Who Will Build an Alaska Gas Pipeline?
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If the gas pipeline debate doesn’t reach peaceful conclusion soon, it’s likely Alaska’s next generation will still be struggling to commercialize North Slope gas.  If a North Slope gas project isn’t initiated in the next two years, offshore LNG imports, clean coal technology, eastern offshore Canadian gas and Gulf of Mexico exploration could satisfy America’s demand without help from Alaska.  These are the ways this generation could free the Alaska North Slope’s 35 TCF (i.e. trillion cubic feet) of proven gas reserves:

· Southern Route (i.e. Alaska Highway Natural Gas Transportation System alternative). 

· Northern Route (i.e. Prudhoe Bay to the Mackenzie Delta and down).. 

· LNG route to Valdez or Cook Inlet.

· combination of the above.

· conversion someday to GTL (i.e. Gas to Liquids, known as ‘clean diesel’), and moved south in the Trans Alaska Pipeline.  

Congress, now breaking this week for summer recess, will return in September and a top priority will be passing an energy bill.  Their actions will heavily influence the gas pipeline outcome, probably before Halloween.  A successful solution will demand that this generation learn to compromise.  Without compromise, success and Congressional momentum could be lost.

Single minded in their support for an Alaska Highway gas pipeline, Alaska’s legislature and governor put into law a prohibition against investors building an unpopular yet less expensive Northern Route, in spring of 2001.

Before their summer recess last year, the republican-controlled U.S. House passed H.R. 4, their version of the national energy bill.  Of interest to Alaskans, that bill included a provision supporting modest ANWR development and prohibiting the Northern Route.

The Democrat-controlled Senate knew sufficient votes existed in the Senate Committee on Energy and Natural Resources to develop ANWR.  So Majority Leader Tom Daschle, with support from Committee Chairman, Jeff Bingaman, did not produce a Committee bill.  Instead they introduced their own version on the floor of the Senate without passing it through the jurisdictional committee.  Their version of the H.R. 4 energy bill passed earlier this year.  It rejected the ANWR provision but, with support from environmental lobbyists, was especially helpful to an Alaska Highway gas pipeline project in several ways, including:

· giving regulatory enabling language considered vital to producers.

· also prohibiting the Northern Route.

· authorizing a $10 billion taxpayer supported loan guarantee.

· providing a taxpayer supported $3.25/mmbtu (million btu, about 1 thousand cubic feet) floor price for Alaska gas delivered to Alberta.  While gas producers could deduct amounts below $3.25 from federal taxes, they would repay deductions when the price of gas exceeded $4.875/mmbtu.

Meanwhile, U.S. Secretary of Energy Spencer Abraham, the Canadian government and some lower 48 and Canadian gas pipeline and producing companies oppose government acting to prohibit competition in a free market (i.e. banning the Northern Route) and also oppose Federal financial support for the project.

This month, Members of Congress are focused on home-state R&R and November election campaigning.  A conference committee of House and Senate members will construct the energy bill’s final language.  Their staffs, the White House staff and a bevy of lobbyists continue negotiating while their bosses vacation.  The Canadian Embassy and governments of  the Yukon and Northwest Territories are pushing their positions with Washington’s leaders.  Two of many unpublicized compromises recently discussed among the groups involve changing the gas price floor guarantee, making it $1.25 at the North Slope wellhead location vs. Alberta, and guaranteeing Canadians will have construction of their Mackenzie Valley gas pipeline first.  It will be hard to achieve agreement since the changes still provide federal financial guarantees and since prohibition of the Northern Route is distasteful to some.

In the backdrop, Alaskans face a potentially catastrophic fiscal crisis.  Our government is spending $1 billion more than we take in annually, using savings accounts that could vanish by fall of 2004.  An Alaska gas pipeline could reduce the deficit somewhat, but even under positive scenarios a project wouldn’t produce income to the state before the end of the decade.

During this month of intense gas pipeline negotiations, all Alaskans have a stake in the outcome.  Will Alaska continue dictating gas pipeline terms to industry, or work with industry to achieve an economic gas project this decade?  Will Congressional momentum intensify or stall?  In future weeks, we’ll outline options and changing conditions, so that Chronicle readers can reach their own thoughtful conclusions.
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