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North Slope producers may pre-empt gas liquids use
by Joe LaRocca


A review of the fragmentary literature, as well as the sketchy expert advice that’s available on the subject, leads to the startling inference that the Prudhoe Bay oil producers plan to use as field fuel their share of most of the natural gas liquids they produce as a by-product of oil and natural gas production.
 
If these indications are correct, the obvious implication is that there will be no opportunity to develop a petrochemical Industry in Alaska based on natural gas liquids (NGLs), the most viable petrochemical feedstocks. That's because the state's one-eighth royalty share of NGLs would not provide enough feedstocks either to support an economic scale petrochemical facility, or to justify construction of a transportation system needed to carry limited volumes of gas liquids to a plant site anywhere in Alaska.
At this stage, no one really knows to what extent NGLs will be available for any purpose, since the Alyeska Pipeline Service Company has not yet determined how much of which liquids will be allowed to enter the trans-Alaska oil pipeline - which is owned by the North Slope oil producers - as a part of the crude oil stream.
That determination reportedly awaits the results of tests, which in turn cannot be definitively structured until the pipeline system acquires sufficient operating experience with a throughput level in excess of one million barrels of oil per day to establish those criteria.
Moreover, while there has been a lot of public discussion over the possibility of moving required quantities of NGLs through the proposed natural gas pipeline to a petrochemical plant site elsewhere in Alaska, the  only serious - if somewhat superficial - study of that possibility indicates that it's not feasible, although further study could lead to a different conclusion..
In any case, questions of moving NGLs to a petrochemical facility are academic if the Prudhoe Bay oil producers proceed with their present plans to utilize most or all of the gas liquids as fuel for oil and gas production and processing operations at Prudhoe Bay.
Most of the base electrical power, heat and light consumed at Prudhoe Bay is currently generated by turbines which burn natural gas produced as a by-product of oil production there. Up to 100 million cubic feet of gas per day are being used as fuel for field operations, and to power the oil pipeline's pump stations between Prudhoe Bay and the northern foothills of the Brooks Range.  However, if and when Northwest Pipeline Co.'s proposed Alcan gas pipeline is completed, and full-scale natural gas production begins, the producers plan to substitute NGLs for the "dry" gas as their field fuel source. That's largely because the dry gas can be readily transported profitably to market via the gas pipeline, while adaptation of the essential NGLs to either the proposed gas, or trans Alaska oil, pipeline is at best uncertain, and at worst, impossible.
Although state oil and gas officials have directly expressed the state's probable need to obtain part or all of the North Slope oil producers' share of NGLs in order to supplement the state's one-eighth royalty share as feedstocks for petrochemical production, and have asked the producers what they intend to do with their shares, the producers have not committed themselves.
Exxon's response is typically ambivalent. An Exxon spokesman said in a letter to a state official recently: "It is not possible at this time to determine either the quantity or quality of gas liquids which may be allocated to Exxon. Consequently," he said, "we have no plans at this time for the disposition of Exxon's share of any gas liquids which may be
recovered from the Prudhoe Bay gas unit."
While that succinctly expresses Exxon's official position, it has been rumored for some time in industry circles that Exxon and the other Prudhoe Bay producers are, in fact, privately formulating plans to utilize gas liquids for field fuel. Those rumors have now been tacitly confirmed in print in the Prudhoe Bay unit operating agreement, a massive document that has just been published and issued in final form.
The unit agreement, which was finalized about a year ago, entailed nearly a decade of intensive negotiations among the Prudhoe Bay producers.  Bound in two thick volumes, it consists of about 1,000 pages of detailed and complex technical jargon outlining plans for development of the Prudhoe Bay reservoir by the two designated unit operators, BP Alaska and Atlantic Richfield.
Back to the question of NGLs:  One volume of the unit agreement contains a narrative summary of the development plan which spells out the producers’ plan to use most of the gas liquids as field fuel.  "Tentative plans," the summary says, "are to transport some of the gas plant liquids that are extracted to the oil gathering system for delivery to the
TAPS system, with the remainder being used for fuel."
While officials In the State Division of Oil and Gas, an agency within the Department of Natural Resources, have monitored and participated in the unit agreement negotiations for the past 10 years, they have either ignored or failed to note the producers' plans as detailed in the agreement, to use the NGLs for field fuel, and appear to have acquiesced,
either actively, or by default, to the industry's intentions.  The quote attributed above to an Exxon spokesman came in response to a letter written recently by Natural Resources Commissioner Bob LeResche to Exxon asking that company what it plans to do with its
share of NGLs from Prudhoe Bay.
Unlikely as it may seem, these circumstances indicate that Hammond administration   officials have deliberately or unwittingly foreclosed the state's best -  if not it's only - real opportunity to develop a viable petrochemical industry in Alaska, since NGLs are much better suited for that purpose than petroleum feedstocks. 
 
If the former, it reinforces widely-held suspicions that the Hammond and/or some key
administration officials, oppose industrial development of any sort, and would resort to
duplicity to achieve those ends. However, that presumes a level of  sophistication, competence and technical expertise which I believe to be well beyond the capacity of the Hammond administration.
