Cover Letter for YPC presentation on the TAGS Small Project configuration

Introduction

Yukon Pacific Corporation is evaluating a configuration of the Trans-Alaska Gas System that is smaller than YPC’s current design basis and incorporates the sale of ethane and propane as separate products.  YPC has prepared a powerpoint presentation regarding the TAGS Small Project.  This letter is intended to accompany the presentation and provide supplement information.

The TAGS Small Project consists of a 7 million metric ton per year (MTA) LNG project with the addition of ethane extraction for an in-state petrochemical industry and propane extraction for sale as liquefied petroleum gas (LPG) to Asia.  The initial in-house economic runs for this configuration are producing encouraging results.

Project size and ramp-up

The TAGS Small Project, as currently envisioned, requires a flow rate of 1.4 bscfd.  

A premise of YPC’s Small Project is that capacity ramp-up can be avoided by serving five relatively small markets simultaneously.  These five markets are: 2 MTA of LNG to North America; 5 MTA of LNG to Asia; 60,000 barrels per day of ethane for feed to an in-state petrochemical industry; 75,000 barrels per day of propane as LPG to Asia and 50 mmscfd of utility grade gas for in-state use.

Considering the volumes for the Canadian pipeline proposals, there should be little issue with the assumption that 2 MTA (280 mmscfd) of gas can be placed in the North American market if competitively priced.  The 5 MTA of LNG to Asia is about two thirds the size of the 7-8 MTA “market entry project” discussed by the Alaska North Slope LNG Project during testimony before the Alaska Legislature in 2001.  The quantity of ethane is approximately the same as feedstock rates to petrochemical projects being proposed for Fairbanks and Alberta. The Asian LPG market appears to be strengthening as evidenced by the upward trend of LPG price in Japan over the last 10 years.

The TAGS pipeline passes through Fairbanks and within 140 miles of the gas infrastructure in South-central Alaska.   The 50 mmscfd value of in-state gas use is a somewhat arbitrary value for the combined gas usage of communities along the TAGS pipeline route plus potential sales to Alyeska Pipeline Service Company.  The capital costs for the TAGS Small Project do not include any gas sales via a spur line to South-central Alaska although this clearly is a potential market.  The size of the TAGS Small Project is small enough that in-state gas usage represents a significant portion of total pipeline flow.  The project economics will be enhanced if the actual in-state gas demand exceeds the 50 mmscfd value.

The TAGS Small Project is based upon installation of a 30-inch pipeline.  This pipeline is oversized for the 1.4 bscfd throughput required to serve the markets mentioned above.  The pipeline capacity can be expanded by about 50 percent with the addition of pipeline compression.  The benefits of such an expansion are not included in the economic information in the presentation.

Impact on oil production

A premise of the TAGS Small Project is that hydrocarbons currently contained in the miscible injectant stream at Prudhoe Bay will be made available to a gas project.  The Prudhoe Bay Unit has stated that the production of miscible injectant for the Prudhoe Bay Miscible Gas Project may cease by around the year 2010.  The PBU has also stated that the CO2 and butane byproducts from the conditioning plant of a gas project can be blended into the MI thereby minimizing or negating impacts on the PBMGP due to a gas project.

A material balance around the conditioning plant proposed for the TAGS Small Project configuration shows that use of the CO2 and butane byproducts can keep the MI project approximately 90% whole on injecant volume.  The adverse impact on the PBMGP is expected to be negligible since: 1) this project will be nearing the end of its life by the start-up of the TAGS Small Project, and 2) the byproducts from the gas conditioning plant can be used to maintain the volume of MI regardless of the project life.

Oil loss attributed to a major gas sale appears to be tied to the amount of gas removed from the reservoir and the corresponding drop in reservoir pressure.  One would expect significantly less adverse impact on oil with a gas sale of 1.4 bscfd as compared to the 4+ bscfd volumes discussed for the Canadian pipeline projects.

Oil production at Prudhoe Bay is currently constrained by the gas handling capacity of the production facilities.  One would anticipate an increase in near term oil production if the rate of field gas off-take were increased.  A premise of the TAGS Small Project configuration is that field gas off-take will be increased with the additional gas disposed of via the gas project.

The increase in crude oil production corresponding to the increase of gas off-take will depend upon the marginal gas oil to ratio of the field.  The incremental increase of blendable NGL to TAPS should be roughly proportional to the increase in the rate of gas off-take.  No credit has been given to the TAGS Small Project for incremental increases of either crude oil or blendable NGL.  It is assumed that the benefits of incremental oil production will be addressed in the negotiation of wellhead gas price.

The impacts on oil production due to the TAGS Small Project have not been included in the economic information in the presentation.

Economic assumptions and models

The information in the presentation is based upon a project-wide process simulation; capital and operating costs prepared for YPC by WillBros, Michael Baker Jr and Kellogg Brown & Root; and YPC in-house software designed to parse capital investments by year of construction.  YPC has structured our in-house software to interface directly with the front end of a comprehensive economic model developed for YPC by CS First Boston.

The results of economic models are, of course, dependent upon the assumptions used for the various economic parameters and prices.  We believe that our capital cost assumptions are generally conservative in that they tend to overstate the costs.  We have run our in-house economic model using product pricing assumptions that we believe are moderate to conservative.  Our economic results show that the YPC Small Project configuration returns an IRR near the thresholds stated as acceptable by various parties evaluating a major gas project.

Questions and additional information

Questions regarding this letter or the power point presentation should be sent to:

Ward Whitmore

Director of Project Development

Yukon Pacific Corporation

1400 West Benson Blvd., Suite 525

Anchorage, Alaska  99503

Phone: 907-265-3108

e-mail: wwhitmore@ypc.com
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