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This resolution is a request to Governor Murkowski to take quick action to carry out a
study of in-state needs for natural gas within Alaska. As the FERC regulations that were
issued in Order No. 2005 specify that this study must be completed before an open season
and pipeline design can occur, time may be a critical factor. The sponsor intends the
Legislature to offer support and encouragement to the governor in this endeavor.
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SUMMARY OF FERC ORDER
ON
ALASKAN GAS PIPELINE OPEN SEASON
(ORDER NO. 2005;
PREPARED BY
DONALD C. SHEPLER

ROLLED-IN PRICING FOR EXPANSIONS

Establishes a “rebuttable presumption” for use of rolled-in pricing for expansions (Pp. 43
and 56).

Finds that a rate increase from an expansion is not a “subsidy” if the new rate is no higher
than the original rate. Leaves for future determination the question of whether the original rate
itself was subsidized by virtue of the loan guarantees and the tax benefits (P. 43).
PRE-SUBSCRIPTION AGREEMENTS

Pre-subscription/anchor shipper agreements are allowed but only for the initial pipeline
capacity (not for expansions).

Pre-subscription agr™ iments must be made public within 10 days and other qualified
bidders are entitled to negotiate the same terms and conditions and rates with the project
sponsors

In case of oversubscription of capacity through pre-subscriptions and open season bids,
the design capacity must be adjusted to accommodate all qualified bidders or pre-subscription
shippers (and others adopting pre-subscription terms/conditions/rates) must bear all pro-rata

reductions in capacity (Pp. 13-14 and 51)



IN-STATE NEEDS, DELIVERY POINTS AND STUDIES

Open seasons must conduct or adopt a study of consumption needs and prospective
delivery points in the state, and rely on such study to develop the contents of the open season
notice (Pp. 20 and 51).

Study shall be identified in the Notice and, if practicable, include or consist of a study
conducted, approved or otherwise sanctioned by an appropriate governmental agency, office or
Commission of the State of Alaska (Pp. 20 and 51).

Order cites to 2002 Study of in-state gas demand conducted by DNR (Pp. 17-18).

Notice of open season shall include an estimate (based on State’s study) of how much
capacity will be used in-state (P. 51).

Notice of open season must include a proposed in-state transportation rate based on the
cost of providing that service (i.e., excluding costs related to out-of-state deliveries) (Pp. 20 and
52).

TIMING AND DURATION OF OPEN SEASONS FOR INITIAL PIPELINE

Sponsors must provide 30-day notice prior to start of open season and open season must
last at least 90-days (Pp. 18, 51 and 54).

Sponsors must alsc .He at FERC for approval by FERC detailed plans for proposed open
season. This filing must be made at least 90-days prior to the start of the 30-day notice period
(thus total “heads-up” time is at least 90-days (FERC filing) plus 30-days (public notice of open
season) plus 90-days (duration of open season process) = 210 days) (Pp. 38 and 56).
EXPANSION EVALUATION DATA

Order does not require posting and updating of data that would allow independent

assessment of expansion economics but indicates FERC will review project design for



expansibility at the outset and indicates that open season data plus certificate filing data should
provide adequate information for independent evaluation (Pp. 29 and 36).
BID-EVALUATION CAPS

Order does not adopt bid-evaluation caps, but adopts “Standards of Conduct” rules to
prevent affiliate abuse (production affiliate gaining information from pipeline affiliate) (Pp.26-28
and 53-54).

FERC will monitor results of open seasons to determine the appropriateness of any
“unusually long contract terms {e.g., a term exceeding the projected life of the pipe)” to
determine whether shippers incorporated such terms in their bids to obtain an allocation of
capacity (P. 33).

RULES RESPECTING ALLOCATION OF CAPACITY

Project sponsors must indicate in open season materials how capacity will be awarded
and allocated (Pp. 32 and 53).

Any award/allocation methodology mi  not be unduly discriminatory or unduly
preferential, and it is the Commission, not the sponsors vho will apply those criteria to an open
season (Pp. 32 and 55).

While no particular methodology for awarding/allocating capacity is being prescribed,
any departure from a Net Present Value (“NPV”") methodology heretofore standard in Lower-48

open seasons will be examined carefully (P. 32).
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Background Memo regarding In-State Alaska Natural Gas Demand
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February 23, 2005

This memo summaries potential in-state gas demand in the Southcentral Energy Belt and the greater
Fairbanks area based on a review of thre recent studies;

Alaska Natural Gas In-State Demand Study for DNR by Econ One. January 2002.

ANGDA Revenue and Cost Model Instruction Manual (and model) for ANGDA by Northem

Economics, June 2004.

0 \I]:airb%(ﬁ to Anchorage Spur Report - Updated Analysis for DNR by Lukens Energy GFOUp,
une .

0 South-Central Alaska Natural Gas Study - Pf@p&fﬂd for the U.S. DOE by Charles Thomas et al..

Science Applications International Corporation, August, 2004,

0
0

Sourth-Central Alaskn

Current gas usage in Southcentral Alaska for all sectors is approximately 200 billion cubic feet Ber year
(Exhibit™L) Industrial usage from fertilizer manufacture and LNG exports accounts for about 60 percent
of total gas consumption in'the Cook Inlet Basin (CIB).

Exhibit 1. Cook Inlet Basin Natural Gas Consumption by Major Group, 1971-2003.
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The future of mdustnal% demand in the CIB, which relies on mexgenswe, haseload gas su I)(, S
uncertain due to tighteni gsupp(lly and the rising.cost of gas in the Cook Inlet Basin. For example, the
Agrium.has been 0ﬁerat|ng at reduced levels during 2003-04 and has indicated that plant closure is a
passibility before the end of 2005 if adequate gas supply is not secured, Also, the Kenai LNG Plant
export license expires in April 2009. So far, ConocaPHillips and Marathon have taken no steps publically
to renew this license. The Department of Revenue SDOR) Prevailing Value for Cook_lnlet_?as_|s
currently $3.00 per mcfand has risen steadily over the past few years, in part due to high oi prices,
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Greater Fairbanks Area and Interior Alaska

Current ﬂas usage in Fairbanks in 2004 is approximately 500 million cubic feet per year (8.5 Bef per
year). This usa%e arises from an incipient but rapily e’>\<Pand|ng local gas distribution (LDC) system .
Operated since 1998 by Fairbanks Natural Gas, LLC%F G). The FNGTesidential and small commercial
customer base increased from 130 to 631 between 2000 and 2004." Despite the rapid growth, this total
Fairbanks usa?e 0f0.5 Bty s, by comparison, a small fraction of the 200 Befy produced and consumed
in the Cook Infet Basin (CIB), as'shown in Exhibit 1(below).

Stead?; LDC expansion of residential and commercial usage in the greater Fairbanks area could result in
growth to about 3 Bc bEy2009 but would probabl reﬂuwe 0as supplies from sources beyond those
currently used by FNG (E.g., new North Slope and/or Nenana Basin supplies). Central station electric
OWer Usage could increasg consumption by another 6.5 Bcfy (assuming 50% gas-hy-wire penetration)
hese Potennal residential, commercial, and power usages in 2009 combine toabout 10 Bcty, or abou
5% of the current gas usage in the CIB. It still would amount to a fractional 6/10hof one percent of
8xpeacttedttlh{oufggprupt)for amajor sales gas pipeline from the North Slope (1.570 Befy based on 4.3 Bcf per
ay a outlet of GTP).

The outlook for gas use and offtake heyond 2009 is less certain but it is possible explore, some contingent
scenarios. |f weassume higher gas-firéd, central-station power penetration plus fuel-,swnchm? amon
Interior-region utilities within range of a major qas pipeline, then Eower usaPe,could Increase To 27 BCfy
but this is a stretch.2 Adding industrial load {inc udmg new industries) would increase the range of
ossible ?as_usage by another 30 to 300 Bcf per year depending on the particular industrial application.

n lop of thig, a"poténtial CIB gas supply shortfall could be sefved by aspur pipeline from Fairbanks to
Anchorage. This highly uncertain shortfall could range from zero to 90 ch,b 2020, depending on
assumptions about fiture CIB recoverable reserves growth, continued industrial usage, and spur pipeline
economics, Plausible CIB shortfall estimates of beteen 18 and 915 Bcfy are consiclered in Exhibit 2
based on the analysis of Lukens Energy Group.3

Summary for Interior and South-Central

Exhibit 2 summarizes combined medium- and high-case outcomes for 2020, conditioned on assumptions
about power and industrial usage, the potential future gas sup Ig shortfall in the CIB, and Fairbanks-to-
Anchorage spur line economics. When industrial usage and Cl ([Jas shqrtfall are consigered, the amount
of total gi_as offtake in the greater Fairbanks area could rise to levels r_angm[g from 4-to-27 percent of total
0as Enpeme throughput.. Gas,demand in the greater Fairbanks area risinig 0 400 Bch||s very unlikely. It
would occur only in conjunction with a m@or industrial usage, such as alarge-scale NGL. processin

plant of the class found In the Alberta NOVA system. Future natural asus,age Inthe ne;ghborhoo, of
10-to-70 Bcfy - not counting the potential CIB ‘gas shortfall - is probable given the Interidr region’s high
prevailing héating degree day load and energy costs, and its proximity to @ major source of futlire natural
gas transmission,” Nenana Basin gas resources, which are estimated to ran?e from 250 to 3,(XX) Bef. could
Serve this potential future demand and/or provide a source of supplemental”gas for replacement of offtake
volumes for transmission to North American markets.4

LFNG liquefies and transports LNG by truck and trailer from Point McKenzie to its storage facility in Fairbanks.
The operation involves 2-to-4 truckloads per week of about 9,500 gallons of LNG (760 Met) per truckload.
2Interior region fuel-switching power plants include the communities: Chena, Chistochina, Dot Lake, Healy,
Mentasta, North Pole, and Tok. o _

3Energy in the form of "gas-by-wire" could be generated in Fairbanks and delivered to Southcentral Alaska, as an

alternative to a gas spur pipeline.
4 Nenana Basin gas resource estimates are: 250-t0-1.000 Bcf (Doyon); 3,000 Bef (Andex); and 867 Bef (USGS).
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Areas for Further Research

0 Fea3|b|||t>{ for Petchem in Fairbanks

0 Spur pipeline costs

0 Gas:Dy-wire feasibilit (freverse the Rallbelt Intertl%

0 Engingering/ cost study for installation of gasline offtake and step-down equipment in Fairbanks
and other Intenor Alaska locations.
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HOUSE COMMITTEE REPC T

Date Referred to Committee: February 18,2005

Date of Committee Action: 03. J

The RESOURCES Committee considered:

HOUSE CONCURRENT RESOLUTION NO. 2

FURTHER REFERRALS:

HCR 2

IN STATE NATURAL GAS NEEDS

Urging Governor Murkowski to take quick action to conduct, approve, or sanction a study of in-state natural gas
needs and take-of T points for intrastate use of natural gas transported in a North Slope natural gas pipeline.

( )

Recommends it be replaced with[ ]JHCS or [ ]CS for

For Senate Bills with new title: [ ] Technical Title [ ] New Title: HCR

attach amendments _
add new referral to Committee
Letterof Intent  — Committee

NEW FISCALNOTES
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Signing with recommendations
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