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3000 Spenard Road
P.O. Box 190288
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Regulatory Commission of Alaska
701 West 8th Avenue, Suite 300
Anchorage, Alaska 9950 I

Subject:

-

Tari ff Advice Letter 125-4

Dear Commissioners:
The tariff filing described below, which includes the enclosed Gas Sales Agreement
between ENSTAR Natural Gas Company ("ENS TAR") and NorthStar Energy Group, Inc.
("NorthStar"), is transmitted to you for filing in compliance with § 3 AAC 48.200 - 3 AAC
48.420 and Section 708(t) of ENST AR's Tariff, which require that new gas supply contracts be
filed with the Commission:

Number
89

Tariff Sheet
Revision
Second

Cancels Sheet
Number
Revision
First
89

221

Fourth

221

Third

228

First

228

Original

Schedule or Rule Number
§l08e Determination of Gas
Cost Adjustment
§2301 Determination of
Gas Cost Adjustment
§2403 Homer Extension
Surcharge

Approvals Requested
This tariff advice letter requests Commission approval of a new 20-year gas supply
contract between ENST AR and NorthStar (the "NorthStar Contract") providing for gas
purchases by ENSTAR from NorthStar's leases which ENSTAR will use initially to provide
natural gas service to the Homer area. The NorthStar Contract is Attachment A. ENST AR is
also requesting Commission approval for the addition of the NorthStar Contract to § 708 of
ENST AR's tariff (as a base supply contract) and for inclusion of all costs related to the contract
in calculating ENSTAR's Gas Cost Adjustment (the revised tariff sheets included as Attachment
D). ENST AR is also requesting approval of the rates for Homer which are also included in
Attachment D. As no deliveries under this contract are anticipated until 2004, at the earliest,
there is no revision necessary to the calculation of the amount of the Gas Cost Adjustment that
was approved by the Commission effective May 31,2003 (U-00-88(22))_
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Background
ENST AR was awarded authority to provide natural gas service to Homer in Order No.6
of docket U-96-l 08, dated November 3, 1997. At that time, no reliable, economically viable gas
supply was available to serve Homer. Since then, however, NorthStar acquired leases on the
Southern Kenai Peninsula and has successfully completed new tests on a gas well there that was
first drilled in 1965. The gas well is close enough to Homer to make transportation and
distribution of gas to retail customers economically feasible and the volumes appear adequate to
supply Homer's needs for at least 20 years.
The NorthStar Contract requires NorthStar to drill at least one additional well, to prove
up its gas reserves, and establish, to the satisfaction of a reputable, independent petroleum
engineer, that its leases constitute a Commercial Quality Gas Field, as that term is defined in
Article I of the NorthStar Contract. Once the engineer's report has been received and the
Commission has approved the NorthStar Contract and ENSTAR's proposed rates for Homer,
ENST AR will proceed to construct a pipeline extension from Anchor Point to Homer and to
install local gas distribution facilities in Homer. Concurrently, NorthStar will construct a
pipeline to transport gas from its leases to ENSTAR's pipeline terminus at Anchor Point.
Initially, these pipelines will not be interconnected with the existing gas pipeline network on the
Kenai Peninsula. NorthStar has stated its intention, however, to interconnect eventually with the
Kenai Kachemak Pipeline if its gas volumes are proven to exceed the amounts required to serve
Homer.
Summary of Major Provisions of the NorthStar Contract
The NorthStar Contract provides that NorthStar will supply and ENS TAR will purchase
all of the gas required by ENST AR to serve Homer for 20 years from the date of the first
deliveries.
NorthStar is prohibited from selling any gas from the leases identified in the
NorthStar Contract to other purchasers, without first obtaining an engineer's opinion that the sale
will not jeopardize NorthStar's ability to meet ENSTAR's Homer requirements.
ENSTAR's obligations are conditioned on NorthStar maintaining clear title to its leases,
demonstrating that its leases qualify as a Commercial Quality Gas Field, maintaining financial
and operational "fitness, willingness and ability" to perform, constructing the necessary facilities,
and meeting certain other ongoing obligations.'
Similarly, NorthStar's obligations are
conditioned upon ENST AR constructing and legally operating the line extension from Anchor
Point to Homer and the local distribution system in Homer.

I Because NorthStar is a new gas supplier to ENSTAR, the Commission will undoubtedly wish to learn
more about it. NorthStar will be making its own separate filing, explaining who it is and describing its
gas producing properties and future plans.
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ENST AR and Ratepayer Protection
Even though gas exploration is never a sure thing, the NorthStar Contract has significant
protection for ENST AR and its ratepayers. A second well will be drilled promptly following
ReA approval of the Contract. (Section 2.3). ENSTAR is not required to construct facilities
until that well is completed (Section 2.3.1) and an independent, registered petroleum engineering
firm (selected and hired by ENST AR) has certified that NorthStar's leases are a Commercial
Quality Gas Field (Section 2.3), meaning that there is sufficient gas to serve the Homer area for
20 years and that eacb well is capable of serving alone if tbe other fails (see Definitions, p.3.).
Throughout the term of the NorthStar Contract, NorthStar has rigorous continuing obligations
(Section 2.1) and there are extensive remedies in the event of a well failure (Article VII).
Given the inherent uncertainly in finding gas and producing
ENST AR believes that the utility and its ratepayers are well protected.

it over long periods,

Price
The gas is priced annually using a thirty-six month daily average of the Henry Hub
natural gas futures. It has floor price of $3.00 per thousand cubic feet (Mct) adjusted for ~'2of
inflation.) The price includes the full deliverability necessary to meet the winter requirements of
ENST AR's Homer customers. As with ENSTAR's other gas supply agreements, ENSTAR will
reimburse NorthStar for certain taxes. ENSTAR will also pay NorthStar's RCA-approved tariff
rate for transportation of the gas from NorthStar's leases to Anchor Point. The price in this
contract is identical to the price in the recently approved Unocal contract, the only di fference
being a $3.00 floor price instead of$2.75.
ENSTAR's current weighted average cost of gas ("WACOG") is $2.5575 per Mcf. At
current prices (July 2003), the NorthStar Contract gas price would be $4.39 per Mer'. At the
volumes anticipated for Homer after start-up (about 500,000 Mcf per year), the NorthStar
Contract gas would increase ENST AR's current approved WACOG by approximately 9 cents
per Mcfto $2.6457 per Mcf.
Gas Supply Benefits
The NorthStar Contract has a double benefit for Cook Inlet. First, it will permit service
to the Homer area at rates that are significantly less than rates for competing fuels. Second, it
will increase the developed gas reserves in Cook' Inlet. As the Commission knows, until recently
there has been very little exploration in Cook Inlet. Competition for drilling capital is
worldwide. In order to attract capital, ENST AR (and the other gas users) must provide a return
that is competitive with what the producers and financiers receive elsewhere. ENST AR believes
'These contracts are traded on the New York Mercantile Exchange. The average daily price is calculated from the
sum of the "Settle" prices reported for the period ended September 30 for the price change effective on the following
January 1. The price is calculated on a per Mcfbasis.
3 Using the Gross Domestic PToductlmplicit Price Deflator.
4 The price of $4.39 is calculated based upon the 36 month average through late July 2003. which would also be the
current price for the recently approved Unocal contracT. ENSTAR is scheduled to starT taking deliveries under the
Unocal contract beginning January 1, 2004. Both contracts actually use a 36 month average ending September 30.
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that the NorthStar Contract fairly balances the price that will be paid by consumers and the
returns that are necessary to attract exploration capital.
Proposed Rates for Homer
The order granting ENSTAR its Homer certificate did not establish rates. See Order No.
U-96-108(6). As reflected on the attached tariff sheets and explained in the prefiled testimony of
Dr. Bruce Fairchild (regulatory consultant for ENST AR) and Daniel M. Dieckgraeff (ENST AR's
Manager of Finance and Rates), ENSTAR proposes to recover its costs of purchasing gas from
NorthStar and serving Homer in the same way it recovers the costs of serving its other 112,000
customers in South-Central Alaska. The testimony is included as Attachment C and Attachment
B, respectively.
ENST AR intends to recover the cost of gas purchased under the NorthStar Contract
through the Gas Cost Adjustment Clause in Section 708 of its tariff. Like all of its other gas
supplies, the NorthStar gas would be blended into the weighted average that is used to compute
the GCA. The result would be that all of ENSTAR's customers would share the incremental
change in the GCA and Homer customers would pay the same rate for gas as everyone else on
the ENST AR system.
Similarly, ENST AR proposes to charge its Homer customers the same customer charges
and base rates as it charges its other customers in Anchorage, the Matanuska Susitna Borough,
and in Kenai and Soldotna. As proposed, the only additional charge in Homer would be a line
extension surcharge, calculated to recover the capital costs associated with the pipeline
(anticipated to be 4 inches in diameter) from Anchor Point to Homer. As Dr. Fairchild and Mr.
Dieckgraeff explain, the concept behind this surcharge is the same as the line extension charges
applied throughout ENSTAR's service area and found at Section 602 of its tariff.
Under ENSTAR's main extension tariff, it will construct the facilities necessary to
provide gas distribution service so long as the extension "is economically feasible and does not
cause an unreasonable added cost burden to be borne by existing Customers." (ENST AR tariff,
Section 602a, Sheet 59). If the costs of constructing the system extension are not economically
feasible and would place an undue burden on existing customers, ENST AR may require the
customers that would benetit from the extension to pay some of the costs of the extension as a
contribution in aid of construction (Section 602e, Sheet 63). In perfomling the economic
feasibility of serving the Homer area, ENST AR has determined that including the 4-inch pipeline
from Anchor Point to Homer (estimated to cost $3,500,000) in rate base would place an undue
burden on existing customers and that a contribution in aid of construction is in order. ENST AR
proposes to collect the contribution in aid as a main extension surcharge of $1.00 per Mcf for gas
delivered to customers in the Homer service area. The rate was calculated to effectively finance
the required contribution in aid of construction over an approximately 10-year period using
ENSTAR's most recently approved weighted cost of capital adjusted for income taxes.
ENST AR proposes to collect the surcharge until the total actual capital costs associated with the
pipeline (including construction costs. rate of return. and income taxes) are recovered. ENST AR
will provide the RCA an annual reconciliation of collections at the same time it files its annual
report to the Commission.
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ENST AR's normal main extension policy requires that the contribution in aid be paid in
advance in a lump sum by the initial customers. ENST AR believes applying that policy would
place an unreasonable hardship on the initial customers in the Homer area and seriously impede
the development of the distribution system. Because ENST AR will finance the pipeline and the
Homer customers will repay ENST AR, all customers who benefit from the pipeline will share in
the costs without burdening the remainder of ENST AR 's customers.
With this approach,
ENST AR would maintain the same general rates throughout is entire service area, and the rest of
the Homer area distribution system would be included in ENST AR overall rate base.
ENSTAR's proposal to use the $1.00 surcharge to finance the pipeline and its general
rates and tariffs for the Homer service area is based upon certain conversion and density
assumptions. Now that ENST AR has a gas supply, a formal service plan and current costs, it
plans to perform an additional market analysis over the next few months to gauge the current
level of interest and ensure that its assumptions are reasonable. If the current level of interest is
substantially less than its assumptions, ENST AR would be forced to revise its rate proposal.
Summary
ENST AR is excited that, after several years of effort, gas service to Homer may soon
become a reality. NorthStar is the first producer to offer sufficient, reasonably priced gas
supplies that are located close enough to Homer to make retail gas service feasible. ENST AR is
confident that the phased obligations in the NorthStar Contract will ensure that NorthStar will be
fully able to perform before ENST AR commits substantial resources to the project and before its
prospective Homer customers incur the costs of conversion. ENST AR believes that the contract
price is fair and is confident that gas service will be warmly welcomed by both residential and
commercial customers in Homer at the rates ENST AR proposes to charge.
Commission approval is a critical step in the process, necessary for both ENST AR and
NorthStar to move forward with their respective responsibilities to commence gas production,
construct pipelines, and build distribution facilities in Homer. ENST AR urges the RCA to
approve promptly both the NorthStar Contract (including a ruling that ENST AR may recover in
its rates all costs of purchasing the gas) and ENSTAR's tariffproposals for service to Homer.
Sincerely,

Daniel M. Dieckgrae
Manager, Finance and Rates

Attachments as stated
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GAS SALES AGREEMENT
BETWEEN
NORTHSTAR ENERGY GROUP, INC.
AND
ENSTARNATURAL

GAS COMPANY,

A DIVISION OF SEMCO ENERGY, INC.

Effective Date:

July~,

2003
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GASSALESAGREE~ffiNT

This Gas Sales Agreement ("Agreement")

is between NorthStar Energy

Group, Inc. ("Seller"), a Nevada corporation, and ENST AR Natural Gas Company
("Buyer"), a division ofSEMCO Energy, Inc.

RECITAL
. 1.

Buyer is a public utility that holds Certificate No.4

from the

Regulatory Commission of Alaska ("RCA");
2.

Buyer provides natural gas service to the Municipality of Anchorage

and portions of the Matanuska-Susitna and Kenai Peninsula Boroughs;
3.

Buyer's service territory also includes the City of Homer, Alaska,

and Buyer desires to purchase additional Gas to meet the needs of potential
customers in Homer;
4.

Seller holds or controls leases in and near and area commonly

known as the North Fork Gas Field on the Southern Kenai Peninsula and wishes to
sell Gas from those leases to Buyer for delivery to Buyer's customers in the
Homer Area;
5.

An agreement for the purchase and sale of Gas is necessary before

Seller incurs additional exploration and development

costs and before Buyer

incurs the costs of expanding its facilities;
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6.

The RCA must have adequate time to review and approve this

Agreement; and
7.

Seller wishes to proceed with exploration and development of its

leases in and near the North Fork Gas Field and Buyer wishes to have Seller's Gas
committed to Buyer as quickly as possible.
In consideration of all the terms and conditions in this Agreement, Buyer
and Seller agree as follows:

ARTICLE I
DEFINITIONS
"Agreement" means this document and the attached exhibits as originally
executed, amended, supplemented, or assigned.
"Alaska Clock Time" or "ACT" means Alaska Daylight time when
Daylight Savings Time is in effect and Alaska Standard Time when Daylight
Savings Time is not in effect.
"Annual Purchase and Sale Obligation" means the amount of Gas Buyer is
obligated to purchase and Seller is obligated to sell and deliver to Buyer each Year
during the term of this Agreement.

Buyer is not required to purchase in any Year

more Gas than it requires to serve its customers in the Homer Area.
"Arbitration Reply" is defined in paragraph 12.15.1.
"Award" is defined in paragraph 12.15.4.
"Balancing Gas" is defined in Section 3.3.

2
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"BTU; MMBTU": "BTU" means a British thermal unit. A British thermal
unit is the amount of energy required to raise the temperature of one pound of pure
water from fifty-nine degrees Fahrenheit (590 F.) to sixty degrees Fahrenheit
(600 F.) at a constant pressure of 14.73 pounds per square

inch absolute.

"MMBTU" means one million (1,000,000) BTUs.
"Buyer's Forecast" is defined in paragraph 3.1.1.
"Certification" is defined in Section 2.3.
"Commercial

Quality Gas Field" means a group of leases that, in the

opinion of the Engineer, contains sufficient Reserves to satisfy the Homer
Requirements for the term of this Agreement and which has a minimum of two
distinct Gas wells (not one multiple completion well) with a minimum spacing
approved by the Alaska Oil and Gas Conservation Commission, each of which, in
the opinion of the Engineer, is capable of serving the Homer Area by itself if the
other well or related facilities such as dehydrators fail. The Engineer's opinion
shall assume that Buyer's Forecast (Exhibit I) is correct, and the opinion must be
supported by well tests, including the well test completed by Seller for Well
No. 41-35 in October 2001, calculated decline curves, and other analysis and
reasonably necessary documentation to show that the Reserves from the group of
leases can be produced to satisfy the Homer Requirements.
"Day" means a period beginning at twelve o'clock

a.m. (12:00 a.m.),

Alaska Clock Time, on a calendar day and ending at eleven fifty-nine o'clock p.m.
(11:59:59 p.m.), Alaska Clock Time, on the same calendar day.

3
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"Deliverability" means the maximum amount of Gas that Seller is obligated
to deliver each Day. Deliverability is expressed as MMcfper Day.
"Effective Date" is defined in Section 3.2.
"Engineer"

means an independent,

registered,

professional

petroleum

engineering tirm such as Degoyler and McNaughton of Dallas, Texas, Ryder Scott
Company of Houston, Texas, or another firm agreed to by Buyer and Seller. The
Engineer shall be selected and hired by Buyer. Seller shall reimburse Buyer for all
fees and costs paid to the Engineer to determine whether Seller's Leases are a
Commercial Quality Gas Field. Other fees and costs paid to the Engineer shall be
shared equally, except as provided in Section 3.1.4.
"Force Majeure" and "Force Majeure Event" are defined in Article XII ..
"Gas" means natural gas, including·both gas well gas and oil well gas of the
quality described in Article VIII.
"Gross Heating Value" means the total calorific value, expressed in BTUs,
obtained by the complete combustion, at constant pressure, of one Standard Cubic
Foot of Gas, with air of the same temperature and pressure as the Gas, when the
products of combustion are cooled to the initial temperature of the Gas and air and
when the water formed by combustion is condensed to the liquid state.
"Homer Area" means the area south of 59° 53' 00" North Latitude, which is
included in Buyer's service area.
"Homer Requirements" means all of the Gas required, daily and annually,
to serve Buyer's customers in the Homer Area for the term of this Agreement.

4
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"Mcf; MMcf; Bcr':
Feet; "MMcf'

"Mer' means one thousand (1,000) Standard Cubic

means one million (1,000,000) Standard Cubic Feet; and "Bcf'

means one billion (1,000,000,000) Standard Cubic Feet.
"Month" means a period beginning at twelve o'clock a.m. (\2:00 a.m.),
Alaska Clock Time, on the first day of a calendar month and ending at eleven
fifty-nine o'clock p.m. (I I :59:59 p.m.), Alaska Clock Time, on the last day of the
same calendar month.
"Neutral Arbitrator" is defined in paragraph 12.15.2.
"Notice of Arbitration" is defined in paragraph 12.15.1.
"Parties" means, collectively, Buyer and Seller.
"Party" means Buyer and Seller, individually.
"Party Arbitrator" is defined in paragraph 12.15.2.
"Price" is defined in Section 4.1.
"Production Taxes" means the tax defined and set by AS 43.55.016, as
amended from time to time.
"RCA" means the Regulatory Commission of Alaska.
"RCA Approvals" means all of the approvals required by Article XI.
"Receipt Point" means the metering point or points where Buyer receives
Seller's Gas and title passes. The initial Receipt Point is described in Exhibit 3.
By written agreement, the Parties may amend Exhibit 3 to add, delete, or modify
Receipt Points.

5
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"Reserves" means proved developed and proved undeveloped reserves as
those terms are defined by the Securities and Exchange Commission.

Copies of

the definitions are attached as Exhibit 4.
"Seller's Deliverability Forecast" is defined in paragraph 3.1.2.
"Seller's Leases" are listed in Exhibit 2.
"Standard Cubic Foot" means the amount of Gas that would occupy a
volume of one cubic foot at a temperature of sixty degrees Fahrenheit (600 F.) and
at a pressure of fourteen and sixty-five hundredths (14.65) pounds per square inch
absolute.
"Termination Event" is defined in Section 12.11.
"Third-Party Commitments" means Seller's Gas sales from Seller's Leases
to parties other than Buyer.
"Transportation Fee" is defined in Section 4.5.
"Year" means a period of twelve (12) consecutive Months beginning on
January 1 and ending at eleven fifty-nine o'clock p.m. (11:59:59 p.m.), Alaska
Clock Time, on the following December 31.

ARTICLE II
CONTINUING OBLIGATIONS OF THE PARTIES
2.1 Seller's Continuing Obligations:

Before Buyer incurs any obligation

to purchase Gas and throughout the Term of this Agreement:
(i)

Seller shall demonstrate to Buyer's reasonable satisfaction that:

6
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(a)

Seller owns Seller's Leases listed in Exhibit 2, Seller's Leases

extend for the full term of this Agreement and Seller has the legal right to sell the
Gas from Seller's Leases free and clear of any liens, security interests, or
encumbrances of any nature;

operational

(b)

Seller's Leases are a Commercial Quality Gas Field;

(c)

Seller has the requisite financial strength, financing, and

expertise, and is otherwise fit, willing, and able to perform its

obligations under this Agreement;
(d)

the facilities' Seller plans to construct,

and which Seller

actually constructs, are adequate to pemlit Seller to perform all its obligations
under this Agreement; and
(e)

Seller is in compliance with all requirements imposed by the

State of Alaska and the Bureau of Land Management
limitation,

requirements

for the development,

unitization,

including,

without

production

and

operation of Seller's Leases.
(ii)

Seller shall construct and legally operate a pipeline from Seller's

Leases to Buyer's Receipt Point at Anchor Point.
(iii)

Seller shall have all approvals, licenses, and permits specified in

Article XI of this Agreement and by law.
2.2 Buyer's Continuing Obligations:

Before Seller incurs any obligation

to sell Gas under this Agreement and throughout the Term of this Agreement:

7
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(i)

Buyer shall construct and legally operate a pipeline from Anchor

Point to the distribution system it will construct to serve the Homer Area.
(ii)

Buyer shall have all approvals, licenses, and permits specified

In

Article XI of this Agreement and by law.
2.3 Construction of Facilities:

As soon as reasonably practical after the

RC A Approvals are obtained (or earlier at the option of Seller), Seller shall drill a
second well on Seller's Leases and take all other action necessary to obtain the
Engineer's

opinion that Seller's Leases are a Commercial Quality Gas Field

("Certification").

If Certification is not obtained within one hundred eighty (180)

Days after obtaining the RCA Approvals,

either Party may terminate this

Agreement on sixty (60) Days notice.
2.3.1 After obtaining both Certification and the RCA Approvals:
(a)

Seller shall promptly begin construction of the pipeline

and other facilities necessary to deliver Gas from Seller's Leases to the Receipt
Point at Anchor Point; and
(b)

Buyer

shall

promptly

begin

construction

of

a

distribution system for the Homer Area and a pipeline from the Receipt Point at
Anchor Point to that distribution system.
2.3.2

Because variables such as permitting, weather, and seasonal

constraints on construction at stream crossings are not controlled by the Parties, it
is not possible to set out an exact schedule for construction of facilities and
initiation of service to the Homer Area. Permitting of the cross-country pipeline to

s
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Anchor Point could take up to one year and there may be both summer and winter
constraints on construction.

The Parties anticipate that requests for the RCA

Approvals will be filed in July 2003, and that all facilities will be constructed and
service

will begin within three hundred

sixty-five

(365) Days after both

Certification and the ReA Approvals have been obtained.
2.3.3 The Parties shall regularly, but not less than quarterly, inform
each other about the progress of construction of the facilities for which each Party
is responsible.

Each Party shall immediately notifY the other if it becomes aware

of any reason that the schedule in Paragraph 2.3.2 may not be met. Each Party, on
reasonable notice, shall permit the other to inspect facilities under construction and
review permits and other documents related to the construction of facilities.

ARTICLE III
SALE AND PURCHASE OF GAS
3.1 Quantity:

Each Year and each Day during the term of this Agreement,

Buyer shall purchase and Seller shall sell the quantity of Gas equal to Buyer's
Homer Requirements.
3.1.1 On July I, 2003 and on July I of each Year during the Term
of this Agreement, Buyer will give Seller an updated Buyer's Forecast in the form
shown in Exhibit I.
3.1.2 No later than September 1st of each Year, and at anytime on
request with thirty (30) Days notice, Seller will give Buyer a forecast of the
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9
..

'::.

maxImum amount of Gas it can supply each Day ("Seller's
Forecast") for the remaining Term of the Agreement.

Deliverability

Seller's Delivery Forecast

shall be supported by an Engineer's report.
Seller shall, on request by Buyer, meet with Buyer to review data,
information, and well tests sufficient to demonstrate Seller's ability to meet its
obligations to Buyer.
3.1.3 Buyer's Homer Requirements, including the Deliverability,
during an actual Year may be different from the Homer Requirements estimated in
Buyer's

Forecast.

Seller's

Deliverability

and Annual

Purchase

and Sale

Obligation shall be determined by Buyer's actual requirements, not the estimates
in Buyer's

Forecast.

If, for example,

Buyer's

Forecast

showed

Homer

Requirements of 2 Bcf in Year X, but actual Homer Requirements in Year X were
2.5 Bcf, Seller would be obligated to supply 2.5 Bcf.
3.1.4 Buyer must be notified in advance
Commitments.

All Third-Party

Commitments

of any Third-Party

must expressly recognize this

Agreement, must acknowledge that Seller's obligations under this Agreement have
priority over Third-Party Commitments, and no Third-Party Commitment may be
made without an Engineer's report, prepared at Seller's expense, satisfactory to
Buyer that any Third-Party Commitment will not reduce or jeopardize Seller's
ability to fulfill its obligations to Buyer under this Agreement for its full Term.
3.1.5 The Parties anticipate that the Gas sold and delivered under
this Agreement will be produced from Seller's Leases.

10
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obligations with Gas produced from other leases and delivered to the Receipt Point
provided that the total charge to Buyer may not exceed what Buyer would have
paid (Price plus Transportation Fee under Article IV plus Taxes under Article V)
if the Gas had been produced and delivered from Seller's Leases.
3.2 Term:

The effective date of this Agreement shall be the tirst date on

which both Parties have executed it. Its Term shall expire on December] I of the
20th Year after the date of the first delivery of Gas by Seller to Buyer.

For

example, if the first Gas delivery occurs in July of 2004, the Agreement will
terminate on December] I, 2024.
3.3 Gas Balancing:

If Buyer's

Homer Area distribution

system is

connected directly or through other pipelines to a transmission or distribution
system that serves other areas or if Buyer takes Gas for the Homer Area under
Article VII, the quantity of Gas that Buyer actually purchases each Year may not
equal the quantity that Buyer is obligated to purchase ("Annual Purchase and Sale
Obligation")

under Section 3.1 because of forecasting limitations, changes in

weather, and other operating factors. Buyer will not know the total Gas purchased
from other suppliers until shortly after year-end.

Any difference between the

amount purchased from Seller and the Annual Purchase and Sale Obligation for
any Year ("Balancing Gas") shall be balanced in January and February of the next
Year using the following procedures:
3.3.[

Ifin any Year Buyer purchases less than the Annual Purchase

and Sale Obligation for the reasons listed in Section 3.4 (deducting from actual

11
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purchases

any Balancing Gas taken during that Year to satisfy the Annual

Purchase and Sale Obligation of prior Years), in addition to the Annual Purchase
and Sale Obligation for the following Year the Balancing Gas shall be purchased
in January and February of the following Year. All Gas purchased in January and
February shall be deemed to be Balancing Gas until Buyer has purchased all the
Balancing Gas it is obligated to purchase.
3.3.2 If all of the Balancing Gas is not taken during January and
February, Buyer shall pay in March (when the bill for February deliveries is paid)
for the Balancing Gas not taken. Buyer may take the Balancing Gas, paid for but
not taken at any time Seller has the Gas available during the three Years following
the Year in which payment was made, or before any earlier termination of this
Agreement, but the Balancing Gas shall not reduce the Annual Purchase and Sale
Obligation for any Year.
3.3.3 If in any Year Buyer purchases

more than the Annual

Purchase and Sale Obligation for the reasons listed in Section 3.4 (deducting from
actual purchases any Balancing Gas taken during that Year to satisfy prior Years),
the Balancing Gas shall be deducted from the Annual Purchase and Sale
Obligation for the following Year if, in Buyer's opinion, the deduction in the
following Year is necessary to comply with the terms of gas purchase agreements
with third parties.

12
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3.3.4 The price for Balancing Gas shall be the Price in effect for the
Year in which the Balancing Gas should have been purchased as part of the
Annual Purchase and Sale Obligation.
3.3.5 Balancing Gas does not include Gas that Buyer is not obligated
to purchase from Seller but which Buyer chooses to purchase from Seller.
3.4 Unanticipated

Shortages:

to meet the needs of customers.

Buyer is a public utility and must attempt
If Seller for any reason, including a Force

Majeure Event, does not deliver all of the Gas it would otherwise be obligated to
deliver on any Day or if Buyer for any reason, including a Force Majeure Event,
cannot take from Seller all of the Gas Buyer is obligated to take on any Day,
Buyer may acquire whatever Gas is necessary to cover the shortage.

In either

event, Buyer will purchase or take only the amount of Gas necessary to cover the
shortage, but any purchases by Buyer to satisfY the shortage shall not be deemed a
waiver of any remedies or rights available to Buyer or Seller. If a reduction of the
purchases from Seller for any Year is attributable to actions or disabilities of
Seller, the Annual Purchase and Sale Obligation for that Year shall be reduced by
the amount of Gas purchased under this Section during that Year.
3.5 Title and Risk of Loss: Title to, risk of loss, and liability [or all Gas
sold and delivered by Seller and purchased and received by Buyer shall pass to
Buyer at the Receipt Point.
3.6 Operational

Communications:

designated by Seller) bye-mail

Buyer will notifY Seller (or anyone

or telephone periodically

1J

as to the volumes
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required by Buyer.

Seller recognizes that Buyer may change its volumes more

than once each Day and that a volume may not be changed for a number of Days.
The purpose of this Section is to provide communication
Seller about field operations and Buyer's needs.

between Buyer and

Communications

under this

Section do not change the obligations of the Parties.

ARTICLE IV
PRICE AND TRANSPORTATION FEE
4.1 Gas Price: Buyer shall pay Seller a Gas price (the "Price") for each
Mcf of Gas purchased from Seller. The Price will be adjusted annually and the
adjusted Price shall be in effect for the following Year.

The first Price

adjustment shall be effective January I of the Year following the Year in
which Gas is first delivered.
4.1.1

Price:

The Price shall be the Daily Average Price of

Henry Hub Natural Gas Futures (HHNGF).
4.1.1.1

The Daily Average Price of HHNGF shall be

determined from the prices for "Henry Hub Natural Gas" futures contracts traded
on New York Mercantile Exchange or its successor. The Daily Average Price of
HHNGF shall be the sum of the "Settle" prices reported for a contract traded
during

the

immediately

previous

thirty-six

month

period

ended

each

September 30th of the year prior to the year for which the Price is calculated for
each day that the contracts are reported as the contracts for the Current Trading
Month divided by the total number of days that such "Settle" prices are reported.
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"Current Trading Month" means the final month in which a contract can be traded.
The Daily Average Price of HHNGF shall then be converted into a price per Mcf
using the conversion factor of one (I) MMBTU equals one (I) Mcf.
4.1.1.2

The Price shall not be less than the Floor Price.

The Floor Price shall be determined by the following formula:
FP
FP
IP

=
=

=

IP x [(I + Adjuster) ~2]

Floor Price for any given Year (in $ per Mct)
$3.00 per Mcf

Adjuster = GDPIPD for the Quarter ended June 30 of the Year
before the Year for which the Price is calculated
GDPIPD for the Quarter ended June 30 of the Year
in which Gas is first delivered
"GDPIPD" means the Gross Domestic Product Implicit Price Deflator
prepared by the Bureau of Economic Analysis, Economics and Statistics
Administration, United States Department of Commerce.
4.2 References:

If the source of data or information used to calculate

the Price is not available or any Party, based on reasonable evidence, believes
in good faith that (i) the sources have been computed or published in error, or
(ii) the sources have so changed in the basis of calculation or reporting as to
materially

alter

the

validity

of

the

Price

adjustments

as

originally

contemplated, then the Parties shall negotiate whether there is a reference
failure and whether an appropriate amendment to or replacement of the Price
formula should be made.
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4.3 Calculation:

Buyer shall calculate the adjusted Price in October of

each Year and provide the calculation and supporting data to Seller by
November

1st of that Year.

Within thirty (30) Days of receipt of the

calculation, Seller shall notify Buyer of the reasons for any objections to the
calculation.
4.4 No Determination:

If an adjusted Price cannot be determined by

January 1 of any Year, the current Price will be used until the adjusted Price is
determined. The current Price will then be changed retroactively to January 1st
and Buyer will promptly payor receive a credit (with interest at the rate set in
Section 10.3) for the difference.
4.5 Transportation

Fee: It is Seller's responsibility to build all pipelines

and other facilities necessary to deliver the Gas to the Receipt Point at Anchor
Point.

The Buyer shall reimburse

Seller (in addition

to the Price)

the

RCA-approved tariff rate for Gas delivered through the new pipeline from Seller's
Leases to Buyer's Receipt Point at Anchor Point. ("Transportation Fee.") Buyer
shall have the right, without objection by Seller, to participate fully at Buyer's
expense in all RCA proceedings affecting the tariff rate. Any charges under the
tariff will be invoiced in the Month following the Month in which the Gas is
delivered to Buyer.
4.6 Price Example:

Exhibit 5 is a comprehensive example of the

calculation of Price, including the rounding convention.
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ARTICLE V
TA,XES
5.1 General Allocation:

Seller shall pay all taxes, fees, penalties, and

assessments attributable to the Gas or any other activity or facility prior to the
Receipt Point.

Buyer shall pay all taxes, fees, penalties, and assessments

attributable to the Gas or any other activity or facility at or after the Receipt Point.
5.2 Specific Allocation:

Buyer shall reimburse Seller for all Production

Taxes on Gas produced from Seller's Leases and sold to Buyer. The Production
Taxes shall be invoiced in the Month following the Month in which the Gas is
delivered to Buyer.
5.3 New Taxes:

The payment of any new taxes or increases in existing

taxes enacted or otherwise made effective after the date of this Agreement by any
governmental authority shall be allocated as provided in Sections 5.1 and 5.2.
5.4 Production

Tax Adjustment:

As provided in Section 10.1, Seller

shall bill Buyer each Month for Production Taxes due the State of Alaska on the
Gas purchased during the prior Month.

The bill shall include the data and

calculations made to determine the Product.ion Taxes.

Any claim by Seller for

additional Production Taxes must be made within 180 Days of the initial billing.
Buyer shall not be responsible for interest on any additional Production Taxes. If
Seller determines at any time that it has over-billed Buyer for Production Taxes, it
shall credit Buyer with the overcharge, plus interest at the rate set in Section 10.3,
on the next Month's invoice.
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ARTICLE VI
ROYALTIES
Seller shall be responsible for the payment of all royalties, and any fees,
penalties, and assessments attributable to the royalties, on Gas delivered under this
Agreement.

ARTICLE VII
WELL FAILURE
7.1 Well Failure Defined:

Under Article II, Seller has a continuing

obligation to maintain and operate at least two distinct Gas wells (not one multiple
completion well) on Seller's Leases, each of which, in the opinion of the Engineer,
is capable of serving the Homer Area by itself if the other well or related facilities
such as the dehydrator fail. "Well Failure" occurs anytime Seller cannot satisfy
this condition.
7. I.J In the event of Well Failure, Seller must immediately give
Notice to Buyer of the date and nature of the Well Failure.
7.1.2 Buyer shall have full access to Seller's personnel and records
(at reasonable times and on reasonable notice) in order to be fully informed about
the causes of the Well Failure. Buyer may employ an Engineer to obtain analysis
and advice, and to determine whether the Well Failure can be cured.
7.1.3 As promptly as practical, Seller shall inform Buyer whether,
how, and when it intends to cure the Well Failure.
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7.2 Remedies

in the Event of Well Failure:

Buyer has all of the

following remedies, and may exercise any or all of them, if Seller fails to cure the
Well Failure within ninety (90) Days ofthe date of the Well Failure:
(i)

to reduce the daily and annual volumes of Gas taken under this

Agreement and purchase Gas for the Homer Area from third parties;
(ii)
unrecoverable

to

receive
expense

reasonable

reimbursement

incurred in -constructing

from

pipelines

Seller

for

any

or other facilities

necessary to obtain Gas from third parties;
(iii)

to require Seller to reduce or stop Gas deliveries under Third-Party

Commitments under Section 3.1.4;
(iv)

to cure the Well Failure and to receive reasonable reimbursement

from seller for the costs of curing the Well Failure; and
(v)

to recover from Seller any reasonable increase in Gas costs that

Buyer incurs as a result of Buyer's election to purchase Gas from third parties
under Section 7.2(i).

ARTICLE VIII
QUALITY
8.1 Heating Value of Gas:
8.1.1 Gas shall have a Gross Heating Value of not less than nine
hundred fifty (950) BTUs per Standard Cubic Foot nor more than one thousand
fifty (\,050) BTUs per Standard Cubic Foot.
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8.1.2
representative

The Gross Heating

composite

Gas sample

Value of Gas shall be detennined
taken

at the point

from a

of measurement

by

periodic tests to be conducted

monthly by Buyer or at such other intervals as the

Parties

The detennination

may mutually

calorimeter,
NGPA

agree.

or chromatograph,

Publication

by calculation

from the component

2145, as it may be revised,

Paraffin Hydrocarbons

or Other Compounds

"Physical

Constants

constituents,

of

Gas delivered to the Receipt Point,

pipeline operated by Buyer, shall be commercially

gum, gum-fanning

free of dust,

or other liquid or solid matter that may separate

from the Gas in transportation,
Fahrenheit

entitled

analysis using

of Natural Gas."

8.2 Deleterious Matter Specification:
or to a regulated

shall be made by means of a

shall not exceed

one hundred

twenty

degrees

(120° F.), and shall not contain:
a.

More than four (4) pounds

of water per million

Standard

Cubic Feet of Gas;
b.

More than one (I) grain of hydrogen

sulfide per one hundred

(I 00) Standard Cubic Feet of Gas;
c.

More than twenty (20) grains

of sulphur

per one hundred

(100) Standard Cubic Feet of Gas;
d.

In excess

of (i) three percent

(3%)

by volume

of carbon

dioxide; or (ii) one percent (I %) by volume of oxygen.

8.3 Filtration
Agreement,

Seller

of Gas:

shall

install,

Before
operate,

20
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coalescing filter or other similar device to extract condensate from Gas prior to its
delivery to the Receipt Point.
8.4 Buyer's Right to Refuse Gas: Buyer shall have the right to refuse to
accept delivery of any Gas failing to meet the quality requirements of this
Article VIII.

ARTICLE IX
PRESSURE, MEASUREMENT, METERING, TESTING
9.1 Pressure:

If Buyer's Homer Area distribution system is connected

directly or through other pipelines to Buyer's transmission system for other areas,
Gas delivered under this Agreement shall be delivered at a pressure sufficient to
enter Buyer's

transmission system at the Receipt Point.

If the Homer Area

distribution system is not connected to Buyer's transmission system for other
areas, Gas must be delivered at a minimum pressure of 600 PSIG. Seller shall not
be required to deliver to the Receipt Point at a pressure greater than 1050 PSIG.
9.2 Measurement:

Seller, at its expense, shall provide measurement

stations at the Receipt Point and at Seller's Leases, which provide continuous data
showing Gas delivery rates and quality.
measurement

stations,

at Buyer's

measurement

stations

shall

Buyer shall maintain and operate the

expense.

consist

Unless agreed otherwise,

of (a) standard

measunng

the

equipment

conforming to the requirements of American Gas Association Gas Measurement
Committee Reports now in effect or as amended or supplemented during the term
of this Agreement,

(b) appurtenant

facilities,
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telemetry equipment.
reasonable
adjustments.

Seller shall have access to all measurement stations at

hours, but Buyer will make all calibrations,

measurements,

and

Buyer will make available to Seller, and will not charge Seller for

access to, telemetry signals (pressure and flow rates) on Buyer's system that Seller
requires to manage its Gas supply and demand systems.

Any new costs of

acquiring or using the telemetry signals shall be paid by Seller.
9.3 Inaccurate

Meters:

If a meter is out of service or registering

inaccurately, the volumes of Gas delivered shall be estimated:
a.

by using the registration of the check meter or meters of

Seller, if installed, and accurately registering, or in the absence of (a),
b.

by correcting

the error if the percentage

of error

IS

ascertainable by calibration, test or mathematical calculations, or in the absence of
both (a) and (b), then,
c.

by estimating the quantity of deliveries based on deliveries

during comparable

periods

under similar conditions

when the meter was

registering accurately.
9.4 Testing:

least once a Month.

Buyer will test the accuracy of the measuring equipment at
Buyer will give Seller reasonable advance notice so that

Seller may conveniently witness the tests. If Seller notifies Buyer that it desires to
test the accuracy of any measuring equipment, Buyer will test the accuracy of the
measuring equipment promptly after notification.

Seller shall have the right to

witness the calibrating, adjusting, and testing of the measuring equipment. Buyer
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shall, on request, give its physical test and meter proving reports to Seller. If there
is a dispute about any measurement, the Parties shall conduct a joint test that shall
be dispositive.

If the joint test reveals there is an error, Buyer shall pay all costs

associated with the joint test. If the joint test reveals there was no error, Seller
shall pay all costs associated with the joint test.
9.5 Correction:

If any measuring equipment is found to be inaccurate by

one percent (I %) or less, previous records of the equipment shall be considered
accurate. If any measuring equipment is found to be inaccurate by more than one
percent (I %), any previous records of that equipment will be corrected to zero
error for any period known definitely or agreed upon. If a period of inaccuracy is
not definitely known or agreed upon, the correction shall be made for a period of
one-half ('/1) of the time elapsed since the date of the last test. The correction shall
fully settle all claims based on the inaccuracy.

Any measuring equipment found

by test to be inaccurate, even if such error is less than 1%, will immediately be
adjusted or replaced, as appropriate, to l11easureaccurately.
9.6 Records:

Each Party shall preserve for a period of at least six (6) Years

all test data, charts, and other similar records for amounts of Gas purchased under
this Agreement.
9.7 Standards:
a.

Gas volumes shall be determined as follows:
The unit of volume measurement shall be one Standard Cubic

Foot of Gas with correction for temperature and pressure deviation from the Ideal
Gas Laws according to ANSI/API :l530 or AGA Report No.8, as applicable.
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b.

The average absolute atmospheric pressure shall be assumed

to be fourteen and sixty-five hundredths

(14.65) pounds per square inch,

irrespective of actual elevation or location of the Receipt Point above sea level or
variations in actual atmospheric pressure.
c.

The specific gravity of Gas shall be determined by the use of

a spot test method or, if the Parties later agree in writing, by the use of a recording
gravitometer generally accepted in the industry.

If a recording gravitometer is

used, the arithmetic average of the specific gravity of Gas flowing through the
meters shall be used in computing Gas volumes. If a spot test method is used, the
specific gravity of the Gas shall be determined at quarterly intervals, or more often·
if changes in specific gravity indicate that it is necessary. Any test shall determine
the specific gravity to be used in computation of volumes effective the first Day of
the following Month and shall be used until changed by subsequent test.
d.

The temperature of Gas shall be determined by a recording

thermometer so installed that it will record the temperature of the Gas flowing
through the meters. The average of the recorded temperatures to the nearest one
degree Fahrenheit (10 F.) obtained while Gas is being delivered shall be used in
computing measurements for that Day.
e.

Seller shall have the right to audit records of Buyer's volume

determinations for up to two years following delivery of Gas.
9.8 Check Meters:

Seller shall have the right to operate and maintain

check meters and other test equipment and devices at its expense.
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ARTICLE X
BILLING, PAYMENT AND RECORDS
th

10.1 Billing: On or before the tenth (10

)

Day of each Month, Buyer shall

furnish to Seller a statement showing the total volume of Gas delivered during the
preceding Month.

By the fifteenth (15th) Day of each Month, Seller shall give

Buyer an invoice showing the cost of the Gas (i.e., the Price times the total
volume), the Transportation Fee, if any, any corrections for prior months for the
Gas, and Production Taxes due under Article V. Buyer shall make payment to
Seller by check or wire transfer on or before the twenty-fifth (25th) Day of each
Month.

Buyer shall have the right to offset any amounts owed by Seller under

Article VII. Should Buyer's payment be different than the invoice amount, Buyer
will provide sufficient detail to support the adjustments made by Buyer to the
invoice amount. The Parties shall cooperate to resolve any disputed amount in a
timely manner.

Buyer may, without prejudice to any claim or right, pay any

disputed amount and must pay any undisputed amount.
10.2 Records:

Each Party shall have the right to inspect the files, books,

and records of any other Party that pertain to this Agreement. Inspections shall be
conducted during regular business hours after reasonable notice. Adjustments for
any over or under payments shall be made promptly upon determination.

All

billings shall be conclusively presumed final and accurate unless objected to in
writing within two (2) Years after the end of the Year in which the Gas was
delivered.

The obligations to make payment for Gas received and to balance the
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over

and under

cancellation

deliveries,

shall

survIve

thc termination

or

of this Agreement.

10.3 Interest:
payment

if any, to zero

Any amount

or any overpayment,

by the First National

not paid when

due, including

any under

shall accrue interest daily at the prime rate charged

Bank of Alaska

or its successor

(but not to exceed

the

maximum rate permitted by law).

ARTICLE Xl
RCA APPROV ALS
11.1 RCA
approved

Approval

of this

by the RCA before

Agreement
Agreement.

Buyer

to the RCA within

Seller informed

Gas.

Buyer

about the status of the RCA proceedings.

11.1.1 Agreement

be
this

Date of the

using its best efforts to
and will keep

Seller will cooperate

efforts to obtain RCA approval.

Approval

must

will submit

Buyer will give Seller copies of all pleadings

directly in the RCA proceedings

approved

Agreement

thirty (30) Days of the Effective

with and assist Buyer in Buyer's

deemed

purchases

This

Buyer will, at its expense, proceed diligently,

obtain RCA approval.

participate

Agreement:

Seller may

at its expense.
Defined:

This

Agreement

shall be

when the RCA issues an order, not subject to further appeal,

finding that all costs of purchasing

the Gas are fully recoverable

in the rates of

Buyer.
11.1.2 Termination:
this Agreement,

If the ReA

does not approve

or if it imposes terms and conditions
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Buyer or Seller, Buyer or Seller may terminate the Agreement by giving notice of
termination within ninety (90) Days of the date the RCA's order is served. If the
RCA has not approved this Agreement by June 30, 2004, any Party may terminate
the Agreement after thirty (30) Days notice.
11.2 RCA Approval

of Rates:

The RCA order granting Buyer's

certificate to serve the Homer Area left unresolved the level and design of Buyer's
rates. At approximately the time this Agreement is submitted for RCA approval,
Buyer shall file a proposed tariff with the RCA setting forth the rates it proposes to
charge its customers in the Homer Area.

If the ReA does not approve a tariff

acceptable to Buyer, Buyer may terminate this Agreement by giving notice of
termination within ninety (90) Days of the date the RCA's order is served.

ARTICLE Xli
BOILER PLATE
12.1 Force Majeure:
a.

Non-Performance:

Except as provided in Article VlI, no

Party shall be responsible for any loss or damage to another Party resulting from
any delay in performing or failure to perform any obligation under this Agreement
(other than Buyer's obligation to make payments due and owing under this
Agreement) if the failure or delay is caused by a Force Majeure Event.
b.

Force Majeure Event:

"Force Majeure Event" means any

event that directly or indirectly renders a Party unable, wholly or in part, to
perform or comply with any obligation, covenant, or condition in this Agreement
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if the event, or the adverse effects of the event, is outside of the control of, and
could not have been prevented by, the affected Party with reasonable foresight, at
reasonable cost, and by the exercise of reasonable diligence in good faith, and is
not attributable to the negligence or willful misconduct of the affected Party.
Force Majeure Events include without limitation the following events (to the
extent they otherwise satisfy the definition):
I.

act of God, fire, lightning,

landslide, earthquake,

storm, hurricane, hurricane warning, flood, high water, washout, explosion, or
well blowout;
11.

strike, lockout, or other industrial disturbance, act of

the public enemy, war, military operation, blockade, insurrection, riot, epidemic,
arrest or restraint by government of people, terrorist act, civil disturbance, or
national emergency;
111.

the inability of the affected Party to acqUlre, or the

delay on the part of the affected Party in acquiring materials, supplies, machinery,
equipment, servitudes, right-of-way grants, pipeline shipping capacity, easements,
permits or licenses, approvals, or authorizations by regulatory bodies or oil and
gas lessors needed to enable the Party to perform;
IV.

breakage of or accident to machinery,

equipment,

facilities, or lines of pipe, and the repair, maintenance, improvement, replacement,
test, or alteration to the machinery, equipment, facilities, or lines of pipe, and the
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freezing of a well or line of pipe, well blowout, or the partial or entire failure of a
Gas well; or
v.

act, order, or requisition of any governmental agency

or acting governmental authority, or any governmental law, proration, regulation,
or priority.
c.

Notice and Remedy:

The Party claiming the excuse of

Section 12.1(a) shall:
I.

notity the other Party of the Force Majeure Event

within a reasonable time after its occurrence, giving reasonably full particulars and
its best estimate of the time required to remedy the Force Majeure Event;
II.

keep the other Party informed

of all significant

Ill.

exercise diligence in good faith to remedy the Force

developments;

Majeure Event and resume full performance under this Agreement as soon as
reasonably practicable (except that the settlement of strikes, lockouts, or other
labor disputes shall be entirely within the discretion of the affected Party); and
IV.

if the Party claiming

the Force

Majeure

Event

estimates that the Force Majeure Event will not be remedied for twelve (12)
Months or more, the other Party may terminate this Agreement on sixty (60) Days
notice.
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12.2 Binding on Successors:

This Agreement shall be binding upon and

inure to the benefit of the legal representatives, successors, and assigns of the
Parties.
12.3 Assignments

and Other

Transfers:

Seller may not assign its

obligations under this Agreement without first obtaining the written consent of the
Buyer.

Buyer shall give its consent if the assignee (I) is able to satisfy Seller's

Continuing Obligations in Article II, and (2) is a publicly traded corporation listed
on a United States stock exchange OR is a corporation or other business entity
with a tangible net worth of at least $100,000,000 as shown by independently
verifiable

documents

reorganization

satisfactory

to Buyer

OR

of Seller in which the management,

if there

is a corporate

ownership,

assets, and

liabilities of Seller are essentially the same after the corporate reorganization as
before.

Buyer may not assign its obligations under this Agreement without first

obtaining the written consent of Seller, which consent shall not be unreasonably
withheld or delayed. No consent shall be required: (I) if all or substantially all of
the assets of Buyer are acquired by another person; (2) if all or substantially all of
the Alaska or Cook Inlet area assets of Buyer are transferred to a wholly owned
subsidiary of Buyer; (3) in the event of a merger, consolidation, or reorganization
of Buyer with another person; or (4) the assignee is Alaska Pipeline Company. In
the event of an acquisition, asset transfer, merger, reorganization, stock transfer,
corporate restructuring, or consolidation, the acquiring or surviving entity shall
assume the obligations and benefits of this Agreement.
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Section shall in any way prevent any Party from pledging or mortgaging its rights
under the Agreement as security for its indebtedness.
12.4 Easements and Rights-of-Way:

Seller and Buyer, at no expense to

the other, grant and assign to each other all necessary easements and rights-of-way
for the construction of pipelines or other facilities necessary or convenient for the
delivery or receipt of Gas under this Agreement.
12.5 Governing Law: This Agreement shall be governed by and construed
in accordance with the laws of the State of Alaska, excluding its rules of conflicts
of laws that would refer it to the laws of another jurisdiction.

The Parties agree

that any judicial proceeding shall be brought in the state courts for the State of
Alaska in Anchorage.
12.6 Agreement Not to be Construed

Against Either Party as Drafter:

The Parties recognize that this Agreement is the product of the joint efforts of the
Parties and agree that it shall not be construed against either Party as drafter.
12.7 Notices:

All notices, consents, requests, demands, instructions,

approvals, and other communications

permitted or required shall be made in

writing by two of the following methods:

(a) personally delivered, (b) delivered

and confirmed by facsimile transmission, (c) delivered by Federal Express, DHL,
or other reputable overnight courier delivery service, (d) e-mail, or (e) deposited in
the United States mail, first class, postage prepaid, certified or registered, return
receipt requested, addressed as follows:
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If to Seller:
For Gas Sales and Scheduling:
Attention:
Address:

Telephone:
Facsimile:
E-mail:

J. Lawrence Snead
Physical:
1909 So. Harvard
Tulsa, Oklahoma 74112
Mailing:
samc as physical
(918) 748-8775
(918) 748-8891
jlsnead I@aol.com

For Payments:
Attention:
Address:

Telephone:
Facsimile:
E-mail:

Accounts Receivable
Physical:
6945 Kassonta Drive
Jamesville, New York 13078
Mailing:
same as physical
(315) 637-0071
(315) 682-7089
amerilinkl@aol.com

For All Other Notices:
Attention:
Address:

Telephone:
Facsimile:
E-mail:

Barry Foote
Physical:
341 Bradley Drive
Wilmington, NC 28409
Mailing:
same as physical
(910) 792-6034
(910)792-6026
bfoote@aol.com

If to Buyer:
For Gas Sales and Scheduling:
Attention:
Address:

Telephone:
Facsimile:
E-mail:

Manager, Finance and Rates
Physical:
3000 Spenard Road
Anchorage, AK 99503
Mailing:
P. O. Box 190288
Anchorage, AK 99519
(907) 264-3661
(907) 264-3671
Dan. Dieckgraeff@enstarnaturalgas.com
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For Payments:
Attention:
Address:

Telephone:
Facsimile:
E-mail:

General Accounting Manager
Physical:
3000 Spenard Road
Anchorage, AK 99503
Mailing:
P. O. Box 190288
Anchorage, AK 99519
(907) 264-3628
(907) 272-3403
Kathleen .Egosque@enstarnaturalgas.com

Day-to-Day Operations and Scheduling:
Attention:
Address:

Telephone:
Facsimile:
E-mail:

Gas Control
401 E. International Airport Road
Physical:
Anchorage, AK 99518
P. O. Box 190288
Mailing:
Anchorage, AK 99519
(907) 264-3788
(907) 264-3779
Enstar. GasCon trol@enstarnaturalgas.com

For A// Other Notices:
Attention:
Address:

Telephone:
Facsimile:
E-mail:

Manager, Finance and Rates
Physical:
3000 Spenard Road
Anchorage, AK 99503
Mailing:
P. O. Box 190288
Anchorage, AK 99519
(907) 264-3661
(907) 264-3671
Dan.Dieckgraeff@enstamaturalgas.com

or to any other place within the United States of America designated in writing.
All notices given by personal delivery, overnight courier, or mail shall be effective
on the date of actual receipt at the appropriate address. Notice given by facsimile
or e-mail shall be effective upon actual receipt if received during recipient's
normal business hours or at the beginning of the next business Day after receipt if
received after the recipient's normal business hours.
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12.8 Entire Agreement:

This Agreement constitutes the entire agreement

and understanding between the Parties about the subject matter of this transaction
and all prior agreements, understandings and representations,

whether oral or

written, about this subject matter are merged into and superseded by this written
Agreement.

No amendment to this Agreement shall be binding on either Party

until reduced to writing and signed by the Parties by individuals with the same or
greater authority than the individuals who signed this Agreement.
12.9 Headings:

The headings throughout this Agreement are for reference

purposes only and shall not be construed or considered in interpreting the terms
and provisions of this Agreement.
12.10 No Incidental

or Consequential

Damages:

Except as provided in

Article VII, neither Party shall have any liability to the other for special,
incidental, consequential, or punitive damages (including, without limitation, lost
profits) resulting from or arising out of this Agreement.
12.11 Termination
a.

Events:

Termination Event Defined: Each of the following events is a

Termination Event: (i) any Party makes an assignment or general arrangement,
for the benefit of creditors; (ii) any Party defaults in its payment obligations under
this Agreement;

(iii) any Party commences, authorizes,

or acquiesces

in the

commencement of a proceeding under any bankruptcy, insolvency, or similar law,
or has such a proceeding commenced against it; or (iv) any Party or any Party's
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parent company becomes bankrupt or insolvent, or is unable to pay its debts when
due.
b.

Cure Period: If a Termination Event described in 12.II(a)(ii)

or (iv) occurs, any non-defaulting Party may give notice to the defaulting Party
specifying the default. The defaulting Party shall have sixty (60) Days from the
notice to cure.

If the default is not cured within sixty (60) Days, any

non-defaulting Party has the right to withhold or suspend deliveries or payment, or
terminate

this Agreement.

If any other Termination

Event occurs,

any

non-defaulting Party has the right immediately to withhold or suspend deliveries
or payment, or term inate this Agreement.
c.

Reservations:

Events not defined as Termination Events may

permit a Party to terminate this Agreement or take other action.

Each Party

reserves all rights, set-offs, counterclaims, and other defenses to which it

IS

entitled under this Agreement, at law or in equity.
12.12 Waiver:

No failure or delay by any Party in exercising any right

under this Agreement shall operate as a waiver of that right, nor shall any partial
exercise of a right preclude any further exercise of that or any other right. The
rights shall be cumulative and not exclude any rights or remedies provided by law
or in equity.
12.13 Multiple Originals:

Each copy of this Agreement that is properly

signed by all Parties shall be deemed an original.
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12.14 Fees and Costs:

In the event of any judicial action to compel or

enforce arbitration under Section 12.15, the prevailing party shall be entitled to an
award of actual reasonable attorney fees and costs incurred.

In the event of any

bankruptcy proceeding, including relief from stay, assumption or rejection of
executory contracts or transfer avoidance, the debtor in bankruptcy shall pay all
costs and actual reasonable attorney fees incurred by the non-debtor Party, which
payment shall be necessary to the cure of all defaults under this Agreement.
12.15 Arbitration:

Any dispute under this Agreement (including, without

limitation, enforcing a term of the Agreement or protecting a right under the
Agreement) between the Parties shall be resolved by arbitration.
shall be governed

by Alaska's

Uniform

Arbitration

The arbitration

Act (AS 09.43.010-

09.43.180), as amended from time to time, the provisions of this Agreement, and
the AAA Code of Ethics for Arbitrators in Commercial Disputes.
12.15.1 Initiating Arbitration:

A Party may initiate arbitration by

giving notice as provided in Section 12.7. The Notice ("Notice of Arbitration")
shall be specific as to the issue or issues to be arbitrated and the relief requested.
The Party receiving the Notice of Arbitration shall, within twenty (20) Days of
receipt, reply fully to each claim in the Notice of Arbitration and identify with
specificity any additional claims to be arbitrated ("Arbitration
Arbitration

Reply").

The

Reply shall be delivered to the other Party as provided under

Section 12.7. A response to the Arbitration Reply is not required. Neither Party
may initiate a new arbitration while a prior arbitration is pending.
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12.15.2

Selection of Arbitrators:

Each Party shall select one

arbitrator ("Party Arbitrator") within fifteen (15) Days of receipt of the Arbitration
Reply.

The Party Arbitrators are not neutral and each is free to communicate

throughout the arbitration with the Party that named him or her.
Arbitrators shall select a third arbitrator ("Neutral Arbitrator").

The Party
The Neutral

Arbitrator shall be neutral and free of personal, economic, or social ties to either
Party that would give rise to an actual conflict of interest or appearance of
impropriety.

If the Party Arbitrators are unable to select the Neutral Arbitrator

within thirty (30) Days of receipt of the Arbitration Reply, either Party may apply
to the Superior Court in Anchorage under AS 09.43.030 to name the Neutral
Arbitrator.
12.15.3
consultation

Arbitration

Rules:

The

Neutral

Arbitrator,

with the Party Arbitrators, shall adopt procedural

after

rules for the

arbitration. The procedural rules shall establish:
(a)

a schedule for each step in the arbitration;

(b)

whether a hearing is necessary and, if so, a limitation

on the length of the hearing;
(c)

a limit on the number and length of briefs;

(d)

discovery procedures, generally following the Alaska

Rules of Civil Procedure, with appropriate limits on discovery, if discovery is
deemed necessary;
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(e)

rules generally prohibiting

ex parte communication

between the Party Arbitrators and the Neutral Arbitrator except for the limited
purpose of scheduling meetings und teleconferences among ull arbitrators; and
(f)

other rules necessary to a specdy, orderly, and fair

resolution of the dispute.
Although it is desirable that the Party Arbitrators and the Neutral
Arbitrator agree on the arbitration rules, agreement is not required.

The Neutral

Arbitrator may, if necessary, adopt the arbitration rules over the objection of either
or both Parties, but the Neutral Arbitrator must consent to any procedural rule to
which both Parties agree.
The arbitration rules shall be appropriate

for the issues to be

arbitrated. For example, an issue of modest economic impact, which is unlikely to
arise again, would dictate very limited or no discovery, short briefs, and a short
hearing or a decision on the briefs.

An issue that may have a large economic

impact or raises major issues of Agreement interpretation could call for extensive
discovery, longer briefs, and a long hearing.

It is the intent of the Parties that

arbitration be as fast and inexpensive as possible, consistent with each Party
having a fair opportunity to present fully its case. Any hearing shall be held in
Anchorage, Alaska.
12.15.4

Arbitration

Decision:

The

arbitrators

shall

meet

immediately following the close of any arbitration hearing or submission of the
briefs, and meet from day-to-day until a decision is reached. The arbitrators must
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make their decision within ten (10) business days of the end of the hearing. The
arbitrators are bound by Section 12.10. The decision shall be in writing, shall be
as brief as possible, and shall be signed by the arbitrators joining in the decision
("Award").

The arbitrators shall not prepare an opinion explaining the reasons for

the Award.
12.15.5

Costs and Fees of Arbitration:

The Parties shall share

equally the fees and costs of the Neutral Arbitrator, unless the arbitration award
provides othenvise.

Each Party shall bear its own fees and costs, including any

costs of its Party Arbitrator.
12.16 Authority to Sign: Each person signing this Agreement warrants
that he or she has authority to sign the Agreement.
12.17 Further Assurances: The Parties agree to do such further acts or
execute such further documents as may reasonably be required to effectuate this
greement.
ENSTAR NATURAL GAS
COMPANY, A DIVISION OF SEMCO
ENERGY, INC.
By: Isl Eugene Dubay
Its:
Chief Operating Officer
Date: July 31, 2003

NORTHSTAR ENERGY GROUP, INC.
By: Isl Samuel Nappi
Its:
Chairman
Date: July 7, 2003
Effecti ve Date: __
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EXHIBIT I
TO THE GAS SALES AGREEMENT BETWEEN
NORTHSTAR ENERGY GROUP, INC.
AND ENSTAR NATURAL GAS COMPANY
BUYER'S FORECAST
HOMER REQUIREMENTS
Annual Requirements

Daily Requirements

(Estimated Purchases) - MMcf

(Deliverability) - MMcf/d

Year 1

57

2.2

Year 2

409

3.4

Year 3

538

4.3

Year 4

623

4.8

YearS

673

5.0

Year 6

708

5.3

Year 7

732

5.6

Year 8

751

5.6

Year 9

770

5.8

Year 10

784

5.9

Year 11

795

5.9

Year 12

808

5.9

Year 13

818

6.1

Year 14

831

6.1

Year 15

841

6.2

Year 16

851

6.2

Year 17

864

6.3

Year 18

875

6.4

Year 19

888

6.5

Year 20

899

6.7
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EXHIBIT 2
TO THE GAS SALES AGREEMENT BETWEEN
NORTHSTAR ENERGY GROUP, INC.
AND ENSTAR NATURAL GAS COMPANY
SELLER'S

LEASES

1. Oil and Gas Lease ADL 02095
Lease Description:
TOWNSHIP 4 SOUTH, RANGE 13 WEST, SEWARD MERIDIAN
SECTION 8: ALL, containing 640 ACRES
SECTION 20: NW/4, NE/4, SW/4, N/2SE/4, and SW/4SE/4, containing 600
ACRES
TOWNSHIP 4 SOUTH, RANGE 14 WEST, SEWARD MERIDIAN
SECTION 25: ALL. containing 640 ACRES

2. Oil and Gas Lease ADL 0733
Lease Description:
TOWNSHIP 4 SOUTH, RANGE 14 WEST, SEWARD MERIDIAN
SECTION 36: N/2, SW/4, W/2SE/4, NE/4SE/4, containing 600 ACRES
3. Oil and Gas Lcase BLM A024366
Lease Description:
TOWNSHIP 4 SOUTH, RANGE 14 WEST, SEWARD MERIDIAN
SECTION 23: ALL, containing 640 ACRES
SECTION 24: ALL, containing 640 ACRES
SECTION 26: ALL, containing 640 ACRES
SECTION 27: E/2, SW/4, E/2NW/4, SW/4NW/4, containing 600 ACRES
4. Oil and Gas Lease BLM A024363
Lease Description:
TOWNSHIP 4 SOUTH, RANGE 14 WEST. SEWARD MERIDIAN
SECTION 28: E/2, containing 320 ACRES
SECTION 33: E/2, containing 320 ACRES
SECTION 34: ALL, containing 640 ACRES
SECTION 35: ALL, containing 640 ACRES
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5. Oil :md Gas Lease ADL 388209
Lease Description:
TOWNSHrP 4 SOUTH, RANGE 13 WEST, SEWARD MERIDIAN
SECTION 4: ALL, containing 643.28 ACRES
SECTION 6: LOTS 3 THRU 7, E2SW4, SE4NW4, containing 318.88 ACRES
SECTION 7: LOTS 1 THRU 4, E2W2, containing 3 I 7.60 ACRES
SECTION 9: ALL, containing 640 ACRES
SECTION I6: ALL, containing 640 ACRES
SECTION 20: SE/4SE/4, containing 40 ACRES
SECTION 21: ALL, containing 640 ACRES
SECTION 28: ALL, containing 640 ACRES
SECTION 29: ALL, containing 640 ACRES
SECTION 3 I: S/2SE/4, E/2E/2NW/4, ALASKA STATE LAND SURVEY 7894 AS SHOWN ON PLAT NO. 79-7 HOMER RECORDrNG DISTRICT,
containing I56.79 ACRES
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EXHIBIT

3

TO THE GAS SALES AGREEMENT BETWEEN
NORTHSTAR ENERGY GROUP, INC.
AND ENSTARNATUR<U. GAS COMPANY
RECEIPT

POINT DESCRIPTION

Anchor Point
At the upstream flange of the Buyer's meter at or near the connection of the Buyer's
Anchor Point-Horner pipeline and Seller's North Fork-Anchor Point pipeline (near the
intersection of the Sterling Highway and the North Fork Road) located within the
Southeast 1/4 of Section 34, Township 4 South, Range IS West, Kenai Peninsula
Borough, Seward Meridian, State of Alaska.
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EXHlBIT4
TO THE GAS SALES AGREEMENT BETWEEN
NORTHSTAR ENERGY GROUP, INC.
AND ENSTAR NATUR<\.L GAS COMPANY

SEC RESERVE DEFINITIONS FROM THE CODE OF FEDERAL
REGULATIONS
TITLE 17--COMMODITY AND SECURITIES EXCHANGES
CHAPTER II--SECURITIES AND EXCHANGE COMMISSION
PART 21O--FORM AND CONTENT OF AND REQUIREMENTS FOR FINANCIAL
STATEMENTS,
Sec. 2 10.4-10 Financial accounting and reporting for oil and gas producing activities
pursuant to the Federal securities laws and the Energy Policy and Conservation Act of
1975.

Definitions
(a) Definitions. The following definitions apply to the tenns listed below as they are
used in this section:

(2) Proved oil and gas reserves. Proved oil and gas reserves are the estimated quantities
of crude oil, natural gas, and natural gas liquids which geological and engineering data
demonstrate with reasonable certainty to be recoverable in future years from known
reservoirs under existing economic and operating conditions, i.e., prices and costs as of
the date the estimate is made. Prices include consideration of changes in existing prices
provided only by contractual arrangements, but not on escalations based upon future
conditions.
(i) Reservoirs are considered proved if economic producibility is supported by either
actual production or conclusive fonnation test. The area of a reservoir considered proved
includes (A) that portion delineated by drilling and defined by gas-oil andlor oil-water
contacts, if any, and (B) thc immediately adjoining portions not yet drilled, but which can
be reasonably judged as economically productive on the basis of available geological and
engineering data. In the absence ofinfonnation on fluid contacts, the lowest known
structural occurrenc·e of hydrocarbons controls the lower proved limit of the reservoir.
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(ii) Reserves which can be produced economically through application of improved
recovery techniques (such as fluid injection) are included in the proved classification
when successful testing by a pilot project, or the operation of an installed program in the
reservoir, provides support for the engineering analysis on which the project or program
was based.
(iii) Estimates of proved reserves do not include the following: (A) Oil that may
become available from known reservoirs but is classified separately as indicated
additional reserves; (B) crude oil, natural gas, and natural gas liquids, the recovery of
which is subject to reasonable doubt because of uncertainty as to geology, reservoir
characteristics, or economic factors; (C) crude oil, natural gas, and natural gas liquids,
that may occur in undri!led prospects; and (D) crude oil, natural gas, and natural gas
liquids, that may be recovered from oil shales, coal, gilsonite and other such sources.
(3) Proved developed oil and gas reserves. Proved developed oil and gas reserves are
reserves that can be expected to be recovered through existing wells with existing
equipment and operating methods. Additional oil and gas expected to be obtained
through the application of fluid injection or other improved recovery techniques for
supplementing the natural forces and mechanisms of primary recovery should be
included as proved developed reserves only after testing by a pilot project or after the
operation of an installed program has confirmed through production response that
increased recovery wi II be achieved.
(4) Proved undeveloped reserves. Proved undeveloped oil and gas reserves are reserves
that are expected to be recovered from new wells on undrilled acreage, or from existing
welIs where a relatively major expenditure is required for recompletion. Reserves on
undri !led acreage shall be limited to those drilling units offsetting productive units that
are reasonably certain of production when drilled. Proved reserves for other undrilled
units can be claimed only where it can be demonstrated with certainty that there is
continuity of production from the existing productive formation. Under no circumstances
should estimates for proved undeveloped reserves be attributable to any acrcage for
which an application of fluid injection or other improved recovery technique is
contemplated, unless such techniques have been proved effective by actual tests in the
area and in the same reservoir.

f

~
i"
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EXHIBIT 5
TO THE GAS SALES AGREEMENT BETWEEN
NORTHSTAR ENERGY GROUP, INC.
AND ENSTAR NATURAL GAS COMPANY

EXAMPLE

OF PRICE CALCULATION

This Exhibit is an example of the basic Price calculation

under Article IV

of the Agreement.
1.

Rounding - Price calculations will be rounded to tour decimal places.
Intennediate calculations (e.g., calculation of an average price) will also
be rounded to four decimal places and carried through the calculation.
Instructions for rounding are as follows:
If the value of the digits
following the fourth decimal
place is:

To round, drop all of the digits after the fourth
decimal place and:

Greater than .00005

Add .0001.

Less than .00005

Do nothing.

Equals .00005

Do nothing if the digit in the fourth decimal
place is even. If the digit in the fourth decimal
place odd, add .0001.

Examples:
19.1916514
25.624721
19.12145000
12.76215000

rounds
rounds
rounds
rounds

to
to
to
to
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2.

Price Calculation Example 1 - This example assumes that the Price is
being calculated for 2006. Paragraph 4.1.1 provides that the Price shall be
the Daily Average Price of Henry Hub Natural Gas Futures.
a.

Calculation of Daily Average Price of Henry Hub Natural Gas

Futures - Paragraph 4.1.1.1 provides that the Daily Average Price of Henry Hub Natural
Gas Futures (HHNGF) shall be determined from the sum of the "Settle" prices reported
for a contract traded during the immediately previous thirty-six month period ended each
September 30th of the year prior to the year for which the Price is calculated for each day
that the contacts are reported as the contracts for the Current Trading Month divided by
the total number of days that such "Settle" prices are reportcd. "Current Trading Month"
means the final month in which a contact can be traded.
In this example, the thirty-six month period for the calculation would
begin October 1, 2002 and end September 30, 2005 and the Current Trading Month
contract would be the November 2005 futures contract.

Assume that the sum of the

Current Trading Month Settle prices for HHNGF each day in the thirty-six month period
ended Seplember 30, 2005 is $2,229.453 per MMBTU and that the values were reported
for 729 days. The Daily Average Price of HHNGF for use in 2006 is:
$2229.453 = 3.058234 ...
729
Rounded to four decimal places = $3.0582 per MMBTU
Converted to price per Mcf using the conversion factor of one (1)
MMBTU equals one (I) Mcf= $3.0582 per Mcf= 2006 Daily Average Price ofHHNGF
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b.

Calculation of Floor Price - Paragraph 4.1.1.2 provides that the

Price shall not be less than the Floor Price. The Floor Price (FP) for any given year shall
be:
•

The Initial Price (IP) which equals $3.00 per Mcf

•

Multiplied by [(1 plus the change in the Gross Domestic Product
Implicit Price Deflator (GDPIPD) from the quarter ended June 30
of the Year in which Gas is first delivered to the quarter ended in
June of the Year prior to the sale) divided by 2].

In this example, it is assumed that Gas is first delivered in 2004 and the
quarter ended in June of the Year prior to the sale would be the quarter ended June of
2005. To illustrate the calculation, assume the GDPIPD for the quarter ended June 2004
is 125.62 and the GDPIPD for the quarter ended June 2005 is 127.69. The change is:
127.69 =
125.62

1.016478 ...

Rounded to four decimal places = 1.0165
2006 Floor Price is:
$3.00 x [(1+1.0165) + 2J = Price
$3.00 x [2.0165 + 2J = Price
$3.00 x 1.0082

= $3.02460

Rounded to four decimal places

=

$3.0246

= 2006

Floor Price

"GDPIPD" (the Gross Domestic Product Implicit Price Deflator) used in
the calculation of "FP" in Article 4.1.1.2 shall be that which is calculated and reported by
the U.S. Department of Commerce, Economics and Statistics Administration, Bureau of
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Economic Analysis or its successor.

The GDPIPDs employed shall be the "Final

Revision" for the second quarter of each year.

c.

Comparison of Daily Average Price of HHNGF

10

Floor Price -

The Average Daily Price of HHNGF for 2006 calculated in 2a. above was $3.0582 per
Mcf. Because it would be higher than Floor Price for 2006 of $3.0246 per Mcf that was
calculated in 2b. above, it would be the Price for 2006.

3.

Price Calculalion

Example 2 - Assume everything

in Price

Calculation Example 1 except that the sum of the Current Trading Month Settle prices for
HHNGF each day in the thirty-six month period ended September 30,2005 is $2,029.453
per MMBTU and that the values were reported for 729 days. The Daily Average Price of
HHNGF is:
$2029.453 = 2.783886 ...
729
Rounded to four decimal places = $2.7839 per MMBTU
Converted to price per Mcf using the conversion factor of one (1)
MMBTU equals one (1) Mcf= $2.7839 per Mcf.
In this example, the 2006 Daily Average Price of HHNGF would be less
than the 2006 Floor Price of $3.0246 per Mcf, therefore the 2006 Price would be
$3.0246.

N:\b::lh\86[7\030728 Conrract (NorthSl;lr) . final.doc

49

Attachment A
Page 60 of 94

ENST AR Natural Gas Co.
TA-125-4
August 2003
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1
2

STATE OF ALASKA

3
4

5
6

REGULATORY

COMMISSION

Before Commissioners:

OF ALASKA
Mark K. Johnson, Chair
Kate Giard
Dave Harbour
James S. Strandberg
G. Nanette Thompson

7

8
9

10
11

12
13
14

15

In the Matter of the Gas Sales Agreement
Between ENST AR NATURAL GAS
COMPAJ"lY, a division ofSEMCO
ENERGY, INC. and NORTHSTAR
ENERGY GROUP, INC.

16

)
)
)
)
)

TA 125-4

)

17

18
19

TESTIMONY

OF DANIEL M. DIECKGRAEFF

20

21

Q.

Please state your full name, title, and business address.

22

A.

My name is Daniel M. Dieckgraeff.

I am the Manager, Finance and

23

Rates, and also Treasurer of ENST AR Natural Gas Company and Vice President of

24

Alaska Pipeline Company (which I will refer to collectively as "ENST AR" or "the

25

Company"). ENSTAR Natural Gas Company is a division of SEMCO Energy, Inc.

26

and is organized as part of SEMCO's natural gas business unit, SEMCO Encrgy Gas

27

Company. My business address is 3000 Spenard Road, Anchorage, Alaska 99503.

28
29

30

Q.

Please

briefly

describe

your

present

job

responsibilities

at

ENSTAR and your work experience.
A.

I am responsible for all accounting and finance functions at ENST AR,

31

along with budgeting and planning functions. gas supply, and regulatory matters

32

before the RCA.

33

various contracts with large customers.

I am also responsible for monitoring ENST AR's tariff and its
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1

] have been employed with ENST AR Natural Gas Company since July 12,

2

1982. I have held supervisory and managerial positions responsible for regulatory

3

matters and corporate planning since my employment with ENST AR.

4

Prior to my employment

with ENST AR, I spent three years with the

5

Anchorage

6

Administration degree with a major in public accounting from Gonzaga University in

7

1979.

office of Price Waterhouse.

I received

a Bachelor

of Business

8

I am a Certified Public Accountant and am presently a member of the Alaska

9

Society of Certified Public Accountants, the American Institute of Certified Public

10

Accountants, and the Institute of Management Accountants.

Q.

11
12

Are you a member

of any other professional

and community

organizations?

13

A.

Yes.

I am a member of the Western Energy Institute (formerly the

14

Pacific Coast Gas Association) and its Gas Management Committee.

15

Pacific Region Chairman of the American Gas Association's

16

Committee. I am also a member of Commonwealth North.

I am a past

Gas Requirements

17
18

Purpose

19

Q.

What is the purpose of your testimony?

20

A.

I will provide a brief history leading up to this filing, discuss some of

21

the major features of the gas supply agreement and discuss ENSTAR's distribution

22

plans and proposed rate treatment for the Homer service area.
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1

Background

2
3
4

Q.

Could you give a brief summary

A.

Yes. ENSTAR has been looking at providing natural gas service to

of tbe events leading up to tbis

filing?

5

the Homer area for over 40 years.

6

proposals for service, some by ENSTAR and some by others.

7

proposals involved utilizing the gas well that was drilled in 1965 in an area north of

8

Homer, often referred to as North Fork.

9

Over that time, there have been a number of
Most of those

In 1995, an application to provide service to several Alaskan communities,

10

including

Homer,

was filed by Alaska

11

Competing applications to serve Homer were filed by Homer Electric Association (U-

12

96-109) and by ENSTAR (U-96-108). Alaska Interstate later amended its application

13

to exclude Homer, and the Commission held a hearing on the HEA and "ENST AR

14

applications, eventually awarding the service area to ENST AR subject to certain

15

conditions

16

ENST AR was to commence service in the Homer area by December 31, 2000. That

17

was later extended to December 31, 2002.

18

extension of time to file its annual status report on service to Homer until March 31,

19

2003 as it had just bcgun discussions with NorthStar Energy Group, Inc. for gas ITom

20

the North Fork. On April I, 2003, ENSTAR filed a status report on service to Homer,

21

stating that it was in negotiations for a supply contract and requested an extension of

22

time until mid-summer 2003 to complete the negotiations.

(U-96-1081U-96-109(6),

Intrastate

11/3/97).
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1

the extension until August 31, 2003 and required monthly status reports (U-96-

2

108(10».

3

Q.

Why has there not been gas service to Homer?

4

A.

Up to now there has not been a secure, reliable gas supply source

5

close enough to Homer to be economic.
r:

6
7

8
9

Q.

The gas well at North Fork was drilled in 1965, what has changed

to allow ENST AR to rely upon it to provide service?
A.

ENSTAR has always believed that it is not appropriate to rely on a

single well to provide service to a community.

As described in greater detail below,

10

NorthStar agreed to do additional drilling and prove up additional deliverability and

11

reserves so that the Homer supply would have the security of redundancy.

12

Q.

Did ENST AR look at other sources of supply for Homer?

13

A.

Yes. At the time of the original certificate proceeding ENST AR had

14

investigated service utilizing LNG.

That is not currently economically

feasible.

15

ENST AR has also worked with a number of potential suppliers on several different

16

gas prospects in the area. At least one well was drilled in those different prospects,

17

but it was unsuccessful.

18
19

20

Major Contract

Q.

21

NorthStar

22

A.

23

Provisions

Could

you

please

summarize

the

major

provisions

of the

Contract?
Yes.

Please note that a more concise summary is contained in the

body of Tariff Advice Letter 125-4.
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1

The NorthStar Contract provides that NorthStar will supply and ENST AR will

2

purchase all of the gas required by ENST AR to serve Homer for 20 years from the

3

date of the first deliveries.

4

Q.

What are the provisions for drilling that you mentioned earlier?

5

A.

The Contract requires NorthStar to drill at least one additional well, to

6

prove up its gas reserves, and establish, to the satisfaction of a reputable, independent

7

petroleum engineer, that its leases constitute a Commercial Quality Gas Field, as that

8

tenn is defined in Article [ of the Contract.

9
10

11

Q.

What are the provisions for getting tbe gas from tbe well to the

customers in Homer?

A.

ENST AR will construct a pipeline extension from Anchor Point to

12

Homer and install local gas distribution facilities in Homer. Concurrently, NorthStar

13

will construct a pipeline to transport gas from its leases to ENST AR's pipeline

14

tenninus at Anchor Point. lnitially, these pipelines will not be interconnected with

15

the existing gas pipeline network on the Kenai Peninsula.

16

Q.

17

Kacbemak

18

A.

Are tbere

plans

to conoect

tbose pipelines

to tbe new Kenai

Pipeline (KKPL) aod tbe existing pipeline system?
NorthStar has stated its intention to eventually interconnect with the

19

KKPL if its gas volumes are proven to exceed the amounts required to serve Homer.

20

NorthStar, however, is prohibited from selling any gas from the leases identified in

21

the NorthStar Contract to other purchasers, without first obtaining an engineer's
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1

opInIOn that the sale will not jeopardize NorthStar's

2

Homer requirements.

ability to meet ENSTAR's

3

Q,

What is the price of the gas under the contract?

4

A.

The gas is priced annually using a thirty-six month daily average of the

5

Henry Hub natural gas futures.

6

(Mct) adjusted for 1, of inllation.2 The price includes the full deliverability necessary

7

to meet the winter requirements

8

ENST AR's other gas supply agreements, ENST AR will reimburse NorthStar for

9

certain taxes.

I

[t has floor price of $3.00 per thousand cubic feet

of ENSTAR's

Homer customers.

ENSTAR will also pay NorthStar's

ReA-approved

As with

tariff rate for

10

transportation of the gas from NorthStar's leases to Anchor Point. The price in this

11

contract is identical to the price in the recently approved Unocal contract, the only

12

difference being a $3.00 floor price instead of $2.75.

13

Q.

Are the obligations under tbe contract conditioned?

14

A.

Yes.

ENSTAR's

obligations

are

conditioned

on

NorthStar

15

maintaining

clear title to its leases, demonstrating

that its leases qualifY as a

16

Commercial

Quality Gas Field, maintaining

17

willingness and ability" to perfoml, constructing the necessary facilities, and meeting

18

certain other ongoing obligations.

19

upon ENST AR constructing and legally operating the line extension from Anchor

20

Point to Homer and the local distribution system in Homer

financial

and operational

"fitness,

Similarly, NorthStar's obligations are conditioned

I These contracts
are traded on the New York Mercantile Exchange. The average daily price is
calculated from the sum of the "Settle" prices teported for the period ended September 30 for the price
change etfective on the following January 1. The price is calculated on a per Mcfbasis.
2 Using the Gross Domestic Product Implicit Price Detlator.
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Q.

1
2

Are there protections for ENSTAR and its rate payers provided in

the Contract?

3

A.

Yes. while gas exploration

is never a sure thing, the NorthStar

4

Contract has significant protections for ENST AR and its ratepayers.

A second well

5

will be drilled promptly following RCA approval of the Contract. (Section 2.3).

6

ENST AR is not required to construct facilities until that well is completed (Section

7

2.3.1) and an independent, registered petroleum engineering tirm (selected and hired

8

by ENST AR) has certi fied that NorthStar's

9

Field (Section 2.3), meaning that there is sufficient gas to serve the Homer area for 20

leases are a Commercial Quality Gas

10

years and that each well is capable of serving alone if the other fails (see Definitions,

11

p.3.).

12

continuing obligations (Section 2.1) and there are extensive remedies in the event of a

13

well failure (Article VII).

Throughout

the term of the NorthStar Contract, NorthStar has rigorous

14
15

Gas Supply Benefits

16

Q.

Describe the benefits under this contract.

17

A.

There are many benefits to the residents of the Homer service area.

18

For the first time they will have access to clean burning natural gas at rates that are

19

signiticantly

20

increased economic activity as NorthStar develops its gas leases, and as both it and

21

ENST AR build their respective pipeline systems. It will reduce reliance on fuel oil as

22

a heating source in the area and reduce the risk of oil related environmental issues

23

such as leaking fuel tanks.

less than rates for competing energy sources.
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1

There are also significant benefits to all of South-Central

Alaska.

This

2

contract requires additional drilling and proven reserves in order to go forward. That

3

in turn will increase the developed gas reserves in Cook Inlet.

4

benefits

5

infrastmcture

6

Peninsula will be spurred.

from the development

of additional

Everybody in the area

gas reserves.

will be built, and interest in exploration

In addition,

new

of the Southern Kenai

7
8

Proposed Rates for tbe Homer Service Area

Q.

9
10

11

Did tbe Commission

establisb

rates for tbe Homer in its order

granting tbe service arca to ENST AR?
A.

No. U-96-108(6) did not specifically address the rates for service. It

12

required

ENST AR to file amended

13

commencement service.

tariff sheets by sixty days prior to the

14

Q.

Wbat rales does ENST AR propose for the Homer Service Area?

15

A.

ENST AR proposes

to recover its costs of purchasing

gas from

16

NorthStar and serving Homer in the same way it recovers the costs of serving its

17

other 112,000 customers in South-Central Alaska.

18

provisions and rate schedules.

It plans to use the same tariff

19

Q.

How does ENST AR propose to recover the gas costs?

20

A.

ENST AR intends to recover the cost of gas purchased under the

21

NorthStar Contract through the Gas Cost Adjustment Clause in Section 708 of its

22

tariff. Like all of its other gas supplies, the NorthStar gas would be blended into the

23

weighted average that is used to compute the GCA. The result would be that all of
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1

ENST AR's customers would share the incremental change in the GCA and Homer

2

customers would pay the same rate for gas as everyone else on the ENSTAR system.

Q.

What would the effect be on ENST AR 's GCA?

4

A.

ENSTAR's

5

$2.5575 per Mcf.

6

would be $4.39 per Mcfl. At the volumes anticipated for Homer after start-up (about

7

500,000 Mcf per year), the NorthStar Contract gas would increase ENST AR's

8

WACOG by approximately 9 cents per Mcf to $2.6457 per Mcf. Under ENST AR's

9

recently approved rate design, its W ACOG and GCA are the same.

current weighted average cost of gas ("WACOG")

is

At current prices (July 2003). the NorthStar Contract gas price

10

Q.

Are the remaining rates for service the same?

11

A.

Yes.

ENST AR proposes to charge its Homer customers the same

12

customer charges and base rates as it charges its other customers in Anchorage, the

13

Matanuska Susitna Borough, and in Kenai and Soldotna.

14

Q.

Are there any charges that are different for Homer?

15

A.

Yes, ENSTAR is proposing a line extension surcharge for the Homer

16

servIce area.

17

Q.

What is a line extension surcharge?

18

A.

ENST AR is proposing a $\.00 per Mcf surcharge which is calculated

19

to recover the capital costs associated with a 4-inch pipeline that is necessary to bring

20

the gas from Anchor Point (where it will be delivered into the ENST AR system by

21

NorthStar) to Homer.

The concept behind this surcharge is the same as the line
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1

extension charges applied throughout ENST AR's service area and found at Section

2

602 of its tariff.

3

Q.

Please explain.

4

A.

Under ENST AR's main extension tariff, it will construct the facilities

5

necessary

to provide

gas distribution

service

so long as the extension

6

economically feasible and does not cause an unreasonable added cost burden to be

7

borne by existing Customers." (ENST AR tarift~ Section 602a, Sheet 59). If the costs

8

of constructing the system extension are not economically fcasible and would place

9

an undue burden on existing customers, ENST AR may require the customers that

10

would benefit from the extension to pay some of the costs of thc extension as a

11

contribution

12

economic feasibility analysis of serving the Homer area, ENST AR has dctermined

13

that including the 4-inch pipeline from Anchor Point to Homer (estimated to cost

14

$3,500,000) in rate base would place an undue burden on existing customers and that

15

a contribution

16

contribution in aid as a main extension surcharge of $1.00 per Mcf for gas delivered

17

to customers in the Homer service area.

in aid of construction (Scction 602e, Sheet 63).

in aid of construction is in order.

"is

In performing the

ENST AR would collect the

18

Q.

How was that surcharge determined?

19

A.

Dr. Bruce Fairchild details the calculation in his testimony.

20

Q.

How long will the surcharge be in effect?

) The price of $4.39 is calculated based upon the 36 month average through late July 2003, which would
also be the current price for the recemly approved Unocal contract. ENST AR is scheduled to start taking
deliveries under the Unocal contract beginning January I, 2004. Both contracts aetu:U!yuse a 36 month
average ending September 30.
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1

A.

ENST AR proposes to collect the surcharge until the tOlal actual capital

2

costs associated with the pipeline (including construction costs, rate of return. and

3

income

4

reconciliation

5

Commission.

6

approximately 10 years which is the typical period for main extension deposits.

taxes)

are recovered.
of collections

ENST AR will provide

the RC A an annual

at the same time it files its annual report to the

The assumptions used by Dr. Fairchild produce a total recovery in

7

Q.

Is tbis different from ENSTAR's normal main extension policy?

8

A.

Yes, ENSTAR's

9

contribution

normal main extension

policy requires that the

in aid be paid in advance in a lump sum by the initial customers.

10

ENSTAR believes applying that policy would place an unreasonable hardship on the

11

initial customers in the Homer area and seriously impede the development of the

12

distribution system. ENST AR reviewed the Homer service area distribution system

13

using the provisions set out in its main extension tariff (Section 602).

14

including the cost of the 4-inch Anchor Point to Homer Pipeline, ENST AR's analysis

15

indicates that the average customer, in all but the town center of Homer, will need to

16

provide an up front main deposit or contribution in aid in excess of $1,300.

17

areas of the individual areas will have deposits that are much higher. ENSTAR felt

18

that requiring an additional amount for the 4-inch pipeline would be extremely

19

burdensome

20

systems to natural gas. Spreading over time makes sense and it is fair.

Without

Some

when coupled with the cost of the customer converting its heating

21

Because ENST AR will finance the pipeline and the Homer customers will

22

repay ENST AR, all customers who benefit from the pipeline will share in the costs

23

without burdening the remainder of ENSTAR's customers.
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1
2

3

Q.

How will tbe remainder

A.

ENST AR will continue to follow its normal tariff for main extensions

of the distribution

system in Homer be

built?

4

(Section 602) and service connections (Section 601).

As noted above, some areas

5

will require main extension advances due to lower densities.

6

distribution system, excluding the Anchor Point to Homer Pipeline, would be part of

7

ENSTAR's system-wide rate base.

The Homer area

8

Q.

How does ENSTAR see the distribution

9

A.

A lot of that will depend upon customer interest. Initially we expect

system developing?

10

construction of the distribution system in the more dense central districts of the

11

communities of Homer and Anchor Point. Based upon our market research in Homer

12

and our experiences in other communities, we would expect a build-out from those

13

core areas.

14

distribution system construction to begin in the central business district, radiating out

15

along East End Road, along the Sterling Highway (both directions) and uphill as

16

customer interest warrants.

With respect to the City of Homer, we would expect the initial

17

ENST AR personnel have spent a lot of time over the years looking at the

18

loads in the area, laying out a proposed distribution system and keeping tabs on the

19

economic drivers of the communities.

20

Q.

21

ENS TAR?

22
23

A.

What

conversion

and

growth

assumptions

were

used

by

In the central core area of Homer, ENST AR is expecting about 85~o of

the potential structures to convert to natural gas within the first 3 years gas being
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1

available.

Those penetration rates drop tor other areas as the densities decrease.

2

Growth from new construction is projected to range from 0.85% in the core area of

3

Homer to 1.6% in the outlying areas.

4

earlier marketing work done in the area, ENST AR's experience in other communities

5

and the expected price difference between natural gas and the cost of other fuels. The

6

growth

7

anticipates that the delivered price of natural gas will be about 60% that of fuel oil.

8

Its projections indicated having over 1,500 customers in the service area by the end of

9

three years of operations.

assumptions

The conversion rates used are based upon

are based upon historical

population

trends.

ENST AR

10

Q.

What additional market research in the Homer area is planned?

11

A.

ENSTAR's proposal to use the $1.00 surcharge to finance the pipeline

12

and to apply its system-wide general rates and tariffs for the Horner service area is

13

based upon the conversion and density assumptions discussed above.

14

ENST AR has a gas supply, a formal service plan and current costs, it plans to

15

perform an additional market analysis over the next few months to gauge the current

16

level of interest and ensure that its assumptions are reasonable.

17

interest is substantially less than its assumptions, ENSTAR would be forced to revise

18

its rate proposal.

Now that

If the current level of

19

Q.

How could the rate proposal be revised?

20

A.

It would depend upon what the new level of interest is, but options

21

would include an increase in the surcharge to insure recovery over the original ten

22

years.

23

Q.

Wben does ENST AR expect to complete this new market review?
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1

A.

We intend to have the analysis completed with the next 60 to 90 days,

2

long before the application review process is completed.

Since this is thc first time

3

that ENST AR has been able to approach the communities with this plan for gas

4

supply and service, and the resulting cost expectations, we think it is only prudent to

5

reconfirm thc customer interest.

6
7

Summary

8

Q.

Do you have any final comments?

9

A.

Yes.

ENST AR is excited, and I am personally excited, that, after

10

several years of effort, gas service to Homer may soon become a reality. There has

11

been a lot of hard work by a lot of people to get gas to Homer at an economical ratc.

12

ENST AR has worked with a large number of parties over the years, producers, local

13

civic leaders, Homer Electric, City and Borough personnel, and community members.

14

NorthStar is the first producer to offer sufficient, reasonably priced gas

15

supplies that are located close enough to Homer to make retail gas service feasible.

16

ENST AR is confident that the phased obligations in the NorthStar Contract will

17

ensure that NorthStar will be fully able to perform bcfore ENSTAR commits

18

substantial resources to the project and before its prospective Homer customers incur

19

the costs of conversion to gas. ENST AR believes that the contract price is fair and is

20

confident

21

commercial customers in Homcr at the rates ENST AR proposes to charge.

that gas service will be warmly welcomed

22

Q.

Does this conclude your prepared

23

A.

Yes it does.
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DIRECT TESTIMONY

1

Q.

Please

2

A.

Bruce

3

Q.

By whom are you employed

4

A.

I

TA 125-4

OF BRUCE H. FAIRCHILD

state your name and business
H. Fairchild,

am

a

3907 Red River,

principal

in

a firm

engaged

Financial

(FINCAP),

6

ing to business

and government.

Describe

educational

Q.

Texas

78751.

Concepts

in financial,

and

economic,

background,

Applications,
and policy

professional

Inc.
consult-

qualifications,

and prior experience.

8
9

your

Austin,

and in what position?

5

7

address.

A.

i hold a BBA degree

from Southern

10

PhD degrees

11

tified

12

the

13

serving

14

ity Commission

(PUC)

15

school

at the University

Public

from the University
Accountant.

Controller's

faculties

of Texas

My previous

Department

as Assistant

Methodist

Director

at Austin.

employment

at Sears,
of Economic

of Texas.

I have

Roebuck

also

and MBA and

I am also a Cerincludes
and

Research

of Colorado

1

University

been

working

in

Company

and

at the Public

Util-

on the business

at Boulder

and the UniAttachment A
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1

versity

2

courses

of Texas at Austin
in finance

Q.

Briefly

4

A.

While at the Texas

your experience

in utility-related

PUG, I assisted

5

of approximately

6

analysis,

7

search,

8

staff in numerous

cases involving

9

operative

telephone,

twenty-five

cost allocation

10

garding

11

Since forming

12

analytical

13

utilities,

14

sions.

I have also prepared

15

before

a number

16

quirements,

17

gas, electric,

18

speaker

at regulatory

19

research

concerning

20

tains

21

Appendix

a variety

of

professionals

systems.

I testified

consumers,

of

allocation,

conferences
various

regulatory

of my experience

testimony

revenue

been

of

commis-

in the areas

reof

a frequent

and have published
A resume

and qualifications

that con-

is attached

as

developed

its

A.

23

A.

My purpose

capital

I have

issues.

issues.

on behalf

witness

issues

and seminars,

and co-

in a wide range of

addressing

and water/sewer.

What is the purpose of your testimony?

26

economic

matters

and rate design

Q.

pipeline,

and

expert

authorities

re-

in the state re-

and regulatory

and presented

financial

on behalf of the PUG

utility-related

municipalities,

regulatory

for

and financial

utilities

accounting,

22

25

economic

and water/sewer

involving

telephone,

the details

proposed

responsible

comprised

most major investor-owned

financial,

assignments
industrial

24

a division

FINGAP in 1979, I have participated

cost

and graduate

matters.

in managing

and rate design,

and data processing

electric,

undergraduate

and accounting.

3

describe

where I taught

here

line

is to describe

extension

surcharge

and how it proposes
costs

associated

briefly
for

to account

with the pipeline

2

how ENSTAR
the

Anchor

Point

to Homer

for and determine

when the

have been fully

recovered
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1

through

2

Homer area.

3

Q.

4

5

A.

the

line

extension

surcharge

assessed

Please

summarize

cerning

the issues to which you are testifying

In preparing

the basis of your knowledge

my analysis

and testimony

of information

customers

in

and conclusions

the

con-

in this case.

in this case, r utilized

6

ety of sources

7

person in my capacity.

8

ral gas industry

from my prior work with many of the major intrastate

9

gas distribution

and transmission

10

elsewhere.

11

fifteen

12

ments included

13

Docket

14

and rate design

15

tax rates on ENSTAR's

16

testimony

in Docket

17

tracts

ENSTAR's

18

U-88-71,

and

19

Chugach

Electric

20

and U-96-109

21

cessity

22

Commission's

23

Q.

24
25
26

Briefly

I am generally

I have worked

years

Nos.

for

that would normally

on various

U-83-38

in the

Southwest

and

for the past approximately
matters.

Past engage-

addressing

to orders

cost-of-service

in

study

and the impact

of changes

rates in Docket

No. U-87-2.

I also presented

addressed

the issue of con-

power

regarding

upon by a

about the natu-

in T A-50-4 pursuant

U-84-59

which

plant

customers;

concern.ing

a proper

Association,

for gas service

describe

testimony

No. U-87-42,

U-88-72

companies

with ENSTAR

and

issues,

knowledgeable

rate and regulatory

presenting

be relied

a vari-

Inc. (CEA);

a certificat~
in Homer.

Docket

the line extension

Nos.

transportation

and Docket

of public

Most recently,

review of ENSTAR's

in federal

income

U-88-70,
rate

for

Nos. U-96-108

convenience

and ne-

I participated

in the

rates in Docket No. lJ-00-88.

surcharge

ENSTAR is proposing

for

the Anchor Point to Homer pipeline.
A.

As explained
Anchor

by Mr. Dieckgraeff,

Point to Homer pipeline

because
in ENSTAR's

3

including
system

the cost

of the

rate base would
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place an undue burden

on ENSTAR's

2

tion in aid of construction

3

der.

4

lump-sum

5

an excessive

6

Homer area, ENSTAR

7

in aid of construction

8

line extension

9

associated

10

11

from customers

because

charging

Q.

customers

burden on them and impede providing
proposes

to finance,

for the pipeline

surcharge

would

with the pipeline,

an

cost of the pipeline

continue

including

up-front,

would

gas service

place
to the

over time, the contribution

through

an Mcf surcharge.

until the total

construction

What

line

extension

surcharge

is ENSTAR

A.

ENSTAR

is proposing

This

capital

costs,

proposing

that the line extension

costs

rate of re-

in connection

surcharge

for the pipe-

line be set at $1.00 per Met.

15

Q.

How did ENSTAR arrive at this proposed

16

A.

The

$1.00

per

Mcf

surcharge

17

amount

necessary

18

pipeline

over an approximately

Q.

20
21

in the Homer area is in or-

Homer

share of the construction

a contribu-

with the Anchor Point to Homer pipeline?

14

19

customers,

turn, and income taxes, have been recovered.

12
13

However,

existing

What assumptions
Met line extension

A.

Developing

to recover

the construction

23

the surcharge

24

ESTAR estimates

25

$3,500,000

developed

the capital
ten-year

costs

surcharge?

by determining

the

associated

with

the

$1.00

per

period.

were used in developing

the proposed

surcharge?

the line extension

22

was

line extension

surcharge

cost of the pipeline,
would

be assessed,

that the Anchor

to construct,

assumptions

the Met sales volumes
and a capital
Point

with Met sales

4

required

to Homer

carrying
pipeline

in Homer being

about

on which
cost

rate.

will

cost

projected

to
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1

increase

2

tions to 792,000

3

return

4

recently

5

changed.

6

Q.

A.

9

approximately

329.000

in the tenth year.

allowed

in Docket

full

state and federal

applied

year

of opera-

the 9.97 percent

No. U-00-88 were

How were these assumptions

income

assumed

to arrive

rate of

tax rates

to remain

at ENSTAR's

un-

proposed

surcharge?

As shown on the attached
sumptions,

in the first
Further,

and the 9.4 and 35 percent

line extension

7
8

from

Schedule

the extension

10

costs associated

11

approximately

12

tive convenience,

surcharge

with the pipeline

$1.04 per Mcf.

Q.

Does this roundin9

14

A.

No.

is proposing

to recover

for simplicity

as-

the capital

over ten years was calculated

However,

compromise

based on the above

necessary

this amount was rounded

13

ENSTAR

BHF-1,

to be

and administra-

down to $1.00 per Mcf.

the line extension

surcharge?

that the line extension

surcharge

be as-

15

sessed only until it has recovered

16

ciated with the pipeline.

The $1.04 was based on current

construction

17

cost

estimates,

projections,

most

18

rate

of return

19

rates.

20

doubtedly

be different

and/or change over the period during which the

21

surcharge

is applied,

the time it will

22

capital

23

than the ten years

24

per Met does not undermine

25

charge.

volume
decision,

Because

costs

and

the actual

associated

assumed.

the

current

values

with

the total actual

tor

Commission's

state

ultimately
will

Consequently,
the principles

costs asso-

and federal

all of these

the pipeline

5

capital

at

will

to recover

be shorter

using

income

variables

take

recent
tax
un-

the

or longer

a rounded

$1.00

the line extension

sur-
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Q.

Please describe

2

costs associated

3

the line extension

4

A.

how ENSTAR proposes
with the pipeline

sociated

6

tributable

7

the pipeline

8

this amount will be recorded

9

balance

in this account

10

monthly

rate of return

11

plus

12

stock

13

then be reduced

14

charge.

When the

15

original

construction

16

have been fully recovered),

17

continued.

18

extension

19

mission

20

nual report.

Q.

have been fully recovered

a separate

5

21

with the Anchor

will be tracked

surcharge.

through

will be increased

income

equity

taxes

portions

balance

surcharge

with an annual

What are the benefits

informed

ENSTAR

reconciliation

of ENSTAR's

23

Point to Homer pipeline?

on customers

capital

25

ENSTAR's

proposal

several

26

continuation

"postage

6

zero

will
sur-

(i.e.,

carrying

surcharge

the
costs

will be dis-

of the status of the line
to provide

the Comits an-

to assess a Met line ex-

in the Homer

benefits

the

preferred

The account

reaches

proposes

proposal

to the gas supply

of ENSTAR's

the

at the same time it files

In addition

achieves

with

from the line extension

the line extension

account,

it times

in its last rate case,

of the return.

To keep the Commission

cost of

Each month, the

.by mUltiplying

in the account

at-

Upon completion,

account.

associated

received

costs as-

The construction

cost and all subsequent

tension

A.

through

and the receipts

a work order.

in a separate

by the receipts

surcharge

of the capital

ENSTAR was authorized

and federal

and common

accounting

Point to Homer pipeline

to the line extension

22

24

when the capital

surcharge.

ENSTAR will maintain

state

to determine

discussed
objectives.

area for the Anchor

by Mr. Dieckgraeff,
First,

it allows

the

stamp" rate policy under which all

Attachment A
Page 82 of 94

1

of its customers

2

well as the cost of gas.

Second,

3

existing

the capital

4

that

5

STAR's

6

customers

7

over a number

8

Mcf basis,

9

pipeline

are charged

customers

will

with

be principally
proposed

line

it does not unduly
costs

used to serve
extension

in the Homer
of years.

new customers

generally

the same rates for both base service

surcharge

area by spreading
Fourth,

11

more customers

12

afford

13

ENSTAR,

the larger base over which

14

operating

and financing

15

benefits

natural

lump sum contribution

Third,
the

And finally,

the surcharge
associated
Fifth,

be able to better

the predominantly
system

on

can

on an
with

the

by not requir-

the more customers

the ENSTAR

EN-

burden

in aid of construction

in the Homer area will

gas service.

a pipeline

the cost of the pipeline

to their use of it.

ing an up-front,

with

reduces

by assessing

10

ENSTAR's

customers.

will pay for the costs

in proportion

burden

associated

new

as

payment,
and sooner
served

fixed

be spread,

by

costs of
which

all customers.

16

Q.

Does that conclude

17

A.

Yes, it does.

your direct testimony

7

in this case?
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APPENDIX A

BRUCE H. FAIRCHILD
FINCAP. INC.
Financial Concepts and Applications
Economic and Financial Counsel

3907 Red River
Austin, Texas 78751
(512) 458-4644
FAX (512) 458-4768
fincap@texas.net

Summary of Qualifications
M.B.A. and Ph.D. in finance, accounting, and economics; Certified Public Accountant.
Extensive
consulting experience involving regulated industries. valuation of closely -held businesses, and
other economic analyses.
Previously held managerial and technical positions in government,
academia, and business, and taught at the undergraduate,
graduate, and executive education
levels. Broad experience in technical research, computer modeling, and expert witness testimony.
Employment
Principal,
FINCAP, Inc.
(Sep. 1979 to present)

Economic consulting
firm specializing
in regulated
industries and valuation of closely-held
businesses.
Assignments
have
involved
electric,
gas,
telecommunication,
and water/sewer
utilities.
with
clients
including
utilities,
consumer
groups,
municipalities, regulatory agencies, and cogenerators.
Areas
of
participation
have
inciuded
revenue
requirements, rate of return, rate design, tariff analysis,
avoided cost, forecasting,
and negotiations.
Other
assignments have involved some seventy valuations as
well as various economic (e.g., damage) analyses,
typically in connection with litigation. Presented expert
witness testimony before courts and regulatory agencies
on over one hundred occasions.

Adjunct Assistant Professor,
University of Texas at Austin
(Sep. 1979 to May. 1981)

Taught undergraduate
courses in finance: Fin. 370 Integrative Finance_and Fin. 357 - Managerial Finance.

Assistant Director, Economic
Research Division,
Public Utility Commission of Texas
(Sep. 1976 to Aug. 1979)

Division consisted of approximately twenty-five financial
analysts, economists, and systems analysts responsible
for rate of return, rale design, special projects, and
computer systems.
Directed Staff participation in rate
cases, presented testimony on apprOXimately thirty-five
occasions. and was involved in some forty other cases
ultimately
settled.
Instrumental
in the
initial
development of rate of return and financial policy for
newly-created agency. Performed independent research
and managed State and Federal funded projects.
Assisted in preparing appeals to the Texas Supreme
Court and testimony presented before the Interstate
Commerce Commission
and Department
of Energy.
Maintained communications
with financial community,
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industry representatives, media, and consumer groups.
Appointed by Commissioners as Acting Director.
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Assistant Professor, College of
Business Administration,
University of Colorado at Boulder
(Jan. 1977 to Dec. 1978)

Taught graduate and undergraduate courses in finance:
Fin. 305 - Introductory Finance, Fin. 401 - Managerial
Finance, Fin. 402 - Case Problems in Finance, and Fin ..
602 - Graduate Corporate Finance.

Teaching Assistant,
University of Texas at Austin
(Jan. 1973 to Dec. 1976)

Taught
undergraduate
courses
in finance
and
accounting: Acc. 311 - Financial Accounting, Acc. 312Managerial Accounting,
and Fin. 357 - Managerial
Finance. Elected to College of Business Administration
Teaching Assistants' Committee.

Internal Auditor,
Sears, Roebuck and Company,
Dallas, Texas
(Nov. 1970 to Aug 1972)

Performed audits on internal operations involving cash,
accounts receivable,
merchandise,
accounting,
and
operational
controls,
purchasing,
payroll,
etc.
Developed operating
and administrative
poliCy and
instruction. Performed special assignments on inventory
irregularities and Justice Department Civil Investigative
Demands.

Accounts Payable Clerk,
Transcontinental
Gas Pipeline
Corp., Houston, Texas
(May. 1969 to Aug. 1969)

Processed documentation
suppliers and creditors.

and authorized

payments

to

Education
Ph.D., Finance, Accounting,
and
Economics,
University of Texas at Austin
(Sep. 1974 to May 1980)

Doctoral program included coursework
in corporate
finance, investment theory, accounting, and economics.
Elected to honor society of Phi Kappa Ph i. Received
University outstanding doctoral dissertation award
Dissertation:
Public utility

Estimating
Companies

the Cost of Equity to Texas

M.B.A., Finance and Accounting,
University of Texas at Austin,
(Sep. 1972 to Aug. 1974)

Awarded Wright Patman Scholarship
Texas Credit Union Leagues.

B. B.A., Accounting and Finance,
Southern Methodist University,
Dallas, Texas
(Sep. 1967 to Dec. 1971)

Dean's List 1967-1971 and member of Phi Gamma Delta
Fraternity.

Other Professional

Professional
Report:
Planning
Enterprise in Austin, Texas

by World

a Small

and

Business

Activities

Certified Public Accountant, Texas Certificate No. 13,710 (October 1974); entire exam passed in
May 1972. Member of the American Institute of Certified Public Accou ntants and Texas Society
of Certified Public Accountants.
Member of Advisory Council, Center for Public Utilities,
Economics, New Mexico State University.

College of Business Administration

and
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Member of Financial Management Association, Southwestern Finance Association, and American
Finance Association.
Participated as session chairman, moderator, and paper discussant at
annual meetings of these and other professional associations.
Visiting lecturer in Executive M.B.A program at the University of Slellenb osch Graduate Business
School, Belleville, South Africa (1983 and 1984).
Associate Editor of Austin Financial Digest, 1974-1975. Wrote and edited a series of investment
and economic articles published in a local investment advisory service.
Military
Texas Army National Guard, Feb. 1970 to Sep. 1976. Speciaiist 5th Class with duty assignments
including recovery vehicle operator for armor unit and company clerk for finance unit.
Bibliography
Monographs
"On the Use of Security Analysts' Growth Projections in the DCF Model," with William E. Avera,
Earnings Regulation Under Inflation, J. R. Foster and S. R. Holmberg, eds., Institute for Study of
Regulation (1982).
"An Examination of the Concept of Using Relative Customer Class Risk to Set Target Rates of
Return in Electric Cost-of-Service
Studies", with William E. Avera, Electricity Consumers
Resource Council (ELCON) (1981); portions reprinted in Public Utilities Fortnightly (Nov. 11,
1982).
"The Spring Thing (A) and (B)" and "Teaching Notes", with Mike E. Miies, a two-part case study in
the evaluation, management, and control of risk; distributed by Harvard's Intercollegiate Case
Clearing House; reprinted in Strategy and Policy: Concepts and Cases, A. A. Strickland and A.
J. Thompson, Business Publications, Inc. (1978) and Cases in Managing Financial Resources, I.
Matur and D. Loy, Reston Publishing Co., tnc. (1984).
"Energy Conservation in EXisting Residences, Project Director for development of instruction
manual and workshops promoting retrofitting of existing homes, Governor's Office of Energy
Resources and Department of Energy (1977-1978).
"Linear Algebra," "Calculus," "Sets and Functions," and "Simulation Techniques," contributed to
and edited four mathematics programmed learning texts for MBA students, Texas Bureau of
Business Research (1975).
Articles

and Notes

"How to Value Personal Service Practices," with Keith Wm. Fairchild,
(August 1989).

The Practical Accountant

"The Impact of Regulatory Climate on Utility Capital Costs: An Alterna tive Test," with Adrien M.
McKenzie, Public Uti/ifies Fortnightly (May 25, 1989).
"North Arctic Industries, Limited," with Keith Wm. Fairchild,

Case Research Journal (Spring 1988).

"Regulatory Effects on Electric Utilities' Cost of Capital Reexamined,"
Public Utilities Fortnightly (September 2, 1982).

wit h Louis E. Buck, Jr.,

"Capital Needs for Electric Utility Companies in Texas: 1976-1985", Texas Business Review
(January-February
1979), reprinted in "The Energy Picture: Problems and Prospects", J. E.
Pluta, ed., Bureau of Business Research (1980).
"Some Thoughts on the Rate of Return to Pubiic Utility Companies," with William
Proceedings of/he NARUC Biennial Regulatory Information Conference
(1978).

E. Avera,
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"Regulatory Problems of EFTS," with Robert McLeod, Issues in Bank Regulation
reprinted in Illinois Banker (January 1979).
"Regulation of EFTS as a Public Utility," with Robert McLeod,
Bank Structure and Competition (1978).

Proceedings

with Jerry Thomas, Proceedings

"Capital Costs Within a Firm," Proceedings

of the Southwestern

"The Cost of Capital to a Wholly-Owned
Finance Association
(1977).
Selected

Public Utility Subsidiary,"

1978)

of the Conference

"Equity Management of REA Cooperatives,"
Finance Association
(1978).

Finance

(Summer

of the Southwestern

Association

Proceedings

on

(1977).

of the Southwestern

Papers and Presentations

"Legislative Changes Affecting Texas Utilities," Texas Committee of Utility
Representatives,
Fall Meeting, Austin, Texas (September 1995).

and Railroad

Tax

"Rate of Return," "Origins of Information," Economics," and "Deferred Taxes and lTC's," New
Mexico State University and National Association of Regulatory Utility Commissioners Public
Utility Conferences on Regulation and the Rate-Making Process, Albuquerque, New Mexico
(October 1983, 1984, 1985, 1986, 1987, 1988, 1990, 1991, 1992, 1994, and 1995, and
September 1989); Pittsburgh, Pennsylvania (April 1993); and Baltimore, Maryland (May 1994
and 1995).
"Developing a Cost-of-Service
Study," 1994 Texas Section American
Annual Conference, Amarillo, Texas (March 1994).

Water Works Association

"Financial Aspects of Cost of Capital and Common Cost Considerations,"
Kidder, Peabody & Co.
Two-Day Rate Case Workshop for Regulated Utility Companies, New York, New York (June
1993 ).
"Cost-of-Service
Studies and Rate Design," General Management of Electric Utilities (A Training
Program for Electric Utility Managers from Developing Countries), Austin, Texas (October 1989
and November 1990 and 1991).
"Rate Base and Revenue Requirements,"
The University
of Texas Regulatory
Fundamentals of Utility Regulation, Austin, Texas (June 1989 and 1990).

Institute

"Determining the Cost of Capital in Today's Diversified Companies," New Mexico State University
Public Utilities Course Part II, Advanced Analysis of Pricing and Utility Revenues, San
Francisco, California (June 1990).
"Estimating the Cost of Equity," Oklahoma Association
(May 1990).
"Impact of Regulations,"
1989).

of Tax Representatives,

Business and the Economy, Leadership

Tulsa, Oklahoma

Dallas, Dallas, Texas (November

"Accounting and Finance Workshop" and "Divisional Cost of Capital,". New Mexico State University
Current Issues Challenging the Regulatory Process, Albuquerque, New Mexico (April 1985 and
1986) and Santa Fe, New Mexico (March 1989).
"Divisional Cost of Equity by Risk Comparability and DCF Analyses," NARUC Advanced Regulatory
Studies Program, Williamsburg, Virginia (February 1988) and USTA Rate of Return Task Force,
Chicago, Illinois (June 1988).
"Revenue Requirements," Revenue, Pricing, and Regulation in Texas Water Utilities, Texas Water
Utilities Conference, Austin, Texas (August 1987 and May 1988).
"Rate Filing - Basic Ratemaking,"
(March 1988).

Texas Gas Association

Accounting

Workshop,

Austin, Texas
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"The Effects of Regulation on Fair Market Value: P.H. Robinson - A Case Study," Annual Meeting
of the Texas Committee of Utility and Railroad Tax Representatives, Austin, Texas (September
198?).
"How to Vaiue Closely-held
Texas (May 1987).

Businesses,"

TSCPA 1987 Entrepreneurs

Conference,

San Antonio,

"Revenue Requirements" and "Determining the Rate of Return", New Mexico State University
Regulation
and the Rate-Making
Process, Southwestern
Water Utilities Conference,
Albuquerque, New Mexico (July 1986) and EI Paso, Texas (November 1980).
"How to Evaluate Personal Service Practices," TSCPA CPE Exposition 1985, Houston and Dallas,
Texas (December 1985).
"How to Start a Small Business - Accounting and Record Keeping,"
Management Development Program, Austin, Texas (October 1984).
"Project Financing of Public Utility Facilities", TSCPA Conference
and Ratemaking, San Antonio, Texas (Aprii 1984).
"Valuation of Closely-Held Businesses,"
Texas (September 1982).

University

of Texas

on Public Utilities Accounting

Concho Valley Estate Planning

Council,

San Angelo,

"Rating Regulatory Performance and Its Impact on the Cost of Capital," New Mexico State
University Seminar on Regulation and the Cost of Capital, EI Paso, Texas (May 1982).
"Effect of Inflation on Rate of Return," Cost of Capital Conference
Carolina (April 1981).

and Workshop, Pinehurst, North

"Original Cost Versus Current Cost Regulation: A Re-examination,"
Association, New Orleans, Louisiana (October 1980).

Financial

Management

"Capital Investment Analysis for Electric Utilities," Th e University of Texas at Dallas, Richardson,
Texas (June 1980).
"The Determinants of Capital Costs to the Electric Utility Industry," with Cedric
Southwestern Finance Association, San Antonio, Texas (March 1980).

E. Grice,

"The Entrepreneur and Management:
Austin, Texas (October 1979).

Seminar,

A Case Study," Small Business Administration

"Capital Budgeting by Public Utilities: A New Perspective," with W. Clifford Atherton, Jr., Financial
Management Association, Boston, Massachusetts (October 1979).
"Issues in Regulated Industries - Electric Utilities," University of Texas at Dallas 4th Annual Public
Utilities Conference, Dallas, Texas (July 1979).
"Investment
Conditions and Strategies in Today's
Accountants, Austin, Texas (January 1979).

Markets,"

American

Society

of Women

"Attrition: A Practical Problem in Determining a Fair Return to Public Utility Companies," Financial
Management Association, Minneapolis, Minnesota (October 1978).
"The Cost of Equity to Wholly-Owned Electric Utility Subsidiaries," with Wi lIiam L. Beedles,
Financial Management Association, Minneapolis, Minneso"ta (October 1978).
"PUC Retrofitting
1978).

Program," Texas Electric Cooperatives

"The Economics of Regulated
(November 1977).

Industries:

Consumer

Spring Workshop, Austin, Texas (May
Economics

Forum,

Houston,

Texas

"Public Utilities as Consumer Targets - Is the Pressure Justified?: University of Texas at Dallas
2nd Annual Public Utilities Conference, Dallas, Texas (July 1977).
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ENSTAR Natural Gas Company
Development of Line Extension

Schedule BHF-1
Page 1 of 1

Surcharge

Assumptions:

$ 3,500,000

Cost of Pipeline
Mcf Sales
Rate of Return
Stale Income Tax Rate
Federal Income Tax Rate

Line Extension

Year
1
2
3
4
5
6
7
8
9
10

Surcharge

As indicated
9.97%
9.40%
35.00%

=

$

Beginning
Balance

$ 3,500,000
3,603,948
3,564,907
3,413,630
3,174,439
2,857,232
2,464,579
1,992,312
1,430,153
769,726

Income
Taxes
@4.56%

Rate of
Return
@9.97%

$

330,147
333,163
324,318
306,172
280,314
247,324
207,128
159,055
102,236
35,772

$

151,000
152,380
148,334
140,034
128,208
113,119
94,735
72,747
46,760
16,361

Surcharge
Receipts

Mcf Sales
362,204
503,731
599,127
658,151
696,881
723,159
743,357
762,400
777,248
789,188

1.04

$

(377,198)
(524,585)
(623,929)
(685,396)
(725,730)
(753,096)
(774,130)
(793,961 )
(809,424)
(821,859)

Ending
Balance

$

3,603,948
3,564,907
3,413,630
3,174,439
2,857,232
2,464,579
1,992,312
1,430,153
769,726
0
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ENSTAR Natural Gas Co.
TA-125-4
August 2003
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RCA No.4

Second

Sheet No.

89

Sheet No.

89

Cancelling

.~
ENSTAR

First

.

ENSTAR Natural Gas Company

§708e Determination

orGas Cost Adjustment

(1) Current average cost of system gas supply:
Base Supply
Contracts

a)
b)
e)
d)
e)
f)
g)

Estimated
Purchases*
(A)
APL-4
Mef
Beluga
Mcf
Moquawkie
Mef
Unoeal
Mcf
North Fork (NorthStar)
Mef
North Cook (Phillips)
Mcf
Total
Mef

Effective Rate
on (date)
(B)
$/Mcf
$lMef
$lMcf
$lMcf
$/Mcf
$!Ivlcf
$/Nlcf

(2) Balance of Gas Cost Balance Account at
(September 30th for annual revision, otherwise,
the immediate prior moinh end)
(negative if credit balance)

Total
(A X Bi
(C)

T
T
T
T
N
T
T

,

-$

(3) Estimated Interest Charge (Credit)
pursuant to 708c( 4) above

$

(4) Total 01'(1), (2) and (3) above

$
-

-

.

(5) l\IcfSales*

$

(6) Weighted Average Unit Cost of Gas (4 divided by 5)

$

(7) Cost of Gas Base Rate

$

(8) Gas Cost Adjustment (6 minus 7)

$

*For a _

month period beginning

-,--

Tariff Advice No. 125

Effective
as Company,

By:

A Division ofSEMCO ENERGY, lnc

Title: Manager, Finance and Rates
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RCA No.4

Fourth Revision

Sheet No.

221

Sheet No.

221

Cancelling
Third Revision

.~

ENSTAR ENSTAR Natural Gas Company

§2301 Determination

of Gas Cost Adjustment

(1) Current average cost of system gas supply:

Base Supply
Contracts

Effective Rate
on 1/1/2003
(B)
$ 2.4045Mcf
$ 2.4224/Mcf
$ 3.0020/Mcf

Estimated
Purchases·

(A)
a)
b)
c)
d)
e)
f)
g)

APL-4
Beluga
Moquawkie
Unocal
North Fork (NorthStar)
North Cook (Phillips)
Total

19,000,000 Mcf
3,300,000 i\1cf
4,209,700 Mef

Total
(A x B)
(C)
$ 45,685,500
$ 7,993,900
$ 12,637,500

$ 66,316,900

26,509,700 Mcf

(2) Balance of Gas Cost Balance Account at September 30,2002.
(immediate prior month end)
(negative if credit balance)

$

T
T
T
T
T
N
T
T

1,111,985

T

(3) Estimated Interest Charge (Credit)

$

Pursuant to 708c( 4)
(4) Total of (1), (2) and (3) above

$ 67,455,285

--

..

(5) Mcf Sales •
(6) Weighted Average Unit Cost of Gas (4 divided by 5)
(7) Cost of Gas Base Rate

26,400

26,375,700
$ 2.5575

T

0.0000
$ ? .5575/Mcf

(8) Gas Cost Adjustment (6 minus 7)

T

• For a 12 month period beginning January 1,2003.
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N

§]403 Homer Extension Surcharge

§2403a
The Homer Extension Surcharge is a surcharge applied to all gas sales and
transportation bills for gas delivered in the Homer Service Area until the total actual costs
associated with the Anchor Point to Homer pipeline (including construction costs, rate of
return and income taxes) are recovered. The rate of return used will be the most recent
Commission determination of weighted average cost of capital of the Company.

§2403b

$1.00 per Mcf

Homer Extension Surcharge

§2403c
The Utility shall file an annual accounting of the collection of the Surcharge at
the same time that it files its annual report to the Commission.
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