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I'd like to thank the organizers of this conference for inviting me to

share my personal perspective on the proposed Alaska Natural Gas Pipeline.

It's a perspective, I might add, which isn't shared by very many people in

my state, but as they would be the first to tell you, many of my views on

public issues over the years have been about as popular as a wolverine in a

small cabin.

For the few of you who aren't familiar with the Alaska gas pipeline

project, here are the basics, starting with the state itself:

Crude oil production in Prudhoe Bay began in 1977, after the completion of

the Trans-Alaska Pipeline to Valdez. Prudhoe Bay crude brings with it a

large quantity of associated gas, which is used in gas turbines to power

the oilfield and the rest is reinjected into the reservoir. The reinjected

gas has increased oil production by a substantial amount over the years,

which was a net benefit to the producers (currently ExxonMobil, BP, and

Phillips) and to the State of Alaska.

Now Prudhoe Bay crude production is going into a serious decline. For

twenty years, almost all the State of Alaska's revenues have come from the

oil patch. There is currently a sequestered surplus which will last another

two or three years, but when that's gone, unless there is another fat hog

to kill the State will have to start shutting down the public sector, even

in the unlikely event of a reimposition of the State's income tax. Basics

like schools and effective law enforcement are in jeopardy, unless another

revenue stream comes along.

Let's look at the Alaska economy. On that subject there is a lot of

mythology masquerading as fact, but the truth is that we're basically a

great big construction camp. When I came to Fairbanks in the '60s, before

the ARCO well came in at Prudhoe Bay, most people worked on

federally-sponsored construction projects from breakup - that's when the

snow melts and the rivers start flowing - to sometime in October, and then

hunkered down in their cabins until the ice went out again the following

May.

But then, for four years beginning in 1974, came the construction of the

Trans-Alaska pipeline, which brought more money to people and government

than anybody could have imagined. With my usual impeccable sense of timing,

I chose to serve in the Legislature for $7500 per year from 1974 to 1978,

but I couldn't help but notice that most of my friends were paying cash for

their houses and driving new pickups. In Fairbanks, a mining town, it was

the return of the Gold Rush, and we've never gotten over it.

Following closely on the pipeline came a flood of new people; the Iranian

oil crisis in 1979 brought high crude prices and a multitude of

state-funded construction projects, and then there were field development

jobs with the industry at Prudhoe Bay and elsewhere. All told, the

construction boom lasted for 11 years, the longest in American history. We

thought it would never end.

But it did end, in 1986, just when I showed up in Juneau as Governor.

There's that timing thing again. We scrimped and scraped along until the

economy was rescued once again, by the 1989 Exxon Valdez oil spill of all

things. Every warm body in Alaska, and many from elsewhere, were deployed

at Prince Willam Sound washing rocks and scrubbing down oily sea otters. We

took the position that as long as there's a disaster, we may as well profit

from it, and profit we did.

So here Alaska is, waiting for another big project, a little bit like a New

Guinea cargo cult. In the meantime we've been mining for construction

projects in Washington DC, where the three-man Congressional delegation had

three major chairmanships, at least until the Democrats hijacked the

Senate.

Now a Prudhoe Bay gas line has always been a glimmer in the eyes of the

faithful up North. But until lately it had always been thought of as

remote, maybe something that would bring jobs after we passed on. And then

came last year's run-up of natural gas prices. The glimmer became a

glitter. People got excited. Special legislative committees were formed.

Visions of the 1974-1977 wage bonanza danced in many a head. Old bumper

stickers were resurrected - the ones that said, O Lord, please give us one

more pipeline boom, and we promise not to ____ it away this time.

Let's back up and look at the options for producing Prudhoe Bay gas.

There's an LNG option, which would require a pipeline to Valdez, an LNG

plant, LNG tankers, and degasification facilities at the other end. There's

a pipeline route which follows the existing oil pipeline to Fairbanks, from

where it then follows the Alaska Highway through the Yukon Territory to an

existing pipeline network in Alberta. There's a pipeline route across the

Arctic to the Mackenzie delta in the Northwest Territories, and from there

to the same Alberta network. And there is a "gas-to-liquids" option, which

would allow gas liquids to be batched or commingled in the existing crude

line, to be separated at refinery facilities down south.

Now there are a lot of engineers in this room, and a lot of IT specialists.

All of you are accustomed to dealing with math and with logic, which is

pretty much the same as math. You also probably believe in a free market

system. If somebody should ask you to pick the best of these four options -

with "none of the above" as an additional possibility - you would turn

yourselves right away to making a cost-benefit analysis of each option, and

judging from the rumored content of state and industry reports nobody else

is allowed to read, here is probably what you would find.

1. The LNG option is too expensive. The LNG queue is long, and the Asian

nations targeted as buyers are none too anxious to sign up. Go quickly to

other options.

2. The pipeline down the Alaska Highway - known as the "Foothills route"

from a 1977 Act of Congress approving the route for Alaska gas

transportation in those days of heavily regulated natural gas markets - is

quite a bit longer and more expensive than the "over-the-top" route, and it

bypasses substantial Canadian gas reserves in the Mackenzie Valley, in the

Northwest Territories, which are currently stranded. A substantial part of

the Mackenzie reserves are owned by ExxonMobil (Imperial), BP (Amoco

Canada), and Phillips (through its recent merger with Conoco).

3. The "over-the top" route is shorter and less costly; moreover, it picks

up the Canadian reserves, reducing transportation costs from both sources.

However, because of current restrictions in place on the ANWR and its

adjoining wilderness area in the Yukon, an "over-the-top" line will have to

go out to sea and under the ice three miles out before it turns south to

head up the Mackenzie Valley.

4. The gas-to-liquids option would extend the life of the existing oil

pipeline. That would mean more production of crude and a putting off of the

day of reckoning when the producers have to shut down the pipeline,

disassemble it, and restore the land as closely as possible to its original

state, a multibillion-dollar job. The market for GTL, which would be used

for cleaner diesel fuel and other uses, is not settled as of this date.

Marketing of the cleaner but more expensive diesel fuel may require

governmental clean-air mandates.

5. The "none-of-the above" option preserves the other options for another

day. In the meantime all that gas down in the reservoir may be creating a

problem for oil production at this stage of development, a matter of too

much of a good thing.

There's another problem you math whizzes would have to tackle. What,

exactly, would be the effect of all that gas moving into the US market at

once? Bear in mind that US gas comes mostly from domestic and Canadian

sources. You can't build the equivalent of a 52-inch line and then phase it

in gradually. Here it comes: Kaboom. Where's it going to go? What's it

going to displace? I admit of some considerable ignorance on the subject,

but it seems to me it would drive gas prices into the sewer.

So let's say you've done your math. The producers who are going to make

this decision have also done their math, but they're hiding in the bushes.

Why? That's the next dimension of the Alaska Natural Gas Pipeline: politics

and more politics. A year ago you probably thought energy decisions in the

US were going to be made in the marketplace. Today you know it ain't so.

Let me briefly list the political players, almost all of whom have a veto

power over the project under the current rules:

1. The State of Alaska. No matter what other reasons are cranked up the

flagpole in Juneau, what the state wants is high-wage construction jobs.

The pipeline construction worker is to Alaska what the cowboy is to Texas.

Even though a less expensive line would deliver more revenue over the years

because of a lower tariff, that doesn't hold a candle to the lure of

another pipeline boom. Anybody who expresses a different view is advised

not to enter a bar in Fairbanks after 8:00 PM.

Because the Foothills route runs through Alaska before escaping to the

Yukon, it is assumed that Alaskans will get more jobs and that they will

last longer. Last year, in the world of $7+/mcf gas prices, the Alaska

Legislature passed a bill, signed promptly by the governor, which made the

competing "over-the-top" pipeline route illegal. If you build an

"over-the-top" line, they will put you in jail. As if that were not enough,

the Alaska Congressional delegation has introduced bills to make the

"over-the-top" right-of-way a violation of federal law as well.

2. Canada. No matter which route is chosen by the producers for the Alaska

gas line, it has to pass through Canada. You can't move Canada out of the

way: it's a country, and a great big one.

And the Canadian government, indecisive as it sometimes seems to us Western

cowboys, is the one that will decide where the pipeline right-of-way will

go in its own country.

Let me ask you logic specialists a political question here: if you were in

charge of Canada, would you approve of a line that bypassed all the

Canadian gas and brought huge quantities of Alaska gas through your country

into the US, displacing existing Canadian exports, or would you be more

likely to back a line that picked up your own stranded gas, created wealth

in your country, and sent your resources as well as Alaska's to the US?

In other words, which pipeline route is Canada going to approve?

If that sounds like the making of a standoff, there's more. Which brings me

to #3.

3. The Canadian Natives, or First Nations. When the Trans-Alaska oil

pipeline was first proposed, Alaska Natives, who had a valid legal claim to

part of Alaska, skillfully lobbied the State and federal governments for a

land claim settlement. In the end they got 44 million acres of land and $1

billion cash, in mid-70's dollars. Today the Alaska Natives are successful

business operators; in fact the Native corporations are the biggest

private-sector employers in the state.

None of this passed without notice in Canada. Over the years the Canadian

First Nations have extracted a promise from Ottawa that their own land

claims would be settled. Proceedings have been excruciatingly slow, but

before there's an Alaska gas pipeline through northern Canada those claims

are going to have to be settled up.

For those who don't think that Canadian land claims can hold up a project

as big as the Alaska pipeline, there was a shot fired across the bow in

early fall. Several firms, including Anadarko, were set to develop reserves

from their leases on the Ladyfern reservoir in northern British Columbia.

One morning they went out to move some equipment, and there was the Halfway

River Band blockading their access. There was an agreement between Anadarko

and the Halfways last week, but a lot of time and money was lost in the

meantime.

4. The North Slope Borough and ASRC. If you don't live in Alaska, it

probably won't cross your mind that a bunch of very smart and tough Inupiaq

Eskimos are major players here. Based in Barrow, the North Slope Borough -

a borough would be the same as a county down here - has permitting

jurisdiction over development on the North Slope, and they aren't afraid of

exercising it in a manner that is advantageous to them. They also have

levied a substantial property tax on oilfield assets within the Borough. If

you want to build a pipeline in either direction, you're going to need an

OK from the North Slope Borough, or you're not going to get one.

There's a certain amount of leverage in that situation, and it works to the

advantage of Arctic Slope Regional Corporation, a holding company owned by

these same Inupiaq. This is not a small operation. ASRC grossed well over

$1 billion last year, and its subsidiaries are all over the country, as

well as northern Canada and Venezuela. The NSB and ASRC support the State

of Alaska's position in the route wars, but ASRC stands to benefit from

either route.

At the moment, all these players can say "no" to an Alaska pipeline which is not 

of their liking. With the decline of gas prices, naturally the producers are not as 

eager to commit $15 or $20 billion in a threatening political environment. You 

can't blame them. With all the talk about energy deregulation, they thought this

would be an exercise in logic. Instead, what they got was a tangle of competing 

political demands. No wonder they're saying that neither route is feasible.

But this project can be saved if Alaska and Canadian gas is really

necessary to the US power needs of the future, as is forever being said

by national energy officials. The place to start is at the top. The US

and Canadian governments have to decide that this project is going to get

done, and then they have to preempt other jurisdictions and make the rules.

The first rule will be that the most cost-effective route wins.

I'm not privy to all those numbers, but based on what I read, the "over-the-top" 

route is the clear winner from a cost standpoint. Canada likes it because it picks up 

their reserves. A decision has to be made as to what proportion of US and Canadian 

gas goes into the US market, and on what time schedule. Probably some Canadian 

government financial guarantees will be in the mix, especially if a Mackenzie pipeline 

is built first. The Canadian First Nations land claims will have to be settled. Labor 

deals will have to be cut, including the participation of Alaskan workers on the 

Canadian portion of the line. They wouldn't displace Canadians; there's not enough of 

a Canadian workforce to handle a project of this size.

All that is a tall order, but it can be done. The Alaska Natural Gas

Pipeline is either a national energy imperative or it's not. If it is, the

respective national governments need to get on with the business of making

it happen. If it's not, look for GTL to come through the existing pipeline

to Valdez, with the rest of the Prudhoe Bay gas waiting underground for the

next energy crisis.

Based on recent history, I'm sure it won't have to wait for long.

Thanks for the opportunity to address you today, and have a good Christmas.

