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July 19, 2002

The Honorable «First» «Last»
«Company»
«Address»
Washington, DC «Zip»
Dear «Salutation»:

I write on behalf of the State of Alaska to express strong support for two titles of the Energy Policy Act of 2002:  the Senate-passed Alaska Natural Gas Pipeline Act of 2002 and the House-passed Arctic Coastal Plain Domestic Energy Security Act of 2001.  Both of these titles are critical to the future of America’s energy security, and I encourage you to include them in the final bill.

The Alaska Natural Gas Pipeline Act of 2002 complements Alaska’s efforts to foster the competitive and responsible development of natural resources in our state.  This title is vital to expedite the regulatory process for an Alaska natural gas pipeline and to address the relationship between the Alaska Natural Gas Transportation Act of 1976 and the Natural Gas Act.  In our opinion, the permitting process provided in the Senate language strikes an excellent balance between facilitating and expediting pipeline construction while maintaining the federal government’s authority over the issuance of permits.  Two other elements of this legislation are especially important:  pipeline route and commodity risk.

This legislation would reaffirm the pipeline route designated in the Alaska Natural Gas Transportation Act of 1976, acknowledged in President Carter’s 1977 decision, and supported in international agreements with Canada.  The “southern route,” as it is called, follows the right-of-way of the Trans-Alaska Pipeline System and the Alaska Highway and is proven to be environmentally and economically sound.  

It has clear advantages over a route that crosses under the often ice-choked Beaufort Sea.  This “over the top” route faces enormous environmental and regulatory obstacles and strong opposition from North Slope Eskimos because of its potential risk to subsistence whaling in the Beaufort Sea.  A pipeline following the “southern route” would be the most economic way to access the 59.7 trillion cubic feet of gas resources estimated by the United States Geological Survey to exist in the southern portion of the National Petroleum Reserve-Alaska.  In addition, we believe the “southern route” would provide significant benefits to the State of Alaska, including many more jobs than the “northern route,” the possibility of developing new gas deposits on state lands, and using gas for intrastate purposes. The oil industry consortium studying the gasline project found little cost difference between the two routes.  Both the House and Senate bills prohibit the northern route, and the state supports this approach.

Although some have characterized gas development in Alaska and Canada’s Mackenzie Valley as competitive against each other, in fact, North America needs the gas from both reserves.  The State of Alaska supports an Arctic energy strategy in which gas from both regions is produced.  Canadian experts estimate the vast majority of Mackenzie Valley gas would be used for oil sands production in Alberta, while most of Alaska’s gas is needed in the Lower 48 American consumer and industrial markets.  

The tax credit provision of the Alaska Natural Gas Pipeline Act is an important component of the legislation.  The tax credit exists to reduce the risk of investment in a natural gas pipeline, which will likely operate for more than 50 years and cost in excess of $20 billion.  It is available only if gas prices fall below a government-set floor.  At the same time, if prices rise above a ceiling, the credit is repaid.  With this provision, risk is neutralized during periods of low natural gas prices, and investment in this valuable pipeline is made all the more feasible, thereby eliminating the single greatest impediment to private financing.

Some Canadian interests have criticized the tax credit provision as a subsidy that puts Canadian gas companies at a disadvantage and encourages a “sub-optimal allocation of resources.”  Such a position ignores the existence of several economic supports provided by the national government of Canada and provincial authorities to both new and established energy projects.  For example, in the case of the Hibernia petroleum project off the coast of Newfoundland, Canadian authorities have provided two mechanisms—a tax free loan and royalty relief—to reduce adverse impacts resulting from the fluctuating price of crude oil, both of which have been available for the last 14 years.  Most experts believe that without these subsidies, the Hibernia project would have been uneconomic.

Likewise, the United States provides incentives for investments in energy projects, which are deemed to be in the national interest, under programs such as Section 29 for coal seam and tight formation gas development.  Buffers against commodity price swings and other incentives are accepted approaches to mitigating the high risk associated with vital projects like the Alaska gas pipeline.  Various types of incentives to encourage investment are a fixture in the Canadian oil patch, the American industry, and throughout the world’s petroleum sector.

In addition, opponents of this provision overlook the fact that the tax credit is not guaranteed and would be activated only in the event that prices fail to meet projections of the federal Energy Information Administration.  At the same time, any large rise in prices would result in the repayment of some or all of the previous credits.  Moreover, there is a 15-year sunset on this provision, after which, the tax credit will become unavailable.  It is for these reasons and others that the project received a zero score from the Joint Committee on Tax.

More importantly, these claims fail to recognize that commodity price stabilization is highly beneficial to all those on the North American pipeline grid, both Americans and Canadians.  Construction of the pipeline will yield stable, low natural gas prices for consumers.  In fact, these criticisms rest on the assumption that lower gas prices resulting from the construction of the Alaska gas pipeline will make a separate Canadian pipeline from the Mackenzie Delta uneconomic.  In contrast, Alaska believes there is no conflict between these two pipelines, and both are needed to meet the growing demand for clean-burning natural gas on the continent versus importing more natural gas from outside North America.  In this regard, it is likely that much of the gas transported through a Mackenzie Valley pipeline in Canada would be used for local purposes as fuel for developing huge oil sands deposits in Alberta.  In recognition of these considerations, the governments of the Yukon Territory and Alberta have expressed strong support for an Alaska gas pipeline that follows the southern route and for a separate Mackenzie Delta pipeline.

It is clear the Alaska natural gas pipeline is an energy project of national importance.  In addition to supplying increased demand for natural gas in the United States, the pipeline will create tens of thousands of new jobs in the U.S. and Canada and will foster the manufacture of pipeline steel and other products.

To facilitate pipeline construction, the State of Alaska will likely take steps to provide financial incentives and other assistance.  The State views this project as an important component of our own economic development.  I have proposed the use of tax-exempt Alaska Railroad bonds to finance the construction of the pipeline, and I support a number of other means at the State’s disposal to advance this project.  However, North Slope gas producers have told us that the most important element in their decision to build a pipeline is the enactment of appropriate federal legislation.

I am also writing to express my strong support for the responsible development of petroleum resources in the Arctic National Wildlife Refuge (ANWR) as provided in the Arctic Coastal Plain Domestic Energy Security Act of 2001. 

There is increasing concern about the security of foreign sources of oil.  The coastal plain of ANWR is the most promising unexplored oil province in North America, with the potential for an elephant field on a par with Prudhoe Bay.  Its development is the surest way to increase domestic energy production.  A secure source of domestic petroleum would be a boon to the American economy, as would the jobs that development of a small portion of ANWR would create.  Development of these resources has the potential to create up to 735,000 jobs.

All of this can be accomplished with minimal negative impact on Alaska’s environment.  The “footprint” left by oil development has decreased dramatically since oil production began on Alaska’s North Slope, more than 30 years ago.  Thanks to modern drilling techniques, oil facilities in ANWR would only affect one-tenth of one percent of the total refuge area.  That area is comparable to locating an airport the size of Dulles International in the South Carolina-sized refuge. After reviewing the facts, I believe you will conclude that environmentally responsible development of the coastal plain of ANWR is an essential component of a balanced national energy policy that also includes conservation, alternative fuels, and fuel efficiency.

Thank you for your consideration of these comments.  My staff and I look forward to discussing further these important titles of the Energy Policy Act of 2002.

Sincerely,







Tony Knowles







Governor

