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H o w  t o  m e a s u r e  i n v e s t m e n t  
a t t r a c t i v e n e s s ?

The Alaska Gas l ine  I n d u c e m e n t  Act

• N P V  =  “n e t  p r e s e n t  v a l u e ”
-  T h e  c u r r e n t  v a l u e  o f  f u t u r e  p r o f i t s

• I R R  =  “i n t e r n a l  r a t e  o f  r e t u r n ”
-  T h e  d i s c o u n t  r a t e  t h a t  m a k e s  N P V  =  0

• P/I =  “p r o f i t a b i l i t y  i n d e x ”
-  [ p r e s e n t  v a l u e  o f  c a s h  i n f l o w s ] / [ p r e s e n t  v a l u e

o f  o u t f l o w s ]

• N P V / B o e  =  “N P V  p e r  b a r r e l  o i l  e q u i v a l e n t ”
-  M e a s u r e  o f  h o w  m u c h  c a s h  f l o w  i s  g e n e r a t e d  f r o m  

r e s e r v e s



P r o d u c e r  U p s t r e a m  R e t u r n s  
B a s e  c a s e  c o s t  =  $ 2 0 . 5 B

N P V 1 0  ( $ B )  I R R  P / I  N P V 1 0  p e r  B O E

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

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

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

The Alaska  Gas l ine  I n d u c e m e n t  Act

P r ic e s  a re  re a l, $ 2 0 0 7 , e s c a la t in g  a t 2% /y e a r



P r o d u c e r  U p s t r e a m  R e t u r n s  
5 0 %  c o s t  o v e r r u n  =  $ 3 0 . 1  B

NPVio($B) IRR  P/| N PV 10 per BOE
$ 4 . 0 0 3 . 2 2 0 . 9 % 2 . 2 $ 0 . 3 9

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

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

The Alaska  Gas l ine  I n d u c e m e n t  Act

P r ic e s  a re  re a l, $ 2 0 0 7 , e s c a la t in g  a t 2% /y e a r



P r o d u c e r s ’ r e t u r n s  a s  b o t h  n  
s h i p p e r s  +  p i p e l i n e  o w n e r s

-.  Alaska  Gas l i ne  I n d u c e m e n t  Act

N P V 1 0  ( $ B ) I R R P / I N P V 1 0  p e r  B O E

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

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

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

P r ic e s  a re  re a l, $ 2 0 0 7 , e s c a la t in g  a t 2% /y e a r
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P r o d u c e r  N P V :  
R e l a t i v e  l i k e l i h o o d

The Alaska  Gas l ine  I n d u c e m e n t  Act

Frequency Distribution of Producer NPV 10

11.2 13.0 NPV ($ Billions)
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P r o d u c e r  I R R :  
R e l a t i v e  l i k e l i h o o d u

The Alaska Gas l ine  I n d u c e m e n t  Act

. requency Distribution o f Producer IRR

7 0 %
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P r o d u c e r  P / I :  
R e l a t i v e  l i k e l i h o o d

The Alaska  Gas l ine  I n d u c e m e n t  Act

0

Frequency Distribution o f Producer 
Profitability Ratio

Integrated U p -  &  Mid-stream 

U p s t r e a m  only

1.92

8 10 12 14 16 18 20

Profitability Ratio7.94
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C o m p a r a t i v e  P r o j e c t  O p p o r t u n i t i e s  

P r o d u c e r  N e t  C a s h  F l o w  ( N P V 1 0 )

( $ 3 5  a n d  $ 2 5  o i l  a n d  6 /1  o i l / g a s  r a t i o )
 — The  Alaska  Gas l ine  I n d u c e m e n t  Act  —

15,000

o  1 0 , 0 0 0

-5,000
Percentile

Project comparison data from EconOne presentation to LB&A Committee, 6/14/06.



P r e - P P T  G a s l i n e  E c o n o m i c s  i n  c o n t e x t  

P r o d u c e r  N e t  C a s h  F l o w  ( N P V 1 0 )  / / V

( $ 3 5  a n d  $ 2 5  o i l  a n d  6 /1  o i l / g a s  r a t i o )
The Alaska  Gas l ine  I n d u c e m e n t  Act

n f

Project comparison data from EconOne presentation to LB&A Committee, 6/14/06. EconOne data assume 100% 
Producer pipeline ownership, ~$15B Alberta project.



C u r r e n t  G a s l i n e  E c o n o m i c s  

P r o d u c e ’ N e t  C a s h  F l o w  ( N P V 1 0 )  

( $ 3 5  a n d  $ 2 5  o i l  a n d  6 /1  o i l / g a s  r a t i o )
The Alaska  Gas l ine  I n d u c e m e n t  Act

Alaska
Gasline -  20,000
Alberta
(PPT)
Upstream+
Midstream^^ 0 0 0

VI1—JHo io,ooihQ
otor**uo 5,000
s

-5,000
Percentile

1 1Project comparison data from EconOne presentation to LB&A Committee, 6/14/06. EconOne data assume 100% 
Producer pipeline ownership, ~$15B Alberta project; upstream return data assumes 0% pipeline ownership.



Alaska Gasline - C h i c a g o  (2005 fiscal terms)

50
Percentile

Alaska 
Gasline -  
Alberta
(PPT)
Upstream+
Midstream

Project comparison data from EconOne presentation to LB&A Committee, 6/14/06. EconOne data assume 100% 
Producer pipeline ownership, ~$15B Alberta project; upstream return data assumes 0% pipeline ownership.

C u r r e n t  G a s l i n e  E c o n o m i c s  

P r o f i t a b i l i t y  I n d e x  R a t i o  ( P I R 1 0 )  

( $ 3 5  a n d  $ 2 5  o i l  a n d  6 /1  o i l / g a s  r a t i o )
The Alaska  Gas l ine  I n d u c e m e n t  Act

~ Alaska Gasline -  Alberta (PPT fiscal terms)

Alaska Gasline -Alberta (2005 fiscal terms)
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C u r r e n t  G a s l i n e  E c o n o m i c s  

i n t e r n a l  R a t e  o f  R e t u r n  ( I R R )  

( $ 3 5  a n d  $ 2 5  o i l  a n d  6 /1  o i l / g a s  r a t i o )

100% j

90%
80% -
70% -
60% -c

CD
O 50% -
a>a . 40% -

30% -
20%
10% -

0% T i i i i i i i i i i i i m  i i i i i i i i i i i i i i i i i i i i i i i i i i n  i i i i i i i i i i i i

75 50 25

Percentile

Alaska 
Gasline -  
Alberta 
(PPT)
Upstream+
Midstream

. 1 3
Project c o m p arison data from E c o n O n e  presentation to L B & A  Committee, 6/14/06. E c o n O n e  data a s s u m e  1 0 0 %  Producer 
pipeline ownership, ~ $ 1 5 B  Alberta project; upstream return data a s s u m e s  0 %  pipeline ownership.

The Alaska  Gas l ine  I n d u c e m e n t  Act



W h y  P i p e l i n e  O w n e r s h i p ?  A ,

---------------------    ..... .... Tho Alaska  Gas l ine  I n d u c e m e n t  Act

• Producers the only entities that can do it?
• Need to control costs? ' b \  ^  (^
• FT -  Debt? P_V"W'J
• Control over pipeline terms?
• Bargaining leverage with state?

1 4
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F T  c o n t r a c t s :  n o m i n a l  
d o l l a r  s i z e  o f  o b l i g a t i o n

1 2 , 0 0 0  - -

1 0 , 0 0 0

8 , 0 0 0  -■

6 , 0 0 0

4,000 -•

2,000

$20.5 B  project 

«  $ 2 5  B  project

The Alaska  Gas l ine  I n d u c e m e n t  Act  —

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

a r o u n d  $ 3 . 4  b i l l i o n  p e r  y e a r ,  i n c r e a s i n g  t o  a p p r o x i m a t e l y  

$ 4  b i l l i o n  p e r  y e a r  f o r  a  2 0 %  c o s t  o v e r r u n .  A  p r o d u c e r  

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

c o m m i t m e n t  o f  b e t w e e n  $ 1 . 1  a n d  $ 1 . 3 3  b i l l i o n  p e r  y e a r .

f t

2016 2018 2020 2022 2024 2026 2028 2030 2032 2034 2036 2038 2040
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F T  c o n t r a c t s  ( c o n t . ) :  

t a r i f f  i n  c o n t e x t  o f  r e v e n u e s

$2.58 AECO price (real), 
exceeded with 85% like!.'hood

$2.31 AECO price (real), 
exceeded with 95% likelihood

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

Revenues declines as 
known reserves decline; 
we assume no new 
discoveries.

12,000

10,000

8,000

6,000

4,000

2,000

0 4— -i r-----------------1------------------1------------------1------------------1----------------- r~ n------------------r— — i-----------------1----------------- r~

2016 2018 2020 2022 2024 2026 2028 2030 2032 2034 2036 2038 2040



T a x  i n c r e a s e  e f f e c t s  o n  N P V  

- >  N o  f i s c a l  c e r t a i n t y

P r o d u c e r  N P V 10 i n  b i l l i o n s  o f  d o l l a r s  w i t h  i n c r e a s e  i n  p r o d u c t i o n  t a x  r a t e  a t  

s t a r t  o f  p r o j e c t

0%
I

15%
N P V 10

30% 50%
I

15%
%  c h a n g e

30% 50%
$ 3 . 5 0 3 . 8 3 . 6 3 . 3 3 . 0 - 6 . 4 % - 1 2 . 8 % - 2 1 . 3 %

$ 4 . 0 0 5 . 7 5 . 4 5 . 0 4 . 6 - 5 . 8 % - 1 1 . 6 % - 1 9 . 3 %

$ 4 . 5 0 7 . 6 7 . 2 6 . 7 6 . 2 - 5 . 5 % - 1 1 . 0 % - 1 8 . 4 %

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

$ 5 . 5 0 1 1 . 3 1 0 . 7 1 0 . 1 9 . 3 - 5 . 2 % - 1 0 . 5 % - 1 7 . 5 %

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

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

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

$ 7 . 5 0 1 8 . 3 1 7 . 4 1 6 . 5 1 5 . 2 - 5 . 1 % - 1 0 . 2 % - 1 7 . 1 %

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

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

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

17
N o t e :  O i l  e f f e c t s  e x c l u d e d



T a x  i n c r e a s e  e f f e c t s  o n  N P V  n  

- >  F i s c a l  c e r t a i n t y  1 0  y e a r s
  ~   The A la s k a  G a s l i n e  I n d u c e m e n t  A c t

P r o d u c e r  N P V 10 i n  b i l l i o n s  o f  d o l l a r s  w i t h  i n c r e a s e  i n  p r o d u c t i o n  t a x  r a t e  a t  

1 1 t h  y e a r  o f  p r o j e c t

0%
I

15%
N P V 10

30% 50%
I

15%
%  c h a n g e

30% 50%
$ 3 . 5 0 3 . 8 3 . 7 3 . 6 3 . 5 - 2 . 9 % - 5 . 8 % - 9 . 7 %

$ 4 . 0 0 5 . 7 5 . 6 5 . 4 5 . 2 - 2 . 5 % - 5 . 0 % - 8 . 4 %

$ 4 . 5 0 7 . 6 7 . 4 7 . 2 7 . 0 - 2 . 3 % - 4 . 7 % - 7 . 8 %

$ 5 . 0 0 9 . 4 9 . 2 9 . 0 8 . 7 - 2 . 2 % - 4 . 4 % - 7 . 4 %

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

$ 6 . 0 0 1 3 . 1 1 2 . 9 1 2 . 6 1 2 . 2 - 2 . 1 % - 4 . 2 % - 6 . 9 %

$ 6 . 5 0 1 4 . 9 1 4 . 6 1 4 . 3 1 3 . 9 - 2 . 0 % - 4 . 1 % - 6 . 8 %

$ 7 . 0 0 1 6 . 7 1 6 . 3 1 6 . 0 1 5 . 5 - 2 . 0 % - 4 . 1 % - 6 . 8 %

$ 7 . 5 0 1 8 . 3 1 8 . 0 1 7 . 6 1 7 . 1 - 2 . 0 % - 4 . 0 % - 6 . 7 %

$ 8 . 0 0 1 9 . 9 1 9 . 5 1 9 . 1 1 8 . 6 - 2 . 0 % - 4 . 0 % - 6 . 7 %

$ 8 . 5 0 2 1 . 4 2 1 . 0 2 0 . 5 1 9 . 9 - 2 . 0 % - 4 . 1 % - 6 . 8 %

1 8

N o t e :  O i l  e f f e c t s  e x c l u d e d



T a x  i n c r e a s e s  e f f e c t s  o n  N P V  

- >  F i s c a l  c e r t a i n t y  5  y e a r s
The A la s k a  G a s l i n e  I n d u c e m e n t  A c t

P r o d u c e r  N P V 10 i n  b i l l i o n s  o f  d o l l a r s  w i t h  i n c r e a s e  i n  p r o d u c t i o n  t a x  r a t e  a t  

6 t h  y e a r  o f  p r o j e c t

2 2 k

I
15%

N P V - i o

30% 50%
I

15%
% change

m . 50%
$ 3 . 5 0 3 . 8 3 . 7 3 . 5 3 . 2 - 4 . 7 % - 9 . 3 % - 1 5 . 4 %

$ 4 . 0 0 5 . 7 5 . 5 5 . 2 4 . 9 - 4 . 1 % - 8 . 2 % - 1 3 . 6 %

$ 4 . 5 0 7 . 6 7 . 3 7 . 0 6 . 6 - 3 . 8 % - 7 . 6 % - 1 2 . 7 %

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

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

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

$ 6 . 5 0 1 4 . 9 1 4 . 4 1 3 . 9 1 3 . 2 - 3 . 4 % - 6 . 8 % - 1 1 . 4 %

$ 7 . 0 0 1 6 . 7 1 6 . 1 1 5 . 5 1 4 . 8 - 3 . 4 % - 6 . 8 % - 1 1 . 3 %

$ 7 . 5 0 1 8 . 3 1 7 . 7 1 7 . 1 1 6 . 3 - 3 . 4 % - 6 . 8 % - 1 1 . 3 %

$ 8 . 0 0 1 9 . 9 1 9 . 2 1 8 . 5 1 7 . 6 - 3 . 4 % - 6 . 8 % - 1 1 . 4 %

$ 8 . 5 0 2 1 . 4 2 0 . 7 1 9 . 9 1 8 . 9 - 3 . 4 % - 6 . 9 % - 1 1 . 4 %

19
N o t e :  O i l  e f f e c t s  e x c l u d e d



T a x  i n c r e a s e s  e f f e c t s  o n  N P V  a  

- >  F i s c a l  c e r t a i n t y  1 5  y e a r s
  --------  The A la s k a  G a s l i n e  I n d u c e m e n t  A c t

P r o d u c e r  N P V 10 i n  b i l l i o n s  o f  d o l l a r s  w i t h  i n c r e a s e  i n  p r o d u c t i o n  t a x  r a t e  a t  

1 6 t h  y e a r  o f  p r o j e c t

0 f t
I

15%
NPV-io

3 0 ft 50%
I

15%
%  c h a n g e

3 0 ft 5 0 ft
$ 3 . 5 0 3 . 8 3 . 8 3 . 7 3 . 7 - 1 . 4 % - 2 . 8 % - 4 . 6 %

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

$ 4 . 5 0 7 . 6 7 . 5 7 . 4 7 . 3 - 1 . 1 % - 2 . 3 % - 3 . 8 %

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

$ 5  5 0 1 1 . 3 1 1 . 2 1 1 . 1 1 0 . 9 - 1 . 1 % - 2 . 1 % - 3 . 5 %

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

$ 6 . 5 0 1 4 . 9 1 4 . 8 1 4 . 6 1 4 . 4 - 1 . 0 % - 2 . 0 % - 3 . 4 %

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

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

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

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

2 0

N o t e :  O i l  e f f e c t s  e x c l u d e d



T a x  i n c r e a s e s  e f f e c t s  o n  I R R  

N o  f i s c a l  c e r t a i n t y
--------------------------------------  A la s k a  G a s l i n e  I n d u c e m e n t  A c t

Producer IRR with increase in production tax rate at start of project

0 f t
I

15%
I R R

30% 50%
I

15%
d i f f e r e n c e

3 0 ft
I

50%
$ 3 . 5 0 2 9 . 1 % 2 8 . 1 % 2 6 . 9 % 2 5 . 4 % - 1 . 1 % - 2 . 2 % - 3 . 7 %

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

$ 4 . 5 0 4 5 . 2 % 4 3 . 6 % 4 2 . 1 % 3 9 . 8 % - 1 . 5 % - 3 . 1 % - 5 . 3 %

$ 5 . 0 0 5 1 . 9 % 5 0 . 2 % 4 8 . 5 % 4 6 . 1 % - 1 . 7 % - 3 . 4 % - 5 . 8 %

$ 5 . 5 0 5 7 . 9 % 5 6 . 1 % 5 4 . 3 % 5 1 . 7 % - 1 . 8 % - 3 . 7 % - 6 . 3 %

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

$ 6 . 5 0 6 8 . 4 % 6 6 . 4 % 6 4 . 4 % 6 1 . 5 % - 2 . 0 % - 4 . 0 % - 6 . 9 %

$ 7 . 0 0 7 3 . 0 % 7 0 . 9 % 6 8 . 8 % 6 5 . 8 % - 2 . 0 % - 4 . 2 % - 7 . 1 %

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

$ 8 . 0 0 8 1 . 1 % 7 9 . 0 % 7 6 . 7 % 7 3 . 6 % - 2 . 2 % - 4 . 4 % - 7 . 6 %

$ 8 . 5 0 8 4 . 5 % 8 2 . 3 % 8 0 . 0 % 7 6 . 7 % - 2 . 2 % - 4 . 5 % - 7 . 8 %

2 1

N o t e :  O i l  e f f e c t s  e x c l u d e d



T a x  i n c r e a s e s  e f f e c t s  o n  I R R  

F i s c a l  c e r t a i n t y  1 0  y e a r s
------------------------  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

Producer IRR with increase in production tax rate at 11th year of project

024
I

15%
I R R

302k
I

50ft
I

15%
d i f f e r e n c e

30ft 50ft
$ 3 . 5 0 2 9 . 1 % 2 9 . 0 % 2 8 . 8 % 2 8 . 6 % - 0 . 2 % - 0 . 3 % - 0 . 5 %

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

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

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

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

$ 6 . 0 0 8 3 . 4 % 6 3 . 4 % 6 3 . 3 % 6 3 . 3 % 0 . 0 % 0 . 0 % - 0 . 1 %

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

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

$ 7 . 5 0 7 7 . 3 % 7 7 . 3 % I t .  2 % 7 7 . 2 % 0 . 0 % 0 . 0 % 0 . 0 %

$ 8 . 0 0 8 1 . 1 % 8 1 . 1 % 8 1 . 1 % 8 1 . 1 % 0 . 0 % 0 . 0 % 0 , 0 %

$ 8 . 5 0 8 4 . 5 % 8 4 . 5 % 8 4 . 5 % 8 4 . 5 % 0 . 0 % 0 . 0 % 0 . 0 %

2 2

N o t e :  O i l  e f f e c t s  e x c l u d e d



T a x  i n c r e a s e s  e f f e c t s  o n  I R R  a  

- >  F i s c a l  c e r t a i n t y  5  y e a r s  \
-------------------------------------------------------------------------------------------------------------------------------------------------------The 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

Producer IRR with increase in production tax rate at 6th year of project

r
I

I R R II d i f f e r e n c e

O i k 15% 30% 50% 15% 30% 50%
$ 3 . 5 0 2 9 . 1 % 2 8 . 7 % 2 8 . 2 % 2 7 . 5 % - 0 . 5 % - 0 . 9 % - 1 . 6 %

$ 4 . 0 0 3 7 . 6 % 3 7 . 2 % 3 6 . 8 % 3 6 . 2 % - 0 . 4 % - 0 . 8 % - 1 . 4 %

$ 4 . 5 0 4 5 . 2 % 4 4 . 8 % 4 4 . 5 % 4 4 . 0 % - 0 . 4 % - 0 . 7 % - 1 . 2 %

$ 5 . 0 0 5 1 . 9 % 5 1 . 6 % 5 1 . 3 % 5 0 . 9 % - 0 . 3 % - 0 . 6 % - 1 . 0 %

$ 5 . 5 0 5 7 . 9 % 5 7 . 7 % 5 7 . 4 % 5 7 . 0 % - 0 . 3 % - 0 . 5 % - 0 . 9 %

$ 6 . 0 0 6 3 . 4 % 6 3 . 2 % 6 2 . 9 % 6 2 . 6 % - 0 . 2 % - 0 . 5 % - 0 . 8 %

$ 6 . 5 0 6 8 . 4 % 6 8 . 2 % 6 8 . 0 % 6 7 . 7 % - 0 . 2 % - 0 . 4 % - 0 . 7 %

$ 7 . 0 0 7 3 . 0 % 7 2 . 8 % 7 2 . 6 % 7 2 . 3 % - 0 . 2 % - 0 . 4 % - 0 . 6 %

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

$ 8 . 0 0 8 1 . 1 % 8 1 . 0 % 8 0 . 8 % 8 0 . 6 % - 0 . 2 % - 0 . 3 % - 0 . 5 %

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

23
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T a x  i n c r e a s e s  e f f e c t s  o n  I R R  

- >  F i s c a l  c e r t a i n t y  1 5  y e a r s
The A la ska  G a s l i n e  I n d u c e m e n t  A c t

Producer IRR with increase in production tax rate at 16th year of project

l
I R R

II %  c h a n g e

0 f t m 3 0 % 5 0 f t 1 5 f t 3 0 % 5 0 f t

$ 3 . 5 0 2 9 . 1 % 2 9 . 1 % 2 9 . 1 % 2 9 . 0 % 0 . 0 % - 0 . 1 % - 0 . 1 %

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

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

$ 5 . 0 0 5 1 . 9 % 5 1 . 9 % 5 1 . 9 % 5 1 . 9 % 0 . 0 % 0 . 0 % 0 . 0 %

$ 5 . 5 0 5 7 . 9 % 5 7 . 9 % 5 7 . 9 % 5 7 . 9 % 0 . 0 % 0 . 0 % 0 . 0 %

$ 6 . 0 0 6 3 . 4 % 6 3 . 4 % 6 3 . 4 % 6 3 . 4 % 0 . 0 % 0 . 0 % 0 . 0 %

$ 6 . 5 0 6 8 . 4 % 6 8 . 4 % 6 8 . 4 % 6 8 . 4 % 0 . 0 % 0 . 0 % 0 . 0 %

$ 7 . 0 0 7 3 . 0 % 7 3 . 0 % 7 3 . 0 % 7 3 . 0 % 0 . 0 % 0 . 0 % 0 . 0 %

$ 7 . 5 0 7 7 . 3 % 7 7 . 3 % 7 7 . 3 % 7 7 . 3 % 0 . 0 % 0 . 0 % 0 . 0 %

$ 8 . 0 0 8 1 . 1 % 8 1 . 1 % 8 1 . 1 % 8 1 . 1 % 0 . 0 % 0 . 0 % 0 . 0 %

$ 8 . 5 0 8 4 . 5 % 8 4 . 5 % 8 4 . 5 % 8 4 . 5 % 0 . 0 % 0 . 0 % 0 . 0 %

24
N o t e :  O i l  e f f e c t s  e x c l u d e d



T a x  i n c r e a s e s  e f f e c t s  o n  P / I  

- >  N o  f i s c a l  c e r t a i n t y

Producer PI with increase in production tax rate at start of project

1

O f t

p i I difference

m . 3 0 % 5 0 % 1 5 f t 3 0 f t 5 0 %

$ 3 . 5 0 3 . 7 3 . 6 3 . 4 3 . 2 - 0 . 2 - 0 . 4 - 0 . 6

$ 4 . 0 0 5 . 1 4 . 8 4 . 6 4 . 3 - 0 . 2 - 0 . 5 - 0 . 8

$ 4 . 5 0 6 . 4 6 . 1 5 . 8 5 . 4 - 0 . 3 - 0 . 6 - 1 . 0

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

$ 5 . 5 0 9 . 1 8 . 6 8 . 2 7 . 7 - 0 . 4 - 0 . 8 - 1 . 4

$ 6 . 0 0 1 0 . 4 9 . 9 9 . 4 8 . 8 - 0 . 5 - 1 . 0 - 1 . 6

$ 6 . 5 0 1 1 . 7 1 1 . 1 1 0 . 6 9 . 8 - 0  5 - 1 . 1 - 1 . 8

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

$ 7 . 5 0 1 4 . 1 1 3 . 4 1 2 . 7 1 1 . 8 - 0 . 7 - 1 . 3 - 2 . 2

$ 8 . 0 0 1 5 . 2 1 4 . 5 1 3 . 7 1 2 . 8 - 0 . 7 - 1 . 5 - 2 . 4

$ 8 . 5 0 1 6 . 3 1 5 . 5 1 4 . 7 1 3 . 6 - 0 . 8 - 1 . 6 - 2 . 6

The 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
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T a x  i n c r e a s e s  e f f e c t s  o n  P / I  

- >  F i s c a l  c e r t a i n t y  1 0  y e a r s
The A la s k a  G a s l i n e  I n d u c e m e n t  A c t

Producer P! with increase in production tax rate at 11th year of project

|| pi I d i f f e r e n c e

o°A m . 3 0 % 5 0 % 1 5 % 3 0 % 5 0 %

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

$ 4 . 0 0 5 . 1 5 . 0 4 . 9 4 . 7 - 0 . 1 - 0 . 2 - 0 . 3

$ 4 . 5 0 6 . 4 6 . 3 6 . 1 6 . 0 - 0 . 1 - 0 . 3 - 0 . 4

$ 5 . 0 0 7 . 7 7 . 6 7 . 4 7 . 2 - 0 . 1 - 0 . 3 - 0 . 5

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

$ 6 . 0 0 1 0 . 4 1 0 . 2 1 0 . 0 9 . 7 - 0 . 2 - 0 . 4 - 0 . 7

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

$ 7 . 0 0 1 2 . 9 1 2 . 6 1 2 . 4 1 2 . 1 - 0 . 2 - 0 . 5 - 0 . 8

$ 7 . 5 0 1 4 . 1 1 3 . 8 1 3 . 6 1 3 . 2 - 0 . 3 - 0 . 5 - 0 . 9

$ 8 . 0 0 1 5 . 2 1 4 . 9 1 4 . 6 1 4 . 2 - 0 . 3 - 0 . 6 - 1 . 0

$ 8 . 5 0 1 6 . 3 1 5 . 9 1 5 . 6 1 5 . 2 - 0 . 3 - 0 . 6 - 1 . 0

2 6

N o t e :  O i l  e f f e c t s  e x c l u d e d



T a x  i n c r e a s e s  e f f e c t s  o n  P / I  

- >  F i s c a l  c e r t a i n t y  5  y e a r s

Producer PI with increase in production tax rate at 6th year of project

|f p i I
difference

0 f t 1 5 f t 3 0 f t 5 0 f t 1 5 % 3 0 % 5 0 f t

$ 3 . 5 0 3 . 7 3 . 6 3 . 5 3 . 3 - 0 . 1 - 0 . 3 - 0 . 4

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

$ 4 . 5 0 6 . 4 6 . 2 6 . 0 5 . 7 - 0 . 2 - 0 . 4 - 0 . 7

$ 5 . 0 0 7 . 7 7 . 5 7 . 2 6 . 9 - 0 . 2 - 0 . 5 - 0 . 8

$ 5 . 5 0 9 . 1 8 . 8 8 . 5 8 . 1 - 0 . 3 - 0 . 6 - 1 . 0

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

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

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

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

$ 8 . 0 0 1 5 . 2 1 4 . 7 1 4 . 2 1 3 . 6 - 0 . 5 - 1 . 0 - 1 . 6

$ 8 . 5 0 1 6 . 3 1 5 . 7 1 5 . 2 1 4 . 5 - 0 . 5 - 1 . 0 - 1 . 7

The A la s k a  G a s l i n e  I n d u c e m e n t  A c t
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T a x  i n c r e a s e s  e f f e c t s  o n  P / I  

F i s c a l  c e r t a i n t y  1 5  y e a r s

Producer PI with increase in production tax rate at 16th year of project

T k

(

1 5 %

p i

3 0 %

I

? o %

I

1 5 %

d i f f e r e n c e

? o % 5 0 %

$ 3 . 5 0 3 . 7 3 . 7 3 . 7 0 . 3 0 . 0 - 0 . 1 - 3 . 4

$ 4 . 0 0 5 . 1 5 . 0 5 . 0 0 . 4 0 . 0 - 0 . 1 - 4 . 7

$ 4 . 5 0 6 . 4 6 . 3 6 . 3 0 . 5 - 0 . 1 - 0 . 1 - 6 . 0

$ 5 . 0 0 7 . 7 7 . 7 7 . 6 0 . 5 - 0 . 1 - 0 . 1 - 7 . 2

$ 5 . 5 0 9 . 1 9 . 0 8 9 0 . 6 - 0 . 1 - 0 . 2 - 8 . 5

$ 6 . 0 0 1 0 . 4 1 0 . 3 1 0 . 2 0 . 6 - 0 . 1 - 0 . 2 - 9 . 7

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

$ 7 . 0 0 1 2 . 9 1 2 . 8 1 2 . 6 0 . 7 - 0 . 1 - 0 . 2 - 1 2 . 2

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

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

$ 8 . 5 0 1 6 . 3 1 6 . 1 1 5 . 9 0 . 8 - 0 . 2 - 0 . 3 - 1 5 . 4

2 8

N o t e :  O i l  e f f e c t s  e x c l u d e d
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A p p e n d i x■ ■ ■ ■ ■ ■ ■ ■ ■ ■ ■ ■ ■ ■ ■ I

P r o j e c t  A s s u m p t i o n s

•  H e r e  w e  a s s u m e :

- 4.3 Bcf/day to Alberta, no expansions
- $20.5 billion base case cost ($2007)
- 70/30 debt to equity, 14% ROE
- Current PPT tax structure
- Producers own GTP, no investment credit
- Oil impacts of gas production included
- 30 year project life 
-Gas flow 2016-2046
- Oil price of $36.50 fixed real for project life
- $ values increase at 2%/yr

The A la s k a  G a s l i n e  I n d u c e m e n t  Act





   The Alaska Gas l ine In ducemen t  Act

• AGIA rolled-in rates promote competition, 
exploration and development. Contrast: if the 
FERC’s lower-48 policy were used it is unlikely 
that the last Bcf of in-fill compression will occur, 
and very unlikely that looping will occur.

• Rolled-in rates are in the state’s interest given 
uncertainty of where expansion gas will come.

• The objective evidence indicates that rolled-in 
rates cost Producers only modestly, are mostly 
off-set by State’s $500M contribution, and 
u n l i k e l y  t o  a f f e c t  t h e i r  i n v e s t m e n t  d e c i s i o n s .

2



• B a s e  C a s e :  4 . 5  B c f / d a y

•  1 s t  E x p a n s i o n :  1 B c f ,  i n f i l l  c o m p r e s s i o n

• 2 n d  E x p a n s i o n s  B c f ,  i n f i l l  c o m p r e s s i o n

• 3 r d  E x p a n s i o n :  1 B c f ,  l o o p i n g

Note: Volumes here reported at pipe inlet

3





The Alaska Gas l ine In ducemen t  Act-
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0.50

0.00

■ Lower-48 FERC policy, Original (2016) Shippers' Rates 

HI Lower-48 FERC policy, 1st Expansion (2018) Shippers' Rates 

S Lower-48 FERC policy, 2nd Expansion Shippers' Rates (2021)

2016 2017 2018 2019 2020 2021 2022 2023 2024 2025
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The Alaska Gas l ine  In du cemen t  Act

4.00 -I

■ Lower-48 FERC policy, Original (2016) Shippers' Rates

3.50
Lower-48 FERC policy, 1st Expansion (2018) Shippers' Rates

3.00 ■ B Lower-48 FERC policy, 2nd Expansion Shippers' Rates (2021)



4.00 -|

3.50 -

3.00 -

2.50

2.00

1.50 -

1.00 -

0.50

0.00  —
2016 2017

■ Lower-48 FERC policy, Original (2016) Shippers’ Rates 

M Lower-48 FERC policy, 1st Expansion (2018) Shippers’ Rates 

B Lower-48 FERC policy, 2nd Expansion Shippers’ Rates (2021) 

E3 Lower-48 FERC policy, 3rd Expansion Shippers’ Rates (2023)
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■  A G IA  p o l i c y ;  In i t ia l ,  1 s t  a n d  2 n d  E x p a n s i o n  S h i p p e r s '  R a t e s  
QD L o w e r - 4 8  F E R C  p o l i c y ,  1 s t  E x p a n s i o n  (2 0 1 8 )  S h i p p e r s '  R a t e s  
H  L o w e r - 4 8  F E R C  p o l i c y ,  2 n d  E x p a n s i o n  S h i p p e r s '  R a t e s  (2 0 2 1 )  
□  L .o w er-4 8  F E R C  p o l i c y ,  3 r d  E x p a n s i o n  S h i p p e r s '  R a t e s  (2 0 2 3 )
3.5 -I n  r

Assum es $5.50 real Chicago gas prices

9



■  AGIA po licy , Initial, 1 s t  a n d  2 n d  S h ip p e r s '  R a te s  

g  AGIA policy , 3 rd  E x p a n s io n  S h i p p e r s '  R a te s  (2023)

□  L ow er-48  FERC po licy , 3 rd  E x p a n s io n  S h ip p e r s '  R a te s  (2023)

3.5

o
ato
■g 2.5D
0c

1  *c
E
oc
► 1.5

0.5

1 0

R e f le c ts  in itia l s h i p p e r s ’ 15%  
AGIA r a te  c a p  p r o t e c t i o n



. y.— ._•.— .,. n.,v .« I-..-. ̂ ^ K lo m .0 . The Alaska Gas l ine In d u c em en t  Act

• We don’t know from where gas for a given expansions will come -  
state lands (12.5% royalty + PPT), federal lands (1/2 fed. royalty + 
PPT), or the OCS (0% royalty, no PPT).

• Given such uncertainty the state is clearly better off with AGIA’s 
rolled-in rate provisions.

Case A: “State gas first”
1st b c f  from  s t a t e  lan d s  
2 nd b c f  from  NPR-A 
3 rd b c f  from  OCS

Case B: “State gas second”
1L b c f  from  NPR-A 
2nd b c f  from  s t a t e  lan d s  
3 rd b c f  from  OCS

Case C: “State gas last”
1st b c f  from  C "iS 
2 nd b c f  from  NPR-A 
3rd b c f  from  s t a te  lan d s

11



• W i t h o u t  r o l l e d - i n  r a t e s  i t  i s  v e r y  u n l i k e l y  

a l l  e x p a n s i o n s  w o u l d  o c c u r .  B u t  i f  t h e y  d i d :  

[ A G I A  r e v e n u e ]  -  [ L 4 8  F E R C  r e v e n u e ]  =

State N P V 5 difference, $2007 (billion)
C ase A  

State gas first
C ase B 

State gas 2nd
C ase C

State gas last
Expected i 

Value
$3 .5 0 (0 .9 1 ) (0 .7 9 ) 0 .15 (0 .5 2 )
$5 .5 0 (0 .7 5 ) (0 -58 ) 0 .2 5 (0 .3 6 )
$7 .0 0 .......(0 -71 ) J (0 .5 2 ) 0 .0 5  J ...._(0.39)......



• W i t h o u t  r o l l e d - i n  r a t e s  i t  i s  v e r y  l i k e l y  t h e  

l a s t  e x p a n s i o n  w o n ’ t  o c c u r .  I f  i t  d o e s n ’ t :  

[ A G I A  r e v e n u e ]  -  [ L 4 8  F E R C  r e v e n u e ]  =

State  NPV5 difference, $2007 (billion)
C ase A  

State gas first
C ase B

State gas 2nd
C ase C  

State gas last
Expected

Value
$3 .50 (1 .1 3 ) ... (1 -05 ) 0 .85 . JO ,44) ......
$5 .50 (0-74) (0 -65 ) .... 3 .30 0 .64
$7 .00 (0 .5 6 ) (0 .4 6 ) 5 .00 1.33

13



• W i t h o u t  r o l l e d - i n  r a t e s  i t  i s  l i k e l y  n e i t h e r  

2 n d  n o r  3 r d  e x p a n s i o n  o c c u r .  I f  t h e y  d o n ’ t :  

[ A G I A  r e v e n u e ]  -  [ L 4 8  F E R C  r e v e n u e ]  =

State  NPVs difference, $2007 (billion)
C ase A

State gas first
C ase B C ase C  

State gas 2nd State gas last
Expected

Value
$3 .5 0 1.71 1.67  ! 2 .1 8.. . . __  . . __  . 1 ........ ______  . . 1.85
$5 .5 0 5 .6 3 5 .5 7  I 6 .2 8 5 .8 3
$7 .00 8.51 8 .4 5  9 .2 7. 1 . .. ... 8 .7 5

14



•  E v e n  g i v e n  t h e  b a d  a s s u m p t i o n  o f  e q u a l  

c h a n c e  f o r  e a c h  e x p a n s i o n  p a t h  ( e . g .  o d d s  

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

A G I A  m a x i m i z e s  e x p e c t e d  s t a t e  r e t u r n s .

Expected Value S tate  NPVs difference, $2007 (billions)
All Three Exp. 1st Tw o Exp. Onlv 1st Exp. Ava o f Cases

$3.50 (0.52) (0.44) 1.85 0.30
$5.50 1P-36) 0.64 5.83 2.03
$7.00 (0.39) 1.33 8.75 3.23

15



• T h e  f o l l o w i n g  s h o w s  P r o d u c e r  u p s t r e a m  

i n v e s t m e n t  m e a s u r e s  g i v e n  t h e  t h r e e  

e x p a n s i o n s  u n d e r  t h e  “ w o r s t  c a s e ”  o f  n o  

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

NPV IRR P/I N P V  per B O E lj%  A N PV A IRR % A P/I

$3.50 3.8 29.5%
b 3'°

$0.46 -7.0% I -0.22% -4.8%

$5.50 11.7 62.8% 7.3 $1.41 -3.3% -0.10% -2.9%

$7.00 17.4 79.0% 10.3 $2.10 -2.3% -0.13% -2.1%

■



-

F r e q u e n c y  D i s t r i b u t io n  P r o d u c e r  U p s t r e a m  N P V 10



The Alaska Gas l ine  In du cemen t  Act

Frequency Distribution Producer Upstream IRR

 A G I A  - N o  E x p a n s i o n
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■.
m r :

M m u  > a i l. MUinftfut, , The Alaska Gas l ine in du cemen t  Act-

1 8 %

F r e q u e n c y  D i s t r i b u t i o n  P r o d u c e r  U p S t r e a m  
P r o f i t a b i l i t y  R a t i o
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• A G I A  r o l l e d - i n  r a t e s  p r o m o t e  c o m p e t i t i o n ,  

e x p l o r a t i o n  a n d  d e v e l o p m e n t .

• G i v e n  u n c e r t a i n t i e s ,  A G I A ’ s  r o l l e d - i n  r a t e s  

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

• T h e  o b j e c t i v e  e v i d e n c e  i n d i c a t e s  t h a t  

A G I A ’ s  r o l l e d - i n  p r o v i s i o n s  c o s t  t h e  

P r o d u c e r s  o n l y  m o d e s t l y  a n d  a r e  u n l i k e l y  

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

d e c i s i o n s .



G overn m en t contributions to  rates 
Presentation to  Senate  Jud ic iary Com m ittee

4/16/2007



E f f e c t s  o f  G o v e r n m e n t  

S u b s i d i e s  o n  R a t e s

-       _ . The Alaska Gasl ine Inducemen f  Act —

B a s e  r a t e :  All s u b s i d e s  i n c lu d e d
• F o r  a  p ip e l i n e  in to  A lb e r ta ,  ta r if f  =  $2.00

F e d e r a l  l o a n  g u a r a n t e e :  r e d u c e s  c o s t  o f  d e b t
• W i th o u t  lo a n  g u a r a n t e e ,  ta r if f  r i s e s  to  $2.10
• T h i s  is  a  5 %  s u b s i d y  to  r a t e s

A c c e l e r a t e d  d e p r e c i a t i o n :  7 - v e a r v s .  15-vear
• W i th o u t  a c c e l e r a t e d  d e p r e c i a t i o n ,  r i s e s  to  $2.19
• T h i s  is  a n  a d d i t i o n a l  4 .3 %  s u b s i d y  to  r a t e s
A G IA  c o n t r ib u t io n :  $500 m illion  r e d u c e s  r a t e  b a s e
• W i th o u t  A G IA  c o n t r ib u t io n ,  ta r if f  r i s e s  t o  $2.25
• T h i s  is  a n  a d d i t i o n a l  3 %  s u b s i d y  to  r a t e s



S u m m a r y  o f  G o v e r n m e n t  

S u b s i d i e s  o n  R a t e s

•  G o v e r n m e n t  s u b s i d i e s  t o t a l  a b o u t  2 5 0 ,

r e d u c i n g  r a t e s  f r o m  $ 2 . 2 5  t o  $ 2 . 0 0

•  I n i t i a l  r a t e s  a r e  t h e r e f o r e  s u b s i d i z e d  b y  

g o v e r n m e n t  b y  a b o u t  1 2 . 5 %

•  F u r t h e r ,  o w n e r s  o f  G a s  T r e a t m e n t  P l a n t  

g e t  a d d i t i o n a l  1 5 %  I n v e s t m e n t  T a x  C r e d i t

•  I f  t h i s  s u b s i d y  i s  i n c l u d e d  t h e n  t o t a l  

g o v e r n m e n t  s u b s i d i e s  e x c e e d  1 5 %

The Alaska Gasl ine In du cemen t  Act



A p p e n d ix
B a s e  C a s e  A s s u m p t i o n s  f o r  

R a t e s  t o  A l b e r t a

• B a s e  r a t e  a s s u m e s  t h e  fo llow in g  g o v e r n m e n t  s u b s i d i e s :
-  Federal loan guarantee (assumed here to reduce debt costs by 0.75%)
-  Accelerated 7-year tax depreciation (part of Federal enabling legislation)
-  AGIA contribution of $500 million (50% until open season, 80% after)

• A n d  a s s u m e s  fu r th e r :
-  70/30 debt/equity ratio
-  14% R O E

-  6. 5% cost of debt
-  30 year depreciation schedule
-  25-year FT contracts
-  Cost input price escalation at 2%/year
-  Pipeline cost to Alberta of $20.5 billion ($2007)
-  Rates calculated on a levelized cost of service basis

The Alaska Gasl ine In du cemen t  Act -



A p p e n d i x  

F e d e r a l  L o a n  G u a r a n t e e :  

V a l u e  i s  S c e n a r i o - d e p e n d e n t

A la s k a  Natural G as  Pipeline

Va lue  of [federal] loan guarantee offers significant benefits 

150-200 bp savings

P r e s e n t a t i o n  f r o m  G o ld m a n  S a c h s  t o  S t a t e  o f  A i a s k a  o n  J u n e  3 ,  2 0 0 4  

“P a r t n e r i n g  a n d  R i s k  A l lo c a t i o n  S t i a t e g i e s  f o r  t h e  A i a s k a  N a t u r a l  G a s  P i p e l i n e ” 

A s s u m e s  c r e a t i v e  u s e  o f  l o a n  g u a r a n t e e s  t o  a c h i e v e  m a x im u m  b e n e f i t s

Federal Loan Guarantee could reduce taxable yields by approximately 50 

basis points.
P r e s e n t a t i o n  f r o m  J P  M o r g a n  t o  L e g i s l a t i v e  B u d g e t  a n d  A n a l y s i s  C o m m i t t e e ,  J u n e  1 6 ,  2 0 0 4

" I n t e r im  H e a r i n g s :  A l a s k a  N a  r a l  G a s  P i p e l i n e  I s s u e s "  

A s s u m e s  u n d e r l y i n g  c r e d i t  r a t i n g  o f  A , a t  m o s t  6 0 %  d e b t

“...application of the D O E  Guarantees to Alaska L LC ’s debt will probably lower the 
cost of borrowing with respect to such debt by approximately 50 to 100 basis 
points, depending on market conditions.”

D e p t  o f  R e v e n u e ,  S G D A  C o n t r a c t  F I F

The Alaska Gas l ine In ducemen t  Act



o n  G A S  C O N T R A C T  a n d  F I S C A L  I N T E R E S T  F I N D I N G S

to  A la ska  S tate  Legislature 
Ju n e  14, 2006 

Investm en t Perfonnance M etrics and D ec is ion -M ak ing : 
H o w  Do b y O il and G as  C om pan ies  M ake In vestm en t D ec is ion s?

Dr. Anthony Finizza 
Consultant 

Econ One Research, Inc.
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Does it offer a strategic fit?

Does it offer diversification?

* Does it create wealth (NPV >0 at market cost o f capital)?

Treat investment and financing as separate decisions
-  T o  ensure that all in vestm en ts  are eva lua ted  on a con s is ten t 

basis

-  Eva lua te  project as if it w ere  all equ ity  financed

-  But, take accoun t o f ab ility  to  create va lue  if spec ia l financing  is 
ava ilab le  (e g. federal loan guarantee)

ecd+t



C h oice  o f  D iscount Rate

Discount at risk-adjusted cost of capital, the expected rate 
of return that can be realized on sim ilar investments with 
equivalent risk
-  Currently, using 10% for G as line  d iscoun t rate

Projects need to be evaluated at the risk-adjusted cost of 
capital, which may be above the W eighted Average Cost 
of Capita!

W hat makes a project riskier?
-  Uncerta in ty

-  Political risk

-  Econom ic  risk

con l
n u r

LIU.
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Financial Criteria

NPV -  Net Present Value

• NPV per BOE (Barrels o f Oil Equivalent)

PI - Profitability Index

IRR -  Internal Rate of Return

Cash Flow (Undiscounted)

■



Financial Criteria 
Net P resen t Value (NPV)

Present value o f fufr^e cash flows including capital investment

This is the “suprem e” financial metric since a project with a 
positive NPV adds value to the firm
-  V a lu e  o f the firm =  P V  o f all future cash  flow s

=  P V  o f cash  flow s  from  asse ts  in p lace

+  P V  o f cash  flow s  from  future in vestm en ts

Future cash flows discounted at rate that represents uncertainty 
of cash flows and when they are expected

If a project generates cash in excess of that to compensate for 
the risk taken, the value of the firm increases

H i ] ,





Financial Criteria

* Measure of how much cash flow  is generated from  
reserves found

Measure is highly sensitive to price forecasts



Financial Criteria• > ' • • .

• The discount rate at which the NPV of a project equals zero

* All projects with an IRR greater than the risk-adjusted cost o f 
capital should be accepted when there are no capital budget 
restraints

* IRR o f 10% currently indicates threshold rate o f return w ithout 
significant risk factors

Energy companies are developing alternative projects above 
15%
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The NPV and IRR metrics can be in conflict. NPV dominates.

•.vr

The IRR should be used to test if a project exceeds the firm ’s
risk adjusted cost of capital, which indicates it is a candidate for
acceptance

The IRR should NOT be used:
-  T o  com pare m utua lly exc lu s ive  projects

-  T o  com pare independen t projects that are o f d ifferent sca le  or if the  
tim ing o f th j  cas.h flow s  are va s tly  different

-  T o  com pare independen t projects w ith  different risks un less the 
cash  flo w s  have been  risk ad justed  or if the IRRs are com pared to  
d ifferent risk -ad justed  hurdle rates

-  W h en  the IRR  is cons iderab ly  higher than the co s t o f capital, s ince  
it a ssum es  that p roceeds are in vested  at the IRR  rate

I I 11Fi

tv



PI = [present value of cash inflows/present value of cash outflows] 
at a given discount rate.
P I =  [ N P V + P V ( l n v e s t m e n t ) ] / P V ( l n v e s t m e n t )

Profitability Index captures the present value per dollar o f 
investment - “biggest bang for the buck.”

PI > 1 for those projects which have a positive NPV.

Measure is useful to allocate capital if there are capital 
restraints.

• Array projects from high to low and choose projects with 
highest PI subject to capital constraint.

.



Financial Criteria
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U se  o f  Financial Metrics

Comparison of Gasline Project with Other Opportunity Projects

P ro jec ts  a r e  In d e p e n d e n t  

(C an  d o  bo th )

P ro jec ts  a r e  Mutually E xclusive  

(C a n n o t  do  both)

E xam ple : C o m p a r iso n  of 
G as l in e  with o th e r  
In ternational P ro jec ts

E xam ple : C o m p ar iso n  of G a s l in e  
(S ta tu s  Q u o )  with G a s l in e  (P ro p o s e d  
C on trac t)

N o C ap ita l  C o n s tra in t • Any of discounting methods 
work- NPV, IRR

• U n d e r ta k e  all with N PV >0

• Note: IRR no t valid if 
p ro jec ts  a r e  of different s c a le

• If s a m e  s c a le  a n d  s a m e  risk, pick 
h ig h es t  NPV. j

• If different risk, a d ju s t  c a s h  flows for 
risk a n d  u s e  NPV

• Note: IRR n o t valid for co m p ar in g  
m utually exc lu s ive  p ro jec ts

C ap ita l  C o n s tra in t • NPV preferred.

• R a n k  p ro jec ts  by PI a n d  
d e p le te  opportunity  s e t  until 
s u m  of N P V s e q u a l  capita l 
availab le

• Not re levan t, s in c e  th e  a s su m p t io n  
is th a t  n e ith e r  p ro jec ts  will e x c e e d  
capita l constra in t.

|!£X33G3iONE!
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Project
Early

Project
Late

NPV10 ($M) 15,858 7,398

IRR (%) 21.6 21.6

—  P r o je c t  E a rly

—  P r o je c t  L a te

%



Financial^Criteria

N o t  u s e d  a s  k e y  i n v e s t m e n t  m e t r i c

O f t e n  u s e d  t o  v i e w  s i z e  o f  p r o j e c t  i n  p r e s e n t a t i o n s  t o  s o v e r e i g n  g o v e r n m e n t s  

A n t i t h e t i c a l  t o  d i s c o u n t e d  c a s h  f l o w  a n a l y s i s
-  Suffers from failure to reward cash early
-  E.g. Cash flows below are equivalent, but not in discounted terms

Undiscounted Project Cash Flows



Com paring  G as line  project w ith  other projects in the firm ’s pro ject 
portfolio.

-  Assuming capital constraints, an oil and gas company would compare 
alternative independent projects of the same riskiness on the basis of PI 
(Profitability Index). If an alternative project is riskier, the PI of the riskier 
project would be discounted at a higher rate to reflect the riskiness of the 
cash flows.

Com paring  a G as line  proposal w ith  another G as line  proposa l or w ith  
the “S ta tus Q u o .”

-  An oil and gas company would use NPV (Net Present Value).
• N o t e  t h a t  t h e  t w o  p r o p o s a l s  m a y  n o t  h a v e  t h e  s a m e  i s k .  ( e . g .  f i s c a l  c e r t a i n t y  

m a k i n g  c a s h  f l o w s  l e s s  r i s k y )

• A s  a  p r a c t i c a l  m a t t e r ,  d i s c o u n t  r a t e  a d j u s t m e n t  m a y  n o t  b e  c o n s i d e r e d .

Eva lua ting  the e ffect o f a de lay in the Gasline.

-  An oil and gas company would use NPV, not IRR (Internal Rate of Return).
• N o t e :  t h e  IR R  o f  a  p r o j e c t  in  w h i c h  t h e  c a s h  f l o w s  a r e  s i m p l y  d e l a y e d  w il l  b e  

u n c h a n g e d .  j a m r . u



• If cash  flow s  are risky, th ey shou ld  be ad justed  to  accoun t for th is risk

• A s  a practical matter, th is is no t generally done

• Instead, firms m ay ad just the d iscoun t rate to  accoun t for risk

-  Somewhat subjective, but guided by analytical work

-  e.g. Ibbotson work indicated the following international costs of capital, 
based on market data and country credit ratings

• US -1 2 %

• Norway -13%

• Qatar -  21%

• Venezuela *  25%

-  A n  oil com pany com paring projects in the US w ith  those  in o ther 
countries w ill increase the d iscoun t rate to  reflect the d ivergen t 
risks

-  T h e y  w ill a lso  lower the d iscoun t rate if there are less risky cash  
flow s  from  guaranteed purchasers, fiscal certainty, etc.



Potential C onstraints

m

Producers w ill no t use financial m etrics exc lu s ive ly  

P roducers w ill address  additional issues in their project eva luation

• Do w e  have  the personnel and skill se ts  to  undertake the pro ject?

• W ill M anagem en t be able to  focus on m anaging the pro ject?

-  Is the project so complex that it will distract Management’s attention from 
other projects?

-  Does the project size offer economies of scale?

• Is the  pro ject d iscretionary?

• W h a t is the e ffec t o f a de lay on project econom ics?

-  Will a delay allow us to undertake other projects in a more timely manner?
• D o  w e  r i s k  l o s i n g  t h e  p r o j e c t  o r  a  m o r e  a t t r a c t i v e  p r o j e c t  if  w e  d e l a y ?

-  Do we have contractual obligations that impact timing?

• D oes  the pro ject offer im proved d ivers ifica tion?

-  Business Line

-  Regionally

> D o  w e  have  a com petitive  advan tage  in th is project?
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I. I N T R O D U C T I O N

A. P urpose  o f  this Report

1. The primary question addressed in this report is how  tl«. v late o f  Alaska 

should understand the financial modeling o f  a long-term com mitment by the 
N orth Slope producers to a pipeline contract with a third party pipeline 

company. The hypothetical situation is one where a third-party owns the 
Alaskan Gas Pipeline and sells transportation capacity to the producers. I 
want to consider the North Slope Gas Project economic analysis. The specific 
question is how to treat the commitment to the pipeline capacity contract. In 
particular, should the payments from the producers to the pipeline be reflected 
in Project cash flows in the period when they are actually made? Or, because 
the contract between the producers and the pipeline is for a long term, is it 
appropriate to calculate the net present value o f  the future paym ents and 

reflect such present value as an up-front capital com mitment?

2. A subsidiary question is, i f  the future paym ents are discounted to the present 
and reflected as a capital commitment, what is the appropriate discount rate to 
use? Is it appropriate to use a lower discount rate for pipeline capacity 
payments than that used for other components o f Project cash flows?

B. S u m m ary  o f  M y F indings and O pin ions

1. If the cash flows arc discounted pronerly, it makes not difference to the NPV 
calculation whether or not the NPV o f the pipeline capacity payments are 
recognized as an up-front commitment.

2. It is not appropriate to use a lower (debt proxy) discount rate to NPV the 
pipeline capacity paym ents than the discount rate used for other components 
o f the cash flow.

3. The financial community generally does not view pipeline capacity 

com m itm ents as debt. In analyzing an analogous situation o f  purchased 
power commitments by electric utilities. Standard & Poors does recommend a 
balance sheet adjustment. Such adjustment is calculated using the NPV o f  

fixed cost commitments (calculated at 10% discount rate) and tiien adding a 
fraction o f  that amount (30%  in the example provided by S&P) to debt for 
financial analysis purposes.

Lukens Energy G roup
Draft -  Subject to Revision

Page I of I



4. Project risks should be incorporated in the analysis be an explicit
considerations o f  such risks, not through adjustments to the discount rate.

I I .  N P V  A R I T H M E T I C

A. T hree  a lte rna tive  v iew s o f  the sam e p ro jec t

1. Table 1 shows three alternative representations o f  the same financial analysis 

o f  the Alaska P ro ject.1 All o f  the assumptions regarding future gas prices, 
project construction costs, variable operating costs, and pipeline tariffs are the 
same in all three columns o f  the Table. There are only twc differences. In 

Case 1 the pipeline capacity payments are treated as a variable operating cost, 
while in Cases 2&3 the pipeline costs are capitalized and treated as a cash 
outflow at the time o f  first gas flow (2012). Cases 2 & 3 differ from one 
another in that in Case 2 the pipeline tariff is discounted at 10% (used as a 
proxy for the opportunity cost o f  funds invested in the Project) while in Case 3 
the pipeline tariff is discounted at 6.5% (a proxy for the cost o f  debt to the 
Project.) More information on the assumptions underlying Table 1 are shown 
in Appendix 1.

Financial Modeling ot Pipeline Contracts
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Table 1: Alaska Pipeline Project NPV & IRR Analysis
(S.millions)

C u t  1 C a it 2 caisT
V 1 Costs ds a variable I- 1  costs recogntzod up h 1 costs recognized

operating cost over front, with discoui t rale up front, with discount
contract life equal to 10% rate equal to 6 5%

NPV(10%) of Revenue $ 52.859.5 S 52,859 5 $ 52.859.5
NPV( 10%) of Variable Operating Costs $ (16,422.2) S (4,425.7) S (4,425.7)
NPV( 10%) CapEx (GTP & Pt. Thompson) S (2.3766) S (2,376.6) $ (2,376.6)
NPV( 10% or 6.5%) of FT Fixed Pipeline Costs 5 - $ (11,996.5) $ (19,572 8)
Project EBIT NPV $ 34.060.7 $ 34.060.7 $ 26,484.4
Project IRR 91.4/o 20.2% 16.1%

1 The  numbers in Table  I are purely for illustrative purposes. Wh ile  the assumptions underlying the project 
cash flows used here are believed to be reasonably representative o f  the order o f  magnitude o f  actual project 
costs and revenues, it is incorrect to rely on the project NPVs or IRRs shown for any purpose other than as 
illustrative examples.

Draft - Subject to Revision
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B. N et Present Values

1. C o m p arin g  the P roject N P V  in C ases 1 &  2 one sees that they are identical. If  
the sam e discoun t rate is used to N P V  the p ipeline cap acity  paym ents as is 
used to discoun t the Project, it m akes no d ifferen ce  to the P roject N P V  
w hether y o u  N P V  the pipeline paym ents or not. T h is  is the lo gica l result.
T h e purpose o f  calcu latin g  an N P V  is to w eig h t co sts and benefits that occur 
at d ifferen t points in tim e to m ake them com p arab le  in term s o f  econom ic 
value. T h e  P roject N P V  is n egatively  a ffected  i f  one uses a discount rate to 
N P V  the p ipelin e cap acity  paym ents that is low er than the d iscoun t rate used 
to evalu ate  the overall Project. The m erits o f  u sin g  a lo w e r d iscoun t rate w ill 
be d iscussed  b elow .

2. T h e argum ent for cap ita lizin g  the pipeline cap a city  paym ents for the purpose 
o f  eva lu atin g  P roject eco n o m ics runs alon g the fo llo w in g  lines: B y  sign in g  a 
long-term  contract for cap acity, the P roducers have e ffe c tiv e ly  com m itted a 
share o f  future cash flo w s  to the pipeline ow ners. C ap ital m arkets w ill 
reco gn ize  that such a com m itm ent has been m ade and w ill  require the 
P roducers to reco gn ize  the opportunity costs associated  w ith  it. The 
opportunity  costs m ay take the form o f  less b o rrow in g cap a city , or the form o f  
eq u ity  reserves held to safeguard against potential risks associated  w ith 
cap acity  contracts. A cco rd in g  to this argum ent, b y  cap ita liz in g  the pipeline 
cap acity  costs and treating them as an up-front paym ent in the Project 
e co n o m ics, the P roducers w ill evaluate the P roject investm ent d ecision  
reco gn iz in g  all the relevant costs.

3. The lesson from  T ab le  1 is that i f  the pipeline cap acity  paym ents are N P V ed  
at the sam e discount rate as used to calcu late  the P roject N P V , then Project 
N P V  is unchanged by the decision  to cap ita lize . T h e d ecision  to N P V  
cap acity  paym ents o n ly  e ffects  the Project N P V  i f  a d ifferent discount rate is 
used to calcu late  the up-front cost. The eq u iva len ce  o f  the N P V s  using the 
sam e discount rate m akes the sense in a w orld  o f  p erfect certainty. I f  future 
co sts and benefits are kn ow n w ith certainty then the d iscoun t rate functions 
s o le ly  to put quantities at different points in tim e on an e co n o m ica lly  
eq uivalen t basis. I f  the future is uncertain, h o w ever, w e need to find a w ay  to 
incorporate risk into the analysis.
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4. T h e  argum en ts for cap ita liz in g  p ipeline ca p a c ity  co sts using a discount rate 
lo w e r  than other com ponents o f  P roject cash  f lo w s , a lthough expressed  in 
d ifferen t w a y s , are all grounded on an attem pt to re flect in the P -oject 
eco n o m ics  the e ffects  o f  uncertainty in future cash  flo w s. B ecau se  pipeline 
cap a city  paym ents car  be predicted w ith  greater a ccu ra cy  than future gas 
p rices, som e project analysts w ou ld  recom m end  using a lo w e r discount rate 
for cap ita liz in g  pipeline cap acity  paym ents than P roject revenues. W hile this 
p ractice  has an intuitive appeal and can lead to adjustm ents in the cash flo w  
N a p ’ s that are d irection ally  correct, there is a con sen su s am on g econom ists 
that to accou nt for uncertainty in cash  flo w s  b y  ad justing d iscount rates is at 
best im p recise  and at w orst can lead to incorrect investm ent d ecisio n s.2

5. W h ile  there is consensus that adjusting d iscoun t rates is the w ron g w a y  to 
incorporate uncertainty into a cash  flo w  an alysis , there is none regarding a 
p referred alternative m ethod to acco m p lish  that o b jective . I con sid er b elow  
several alternative approaches to q u an tify in g  the eco n o m ic e ffe c ts  o f  risks 
asso ciated  w ith  the pipeline cap acity  contracts.

III. C A L C U L A T IN G  T H E  IN TE R N A L  R A TE O F  RETURN

A. General com m ents on IRRs

1. B usin esses continue to use internal rate o f  return ca lcu latio n s despite o ver 50 
years o f  c o lle g e  textbooks telling  students that N P V  calcu latio n s are more 
reliab le  gu id es to investm ent decisions. I w ill not rehash all o f  the pros and 
con s o f  IR R  vs. N P V  here. G en erally , in m y exp erien ce, I have found the IRR  
to be a useful in situations w here it is reason ably  c lo se  to discoun t rate used 
by the business for N P V  calcu lation s. P roblem s arise w h en  the calculated 
IR R  is s ign ifica n tly  different from  the opportunity  cost o f  capital.

Financial Modeling of Pipeline Contracts
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: The discount rate used in the NPV calculation should reflect the opportunity cost o f capital to the Producers. 
In other words, it should reflect the rate of return available to the Producers (and to capital markets more 
generally) on other projects o f comparable risk. Uncertainly in the components o f the cash flows should be 
analyzed directly through scenario or Monte Carlo simulation analysis.
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2. A  source o f  trouble for Lie IR R  ca lcu latio n  is w hat the textb o o ks ca ll the 
“ rein vestm ent rate o f  return.”  T h e  assu m p tions u n derlyin g  the IR R  
calcu latio n  im p ly  that funds generated b y  the project o f  interest can be 
reinvested at the sam e rate o f  return as the project. T h is  assum ption  is 
reasonable fo r projects that y ie ld  IR R s ro u g h ly  equal to the cost o f  capital. It 
is not reasonable w hen  the calculated  IR R s are s ig n ifica n tly  greater than or 
less than reasonable returns on alternative investm ents.

B. R eview  o f  IRRs in Table 1

1. L o o k in g  back on T ab le  1 w e see that the IR R s fall co n sisten tly  from  C a se  1 to
C a se  3. T h is  is an unavoidable co n seq u en ce  o f  the IR R  calcu latio n . B y  
defin ition , the IR R  is the d iscount rate that equates n egative  cash  flo w s  in the
early  years o f  the project w ith  the p o sitive  cash  flo w s  in the later years. T h e
greater the m agnitude o f  the n egative  cash  flo w s  in the early  years o f  the 
project, the greater the w eigh t ( lo w er d iscoun t rate) that m ust be g iv e n  to later 
period p o sitive  cash  flo w s. W hile the m ech an ics that result in fa llin g  IR R s is 
c lear, the m eaning to ascribe to this result is less  apparent. T h e pipeline 
cap a city  paym ents are actu ally  m ade o v e r  tim e, and are o n ly  m oved  forw ard 
in the context o f  the financial m odel. H ence the fa llin g  IR R s are p u rely  an 
artifact o f  the m odelin g assum ptions and p ro v id e  no useful inform ation  
regarding the real project econom ics.
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IV. V IE W S  O F  T H E  FINA NCIAL C O M M U N IT Y  
R E G A R D IN G  P IP E L IN E  C A P A C IT Y  RISKS

In order to form  a basis for m y  opinion on h o w  to incorporate p ipeline cap acity  risks 
into the P ro ject eco n o m ics I directed m y s ta ff  to research the p ersp ectives o f  debt 
rating a gen cies  and equity  analysts. I also asked them  to re v ie w  public S E C  filings 
b y  en erg y  co m p an ies to understand h o w  p ipeline com m itm en ts w ere d isc lo sed  to the 
p u b lic . M y  s ta f f  researched M o o d y ’ s and Standard &  P oors published ratings 
criteria, sp oke w ith  com p an y equity  analysts, and researched S E C  filings to determ ine 
the role o f  p ip elin e  com m itm ents in co m p an y valuation s. C o m p an ies researched 
inclu d ed  A n a d a rk o  P etroleum , B urlin gton  R eso u rces, C o n o co P h illip s, M irant, and 
X T O  E n ergy. T h e  co n clu sio n  o f  m y s t a f f s  research  is that the analysts do not 
co n sid er long-term  pipeline contract com m itm en ts as debt, but rather as ju st one 
potential risk  elem ent in the array o f  valuation  com pon ents. B oth  credit analysts and 
eq u ity  analysts, in evaluating a com p an y that has entered into a p ipeline com m itm ent, 
lo o k  p rim arily  at the strength o f  gas reserves, destination-m arket prices and h edging 
o f  destination  p rice  risk in evaluatin g the risks associated  w ith  pipeline capacity  
contracts.

A . Debt rating agencies

1. Standard &  P o o r ’ s C o rp : M y  s ta ff  rev iew ed  S & P ’ s ratings criteria for 
Industrials and U tilities to determ ine h o w  S & P  m ay assess o ff-b alan ce  sheet 
p ipeline com m itm ents. S & P  includes the fo llo w in g  item s in a leverage 
an alysis  o f  a co m p an y:3

• O p erating leases;

• D ebt o f  jo in t ventures and u nconsolidated  subsidiaries;

• G uarantees;

• T ake-o r-p ay  contracts and ob ligatio n s under throughput and d eficien cy
agreem ents.

S & P  indicates that it uses various m eth o d ologies to determ ine the proper 
adjustm ent va lue for each  o ff-b alan ce-sh eet item.

1 S&P Ratings Methodology, Evaluating the Issuer, Corporate Ratings Criteria, page 25
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2. M y  s ta ff  spoke w ith  Standard &  P o o r’ s an alyst J e ff  W o lin sk y , C F A , author o f  
“ B u y  or B u ild ” 4, a paper focu sed  on valuation , from  a credit p ersp ective, o f  
purchased p o w er com m itm en ts entered into b y  e lectric utilities. S & P  accords 
p o w er purchase com m itm ents o f  e lectric  utilities debt treatm ent b y  calculatin g 
the N P V  o f  the future cash  stream (at 10 %  discount rate) and ap ply  a risk- 
factor rate to low er  the N P V , and adding the resulting total to corporate debt.5 
H o w ever, for a transportation com m itm en t for an integrated en ergy  or 
industrial firm , M r. W o lin sky  indicated that it is not standard practice to treat 
such contracts in the sam e m anner as p o w er purchase agreem ents.
A ssessm en t o f  p ipeline com m itm ents is on a case by case  basis, w here 
reserves and destination price risk is the focal points o f  concern and review .

3. M o o d y ’ s Investors S e r v ic e : In its guide to o ff-b a lan ce  sheet exposures, 
M o o d y ’ s indicates that it v ie w s  take or p ay p ipeline com m itm ents as 
problem atic i f  m arket con ditions and raw  prices chan ge or i f  the price o f  the 
end product drops. M o o d y ’ s states that it factors paym ents under take-or-pay 
contracts into the an alysis  o f  future cash flo w s  and m ay also  adjust the 
balance sheet, i f  a p p ro p ria te .6

4. In M o o d y ’ s petroleum  industry ratings criteria  p ublication, M o o d y ’ s indicates 
that it looks at a p roducer’ s transportation arrangem ents, but such 
arrangem ents are one o f  o n ly  a dozen  or m ore qualitative issues it rev iew s in 
evalu atin g  petroleum  firm s.7
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1 "Buy Versus Build": Debt Aspects of Purchased-Powet Agreements, Standard & Poor's Ratings Services, May
2003.

5 In the example shown in the paper the risk factor applied was 30%, i.e., the NPV of the purchased power
contract commitment was lowered by 70% to get S&P’s estimate o f a “debt equivalent." The paper explains
that historically the risk factors were in the range o f 5-10%.

h The Analysis of Off-Balance Sheet Exposures, July 2004.

7 Moody’s Approach to Rating the Petroleum Industry, Moody’s Investor Service, December 2003.

Lukens Energy G roup
Draft -  Subject to Revision

P ag e  7 o f 7



Financial Modeling of Pipeline Contracts
9:06 PM 1/18/06 c:\documenM and selfings\jrbalash\dejktop\my documents\sgdo documenfs\sgda lukens financial analysis of pipehne contracts second
doc

5. F or gas p ipelin es, M o o d y ’ s looks gas su p p ly  and dem an d.8 M o o d y ’ s 
indicates that it lo o k s  at the gas sup p ly  feed ing a p ip elin e, stating that is 
im portant that the p ipelin e be connected  a gas su p p ly  w ith  a long exp ected  
life . M o o d y ’ s published criteria a lso  state that they lo o k  for a d iverse  supply 
o f  cred itw orth y shippers, and look  for an indication  that the shippers w o u ld  be 
m otivated to continue to ship  on the pipeline.

B. Equity Analysts

1. R aym on d  James: M r. W ayn e A n d rew s, R aym on d  Jam es analyst co ve rin g  
A n ad arko, A p ach e , B urlin gton , Forest O il and X T O  E nergy, am ong others, 
stated that the ex isten ce  o f  a p ipeline contract can be v ie w e d  as a p o sitive  or 
negative factor in evalu atin g  a stock. Such  a com m itm en t indicates that a 
com p an y has gas supplies and custom ers. M r. A n d rew s looks at the fo llo w in g  
issues:

a) H ow  long w ill  the gas reserves run?

b) Has the shipper h edged them selves for price d ifferen tials  b etw een  the 
source and the destination m arket?

C. D isclosure Research

1 . M y  s ta ff  selected  a variety  o f  com panies to determ ine d isclosure o f  
transportation com m itm ents. M y s ta ff  found that m osf i f  not all '’ om panies 
gen erally  d isclo se  their gas transportation com m itm en ts in their S E C  lO K s 
and notes to fin ancial statem ents.

2. A nad arko  P etro leu m : A n a d a rk o ’ s S E C  filin gs indicate that it has entered into 
various transportation and storage agreem ents in order to acces.k m arkets and 
provide fle x ib ility  for the sale  o f  its natural gas and crude oil in certain  areas. 
A nadarko states that as o f  12/31/2004 it had transportation and storage 
com m itm ents o f  $423 m illion , com prise ’ o f  $304 m illion  in the U nited States 
and $ 119  m illion  in C anada.

* Moody’s Approach to Rating Gas Transmission and Distribution Companies, An Update. June 2000. Moody’s 
Investor Service, Global Credit Research.
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A n a d a rk o  a lso  lists its future p ipeline com m itm en ts not included in the 
tabulation  ab o ve. “ D uring 2004, A n ad arko  and a group o f  energy 
c o m p a n ie s ...e x e c u te d  agreem ents w ith  a  third party to design , construct, 
install and o w n  Independence H ub, a sem i-su b m ersib le  platform  in the 
d eep w ater G u lf  o f  M e x ico . T he agreem ents require a m onthly dem and charge 
o f  about $2 m illio n  for fiv e  years b egin n in g  at the tim e o f  m echanical 
co m p letio n , a p rocessin g  fee based upon production  throughput and a 
transportation fee based upon p ipelin e throughput.”

3. B u rlin gto n  R e so u rce s: B urlin gton  indicates in its 2004 S E C  10 K  that it “ has 
entered into contracts w h ich  p rovid e firm  transportation cap acity  rights on 
p ip elin e  system s. T h e rem aining term s on these contracts range from  1 to
19 years and require the C o m p an y  to p a y  transportation dem and charges 
regard less o f  the am ount o f  p ipeline c a p a c ity  utilized  by the C o m p a n y.”  9

4. C o n o c o  P h illip s : C o n o co  P h illip s lists its long-term  agreem ents and take-or- 
pay agreem ents. “ W e h ave certain  throughput agreem ents and take-or-pay 
agreem en ts that are in support o f  fin an cin g  arrangem ents. T h e agreem ents 
ty p ic a lly  provid e for natural gas or crude o il transportation to be used in the 
ordinary course o f  the co m p a n y ’ s business. T h e aggregate  am ounts o f  
estim ated  p aym ents under these various agreem ents are 2005— $92 m illion; 
2006— $98 m illion ; 2007— $98 m illion; 2008— $98 m illion ; 2009—
$98 m illion ; and 20 10  and after— $553 m illio n .” 10

5. M iran t: A s  an exam p le  o f  an en erg y  m arkcte: w ith generation assets,
M ira n t's  2004 S E C  10K  indicates that as o f  D ecem b er 3 1 , 2004, M irant has 
ap p ro xim ately  $95 m illion  in purchase com m itm en ts under fuel purchase and 
transportation agreem ents, w hich  are in e ffe c t through 2 0 2 9 .11

I Burlington Resources 2004 SEC 10k. page 62

10 ConocoPhillips 2004 SEC 10-K, page 139

II Mirant 2004 10-K, page F- 67
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6. X T O  E n ergy: X T O ’ s S E C  10 K  indicates that it has firm  transportation 
contracts w ith  various pipelines, and it is o b ligated  to transport m inim um  
d a ily  gas vo lu m es or p ay for any d e fic ie n c ie s  at a sp ecified  reservation  fee 
rate. T h e 10 K  states: “ A s  calcu lated  on a m onth ly basis, our failure to d e live r  
these m inim um  vo lu m es to the p ipeline requires us to p a y  the p ipelin e for any 
d e fic ie n cy . O u r production com m itted  to these p ipelin es is exp ected  to ex ceed  
the m inim um  d a ily  vo lu m es p rovided in the contracts. W e h ave gen erally  
d e livered  at least m inim um  vo lu m es under our firm  transportation contracts, 
therefore a vo id in g  paym ent for d e fic ie n c ie s” 12 T h e  X T O  10 K  lists 
transportation com m itm ents on an annual basis for the 2005-2009 and for the 
period b eyon d  2009.

V. M O D E L IN G  RISKS O F P IP E L IN E  C A P A C IT Y  
C O N T R A C T S

1. T h e  illustrative exam p le in T ab le  1 sh o w s that use o f  a 6 .5 %  discoun t rate to 
N P V  pipeline cap acity  paym ents low ers the P ro ject N P V  by o v e r  $7.5 b illion  
vs. the case  w here the 10 %  discount rate is ap plied  to all P ro ject cash flo w s. I f  
this is an adjustm ent to reflect uncertainty, is it reason ab le? B ased  on the 
fo reg o in g  re v ie w  o f  practices adopted by the financial com m un ity, I 
considered  tw o  prim ary sources o f  potential risk related to the com m itm ent to 
the pipeline cap acity  contract. The first, w h ich  I call “ price r isk”  is the risk 
that the price o f  gas in A lb erta  w ill not be su ffic ie n t to co ve r  the variab le  costs 
associated  w ith gas production, treating and p ipeline transportation .13 Secon d , 
I considered  w hat I ca ll “ vo lu m e risk ,”  w h ich  is the risk that there w ill not be 
su ffic ie n t reserves to keep  the p ipeline full for a 25 y ear p ipeline cap acity  
contract term.

2. In order to q uan tify  price risk I considered  the va lu e  o f  a hypoth etical put 
option design ed to protect the shippers on the p ip elin e from  price risk. 
C a lcu latin g  the va lue o f  this option is one w a y  to ap proxim ate the econ om ic 
cost o f  the uncertainty surrounding the transportation contract. A s  such it is 
com parable to the $7.5 b illion  reduction in N P V  associated  w ith  the use o f  a 
lo w er d iscount rate to N P V  p ipeline cap a city  paym ents.

XTO Energy, 2004 SEC I OK. page 58.

15 The pipeline transportation cost is incorporated in the analysis as a variable cost at the 100% load factor 
equivalent o f the capacity payment.
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a) In this h ypothetical the strike price o f  the option  is equal to the 100 
percent load factor eq u ivalen t o i the p ipelin e cap a city  contract (in cludin g 
fuel and co m m od ity  costs), p lus the variab le  costs associated  w ith  lifting 
and the gas treating plant. T h e  option  w o u ld  g iv e  the producers the right 
to sell their gas in A lb erta  at the strike price, in other w ords, the option 
w o u ld  protect the P roducers from  a situation w here the se llin g  price o f  the 
gas in A lb erta  w as not su fficien t to c o v e r  the variab le  lifting, treating and 
p ipeline transportation costs. A s  d iscu ssed  in greater detail in A p p en d ix  2, 
I calcu late  the initial strike p ic e  to be $ 1.9 4  in 2005 dollars.

b) U sin g  a gas price projection  and M on te C arlo  sim ulation  m odel that 
L ukens E n ergy  G roup had d ev e lo p ed  for the St?.fe o f  A la sk a , I calcu late 
the net present va lue o f  the option  prem ium  to be ap proxim ately  $265 
m illio n  in the case w here there is su ffic ien t gas su p p ly  to fill the pipeline 
for 25 years, and $190 m illio n  using a production p rofile  based on 
currently  p roved re se rv e s.14 M ore d etails  on the assum ptions underlying 
this calcu latio n  are in A p p en d ix  2.

3. In order to q uan tify  the vo lu m e risk I considered  a 25 year gas production 
p rofile  based on current estim ates o f  p roved reserves as show n in F igure 1.
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Alaska Gas Reserve Profile
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14 The NPV of the option premium is the NPV of gains the holder o f the option would receive, i.e., it is the NPV 
of the expected value o f the positives differences between the strike price and the actual price of gas delivered 
in Alberta.
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a) I ca lcu lated  the net present va lu e  o f  a p aym en t stream  to the producers to 
com p en sate  them for cap a city  that had been reserved  but cou ld  not be 
u tilized  because o f  production  sh ortfalls. T h e paym ent required to 
e lim in ate  vo lu m e risk is about $ 1,22 0  m illion.

4. M y  an a lysis  sh o w s that d erivative  contracts cou ld  be created at a cost o f  less 
than $ 1.5  b illion  that w ou ld  substan tially  e lim inate the risks associated  with 
h o ld in g  the pipeline cap acity  contracts. In m y opin ion , an adjustm ent to the 
P roject N P V  o f  an am ount s ig n ifica n tly  greater than that obtained b y  using 
lo w e r d iscoun t rates to N P V  certain  costs, such as the $7.5 b illio n  reduction 
sh o w n  in the illustrative exam p le  o f  T a b le  1, cannot be ju stifie d  based on 
sound eco n o m ic reasoning.

VI. R E C O M M E N D A T IO N

1. B ased  on the fo reg o in g  d iscu ssio n s, I h ave d evelo p ed  tw o recom m endations 
for h o w  to calcu late  N P V s  and IR R s for the P roject eco n o m ics  as reflected  in 
T a b le s  2 & 3 .

2. T h e  an a lysis  sh ow n  on T ab le  2 incorporates pipeline cap a city  costs as an 
o p eratin g  cost. A  balance sheet adjustm ent w as estim ated  using the Standard 
&  Poors m ethod for purchased p o w er agreem ents d escrib ed  ab o ve, as w as 
inclu d ed  in the P roject eco n o m ics as an up-front cost.

3. T a b le  3 sh o w s an alternative m ethod based on h edging costs.

T a b le  2: A la s k a  P ip e lin e  P ro je c t N P V  & IR R  A n a ly s is
(S, millions)

FI costs as a variable

Incorporating S & P 's  P P A  Method
operating cost over 

contract life
NPV(10% ) o f  R even ue
N PV( 10%) o f V a r ia b le  O pe ra tin g  C o s ts
N PV ( 10%) C a p E x  (G T P  & Pt. T hom pson )
30% o f N PV ( 10%) o f  FT  F ix ed  P ip e lin e  C o s ts  
H e d g in g  C o s ts  
P ro je c t EB IT  N PV  
P ro je c t IRR

$ 52,859.5 
$ (16,422.2) 
$ (2,376.6) 
$ (3,598.9) 
$
$ 30,461.8 

27.6%
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T a b le  3: A la s k a  P ip e lin e  P ro je c t N P V  & IR R  A n a ly s is
($, millions)

l-1 Costs as a vanable

Incorporating Hedging Costs
operating cost over 

contract life
NPV(10% ) o f R even ue
N PV( 10%) o f  V a r ia b le  O pe ra tin g  C o s ts
N PV( 10%) C a p E x  (G T P  & Pt. T hom pson )
30% o f N PV ( 10%) o f  FT  F ixed  P ip e lin e  C o s ts  
H ed g in g  C o s ts  
P ro je c t EB IT  N PV  
P ro je c t IRR

$ 52,859.5 
$ (16,422.2) 
$ (2,376.6) 
$
$ (1,500.0) 
$ 32,560.7 

36.8%
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R e p r e s e n t a t i v e  C a r l  G a t t o
T O :
F R O M :

D A T E :

R E :
C C :

R e p re se n ta t iv e  R a lp h  S a m u e ls , C h a ir  - L B & A  C om m itte e  
R ep . G a tto , C o -C h a ir  -  R e s o u r c e s  C om m itte e

M a y  10, 2007

H o u s e  R e s o u rc e s  C o n su lta n t R e q u e s t
R e p re se n ta t iv e  C ra ig  Jo h n so n , C o -C h a ir  -  R e s o u r c e s  C om m itte e
R e p re se n ta t iv e  V ic  K o h r in g
R e p re se n ta t iv e  B o b  R o s e s
R e p re se n ta t iv e  P a u l S e a to n
R e p re se n ta t iv e  P e g g y  W ilso n
R e p re se n ta t iv e  B ry ce  E d g m o n
R e p re se n ta t iv e  D av id  G u tten be rg
R e p re se n ta t iv e  S co tt K a w a sa k i

T h an k y o u  for your tim ely  response to the request o f  the H ouse R esources 
C o m m ittee  for a ccess to consultants authorized b y  L B & A .

1 am con cern ed  about statem ents y o u  m ake in yo u r letter and feel that it is 
necessary  to draw  attention to d isagreem ents as to content. I recall that yo u  and 1 have 
p re v io u sly  d iscu ssed  the exact issue o f  h earing from  consultants as h ave our s ta ff  
m em bers but that does not seem  to b e your interpretation. Let m e c la rify  m y position.

In your m em o, you  state that, “ In the three w eek s that A G I A  w as in the H ouse 
R eso u rces C o m m ittee, 1 never rece ived  any request on any sub ject from  the C h airm an .”  
T h ir  is untrue and I am attaching a c o p y  o f  the m em o that I p erso n ally  p rovided to your 
s ta f f  on A p ril 13 ,h, 2007 entitled, “ C onsultants for H ouse R esou rces hearings on C S H B  
1 7 7 ( 0 & G ) .”  A d d itio n a lly  w e  h ave had at least a few  con versations on this subject and so 
y o u  m ust h ave  k n o w n  o f  m y m em o as w ell as m y  intentions. Furtherm ore you  have 
w ritten that:

“ I f  presentations are to be done, our consultants w ould  h ave 
to h ave  been advised  on w hat subject. T h e y  h ave not done 
an an alysis  o f  the legislation , b ecau se  the com m ittee chair 
ch o se  not to ask. T h ere is not enough tim e for an yon e to do 
a thorough an alysis o f  the bill b y  tom orrow .”

I find it d istu rbing and surpris:n g  that consultants on contract to the L B & A  
C o m m ittee  cou ld  p o ssib ly  not be co m p lete ly  fam iliar w ith all aspects o f  the A G I A . T h is  
is e sp e c ia lly  eg reg io u s in light o f  m y  A p ril 13 ,h request to you.

Representative_Carl_Gatto@legis.state.ak.us

□

mailto:Representative_Carl_Gatto@legis.state.ak.us


Y o u  g a v e  calcu latio n s on the co st to the state fo r these presentations: A g a in  I 
disagree w ith  yo u r analysis. I quote:

“ T h e  total cost per hour o f  the f iv e  gen tlem en  y o u  h ave  
listed is $ 1975/hour. I f  th e y  te stify  in person, w e  w ould  
also  p ick  up transportation and exp en ses. I f  th ey  had to 
w o rk  tw o days, the cost to the State w o u ld  b e  c lo se  to 
$40,000.”

Earlier in the sam e m em o y o u  exp la in  that M r. F in izza  is not a va ila b le  at a ll, yet 
y o u  included the cost per hour fo r his tim e too. I h a v e  calcu lated  the cost b elow  and it 
appears c lo ser to $25,000 than $40,000. It seem s u nreason able to m e to nit p ick  this 
issu e but yo u  h av e  brought it up and so I feel o b lig ated  to respond.

$1975/5 = $395 per p erson  a verage  cost
$395 * 4 = $ 1580/hour, cost o f  the rem ain in g  four consultants
$ 158 0  *8 = $ 12 ,6 4 0  per d a y  (8 hr/day-this appears to b e your assum ption)
$ 12 ,640  *2 = $25,280 fo r  tw o d ays for the true cost less  travel.
$40,000 - $25,280 o r $ 14 ,7 2 0  less than yo u r estim ate

A d d itio n ally , estim ates for travel for R ic k  H arper should not be included sin ce  he 
is currently in Juneau as per m y  person al request. B ill M o g e l w as also  rece n tly  in Juneau 
as w ell and it w ou ld  seem  unreason able that he w o u ld  incur travel exp en ses as w e ll. 
O b v io u sly  M r. F in izza  w ou ld  not incur an y  travel exp en ses i f  he is not a va ila b le  to speak. 
T h is  leaves travel expenses for tw o o f  the fiv e  consultants o rig in a lly  m entioned in the 
m em o w ith signatures from  all nine m em bers o f  the H ouse R eso u rces C om m ittee.

1 d isagree w ith yo u  that the am ount o f  m o n ey  for consultants is h igh. Its 
im portance to the com m ittee is in va lu ab le  and presentations from  independent 
consultants are o f  great va lu e  to those w ho m ust b u lw ark  their vote  w ith  the best 
inform ation availab le . T h e  A G I A  is argu ab ly  the m ost im portant b ill w e  w ill d iscu ss 
e ve r  and the costs o f  the project, not to m ention the substantial potential revenues, are 
m easured in tens o f  b illio n s o f  dollars. It is m y  op in ion  that the expenditure o f  ro u g h ly  
$25 thousand plus relevant exp en ses is an ex ce llen t investm ent in assuring w e  uphold  our 
sw o rn  duty to ensure the State rece iv es  the m axim u m  benefit o f  its resources.

Interestingly yo u  m ention M r. D ick en so n  w h o is not on the request list. That w as 
m y  intention and M r. D ick in so n  is not included in the request from  the R esou rces 
C om m ittee  m em bers. T h is is w hat you  stated:

T h e  presentation b y  Mr. D ick in so n  cam e from  the subject 
raised in H ouse R esources. T h e  question  w as i f  there w ere 
d ifferin g  v ie w s  in the A d m in istration  on the e co n o m ics ’ 
presentation g iven  b y  Dr. Scott. C o m m issio n er G alv in  
replied that there w ere  disagreem ents, but that the v iew s 
and presentations g iven  b y  Dr. S co tt w ere  the v ie w s  o f  the 
A dm inistration. S in ce  it is good  to h ave  the legislatu re  hear 
all v ie w s, w e  hired M r. D ick in so n  to g iv e  another point o f  
v ie w  on the use o f  F T  com m itm en ts as debt or deb t-like  
entities.



T h is  su ggests  the im petus fo r M r. D ick in so n  b e in g  hired ca m e  from  the H ouse 
R esou rces C om m ittee. A s  the C o -C h a ir  I am  not aw are o f  an y  form al request from  any 
com m ittee  m em bers and am  further cautioned b y  the enthusiasm  y o u  h a v e  sh o w n  in 
attem pting to an sw er certain  q u estions apparently  d iscussed  in com m ittee. Y o u r  concern  
fo r the im portance o f  hearing all v ie w s  is noted and appreciated. T h is  is, in fact, the exact 
reason I am  requ estin g  personal access  fo r m y s e lf  and m em bers o f  the C o m m ittee  to the 
consultants m entioned in m y request.

Y o u  m ention  that yo u  “ ...re g re t that I did not re ce iv e  a n y  requ ests from  the 
co m m ittee  ch air w h ile  the b ill w as in the R esou rces C o m m ittee, and indeed did  not get a 
request until y esterd ay  afternoon.”  A s  I h ave  stated earlier in this m em o , that is  untrue 
and the m em o y o u  rece ived  yesterd ay  sign ed  b y  all nine m em bers o f  the H ouse 
R esou rces C o m m ittee  w as a ctu a lly  the second request on the sub ject from  m y  o ffic e . 
A g a in , the m em o is attached.

Y o u  m ention  that “ W e  also h av e  a call in to M r. H arper requ estin g  a c o p y  o f  the 
m aterial he infends to present to the com m ittee.”  M r. H arper has rem ained in Juneau to 
testify  b efore  the H ouse R esou rces C o m m ittee  at m y  personal request and a n y  ca ll to 
request his p resen ce w ou ld  certa in ly  confirm  that h e has b een  h ere for severa l days. A s  
far as any m aterials M r. H arper intends to present to the com m ittee, I w ill  d irect m y  s ta ff  
to share them  w ith  yo u r o ffice . A d d itio n a lly , as is m y  p ractice, th ey  w ill  be a va ila b le  in 
electro n ic  form at on our com m ittee w eb site  as soon  as possib le.

Th an k y o u  for addressin g our concerns about personal a ccess  to consultants hired 
b y  the L B & A  and a va ila b le  to e lected  representatives. A c c e s s  to the consultants and the 
k n o w le d g e  th ey can p rovid e en cou rages robust debate, and that I b e lie v e , is in the best 
interest o f  the A la sk a n s w ho depend on us to m ake the m ost in form ed d ecis io n s possib le.

W e see each  other several tim es each d ay  w h ere all o f  this cou ld  h ave  been 
d iscussed  w ith  b ack  and forth com m ents. C orresp on den ce d eserves lik e  re p ly  and so I 
h av e  w ritten this letter even  though it is con sum in g m ore tim e than a co n versation  w ould. 
N on etheless I thank yo u  for taking yo u r tim e to w rite.



Alaska State Legislature 
H ouse  Resou rces Com m ittee

Carl Gatto, Co-Chair
State Capitol Building, Room 108

Juneau, AK 99801-1182 
(90-7) 465-3743 

FAX (907)465-2381 
Rep_Cari_Gatto@legis.state.ak.us

M E M O R A N D U M

T O : R ep. R a lp h  S am u els, C h a ir  -  L e g is la tiv e  B u d get and A u d it

F R O M : R ep. C arl G atto  -  C o -C h a ir, H ouse R eso u rces
Rep. C ra ig  Johnson -  C o -C h a ir, H ouse R eso u rces

R E : C on su ltan ts fo r  H o u se  R eso u rce  hearings on C S H B  1 7 7 ( 0 & G )

D A T E : A p ril 13 th, 2007____________________________________

T h e  H ouse R e so u rce s  C o m m itte e  fo rm a lly  requests the L e g is la tiv e  B u d get and A u d it 
C o m m ittee  en g a ge  the n e ce ssa ry  lega l, eco n o m ic, and tech nical consultants to assist in 
their d eliberation s on C S H B  1 7 7 ( 0 & G ) .

C o m m ittee  m em bers h av e  requested  sp ecia lized  consultation  to ad eq uately  assess the 
a ccu ra cy  o f  the testim o n y w e  h a v e  re ce iv e d  and the testim on y w e  w ill rece ive. In 
addition, w e  b e lie v e  the consultants w ill  assist the m em bers in understanding the 
resp ective  w eig h t o f  the tech n ica l issu es arising from  testim ony.

It is m y  intent to co n c lu d e  H ou se R eso u rces hearings on this b ill b y  late A p ril. I 
re co g n ize  this p ro vid es o n ly  a v e ry  short w in d o w  for consultation, but 1 b e lie v e  
consultants w ill  p ro ve  v a lu a b le  to the F in an ce C o m m ittee  as w ell.

Craig Johnson, Co-Chair
State Capitol Building, Room 126

Juneau. AK 99801-1182 
(907)465-4993 

FAX (907)465-3872 
Rep_Craig_Johnson@legis.state.ak.us

T h ank you.

mailto:Rep_Cari_Gatto@legis.state.ak.us
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L e g i s l a t i v e  B u d g e t  &  A u d i t  C o m m i t t e e

REPRESENTATIVE RAI.PII SAMUELS. CHAIRMAN

MEMORANDUM

T O : R ep resen tative  C arl G atto, C o-ch air
'^ R ep resen tative  C ra ig  Johnson, C o -ch air 

R ep resen tative  V ie  K oh rin g, M em ber 
R ep resen tative  B ob R oses, M em ber 
R ep resen tative  Paul Seaton, M em ber 
R ep resen tative  P e g g y  W ilson, M em b r 
R ep resen tative  B ry c e  Edgm on, M em ber 
R ep resen tative  D avid  G uttenberg, M em ber 
R ep resen tative  Scott K aw asaki, M em ber 
H ouse R eso u rces C om m ittee

R egard ing your letter requesting L B & A  to provide consultants fo r the H ouse R esou rces 
C om m ittee, w e can attem pt to p ro vid e  som e testim ony fo r the com m ittee.

A s  1 requested from  the Senate Judiciary C om m ittee. 1 w ould like  to kn ow  w hat topics 
you w ish  to talk about.

In the three w eek s that A G I A  w as in the H ouse R esou rces C om m ittee, 1 n ever rece ived  
any request on an y sub ject from  the Chairm an. I f  presentations are to be done, our 
consultants w ould  h ave to h ave  been advised on w hat subject. T h e y  h ave  not done an 
an alysis  o f  the leg isla tio n , becau se the com m ittee chair ch o se  not to ask. T h ere is not 
enough tim e for an yo n e to do a thorough analysis o f  the bill b y  tom orrow .

Mr. F in izza  is not a va ila b le  at a ll. W e have ch ecked  on the a v a ila b ility  o f  M r. M o gel and 
he w ill be ab le to p ro vid e  testim on y teleph on ically. H e has a prepared P o w er Point that

F R O M :
L e g is la tiv e  B udget and A ud it C om m ittee

D A T E : M a y  10 ,2 0 0 7

RE: H ouse R esou rces Consultant Request

R epresen ta tive  R alph .Samiielx(«'leRis.statc.uk.u.s
S e s s io n :  A laska S ta ll ' C a p ito l, Ju n e au . A laska <)<)8o i  1182 • Rhone ( 007) 465 .'.705 I'ax (907) 165-500:1
I n t e r im :  710 W  p i t  A te  , AnehoraRe. A laska 99501-21:1,1 • Rhone (907) 269-0240 l ;a \  (907) 269-0242



H ouse R esou rces C o m m ittee  
P age 2
M em orandum

he delivered  to the Sen ate  F inance C om m ittee. M r. M o gel w ill update this presentation 
and send it to our o ffic e . W e w ill p lace  his presentation on a flash  d rive  for the 
com m ittee s ta ff  io adm inister w h ile  he testifies.

M r. H arper g a v e  a presentation to the Senate Judiciary C om m ittee, but advised  m e that he 
did not h ave an an alysis  o f  the b ill, nor any prepared testim ony. It w ou ld  have been 
prudent to sched ule a m eetin g  w h ile  Mr. H arper w as here for the Senate Judiciary 
m eeting, but no request cam e in from  the com m ittee chair.

T h e  total cost per hour o f  the f iv e  gentlem en you h a v e  listed is S i 975/hour. I f  they 
te s tify  in person, w e  w o u ld  also  p ick  up transportation and expenses. If  they w ork  tw o 
d ays, the cost to the State w ould  be c lo se  to $40,000. M r. L eitzin ger and M r. Pulliam  
h av e  not done any w ork  on A G I A . T h e y  are econom ists that w e re hired to exam in e the 
ta> provision s and eco n o m ics  o f  a sp e cific  proposal. W e have no tax p rovision s in A G I A  
at the current tim e.

W e  have been advised  b y  M r. Pulliam  that Mr. Harper is still in Juneau and w ill be ab le 
to p rovid e testim on y in person.

In your letter you  request presentations. T h e o n ly  presentations prepared b y  any 
le g is la tive  consultants w ere  those g iven  to Senate Judiciary by  M r. Harper, to Senate 
F in an ce by  Mr. M o g el, and to both H ouse and Senate Finance b y  M r. D ickinson.

T h e  presentation b y  M r. D ick in so n  cam e from  the subject raised in H ouse R esources.
T h e  question w as i f  there w ere d iffe r in g  v ie w s  in the A dm in istration  on the e co n o m ics ’ 
presentation g i ’ en b y  Dr. Scott. C o m m issio n er G alv in  replied that there w ere 
disagreem ents, but that the v ie w s  and presentations g iv e n  b y  Dr. Scott w ere the v ie w s  o f  
the A dm inistration. S in c e  it is go o d  to h ave the legislatu re hear all v iew s, w e  hired Mr. 
D ick in son  to g iv e  another point o f  v ie w  on the use o f  FT com m itm ents as debt or debt­
lik e  entities. I do not k n o w  i f  M r. D ick in son  w ould be a va ilab le  to testify, i le  is 
currently  w o rk in g  for the M u n icip a lity  o f  A n ch orage.

I regret that I did not re ce iv e  any requests from  the com m ittee chair w h ile  the bill w as in 
the R esou rces C o m m ittee, and indeed did not get a request until yesterd ay  afternoon.

W e w ill p rovid e Mr. M o g e l ’ s presentation to you as soon as w e rece iv e  it. W e also  h ave 
a call in to M r. H arper requ estin g  a c o p y  o f  the m aterial he intends to present to the 
com m ittee.

Represent,iliw K:ilpli Siinuii’lsdi It’Kis.s'liilt'.ak n ■
Session: Akisk.i Stole* L'npilol. .lime,m, Al.isk.i 99801 1182 • Rhone loo"*) )(>;, 2705 lux (907) U>5 SOO 
Interim: -16 W .|th Aw Anelini.inr, Al.isk.i 99501:’IRR • Rhone (907) 200 o " |o hix (907) 269 024



A l a s k a  S t a t e  L e g i s l a t u r e

R e p .  C a r l  G a t t o

MEMORANDUM
TO : R ep re sen ta t iv e  R a lp h  S a m u e ls  
F R O M :  R ep . G atto  
D A T E : M a y  9, 2007  
R E :  R e q u e s t  fo r C o n su lta n ts

T h e  R esou rces C om m ittee m em b ers sign ed  b e lo w  form ally  requ est th e L B & A  
C o m m ittee  to require the attend an ce, p re fera b ly  in person, su b ject to  their ava ilab ility , 
through the end o f  regular S e ssio n  o f  the fo llo w in g  consultants fo r  q u estion s, testim ony, 
and presentations as w e con tin u e w o rk  on the A G IA . T h ese in d iv id u a ls  are currently 
under contract and adequate ap p rop riation s h ave  already been esta b lish ed  b y  the 
C om m ittee.

C C :

J e f f  L eitzin ger 
B arry  Pulliam  
T o n y  Finniza 

B ill  M ogel 
R ic k  Harper



i L e g i s l a t i v e  B u d g e t  &  A u d i t  C o m m i t t e eI f    ---------------------------------------------------------------------------------
#  REPRESENTATIVE RALPH SAMUELS, CHAIRMAN

MEMORANDUM

TO: Senator Gene Therriault 
Senate Minority Leader

FROM: Representative Ralph Samuels, Chairman 
Legislative Budget & A"dit

DATE: April 18,2007

Thank you for your memo dated April 16,2007. It is refreshing to see a request in 
writing rather than communication through the press.

Following the general procedures set up last year, LB&A will attempt to provide 
consultants at the request o f the committee chairs with the AGIA legislation in their 
committees. My staff has been in contact with the Senate Judiciary Chairman, and we 
received a request last Friday from the House Resources Co-chairmen.

Following that request, we are entering into a contract with an energy attorney with 
FERC experience. Once the contract is finalized, we will be able to have specific topics 
and questions asked, through the committee chairs, to my office then to the consultant.

As you stated in your memo, the Econ One contract has been extended through the end of 
this calendar year.

We were unsuccessful in our attempts to secure a contract with the Cambridge Energy 
Research Associates due to a conflict on their part.

CC: Senator Charlie Huggins, Chairman, Senate Resources Committee
Representative Vic Kohring, Chairman, House Special Committee on Oil & Gas 
Representative Carl Gatto, Co-chair, House Resources Committee 

✓'Representative Craig Johnson, Co-chair, House Resources Committee 
Senator Hollis French, Chairman, Senate Judiciary Committee 
Senator Bert Stedman, Co-chair, Senate Finance Committee 
Senator Lyman Hoffman, Co-chair, Senate Finance Committee 
Representative Mike Chenault, Co-chair, House Finance Committee 
Representative Kevin Meyer, Co-chair, House Finance Committee 
Senator Lyda Green, Senate President 
Representative John Harris, Speaker of the House

Rcprc.scntutivc_Rnlph_Suniuclsfri'lL‘Ris.statc.ak.u.s 
ScMnifin: Alaska State Capitol, .luncau. Alaska 99801-1182 • Phone (907) 465-2705 Fax (907) 465-5003
I n fo H m *  n iA  IA/ Attn A rw.k r, •»*•/»/.  ̂I n n  *-/-»« " in n  “  — - • -  *"* * -
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L e g i s l a t i v e  B u d g e t  &  A u d i t  C o m m i t t e e

\ ^ / 1. if REPRESENTATIVE RALPH SAMUELS, CHAIRMAN

MEMORANDUM

T O : Senator G e n e  T h erriau lt 
Senate M in o rity  L ead er

F R O M : R epresentative R alph  Sam uels,
L egisla tive  B u d g e t &  A u d it

Chairm an

D A T E : A pril 18, 2007

T h an k  you  for your m em o dated A p ril 16, 2007. It is refresh in g to see  a request in 
w ritin g  rathei ‘han com m u n ication  through the press.

F o llo w in g  the general p roced ures set up last year, L B & A  w ill attem pt to provide 
consultants at the request o f  the co m m ittee  chairs w ith the A G I A  legisla tio n  in their 
com m ittees. M y s ta ff  has b een  in contact with the Senate J u d ic ia ry  C hairm an, and w e 
rece iv ed  _ :equest last F rid ay  from  the H ouse Resources C o -ch airm en .

F o llo w in g  that request, w e  are entering into a contract with an e n e rg y  attorney with 
F E R C  experience. O nce the con tract is finalized, w e w ill b e  ab le  to h av e  sp ecific  topics 
and questions asked, through the com m ittee  chairs, to m y o f f ic e  then to the consultant.

A s  y o u  stated in your m em o, the L eo n  O ne contract has been exten d ed  through the end o f  
this calend ar year.

W e w e re  unsuccessful in o u r attem pts to secure a contract w ith  the C am b rid ge  Energy 
R esearch  A ssociates due to a co n flic t on their part.

C C : Senator C harlie  H u ggin s, C hairm an, Senate R esources C o m m ittee
Representative V ic  K o h rin g , Chairm an, House S p ecia l C o m m ittee  on O il &  G as 
R epresentative C arl G atto , C o -ch air, House R esources C o m m ittee  

, / R epresentative C ra ig  Johnson, C o-chair. House R eso u rces C om m ittee 
Senator H ollis French, C hairm an, Senate Judiciary C o m m itte e  
Senator Bert Stedm an, C o -ch a ir, Senate Finance C o m m itte e  
Senator Lym an H o ffm an , C o -ch air, Senate Finance C o m m itte e  
R epresentative M ik e  C h en au lt, C o-chair, H ouse F in an ce C o m m ittee  
Representative K e v in  M e y e r, C o-chair, House F inance C o m m ittee  
Senator L yd a G reen , S en a te  President 
R epresentative John H arris, Sp eaker o f  the H ouse

R e p re sen ta tive  R alph Suinuel.s(»'leRis.state.ak.us
S e s s io n :  A laska Stale  C a p ito l. Ju n e a u . A laska 99801- 11R2 • I'tione  (907) 465-2705 Fax (907) 465-5003
I n t e r im :  716 W . 4th  A te ..  A nch o ra g e , A laska 99501-213:1 • Phone (907) 269-0240 Fax (907) 269-0242



Alaska State Legislature 
H ouse Resources C om m ittee

Carl Gatto, Co-Chair
State Capitol Building, Room 108

Juneau, AK 99801-1182 
(907) -165-3743 

FAX (907) 465-2381 
Rep_Carl_Gatto@lcgis.slate.aJc.us

Craig Johnson, Co-Chair
State Capitol Building, Room 126

Juneau, AK 99801-1 182 
(907) 465-4993 

FAX (907)465-3872 
Rep_Craig_Johnson@lcgis statc.ak.us

/IE M O R A N D U M

T O : R ep. R alph  S am u els, C h a ir  -  L e g is la tiv e  B u d get and A u d it

F R O M : R ep. C arl G atto  -  C o -C h a ir, H ouse R eso u rces
Rep. C ra ig  Johnson -  C o -C h a ir, H ouse R eso u rces

R E : C on sultants for H ouse R esou rce hearings on C S H B

D A T E : A p ril 13 th, 2007

T h e  H ouse R eso u rces C o m m ittee  fo rm a lly  requests the L e g is la tiv e  B u d get and A u d it 
C o m m ittee  en g a ge  the n ecessary  legal, econ om ic, and tech n ical consultants to assist in 
tl eir d eliberations on C S H B  1 7 7 ( 0 & G ) .

C o m m ittee  m em bers h av e  requested sp ecia lized  consultation  to a d eq u ately  assess the 
a ccu ra cy  o f  the testim on y w e  h ave received  and the testim o n y w e  w ill  rece ive. In 
addition, w e  b e lie v e  the consultants w ill assist the m em bers in understanding the 
resp ective  w eig h t o f  the tech n ical issues arising from  testim ony.

It is m y  intent to co n clu d e H ouse R esou rces hearings on this b ill b y  late A p ril. I 
re co g  tize this p ro vid es o n ly  a v e ry  short w in d o w  for con sultation , but I b e lie v e  
consultants w ill p ro ve  va lu ab le  to the F inance C o m m ittee  as w ell.

T h an k you.

mailto:Rep_Carl_Gatto@lcgis.slate.aJc.us

