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A M E N D M E N T  # ______

O F F E R E D  IN T H E  H O U S E  B Y  A D M I N IS T R A T IO N
T O : C S H B  1 7 7 ( 0 & G )

P a g e  2, lin e 9- Insert " ( a ) "  b e t w e e n  " p r o je c t ."  a n d  "T h e".

P a g e  2, lin e 12-Insert " (b )  N o th in g  in this s e c t io n  p r e c lu d e s  u  p e r s o n 's  p u rsu in g  a  
g a s  p ip e lin e  in d e p e n d e n t ly  fro m  this c h a p t e r ."
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A M E N D M E N T  #

O F F E R E D  IN T H E  H O U S E  
T O : C S H B  1 7 7 ( 0 & G )

B Y  A D M I N IS T R A T IO N

P a g e  3, lines 22-24-D  3 te  t h e  rest o f  t h e  s e n t e n c e  a f t e r  " c h a p t e r "
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A M E N D M E N T  # ______

O F F E R E D  IN T H E  H O U S E  B Y  A D M IN IS T R A T IO N
T O : C S H B  1 7 7 ( 0 & G )

P a g e  4, lin e 12- Insert " h o w  t h e  a p p l i c a n t  will im p le m e n t  p r a c t i c e s  for c o n tro llin g  
c a r b o n  em issio n s fro m  n a tu r a l g a s  s y s te m s  a s  e s t a b l is h e d  b /  t h e  U n ited  S ta te s  
E n v iro n m e n ta l P r o te c t io n  A g e n c y "  b e t w e e n  " e n g i n e e r i n g , ' a n d  " a n d "

P a g e  4, line 1 2 - D e ie te  " c o m p ly in g "  a n d  insert " h o w  th e  a p p l i c a n t  will c o m p ly "
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A M E N D M E N T  # ________

O F F E R E D  TN  T H E  H O U S E  B Y  A D M I N I S T R A T I O N

T O :  C S H B  1 7 7 ( 0 & G )

P a g e  6, line 20 -  p a g e  7 lin e  8- D e le t e  this s e c t io n  in its e n t ir e ty  a n d  su b stitu te : 
" S e c .  4 3 .9 0 .13 0 . (7) c o m m it  t h a t  t h e  a p p l i c a n t

A. will p r o p o s e  a n d  s u p p o r t  t h e  r e c o v e r y  o f  m ail iline c a p a c i t y  e x p a n s io n  
c o s ts , in c lu d in g  fu e l c o s ts , fro m  all m a in lin e  s y s te m  u sers  th r o u g h  rolled-in  
r a te s  a s  p r o v id e d  in (B) a n d  ( C )  o f  this p a r a g r a p h  or th r o u g h  a  
c o m b in a t io n  o f  in c r e m e n t a l  a n d  ro lled -in  r a te s  a s  p r o v id e d  in (D) o f  this 
p a r a g r a p h ;

B. will p r o p o s e  a n d  s u p p o r t  t h e  r e c o v e r y  o f  m a in lin e  c a p a c i t y  e x p a n s io n  
c o s ts , in c lu d in g  fu e l c o s ts , fro m  all m a in lin e  s y s te m  u sers th r o u g h  rolled-in  
ra te s; a n  a p p l i c a n t  is o b l i g a t e d  u n d e r  this s u b p a r a g r a p h  o n ly  if th e  
rolled -in  r a t e s  w o u ld  in c r e a s e  t h e  r a te s

i. n o *  d e s c r ib e d  in (ii) o f  this s u b p a r a g r a p h  b y  n o t  m o r e  th a n  15 
p e r c e n t  a b o v e  t h e  initial m a x im u m  r e c o u r s e  r a te s  fo r  c a p a c i t y  
a c q u ir e d  b e f o r e  c o m m e r c ia l  o p e r a t io n s  c o m m e n c e ;  in this s u b ­
s u b p a r a g r a p h ,  "initial m a x im u m  r e c o u r s e  r a t e s "  m e a n s  th e  
h ig h e s t  c o s t - b a s e d  r a t e s  for a n y  s p e c i f ic  tr a n s p o rta t io n  s e r v ic e  
s e t  b y  t h e  F e d e r a l  E n e rg y  R e g u la to r y  C o m m is s io n , t h e  
R e g u la to r y  C o m m is s io n  o f  A la s k a , or th e  N a tio n a l E n e rg y  B o a rd  
o f  C a n a d a ,  a s  a p p r o p r ia t e ,  w h e n  t h e  p ip e l in e  c o m m e n c e s  
c o m m e r c ia l  o p e r a t io n s ;

ii. b y  n o t  m o r e  th a n  15  p e r c e n t  a b o v e  th e  n e g o t i a t e d  r a t e  for 
p ip e lin e  c a p a c i t y  o n  t h e  d a t e  o f  c o m m e n c e m e n t  o f  
c o m m e r c ia l  o p e r a t io n s  w h e r e  th e  h o ld e r  o f  t h e  c a p a c i t y  is n o t 
a n  a ff ilia te  o f  t h e  o w n e r  o f  t h e  p ip e lin e  p r o je c t ;  for th e  p u r p o s e s  
o f  this s u b - s u b p a r a g r a p h ,  " n e g o t i a t e d  r a t e "  m e a n s  t h e  r a t e  in a  
tr a n s p o rta t io n  s e r v ic e  a g r e e m e n t  t h a t  p r o v id e s  for a  r a t e  th a t  
v a r ie s  fro m  th e  o th e r w is e  a p p l i c a b l e  c o s t - b a s e d  ra te , or 
r e c o u r s e  ra te , s e t  o u t  in a  g a s  p ip e l in e 's  tariff a p p r o v e d  b y  th e  
F e d e r a l  E n e rg y  R e g u la to r y  C o m m is s io n , t h e  R e g u la to r y  
C o m m is s io n  o f  A la s k a , or t h e  N a tio n a l E n e r g y  B o a r d  o f  C a n a d a ,  
a s  a p p r o p r ia t e ;  or

iii. for c a p a c i t y  a c q u ir e d  in a n  e x p a n s io n  a f t e r  c o m m e r c ia l  
o p e r a t io n s  c o m m e n c e ,  to  a  le v e l  th a t  is n o t  m o r e  th a n  1 1 5  
p e r c e n t  o f  th e  v o lu m e - w e ig h t e d  a v e r a g e  o f  all r a te s  c o l l e c t e d
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b y  t h e  p r o je c t  o w n e r  fo r p ip e lin e  c a p a c i t y  o n  t h e  d a t e  
c o m m e r c ia l  o p e r a t io n s  c o m m e n c e ;

C. will, if r e c o v e r y  o f  m a in lin e  c a p a c i t y  e x p a n s io n  c o s ts , in c lu d in g  fu e l 
c o s ts , th r o u g h  ro lled-in  r a t e  t r e a t m e n t  w o u ld  in c r e a s e  t h e  r a te s  for 
c a p a c i t y  d e s c r ib e d  in (B) o f  this p a r a g r a p h ,  p r o p o s e  a n d  s u p p o r t  
t h e  p a rtia l roll-in o f  m a in lin e  e x p a n s io n  c o s ts , in c lu d in g  fu e l c o sts , to  
t h e  e x t e n t  t h a t  r a te s  a c q u ir e d  b e f o r e  c o m m e r c ia l  o p e r a t io n s  
c o m m e n c e  d o  n o t  e x c e e d  t h e  le v e ls  d e s c r ib e d  in (B) o f  this 
p a r a g r a p h ;

D. m a y ,  fo r  t h e  r e c o v e r y  o f  m a in lin e  c a p a c i t y  e x p a n s io n  c o s ts , 
in c lu d in g  fu e l c o s ts , th a t, u n d e r  rolled -in  r a t e  tr e a tm e n t ,  w o u ld  
resu lt in r a t e s  t h a t  e x c e e d  t h e  le v e l  in (B) o f  th is p a r a g r a p h ,  
p r o p o s e  a n d  s u p p o r t  th e  r e c o v e r y  o f  th o s e  c o s t s  th r o u g h  a n y  
c o m b in a t io n  o f  in c r e m e n t a l  a n d  ro lled-in  ra te s;

E. a g r e e s  n o t  to  e n t e r  intc a  n e g o t i a t e d  r a t e  a g r e e m e n t  t h a t  w o u ld  
p r e c !  j d e  t h e  a p p l i c a n t  fro m  c o l le c t in g  fro m  a n y  sh ip p e r, in c lu d in g  
a  s h ip p e r  w ith  a  n e g o t i a t e d  r a t e  a g r e e m e n t ,  ih e  rolled -in  r a te s  th a t  
a r e  r e q u ir e d  to  b e  p r o p o s e d  a n d  s u p p o r t e d  b y  th e  a p p l i c a n t  
u n d e r  (B) o f  this p a r a g r a p h  o r th e  p a rtia l ro lled-in  r a te s  t h a t  a r e  
r e q u ir e d  t o  b e  p r o p o s e d  a n d  s u p p o r t e d  b y  t h e  a p p l i c a n t  u n d e r
(C )  o f  this p a r a g r a p h ;"

A M E N D M E N T  # ________

O F F E R E D  IN T H E  H O U S E  B Y  A D M I N I S T R A T I O N

T O :  C S H B  I 7 7 ( 0 & G )
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A M E N D M E N T  # ________

O F F E R E D  IN T H E  H O U S E  B Y  A D M I N I S T R A T I O N

T O :  C S H B  1 7 7 ( 0 & G )

P a g e  8, line 18 -2 1- D e le t e  s e c t io n  (1 5 )  a n d  su b stitu te :
(1 5 )  t o  t h e  e x t e n t  p e r m it te d  b y  la w , c o m m it  to

(A ) hire q u a li f ie d  re s id e n ts  fro m  th r o u g h o u t  t h e  s t a t e  for 
m a n a g e m e n t ,  e n g in e e r in g ,  c o n s tr u c tio n , o p e r a t io n s , m a i n t e n a n c e ,  a n d  
o th e r  p o s it io n s  o n  t h e  p r o p o s e d  p r o je c t ;

(B) c o n t r a c t  w ith  b u s in e s s e s  l o c a t e d  in th e  s ta te ;
( C )  e s ta b lis h  hiring fa c ilitie s  o r u se  ex istin g  hiring fa c ilitie s  in t h e  

s ta te ;  a n d
(D ) u se , a s  fa r  a s  is p r a c t i c a b l e ,  t h e  jo b  c e n t e r s  a n d  a s s o c i a t e d  

s e r v ic e s  o p e r a t e d  b y  t h e  D e p a r t m e n t  o f  L a b o r  a n d  W o r k fo r c e  
D e v e lo p m e n t  a n d  a n  I n t e r n e t- b a s e d  la b o r  e x c h a n g e  s y s te m  o p e r a t e d  b y  
t h e  s ta te ;

P a g e  8, line 2 5 -2 7
Line 25- d e l e t e  "prior to "  a n d  r e p l a c e  w ith  " b e fo r e "
Line 26- a f t e r  " a g r e e m e n t "  d e l e t e  " to  a s s u r e  e x p e d i t e d  c o n s tr u c t io n  a n d "  

a n d  r e p l a c e  w ith  "; in this p a r a g r a p h ,  " p r o je c t  la b o r  a g r e e m e n t  m e a n s  a  
c o m p r e h e n s iv e  c o l l e c t iv e  b a r g a in in g  a g r e e m e n t  b e t w e e n  t h e  l i c e n s e e  or its 
a g e n t  a n d  t h e  a p p r o p r ia t e  la b o r  r e p r e s e n t a t iv e s  t o  e n s u r e  e x p e d i t e d  
c o n s tr u c t io n  w ith "
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A M E N D M E N T # ______

O F F E R E D  IN T H E  h O U S E  B Y  A D M I N IS T R A T IO N
T O : C S H B  1 7 7 ( 0 & G )

Page 10, line 3 1- d elete  “ A S  4 3 .9 0 .15 0 ”

Page 10, line 31 insert: “ A S  43.90.140. consider p u b lic  com m ents rece ived  under A S  
43.90 .160 (a),”
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A M E N D M E N T  I t ________

O F F E R E D  I N  T H E  H O U S E  B Y  A D M I N I S T R A T I O N

T O :  C S H B  1 7 7 ( 0 & G )

P a g e  11 , lin e  1 0 - D e le t e  " w e l lh e a d "  a n d  insert" n e t  b a c k " .

P a g e  1 1 , lin e  1 1 -Insert " a n d  t r e a t m e n t "  b e t w e e n  " tr a n s p o r ta t io n "  a n d  "c o s ts " .

P a g e  1 1 ,  lin es 1 5 - 1 7
Insert " a n d "  a t  t h e  e n d  o f  line 15.

D e le t e  "(5) t h e  a m o u n t  o f  t h e  c o n tr ib u tio n  b y  t h e  s t a t e  u n d e r  A S
4 3 .9 0 .1 1 0 (a )( l  ) (A )  a n d  (B) p r o p o s e d  b y  th e  a p p l i c a n t  u n d e r  A S  4 3 .90 .130 (9 ); a n d
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O F F E R E D  IN T H E  H O U S E  
T O : C S H B  1 7 7 ( 0 & G )

A M E N D M E N T  #

B Y  A D M I N I S T R A T I O N

P a g e  12, lin e 28-29. D e le t e  s u b s e c t io n  (d )  e n tire ly



4/20/07

O F F E R E D  IN T H E  H O U S E  B Y  A D M I N IS T R A T IO N
T O : C S H B  1 7 7 ( 0 & G )

A M E N D M E N T  # ________

P a g e  14, Lines 6 -10 - R e p l a c e  s u b s e c t io n s  ( e )  a n d  (0  w ith  t h e  fo llo w in g :

( e )  T h e  tra n sfe r  o f  a n y  c e r t i f i c a t e  or m a te r ia l  a s  a  result o f  fa ilu re  to  c o m p ly  w ith
( a )  o r (b )  o f  this s e c t io n  is a t  n o  c o s t  t o  t h e  s t a t e  or t h e  s t a t e 's  d e s ig n e e .  A  
tr a n s fe r  u n d e r  ( c )  o f  this s e c t io n  is a t  t h e  l ic e n s e e 's  n e t  c o s t .

(f) For p u r p o s e s  o f  this s e c t io n ,  th e  e f f e c t i v e  d a t e  o f  t h e  c e r t i f i c a t e  o f  p u b lic  
c o n v e n i e n c e  a n d  n e c e s s it y  issu e d  b y  th e  F e d e r a l  E n e r g y  R e g u la to r y  C o m m is s io n  
o r  t h e  R e g u la to r y  C o m m is s io n  o f  A la s k a  is t h e  d a t e  w h e n  all rights o f  
a d m in is tr a t iv e  a p p e a l  to  th e  c e r t i f i c a t e  h a v e  e x p ir e d .
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A M E N D M E N T  # ________

O F F E R E D  IN T H E  H O U S E  B Y  A D M I N I S T R A T I O N

T O :  C S H B  1 7 7 ( 0 & G )

P a g e  14, lin e 13-In sert " im p r o v e  t h e  n e i p r e s e n t  v a lu e  o f  t h e  p r o je c t  to  t h e  s ta te ,  
a r e  n e c e s s a r y  b e c a u s e  o f  a n  o r d e r  issu e d  b y  t h e  A la s k a  Oil a n d  G a s  
C o n s e r v a t io n  C o m m is s io n ; o r"  b e t w e e n  " m o d if ic a t io n s "  a n d  " a r e " .

P a g e  14, lin e 16-Insert " e x c e p t  for a n  a m e n d m e n t  or m o d if ic a t io n  r e q u ire d  
b e c a u s e  o f  a n  o r d e r  is su e d  b y  t h e  A la s k a  Oil a n d  G a s  C o n s e r v a t io n  
C o m m is s io n ,"  b e t w e e n  " a n d "  a n d  " m a y " .

P a g e  14, lin e  17-In sert " p r o je c t 's "  b e t w e e n  " th e "  a n d  " lik e lih o o d "  a n d  d e l e t e  
“fo r t h e  p r o je c t " .
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O F F E R E D  IN T H E  H O U S E  B Y  A D M I N IS T R A T IO N
T O : C S H B  1 7 7 ( 0 & G )

A M E N D M E N T  # ________

P a g e  16, lin e  18-23 D e le t e  s u b s e c t io n  (f).

P a g e  16, lin e  3 1 - D e le t e  "its C o m m e r c ia l  A rb itra tio n  R u les" a n d  insert " ' 't h e
s u b s ta n t iv e  a n d  p r o c e d u r a l  la w s  o f  this s ta te " .

P a g e  17, lin e 1- D e le t e  " a n y  c o u r t  o f  c o m p e t e n t  ju risd ic tio n " a n d  insert “ in a
s u p e rio r  c o u r t  in t h e  s t a t e " .
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A M E N D M E N T  # ________

O F F E R E D  IN T H E  H O U S E  B Y  A D M I N I S T R A T I O N

T O :  C S H B  1 7 7 ( 0 & G )

P a g e  17  line 1 1 -  Insert a  n e w  s u b s e c t io n s  ( c )  a n d  (d )  a n d  r e n u m b e r  th e  
fo llo w in g  s u b s e c t io n s  a s  ( e )  a n d  (0:

" ( c )  T h e  a rb itra tio n  p a n e l  in (b )  o f  this s e c t io n  sh all m a k e  a  d e t e r m in a t io n  
t h a t  t h e  p r o je c t  is u n e c o n o m ic  o n ly  if t h e  p a n e l  fin d s th a t  th e  p a r ty  c la im in g  
t h e  p r o je c t  is u n e c o n o m ic  h a s  p r o v e n  b y  a  p r e p o n d e r a n c e  o f  th e  e v i d e n c e  
t h a t  t h e

(1)  p r o je c t  d o e s  n o t  h a v e  c r e d i t  s u p p o r t  s u ffic ie n t t o  f in a n c e  
c o n s tr u c t io n  o f  t h e  p r o je c t  th r o u g h  firm tr a n s p o rta tio n  
c o m m itm e n ts ,  g o v e r n m e n t  a s s is t a n c e  or o th e r  s o u r c e s  o f  
f in a n c in g ;  a n d

(2) p r e d i c t e d  c o s ts  o f  tr a n s p o r ta t io n  a t  100 p e r c e n t  lo a d  
f a c t o r ,  w h e n  d e d u c t e d  fro m  p i e d i c t e d  g a s  s a le s  
r e v e n u e  u sin g  p u b lic ly  a v a i la b le  p r e d ic t io n s  o f  fu tu re  g a s  
p r ic e s , w o u ld  result in a  p r o d u c e r  r a t e  o f  return  th a t  is 
b e lo w  th e  r a t e  ty p ic a lly  a c c e p t e d  b y  a  p r u d e n t  oil a n d  
g a s  e x p lo r a t io n  a n d  p r o d u c t io n  c o m p a n y  for 
in c r e m e n t a l  u p s tr e a m  in v e s tm e n t  th a t  is r e q u ir e d  to  
p r o d u c e  a n d  d e liv e r  g a s  t o  t h e  p r o je c t .

(d )  In a n  a p p e a l  o f  a  fin al d e te r m in a t io n  r e n d e r e d  b y  t h e  a rb itra to rs  u n d e r  (b )  o f  
this s e c t io n , t h e  p e r s o n  m a k in g  t h e  a p p e a l  h a s  t h e  b u r d e n  o f  p r o o f."
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O F F E R E D  IN T H E  H O U S E  B Y  A D M I N IS T R A T IO N
T O : C S H B  1 7 7 ( 0 & G )

P a g e  18, Line 1-4- D e le t e  s e n t e n c e  b e g in n in g  "T h e" a n d  e n d in g  w ith  " e l e c +e d ."

P a g e  18, Line 4- r e p l a c e  " p e r s o n "  w ith  in d iv id u a l s e rv in g  a s  t h e  A la s k a  G a s lin e  
I n d u c e m e n t  A c t  c o o r d in a t o r "

P a g e  18, lines 6 -17 , d e l e t e  s u b s e c t io n  (c ) ,

A M E N D M E N T  # ________
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A M E N D M E N T  # ________

O F F E R E D  IN T H E  H O U S E  B Y  A D M I N I S T R A T I O N

T O :  C S H B  1 7 7 ( 0 & G )

P a g e  19, lin e 1, insert " (a )"  b e t w e e n  " in d u c e m e n t ."  a n d  " n o tw ith s ta n d in g " .

P a g e  19, lin e 8, insert a  n e w  s u b s e c t io n  (b )  t h a t  r e a d s :

"(b )  A  g a s  p r o d u c e r  r e c e iv in g  a  v o u c h e r  u n d e r  A S  4 3 .90 .3 3 0  is q u a li f ie d  to  
r e c e i v e  t h e  r e s o u r c e  in d u c e m e n t  in A S 4 3 .9 0 .3 10  a n d  4 3.90 .3 20  for t h e  g a s  
s h ip p e d  in th e  firm tr a n s p o rta tio n  c a p a c i t y  d e s c r ib e d  in t h e  v o u c h e r  for th e  
p e r io d  d e s c r ib e d  in A S 43.90 .330 ."

P a g e  19 lin e 14, insert b e f o r e  p e r io d  a t  th e  e n d  o f  th e  s e n t e n c e  t h e  fo llo w in g :

"o r s h ip p e d  in t h e  firm tr a n s p o rta tio n  c a p a c i t y  d e s c r ib e d  in a  v o u c h e r  r e c e i v e d  
b y  t h e  g a s  p r o d u c e r  u n d e r  A S  43.90 .330."

P a g e  19, lin e  15- D e le t e  "(b )"



4/20/07

O F F E R E D  IN T H E  H O U S E  B Y  A D M I N I S T R A T I O N
T O : C S H B  1 7 7 ( 0 & G )

A M E N D M E N T # ________

P a g e  2 1, lin e 30-Insert "o r s h ip p e d  in t h e  firm tr a n s p o rta t io n  c a p a c i t y  d e s c r ib e d  
in a  v o u c h e r  r e c e i v e d  b y  t h e  g a s  p r o d u c e r  u n d e r  A S  43.90 .3 30 " a f t e r  " s e a s o n "  
a n d  b e f o r e  t h e  p e r io d .
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O F F E R E D  IN T H E  H O U S E  
T O : C S H B  1 7 7 ( 0 & G )

A M E N D M E N T  #

B Y  A D M I N I S T R A T I O N

P a g e  22, lines 4 -5 -D e ie te  ih e s e  t w o  lin es in th eir e n tire ty .
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A M E N D M E N T  # ________

O F F E R E D  IN T H E  H O U S E  B Y  A D M I N I S T R A T I O N

T O :  C S H B  1 7 7 ( 0 & G )

P a g e  22, lin e 9  -Insert a  n e w  s e c t io n  t h a t  r e a d s :
" S e c .  43.90 .330. I n d u c e m e n t  v o u c h e r s ,  ( a )  A  p e r s o n  t h a t  a c q u ir e s  firm 
tr a n s p o r ta t io n  c a p a c i t y  in t h e  first b in d in g  o p e n  s e a s o n  o f  t h e  p r o je c t , t h a t  
d o e s  n o t  h o ld  a n  oil a n d  g a s  l e a s e  o n  t h e  N orth  S lo p e , a n d  th a t  is n o t  a n  
a ff i l ia t e  o f  a  p e r s o n  t h a t  h o ld s  a n  oil a n d  g a s  l e a s e  o n  t h e  N orth  S lo p e , m a y  
a p p l y  to  t h e  c o m m is s io n e r s  fo r a  v o u c h e r  u n d e r  this s e c t io n .  A  v o u c h e r  
is su e d  b y  t h e  c o m m is s io n e r s  m u st d e s c r ib e  t h e  firm tr a n s p o rta tio n  c a p a c i t y  in 
th e  p r o je c t  to  w h ic h  t h e  v o u c h e r  is a p p l i c a b le .

( b )  A  v o u c h e r  is su e d  b y  th e  c o m m is s io n e r s  u n d e r  this s e c t io n  e n title s  
t h e  h o ld e r  o f  th e  v o u c h e r  to  t h e  r e s o u r c e  in d u c e m e n t s  in A S  4 3.90 .3 10  a n d  
4 3.90 .3 20  fo r  g a s  s h ip p e d  in t h e  firm tr a n s p o rta t io n  c  p a c i t y  a c q u ir e d  b y  th e  
p e r s o n  a p p ly in g  for t h e  v o u c h e r  d u r in g  t h e  first b in d in g  o p e n  s e a s o n  o f  th e  
p r o je c t  a n d  d e s c r ib e d  in th e  v o u c h e r .  T he v o u c h e r  m a y  b e  tra n sfe rre d  t o  a  
g a s  p r o d u c e r  t h a t  h a s  a  b in d in g  o b lig a t io n  to  sell g a s  to  th e  p e rso n  
tra n sferrin g  t h e  v o u c h e r  u n d e r  a  g a s  p u r c h a s e  a g r e e m e n t .

( c )  A  g a s  p r o d u c e r  h o ld in g  a  v o u c h e r  m a y  c la im  th e  r e s o u r c e  
i n d u c e m e n t  for g a s  s h ip p e d  th r o u g h  th e  firm tr a n s p o rta t io n  c a p a c i t y  
d e s c r ib e d  in th e  v o u c h e r  a n d  o n ly  o n  g a s  th a t  is p r o d u c e d  a n d  d e l iv e r e d  to  
th e  p u r c h a s e r  o n  th e  N orth  S lo p e . A  g a s  p r o d u c e r  m a y  c la im  th e  r e s o u r c e  
in d u c e m e n t s  u n d e r  this s u b s e c t io n  until th e  e a r lie r  o f  t h e  te rm in a tio n  o f  t h e  
b in d in g  g a s  p u r c h a s e  a g r e e m e n t  o r th e  e x p ir a t io n  o f  t h e  in d u c e m e n t s  b y  
o p e r a t io n  o f  la w .''
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O F F E R E D  rN T H E  H O U S E  B Y  A D M I N IS T R A T IO N
T O : C S H B  1 7 7 ( 0 & G )

P a g e  22 line 15 -16 - D e le t e  s e n t e n c e  b e g in n in g  " M o n e y "  a n d  e n d in g  
" a p p r o p r ia t io n s ."

P a g e  22, lin e  17 -18 - D e le t e  s e n t e n c e  b e g in n in g  " N o th in g "  a n d  e n d in g  " fu n d ."

P a g e  22, lin e 2 1-  22- D e le t e  " I n c o m e  e a r n e d  o n "  a n d  insert “ In terest r e c e i v e d  o n  
m o n e y  in"

P a g e  22, lin e 22- Insert " a n n u a lly "  b e t w e e n  " fu n d "  a n d  th e  p e r io d .

A M E N D M E N T  H ________
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AMENDMENT # ______

O F F E R E D  IN T H E  H O U S E  B Y  A D M IN IS T R A T IO N
T O : C S H B  1 7 7 ( 0 & G )

P a g e  23, line 25- Insert n e w  s e n t e n c e  a f t e r  " p e r s o n ."  th a t  r e a d s  a s  fo llow s:

"T h e  p a y m e n t  to  t h e  l ic e n s e e  u n d e r  this s u b s e c t io n  is s u b je c t  t o  a p p r o p r ia t io n ."
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A M E N D M E N T  # ________

O F F E R E D  IN T H E  H O U S E  B Y  A D M I N I S T R A T I O N

T O :  C S H B  1 7 7 ( 0 & G )

P a g e  25, line 3 0 -3 1- re v ise  s u b s e c t io n  (b )  to  r e a d :

(b )  !n this s e c t io n ,
(T) " c o m p e t in g  n a tu ra l g a s  p ip e lin e  p r o je c t "  m e a n s  a  p r o je c t  d e s i g n e d  to  

a c c o m m o d a t e  th r o u g h p u t  o f  m o r e  th a n  500,000,000 c u b i c  f e e t  a  d a y  o f  N orth  
S lo p e  g a s  to  m a r k e t ;

(2 ) " p r e fe r e n t ia l  r o y a lty  or t a x  t r e a t m e n t "  d o e s  n o t  in c lu d e
____________ (A )  t h e  s t a t e 's  e x e r c is e  o f  its right to  m o d ify  r o y a lt ie s  a s  a u th o r iz e d
b y  la w  in e f f e c t  o n  t h e  e f f e c t i v e  d a t e  o f  this s e c t io n ;
 (B-) th e  s t a t e 's  e x e r c is e  o f  its right to  m o d ify  r o y a lt ie s  a s  a u th o r iz e d
b y  la w  in e f f e c i  o n  t h e  e f f e c t i v e  d a t e  o f  this s e c t io n , or
____________ (C )  t h e  b e n e f it s  o f  a  la r g e  p r o je c t  p e rm it c o o r d in a t o r  a u th o r iz e d  b y
a  la w  in e f f e c t  o n  t h e  e f f e c t i v e  d a t e  o f  this s e c t io n .
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A M E N D M E N T  #

O F F E R E D  IN T H E  H O U S E  
T O : C S H B  1 7 7 ( 0 & G )

P a g e  24, Line 2- Insert a f t e r  "if," t h e  fo llo w in g :

B Y  A D M I N I S T R A T I O N

" a f t e r  p u b lish in g  n o t ic e  o f  t h e  p r o p o s e d  tra n sfer, p r o v id in g  n o t ic e  to  t h e  
p r e s id in g  o f f ic e r  o f  e a c h  h o u s e  o f  t h e  le g is la tu re , a n d  p r o v id in g  a  p e r io d  o f  n o t  
less  th a n  30 d a y s  for p u b lic  r e v ie w  a n d  c o m m e n t ,"
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O F F E R E D  IN T H E  H O U S E  B Y  A D M I N IS T R A T IO N
T O : C S H B  1 7 7 ( 0 & G )

A M E N D M E N T  # ________

P a g e  24, lin e 1 7-Insert a  n e w  s u b s e c t io n  (d )  :" ( d ) E x c e p t  fo r t h e  tra n s fe r  o f  a  
v o u c h e r  to  a  p r o d u c e r  u n d e r  A S 4 3 .9 0 .3 3 0 (b ), a  p e r s o n  r e c e iv in g  a  v o u c h e r  
u n d e r  A S  4 3 .90 .3 30  b a s e d  o n  t h e  p e r s o n 's  a c q u is it io n  o f  firm tr a n s p o rta t io n  
c a p a c i t y  in t h e  first b in d in g  o p e n  s e a s o n  o f  th e  p r o je c t  m a y  tra n sfe r  t h e  v o u c h e r  
o n ly  if t h e  tra n sfe r  is in c o n n e c t i o n  w ith  t h e  p e r m a n e n t  a s s ig n m e n t  b y  t h e  p e r s o n  
o f  100 p e r c e n t  o f  * h e  firm tr a n s p o r ta t io n  c a p a c i t y  a c q u ir e d  in t h e  first b in d in g  
o p e n  s e a s o n  o f  t h e  p r o je c t ."
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O F F E R E D  TN T H E  H O U S E  B Y  A D M I N IS T R A T IO N
T O : C S H B  1 7 7 ( 0 & G )

P a g e  26  lines 1-2  d e l e t e  d e fin itio n  fo r  "N o rth  S lo p e  G a s " .

A M E N D M E N T  # ________

P a g e  26, lines 3 - 5 - D e le t e  t h e  rest o f  t h e  s e n t e n c e  a f t e r  " t h e "  a n d  insert " p r o c e s s  
t h a t  c o m p lie s  w ith  18 C .F .R . P a rt 1 5 7  ( O p e n  S e a s o n s  for A la s k a  N a tu ra l G a s  
T ra n s p o rta t io n  P r o je c ts )  a n d  18 C .F.R . 15 7 -3 0  -  15 7 .3 9 ;"
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P a g e  30, line 16- R e n u m b e r  " S e c .  6" a s  " S e c . 5 

P a g e  30, lin e 22- Insert n e w  S e c .  6 to  r e a d  a s  fo llow s:

EXPEDITED CO N SID ER A TIO N  O F  C O U R T C A SE S. It is th e  in te n t o f  t h e  le g is la tu re  
t h a t  t h e  c o u r ts  o f  t h e  s ta te ,  w h e n  c o n s id e r in g  a  c a s e  r e la t e d  to  t h e  
d e v e lo p m e n t  a n d  c o n s tr u c t io n  o f  a  n a tu ra l g a s  p ip e lin e  u n d e r  this A c t  or to  th e  
c o m m it m e n t  o f  a  s h ip p e r  t o  a c q u ir e  firm tr a n s p o rta t io n  c a p a c i t y  d u rin g  t h e  first 
b in a in g  o p e n  s e a s o n  for a  p r o je c t  d e v e l o p e d  u n d e r  this A c t ,  e x p e d i t e  t h e  
reso lu tio n  o f  t h e  c a s e  b y  g iv in g  th e  c a s e  priority o v e r  all o th e r  civil c a s e s  to  th e  
e x t e n t  p e r m it te d  u n d e r  t h e  A la s k a  R ules o f  C o u rt.

P a g e  30, line 2 7 -3 1-  D e le t e  S e c .  8.

P a g e  3 1 , line 1-3- D e le t e  S e c .  9

P a g e  3 1 , line 4-5, R e n u m b e r  " S e c .  10" a s  "S ~ c . 8" a n d  D e le t e  b e g in n in g  w ith  
“E x c e p t"  a n d  e n d in g  a t  " A c t ," .  C h a n g e  "this" to  "This".

A M E N D M E N T  # ________

O F F E R E D  rN T H E  H O U S E  B Y  A D M I N I S T R A T I O N

T O :  C S H B  1 7 7 ( 0 & G )
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O F F E R E D  IN T H E  H O U S E  
T O : C S H B  1 7 7 ( 0 & G )

A M E N D M E N T  #

P age 13, lines 7 -13 -  R ep lace  (b) w ith  the fo llow in g:

(b) I f  a bill ap p ro vin g  the issu ance o f  the license passes the legislatu re  w ithin  60 days 
after the last date a p resid in g  o ffic e r  receives a determ ination b y  the com m ission ers under 
A S  43.90 .180 , the co m m ission ers shall issue the license as soon as p racticab le  after the 
e ffe c tiv e  date o f  the A c t  ap p ro v in g  the issuance o f  the license.

(c) N otw ith stan d in g  the le g is la tiv e  rule that prohibits the carry o ver o f  a b ill after the end 
o f  a sp ecia l session  or after the end o f  a regular session o f  the legislatu re, a bill 
introduced under (a) o f  this section  that is not passed or not w ithd raw n, defeated, vetoed 
or in d efin ite ly  postponed, shall be carried o ver to any subsequent regu lar or special 
le g is la tive  sessio n  co n ven ed  during the 60-day period described in (b) o f  this section  in 
the sam e reading or status it w as in at the tim e o f  adjournm ent. H o w ever, a bill 
introduced under (a) o f  this section  m ay not be carried o ver to the first regular session  o f  
the legislature.

P age 13, line 13- Insert after “ com m issio n ers”  the fo llo w in g  
“ (1 )  m ay not issue the licen se  that the legislatu re failed  to approve; and

(2 )”
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• 2 0 0 4  A N G P A  m a n d a te  to FERC:
-  “promote competition in the exploration, 

development and production of Alaska natural 
gas.” (§103(e)(2)(b)).

-  “provide the opportunity for the transportation 
of natural gas other than from the Prudhoe 
Bay and Point Thomson units” for any open 
season for capacity exceeding the initial 
capacity of the line. (§103(e)(2)(c)).

2



The Alaska Gasline Inducement Act

• FERC Concluded:

“incremental pricing of expansion ~ould put 
expansion shippers at a significant rate 
disadvantage compared with initial shippers, and 
accordingly could discourage exploration, 
development and production of Alaska natural 
gas.” (Order 2005 at 123)

3
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The Alaska Gasline Inducement Act<

A rate increase is not necessarily a subsidy, (see , 
Order 2005-A at 50).

“An alternative ...definition of subsidization could 
be whether the expansion rate is no higher than 
the actual initial rate or of an initial rate without 

built in sub sid ies ."(Order 2005-A at 49)

4



The Alaska Gasline Inducement Act«

“Whether a rolled-in expansion rate that is higher 
than original rates is a ‘subsidy’ is a question 
that necessarily would have to be reviewed in 
the context of a future NGA section 7 filing. At 
that time, ... fthel argument relating to whether 
the federal government’s  loan guarantees and 
a c c e l e r a t e d depreciation amount to a ’
of initial sh ippers’ rate may be ra ised .” (Order 
2005 at 124, emphasis added).
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The Alaska Gasline Inducement Act

Government Contributions reduce rates by more 
than 15%:
• Loan Guarantee up to $18 billion (5%)
• 7-year accelerated depreciation (4.3%)
• AGIA $500 million (3%)
Plus:
Owners of GTP receive an additional 15% federal 

income tax credit.

6



THUS:
AGIA caps  roll-in filing commitment roughly at 
level of governmental contributions to the 
project.

7



r "  • • •    * -  •*

• AGIA do es  not intrude on FERC’s authority.

Simply requires that the FERC receive a rolled-in 
pricing proposal to be decided by FERC under 
their rebuttable presumption and with specific 
facts before them.

8



Rolled-in used  almost universally when it results in 
rate d e c re a se  to all u se rs  even under current 
incremental pricing policy.

The Alaska G asline Inducem ent Act

Unaware of any recent instance where FERC 
allowed or required incremental pricing of a 
project that would have lowered ra tes  for others 
under rolled-in pricing.

9



• The Commission has  sta ted  that,
“...rolled-in treatment would be appropriate when 
rolled-in rates lead to a rate d e c re a se  for the 
pre-expansion cu s to m ers . . .” (Policy for Selective 
Discounting By Natural G as  Pipelines, 113 
FERC H 61,173 (2005)).
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 **— •mm The Alaska G asline Inducem ent Act - ki k

• Order 636 required all US pipelines to 
“unbundle” g a s  sa les  from gas  transportation 
service and prohibited pipelines from making 
gas  sa les  at the downstream end of their pipes.

11



• Grounded on complaints that pipelines had 
competitive advan tage  over producers and gas  
marketers if they sold g as  on a bundled (gas- 
plus-transport) basis w hereas  other g a s  sellers 
could only offer g as  sa les  at the inlet to the 
pipeline.

1 2
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• Pipelines were required to offer “open a c c e s s ” 
transport with FERC setting the rates and terms 
and conditions of service.

• As a  result all interstate g a s  pipelines are  now 
“open a c c e s s ” transportation-only entities. The 
Alaskan pipeline will also be an open a c c e s s  
pipeline a s  well. A ccess  terms and rates for 
service se t  by FERC.
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• “R ecourse  ra te s” are  cost-based  ra tes  se t  by 
FERC under conventional public utility rate- 
making methods.

•  A l m o s t  a l l  c o s t s  r e c o v e r e d  t h r o u g h  “ r e s e r v a t i o n  c h a r g e ” 

r e g a r d l e s s  o f  w h e t h e r  g a s  s h i p p e d

•  S o m e  e x c e p t i o n s :

P i p e  n o t  i n  s e r v i c e

P i p e  n o t  c a p a b l e  o f  p r o v i d i n g  s e r v i c e  ( c r e d i t  f o r  c h a r g e s  

d u r i n g  s u c h  t i m e )

F o r c e  M a j e u r e  ( p a r t i a l  c r e d i t  f o r  c h a r g e s )
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• “Negotiated ra tes” are  now allowed by FERC so 
long a s  any shipper h as  the right to receive 
service at the regulated “recourse  rate.”

• AGIA requires rolled-in pricing for recourse  ra tes
• AGIA also requires rolled-in pricing for 

negotiated rate contracts (and prohibits the 
licensee from agreeing to negotiated rate 
contracts that prohibit rate increases up to the 
15% level).
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• A G IA  c o n d i t io n s  u p s t r e a m  i n d u c e m e n t s  o n  
a g r e e m e n t  n o t  to  p r o t e s t  filing a t  F E R C  to 
roll-in u p  to  t h e  c a p .  B e y o n d  th e  1 5 %  c a p  
no  limit o n  right to  p ro te s t .

• S y m m e t r i c a l  s t r u c tu r e — b e c a u s e  S t a t e  of  
A la s k a  b e n e f i t s  f rom  rolled-in  pricing.

• B e s t  c h a n c e  o f  e n s u r i n g  f a v o r a b le  ruling 
o n  rolled-in  filing.
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The Alaska G asline Inducem ent Act mmm

D R & R  (d ism a n t l in g ,  r e m o v a l  a n d  
r e s to ra t io n ) :

- B i g  i s s u e  o n  T A P S

“N e g a t iv e  s a l v a g e ” a l lo w e d  o n  g a s  
p ip e l in e s  th r o u g h  r a t e  c a s e s  (n o t  typically  
In initial c e r t i f ic a te  p r o c e e d in g ) .

F E R C  r e q u i r e s  s p e c i a l  a c c o u n t  fo r  $ $  
r e c o v e r e d  o n  g a s  l in e s — unlike  T A P S .
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20050209-3065 Issu ed  by FERC OSEC 02/09 /2005  in  Docket#: RM05-1-000

110  F E R C  1| 6 1,0 9 5  
U N I T E D  S T A T E S  O F  A M E R I C A  

F E D E R A L  E N E R G Y  R E G U L A T O R Y  C O M M I S S I O N

1 8 C F R  Part 157

(D o ck et N o . R M 0 5 -I-0 0 0 )

O rder N o. 2005

R egu latio n s G o v e rn in g  the C o n d u c t  o f  O p en  S e a so n s  fo r  A la s k a  Natural G a s
Transportation Projects

(Issued F ebru ary  9, 2005)

A G E N C Y : Federal E n e rgy  R e g u la to ry  C o m m iss io n .

A C T I O N : Final Rule.

S U M M A R Y : T h e  Federal E n e rgy  R e g u la to ry  C o m m is s io n  is am en d in g  its regulations to 
establish requirem ents g o ve rn in g  the conduct o f  open season s for proposals  to construct 
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the Prudhoe B a y  and Point T h o m so n  units.
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G. Rate T rea tm en t for Expansions

1 1 1 .  A s  noted above, one o f  the issues that re ce iv e d  substantial attention ;n the pre- 
N O P R  co m m e n ts  is w hether the C o m m is s io n  should require rolled-in rate treatment for 
A la s k a  p ipeline expan sion s. A lth o u g h  the N O P R 's  proposed regulations are silent on 
this subject, the N O P R  requested com m en t on whether, in the even t the C o m m is s io n  
issues regulations with respect to the C o m m is s io n ’ s authority to require exp an sion  o f  any 
A la s k a  natural g a s  transportation project, those regulations sh ould  address the rate 
treatment (rolled-in  or incremental) o f  any such  expan sion .

112. O th er  than the N orth S lo p e  Producers and A ll ia n c e ,  there is m uch support for 
rolling-in  the costs  o f  both voluntary and involu n tary  exp an sio n s, a lthough there is 
d isagreem ent about w hen  the issue should be resolved . C h e v r o n T e x a c o  states that the 
subject o f  appropriate rate treatment for exp an sio n s  is a subject d e se rv in g  o f  substantial, 
detailed consideration  that should be addressed after  dea lin g  w ith  the m ore pressing  task 
o f  issuing the open season rules. N orthw est Industrial G a s  Users also b e lie v e s  that the 
issue can be addressed later. A la s k a  agrees that e xp an sio n  p r ic in g  is a c o m p le x  subject 
that should be e x a m in e d  thoroughly, and asserts that instead o f  addressing  the issue in 
this ru lem akin g, the C o m m is s io n  should issue a notice  regarding  exp an sion  rate treatment 
for A la s k a  natural gas transportation projects  in e a r ly  2005. A la s k a  o b serv es  that the 
argum ents in support o f  rolled-in  pric ing  are strong, but su g g ests  that ro lled-in  pricing 
m ight not be appropriate in all c ircum stances. A l l ia n c e  b e lie v e s  that b ecau se  the 
appropriateness o f  rolled-in or incremental rate treatment for a n y  exp an sion  should be 
m ade on a fact-sp ecific  basis, and not b y  rule that predeterm ines, b efore  the 
c ircum stan ces  o f  a g iv en  expansion are even kn o w n , h o w  that exp an sio n  should be 
priced.

113 . P ac if ic  Star and A la s k a  V enture C apita l  state that the C o m m is s io n  sh ould  g iv e  an 
early  indication that it w il l  support rolled-in rates for  expan sion s o f  any A la s k a  natural 
gas transportation project. P acific  Star states that it agrees with the statement at the 
technical co n fe re n c e  by  T ra n sC an ad a,  A N G D A ,  A n a d a rk o ,  B L M ,  and M M S  that rate 
uncertainty w ill  d isco u ra ge  exploration  and d ev e lo p m en t and that expan sion s o f  the 
pipeline co u ld  present w id e ly  va ry in g  rate co n seq u en ces .  P ac if ic  Star also states that 
concerns o v e r  existin g  sh ip p ers ’ sub sid iz in g  rolled-in  exp an sio n s  should be w e ig h e d  
against the facts that initial shippers are benefit in g  from  substantial subsidies through the 
S18  billion loan guaran tee and a 7-year  accelerated  depreciation. A la s k a  V en tu re  
C apita l/B rook R a n g e  s im ila r ly  b e lieves  that the C o m m is s io n  should  g iv e  an early  
indication that it w il l  support rolled-in p ric ing  under scenarios outsid e the C o m m is s io n 's  
e xistin g  p o licy ,  under w h ich  the C o m m iss io n  approves  rolled-in rates o n ly  w h ere  the 
rolled-in rate is equal to or less than the ex ist in g  recourse rate. A c c o r d in g  to A la s k a  
V enture C ap ita l/B rook R an ge, a p o l ic y  ca l l in g  for d ifferent rates for s im ilar  serv ice s



D o c k e t  N o. R M 0 5 - 1-000

20050209-3065 Issu ed  by FERC OSEC 02 /09 /2005  in  Docket#: RM05-1-000

4 0

w o u ld  p la ce  ex p lo rers  and sm aller  producers at a co m p e tit ive  d isadvan tage. T h is  w ould, 
in turn, d isco u ra ge  exp lo ratio n  and deve lo p m en t o f  A la s k a  natural gas, contrary to the 
m an date  o f  the A ct .

11 4 .  T ran sC an au a,  M id A m e r ic a n / A G T A ,  and D O l  en co u ra g e  the C o m m is s io n  to adopt 
a rebuttable p resum ption  fav o rin g  rolled-in rates. T ra n sC an ad a  states that a n y  shippers 
c o n ce rn e d  about the e f fe c t  o f  such treatment can seek  to avo id  it through negotiated rates. 
M i d A m e r i c a n / A G T A  q u a li f ie s  its support for this presum ption b y  stating that the 
p resum ption  sh o u ld  a p p ly  o n ly  to reaso n ab ly-en gin eered  increm ents o f  m ainline 
e x p an sio n s  supported b y  long-term  contracts s im ilar  to those supporting  the initial 
project. D O l  states that rolled-in rate treatment is m ore eq uitab le  to future shippers, and 
that, b ecau se  C a n a d a  has adopted rolled-in  rates fo r  expan sion s, it w o u ld  p rovide  rate 
c o n s is te n c y  for the entire system .

1 1 5 .  A la s k a  L egis la to rs ,  A n a d a rk o ,  Shell,  C a lp in e ,  A rct ic  S lo p e ,  and D o y o n  all contend 
that rolled-in  p r ic in g  sh ould  be required for p ipeline exp an sion s. A la s k a  L egis lators  
co n ten d  that increm ental treatment for expan sion s w o u ld  d iscrim in ate  against expansion 
shippers w h o , m e re ly  b e cau se  o f  the tim ing o f  their ca p a c ity  needs, m a y  p a y  higher rates 
than initial shippers. T h is ,  a cco rd in g  to the A la s k a  L egis la to rs ,  ignores the fact that the 
need  fo r  e x p an sio n  is the c o n se q u e n ce  o f  the dem ands o f  all shippers. A la s k a  Legislators  
state that the C o m m is s io n  must balance the interests o f  the ex is t in g  custom ers  against 
interests o f  other stakeh old ers  in determ ining  w hether  or not p re-ex istin g  shippers should 
g et  the benefit o f  rate decreases  for exp an sion s that lo w e r  the a v e ra g e  per unit cost o f  
transportation, but face  the p o ssib ility  o f  rate increases that increase the avera ge  per unit 
co st  o f  transportation. A la s k a  L egis lators  a lso  note that the current C o m m is s io n  p o lic y  
on e xp an sio n  p r ic in g  w a s  d e v e lo p e d  to address p ipeline to p ipelin e  com petition , w h ich  
w il l  not arise in A la s k a .

116 .  In addition to argu in g  that incremental rates operate to d iscrim in ate  against 
e x p an sio n  shippers, A la s k a  L eg is la to rs  argue that the prospect o f  incremental rates will  
a lso  act to reduce com p etition  and im pede the d e v e lo p m e n t o f  A la s k a  natural gas.
A la s k a  L egis la to rs  state that exploration  and d e v e lo p m e n t o f  A la s k a  reserves  requires a 
long  lead-tim e due to season al  restrictions and the rem oteness o f  the r e s o u r c e .37 A la sk a

37 A la s k a  L eg is la to rs  refers to a statement m ade at the tech n ical co n feren ce  b y  J e f f  
W alk e r ,  o f  D O I ’ s M ineral M a n a gem en t S e r v ic e  that it takes at least nine years for an 
exp lo ratio n  project to m ature into production.
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L egis la tors  contend that this long lead time m akes it d if f ic u lt  for an explorer to ju d g e  
w hen it is feasib le  to c o m m it to ca p a c ity  on the pipeline. T h e  result, state A la sk a  
Legislators,  is that the explorers  and d e v e lo p ers  m ay  be deterred from  investing the large 
sum s required to drill for A la s k a  natural gas, w h en  th ey  are unsure w hether their future 
cap a c ity  needs w ill  be met at a time w hen  in ex p e n s ive  expan sion through increased 
co m p ressio n  w il l  be availab le ,  or w hether  the exp an sion  th ey  require w o u ld  involve  
c o st ly  looping. T h e  A la s k a  L egislators  a lso  argue that C an ad a  has a long-standing p o lic y  
o f  requiring rolled-in  rates for expan sion s w h ic h  co u ld  m ake exploration in C an ad a  m uch 
m ore attractive to exploration  and production com panies.

11 7 .  A n ad arko ,  a lso  co n v in ce d  that exp an sion s under section 103 o f  the A ct  must be 
priced on a rolled-in  basis, argues that this is critical to a vo id  a rate structure or p o l ic y  
that discrim in ates on the basis o f  time o f  entry onto the pipeline. A n a d a rk o  maintains 
that it is important to establish this requirem ent in the initial open season process in order 
to inform  those p rosp ective  shippers that their rates m ight increase as expan sion s are 
rolled-in. A la s k a  L eg is la to rs  p rovide  a history  o f  the C o m m is s io n ’s expansion rate 
p o licy ,  va ry in g  o ver  time in order to address different goals  as d eem ed necessary  to 
address ch an gin g  m arket d ynam ics.  In short, A la s k a  L egis la tors  assert that the current 
C o m m is s io n  p o lic y  favo rin g  incremental exp an sio n  rates see k s  to address issues o f  
co m p etin g  pipelines, com p etit ive  m arkets, optim al construction, and protecting cap tive  
custom ers, all valid  considerations o f  the m arket setting in the lo w er  48 states, but w h o lly  
inapplicable  to an A la s k a  natural gas  transportation project or the A la s k a  market. 
A c c o r d in g  to A la s k a  Legislators, the A c t  instructs the C o m m iss io n ,  through its open 
season regulations, to focus on redu cing  barriers, not to co m p etit ive  markets, but rather, 
to entry in exploration  and d eve lo p m en t o f  A la s k a  natural gas. A la s k a  Legislators  
c o n c lu d e  that to a ch ieve  this mandated g o a l,  the open season regulations must be revised 
to include rolled-in p ric in g  as one o f  the criteria for open seasons for pipeline exp an sion s

118. Shell and C alp in e  also argue that C o m m is s io n ’ s 1999 pric ing  p o l ic y  for 
expan sion s has no application to the c ircum stances  o f  an A la s k a  natural gas 
transportation project w here  there is no e lem ent o f  pipeline com petition  or preventing 
overbuild ing. Shell is concerned that co m p a n ies  m ight not invest hundreds o f  m illions in 
exploration and d eve lo p m en t costs  i f  they m a y  h ave  to pay for expan sion s on an 
incremental basis, w h ile  com petitors benefited  from earlier, in exp en sive  expansion. 
C a lp in e  stresses that s ince an A la s k a  natural g a s  transportation project w il l  be ca lled  to 
transport all A la s k a  gas, not just g as  from Prudhoe B a y  and Point T h o m so n  reserves, a 
larger picture is required in assessing  an y  p o lic y  against subsidization. C alp in e  m aintains 
that an A la s k a  pipeline should be v ie w e d  as a 10 Bcf/d p ipeline that w il l  be built, in 
phases, o v e r  time, as opposed to a 4.5 B c f  p ipeline that m ight be exp an ded  from time to 
time. U nd er this picture, shippers on the first phase facilities will  benefit  from lo w er 
initial rates due to the A c t ’ s loan guarantees, h o w e v e r  the A c t  w as not o n ly  concerned



20050209-3065 Issu ed  by FERC OSEC 02/09 /2005  in  Docket#: IJ105-1-000

D ocket No. R M 05-1-000 42

w ith  facilitating the d ev e lo p m en t o f  a project that carries Prudhoe B a y  and Point 
T h o m so n  production to market, but a lso  the d evelop m en t and transportation o f  A la s k a ’s 
unproven reserves.

119 . A rct ic  S lo p e  is a lso  concerned that unless rolled-in rates are m andated, there m ay 
n ever  be an expansion o f  the p ipeline b e yo n d  cap a c ity  created through infill com pression  
and added co m p ressio n  horsepow er. A rct ic  S lo pe  estim ates that rolled-in rates for 
expan sion s w o u ld  p robab ly  be o n ly  a little h igher than the initial rates since expansion 
costs w o u ld  be borne b y  the entire p ipeline throughput. H o w e v e r ,  the impact o f  
increm entally-priced  exp an sion s on the incremental shippers, w h ic h  w o u ld  be based 
entirely  on the increm ental throughput quantities, w o u ld  be v e r y  severe.

120. A ll ia n ce  and the North S lo p e  Producers assert that rates for .xp a n s io n  should be 
determ ined on a fact-sp ecific ,  case -b y -ca se  basis, not on a pre-determ ined, rolled-in basis 
under the open season rules. T h e  North S lo p e  Producers stress that absent inform ation 
regarding design, tim ing, and other project attributes, it w o u ld  be inappropriate either to 
require or to fav o r  rolled-in rates. In addition, the North S lo p e  P roducers  point to section 
10 5(b)(1)  o f  the A c t  w herein, th ey  state, C o n g re ss  identified either rolled-in or 
incremental rates as appropriate for m an datory  expansions. T h e y  add that i f  rolled-in 
rates w ere m ade a p p lica b le  to vo lun tary  expansions in the final open season rule, the 
result w o u ld  be that such  expan sion s w o u ld  b e c o m e  involuntary  and th ey  w o u ld  be 
discouraged.

121. A d d it io n a l ly ,  the North S lo pe  Producers state that the C o m m is s io n ’s ex istin g, fact- 
s p ecif ic  p o lic y  re co g n iz e s  the risks inherent in m ajor infrastructure projects and seeks  to 
prevent u n eco n o m ic  pipeline exp an sion s, as w e ll  as subsidization  b y  ex ist in g  custom ers, 
and should not be l igh tly  discarded. R esp o n d in g  to the assertion that the N E B  requires 
rohed-in rates for C an ad ian  expan sion s, the North S lo pe  Producers state that a lthough 
N E B  has adopted rolled-in  rates in exp an sion  cases, N E B  addresses the issue on a case- 
b y-case  basis.

122. Finally, the North S lo p e  Producers c la im  that explorers  do  not require absolute 
rate certainty in order to d ecide  w hether  to participate in open seasons; an anticipated 
range that supports future e c o n o m ics  is sufficient. O n  the other hand, the North S lo pe  
Producers state that initial shippers w h o  fear that th ey  m ay  be ca lled  on to subsidize  
future shippers m a y  not bid for initial cap acity .  In this con nection , the North S lo pe
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Producers contend that one o f  the C o m m is s io n ’ s go als  is to protect cap tiv e  custom ers 
from  rate increases aris ing  from  c o sts  unrelated to their serv ice ,  resulting in rate 
uncertainty  and increased contractual risk .38

123. In this rule, the C o m m is s io n  does not adopt a f irm  p ric ing  p o l ic y  for future 
expan sion s o f  an A la s k a  natural g as  transportation project, but w e  d o  take this 
opportunity  to p ro v id e  guid an ce  on this important issue, as it w il l  assist participants in the 
initial open season. W e  co n c lu d e  that there should be a rebuttable presum ption in favor  
o f  rolled-in pricing fo r  project exp an sion s. O u r ex ist in g  low er-48 states p o lic y  favo rin g  
incremental rates for exp an sion s does  not a p p ly  in the case  o f  an A la s k a  natural gas 
transportation project. Th ere  is l ik e ly  to be o n ly  one A la s k a  p ipeline, so there w il l  be 
little or no opportunity  for com petition  b e tw e e n  pipelines. Increm ental pricing o f  
exp an sion  co u ld  put exp an sio n  shippers at a sign ificant rate d isad van tage  com p ared  with 
initial shippers, and a c c o r d in g ly  co u ld  d isco u ra ge  exploration, d ev e lo p m en t and 
production o f  A la s k a  natural gas. H av in g  m ark e d ly  d ifferent rates for  sim ilar  serv ice  
co u ld  be in co n flic t  w ith  one o f  the c h ie f  o b je c t iv e s  o f  the statute, w h ic h  is to en co u rage  
further exploration and d e v e lo p m e n t o f  A la s k a  natural gas.  O n  the other hand, consistent 
w ith  the argum ents o f  a num ber o f  com m enters ,  a presum ption in fa v o r  o f  rolled-in 
pric ing  m a y  spur investm ent in and d e v e lo p m e n t o f  A la s k a  reserves,  and the ultimate 
d e l iv e ry  o f  that gas to the lo w e r  48 states.

124. W e  cannot at this point, w ithout a sp e c i f ic  project proposal or the facts 
surrounding a p roposed  expan sion b efore  us, d efin e  e x a c t ly  w hat w il l  be required to 
o v e rc o m e  the presumption. A s  a general matter, w e  h ave  h isto rica lly  not favored 
requiring ex ist in g  shippers to sub sid ize  the rates o f  n ew  shippers. W e  do not intend to 
discard this principle, but rather to indicate that w e  w ill  not l ig h tly  authorize expansion 
rates that w o u ld  h ave  an u n du ly  n eg a tive  im pact on the exploration  and d eve lo p m en t o f  
A la s k a  reserves. W itnesses at the technical co n feren ce  a c k n o w le d g e d  that defin in g  
subsidization  is d if f icu lt  w ithout sp e c if ic  facts to re v ie w ,  and that fact w as restated in 
several o f  the c o m m e n ts  filed. W e  agree. B ut a basic o bservation  m a y  be useful here.
For ex a m p le ,  a rolled-in  exp an sion  rate that is less than or  equal to the rate paid b y  the 
initial shippers w o u ld  not be consid ered  a subsidy . W hether a rolled-in  expan sion rate 
that is h igher than original rates is a “ su b s id y ”  is a question that necessarily  w o u ld  have 
to be rev ie w e d  in the context o f  a future N G A  section 7 filing. A t  that time, P acific

38 See, e g ., Transcontinental G as P ip e  L in e  C orp . 106 F E R C  1| 6 1 ,2 9 9  (2004).
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S ta r ’s argum ents relating to w hether  the federal g o v e r n m e n t ’ s loan guarantees and 
accelerated  depreciation am ount to a “ s u b s id y ”  o f  initial sh ip p ers ’ rates m ay  be ra iser

125. In con clu sion , to p ro v id e  gu id a n ce  to potential shippers in ad van ce  o f  the initial 
open  season that is the subject o f  this rule, the C o m m is s io n  intends to h arm onize both 
o b je ct ive s  (rate predictability  for initial shippers and reduction o f  barriers to future 
exploration and production) in d e s ig n in g  rates for future expan sion s o f  any A la s k a  
natural gas  transportation project. It is consistent w ith  ou r  g u id in g  principle  that 
com petition  favors all o f  the C o m m is s io n ’ s custom ers, as w ell  as w ith  the o b je c t iv e s  o f  
the A ct ,  to adopt rolled-in  rate treatment up to the point that w o u ld  cau se  there to b e  a 
su b sid y  o f  expansion shippers b y  initial shippers, i f  any su b s id y  w e re  to be found.

126. A n ad arko  states that the open season regulations must prohibit pipelines from  
bundling ancillary  serv ices  w ith  transportation. In particular, A n a d a r k o  is co n cern ed  that 
sponsors m ight include in a ta r if f  and an open season the bundled cost o f  a gas 
con d itionin g  plant that w o u ld  extract C 0 2  despite  the fact that such  extraction w o u ld  not 
be required o f  gas  from m an y  n e w  A la s k a  g as  fields w h ich  l ik e ly  w il l  be o f  pipeline 
quality. M id A m e r ic a n / A G T A  and E n brid ge  agree that the open season process should 
preclude applicants from  tyin g  receipt o f  cap acity  to taking an cillary  services ,  such as gas 
conditioning, treating, or processing. T ra n sC an ad a  s im p ly  states that it has no objectio n  
to proscription o f  tying.

127. D O l  and M i d A m e r ic a n / A G T A  agree that rates for an cillary  serv ices  should not be 
bundled w ith  transportation rates. H o w e v e r ,  D O l  conten ds that the State o f  A la s k a  
should address the need for rules co n cern in g  non -discrim inatory  r cess  to gathering  and 
other productic . related facilities, w h ereas  M i d A m e r ic a n / A G T A  c la im s  that the 
C o m m is s io n  should assert and jurisd ictio n  o ver  gas  treatment plants and require separate 
open seasons and cost-based ta r if f  structures for gas  processing. On the other hand, the 
North S lo p e  Producers contend issues o f  ty in g  or bun dling  o f  serv ice s  can be dealt with 
through established C o m m is s io n  pro cesses  and po lic ies  at the appropriate time, and need 
not be addressed in the open season. A l l ia n c e  v ie w s  the ty in g  issue in the context o f  
requiring designated do w n stream  cap acity ,  and suggests  that as a practical matter, that 
should not be prohibited.

128. T h e C o m m iss io n  is stating in the final rule at section 15 7 .3 4 (c)(6 )  that the open 
season notice  must contain an unbundled  transportation rate. M o re o v e r ,  section 157 .3 4  
(c)(10) prohibits a p rospective  applicant from  requiring p ro sp ective  shippers to p rocess  or 
treat their gas  at an y  designated facility . T h e  C o m m is s io n  is satisfied  that it can address 
any other discrim inatory  conduct in con nection  w ith  gas q u a lity  requirem ents or other 
ancillary  serv ices  through the p rovis ion s  o f  section 157.35  in co n jun ction  with ex ist in g  
C o m m is s io n  p olic ies  and procedures.
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U N I T E D  S T A T E S  O F  A M E R I C A  

F E D E R A L  E N E R G Y  R E G U L A T O R Y  C O M M I S S I O N

1 8 C F R  Part 157 

(D o ck e t  No. R M 0 5 - 1-001; O rder No. 2 0 0 5 -A  )

R eg u la tio n s  G o v e r n in g  the C o n d u c t  o f  O pen S easo n s for A la s k a  Natural G as
Transportation Projects

(Issued June 1, 2005)

A G E N C Y : Federal E n e rg y  R e g u la to ry  C o m m iss io n .

A C T I O N : Final Rule; O rder  on Rehearing.

S U M M A R Y : T h e  Federal E n ergy  R egulatory  C o m m is s io n  (C o m m iss io n )  g e n e ra l ly  

reaffirm s its determ inations in O rd er  No. 2005. O rder No. 2005 establishes requirem ents 

g o v e rn in g  the co n d u ct o f  open seasons for proposals to construct A la s k a  natural gas 

transportation projects, including  procedures for a llocation  o f  capacity.  Pursuant to the 

d irective  o f  section 103(e)(2) o f  the A la s k a  Natural G a s  Pipeline A c t ,  enacted on 

O c to b e r  13, 2004, the regulations p rom u lgated  in O rd er  No. 2005 (1 )  include the criteria 

for and tim in g o f  an y  open season, (2) prom ote com petition in the exploration, 

de v e lo p m e n t,  and production o f  A la s k a  natural gas, and (3) for an y  open seasons for 

c a p a c ity  e x c e e d in g  the initial cap a c ity ,  p ro vid e  for the opportunity  for the transportation 

o f  natural gas  other than from the Prudhoc B a y  and Point T h o m so n  units.

In this order, the C o m m is s io n  addresses the requests for rehearing and or 

c lar if ica tio n  o f  O rd er  No. 2005. Here, w e  grant rehearing in part, den y  rehearing in part, 

and p ro vid e  c larif icatio n  o f  O rd er  No. 2005. In sp ecif ic ,  we: (1)  c la r ify  that the
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Section  15 7 .3 6  is intended to p rovide  that the C o m m is s io n  m ay  require d e s ig n  ch an ges  
n ecessary  to ensure that som e portion o f  a proposed vo lun tary  expan sion w il l  be allocated 
to n e w  shippers or shippers see k in g  to transport gas from  areas other than Prudhoe B a y  or 
Point T h o m so n , p rovided such  shippers are w il l in g  to sign q u a l ’ fy in g  long-term  firm 
transportation agreem ents. T o  ensure clarity, w e  w ill  revise  section 15 7 .3 6  to read as 
fo llo w s:

‘ i n  co n sid erin g  a proposed vo lu n tary  expan sion o f  an A la s k a  natural gas 
transportation project, the C o m m is s io n  w il l  consider the extent to w h ic h  the 
exp an sio n  w ill  be utilized b y  shippers other than those w h o  are the initial 
shippers on the project and, in order to prom ote com petition and open 
acce ss  to the project, m a y  require design  chan ges to ensure that so m e 
portion o f  the exp an sion  cap a c ity  w il l  be allocated to n e w  shippers w il l in g  
to sign q u a li fy in g  long-term  firm transportation contracts, including 
shippers see k in g  to transport natural gas from areas other than Prudhoe B a y  
or Point T h o m so n .”

II. P resu m p tio n  o f R olled-in  R ates for E xpansions

A. F inal R u le -S  157.39

39. S ection  15 7 .3 9  states that “ [t]here shall be a rebuttable presum ption that rates for 
a r v  exp an sion  o f  an A la s k a  natural gas  transportation project shall be d eterm ined on a 
rolled-in basis .”  T h e  C o m m is s io n  stated in O rd er  No. 2005 that by  p ro v id in g  for this 
presumption, the C o m m is s io n  is a d vis in g  potential shippers, in a d va n ce  o f  any  initial 
A la s k a  natural gas transportation project open season, o f  its intention to h arm o n ize  the 
o b je ct ive  o f  rate predictability  for initial shippers with the ob jective  o f  reducing  barriers 
to future exploration  and production in d e s ig n in g  rates for future exp an sio n s  o f  any 
A la s k a  natural gas  transportation project. T h e  C o m m iss io n  co n clu d ed  in O rd er
No. 2005 that section  157 .3 9  is consistent w ith  "o u r  gu id in g  principle that com p etition  
favors all o f  the C o m m is s io n ’ s custom ers, as w ell  as w ith  the o b je ct ive s  o f  the A c t ,  to 
adopt rolled-in rate treatment up to the point that w o uld  cau se  there to be a su b s id y  o f  
expansion shippers b y  initial shippers, i f  an y  su b sid y  w e re  to be found .”

B. R eh ea rin g /C larific a tio n  R equests

40. T h e  North S lo p e  Producers, E n brid ge, and C h e v ro n  Texaco  assert that the 
presum ption in fav o r  o f  rolled-in rates for vo lun tary  expansi ns established in 
section 157 .3 9  creates uncertainty for shippers and project sponsors, and, therefore, 
section 15 7 .3 9  should be elim inated from  the regulations or substantially  revised. T h e
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North S lo p e  Producers and E nbrid ge  cla im  that p rospective  initial shippers, fearing that 
in the future their rates m ay  be increased to subsidize  the cost o f  exp an sio n  facilities, w ill  
be less w il l in g  to m ake the long-term  c o m m itm Ants n ecessary  to support an A la s k a  
project. T h is  uncertainty, th ey  predict, w ill  d iscourage  rather than a d v a n c e  the 
d ev e lo p m en t o f  an A la s k a  pipeline or any  voluntary  expan sion th e r e o f  -  a result c lea r ly  
inconsistent w ith  A N G P A ’ s prim ary goal.  M oreover,  the North S lo p e  Producers and 
E nbrid ge su g g e st  that m andatory expan sion s pursuant to A N G P A  section 105 w il l  
b e c o m e  m ore  attractive than volun tary  expansions because o f  the exp lic it  rate protection 
for ex ist in g  shippers in section 105.

4 1 .  T h e  North S lo p e  Producers contend that section 157 .3 9  is u n ju stifiably  
inconsistent w ith  the C o m m is s io n ’ s current p o lic y  regarding rate treatment o f  
exp an sion s, w h ic h  is to d iscourage  u neco n o m ic  expan sion s and assure that expansions 
w il l  not be sub sid ized  by  existin g  shippers. T h e y  assert that even  if, as c la im ed  b y  the 
C o m m is s io n ,  o n ly  one pipeline w il l  be built in A laska ,  that distinction d o cs  not j u s t i fy  
d eviating  from  the C o m m is s io n ’ s current policy.

42. T h e  North S lo p e  Producers charge  that the C o m m iss io n  acted arbitrarily  and 
c a p r ic io u s ly  in re ly in g  on A N G P A  section 103(e) to ju s t i fy  its co n c lu s io n  to p ro vid e  f o r a  
presum ption o f  rolled-in rates for expan sion s. A lth o u gh  the North S lo p e  Producers 
co n c e d e  that the C o m m is s io n  c le a r ly  has the authority under A N G P A  and the N G A  to 
ap, o ve  rates for A la s k a  natural gas transportation projects, they c la im  that A N G P A  
section 103(e) has nothing to do w ith  rate regulation. Furthermore, state the North S lo pe  
Producers, even  i f  section 103 could  be read to g iv e  the C o m m is s io n  authority  to include 
rate regulations in its open season rules, the proper course w o u ld  be to re m o v e
section 15 7 .3 9  from  the open season rules and instead address rate p o lic y  issues only  
after  the parties h av e  the opportunity  o f  d ev e lo p in g  a c o m p lete  fac  .tal record. F a il ing  
this, the North S lo p e  Producers state that the C o m m is s io n  should revise  section 157 .3 9  to 
p rovide  that the C o m m is s io n ’s current rate p olic ies  w ill  a p p ly  to A la s k a  projects.

43. Enbrid ge a lso  argues that the C o m m is s io n  acted arbitrarily and c a p r ic io u s ly  by 
im posing  a rebuttable rolled-in presum ption, even  w here  rolled-in p ric in g  w o u ld  increase 
ex ist in g  sh ip p ers ’ rates. A c c o r d in g  to Enbridge, O rder No. 2005 identifies two 
considerations, n a m e ly  the C o m m is s io n ’ s d is fa vo r  o f  ex ist in g  shippers su b s id iz in g  the 
rates o f  n e w  shippers, and the C o m m is s io n ’ s reluctance to authorize an exp an sio n  rate 
that w ould  h ave  an unduly  n egative  impact on the exploration and d ev e lo p m en t o f  A la s k a  
reserves. E n b rid ge  contends that the presum ption should be “ scaled  b a c k ”  to a p p ly  o n ly  
to cases w h ere  exp an sion  rates are no h igher than pre-existing rates. Enbrid ge points to 
the C o m m is s io n ’ s a c k n o w le d g e m e n t  in O rder No. 2005 that it “ can n ot at this point, 
without a sp e c i f ic  project proposal or the facts surrounding a proposed  exp an sio n  b efore
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us, d efine  e x a c t ly  w hat w il l  be required to o v e r c o m e  the p resu m p tio n .”  Enbrid ge 
contends that the C o m m is s io n ’ s inability  to expla in  h o w  the p resum ption can be rebutted 
renders rolled-in p ric in g  m andatory, leav in g  the question o f  w h eth er  a rolled-in 
expan sion rate that is h igh er  than original rates is a sub sid y  to be reso lved  in a future 
N G A  section 7 filing.

44. C h e v r o n T e x a c o  stresses that b ecau se  the text o f  O rd er  N o. 2005 re co g n ize s  that 
“ w ithout a sp e c if ic  project proposal or the facts surrounding a proposed e x p a n sio n ”  the 
C o m m is s io n  cannot determ ine w hat is needed to o v e rc o m e  the presum ption favo rin g  
rolled-in rates, the C o m m is s io n  sh ould  d efer  an y  determ ination o f  rate treatment for 
expan sion s until a record can be d e v e lo p e d  after a sp e cif ic  proposal is made. A c c o r d in g  
to C h e v ro n T e x a c o ,  this in ability  to articulate w hen  the presum ption w il l  be applied 
creates uncertainty that inhibits the d ev e lo p m en t o f  any A la s k a  project.

45. C h e v r o n T e x a c o  states that in c o n sisten cy  b etw een  the text o f  order and the text o f  
the regulations creates further uncertainty. C h e v r o n T e x a c o  states that w h ile  the 
regulations state that the presum ption applies  to “ a n y  e x p an sio n ,”  O rder  No. 2 0 0 5 ’ s text, 
at paragraphs 124 and 125, su g g e sts  that rolled-in rates are appropriate  o n ly  i f  there is no 
increase in rates for ex is t in g  shippers. C h e v r o n T e x a c o  urges the C o m m is s io n  to c la r ify  
section 15 7 .3 °  to state that no c ro ss-su b sid y  is intended. O th e rw ise ,  the C o m m is s io n  
should consider issuing, in lieu o f  a regulation, a p o l ic y  statem ent w h ich  outlines the 
general direction that the C o m m is s io n  intends to take.

46. The A la s k a  L e g is la to rs  and A n a d a rk o  contend that rolled-in  pric ing  is essential 
and justified. A n a d a rk o  asserts that the C o m m is s io n  c le a r ly  has the statutory authority  to 
establish a presum ption o f  rolled-in  p ric in g  for  future exp an sio n s  in the open season 
regulations. Both A n a d a r k o  and the A la s k a  L egis lators  contend that the sign ificant 
d if feren ces  identified in the record b etw een  an A la ska n  p ipeline project and a p ipelin e  in 
the low er 48 states p ro v id e  a m p le  ju stif icat io n  for departing from  the current pric ing  
policy. T h e  A la s k a  L e g is la to rs  con ten d  that e ven  i f  there w e re  s o m e  factual reason for 
ap plyin g  the current p o lic y ,  that p o l ic y  cannot be reco n ciled  w ith  the p o lic y  
considerations stated in A N G P A .  Both A n a d a rko  and the A la s k a  L egis la to rs  state that 
incremental p ric ing  o f  ex p an s io n s  cannot be reco nciled  w ith  N G P A ’s g o a ls  o f  
prom oting com petition  in the exp loration , d eve lo p m en t,  and production  o f  A la s k a  natural 
gas, and p ro vid in g  for the transportation o f  natural gas other than from  the Prudhoe B a y  
and Point T h o m so n  units in an y  ex p an s io n s  o f  the A la s k a  p ipelin e  facilities. T h e  A la sk a  
Legislators  estim ate that e x p an d in g  a p ipeline , through loopin g, to a ca p a c ity  o f  7 billion 
cu b ic  feet (B c f) ,  w o u ld  result in an e xp an sio n  rate 50 percent h igh e r  than ex ist in g  rates i f  
increm entally  priced. A n a d a rk o  predicts that incremental p ric in g  o f  exp an sio n s  o f  an 
A la sk a n  pipeline b e y o n d  6 B c f  w o u ld  cau se  the pipeline to be cap p ed  at 6 B cf.
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C. Commission Response

47. A N G P A  section 103(i) g iv e s  the C o m m issio n  broad authority  to establish “ such 
regulations as are n e c e s s a ry ”  for the conduct o f  open season s. In this regard, the 
C o m m is s io n  b e lie ve s  that it is appropriate to establish rate criteria that w il l  assist 
potential shippers to m ak e inform ed open season bids, and will  p ro m o te  com petition, as 
required b y  ANGPA. A s  d iscussed  in detail in O rd er  N o. 2005, these criteria include 
projected rates for in-state d eliveries  o f  gas, as w ell  as a presum ption for rolled-in rate 
treatment for future pipeline expansions.

48. In adopting  the presum ption for rolled-in rate treatment, the C o m m is s io n  balanced 
rate predictability  for initial shippers w ith  the o b je ct ive  o f  red u cin g  barriers to future 
exploration, d e v e lo p m e n t and production o f  A la ska  natural gas. T h e  C o m m is s io n  w as  
con cern ed  that the prospect o f  high incremental transportation rates m igh t increase risks 
to A la sk a n  producers and serve as a disincentive  to future exp loration  and deve lo p m en t 
o f  p oten tia lly  va lu a b le  natural gas resources. On the other hand, the C o m m is s io n  does 
not w ish  to d isco u ra ge  vo lun tary  cap a c ity  expansions.

49. T h e  rolled-in rate presum ption w a s  not an aban donm ent o f  our current p o lic y  o f  
not fav o rin g  rate subsidization b y  existin g  custom ers o f  ca p a c ity  ex p an sio n s  as suggested  
in the requests for rehearing. T h e  C o m m issio n  did, h o w e v e r ,  su g g e st  that b ecau se  o f  the 
l ike lih ood o f  a s in g le  A la sk a n  pipeline project, it w o u ld  co n sid er  a lternatives to our 
current p o lic y  on h o w  to define  or quantify  subsidization  b y  current custom ers. Current 
p o i ic y  p rim arily  considers w hether the expansion project w il l  result in a rate h igher than 
the ex ist in g  transportation rate for existin g  custom ers. A n  a lternative  consideration  or 
definition o f  subsidization  could  be w hether the exp an sio n  rate is no higher than the 
actual initial rate or o f  an initial rate without built-in subsidies. T h e  C o m m is s io n  
b e lie v e d  and contin ues  to b e lie ve  that the appropriate p lace  to r e v ie w  this issue is in the 
context o f  a  future N G A  section 7 filing. In such a pro ceed in g,  i f  the pipeline ow n ers  can 
s h o w  that the initial pipeline w a s  s ized  appropriately, i.e ., it w a s  u n e co n o m ic  or 
ineffic ien t to build a larger cap a c ity  pipeline, the C o m m is s io n  w o u ld  co n sid er  this in 
o v e r c o m in g  the rolled-in rate presumption.

50. T h e  text o f  O rder No. 2005 referred to by C h e v r o n T e x a c o  d o es  not s im p ly  state 
that rolled-in rates are appropriate o n ly  i f  there is no increase in rates for ex ist in g  
shippers; it su g g e sts  that a rolled-in expansion rate that is h igher than the original rate is 
not n ecessarily  a subsidy. A s  noted above, w e  will  determ ine w h eth er  a particular rate 
am ounts to a subsidy w hen the issue is presented to us.
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5 1 .  N o th in g  in the requests for rehearing cau ses  us to question our c o n c lu s io n  that a 
rebuttal p resum ption  o f  rolled-in treatment for the exp an sio n  o f  an A la s k a  Project is a 
reason able  ap proach  to the d ifficu lt  issues w e, and p ro sp ective  p ipeline proponents and 
shippers, m ay  face  on the future. W e  think that the s ign al w e  are sending  is a posit ive  
o ne that w il l  help spur natural gas exploration and d ev e lo p m en t in A la sk a .  A t  the sam e 
time, w e  h ave  not preju d ged  h ow  w e  w ill  reso lve  future p ro ceed in gs ,  and all parties w ill  
h ave  the o p portun ity  to c o n v in ce  us o f  appropriate rate treatment i f  and w h e n  expansion 
proposals  for an A la s k a  project are develop ed . W e  therefore w ill  not ch an ge  the rule on 
this matter.

111. L ate  Bids

A. T he  F inal R ule - § 157.34(d)(2)

52. O rder N o .  2005 added a new  provision in the f in a l  R ule, section 157 .3 4(d)(2),  that 
a project sp o n so r  must consider any bids tendered af ter the expiration  o f  the open season 
by  qualif ied  bidders, and m ay  reject them o n ly  i f  they cannot be a cco m m o d ate d  due to 
e c o n o m ic ,  en g in eer in g ,  or operational constraints, in w h ic h  case  the project sponsor must 
provide  a detailed explanation  for the rejection. T h e  C o m m is s io n  e xp la in ed  that this 
requirem ent is d e s ig n e d  to a l lo w  reasonable acce ss  to those shippers w h o  m a y  not be 
ready to participate during  the established open season period, and at the sam e time 
provide  the sponsor w ith  flex ib il ity  in the tim ing o f  its open season.

B. R eh ea rin g /C la rifica tio n  R equests

53. T h e  North S lo p e  Producers and E nbrid ge  contend that it is important for the 
tim ely  d e v e lo p m e n t o f  any project that the project . ,/onsors be ab le  to rely  on an open 
season that has a d efin ite  term. T h e y  state that the open season results are needed to 
permit the project sp o n so r  to g a u g e  dem and and in turn fin alize  p ipeline design. T h e y  
assert that the late bid p rovis ion s o f  section 157.34(d)(2) w il l  result in unreasonable  risks 
and costs to the p roject sponsor by creating a n ever-en d in g, open -ended open season in 
w h ic h  the project sp o n so r  w ill  be required, for each and e v e r y  late bid rece ived ,  to divert 
resources and incur additional costs to e va lu ate  w hether bid can be a cco m m o d ate d .  In 
addition, th ey  state that there is trem endous potential for d e la y  at each  step o f  the 
d ev e lo p m en t o f  the project, i f  the project sponsor must stop and m ak e  design  c h a n g e s  at 
e v e ry  stage to a c c o m m o d a te  a late bid. T h u s, they state, section 157 .3 4(d)(2 )  w ould  
frustrate the C o m m is s i o n ’s stated goal o f  adopting  open season regulations that ensure 
suffic ient e c o n o m ic  certainty to support the construction o f  a pipeline.


