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State Revenue, AGIA Rates: 
No Looping, No Full in-fill

• Without rolled-in rates it is l i k e l y  n e i t h e r  

2 n d  nor 3 r d  expansion occur. If they don’t: 

[AGIA revenue] - [L48 FERC revenue] =

S t a t e  N P V 5  d i f f e r e n c e ,  $ 2 0 0 7  ( b i l l i o n )

C a s e  A C a s e  B C a s e  C E x p e c t e d

S t a t e  g a s  f i r s t  S t a t e  g a s  2 n d  S t a t e  g a s  l a s t V a l u e

$ 3 . 5 0  1 . 7 1 1 . 6 7 2 . 1 8 1 . 8 5

$ 5 . 5 0  5 . 6 3 5 . 5 7 6 . 2 8 5 . 8 3

$ 7 . 0 0  8 . 5 1 8 . 4 5 9 . 2 7 8 . 7 5

The A l a s k a  G a s l i n e  I n d u c e m e n t  Act

18



Producer Upstream Returns 
Base case cost = $20.5B
...... . The A l a s k a  G a s l i n e  I n d u c e m e n t  Ac t  —

N P V 1 0  ( $ B )  I R R  P / I  N P V 1 0  p e r  B O E

$ 4 . 0 0 6 . 1 3 9 . 7 % 4 . 3 $ 0 . 7 4

$ 5 . 5 0 1 2 . 1 6 2 . 9 % 7 . 5 $ 1 . 4 6

$ 7 . 0 0 1 7 . 8 7 9 . 2 % 1 0 . 5 $ 2 . 1 5

P r i c e s  a r e  r e a l ,  $ 2 0 0 7 ,  e s c a l a t i n g  a t  2 % / y e a r
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Worst-Case Producer 
Effects of AGIA Rates

• The following shows Producer upstream 
investment measures given the three 
expansions under the “worst case” of no 
producer gas in any of the expansions.

N PVm  ( S B )  I R R  P/ j  NPV in  p e r  B O E  %  A N P V  A I R R  %  A P/I
$ 4 .0 0  5 .8  3 9 .6 %  4 .1  $ 0 .7 0  -5 .4 %  - 0 .1 0 %  -4 %

$ 5 . 5 0  1 1 .7  6 2 .8 %  7 .3  $ 1 .4 1  -3 .3 %  - 0 .1 0 %  -3%

$ 7 . 0 0  1 7 .4  7 9 .0 %  1 0 .3  $ 2 .1 0  -2 .3 %  - 0 .1 3 %  -2 %

The A l a s ka  G a s l i n e  I n d u c e m e n t  Act

P r i c e s  a r e  r e a l ,  $ 2 0 0 7 ,  e s c a l a t i n g  a t  2 % / y e a r



P r o j e c t  C o m p a r i s o n  

P r o d u c e r  N e t  C a s h  F l o w  ( N P V 1 0 )  

( $ 3 5  a n d  $ 2 5  o i l  a n d  6 / 1  o i l / g a s  r a t i o )

P ro je c t com pa rison  da ta  from  E conO ne  p resen ta tion  to LB&A C om m ittee , 6/14/06. E conO ne data 21
a ssum es  100%  P roduce r p ipe line  ow ne rsh ip ; ups tream  re tu rn  da ta assum es 0% p ipe line  ownersh ip .

The A l a s k a  G a s l i n e  I n d u c e m e n t  Act



P r o j e c t  C o m p a r i s o n  

I n t e r n a l  R a t e  o f  R e t u r n  ( I R R )  

( $ 3 5  a n d  $ 2 5  o i l  a n d  6 / 1  o i l / g a s  r a t i o )

1 0 0 %
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P e r c e r l i e

P ro je c t com pa rison  da ta  from  E conO ne p resen ta tion  to  LB&A C om m ittee , 6/14/06. E conO ne da ta  22
assum es  100%  P roduce r p ipe line  ow nersh ip ; ups tream  re tu rn  da ta  assum es 0% p ipe line  ow nersh ip .

The A l a s ka  G a s l i n e  I n d u c e m e n t  Act



Alaska Gasline - Chicago (2005 fiscal terms)

50
P e r c e n t i l e

P ro jec t com parison  data from  E conO ne p resen ta tion  to  LB £A  C om m ittee , 6/14/06. E conO ne da ta
assum es 100%  P roduce r p ipe line  ow ne rsh ip ; ups tream  re tu rn  da ta  assum es 0% p ipe line  ow nersh ip .

Alaska Gasline -Alberta (2005 fiscal terms)

P r o j e c t  C o m p a r i s o n  

P r o f i t a b i l i t y  I n d e x  R a t i o  ( P I R 1 0 )

( $ 3 5  a n d  $ 2 5  o i l  a n d  6 / 1  o i l / g a s  r a t i o )
The A l a s ka  G a s l i n e  I n d u c e m e n t  Act

~ -  Alaska Gasl ine -  Alberta (PPT fiscal terms)
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Worst-Case Producer 
Effects of AGIA Rates - N P V

The A l a s k a  G a s l i n e  I n d u c e m e n t  Act

Frequency Distribution Producer Upstream  N PV10

1 8 %  i

AGIA - No Expansion 

AGIA - w/ Expansion 

FERC w/ Expansion

13.0 13.0 NPV ($ Billions) 2 4



Worst-Case Producer 
Effects of AGIA Rates - IRR

The A l a s k a  G a s l i n e  I n d u c e m e n t  Act

F r e q u e n c y  D i s t r i b u t i o n  P r o d u c e r  U p s t r e a m  IR R
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Worst-Case Producer 
Effects of AGIA Rates - P/I

$

The A l a s k a  G a s l i n e  I n d u c e m e n t  Act

F re q u e n c y  D is trib u tio n  P ro d u c e r U p S tream
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Summary
nr—i~ The A l a s ka  G a s l i n e  I n d u c e m e n t  A c t  ■«

•  A G I A  r o l l e d - i n  r a t e s  p r o m o t e  c o m p e t i t i o n ,  

e x p l o r a t i o n  a n d  d e v e l o p m e n t .

•  G i v e n  u n c e r t a i n t i e s ,  A G I A ’ s  r o l l e d - i n  r a t e s  a r e  

c l e a r l y  i n  t h e  s t a t e ’ s  m o n e t a r y  i n t e r e s t .

•  P r o t e s t s  n o t w i t h s t a n d i n g ,  t h e  o b j e c t i v e  e v i d e n c e  

i n d i c a t e s  t h a t  A G I A ’ s  r o l l e d - i n  p r o v i s i o n s  c o s t  

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

a f f e c t  i n i t i a l  i n v e s t m e n t  d e c i s i o n s .
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Overview of “FERC issues

The A l a s k a  G a s l l n e  I n d u c e m e n t  Act

F E R C’s new mandatory expansion 
authority

•  N o t  a  p a n a c e a

AGIA’s rolled in rate provisions
•  I n  h a r m o n y  w i t h  F E R C  p o l i c y

“Negotiated” versus “Recourse” rates
•  A G I A  r e q u i r e s  t h a t  n e g o t i a t e d  r a t e s  d o  n o t  t h w a r t  

t h e  p o s s i b i l i t y  o f  r o l l e d - i n  r a t e s ,  a n d  h e l p s  f o s t e r  

m e a n i n g f u l  p i p e l i n e  a c c e s s



F E R C’s authority to order 
expansions is problematic

  ----------- ... T h e  A l a s ka  G a s l l n e  I n d u c e m e n t  Ac t

A N G P A  S e c .  1 0 5 — F E R C  c a n  m a n d a t e  e x p a n s i o n  o n l y  i f  

F E R C  f i n d s  t h a t  s e v e r a l  c r i t e r i a  a r e  f i r s t  m e t ,  i n c l u d i n g :

1 )  N o  “ r a t e  s u b s i d y ”

2 )  N o  a d v e r s e  e f f e c t  o n  “ f i n a n c i a l  o r  e c o n o m i c  v i a b i l i t y ”  o f  

p r o j e c t

3 )  N o  a d v e r s e  e f f e c t  o n  “ o v e r a l l  o p e r a t i o n s ”  o f  p r o j e c t

4 )  C a n n o t  d i m i n i s h  t h e  “ c o n t r a c t  r i g h t s  o f  e x i s t i n g  

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

5 )  F i n d  t h a t  a d e q u a t e  d o w n s t r e a m  c a p a c i t y  e x i s t s  o r  w i l l  

e x i s t



Section 105 provisions 
invite litigation

- - —    —~ The A l a s k a  G a s l l n e  I n d u c e m e n t  Act

•  T h e  s t a t u t e  i s  u n p r e c e d e n t e d  a n d  h a s  n o t  

b e e n  t e s t e d  i n  c o u r t .

T h e  S e c t i o n  1 0 5  c r i t e r i a  a r e  p o t e n t i a l l y  

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

L i t i g a t i o n  n e c e s s a r i l y  i n v o l v e s :

1 )  D e l a y

2 )  U n c e r t a i n t y

T h e  d u r a t i o n  o f  d e l a y  i s  l i k e l y  t o  b e  m e a s u r e d  

i n  y e a r s ,  n o t  m o n t h s



AGIA avoids Section 105 /a \̂

. ________________  The A l a s k a  G a s l l n e  I n d u c e m e n t  Act  —

• AGIA requires the licensee to:
1 )  R e g u l a r l y  t e s t  t h e  m a r k e t  f o r  n e w  c a p a c i t y ;

2 )  E x p a n d  i n  r e a s o n a b l e  e n g i n e e r i n g  i n c r e m e n t s ;

3 )  E x p a n d  u n d e r  c o m m e r c i a l l y  r e a s o n a b l e  t e r m s

• AGIA thus avoids uncertainty/delay of 
litigation.



F E R C  Rolled-sn Rate Policy /?
In Alaska b -

- - ___ - . .  The A ' a s k a  G a s l l n c  I n d u c e m e n t  Act

•  2 0 0 4  A N G P A  m a n d a t e  t o  F E R C :

-  O p e n  s e a s o n  r e g u l a t i o n s  s h o u l d :  “ p r o m o t e  

c o m p e t i t i o n  i n  t h e  e x p l o r a t i o n ,  d e v e l o p m e n t  a n d  

p r o d u c t i o n  o f  A l a s k a  n a t u r a l  g a s . ”  ( § 1 0 3 ( e ) ( 2 ) ( b ) ) .

•  F E R C ’ s  i m p l e m e n t a t i o n  o f  t h a t  d i r e c t i v e :

-  “ i n c r e m e n t a l  p r i c i n g  o f  e x p a n s i o n  c o u l d  p u t  e x p a n s i o n  

s h i p p e r s  a t  a  s i g n i f i c a n t  r a t e  d i s a d v a n t a g e  c o m p a r e d  

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

e x p l o r a t i o n ,  d e v e l o p m e n t  a n d  p r o d u c t i o n  o f  A l a s k a  

n a t u r a l  g a s . ”  ( O r d e r  2 0 0 5  a t  1 2 3 )



F E R C  R o lled -in  R a te  P o lic y  

In A la s k a
The A la s k a  G a s l ln c  I n d u c e m e n t  Act

•  F E R C ’ s  O p e n  S e a s o n  r e g u l a t i o n s  p r o v i d e  a  
r e b u t t a b l e  p r e s u m p t i o n  i n  f a v o r  o f  r o l l e d - i n  r a t e s .  

•  T h i s  d e p a r t u r e  f r o m  l o w e r - 4 3  p o l i c y  w a s  i n  
r e c o g n i t i o n  o f  A l a s k a ’ s  u n i q u e  c i r c u m s t a n c e s .

-  “ O u r  e x i s t i n g  l o w e r - 4 8  s t a t e s  p o l i c y  f a v o r i n g  

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

t h e  c a s e  o f  a n  A l a s k a  n a t u r a l  g a s  p r o j e c t .  T h e r e  i s  

l i k e l y  t o  b e  o n l y  o n e  A l a s k a  p i p e l i n e  s o  t h e r e  w i l l  b e  

l i t t l e  o r  n o  o p p o r t u n i t y  f o r  c o m p e t i t i o n  b e t w e e n  

o i p e l i n e s . ”  ( O r d e r  2 0 0 5  a t  1 2 3 ) .



F E R C  R o lled -in  R a te  P o lic y  

In A la s k a
The A la s k a  G a s l i n c  I n d u c e m e n t  A ct

•  A  r a t e  i n c r e a s e  i s  n o t  n e c e s s a r i l y  a  s u b s i d y .  
( s e e ,  o r d e r  2 0 0 5 - A  a t  5 0 ) .

“ A n  a l t e r n a t i v e  . . . d e f i n i t i o n  o f  s u b s i d i z a t i o n  c o u l d  b e  

w h e t h e r  t h e  e x p a n s i o n  r a t e  i s  n o  h i g h e r  t h a n  t h e  

a c t u a l  i n i t i a l  r a t e  o r  o f  a n  i n i t i a l  r a t e  w i t h o u t  b u i l t  i n  

s u b s i d i e s . ”  ( O r d e r  2 0 0 5 - A  a t  4 9 )

•  F E R C  l e f t  o p e n  t h e  q u e s t i o n  o f  w h e t h e r  t o  a l l o w  
r o l l e d - i n  r a t e s  t o  a  l e v e l  t h a t  i s  n o  h i g h e r  t h a n  
t h e  i n i t i a l  r a t e  w i t h o u t  s u b s i d e s .

•  T o t a l  G o v e r n m e n t  c o n t r i b u t i o n s  ( “ b u i l t  i n  
s u b s i d i e s ” )  r e d u c e  r a t e s  b y  m o r e  t h a n  1 5 %



G o v e rn m e n t R a te  

C o n tr ib u t io n s : S u m m a ry
The A la s k a  G a s l in e  I n d u c e m e n t  Act

•  G o v e r n m e n t  c o n t r i b u t i o n s  t o t a l  a b o u t  2 5 0 ,  a n d  
r e d u c e  i n i t i a l  r a t e s  f r o m  $ 2 . 2 5  t o  $ 2 . 0 0

•  I n i t i a l  r a t e s  a r e  t h e r e f o r e  s u b s i d i z e d  b y  
g o v e r n m e n t  b y  a b o u t  1 2 . 5 %

• B u t  o w n e r s  o f  G a s  T r e a t m e n t  P l a n t  a l s o  g e t  a  
F e d e r a l  I n v e s t m e n t  T a x  C r e d i t

•  I f  t h i s  s u b s i d y  i s  i n c l u d e d  t h e n  t o t a l  g o v e r n m e n t  
s u b s i d i e s  e x c e e d  1 5 %



F E R C  P ro c e s s

“ A  p i p e l i n e  c o m p a n y

P R O P O S E S

B u t  t h e  F E R C

D I S P O S E S .

( a n  o l d  i n d u s t r y  a d a g e )

The A la s k a  G a s l l n e  I n d u c e m e n t  Act

1 0



F E R C  P ro c e s s  /A \

The A la s k a  G a s l l n e  I n d u c e m e n t  A ct

•  A G I A  d o e s  n o t  i n t r u d e  o n  F E R C ’ s  a u t h o r i t y

•  A G I A  r e q u i r e s  t h e  l i c e n s e e  t o  P R O P O S E  r o l l e d -  
i n  r a t e s

•  F E R C  w i l l  D I S P O S E

• A G I A  p r e v e n t s  P r o d u c e r s  f r o m  n e g o t i a t i n g  r a t e s  
w i t h  t h e m s e l v e s  ( o r  o t h e r s )  t h a t  p r e c l u d e  
c o l l e c t i o n  o f  r o l l e d - i n  r a t e s

KJ
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“ N eg o tia ted ” v e r s u s

“ R e c o u rs e ” ra te s
.. The A la s k a  G a s l l n e  I n d u c e m e n t  Act

R eco u rse  ra te s :

Old fash ioned , cost-based , ju st and 

reasonab le rates estab lished in F E R C  rate 

proceedings.

All sh ippers m ust have a c c e s s  to recourse  

rates a s  an alternative ^  negotiated rates 

( i . e . ,  recourse  rates are  a “lifeline”).

§



“ N eg o tia ted ” v e r s u s  

“ R e c o u rs e ” ra te s

Negotiated R a te sO  . ■ i ■ i ■

Negotiate rates are ju st that: Negotiated

Virtually anything can  be negotiated

Negotiated rates are now the norm for new  

pipeline capacity in the Lower-48

The A la s k a  Gasllrse I n d u c e m e n t  Act

1 3



F E R C  re g u la te s  re c o u rs e  

ra te s , not neg o tia ted  ra te s

F E R C  se ts  recourse rates through 

regulatory p rocess

S h ip p e r  and  p ip e lin e  set negotiated rates 

through com m ercial p ro cess

The A la s k a  G n s l ln e  I n d u c e m e n t  Act

1 4



A G IA ’s  re s t r ic t io n s  on 

n eg o tia ted  ra te s
i,   The A la s k a  G a s l in e  I n d u c e m e n t  Act

A G I A  r e q u i r e s  c o m m i t m e n t  b y  l i c e n s e e  n o t  t o  
e n t e r  n e g o t i a t e d  r a t e  c o n t r a c t s  t h a t  p r e c l u d e  
r a t e  i n c r e a s e s  d u e  t o  r o l l - i n  o f  e x p a n s i o n  c o s t s  
u p  t o  1 5 %  a b o v e  o r i g i n a l  n e g o t i a t e d  r a t e s .

B y  s p r e a d i n g  e x p a n s i o n  c o s t s  o v e r  a l l  b i l l i n g  
d e t e r m i n a n t s ,  A G I A  e n s u r e s  t h a t  r o l l e d - i n  r a t e  
t r e a t m e n t  c a n  -  a s  a  p r a c t i c a l  m a t t e r  -  b e  
o f f e r e d  t o  e x p a n s i o n  s h i p p e r s .

1 5



A p p e n d i x

N e g o t i a t e d  r a t e  e x a m p l e

( R o c k i e s  E x p r e s s )
   - The A la s k a  G a s l in e  I n d u c e m e n t  Act

R o ck ies  E x p re ss  Open S e a so n  Notice (for 

zone 3 “end-to-end” se rv ice ):

1. Estim ated “recourse  ra te :” $1 ,427 .

2. Negot. rate (fixed rate, non-Anchor 

sh ipper): $1 ,094

3. Negot. rate (ad justab le (depending on 

price of stee l), non-Anchor sh ipper):

From  $1 .04  to $1 .14

1 6



A p p e n d i x

N e g o t i a t e d  r a t e  e x a m p l e

( R o c k i e s  E x p r e s s )
— —   .  The A la s k a  G a s l i n e  I n d u c e m e n t  Act

Negotiated rates are for life of contract 

(minimum 10 ye a rs ).

No risk of rate change due to cost overruns, 

changes in volum e com m itm ents, cost of 

capital, etc.

1 7



A p p e n d i x  

B r e a k d o w n  o f  E f f e c t s  o f  

G o v e r n m e n t  C o n t r i b u t i o n s  o n  R a t e s
The A la s k a  G a s l i n e  I n d u c e m e n t  Act

•  B a s e  r a t e :  A l l  g o v e r n m e n t  c o n t r i b u t i o n s  i n c l u d e d

-  F o r  a  p i p e l i n e  i n t o  A l b e r t a ,  t a r i f f  =  $ 2 . 0 0

•  F e d e r a l  l o a n  g u a r a n t e e :  r e d u c e s  c o s t  o f  d e b t

-  W i t h o u t  l o a n  g u a r a n t e e ,  t a r i f f  r i s e s  t o  $ 2 . 1 0

•  A c c e l e r a t e d  d e p r e c i a t i o n :  7 - y e a r  v s .  1 5 - y e a r

-  W i t h  1 5 - y e a r  d e p r e c i a t i o n  t a r i f f  r i s e s  t o  $ 2 . 1 9

•  A G I A  c o n t r i b u t i o n :  $ 5 0 0  m i l l i o n  r e d u c e s  r a t e  b a s e

-  W i t h o u t  A G I A  c o n t r i b u t i o n ,  t a r i f f  r i s e s  t o  $ 2 . 2 5
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A p p e n d i x  

B a s e  C a s e  A s s u m p t i o n s  f o r  

R a t e s  t o  A l b e r t a

•  B a s e  r a t e  a s s u m e s  t h e  f o l l o w i n g  g o v e r n m e n t  s u b s i d i e s :

-  F e d e r a l  l o a n  g u a r a n t e e  ( a s s u m e d  h e r e  t o  r e d u c e  d e b t  c o s t s  b y  0 . 7 5 % )

-  A c c e l e r a t e d  7 - y e a r  t a x  d e p r e c i a t i o n  ( p a r t  o f  F e d e r a l  e n a b l i n g  l e g i s l a t i o n )

-  A G I A  c o n t r i b u t i o n  o f  $ 5 0 0  m i l l i o n  ( 5 0 %  u n t i l  o p e n  s e a s o n ,  8 0 %  a f t e r )

•  A n d  a s s u m e s  f u r t h e r :

-  7 0 / 3 0  d e b t / e q u i t y  r a t i o

-  1 4 %  R O E

-  6 .  5 %  c o s t  o f  d e b t

-  3 0  y e a r  d e p r e c i a t i o n  s c h e d u l e

-  2 5 - y e a r  F T  c o n t r a c t s

-  C o s t  i n p u t  p r i c e  e s c a l a t i o n  a t  2 % / y e a r

-  P i p e l i n e  c o s t  t o  A l b e r t a  o f  $ 2 0 . 5  b i l l i o n  ( $ 2 0 0 7 )

-  R a t e s  c a l c u l a t e d  o n  a  l e v e l i z e d  c o s t  o f  s e r v i c e  b a s i s

The A la s k a  G a s l i n e  I n d u c e m e n t  Act
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A p p e n d i x  

F e d e r a l  L o a n  G u a r a n t e e :  

V a l u e  i s  S c e n a r i o - d e p e n d e n t
- — _ The A la s k a  G a s l i n e  I n d u c e m e n t  Act

A l a s k a  N a t u r a l  G a s  P i p e l i n e

l"l V a l u e  o f  [ f e d e r a l ]  l o a n  g u a r a n t e e  o f f e r s  s i g n i f i c a n t  b e n e f i t s  

1 5 0 - 2 0 0  b p  s a v i n g s

Presentation from Goldman Sachs to State of Alaska on June 3, 2004 
"Partnering and Risk Allocation Strategies for the Alaska Natural Gas Pipeline" 

Assumes creative use of loan guarantees to achieve maximum benefits

F e d e r a l  L o a n  G u a r a n t e e  c o u l d  r e d u c e  t a x a b l e  y i e l d s  b y  a p p r o x i m a t e l y  5 0  

b a s i s  p o i n t s .
Presentation from JP Morgan to Legislative Budget and Analysis Committee, June 16, 2004

"Interim Hearings: Alaska Natural Gas Pipeline Issues" 
Assumes underlying credit rating of A, at most 60% debt

“ . . . a p p l i c a t i o n  o f  t h e  D O E  G u a r a n t e e s  t o  A l a s k a  L L C ’s  d e b t  w i l l  p r o b a b l y  l o w e r  t h e  

c o s t  o f  b o r r o w i n g  w i t h  r e s p e c t  t o  s u c h  d e b t  b y  a p p r o x i m a t e l y  5 0  t o  1 0 0  b a s i s  

p o i n t s ,  d e p e n d i n g  o n  m a r k e t  c o n d i t i o n s . ”
Dept, of Revenue, SGDA Contract FIF

2 0
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UNITED STATES OF A M E RICA  

FED ERA L E N E R G Y  R E G U L A T O R Y  C O M M ISSION

Before Commissioners:  Pal Wood,  III, Chairman;
Nora Mead Brownell ,  Joseph T. Kelliher, 
and Suedeen G. Kelly.

Regulations Governing the Conduct  o f  Open Docket  No. R M 0 5 - 1-000
Season for Alaska Natural Gas Transportation
Projects

OR D E R  NO. 2005

FINAL RULE

(issued February 9, 2005)

1. The Federal Energy Regulatory Commiss ion  is amending its regulations to 
establish requirements governing the conduct  o f  open seasons for capacity on proposals 
to construct Alaska natural gas transportation projects. This  Final Rule fulfills the 
Comm iss ion’s responsibilities to issue open season regulations under section 103 o f  the 
Alaska Natural Gas Pipeline Act (the Act), enacted on October 13, 200*1.'
Section 103(e)(1) o f  the Act directs the Commission,  within 120 days from enactment o f  
the Act, to promulgate regulations governing the conduct o f  open seasons for Alaska 
natural gas transportation projects, including procedures for al locat ion o f  capacity. As 
required by section 103(e)(2) o f  the Act, these regulations (1) include the criteria for and 
t iming o f  any open season,  (2) promote competit ion in the exploration,  development,  and 
production o f  Alaska natural gas, and (3) for any open seasons for capacity exceeding the 
initial capacity, provide for the opportunity for the transportation o f  natural gas other  than 
from the Prudhoe Bay and Point Thomson units.

1 Public Law I OS-324, October 13, 2004, 1 IS Slat. 1220.
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G. Rate  T rea tm en t  for Expansions

111. As noted above,  one o f  the issues that received substantial attention in the prc- 
N O P R  comments  is whether the Commission should require rolled-in rate treatment for 
Alaska pipeline expansions.  Although the N O P R ’s proposed regulations are silent on 
this subject,  the N O P R  requested comment on whether, in the event the Commission 
issues regulations with respect to the Commiss ion’s authori ty to require expansion o f  any 
Alaska natural gas transportation project, those regulations should address the rate 
treatment (rolled-in or incremental) o f  any such expansion.

112. Other than the North Slope Producers and Alliance, there is much support for 
rolling-in the costs o f  both voluntary and involuntary expansions, although there is 
disagreement about when the issue should be resolved. ChcvronTexaco states that the 
subject o f  appropriate rate treatment for expansions is a subject  deserving o f  substantial, 
detailed consideration that should be addressed after dealing with the more pressing task 
o f  issuing the open season rules. Northwest  Industrial Gas Users also believes that the 
issue can be addressed later. Alaska agrees that expansion pricing is a complex subject 
that should be examined  thoroughly,  and asserts that instead o f  addressing the issue in 
this rulemaking, the Commission should issue a notice regarding expansion 'a te  treatment 
for Alaska natural gas transportation projects in early 2005. Alaska observes that the 
arguments in support o f  rolled-in pricing are strong, but suggests  that rolled-in pricing 
might not be appropriate in all circumstances.  Alliance bel ieves that because the 
appropriateness o f  rolled-in or  incremental rate t reatment for any expansion should be 
made on a fact-specific basis, and not by rule that predetermines,  before the 
circumstances o f  a given expansion are even known, how that expansion should be 
priced.

113. Pacific Star  and Alaska Venture Capital state that the Commiss ion  should give an 
early indication that it will support rolled-in rates for expansions o f  any Alaska natural 
gas transportation project. Pacific Star states that it agrees with the statement at the 
technical conference by TransCanada,  ANGDA, Anadarko,  BLM , and M M S that rate 
uncertainty will discourage exploration and development and that expansions o f  the 
pipeline could present widely varying rale consequences.  Pacific Star  also states that 
concerns over exist ing shippers’ subsidizing rolled-in expansions should be weighed 
against the facts that initial shippers are benefiting from substantial subsidies through the 
$18 billion loan guarantee and a 7 -year accelerated depreciation.  Alaska Venture 
Capital /Brook Range similarly bel ieves that the Commiss ion  should give an early 
indication that it will support rolled-in pricing under scenarios outside the Comm iss ion’s 
existing policy, under which the Commission approves rolled-in rates only where the 
rolled- in rate is equal to or less than the existing recourse rate. According to Alaska 
Venture Capital /Brook Range,  a policy calling for different rates for s imilar services
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would place explorers and smaller producers at a competit ive disadvantage.  This  would, 
in turn, discourage exploration and development o f  Alaska natural gas,  contrary to the 
mandate o f  the Act.

114. TransCanada,  MidAmer ican /AGTA, and DOI encourage the Commiss ion to adopt 
a rebuttable presumption favoring rolled-in rales. TransCanada states that any shippers 
concerned about  the effect o f  such treatment can seek to avoid it through negotiated rates. 
M idAmerican/A GTA qualifies its support for this presumption by stating that the 
presumption should apply only to reasonably-engineered increments o f  mainline 
expansions supported by long-term contracts s imilar  to those support ing the initial 
project.  DOI states that rolled-in rate t reatment is more equitable to future shippers,  and 
that, because Canada has adopted rolled-in rates for expansions,  it would provide rate 
consistency for the entire system.

115. Alaska Legislators, Anadarko,  Shell, Calpine,  Arctic Slope,  and Doyon all contend 
that rolled-in pricing should be required for pipeline e x -  nsions. Alaska Legislators 
contend that incremental t reatment for expansions would discriminate against expansion 
shippers who,  merely because o f  the t iming o f  their capacity needs,  may  pay higher rates 
than initial shippers.  This, according to the Alaska Legislators,  ignores the fact that the 
need for expansion is the consequence o f  the demands o f  all shippers. Alaska Legislators 
state that the Commiss ion must  balance the interests o f  the exist ing customers against 
interests o f  other  s takeholders in determining whether or not  pre-exist ing shippers should 
get the benefit o f  rate decreases for expansions that lower the average per  unit cost o f  
t ransportation, but face the possibili ty o f  rate increases that increase the average per  unit 
cost o f  transportation. Alaska Legislators also note that the current Commiss ion policy 
on expansion pricing was developed to address pipeline to pipeline competit ion,  which 
will not arise in Alaska.

116. In addition to arguing that incremental rates operate to discriminate against 
expansion shippers,  Alaska Legislators argue that the prospect  o f  incremental rates will 
also act to reduce competi t ion and impede the development o f  Alaska natural gas.
Alaska Legislators state that exploration and development o f  Alaska reserves requires a 
long lead-time due to seasonal restrictions and the remoteness o f  the resource.  ' 7 Alaska

* »»

* Alaska Legislators refers to a s tatement made at the technical conference by Jeff  
Walker, o f  D O I ' s  Mineral  Management  Service that it takes at least nine years for  an 
exploration project to mature into production.
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Legislators contend that this long lead time makes it difficult for an explorer to judge  
when it is feasible to commit  to capacity on the pipeline. The  result, state Alaska 
Legislators, is that the explorers and developers may be deterred from investing the large 
sums required to drill for Alaska natural gas, when they are unsure whether their future 
capacity needs will be met at a time when inexpensive expansion through increased 
compression will be available, or whether the expansion they require would involve 
costly looping. The Alaska Legislators also argue that Canada has a long-standing policy 
o f  requiring rolled-in rates for expansions which could make exploration in Canada much 
more  attractive to exploration and production companies.

117. Anadarko, also convinced that expansions under section 103 o f  the Act  must be 
priced on a rolled-in basis, argues that this is critical to avoid a rate structure or  policy 
that discriminates on the basis o f  time o f  entry onto the pipeline. Anadarko  maintains 
that it is important to establish this requirement in the initial open season process in order 
to inform those prospective shippers that their rates might increase as expansions are 
rolled-in. Alaska Legislators provide a history o f  the Comm iss ion’s expansion rate 
policy, varying over time in order to address different goals as deemed necessary to 
address changing market  dynamics. In short. Alaska Legislators assert that the current 
Commission policy favoring incremental expansion rates seeks to address issues o f  
competing pipelines, competit ive markets, optimal construction,  and protecting captive 
customers,  all valid considerations o f  the market  setting in the lower 48 states, but wholly 
inapplicable to an Alaska natural gas transportation project or  the Alaska market. 
According to Alaska Legislators, the Act instincts the Commiss ion ,  through its open 
season regulations, to focus on reducing barriers, not to competi t ive markets, but rather, 
to entry in exploration and development o f  Alaska natural gas. Alaska Legislators 
conclude that to achieve this mandated goal, the open season regulations must be revised 
to include rolled-in pricing as one o f  the criteria for open seasons for pipeline expansions

118. Shell and Calpine also argue that Comm iss ion’s 1999 pricing policy for 
expansions has no applicat ion to the circumstances o f  an Alaska natural gas 
transportation project where there is no clement o f  pipeline competit ion or  preventing 
overbuilding.  Shell is concerned that companies  might not invest hundreds o f  millions in 
exploration and development costs i f  they may have to pay for expansions on an 
incremental basis, while competitors  benefi ted from earlier, inexpensive expansion.  
Calpine stresses that s ince an Alaska natural gas transportation project will be called to 
transport all Alaska gas, not just gas from Prudhoe Bay and Point Thomson reserves, a 
larger picture is required in assessing any policy against subsidization.  Calpine maintains 
that an Alaska pipeline should be viewed as a 10 Bcf/d pipeline that will be built, in 
phases,  over  time, as opposed to a 4.5 B c f  pipeline that might be expanded from time to 
time. Under this picture, shippers on the first phase facilities will benefit from lower 
initial rates due to the Act 's  loan guarantees,  however the Act was  not only concerned
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with facilitating the development o f  a project that carries Prudhoe Bay and Point 
Thom son  production to market,  but also the development and transportation o f  A laska’s 
unproven reserves.

119. Arctic Slope is also concerned that unless rolled-in rates are mandated,  there may 
never be an expansion o f  the pipeline beyond capacity created through infill compression 
and added compression horsepower.  Arctic Slope estimates that rolled-in rates for 
expansions would probably be only  a little higher than the initial rates since expansion 
costs would be borne by the entire pipeline throughput.  However ,  the impact o f  
incrementally-priced expansions on the incremental shippers,  which would be based 
entirely on the incremental throughput quantities, would be very severe.

120. Alliance and the North Slope Producers assert that rates for  expansion should be 
determined on a fact-specific, case-by-case basis, not on a pre-determincd,  rolled-in basis 
under the open season rules. The North Slope Producers stress that absent information 
regarding design, timing, and other  project attributes, it would be inappropriate ei ther to 
require or  to favor rolled-in rates. In addition, the North Slope Producer? ^oint to section 
105(b)(1) o f  the Act wherein,  they state, Congress identified ei ther rolled-in or 
incremental rates as appropriate for mandatory expansions.  They add that i f  rolled-in 
rates were made applicable to voluntary expansions in the final open season rule, the 
result would be that such expansions would become involuntary and they would be 
discouraged.

121. Additionally,  the North Slope Producers state that the Comm iss ion’s existing, fact- 
specif ic policy recognizes the risks inherent in major infrastructure projects and seeks to 
prevent  uneconomic pipeline expansions,  as well as subsidization by existing customers,  
and should not be lightly discarded.  Responding to the assertion that the NEB requires 
rolled-in rates for Canadian expansions, the North Slope Producers state that al tho 'h 
NEB has adopted rolled-in rates in expansion cases, NEB addresses the issue on a ase- 
by-casc basis.

122. Finally, the North Slope Producers claim that explorers do  not require absolute 
rate certainty in order to decide whether  to participate in open seasons: an anticipated 
range that supports  future economics  is sufficient. On the other hand,  the North Slope 
Producers slate that initial shippers who fear that they may be cal led on to subsidize 
future shippers may not bid for initial capacity. In 'his connection, the North Slope
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Producers contend that one o f  the Commiss ion’s goals is to protect captive customers 
from rate increases arising from costs unrelated to their service, result ing in rate 
uncertainty and increased contractual risk.

123. In this rule, the Commission does not adopt a firm pricing policy  for future 
expansions o f  an Alaska natural gas transportation project,  but we do take this 
opportunity to provide guidance on this important issue, as it will assist participants in the 
initial open season.  We conclude that there should be a rebuttable presumption in favor 
o f  rolled-in pricing for project expansions.  Our  existing lower-48 states policy favoring 
incremental rates for expansions does not apply in the case o f  an Alaska natural gas 
transportation project. There is likely to be only one Alaska pipeline, so there will be 
little or no opportunity for competit ion between pipelines. Incremental pricing o f  
expansion could put expansion shippers at a significant rate disadvantage compared  with 
initial shippers, and accordingly could discourage exploration, development and 
production o f  Alaska natural gas. Having markedly different rates for s imi lar  service 
could be in conflict with one o f  the ch ief  objectives o f  the statute, which is to encourage 
further exploration and development o f  Alaska natural gas. On the other  hand,  consistent 
with the arguments o f  a number o f  commenters,  a presumption in favor o f  rolled-in 
pricing may spur investment in and development o f  Alaska reserves, and the ultimate 
delivery o f  that gas to the lower 48 states.

124. We cannot  at this point,  without a specific project proposal or  the facts 
surrounding a proposed expansion before us, define exactly what  will be required to 
overcome the presumption.  As a general matter, we have historically not favored 
requiring exist ing shippers to subsidize the rates o f  new shippers. We do not intend to 
discard this principle, but rather to indicate that we  will not lightly authorize expansion 
rates that would  have an unduly negative impact on the explorat ion and development  o f  
Alaska reserves. Witnesses at the technical conference acknowledged that defining 
subsidization is difficult without specific facts to review, and that fact was restated in 
several o f  the comments filed. We agree. But a basic observation may be useful here.
For example,  a rolled-in expansion rate that is less than or  equal to the rate paid by  the 
initial shippers would not be considered a subsidy.  Whether a rolled-in expansion rate 
that is hiuher than original rates is a “subsidy" is a question that necessari ly would have 
to be reviewed in the context o f  a future NGA section 7 filing. At that time, Pacific

'1H See, e.g., Transcontinental Gas Pipe Line Corp. 106 FERC 61,299 (2004).
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Star’s arguments relating to whether the federal government’s loan guarantees and 
accelerated depreciation amount to a “ subsidy” o f  initial shippers’ rates may be raised.

125. In conclusion,  to provide guidance to potential shippers in advance o f  the initial 
open season that is the subject o f  this rule, the Commission intends to harmonize both 
objectives (rate predictability for initial shippers and reduction o f  barriers to future 
exploration and production) in designing rates for future expansions o f  any Alaska 
natural gas transportation project. It is consistent with onr guiding principle that 
competit ion favors all o f  the Commiss ion’s customers,  as well as with the objectives o f  
the Act, to adopt rolled-in rate treatment up to the point that would  cause there to be a 
subsidy o f  expansion shippers by initial shippers, i f  any subsidy were to be found.

126. Anadarko states that the open season regulations must prohibit pipelines from 
bundling ancillary services with transportation. In particular, Anadarko is concerned that 
sponsors might include in a tariff  and an open season the bundled cost o f  a gas 
condit ioning plant that would extract C 0 2  despite the fact that such extraction would not 
be required o f  gas from many new Alaska gas fields which likely will be o f  pipeline 
quality. MidAmerican /AGTA and Enbridge agree that the open season process should 
preclude applicants from tying receipt o f  capacity to taking ancillary services, such as g*-.,. 
conditioning,  treating, or processing. TransCanada simply states that it has no objection 
to proscription o f  tying.

127. DOI and MidAmer ican/AGTA agree that rates for ancillary services should not be 
bundled with transportation rates. However, DOI contends that the State o f  Alaska 
should address the need for rules concerning non-discriminatory access to gathering and 
other  production-related facilities, whereas MidAmerican /AGTA claims that the 
Commiss ion  should assert and jurisdiction over gas treatment plants and require separate 
open seasons and cost-based tariff  structures for gas processing. On the other hand, the 
North Slope Producers contend issues o f  tying or  bundling o f  services can be dealt with 
through established Commission processes and policies at the appropriate time,  and need 
not be addressed in the open season. Alliance views the tying issue in the context o f  
requiring designated downstream capacity, and suggests that as a practical matter, that 
should not be prohibited.

128. The Commission is stating in the final rule at section 157.34(c)(6) that the open 
season notice must contain an unbundled transportation rate. Moreover,  section 157.34 
(c)(10) prohibits a prospective applicant from requiring prospective shippers to process or 
treat their gas at any designated facility. The Commission is satisfied that it can address 
any other discriminatory conduct  in connection with gas quality requirements or  other  
ancillary services through the provisions o f  section 157.35 in conjunction with exist ing 
Commiss ion  policies and procedures.
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Tanana Chiefs Conference 
AGfA Project Labor Agreement Resolution

WJierous; Tnnana Chiefs Conference represents forty two sovereign Alaska Native Tribes
whose Lriba! lands include the majority ofright of way for any and nil of the proposed 
southern route gas line projects being presently considered, and • •

• « * 0
Whereas, Tnmum Chiefs Conference represents a large potential workforce of underutili/.ed

tribal members, both male and female, skilled and non-skilled, and

Whereas, Tatiana Chiefs Conference has a sincere desire to build the capacity and skill levels of
that workforce lb help address village infrastructure construction projects and bring 
increased economic opportunity to its tribal members both now, and in tire future, and

Whereas, Tamma d u e l s  Conference and some of its sub-regions and tribes have negotiated
project, Irit .'l and oilier collective bargaining agreements with some of the 
construction unions, mainly with die Laborers Union and Operating Engineers, with 
vety positive outcomes, and _ ■

Whereas, As a result. Tanana Chiefs Conference has seen n marked increase in participation by
its tribal members with regards to job opportunities, training programs and 
apprenticeship programs along with pension plan participation and medical plan 
pnitidpaiiun above and beyond IHS coverage, and

t ,  • * 4 %

Whereas, Tanana Chiefs Conference is fully supportive of Alaska Nalivchire and Alaska Local
hire on whatever gusline project is finally decided upon, and

Whereas, Tanana Chiefs Conference members supports construction project agreements that
along with skills training, pension plans, and medical plans will deliver enforceable 
Alaska Native, and local, hire language for the construction of whatever gusline 
project is decided upon, and ’ ’.

Whereas, Tanana Chiefs Conference docs not want to repeal what happened during the Trans
Alaska Pipeline System Project regarding Alaska Native preference opportunities by 
not being a part of a comprehensive Project l-abor Agreement at the project’s 
inception, and

Whereas, Governor Palm's AGIA bill calls for a negotiated Project l.abor Agreement for
whatever gusline project is finallv decided upon, and

Whereas, Tanana Chiefs Conference has recognized that in light of applicable case law, the
best vehicle to define real Alaska residency and real Alaskan Native status lo ensure

•  .4  K , i4 4 w W H « «
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preference and participation for ils tribal members on any proposed gasline project is 
Ibrough a Project Labor Agreement,

Therefore Be It Resolved; '
« ' . ' * ' 1  »

That the Tanana Chiefs Conference supports the Governor Sarah Palin’s ACRA plan amendments as 
long as there Is a Project Labor Agreement that contains as one of its tenants, enforceable project • , 
participation preference for qualified Alaska Native p .n des in numbers and percentages that are 1 
generally reflective of the population demographies of the Slate of Alaska at the Lime the project ■ • 
begins, ' ’ , • ’ '•
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N o  p r o d u c e r s  N o  p i p e l i n e  !

•  P r o j e c t  i s  t o o  r i s k y  -  t o o  b i g ,  t o o  c o m p l e x ,  t o o  

e x p e n s i v e  -  t o  m o v e  f o r w a r d  w i t h o u t  p r o d u c e r s

•  P o t e n t i a l  g a s  b u y e r s  s e e  n o  p r o d u c e r s  a s  n o  p r o g r e s s

-  B u y e r s ’ d i l e m m a ,  s w i t c h  t o  c o a l ,  g o  o f f - s h o r e  o r  w a i t  f o r  A l a s k a ?



•  A s  d r a f t e d ,  A G I A  i s  u n l i k e l y  t o  p r o d u c e  s i g n i f i c a n t  

c o m m e r c i a l  r e s u l t s .

•  A G I A  i n t r o d u c e d  a s  a  c a t a l y s t  t o  e x p e d i t e  t h e  

c o n s t r u c t i o n  o f  a  n a t u r a l  g a s  p i p e l i n e

•  A G I A  f o c u s  i s  o n  t h e  p i p e l i n e  a n d  n o t  e n t i r e  p r o j e c t  

w h i c h  r e q u i r e s  P r o d u c e r  a l i g n m e n t

•  A G I A  a d d s  u n n e c e s s a r y  r e g u l a t o r y  c o m p l e x i t y  

-  F E R C  p r o c e s s  w e l l  d e f i n e d  a n d  e f f e c t i v e
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A b s o l u t e  r e q u i r e m e n t s  m a y  r e s u l t  i n  n o t  h a v i n g  t h e  

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

v a l u e  i n  d i f f e r e n t  w a y s

T h i s  i s  n o t  a  s t a n d a r d  R F P  p r o j e c t



I n v e s t m e n t  o f  $ 1 2 5  b i l l i o n

-  S i g n i f i c a n t  n e w  e m p l o y m e n t ,  t a x  

r e v e n u e ,  l o n g  t e r m  g r o w t h

-  E x t e n s i v e  n e w  p i p e l i n e  

d e v e l o p m e n t

R e s u l t e d  f r o m  p r o a c t i v e  

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

f a c i l i t a t e d  d e v e l o p m e n t

-  W o r k e d  c o o p e r a t i v e l y  w i t h  

i n d u s t r y

-  G e n e r a t i n g  g r e a t e r  r e t u r n s  f o r  a l l

Industry Capital Spending 
Cdh Sbillions

Tlie oil & gas industry will invest over 
$40 billion in capital In Canada in 2006
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B i n d i n g  s h i p p e r  c o m m i t m e n t  i s  r e q u i r e d  p r i o r  t o  s p e n d i n g  s i g n i f i c a n t  $ ’s  

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

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

“ a c q u i r e d ”

-  R i s k  t o o  h i g h  e v e n  w i t h  g o v e r n m e n t  c o s t  s h a r i n g

E v e n  b i n d i n g  s h i p p e r / p i p e l i n e  a g r e e m e n t s  w i l l  h a v e  c o n d i t i o n s  

i n c l u d i n g :

-  A n  a c c e p t a b l e  F E R C  C e r t i f i c a t e

-  A c c e p t a b l e  F i n a n c i n g

-  S h i p p e r  r e s o l u t i o n  o f  A l a s k a  s t a t e  t a x a t i o n  i s s u e s

-  D e f i n e d  p r o j e c t  m i l e s t o n e s  /  t i m i n g

A n  u n c o n d i t i o n a l  c o m m i t m e n t  t o  p r o c e e d  w i l l  n o t  h a p p e n

-  R e g u l a t o r y  c e r t i f i c a t e s  m a y  h a v e  c o n d i t i o n s  m a k i n g  p r o j e c t  u n e c o n o m i c

-  E v e n t s  b e t w e e n  a p p l i c a t i o n  a n d  c e r t i f i c a t e  c o u l d  m a k e  p r o j e c t  u n e c o n o m i c



N o  c o m p a n y  h a s  t h e  e x c l u s i v e  r i g h t  t o  b u i l d  a  
p i p e l i n e  t o  s h i p  A l a s k a n  g a s  i n  C a n a d a

•  2  O p t i o n s  t o  P e r m i t  t h e  P r o j e c t  T h r o u g h  C a n a d a

N P A N E B  -  C E A A

Northern Pipeline Act passed in 1977 Modern, efficient and transparent regulatory
Socio-economic baseline impact developed process
late 1970s Dove-tails with FERC
Certificates of Public Convenience and 
Necessity issued to Foothills Pipeline to

Consistent with NAFTA

build the Can portion of the Alaska Natural Contemporary, well understood processes:
Gas Transportation System proposal. First Nations participation
Enshrines a 30-year old project never 
undertaken that has now significantly Environmental assessments and practices

changed Economic benefits through open competition



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

a p p l i e d  t o  a l l  p i p e l i n e  d e c i s i o n s :

-  F i r s t ,  t h e y  m u s t  n o t  i n t e r f e r e  w i t h  m a r k e t  f o r c e s . W e  w i l l  l e t  t h e

m a r k e t  d e c i d e .

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

-  T h i r d  t h e r e  m u s t  b e  a  p r o j e c t  m a n a g e m e n t  a p p r o a c h

-  F o u r t h ,  t h e  p i p e l i n e s  m u s t  s u p p o r t  A b o r i g i n a l  e c o n o m i c  d e v e l o p m e n t

-  F i n a l l y ,  d e c i s i o n s  m u s t  e n s u r e  t h a t  C a n a d i a n  b e n e f i t s  a r e  r e a l i z e d ”

Honourable Jim Prentice
M inister of Indian A ffa irs and Northern Deve'opm ent 

Presentation to Canadian Energy P ipeline A ssocia tion  Annual D inner

May 2006



E n b r i d g e  b e l i e v e s :

•  O u t s t a n d i n g  f i s c a l  i s s u e s  a r e  t h e  p r o j e c t ’s  “ e l e p h a n t  i n  t h e  l i v i n g  r o o m . ”

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

A G I A  w i l l  b e s t  s e r v e  A l a s k a n s  if i t  a l l o w s  f o r  t h e  c r e a t i v i t y  a n d  i n n o v a t i o n  t h a t  

d r i v e s  t h e  m a r k e t  p l a c e .

G o v e r n m e n t  f i n a n c i a l  a s s i s t a n c e  i s  n o t  e s s e n t i a l

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

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

A l a s k a  s h o u l d  e n s u r e  t h a t  i t  d o e s  n o t  c r e a t e  a  p r o c e s s  t h a t  i s  a l l  a b o u t  

p r o c e s s
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Enbridge Inc.'s assessment of issues pertaining to the Canadian portion of the Alaska Pipeline

/Vouse.
0  7

Alaska Natural Gas Pipeline

Background Of The Northern Pipeline Act ("NPA")

In the mid-1970’s the United States and Canada suffered from significant energy shortages and 
security concerns. The two countries agreed that greater energy supply and security could be 
achieved through the development and construction of a pipeline that would transport natural gas 
from Alaska's North Slope through Canada to the lower 48 states. This agreement was embodied 
in an exchange of diplomatic letters between Canada and the United States (collectively, the 
"Treaty"), which set out the size and pressure of the pipeline, the fiscal regime that was to apply 
and the route along which the pipeline was to be bu.it.

In 1978 the Government of Canada passed the NPA in order to facilitate the planning and 
construction of the pipeline that Canada and the United States had agreed to in the Treaty; in 
fact, the Treaty is included as Annex I to the NPA.

In Enbndge's view, the NPA is specific to the pipeline contemplated in the agreement between 
Canada and the U.S. set out in the Trec’y; indeed, the definition of "pipeline" in the NPA means 
"the pipeline for the transmission of natural gas from Alaska across Canada along the route set 
out in Annex I (the Treaty] to the Agreement..." Accordingly, the definition of "pipeline" in the NPA 
cannot be separated from the pipeline referred to in the Canada-U.S. agreement. They are one 
and the same.

It is important to recognize that this is all that the NPA does. It is not an omnibus statute dealing 
with the development of northern pipelines generally or even a general statute dealing with the 
transportation of Alaskan gas through Canada, Equally importantly, the NPA does not make any 
changes to the powers of Canada's National Energy Board ("NEB”) to consider alternative 
international pipelines from Alaska into or through Canada.

In 1978, in contemplation of the construction of “the pipeline", several Certificates of Public 
Convenience and Necessity (“CPCNs") were issued pursuant to the NPA. Under the terms of the 
Treaty tha pipeline was to be finished by 1983. However, because of changing economic 
circumstances, only the "Pre-build" portions of the project defined in the Treaty were built

No Party Has Exclusive Rights To Build A Pipeline In Canada To Transport Alaskan Gas

There is no reference in the NPA (or in any other piece of Canadian legislation that we are aware 
of) that prohibits the development of an alternative pipeline to ship r. iskan gas through Canada.

Enbridge does not dispute that the rights granted under the NPA are exclusive, but those rights 
do not preclude progressing another project under the National Energy Board / Canadian 
Environmental Assessment Act.

The NPA Is Project Specific

The NPA was passed in order to give effect to the Treaty. The Treaty contemplates a very 
specific pipeline project, right down to specifying the fiscal regime, the route to be followed and 
the operating pressures and the diameter of pipe to be used. Reference to the pipeline specified 
in the Treaty is then used in the NPA to define the term “pipeline" for the purposes of the NPA. In 
Enbridge's view, the CPCNs are not a general authorization for the construction of "a" pipeline
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from Alaska through Canada - the CPCNs are at most a partial authorization for the construction 
of the pipeline specified in the Treaty.

The project currently envisioned is not the pipeline specified in the Treaty. For example, the 
Treaty specifies a pipeline with an initial capacity of 2.4 bcfd, while current proposals contemplate 
an initial capacity of about 4.5 bcfd. The Trealy specifies 54" diameter pipe while current 
proposals contemplate 48" or 52” diameter pipe. The Treaty specifies 1120 psi pressure. Current 
proposals contemplate 2500 psi. In addition current proposals contemplate a different termination 
point and include liquids in the gas stream. In short, the current proposal is significantly different 
than the pipeline approved in the CPCNs.

Absent formal amendments, it is questionable whether variations could ĉ cur under the Treaty. 
History supports this view. For example in 1978 the Governments of Canada and the United 
States believed it necessary to execute an amendment to the Treaty when they decided to 
change the pipe diameter from 56" to 54".

In addition it should be noted that historically the NPA has not covered all necessary facilities. For 
example, the NPA did not apply to the decompression / recompression facility that was installed 
in the late 1990's at Empress Alberta, as part of the Pre-build system. That facility was approved 
under the NEB process.

CPCNs

While there is no "sunset clause" or expiry date in the NPA, it should be noted that such 
legislation in Canada rarely includes expiry dates.

CPCNs can lapse if not exercised in a timely fashion, or if other factors have intervened.

In this particular case:

(i) The CPCNs are subject to conditions, including Schedule III of the NPA

Construction of the project cannot start tomorrow. Under Schedule III of the NPA, a 
number of conditions need to be satisfied before the CPCNs can be relied upon.

One of the conditions (s. 13) of Schedule III requires the filing of contracts between 
producers and shippers and between shippers and the company [the holder of the 
CPCNs], This makes shipper support critical to the holder of the CPCNs.

The conditions in Schedule III also include the requirement to apply for and receive all 
necessary regulatory approvals required for the work (s.17). Such approvals would 
include, for example, land use permits, water use permits, fisheries authorizations, 
navigable waters authorizations and timber cutting permits in the Yukon, British Columbia 
and Alberta.

The Northern Pipeline Agency, which admi • the NPA, does not issue these
necessary regulatory approvals; they are isr u< der any number of other Canadian
Acts, including the Canadian Environmental v • „-ssment Act and the Yukon 
Environmental and Socio-economic Asr .■ m 't Act. Under the NPA, each approval 
would require its own panel. Unlike a nu V- . NEB piocess, the NPA offers no 
opportunity to coordinate federal and pro\ :u. •! environmental reviews and does not 
include the statutory advantages of modem regulatory schemes. The NPA arid the 
Northern Pipeline Agency have no authority to override provincial jurisdiction in 
environmental matters.



The CPCNs were granted in an era of limited environmental review

The environmental review that was completed when the CPC, Is were originally granted 
would not, in Enbridge’s view, meet current standards for environmental reviews. Indeed, 
when the original environmental review was done it was completed under an 
Environmental Assessment Review Panel (“EARP"), a process that has since been 
replaced by processes under the Canadian Environmental Assessment Act. At the time, 
the EARP panel recommended rejection of certain routes and concluded that it did not 
have enough information on which to make a decision. As Enbridge understands it, it was 
only when the federal government finally overrode the panel and ordered it to reconsider 
its rejection of certain routes that approval was achieved.

Stricter standards are in place today.

(iii) The CPCNs were granted prior to Canadian courts establishing rules requiring
consultation with First Nations whenever activities take place in their traditional or 
treaty lands.

Canada's recognition and protection of the rights of its aboriginal people has changed. 
From the early 1980's a series of court decisions have recognized and upheld the 
constitutional rights of Canada's First Nations to be consulted in a comprehensive 
manner whenever development activities are proposed within their traditional lands or 
treaty areas.

(iv) The NPA and the CPCNs are inconsistent with modern international trade 
agreements

The NPA pre-dates the North American Free Trade Agreement ("NAFTA") and was not 
exempted from the application of NAFTA when NAFTA was brought into force in 1994.

Schedule III of the NPA, which sets out the conaitions which must be met prior to being 
able to rely on the CPCNs, requires (in Article 10) that Canadian content be maximized 
as far as practicable and that maximum advantage be taken of opportunities provided by 
the pipeline to establish and expand suppliers in Canada that can make a long term 
contribution to the Caradian industrial base. A report must be submitted specifying how 
the requirement will be complied with This requirement is not discretionary, but 
mandatory.

Enbridge is advised that preferential requirements for Canadian products and services 
are contrary to NACTA In addition, Enbridge understands that the Canadian content 
preferences specified under the NPA could violate Canada’s World Trade Organization 
obligations under Article III of the General Agreement on Tariffs and Trade (“GATT").

The pipeline will be the largest infrastructure project in North America. Accordingly, the 
economic stakes for suppliers are huge. If one were to accept the position thai the NPA 
provides an exclusive opportunity to the holder of the CPCNs that is not avai'able to other 
NAFTA investors, it could be argued that the NPA violates the provisions under Article 
1102 of NAFTA This opens the door for claims by other NAFTA investors

Enbridge believes the Canadian Government would need to seek an exemption from the 
United States for the NPA to avoid the potential for litigation under NAFTA, but disputes 
under GATT may be unavoidable.



Rights-of-way (“ROW")

In B.C. and Alberta, right-of-way acquisition under either the NPA or an NEB process would start 
from the same point in the process. While there are existing map notations in B.C. and Alberta, 
map notations are not interests in land and allow no automatic right to be converted into a ROW.

To Enbridge's knowledge, the only ROW which exists is in the Yukon. That ROW only allows for 
investigatory activities such as geological investigations and surveying; it does not allow for 
construction. Construction cannot occur without prior written consent of the Canadian Federal 
Cabinet Minister designated for that purpose by the Canadian cabinet. It is unlikely that the 
Minister would approve construction prior to all the requirements set out in Part III of the NPA 
being met.



Hello Mr. Chairman and members of the committee, my name 
is David Gottstcin, and I along with Former Governor Walter 
Hickcl, Co-Chair the group Backbone. Thank you for the 
opportunity to testify before you today.
I also thank you for your efforts in working through the details 
of AGIA. What I would like to focus on today is perhaps the 
broad issues that sometimes get lost in the details.
Backbone is in support of AGIA and its major components 
because it provides for a competitive process, creates material 
incentives, and attempts to provide for the maximum benefit to 
the residents of Alaska. Even a recent Dittman poll indicates 
that the public, by more than two to one, believe the $500 
million incentive package is worthwhile.
My biggest caution to you today is to be very very careful as to 
who you listen to. What we know undeniably is that the 
representatives of the North Slope producers are paid to 
persuade and convince you that what is good for them is good 
for the State. It is simply paid advertising without any checks 
and balances. As a result, much of what they say must be 
challenged.
Let me offer some examples. They say that only the producers 
are capable of financing and building a pipeline of this 
magnitude. That couldn’t be further from the truth, and we 
trust that Alaska’s leaders are smart enough not to believe it.
Even if the likes of TransCanada, Mid-America and Sempra 
weren’t already at our doorsteps, each fully capable and 
experienced enough to bring the appropriate parties to the 
table with a bona-fida bid, the private equity markets alone 
have over a trillion, yes that is a trillion dollars of money under 
management constantly looking for deals.
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And with the forecasted price of gas and the Federal loan 
guarantees, they, along with the investment banking 
community will be chomping at the bit to get a piece of such an 
investment grade investment opportunity. So don’t let the 
Producer’s spin doctors convince you otherwise. The only 
thing that is necessary to get a pipeline financed and going is 
access to a sufficient quantity of gas to make it economical. Ft. 
Thomson and our royalty gas alone docs that.

In football it’s touchdowns, in baseball it’s runs, in the North 
Slope producers attempt to control the process, maintain a 
monopoly grip, and own the pipeline, it’s propaganda and 
influence peddling. This is a standard practice all over the 
world when it comes to big companies and big profit 
opportunities. If they can’t control it, they want to stop th c 
process, or at least slow it down as much as possible.

Let’s dispel another fabrication; That the AGIA process is an 
exclusive one. As I read it, it is come one come all, and is not 
exclusive at all. The main beauty of AGIA is that it is a 
defined competitive process that will result in a pipeline sooner 
rather than later. It will provide more to our residents, as it 
will attract a more vibrant bidding pool that by definition will 
require more from the winning participants. AGIA doesn’t 
preclude the chosen licensee from enriching their pipeline 
proposal by adding additional participants and aspects after a 
successful bid, as long as it doesn’t mean less for the State.

The State has so much at stake, and is in a powerful position to 
choose what is in the best interests of our state, that it would be 
a shame to abdicate that in lav r of what is truly an exclusive 
non-competitive process of dealing just with the producers just 
because the foxes say they know what is best for the henhouse.

Do we really want to repeat the mistake of putting our fiscal 
future in the hands of tl.-osc with a long and proven history of



overcharging on the oil pipeline, and only paying up when the 
court of last resort rules so, or after a successful negotiation for 
a fraction of the dollars at stake, as a result of a political 
settlement? Can we really take what the Producers say 
seriously when they won’t even attempt to engage in any truly 
honest and meaningful dialogue?

But it gets worse. They keep saying they own the gas. They 
don’t. They have strong economic rights to produce the gas 
conditioned upon certain performance requirements. All you 
have to do is reference our constitution and the Mineral 
Leasing Act setting forth our rights and obligations to 
understand that.

The sincerity in which these hyperboles are put forward has 
me believe that the presenters believe it, because their bosses 
want them to believe it. When in fact, we own the resources, 
and when our tenant violates the lease, we not only have a 
right, but a duty to wrestle control back of our vast gas 
resources and make them available to a hungry nation.

But there’s more; The North Slope producers, through a slight 
of hand amendment gimmickry arc attempting to accomplish 
with amendments what they are failing to accomplish with 
their aforementioned propaganda, by asking you to provide for 
non-conforming bids and or to require their upstream 
participation. This would put them right back in control of 
our destiny.

I think your esteemed colleague Representative Doogan might 
have said it best about the Producer’s attempt to build a 
pipeline when he said ‘i f  they wanted to build one, they’d be 
building one. They arc immensely profitable companies. The 
federal government is offering loan guarantees. And they 
control the most important chip in the entire game, the North 
Slope gas that makes a pipeline possible. They have everything
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they need to build a pipeline. They aren’t building one. The 
only logical conclusion is that they don’t want to build one.”

believe Representative Doogan is right, or at least the three 
producers won’t be able to get together and agree to a project 
to more forward anytime in the foreseeable future. The North 
Slope producers were offered everything imaginable under the 
Stranded Gas Act, and still chose defiance. The people spoke 
in the last election, recognizing the Murkowski plan 
represented a huge giveaway. Why should we think if we offer 
them less, they will do more now?

We arc in a game of chicken with the North Slope Producers, 
and we lose if we don’t have the backbone to secure access to 
our gas and offer it in a free market and open process. The 
nanosecond that a line is approved, I believe the producers will 
participate, rather than being left out of one of the biggest 
investment opportunities in U.S. history, risk losing their leases 
due to obvious non-pcrformancc, or face the wrath of Congress 
for their intransigence. We urge you to limit amendments to 
ones that increase the likelihood of a successful open season 
process rather than ones that tilt in favor of Producer control.

The sad thing is that the corporate heads of the North Slope 
producers are spending all their time trying to lean us back to 
their own exclusive sole-sourcc process, instead of trying to be 
competitive. They are gambling that propaganda is a cheaper 
way to get what they want than the cost of being competitive.
In a time when our legislative and public processes are subject 
to heightened Federal judicial scrutiny due to the potential of 
conflicts of interest, let’s prove them wrong. Let’s pass AGIA 
with the few meaningful amendments that in your wisdom will 
increase the chances of a good pipeline and route sooner than 
later. Don’t force a special session, and thereby increase the 
risk of failure to act. Thank you for your time and the 
opportunity to comment.



T e s t i m o n y  b y  t h e  H o n o r a b l e  W a l t e r  J .  H i c k e l ,  H o u s e  a n d  S e n a t e  

F i n a n c e  C o m m i t t e e s ,  M a y  1 , 2 0 0 7  -  J u n e a u

T h a n k  y o u  fo r  i n v i t i n g  u s  to  test ify  h e r e  t o d a y .

O u r  N o r t h  S l o p e  n a t u r a l  g a s  is  A l a s k a ’ s g re a te s t  o p p o r t u n i t y  to  g u a r a n t e e  the  
l o n g - t e r m  v i a b i l i t y  o f  o u r  state.

A n d  A l a s k a  is  o n  th e  r ig h t  c o u r s e  to  m a k e  a  g a s l i n e  a  r e a l it y  i n  th is  
g e n e r a t io n .

I t ’ s a  la r g e  p r o je c t  w o r t h y  o r  o u r  gre at  state.

I  a m  j u s t  b a c k  f r o m  M o s c o w  w h e i e  I  h a v e  b e e n  w o r k i n g  w it h  R u s s i a n  
le a d e r s  o n  t w o  o t h e r  g r e a t  p r o je c t s .

T h e  o p e n i n g  o f  t h e  N o r t h e r n  S e a  R o u t e  to  t h e  w o r l d  . . . . a  d e c i s i o n  that w i l l  
l i n k  th e  P a c i f i c  a n d  t h e  A t l a n t i c  o c e a n s .

It  w i l l  b e  a  b r e a k t h r o u g h  o f  th e  s a m e  d i m e n s i o n  as  t h e  P a n a m a  C a n a l .

A n d  w e  d o n ’ t h a v e  to  b u i l d  a  c a n a l !

T h e  s e c o n d  g r e a t  p r o je c t  is  a t u n n e l  b e n e a t h  t h e  B e r i n g  S tr a it ,  l i n k i n g  th e  
U . S .  a n d  R u s s i a .

T h o s e  w h o  a t t e n d e d  t h e  C o n f e r e n c e  last T u e s d a y  i n  M o s c o w  r e a l iz e  h o w  
s e r io u s  th e  R u s s i a n s  arc  a b o u t  t h is  v is io n a r y  c o n c e p t .

T h i s  l i n k  b e t w e e n  t h e  U n i t e d  States  a n d  R u s s i a  is  g o i n g  to  h a p p e n .

A n d  it ’ s g o i n g  to  c h a n g e  th e  w o r l d .

Alaska's immediate opportunity, however, is our  North Slope natural
gas.

A n d  it is  u p  to  o u r  G o v e r n o r  a n d  th is  le g is la t u r e  to  m a k e  s u r e  it is  u s e d  lo r  
th e  m a x i m u m  b e n e f i t  o f  o u r  p e o p l e ,  as m a n d a t e d  b y  o u r  c o n s t i t u t io n .



K e e p  i n  m i n d  th a t  t h e  p e o p l e  o f  A h  s k a . . . t h e  v o t e r s  w h o  e le c t e d  y o u . . . a r e  
t h e  o w n e r s  o f  t h is  g a s .

Y o u  a n d  G o v e r n o r  P a l i n  are t h e  trustees o f  t h e ir  i n h e r i t a n c e . . .

. . . w o n  i n  o u r  s t a t e h o o d  b a t t le  a n d  o u r  S t a t e h o o d  A c t .

T h e  c o m p a n i e s  w h o  h o l d  P r u d h o e  B a y  le a s e s  h a v e  p u r c h a s e d  t h e  r ig h t  to 
“ p r o d u c e ”  o u r  g a s .

T h a t ’ s w h y  w e  c a l l  t h e m  th e  “ p r o d u c e r s . ”

B u t  t h e y  d o n ’ t o w n  t h e  g a s .

A n d  t h e y  are  r e q u i r e d ,  t h r o u g h  t h e  le a s e s  t h e y  h o l d ,  to  s e l l  o u r  g a s  it  t h e y  
c a n  e a r n  a  “ r e a s o n a b l e  p r o f  I .

S o  le t ’ s g e t  started .

G o v e r n o r  S a r a h  P a l i n ’ s p l a n  is  a  g o o d  o n e .

S h e  h a s  t h r o w n  o p e n  t h e  p r o c e s s  to  m a k e  su r e  that th e  S ta te  f i n d s  t h e  v er y  
best a n d  m o s t  t i m e l y  p r o je c t .

H e r  t e a m  h a s  d e s i g n e d  l e g i s l a t i o n  to  p u t  t h e  n e e d s  o f  A l a s k a n s  first.

It  m e a n s  r e v e n u e s  for  s la t e  g o v e r n m e n t .

. . . g a s  for  o u r  h o m e s . . .

. . . g a s  for o u r  b u s i n e s s e s . . .

. . . a n d  g a s  for  o u r  r e m o t e  v i l l a g e s  that a re  i n  d e s p e r a t e  n e e d  o f  a f f o r d a b le  
e n e r g y .

It m e a n s  m a k i n g  s u r e  that  th e  v a l u a b l e  g a s  l i q u i d s . . .

. . . a r e  a v a i l a b l e  for  in -s t a t e  p r o c e s s i n g  to  c re a te  h i g h - p a y i n g  l e g a c y  j o b s  for 
g e n e r a t io n s  o f  A l a s k a n s .



I t  m e a n s  a  p i p e l i n e  th at  e n c o u r a g e s  e x p l o r a t i o n .  . . b y  t h e  p r o d u c e r s  a n d  b y  
o t h e r  c o m p a n i e s ,  la r g e  o r  s m a l l ,  that b e l i e v e  t h e y  c a n  f i n d  m o r e  g a s .

B e l i e f  is  t h e  k e y  to  p r o s p e c t i n g . . .  a n d  it is  th e  k e y  to  l i f e .

B e l i e v e  m e ;  w e  h a v e n ’ t b e g u n  to  e x p l o r e  t h e  n a t u r a l  g a s  p o t e n t i a l  o f  o u r  
state.

A n d  w e  n e e d  a  p i p e l i n e  that  w i l l  a c c o m m o d a t e  t h e  d is c o v e r ie s  o f  t h o s e  
b e l ie v e r s .

I n  m y  v i e w ,  t h is  d o e s  N O T  m e a n  s h i p p i n g  o u r  g a s  t h r o u g h  C a n a d a .

A n y  C a n a d i a n  r o u te  h a s  to  r e s o l v e . . .

. . . ’ ’ F ir s t  N a t i o n ”  l a n d  c l a i m s .

T r e a t y  p r o b l e m s .

A  l o n g ,  e x p e n s i v e  r o u t e .

L e g a l  is s u e s  a m o n g  c o m p e t i n g  C a n a d i a n  interests .

A n d  o n e  b i d d e r  w h o  w a n t s  to u s e  o u r  g a s  i n  t h e  A l b e r t a  tar s a n d s  to  p r o d u c e  
o i l . . .

. . . a n  o u t r a g e o u s  p l a n  for  t r i l l i o n s  o f  c u b i c  feet  o f  c le a n  A l a s k a  g a s  s o  n e e d e d  
b y  o u r  n a t i o n  a n d  th e  w o r l d .

I n  m y  v i e w  a n d  i n  t h e  v i e w  o f  th e  m a jo r i t y  o f  A l a s k a n s . . .

. . . “ m a x i m u m  b e n e f i t ”  m e a n s  a n  A l l  A l a s k a  G a s l i n c . . . . f r o m  P r u d h o c  to 
V a l d e z .

It m e a n s  a  p i p e l i n e  started s o o n e r  a n d  c o m p l e t e d  s e v e r a l  y e a r s  s o o n e r .

It m e a n s  a n  e n e r g y  s o u r c e  for o u r  v i l l a g e s  a n d  c it ie s .

It means feedstock for value-added industries and jobs in Alaska.



W e  a d d r e s s e d  t h e  s a m e  is s u e  i n  t h e  1 9 6 0 s  a n d  1 9 7 0 s  o v e r  N o r t h  S l o p e  o i l .  

W e  h a d  t o  f o r c e  t h e  o i l  c o m p a n i e s  to  d r i l l  at P r u d h o e .

W h e n  I  w a s  e le c t e d  G o v e r n o r  i n  1 9 6 6 ,  B P  h a d  a lr e a d y  g i v e n  u p .

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

I n  e a r ly  1 9 6 7 , 1 f l e w  to  P r u d h o e  to  m e e t  w it h  t h e ir  h e a d  g e o l o g i s t  H a r r y  
J a m i s o n .

A n d  h e  a n n o u n c e d  th at  t h e y ,  t o o ,  w e r e  g o i n g  to  p u l l  o u t .

(Ad lib: “You drill, or I will.”)

I n  1 9 6 8 ,  th at  r ig  d is c o v e r e d  th e  b i g g e s t  o i l  f i e l d  i n  t h e  h is t o r y  o f  N o r t h  
A m e r i c a .

B u t  t w o  y e a r s  la te r  as I n t e r io r  S e c r e t a r y  I h a d  to  la k e  E x x o n  to t h e  m a t ,  or  
there  w o u l d n ’ t h a v e  b e e n  a  t r a n s - A l a s k a  o i l  p i p e l i n e .

(Ad lib: “Or I’m going public!”)

N o w  w e  h a v e  a n o t h e r  G o v e r n o r  w h o  is  r e a d y  to  s t a n d  u p  for  A l a s k a  a n d  
A l a s k a n s .

A n d  th e  p e o p l e  are  b e h i n d  h er .

L a d i e s  a n d  g e n t l e m e n  o f  t h e  S ta te  L e g i s l a t u r e ,  th is  is  y o u r  m o m e n t  to  step  
fo r w a r d  a n d  s t a n d  w it h  h e r .

T h e  p e o p l e  o f  A l a s k a  w a n t  a  g a s l i n e  n o w .

T o g e t h e r  y o u  c a n  m a k e  h is t o r y ,  a n d  A l a s k a  w i l l  l o n g  r e m e m b e r  th is  
g e n e r a t io n  o f  l e a d e r s h i p .

T h a n k  y o u .



A l a s k a  N a t u r a l  G a s  P i p e l i n e  P r o j e c t

T e s t i m o n y  o n  A G I A  

H o u s e  F i n a n c e  C o m m i t t e e

M a y  1 ,  2 0 0 7
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A n  O p p o r t u n i t y . . . a n d  a  C h a l l e n g e

•  B P  w a n t s  a n d  n e e d s  a  s u c c e s s f u l  g a s  p i p e l i n e
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Current decline with continued investment

•  P r o j e c t  r e m a i n s  c o m m e r c i a l l y  c h a l l e n g e d



B P  D i s a g r e e s  w i t h  A d m i n i s t r a t i o n ' s  E c o n o m i c s  \  '}
bp

•  P r o j e c t  i s  n o t  " w i l d l y  p r o f i t a b l e "

-  C a n ' t  s e p a r a t e  u p s t r e a m  e c o n o m i c s  f r o m  m i d s t r e a m  c o m m i t m e n t s

-  E c o n o m i c s  m u s t  b e  b a s e d  o n  t h e  c o m p l e t e  p r o j e c t

•  F i r m  t r a n s p o r t a t i o n  c o m m i t m e n t s  m u s t  b e  a c c o u n t e d  f o r  

i n  p r o j e c t  e c o n o m i c s

-- U p s t r e a m  p a y s  f o r  t h e  m i d s t r e a m

-  W i t h o u t  F T  t h e r e  i s  n o  p r o j e c t

e  L o n g - t e r m  c a s h  g e n e r a t i o n  i s  h i g h l y  i m p o r t a n t

- C a s h  f l o w  w e i !  b e y o n d  1 0  y e a r s  r e m a i n s  v i t a l

9  N e e d  c o m m o n  u n d e r s t a n d i n g  o f  p r o j e c t  t o  d e t e r m i n e  

b e s t  w a y  f o r w a r d

3



W h a t  i s  s o  i m p o r t a n t  a b o u t  F T ?

®  F i r m  T r a n s p o r t a t i o n  c o m m i t m e n t s  ( F T )  b y  t h e  r e s o u r c e  o w n e r s  

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

-  " N o  c u s t o m e r s ,  n o  c r e d i t ,  n o  p i p e l i n e "  ( T r a n s C a n a d a )

" N o  p r o d u c e r s ,  n o  p i p e l i n e "  ( E n b r i d g e )

•  F T  i s  a  b i n d i n g  f i n a n c i a l  o b l i g a t i o n

-  n o t  s i m p l y  " c o m m i t t i n g  g a s  t o  a  p i p e l i n e "

•  R e q u i r e s  m u l t i - b i l l i o n  d o l l a r  c o m m i t m e n t s  b y  r e s o u r c e  o w n e r s

-  A s s u m i n g  4 . 5  b c f d ,  $ 3 . 5 0 / m c f ,  2 5  y e a r  t e r m  $ 1 4 4  b i l l i o n

•  L o n g  t e r m  c o m m i t m e n t s  r e p r e s e n t  r e a l  r i s k

-  T w o  r i s k s :

• Price risk (over time, market price will not cover FT cost a n d  produce an 
acceptable return on the investment)

• Supply risk (will not have sufficient gas to use the FT commitment over time)
-  R i s k  i s  b o r n e  b y  t h o s e  m a k i n g  t h e  c o m m i t m e n t s



P r o j e c t  R i s k  R e s i d e s  w i t h  t h e  R e s o u r c e  O w n e r s  f y
bp

R E S O U R C E

O W N E R S
P r o d u c t i o n  
R i s k  _

R E S E R V E S

Volume and 
deliverability risk

N A T U R A L  G A S  

M A R K E T S

Market volatility
F i s c a l
R i s k

PIPELINE
COMPANY

Passes risks on via 
the toll

G O V E R N M E N T S

Change in fiscal terms

A H  r i s k s  a r e  e i t h e r  

b o r n e  d i r e c t l y  b y  t h e  

r e s o u r c e  o w n e r s  o r  

p a s s e d  t o  t h e m  v i a  

t h e  m a r k e t  o r  t h e  

t o l l .

F i n a n c e
R i s k

F i s c a l  /  S c h e d u l e  
R i s k

CAPITAL
MARKETS

Repayment risk

MATERIALS AND 
CONSTRUCTION

Material, labor, 
equipment costs

GOVERNMENTS/
REGULATORS

Regulatory delay & 
fiscal terms

T h o s e  b e a r i n g  a  r i s k  a r e  c o m m e r c i a l l y  m o t i v a t e d  t o  m a n a g e  t h a t  r i s k
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B P  M e s s a g e s  o n  A G I A

•  A G I A  n e e d s  s i g n i f i c a n t  m o d i f i c a t i o n  t o  r e s u l t  i n  a  s u c c e s s f u l  

p r o j e c t

®  A s  d r a f t e d ,  B P  w i l l  n o t  b e  a b l e  t o  s u b m i t  a  b i d  u n d e r  A G I A

•  A s  d r a f t e d ,  i t  i s  d i f f i c u l t  t o  e n v i s i o n  c i r c u m s t a n c e s  t h a t  w o u l d  

a l l o w  B P  t o  m a k e  a  f i r m  t r a n s p o r t a t i o n  c o m m i t m e n t  t o  a  

l i c e n s e d  p r o j e c t  u n d e r  A G I A

W h y ? . . .

-  N e g o t i a t e d  r a t e  p r o t e c t i o n  u n a v a i l a b l e  u p o n  e x p a n s i o n  

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

R e s o u r c e  t e r m s  i n s u f f i c i e n t  t o  j u s t i f y  F T  c o m m i t m e n t

•  B P  i n t e n d s  t o  b i d  i f  A G I A  i s  a p p r o p r i a t e l y  m o d i f i e d

br
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K e y  C o n c e r n s  P r e v e n t i n g  B P  B i d  U n d e r  A G I A

I n  t h e  o r d e r  t h e y  a p p e a r  i n  H B - 1 7 7

•  . 1 3 0 ( 2 ) f B )  /  . 2 1 0  -  " D e t a i l e d "  d e s c r i p t i o n  o f  d e s i g n  r e q u i r e s  

s u b s t a n t i a l  c u s t o m e r  c o n s u l t a t i o n ,  e n g i n e e r i n g

-  FERC Order 2005 requires "good faith estimate''

•  . 1 3 0 ( 2 ) ( C - D )  -  C a n ' t  " d e m o n s t r a t e "  e c o n o m i c  v i a b i l i t y

- "nobody can say today whether this project is economic or not" (Mid­
American Energy); need bottoms-up cost and revenue estimate

•  ■ 1 3 0 ( 7 ' )  -  R e q u i r e s  s u b s i d i z a t i o n  o f  c o m p e t i t o r s  &  e l i m i n a t e s  

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

- contrary to ANGPA & FERC rules
- imposes unreasonable commercial risk

•  . 1 3 0 f  1 3 )  -  C o m m i t m e n t  t o  r e s e r v e  c a p a c i t y  f o r  i n - s t a t e  d e l i v e r y  

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

imposes unreasonable commercial risk
not consistent with FERC Order 20C5 [157.34(c)(8)]

•  . 1 5 0 ( a )  -  R e l e a s e  o f  p r o p r i e t a r y  i n f o r m a t i o n  t o  c o m p e t i t o r s  

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



K e y  C o n c e r n s  P r e v e n t i n g  B P  B i d  U n d e r  A G I A

I n  t h e  o r d e r  t h e y  a p p e a r  i n  H B - 1 7 7

#  . 2 0 0 ( a )  -  M u s t  a c c e p t  F E R C  c e r t i f i c a t e  d e s p i t e  c o n d i t i o n s

-  could add significantly to project cost

#  . 2 0 0 ( b )  -  M u s t  s a n c t i o n  p r o j e c t  w i t h i n  o n e  y e a r  o f  F E R C  

c e r t i f i c a t i o n ,  r e g a r d l e s s  o f  c o s t

-  failure to sanction results in loss of all data to state (engineering, design, 
contracts, permits, etc.)

#  . 2 3 0 ( a ) ( 2 )  /  . 2 1 0  -  I n  b r e a c h  i f  s u b s t a n t i a l  d e v i a t i o n  f r o m  p l a n  

s e t  o u t  i n  a p p l i c a t i o n

Unless it increases NPV, is ordered by AOGCC or isn't foreseeable
FERC, BLM, municipal agencies, Canada, etc. could require changes to 
project specs outside state control

#  . 2 4 0 ( c )  -  E f f e c t i v e l y  n o  w a y  t o  a b a n d o n  a n  u n e c o n o m i c  

p r o j e c t ;  l i c e n s e e  s u b j e c t  t o  d a m a g e s

#  . 3 1 0  -  . 3 2 0  -  F i s c a l  t e r m s  i n s u f f i c i e n t ;  r i s k  o f  n o  F T  c u s t o m e r s

"no customers, no credit, no pipeline" (TransCanada)



H o w  A G I A  c a n  h e l p  d e l i v e r  a  s u c c e s s f u l  p r o j e c t  Q
bp

•  A d d r e s s  a r e a s  o f  k e y  c o n c e r n  l i s t e d  o n  p r i o r  s l i d e s  

®  A l l o w  a p p l i c a n t s  t o  r e s p o n d  t o  S t a t e ' s  o b j e c t i v e s

-  P r e s c r i b i n g  s o l u t i o n s  u p  f r o n t  w i l l  n o t  r e s u l t  i n  t h e  b e s t  p r o j e c t

•  A v o i d  e x c l u s i v i t y  t o  e n s u r e  a  p i p e l i n e  g e t s  b u i l t

E v e n  a s  a m e n d e d ,  A G I A  c r e a t e s  e x c l u s i v i t y

-  F e d e r a l  m o a e l  e n c o u r a g e s  c o m p e t i t i o n  i n  t h e  m a r k e t p l a c e

•  A d d r e s s  f i s c a l  t e r m s  t o  e n c o u r a g e  F T  c o m m i t m e n t s  

n e e d e d  f o r  a  s u c c e s s f u l  p r o j e c t

A l l o w  r e s o u r c e  o w n e r s  t o  m a k e  o f f e r  i n  b i d

•  A l l o w  d u e  p r o c e s s  o f  a p p e a l ,  r e m o v e  p o t e n t i a l  O r d e r  

2 0 0 4  c o n f l i c t ,  o t h e r  c l a r i f y i n g  e d i t s
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