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Purpose:  The Access for In-state Gas Use and Future Opportunities Committee will address key issues and make recommendations on state policies to enable fair and transparent pipeline access for in-state gas use and for the creation of a broader natural gas business within Alaska upon commercialization of North Slope gas.
Goal #1: Assess current supply/demand for in-state natural gas use and assess potential demand for expansion of current use as well as conceptual new uses.

Recommendation:

A long-term clean energy plan and vision needs to be developed for Alaska, providing for substantially increased use of natural gas for residential and industrial use and for power generation.

Recommendation:

The State should take a long-term, broad and strategic view of its entire natural gas resources. This should include areas on the North Slope, including non-producing areas, in interior basins and in south Alaska.  There is a significant potential gas resource base in Alaska much larger than the 35 TCF proven natural gas reserves in existing fields on the North Slope.

Recommendation:

The State of Alaska should undertake more intensive, updated geologic and geophysical studies of the natural gas potential of current nonproducing areas, including Interior and Southcentral Alaska basins.  This should include a more thorough assessment of basin geology and natural gas generation and migration utilizing the most modern technology tools, as well as a more thorough assessment of the producible methane gas potential from coal seams within Alaska. In recent years new tools, such as in satellite imagery and soil sampling techniques, have been developed. Another gas resource that should be assessed is gas from gas hydrates on the North Slope and in Interior basins which are very sizeable and could be developed in future decades as technology advances.

Recommendation:

The State should evaluate incentives and policies to spur the exploration by private companies for natural gas, to better delineate the natural gas resources not only on the North Slope but elsewhere throughout the State. Strategies and plans should be implemented to attract additional companies interested in natural gas exploration, who now utilize new technologies, to the North Slope, Cook Inlet, the Interior basins and elsewhere in the state.

Recommendation:

A major gas pipeline should traverse Alaska if the State is to fully exploit its longer-term resource from all basins over 50-plus years and to also gain access to future multiple markets over the long-term. In addition such a pipeline could ensure long-term, reasonably priced supplies of energy to the Railbelt and other areas of the State thereby encouraging economic development.

Recommendation:
The State should facilitate favorable policies and incentives to encourage development by the private sector of a broader natural gas infrastructure within the State that meets the long-term clean energy demand of Alaskans at reasonable market prices.

Conclusions:

* Natural gas supply in Southcentral Alaska is decreasing while demand for natural gas in home and commercial use as well as for electrical demand is increasing. Additional reserves of natural gas will be needed to meet future demand.

* The natural gas demand in Southcentral Alaska in 1998 was 589 million cubic feet per day (MMCFD) and is estimated to have grown 1 - 2.5% per year over more than 30 years. Approximately 166 MMCFD is for local utilities;75 MMCFD for residential and commercial space heating use and 91 MMCFD for electric power generation. 360 MMCFD is for industrial use, 214MMCFD for LNG export and 147 MMCFD for ammonia-urea manufacture. 46 MMCFD is for fuel to operate oil and gas production facilities.


* Unless new significant gas reserves are developed, a shortfall in natural gas deliverability for peak winter demand is predicted for Southcentral Alaska by 2006-08. This deliverability shortfall may be offset by gas storage, by curtailment of industrial use or by bringing new reserves on line. However, replacement of the deliverability will add higher cost resources, substantially increasing natural gas and electricity bills for consumers and businesses in Fairbanks, Anchorage, the Mat-Su Valley and the Kenai Peninsula.

* By 2009 without significant new sources of gas, the continued operation of the LNG plant and/or the ammonia/fertilizer plant is at risk. The export license for the Kenai LNG facility expires in 2009. It is conceivable that the export of LNG plant would not be authorized beyond 2009 and rising gas prices may make it difficult for the ammonia–urea plant to compete in international markets


*In the long term, conventional natural gas (excluding coal bed methane) in Cook Inlet will probably be unable to meet the needs of the Cook Inlet region even with the cessation of all industrial uses. A long term solution to this pronounced shortfall in deliverability would be gas from the North Slope. Depending on the delivered price of North Slope gas, this may also allow the continued operation of the industrial plants, thereby saving over a thousand total jobs and maintaining property taxes and state revenues

* By 2018 in Southcentral Alaska, other fuel alternatives, heating oil and coal, may have to be relied on. In the case of fuel oil and coal, there are clean air environmental consequences for citizens in Anchorage, the Mat-Su Valley and on the Kenai Peninsula.

* Current natural gas purchases by residential and commercial users in the Anchorage area total over $100 million per year. The deliverability shortfalls starting as early as 2006 could cause natural gas prices to increase affecting business growth and corporate taxes to the State as well as affecting cost of living for residents.


* The only known proven reserve, longer-term natural gas supply solution for consumers in the areas around Anchorage will be North Slope gas which can potentially be delivered to the Anchorage area at competitive market prices via a spur line off a main trunk line.

* The most competitive priced and cleanest fuel for consumers in Fairbanks may be North Slope gas that can be delivered to the Fairbanks area through an offtake “hub” or tap in the main gas pipeline.

* Along the pipeline route from the North Slope through Interior Alaska 14 large mineral prospects within 20 miles of the gas pipeline have been identified. These mineral prospects are currently not economic with the largest cost for development being energy cost. Testimony was given that some of these mineral prospects may be commercially viable if a reasonably priced natural gas supply was available.

* The natural gas resources in interior basins and in South Alaska have not been fully explored and delineated, but earlier screening studies have indicated the presence of natural gas. Little exploration or development has taken place because of lack of transportation to market and perceived geologic risk. In some areas, very little is known about basin geology and natural gas generation and migration, yet natural gas has been recognized as present. 

* Alaska has the United State’s largest volume of coal beds, but little work has been done to quantify the methane gas potential from coal seams. In the Lower 48 over the past fifteen years coal seam gas production has become a major supply source near locales where pipeline transportation is available.

* Potential reserves of methane gas trapped as gas hydrates in shallower geologic formations on the North Slope or Interior basins could be very large. Recent studies in the Lower 48 and in Canada indicate trillions of cubic feet of entrapped natural gas as hydrates. Numerous research and technology studies are underway by the Department of Energy and private companies to better assess the gas hydrate resource base and technologies needed to commercialize this huge resource in the future. Alaska needs to better quantify its very large gas hydrate resource base on the North Slope and in other basins of Alaska and stay abreast of technology improvements.

* Interestingly, exploration companies new to Alaska such as Forest Oil, Andex Resources, Lappi Resources, Evergreen Resources and others have shown interest in the Interior basins for new conventional gas exploration using new technologies and for coalbed methane. Four new exploration licenses totaling 4.8 million acres are underway as well as more extensive leasing of coalbed methane leases. This new exploration should continue to be encouraged through favorable State policies and incentives. If these gas resources prove to be of large size over the next 50 years, a pipeline option that offers access to markets outside the State will be necessary as in-state markets are somewhat limited in size.

* There is not a long-range energy plan for the State that positions for the marketing of natural gas from different basins, including the prolific North Slope. A pipeline traversing Alaska offers the best option to allow assessment and future marketing from all basins across the State into future multiple markets globally.


Goal #2: Assess how natural gas or natural gas products can meet the clean and economical energy needs of communities along the pipeline routing and in rural Alaska.

Recommendation:

The State should sponsor a comprehensive economic and environmental study of assessing fuel switching in certain and rural interior communities from diesel to cleaner burning propane to provide information for the likelihood of economic natural gas “hub” propane processing facilities.

Recommendation: 

The State should sponsor a comprehensive economic and environmental study of assessing broader electrical power distribution to certain interior and rural communities to provide information for the likelihood of economic power generation plants near natural gas “hub” offtake points.

Recommendation: 

The State should encourage private investors to initiate an economic study of creating one or two “gas hubs” for gas distribution, natural gas liquid processing, and power generation near Fairbanks and/or Delta Junction in order to foster a broader clean energy natural gas, propane and electrical distribution system within Alaska once a pipeline is endorsed across Alaska.


Conclusions:

* Because a North Slope gas pipeline will likely be heavy-walled and high-pressure, and will likely transport large quantities of natural gas liquids, any "tap" on the pipeline for local access to gas will be very expensive and may require facilities to remove the natural gas liquids. It is possible that only one or two "hubs" for gas offtake, for local natural gas use or gas-based industrial development, may be economically viable.

* To other communities without large populations, affordable and clean energy from the gas pipeline might best be distributed from gas-fired power generation at the offtake hubs, or through bulk distribution of propane more widely across interior communities and rural Alaska. Large quantities of propane, a well-known natural gas liquid fuel source, will be moved through the pipeline in large quantities and can be removed at “hub” natural gas processing facilities.

* In an economic analysis of fuel-switching in Interior Alaska, the local cost of replacement or conversion of oil-burning stoves and generation equipment must be included and the positive economics on the environment of cleaner burning natural gas, propane or electricity be assessed.



Goal #3: Assess the costs or benefits of the state taking its royalty share "in kind" for facilitation of in-state access and use.

Recommendation:
The State should retain its right to take its royalty share of gas on the North Slope “in kind” or “in value”. This flexibility creates competition to maximize wellhead value for the State by either the producers or other firms such as energy trading companies interested in marketing the State’s share of gas. The producers have requested a long-term commitment by the state and are asking the State to decide up front to take either “in-kind” or “in-value”. The council feels the flexibility to switch on six months notice is very important, creates marketing competition and will ultimately maximize resource value. The State should not negotiate away its right to take its royalty share of gas “in-value” or “in-kind”. 

Recommendation:

The state could maximize the value of its natural gas royalty resource with a mixed portfolio of “in-value” and “in-kind” sales, with in-kind royalty marketed by energy trading companies such as Duke Energy, Enron, Williams Energy or major companies like them. The state should put its royalty “in-kind” gas out for bid and seek bids from multiple parties for contract terms and price. Such contracts should ask for a “floor price” equal to or exceeding the average netback wellhead price achieved by the three major producers or from “in value” sales as “insurance” that the energy trading companies are working in their marketing to beat the producers gas sales realization.

Recommendation:

When there are out-of-state sales using an energy trading company, the energy trading company will reserve the capacity and the liability associated with that capacity, and that liability will not fall back on the state.

Recommendation:

The State may choose to direct market some portion of its gas to in-state consumers using State staff, but it is recommended that sales to customers in outside markets be handled by professional energy trading firms considering the complexity of and rapid change in those markets. This would also allow those firms to absorb the risk of nominating pipeline capacity and buying hedging instruments to lessen risk on pricing of contracts. 

Recommendation:

By keeping some portion of its royalty share of natural gas “in-kind”, the State may be able to make some contract deals with consumers in-state at more favorable terms than the producers as the State might realize added dollar benefits through jobs and corporate taxation of value added processing such as natural gas liquids processing, petrochemical manufacturing, power generation, etc. that may not otherwise be economically viable to entrepreneurs within the State. However, there should not be a subsidy in sales of royalty-in-kind gas. The state should receive a netback price for royalty gas equal to or greater than the market-based "netback value" of gas on the North Slope.

Recommendation:

To the extent practical, the State of Alaska should enforce its “higher of “ clauses on natural gas royalty as this could add value and ensure producers work hard in their marketing to obtain the best value in their sales of natural gas. When the State elects to take any share of its royalty gas “in value”, existing lease terms and statutes allow the State to receive royalty payments and production taxes on the “higher of” actual proceeds or market value. Other states, as well as the U.S. Minerals Management Service, are aggressive in ensuring all producers pay this “higher of” price for royalty and relevant taxes and receives such payments from the same producers that produce on the North Slope. 

Recommendation:

Because of the complexities of the natural gas industry and the differences with the oil industry, the State should form a Natural Gas Services Group with people experienced in the natural gas industry, shipping, marketing, and trading so that the State becomes even more sophisticated in understanding deals and transactions that are often involved in the natural gas business. The group would provide an oversight function on sales of royalty gas out-of-state, but could also negotiate and manage in-state sales much like the Division of Oil and Gas now manages sales of royalty oil. 

Recommendation:

For more cost effective development of in-state gas infrastructure resulting in more economical transportation of state royalty gas within the State, the State should encourage entities to examine the port authority concept of tax advantaged financing for a gas “hub”, spur lines and other distribution facilities. 

Conclusions:

* Current North Slope oil and gas leases, and state statutes, allow state royalty production share to be taken “in kind”, i.e. physically take the oil or gas and market the products itself or arrange for other parties to purchase the gas at market value contracts, or to take “in value”, i.e. allow the producers to sell the products and pay the State their realized value of wellhead price after deduction of certain transportation costs. The state has the option to switch between taking its royalty share “in-kind” and “in-value” every six months. Current state law requires any “in-kind” sales, however, to obtain values equal to or higher than “in-value” sales.

* The current North Slope producers have complied with the “in kind” or “in value” lease terms and statutes in other states and on federal offshore leases for decades and have instituted internal procedures that allow them to process the selection of “in kind” or “in value” promptly. Other states and the federal government also have internal processes for administering the switch between “in kind” or “in value” as does the State of Alaska for its royalty share of oil. The producers’ arguments that Alaska must decide up front on “in kind” or “in value” to ease marketing and sales administration or to bring more certainty to gas transportation or marketing are not valid considering the same producers’ decades of experience administering such programs for transportation and marketing elsewhere successfully.

* The natural gas industry in the U.S. is very sophisticated in gas trading and marketing. There are energy trading companies which may be able to market the state's royalty gas for a higher netback price than would be paid by the producers if the gas were taken in-value. If so, the state’s leases include a “higher of” clause which means producers would have to pay royalties and taxes on the higher of their actual netback wellhead price or the actual netback wellhead price of an energy trader. This, in a way, creates competition and options to achieve the best possible wellhead netback value. 

* In testimony from the General Land Office of Texas, Texas has similar "higher-of" clauses in their state leases that they enforce. In 2000, enforcement of the "higher-of" clauses with producers paying royalties and taxes on the highest actual netback wellhead price achieved on various leases resulted in additional revenues of $17 million. Alaska’s royalty gas sales will be ten times higher than Texas’ volume of royalty gas sales.

* Alaska may achieve higher prices on some of its royalty gas by allowing energy trading companies to market the State’s “in kind” share. The State of Texas takes 53 percent of its royalty gas in-kind and 47 percent in value, and claims to achieve higher prices on much of its royalty-in-kind sales by achieving better negotiated pipeline tariffs, higher customer prices, or integration for power generation. 

* However, the flexibility in taking royalty-in-kind is important for other reasons as well as price.  First, royalty sales will allow the state to periodically test the market, to assess whether it is getting fair market prices from producers. Second, allowing energy trading companies to market royalty gas will create more competition by their accessing different customers than the producers and broadening the market exposure of Alaska’s natural gas. 

 * While Texas is able to market its royalty gas with a small staff of state employees, Alaska should "outsource" its sales of royalty gas to the Lower 48 or other outside markets through an experienced gas trading firm.  Because large volumes of Alaska royalty gas may be marketed in several of the Lower 48 gas markets or outside markets initially, a thorough understanding of and experience in those markets will be required.

* On the other hand, it may be more appropriate that the state negotiate directly for sales within Alaska of in-kind royalty gas as is now done with royalty oil, because of the better understanding of local conditions. A section within a new Natural Gas Services Group could perform this function.


* The concept of a public authority owning a segment of a natural gas pipeline within Alaska may present significant benefits for transportation of state royalty gas to in-state users. The tax advantage of a public authority, for example, would allow a lower tariff for transporting gas within the State and resulting savings could help generate more business activity by providing natural gas prices at lower prices to consumers.  The netback price, however, should remain at market values.



Goal #4: Determine the "best practices" for methodologies to achieve transparency in netback pricing valuation at the wellhead and transportation to assure fair and favorable pricing for in-state gas business creation and expansion as well as for taxation and royalty calculations.

Recommendation:

The state should keep a natural gas price netback valuation methodology based on actual sales proceeds, or sales contracts, and not change to a formula linked to average prices in gas trading hubs or some other general formula at least for the first several years of major gas sales.  The State’s right under lease terms and statutes to obtain actual realized prices for its gas and natural gas liquids should not be negotiated away.  

Recommendation:

With the growing natural gas liquids (NGLs) business in the U.S., the State should keep a natural gas liquids price netback of gas-line liquids based on actual sales proceeds, or sale contracts, of the liquids and not accept a value for the liquids based on a BTU adjusted basis of the gas stream unless there is clearly a higher value obtained by BTU-based sale.  The State should be very sophisticated in its assessment and knowledge of the business of NGLs, as revenues from NGL sales will be a substantial part of revenues from the overall gas stream.

Recommendation:

Alaska statutes should be reviewed and updated to require information on sales spot transactions, sales contracts, actual transportation costs, and other information be made known to the State, much as statutes in Texas and other locations provide for.  When updating these statutes the process should be clarified in a way that assesses the "lessons learned" on the Alaska oil valuation disputes, and provide for more timely resolution of any differences in valuation.

Recommendation:

Alaska statutes should be reviewed and updated to require information on "affiliated sales” by producers be made known to the State, much as statutes in Texas and other locations provide for.  


Conclusions:

*  After several years of North Slope oil production disputes arose on netback pricing valuation that resulted in major hearings and extended litigation.  The state was able to resolve these issues after several years of production once access to oil sales contracts, invoices, and transportation charges allowed the state and the producers to agree on a formula for purposes of calculating royalty.  The experience with production made both the state and producers confident that the formula tracked market values, or actual proceeds of oil sales.   This history may or may not be of value in regard to gas price valuation. Certainly it is in both the State’s and the producer’s interest to avoid replication of the lengthy disputes on royalty and severance taxes experienced with the first decade of North Slope oil production

*In contrast to oil, there have been no sales of North Slope gas, nor are gas sales contracts in place or other similar information available. For the first several years of natural gas production, the state should certainly rely on existing measures of royalty value in the lease, which include value based on sales proceeds.  The state should, however, review the oil valuation disputes and see if additional clarification of information, data, definitions, etc. is required to achieve a better mutual understanding by the producers and the State to lessen points of future disagreement. An agreement on an alternative formula for royalty valuation on gas may never be needed to maximize value to the state.  In the future there could be sufficient production experience to allow agreement on a formula for valuation if needed.  Billions of cubic feet of natural gas are sold from various states and federal leases under the actual netback pricing mechanism.  While there have been disputes, there have rarely been pricing formula agreements adopted in lieu of an actual netback pricing approach.


* Natural gas hub spot prices could be too easily affected, at certain times and at certain locations, by market forces external to Alaska.  This concern of hub posted prices for oil was evidenced by the Federal Trade Commission forcing a sale of oil trading hub facilities in the Cushing area because of the concentration of ownership of facilities at that trading hub location by BP, Amoco and ARCO upon their mergers.  While the FTC did not claim unfair trading affecting oil hub posted prices would or was taking place, the FTC did feel too much concentration of power at such trading hubs could affect posted prices.  It may be possible that concentration of interests and gas trading spot volumes at certain gas trading hubs periodically in the future could potentially skew hub prices similar to the FTC concern.  Alaska should simply use the maximum, actual realized price as fair market value.

* Information on sales spot transactions, sales contracts, actual transportation costs, and other related information will ensure that reliable data is provided so the State can accurately calculate actual realized wellhead netback gas price.  Such information is provided by the North Slope producers on other states’ leases where required and on many federal leases.  Companies have internal record keeping and software systems in place to timely provide such information for accurate calculation of netback gas prices.

* Having information on “affiliated sales” will ensure the State has knowledge when a producer sells natural gas to an affiliated subsidiary company for additional value added marketing, processing or manufacturing.  Having such knowledge of affiliated sales can help the State screen that a fair market value is being obtained for the gas versus a value being obtained that is less than market while the affiliate captures additional value downstream.

* Testimony to the Subcommittee showed that Texas bases its royalties on actual proceeds, and requires producers to report to the state, on a monthly basis, information on sales contracts, points of sale and transportation costs. Texas General Land Office staff has developed computer software to track these transactions and to ensure the accurate calculation of lease netback for purposes of producers, in turn, calculating accurate royalty and tax payments. The companies that report these transactions in Texas include all three of the major gas producers on the North Slope. Texas has offered to make its computer models used in monitoring transactions available to Alaska.


Goal #5: Recommend policies that assure clear and transparent rules for access to natural gas into and out of the gas pipeline for Alaska businesses and customers.

Recommendation:

The State must develop a clear and sophisticated understanding of the "open season" rules governing access to a contract carrier pipeline, and devise strategies to facilitate access to the pipeline for firms exploring for or developing new gas discoveries on the North Slope or Interior basins. 

Recommendation:

The state should incorporate in any federal legislation the right to gas access in-state.  This right is provided in ANGTA but not provided in the producers' recently proposed federal legislation.

Recommendation:

The state should first seek federal legislation that gives the RCA authority to set tariffs for the transportation of intra-state gas used in state similar to that authority given to the RCA for tariff review on the TAPS oil line.  The state RCA should review applications for pipeline access within the state to ensure fairness in pre-determined fees and terms based on reasonable rates of return for investors who ship to in-state consumers.

Recommendation:

Failing to achieve RCA obtaining sole authority in-state, the state should seek through federal legislation the creation of a Joint Board between the Regulatory Commission of Alaska and the Federal Energy Regulatory Commission that would have authority to set tariffs for the transportation of intra-state gas used in state.  This joint board should participate in review of applications for pipeline access within the state to ensure fairness in pre-determined fees and terms based on reasonable rates of return for investors who ship to in-state consumers.

Recommendation:

Alaska should consider including a "fairness" clause in the granting of state right-of-way approvals across state lands to guarantee fair access, similar to provisions developed by Texas for pipeline rights-of-way approved across state lands. Such a clause will give the state valuable leverage in negotiating fair access rules. The clause could also provide an avenue for appeal to the RCA in the event of disputes.

Recommendation:

The state should complete a thorough socio-economic study of various approaches to in-state natural gas pricing of in-kind royalty gas.

One approach is that the sales price of in kind royalty gas or gas liquids to in-state users, whether private or state, be based on the market netback price of gas on the North Slope (which is determined by subtracting actual pipeline transportation costs from actual realized market sales prices in the Lower 48 or other outside markets) adjusted for intra-state tariffs actually incurred for the transportation of the gas to the in-state access point, or hub, and then transportation costs to the consumer with allowance for an reasonable rate of return on investment.  Price of gas or gas liquids to in-state users should not be based on comparisons with alternative fuels, such as diesel. Providing that the intra-state tariff is determined on a prorated basis and not the “postage stamp” methodology, this policy will create a supply of reasonably priced, clean energy for communities in Interior Alaska, and ultimately Southcentral Alaska if a spur line is built. These more affordable natural gas prices would passed along to consumers who purchase from a regulated utility but may not be passed along to consumers who purchase from a non-regulated company. A problem with this approach is that the State receives a potentially lower netback value than if the price is determined through competition with other fuels. This may favor the consumers in that area at the cost of lower State revenues.  On the other hand, such an approach could mean more affordable natural gas to a large number of customers who purchase from regulated utilities, potentially enhancing economic development and quality of life for businesses and consumers. 

Another approach is that the sales price of in kind royalty gas or gas liquids to in-state users should be based on being competitive with the pricing of alternative fuels. as that may create higher netback prices resulting in higher royalty and tax revenues to the state. This would potentially increase the revenue received by the State but would not significantly lower the costs of consumers using this in-kind gas or gas liquids. However sellers other than the State could compete for these higher netback markets and so drive the price down well below the alternative fuels.

Conclusions:

* Some existing, large pipeline companies in the Lower 48 have built pipelines with spare capacity as a speculative investment, allowing for future growth in volumes and revenues. Some pipeline companies do not invest in speculative capacity. Producers also tend not to invest in speculative, spare capacity but tend to construct to immediate capacity needs.

Without spare capacity in the pipeline, it is very important that the State have a clear understanding of the “open season” rules and how to position for new entrants being allowed to produce into the pipeline.


* It is recognized that with a thick-wall, high-pressure pipeline, access taps and liquids processing facilities will be expensive. Points for gas offtake might be limited economically and operationally to only one or two distributions "hubs" along the pipeline route in Alaska. 

*  With a limited number of “hubs” for offtake, it may be more economical for several Interior and rural communities to obtain the clean energy not by direct natural gas use, but by benefiting from potentially economic electricity generation and natural gas liquids (propane) distribution from the centralized “hub” location(s).


*  To fairly govern gas taken off at an in-state distribution hub(s), general access terms should be developed in advance by the RCA (or the Joint Board of RCA and FERC)that are clear and understandable. Similar general terms have been developed to govern contracts at gas trading hubs in the U.S., United Kingdom and the European Union.

Goal #6: Assess pipeline sizing and the pipeline "contracted volumes" structure for growth of in-state use and/or potential future export markets to Asia and the West Coast, or expansion of deliveries to the Lower 48.

Recommendation:

The state should investigate ways of working with pipeline transmission companies as investors to build in excess capacity, to provide space for transporting new gas that will be discovered on the North Slope or Interior basins.


Recommendation:

The State should evaluate innovations in using part of its “in kind” royalty share in contract sales to energy trading companies who can bid for shipping capacity which then may be used in a creative way in the future to ship gas from new discoveries while the State elects at the time of new discoveries to change and sell the originally nominated royalty gas volumes “in value”.


Recommendation:
The state should seek an order by FERC or federal legislation for periodic open-season nomination periods, to allow for additional capacity to be built for new gas, when triggered by requests from existing or potential producers, transporters, shippers, customers, or the state.


Conclusions:

* Failure to provide for additional capacity either at startup or through future open seasons could have the effect of creating a “monopoly” on pipeline capacity by existing producers, discouraging exploration by others who are not owners of the pipeline.

* Strategies for natural gas pipeline open season nominations and shipping arrangements become very complex. A new Natural Gas Services group could have such expertise in-house or these skills could be out-sourced to experienced gas trading firms. 

* Because of current lease terms and statutes, the producers must allow to have enough capacity and construction size to ship the entire volume of the State’s royalty share of gas “in value” if the State were to elect at any time to have its royalty share sold direct by the producers. 

Goal #7: Evaluate conceptual options for future value-added projects during the fifty-year life of gas reserves for in-state use and/or export to Asia and the U.S. West Coast.

Recommendation:

No one can rule out with certainty the viability of value-added processing of natural gas in Alaska over the next 50 years. Alaska should have a natural gas pipeline that allows this option to remain open. The previous recommendations regarding access, reasonable tariff and pricing, and capacity expansion will keep these options open.

Recommendation:

Gas and gas product markets are highly cyclical in price and somewhat cyclical in demand, and somewhat regional in nature thus the State should facilitate a pipeline option that will allow access to multiple markets in the future.

Recommendation:

As markets change, the state should take a proactive role in encouraging investors to consider the possibilities for liquefied natural gas (LNG), gas-to-liquids (GTL), expanded uses of natural gas liquids (NGLs such as propane, butane), and downstream processing such as petrochemicals.

Conclusions-General:
* Original investors in the Trans-Alaska Pipeline System, the producers, estimated the life of the North Slope oil fields at 25 to 30 years. Twenty-five years have passed since startup of the TAPS line, and these investors are now applying for a 30-year extension to the rights-of-way for TAPS, so that oil developed since the pipeline startup can be shipped to market. 

* The same circumstance may develop for North Slope gas, as exploration continues on the North Slope. Accordingly, the state should position itself for a 50-year life for a new natural gas industry and encourage development of a system that will access multiple markets. Only a gas pipeline following the southern route will be able to access additional markets through a spur line to an LNG plant on the southern Alaska coast.

* Oil and gas are commodities, and all commodity markets experience supply/demand and price cycles. If Alaska has access to multiple markets for gas, to the Lower 48 through an all-land pipeline, to the U.S. West Coast and Asia through LNG shipments, and into the growing petrochemicals industry through sales of gas and natural gas liquids, the state will benefit because the commodity cycles may be different in these markets at different times as has been past history. In the future, there could be a more uniformly priced global gas market, however, there will likely remain cycles in volume demand or demand trends by regions.

* There is also the longer-term potential for a gas-to-liquids industry, with plants in Alaska manufacturing clean-burning liquid fuels directly from natural gas, and for development of new industries related to the petrochemicals industry. These may be important future "value-added" industries for the state over the long-term.

Conclusions-LNG

* Both Cambridge Energy Research Associates and the gas producers have provided information to the Committee that the cost of delivering LNG to Asian markets is currently not competitive with LNG supply from other sources, such as Indonesia, Malaysia, Australia and the Middle East. 

* Yukon Pacific Corp., the Alaska Gasline Port Authority and a citizens' group have presented information that they believe LNG exports from Alaska is currently competitive. Yet none of these organizations have secured substantial financial backing or presented firm contracts for sales of LNG.

* Despite this, no one has presented information that rules out LNG in the future. Asian nations may want to secure large-scale supplies of LNG from Alaska for purposes of energy security, to not be dependent on one or two regions such as the high-risk Middle East for the majority of import needs. Therefore, it is in Alaska's interest to maintain the flexibility to be able to supply LNG to export markets, or to U.S. West Coast markets, in the future.


Conclusions-GTL:

* Large-scale gas-to-liquids projects, the making of clean-burning liquid fuels from natural gas, could be an option for North Slope producers if they do not proceed with a gas pipeline project. These liquids could be shipped down the existing trans-Alaska oil pipeline. Testimony from the producers and information presented at a recent international conference on gas-to-liquids, held in Girdwood, indicate that large-scale application and commerciality of such a remote resource of gas as the North Slope reserves using GTL technologies may be 10 years in the future, if ever, versus competitive sources of gas elsewhere that could use the GTL technologies.

* There is sufficient potential for growth of North Slope gas reserves, and the expectation is that there will be sufficient reserves established for both a conventional gas pipeline and gas-to-liquids plants, once it can be shown that Alaska GTL plants can be commercially viable on a large scale. 

* A possible negative for a stand-alone GTL project, without a gas pipeline is that it would lock Alaska into one market for its gas, the West Coast fuels markets. It may not be cost competitive to serve other markets with GTL fuels from Alaska because of shipping distances. However, if a gas pipeline is built, GTL could be a potential value-added product that reaches a different market, the future demand for clean-burning fuels on the U.S. West Coast.

Conclusions-NGLs

* Information presented at the Girdwood GTL gas conversion conference indicates major breakthroughs in cost-reductions of processing natural gas liquids through related technologies. Costs of processing NGLs today is seen as much less than was the case a few years ago. This could serve to enhance the viability of a gas pipeline that also carries NGLs to market.

* The NGL business in the U.S., mainly in propane and butane, is a very large multi-billion dollars industry and a key component of the integrated natural gas industry. The producers are studying the construction of a large NGL extraction plant in Alberta.

* A gas access and distribution hub(s) built near Fairbanks or Delta Junction could facilitate expanded production and sale of NGL products in the state, for distribution to Interior or rural communities. Fuels from NGLs have the potential for becoming an economic and clean-burning alternative source of energy for Alaska communities. The Williams Companies and other firms in Fairbanks are now assessing investment opportunities and potential for uses of NGLs.

Conclusions-Petrochemicals:

*A previous assessment of a petrochemical industry for Alaska, done by Dow-Shell, found that a petrochemical industry would not be viable in Alaska at the time that study was done. However, changed circumstances have affected several assumptions used in the study. Dow-Shell assuming that a separate, small-diameter gas liquids pipeline would be built from the North Slope, and envisioned an industry based on manufacturing complex petrochemicals. 

* Today there is a proposal for a natural gas pipeline that could also carry NGLs, so there is no need for a separate pipeline. Also, one new study underway of using NGLs, by Williams, envisions manufacturing a simpler petrochemical product than that envisioned in the Dow-Shell study. 

* Williams' study is considering the making of polypropylene, one of several petrochemical products in the olefin family, and shipping the product via the Alaska Railroad to Anchorage for shipment to markets in Asia. Olefins are fundamental feedstocks for the rapidly growing plastics industry. It is a business involving $41 billion in annual sales, with significant supply shortfalls expected in 2006. Williams has completed an initial screening study and is now engaged in a more detailed analysis of its study.

 * All three major producers on the North Slope have recently expanded their olefins business in the Lower 48. All three of the major producers have extensive separate businesses in olefins in the U.S. and Canada. For example, ExxonMobil is ranked as the number 3 producer of ethylene in North America, while Phillips-Chevron is number 4, and BP is ranked number 7.




Goal #8: Determine strategies to promote and attract investment for in-state distribution and value-added processing.

Recommendation:
The state should develop and periodically update a formal marketing plan to attract investors in Alaska who may be interested in in-state gas distribution or development of value-added industries. Assisting this could be an additional function of a new Natural Gas Services group within the Department of Natural Resources.

Conclusions:

* It should be recognized that Alaska businesses, such as Enstar and Fairbanks Natural Gas Company, have already voiced interest in developing more in-state distribution.

 * While the scale of in-state processing may not be attractive to the major producers, in-state value added businesses may be of interest to Alaska Native Corporations and other Alaska companies once a gas infrastructure exists.
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