Major State Issues Related to North Slope Gas Development

· Gas Pipeline Project Route(s)

· Access to Pipeline and Gas

· Gas Pricing

· Alaska Hire

· State Financial Involvement in a Project

· Federal & Canadian Interactions

· Port Authority Concept

· Stakeholder Groups

· Hydrocarbon Recovery & Reservoir Management

North Slope Gas Development Possibilities

· Gas Pipeline South through Alaska and Canada to L-48


Follows the Alaska Highway corridor & passes through communities


Foothills holds ANGTA certificate & Canadian treaty designation

· Gas Pipeline Under Beaufort Sea to Mackenzie Delta development and then down the Mackenzie Valley to L-48


Small Alaskan pipeline segment  ---  permitting prohibited by State law


Passes by Pt. Thompson and any ANWR potential gas reserves


Shorter pipeline with lower unit cost from combined production 


No historic evidence on environmental and subsistence impacts

· Gas Pipeline to LNG Plant in Valdez  --  LNG tankers to the Pacific Rim


Parallels existing TAPS right-of-way


Yukon Pacific holds permits and certificates

· Gas Pipeline to Anchorage & LNG Plant in Cook Inlet  --  LNG tankers to the Pacific Rim

Provides long-term gas supply to vast majority of Alaskan population and

businesses

New use in existing rail belt / utility corridor

· Gas to Liquid Conversion Plant at Prudhoe Bay with shipment down TAPS


Economy of scale achieved with a fraction of the gas reserve


Utilizes entire existing transportation & downstream system (TAPS,

tankers, terminal, refineries, distribution system)


Technology unproven at economic scale

· Gas Pipeline from Mackenzie Delta development under Beaufort Sea west to Prudhoe Bay and then south (not being studied – no sponsor)

New development corridor goes west rather south in Canada

Linking smaller gas resource to larger (Prudhoe) improves development

economics & market opportunities

· Feeder pipeline off Highway gasline to LNG plant in Haines

· LNG plant offshore Prudhoe Bay loading ice-breaking LNG tankers to the Pacific Rim

· Electric Power Generation at Prudhoe Bay with transmission via superconductor or power beaming

North Slope Gas Routes to Market
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BENEFITS  OF GAS DEVELOPMENT

· Dollars to State & Local Governments


Royalty income


Severance tax income


Corporate income tax


Property tax (ad valorem)


Increased value of State gas leases


Sales tax *


? School tax / Head tax ?

· Increased exploration activities

· Paychecks for Alaskans

Jobs for Alaskans (direct & indirect)


Training  –  upgrade pay opportunities *

· Gas to communities


Gas availability in communities


Larger reserves for gas consumers


Cheaper fuel for heating and electricity

· Gas for new business opportunities


Large energy source 


Large chemical source


Growth in gas exploration

· Expanded economy & higher incomes


Bigger economy & payrolls *


Increased property value *


Expanded services & retail sectors *


Improved quality of life

· Greater recovery of oil & gas


* Mainly occurs during the construction period

IMPACTS OF GAS DEVELOPMENT

· Social costs

Schools *


Medical facilities and services *

Doctor, dentist, hospitals, clinics

Emergency transport & treatment

Social services for those in need *

Welfare, food, housing, child care


Regulatory surveillance & Public safety

· Public Facilities

Transportation -- Roads, Airports, Harbors *

Public recreation sites & facilities *

· Quality of Life of Individual Alaskans

Personal property & privacy

Traffic congestion *

Recreational space reduced *

· Standard of Living

Cost inflation *

Scarcity of goods & crowded aisles *

· Business and the Economy

Salary inflation in all sectors*

Workforce instability *

· Environmental costs

Water & Air

Wildlife & Fish

Rural subsistence

Scenic vistas

Spiritual retreat & solitude *

* Mainly occurs during the construction period
Gas Pipeline Project Route Issues

· Differing Preferences show Divergence of: 



Producers  --  discounted present value

Maximize profitability & investment return

Minimize risk (cost overruns, market strength, …)

Maximize synergies (ie, also in MacKenzie or Indonesia)

Maintain stability



-and-



Alaska (governments & people)  --  short term & long term




Maximize benefits




Minimize, eliminate, or mitigate impacts

· What is the best project for NS gas utilization from the State’s point of view

      

ie, Benefits, impacts, etc

                  ----   AND WHY  ??  (quantification would be helpful)

· Should any State ROW applicant be required to include estimates of Benefits – Impacts of their proposal as part of the application??   

· If  the producer’s “Route Decision” is different then the “best” or “Alaska wants”, State decision makers need to think about:

· Any route to gas sales has major benefits to Alaska

· Potential gain in benefits  vs.  waiting to indefinite future

· Market cycles and strength  ---  how to assess window of opportunity

· How viable are the State’s alternatives ?

· What can the State do to get gas to market in the near future if producers decide there is not an economic gasline project at this time ??

-  Push private sponsorship of system and require producer gas to be sold to any pipeline that gets construction financing

-  Pursue the GTL project as a publicly owned facility & size it for royalty gas volume

-  State build and own a gasline

Access to Pipeline and Gas

· The “access issue” includes:

· New gas discoveries on the North Slope or along the gasline

· New companies or players that may want to buy, sell, and/or ship gas

· Meeting community needs for heating and fuel 

· Gas availability to current business opportunities

· Gas availability for potential future business opportunities

· Should the State ROW application require inclusion of specific provisions by the applicant relating to the initial and future resolution of each of these access concerns?   Absent access provisions acceptable to the State should the ROW be denied as not in the best public interest?? 

· Can the State of Alaska solve all its access concerns by specific provisions in Federal legislation or special rulemaking by FERC ?

Gas Pricing Issues

· Can the State set its wellhead price valuation methodology now (ie, the greater of (1), (2), …  where all the possible approaches are covered)  ?   Don’t we have enough information and expertise to define what’s best for Alaska as royalty owner and a tax collector?  Can we make our view stick?

· Do Alaska intend to make royalty gas available to communities at discounted prices ??
State Investment in Project

· Why is the State of Alaska investing in the gasline ??

- To earn a financial return



or

- Control the tariff

· How big an owner is the State of Alaska willing to be ??

· Concentration of financial resources in one project

· Risks of project cost overrun and/or market softness

· How to manage and commit future appropriations

“Alaska Hire” in North Slope Gas Development

· Compared to other issues related to North Slope gas how important is local hire?  Is everything ok now –or- are major changes in policy required?

· What are the real job expectations and the real public impacts we can expect from different gas line opportunities?  What are the net effects of all the pluses and minuses of a large project on an average Alaskan (Compare to the TAPS experience)?   How much pain is the public willing to trade off for increased property value, increased business activity, and higher wages?

· How much weight is given to the longer term operating / maintenance jobs out in the indefinite future vs the shorter term immediate job opportunities?

· Who bears the brunt of public anger or public praise if the local hire perception is disappointment or happiness respectively?  Who do we think is in charge and who is really in charge?

Federal  &  Canadian Issues with North Slope Gas Development

· Do the producers agree that the any new Federal gasline legislation should preserve the State’s special standing with FERC?    Will the producers strongly support those provisions as an essential part of any new gasline enabling legislation in Washington?   

· Is an Alaskan LNG project really “Alaskan” ?      Can we cut out the Feds (from a regulatory viewpoint)?

· What are the real impacts on the State of FERC regulation?   Would FERC regulation be so bad if we had the same standing and protection as any shipper in the line?  Some form of special standing before FERC ??   Doesn’t ANGTA give the State special standing with FERC on any gasline until it leaves Alaska?

· Will the Canadian First Nation’s requirement for control and ownership of a MacKenzie valley gasline translate into a lack of confidence that it will be built economically and decrease NS producer enthusiasm for “over the top”?  Canadian natives killed the over the top route once, can they and might they do so again?

· Are there any volume throughput guarantees as Alaska gas passes through Canada?

Port Authority Issues
· Even if the producers see no advantage to this approach, is it in the State of Alaska’s best interest to proceed and make it happen ?

· What is the timeline of making this decision on a Port Authority?

Stakeholder Issues

· Gasline ROW will pass through private and native lands.  How will the State help these landowners protect themselves against trespass during construction and in the future ??

· Huge amounts of pipe, equipment, and consumables will come into Alaska during construction.  All the potential ports of entry into Alaska have indicated a desire to be involved.  Fairbanks would like to be a major staging, coating, lining, and trans-shipment center.  Should the Alaska logistics, dockage, overland shipment, and pipe preparation plans be required as part of the State ROW application ?

· The gas conditioning plant required at the start of any gasline from the North Slope will be assembled from a large number of modules built elsewhere.  Will the existing fabrication capabilities of Anchorage and Kenai be utilized in the building of the gas conditioning plant.  Should the module fabrication plans for Alaska be part of the State ROW application ?

Hydrocarbon Recovery  &  Reservoir Management

· How big an investment in production facilities may be required to mitigate potential oil recovery losses related to gas sales?

· In terms of each major hydrocarbon component remaining in the North Slope reservoirs, is there any difference in total hydrocarbon recovery between alternative projects?

Broad Strategy Options For Consideration by State of Alaska

· In addition to royalty and tax issues, any project proposal will require approval by the State (Commissioner and/or Legislature) in several forms:

· Right-of-way across State lands (and tide-lands)

· Modification of Prudhoe Bay reservoir management plan

· Heavy load permits for roads and bridges

Does the State want to define its total information requirement now and mandate that requirement an essential part of any project application for any State approval?

· Does the Legislature feel it should not endorse any specific project or routing until the project sponsor presents a detailed evaluation and comparison of the Benefits and Impacts ??
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