p  g a s  o n  t h e  s y s t e m  a n d  w h e t h e r  o r  n o t  p r o d u c i n g  

a n d  s e l l i n g  A l a s k a  N o r t h  S lo p e  g a s  i s  a c t u a l l y  p r o f i t a b l e .  F o r  a l l  i n t e n t s  a n d  

p u r p o s e s ,  p r o d u c e r - s h i p p e r s  a r e  b e i n g  a s k e d  t o  t a k e  o n  t h e  e c o n o m ic  

e q u i v a l e n t  o f  a  l o n g - t e r m  s t r e a m  o f  m o r t g a g e  o r  l e a s e  p a y m e n t s  t h a t  w o u ld
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e f f e c t i v e ly  f i n a n c e  a n d  p a y  f o r  t h e  p i p e l i n e .  I n  t h e  p r o c e s s ,  p r o d u c e r - s h i p p e r s  

w o u ld  b e  t a k i n g  o n  t h e  r i s k s  o f  t h e  s y s t e m ,  b u t  w i t h o u t  a c q u i r i n g  a n y  

o w n e r s h i p  a n d  c o n t r o l .  I t ’s  l i k e  p u t t i n g  u p  t h e  f i n a n c i n g  t o  p a y  f o r  a  n e w  

h o u s e  o r  a  n e w  c o n d o m i n i u m ,  b u t  t h e n  l e t t i n g  t h e  b u i l d e r  r e m a i n  a s  

p e  p e t u a l  l a n d l o r d .

T h e  f u n d a m e n t a l  e c o n o m ic  c h a r a c t e r  o f  p r o d u c e r - s h i p p e r s ’ f i n a n c i a l  

o b l i g a t i o n s  h a v e  n o t  b e e n  a c c u r a t e l y  c h a r a c t e r i z e d  i n  B & V 5s  a n a l y s i s  o f  t h e  

e c o n o m ic s  t h a t  producers  f a c e  i n  d e v e l o p i n g  a n d  s e l l i n g  A l a s k a n  g a s .  S in c e  

t h e  p r o d u c e r - s h i p p e r s  w o u ld  h a v e  t o  p a y  T r a n s C a n a d a  t h e  s t r e a m  o f  

m o r t g a g e  l i k e  p a y m e n t s  o v e r  t h e  n e x t  2 5  y e a r s  r e g a r d l e s s  o f  o t h e r  m a r k e t  

a n d / o r  p r o j e c t  c h a n g e s ,  t h e s e  o b l i g a t i o n s  s h i f t  g a s  p r i c e ,  c o s t ,  a n d  g e o lo g ic  

r i s k  t o  p r o d u c e r - s h i p p e r s .  T h e  p i p e l i n e  d e v e l o p e r ,  m e a n w h i l e ,  w o u ld  r e c e i v e  

a  s t r e a m  o f  p a y m e n t s  t h a t  a r e  e f f e c t i v e ly  g u a r a n t e e d  b y  t h e  f i n a n c i a l  

c a p a b i l i t y  o f  t h e  p r o d u c e r - s h i p p e r s  s i g n i n g  t h e  l o n g - t e r m  s h i p - o r - p a y  

c o n t r a c t s .

C r i t i c a l l y ,  T r a n s C a n a d a ’s  a b i l i t y  t o  r a i s e  t h e  f i n a n c i n g  i n  t h i s  c a s e  i s  

n o t  d e p e n d a n t  o n  T r a n s C a n a d a ’s  f i n a n c i a l  c a p a b i l i t i e s .  R a t h e r ,  i t  i s  b a s e d  

a l m o s t  e x c l u s i v e l y  o n  t h e  f i n a n c i a l  c a p a b i l i t i e s  o f  t h e  p a r t i e s  s i g n i n g  t h e  s h i p -  

o r - p a y  c o n t r a c t s .  T r a n s C a n a d a  i s  e s s e n t i a l l y  a  p a s s - t h r o u g h  m i d d l e m a n  in  

t h e  f i n a n c i n g  c h a i n .  F o r  t h e s e  r e a s o n s ,  i t  i s  t h e  p r o d u c e r s ’ b a l a n c e  s h e e t s  

a n d  d e b t - c a r r y i n g  c a p a c i t y ,  n o t  T r a n s C a n a d a ’s ,  t h a t  a r e  t h e  k e y s  t o  t h e  

f i n a n c i a l  m a r k e t s ’ w i l l i n g n e s s  t o  f i n a n c e  t h e  p i p e l i n e .

T h e  f i n a n c i a l  i m p l i c a t i o n s  o f  t h i s  r i s k  s h i f t i n g  f o r  t h e  p r o d u c e r -  

s h i p p e r s  a r e  n o t  p r o p e r l y  r e c o g n iz e d  b y  t h e  n e t  p r e s e n t  v a l u e  (“N P V ”) a n d  

r a t e  o f  r e t u r n  c a l c u l a t i o n s  o f  t h e  S t a t e ’s  c o n s u l t a n t ,  B la c k  &  V e a t c h .  I n  i t s  

a n a l y s i s ,  B & V  t r e a t s  t h e  s h i p - o r - p a y  c o n t r a c t s  a s  a n  o p e r a t i n g  e x p e n s e  

(“O P E X ”) o f  t h e  p r o d u c e r - s h i p p e r s ,  r a t h e r  t h a n  a s  a  f ix e d  c o m m i t m e n t  t h a t
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m u s t  b e  p a i d  r e g a r d l e s s  o f  o t h e r  m a r k e t  d e v e l o p m e n t s .  T h i s  i s  e c o n o m ic a l ly  

in c o r r e c t :  T h e  s h i p - o r - p a y  c o n t r a c t s  a r e  a c t u a l l y  c a p i t a l  c o m m i t m e n t s  w h o s e  

b a s i c  p a y m e . i t  o b l i g a t i o n  d o e s  n o t  v a r y  w i t h  o p e r a t i o n s  ( t h r o u g h p u t ) .  

F i n a n c i a l  m a r k e t s  ( a n d  e c o n o m ic s )  p r o p e r l y  t r e a t  s u c h  c o m m i t m e n t s  a s  

u p f r o n t  d e b t  o f  the producer-sh ippers1 -  e s p e c i a l l y  u n d e r  t h e  h u g e  c o s t s  a n d  

u n i q u e  r i s k s  o f  a n  A l a s k a n  g a s  p i p e l i n e .  T r a n s C a n a d a  e n d s  u p  b e a r i n g  t h e  

r e l a t i v e l y  lo w  r i s k  t h a t  v e r y  l a r g e  a n d  f i n a n c i a l l y  s o u n d  p r o d u c e r - s h i p p e r s  

l i k e  E x x o n M o b i l ,  B P , a n d  C o n o c o P h i l l i p s  w i l l  n o t  b e  a b l e  to  p a y  t h e i r  d e b t s .  

T h e  p r o d u c e r - s h i p p e r s ,  m e a n w h i l e ,  e n d  u p  b e a r i n g  t h e  v e r y  s u b s t a n t i a l  r i s k s  

o f  v o l a t i l i t y  i n  w o r ld  e n e r g y  m a r k e t s ,  t h e  u n c e r t a i n t i e s  o f  g e o lo g ic  u n k n o w n s  

i n  t h e  a r c t i c ,  a n d  t h e  v a g a r i e s  o f  d o m e s t i c  a n d  i n t e r n a t i o n a l  p o l i t i c s  a n d  

r e g u l a t i o n  a f f e c t i n g  d e v e l o p m e n t  c o s t s  a n d  p r i c in g .  F a i l u r e  t o  a c c o u n t  f o r  

t h i s  l e a d s  B & V  to  o v e r s t a t e  t h e  r i s k  b o r n e  b y  T r a n s C a n a d a  a n d  u n d e r s t a t e  

t h e  r i s k  b o r n e  b y  p r o d u c e r s .

T h e  T h r e a t  t o  P r o d u c e r s ’ E c o n o m i c s

U n d e r  p r o p e r  t r e a t m e n t  o f  s h i p - o r - p a y  c o m m i t m e n t s ,  B & V ’s  

c h a r a c t e r i z a t i o n  o f  p r o d u c e r s ’ e c o n o m ic s  o f  i n v e s t i n g  i n  a n d  d e v e l o p in g  N o r t h  

S lo p e  g a s  a s  “r o b u s t ” e v a p o r a t e s .  W i t h  p r o j e c t  r i s k  s h i f t e d  o v e r w h e l m i n g l y  to  

p r o d u c e r - s h i p p e r s  u n d e r  T r a n s C a n a d a ’s  p r o p o s a l ,  i t  i s  i n a p p r o p r i a t e  to  

d i s c o u n t  t h e  c o s t s  o f  t h e  p i p e l i n e  t a r i f f  a t  t h e  o v e r a l l  p r o j e c t  r i s k  r a t e  s i n c e  

t h a t  p a y m e n t  s t r e a m  i s  g u a r a n t e e d  b y  t h e  p r o d u c e r ’s  d e b t - b e a r i n g  c a p a b i l i t y .  

U s i n g  a  6 %  d i s c o u n t  r a t e  ( a s  a  m e a s u r e  o f  t h e  p r o d u c e r ’s  w e i g h t e d  a v e r a g e  

c o s t  o f  d e b t )  f o r  t h e  p r o j e c t e d  s t r e a m  o f  t a r i f f  c o s t s ,  B & V ’s  c l a i m  o f  a n  N P V  

p r o j e c t  w o r t h  o f  $ 1 3 . 5  b i l l i o n  c o l l a p s e s  to  w o r s e  t h a n  b r e a k e v e n  ( s e e  F i g u r e  

3 ) . T h a t  i s ,  t h e  o v e r a l l  p r o j e c t  d o e s  n o t  g e n e r a t e  e n o u g h  r i s k - a d j u s t e d  

r e v e n u e  t o  c o v e r  p r o d u c e r s ’ c o s t s  o f  c a p i t a l .  T h e  S t a t e  c a n n o t  h a v e  s e c u r i t y

1 See, e.g., Standard & Poor’s, Operating Lease Analytics, Corporate Ratings Criteria 2006\ 
and Brealey, Richard A., Stewart C. Myers, and Franklin Allen, Principles o f  Corporate 
Finance, 9th edition, McGraw-Hill Irwin, 2008, at 706.
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t h a t  t h e  T r a n s C a n a d a  p r o p o s a l  w i l l  e n a b l e  t h e  d e v e l o p m e n t  o f  t h e  S t a t e ’s  g a s  

r e s o u r c e s .

B u t  i s  t h e r e  r e a l l y  m u c h  r i s k  b e i n g  b o r n e  b y  p r o d u c e r s ,  i n  l i g h t  o f  t h e  

v e r y  h i g h  p r i c e s  a n d  g o -g o  i n v e s t m e n t  e n v i r o n m e n t  w e  n o w  s e e  i n  e n e r g y  

m a r k e t s  a r o u n d  t h e  w o r ld ?  H i s t o r y  s a y s  t h e r e  is .  W h i l e  d e s c r i b i n g  t h e  

p r o d u c e r  r e t u r n s  a s  “r o b u s t , ” e v e n  t h e  B & V  s e n s i t i v i t y  a n a l y s i s  

a c k n o w l e d g e s  t h a t  p o s i t i v e  p r o d u c e r  r e t u r n s  e v a p o r a t e  i f  p r i c e s  f a l l  4 0 -6 0 %  

f r o m  t h e  B & V  b a s e  c a s e  o f  s t e a d i l y  r i s i n g  p r i c e s .2 W h i l e  w o r ld  e n e r g y  p r i c e s  

a r e  l i k e l y  to  b e  o n  a n  u p w a r d  t r e n d  o v e r  t h e  v e r y  l o n g  t e r m ,  h i s t o r y  t e l l s  u s  

t h a t  s u c h  t r e n d s  c a n  b e  u p e n d e d  f o r  s u s t a i n e d  p e r i o d s  o f  t i m e .

C o n s i d e r  t h e  a c t u a l  c a s e  o f  t h e  1 9 8 0 s  a n d  1 9 9 0 s  s h o w n  i n  F i g u r e  1 . 

W o r l d  o i l  p r i c e s  p e a k e d  i n  1 9 8 2 , a n d  t h e n  e m b a r k e d  o n  a  l o n g  p e r i o d  i n  w h ic h  

p r i c e s  w e r e  f a r  b e lo w  t h e  p e a k .  I t  w a s  n o t  u n t i l  2 0 0 4  t h a t  p r i c e s  o n c e  a g a i n  

e x c e e d e d  t h e  1 9 8 2  l e v e l .  A t  t h e  p e a k  i n  t h e  e a r l y  1 9 8 0 s ,  “c o n s e n s u s  

f o r e c a s t s ” ( s e e  F i g u r e  4 ) o f  r a p i d l y  r i s i n g  p r i c e s  i m p l i e d  “r o b u s t , ” p o s i t i v e  

e c o n o m ic s  f o r  a  m u l t i t u d e  o f  p o t e n t i a l  p r o j e c t s  ( i n c l u d i n g  a  n a t u r a l  g a s  

p i p e l i n e  f r o m  t h e  N o r t h  S lo p e ) .  G iv e n  t h e  s u b s e q u e n t  d e c l in e  i n  w o r ld  

e n e r g y  p r i c e s ,  h o w e v e r ,  i n v e s t o r s  i n  m a n y  o f  t h o s e  p r o j e c t s ,  i f  t h e y  h a d  m o v e d  

f o r w a r d ,  w o u ld  h a v e  r e g r e t t e d  t h e i r  d e c i s io n .  B i l l i o n s  o f  d o l l a r s  w e r e  l o s t  a s  

e x p e c t a t i o n s  w e r e  d a s h e d .  A c c o u n t i n g  f o r  t h e  p o s s i b i l i t y  t h a t  p r i c e  f o r e c a s t s  

m a y  t u r n  o u t  t o  b e  s i g n i f i c a n t l y  o v e  ’y  o p t i m i s t i c  i s  c l e a r l y  r e l e v a n t  to  t h e  

d i s c u s s i o n  o f  t h e  “r o b u s t n e s s ” o f  p r o d u c e r  e c o n o m ic s .  I f  h i s t o r y  r e p e a t e d  

i t s e l f ,  b a s e d  o n  t h e  p a t t e r n  o f  p e r c e n t a g e  d e c l i n e s  s h o w n  i n  F i g u r e  1  -  w h ic h  

i t  c o u ld  -  B & V ’s  f r a m e w o r k  i n d i c a t e s  t h a t  t h e  A l a s k a n  p r o d u c e r s ’ N P V  w o u ld  

b e  r e d u c e d  to  a p p r o x i m a t e l y  negative  $ 1 . 5  b i l l i o n .

2 Black & Veatch, AGIA NPV Analysis Report Prepared for the State of Alaska, May 22, 
2008, at 222.
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P r o d u c e r s  b e a r  r i s k s  n o t  o n l y  o f  p r i c e  d e c l in e .  M e g a  p r o j e c t s  c a n  a l s o  

e x p e r i e n c e  s i g n i f i c a n t  c o s t  o v e r r u n s ,  e s p e c i a l l y  i n  n e w  a n d  u n t e s t e d  

e n v i r o n m e n t s .  F o r  e x a m p l e ,  t h e  c o s t  o f  t h e  T A P S  c r u d e  o i l  p i p e l i n e  w a s  

o r i g i n a l l y  e s t i m a t e d  a t  $ 9 0 0  m i l l io n ,  b u t  e v e n t u a l l y  b a l l o o n e d  t o  o v e r  $ 8  

b i l l i o n  i n  t h e  1 9 7 0 s . 3 T h a t  r e p r e s e n t s  a  n i n e f o l d  i n c r e a s e  i n  p r o j e c t  c o s t  a n d  

s u b s e q u e n t  t a r i f f s .  S u c h  c o s t  e s c a l a t i o n  o n  l a r g e  e n e r g y  p r o j e c t s  i s  n o t  

u n i q u e  t o  t h e  T A P S  p r o j e c t .  M o r e  r e c e n t l y ,  e v e n  s m a l l e r ,  f a s t e r - t o - m a r k e t  

p r o j e c t s  h a v e  e x h i b i t e d  s i g n i f i c a n t  i n c r e a s e s  i n  c o s t s .  F o r  e x a m p l e ,  p r e s s  

r e p o r t s  i n d i c a t e  t h a t  t h e  N a b u c c o  G a s  P i p e l i n e  ( s e r v i n g  E u r o p e )  i s  o v e r  

b u d g e t  b y  6 0 %  d u e  to  i n c r e a s i n g  m a t e r i a l s  c o s t  a n d  t h e  S a k h a l i n - 2  p r o j e c t  

h a s  e x c e e d e d  e a r l y  c o s t  e s t i m a t e s  b y  o v e r  1 0 0 % . 4

O t h e r  i m p o r t a n t  f a c t o r s  t h a t  c a n  a f f e c t  p r o d u c e r  p r o f i t a b i l i t y  i n c l u d e  

t h e  f i s c a l  r e g i m e s  u n d e r  w h ic h  t h e y  o p e r a t e .  W h i l e  th« * B & V  a n a l y s i s  

a s s u m e s  a  c e r t a i n  s e t  o f  g o v e r n m e n t a l  f i s c a l  p o l i c i e s  o v e r  t h e  l i f e  o f  t h e  

p i p e l i n e ,  t h e  c h a n c e  t h a t  t h e s e  p o l i c i e s  m a y  c h a n g e  o v e r  t i m e  c r e a t e s  a n  

a d d i t i o n a l  l a y e r  o f  u n c e r t a i n t y  t h a t  m u s t  b e  c o n s i d e r e d  i n  t h e  c o n t e x t  o f  

e x i s t i n g  p r i c e  a n d  c o s t  r i s k s  f a c e d  b y  t h e  p r o d u c e r s .  A s  s o  m a n y  c o u n t r i e s  

a r o u n d  t h e  w o r ld  h a v e  l e a r n e d ,  u n c e r t a i n t y  r e g a r d i n g  f i s c a l  r e g i m e s  r a i s e s  

p r o d u c e r  r i s k  a n d  d e t e r s  i n v e s t m e n t  a n d  d e v e l o p m e n t  i n  o t h e r w i s e  w e l l-  

f u n c t i o n i n g  m a r k e t p l a c e s .

3 Testimony of Monte Canfield, Jr., Director, Energy and Minerals Division, GAO, before the 
Senate Committee on Energy and Natural Resources, Planning and Construction o f  the 
TYans-Alaska Pipeline, September 26, 1977.

4 "Sakhalin Energy Projects Face Reality Check”, Eurasia Daily Monitor,  July 27, 2005, 
http://www.jamestown.org/edm/article.php?article_id=2370064; and "Nabucco natural gas 
pipeline over budget as steel prices soar”. International Herald Tribune, June 3, 2008, 
http://www.iht.com/articles/2008/06/03/business/pipe.php.
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P r o t e c t i n g  t h e  S t a t e  a n d  P r o d u c e r - S h i p p e r s  
t h r o u g h  N e g o t i a t i o n  a n d  C o n d i t i o n i n g

A s  I  h a v e  d i s c u s s e d  a b o v e ,  t h e  r i s k - s h i f t i n g  c o n t a i n e d  i n  t h e  

T r a n s C a n a d a  p r o p o s a l  i s  u n d e r s t a n d a b l e  f r o m  T r a n s C a n a d a ’s  p e r s p e c t i v e .  

A t  t h e  s a m e  t i m e ,  h o w e v e r ,  i t  i s  e m i n e n t l y  r a t i o n a l  f o r  t h e  p r o d u c e r s  a n d  t h e  

S t a t e  t o  w o r k  to  p r o t e c t  t h e i r  i n t e r e s t s .  I t  i s  n o t  i n  p r o d u c e r s ’ o r  t h e  S t a t e ’s  

i n t e r e s t s  to  t r e a t  t h e  T r a n s C a n a d a  p r o p o s a l  a s  “t a k e  i t  o r  l e a v e  i t . ” A s  i n  a n y  

c a s e  o f  a  b u s i n e s s  p r o p o s a l  i n v o l v i n g  s u b s t a n t i a l  r i s k  a n d  h u g e  c o s t ,  p r o d u c e r  

a n d  S t a t e  i n t e r e s t s  h e r e  s h o u l d  b e  p r o t e c t e d  b y  a l l o w i n g  p a r t i e s  to  n e g o t i a t e  

o v e r  k e y  t e r m s  a n d  c o n d i t i o n s  t h a t  d e f i n e  t h e  p r o j e c t ’s  r i s k - s h a r i n g  

r e l a t i o n s h i p s .

I t  i s  s t a n d a r d  p r a c t i c e  f o r  p r o s p e c t i v e  s h i p p e r s  t o  “c o n d i t i o n ” t h e i r  b id s  

i n  a  n e w  p i p e l i n e ’s  “o p e n  s e a s o n ” f o r  c a p a c i t y  c o n t r a c t i n g  o n  c o n t r a c t u a l  

p r o v i s i o n s  a n d  t e r m s  t h a t  p r o t e c t  t h e i r  i n t e r e s t s .  S i m i l a r l y ,  i t  i s  s t a n d a r d  

p r a c t i c e  t h a t  p r o s p e c t i v e  s h i p p e r s  e n g a g e  i n  e x t e n s i v e  n e g o t i a t i o n s  a n d  

d i s c u s s i o n s  w i t h  t h e  p i p e l i n e  d e v e l o p e r .  T h i s  o f t e n  l e a d s  t o  e x t e n s i v e  

c h a n g e s  i n  w h a t  t h e  d e v e l o p e r  m i g h t  o r i g i n a l l y  p r o p o s e  -  c h a n g e s  t h a t  

u l t i m a t e l y  r e s u l t  i n  a  s u s t a i n a b l e ,  v i a b l e  p r o j e c t  t h a t  a l l  p a r t i e s  c a n  e n t e r  

i n t o  a n d  l i v e  w i t h  o v e r  t h e  l o n g  t e r m .  I n  t h i s  c o n t e x t ,  N o r t h  S lo p e  p r o d u c e r -  

s h i p p e r s  s h o u l d  b e  e x p e c t e d  to  c o n d i t i o n  “o p e n  s e a s o n ” o f f e r s  to  T r a n s C a n a d a  

a n d  to  n e g o t i a t e  w i t h  T r a n s C a n a d a .  D o in g  s o  i s  c o n s i s t e n t  w i t h  t h e i r  

i n t e r e s t s  a n d  u l t i m a t e l y  s e r v e s  to  p r o t e c t  t h e  S t a t e ’s  i n t e r e s t s .

W h i l e  i t  i s  u p  t o  t h e  p a r t i e s  t o  d e f i n e  t h e  k e y  e l e m e n t s  o f  t h e i r  

n e g o t i a t i o n s ,  t h e r e  a r e  s e v e r a l  a s p e c t s  o f  t h e  T r a n s C a n a d a  p r o p o s a l  t h a t  a r e  

r e a s o n a b l e  c a n d i d a t e s  f o r  p o s s i b l e  n e g o t i a t i o n  a n d  c o n d i t i o n i n g  a s  p a r t  o f  t h e  

p i p e l i n e  c a p a c i t y  c o n t r a c t i n g  a n d  d e v e l o p m e n t  p r o c e s s .  T h e s e  i n c l u d e  

m e a s u r e s  to  p r o v id e :
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•  T a r i f f s  c o m m e n s u r a t e  w i t h  r i s k  a l l o c a t i o n  b e t w e e n  T r a n s C a n a d a  v . 
t h e  S t a t e  a n d  p r o d u c e r - s h i p p e r s ;

•  M a t c h i n g  o f  r i s k  a n d  c o n t r o l  v i a  p r o d u c e r - s h i p p e r s  h o l d i n g  
o w n e r s h i p  i n t e r e s t  i n  a c c o r d  w i t h  e x p e c t e d  t h r o u g h p u t 5;

•  C o n d i t i o n i n g  a n d / o r  m o d i f y i n g  s u c h  p r o v i s i o n s  a s  d o w n s t r e a m  
T r a n s C a n a d a  e x c l u s i v i t y ,  w i t h d r a w n  p a r t n e r  l i a b i l i t y ,  a n d  c o s t  
o v e r r u n  r e s p o n s i b i l i t y  ( a l l  o f  w h i c h  n o w  a? t i l t e d  s t r o n g l y  i n  
T r a n s C a n a d a ’s  f a v o r ) .

F i n a l l y ,  c o n d i t i o n i n g  a n d  n e g o t i a t i o n  o v e r  t h e s e  k i n d s  o f  m a t t e r s  

s h o u l d  n o t  b e  v i e w e d  a s  s e t b a c k s  t o  t h e  p r o c e s s  o f  e s t a b l i s h i n g  a  p i p e l i n e  

p r o j e c t  i n  a  r e a s o n a b l e  t i m e f r a m e .  G iv e n  t h e  p o s s i b i l i t y  t h a t  t h e  l a c k  o f  

f l e x i b i l i t y  a r o u n d  k e y  r i s k  a n d  c o n t r o l  p r o v i s i o n s  c o u l d  c r e a t e  a  “o n e  s i z e  f i t s  

n o n e ” o u t c o m e ,  t h e  a b i l i t y  to  c o n d i t i o n  b i d s  a n d  e n g a g e  i n  n e g o t i a t i o n s  o f  k e y  

t e r m s  a n d  c o n d i t i o n s  c a n  e n h a n c e  t h e  c h a n c e s  f o r  t h e  S t a t e ’s  r e s o u r c e s  t o  b e  

d e v e l o p e d  s o o n e r  r a t h e r  t h a n  l a t e r .  A n d ,  d e v e l o p i n g  a  p i p e l i n e  w i t h  a  

b a l a n c e d  s h a r i n g  o f  r i s k  a n d  r e w a r d  w i l l  p r o m o t e  a  p i p e l i n e  s y s t e m  t h a t  i s  

s u s t a i n a b l e  a n d  s u b j e c t  t o  f e w e r  d i s p u t e s  a n d  d i s r u p t i o n s  o v e r  i t s  l i f e .  T h i s  

i s  c l e a r l y  i n  t h e  S t a t e ’s  i n t e r e s t .

5 With access by future expansions and producer-shippers now being protected by new FERC 
access rules pursuant to recent federal legislation.
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. Figure 2 ,

' THE TRANSCANADA PIPELINE IS EXTREMELY
?.

0

\ . ;.* * • v v ■
COSTLY. . t* ..

•" v ■' ' « ' 1 , ' 
*

r i *, ;** 4 • ■ , • . .inject Name
Amt.

_ • ; (SB) . . Country Sector
«

•s.

Year

Saudi Kayan Petrochemical Complex 10.00 ’ Saudi Arabia Petrochemical Chertucal Plant 2008 O• V.k.
Rabigh Petrochemical Expansion Project .9.90 Saudi Arabia Petrochemical Chemical Plant 2006

1 Abu Dhabi Aluminium Smelter 7 05 • United Ara’b Emirates ® - Processing Plant ,
O • . . •

2007

Lif*oning Nuclear Power Plant Project'J
"6 94 China ,\

• . Power ' 20t)8 * (

Jamnagar Petrochemicals Refinery Complex 6J0 India Petrochemica!<'Cbemicai Plant ' 2006 ■

Oatargas 4 v * 071: ' , Qatar Oil Refinery/LNG and LNG Plants 2007

Fujian Refining and Ethylene Joint Venture Project 5 60 China ‘Petrochemicaf/Chemicdf Plant 2007’

. YpnSab Petrochemical Complex .500' .Saudi.Arabia PetrochemicabChemioal Plant 2006

. Indiana Toll Road 4 83 United States Road ’• 2006
■ » '. • Qatar Aluminum Trust ’ •. - \ 4 74 .Qatar • Processing Plant 200?

' QCTC Nakilat LNG Vessels - ■ .4 74- Qatar LNG 2006

FARAC Toll Road PPP 4 28 Mexico Road. * ' * ' u *.
2007 x1'

Ambatovy Nickel Project

" . ’ a

. 3.70- « Madagascar

1 \* ,Q i

• ' Mining 
f° t • /

. . .  I'’

' 2007
• '' J

• • ’ • i>
Note: * In 2008 dollars according to Black Veatch NPV10 analysis at.9.
Source: Project Finance and Infrastructure Finance, Issues 288 and 277., Dealogic.
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Figure 4 .
THE PRICE PER BARREL OF OIL v. THE AEO 1983

FORECASTED PRICE PER BARREL OF OIL* . : * . * *0
'0 . * * ’ .



Attachment I

J o s e p h  P . K a l t  
F o r d  F o u n d a t i o n  P r o f e s s o r  o f

I n t e r n a t i o n a l  P o l i t i c a l  E c o n o m y  
J o h n  F .  K e n n e d y  S c h o o l  o f  G o v e r n m e n t  
H a r v a r d  U n i v e r s i t y

J o s e p h  P .  K a l t  i s  t h e  F o r d  F o u n d a t i o n  P r o f e s s o r  o f  I n t e r n a t i o n a l  P o l i t i c a l  E c o n o m y  a t  t h e  

J o h n  F .  K e n n e d y  S c h o o l  o f  G o v e r n m e n t  a t  H a r v a r d  U n i v e r s i t y .  H e  j o i n e d  t h e  f a c u l t y  a t  

H a r v a r d  i n  1 9 7 8  a n d  i s  a  s p e c i a l i s t  i n  t h e  e c o n o m i c s  o f  d e v e l o p m e n t ,  p o l i t i c a l  e c o n o m y ,  

i n d u s t r i a l  o r g a n i z a t i o n ,  a n t i t r u s t ,  a n d  r e g u l a t i o n .  T h e  K e n n e d y  S c h o o l  o f  G o v e r n m e n t  i s  

H a r v a r d ’ s  g r a d u a t e  s c h o o l  f o r  p u b l i c  p o l i c y  a n d  a d m i n i s t r a t i o n ,  a n d  P r o f .  K a l t  h a s  s e r v e d  a s  

t h e  S c h o o l ' s  A c a d e m i c  D e a n  f o r  R e s e a r c h ,  c h a i r  o f  d e g r e e  p r o g r a m s ,  c h a i r  o f  P h . D .  p r o g r a m s ,  

a n d  c h a i r  o f  t h e  e c o n o m i c s  a n d  q u a n t i t a t i v e  m e t h o d s  s e c t i o n .  S i n c e  2 0 0 5 ,  P r o f .  K a l t  a l s o  h a s  

s e r v e d  a s  a  v i s i t i n g  p r o f e s s o r  a t  T h e  U n i v e r s i t y  o f  A r i z o n a ’ s  E l l e r  C o l l e g e  o f  M a n a g e m e n t .  H e  

r e c e i v e d  h i s  P h . D .  ( 1 9 8 0 )  a n d  M . A .  ( 1 9 7 7 )  i n  E c o n o m i c s  f r o m  t h e  U n i v e r s i t y  o f  C a l i f o r n i a  a t  

L o s  A n g e l e s ,  a n d  h i s  B . A .  ( 1 9 7 3 )  i n  E c o n o m i c s  f r o m  S t a n f o r d  U n i v e r s i t y .

P r o f .  K a l t ’ s  p u b l i c a t i o n s  i n c l u d e  The Economics and Politics of 0 / 7  Price Regulation, Drawing the LJne 
on Natural Gas Regulation ( w i t h  F r a n k  C .  S c h u l e r ) ,  Petroleum Price Regulation: Should We Decontrol? 
( w i t h  K e n n e t h  A r r o w ) ,  a n d  New Horizons in Natural Gas Deregulation ( w i t h  J e r o m e  E l l i g ) .  H e  i s  

a  S e n i o r  E c o n o m i s t  w i t h  C o m p a s s  L e x e c o n ,  a n  F T I  C o n s u l t i n g  c o m p a n y  s p e c i a l i z i n g  i n  t h e  

e c o n o m i c s  o f  c o m p e t i t i o n  a n d  r e g u l a t i o n .  H e  p r e v i o u s l y  f o u n d e d  T h e  E c o n o m i c s  R e s o u r c e  

G r o u p ,  a n  e c o n o m i c s  c o n s u l t i n g  f i r m  a c q u i r e d  b y  L e x e c o n  i n  1 9 9 9 .  P r o f .  K a l t  h a s  a p p e a r e d  

f r e q u e n t l y  a s  a n  e x p e r t  b e f o r e  t h e  U . S .  C o n g r e s s  a n d  v a r i o u s  s t a t e ,  f e d e r a l  a n d  i n t e r n a t i o n a l  

t r i b u n a l s ,  a n d  h e  h a s  s e r v e d  a s  m e d i a t o r  a n d  a r b i t r a t o r  i n  v a r i o u s  p r i v a t e  a n d  

i n t e r g o v e r n m e n t a l  d i s p u t e s .  P r o f .  K a l t  h a s  a l s o  s e r v e d  a s  a n  a d v i s e r  .  v a r i o u s  n a t i o n a l  a n d  

i n t e r n a t i o n a l  g o v e r n m e n t s ,  i n c l u d i n g  t h e  U . S . ,  T h a i l a n d ,  C h i n a ,  C a n a d a ,  a n d  n u m e r o u s  

A m e r i c a n  I n d i a n  t r i b e s .

P r o f .  K a l t  i s  w i d e l y  r e c o g n i z e d  f o r  h i s  w o r k  i n  e c o n o m i c  d e v e l o p m e n t  o n  A m e r i c a n  I n d i a n  

r e s e r v a t i o n s  a n d  a m o n g  F i r s t  N a t i o n s  i n  C a n a d a .  I n  1 9 8 7 ,  h e  f o u n d e d  ( w i t h  S t e p h e n  C o r n e l l )  
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• AS 43.90.130 (15) - hire qualified residents from 
throughout the state for management, engineering, 
construction, operations, maintenance, and other 
positions on the proposed project;

• Contract w ith businesses located in the state;
• Establish hiring fac ilities or use existing hiring 

facilities in the state;
• Use, as far as is practicable, the job centers and 

associated services operated by the Department of 
Labor and Workforce Development and the Internet- 
based labor exchange system operated by the state;

• AS 43.90.130 (17) commit to negotiate, before 
construction, a project labor agreement to the
maximum extent permitted by law....

O  TransCanada
3 TransCanada July 8, 2008 * £



D e v e l o p m e n t  P h a s e  

Proposal (< 2 years)
■ Define Project scope, cost and schedule (In itia l Front 
End Engineering Design [FEED])

• Conduct initial binding Open Season 

Definition (4 years)
■ FERC and NPA approvals / certificates

■ Technical, environmental and regulatory effo rt 
(complete FEED)

E x e c u t i o n  ( < 4  y e a r s )

• Build the project

O p e r a t i o n s

■ Operate and maintain the facilities

TransCanada
TransCanada July 8, 2008



Alaska Section Workforce Requirements 
(Averages - Full Time Equivalents)'

PHASE RESOURCES REQUIRED

Proposal 

2008 - 2010

100 - 150

Definition 
2010 - 2014

275 - 400

Execution 

2014 - 2018

7000 - 9000

Operations 

Excludes GTP 

2018 -

50 -  80

Estimates only -  subject to revision through Front End Engineering work

^  TransCanada
TransCanada July 8, 2008



Execution Phase Workforce Requirements ;

APP Construction Spread Workforce 
Breakdown

3 %  5 %

16%

1 3 %

18%

37%

Laborers/Ironworkers / 
Carpenters

Machinery Operators

□ Drivers

□ Welders / Pipefitters 

B Foremen

■ Services

■ Inspectors

□ Engineers / Project Mgrs

6 TransCanada July 8, 2008
TransCanada



Alaska W orkforce Strategy % ;•••>. 1

D e v e l o p m e n t  P h a s e

Proposal Phase
■ Interna l team managing few contracts

■ Hire Alaska residents fo r some key internal roles
■ Utilization of owner's engineer contract and 
existing environmental Master Services 
Agreements, both of which incorporate Alaska 
based firms

■ Supplement with additional Alaska based sub­
contracts fo r services

■ Web based instrument fo r goods and service 
providers to supply information on offerings - 
information will be shared with contractors for 
consideration throughout project

n  TransCanada
TransCanada July 8, 2008



■ Larger internal team managing new contracts with 
service providers
• Requests For Proposals would be issued during 
previous phase fo r major engineering, 
environmental and socio-economic work packages 
for the Definition Phase. This would provide great 
opportun ity fo r Alaska service providers, including 
Alaska Native Regional Corporations.

■ Opportunities fo r internal team will be open for 
Alaska residents

■ Work will be supplemented with Alaska based sub­
contracts fo r services

Definition Phase

TransCanada July 8, 2008
TransCanada



Alaska W orkforce Strategy (continued)

E x e c u t i o n  P h a s e

■ Project Labor Agreements will be negotiated
■ Internal team will manage large EPCM contractors
■ Requests For Proposals will be issued and evaluated 
during previous phase

■ TransCanada comm itments will be reflected in resultant 
contracts regarding Project Labor Agreements, Alaska hire 
and Alaska business opportunities

■ Opportunities fo r internal team will be open for Alaska 
residents -  job cente 's and associated services operated 
by the Department of Labor and Workforce Development 
will be utilized

9 TransCanada July 8, 2008
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Alaska W orkforce Strategy (continued)

O p e r a t i o n s  P h a s e

■ Efficient team will provide operations and maintenance 
services for facilities in Alaska, including the GTP if 
required

■ Support services will be contracted to local service 
providers

• Maintenance activities will be contracted to local service 
providers to the fullest extent possible

10 TransCanada July 8. 2008
t o  TransCanada



Opportunities:
■ High profile, anticipated project
■ Good potential for multi-year, year round 

construction effort
■ Strategies have been largely developed
■ Time available to act on strategic initiatives
■ TransCanada support and involvement with AGIA 

Training Strategic Plan
Risks

■ 'Heated' labor market factors
■ Demographic profile of workforce
■ Potential for significant in-migration

11 TransCanada July 8, 2008
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W o r k f o r c e  P r e p a r a t i o n  a n d  T r a i n i n g  . 

X d A * T r a i n i n g  S t r a t e g i c  P l a n

Broad-based, inclusive, strategic and action oriented 
framework TransCanada rotes:

Industry

Trade Associations

Trade Unions
v S t a t e

Agencies

Educational Institutions

Federal Agencies

•Direct participation with 
strategic planning process

•Provision of timely project 
labor demand information

•Dialogue with all 
stakeholders

•Coordination of training 
implementation

•On-going effectiveness 
evaluation

12 TransCanada July 8, 2008
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S T A T E  O F  A L A S K A  
ALASKA GASLME  INDUCEMENT  A C T  

T R A N S C A N A D A  A L A S K A  C O M P A N Y , L L C  
a n d  F O O T H I L L S  P I P E  L I N E S  L T D .

A L A S K A  P IP E L L N E  P R O J E C T

A. EXECUTIVE SUMMARY

We have been requested to address aspects of the proposed Alaska Pipeline 
Project (or "Project") application filed by TransCanada Alaska Company, LCC and 
Foothills Pipe Lines Ltd. (collectively "TransCanada") pursuant to the Alaska Gasline 
Inducement Act ("AGIA") on November 30, 2007. We have been specifically asked to 
consider matters that could impact the timeline of the Project. As specified in the 
request for applications, TransCanada's proposal addresses the specific requirements 
of the AGIA and also included a timetable for the completion of various activities 
associated with bringing the Project to fruition.

The expected timing of the development phase of the Project is of critical 
importance in the assessment and quantification of the potential benefits that could 
result from the proposed Project. As such, it is necessary to understand the rationale 
underpinning TransCanada’s forecasted schedule and the risks TransCanada has taken 
into account in its evaluation. In addition, we have attempted to identify other potential 
concerns and issues that could impact overall timing. This Report is restricted to an 
examination of the Canadian segment of the Project.

TransCanada has adopted a five and one-half ye~r schedule for securing major 
Canadian pre-construction approvals, following the issuance of the AGIA License. 
TransCanada has expressed the view that it expects to rely on the Northern Fipeline 
Act ("NPA" or "Act") as the primary legislative vehicle through which necessary 
regulatory approvals have and will be coordinated in Canada. This is viewed by 
TransCanada as minimizing the time required to complete the above process. 
TransCanada has also identified a number of project risks that could result in delay.

DMSU(al\0tf 1308300001 \2846649v3
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While we agree that there are advantages associated with the prior NPA 

approvals received by TransCanada and the "single window" process provided by the 

NPA, based on the detailed assessment contained herein, it is our view that the 

schedule proposed by TransCanada represents a "best case" scenario that may be 

difficult to achieve.

Given the nature and magnitude of the Project, it is our view that or.o could 

reasonably expect that at least certain of the issues identified herein, or by 

TransCanada in its risk assessment, will be raised during the preparation and regulatory 

approval phases of the Project, with a resultant impact on timing. In our view, a 

timeframe of seven to eight years is more realistic, with the lower end of the range 

(seven years) having a higher probability of being achieved. A seven to eight year 

timeline, to complete the required pre-construction processes, may be the minimum for 

a Third Party pipeline project that does not have the advantage of the existing approvals 

obtained under the NPA.

As will be discussed herein, the strategy an^ approach ultimately adopted by 

TransCanada for the execution of its proposal will likely have a significant impact on its 

ability to achieve the proposed "best case" scenario. By this we mean that 

TransCanada will face a number of choices with regard to the strategy it will employ on 

various key project items. If TransCanada adopts a course of action that seeks to 

address concerns that have previously been expressed it may be able to mitigate the 

risk of delay identified herein.

By way of illustration, TransCanada maintains that it will pursue the completion of 

the Project under the NPA, to the exclusion of other legislation that arguably could be 

applicable to the Project, such as the Canadian Environmental Assessment Act 
("CEAA") and the Yukon Environmental and Socio-Economic Assessment Act 
("YESAA"). If TransCanada maintains this approach, it will likely face challenges from a 

variety of parties that could result in delay.

However, if TransCanada proposes or encourages a process that encompasses 

the requirements of all applicable legislation (even if under the umbrella of the NPA), it

DMSL*giM)6l 308VOOOO1U 846M9v3
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may be able to materially mitigate the risk of a challenge in this regard. In our view, this 

could involve TransCanada proposing that the Designated Officer under the NPA adopt 

the standards and open, public processes embedded in legislation such as CEAA and 

YESAA, in order to achieve substantially similar levels of review and analysis as would 

be expected under such legislation; albeit still under the "single window" approach 

contemplated by the NPA. In addition, TransCanada could minimize inefficiencies and 

delays by seeking a single, coordinated process that addresses all regulatory and 

environmental requirements at the outset.

Another example is TransCanaria's proposal to make use of only NGTL facilities 

in Alberta (in addition to the Pre-Build) to transport Alaskan gas. If TransCanada 

chooses to maintain the exclusive link to the NGTL system, it is likely to face 

challenges, with resultant delays. However, if TransCanada adopts a more flexible and 

expansive approach of assessing the most economic and efficient use of all available 

infrastructure to transport Alaskan gas, as well as accommodating the positions of 

shippers, it will likely be able to materially mitigate the risk of such challenges and 

hence the potential for delay.

The above attempts to illustrate that, to some extent, TransCanada will be the 

master of its own destiny. While the positions advanced in its AGIA filing may be 

characterized as TransCanada's "opening position," the degree to which TransCanada 

exercises flexibility in its business approach will have a direct impact on its ability to 

achieve the desired schedule. In this regard, we would expect that TransCanada would 

have an incentive to complete the Project in a timely manner, which should drive it 

towards minimizing such debates and challenges. TransCanada is a ^rge and 

successful pipeline company that likely appreciates the dynamics that will be at play. 

As will be discussed herein, TransCanada has acknowledged that current requirements 

and standards should be used to assess an Alaska Pipeline Project filing. To the extent 

this is, in fact, achieved by a TransCanada filing, the above concerns could be 

mitigated. We have no reason to believe that TransCanada will not ultimately adopt a 

strategy that will seek to minimize opposition and, hence, maximize its chances of 

expediting the Project.
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It is also important to note that the extended timeline suggested herein would not 

necessarily disadvantage TransCanada vis-&-vis any Third Party pipeline proponent 

that may seek to construct a pipeline from Alaska and into Canada. Many of the 

specific concerns identified herein would apply equally to any such Third Party such as 

a detailed assessment of environmental and socio-economic considerations, the duty to 

consult First Nations, as well as, routing, land rights, and potential litigation. In fact, 

TransCanada would likely have an advantage due to such things as its existing 

Certificates, the "single window" approach adopted by the NPA and its easement in the 

Yukon. We also note that TransCanada has previously asserted that it has the 

exclusive right to build a pipeline from Alaska into Canada. While not commenting on 

the validity of this claim, we would expect that TrartsCanacia would seek to enforce this 

right and oppose any Third Party project. This could result in a significant delay in any 

such project.

In the end result, based on the information available to this point, it is reasonable 

to expect that certain delays will be encountered by TransCanada. Consequently, it 

would appear prudent for the State of Alaska to also examine the somewhat more 

extended timeline oi approximately seven years discussed herein, for the completion of 

the required pre-construction approval processes; in addition to the five and one-half 

year period reflected in the AGIA Application, as part of its assessment.

A summary of the significant issues tt at could impact timing of the proposed 

TransCanada project is outlined below. Greater detail on these, and other, matters is 

provided in the body of this Repon.

1. Continued Applicability of the NPA Approval

As reflected in the past submissions of Alliance Pipeline Ltd. ("Alliance") and 

Enbridge Inc. ("Enbridge"), it is likely that certain parties will challerge the general 

applicability of the NPA to the circumstances confronting the Alaska Pipeline Project 

today. This argument also appears to be supported by statements made by producers, 

including ConocoPhillips and Exxon-Mobil. It is arguable whether certain of the 

objectives of the NPA are relevant today, given that one of the main purposes was to
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facilitate the "efficient and expeditious planning and construction of the [then 

proposed] pipeline". Nonetheless, it is our view that the NPA and the Certificates 

awarded thereunder remain valid. Of note is the fact that the NPA was relied upon as 

recently as 1998 for authority to expand the Pre-Build facilities. As detailed below, the 

NPA does not provide direct guidance on the process or procedure that would be used 

to consider an Alaska Pipeline Project filing. Therefore, the challenge for TransCanada 

will be to encourage and facilitate a process under the NPA umbrella that 

accommodates current requirements and minimizes the risks of additional delays.

As well, we anticipate that there will be significant political pressure brought to 

bear for the Governments and regulatory agencies to "do the right thing" and assess 

such a massive undertaking under current regulations and standards; and not accept an 

authorization that was granted under circumstances that were very different. There may 

indeed be some legitimacy to the argument that the information from the distant past is 

stale and outdated; and that the basis upon wf ch the previous evaluations were 

conducted no longer remain valid.

In our view, while TransCanada will have certain advantages because of existing 

approvals and the NPA process, there will likely be political pressure asserted to expose 

the Project to an extensive regulatory and environmental review process, similar to that 

employed regarding the examination of the Mackenzie Gas Project. In this regard, it is 

noteworthy that the Mackenzie Gas Project has taken some eight plus yearn from initial 

regulatory process design to anticipated receipt of major regulatory approvals. While 

these are material differences, the Mackenzie Gas Project process may be viewed as 

broadly analogous in terms of regulatory complexity to the Alaska Pipeline Project. In 

our view, there will clearly be an expectation that the Project will be exposed to a 

rigorous process and not provided any short-cuts because of past approvals.

2. Technical Concerns with the Application of the NPA

In our view, while the deemed Certificates of Public Convenience and Necessity 

granted to the Foothills affiliates under the NPA contain a measure of flexibility, it is 

certainly arguable that the new proposal, which reflects a substantial!'/ different flow
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rate, economic cost and possibly even route changes, is outside the scope of the 

Project which was certificated pursuant to the NPA. The TransCanada proposal 

contains information on a number uf these parameters which arguably are a "material" 

change from those previously approved. In our view, these changes in scope, etc. 

could expose TransCanada to a challenge respecting its reliance on the prior NPA 

authorizations. To the extent that TransCanada has to seek amendments to either the 

existing approvals or the governing legislation, to accommodate proposed changes, this 

could precipitate a protracted debate that could delay the process from moving forward.

3. Requi.ed Environmental Assessment

In its AGIA filing, TransCanada characterizes its proposed actions as an "update" 

to the information previously filed in support of the existing NPA approvals and the 

Terms and Conditions it must fulfill thereunder. At this time, TransCanada has indicated 

that it intends to rely on the NPA and is not required to conduct an assessment in 

accordance with the CEAA or YESAA. If TransCanada attempts to fulfill outstanding 

requirements via an expedited process that does not include a comprehensive 

environmental assessment, with full public input as contemplated by these statutes, or 

meet other applicable requirements, it could face challenges that the above-referenced 

environmental legislation should apply to the Project.

It is also clear that, absent the NPA, such legislation would indeed apply, and 

TransCanada would be required to conduct a comprehensive environmental 

assessment thereunder. As mentioned above, TransCanada has confirmed that it 

intends to adopt a transparent and public process and, as well, has confirmed that it will 

be updating the numerous technical environmental reports associated with the 

construction of the subject pipeline. These actions may in some measure mitigate 

opposition (and potentially litigation) over the Project. To the extent an open and 

comprehensive process is employed, the risk of a challenge could be reduced. 

Conversely, the opposite is also true. Given that the Yukon Government has indicated 

the t it believes YESAA will apply to the Project, TransCanada would appear to have an 

incentive to accommodate a review process that addresses this concern.
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4. Duty to Consult First Nations

Since the time of the approvals granted under the NPA, the obligations imposed 

upon both Project Proponents and Governments (Provincial, Territorial and Federal) 

with respect to the duty to consult First Nations has evolved considerably. As with any 

project proponent, TransCanada's failure to ensure that the currently recognized 

obligation to consult is completely fulfilled, would inevitably lead to challenges on behalf 

of potentially affected First Nations. A failure by the Crown to fulfill this duty has been 

one of the main stumbling blocks for project proponents when their undertakings could 

potentially have a significant impact on First Nations. To the extent TransCanada and 

the relevant Governments fulfill this obligation pursuant to the current requirements the 

Project risks will be reduced. Nonetheless, history would suggest that this is a likely 

basis for challenge. We note that this concern is not unique to a TransCanada proposal 

and would apply to any proposed pipeline project from Alaska that traverses First 

Nations lands or lands where the First Nations assert traditional uses. In fact, the work 

conducted by TransCanada to date should provide it with an advantage in this regard. 

We are not able to comment on the extent to which the relevant governments have 

engaged in consultation.

5. North American Free Trade Agreement ("NAFTA")

NAFTA did not exist at the time the NPA approvals were granted to 

TransCanada and the NPA was not grandfathered under NAFTA. As will be detriled 

below, certain NAFTA issues could arise which would potentially cause significant 

delays to the advancement of the pipeline proposal. It is worthwhile noting that the 

above referenced Joint Alliance/Enbridge submission expressly raises NAFTA issues as 

an area of concern. As such, it is apparent that these parties, and likely others, are 

attuned to this basis for challenging a TransCanada Application under the NPA.

6. Alberta Component of the Overall Project

TransCanada's Application did not describe the precise facilities that will be 

utilized to transport the Alaskan based gas once it reaches the B.C./Alberta border. 

While TransCanada identifies certain benefits associated with the use of Transportation
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by Others, it appears that these comments are made solely in the context of using 

TransCanada's "Alberta System". In our view, it is likely that certain other pipeline 

carriers, including Alliance and Spectra, will argue that excess capacity or economic 

expandability on existing pipelines should be used for the transportation of Alaskan 

based natural gas. The information filed in the ongoing Alberta Inquiry into NGL 

matters, as well as a recent Press Release regarding a report by the Canadian Energy 

Research Institute on the capacity of the Western Canada Natural Gas Pipeline System, 

forecast that existing pipelines will have significant excess capacity by the time the 

Alaska Pipeline Project is proposed to be in-service. To the extent that TransCanada 

demonstrates a willingness to work jointly with third party carriers, it should be able to 

minimize debates that could cause material delays in the implementation of the Project. 

If such a debate arises, to the extent that TransCanada would be relying upon National 

Energy Board ("NEB") or Alberta Utilities Commission approval for additional facilities in 

Alberta (versus pursuant to the NPA) there will be a forum for such a debate. 

Otherwise, recourse to the Courts is likely.

7. Acquisition of Land Rights

It appears that TransCanada has obtained an "easement" across the Yukon, 

which should give it a timing advantage over any Third Party pipeline proponent. It also 

appears that, at this time, TransCanada does not have any secure rights to the 

necessary rights-of-way across British Columbia and Alberta. The acquisition of such 

rights in these two Provinces could take TransCanada, or any other project proponent, a 

considerable amount of time; and provide leverage to affected stakeholders. As such, 

while the NPA approvals would clearly give TransCanada an advantage over any third 

party pipeline proposal (particularly in the Yukon), the completion of the outstanding 

land acquisition process could create material delays. TransCanada's Application does 

not describe the precise manner in which it proposes to handle these outstanding land 

acquisition matters.
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8. Fulfillment of Existing NPA Terms and Conditions

Even if TransCanada were successful in confining the process for examining the 

Alaska Pipeline Project to the "single window" approach advanced by the NPA, there is 

the matter of the extensive Terms and Conditions attached to the existing approvals. 

For example, the Designated Officer under the NPA can require that additional 

environmental information be filed in support of the Application. As such, it is possible 

that even if TransCanada were to succeed in technical arguments (likely following 

lengthy debate) that CEAA or YESAA do not apply, the Designated Officer could 

impose similar information requirements to ensure that a complete assessment of all 

applicable requirements is conducted for the length of the pipeline in Canada In fact, 

there may be significant pressure to ensure that such an approach is followed.

Additionally, TransCanada will be required to meet other extensive conditions 

under the existing approvals prior to commencing construction. The exact process for a 

consideration of the information filed regarding these matters is uncertain, but could be 

the source of debate if a full public vetting is not accommodated.

9. Litigation

As will be detailed below, there are likely to be a significant number of "trigger 

points" which will provide the basis for a Court challenge. As noted below, there has 

already been litigation regarding the NEB's Northern Pipeline Decision involving First 

Nations and Environmental groups. Past experience suggests that such parties are well 

versed in their legal rights and have little hesitation in seeking recourse to the Court 

system when they are aggrieved. Likewise, commercial parties will often commence 

litigation if tney are not satisfied with the outcome of commercial discussions. We also 

note that there has already been litigation involving a past Foothills Pre-Build 

application. While the past litigation was not successful, if such a challenge were to 

occur, it could result in a significant delay. This litigation concern would apply equally to 

any party seeking to build a pipeline from Alaska into Canada, as the facilities would 

likely have similar potential impacts on the environment and First Nations, regardless of 

the project proponent.
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In our view, any single item identified above could result in a material delay to the 

schedule detailed by TransCanada in its Application. Based on the situation one could 

reasonably expect to evolve following TransCanada's filing, it is conceivable that several 

of these potential concerns could become a reality, with resultant delays to the 

schedule. As stated above, the extent to which the matters identified herein, or by 

TransCanada itself, actually lead to delays in TransCanada's proposed schedule will be 

impacted to a significant degree by the strategy TransCanada ultimately employs in 

pursuing the Project.

B. INTRODUCTION

The State of Alaska has requested that we provide our views on a number of 

issues associated with the November 30, 2007 Application filed by TransCanada 

pursuant to the AGIA. While a number of issues will be discussed regarding the 

TransCanada proposal, one of the primary mandates we have undertaken is to identify 

issues that could arise which would materially impact the proposed timeline for the 

completion of the pre-construction approvals phase of the Project put forward by 

TransCanada. After reviewing TransCanada's proposed timeline, we believe that it 

likely represents a "best case" scenario and is aggressive, in the sense that it will be 

difficult to complete all the identified tasks in the time allotted. However, we would 

logically expect a project proponent to adopt such an approach when bringing forth a 

proposal of this unique nature and magnitude. In essence, TransCanada has put forth 

a plan which assumes that it will not encounter any significant difficulties or delays in 

securing the major pre-construction approvals for the Project. In this regard, while we 

note that the TransCanada Application prov'des a "Key Risk Assessment and 

Mitigation" matrix, it does not provide a sensitivity analysis of, or a contingency for, the 

impacts (including on Project timing) that would be associated with certain events, that 

are arguably foreseeable, actually occurring. As such, should the matters identified by 

TransCanada or discussed below become a reality, it is likely that timing delays beyond 

the period forecast by TransCanada would occur.

In this Report we have attempted to incorporate consideration of a number of 

issues that could arise in the context of any Application (including a submission in the
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