. MEMORANDUM State of Alaska

TO:

FROM:;

Esther Wunnicke PATE: " January 20, 1983
Commisiconer of Natural Resources . . o
" 4800.25.AA

ELEPHONE NO:
TELEPHO %2400

Mark Wittow SUBJECT: Comments on the

Special Assistant Governor's Econonic
: Ct. Gas Report

You have asked for & brief analysis of the January 1983
report by the Governor's Economic Committee on the
feasibility of a Trans-Alaska Gas System (TAGS). TAGS would
carry unconditioned natural gas and gas liquids from Prudhoe
Bay to a Kenai Peninsula tidewater site for liquefaction and
subsequent export to Pacific Rim buyers. It would be
constructed in stages, transporting 950 million cubic feet
per day (mmcfd) of raw gas in its first stage, and 2,830
mmcfd at full capacity. The project is proposed as an
alternative to the somewhat moribund Alaska Natural Gas
Transportation System (ANGTS), which has been unable to
obtain the necessary financing to begin construction.’

The conclusions of the report cite four main advantages
FOI&TAGS, which are restated below:

1. Flexibility/Markets

TAGS would enable North Slope gas to be marketed
anywhere an LNG tanker could dock, with Pacific Rim
countries as the potential purchasers. Markets would
include Japan, Taiwan, Korea and the western U.S., as
opposed to the U.S. markets to which ANGTS is constrained.

2. .Higher Netback Value

LNG is currently sold in Japan for the BTU-equivalent
price of crude ¢il. 1In the U.S., the prices paid for new
gas have been about 407 below parity; hence, sales to Japan
would result in comparatively higher prices if
transportation costs are similar.

3. Phasing

The phased nature of TAGS lowers the amount of capital
that must be raised for the initial construction of the
project, and enables later segments to be financed from the
cash flow from the initial segment.
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4, Liquids to Tidewater

TAGS would carry gas liquids, the feedstock for
petrochemical manufacture, without requiring a separate
pipeline, as ANGTS would,

The conclusions also state that TAGS 'can be built,"
A detailed review of the report ralses serious questions
about the ultimate feasibility of the proposal. However, a
judgement by the State as to whether ANGTS or TAGS is
preferable is largely irrelevant, since the State is not
capable of playing a lead role in either project. That role
can clearly only be played by the major North Slope
producers - Exxon, ARCO and Sohio. Although the State
should recognize that its interests may sometimes diverge
from those of the producers, it cannot carry a major project
without them,

The key questions raised by the report's analytic
portion are desecribed below. The current unwillingness of
the producers to drop their support for ANGTS in favor of
TAGS is largely explained by these considerations,

- Alaska gas will have a tough time cracking Pacific
Rim markets, given the availability of supplies from other
gsources with lower transportation costs, such as Indonesia,
Malaysia and Thailand, Australia and Canada, and potentially
from Middle East countries with substantial gas reserves.
Demand for LNG in Japan will grow a great deal - but
supplies available from these other sources may limit
Japan's ability to. take-the large gquantities of Prudhoe gas
delivered by TAGS, At Phase I, the volume would be
comparable to the quantity currently supplied by Indonesia,
Japan's largest LNG source to date. At full volume, TAGS
would deliver gas almost equal in volume to Japan's present
total consumption. Other Pacific Rim countries expect to
use relatively little LNG. (In compariscn, at more than
double the capacity of TAGS Phase I, ANGTS would deliver gas
equalling only 47 of the U.S.'s present consumption.)

Although the Japanese market probably looks better than
ANGST's U.S. market at this point in time, Japanese
customers are far from ready to make the kind of commitments
necessary to finance a project in Alaska,

-- Even assuming the sale of gas to the Pacific Rim,
the project is marginally feasible, if at all. The economic
analysis section of the report declines to state conclusions
concerning the feasibility of the project, and discusses
several possible scenarios that show a negative return to
project sponsors and to the state as well. Other problems
include capital availibility and cost. The assumed higher
sales price in Japan does not provide a clear return after
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transportation costs are considered. (Similar problems
plague ANGTS.)

. == Federal action would be required for the project to
move forward. Congress would have to amend the Alaska
Natural Gas Transportation Act of 1977 to permit a project
other than ANGTS to carry Prudhoe gas to market, in addition
to a variety of regulatory approvals that the federal
executive branch would have to make, As always, Eastern and
Midwestern Congressmen would have problems with encouraging
the export of U.S. energy to Japan. The project may have a
chance of succeeding as a component of a major U.S.-Japanese
trade package. (State Dept. sources report that they will
not discuss Alaska gas exports with Japan while ANGTS has
the backing of the producers.}

-~ TAGS would improve the potential feasibility of
petrochemical development in Alaska. However, as the report
states, it will be many years before this industry even has
a chance to succeed in Alaska, given present market
conditions and the development plans of other major gas
producers. TAGS would not, by itself, make petrochemical
development in Alaska possible.

On a positive note, the report is an excellently
conceived alternative proposal, and would form a sound basis
for a new project if the producers were to sever their
current allegiance to ANGTS. The TAGS report shows that
the analysis performed by the State in 1975-77 before
supporting the El Paso LNG proposal is still wvalid today -
ANGTS holds no special magic for Alaska, other than its
authorizations and existence. But the half a billion
dollars spent developing that proposal will not be easily
given up by its participants. When the coffin is lowered,
the State would de well to encourage consideration of TAGS,
Until then, it would be unwise to bury a still breathing, if
comatose, project without the power to grant new life to a
successor. In conclusgion, I do not think that the TAGS
report justifies action by the State at the present time.

Two pipeline companies who were members of the ANGTS
consortium have written off the project in recent weeks.
Their actions could prove to be the first step in the
collapse of the ANGTS project - it is too early to tell at
this point in time. Tf ANGTS collapses, the State should
reassess itsg position concerning North Slope gas.

A bit of perspective: the U.S.S.R. has been able to
obtain contracts for less than half of throughput of its
gasline to Western Europe, and Alberta producers are now
attempting to block Dome's proposed LNG export to Japan, due
to the low netback value of the gas to be supplied for that
project.
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I have concentrated on the major conceptual points of
the TAGS report, and have not discussed the specifics of the
guantitative analysis. I would be happy to provide further
work in that area cr on any other issues in the report of
further interest, if you wish.

cce: Robert Maynard, AGO
Ronn Ripple, OMB, Strategic Planning
Ben Schlesinger
Bruce Pasternack
Robert Loeffler
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1/20/83
" fvaluation of "Trans-Alaska Gas System JAN R1 19&33
Economics of an Alternative for North Slope Gas" |

Overall Azsaesament

The proposed Trans-Alaska Gas System (TAGS) is at a stage of
development egquivalent to ANCTS in 1976, 4{.e,, prior to
expendilture of 5700 million and 8ix years of work on data
acquisition, planning, and government approvals. Major problems
exist with regard to: (1} an unrealistically low cost estimate,
{2) graatly underestimated lead times for goverpment-related and
engineiiing requirements, . (3) major unanticipated controversiens
3

over environmental matters, (4) gross oversimplifieation of
financing reguirements, and (5) unrealistiec assumptions. regarding
political aceeptability of major gas exports ta Japan,  The
- eomparilson herein is with the ANGTS  facilities in Alaska
sponsorgd by the Northwest Alsskan Pipeline Company (NWA). 1/

'Unrcaligiiqglly Low Cost Estimate

= A TAGS cost of 58.2 billion for the pipeline compared to
$10.9 billioh for ANGTS's Alaeka pipeline segment, excluding
the  contingency for abnormol events in Alaska, is not
credihle becausa TAGE would involve: .

- SeventyffiVe (75} miles gréater length.

- Fourteen {14) compressor stations va, HWA's sgeven
(7). (Note: For essgentially comparable volumes of
processed agas, with C02 removed. Traneporting 12-13%
co, would be expenmive®and inefficient.)

- Pifteen (15) miles of major water crossinga (Cook
Inlet), a technically feasible but extremely
diffilcult and expensive undertaking. '

- NHo apparent allowance for mitigating environmental
problems, especially south of Livengood==national
park, wetlands traversed, ate.

177 Th& Alasks Gegment of ANGTS and TAGS are roughly comparable

in terms of net gas delivery capability, after 002 removal,
of about 2.5 befd, notwithstanding the fact that “ANGTS has
been limited by the State to an initial delivery rate of 2,0
befd. It should be noted that facilities comprising about
one third of the total ANGTS system, including seqments in
Canada and the lower-48 States, have already been
successiully fipanced and placed into operation.

(Hickel Commit¥ee Report) ~ H. W, MOLES
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-~ No evidence of any copiﬁg with frost  heave
problems~~-a major undertaking for NWA over past five
years,

- Inadequate consideration of need for heavy wall pipe
within highway and railroad righta-of-way.

—'No apparent allowance for data aequisition (e.q.,
surveying, environmental, borehole drilling, soils
teating), adegquate  refrigeration te cover gas
temperature fluctuations, and temporary construction
facilities. The latter item alone' aceounted for 15?
of the NWA cﬁqf edgtimate.,

TAGS conditioning facility at $1.4 billion is groasly under-

" egtimated in comparison to %4 billion for ANGTS, even taking

into conslderation a premium for North Slope construction.

Report assumes no capital costs for initial compression
station on North Slope by use of existing producer
reinjection compressors. This probably is unrealistic in
light of past producer statements. Additional costs
required would be about 81 billion, according to the Hickel
Report.

In geveral placea, a sgtatement 1is made that "a liquids
pipeline estimated to cost in exccs® of two billion dollars
is eliminated."” It should be noted that ANGTS does not
reguire any guch liquids pipeline. NGL liqulds in AHFTS Aare

. ghipped in thF gas pipeline or in TAPS.

Inadequate Recognition of Technical and Scheduling Problems

B it

The report assumes only a two-year lead time beofore.

compencemant of construction., Thia is grossly inadeguate

becausqg:

o

=~ From |Livengood Scouth, the intrnded route has received
no field teesting or other engineering work, =2.4.,
borehole drilting, eoils testing, environmental
studies, etc,. Even to obtain government permits to
conduct these preliminary activities is a time-
consuming process., A massive amgunt of data will
have to6 be acquired under adverse climatic
conditions, and considerable additional time will be

' requirﬁd for its annlyQis.

- The Irppnrt sphows little concern for and misunder-

standing of geotechnical/geothermal effects under
Arvt#r and sub-Arctic conditions. For example, a

i
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flawed understanding of the frost heave problem is

exhibited by & pipeline routing into “"thawed"

floodplain soils ncrth of and throughout the Brooks

Ranqe; .

| _
~ Schedules in the report appear to have overlooked the

time fteguired for such items as: (1) establishment of

West !Cpast fabrication sites, (2} bid cycles for

aquiphent and major contracts, and (3) negot11+1on of

a project labor agreement.

- Compréssor stations: were located by hydraulic
analygisg, without regard +o environmental or
constiuction considerations. For example, compressor
statiébns are placed in Atigun Valley and adjacent to
Mk, McKinley National Park, which may dramatically
influénce costs.

- A 36 inch diameter pipeline would scverely restrict
the capacity for potential future growth and would
require very expensive looping in lieu of simply
adding compression as planned for ANGTS to reach 3.4
befd, TAGE would be a poor choice ih view of
pntential gas reserves on North S5lope of 150 Tcf.,

Environmantal Mattors Ignored.

Loz

With madjor new routing, partly through virgin territory, a
new environmental impact statement (EIS) would be required,
taking &t least two years.

With ANCTS, 90% of environmentally sensitive areas are porcth
of Fairbankas. TAGS would have all of the same problems plus
major environmental issues to the south. Numerouszs highly
sensltive areas would bhe traversed: national park and
wilderness areas, wildlife preserves and refuges, and State

parksa,

Significant air quality concerns axist with at least four
compressor sites, (#4-Atigun Valley, no dispersion, #10 and
$11 near Mt, MecKinley National Park, Class No. T area, #£14
Kenai National Wildlife Refuge), ‘

Tanker traffic control is problem in Cook Inlet==identified
in early FPC hearings.

Financing

e

TAGS has no buyers or project sponsors as does ANGTE,
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- TAGS is built on a series of highly caveated gross
assumptions and cannot be validly compared to ANGTS which
has undergone detailed scrutiny in its cost estimate and

other planning,

- A 20% ccntinqcncy at +his atage of development is un-
realisticallv low. :

- “Component finahcing concept (breaking the project into
amaller parts to ease financing) is totally useless uhless
the entire system {8 commlitted teo in advance. whlch will be

ragquired by lendpra.

- Aesumption that 8tate of Alaska  tax-exempt bonds under
Saction 103 IRC might be used to finance liguefaction

facilities is highly gquestionable.

==  Copgressional and  regulatory actions and engineering,
environmental, and legal studies to even begin developmoent
of a realistic financing plan would take a minimum of four

years.

- Competfitive praposalé for aupplying Japanese markets have
not been assested and evaluated vis-a-vias TAGS,

= The comment that "...it is gqenerallv necessary to seacure
contractual commitments for ~funds at least equal to the
estimated cost of the project prior to the commencement of
construction.”™ 185 a qrose simpiification of the arduous task
' of securing even lendey internst in the Project, Based on
ANGTS experijience, the project is at least 4 years from the
point of engaging in serious discussion with lendera or
perhapsa even non=beneficlary investors.

-~ The alleged "flexibility" of TAGS ts illusory, The project
cannot he financed without firm long-term commitments in
advance for purchase of the gas, :

- The report itself recognizes. that no assurances can be given
with regard to project financing and "there remains
significant uncertainties with respect to cost estimates and
economic and financial assumptions in connection with the
proiject of the scale of TAGS."

Legal

~— The report emphasizes the possibility of avoiding FERC
raqulation (by not making any sales of gas in the U.5,) but
ignoreas the fact that major federal and state agency
involvement would he required . for right=of-way, sngineering



approvals, and construction authorization, Section 28 of
the Minoral Leasing Act, the authority for federal pipeline
righte-of-way, moreover, does not extend to national parks.
Compliance with the manifold stipulationsz in goverament
authorizationa with respect to all aspects of project
planning would be time-conauwming and extend far beyond twa

years.,

While emphasizinq the advantages of havinq the pipealine .

non-jurisdictional with FERC, the report also suggests the

possibility of shipments to the U.5., These appear to be

matually exclusive, In any cvent the proepect of such a
major trapsportation eystem being regarded as a "gathering
line® is extremely unlikely,

Congressional action would be required with respect to: (1)
ANGTS, (2) concurrence in a federal right-of-way, and (3)
pgten+iallv for any intrusion into the Mt, McKinlev National

Park.

'Lanﬂ uee problems may be soriously upderestimated with

respact to the Alaska Railroad and highway rights-of-way. 2/

Political

Unlikely the U.8, will be willing to commit 26 Tcf of U,&.
gas reserves to Japan, whichH would be necessary incident to
the long-term contracts that are prerequisite to finaneing.

The suggested desirability of substantial foreign financial
participation could, moreover, raise questions concerning
whoether a Pederal right-of-way should be granted. {Seea
%2882,.2=1{a) of Minecral Leasing Act reguiations, 43 CFR
28480) .

Transporting unprocessed gas 1n the pipeline means that
small local communities, slated for taps under ANGTS, would
be unable to obtain gas waithout prohibitively exponaive
local processing. :

As a practical matter, even the report recogpirzes that a new
Act of Congress: or amendment to ANGTA will be necessary.
Such action would regquire a minimum of one yaar.

For the Alaska Rallrpad, refer to the Alaska Railroad

Transfer Act of 1982 (Section 601 of Pub. L., 97-468).






