(Northern Gas Pipelines converted this correspondence from a fax for your convenience and apologizes for any formatting errors the process may have produced.  -dh)
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May 28, 2002

The Right Honourable Jean Chrétien, P.C., M.P,
Prime Minjster of Canada -
House of Commons ;
Ormawa, Ontario K1A 0A2
CANADA '

Dear Prime Minister:

I write regarding a subject we discussed in your residence last year—the development of
the Alaska-Cenadian natural;gas pipeline project. Recent Canadian media coverage has
included some perplexing commerts from the Honourable Herb Dhallwal, your minister
of Natural Resources, about the pm_]ect and the nationa] energy legislation recently
passed by the U.S, Senate,

The Alaska Natural Gas Pipéline Act of 2002 contains a provision entitled the “Credit for
Production of Alaska Natura] Gas” which is designed 10 encourage infrasructure
development. The provision would grant a tax credit that would apply when gas prices at
the Alberta Hub drop below 1J$$3.25 per million BTUs, with & provision for the floor
price to rise with inflation. Any rax credit realized would have to be repaid when the
price exceeds LI5$4.875, also indexed to inflation. This tax credit is intended only to
help start the project, not as a permanent subsidy. The provision would expire after 15
years, while the pipeline could operate for 30-50 years.

- As Governor of America’s most northern state, with a sparse populat:on like the Yukon
and Nortlrwest Temitories, 1 share the Canadian view that major infrastructure programs
need and deserve government support in order to provide the stability necessary to ensure
private sector investmant so essential to building a sustainable economy. I have studied
your country’s energy infrastructure incentives, including the Hibernia incentives of
technology transfer funds, loan guarantees, and interest free loans when the price of oil
drops below US$25,00 per barre! and the Oil Sands Incentives, includmg accelerated
depreciation and other tax treatment incentives. Clearly, you recognize, as do I, that
taxpayers and consumers beriefit when governments provide a stable environment for
private sector investment in lerge energy projects.
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This is especially true in our remote arcas, where infrastructure costs make it harder to
move the natural resources to oux population centezs in need of the energy.

1 am hoping therefore, that you can explain comments made by Minister Dhaliwal when
he referred to the Credit for Production of Alaska Natural Gas as a “subsidy” and stated
that if this were included in the final legisletion, your government “would have to
teconsider our current position.” His tone appeared threatening, evey prompting some
voviters to use the words “trade wer.”

I assume your Minister's words wers spoken in the heat of the moment and were based
on incomplete information and that upast reflection, he would recognize that this tax
mechanism is in keeping with similar Canadiaz sfforts to providing the certainty the
private sector requires 0 invest.

M. Prime Minister, I remember fondly our Ottawa meeting, and I look forward to the
continued friendship between our neightioring nations.

Sincerely,

it

T wles
e “y
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Dear Mr. Knowles:

Thank you for your letter of May 28, 2002, regarding the
development of the Alaska Highway najural gas pipefine project and the
U.8. Senate’s.energy bill,

It is clear that the Nerth Is palsed to become a major
contributor to continental energy supply and ssourity. It Is equally clear
that whichever pipelina route or routes sre chasen, ans and pipeline
developmart is an epportunity to bring about significant economic berefits
ta the North. The Government of Canadis is keenly Interested in the
¥mely development of our northam eNergy resources, and also firmly
supports Alaska's desire for development. ’ '

The Governmant of Canada is concerned, howsver, that the
U.S. Ssnate energy legisistion inciudes provigions thet could signifioantly
distort the dynamics of our Integrated North American natura gas merket,
North American ensrgy markets are better served if industry is allowex to
determine the nature and timing of naturs! ges ahd pipeline development
without Interforenca by g;‘vnmmnnte in the merkat. Ganeda's position js
thet industry should not be restricted in Its asssssment of potentiaily viable
projects to bring northarn neturs! gas to southem markets,

Mr. Teny Knowles
Govemor
Stute of Alasks
Dffica of the Qovernor
P.Q. Bax 110001
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The Government of Canada believes the proposed
subskdles have the potantial 1o artificially depress gas prices, slowing
development and produztion slsewhers in the U.S, and in Canada. The
decreass of Canadian gas imports will wesken LIS, anargy sacurity, one
that is Arked to the energy supplies of its trading partners such ae
Canads, s well as domnestic and intemational supply.

Given their interest and Involvement, | have provided a copy
of our exchangs of correspondence to the Honourable Pierrs Pettigrew,
Minister for Internetiona) Trade, the Honourabje Harb Dhaliwal,

Mirister of Natural Resourcss, the Haonourabis Rabert Nayit,
Minister of ndian Affairs and Nortiharm Development, and the
Honourabls Willlam Greham, Minlstar of Foraign Affaire, for their
information,

Thank you for taking the time to write and sharing your
views.

Yours sinceraly,

f




