Alaska Royalty Oil and Gas Development Advisory Board

Alaska North Slope Royalty Gas in a Competitive Sale

Atwood Building, Room 240 at 9:00am
November 13, 2001

Hearing:
To discuss the merits and solicit public testimony on the proposed sale and the Preliminary Finding and Determination to Sell Alaska North Slope Royalty Gas in a Competitive Sale (“Preliminary Finding”).

Witness:
Mr. Alan Sharp, Advisor to AEC Marketing (USA) Inc.
Testimony:
Good morning Mr. Chairman and members of the committee. My name is Alan Sharp.  I am the Director of Northern Business Development for AEC Marketing and advisor to AEC Marketing (USA) Inc. (“AMUS”). AMUS is an indirect, wholly-owned subsidiary of Alberta Energy Company Ltd.  (“AEC”).  One of my key responsibilities is to advise AMUS on Alaska natural gas pipeline issues.  Such issues include commercialization of Alaska natural gas, which entails access to a pipeline under fair and acceptable terms and conditions.

I would like to start by giving you a brief background on AEC.  We are Canada's largest natural gas producer and one of North America's largest independent oil and gas producers. In 2001, our daily production is expected to exceed 370,000 barrels of oil equivalent.  Our current daily sales gas production is approximately 1.5 Bcf/d (November 2001 estimate).

AEC is focused on Growth, Value and Performance as it builds a Super-Independent oil and gas company. This strategy capitalizes on the world-class assets and high-quality, long-life reserves that AEC has established in its three strong growth platforms - Western Canada, the U.S. Rockies and Ecuador. In 2000, the Company set a target to double production from existing assets within five years.

The Company is also looking to establish additional growth platforms through new venture exploration in Alaska, the Mackenzie Delta, the Gulf of Mexico, Australia, West Africa and Azerbaijan. 

Midstream natural gas storage and pipelines assets comprise approximately 20 percent of the Company's asset base and provide a growing source of cash flow. Currently, AEC's enterprise value is approximately US$9 billion.

In Alaska, AEC’s U.S. subsidiary has over 1.1 million net acres in the Central Arctic region of the North Slope (i.e., Foothills of the Brooks Range).  We have vast experience in the exploration, development, production and marketing of natural gas and have come to Alaska to explore for new non-associated gas reserves.

1. The first question I would like to address is why we need to establish a royalty gas sales arrangement now.  

· The Alaska Gas Producer Pipeline Team (“AGPPT”) has informed us that an open season for nominating capacity on an Alaska gas pipeline could occur as early as the first quarter of 2002.

· AEC’s U.S. subsidiary and Anadarko are actively exploring in the Foothills of the Brooks Range, however, we will not have proven gas reserves by 2002.  Therefore, nominating for firm capacity in the open season is extremely risky from a financial exposure standpoint. 

· As you are aware, there are over 30 Tcf of proven gas reserves on the North Slope. Assuming a 4 Bcf/d capacity pipeline, this pipeline would be full for over 20 years.  (Note that in the Oct.2, 2001 testimony to the US Senate Committee on Energy and Natural Resources, Phillips AK Inc. indicated the pipeline would be full for over 30 years).  We have a concern that if we do not obtain firm service in the first open season, we may never be able to acquire capacity on the pipeline. Without some assurance concerning pipeline capacity, continued investment in new Alaska gas exploration is unlikely. 

· To reduce the risks of capacity nomination and to ensure continued exploration expenditures, Anadarko and AMUS are interested in purchasing state royalty gas to backstop, if needed, any potential nominations for capacity during an open season.  We understand that a royalty sales process takes some time and requires legislative approval.  We also understand legislative approval is only available from January to May of any given year, restricting the timeframe that a royalty-in-kind sale could be approved.

· We strongly support the State’s Preliminary Finding and the timeline for royalty-in-kind gas sales within.  Initiating the royalty-in-kind process and finalizing the awarded sales contracts as soon as possible is critical for current and future gas exploration within Alaska.

2. The second question is what benefits do we and the royalty gas sale offer the State.  

· We believe that a sale of royalty gas is beneficial to both the state and to companies like ours who are interested in exploring in Alaska for new gas resources.  This exploration is a benefit to the State of Alaska and is in addition to the cash bonuses and price premiums as described in the Preliminary Report.

· Our focus is on non-associated gas in the Foothills.  If successful, the State will have new incremental proven and developed gas reserves, plus a more stable and higher State royalty revenue (By this, I mean lowering the State’s dependence on oil revenue and its associated gas).  Non-associated gas also allows the State to consider enhanced oil recovery projects while still maintaining a stable revenue stream.

· As mentioned earlier, the existing proven reserves in Alaska would likely fill a 4 Bcf/d pipeline for 20-30 years. If additional pipeline capacity were not added, this would likely mean no gas exploration in Alaska for 20 years, as new entrants would not be able to obtain access to the pipeline.  As for the AGPPT, they would not need to explore for new incremental gas reserves for about 20 years.  By providing royalty gas to explorers like us, the State can ensure exploration will continue to take place in areas that would otherwise remain unexplored.

· We believe the State should leverage its gas volumes of tomorrow to support gas exploration projects of today.  The State has no risk, as this is a natural hedge.  If the pipeline does not proceed, the State would have no obligation to deliver contracted future royalty gas volumes under those circumstances.  The benefits are greater exploration and greater revenues, which is one reason why the Preliminary Finding is recommending the royalty gas sale.

· The more players (producers and explorers) on the North Slope, the more competition that will be created.  More competition leads to lower costs and higher royalty revenues for the State. 

· The royalty gas sale would help counter the dominant market position held by the AGPPT.  AGPPT owns practically all of Alaska’s proven gas reserves. Thus, they have the power to influence :

a. future exploration and development of new gas resources in Alaska, and 

b. the rates, terms and conditions of pipeline service, whether as owners of the proposed Alaska gas pipeline or as anchor-shippers.

· More players likely means more jobs for Alaskans.  The money we spend exploring and, if successful, developing the Foothills will have a positive multiplier effect on the economy.

· More players will likely contribute to the earlier commercialization of Alaska gas and the successful completion of the pipeline to Canadian and Lower 48 markets.

· We do not require all of the State’s royalty gas.  The remaining royalty gas could be used for future in-State use and for establishing a meaningful royalty-in-value price.

· AEC is Canada’s largest gas producer.  One of our core competencies is marketing natural gas in Canada and its interconnected Lower 48 markets.  By teaming with AEC, the State will have one of Canada’s best producer/marketers working with them.  In 2000, AEC had the highest netback gas price compared to the top 23 Canadian producer/marketing companies. 

· If our exploration efforts are successful, we will not need to purchase the State’s royalty gas.  The State will then be free to re-market the royalty gas to other parties, while receiving all the same benefits mentioned above.

3. The third question is do we have any specific comments on the terms laid out in the Preliminary Finding.  

· Since the pipeline has not been built yet and actual gas sales will not occur for sometime in the future, we believe the State should leave as many terms and conditions open as possible for the Bidder.  This will allow for maximum creativity and innovation.  This should also maximize the potential value available to the State.

· We believe the proposed royalty gas sale is in the State’s best interest and strongly support the Preliminary Finding.  Now is opportune time for the State to capture the maximum benefit from its royalty gas.
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