


A L A S K A  STATE LEGISLATURE
SENATE RESOURCES COMMITTEE

Juneau, AK 99801
Official Business

Chairman: Senator Rick Halford 
Vice Chair: Senator Robin Taylor

Senator Lyda Green

Senate Bill 226
"Stranded Gas Pipeline Carriers"

Sponsor Statement Senator Pete Kelly 
Senator Jerry Mackie 
Senator Sean Parnell

Senator Georgianna Lincoln

Senate Bill 226 provides the framework for a stranded gas pipeline to proceed by 
establishing procedures, authorities and clarifying the duties of stranded gas 
pipeline carriers. Changes proposed by SB 226 are intended to apply to all 
potential stranded gas pipeline projects, to clarify state and federal regulatory 
jurisdict' . r .  to complement a non-discriminatory federal process which will 
apply to any export volumes of stranded gas, to provide for instate gas 
transportation and sales, and to provide needed exemption from public utility 
designations for a stranded gas pipeline project.

SB 226 amends the Pipeline Act (AS 42.06) to define a stranded gas pipeline 
consistent with existing state statute and to clarify the Regulatory Commission of 
Alaska's authority and duties in regulating a stranded gas pipeline. SB 226 also 
specifies the criteria for the RCA to establish a fair, predictable and timely 
process to determine initial intrastate capacity and a method for needed pipeline 
system expansions to accommodate increased demand in state gas supplies.

Other changes proposed by SB 226 exempt stranded gas pipelines from the 
requirement to operate as a public utility and limit the common carrier 
requirements for stranded gas pipelines to the transportation of intrastate gas.

SB 226 also defines the types of intrastate transportation services available in a 
stranded gas pipeline system and how the tariffs and fees will be set.

Collectively, these changes are intended to provide greater certainty and 
predictability in the regulation of stranded gas pipeline systems. With passage 
of SB 226, gas export project sponsors will have increased ability to market 
Alaska's stranded gas reserves, to compete more effectively with alternative 
export projects, and to attract the large investments required to construct and 
operate the pipeline and related facilities needed to condition, transport and 
export stranded gas reserves.
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Section 1. Limits the circumstances under which a right-of-way lessee that owns 
or operates a stranded gas pipeline must act as a common carrier to intrastale 
transportation of stranded gas.

Section 2. Exempts the owners or operators of a stranded gas pipeline from 
operating as a public utility under the "Alaska Public Utilities Commission Act."

Section 3. Extends the Regulatory Commission of Alaska's jurisdiction and 
authority to intrastate transportation of stranded gas through a stranded gas 
pipeline.

Section 4. Outlines additional requirements for a stranded gas pipeline carrier to 
be issued a certificate of public convenience and necessity. These requirements 
relate to the pipeline capacity and volume, public notice and criteria for a request 
for service. In addition, this section specifies information to be considered by 
RCA in determining the total volume of intrastate transportation of stranded gas 
by a stranded gas pipeline and when the total volume can exceed the amount 
substantiated by written comments and contracts.

Section 5. Specifies the conditions under which the commission can require 
expansion, enlargement or extension of a stranded gas pipeline system and 
requires the commission to set rates to offset the costs incurred.

Section 6. Allows a stranded gas pipeline carrier to charge separate rates for firm 
transportation service and for interruptible transportation service. In addition, 
this section allows a stranded gas pipeline carrier to charge a reservation fee as a 
condition of providing firm transportation service and outlines costs that can be 
included in the reservation fee.

Section 7. Defines terms relating to stranded gas and stranded gas pipelines.
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Mr. Chairman, members of the committee, for the record, my name is 
Michael Hurley. I work for ARCO Alaska, 'nc in the ANS Gas 
Commercialization Group in Anchorage, arid am currently assigned to 
manage the commercial regulatory efforts for the Alaska North Slope 
LNG Sponsor Group.

I am here today to express the sponsor group’s support for SB-226.

For the last year and a half the sponsor group, comprised of ARCO 
Alaska, BP Amoco, Foothills Pipe Lines Ltd., Phillips Petroleum and 
Marubeni Corporation, has been actively pursuing development of a 
new design for a market viable LNG export project; including the 
development of a commercial regulatory regime which will provide the 
regulatory certainty our long term customers require, while at the 
same time, meeting the needs of the state and federal regulators for 
adequate access and commercial oversight. SB-226, we believe, 
strikes that balance, providing the Regulatory Commission of Alaska 
(RCA) clear and unambiguous oversight of intrastate gas 
transportation.

Section 1 of the bill clarifies the current Right of Way Leasing Act 
common carriage requirement to apply only to intrastate gas 
shipments.

The second and third sections of the bill clarify that a stranded gas 
pipeline system’s intrastate shipments would be regulated under the 
Pipeline Act (AS 42.06), rather than under the Utilities Act (AS 42.05).

In section 4, a new subsection is added to the Pipeline Act creating 
procedures, within RCA’s existing pipeline certification process, for 
determining the amount of pipeline capacity which should initially be 
set aside for intrastate transportation.

That process sets out distinct criteria for capacity for Local 
Distribution Companies (LDCs) which must submit their gas purchase



contracts to the RCA under current regulations, and for industrial gas 
users who must provide written commitments to transport intrastate 
gas volumes, supported by take or pay purchase commitments with 
stranded gas producers.

Likewise, in section 5 of the bill, expansions of a stranded gas 
pipeline may be ordered by the RCA only if such requests for 
additional intrastate capacity are supported by firm contractual 
commitments.

Section 6 allows the RCA to consider allowing a reservation or similar 
charge for firm intrastate transportation in the intrastate tariff.

Finally, section 7 of the bill adds several definitions of terms referred 
to in other sections of the bill, in an effort to increase the clarity and 
understanding in the other sections.

Mr. Chairman and members of the committee, I would like to thank 
you for your sponsorship of this important piece of legislation, and for 
this opportunity to express our support for SB-226, which is currently 
before you.

In closing, as you may be aware, the companion bill, HB-290, was 
recently amended before being passed from its first committee of 
referral in the other body. If you or any members of the committee 
have any questions on the biil, or on those amendments, I’d be happy 
to address those at this time, or at your convenience.
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February 21,2000

TO.* All Members, Senate Resources Committee 

FR: Ross Coen

RE: Senate Bill 226

Dear Members of the Senate Resources Committee,

1 am writing with regard to Senate Bill 226 in order to call your attention to what my organization believes to be 
a minor and altogether fixable fault in the bill. The Alaska Forum for Environmental Responsibility is a 
statewide, non-profit group that seeks to hold both government and industry accountable to the laws designed to 
safeguard Alaska’s environment.

In Section 7, Paragraph 16 of SB 226, the definition for “stranded gas pipeline” specifically excludes “marine 
terminal facilities...including pollution control equipment[.]” I believe that this passage means the following: if 
this bill passes in its current form and the proposed natural gas pipeline is built by the ANS Sponsor Group then 
the marine terminal and spill response activities would be exempt from any regulation or oversight by the 
coordinated state agencies in the Joint Pipeline Office.

One could argue that this minor language in only one Senate Bill could not possibly grant such a monumental 
exemption, but it appears nevertheless to set a dangerous precedent as to what the state may regulate and what it 
may not. You might call it the proverbial first step down that slippery slope.

It is my understanding that the proponents of SB 226 have argued for this exemption because (1) by excluding 
the marine terminal you would decrease the gas’ transportation costs, thereby increasing state revenue; and (2) 
the Joint Pipeline Office is charged with regulating only pipelines, not facilities. Both points are fallacious.

First, Roger Marks with the Department of Revenue has testified that the state may include regulatory authority
on marine terminal oversight while not affecting the transportation costs of the gas. Second, both Bill Britt, the
State Pipeline Coordinator, and Mike Barnhill with the Attorney General’s office have testified that the stale’s 
regulatory authority is expressly defined as to include both pipelines and facilities. A claim to the contrary is 
not only erroneous, but ignores the more than 25-year history of the Valdez Marine Terminal.

I rcspectlully request that the House Resources Committee amend SB 226 to remove this exemption found in 
Section 7, Paragraph 16. Careful oversight of not only the gas pipeline but of all relutcd facilities is necessary 
to ensure the saft. operation of this industry so vital to Alaska’s economic future.

Thank you,

Ross Coen
/i
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T h i s  r e p r e s e n t s  a  p r e l i m i n a r y  a n a l y s i s  b y  t h e  a d m i n i s t r a t i o n ,  i n c l u d i n g  t h e  

D e p a r t m e n t s  o f  L a w ,  R e v e n u e ,  a n d  N a t u r a l  R e s o u r c e s ,  t h e  R e g u l a t o r y  

C o m m i s s i o n  o f  A l a s k a ,  a n d  t h e  S t a t e  P i p e l i n e  C o o r d i n a t o r ’ s  O f f i c e .

I n - s t a t e  u s e  o f  g a s  w o u l d  b e  a  v e r y  v a l u a b l e  b e n e f i t  o f  a n  A l a s k a  N o r t h  

S l o p e  l i q u e f i e d  n a t u r a l  g a s  ( L N G )  p r o j e c t .  H o w e v e r ,  i f  t h e  g a s  i s  

c o m m e r c i a l i z e d  m o s t  o f  t h e  v o l u m e  w i l l  b e  f o r  e x p o r t .  A n d  t h e  f i n a n c i n g  o f  

t h i s  m u l t i - b i l l i o n  d o l l a r  p r o j e c t  w i l l  r e q u i r e  e s t a b l i s h m e n t  o f  l o n g  t e r m  

c o n t r a c t s  w i t h  b u y e r s .  A  s e t  a m o u n t  o f  p i p e l i n e  c a p a c i t y  w i l l  n e e d  t o  b e  

r e s e r v e d  f o r  c o n t r a c t u a l  o b l i g a t i o n s .

A t  t h e  s a m e  t i m e  t h e  e c o n o m i c s  o f  t h e  p r o p o s e d  e x p o r t  p r o j e c t s  a p p e a r  t o  b e  

f i n a n c i a l l y  m a r g i n a l .  T h e y  c o u l d  n o t  a f f o r d  t o  t a k e  N o r t h  S l o p e  g a s  t o  

m a r k e t  i f  t h e y  h a v e  t o  b e a r  t h e  c o s t  o f  p r e - i n v e s t i n g  t o  p r o v i d e  s u b s t a n t i a l  

e x c e s s  c a p a c i t y  i f  t h e r e  w e r e  a  r i s k  t h e  c a p a c i t y  w o u l d  n o t  b e  u s e d .  T o  d o  s o

C o m m e n t s  o f  R o g e r  M a r k s

S t a t e  o f  A l a s k a  D e p a r t m e n t  o f  R e v e n u e

F e b r u a r y  1 ,  2 0 0 0



c o u l d  a f f e c t  t h e  e c o n o m i c s  s u c h  t h a t  t h e r e  w o u l d  b e  n o  p r o j e c t ,  a n d  n o  o n e  

w o u l d  g e t  g a s .

W h e r e a s  i t  i s  s t r a i g h t f o r w a r d  t o  a r r a n g e  f o r  p i p e l i n e  c a p a c i t y  a n d  g a s  

s u p p l i e s  f o r  i n t r a s t a t e  u s e  b e f o r e  c o n s t r u c t i o n  s t a r t s ,  a t t a i n i n g  p i p e l i n e  

c a p a c i t y  a f t e r  o p e r a t i o n  b e g i n s  m a y  b e  d i f f i c u l t  a n d  e x p e n s i v e .  

C o n s e q u e n t l y ,  t h e  q u e s t i o n  o f  h o w  t o  a l l o c a t e  s p a c e  a n d  g a s  n e e d s  t o  b e  

a d d r e s s e d  b e f o r e  t h e  l i n e  i s  b u i l t .

W h a t  t h i s  b i l l  d o e s  i s  p r o v i d e  a  p o s s i b l e  w a y  t o  r e d u c e  t h e  p o t e n t i a l  g a s  

s u p p l y  r i s k s  p e r c e i v e d  b y  t h e  f o r e i g n  m a r k e t ,  f a c i l i t a t i n g  t h e  m a r k e t i n g  o f  

t h e  g a s ,  w h i l e  p r o v i d i n g  a  m e c h a n i s m  f o r  c o m m u n i t i e s  t o  p r o c u r e  g a s .  T h e  

a d m i n i s t r a t i o n  s u p p o r t s  t h i s  b r o a d  i n t e n t .

T h i s  s a i d ,  t h e  b i l l  r a i s e s  c o m p l e x  i s s u e s  t h a t  c o u l d  h a v e  s i g n i f i c a n t  l o n g - t e r m  

i m p a c t s .  S o m e  o f  t h e s e  i s s u e s  i n c l u d e :

1 )  L o c a l  j u r i s d i c t i o n s  c o m m i t t i n g  i n  a d v a n c e  t o  s e c u r e  p i p e l i n e  

c a p a c i t y  w i t h o u t  k n o w i n g  w h a t  t h e  c o s t  w i l l  b e ,  e s p e c i a l l y  i f  t h e  g a s  

p u r c h a s e  c o n t r a c t s  a r e  a l s o  n o t  i n  p l a c e .  ( T h e r e  m a y  b e ,  h o w e v e r ,



m e c h a n i s m s  a v a i l a b l e  t o  r e d u c e  r i s k s  t o  b u y e r s  w i t h o u t  u n d u l y  

h a r m i n g  t h e  p i p e l i n e  s p o n s o r s . )

2 )  A l l o c a t i o n  o f  c a p a c i t y  b e t w e e n  i n t r a s t a t e  a n d  e x p o r t  u s e  i n  t h e  

e v e n t  o f  s h o r t a g e s  o r  e x c e s s e s  o f  c a p a c i t y .

3 )  E x c l u s i o n  o f  t h e  p i p e l i n e  f r o m  t h e  A l a s k a  P u b l i c  U t i l i t i e s  

R e g u l a t o r y  A c t  a n d  s u b j e c t i o n  t o  t h e  P i p e l i n e  A c t .  W e  a r e  s t i l l  

a n a l y z i n g  t h e  e x t e n t  t o  w h i c h  t h e  d i f f e r e n c e s  b e t w e e n  t h e  t w o  m a y  b e  

m a t e r i a l .

4 )  E x c l u s i o n  o f  m a r i n e  t e r m i n a l  f a c i l i t i e s  f r o m  t h e  R i g h t - o f - W a y -  

L e a s i n g  A c t .  T h i s  m a y  a f f e c t  t h e  a b i l i t y  o f  t h e  S t a t e  t o  l e a s e  S t a t e  l a n d  

f o r  s u c h  f a c i l i t i e s  a n d  t o  o v e r s e e  l a n d  m a n a g e m e n t .  I t  c o u l d  a l s o  a f f e c t  

i n t r a s t a t e  s h i p m e n t s  o f  L N G  s h o u l d  t h e y  b e  d e s i r e d .

T h u s  w e  a r e  n o t  y e t  s u f f i c i e n t l y  c o m f o r t a b l e  w i t h  t h e  m e a s u r e s  i n  H B  2 9 0  t o  

e n d o r s e  t h e m  a t  t h i s  t i m e .  T h e  m u l t i - a g e n c y  t e a m  w i l l  c o n t i n u e  t o  a n a l y z e  

t h e  b i l l  a n d  p r o v i d e  r e c o m m e n d a t i o n s  t o  t h e  l e g i s l a t u r e .


