AGIA Bill Summary

Introduction:  The Elephant in the Room

It is important to recognize that the AGIA bill does not guarantee a gasline will be built.  

The reason is, whatever the state does to help the administrative and financial part of the project, there is one element that we simply can’t control.

Alaska’s gas resources are controlled, for the most part, by the large oil companies who hold the North Slope leases.  They have indicated that they would be reluctant to offer the gas for shipment through any pipeline they don’t build.  Without a commitment of gas, the project simply won’t happen.

Part 1:  Background

A natural gas pipeline is a highly regulated transportation system, much like a toll highway.  The owners of the pipeline charge a fee, known as a tariff, to customers who ship gas.  The tariff is established by a government energy regulatory agency, either the Regulatory Commission of Alaska (RCA) for an in-state project or the Federal Energy Regulatory Commission (FERC) for an interstate project.  The main factors controlling the size of the tariff are construction cost, the amount of debt versus equity in the construction cost, and the profit allowed for the pipeline owner.

Typically, a shipper of gas will contract to ship a specific volume per day for a period of years.  These transportation commitments are what enable a company to borrow the money needed to build the pipeline.  

On the North Slope, there are about 35 trillion cubic feet of proven natural gas reserves, worth over $350 billion at today’s prices.  In addition, many estimate that another 100 to 200 trillion cubic feet remain undiscovered.  For 30 or more years, most of that gas has been tied up in the Prudhoe Bay and Point Thomson leases.  Although the State of Alaska owns the gas, the leases give exclusive development rights to the large oil companies- primarily ExxonMobil, BP, and ConocoPhillips- who hold those leases.  The state has dissolved the Point Thomson lease for non-performance, although Exxon is fighting this in court.
There is significant debate as to why the North Slope gas has remained undeveloped all these years.  However, in recent years as our oil production has declined and gas prices have steadily increased, there is more and more pressure to build the line.  AGIA is based on the idea that open competition would lead to the best project for Alaska.

Part 2:  The Players

The North Slope oil producers feel they should build the pipeline themselves.  They feel that any other builder wouldn’t have the same incentive to control costs and keep tariffs low.  They also seek long-term guarantees that the state won’t increase their taxes during the life of the project.  Using a process established in the Stranded Gas Development Act, the producers negotiated a contract with the Murkowski administration.  Many felt that the contract gave too much away.  It also didn’t make any commitments to actually build the pipeline.  ConocoPhillips submitted an application to build a pipeline outside the AGIA process, which was rejected.  It too was contingent on what they call a “predictable fiscal regime.”  Recently, BP has joined forces with ConocoPhillips, and the project has been branded “Denali, the Alaska Gas Pipeline.”

Several independent pipeline companies including TransCanada expressed interest in building the Alaska natural gas pipeline, although only TransCanada submitted an application.  These are large companies that own in some cases tens of thousands of miles of pipe.  Another Canadian company, Enbridge, did not apply because of its concern that the producers won’t commit gas to an independent project, making it difficult to finance and build.  A third independent, Warren Buffet’s MidAmerican, also declined to apply, citing political corruption and instability in Alaska as the primary reason.
The Alaska Gasline Port Authority (AGPA) and the Alaska Natural Gas Development Authority (ANGDA) are two groups that have been working for years towards an “all-Alaska” pipeline that would deliver gas to SouthCentral to be turned into Liquefied Natural Gas (LNG) and exported by ship either to the west coast or to Asia.  Both of these groups submitted AGIA applications that were rejected as incomplete.  Also rejected was an application from a local company working with a large Chinese energy company, Sinopec, which wants to build an LNG project for export to China.  Last month, AGPA officials along with several Republican legislators went to China to meet with Sinopec representatives and discuss an LNG project.
There are also smaller oil companies that don’t hold large existing gas reserves, but want to explore for and find additional gas on the North Slope.  They need to ensure that any gas they find can be transported by the pipeline at reasonable tariffs.  They want to make sure that any pipeline is easily and affordably expandable.  The most prominent of the so-called “independents” is Anadarko, which is actively looking for gas in the Foothills region just south of the North Slope.
Recently, there has been renewed interest in a so-called Bullet Line which could bring small amounts of gas to market years before a large overland or LNG pipeline.  ANGDA and AGPA are also interested in the bullet line.  One concept would bring Anadarko’s Foothills gas to Fairbanks as a first step.

Part 3:  What AGIA is trying to accomplish

The Alaska Gasline Inducement Act (AGIA) sets out a process by which the state can issue a license to build a natural gas pipeline.  The licensee is entitled to certain inducements.  

The inducements are designed to move a project towards two key milestones that would make it more likely that a pipeline gets built:

1. A binding “open season” in which companies commit to ship gas through the line.  These shipping commitments are used as collateral to finance construction.

2. A “certificate of public convenience and necessity” from FERC.  This is essentially a license to operate a pipeline and a permit to start building.

To get this certificate, the licensee has to design and engineer the pipeline, acquire all necessary permits and rights of way and prove, as well as can be proven, that the project is economic.  The hope is that, once all this is done, the North Slope oil producers would no longer have any plausible reason to hold their gas back from the line.  

If the licensee can convince the producers to ship the gas they control, it will be able to secure financing and begin construction.  If it can’t, the license would revert to the state, which would then be in the position to award the completed certificate to someone else, or to pursue other means of getting access to the gas.

Part 4:  What the licensee gets

To the winning applicant, the state is offering a series of “inducements.”  These are:

· Up to $500 million as a state subsidy for “front end” work directly and reasonably related to obtaining FERC or RCA certification.  The State will pay a match of up to 50% prior to the first open season, and up to 90% after the open season and before certification. 

· An AGIA coordinator and expedited permit review.  No conditions may be placed on any state permits that are not specifically required by law.

· A state training program for both construction and operations workers.

Part 5:  What the producers get

The bill also offers inducements to any producer who agrees to ship gas through the pipeline during the first open season:

· A ten-year tax freeze on their gas production (PPT) taxes.  If the state raises taxes during the ten years after gas starts to flow, the company would not have to pay the amount of the increase.

· Modification of how royalties are calculated, to minimize after-the-fact royalty adjustments.

· Limitation of the state’s ability to switch between “royalty-in-kind” and “royalty-in-value,” which means it will be easier to schedule gas flow through the pipe.

Part 6:  What the State Gets

To qualify for the licensee inducements, an applicant must meet a number of the state’s minimum application requirements, known as “must haves.”  Although these comprise a lengthy part of the bill, they can be summarized into four basic categories:

· Procedural requirements:  application submitted on time; details on the route, capacity, timeline, and budget; economic and technical analyses; strategies related to Canadian permits or LNG shipping logistics.

· Tariff controlling measures:  specific timelines for open season and FERC applications; state’s matching contribution; debt / equity structure; management of cost overruns; treatment of pre-owned assets.

· Expansion requirements:  regularly assessing new demand and expanding when demand is there; committing to rate-sharing between old and new shippers.

· Other state benefits:  in-state delivery points and distance sensitive rates; local hire, contracting, and headquarters; project labor agreement; gas utility loan fund.

Part 7:  Public Review

There were five applicants:  TransCanada, AGPA, ANGDA, Sinopec, and a local company called AEnergia that also planned an overland pipeline.  In January, the administration determined that only TransCanada’s application met all the “must haves” and was complete.

There was then a 60-day public review and comment period that ended in March. 

Part 8:  Administrative Review

Over the past few months, aided by about $13 million worth of consultants, the Administration has reviewed the TransCanada application.  They have also analyzed the ConocoPhillips / BP / Denali project and a theoretical LNG project.   Per AGIA, the lead officials are Revenue Commissioner Pat Galvin and DNR Commissioner Tom Irwin.  However, the head of the review team has been Deputy DNR Commissioner Marty Rutherford.  

Applications were reviewed in two ways; one relatively objective, the other highly subjective:

1. Value to the state:  Using a model that compensates for the time value of money at different interest rates, the commissioners will compare how the proposals will generate revenue for the state over time.  These figures will be influenced by timelines, estimated transportation costs, methods of controlling cost overruns, capacity, and the amount and timing of state funds used in the initial phases.

2. Likelihood of success:  The numbers generated in part 1 will then be weighted by considerations such as the applicant’s financial resources and experience, and the reasonableness and feasibility of what is proposed.

Part 9:  Legislative Review

On May 22, the commissioner announced their intention to recommend TransCanada to the legislature.  They published a notice of intent to award a license, and released their official findings.  Upon formal delivery of the notice to both bodies on June 3, the clock starts ticking on legislative approval.  The legislature has 60 days to pass a bill to authorize issuing a license.  The 60th day is August 2, 2008.
Part 10:  After Legislative Approval

If approved, the license is issued and the licensee can begin field work.  Per AGIA, the first binding open season must be within 36 months of receiving the license.  TransCanada’s contained a timeline contingent on receiving the license in April of this year, so they have had to adjust the dates.  According to TC’s June 6th presentation, they indicated plans for completing an open season in July 2010, with a FERC application pre-filed by April 2011.  FERC certification is estimated by June 2014 and the final go / no go decision that year.  
The next step after certification is called project sanction, defined as the first procurement commitment in excess of $1 billion.  It is, in essence, the beginning of construction.  If, at the time of certification, the licensee has the ability to finance the project (defined as having either gas committed to the pipe, or government financing), the licensee has one year to sanction the project.  If at that time the licensee doesn’t have the ability to finance construction, they have five years.  
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