PRIMARY OBJECTIVES

· INCOME TO STATE AND MUNICIPAL TREASURIES

· BENEFIT PEOPLE OF ALASKA

· BENEFIT ALASKA BUSINESSES and

BUSINESSES OPERATING IN ALASKA

PRIMARY OBJECTIVE:
   INCOME TO STATE AND MUNICIPAL TREASURIES

· Get North Slope gas to market

· Maximize royalty and tax value for each MCF of gas sold

· Maximize selling price

· Minimize pipeline tariff

· Minimize field costs and conditioning costs

· Maximize quantity of gas sold without unduly compromising ultimate oil production 

· Minimize oil revenue losses incident to producing Prudhoe Bay gas

· Sell gas not only from Prudhoe Bay and Point Thomson fields, but also gas from fields recently discovered and yet to be discovered  (e.g. Foothills, NPRA)

· Maximize bids from leasing acreage underlain by gas

· Increase sources of property taxes (e.g. new pipeline(s) and facilities)

PRIMARY OBJECTIVE:
   BENEFIT PEOPLE OF ALASKA

· Increase income to state general and permanent funds and municipal treasuries

· Provide in-state jobs

· Increase in-state spending

· Supply natural gas to Alaska communities, where economic

· Minimize environmental impact of fuel usage and pipeline construction and operation

· Enhance and diversify business climate

PRIMARY OBJECTIVE:
   BENEFIT ALASKA BUSINESSES and
   BUSINESSES OPERATING IN ALASKA

· Make gas and gas liquids available for existing and new commercial, industrial, and power generation ventures, where reasonable

· Access to pipeline 

· Reasonable pipeline tariffs

· In-state delivery locations

· Right-size pipeline and any expansions

· Prorate capacity when nominations exceed capacity

· Nominations required a reasonable period in advance of shipping gas (one year?)

· Nominations to ship gas for a limited allowed (one year?)

· No gaming of nominations

· Access to production and conditioning facilities

· Reasonable facility charges

· Allocate capacity, where insufficient

 ROYALTY-IN-KIND

NETRICITY











  8,500-119,000 mcf/d

· Interested in option on State’s royalty gas to fuel electrical generation for internet data centers

· Netricity’s offer of $0.36/mcf for gas sold on North Slope was calculated as follows:




Chicago market price

  


$ 4.50







Transmission Cost

 


$ 2.50







Net North Slope Price

  


$ 2.00







Discounted from midpoint in life

 


of pipeline sales @ 10% per year


$ 0.36
· Value to State would be further reduced by:




PBU field costs, currently


       -$ 0.21




Oil losses incident to gas sales

   -$ 0 - $ 0.25




Net to State




 -$ 0.10 to $ 0.15
· Advantages

· In-state construction and operation jobs and spending

· Increases North Slope property taxes

· Possibly gas sales prior to completion of pipeline

ROYALTY-IN-KIND

NETRICITY:  Current Status of Discusssions for RIK Option or Sale

· Discussion with Mike Caskey of Netricity July 6

· Meeting with Jim Dodson of Netricity July 19

· Awaiting results of gas valuation and in-state demand studies due in November 

· Netricity is engaged in discussions with BP and Phillips for the purchase of their gas
















continued . . . .

NETRICITY, continued

· Based on currently available information, market value of gas is subject to disagreement

· Netricity advocates price of  $0.36/mcf    (Royalty value of $0.15/mcf)

· Royalty value on current sales of North Slope gas is $1.18/mcf

· Even if DNR used Netricity’s assumed Chicago market price, transmission costs, and discount rate of 10% per year, DNR disagrees with discounting for 18 – 26 years.

· Discounting over a shorter period provides the following values:

10 %



   Period

Discount

Present





(In Years)

Factor


Value






0

0.000000

$2.00






1

0.953463

$1.91






2

0.866784

$1.73









3

0.787986

$1.58








4

0.716351

$1.42






5

0.651228

$1.30






6

0.592025

$1.18






7

0.538205

$1.08






8

0.489277

$0.98






9

0.444797

$0.89



Summary of Ongoing Studies and RFPs for Research

In-State Demand Study

· Funded under FY 01 “Fast-track” and proposed governor’s office GF, this study will examine:

· At what price can ANS gas can be delivered to different regions of the state?

· How much ANS gas can be used in-state if its delivered price can beat the price of existing energy sources (e.g., fuel oil, local sources of gas, coal)?

· Will new uses of gas arise if ANS gas is available?

· Schedule

· Proposals Due:  July 23, 2001

· Completion Date:  November 2001 

Summary of Ongoing Studies and RFPs for Research

Value Study

· Proposed funding under Governor’s Office GF, this study will

· Review the various factors that will impact the calculation of the netback value of ANS gas and identify relevant gas pricing policies and practices used elsewhere

· Determine methodologies to achieve transparency in netback values and transportaion costs.

· Schedule

· Proposals Due:  July 23, 2001.

· Completion Date:  November 2001.

Summary of Ongoing Studies and RFPs for Research

Supply Study

· Funded under FY 01 “Fast Track” Scope of work and Governor’s Office GF

· Division personnel are now working in the field with DGGS.

· Division of Oil and Gas will complete a hydrocarbon “play” assessment for the North Slope foothills based largely on information we already have.

· Schedule

· Completion Date:  October 2001

 Summary of Ongoing Studies and RFPs for Research

Reservoir Study

· Funded under FY 01 “Fast Track” funding.  Division will contribute to AOGCC reservoir study.

· The Division has participated in “scoping” meetings with AOGCC and its reservoir contractor.

· Our contribution to the AOGCC study will to be to incorporate economic issues.

· Schedule

· Completion Date:  Not yet determined (could be a year-long effort)

�   Mid-year convention
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