Discussion Paper For Any

Proposed Legislation Concerning

An Alaskan Natural Gas Pipeline

SECTION I – INTRODUCTION/SUMMARY OF ISSUE
Background/Why Construction of an Alaska Gas Pipeline is Vital

Construction of a proposed pipeline that would carry Alaskan natural gas to the Lower 48 markets is extremely important to the United States for several reasons.

Demand for energy is rising rapidly and the United States is facing a long-term shortage of natural gas.  A regulated pipeline that would allow the Lower 48 States to tap Alaska’s plentiful natural gas reserves would help ensure that the United States, as a whole, has adequate supplies of gas at reasonable prices.

The construction of a multi-billion-dollar Alaskan natural gas pipeline also is critical to the State of Alaska, for four reasons:


(
First, it would generate an enormous amount of new capital investment and jobs in the State of Alaska.


(
Second, it would allow Alaska to provide a greater number of Alaskan communities with access to natural gas service.  Currently, only residents of the South Central area and Barrow have natural gas service.  Fairbanks does not have access to natural gas service.


(
Third, it would allow Alaska as a royalty owner to realize the benefit of monetizing its significant natural gas reserves associated with the major oil fields on the North Slope that have lain untapped for nearly three decades.


(
Fourth, it would allow Alaska to realize the economic benefits of extensive and intensive continuing energy activity in the State by encouraging exploration of new, yet-to-be-discovered reserves of natural gas elsewhere in Alaska.

Needs of All Potential Shippers on the Alaska Gas Pipeline

For energy companies considering exploration ventures in Alaska that specifically target “new” natural gas reserves, access to a pipeline on a timely basis and at reasonable rates is critical.  If producers know that they cannot obtain access to enough pipeline capacity at reasonable rates to enable them to transport enough new gas to downstream markets, there will be no additional exploration projects and the economic benefits that would otherwise be received by the State of Alaska – capital investment, job creation, additional gas service – will be lost. 

It is also in the best interests of – and a stated policy goal of – the State of Alaska to encourage greater competition in the exploration for and development of new natural gas reserves in Alaska.

For these reasons, it is vital that any legislation directed at the expedited construction of a new pipeline from the North Slope to the Lower 48 take into account not only the transportation capacity needs of North Slope producers who want to begin marketing and monetizing existing gas reserves from Prudhoe Bay, Point Thomson and other declining oil fields, but also the needs of companies holding exploration and development rights in other acreage where extensive natural gas reserves may exist.  Any such legislation must specifically recognize the need to protect against anticompetitive and/or preferential business arrangements between the North Slope producers and the pipeline owners which can effectively eliminate competition among natural gas producers in Alaska.  It must also protect against the imposition of unreasonable rate conditions which, although not apparent on their face, can be used to thwart competition.  

Many of these concerns arise because of the interplay between existing regulatory laws and policies (which place considerable reliance on the market to dictate and control access to pipeline facilities) with the fact that due to significant barriers to entry, there will be only one pipeline to transport Alaskan natural gas to the Lower 48.  While the market may be able to exert some influence over the terms, conditions, and rates for service in circumstances where alternative transportation options are available, that will not be the case with an Alaska natural gas pipeline.

Additionally, these concerns exist whether or not the producers which control the gas reserves in Prudhoe Bay and Point Thomson have an ownership interest in the pipeline.  Control over the reserves themselves, and the ability to negotiate the terms and conditions under which they will agree to transport their gas over the pipeline with limited or no regulatory restrictions, is all that is necessary for these producers to exercise market power.  For, without the gas reserves from Prudhoe Bay, there will be no Alaskan natural gas pipeline.

Summary of Shippers’ Concerns and Potential Competitive Barriers

The following is a summary of some of the more significant concerns facing prospective non-Prudhoe Bay/Point Thomson shippers on an Alaska gas pipeline:

Access

(
the ability to effectively restrict the availability of initial pipeline capacity through capacity “hold backs” or “pre-subscriptions” by the Prudhoe Bay shippers;


(
the ability to effectively restrict the availability of any potential expansion capacity to the initial shippers through precedent agreements, thereby making such additional capacity either completely unavailable or unreasonably expensive as released capacity to future non-Prudhoe Bay shippers;


(
the ability to effectively restrict the award of transportation contracts to shippers which agree to give up their rights to natural gas liquids entrained in their gas streams, either directly or through net present value calculation on which awards of capacity are made;

· 
the ability to effectively restrict access to the pipeline to only high-Btu gas through contract or tariff provisions, or net present value calculations on which awards of capacity are made; and

· 
the ability to effectively restrict the availability of access to expansion capacity by timing any expansion to coincide with the production schedules of the Prudhoe Bay shippers.

Tariff Provisions
Tariffs could be structured to prefer the three producers’ production resulting in non-Prudhoe Bay/Point Thomson shippers paying discriminatorily high tariffs.  For example, tariffs could be structured to:


(
bundle ancillary services not required by all shippers, such as CO2 conditioning, into the standard tariff rate;


(
charge postage stamp rates rather than Dekatherm/mile rates; or


(
create special and preferential rate schedules for which only the Prudhoe Bay shippers can qualify, leaving all others to pay higher recourse rates under less flexible rate schedules.

These issues and others are more fully discussed in Section II.

SECTION II – DISCUSSION OF COMPETITIVE CONCERNS OF NON-PRUDHOE BAY SHIPPERS

Background/Alaska Gas Pipeline Project Scope

The construction and financing of a natural gas pipeline to deliver Alaska natural gas reserves to Western Canada and the U.S. Lower 48 States is a massive undertaking.  It is anticipated that a 1,800-mile, large-diameter pipeline with an initial capacity of about 4 billion cubic feet a day (Bcf/d) will need to be constructed to Alberta, Canada.  In addition, it is assumed that another 1,800 miles of new pipeline of somewhat smaller diameter will have to be installed from Western Canada to markets in Eastern Canada, the U.S. Midwest and U.S. Pacific Coast, because existing pipelines will not have sufficient excess capacity to transport all of this new Arctic gas supply to market centers.  Recent estimates of the cost of new pipeline facilities to market centers in the Lower 48 (e.g., Chicago), inclusive of the cost of a gas conditioning plant, set the total costs for this Alaska gas pipeline project in the $15 billion to $20 billion range.  The 1,800-mile Alaska-to-Alberta portion of the pipeline alone will be the largest, most expensive pipeline project ever undertaken.  Cost estimates for this portion of the project, excluding ancillary services such as gas conditioning, run in the $7 billion to $10 billion range.

Nature of the Pipeline Ownership Group

The existing North Slope reserves anchoring the proposed pipeline are predominately held by three major integrated oil companies – BP, Exxon-Mobil and Phillips.  This group, either alone or in conjunction with others, would likely construct and own the gas pipeline.  These three majors own more than 98 percent of the gas reserves in the giant Prudhoe Bay Unit and nearly 80 percent of the gas reserves in the second-largest North Slope gas accumulation, the Point Thomson Unit.  Together, these two fields represent more than 30 trillion cubic feet (Tcf) of the 35 Tcf of proved ANS gas reserves.  In addition, BP, Exxon-Mobil and Phillips own the overwhelming majority of the remaining ~ 5 Tcf of proven gas reserves attributable to the other North Slope oil and gas fields.  Taken together, these three companies control more than 90 percent of the proven North Slope gas reserves.

Whether or not the Prudhoe Bay/Point Thomson producers become owners of the pipeline, their control over the gas reserves is sufficient, in and of itself, to give those producers considerable control over the rates, terms and conditions  under which natural gas will be transported through an Alaskan natural gas pipeline.

Competitive Concerns of Shippers Outside the Pipeline Owners’ Group

The dominant market position held by BP, Exxon-Mobil and Phillips poses a competitive concern to other natural gas explorers in Alaska.  As owners of practically all of the proved Alaska gas reserves, these three companies will have the power to control future exploration for and development of new gas resources in Alaska and the rates, terms and conditions of pipeline service whether as owners of the proposed Alaska gas pipeline or as anchor-shippers.  Through their joint negotiating power these three companies can either structure contracts and tariff terms to their competitive advantage as owner/shippers vis-à-vis other producers or insist upon the inclusion of preferential contract or tariff provisions to their competitive advantage as anchor-tenants vis-à-vis other producers.  If other explorers cannot be assured of fair access to a pipeline to carry their production to market at just and reasonable rates, they will not be able to conduct additional exploration activities to discover new reserves, and will not be able to develop the reserves they have discovered.

Market Concentration Issues
With more than 90 percent of the existing known Alaskan natural gas reserves concentrated among three producing companies, these companies have the opportunity to wield de facto monopoly power over any pipeline company – either as owners or as anchor tenants.  If, as is currently expected, only one pipeline is to be constructed to bring Alaskan natural gas to the Lower 48, producers exploring for “new,” yet-to-be-discovered reserves are at a decided disadvantage.  Obviously, without access to a pipeline to carry gas to markets, their gas discoveries will be virtually worthless.  If Exxon-Mobil, BP and Phillips are able to control all of the pipeline capacity in the proposed Alaska gas pipeline, explorers who are shut out of the pipeline will have three alternatives, none of which is commercially acceptable.  They may (1) wait for capacity to open up after Prudhoe Bay and Point Thomson have declined; (2) seek released capacity from the shippers that secured the initial capacity; or (3) sell gas from their discoveries at distressed prices to the holders of the pipeline capacity.

To put capacity issues in perspective, gas reserves and expected production rates from the Prudhoe Bay and Point Thomson units are expected to keep a 4 Bcf/d pipeline full for approximately 20 years.  In addition, BP and Phillips each hold huge acreage positions from which they are expected to be able to replace Prudhoe Bay and Point Thomson production declines with new discoveries.  Therefore, if the three dominant gas reserve holders secure all of the initial pipeline capacity under long-term contracts, it is likely that they will be able to keep the pipeline full with their own production for decades, effectively shutting out any new gas explorers.

Although it may be possible to obtain access by securing capacity from existing shippers under FERC’s capacity release procedures (assuming these procedures will be adopted by the pipeline), this not only poses a commercial risk to new gas explorers, but is not a long-term solution.  At the present time FERC Order 637 allows shippers who release capacity on a short-term basis, to charge whatever the market will bear, whether or not that rate exceeds the maximum allowed by FERC.  Importantly, however, one cannot rely on the availability of released capacity, even at regulated rates, when determining the economics of developing gas reserves.  One need look no further than a recent situation in Western Canada for an example of how holders of transportation capacity can drive down wellhead prices during periods when pipeline capacity is in short supply.

During 1996, Western Canadian gas prices averaged just $1.03 per million Btu (MMBtu), while U.S. gas prices averaged $2.51 per MMBtu (at Henry Hub, Louisiana).  Western Canada prices should have averaged closer to $1.80 per MMBtu, based solely upon transportation differentials.  However, pipeline capacity out of Western Canada was constrained and, as a result, Western Canadian gas prices were more than 40 percent lower than they should have been based on transportation cost differentials.  Companies holding the scarce pipeline capacity reaped a nearly 75-cent per MMBtu windfall.  This windfall represents 70-75 percent of the wellhead prices realized.  In other words, holders of the pipeline capacity realized almost as much for transporting this Canadian gas as the producers who explored for and developed the gas.

It should also be apparent that if the three producers can exercise control over capacity or over tariff and contract terms and conditions, they can also force their competitors to sell reserves at distressed prices.  The same three major integrated oil companies structured and operated the Trans-Alaskan Oil Pipeline (TAPS) to the detriment of second-tier companies, effectively driving several companies out of Alaska during the ‘80s and ‘90s.  Conoco openly cited this as the reason it decided to halt exploration and production in Alaska.  The company sold its properties at distressed prices and exited Alaska entirely.

The remote location of the Alaskan North Slope effectively creates a natural monopoly for the three producers, and the magnitude and cost of the pipeline project represent very real barriers to entry.  In all likelihood, there will never be another gas pipeline built from Alaska to Western Canada and the Lower 48 states.  To justify another pipeline, an additional 30 Tcf of reserves would have to be discovered and proven up.  It is extremely unlikely that this will occur.  It has taken more than 20 years for sufficient economic momentum to develop to drive the probable construction of the first pipeline.

Therefore, the dominant producers – BP, Exxon-Mobil and Phillips – are in a position to enjoy not only monopolistic power over the Alaska gas pipeline, but by extension, to limit future exploration and production by other companies.

These facts make it apparent that tight regulatory control is required over the sizing of the initial capacity of the pipeline, the terms and conditions under which pipeline capacity is initially allocated, the terms under which pipeline capacity is to be expanded and the terms and conditions, including the rates, at which service will be provided.  Current laws, regulations, and policies are not adequate to address these concerns as they relate to an Alaskan natural gas pipeline.

Regulatory Issues – Open Access and Tariff Issues

There is a common misconception that, as an interstate natural gas pipeline governed by the Federal Energy Regulatory Commission’s non-discriminatory, open-access mandate, access to the pipeline is offered to all potential shippers on the same basis.  That is not necessarily the case.

Natural gas pipelines regulated under the Natural Gas Act are “contract carriage” pipelines.  Under such a regime, shippers contract for capacity to the pipeline.  In areas with little or no direct competition, most, if not all of the capacity, is contracted for on a firm basis for extended periods, such as 10 or 20 years.  Once the capacity has been fully subscribed, only interruptible capacity, or capacity that is sublet by firm shippers, is available to parties unable to secure firm capacity at the outset.

This “contract carriage” system of capacity allocation differs greatly from the “common carrier” method generally used for oil pipelines.  Capacity on a common carrier pipeline is always allocated on a pro rata basis.  If shippers tender more oil to the pipeline than there is capacity, then all shippers, both existing and new, are prorated, giving each shipper a proportionate share of the pipeline capacity.

As a consequence, if explorers for new gas don’t reserve capacity on the Alaska gas pipeline during the initial capacity allocation process, they run the risk of not being able to secure any transportation capacity once they do make a discovery, because the existing gas reserves from Prudhoe Bay and Point Thomson could theoretically keep a 4 Bcf pipeline full for 20 years.

On the other hand, because of the contract carriage nature of gas pipelines under the Natural Gas Act, if new entrants into Alaska do reserve space on the pipeline before they make any discoveries – and if they are not successful in finding new gas reserves to put into the pipeline quickly – they would be forced to pay potentially tens or even hundreds of millions of dollars a year for unneeded capacity.  This raises serious issues regarding how non-Prudhoe Bay/Point Thomson shippers are to obtain open and nondiscriminatory access on reasonable terms to capacity on an Alaskan natural gas pipeline.

Allocation of Capacity
The Natural Gas Act requires that anyone proposing to construct an interstate natural gas pipeline be issued a “certificate of public convenience and necessity” by FERC.  This certificate is to be granted if the FERC finds, among other things, that the certificate is required by the present or future public convenience and necessity.  While prior regulatory policies measured the  public convenience and necessity, in part, against a showing of market demand, FERC’s new policy substitutes the acceptance of market risk by a pipeline for the previously-required market demand showing.  However, to ensure that capacity is made available to all potential shippers and to ensure that a pipeline project is properly sized for the anticipated market FERC has adopted as its policy a strong preference for the use of what is known as an “open season” to allocate new pipeline capacity.

As a practical matter, project sponsors tend to use an informal, non-binding “open season” to gauge shipper interest in a proposed project or to solicit additional shippers for uncontracted-for capacity over and above that required for anchor-shippers already contracted by the project sponsors.  If shipper response is strong, the sponsor will take the next step of conducting a formal “open season” which will result in signing up additional shippers for transportation service through “precedent agreements.”

Current regulatory policy gives FERC very limited control over the open season.  Open seasons have been held prior to a certificate filing (the more usual situation), after a certificate filing (generally where pre-subscriptions are sufficient to justify the pipeline), and after a certificate has been issued (again, where pre-subscriptions justify the pipeline).  In at least one case, FERC has denied as “unfounded” protests based on a pipeline closing an open season well in advance of the development of future gas reserves where FERC concluded the pipeline would not be fully subscribed.  In addition, FERC exercises almost no control over the terms and conditions under which open seasons are conducted – except to generally require that all terms and conditions apply equally to all potential shippers.  And, FERC has no hard and fast rule regarding the amount of capacity that must be made available through the open season.  For example, FERC has not considered it unduly discriminatory for affiliates of the project sponsors to pre-subscribe capacity up to 78%.  Nor has FERC had difficulty when a project is subscribed 100% by an affiliate of a pipeline following an open season.  Pre-subscribed capacity may or may not be made subject to an open season; but, as should be apparent, if an agreement has been negotiated prior to the holding of an open season, the terms and conditions of the open season will be skewed in favor of the pre-subscribed shipper.

A serious concern of new gas explorers is that the pipeline sponsors will not give all potential shippers enough information on the operational and commercial characteristics of the pipeline to allow fair bidding, and that shippers will not receive this information far enough in advance of the brief open season to determine how to structure an appropriate bid.  At the same time, potential anchor shippers would have received not only detailed, advance information but more likely than not will actually have participated in the formation of the bid criteria through advance contract negotiations.  This skews the bidding process and renders it preferential toward pre-subscribed bidders and discriminatory against all others.  Another major concern with capacity allocation is that the project sponsors will actually “hold back” capacity from the open season process.

To eliminate these problems, project sponsors should be prohibited from engaging in negotiations for capacity prior to conducting an open season and should be prohibited from withholding any capacity from the open season.  Absent this prohibition, the Prudhoe Bay/Point Thomson producers could contract for all or a significant portion of the capacity and the project sponsors could withhold that capacity from the market.  Given the high cost of exploring for and developing new Alaskan reserves, it is critical that producers of “new” gas be able to bid on a sufficient amount of capacity to enable them to market enough of their discovered reserves to justify the cost of their investment.  

In addition, project sponsors should be required to provide advance notice of all critical information needed to make an informed and competitive bid when the open season commences by filing such information with FERC.  This would help to ensure a more level playing field.

The bidding process should be controlled so as not to favor Prudhoe Bay/Point Thomson producers by, for example, including in the valuation of any bid for capacity the value of a shipper's granting to the pipeline the shipper’s rights to any natural gas liquids entrained in the gas stream.  To do so would prefer the high Btu Prudhoe Bay/Point Thomson reserves over other reserves and would result in the “donation” of highly-valued liquids to the project sponsors as a condition to obtaining transportation.

Mandating these specific requirements through legislation will mitigate the project sponsor's ability to craft a bidding process during the open season that favors any given shipper over another.  It will also enable FERC to respond to any irregularities that may occur during the open season where FERC might not otherwise have had the ability to do so.

Finally, because of the need to ensure that capacity is fairly and properly allocated, it is important that any legislation relating to the open season requirements provide a procedure for allowing on-the-record challenges to any award of capacity on any proposed Alaska natural gas pipeline project.  It is equally important that all such proceedings be finally resolved and capacity finally awarded before the certification process is too far underway.  Given the current state of the law under the Natural Gas Act (which does not require the FERC to issue a final decision on the merits within thirty days of the date on which a rehearing petition is filed), it is critical that the Commission be required to do so here.  Otherwise, shippers will be in doubt as to their rights to pipeline capacity perhaps even as late as the in-service date of the pipeline.  In the meantime, the potential explorer-shipper will be incurring irrevocable exploration expenditures with uncertainty as to whether it will be able to secure capacity in order to sell its natural gas and recover the costs of its exploration efforts.

Tariff Issues

Bundling of Ancillary Services
A serious concern of potential non-Prudhoe Bay shippers on any Alaska natural gas pipeline is to ensure that the pipeline tariff is “unbundled” as to ancillary services.  Unbundling has been FERC policy for the past decade.  However, because these are regulatory policies which can be waived, there is concern that the sponsors of the Alaska gas pipeline will attempt to include in the tariff on a bundled basis the costs of a gas conditioning plant that would extract CO2 from Prudhoe Bay gas prior to injection into the pipeline and that those tariff rates would be charged to all shippers.

CO2 is a corrosive gas that must be reduced to minimal levels prior to delivery into the pipeline.  Cost estimates for the CO2 plant have been estimated at $1 billion or more – which could amount to unit costs of 50 cents per MMBtu or more.  By including ancillary service costs in the overall pipeline tariff, sponsors would effectively require producers of other smaller, less profitable gas fields to subsidize the Prudhoe Bay production – the largest untapped natural gas field in North America.  It should be noted that the gas found in many of the new Northern Alaska gas fields is expected to be of pipeline quality and would not require CO2 conditioning.  And, if gas from some new field discoveries does require conditioning – and these discoveries are located in areas “downstream” of the Prudhoe Bay CO2 conditioning plant, such as the Brooks Range – operators will have to install their own CO2 conditioning plants, while at the same time subsidizing the Prudhoe Bay CO2 conditioning plant.  Legislative action prohibiting the bundling of ancillary services would resolve this issue and eliminate concerns relating to such subsidization.

Minimum Btu Content

There are concerns that a tariff could be structured to disadvantage non-Prudhoe Bay shippers by setting a minimum Btu content at higher levels than that normally found in pipeline tariffs.  This kind of tariff provision could be used either to deny capacity to producers of leaner natural gas fields – fields whose gas does not contain a high concentration of associated natural gas liquids (NGLs) such as ethane, propane and butanes, or to ensure that producers do not process their gas before transporting it through the pipeline.

Although it is FERC's general policy to allow a pipeline to set its own minimum Btu content for gas entering its pipeline, the reason for that policy is to allow the pipeline to have primary responsibility for maintaining the integrity of its system.  Therefore, a pipeline my prohibit substandard or sour gas from entering the pipeline because it reduces the overall heating value of the remaining gas in the pipeline to levels below what are generally considered to be "pipeline quality."  Similarly, the Commission has allowed pipelines to limit the upper end of the Btu content of gas entering its system for operational and safety reasons.

But, there are no regulatory requirements establishing a uniform Btu content that is considered to be "pipeline quality gas."  And, although a pipeline may not apply its Btu content restrictions in a discriminatory manner to deny access, once a minimum Btu level is established by tariff it can only be displaced by a showing of undue discrimination.  The setting of a Btu content which denies access to pipeline quality gas, as that term is used in the industry, and thereby favors the transportation of Prudhoe Bay gas should be prohibited at the outset so as not to require the filing of a complaint against an approved pipeline tariff.

Ownership of Liquifiables
Another concern is the potential for the sponsors to require shippers to forfeit their rights to valuable NGLs entrained in their gas streams.  This is purported to be the case on the recently completed Alliance Pipeline.  This would allow pipeline sponsors to reap a windfall by realizing the value of NGLs from shippers’ gas.  NGLs typically hold a higher value when extracted and sold separately than they do when sold as part of a high-Btu gas stream.

A pipeline cannot require that a shipper "donate" the ownership of natural gas liquids and, thereby, the revenues generated from the sale of such liquids after processing.  If the “value” ascribed to a bid or a contract includes such liquids, not only are preferences necessarily granted to high Btu Prudhoe Bay/Point Thomson reserves, but hidden revenues accrue to the pipeline.

Rates Based On MMBtu Not Mcf

Another concern is that sponsors may choose to compute tariff rates on a volumetric (Mcf) basis rather than on a heating value (MMBtu) basis.  Natural gas is now bought and sold on an MMBtu basis; computing the tariff on an Mcf basis would result in leaner gas subsidizing richer gas streams.  Although it is general FERC policy to require rates to be stated on a MMBtu basis, the use of MMBtu’s must also be used in the bidding and contracting process – at the very outset of negotiations for capacity on the pipeline – or subsidization of Prudhoe Bay/Point Thomson shippers will take place.  Because FERC has not precluded the use of Mcf’s for the bidding process, the use of MMBtu-based bids should be mandated by legislation to ensure a level playing field.

Use of Dekatherm/Mile Rates Not Postage Stamp Rates
Tariffs charged for shorter transportation on the pipeline should be computed on a Dth/mile basis, not on a postage stamp basis.  Although it is FERC's general policy to require pipelines to establish mileage-based rates, it is not uniformly required.  The basic rationale for the use of mileage-based rates is that customers should pay only for the facilities that they actually use unless, of course, their usage of one portion of the system causes increased costs on other portions of the system.  The Commission has concluded that, on most pipelines, the costs of providing service are materially affected by the distance the gas is transported.  However, there have been exceptions to the general rule.  Here, because of the length of the pipeline and the possibility that reserves may be added at various points along the pipeline, mileage based rates should be required.  To do otherwise would, again, result in a subsidization of Prudhoe Bay/Point Thomson shippers.

Pipeline Expansions

Finally, due to the size of the natural gas resource base in Alaska and the potential for future natural gas reserves, any legislation should include a requirement that each applicant for a certificate for an Alaskan gas pipeline project, set forth the ability of the pipeline to expand its facilities to accommodate the transportation of the projected development of up to 100 Tcf of Alaskan natural gas resources.

FERC does not have the authority under the Natural Gas Act to order pipeline expansions to accommodate the development of new natural gas resources in Alaska.  However, if initial capacity is fully subscribed, unless an expansion can be ordered, new resources will remain shut in and competition will be harmed.  In addition, a pipeline expansion can be structured solely to accommodate the Prudhoe Bay shippers.  For example, a third-party exploration company might make a major gas discovery, petition the pipeline for an expansion and indicate a willingness to commit to long-term transportation contracts to justify the expansion costs.  If this were to occur a few years before the owners of the Prudhoe Bay Unit were ready to increase gas sales from their field, they may delay the requested expansion at the request of the Prudhoe Bay shippers so that they could be better positioned to secure pipeline capacity for themselves at expansion.

Owners of Prudhoe Bay reserves have an incentive to reinject a significant portion of the produced gas until some time after 2010 in order to maximize oil production.  However, once gas injection no longer has an appreciable impact on the recovery of oil, the owners will likely seek to greatly increase natural gas sales.  Ensuring that expansion capacity is constructed and made available to all Alaskan explorers on an equal basis is essential to the development of Alaskan natural gas resources and to the development of competition.
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