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I n  2 0 0 0  t h e  A l a s k a  S t a t e  L e g i s l a t u r e  a m e n d e d  t h e  A l a s k a  P i p e l i n e  A c t  t o  m a k e  

p r o v i s i o n s  f o r  t h e  o p e r a t i o n  o f  a  N o r t h  S l o p e  G a s  P i p e l i n e .  O n e  o f  t h e  p r o v i s i o n s  w a s  t o  

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

W h e n  t h e  2 0 0 0  a m e n d m e n t s  w e r e  e n a c t e d  t h e  N o r t h  S l o p e  G a s  P i p e l i n e  w a s  t h e  

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

n o w  a  p i p e l i n e  i n  t h e  C o o k  I n l e t ,  t h e  K e n a i  K a c h e m a k  P i p e l i n e  ( K K P L )  t h a t  p r o p o s e s  t o  

p r o v i d e  a  s i m i l a r  t r a n s p o r t a t i o n  s e r v i c e  i n  i t s  C o o k  I n l e t  s e r v i c e  a r e a .

I n  a  r e c e n t  r u l i n g  ( K K P L )  r e q u e s t e d  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  

( R C A )  t o  a u t h o r i z e  i t  t o  p r o v i d e  t h e s e  “ f i r m ”  a n d  “ i n t e r r u p t i b l e ”  s e r v i c e s .  T h e  

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

c o n t r a c t  c a r r i a g e  f o r  g a s  p i p e l i n e s  e l s e w h e r e  i n  t h e  s t a t e  o f  A l a s k a  w a s  p e r m i s s i b l e ,  g i v e n  

t h e  r e c e n t  a m e n d m e n t  t h a t  w a s  a p p a r e n t l y  e x c l u s i v e  t o  t r a n s p o r t a t i o n  o f  g a s  o n  t h e  N o r t h  

S l o p e  o f  A l a s k a .

T h i s  l e g i s l a t i o n  i s  i n t e n d e d  t o  r e s o l v e  t h e  q u e s t i o n  r a i s e d  b y  t h e  R C A .

T h e  B i l l  a m e n d s  t h e  p r o v i s i o n s  r e g a r d i n g  “ f i r m ”  a n d  “ i n t e r r u p t i b l e ”  s e r v i c e  t o  

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

t h e  d e f i n i t i o n s  o f  a  “ n a t u r a l  g a s  p i p e l i n e ”  a n d  “ n a t u r a l  g a s  p i p e l i n e  c a r r i e r ” .

Reprcsentative_Mikc_Chenault@legis.state.ak.us
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F I S C A L  N O T E

STATE OF ALASKA
2003 LEGISLATIVE SESSION

Revision Date/Time (Note if correction): 
Title Regulation of Natural Gas Pipelines

Dept. Affected:
'BRU

Fiscal Note Number:
Bill Version:
(H) Publish Date:

1
CSHB 204(0&G)
3/31/03

Natural Resources
Resource Development

Component Oil and Gas Development
Sponsor Chenault
Requester House Oil and Gas Component No. 439

Expend itures/R evenues (Thousands o f Dollars)
Note: Amounts do not include inflation unless otherwise noted below.
OPERATING EXPENDITURES FY 2004 FY 2005 FY 2006 FY 2007 FY 2008 FY 2009
Personal Services
Travel
Contractual
Supplies
Equipment
Land & Structures
Grants & Claims
Miscellaneous

TOTAL OPERATING 0.0 0.0 0.0 0.0 0.0 0.0

CAPITAL EXPENDITURES |

CHANGE IN REVENUES ( ) . . . . AA AM A* . .

FUND SOURCE (Thousands of Dollars)
1002 Federal Receipts
1003 GF Match
1004 GF
1005 GF/Program Receipts 
1037 GF/Mental Health
Other (Specify Type--Do not abbreviate)

TOTAL 0.0 0.0 0.0 0.0 0.0 0.0

Estimate of any current year (FY2003) cost: 0.0
Check th is box (X) if funding fo r th is bill is included in the Governor's FY 2004 budget proposal: 

POSITIONS
Full-time
Part-time
Temporary

ANALYSIS: (Attach a separate page if necessary)
HB 204 would modify the Alaska Pipeline Act (AS 42.06.055-.640) to allow for contract carriage on all 
natural gas pipelines over which the State has jurisdiction. At present, only a pipeline bringing North Slope 
gas to outside markets can clearly offer contract carriage service. All other gas pipelines under the 
Pipeline Act must provide service as common carriers.

** It is difficult to predict the effects that this bill might have on revenues, because it is difficult to predict 
the effects of contract carriage pipelines on gas exploration and development.

Continued on next page.
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Division Oil and Gas Date/Time 3/26/2003
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Agency Natural Resources_____________________________________

(Revised 9/2002 OMB) Paae 1 of 2

DNR Fiscal Note



FISCAL NOTE #1

ANALYSIS CONTINUATION

STATE OF ALASKA BILL NO. CSHB 204(Q&G)
2003 LEGISLATIVE SESSION

For pipelines that are owned by non-affiliated pipeline companies, contract carriage could reduce 
uncertainty of future throughput. This would reduce capital costs, which in turn could encourage 
pipeline construction and facilitate gas exploration and development. However, for pipelines that are 
owned by affiliated producers, contract carriage may not provide greater assurance of throughput; the 
pipeline company may know the volumes that its affiliated producer wants to ship. Meanwhile, contract 
carriage on a pipeline owned by an affiliated producer could potentially be used to impede pipeline access 
for non-affiliated producers. This could hinder natural gas exploration and development and ultimately 
result in a negative fiscal impact for the State.
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M E M O R A N D U M M a r c h  2 0 ,  2 0 0 3

SUBJECT: H o u s e  B i l l  2 0 4 ,  r e l a t i n g  t o  t h e  r e g u l a t i o n  o f  n a t u r a l  g a s  p i p e l i n e s  

u n d e r  t h e  P i p e l i n e  A c t  ( A S  4 2 . 0 6 )  - -  s e c t i o n a l  a n a l y s i s .

( W o r k  O r d e r  N o .  2 3 - L S 0 6 9 5 \ D )

TO: R e p r e s e n t a t i v e  M i k e  C h e n a u l t

F R O M : J a c k  C h e n o w e t h  

A s s i s t a n t  R e v i s o r  o f  S j a f u i

T r a d i t i o n a l l y ,  n a t u r a l  g a s  p i p e l i n e s  w e r e  r e g u l a t e d  a s  " c o m m o n  c a r r i e r s . "  " C o m m o n  

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

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

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

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

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

F o l l o w i n g  r e c e n t  p r e c e d e n t s  e s t a b l i s h e d  f o r  f e d e r a l  i n t e r s t a t e  r e g u l a t i o n  o f  n a t u r a l  g a s  

p i p e l i n e  f a c i l i t i e s ,  C h a p t e r  5 6 ,  S L A  2 0 0 0 ,  m o d i f i e d  s t a t e  r e g u l a t o r y  o v e r s i g h t  o f  n a t u r a l  

g a s  p i p e l i n e s  t h a t  a r e  p l a n n e d  t o  c a r r y  g a s  f r o m  t h e  N o r t h  S l o p e  t o  m e e t  e x p o r t  

c o m m i t m e n t s  g e n e r a l l y  t o  e n s u r e  t h a t  r e s t r i c t i o n s  u n d e r  s t a t e  c o m m o n  c a r r i e r  r e g u l a t i o n s  

a r e  i n a p p l i c a b l e  t o  t h a t  g a s .  T h a t  m e a s u r e  s p e a k s  t o  o v e r s i g h t  b y  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  o f  i n - s t a t e  m o v e m e n t  o f  n a t u r a l  g a s .  B y  R C A  o v e r s i g h t  a s  a  

" c o n t r a c t  c a r r i e r , "  t h e  p i p e l i n e  w o u l d  b e  r e g u l a t e d  i n  o r d e r  t o  s e l l  t o  i t s  c u s t o m e r s  o n l y  

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

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

i s  i n s t i t u t i o n a l i z e d  i n  " c o n t r a c t  c a r r i a g e . "

S o  t h a t  o t h e r  i n - s t a t e  p i p e l i n e s  m a y  h a v e  t h e  b e n e f i t  o f  t h e  f o r m  o f  c o n t r a c t  c a r r i e r  

r e g u l a t i o n  e s t a b l i s h e d  i n  t h e  2 0 0 0  A c t  f o r  N o r t h  S l o p e  n a t u r a l  g a s ,  H o u s e  B i l l  2 0 4  ( 1 )  

r e m o v e s  f r o m  c e r t a i n  p r o v i s i o n s  e n a c t e d  b y  t h a t  2 0 0 0  A c t  l i m i t i n g  r e f e r e n c e s  t o  " N o r t h  

S l o p e "  a n d  ( 2 )  a d d s  t w o  r e l a t e d  d e f i n i t i o n s .

B i l l  s e c t i o n  1 .  R e m o v a l  o f  r e f e r e n c e s  t o  " N o r t h  S l o p e "  f r o m  A S  4 2 . 0 6 . 3 5 0 ( c ) ,  r e l a t i n g  t o  

t a r i f f  f i l i n g s  w i t h  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 ,  w o u l d  a l l o w  o t h e r  n a t u r a l  g a s  

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

t r a n s p o r t  n a t u r a l  g a s  b y  p i p e l i n e  o n  a  " f i r m "  b a s i s  a n d  p e r s o n s  a r r a n g i n g  t o  t r a n s p o r t  o n  

a n  " i n t e r r u p t i b l e "  b a s i s .

Legal Memo re: regulation of NG 
pipelines



B i l l  s e c t i o n s  2  a n d  3 .  D e f i n i t i o n s  o f  t h e  t e r m s  " f i r m  t r a n s p o r t a t i o n  s e r v i c e "  a n d  

" i n t e r r u p t i b l e  t r a n s p o r t a t i o n  s e r v i c e "  u s e d  i n  t h e  P i p e l i n e  A c t  a r e  a m e n d e d  t o  r e m o v e  

r e f e r e n c e  t o  " N o r t h  S l o p e "  i n  t h e  p h r a s e  " N o r t h  S l o p e  n a t u r a l  g a s . " 1

B i l l  s e c t i o n  4  s u p p l i e s  d e f i n i t i o n s  f o r  t e r m s  u s e d  i n  t h e  b i l l  s e c t i o n s  e a r l i e r  a m e n d e d .

J B C : m e d

0 3 - 3 2 9 . m e d

Representative Mike Chenault
March 20, 2003
Page 2

1 G e n e r a l l y  s p e a k i n g ,  t h e  t e r m  “ f i r m  t r a n s p o r t a t i o n  s e r v i c e ”  r e f e r s  t o  a n  a s s i g n e d  

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

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

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

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

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

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

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

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

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

f a c i l i t y ' s  c a p a c i t y .
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111 We therefore conditionally grant KKPL a certificate of public convenience

2 Hand necessity. The certificate will be issued when Marathon and a financially

3 11 acceptable entity on behalf of GUT file unconditional guarantees for KKPL to construct,

4 || operate, maintain and terminate the Kenai Kachemak Pipeline.26

5
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19

20 

21 

22

23

24

25

26

C. Based on the current record, can we determine whether the proposed pipeline tariff, 
including the rates, rules and regulations satisfies AS 42.06?

Under A3 42.06.250 and 3 AAC 48.620, a pipeline carrier application for a

new certificate of public convenience and necessity must contain a proposed tariff.

KKPL provided an updated tariff in its testimony.27 The proposed tariff includes

I separate estimated rates for firm transportation service and for interruptible

transportation service. This type of tariff structure is termed contract carriage.

26 In its application, KKPL asked for authority to construct additional receipt and 
I delivery points within its defined service area as may be requested from time to time by 
shippers or other persons. AS 42.06.140(a)(8), however, provides that the 
"Commission . . . shall require permits for the construction, enlargement in size or 
operating capacity, extension, connection and interconnection, operation or 
abandonment of any oil or gas pipeline facility or facilities, subject to necessary and 

[ reasonable terms, conditions and limitations.. . . "
Therefore, in conditionally guaranteeing KKPL a certificate of public convenience 

and necessity, we do not approve KKPL's request for blanket authority to connect 
I additional receipt and delivery points without further commission review.

27See T-2, Ex. EJJ-2.

P-02-6(3) - (12/24/02)
Page 12 of 16
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Contract carriage has not been previously allowed under AS 42.06. The 

Alaska legislature, however, recently amended AS 42.06.35028 to allow for contract 

carriage for the transportation of gas on the North Slope of Alaska. This amendment 

raises the following legal issue: Is contract carriage for gas pipelines elsewhere in the 

State of Alaska permissible? The facts of this case also raise a policy question: Should 

contract carriage be allowed when a pipeline is owned by affiliates of the 

producers/shippers? These two issues are of first impression and of sufficient 

importance to the State of Alaska that on the limited record before us we are unwilling to 

resolve them at this time.

28Sec. 350 of AS 42.06 provides:
(a) Under regulations adopted by the commission, every intrastate oil or gas 
pipeline carrier shall file with the commission, within the time and in the form 
designated by the commission, all rates, tariffs, charges, classifications, 
rules, regulations, terms, and conditions pertaining to service provided under 
the certificate, and shall maintain copies on file at its principal business office 
and at places designated by the commission, available to, and subject to 
inspection by, the general public on demand.

(b) The commission may reject the filing of all or part of a tariff that does not 
comply with the form or filing regulations of the commission or that is not 
consistent with this chapter or the regulations of the commission. A tariff or 
provision so rejected is void.

(c) In its tariff filed with the commission under (a) of this section, a North 
Slope natural gas pipeline carrier may charge separate rates for firm 
transportation service and for interruptible transportation service. A North 
Slope natural gas pipeline carrier

(1) may, in addition, impose a reservation fee or similar charge for 
reservation of capacity in a North Slope natural gas pipeline as a 
condition of providing firm transportation service; the reservation 
fee or charge imposed by the carrier may not include any variable 
costs or fixed costs that are not attributable to the provision of firm 
transportation service;

(2) may not impose a reservation fee or similar charge for 
reservation of capacity in a North Slope natural gas pipeline for 
interruptible transportation service.

P-02-6(3) - (12/24/02)
[Page 13 of 16
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HB 204 / SB 151 
“An Act Relating 

to the Regulation of 
Natural Gas Pipelines 

under the Pipeline Act.”

A. Ben Schoffmann 

Vice-President, KKPL

March 27, 2003 Testimony o f A Ben Schoffmann to Senate Labor
& Commerce and House Oil & Gas Committees
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H B  2 0 4  I  S B  151  
W h a t D o e s  It D o ?

Permits the Regulatory Agency of Alaska 
(RCA) to approve, should it so choose, the 
offering of both “firm” and “interruptible” 
service in a natural gas transportation pipeline 
under the State Pipeline Act, AS 42.06.
-  Amendments on this concept were made for a 

North Slope Gas Line in the 2000 Session.
-  A Tool: This bill clarifies that RCA has the 

authority to grant these two classes of service to 
regulated gas pipelines elsewhere in the State.

March 27, 2003
Testimony o f A Ben Schoffmann to Senate Labor
& Commerce and House Oil & Gas Committees
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pifEliNE PHOjECf HB 204 I  SB 151 

What is Firm and Interruptible Service?

Firm Service:
- The Shipper commits to pay a “reservation charge” for a set 

level of capacity, whether or not it is actually used.
- The Pipeline guarantees the reserved capacity will be made 

available as and when needed.
Interruptible Service:
- The Shipper only pays for the capacity it actually uses at any 

given time.
- The Pipeline makes best efforts to provide capacity, but if the 

desired capacity is not available for whatever reason 
(mechanical, over-supply, etc.), these shipments are subject 
to curtailment or interruption.

March 27, 2003
Testimony o f A Ben Schoffmann to Senate Labor
& Commerce and House Oil & Gas Committees



kENAi-kAChEMAk 
pipEliNE P̂ OjECJ H B  2 0 4  /  S B  151  

W h y  is  T h is  Im p o r ta n t?

It is important to both Pipeline 
Investors and Potential Shippers.

Pipeline investors: Provides them 
with the ability to obtain firm contracts 
from potential shippers, which help to:
-  economically justify construction and 

operation of new gas pipelines
-  reduce risk

Testimony o f  A Ben Schoffmann to Senate Labor 
* & Commerce and House Oil & Gas Committees
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HB 204 / SB 151 
Why is This Important? Cont.

Prospective Shippers: Enables them to 
choose the type of gas transportation service 
which best aligns with their gas supplies and 
customer contracts.
-  Firm Transportation

• Firm sales contracts need the accompanying assurance of 
firm transportation (interruptible transportation and potential 
curtailment is not compatible with firm sales commitments).

-  Interruptible Transportation
• Compatible with interruptible sales contracts.
• Potential Shippers with undiscovered/poorly defined 

potential gas supplies need not make financial 
commitments in advance of proving up gas supplies.

March 27, 2003
Testimony o f A Ben Schoffmann to Senate Labor
& Commerce and House Oil & Gas Committees
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’t Do

It will not force the RCA to approve these 
two classes of service for a pipeline in the 
event it is not considered justified.
It will not change the “Open Access” status 
of pipelines under the State Pipeline Act.
It will not have an adverse fiscal impact on 
the State.

March 27, 2002
Testimony o f A Ben Schoffmann to Senate Labor
& Commerce and House Oil & Gas Committees
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W h y  is  It N e e d e d  N o w ?

• RCA has raised a question in their 
December 24, 2002 Order to KKPL as to 
whether it has the authority to grant “firm” 
and “interruptible” service for other than a 
North Slope Gas Line.

• KKPL will file with the RCA to approve 
KKPL’s Tariff in the second quarter of 2003.

• Two Shippers require, and have committed 
to pay for, Firm Sen ice on KKPL.

Testimony o f A Ben Schoffmann to Senate Labor 7
arc 1 ' * & Commerce and House Oil & Gas Committees



Testim ony o f  A  B en  Scho ffm ann  to  Sena te  L a b o r
& C om m erce a n d  H ouse  O il & G as C om m ittees

• Owned by an Alaska 
Limited Liability Company
- Marathon (60%)
- Unocal, through GUT (40%)

• New $25 million, 33-mile, 
12-inch diameter Gas 
Tra tission Pipeline.

» Connects newly discovered 
gas to existing Cook Inlet 
gas pipeline and market 
infrastructure.

K K P L ?
Kenai

Kenai Peninsula

March 27, 2003

kENAl-kAChEMAk 
pipEliNE PHOjECf W h a t  i s



kENAi-kAChEMAk 
pipEliNE PROJECT K K P L  F a c t s

J u n e  2 0 0 2 :  H e l d  “ O p e n  S e a s o n ”  f o r  p o t e n t i a l  
s h i p p e r s  

T w o  S h i p p e r s  m a d e  “ f i r m ”  c o m m i t m e n t s
-  Total of 300 BCF of gas over 15-years

• Marathon ~ 180 BCF
♦ Unocal ~ 120 BCF

-  Total Peak Committed Rate is 90 MMCFPD (in 
year 4)

R e q u i r e d  a  1 2 - i n c h  d i a m e t e r  p i p e l i n e
-  Nominal operating capacity -130 MMCFPD
-  Expansion is possible

Testimony o f  A Ben Schoffmann lo Senate Labor y
irC 1 ' ' & Commerce and House Oil & Gas Committees



kENAi-kAChEMAk 
pifELiNE PROJECT K K P L  F a c t s  -  C e n t .

Received RCA Temporary Certificate of 
Convenience and Necessity under AS 42.06 on 
January 9, 2003.
Construction is in Progress.
- Started in January 2003.
- Contractual Target In-Service Date is 11/1/03.
- Construction is ahead of schedule by ~ 2 months.
RCA Tariff Filing is required at least 90 days before 
Commencement of Commercial Operation.
- KKPL tentatively plans to make this filing in late April.

Testim ony o f  A Ben Scho ffm ann  to Sena te  L abor j
a,C 1 & C om m erce a n d  H ouse O il & G as C om m ittees
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I m p a c t s  t o  S t a t e  o f  A l a s k a

•  P r o - D e v e i o p m e n t ,  w i t h o u t  p r o v i d i n g  a  

“ h a n d o u t ” .

-  P r o v i d e s  s t a b i l i t y  t o  p o t e n t i a l  p i p e l i n e  
i n v e s t o r s  i f  f i r m  c a p a c i t y  i s  c o m m i t t e d .

-  P r o v i d e s  g a s  s u p p l i e r s  w i t h  f l e x i b i l i t y  t o  
m a t c h  t r a n s p o r t a t i o n  s e r v i c e  t o  g a s  
s u p p l i e s  ( p r o v e n  o r  p r o s p e c t i v e )  a n d  s a l e s  
c o n t r a c t s  ( f i r m  o r  i n t e r r u p t i b l e ) .

M arch  27, 2003
Testim ony o f  A  Ben Schoffm ann to  Sena te  Labor
& C om m erce a n d  H ouse  O il & G as C om m ittees
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C o n c f u s i o n s
Provides a Tool: Clarifies RCA’s Authority
- They have the ability to approve, should they choose, a Two- 

Tiered Transportation Service (as for the North Slope Gas 
line) for Natural Gas Pipelines under the Pipeline Act.

Has a Purpose: Encourages Investment
- Meets the needs of Pipeline Owners who require economic 

justification and minimization of risk for their investments.
- Helps Potential Shippers align their transportation service 

with their gas supplies and gas sales contracts.
- Retains “Open Access” provisions of the Pipeline Act.
Meets a Need: The issue will shortly be before RCA

M arch  27, 2003
Testim ony o f  A  Ben Scho ffm ann  to Sena te  L a b o r
& C om m erce a n d  H ouse  O il & Gas C om m ittees

12



H B  2 0 4  /  S B  1 5 1
A p p lic a tio n  A lre a d y  L im ite d  to In tra s ta te  P ip e lin e s

1) AS 42.06 is sufficiently clear that the Pipeline Act, as it currently stands, already is 
limited to pipelines within the State of Alaska.

a) First, the whole of the Pipeline Act (AS 42.06) is limited to intrastate pipelines.
i) While AS 42.06.140 (a)(1) does not limit itself merely to “intrastate” 

pipelines, the provisions o f AS 42.06.150 and 42.06.230 (a), combined with 
federal preemption law related to the federal Natural Gas Act, have that 
effect.

ii) Under court cases interpreting the Natural Gas Act, the FERC is clearly given 
exclusive jurisdiction over gas pipelines flowing interstate gas and the states 
are preempted from regulating any portion of a gas pipeline engaged in that 
business.

iii) The effect o f these cases, combined with AS 42.06.150, is to carve out 
jurisdiction over interstate gas pipelines from the RCA, leaving the 
Commission with jurisdiction only over intrastate gas pipelines.

b) Second, AS 42.06.350 (c), the specific provision being amended, is specifically
limited to intrastate pipelines
i) AS 42.06.350 (c) applies only to a “tariff filed with the commission under (a)” 

of that section.
ii) AS 42.06.350 (a), in turn, applies only to “intrastate oil or gas pipeline 

carrier[s].”

2) Further changes appear to be unnecessary and should be avoided for fear o f creating 
unanticipated side effects and concerns from other parties.



H B  2 0 4  O i l  &  G a s  C o m m i t t e e
Comments &  Questions A ris ing  D uring  Discussion 

(from  H earing on 3/27/03)

l .  Does the language m ake it clear that this legislation addresses “in state” 
carriers? (Rep. Fate)

AS 42.06 is sufficiently clear that the Pipeline Act, as it currently stands, already is 
limited to pipelines within the State of Alaska.

a) First, the whole o f the Pipeline Act (AS 42.06) is limited to intrastate pipelines.
i) While AS 42.06.140 (a)(1) does not limit itself merely to “intrastate” 

pipelines, the provisions o f AS 42.06.150 and 42.06.230 (a), combined with 
federal preemption law related to the federal Natural Gas Act, have that 
effect.

ii) Under court cases interpreting the Natural Gas Act, the FERC is clearly given 
exclusive jurisdiction over gas pipelines flowing interstate gas and the states 
are preempted from regulating any portion of a gas pipeline engaged in that 
business.

iii) The effect of these cases, combined with AS 42.06.150, is to carve out 
jurisdiction over interstate gas pipelines from the RCA, leaving the 
Commission with jurisdiction only over intrastate gas pipelines.

b) Second, AS 42.06.350 (c), the specific provision being amended, is specifically
limited to intrastate pipelines.
i) AS 42.06.350 (c) applies only to a “tariff filed with the commission under (a)” 

of that section.
ii) AS 42.06.350 (a), in turn, applies only to “intrastate oil or gas pipeline 

carrier[s].”

Further changes appear to be unnecessary and should be avoided for fear of creating 
unanticipated side effects and concerns from other parties.

2. W ould like to look at and compare statutes regarding “com m on carrier” 
regulations. (Rep. Rokeberg)

The gas producing states (Oklahoma, Texas, and Louisiana) and the federal government 
all have different statutory schemes to deal with the transportation of natural gas on 
pipelines. However, each of those schemes, in one form or the other, permit gas to be 
transported on a firm and interruptible basis. Firm and interruptible gas transportation is 
common throughout the lower 48 and has benefited both gas producers and gas 
consumers.



3. Keep fair - Open Season provision that allows everyone an opportunity to use  
pipeline carrier services as needed. (Rep. M cG uire)

KKPL conducted a reasonable and fair open season that gave all potential shippers an 
equal opportunity to use KKPL's services under exactly the same terms and conditions. 
KKPL had an extensively advertised open season process lasting from December 2001 to 
June 2002. The open season was advertised for 4 consecutive weeks in the Anchorage 
Daily News and Alaska Petroleum News. Notices were also sent to all Kenai Peninsula 
leaseholders and potentially interested state officials. The RCA was advised of plans and 
given the opportunity to comment and influence KKPL’s open season in a number of 
meetings prior to and during the open season process.

Moreover, RCA has broad authority in the governance of pipelines under AS 42.06.
RCA could be reasonably expected to exercise that authority to make certain a reasonable 
and fair “open season” for firm and interruptible services was followed by any 
prospective owner seeking approval for a Certificate o f Convenience and Necessity as a 
requirement for receiving such approval.

4. Fiscal Note com m entary -  H ow can this legislation im pede exploration? (M ark  
M yers -  Div. o f  O&G)

This comment was made with respect to the issue of producer-affiliate ownership of a 
pipeline. The DNR contended that, in general, “contract carriage” was positive, as it 
“could reduce uncertainty of future throughput” and “reduce capital costs.” The result 
would be to “encourage pipeline construction and facilitate gas exploration and 
development.” On the other hand, DNR also stated that “contract carriage on a pipeline 
owned by an affiliated producer “could potentially” be used to impede pipeline access for 
non-affiliated producers” and “hinder natural gas exploration and development”. We 
believe that affiliate ownership has promoted, not hindered, development of oil and gas 
resources in Alaska. Without affiliate ownership, newly discovered resources might be 
left in the ground because no unaffiliated pipeline company has been willing to bear the 
risk and cost of constructing a new pipeline to transport Alaska oil and gas resources.

There are three key points to be made about affiliate ownership:

a) The RCA (“Commission”) already has sufficient authority to prevent any 
favoritism or gaming:
i) AS 42.06.320 prohibits any pipeline from “muk[ing] or grant[ing] an 

unreasonable preference or advantage to any person or subjecting] any person 
to an unreasonable prejudice or disadvantage.” The Commission could 
prevent any such favoritism or gaming as creating an unreasonable preference 
or advantage. If it finds that any exists, it has the power under AS 42.06.330 
to take remedial action, including reallocating any capacity that the pipeline 
may have previously allocated to its affiliate by contract or otherwise.

ii) AS 42.06.310 (c) provides the Commission with the power to require a 
pipeline to “extend or enlarge its pipeline or storage facilities provided the



extension or enlargement shall be found to be reasonable and required in the 
public interest and that the expense involved will not impair the ability o f the 
common carrier or public utility to perform its duty to the public.” The 
Commission could exercise this authority to require KKPL and other such 
pipelines to provide additional capacity to new shippers if it found that KKPL 
was refusing to do so for unreasonable reasons (such as protecting its 
affiliates).

b) The Legislature already has dealt with this issue and the same result should be 
applied to KKPL.
i) It is clear that any North Slope gas pipeline would involve affiliate 

ownership. That fact did not prevent the Legislature, however, from enacting 
the 2000 amendments to AS 42.06, providing such a pipeline with the right to 
provide firm and interruptible service. This was likely because the Legislature 
found that the other provisions of AS 42.06 already provided the RCA with 
adequate authority to remedy the situation in the event the Commission found 
that the relationship resulted in any unreasonable preferences or advantages. 
There is no reason to apply a different approach to KKPL and other intrastate 
gas pipelines.

ii) Similarly, FERC does not prohibit or discriminate against producer-affiliate 
pipeline ownership in pipelines it regulates.

c) Allowing, rather than prohibiting, affiliated pipelines to provide firm and
interruptible service will result in quicker development of the State’s gas
resources.
i) It is clear that the primary source of capital for the construction of new gas 

pipelines will come from the oil & gas companies developing the resources 
that have been discovered. Other than for the pipelines owned by Enstar/APL 
-  which declined to build KKPL -  all o f the other gas pipelines in the State 
have been built by affiliated producers.

ii) Gas producers are interested in exploring for and developing new reserves if 
they believe that they can assure the ability to deliver those reserves to 
market. If producers are not able to obtain that assurance, they will invest 
their capital in other locations.

iii) If gas producers in the State are prevented from arranging for firm 
transportation (and, thus, firm markets) through affiliated pipelines, less 
capital will be committed to the State. This is because the producers will be 
unable to arrange for firm transportation. The producers will be prevented 
from providing it for themselves and no other non-affiliated entity is stepping 
up to fill the gap. The producers will take their capital elsewhere, to more 
secure environments.

iv) There is no reason for such a result, where the RCA already has been given 
adequate authority to regulate against any abuses it might find. By providing 
affiliated producers with the opportunity to arrange for firm transportation (as 
long as they do not abuse the privilege), the Le^Hature will be encouraging 
additional investment in Alaska.
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J^ A u m ra LLC
nww.aurorapower.com

The Honorable /Mike Chenault 
Alaska House of Representatives 
State Capitol, Room 432 
Juneau, AK 99801-1182

R£: An Act Relating to the Regulation o f Natural Gas Pipelines under the Pipeline Act
Senate Bill 151 /  House Bill 204

Dear /Mr. CHenault.

Aurora Gas. LLC and its marketing affiliate, Aurora Power Resources, Inc. C Aurora'), 
support Senate Bill 151 and House Bill 204. As a producer and marketer o f natural gas, Aurora 
understands how critical infrastructure is to the ultimate development o f natural gas reserves 
in Cook Inlet. Additionally, we are in favor o f rate structures that provide flexibility and can 
be tailored to the needs of various entities seeking to transport gas on regulated pipelines.
We are in favor o f having the option to choose between firm and interruptible transportation 
rates on pipelines. As we understand the legislative revision, it will provide clarification as to 
the Regulatory Commission o f Alaska's ability to approve such rate structures fo r pipelines in 
the Cook Inlet.

Although the Cook Inlet basin has been explored and produced fo r over fo rty  years, the 
development of associated infrastructure is not very mature. As a result, producers will be 
the most likely entities that own, and financially back, the construction o f new pipelines.
Aurora understands this and is comfortable that the regulatory process will sufficiently 
protect the interests o f third parties seeking to access these pipelines.

Aurora Gas would not avoid exploring and developing acreage in the vicinity o f producer owned 
facilities. However, Aurora can and would substantially discount the value o f exploring and 
developing acreage with no infrastructure whatsoever.

For these reasons, Aurora supports Senote Bill 151/House Bill 204. Please do not hesitate to 
contact me directly, should have any questions on this matter.

April 9, 2003

Sincerely,

President

SSP: d jn

10333 Richmond Avenue, Suite 710 • Houston, Veree 770*2 • (713) 977-5709 « Fax (713) 977-1347 
1029 West 3rd Avenue, Suite 220 • Anchorage, Aleolta 99501 • (SOT) 277-1003 • Fan (907) 277-1006
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A v ' l  ?003 Testim ony o f  A Ben Schoffm ann to A laska  S ta te
’ “  Senate  a n d  H ouse R esource  C om m ittees

•  P e r m i t s  a l l  n a t u r a l  g a s  t r a n s p o r t a t i o n  p i p e l i n e s  
w i t h i n  t h e  S t a t e  t o  f i l e  a  t a r i f f  w i t h  t h e  R C A  
o f f e r i n g  b o t h “ f i r m ”  a n d  “ i n t e r r u p t i b l e ”  s e r v i c e  
( “ c o n t r a c t  c a r r i a g e ” )  u n d e r  t h e  A l a s k a  P i p e l i n e  
A c t ,  A S  4 2 . 0 6 .

-  Amendments on this concept were made for a 
North Slope Gas Line in the 2000 Session.

-  This bill clarifies that other regulated gas pipelines 
elsewhere in the State also may offer these two 
classes of service.

kENAi-kACtlEMAk 
pipeLlNE pi\ojECj H B  2 0 4  I  S B  151  

W h a t  D o e s  I t  D o ?
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W h a t  i s  F i r m  a n d  I n t e r r u p t i b l e  S e r v i c e ?

Firm Service:
- The Shipper commits to pay a monthly “reservation charge” 

for a set level of capacity, whether or not it is actually used.
- The Pipeline guarantees the reserved capacity will be made 

available as and when needed.
Interruptible Service:
- The Shipper only pays for the capacity it actually uses at any 

given time.
- The Pipeline makes best efforts to provide capacity, but if the 

desired capacity is not available for whatever reason 
(mechanical, over-supply, etc.), these shipments are subject 
to curtailment or interruption.

A  •'/ 2001 Testim ony o f  A lien  Schoffm ann to  A laska  S ta te
’ Senate  a n d  H ouse R esource C om m ittees



// m l  ?001 Testim ony o f  A Ben Schoffm ann to A laska  S ta te
Senate  and  H ouse  R esource  C om m ittees

•  I t  i s  i m p o r t a n t  t o  b o t h  P i p e l i n e  

I n v e s t o r s  a n d  P o t e n t i a l  S h i p p e r s .

•  P i p e l i n e  i n v e s t o r s :  P r o v i d e s  t h e m  

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

f r o m  p o t e n t i a l  s h i p p e r s ,  w h i c h  h e l p  t o :

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

-  r e d u c e  r i s k

kENAl-kAChEMAk 
PipELlNE PROJECT H B  2 0 4  I  S B  151  

W h y  i s  T h i s  I m p o r t a n t ?



A m l  100  ? Testim ony o f  A Ben Schoffm ann to A laska  S ta te
Sena te  a n d  H ouse R esource Con anil tees

kENAi-kACkEMAk " i  jl tf** &
piffUNE project W h y  i s  T h i s  I m p o r t a n t ?  -  C o n t .

•  P r o s p e c t i v e  S h i p p e r s :  E n a b l e s  t h e m  t o  
c h o o s e  t h e  t y p e  o f  g a s  t r a n s p o r t a t i o n  s e r v i c e  
w h i c h  b e s t  a l i g n s  w i t h  t h e i r  c u s t o m e r  c o n t r a c t s  
a n d  g a s  s u p p l i e s .
-  Firm Transportation (FT)

• Firm sales contracts need the accompanying assurance of 
firm transportation (interruptible transportation and potential 
curtailment is not compatible with firm sales commitments).

-  Interruptible Transportation (IT)
• Compatible with interruptible sales contracts and/or 

uncertain supplies
• Potential Shippers with undiscovered/poorly defined 

potential gas supplies need not make financial 
commitments in advance of proving up gas supplies.



A )r 'l  ?001 Testim ony o f  A  Ben Scho ffm ann  to A laska  State
‘ ’ Senate  am i H ouse R esource  C om m ittees

•  I t  w i l l  n o t  c h a n g e  t h e  “ O p e n  A c c e s s ”  s t a t u s  

o f  p i p e l i n e s  u n d e r  t h e  S t a t e  P i p e l i n e  A c t .

•  I t  w i l l  n o t  h a v e  a n  a d v e r s e  f i s c a l  i m p a c t  o n  

t h e  S t a t e .

•  I t  w i l l  n o t  h a v e  a n  a d v e r s e  i m p a c t  o n  

“ s m a l l e r  s h i p p e r s ”  o r  t h o s e  w i t h o u t  a n  

o w n e r s h i p  p o s i t i o n  i n  t h e  p i p e l i n e .

kENAi-kAChEHAk 
pipEliNE PkO jE q H B  2 0 4 /  S B  1 5 1  

W h a t  I t  W o n ’ t  D o



A r 'l  ?001 Testim ony o f  A  Hen Schoffm ann to  A laska State
' ’ “  Senate a n d  H ouse R esource C om m ittees

pfpp*infAphoject Ss  P r o d u c e r - A f f i l i a t e  O w n e r s h i p  a n  I s s u e ?
• P i p e l i n e  O w n e r s  in  A l a s k a  a r e  m o s t l y  P u b l i c  U t i l i t i e s  & P r o d u c e r  A f f i l i a t e s

-  These entities have the capital and incentives to construct new pipelines
-  Other PL developers have no incentives to invest in the current environment

• P r o d u c e r  A f f i l i a t e s  c a n ’t  “L o c k  O u t ” S m a l l e r  P r o d u c e r s

-  Existing law provides remedies
• Prohibits unreasonable discrimination (AS 42.06.320)
• Permits RCA to reallocate usage to remedy discrimination (AS 42.06.330)
• Authorizes RCA to require capacity expansions (AS 42.06.310(c))

-  RCA can take additional steps
• As the FERC has done, require an Open Season as a condition of a determination 

that a proposed pipeline serves +he public convenience and necessity
-  U nder an Open Season a pipeline offers access on the sam e term s to all shippers 

(affiliated and non-a ffilia ted) before it can be constructed
-  Does not require any additional s ta tu tory authority

-  FYI, KKPL held an Open Season

• O t h e r  s t a t u t e s  a n d  a g e n c i e s  d o  n o t  t h i n k  p r o d u c e r - a f f i l i a t i o n  i s  a n  i s s u e

-  2 0 0 0  Amendments providing for “firm” and “interruptible” service for North 
Slope Gas Pipeline did not prohibit or discriminate against ownership by 
producer affiliates

-  FERC has not prohibited or discriminated against producer-affiliate ownership
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PIPELINE PROJECT P i p e l i n e s ,  R e g a r d l e s s  o f  O w n e r s h i p ,

A r e  G o o d  f o r  B u s i n e s s

• Gas Business Drivers:
- 1) Gas Supply (or access to land & prospects)
- 2) Gas Sales Contracts (demand & price)
- 3) Costs (exploration, development, & production)
- 4) Infrastructure (access to & cost of transportation)

• New pipeline projects will encourage investments 
by other potential producers:
- As “Open Access” Infrastructure moves closer, business 

hurdles of stranded gas are overcome
• More pipeline throughput is good for everyone:

- Shipper cost of service per unit is reduced
- Owners’ revenue stream is more stable and predictable
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H B  2 0 4  I  S B  151  
W h y  i s  I t  N e e d e d  N o w ?

RCA has raised a question in their December 24, 
2002 Order to KKPL as to whether RCA has the 
authority to grant “firm” and “interruptible” service 
for other than a North Slope Gas Line.
KKPL will file with the RCA to approve KKPL’s Tariff 
in the second quarter of 2003.
After holding an extensively publicized Open 
Season, two Shippers require, and have committed 
to pay for, Firm Service on KKPL.

April,

kENAi-kACiiEMAk 
pipEliNE PHOjEq



KNPL

Ken a, Gas Hub

Kasilof Field

CIM

KKPL

Ninilchik

k E N A l - k A C h E M A k  
p i f E L i N E  f l \ 0 j E C J W h a t  i s  K K P L ?

K e n a j

Owned by an Alaska 
Limited Liability Company
- Marathon (60%)
- Unocal, through GUT (40%)
New $25 million, 33-mile, 
12-inch diameter Gas 
Transmission Pipeline.
Connects newly discovered 
gas to existing Cook Inlet 
gas pipeline and market 
infrastructure.

Ninilchik Unit

Kenai Peninsula

April, 2003
Testim ony o f  A Hen Schoffm ann to  A laska  S ta te
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J u n e  2 0 0 2 :  H e l d  e x t e n s i v e l y  p u b l i c i z e d  
“ O p e n  S e a s o n ”  f o r  p o t e n t i a l  s h i p p e r s  

T w o  S h i p p e r s  m a d e  “ f i r m ”  c o m m i t m e n t s
-  Total of 300 BCF of gas over 15-years

• Marathon - 180 BCF 
« Unocal -120 BCF

-  Total Peak Committed Rate is 90 MMCFPD (in 
year 4)

R e q u i r e d  a  1 2 - i n c h  d i a m e t e r  p i p e l i n e
-  If Inlet Pressure is 1050 psig & Outlet Pressure is 
750 psig, Capacity would be 120 - 130 MMCFPD

-  Expansion is possible
A w l  Testim ony o fA  Ben Schoffm ann to  A laska  S ta te  j  j
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pifELiNE PkOJECJ K K P L  F a c t s  -  C o n t .

Received RCA Temporary Certificate of 
Convenience and Necessity under AS 42.06 on 
January 9, 2003.
Construction is in Progress.
- Started in January 2003.
- Contractual Target In-Service Date is 11/1/03.
- Construction is ahead of schedule by ~ 2 months.
RCA Tariff Filing is required at least 90 days before 
Commencement of Commercial Operation.
- KKPL tentatively plans to make this filing in late April.

Testim ony o f  A Ben Schoffm ann to A laska  S ta te  j
‘ ’ “  ~ Senate  am i H ouse  R esource Com m ittees
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I m p a c t s  t o  S t a t e  o f  A l a s k a

P r o - D e v e l o p m e n t ,  w i t h o u t  p r o v i d i n g  a  

“ h a n d o u t ” .

-  P r o v i d e s  s t a b i l i t y  t o  p o t e n t i a l  p i p e l i n e  
i n v e s t o r s  i f  f i r m  c a p a c i t y  i s  c o m m i t t e d .

-  P r o v i d e s  g a s  s u p p l i e r s  w i t h  f l e x i b i l i t y  t o  
m a t c h  t r a n s p o r t a t i o n  s e r v i c e  t o  g a s  
s u p p l i e s  ( p r o v e n  o r  p r o s p e c t i v e )  a n d  s a l e s  
c o n t r a c t s  ( f i r m  o r  i n t e r r u p t i b l e ) .



pfpEilneaproject H B  2 0 4 /  S B  151 C o n c l u s i o n s

• Provides a Tool: Clarifies RCA’s Authority
- They have the ability to approve firm and interruptible service 

for all intrastate Natural Gas Pipelines under the Pipeline Act.
8 Has a Purpose: Encourages Investment

- Meets the needs of Pipeline Owners who require economic 
justification and minimization of risk for their investments.

- Helps Potential Shippers align their transportation service with 
their gas supplies and gas sales contracts.

• F i r m  T r a n s p o r t  f o r  F i r m  C o n t r a c t s  a n d  R e l a t i v e l y  C e r t a i n  S u p p l i e s

• I n t e r r u p t i b l e  T r a n s p o r t  f o r  I n t e r r u p t i b l e  C o n t r a c t s  a n d  l e s s  c e r t a i n  

s u p p l i e s

- Retains “Open Access” provisions of the Pipeline Act.
• Meets a Need: KKPL has commitments for this service
& will shortly file for approval by RCA.

A r 'l  1001 Testim ony o f  A Ben Schoffm ann to A laska  S ta te  ^
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A. Ben Schoffmann
Project Manager 
Alaska Business Unit 
Domestic Production

Marathon Oil Company
RO. Box 196168 
Anchorage, AK 99519-6168 
Telephone 907/564-6471 
FAX 907/564-6489
Email abschoffmann@marathonoil.com
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