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Im p o rta n t Notice About Financial Projections

4 •» * • • ' . • • ■

The purpose of this presentation is to provide background information and assist the recipients hereof in 
obtaining a general understanding of the Alaska Gasline Port Authority's ("AGPA") project. This 
document is not intended to form a sole basis of any investment decision or other decision to participate 
in the AGPA project and should not be considered as a recommendation or invitation by AGPA to make 
such decision. Each recipient hereof must make (and will be deemed to have made) its own 
independent assessment and appraisal of AGPA and its project after making such investigation, as it 
deems necessary in order to determine its interest and independently (and at its own cost) to have 
formed its own opinions and views.

Although the information contained herein appears reasonable to AGPA on the basis of its present 
knowledge, neither AGPA nor any of its officers, directors, employees, or advisors accept liability or 
responsibility for the adequacy, accuracy or completeness of, nor make any representation or warranty, 
express or implied, with respect to the information contained in this document or on which this 
document is based or any other information or representations supplied or made in connection with this 
document. In addition, no representation, express or implied, is made that such information remains 
unchanged after receipt of this document.

This presentation includes certain estimates and projections of the anticipated future performance of 
the AGPA project. Such estimates and projections reflect various assumptions made by AGPA and its 
advisors, concerning anticipated results, which assumptions may or may not prove to be correct. The 
actual outcome may be affected by changes in economic and other circumstances that cannot be 
fo eseen or have not been anticipated. Tne reliance that can be placed upon the projections and 
forecasts is a matter of commercial judgment. No representation is made by the AGPA or its advisors 
as to the accuracy of such estimates or projections or as to the reasonableness of any assumptions 
used. The financial projections contained herein have been prepared and set out for illustrative 
purposes only and should not be taken as a commitment as to future performance.
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1. Economics of the LNG Project
■ Port Authority analysis vs. other analyses 

presented to the Alaska legislature
■ Why do results and conclusions differ?

2. Issue in Focus (I): Capital Cost of LNG Plant

3. Issue in Focus (II): Gas and LNG Prices

4. Netback Comparison: LNG vs. Pipeline to Canada
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1. LNG Project Economics: Why Do Analyses Differ?



Port Authority Project ■ , A h f mu m /rrW
I PORT AUTHORITY

OVERALL FLOW SCHEME (Gas Compositions Year 2007 Winter Conditions)

I H i

GCPm  p..
A: 2,742 
B: 2,739

28*F 
2,220 psig

A: 2,700 
B: 2,700

A: 36 (25MBPD) 
B: 139 (92 MBPD)

I
LPG

15.5*F 
1,300 psig

LNG Flant
(Three Trains)

__

PB to DJ: 48-inch 
DJ to AB: 42-inch

Legend:
A. Lean Gas Case
B. Rich Gas Case 
Notes:

All flow rates are in MMSCFD; Base Case LNG Plant Availability Assumption: 95%
PB: Prudhoe Bay; DJ: Delta Junction; AB: Ani erson Bay

The difference between the inlet and outlet streams is fuel consumption

A:
B:

2,468
2,365

LNG
Tanks
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Port Authority Project - H  -
'm in tPORT AUTHORITY

O V E R A L L  F L O W  S C H E M E  ( G a s  C o m p o s i t i o n s  Y e a r  2 0 0 7  W i n t e r  C o n d e m n s )

A: 36 (25MBPD)

LPG

A: 2,468 
B: 2,365

LNG
Tanks

Legend:
A. Lean Gas Case
B. Rich Gas Case 
Notes:

All flow rates are in MMSCFD; Base Case LNG Plant Availability Assumption: 95%
PB: Prudhoe Bay; DJ: Delta Junction; AB: Anderson Bay

The difference between the inlet and outlet streams is fuel consumption



Analyses of LNG Project Presented to le g is la tu re
/ port authority

Several analyses presented to Alaska Legislature:

Economics of an LNG Project (not necessarily the Port 
Authority's proposed project) compared with the economics of 
a Pipeline Project to Canada

■ Port Authority: concludes LNG Project is more attractive 
than Pipeline Project

■ Administration (and consultants): concludes LNG Project is 
less attractive than Pipeline Project

• EconOne: shows LNG Project more or less attractive than 
Pipeline Project, depending on assumptions



Principal Drivers of Netback Results
PORT AUTHORITY

What accounts for the substantively different results and 
conclusions of the above analyses?

■ Netback price results are a function of: (i) market price; 
and (ii) transportation cost

■ Different assumptions for:
■ capital cost of project components 
• difference in prices in Asian LNG market and Alberta gas 

market

<=> different results for netbacks for the two projects



Capital cost assumptions:
■ 2 . 7  B c f d  L N G  P r o j e c t

■ P o r t  A u t h o r i t y  a s s u m p t i o n s  i n c l u d e  E P C  c o s t s ,  o w n e r ' s  c o s t s  d u r i n g  c o n s t r u c t i o n ,  a n d  

d e v e l o p m e n t  c o s t s

■ e x c l u d i n g  e s c a l a t i o n  a f t e r  2 0 0 7 ,  p r o p e r t y  t a x e s  d u r i n g  c o n s t r u c t i o n ,  I D C  a n d  E D C

P o r t  A u t h o r i t y
A d m i n i s t r a t i o n

( P 5 0 )

P i p e l i n e  f r o m  P r u d h o e  B a y  

t o  V a l d e z
$ 1 3 . 2  b i l l i o n $ 1 1 . 4  b i l l i o n

L N G  F a c i l i t i e s $8 b i l l i o n $ 1 4  b i l l i o n

■ T h e  A d m i n i s t r a t i o n ' s  a n a l y s i s  u s e s  s u b s t a n t i a l l y  h i g h e r  c a p i t a l  c o s t  

a s s u m p t i o n s  f o r  t h e  L N G  F a c i l i t i e s  i n  V a l d e z

■ P a r t  2  o f  t h i s  p r e s e n t a t i o n  d i s c u s s e s  L N G  p l a n t  c a p i t a l  c o s t s  i n  d e t a i l
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% at»/ port authority

■ Asian LNG Prices:
■ bilateral, long-term sales and purchase agreements
■ price formulas with oil price indexation provisions
■ pricing provisions reflect market supply and demand 

dynamics at time of contract execution
■ at each point in time, multiple active supply contracts, 

negotiated at different times, with varying pricing 
provisions

■ North American gas prices
■ price discovery is driven by a gas spot market at 

regional trading hubs
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Gas and LNG Price Assumptions (continued)
\  > ♦ '

■ The assumed price differentials LNG sales price in Asia and gas 
prices in Alberta have a direct impact on netback comparison

■ Administration's analysis:
■ L N G  p r i c e  f o r m u l a s  f r o m  G a s  S t r a t e g i e s  r e p o r t

•  N o r t h  A m e r i c a n  g a s  p r i c e s  f r o m  W o o d  M a c k e n z i e

■ EconOne analysis:
*  s h o w s  n e t b a c k  r e s u l t s  u n d e r  a  r a n g e  o f  p r i c e  a s s u m p t i o n s

■ Part 3  of this presentation provides further discussion on gas price 
assumptions

■ Part 4  shows netoack comparisons under a range of assumptions

10



2; Issue in Focus (I): LNG Plant Capital Cost
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Port Authority assumptions for LNG Facilities capital cost:

■ EPC cost estimate developed by Bechtel in 2007

■ Based on extensive technical work for the project, taking 
into account project-specific conditions, including: site 
conditions and accessibility, feed gas composition and 
pressure from pipeline, local climate, applicable labor rates, 
cost of transportation of materials to site, etc.

■ Proven, well-established plant design

■ Fewer cost uncertainty factors in comparison with the 
pipeline

12



■

Administration's Cost Estimate
/ port authority

■ Administration's estimate for LNG plant capital cost*:

■ "Top-down" cost estimate

■ Derived by "data mining" of database of existing LNG projects 
around the world

■ Cost-per-ton estimate derived from project database applied 
to the Alaska LNG project

■ Administration's cost estimate not developed on the basis of 
detailed technical work based on the specifics of the Alaska LNG 
project

*  Note: Description of Administration's methodology as described in Chapter 4, Section E.3 of the 
Written Findings and Determination by the Commissioners of Natural Resources and Revenue for 
Issuance of License under AGIA

13
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Administration's Cost Estimate (2) • 4-
■ ‘f!
I i / p o s t  authority

AGIA LNG Options
Cost-Risk Profile for LNG 1a: 2.70 bcfd (48” & 42") 

LNG Plant

A d m i n i s t r a t i o n ' s  c o s t - r i s k  p r o f i l e  

f o r  t h e  L N G  p l a n t  s h o w s  a P 2 5  t o  

P 7 5  r a n g e  o f  1 7 . 6  -  1 0 . 8  =  6 . 8  

b i l l i o n

B y  c o n t r a s t ,  t h e  P i p e l i n e  P 2 5 - P 7 5  

r a n g e  is  a p p r o x i m a t e l y  2 b i l l i o n

10,000 15,000 20,000 25,000 30.000
Potential Outcome SMillions
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Administration's Cost Estimate (3)
tt

■ The Administration's cost risk profile shows a significantly 
higher capital cost variability for the LNG plant than for the 
pipeline

■ Furthermore, the P50 estimate is significantly higher than 
the Port Authority's base case assumption

■ The principal reason for this discrepancy is the 
Administration's cost estimation methodology

■ data mining from database of various international projects 
captures variability associated with project-specific factors that 
do not apply to the Alaska LNG project

■ certain technical factors specific to the Alaska LNG project 
have been considered by Bechtel's design, but apparently not 
included in the Administration's analysis

15



LNG Plants Are Not the Same

■ "Dollars per ton" comparisons of LNG project capital costs 
are frequently cited

■ However, LNG projects are not the same: project location, 
project scope, feed gas composition and other project- 
specific factors make valid project comparisons difficult*

*  For a detailed discussion of this topic, please see KBR's technical publication "LNG Liquefaction -  
Not All Plants Are Created Equal", available from KBR's website: www.kbr.com

16
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LNG Plants Are Not the Same (2): - ■ i • • • • • •.. .. ' . ; ■

■ Variations in LNG plant scope and configuration:
• many LNG projects include cost of gas treatment

• liquid slug removal
• condensate stabilization
• acid gas removal
• water removal
• mercury removal

■ for the Alaska LNG project, gas treatment occurs at the 
GCP on the North Slope

■ Feed gas pressure
• high pressure feed gas from the pipeline to Valdez
• significant reduction in the cost of compression at the 

Valdez LNG Plant
17



/ port authority

■ Ambient temperatures at project site
■ most LNG projects in warm climate
■ Valdez plant benefits from cold climate

■ Other location-specific conditions
• site preparation: cost varies significantly with soil 

conditions and location; Bechtel estimate based on 
Anderson bay site

« marine terminal facilities: entirely dependent on location 
of project - is dredging required, location of jetty, is 
breakwater required, etc.; Bechtel estimate based on 
Anderson Bay site

■ Other factors: labor costs, sponsor vs. contractor costs, 
cost inclusions in publicly cited figures, etc.



The cost-risk profile for the LNG facility
• should capture the capital cost risks associated in the 

execution of the Alaska LNG project
■ should not capture the variability of site-specific and project- 

specific factors across projects of different scope, in different 
locations and subject to different conditions

■ In the absence of a project-specific cost estimation study, 
"cost-per-ton" type of approximation derived from historical 
LNG projects may be the only option for a back-of-the- 
envelope quick estimation

However, due to the inherent difficulty of making valid 
project comparisons across pr jects with divergent 
characteristics, the limitations jf this approach should be 
recognized

19
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■ The "txp-down" cost-per-ton estimation is no substitute for 
detailed cost estimation analysis performed by qualified 
engineers, taking into account the specific parameters of 
the project

■ Bechtel's work with the Port Authority dates back to 1999

■ A significant amount of technical work for the Alaska LNG 
has been performed by a large Bechtel engineering team, 
with extensive exoerience in successfully executing LNG 
and pipeline projects worldwide

■ Bechtel's most recent cost estimate used in the Port 
Authority's analysis was developed in the summer and fall 
of 2007

20



3. Issue in Focus

nP/  POUT AUTHORITY

Gas and LNG Prices
' ' . ■. • o

21

■



Evolution of Asian LNG Prices
End-2006

10 20 30 40
»  Legacy Japanese 
-•-Kogas 2005 
-*» Early NWS Renewals 

RasGas - Kogas end 2006

Source: Gas Strategies Consulting

50 60  70 80
— •China

New Japanese 
—  Later NWS Renewals 
-•-Crude Oil Parity

Mid-2006

Early 2006

Pre-2000 
Late 2005

Early 2005 

2002-2004

Oil Price in 6/bbl

POItT AUTHOWTY

R e c e n t  L N G  s a l e s  c o n t r a c t s  i n  t h e  A s i a n  L N G  m a r k e t  h a v e  b e e n  e x e c u t e d  

o n  t e r m s  h i g h l y  f a v o r a b l e  t o  s e l l e r s

K o g a s  c o n t r a c t  f r o m  l a t e  2 0 0 6 :  L N G  p r i c e  f o r m u l a  r e p o r t e d l y  a b o v e  p a r i t y  

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

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

■ G a s  S t r a t e g i e s '  r e p o r t  t o  t h e  A d m i n i s t r a t i o n  p r o j e c t s  t h e  f o l l o w i n g  p r i c e  

s c e n a r i o s  f o r  A l a s k a  L N G  ( L N G  P r i c e  i n  / m m B t u ,  O i l  P r i c e  i n  / b b l ) :

■ B a s e  C a s e :  L N G  P r i c e  =  0 . 1 4 8 5  *  O i l  P r i c e  +  0 . 9 0  *

- H i g h  C a s e :  L N G  P r i c e  =  0 . 1 6 2  *  O i l  P r i c e  +  1 . 0 0

■ L o w  C a s e :  L N G  P r i c e  =  0 . 9  *  H e n r y  H u b  -  0 . 5 0

■ T h e  P o r t  A u t h o r i t y  v i e w s  G a s  S t r a t e g i e s '  b a s e  c a s e  f o r e c a s t  a s  r e a s o n a b l e  

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

■ H i g h  C a s e  g e n e r a t e s  v e r y  f a v o r a b l e  r e s u l t s  f o r  t h e  A l a s k a  L N G  P r o j e c t

*  Note: For simplicity, this presentation uses the term "Oil Price" interchangeably with JCC, Brent 
and WTI prices. In a detailed analysis, the price variations between different crude prices should 
be taken into consideration.
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North American Prices: WTI and Henry Hub

W T I a n d  H e n ry  H u b  H is to r ic a l P r ic e s  (m o n th ly  a v e ra g e s )

140 

120
— WTI Crude Oil Price ($/bbl)
—  Henry Hub Spot Gas Price ($/mmBtu)

100



v S  "

W T I and H enry Hub Price Ratio

WTI to Henry Hub Price Ratio

14
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■ Higher crude oil to  Henry Hub price ratio means:

* differential between Asian LNG prices and North 
American gas prices is higher

■ netback prices from  LNG Project are relatively more 
attractive

■ Recently observed price ratios are significantly higher than 
historical values

■ What should be the assumed crude oil to  Henry Hub price 
ratio fo r the future?
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US DOE Energy Information Administration Annual Energy Outlook 2008

• R e fe n ce  C a s e  
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Low  E c o n o m ic  G row th C a s e  
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•Low P r ice  C a s e
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A d m in is tra tio n 's  Forecast (W ood M ackenzie) ftm ltilw
J  P O R T A U T H O R I T Y
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S o u r r ^ :  C o m m is s io n e r s '  F in d in g s ,  A p p e n d ix  N : W ood  M a ck e n z ie  G a s  and P o w er Long T e rm  

O u tlook  B r ie f in g  Paper
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Crude Oil to  H enry Hub Price Ratios (co n tin u e d )*  ■. ' r i.. • ■ f -_■ .

M > k m
U M /ffW

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

■ Crude oil to Henry Hub price ratios:
■ historical average 1998-2008: 8.1

■ DOE EIA Annual Energy Outlook 2008 (average 2008-2030):
• Reference Case: 10.2
• High Growth Case: 10.1
• Low Growth Case: 10.5
• High Price Case: 13.4
• Low Price Case: 8.5

■ NYMEX futures market recent prices (average 2008-2016): 12.5

■ Wood Mackenzie (Administration's analysis)*
• above 10 until 2011
• decreases to around 8-to-9 from 2012

*  S o u r c e :  C o m m i s s i o n e r s '  F in d in g s ,  A p p e n d ix  N : W o od  M a ck e n z ie  G a s  and P o w er Long T e rm  
O u t lo o k  B r ie f in g  P aper
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■ AECO Basis (Alberta gas price less Henry Hub 
price)

■ historical: typically between -0 .5 0  and -1 .50 /m m B tu
■ futures m arket basis swap fo r 201 2 -20 13 : -0 .73  to - 

0.78  (NYMEX data from  July 2008)

■ TransCanada assum ption: - 0 .75 /m m B tu

■ Wood Mackenzie forecast: negative AECO basis 
gradually reduced; AECO parity w ith HH after 2026*

*  S o u r c e :  C o m m i s s i o n e r s '  F in d in g s ,  A p p e n d ix  G l ,  F ig u re  4 - 1 4
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4. N etback C om parison: LNG vs. P ipe line  to  Canada

31



C a p i t a l  Cost A ssum ptions A ln ih t to
f tm tie w

J  PORT A U T H O R I T Y

2007 billions Source of Assumption
Development Phase Costs:
LNG Project 0.65 Adm inistration

Pipeline to Canada Project 0.69 Adm inistration

Execution Phase Caoital Costs:
GCP fo r 2.7 Bcfd LNG Project 4.9 Adm inistration

GCP fo r 4.5 Bcfd Pipeline Project 8.2 Adm inistration

GCP fo r 3.5 Bcfd Pipeline Project 6.4 Adm inistration

2.7 Bcfd Pipeline Prudhoe Bay-Valdez 11.1 Adm inistration

4.5 Bcfd Pipeline Prudhoe Bay-Border 10.5 Adm inistration

4.5 Bcfd Pipeline Yukon-Alberta 12.4 Adm inistration

3.5 Bcfd Pipeline Prudhoe Bay-Border 9.7 Adm inistration

3.5 Bcfd Pipeline Yukon-Alberta 11.4 Adm inistration

LNG Facilities 7.8 Bechtel/Port Authority



1 M »
/ p o r t  » u t h o r i t y

I
Assumption Source of 

Assumption
D:E fo r Tariff (Pre-Completion) 70:30 Admin/TCPL

D:E fo r Tariff (Pre-Completion) 75:25 Admin/TCPL

Return on Equity 14% Admin/TCPL/EconOne

Cost o f Guaranteed Debt 5.50% EconOne

Cost o f Non-Guaranteed Debt 7.00% EconOne

LNG Plant Availab ility Factor 95% Bechtel

LNG Sales Price (DES E. Asia) 0.1485*JCC+0.90 Adm in istra tion

LNG Shipping Costs (incl. fuel and boil-o ff) ^$1 .10 /mm B tu 1 MOL /  PA

I ipeline Gas HHV 1133 B tu/scf Adm in istration

Capex Escalation 4% p.a. Adm in istration

Opex Escalation 3% p.a. Adm in istration

Notes: 1 Nominal dollars in 2019



N e t b a c k  R e s u l t s :  C a s e  1

1 2 . 0 0

1 0 . 0 0

8 . 0 0

6 . 0 0

4.00

. 0 0

Netback Price at GCP Inlet

2.7 Bcfd LNG 
Project

4.5 Bcfd 
Pipeline

3.5 Bcfd 
Pipeline

6 . 0 0

5.00
3

|  4.00 

^  3.00
w

O  2 . 0 0o
<M

1 . 0 0

Netback Price at GCP Inlet (real)

2.7 Bcfd LNG 
Project

4.5 Bcfd 
Pipeline

3.5 Bcfd 
Pipeline

Koy Ay?MmPtion!S ( C a s e 1)1
■ Henry Hub and Oil Prices: EIA Annual Energy Outlook 2008

■ AECO Basis: parity a fte r 2026



POUT A U T H O R I T Y

Netback Price at GCP inlet

9.00

8 . 0 0

7.00

6 . 0 0

5.00

4.00

3.00

2 . 0 0  

1 . 0 0

2.7 Bcfd LNG 
Project

4.5 Jcfd 
Pipeline

3.5 Bcfd 
Pipeline

Netback Price at GCP Inlet (real)

6 . 0 0

5.00
S

|  4.00

•§ 3.00 
«/»

©  2 . 0 0o
eg

1 . 0 0

2.7 Bcfd LNG 
Project

Kev Assumptions (Case_21i

■ $60 per bbl real oil price (2008)

■ 8:1 Oil to Henry Hub price ratio

■ AECO Basis: parity a fte r 2026

4.5 Bcfd 
Pipeline

3.5 Bcfd 
Pipeline
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N e t b a c k  R e s u l t s :  C a s e  3

Netback Price at GCP Inlet

2.7 Bcfd LNG 
Project

4.5 Bcfd 
Pipeline

3.5 Bcfd 
Pipeline

Kev Assumptions fCase 31:

$60 per bbl real oil price (2008)

■ 9:1 Oil to Henry Hub price ratio

■ AECO Basis: parity 3fter 2026

Netback Price at GCP Inlet (real)
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2.50
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Project
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3.5 Bcfd 
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N e t b a c k  R e s u l t s :  C a s e  4

Netback Price at GCP Irilet

2.7 Bcfd LNG 
Project

4.5 Bcfd 
Pipeline

3.5 Bcfd 
Pipeline

Kev Assumptions (Case 4Jl

■ $60 per bbl real oil price (2008)

■ 10:1 Oil to Henry Hub price ratio

■ AECO Basis: parity afte r 2026

Netback Price at GCP Inlet (real)
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2.7 Bcfd LNG 
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3.5 Bcfd 
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N e t b a c k  R e s u l t s :  C a s e  5

Netback Price at GCP Inlet
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Kcv Assumptions (Case 5):

■ $60 per bbl real oil price (2008)

9:1 Oil to Henry Hub price ratio

ftm tie W
*  / p o r t  a u t h o k i t y

Netback Price at GCP Inlet (real)
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E
E
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1 . 0 0  

0.50

2.7 Bcfd LNG 
Project

4.5 Bcfd 
Pipeline

3.5 Bcfd 
Pipeline

■ AECO Basis: - $0.75
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N e t b a c k  R e s u l t s :  C a s e  6 A k f m
f im t ie w

/ p o r t  a u t h o r i t y
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Kev Assumptions (Case 6):

■ $100 per bbl real oil price (2008)

■ 9:1 Oil to Henry Hub price ratio

■ AECO Basis: parity a fte r 2026
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Kev Assumptions (Case 7):

■ LNG Plant capital cost is 85% higher than Base Case (incr ease from $7.8 billion to
$14.6 billion)

■ No cost overruns assumed fo r any of the pipeline or GCP segments

■ Henry Hub and Oil Prices: EIA Annual Energy Outlook 2008
■ AECO Basis: parity a fte r 2026
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N etback C om parison S um m ary

* The LNG Project genera' j:  higher netback prices than the 
Pipeline project under a wide range o f oil and gas price 
assumptions

« The Gas Strategies High Case LNG price scenario has not been 
used in the analysis (netback price advantage of the LNG 
Project would increase further)

■ High netback prices from the LNG Project are preserved under 
substantial increases in the capital cost of the LNG Plant relative 
to the other project components

■ The LNG Project has significantly lower gas requirements, 
enhancing the prospects for successful procurement of gas 
supplies
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P o i n t  T h o m s o n  U n i t  A g r e e m e n t

S e c t i o n  2 1

21. RATE OF PROSPECTING, DEVELOPMENT AND PRODUCTION. The Director is 
hereby vested with authority to alter or modify from time to time in his discretion the 
quantity and rate of production under this agreement when such quantity and rate is not 
fixed pursuant to state law or does not conform to any statewide voluntary conservation 
or allocation program which is established, recognized and generally adhered to by the 
majority o f operators in such state, such authority being hereby limited to alternation [sic] 
or modification in the public interest, the purpose thereof and the public interest to be 
served thereby to be stated in the order of alternation or modification. Without regard to 
the foregoing, the Director is also hereby vested with authority to alter or modify from 
time to time at his discretion the rate o f prospecting and development and the quantity 
and rate o f production under this agreement when such alternation or modification is in 
the interest of attaining the conservation objectives stated in this agreement and is not in 
violation of any applicable state law.

Powers in this section vested in the Director shall only be exercised after notice to 
Unit Operator and opportunity for hearing to be held not less than fifteen {-4-5) thirty (30) 
days from notice, and shall not be exercised in a manner that would (i) require any 
increase in the rate ofprospecting, development or production in excess o f that required 
under good faith and diligent oil and gas engineering and production practices; or (ii) 
alter or modify the rates ofproduction from the rates provided in the approved plan o f 
development and operations then in ejfect or, in any case, curtail rates o f production to 
an unreasonable extent, considering unit productive capacity, transportation facilities 
available, and conservation objectives; or (Hi) prevent this agreement from sen'ing its 
purpose o f adequately protecting all parties in interest hereunder, subject to applicable 
conservation laws and regulations.

The language that is struck out in Section 21 above was deleted, and the italicized language in 
Section 21 was added in 1985 amendments to the Point Thomson Unit Agreement.





The Point Thomson Dilemma

A problem to be solved
or

A war to be won

Steven Porter, Consultant to LB&A
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U. S. Wellhead Natural Gas Price

1330 1935 1940 1945 1950 1955 1960 1965 1970 1975 1980 1985 1990 1995 2000 2005 2010

Steven Porter, Consultant to LB&A



Point Thomson Unit Status 
prior to Director's Decision

21 Plans of Development

State's continuing desire to move to 
production

Point Thomson owners unwillingness to move 
to production

Steven Porter, Consultant »o LB&A 4



Director's Decision

• 22nd POD disapproved because it does not 
provide for the reasonable delineation and 
timely development of the unit.

• Failure to submit an acceptable POD is 
grounds for term ination of the Unit

• Individual leases with certified wells must 
commence production by October 1, 2009

Steven porter, Consultant to LB&A S



Commissioner's Decision

• Rejects Plan of Development because it does 
not commit to put the unit into production

• Terminates the Point Thomson Unit

• Revokes the certifications of the PTU wells.

Steven Porter, Consultant to LB&A b



May 1 Decision

Will allow the process to move forward

"the undisputed fact remains that the 
Department certified these wells pursuant to 11 
AAC 83.361, and that as a result of these 
certifications, the wells "will be considered 
capable of producing hydrocarbons in paying 
quantities" for purposes of 11 AAC 83.374"

DNR failed to follow its own statutes and 
regulations when it decertified the wells

Steven Porter, Consultant to LB&A 7



Dec 26 Court Decision

Plan of Development
-  DNR has broad authority to accept or reject POD 

Unit Termination
-  DNR has the authority to terminate the Unit but not without a hearing 

to determine the appropriate remedy for rejection of the POD

Consider appropriate remedy for rejection of POD
-  Termination of unit is only one possible remedy

• "consider the im po rt o f Section 21 o f the PTUA, as amended in 1985, in 
determ in ing the appropria te remedy."

Certified wells
-  See our May 1 comments

Steven Porter, Consultant to LB&A 8



Point Thomson Unit Agreement

Section 21
-  See handout Section 21 detail

• "and shall not be exercised m a manner tha t would (i) 
require any increase in the rate o f prospecting, 
developm ent, or production in excess o f tha t required 
under good faith and diligent oil and gas engineering 
and production practices;. . .  or (iii) prevent this 
agreement from  serving its purpose o f adequately 
protecting all parties in interest hereunder, subject to 
the applicable conservation laws and regulations."

Steven Porter, Consultant to LB&A 9



23rd POD

Phased development proposal
-  Met or exceeded DNR prior request and positions 
to the court.

-  Did not propose penalties as an alternative to 
compliance with obligation

Steven Porter, Consultant to LB&A 10



Commissioner's Decision on Remand

Rejected Point Thomson 23rd POD
-  Proposal was either unpersuasive or incredible
-  "credibility is most persuasively established by 
actions, not words."

-  "promise to commit gas from this unit to the first 
open season of a gas pipeline is of no value."

-  Most importantly, the public's interest would not be 
protected if I approve the 23rd POD because I do not 
believe, based on this record, that the Appellants will 
perform as promised this time."

Terminated the Unit

Steven Porter, Consultant to LB&A 11



Probable Outcome

Unit termination and certified wells

-  State Success on both points (low probability)
• Tim ing o f new development -  10 year delay

-  State partial success (equally as probable as next possible outcome)
• Tim ing o f new development -  10 year delay

-  Po int T h o m so n  re ta in s le a se s  w ith  ce rt if ied  w e l l s .

-  Court overturn of state decision (equally as probable as previous 
outcome)
• Point Thomson proceeds ahead on schedule

-  G a s c o n d e n sa te  and oil p rod u ct ion

-  Ear lie r  partic ipation  in gas p ipe line  (gain o f  10  years)

Steven Porter, Consultant to LB&A
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State's Obligation under Contract

Principles of Prevention in Contract Law
-  Actions of one party prevents another party from 
complying with contractual obligations

• Canm t benefit from  own w rongful acts

-  Failure to act prevents another party from 
complying with the contract

• act in "good fa ith " and cooperation toward other 
contracting party

• Cannot benefit from  the omission to  act

Steven Porter, Consultant to LB&A 13



State's Obligation under Point 
Thomson Contract

Good faith participation to resolve the problem 
Contractual Relationship when you don't trust 
the other party
-  Make the damage provision match the potential 
breach

Point Thomson obligation
-  Propose alternative that would meet the state's 
concerns

-  Comply with the intent of 11 AAC 83.343(b)

Steven Porter, Consultant to LB&A



DNR's responsibility under regs.

• 11 AAC 83.343(b) The commissioner will 
approve the unit plan of development if it 
complies with the provisions of 11 AAC 
83.303. If the proposed unit plan of 
development is disapproved, the 
commissioner will, in his discretion, propose 
modifications which, if accepted by the unit 
operator, would qualify the plan for approval.

Steven Porter, Consultant to LB&A IS
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