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Alaska’s

By Steve Cowper, Former Governor of Alaska (1986-1990)

OF THE REGIONS STUDIED, USGS Director Mark Myers puts
Arctic Alaska at the top of the list with an estimated 30 billion
barrels, not counting the seemingly untouchable Arctic National
Wildlife Reserve (ANWR).

Myers should know. Before reporting for duty at USGS, he was
the State of Alaska’s Director of Oil and Gas. The main infra-
structure trunk for transporting new oil is already in place: the
Trans-Alaska Pipeline, from Prudhoe Bay to Valdez. At around
780,000 bpd, it’s delivering about one-third of its 1989 record of
2.2 million bpd. If pipeline flow is substantially increased, that
will mean more Jones Act tankers for the maritime trade.

In February, the Minerals Management Service (MMS) award-
ed offshore blocks in the Chukchi Sea to Shell (which put up $2.1
billion), Conoco Phillips ($506 million), StatoilHydro, Repsol
YPE ENI and others. Earlier, geophysical work on a separate Shell
block in the Beaufort Sea was proceeding apace before a barrage
of lawsuits resulted in a year’s delay.

In the Arctic, the effects of global warming are blatantly obvi-
ous. There is more open water and less ice off the Arctic shore
than at any time in recorded memory. The U.S. Coast Guard can
see what’s happening, and it is planning its first Arctic operating
base, probably at Barrow. Besides energy-related activities, the
USCG expects more tour ships and tankers to take advantage
of the disappearing ice, leading to potentially more search-and-
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You've heard it everywhere: The Arctic is the place where
the next generation of elephants is waiting to be discov-
ered. We’re not talking woolly mammoths here. According
to the U.S. Geological Survey (USGS), the area north of the
Arctic Circle has about 90 billion barrels of technically
recoverable oil (and 1,670 tcf of natural gas).

rescue missions as well as an increased risk of oil spills.

Out there in the Chukchi, the water is not deep, nor is it storm-
tossed like the lethal Bering Sea. But the pack ice can advance very
quickly in winter, sometimes at warp speed. At depths up to about
250 feet, it may be possible to use stationary steel platforms, but
deeper production may have to rely on subsea completions, with
undersea pipelines. That will require ice-strengthened tugs and
workboats, at a minimum. There’s also a need for icebreakers.

The U.S. has only three to its name, one of which is in Antarctica.
Supporting offshore Arctic production will be a challenge, but the
offshore technology industry looks like it’s equal to it.

On land, the time window for the annual summer sea lift
to Prudhoe Bay is expanding. The recent growth in onshore
exploration and development north of the Arctic Circle will mean
more equipment, more rigs, more modules, more everything.
Increased barge traffic, in other words.

Besides the pending flurry of oil-related E&P activity in the
Arctic, there’s all that North Slope natural gas, now classified as
“stranded” because of the lack of a pipeline. Basically, there are
two ways to get it out: through a long pipeline across Canada to
the U.S. Midwest, or through a shorter line to Valdez, where it
would be converted to LNG for the global market.

The Valdez line is not very promising. An 800-mile pipeline
plus an LNG export facility plus LNG tankers equal excessive
capex for the competitive Asian market. In theory, the U.S. would
be the best market, but there are dim prospects for a regasifica-
tion facility on the U.S. West Coast, where anti-industry activists
are adept at terrifying a public deeply ignorant of energy realities.
For Alaska, LNG doesn’t look like a realistic option.

So the winner by default is the largest construction project
in the history of North America: the 1,700-mile Alaska Gas
Pipeline, through which Arctic gas would be delivered to markets
in the “Lower 48. For years the planning process looked like a
Fairbanks bar fight. At least in public, the three major producers
disagreed on everything. Alaska politicians played to their local
constituencies, alienating the Canadians, over whose land 1,000




miles of pipeline had to be built. For their part, the Canadians
have made little progress in settling First Nations’ land claims,
which could block construction until resolved. The increase
in U.S. and Canadian unconventional gas production raises
the question of whether the market can absorb the 4.5 bcf/d
the pipeline will deliver. Shortages of steel and skilled labor
bring the prospect of long delays to mind. The industry’s lack
of project management expertise will make cost containment
a challenge.

But a project needs a sponsor to get things off the dime.
The resourceful new Governor of Alaska, Sarah Palin (now
the Republican Vice-Presidential candidate), started a process
that resulted in the designation of TransCanada, the Cana-
dian pipeline company, as the developer. Just when people
began to wonder about the wisdom of the governor’s strategy,
there was movement from the producers. ConocoPhillips and
BP formed a consortium to develop the pipeline themselves.
Exxon, with the lion’s share of the gas, kept quiet. But when
the state moved to revoke its Point Thomson leases on the
North Slope for non-action, Exxon rose up and began to
fight, promising quick development of the substantial gas re-
serves said to be there. Finally, something was happening. The
same old problems are still there for the Alaska Gas Pipeline,
but it looks like they will be addressed.

For this to work, the producers have to make a deal with
TransCanada. The big question is the pipeline tariff. If cost
overruns push it up too high, the deal won’t work for the
producers. Project management is key. A carefully negotiated
project agreement, with attention to detail, should create
incentives for all parties, including governments and the
aboriginal groups, to exert firm control on construction costs.
No one should be allowed to take unfair advantage. The big
players will either get this, or they won'’t.

I’'m betting they will. The logjam is breaking up. Most of
the key participants know they have to work together. If only
governments do the right thing, this contraption might float
after all.

From a maritime standpoint, there will be a fair amount
of activity directly related to the Alaska Gas Pipeline, but
the important part is this: If there’s a gas pipeline, there will
be much more gas production in Alaska, both onshore and
offshore. That will mean shipping a lot of steel north for a
long time.

Stand by. Alaska’s coming alive. You won’t want to miss it.

MarEx

Steve Cowper served as Governor of Alaska from 1986 to
1990. Notably, he directed the state’s response to the Exxon
Valdez oil spill. Before that, he practiced law and was elected
to the Alaska House of Representatives.Today, he is manag-
ing partner of Steve Cowper & Associates, an international
energy consulting firm, and also serves on the boards of
several energy companies.
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