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• H o w  is gas generally taxed under the 

PPT? What are the P P T  credit 

implications of gasline work?

• S a m e  as oil (almost) - on net value

• Investment downstream of the point of 

production not eligible for credits
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H o w  i s  g a s  t a x e d  u n d e r  t h e  P P T

• 43.55.011

• (e) 22.5% of net value

• (f) North Slope floor triggered by oil price

• (g) & (h) Progressivity triggered by single 
taxpayer net value

• (i) Private royalty 1.67% for gas - 1/3 of oil

• (j) Cook Inlet Ceiling
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A S  43.55.011 (e) 2 2 . %  of net value

• Total upstream costs are deducted from 
the revenue streams from oil and gas 
sales.

• Gas Revenue Exclusion (GRE) 
mechanism discussed in 2006 is an 
administratively simple way of adjusting 
the effective rate without changing the 
nominal rate or making lots of allocations.
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4 3 . 5 5 . 0 1 1(f) North S l o p e  floor 

triggered by oil price

• Alternative floor just applicable to North 

Slope Oil and Gas is triggered by oil price.

- Consider future if Prudhoe Bay is producing 
250,000 bbls oil and 3 bcf of gas.

- If the heating value is 1,000,000 btu per mcf, 
that translates to the equivalent of 500,000 
bbls a day - so 1/3 of the field’s production 
will be used to set the trigger.
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• Question 3. H o w  does P P T  progrossivity 

work on gas and what is it’s link to oil?
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value
• Progressivity is determined for each taxpayer 
on its tota! mix of oil and gas and all upstream 
costs

• Calculated on a monthly basis - monthly 
upstream costs are 1/12 of total annual costs

• Example - Next slide
-  P rices April 2 7  2 0 0 7 ,

-  1 ,0 0 0  btu p er mcf,

-  eq u a l mix of boe g as  and  oil

A S  4 3 . 5 5 . 0 1 1  ( g )  &  ( h )  P r o g r e s s i v i t y

t r i g g e r e d  b y  s i n g l e  t a x p a y e r  n e t
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A S  4 3 . 5 5 . 0 1 1 ( g )  &  ( h )  p r o g r e s s i v i t y

t r i g g e r e d  b y  s i n g l e  t a x p a y e r  n e t

v a l u e

Oil Gas Gas BOE Taxpyr Ave
Dest Price 63.76 7.32
Downstream Adj (5.00) (3.00)
Gross Value 58.76 4.32 6.00 25.92
Upstream Adj (7.00) (7.00)
Net Value 51.76 18.92 35.34
.011(h) limit (40.00) (40.00) (40.00)
Price Index 11.76 N/a N/a
.011(g) factor 0.0025 0.0025 0.0025
Progressivity % 2.940% N/a N/a

J I

M a y  2  2 0 0 7 D a n  E .  D i c k i n s o n  C P A 8



D o l l a r / b b l  p r o g r e s s i v i t y  C h a r g e  a t

v a r i o u s  D e s t i n a t i o n  v a l u e s  a n d  n e t

r p H  1 1  j - t i n nP e r barrel Progressivity Charg^H i j  M W V  1
i

I
I 1 |

I

P e r Barrel 
Costs

M onthly Average Destination V a lu e  per bbl in Dollars
50 55 60 65 70 75 80

5 0 .56 1.25 2 .0 6 & 0 0 4 .0 6 5 .25 6 .56
6 0 .44 1.10 1.89 2 . 8 ^ 3 .8 4 5 .00 6 .29
7 0 .32 0 .96 1.72 2.61 \  3 .62 4 .7 6 6 .02
8 0.21 0 .82 1.56 2 .4 2 \  3.41 4 .5 2 5 .76
9 0 .10 0 .69 1.40 2 .24 \ 3 .2 0 4 .2 9 5 .50

10 0 .56 1.25 2 .06 3XD0 4 .0 6 5 .25
11 0 .44 1.10 1.89 2 . 8 ^ 3 .84 5 .00
12 0 .32 0 .96 1.72 2.61 \  3 .62 4 .7 6
13 0.21 0 .82 1.56 2 .4 2 I \  3.41 4 .5 2
14 0 .10 0 .69 1.40 2 .2 4 N3.20 4 .2 9
15 0 .5 6 1.25 2 .0 6 3^Q0 4 .0 6
16 0 .44 1.10 1 .89 2 .8 0 \i 3 .84
17 0 .32 0 .96 1.72 2.61 ;\  3 .62
18 0.21 0 .82 1.56 2 .4 2 \  3.41
19 0 .10  0 .69 1 .40 2 .24 \ 2 0
20 0 .56 1 .25 2 .06

*CO
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A S  5 5 . 4 3 . 0 1 1(i) Private Royalty 

1 . 6 7 %  of gross for g a s

• This is one third the rate for oil which is 

5 %  of gross.
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• No direct effect on North Slope gas

• Expires in 2022

• If gas line is built from North Slope to Cook 
Inlet may want to consider effect of 
differential rates of taxation

• Ceiling potentially different for each 
producer:
-Average (15 AAC 55.440) 4.947% of $3,585 
per mcf.

A S  4 3 . 5 5 . 0 1 1  ( j )  C o o k  I n l e t  C e i l i n g
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• Are P P T  gas credits applicable to the G T P  

in the AGIA bill?

• Under P P T  - the G T P  is not eligible for 

credits.
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O n l y  U p s t r e a m  C o s t s  Q u a l i f y  a s

C r e d i t s

• AS 43.55.023 (a) “...may take a tax credit for a 
qualified capital expenditure... in the amount of 
20 percent of that expenditure;”

• AS 43.55.023 (k)”...’qualified capital 
expenditure’...means...an expenditure that is a 
lease expenditure under AS 43.55.165 and 
is...treated as a capitalized expenditure under 
26 U.S.C. (Internal Revenue Code)
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• A S  43.55.165 (a) “...a producer’s lease 

expenditures for a calendar year are the 

ordinary and necessary costs upstream of 

the point of production of oil and gas 

...and that are the direct costs of exploring 

for developing, or producing oil or gas...

O n l y  U p s t r e a m  C o s t s  Q u a l i f y  a s

C r e d i t s
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W h e r e  i s  t h e  p o i n t  o f  P r o d u c t i o n ?

• In A S  43.55.900

• (21) gas processing

• (23) gas treatment

• (27) point of production

• Are defined so that gas processing is 

upstream of the point of production and 

gas treatment is downstream of the point 

of production.
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Production

• A S  4 3 .5 5 .0 1 1  (2 7 )  “point o f p roduction” m e a n s

• (A ) for o il...

• (B ) for gas, o th er than  g as  d escribed  in (c) o f this  
p arag rap h  th at is

• (i) not sub jected  to or reco vered  by m ech an ica l  
sep ara tio n  or run through a g as  processing  plant, the  
first point w h e re  the gas  is accu ra te ly  m etered ;

• (ii) sub jected  to or rec o vere d  by m ec h an ica l sep ara tio n  
but not run through a g as  processing  plant, th e  first point 
w h e re  the g as  is accu ra te ly  m e te re d  a fte r com pletion  o f  
m ech an ica l separation ;

P P T  D e f i n i t i o n s :  P o i n t  o f
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P P T  D e f i n i t i o n s :  P o i n t  o f

Production

• AS 43.55.011 (27) “point of production” means
• (B) for gas...
• (iii) run through a gas processing plant, the first 
point where the gas is accurately metered 
downstream of the plant;

• (C) for gas run through an integrated gas 
processing plant and gas treatment facility that 
does not accurately meter the gas after the gas 
processing and before thr gas treatment, the 
first point where the gas processing is completed 
or where gas treatment begins, whichever is 
further upstream.
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P P T  D e f i n i t i o n s :  G a s  P r o c e s s i n g

• A S  4 3 .5 5 .0 1 1  (2 1 )  “gas  p rocess ing ”

• (A ) m e a n s  processing  a g a s e o u s  m ixture of 
hydro carb o ns

• (i) by m e a n s  o f absorption , adsorption, ex tern a lly  app lied  
refrigeration, artificial com press ion  fo llow ed by ad iab a tic  
e x p an s io n  using the  J o u le -T h o m s o n  effect, or a n o th e r  
physical process th a t is not m ech an ica l separation; and

• (ii) for th e  purpose of extracting and recovering  liquid 
h yd ro carb o n s  [producing ngls/oil];

• (B ) d o es  not include gas  tre a tm e n t
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• A S  43.55.011 (23) “gas treatment”

• (A) means conditioning gas and removing 

from gas nonhydrocarbon substances for 

the purpose of rendering the gas 

acceptable for tender and acceptance into 

a gas pipeline system.

• (B) includes incidentally removing liquid 

hydrocarbons from the gas

P P T  D e f i n i t i o n s :  G a s  T r e a t m e n t
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P P T  D e f i n i t i o n s :  G a s  T r e a t m e n t

• A S  43.55.011 (23) “gas treatment” (cont.)

• (C) does not include

- (i) dehydration required to facilitate the 
movement of gas from the well to the point 
where gas processing takes place;

- (ii) the scrubbing of liquids from gas to 
facilitate gas processing.

M a y  2  2 0 0 7 D a n  E .  D i c k i n s o n  C P A 20



U n d e r  C u r r e n t  law:

• Gas Processing

• Starts with gaseous mixture of hydrocarbons, 
and produces natural gas liquids and gas by 
removing the hydrocarbon liquids.

• Gas treatment

• Starts with produced gas and removes 
nonhydrocarbons (including incidental 
hydrocarbons) to prepare the gas for tender to 
the pipeline. Nothing is produced.
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• A S  43.55.900 (7) “gas processing” means 

the treatment of gas downstream of the 

point of production to extract natural gas 

liquids. C S H B  177(RES)

• A S  43.55.900 (7) “gas processing” means 

post-production treatment of gas to extract 

natural gas liquids. C S S B  104(JUD)

A G I A  D e f i n i t i o n s :  G a s  P r o c e s s i n g
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• Suggested Definition

• A S  43.55.900 (7) “gas processing” has the 

same meaning as “gas processing” in A S  

43.55.900 (21)

A G I A  D e f i n i t i o n s :  G a s  P r o c e s s i n g
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P P T  P o i n t  o f  P r o d u c t i o n  f o r  G a s

Is the  gas run through an  
in tegra ted  gas p rocess ing  

plant and gas tre a tm e n t  
fac ility  that does not 

a c c u ra te ly  m e te r  th e  gas  
afte r the  gas p rocess ing  and  

before the gas tre a tm e n t?

no

Is the gas  
s u b jec ted  to  or 

recovered by 
m ech a n ic a l 

sep ara tio n  or run 
through a gas  

processing  p lant?

yes

Is the gas  
su b je c te d  to or 

recovered by 
m e c h a n ic a l 

sep ara tio n  but not 
run through a gas  
p ro cess in g  p lant?

no Is the gas run 
through a gas  

processing  

plant?

y es no yes yes
■

Point of 
P rod uction  =  the  

first point w here  
gas is a c c u ra te ly  

m e te re d  a fte r  
co m p le tio n  of

Po int o f 
Production  =  
the  first point 
w h ere  gas is 

a c c u ra te ly  
m etered

P o in t of P rod uction  = the  
first point w h ere  gas  

p ro cess in g  is c o m p le te d  or 

w h ere  the gas  tre a tm e n t  
beg ins , w h ichever is further 

u pstream

Point of 
P roduction  = the  

first point w here  
g as is a c c u ra te ly  

m etered
m ech a n ic a l
sep ara tio n

d o w n stream  

of the  plant
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G a s  P o i n t  o f  P r o d u c t i o n

Gas not run 
through a 
gas
processing 
point or 
subject to 
mechanical 
separation

Point of Production: 
first point accurately 
metered
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G a s  P o i n t  o f  P r o d u c t i o n

Gas not run 
through a 
gas
processing
plant

Point of Production 
after mechanical 

separation: 
first point accurately 

metered after 
separation is 

complete

Mechanical Separation

D a n  E .  D i c k i n s o n  C P A
water



G a s  P o i n t  o f  P r o d u c t i o n

Gas Process:ng Plant Oil
(natural
gas
liquids)

water
D a n  E .  D i c k i n s o n  C P A

Gas not run 
through an 
integrated gas 
processing 
plant and gas 
treatment 
plant

Point of Production 
after gas 

processing: 
first point accurately 

metered 
downstream of 

plant



G a s  P o i n t  o f  P r o d u c t i o n

Gas run 
through an 
integrated gas 
processing 
plant and gas 
treatment 
plant

Point of Production: 
Furthest upstream 

point where 
treatment begins or 

processing ends

Integrated Gas Processing 
and Treatment Plant

Dan E. Dickinson CPA

Oil
(natural
gas
liquids)

Non hydrocarbons
2 8



8 bcf a day 
reinjected

-----------------------------------------------

Gas for sale

Prudhoe Bay: Point of Production under the PPT

Fuel use 
 ►

Gaseous mixture 
of hydrocarbons...

Central Gas 
Facility

* separation 
facilities
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N o r t h  S l o p e  C e n t r a l  G a s  F a c i l i t y

• O n  the A la s k a  North S lo p e  the  C entra l G a s  Facility is a 
g as  processing plant, w hich sen d s  natural g as  liquids 
w hich a re  produced  at th e  T A P S  inlet:

• A S  4 3 .5 5 .0 0 9  (2 7 )  “ooint o f production” m e a n s  (A ) for cil 
... the  d ev ice  through w hich th e  oil en ters  into the  
facilities of a carrier p ip e lin e ...in  a condition o f p ipeline  
q u a lity .. .”

• A S  4 3 .5 5 .0 0 9  (1 0 ) “oil” m e a n s  (A ) crude petro leum  oil: 
an d  (b) all liquid hydrocarbons that a re  re c o v e re d .. .b y  
g as  processing in a  g as  processing plant.
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N o r t h  S l o p e  C e n t r a l  G a s  F a c i l i t y

• O n  the Alaska North Slope the Central 

Gas Facility is a gas processing plant,

• A S  43.55.020 (e)"... gas used in the 

operation of a lease or property in the 

state in drilling for or producing oil or gas 

or for repressuring...is not considered...as 

... gas produced from a lease or property.”
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A n s w e r  to t h e  Q u e s t i o n

• If C G F  remains a separate plant and 
sends gas to a Gas Treatment Plant 
(GTP), gas would be produced as it is 
metered out of plant. The G T P  would be 
downstream of the point of production for 
the gas and thus associated operating and 
capital costs would not qualify as lease 
expenditures under A S  43.55.165 (a) nor 
would capital costs qualify for credit 
treatment under A S  43.55023 (a).
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Six
separation
facilities

hydrocarbon 
liquids
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Prudhoe Bay: Point of Production under the PPT with a GTP
4 bcf a day
reinjected

Gas Export
GaslineGas for sale Treatment

Plant
— ►

Fuel use

Gaseous mixture 
of hydrocarbons-

Central Gas 
Facility

Nonhydrocarbon
Impurities



A n s w e r  to t h e  Q u e s t i o n

• If CGF becomes integrated into a Gas 
Treatment Plant (GTP) (produced gas is not 
metered), then the gas would be produced 
within that integrated facility, at the furthest point 
upstream of the beginning of gas treatment or 
the end of gas processing. If the plants are 
integrated, the risk is that some gas processing 
will move downstream of the point of production, 
not that gas treatment will move upstream of the 
point of production.
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Prudhoe Bay: Point of Production under the PPT w/integrated GTP

Gaseous mixture 
of hydrocarbons

Well 
Fttrid- Six

separation
facilities

4 bcf a day 
reinjected

 ►

Gas for sale

Fuel use 
►

Central Ga 
Facility

hydrocarbon
liquids

Nonhydrocarbon
Impurities
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• W e  are trying to determine how attractive an 
investment this pipeline is. Antony Scott, 
Commercial Analyst, DNR, Oil and Gas, in his 
April 11, 2007 presentation shows that using the 
IRR metric this project can have very high rates 
of return, particularly with a third party line. 
However we believe he does not include the 
cost of shippers’ firm transportation 
commitments in his numbers when comparing 
an independent pipeline with a producer owned 
pipeline. How might this affect his results?
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F i r m  T r a n s p o r t a t i o n

• Shipper makes a Firm Transportation 
commitment (FT) to pay the capital portion 
of the tariff whether it uses the pipeline or 
not.

• It is that financial commitment that 
underwrites the pipeline:
- Required by FERC before approving a project
- Required by lenders before lending money to 
a project.
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Producers’ returns as both 

shippers + pipeline owners
The A l a s k a  G a s l i n c  I ru  j c e r o e n t  A c f

N P V I R R P / I

N P V  p e r

B O E

$ 3 . 5 0 3 . 0 1 2 . 6 % 1 . 3 $ 0 . 3 7

$ 4 . 0 0 5 . 0 1 4 . 0 % 1 . 4 $ 0 . 6 0

$ 4 . 5 0 6 . 9 1 5 . 4 % 1 .6 $ 0 . 8 3

$ 5 . 0 0 8 . 7 1 6 . 7 % 1 . 7 $ 1 . 0 6

$ 5 . 5 0 1 0 .6 1 7 . 9 % 1 . 9 $ 1 . 2 8

$ 6 . 0 0 1 2 . 4 1 9 . 0 % 2 .0 $ 1 . 5 0

$ 6 . 5 0 1 4 . 2 2 0 . 1 % 2 .2 $ 1 . 7 2

$ 7 . 0 0 1 6 . 0 2 1 . 1 % 2 . 3 $ 1 . 9 3

$ 7 . 5 0 1 7 . 7 2 2 . 1 % 2 . 5 $ 2 . 1 4

$ 8 . 0 0 1 9 . 3 2 3 . 0 % 2 .6 $ 2 . 3 3

$ 8 . 5 0 2 0 .8 2 8  0 % 2  7 $ 9



Producer Upstream Returns 

Base case cost = $20.SB

N P V  I R R  P / I  N P V  p e r  B O E

$ 3 . 5 0 4 . 1 2 9 . 8 % 3 . 2 $ 0 . 4 9

$ 4 . 0 0 6 .1 3 9 . 7 % 4 . 3 $ 0 . 7 4

$ 4 . 5 0 8 .1 4 8 . 7 % 5 . 3 $ 0 . 9 8

$ 5 . 0 0 1 0 .1 5 6 . 3 % 6 . 4 $ 1 . 2 2

$ 5 . 5 0 1 2 .1 6 2 . 9 % 7 . 5 $ 1 . 4 6

$ 6 . 0 0 1 4 . 0 6 8 . 9 % 8 . 5 $ 1 . 7 0

$ 6 . 5 0 1 6 . 0 7 4 . 2 % 9 . 5 $ 1 . 9 3

$ 7 . 0 0 1 7 . 8 7 9 . 2 % 1 0 . 5 $ 2 . 1 5

$ 7 . 5 0 1 9 . 6 8 3 . 9 % 1 1 . 5 $ 2 . 3 7

$ 8 . 0 0 2 1 . 3 9 0 . 4 % 1 2 . 4 $ 2 . 5 7

$ 8 . 5 0 2 2 . 9 9 5 . 6 % 1 3 . 2 $ 2 . 7 6



C a l c u l a t e d  I R R  a t  v a r i o u s  p r i c e  l e v e l s

3.5 4.0 4.5 5.0 5.5 6.0 6.5 7.0 7.5 8.0

—  Upstream & Pipeline 12.6 14.0 15.4 16.7 17.9 19.0 20.1 21.1 22.1 23.0

—  Upstream Only 29.8 39.7 48.7 56.3 62.9 68.9 74.2 79.2 83.9 90.4

T r

80.00

60.00

40.00

2 0 . 0 0

10 0 .0 0
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I n t e r n a l  R a t e  o f  r e t u r n

Step One: Model An Owned Project

CapCosts Op Costs Revenues Cash Flows
Units: 1000 1000
Dollars 0.1 5
Product 100 5000
Year

0 (20,000) r (20,000)
1 (100) 5,000 4,900
2 (100) 5,000 4,900
3 (100) 5,000 4,900
4 (100) 5,000 4,900
5 (100) 5,000 4,900
6 (100) 5,000 4,900
7 (100) 5,000 4,900
8 | MOO) 5,000 4,900
9 (100) 5,000 4,900

10 (100) 5,000 4,900

IRR: 21%
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I n t e r n a l  R a t e  o f  R e t u r n

Step Two: Model Capital Component of Tariff
Using PAYMENT function

Units:
Dollars Balance Interest Payment Balance
Product 10%
Year

0 20,000.00
1 20,000.00 2,000.00 (3,254.91) 18,745.09
2 18,745.09 1,874.51 (3,254.91) 17,364.69
3 17,364.69 1,736.47 (3,254.91) 15,846.25
4 15,846.25 1,584.63 (3,254.91) 14,175.97
5 14,175.97 1,417.60 (3,254.91) 12,338.66
6 12,338.66 1,233.87 (3,254.91) 10,317.62
7 10,317.62 1,031.76 (3,254.91) 8,094.47
8 8,094.47 809.45 (3,254.91) 5,649.01
9 5,649.01 564.90 (3,254.91) 2,959.01
10 2,959.01 295.90 (3,254.91) 0.00

f
.... i _ _ _ i
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i n t e r n a l  R a t e  o f  R e t u r n

Step Three: Model Third Party Line
with no FT but with tariff

Tariff Revenues Cash Flows
Units:
Dollars
Product
Year

0
1 (3,354.9) 5,000.0 1,645.1
2 (3,354.9) 5,000.0 1,645.1
3 (3,354.9) 5,000.0 1,645.1
4 (3,354.9) 5,000.0 1,645.1
5 (3,354.9) 5,000.0 1,645.1
6 (3,354.9) 5,000.0 1,645.1
7 (3,354.9) 5,000.0 1,645.1
8 (3,354.9) 5,000.0 1,645.1
9 (3,354.9) 5,000.0 1,645.1

10 (3,354.9) 5,000.0 1,645.1

IRR: #NUM!

M a y  2  2 0 0 7 D a n  E.  D i c k i n s o n  C P A



I n t e r n a l  R a t e  o f  R e t u r n

Step Four: Model Third Party Line
with some additional capital
Tariff Reusnues Cash Flows

Year
0 (100.0)
1 (3,354.9) 5,000.0 1,645.1
2 (3,354.9) 5,000.0 1,645.1
3 (3,354.9) 5,000.0 1,645.1
4 (3,354.9) 5,000.0 1,645.1
5 (3,354.9) 5,000.0 1,645.1
6 (3,354.9) 5,000.0 1,645.1
7 (3,354.9) 5,000.0 1,645.1
8 (3,354.9) 5,000.0 i 1,645.1

9 (3,354.9) 5,000.0 1,645.1
10 (3,354.9) 5,000.0 1,645.1

1645%
M a y  2  2 0 0 7  D a n  L .  D i c k i n s o n  C P A  4 4



I n t e r n a l  R a t e  o f  R e t u r n

Step Five: Model Third Party Line
with some more additional capital

Tariff Revenues Cash Flows

i

Year
0 (2,000.0)

1 (3,354.9) 5,000.0 1,645.1
2 (3,354.9) 5,000.0 1,645.1
3 (3,354.9) 5,000.0 1,645.1
4 (3,354.9) 5,000.0 1,645.1
5 (3,354.9) 5,000.0 1,645.1
6 (3,354.9) 5,000.0 1,345.1
7 (3,354.9) 5,000.0 1,645.1
8 (3,354.9) 5,000.0 1,645.1
9 (3,354.9) 5,000.0 1,645.1

10 (3,354.9) 5,000.0 1,645.1

82%

M a y  2  2 0 0 7 D a n  E .  D i c k i n s o n  C P A 4 5



*

I n t e r n a l  R a t e  o f  R e t u r n

Step Six: Model Third Party Line
with yet more additional capital
Tariff Revenues Cash Flows

Year
0 (6,750.0)

1 (3,354.9) 5,000.0 1,645.1
2 (3,354.9) 5,000.0 1,645.1
3 (3,354.9) 5,000.0 1,645.1
4 (3,354.9) 5,000.0 1,645.1
5 (3,354.9) 5,000.0 1,645.1
6 (3,354.9) 5,000.0 1,645.1
7 (3,354.9) 5,000.0 1,645.1
8 (3,354.9) 5,000.0 1,645.1
9 (3,354.9) 5,000.0 1,645.1

10 (3,354.9) 5,000.0 1,645.1

ItIRR: 21%

M a y  2  2 0 0 7 D a n  E .  D i c k i n s o n  C P A 4 6



• This statement requires that an enterprise 

disclose its commitments under 

unconditional obligations that are 

associate with suppliers financing 

arrangements. Such obligations often are 

in the form of take-or-pay contracts and 

throughput contracts.

F A S B  4 7  D i s c l o s u r e  o f  L o n g  T e r m

O b l i g a t i o n s  ( 1 9 8 1 )

M a y  2  2 0 0 7 D a n  E .  D i c k i n s o n  C P A 4 7



F A S B  4 7  Disclosure of L o n g  T e r m  

Obligations (1981)

• E x a m p le  2

• 2 7 . C  C o m p a n y  has  en tered  into a throughput  
a g re e m e n t with a natural gas  p ipeline providing that C  
will provide specified  quantities  of natural g as  
(rep resen tin g  a portion o f capac ity ) for transportation  
through the p ipeline  ea ch  period w hile  the deb t used to 
f in a n c e  the p ipeline  rem ains  outstanding. T h e  tariff 
ap p ro v ed  by th e  F ed era l E n e rg y  R eg u la to ry  C om m iss ion  
con ta ins  tw o  provision, a d e m a n d  ch arg e  and a 
co m m o d ity  ch arg e . T h e  d e m a n d  ch arg e  is com p u ted  to  
c o v er d eb t serv ice , deprec ia tion , and certain exp ec ted  
e x p e n s e s .

M a y  2  2 0 0 7 D a n  E .  D i c k i n s o n  C P A 4 8



F A S B  4 7  D i s c l o s u r e  o f  L o n g  T e r m

O b l i g a t i o n s  ( 1 9 8 1 )

• 27. (cont.) The commodity charge is intended to 
cover other expenses and provide a return on 
the pipeline company’s investment. C Company 
must pay the demand charge based on the 
contract quantity regardless of actual quantities 
shipped, while the commodity charge is applied 
to actual quantities shipped. Accordingly, the 
demand charge multiplied by the contracted 
quantity represents a fixed and determinable 
amount.

M a y  2  2 0 0 7 D a n  E. D i c k i n s o n  C P A 4 9



F A S B  4 7  D i s c l o s u r e  o f  L o n g  T e r m

O b l i g a t i o n s  ( 1 9 8 1 )

• 28. C ’ disclosure might be as follows:

- C company has signed an agreement 
providing for the availability of needed 
transportation capacity through 1990. Under 
that agreement, the company must make 
specified minimum payments monthly. The 
aggregate amounts of such required 
payments at December 31, 19X1 is as follows 
(in thousands):

M a y  2  2 0 0 7 D a n  E .  D i c k i n s o n  C P A 5 0



F A S B  4 7  D i s c l o s u r e  o f  L o n g  T e r m

O b l i g a t i o n s  ( 1 9 8 1 )

• 28 (cont).
• 19X2 $ 5,000
• 19X3 5,000
• 19X4 5,000
• 19X5 4,000
• 19X6 4,000
• Later years 26,000
• Total 49,000
• Less: Amount representing interest (9,000)

Total at present value $ 40,000

M a y  2  2 0 0 7 D a n  E .  D i c k i n s o n  C P A 51



F A S B  4 7  D i s c l o s u r e  o f  L o n g  T e r m

O b l i g a t i o n s  ( 1 9 8 1 )

• 28 (cont).

• In addition the company is required to pay 

additional amount depending on actual 

quantities shipped under the agreement. 

The companies total payments under the 

agreement were (in thousands) $6,000 in 

19W9 and $5,000 both in 19X0 and in 

19X1.

M a y  2  2 0 0 7 D a n  E .  D i c k i n s o n  C P A 5 2



The follow ing table sum m arizes the G ro u p ’s principal contractual obligations nt D ecem ber 31, 2003. Further 
information on borrow ings mid capital leases is given in Item  18 — Financial S tatem ents — N ote  29 on page F-47 and 
further inform ation on  operating leases is  given in Item  18 —  Pinnncial S ta tem ents —  N ote 17 on page F-29.

Paym ents due by period

C on trac tua l C om m itm en ts

E x p ec ted  p ay m en ts  by p e rio d  u n d e r  
c o n tra c tu a l o b lig a tio n s  and  
co m m ercia l co m m itm en ts

Total 200-1 2005 2006 2007 2008
2009 and 
thereafter

($ m illion)
Borrow ings (u) 20,143 9,366 2,674 2.7S6 1,299 945 3,073
Finance lease obligations 4,634 127 243 248 240 248 3,528
O perating lenses 8,115 1,275 1,066 895 ',99 728 3,352
D ecom m issioning liabilities 7,504 86 156 173 154 156 6,779
Environm ental liabilities 2 .430 465 441 402 276 186 660
Pensions (b) 26,682 633 649 652 659 666 23,423
O ther post-em ploym ent benefits (c) 11,768 242 252 259 263 264 10/188
Unconditional p irch a se  obligations (d) 67,828 45,491 7.076 3,133 J1,888 1,655 8,585

(a) Expected paym ents exclude in terest paym ents on  borrow ings.

(b) Represents the expected fu ture contributions to  funded pension plans and paym ents by unfunded pension plans.

(c) Represents the expected future paym ents for postrc tirem cnt benefits.

(d) R epresents any agreem ent to purchuae goods o r services that is enforceable and legally  binding and that specifies all 
significant tc rr .s . T he am ounts show n include arrangem ents to secure long-term  access to supplies o f  crude oil, natural 
gas, fecdstr and p ipeline system s. In addition, the am ounts show n fo r 2004 include purchase com m iunents existing 
ut D ecem ber 31, 2003 entered into principally  to m eet the G ro u p 's  short term  m anufacturing and m arketing 
requirem ents. T h e  price risk associated with these crude oil, natural gas and pow er contracts is discussed in Itoni 11 —  
Q uantitative and Q ualitative D isclosures about M arket R isk  on page 170.

The follow ing tabl* sum m arizes the nature o f  the O rcu p ’s unconditional purchase obligations.

Paym ents due by period

2009 and
U ncond itional p u rc h a se  o b lig a tio n s Total 2004 2005 2006 2007 2( OS thereafter
p ay m en ts  fine b y  p e rio d

($ m illion)
Crude oil and oil products 22,043 19.350 844 452 422 374 601
Nntural gas 19,439 13,189 2,575 1,1*11 4S9 398 1,647
Chem icals and o ther refinery V.ndstockfi 10,049 2,277 1,666 753 563 545 4,245
Utilities 11,612 9.622 1,231 289 62 54 354
Transportation 2,814 738 510 365 247 204 750
Use o f  facilities nnd services 1.871 315 250 133 105 SO 988



b P s  2 0 0 3  20(f)

• Unconditional purchase obligations (d)

• (d) Represents any agreement to purchase 
goods or services that is enforceable and legally 
binding and that specifies all significant terms. 
The amounts shown include arrangements to 
secure long-term access to supplies of crude oil, 
natural gas feedstocks and pipeline systems.

• Obligations set out for five years, after five years 
and in total

M a y  2  2 0 0 7 U a n  E .  D i c k i n s o n  C P A 5 4



W h y  d o e s  this m a t t e r ?

• Moody’ Investor Service
• Authors (or “Contacts”):
• Barbara Havlicek, Kevin Stoklosa, Greg Jonas, 
Laura Levenstein, Pamela Stumpp, Michel 
Madelain, Trevor Pijper, Wofgang Draak,
Waylon Iserhoff, Brian Cahill, Thomas Keller, 
Takohiro Morita

• The Analysis of Off-Balance Sheet Exposures, A 
Global Perspective

• July 2004

M a y  2  2 0 0 7 D a n  E .  D i c k i n s o n  C P A 5 5



M o o d y ’ s  R a t i n g  M e t h o d o l o g y

• Take-Or-Pay Contracts
• Take or pay contracts are another form of 
purchase commitment typically found in the ... 
energy industry. ... Such contracts can be 
problematic if market conditions and raw 
material prices change or if the price of the end 
product drops. Regardless of whether of not the 
contract becomes problematic, Moody’s factors 
payments under take-or-pay contracts into the 
analysis of future cash flows and may also 
adjust the balance sheet if necessary. (Havlicek 
page 7)

M a y  2  2 0 0 7 D a n  E .  D i c k i n s o n  C P A 5 6



W h y  d o e s  this m a t t e r ?

• Standard & Poor’s

• Authors (and “Analytical Contacts”):

• Solomon B. Samson, Scott Sprinzen, 

Emmanuel Dubois-Pelerin, Kenneth C. 

Pfeil

• Corporate Ratings Criteria

• 2006

M a y  2  2 0 0 7 D a n  E .  D i c k i n s o n  C P A



S t a n d a r d  a n d  P o o r ’ s  R a t i n g

M e t h o d o l o g y

• Off balance-sheet financing

-Analysis of liabilities is not limited to those 
shown on the company’s balance sheet. Off 
balance-sheet items factored into the 
leverage analysis include the following:

• O p era tin g  leases

• G u a ra n te e s , d eb t o f jo int ven tu res  and  
u nconso lid ated  subsid iaries

• T a k e -o r -p a y  contracts and obligations u n d er  
th roughput and  d efic iency  a g re e m e n ts .. .

- (Samson pgs. 28-29)

M a y  2  2 0 0 7 D a n  E .  D i c k i n s o n  C P A 5 8



S t a n d a r d  a n d  P o o r ’ s  R a t i n g

M e t h o d o l o g y

• Various methodologies are used to 

determine the proper adjustment value for 

each off-balance-sheet item. In some 

cases, the adjustment is straightforward. 

For example, the amount of guaranteed 

debt can simply be added to the 

guarantor’s liabilities. Other adjustments 

are more complex or less precise. 

(Samson pg. 29)

M a y  2  2 0 0 7 D a n  E .  n i c k i n s o n  C P A 5 9



C l o s i n g  T h o u g h t

• E.C. Capen and D.F.Casey The 

Economics of Creative Financing

Society of Petroleum Engineers 11664 

(1983)

M a y  2  2 0 0 7 D a n  E .  D i c k i n s o n  C P A



C l o s i n g  T h o u g h t :

• Now and then, someone comes in and 
announces that he has discovered the business 
man’s equivalent to the Fountain of Youth - a 
corporate money tree. The person will instruct 
us that his pet project (PP) need not compete for 
cash in the budgeting process because he has 
found a benefactor, Mr. S. Claus, willing to put 
up the money at no cost save some “small 
monthly payments” to be worked out later.
These payments should come from PP’s profits 
and represent no real drain on the company.

M a y  2  2 0 0 7 D a n  E .  D i c k i n s o n  C P A 61



C l o s e  o f  C l o s i n g  T h o u g h t

• To be sure we seldom see requests as blatant 
as portrayed above, but we nevertheless sense 
some misunderstandings about how to evaluate 
projects that have alternatives to outright 
purchase of goods and equipment. Has the old 
maxim prohibiting free lunches somehow been 
set aside with regard to so called creative 
financing? No, more likely the lunch costs more 
than normal, but we’re not always sure who 
pays. (Capen & Casey pg. 241)

M a y  2  2 0 0 7 D a n  E .  D i c k i n s o n  C P A 6 2



Contractual Commitments
T h e  f o l lo w in g  ta b le  s u m m a r iz e s  the G r o u p 's  p r in c ip a l co n tr a c tu a l o b l ig a t io n s  at D e c e m b e r  3 1 ,2 0 0 3 .  F u r th e r  

In fo r m a t io n  o p  b o r r o w in g s  a n d  c a p it a l leases  is  g iv e n  in  It e m  1 8  — F in a n c in l  S tatem ents  —  N o t e  2 9  o n  p a g e  F - 4 7  a n d  
further in f o r m a t io n  o n  o p e r a t in g  leases  is  g iv e n  in  It e m  18  — F in a n c ia l  S tate m en ts  —  N o t e  1 7  o n  p a g e F - 2 9 .

P a y m e n t s  d u e  b y  p e r io d

E x p e c t e d  p a y m e n t s  b y  p e r io d  u n d e r  
c o n t r a c t u a l o b l ig a t io n s  a n d  
c o m m e r c ia l  c o m m it m e n t s

T o t a l 2 0 0 4 2 0 0 5 2 0 0 6 2 0 0 7 2 0 0 8
2 0 0 9  a n d  
thereafter

($  m i l l io n )
B o r r o w in g s  (a ) 2 0 ,1 4 3 9 ,3 6 6 2 ,6 7 4 2 ,7 8 6 1 ,2 9 9 94 5 3 ,0 7 3
F in a n c e  le a s e  o b l ig a t io n s 4 ,6 3 4 1 2 7 24 3 24S 2 4 0 2 4 8 3 ,5 2 8
O p e r a t in g  lenses 8 , 1 1 5 1 ,2 7 5 1 ,0 6 6 895 7 9 9 7 2 8 3 ,3 5 2
D e c o m m is s io n in g  l ia b il it ie s 7 ,5 0 4 8 6 1 5 6 17 3 15 4 1 5 6 6 ,7 7 9
E n v ir o n m e n t a l l ip b if t ie ? 2 ,4 3 0 4 6 5 4 4 1 4 0 2 2 7 6 1 8 6 6 6 0
P e n s io n s  (b ) 2 6 ,6 8 2 6 3 3 6 4 9 6 5 2 6 5 9 6 6 6 2 3 ,4 2 3
O t h e r  p o s t -e m p lo y m e n t  b e n e f its  (c ) 1 1 ,7 6 8 2 4 2 2 5 2 2 5 9 2 6 3 2 6 4 10 ,4 8 8
U n c o n d it io n a l  p u r c h a s e  o b l ig a t io n s  (d ) 6 7 ,8 2 8 4 5 ,4 9 1 7 ,0 7 6 3 ,1 3 3 1 ,8 8 8 1 ,6 5 5 8 ,5 8 5

(a ) E x p e c t e d  p a y m e n t s  e x c lu d e  interest p a y m e n ts  o n  b o r r o w in g s .

(b )  R e p r e s e n ts  d ie  e x p e c te d  future c o n tr ib u t io n s  to f u n d e d  p e n s io n  p la n s  a n d  p a y m e n t s  b y  u n f u n d e d  p e n s io n  p l iu is .

(c) R epresents  the e x p e c t e d  future  p a y m e n t s  for po s lr e t ir e m e n t  b e n e f its .

(d )  R e p r e s e n ts  a n y  a g r e e m e n t  to p u r c h a s e  g o o d s  or  serv ices that is  e n fo r c e a b le  a n d  le g a l ly  b in d in g  a n d  that s p e c if ie s  a ll 
s ig n if ic a n t  term s. T h e  a m o u n t s  s h o w n  in c lu d e  arr angem ents  to  s ecu re  lo n g -t e r m  access to s u p p lie s  o f  c r u d e  o i l ,  natural 
gas , feedstock s  n n d  p ip e l in e  sys te m s . I n  a d d it io n , the a m o u n ts  s h o w n  for 2 0 0 4  in c lu d e  pu r c h a se  c o m m it m e n t s  e x is t in g  
at D e c e m b e r  3 1 ,2 0 0 3  entered in t o  p r in c ip a lly  to m e e t  the G r o u p ' s  short term m a n u fa c t u r in g  a n d  m a r k e t in g  
re q u ir e m e n ts . T h e  p r ic e  r isk  a s s o c ia te d  w ith  these c r u d e  o i l ,  na tu r a l g a s  a n d  p o w e r  contracts is  d is c u s s e d  in  It m n  1 1  —  
Q u a n t it a t iv e  a n d  Q u a lit a t iv e  D is c lo s u r e s  a b o u t  M a r k e t  R is k  o n  p a g e  1 7 0 .

1  h e  f o l lo w in g  ta b le  s u m m a r iz e s  the  nature o f  the G r o u p ’ s u n c o n d it io n a l  pur cha se  o b lig a t io n s .

P a y m e n ts  d u e  b y  p e r io d

U n c o n d i t io n a l  p u r c h a s e  o b l ig a t io n s  
p a y m e n t s  d u e  b y  p e r io d

C r u d e  o i l  a n d  o i l  p ro ducts  
N a tu r a l gas
C h e m ic a ls  a n d  o th e r  refinery  feed stock s
U t ilit ie s
T r a n s p o r ta t io n
U s e  o f  fa c ilit ie s  n n d  serv ices

T o t a l

T o t a l 2 0 0 4 2 0 0 5 2 0 0 6 2 0 0 7 Z O O S
2 0 0 9  a n d  
thereafter

2 2 ,0 4 3 1 9 ,3 5 0 844
(?  m i l l io n )  

4 52 4 2 2 37 4 6 0 1
19 ,4 3 9 1 3 , 1 3 9 2 ,5 7 5 1 , 1 4 1 4 89 3 9 8 1 ,6 4 7
10 ,0 4 9 2 ,2 7 7 1 ,6 6 6 7 5 3 5 6 3 54 5 4 ,24 5
1 1 , 6 1 2 9 .6 2 2 1 ,2 3 1 2 8 9 6 2 5 4 354

2 ,8 1 4 7 3 8 5 1 0 3 6 5 247 2 0 4 7 5 0
I .S 7 1 3 1 5 2 5 0 1 3 3 10 5 S O 9 8 8

6 7 ,8 2 8 4 5 ,4 9 1 7 ,0 7 6 3 ,1 3 3  1 .8 8 8 1 ,6 5 5 8 ,5 8 5

£j /

CDP 243768

htrp://w\vw.scc.fiov/Archi vcs/edgar/dnin/313807/000119312504110185/d20f.htrn 2/10/2005



I'V
, z

{i
ll 

!®
 \

!!?!
|( l
!|! 
i

j:
*

ir
 

i
if n
 in
! ] 

H
il

l 
K

ij
[■

If
! 

U
i 

If
f 

f
ti

rt
*

■ 
'i

f 
Ij

ji
I 

II
; 

fi
n

r*
 £

 
*• 

T
*.

9

S
I HE

^
h

i 
H

iS
 

n
il

i 
i

I
f* m in
I k

Q w V, -U

1 [
if

if
f

fr
Z ir

i
3

?(
t 1

c
f. ►

 
i «

*
S3

=
»; :

£
c

?5
1

SC
!

2
sE

*
C *

«
i

r ̂
 

ti
* £

s5
s

I
tS

•
il

r
c 

-
'1

„ 'j
1

ff
?K

 
{i

i- ti s •if |S
3

in zl
l 

1

Cl

fN | V
/

P X IF s ri t 
;

I A
fe

ir 
* 

c 
*•

 
tK II

- 
!* I il
 

1 : 
t

* I*
 

i i
i i i= ni

f h
i

{ e
tf 

f M
i

hi e. f * t F
I

? 
E5

A 
tt t

R 
•

I 
f li gl =E v*
f

I I

: 
£

I I
; 

*•
 

a.
 

>
** 

e 
p 

*
M

il M l\
il? 

= 
¥ 

= 
=

£ 
\ 

I
r 

s

1
1

 
£ 

£

? * 
I II

z
:

i: 
?*

L- 
»

• tr
 

a 
u

I 5 * 
r \l I ? I 
* I I f fII

I

n a

3??
:;
;:
; |
R 

£ 
£ 

§ 
£ 

£ 
£.=

 •-
M

M
!

:
 

;
 

;
 •

 
■ 

?
r<

> 
^ 

■* 
|<

 
« 

1 
S

t
'C

 
<? 

*; 
< 

s 
I 

c
*• 

*• 
^ 

> 
» 

■5
.“

$

m
u

 I
m

i 
£ 

t 
¥ 

? 
5 f

 |

Il
ls

 
II

V
I

■,-
E?

^
 v

-

i 
IiM

M
2. 

t 
/-

£ 
2 

fc
f 

e 
5

= 
’

!

»&
P

**
? 

» 
1 

is
*

£ 
s 

If*
~ 

-r 
? »

1
1 

fr III \‘
r

it 
c il 1 - :: L 
X H

I 
i 

J
p

' 
1

rE
 i 

; 
a 

«
} 

i
15

1 
*

fi
ll

h ?i
= 

1
in

 1
 

m
 1

fi
t 

t 
si

! 
j

ill 
p

Iff
' 

[j
!

£
1

Ip h
i

Ei:
*

5 M
e'

\n
\

[i
?

* s
r

tl
lf

id
 

ih

a Is
'{

i fc. %

ii

Vj :
13

-

*8

fc n

* r
*fp

Z-
ik II ill f*
-t

l
r f

 ̂ T
f 

*
F-

l
fi

l

U
!

la
f

il
l

II ij £U !U 1s
t

P
i

E s 3 « i |



F O R M  10-K Page 47 o f  132

T a b ic  o f  C o n te n t s

In d e x  to  F i n a n c i a l  S t a te m e n ts

M A N A G E M E N T 'S  D IS C U S S IO N  A N D  A N A L Y S I S  O F  F I N A N C I A L  C O N D I T I O N  A N D  R E S U L T S  O F  
O P E R A T IO N S

c o m p a n y  b e n e fit  p la n s  a n d  p ro g ra m s  and  to  re d u ce  the n u m b e r o f  sh a re s  o u ts ta n d in g . S h a re s  o u ts ta n d in g  w e re  re d u ce d  fro m

6 .7 0 0  m il l io n  at th e  e n d  o f  2 0 0 2  to 6 ,5 6 8  m il l io n  a t th e  e n d  o f 2 0 0 3 . P u rc h a s e s  w e re  m ad e  in  b o th  the o p e n  m a rk e t and  

th ro u g h  n e g o tia te d  tra n sa c t io n s . P u rc h a s e s  m a y  b e  in c re a s e d , d e c re a se d  o r  d isc o n t in u e d  a t a n y  t im e  w ith o u t  p r io r  n o t ice ,

2002
C a sh  used  in  f in a n c in g  a c t iv it ie s  w a s  S I  1 .4  b i l l io n , d o w n  $ 3 .7  b i l l io n , r e f le c t in g  lo w e r  d eb t re d u c t io n s . D iv id e n d  p a ym e n ts  

on c o m m o n  sh a re s  in c re a s e d  to $ 0 .9 2  p e r sh a re  fro m  $ 0 .9 1  p e r  s h a re  an d  to ta led  S 6 .2  b i l l io n , a  p a y o u t o f  5 4  pe rcen t. T o ta l 

c o n so lid a te d  sh o rt- te rm  a n d  lo n g -te rm  debt w a s  c o m p a ra b le  a t S I 0 .7  b i l l io n . S h a re h o ld e rs ’  e q u ity  in c re a s e d  b y  $ 1 .4  b ill io n  to 

$ 7 4 .6  b i l l io n .

D u r in g  2 0 0 2 , E x x o n  M o b i l  C o rp o ra t io n  p u rc h a se d  1 2 7  m il l io n  sh a re s  o f  its c o m m o n  s to c k  fo r  th e  tre a su ry  at a g ro ss 

c o s t o f  $ 4 .8  b i l l io n . T h e s e  p u rc h a s e s  w e re  to  o lT sc t sh a re s  is su e d  in  c o n ju n c t io n  w ith  c o m p a n y  b e n e fit  p la n s  and  p ro g ram s 

and  to  re d u c e  the n u m b e r  o f  sh a re s  o u tsta n d in g . S h a re s  o u ts ta n d in g  w e re  re d u ce d  P o in  6 ,8 0 9  m il l io n  a t the e n d  o f  2001  to

6 .7 0 0  m il l io n  a t the en d  o f  2 0 0 2 . P u rc h a s e s  w e re  m a d e  in  b o th  the o p e n  m a rk e t  and  th ro u g h  n eg o tia ted  tra n sa c tio n s .

C o m m itm e n ts

S e t fo rth  b e lo w  is  in fo rm a t io n  ab o u t the c o rp o ra t io n 's  c o m m itm e n ts  o u ts ta n d in g  at D e c e m b e r  3 1 , 2 0 0 3 . It  p ro v id e s  data fo r 

e a s y  re fe re n c e  f .o m  th e  c o n so lid a te d  b a la n c e  sh e e t a n d  fro m  in d iv id u a l n o tes  to  the c o n so lid a te d  f in a n c ia l  s ta tem e n ts .

Pajmenls Due by l’erioi)

Caiiiinltmrnti

Not*
Kefcrenrc
Number 201)4

201)5
200H

2009
anil

Duyoml

200J
Tnlal

Amount

2002
Total

Amount

L o n g - te rm  debt <•> 15 s  —

(m illions o f  do lla rs)
S 8 7 7  $ 3 ,8 7 9 S 4 .7 5 6 $ 6 ,6 5 5

-  D u e  in  one y c a r< 2> 1 ,90 5 — — 1,903 884

A s s e t  re t ire m e n t o b lig a t io n s  <’ > 10 125 461 2 ,8 5 4 3 ,4 4 0 3 ,4 5 4

P e n s io n  o b lig a t io n s  (*) IS 1 ,18 0 1 ,7 2 0 4 ,9 3 7 7 ,8 3 7 9 ,3 8 5

O p e ra tin g  le a se s  <*) 11 1 ,2 9 9 2 ,7 3 0 2 ,1 6 0 6 ,1 8 9 6 ,9 4 5

U n c o n d it io n a l p u rc h a se  o b lig a t io n s  W 17 5 2 0 1 ,70 3 2 ,5 6 3 4 ,7 8 6 3 ,6 4 9

T a k e -o  m a y  o b lig a t io n s  19 83 3 1 ,87 4 1 ,3 4 0 4 ,0 4 7 . _  J3 .4 7 5

^ 4  F in n  c a p ita l c o m m itm e n ts  <*> 4 ,2 5 1 2 ,1 7 3 5 9 5 7 ,0 1 9 8 ,4 4 9

' l l i i s  ta b le  e x c lu d e s  c o m m o d ity  p u rc h a se  o b lig a t io n s  fo r  w h ic h  a n  a c t iv e , h ig h ly - l iq u id  m a rk e t e x is t s  and  w h ic h  a rc

exp e cte d  to  be re -so ld  s h o rt ly  a f te r  p u rc h a se . In c lu s io n  o f  su c h  a m o u n ts  w o u ld  no t b e  m e a n in g fu l in  a s se s s in g  l iq u id ity  nml

c i r  h  f lo w , s in c e  su c h  p u rc h a s e s  w i l l  b e  o l f s c t  in  the sa m e  p e r io d s  b y  c a sh  re c e iv e d  fro m  sa le s .

N o te s :

i d  In c lu d e s  c a p ita l iz e d  le a se  o b lig a t io n s  o f  S 3 7 0  m il l io n . L o n g - te rm  debt a m o u n ts  e x c lu d e  the c o rp o ra t io n ’ s  sh are  o f  e q u ity  

c o m  a n y  d eb t, w h ic h  is  in c lu d e d  in  the c a lc u la t io n  o f  re tu rn  o n  a v e ra g e  c a p ita l e m p lo y e d  as s h o w n  on page 2 7 .

m  l l i e  a m o u n t due in  o n e  y e a r  is  in c lu d e d  in  n o tes and  lo a n s  p a y a b le  o f  $ 4 ,7 8 9  m il l io n  (n o te  7 ) .

h i  T h e  d is c o u n te d  p re se n t v a lu e  o f  u p stre a m  asse t re t ire m e n t o b lig a t io n s , p r im a r i ly  aSset re m o v a l c o s ts  at the co m p le tio n

o f  f ie ld  l i fe .

in  l l i e  a m o u n t b y  w h ic h  a c c u m u la te d  b e n e fit  o b lig a t io n s  ( A b O )  e xc e e d e d  the fa ir  v a lu e  o f  fu n d  a s se ts  fo r  c e rta in  U .S .  and  

n o n -U  S . p la n s  at y e a r  e n d  (n o te  18 on p a g e  6 5 ) . F o r  fu n d e d  p e n s io n  p la n s , th is  d it fe re n c e  w a s  S 3 .0  b i l l io n  at D ecem b er 

3 1 . 2 0 0 3  ( U .S .  S 0 .5  b i l l io n , n o n - U .S . $ 2 ,5  b i l l io n ) , f o r  u n fu n d e d  p la n s , th is  w a s  th e  A R O  a m o u n t o f  $ 4 .9  b ill io n  ( U .S .

$ 1 .0  b i l l io n , n o n - U .S , $ 3 .9  b i l l io n ) . ‘P i e  p a y m e n ts  b y  p e r io d  in c lu d e  e xp e c te d  c o n tr ib u t io n s  to fu n d e d  p e n s io n  p la n s  in 

2 0 0 4  a n d  e s t im a te d  b e n e fit  p a ym e n ts  lb i u n fu n d e d  p la n s  in  a l l y e a rs .

CDP 243770

littp://www.sec.gov/Atchivcs/cdgar/clata/3d088/00Ql 19312504041877/il 10k. htm 2/15/05
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M in im u m  c o m m itm e n ts  f o r  o p e ra t in g  leases, s h o w n  o n  an u n d is c o u n tc d  basis , c o v e r d r i l l in g  e q u ip m e n t, ta n ke rs , se rv ice  

s ta tio n s  a n d  o th e r  p ro p e r tie s .

U n c o n d it io n a l p u rch a se  o b lig a t io n s  (U P O s ) a re  th o se  lo n g - te rm  c o m m itm e n ts  th a t a rc  n o n c n n c e la b le  an d  th a t th ird  
p a rt ie s  h a v e  used to  se cu re  f in a n c in g  f o r  d ie  fa c i l i t ie s  th a t w i l l  p ro v id e  th e  co n tra c te d  g o o d s  o r  s e rv ic e s . T h e  
u n d is c o u n tc d  o b lig a t io n s  o f  5 4 ,7 8 6  m i l l io n  m a in ly  p e r ta in  to  p ip e lin e  th ro u g h p u t ag reem en ts  a n d  in c lu d e  $ 1 ,8 8 7  m il l io n  
o f  o b lig a t io n s  to  e q u ity  c o m p a n ie s . 'H ie  p re s e n t va lu e  o f  th e  to ta l c o m m itm e n ts , e x c lu d in g  im p u te d  in te re s t o f $ l , 5 4 3  

m i l l io n ,  w a s  5 3 ,2 4 3  m i l l io n .

T a k e -o r-p a y  o b lig a t io n s  a rc  n o n c a n c e la b le , lo n g - te rm  c o m m itm e n ts  fo r  g o o ds  a n il se rv ice s  o th e r  th a n  u n c o n d it io n a l 
p u rch a se  o b lig a t io n s .  T h e  u n d is c o u n tc d  o b lig a t io n s  o f  5 4 ,0 4 7  m i l l io n  m a in ly  p e rta in  to  t ra n s p o r ta t io n , r e f in in g  and 
n a tu ra l gas pu rch a se s  a n d  in c lu d e  S 6 2 2  m i l l io n  o f  o b lig a t io n s  to  e q u ity  c o m p a n ie s . T h e  p re s e n t v a lu e  o f  the  to ta l 
c o m m itm e n ts , e x c lu d in g  im p u te d  in te re s t o f  $ 6 6 3  m i l l io n ,  to ta le d  $ 3 ,3 8 4  m il l io n ,

F in n  c o m m itm e n ts  re la te d  to  c a p ita l p ro je c ts , s h o w n  o n  an u n d is c o u n te d  basis , to ta le d  a p p ro x im a te ly  S 7 .0  b i l l io n  a t the 
end  o f  2 0 0 3 , co m p a re d  w id i  S8.4 b i l l io n  a t d ie  e n d  o f  2 0 0 2 . T hese  c o m m itm e n ts  w e re  p re d o m in a n t ly  asso c ia ted  w ith  
u p s tre a m  p ro je c ts  o u ts id e  th e  U .S .,  o f  w h ic h  th e  la rg e s t s in g le  c o m m itm e n t o u ts ta n d in g  a t th e  e n d  o f  2 0 0 3  w a r  $1 .6  
b i l l io n  a ssoc ia ted  w id i  th e  d e v e lo p m e n t o f  c ru d e  o i l  a n d  n a tu ra l gas resources in  M a la y s ia , ' l l i e  c o rp o ra t io n  expects  to  
fu n d  th e  m a jo r i ty  o f  d ie se  c o m m itm e n ts  th ro u g h  in te rn a l cash  f lo w .

G u a ra n te e s

G u a ra n te e s  o f  e xc ise  ta x e s /c u s to m s  d u tie s  u n d e r  re c ip ro c a l a rra n g e m e n ts  
O t ite r  gua ran tees

T o ta l

Equily
Company
Obligations

Other 
Tlilnl Parly 
Obligations

$ —  
1,872

(m lll fo n t  o f  dollars)
5 983

424

Total

S 983 
2 ,2 96

S 1 ,872  S 1 ,407  5 3 ,2 7 9

l l i e  c o rp o ra t io n  and  c e rta in  o f  its  c o n s o lid a te d  s u b s id ia r ie s  w e re  c o n t in g e n t ly  l ia b le  a t D e c e m b e r 3 1 , 2 0 0 3  fo r  S 3 ,279  
m il l io n ,  p r im a r i ly  re la t in g  to  g u a ra n te e s  f o r  no tes , loans  a n d  p e rfo rm a n c e  u n d e r  co n tra c ts  (n o te  17). T h is  in c lu d e d  5983  
m i l l io n  re p re s e n tin g  gua ra n te e s  o f  n o n -U ,5 . e x c is e  taxes an d  cu s to m s  d u tie s  o f  o th e r  c o m p a n ie s , e n te re d  in to  as a  n o rm a l 
bus in e ss  p ra c tic e , u n d e r  re c ip ro c a l a rra n g e m e n ts . A ls o  in c lu d e d  in  th is  a m o u n t w e re  g ua ran tees  b y  c o n s o lid a te d  a f f il ia te s  o f  
$ 1 ,8 7 2  m i l l io n ,  re p re s e n tin g  E x x o n M o b i l 's  share  o f  o b lig a t io n s  o f

34

CDP_243771

htlp.7/ww\v.sec.gov/Aicliives/cdyar/duta/34088/Q00119312504041877/d 10k.him 2/15/05



House Finance Committee

P O R T / A U T H O R I T Y

M a y  3 ,  2 0 0 7



A G  P A  P r o j  e c t  D e s c r i p t i o n  ,
*. 'V

Gas C ond ition ing  P lant in Prudhoe Bay

■ removes impurities
■ compresses and chills the gas to pipeline 

specifications

Pipeline from  Prudhoe Bay to Valdez

■ parallel to TAPS (max. capacity: 6 Bcfd)

■ pre-build to Delta Junction for later tie-in 
for the Alaska/Canada Highway Project

■ tie-in at Glennallen for a spur line to 
Alaska South Central natural gas grid

LN G  Fac ility  in Valdez

■ integrated LNG liquefaction and LPG 
extraction facilities

■ includes storage and vessel loading 
facilities

Beeufod Seti

Prudhoe Bny

jfr:¥WM.ur~.rivs) 
1 &»*»*«« («**/*«>* ys*j

j f Aiig»<
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o s t  O v e r r u n  R i s k  M a n a g e m e n t
PORT  A U T H O R I T Y

800 mile pipeline is 100% adjacent to TAPS, 1.00% in Alaska

■ Infrastructure in place fo r entire line -  roads, bridges, camp pads, etc.

■ LNG project: lower overall cost overrun risk:

liquefaction facilities utilize proven technology and well-tested design, 

resulting in a relatively low level o f  uncertainty in cost estimate

low level o f  cost uncertainty for LNG marine transportation and regasification

pipeline component has the highest capital cost uncertainty -  for LNG project 

the pipeline is only a portion o f overall cost to market

■ Phase approach with LNG project proceeding first: 2/3 less cost = 2/3 less risk

■ Phase 1 can proceed w ith only one producer- rather than all three



P r o j e c t  S t a t u s
•h: '

1. Project Route Permitted

2. The 12 Senior Permits Acquired
Yukon Pacific Corporation
$100 m illion  expended
Right-of-way
Project FE1S
LNG terminal permit

3. Bechtel Cost Estimates
Complete &  Updated

Marine Transportation / Jones Act

4:1 MOU with the largest LNG 
shipping company in the world 
M itsui OSK Lines

Access to M ultip le  Markets
West Coast receiving terminal 
under construction

15 West Coast Alternatives
n Hawaii

Pacific Rim

Anticipated Financing
80% debt (Federal loan guarantee 
available)
20% private funding



• \ ' V #

I n d i c a t i v e  A G  P A .  P r o j e c t  S t r u c t u r e
> • P O RT  A U T H O R I T Y

Regas Terminal Gas Offtakers
Owner

Gas Supply / L T  Firm Terminal Gas SPAs G CP EPC  Contract

Agreements

Time Charter 
,Party Agreement

LN G  O&M 
Contract

Pipeline O&M 
Contract

Transportation Capacity
Financing Agreements

* *

Agreement / Pipeline
Institutions •* N

Financing \
'« /

Pipeline EPC*
EPC Contractor

LN G  LPC  
Contract

G CP O&M 
Contract

LNG Facility 
EPC Contractor

LNG Facility Pipeline GCP
Operator Operator Operator

■ Industry leaders w ill be involved in all components o i'A G P A ’s project



A G I A  i s  G o o d  f o r  A l a s k a
A fo s h M
M f l W t J e m

/ p o r t  a u t h o r i i

Alaska Gasline Inducement Act (AGIA) Process:

Open, transparent and competitive

Identifies clear evaluation criteria

Inducements to project applicants in exchange for specific commitments

Empowers selected applicant to build successful consortium, leading to open season

Separates the mid-stream from the upstream

Brings in additional interested parties to develop Alaska’s gas resources



A G I A  S u g g e s t e d  A m e n d m e n t s
PORT  A U T H O R I T Y

Additional gas reserves needed? Budget and timeline for exploration program 

Analysis o f  making liquids available in Alaska for value added processing 

Current project cost estimate required w ith application

AGIA benefits towards advancing gas pipeline

Rolled in rates -  good for Alaska’ s future 

A llows for independently owned infrastructure

Follows successful model used in other countries who also use rolled in rates and 
independently owned pipelines.

$500 m illion  skin in the game -  sends very positive message about A ’ ska’s desire 
to commercialize Alaska’s gas

Supports lowest ta r if f



T r a n s C a n a d a  -  P r o v e n  B a s i n  D e v e l o ' p e r  " •
• • •  •• . V. .. .rW V B  , 'A W l.

1958

V  r~

1 9 7 0

‘Vi*' V' I
v \  \ .

S . I
\  i 'l'' > * • .

\ M v . I

4 TransCanada Marc.h 26/27, 200/
T r a n s C a n a d a



Legal Notice
i

The following presentation contains forward-looking statements concerning BG Group's operations, financial 
performance, strategy, outlook and growth opportunities. Words such as “believes", "expects", "anticipates”, 
"intends” or similar expressions are intended to identify such forward-looking statements.

By their nature, forward-looking statements involve uncertainty because they depend on, and relate to, future 
circumstances and events, not all of which are within our control. Although BG Group believes that the expectations 
reflected in such forward-looking statements are reasonable, no assurance can be given that such expectations will 
prove to have been correct. Accordingly, results could differ materially from those set out in such forward-looking 
statements for a number of reasons, including but not limited to, changes in economic, market and competitive 
conditions; regulatory changes; governmental actions; fluctuations in commodity prices and exchange rates; supply 
and demand for oil and gas; the risks inherent in project implementation and delivery, and exploration and 
production activities; the inability or failure of co-venturers to meet contractual and/or funding obligations; natural 
disasters and adverse weather conditions; and war, sabotage and acts of terrorism. For a more detailed analysis of 
the factors that may affect our business, the results of our operations and our financial performance, we urge you to 
look at certain ‘Risk Factors’ included in BG Group's Annual Report and Accounts 2006. BG Group undertakes no 
obligation to update any forward-looking statements.

No part of this presentation constitutes or shall be taken to constitute an invitation or inducement to underwrite, 
subscribe for or otherwise acquire, or dispose of any ordinary shares, ADRs or other investment in BG Group pic or 
any other entity, nor does it advise any person to do any of the foregoing and this presentation must not be relied 
upon in any way in connection with any investment decision.

N a t u r a l  g a s .  I t ’s  o u r  b u s i n e s s 2



BG Group snapshot

T h e  i n t e g r a t e d  g a s  m a j o r

B

•  A  w o r l d  l e a d e r  i n  n a t u r a l  g a s

• A  F T S E  2 0  c o m p a n y ,  

l i s t e d  o n  L o n d o n  a n d

N e w  Y o r k  S t o c k  E x c h a n g e s

• M a r k e t  c a p i t a l i s a t i o n  o v e r  

$ 4 9  b i l l i o n

•  P r o d u c t i o n  c i r c a  7 0 %  g a s ;

3 0 %  o i l

•  E m p l o y s  a p p r o x  4 , 7 6 6  s t a f f ;  

6 4 %  o u t s i d e  U K ,  a t  y e a r  e n d  0 6



Business model B

A  g l o b a l  n a t u r a l  g a s  b u s i n e s s



Countries of current operation B

C a n a d *

USA

Trinidad & 
Tobago

Bolivia

Argentina

Norway

UK
1 • Kazakhstani

•  Italy .

" 1 Israel /  PA

Tunisia--------- j*  Oman |n(^'a •  China
Algeria • 1 Thailand  

•  &
Libya ± 0 Philippines

N ig eriJ

Malaysia *  
Egypt *

0 _ . Brazil ^  Singapore
\

__ Uruguay \
M adagascar

A c t i v e  i n  o v e r  2 5  c o u n t r i e s 5



Gas market focus
■ ■ ■ ■ ■ ■ ■ ■ ■ H M M a n n n B r a H

B

 X

Long term  
growth

Bolivia

Long term Braz'* 
growth

( j )  Developed Market Developing Market Supplies

C o n n e c t i n g  g a s  W m a r k e t s



Global gas trade - the recent past B

i

Markets

LNG

Pipe

*•.. Trinidad #  
' '•# s * • • • • • • •

■** Australia

Source : BG Group

I n d u s t r y  e v o l u t i o n :  f r o m  t h r e e  m a i n  t r a d e  r e g i o n s . . .



Global gas trade - gradually evolving B
LfcJM

Markets 

•  ► LNG

Source : BG Group

. . .  t o  a  g l o b a l i s i n g  g a s  i n d u s t r y



BG LNG supply projects

Liquefied Natural Gas

^ j ^ m i f C L N G  E g y p t i a n  L N G  ( f j )
C O M P A N Y  O f  TTH N IP A D  A N D  T O B A G O  J  I

• Train 1: 3 .1 m tp a -1 9 9 9  (BG 26.0% ) • Train 1: 3.6 mtpa - 2 0 0 5  (BG 35.5% )

• Train 2/3: 6 . 6  m tp a - 2 0 0 2  (BG 32.5% ) • Train 2: 3.6 mtpa - 2 0 0 5  (BG 38.0% )

• Train 4: 5.2 mtpa -  2005 (BG 28 .9% ) • Egypt’s largest project financing to date

• BG initiated project and was instrumental • Unique project commercial structure

in Phillips design . Utilized lessons learnt from ALNG
• Single train start-up

A t l a n t i c  L N G  -  t o t a l  e x p o r t  c a p a c i t y  o f  1 5  m t p a  i n  j u s t  7  y e a r s 9



US market summary B

wmmmm

• L a k e  C h a r l e s  im p o r t  t e r m i n a l
• P h a s e  I e x p a n s i o n  Q 4  2 0 0 5

-  1 . 2  bcf/d sustainable send out
-  1.5 bcf/d peak send out
-  9.1 bcf total storage

• P h a s e  II e x p a n s i o n  Q 2  2 0 0 6
-  1 . 8  bcf/d sustainable send out
-  2 . 1  bcf/d peak send out

• E l b a  I s l a n d  im p o r t  t e r m i n a l
-  0 .45 bcf/d sustainable send out
-  0 .67 bcf/d peak send out
-  4 .0 bcf storage capacity
-  1.17 bcf/d firm send out & 8 . 2  bcf 

storage after second expansion

Elba Island

Lake Charles

C a p a c i t y  i n  t w o  o f  t h e  f o u r  e x i s t i n g  U S  o n s h o r e  t e r m i n a l s  1 0



LNG imports - 2003 to present B

S h a r e  o f  U S  L N G  i m p o r t s

BG Distrigas BP

Source : DOE

US LNG im ports (mt)

■ 2003 10.5

2004 12.9

■ 2005 12.7

2006 12.0

■ I . 1 . 1

Shell Statoil Other

B G  -  t h e  l a r g e s t  U S  L N G  i m p o r t e r  i n  2 0 0 3 ,  2 0 0 4 ,  2 0 0 5  a n d  2 0 0 6  1 1
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Alaska Gasline Inducements Act B

• B G  is  i n v e s t i n g  in A l a s k a
-  Exploring along North Slope and ENS

• B G  s u p p o r t s  A G I A
-  The process is fair, open and inclusive

-  BG supports the mandatory provisions on access and rates

-  Will encourage new explorers to invest in Alaska

• A G I A  p r o v i d e s :
-  Opportunities for input by all interested parties

-  Several opportunities for legislators to piovide input:

-  Initial legislation

-  W hen pipeline applications are submitted

-  Legislative review of the winning application

A G I A  w i l l  e n c o u r a g e  d e v e l o p m e n t



Alaska Gasline Inducements Act B
■ M B S

• A G I A  a d d r e s s e s  B G ’ s  c o n c e r n s  b y :
-  Providing a level playing field for all participants

-  Providing certainty that when we disc *'er gas, we will have access to pipeline 
capacity

-  Providing a mechanism to ensure just and reasonable rates

• A G I A  c r e a t e s  c o m p e t i t i o n  t o  b u i l d  t h e  p i p e l i n e  a n d  p o s s i b l y  a n  L N G  e x p o r t  
f a c i l i t y

• A G I A  s p e l l s  o u t  w h a t  is r e q u i r e d  o f  a n y  a p p l i c a n t
• C l e a r l y  i d e n t i f i e s  t h e  S t a t e ’s  “ m u s t  h a v e s ’’
• B G ’s  “ m u s t  h a v e s ” a r e :

-  Regulated pipeline

-  Open access provisions in the tariff

-  Just and reasonable rates

A G I A  w i l l  e n c o u r a g e  d e v e l o p m e n t ' 1 4



Key messages B

• A G I A  is g o o d  f o r  A l a s k a  a n d  f o r  t h e  n a t u r a l  g a s  i n d u s t r y

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

• A G I A ’s  p u r p o s e :
-  “...to  encourage expedited construction of a natural gas pipeline that

(1) Facilitates commercialization of North Slope gas resources of the state;

(2) promotes exploration and development of oil and gas resources on the North 
Slope;

(3 ) maximizes benefits to the people of the state from the development of oil and 
gas resources in the state; and

(4 ) encourages oil and gas lessees and other persons in the state to commit 
natural gas from the North Slope to a gas pipeline system for transportation to 
markets in this state or elsew here.”

A l a s k a  m u s t  c o n t i n u e  t o  e n c o u r a g e  d e v e l o p m e n t
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The Lenders’ Perspective
i i n.miii.m.umuuwi*nn iniiiririitrimr^ — *—  The A la s k a  G a s l in e  I n d u c e m e n t  A ct

Lenders consider 5 Cs:
Capacity

-  The debt repayment capability of the pipeline project.

Collateral
-  The secondary source of debt repayment.

Character / Credit
-  Project sponsors (the active equity investors) who are experienced in the pipeline 

industry and have solid credit history.

Commitment
-  Financial and non-financial commitments from sponsors indicating their 

incentives to the success of the pipeline project.

Conditions
-  Future market, regulatory, economic and environmental conditions that could 

impact the viability of the project.
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Financing Perspective
The A la s k a  G a s l in e  I n d u c e m e n t  A ct

• The critical items for a greenfield natural gas export pipeline from Alaska include:

-  Firm long term commitments to ship natural gas, at a price, quantity, and term  
sufficient to service and repay the necessary debt financing.

-  Equity funding, typically of 20% -30%  of the project’s forecast capital structure. One or 
more equity sponsors with the project development, m anagem ent, and operations 
skills necessary to undertake this project.

-  Division of cost overrun risks among parties which have the financial strength, and 
appropriate skills and incentives to m anage and bear this risk.

-  FERC, NEB, and other regulatory approvals

Each of these critical elements is magnified due to the extraordinary size of the proposed 
project.

• Federal loan guarantees will be helpful in maximizing the quantity of debt and limiting the
cost of pipeline debt financing, (and the delivered cost of pipeline gas to consumers), but
are not a substitute for any of the key elements listed above.

3



Firm Transportation (FT) 
Commitments The A la s k a  G a s l in e  I n d u c e m e n l  A ct

F i rm  long  te rm  c om m i tm e n t s  to sh ip  n a tu ra l  g a s ,  a t a p r ice , quant i ty ,  a n d  te rm  
su f f ic ien t  to s e r v i c e  a n d  r e p a y  the  n e c e s s a r y  d eb t  f inanc ing  a r e  n o rm a l l y  n e c e s s a r y  
f o r  a s u c c e s s f u l  f inanc ing .

-  Demonstrate (via open season) the need for the project from regulatory perspective
-  Provide equity investors with necessary assurance of earning an acceptable return
-  Critical to give lenders assurance of debt repayment ( in absence of federal guarantee)

Bu lk  o f  the  s h ip p e r  c o m m i tm e n t s  will v e r y  l ike ly c o m e  f r om  the  pa r t ie s  wh ich own  the 
g a s  supp ly .

-  Only the producers have sufficient economic interest to make fii.n transportation commitment
-  Given the high level of capital expenditure necessary for the project, the exact terms of the 

shipping commitments are of great importance to suppliers in determining the acceptability of 
their economics

-  Shipper commitments are normally needed 1) prior to closing on debt financing and pipeline 
construction, and 2) prior to equity making large "at risk" commitments -  including large pre­
approval development outlays

4



Equity Commitments
The A lask o  G a s l in e  I n d u c e m e n t  A ct

Equ i ty  C o m m i tm e n t s  a r e  a p re -c ond i t i on  to d eb t  f inanc ing  and  f e d e r a l  g u a r a n t e e s

T yp ic a l  g re e n f i e ld  F E R C  regu la te d  p ipe l in e  p ro je c t  is f u n d e d  with 2 0 % - 3 0 %  b a s e  equity .
-  E x a c t  le v e l  is d e p e n d e n t  u p on  p ro je c t  e c o n o m ic s  and  r e s e r v e s ,  but s o m e  m in im um  

n e e d e d  to e s ta b l i s h  s p o n s o r  credibi l i ty a s  o w n e r

• Abi l ity to a t t rac t  equ ity  s p o n s o r s  r e s t s  u p on  abili ty to:
-  a t t rac t  su f f ic ien t  f i rm and  b ind ing t r a n sp o r t a t io n  c om m i tm en t s
-  s h a r e  d e v e l o p m e n t  c o s t  r isk s  with o th e r  in te re s ted  p a r t ie s
-  s h a r e  c o s t  o v e r r u n  r isks  with s h ip p e r s
-  p ro v id e  a c l e a r  r e g u la to ry  p a th  to a p p r o v a l

5



Cost Overruns

• Mit igating c o s t  o v e r r u n s  is a k e y  f in anc ing  c o n c e rn

S u b s t a n t i a l  i n c r e a s e s  in c o s t  o f  l a rg e  cap i ta l  p r o je c t s  h a v e  o c c u r r e d  in r e c e n t  y e a r s ,  
a c r o s s  m a n y  indu s t r ie s  g lob a l ly .
-  C o m p l e x  c a u s e s ,  inc lud ing h igh e r  c o m m od i t y  p r i c e s  a n d  sk i l led  l a b o r  s h o r t a g e s
-  E x t r e m e  c o s t  o v e r r u n s  h a v e  o c c u r r e d  f o r  m e g a - p r o j e c t s  in the  n e a r b y  A lb e r t a  oil 

s a n d s

B e c a u s e  o f  m a r k e t  c ond i t io n s ,  a n d  th e  p ro je c t  s i z e ,  t h e re  is a limited abi l i ty to  shi ft  c o s t  
o v e r r u n  r isk to c o n t r a c t o r s  a n d  supp l ie r s .

• T h e  m ag n i t u d e  o f  c o s t  o v e r r u n  risk, a n d  the  m o d e s t  equ i ty  re tu rn s  typ ica l ly  a s s o c i a t e d  
with p ip e l in e  equ ity ,  will l ike ly  d r ive  s o m e  n e e d  f o r  sh a r in g  o f  this r isk b e tw e e n  equ i ty  
i n v e s t o r s  a n d  s h ip p e r s
-  S h ip p e r s ,  in turn, will n e e d  m o r e  p ro te c t ion  a g a in s t  p o ten t ia l ly  v e r y  l a r g e  c o s t  

o v e r r u n s  th an  w ou ld  b e  p ro v id ed  in a  typ ica l  “c o s t  o f  s e r v i c e ” a r r a n g e m e n t

6



Depat orient of Energy 
Loan Guarantees

    ' <*• -  * .•

The Alaska Natural Gas Pipeline Act of 2004 gave the U.S. Department of Energy the ability to issue up
to US$18 billion in loan guarantees in support of the Alaska natural gas pipeline project.

Key loan guarantee provisions in Alaska Natural Gas Pipeline Act of 2004 are extremely favorable:
-  Maximum guaranteed debt would be the lesser of US$18 billion (indexed to inflation) or 80% of 

total capital costs, including interest during construction
-  Owners of Canadian portion of pipeline also eligible
-  Term of 30 years
-  Unusual credit support language indicating that no “contractual commitment or other form of credit 

support of the sponsors (other than equity contribution commitments and completion guarantees), 
or... throughput or other guarantee from prospective shippers greater than such guarantees as 
shall be required by the project owners" will be required for loan guarantee

Favorable terms of legislation may be limited by practicalities of Department of Energy implementation:
-  DoE has been slow to implement the loan guarantee provisions of the Energy Policy Act of 2005
-  DoE solicited public feedback in May 2005 to assist in future rulemaking on pipeline loan 

guarantees, but has yet to issue any further guidelines or draft regulations

The A la s k a  G a s l in e  I n d u c e m e n t  A ct
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Conclusions
The A la s k a  G a s l in e  I n d u c e m e n t  A ct

A G IA  h a s  s o m e  he lp fu l  e l e m e n t s
-  U p  to $ 5 0 0  mil l ion o f  r isk s h a r in g  cap i ta l  du r ing  th e  p ro je c t  d e v e l o p m e n t  p h a s e ,  

the  m o s t  r isky s t a g e  o f  the  p ipe l ine  p ro je c t
-  T h e  R e s o u r c e  In d u c em en t  s e c t io n  e n c o u r a g e s  F T  c o m m i tm en t s
-  A  r e q u i r em en t  tha t an  app l ic a t ion  sh a l l  d e s c r i b e  th e  m e a n s  f o r  p re v en t in g  o r  

m a n a g in g  c o s t  o v e r r u n s  f o r  th e  p r o p o s e d  p ro je c t

A  p ipe l ine  will n o t  b e  built w i t h o u t ' n d e r s ’ d eb t  f inanc ing

T h e  f inanc ing  o f  the  p ipe l ine  p ro je c t  n e o d s  to b e  s u p p o r t e d  b y  f i rm t ra n sp o r t a t i o n  
c om m i tm en t s ,  a r o b u s t  f e d e r a l  g u a r a n t e e ,  o r  a  c om b in a t i o n  o f  bo th .

F ina l ly ,  t h e r e  is a lot o f  w ha t  ifs a n d  u n k n ow n s  with this p ro je c t ,  but t h e re  is no th ing  in 
A G IA  wh ich w ou ld  p r e c lu d e  p ro je c t  f inanc ing .

8



TESTIMONY OF JOHN K.NORMAN, CHAIR AOGCC 
HOUSE FINANCE COM M ITTTEE 

HB 177 
M AY 4,2007

This afternoon I ’ ll discuss the AOGCC’s role in North Slope gas 
sales and give you a status report.

Most knowledgeable Alaskans know the significance o f 35 TCF o f 
natural gas. However, very few people realiz' that hundreds o f 
millions o f barrels o f oil and condensate could be lost i f  gas offtake 
is not correctly managed.

Oil is Alaska’s bird in the hand and gas is our bird in the bush.
The AOGCC is responsible for setting the gas offtake allowables 
from the North Slope oil fields to ensure that we do not harm our 
bird in the hand while aspiring to grasp our bird in the bush.

In general, maintaining reservoir pressure enhances oil recovery, 
but producing gas depletes reservoir pressure. Therefore, gas 
reserves in most fields are usually sold only after most o f the oil 
has been produced. Until then, the gas that is produced with the oil 
is used to promote increased liquid production in various ways.

For example, gas might be reinjected into the reservoir to provide 
the energy needed to get the liquid hydrocarbons to the surface, or 
the gas might be used for enhanced oil recovery operations.

Both o f those are happening right now at Prudhoe Bay and other 
North Slope fields.

Therefore, North Slope gas sales are going to involve trade-offs 
between oil and gas recovery. It’s not practical to get every drop 
o f oil out o f the ground before starting gas sales, and the AOGCC



certainly does not take that position. We do however need to 
ensure that the trade-offs that inevitably w ill occur result in greater 
ultimate recovery o f both gas and oil

It is important to understand that Prudhoe Bay does have a existing 
gas offtake allowable. It is 2.7 BCF per day and it was set in 1977.

The AOGCC usually waits for an application from the operator to 
modify pool rules including offtake rates. However, in 2005 we 
recognized the following:

First that serious discussions were taking place concerning 
major North Slope gas sales

Second, that the 2.7 BCF per day gas offtake allowable for 
Prudhoe Bay was set in 1977, when the field first began to 
produce; and, although that offtake rate was based on the best 
available information at the time, we now have 30 years and 11 
billion barrels o f production and production-related data to help 
determine a better number

Third, most o f the publicly discussed pipeline options could 
require more than 2.7 BCF per day offtake from Prudhoe Bay

Forth, performing the necessary studies to determine an 
appropriate current offtake rate would take time, and

Fifth, the AOGCC did NOT want to ue the cause o f any project 
delays.

Therefore, to acquire the most current information, BP and the 
other Prudhoe Bay working interest owners agreed to provide the 
AOGCC staff and consultants access to their simulators including 
the underlying engineering, geologic, and geophysical information. 
They voluntarily set up a data room in BP’s Anchorage offices,



equipped with computers and software allowing review o f the 
simulator results.

It is important to note that the data and information provided to us 
falls within the standards o f AS 31.05.035(d) and 20 AAC 
25.537(b) governing confidentiality o f information.

In simple terms, the data that has been made available to us is not 
something we were otherwise entitled to. It belonged solely to the 
Prudhoe Bay working interest owners. We needed it to perform 
our study, and the most efficient way for us to get access to it was 
to agree to keep it confidential.

Our most recent study began in January 2006, and was completed 
in late 2006. In the course o f that study, BP and its partners were 
cooperative and provided us all that we needed.

On February 28, 2007, we published a summary report. That 
report is available on the AOGCC website 
(www.aogcc.alaska.gov); and a copy is in your packet.

As soon as we announced that we had completed our study, 
everyone wanted to know the magic number, but it’s not that easy.

First, it ’ s a multi-variable equation. The right offtake volume w ill 
depend on when sales start, how aggressively the oil has been 
produced in the meantime, and what mitigating steps are in place 
and planned. And second, there are legal restrictions on what 
results of the study we can share and how we share them.

As soon as we receive an application or otherwise have enough 
information to make a meaningful determination, we will convene 
public hearings and make as much information available as is 
needed and legally allowed to support any change in the assigned 
natural gas offtake allowable.

3
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It is our intent to complete our evaluations, hold hearings and make 
our final rulings on gas offtake allowables for both Prudhoe Bay 
and Pt Thomson well in time for the “ open season”  process.

As o f now, here’s what we can say:

(1) The later gas sales begin, the smaller w ill be the oil losses.

(2) The lower the offtake rate, the smaller w ill be the oil 
losses.

(3) The more the oil production is accelerated before gas sales 
start, the smaller w ill be the oil losses.

(4) The more that is done to mitigate detrimental effects o f 
gas sales, the smaller w ill be the oil losses.

(5) Oil loss is more sensitive to the acceleration o f oil 
production and the mitigating steps than it is to start-up 
timing or offtake rate.

(6) Depending on the life o f the North Slope infrastructure, 
delaying gas offtake too long, could result in decreased 
gas recovery.

By the time a pipeline project is ready, selling gas from Prudhoe 
Bay can very likely proceed at a higher offtake rate than the 
current 2.7 BCF per day, provided BP and its partners continue 
working: (1) to accelerate oil production (for example: aggressive 
infield drilling and operational vigilance to minimize production 
interruptions) and (2) to mitigate for gas losses (gas cap water 
injection and using C02 for FOR, for example).

4



We are confident, that unless a substantial delay occurs (which 
could make our analysis stale and require additional analytical 
work), we w ill be adequately prepared to make a timely 
determination o f the correct Prudhoe Bay gas offtake allowable 
rate when an application does come before us.

Now, I would like to talk about Pt Thomson, where we can’t make 
such a confident statement.

A  year ago the AOGCC, and Exxon and its partners agreed upon a 
similar process for studying the allowable gas offtake from Pt 
Thomson. The AOGCC contracted reservoir evaluation consultants 
to assist its technical staff in performing the Pt Thomson study. 
Exxon and its partners agreed to give AOGCC staff and 
consultants access to a data room in Exxon’s Houston offices. It 
was agreed that the data room would include reservoir engineering, 
geologic and simulation information and would be equipped with 
computers and software allowing review o f the simulator results. 
The study was supposed to begin before September 2006 and last 
up to six months. Exxon and its partners indicated that they 
planned to apply to the Commission in late 2006 or early 2007 for 
Pool Rules and a gas offtake allowable rate for Pt Thomson.

Unfortunately we were not able to follow that time line. Exxon 
had delays in preparing the data room and information. The 
process was finally slated to begin late last year, about the same 
time that the DNR found Exxon and its partners to be in default on 
their leases. We attended one meeting where Exxon presented a 
small portion o f the information we would need, but since then the 
study has been on hold pending resolution o f legal issues.

Without a thorough study, it w ill be very difficult for the AOGCC 
to have sufficient information to make a gas offtake ruling on Pt 
Thomson. So that one remains a wild card -  in many ways.



I n  s u m m a r y :

(1) There are hundreds o f millions o f barrels o f oil and 
condensaie ai risk i f  Alaska doesn’t manage natural gas 
offtake properly.

(2) The AOGCC is charged with setting gas offtake 
allowables that w ill prevent loss o f the State’s valuable 
hydrocarbon resources.

(3) The AOGCC intends to perform its function so that we 
w ill not delay the project, i.e., before an open season.

(4) We’ve done the technical work to prepare us to address 
Prudhoe Bay’s offtake without causing that delay.

(5) A lot remains to be done for Pt Thomson; so delay is 
possible there.

Thank you and I would be happy to take your questions.
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B IO G R A P H IC A L  IN F O R M A T IO N

John K. Norman 
Chairman 

State  o f  A laska 
Oil & Gas C onservation  Com m ission

3 3 3  W .  7th  A v e n u e ,  S u it e  1 0 0  
w w w .a o g c c .a la s k a .g o v  
A n c h o r a g e ,  A K  9 9 5 0 1  

A la s k a  B a r  A s s o c ia t io n  M e m b e r  //691 1 0 4 1

T e l e p h o n e :  ( 9 0 7 ) 7 9 3 - 1 2 2 1  
F a c s i m i l e :  ( 9 0 7 ) 2 7 6 - 7 5 4 2  

E m a i l :  J o h n _ N o r m a n @ a d m in .s t a t c .a k .u s
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CONFIDENTIALITY AGREEMENT GOVERNING THE SHARING OF 
INFORMATION DURING THE POINT THOMSON LNIT 

RESERVOIR STUDY PROCESS

1. The State o f  Alaska arid the Point Thomson Unit Working Interest Owners
("Owners”) are working to develop stranded gas resources on the Alaska North Slope, 
including gas resources in the Thomson Sand and the Pre-Mississippian Carbonate 
reservoirs (collectively, “TSR") within the Point Thomson Unit.

2. In anticipation o f  that development, the Alaska Oil and Gas Conservation
Commission and the Owners have agreed to "Principles Governing Commission Access 
to Point Thomson Unit Reservoir Study Process” (“Principles"). The Principles refer to 
two processes: (a) the study process (“Study"), during which AOGCC staff or consultants 
will be allowed to monitor reservoir studies conducted by the Owners, and (b) the 
subsequent decision making process (“Proceedings'’) for determining allowable offtake 
from the TSR. The Principles establish confidentiality provisions relating to data to 
which AOGCC staff or consultants may have tccess during the Study process.

3. The Principles provide the opportunity for Commission staff and consultants to 
have access during reasonable working hours to a Data Room equipped with computers 
and software that will allow review, analysis, model visualizations, and report preparation 
with respect to TSR reservoir simulations and related studies. Accordingly, Commission 
staff and consultants will have access to data inputs and outputs and underlying 
engineering, geologic, and geophysical information, including petrophysical data, rock 
and fluid properties, and operating assumptions for the simulations (altogether, “Data 
Room Information"). Entry into the Data Room by Commission staff and consultants is 
subject to the signing o f  this Confidentiality Agreement (“Agreement”) between Exxon 
Mobil Corporation (“EM”) and the undersigned Commission staff or consultant.

4. Paragraph 3 o f  the Principles provides that

“Commission staff and consultants may take and retain notes during their review 
of  Data Room Information. In addition, Commission staffand consultants may obtain 
copies In electronic form and remove from the Data Room the following categories of 
Data Room Information without additional permission by the Owners or Operator:

(a) simulation predictions that are generated from simulation runs conducted during 
the Study, including
(i) projected yearly oil, condensate, gas, NGL, produced water, and source water 

production and injection volumes for the TSR;
(li) projected composition o f  gas produced, sold, re-injected or used by year;
(iii) predicted average pool reservoir pressures by calendar year, starting at 

initial conditions;
(b ) major assumptions used in simulations such as

(i) offsite disposition assumptions for production volumes for the TSR by year; 
and
(ii) fuel usage assumptions."



The undersigned agrees to the above and that a log shall be kept of any document copied; 
identifying the copied document and the date the copy was made. The log shall also 
identify who made the copy and who received the copy if different. If Commission staff 
or consultants seek to copy and remove other Data Room Information, they agree to 
make a written request to EM under the terms o f  Paragraph 3 of the Principles.

5. The undersigned
(a) certifies that he or she is a member o f  the Commission staff or consultant 

authorized by the Commission to participate in accessing Data Room Information;
(b) certifies that he or she has read the Principles and agrees to act in compliance 

with the terms and conditions o f  the Principles.

6. The undersigned agrees to keep all Data Room Information, including 
Commission and consultant work product that divulges Data Room Information, strictly 
secret and confidential in the same manner and to the same extent the Commission agreed 
such Data Room Information will be treated as confidential under paragraph 4 of the 
Principles, including an agreement not to release Data Room Information except to 
AOGCC Commissioners, AOGCC staff, and AOGCC consultants working on the TSR 
gas offtake analyses and to take precautions that are reasonably necessary to preserve the 
secrecy and confidentiality of such information using at least the standard of care he or 
she normally uses in protecting the Commission’s or his or her own confidential 
information. These confidentiality provisions do not apply to Data Room Information 
that is the same as information that has been otherwise provided without a claim of 
confidentiality, independently obtained without a confidentiality obligation, or obtained 
subject to different confidentiality requirements.

7. The undersigned agrees that the unauthorized release o f  confidential Data Room 
Information subject to this Agreement may adversely affect the proprietary interests of 
the Owners. In recognition of  these interests, the parties agree that the Owners shall be 
entitled to seek injunctve relief without a showing of irreparable harm or damages.

8. The release o f  confidential Data Room Information does not make further releases 
permissible, and any failure to assert rights under this Agreement shall not be deemed a 
waiver o f  any rights under this Agreement.

9. This Agreement shall be interpreted and governed in accordance with the laws of the 
State o f  Alaska.

10. This Agreement shall be interpreted consistently with the Principles, which are 
incorporated into and adopted by this Agreement. In the event of any conflict between the 
provisions o f  this Agreement and the Principles, the Principles shall control.

11. This Agreement shall terminate December 31, 2016, provided however that if in 
the course o f  Proceedings any information whose contents are identical to that o f  certain 
Data Room Information becomes publicly available, that Data Room Information will no 
longer be subject to the confidentiality provisions o f  this Agreement, The expiration of 
the agreement does not affect whether documents entitled to confidentiality remain 
confidential.



rN WITNESS WHEREOF, the parties have executed this Confidentiality Agreement 
of the dates beside their respective signatures

AOGCC EMPLOYEE OR CONSULTANT

EXXON MOBIL

Signature
Name:
Title:
Date:

By:
Name
Title:
Date:

A  'C. la-on.
r s - II - o G



P R IN C IP L E S  G O V E R N IN G  C O M M IS S IO N  A C C ESS 
T O  P O IN T  T H O M S O N  U N IT R E S E R V O IR  STU D Y  P R O C E S S

P rinc ip les  A pp licab le  to the  S tu d y  Process

I . Paragraphs 2 through 6, below, app y to the study process developed and 

carried out by the Point Thomson Unit working interest owners ("Owrners") and 

Point Thom son Unit Operator ("Operator") for the purpose o f  analyzing reservoir 

development o f  the Thomson Sand and the Pre-Mississippian Carbonate reservoirs 

(collectively, "TSR ") in the Point Thomson Unit.

2. Without cost to the Commission or its consultants, the Operator shall 

provide Comm ission stalTand consultants access during reasonable working hours 

to a Data Room at Operator’s Houston, Texas offices equipped with com puters and 

software that will allow review, analysis, model visualizations, and report 

preparation with respect to TSR reservoir simulations and related st idies. 

Accordingly, Comm ission s ta ff  and consultants shul! be given access te data 

inputs and outputs and underlying engineering, geologic, and geophysical 

information, including pctrophysical data, rock and fluid properties, operating 

assumptions for the simulations, and other information and assumptions related to 

TSR development (altogether, "Data Room Information"). The Operator may 

condition Comm ission s ta f f s  and consultants ' entry into the Data Room on their 

execution and provision to the O perator o f  the attached confidentiality agreement 

and on their signing in on a log. Subject to available resources and without cost to



the Comm ission or its consultants, the O perator and O wners shall honor all 

reasonable requests by Com m ission s ta ff  to simulate additional cases beyond those 

initiated by the Owners or Operator.

i .  • Comm ission s ta ff  and consultants may take and retain notes during their 

review o f  Data Room Information. In addition. Comm ission s ta ff  and consultants 

may obtain copies in electronic form and remove from the Data Room the 

following categories o f  Data Room Information without additional permission by 

the O wners or Operator:

(a) simulation predictions that are generated from simulation 

runs conducted during the Study, including

(i) projected yearly oil, condensate, gas, NGL, produced 

water, and source water production and injection 

volumes, for the pooh

(ii) projected composition o f  gas produced, sold, re­

injected or used by year;

(iii) predicted average pool reservoir pressures by 

calendar year, starting at initial conditions;

(b) major assum ptions used in simulations such as

(i) offsitc disposition assum ptions for production 

volum es for the TSR by year; and

(ii) fuel usage assumptions.



If  Commission staff or consultants make written request o f  the O perator for 

permission to copy and remove other Data Room Information, the 

Operator, after consultation with the Owners, shall respond in writing on 

behalf o f  the Owners within 10 working days o f  receiving the request. A 

record will be maintained by Operator o f  all Data Room Information copied 

and removed from the Data Room.

4. The Owners have voluntarily offered to m ake Data Room Information 

available, subject to a request that the Data Room Information be hi Id confidential 

under the provisions o f  AS 31.05.035(d) and 20 A A C 25.537(b). The 

Commission agrees that, unless held otherwise by a court o f  com petent 

jurisdiction, the Data Room Information meets the standards o f  AS 3 1.05.035(d) 

and 20 AAC 25.537(b) entitling it to be held confidential. H owever, those 

confidentiality provisions do not apply to Data Room Information that is the same 

as information that has been otherwise submitted to the C om m ission without a 

claim o f  confidentiality, independently obtained by the Com m ission without a 

confidentiality obligation, or submitted to or obtained by the Com m ission subject 

to different confidentiality requirements, such as well data required to be filed 

with the Commission under AS 3 1.05.035(a). The expiration o f  the agreem ent 

does not affect whether documents entitled to confidentiality remain confidential.



5. Notwithstanding the provisions o f  paragraph 4. the Commission may make 

public periodic progress reports on the Study and the C om m ission 's  review o f  it i f  

(1) public notice has been given under AS 43.82.410 relating to a proposed fiscal 

contract between the State o f  Alaska and a sponsor or sponsor group; and (2) the 

reports do not disclose substantive details o f  the interim Study results or o f  any 

Data Room Information. If  the Commission desires to disclose in a progress 

report substantive details o f  the interim study results or o f  any Data Room 

Information, it will seek the written authorization o f  the O perator after 

consultation with the Owners, which authorization shall not be unreasonably 

withheld. The Operator shall, after consulting with the Owners, respond in writing 

to a request from the Commission for authorization within 10 working days o f  

receiving the request.

6. The O perator shall provide written notice to the Comm ission w hen the 

Study begins and access to the Data Room is tlrst available, which shall be not 

later than Sep’ember I, 2006. The Study shall continue without interruption for 

six months from the date it begins. I he Study may be extended upon request by 

the Comm ission and approval by the Owners.

4



R ela tionsh ip  o f  the  S tu d y  a n d  S tu d y  P rocess  P rinc ip les  

to O th e r  C om m iss ion  R esponsib ilities  and  Actions

7. N othing related to the C om m ission’s access to and review o f  the Study —

including access to reservoir simulations and related studies, requests and 

suggestions with respect to reservoir simulations, and review o f  Data Room 

Information — shall limit the C om m ission’s ability to indepv. ndently evaluate 

evidence submitted in future regulator)' proceedings relating to TSR development 

(including determination o f  allowable gas offtake rale or other pool rules) 

("Proceedings’’). Further, nothing in the principles stated in this document shall 

limit the C om m iss ion ’s exercise o f  any o f  its statutory powers and responsibilities 

under AS 31.05, including but not limited to its right to undertake its own 

independent reservoir simulation studies.

X. W hether Proceedings are initiated by a petition by the Operator or arc

initiated by the Com m ission on its own motion, or are otherwise initiated, the 

Operator and O w ners shall introduce as evidence in the Proceedings their TSR 

reservoir studies that best reflect a reasonable range o f  offtake options and their 

effects. The evidence shall include the data inputs and output, underlying 

engineering, geologic and geophysical information including petrophysical data, 

rock and fluid properties, and operating assumptions for the simulations. The 

Operator and Owners acknow ledge that the Comm ission may request (including 

by subpoena) any other pertinent information, including but not limited to other

5



TSR reservoir studies that have been performed in the Study that were not 

included in their original submission o f  evidence in the Proceedings.

9. The confidentiality o f  Data Room Information as addressed in paragraph 4 

above shall not affect whether any evidence introduced in the Proceedings will be 

entitled to confidentiality, even as to evidence whose contents are identical to that 

o f  Data Room Information. Claims o f  confidentiality for evidence in the 

Proceedings shall be determined by the Comm ission during the Proceedings under 

governing law.

6



CONFIDENTIALITY AGREEM EN T GOVERNING TH E SHARING OF 
INFORMATION DURING TH E POINT TL O M SO N  UNIT 

RESERV O IR STUDY PROCESS

1. The State of Alaska and the Point Thomson Unit Working Interest Owners 
(“Owners”) are working to develop stranded gas resources on the Alaska North Slope, 
including gas resources in the Thomson Sand and the Pre-Mississippian Carbonate 
reservoirs (collectively, “TSR”) within the Point Thomson Unit.

2. In anticipation o f  that development, the Alaska Oil and Gas Conservation 
Commission and the Owners have agreed to “Principles Governing Commission Access 
to Point Thomson Unit Reservoir Study Process” (“Principles”). The Principles refer to 
two processes: (a) the study process (“Study”), during which AOGCC staff or consultants 
will be allowed to monitor reservoir studies conducted by the Owners, and (b) the 
subsequent decision making process ("Proceedings”) for determining allowable offtake 
from the TSR. The Principles establish confidentiality provisions relating to data to 
which AOGCC staff or consultants may have access during the Study process.

3. The Principles provide the opportunity for Commission staff and consultants to 
have access during reasonable working hours to a Data Room equipped with computers 
and software that will allow review, analysis, model visualizations, and report preparation 
with respect to TSR reservoir simulations and related studies. Accordingly, Commission 
staff and consultants will have access to data inputs and outputs and underlying 
engineering, geologic, and geophysical information, including petrophysical data, rock 
and fluid properties, and operating assumptions for the simulations (altogether, "Data 
Room Information"). Entry into the Data Room by Commission staff and consultants is 
subject to the signing of this Confidentiality Agreement ("Agreement”) between Exxon 
Mobil Corporation (“ EM”) and the undersigned Commission staff or consultant,

4. Paragraj-'. 3 of the Principles provides that

"Commission staff and consultants may take and ret tin notes during their review 
o f  Data Room Information. In addition, Commission staff and consultants may obtain 
copies in electronic form and remove from the Data Room the following categories of  
Data Room Information without additional permission by the Owners or Operator:

(a) simulation predictions that are generated from simulation runs conducted during 
the Study, including
(i) projected yearly oil, condensate, gas, NGL. produced water, and source water 

production and injection volumes fc" the TSR;
(ii) projected composition o f  gas produced, sold, re-injected or used by year;
(iii) predicted average pool reservoir pressures by calendar year, starting at 

initial conditions;
(b) major assumptions used in simulations such as

(i) offsite disposition assumptions for production volumes for the TSR by year: 
and
(ii) fuel usage assumptions.”



The undersigned agrees to the above and that a log shall be kept of any document copied; 
identifying the copied document and the dale the copy was made. The log shall also 
identify who made the copy and who received the copy if different. If Commission staff 
or consultants seek to copy and remove other Data Room Information, they agree to 
make a written request to EM under the terms of Paragraph 3 of the Principles.

5. The undersigned
(a) certifies that he or she is a member of the Commission staff or consultant 

authorized by the Commission to participate in accessing Data Room Information;
(b) certifies that he or she has read the Principles and agrees to act in compliance 

with the terms and conditions o f  the Principles.

6. The undersigned agrees to keep all Data Room Information, including 
Commission and consultant work product that divulges Data Room Information, strictly 
secret and confidential in the same manner and to the same extent the Commission agreed 
such Data Room Information will be treated as confidential under paragraph 4 of the 
Principles, including an agreement not to release Data Room Information except to 
AOGCC Commissioners, AOGCC staff, and AOGCC consultants working on the TSR 
gas offtake analyses and to take precautions that are reasonably necessary to preserve the 
secrecy and confidentiality of such information using at least the standard o f  care he or 
she normally uses in protecting the Commission’s or his or her own confidential 
information.

7. The undersigned agrees that the unauthorized release o f  confidential Data Room 
Information subject to this Agreement may adversely affect the proprietary interests of 
the Owners. In recognition of these interests, the parties agree that the Owners shall be 
entitled to seek injunctive relief without a showing o f  irreparable harm or damages.

8. The release of confidential Data Room Information does not make further releases
permissible, and any failure to assert rights under this Agreement shall not be deemed a 
waiver o f  any rights under this Agreement.

9. This Agreement shall be interpreted and governed in accordance wi.h the laws o f  the 
State o f  Alaska.

10. This Agreement shall be interpreted consistently with the Principles, which are 
incorporated into and adopted by this Agreement. In the event o f  any conflict between the 
provisions o f  this Agreement and the Principles, the Principles shall control.

11. This Agreement shall terminate December 31, 2016, provided however that if  in 
the course of Proceedings any information whose contents are identical to that o f  certain 
Data Room Information becomes publicly available, that Data Room Information will no 
longer be subject to the confidentiality provisions o f  this Agreement. The expiration of 
the agreement does not affect whether documents entitled to confidentiality remain 
confidential.



IN WITNESS WHEREOF, the parties have executed this Confidentiality Agreement as 
of the dates beside their respective signatures

AOGCC EMPLOYEE OR CONSULTANT

Signature _____________________ .
N a m e : ______________________
Title:________ _____________________ _
Date:________ ______________________

EXXON MOBIL CORPORATION

By:____________________________
Name __________________
Title:



M E M O R A N D U M S T A T E  O F  A L A S K A

ALASKA O IL AND GAS CONSERVATION COMMISSION

TO: Chair John K. Norman DATE: February 28,2007
Commissioner Daniel Seamount 
Commissioner Cati

FROM: Jane Williamson
Sr. Reservoir Engineer

SUBJEC T: Prudhoe Major Gas Sales
Study

Blaskovich Services, Inc. (BSI) and Commission staff recently completed a study o f  the 
impact o f  a future Major Gas Sale (MGS) on oil and gas recovery from the Prudhoe Oil 
Pool. The following is provided as a summary o f  major findings and conclusions from 
this study.

Foreward — Historical Review and Study Purpose
In 1977, the Commission set the maximum allowable Prudhoe Oil Pool annual gas 
offtake rate at 2.7 billion standard cubic feet per day (BSCF/D), which contemplated an 
annual average gas pipeline delivery sales rate o f  2.0 BSCF/D. This allowable, set out in 
Rule 9 o f  Conservation Order 34 ID, was approved without benefit o f  production history. 
The Commission recogm/ed that the rates may be changed as production data and 
additional rcserm ir data became available.

Over the past five years, there has been significant activity concerning a potential major 
gas sale. BPXA, Hxxon-Mobil. and ConocoPhillips commissioned a $125 million dollar 
study to determine the conceptual feasibility o f  a gas pipeline. The tentative plan 
resulting from this study v/as for a 4.3 BSCF/D pipeline, with capacity to cxpund to 5.6 
BSCF/D. The Prudhoe Bay Unit, Prudhoe Oil Pool is the only North Slope developed 
field with significant gas reserves (estimated at more than 24 trillion cubic feel (TCP)) 
and is o f  primary importance for any decision concerning the pipeline. Pt. Thomson, 
with over 8 TCF o f  gas and several hundred million barrels o f  gas condensate and oil, 
was assumed to also provide a supply o f  gas for the pipeline. The companies and the 
State o f  Alaska have devoted significant resources to negotiate fiscal terms to build the 
pipeline. Based on these efforts, the Commission became concerned that no application 
for modification to the Prudhoe gas offtake rule had been submitted.

As a result o f  a Commission inquiry and several public hearings, the Commission 
published a report on December 5, 2005 concluding tint* there was a need to 
comprehensively revisit the question o f  the appropriate gas offtake limits in light o f  
several decades o f  reservoir development and information that has become available 
since 1977. Because delay in the Commission’s decision-making could disrupt the 
timetable for a potential gas pipeline project, the Commission adopted a proactive 
upproach to ensure there would be an adequate factual basis for its eventual decision on
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allowable gas offtake. The Prudhoe Working fnlerest Owners (WIO) and the 
Commission therefore agreed to principles allowing the Commission consultants and 
slalT to access their reservoir simulation and other relevant engineering studies for the 
purpose o f  analyzing gas offtake rates and gas sales startup timing for the Prudhoe Oil 
Pool. Blaskovich Services, Inc. (BSI) was commissioned to provide reservoir 
engineering consultation in this study.

T his work-study officially began in late January 2006. A brief summary follows: 

Summary o f 2006 Commission Audit Results
Ilie Prudhoe WIO full field reservoir simulator was used as the primary tool in this 
evaluation. In addition to runs made assuming no gas sales, simulation runs were made 
at various gas sales rates (1.0-5.6 BSCF/D) and gas sales startup dates (2015, 2019, and 
2024). Some simulation cases were run to test the impact o f  other factors such as 
changes in waterflood operation, fuel usage, CO2 offtake, and some drilling/workover 
variations. We also evaluated the effect o f  varying assumptions for end o f  the field life 
(EOFC).

'Throughout our anulysis, we seurched for major factors that would affect the trends in 
total hydrocarbon recovery as a function o f  gas offtake rates and timing. We were not 
searching for “ the'’ optimum development strategy. We did not value one type o f  energy 
resource (e.g., liquids or gas) over another, but equated them using their relative energy 
content in units o f  barrels o f  oil equivalent (BOB). Based on our analysis o f  currently 
available data, we have reached the following major conclusions.

• A major gas sale at Prudhoe represents approximately an additional 4 billion BOE 
recovery.

• The latest WIO model needs improvements in its ability to predict future field 
performance. Model errors are increasing, with time. Nevertheless, it is the best tool 
currently available. It should be suitable for comparing directional trends in energy 
recovery during a gas sale.

• Increased oil capture prior to gas sales can increase hydrocarbon recovery and result 
in recovery trends that arc less sensitive to either gas offtake rates or gas sales startup 
dates. This was the only mitigation option evaluated that significantly improved 
trends in BOE recovery.

•  End o f  field life (F O R .)  is a major source o f  uncertainty in determining the gas sale 
strategies that will maximize energy recovery.

o Comparison o f  model reserves predictions at the same date for EOFL tended to 
fuvor an earlier, higher rate gas sale. We round the time limit EOFI- approach to 
be inappropriate because ending energy production rales could be vastly different 
between the high rate, early startup case and the low rate, delayed startup ease.
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c Model results based on equivalent EOFL rate limits consistently show that total 
energy recovery is substantially decreased with an earlier, higher rate gas sale. We 
believe that rate limits are more reasonable than time limits for comparison o f  gas 
sales model predictions. However, exclusive use o f  rate limits is flawed because 
the risks o f  wells and field infrastructure failures with age are ignored.

•  Well, facilities and infrastructure failures can significantly increase the risk o f  lost 
hydrocarbons. The longer that gas sale is delayed, the greater the risk o f  well and 
facilities failure resulting in premature field shutdown. Furthermore, near term 
failures will defer production and may result in more reserves loss with early gas 
sales. Diligent efforts to maintain, repair, and replace aging wells and facilities will 
help to mitigate risks and maximize recovery under any sales scenario.

Recom menda tions
The Commission has not received a request for a new gas offtake rule. At this time, wo 
cannot recommend a  specific gas offtake rate and sales startup timing. The Prudhoe WIO 
model evaluations and studies that have been shared with us are not sufficient to justify 
an allowable above that specified in Rule 9, CO 341D. An early, high rate gas sale could 
result in the loss o f  a substantial volume o f  hydrocarbons. However, even greater 
volumes may be at rick if  gas sales are indefinitely delayed and Prudhoe wells and 
infrastructure fail before these reserves can be recovered.

We are concerned that Rule 9 does not specifically require a plan for such a major change 
in the Prudhoe Oil Pool depletion strategy. The ultimate impact o f  gas sales on 
hydrocarbon recovery cannot be appraised in Ihe absence o f  a proposed development plan 
that identifies the start date, sales rate and liquid loss mitigation efforts. Although the 
start-up for gas sales is a minimum o f  8 years away, many decisions that affect the 
project will be made earlier. Depletion planning should be required prior to 
commitments to sell gas so that the Commission is adequately informed and assured that 
other factors do not exist that would justify or require action by the Commission.

Regardless o f  the timing o f  their submittal, Ihe Prudhoe WlOs need to develop near-term 
strategies to prepare the field for gas sales with focus on methods to increase the capture 
o f  oil prior to gas sales and to ensure facility and well downtime is minimized. On a 
regular basis, the Commission needs to be kept informed o f  the progress o f  the depletion 
planning efforts, including review o f  study plans, reservoir study results and other 
relevant information that may impact the Commission’s ultimate decisions cr ming 
gas sales offtake. The exchange o f  information in the past year was very success - 'd a 
similar mechanism o f  exchange should be considered during Ihe depletion plannii x, st gc.

We wholeheartedly appreciate the cooperation o f  the Working Interest O w r :i.< over the 
past year, particularly that o f  the BP technical representatives who worked wit'. ■ :,i this 
endeavor.

This report n'llects the evaluation and opinions only o f  the authors and docs not 
necessarily reflect those o f  the Prudhoe Owners or other Commission staff.
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Presentation S u m m a r y

• Commission authority
• Historical perspective
• Reservoir concerns related to gas sales
• Study purpose and available information
• Observations
• Recommendations
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A O G C C  M a j o r  G a s  Sales 

Reservoir Study 

Disclaimer

E v a l u a t i o n  a n d  o p i n i o n s  r e f l e c t  t h o s e  o n l y  B S I  a n d  

A O G C C  s t a f f  w h o  w o r k e d  d i r e c t l y  o n  t h e  p r o j e c t .

T h e s e  o p i n i o n s  d o  n o t  n e c e s s a r i l y  r e f l e c t  t h o s e  o f  t h e  W I O ,  

C o m m i s s i o n e r s  o r  o t h e r  A O G C C  s t a f f
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Prudhoe Gas Offtake Allowable 

Commission Authority

• Commission Duties (related to MGS decisions)

-  prevent physical waste of resource

-  promote greater ultimate recovery

• Authorities
-  require/approve development plans

-  set allowable offtake
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Prudhoe Gas Offtake Allowable 

Historical

• Pool Rules CO 3 4 1 D, Rule 9  (1 9 7 7 )
-  Offtake allowable set at 2.7 BCFD

-  Envisioned ~ 2.0 BCI-D Pipeline Delivery

• Currently produced gas re-injected
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W h y  d o  w e  c a r e  a b o u t  g a s  o f f t a k e ?

• G a s  e x t r a c t io n  lo w e r s  r e s e r v o i r  p r e s s u r e
-  D e c r e a s e s  e n e r g y  r e q u i r e d  f o r  o i l  p r o d u c t i o n

-  O i l  r e c o v e r y  s u f f e r s ;  g a s  p r o d u c t i o n  b e n e f i t s

• H o w  is  u l t im a t e  t o ta l  h y d r o c a r b o n  r e c o v e r y  
a f fe c te d  b y  g a s  s a le s  o f f t a k e ?
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P r u d h o e  G a s  O f f t a k e  A l l o w a b l e  

R e c e n t  A c t i v i t i e s
2 0 0 2  W I O  s t u d y
-  T e n t a t i v e  P / L  d e s i g n  o f  4 . 3  B C F D

-  P r u d h o e  m a j o r  s o u r c e  f o r  P / L  ( + 2 4  T C F )

P ip e l in e  f i s c a l  d is c u s s io n s / n e g o t ia t io n s  
N o  A p p l i c a t i o n  f o r  R u le  9  A m e n d m e n t  
A O G C C  2 0 0 5  in q u i r y
-  C o n c lu d e d  c o m p r e h e n s iv e  r e v i s i t  o f  R u le  9  n e e d e d

-  P r o a c t iv e  A p p r o a c h

-  “ P r in c ip l e s ”  f o r  a c c e s s  to  W I O  r e s e r v o i r  s t u d ie s
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P r u d h o e  G a s  O f f t a k e  S t u d y

• S t u d y  b e g u n  J a n u a r y  2 0 0 6

-  E n g in e e r in g  C o n s u l t a n t  B l a s k o v i c h  S e r v i c e s  I n c .  ( B S I )

-  W I O  p r o v id e d  D a t a  R o o m  w i t h  n e c e s s a r y  in fo r m a t io n  

a n d  s tu d ie s

• W I O  F u l l  F i e l d  R e s e r v o i r  S i m u l a t o r  P r i m a r y  T o o l

-  A c c e s s / E l e c t r o n i c  c o p ie s  o f  r e s e r v o i r  s im u la t io n  r e s u l t s

-  A d d i t io n a l  s im u la t io n  r u n s  o n  r e q u e s t

• G o o d  C o o p e r a t i o n  f r o m  W I O  s t a f f ,  m a n a g e m e n t
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S t u d y  A p p r o a c h

• S im u la t io n  r u n s  v a r ia b le s
-  G a s  S t a r t u p  T i m e s  ( 2 0 1 5 - 2 0 2 4 )  O f f t a k e  R a t e s  ( 1 - 5 .6  B C F D )

-  O t h e r  f i e l d  o p e r a t i n g  s t r a t e g i e s

• C o m p a r e d  o n  b a s is  o f  t o t a l  e n e r g y  c o n t e n t
-  U n i t s  o f  B a r r e l  O i l  E q u i v a l e n t  ( B O E )

• C o n c e n t r a t e d  o n  t r e n d s  in  r e c o v e r y ,  n o t  a b s o lu te s
-  N o t  l o o k i n g  f o r  “ t h e ”  o p t i m u m  d e v e l o p m e n t  s t r a t e g y
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C o n c l u s i o n s

•  M a j o r  G a s  S a l e s  a d d s  «  4  B i l l i o n  B O E
( + / -  2 4  T C F )

-  1 1 . 4  B S T B  O i l / C o n d e n s a t e / N G L s  p r o d u c e d  t o  d a t e

-  1 9 7 7  p r o j e c t i o n s  o f  l e s s  t h a n  9  B i l l i o n  B a r r e l  O i l

• I n i t i a l  p r o je c t io n s  a s s u m e d  1 9 8 2  G a s  S a le s

* E n d  o f  F i e ld  l i f e  e s t im a t e d  2 0 0 3
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C o n c l u s i o n s  - M o d e l

•  W I O  m o d e l  b e s t  c u r r e n t l y  a v a i l a b l e

-  Y e a r s  i n  d e v e l o p m e n t

-  S h o u l d  b e  g o o d  f o r  e v a l u a t i o n  o f  d i r e c t i o n a l  t r e n d s

-  S o m e  i m p r o v e m e n t s  n e e d e d  i n  p r e d i c t i v e  m o d e
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C o n c l u s i o n s

• I n c r e a s e d  o i l  c a p t u r e  t o  S a le s  

I m p r o v e d  r e c o v e r y  t r e n d s

-  M o s t  e n c o u r a g i n g  s t r a t e g y

-  R e c o v e r y  t r e n d s  l e s s  s e n s i t i v e  t o  g a s  o f f t a k e  o r  S / U  R a t e

• A l l o w s  f o r  m o r e  f l e x i b i l i t y
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E n d  o f  F i e l d  L i f e  ( E O F L )

• E n d  o f  F ie ld  L i f e  ( E O F L )  is  w h e n  c o s ts  e x c e e d  
r e v e n u e  f r o m  c o n t in u e d  p r o d u c t io n .
-  R e s e r v e s  a r e  e v a l u a t e d  a t  a n  a s s u m e d  E O F L

-  U n k n o w n  -  b u t  i m p o r t a n t  t o  c o m p a r e  a l l  c a s e s  a t  

s a m e  a s s u m e d  E O F L

• M a j o r  e f f e c t  u p o n  p r e d ic t e d  r e c o v e r y  o u tc o m e s
• D a te  L i m i t  f a v o r s  e a r l ie r ,  h ig h e r  r a te  M G S  
" R a te  L i m i t  f a v o r s  la te r ,  l o w e r  r a te  M G S
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H y p o t h e t i c a l  P r o f i l e s *  

E O F L  -  T i m e  L i m i t

 H i g h  R a t e ,  E a r l y

-  -  -  L o w  R a t e ,  D e l a y :
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E O F L  -  R a t e  L i m i t

—  H i g h  R a t e ,  E a r l y

I

* Profiles Illustrative Only

T i m e
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E O F L  S u m m a r y

•  T i m e  l i m i t s  d o  n o t  t r e a t  p r o d u c t i o n  
( r e v e n u e )  f a i r l y .

•  R a t e  l i m i t s  d o  n o t  t r e a t  f u t u r e  r i s k  ( c o s t s )  
f a i r l y .

•  W e  b e l i e v e  r a t e  l i m i t s  a r e  m o r e  c o r r e c t  
b u t  w e  n e e d  t o  c o n s i d e r  r i s k  w i t h  a g e .

• U s e  r a t e  l i m i t s  a n d  r i s k  a n a l y s i s

2 '2 fi/2007 AOGCC Public Meeting - MGS
Reservoir Study

17



F i e l d  W e l l / I n f r a s t r u c t u r e  F a i l u r e s

•  F a i l u r e s  i n c r e a s e  r e s e r v e s  r i s k

-  I f  M G S  d e l a y e d
i

• H ig h e r  r i s k  w i t h  a g e -  im p a c t  f i e ld  l i f e

-  N e a r  T e r m  f a i l u r e s

• D e f e r r e d  o i l  p r o d u c t io n  p r io r  to  M G S  r i s k s  r e s e r v e s
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R e c o m m e n d a t i o n s  

M G S  O f f t a k e

T h e r e  is  in s u f f i c i e n t  e v id e n c e  a t  t h is  t im e  to  r e c o m m e n d  

in c r e a s in g  R u le  9  O f f t a k e

N o  r e q u e s t  f o r  m o d i f i c a t io n  o f  R u le  9

D e p le t io n  p la n n in g  s h o u ld  b e  r e q u ir e d  p r io r  to  

c o m m it m e n t s  to  s e l l  g a s
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R e c o m m e n d a t i o n s  

P r e - M G S  S t r a t e g ie s / P la n s

R e g a r d le s s  o f  t im in g  o f  r e q u e s t  f o r  m o d i f i c a t io n  n e a r  te rm  

s t r a t e g ie s  n e e d e d  to  p r e p a re  f o r  M G S

I n c r e a s e  o i l  c a p t u r e  p r i o r  t o  M G S  

M i n i m i z e  w e l l  a n d  f a c i l i t y  d o w n t i m e

M e c h a n i s m  n e e d e d  f o r  e x c h a n g in g  in f o r m a t io n  d u r in g  th e  

d e p le t io n  p la n n in g  s ta g e
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The State o f  Alaska and other interested parlies are engaged in determining how best to bring 
North Slope gas to market. The Alaska Oil and gas Conservation Commission ("AOGCC") has a 
very important role in this process -  to protect the public’s interest by preventing waste and 
insuring greater ultimate recovery o f  both oil and gas. To fulfill this role, the AOGCC will 
decide what gas production rales should be allowed from Prudhoe Bay and other North Slope oil 
fields. Considering only the laws o f  science, these decisions are very simple; to prevent waste 
and insure a greater ultimate hydrocarbon recovery, produce all o f  the oil in a reservoir first and 
then “ blow down’’ its gas cap only when there is no commercially recoverable oil left. The 
A O G C C recognizes, however, that many other factors will -  and should -  be considered in 
exercising its regulatory powers.

Before considering other factors, it is essential first to understand the science. Extracting gas 
from an oil field like Prudhoe Bay triggers a series o f  events. First, the pressure in the gas cap 
decreases and becomes lower than the pressure in the oil-bearing part o f  the reservoir. As driven 
by the laws o f  physics, the reservoir then works to get back to equilibrium, i.e., the same pressure 
throughout. To do this, some oil, which is at a higher pressure, moves up into the lower pressure 
gas cap and the pressure in the oil-bearing part o f  the reservoir drops. This process continues as 
the pressure throughout the reservoir equalizes at a lower pressure than before. And as more gas 
is withdrawn, the process repeals, causing more oil to move into the gas cap and also causing the 
reservoir pressure to decrease further.

Both the movement o f  oil into the gas cap and the decrease in reservoir pressure jeopardize oil 
reserves.

Let 's  look at movement o f  oil into the gas cap first. Think about what happens when you drain 
the oil from your car or when you pour cooking oil into a measuring cup. When you empty the 
container, some o f  the oil sticks to it and will not come off. That is what huppens to oil when it 
moves into the gas cap, a part o f  the reservoir that has never contained oil but has always only 
held gas. However, because that container is porous rock rather than glass or plastic, the amount 
o f  oil that sticks is much greater. The previously “dry’’ reservoir rock becomes coated with oil. 
Although some o f  this oil can be produced, a substantial portion (in some fields over 20 to 30 per 
cent) sticks to the rock and will never com e out. In short, producing gas without replacing the 
gas cap fluids will cause some oil to stick to the reservoir rock and result in a decrease o f  
ultimate recovery o f  oil.

Now let’s look at decreasing reservoir pressure. Think about an aerosol container. It starts out 
with high pressure inside; i f  you puncture it. it will explode. As you use it. more and more o f  the 
fluids -  both the active product and the carrier gas -  are released and the pressure decreases 
until, eventually, you push the button and nothing huppens. When you shake it, you might be 
able to hear that there is still hair spray or some other product inside, but you can no longer get it 
out. At this point the pressure has decreased so that you could even puncture the container and 
nothing would happen. Similarly, in an oil reservoir, the reservoir pressure provides the energy 
that nilows the oil to flow through the reservoir and up the well bore. As tluids are produced, the
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pressure decreases and the reservoir loses this energy. Eventually, as more and more gas is 
produced and the pressure continues to drop, there is insufficient energy to drive the oil from the 
reservoir. Typically operators o f  oil reservoirs maintain reservoir pressure and energy by re­
injecting produced gas and injecting water to replace produced oil. They continue this process 
until they have recovered all the oil. Then, when no commercially recoverable oil is at risk, they 
“blow down” the gas cap. They do this because producing gas from an oil reservoir and not 
replacing it will result in a decrease o f  reservoir energy and. therefore, a decrease in oil recovery.

Another bad thing happens when the reservoir pressure decreases; some oil changes from liquid 
to gas. The remaining oil becomes thicker. Think about soup cooking; as water evaporates, the 
remaining liquid becomes thicker. In an oil field this thickening makes it harder for the oil to 
flow and, thus, decreases oil recovery. We all know that it is much easier to suck water up a 
straw than it is molasses.

In summary, looking simply at the reservoir engineering science, producing gas from an oil 
reservoir while there is still commercial oil remainin'; to be produced WILL cause a portion o f  
the oil resources to be lost and, thus, the gas cap in an )il reservoir should only be “ blown dow n’* 
when no more commercially recoverable oil remains.

The explanation above assumes that all o f  the gas can be recovered after all o f  the oil has been 
produced, and for most Lower 48 scenarios this is a reasonable assumption. However, for the 
North Slope, there will be a trade-off  between leaving oil in the ground and leaving gas stranded, 
and this tradc-off will be influenced by several factors.

For example, the remaining useful life and increasing operating cost o f  the aging North Slope 
infrastructure will impact this balance between losing oil and stranding gas. Much o f  the North 
Slope infrastructure that was put in place thirty years ago for oil production will still be 
necessary for gas production. As this infrastructure ages, two things happen: I) the cost to 
operate the equipment increases, and 2) components break and must be repaired or replaced. The 
later in time the gas is produced the higher the costs will be to operate, repair and replace 
equipment and, thus, the sooner the gas will become uneconomical to produce and the more gas 
will be left stranded.

The minimum rate at which TAPS can operate will also impact the balance between losing oil 
and stranding gas. Although the gas will have its own line which will operate independently o f  
TAPS, continued operation o f  the TAPS line will impact the economic life o f  the gas production 
because, as long as TAPS is operating, many o f  the operating, repair and replacement costs will 
be shared by both the oil and gas production, thus extending the time before either becomes 
uneconomical.

These and other factors will complicate the gas o f f ta k e  rate and timing decisions for North Slope 
fields. The A O G C C  is charged with preventing waste and insuring the greater ultimate recovery 
by making sure that the operators act in accordance with good oilfield engineering practices. In 
executing this responsibility, the AO G C C must be cognizant o f  the balance between oil recovery 
optimization and gas recovery optimization. This will be no trivial task.



The State o f  Alaska and other interested parties arc engaged in determining how best to 
bring North Slope gas to market. The Alaska Oil and Gas Conservation Commission 
("AOGCC") has a very important role in this process -  to protect the public’s interest by 
preventing waste and insuring greater ultimate recovery o f  oil and gas. To fulfill this role, 
the AOGCC must determine what gas production rates should be allowed from North 
Slope oil fields. As part o f  this process, the A O GCC will evaluate ExxonM obil’s 
proposed plan to develop the Point Thomson Field s a gas field rather than as an oil 
field. Generally, the most total hydrocarbon recovery from a retrograde condensate field 
would be achieved by conducting gas cycling operations to produce condensate (a liquid 
hydrocarbon that is considered •‘oil” under the Com m ission 's  governing law) until all o f  
the economically recoverable liquid hydrocarbons have been produced. Only then should 
the gas be sold. The A O GCC recognizes, however, that many other factors will -  and 
should -  be considered in exercising its regulatory powers.

Point Thomson is the largest proven yet still undeveloped field in Alaska. It is also one o f  
the most difficult to develop and manage properly because the majority o f  the resources 
are contained in what is called a retrograde condensate reservoir. Retrograde condensate 
reservoirs around the world tend to be deeper and have higher pressures and temperatures 
than conventional reservoirs. These abnormally high temperatures and pressures cause 
the fluids in the reservoir to have unusual properties. Thus, a retroj rade condensate 
reservoir acts differently than a typical oil field such as Prudhoe Bay or a typical gas field 
such as the Kcnai Gas Field. The diTerenccs in behavior arc technically complex and 
difficult to describe, understand, and address; yet understanding and addressing these 
differences arc essential to evaluating whether a plan o f  development satisfies the 
conservation requirements administered by the Commission.

A conventional oil reservoir is typically filled with a liquid hydrocarbon that has some 
solution gas in it. In such a reservoir all the fiuid exists as a liquid, but as it is brought to 
the surface its pressure drops and some o f  its solution gas is released. The same thing 
happens underground. As the pressure decreases in the reservoir, gas in the oil comes out 
o f  solution. To understand how this works, think o f  a bottle o f  soda. Before the bottle is 
opened, its contents are under pressure and it appears that there is just liquid in the bottle.
I lowever when the cap is removed, the pressure in the bottle is reduced and bubbles will 
start to form and float to the surface o f  the soda.

Conversely, a conventional gas reservoir is typically filled with hydrocarbon gas. The gas 
may have a small amount o f  hydrocarbon liquid, called condensate, vaporized in it. This 
condensate will not drop out as a liquid in the reservoir because the temperature is too 
high. However it will separate from the gas when the gas is brought to the surface where 
the temperature is lower. This is similar to what happens when someone blows warm 
breath onto a cold window and watches it fog up. The water tl.at exists as a vapor inside 
the warm lungs turns to condensation as it hits the cold window.
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Retrograde condensate reservoirs do not behave in the same ways that conventional oil 
and gas reservoirs do. Dropping the pressure in the reservoir does not cause gas to form 
from oil, as is the case in a conventional oil reservoir. Nor does vaporized condensate 
remain a vapor, as is the case in a conventional gas reservoir. Rather, for a retrograde 
condensate reservoir, as the pressure decreases, liquids drop out o f  the gas in the 
reservoir.

When a retrograde condensate field is produced like a conventional gas Held, the gas is 
produced and sold at high rates. Initially a large amount o f  condensate is produced with 
the gas. However the reservoir pressure drops quickly and condensate production drops 
dramatically because condensate is dropping out in the reservoir instead o f  at the surface. 
To further the problem, condensate that drops out in the reservoir is much more difficult 
to produce than that which remains entrained as a vapor in the gas. The liquid tends to 
build up and clog the pore spaces in the reservoir rock. Also, since this reservoir has 
never been exposed to liquid before, the rock acts as a sponge and some o f  the 
condensate will be immobilized and never come out. To make things worse, once the 
condensate comes out o f  the gas, very little >f it will return to a gaseous stale even if  the 
reservoir pressure is later increased. In other words this is a problem that you can ’t fix 
after you cause it; it 's  like unringing a bell.

In addition to lost condensate recovery, if  the reservoir pressure is reduced too quickly, 
the gas recovery will also decrease. The condensate that clogs up the reservoir and w o n ’t 
come out also blocks the gas from coming out. This is similar to an air filter on a car. 
When the filter is new, a ir will flow through it freely, but as it gets older the pores in the 
filter begin to clog with dirt (as the pores in the reservoir would clog with condensate) 
and the air will not flow through as well. Eventually no air at all will flow.

So w'hat’s the answer? To maximize condensate production from a retrograde condensate 
reservoir, it is necessary to keep the reservoir pressure high until the condensate has been 
recovered. Often this is accomplished through a process known as “gas cycling.” In this 
process hydrocarbon gas is produced, the condensate is removed and sold, ar.d the now- 
lean gas is injected back into the reservoir to maintain pressure and to sweep more 
condensate to the surface. As this process continues, the gas produced slowly becomes 
leaner and the yield o f  condensate decreases. Eventually the gas is stripped o f  most o f  the 
liquids and it is safe to sell the gas. This method delays gas sales, but it results in greater 
ultimate recovery o f  both liquid and gaseous hydrocarbons.

Another method used to develop retrograde condensate fields is to inject a substitute gas 
such as nitrogen or carbon dioxide either to replace or to supplement the produced gas for 
pressure maintenance. Unfortunately, there is currently no substitute gas available to 
Point Thomson.

These are jus t  a few o f  the more common methods used for developing retrograde 
condensate fields and each has advantages and disadvantages that must be considered. 
Primary depletion as a gas field is the least efficient and results in the lowest hydrocarbon 
recovery. However, it is the simplest and cheapest method for the operator since it does



not require an investment in equipment to recycle the gas. Gas cycling yields greater 
hydrocarbon recovery but may be less attractive to the operator because it has a higher 
up-front development cost for compression and it has low up-front cash flow due to the 
deferral o f  gas sales. Injection o f  outside substances has the possibility o f  maximizing 
both condensate recovery and cash flow, but it is the most expensive method because in 
addition to compression equipment it requires the purchase o f  a substitute gas.

Selection o f  an optimal method o f  development must consider all o f  the unique aspecls o f  
the reservoir in question, as well as the practicality and applicability o f  the various 
development methods.

The operator o f  the Point Thomson Unit has indicated that the only development scenario 
that makes sense is to develop Point Thomson as i f  it were a  normal gas field, which 
would likely result in significant loss o f  condensate. Since the AO G C C must determine 
whether this development option is consistent with good oilfield engineering practices 
and will result in greater ultimate recovery, the agency is working with an outside 
consultant who has extensive retrograde condensate reservoir expertise. The AO GCC and 
its consultant arc evaluating different development options and developing a sound 
technical basis for conservation orders relative to the development plan that is ultimately 
proposed by the operator o f  the Point Thomson Unit.
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The State o f  Alaska and other interested parties are engaged in determining how best to bring 
North Slope natural gas to market. The Alaska Oil and Gas Conservation Commission 
(“A O G C C”) has an important responsibility in this process -  to protect the public’s interest by 
preventing waste and insuring greater ultimate recover)' o f  oil and gas. To fulfill this role, the 
AOGCC must determine what gas offtake rates should be allowed from North Slope fields, most 
notably the Prudhoe Oil Pool and the Pt. Thomson gas condensate reservoirs.

Th?re are over 35 trillion cubic feet o f  gas reserves within these two fields. However, hundreds 
o f  millions o f  barrels o f  oil and condensate could be lost if  gas offtake from these fields is not 
correctly managed.

In general, maintaining reservoir pressure enhances oil recovery, but producing gas depletes 
reservoir pressure. Therefore, gas reserves in most fields are usually sold only after the liquid 
hydrocarbon reserves have been depleted. Until then, the gas that is produced is used to promote 
liquid production in various ways (including being reinjected so that it can provide the energy 
needed to get the liquid hydrocarbons to the surface and providing a source o f  gas for miscible 
injeclant used in enhanced oil recovery operations). And that is exactly what is happening right 
now at Prudhoe Bay and other North Slope fields.

The North Slope gas sales project will ultimately involve trade-offs between oil and gas 
recovery. The documents Role o f the Alaska Oil and Gas Conservation Commission in 
Establishing an Allowable Gas Offtake Rate for Prudhoe Day and Role o f the Alaska Oil and Gas 
Conse/yation Commission in Managing Development o f the Point Thomson Field explain these 
trade-offs. This document explains the process the AOGCC is using to insure greater ultimate 
total hydrocarbon recovery, i.e., recovery o f  both oil and gas, as the North Slope gas project 
moves forward.

Normally, the operator o f  an oil or  gas field applies to the AOGCC for “ Pool Rules." These are 
specific rules that stipulate how to develop the reservoir in a way that maximizes oil and gas 
recovery. However, the Point Thomson Owners have not yet applied to the AOGCC for Pool 
Rules.

Nor have the Prudhoe Owners applied for amendment o f  current pool rules to allow for a higher 
gas offtake rate. The existing Prudhoe gas offtake rate was set in IC.7 at 2.7 billion standard 
cubic feet (BCF) o f  gas per day. After deducting gas used as fuel and in enhanced recovery 
operations, this leaves about 2 BCF o f  gas per day available for sales. However, the gas sales 
scenarios that arc being discussed publicly could require increasing the Prudhoe gas offtake 
allowable.

Normally the AO G C C would wait for an application from the Owners before perfoiming the 
reservoir studies necessary to establish or increase gas offtake rates. However, that would delay 
the A O G C C ’s decision-making such that it could disrupt the timetable for a potential gas 
pipeline project. (The AO G C C needs to complete its evaluations and make its rulings for both

R o le  o f  the A la s k a  O i l  and  G as  C on s e rv a t io n  C om m is s io n
in N o r th  S lo p e  G a s  Sa les



Prudhoe Bay and Pt Thomson so the Owners have approved gas offtake allowables that they can 
use in the "open season” process that is required under the Federal Energy Regulatory 
Commission (“ FERC”) regulations. The current draft version o f  the Alaska Stranded Gas Fiscal 
Contract requires the Producers to apply to the A O G C C within 6 months o f  the effective date o f  
the contract for issuance o f  pool rules to authorize the field gas offtake rate for Point Thompson.)

Therefore, the AOGCC has chosen a proactive approach. There are two ways the Commission 
might take a proactive role with respect to such studies. One would be to conduct or arrange for 
consultants to conduct independent reservoir studies. The other would be to participate with the 
Owners and operators in their reservoir simulation studies, so that questions can be answered and 
adjustments can be made up front. Assuming adequate cooperation on the part o f  the Owners, the 
latter approach has significant advantages: lower cost to the State o f  Alaska, less time required to 
complete evaluation o f  the studies, more complete and a c c u r a l  input data, and use o f  proven, 
probably more sophisticated reservoir evaluation tools.

In 2005 the Commission held hearings to inquire whether the gas offtake rate from Prudhoe 
should be updated. The AOGCC decided that, a lthough the 1977 allowable was based on the best 
available data at the time, the appropriate gas offtake allowable must now be redetermined using 
the almost thirty years worth o f  reservoir description and performance information that has 
become available since 1977. Further, the Prudhoe Owners and the A O G C C established 
principles by which to perform collaborative studies. The report o f  the inquiry and the resultant 
study principles were issued by the AOGCC on December 5, 2005.

The AOGCC has contracted reservoir evaluation consultants to assist its technical s ta f f  in 
performing the Prudhoe study. The Prudhoe Owners have agreed to provide the A O G C C staff 
and consultants access to their simulators including the underlying engineering, geologic, and 
geophysical information. A data room has been set up in B P’s Anch ge offices, equipped with 
computers and software allowing review o f  the simulator results. The Owners have voluntarily 
offered to make the data room information available. The information meets the standards o f  AS 
31 .05.035(d) and 20 AAC 25.537(b) entitling it to be held confidential during this study period.

This study process began in January 2006, and is anticipated to be complete by the end o f  this 
year. Following this study period, either the Owners will submit an application to amend the 
Prudhoe gas offtake allowable or the AOGCC will call for a hearing. In either case, the A O G C C 
will hold public hearings to review the development plans associated with the proposed gas 
sales. The Owners will be required to submit for the record reservoir studies that best reflect a 
reasonable range o f  offtake options and their effects. The A O G C C may request (including by 
subpoena) any other pertinent information that has been used in the study but is not included in 
the Owners ' submission o f  evidence in the hearings. Claims o f  confidentiality for evidence in the 
hearings will be determined by the AOGCC during the course o f  the hearings under governing 
law.

On April 26, 2006 (he AOGCC and the Pt. Thomson Owners agreed upon a similar process for 
studying the allowable gas offtake from that field. Ihe  A O G C C  has contracted reservoir 
evaluation consultants to assist its technical s ta ff  in performing the Pt Thomson study. AOGCC 
staff  and consultants will have access to a data room in ExxonM obil’s Houston offices. The data



room will include reservoir engineering, geologic and simulation information and will be 
equipped with computers and software allowing review o f  the simulator results. Ihe study will 
begin before September 2006 and will last up to six months. The Point Thomson Owners have 
indicated they plan to apply to the Commission in late 2006 or early 2007 for Pool Rules and a 
gas offtake allowable rate.



A L A S K A  A F L - C I O
3 3 3 3  D e n a li  S tre e t , S u i te  123 • A n c h o ra g e ,  A la s k a  99503  ‘ 907 -2 5 8 -6 2 8 4  • l a x  77 7 -6 2 7 6

VINCI: BELTRAMI
E xecutive I’a 's iilen t
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Secretary /  T reasurer
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Chairman Chenau lt and other esteemed mem bers  o f the House Finance 
Committee:

Thank you for the opportunity to testify. My name is Vince Beltrami and I am 
president o f the A laska AFL-C IO .

I would like to thank the G ove rno r fo r the p rocess that AGIA lays out. One thing 
is c lea r whether you ag ree o r  d isagree with the AGIA strategy. No one in this 
state car. say  ou r G ove rno r does not want to build a natural gas pipe line.

No one has o ffe red up a better, fairer alternative. Speak ing on beha lf o f  the 
6 0 ,0 0 0  A laskan members the AFL-C IO  represents, the A laska AFL-C IO  supports 
the AGIA in its p resent form; specifically, the component which includes a project 
labor agreement. I was happy to see  the G ove rno r ’s m essage  in the April edition 
o f  the Labor Department ’s Trend publication, which demonstrates the Governor's 
commitment to and understanding o f what it is the PLA brings to the project.

In o rder to train a workforce for this project, it is necessa ry  to align with thfcbest 
craft training availab le in the state. No one disputes the union apprenticeship 
p rograms do it best. W e ’ve been training for years , we a re training now, and we 
will ramp up more and further training when an ag reement is done.

D iscussions we have had with oil company folks, discussion with our L'S 
delegation, and with most o f our state legislators show that a PLA is widely 
believed to be a necessa ry  component o f a project like this.

My opinion is that this component and others in the Governor's plan may try to be 
leveraged to m ake this bill fail. If so, that in itself would be a tragedy not unlike 
the P PT  debac le , serving the interests o f  a few instead o f the interests o f the 
many.

To  demonstra te what g oes  on regularly, and the commitment the unions are, and 
have been, making to A laskans, I would like to submit fo r the record a DVD I 
m ade yesterday. I was speaking with the training director o f the NECA/IBEW  
training p rogram  on Thursday (May 3 ,(t) when he mentioned he had eight 
students doing a 72  hour c lass  at the facility on residential electricity, The



students, all Alaska natives from the Bethel region, were in the midst of training 
as we spoke. With no afore knowledge, rehearsal, or set up, I drove over to the 
school with my video camera, stepped out of my vehicle and recorded a few 
minutes of something that goes on all the time; the union apprenticeship 
programs training Alaskans at our facilities and out in the rural communities.

And we stand ready to train an Alaskan workforce to build a natural gas pipe line. 
Also, noteworthy, is all the training we do, comes at no expense to those getting 
the training. Employer contributions negotiated with the unions and, in some 
cases, supplemental monies from programs like STEP, help assure that 
Alaskans will be trained with little more than an investment in time and 
motivation. Our training records are a testimony to that fact.

While I respect the investment our producers have made in this state, I believe 
that Alaskans will be best served by using a process like AGIA to reach our 
ultimate goal: putting Alaskans to work to build a thriving economy.

Thank you for the opportunity to testify. I know and appreciate the fact that you 
are all working hard, and I urge you to continue to work hard for the passage of 
AGIA for the benefit of all Alaskans!

Sincerely,

Vince Beltrami 
President 
Alaska AFL-CIO
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T h e  A l a s k a  G a s l i n e  I n d u c e m e n t  A c t  

a n d  A l a s k a  H i r e

By Governor S rrah  Palin
I have Ini :i recognized that AGiA must not only induce a gasline, but also must 
provide A 'askans rsal opportunities for gasline-related employment. This m ean s  
offering vocational programs to train Alaskans for pipeline jobs, a s  well a s  
assuring that Alnt *ans will fill those jobs. AGIA fulfills th e se  goals  in six ways.

First, AGIA require b that applicants commit to hire A laskans for m anagem ent,  
engineering, cc  'stiaction, operations, maintenance, and othe, gasline-related 

positions, and  to contract with Alaska bus in esses  ' » the extent permitted by law. Note that jobs to be filled are  not 
short-term construction position. : w e  want Alaska, is trained and  experienced in all facets of this project, including its 
m ain tenance and  m an ag e  r»en. for the 40 or 50 y ea rs  it is producing. R em em ber that the requirement is not limited 
to simply hiring A laskans but o contracting with Alaska b u s in esses  to do pipeline work, which will expand the scope  
of the pipeline’s  impact o.; ca ree rs  in Alaska.

Second, the AGIA requi’ i s  that applicants commit to establishing a  local headquarters  in Alaska. This is an 
important requirement r ince project rnanr-gemenl will be coordinated in Alaska, enhancing the likelihood that 
m an ag em en t positions will be staffed by /  askar s.

Third, applicants m ust commit to negotiate a  project labor agreem ent. A project labor ag reem en t is basically a  pre­
construction bargaining agreem en t betwei.1. m anagem en t and labor, specific to tne project. Under a PLA, costs  
a re  estab lished  for labor, including w ages, veneTts, and  working conditions. PLAs provide a host of a s su ra n ces  
for both m an ag e m en ' and  workers. Stability in labor cost estim ates lessen s  cost overrun risks. No-strike/lock-out 
ag reem en ts  a s su re  there ace no m anagem ent-labor disputes for the duration of the project, which prom otes on- 
time delivery c f  project milestones. Local hiring halls can be established. Apprenticeship requirements would offer 
A laskans the opportunity to learn on the job, with pay and benefits. PLA language would allow bidding for any 
pipeline-related work to bo open  to any qualified firm, union or non-union.

Fourth, AGIA requires the Commissioner of Labor and Workforce Development to develop a job training program for 
pipeline-related positions, h is so  important to train a skilled Alaskan workforce and  we a re  committed to doing this 
right. As an  added  benefit, it se rves  a s  an inducement to the licensee, which would prefer that the s ta te  handle this 
responsibility. We are  p leased  to do so.

Fifth, if explorers ge .  financial terms that enable  them to economically explore for, discover, and transport new g a s  
to and through the line, it op en s  the North Slope basin to not just marketing the known 35 trillion cubic feet of gas  
there, but to the additional hundreds of trillion cubic feet of g a s  waiting to be discovered. A gasline that will transmit 
hundreds of trillions of cubic feet of g a s  for 40 or 50 years is a critical m ean s  to provide long-term vocational stability 
to Alaska workers.

Last, AGIA requires that the applicant commit to provide for a minimum of five delivery points of g a s  in Alaska. Off­
take points from the main line provide opportunities for spur lines to fuel Alaska hom es and b u s in esses  with Alaska 
gas. In-state delivery a lso  requires additional infrastructure, which in turn requires additional personnel to build and 
maintain the infrastructure.

I believe strongly in offering Alaskans the best and most meaningful opportunities to capitalize on work generated  by 
AGIA and the gasline it will facilitate. AGIA does  that -  it offers Alaskans not just jobs, but careers.

The above paragraphs are excerpts from Governor Palin's weekly Alaska Gasline Inducement Act briefing on 
Alaska hire. For further information on AGIA, please visit our website at http://www.gov.state.ak.us/agia/
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(907) 562-5818

R E :  H o u s e  F i n a n c e  C o m m i t t e e  T e s t i m o n y  ( H B  1 7 7 )  M a y  5 ,  2 0 0 7

G o o d  a f t e r n o o n  C h a i r m e n  C h e n a u l t  a n d  M e y e r ,  C o - C h a i r  S t o l t z c  a n d  o t h e r  

e s t e e m e d  a n d  d i s t i n g u i s h e d  m e m b e r s  o f  t h e  H o u s e  F i n a n c e  C o m m i t t e e .  M y  

n a m e  i s  L y n n  J o h n s o n  a n d  a s  m o s t  o f  y o u  k n o w ,  I  a m  t h e  P r e s i d e n t  a n d  c o ­

f o u n d e r  o f  D o w l a u d - B a c h  C o r p o r a t i o n  a n d  a  p a s t  P r e s i d e n t  o f  t h e  A l a s k a  

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

y o u r  d i l i g e n t  a n d  t h o u g h t f u l  w o r k  t o  d a t e  o n  A G I A  a n d  H B  1 7 7 .  I  s u s p e c t  t h a t  

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

s u b j e c t .  T h e  r e a s o n  f o r  a l l  o f  t h i s  f u s s  i s  t h a t  A l a s k a  n e e d s  t o  g e t  g o i n g  o n  a  g a s  

p r o j e c t  n o w ,  n o t  l a t e r .  I t  a p p e a r s  t o  m e  t h a t  w e  a r e  n o w  f a r t h e r  a w a y  t h a n  e v e r  

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

t h e  l o w e r  4 8 .  T h e  t h r e e  m a j o r  p l a y e r s  n o w  s a y  t h a t  t h e y  a r e  n o t  e v e n  g o i n g  t o  

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

p i p e l i n e .  W i t h o u t  t h e i r  p a r t i c i p a t i o n ,  t h e  p r o b a b i l i t y  o f  A l a s k a  e v e r  g e t t i n g  a  g a s  

p i p e l i n e  i s  c l o s e  t o  z e r o .  W e  w e r e  m u c h  c l o s e r  t o  a  p i p e l i n e  t w e l v e  m o n t h s  a g o  

a n d  i t  s e e m s  t o  b e  g e t t i n g  w o r s e  b y  t h e  d a y .

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

f o r  t h e i r  p o s i t i o n ,  b u t  t h i s  a n t i - b i g  o i l  r h e t o r i c  h a s  g o t  t o  s t o p .  T a x e s  o n  t h e  o i l  

p o r t i o n  o f  t h e i r  c u r r e n t  b u s i n e s s  p r o v i d e  8 8 %  o f  o u r  c u r r e n t  s t a t e  r e v e n u e  a n d  

h a v e  d o n e  s o  f o r  y e a r s ,  a n d  t h i s  i s  h o w  w e  t r e a t  t h e m ? ?  W e  n e e d  t o  m a k e  k e y  

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

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

http://WWW.DOWLANDBACH.COM
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I n  s u m m a r y ,  i f  b u s i n e s s e s  s u c h  a s  m i n e  a r e  g o i n g  s u r v i v e ,  w e  a l l  n e e d  t o  

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

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

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

f r o m  a n o t h e r  b a s i n  i s  g o i n g  t o  f i l l  t h e  n e e d  i n  t h e  M i d - W e s t  a n d  A l a s k a  g a s  w i l l  

n o  l o n g e r  b e  i n  s u c h  h i g h  d e m a n d .  L e t ’s  f i x  A G I A  a n d  t h e n  p a s s  i t  b y  e n s u r i n g  

t h a t  i t  a d d r e s s e s  t h e  n e e d s  o f  A l a s k a n s ,  o f  t h e  d e v e l o p e r  a n d  t r a n s p o r t e r  a n d  o f  

N o r t h  S l o p e  p r o d u c e r s  a n d  s h i p p e r s .  I t ’ s  T i m e .  T h a n k s
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Testimony regarding House Bill 177 
M ay 5, 2007 

By
Kelly Patrick, Alaska State Resident

Co-Chairm en Chenault and M eyer’s, members o f  the House Finance Committee:

Good afternoon, my name is Kelly Patrick. As a long time Alaskan and an active 
participant in the community and public affairs, I appreciate your scrutiny and close 
examination o f  the bill as drafted by the Governor.

Oil revenue currently accoums for 90 percent o f  the states budget. Alaska N orth  Slope oi! 
production is decreasing and will continue to do so with the States budget situation 
becoming critical well before 2016 Certainly the House more than anyone understands 
the need to move swiftly and decisively towards replacing our oil based econom y with a 
more diversified economy based on natural gas.

I am concerned that in the Governor’s desire to be fair to all, we now have a bid process 
that does not contain the clear and objective criteria for the evaluation o f  applications that 
I would anticipate in any bid process. 1 urn also concerned that providing a $500 million 
incentive w ould  encourage those without the financial strength to carry through with a 
piojcct o f  this size Most RFPs (or, in this case an RFA) that the normal business 
comm unity contractors respond to have to show proof they have the financiul 
wherewithal to  pay their employees and arc very specific that any expenses incurred 
during the course  o f  the bid arc not reimbursable. As a prudent business person, I would 
expect the State o f  Alaska to make the same requirement.

1 also have to concur with previous testimony that points out that the State o f  Alaska 
needs to im piovc their internal processes in selecting project winners in an effort to reach 
a more productive and beneficial outcome for the people o f  the State o f  Alaska. The 
selection o f  this Licensee needs to follow a formalized, logical objective course Any 
subjectivity in selection needs to be eliminated.

We all talk about making sure that wc have future jobs for our children and 
grandchildren, as they are the ones who will continue to make Alaska prosperous. With 
the continual decrease in oil production to keep TAPS filled, it is imperative that wc do 
not fuil in getting an acceptable bid process in place preferably prior to the end o f  the first 
half o f  this legislative session.

1 thank you for your time. I know that you want to do what is best for the State o f  Alaska 
and for its future generations I ask that you make certain that HB 177 accomplishes that 
mission
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U D E L H O V E N
O illie k l System  Services, IncorporuioiJ

184 East 53rd Avonuft 
Anclioragc, Alaska 99518-1222 

(907) 344-1577 Fax (907) 522-2541

Mr. C h a irm an ,  m e m b e r s  of th e  com m ittee.

T h an k  you for th e  opportun ity  to testify on the AGIA Bill. My n a m e  is J im  Gilbert, a n d  I'm P re s id en t  and  
testifying on b eh a lf  o f m y c o m p an y ,  Udelhoven Oilfield S y s te m  S en / ices .

O ur 4 0 0 -p lu s  e m p lo y e e s  provide technical expe rt ise  to the  oil a n d  g a s  industry  in A laska ,  the  Gulf of 
Mexico, Tbilisi, G e o rg ia  a n d  Bohai Bay, China.

First a n d  fo rem ost,  w e  w a n t  a  g a s  p r o je c t ... s o o n e r  ra th e r  than  later, a n d  with th e  g r e a t e s t  long-term 
benefits  for th e  S t a t e  of A laska ,  A laskan  workers, A laskan  b u s in e s s e s  a n d  all A la sk a n s .  North S lo p e  
g a s  co m m erc ia l iza t ion  ho lds  the  key to A laska’s  future.

W e u n d e r s ta n d  th e  im p o r ta n c e  a n d  urgency  of transforming o u r  g a s  potential into a  g a s  project. T h e  
opportunity  to  m a rk e t  o u r  g a s  w on 't  last indefinitely, a n d  th e re 's  a  very  real risk of losing it a l to g e th e r  if 
.ve d o n 't  ac t  quickly.

Agia n e e d s  fixing, l is ten  to th e  p ro d u c e rs  an d  follow their lead.

Both th e  s la te  a n d  s h ip p e r s  n e e d  to b e  involved in a n d  h av e  overs igh t of a  pro jec t  ex ecu t io n  plan that 
p rov ides  th e  g r e a t e s t  n e tb a c k s  a t  the  wellhead. A third-party pipeline builder with n o  p roduction  
in te res ts  will h a v e  n o  incen tive  to re d u ce  cos ts  a n d  no  ability to ' 'g u a ran tee ' '  th e  tariff in a d v a n c e .

T he  A lask a  G a s l in e  In d u c e m e n t  Act m ay be our last a n d  b e s t  c h a n c e  to m a k e  a  North S lo p e  g a s  
project a  reality, bu t only if it's fixed before it's p a s s e d .  In o rd e r  to s u c c e e d ,  th e  bill m u s t  a c k n o w led g e  
the in te re s ts  of A la s k a n s ,  a n d  of North S lope p ro d u cers  a n d  sh ippers .

T hank  you.
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3443 Minnesota Drive • Anchorage, Alaska 99503 • Phone (907) 276-1149 • Fax (907) 274-1946
www.aktrucks.org

A l a s k a  T r u c k i n g  A s s o c i a t i o n ,  i n c .

Aves Thompson, Executive Director 
A laska Trucking Association 
House Finance Testimony, I-IB177 
Saturday, M ay 5, 2007

Thank you. M r. Chairman and members o f the committee, I  am 
Aves Thompson, Executive Director o f the A laska Trucking 
Association. The Alaska Trucking Association is a state wide 
organization representing trucking interests from Barrow  to 
Ketchikan for more than 49 years. Our more than 200 members 
represent all o f the diverse trucking operations in the state and 
many associate members who provide goods and services to our 
industry. On behalf o f A T A , I thank you for the opportunity to 
testify on the subject o f A G IA .

The highest priority o f the Alaska Trucking Association is to get 
a gas line built, up and running and delivering A laska ’s gas to 
market. We applaud the Governor and her team for promptly 
presenting A G IA  to the legislature for their consideration.

We believe like others, that A G IA  has a chance to bring a gas 
line to fruition. We also believe that certain changes must be 
made to make the gas line a reality. I will address some o f the 
important issues as we see them.

If you Qot It. a truck brought it..

http://www.aktrucks.org
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• B id requirements o f the bill are far too specific. The better 
approach may be to set performance specifications or 
expectations or outcomes and let the bidders address how 
they w ill meet those expected outcomes. There may be other 
ways to reach these mutually beneficial outcomes, and the 
prescriptive nature o f the current bill guarantees we w ill 
never hear the alternatives.

• The bill needs clear and objective criteria for evaluating 
applications. Some recommendations for criteria are:

o Best financial return to the state, 
o Lowest level o f risk o f delays due to lawsuits, etc, 
o Highest probability o f success, 
o Jobs, instate use o f gas, etc. 
o Expansion provisions for adding gas to the line.

• The bill places too much emphasis on mitigating the short­
term financial risks incurred by the pipeline builder and too 
little to address the much longer-term and greater risks o f gas 
shippers. F iscal certainty is an important issue for those that 
w ill be asked to commit to long term firm transportation 
agreements worth billions of dollars over the life o f the 
agreements.

These are a few o f our concerns and I ’m sure you w ill hear from 
others today as they share their testimony. The Alaska Trucking 
Association is eager for this project to succeed and stands ready 
to assist in any way to help make this dream a reality. Thank 
you for your time.

II you ijot It, .i truck brouylU it,

http://www.aktrucks.org


- Position on the  A laska Gasline Inducement Act -
# & & &  c w t i  B in  m

5-May-07

My name is Maynard Tapp and  I w o rked  in A la ska  s ince 1 9 7 2 , 1 am  a citizen o f  A la ska  s in ce  1990  and A la skan  in sp ir it  s in c e  
1954 when  my dad w orked  f o r  the  U .S . C o a s t  G ua rd  in Ba rrow .
HOW TO DO THE DEAL NOW

1. Take the existing AGIA add w ha t was le a rned  by the leg is la tu re  in the p re v iou s  3 yea rs . I am  n o t  sugges t ing  re -v is it ing  
the S tranded G as Act.

2. P a s s  AGIA
3. Begin Negotiations with Qua lified  Cand ida tes  acco rd ing  to  the fo l low ing :-

a . in an open and t ran spa ren t p ro c e s s ,  and in line with cu r ren t  AK  S ta te  P ro cu rem en t P o lic ie s , c reate a weighted 
eva luation sy s tem  that w ill fa ir ly  ju d g e  the p ro p o s a ls  p r io r to  award that w ill b e  ava i lab le  fo r  pub lic sc ru tiny .

b. Require p e r fo rm ance  b ond s  f rom  a l l partic ipants tha t a re  w illing to spend  $ 50 0  m ill ion  on  a Feasib il ity  S tu d y  (a p p ro x  
2%  o f  tota l es tim ated  co s t ) .

4. Award the $50 0  m ill ion  b ased  on  a s u c c e s s fu l "O pen  S e a s o n ”
5. A sk  y ou rse lv e s  this ques t ion . "A re we bette r o f f  with an in f lex ib le  fo rm e r  g o v e rn o r ,  o r  a cu rren t ly  in f lex ib le  

c om m is s io n e r? ”

Rem ember, every day w e  de lay  the gas line -
• The sta te o f  A laska lo s e s  $4 .2  m ill ion  d o l la rs .
• North S lope  p roduction  and  re la ted s ta te  revenues  d ec lin e  at 6%  p e r  year .
• Competing p ro jec ts  and techno log ie s  a round  the w o r ld  are n o t  waiting fo r  A laska .

Do you  want the fede ra l g ove rnm en t to take o ve r  the p ro je c t?

State o f  A laska G oa ls  are; 1. Bring m ore  o ;! to market ; 2. B ring  Gas to Market; and 3. C o l le c t  revenues  fo r  A la sk an s . 

CONCLUSION :
BE LEADERS fo r  the sa ke  o f  A laska . Make AGIA y ou r  own . P a s s  AGIA. W o rk  the deta ils  with the Adm inistration .

Thank-you fo r the opportun ity  to speak  to y o u r  comm ittee .
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ALASKA SUPPORT INDUSTRY ALLIANCE HOUSE FINANCE TESTIMONY
ON HOUSE BILL 177

May 5, 2007
Thank you, Chairman Chenault & members o f  the House Finance Committee . 
I'm Paul Laird, and I'm genera l manager o f  the Alaska Support Industry 
Alliance.

Our m em ber companies provide the goods & services that make A laska’ s o i l , 
gas & mining industries possible. Their futures, like the futures o f  a l l  Alaskans, 
depend on a North Slope gas p ro ject.

This bil l, as cu rren t ly  d ra fted , won't get us one.

Some o f you and many o f  your colleagues in the legislature p rivate ly 
acknow ledge that the Alaska Gasline Inducement Act is f lawed ... that i t ’ s more 
like ly to  induce years o f  disappointments & disputes than a gas line.

You ’ ve heard the arguments, you know the problems. I won't be labo r them , 
and f o r  tha t, you ’ re welcome.

But on b eha lf  o f  ou r 4 0 0  members, the ir 30,000+ Alaska employees and 
everyone who depends on a strong Alaska economy fo r  the long te rm , I urge 
you to  fix them now.

Terms o f  the bill d ictate that you may not get a second chance fo r  many years, 
and by then, i t  may oe too  late.

W e sa lu te the e f fo rts  o f  some o f  you to induce compromise between two 
seemingly immovab le forces - a popular governor with a plan tha t p robab ly 
won 't work and powerfu l North Slope producers with proposals that appear 
po lit ica l ly  unpalatab le .

Yes, we get i t .

We sa lute you r e f fo rts  to craft a bill that can achieve its ob jective .

We w ill support you when you make the tough decisions that w ill be required if 
this b il l is to succeed.

Thank you.
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N O R T H W E S T  T E C H N I C A L  S E R V I C E S

Testimony regarding House Bill 177 
May 5, 2007  

By
Mary E. Shields. General Manager 

Northwest Technical Services

Chairmen Chenault and Meyer, members o f the House Finance Committee:

G ood  afternoon. My name is Mary Shields and I am the Genera l Manager o f Northwest 
Technical Services. W e  employ over 100  people in Alaska, most o f  whom work in the 
oil industry.

As a long time A laskan (since 1 9 7 2 ) and an active participant in many a reas  o f Alaskan 
life, I appreciate your scrutiny and c lose examination o f the bill as posited by tho 
Governor.

As we are all aware, certainly you more than anyone else, it is the responsibility o f  the 
Legislature to foste r an investment and development climate that will add value to our 
state resou rces and encou rage participation in this enormous project. I am concerned 
that in the Governor's desire to be fair to all, we now have a bid p rocess which does  not 
contain the c lea r and objective criteria for the evaluation o f  applications which I would 
anticipate in any bid process . I am a lso concerned that providing a  $ 5 0 0  million 
incentive would encourago those without the financial strength to carry through with a 
project o f this size. Most R F P s  (or, in this case an RFA) to which I have responded 
require that Northwest Technical Services show proof that we have the financial 
wherewithal to pay ou r emp loyees and are very specific that any expenses  incurred 
during the cou rse  o f  the bid are not reimbursable. As a prudent business person, I 
would expect tho State o f A laska to make the same requirement -  we shou ldn ’t pay any 
company to bid.

I a lso  have to concur with previous testimony that points out that the State o f A laska has 
a d isastrous record o f  selecting project winners. The selection o f  this L icensee needs to 
follow a formalized, logical objective course. Any subjectivity in selection needs to be 
eliminated.

W e  all talk about making sure that we have jobs for our children and grandchildren in 
the future They a re the ones  who will continue to make Alaska prosperous. With the 
continual dec rease  in oil production to keep TAPS filled, with the sure lo ss  o f positions

4401 U usincsJ P a rk  B ou levard . B ldg  N, S ic  2 6 .  A nchorage, AK 9 9 5 0 .1 -1 5 8 0 .9 0 7  562-1613  *907 562-5875  Tax
R -M iiil: al(ir/|H lsiceli coin . W cbsiie: w w w .N W T S -ak .com

http://www.NWTS-ak.com
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and dollars to the state's coffers as this happens, it is imperative that we do not fail in 
getting an acceptable bid process in place -  preferably prior to the end of the first half of 
this legislative session. We've all seen the charts.

I thank you for your time. I know that you want to do what is best for the state of Alaska 
and for its future generations. I ask that you make certain that HB 177 accomplishes 
that mission.

Kind regards,

4401 Business Park Boulcvurd. Flldft N, Sic 26, A»cliorui;c, AK 9950.1-4580 , 907 562-1611.907 562-5875 fax
E-Mail; a.kfe’pclslcdi com. Website: www.NWTS-ak.cain

http://www.NWTS-ak.cain
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M y name is Joey Merrick, I ’m  from Eagle River and I ’m  also the Business M anager o f  
Laborers’ Local 341, We represent over 2100 members in south central A laska 
comprised o f  Pipeline, Building Trades, Heavy and Highway workers, T hank you for 
working through the weekend to allow public testimony on H 3  177.

W e want to be sure that we are on record in support o f  a gas project as it is vital to 
A laska’s Economy. W e appreciate the Administrations and the Legislators efforts to 
bring our gas to market and to put Alaskan’s to work.

I appreciate the  time the legislators are putting in on this very important Bill. Thanks for 
taking the tim e to meet with me over the last couple o f  days in Juneau as I know  how  
busy you are at this time o f  the session. I hope 1 was able to show those o f  you  w ho met 
w ith  m e that the only way to guarantee that Alaskans get to work first is through a  project 
labor agreement.

There are m any  aspects o f  AGIA, but the issue that is the most important for the people 
that 1 represent, is putting the Alaskan people to work.

The best w ay to do that is with a Project Labor Agreement. It is a w ay that you can 
guarantee that Alaskan workers will be dispatched through Alaskan Hiring Halls and 
Alaskan Apprentices will be afforded opportunities to learn their craft and to keep their 
wages and benefits in Alaska to help maintain the economy.

Only through a Project Labor Agreement can we make sure that Alaska Native Hire will 
take place and we can help the growing unemployment rates in the Rural Villages.

W e would encourage you to make sure that a Project Labor Agreement will stay in the 
AG IA  to be sure that the Alaska Workers arc able to take advantage o f  the Biggest 
Project in the stales history and that Alaskans can help develop our gas.

T hank you for allowing me to speak on behalf o f  the Laborers Local 341 on HB177 and 
once again thank you for the work you are doing to bring our gas to market.
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P age  1 o f  1
NOTES 4 -3 0 -0 7  AG*A TEF^IMONY fo r  the R eco rd
TO: G o v e n o r ,  A tton ,.,>  o e n e ra l ,  Leg is la tu re , and the C it izens o f  A la ska
FROM : P a u l D. K en d a l l  -  907 -2 22 -7882
REF : A LA SK A S  F U T U R E -  8 Po in t  H an
I re a l ly  th ink  we need  to  ou t line  an imme iia te b u s in e s s  p lan f o r  a v is ion  fo r  
A la s k a s  fu tu re . . .

I F IRM LY  BEL IEV E  THAT ALL OF THE PR O JE C T S  L ISTED  B E LO W  NEED 
TO BEG IN  R IG H T  AW AY WITH ALL DO HASTE !

P R O JE C T S  TO UN DERTA KE : at the sam e  time

1. C anad ian  G as  L ine P ro je c t

2. A la s k a n  / A m e r ic an  Sove re ig n  Line to V a ldez  f o r  E xp o r t  and  
A la s k an  e c o n om ic  in fra s truc tu re

3. S in g le  F am i ly  H om e  and Res iden tia l "E ne rgy  B i l l o f  R ig h ts "  (4 a re a s )

4. V i l la g e  and  C om m un ity  H yd rogen  Gas Fue l C on v e rs io n ,  P ro du c t io n  and  
Im p le m e n t a t i o n -O n e  p ro je c t  p e r Ma jor City a re a -  + =# o f  lo n e  v i l la g e s

5. A N W A R  Open ing  f o r  the P u rp o se  o f  H yd rogen  P ro du c t io n , S to ra g e ,
R  & D f o r  A la sk a  and  fo r  Nationa l Secu rity  P u rp o s e s . .

6. The lo ca t in g , re lo ca t in g , and facilitating the le g is la tu re  to fu l l t ime 
to the A n c h o ra g e  a rea  fo r  9 m on ths  o f  the y ea r  -
S a la r y  f o r  fu l l t ime rep re sen ta t ive s—
Ex tend in g  a l l e lec ted  pos it ion s  to min 4 y ea rs  o f  s e rv ic e  in o f f ic e ,
A 24  / 7 A la sk a  ch ann e l + use it as a po lit ica l cam pa ign  ch ann e l

7 . V e ry  la rg e  R en ew ab le  Energy App lica t ions P lan  (n o  F o s s i l  F u e ls )

8. P e rm a n e n t  Fund  R ev iew  -  into land and new w o r ld  en e rg y  t e c h n o lo g ie s

If y ou  te a se , deta il , g row , and initiate the above  p ro je c ts  ou t ;
E xpand  by  su b d iv id in g  into needs o f  each o f  the ab o v e  p ro je c ts  
y ou  w ill s a c  a t ram en d ou s  potentia l fu ture ... . HUGE !

Bu t ; Are we ab le  to  h and le  all o f  these  at the s am e  time ? ?

I w an t to be  o u r  H YDRO GEN  MANAGER I COM M ISS IONER  I! P le a se !

IN C LO S IN G  P au l D. K enda l l —  907 -2 22 -7882
........................................ EN D ...................................................................da to 4 -3 0 -0 7
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1

5-3-07
TO : G o v e n o r ,  Atty Gen , Leg is la tu re  and the p eop le  o f  A la ska  
FROM : P au l D. Kenda l l 

4  9 0 7 - ? 2 2 -7 8 8 2

AG IA NOTES ::TEST IM ONY

8 Y e s te rd a y ,  o r  ra th e r  e a r ly  this am  i s e n t  you  all an  email tit led H is to r ica l 
m o m e n t s ” ., con ta in ing  sugges t io n s !
J u s t  s o m e  f i l le r—

12 The  3 B N P s  (3 big n on -p rodu c e rs )  have o rgan ized  ( th o s e  big d ow n tow n  
bu i ld in g s  a r  fu l l  o f  s t a f f ) and you  need to a lso , if you  have  to c re a te  new  
c om m it te e s  to take te s t im ony  on o th e r th ings tha t i th ink a re  re le v an t  to 
AGIA -  w h ich  i kn ow  you  p rob ab ly  d is sag ree . .

16 L o o k ,  y o u  have  gotten  into som e th ing  that is g o ing  to requ ire  y o u r  fu l l 
t ime to  d o  r igh t -  and  this is worth  a lo t o f  5$ and h is to ry

20 L o o k  -  EN ERG Y  HAS BECOM E HUGE— it is one  o f  the f o u r  e lem en ts
n e c e s s a r y  f o r  us to live as  a v iab le  s oc ie ty— so r r y  h is to ry  tagged  y ou  guys  
to  le ad  us to o u r  new  soc ie ty ; Bu t if you  want to quit; ca l l me , i w ill take  
y o u r  p la c e  ! ha ha,

24

HEAR INGS  ON :

28 -E n e rg y  "B i l l  o f  R igh ts fo r  S ing le  Fam ily  h om e ow n e rs "
-S te e l p ro d u c e rs ,
-C a l i fo rn ia  and  w es te rn  c o a s ta l s ta te s  energy needs ,
-H y d ro -c a rb o n s  de fin it ion ,

32 -w e ll head  g a s  price $3 .5 6  p /mcf de fin it ions ,
-O i l f ie ld  le a s e s  in re fe rence  to taking ou t gas by us A la s k an s  n ow l,
-O i l f ie ld  le a s e s  in re fe re n ce s  to chang ing  all le a se s  now  f o r  fu tu re  u se . ,  
-H yd rog en  G a s  in all f ie ld s ,

36 -ANW AR op en in g  fo r  h yd rog en  gas deve lopm en t,
-W ha t  a re  H yd ra te s  -H U G E  D isc ove ry  ?
-G as  T rea tm en t P lan t ,
-R e f in e ry ,

40 -S h ip s  sh ip p in g  LNG,
-W ha t is BTU  & JU LE S ,
-How  P la s t ic s  and Hdrogen  a re  m ade  f rom  natu ra l g a s  in a re f in e ry ,
-W ha t  is c o a l  g a s i f ic a t io n ?

44 -P o w e r  L ine T ra n sm is s io n  d e v e lo p e rs
-W ha t is h appen ing  in DUBAI, QATAR, SAUDIA ARABIA ,
-W hy is S a u d la  A rabia say ing  they will supp ly  25 %  o f  w o r ld s  need  f o r  -
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H yd ro g e n ? ,
48 -Meet the  End u s e r s  o f  Gas-b ig  b oys , industr ia l , s ta tes  cities uti lit ies 

-P e rm an e n t  Fund  d irec t ion  o f  inves tm en t 
-Ra i l ro a d  b ond ing  capac ity  18 b il l ion  d o l la rs
-W ha t ro le ,  u se , %  o f  en e rg y  -  the S ing le  fam illy  h om e p la y s  in u s ing  - g a s ,  

52 e lec tr ic , w ate r , g a s o l in e  -

---------------------------------------24  -
TOTAL to date  = ______________ PR IOR ITY  o f  H ea rings_______________

56

60
P le a s e  c o n s id e r  the  fo l low ing :

1. N eed  to  s e e  a d is c u s s io n  and unde rs tand ing  o f  how  $3 .56  p e r  MCF at 
64 the w e l l head  is f igu red . . .

2. H Y D R O -C A R B O N S — W hat spec i f ic a l ly  a re  they ?
W h e re  d o  they c om e  from  ( oil and gas on ly  )

68 How  d o  they  in te ra c t?  W ha t d o  they m ake ?  
h ow  big a re  th ey  to each  o th e r?

3 .********* S h o u ld  we c o n s id e r  taxing by the M o lecu le s  ?  BTU s  ?  o r  J u le s  ?  
72 ? ?  and  o r  C a rb on  re le a s e s  ?  I am se r io u s  ab ou t lea rn ing  on th is ************

4 . . . .P le a s e  s to p  u s ing  the term F .T . ! Its u se  sh ou ld  be f o r  ins ide  t rad e rs  
on ly ! Y ou  m u s t  u s e  the desc r ip t ion  it rep re sen ts  -  even  if its o v e r  and  o v e r  

76 aga in  --- F .T. d is c o n n e c ts  the viewing pub lic b ecau se  its t o o  big o f  a term
to be a t ta ch ed  to F.T. u se .. . .the  3N Ps  know  that too .. .

5. S o m e o n e  w as  ju s t  to lling me that the 3BN P s  were sh ipp ing  g a s  a l l a long  
80 with the o i l and  w e re  genera t ing  o th e r  revenus  ou ts id e  the ag reed  to te rm s

and  they  w e re  u n d e r  s u i t  fo r  p e rh ap s  a lo t  o f  m oney  fo r  do ing  s o — we had 
b e t te r  l o o k  at the g a s  p ro c e s s in g , o r  t reatment p lan t o r  d irec t ou tpu ts  
c lo s e ly  to s e e  i f  g a s  w as  s tr ipped  o f  som e th ing  o f  va lue  ?

84
T h an k  Y ou ,

R e s p e c t fu l ly  and  S in ce re ly ,

P au l D. K e n d a l l  
9 0 7 -2 2 2 - 7 8 8 2
-----------------------------------------------------------e n d ------------------------------------------------------

88
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1

Historical moments 5*2-07 
AGIA TESTIMONY 
Paul D. Kendall

6 5-2-07

Ladies and Gentlemen,

I have been very busy a s  a citizen-- but now. off work and ready to help in any way i can,,
If you all were here.. W e could cut your lawn for you, or go fer you lunch or donate so m e money 

12 to you so  you could "stay in the frey" and so  on - so to speak...

Look, I (and i really think WE) see  what is going on! Its a coordinated sq u eeze  from two or more 
fronts or flanks and directions,.

If I may talk openly; They have you sequestered  in Juneau; Isolated and unnaccessab le  to the 
rest of us, away from your homes, where your families rest, rewind, reconstruct, and support 

18 each other ..
Maybe i am wrong about being sequestered  in Juneau; But i don't think so. History reflects that 
Shangrila can be a  cell, compound or prison also..

Every Major Event in History shows or tells of Equal amounts of courage or strength that 
have to be willed up to equal an unjust act or event ...

24 8y now, you m ust see, they have mustered their people/staffs/consultants/lobbyist, associates,
connections and insiders!

( and there is always insiders-that is why you are in the public and have to stay there; it is 
your safety and foundation)

THEY HAVE A PLAN--! THEY ARE SERIOUS ABOUT WHATEVER IT IS THEY ARE DOINGI 
30 YOU MUST PREPARE EQUALLY—

Look, find a calm place and reflect; You will s e e  the NON-Producers ( Burkes' Term) have a 
gam e plan, Its coordinated, Methodical, Rehersed, Discussed, Its been role-played...And;

Its too good not to be!

36 1. They have captured equal cam era and public time; This is being coordinated

2. By them occupying sp ace  and time -  Then they win because no one else  can fill that space
with enlightening or unexpected testimony - or you guys can't rest -

(Some times you lose but win by occupying the time,space, or presence which could be
something unplanned for. Its usually a weighted judgement ca ll)

42
3.They have confused the possible compelition m several ways; "You seek  to create  uncertainty 

am ongst your bidders" Conoco Phillips 5-° 07

4. Their determination to keep you without clear insight or indications a s  to what to do is 
b ecau se  they continue to lure you with greed, fear, wony, uncertainty,; They are in

48 e s se n ce  trying to force you to "collapse in on yourselves"!

5 .
We all send  each other signals in many and rapid ways. Little conveyances via facial, body, 

sounds, looks that tell the other its ok, i am  with you on this,etc. or.i am uncertain 1 h e se  signals
are usually verybrief, honest,clear, well meant and subtle in nature.

54
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But w h e n  you h a v e  som e  one  who Is will ing to wedge in between those fundamenta l moments  
of c o n v e y a n ce s  w e  g ive teach other -so as to- m im ic those s igna ls but not be s incere; It is such 
a fundamenta l betrayal of our subtle, m inumal va lues of unexpressed and unques t ioned  honest 

60 s ignaling;
T ha t it is very difficult to s e e l -

T H A T  is why  they a lways start out with Ihe " W E  REALLY W A N T  TH IS-  B IG  M O N E Y  — They 
are ly ing or at least not be ing open  and partnering with you as us the peop le , .

66 It is s ir and  M am s  very, very concern ing  II is such a betrayal of such  rn im inmal fundamenta l 
v a u e s  w e  g ive  to e a ch  other.. Th is is not a good sign.

if a car or life insurance m an  cam e to your door and tried to sel l you a policy and  acted this 
way  you wou ld  ask h im  and his assoc iate to leave with h im . . ia  know?

And you know why  you wou ld  do this? Because there is no FA T IGUE , G R E E D  or FEAR  
72 invo lved  in your dec is ion  reason ing

6... .T hey  will , if not are now, trying to d iv ide you one at a time

T cannot convey  to you in strong enough terms; f am not sure what the producers are up 
to; Until you find out you must be prepared to make history at your will; That means in 

7S m y opinion you must do the following with the Governor participation

1 Go meet and talk it out.. -D EC LA R A TIO N  OR

“ A STATE OF U N U SU A L A F F A IR S '5

8-1 2  Place yourselves into a temperary salaried status,

3  P lace yourselves into an ongoing state o f
“ CONTTNOUS IN SESSION- YEAR ROUND"
with needs for “vacation or temporary sessation o f  business”

%  4 . . .estab lish  an ending date for the SESSION IN JUNEAU A N D
“ R E C O N V E N IN G  IN A N CH ORAGE AND/OR FA IR BA N K S"

 5......M aintain AGIA schcdunl o f  needs as per Govcnor and Team

 6......Do not gel spooked! These are simply limes c f  an unusual “state o f  affairs"
96 Get a  little R & R  with your families while your special assignment team sets up

your next hearing, cams, and location, etc.!
Important- you  do not task your Juneau team or critical mass team that is taking care o f  
everyday  business— you can backwash with disruption and workloads i f  not careful.

 7.......Q uit calling all the NON producers’ buddies and associalles ( FERC- DOE- P U C )
102 A nd no more telephone interviews !

T hose  are just s tupid on stupid -  you lose and we lose - Ya gotta see a mans eyes
and  face .. You do not want to lose your citizens feeling included in this process.



 8...... You cannot let the non producers drive you! ( isolated, detached trom lamilly,
travel, fatigue, schedualing, you are being uploaded and down loaded at a hell ot a 

108 clip here, etc.) the non producers will disassemble you if  you let them -  you and we
all have lim ita tions,,.G ct with the Gov..

 9 Calm, S e lf  Esteem, Relaxed, Patient, Rename and Review “Our Alaskan /American
_  Gas line**—- Talk to California,, Look at WELL HEAD PRICING ( the well head

pricing I think will make them nervous ) DO A H Y DROG EN BR EA K -FU N  LEA RN 
114 H O W  A B O U T  A BIG STEEL M A N U FA CTU RER - - N P s  probably own them  too.

10. I strongly suggest you do not allow any more meetings ON OR OFF C A M ER A . 
O FFIC IA L O R  UNOFFICIAL with the N O N PRODUCERS UNTIL FU R TH ER  
N O T IC E  ! ( perhaps, ?? only secure runners)

120 The N O N  producers will look to use your request from you “ to get back to them in
writing" to com e back into the picture ! Do not allow this -  they will press the issue and 
entise you with going to give you so m e th in g -  bu l lsh i t .

They can send it over with runner or on secure line. “You people need a litlle o ff  
the burner l im e” .

I f l  read this right, the non -  producers must maintain the full court press and that 
126 has certain needs to work -  They cannot back o ff  now that the full court press is 

building !!

You m ust not allow them to do public cameras again— Unless they are sw om  in by a 
judge and prepared to give official dialogue -

This  m eandering , evasive, wiggling, wavering, crippled, tortured, twisted,
132 convuluted, knotted, wrinkled, greed tililated, condescending, anti-american, anti-alaskan, 

cowardly, kaniving, kind bullying, Enron dialogue, o f  non answered and high school 
chess like crap is over..

Som etim es in life you have to accept the lot you got or lilc gives yn; and if  it’s a 
battle they want, well, — If  the NPs don’t straighten up we gonna send our governor on 
every com m ercial and talk shows all across AM ERICA— Yea, that should scare the hell 

138 out o f  e m . . .e h  humor.. But, I’ll bet she could do it!

Sorry about the long letter— I know your busy— Conte on. We love big crap!
Inspire us your pepoplc! This is Alaska!
The * 3NPs are all Texans, (Aren’t they?)
Do the declaration, money, session and meets thing! Nobody corners or surrounds ya 

144 dudes -  It 's  a serrcngetti thing!

Paul D. Kendall 
907-222-7882
* 3NPs -  Check  it o u t ! ihc"3 Non Producers” Is that neat or what ? Yea, see 1 just 
invented -  well, me and Eddy Burke; He made up the Non Producers,,

150 I just fashioned it 1 guess !
.............................................................EN D ..............................5-2-07......................................................
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R E :  H o u s e  F i n a n c e  C o m m i t t e e  T e s t i m o n y  ( H B  1 7 7 )  M a y  5 ,  2 0 0 7

G o o d  a f t e r n o o n  C h a i r m e n  C h e n a u l t  a n d  M e y e r ,  C o - C h a i r  S t o l t z e  a n d  o t h e r  

e s t e e m e d  a n d  d i s t i n g u i s h e d  m e m b e r s  o f  t h e  H o u s e  F i n a n c e  C o m m i t t e e .  M y  

n a m e  i s  L y n n  J o h n s o n  a n d  a s  m o s t  o f  y o u  k n o w ,  I  a m  t h e  P r e s i d e n t  a n d  c o ­

f o u n d e r  o f  D o w l a n d - B a c h  C o r p o r a t i o n  a n d  a  p a s t  P r e s i d e n t  o f  t h e  A l a s k a  

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

y o u r  d i l i g e n t  a n d  t h o u g h t f u l  w o r k  t o  d a t e  o n  A G I A  a n d  H B  1 7 7 .  I  s u s p e c t  t h a t  

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

s u b j e c t .  T h e  r e a s o n  f o r  a l l  o f  t h i s  f u s s  i s  t h a t  A l a s k a  n e e d s  t o  g e t  g o i n g  o n  a  g a s  

p r o j e c t  n o w ,  n o t  l a t e r .  I t  a p p e a r s  t o  m e  t h a t  w e  a r e  n o w  f a r t h e r  a w a y  t h a n  e v e r  

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

t h e  l o w e r  4 8 .  T h e  t h r e e  m a j o r  p l a y e r s  n o w  s a y  t h a t  t h e y  a r e  n o t  e v e n  g o i n g  t o  

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

p i p e l i n e .  W i t h o u t  t h e i r  p a r t i c i p a t i o n ,  t h e  p r o b a b i l i t y  o f  A l a s k a  e v e r  g e t t i n g  a  g a s  

p i p e l i n e  i s  c l o s e  t o  z e r o .  W e  w e r e  m u c h  c l o s e r  t o  a  p i p e l i n e  t w e l v e  m o n t h s  a g o  

a n d  i t  s e e m s  t o  b e  g e t t i n g  w o r s e  b y  t h e  d a y .

A s  a  b u s i n e s s m a n  d o i n g  b u s i n e s s  w i t h  t h e  p r o d u c e r s ,  1 o b v i o u s l y  h a v e  e m p a t h y  

f o r  t h e i r  p o s i t i o n ,  b u t  t h i s  a n t i - b i g  o i l  r h e t o r i c  h a s  g o t  t o  s t o p .  T a x e s  o n  t h e  o i l  

p o r t i o n  o f  t h e i r  c u r r e n t  b u s i n e s s  p r o v i d e  8 8 %  o f  o u r  c u r r e n t  s t a t e  r e v e n u e  a n d  

h a v e  d o n e  s o  f o r  y e a r s ,  a n d  t h i s  i s  h o w  w e  t r e a t  t h e m ? ?  W e  n e e d  t o  m a k e  k e y  

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

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

http://WWW.DOWLANDBACH.COM


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

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

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

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

f r o m  a n o t h e r  b a s i n  i s  g o i n g  t o  f i l l  t h e  n e e d  i n  t h e  M i d - W e s t  a n d  A l a s k a  g a s  w i l l  

n o  l o n g e r  b e  i n  s u c h  h i g h  d e m a n d .  L e t ’s  f i x  A G I A  a n d  t h e n  p a s s  i t  b y  e n s u r i n g  

t h a t  i t  a d d r e s s e s  t h e  n e e d s  o f  A l a s k a n s ,  o f  t h e  d e v e l o p e r  a n d  t r a n s p o r t e r  a n d  o f  

N o r t h  S l o p e  p r o d u c e r s  a n d  s h i p p e r s .  I t ’ s  T i m e .  T h a n k s

£ 5 1  K »  
DOWLAND — BACH

LYNN C. JO H N SO N
P R ES ID EN T

C130 TUTTLE PLACE 
PO. BOX 230126 ANCHORAGE, AK 99523 0126 
PHONE (907) 562-5818 FAX (907)562-5816
L y n n  <8 d o w ia n d b n c h  c o m  w w w  d o w ln n d D a c h  c o m



Testimony regard ing  H ouse Bill 177 
M ay 5, 2007 

By
Kelly Patrick, Alaska State Resident

Co-Chairm en Chenault and M eyer’s, m em bers o f  the H ouse Finance Com m ittee:

G ood afternoon, my name is Kelly Patrick. As a long tim e Alaskan and an active 
participant in the comm unity and public affairs, I appreciate your scrutiny and close 
examination o f  the bill as drafted by the G overnor.

Oil revenue currently accounts  for 90 percent o f  the states budget. Alaska North S lope  oil 
production is decreasing and will continue to  do so with the States budget situation 
becoming critical well before 2016. Certainly the H ouse  more than anyone understands 
the need to move swiftly and decisively tow ards  replacing our oil based econom y w ith  a 
more diversified econom y based on natural gas

I am concerned that in the G overnor’s desire to be fair to  all, w e now have a i.’d process 
that does not contain the clear and objective criteria for the evaluation o f  applications that 
I would antic ipate  in any bid process I am also concerned that providing a $500 million 
incentive would encourage  those  without the  f inancial strength to  carry through with a 
project o f  this size Most RFPs (or. in this case  an RFA) that the normal business 
com m unity  contractors  respond to have to show  p roo f  they have the financial 
wherewithal to pay their employees and a re  very specific  that any expenses incurred 
during the course  o f  the bid are not reim bursable  As a prudent business person. I would 
expect the State o f  Alaska to make the sam e requirem ent

1 also have to  concur with previous testim ony that points out that the State o f  Alaska 
needs to improve their internal processes in selecting project winners in an effort to reach 
a more productive and beneficial ou tcom e for the  people o f  the State o f  Alaska The 
selection o f  this L icensee needs to follow a form alized, logical objective course  Any 
subjectivity in selection needs to be eliminated

W e all talk about m aking sure that w e  have fu ture  jo b s  for our  children and 
grandchildren, as they are the ones w ho will continue to make Alaska prosperous With 
the continual decrease  in oil production to keep LAPS filled, it is imperative that w e do 
not fail in ge tting  an acceptable bid process in p lace  preferably prior to the end o f  the first 
ha lf  o f  this legislative session

I thank you for your time I know that you want to do w hat is best for the State  o f  Alaska 
and for its future generations I ask that you m ake certain that I IB 177 accom plishes that 
mission

Kipd regards. ^

K e l ly  Patrick
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A n ch o rag e , A laska  9 9 5 18 -1222  

(9 0 7 ) 3 4 4 -1 5 7 7  Fax (9 0 7 ) 522-2541

Mr C h a irm an ,  m e m b e r s  of the com m ittee .

T h an k  you for th e  opportunity  to testify on  th e  AGIA Bill. My n a m e  is Jim Gilbert, a n d  I'm P re s id e n t  an d  
testifying on  beha lf  of m y co m p an y ,  U de lhoven  Oilfield S y s te m  S erv ice s .

O ur 4 0 0 -p lu s  e m p lo y e e s  provide techn ica l  ex p e r t i se  to th e  oil a n d  g a s  industry  in A laska , th e  Gulf of 
Mexico. Tbilisi. G eo rg ia  a n d  Bohai Bay, C hina

First a n d  fo rem ost,  w e  w an t  a g a s  p r o j e c t ... s o o n e r  ra th e r  th a n  later, a n d  with th e  g r e a te s t  long-term  
benefits  for the  S ta te  of A laska ,  A laskan  w orkers ,  A lask an  b u s i n e s s e s  a n d  all A la sk a n s .  North S lo p e  
g a s  com m ercia liza tion  ho lds  th e  key to A la sk a 's  future.

W e  u n d e r s ta n d  th e  im p o rtan ce  a n d  u rg en cy  of transfo rm ing  ou r  g a s  po tential into a  g a s  project. T he  
opportunity  to m ark e t  ou r  g a s  won't last indefinitely, a n d  th e r e 's  a  very  real  risk of losing it a l to g e th e r  if 
w e  don 't  a c t  quickly

Agia n e e d s  fixing, listen to the p ro d u c e rs  a n d  follow their lead

Both the  s t a t e  a n d  s h ip p e rs  n e e d  to b e  involved in a n d  h a v e  o v e rs ig h t  of a  pro jec t  ex ecu t io n  p lan  that 
p rov ides  th e  g r e a te s t  n e tb a c k s  at th e  w e llh ead  A third-party  p ipeline  builder with no  p roduction  
in te re s ts  will h a v e  n o  incentive to r e d u c e  c o s t s  an d  no  ability to g u a r a n t e e '  th e  tariff in a d v a n c e

T he A lask a  G a s l in e  In d u c e m e n t  Act m ay  b e  ou r  last a n d  b e s t  c h a n c e  to m a k e  a  North S lo p e  g a s  
project a  reality, but only if it s  fixed b efo re  it's p a s s e d  In o rd e r  to s u c c e e d ,  th e  bill m u s t  a c k n o w le d g e  
Ihe in te re s ts  of A la sk a n s ,  a n d  of North S lo p e  p ro d u c e rs  a n d  sh ip p e rs .

T hank  you
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A l a s k a  T r u c k i n g  A s s o c i a t i o n ,  i n c .

Aves Thompson, Executive Director 
A laska Trucking Association 
House Finance Testimony, HB177 
Saturday, M ay 5, 2007

Thank you. M r. Chairman and members o f the committee, I am 
Aves Thompson, Executive Director o f the Alaska Trucking 
Association. The Alaska Trucking Association is a state wide 
organization representing trucking interests from Barrow to 
Ketchikan for more than 49 years. Our more than 200 members 
represent all o f the diverse trucking operations in the state and 
many associate members who provide goods and services to our 
industry. On behalf o f  A T A , I thank you for the opportunity to 
testify on the subject o f A G IA .

The highest priority o f  the Alaska Trucking Association is to get 
a gas line built, up and running and delivering A laska ’s gas to 
market. We applaud the Governor and her team for promptly 

presenting A G IA  to the legislature for their consideration.

We believe like others, that A G IA  has a chance to bring a gas 
line to fruition. We also believe that certain changes must be 
made to make the gas line a reality. I w ill address some o f the 
important issues as we see them.

II you got It, a truck brought it...

http://www.aktrucks.org
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A l a s k a  T r u c k i n g  A s s o c i a t i o n ,  i n c .

• Bid requirements o f the bill are far too specific. The better 
approach may be to set performance specifications or 
expectations or outcomes and let the bidders address how 
they w ill meet those expected outcomes. There may be other 
ways to reach these mutually beneficial outcomes, and the 
prescriptive nature o f the current bill guarantees we w ill 
never hear the alternatives.

• The bill needs clear and objective criteria for evaluating 
applications. Some recommendations for criteria are:

o Best financial return to the state, 
o Lowest level o f risk o f delays due to lawsuits, etc, 
o Highest probability o f success, 
o Jobs, instate use o f gas, etc. 
o Expansion provisions for adding gas to the line.

• The bill places too much emphasis on mitigating Ihe short­
term financial risks incurred by the pipeline builder and too 
little to address the much longer-term and greater risks o f gas 
shippers. Fiscal certainty is an important issue for those that 
w ill be asked to commit to long term firm transportation 
agreements worth billions o f dollars over the life o f the 

aizreements.

These are a few o f our concerns and I ’ m sure you w ill hear from 
others today as they share their testimony. The Alaska Trucking•/ a/ W

Association is eager for this project to succeed and stands ready 
to assist in any way to help make this dream a reality. Thank 

you lor your time.

4o o \
It you (jot It, n truck brought it...

http://www.aktrucks.org


- Posit ion on th e  A laska Gasline Inducem en t Act - 
g m t l  B ill tm  'T t ?

5-M ay-07

My n am e  is Maynard  Tapp and  I w o rk ed  in A la ska  s in ce  1 972 , I am  a citizen o f  A la ska  s in ce  1 99 0  and  A la skan  in sp ir i t  s in c e  
1 9 5 4  when  my dad w o rk ed  f o r  the U .S . C o a s t  G ua rd  in B a r row .
HOW TO DO THE DEAL NOW

1. T ake  the ex ist ing  AGIA add  w ha t w as  le a rned  by the le g is la tu re  in the  p re v io u s  3 yea rs . I am  n o t  s u g g e s t in g  re -v is it ing  
the S tran d ed  G as  Act.

2. P a s s  AGIA
3. B eg in  N ego tia t ion s  with Qua li f ied  C and ida te s  a c c o rd in g  to the fo l low in g : -

a. In an op en  and t ra n sp a re n t  p ro c e s s ,  and  in line with c u r re n t  AK  S ta te  P ro c u rem en t  P o lic ie s ,  c rea te  a w e igh ted  
eva lu a t ion  s y s tem  that w ill fa ir ly  ju d g e  the p ro p o s a ls  p r io r  to  aw ard  that w ill be ava i lab le  f o r  pub lic  sc ru t in y .

b. R equ ire  p e r fo rm an c e  b on d s  from  a ll pa rt ic ipan ts  tha t a re  w ill ing  to s p en d  $ 5 0 0  m ill ion  on  a Feas ib i l ity  S tu d y  (a p p ro x  
2%  o f  to ta l e s t im a ted  co s t ) .

4 . Award  the $ 5 0 0  m il l ion  b a sed  on  a s u c c e s s fu l  “ O pen  S e a s o n ”
5. A sk  y o u r s e lv e s  this q u e s t ion . “ Are we bette r o f f  with an in f lex ib le  fo rm e r  g o v e rn o r ,  o r  a cu rren t ly  in f lex ib le  

c o m m is s io n e r ? ”

R em em be r , e ve ry  day  we d e lay  the ga s  line -
• The s ta te  o f  A la sk a  lo s e s  $ 4 .2  m ill ion  d o l la r s .
• North  S lo p e  p roduc t ion  and  re la ted  s ta te  re v enue s  d ec lin e  a t 6%  p e r  year .
• C om pe t ing  p ro je c ts  and te c h n o lo g ie s  a rou nd  the w o r ld  a re  n o t waiting f o r  A la ska .

Do you  w an t the fede ra l g o v e rnm en t  to take o v e r  the p ro je c t ?

S ta te o f  A la sk a  G o a ls  a re ; 1. B r ing  m o re  o il to m arke t ; 2. B r ing  G as  to  Marke t; and  3. C o l le c t  re v enue s  f o r  A la s k a n s . 

CONCLUS ION :
BE LEA DERS  fo r  the s a k e  o f  A la ska . Make AGIA y o u r  own . P a s s  AGIA. W o rk  the de ta i ls  with the Adm in is t ra t ion .

Thank -you  fo r  the oppo rtu n ity  to s p e a k  to y o u r  com m ittee .



ALASKA SUPPORT INDUSTRY ALLIANCE HOUSE FINANCE TESTIMONY
ON HOUSE BILL 177

May 5, 2007

Thank you, Chairman Chenau lt & members o f  the House Finance Comm ittee . 
I ’ m Paul Laird, and I ’ m genera l manager o f  the Alaska Support Industry 
Alliance.

Our m em ber companies provide the goods & services that make A laska ’ s o i l , 
gas & mining industries possib le. The ir fu tu res , like the futu res o f  a l l Alaskans, 
depend on a North S lope gas p ro je c t .

This bil l, as cu rren t ly  d ra fted , w on 't ge t us one.

Some o f  you and many o f  you r co l leagues in the leg is la tu re p rivate ly  
acknow ledge that the Alaska Gasline Inducement Act is f lawed ... that it's m ore  
like ly  to  induce years o f  disappointments & disputes than a gas line.

You've heard the arguments, you know the p rob lems. I w on ’ t b e labo r them , 
and fo r  that, y ou ’ re we lcome .

But on b eha l f  o f  ou r 400+ members , the ir  30 ,000+ Alaska emp loyees and 
everyone who depends on a strong Alaska economy fo r  the long te rm , I urge 
you to fix them now.

Terms o f  the bil l d ic ta te  that you may not get a second chance fo r  many years, 
and by then, it may be too  la te .

W e sa lu te the e f fo r ts  o f  some o f  you to induce comprom ise between two 
seemingly immovab le  fo rces - a popu la r governor with a plan that probab ly 
won 't work and powerfu l North S lope producers with proposals that appear 
po li t ica l ly  unpa la tab le .

Yes, we get it.

We sa lu te you r e f fo r t s  to  c ra f t  a b il l that can achieve its ob jec t ive .

W e will support you when you make the tough decisions that will be required i f 
this b il l is to succeed.

Thank you.
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Test .ony regarding House  Bill 177  
May 5, 2 0 0 7  

By
Mary E. Shie lds, G enera l Manager 

Northwest Technica l Sei vices

Chairmen Chenau lt and Meyer, members o f  the H ouse  F inance Committee:

G ood  afternoon. My name is Mary Sh ie ld s  and I am the G enera l M anager o f Northwest 
Technical Services. W e  employ ove r 1 0 0  peop le  in A laska, most o f  whom work in the 
oil industry.

As a long time A laskan (since 1 9 7 2 )  and an active participant in many a re a s  o f  A laskan 
life, I appreciate yoc r scrutiny and c lo se  examination o f  the bill a s  posited by the 
Governor.

As we a re all aware, certainly you more than anyone e lse , it is the responsibility o f the 
Legislature to foste r an investment and deve lopment climate that will add va lue to our 
state resou rces and encourage participation in this enormous project. I am  concerned 
that in the G ove rno r ’s desire to be fair to all, we now have  a bid p rocess which d oes  not 
contain the c lea r and objective criteria fo r the evaluation o f  applications which I would 
anticipate in any bid p rocess . I am a lso  concerned that providing a $ 5 0 0  million 
incentive would encou rage those without the financial strength to carry through with a 
project o f this size. Most R F P s  (or, in this case  an RFA ) to which I have responded 
require that Northwest Technical Se rv ices show p roo f that we have the financial 
wherewithal to pay our em p loyees  and are very specific that any expenses  incurred 
during the cou rse o f the bid a re  not reimbursab le . As a prudent business person , I 
would expect the S tate o f  A laska to make the sam e requirement -  we shouldn't pay any 
company to bid.

I a lso  have to concur with previous testimony that points out that the State o f  A laska has 
a d isa rT ou s  record o f selecting project winners. The selection o f  this L icensee needs to 
fo llow  . formalized, logical objective cou rse Any subjectivity in selection needs  to be 
eliminated.

W e  all talk about making sure that we have job s  for our children and grandchildren in 
the future. They are the on es  who will continue to m ake A laska p rosperous . With the 
continual dec rease  in oil production to keep  TAPS filled, with the sure lo ss  o f  positions

MOl Husilicv. ftllk iJMltailftl. Hldn N. Sic 26 . AnclldMHtf. AK 00501-45X 0 0 0 7  5 6 2 -1 0 11 0 07  502-5X 75
fi-Mail: ak</jxlsovh o tm «Wcbsilc: www.NWTS-ak.cooi

http://www.NWTS-ak.cooi
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and do lla rs  to the state ’s co ffers ° s  this happens, it is imperative that we do not fail in 
getting an acceptab le bid p rocess in p lace -  pre ferab ly prior to the end o f  the first ha lf o f 
this legislative session . W e ’ve all seen  the charts.

I thank you fo r your time. I know that you want to do wnat is best fo r the state o f  A laska 
and tor its future generations. I ask that you make certain that HB 177  accomplishes 
that mission.

Kind regards,

M ill  I I n s i n c s s  I 'a rk  H n u lc \n n l Hlih: N. S ic 2<>. A ik  lion ise . A k  'M 5 0 M 5 K II vi>7 5f»2*UA1 ,V(I7 5I.2-5S75 l .i \
E -M ail: ik ftpdku-cli •. m u , W cbsilc: msw.N W T S -ak  co in



M y name is Joey  Merrick. I’m from Eagle River and I 'm  also ihe Business M anager o f  
Laborers ' Local 341. W e represent over 2100 m em bers  in south central A laska 
com prised o f  Pipeline, Building Trades. H eavy and H ighw ay workers. Thank you for 
w orking through the weekend to a llow  public testim ony on IIB 177.

W e want to be sure that we are on record in support o f  a gas project as it is vital to 
A laska 's  Econom y. We appreciate the Adm inistra tions and the Legislators efforts to 
bring our gas to m arket and to put A laskan 's  to work.

I appreciate the time the legislators are putting in on this very important Bill. Thanks for 
taking the tim e to meet with me over the last couple o f  days in Juneau  as I know how  
busy you are at this time o f  the session. I hope I was able to show  those o f  you who met 
with me that the only way to guarantee that A laskans get to work first is through a project 
labor agreement.

There are m any  aspects o f  ACilA, but the issue that is the m ost important for the people 
that I represent, is putting the A laskan people to work.

T he  best way to do that is with a Project Labor Agreement. It is a way that you can 
guarantee that A laskan workers will be dispatched through Alaskan Hiring Halls and 
A laskan Apprentices will be afforded opportunities  to learn their craft and to keep their 
wages and benefits  in Alaska to help maintain the econom y.

Only through a Project Labor A greem ent can we make sure that Alaska Native Hire will 
take place and w e can help the growing unem ploym ent rates in the Rural Villages.

W e would encourage you  to m ake sure that a Project Labor Agreem ent will stay in the 
ACilA to be sure that the Alaska W orkers are able to take advantage o f  the Biggest 
Project in the states history and that A laskans can help deve lop  our gas.

Thank you for allow ing me to speak on behalf  o f  the Laborers Local 341 on I IB I7 7  and 
once again thank you for the work you are doing to bring our gas to market.



NOTES  4 -30 -0 7  AGIA TEST IM ONY fo r  the R e c o rd
TO: G o v en o r ,  A t to rn ey  G en e ra l ,  L eg is la tu re , and  the C it izens  o f  A la sk a
FROM : P au l D. K en d a l l  -  9 0 7 -2 2 2 -7 8 8 2
R EF : A LA SKA S  FU TU RE  -  8 P o in t  P lan
I re a l ly  th ink we need  to ou t l in e  an immed ia te  b u s in e s s  p lan f o r  a v is io n  f o r  
A la s k a s  fu tu re .. .

I F IRM LY  BEL IEVE  THAT ALL OF THE P R O JE C T S  L ISTED  B E LO W  NEED  
TO BEG IN  R IGHT AW AY W ITH ALL DO HASTE !

P R O JE C T S  TO UN DERTA KE : at the s am e  time

1. C anad ian  G as  L ine P ro je c t

2. A la skan  I Am erican  S o v e re ig n  L ine to V a ld e z  f o r  E x p o r t  and  
A la s k an  e c on om ic  in fra s t ru c tu re

3. S in g le  Fam ily  H om e  and  R es id en t ia l “ E n e rg y  B i l l o f  R ig h t s ”  (4 a re a s )

4 . V i l lage  and  C om m un ity  H yd rog en  G as  F ue l C o n v e rs io n ,  P ro d u c t io n  and  
Im p lem en ta t ion— One p ro je c t  p e r  M a jo r C ity a re a -  + =# o f  lo n e  v i l la g e s

5. ANW AR Open ing  f o r  the P u rp o s e  o f  H yd rog en  P ro d u c t io n ,  S to ra g e ,
R  & D fo r  A la ska  and  f o r  N ationa l S ecu r i ty  P u rp o s e s . .

6. The lo ca t ing , re lo ca t in g , and fac i lita ting the le g is la tu re  to fu l l time 
to the A nch o rag e  a rea  f o r  9 m on th s  o f  the y e a r  -
S a la ry  fo r  fu l l time re p re s e n ta t iv e s—
Extend ing  a ll e le c ted  p o s i t io n s  to min 4 y e a rs  o f  s e rv ic e  in o f f ic e ,
A 24 I 7 A la ska  c h ann e l + u se  it a s  a p o li t ica l c am pa ign  ch ann e l

7 . V e ry  la rge  R en ew ab le  E n e rg y  A pp lic a t ion s  P lan  (n o  F o s s i l  F u e ls )

8. P e rm an en t  Fund R ev iew  -  into land and new  w o r ld  e n e rg y  t e c h n o lo g ie s

If you  tease , deta il , g row , and  initiate the a b o v e  p ro je c ts  ou t ;
E xp and  by subd iv id ing  into n eed s  o f  each  o f  the a b o v e  p ro je c ts  
y ou  w il l s e e  a t ram en d ou s  po ten tia l fu tu re .. . . HUGE !

Bu t ; Are wo ab le  to h and le  a l l o f  th e se  at tho s am e  time ? ?

I w an t to be o u r  H YDRO G EN  MANAGER I COM M ISS IO NER  II P le a s e !

P ag e  1 o f  1

IN C LO S IN G ^  P au l D. K en d a l l  — - 9 0 7 -2 2 2 -7 8 8 2  
........................................EN D .....................................................................da te 4 -3 0 -0 7
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TO: G o v e n o r ,  Atty Gen , L eg is la tu re  and  the p e o p le  o f  A la ska  
FRO M : P au l D. K en d a l l 

4  9 0 7 -2 2 2 -7 8 8 2

AGIA NOTES “ TEST IMONY

8 Y e s te rd a y ,  o r  ra th e r e a r ly  th is am  i s e n t  you  a l l an  em a i l tit led H is to r ica l 
m o m e n t s ” ., c on ta in ing  s u g g e s t io n s !
J u s t  s om e  f i l le r—

12 The 3 B N P s  (3 big n o n -p ro d u c e r s )  have o rg an iz e d  ( th o s e  big dow ntow n  
b u i ld in g s  a r  fu l l o f  s t a f f ) and  y ou  need  to a ls o ,  if y ou  ha /e  to ere**-? new 
c om m it te e s  tc take te s t im on y  on  o th e r  th ings tha t i th ink a re  re! - v . nt to 
AG IA  -  wh ich  i kn ow  you  p ro b a b ly  d is sag re e . .

16
L o o k ,  you  have  go tten  into s om e th in g  that is g o ing  to requ ire  y o u r  fu ll 

t ime to  do  r igh t -  and  th is  is w o rth  a lo t o f  $$ and  h is to ry

20 L o o k  -  EN ERG Y  HAS BECO M E HUGE— it is o n e  o f  the f o u r  e lem en ts
n e c e s s a r y  f o r  us to  live a s  a v iab le  s o c ie ty— s o r r y  h is to ry  tagged  y ou  guys  
to lead  us to o u r  new  s o c ie ty ;  B u t  if you  w an t to quit ; ca l l me, i will take 
y o u r  p la c e  ! ha ha,

24

H EAR INGS  ON:

28 -E n e rg y  “ B ill o f  R igh ts  fo r  S in g le  F am ily  h om e  ow n e r s "
-S te e l p ro d u c e rs ,
-C a l i fo rn ia  and  w es te rn  c o a s ta l s ta te s  en e rgy  n eed s ,
-H y d ro -c a rb o n s  de fin it ion ,

32  -we ll head  g a s  p rice $ 3 .5 6  p /m c f de f in it ion s ,
-O i l f ie ld  le a s e s  in re fe re n c e  to tak ing  ou t g a s  by us A la s k a n s  now!,
-O i l f ie ld  le a s e s  in r e fe re n c e s  to chang ing  a l l le a s e s  n ow  fo r  fu tu re  use ., 
-H yd rog en  G as  in a ll f ie ld s ,

36 -ANW AR op en ing  fo r  h y d ro g en  g a s  d e ve lo pm en t ,
-W ha t  a re  H yd ra te s  -H U G E  D is c o v e ry  ?
-G as  T rea tm en t P lan t ,
-R e f in e ry ,

40  -S h ip s  sh ip p ing  LNG,
-W ha t is BTU & JU LE S ,
-H ow  P la s t ic s  and  H d rog en  a re  m ade  from  n a tu ra l g a s  in a re f ine ry ,
-W ha t is c o a l g a s i f ic a t io n ?

44  -P ow e r  L ine T ra n sm is s io n  d e v e lo p e rs
-W ha t is h appen ing  in DUBA I, QATAR , SAUD IA  A RAB IA ,
-W hy is S aud ia  A rab ia  s ay in g  they  w ill s u p p ly  25 %  o f  w o r ld s  need  f o r  -

5 - 3 - 0 7
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H yd ro g en ? ,
48  -Meet the End u se rs  o f  G as -b ig  b o y s ,  indus t r ia l ,  s ta te s  c it ies u ti lit ies 

-P e rm  in en t  Fund  d irec t ion  o f  in v e s tm en t 
-Ra i l ro ad  b ond ing  capac ity  18 b i l l ion  d o l la r s
-W ha t ro le , u se , %  o f  e n e rg y  -- the S in g le  fam i l ly  h om e  p la y s  in u s ing  - g a s ,  

52 e lec tr ic , water, g a s o l in e  -

-------------------------------------- 2 4 —
TOTAL to  d a t e - _______________PR IO R IT Y  o f  H ea r in g s________________

56
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60

P le a s e  c o n s id e r  the fo l low in g :

1. Need 'o s e e  a d is c u s s io n  and  u nd e rs ta n d in g  o f  h ow  $ 3 .5 6  p e r  MCF at 
64  the we l l head  is f ig u red . . .

2. H Y D R O -C A R B O N S— W ha t sp e c i f ic a l ly  a re  they  ?
W he re  d o  they c om e  from  ( o i l and  g a s  on ly  )

68  How  do they  in te ra c t?  W ha t  d o  they m a k e ?  
h ow  big a re  they  to each  o th e r ?

3  ********* s h o u ld  we c o n s id e r  tax ing  by the M o le c u le s  ?  B TU s  ?  o r  J u le s  ?  
72  ? ?  and  o r  C a rb on  r e le a s e s  ?  I am  s e r i o u s  a b o u t  le a rn in g  on  this ************

4 . . . .P le a s e  s to p  us ing  the te rm  F .T . ! Its u s e  s h o u ld  be fo r  in s ide  t ra d e rs  
on ly ! Y ou  m u s t  u se  the d e sc r ip t io n  it re p re s e n ts  -  e ven  if its o v e r  and  o v e r  

76 aga in  —  F.T. d is c o n n e c ts  the v iew ing  pub lic  b e c a u s e  its to o  big o f  a term
to be a ttached  to F.T. u se . . . . th e  3N P s  kn ow  that to o . . .

5. S o m e o n e  w as  ju s t  te ll ing  m e that the 3 B N P s  w e re  sh ipp ing  g a s  a l l a long  
80 with the oil and  w e re  g ene ra t ing  o th e r  re v e n u s  o u ts id e  the a g re e d  to te rm s

and  they w ere  u nd e r  su it  f o r  p e rh a p s  a lo t  o f  m on e y  f o r  d o in g  s o — we had 
b e t te r lo o k  at tho g a s  p ro c e s s in g ,  o r  t re a tm en t p la n t  o r  d irec t  o u tpu ts  
c lo s e ly  to s e e  if g a s  w as  s t r ip p ed  o f  s om e th in g  o f  v a lu e  ?

84
Thank  You ,

R e sp e c t fu l ly  and  S in ce re ly ,
88

P au l D. K en d a l l 
9 0 7 -2 2 2 -7 8 8 2

END



Historical moments 5-2-07 
AGIA TESTIMONY 
Paul D. Kendall

5-2-07

Ladies and Gentlemen,

I have been very busy as  a citizen- but now, off work and ready to help in any way i can . .
If you all were here.. W e could cut your lawn for you, or go fer you lunch or donate som e money 
to you so you could "stay in the frey" and so on - so  to speak...

Look, I (and i really think WE) se e  what is going o n 1 Its a coordinated sq u eeze  from two or more 
fronts or flanks and directions..

If I may talk openly, They have you sequestered  in Juneau; Isolated and unnaccessab le  to the 
rest of us, away from your homes, where your families rest, rewind, reconstruct, and support 
each other...
Maybe i am wrong about being sequestered  in Juneau, But i don't think so. History reflects that 
Shangrila can be a cell, compound or prison also..

Every Major Event in History shows or tells of Equal am ounts of courage or strength that 
have to be willed up to equal an unjust act or e v e n t ...

By now, you must see, they have mustered their people/staffs/consultants/lobbyist, associates, 
connections and .nsiders!

( and there is always insiders-that is why you are in the public and have to stay there, it is 
your safety and foundation)

THEY HAVE A PLAN-' THEY ARE SERIOUS ABOUT WHATEVER IT IS THEY ARE DOING' 
YOU MUST PREPARE EQUALLY—

Look, find a  calm place and reflect; You will see  the NON-Producers ( Burkes’ Term) have a 
gam e plan Its coordinated, Methodical, Rehersed, Discussed. Its been role-played And,

Its too good not to be'

1 They have captured equal cairn .. and public time, This is being coordinated

2 By them occupying space  and time -  Then they win because  no one else can fill that space  
with enlightening or unexpected testimony - or you guys can't rest -

(Some times you lose but win by occupying the time,space, or presence which could be 
something unplanned for Its usually a weighted judgement c a l l )

3 They have confused the possible competition in several ways, "You seek  to create  uncertainty 
amongst your bidders" Conoco Phillips 5-2-07

•1 Their determination to keep you without clear insight or indications a s  to what to do is 
because  they continue to lure you with greed, fear, worry, uncertainty,, They are in 
e sse n ce  trying to force you to "collapse  in on yourselves"'

5 .
We all send  each  other signals in many and rapid ways Little conveyances via facial, body, 

sounds, looks that tell the other its ok. i am with you ori this,etc or.i am uncertain . These signals 
a re  usually verybrief. honest,clear, well meant and subtle in nature
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But when you have som e one who is willing to wedge in between those fundamental moments 
of conveyances we give teach o th e r - s o  a s  t o -  mimic those signals but not be sincere; It is such 
a fundamental betrayal of our subtle, minumal values of unexpressed  and unquestioned honest 

60 signaling;
That it is very difficult to s e e 1 -

THAT is why they always start out with the " WE REALLY WANT TH IS- BIG MONEY — They 
are lying or at least not being open and partnering with you a s  us the people..

66 It is sir and Mams very, very concerning. It is such a betrayal of such miminmal fundamental 
vaues  we give to each  other.. This is not a good sign.

if a car or life insurance m an cam e to your door and tried to sell you a policy and acted this 
way you would ask him and his associa te  to leave with him .ya know?

And you know why you would do this? B ecause there is no FATIGUE, GREED or FEAR 
72 involved in your decision reasoning

6. They will, if not are now. trying to divide you one at a time..

1 cannot convey  to you in strong enough terms; I am not sure what the producers arc up 
to: Until you find out you  must be prepared to m ake history at your will; That means in 

7.S my opinion you  must do the following with the G overnor participation

I  Go m eet and talk it out.. -D E C L A R A T IO N  OF

“ A STA TE OF U N U S U A L  AFFAIRS*’

S4 2 ........ Place yourselves into a temporary salaried status.

. 1 ........ Place yourselves into an ongoing state o f
" C O N T IN O U S  IN SHSSION- Y EA R R O U N D ”
with needs for “ vacation or temporary sessalion o f  business"

%  4 ..establish  an ending date for the SESSIO N  IN JU N E A U  A N D
"R E C O N V E N IN G  IN' A N C H O R A G E  A N D /O R  F A IR B A N K S "

 5......Maintain A G IA  schedual o f  needs as per G ovenor and Team

 6...... Do not get spooked! These are simply times o f  an unusual "state o f  affairs"
46 Ciet a little R&R with your families w hile your special assignm ent team sets up

your next hearing, cams, and location, etc.!
Important- you do not task your Juneau team or critical mass team that is taking care o f  
everyday  business you can backwash with disruption and workloads if not careful.

 7.......Quit calling all the N O N  producers ' buddies and assoc ia lu  ' ( I LRU- UOF- I’UC )
I (>2 And no m ore  te lephone interv iews !

Those are just s tup id o n s tupid - you lose and we lose Ya gotta see a mans eyes  
and face...  Ymi do not want to lose your citizens feeling included in this process.



 8 Y o u  cannot lot the non  producers d r iv e  you ! ( iso lated, detached from fam i l ly ,
travel, fat igue, s chedua l ing , you  arc b e in g  up loaded  and d ow n  loaded at a h e l l  o f  a 
c l ip  here, etc.) the non producers w i l l  d isassemb le  you  i f  y ou  let them  - you and w e 
a l l have l im i t a t io n s . . .G e t  w ith  the G o v . .

 9 C a lm ,  S e l f  Esteem , Re laxed . Patient, R en am e  and R e v ie w  '‘O u r  A laskan /Amer ican
Gas l in e ”—  Ta lk  to C a l i fo rn ia , ,  Look at W E L L  M E A D  P R I C I N G  ( the w e l l  head 

p r ic in g  I th ink  w i l l  make them nervous ) D O  A  H Y D R O G E N  B R E A K - F U N  L E A R N  
M O W  A B O U T  A  B IG  S T E E L  M A N U F A C T U R E R -  - NP s  p robab ly  o w n  them  too.

10. 1 strong ly suggest you  do not a l lo w  any more m eet ings O N  O R  O F F  C A M E R A .
O F F I C I A L  O R  U N O F F I C I A L  w ith  the N O N  P R O D U C E R S  U N T I L  F U R T H E R  
N O T I C E  ! ( perhaps, ?? o n ly  secure runners)

T h e  N O N  producers w i l l  look to use you r request from y o u  "to get back to them  in 
w r it in g '” to com e  back into the p icture ! D o  not a l lo w  this - they w i l l  press the issue and 
ent ise you  w ith  g o in g  to g iv e  you  som e th in g— b u l l s h i t .

T hey  can send it ove r w ith  runner or on secure l in e . " Y o u  peop le  need a l it t le  o f f  
the burner time".

I f  I read this r ight, the non  - prod icers must m a in ta in  the fu l l court press and that 
has certa in needs to work T he y  cannot back o f f  n o w  that the lu l l  court press is 
b u i ld in g  !!

Y o u  must not a l lo w  them to do p u b l ic  cameras a g a in— Un less  they are sworn  in  In  a 
ju d g e  and prepared to g iv e  o f f ic ia l d ia lo g ue  -

T h is  m eander ing  , e vas ive , w ig g l in g ,  w ave r in g , c r ip p le d , tortured, tw isted , 
co n vo lu te d , knotted, w r in k led , greed t it i la tcd , co ndescend ing , an l i-amer ican , anli-alaskan. 
c ow a rd ly , k a n iv in g ,  k ind  b u l ly in g ,  E n ron  d ia lo g ue , o f  non answ ered and h ig h  schoo l 
chess l ike crap is over..

S om e t im es  in  l i fe  you  have to accept the lot y ou  got or l i fe  g iv e s  ya: and i f  it's a 
battle they want, w e l l ,  — II the NPs don't stra ighten up we gonna  send our gov ernor on 
every c o m m e ic ia l  and talk shows all across A M E R I C A  Yea . that shou ld  scare the he ll 
out o f  cm . . . e h  humor . . But . I ll bet she co u ld  do  it!

Sorry about the lo ng  letter -I know your bus) C o m e  on. W e  lo v e  b ig  crap!
Insp ire  us you r popop le! T h is  is A laska!
T h e  * 3NPs are a l l Texans. (A ren ’t they?)
D o  the dec la ra t ion , m oney , session and meets th ing! N obodv  corners or surrounds ya 
dudes It's a serrengetti thing!

Paul I). K enda l l  
907-222-788:
!_3NPs ( ‘heck it out ! lhe"3 N on  Producers" Is that neat o r what ? Yea . see I jus t 
in ven ted  w e l l ,  m e and Eddy  Burke: I le made up the N on  Producers,,
I just fash ioned it I guess !

.................................................................... I N I ) ...................................5-2-07..............................................................
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T a n a n a  C h i e f s  C o n f e r e n c e  

A G I A  P r o j e c t  L a b o r  A g r e e m e n t  R e s o l u t i o n

Whereas;

W hereas ,

W hereas ,

Whereas ,

Whereas ,

Whereas ,

Whereas,

Whereas,

W hereas ,

Whereas ,

T anana  C h ie fs  C on fe ren ce  represents forty two sovere ign A laska  N a t iv e  T r ibes 
w hose  tr iba l lands in c lu d e  the m a jo r ity  o f  r igh t o f  w ay  for any and all o f  the proposed 
southern route gas l in e  projects b e in g  present ly cons idered , and

T ana n a  C h ie fs  C on fe ren ce  represents a large potent ia l work force o f  u nde ru t i l iz ed  
tr iba l m embers , both m a le  and fem a le , sk i l le d  and non-skil led, and

T a nana  C h ie fs  C on fe ren ce  has a s incere des ire to b u i ld  the capacity and sk i l l  leve ls  o f  
that work force to h e lp  address v i l la g e  infrastructure construct ion projects and b r ing  
increased e c o n om ic  oppo rtun ity  to its tribal members both now , and in  the future, and

Tanana  C h ie fs  C on fe ren ce  and  som e o f  its sub-regions and tribes have  negotiated 
pro jec t, tr ibal and other c o l le c t iv e  b a rg a in ing  agreements w ith  som e o f  the 
cons truc t ion  un ions , m a in ly  w ith  the Laborers U n io n  and Opera t ing  Eng inee rs , w ith  
v e ry  pos it iv e  ou tcomes , and

A s  a result, T a nana  C h ie fs  C o n fe re n ce  has seen a marked increase in part ic ipa t ion by 
its tribal m embers  w ith  regards to j o b  opportun it ies , t ra in ing  programs and 
appren t icesh ip  programs a long  w ith  pens ion  p lan par t ic ipa t ion  and m e d ic a l  p lan  
par t ic ipa t ion  above  and beyond  H IS  coverage , and

Tanana  C h ie fs  C on fe ren ce  is f u l ly  suppo rt ive  o f  A laska Nat ive h ire and A laska Loca l 
h ire  on w ha tever gas l ine  project is f in a l ly  d ec id ed  upon , and

Tanana  C h ie fs  C on fe ren ce  m embers  supports construc t ion  project agreements that 
a lo n g  w ith  sk i l ls  tra in ing , p ens ion  p lans , and m ed ica l p lans w i l l  d e l iv e r  en fo rceab le  
A laska  N a t ive , and lo ca l ,  h ire  la nguage  for the construct ion o f  w ha tever gas l in e  
pro ject is dec ided  upon , and

Tanana  C h ie f s  C on fe ren ce  docs not want to repeat what happened d u r in g  the Trans 
A laska  P ip e l in e  System Pro ject regard ing  A laska N a t iv e  preference opportun it ies by 
not b e in g  a part o f  a com p re he ns iv e  Project Labor Agreement at the p ro jec t ’s 
in cep t io n , and

G o v e rn o r  P a l in ’s A G IA  h i l l  ca l ls  for a negotiated Project Labor Agreem en t for 
w ha teve r gas l ine  pro ject is f in a l ly  d ec id ed  upon , and

Tanana  C h ie fs  C on fe ren ce  has recogn ized  that in  l ight o f  app l icab le  case law , the 
best v e h ic le  to d e f in e  real A laska res idency and real A laskan N a t ive  status to ensure



preference and  part ic ipa t ion  for its tribal m embers  on  any proposed gas line project is 
through a Project L abo r Agreem ent ,

Therefore Be It Reso lved ;

Tha t the Tanana  C h ie f s  C on fe ren ce  supports the G overno r Sarah P a l in ’s A G IA  p lan amendments as 
lo ng  as there is a Pro ject Labor Agreem ent that conta ins as one  o f  its tenants, en forceab le  pro ject 
pa r t ic ipa t ion  preference for q u a l i f ie d  A laska N a t iv e  peop les in  numbers and percentages that arc 
g ene ra l ly  re f le c t ive  o f  the p op u la t io n  demograph ics  o f  the State o f  A laska at the t im e  the project 
beg ins .



T W & b j  H l O b J '

P O R T / A U T H O R I T Y

H o u s e  F in a n c e  C o m m it t e e

M a v  3 , 2 0 0 7



G a s  C o n d i t i o n i n g  P l a n t  i n  P r u d h o e  B a y

■ removes impurities
■ compresses and chills the gas to pipeline 

specifications

P i p e l i n e  f r o m  P r u d h o e  B a y  t o  V a l d e z

■ parallel to TAPS (max. capacity: 6 Bel cl)
■ pre-build to Delta Junction for later tie-in 

for the Alaska/Canada Highway Project
■ lic-in at Glennallen for a spur line to 

Alaska South Central natural gas gridc  c

L N G  F a c i l i t y  i n  V a l d e z

■ integrated LNG liquefaction and LPG 
extraction facilities

■ includes storage and vessel loading 
facilities

A G F A  P r o j e c t  D e s c r i p t i o n A J n > h t

PORT AUTHORITY

Prudhoe Bay

\  CM
N lw - " -__

GtonniMi

LMOT*l«rtx
Valde/.



800 mile pipeline is 100% adjacent to TAPS, 100% in Alaska 

Infrastructure in place for entire line -  roads, bridges, camp pads, etc.

LNG project: lower overall cost overrun risk:

liquefaction facilities utilize proven technology and well-iested design, 
resulting in a relatively low level of uncertainly in cost estimate

low level of cost uncertainty for LNG marine transportation and regasification

pipeline component has ihe highest capital cost uncertainty -  for LNG project 
the pipeline is only a portion of overall cost to market

Phase approach with LNG project proceeding first: 2/3 less cost = 2/3 less risk 

Phase I can proceed with only one producer- rather than all three



P r o j e c t  S t a t u s

1. Project Route Permitted

2. The 12 Senior Permits Acquired 
Yukon Pacific Corporation 
$100 million expended 
Right-of-way 

u Project FEIS
LNG terminal permit

3. Bechtel Cost Estimates
Complete & Updated

4. Marine Transportation / Jones Act
MOU with the largest LNG 
shipping company in the world 
Mitsui OSK Lines

A J a > k a
M a m i e #

/  PORT AUTHORITY

5. Access to Multiple Markets
West Coast receiving terminal 
under construction
West Coast Alternatives
Hawaii
Pacific Rim

6. Anticipated Financing
80% debt (Federal loan guarantee 
available)
20% private funding

i



PORT AUTHORITY

Gas Producer / 
Shipper

Regas Terminal 
Owner Gas Offtakers

ii /t

Financing
Institutions

Gas S u p p ly /L T  Firm Terminal 

Transportation Capacity

AgreementAgreements

Financing 

Agreements

Time Charter 
, Party Agreement

***

LN G  O&M 
Contract

Pipeline O&M 

Contract

Gas SPAs G CP EPC  Contract

Pipeline EPC  
Contract

LN G EPC  
Contract

G C P O & M  
Contract

LNG Facility 
EPC Contractor

LNG Facility Pipeline GCP
Operator Operator Operator

■ Industry leaders will be involved in all components of AGPA’s project
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A G I A  i s  G o o d  f o r  A l a s k a
• . *• ‘ \ ;  -<‘r- • i

• •• *3 5 ** •
rORT AUTHORITY

Alaska Gasline Inducement Act (AGIA) Process:

Open, transparent and competitive

Identifies clear evaluation criteria

Inducements to project applicants in exchange for specific commitments

Empowers selected applicant to build successful consortium, leading to open season

Separates the mid-stream from the upstream

Brings in additional interested parlies to develop Alaska's gas resources



•*x.

A G I A  S u g g e s t e d  A m e n d m e n t s  • A ltJ > k l
PORT AUTHORITY

Additional gas reserves needed? Budget and timeline for exploration program 
Analysis of making liquids available in Alaska for value added processing 
Current project cost estimate required with application

AGIA benefits towards advancing gas pipeline

Rolled in rates -  good for Alaska’s future<3

Allows for independently owned infrastructure
Follows successful model used in other countries who also use rolled in rates and 
independently owned pipelines.
$500 million skin in the game -  sends very positive message about Alaska’s desire 
to commercialize Alaska’s gas
Supports lowest tariff
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L e g a l  N o t i c e B

The following presentation contains forward-looking statements concerning BG Group's operations, financial 
performance, strategy, outlook and growth opportunities. Words such as  "believes", "expects", “anticipates", 
"intends" or similar expressions are intended to identify such forward-looking statements.

By their nature, forward-looking statements involve uncertainty because they depend on, and relate to, future 
circumstances and events not all of which are within our control. Although BG Group believes that the expectations 
reflected in such forward-looking statements are reasonable, no assurance can be given that such expectations will 
prove to have been correct. Accordingly, results could differ materially from those set out in such forward-looking 
statements for a number of reasons, including but not limited to, changes in economic, market and competitive 
conditions; regulatory changes; governmental actions; fluctuations in commodity prices and exchange rates; supply 
and demand for oil and gas; the risks inherent in project implementation and delivery, and exploration and 
production activities; the inability or failure of co-venturers to meet contractual and/or funding obligations: natural 
disasters and adverse weather conditions; and war, sabotage and acts of terrorism. For a more detailed analysis of 
the factors that may affect our business, the results of our operations and our financial performance, we urge you to 
look at certain ‘Risk Factors' included in BG Group's Annual Report and Accounts 2006. BG Group undertakes no 
obligation to update any forward-looking statements.

No part of this presentation constitutes or shall be taken to constitute an invitation or inducement to underwrite, 
subscribe for or otherwise acquire, or dispose of any ordinary shares, ADRs or other investment in BG Group pic or 
any other entity, nor does it advise any person to do any of the foregoing and this presentation must not be relied 
upon in any way in connection with any investment decision.



B G  G r o u p  s n a p s h o t

T h e  i n t e g r a t e d  g a s  m a j o r

B

•  A  w o r l d  l e a d e r  i n  n a t u r a l  g a s

•  A  F T S E  2 0  c o m p a n y ,  

l i s t e d  o n  L o n d o n  a n d

N e w  Y o r k  S t o c k  E x c h a n g e s

•  M a r k e t  c a p i t a l i s a t i o n  o v e r  

$ 4 9  b i l l i o n

•  P r o d u c t i o n  c i r c a  7 0 %  g a s ;

3 0 %  o i l

•  E m p l o y s  a p p r o x  4 , 7 6 6  s t a f f ;  

6 4 %  o u t s i d e  U K ,  a t  y e a r  e n d  0 6

3



B u s i n e s s  m o d e l B

A  g l o b a l  n a t u r a l  g a s  b u s i n e s s



C o u n t r i e s  o f  c u r r e n t  o p e r a t i o n B

C a n a d a

U S A

T r in idad  & 
T o b a g o

Bo l iv ia

A rg en t in a

N o rw a y

U K

Tun is ia  
A lg e r i a—

N ige r ia
_ B r a z i l

U r u g u a y

K a z a k h s t a n
•  I t a l y  I

^  Is ra e l  / PA
— •  *  O m a n  l n<̂ 'a  # --------

T  0  ! T h a i l a n d

1  *  1  i  •
M a la y s i a  $

E g yp t  %

9  S i n g a p o r e
\
\
M a d a g a s c a r

L ibya

C h in a

— Ph i l ip p in e s

A c t i v e  i n  o v e r  2 5  c o u n t r i e s 5



M idd le  
E a s t  / 

C a s p i a n
A t lan t ic
s u p p ly
f o c u s

Bo l iv ia  / 
B ra z i l

G a s  m a r k e t  f o c u s

D e v e l o p e d  M a rk e t  D e v e l o p in g  M a rk e t  S u p p l i e s

C o n n e c t i n g  g a s  t o  m a r k e t s 6



G l o b a l  g a s  t r a d e  -  t h e  r e c e n t  p a s t B

M a rk e t s
LN G
P ip e

2

Australia

Source : BG Group

I n d u s t r y  p v o l u t i o n :  f r o m  t h r e e  m a i n  t r a d e  r e g i o n s .
_______ •_________ -9 .______________________ _



G l o b a l  g a s  t r a d e  -  g r a d u a l l y  e v o l v i n g B

M a rk e t s
LN G
P ip e

Source : BG Group

. . .  t o  a  g l o b a l i s i n g  g a s  i n d u s t r y



B G  L N G  s u p p l y  p r o j e c t s

s m d M lk L N G
COMPANY Of TRINIDAD AND TOflAQO

• T ra in  1: 3 .1  m tp a  -  1 9 9 9  ( B G  2 6 . 0 % )
• T ra in  2 / 3 :  6 . 6  m tp a  -  2 0 0 2  ( B G  3 2 . 5 % )
• T 'a in  4 :  5 . 2  m tp a  -  2 0 0 5  ( B G  2 8 . 9 % )
• B G  init iated p ro je c t  a n d  w a s  in s t rum en ta l  

in Ph i l l ip s  d e s ig n
• S in g le  tra in s ta r t -up

Liquefied Natural Gas

E g y p t i a n  L N G

• T ra in  1: 3 . 6  m tpa  - 2 0 0 5  ( B G  3 5 . 5 % )
• T ra in  2 :  3 . 6  m tp a  - 2 0 0 5  ( B G  3 8 . 0 % )
• E g y p t ’s  l a rg e s t  p ro je c t  f inanc ing  to d a t e
• U n iq u e  p ro je c t  c om m e rc i a l  s t ruc tu re
• U t i l ized l e s s o n s  lea rn t  f r om  A LN G

A t l a n t i c  L N G - t o t a l  e x p o r t  c a p a c i t y  o f  1 5  m t p a  i n  j u s t  7  y e a r s  '  9 .



U S  m a r k e t  s u m m a r y B

• L a k e  C h a r l e s  im p o r t  t e r m i n a l
• P h a s e  I e x p a n s i o n  Q 4  2 0 0 5

-  1 . 2  bcf/d s u s t a i n a b l e  s e n d  ou t
-  1 . 5  bcf/d p e a k  s e n d  ou t
-  9 .1  b c f  to ta l s t o r a g e

• P h a s e  II e x p a n s i o n  Q 2  2 0 0 6
-  1 . 8  bcf/d s u s t a i n a b l e  s e n d  ou t
-  2 .1  bcf/d p e a k  s e n d  ou t

• E l b a  I s l a n d  im p o r t  t e r m i n a l
-  0 . 4 5  bcf/d s u s t a i n a b l e  s e n d  ou t
-  0 . 6 7  bcf/d p e a k  s e n d  ou t
-  4 . 0  b c f  s t o r a g e  c a p a c i t y
-  1 . 1 7  bcf/d f i rm  s e n d  ou t  & 8 . 2  b c f  

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

L a k e  C h a r l e s

E l b a  I s l a n d

C a p a c i t y  i n  t w o  o f  t h e  f o u r  e x i s t i n g  U S  o n s h o r e  t e r m i n a l s 1 0



L N G  i m p o r t s  -  2 0 0 3  t o  p r e s e n t

S h a r e  o f  U S  L N G  i m p o r t s

U S  L N G  im p o r t s  (m t )

■ 2 0 0 3 1 0 . 5
2 0 0 4 1 2 . 9

■ 2 0 0 5 1 2 . 7
2 0 0 6 1 2 . 0

11 . L .  I
BG D is t r ic ts  BP Shell Statoi l O ther

Source : DOE

B G  -  t h e  l a r g e s t  U S I N G  i m p o r t e r  i n  2 0 0 3 ,  2 0 0 4 ,  2 0 0 5  a n d  2 0 0 6  1 1



A l a s k a  E & P

1

B

v

2 . 1  m i l l i o n  a c r e s  i n  t h e  F o o t h i l l s  o f  A N S  a n d  . 2  m i l l i o n  i n  t h e  E N S  1 2



A l a s k a  G a s l i n e  I n d u c e m e n t s  A c t  B

• B G  is  i n v e s t i n g  in A l a s k a
-  E xp lo r in g  a l o n g  North  S l o p e  and  E N S

• B G  s u p p o r t s  A G I A
-  T h e  p r o c e s s  is fa ir , o p e n  a n d  in c lu s ive
-  B G  s u p p o r t s  th e  m a n d a t o r y  p r o v i s i o n s  on  a c c e s s  a n d  r a te s
-  W i l l  e n c o u r a g e  n ew  e x p lo r e r s  to  in ve s t  in A l a s k a

• A G I A  p r o v i d e s :
-  O ppo r tu n i t ie s  f o r  input by a ll  i n te re s ted  pa r t ie s
-  S e v e r a l  op p o r tu n i t ie s  f o r  l e g i s la t o r s  to p ro v id e  input:

-  Initial leg is la t ion
-  W h e n  p ipe l ine  app l ic a t i o n s  a r e  subm i t ted
-  L eg is la t iv e  re v iew  o f  th e  w inn ing app l ic a t ion

'9 A G I A  w i l l  e n c o u r a g e  d e v e l o p m e n tL \ *



A l a s k a  G a s l i n e  I n d u c e m e n t s  A c t B

• A G I A  a d d r e s s e s  B G ’s  c o n c e r n s  b y :
-  P ro v id in g  a  le v e l  p lay ing  f ie ld  f o r  al l pa r t ic ipan ts
-  P ro v id in g  ce r ta in ty  tha t  w h en  w e  d i s c o v e r  g a s ,  w e  will h a v e  a c c e s s  to  p ipe l ine  

c a p a c i t y
-  P ro v id in g  a m e c h a n i sm  to  e n s u r e  ju s t  a n d  r e a s o n a b l e  r a te s

• A G I A  c r e a t e s  c o m p e t i t i o n  t o  b u i l d  t h e  p i p e l i n e  a n d  p o s s i b l y  a n  L N G  e x p o r t  
f a c i l i t y

• A G I A  s p e l l s  o u t  w h a t  is  r e q u i r e d  o f  a n y  a p p l i c a n t
• C l e a r l y  i d e n t i f i e s  t h e  S t a t e ’s  “ m u s t  h a v e s ”
• B G ’s  “ m u s t  h a v e s ” a r e :

-  R e g u l a t e d  p ipe l ine
-  O p e n  a c c e s s  p r o v i s i o n s  in th e  ta r i f f
-  J u s t  a n d  r e a s o n a b l e  r a t e s

A G I A  w i l l  e n c o u r a g e  d e v e l o p m e n t



K e y  m e s s a g e s B

• A G I A  is g o o d  f o r  A l a s k a  a n d  f o r  t h e  n a t u r a l  g a s  i n d u s t r y

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

A G I A ’ s  p u r p o s e :
-  “ . . . t o  e n c o u r a g e  e x p e d i t e d  c o n s t ru c t io n  o f  a  n a tu ra l  g a s  p ipe l ine  that
( 1 )  F ac i l i t a te s  c om m e rc i a l i z a t i o n  o f  No rth  S l o p e  g a s  r e s o u r c e s  o f  the s ta te ;
( 2 )  p r o m o t e s  e x p lo r a t i o n  a n d  d e v e l o p m e n t  o f  oil a n d  g a s  r e s o u r c e s  o n  the  North  

S l o p e ;
( 3 )  m a x im i z e s  b en e f i t s  to th e  p e o p l e  o f  th e  s t a t e  f r om  the  d e v e l o p m e n t  o f  oil a n d  

g a s  r e s o u r c e s  in th e  s ta te ;  a n d
( 4 )  e n c o u r a g e s  oil a n d  g a s  l e s s e e s  a n d  o t h e r  p e r s o n s  in th e  s ta t e  to c om m it  

n a tu ra l  g a s  f r om  the  No r th  S l o p e  to  a g a s  p ipe l in e  s y s t e m  f o r  t r a n sp o r t a t i o n  to 
m a r k e t s  in th is s ta t e  o r  e l s e w h e r e . ”

A l a s k a  m u s t  c o n t i n u e  t o  e n c o u r a g e  d e v e l o p m e n t
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This afternoon I’ll discuss the AOGCC’s role in North Slope gas 
sales and give you a status report.

Most knowledgeable Alaskans know the significance of 35 TCF of 
natural gas. However, very few people realize that hundreds of 
millions of barrels of oil and condensate could be lost if gas offtake 
is not correctly managed.

Oil is Alaska’s bird in the hand and gas is our bird in the bush.
The AOGCC is responsible for setting the gas offtake allowables 
from the North Slope oil fields to ensure that we do not harm our 
birH in the hand while aspiring to grasp our bird in the bush.

In general, maintaining reservoir pressure enhances oil recovery, 
but producing gas depletes reservoir pressure. Therefore, gas 
reserves in most fields are usually sold only after most of the oil 
has been produced. Until then, the gas that is produced with the oil 
is used to promote increased liquid production in various ways.

For example, gas might be reinjected into the reservoir to provide 
the energy needed to get the liquid hydrocarbons to the surface, or 
the gas might be used for enhanced oil recovery operations.

Both of those are happening right now at Prudhoe Bay and other 
North Slope fields.

Therefore, North Slope gas sales are going to involve trade-offs 
between oil ar.d gas recovery. It’s not practical to get every drop 
of oil out of the ground before starting gas sales, and the AOGCC



certainly does not take that position. We do however need to 
ensure that the trade-offs that inevitably will occur result in greater 
ultimate recovery o f both gas and oil

It is important to understand that Prudhoe Bay does have a existing 
gas offtake allowable. It is 2.7 BCF per day and it was set in 1977.

The AOGCC usually waits for an application from the operator to 
modify pool rules including offtake rates. However, in 2005 we 
recognized the following:

First, that serious discussions were taking place concerning 
major North Slope gas sales
Second, that the 2.7 BCF per day gas offtake allowable for 
Prudhoe Bay was set in 1977, when the field first began to 
produce; and, although that offtake rate was based on the best 
available information at the time, we now have 30 years and 11 
billion barrels o f  production and production-related data to help 
determine a better number

Third, most o f the publicly discussed pipeline options could 
require more than 2.7 BCF per day offtake from Prudhoe Bay

Forth, performing the necessary studies to determine an 
appropriate current offtake rate would take time, and

Fifth, the AOGCC did NOT want to be the cause o f  any project 
delays.

Therefore, to acquire the most current information, BP and the 
other Prudhoe Bay working interest owners agreed to provide the 
AOGCC staff and consultants access to their simulators including 
the underlying engineering, geologic, and geophysical information. 
They voluntarily set up a data room in BP’s Anchorage offices,
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equipped with computers and software allowing review o f the 
simulator results.

It is important to note that the data and information provided to us 
falls within the standards o f AS 3 1.05.035(d) and 20 AAC 
25.537(b) governing confidentiality o f information.

In simple terms, the data that has been made available to us is not 
something we were otherwise entitled to. It belonged solely to the 
Prudhoe Bay working interest owners. We needed it to perform 
our study, and the most efficient way for us to get access to it was 
to agree to keep it confidential.
Our most recent study began in January 2006, and was completed 
in late 2006. In the course o f that study, BP and its partners were 
cooperative and provided us all that we needed.
On February 28, 2007, we published a summary report. That 
report is available on the AOGCC website 
(www.aoucc.alaska.gov): and a copy is in your packet.

As soon as we announced that we had completed our study, 
everyone wanted to know the magic number, but it’ s not that easy.

First, it’ s a multi-variable equation. The right offtake volume will 
depend on when sales start, how aggressively the oil has been 
produced in the meantime, and what mitigating steps are in place 
and planned. And second, there are legal restrictions on what 
results o f the study we can share and how we share them.

As soon as we receive an application or otherwise have enough 
information to make a meaningful determination, we will convene 
public hearings and make as much information available as is 
needed and legally allowed to support any change in the assigned 
natural gas offtake allowable.

3
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It is our intent to complete our evaluations, hold hearings and make 
our final rulings on gas offtake allowables for both Prudhoe Bay 
and Pt Thomson well in time for the “open season” process.

As of now, here’s what we can say:

(1) The later gas sales begin, the smaller will be the oil losses.

(2) The lower the offtake rate, the smaller will be the oil 
losses.

(3) The more the oil production is accelerated before gas sales 
start, the smaller will be the oil losses.

(4) The more that is done to mitigate detrimental effects of 
gas sales, the smaller will be the oil losses.

(5) Oil loss is more sensitive to the acceleration of oil 
production and the mitigating steps than it is to start-up 
timing or offtake rate.

(6) Depending on the life of the North Slope in frastructure, 
delaying gas offtake too long, could result in decreased 
gas recovery.

By the time a pipeline project is ready, selling gas from Prudhoe 
Bay can very likely proceed at a higher offtake rate than the 
current 2.7 BCF per day, provided BP and its partners continue 
working: (1) to accelerate oil production (for example: aggressive 
infield drilling and operational vigilance to minimize production 
interruptions) and (2) to mitigate for gas losses (gas cap water 
injection and using C02 for EOR, for example).
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We are confident, that unless a substantial delay occurs (which 
could make our analysis stale and require additional analytical 
work), we will be adequately prepared to make a timely 
determination of the correct Prudhoe Bay gas offtake allowable 
rate when an application does come before us.

Now, I would like to talk about Pt Thomson, where we can’t make 
such a confident statement.

A year ago the AOGCC, and Exxon and its partners agreed upon a 
similar process for studying the allowable gas offtake from Pt 
Thomson. The AOGCC contracted reservoir evaluation consultants 
to assist its technical staff in performing the Pt Thomson study. 
Exxon and its partners agreed to give AOGCC staff and 
consultants access to a data room in Exxon’s Houston offices. It 
was agreed that the data room would include reservoir engineering, 
geologic and simulation information and would be equipped with 
computers and software allowing review of the simulator results. 
The study was supposed to begin before September 2006 and last 
up to six months. Exxon and its partners indicated that they 
planned to apply to the Commission in late 2006 or early 2.007 for 
Pool Rules and a gas offtake allowable rate for Pt Thomson.

Unfortunately we were not able to follow that time line. Exxon 
had delays in preparing the data room and information. The 
process was finally slated to begin late last year, about the same 
time that the DNR found Exxon and its partners to be in default on 
their leases. We attended one meeting where Exxon presented a 
small portion of the information we would need, but since then the 
study has been on hold pending resolution of legal issues.

Without a thorough study, it will be very difficult for the AOGCC 
to have sufficient information to make a gas offtake ruling on Pt 
Thomson. So that one remains a wild card -  in many ways.

5



f n  s u m m a r y :

(1) There are hundreds of millions of barrels of oil and 
condensate at risk if Alaska doesn’t manage natural gas 
offtake properly.

(2) The AOGCC is charged with setting gas offtake 
allowables that will prevent loss of the State’s valuable 
hydrocarbon resources.

(3) The AOGCC intends to perform its function so that we 
will not delay the project, i.e., before an open season.

(4) We’ve done the technical work to prepare us to address 
Prudhoe Bay’s offtake without causing that delay.

(5) A lot remains to be done for Pc Thomson; so delay is 
possible there.

Thank you and I would be happy to take your questions.
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T h e  L e n d e r s ’ P e r s p e c t i v e

L e n d e r s  c o n s i d e r  5  C s :
C a p a c i t y
-  T h e  d eb t  r e p a y m e n t  capab i l i ty  o f  th e  p ipe l ine  p ro jec t .

C o l l a t e r a l
-  T h e  s e c o n d a r y  s o u r c e  o f  d eb t  r e p a ym en t .

C h a r a c t e r  I  C r e d i t
-  P r o j e c t  s p o n s o r s  ( the  ac t iv e  equ i ty  in v e s t o r s )  w h o  a r e  e x p e r i e n c e d  in th e  p ipe l in e  

indus t ry  a n d  h a v e  so l id  c red i t  h is to ry .

C o m m i t m e n t
-  F in an c ia l  a n d  n on - f in an c ia l  c o m m i tm e n t s  f r om  s p o n s o r s  indicat ing the ir  

in cen t iv e s  to th e  s u c c e s s  o f  th e  p ipe l ine  p ro jec t .

C o n d i t i o n s
-  F u tu r e  m a rk e t ,  r e g u la to ry ,  e c o n o m i c  and  e n v i r o n m e n ta l  c o nd i t io n s  tha t  c o u ld  

im pac t  the  viabi l ity o f  t h e  p ro jec t .
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F i n a n c i n g  P e r s p e c t i v e

T h e  crit ical i t em s  f o r  a g re e n f i e ld  na tu ra l  g a s  e x p o r t  p ip e l in e  f r om  A l a s k a  in c lude :
-  F i rm  long  te rm  c o m m i tm e n t s  to sh ip  na tu ra l  g a s ,  a t a p r ice , quant i ty , a n d  te rm  

su f f ic ien t  to  s e r v i c e  a n d  r e p a y  th e  n e c e s s a r y  d eb t  f inanc ing .
-  Equ i ty  fund ing , typ ica l ly  o f  2 0 % - 3 0 %  o f  th e  p r o je c t ’s  f o r e c a s t  cap i ta l  s t ru c tu re .  O n e  o r  

m o r e  equ i ty  s p o n s o r s  with the  p ro je c t  d e v e l o p m e n t ,  m a n a g e m e n t ,  a nd  o p e r a t i o n s  
sk i l ls  n e c e s s a r y  to  u n d e r t a k e  this p ro je c t .  v - 0 4  vC 'A j

-  D iv is ion  o f  c o s t  o v e r r u n  r isk s  a m o n g  p a r t ie s  wh ich  h a v e  th e  f in anc ia l  s t reng th ,  a n d  
a p p r o p r i a t e  sk i l ls  a nd  in cen t iv e s  to  m a n a g e  a n d  b e a r  th is  risk.

-  F E R C ,  N E B ,  a n d  o th e r  r e g u la t o r y  a p p r o v a l s

E a c h  o f  t h e s e  crit ical e l e m e n t s  is m agn i f i e d  d u e  to th e  e x t r a o rd in a r y  s i z e  o f  th e  p r o p o s e d  
p ro jec t .

F e d e r a l  l o a n  g u a r a n t e e s  will b e  he lp fu l  in m ax im iz in g  the  quan t i ty  o f  d eb t  a n d  limiting t h e  
c o s t  o f  p ipe l ine  d eb t  f inanc ing ,  (a nd  th e  d e l i v e re d  c o s t  o f  p ip e l in e  g a s  to c o n s u m e r s ) ,  but 
a r e  no t  a subs t i tu te  f o r  a n y  o f  the  k e y  e l e m e n t s  l is ted a b o v e .

The A l a s k a  G a s l l n e  I n d u c e m e n t  Act
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F irm  T r a n s p o r t a t i o n  (FT) 
C o m m i t m e n t s

F irm  long  t e rm  c o m m i tm e n t s  to sh ip  n a tu ra l  g a s ,  a t  a  p r ice , quant i ty ,  a nd  te rm
su f f ic ien t  to s e r v i c e  an d  r e p a y  the  n e c e s s a r y  d eb t  f inanc ing  a r e  n o rm a l l y  n e c e s s a r y
f o r  a s u c c e s s f u l  f inanc ing .

-  Demonstrate (via open season ) the need for the project from regulatory perspective
-  Provide equity investors with necessary assurance of earning an acceptable return
-  Critical to give lenders assurance of debt repayment ( in absence of federal guarantee)

B u lk  o f  th e  s h ip p e r  c om m i tm e n t s  will v e r y  l ike ly  c o m e  f r om  the  p a r t ie s  wh ich  ow n  the
g a s  supp ly .
-  Only the producers have sufficient economic interest to make firm transportation commitment
-  Given the high level o f  capital expenditure necessary for the project, the exact terms of the 

shipping commitments are of great importance to suppliers in determining the acceptability of 
their economics

-  Shipper commitments are normally needed 1) prior to closing on debt financing and pipeline 
construction, and 2) prior to equity making large “at risk" commitments -  including large pre­
approval development outlays

The A l a s k a  G a s i l n e  I n d u c e m e n t  Act
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E q u i ty  C o m m i t m e n t s
The A l a s k a  G a s l l n e  I n d u c e m e n t  Act

Equ i ty  C o m m i tm e n t s  a r e  a  p re -c ond i t ion  to d eb t  f in anc ing  and  f e d e r a l  g u a r a n t e e s

T yp ic a l  g re e n f i e ld  F E R C  reg u la te d  p ipe l ine  p ro je c t  is f u n d e d  with 2 0 % - 3 0 %  b a s e  equ ity .
-  E x a c t  le v e l  is d e p e n d e n t  u p on  p ro je c t  e c o n o m ic s  and  r e s e r v e s ,  but s o m e  m in im um  

n e e d e d  to  e s t a b l i s h  s p o n s o r  credibi l i ty a s  ow n e r

• Abi l ity to a t t rac t  equ i ty  s p o n s o r s  r e s t s  up on  abi lity to:
-  a t t rac t  su f f ic ien t  f i rm  an d  b ind ing t r a n sp o r t a t io n  c om m i tm en t s
-  s h a r e  d e v e l o p m e n t  c o s t  r i sk s  with o t h e r  in te re s ted  pa r t ie s
-  s h a r e  c o s t  o v e r r u n  r isk s  with s h ip p e r s
-  p ro v id e  a c l e a r  r e g u la t o ry  p a th  to  a p p r o v a l
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C o s t  O v e r r u n s
The A l a s k a  G as l l n e  I n d u c e m e n t  Act

Mitigating c o s t  o v e r r u n s  is a k e y  f in anc ing  c o n c e rn

• S u b s t a n t i a l  i n c r e a s e s  in c o s t  o f  l a rg e  cap i ta l  p r o je c t s  h a v e  o c c u r r e d  in r e c e n t  y e a r s ,  
a c r o s s  m a n y  indu s t r ie s  g lob a l ly .
-  C o m p l e x  c a u s e s ,  inc lud ing h ig h e r  c o m m od i t y  p r i c e s  a n d  sk i l led  l a b o r  s h o r t a g e s
-  E x t r em e  c o s t  o v e r r u n s  h a v e  o c c u r r e d  f o r  m e g a - p r o j e c t s  in th e  n e a r b y  A lb e r t a  oil 

s a n d s

B e c a u s e  o f  m a r k e t  c ond i t io n s ,  a n d  t h e  p ro je c t  s i z e ,  t h e r e  is a l imited abi l i ty to shi ft c o s t  
o v e r r u n  r isk to  c o n t r a c t o r s  a n d  supp l ie r s .

• T h e  m ag n i t u d e  o f  c o s t  o v e r r u n  risk, a n d  th e  m o d e s t  equ i ty  r e tu rn s  typ ica l ly  a s s o c i a t e d  
with p ip e l in e  equ ity , will l ike ly  d r ive  s o m e  n e e d  f o r  s h a r in g  o f  this r isk  b e tw e e n  equ i ty  
in v e s t o r s  a n d  s h ip p e r s
-  S h ip p e r s ,  in turn , will n e e d  m o r e  p ro te c t ion  a g a in s t  p o ten t ia l ly  v e r y  la rg e  c o s t  

o v e r r u n s  th an  w ou ld  b e  p ro v id e d  in a typ ica l  “ c o s t  o f  s e r v i c e ” a r r a n g e m e n t
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D e p a r t m e n t  o f  E n e r g y  
L o a n  G u a r a n t e e s

T h e  A l a s k a  N a t u r a l  G a s  P i p e l i n e  A c t  o f  2004  g a v e  t h e  U . S .  D e p a r t m e n t  o f  E n e r g y  t h e  a b i l i t y  t o  i s s u e  u p  
t o  U S $ 1 8  b i l l i o n  i n  l o a n  g u a r a n t e e s  i n  s u p p o r t  o f  t h e  A l a s k a  n a t u r a l  g a s  p i p e l i n e  p r o j e c t .

K e y  l o a n  g u a r a n t e e  p r o v i s i o n s  in  A l a s k a  N a t u r a l  G a s  P i p e l i n e  A c t  o f  2004  a r e  e x t r e m e l y  f a v o r a b l e .

-  M a x i m u m  g u a r a n t e e d  d e b t  w o u l d  b e  t h e  l e s s e r  o f  U S $ 1 8 b i l l i o n  ( i n d e x e d  t o  i n f l a t i o n )  n r  8 0 %  o f  
t o t a l  c a p i t a l  c o s t s ,  i n c l u d i n g  i n t e r e s t  d u r i n g  c o n s t r u c t i o n

-  O w n e r s  o f  C a n a d i a n  p o r t i o n  o f  p i p e l i n e  a l s o  e l i g i b l e

-  T e r m  o f  30 y e a r s

-  U n u s u a l  c r e d i t  s u p p o r t  l a n g u a g e  i n d i c a t i n g  t h a t  n o  “co n tra ctu a l co m m itm en t o r  o th er  form  o f  e r e c 
su p p o r t  o f  the s p o n s o r s  (o th er  than eq u ity  contribution  c o m m itm en ts  a n d  co m p le tio n  g u a r a n te e  

o r . . .  th rou gh pu t o r  o th er  g u a r a n te e  from p r o s p e c t iv e  sh ip p e r s  g r e a t e r  than s u c h  g u a r a n t e e s  a s  

shall b e  req u ired  b y  the p ro jec t o w n e r s ” w i l l  b e  r e q u i r e d  f o r  l o a n  g u a r a n t e e

F a v o r a b l e  t e r m s  o f  l e g i s l a t i o n  m a y  b e  l im i t e d  b y  p r a c t i c a l i t i e s  o f  D e p a r t m e n t  o f  E n e r g y  im p l e m e n t a t i o n :

-  D o E  h a s  b e e n  s l o w  t o  i m p l e m e n t  t h e  l o a n  g u a r a n t e e  p r o v i s i o n s  o f  t h e  E n e r g y  P o l i c y  A c t  o f  2005

-  D o E  s o l i c i t e d  p u b l i c  f e e d b a c k  i n  M a y  2005 t o  a s s i s t  i n  f u t u r e  m l e m a k i n g  o n  p i p e l i n e  l o a n  
g u a r a n t e e s ,  b u t  h a s  y e t  t o  i s s u e  a n y  f u r t h e r  g u i d e l i n e s  o r  d r a f t  r e g u l a t i o n s

The A l a s k a  G a s l l n e  I n d u c e m e n t  Ac t
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C o n c l u s i o n s

• A G IA  h a s  s o m e  he lp fu l  e l e m e n t s
-  U p  to  $ 5 0 0  mi l l ion o f  r isk s h a r in g  cap i ta l  du r ing  the  p ro je c t  d e v e l o p m e n t  p h a s e ,  

th e  m o s t  r isky  s t a g e  o f  th e  p ipe l ine  p ro je c t
-  T h e  R e s o u r c e  I n d u c em en t  s e c t io n  e n c o u r a g e s  F T  c om m i tm en t s
-  A  r e q u i r em en t  tha t  an  app l ic a t ion  s h a l l  d e s c r i b e  the  m e a n s  fo i  p re v en t in g  o r  

m a n a g in g  c o s t  o v e r r u n s  f o r  th e  p r o p o s e d  p ro je c t

• A  p ipe l ine  will no t  b e  built w ithou t  l e n d e r s ’ d eb t  f inanc ing

• T h e  f inanc ing  o f  th e  p ipe l in e  p ro je c t  n e e d s  to b e  s u p p o r t e d  by  f i rm  t r a n sp o r t a t i o n
c om m i tm en t s ,  a r o b u s t  f e d e r a l  g u a r a n t e e ,  o r  a c om b in a t i o n  o f  bo th .

F ina l ly ,  t h e r e  is a lot o f  w ha t  ifs a nd  u n k n ow n s  with this p ro je c t ,  but t h e r e  is no th ing  in 
A G IA  wh ich  w ou ld  p r e c lu d e  p ro je c t  f inanc ing .

A l a s k a  G a s l l n e  I n d u c e m e n t  Act
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SARAH PAUN. GOVERNOR

A L A S K A  ©H2| A W ' D  G A S
c o w s E M w r m s r  c o m m i s s i o n

3 3 3  W  7 tn  A V E N U E ,  S U IT E  1 0 0  

A N C H O R A G E ,  A L A S K A  9 9 5 0 1 -3 5 3 9  

P H O N E  (9 0 7 )  2 7 9 -1 4 3 3  

F A X  (9 0 7 )  2 7 6 -7 5 4 2

M a y  2, 2007

Honorab le  Harry T . C raw fo rd , Jr.
S late Representat ive 
A laska State C a p it o l  
Juneau, A laska  99801

Re: Tota l N o rth  S lo p e  F ie ld  Fue l Uses

Dear Representat ive C raw fo rd :

In  a letter dated A p r i l  27, 2007 yo u  requested total N o r th  S lo p e  fue l uses for a l l uses 
in c lu d in g  f la r in g  for 1996, 1998, 2000, 2002, 2004, and 2006. A ttached  is a spreadsheet 
o f  total N o r th  S lo p e  F ie ld  gas d ispo s it io n  for years 1974-2007.

I f  you  need a ny th in g  further, p lease let m e  know .

S in ce re ly ,

C a th y  Pyroers te r 
C om m is s io n e r

S V \ \ o - = Y



GAS DISPOSITION 
NORTH SLOPE

Year S o ld P c in ic c led
Lenso

O pe ra tion s
O the r

(S h rin k )
1974 136 ,267 0 1 ,574 .493 0
1975 0 0 1 ,747 ,392 0
1976 0 0 2 ,6 0 1 ,6 7 2 0
1977 1 ,089 ,266 68 ,0 79 ,911 13 ,562 ,344 0
1970 0 2 7 1 ,8 5 4 .3 2 0 18 .B 26 .145 0
1979 0 3 9 0 ,1 3 5 ,6 7 2 23 ,5 5 9 ,1 8 0 0
1980 0 54 6 ,5 09 ,4 8 0 2 8 ,9 67 ,1 3 8 0
1981 8 ,5 8 1 ,6 7 6 5 9 5 ,1 0 5 ,9 3 6 35 ,9 3 3 ,7 0 5 0
1987 14 ,0 00 ,336 7 1 5 ,6 1 5 ,2 2 5 48 .4 3 0 .7 3 0 0
1983 M .5 8 8 ,522 791 ,9 7 9 ,3 3 7 55 ,0 8 6 ,2 9 0 0
198-1 15 ,0 88 ,326 8 1 5 ,9 2 9 ,2 2 8 68 .9 1 7 ,3 1 6 0
1905 20 ,088 ,651 9 3 2 ,4 3 3 ,5 3 6 0 7 ,5 83 ,0 9 7 429 ,9 94
1986 2 0 ,0 0 0 ,5 6 6 974 ,3 4 6 ,4 4 8 8 9 ,9 87 ,2 8 7 6 .7 3 7 .1 2 8
1987 4 3 ,3 8 2 .7 0 0 1 ,2 4 6 ,0 0 8 ,0 9 0 122 ,987 ,33 8 2 .6 4 2 ,5 1 0
1988 48 .5 8 1 ,5 5 4 1 ,454 .6 3 0 ,5 7 3 1-16,017.694 61 0 .1 9 5
1989 39 ,8 0 9 ,9 1 7 1.4G 5.365 .209 155 .574 ,75 5 1 ,088 ,024
1990 37 ,6 8 0 ,9 4 4 1 .546 ,7 0 7 .0 2 9 159 ,170 ,57 2 1 ,1 4 1 ,0 7 8
1991 45 ,5 92 .4 3 1 1 ,854 ,612 .8 55 175 .112 .14 7 1 ,5 8 2 ,3 3 0
1997 -18,663 ,964 2 .0 8 6 ,2 8 8 ,5 9 5 184 ,023 ,821 1 ,940 ,119
1993 46 .3 4 5 .8 3 4 2 .2 4 6 ,1 6 0 ,1 2 6 187 ,167 ,54 0 2 ,025 ,671
1994 4 4 ,2 3 2 .7 0 0 7 .5 3 6 ,3 8 7 ,7 4 2 198 ,4 62 ,3 9 6 1,930 ,184
1995 4 8 ,6 3 8 .3 5 7 7 .8 3 4 .3 1 9 .4 9 2 2 0 5 .6 58 ,2 6 6 4 ,7 5 1 ,1 0 6
1996 5 3 .5 4 4 .4 4 7 7 .8 5 3 ,8 1 4 ,3 8 2 21 3 .1 08 ,2 3 5 0
1997 5 4 ,5 0 1 .6 8 4 7 ,8 7 4 ,2 5 8 ,3 9 9 215 .8 0 8 ,2 7 5 0
1998 51 .8 5 2 ,3 4 2 2 ,8 9 9 ,2 0 8 ,8 5 5 2 1 2 ,7 6 5 ,7 2 6 1 ,647 ,273
1999 5 0 ,2 4 6 ,8 7 9 2 ,8 9 2 ,8 8 0 ,0 8 9 2 0 8 .8 18 .8 7 2 3 ,2 0 6 ,0 7 7
700 0 5 0 .7 1 2 ,5 8 5 3 ,0 6 3 .5 8 1 .1 5 3 21 1 ,9 12 ,2 1 4 1 .857 ,203
7001 49 ,2 2 3 ,4 1 7 2 ,9 4 8 ,5 1 5 .8 3 4 21 2 ,0 30 .7 9 9 3 ,2 6 9 ,3 4 6
2007 0 6 .4 11 ,7 8 1 3 ,0 0 9 .0 5 5 .7 0 0 224 ,1 0 9 ,0 2 5 2 ,4 4 7 ,0 5 3
2003 “ 9 ,0 5 1 ,1 6 2 3 ,0 9 6 ,5 3 1 ,4 7 3 229 ,1 35 ,9 5 4 13 ,852 ,661
2004 7 7 ,3 3 3 ,7 0 6 3 .1 3 9 ,9 5 1 ,4 0 8 225 ,997 ,94 1 11 .8 85 ,313
2005 6 9 ,1 4 4 ,5 9 2 3.135 .303 ,-157 234 .9 8 4 ,7 6 0 15 ,2 06 .869
7006 6 3 ,4 2 8 .7 4 8 2 .7 3 7 .9 0 6 ,0 1 6 2 0 8 ,1 76 ,8 0 7 13 .294 ,234
700 7 17 ,3 41 .239 795 ,8 95 ,6 6 4 59 ,0 7 9 ,6 0 2 5 ,7 3 0 ,2 3 4

F la re F la re F la re P i lo t /
< 1  Hr > 1 Hr P ro -1995 Pu rqo TOTAL fMCF)

0 0 1 ,076 ,405 0 1 ,7 1 0 ,7 6 0
0 0 1 ,061 ,146 0 1 ,7 4 7 ,3 9 2
0 0 1 ,253 ,565 0 2 ,6 0 1 ,6 7 2
0 0 10 ,8 71 ,756 0 02 ,7 31 ,5 2 1
0 0 2 .3 1 3 ,1 5 9 0 2 9 0 ,6 8 0 .4 6 5
0 0 1 ,840 ,081 0 4 1 3 ,6 9 4 ,8 5 2
0 0 1 ,800 ,728 0 5 7 5 ,4 7 6 ,6 1 8
0 0 2 ,4 6 3 ,9 8 2 0 6 3 9 ,6 2 1 ,3 1 7
0 0 3 ,5 0 4 ,5 3 3 0 77 8 ,0 46 ,2 9 1
0 0 2 ,5 2 4 ,2 9 3 0 8 6 2 ,2 5 4 ,1 4 9
0 0 5 ,8 9 3 ,3 7 9 0 3 9 9 ,9 3 4 ,8 7 0
0 0 3 ,9 5 5 ,9 4 3 0 1 ,0 4 0 ,5 3 5 ,2 7 0
0 0 5 ,9 0 9 ,8 4 3 0 1 ,0 9 1 ,0 7 1 ,4 2 9
0 0 12 ,961 ,727 0 1 ,4 1 5 ,0 2 0 ,1 3 8
0 0 5 ,798 ,801 0 1 ,6 4 9 ,8 4 0 ,0 1 6
0 0 6 ,920 ,191 0 1 ,6 6 1 ,0 3 7 ,9 0 5
0 0 8 ,6 9 8 ,0 0 9 0 1 ,7 4 4 ,7 7 9 ,6 2 3
0 0 7 ,101 .603 0 2 ,0 7 6 ,8 9 9 ,7 6 3
0 0 10 ,0 92 ,493 0 2 ,3 2 0 ,9 1 6 ,4 9 9
0 0 19 ,0 83 ,628 0 2 ,4 8 1 ,7 0 5 ,3 7 1
0 0 10 ,5 85 ,018 0 2 ,7 8 1 ,0 1 3 ,0 7 2

1 .0 0 8 ,5 2 6 2 .2 6 3 ,8 8 5 0 3 ,6 0 5 ,6 4 8 3 ,1 0 0 ,2 4 5 ,2 8 0
1 ,171 ,569 1 ,113 ,525 0 3 ,5 1 2 ,6 2 6 3 ,1 2 6 ,2 6 4 ,7 8 4
1 ,050 ,985 1 ,933 ,793 0 3 ,2 7 0 ,7 1 7 3 ,1 5 0 ,8 2 3 ,0 5 3
1 .210 ,457 1 ,4 7 2 ,8 6 8 0 3 .3 9 5 ,9 1 9 3 ,1 7 1 ,5 5 3 ,4 4 0
1 ,221 ,949 85 4 ,1 0 0 0 3 ,3 1 5 ,5 0 5 3 ,1 6 0 ,5 4 3 ,4 7 1

9 3 2 .8 3 0 1 ,6 5 1 ,1 4 8 0 3 ,4 1 8 ,4 1 2 3 ,3 3 4 ,0 6 5 ,5 4 5
900 ,484 1 ,2 7 0 ,1 4 5 0 3 ,5 7 5 ,5 2 8 3 ,2 1 0 ,7 9 3 ,5 5 3
6 7 2 ,5 5 3 1 ,6 9 0 ,2 1 0 0 3 ,5 9 7 ,6 3 3 3 ,3 0 7 ,9 8 3 ,4 5 5
74 1 ,0 3 9 702 ,7 59 0 3 ,7 6 2 ,1 8 3 3 ,4 2 4 ,6 7 7 ,2 3 1
56 5 ,8 5 5 1 .119 ,781 0 3 ,7 7 9 .5 5 5 3 ,4 6 0 .6 3 3 .5 5 9
62 9 ,6 3 2 755 ,822 0 3 ,8 2 5 ,4 0 5 3 ,4 5 9 ,9 3 0 ,5 3 7
8 26 ,4 96 1.4R6 .366 0 3 ,7 8 9 .7 3 5 3 .0 2 8 ,9 0 8 ,4 0 2
130 ,539 1 6 6 8 3 1 93 8 ,9 4 9 8 7 9 ,2 8 3 ,1 3 8
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E x x o n M o b i l  A G I A  T e s t i m o n y  i m u v i u

__________________ H o u s e  F i n a n c e  C o m m i t t e e  5 - 2 - 0 7 ---------------- —

FINANCE COMMITTEE:

Co-Chairmen: Representatives Mike Chenault (R) / Kevin Meyer (R)
Vice-Chair: Representative Bill Stoltz(R)
Members: Representatives Richard Foster (D); Mike Hawker (R); Mike Kelly (R); Bill 
Thomas, Jr. (R); Harry Crawford (D); Les Gara (D); Reggie Joule (D); Mary Nelson (D)

INTRODUCTION

Good afternoon Chairmen Chenault and Meyer, Vice-Chair Stoltz and members of the 

House Finance Committee. My name is Marty Massey. I am the U.S. Joint Interest 

Manager for ExxonMobil, a position I have held since November 2001, and I am 

responsible for the commercialization of ExxonMobil’s gas resources in Alaska.

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 our current net production in Alaska is approximately 150,000 barrels per day. We 

have benefited from our involvement in the State of Alaska, and we believe that Alaska 

has benefited from this long-term relationship i s  well. Commercializing Alaska’s North 

Slope gas will allow us to continue this mutually beneficial relationship for another 50 

years or more.

EXXO N M O B IL  R EAD Y TO  PROGRESS PROJECT

The Alaska Gas Pipeline Project is important to Alaska, to our nation, and to 

ExxonMobil. The project has the potential to generate billions of dollars in revenues for 

the State of Alaska, the U.S. federal government, and Canada, and could provide a 

stable and secure source of clean energy for Alaska and North America for decades to
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come. For ExxonMobil, the project is significant and has the potential to add over 1 

billion cubic feet per day of gas sales, which would be more than a 10% increase to our 

current worldwide daily gas production. This project could also add over one billion oil- 

equivalent barrels to proved reserves, nearly enough to replace a year of our 

production. Given the significant impact this project could have on our business, we 

strongly support efforts to advance a pipeline project.

As an illustration of our commitment, ExxonMobil has spent more than $180 million 

studying ways to commercialize Alaska gas. Since the 1970’s we have evaluated LNG, 

gas to liquids and gas pipeline alternatives. Based on these studies we have 

determined that a Producer Gas Pipeline Project will result in the best value for the 

State, the Producers and the nation.

G E N E R A L FE ED B A C K  ON AGIA

I would now like to provide you with some feedback on AGIA. ExxonMobil embraces 

the concept of competition all over the world and is ready to participate in a competitive 

and market-based environment. AGIA, as it is written today, does not encourage 

market-based competition due to its prescriptive nature. In addition, AGIA does not 

adequately address the significant upstream issues and risks associated with the scale 

and magnitude of the Alaska Gas Pipeline Project. We have consistently advised the 

Legislature and the Administration that AGIA. in its current form, will not encourage 

competitive proposals and will not result in a commercially viable project. We strongly 

believe AGIA will not create an acceptable framework tor this world-scale mega-project 

unless it allows the parties taking the risks to make a proposal that properly manages 

the risks

5-1-07
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After listening to the testimony over the past several weeks, it has become clear to me 

that one of the reasons the Administration’s view of the project is so different from ours 

is due to flawed assumptions in the State’s economic model. The Administration’s 

model fails to recognize the integrated nature of this basin-opening project. The 

upstream pays for the midstream and you cannot split them apart when evaluating 

commercial viability. Any attempt to do so will deliver erroneous results. This issue is 

critically important, because if you put in place a process based on a flawed analysis, it 

will most likely fail. For this reason it is important that the State’s economic model be 

corrected. The Administration’s approach is not consistent with how project economics 

are evaluated, and I'll expand on this later in my testimony.

To ensure the best result, the logical way forward in our opinion is for AGIA to establish 

the State’s broad key objectives, then allow applicants flexibility so that they can 

compete to meet those objectives and define the parameters that are necessary to 

make the project commercially viable. As an illustration of what I am proposing, AGIA 

could allow the applicant to demonstrate how their proposal encourages exploration and 

development in Alaska rather than specifying the method of project access and 

expansion.

If you were to amend AGIA to make it objective driven, it would allow open competition, 

maximize the number of applicants and allow those applicants to propose innovative 

solutions to meet the State's needs and open the basin. The State could then evaluate 

the proposals and select the one that best serves Alaska’s needs and assures Alaskans 

realize the maximum value for their resource. That process would allow ExxonMobil,
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the largest leaseholder of gas on the North Slope, to compete under the AGIA process 

while providing the State complete flexibility on who is chosen to move the Alaska Gas 

Pipeline Project forward.

To understand why it’s important to use broad objectives as opposed to prescribing 

specific requirements, it is helpful to review project risks and issues surrounding its 

development that will have to be addressed by an applicant.

PROJECT RISK / PRODUCER CAPABILITIES

The tendency exists for many to underestimate the size, magnitude and risks 

associated with this project. The Alaska Gas Pipeline Project is a world-scale 

undertaking with significant risks. In fact, the project would be the largest private 

investment in North America -  significantly larger than most “model" worldwide oil and 

gas "mega" projects. Let me be clear, this will be a precedent setting global mega­

project. As you heard last week from Mr. Fred Rich of Sullivan and Cromwell (Head of 

Global Project Development and Finance), this project’s financing could be many times 

greater than the largest North American project financing to date (the Alliance pipeline). 

There is not really another project that compares.

Because of this size, many factors impact commercial viability, including cost and the 

potential for cost over-runs, gas price, schedule delays, construction conditions, and 

regulatory and State fiscal uncertainties. Our previous cost estimate of $20 billion 

(which is in $2001) will be substantially higher due, in part, to increasing steel prices, 

which have nearly doubled since 2001, and because we are experiencing hyperinflation 

on industry and construction labor costs. World-wide mega-projects are also placing
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pressure on pricing and availability of global materials, and skilled manpower. In 

addition, as we have observed over many years, natural gas prices remain highly 

volatile.

The State of Alaska cannot anticipate how individual applicants will view the various 

risks I have discussed or how applicants may choose to address them. Establishing a 

set of rigid, prescribed terms in AGIA will not allow the flexibility needed by individual 

applicants to weigh and manage those risks in a way that maximizes value to the State 

and the applicant.

HOW PIPELINES ARE FINANCED

The way projects are financed gives some insight into who bears the risks for projects of 

this type and how these risks are managed. Last week you heard how pipelines are 

financed from Mr. Rich. Commercially-sound oil, gas, and pipeline projects traditionally 

have been able to obtain financing if they have strong sponsors with proven track 

records and the financial strength to both provide upfront lender required sponsor equity 

and to backstop key project commitments. For the Alaska Gas Pipeline Project, key 

project commitments take the form of completion support (either a full debt guarantee or 

additional equity overrun commitments) and firm, long-term gas transportation 

commitments. Firm transportation commitments are binding obligations made by 

companies to pay for the cost of reserving long term gas capacity as shippers on a 

pipeline. These commitments are made during an '’open season", which is a period 

during which any and all prospective gas shippers can make binding commitments for a 

specific volume of transportation capacity.

5-1-07

fi v riming .n*i 5 a? .>007



As you may recall, Mr. Rich indicated that for a project of this scale and magnitude, 

financial institutions will require substantial, long-term, firm transportation commitments 

to provide funding. These commitments must be provided by creditworthy shippers 

because this tariff stream underpins the debt repayment. Furthermore, lenders not only 

look at the contractual commitments, but place equal importance on the underlying 

economics of the project. Any potential reduction in the Producer's netback is a 

concern to the lender since it increases the likelihood that the integrated project may not 

be economic, that the transportation charges are not paid, and that as a result the 

lenders are not repaid. Looking at this another way, the lenders are assessing how 

effectively the parties taking the risks are managing these risks. They will also want 

these risks reduced to a minimum to make sure they will get paid back. For this reason 

they would prefer stable fiscal regimes, project sponsors who have a proven track 

record of delivering mega projects on time and on budget, project sponsors with 

ownership in the upstream, and shippers who can support and will honor multi-billion 

dollar firm transportation agreements.

WHO BEARS PROJECT RISKS

That is why it is so important to understand who beais the project risks. Through the 

firm transportation commitments, the project development costs and the associated cost 

over-run risks are ultimately borne by the shippers. For this project, the shippers will be 

the Producers, and. directly or indirectly, the State or the State's shipper. These firm 

transportation commitments are valued in the tens of billions of dollars for our company 

alone, and could be over S100 billion for all the shippers. Shippers must make long­

term ship or pay transportation commitments and agree to pay transportation and 

treating rates that are ultimately based on the final cost of the pipeline and treating
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facilities. The only information the shippers will know in advance of making these multi­

billion dollar commitments will be a projection of the transportation charges based on 

the project sponsor’s initial estimate of costs. The firm transportation commitments 

must be paid regardless of whether the shipper making those commitments actually 

transports gas through its reserved capacity and irrespective of the actual transportation 

charges. The shipper is also required to pay this reserved capacity commitment even if 

the market price for the gas is less than the cost of transportation.

For these reasons, the parties taking the risks for a project of this magnitude need to be 

able to manage those risks. The Producers, as shippers, cannot make firm 

transportation commitments during an open season unless they are confident the gas 

pipeline project can be built and operated cost effectively so that produciny and 

shipping gas over the long-term is commercially viable.

INTEGRATED GAS PIPELINE PROJECT ECONOMICS

For this reason, AGIA needs to bring together the upstream and the midstream and 

provide for an integrated proposal. Any approach that evaluates them separately is 

flawed. Let me expand on this point. You heard last week that lenders evaluate the 

upstream very carefully when financing the midstream. The reason is simple -  the 

upstream pays for the midstream. When I say upstream, I’m talking about the revenue 

generated from production and sale of the gas and liquids through the pipeline project. 

Without the commitment of capital to the pipeline by a producer-affiliate or the huge 

financial obligation required for firm transportation commitments Jo a third-party pipeline, 

there is no way the transportation system will be built. Thus, any analysis of the project 

which excludes midstream capital or the firm transportation commitments is not correct.

5-1-07
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Lenders and project sponsors do not make that mistake because they recognize that 

major gas pipeline projects are built on the back of direct capital commitments or, long­

term, firm transportation commitments.

Since firm transportation commitments are legally binding commitments that are the 

backbone of anv financing and essential to funding a pipeline, it only makes sense  to 

account for these commitments when evaluating project economics. Surprisingly, the 

Administration’s analysis of the economics fails to incorporate these financial obligations 

associated with underpinning the pipeline. Let me expand on this point by asking you to 

think about the economics from a shipper perspective. The shipper can either make the 

investment in the midstream through one of its pipeline affiliates or make a commitment 

to a third party to build the pipeline. In the case of making the commitment to a third 

party, the shipper must pay the third party for the cost of the pipeline plus a return to the 

pipeline builder for the investment he ultimately made, not what he projected the costs 

to be when the commitment was made. So in this case the shipper is paying for the 

ultimate cost of the pipeline plus the profit the pipeline builder requires. When you think 

about it this way, the economics have to be worse for the shipper when he makes a 

transportation commitment versus directly investing in the pipeline.

Because the Administration’s economic analysis is flawed, the resulting assertion that 

the producer’s stand-alone upstream economics are robust and improved without 

ownership of the pipeline is absolutely incorrect. Again, the upstream pays for the 

midstream and it is no more complicated than that.

5-1-07
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Since it appears AGIA is based on this flawed economic analysis, it is critical the 

legislature address this issue and AGIA be modified to recognize who is taking the risk, 

the shipper. For ExxonMobil any decision to invest will be based on integrated project 

economics. It only makes sense for the State to evaluate the proposal on an integrated 

basis as well because the State is in the same position as the producers receiving the 

bulk of its revenue from the sale of gas. Because we both receive our revenue from the 

sale of gas, we should be aligned on the best approach for minimizing transportation 

costs and maximizing netback value.

IMPORTANCE OF STATE /  PRODUCER ALIGNMENT AND BENEFfTS OF THE 

PRODUCER PROJECT

Let me now talk about the importance of alignment between the State and the 

Producers and the benefits of a Producer Project.

Maximizing the value to the State of Alaska and the resource holders means selecting 

the right design concept for this mega-project and then executing the Project to deliver 

the lowest possible cost and fastest possible completion. On a project of this size and 

magnitude, project construction and operating experience should be a significant 

consideration. Only a limited number of companies have demonstrated the capabilities, 

financial strength and arctic experience to effectively participate in and manage world­

scale mega-p-'ojects.

The Producers have mega-project experience on numerous projects world-wide and 

have demonstrated success in meeting project objectives. A critical component of that 

experience is the Producers' Arctic experience in Alaska and throughout the world
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ExxonMobil’s arctic experience is extensive - over 40 years -  with developments in 

multiple types of arctic environments. Large projects with significant complexity in harsh 

environments are what we do and we are extremely qualified to take on this work. 

ExxonMobil’s global project development company is unique within industry and leads 

the industry in project cost and schedule performance.

ExxonMobil has also demonstrated world-class leadership in safety, health and 

environmental performance. ExxonMobil is a leader in operating efficiency and a 

pacesetter in operating safety.

In addition to our project and operational excellence, ExxonMobil has the financial 

strength to make this mega-project a reality. ExxonMobil has consistently maintained 

one of the strongest financial positions of any company in the world. We are one of just 

a few public companies to maintain the highest credit rating from Standard and Poor's 

(AAA) and Moody’s (Aaa), and we have done so for each of the last 88 years. Our 

financial strength minimizes the likelihood that external financing requirements will 

significantly delay the project timeline, even in times of financial market turmoil.

It is important to remember that the Alaska Gas Pipeline Project is a basin-opening 

project that will benefit the State and the oil and gas industry in Alaska for decades into 

the future. Basin-opening projects throughout the world have progressed and been 

successful when there is alignment between the host government and the leaseholders. 

The Producers and the State both want a pipeline project to commercialize the known 

ANS gas resources and open the basin to gas exploration.

5-1-07
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We believe a Producer gas pipeline project will result in maximum value to the State 

and the Producers. The reason is the Producers and the State have maximum 

incentive to control costs. Low capital and operating costs, which result in lower treating 

and transportation costs, and access to premium market price, result in higher netback 

value on the gas. It’s important to keep in mind that the State will receive the majority of 

its revenue from the value of gas sales via revenue received under its lease royalty 

agreements and from production taxes, which are valued based on the netback 

received from the gas.

Third-party owners do not share the same incentives in that they actually benefit from 

increased capital costs.

Based on the demand for workers that this Project will generate, Alaskans are obviously 

key to successful project execution. Both the State and the Producers want Alaskans to 

b ‘ft from the many job opportunities that will exist.

We believe that financial strength, experience and the ability to get the job done should 

be critical components of any evaluation of proposals. When you consider carefully the 

options available, a Producer pipeline will provide maximum value to the State of 

Alaska.

IMPORTANCE OF PREDICTABLE AND DURABLE FISCAL TERMS

I would now like to talk about fiscal predictability and its importance for a mega-project 

such as the Alaska Gas Pipeline Project. For ExxonMobil to progress this mega-project 

and mitigate its inherent risks, we will need to work together with the State on some
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very important fiscal issues. Because of the nature and magnitude of the risks 

associated with this Project, fiscal terms that are predictable and durable are necessary. 

This is a common thread for any mega-project investments. In all such cases, we are 

willing to take geologic risks, we are wil .ng to take cost risks, and we are willing to take 

commodity price risks, but we cannot take the risk of fiscal terms changing. Let me 

expand on this further. The first two risks, geologic and cost risk are risks for which we 

have developed an industry leading expertise to manage. This is what we do day after 

day at ExxonMobil. Market risk is inevitable in a commodity business such as oil and 

gas and we manage that by attempting to ensure that we deliver those products into the 

highest value market at the lowest cost. However, the risk of a change in fiscal terms is 

of a completely different nature and completely outside our control. We must have 

agreements that will allow us to develop this mega-project under predictable and 

durable terms, so that we can make an investment decision with an adequate degree ot 

certainty. This does not mean that taxes cannot change over the life of the project. 

Predictability means that the State’s tax and take terms are sufficiently understood that 

they can be defined and predictably modeled over time for purposes of evaluating the 

overall project economics. If fiscal terms can be changed in unpredictable ways in the 

future, then we are not able to make a well founded investment decision on behalf of 

our shareholders, nor will lenders be as confident in providing financing for a project of 

this size,

The Alaska Gas Pipeline Project will require massive investments, billions of dollars, to 

be made over a period of many years before any revenue is generated from those 

investments. As a result, increases in taxes on oil and gas related activities during the 

life of the project could significantly impact the commercial viability of the project, offset
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the benefits of taking on a project of this magnitude, and could increase lender concern. 

Because fiscal terms could be modified under the proposed AGIA legislation, it does not 

provide the fiscal predictability necessary to ensure a commercially viable project.

It is important for the State to recognize that for mega-project developments, 

governments do grant long term fiscal stability. These contracts include fiscal stability 

protection that in some cases runs for the length of the contract and in other cases runs 

for 40 years or more.

AGIA should allow applicants to put forward their best proposal on what is required to 

make the project commercially viable, which will allow the State the opportunity to 

consider those proposals that have the best chance of actually delivering an Alaska gas 

pipeline.

ADDITIONAL FEEDBACK ON AGIA

I would like to now give some specific feedback on AGIA which is based on the 

conclusions and principles I’ve mentioned. I will also outline some additional thoughts 

on how AGIA should be modified to ensure the best chance of a successful result and 

allow the State to maximize value. As I previously stated, alignment between the State 

and the leaseholders is essential to a basin opening project of this magnitude. 

Therefore, establishing the right approach going forward is the most important activity 

for the project at this time. To be able to calculate the revenue Irom the upstream we 

must have clarity on the taxes and royalty from our oil and gas operations and the taxes 

and royalties must be set at a level that makes the project viable. In order to ensure a 

viable project from the outset, we believe this must be done at the beginning.

5-1-07
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ExxonMobil recognizes the importance to the State, explorers and others of having 

access to the project so their gas can be treated and transported to markets. To ensure 

that a project is constructed, it must be commercially attractive to shippers at the time 

they make their initial firm transportation commitments. Shippers, particularly those who 

must invest substantially to explore for, develop and produce gas resources, will not be 

willing to enter into long-term financial commitments for the transportation of gas if they 

believe there is a substantial likelihood that their initial rates will be significantly 

increased in the future in order to accommodate expansions.

Under the Alaska Natural Gas Pipeline Act, C ongnss  struck what it determined was the 

proper balance between encouraging investment by those willing to commit to pay for

initial capacity and encouraging exploration by providing an opportunity for future

access to the pipeline. Because of the unique nature of the Alaska gas pipeline project, 

FERC approved unprecedented policies to enable a FERC-mandated expansion to 

benefit explorers. The issue of how potential future shippers may access  initial capacity 

and future expansion capacity, if needed, should be administered by the FERC for all 

elements of the project in the United States.

In addition, the pipeline entity should not be required to accept a FE^C certificate

irrespective of FERC imposed conditions.

Under AGIA, the proposed upstream inducements would require significant modification 

to ensure a commercially viable project is obtained. In fact, we do not believe it is 

practical to address these terms in legislation. Therefore, it would be better for AGIA to
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not prescribe specific upstream terms and allow applicants to make proposals to 

address those terms.

AGIA also prescribes activities that must be completed within a specific timeframe or 

date certain. Setting arbitrary target dates is not consistent with good project 

management practices. Further, milestones are not necessary if the project is 

commercially viable. The Producers will progress the project at the maximum prudent 

pace, consistent with the industry proven “stage-gate" process for project development 

-  there is no reason to do otherwise.

In general, AGIA lacks specifics on key fiscal terms and other requirements. To 

address these gaps, AGIA gives commissioners broad authority to adopt additional 

requirements and establish regulations. Not knowing the requirements now creates 

significant uncertainty.

Finally, because of the complexity and risk associated with this project, the parties must 

have an efficient and impartial means of handling disagreements when they arise. We 

believe project related agreements should provide for binding neutral arbitration as the 

mechanism for resolving disputes. Binding neutral arbitration is widely utilized in U.S. 

and international commercial agreements and is not a now concept with the State of 

Alaska. Arbitration is the method used to resolve disputes under the State's Royalty 

Settlement Agreements.
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In closing, I would like to reiterate that ExxonMobil is committed to moving the Alaska 

Gas Pipeline Project forward. However, we cannot move the project forward if it is not 

commercially viable. AGIA as written does not provide for a commercially viable 

project. The Administration’s stated goal for AGIA is to increase competition through an 

open and transparent process. However, in its current form, AGIA will result in less 

competition because it fails to adequately address the issues raised by those parties 

who will ultimately pay for the project. It also appears AGIA is based on flawed 

economic assumptions. It is critical that the legislature and administration address 

these problems in AGIA or we will end up with a process that sets unrealistic 

expectations and results in disappointment and failure. In addition, the existing 

prescriptive terms in AGIA will preclude ExxonMobil from being able to make an open, 

competitive and conforming proposal; thus, the State will be denied the opportunity to 

even consider terms from the party holding the largest discovered gas resource and has 

the capability to deliver a successful project.

ExxonMobil possesses  the financial strength and project experience required to make 

this project a success. We are ready to work with the Administration and the 

Legislature to establish a process that recognizes the integrated nature of the project 

and mitigates the risks I’ve discussed to allow the project to progress. We suggest 

AGIA be amended to provide for a broad objective driven process that sets out what 

the State wants to achieve and allows each applicant to propose how best to meet 

those objectives and identify what is required from the State to advance the project. 

This process will secure more viable applications, create more competition, afford the 

State the opportunity to secure the most value and actually get the pipeline built. We
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are ready to participate in a competitive, open and transparent process as I’ve 

described, but unless AGIA is modified we will not be able to participate.

What we are struggling to understand is why the State is insisting on such a prescriptive 

way forward. AGIA should allow all interested parties to submit a conforming bid so that 

the people of the State of Alaska have the opportunity to see and compare all of the 

bids put forward to build the Alaska gas pipeline.

Thank you for your attention and for the opportunity to address this important topic 

today. I look forward to addressing your questions.
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T h e  fo llo w in g  tab le  su m m a riz e s  the G ro u p ’s p rinclp til co n trac tu a l o b lig a tio n s  a t D ecem b er 3 1 ,2 0 0 3 -  F u rth e r  
in fo rm a tio n  on  bo rro w in g s and  c ap ita l lea ses  is g iven  in Item  18 — F in an c ia l S ta tem en ts  —  N o te  2 9  o n  p a g e  F -47  and  
fu rth e r in fo rm a tio n  on  o p e ra tin g  leases Is g iv en  in  Item  18 —  F in a n c ia l S la tc m e n ts  —  N o te  17 on p ag e  F -2 9 .

P ay m en ts  due  by period

Contractual Commitments

E x p e c te d  p a y m e n ts  by  p e r io d  u n d e r  
c o n tr n c tu n l  o b lig a tio n s  a n d  
c o m m e rc ia l  c o m m itm e n ts

T o ta l 20 0 4 2 0 0 5 2006 2007 2C08
2 0 0 9  and  
the rea fte r

($ m illion)
B o rro w in g s  (n) 2 0 ,143 9 ,3 6 6 2 ,6 7 4 2 ,786 1,299 945 3,073
F in a n c e  le a se  ob lig a tio n s 4 ,0 3 4 127 243 24S 2 4 0 2 4 8 3,528
O p era tin g  lenses 8 ,115 1,275 1,066 895 799 728 3 ,352
D eco m m iss io n in g  liab ilities 7 ,504 8 6 156 173 154 156 6 ,779
E n v iro n m en ta l liab ilities 2 ,4 3 0 465 441 402 27 6 186 660
P en sio n s (b) 2 6 ,6 8 2 633 64 9 652 659 6 6 6 23 ,423
O th e r p o s t-e m p lo y m e n t b e n e fits  (c) 11 ,768 24 2 2 5 2 259 263 26 4 10,488
U n co n d itio n a l p u rch ase  o b lig a tio n s  (d) 6 7 ,828 45 ,491 7 ,0 7 6 3,133 1 , 8 8 8 1,655 8,585

(a) E x p e c te d  p ay m en ts  e x c lu d e  in te re s t p ay m en ts  o n  b o rro w in g s .

(b) R e p re se n ts  the ex p ec ted  fu tu re  c o n tr ib u tio n s  to  fu nded  p e n s io n  p la n s  and  p ay m en ts  b y  unfunded  p e n s io n  p lans.

(c) R ep re sen ts  th e  ex p ec ted  fu tu re  p ay m en ts  fo r p o s tre tire m e n t b en e fits .

(d) R e p re se n ts  an y  ag reem en t to  p u rch ase  g o o d s  o r  se rv ices  th a t is e n fo rc e a b le  a n d  leg a lly  b ind ing  and  th a t sp ec ifie s  all 
s ig n if ic a n t te rm s. T h e  a m o u n ts  sh o w n  in c lu d e  a rran g em en ts  to  se c u re  lo n g -te rm  access to  su p p lie s  o f  c ru d e  o il, natural 
gas, fe e d s to c k s  nnd p ip e lin e  sy s tem s . In  ad d itio n , the am o u n ts  sh o w n  fo r  2 0 0 4  in c lu d e  p u rch ase  co m m itm en ts  ex is ting  
a t D e c e m b e r 3 1 ,2 0 0 3  e n te re d  in to  p rin c ip a lly  to m ee t the G ro u p 's  sh o r t te rm  m anufac tu ring  and  m ark e tin g  
re q u ire m e n ts . T h e  p ric e  r isk  a sso c ia te d  w ith  th e se  c ru d e  o il, n a tu ra l g a s  and p o w er co n trac ts  is d iscu ssed  in  Item  11 —  
Q u a n tita tiv e  a n d  Q u a lita tiv e  D isc lo su res  ab o u t M a rk e t R isk  o n  p a g e  170.

T he  fo llo w in g  tab le  su m m a riz e s  th e  nnn ire  o f  th e  G ro u p ’s u n c o n d itio n a l p u rch ase  ob liga tions.

P ay m en ts  d u e  by  period

Unconditional purchase obligations 
payments due by period
C rude oil and o il p ro d u c ts  
N atu ra l gas
C h em ica ls  an d  o th e r  re f in e ry  fee d s to c k s
Utilities
T ran sp o rta tio n
U se  o f  fa c ilitie s  an d  se rv ices

Total

T o ta l 2 0 0 4 2005 20 0 6 2007 200S
2 0 0 9  and 
thereafter

2 2 ,0 4 3 19 ,350 344
( 5  m illion) 

45 2 422 374 601
19,439 13 ,189 2 ,575 1,141 439 398 1,647
10,049 2 ,277 1 , 6 6 6 753 563 545 4,245
11,612 9 ,6 2 2 1,231 289 62 5 4 354
2,814 738 5 1 0 365 247 20 4 750
1,871 315 2 5 0 133 105 s o 988

67 ,828 4 5 ,4 9 1 7 ,0 7 6 1 £ 
1 

1 £ 
|

I ̂ 
1

1 
«•

 
I

1 ,655 8,585
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T a b ic  o f  C o n te n ts

In d e x  to  F in a n c ia l  S ta te m e n ts

MANAGEM ENT’S DISCUSSION AND ANALYSIS O F  FINANCIAL CONDITION ANI) RESULTS OF 
OPERATIONS

co m p an y  b e n e fit p lan s  an d  p ro g ram s and  to  re d u c e  the n u m b e r o f  shares ou ts tan d in g . S hares o u ts tan d in g  w ere  reduced  from
6 .700  m illio n  at th e  en d  o f 2002  to  6 ,568  m illio n  a t the e n d  o f  2 0 0 3 . P u rch ases w ere  m ado in both  th e  open  m ark e t and  
th ro u g h  n e g o tia te d  tran sac tio n s . P u rch ases m ay  b e  in c rea sed , d ec rea sed  o r  d iscon tinued  at a n y  tim e  w ith o u t p rio r no tice .

2002
C ash  u sed  in fin an c in g  a c tiv itie s  w as S I 1.4 b illio n , d o w n  $ 3 .7  b illion , re f le c tin g  lo w e r d eb t red u c tio n s. D iv id en d  paym en ts 
on c o m m o n  sh a re s  in c rea sed  to  $ 0 .9 2  p e r sh a re  from  $0.91 p e r  sh a re  an d  to ta led  S6.2 b illion , a  p a y o u t o f  54  percen t. Total 
co n so lid a te d  sh o rt-te rm  a n d  long-term  deb t w as  c o m p a ra b le  at $ 1 0 .7  b illion . S h a re h o ld e rs ’ equ ity  in c reased  by $1 .4  b illion  to  
$ 7 4 .6  b illio n .

D u rin g  2 002 , E x x o n  M obil C o rp o ra tio n  p u rch ased  127 m illio n  sh ares  o f  its com m on  s to ck  fo r th e  treasu ry  a t a gross 
co s t o f  $ 4 .8  b illio n . T h e se  p u rch ase s  w ere  to  o ffse t sh a re s  is su ed  in c o n ju n c tio n  w ith  co m p an y  b enefit p la n s  and  p rog ram s 
an d  to  re d u c e  th e  n u m b e r o f  sh ares  o u ts tan d in g . S h a re s  o u ts ta n d in g  w ere  reduced  from  6 ,809  m illio n  ut th e  e n d  o f  2001 to
6 .7 0 0  m illio n  a t th e  en d  o f  2 0 0 2 . P u rchases w e re  m ad e  in b o th  th e  o p en  m ark e t and  th rough  neg o tia ted  tran sac tions.

C o m m itm e n ts

Set fo rth  b e lo w  is in fo rm a tio n  ab o u t the  c o rp o ra tio n ’s  co m m itm e n ts  o u ts tan d in g  at D ecem b er 31, 2 003 . It p rov ides data  for 
e asy  re fe re n c e  from  th e  c o n so lid a ted  b a lan c e  sh ee t an d  fro m  in d iv id u a l n o te s  to  d ie  co n so lid a ted  fin an c ia l sta tem en ts .

I ’ a y i u r n U  D u e  b y  l ' c r i o i l

t . ' a n n n U i n r a o

N o t e
R e f e r e n c e

N u m b e r 2 0 ( 1 4
2 0 0 5 -
2 0 0 8

2 0 0 9  
a m i  

D o  m i d

2 0 0 3
T o t a l

A m o u n t

2002
T o t a l

A m o u n t

L o n g -te rm  d e b t <‘ > 15 S —
(millions o f tlollors)

$ 877 S3.S79 S4,756 $6,655
-  D u e  in one  y e a r  <2> 1,903 — — 1,903 884

A sse t re tire m e n t o b lig a tio n s  <9 10 125 461 2,854 3,440 3,454
P en s io n  o b lig a tio n s  «> 18 1,180 1,720 4,937 7,837 9,385
O p e ra tin g  leases  >’* 1 1 1,299 2,730 2,160 6,189 6,945
U n co n d itio n a l p u rc h a se  o b lig a tio n s  l«J 17 520 1,703 2,563 4 ,786 3,619
T a k e -o r-n a y  o b lig a tio n s  tb 833 1,87*1 1,340 4,0*17. .3.475
Firm  c a p ita l co m m itm e n ts  (*> 4,251 2,173 595 7.019 8 ,449

•IIIis ta b le  ex c lu d e s  co m m o d ity  p u rch ase  o b lig a tio n s  fo r w h ic h  an  ac tiv e , h ig h ly -liq u id  m arket ex is ts  a n d  w h ich  are 
ex p ec ted  to  be re -so ld  sh o rtly  a f te r  pu rch ase . In c lu sio n  o f  su ch  a m o u n ts  w o u ld  n o t h e  m ean in g fu l in a s se ss in g  liqu id ity  and 
cash  flo w , s in ce  such  p u rch ase s  w ill b e  o ffse t in th e  sam e  p e rio d s  b y  cash  rece iv ed  from  sales

N otes:

in  In c lu d e s  c ap ita liz ed  lease  ob lig a tio n s o f  $370  m illio n . I .o n g -tc rm  d e b t am o u n ts  ex c lude  the c o jp o ra tio n ’s  sh a re  o f  equ ity  
c o m p a n y  d eb t, w h ich  is in c lu d ed  in th e  c a lc u la tio n  o f  re tu rn  o n  a v e rag e  cap ita l em p lo y ed  as sh o w n  on page  27.

in  '1 lie a m o u n t due in o n e  y e a r  is in c lu d ed  in n o tes  an d  lo a n s  p ay ab le  o f  $4 ,789  m illio n  (n o te  7).

H ie  d is c o u n te d  p re sen t v a lu e  o f  up stream  asse t re tire m e n t o b lig a tio n s , p rim a rily  a ls c t rem oval c o s ts  a t the com pletion  
o f  H eld  lilc .

in  th e  a m o u n t b y  w h ic h  accu m u la ted  b en efit o b lig a tio n s  (A B O ) ex ceed ed  th e  fair va lue  o f f e n d  a sse ts  fo r certa in  U .S. and
n o n -U .S . p la n s  at y e a r  end  (no te  18 on p a g e  6 5 ). F o r fu n d ed  p en sio n  p lans , th is d iffe ren ce  w as S 3 .0  b illio n  at D ecem ber 
31, 20D3 (U .S . S0.5 b illion , non -U .S . $ 2 .5  b illio n ). F o r  u n fu r iJe d  p lan s , th is  w as  the A B O  am o u n t o f  $ 4 ,9  b illion  (U .S.
$1 0  b illio n , no n -U ,S . $3.9 b illion ) I l i r  p ay m en ts  by  p e rio d  in c lu d e  ex p ec ted  co n trib u tio n s  to  funded  pension  p lans in 
20U4 a n d  e s tim a ted  b en e fit p ay m en ts  to r u n fu n d ed  p lan s  in a ll years .

‘  ( o ( t )
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M in im u m  co m m itm en ts  fo r o p e ra tin g  lenses, sh o w n  o n  an u n d isco u n tcd  basis , co v er d r illin g  eq u ip m en t, tan k ers , serv ice  
s ta tio n s  and  o th e r p ro p e rtie s .

U n co n d itio n a l p u rch ase  o b lig a tio n s  (U P O s) a re  th o se  lo n g -te rm  co m m itm en ts  tha t a rc  n o n c a n c c la b le  an d  th a t th ird  
p a rtie s  h av e  u sed  to se c u re  f in a n c in g  fo r th e  fa c ilitie s  th a t w ill p ro v id e  th e  co n trac ted  g o o d s  o r  se rv ice s . T h e  
u n d isco u n tcd  o b lig a tio n s  o f  .$4,786 m illio n  m a in ly  p e rta in  to  p ip e lin e  th ro u g h p u t ag reem en ts  an d  in c lu d e  $ 1 ,887  m illion  
o f  ob lig a tio n s to  eq u ity  c o m p an ie s . T h e  p re s e n t v a lu e  o f  th e  to tal c o m m itm en ts , ex c lu d in g  im p u ted  in te re s t o f  $1 ,543 
m illio n , w as $3 ,243  m illio n .

T ak e -o r-p ay  o b lig a tio n s  a rc  n o n c a n c e la b lc , lo n g -te rm  co m m itm e n ts  fo r goods an d  se rv ice s  o th e r  th a n  unco n d itio n a l 
p u rc h a se  o b lig a tio n s . T h e  u n d isc o u n tc d  o b lig a tio n s  o f  $ 4 ,0 4 7  m illio n  m a in ly  p e rta in  to  tran sp o rta tio n , re f in in g  and 
n a tu ra l g as p u rch ases  an d  in c lu d e  S 6 2 2  m illio n  o f  o b lig a tio n s  to  eq u ity  co m p an ies , 'H ie  p re sen t v a lu e  o f  th e  total 
c o m m itm en ts , ex c lu d in g  im p u ted  in te re s t o f  S663  m illio n , to ta led  $ 3 ,3 8 4  m illio n .

F in n  co m m itm en ts  re la te d  to  cap ita l p ro jec ts , sh o w n  on  an  u n d isco u n ted  basis , to ta le d  a p p ro x im a te ly  S7 .0  b illion  a t the 
en d  o f  2 003 , co m p ared  w ith  $8.4  b illio n  a t  th e  e n d  o f  2 0 02 . P re se  co m m itm en ts  w e re  p re d o m in a n tly  asso c ia ted  w ith  
u p stream  p ro jec ts  o u ts id e  th e  U .S ., o f  w h ic h  th e  la rg e s t s in g le  c o m m itm en t o u ts tan d in g  a t th e  end  o f  2003  w a s  S I . 6  
b illio n  a sso c ia te d  w ith  th e  d e v e lo p m e n t o f  c ru d e  o il an d  n a tu ra l gas re so u rces in M alay sia . T he  co rp o ra tio n  expec ts  to 
fu n d  the m ajo rity  o f  th ese  co m m itm e n ts  th ro u g h  in te rn a l c a sh  flow .

G u a ra n te e s

G u aran tees  o f  ex c ise  tax es /cu s to m s d u tie s  u n d e r  rec ip ro ca l a rran g em en ts  
O th e r g u a ran tees

T o ta l

E q u i t y
C o m p a n y

O b l i g a t i o n *

1,872

O lh c r  

T h i r d  T a r t y  
O b l i g a t i o n *

(m illion* o f  dollars)
S 983 

424

$ 1,872 S 1,407

T o la  I

$ 983 
2 ,296

$3,279

flic  co rp o ra tio n  and  ce rta in  o f  its  co n so lid a ted  su b s id ia r ie s  w ere  co n tin g en tly  liab le  a t  D e cem b er 3 1 ,2 0 0 3  fo r S3,279 
m illion , p rim arily  re la tin g  to  g u a ra n te e s  fo r  n o te s , loans a n d  p e rfn n n a n c e  u n d e r co n trac ts  (n o te  *7). T h is  in c luded  $983 
m illio n  re p re sen tin g  g u a ran tee s  o f  n o n -U .S . ex c ise  tax es and  cu s to m s d u tie s  o f  o th e r co m p an ie s , en te red  in to  as a  no rm al 
b u sin ess  p rac tice , u n d e r  rec ip ro ca l a rra n g e m e n ts . A lso  in c lu d ed  in th is a m o u n t w ere  g u a ran tee s  b y  c o n so lid a te d  a ffilia tes  o f  
$ 1 ,872  m illio n , rep resen tin g  E x x o n M o b il’s  sh a re  o f  o b lig a tio n s  o f

34
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• H o w  is gas generally taxed under the 

PPT? What are the P P T  credit 

implications of gasline work?

• S a m e  as oil (almost) - on net value

• Investment downstream of the point of 

production not eligible for credits
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H o w  is g a s  t a x e d  u n d e r  t h e  P P T

• 43.55.011

• (e) 22.5% of net value

• (f) North Slope floor triggered by oil price

• (g) & (h) Progressivity triggered by single 
taxpayer net value

• (i) Private royalty 1.67% for gas - 1/3 of oil

• (j) Cook Inlet Ceiling
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A S  43.55.011 (e) 2 2 . %  of net value

• Total upstream costs are deducted from 
the revenue streams from oil and gas 
sales.

• Gas Revenue Exclusion (GRE) 
mechanism discussed in 2006 is an 
administratively simple way of adjusting 
the effective rate without changing the 
nominal rate or making lots of allocations.

M a y  2  2 0 0 7 D a n  E .  D i c k i n s o n  C P A 4



4 3 . 5 5 . 0 1 1(f) North S l o p e  floor 

triggered b y  oil price

• Alternative floor just applicable to North 

Slope Oil and Gas is triggered by oil price.

- Consider future if Prudhoe Bay is producing 
250,000 bbls oil and 3 bcf of gas.

- If the heating value is 1,000,000 btu per mcf, 
that translates to the equivalent of 500,000 
bbls a day - so 1/3 of the field’s production 
will be used to set the trigger.
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• Question 3. H o w  does P P T  progressivity 

work on gas and what is it’s link to oil?
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A S  43.55.011 (g) &  (h) Progressivity 

triggered b y  single taxpayer net 

value
• Progressivity is determined for each taxpayer 
on its total mix of oil and gas and all upstream 
costs

• Calculated on a monthly basis -- monthly 
upstream costs are 1/12 of total annual costs

• Example - Next slide
-  P rices  April 2 7  2 0 0 7 ,

-  1 ,0 0 0  btu p er mcf,

-  equ al m ix o f boe g as  and  oil
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A S  4 3 . 5 5 . 0 1 1(g) &  (n) progressivity 

triggered b y  single taxpayer net 

value
Oil G a o

r
G a s  B O E T a x p y r  A ua

D e s t  P r i c e 6 3 .7 6 7 .3 2
i

D ow n s t r e am  Ad j (5 .00) (3 .00 )

G r o s s  V a lu e 58 .7 6 4 .3 2 6 .0 0 2 5 .9 2

U p s t r e am  Ad j (7 .00 ) (7 .00 )

N et V a lu e 5 1 . 7 6 18 .9 2 3 5 .3 4

.0 1 1 ( h )  limit (40 .00) j (40 .00) (40 .00)

P r ic e  In d ex 1 1 . 7 6 N /a
—r - I

N /a

. 0 1 1 ( g )  fa c to r 0 .0 0 2 5 0 .0 0 2 5 0 .0 0 2 5

P ro g r e s s iv i t y  % 2 .9 4 0 % N /a N /a

I x  i
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Dollar/bbl progressivity C h a r g e  at 

various Destination values a n d  net
r l o r l i  i r ' f i n n o
V I W U U V I I V / I  I U  I I--------Per barrel Progressivity C h a r g ^ 1 XaJ

---------------------------------------------------------- \-----------------------------------1---------------------------------
I I

P er Barre Monthly Auarage Destination Value per bbl in Dollars
Costs 50 55 60 65 70 75 80

5 0.56 1 .2 5 2.06 3^)0 | 4.06 5.25 6.56
6 0.44 1 . 1 0 1 .89 2 . 8 \ 3.84 5.00 | 6.29
7 0.32 0.96 1 .7 2 2 .6 1 \ 3.62 4.76 6.02
8 0 .2 1 0.82 1 .56 2.42 \ 3 .4 1 4.52 5.76
9 0 .10 0.69 1 .4 0 2.24 \3 .2 0 4.29 5.50

10 0.56 1 .2 5 2.06 3X30 4.06 5.25
1 1 0.44 1 . 1 0 1 .89 2 .8 \ 3.84 5.00
12 0.32 0.96 1 .7 2 2 .6 1 \  3.62 4.76
13 J 0 .2 1 0.82 1 .56 2.42 \  3 .4 1 4.52
14 0 .10 0.69 1 .4 0 2.24 N3.20 4.29
15 0.56 1 .2 5 2.06 3^00 4.06
16 0.44 1 . 1 0 1 .89 2.80\f 3.84
17 0.32 0.96 1 .7 2 2 .6 1 \  3.62
18 0 .2 1 0.82 1 .56 2.42 \  3 .4 1
19 0 .10 0.69 1 40 2.24 \ . 2 0
20 0.56 J 1 .2 5 2.06 GO __

__

May 2 2007 Dan E. Dickinson CPA



A S  55.43.011 (i) Private Royalty 

1 . 6 7 %  of gross for g a s

• This is one third the rate for oil which is 

5 %  of gross.
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A S  43.55.011 (j) C o o k  Inlet Ceiling

• No direct effect on North Slope gas

• Expires in 2022

• If gas line is built from North Slope to Cook 
Inlet may want to consider effect of 
differential rates of taxation

• Ceiling potentially different for each 
producer:
-Average (15 AAC 55.440) 4.947% of $3,585 
per mcf.
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• Are P P T  gas credits applicable to the G T P  

in the AGIA bill?

• Under P P T  - the G T P  is not eligible for 

credits.

M a y  2  2 0 0 7 D a n  E .  D i c k i n s o n  C P A 1 2



O n l y  U p s t r e a m  C o s t s  Qualify a s  

Credits

• AS 43.55.023 (a) “...may take a tax credit for a 
qualified capital expenditure... in the amount of 
20 percent of that expenditure;”

• AS 43.55.023 (k)”...’qualified capital 
expenditure’...means...an expenditure that is a 
lease expenditure under AS 43.55.165 and 
is...treated as a capitalized expenditure under 
26 U.S.C. (Internal Revenue Code)
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O n l y  U p s t r e a m  C o s t s  Qualify a s  

Credits

• A S  43.55.165 (a) “...a producer’s lease 

expenditures for a calendar year are the 

ordinary and necessary costs upstream of 

the point of production of oil and gas 

...and that are the direct costs of exploring 

for developing, or producing oil or gas...

M a y  2  2 0 0 7 D a n  E .  D i c k i n s o n  C P A 1 4



W h e r e  is the point of Production?

• In A S  43.55.900

• (21) gas processing

• (23) gas treatment

• (27) point of production

• Are defined so that gas processing is 

upstream of the point of production and 

gas treatment is downstream of the point 

of production.
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P P T  Definitions: Point of

Production

• A S  4 3 .5 5 .0 1 1  (2 7 )  “point o f p roduction” m e a n s

• (A ) fo r o il...

• (B ) fo r gas , o th e r than g as  described  in (c) o f this  
p a ra g ra p h  th a t is

• (i) not su b jec ted  to or reco vered  by m ech an ica l  
se p ara tio n  or run through a g as  processing plant, the  
first point w h e re  the gas  is accu ra te ly  m etered ;

• (ii) su b jec ted  to or rec o vere d  by m ech an ica l sep ara tio n  
but not run through a g a s  processing  plant, the first point 
w h e re  th e  g a s  is a ccu ra te ly  m e te re d  a fte r com pletion  o f  
m e c h a n ic a l separation ;
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P P T  Definitions: Point of

Production

• AS 43.55.011 (27) “point of production” means
• (B) for gas...
• (iii) run through a gas processing plant, the first 
point where the gas is accurately metered 
downstream of the plant;

• (C) for gas run through an integrated gas 
processing plant and gas treatment facility that 
does not accurately meter the gas after the gas 
Drocessing and before the gas treatment, the 
:irst point where the gas processing is completed 
or where gas treatment begins, whichever is 
further upstream.
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P P T  Definitions: G a s  Processing

• A S  4 3 .5 5 .0 1 1  (2 1 )  “gas  p ro cess in g ”

• (A ) m e a n s  processing  a g a s e o u s  m ixture o f  
hydrocarbons

• (i) by m e a n s  of absorption , adsorption , ex te rn a lly  app lied  
refrigeration, artificial co m press ion  fo llow ed by ad iab a tic  
expans ion  using the J o u le -T h o m s o n  effect, or a n o th e r  
physical p rocess that is not m ech an ica l sep ara tio n ; and

• (ii) for the purpose of extracting and recovering  liquid 
hydrocarbons [producing ngls/oil];

• (B ) does  not include g as  tre a tm e n t
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P P T  Definitions: G a s  T r e a t m e n t

• A S  43.55.011 (23) “gas treatment”

• (A) means conditioning gas and removing 

from gas nonhydrocarbon substances for 

the purpose of rendering the gas 

acceptable for tender and acceptance into 

a gas pipeline system.

• (B) includes incidentally removing liquid 

hydrocarbons from the gas

M a y  2  2 0 0 7 D a n  E .  D i c k i n s o n  C P A 1 9



P P T  Definitions: G a s  T r e a t m e n t

• A S  43.55.011 (23) “gas treatment” (cont.)

• (C) does not include

- (i) dehydration required to facilitate the 
movement of gas from the well to the point 
where gas processing takes place;

- (ii) the scrubbing of liquids from gas to 
facilitate gas processing.
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U n d e r  C u r r e n t  law:

• Gas Processing

• Starts with gaseous mixture of hydrocarbons, 
and produces natural gas liquids and gas by 
removing the hydrocarbon iiquids.

• Gas treatment

• Starts with produced gas and removes 
nonhydrocarbons (including incidental 
hydrocarbons) to prepare the gas for tender to 
the pipeline. Nothing is produced.

M a y  2  2 0 0 7 D a n  E .  D i c k i n s o n  C P A



A G I A  Definitions: G a s  Processing

• A S  43.55.900 (7) “gas processing” means 

the treatment of gas downstream of the 

point of production to extract natural gas 

liquids. C S H B  177(RES)

• A S  43.55.900 (7) “gas processing” means 

post-production treatment of gas to extract 

natural gas liquids. C S S B  104(JUD)
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A G I A  Definitions: G a s  Processing

• Suggested Definition

• A S  43.55.900 (7) “gas processing” has the 

same meaning as “gas processing” in A S  

43.55.900 (21)

M a y  2  2 0 0 7 D a n  E .  D i c k i n s o n  C P A 2 3



P P T  Point of P r o d u c t i o n  for G a s

Is the  gas run through an 
in tegra ted gas process ing  

p lant and gas trea tm en t 
fa c ility  tha t does not 

a ccu ra te ly  m e te r the  gas 
a fte r the  gas p rocess ing  and 

before the  gas trea tm ent?

no

is the gas 
sub jec ted  to  or 

recovered by 
m echan ica l 

separa tion  or run 
through a gas 

process ing  plant?

yes

is the gas 
sub jec ted  to  or 

recovered by 
m echan ica l 

separa tion  but not 
run through a gas 
process ing  p lant?

no Is the gas run 
through a gas 

process ing  
p lant?

1
|

1

yes no yes yes

}

P o in t o f P roduction  = the 
firs t point w here gas 

p rocess in g  is com p le ted  or 
where the gas trea tm en t 

beg ins, w hichever is further 
upstream

Point o f 
P roduction  = the 
first po int where 

gas is accu ra te ly  
m etered

Point o f 
P roduction  = the 
firs t po int where 

gas is a ccu ra te ly  
m etered a fte r 
com p le tion  of 

m echan ica l 
separa tion

P oin t of 
P roduction  = 
the first point 
where gas is 

accu ra te ly  
m etered 

dow nstream  
o f the plant
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G a s  Point of P r o d u c t i o n
G a s  not run 
th ro u gh  a  
g a s
p r o c e s s in g  
po in t o r 
s u b je c t  to 
m e c h a n i c a l  
s e p a r a t io n

P o in t  o f  P ro d u c t io n : 
first po in t a c c u r a t e ly  
m e t e r e d
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G a s  Point of P r o d u c t i o n
G a s  not run 
th rou gh  a  
g a s
p r o c e s s in g
p lan t

P o in t  o f  P r o d u c t io n  
a f t e r  m e c h a n i c a l  

s e p a r a t io n :  
first po in t a c c u r a t e ly  

m e t e r e d  a f t e r  
s e p a r a t io n  is 

c o m p le t e

M e c h a n ic a l  S e p a r a t io n

M a y  2  2 0 0 7 D a n  E .  D i c k i n s o n  C P A
w a te r



G a s  Point of P r o d u c t i o n

G a s  P r o c e s s in g  P la n t Oil
(natu ra l
g a s
liqu id s)

w a t e r
D a n  E .  D i c k i n s o n  C P A

G a s  not run 
th rough  a n  
in te g ra te d  g a s  
p r o c e s s in g  
p lan t a n d  g a s  
t r e a tm en t  
p lan t

P o in t  o f  P ro d u c t io n  
a f t e r  g a s  

p r o c e s s in g :  
first po in t a c c u r a t e ly  

m e t e r e d  
d o w n s t r e a m  o f  

p lan t



G a s  Point of P r o d u c t i o n
G a s  run 
th rough  an  
in te g r a te d  g a s  
p r o c e s s in g  
p lan t a n d  g a s  
t r e a tm en t  
p lan t

M a y  2  2 0 0 7
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F u r th e s t  u p s t r e am  

po in t w h e r e  
t r e a tm en t  b e g in s  o r  

p r o c e s s in g  e n d s

Oil
(na tu ra l
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g a s
liqu id s)

N on  h y d r o c a r b o n s
2 8

In te g r a t e d  G a s  P r o c e s s in g  
a n d  T r e a tm e n t  P la n t



P ru d h o e  Bay: Po int o f Production u n d e r the P P T

8 b c f  a  d a y  
r e in je c t e d

 ►

G a s  fo r  s a l e

F u e l  u s e  
 ►

G a s e o u s  m ix tu re  
o f  h y d r o c a r h o

C en t r a l  G a s  
F a c i l i t y

S i x
s e p a r a t io n

fa c i l i t ie s

a t e r  &

S e d im e n t  o an Dickinson CPAM a y  2  2 0 0 7

T A P S
h y d r o c a r b o n  
l iq u id s ___________



N o r t h  S l o p e  Cent r al  G a s  Facility

• O n  the A la s k a  North S lo p e  the  C en tra l G a s  Facility is a 
gas processing  plant, w hich sen d s  natural g as  liquids  
w hich a re  produced  at th e  T A P S  inlet:

• A S  4 3 .5 5 .0 0 9  (2 7 )  “point o f p roduction” m e a n s  (A ) for oil 
. . .  the  d ev ice  through w hich the oil en ters  into the  
facilities of a carrier p ip e lin e ... in  a  condition of p ipeline  
q u a lity .. .”

• A S  4 3 .5 5 .0 0 9  (1 0 )  “oil” m e a n s  (A ) c rude petro leum  oil: 
and (b) all liquid h yd rocarbons tha t a re  re c o v e re d .. .b y  
gas processing  in a gas  processing  plant.

M a y  2  2 0 0 7 D a n  E .  D i c k i n s o n  C P A 3 0



N o r t h  S l o p e  Central G a s  Facility

• On the Alaska North Slope the Central 

Gas Facility is a gas processing plant,

• A S  43.55.020 (e)"... gas used in the 

operation of a lease or property in the 

state in drilling for or producing oil or gas 

or for repressuring...is not considered...as 

... gas produced from a lease or property.”
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A n s w e r  to the Q u e s t i o n

• If C G F  remains a separate plant and 
sends gas to a Gas Treatment Plant 
(GTP), gas would be produced as it is 
metered out of plant. The G T P  would be 
downstream of the point of production for 
the gas and thus associated operating and 
capital costs would not qualify as lease 
expenditures under A S  43.55.165 (a) nor 
would capital costs qualify for credit 
treatment under A S  43.55023 (a).
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P ru d h o e  Bay: Point o f Production u n d e r the  P P T  with a  G T P

G a s e o u s  m ix tu re  
o f  h y d r o c a r b o n s -

W e ll
Fttrid- S i x

‘ ' s e p a r a t i o n
fa c i l i t ie s

h y d r o c a rb o n  
l iqu id s
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P la n t

— ►

F u e l  u s e
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Im pur it ie s
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A n s w e r  to t h e  Q u e s t i o n

If CGF becomes integrated into a Gas 
Treatment Plant (GTP) (produced gas is not 
metered), then the gas would be produced 
within that integrated facility, at the furthest point 
upstream of the beginning of gas treatment or 
the end of gas processing. If the plants are 
integrated, the risk is that some gas processing 
will move downstream of the point of production, 
not that gas treatment will move upstream of the 
point of production.
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Prudhoe Bay: Point of Production under the PPT w/integrated GTP

W ell
F k t td

G a s e o u s  m ix tu re  
o f  h y d r o c a r b o n s

S i x  
* s e p a r a t io n  

fa c i l i t ie s

4 b c f  a  d a y  
“ r e in je c te d

 ►

G a s  fo r  s a l e

F u e l  u s e  
►

C en tr a l  G a  
F a c i l i t y

h y d r o c a rb o n
l iq u id s

N o n h y d r o c a r b o n
Im pu r it ie s
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• W e  are trying to determine how attractive an 
investment this pipeline is. Antony Scott, 
Commercial Analyst, DNR, Oil and Gas, in his 
April 11, 2007 presentation shows that using the 
IRR metric this project can have very high rates 
of return, particularly with a third party line. 
However we believe he does not include the 
cost of shippers’ firm transportation 
commitments in his numbers when comparing 
an independent pipeline with a producer owned 
pipeline. How might this affect his results?
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F i r m  T r a n s p o r t a t i o n

• Shipper makes a Firm Transportation 
commitment (FT) to pay the capital portion 
of the tariff whether it uses the pipeline or 
not.

• It is that financial commitment that 
underwrites the pipeline:
- Required by FERC before approving a project
- Required by lenders before lending money to 
a project.
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Producers5 returns as both

shippers + pipeline owners
The A l a s k a  G a s l l n c  n d u c e m e n t  A c t

MPV !RR P/I
NPV per

BOE
$3.50 3.0 12.6% 1.3 $0.37
$4.00 5.0 14.0% 1.4 $0.60
$4.50 6.9 15.4% 1.6 $0.83
$5.0C 8.7 16.7% 1.7 $1.06
$5.50 10.6 17.9% 1.9 $1,28
$6.00 12.4 19,0% 2.0 $1.50
$6.50 14.2 20.1% 2.2 $1.72
$7.00 16.0 21.1% 2.3 $1.93
$7.50 s  7  ~7

i  f ,  1 22.1% 2.5 $2.14
$8.00 19.3 23.0% 2.6 $2.33
$C.50 20.8 2 3  9 % 9  7 <fc9 5 1



Producer Upstream Returns 

Base case cost = $20.5B
The A l a s k a  G a s l i n e  n d u c e r n e n i  A c t

NPV 1RR NPV per BOE
$3.50 4.1 29.8% 3.2 $0.49
$4.00 6.1 39.7% 4.3 $0.74
$4.50 8.1 48.7% 5.3 $0.98
$5.00 10.1 56.3% 6.4 $1.22
$5.50 12.1 62.9% 7.5 $1.46
$6.00 14.0 68.9% 8.5 $1.70
$6.50 16.0 74.2% 9.5 $1.93
$7.00 17.8 79.2% 10.5 $2.15
$7.5C 19.6 83,9% 11.5 $2.37
$8.00 21.3 90.4% 12.4 $2.57
$8.50 22.9 95.6% 13.2 $2.76 7

V
)



Yl ■r'/ c/AH fih s \ y W ' k  K

C a l c u l a t e d  I R R  a t  v a r i o u s  p r i c e  l e v e l s

n

1 0 0 . 0 0

80.00

60.00

40.00

2 0 . 0 0

3.5 4.0 4.5 5.0 5.5 6.0 6.5 7.0 7.5 8.0 8.5

—  Upstream & Pipeline 12.6 14.0 15.4 16.7 17.9 19.0 20.1 2 1 . 1 22.1 23.0 23.9

—  Upstream Only 29.8 39.7 48.7 56.3 62.9 68.9 74.2 79.2 83.9 90.4 95.6
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Internal R a t e  of return

Step One: Model An Owned Project v /

CapCosts Op Costs Revenues Cash Flows
Units: 1000 1000
Dollars 0.1 5
Product 100 5000
Year

0 (20,000) (20,000)
1 (100) 5,000 4,900
2 (100) 5,000 4,900
3 (100) 5,000 4,900
4 (100) 5,000 4,900
5 (100) 5,000 4,900
6 (100) 5,000 4,900
7 (100) 5,000 4,900
8 (100) 5,000 4,900
9 (100) 5,000 4.900

4.90010 (100) 5,000

IRR: 21%
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Internal R a t e  of R e t u r n

Step Two: Model Capital Component of Tariff ^
Using PAYMENT function

Units:
Dollars Balance Interest Payment Balance
Product 10%
Year

0 20,000.00

1 20,000.00 2,000.00 (3,254.91) 18,745.09

2 18,745.09 1,874.51 (3,254.91) 17,364.69
3 17,364.69 1,736.47 (3,254.91) 15,846.25
4 15,846.25 1,584.63 (3,254.91) 14,175.97

5 14,175.97 1,417.60 (3,254.91) 12,338.66

6 12,338.66 1,233.87 (3,254.91) 10,317.62
7 10,317.62 1,031.76 (3,254.91) 8,094.47
8 8,094.47 809.45 (3,254.91) 5,649.01

9 5,649.01 564.90 (3,254.91) 2,959.01
10 2,959.01 ! 295.90 (3,254.91) 0.00

I

M a y  2  2 0 0 7 D a n  E .  D i c k i n s o n  C P A 4 2



Internal R a t e  of R e t u r n

---------------------------------------------------------------------
Step Three: Model Third Party Line

1 with no FT but with tariff
Tariff Re\^nues Cash Flows

Units:
Dollars
Product
Year . .

0
1 (3,354.9) 5,000.0 1,345.1
2 (3,354.9) 5,000.0 1,645.1 |
3 (3,354.9) 5,000.0 1,645.1
4 (3,354.9) 5,000.0 1,645.1
5 (3,354.9) 5,000.0 1,645.1 . *
6 (3,354.9) 5,000.0 1,645.1
7 (3,354.9) 5,000.0 1,645.1

L 8 (3,354.9) 5,000.0 1,645.1
9 (3,354.9) 5,000.0 1,645.1
10 (3,354.9) 5,000.0 1,645.1

jRRr | #NUM!
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Internal R a t e  of R e t u r n

Step Four: Model Third Party Line v'
with some additional capital
Tariff Revenues Cash Flows

Year
0 (100.0)
1 (3,354.9) 5,000.0 1,645.1
2 (3,354.9) 5,000.0 1,645.1
3 (3,354.9) 5,000.0 1,645.1
4 (3,354.9) 5,000.0 1,645.1
5 (3,354.9) 5,000.0 1,645.1
6 (3,354.9) 5,000.0 1,645.1

7 (3,354.9) 5,000.0 1,645.1
8 (3,354.9) 5,000.0 1,645.1
9 (3,354.9) 5,000.0 1,645.1
10 (3,354.9) 5,000.0 1,645.1

[___________I....... ..................I 1645%
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Internal R a t e  of R e t u r n

Step Five: Mode! Third Party Line
with some more additional capital

Tariff Revenues Cash Flows

Year
0 (2,000.0)
1 (3,354.9) 5,000.0 1,645.1
2 (3,354.9) 5,000.0 1,645.1
3 (3,354.9) 5,000.0 1,645.1
4 (3,354.9) 5,000.0 1,645.1
5 (3,354.9) 5,000.0 1,645.1
6 (3,354.9) 5,000.0 1,645.1
7 (3,354.9) 5,000.0 1,645.1
8 (3,354.9) 5,000.0 1,645.1
9 (3,354.9) 5,000.0 1,645.1
10 (3,354.9) 5,000.0 1,645.1

I - ___ I
_ . . I 82%
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Internal R a t e  of R e t u r n

Step Six: Model Third Party Line
with yet more additional capital
Tariff Reunites Cash Flows

• ""........ 1

Year
0 (6,750.0)
1 (3,354.9) 5,000.0 1,645.1
2 n (3,354.9) 5,000.0 1,645.1
3 (3,354.9) 5,000.0 1,645.1
4 (3,354.9) 5,000.0 1,645.1
5 (3,354.9) 5,000.0 1,645.1
6 (3,354.9) 5,000.0 1,645.1
7 (3,354.9) 5,000.0 1,645.1
8 (3,354.9) 5,000.0 1,645.1
9 (3,354.9) 5,000.0 1,645.1
10 (3,354.9) 5,000.0 1,645.1

IRR: j 21%
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F A S B  4 7  Disclosure of L o n g  T e r m  

Obligations (1981)

• This statement requires that an enterprise 

disclose its commitments under 

unconditional obligations that are 

associate with suppliers financing 

arrangements. Such obligations often are 

in the form of take-or-pay contracts and 

throughput contracts.
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F A S B  4 7  Disclosure of L o n g  T e r m  

Obligations (1981)

• E x a m p le  2

• 2 7 . C  C o m p a n y  has en te re d  into a th roughput  
a g re e m e n t with a natural gas  p ipeline providing that C  
will provide specified  quantities  of natural g as  
(rep resen tin g  a portion o f capac ity ) for transportation  
through the p ipeline  e a c h  period w hile  the d eb t used to  
f in an ce  the p ipeline  rem a in s  outstanding . T h e  tariff 
ap p ro ved  by the F e d e ra l E n e rg y  R e g u la to ry  C o m m iss io n  
conta ins tw o provision, a d e m a n d  ch arg e  and  a 
co m m o d ity  ch arg e . T h e  d e m a n d  ch arg e  is co m p u ted  to  
co ver d eb t serv ice, d ep rec ia tion , and  certain  e x p ec ted  
e x p e n s es .
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F A S B  4 7  Disclosure of L o n g  T e r m  

Obligations (1981)

• 27. (cont.) The commodity charge is intended to 
cover other expenses and provide a return on 
the pipeline company’s investment. C Company 
must pay the demand charge based on the 
contract quantity regardless of actual quantities 
shipped, while the commodity charge is applied 
to actual quantities shipped. Accordingly, the 
demand charge multiplied by the contracted 
quantity represents a fixed and determinable 
amount.
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F A S B  4 7  Disclosure of L o n g  T e r m  

Obligations (1981)

• 28. C ’ disclosure might be as follows:

- C company has signed an agreement 
providing for the availability of needed 
transportation capacity through 1990. Under 
that agreement, the company must make 
sr cified minimum payments monthly. The 
ac jiegate amounts of such required 
payments at December 31, 19X1 is as follows 
(in thousands):
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F A S B  4 7  Disclosure of L o n g  T e r m  

Obligations (1981)

• 28 (cont).
•19X2 $ 5,000
• 19X3 5,000
• 19X4 5,000
• 19X5 4,000
• 19X6 4,000
• Later years 26.000
• Total 49,000
• Less: Amount representing interest t9.000)

Total at present value $ 40.000
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F A S B  4 7  Disclosure of L o n g  T e r m  

Obligations (1981)

• 28 (cont).

• In addition the company is required to pay 

additional amount depending on actual 

quantities shipped under the agreement. 

The companies total payments under the 

agreement were (in thousands) $6,000 in 

1 9W9 and $5,000 both in 19X0 and in 

19X1.
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The following table sum m arizes the G roup’s principal contractual ob ligations at D ecem ber 31, 2003. Further 
information on borrowings and capital IenBes is given in Item  18 — Financial S ta tem en ts— N o te  29 on p ag eF -4 7  and 
further inform ation on operating leases is given in Item  18 —  Financial S tatem ents —  N ote 17 on page F-29.

Paym ents due by period

Contractual Commitments

E x p ec ted  p ay m en ts  by  p e rio d  u n d e r  
c o n tra c tu a l o b lig a tio n s nnd 
co m m ercia l co m m itm en ts

Total 2004 2005 2006 2007 2008
2009 and 
thereafter

($ m illion)
Borrow ings (a) 20,143 9,366 2,674 2,786 1,299 945 3,073
Finance lease obligations 4,634 127 243 248 2*10 248 3,528
Operating leases 8,115 1,275 1,066 895 799 728 3,352
D ecom m issioning liabilities 7,504 86 156 173 154 156 6,779
Environm ental liabilities 2 .430 465 441 402 276 186 660
Pensions (b) 26,682 633 649 652 659 666 23,423
O ther post-em ploym ent benefits (c) 11,768 242 252 259 263 264 10,488
Unconditional purchase obligations (d) 67,828 45,491 7,076 3,133 J1,888 1,655 8,585

(a) Expected paym ents exclude interest paym ents on borrow ings.

(b) R epresents die expected fu ture contributions to funded pension  plans and paym ents by unfunded pension plans.

(c) Represents the expected future paym ents for postretirem ent benefits.

(d) Represents any agreem ent to purchase goods or services that is enforceable and  legally binding and drat specifies all 
significant terms. T he am ounts show n include arrangem ents to secure long-term  access to supplies o f  crude oil, natural 
gas, feedstocks and pipeline system s. In addition, the am ounts show n fo r 2004  include purchase com m itm ents existing 
ut D ecem ber 31, 2003 entered into principally  to m eet the G ro u p 's  sho rt term  m anufacturing and m arketing 
requirem ents. T he price risk associated with these crude oil, natural gas and pow er contracts is discussed in Item 11 —  
Quantitative and Q ualitative D isclosures about M arket R isk  on page 170.

The follow ing table sum m arizes the nnmrc o f  the G roup’s unconditional purchase obligations.

Paym ents due by period

2009 and
U ncond itional p u rc h a se  o b lig a tio n s Total 2004 2905 2006 2007 2008 hereafte r
p ay m en ts  d u e  by p erio d

(? m illion)
Crude oil nnd oil products 22,043 19,350 844 452 422 374 601
Natural gas 19,439 13,189 2,575 1,141 489 398 1,647
Chem icals and o ther refinery feedstock/: 10,049 2,277 1.666 753 563 545 4,245
Utilities 11,612 9.622 1,231 289 62 54 354
Transportation 2.814 738 510 365 247 204 750
Use o f  facilities nnd services 1.871 315 250 133 105 SO 988

Total 67,828 45,491 7,076 3,133 1,888 1,655 S,5S5



B P s  2 0 0 3  20(f)

• Unconditional purchase obligations (d)

• (d) Represents any agreement to purchase 
goods or services that is enforceable and legally 
binding and that specifies all significant terms. 
The amounts shown include arrangements to 
secure long-term access to supplies of crude oil, 
natural gas feedstocks and pipeline systems.

• Obligations set out for five years, after five years 
and in total
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W h y  d o e s  this m a t t e r ?

• Moody’ Investors Service
• Authors (or “Contacts”):
• Barbara Havlicek, Kevin Stoklosa, Greg Jonas, 
Laura Levenstein, Pamela Stumpp, Michel 
Madelain, Trevor Pijper, Wofgang Draak,
Waylon Iserhoff, Brian Cahill, Thomas Keller, 
Takohiro Morita

• The Analysis of Off-Balance Sheet Exposures, A 
Global Perspective

• July 2004
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M o o d y ’s R a t i n g  M e t h o d o l o g y

• Take-Or-Pay Contracts
• Take or pay contracts are another form of 
purchase commitment typically found in the ... 
energy industry. ... Such contracts can be 
problematic if market conditions and raw 
material prices change or if the price of the end 
product drops. Regardless of whether of not the 
contract becomes problematic, Moody’s factors 
payments under take-or-pay contracts .'nto the 
analysis of future cash flows and may also 
adjust the balance sheet if necessary. (Havlicek 
page 7)
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Why does this matter?

•  S t a n d a r d  &  P o o r ’ s

•  A u t h o r s  ( a n d  “ A n a l y t i c a l  C o n t a c t s ” ) :

•  S o l o m o n  B .  S a m s o n ,  S c o t t  S p r i n z e n ,  

E m m a n u e l  D u b o i s - P e l e r i n ,  K e n n e t h  C .  

P f e i l

•  C o r p o r a t e  R a t i n g s  C r i t e r i a

•  2 0 0 6
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Standard and Poor’s Rating 
Methodology

L

•  O f f  b a l a n c e - s h e e t  f i n a n c i n g

- A n a l y s i s  o f  l i a b i l i t i e s  i s  n o t  l i m i t e d  t o  t h o s e  

s h o w n  o n  t h e  c o m p a n y ’ s  b a l a n c e  s h e e t .  O f f  

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

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

•  O p e r a t i n g  l e a s e s

•  G u a r a n t e e s ,  d e b t  o f  j o i n t  v e n t u r e s  a n d  

u n c o n s o l i d a t e d  s u b s i d i a r i e s

•  T a k e - o r - p a y  c o n t r a c t s  a n d  o b l i g a t i o n s  u n d e r  

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

-  ( S a m s o n  p g s .  2 8 - 2 9 )
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Standard and Poor’s Rating 
Methodology

•  V a r i o u s  m e t h o d o l o g i e s  a r e  u s e d  t o  

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

e a c h  o f f - b a l a n c e - s h e e t  i t e m .  I n  s o m e  

c a s e s ,  t h e  a d j u s t m e n t  i s  s t r a i g h t f o r w a r d .  

F o r  e x a m p l e ,  t h e  a m o u n t  o f  g u a r a n t e e d  

d e b t  c a n  s i m p l y  b e  a d d e d  t o  t h e  

g u a r a n t o r ’ s  l i a b i l i t i e s .  O t h e r  a d j u s t m e n t s  

a r e  m o r e  c o m p l e x  o r  l e s s  p r e c i s e .  

( S a m s o n  p g .  2 9 )
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Closing Thought:

•  E . C .  C a p e n  a n d  D . F . C a s e y  T h e  

E c o n o m i c s  o f  C r e a t i v e  F i n a n c i n g—i I.. —  . . .  . 1

S o c i e t y  o f  P e t r o l e u m  E n g i n e e r s  1 1 6 6 4  

( 1 9 8 3 )
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Closing Thought
•  N o w  a n d  t h e n ,  s o m e o n e  c o m e s  i n  a n d  

a n n o u n c e s  t h a t  h e  h a s  d i s c o v e r e d  t h e  b u s i n e s s  

m a n ’ s  e q u i v a l e n t  t o  t h e  F o u n t a i n  o f  Y o u t h  -  a  

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

u s  t h a t  h i s  p e t  p r o j e c t  ( P P )  n e e d  n o t  c o m p e t e  f o r  

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

f o u n d  a  b e n e f a c t o r ,  M r .  S .  C l a u s ,  w i l l i n g  t o  p u t  

u p  t h e  m o n e y  a t  n o  c o s t  s a v e  s o m e  “ s m a l l  

m o n t h l y  p a y m e n t s ”  t o  b e  w o r k e d  o u t  l a t e r .

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

a n d  r e p r e s e n t  n o  r e a l  d r a i n  o n  t h e  c o m p a n y .
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Close of Closing Thought

•  T o  b e  s u r e  w e  s e l d o m  s e e  r e q u e s t s  a s  b l a t a n t  

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

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

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

p u r c h a s e  o f  g o o d s  a n d  e q u i p m e n t .  H a s  t h e  o l d  

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

s e t  a s i d e  w i t h  r e g a r d  t o  s o  c a l l e d  c r e a t i v e  

f i n a n c i n g ?  N o ,  m o r e  l i k e l y  t h e  l u n c h  c o s t s  m o r e  

t h a n  n o r m a l ,  b u t  w e ’ r e  n o t  a l w a y s  s u r e  w h o  

p a y s .  ( C a p e n  &  C a s e y  p g .  2 4 1 )
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A G I A :

•  I s  a  c o m m e r c i a l  v e h i c l e  t h a t  c r e a t e s  a  

c o m p e t i t i v e  p l a y i n g  f i e l d

•  P r o v i d e s  a  p i p e l i n e  o n  A l a s k a ’ s  t e r m s

•  I s  a  t r a n s p a r e n t  p r o c e s s ,  w i t h  

t r a n s p a r e n t  i n d u c e m e n t s .

The Alaska Gasllne Inducement Act



•  A G I A  u s e s  c o m p e t i t i v e  b i d d i n g ,  n o t  

n e g o t i a t i o n .  

•  S u c c e s s f u l  b i d d i n g  p r o c e s s  r e q u i r e s  

A G I A ’ s  i n d u c e m e n t s

-  W i t h o u t  i n d u c e m e n t s ,  n o  t h i r d - p a r t y  b i d d e r s

-  W i t h o u t  t h i r d - p a r t y  b i d d e r s ,  s t a t e  h a s  n o  

a b i l i t y  t o  g e t  a  p i p e l i n e  o n  i t s  d e s i r e d  t e r m s
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A G I A ’ s  i n d u c e m e n t s :  

•  M i d s t r e a m  i n d u c e m e n t  o f  $ 5 0 0  m i l l i o n :
-  r e d u c e s  l i c e n s e e ’s  p r o j e c t  d e v e l o p m e n t  r i s k s ,  

e s p e c i a l l y  a n  i n d e p e n d e n t  p i p e l i n e  l i c e n s e e

•  U p s t r e a m  t a x  a n d  r o y a l t y  i n d u c e m e n t s :
-  c o u p l e d  t o  t h e  l i c e n s e d  m i d s t r e a m  p r o j e c t  t o  m a k e  

l i c e n s e  m o r e  v a l u a b l e ,  b y

• E n c o u r a g i n g  o p e n  s e a s o n  p a r t i c i p a t i o n

• E n s u r i n g  t h a t  s t a t e  w i l l  s t i c k  w i t h  i t s  l i c e n s e d  p a r t n e r

°  R e q u i r e m e n t  t o  o b t a i n  p i p e l i n e  c e r t i f i c a t e  
r e d u c e s  o v e r a l l  p r o j e c t  r i s k s ,  i m p r o v e s  s t a t e ’ s  
s t r a t e g i c  p o s i t i o n
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the State’s Terms     . . . . - .  ... —— -—■■■ The Alaska Gaslinc Inducement Act

•  B y  c r e a t i n g  a  m o r e  c o m p e t i t i v e  p l a y i n g  

f i e l d ,  s t a t e  c a n  s p e c i f y  s o m e  “ m u s t  h a v e s ”

•  S t a t e ’ s  “ m u s t  h a v e s ”  f o c u s  o n  i t s  f u t u r e :

- A  p i p e l i n e  s o o n e r

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

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

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

-  G a s  f o r  A l a s k a n s
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A Project on 
the State’s Terms

— --  ---------------------------------------------------- The Alaska Gasllne Inducement Act

•  S t a t e ’ s  “ m u s t  h a v e s ”  a l l  o b t a i n e d  t h r o u g h  

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

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

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

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

-  J o b s  a n d  c a r e e r s  f o r  A l a s k a n s  w i l l  b e  m a x i m i z e d  b y  

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

-  C h e a p  g a s  f o r  A l a s k a n s  w i l l  b e  e n j o y e d  i f  p i p e l i n e  

r e g u l a r l y  e x p a n d s



A Project on 
the State’s terms

- _>— — — -—  —   The Alaska Gasllne Inducement Act

•  A  p i p e l i n e  s o o n e r

•  R e q u i r e d  m i n i m u m  7 0 / 3 0  d e b t / e q u i t y  r a t i o  

e n s u r e s  r e a s o n a b l e  b a s e  t a r i f f s

•  E x p a n s i o n  r e q u i r e m e n t s  e n s u r e  t h a t  g a s  f o u n d  

b y  a n y  p a r t y  c a n  a c c e s s  t h e  p i p e l i n e

•  R o l l e d - i n  r a t e  r e q u i r e m e n t s  e n s u r e  t h a t  a l l  

p a r t i e s  h a v e  a n  e c o n o m i c  i n c e n t i v e  t o  e x p l o r e  

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

A l a s k a ’ s  g a s  c a n  g e t  i n t o  t h e  p i p e l i n e
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L o s s e s  t o  S t a t e  f o r  E a c h  Y e a r  D e l a y
D i s c o u n t e d  a t  5 %  p e r  Y e a r

Sustained Gas Price ($ 2007)



R e v e n u e  E f f e c t s  

S t r u c t u r e
The Alaska Gasllne Inducement Act

D e b t % E q u i t y % T a r i f f

P r e s e n t  V a l u e  

S t a t e  R e v e n u e  

$  B i l l i o n s

8 0 % 2 0 % $ 1 . 4 7 3 7 . 4

7 5 % 2 5 % $ 1 . 5 6 3 6 . 9

7 0 % 3 0 % ^  9 3 6 . 3

6 5 % 3 5 % $ 1 . 7 4 3 5 . 7

6 0 % 4 0 % $ 1 . 8 4 3 5 . 1

5 5 % 4 5 % $ 1 . 9 5 3 4 . 5

5 0 % 5 0 % $ 2 . 0 6 3 3 . 8

4 5 % 5 5 % $ 2 . 1 8 3 3 . 1

A G I A  p r o t e c t s  t h e  s t a t e s  i n t e r e s t  i n  l o w  t a r i f f s .  I t  e n s u r e s  t h a t  n o  

l e s s  t h a n  7 0 / 3 0  w i l l  b e  u s e d  r a t h e r  t h a n  5 0 / 5 0 ,  w i t h  a s s o c i a t e d  t a r i f f  

b e n e f i t s  o f  4 1  c e n t s  a n d  s t a t e  r e v e n u e  b e n e f i t s  o f  $ 2 . 5  b i l l i o n .
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D e l a y  T o  E x p l o r e r
        The Alaska Gasllne Inducement Act-

</>
(/)
C
o

E x p e c t e d  N e t  P r e s e n t  V a l u e  ( N P V  1 2 )

G e n e r ic  N o rth  S lo p e  P ro s p e c t

$ 1 0 . 0

$5.0

$0.0

( $ 5 .0 )  

($10.0) 

( $ 1 5 . 0 )  - 

( 5 2 0 . 0 )  -

O p e ra to rs  N PV

0 1 2 3 4 5

$4.7 ($2.3) ($8.7) ($13.8) ($18.7) ($23.1)

Years Delay to First-Production
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FERC Lower 48 
Expansion rate policy
4.00

3.50 -

3.00

2.50

2.00

1.50

1.00

0.50

0.00

■ Lower-48 FERC policy, Original (2016) Shippers' Rates 

n Lower-48 FERC policy, 1st Expansion (2018) Shippers' Rates 

S Lower-48 FERC policy, 2nd Expansion Shippers' Rates (2021) 

□ Lower-48 FERC policy, 3rd Expansion Shippers' Rates (2023)

2016 2017 2018 2019 2020 2021 2022

The Alaska Gasllne Inducement Act
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The Alaska Gasllne Inducement Act

E x a m p l e s :

S c e n a r i o  1 : A d d  1 B c f / d a y  w i t h  c o m p r e s s i o n  ( f r o m  4 . 5  t o  5 . 5  B c f / d a y )  

R o l l e d - i n  I n c r e m e n t a l

$ 6 . 0  m i l l i o n  $ 6 . 5  m i l l i o n

S c e n a r i o  2 : A d d  1 B c f / d a y  w i t h  c o m p r e s s i o n  ( f r o m  5 . 5  t o  6 . 5  B c f / d a y )  

R o l l e d - i n  I n c r e m e n t a l

$ 4 . 3  m i l l i o n  - $ 5 . 4  m i l l i o n

S c e n a r i o  3 : A d d  7 0 0  M M c f / d a y  w i t h  l o o p i n g  ( f r o m  6 . 8  t o  7 . 5  B c f / d a y )  

R o l l e d - i n  I n c r e m e n t a l

$  . 9  m i l l i o n  - $ 2 5 . 5  m i l l i o n
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•  A G I A  c r e a t e s  a  c o m p e t i t i v e  p r o c e s s ,  n o t  a  

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

•  B i d s  w i l l  b e  s u b m i t t e d ,  c o m m e n t e d  u p o n  

b y  t h e  p u b l i c ,  a n d  e v a l u a t e d

•  A  w i n n e r  w i l l  b e  c h o s e n  b y  t h e  

C o m m i s s i o n e r s

•  T h e  C o m m i s s i o n e r s ’  d e c i s i o n  w i l l  b e  

r e v i e w e d  b y  t h e  L e g i s l a t u r e



•  T h e  v a l u e  o f  A G I A ’ s  i n d u c e m e n t s  a r e  u p  

f r o n t  a n d  t r a n s p a r e n t

•  C o n t r a s t :  A G I A ’ s  $ 5 0 0  m i l l i o n  v e r s u s  

S G D A  c o n t r a c t  $ 1 0  b i l l i o n +

-  M u c h  o f  S G D A  c o n t r a c t  v a l u e  w a s  h i d d e n  a n d  

u n q u a n t i f i a b l e

- A G I A ’ s  b e n e f i t s  a r e  e x p l i c i t  a n d  q u a n t i f i a b l e

The Alaska Gasllne Inducement Act

15



•  W i t h o u t  c o m p e t i t i o n ,  a n d  t h e  f o r w a r d  m o v e m e n t  

t h a t  A G I A  p r o v i d e s ,  A l a s k a n s  w i l l  h a v e  t o  w a i t ,  

a n d  w a t c h ,  u n t i l  t h e  P r o d u c e r s  d o  t h e  p i p e l i n e  

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

•  A G I A  c h a n g e s  t h e  p l a y i n g  f i e l d .

•  A G I A  i s  a  c o m m e r c i a l  v e h i c l e  t h a t  c r e a t e s  a  

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

A l a s k a ’ s  t e r m s ,  i n  a  t r a n s p a r e n t  m a n n e r .

The Alaska Gasllne Inducement Act —
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