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Approximately 2½ years ago the Northwest Territories was visited by a Texas entrepreneur by the name of Sam Judge.  Sam came to the Northwest Territories to pitch the idea of constructing a natural gas pipeline from the North Slope of Alaska to the Mackenzie Delta in the Northwest Territories and then south to markets in the United States.

Sam came with a plan that would see this pipeline being 100% owned by the Aboriginal Peoples of Alaska and northern Canada.  The basis of Sam's vision was the way major infrastructure projects were financed and owned in the United States.  Sam was also thinking that, in many cases, provisions of the income tax laws of the United States would allow investors who purchased bonds issued by municipal governments to receive the income earned on those bonds without paying income tax on that income.

Unfortunately, Sam may have had some wrong advice on income tax laws in Canada and eventually learned that the laws of Canada were different than those of the United States.
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However, Sam did get an opportunity to meet and visit many leaders in the Northwest Territories and the idea of a 100% Aboriginal owned pipeline to move natural gas to southern markets was born.

Before I go on with the rest of the story I would like to summarize the impact of what would have been low yield bonds used to finance the construction of the pipeline.  Remember one of the basic premises was that the income from these bonds would not be taxable.  Yes these types of municipal bonds are used on a regular basis in the United States to allow municipal governments to construct infrastructure for the lowest cost possible, at least from a financing perspective.

By way of example let us say that the cost of the proposed pipeline would be $10 Billion.  Let us also say that the cost of construction was100% financed with an interest rate of 8% and with the income being taxable at, for the purpose of easy illustration, a rate of 50%.  The $10 Billion would, for the first year, generate interest of $800 Million at a rate of 8%.  Half of that would go to the tax man and half would go to the investors.  The investors would be left with $400 Million.

However, if the income was tax exempt then the borrowers would only have to pay a rate of 4% to leave the investors in the same position they would otherwise be in.

Everybody wins - investors remain whole, producers get higher net backs and low priced gas can still be shipped to market instead of being shut in thereby providing a better supply for the consumer, more royalty income for the governments that own the resource and more exploration activities with local employment and business opportunities.

However, back to the story of Sam Judge.  Although Sam eventually had to admit that this tax advantage could not be used in Canada it could still be used for the Alaska portion of this pipeline and as important, if not more so, than that benefit, the concept of 100% financing could still be used to lower the cost of the pipeline tariff in Canada.  In fact, many of the major projects in North America are financed that way using what is known as "non recourse" revenue bonds.  Using these bonds, bondholders look only to the revenues of the project as their source of repayment.  They cannot look to (or have recourse against) the owners of the bond issuing entity.  Frankly, the revenue pledges on a pipeline would be very strong, referred to as "investment grade", because they would effectively be backed by the tariff commitments of major producers, shippers, insurance companies and potentially, at least in the United States, by the United States Government.

As many of you may be aware pipelines in Canada are traditionally financed on a 70:30 debt to equity ratio.  This would mean, in our previously used hypothetical situation a debt of $7 Billion and equity of $3 Billion.  Now again, as all of you know, equity requires a higher rate of return then debt.  Again, to keep matters simple, let us stay with our 8% return on debt scenario which would probably mean a return on equity in the range of 12%.  So now our $10 Billion would have to return 8% on the debt portion and 12% on the equity portion.  As you can see, this gives rise to a cost of $560 Million on the debt and a cost of $360 Million on the equity totalling $920 Million on $10 Billion.
If this $10 Billion were financed with tax exempt municipal bonds all that would be needed for the carrying charges would be $400 Million.  Or if the $10 Billion was totally financed with taxable bonds then, in our illustration, this would create a requirement for $800 Million.

So, whether the carrying charges are $920 Million, $800 Million, $400 Million or a result of a combination of tax exempt bonds in Alaska and 100% financing in Canada the carrying charges all go to the bottom line.  The lower you can get the carrying charges the lower the market price of gas can be and still be economical.

So you say 100% financing of a pipeline has never been done.  Sam Judge and his successors, Forrest Hoglund and Harvie Andre, would reply that there have never been circumstances such as are in place in the North Slope of Alaska and the Mackenzie Delta in terms of proven reserves.

Part of the traditional rationale for use of the debt and equity model for financing pipelines has been that there has never been, historically, enough proven reserves to pay for a pipeline.  What would happen is that the pipeline itself becomes the lever to spur further exploration to find the product to keep the pipeline full - thus the need for equity or risk money.  The risk, of course, being that no further product will be found.

Not so in the case of the North Slope and the Mackenzie Delta - these two areas, or even the North Slope by itself, have sufficient reserves to pay the cost of the proposed pipeline.  Therefore, 100% financing is feasible for the project with the resultant benefit of better net backs to the producers and more gas to the consumers.

I earlier mentioned Sam Judge's successors - Forrest Hoglund and Harvie Andre.  These two fine gentlemen have taken the lead in continuing to develop this proposal and it has become known as either the "over the top" or the "northern pipeline project".

I had the pleasure of meeting Sam Judge and discussing the project with him when he first came north.  Since then I have had the honour and privilege of representing what is now known as Northern Route Gas Pipeline Corporation and, on behalf of that corporation, assisted in negotiating what is called the Program Management Agreement with ArctiGas Resources Corporation, a company which Sam Judge has a minor interest in.

Other owners of ArctiGas Resources Corporation include Forrest Hoglund, Harvie Andre, Bruce Hall and the Municipal Energy Resources Corporation of Houston, Texas.

The relationship between NRGPC and ArctiGas is unique.  It is unique not only from a legal perspective - believe me there were no Canadian precedents for this Agreement - but also from the perspective of the parties themselves.

The hope of NRGPC is that all of the Aboriginal Landowners - the Inuvialuit, the Gwich'in, the Sahtu Dene and Metis and the Deh Cho - along the route will become its shareholders.  There is no money to be made, other than well into the future, by being a shareholder of NRGPC.  However, NRGPC will ensure each Aboriginal Landowner will receive the best possible financial deal for the use of its lands for the proposed pipeline through land access agreements with each Landowner.  Monies to be earned by the Aboriginal Landowners will come before the bottom line.  The Aboriginal Landowners will not be dependent on the profitability of NRGPC or ArctiGas to get their share of money from this massive project.

Payments to Aboriginal Landowners will, largely, be based on a "per Mcf" basis.  Although a portion of the payments will be made even if no gas was able to flow through the line after it is deemed operational.  Additionally, Landowners will be entitled to receive a substantial completion fee after the National Energy Board issues a Certificate of Public Convenience and Necessity.

Again, I want to emphasize that payments to Aboriginal Landowners will not be dependent on whether or not the owner of the pipeline is profitable.  Aboriginal Landowners will truly, in every sense of the word, be Landlords.  The plan as it is presently constituted calls for payments of approximately $100 Million to all Aboriginal Landowners per year after full ramp up.  These payments of $100 Million per year could conceivably continue for a period of 30 years thereby generating $3 Billion that will be retained in the Northwest Territories.

It is important to remember that NRGPC is not a closed corporation of individual private interests but is designed to be owned exclusively by the Inuvialuit, the Gwich'in, the Sahtu Dene and Metis and the Deh Cho.  It's Articles provide that its shareholders are limited to organizations that are "...a body corporate representing all of the Aboriginal Peoples of a particular geographic area, and being the holder of lands required to construct the pipeline...".

What about ArctiGas and what's in the game for its owners?  Again, as with NRGPC, ArctiGas is not a closed corporation.  ArctiGas wants and welcomes all of the groups having interests in the project to become owners.  Aboriginal Landowners, producers, shippers, pipeline operators, venture capitalists and other investors are all welcome to join the consortium.

The ArctiGas consortium will manage the licencing, financing, construction and operation of the proposed pipeline for a period of 30 years.  ArctiGas, as with the Landlords will, largely, be paid on a "per Mcf" basis.

Additionally, the ArctiGas consortium has taken full responsibility for raising and paying all of the interim costs required to bring the project to fruition.  There has been no, and there is no plan to make any cash calls on the Aboriginal Landowners.  In fact, the ArctiGas consortium is prepared to provide cash advances to the Aboriginal Landowners as they sign Land Access Agreements.  Additionally, ArctiGas is also, on a loan basis, underwriting the costs of operating NRGPC until funds from the proposed financing are in place.

The cash advances to the Aboriginal Landowners and the interim funding to NRGPC are fully at risk to the ArctiGas consortium.  If the proposed pipeline does not materialize there will be no liability on the part of the Aboriginal Landowners for these advances and loans.

Although there have been naysayers, sceptics and detractors to the project proposed by ArctiGas and NRGPC, the announcement by Enbridge on January 31, 2002 is a ringing endorsement for the project.  The Chief Executive Officer of Enbridge, Pat Daniel, is quoted as saying "We have developed what we think is the most logical route and cost-effective route and environmentally friendly route out of the North" when speaking of the same route that is being proposed by ArctiGas and NRGPC.

A few days later, Enbridge provided some clarification about its announcement which basically, in my view, endorses the consortium approach proposed by ArctiGas.

So what is needed to bring the project to reality?  The first thing to understand is that no pipeline will be built through the territory of the Inuvialuit, the Gwich'in, the Sahtu Dene and Metis or the Deh Cho without their active involvement in the project.  All four groups of Aboriginal Landowners must be on side.

Because the proposed route is "...the most logical route and cost effective route and environmentally friendly route...", as stated by the Chief Executive Office of Enbridge, and because the route cannot be used without the active involvement of the Aboriginal Landowners a deal will have to be struck which, while providing the greatest monetary return to the Aboriginal Landowners, still makes the route the most cost effective.

The Aboriginal Landowners - the Inuvialuit, the Gwich'in, the Sahtu Dene and Metis and the Deh Cho - must think big.  The Aboriginal Landowners must also think beyond their parochial interests.  The Aboriginal Landowners must think beyond the next two to three years during which they might believe that certain powers that be, may be angry with them for thinking big and supporting the "over the top" project rather than the alternative.

The Aboriginal Landowners must do what is in the best interest of their memberships.

In order to do what is in the best interest of their memberships, the Aboriginal Landowners must be prepared to stand up and insist that they be treated fairly, respectfully and as intelligent people.   The Aboriginal Landowners must be prepared to be fair themselves but also be very firm.

The Aboriginal Landowners must not believe the doomsayers who postulate that unless they lay down for the Imperials, Shells and Conocos of this world, the oil and gas industry in the Northwest Territories will come to an end and their people will suffer because of this.  The oil and gas industry is made up of companies who are there to look after the interests of their shareholders and so long as a project is profitable for them they will take part.

The Aboriginal Landowners have to understand that when a senior official of a company such as Conoco states, before fully understanding how NRGPC is designed to work, that "...we will never ship in your pipeline..." he is doing nothing more then posturing to try and protect a more profitable deal for his company.  At the end of the day the Imperials, Shells and Conocos of this world will ship their gas to market if it is profitable to do so no matter who owns the means of transportation.  The people of Canada certainly have an interest in seeing all of the gas in the Mackenzie Delta being shipped to market as soon as possible.  Working together, we can make that happen in a fashion that makes sense for all parties.

Having been a previous leader of the Aboriginal community and having acted as legal counsel for many of the current leaders of the Aboriginal community I know that it is difficult to say "I made a mistake".  Notwithstanding how difficult this might be it must be done, as too much is at stake not to do so.

In fact, I believe that any leader who says "I made a mistake" will be honoured by his or her people for being honest and for bringing them a much better deal then the alternative under consideration.

My understanding of the alternative under consideration is that the Aboriginal people of the Northwest Territories, not just the Aboriginal Landowners, could own up to one-third of that pipeline provided they can raise $1 Billion plus.

I also understand that in return for this $1 Billion plus the Aboriginal people of the Northwest Territories would receive $200 Million plus over a period of 25 years.  This amount of money provides for an average annual rate of return of less than one percent (1%) on the $1 Billion.  I rather doubt that you will find any Aboriginal Landowner nor any other group of Aboriginal people in the Northwest Territories that has real money to invest buying into such a ridiculously low rate of return.  Who benefits from such a poor deal?

Well of course it's the Imperials, Shells and Conocos of this world as well as anybody else who happens to own gas in the Mackenzie Delta.

I also understand that ownership of the alternative is proposed to be - Inuvialuit 4%, Gwich'in 20%, Sahtu (both K'ahsho Got'ine and Tulita District) 34%, Deh Cho 34% and others 8%.  Assuming that there actually is a profit of $200 Million over 25 years from the alternative proposal this means a total of $68 Million for the Deh Cho.

The structure of payments under the proposed Land Access Agreements with Northern Route Gas Pipeline Corporation is based upon the distance that the pipeline passes through in each of the Landowner's territory.  Although the final percentages will be subject to adjustment when the pipeline is fully complete, based on the east corridor, the following are the initial estimates of ownership - Inuvialuit 21.79%, Gwich'in 12.37%, K'ahsho Got'ine (Sahtu) 15.03%, Tulita District (Sahtu) 16.27% and Deh Cho 34.54%.

Based on the foregoing estimates the Deh Cho's share of the estimated $3 Billion will be in excess of $1 Billion.

In addition to ensuring that the Aboriginal Landowners receive fair compensation for the use of their land, whoever builds the pipeline will have to ensure that there are fair and reasonable Benefits Plans in place which will provide for training, employment and business opportunities on a priority basis for the memberships of the Aboriginal Landowners.  This is not an area that ArctiGas and NRGPC have fully thought through, as they are of the belief that such agreements should be the result of fair and open negotiations.  I can assure you that ArctiGas and NRGPC are committed to entering into the best possible Benefits Plans with all of the Aboriginal Landowners.

When I started working on the project in June of last year I was asked to speak up publically in support of the proposal.  My answer was no because I would not believe that the proposal was real until I saw satisfactory proof.

Once I joined the negotiations, I negotiated from the perspective of what I believed would be a good deal for the Aboriginal Landowners.  The negotiations took much longer and cost much more than ArctiGas had hoped for but I can tell you that we have negotiated an Agreement, the Program Management Agreement, that is one that I am happy to say to you is a good and fair deal and I am pleased to recommend it to the Aboriginal Landowners.  I also understand from ArctiGas the deal that has been struck is one that will be acceptable to capital markets and ultimately to the producers because it protects their interests as well as ours.

The Program Management Agreement, in and of itself, is not the final step in the process.  In fact, it is only the first step and there are many mountains yet to climb before we get to a pipeline that will deliver fair and reasonable compensation to the Aboriginal Landowners and fair and reasonable benefits to the Aboriginal Peoples.  However, before we can begin climbing those mountains we must join together to get the best possible deal for our peoples.

The way to join together is to become shareholders of NRGPC and beneficiaries of the Program Management Agreement and the Land Access Agreements that will flow from the Program Management Agreement.  I urge you to have your advisors contact the representatives of ArctiGas who are present at this conference to talk about how we can begin to work together.

-  -
FEBRUARY 13, 2002
Mahsi Cho.

