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FAIRBANKS CORRIDOR P I PEL I NE  SYSTEM 

A VIABLE ALTERNATIVE

T he  f o l l o w i n g  i s  a d i s c u s s i o n  o f  t h e  two e a r l i e r  p r o p o s a l s  f o r  t r a n s ­

p o r t i n g  a r c t i c  gas t o  t h e  l owe r  U.  S .  and  N o r t h w e s t  P i p e l i n e  C o r p o r a t i o n ' s  

p r o p o s e d  F a i r b a n k s  C o r r i d o r  P i p e l i n e  Sys t em w h i c h  i s  b e i n g  p r e s e n t e d  as a 

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

r i m e n t a l  s o c i o - e c o n o m i c  and e n v i r o n m e n t a l  i m p a c t s .

By Land o r  By S e a?

A f t e r  many mo n t h s ,  e v e n  y e a r s ,  o f  i n v e s t i g a t i o n  and  a n a l y s i s ,  t h e  f a c t s  

seem t o  f a v o r  t h e  s e l e c t i o n  o f  an A l a s k a n / C a n a d i a n  p i p e l i n e  f r om Pr udhoe  Bay 

t o  t h e  l ow e r  *»8 s t a t e s  r a t h e r  t h a n  a t r a n s -A l a s k a  p i p e l i n e / L N G  t a n k e r  s y s t em 

f rom Pr udhoe  Bay t o  s o u t h e r n  C a l i f o r n i a .  More s p e c i f i c a l l y ,  as i t  now s t a n d s ,  

t h e  A r c t i c  Gas P i p e l i n e  s y s t em  w o u l d  mos t  l i k e l y  be s e l e c t e d  o v e r  t h e  E l  Paso 

LNG Sys t em.

The  LNG Sy s t em w o u l d  r e s u l t  i n  c o n s i d e r a b l y  h i g h e r  t r a n s p o r t a t i o n  

c o s t  t h a n  w o u l d  t h e  p i p e l i n e  s y s t em .

. The  LNG Sys t em w o u l d  be ba s ed  on  a r e l a t i v e l y  new t e c h n o l o g y  

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

e s t i m a t e s  c a n n o t  be as r e l i a b l e  as t h o s e  f o r  a more c o n v e n ­

t i o n a l  p i p e l i  n e .

. A c c o r d i n g  t o  E l  Paso ' s  i n i t i a l  f i l i n g ,  t h e  LNG Sys t em c o u l d  no t  

be r e ady  t o  d e l i v e r  gas as e a r l y  as a P i p e l i n e  Sys t em.

The  e c o n o m i c s  and d e s i g n  o f  t h e  LNG Sys t em a r e  s u c h  t h a t  p h a s i n g  

i n  gas p r o d u c t i o n  up t o  f u l l  d e s i g n  l e v e l s  o v e r  s e v e r a l  y e a r s ,  

as may w e l l  be t h e  c a s e ,  w o u l d  be p r o h i b i t i v e  i n  v i e w  o f  t he  

a n t i c i p a t e d  l ow r e t u r n  on i n v e s t m e n t  a t  r e d u c ed  l o a d  f a c t o r



F u t u r e  e x p a n s i o n  o f  on LNG Sys t em c o n s i s t i n g  o f  s u c h  l a r g e  com­

p o n e n t s  w o u l d  be more d i f f i c u l t  and  mor e  c o s t l y  t h a n  i t  w o u l d  

be f o r  t h e  P i p e l i n e  Sy s t em .

The  LNG l i q u e f a c t i o n  p l a n t  s i t e  -.ou l d be i n  t h e  v e r y  a c t i v e  

e a r t h q u a k e  z o n e  a l o n g  t h e  s o u t h e r n  A l a s k a n  c o a s t .

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

f a c i l i t i e s  i s  more  e a s i l y  and q u i c k l y  r e i n s t a t e d  t o  s e r v i c e  t han  

i s  a l i q u e f a c t i o n  f a c i l i t y  o r  LNG t a n k e r ,  p a r t i c u l a r l y  w h e r e  a l l  

o f  t h e  f a c i l i t i e s  a r e  c o n c e n t r a t e d  i n  o n e  p l a n t  and t h e  t a n k e r s  

a r e  o f t e n  do cked  a t  t h e  a d j a c e n t  m a r i n e  t e r m i n a l .

. The  LNG Sys t em i s  d e p e n d e n t  upon t h e  d i s p l a c e m e n t  " t h e o r y "  f o r  

t r a n s f e r r i n g  t h e  gas f rom t h e  W e s t c o a s t  t o  t h e  r e s t  o f  t h e  

U n i t e d  S t a t e s .  A l a s k a n  o i l  p r o d u c t i o n  and t r a n s p o r t a t i o n  i s  

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

The  c o s t  o f  s e r v i c e  f o r  t h e  LNG Sys t em w o u l d  be more  s e n s i t i v e  

t o  f u t u r e  i n f l a t i o n  t h a n  i t  w o u l d  be f o r  t he  P i p e l i n e  Sy s t em 

b e c a u s e  o f  t h e  h i g h e r  p e r c e r t a g e  o f  l a b o r  i n  t h e  LNG Sys t em 

o p e r a t i n g  c o s t s .

T h e  LNG S ys t em ,  u n d e r  o p t i m i s t i c  a s s u m p t i o n s ,  w o u l d  consume 

n e a r l y  t w i c e  as much gas as w o u l d  a P i p e l i n e  Sys t em f o r  d e l i v e r ­

i n g  a c o m p a r a b l e  v o l u m e .

The  LNG Sys t em has a p p a r e n t l y  f a i l e d  t o  g a i n  t h e  p o l i t i c a l  and 

i n d u s t r i a l  s u p p o r t  ne ed ed  t o  a s s u r e  a t i m e l y  i m p l e m e n t a t i o n  o f  

an a r c t i c  gas d e l i v e r y  s y s t em .

I n  summary ,  i t  i s  i m p r o b a b l e  t h a t  t h e  t'l Paso  i.NG Sys t em w i l l  be 

s e l e c t e d  f o r  a r c t i c  gas d e l i v e r y  t o  t he  l owe r  U.  S .  b e c a u s e  i t  f a i l s  t o  

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

I m p l e m e n t a t i o n ,  e c o n o m i c  and g e o g r a p h i c  b e n e f i t s  as does a P i p e l i n e  Sys t em



I f  By Land .  Wh i c h  Route?

A l t h o u g h  t h e  P i p e l i n e  Sys t em i s  and s h o u l d  be t h e  p r e f e r r e d  me t hod  o f  

t r a n s p o r t i n g  a r c t i c  gas f r om P r udh oe  Bay t o  t h e  l o w e r  U.  S . ,  t h e  p r o p o s e d  

A r c t i c  Gas P i p e l i n e  r o u t e  f r om Pr udh oe  Bay and  M a c k e n z i e  D e l t a  t o  t h e  U.  S.  

i s  n o t  n e c e s s a r i l y  t h e  p r e f e r r e d  r o u t e .  T he  a l t e r n a t i v e ,  now b e i n g  s u p ­

p o r t e d  by N o r t h w e s t  P i p e l i n e  C o r p o r a t i o n  f o r  a p i p e l i n e  t r a v e r s i n g  t h e  

F a i r b a n k s  C o r r i d o r ,  has b een  g i v e n  c o n s i d e r a b l e  a t t e n t i o n  and t h e  f a c t s  

b r o u g h t  t o  l i g h t  s u g g e s t  t h a t  i t  o f f e r s  t h e  mos t  r a t i o n a l ,  e c o n o m i c  and  

f e a s i b l e  me t hod  o f  c om i ng  n e a r  s a t i s f y i n g  t h e  m a j o r i t y  o f  t h e  i n t e r e s t s  

i n  a manne r  t h a t  i s  b e n e f i c i a l  t o  t h e  c o n sume r s  and t h e  e conomy  i n  A l a s k a  

as w e l l  as t h e  l o w e r  U. S.

What  t h e  F e d e r a l  Power  C omm i s s i o n  s a y s :

The  e n v i r o n m e n t a l  s t a f f  o f  t h e  F e d e r a l  Power  C om m i s s i o n ,  a f t e r  an i n  

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

l o w i n g  c o n s l u s i o n s  i n  r e g a r d  t o  t h e  E l  Paso LNG and A r c t i c  Gas P i p e l i n e  

Sys t ems as r e p o r t e d  i n  t h e  F i n a l  E n v i r o n m e n t a l  Impac t  S t a t e m e n t :

A l t h o u g h  t h e  A r c t i c  Gas P i p e l i n e  p r o p o s a l  i s  more e n v i r o n m e n t a l l y  

p r e f e r a b l e  t o  t h e  E l  Paso LNG p r o p o s a l ,  i t  was s t r o n g l y  recommended t h a t  

n e i t h e r  p r o p o s a l  be  a p p r o v e d ,  b u t  r a t h e r  t h a t  t h e  F a i r b a n k s  C o r r i d o r  

r o u t e ,  e x c l u s i v e  o f  t h e  Ma c k e n z i e  D e l t a  l a t e r a l ,  was t h e  p r e f e r r e d  r o u t e  

f o r  d e l i v e r y  o f . P r u d h o e  Bay g a s .  I n  a d d i t i o n ,  i f  M a c k e n z i e  D e l t a  gas 

becomes a v a i l a b l e ,  i t  was s u g g e s t e d  t h a t  t h e  F o o t h i l l s  P i p e  L i n e s  L t d .  

p r o j e c t  c o u l d  be c o n s t r u c t e d  f o r  d e l i v e r y  o f  t h a t  gas t o  e x i s t i n g  West- 

c o a s t  T r a n s m i s s i o n  Company and A l b e r t a  Gas T r u n k  L i n e  f a c i l i t i e s .

What t h e  D e p a r tm e n t  o f  t h e  I n t e r i o r  s a y s :

The D e p a r tm e n t  o f  t he  I n t e r i o r  has s u b m i t t e d  t h e i r  F i n a l  E n v i r o n m e n t a l  

Impa c t  S t a t em e n t  i n  w h i c h  t h e y  h a v e  made d i r e c t  c omp a r i s o n  o f  t h e  v a r i o u s
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a l t e r n a t i v e  r o u t e s  p r o p o s e d  f o r  t h e  A r c t i c  Gas S ys t em .  A l t h o u g h  n o t  

s p e c i f i c a l l y  r e c ommend i ng  any p a r t i c u l a r  r o u t e ,  t h i s  r e p o r t  r e v e a l s  t h a t  a 

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

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

f a v o r a b l e  e c o n o m i c  a n a l y s i s  f r om t h e  D e p a r tm e n t  o f  I n t e r i o r .

What  t h e  E n v i r o n m e n t a l  Groups  s a y :

I n  p r e p a r e d  t e s t i m o n y  b e f o r e  t he  S e n a t e  C omm i t t e e s  on I n t e r i o r  and 

Commerce ,  b o t h  t h e  E n v i r o n m e n t a l  P o l i c y  C e n t e r  and t h e  W i l d e r n e s s  S o c i e t y  

h a v e  come o u t  w i t h  s t r o n g  s u p p o r t  f o r  t h e  F a i r b a n k s  C o r r i d o r  r o u t e  a l t e r n ­

a t i v e .

The  F a i r b a n k s  C o r r i d o r  Rou t e

A l l  o f  t h e  f o r e g o i n g  d i s c u s s i o n  r e l a t i n g  t o  t h e  F a i r b a n k s  C o r r i d o r  

a l t e r n a t i v e  has b een  ba s ed  upon t h a t  a l t e r n a t i v e  as p r e s e n t e d  by t h e  A l a s k a n /  

C a n a d i a n  A r c t i c  Gas P i p e l i n e  a p p l i c a t i o n s .  A m a j o r  e c o n o m i c  and e n v i r o n m e n ­

t a l  i m p r o v emen t  c o u l d  be made t o  t h e  F a i r b a n k s  C o r r i d o r  R o u t e ,  as  p r e s e n t e d ,  

by u t i l i z i n g  e x i s t i n g  C a n a d i a n  p i p e l i n e s  i n  A l b e r t a  and B r i t i s h  C o l um b i a  

i n s t e a d  o f  c o n s t r u c t i n g  an e n t i r e l y  new s y s t em  a c r o s s  C a na da .

The  F a i r b a n k s  C o r r i d o r  P i p e l i n e  Sys t em p r o p o s e d  by N o r t h w e s t ,  as i l ­

l u s t r a t e d  i n  F i g u r e  1, w o u l d  be d e s i g n e d  t o  t r a n s p o r t  P r udhoe  Bay gas 

t h r o u g h  a *»2" p i p e l i n e  p a r a l l e l  t o  t h e  A l y e s k a  p i p e l i n e  s y s t em  f rom Pr udhoe  

Bay t o  D e l t a  J u n c t i o n .  From D e l t a  J u n c t i o n  t o  F o r t  N e l s o n ,  B. C . ,  t h e  

p i p e l i n e  r o u t e  w o u l d  be a d j a c e n t  t o  t h e  A l c a n  H i g hwa y .  At  F o r t  N e l s o n , a  

p o r t i o n  o f  t h e  gas w o u l d  be  d i v e r t e d  i n t o  e x pa nd ed  W e s t c o a s t  T r a n s m i s s i o n  

Company ,  L t d .  f a c i l i t i e s  f o r  d e l i v e r y  t o  Sumas ,  W a s h i n g t o n .  T he  r ema i n d e r  

o f  t h e  gas w o u l d  be t r a n s p o r t e d  v i a  a 36" p i p e l i n e  f r om F o r t  N e l s o n  t o  

Zama L ak e ,  A l b e r t a ,  f o r  d e l i v e r y  t o  Empress t h r o u g h  e x pa nd ed  f a c i l i t i e s  

o f  A l b e r t a  Gas T r u n k  L i n e ,  L t d .
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The  Ma c k e n z i e  D e l t a  g as ,  when a v a i l a b l e ,  w o u l d  be  t r a n s p o r t e d  by 

t h e  p r o p o s e d  F o o t h i l l s  P i p e  L i n e s ,  L t d .  hi "  p i p e l i n e  s y s t em  f r om Macken- . 

z i e  D e l t a  t o  t h e  60th p a r a l l e l ,  w h e r e  i t  w o u l d  d e l i v e r  gas  t o  t h e  p r o ­

pos ed  A l b e r t a  Gas T r u n k  L i n e  (Canada) s y s t em  w h i c h  w o u l d  c o n n e c t  t o  t he  

e x i s t i n g  A l b e r t a  Gas T r u n k  L i n e  s ys t em  a t  Zama L a k e .  T h e  c o n n e c t i o n  a t  

Zama Lake w o u l d  s u p p l y  Ma c k e n z i e  D e l t a  gas t o  t h e  e x p a n d e d  A l b e r t a  Gas 

T r u n k  L i n e  s ys t em  a n d ,  t h r o u g h  an eAchange  w i t h  P r u dh o e  Bay g a s ,  t h e  e x ­

panded  W e s t c o a s t  T r n a s m i s s i o n  Company s y s t em .

The  t r emen dou s  a d v a n t a g e s  o f  t h i s  p r o p o s e d  a r c- . i c  gas d e l i v e r y  s y s t em  

a r i s e s  f r om t h e  l a r g e  s c a l e  use  o f  e x i s t  i n q  r o adway s ,  r i g h t s - o f -w a y ,  u t i l ­

i t y  c o r r i d o r s  and  C a n a d i a n  p i p e l i n e  f a c i l i t i e s .  I t  i s  t o  t h i s  p i p e l i n e  

s y s t em ,  as d e s c r i b e d  a b o v e ,  t h a t  t h e  f o l l o w i n g  a d v a n t a g e s  a r e  a s c r i b e d :  

Lowes t  i n v e s t m e n t  f o r  d e l i v e r i n g  P r udh oe  Bay gas t o  t h e  U n i t e d  

S t a t e s .  ( F i g u r e  2)

Lowes t  t r a n s p o r t a t i o n  c o s t  f o r  d e l i v e r i n g  P r u d h o e  Bay gas to 

t h e  U n i t e d  S t a t e s .  ( F i g u r e  2)

S u p p o r t e d  by f e d e r a l  and p r i v a t e  e n v i r o n m e n t a l  g r o u p s .

Y e a r- r o u nd  c o n s t r u c t i o n  p o s s i b l e  i n  some a r e a s ;  up t o  9 months 

mos t  a r e a s .

E a r l i e s t  c o m p l e t i o n  and d e l i v e r y  d a t e  - t h r e e  y e a r s  f rom da t e  

o f  p e rm i  t r e c e i p t .

P r o v i d e s  e c o n o m i c  g r ow t h  b a se  f o r  A l a s k a n  i n t e r i o r  ( F a i r b a n k s ) .

Can be d e s i g n e d  f o r  e c o n om . c  o p e r a t i o n  a t  t h e  l o w e r  gas p r o ­

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

y e a r s  o f  p r o d u c t i o n .

P e rm i t s  e c o n o m i c a l  p h a s i n g  i n  as a d d i t i o n a l  gas  s u p p l i e s  d e v e l o p  

a l o n g  t h e  n o r t h  s l o p e .  (Ma cke nz i e  D e l t a  gas v i a  F o o t h i l l s  P i p e



Reduced  c o s t  and phased  c o n s t r u c t i o n  e n h a n c e  f i n a n c i b i 1i t y .  

P r o v e n  *42" p i p e l i n e  t e c h n o l o g y  a s s u r e s  g r e a t e r  r e l i a b i l i t y .

More c o n v e n t i o n a l  p i p e l i n e  c o n s t r u c t i o n  l e n d s  i t s e l f  t o  com­

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

i n  f ew e r  c o s t  o v e r r u n s .

O n l y  a p p r o x i m a t e l y  65 m i l e s  o f  h i g h l y  s e n s i t i v e ,  n o n - s t a b l e ,  

f r a g i l e  s o i l  t o  be t r a v e r s e d  as compared  t o  a p p r o x i m a t e l y  

*460 m i l e s  o f  s i m i l a r  c o n d i t i o n s  a l o n g  t h e  A r c t i c  Gas P i p e l i n e  

p r i m e  r o u t e .

C r o s s e s  s e v e r a l  p o t e n t i a l  gas f i e l d s  w i t h i n  t h e  S t a t e  o f  A l a s k a .  

. F o l l o w s  e x i s t i n g  a l l  w e a t h e r  roads  and u t i l i t y  c o r r i d o r s .  

Y e a r- r o u n d  a c c e s s  t o  a l l  a r e a s  i n  e v e n t  o f  em e r g e n c y .

P o t e n t i a l  f o r  s h a r i n g  o p e r a t i n g  c o s t s  w i t h  A l y e s k a .

A v o i d s  t h e  u n c e r t a i n t i e s  r e g a r d i n g  t h e  C a n a d i a n  N a t i v e  C l a i m s  

S e t t l e m e n t  i s s u e .  *

I n  s h o r t ,  t h e  F a i r b a n k s  C o r r i d o r  P i p e l i n e  S ys t em ,  as p r op o s e d  by 

N o r t h w e s t ,  has many o f  t h e  a d v a n t a g e s  o f  b o t h  t h e  A r c t i c  Gas Sys t em and 

T r a n s -A l a s k a  LNG Sys t em w i t h  few o f  t he  d i s a d v a n t a g e s  o f  e i t h e r  s ys t em .

I t  i s  t i m e l y ,  i n  l i g h t  o f  t h e  D epa r tmen t  o f  I n t e r i o r ' s  and FPC's 

e n v i r o n m e n t a l  S t a t e m e n t s ,  t o  commence p r o s e c u t i o n  o f  a f o rma l  a p p l i c a ­

t i o n  f o r  t h e  F a i r b a n k s  C o r r i d o r  P ' p e l i n e  Sys t em .  P l a n n i n g  and p r e p a r a ­

t i o n  o f  an a p p l i c a t i o n  w i t h  t he  FPC t o  c o n s t r u c t  and o p e r a t e  a p i p e l i n e  

s y s t em  a l o n g  t h e  F a i r b a n k s  C o r r i d o r  r o u t e  i n  A l a s k a  has commenced and 

N o r t hw e s t  has r e c e i v e d  t h e  c o o p e r a t i o n  o f  We s t c o a s t  T r a n s m i s s i o n  Com­

p a n y ,  L t d . ,  and A l b e r t a  Gas T r u n k  L i n e  Company ,  L t d .  i n  p l a n n i n g  f o r  

t he  t r a n s p o r t a t i o n  o f  t h e  gas t h r o u g h  C a nad a .  N o r t hw e s t  has  a l s o  

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

s e r v i n g  t h e  P a c i f i c  N o r t hw e s t  r e g i o n  f o r  t h i s  p r o j e c t .
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I n  t h e  e v e n t  t h a t  a s a t i s f a c t o r y  c omm i tmen t  o f  A l a s k a n  r o y a l t y  gas 

i s  made t o  N o r t h w e s t ,  an a p p l i c a t i o n  w i l l  be s u b m i t t e d  w i t h i n  t h r e e  mon t hs  

o f  t h e  commi tmen t  d a t e .
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ARCTIC GAS DELIVERY SYSTEMS 

COST COMPARISONS

E l  Paso A r c t i c  Gas 
LNG P r o j e c t

No r t hwes  t 
F a i r b a n k s  C o r r i d o r

Vo l umes  ( B i l l i o n  C u b i c  F ee t  Pe r  Day)

P r u dh o e  Bay S u p p l y  
Ma cK e n z i e  D e l t a  S u p p l y  
D e l i v e r e d  t o  U. S.  Bo r d e r

C a p i t a l  I n v e s t m e n t  ($ B i l l i o n )

•1975 C o n s t a n t  D o l l a r s

U n i t  T r a n s p o r t a t i o n  C o s t  ($ p e r  MMbtu)

3.2

2.8

$7.62 

$1.48'

2.25

2.25 
2.1

$6.68

$1.04

P r udh oe  
Bay o n l y

2.4

2.2

$4.65 

$1.00

P r udhoe  
& D e l t a

2.4 
1.6 
2.2

$6.84

$1.02

The  v o l u m e ,  i n v e s t m e n t  and u n i t  c o s t  d a t a  shown ab ov e  f o r  t h e  A r c t i c  
Gas P r o j e c t  and t h e  N o r t hw e s t  F a i r b a n k s  C o r r i d o r  r e f l e c t s  t h e  f a c i l i t i e s  
f o r  d e l i v e r i e s  a t  Sumas,  W a s h i n g t o n  o r  K i n g s g a t e ,  B r i t i s h  C o l u m b i a  f o r  
gas d e s t i n e d  f o r  U. S.  w e s t e r n  r e g i o n a l  m a r k e t s ,  and a t  Emp r e s s ,  A l b e r t a  
f o r  d e l i v e r i e s  t h r o u g h  S aska t ch ewan  t o  t h e  U. S.  m i d-we s t e r n  and  e a s t e r n  
e g i o n s .  The  f a c i l i t i e s  f o r  d e l i v e r y  f r om Empress ,  A l b e r t a  t o  m i d- w e s t e r n  

and e a s t e r n  U. S.  ma r ke t s  w o u l d  be  t he  same w i t h  e i t h e r  p r o j e c t .  The f i g ­
u r e s  shown f o r  t h e  E l  Paso LNG P r o j e c t  a r e  f o r  d e l i v e r y  o f  t h e  g a s  to t h e  
f i r s t  p i p e l i n e  i n t e r c o n n e c t i o n  i n  C a l i f o r n i a ,  a f t e r  r e g a s i f i c a t i o n .  The 
f a c i l i t i e s  and  c o s t s  r e q u i r e d  f o r  d i s p l a c e m e n t  w i t h i n  t h e  U. S .  h a v e  n o t  
b een  i n c l u d e d .

T h e  u n i t  t r a n s p o r t a t i o n  c o s t s  f o r  t h e  A r c t i c  Gas P r o j e c t  a nd  t h e  
N o r t hw e s t  F a i r b a n k s  C o r r i d o r  a r e  f o r  d e l i v e r y  a t  K i n g s g a t e ,  B r i t i s h  C o l u m ­
b i a  and Sumas,  W a s h i n g t o n ,  r e s p e c t i v e l y .  Th e s e  c o s t s  a r e  f o r  t h e  t h i r d  
y e a r  o f  o p e r a t i o n  and do n o t  i n c l u d e  t he  c o s t  o f  p u r c h a s e d  gas o r  f u e l .
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T h e  C a s e  f o r  C o m m i t t i n g  
A l a s k a  S t a t e  R o y a l t y  Ga 
f r o m  t h e  N o r t h  C o o k  Inle 
g a s  f i e l d  t o  A l a s k a  P i p e l i n e  
C o m p a n y  ( " A n c h o r a g e  N a t u r a l  

G a s " )

P r e s e n t e d  t o  t h e  R o y a l t y  B o a r d  
o n  N o v e m b e r  10, 1975
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I n t r o d u c t i o n
A l a s k a  Pipeline Company and its d i s t r i b u t i o n  a f f i l i a t e  
A l a s k a  Gas and Service Company,. D i v i s i o n  of A l a s k a  Interstate 
Company, collectively known as "A nchorage Natur al Gas" have 
r e q u e s t e d  to purchas e the State's 1/8 r o yalty s hare of the 
No r t h  Cook Inlet gas field, w h i c h  is o p e rate d b y  P h i l l i p s  
P e t r o l e u m  Company. In response, A n c h o r a g e  N a tural Gas has 
been requested to appear on N o v e m b e r  10, 1975 to discuss 
this m a t t e r  with the Royalty Board. This m e m o r a n d u m  is 
submit ted as advance information to the Roya lty Board and 
for their convenience in consi d e r i n g  the matter.

Summary
>

A n c h o r a g e  Natural Gas (ANG) i s the most logical choice of any 
p o t e ntial p urchaser of North Cook Inlet r o yal ty gas, because:

1. ANG is prepa r e d  to accept d e l i v e r y  of this gas 
immediately, on an "if and as a v a i l a b l e "  basis, 
and at the same price the State n o w  r e c e i v e s  for 
this gas while it is be ing liqu efied and shipped 
to Japan.

Assumin g that d e l i v e r y  to ANG  can be m a d e  by 
"exchange," there w o u l d  be no n e c e s s i t y  for capital 
expenditure for new p i p e lines or other facilit ies 
at present.

2. ANG w o u l d  utilize this gas as part of its gas 
supply for its entire servi ce area, from K a l i f o n s k y  
to Eklutna, and thereb y be able to p r o v i d e  improved 
assurance of the a v a i l a b i l i t y  of n a tural  gas to
all its customers, and at lower cost to ratepaye rs 
than is possi ble t h rough any other a l t e r n a t i v e  
known to ANG.

3. Without this gas, ANG m a y  not be able to continue 
serving the Bernice Lake power plant of C h ugach  
Electric Association, or, if an a l t e r n a t e  source 
is found, then the cost to ANG's c u s t o mers is 
likely to be very s u b s t a n t i a l l y  more tnan w ould 
apply to purchase of State roya lty gas. Thus,
ANG's purchase of State royalty gas will be of 
material benefit to ANG's residential and commercial 
gas customers, and of even greater b e n e f i t  to 
Chugach Electric A s s o c i a t i o n  and all its customers 
from H o m e r  to Talkeetna. More than 50% of Alaska's  
population would be affected, either as gas consumers 
or as power customers, and thus n e a r l y  a l l of ^  
Alaska's taxpayers w o u l d  be benefited.

For the reasons given, ANG requests the R o y a l t y  
Board to give ANG high est priorit y as a prospe c t i v e  
purchaser of State royalty gas from the N o r t h  Cook 
Inlet gas field, and to recommen d such an arrangement 
for priority action in the next l e g i s l a t i v e  session. 
Export of this gas, w h ether to Japan or elsewhere, is 

not in the best interest of Alaska's citizens.





I .  ANG’ s Need f o r  A d d i t i o n a l  Gas Reserves
A N G  has two gas supply contracts at present. First, 

the ’’Anc h o r a g e "  contract has committed a total of 550 BCF 
(billion cubic feet) from January  1, 1972 t h r o u g h  December 
31, 1992, delivered at a master meter in the Kenai gas 
field. This contract provides 160 million cubic feet per 
day o f  de liverability through 1985, and t h e r e a f t e r  a 
d e l i v e r a b i l i t y  of 1-1/3 times the "average daily" reserves 
remaining. The price for this gas is:

22* per MCF through December 31, 1975 
24* per MCF 1/1/76 through 12/31/80 
27* per MCF 1/1/81 through 12/31/85

* "Area Price" 1/1/86 through end of contract

* Area Price is related to sales to third parties in
the vicinity of Cook Inlet, as d e fined by the contract.

In a d d i t i o n  to the foregoing contractual price schedules, ANG pays 
19.5* per MCF for deliverability of 160 million cubic feet 
per day, escalated each January 1 by the ratio of the Wholesale 
Price Index (WPI) for November 1975 divided by the WPI of 
Novem b e r  1974. Thus, effective January 1, 1976 A N G  will pay 
24* pl us 19.5* plus the (estimated 1*) WPI e scalat ion or 44.5* 
per MCF, for a deliverability of 160 million cfd and take- 
or-pay of 72 million per day (annual a v e r a g e ) .

A N G ’s second gas contract (both are with Union and 
Ma r a t h o n  as equal partners) is called the "N ikiski" contract.
It p r o v i d e d  10 million cfd of deliverability, 10 BCF of 
reserves, and was for 10 years ending May 1, 1977. Delivery 
is at A N G ’s choice of three pipeline taps on U n i o n - M a r a t h o n 's 
20" p i p e l i n e  between the Kenai gas field and the industrial 
area on the North Kenai Road. At the current level of 
sales, the 10 BCF of reserves will be exhausted in 1976, 
prior to the end of the contract term. ANG has several 
hu ndred residential and commercial customers on the North 
Kenai Road, but by far the greater share (90S or more) of 
this gas is sold to the Bernice Lake power plant of Chugach 
Electri c Association.

B e cau se of the impending \early exhaustion! of the 
"Nikiski" contract reserves, and because of the n e e d  to 
obtain additional reserves for the "Anchorage" area, ANG 
wrote to Union, Marathon, Phillips, and Shell to inquire for 
a total o f  75 BCF over a 15 year period. The only written 
response was from Shell, who said they had no u n c o m m i t t e d  
gas avail a b l e  for sale to ANG. Phillips responded in a 
telephone conversation that since the North Cook Inlet gas 
was in part potentially committed to
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Northwest Natural (Portland) and since both P o r t l a n d  and 
Pacific Lighting (Los Angeles) were " n e gotiating"  for the 
State royalty from this field, Phillips could not offer any 
to us. No response has been received from Union or M a r a t h o n  
other than an informal reaction that 75 BCF is an u n r e a s o n a b l y  
large amount of reserves for us to request in the circumstances

The information that the gas companies in Portl a n d  and 
Los A n g e l e s  are attempting to obtain the State r o y a l t y  gas 
from the North Cook Inlet gas field accentuate d ANG's interest 
in the royalty gas and its approaches to the A l a s k a  Depart ment 
of Natural Resources which has led to this presentation.

A N G ’s information is that a w e l lhead value of 45<£ per 
MCF applies to P h i l l i p s’ purchase of State royalty gas for 
its L NG export to Japan. This price is net of 5.45£ per MCF 
transportation cost from the platform to the LNG plant, so 
that a price of 50.45? per MCF is in effect for gas delivere d 
at the LNG plant. This is the price ANG c o ntem plates paying 
for r o y a l t y  gas from the North Cook Inlet gas field.

A N G  has made several other efforts to obtain additional 
gas reserves. First, it has tried to purchase surplus gas 
which is n o w  committed to the gas company at the City of 
Kenai, with no indication of interest in response. Second,
ANG inquired to purchase gas now being flared at the Swanson 
River oil field as a safety measure. This was d e c lined as 
being "temporary." Third, ANG is negotiating to p u r c h a s e  gas 
from a well which is controlled by Mike Hal bouty ("West 
Fork"). The delive rability and reserves from this well are 
probably negligib le in r elation to ANG's requirements, 
however.

A N G  is aware of the "going price" for intrastate gas 
sales in areas such as Texas, and has hoped that it could 
avoid such pricing and make the best possible p u r chas e by 
applying for the North Cook Inlet royalty gas, as it has 
done.

Q uite apart from the urgent need for gas to replace the 
"Nikiski" contract, ANG must maintain a.supply of reserves 
related to the term outstanding on its long term financing.
When the reserve life falls below the financing term remaining, 
ANG will have to pre-pav installments on this long term 
debt, as it had to do in 1970-71 prior to obtaining the 
current reserve commitment.



T h e  t ab les and graphs attac h e d  present the historical 
trends a n d  the range of future gas sales. It is clear that 
if p r e s e n t  t r e n d s  con tinue* A N G  will face p r e - p a y m e n t  in 
1980 and t h e r e a f t e r  u n l e s s  additional supplies can be secured. 
It is w i t h  that fact in m i n d  that ANG has formed a subsidiary 
c o r p o r a t i o n ,  Gas Supply C orpor a t i o n  of Alaska ( " G A S C O A " ) „ to 
e x p lore for n a t u r a l  gas in the vicinity of Anchorage. ANG 
has i n v e s t e d  m o r e  than $5 00,000 to date in this activity, 
and has d r i l l e d  (with others) an exploratory well on acreage 
at the m o u t h  of the Big Sus itna River. A l t hough  this well 
was p l u g g e d  and abandoned, it did not condemn the area, and 
further e x p l o r a t i o n  is conte m p l a t e d  as time and financing 
permit.

A N G  c a n n o t  be complacent about its future need  for gas, 
even w i t h o u t  c o n s i d e r i n g  the exhaustion of its "Nikiski" 
contrac t r e s e r v e  commitment. But that urgent p r o blem requires 
early a n d  p o s i t i v e  action, because the gas supply there will 
last less than a year- T he N o r t h  Cook Inlet royalty gas is 
seen to be the ideal and only realistic solution to that 
i m m e d i a t e  p r o b l e m ,  and helpful to ANG's long term reserves 
needs as well.





N o r t h  Cook Inlet royalty gas is i n t e r c h a n g e a b l e  with 
K enai gas field gas, as m a y  be seen by the fact that the two 
streams are blended (in a 70/30 ratio) as f e e d s t o c k  to the 
P h i l l i p s - M a r a t h o n  LNG plant on the North Kenai Road. Beth 
fields are essentially pure methane. All the n e c e s s a r y  
p i p e l i n e  systems exist to allow an "exchange" to be made so 
that A N G  could ’'receive" the royalty gas at the Kenai gas 
field. Such exchanges already are being made by the operators 
(Phillips, Marathon, Union). ANG can easily agree to "take" 
w h a t e v e r  royalty gas may be p r o duced at the N o r t h  Cook Inlet 
gas field, day by day, without requiring any investment by 
e i t h e r  of these operators. At the times such deliveries 
from the NoTth Cook Inlet gas field might be limited temporaril 
b y  p r o d u c t i o n  facilities or by pipeline facilities, ANG 
c o u l d  "work w i t h i n” (exchange c orrespondin gly less) that 
limitation, day by day. Alternatively, ANG could readily 
agree to take the full l/8th royalty share each and every 
da y  if that were preferred by the operators (Phillips,
M a r a t h o n ,  Union). When pipeline facilities fro m the North 
Cook Inlet may permanently limit its capacity to deliver the 
r o y a l t y  gas, ANG could participate in the cost of compressors 
or a dditional  pipeline necessary  to maintain the delivery.

W hile the "exchange" described above is the only rational 
and reasonable method of implementing A N G ’s pu r c h a s e  of 
r o y a l t y  gas, A N G  could, if necessary, construct a pipeline 
to d e l i v e r  the royalty gas into its pipeline to Anchorage. 
O b v i o u s l y  it would appear to be unnecessary and ludicrous 
for A N G  to be hauling royalty gas south along the North 
Kenai Road w hil e Union-Marathon is hauling identical gas 
n o r t h  along the same road. Thus the "excha nge" would be in 
the public interest, and in the mutual best c o n c e r n  of all 
the operators.

No other royalty gas is so readily av ailable or really 
a v a i l a b l e  at all, to ANG. Royalty at the Kenai gas field 
cannot be taken by ANG to advantage, since this was considered 
and such limitations are contained in ANG's contract  at the 
Kenai gas field. If A NG does not take North Coo k Inlet 
r o y a l t y  gas it will be exported to Japan or to Portland or 
to Los Angeles. ANG's use of this gas to serve its A l askan 
gas customers cannot be regarded as being less approp riate 
than these export arrangements, p rovided ANG pays no less 
than exporting the t>as would have paid.

I I .  Reasons f o r  Request ing North  Cook I n l e t  R oya l ty  Gas





III. Proposed Price, Escalations, Total Volume,
Annual Volume, Contract Term, Dcliverability, and
Transportation________________________________________ _

I i L _  Price a n d  Escalati ons

A NG p r o poses to pay to the State the same price 
w h i c h  the State otherwise w o u l d  have received from (Phillips') 
export of the North Cook Inlet royalty gas to Japan, for the
duration of that export and there after not less than

(1) the average p r i c e  in effect during the last 
full year p r i o r  to t ermination of the export 
contract, and not less than

(2) the price in effect, from year to year, for gas 
p u r c h a s e d  by A N G  at the Kenai gas field (from 
Union- Marathon)

(b) Total Volume, Annual Volume, Contract Term, D e l i v e r a b i l i t y

ANG p r o p o s e s  to purchase l/8th of the p r o d u c t i o n  of 
the North Cook Inlet gas field, day by day and y e a r  by year. A N G
understands that at current p r o d u c t i o n  rates, a p p r o x i m a t e l y
15,000 M C F  per day, or 5.5 BCF/year, would be available. AGAS
w o u l d  not, however, require any particul ar amount by day or by
m onth or by year or in total. ANG contemplates that its commitment 
to purchase North Cook Inlet royalty gas w o u l d  be for the life 
of production and p r o b a b l y  at least 15 years, so that about 
75 BCF would be available. A N G  also understands that at present 
the max imum daily royalty p roduction is about 20,000 MCF, 
related to a condition in w h i c h  North Cook Inlet gas is supplying 
the entire input to the LNG plant, which would be unusual and 
temporary, since the contractual arrangement is for 702 North 
Cook Inlet gas and 502 Kenai gas to the plant.

ANG has adequate d e l i v e r a b i l i t y  under contract at the Kenai 
gas field, and contractual a b ility to interrupt, so that it does 
not require a d e l i v e r a b i l i t y  feature to be part of an agreement 
to purchase royalty gas -- A N G  can take royalty gas on an "if and 
as available" basis. If, for the convenience of the operators 
(Phillips or Marathon or Union), a spe cified daily quantity 
should be desired, such as 15,000 to 20,000 MCF per day, ANC. 
could so agree.



( c )  T r a n s p o r t a t i o n
A N G  pr opo s e s  that transportatio n of the royalty 

gas w o u l d  be by Phillips, to the LNG plant site, at the 
p r e s e n t  a m o u n t  w h i c h  is und ers t o o d  to be 5.45<£ p e r  MCF. ANG 
u n d e r s t a n d s  that as field pressure will decline during the 
life o f  t h e  field, compr e s s i o n  will become n e c e s s a r y  and 
will c a u s e  additiona l cost for transportation. A N G  further 
r e c o g n i z e s  that compression may also become n e c e s s a r y  as a 
r esult o f  increased throughput at the LNG plant w h e t h e r  as a 
result o f  increased plant loading or as a result of 
e x p a n s i o n  of the LNG plant. ANG would expect to contribute 
its p r o p o r t i o n a t e  share of such additional tra nsportation  cost 
e i t h e r  b y  p a r t i c i p a t i n g  in the necessary investment or by 
c o m p e n s a t i n g  Phillips appropriately if Phillips makes the 
entire investment. A N G  propose s that it should have the option 
of m a k i n g  the capital contribution or paying a hi gher 
t r a n s p o r t a t i o n  charge, to assure that Phillips is fairly 
c o m p e n s a t e d ,  w i thou t controversy.







IV Q u e s tion of (hypothetical) "possible subsidizati on 
of Anchorage gas consumers at state taxpayers' 
expense" (Raised in Mr. Fackler's letter of 
O c tob er 15, 1975)__________________________________________

A N G  believes that its offer, to pay the same price 
the State wo uld otherwise receive from Phillips on the sale 
of t h e  r o yalty gas for export to Japan, precludes  any suggestion 
of " s u b s i dizati on," p a rticul arly in view of ANG's further 
proposal to pay not less than the "area price" in the event 
the export to Japan is terminated. ANG further believes 
that it w o u l d  not be in the public interest for A n c h o r a g e  
gas consumers to sustain a higher price for this r o y alty gas 
than w o u l d  be payable on its export to Japan, a l t h o u g h  ANG 
u nders t a n d s  that competitive bidding might result in a 
h ighe r p rice than the price for export to Japan.

ANG contemplates that if the State w e r e  to deny ANG's 
o ffer to purchase the North Cook Inlet royalty gas on the 
terms descr i b e d  above, and to invite competitive bidding for 
this gas in the hope of realizing a higher price, severe 
complication s might arise which  w o u l d  delay or prevent the 
consum m a t i o n  of such a sale. As an example, P h i l l i p s - 
M a r a t h o n  have been attempting to sell their gas from this 
field to the gas company in Portland, Oregon for several 
years, but have not resolved the matter of j u r i s d i c t i o n  by 
the Federal Power Commission (FPC) since the sale involves 
intersta te commerce.

A  sale of royalty gas in interstate commerc e would 
have the same regulatory character, and involve the same 
j u r i s d i c t i o n  by the FPC. A  sale to ANG, however, does not 
involve the FPC in any way, being intrastate.

Aside from the regulatory problem, there easily 
could be other problems with an interstate sale, such as 
the need for additional drilling to "prove" the reserves or 
d e l i v c r a b i l i t y ; additional pipeline facilities to assure 
d e l i v e r y  to the LNG plant; and possibly additional LNG 
storage facilities. All of these problems could require 
n e g o t i a t i o n  by the several parties (Phillips, Marathon,
State, and the high bidder). Investment for n e w  facilities 
w o u l d  require time for engineering and design - which would not 
be requir ed for ANG's purchase of the gas for p i p e l i n i n g  to 
A n c h o r a g e  and use by the Bernice Lake power plant and ANG's 
other customers on the North Kenai Road.



ANG believes that the possible b e n e f i t s  of a 
h i ghe r price through c o mpetitive biddin g w o u l d  be more than 
outwe i g h e d  by the timeliness and approp r i a t e n e s s  of ANG's purchasing 
this gas foT use in Alaska, by the avcida nce of regulatory  
problems (FPC), and by the relati v e l y  simple n e g o t i a t i o n  
w h i c h  ANG's proposal w o u l d  entail. ANG believes that the 
suggestion of "subsidizati on" is illusory and that in fact 
ANG's proposal will be benefici al to all A l a s k a n  taxpayers as 
well as Anchorage  gas consumers, in that ANG's proposal can be 
implemented immediately upon approval by the R o y a l t y  Board and 
the legislature, if the part ies can agree as described. This 
w o u l d  result in increased p r o d u c t i o n  of natur al gas and thus 
more income to the State, at the earliest p o s s i b l e  date.
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C h u g a c h  E l e c t r i c  A s s o c i a t i o n ,  I n c .
8 t h  a n d  G a m b e l l  
A n c h o r a g e ,  A l a s k a  9 9 5 0 1

G e n t l e m e n :

I t  h a s  j u s t  c o m e  t o  m y  a t t e n t i o n  t h i s  w e e k  t h a t  o u r  s u p p l y  o f  
g a s  w h i c h  w e  d e l i v e r  t o  y o u  a t  t h e  B e r n i c e  L a k e  p o w e r  p l a n t  i s  

d i m i n i s h i n g  a t  a  r a t e  w h i c h  i s  c a u s e  f o r  s e r i o u s  c o n c e r n  a n d  

r e q u i r e s  t h e  e a r l i e s t  a n d  b e s t  p o s s i b l e  a t t e n t i o n .  A l t h o u g h  
o u r  c o n t r a c t  f o r  t h e  s u p p l y  r u n s  t o  M a y  1, 1 9 7 7 ,  y o u r  c o n t i n u i n g  

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

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

J u n e  30 t h i s  y e a r ,  w e  h a v e  w e l l  l e s s  t h a n  a  o n e  y e a r  s u p p l y  

r e m a i n i n g  u n d e r  c o n t r a c t .  W e  a s s u m e  t h a t  w h e n  y o u  a c t i v a t e  a n e  

n e w  l a n d  l i n e  t o  W a s i l l a  a n d  c o m p l e t e  y o u r  c a b l e  r e p a i r s ,  y o u r  
r e q u i r e m e n t  to o p e r a t e  B e r n i c e  L a k e  w i l l  b e  s u b s t a n t i a l l y  rouuceci, 

o u t  i n  t h e  e v e n t  t h i s  d o e s  n o t  o c c u r  w e  c o u l d  h a v e  a  c r i t i c a l  

s i t u a t i o n  (as t o  a  c o n t r a c t u a l  s u p p l y  o n l y — n o t  p h y s i c a l )  t h i s  
w i n t e r .  A t  a n y  r a t e  t h e r e  i s  a n  e a r l y  r e q u i r e m e n t  f o r  u s  t o  

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

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

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

u s e  o f  g a s .

W e  h a v e  n o t i f i e d  o u r  s u p p l i e r s  r e g a r d i n g  t h i s  m a t t e r  a n d  h o p e ­

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

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

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

u n a b l e  t o  c o n s u m m a t e  a g r e e m e n t  f o r  a d d i t i o n a l  g a s ,  e v e n  f o r  a 
s h o r t  t e r m ,  u n t i l  t h e s e  m a t t e r s  a r e  r e s o l v e d .  W e  h a v e  a p p e a l e d  
t o  t h e  A P U C  f o r  r e i n s t a t e m e n t  o f  t n e  " f l o w  t h r o u g h "  p r o v i s i o n s ,  

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

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

m a t t e r ,  a n d  w e  r e g r e t  t h a t  w e  h a v e  n o t  h a d  t i m e  i n  r e c e n t  m o n t h s  

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

V e r y  t r u l y  y o u r s ,

<  L , Ct 
)ale T e e l  

P r e s i d e n t

D T : l k d

c c : A l a s k a  P u b l i c  U t i l i t i e s  C o m m i s s i  o n
i~ • '  n -  .« A  4 . w r i . " . V / . 7 i r  C O M P A N Y

A l a s k a  G a s  a n d  S e r v i c e  C o m p a n y

G E N E R A L  O F F I C E S  L O C A T E D  A T  3000 S P E N A R D  R O A D  

P . O .  S O X  6288 A N C H O R A G E ,  A L A S K A  99502 / P H O N E  (907 ) 277-5551
T E L E X  25-187

A u g u s t  1, 1 9 7 5



SUBSIDIARY OF ALASKA INTERSTATE COMPANY

B E P E O K E  © © □ P n M V
P. O. BOX 62S8 3000 SPENARD ROAD
ANCHORAGE. ALASKA 99502 PHONE (907) 277-5551

U n i o n  O i l  C o m p a n y  o f  C a l i f o r n i a  

P . O .  B o x  7 6 0 0 ,  U n i o n  O i l  C e n t e r  

L o s  A n g e l e s ,  C a l i f o r n i a

A t t e n t i o n :  M r .  L a r r y  B r a d f o r d

G e n t l e m e n :

O u r  c o n t r a c t  f o r  g a s  o n  t h e  " K e n a i  N o r t h  R o a d "  w i l l  e x p i r e  
M a y  1, 1 9 7 7  a n d  i t  a p p e a r s  t h a t  t h e  r e m a i n i n g  r e s e r v e s  m a y  

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

t h e  y e a r ,  1 9 7 6 .

W e  w o u l d  a s k  f o r  y o u r  p r o p o s a l  t o  c o m m i t  a d d i t i o n a l  r e s e r v e s ,  
c o n s i d e r i n g  o u r  r e q u i r e m e n t  t o  b e  u p  t o  15 m i l l i o n  c u b i c  f e e t  

p e r  d a y ,  a n d  7 5  B C F  o v e r  a  15 y e a r  p e r i o d  to c o m m e n c e  u p o n  
u s a g e  o f  o u r  r e m a i n i n g  r e s e r v e s  o r  n o t  l a t e r  t h a n  M a y  1, 1 9 7 7 .

B e c a u s e  o f  t h e  l i m i t e d  t i m e  a v a i l a b l e ,  w e  w o u l d  ask. f o r  a 

r e s p o n s e  a t  y o u r  e a r l i e s t  o p p o r t u n i t y .

V e r y  t r u l y  y o u r s ,

O rfriaai Signed by 
D A L E  T E E L

D a l e  T e e l  
P r e s i d e n t

D T :l k d

cc :  M r .  B a r t  E m e r y ,  M a r a t h o n ,  F i n d l a y ,  O h i o

A u g u s t  1, 1 9 7 5



A L A S K A  F D E P E L S K 1 E  C O E 3 F A K J VP. 0. BOX 6288 3000 SPENARD ROAD
ANCHORAGE, ALASKA 90502 ' PHONE (907) 277-5551

A u g u s t  1, 1975

M a r a t h o n  O i l  C o m p a n y  
539 S o u t h  M a i n  S t r e e t  
Findlay, O h i o

A t t e n t i o n :  Mr. B a r t  E m e r y

G e n t l e m e n :

O u r  c o n t r a c t  for g a s  on the "Kenai North Road" will e x p i r e  
M a y  1, 1 9 7 7 , a n d  it a p p e a r s  that the remaining r e s e r v e s  m a y  
h a v e  b e e n  p u r c h a s e d  p r i o r  to that date, possibl y e a r l y  in 
the y e a r  1976.

We  w o u l d  a s k  for y o u r  p r o p o s a l  to c o m m i t  a d d i t i o n a l  reserves, 
c o n s i d e r i n g  o ur r e q u i r e m e n t  to be up to 15 m i l l i o n  c u b i c . f e e t  
p e r  day, a n d  75 B C F  o v e r  a 15 year p eriod to c o m m e n c e  upon 
usage o f  o u r  r e m a i n i n g  r e s e r v e s  or not later th an M a y  1, 1977.

B e c a u s e  o f  the l i m i t e d  time available, we w o u l d  a s k  for a 
r e s p o n s e  a t  y o u r  e a r l i e s t  opportunity.

V e r y  truly yours,

Original Signed ’.'y  
D A L E  T E E L

Dale Teel 
P r e s i d e n t

D T :lkd

cc: Mr. L a r r y  Bradford, U nion Oil, Los A n g ele s

SUBSIDIARY OF ALASKA INTERSTATE COMPANY



A L A S K A  P B P E L I K I E  C f D C E H P A M V
P. 0. BOX 6288 
ANCHORAGE, ALASKA 88502

3000 SPENARD ROAD 
PHONE (907) 277-5551

August 1, 1975

Phillips Petroleum C o m p a n y  

Phillips Building v;'■

Bartlesville, O k l a h o m a  66600

Attention: M r .  John Horn

Gentlemen:

O u r  contract for gas on the "Kenai North Road" will expire M a y  1, 1977, 

and it appears that the remaining reserves m a y  have been purchased 

prior to that date, possibly early in the year 1976.
*

W e  would ask for your proposal to co m m i t  additional reserves, considering 

out requirement to be up to 15 million cubic feet per day, and 75 B C F  

over a 15 year period to c o m m e n c e  upon usage of cur remaining reserves 

or not later than M a y  1, 1977.

Because of the limited time available, w e  would ask for a response 

at your earliest opportunity.

Very truly yours,

Original Signed by 

DALE TEEL

Dale Teel 

President

DT:lkd

SUBSIDIARY OF ALASKA INTERSTATE COMPANY



P. 0. BOX 6268 
ANCHORAGE. ALASKA 99502

3000 SPENARD ROAD 
PHONE (907) 277-5551

A u g u s t  1, 1 9 7 5

S h e l l  O i l  C o m p a n y
A l a s k a  M u t u a l  S a v i n g s  B a n k  B u i l d i n g  

A n c h o r a g e ,  A l a s k a

A t t e n t i o n :  M r .  T o m  C a t e s

G e n t l e m e n :

O u r  c o n t r a c t  f o r  g a s  o n  t h e  " K e n a i  N o r t h  R o a d "  w i l l  e x p i r e  

M a y  1, 1 9 7 7 ,  a n d  i t  a p p e a r s  t h a t  t h e  r e m a i n i n g  r e s e r v e s  m a y  

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

t h e  y e a r  1 9 7 6 .

W e  w o u l d  a s k  f o r  y o u r  p r o p o s a l  t o  c o m m i t  a d d i t i o n a l  r e s e r v e s ,  

c o n s i d e r i n g  o u r  r e q u i r e m e n t  t o  b e  u p  t o  1 5  m i l l i o n  c u b i c  f e e t  

p e r  d a y ,  a n d  75 B C F  o v e r  a  1 5  y e a r  p e r i o d  t o  c o m m e n c e  u p o n  
u s a g e  o f  o u r  r e m a i n i n g  r e s e r v e s  o r  n o t  l a t e r  t h a n  M a y  1, 1 9 7 7 .

B e c a u s e  o f  t h e  l i m i t e d  t i m e  a v a i l a b l e ,  w e  w o u l d  a s k  f o r  a  

r e s p o n s e  a t  y o u r  e a r l i e s t  o p p o r t u n i t y .

V e r y  t r u l y  y o u r s

Original Signed by 
DALE TEEL

D a l e  T e e l  
'P r e s i d e n t

D T :l k d

SUBSIDIARY OF ALASKA INTERSTATE COMPANY
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A L A S K A  P D P E L I M E E  C O R f 3 P A M Y
P. O. BOX 628B 
ANCHORAGE, ALASKA 98502

' 3000 SPENARD ROAD 
PHONE (907) 277-555!

August 20, 1975

M r .  O .  K. Gilbretli, 

Division of Oil and 

State of Alaska 

Department of Natural 

3001 Porcupine Street 

Anchorage, Alaska 99504

D e a r  Easy:

W e  have a gas supply contract with U n i o n - Marathon for 10 B C F  o n  the Kenai 

North Road w h i c h  expires M a y  1, 1977. D u e  to accelerated sales to C h u g a c h  

Electric’s Bernice Lake p o w e r  plant this year, it appears the entire reserve 

quantity could be used up within less than one year from n o w ,  and w e  are 

soliciting a replacement supply of gas to serve C h u g a c h  and our other custo­

mers on  the Kenai North R o a d .

W e  are in a position to commit to take mo r e  than our North R o a d  requirements, 

however, and would like to offer to purchase the State's royalty share of 

Phillips’ production from North C o o k  Inlet, delivered to a metering point near 

the Phillips-Marathon L N G  plant on the Kenai North Road. T h e  excess above 

our Kenai North Road sales w o uld be used to displace deliveries b y  Union- 

Marathon to us at the Kenai gas field, and thus serve to prolong the adequacy 

of our reserve commitment at the Kenai gas field. W e  are not r.ertaln as to 

whether or not the displacement c a n  be m a d e  "on paper," or whether w e  would 

lje required to lay a pipeline to connect into our Anchorage pipeline either at 

or near the Kenai. gas field or at or near our compressor station east of the . 

Kenai River.

Please consider this letter to be a n  application to purchase royalty gas as 

described, pursuant to A S  38.06.010. Since limited time is available to do 

a n y  necessary construction, w e  hope all procedural requirements can be 

determined readily. W e  would anticipate paying the State the s a m e  price it 

w o u l d  have received from Phillips, w h i c h  w e  believe to be 45$ per M C F  plus 

5.45$ transportation fee, as c ompared to the current 41.5$ cost of gas (and 

deliverability) at the Kenai gas field.

SUBSIDIARY OF ALASKA INTFRSTATE COMPANY
■  ...



M r .  O'. K. Gilbreth 

August 20, 1975 

P a g e  T w o

9

We are relying o n  approval by the Alaska Public Utilities C o m m i s s i o n  for
u s  to "flow through" the increased cost of gas to C h u g a c h ' s  Bernice La k e  

p o w e r  plant and to "meld" the (higher) cost royalty gas with the (lower) 

cost Kenai field gas, o n  a day-to-day basis, since the a m o u n t  of royalty . 

g a s  w e  w o u l d  receive w o u l d  de p e n d  on the rate of. production' of the 

Phillips-Marathon L N G  plant and be outside bur control. W h e n  this 

plant is d o w n  for a n y  reason, w e  w o u l d  be utilizing Kenai field g a s  as 

replacement.

Please a dvise regarding a n y  questions or further procedure w e  should 

follow in presenting a formal offer to the State.

. Very truly yours

Dale Teel 

President

*
DT:lkd

c«  Alaska Public Utilities C o m m i s s i o n

*



A la s k a  G a s  a n d  S e r v i c e  C o n j p a n y

G E N E R A L  O F r i C E S  L O C A T E D  A T  3000 S P E N A R D  R O A D  

P . O .  B O X  K U  A N C H O R A G E .  A L A S K A  09901 / P H O N E  ( 007) 177*9991
T E L E X  19*107

.

'  m
A u g u s t  25, 1975

- r

Alaska Public Utilities C o m m i s s i o n  

1100 M a c K a y  Building 

338 Denali Street 

Anchorage, Alaska 99501

Gentlemen:

T h e  enclosed " M e m o  to File" (August 22, 1975) w a s  prepared for discussion 

with the A P U C  or staff, in connection with our filing for reinstatement of our 

tariff section "708," (purchased gas cost adjustment). It illustrates the effect 

this section would have o n  various gas rates in the event w e  w e r e  successful 

in obtaining the state royalty gas w h i c h  w e  have proposed to buy.

Also enclosed are a m a p  of the U p p e r  C o o k  Inlet and copies of our letters oi 
August 1 and August 13 to Phillips. It is intended that the enclosures ara 

for the information of the A P U C  a n d  staff, but w o u l d  not become "public" 

information at present*

Very truly yours,

D a l e  Teel 

President

DT:lv

Enclosures

'C  .  • ‘  M W M i m i  n» A t  M W «  l U T r a m r r  r a m p a n t   ■   -   _____________________________



* A L A S K A  P I P E L I N E  C O M P A N Y  

A N C H O R A G E ,  A L A S K A

M e m o  To: File

< )

August 22, 1975 .‘A- • 1
......... t• • • « '

t
Subject: Intended Applicability a n d  Operation 

of

A G A S  Tariff Section 708 

Purchased G a s  Cost Adjustment

A G A S  n o w  has a filing at the A P U C  for reinstatement of its Section 708, modified 

to the apparent (verbal) satisfaction of the A P U C  staff (Dwight M a c C u r d y  and 

B o b  Lindblom). A G A S  is relying on  approval of this filing at the earliest possible 

date b e c a u s e  of its imperative n e e d  to b e  contracting for additional g a s  reserves, 

both for continued service to customers on the North- Kenai Road (especially 

C h u g a c h’s Bernice L a k e  p o w e r  plant) and to avoid (postpone) future problems 

with the provisions of A G A S '  long term financing. AGAS' reserves to serve >

North Kenai R o a d  customers could be exhausted during the winter of 1975-1976 

. if C h u g a c h  continues its current rate of consumption. Unless a n  alternate 

solution is developed, A G A S  must require C h u g a c h  to interrupt the u s e  of gas 

beginning in Octo b e r  1975, through M a r c h  1976, to the m a x i m u m  allowable by 

tariff (Schedule PI), w h i c h  Is 10 d a y s  per calendar month during those months.

A G A S ’ preferred solution is to apply for and obtain state royalty g a s  from Phillips' 

North C o o k  Inlet gas field, rather than to face the (unknown) price of n e w  reserves 

from its present supplier (Union-Marathon) and rather than to c o n s u m e ,  on the 

North Kenai R oad, the reserves dedicated for the Anchorage area. Accordingly 

A G A S  h a s  offered the State the price of 45.0$ plus 5.45$ or 5 0 . 4 5 $  per M C F  

for royalty gas w h i c h  the State in effect is n o w  selling to Phillips and Phillips 

in turn is exporting to Japan. T o  d o  so, A G A S  would expect to build about 35 

miles of 8" pipeline at the earliest opportunity, along the H o m e r  Electric p o w e r - 

line right-cf-way, from the Phillips L N G  plant to the A G A S  (A PC) Gudenrath 

c ompressor station. This pipeline initially could flow in reverse, supplying 

gas to North Kenai Road customers out of AGAS' (APC's) pipeline to Anchorage, 

but as soon as royalty g a s  b e c o m e s  available, gas w o uld flow from the North 

Kenai Road to the A G A S  Anchorage pipeline. The a mount of royalty gas is 

a s s u m e d  to be 1/8 x 7 0 %  x  140 million cfd or 12.25 million c f d . Normally 

it is expected to run at a fairly steady rate, s o m e w h a t  higher than 12.25, but 

it could g o  as high as 17 million, or as  low as zero w h e n  the T N G  plant is 

shut d o w n .  T h u s  the taking of royalty gas w o uld introduce n e w  d y n a m i c s  into 

A G A S '  transmission s y s t e m .  Similarly, as a result of these d y n a m i c s ,  AGAS' 

cost of purchased gas wil) be constantly varying and thus its rates to c u s t o m e r s  

al so will be constantly varying, depending on the mix of Kenai field gas and 

State royalty g a s  obtaining for a given month.

A G A S '  tariff Section 708-Purchased G a s  Cost Adjustment-was d e s i g n e d  with the 

intent of application to s u c h  changing costs of gas: each rifonth A G A S  would 

determine its cost of g a s  for the prior month and would adjust its effective 

rotes u p w a r d  or d o w n w a r d  to reflect the variation from the b a s e  price, w hich 

will be 43.5$ after January 1, 1976.

V-
«v
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A L A S K A  P I P E L I N E  C O M P A N Y

■ August 22, 1975
AN6M0RAQI, ALASKA Page T WO

Applying Section 708 in this w a y ,  the following exa m p l e s  are given:

1* A s s u m e  a s u m m e r  load condition a s  follows:

Anchorage/Soldotna Market: 5 0 , 0 0 0 * 0 0 0  cf/day

North Kenai Road Market: 8 , 0 0 0 , 0 0 0  cf/day

State Royalty gas: * 5 , 0 0 0 , 0 0 0  cf/day

Th u s  the cost of ga s for this condition w o u l d  be

15,000 M C F  x  50.45$ or $ 7 , 5 6 7 . 5 0

plus (58 - 15 =  43) 43,000 M C F  x  4 3 .5$ or 18.70 5 . 0 0

Total $ 2 6 , 2 7 2 . 5 0

Average cos: of 58,000 M C F  is 4 5 . 2 9 7 $ / M C F

After 1/1/76, all rate- . .re based o n  g a s  cost of 4 3 . 5£ (includes 2$ escalation 
of 1/1/76, per paragr-.nn 9, page 17 of Order N o .  4, U - 7 5 - 3 0 ) . T h e  average 

cost of gas a b ove (45.30$) less this b a s e  price of 43.5$, is 1.8$ effective 

increase w h ich w ould ’flow through" to all A G A S  customers per tariffs and 

contracts. Thus, using the illustrated average rates given on p a g e  19 of A P U C  

Order N o .  4, and adding the 2.0$ escalation of 1/1/76, the "flow through" effect 

of applying Section 708 as described w o u l d  be:

Schedule A: 157.08 plus 2.0 is 159.08; plus.1.8 is 160.88; 1 . 1 %

D: 142.48 plus 2.0 is 144,48; plus 1.8 is 146.28; 1 . 2 %

• • C: 102.58 plus 2.0 is 104.58; plus 1.8 is 106.38; 1. 7 %

♦ C h u g a c h  1-5: 73.78 plus 2.0 is 75.78; plus 1„8 is 77 .58; 2 . 4 %

♦ ♦ C h u g a c h  PI : 51.78 plus 2.0 is 53.78; plus 1.8 is 55.58; 3 . 3 %

City Contract: 53.48 plus 2.0 is 55.48; plus 1.8 is 57.28; 3 . 2 %

Military: 60.20 plus 2 . 0  is 62.20; plus 1.8 is 64.00; 2 . 9 %

i •.
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A u g u s t  22, 1975 
a n c h o n a o e ,  a l a s k a  Page Three

2. A s s u m e  an average winter load condition a s  follows:

•

Anchorage/Soldotna Market: 9 0 , 0 0 0 , 0 0 0  cf/day1/ North Kenai Ro a d  Market: 1 0 , 0 0 0 , 0 0 0  cf/day

2 /  State Royalty gas: 1 0 , 0 0 0 , 0 0 0  cf/day

T h u s  the cost of gas for this condition w o u l d  be

1 0 , 0 0 0  M C F  x  5 0.45$ or $ 5 , 0 4 5 . 0 0

plus (100 - 10 =  90) 90,000 M C F  x  43.5$ or 3 9 , 1 5 0 . 0 0

.Total $ 4 4 , 1 9 5 . 0 0

A v e r a g e  cost of 100,000 M C F  would be 4 4 . 1 9 5 $ / M C F  (say 44.20$)

a n d  rates w o u l d  be 0 . 7 $ / M C F  increase over the b a s e  of 4 3 . 5 $ / M C F .

A s  for Condition " 1” described above, the effect of 0.7$ per M C F  increase w o u l d  

b e  a s  follows:

Schedule A: 159.08 plus 0.7 is 159.78; 0 . 4 4 %

B: 144.48 plus 0.7 is 145.18; 0 . 4 8 %

C: 104.58 plus 0.7 is 105.28; 0 . 6 7 %

1-5: 75.78 plus 0.7 is 76.48; 0 . 9 2 %

FI: 53.78 plus 0.7 is 54.48; 1 .30%

City: 55.48 plus 0.7 is 56.18; 1 . 2 5 %

Military: 6 2 . 2 0  plus 0.7 is 62.90; 1 . 1 3 %

A L A S K A  P I P E L I N E  C O M P A N Y

1 /  T h e  North Road Market is mostly Chugach's B e m i c e  Lake p o w e r  plant, thus 

there will not be m u c h  increase for winter over summer.

2 /  T h e  L N G  plant operation is typically less in winter than s u m m e r  d u e  to slower 

• p a s s a g e  of the L N G  ships to/from Japan.
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A L A S K A  P i f E U N E  C O M P A N Y
August 22, 1975

• A M C M O W A O B , A L A S K A  p f l g e

3. A s s u m e  a peak winter condition as follows:

Anchorage/Soldotna Market: .150,000,000 cf/day

North Kenai Road Market: 1 2 , 0 0 0 , 0 0 0  cf/day

State Royalty gas: 1 5 , 0 0 0 , 0 0 0  cf/day

Th u s  the cost of gas for this condition w o u l d  be
* •

15.000 M C F  x  50.45$ or $ 7 , 5 6 7 . 5 0  

plus (162 - 15 =  147) 147,000 M C F  x  43.5$ o r 6 3 , 9 4 5 . 0 0

Total $ 7 1 , 5 1 2 . 5 0  

Average cost of 162,000 M C F  is 44.144$, a n d  rates

w o u l d  be increased 0.644$ over the base of 43.5$ per M C F .  Effect 

o n  rates almost s a m e  as Condition "2" above.

4. A s s u m e  a s u m m e r  condition such that L N G  plant is at m a x i m u m  

operation, but C h u g a c h  B e m i c e  La k e  plant is shut d o w n  for repairs 

or other reason, a n d  thus essentially all the State royalty gas w ould 

b e  entering the Anchorage system:

Anchorage/Soldotna Market: . 4 0 , 0 0 0 , 0 0 0  cf/day

North Kenai Road Market: 2 , 0 0 0 , 0 0 0  cf/day

State Royalty gas: 1 7 , 0 0 0 , 0 0 0  cf/day

Thus the cost of g a s  for this condition w o u l d  be

17.000 M C F  x 50.45$ or $ 8 , 5 7 6 . 5 0

plus (42 - 17 =  25) 25,000 M C F  x  43.5$ or 10.87 5 . 0 0

Total $ 1 9 , 4 5 1 . 5 0  

Average cost of 42,000 M C F  is 46.313$, and rates w o u l d  be 2.813$ 

(say 2.80$) over the b a s e  of 43.5$ per M C F . .

T h e  effect on A G A S  rates for this condition would be:

Schedule A: 159.08 plus 2 . 80$ is 161.88; 1 . 7 6 %

B: 144.48 plus 2.80$ is 147.2f: 1 . 9 4 %

C: 104.58 plus 2.80$ is 107.31; 2 . 6 8 %

1-5: 75.78 plus 2.80$ is 78.58; 3.69%- '

K :  53.78 plus 2.80$ is 56.58; 5 . 2 1 %

City: 55.48 plus 2.80$ is 50.28; 5 . 0 5 %

Military: 62.20 plus 2.80$ is 65.00; 4 . 5 0 %

Condition "4" above is about the worst probable effect of royalty g a s  on AGAS'

• rates. Clearly the effect of such "worst conditions" is not such as to raise 

doubts as to the acceptability of applying AGAS' Section 708 to melding of State 

royalty gas with Kenai field gas. On l y  with Section 700 in effect c a n  this 

melding be accomplished, and thus this Section is essential to AGAS' utilizing 

royalty g a s  (or any other n e w  gas supply).



• Aug u s t  22, 1975 
a n c h o r a g e ,  a l a s k a  P a g e  Five

W h i l e  the foregoing discussion indicates that.APC w o u l d  expect to construct a 

pipeline from the L N G  plant site to the site of A  P C ’s Gudenrath c o m p r e s s o r  station*^ 

the m o r e  logical step w o u l d  be to accomplish the "delivery" of the royalty g a s  by  

"paper e x c h a n g e s "  rather than physical transportation of the gas. Both North C o o k  

Inlet gas a n d  K e nai field gas are essentially pure (99% plus) m e t h a n e  a n d  n o  

adjustment for heating value or other quality aspect is neces s a r y  as a result of 

such "paper e x c h a n g e s . "  T h e  term "paper exchange" here m e a n s  that with the 

consent and cooperation of all the parties involved, A G A S  (APC) could pay to the 

State a s  if it w e r e  actually accepting royalty gas from the State, but in fact 

w o u l d  continue to receive g a s  only as  at present, at its Kalifonsky metering point, 

and on the North Kenai Road, produced-at the Kenai gas field. T h e  effect w o u l d  

.be that A G A S  w o u l d  deduct from actual deliveries at the Kenai field meter an a m o u n t  

of g a s  equal to the royalty production for a m o n t h  and w o u l d  p a y  the Kenai gas field 

producers for the remainder. A G A S  (APC) w o u l d  continue to receive g a s  from these 

producers at the Kenai North R o a d  at presently existing taps on their pipeline, and 

w o u l d  add these deliveries to the "net" deliveries at the Kenai g a s  field for purposes 

of computing A P C ' s  "purchases" e a c h  m o n t h  from the Kenai g a s  field. T h e n  Marathon 

a n d  U n i o n  Phillips could resolve the balancing of their records as follows:

• T h e  a m o u n t  of Phillips' royalty production (12.5% of Phillips' total) for a 

given period, probably on monthly scheduling, w o u l d  displace Marathon's 

actual d e u v e r y  to the L N G  plant, and Phillips w o u l d  increase its other­

w i s e  "share" (70% of plant input) to compensate, during the following 

month, or later in the year if preferred b y  the parties for their convenience.

Obviously, there w o u l d  b e  a requirement for additional production (wells in operation) 

and transmission ±>y Phillips, unless for e c onomic reasons the additional productive 

capacity w e r e  to b e  installed at the Kenai gas field with appropriate cost reimburse­

m e n t  being m a d e  b y  Phillips to Union- M a r a t h o n .

B e c a u s e  of the anticipated complexities of having all the parties— Marathon, Union, 

Phillips, State of Alaska, and A G A S  (APC) affirmatively cooperate in the a bove 

"paper e x c h a n g e , "  this m e m o  h a s  pr e s u m e d  that a n e w  pipeline a n d  physical m o v e­

m e n t  of the g a s  w o u l d  b e  necessary. Hopefully there can be a negotiation to 

eliminate the n e e d  for s u c h  a pipeline, however.

F r o m  the total actual "takes," at the Kenai field.meter plus the taps on Union- M a r a ­

thon's pipeline o n  the Kenai North Road, would b e -deducted ea c h  year, the Phillips' 

royalty in order to determine the net u s age of Kenai field gas against the contractural 

‘ total of 550 million M C F .  G u a ranteed deliverability, n o w  contracted at 160,000 M C F  

per day, w o u l d  not be improved b y  the "paper exchange" alternative to a pipeline, 

while such a pipeline could improve deliverability, but only to the extent of royalty 

g a s  being available w h e n  needed, w h i c h  would be coincidental and not within our 

control. H o w e v e r ,  this indefinite a n d  debated improvement o n  deliverability 

resulting from the n e w  pipeline would not alone justify the cost of the pipeline.

• . •  " V ;• . •-1, v-: I

A L A S K A  P I P E L I N E  C O I W f A N V



Alaska Pipeline Company 
P. 0. Box 6288 
Anchorage, Alaska 99502

Subject Middle Ground Shoal Field 
Associated Gas Reserves

Attention Mr. Dale Teel

Gentlemen:

Thank you for your letter of August 1, 1^75, inquiring 
into the possibility of the purchase of gas at our North Kenai Road 
onshore facility. Unfortunately, our gas is committed on a long term 
basis to another buyer in the area and, therefore, we are not in a 
position to consider your proposal.

Should we be so fortunate as to develop new reserves in the 
Anchorage Basin, we would gladly entertain your proposition.

Very truly yours,

T. S. Cate
Land Representative

4B&.
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TO:

M E M O R A N D U M  

M r .  G u y  Martin 

Com m i s s i o n e r  of Nature ! Resources

F R O M :  D a l e  Teel

D A T E :  September 24, 1975

SUBJECT: Alaska Pipeline C o m p a n y * s  Request to Purchase State Royalty 

G a s  from the North C o o k  Inlet G a s  Field ("Phillips")

Alaska Pipeline C o m p a n y  (APC) a n d  its affiliate Alaska G a s  and Service 

C o m p a n y  ("Anchorage Natural Gas") supply natural gas to 285 customers 

o n  the North Kenai Road and to the Bernice Lake power plant of C h u g a c h  

Electric Association. The gas is obtained from the industrial pipeline w h i c h  

supplies the L N G  plant, the A m m o n i a / U r e a  plant, and gas for reinjection 

into the S w a n s o n  River Oil field, a n d  c o m e s  from the Kenai gas field 

(Union-Marathon), under a contract w h i c h  runs to M a y  1, 1977. D u e  to 

unexpectedly h e a v y  usage b y  the Bernice. Lake power plant, the reserve 

quantity, 10 billion cubic feet (BCF), will be used prior to M a y  1, 1977, and 

at that point the contract will terminate. A  contract extension and additional 

com m i t m e n t  of reserves has be e n  requested of Union-Marathon, or the right 

to receive gas on the North Kenai R o a d  w h i c h  is committed for the Anchorage 

area under a separate contract. There has been little, if a n y  progress m a d e  

o n  these requests thus far.

Alaska Pipeline C o m p a n y’s contract with Union-Marathon has a provision 

that if A P C  were to obtain royaity^gas from the Kenai gas field, then the 

c o m m i t m e n t  of gas reserves b y  Uni o n - M a r a t h o n  (originally 550 BCF) w o u l d  be 

reduced a n  equal amount, a n d  thus in effect A P C  is barred from negotiating 

for royalty gas from the Kenai gas field.

A P C  Was inquired for a commitment of gas from Phillips, with the (telephone) 

response that since Phillips' obligations to the gas c o m p a n y  of Portland, O r e g o n  

are in suspense due to hearings at the Federal Power C o m m i s s i o n  and since the 

ga s  c o m p a n y  at Los Angeles is attempting to purchase royalty gas from the North 

C o o k  Inlet gas field, Phillips is not clear to negotiate a c o m m i t m e n t  of reserves 

to A P C .  It is k n o w n  also that the Portland gas c o m p a n y  is requesting to purchase 

North C o o k  Inlet royalty gas (discussions with Governor H a m m o n d ) .
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A P C  has written to the State (letter to O . K .  Gilbreth, August 20, 1975, 

attached) requesting to purchase the North C o o k  Inlet royalty gas at the price 

of 50.45$ per M C F ,  w h i c h  is the price w h i c h  n o w  applies to the royalty gas 

w h i c h  Phillips utilizes for its L N G  manufacture, w h ich is k n o w n  to be 45$ 

wellhead plus 5 . 4 5 $  transportation. If this gas we r e  to be offered to A P C ,

A P C  could build a pipeline from the L N G  plant to deliver the gas into its 

pipeline to A n c h o r a g e  a s  well a s  to supply its North Kenai Road customers.

S u c h  a pipeline (approximately 35 miles of 8") could be built in the right of 

w a y  n o w  occupied b y  H o m e r  Electric Association's p o w e r  line from the Bernice 

L ? k e  p o w e r  plant to “Quartz Creek." H o w e v e r ,  construction of such a pipe­

line should not b e  necessary, b e c a u s e  existing pipeline systems could be 

utilized to " e x c h a n g e , "  or "displace," gas and the transaction could be m a d e  

entirely on  paper, continuing actual m o v e m e n t  as at present, without change. 

North C o o k  Inlet gas is identical to Kenai field gas (the streams are 

interchangeable at the L N G  plant), so adjustments can be m a d e  b y  vo l u m e  only.

A P C  w o u l d  appear to b e  the ideal customer for State royalty gas b e c a u s e  it w o u l d  

’'blend" (by price/rate adjustments) the higher priced royalty gas into its present 

supply, with relatively small impact on its rates to Alaskan gas users. A P C  has 

negotiated "deliverability" with U n i o n - M a r a t h o n  so that it is in a position to 

take none or the full royalty share of North C o o k  Inlet gas without placing its 

suppliers (Union-Marathon) in a n y  hardship and without having to rely on 

constant or steady rate production from the North C o o k  Inlet field. In other 

words, A P C  could take the State royalty gas from North C o o k  Inlet if a n d  as it 

is produced, without requiring "deliverability."

T h e  foregoing description a s s u m e s  that the producers (Union, Marathon,Phillips) 

and the State c a n  readily agree to the "exchange" or "displacement" as indicated. 

If A P C  w e r e  to build the n e w  pipeline so that the royalty gas actually w e r e  to be 

m o v e d  from the L N G  plant to A P C ' s  pipeline to Anchorage, the s a m e  general 

situation w o u l d  obtain as for displacement, but operation would be relatively 

c o m p l e x  cince g a s  w o u l d  ha v e  to m o v e  to or from the L N G  plant in the n e w  

pipeline depen d i n g  on whether or not the L N G  plant were running and at what 

rate. It is anticipated that normally there would be adequate notice available 

so that flow rate and directional changes w o u l d  be practical - in fact displacement 

could be utilized e v e n  with such a pipeline, to faster best scheduling by all the 

parties. S u c h  displacement actually occurs already, from time to time, although 

it involves only the producers (Union, M a r a t h o n ,  Phillips) and, of course, does 

not affect A P C  or the State at present. The proposed displacement, either with 

or without a n e w  pipeline being added, should be just as practical if the parties 

w o u l d  so agree.

DT/Js • .. .

enclosure

1 P I P E L I N E  C O M P A N Y  

ANCMOnAQC. ALASKA



DALE TEEL 
M I M O C M T

A L A S K A  PIPELINE C O M P A N Y
P. O. BOX «28* 

ANCHORAGE, ALASKA t»S02

S e p t e m b e r  29, *£$7$ •

M r .  John R o w l a n d

Standard Oil C o m p a n y  of California

3 001 C  Street

Anchorage, Alaska

D e a r  John:

I w a n t  to thank y o u  for the courtesies extended to m e  Saturday, 

S e p t ember 27, by W a l t  L a r m a n  at your S w a n s o n  River compressor 

plant. I met E d  Saltz there also, a n d  rene w e d  an acquaintance 

of 10 years or more ago, w h e n  he w a s  assisting us in restoring 

g a s  service after the 1964 earthquake.

Naturally, I can't avoid thinking about possible uses for the gas 

n o w  being flared as a safety measure at the plant. I can visualize 

various possibilities such as pip*ng it into our pipeline to 

Anchorage, or to Solaotna, or to the North Kenai Road. W e  have 

a centrifugal compression unit at Mile 25 on our pipeline w h i c h  

might be adapted to handle this gas especially during the s u m m e r  

season, w h e n  it is not needed for capacity, and w e  have 

available an electric motor-driven reciprocating unit w h i c h  could 

b e  installed at your plant. W e  need the gas and might be abia to 

Justify the 20 miles of pipeline if the gas were available 

or nearly s o M ev e n  without a commitment of deliverability or a 

reserves quantity —  in other words, "if and as available." I w o u l d  

like to continue discussion of this possibility with you at your 
c o n v e n i e n c e .

Cordially,

D T / J e
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September 30, .1975

M r .  G u y  Martin

C o m m i s s i o n e r  of Natural Resources 

State of Alaska 

Juneau, Alaska

D e a r  M r .  Martin:

Confirming our discussion at the Anchorage airport on September 30, a n d  m y  

letter to M r .  Gilbreth of August 20, a n d  m e m o r a n d u m  to you of September 24, 

Alaska Pipeline C o m p a n y  is requesting to purchase the royalty share of 

North C o o k  Inlet gas field at or near the Phillips-Marathon L N G  plant on the 

North Kenai Road, at the price u s e d  b y  Phillips to acquire this gas from the 

State for the manufacture of L N G  for export to Japan or elsewhere. W e  believe 

the mo s t  reasonable m e t h o d  for handling the delivery and sale w o u l d  be by 

"exchange," or "displacement," so that construction of n e w  pipeline(s) and 

compression w o u l d  b e  minimized. Since our supply at the Kenai gas field is 

interconnected to the North C o o k  Inlet gas supply at the L N G  plant, for the 

time being it should be practical that w e  w ould take whatever a m o u n t  of the 

North C o o k  Inlet royalty gas m a y  be available d a y  by d a y  b y  displacement into 

our system at the Kenai gas field. . a cer, w h e n  additional investment w o u l d  be 

required for transporting this royalty :asto shore, w e  could negotiate our 

participation in investment, or install our o w n  facilities if necessary, in order 

to accomplish the purchase o n  the most reasonable basis for all concerned.

T h e  essential as p e c t  of our request is that w e  have an immediate need for 

additional gas o n  the North Kenai Ro a d  and w e  have a long term requirement 

for additional g a s  reserves to serve Alaskan customers in our present s e r v i c e . 

a r e a . W e  believe that it is in the public interest that w e  should be allowed to 

purchase this State royalty gas for local consumption rather than for this gas to 

b e  exported to J a p a n  or elsewhere. W e  will begin preparing a formal



A L A S K A  P I P E L I N E  C O M P A N Y

-ANCHOAAOi, AUS6KA

application to purchase this g a s  and will appreciate having your guidance 

a s  to w h a t  supporting data or format m a y  be desired, if any, for presentation 
to  the Royalty Board or to the legislature to satisfy statutes or regulations 
which apply.

Very truly y o urs,

DaleTeel

D T / j s

cc: O. K. Gilbreth, Directo
Division of Oil and G a s

Alaska Public Utilities C o m m i s s i o n



ptcvron
S t a n d a r d  Oil C o m p a n y  of California, 

W e s t e r n  Operations, Inc.
P.O. Box 7-839, Anchoraga, AK 99510 • Phone (907) 279-9666 .. I

i .  L  Row land
At m Supervisor 
Producing Depart men October 10, 1975

Mr. Bale Teel, President 
Alaska Pipeline Company 
P. O. Box 6288 
Anchorage, Alaska 99502

Dear Dale:

• ; > •• . ,‘w *

Thanks for your letter of September 29, and for your interest in our 
flared, gas at Swanson River.

Since speaking with you, I have reviewed our gas handling capacity 
with our Engineering group and have determined the gas lahaoc is still 
considered temporary. As you know, we have made several adjustments 
in the past year, including the installation of field compressors, 
and we are actively pursuing other remedies which will relieve our 
flaring problem.

It is m y  opinion that the laying of a 20 mile pipeline, based on the 
limited volumes which we foresee, would be a very high risk venture.

We do appreciate your asking about the possibilities and we'll certainly 
be alert to those opportunities which may become available.

' Very truly yours,

c u
. L. Rowland

JLKmbM



Mr. D a l e  T e e l  
A l a s k a  P i p e l i n e  C o m p a n y  
P. 0. B o x  6 2 8 8  
A n c h o r a g e ,  A l a s k a  9 9 5 0 2

JA Y  S . HAMMOND,

* ’  ____

IlEPAR'ffMEWT OF NATUKAt RESOURCES
t f fK E  O f M  COMMISSIONS / MUCH M —  M U U  99101

O c t o b e r  1 5 ,  1 9 7 5

D e a r  M r .  T e e l s

Y o u r  l e t t e r  arid m e m o r a n d u m  r e g a r d i n g  t h e  p r o p o s a l  of  A l a s k a  
P i p e l i n e  C o m p a n y  t o  p u r c h a s e  s t a t e  r o y a l t y  g a s  f r o m  the 
N o r t h  C o o k  I n l e t  G a s  F i e l d  w a s  r e a d  i n t o  t h e  m i n u t e s  of t h e  
O c t o b e r  1 2  m e e t i n g  o f  t h e  R o y a l t y  B o a r d .

T h e  R o y a l t y  B o a r d  i n v i t e s  y o u  t o  a t t e n d  t h e  n e x t  m e e t i n g  
w h i c h  w i l l  b e  N o v e m b e r  10, 1975, in t h e  A l a s k a  D i v i s i o n  of 
L a n d s  C o n f e r e n c e  R o o m  i n  A n c h o r a g e  b e g i n n i n g  a t  8 : 3 0  a.m. to 
d i s c u s s  y o u r  p r o p o s a l .

I t e m s  t o  b e  a d d r e s s e d  i n  y o u r  p r e s e n t a t i o n  s h o u l d  b e  t h e  
n e e d  f o r  a d d i t i o n a l  g a s  r e s e r v e s ,  r e a s o n s  f o r  r e q u e s t i n g  
N o r t h  C o o k  I n l e t  s o u r c e  of g a s ,  p r i c e  a n d  s c h e d u l e  of e s c a­
la t i o n ,  t o t a l  v o l u m e ,  a n n u a l  v o l u m e ,  d e l i v e r a b i l i t y ,  t e r m  
o f  p r o p o s a l ,  t r a n s p o r t a t i o n  a n d  so fo r t h .  A  q u e s t i o n  has 
b e e n  r a i s e d  as t o  t h e  p o s s i b i l i t y  t h a t  t h i s  p r o p o s a l  w o u l d  
b e  a s u b s i d i s a t i o n  o f  A n c h o r a g e  g a s  c o n s u m e r s  a t  s t a t e  t a x­
p a y e r ’s e x p e n s e .  Y o u  m i g h t  w i s h  t o  a n t i c i p a t e  t h i s  p o i n t  a l s o  
i n  y o u r  d i s c u s s i o n .

P l e a s e  a d v i s e  m e  if I c a n  b e  o f  f u r t h e r  a s s i s t a n c e .
\

V e r y  t r u l y  y o u r s .

W i l l i a m  C .  F a c k i e r  
D e p u t y  C o m m i s s i o n e r

ccx M r .  R o b e r t  H. R e y n o l d s  
9 2 1  E a s t  S i x t h  A v e n u e  
A n c h o r a g e ,  A l a s k a  9 9 5 0 1





L I S T  O F  T A B L E S  A N D  G R A P H S

T a b i c  o f  gas c o n s u m p t i o n
A c t u a l ,  1 9 7 1 - 1 9 7 5  (estimated)
P r o j e c t e d ,  1 9 7 6 - 1 9 8 5  (growth at 1, or 2, BCFY)

G r a p h  o f  d a t a  p e r  T a b l e  (1)

T a b l e  o f  r e m a i n i n g  r e s e r v e s
A c t u a l ,  1 9 7 1 - 1 9 7 5  (estimated)
P r o j e c t e d ,  1 9 7 6 - 1 9 8 5  (growth at 1, or 2, BCFY)

G r a p h  o f  d a t a  p e r  T a b l e  (5)

T a b l e  o f  l i f e  o f  r e m a i n i n g  res e r v e s  
A c t u a l ,  1 9 7 1 - 1 9 7 5  (estimated)
P r o j e c t e d ,  1 9 7 6 - 1 9 8 5  (growth at 1, or 2, BCFY)

N o t e :  T h i s  is the q u o t i e n t  of r e s e r v e s  d a t a  in
T a b l e  (3) d i v i d e d  by c o n s u m p t i o n  d u r i n g  
t h e  p r i o r  y e a r  p e r  T a b l e  (1)

G r a p h  o f  d a t a  p e r  T a b l e  (5)

G r a p h  o f  N o r t h  C o o k  Inlet gas p r o d u c t i o n  s i n c e  1P69



A L A S K A  GAS A N D  SERVICE - A L A S K A  PIPELINE COM P AN Y

T a b l e  of Gas Cons um pt i on  B C ?

Y e a T

1971

1972

1 9 7 3

1 9 7 4

1975

1 9 7 6

1977

1 9 7 8

1 9 7 9

19 8 0

1 9 8 1

19 8 2

1 9 8 3

1984

19 8 5

C o n s u m p t i o n  
(One B i l l i o n / y r  
G r o w t h  Rate)

2 0 . 6

24 . 1

26.1

2 6 . 7

2 9 . 7

28 . 5

2 9 . 5

30.5

31.5

32 . 5

33 . 5

34 . 5

3 5 . 5

36 . 5

37.5

C o n s u m p t i o n  
(Two B i l l i o n / y r  
G r o w t h  Rate)

20 . 6

24.1

26.1

26.7

29.7

28.5

30.5

32.5

34.5

36.5

38.5

40 . 5

42 . 5

44.5

46.5

• R e f l e c t s  loss of  d e l i v e r i e s  to C h e g a c h  E l e c t r i c





A L A S K A  GAS A N D  S E RV IC E - A L A S K A  PIPELINE C O M P A N Y

T a b l e  of R e m a i n i n g  Reserves

Y e a r
E n d

1 9 7 1

1 9 7 2

19 7 3

1 9 7 4

1 9 7 5

1 9 7 6

1 9 7 7

19 7 8

1 9 7 9

1 9 8 0

1 9 8 1

1982

1 9 8 3

1984

1 9 8 5

R e s e r v e s - @ C F  
(One B i l l i o n  C F / y r  

G r o w t h  Rate)

559
•*

5 35 / *
V '

509

4 82 3°
452

1,'i

4 2 4 P>
394

V
363

3 1
332

i >
300

s *
266

232

196 'j U
160

122

R e s e r v e s  -# C F  
(Two B i l l i o n  c f / y r  

G r o w t h  Rate)

559

535

509

482

452

424

393

361

326

290

251

211

168

124

77

St
5^

3<e

5*

AO
&
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A L A S K A  GAS A N D  S E R V I C E  - A L A S K A  PIPELINE C O M P A N Y

T a b l e  o f  Life of R em ai n in g Reserves

Y e a r
E n d

1 9 7 1

1 9 7 2

19 7 3

1974

1 9 7 5

1 9 7 6

1977

1978

19 7 9

1980

1981

1982

1 9 8 3

1984

1 9 8 5

L i f e - Y e a r s  
( O n e  B i l l i o n  C F / y r  

G r o w t h  Rate)

27.1

22 . 2  .

19.5

18.1

15.2

14.9

1 3 . 4

11 . 9

10.5

9.2

7.9

6.7

5.5

4.4

3.3

L i f e - Y e a r s  
(Two B i l l i o n  C F / y r  

G r o w t h  Rate)

27.1

22.2

19 . 5

18 . 1

15 . 2

14 . 9

12 . 9  

11.1

9 . 5

7 . 9

6 . 5

5 . 2  

4 . 0  

2.8

1 . 7
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R e l a t i n g  to the t a k i n g  of s t a t e - o w n e d  r o y a l t y  oil or gas i n - k i n d  and its 
d i s p o s a l  by sale.

C O M M I T T E E  R E P O R T

H O U S E

5 / 1 0 / 7 6

M r .  S p e a k e r :  D a t e _______________________

T h e  C o m m i t t e e  o n  _______ F I N A N C E _________ h a s  h a d  ____ HCR ~i h P_______________

u n d e r  c o n s i d e r a t i o n .  A M a j o r i t y  o f  t h e  m e m b e r s  o f  t h e  C o m m i t t e e  

( ) r e c o m m e n d s  i t  DO PASS

( ) r e c o m m e n d s  i t  DO NOT PASS

( ) r e c o m m e n d s  i t  DO PASS W ITH  ATTACHED  AMENDMENT (S)

( ) r e c o m m e n d s  i t  BE REPLACED  W ITH  CS FOR _________________  AND THAT

CS F O R _______________________ DO PASS

( ) " a n d "  r e c o m m e n d s  i t  BE R E F ERRED  TO T HE _____________________________

COM M IT T E E

( ) r e p o r t s  i t  b a c k  W ITHOUT  RECOMMENDAT ION  

( ) " o t h e r "

M e m b e r s  s i g n i n g  t h e  M a j o r i t y  r e p o r t :

M e m b e r s  NOT c o n c u r r i n g  i n  t h e  M a j  o r i t  y r e p o r t :

___________________________  r e c o m m e n d s :

___________________________  r e c o m m e n d s :

___________________________  r e c o m m e n d s :

___________________________  r e c o m m e n d s :

r e c o m m e n d  s :

C h a  i r m a  n



\ l a t i n g  to t h e  t a k i n g  of state-ovmfcd r o y a l t y  oil or g a s  i n - k i n d  a n d  its 

s p o s a l . by .sale.
j  .'t •

C O M M I T T E E  R E P O R T

H O U S E

5 / 4 / 7 6

M r . S p e a k e r  :

T h e  Comm i t t e e  o n

F I N A N C E  

D a t e  <S ~~ / 0  “7  t/>

R ESOURCES
h a s  h a d

H C R  142

u n d e r  c o n s i d e r a t i o n .  A M a j o r  i t y  o f  t h e  m e m b e r s  o f  t h e  C o m m i t t e e  

( ) r e c o m m e n d s  i t  DO PASS 

( ) r e c o m m e n d s  i t  DO NOT PASS
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O r i g i n a l  S p o n s o r :  R u l e s  C o m m i t t e e  b y
r e q u e s t  o f  t h e  G o v e r n o r

O f f e r e d :  5 / 1 0 / 7 6

R e f e r r e d :  F i n a n c e

I N  T H E  H O U S E B Y  T H E  R E S O U R C E S  C O M M I T T E E  

C S  F O R  H O U S E  C O N C U R R E N T  R E S O L U T I O N  NO. 142 

IN  T H E  L E G I S L A T U R E  O F  T H E  S T A T E  O F  A L A S K A  

N I N T H  L E G I S L A T U R E  - S E C O N D  S E S S I O N

R e l a t i n g  to t h e  t a k i n g  o f  s t a t e - o w n e d  

r o y a l t y  o i l  or  g a s  i n - k i n d  a n d  its d i s p o s a l  

b y  sale.

B E  IT  R E S O L V E D  B Y  T H E  L E G I S L A T U R E  O F  T H E  S T A T E  O F  A L A S K A :

W H E R E A S  t h e  l e g i s l a t u r e  b y  e n a c t m e n t  o f  t h e  A l a s k a  R o y a l t y  O i l  a n d  Gas 

D e v e l o p m e n t  B o a r d  s t a t u t e ,  AS 38.06, et seq., h a s  e s t a b l i s h e d  a c l e a r  p o l i c y  

of f a v o r i n g  the t a k i n g  o f  s t a t e - o w n e d  r o y a l t y  o i l  o r  gas i n - k i n d  a n d  m a k i n g  

th a t  r o y a l t y  a v a i l a b l e  f o r  l n - s t a t e  u s es; a n d

W H E R E A S  t h e  S t a t e  o f  A l a s k a  p r e s e n t l y  r e c e i v e s  a o n e - e i g h t h  r o y a l t y  on 

gas p r o d u c e d  f r o m  the N o r t h  C o o k  I n l e t  Gas F i e l d  i n  v a l u e ,  b u t  h a s  the 

r i g h t  to r e c e i v e  t h i s  r o y a l t y  i n - k i n d ;  and

W H E R E A S  the c o m m i s s i o n e r  of  n a t u r a l  r e s o u r c e s  h a s  e n t e r e d  i n t o  a c o n­

tract  f o r  t h e  sa l e  a n d  p u r c h a s e  of  s t a t e - o w n e d  r o y a l t y  gas f r o m  t h e  N o r t h  

C o o k  I n l e t  Gas F i e l d  w i t h  A l a s k a  P i p e l i n e  C o m p a n y ,  a n  A l a s k a n  c o r p o r a t i o n  

w h i c h  s e l l s  n a t u r a l  g a s  i n  the A n c h o r a g e  a n d  N o r t h  K e n a i  R o a d  a r e a s ;  and 

W H E R E A S  t h e  c o n t r a c t  b e t w e e n  t h e  S t a t e  o f  A l a s k a  a n d  A l a s k a  P i p e l i n e  

C o m p a n y  r e q u i r e s  as a c o n d i t i o n  p r e c e d e n t  to its b e c o m i n g  e f f e c t i v e  a p p r o v a l  

b y  a m a j o r i t y  of  e a c h  h o u s e  of  t h e  L e g i s l a t u r e ;

BE  IT  R E S O L V E D  b y  t h e  A l a s k a  S t a t e  L e g i s l a t u r e  t h a t  A l a s k a  r o y a l t y  gas 

s a l e  No. 7 6 - 1  a n d  the c o n t r a c t  p r o v i d i n g  f o r  t h e  s a l e  o f  r o y a l t y  gas f r o m  

the N o r t h  C o o k  I n l e t  g a s  f i e l d  p e r t a i n i n g  to it, b e t w e e n  t h e  s t a t e  a n d  t h e  

A l a s k a  P i p e l i n e  C o m p a n y ,  is h e r e b y  a p p r o v e d .

C 0 N W \ 1 T T
Xtt . , 
L L  s. - 1 - CSHCR 142
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I n t r o d u c e d :  5 / V 7 6

R e f e r r e d :  R e s o u r c e s  a n d
F i n a n c e

B Y  T H E  R U L E S  C O M M I T T E E  B Y  
I N  T H E  H O U S E  R E Q U E S T  O F  T H E  G O V E R N O R

H O U S E  C O N C U R R E N T  R E S O L U T I O N  NO. Il|2 

I N  T H E  L E G I S L A T U R E  O F  T H E  S T A T E  O F  A L A S K A  

N I N T H  L E G I S L A T U R E  - S E C O N D  S E S S I O N

R e l a t i n g  t o  t h e  t a k i n g  o f  

s t a t e - o w n e d  r o y a l t y  o i l  o r  gas 

I n - k i n d  a n d  its d i s p o s a l  b y  sale.

B E  I T  R E S O L V E D  B Y  T H E  L E G I S L A T U R E  O F  T H E  S T A T E  O F  ALASKA:

W H E R E A S  t h e  l e g i s l a t u r e  by  e n a c t m e n t  of t h e  A l a s k a  R o y a l t y  O i l  a n d  Gas 

D e v e l o p m e n t  B o a r d  s t a t u t e ,  AS  38.06. et s e q . , h a s  e s t a b l i s h e d  a  c l e a r  p o l i c y  

o f  f a v o r i n g  t h e  t a k i n g  o f  s t a t e - o w n e d  r o y a l t y  o i l  o r  gas i n - k i n d  a n d  m a k i n g  

th a t  r o y a l t y  a v a i l a b l e  for i n - s t a t e  u s e s ;  a n d

W H E R E A S  t h e  S t a t e  of  A l a s k a  p r e s e n t l y  r e c e i v e s  a o n e - e i g h t h  r o y a l t y  o n  

ga s  p r o d u c e d  f r o m  t h e  N o r t h  C o o k  I n l e t  G a s  F i e l d  i n  v a l u e ,  b u t  has t h e  

r i g h t  t o  r e c e i v e  t h i s  r o y a l t y  i n - k i n d ;  a n d

W H E R E A S  t h e  c o m m i s s i o n e r  of  n a t u r a l  r e s o u r c e s  has e n t e r e d  i n t o  a 

c o n t r a c t  f o r  t h e  s a l e  a n d  p u r c h a s e  o f  s t a t e - o w n e d  r o y a l t y  gas f r o m  t h e  

N o r t h  C o o k . I n l e t  Gas F i e l d  w i t h  A l a s k a  P i p e l i n e  C o m p a n y ,  a n  A l a s k a n  c o r p o r a­

t i o n  w h i c h  s e l l s  n a t u r a l  gas In  t h e  A n c h o r a g e  a n d  N o r t h  K e n a i  R o a d  ar e a s ;  and 

W H E R E A S  t h e  c o n t r a c t  b e t w e e n  t h e  S t a t e  o f  A l a s k a  a n d  A l a s k a  P i p e l i n e  

C o m p a n y  r e q u i r e s  as a  c o n d i t i o n  p r e c e d e n t  t o  its b e c o m i n g  e f f e c t i v e  a p p r o­

v a l  b y  a  m a j o r i t y  o f  e a c h  h o u s e  o f  t h e  L e g i s l a t u r e ;

B E  I T  R E S O L V E D  b y  t h e  A l a s k a  S t a t e  L e g i s l a t u r e  t h a t  a p p r o v a l  of 

A l a s k a  R o y a l t y  Gas S a l e  No. 76-1, t h e  c o n t r a c t  f o r  t h e  sale o f  3 t a t e

r o y a l t y  gas f r o m  t h e  N o r t h  C o o k  I n l e t  Gas F i e l d  t o  A l a s k a  P i p e l i n e  C o m p a n y  

Is h e r e b y  a p p r o v e d



HOUSE RESOURCES COMMITTEE REPORT

It is the desire of the House Resources Committee to include the 

contract for the sale and purchase of state-owned royalty gas from 

the North Cook Inlet Gas Field with Alaska Pipeline Company, in the 

Committee Report and have the contract printed in the Journal.
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M E M O R A N D U M May 8, 1976

SUBJECT: Contract for Sale of State Royalty Gas from the North Cook

Inlet Field to Alaska Pipeline Company

TO: The Honorable/Fred Brown

Gregg Erickspr 

Director of. irch Services

Summary

As you ru'uested on Friday, May 7, we have reviewed the unexecuted gas 

purchase contract identified as #76-1, between the State of Alaska 

(seller) and Alaska Pipeline Company (buyer) with particular reference 

to several specific questions you raised. Our analysis raises questions 

concerning the contract's pricing provisions and suggests that more 

extensive review by the Department of Natural Resources of Cook Inlet 

gas prices is called for. We also suggest that a requirement for in­

state use of this gas be considered or, alternatively, that the contract 

be made unilaterally terminable by the state. In general, however, we 

find no obvious conditions or terms in the contract that appear contrary 

to the state's interests. Finally, we suggest revised wording for the 

resolution approving the contract.

Analysis

In general, the contract calls for the state to deliver to the 

buyer--currently the sole supplier of natural gas to Anchorage— an 

unspecified quantity of royalty gas received from its lessee in the 

North Cook Inlet field. It provides that the state shall direct its 

lessee (which in this case is Phillips Petroleum Company) to make these 

deliveries directly to the buyer who will then be responsible for its 

transportation to wherever it is to be consumed. Overall, a review of

this contract reveals no glaring inequities or conditions which are
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obviously not in the state's best interest. We do note, however, a 

number of minor policy issues and technical considerations which the 

legislature may wish to call to the attention of Commissioner Martin and 

the Alaska Royalty Oil and Gas Development Advisory Board.

The first question you raised concerned the point at which the 

royalty gas will be delivered to the buyer. The gas purchase contract 

itself does not specify this point. Under the terms of the lease 

between the State of Alaska and Phillips, the state has the right to 

take its royalty gas in kind but must do so on or adjacent to the lease 

from which it is produced. In the case of an offshore platform such as 

that from which the North Cook Inlet field is produced, this means that, 

absent other mutually acceptable arrangements, the state must take 

delivery of its in-kind royalty gas at the platform and arrange for its 

own transportation ashore. Thus, unless the state wishes to assume this 

responsibility, the contract provision as currently framed regarding 

point of delivery would seem to be the only appropriate alternative,

i.e., that the state make its delivery to the buyer at the point where 

it receives delivery from the lessee.

As a practical matter, pipeline capacity sufficient to transport 

both the royalty and producer's gas to shore already exists, and Alaska 

Pipeline Company should be willing to pay Phillips a reasonable fee for 

the use of that capacity. Normally, both Phillips and Alaska Pipeline 

would be expected to have plenty of incentive to reach an agreement on 

these transportation charges. They represent additional income to 

Phillips without any additional expense (since the pipeline capacity is 

already in being) and, in the case of the Alaska Pipeline Company,
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should be substantially lower than the cost of building and operating 

its own platform-to-shore pipeline.

The only situation where we could envision difficulties arising 

would be in the case where the lessee was willing to make significant 

immediate financial sacrifices in order to sabotage the royalty gas sale 

and thus regain for itself control over the entire production stream.

If the cost of constructing a separate pipeline for the royalty share 

were economically prohibitive, denial of access of the existing facility 

might be sufficient to torpedo the entire deal. We do not see this as a 

likely eventuality, and if it were it is probable that the state could 

bring countervailing pressure to'bear on the lessee. In any event, the 

possibility of such a confrontation would not seem to require any change 

in the contract here presented to the legislature.

You also asked us to review the provisions concerning the pricing 

of royalty gas delivered to the buyer. In general, this provision calls 

for the buyer to pay the state the higher of either the price the state 

would have received from Phillips Petroleum Company had it not taken its 

gas in kind, the highest price paid for gas elsewhere within 100 kilometers 

(62 miles) of the North Cook Inlet field, or a minimum price (which is 

60.36<̂  per Mcf as of July, 1977, escalating thereafter at the rate of 2<£ 

per Mcf annually).

We find these provisions unexceptionable, but we would call your 

attention to what appears to be unnecessary vagueness with respect to 

the provisions (on page 4 and repeated on page 5 of the contract) concerning 

how prices received fcr gas elsewhere in the Upper Cook Inlet Basin are 

to be related to the price of gas sold under this contract. The problem



Honorable Fred Brown -4- May 8, 1976

arises from the fact that natural gas may be sold elsewhere within the 

100 kilometer radius at a price higher than that which would be due 

under either of the other two pricing provisions, but that the conditions 

of delivery of that higher priced gas or its quality may be different 

enough to raise the question of whether the price is properly comparable 

to that received for gas purchased by the buyer. The contract states 

that these comparisons shall be made "with due regard to appropriate 

factors including, but not limited to, difference of BTU content, delivery 

pressure, term of contract and connection charges." We would suggest 

that the semicolons preceding this phrase on pages 4 and 5 be deleted so 

that it will be clear the phrase applies only to the part of the sentence

following the "(iii)", applying only to the comparison of prices within

the basin and not to the minimum price or the price that the state would 

have received from Phillips.

In addition, you might consider it appropriate to work with the 

commissioner to develop substitute wording defining exactly how the BTU 

content and delivery pressure differences will influence the comparison 

prices, eliminating the reference to contract term and connection charges, 

and adding words indicating how the quantity of gas delivered is to 

affect the comparison. As it stands now, almost any difference in terms 

of delivery or quality could be used to justify an effective exemption 

from the "highest price received elsewhere" requirement.

It should be noted that the price currently received by the state

for royalty gas produced from the North Cook Inlet field is an "imputed 

price". This means that it is not determined on the basis of actual
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sales but rather on the basis of a "netback calculation" whereby one 

takes the price received for this gas in Japan and subtracts therefrom 

the costs of transportation and liquifaction incurred between the 

production platform and the delivery point in Tokyo. In the past the 

state has devoted little or no attention to actual verification of the 

validity of this imputed price, since it happens to be the highest price 

received for any gas in the basin. We have no reason to believe there 

is anything phony about the current price but would suggest that it 

would be appropriate in the future for the department to pay closer 

attention to this and other similarly determined prices in the basin 

since changes in one may influence others as well.

We would also call your attention to the fact that as the contract 

is currently written the state has no right of termination other than by 

mutual agreement. The buyer, on the other han^. unilaterally 

terminate the contract prior to January 31, 19/6. We would also point 

out in this context that although the "Whereas" paragraphs prior to the 

body of the contract indicate that the "buyer ...[delivers] natural gas 

for ultimate consumption within the State of Alaska", nowhere in the 

contract does the buyer agree to use or sell the gas purchased here only 

for consumption within the state. Conceivably the buyer could either 

export the gas from the state himself or sell it to some other party who 

would do the same thing. If the point of sale is greater than 100 

kilometers from the North Cook Inlet field, the price of the sale would 

not result in any readjustment of the price paid by the buyer to the 

state. Since the purpose of this contract is to insure adequate supplies 

of natural gas for domestic consumption within the state, it would seem


