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Table 4 (Continued)
If You Are Not Ising ZBB. Have You
Considered it or Kxplored the Possibility of I sin}> It?*
Silie
Wisconsin It has been talked hunt. We do_use "tar%eting" below the base year level
ol landing" which might lie considered a torm of modified ZBB. althouqh |

do not think it e. I'he lcgislativc Audit Bureau will be recommending that

we o to ZBB on a staged hasis (3- o 5-vear cycle) in the future.

Wyoming Yes. we have explored the idea. We operate with three budgets which are
called “standard.” “exception." and "expanded." The standard budget
is reviewed in depth to justify its future existence or level of existence

Dist ol Col. Over the years, we have used a modified ZBB approach in selected expense
categories such as equipment, motor vehicle purchases, ADS'. systems,
etc. | he, Iar%es! agency ot the District Government is implementing, on ,,
test basis, ZBB fhat closely parallels the "decision package" approach.
rI;pranswtn| of test to the whole government depends on results of

e project.

Mate
Montana
Nehraskafai

Nevada
New Jersey

New Mexico
North Carolina
North Dakota
Ohio

tiklahuma
Penney Iv.itii.ila>
Khudc Island
South Carolina
South Ifakotala)

[ ennessee

lex,is

Vermont
Virginia
\\ashmgloti
\ ivotisin
Wyoming
H . (L

Table 1(Continued)
ZBB Systems in the States*

Stijh" ha\
til

/Imﬁrglalttl\(lllm Crwmtwv

Yes  Pilot te,stin% ZBB in eight programs, as part ot new Priority
Budgeting System.

No Budget forms distinguish between lunds to continue programs,
workload changes, and new or expanded programs.

No

Yes  Comprehensive ZBB system since August [9M lot priority
ranking at various- incremental levels,” with “extensive perfor-
mance data supplied lor each priority .evcl

No Legislative Finance Committee applied ZBB in 1971-77. hut it
has not been used «inec then.

No  Planning-budgeting system focuses oil program data and
requireS agencies to make separate submissions lor the current
program Iével and ci inges.

No Legislative budget committee considered and rejected ZBH.
No ZBB explored, but its isc is not contemplated in the neat Inline
No

No lias a comprehensive program budgeting system with /eto-husv
analysis ol ‘selected programs.

3es  Zero-hase Hu,stilication and priority tankiiigs supplement the
State's evolving program budgeting System.

No | xplormg some lorn) ol ZBB lot Iy7.5-79 local year.

No Stale pcrlormunco budgeting system provides lot specific
pcrintmance criteria and” measurements al all levels ol manage-
ment responsibility".

Jes New program budget system wvitii pnniiiy ranking ol leqttests
and peilormance data.

tes  Compreliensive ZBB with actjvity priorities ranked by ptog-am
managers and progtam piunities tanked by agency administra-
}ors| Activity and’ aeetiev requests are ptesetileil at various
evels.

No

No New law requires proPram and evaluation data and sepalate
idciitilicattou of costs for current level, workload increases, and
new Services

No In May |9 the lioVcltlot dlieclcd state agencies to review
existing ptogi.ims as thiirotighly as new one, and lo ptnuily
Eank 1 end budget piopns.ils.” I oiiu.il instructions have not vet
gen issued.

No Iegzislative Vitdi] Bureau will recommend 3 to 5 yeat cycle
lot /eto-base tevicvv on a staegeleil basis,

No New meth?d lor consideration ol standatil. exception, and
expansion levels

Nn ZBB s being pilot tested in the latgest agency



Table 2

ZBB Practices

in Selected States*
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[llinois did not answer this question,

ciliis tabic includes only those States which currently employ a ZBB

system  consistent with the definition provided v this study and & based upon

both questionnaire responses and a survey o documents.

packages o requests for expanding

Island, decision
programs or developing new programs ae prepared ly central budget stall

lor consideration and determination ty the Governor.

(b)n Rhode

(a) Possible responses include: a I most. some, pilot group, and none.
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Table 4
If You Are Not Using ZBB, Have You

Considered It or Explored the Possibility of Using It?*

Si'uc
Alaska

Arizona

Hawaii

Indiana

lowa
Louisiana
Maine
Minnesota
New Mexico

North Carolina

North Dakota
Ohio
Pennsylvania

South Carolina
Virginia

Washington

Mexpon.w

In approximately 1972 we used the ZBB techniques on three state programs.
Our exlpenence at that time indicated there were other fields and methods
we could explore with more return lor the effort.

Yes—first _wc must "program” our agencies and develop evaluation
methods. This will be a several year project.

Since 1971 the State of Hawaii has been totally committedto the establish-
ment and implementation of a PPB system, a system mandated by Act
184 SUM 19"0. the Executive Budget Act.

Considered it and rejected it.

We arc considering a zero-plus base for 1977-79

The Legislature is asking us to consider it.

Yes—a modified system will he used in the nextbudget cycle.
Mere discussion in informal meetings.

lite Legislative Finance Committee of the New Mexico Legislature also
Produce_s an annual budget in contrast to the Governor's bud%et. During
he period 1971-73 the committee produced a ‘ero-base bulget. How-
ever, the zer -base concept has not been employed since that time, pri-
manly because the executive and the Legislature prefer a more tradi-
tional approach.

A number ol the components of ZHB were incorporated into a "home-
grolw(?" budget reform™ which we've had under way since 1973 These
include:
(1) Combining current services with new program requests for each
program in state government. _ o ,

2) Merging~ and_ reformulating the plaining function program
plannmg has been shifted to agencies: policy planning has been mérged
into hu %et preparation. ) , ) i

3) onductm?h program evaluations of ongom%,serymes to determine
whether or not they are accomplishing their objectives and whether
the objectives still need to be met.

A legislative committee on the budget considered it and rejected it.
ZBB budgeting explored but its use not contemplated within iear future.

Has not considered using ZBB as defined above. The ZdB concept is
subsumed under the Pennsylvania program budgeting system.

Exploring the possibility* of using some form of ZBB for fiscal year 1978-79

A legislative commission studied the State’s budget process and issued
recommendations in December 1974 I'he recommendations, enacted into
law to lie effective not late, man for the 1978-80 biennium, provide for:
program definitions. (and agpropnatmns):, "workload indices and other
critéria to be used in hoth ud?et evaluation and post audit evaluation":
separate identification of costs Tor current activity levels, increased work-
load. and changed new services; policy issue analysis. The report does ol
state what consideration was given to ZBB us a “system.”

| he operating budget instruction lor the 1977-79 biennium transmitted by
the Governor requests all state agencies to provide a ranking ol prioritiés
lor all essential agency programs. The pro?ram proposals are to_be provid-
ed in terms of their relative importance fo successful accomplishment of
each agency’s goals and statutory requirements.

« | his table excludes those States w hich indicated they have not considered zero-hase budgeting.
I'ne response ol North Carolina was abbreviated.



4. Experiences and Intentions in
Non-ZBB States

Although significant ZBB activity is under way in only Il States, other
States have or are considering its application to their budget processes. Question
5in the survey asked States not using ZBB whether they have considered or
explored the possibility of using it. The state-by-state responses are provided in
Table 4. | ive Stales indicate that they have considered but rejected ZBB. These
are Alaska, Indiana, New Mexico, North Dakota, and Ohio. Of these, the New
Mexico decision is the most significant since a zero-hase budget was introduced
for the 1971-73 biennium, but was subsequently abandoned. In New Mexico.
ZBB was used by the Legislative Finance Committee while the executive budget
continued to he prepared in a traditional format. In an appraisal of the New
Mexico experience. John D. l.aFaver identified many problems resulting from
the way ZBB was implemented and he concluded that the improvements were
“neither as great as originally anticipated nor as minimal as detractors would
claim."4

At least three States (Hawaii. North Carolina, and Pennsylvania) decided
not lo introduce ZBB because they had only recently established program budget
systems. These Stales appear to feel that they can achieve the henefits attributed
to ZBB through their own budget innovations, though several States (such as
New Jersey and Illinois) have attempted to meld ZBB with their new program
budget systems.

Nine Slates and the District of Columbia either have decided to implement
aspects of ZBB in the near future or are considering it. In a few States (such as
Louisiana anil Wisconsin) the initiative is coming from the State Legislature.
Several States (Maine. Virginia, and Washington) appear on the threshold of
ZBB activities while other Stales are exploring the possibility for future
implementation.

Despite the turnaround in New Mexico, state interest in ZBB probably has
not yet reached its peak. It is possible that as many as one half of the Stales will be
involved in some zero-hase budget activities before the end ol this decade.

3 Experiences in the ZBB States

As part of the survey, the States were asked to evaluate their experiences
with ZBB and to describe any changes made in the original design. The responses
of a number of Slates are recorded in Table 3

Most of the ZBB States expresssatisfaction with their systems, though a few'
note some problems. California reports favorable experience (after earlier
negative reactions) “with an increasing understanding of this technique as an
analytical tool." Georgia retainsitsenthusiasm for ZBB, noting that “a search for
a better way has not provided a system we could change to." Rhode Island
discerns concrete impacts of ZBB on budget decisions, priorities, and program
efficiency, while Tennessee notes success in developing alternatives to the
traditional incremental approach. New Jersey presents a balanced evaluation
with @ number of pluses and problems. While ZBB has aided decisionmakers in
evaluating and comparing competing demands, it also has encountered staff
resistance, lack of understanding, and poor-quality information. Idaho’s
experience was possibly the least favorable, with three fourths of the initial ZBB
submissions judged unsatisfactory.

Aside from adjustments in their formats and technical details, the ZBB
States do not seem to be making substantial modifications in their ZBB designs.
The main changes are aimed at reducing paperwork and improving the
performance measures submitted by agencies.
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Suite
Cnlilnrniu

CnnncclicilKu)

Georgia

Idano

Montana
Nehtaskala)

New Jersey

Table 3
Evaluation of Experiences with ZBH*

Ki"Shrsi®s

,(AP,In the earlier phases, the departments reacted in the negative eon-
ilofitliniis ol  zero-hii.se budgetm?. Ihe tool is notv being used to
restructure and redirect program elforls and in some instances to increase
fiscal support. Generally, our exk)e_rlence has been favorable, with an
increasing understanding ol this technique as an analytical tool.

(A) Zero review has resulted in budget elimination ol small programs
which nd up_bemgn retained hecause” of "public appeal.”. Direct savings
have been minimal but the process has "shaken up" agencies and reduced
overall requests.

(A) Georgia is ,beginnim]; its fulllyear of ZHH. We find that no other system
provides “us with™ the TII detaifed priorities of the entire operations ol
an agency. (2) visibility of day-to-day operations, (3) goal congruence.
(D) interest in"budget development, or (5) vehicle for clear expression of
performance data that ZHH does. Our experience is such that a search for
a better way has not provided it system we could change to.

(HI I'he original system required alternative ways to perform a function as well
as incremental levels. Our current system does not reouire alternative wavs but
does still require incremental levels from zero to total request.

(A) | or apprommatelY 7or< of the budgets zero-hased during the last
fiscal >(ear, the results were unsatisfactory. State agencies had an in-
adequate understanding of the process and did not competently comply
with our zero-base requjrements, fltis, was probably due to thé lack of
sufficient time for training and technical assistancé on the part of the
central budget staff. In 15V the results were useful prima:ily because of
the internal pr|or|t¥ settmg required at the pro?ram level, “even though
there was no substantial difference in the resultant budget amount for
the program. In 10J of the cases, the zero-base review resulted in a
substantial and significantly different approach to the operation ol the
program and reduced the required budget.

(Ify None have been defined yet; Itowcve.. .ve are considering ways of
|mProvmg_the distinction between alternative .fa(%nmnex to carrying
out a pafticular program and alternative /ey tif e/Zccmwrc.v.v In carrying
that program out on any given approach.

(A) System being implemented this year.

ﬁAIIhe detailed pro%_ram budgetm% system hits been gun,e,sttccesslul.
Ite detailed information provided Dy ‘the system allows decisions at the
lowest level some subprograms have one person only lor example. All
entities must be examined” and approved belorc they arc added lo the
Erogram.totals lor inclusion in the recommended budget. Legislature and
overnoi use same documents.

(Ify With very minor changes, the haste format has stood unchanged lor
nearlv Hi years,

(A) Our experience with zero-base budgeting, like any other techm(i_ue.
has been mixed. When you apply it across the board to all budgeting
functions, anomalies are “produced. IVoblecms have been encountered in
the following areas, agency and stall resistance to the system, lack ol
understanding of the hasic concepts, and qua||t% ol some ol the information
submitted. On the positive side, the piocess has aided decisionmakers in
eval_uatmg and comparing competing demands and thus helps to make
choices, 7fill provided the inhumation necessary to make a determination
as to whether funding at a current, increased, or a lower level is justified
by the benefits to he realized or lost hy a particular landing level."We arc
beginning the third year ol ZHH. Steps have been taken to overcome the
prablems noted

i M 1viiliMlc MMir p.iM ¢'perifnio villi /no Imve fuul>\-<iny
ill) IKsaihtinuilc »pfluoiicm.ililyuyii
Lil 1T oW M.ik-x Imvv ti'lalcii pron‘iUiic1Bol i Lixhlii s /fill m ItiMi* | hill .hi*intituled lieu*

Stire

r.'nnsylvaniatal

Rhode Island

South Dakota(a)

Tennessee

Tabic 3 (Continued)
Evaluation of Experiences with ZBB*

flev/imvev

(Al I'he Pennsylvania program hudgeting system has been successful in
shitting the focus of b_ud?et decision-ma mg from program inputs, i.e.,
personnel and other objects of expenditure, to program accomplishments,
1.e.. effects on people ‘or the environment. It ‘is proving itself to he a
useful decision-making tool.

EH) I'he otiginal design included the presentation of the Governo ;
udget on a cross agency program basis. In order to hold agencies mo

responsible for their programs and to provide the legislature with
document more,easHY conpared to prior years, the Govérnor's budget is
now presented in detail on an agency program basis as are the agency
requests to the budget office along viith a” Commonwealth cross agency
program summary.

(A) While we have yet to reach the Pomt where we would like to be. the
experience to date must be rated as favorable, fltis approach has been at
least partially responsible lor (a) the elimination of 1300 positions Iront the
state roster:” (b] maintaining  the reduced employment level during the
ast IX months:"and (e) allowing for the reallocation of funds from institu-
ional to)communny programs 8he shifting of priorities within the existing
resources).

(B) We arc now in the process of changing the format, hut the concept
remains unchanged,

(A)In implementing our performance budgeting system we were as
concerned with the ‘effects on total management ptocess as milch as the
impact in terms of appropriations so far the experjence has heei. good  we
are achieving some of the MHO type eflcets we desired.

(A? Tennessee apéJhed the principles of ZHH lo its budget system the
Fas fiscal ¥e_ar. ur system, althouPh Aimplemented in a short period ol
time, was fairly successful in developing alternatives to tiie traditional
incremental approach. Heclter understanding of the system is needed.

fB) Tennessee maintained control of the p_acka%e decisions at the program
evel. Ihere was considerable concern with the volume of waork which
would be generated al lower levels, (Staff size is a consideration.) Our
system dedlt with percentages of the current level (80-907;, " etc.).
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COMMITTEE REPORT

HOUSE
i , Date
Mr. Speaker:
The Committee on has had
under consideration. A majority of the members of the Committee

/ / recommends it do pass
/ / recommends it donot pass
/ / recommends it do pass withattached amendment(s)

/ / recommends it be replacedwith CSfor and that

CS for do pass

/ / (and) recommends it be referred to the

committee
/~7 reports it back without recommendation
/ / AND attaches a report of its intent

rj (other)

MEMBERS SIGNING THE MAJORITY REPORT:

MEMBERS NOT CONCURRING IN THE MAJORITY REPORT:

recommends:

recommends:

recommends:

Chairman



AR T

IN THE SENATE BY ORSINI

SENATE CONCURRENT RESOLUTION NO. 1
IN THE LEGISLATURE OF THE STATE OF ALASKA

TENTH LEGISLATURE - FIRST SESSION

Relating to the development and presenta—

tion of ? proposal for "zero-based"

budgeting.

BE IT RESOLVED BY THE LEGISLATURE OF THE STATE OF ALASKA:

WHEREAS the United States Congress and several state legislatures have

under consideration proposals for reform of government operations and activi—

ties seeking to evaluate programs to eliminate or change those which are

inactive or ineffective; and

WHEREAS a common feature of these proposals is the modification of

budget acts to require systematic evaluation of total appropriation requests

Ibased upon a justification of an appropriation request in its entirety from

a zero base to determine whether the proposed activities of the program

(warrant its continuation; and

WHEREAS the adoption and implementation of a zero-based budgeting systenm

would well serve the legislature, the governor and the people of Alaska in

development of more effective review of the performance and accomplishments

af state programs by providing a means to evaluate program benefits versus

costs, a method to redirect program efforts and funds into more effective
programs, .-nd a way to control budget growth;
BE

IT RESOLVED by the Alaska State Legislature that it respectfully

bequests the governor to direct the division of budget and management to

jrepare a proposal for implementation of a zero-based budgeting system for

state government operations and present the proposal

to the members of the
Legislature not later than January 1, 1978.

SCR 1



Introduced: 1/11/777
Referred: Finance

IN THE SENATE BY ORSINI
SENATE CONCURRENT RESOLUTION NO. L am
IN THE LEGISLATURE OF THE STATE OF ALASKA
TENTH LEGISLATURE - FIRST SESSION

Relating to the development and presenta—
tion of proposals for "zero-based"
budgeting.

BE IT RESOLVED BY THE LEGISLATURE OF THE STATE OF ALASKA:

WHEREAS the United States Congress and several state legislatures have
under consideration proposals for reform of government operations and activi—
ties seeking to evaluate programs to eliminate or change those which are
inactive or ineffective; and

WHEREAS a common feature of these proposals is the modification of
budget acts to require systematic evaluation of total appropriation requests
based upon a justification of an appropriation request in its entirety fronm

zero base to determine whether the proposed activities of the progranm
warrant its continuation; and

WHEREAS the adoption and implementation of a zero-based budgeting system
would well serve the legislature, the governor anc® the people of Alaska in

2 jdevelopment of more effective review of the performance and accomplishments
| of state programs by providing a means to evaluate program benefits versus
11!costs, a method to redirect program efforts and funds into more effective
‘ programs, and a way to control budget growth;

BE IT RESOLVED by the Alaska State Legislature that it respectfully
I requests the governor to direct the division of budget and management to
prepare and requests the legislative budget and audit committee to prepare
I proposals for implementation of a zero-based budgeting system for state
government operations and present the proposals to the members of the legis—

2 lature not later than January 1, 1978.

-1- SCR 1 am
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COMMITTEE REPORT

; SENATE
Date
Mr. President:
The Committee on has had
under consideration. A riigjor.it,y of the"members of the Committee
/ ~ recommends it do pass
/ / recommends it donot pass
/ / recommends it dopass withattached amendment(s)
/ / recommends it be replacedwith CSfor and that

CS for do pass

/ / (and) recommends it be referred to the

committee
/~7 reports it back without recommendation
ry AND attaches a report of its intent

/[~ 17 (other)

MEMBERS SIGNING THE MAJORITY REPORT:

MEMBERS MOT CONCURRING IM THE MAJORITY REPORT:

recommends:

recommends:

recommends:

Chairman
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Introduced: 1/11/77

Referred: Soecial Committee to
Consider The Sale of
Royalty Gas

BY THE RULES COMMITTEE BY
IN THE SENATE REQUEST OF THE GOVERNOR

SENATE CONCURRENT RESOLUTION NO. 3
IN THE LEGISLATURE OF THE STATE OF ALASKA
TENTH LEGISLATURE - FIRST SESSION
Approving the disposal to Tenneco
Alaska, Inc., of royalty natural
gas taken in-kind
BE IT RESOLVED BY THE LEGISLATURE OF THE STATE OF ALASKA:

WHEREA."!, under AS 38.06.055(a), each house of the legislature must
approve b??concurrent resolution all sales of state-owned royalty oil or
gas before the sale may be consummated; and

WHEREAS, the State of Alaski has the right under AS 38.05.180 and its
oil and gas leases to receive royalty oil and gas either in-kind or in-—
value from the Prudhoe Bay Field; and

WHEREAS, the commissioner of natural resources has entered into a
contract for the sale of 50 per cent of state-owned royalty gas from the
Prudhoe Bay Field to Tenneco Alaska, Inc.; and

WHEREAS, the Alaska Royalty 0Oil and Gas Development Advisory Board
approved the contract for the sale of 50 per cent of the state-owned royalty
gas from the Prudhoe Bay Field co Tenneco Alaska, Inc.; and

WHEREAS, the legislature has reviewed this contract in detail and con—
ducted hearings and otherwise received public input on this contract; and

WHEREAS, the legislature finds this contract to be in the pul lie
interest of Alaska and its citizens, and further finds that this contract
is in compliance with all requirements of law;

BE IT RESOLVED by the Alaska State Legislature that Alaska royalty gas
sale No, 76-2 and the contract providing for the sale of royalty gas fronm

the Prudhoe Bay gas field pertaining to it, between the state and Tenneco

Alaska, Inc., 1is hereby approved.

-1- SCR 3



SUMMARY OF TESTIMONY AND DISCUSSION

ROYALTY GAS SALE CONTRACTS

FOR

SENATE NATURAL RESOURCES COMMITTEE

HOUSE NATURAL RESOURCES COMMITTEE

Hy
George C. Si.lides, P. E.
February 30, 1977

Revised
February 21, 1977



I. INTRODU CT1ON

The following pages are em attempt to surrmarizc an approximately
ten inch high stack of written material, and eight days of oral
testimony, concerning the advisability of the State of Alaska of now
entering into a contract with Tenneco, Southern, and El Paso for the
sale of a portion of Alaska®s royalty share of the natural gas to be

produced from Prudhoe Bay.

Of necessity, this summary appears to be almost in an outline form
only. However, it is felt that the surinary does cover the entire spectrum

of pertinent testimony. We have added discussion as seems necessary.

Introduced during the hearings was a great deal of testimony on
subjects which, while major issues on their own account, bear* only
indirectly upon the immediate issue before the Legislature. These items
included the various feasible or non-feasible aspects of the alternative
routes, industrial uses of gas and gas liquids, allowable maximum rate
of production, etc. That testimony is not summarized herein, but is

included in tlv general, discussion where needed.

The immediate basic question before the legislature regarding the

approval of these contracts is

1. Should the State of Alaska enter into a gas sale contract,

at this time, in an attempt to influence (lie routing decision, and;

2. Are the contracts before you the best way to do the task?



IX. CORNcjynsusS OF STATK s consultANTJ

Three consulUints liave boon retained to jninutely examine the

contracts and all proferrcd testimony. They are:

1. bir. Rush Moody, Attorney, former FPC Comuissioner and

now with the law firm of Vinson and Elkins.

2. Carl Swanson, Economist, with the firm of Jensen Associates,

Incorporated.

3. Mr. Richard Kilgore, Economist, with the firm of

Walter J. Levy Associates.

With the stated realization that a perfect contract cannot be
written, especially with the unknov/n factors of continued Federal

regulation, their combined opini  appears to be as follows:

1. That 1lle in-state use of the gas and/or gas liquids is

well protected.

2. That the price being received for the gas is probably
the bestthat con be gotten in a sale to gas pipeline companies, and
that it is unlikely that a better price could have been received
from sale to industrial users now or later. Mr. Moody also speculated

that we might not be able to do as well at a later date.



3. That the approval of the contracts would have a continuing
beneficial effect on the deliberations of the FPC in their preparation

of their recommendations to President Carter.

IfMrT. ¢cPUS ENS US 0 F C ONGREZSSIONATL DEI, 2G A T1 0N

Senator Stevens, Senator Gravel, and Congressman Young were
unanimous .in their assertion that approval of the contracts was
essential to their efforts to influence the Congress in approving

an all-Alaska - all-American gas transmission line.

XV. D I S CUSS 1 ON

A. Amount Of Gas To Be So3d

The amount of royalty gas being sold to the companies mimed,
is all of the gas produced during the first 20 years of Pruclhoe Pay

production, minus the following:

1. The liquid fractions, which arc reserved to the State without

qualification. The liquids may Jje sold or used as the State chooses.

2. Any gas that may te required for the domestic or industrial
use within the State. Under present law, the export of such needed

royalty oil or gas is prohibited.



Under present production plans and statutory limitations, the State is
not sellirKj all of the gas that will be available to it from Prudhoe Pay
production, as there will Ixj about a third of the gas remaining at the
end of the contract period. We must comr.ont, however, that following
additional research into the question of physical waste versus economic
waste, the State may decide to accelerate production. Stated plainly,
the State may decide that it could make more by producing all of the
oil and gas quickly, and investing the money at a good rate of interest.
This is a disquieting feature to some. Testimony has been presented
urging amendment of the contracts to show an initial retuinago of 15t
to substantiate State"s intention of intrastate use. The contention is
that such showing would aid in tire retention of Section 1313, Alaska

Gas Act of 1976.

Under the "take bock™ and replacement provisions of the contract,
the State is, in effect, selling surplus gas from fields that may be
discovered in the future. To that extent, the three contracting
companies become preferential, but not exclusive, customers for
future finds. The buyer®s need for this is discussed in a following
section, the price to be paid is negotiated separately for each field

and can never be less than the prevailing rate.

B. Why Sell Tho Cias

Perhaps Rush Moody said it the clearest in his statement, "Tho State of
Alaska must be cable to participate in the ITC proceedings, and to show the

other states, in writing, that we arc willing to share our gas with them."



1. The ntending of the State before the FTC as an owner is
further enhanced, as a seller who brings a price before the ITC for

approval .

2. Southern and Tenneco gain participatory admission to the
FPC hearings as buyers and transporters of the royalty gas. They

do not have any standing before the FPC at this time.

The above two items in the State"s attempt to secure a careful
hearing in lire Nation®"s decision-making process are factual. Tenneco,
Southern, and El Paso claim that they can create a "National Constituency"
through vigorous representation to their customers in 42 of the 40
contiguous states and, through the "National Constituency”, to

influence the FPC, the President, cind the Congress to approve the

El Paso Route.

This latter item is not qualitative nor quantifiable. However, the
Administration, as represented by the Commissioner of Natural Resources,
asserts that of the companies wishing to purchase royalty natural gas,
Tenneco, Southern, and EI Paso are the companies most capable of
performing that service. Since the producers are not entering into
sales agreements at this time, it is theorized that the Arctic Gas

companies are denied the impetus afforded by approval of tho contracts.

C. Price

Under tenas of the contract, the price to be paid for any gas received



V.

by Tenneco, Southern, and 151 Paso will be the highest price available
at the tame of production. If full deregulation were to take place
between now and the time of delivery, or at any time thereafter, the
price received would vary with the market conditions, but could not
be lower than the proceeding period. Everyone scans to agree that

the price of gas will continue to rise.

Unfortunately, there is an obvious movement toward treating
Prudhoe Bay Oil and Gas in a discriminatory manner, by disallowing
full deregulation or treatment of Prudhoe production as truly "new"
oil and gas. Realistically, we can expect to be locked into an
artificially set, lower, price tJirough Federal intervention in
pricing Alaska gas as non-associated gas instead of associated gas,
which it really is, with all of the attendant extra costs of drilliny,
exploration, and development. Therefore, if the producers cannot get
a free-market price, neither will the State of Alaska. This is what
is meant when we are told that tho distance transported and tho
delivery price will not materially affect tho well-head price. The
FPC will set the price of Alaska Gas, exclusive from the calculation

of a National rate.

Fortunately, though we might not get mora than a regulated well—
head price, neither can we receive less. So, on balance, the State is

well protected in that regard.

The State could, conceivably, get a higher price by selling to a

non-regulated industrial consumer. Even if there were some takers,



it is almost certain that the sale and delivery would not be allowed.
V2 note that Congress lias given the ITC authority to allocate new
natural gas among regions, and to reallocate flowing gas among
interstate pipelines. It is probably only a matter of time before
they receive authority to reach into intrastate markets, and even ask

authority to regulate maximum rates of production.

Nor could those who object to any pipeline at all block such
construction Jay refusing to approve the contracts. The gas is needed
in die contiguous states, and tlic FPC will order a line built.
(Frankly, we feel there is no better way to insure construction of

the Arctic Gas line than to adopt this tack.)

Nor will tlie FPC allow the reinjection of tlie royalty gas, even
if such an operation were economically sound, which it is not. Reserving
tlie right to take our royalty share until a later time would require a

complex, risky, underlift negotiation.

One pricing risk of entering into a contract at tJiis time lias not
been 1002 explained away. That risk is the danger of "vintanging"”, or
tlie FPC setting the price as of the date of contract signing rather
than date of production. The testimony is that such a limitation
has not been imposed anywhere since 1969, and that tlie risk of

such limitation is less than 102 or, practically, theoretical.

Tne State is reimbursed for expenses wliich may Lo incurred by

taking tlie gas in kind, unless such reimbursement cannot lo included



in the buyers rate base at the burner tip.

NOTE: Kir. Rush f-"oody feels that Section 6.1 of tlie contract is
unclear and should be modified by letter prior to contract approval.
The letter should state that tlie Section 6.1 limitation becones
inoperative if an appropriate deregulation bill is passed (See page 147

of February 4, 1977 transcript of oral testimony.)

NOTE: We are ad sed that this letter is being prepared (February 21, 1977).

D. Take Back Provision

To be accurate about this provision, it is not a concession by
tlie buyers but, rather, acceptance of a statutory requirement. Under
the statute passed in 1974, no royalty oil or gas may be exported
from the State unless it has first been declared surplus to the
intrastate dar.est.ic and industrial uses of tlie State. Within the
limits allowed to us for tlie management of our internal affairs, this

is tlie law - not a negotiable item.

It is generally agreed that control of the gas is marc important
than tlie price received. Though arguments can I>e made that these
contracts could, conceivably, result in an unquantifiable loss of gas
use flexibility, the contracts do guard the State®s interests vary
well. Tlie things that can and cannot be done under tlie take back

provision are as follows.



1. Reseirve all. of the liquid fractions of the gas for its own use
without qualification or interference. An important fact about the gas
liquids, besides reservation from sale, is that they are not now subject

to regulation by the FPC.

Upon reasonable notice,

2. Remove part or all of its royalty gas from the pipeline, to
consume within tlie State as fuel or convert it into a product. The

product hay be used within tlie State or exported.

Upon reasonable notice,

3. Remove part or all of its royalty gas from tlie pipeline and
supply it to a third party for liquification, provided the liquified

gas is consumed within tlie State.

Hie State cannot remove gas and furnish it to a third party for
liquification cind export. This provision is not significant if the
El Paso line prevails, since EI Paso will he liquifying the gas and
generating jobs. It does become significant .if the State and buyers
switch to the Alcan Route, since an activity such as liquification
for export creates jobs and is widely regarded as an industrial activity.
This possible conflict can be dealt with at this time by approving

the contract contingent on tlie EI Paso line only (eliminate the switching



clause), or test tlie legality of the clause at a future date, if
necessary. Tn any event, the essence of the contracts is protected

from the invalidity of ciny particular clause.

Ife State cannot trade any of the Methane fraction of its royalty
gas with an operaLor-prcducer for additional gas liquids, if the traded
Methane is exported from the State. If we ever need irore gas liquids
during the life of the contract, the gas liquids must bo purchased.

Such need is not expected.

The State cannot sell or give any of its royalty gas to a third
party to export for a limited period as an .inducement to construct
a gas-to-product conversion facility within tlie State. Neither Tenneco
nor Southern .intend to construct any kind of a facility within the State.
In reviewing Royalty Oil and Gas Advisory Board minutes it appears that
at least one offer was made for the purchase and export of gas for a
limited time contingent on plant construction following economic
feasibility studies. The offer was judged by the Administration as
not being as valuable to the State for the purposes intended as .is the
approval of tlie proposed contracts. This type of offer is now foreclosed

as an option.

12. Gas Replacement Provision

If the State chooses to withdraw gas from the pipeline for intrastate

use, i.tmust sell to the buyer an equivalent amount of surplus royalty gas

-10-



frcm fields found in the future, and give the buyer first option to an
additional one half the equivalent amount withdrawn, should it be
available and surplus. As stated earlier, tlie price paid, shall always

be tlie highest price available for gas from that area.

We can understand such a replenishment provision as a protection to
tlie buyer®s total exp?cted volume, and as a quid pro quo for acceptance

of our gas reservation statute.

We also note, however, that the buyer exacts a penalty upon withdrawal,
of reserved gas by requiring the State to proportionately reimburse the
buyer for the undepreciated investment of tho buyer in any facility
upstream of the pipeline. This section (3.11) should be clarified, and
possibly modified, before approval. It probably refers to the gas
separation facility. |If that is so, then the requirement is a reasonable

one. Tlie reimbursement can ire included in tlie State"s price to others.

F. Termination

ilie State may terminate the agreement if the FI Paso Houle is not chosen.

Either the State or tho purchasing companies may terminate tho agree—
ment if all regulatory approvals tire not granted by 31, December, 1978.
legal opinion is tliat Section 13B of the Alaska Natural Gas Act of 1976 is
not part of the regulatory mechanism. Since repeal of 131vmild frustrate
the take hack provision, the legislature should consider amending tlie
approving resolutions to render the contracts terminated .if 131} of the

Congressional Act is repealed.

-11-



G. Switching

Prior to the final granting of route approval, the Governor may
give notice that he wishes to support a route other than the El Paso
Route. If the buyers agree to switch their support accordingly, their

rights under the proposed contracts continue.

This provision has caused more disquiet than ciny other. State"s
consultants have shied away from a stand on this issue. There have
been strong expressions in legislative circles that the purchaser
companies and the Administration would act more forcefully and

purposefully if not allowed this caveat.

ve cONChUSI oNS

The State is giving up an ur antifiablo possible _loss of flexibility in
marketing and price negotiation, plus an uncjunntifioblo possible loss

of fl.exibili.ty of in-State use.

The State is getting purported effective assistance in the political
arena. Tlie assistance cannot now )> accurately cjuantific.d or assessed

in value. ‘Wat value appears weakened lay the switching provision.

If the Arctic Gas Route prevails, nothing will have been lost by

approving the contracts at this time.



If L1 Paso prevails, you will never truly know if approval of tlie

contracts was of mater.ici.lly significant assistance.

You therefore find yourselves in a position of either approving the
contracts as an indication of trust or disapproving the conbracts because

you feel, they arc not in the State"s best interest.

In my opinion, with proper safeguards against repeal of Section 1313,
tlie arguments for approval of the contracts outweigh the arguments for
disapproval. There are strong reservations as to tlie switching provision
(Section 11.4), which 1 would prefer to see removed unless tlie Governor
will nrdee a personal, public, statement that he does not intend to
switch positions, and that presentation before iJie FPC will be in

support, of the El Paso route only.

Respectfully submitted

George C. Silidos
Resource Consultant
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Introduced: 1/11/777

Referred: Soccial Committee to
Consider The Sale of
Royalty Gas

BY THE RULES COMMITTEE BY
IN THE SENATE REQUEST OF THE GOVERNOR

SENATE CONCURRENT RESOLUTION NO. 3
IN THE LEGISLATURE OF THE STATE OF ALASKA
TENTH LEGISLATURE - FIRST SESSION
Approving the disposal to Tenneco
Alaska, 1Inc., of royalty natural
gas taken in-kind
BE IT RESOLVED BY THE LEGISLATURE OF THE STATE OF ALASKA:

WHEREAS, under AS 38.06.055(a), each house of the legislature must
approve by concurrent resolution all sales of state-owned royalty oil or
gas before the sale may be consummated; and

WHEREAS, the State of Alaska has the right under AS 38.05.180 and its
oil and gas leases to receive royalty oil and gas either in-kind or in-—
value from the Prudhoe Bay Field; and

WHEREAS, the commissioner of natural resources has entered into a
contract for the sale of 50 per cent of state-ovmed royalty gas from the
Pr*idhoe Bay Field to Tenneco Alaska, Inc.; and

WHEREAS, the Alaska Royalty Oil and Gas Development Advisory Board
approv®d the contract for the sale of 50 per cent of the state-ovmed royalty
cas from the Prudhoe Bay Field to Tenneco Alaska, Inc.; and

WHEREAS, the legislature has reviewed this contract in detail and con-—
ducted hearings and otherwise received public input on this contract; and

WHEREAS, the legislature finds this contract to be in the public
interest of Alaska and its citizens, and further finds that this contract
is in compliance with all requirements of lav/;

EE IT RESOLVED by the Alaska State Legislature that Alaska royalty gas
sale No. 76-2 and the contract providing for the sale of royalty gas fronm

the Prudhoe Bay gas field pertaining to it, between the state and Tenneco
Alaska, Inc., 1is hereby approved.

-1- SCR 3



JAY 5 HAHMQNO

Statk or A laska
QFFICC OF THE GOVERNOR
Juneau

January 10, 1977

President of the Senate
Alaska State Legislature
Juneau, Alas]. . 99811

Dear Mr. President:

Under the authority of art. 111, sec. 18 of the Alaska

Constitution, | am transmitting three resolutions

giving legislative approval to three royalty natural

gas sales.

AS 38.06.055(a) requires that every disposition of
state-owned royalty oil or natural gas be approved by
concurrent resolution of the legislature before the

sale may be consummated. On November 12, 1976,

announced that the state had entex*ed inco contracts

for the sale of Prudhoe Bay royalty natural

Tenneco Alaska, 1Inc., ElI Paso Natural Gas Company,

Southern Natural Gas Company, respectively.

gas with

and

contracts along with supporting information are being
transmitted to each legislator during the first week

this session.

I hope that you agree that these sales are

best interest of all Alaskans and 1 urge your prompt

approval.

Jay~S. Hammond
Governor
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Introduced: 1/11/77

Referral: Special Committee to
Consider The Sale of
Royalby Cas

BY THE RULES COMMITTEE BY

t Il THE SENATE REQUEST OF THE GOVERNOR
2 SENATE CONCURRENT RESOLUTION NO. 4

3 IN THE LEGISLATURE OF THE STATE OF ALASKA

A TENTH LEGISLATURE - FIRST SESSION

5 Approving the disposal to El Paso
6 Natural Gas Company of royalty

1 natural gas taken in-kind

@ BE IT RESOLVED BY THE LEGISLATURE OF THE STATE OF ALASKA:
9 WHEREAS, under AS 38.06.055(a), each house of the legislature must
]O!approve by concurrent resolution all sales of state-ovmed royalty oil or

1 gas before the sale may be consummated; and

2
£ WHEREAS, the State of Alaska has the right under AS 38.05.180 and its

1 oil and gas leases to receive royalty oil and gas either in-kind or in—

u value from the Prudhoe Bay Field; and

WHEREAS, the commissioner of natural resources has entered into a
contract for the sale of 25 per cent of state-ovmed royalty gas from tlie
Prudhoe Bay Field to ElI Paso Natural Gas Company; and

WHEREAS, the Alaska Royalty 0Oil and Gas Development Advisory Board

approved the contract for the sale of 25 per cent of the state-ovmed royalty

20 gas from the Prudhoe Bay Field to El Paso Natural C-as Company; and

WHEREAS, the legislature has reviewed this contract in detail and con—

22 ducted hearings and otherwise received public input on this contract; and

23
WHEREAS, the legislature finds this contract to be in the public

interest of Alaska and its citizens, and further frnds that this contract:

25
is in compliance with all requirements of lav?;

26
BE IT RESOLVED by the Alaska State Legislature that Alaska royalty gas

2/
sale No. 76-3 and the contract providing for the sale of royalty gas from
the Prudhoe Bay gas field pertaining to it, between the state and El Paso

2 Natural Gas Company, 1is hereby approved.

-1- SCR 4
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CS for do pass
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/ / AND attaches a report of its intent

/~~7 (other)

MEMBERS SIGNING THE MAJORITY REPORT:

MEMBERS NOT CONCURRING IN THE MAJORITY REPORT:
recommends:

recommends:

recommends:

Chairman
60



17

23

24

26

26

Introduced: 1711777

Referral: Special Commit tec- tM
Consider Tlie Sale vi
Royalty Gas

BY THE RULES COMMITTEE BY
IM TIIK SENATE REQUEST OF THE GOVERNOR

SENATE CONCURRENT RESOLUTION MO. h
IN THE LEGISLATURE OF THE STATE OF ALASKA
TENTH LEGISLATURE - FIRST SESSION
Approving the disposal to El Paso
Natural Gas Company of royalty
natural gas taken in-kind
3E IT RESOLVED BY THE LEGISLATURE OF THE STATE OF ALASKA:

WHEREAS, under AS 38.06.055(a), each house of the legislature must
approve by concurrent resolution all sales of state-owned royalty oil or
gas before the sale may be consummated; and

WHEREAS, the State of Alaska has the right under AS 38.05.130 and its
oil and gas leases to receive royalty oil and gas either in-kind or in-—
value from the Prudhoe Bay Field; and

WHEREAS, the commissioner of natural resources has entered into a
contract for the sale of 25 per cent of state-ovmed royalty gas from tlie
Prudhoe Bay Field to EI Paso Natural Gas Company; and

WHEREAS, the Alaska Royalty 0Oil and Gas Development Advisory Board
approved t:ha contract for the sale of 25 per cent of tlie state-ovmed royaltj
gas from the Prudhoe Bay Field to El Paso Natural Gas Company; arid

WHEREAS, the legislature has reviewed this contract in detail and con -
ducicd hearings and otherwise received public input on this contract; and

WHEREAS, the legislature finds this contract: to be in the public
interest of Alaska and its citizens, and further finds that this contract
is in compliance with all requirements of lav;;

FF IT RESOLVED by tho Alaska State Legislature that Alaska royalty gas
..ale No. 76-3 and the contract providing for the sale of royalty gas from.

the Prudhoe Bay gas field pertaining to it, between the state and El Paso

.k

era! Cns Company, 1is hereby approved.

-1- SCR
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February 27, 1977

The Honorable Joseph H. McKinnon
Alaska State House of Representatives
Pouch V - State Capitol Building
Juneau, Alaska 99S11

Dear Representative McKinnon,

During our conversation in your office last week, you asked for
additional information respecting the value of a commitment of the
state®"s surplus royalty gas to El Paso Natural Gas Company in eliciting
support for a trans-Alaska gas pipeline route.

We note that the report published by the House Special Committee on
the Sale of Royalty Gas states that EI Paso needs no additional incentive
to work in behalf of its own proposal, and suggests that the value of
committing 25% of the state®s surplus gas to El Paso is questionable.
While we are certainly dedicated to doing everything within our ability
to secure approval of the trans-Alaska route, the persuasive force of
additional gas supplies for the eight-state El Paso market area is of no
less significance than that for Tenneco and Southern. In fact, many
knowledgeable experts involved in the gas line issue have singled out
California as the state most critical to the success of tlie trans-Alaska
route (next to Alaska, of course".)

As you can see from tlie attached description of the states served
by EI Paso, over 55% of the total volume of gas consumed in California
is supplied by that company. Moreover, in recent years, El Paso has,
through :its natural gas deliveries, provided more energy to California
than any other company involved in supplying energy of any kind. None—
theless, it is well known that the State of California does not support
our project. The reasons for this fact are complex, but the simple
problem wc have experienced in persuading California to back the trans-
Alaska route is that, we have nothing tangible to offer them. For over
four years, we have attempted to elicit support on the basis of our
friendship and goodwill with our California customers. At the same
time, sponsors of the trans-Canadian route have argued successfully that

approval of their project with its "western leg" could mean that additional

gas supplies from some unnamed source (presumably Mackenzie Delta) would
be available to California markets. We know that such argument has no



The Honorable Joseph II. McKinnon
February 27, 1977
Page 2

factual basis, since testimony before the NEB has been that Mackenzie
Delta gas will not be exported to U.S. markets. However, Arctic Gas
has very effectively used the suggestion of additional Canadian gas
via its project to gain California®s endorsement.

With the commitment of Alaska®"s surplus royalty gas to EI Paso,
we will have at least three means of turning California around on this
issue.

1) Senators Stevens and Gravel and Congressman Young can write
"Dear Collegue™ letters to California®s U.S. Congressional
Delegation, asking for their support on the basis of Alaska“s
surplus gas offsetting part of the severe curtailments facing
California markets.

2) Tlie State of Alaska will be able to send representatives to
California with the message, "Fellow Americans, we understand
your critical needs for natural gas. We will have some
royalty gas which will be surplus to our own needs in Alaska,
and we are willing to make this excess gas available to your
markets provided the trans-Alaska route for the North Slope
gas pipeline is approved."”

3? El Paso itself will be provided with a tool for use in

mounting an extensive state-wide public campaign in California.
Given this tool (additional natural gas) and sufficient time,
we believe that we can generate sufficient public support for
our project to reverse the stand of the California administra—
tion. We have hired the necessary public relations expertise
but it is now up to tlie Alaska House of representatives to
provide us with the tool to work with. We have encountered
several congressional representatives who, after hearing our
presentation on the trans-Alaska route, have said, in

essence," Gentlemen, 1 can see that your project will provide
some real benefits for the American gas consumer and the U.S.
economy, but until 51% of my constituents tell me to do so, |
can not support you."™ Obviously, our mission in California is
to pursuadc 51% of the population to support the trans-Alaska
route. And, as | have said, we have not been able to do it with
friendship and goodwill.

The foregoing plans have been described on the basis of their application
in California alone. We would, of course, work throughout our 8-state
market area.
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I don"t want to leave you with the impression that we intend to claim
that El Paso"s share of Alaska®"s surplus royalty gas would solve all of
our customers®" gas problems. However, you can see from the attached
document that we estimate 15% curtailment in Priority 1 (household) uses
in 1981. Alaska"s surplus royalty gas could offset a major portion of
that curtailment, to the tune of supplying over 190,000 homes which would
otherwise be without gas.

Alaska has an opportunity to present itself as a concerned, generous
number of the U.S. energy community by offering to share its surplus
resources. While we do not wish to suggest anything that is more properly
the right of those with the constitutional authority to establish state
policy, such as yourself, it would certainly seem that the "generous"
approach would be a far more effective means of generating support for
Alaska®"s programs than the "dog in the manger"™ attitude which some elements
in the lower 48 perceive on the part of a few Alaskans.

One final point. The debate in the Senate last week was centered
around an amendment which would have compelled EI Paso, Tenneco and
Southern to support the retention of section 13B of the Alaska Natural Gas
Transportation Act of 1976. As you know, section 13B gives Alaska the
right to recall its gas from interstate pipelines as Alaska®"s own needs
develop. There are some who fear that the Act may be amended and section
13B repealed. For the record, El Paso suppported. section 13B when it was
first proposed, and we intend to continue to support its retention in the
Act. No action by the Alaska Legislature is necessary to force us to do so.

I have attempted to be as brief as possible and still be responsive
to your request. If you should want any additional information on this
matter, please let me know.

Best regards.

Sincerely,

EL PASO ALASKA COMPANY

Michael C. Holland
Assistant to the Vice President

Attachment
cc: Speaker Malone Representative Parr
Representative Cowper Representative Hayes

Representative Gruening Representative Chatterton



EL PASO NATURAL GAS COMPANY
NATURAL GAS CONSUMPTION FOR THOSE
STATES SERVED WHOLLY OR IN PART
Calendar Year 1975

STATE EPNG SALES TOTAL CONSUMPTION EPNG .PERCENT OF TOTAL
CONSUMPTION

Arizona 164,704 MMCt I 164,704 MMCF 100.0%
California 1,008,158 MMCF 1,807,604 MMCF 55.8%
Colorado 120 MMCF 290,798 MMCF a%
Nevada 28,590 MMCF 60,446 MMCF 47 .3%
New Mexico 43,336 MMCF 167,220 MMCF 25.9%
Oklahoma 11 MMCF 639,575 MMCF <1%
Texas 34,627 MMCF 3,911,026 MMCF <1%
Utah 19 MMCF 123,098 MMCF <1%

I MMCF = millions of cubic feet

NATURAL GAS CURTAILMENT 1IN 1976
AND ESTIMATED CURTAILMENT IN 19S1

1976
VOLUME % OF REQUIREMENT
p 0 0
p 1,731 MMCE 1%
p 35,666 MMCF 16%
p 2.862 MMCF 21%
p 219,809 MMCF 65t
TOTAL *260,068 MMCF 19%%
1981
VOLUME % OF REQUIREMENT
P 1 83,071 MMCE 15%
P 2 143,261 MMCF 520
P 3 254,693 MMCF 100%
P 4 11,440 MMCT 100%
P 5 348,723 MMCF 100w
TOTAL 841.188 MMCF 58%



January 24, 1977

Tho Honorable Hugh Malone
Speaker of tlie House
Alaska State Legislature
Juneau, Alaska 99311

Dear Mr. Speaker:

Under the authority of art. IIl, sec. 1S of the Alaska

Constitution, I am transmitting three resolutions
giving legislative approval to three royalty natural
gas sales.

7\S 33.00.055 (@) requ .res that every disposition of
state-ovmed royalty oil or natural gas be approved Jay
concurrent resolution of the legislature before tho
sale nay bo consummated. On November 12, 1976, |
announced that the state had entered into contracts
for the sale of Prudhoe hay royalty natural gas with
Tenneco Alaska, 1Inc., HI Paso Natural Gas Company, and
Southern Natural Gas Company, respectively. Those
contracts along with supporting information wore
transmitted to each legislator during tho first week
this session.

The identical resolutions were submitted to the
Senate. U® are introducing the resolutions in the
House today in order to expedite consideration.

I hope that you agree that these sales are in tho
best interest of all Alaskans, and I urge your prompt
approval.

Sincerely,

Jay S. [llnmmond
Governor
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JUNEAU. ALASKA

March 1, 1977

Representative Steve Cowper
Pouch V
Juneau, Alaska 99811

Dear Representative Cowper:

The facts surrounding the affects of the powers of the Federal Energy
Administration on Alaska®s ability to withdraw any of its natural gas in
accordance with the provisions of any of the gas sale contracts are criti—
cal in the evaluation of these contracts. Whether or not we approve these
future sales, we should make ourselves aware of all the facts before we
give approval to any of the contracts. To that end | am supplying to you,
for your own evaluation, the data before the Senate during their two days
of reconsjderation.

Obviously the recent actions of the FEA were not considered when the
contracts were negotiated last year, nor was this winter®"s gas shortage and
its affect on the politics of the Congress. This just goes to point out the
oitfalls of trying to crystal ball firm contracts with a minimum of 5 to 8
years before the first gas can flow.

The federal govemnent seems sure to enact broader and more restrictive
rather than legislation which will help Alaska with the wise and unselfish

use of our oil and gas resources.

The material is presented to you in the hopes that it will in some small
way help you to reach a more satisfactory answer than the Senate found,

I hope the wisdom of Solomon arrives in time to be with the House.

Sin.eerelv,
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Mr . President:

Having been chastised by the chair and some of my colleagues
FOR BEING DILATORY DURING THE DEBATE AND FLOOR ACTION ON SCR #9
YESTERDAY/ IT IS WITH GREAT RELUCTANCE AND A HEAVY HEART THAT 1
ENTER INTO THIS DEBATE TODAY. I HAVE CAUSED THE TESTIMONY WHICH
I PRESENTED YESTERDAY ALONG WITH A FEW EXHIBITS TO BE PLACED ON
EACH DESK. I HOPE MY FELLOW SENATORS WILL RECONSIDER THIS INFORMA—
TION ALONG WITH THE LEGAL OPINION WHICH 1 HAVE OBTAINED FROM LEGIS—
LATIVE Council. I have also obtained a copy of the legal opinion
BY A FIRM WITH OUTSTANDING CREDENTIALS IN THE ENERGY FIELD AND THE
ONLY ONE TO DATE WHICH HAS ACCOMPLISHED A STUDY ON THIS PHASE OF

THE ENERGY ACT/ CHAPMAN/ GADSBY/ HANNAH AND DUFF. (INCLUDED)

I AM SURE OPEN MINDED SENATORS WILL FIND THAT Mr . La RoCCA"s
NEWS RELEASES WERE CORRECT/ AS WAS MY PRESENTATION TO THIS BODY. |
HOPE THAT SOME OF YOU HAVE ACCEPTED MY INVITATION TO EXAMINE THE
OVER 50 POUNDS OF MATERIAL PILED ON THE DIVIDER OF MY DESK SINCE
YESTERDAY. Of COURSE/ WE STILL HAVE NO TRANSCRIPT OR EXHIBITS FOR

CONSIDERATION,

In answer to Senator Radar:

Mr. President: In light of FEA law already on the bocks,
AS LONG AS WE HAVE NO CONTRACT AND CAN BUILD AN INDUSTRY TO U E OUR
GAS / WE ARE NOT LIKELY TO HAVE IT STOLEN FROM US OUTRIGHT/ BY THE
FEDERAL GOVERNMENT. THESE PARTICULAR CONTRACTS/ NOT CONTRACTS IN
GENERAL/ ARE THE WEAK LINK WHICH WILL CAUSE THE LOSS OF USE OF ALL

our gas in Alaska; even though it is to the best interest of the
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Lower 48 states by providing far more energy to them. Mr . President/
INTELLIGENT CONTRACTS COULD BE DRAFTED TO DO WHAT SENATOR RADAR SAYS
BUT THESE CONTRACTS ARE DEFECTIVE. SENATOR RADAR"S CRYSTAL BALL
CAN"T TELL HIM WHAT®S GOING TO HAPPEN IN THE NEXT 5 TO 8 YEARS..BEFORE

GAS FLOWS.

Referring to SCR i3 during debate Senator Huber said:

Mr . PRESIDENT/ 1 DO FEEL THAT I OWE AN APOLOGY TO SOME OF THE
MEMBERS OF THIS BODY FOR CALLING THE SENATE AND HOLDING THIS MATTER
OVER UNTIL THIS MORNING. I WOULD NOT HAVE DONE SO IF I HAD KNOWN
AT 4 P.M. THAT WHICH I LEARNED BY 7 P.M. YESTERDAY; WHICH WAS, THAT
THESE ILL CONCEIVED AND HASTILY DRAWN CONTRACTS WERE LOCKED IN SINCE
THE FIRST OF THE WEEK BY A BOUND CAUCUS INSPIRED !ROM THE THIRD FLOOR
AS WELL AS THE ORGANIZATION FOR THE MISMANAGEMENT OF ALASKA®"S RE-
SOURCES. When one compares the statesmanship being displayed by
THE LEADERSHIP OF THE OTHER HOUSE IN THE HANDLING OF THESE CONTRACTS
WITH THE POLITICS OF THE LEADERSHIP OF THIS BODY, IT MAKES ME THANK—
FUL FOR NOT BEING A PART OF THAT FARCE. Mr. PRESIDENT, I PRAY THAT
ALL THE CITIZENS OF ALASKA WILL FOCUS ON THIS ADMINISTRATION AND
LEADERSHIP REGARDING ITS ACTIONS IN THIS MOST IMPORTANT MATTER AS

WELL AS OTHERS, USING A STRONG MAGNIFYING GLASS.
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ASSOCIATED FIRM
GAOSSiY AND HANNAH
130 FEDERAL STREET
OOSTON, MASSACHUSETTS 02110

Mr. George H. Shipley
Director and Consultant
Alaska Petroleum Company
Five Greenway Plaza East
Houston, Texas 77046

Re: Application of the Mandatory Petroleum Allocation
Regulations of the Federal Energy Administration
to the Sale of Royalty Crude Oil by the State of
A la s k a

Dear Mr. Shipley:

At the request of Clinton B. Fawcett, Esq., we have prepared
and enclose herewith a letter dated February 9, 1977, expressing our
opinion regarding the application of the Mandatory Petroleum Allocation
Regulations, 10 C.F.R. Part 211, of the Federal Energy Administration
to the sale of royalty crude oil by the State of ALaska.

As set forth more fully in our letter, we conclude tnat the State
of Alaska is subject to the provisions of 100 C.F.R. 8211 63 ir. the same man-
ner as other royalty owners. We further conclude that, whether the State
of Alaska first receives its royalty in kind or in value, a ch ingfi in crude
oil purchasers or the election to receive in kind rather than iti value is per-
mitted only upon compliance with the provisions of paragraph (d) of Section
211.63, which provides for the termination of supplier/purchaser relation-
ships under specific prescribed conditions.
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February 9, 1977

Also enclosed for youx* information and easy reference are
copies of the following documents:

(1) FEA Interpretation dated May 17, 1974 to Signal Oil and Gas

(2)

(3)

(4)

(5)

Company;

FEA Interpretation dated December 12, 1975 to J W Re-
fining, Inc. ;

FEA Remedial Order dated October 31, 1975 and Supple-
mental Order dated March 2, 1976 te the State Lands Com-
mission of the State of California;

FEA Decision and Order in Colorado State Board of Land
Comissioners, Case No. FEA-0974 (January 26, 1977); and

FEA Decision and Order in United States Geological Survey,
Case No. FEA-0850 (January 20, 1977).

We shall be happy to discuss this matter with you andprovi.de any
additional information requested.

LIA-.jl
enclosures

Sincei*el

Lawrence |I. Abrams

cC: Clinton B. Fawcett, Esq.
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Mr. George Il. Shipley
Director and Consultant
Alaska Petroleum Company
Five Greenway Plaza East
Houston, Texas 77046

Re: Application of the Mandatory Petroleum Allocation
Regul, 'w.dils of the Federal Energy Administration
to the Sale of Royalty Crude Oil by the State of
Alaska

Dear ?/r. Shipley:

You have requested our opinion regarding the application of the
Mandatory Petroleum Allocation Regulations, 10 C.F.R. Part 211, of the Federal
Energy Administration (I’EA) to the sale of royalty crude oil by the State of
Alaska. It is our understanding thut the State of Alaska, as lessor, is entitled to
receive its royalty either in kind or in value with respect to crude oil produced
from State oil and gas leases in the Prudhoe Bay Basin. Production from these
lenses is currently scheduled to commence in September 1977. This letter will
address the following specific issues:

(1) Whether the sale of royalty crude oil by the State of Alaska is
subject to the provisions of the Mandatory Petroleum Allocation Regulations, 10
C.F.R. Part 211

(2) Whether the State of Alaska is subject to the regulation on domestic
crude oil supplier/purchaser relationships, 10 C.F.R. 8211.63, with respect to the
sale of royalty crude oil; and

(3) Whether the State of Alaska under the provisions r,elo C.F.R. 5211.63
can elect to receive royalty in kind once having received its royalty in value.
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As set forth more fully hereinafter, we conclude that the State of Alaska
is subject to the provisions of 10 C.F.R. §211.83 in the same manner as other
royalty owners. V.'e further conclude that, whether the State of Alaska first
receives its royalty in kind or in value, a change in crude oil purchasers or the
election to receive in kind rather than in value is permitted only upon
compliance with the provisions of paragraph (d) of Section 211.83, which provides
for the termination of supplier/purchaser relationships under specific prescribed
conditions. Our reasons ror these conclusions are detailed below.

The sale of royalty crude oil by the State of Alaska is subject to the
provisions of tne Mandatory Petroleum Allocation Regulations.

Section 4(a) of the Emergency Petroleum Allocation Act of 1973, as

amended, provides:
t 4

(a) Not later than fifteen days after November 27,
1973, the President shalL promulgate a regulation
providing for the mandatory allocation of crude oil,
residual fuel oil, and each refined petroleum product,
in amounts specified in (or determined in a manner
prescribed by) and at prices specified in (or determin-
ed in a manner prescribed by) such regulation.
Subject to subsection (d) of this section, such regula-
tion shall take effect not later than fifteen days after
its promulgation. Such regulations shall apply to all
crude oil, residual inel uiL, and refined petroleum
products produced ~m or' imported into the United
States. 16 U.S.U.A. V/ii3(a; (1978). (Emphasis addeu.i

There are no provisions in the Emergency Petroleum Allocation Act of 1973
(P.L. 93-109) or in any subsequent amendments thereto (P.L. 93-011; P.L. 94-99;
P.L. 94-133; P.L. 94-163; and P.L. 94-335) which provide an exemption for State
and local governments from the regulation promulgated pursuant to Section 4(a)

of the Act.

On January 14, 1974 the Federal Energy Office (now the Federal Energy
Administration) issued the Mandatory Petroleum Allocation Regulations, 19
C.F.R. Part 211, 39 Fed. Reg. 1924, 1932 (January 15, 1974). These regulations,
as amended, are still in effect as of this date.
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10 C.F.R. 5211.1(a) states:

This part applies to the mandatory allocation of crude oil,
residual fuel oil and refined petroleum products produced in or
imported into the United States.

10 C.F.R. 5211.51 provides definitions for the following terms:

"State" means' each of the 50 states, The District of Columbia,
Puerto Rico, possessions and territories of the United States,
other than the Panama Canal Zone.

"Supplier” means any firm or any part or subsidiary of any firm
other than the Department of Defense which presently, during
the base period, or during any period between the base period and
the present supplies, sells, transfers or otherwise furnishes (as by
consignment) any allocated product or crude oil to wholesale
purchasers or end-users, including, but not limited to, refiners,
natural gas processing plants or fractionating plants, importers,
resellers, jobbers, and retailers.

"Firm" means any association, company, corporation, estate,
individual, joint-venture, partnership, or sole proprietorship or
any other entity however organized including charitable, educa-
tional, or other eleemosynary institutions, and the Federal
Government including corporations,, departments, Federal agen-
cies, and other instrumentalities, and State and local govern-
ments.

One of the principal purposes of the Emergency Petroleum Allocation
Act was to provide for:

equitable distribution of crude oil, residual fuel oil, and
refined petroleum products at equitable prices among all regions
and areas of the United States and sectors of the petroleum
industry, including independent refiners, small refiners, non-
branded independent marketers, branded independent marketers,
and among all users. 15 U.S.C.A. 5753(b)(1)(F) (I'I7G).

Accordingly, neither Congress in the enabling legislation nor the Federal
Fnergy Administration in the allocation regulations has provided any exemption
for State and local governments. The allocation regulations treat a State or
local government like any other private firm, extending the same rights and
imposing the same obligations thereunder. Therefore, the sale <f royalty crude
011 by the State of Alaska is governed by the same rules and regulations
applicable to the sale of crude oil by any firm and is thus fully subject to the
provisions of the Mandatory Petroleum Allocation Regulations.
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The State of Alaska is subject to the regulation on domestie crude oil

supplier/purchaser relationships with'respect to the sale ol royalty crude
oil.

The allocation of crude oil produced in the United States, unless

otherwise exempted is subject to the regulation set forth in 10 C.F.It. §211.63
governing domestic crude oil supplier/purchaser relationships. Section 2!1.G3(a)

states:

Scope. This section provides for the allocation of crude oil
produced in the United States other than crude oil which is the
subject of (1) purchases and sales made to comply with §211.05 of
this subpart; (2) sales of crude oil made pursuant to Parts 225 and
225a, Chapter Il of Title 30 of the Code of Federal Regulation?;
(3) the first sale of crude, oil under 10 U.S.C. 7430(b), as amended
by 8201 of the Naval Petroleum Reserves Production Act of 1976;
and (4) the first sale of any domestic crude oil produced and sold
frorn a property from which domestic crude oil was not produced
and sold prior to January 1, 1976.

The general rule regarding the establishment and maintenance of a

supplier/purchaser relationship is set forth in Section 211.G3(b)(i) and (2) v.hich

state:

General rule, (1) All supplier/purchaser relationships in effect
Tinder concruets for sales, purchases and exchanges of domestic
crude oil on January 1, 197G shall remain in effect for the
duration of this program; provided, however, that any such
supplier/purchaser relationship to which tins section is applicable
may be terminated as provided in paragraph (d) of this section.

(2) Once any first sale, purchase or exchange of domestic crude
oil is made which is exempt from this rule pursuant to paragraph
(a)(4) of this section,” or once the sale, purchase or exchange of
any domestic crude oil that has at any time been the subject of a
supplier/purchaser relationship under subparagraph (1) of this
paragraph (b) is made iri accordance with this section to a firm
that v/as not the purchaser thereof on January 1, 1976, or has not
continued to purchase that crude oil without interruption since
December 31, 1975, a supplier/purchaser relationship between the
seller and purchaser shall be established thereafter under this
section as though it had been in effect on January 1,197(1.
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Since the subject state royalty crude oil was not produced and sold prior
to January 1,1576, under the provisions of Section 211.63(b)(2) once the first sale,
purchase or exchange of the slate royalty crude oil is made, a supplier/pur-
chaser relationship between tlie supplier and purchaser is established thereafter
as though it had been in effect on January 1, 1976. Under the provisions of
Section 211.63(b)(1) the supplier/purchaser relationship thus established remains
in effect for the duration of the program and may only be terminated under the
specific and limited provisions set forth in Section 211.63(d) unless otherwise
ordered by the Federal Energy Administration through the granting of an
application for exception.

Section 21L63(d)sets forth the conditions for termination of supplier/pur-
chaser relationships. None of the provisions provide for unilateral termination
by the supplier. The provisions which would be relevant to termination of the
supplier/purchaser relationship by the State of Alaska are Section 211.63(d)(l)(i)
and (iii) which state:

(d) Termination of supplier/purchaser relationships.

() Any supplier/purchaser relationship established under para-
graph (b) of this section may be terminated as f Tows:

(i) at the option of the purchaser, as evidenced by its written
consent thereto together with notice of the termination date
given to the producer, provided all subsequent purchasers of the
crude oil involved have consented to such termination in writing;

* X %

(iti) by a producer (as defined in Part 212 of this chapter), if the
present purchaser us to any old, new or stripper well lease crude
oil (as defined in 83212.72 and 212.74 of Part 212 of this chapter)
refuses, within n fifteen day period after receipt of written
notice as to that offer from the producer, to meet any bona fide
written offer made by another purchaser to purchase such crude
oil at a lawful price above the price paid by the present
purchaser.

Iri addition, Section 211.63(d)(iv) provides that a supplier/purchaser relationship
rnay be terminated by a producer or reseller as to a reseller purchasing from it
provided that certain complex and express conditions are satisfied. For the
purpose of this rule a "producer" means "a firm or that part of a firm which
produces crude oil or natural gas, or any firm which owns crude oil or natural
gas when it is produced.” 10 C.F.R. 8212.31. |If tlie State of Alaska owns the
royalty crude oil when it is produced, it is a "producer" for purposes of Section
211.63(d). Consequently, the State of Alaska would lie subject to the same rules
applicable to a "producer" for the purposes of terminating a supplier/purchaser
relationship.
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The application of Section 211.G3 to sales of state royalty crude oil have
been considered by the FEA in n number of situations. In each case the
applicability of Section 211.63 to sales of state royalty crude oil was either
upheld or unchallenged. For example, in California Stute Lands Commission, 2
FEA 1130, 507 (January 17, 1975), the FEA upheld an Interpretation issued May
17, 1074 by the Deputy General Counsel to Signal Oil and Gas Company that
under the provisions of Section 211.63 Signal Oil, a firm which on December 1,
1073 was receiving the royalty share of crude oil produced under the terms of a
lease in effect with the State of California, was entitled to continue to receive
that crude oil despite the fact that on November 29, 1973 the State had signed a
new contract with two other companies who were to receive the crude oil
involved as of May 1, 1974.

In another case, California State Lands Commission, 3 FEA il 80,598
(March 12, 1976), the FEA upheld a Remedial Order issued to the California
State Lands Commission on October 31, 1975 which found that the Commission
had violated Section 211.63 by selling state royalty crude oil to U.S. Oil and
Refining Co. at a time when its supplier/purchaser relationship for the crude oil
involved was still in effect with Atlantic Richfield Co. who still desired to
purchase the crude oil. In its decision the FEA made reference to the
retroactive repeal of the exemption of price controls on the sale of crude oil
and refined petroleum products by state and local governments which was
sustained in California v. Simon, 504 F.2d. 430 (T.E.C.A. .1974), cert, denied, 419
U.S. 1021 (1974;. The FEA decision stated in part:

In this connection it should be noted that in promulgating the
retroactive repeal the FEA clearly indicated that it was taking
such action not only to prevent immediate price dislocations as
suggested by the Commission, but also in order to prevent
dislocations in the national distribution system by eliminating the
opportunity and incentive for governmental entities to alter
existing suoplier/nurchaser relationships with respect to royalty
oil. See Notice,” 39 Fed. Reg. 7176 (February 25, 1974)/.
California State Lands Commission at p. 80,359.

In Vaughey and Vaughey Oil Producers, 4 FEA 1183,072 (August 27,1976),
the FEA granted exception relief to Vaughey and Vaughey Oil Producers which
permitted them to sell 100 percent of the crude oil produced from the Lawry
Bombing Range Field located in Arapahoe County, Colorado, for tlie benefit of
the working interest owners at upper tier celling prices. On November 10,1976,
the Coloiado Board of [.and Commissioners, as royalty interest owner, filed an
Appeal which, if granted, would have permitted Colorado to share in the
additional revenues g nerated as a result of the relief granted to tlie working
interest owners in the August 27 Order. In Colorado State Board of Laud
Commissioners, 4 FEA 11 (January 26, 1977;, the FEA considered and
rejected the Appeal by the State. The decision notes that Colorado as a royalty
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interest owner is a producer of crude oil and thus subject to the price
regulations which govern tlie first sale of domestic crude oil. FEA dismissed
Colorado's contention that the Vaughey decision unlawfully impairs contractual
obligations under the terms ot the lease which provided that Colorado is
entitled to 1/3 of the gross proceeds derived from the sale of all crude oil
produced at those wells as a royalty. According to FEA's reading of the lease,
Colorado’s royalty payment was based upon a fraction of production, not
revenue. The decision goes on to state:

In enacting the Emergency Petroleum Allocation Act of 1973
(EPAA), as amended, the Congress expressly recognized that the
Regulations which tlie FEA promulgates and the determinations
which it issues to achieve the statutory objectives will on
occasion abrogate certain prior private contractual arrangments.
See II.R. Conference Itep. No. 623, 93rd Congress, 1st Sess. 24
(19731, Fed. Energy Guidelines, Par. 10,610, p. 10,619-9. The
authority of the FEA to. preempt private contracts in order to
effectuate provisions of the EPAA has in fact been specifically
sustained by the federal courts. See Basin, Inc. v. Federal
Energy Administration, 534 F.2d. (324,325) ITECA 1976); Condor
Operating Co. v. Sawhill, 514 F.2d. 351 (TECA), cert, denied, 421
‘0.S. 976 (fa'ifa); Citronelle-Mobile Gathering v. Gulf'Cii Corp.,
420 F. Supp. 162 (3.D. Ala. fa75); Trans World Airlines, inc. v.
Federal Energy Office, 380 F. Supp. 56U IU.D.C. 1974) ai'firmed,
52U P.2d 1339 fa'EGA 1975).

The FEA also rejected arguments by Colorado that the Vaughey Decision
was invalid because of alleged statutory and constitutional conflict's. Tlie

Decision states:

We are also unpersuaded by the Board's further contentions that
the Vaughev Decision is invalid because of alleged conflicts with
a provision ol tne Constitution of Colorado and with a federal
statute granting that State certain lands. Of course, to the
extent that the Colorado Constitution necessarily conflicts with
federal law, federal law would prevail. U.S. Const, art. 6.
However, we preceive no real conflict between the Vaughey
Decision and Article IX, Section 10 of the Constitution of
Colorado which provides only that in making provision for the
disposition of state lands, the Board shall "secure the maximum
possible amount therefor." Nor do we perceive any conflict
between the Vaughey Decision and Colorado's enabling act in
which Congress, at Section 7, merely granted the State certain
lands to be used for the suooort of common schools.
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The Board further contends that the Vaughey Decision "appears
to interfere with rights left to the State under article X of the
United States Constitution.” No authority has been cited by the
Board for this proposition, nor has the Board described the nature
of the supposes tenth amendment rights upon which the Decision
allegedly encroaches. That contention must therefore be
rejected. We note, however, that the relevant FEA statutory
provisions were enacted by the Congress pursuant to the
authority delegated to it wunder Article | of the Federal
Constitution, viz. the commerce, general welfare and common
defense clauses of Article | Section 8. See Federal Energy
Administration Act of 1974 (P.L. 93-275, May 7, 1974), Section
2(a); Emergency Petroleum Allocation Act of 1973 (P.L. 93-159,
November 27, 1973), Section 2(a)(3). Since these Acts were
passed pursuant to powers delegated to Congress by Article | of
the Constitution, they cannot also have been reserved to the
states in the tenth amendment.

As further support that Section 2L1.63 is applicable to government royalty
crude oil, FEA has consistently held that Section 211.63 is applicable to federal
royalty crude oil. In Ruling 1974-22, the FEA stated:

Ruling: The mandatory allocation regulations in Part 211 provide
no exemption for the Federal government. Therefore, the
Department of the Interior is fully subject to all the provisions in
that Part. Section 211.63(a) provides that "all supplier/purchaser
relationships in effect under contracts for sales, purchases, and
exchanges of domestic crude oil on December 1, 1973, shall
remain in effect for the duration of this program. .39 Fed.
Reg. 25228 (July 9, 1974).

In Mohaw!l Petroleum Corporation, Inc. v. Department of the Navy, 521
I'.2d 1394 (T.E.C.A. 19751, the Temporary Emergency Court ot Appeals
confirmed that the Department of the Navy was subject to Section 2L1.63 with
respect to sales of crude oil from the Elk IliLIs Petroleum Reserve. In that
decision the court noted:

We are unable to fault, and are not sure whether the Department
of the Navy now faults, the administrative determination of the
President's delegatee that the power which Congress had
conferred upon the President to regulate the sale of "all" crude
oil includes some power to regulate sales by federal agencies.
Indeed, this court recently held that FEA had validly subjected
oil produced by the State of California to the emergency federal
price controls by rescinding an earlier administrative exception
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that had exempted transactions of States and municipalities from
regulation. California v. Simon, T.E.C.A. 197-1, 501 F.2d 430. |If
a federal statute empowering the President to control "all"
domestic oil covers oil produced by ether sovereignties, a
fortiori, it covers oil produced by the federal government over
which Congress and the President exercise supreme and direct
legislative and executive power. 521 F.2d at 1395.

Subsequent to the TFCA opinion cited above, Congress passed the Naval
Petroleum Reserves Production Act of 1976 (P.L. No. 94-253) which among
other things provided that tlie mandatory petroleum allocation and price
regulations did not apply to the first sale of U.S. owned petroleum by the
Secretary of the Navy from the naval reserves. Thus, Congress chose to provide
only a limited and very specific exemption for the federal government on sales
of crude oil.

In J & W Refining Co., T FRA 430,602 (March 19, 1976) the FRA
confirmed an Interpretation ot the General Counsel that sales of crude oil by
the U.S. Geological Survey were subject to the provisions of Section 211.63.
The FRA concluded that under the circumstances of the case, Shell Oil Co. had
not consented to a termination or waiver of its supplier/purchaser relationship
with USGS because it had delivered the royalty oil to J |n K Refining Co. in
compliance with a USGS directive.

In a more recent decision, United States Geological Survey, 4 FEA 1
(January 26,1977), the FRA denied USGS the right, as a royalty owner, to share
in the additional income which had been given to the working interest owners as
a result of granting an application for exception in M.J. Mitchell, 3 FRA
# 83,146 (April 2, 1976). In denying the contention of USGS that such action
.mlawfully impaired tlie contractual obligations in the lease, the USGS decision
states:

It has been firmly established that the FEA has the authority
to preempt the terms of any contract which prevents the
effectuation of the policy objectives set forth by the Congress in
the Emergency Petroleum Allocation Act of 1973, as amended,
(EPAA, Pub. L. 93-159) and subsequent legislation. Trans World
Airlines v. F.E.O., 2 CC1" Fed. Energy Guidelines 'Par. 20,UU4
(ULX; 1974), atl'd, 2 CCH Fed. Energy Guidelines Par. 26,006
(TECA 1975). Even if these leases had in fact been abrogated by
the maimer in which exception relief was granted in these) cases,
then the applicable statutes sustain the FEA action. . . .
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Furthermore, in response to the assertion by USGS that the exception
relief granted in the prior Decision contravenes the Oil und Gas Operating
Regulations (30 C.F.R. Part 221) promulgated by the Secretary of Interior, under
the authority of the Mineral Leasing Act of 1920 (30 U.S.C. 5131 et seen) the
USGS Decision states:

We are unpersuaded by the USGS:s argument. The Mineral
Leasing Act itself fails to define the value of production, and, in
e fact, permits payment in kind by the lessee by al'ocating 12 12
percent of the total amount of production from a particular lease
to the USGS. Although the Department of the Interior
Regulations concerning royalties owed to the United States, as
set forth in 30 CFR, Section 221.47, provide for the payment of
not less than 12 1/2 percent of the gross proceeds from a lease as
the royalty payment, these regulations can be superseded by an
FEA determination that the Federal interest will be furthered by
requiring the royalty payment to the USGS to be limited by the
pricing provisions of the EPAA while the working interest share
is sold at higher price levels. The FEA has made this
determination in the present case.. . .

FEA's position is clear and consistent. Section 211.03 is ecually
applicable to federal, state and local.governin mts as it is to pTtvainfirms. The
Courts have upheld FEA's removal of the exemption of State nncT local
governments from price regulations, California v. Simon, supra, thus subjecting
them to the same regulations as private iirms. With respect to Section 211.63
itself, the Temporary Emergency Court of Appeals has held that Section 2U.G3
is constitutional and a rational exercise of the powers that hud been delegated
to FEA. Condor Operating Co v. Sawiiill, 514 F.2d 851 (TECA 1975).

However, it should bo noted that on October 22, 1976, Judge SutUs of the
U.S. District Court for the WestQixLDbtxiciL-olLICc™as held that Section 211.63
violated the congressional mandate that corripstiveness in petroleum marketing
b€len.coiTragedT'The CourHIlaRI that'SeeHon 211.63 amounted to a total denial of
access to crude oil bv new firms and was generjiliy_atibitrax.V-arld-kalLa'aiise.-of
FIvAJs £liJ.CiiDtiori. The Court declared that Section 211.63 as it now exists is
inyjVnd, unlawful, null nnd-wnd. Basin, Tne. v. FEA, No. SA-75-0A-250 (W.D.
Tex. 1976). On November 3, 1976 the District Court's Order was stayed pending
appeal by the Temporary Emergency Court of Appeal. Basin, Inc. v. FEA, No.
5-21 (TECA 1976). Briefs have been filed and oral argument was heard on
January 21, 1977.
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If the State of Alaska receives its royalty in value, it will be precluded
from receiving its royalty in kina under the provisions o: oection 2tlJi8
unless tr.e .MipoUer/'nureh.-iser relations!uuTor the crude oil involved is
terminated pursuant to the provisions ot paragraph (dj~of Section 2il.03

If the State of Alaska as lessor elects to receive its royalty in value, as is
its option under the oil and gas lease, the lessee (producer or working interest
owner) is required to pay the State the field market price or value at the well of
all royalty oil produced and saved and removed or sold from said land. State of
Alaska Competitive Oil and Gas Lease, paragraphs 11 and 14. Consequently, the
royalty crude oil will either h~ removed and refined by or for the account of the
lessee or sold or exchanged t third party by the lessee.

As discussed previously, once the first sale, purchase or exchange of this
royalty crude oil is made, a supplier/purchaser relationship between the supplier
and the purchaser of the crude oil involved will be established under Section
211.63. At the outset, we note tlie question of whether the payment by the
lessee to the State for royalty in value constitutes a "first sale"” under the FEA
allocation regulations. As background, it should be r.olcd that the terms "first
sale” and "producer" have not been defined under the allocation regulations.
Under the price regulations, however, "first sale” means "the first transfer for
value by the producer or royalty owner." 10 C.F.ll. §212.72. "Producer" means
"a firm or that part of a firm which produces crude oil or natural gas, or _nuy
firm which owns crude oil or natural gas when it is produced.” 10 C.F.It.
g1213lr e ~

If FEA were to apply the same definitions of "first sale" and "producer”
set forth in the price regulations to the allocation regulations, we believe that
tlie receipt of payments for royalty in value would constitute a first .sale only if
the State of Alaska "owns" the royalty crude oil when it is produced. It is not
entirely clear whether the State owns the crude oil when it is produced in the
instant case and we need not attempt in this letter to examine ihe intricacies of
Alaskan oil and gas law to determine the same, since n supplier/purchaser
relationship under Section 211.63 will attach to the crude oil involved in either
ease.

FEA has held that a supplier/purchaser relationship under Sect'jn 2H.G3
existed between the lessor (State of California) and tiie lessee(Signal Oil and
Gas Company) where on December 1, 1973 the State was receivingitsroyalty in
value. California State Lands Commission, 2 FEA ii 80,507 (January 17, 1975).
Therefore, it can be expected that the FEA would take the position that the
payment of royalty in value constitutes a sale - actual or imputed - under the
allocation regulations with respect to the royalty crude oil sufficient to
mstablish a supplier/purchaser relationship under Section 211.63 between the
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lessor (State of Alaska) and lessee (producer). To the extent that the payment
of royalty in value constitutes a sale - actual or imputed - the State of Alaska
will be precluded from receiving its royalty in kind at a subsequent date unless
the supplier/purchaser relationship for the crude oil involved is terminated
pursuant to the provisions of paragraph (d) of Section 211.63.

On the other hand if the payment of royalty in value does not constitute
a sale under the allocation regulations, then tiie crude oil would be owned by the
lessee when it is produced. Accordingly, the sale of the royalty crude oil by the
lessee would constitute a first sale and a supplier/purchaser relationship would
be established between the lessee and the third party purchaser under the
provisions of Section 211.G3. This relationship, once established, cannot be
terminated except in accordance with the provisions of paragraph (cl) of Section
211.133. Furthermore, if there ore successive sales or exchanges of the royalty
crude oil to additional firms, each successive sale or exchange establisl ?s a
supplier/purchaser relationship between the parties concerned. Under the
provision of paragraph (d)(I)(i) of Section 211.G3 the consent of each subsequent
purchaser of the royalty crude oil is required in order to terminate the initial
supplier/purchaser relationship.

A more difficult question arises where the lessee removes the crude oil
from the lease and refiner die crude oil itself or has the crude oil refined for its
account by another refiner. It is possible that under this situation there has
never been a sale, and hence, no first sale. To the extent that the lessee
transfers the crude oil to affiliated entities for refining, FEA would most likely
impute a sale as it has under the price regulations for transfers between
affiliated entities. Even if FEA does not impute u sale, it will Undoubtedly
impose a supplier/purchaser relationship between the affiliated entities since
FEA intends that there be a supplier/purchaser relationship in effect with
respect to all crude oil sales. See 10 C.F.R. 5211.1(a). Since it is tlie purpose of
Section 211.63 to maintain tlie flow of crude oil in the same manner as on tlie
freeze date, it is unlikely chat FEA would permit a royalty ow.ier to interfere
with the obligations of a supplier or the rights of a purchaser under Section
211.G3, even if FEA had to resort to the fiction of imputing a "first sale" in order
to maintain the flow of crude oil as on the freeze date. Permitting royalty
owners to redirect the sate of crude oil from producer-refiners who were
receiving the crude oil involved on tlie freeze date would likely be deemed
contrary to and inconsistent with the mandatory crude oil allocation program.
If permitted, it could provide a disruptive and iion-beneficial exception to the
allocation program.

The FEA Decisions and Orders in the California State Lands Commission
cases, suura, the Colorado State Hoard of Land Commissioners, supra, and the
U.S. Geological Survey, supra, clearly hold that state, as wefl as federal
governmenlal bodies, cannot redirect the sale of royalty crude oil unless the
supplier/purchaser relationship in effect for the crude oil involved is terminated
in accordance with paragraph (d) of Section 211.G3. Since the State cannot
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not be permitted to redirect, the crude oil to itself for consumption or rcs;tlc.
we therefore conclude that &j long as the purchaser who has a valid
supplier/purchaser relationship in effect under Section 211.63 continues to
pTi‘fchTas'e'the royalty crude oil involved, the SfaEe of Aiaska-is legally precluded
from "i” e fvfng it™ rfuadzy_in-Kinrl-until.such., time, as tha-supplier/purchaser
relationship is ter;ruinated, jiotwithstanding any terms of the lease or state
statutes or regulations providing fo~tlfe cnnt.cziry.

v

As a final matter, it should be noted that this letter does not addr°ss the
question of whether the State of Alaska may, by contract, require the purchaser
(and subsequent purchasers) of the royalty crude oil to consent to the
termination of the supplier/purchaser relationship upon the request of the State.
Whether such a contract provision is feasible or enforceable, in light of the
intent underlying Section 211.63, is beyond the scope of this letter.

CONCLUSION

It is therefore our opinion that:

() The sale of royalty crude oil by cither the State of Alaska or by the
producer is subject to the provisions of the Mandatory Petroleum Allocation
Regulations, 10 C.F.R. Part 211,

(2) The sale of royalty crude oil by either the State of Alaska or by the
producer constitutes the sale of crude oil by a supplier subject to the regulation
on domestic crude oil supplier/purchaser relationships, 10 C.F.R. 5211.63; and

(3) If the State of Alaska receives its royalty in value, it will be legally
precluded from receiving its royalty in lind under the provisions of 10 C.F.R.
£211.G3 unless the supplier/purchaser relationships established for the crude oil
involved are terminated pursuant to the provisions of paragraph (d) of Section
211.63.

Sincerely,

Chapman, Gadsby, Hannah
and Duff

By (TO rtr'”ﬁl/) ;

Lawrence |I. Abrams

LIA/mas
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Effect of Federal Energy Administration regulations on
royalty gas sale contracts.

Senator Huber

Randolph Berry, Revisor of Statutes

The following questions have heen presented for answer:

(1) What was the basis for the mandatory continuation by
the Federal Energy Administrator of the "Tesoro™ con—
tract beyond 1its contractual expiration date?

(2) Would the same result occur had the issue been with—
drawal of royalty gas under the provisions of the
royalty gas sale contracts?

The answers to these questions must of necessity be somewhat brief
as the time limits involved preclude an in-depth and detailed
analysis.

The answer to tlie first question is found in the Federal Energy
Administration regulations promulgated under the Emergency Petro—
leum Allocation Act of 1973.

Section 4(c)(1l) of that Act provides for the establishment, by
regulation, of a mandatory allocation program which would continue
to allocate to a vholesale purchaser of crude oil and of petroleum
products amounts not less than the amounts sold or otherwise
supplied to that purchaser during the corresponding period of 1973.

The regulations 1issued under this section to carry out the manda—
tory petroleum allocation program are contained in 10 CFR, Part 211
Section 211.9(a)(2) of those regulations provide that supplier/
wholesale purchaser relation-hips covered by the regulations shall
bo maintained for the duration of tlie mandatory petroleum alloca—
tion program, and may be terminated only with the express written
approval of the FEA, or wi.Lh the mutual consent of both parties.

As the contract providing for the sale of the state®s royalty oil
to Tesoro created a supplior/wholesnlo purchaser relationship



covered by the allocation regulations, that relationship could not
be terminated ".without the above conditions being met.

In answer to question (2), the Emergency Petroleum Allocation Act
and the mandatory petroleum allocation regulations apply only to
crude oil, residual fuel oil, and refined petroleum products
produced in or imported into the United States. They do not apply
to natural gas other than natural gas liquids. Consequently,
under the present wording and coverage of that Act and the regu-—
lations under it, Sections 3.3 and 3.A of the proposed royalty
sale contracts relating to reduction of royalty gas deliveries by
the state would not be affected. ~“However, the regulatory tool a.
which are provided in the petroleum allocation program would, if__
tlieT~coverage®o£~fhe allocation Act were extended to cover natural”
Yas, prnrinpp the same result "as that obtained m the "¥F"esoYo"
contract.

The temporary Emergency Natural Gas Act of 1977 does not go to

the extent of providing for mandatory allocation of natural

gas. It does, however, contain a provision which would be rele—
vant to the above question if the mandatory allocation program
were extended to natural gas -- Section 9 of the Act provides

that it is a defense in a breach of contract action that the Act-
~oh7rmuT:ing the breach was taken for the purpose of cglcAb/J-mr-
wjjJ-i—an.order issued under the”Ac-t-amL-negatea certain., typos of
contract provision which would inhibit the effectiveness of the

In view of the relatively rapid changes in federal energy leafs-.
"lalToh .4et the current interest rn~~TITaT area brought about bv the.
"events this winter, 1 would not fecT~confidont to speculate about
"the ~1lkel Lhoud of c:ithtrL*~~fho mandatory ras al location or of-tlie-

continued exemption of"gas from mandatory allocation.
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means (lie effective, date specified in section 402(b) of the Knwgy Pol-
icy and_Conservation Act. . . _
(It) The President in promulgating; the regulation under subsection
(a) shall give consideration to"alloCating crude oil, residual fuel oil,
and, refined petroleum products in a mariner "which results in making
available crude oil, residual fuel oil, or refined petroleum products fo rI
any person whose, usa of .fuels other than crude, oil, residual fuel oil,
and refined petroleum produgts has been curtailed by, or pursuant to
a plan filed m compliance with, a rule or order of a'Federal or State A
agency, or where such person’s suppI?/ of such othey fuels is unobtain- )
able by reason of an abandonment of service permitted or ordered by
aFederal or Stato a%ency. , , o
(c) (1) To the exient’practicable and consistent with (lie objectives
of subsection (b), the mandatory allocation program established
under the regulation under subsection (a) shall he so structured as to
result in the-allocation, during each period during which (he regula-
tion ap?lles, of each refined petroleum product toeach branded inde-
pendent marketer, each noubnuided independent marketer, each small
refiner and each independent refiner, and of crude oil to each small
refiner and each independent refiner, in an amount not less than the
amount sold or otherwise SUfgohed to such marketer or refiner during
the corresponding period of 72,adgustedtoprowde—
_ 5) In thé case of refined Pe roleum products, aJJ,ro rata reduc-
tion in the amount allocated to each person engageg in the market-
ing or distribution of a refined petroleum productifthe aggregate
amount, of such product produced in and imported info the“United
States Is less than the agé;regate amount, produced and imported
in calendaryear 1972 and | o
(11) in the case of crude oil, a pro rata reduction in the amount
of crude oil allocated to each refiner if the aggre%ate amount
produced in and imported into the United States is Jess than tho
a %req[ate amount, produced and imported in calendar year 1972
il ) "The President shall report to the Con?ress monthly, be?m-
ning not. later than January 1,1974, with respect, lo any change after
calendar year 1972 in— L
) the. aggregate share of nonbraiided independent, marketers,
1) the aggregate share of branded independent, marketers,

ii* e
Il .

(i) the aggregate_ share of other persons engaged in the
,marketmq or distributing of refined petroleum products,

of tlie national market or thoregional market in any iefi:u;d pel rokuun

%rodugt t)(as such regional matkefs shall be determined by the.

resident),

(H) If alloeation of any in¢rease -fthe amount of ang refund petro- S A Sy
leum product produced in oy imported into the United States in excess K o
of the.amount produced or impoiled in calendar year 1972 contribnlcs MRV
to a significant increase, in any maiket share, described in clause, (i), ’
(ii),01 (iii) ofsubpara?r,aph {A),,the Presidentsin Zthy order require, 1Z\NF);
an equitable adjustment in allocations of such product under the. reg- VoA
ulation_under subsection (a). _ , , 1 i /ivel

(») Tim Pm;idenl shall, hy order, require such adjustmentsin Ihe. T
allocations of crude oil, residual fuel oil, and refined petroleum prod-
du<ts established mi'ler (he. requlation under subsection (ag as may
icamnnbly be nece.-ary (A) toaccomplish the objectives of .Subsection
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€211 Tille 10- Energy

Administration Act of 1071, Pub. I,. 03-275.
E.0.11790,30 lit 23105.

soimee: 30 |V. 35511, Oct. 1. 1971, unless
othcrvilssi noted.

Subpnrt A— General Provisions
£211.1 Scope.

(n) General. This part applies to the
mandatory allocation of crude oil, resid-
ual fuel oil and refined petroleum prod-
ucts produced In or Imported into the

UnitedESt les.

(b) X(?IUSlOﬂS. (1) Exports of crude
petroleum and petroleum products sub-
ject to Subchapter V, of Chapter IIl of
Title 15 of the Code of Fedend }regula-
tions are excluded from this part.

(2) The first sale of domestic crude
petroleum and petroleum condensates,
including natural p.as liquids, produced
from any stripper Well lease as defined
In §210.32 of this chapter Is excluded
from this part.

(3) Petroleum refinery products such
ns petroleum wax. petroleum cohe, as-
phalt and road oil which arc not crude
oil, refined petroleum products, or resid-
ual fuel oil are excluded from this part.

(-1) natural pas and ethane arc also
excluded from tills part.

(c) otate SCti-aS| €S. slate rot-asldca
are provided for middle distillates, rc-
r.ldtml fuel oil, motor gasoline and pro-
pane.

|I3J VU 35511, Oct. 1, 1971, HI amended r.t
1-9171 <; 1(15 Dec. 21,1971)

£211.2 Ivel.itiooship of siiljjiarti.

Unless otherwise specified In Sub-
parts 17 tlirouph K of this jiart, the pen-
eral provisions set forth in this subpnrt
apply to tlie mandatory allocation of all
allocated products.

S 211.9 Supplii
ships.

(a) Supplier/wholesale purchaser re-
atlonShlp. Cl) Each supplier of uri allo-
cated product shall supply all wholesale
‘purchaser-resellers and all wholesale
purchaser-consumers which purchased
or obtained tlut allocated product iro:n
that supplier during the ba.se period as
specified in Subparts 1) through K of this
part.

(2) (1) Unless otherwise provided In
this part or directed by FEI. the r.un-
pller/wholc.kali- purchaser-reseller re-
lationship.; defined by specific dates or
base period-, or otherwise imposed pur-
suunt to this part shall he. maintained

inreh:i>er relation-

10:

for the duration of the Mandatory Pe-
troleum Allocation Program and may r.ot
be waived or otherwise terminated with,
out the express written approval of FE;C
(11) Unless otherwise provided In this
pari or directed by IE A, the supplier/
wholesale purchaser-consumer relation-
ships defined by specific dates’ or base
periods or otherwise Jcnpossd. pursuant'
to'this part shall be maintained for the
duration" of the Mandatory Pelroleina "
Allocation Program mid may not Le-ie-
vLsed or otherwise terminated except
that'any such relationship may be .ter-
initiated by the mutual consent of both.

1 parties,

) Supplier/end-user relationship.
Each supplier of an allocated product
shall, to the maximum extent practi-
cable, supply all end-users which pur--,
chased that allocated product from that
supplier ax of-January 15. 1975, ar.il
which lire entitled to an allocation level
under the provisions of Subparts D
through E of this pact. .

co Chanijns in ownership or hrarul.
The supplier/purchaser relationships re-
quired by this part shall not be altered
by (1) changes In tins ownership or right
or possession of the real property on
which a wholesale purchaser or end-user
maintains fis on-going business or cr.d
lists; or (2) changes in the brand or fran-
chise under which a wholesale purchaser-
rescller maintains its on-going buslni.-s.

(d) New relationships. (a) fiuppliers
shall not supply new wholesale purchas-
ers except. Jnaccordance With S?.13.12(e).

(2) Suppliersshall notsupply new end-
users except jn accordance with
5211.12(f).

(2) Kew suppliers shall not supply
wholesale purchasers or end-users ex-
cept in accordance with §211.10(e).

(e) DUa capaCItles. supplier nay act
in the capacity of a wholesale purchasrf
and an end-user. A wholesale purchaser-
consumer may fiiso be a wholesale
purchaser-mellcr. A firm which Is act-
ing In one or more different rapaclti.-s
shall comply with the appropriate regu-
lations governing cur.*! capacity in v.b.".b
it. act.;.

f{ 211I._10 Supplier's nu-lboil of jillik.i-
un.

(tv) General. (1) Uupplierr. of a.llocatcd
products shall nllocate all o! their allo-
cable supply In accordance with lire pro-
vl .Inti.i of till: section unless other,,| -
specified In .Subparts 3j through It of
this part. Each supplier shall deb rinine
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hLLory of what the language
was ItiUr.iiwl to clo.

I hop-3 ths record InilicaU-s that I'note
ol its otl thfc minority ride who rtro con-
ccrne-d about trykix to solve tho ;>r,H>lem
r.t till:;; moment, have not in any way
cither slowed down or triwl to confuse
this legislation.

Xwould hol« that we would go ahead
and pass this rule and paso the confer-
ence report.

X.r. DBJiAKIiV. Mr. Speaker, | yield
1 minute to the chairman of the Com-
mittee on Interstate and Foreign Com-
merce. the gentleman from West Virginia
(Mr. SIACCEns).

(Mr. STAGGERS asked and was givsn
permission to rcYiso and extend liis
remarks.)

Mr. STAGGERS. Mr. Speaker. | would
like to acres with tlie genUemaa from
Ohio who just ..poke that wo have an
emergency in this land. There lias been
a lot c( effort directed toward trying to
lead us off of what we are trying to da

We have an emergency we need to
solve. | should like to say categorically
now for the record that any gas ordered
to he allocated v/Ill he paid back cither
in lund or with the monetary compen-

sation. We are not trying to take any .

intrastate gas, or- regulate it, and tho
Members cannot point to any place in
the record where the hill does. Every in-
dividual in this House knows that we
must do something or we will he called a
do-nothing Congress, and then they
ought lo turn us all out. There are many
people who are sick and do not have
heat and who are disabled. Wo need to
do something now, and X think that we
ought lo vote the rule up now and vole
out the bilL I think every Member of the
House knows that, and | think if they do
not vote that way, there will he some-
thing the matter with their thinking.

Mr. DELANKY. Mr. Speaker, T yield
1 minute to the gentleman from Michi-
gan (Mr. DitHtitiO.

(Mr. DrNGEIX. nskctl and was given
permission to revise ami extend his
remarks.)

Mr. DINGELI,. Mr. Speaker, this Is
the front page of the Washington Tost:
"Gas Crisis May Close Factories Until
April.”

People are out of work, and there are-
real dangers that pipelines are not going
to have enough gas to distribute to tlie
home heating users at the o'her end of
the pipidine.

fi Im real ciner.tion before us now is, Are
we going to move on legislation which
helps the President and (lie Hatton meet
tiie natural gas crisis? That is what is
before us. Whether or not tome gas
might he jurisdictional, or whether or
not r.mne might come under tlie altera-
tion provision 5 not really Important.
WJiat 1; important Is do we m-a-t the
needs ot the people in Ohio or el esshare
for warm homes, mul to keep houses and
hospitals going? That is Die question.

Vote for the rule; vo‘e for the (on-
fcrcnce report; and let us move ahead.

Mr. DELANEY. Mr. f.pe.ikcr, X mos¢c
the previous question or. the resolution.

The previous question was ordered,

hire JI'TKAKI'R. The question ison the
ictah.ition.

CONGRESSIONAL HiiCORD -

The question was taken; and the
Speaker announced Unit the ayes ap-
peared to have Ik

Mr. MOORE. Mr. Speaker, |
a recorded vote.

A recorded vote was refused.

»S the resolution was agreed to.

A motion to reconsider was laid on the
table.

demand

EMERGENCY NATURAL GAS ACT
OF 1077

Mr. STAGGERS submitted the fol-
lowing conference report and statement
on the Senate bill (S. <I71> to authorize
the President of the United States to
order emergency deliveries and trans-
portation of natural gas to deal with
existing or imminent shortages by pro-
viding assistance in meeting require-
ments for high-priority ur-es; to provide
authority for short-term emergency pur-
chases of natural gas; and for other
purposes: . — .

ConfSGIKNCK K kpost (il. Kept. 95-7)

The committee ot conference on tho dU-
fiBri't’Ing votea of tho two ilonses on the
amendment ot tho House to tho but (S. 47-1)
to authorize the President of the United
States to oider emergency deliveries au,l
transportation of natural gas to deal wi n
existing or Imminent short-igea by providing
assistance In meeting requirements for high-
priority uses; to provide authr-"y for short-

term emergency purchases t mturnl gas;
and for other purpo-a-s, hav g met, idler
full ami free coufcmnec, liavo agreed to

recommend and do recommend to their re-
spective Houser as follows:

That the Senate recede from Its disagree-
ment to tho amendment of tho House and
agree to Use tame with r.n amendment a-i
folio,vat I» lieu of tho matter proposed
to be inserted by the Ho'uo amendment in-
sert tho following:

«-TJiat tliLi Ant may bo clU-d as the Emer-
gency Natural Gas Act ot 19V7-.
“insjNrnoss

"'Ss c.fl. As used In this Act:

"(1) The term ‘high-priority use' means—

(A) use of natural gio In a residence;

(I') wu:.o of natural gas Ju a commercial
establishment in ainounla of lest than 50
Met on a peak day; or

(C) any other use of natural gaj the term-
in.iUon of which tlio President determines
would endanger llfo, health, or malnU-nunca
of physical property.

(:!) Tho term "Intern'st®© plpellno” meltin
any imtural-gas company, an defined In sec-
tion tI(f.) of tho Natural Gas Act, which 11
engage,! the transportation by jdpel.nu

HOUSE
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tho Wilson Tarilf Act (15 Xf.tiC. B-9),
tho Act of .nine 13. 1930, chapter 533

ami
(.

TT.8.C. 13. 13a, J3b, an;l fila). and simitar
Stntolawx

(7) 'Tho -term "Sbalo" r.’.ana any Biota
or thb Unlb.-U State., arid tho District of

Columbia.
i-arjisrsMTLvn nsensratro:.-

fjre. 3. Tho President may declaro a natural
gai emergency If lio limb that r. i-cver-» nat-
ural ig.s shortage eadangerleg the tatpp'.y
of natural gas for high-priority use* cxl.-d.n
or la Imrulueut In tho Urdted States or In
any region thereof and that tho exercise
of Ids authorities tinder section 4 It reat-cm-
nbly r.tr cssavy. having exhausted other rem-
edies to tho maximum extent practicable, to
r.vilst In meeting requirement, for such..
uses. Such emergency shall be terminated
when the President finds that such short-
ages no longer exist end a:o no longer Im-
minent.

TS-.UT.CESCV T)~UV>:alZh AS'S THAN'SPOHTATION o.-*
jtvrrdAS CVi

Gat. 4. (a)(1) Xf tho I’re.stdent finds it
tiectssary to assist In meeting tho require-
ement* for high-priority us*., of natural gat
(including short-term storage replenishment
or injection for protection of high-priority
use:,), on the ba-.U of n notlricatlon by the
Governor of any State pursuant to subiec.Uou
(c) or on the basis of other InformaUon
available to tho Hrcildent. the I'r.-.ildent may,
during a natural g.v, emergency declared
,under section 3, by order, require—

(A) any Interstate plp,.-lino to make emer-
gency deliveries of, or to trrmsport, Int-"r-
ctatn natural gas lo any other Intern’at-;
)>ItM:lInn or to any local distribution company
served by nil Intcrstata p'pi-linc for jiurjioscs
(sl inetling such requirements:

(I1) any Inlr.v.talo pipeline to transport
In‘err.lata natum| gas from any Interstate
jilpt-llno to nr.oilier Interstate pipeline or lo
any local distribution company served by nn
lulorstato pipeline for purposes of meeting
such requirements; or

(C) tho construction and operation by any

pipeline of any f.v.-tlltlen necessary 1o effect
such deliveries or Irsnsportfttioa.
Ko such delivery or transportation may con-
tinua after April 30, 3977, or nfter tho Pr.-:i-
Idc-nt Ic-rmir.atcs the emergency derlsred tin-
der section 3. whichever |: earlier.

(2) Ho order may he Issued under thiwWub'-
sect'.on unless tho I'r(-sklent determines that

ICN order will not—

(A) create for the Interatato jUta.-Uno de-
livering Interstate natural gnj asupply short-
age which will cause such pipeline to bo
unable to meet the requirement;, for high-
priority us« served, directly or
by litieh pipeline;

(;i) result in a dl,proportionate share ot
d'llverb-i or curtailment., Of natural grct ex-

Indirectly,

ol natural gat. jc-tk-nseel by a-.u-h la'T-.'a'o j>g»-Ur-l v.-b'.-n
(a) Tho term "m'.rc.lah: plpfline” meanscoirsparcl to l--ho-!r, and r- 0:r-

any person (other than an Intordatn plpa-
IiIne) engaged in t;u, transportation by pipe-

line of natural gas.

(*1) TiIn> term “Inh-r.tato natural gas"
inesna natural g.v, (other than natural gas
transported pursuant to n tsanmiortation
<erllllcato Issued wunder Hi C.-.1Il. Z.T.i)
tmnspnrted by an InP-rstato pipeline In a

facility which. |, corllHeated under the Nat-
ural O-et Ait or which v.-ceihl b" required lo
bo so certificated but for section 1(s:) of such
Act.

Tlie

‘) term "local distribution com-
pany” mean i any per-on (Includin? a gov-
ernment.,, entity) which receive, Natural g.e.

Inr local distribution and resale to natural
gas tears.

(0)
Mierman Act (la Il.b.C. | cl. liri].). tho
Clayton Act (.S If.it.it. 1*. Id. It IP, ZO, 9.1
fit-27). tin, p.-jr-r.il ‘I nub* Comm'.-.slot, .A,.t

(!> 1l.g.C. 4! et terj.), s.vctlorej 73 and Vi of

tallmcnts -.vlilch arc exiu-rimccd a, a ve.-iult
r.f OMlei'i appllcabto to other Interstate p!j*e-
Ilii'.-s (an clelerndncd by tho Tresbb::,*.); and

(tt) require trn;,r.portation of natural
by i.-.iy pipeline In execs., of
iranvporiation capaclty.

(a).In | suing such ord'-r (be I'lcr’dert
shall also consider the relatlvo avall.ihll'.ty
t.f alternallv* fuel to liters of tho Interitat*
jilpcllno ordered lo make deliver!--! juir-uaut
to lids reckon.

(b) f.-ompliahci by any pipeline vilb all
outer l-.su*-:! under l.ubs'.vt'.oa (a) shall not
subject such pipeline ta ioguiaUon und*‘r
tho natural Gas Act (15 Il.tt.C. 717 ot.-cq.)
or lo li-guintlnn aa a com,non <ir.ier under
nuy jtrovi.lon of .Slate or Fcdernl lav/.

|r-a<
Its avail.,hie

Tin: term "fantllru.t law,” ms-in:. thoaction tequlrrd to So taken under an or,! -

I..in,! under sidv'otlon (a) shall I>e aubjec*
lo j.ny providon of tho Hutural |S, Act an,
any such order shall super,-;-de any pruvl-lor
of a certtfical'un, or ot'ier requirement, un
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r<: ti.f Natural G.cs Act which b l::coiij\jl-
i V.tlil SUch OtdI*r.
tc)(l) 'Jhi- Governor tf hut Slate ;..ay
ian: 1 ITi-.slticiit of any fir.dl®s by «»cli
[ r.ur that a shortage t.f natural g,.v.
« Ithiu such Stale, the supply
natural |V-i far hish-pr.orliy use-.. c.dsl.T

ur lt Imminent arid that the State, and sgoti-
<lem; r.ud I:>;%iilin.:uUV.Itl".j Ihereof, t.-wo ¢
ercl-a'tl tlit-lr. nulharlty to the fullest extent.
|ifp.cticr.V.o null rca.ton.vble under the clr-
eurrvitauces to overcome such shorT.-v-e.

(2) Tho Governor shall submit. together
with r.ny notification under paragraph (1),
Information upon which !e baa ba”ed hb
finding under r.tich para.-apli, Including—

(A)'volum.ei of natural (;ia required to
meet the requirement--; lor hlgh-prlorlty usea
In such State; .

(li) Information received from persono In
tho business of producing. selling, transport-
ing, or cloUvc.-tnj: natural f;i*3 In such State
r.i to th.. volumes of natural pan available la
such Rbli.", and .

(ill such other Information ua the Gov-
ernor dittc-rmlne:* appropriate lo apprise the
President of emergency deliveries and trans-
portation of Interstate' natural (pin needed
In such State. ' ,

(d) The Presidentmay request that repre-
sentatives of Interstate pipelines, tntrnstato
pipelines, local dlixtrlbuf.on companies.;and
other jrersona meet nnd provld* assistance to
tho President in carrying out-his authority
Under this r,retina.

(o)(1) In order to obtain Infonaatlou to
carry out his authority under this Act, tho
ITesldent may— .

(A) sign and lyaio r.tibpemvs for iho at-
tendance and testimony of witnesses and
the production of books, records, paper:;, and
oth»T documents; -. , B

(15) reunite* any person, by general or r.pe-
clal order, to submit answers In writing to
IhU'irogatories, requests for reports or for
other Information, and such.' answers shall
bo mad.i within such reasonable period, nnd
Unde.- oath or otherwise. ie> the President
may determine; and e
¢ (C) recure, upon request, any Information
from any Federal department or executive
agency.

(I') Toe appropriate United Mfalea district
court may. upon petition of thu Attorney
(ILlieral at the refine-.t of the President. In
tho rasa of refusal to obey a subpenn or order
of the P.-esldent Il-.sued uniter this i,ube«rc-
tlon, I'.-r.o an order requiring compliance
th'-rev/iih, and nuy failure to ob»y an order
of the court may lev punished by the court
at a contempt thereof.

(f)(1) If Iho parties lo any order Issued

under subsection (f) fall to rgrrre upon tho
tcnri of compensation for deliveries (which

may Include compensation In hind)'or trans- avoid or overcome, to tho J.Ti-ntes! cxlent
ports’.to;t rcqulr-d pursuant- to such order, practlrab!” p»e*ilhlo anticoinpetltive clf-*cta
the 1.-e,|r*.nfrer n hmrinff held ellh-r whlin r--’ibwlirig r.uhsfantlally the pmp.sex
h’fn.-e c: I.f; *r sirh order e::.--r, shntl, of this Act; and ’
by miU:i;i'..*:ii..n",al order, prescribe the am.Hint (n oLlu-r procislurvj- ai.-may twv
of t(.:i~>.":i.,illoi\ (which may Inrluda coin- r.peeld-d In r.ueli request or orcb-r are com-
I-T.a'lon la Kind) to be paid for such «<- piled with. LA |
llverle.; or transportation and for any other imkhokmey l'uucii.tstei .
e .p " M Incitrr.nl hi il-llverln;; or Iran .jKirt-
hq; LH-1] jas. C.;:ic. C. (a) Tin> J’r.-.ddcnt may authorlv.o
_ ) i uny la'.'r-.ta'.e plpellno or local distribution
(2) if, fur (he purjntsB of a r.upplemeivtal o mpany vrvoil by an lute.-.dat-i pipeline (or
Qulgr pursuant lo pura._pa;:?h (1). Tho parly ct.u.s or category of such ptpelin.y or com-
|r’.a|:ln,; fl_e.e:;;eney deliveries, pursuant to panies) tn contract, upou such terirb; and
-.:b-.ectlosi (a)-— eohthtloiu as tho Pre.-ldent dcterrnliu-i tn
IA) ludicalev a pieferenon fr-r <-oiniien-ia- lev appropriate (liiebiilln;; prorhds-n.s m™»—
milou In land, the Prfihlent Shall dir-cl that sperihgf fair and cqultahle price.), Jor
lomje a atiun In 1:1ml Is; provided by Auyust Cincrgeiicy aupplh-s or liafut.d gas IC.I de-
f. Pifi, la 1'ae maximum extent pnr.licnble, livery before Aigpi-.t 1, 1077—
1y i'l'llrat.e i a preference for cr-rip.ii'a- (1) from any proilm-er tf t.v.mal g.c,
miin, i.r the Prr-'d.-nl de:eriiiln~i pursuant (oilier th in a priklueer who I; :i,li|'.\led with
par..; i.iph (A) of Illb -ub-.eetltla that any  the iinr.ba.a-r a; determined by the Presi-
Mics'i thereof cannot practicably be enrn- dent) IT (A) .such natural gar. 1; not pm-
S *xb,d In Kir I, the p.-e-IrlTit rls.Il ealeu- jluced from ilio Outer Continental Shr-If and
X anr.im; of ris..;pens.i,i.n for dellv- i) the > or traii.pi.rlatlon of jucli pi-v

«erlea?>f natural (jaa. li.i .ed upon the amount
required lo malm the Interstaio j.lpelir.a i

Hvctlt.s such natur 1;;;a aial It. la,:d dts'rU
butlon companies whole 10l Iw-« "I :a'.'-" :e-
sulllr;:;  therefrom; tncludlir; the actual

amount paid hy mich
any of Its local distribution ramp tides :or
the volumes of natural fra or liffjner ci~st

Ipu s\:ich :ci synthetic natural [;-J which w. ru
needed to replace natural pan delivered pur-
r.uant to iu> order uhdei tsib”ei tloti (+>); a id
for transportation, storape, and other <:<-
pens-.*3, based upon reasonable costs, r-s cc-
tcrmined liy the President.

"((;) In order to efrect tho pv r.nor.e;. of this
Act,.tho 1'resident nludl monitor the opera-
tion, of any order inada pur-v.unt to this
cectlon to aisuro that natural [rat delivered
pursuant to this section Is applied to Itlgh-
prlority use-jonly. . ;
-''>MTrrausT j~aomCilONT,

13c. S.'ifh) .Them shall be available as a
defense for any p-rxm to cdvll or crimlruvl
actloi brought tor ‘/lolatlon ot the aritlVust
bswra(or-rci/'slmiUu law of a:;/ cltAw.j with
rcspect.’to any action taken or meeting held
pursuant'to a request or order of the Presi-
dent under’';,cc?toil. ¢! (a) or (d| of this Aft.

Interstate pipeline or

> — e '

(1) rrucb actlon‘tvaa. taken or meeting lield
solely for the purpose of-complying with-tho
President's jeque.stOr order;

(2): such action vovi not taken for the
pur;x>ia of Injuring competition; and
S (I() such person compiled with tho re-
quirements of subsection (b) of this section.

Persona lIrite'rpc*ilrg the defcn e provided by

.this imb-ectlon eluiU havo tho bnrdt-n' of
proof, except that tho burden shall be on
tho person against whom tho d'f-nse Is aa-
rf.-ritfl with u-dn-ct to whelht-r the actions
wero taken for the pur)*va: o! Injuring com-
petition. t-J .

(h) A meeting held'pursuant to a request
by tho President under section 41(d) or pur-
suant to an order under .section 5(a) c-am-
jillei with tho requirements of sub.ee.tlon
fa) If- s

(1) them hi present at aurh meeting a
full-time Federal employee designated for
r.uch purncciM liy the Attorney General;

(2) a full arid complete ri.-eord of r.uch
meeting ' t«Sw» a.id deptrdUxl. together
W ith any a:r.—mcnl-T reuniting therefrom,

v.Itli tho Attorney General, who ..ball inako
It available for public Inspection aml cojiy-
iag; - -

(3) tho Attorney General arid tho Federal
Trade. Cominleslon have tlie- opfvortunlty to
partlelpato from tho beylnnini; In the de-
velopnu-nt and carrying out or agreements
and actions under fectlona 1(a) nnd -1(d). In
order to propose any alternative which v.'f;,tld
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iv,v. not, hiunedla-.oly before ihe tint.; on
which such contract was entered Into, cer-
tificated under tho Ifatural Gas Act, fir

from any Inlr.-ivtaU plp'-llue, local

distribution ct.mpiiuy, or other pvrsou (other
thau In Interstalo pipeline or a producer of
r.atuml gas).

Tim President may not authorise nuy emer-
gency jmrch.cct contract under till.-, tub-
tecllon for eire.-rgcncy supplies of natural Jioi
for .-ids and delivery from any latrasUto
pipeline which la operating Under court
supervision ur of January 1, 1077, unless fro
court approves.

(b)(1) The provisions of the Natural Csa
Act shall not apply—

(A) to any sale of natural gas lo an Inter-
state plpL-Un-. or local distribution company
under the authority of subv:ctlcu (a) or to
any transportation by an l.ilrastale pipeline
In connection with nuy such sale; or

(1 to
tbefmufuiing of. tho Natural Gan Act) rolely
by re ison of any such sale or. trarrr.port.ation,

«:1) ;n ikerci .lag Its authority under tne
Natural G.lv Act, tho Ferler.d Power Co.n-
tnlsslon r.hall not disallow. In whole or In
part, recovery by any .Interstate pipeline,
through the rates and ‘charges m.'Uie, de-
manded* or'received b7 such pipeline, tiro
amounts actually paid Iby It for natural

.gas purchased. transjKirb'd, or other coeds In-

clined pursuant lo subsection (a). |
7(c)(1) Thu President may, hy order, re-
quire imy plp-ilm; to transport euch natural
gas. and to construct, and operate; such fa-
culties for Ir.uispartatlon of natural g.v>. sr
may Im nece.rary to carry out contracts, m i-.
tborh-ed under subsection (a). .7‘lie rests of
any such r-.<iulrcd construction shall bo paid
by the party receiving twv-cb natural g.vi. No
such order ahall require any pipeline to
tmnsjKirt any natural gai In cxce.v; of such
plpclinn's avelbihUi capacity.

(2)
order under this mibsc-ctlon shall not sub-
ject such plpellno to regulation under the
Natural G.vi Act or to regulation as com-
mon carrierunder any provision ot Gtat/j law.

(d)
Contln.mUd fchcif lias tbr. samo meaning
as such terra has urnl--r section 2 of th .
Outer Continental Shelf Lauds Act (-12 UAI.C.
1.731).

AD.ilir.TMi:.-;r ):*' cii.Mir.i.s roa J.OCM. iiitmiht;-
Hos COMI'ANTr.I
m Esc. 7. Coinj en.-itlou received hyau Inter-
r.tnto plpehce pursuant to section A In cx-
cc-s of tho amount such pipeline would have,
charged Its locd distribution companl.isr.hall
bo cftalitr-d lo r.uch local distribution com-
panlea In pioportlon to their sharp of any
natural gas not delivered together with CJt-d-
IU neccsavry to maliu wholo any local dis-
tribution company which repl.tced r.mch
natural gr ~with higher cost gas such an :<yn-

thetlc ns.turfd gaa i.a prcwrlblx! In rv-cttr.rl
4 (f) (2) (il). fooi;- mn.kttlon paid hy r.n
terr.t.vt.i ;.1;-'lli:» for dsliverlt-a or eri.e.-gciicy

purchaa-n of natur.U gas pursuant lo sec-
tion 4 or sccllon C 'ball Im (barged to such
Intel state plpeli’i".'; local distribution com-
panies In prc.ivnrt'.oii to lhelr share of such
natural gan dcllverlei or purchases.

11i.Anoa-..mi' no :i>tc?u. r.*s st-r

(i. Hxccjit :1; txprnvvly provided In this
Act, nothin;', coht.vtnud la till; Act rli.dl b.i
Interpreted to t.".ar.re, moellfy, or otherwise
adivto rules, regulation.;, or other regulatory
requirement. < pruc.ilurc; of the ivderal
Fo.ver Conunla.lon pursuant to ih-t piovl-
f.loha (if the Natural G;c. Act. ..
imtct ovcniTan; roarau uai.
nnr.u:vrtoria
Sic. H. (a) The-f shall be nvnllehli* a; a
di-r.-i,:-. to any action brought for breach of
con';a.:t under I'n’eial or Stale law srl,Ir:g
out r.f any i.cf or run! .-Inn th.it such ,i.-t Wft.-;

.my natural gus comp:my (within.

Compliance' hy any p'ptdino with any

As used 'n this section, the term "Outer
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taken or tint Mich Qtftl.'-slon occurred »or
pgrprvsej of complying with any order |:ans*x|
unaer section 4(h).

(I>) Any mp-tr.-ctUid provision—

(N
of natural ;;:n j.voject to such contract with
natural gaa subject to the ptovUloiu ol tha
Kxtum | Gaa Act, or

(*.) UnnlnaUn,* nuy obligation under any

such contract ju n result of such snl"> or
commiugUng, '
Is hereby declared against public jioilcy luid
unonforecables with nwpe-ct to such natural
gas If tin order luider section 4(a) or na au-
thorization tsuder section U(a) apjdles to the*
delivery, transportation, or contract for sup-
plies of such natural gna.

(c)
ural pas purchases pursuant to an. order un-
der section”1(a), an authorization under :eo-
tlon C{.*), or a contract entered Into pursuant
to la G.P.R. 2.GB after tho date or tho enact,
merit of this Act nnd beroro August |, 137T.
shall not ho taken Into account lor purpose*
of any contractual provision which iU't-r~-

mines the prtco of any natural gaa (or terml-.

nates the contractict theaale of natural gas)
Oh tho ha.Ls of sales of other natural gas,

ADMImMSTTIATTVK VROCKUUaZ MJn Jullavx .
- IXW et, .

“sec. 10. (a) Subchapter IT of chapter 5 of!
Utle 5 of tho United Staten Coda (other Ulan| '¢* m

i>t*ctloxvi r.J-i, CW. nnd In57 thereof) &ML
nuply to ortic*rYj nncl oMi>r nctlonj under thli*
Aciv r- e

(b) lixcept with respect to enforcement of
orders c*r uubpemia under r-octlon 4 (c-),' the
Temporary U-aer-gency Court of Apf.eala, or-
tabllshed jm ant to uectlon 211(b1) of tho
LT'conomlo” Staollizatlon Act or I17/0. no
amended, nliall have exclusive original Juris-
diction to mvlow all ca.ee anil cr-ntroverr.lei*
under this Act,’' Including any order lLwru-al.
or other action taken, under this Act. Tho
Temporary liraergency Court of Appeals shell
liave exclusive Jurisdiction of all appeal!
from tho district courts ot tho United Stated
in crises and controversies arising under i>.-c-
tlon 4(«) of thb Act; muh appeals aliall be*
taken by the* tiling of n notice of appeal with
the Temporary Kmvrgency Court of Apjx:als
irlthln thirty day:* of tho entry of judgment
hy tho district court.

(c.) Prior to a final Judgment, no court
i-hall have Juriwlictlon to grant any Injunc-
tiva relief tc> stay or defer tho Implementa-
tion or any order Issued, or action taken, hy
the President under this Act.

hNFOHCKMKNT

sec. 11. (a) Any person who violates an.
order or supplemental order Issued under
cectlon 4 or an order under r.srtlon G(c) shall
ho subject to a-civil penalty of not moro
than " 5,000 *r each violation ot such order.
J-'ach day of violation shall constitute a sep-
arate utfense.

(h) Any person who willfully violates an
order or Mipjii-merital ortlur [:-iUtal under
section 4 or an order under .vctlon G(c) shall
he lined not more than f.50,000 for each vio-
lation Of Min'a order. Mach (lay r>f violation
r.hall constitute a separate violation.

(r) Whenever It apfesira to lho |I'reddest
that'any Individual or organization hat e-n-
liaged. It engayed. or la sixmt to engago I"
aci: or j*mcttt:<-M constituting a violation of
any order Irc.lied under iwtln'i 4(a), any
f ipplenu-rdal order Issued under section 4
(f), or any order under section 0(c), llia
I're-.hlent may request the Attorney General
to bring a civil action to enjoin such a.d-s or
practice.m and, M]ton showing, a temporn'y
lis,training order or prMlinin *:y or perma-
nrnt Injunction shall be granted v/lthout
Is.ad. In any such action, the court may also
| . iic mandatory Injunctlnna commanding
any per-.ci !c roinply with any r.uch order or
Mipp'.em-nl.il order.

Tho amounts nnd prices of any nat-

FRROIE™FXVC
Bsc. 13. (n) In Jd.riuliiif any order under
ta;l'.on ‘1(a) or grautln;,” any authorization,
under tor.f'on (I, tho President shall require*

prohibitirsy l.o Milo or cornintnyllirrthat |h<* prices and volumes of natural gas

delivered, Inuuport'-d. or contracted for jiur-
miant to such order or nu'ho:l/alton shall
I>i* reported to ldm on a weekly basts .and
ouch rej/orts sludl bo made available to tho
Cotsgr'.-aa, ' ..

(1>) Tho I'resUlent shall report to Cougrea
not later than October l, 10f-)/, respecting his
actions under this Act.

pw-ucATiorf op AUTnoHxriwi

lisc. 13. Tho UrcMdent may delegate f*Uw
any portion of tho authority granted to him
under this Act to nucb cxecuttvo agencies
(within tho mcnning of u.ld.c ) or
oiilcon of the United States as lio determines
appropriate, and may nuthorlzo such i-Jdeio-
gatlon aa may bo_appropriate*. txcept with
rocpect to rectlon 553 of tttlo 5 of the United
States Cotie, any oiilcer or executive agency
of the United Siatea to which authority Is

. delegated or reelelegav-d under thli Act r.hall

ko subject only to such procedural requlre-

wento respecting the exer-bs of nucb nu-
thorlty as tho President would bo subject to

. Jf such authority were not oo delegated.

lv.izTMi'Tiorr vy ifico.ssurranr stats os hocAi
o *qze ™x KTk pnnp pursuuuV to th\n
Act tdudl ]>recinp*. nr\y j*rovJiiion of nny pro*
era™ for the allocation, emergency delivery,
| transportation, cr purchase ot natural gar:
establtshi-1 by any State c*r locid government

1« program lo In conQiot Vflth any such

’ rﬁ&th the Homo agree to the crime.
JfAiirjrr O. Meaccussu,
Jonrr n. U/ncxtx,
Boa licicHATir/r,
LJqQui' It. Siiasjp, .-
AHTiiorrr Toav Morrsrr,
. *. JAXits) TT. Bsorrraa. .
' Ct.MU'-0'CB J. JJaowrr.
tImuujrr.v on thr I'r.riof the House.
' Anr.ir It. STKVKNSort, IT,
Ue.ruaT F. Horxjrica,
J. Hennktt Jo'<i;;ajo:b
. . Jam*ali. Pzwaex,
. Tuo stt:v?2:n3.
Manatjcrs on the Pert of the Senate.

n*

Joint Kxw.anatohy f.rATorxrrr ov xris Com-
mrm:x or CoNyxRkrfrB

The manager/i on the partof the House and
tho Senate at the conference on the disagree-
ing vot's* of the two Houses on tho amend-
ment of tho House to tho bill (3. 474) to
authorize the I'rcslden! of the United Statea
to order emergency deliveries and transi-or-
tatlon of natural gaa to Geld with existing or
Imminent shortages hy providing a-slstanco
In meeting rcqutremontu for lilgh-prlority
uses; to jirovld * authority for ahort-term
emergency jilircha...;* of natural g o; and for
other purprejes, auhmlt the following Joint
statement to tho Ifouso and the Senate In
explanation of the GP.-ct of tho notion agreed
upon hy the manager* mid recommended )u
the accompanying conference report:

The Hour.o lunendmeiita struck nut. all of
I» ¢ Senate hill after tho enacting elauv.w and
In,cried a Mibslllutu text, and tho Senate
dl .agreisl to tha Home ainenoinent. .

'‘Jim comiTiUtee of conference recommends
that tha flenalo lecede from the dir.ajjree-
lhont to the iniieiidineut of thu ]lolls*:, with
an amendment which is acibdltute {0l both
till* t-xt of the Senate Il nnd this Hou.o
nnsvndmi'nt lo this text of the Senate hill.

The test of this ronferenv*-aub.itltssle 1: tho
i,anas aa tin* text of the Senate hill with four
rltaiigca described below.

Sec*lon 2 (2) tf the Scna'e hill (lelli.i-i the
term "Inlerstiite jiljiellne" as any person eit-
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gaged In the transportation ot interstate nat-
ural can.

‘170 conferelsco substitute adopts the
House language which ilefine.s the term "!:i-
teniato pipeline" ra any natural g:,i com-
pany, let dellnert la r.ectlon 2(d) ot the nat-
ural Clan Act, which It engaged in the tr.mi-
I’Oftatlon b fipeline of natural ga.l

Scollon Z(4) ot the Senate bill defines
*'Interstate natural gas" as natural gio which,
hut for this Act, Li subject to tins natural
Oat Act.

flection 2(1) of tho conference substitute
adopts the House latiguBg.s_ which dcilnes

than r.atund gas tranrported pursuant to a

transportntlon _cortldc/»to Issued under 13
C.I'"1t. 2.70) trans;x*rtAl hy an Interstato
piprilno In a facility ccrtlflcaled under tho

Hatur.il Gas Act nod adds at tbs end ot tha
House lan‘ftuiga tho following: "or which
would bo required to bo so rertllicated hut
lor section 1(c) of nuch Act".

Section 2(c) of the f>na‘o bill provld.-i
that the amountj and prices of any natural
gas purchased pursuant to an" order under
section 4(a) or an authorization under sec-
tion G(n) will not bo taken Into account for,
purposes c-f any contractual provision which
clotermlri.is tho price of any natural gaa (or
termtnatirj tho contract for tho r.nl? c*f nat-
ural.gas) on tho hnbls of rules of other nat-
ural gaa

Section 3(c) of tho conference* r.ubstltuto
closely follxvs tho Senato hill and tho Hbu.io
amendment nnd psovilrten that tho amount.!
an:l jirlcca of any natural gnu purchhscii pur-
suant to an order under cecilon 4(a), an au-
thorization under section 0(a), or a contract

.entered Into pursuant to hi C.F.R. ?,C0 after

tho dato of enactmentof this Act and befora
August J, 1377, r.hall not bo taker* Into ac-
count for purpows of any contractual provl-
nlon which doterminw tho price of any nat-
ural gas (or terminates tho contract for tho
nalok f natural g.n) on tho hath; of salt-; c*f
other natmr.l g.v, H

Section 30 of tho bill was modified to in:
nuro that criminal prosecutions under tho
Act ara JiCFird Jn tho dfstrict courts i-1op-
jioted to tho Temporary Jhnergency Court cit
Ajipeals hy tho addition of tho word “civil”
bvforo tho words “cases and controversies”
In tcetlon 10, . \

T7*t* Houa<* conferees receded Irom .lho
JXouaa jrosltlon on Uio XcV.hardt an* lent,
which appeared In aectlon 0(a) and (d) (1) of
tho House amendment (relating to rea.-."a-
iihlo prices), on tho basis of the representx-
tlona mailo hy nr. Kchlesingcr In hts letter <4
January, 21, 1377, to Benator Stevenson. Tho
letter reads as follows:

Tub V/iiitk Hou.u:. e
li'oilitnyton, D.O., January il, 1077.
Hon. Ac:.ai U, Srrrvrzvsor/, .
f/.S. AVim f<, ’ L.
VuikicyPr-i, D.C.

T>r\r. Srnitros .'Jtkvenson: 'i'lili is in re-
opotise to your Inquiry about the Irnjilem-n-
tatlon ot tho 'T.ilr nail KqultnhbV’ prleo
S.timlsrd In flection VI of fit74, the Kmer-
grncy Uatural Gvi Act of 1377.

It 1: our Int-mtlou U> provide jirico cer-
tahity >*that oii':e n r.prcillc transaction h.ix
he.-n ;uithurlzed hy the I’'re.slderit. there
would ho no risk ot a juice roll-hack for that
transactton.

Vi'c believe n fair l;
desirable to tf-stire tin: maximum /tow of nat-
ural gaa lo areas of .'liortaj!*:. Tc>.v. il ttr.t,
end. we would expect to esiahlbh a threshold
level, such iv, for example, the price at which
natural gas liis nvTnlly been (old In latr.o
i.late roirimeree al which r.sles would he an-
thorl.wd by gcnctal rule and i*ut r.itbj-'el to
roll-back. Miles above that level might be
.subject to sptei.'lc review. In any event, lheio
wouhl be no roll.back of the juice for a



Mr , President | think it is pertinent to review some of the facts
SURROUNDING THE NATURAL Gas SALES CONTRACTS, THIEY WILL NOT BE IN
ORDER OF IMPORTANCE AND ALL BUT ONE MAY BE AVAILABLE IN THE MOUNTAINS
OF TESTIMONY WHICH HAS ACCUMILATED ON THE SUBJECT,
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Energy equivalent of Natural Gas to oil 1is about 7-1,

All 3 energy delivery systems now proposed without government
or user subsidy will need to market Alaska gas at $4-$5 per

MCF or even higher this corresponds to $28 - $35 a BBL for oil,
The EI Paso line is the most expensive of the 3,

The liquefaction of Natural Gas is one of the least labor
INTENSIVE PETROLEUM ASSOCIATED INDUSTRIES,

Some of the Opec Nations have refused to enter into U“G con—
tracts FOR THE REASON THAT THEY RECEIVED SO LITTLE VALUE FROM
SUCH A SYSTEM THAT. THEY WOULD SOONER FLARE UNTIL A PROPER
PETRO-CHEMICAL INDUSTRY WAS FEASIBLE,

Alaska"s total North Slope Natural Gas reserves amount to

LESS THAN A ONE YEAR SUPPLY FOR THE LOWER 48 AT PRESENT CON-—
SUMPTION LEVELS,

Alaska®™s North Slope gas married to our presently unmarketable
AND ECONOMICALLY UNFEASIBLE COAL RESERVES WOULD SUPPLY NOT

ONLY A PETRO-CHEMICAL [INDUSTRY TO ALASKA BUT INCREASE OUR
CRITICAI ENERGY SUPPLY TO THE LOWER 48 BY A FACTOR OF 6, WO /W
This means to the lower 48 states, hungry burners/ a G year
energy supply instead of one year. How better could we use

our North Slope Natural Gas to alleviate the energy shortage,
The answer is economically feasible NF\]\]IVI_F].].EL, a majority

oF WHiICH 1S Am ALcoHoLs CH30Il, wHICH BURNS CLEANER THAN nATURAL
Gas, This substance cam be manufactured from Natural Gas or
MORE EFFICIENTLY FROMASYNERGESTIC MARRIAGE OF OUP ECONOMICALLY
UNFEASIBLE NATURAL GAS TO OUR ECONOMICALLY UNFEASIBLE COAL,
Metmy Fuel cam even be reconverted to vastly more Natural Gas
THAN THE ORIGINAL GAS QUANTITIES INVOLVED,

The offers of industry, showing the interest to build such
FACILITIES ARE BEFORE THE ADMINISTRATION AND HAVE BEEN FOR

OVER A YEAR.

The administration rejected all offers for our gas if they

DID NOT CONTAIN AN OFFER TO SUPPORT THE ECONOMICALLY UNFEASIBLE
El Paso Gas Line,

FaCX - Such organizations as Westinghouse Electric, Signal Burmah,
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Oil Company, and Wentworth Brothers of Cincinnati cannot even
GET ANSWERS TO THEIR LETTERS FROM THE ADMINISTRATION.

Eacx - The information supplied to the Senate Special Committee by

some of these organizations 1is not available for our consider —
ation UNTIL THE TRANSCRIPT IS READY,

EAcX - The Irrevocable commitment of our Natural Gas from the North
Slope forever forcloses the ability of the state of Alaska
TO USE THIS RESOURCE TO ESTABLISH A METHYL FUEL INDUSTRY OR
ANY OTHER PETRO-CHEMICAL INDUSTRY BASED ON THE METHANE ETHANE
FRACTIONS IN THE NORTH SLOPE GAS AS WELL AS A LARGE PORTION
of the Natural Gas liquids,

EaCX - The contracts commit 100% of our daily North Slope gas pro—
duction RESERVING NOTHING FOR PRESENT AND FUTURE USE, ERRO —
NEOUSLY ADMITTING THERE IS NO USE IN ALASKA AT THE TIME OF
THE START OF FLOW OF GAS FOR ANY OF 1IT, Do YOU BELIEVE WE
WILL BE ALLOWED TO DEVELOPL A FUTURE USE AT THE EXPENSE CF
COLD STOVES IN GEORGIA OR ELSEWHERE WHEN CURRENT PEA LAW HAS
THE JURISDICTION TO FORBID SUCH CONTRACT PROVISIONS,

Pact - This house has responded to the militaristic tactics of the
ORGANIZATION FOR THE MISMANAGEMENT OF ALASKA®"S RESOURCES,

To THE EXTENT OF PASSING THESE APPROVALS BEFORE EVEN HAVING
THE FULL RECORD OF THE HEARINGS AMD THE EXHIBITS AVAILABLE
MUCH LESS HAVING READ THEM.

Eagt - Haste makes waste.

Eacx - The Federal Energy Administration has the power to require
THE FULL DELIVERY OF OIL AMD GAS UNDER ANY EXISTING CONTRACT
WITHOUT niMIFLISTIIMENT.

["act - The » companies El Paso, Tenneco, and Southern could afford
TO GAMBLE THEY HAD A PAT HAND OF G ACES INCLUDING THE JOKER
WwHiICcH THE FEA DEALT TO THEM FROM THE BOTTOM OF THE DECK.

EaCX = Once Alaska"s Royalty share of either oil.or gas 1is contracted
THIS ALREADY EXISTING FEA LAW wILL NOT ALLOW DIMINISHMENT WITH
OR WITHOUT CONTRACT. UNLESS A SURPLUS OF NATURAL GIAS EXISTS
WE WILL NOT BE ALLOWED TO DEVELOPE A NEED FOR ANY OF OUR

Natural Gas,
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This law has been invoked against Alaska and 2 days ago the
Alaska Oil & Gas Advisory Board acknowledged our helplessness
AND EXTENDED THE NOTORIOUS TESORO CONTRACT ON A YEARLY BASIS,
It didn"t MAKE ONE BIT OP DIFFERENCE WHETHER THEY EXTENDED

IT OR NOT THE FULL COMMITMENT CONTINUES AND WILL BE INVOKED

IM LIKE MANNER BY THE FEA IF WE TRY TO WITHDRAW OUR GAS,

Once these contracts are finalized Alaska"s gas including

OUR ROYALTY SHARE ARE FOREVER LOST TO THIS STATE,

YOU CAN KISS GOOD-BYE THE OVER 350 MILLION CUF PER DAY NEEDED
AFTER 1985 IM YOUR COMMUNITY FOR HEAT AND POWER Nr , PRESIDENT.
I can kiss good-byf. the chance for mycommunity to use the
over 150 FICF A DAY NEEDED FOR POWER AND HEAT IN MY COMMUNITY
TODAY,

All of Alaska cam kiss good-bye theirdreams to use the Natural
Gas resource of Prudhoe Bay to make Alaska a better place to
LIVE/ WORK/ AND RAISE OUR FAMILIES,

El Paso/ Tenneco 8 Goutiiern will have an edge on their com—
petitors; THEIR VAST INVESTMENT WILL NOT BECOME WORTHLESS AS
SOON AS THEIR COMPETITORS WILL,

The iniative with over 9000 names on it will be too late to
PROTECT OUR FUTURE USE OF GAS IN THIS STATE |IF WE PASS THESE
contracts now. For a new law passed after a contract 1is in

EXISTENCE IS LIKE LOCKING THE BARN DOOR AFTER THE HORSES ARE
STOLEN,



"Hr. President, these contracts and full commitment of 100%
OF THE DAILY PRODUCTION OF OUR NATURAL GAS WILL BE FOREVER LOST TO
THE PEOPLE OF THE STATE OF ALASKA. THESE CONTRACTS ONCE IN FORCE
WILL BE EVEN MORE IRREVOCABLE THAN WAS YOUR MANDATORY. BOROUGH LAW
AMD FAR MORE DAMAGING. Hr . PRESIDENT, I ASK OF YOU PLEASE REVIEW
THE FACTS, COME DOWN OFF YOUR PODIUM AND USE YOUR BRILLIANT ORATOY
POWER TO HELP THIS FARMER BOY PROTECT OUR CHILDRENS SHARE OF ALASKA®"S
ENERGY.

Fellow Legislators, | ask of you, take another look, recon—
sider THIS COMPLICATED SUBJECT AND CAST A NO VOTE TODAY. Al LEAST
VOTE NO ON THIS ONE CONTRACT, THE El paso CONTRACT, WHICH IS NOT
NEEDED IN ORDER TO CONVINCE El PASO TO FIGHT FOR THE ALL ALASKA ROUTE
AND DOES LEAVE US WITH A LITTLE NORTH SLOPE GAS 3 1/A % FOR OUR OWN
use. Senators this.law which may..be .summarily.used-at.any time by
FEA 1S NOT ONE OF THE THINGS THAT MIGHT HAPPEN MAYBE OR IF OR BUT.

IT IS MERE IN EXISTENCE TODAY AND WAS INVOKED AGAINST US JUST THIS
WEEK IN REGARDS TO OUR ROYALTY OIL. TODAY THE OIL. TOMORROW THE

Gas.

Surely Alaskans are entitled to this consideration. It is

COLDER AMD DARKER HERE THAN ANYWHERE ELSE IN AMERICA.



Royalty Oil - One
LA ROCCA

Unless the state of Alaska seeizes physical control of its
MASSIVE VOLUMES OF NORTH SLOPE ROYALTY OIL THE MOMENT IT"s PRODUCED/
IT WILL LOSE THE RIGHT TO TAKE THE CRUDE FOR RESALE OR IM“STATE USE
LATER/ (ACCORDING TO A PRESTIGIOUS) 1FASHINGTON/ D,C, LAW FIRM WHICH
HAS STUDIED THE QUESTION.

The state"s oil and gas leases contain provisions giving the
STATE THE RIGHT TO TAKE ITS 12 1/2 PERCENT ROYALTY SHARE OF OIL
PRODUCTION IN-KIND, RATHER THAN IN CASH VALUE, AT ANY TIME. BUT
AN OBSCURE FEDERAL ENERGY ADMINISTRATION RULE NEGATES THE LEASE PRO—
VISION AND ONCE THE OIL STARTS TO FLOW BARS THE STATE FROM LATER
TAKING THE OIL IN-KIND FOR RESALE OR ITS OWN USE WITHOUT THE CONSENT
OF THE PRODUCER OR ANY FIRM WHICH MAY HAVE CONTRACTED TO PURCHASE
THE CRUDE FROM THE PURCHASER.

IIIE RESTRICTION STEMS FROM THE FEDERAL EMERGENCY PETROLEUM
Allocation Act which Congress enacted at the height of the Arab oil
EMBARGO IN 1973. THE ACT"S SWEEPING SIGNIFICANCE 1IN CONNECTION WITH
THE STATE®S ROYALTY OIL FIRST CAME TO LIGHT JUST TWO DAYS AGO WHEN
KINY/KICY/bCN REVEALED THAT THE STATE HAD NO CHOICE UNDER THE REG-—
ULATIONS BUT TO EXTEND INDEFINITELY AN EIGMT-YEAR-OLD CONTRACT
ALLOWING THE TeSORO PETROLEUM CORP. TO PURCHASE ALL OF THE STATE"S
ROYALTY SHARE OF COOK INLET CRUDE PRODUCTION TOTALLING NEARLY 20,000
BARRELS PER DAY.

Under the FFA +couiacions, once a contractual relationship has
BEEN ESTABLISHED BETWEEN AN OIL SUPPLIER AND PURCHASER, THE CONTRAC1
CAN BE TERMINATED ONLY WITH THE CONSENT OF THE PURCHASER,



Royalty Oil - Two
LA ROCCA

In ShOr.1F THE STATE TAKES IN VALUE AMY OR ALL OF ITS ROYALTY
SHARE OF Ko-1 Slope crude - expected to exceed 130,000 barrels per
DAY AT PEAK PRODUCTION ““ IT WILL BE PRECLUDED FROM TAKING IT IN”XIND
UNTIL THE CONTRACTUAL RELATIONSHIP BETWEEN THE PRODUCERS OF THE OIL
AND ANY PURCHASERS HAS BEEN FORMALLY TERMINATED AT THE INITIATIVE
OF THE PURCHASERS.

Since no purchaser in today"s world market is likely to relin—
quish VOLUNTARILY ANY CRUDE SUPPLIES, THE STATE WOULD LOSE ITS RIGHT
TO TAKE ITS ROYALTY OIL IN-KIND SO LONG AS THE FEDERAL MANDATORY

Petroleum Allocation Regulations endure,

The 1legal implications of the FEA regulations 1in connection
with the state®s North Slope royalty crude were outlined in a letter
from a Washington, D.C. law firm, Chapman, Gadsby, Hannah and Duff,
to George Shipley. Shipley is an executive of the Alaska Petroleun
Company, a Houston firm which 1is seeking to purchase all of the

state"s Prudhoe Bay royalty oil.



Royalty Hoard - One

la rocca

Federal mandates have locked the state into an extension of the eight-year-
old contract requiring the state to continue to sell all of its royalty oil
from Cook Inlet production to the Tesoro Corporation®s refinery at North Kenai
indefinitely, bcn/kicy/kiny has learned.

The contract, which started January, 1970, and expires next January, has
poured an average of 20,000 barrels of oil per day into Tesoro®"s refinery over
the eight-year contract period.

The Tesoro contract is up for review at a meeting of the State Royalty Oil
and Gas Board scheduled for Tuesday here in Juneau.

But spokesman said that the state has no choice but to extend the contract
under the Federal Mandatory Crude Allocation Program, which forbids crude sup—
pliers from unilaterally halting their sales to crude purchases.

The implications of the federal program in connection with Alaska®s enor—
mous volumes of pending North Slope royalty oil have "opened up a real can of
worms," the spokesman told bcn/kiny/kicy, and that subject will be discussed at
length at Tuesday®s board meeting by State Commissioner of Natural Resources,
Guy Martin, he said.

It implies, among other things, that the federal government could invoke
similar powers effectively precluding in state use of Alaska®s North Slope
royalty oil. Use of its North Slope gas could be similarly jeopardized if
threats to repeal a recent federal law allowing the state to withdraw its royalty
gas from one of the proposed North Slope gas pipelines should materialize. The
Cook Inlet royalty oil sale contract was secretly negotiated in 1963 during the
Nickel administration, and its disclosure precipitated a series of sensational
events. These included, legislative committee hearings which forced the state’s



Royalty Board - two

la rocca

then-Coironissioner of Natural Resources, Tom Kelly, to testify under subpoena,
the first time the legislative subpoena power had been invoked in the state"s

history.

The hearings revealed, among other things, that the purchaser of the royalty
crude, an oilman from Texas, had negotiated the contract on behalf of a paper
corporation, which then sold the royalty oil rights to Tesoro at a multi-million
dollar profi t

this 1is jl, rpgtg for bcn/kicy/kiny



