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Ref.: Public Ingury — Draft of Adminidrative Rule which regulates the free access to

Naturd Gas pipdinetrangport ingdlation

Dear Sir,

In response to the public inquiry of the Adminidrative Rule which regulates the free
access to Naturd Gas pipeline transport nddlation in Brazil, we teke this opportunity to
detach bedow some comments in order to asSg the discussons and formation of the
regulatory process on this metter.
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It could be agued that the "supply aess’ may need a dightly different
handling then the "market arees’ where the control of gas volume is better
handled. In the supply aress, the connected production has ether the option of
producing, flaring (up to the 2% limit alowed) or shutting in production. The
risk associated with thelast option reduces the economic viability of most
projects subgtantidly and may defer or diminae the drilling and development
of some prospects. Some form of aggregation to a central point for
transportation needs to be dlowed, which agues for some flexibility of
deivery points in the supply aress. Idedly, excess gas produced from ail
production should have priority over gas produced from gas wells due to the
higher impact of curtailment of the oil production.

In the maket aeas, maket demands are influenced heavily by ambient
conditionsbuta consumer of gas mayhave options for conversonto
dternate fuel sources if supply is interrupted. However, there are cost impacts
to the converson. In the caseof heavy oil production with Low GORs but
high hest requirements for separation and treating, the early life of the fied
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may result in surplus gas which canbe used as supplies for the evolving gas
market. However, a some point in the life of the field the project can and, in
may cases, will become gas deficient. In those cases, in order to keep
production flowing naturd gas needs tobe "bought back™ by thefidd
deveopment project. Therefore, the later dages of the fidd development
project can also be considered a market area. In the middle life of the fidd the
produced gas may be a a much reduced volume and difficult to predict on a
daly, monthly or annud basis.

The language used in Artide 2 Sectionl which specifies "Ddivery Contract
Capecity" as "cgpacity of removing gas in  determinate Point  of
Ddivery..". Care must be taken to ensure that a "Point of Ddivery" aso
includes capacity that is crested by backhaul or displacement. In Order 637
FERC discusses the potentid for creation of "virtud pipelines' in which ges
can be ddivered and recelved between two pipeline systems that are not
physcaly connected. This is performed by exchanges and backhauls that
when properly done in back-to-back dedls create a "capacity” on ether system.
If open access is to be provided, then Article 2 Section IV definition must be
expanded to include dl viable dterndtives for creating capacity in a system,
not just the hydraulic capacity that iscreated by the pressure profile of the
sysem.

Better definition needs to be made of the formaized Interconnection
Agreement requirements that can be imposed for "necessary operdaion
conditions to connect" as dated in Artide4. What are legitimate operationa
requirements, i.e. minimum or maximum opeding pressuresthat will be
disclosed? Are sysem maps and hydraulic network diagrams to be made
avalable toshippers to sdf determine what limitations may exig?Are the
transporters required to provide daily, weekly, monthly or annua notice of the
capacity that is available and how that capecity is being cacuated? Who acts
as abitrator to any arbitrary decisons made on pipeline operating assumptions
being madein the caculaion of capacity? In the caseof dense phase pipdine
operations, will a minimum operating pressure be defined based onthe actud
compogtion of the gas from time-to-time with a "reasonable’ operating
margin or will the trangporting pipeline be aie to edtablish some ahitrary
minimum  pressure? Will backflow from an exiding interconnect "depart”
point be alowed thus creating a"ddivery” point on the line?
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A key issue is the terms "Depat and Deivery Zones' which denote a fixed
area in which al points are consdered to be either a "Depart Point" or supply
point into the transporters pipeine or a "Ddivery Point" or a point where
deivery is made by the trangporting pipeineto the ultimate user or an
interconnecting pipdine. The flexibility to movegas in any direction is
predicated on the ability to have a Depart or Delivery Point & any point on the
trangporter's pipeline system.

Article 9, which requires the owner of a Transference Ingtdlation that happens
to be reclassfied as a Trangport Inddlation to trandfer the operations of the
ingdlation to a Transporter, needs better clarification. Who determines what
is aTrangport Ingdlation? Is therea risk or liability of operatiions of facilities
owned by one party but operated by another? Does this operate as a forced
trandfer of facilities or property? Who does have the responsbility for the
sdfety of the crew if different parties are operating facilities on the as, i.e.
who is responsible for the safe system of work?

Claification is necessary in Article 3 as to how a transporter may dispose of
operational stock. For example, would gas banking for buy-back scenarios be
dlowed?

We ae avalable to hdp and contribute with further comments and studies as may be
deemed necessary. Please do not hestate to contact us in case any further clarification is

needed.

Sincerdy,

José Vicente A. Duncan de Miranda
Senior Lawyer
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