GASLINE TRANSITION REPORT

Alaska is at the doorstep of a great opportunity to commercialize its vast North Slope gas reserves and create thousands of jobs for Alaskans, provide Alaska communities access to environmentally sound fuel and contribute millions of dollars to Alaska’s treasury.  No project on the horizon can provide the level of benefit to Alaska like the construction and operation of an Alaska Highway gasline. Development of Alaska’s North Slope natural gas has been a key priority of the Knowles/Ulmer administration and significant work and progress have been made.    

The momentum created by Governor Knowles to commercialize Alaska gas must be quickly seized upon and carried through by the incoming administration.  This must be done while ensuring the protection of Alaska’s interests in the midst of federal and state legislation and negotiations with oil and gas companies.

This white paper highlights key accomplishments made by the Knowles/Ulmer administration to advance gasline development and key steps necessary to continue advancement of an Alaska gasline project.  It lays out key findings of the Alaska Highway Natural Gas Policy Council, identifies studies undertaken by the state to help define Alaska’s interests, and defines key issues surrounding fiscal clarity and fiscal incentives.

Key accomplishments of the Knowles/Ulmer administration to Develop the Alaska Highway Gasline Project

Through administrative action, key legislation, and public advocacy Governor Tony Knowles advanced development of an Alaska Highway natural gas pipeline project and defined the state’s “must have” 

gasline positions.  He insisted on a route following the Alaska Highway through Alaska, Alaska hire, use of Alaska businesses, Alaskan access to gas, and a fair share of revenues for Alaskans.  The Governor met with the top officials of Alaska's major oil and gas producers, co-sponsored a national natural gas summit attended by experts from over 40 states, and traveled to Washington, D.C., Houston, and Ottawa, Dawson City and Calgary, Canada, to advocate for the project at the highest levels.
Key actions included:

· Leading fight against environmentally damaging “over the top” route. Convincing U.S. Senate to incorporate provisions into national energy bill encouraging an Alaska Highway Gasline project and meeting Alaska’s access needs.

· Convincing the nation's governors to unanimously endorse an Alaska Highway gas project in 2001.

· Forming Alaska Highway Natural Gas Policy Council to solicit views of Alaskans. The Council, comprised of business, labor and local government leaders, legislators and state officials, held 37 public meetings and developed 61 recommendations to ensure Alaska’s interests are protected in 

gasline development.

· Creating Natural Gas Pipeline Cabinet, directing state agencies to work for timely permitting and right-of-way preparation. To further streamline permitting, the centralized, multi-agency Gas Pipeline Office was created.

· Unveiling innovative initiative to reduce cost of constructing gas pipeline by utilizing Alaska Railroad tax-exempt bonds.

· Introducing and pushing for state legislation to negotiate more flexible fiscal terms to help provide economic incentives and certainties for a gasline.

· Backing a 2002 state lease sale resulting in the largest acreage ever to be leased—a record 1.1 million acres in the predominantly gas-prone North Slope Foothills.  Further evidence that industry leaders are responding to growing momentum for an Alaska gasline.

Gas Pipeline Office

Department of Natural Resources
In January 2001 Governor Knowles issued Administrative Order 187 establishing the Gas Pipeline Office (GPO) within the Department of Natural Resources (DNR) to coordinate state permitting of a gasline designed to transport North Slope natural gas to market. The consolidated, multi-agency GPO was staffed with 12 personnel, which included a Gas Pipeline Coordinator and project staff from DNR, and liaisons from the Departments of Environmental Conservation, Fish and Game, the Division of Governmental Coordination, the Bureau of Land Management, and the Minerals Management Service. Additional assistance was provided by the Departments of Law, Transportation and Public Facilities, and Labor and Workforce Development.

Over the next 18 months the GPO accomplished the following activities:

1. Development of requirements for issuance of a state right-of-way lease for the Alaska Natural Gas Transportation System (ANGTS).

2. Review of preliminary draft right-of-way lease application documents submitted by Foothills and provision of technical assistance to facilitate an application.

3. Completion of multi-agency permits and approvals for trenching trials conducted at North Slope and Fairbanks area sites.

4. Completion of organization, indexing, and filing of several thousand historical gas pipeline documents. 

5. Completion of a preliminary state land title report for the ANGTS right-of-way.  A website for internal and public review and use was completed and is currently available. 


In late May 2002 Foothills requested the GPO cease further processing of their preliminary right-of-way lease application submittals.  Other potential applicants (consortium of ConocoPhillips, ExxonMobil, and BP) ceased funding for on-going GPO work. Due to a lack of continued funding for the GPO and additional gas pipeline work, the office closed on August 22, 2002. Prior to the office closure, all GPO documents and files were organized, indexed, and transferred to archives at the Joint Pipeline Office.

Key Recommendations and Findings of the Alaska Highway Natural Gas Policy Council

With the signing of Administrative Order 188, Governor Knowles created the Alaska Highway Natural Gas Policy Council.  The Governor asked the council to conduct statewide meetings to obtain the views of Alaskans on how the state could best promote a gas commercialization project and maximize benefits for Alaskans.

Through the spring, summer, and fall of 2001 several hundred Alaskans met in community meetings around the state to advise the council on issues involving natural gas policy and the construction of a natural gas pipeline from the North Slope to the lower 48. The results of those efforts are the recommendations in the report given to Governor Knowles.  Following are some of the key findings:

Alaskans Opposed to Over-the-Top Route

A southern pipeline route through Alaska’s Interior, the Alaska Highway route, will best serve the nation’s and Alaska’s interests.  The apparent cost advantages of an alternative northern offshore pipeline route are illusory because of construction challenges and probable environmental permitting delays posed by the difficult offshore Arctic ice-pack environment.  A northern route would rely on construction technologies never attempted, at that scale, in a difficult Arctic offshore environment. A northern route was rejected because it would have provided fewer jobs for Alaskans and made spur lines and tie-ins for local consumption less feasible.  

Access for In-State Gas Use and Future Opportunities

Access to North Slope gas for in-state use is paramount.  Taps should be at strategic locations or “hubs” along the pipeline from which natural gas and natural gas liquids, such as propane and butane, would be supplied for local and regional distribution, and electricity would be generated and distributed.  To meet clean energy needs in Fairbanks, Anchorage, and other communities, spur gas pipelines could be constructed.  The state’s option to take its royalty gas in-kind must be retained.  Sales of royalty gas to companies other than producers will foster competition, leading to greater values and more benefits to residents.

AlaskaHire/Buy/Build

Alaska residents and contractors should be employed on a gasline project when they are available and qualified.  In turn, contractors should be encouraged to employ and train Alaska residents.  Alaska hire practices, similar to those written in the BP/ARCO merger Charter Commitment, should be sought for the Alaska Highway natural gas pipeline and facilities.  Every effort should be made to ensure that the needed gas production facilities are constructed in Alaska.  Training for Alaskans should be encouraged, and funded if necessary, to realize the important goal of strengthening the skills of Alaskan workers so they may participate in the construction of a gas pipeline and related facilities. 

State Ownership/Creative Financing Options

The state should not invest directly in a gas pipeline project unless there is clear evidence of economic benefits to Alaska that cannot be achieved through other regulatory or political mechanisms.  However, a public financing vehicle, such as a public authority, could play an important role in financing segments of the pipeline because of possible tax exemptions.  The state should explore creative financial structures to facilitate all or part of a gas pipeline and/or in-state gas infrastructure, provided such entities finance their activities through private markets.

Assuring Environmental Protection

The Alaska Highway route is the environmentally preferred route.  State and federal agencies must be adequately funded to perform the necessary oversight of pipeline construction and operation.  Processes for effective public involvement need to be implemented and experience gathered from the building of the Trans-Alaska Pipeline System drawn upon.

Federal/International Action

Recognizing the importance federal action would play in the development of a gasline project, the Gas Policy Council developed ten key principles relative to federal legislation surrounding three central themes: access for in-state gas consumption and future opportunities; mandate of a highway route; and aiding project economics by reducing the risk associated with the development of such a large project. These provisions became central to Governor Knowles’ efforts in Washington D.C.

The council also analyzed the dynamics within Canada at the local, state, and federal government levels and how a myriad of differing opinions regarding the route could impact the advancement of an Alaska Highway project.

U.S. Federal Legislation

Governor Knowles strongly advocated the key provisions formulated by the Gas Policy Council before the Senate Natural Resource Committee in October 2001, followed by an assortment of personal visits with members of Congress.  The Governor also met with President Bush and the Secretaries of Energy and the Interior along with other key members of the federal administration in advancement of ANWR and the Alaska gasline project.

Alaska Governor’s office director John Katz, with the assistance of the Departments of Law, Natural Resources, and Revenue, spent months negotiating with the producers and the Congressional delegation on key provisions in pending federal legislation to protect Alaska’s interests.

Significant progress was made in the energy bill regarding treatment of Alaska.  Some of the key provisions that currently have the support of the conference committee include: 

· Prohibiting federal approval of the over-the-top route

· Directing the federal coordinator to coordinate with the State of Alaska

· Restating existing law to state that Alaska retains exclusive jurisdiction to regulate local distribution of natural gas

· Authorizing $20 million for an Alaska pipeline training program

· Authorizing the Federal Energy Regulatory Commission (FERC) to order expansions of the pipeline

· Requiring the FERC to adopt rules for open seasons

· Directing the FERC provide access to the pipeline for the transportation of state royalty gas for in-state consumption, provided rates to existing shippers are not increased

· Directing the FERC to confer with the State of Alaska before setting intrastate pipeline rates applicable to off-take points on the pipeline

· Providing for a study of Alaska in-state needs for gas, including tie-ins

As of this writing, further action on the pending energy awaits the return of Congress on November 12.  Remaining items of key concern include the addition of federal fiscal incentives, including a commodity price support and treatment of Alaska royalty gas relative to federal incentives.

Four federal fiscal incentives for the gas pipeline are still under consideration: a loan guarantee, investment tax credit for the conditioning plant, accelerated depreciation on the main pipeline, and commodity price risk protection.

The Congressional delegation and the Governor’s D.C. office argued strenuously that any incentive package must include a meaningful version of the commodity risk provision.  Deliberation regarding federal fiscal incentives will likely take place in mid November.

The state has developed a memorandum concerning the treatment of state royalty gas under the approach to commodity risk.  This memorandum argues that purchasers of state royalty gas, in value or in kind, should receive the same tax credit under section 29 of the Internal Revenue Code as do other qualified taxpayers.  The memo also addressed the concern about ensuring that all producers of North Slope gas are treated equally in the incentive package, whether or not their gas flows through the conditioning plant.

Utilizing the Railroad’s bonding authority to finance the gas pipeline

In February 2002, in response to a key recommendation of the Alaska Highway Natural Gas Policy Council that the state pursue creative financing for the gas pipeline that did not involve state ownership,  Governor Knowles unveiled a unique proposal for financing the transportation of Alaska natural gas to market with tax-exempt bonds issued by the Alaska Railroad.  

Through Goldman Sachs of New York and the Anchorage bond counsel firm of Wohlforth, Vassar, Johnson & Brecht, the administration learned that under federal law, at the behest of previous Alaska Congressional Delegation action, the Alaska Railroad could issue tax-exempt bonds for a project, even if that project was built and owned by private enterprise.  Tax-exempt bonds would save money because the developers of the gas pipeline would pay a lower rate of interest on the money they borrow to build the project.

The Governor directed the Department of Revenue to thoroughly review the legal and economic aspects of the concept. Experts consulted by the Department responded favorably.  The legal basis for the exemption was solid.  They also confirmed that railroad bonds could finance the Canadian portion of development and would not affect the railroad’s bonding capacity.  And, depending on assumptions, the savings to developers from using tax-exempt financing would be around one billion dollars in present value.

Governor Knowles introduced legislation for the necessary state approval to allow the railroad to begin the process and ultimately issue the necessary bonds for the project.  The legislature did not act on this measure.

Sale of Royalty-In-Kind Gas

The Department of Natural Resources initiated the process to sell state North Slope royalty gas in September 2001.   There were two reasons for this recommendation: first, a unique market opportunity arose as potential shippers in a North Slope gas pipeline would have to commit soon in an open season to participate in the pipeline’s construction in the timeframe then promoted by the Prudhoe Bay Unit producers; and second, undiscovered gas resources on the North Slope might be stranded if lessees who planned to explore there had no gas reserves to “backstop” their commitment in the open season.  

The Department prepared preliminary best interest findings, held a public hearing of the Alaska Royalty Oil and Gas Development Board (Royalty Board), and called for public comment on the sale.  In December 2001 the department solicited offers for royalty gas to be produced from the Prudhoe Bay and Pt. Thomson units, should a gas pipeline be built.  In January 2002 the Division of Oil and Gas received four offers and by March 2002 negotiated contracts with Anadarko Petroleum Corporation and EnCana Corporation (formerly Alberta Energy Corporation).  These contracts await review and approval by the Royalty Board and Legislature.

Key Issues Surrounding Fiscal Clarity and State Incentives

The Departments of Revenue, Law, and Natural Resources have been engaged in ongoing discussions with North Slope oil and gas producers to explore the need for new approaches to state taxes and royalties that might help advance a gasline project.  The producers are seeking new methodologies that will provide a simple, clear, and predictable framework for projecting state taxes and royalties over the life of the project.  This administration shares these goals.  Because of the unprecedented size and duration of the project, and the complex tax and royalty issues for gas that could arise, further discussions in pursuit of these goals are warranted, particularly as they are linked to removing hurdles from project development.

Studies contracted by the administration with noted expert Pedro Van Meurs, in conjunction with the subsequent Stranded Gas Act introduced by the administration and enacted in 1998, laid a good foundation for further such discussions.  That law, which provided for the development of a contract in lieu of certain taxes that could remain in place over the life of a project, would permit long range fiscal certainty to the project.  Legislation submitted by the last Legislature and the Knowles Administration would have extended the original Stranded Gas Act and applied it to all types of gas development projects.  This legislation should be pursued by the next administration and legislature.

In such discussions, the state should be striving for a “revenue-neutral” approach that provides a fair return to the state while providing a positive and predictable fiscal environment for the project.  Many complex issues will require more study and analysis in order to bring about long-range, fair, informed, and predictable results.  It is assumed that any substitution of the current tax and royalty methodologies or lease terms will require legislation.  Therefore, more study of things like gas markets and values, use of liquids, treatment of field and processing costs, and other issues will be required to support any legislative proposal.

In discussions of fiscal issues it is appropriate that further assurances are also sought for topics of importance to the state and Alaskans.  It is appropriate that issues such as access to gas for in-state use, access to the pipeline by future producers, Alaska hire, and use of Alaska businesses be brought to the table.

Beyond fiscal certainty issues, certain changes in state and local taxation that provide an incentive for gasline development may be appropriate.  For example, Van Meurs’ recommendation  that property taxes on the gasline and related infrastructure be deferred until construction is completed and the gas is producing revenues should be pursued.  This “back-loading” of property taxes could relieve significant initial costs to the project before cash flow from gas sales is achieved.  Any negotiation and subsequent legislation on this approach should take into account the fiscal impacts on local governments that normally would share in the property tax revenues.

During the 2002 legislative session, several proposals emerged to create state incentives to stimulate the sale of North Slope gas.  Significant progress was made towards an agreement on property tax incentives and commitments benefiting Alaskans after a series of intense discussions between legislative leaders, Knowles-Ulmer Administration officials, and executives with North Slope gas producers.  

In addition to providing tax-free financing through Alaska Railroad Corporation bonds, the proposals included deferring state and municipal property taxes during construction of the natural gas pipeline and, in one proposal, deferring the property taxes during the first year of operation of the gas project.  In return for granting deferral of property taxes, the state was looking for assurances that the construction project would use Alaska workers, contract with Alaska businesses, and move ahead quickly to apply for necessary permits so that natural gas could start moving to market by the end of the decade. The legislative session ended before final action could be taken.

Continued Cooperation with Canada Including the Progress of the Alaska-Alberta Council

Governor Knowles made relations with Canada a top priority in the advancement of a gasline project.  A number of trips were made to Canadian provinces and territories as well as to the federal capital to lobby for the Alaska Highway route and work on areas of cooperation.

As mentioned earlier, the Governor traveled to Ottawa, Dawson City, and Calgary, to advocate for the gasline and build positive relations within Canada.  The Governor met personally with Prime Minister Chretien and corresponded with Canadian officials at the federal, territorial, and provincial levels of government.
The Yukon government in particular became a strong ally to Alaska through efforts of Governor Knowles and the Alaska Legislature.  Continuing to foster this positive relationship should be a key priority for the incoming administration.  

Another key element of this strategy was strengthening Alaska’s ties with the province of Alberta.  Recognizing existing strong economic ties and potential business and cultural opportunities between the State of Alaska and the Canadian Province of Alberta, Governor Knowles and Alberta Premier Ralph Klein signed a Memorandum of Understanding and Cooperation in June 2002, agreeing to work together on issues of common interest.  One key element was the creation of an Alaska-Alberta Bilateral Council designed to advance areas of cooperation between the state and province, from energy development and improved transportation links to aboriginal issues and northern health improvements.  Seventeen Alaskans were appointed to the council by Governor Knowles.

The Council will pursue the following objectives:

a) Promote common goals by encouraging cooperation and understanding between

governments, businesses, legislators, and citizens of Alaska and Alberta

b) Develop informal dispute resolution processes to address potential cross-border concerns

c) Work cooperatively to influence our respective federal governments' policies and decisions

in areas of interest to both regions, and in recognition of the fact that certain issues are beyond

the jurisdiction of Alaska and Alberta

d) Learn from each other's best practices and the world-class expertise in specific sectors

that are found in both jurisdictions.

Meetings of the Council are slated to be held annually, alternating between Alaska and Alberta.

As of this writing, appointment of the Alberta council members is pending and a tentative meeting is scheduled for mid November.
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