ALASKA STATE LEQ SLATURE
JO NT MEETI NG
JO NT COMW TTEE ON LEGQ SLATI VE BUDGET AND AUDI T
SENATE RESOURCES STANDI NG COW TTEE
July 29, 2004
8:34 a.m

MEMBERS PRESENT
LEG SLATI VE BUDGET AND AUDI T

Representati ve Ral ph Samuel s, Chair
Representati ve M ke Chenaul t
Representative M ke Hawker
Representative Beth Kerttul a

SENATE RESOURCES

Senator Scott Ogan, Chair
Senat or Tom WAagoner, Vice Chair
Senat or Fred Dyson

Senat or Ral ph Seeki ns

Senator Kim Elton

VEMBERS ABSENT

LEG SLATI VE BUDGET AND AUDI T
Representati ve Vic Kohring
Senator CGene Therriault, Vice Chair
Senat or Con Bunde
Senator Gary W/ ken
Senat or Ben Stevens
Senat or Lyman Hof f man

SENATE RESOURCES

Senat or Ben Stevens
Senat or CGeor gi ana Lincoln

OTHER LEG SLATORS PRESENT

Representati ve Nancy Dahl strom
Representati ve Beverly Masek (via tel econference)

JT. JBUD/ SRES COW TTEES -1- July 29, 2004



Representative Lesil MQiire
Representative Les Gara

Senator Gary Stevens
Senat or Gretchen Guess

COWM TTEE CALENDAR

OVERSI GHT ALASKA NATURAL GAS PI PELI NE | SSUES/ ACCESS TO ORI G NAL
AND EXPANSI ON CAPACI TY

PREVI QUS COMM TTEE ACTI ON

No previous action to record
W TNESS REG STER

Present ati ons By:

Bl LL BOYCOIT, GCeneral Manager
Kenai N trogen QOperations
Agrium I nc.

TONY PALMER, Vi ce President
Al aska Busi ness Devel opnent
TransCanada Cor porati on

HAROLD HEI NZE, Chi ef Executive O ficer
Al aska Natural Gas Devel opnent Authority (ANGDA)

ACTI ON NARRATI VE

TAPE 04-16, SIDE A [ BUD TAPE]
Number 001

CHAI R SCOTT OGAN called the joint neeting of the Joint Commttee
on Legislative Budget and Audit and the Senate Resources
Standing Committee to order at 8:34 a.m Joint Conmmittee on
Legi sl ative Budget and Audi t menber s pr esent wer e
Representatives Sanuels, Chenault, Hawker, and Kerttula. Senate
Resources Standing Comm ttee nmenbers present were Senators Ogan,
Wagoner, Dyson, Seekins, and Elton. Also in attendance were
Representatives (Gara, Dahl st rom McQuire, and Masek (via
tel econference), and Senators Guess and Gary Stevens.

Number 019
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Bl LL BOYCOTT, General WManager, Kenai Nitrogen Operations, Agrium
Inc., said he hoped to provide the <conmttees wth the
perspective of a val ue-added manufacturer and relay sone of its
experiences and challenges in the Cook Inlet and how such may
inpact the legislature's decisions regarding North Slope gas.
He remarked that differing paths in the production of North
Slope gas could lead to very different outcones as well as the
devel opnent of other opportunities within the state. He went on
to say:

The Cook Inlet natural gas actually generates about 15
percent of the exports from Al aska. That takes the
form of ... about 200 [billion cubic feet (bcf)] a
year of gas; about 80 bcf of that goes into the
[liquefied natural gas (LNG] facility for direct
export. W, at capacity, consume approximtely 53 bcf
of gas, which we convert to anhydrous anmonia and urea
- white pellets of fertilizer. And that export is
goi ng: ... the anhydrous ammonia primarily to Korea,
the fertilizer all across the Pacific R m but
primarily Mexico.

MR. BOYCOIT relayed that he is quoting the following from a
statenent nade by the McDowel|l G oup that was used in a handout
provided to the commttee by Agrium Inc.: "By Al aska economnic
standards, the Agrium Inc. operation is exceptional for its
conbination of high pay levels, anobunt and concentration of
expenditures in the local area, and the degree of value added
manuf acturing that occurs in Alaska prior to export. The result
is a high nultiplier i npact . " He noted val ue-added
manuf acturing consists of taking a resource and converting it to
a product of higher value, and that value-added manufacturing
occurs at the Agrium Inc. facility and at the refineries in
Fai r banks, Val dez, and N ki ski area.

VR. BOYCOIT relayed that for Agrium Inc., val ue- added
manufacturing results in a $9.35 inpact on the state's econony
for every 1,000 standard cubic feet of gas that is consuned;
this inmpact cones from Agrium Inc.'s payrolls, from businesses
that provide support services to AgriumlInc., and from purchases

of the resource. By extrapolating such information to the
devel opnent of North Sl ope gas, he opined, one can envision that
the potential inmpact on Alaska is quite |arge. He nentioned

that with regard to international conpetition, there has been a
lot of activity lately on the Australian shelf, Trinidad, and
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Venezuela; the foregoing industries are already developed to
bring a product - such as LNG nethanol, and other petrocheni ca
products - to market, beyond the ammonia and urea that Agrium
Inc. is currently in producing.

Nunmber 054

MR. BOYCOIT remarked that such industries share a comon thread
in that it takes a lot of technology and resources to convert
natural gas into the aforenentioned products, and so in areas
where such conversion occurs, there has been a large inpact on
the local econony. He added: "This is an opportunity for
Al aska. Val ue-added industry brings a lot to the state; if done
properly, it has a potential to have a |arge econonm c inpact on
the state. Already, [fronm what we see in the state, there is a
| arge economic inpact here, and there is potential for
addi ti onal econom c inpact ...."

MR. BOYCOIT posited that a lot of industries worldw de are
interested in developing gas resources, adding that the high
economc multiplier of doing so also helps diversify the
econony. He remarked that a large part of the Kenai Peninsula's
econom c base results from the presence of a refinery - the
second largest in the US. wth regard to nitrogen conpl exes -
which has created a lot of diversity in that econom c base.
Devel oping a value-added manufacturing environment requires
| arge amounts of gas that are readily available;, entities
| ooking to bring that gas to market in a value-added way;, a
conduci ve regulatory environnent that wll encourage devel opnent
of the resource in a responsible manner; conpetitive pricing; an
efficient infrastructure, whether new or existing; narket access
to the product; and political stability.

MR. BOYCOIT concl uded by saying that sone of the questions to be
considered regarding bringing North Slope gas to market are
whet her Al aska would want to utilize some of the gas instate or
just send all of the gas down to the Lower 48, and how best to
position itself to take advantage of the gas.

Nunber 110

SENATOR DYSON surm sed that access to infrastructure neans being
at tidewater or at a deepwater port.

MR. BOYCOIT replied, "One of the things that we bring to the
table in Alaska is that we have good access to the Pacific R m
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[at] the Cook Inlet [facility], we have deepwater wharf
facilities." Because of this, agricultural products consuners
in Mexico say that the quality of "the Kenai product” is the
best they have access to and that they like its availability
with regard to a short transportation tinme. Cook Inlet provides
good access to the market, but there are still problens getting
the product fromthe well to the consuner, he remarked, and such
shoul d be consi dered when | ooking at bringing North Slope gas to
market; "W need to ensure that we encourage production of the
resource, that the independents that want to cone and
participate are encouraged to do so and have ready access to the
mar ket with the product that they bring to the surface.”

SENATOR DYSON raised the issue of conpetitive value and asked
M. Boycott to coment.

MR. BOYCOIT said he has not seen nunbers that wll tell him

"what will North Slope gas be delivered into." He nmenti oned,
however, that the higher the gas price is, the nore difficult it
will be for anybody in a value-added industry to conpete on an
i nternational basis. It is difficult to "make a call forward"

because his industry is very cyclical, he added, and supply-
demand l|evels can drive the value of the product up or down
dependi ng on many factors.

SENATOR DYSON asked, "Is it a good assunption that the world
demand for nitrogen-based fertilizers wll continue to
i ncrease?"

MR. BOYCOIT replied, "I believe that's true."

CHAI R OGAN asked about current prices.
Number 0166

MR. BOYCOIT replied that Mddle East, Trinidad, and Venezuel a's
gas runs $1.00-%$1.50; there is "sonme upward pressure" in the
former Soviet Union, which used to send its gas into its plants
for free.

CHAI R OGAN surm sed that it nmust be pretty hard to conpete with
entities that get gas at those prices.

MR. BOYCOTT concurred, but nmentioned that Agrium Inc. does have

an advantage wth regard to transportation into different
mar kets; additionally, the overall world-demand plays a factor
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in product pricing. Mentioning the possibility of bringing a
spur pipeline down into the Cook Inlet, he noted that such would
provide access into the existing infrastructure. Currently
there are constraints wthin that infrastructure; there are
times when Agrium Inc. |eaves gas at the well because it cannot
transport it to its plant due to the constraints placed on that
pi pi ng system In looking to the future, he offered, it's
inmportant to consider not only how the new infrastructure is
regul ated, but also how the old infrastructure is regulated in
order to ensure that gas will be brought into a systemthat is
being managed in such a way that the gas can be effectively
brought to market.

MR. BOYCOIT opined that sufficient infrastructure does exist to
support all of the demand in the Cook Inlet, but reiterated that

Agrium Inc. is not currently able to get all of the gas to
mar ket . Despite the fact that Cook Inlet gas is in decline,
Agrium Inc. still finds itself in a position of not being able

to transport gas due to private ownership and the current way
the system is operated; "we have systens running bel ow capacity
and yet gas [is] left wanting to be noved."” Agrium Inc. faces
"private ownership of lines"; constraints on the infrastructure
that are both physical and nonphysical constraints; affiliated
ownership issues; restricted access; high transportation rates;
"and, [in] our belief, [the fact that] the public interest is
not always served, because we feel that the way the system is
being wutilized currently doesn't necessarily encourage the
i ndependent to conme in and devel op the resource.”

Number 215

MR. BOYCOIT continued: "As we |ook at other players who want to
cone into the Cook Inlet and develop the resource, they find

thenmselves in a position where ... they're constrained on who
they [are] actually able to sell that product to because of
access to the pipelines.™ He suggested that when considering

North Sl ope devel opnent, the |egislature should |earn from what
has gone on in the Cook Inlet in order to ensure that there wl|
be open access to the pipeline systens at fair and reasonable
rates. He cautioned that in developing the North Slope, the
| egi slature should do what it can to ensure that the public
interest is protected, that new entrants into the state are
encour aged, and that business devel opnent is encouraged.

MR. BOYCOIT went on to detail some of Agrium Inc.'s notivating
factors and its developnent in the Cook Inlet, and again
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commented on the potential for devel oping val ue-added industries
in Al aska.

SENATOR WAGONER asked whether Agrium Inc.'s parent conpany does
anything with gas liquids in Canada.

MR BOYCOIT said not that he is aware of.

CHAIR OGAN asked M. Boycott to comment on what he sees in
Agriumilnc.'s future with regard to gas supplies in Al aska.

MR. BOYCOIT indicated that Agrium Inc. anticipates being able to
continue to operate [its Cook Inlet] facility through 2007, but
acknow edged that continuing to find a long-term supply of gas
m ght be problenatic. He remarked: "I believe that ... if we
open the market and open the infrastructure, that we wll see
the independents expressing an interest in working to devel op
the resource at conpetitive pricing."

CHAIR OGAN asked what Agrium Inc. contributes to the |ocal
borough tax base.

MR. BOYCOIT said he thinks last year's total tax burden was
approximately $2.5 nmillion.

Number 351

TONY PALMER, Vice President, Alaska Business Devel opnent,
TransCanada Corporation, displayed for the commttee a map of
the proposed pipeline system and provided the follow ng
comments regarding the topic of "decision-making on expansions”:

Devel oping the initial pipeline system from Alaska to
maj or North American narkets has been and remains a
chal I engi ng undert aki ng. Attracting the initial
volunes of sufficient scale to nake the project
econom c, under satisfactory terns that share the
risks of this project in a deregulated natural gas
mar ket, has proven to be difficult. Represent ati ves
from the Al askan producers, pipeline conpanies, [and
the] governnents of Alaska and the United States are
all working diligently to see the initial pipeline
cone into service in an expeditious manner. This task
remains in our view the nost critical at this point
for t he "Al aska H ghway Pi pel i ne" proj ect.
TransCanada IS f ocused on wor ki ng W th al |
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st akehol ders to develop a structure that wll advance
the project and see the initial pipeline in service by
2012, transporting Al askan gas to major North American
mar ket s.

It's also inportant to ensure that future custoners

will have fair, non-discrimnatory access to the
pi peline for expansions or extensions of the initial
gas transportation contracts. The State of Al aska,
[and] the pipeline owers and shippers seeking future
access all need to know the rules of the ganme in
advance in order to encourage extensive natural gas
exploration across the state of Al aska. The initia
shippers mnust also be confident that they wll be

treated equitably relative to future custoners.

TransCanada is an independent pipeline conpany wth
al nrost 50 years of experience in North Anerica and

many years of international experience. W have
successfully managed these issues and encouraged the
expansi ons of our initial facilities W t hout
di sadvantagi ng our anchor shi ppers. My testinony
today wll focus on the broad requirenents and
considerations for expansions of maj or pi peline
systens, and later today in ny testinmony | wll

el aborate on sone of the benefits of certain tariff
nmet hodol ogi es for expansions.

Number 395

MR. PALMER offered the followwng as factors that influence
access [to] future volunes [of] an initial pipeline system the
system planning for the initial pipeline - what wll be the
pi peline dianeter, the pressure, the routing, and the initia
contracted capacity; the inpact on pipeline operations and
operational feasibility, the inpact on services to other
custoners, both initial and for future expansions; the ability
to conply with safety and environnental |aws and regul ations;
t he suitability of arrangenent s for r ei mbur senent of
construction costs and/or the adequacy of the volunes to be
transported to support the extra investnent and operating costs
required for the new facilities relative to required facilities;
and the tariff nethodology - increnental or "rolled in" tolling
for expansion volunmes. He went on to say:
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TransCanada has selected a pipe platform of 48 inch,
2,500 pounds per square inch, to transport an initial
volune of 4.5 bcf a day, with a relatively inexpensive
expansi on capability, up to approximately 6 bcf a day.
This pipe platform which uses a pipe size with which
TransCanada has years of experience - ... we have
hundreds of mles of that pipe in the ground today -
and [has] a pipe strength of "X80," ... is optimal for
the volunmes we've described. ... It provides the
| ownest, long-term tariff for custonmers and also an
attractive and efficient fuel ratio.

The fuel ratio is an inportant factor in the overal
costs of transportation for Al askan gas sinply because
of the distance to nmarket. The final engineering
design for the pipeline will be conpleted ... once the
initial volumes to be shipped are known and the
expectations for the timng, |ocation, and vol unes of
future expansions are nore certain. Based on our
system design, the 48-inch pipe platform with an
initial volume of 4.5 bcf a day would provide
i nexpensi ve expandability for an additional 1.0 — 1.5
bcf a day wusing prinmarily additional conpression
facilities rather than new pipeline |oops - a pipeline
loop is a ... section of pipe [parallel] to the
initial pipeline, generally of the sanme dianeter

[ but] not necessarily.

Number 451

MR PALMER conti nued:
The fuel ratio will increase at total |evels above 4.5
bcf a day with the initial conpression, but still

remain at very efficient |levels. Volunes in excess of
6 bcf a day would require a conbination of pipeline

| ooping and conpression facilities. It 1s inportant
to note, of <course, that exploration success wll
drive new pipeline expansions. C Si gni fi cant
additional gas reserves will have to be proven in

Al aska prior to an expansion beyond 6 bcf a day, since
25 years of production at 6 bcf a day totals about 55
[trillion cubic feet (tcf)] as conpared to the
approxi mate 35 proven today.
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Future expansions beyond the initial 4.5 bcf a day
wi |l depend upon a nunber of factors. The first is
the location of the additional gas relative to the
existing or future conpressor stations and neter
stations. Additional volumes nust nake sense relative
to the engineering increnent in the pipeline' s overall

system pl anni ng; in other words, the additional
volunes need to be sized for 1ogical econom ¢
increments relative to the new facilities. For

exanple, with an initial contracted capacity of 4.5
bcf a day, you wouldn't expect to see an expansion of
supply for [10 mllion or 20 mllion] a day;
[that] would not be efficient from an engineering
standpoint, on this pipeline, for new supply.

You will need large pieces because each additional
conpressor or conpression station or nunber of
conpression stations wll be significant. That's the
norm on large pipeline systens, and that will be in
place for this pipeline as well. [It is] generally
not appropriate to construct sub-optimal facilities
for a small volume, or to contract for a small volune
that does not approximate the additional capacity

provided by the optinal facilities. However,
potential expansions wll be examned on a case-by-
case basis to determine the economc and operational
feasibility. ... The design of the pipeline and
operational flexibility can provide opportunities for
smal l er volune increnents. And when 1'm descri bing
smal ler volune increnents, |'m of course speaking to

the supply side as opposed to the demand side.
Nunber 491
MR. PALMER added:

The second factor to be considered is the inpact
expansion volumes could have on pipeline operations
and operational feasibility. In nost cases, this is
not a concern on expansion volunmes because they're
incorporated into the pipeline at |ogical physical
| ocati ons. Al so, operational neasures taken by the
pi peline conpany and its future shippers can ensure
there are no negative inpacts. The shipper wll be
required to provide its gas at the receipt point - or
take delivery at the delivery point - at a suitable
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pressure, tenperature, and gas quality that aligns
W th t he pi peline's engi neering and econoni ¢
requirenents. That is standard across the industry.

The pipeline conpany also has a responsibility to
ensure that the inpact of expansion volunmes on
existing shippers is equitably balanced with the fair

treatment of those new vol unes. Gas [pipeline
conpani es] are generally contract carriers ... [that]
commt to provide a specified anmount of firm capacity
to their shippers. Addi tional volumes onto the
pipeline do not result in a pro-rationing of the
volunes to the initial firm shippers. In other words,

expansion facilities are nornmally needed in order to
provide contracted service to new custoners on the
pi peline. The specific |location of the new customer's
requested receipt or delivery point can play a
role in the inpact on existing custonmers and the
operational flows on the pipeline.

As in the initial construction of the pipeline system
and its day-to-day operation, expansion volunmes nust
conply with safety/environnental |aws and regul ati ons.
These factors are as critical in determning the
preci se | ocation of new receipt and delivery points as
are econom c or engineering factors. In nost cases,
the pipeline conpany will own any facilities |ocated
on its right-of-way, including any increnental neter
stations or conpressor stations required to transport
t he expansi on volunes. The pipeline may construct the
| aterals to receive or deliver additional gas, but
those laterals may also be owned by other pipeline
conpani es, gas producers, or other parties.

Nunmber 542
MR PALMER sai d:

If the pipeline conmpany constructs the additional

facilities, it wll calculate the additional potential
revenues versus the costs for the new volunes, both
operational and capital, as well as [for] fuel. And a

capital contribution nmay be required from the new
shipper as an upfront paynent to reinburse the
pipeline for facilities such as a new neter station at
a different location that does not provide service to
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the overall custoner Dbase. Once again, pretty
standard in the pipeline industry.

New maj or natural gas pipeline systens are underpi nned
by long-term firm transportation contracts wth
initial shi ppers. Hi storically, | ong-term firm
service has often been the only type of service
provi ded by the pipeline for existing or new custoners
in the early years of pipeline operation. Firm
custoners nmay al so be offered overrun service to all ow
those custonmers to wutilize spare capacity on the
pipeline - on an interruptible basis - over and above
their firm contracted quantity; and of course the
spare capacity on an interruptible basis results from
: oper at i onal flexibility due to anbi ent
tenperature, Jload diversity, or other operationa

consi derati ons.

As the pipeline grid has matured in North Anmerica,
interruptible service was made available to non-firm
cust oners. In sone cases, overrun service has been
renoved by regulatory authorities to permt broader
access to non-firm custoners. New expansi on vol unmes
on a firm basis can affect, either positively or
negati vely, t he availability of overrun or
interruptible service to existing custoners depending
upon the stage of additional facilities constructed
relative to the new firm volunmes and the overal
i npact on pipeline system pl anni ng.

Nunmber 579
MR. PALMER rel ayed:

The final significant factor when consi dering
expansion volunes is the tariff nethodology for
addi ti onal vol unes. The regulatory nodel used by the
[ Federal Energy Regulatory Commission (FERC)] has
expansi on vol unes being charged a tariff that reflects

their i ncrenment al cost s, unless rolling 1in the
increnental costs to existing custoners woul d decrease
their tariffs - with some nopbdest exceptions. ... In

Canada, the National Energy Board has applied a
rolled-in nethodology for many years as the primry
nodel for expansion volunes whether or not this
i ncreases or decreases tariffs for existing custoners.
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This philosophical difference has had significant
inplications for expansions of the Canadian pipeline
systens over the past two decades. Il will speak to
this issue in ny second piece of testinony. In
summary, we believe that expansion policies that
fairly balance the interests of initial and future
shippers will lead to optimal long-term results for
pi pel i ne custoners, owners, and governnents.

MR. PALMER nade the followi ng remarks regardi ng the issue of
open access:

Earlier in nmy testinony | described the significant
challenges in attracting initial customers to the
Al aska Hi ghway Pipeline Project. TransCanada believes
t hat al | st akehol ders - Al askan producers and
explorers, pipeline sponsors, [the] State of Al aska,
and the U.S. Governnent - have inportant roles to play
in sharing the initial project risks by establishing
the conditions necessary for an early in-service date
for the project.

We believe that each of these stakeholders and U S
consuners will be large beneficiaries of this project
and should work cooperatively towards a 2012 in-
service date. We're a |ongstanding devel oper of major
pi peline systens, both in North Anerica and [in]
international regions, and, in our opinion, certain
open-access [conditions <can assist in Jlaying the
groundwork for |l ong-term success of an initial
pipeline project as well as its future growmh and
devel opnent . ] [ Tape ends mi d-sentence; the previous
bracketed portion was taken from M. Palner's witten
statenent from which he had been paraphrasing. ]

TAPE 04- 16, SIDE B [ BUD TAPE]
Number 613

MR PALMER conti nued:

Governnments at the local, state, and federal |evels
are strong supporters of new pipeline projects. They
are also seeking a solid foundation for future
exploration and devel opnent wi thin gas-producing
basins to enhance economic and social conditions in
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their regions. The additional revenues to governnents
from new exploration, devel opnent, and production nmay
exceed the royalties and taxes collected over the life
of the project from the initial gas volunes. There
are nmany positive exanples of this in North America
and beyond when a new gas pipeline is constructed into
a frontier basin.

Pi peline conpanies also are strong proponents of new
gas exploration in order to attract additional volunes
to the pipe and enhance the security of supply for the
base vol unes. Consuners, both in the supply region
and in traditional consumng regions, wsh to see
addi ti onal exploration and expansion of pipes in order
to enhance their security of supply and to neet
overall demand grow h. Gas producers or other
potential shippers that have not yet taken out a gas
shipping position on a pipeline are also strong
supporters of free and open access and fair ternms for
expansi ons.

The initial shippers on a pipeline often also want
future expansions to provide access to markets for
additional gas supplies they may secure. Those
shippers incurred significant risks when signing the
anchor transportation contracts on the pipeline, and
they need to be confident that their initial contracts
will be equitably treated relative to the new
cust oners. It is also prudent for pipeline conpanies
to ensure that their access terns for expansions do
not di sadvantage the initial shippers and have fairly
bal anced the overall benefits and risks for all
st akehol ders.

Nunber 627
MR. PALMER went on to say:

The tariff nethodol ogy for expansions can play a |arge
role in determning the timng and degree of future
exploration in a new gas basin. TransCanada bel i eves
the Al aska Hi ghway Pipeline should be designed and
operated to be efficient in design and total cost to
initial shippers, and to also provide fair and
i nexpensive access for expansion shippers. I n
addition to the design of the pipeline, one nethod of
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encouraging long-run growh in a supply basin is to
use a rolled-in tariff methodol ogy for both additiona
facilities and the fuel.

TransCanada' s pipeline systens in Canada have operated
with a rolled-in tariff nethodol ogy for expansions for

many years. Canadian gas has been remarkably
successful in capturing new nmarkets in North America
over the past two decades. The rolled-in tariff
net hodol ogy has, in our opinion, assisted in this
success. Canadi an gas basins are nostly |ocated
farther from major markets than the majority of Lower
48 gas. It therefore has a higher transportation cost

conponent and |lower wellhead prices relative to nost
Lower 48 gas.

Therefore, maintaining low transportation costs wth
an appropriate tariff nmet hodology to encourage
expansions has proven to be critically inportant for
Canada. This has assisted in inproving the
conpetitiveness of Canadian gas as evidenced by the
300 percent increase in Canada's gas exports into the
U S since 1985. Rolled-in tolls, conmbined wth the
other factors, can be a catalyst to encourage growth

in a new gas basin. Al t hough each basin around the
world is different, and Alaska has its own unique
characteristics, I want ed to illustrate t he

devel opnent of TransCanada's system wthin the
provi nce of Al berta under rolled-in tolls.

Number 649

MR. PALMER then referred to sonme slides he'd brought with him
and sai d:

[The] first slide you'll see here ... [is] a nap of
the province of Alberta; on the left-hand side you see
our systemin 1960. The actual red conmponents are the
expansions from our original pipeline system which

was constructed in 1957 through 1960. In 1957 our
original pipeline system was 118 mles |ong, noving
220 mllion cubic feet a day. You'll see, as we noved

to 1970, we continued expansion of that system ...
the red in this case is for what happened in the
previous five years ...
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I think you'll see from these maps ... how
[ TransCanada's Al berta pipeline systen] has devel oped
since its inception in the late 1950s. You'll see how
smal|l our pipeline system in Southeastern Al berta was
in the original system it had nodest volunes, few
custoners, and few receipt and delivery points. It
has since grow to a 15,000-mle conprehensive,
integrated pipeline system across the province that
can deliver approximately 12 bcf a day to custoners
within Alberta, and to Alberta' s borders for delivery
into other pipelines to serve custonmers across Canada
and t hroughout the United States.

The next three slides show that not just geographic
reach has been extended, but also the [correspondi ng]
i npact on TransCanada's Al berta system vol unes, nunber
of custoners, and receipt and delivery points as the
natural gas system has evolved over the past 40 years.
The first slide here would show you the very nodest
volunmes that we started with pre-1960; you can see

that by 1960 we're about 250 mllion ... [bcf] a day -
and you can see ... these are annual volunmes ... - and
by 1999 we're up to 4.5 tcf per year that we're noving
on our system within the province of Al berta. [ The]

next slide deals with the nunber of custonmers; you can
see that we had a couple of custoners in 1958, and, as
of the late 1990s, we're up to 350 custoners ... and
[we] currently [have] about 1,000 receipt points [in]
our province. So we go generally from our gas plants

to major markets in Alberta and to the boarders,
and you can see the nunber of delivery points is in
the order of 200 at this point.

Number 690
MR. PALMER added:

As you would be aware, there have been a nunber of
devel opnments that have caused these significant
i ncreases — growing gas nmarkets, changing gas prices,
suppl y/ demand dynami cs, regulation and deregulation,
as well as tariff methodol ogy. TransCanada' s proven
track record in offering the appropriate fundanentals
for non-discrimnatory, open-access service to its
initial and expansion custonmers, and a rolled-in
tariff nethodol ogy, have been <critical factors in
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increasing our nunber of custoners, receipt and
delivery points, annual volumes, and geographic reach
across the province of Al berta.

A simlar story can be told [about] ... our cross-
Canada pipeline system from the Al berta border to
Eastern Canada and into the US. M dwest and
Nor t heast . W started with a single pipeline |eaving
Al berta, and currently ... you'll see five parallel
pipelines in the sane right-of-way; that's as a result
of expansi ons over the past al nost 50 years.

MR. PALMER concl uded:

TransCanada believes that on balance, a rolled-in
tariff methodology for the Alaskan and Canadi an
sections of the pipeline can be a positive factor to
enhance the |long-term devel opnent of Al aska's natural
gas basi n. It nmerits serious consideration by the
state, the U S Gover nnent , gas producers, and
pi peline conpanies as the initial proj ect IS
devel oped. Thank you for this opportunity to testify
at this proceeding, and | am available to answer any
guestions you nay have.

Number 707
REPRESENTATI VE LES GARA asked:
What are your thoughts on open access that could be

done in a way that would allow sonebody who doesn't
have their gas on line yet to have the opportunity to

get their gas into a pipe? ... You' re not going to
have your gas ready to go if you don't have a contract
with the pipeline carrier yet. ... How do you do that?

MR. PALMER replied:

Through a nunber of ways, but the first conponent
woul d be: what is the appropriate system design for
the pipeline, what is the appropriate dianeter for the
pipeline, what is the appropriate pressure, and what
is the appropriate expandability for the pipeline.
And then | can tell you that's based wupon an
understanding of what the initial volumes wll Dbe,
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what the gas reserves are in the basin, [and] what the
expected timefrane is for expansions.

And you can see that our proposal, if the initial
volunes are 4.5 bcf a day, is to construct a pipeline
system that is expandable, cheaply, up to alnobst 6 bcf
a day. So if you are an explorer in Al aska today and
are unable to participate in the initial capacity of
the pipeline at 4.5 bcf a day, you would understand
that there [will be] relatively cheap expandability
right up to 6 bcf a day in logical increnments that
would allow you to get access to the pipeline in the
future; you know that there's going to be future open
seasons where you can participate in that.

MR. PALMER added:

Now, the limt on the pipeline systemis not 6 bcf a
day. Clearly, you can start l|ooping the system as |
described ...; you can |loop the system beyond that,
but, at that point, your costs are higher and tolling
becomes nuch nore inportant. Tol I'ing nethodol ogy,
tariff methodology - rolled in or increnental - nakes
a very significant difference when you pass the point
[where] ... you're adding capacity wth conpression
rat her than pipeline |ooping. So initially you do it
with ... the appropriate system planning ... [in] the
initial design? And also ..., generally, independent
pi peline conpanies would commit to have regular open
seasons to expand pipeline [systens]; they're in [the]
business of growing nore additional volunmes, grow ng
t hei r busi ness.

Nunber 741

SENATOR WAGONER asked: "Does it nmke any difference whether
the gas is dried on the Slope or Fairbanks ..., as far as
shi ppi ng product on down into Al berta?"

MR. PALMER said that from a project standpoint, it doesn't nake
a difference. The owners of the gas w Il decide where the
liquids are renoved; TransCanada is no longer a participant in
t hat busi ness. However, the actual wunit tariffs wll be
inpacted if the gas doesn't contain the liquids, since there
will be "fewer [British thermal units] to spread the pipeline
over."
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REPRESENTATI VE SAMJELS asked how long it would take for a
pipeline to increase its capacity once an explorer finds gas.
How long will the explorer have its capital tied up?

MR. PALMER said it could take one to two years, assuni ng that

the pipeline is in service. |In response to another question, he
rel ayed that Canada has a policy of having a rolled in tolling
met hodol ogy, and that sone, but not all, other countries do as
well. He went on to say:

I"m not suggesting there aren't tradeoffs to the

policy. O course there are. "1l ... give you an
exanple ...: if you had [an] initial pipeline tariff
of 10 cents, and the increnental cost of the new pipe
is 15 cents, ... [with increnental tolling] the new
custoner wll pay 15 cents over the life of his
contract; if you roll it in, you'll go from the

initial 10 cents to 10.5 cents for everyone. And the
next increnment of pipeline expansion may be 11 cents
or it my be 8 cents, and you effectively average them

all together. And, over tinme, it has been effective
for Canada to cone up wth an average tolling
nmet hodol ogy because ..., as volunmes increase, you have

rel atively nodest changes.

Number 792

REPRESENTATI VE GARA asked whether there is any danger that an
owner of gas won't sell it. And if so, is there anything the
| egislature can do to ensure that there will be gas in the

pipeline once it is built.

MR. PALMER pointed out that TransCanada is generally an
i ndependent provider of transportation services, simlar to a
rail way conpany; TransCanada will |ook for custoners that wll
own the product and becone a shipper on its pipeline system He
menti oned that although North Slope gas producers have exam ned
the feasibility of building their own pipeline system

TransCanada "holds rights in Canada" and believes - and wll
maintain the belief - that it has the right to build the
pi peline through Canada. He offered his wunderstanding that

TransCanada was granted that right as a result of the
commtnments it nade 25 years ago, and [that it] is witten into
a treaty between Canada and the U S as well as in Canadian
| egi sl ati on.
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SENATOR ELTON asked for an explanation of the term "anchor
shi pper."

MR. PALMER said he is using that termto nmean "initial shipper.”
He added: "Clearly, it would not be wunusual for a pipeline
conpany on a project of this scale to solicit interest from
parties in advance of an open season, [though] not necessarily
to pre-commt. And as | described to you, we intend to build a
pi peline that has significant expandability."

SENATOR WAGONER asked whet her TransCanada has considered using
pi pe of a size other than 48 inches.

MR. PALMER relayed that TransCanada had given consideration to
different volumes - initial and future; different pipeline
dianeters; and different pressures. He gave sonme exanples of
some of the conbinations that were considered, but offered his
belief that a 48-inch pipe platform would prove optimal. In
response to another question, he indicated that as |long as any
proposed spur |ine is part of the initial devel opnent,
TransCanada could "tel escope the pipeline dowmn" once there is an
under st andi ng of what the spur line's volunme will be.

Number 887
REPRESENTATI VE KERTTULA  asked M. Pal mer to descri be
TransCanada's experience wth getting gas into smaller

communi ties and renote areas.
MR. PALMER replied:

W do serve everything from very small comunities to
| arge custoners. W're not a local distribution
conpany, | can tell you that. W serve to what is
described as a "city gate.” So we serve to the border
of the local distribution conpany, but we clearly
serve sone very tiny ... “"farm taps" ... for
individual farnms as we go through the province of
Saskat chewan, and that is on the existing "prebuild"
for the Al aska pipeline project.

And there [are], of course, ... commtnents to put
i nterconnections at certain locations - in effect,
taps off our system on the original pipeline system
W do not have commtnents at this point to build the
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| aterals away from the pipeline, but we do have

commtnments to put [in] valves; in effect, to allow
future connections to small comunities or ... large
comunities. So we have done that for nore than 50

years, donestically and internationally.

REPRESENTATI VE KERTTULA asked M. Palnmer if he had any advice
for getting Alaska's rural comunities cheaper energy through
t he proposed gas |ine.

MR. PALMER replied:

Clearly, having access to the pipeline wll be
i nportant. It would be normal that that would be a
condition inposed by a governnent. I won't describe

whi ch governnent agency, but that would be normal that
there would be sone inposition of sonme conmtnents.

Clearly, not every "one man" comunity can
econom cally get access to [the] pipeline - that would
not be normal - but regqular takeoffs on the pipeline

system would be a normal commitnent, understanding
that there are costs to that and those costs get
all ocated to the custonmers of the pipeline.

There needs to be a balance of interests, and |I hope |
described for you today that a balancing of interests
is the best way to construct a major pipeline system
that's going to have a long life and serve its
custoners both donestically, in the region, and
internationally, or back into the Lower 48. You need
to balance the extra costs wth the long-term
potential and your social and economc goals as a
state.

Number 929

CHAI R OGAN, acknowl edging that a certain anmount of processing
m ght be involved, asked what would be the mninmmsized
comunity that could economically get "an of ftake."

MR. PALMER said that would be difficult to answer at this point
because TransCanada has not exam ned that issue and is "not in
that business and wouldn't wunderstand what incentives the
government of Alaska or local distribution conpanies mght be
prepared to provide to those |local communities.”
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CHAIR OGAN predicted that there wll be a trenmendous anmount of
interest by sone communities regarding getting "hooked up," and
suggested that TransCanada give that issue sone thought as its
representatives travel throughout Al aska endeavoring to garner
comunity support.

MR. PALMER agreed to do so, but cautioned that any of
TransCanada' s responses to communities regarding that issue wll
be conditional based on whether it is |ooked at from a purely
econom ¢ standpoint or from a |ocal, state, or federal
government's or | ocal distribution conpany's standpoint.

CHAI R OGAN renmarked, "I would nuch rather see barges of propane
going down the Yukon River, rather than barges of diesel going
up the Yukon and Kuskokwim [Rivers]." He offered sonme exanples
of areas and comunities that m ght be good choices for handling
the appropriate processing. He predicted that it would be
hel pful to be able to say to comunities what the costs of
hooki ng them up to the gas pipeline will be, so that individual

communities can take those <costs 1into consideration when
determning the feasibility of whether or not to get hooked up.

MR. PALMER said that 1is good advice, and relayed that
TransCanada has sonme commitnents to serve small conmunities in
the Yukon, and so will endeavor to be responsive to conmunities
regarding this issue.

REPRESENTATI VE SAMUELS, with regard to access by an explorer,
asked who has input in determning whether an expansion wl]l
t ake pl ace.

[ The counter nunbers roll over to 000.]

Nunber 000

MR. PALMER offered his understanding that the pipeline conpany
w Il have sone say over whether a proposed increase in supply is
sufficient to warrant additional facilities. However, the
standards regarding what amounts of gas are sufficient to
warrant an expansion will be established by the FERC and the

Nati onal Energy Board (NEB), and so sonme "nodest increnental
vol unes” m ght be allowed under those standards depending on the
ci rcunst ances. In response to another question, he renarked
that it would be unlikely that the FERC and the NEB woul d have
conflicting rulings regardi ng expansi ons. He noted that the NEB
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does have the authority to inpose an expansion on a pipeline
conpany, under certain circunmstances, though the FERC does not.

SENATOR SEEKINS asked M. Palner what the capacity is of a 48-
i nch pipe platform

MR. PALMER reiterated that the maxi num pressure would be 2,500
pounds per square inch, to transport an initial volunme of 4.5
bcf a day with a relatively inexpensive expansion capability up
to approximately 6 bcf a day. He added that there would be six
separate conpressor stations |ocated throughout Al aska. In
response to another question, he reiterated that the term
"pipeline loop" refers to a second piece of pipe parallel to the
initial pipe that 1is interconnected and that 1is run in
conbination with additional conpressors to relieve the pressure
constraints and allow additional pipeline volume to be
transport ed. He nentioned that the cost of "looping"” 1is
dependent on several factors, though many of the initial costs
of building a pipeline would not reoccur when building a | oop.
He estimated a nodest cost savings of 10-20 percent to build a
| oop as opposed to building the initial pipeline.

SENATOR SEEKINS surm sed, then, that any increase in Al aska's
i nstate needs could be net via pipeline | oops.

MR. PALMER concurred.

CHAI R OGAN asked whether "takeoffs" for |ooping are designed
into the original construction.

MR. PALMER said yes, adding that although |oops generally
originate from near conpressor stations, "hot taps" can also be
done and are a relatively normal procedure.

Nunber 159

SENATOR WAGONER asked about "farmtaps."

MR. PALMER reiterated his earlier coments regarding farm taps,
adding that this service is provided at a specific rate and that
TransCanada owns the interconnection.

REPRESENTATI VE KERTTULA asked how many "shi pper owned" pi pelines

there are in Canada and whether they follow the sane rul es under
the NEB as ot her pipelines.
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MR. PALMER replied:

The only ... major gas pipeline that I'm aware of that
has been constructed by the shippers was the "Alliance
Project.” It was constructed primarily by natural gas

producers; subsequent to the initial contracting,
pi peline conpanies acquired the original equity from
the original owners. That occurred through the
construction stage and right up until recent tinmes -
post construction.

REPRESENTATI VE KERTTULA surm sed, then, that Canada didn't have
anyt hi ng anal ogous to the Trans- Al aska Pipeline System (TAPS) or
"t he one proposal by the producers.”

MR. PALMER replied, "There are clearly sonme exanples on the oi

side; on the natural gas side, like in the United States,
the vast mjority of +the pipeline infrastructure has been
constructed by what | would call independent pipeline conpanies

over the past 50-75 years."
Nunber 208

REPRESENTATI VE GARA said his concern is that by the tinme the
proposed pipeline gets interconnected with "Canadian pipes, we
reach a point where all of sudden there's so nuch Canadi an gas
that there's not enough room for our 4.5 bcf to go through" to
the Lower 48. He asked whether such is a possibility.

MR. PALMER offered his belief that under certain conditions
that is not a possibility. He el aborated:

The lead tinme, in our opinion, to build the project

from Prudhoe Bay to Alberta will be longer than to
build from Alberta to market. ... W believe ... that
it's expected that there will be sone spare capacity

on the Alberta system and the systens away from
Al berta for you to nove at |least a portion of your 4.5
bcf a day to market without expansions. It's an open
question, at this point, whether or not there will be
4.5 bcf a day of spare capacity when this gas cones.

| think we would argue a couple of things. [First]
that decision can be made a couple of years after the
decision is made [to build] ... the project from
Alaska to Alberta - just from a physical tinefrane
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standpoint - and, [second], as |'ve described to you
the pipeline conpanies are going to conpete for your
business to nove that increnmental capacity away from
Al berta at whichever nmarkets you or the gas producers
wish to serve. ... That happens today - you see that
conpetition occurring from Al aska to market.

TAPE 04-17, SIDE A [ BUD TAPE]

Nunber 001

MR. PALMER used an exanple in which one wanted to nove 4.5 bcf a
day to Chicago every day. "You would have to judge two years or
so after the decision was made [to build] ... the pipeline from

Prudhoe Bay to Al berta, how you want to nove that gas,"” he said.
One option wuld be to nove the gas on existing pipeline
systens, which are generally at a lower price because of the
depreci ated costs. Anot her option would be to build a new
pi peline for say, 2 bcf a day, which could be constructed and
receive regul atory approval faster than the piece from Alaska to
Prudhoe Bay because the new construction would be along existing
corridors and isn't as conplex a project. M. Pal ner said that
he didn't believe Al aska's gas woul d be stranded in any fashion.
In fact, he predicted that there would be conpetition to nove
the gas to market.

CHAIR OGAN relayed his experience from the Energy Council that
nost factor in 4.5 bcf a day worth of gas and the worry is with
regard to where the supply is comng from beyond that. Even
wth 4.5 bcf a day being Al askan gas, "they're" |ooking at
inmporting 20 percent of the US.'s gas from LNG from foreign
sources. |It's clear that there's a market for gas, he remarked.

REPRESENTATI VE GARA relayed his understanding that sone gas can
be offloaded in Alaska and there could continue to be an
efficient pipeline from Al aska to Al berta. However, he posed a
scenario in which it becones economic to do the line to Val dez
as well, and there are substantial markets in Asia for LNG
t hrough Val dez. He asked if the aforenentioned would require a
| ooped pipe from the North Slope to the Alaska cutoff point or
could it be accommopdated through additional pressure stations.

Nunmber 025
MR. PALMER noted that he wasn't present to testify to the

specifics of an LNG project. However, he posed a scenario in
which there is a volune of 1 bcf a day for a LNG project out of
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Val dez after the construction of the initial pipeline. In such
a situation, one would need to review the stage of devel opnent
of the pipeline system at the tine. If, two years after
construction of the 4.5 bcf a day pipeline, there are sufficient
reserves, markets, and the economcs at work, the entire system
woul dn't have to be | ooped because there is expandability up to
about 6 [bcf a day] by using conpression. However, if the
pi peline has been expanded to 5.5 [bcf a day] or so for North
American markets, there would be sonme looping once it went
beyond 6 bcf a day.

CHAIR OGAN expressed the need to obtain information or
presentations regarding the jurisdiction of the FERC and the
Nat i onal Energy Board (NEB). He inquired as to the hurdles of
shipping gas that originates in one country, noves through
anot her country, and ultimtely arrives in the country of
origin.

MR. PALMER noted that for alnobst 50 years Canadi an gas has been
noved across the border into the U S. via multiple pipelines.
Wth regard to tolls and tariffs, on the Canadian side, the NEB
regulates it, and on the U S. side, the FERC regulates it. The
af orenenti oned hasn't constrained the novenent of gas over the
| ast 50 years. M. Palmer, turning to the specific situation
presented in Chair Qgan's question, pointed out that such was
addressed 25 years ago when Canada and the U S. established a
treaty that would, under certain terns and conditions, allow the
novenent of gas from one country through another country and on
to the country of origin. For exanple, the governnent of Canada
agreed that under the treaty, it wouldn't discrimnatorily tax
t he pipeline project.

SENATOR ELTON opined that it's inportant to discuss this further
at a future neeting because there is also the issue of access.
He posited that perhaps Al askan access to the capacity of the
pipeline will inpact access of Canadian gas from the Northern
Territories.

Number 092
HAROLD HEI NZE, Chief Executive Oficer, A aska Natural Gas

Devel opnent Authority (ANGDA), inforned the conmttee that his
presentation would be from the perspective of a public

corporation of the state. He noted that he provided the
committees with a copy of Title 38, the portion dealing with the
state's position wth regard to pipeline right-of-ways. He
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acknow edged that [the state] is preparing to consider Stranded
Gas Act applications, which is different law. However, in Title
38, there is a very clear statenent by the legislature wth
regard to the policy on how pipelines are to provide service and
why. The policy, he enphasized, speaks to any pipeline,
intrastate or interstate. Therefore, M. Heinze said he would
translate the aforenmentioned policy into specific things that
shoul d be contenplated in this specific case of a pipeline going
down t he highway into Canada.

MR. HElI NZE began by explaining that a takeoff point is [a point
at which] gas can be taken out and sonething is done with the
gas, and perhaps sone of the gas or liquid is returned into the
i ne. The take-off point could also be a place at which there
could be production in the Iine. He highlighted that getting
gas to the tidewater is a specific issue that's very inportant
to Al aska. He said that he would specifically like to discuss
the gas spur line to the Cook Inlet area. He turned attention
to the Power Point presentation fromthe ANGDA, which included a
diagram entitled, "Benefits to Al askans". The diagram he
explained, illustrates things which could happen that could be
good for Alaska [if there is a natural gas pipeline].

Number 136

MR. HEI NZE said that the obvious reason one would take gas off a
| arge pipeline is to make electricity. The diagram |lists sone
comunities that he believes m ght have enough electrical demand
that it would be worth putting in a major gas-fired, efficient,
co-generation power plant. |If gas is taken off the pipeline and
propane is renoved, [there could be propane distribution
centers] as listed in his presentation materials. For instance,
a propane distribution center in the Tok Northway area woul d be
very significant in ternms of inpacting the residents' quality of
life. All of the fuel in that area has to be brought a very
| ong distance, and therefore the transportation conponent of the
fuel cost for the area is very high. However, the fuel [from
the natural gas pipeline] would be going right by the area.

MR. HEINZE remarked that it's logical to review sone places for
which the use of fuel is at a high enough density that there
could be a distribution system for gas. Certainly, Fairbanks
has enough of a population that it would nake sense, at sone
point, to have a distribution system if there was a plentiful
and affordable supply of gas. Additionally, the mlitary bases
represent areas for which there is a high concentration of
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energy use. Although all of the areas listed for the [electric
power plants, propane distribution centers, and piped gas
distribution systens] nay not nake the cut, there could be nore
than just two or three takeoff points. He opined that there
should be take-off points for electricity, propane, and | ocal
di stribution spaced at distances of at |east every 100 mles and
at least at every conpressor station.

Number 189

SENATOR DYSON inquired as to the nunber of customers it would
take to make it econom cal for all of the [necessary equipnent].

MR. HEINZE replied, "W really don't know yet." However, he
said that one of the things that should be required as part of
the Stranded Gas Act submittals to the state is a standardi zed,

sinple design to acconplish "these purposes.” The testinony
from TransCanada, he surm sed, indicates the need for at |east
the concept of "stubbing out” in order to nmke connections. He
said that such is fairly nodest in cost. He enphasi zed that
these are cost elenments which he estimates are .1 percent of the
$20 billion project. In this type of concept, he said he didn't
envision the pipelines providing anything other than the "stub
out." He opined that an unattended facility mght work for 100
mles of highway |ine feeding propane and would work for a
G ennal | en-si zed power plant. The issues of dropping pressure

and cooling gas and dropping out propane can be addressed via a
very sinple nechani cal systens, he pointed out.

MR. HEINZE turned to the issue of getting gas to tidewater. The
first inportant reason for getting gas to tidewater is because a
| arge percentage of the population Ilives on the water.
Therefore, getting gas to tidewater can result in getting gas to
those communities on the water via barges or other nethods.
Bet ween Ketchi kan and Kotzebue there are at Ileast 50 nmjor
communities that may be helped by having this type of energy
avai lability and pricing. He noted that he is taking a |ong-
termview. He then turned to LNG which provides an econony of
scale to "the loading” in Al aska. "The fact that you go into
other markets with our gas allows you to achieve sonme econoni es
of scale,” he said, adding, "we keep the savings for ourselves
) - we lower our cost ... [in order] to get our fuel
cheaper." Additionally, the notion of exporting may also help
with the cost of getting shipnments to coastal conmunities.
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MR. HEINZE directed attention to the new industrial or
manufacturing plants about which Agrium Inc. provided a
present ati on. He nentioned that Agrium Inc. painted the val ue-
added feature in a way that is relevant to Agrium Inc.
However, M. Heinze pointed out that AgriumlInc.'s LNG plant and
the fertilizer facility are large, but Agrium Inc.'s economcs
woul d inprove wth expansion. The reason Agrium Inc. hasn't
expanded is a lack of supply. Therefore, if the state had a
| arge anmount of gas available for [Agrium Inc.'s LNG plant and
fertilizer facility], Agrium Inc. would review the issue of
expansion, and a certain nunber of entrepreneurial folks would
be attracted. He clarified that he is referring to true
entrepreneurs.

Nunber 262

MR. HEI NZE opined that gas to tidewater could be done at a cost
of service, which would be a $1.50 under the delivery cost to

the world nmarket. The aforenentioned $1.50 | ooks very possible
in terms of a price advantage in Al aska. He noted that the
ANGDA has been reviewing the spur line issue by choosing the
Gennallen to Palmer project to review in nore detail. The
af orenenti oned project was chosen because, of al | t he
possibilities, it's the only one wthout any right-of-way

information on file with the state. Furthernore, the dennallen
to Pal ner project seens to be a good nodel for any of the other
spur lines in the system

MR. HEINZE said that in about a nonth, the ANGDA will put out a
report that includes alignnment, potential costs of delivery of
gas through the system et cetera. Looking at this from an
intrastate pipeline view, it would fall under the gas
transportation pipeline part of the statute, AS 42.06.
Furthernore, [the gas pipeline] wouldn't be under the FERC s
jurisdiction; rather, it would be under the RCA, the processes
for which seem reasonabl e and appropri ate. He posited that the
statutes related to "intrastate" may be burdensonme and conpl ex.
Al though M. Heinze said he reserves the right to suggest a
revision to the language in the future, he stressed that on an
intrastate basis, Alaska is in reasonably good shape.

MR. HEINZE i nforned the conmmttees that the concept of the ANGDA
as a state-owned gas transm ssion conpany functioning as a
utility will offer a trenendous "cost to service" advantage to
Al askans. However, that doesn't nmean that the ANGDA woul dn't go
to a conpany such as the ENSTAR Natural Gas Conpany to design
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build, and operate sonething. Still, when one |ooks at the
state as an owner/financer of this type of project, [the ANGDA]
is very attractive. He relayed that in working on this matter

it has been determned that there is a "bullet Iline" concept
that could be adopted [to address a Cook Inlet gas shortage],
though this idea has not progressed to the point of determning
a specific [route/location].

MR. HEI NZE added that a bullet line, as is inplied, neans that
the line goes as directly as possible. One logical route is to
follow the Trans-Al aska Pipeline System (TAPS) right-of-way to
about punp station 7 and then nobve cross country as straight as
possi ble, and go by McKinley Park. He nentioned the possibility
of a bullet line followng TAPS down to Delta and taking the
turn with TAPS to Gennallen on down to [Cook Inlet]. He
enphasi zed the need to conceptualize a pipeline that delivers a
fairly sizable volune of gas to this area.

Number 370

MR. HEINZE rem nded the conmmttees that there is already a
policy specifying the need to nake the gas available in Al aska.
However, there are two basic threats to that policy through the
current system One threat is the physical ability to take gas

of f. M. Heinze suggested that prior to any open season, the
| egi sl ature should set a basic condition that sonme |ocations be
specified as to where sonme gas will be taken off. He said that

if the legislature can't get an entity interested in building a
pi peline through the comon Jland to [submt a proposa
speci fying take-off points], he would do it if the l|egislature
appropriated noney for that purpose.

CHAIR OGAN opined that it nakes good business sense for any
conpany building a pipeline to nake as nuch gas as possible
avai l able to | ocal residents.

MR, HEINZE turned to the issue of tariffs, and noted that
because this is an interstate gas pipeline, [the ANGDA] has no
control over intrastate tariffs; rather, the FERC does. | f
there are nultiple drop-off points under the system there's no
guarantee that the tariff wll reflect the fact that the gas
wasn't transmitted all the way down. For instance, it mght
cost $2.39 to take the gas off anywhere in Al aska, which is the
sanme as taking it to Al berta. Therefore, M. Heinze suggested
that as part of the Stranded Gas Act, one of the conditions
should be a "distance proportion" tariff requirenment wthin

JT. JBUD/ SRES COW TTEES - 30- July 29, 2004



Al aska such that a tariff to the border has to be set and, thus,
if [the gas] only goes halfway to the border, only half the
tariff is collected.

CHAI R OGAN commented that the aforenmenti oned nmakes good busi ness
sense.

Number 450

MR, HEINZE said, "As an Al askan of many decades, | am not
prepared to trust this issue to an agency in Washington, D.C"
He went on to note that the argunent is that the mllions of
consuners in the Mdwest shouldn't have to subsidize the
delivery of gas to the few thousands of custonmers in Al aska, and
such an argunent mght resonate in Washington, D.C. . He said
that there's an easy way to deal with this issue through the
fiscal terns of the Stranded Gas Act. He reiterated his belief
that when the l|legislature faces a contract, it should consider
including a "distance proportion” tariff requirenent wthin
Al aska.

MR. HEINZE turned to the "open season" process, and inforned the
commttees that one of his responsibilities is to think about
how to make the LNG project interact in a positive manner wth
the highway project. One of the keys to designing the LNG
project is to determ ne the gas conposition. He enphasized that
he has no know edge of the gas conposition on which the pipeline
desi gn was based. The aforenentioned isn't public information

The informational issue is extraordinarily inportant because the
| egislature is going to have to make a multi-billion dollar
decision on the Stranded Gas Act contract. He stressed the need
to check the information, at |east at sone |evel.

MR. HEINZE posed a situation in which there is a 120-day open
season, which, if it started in June, would nean that the 120
days would expire during the legislature's interim Such a
situation would potentially require the legislature to be called
in for a special session. M. Heinze opined that the concept of
a fair and equitable "open season"” process would ring truer if
there was nore disclosure. He offered his belief that the
commttees coul d ve asked Agrium Inc. what it's process would be
in terns of due diligence in making a major commtnent during an
open season period; he acknow edged, however, that such woul dn't
happen quickly. "The nore prepared we are, the better this can
wor k, " he added.
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MR. HEINZE turned to the access issue wth the LNG project. At
this point, there hasn't been nuch discussion regarding market
access because people assune that the nmarket is there. However,
that's not the case with LNG because LNG has to have a place to
go. The place "we logically want to go" is the Wst Coast. He
showed the commttees a map from the FERC that notes proposed
[facilities], many of which would be in the @lf of Mexico.
Al though the "lassiez faire" approach by the FERC seens to be
wor ki ng, he opined, there is concern that of the many proposed
[facilities] on the Wst Coast, only one of those may occur in
the U S. under the FERC s jurisdiction. Furthernore, if that
proposed [facility] is proprietary, Alaska LNG could be "l ocked
out on this." He noted that he has raised this issue with the
FERC and he raises it today because he believes it's an issue
t hat shoul d receive sone thought.

Number 561

CHAIR OGAN recalled the Energy Council neeting in Al abama where
when driving east of Mbile, about every fifth house had a sign
inits yard saying "No LNG'. He commented that he felt right at
hone, and further commented that there are people everywhere who

don't want anything built. Therefore, one of the topics of the
Energy Council has been in regard to how to site an LNG pl ant
because of the resistance to it. Now the only place folks are

thinking of building LNG plants is offshore, where there would
be maj or security issues.

MR. HEI NZE agreed wth Chair Ogan. He then noted that he didn't
di scuss the East Coast because of the nunber of proposals is
nodest while the resistance is very high. He characterized the
af orenentioned as a |ocal struggle. However, he reiterated that
the good news is that the offshore opportunities are in the Glf
of Mexico, whereas the Wst Coast is always going to present a
difficult situation

CHAI R OGAN comrented that the Gulf of Mexico is a fairly mature
oil province, and therefore one would think there wouldn't be as
much resistance. "America is going to have to wake up or start
paying a lot nore noney for gas; sane thing ... for the Cook
Inlet,” he said.

MR. HEINZE returned to the map and explained that the blue
arrows show the LNG coming in. In wapping up his presentation

M. Heinze recalled Senator Bunde asking, at another neeting,
whet her any other states involved with [gas pipelines] get
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involved with tariff and access issues. The State of Wom ng
[under the] Wom ng Natural Gas Authority is one such exanple.

TAPE 04-17, SIDE B [ BUD TAPE]

Nunmber 632
MR. HEINZE continued, "[tape begins mdspeech] ... if you'll
drill nmore wells, I'll build a pipeline to you," adding that the

af orenenti oned di al ogue occurs around the world. He returned to
the topic of the "Alliance pipeline," which was built because a
bunch of producers broke the deadlock and took the risk of

buil ding a pipeline. In Womng, the state has decided that it
was losing so nuch noney from the royalty in Texas that it
decided to step in. Therefore, within the last few years, the
Wom ng Natural Gas Authority was activated. [ The Wom ng

Natural Gas Authority's] bonding is $1 billion to build
pipelines in order to "de-bottleneck” its gas.

MR. HEINZE said the tariff difference from the world price has
been well over $1.00 because of the difficulty of getting from
Womng to the marketplace. The objective is to drive that
nunmber down to $.50. Therefore, every unit of production is
going to be worth nore. Additionally, the pipeline capacity
will be expanded so that the take out for Womng is increased
from4 bcf to 6 bcf a day. He commented that Wonming is a very
conservative place, and that he didn't believe the state
receives any federal noney for education so that the federal
governnment can't be involved in how the state runs its schools.
M. Heinze said that the Womng nodel wll be reviewed and
expl or ed.

Nunmber 668

SENATOR SEEKINS offered his understanding that during the tine
when a gas pipeline is built, the FERC decides how risky the
pipeline is and specifies that the [entity] can nake sonewhere
between the guaranteed return on the ownership of 12-14.5
percent. He asked if the cost of financing is part of the
capitalized cost of the return.

MR. HEINZE explained that pipeline financings are done in a
"debt equity" structure. For exanple, if the debt is 70 percent
and equity is 30 percent, then for tariffs, whatever the bond
rate is [on the debt] can be included as a cost; in other words,
what is paid in interest is a cost and becones a conponent of
the tariff. Anot her conponent of the tariff pertains to how
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many dollars of equity there are and what is allowed to be
earned on that equity, which is the 12-14.5 percent.

MR HEINZE said that in a "cost of capital” sense, it's
reasonable to use a 70:30 percent [debt to equity ratio] with a
12 percent return on the equity and 8 percent on the debt. For
smal l er projects, such as a spur line, [the ANGDA] is |ooking at
100 percent debt, which is typically how a local wutility would
do it. On a 100 percent, there is the potential for a |ow
interest rate. "That's why |I'm able to show you sonme nunbers
that indicate that our cost of service would be a lot |less than
ot her people; now, |I'm not making that claimin [regard] to a
$20 billion project or even a $10 billion project, but | am as
far as smaller projects that are nore Al aska-sized," he stated.

SENATOR SEEKINS surm sed, then, that a conpany with a |ot of
cash could | everage "pledging," receive a low interest rate, and
roll it into the tariff.

MR. HEINZE said that traditionally, a pipeline conpany favors
using a higher percentage of debt if it can be obtained w thout

materially increasing the debt rate. Q| conpanies, on the
other hand, tend to be very equity oriented, and perhaps would
structure it at 50:50. He predicted that the state would

probably aim for 90:10 because the state isn't oriented toward
the return on the investnent as nuch as it is oriented toward
getting the | ower cost of service.

SENATOR WAGONER turned to the "bullet line" option and asked
about timng, the sizing, and the capacity of it [with regard
to] handling the needs of the entire Cook Inlet basin.

Nunmber 724

MR. HEINZE proposed a scenario in which the [bullet 1ine]
started at Point Thonpson with a 24 inch line that is laid down
over the TAPS right-of-way, which would be followed down to
Delta and then over to Aennallen. Such a line could easily be

designed to handle a half billion cubic feet a day if not a
billion cubic feet a day. He pointed out that by going down the
TAPS right-of-way, there is a pad, gravel, and access. The

desire would be to keep it as sinple as possible, and such a
system could be built fairly fast because the lead tines for
procurenent wouldn't be too long and only a couple construction
seasons [would be necessary]. Wth regard to the question of
[ conpl etion] by 2008 or 2009, he said he didn't believe [such
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was possible], nor did he believe [the |egislature] would be
wiling to make such a decision in the next couple of years.

MR. HEINZE informed the conmttees that he was one of the
reviewers of the Departnment of Energy study discussed by the
ENSTAR Natural Gas Conpany yesterday, and although the study
concludes that the exploration potential is there, he relayed
his concern with a scenario in which nothing happens within the
next two to four years. If the aforenentioned happens, then
sonething like a bullet line would be a solution if other things
haven't progressed. M. Heinze specified that his concern is in
regard to dealing with the Alaska issues in a wde variety of
scenari os because there are various ways that this could play
out .

MR. HEI NZE added: "If nothing is happening in a few years and
if this area is not finding gas, we better figure out sonething
because, again, 1've sketched through the alternatives [and]
none of them are pleasant.” One of the alternatives would be to
build coal-fired power plants because there is a lot of coal in
the area. Another alternative would be to resurrect the
"Susitna Hydro Project.” And, yet another option would be to
inmport LNG from |ndonesia. M. Heinze explained that the
ANGDA' s concept of the bullet line is to nmake sure there is a

fall back option that nakes sone sense in Al aska and under Al aska
jurisdiction.

Nunmber 771
SENATOR SEEKINS returned to Woming's situation and rel ayed that

in talking wwth a Senator from Wom ng he was surprised to |earn
how nmuch of the natural gas infrastructure deals wth coal bed

met hane and its transportation. He offered his understanding
that about $1 billion a year is brought into the state treasury
from coal bed nethane. He asked whether that's part of the

reasoni ng behind Wom ng's increase in marketing.

MR. HEI NZE pointed out that Womng has a |ot of stranded gas
that can't be gotten to market because there aren't enough
pi pelines going out. Furthernore, the pipelines in the area are

already full. Therefore, the options are to build new
i nterconnects or do sonmething to "de-bottl eneck”™ the system in
order to address the transportation issue. The billion dollars

worth of bonds is in reference to "de-bottl enecking” the system
and making it nore attractive [by] lowering the shipping charge
and increasing the vol une.
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MR, HEINZE said that with regard to the coal bed nethane,
Wom ng was probably the nmajor coal producer in the U S. severa
decades ago. Due to the decline of coal being used for electric
power generation, Womng has seen [coal production] wane.
Still, there is probably a huge coal resource base and parts of
Wom ng have determ ned that they can utilize that resource base
through a coal bed nethane approach rather than an open pit
m ne. He noted that Womng also has very |arge conventiona
oil and gas resources. The gas resources were only found
recently due to their depth. He mentioned that at this point,
there are estimates that Womng was losing $135 nillion worth
of taxes and royalties because the gas was stranded. There are
al so estinmates that with the inprovenents through the pipelines,
the state would realize additional revenues in the anount of
$500 million a year.

SENATOR WAGONER enphasi zed that if gas isn't taken to Cook Inlet
by 2009, or nore gas reserves aren't discovered, the econony of
the entire Cook Inlet Basin, including Anchorage and the Mat-Su

Valley, wll be in trouble. Wthout cheap gas, the entire
econom ¢ wel |l being of Southcentral Alaska is at risk. Senat or
Wagoner posited that Al aska has the cheapest natural gas in the
US., but that will change if care isn't taken

MR. HEINZE said that all the factual information that he has
supports the anecdote that [Southcentral Al aska] grew largely on
the basis of cheap energy. However, that's over and the problem
is that the supply situation could be worse than the price
situati on.

CHAI R OGAN expressed the need to have soneone discuss the costs
to off-take gas out of the pipeline. Chair Ogan announced t hat
he was going to ask [Legislative Legal and Research Services] to
review the state law in regard to ensuring Al askans access to
t he gas.

The committee took an at-ease from 11:20 a.m to 11:25 a.m
[ The at-ease was inadvertently recorded.]

Number 902
REPRESENTATI VE KERTTULA t hanked everyone for his or her efforts.
She then relayed that her biggest desire is to hear what the

adm nistration is doing regarding this issue. She hi ghlighted
the | ast question on the agenda: "Wuat is Your Conpany WIIling
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to Ofer on Access Beyond What |Is Required By Law?" She noted
t hat \V/ g Rut herford and M. Heinze talked about t he

af orenenti oned question vis-a-vis the right-of-way. She
expressed interest in an outline of the ideas with regard to
this question, as well as an outline regarding what the

| egi sl ature should specifically ook at in a contract. She also
expressed interest in obtaining nore information with regard to
how rolling in rates woul d work.

REPRESENTATI VE LESIL McGU RE expressed interest in anything that
woul d provide nmenbers a nore solid understanding of the process
that the FERC goes through, the interactions it has with the
NEB, how the decisions are made, and the what the role of the
state woul d be. She suggested that it would be interesting to
hear from a representative from Womng in regard to what it
went through to arrive at its decision

SENATOR GRETCHEN GUESS expressed the need to have the discussion
regarding the FERC with the FERC rather than just listening to
others offer opinions on what the FERC m ght do. Per haps, it
woul d al so be hel pful to have soneone from the NEB. She, too,
expressed the need for information with regard to the nechanics
of rolling in rates.

CHAIR OGAN suggested that the shippers my have a bit of
"heartburn” with [rolling in the rates] because it wll| increase
their costs.

SENATOR GQUESS remarked that she didn't understand the
mat hemati cal process with regard to how one nethodology is
determ ned over the other.

[ The counter nunbers roll over to 000.]
Nunmber 010

SENATOR SEEKI NS hi ghlighted the fact that the legislature has to
wait and see what is proposed while sinultaneously attenpting to
plan statutes that would facilitate reasonable devel opnent,
renove possible statutory inpedinents, and protect the interests
of Alaskans. He likened this situation to buying a car that one
hasn't yet seen. Senat or Seekins opined that the process is
difficult because he is trying to be prepared to nake a w se and
reasonable decision in a short period of time on sonething
unknown. He said he agrees with the suggestion of having a
representative from Wom ng speak about Wom ng' s experience.

JT. JBUD/ SRES COW TTEES -37- July 29, 2004



CHAI R OGAN noted that Senator Cole, a Wom ng state |egislator
will be present for the Energy Council neeting, and therefore he
offered to have his staff try to schedule a neeting with that
senator during that time. He encouraged everyone to cone to the
Energy Council|l neeti ng.

REPRESENTATI VE GARA said he agrees with those wanting a briefing
on the FERC rules and suggested that there also be a briefing
from a supplier that relies on the FERC rulings but isn't a

pi pel i ne owner. He suggested that there is a chance that a
pipeline project in this state will be hanpered if those who are
in possession of large amounts of gas don't want to sell it
unless it is through their own pipeline. He offered his

understanding of the argunent that if sonmeone is wlling to
build a pipeline and [those in possession of the gas] won't sell

it, it's a waste and the lease to sell gas would be |ost. The
af orenentioned could be litigated for 10 years or so and
ultimately kill the pipeline project. Therefore, he suggested

the need to review whether there is anything the |legislature can
do to ensure that existing gas supplies are nade avail able,
under fair terns, to a pipeline. Until there is such an
agreenent, a pipeline can't be built, he opined.

CHAIR OGAN directed attention to what he ternmed as "QOgan's
Golden Gas Rule,"” which is that those with the gas make the
rule, and opined that the aforenentioned is a problem He
acknowl edged that many have wanted to build a transportation
system and many dollars and nmuch tine have been spent and still
the state remai ns without a gas pipeline.

REPRESENTATI VE GARA said that's his point, and clarified that
his question is whether the legislature can do anything to
control [the state's] own destiny.

CHAIR OGAN highlighted that the market has changed, especially
the Lower 48 gas narket; cheap gas is now a thing of the past.

Nunmber 129

SENATOR DYSON remarked that the need for gas for Alaskans is
huge. He noted that he was inpressed with the legislature's
action to not allow the "over the top" route, and suggested the
producers would ve eventually <concluded [that it was not
feasible] due to permtting and environnental issues. He

suggested that the legislature should take actions which
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acknowl edged that having gas available for Alaskans is of the
hi ghest priority. The royalties, he surmsed, aren't enough to
neet the needs of Al askans. However, he nmaintained that if the
maj or [producers] are going to be forced to supply gas to
Al askans, then it should be done in a manner that is fair.

SENATOR WAGONER agreed, and suggested reviewing a |egislative
package that could address sone of the potential problens
hi ghl i ght ed t oday.

REPRESENTATI VE HAWKER renmarked that this process has been
extrenely valuable and from it he has created a list of |ess
than 10 itens that are paranmeters by which the proposals could
be eval uated. He expressed the need to obtain a better
understanding of the international treaty and the interplay
between the FERC and the NEB. He further expressed the need to
explore the issue of ownership of a potential line, particularly
inrelation to a Canadi an- owned conpany.

CHAI R OGAN suggest ed having a panel discussion in the future.

TAPE 04-18, SIDE A [ BUD TAPE]
Number 001

CHAIR OGAN reiterated the need to discuss the costs of the off-
takes and who would pick up the costs if it were too expensive
for a conmunity. He suggested reviewing whether the
af orenenti oned could be acconplished through federal or state
subsidies or through a joint partnership with the corporate
entity that constructs the pipeline.

ADJ OQURNVENT
There being no further business before the commttees, the joint

nmeeting of the Joint Commttee on Legislative Budget and Audit
and the Senate Resources Conmittee was adjourned at 11:55 a.m
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