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HCR 2 IN-STATE NATURAL GAS NEEDS
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Natural Resources

Expenditures/Revenues

Component No. 

(T h o u s a n d s  o f Dollars)
Note: Amounts do not include inflation unless otherwise noted below.
OPERATING EXPENDITURES FY 2006 FY 2007 FY 2008 FY 2009 FY 2010 FY 2 0 11

Personal Services

Travel
Contractual
Supplies
Equipment
Land & Structures

Grants & Claims
Miscellaneous

TO TA L OPERATING 0.0 0.0 0.0 0.0 0.0 0.0

CAPITAL EXPENDITURES

CHANGE IN REVENUES ( ) i

FUND SOURCE (Thousands of Dollars)

1002 Federal Receipts
1003 GF Match
1004 GF

1005 GF/Proyram Receipts

10 3 7 GF/Mental Health
Other (Specify Type--Do not abbieviale)

TO TA L 0.0 0.0 0.0 0.0 O.n 0.0

Estim ate of any current year (FY2005) cost: 0.0
Mark this box (X ) if funding for this bill is included in the G overnor’s FY 200G budget proposal:

P O SITIO N S
Full-time

Part-time
Temporary

A NA LYSIS: (A'tach a separate page ilnecessary)

P a s s a g e  o f this reso lu tion  will h a v e  no fiscal im pacts.

Prepared by: Ja n e t Seite. Stall
Division

Phone 405-3764

House Rules Comm ittee Date/Tune 2/24/05 3 16  PM

Appioved by: 
Agency

Representative Norman Rokeberg Date 2/24/2005

Chairman, House Rulos Committee
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R epresentative Ralph Sam uels
House D istric t 29

HCR 2

Sponsor S ta tem en t

T his resolution is a request to G overnor M urkow ski to take quick action to carry  out a 
study o f  in-stalc  needs for natural gas w ithin A laska. As the FERC regulations that were 
issued in O rder No. 2005 specify that this study  m ust be com pleted  before an open season 
and pipeline design can occur, tim e may be a critical factor, flic  sponsor in tends the 
L egislature to o ffer support and encouragem ent to the governor in this endeavor

S e s s i o n :  A la s k a  C a p i to l  B u i ld in g ,  .J u n e a u ,  AK 99K0I, (907)  -t0.')-200.r> 
I n te r im :  710  W. I"' A v e ,  S u i t e  Odd, A n c h o r a g e ,  AK OOHOt, (5)07) 2 0 0 -0 2 1 0



S U M M A R Y  O F  F E R C  O R D E R  
O N  

A L A S K A N  G A S P IP E L IN E  O P E N  S E A S O N  
(O R D E R  N O . 2005) 

P R E P A R E D  B Y  
D O N A L D  C . S H E P L E R  

R O L L E D -IN  P R IC IN G  F O R  E X P A N S IO N S

E stab lishes a “rebu ttab le  p resum ption” for use o f  rolled-in  p ric ing  fo r ex pansions (Pp. 43 

and 56).

F inds that a  rate increase from an expansion is not a “subsidy” if  the new  rate is no h igher 

than  the orig inal rate. L eaves for future determ ination the question o f  w hether the o rig inal rate  

itse lf w as subsid ized  by virtue o f  the loan guarantees and the tax benefits (P. 43). 

P R E -S U B S C R IP T IO N  A G R E E M E N T S

P re-subscrip tion /anchor sh ipper agreem ents are allow ed but only  for the initial p ipeline  

capacity  (not for expansions).

P re-subscrip tion  agreem ents m ust be m ade public w ithin 10 days and o ther qualified  

b idders arc en titled  to negotiate  the sam e term s and conditions and rates w ith the pro ject 

sponsors

In case of oversubscrip tion o f capacity  through pre-subscrip tions and open season  bids, 

the design capacity  m ust be adjusted to accom m odate all qualified  b idders o r p re-subscrip tion  

sh ippers (and  others adopting pre-subscription term s/conditions/rates) m ust bear all p ro -ra ta  

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



IN -S T A T E  N E E D S , D E L IV E R Y  P O IN T S  A N D  S T U D IE S

O pen seasons m ust conduct o r adopt a study  o f  consum ption  needs and p rospective  

delivery  po in ts  in the state , and rely on such  study to develop  the con ten ts o f  the open season 

no tice  (Pp. 20 and 51).

S tudy  shall be identified  in the N otice  and, if p racticab le , include o r consist o f  a study 

conducted , approved  o r o therw ise  sanctioned  by an appropriate  governm ental agency, office  or 

C om m ission  o f the S tate  o f  A laska  (Pp. 20 and 51).

O rder cites to 2002  S tudy o f  in -state  gas dem and conducted  by D N R  (Pp. 17-18).

N otice  o f open  season  shall include an estim ate (based  on S ta te ’s study) o f how  m uch 

capac ity  w ill be used  in-state  (P. 51).

N otice o f open season  m ust include a proposed in-state  transportation  rate based on  the 

cost o f  provid ing  that serv ice  (i.e., exclud ing  costs related  to ou t-o f-sta te  deliveries) (Pp. 20 and 

52).

T IM IN G  A N D  D U R A T IO N  O F  O P E N  S E A S O N S  F O R  IN IT IA L  P IP E L IN E

Sponsors m ust p rov ide  30-day notice p rio r to start o f  open season and open season  m ust 

last at least 90-days (Pp. 18, 51 and 54).

Sponsors m ust also  file at FE R C  for approval by FE R C  detailed  p lans for proposed  open 

season . T h is filing m ust be m ade at least 90-days prior to the start o f  the 30-day  notice period  

(thus total "heads-up’ tim e is at least 90-days (FE R C  filing) p lus 30-days (public notice o f  open 

season) plus 90-days (duration  o f open season process) = 210 days) (Pp. 38 and 56). 

E X P A N S IO N  E V A L U A T IO N  D A TA

O rder does not requ ire  posting and updating o f  data  that w ould a llow  independer 

assessm en t o f  expansion econom ics but indicates FER C will review  pro ject design for



ex p an sib ility  at the ou tse t and ind icates that open season data  plus certifica te  filing  da ta  shou ld  

p ro v id e  adequate  in fo rm ation  for independent evaluation  (Pp . 29 and 36).

B ID -E V A L U A T IO N  C A P S

O rder does no t adopt b id -evaluation  caps, but adopts “ S tandards o f  C o n d u c t” ru les to 

p reven t affiliate  abuse  (production  affiliate  gaining in fo rm ation  from  p ipeline  affilia te) (Pp .26-28  

and  53-54).

F E R C  will m on ito r results o f  open seasons to de te rm ine  the app rop ria teness o f  any 

“ unusually  long con trac t term s (e.g ., a term  exceeding  the pro jec ted  life o f  the p ip e)” to 

de te rm ine  w hether sh ippers incorporated  such term s in their b ids to  ob tain  an allocation  o f  

capac ity  (P. 33).

R U L E S  R E S P E C T IN G  A L L O C A T IO N  O F  C A P A C IT Y

Pro ject sponsors m ust ind icate  in open season m ateria ls how  capac ity  will be aw arded  

and  a llocated  (Pp. 32 and 53).

A ny aw ard /a llocation  m ethodo logy  m ust not be undu ly  d isc rim ina to ry  o r undu ly  

p referen tia l, and it is the C om m ission , not the sponsors w ho will apply  those c riteria  to an open 

season  (Pp. 32 and 55).

W hile  no particu lar m ethodology for aw ard ing /allocating  capac ity  is being  p rescribed , 

any departu re  from  a Net P resent V alue (“ N PV ") m ethodology here to fore  standard  in Low er-48  

open  seasons will be exam ined  carefu lly  (P. 32).
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H C R  2

B ackground M em o  regarding In-State A laska N atural G as Dem and  
Division ol' Oil and G as  

February 2 3 ,2 0 0 5

This memo summaries potential in-state gas demand in the Southcentral Energy Bell and the greater 
Fairbanks area based on a review o f  three recent studies:

o  Alaska Natural Gas In ■State D emand Study for DNR by Econ One, January 2002. 
o  ANGDA Revenue and Cost M odel Instruction M anual (and model) for ANGDA by Northern 

Economics, June 2004.
o  Fairbanks to Anchorage Spur Report -  Updated Analysis for DNR by Lukens Energy Group, 

June 2004.
o  South-Central Alaska Natural Gas Study -  Prepared for the U.S. DOE by Charles Thomas et al., 

Science Applications International Corporation, August, 2004.

S ou r lh -C en tra l  Alaska

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

Exhibit 1. Cook Inlet Basin Natural G as C onsum ption by M ajor  G roup , 1971-2003.

The future of industrial gas demand in the CIB, which relies on inexpensive, haseload gas supply, is 
uncertain due to tightening supply and the rising cost o f  gas in the Cook Inlet Basin. For example, the 
Agrium has been operating at reduced levels during 2003-04 and has indicated that plant closure >s a 
po: sibility before the end of 2005 if adequate gas supply is not secured. Also, t.ie Kcnai EN( i Plant 
export license expires in April 2009. So far. ConocoPhillips and Marathon have taken no steps puhlically 
to renew this license. The Department o f  Revenue (DOR) Prevailing Value for Cook Inlet gas is 
currently S3.00 per mef and has risen steadily over the past few years, in part due to high oil prices.

I ICR No. 2 Page I 2/25/2003



G rea ter  F a irbanks Area and  Intcri r Alaska

Current gas usage in Fairbanks in 2004 is approximately 500 million cubic feet per year (0.5 U cfper 
year). This usage arises from an incipient but rapidly expanding local gas distribution (LDC) system 
operated since 1998 by Fairbanks Natural Gas, LLC (FNG). The FNG residential and small commercial 
customer base increased from 130 to 631 between 2000 and 2004.1 Despite the rapid growth, this total 
Fairbanks usage of 0.5 Bcfy is. by comparison, a small fraction o f  the 200 Bcfy produced and consumed 
in the Cook Inlet Basin (CIB). as shown in Exhibit I (below).

Steady L.DC expansion o f  residential and commercial usage in the greater Fairbanks area could result in 
growth to about 3 Bcfy by 2009 but would probably require gas supplies from sources beyond those 
currently used by FNG (E.g., new North Slope and/or Nenana Basin supplies). Central station electric 
power usage could increase consumption by another C.5 Bcfy (assuming 50% gas-by-wire penetration). 
These potential residential, commercial, and power usages in 2009 combine to about 10 Bcfy, or about 
5% o f  the current gas usage in the CIB. It still would amount to a fractional 6/K)"1 of one percent o f  
expected throughput for a major sales gas pipeline from the North Slope ( 1,570 Bcfy based on 4.3 Bcf per 
day at outlet o f  GTP).

The outlook for gas use and offtake beyond 2009 is less certain but it is possible explore some contingent 
scenarios. If we assume higher gas-fired, ceiitnl-station power penetration plus fuel-switching among 
interior-region utilities within range o f  a ma jor gas pipeline, then power usage could increase to 27 Bcfy 
but this is a stretch.2 Adding industrial load (including new industries) would increase the range of 
possible gas usage by another 30 to 300 Bcf per year depending on the particular industrial application.
On top of this, a potential CIB gas supply shortfall could be served by a spur pipeline from Fairbanks to 
Anchorage. This highly uncertain shortfall could range from zero to 90 Bcfy by 2020, depending on 
assumptions about future CIB recoverable reserves growth, continued industrial usage, and spur pipeline 
economics. Plausible CIB shortfall estimates o f  between 18 and 91.5 Bcfy are considered in Exhibit 2, 
based on the analysis o f  I.likens Energy Group.'

Sum m itry for In terio r and South-C entral

Exhibit 2 summarizes combined medium- and high-case outcomes for 2020, conditioned on assumptions 
about power and industrial usage, the potential future gas supply shortfall in the CIB, and Fairbanks-to- 
Anchorage spur line economics. When industrial usage and CIB gas shortfall are considered, the amount 
o f  total gas offtake in the greater Fairbanks area could rise to levels ranging from 4-10-27 percent o f  total 
gas pipeline throughput. Gas demand in the greater Fairbanks area rising to 400 Bcfy is very unlikely. It 
would occur only in conjunction with a major industrial usage, such as a large-scale NGL processing 
plant o f  the class found in the Alberta NOVA system. Future natural gas usage in the neighborhood of 
10 to-70 Bcfy -  not counting the potential CIB gas shortfall -  is probable given the Interior region’s high 
prevailing heating degree day load and energy costs, and its proximity to a major source of future natural 
gas transmission. Nenana Basin gas resources, which are estimated to range from 250 to 3,000 Bcf, could 
serve this potential future demand and/or provide a source o f  supplemental gas for replacement of offtake 
volumes for transmission to North American markets.'1

I

1 FNG liquefies and transports LNG by n nek and trailer from Point McKenzie to its storage facility in Fairbanks. 
The operation involves 2-to-4 truckloads per week ol about 9,500 gallons of I.NG (760 Mel) pci iiuckload,
‘ Interior region fuel-switching power plants include the communities: ( 'Irena, ( 'liistoeliina, Dot Lake. Mealy, 
Mentasla, North Pole, and Tok.
' Energy in the form of ‘‘gas-by-wire" could be generated in Fairbanks and delivered to Southcentral Alaska, as all 
alternative to a gas spur pipeline.
1 Nenana Basin gas icsource estimates are: 250-to-1,000 Bcf (Doyon); 3,000 Bcf (Andes); and S07 Bel'(MSGS).

IIC K  N«>. 2 Page 2 2/25/2005



E xh ib it 2.
I'o lt'iitiiil ln -S tn le  D em and  Tor N a tu ra l G as in llic G re a te r  F a irb a n k s  A rea

Actual Proiecled
2000 | 2004 2009 I 2020

mrtlium*

(Pillion Cubic Feet per year)

Res c‘i  C Omni' 0.1 0.5 31 6.5

Power'’ 0.5 12.0 27 0

Industrial1 -na- 30.0 400
SulrTolal 0.1 0.5 9.6 48.5 333.5

Expected Southcentral Sborlfall* 18.0 91.5
TOTAL n.i 0.5 9.6 66.5 425.0

I'roporlion o f  Cook Inlet Basin 
'rnpoiiion of Gasline Tliroughpul

0.3G.
O.Q35G

4.8G-
0.6T

54.2G,
4.2G'

2I2.5G- 
27. IG-

1 lijin il lo 2001) ami 2004 actual pas usage in the Fairbanks local pas ilistribuiion system operated by Fairbanks Natural Gas, U .C  
I’rojeclian in 200') based on Fcori One (2002) ,ludy for l)NK assuming 50G penetration for boib residential and commercial space heating 
I’rojection in 2020 based on extrapolation o f  actual usage grosvth during 1008-2004 using 2' order polynomial titne-treutl model.

' itased on central station (gas-by-wire) civilian and military poscer generation in G reater Fairbanks region 
assuming 50'e penelralion in 2000 and ,84'.,' peneiration in 2020 ((icon One).

Iligb-casc power conMimplion (27 Defy) based on combinatio.. ol central station (gas-by-ssire) and fuel-sw itching 
in interior region utilities that could In’ served by gas pipelines.

' I.samples ol .iiilustnal usage are:
Internet Server Farm  - 4 .4 Pels (I con One)
Pclchc’n Plant - 30-IO-400 Defy tl-.cun One and ANGDA)
Fairbanks Separator Plant -73 Bcfy (ANGDA)
Fertilizer Plant - 50 Defy (Agrium)

* Medium ease based on 50 Mnsefd assuming 1.5 Tef reserves expansion in t 'nnk Inlet Bavin (CIB), I.NG closure in 2(H)') and Fertilizer ai 50'.','. 
High cave based on 250 Mrncfd assuming zero reservers grow lb in (IB , 1-eilillzer plant closure in 2000. FNG pi.ml closure in 2009. (Fukcnvl

z\rt'iis lor  Further Research

o Feasibility for Pctcliem in Fairbanks 
o Spur pipeline costs
o Gas-by-wire feasibility (reverse the Railbelt Intertie)
o Engineering/ cost study f o r ' ' " '' . 11 gaslinc offtake and step-down equipment in Fairbanks

and other Interior Alaska locations.

I ICR No. 2 Page .1 2/25/200.5
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Resources Committee considered HOUSE CONCURRENT RESOLUTION NO. 2

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-off points for intrastate use of natural gas transported in a North Slope natural gas 
pipeline.

and recommends: 

be r e p la c e d  with 

adopt p re v io u s  _

attached amendment(s) 

adopt Letter of Intent by 

further referral to _____
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