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(3) Fi na l ly ,  a few w or ds about wh at  I think is the most 

i mp o rt an t  aspect of t a x a t i o n  w h i c h  is available to the State, 

that is y o u r  S t at e  i n co m e tax.

I th i nk  the L e g i s l a t u r e ,  in due course, its c er tain ly  

not r e q u i r e d  at this S p e c i a l  S e s s i o n  of the L eg i slatu re , 

mus t r e v i e w  its l e g i s l a t i o n  to insure that incomes ea rn ed  

in the S t a t e  are w i t h i n  re ach of the S t a t e’s income t a x i n g  

power. T h is  does not i m p l y  a n y t h i n g  about the way yo u  levy 

in come tax, or w h e t h e r  t h e r e  are any changes, but it does 

im ply that you will s c r u t i n i z e  y o u r  income tax l e g i s l a t i o n  

very carefully.

In the end the inco me  t a x i n g  p o w e r  of the S ta t e is the 

m ea n s by w h i c h  the S ta t e ca n i n su re  that there is in the 

future a r e a s o n a b l e  p a r t i t i o n ,  or sharing, of wh a t are the 

u l t i m a t e  eco n o mi c b e n e f it s  of r e s o u r c e  p r o d u c t i o n  in the 

State. I ’m not only t a l k i n g  about crude oil but I'm t a l k i n g  

about w h a t  ho p ef u l l y  w i l l  be a m a j o r  ex pl o ra t or y and d e v e l o p­

ment p r o g r a m  now that lands are b e g i n n i n g  to be ava il a bl e  for 

the r e o p e n i n g  of  l e a s i n g  ope ration s.  T h r ou gh  y o u r  Income 

t a x i n g  p o w e r  you have the final mea ns  by wh ich the S t a t e  can 

de cide, but not a r b i t r a r i l y ,  n e v e r  by itself, b e c a u s e  its all 

su bject to the e s s e n t i a l  in ce nt iv e s of investment by p r i v a t e  

c om p an ie s in e x p l o r a t i o n  and de v el o pm e nt .  But w i t h i n  these 

limits the State has a m e a n s  to p a rt i ci p at e in a r e as o n a b l e  

and e q u i t ab l e way in the b e n e f i t s  that will come from A l a s ka n  

r es o ur ce  devel op me nt.
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SENATE R E S O U R C E S  COMMITTEE 

October 22, 1973 Hearing 

T ESTIMONY OF MR. MILTO N LIPTON 

The legislation t h a t’s directly before you is the Right 

of Way Leasing Act but before I address m y s e l f  to that 

specifically, I would like to say something about the entire 

package  of legislation. It has been stated by industry, of 

course, that it is a package and they will review w h a t e v e r  

decisions come out of the Legislature as a whole. I think 

it's true even more so for the state than for industry that 

the whole complex of oil legislation  that's before you 

determines the extent to whi ch the interests of the state 

are protected or the extent to which the interests of the 

state are yielded.

I d a n’t want to take too mu ch  time on other as pects of 

it and get to the Right of Way Leasing Act as quickly as 

pos sible.  So let me start out by saying that, in our 

opinion, having looked at all the leg is la tion carefully, 

h aving listened to a great deal of the testimony that was 

ma de  before the various committees, we now feel that the pivotal 

piece of legislation wh ic h determi ne s the extent to w hi c h 

any compromise is sati s fa ct o ry  to the interest of the state, 

ls the Alaska Pipeline C o mm i ss i on  Act. This ls your r e g u l a­

tory bill, a strong bill that was enacted in the 1972 se ssion 

of the legislature, a bill for which the gover nment and in­

dustry have su bmitted prop os ed amendments which largely convert 

what had been intended by the l eg islatur e in the first ins tance 

as a regulatory bill Into an entirely  different Instrument for
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the state, namely a device wh ereby a commiss io n of the state
%

simply re presents the state in hearings before the Interstate 

Co mm e rc e Commission. The amendment to the bill as proposed 

and as pointed out by Pr ofessor Wi th er s po o n yesterday a f t e r­

noon, in effect, sp ecifically denies (if the amendment is 

passed) by act of the Araska leg is lature any and all ju ri s d i c t i o n  

w hi c h the state of Alaska might in the normal course of events, 

exe rc i se  over pip eline activ it ies in this state, if only a 

pip el i ne  such as transAl as ka  subjects itself to or ls subjected 

to the ju r is di ct ion of the ICC.

Now let me explain the reasons for our thinking that 

this p a rt i cu la r  act, as it now stands, the Alaska Pipeline 

Commission, is one of the most important tools av ai l ab l e to 

the state of Alaska in prote c ti n g its interest. First of all, 

the act t h a t’s on the books claims very extensive Ju ri s d ic t io n  

for the pipeline commission w hi c h Is being established. The 

J u r i s d i c t i o n  extends to various aspects of regul ation e x t e n­

sions of services, connections, expansi on  of capacity, p o t e n­

tial abandonm en ts  ---- so that with respect to these various

as pects of pipeline operations the state of Alaska claims 

J u r i s d i c t i o n  for its pipeline commission. Secondly, it vests 

in this pipeline commissio n wide authority to pas3 upon the 

vali di ty  of tariffs which are set by the pipeline. There 13 

no claim made in the existing  act, which is on you r books, 

that the state of Alaska can regulate tariffs for the move me nt 

of oil in interstate commerce. This falls within the J u r i s d i c­

tion of the ICC. But there will undoubtedly be m ov ement of 

oil in Intrastate commerce, a3 for example from the northsl op e



to Fairbanks. Th er e will  p r o b a bl y be m ov em ent of oil in i n t r a­

state commerce from the no rth slope to V aldez w hi ch  will  re main 

w i t h i n  the state, for example, if the state should contract 

to take royalty oil and sell it for a year or two years or 

five year3 to the T es or o  R ef i n e r y  or any other r ef in er y which 

may be then or In the future be c on st ructed w i t hi n the state.

So the state need only c la im  j u r i s d i c t i o n  over the o peration s 

of the pip eline which  affe ct I nt rastate  commerce  and j u r i s d i c­

tion over tariffs wh i ch  in vo l v e the move ment of oil in i n t r a­

state commerce.

Now what's the value of this? Insofar as there may be in 

the future an issue over the ta ri ff  set by the pipe line 

and this has been pi vo ta l  to yo u r  d elibera ti on s for two years 

now, insofar i,s there should be an issue over the tariff, there 

has really to be two things —  one, a de te r m i n a t i o n  as to 

what the a p p ro p ri a te  t a r i ff  is, and secondly, a d ecisi on  by 

the state as to what it will do to try to enforce what It 

believes ls an ap p ro p r i a t e  tariff. How does one go about d e­

term inin g what is an a p p r o p r i a t e  tariff for the pipeline?

I don't believe that the le gi sl a tu re  in Its d e l i b e r a t i o n  is 

go ing to want to tackle the Job —  that fant as ti cally difficult 

and c om pl ic ated Job —  of d e t e r m i n i n g  what is fair value on a 

p ipelin e —  what goe3 into the capital base and what is not 

al lowed in the capital base, and of what rate of d e p r e c i a t i o n  

ls appropriate, and e v e r y t h i n g  else — . Or what Is a fair 

r eturn —  this is an incredibly involved pr oblem which the 

ICC struggles with or avoids by not doing a n y th i ng  about I t ,

AGO 533603



-  k -

as the case may be. In any case this is really not a 

p r o b l e m  of the legislature.

But you have e s ta b li s he d  in the exi s ti n g legisl at i on  a 

p ipelin e commi ss io n wh ic h has j u r i s d i c t i o n  to de t er mi n e the 

fairness and adequacy of tariffs insofar  as it involves 

i nt ra state commerce. It w o ul d do so by holdin g hearings. If 

a rate is filed for the in tr as ta t e mo v em e n t  ol °il, your 

p i p e li n e com mission may accept that rat e as i t ’s filed, or 

it may protest that rate in which case it has ad m in i s t r a t i v e  

pr oc e ss e s by which it holds hearings, by which if it re nders 

a de c i si o n it must suppor t and justify why that p a r t i c u l a r  d e­

cision  was Issued. And it provide s oppo rt un ity for the pi pe l in e  

companies  to protest any tar iff decision, or any other d e c i s i o n  

of the pipe line commission, insofa r as the pip eline co mpanies 

b e li e ve  that it runs c o u n t er  to due process of lav/, which 

m ea ns  that the a dm i ni s t r a t i v e  d e c i s io n  of your pipe line c o m­

miss i o n  will be tested in yo ur state courts, or if neces jry 

in a federal court.

But if in fact, you r own a d m l n i t r a t i v e  and judi cial proce ss  

has come up with a tariff w hi ch  is lower than the t ariff set 

by the pipeli ne  co mpanies it can be then enforced upon the 

I nt ra state movements, and the l e g is l at u re  and the state of 

Alaska ls in a p o s i ti on  to expect that the companies will 

apply an eq uivalent ta ri f f  to inters ta te  m o vement s also. Now 

that may not be enf o rc e d but I put it to you that on the day 

that it is de te r mi n ed  by the state of Alas ka , t hr o ug h  Its 

a d m i n i s t r a t i v e  and J ud ic ial processes, that a tariff is a p p r o p r i a t e
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for the i nt rastat e move me n t of oil from the north slope to 

Valdez —  if on that day the companies refuse to reduce the 

tariff, which means  to Increase the well head value on all 

the oil that moves in inters ta te  commerce, then the prob le m 

of the leg is la ture in r e c a p t u r i n g  the interest of the state is 

a simple one, at that point you have the taxing pow^r and 

know exactly at what level and what rate to exercise it, b e­

cause you have thr ou g h the inst ru me nt a li ti e s of your own 

l eg is lation al ready created the means and device by w hi ch 

an appro pr i at e  tar if f can be det er min ed; by whic h your own 

courts will reje ct the findings of the pi p el i ne  com mi s s io n  if 

they are arbitrary, c on fi scatory  o. capricious, but if a d m i n­

istratively arid j ud i c i o u s l y  that tariff is upheld, then the 

le gi sl ature has the guideli ne s pr ecisely how to go about re­

captur in g the interest in the state through its i n c o n t ro v er t ib l e 

so ve re ig n powers - that is to say the power of taxation.

It's for this reason that we feel the regulatory bill ls 

ab sol ut ely the heart of the entire package. Furthermore, it 

ls our feeling, and here of course i t ’s difficult to sp ea k for 

comp anies because, as they said, they would go back and review 

the whole package, but insofar as the companies feel that there 

is a claim of j u r i s d i c t i o n  by the state which is unc on stitut io na l 

be cause it Involves i nt er state commerce or Insofar as they 

feel that t h e r e’s a d e c i s i o n  by yo u r pipel in e commi ssion In an 

area where it has j u r i s d i c t i o n  but; which dec is io n goes against 

the law becaus e it vio lates due process, they always have r e­

course to the courts. They need not litigate this issue 1r
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ad vance be cause the me re fact that this law is on your 

st atute books and I'm r e f e r r i n g  to the 1972 p i p el i ne  c o m m i s s i o n  

act, the mere fact that this law is on the st at ute books 

does not impose in adv a nc e  the ki nd  of d i s a b i l i t i e s  up on  their 

inten ti on s to co nstruct the p i p e l in e that will re qu ir e e x­

tensive li tig at i on  at this state of the game. Fu rtherm or e,  as 

we hav e pointed out at the pre vious sessions of the l e g i s l a­

ture where re g ul at o ry  bills were before you, there is l eg i sl a t i o n  

to this effect on the books of o th er  m a j o r  p r o d u c i n g  states 

and these have ne ver invo lv ed  e x te ns ive c o n s t i tu t io na l  issues 

so far as we know. Well then, this pipe li n e co m mi s si o n act 

we feel is the guts of any c om pr o mi s e which the l e g is la t ur e  may 

wish to substi t ut e  in lieu of the co mp r om i se  pa c ka g e which 

has been  put be fo re  you by the e x e c u ti ve  department.

Now let me pass on then to the Right of Way, but before 

I do, let me say a few words about the ot h er  bills and then come 

to the guts of the legis l at i on  which is before you whic h is the 

Right of Way L e as i ng  Act. There  are three di f f er e nt  tax 

m e a su re s  before you and I don't be li eve that any of them are in 

any respect cr u ci al  to the w i l l i n g n e s s  of the co mp anies to 

a b a n d o n i n g  l it ig ation or to going ahead wit h the co n st r u c t i o n  

of the pipeline. The severanc e tax, of course is in the course 

of liti ga t io n  and it's in course of liti ga t i on  be ca use the 1972 

am endment to yo u r s e ve r an c e tax law con tains a royalt y credit 

feature which the compa ni es  feel would e s t a b l i s h  a very u n­

accept a b l e  preceden t if it were, first of all a p p l ie d here, 

and sec ondly if it wer e e m ul at ed  in other states. I think 

they're m i s g u id ed  in their concerns; I think the state of 

Alaska has very little interest, really, in m a i n t a i n i n g  the



ro yalty offset provision. It's applied actually by the 

state of Alaska in a very g enerou s way so that the relat iv ely 

high cents per barrel tax, w h ic h  was imposed in yo ur  72 

l e gi s la t io n  is evaded and r e d uc e d by virt ue  of the royalty 

credit. You could settle the legal issue in five minut es  by 

r e p e a l in g the ro ya lty credit and leaving e v e r y t h i n g  else 

stand, in which case the companies wou ld  be s ub je cted to c o n­

siderably high er  t axat io n than they wer e p r ev i o u s l y  and that 

they are in the gov er n or 's  proposal. So that the remova l of 

the royalty credit feature in yo ur  s ev erance tax which  the 

co mpanies are so eager to obtain, we would surely recommend 

that the leg is lature give to them. Perhaps the easiest way of 

d o in g  it is to give it to them by accepting the se v erance  tax 

ame ndment  which is bef or e you. Cut I ca uti on one thing: I

don't be li eve that this is the time for the Al as k a n le gi slature 

to enact a se ve rance tax schedule, whet h e r it's a percent of 

value at the w ellhea d or cents per barrel or a co mb i na t io n  of 

both with the idea that what is enacted today is going to be 

a pp r op r ia te  to wh at ever the volumes and values of oil may be 

that are going to be pr o du ce d  in 1977 and 1978. So if you 

pr epare to accept the prop os ed  severance tax am endment as part 

of a co mp ro mise package, T would strongly suggest that it is 

part of the le gi sla tive record in your co mm ittee hearings and 

in your debate that in no sense does this represent a c o m m i t­

ment on the part of the le gislature that these particu la r  

tax rates are the rates which will obtain five and six and 

seven and eight years from today. We will, have time to review 

that. So that in a sense what y^u are g iving by a c c e p ti n g the

pr o po s ed  amendment to the se verance tax ls a w i lling ne ss
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on the part of the le g is la tu re to avoid extensiv e litigation 

on the ro ya lty offset feature w h ic h  we think is of very little 

interest to the state of Alaska, in any case.

Now, the se ve ra nce tax of course is one of y o ur  important 

weapons. I m e n t i o n e d  in p re vi ou s hear in gs before this committee 

and elsewhere, that ev en tually your income tax is an important 

t hing but t h a t’s not up for discussion. It's not an ap prop ri at e 

time for the legi s la tu r e to review you r slate income tax l e g i s­

lation alth ou gh  I stro ng ly urge that at one of your sessions 

you r e v i e w  with your c o mm is s i o n e r  of re venue your entire c o n­

cept of c or pora te  Income ta x at i on  here in the state. The 

c on s er v a t i o n  tax bill which is before you, I think is unnecessary. 

We had r e co m me n de d  that the c o ns e rv at ion tax which had been on 

your  st atute books in the past be elimi n at e d and simply s u b­

sumed w it hi n  your se ve rance tax. It's an added piece of l eg i s­

lation that we don't feel str on gl y about one way or the other, 

but it com plicate s the wh ole process of paying and collec ti n g 

moni es as be tw een the state and the industry. On the ad 

va lo r em  tax, as we see it, this is a revenu e measure design ed  

largely to yield Income to the state over interim years 

be fo r e Prudhoe Bay p r od u c t i o n  begins, b e fo r e the pipeline is 

completed. It falls w i th i n the provi nce of the legislature to 

dec ide how, wh en  and under what conditions it wants to raise 

that amount of money.

It's the c o m b i n a t i o n  then of a stro ng regul at or y bill 

and the fact that you have co nt i n u i n g  flexibility and au thority
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to tax via you r severance tax or eventually  thr ou g h your income 

tax that we bel ie v e yields the greatest control by the state 

over the op er at ions and the tariff d e te rm ination s of the p i p e­

line so as to pr otect the intere_t of the state.

Now let m e  get on the Right-o f- Wa y Leasing Bill. We 

have gone through this bill chapter, book and verse, section, 

s u b - s e c t i o n  and paragraph and I think we are prepar ed  to sit 

do wn  with this committee and other committees of the l e g i s l a­

ture to di sc u ss  it in detail. I don't believe we have time to 

go through eac h and every aspect of this here, but I will report 

on those w hi ch  we feel are most critical to w h a te v er  comprom is e 

p ackage comes out. The first issue, as we see It, Involving 

any am endm e nt s  to the Ri ght-of-Way Leasing Act is how m u c h  of 

the re gu la to r y power that the state wants to exercis e shall be 

done by ind irecti on  in the form of stipulations and agreement s 

as conditions of leasing. The industry is ch a ll e n g i n g  the 1972 

R ig h t- of -W ay Le asing Act in the courts on constit ut io nal grounds, 

c l a i m i n g  that in effect regul at ion achieved by indir e c ti on  

wh ich cannot be ex ercised  by the state directly is an illegal 

e xe rc is e of the leasing powers of the state of Alaska. This is 

one of the m aj or  Issues under litigation. We obvio usly are not 

in a pos ition to pass any Judgment whats oe ve r on the merits of 

the case in litigation. I think there ls a spirit of co mpr o mi se  

abroad, 1 see it very much in the proposals of the G ov ernor's  

Office, i'm not quite sure I see that much spirit of compr om ise
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in what the co mp anies are pr op o si n g in their package, but 

n ev e rt he less, there is a spirit of compr omise abroad and 

c e rt a in l y we woul d feel strongly, and I hope the legislature 

does also, that it is d es ir able to avoid unnecessary 

p r o l o n g a t i o n  of litigation, and the poss ib il ity that such 

c o n t i n u i n g  litig a t io n m ay  delay the start of construction.

So if it is pos sible to avoid litigat io n without unduly sapping 

the l e gislat iv e en actmen ts  that are vital to the state Interest, 

we wo u ld  feel that there is some merit in the legislature 

g o in g  ahead with the ex e cutiv e departme nt s decision that a 

c o m p r o m i s e  is now in order. So on then to the quest ion of 

the r e g u l a t o r y  items which are introduced into the Ri ght-of-Way 

L ea si n g Act by virtue of  stipulations ao a conditions of lease. 

One, the most Important one in our opinion, which is largely 

e l i m i n a t e d  is in section 120 (a) (3) that's the common carrier 

section. For many reasons it is of importance to this state 

that It is un der s to od  oeyond any doubt that the transAlaska 

p ip e l i n e  is a common carrier; a common ca rrier not only for 

p ur p o s e s  of r eg u la t i o n  of inter st ate oil m ov e me nt s by ICC but 

a c o m mo n  ca rr i er  als o for purp os es  of reg ul a ti on  by your p i p e­

line commission. Th e re  is merit, that as a condition of the 

tease the p i p e l in e  stipu la tes that it is a com mo n carrier 

pe ri o d -- w it ho u t reservations, wi tho ut qu al ifications, or 

a n y t h i n g  else. Now this ls so common, this is so common in 

state and federal regulation, that It ls really surprising to 

me that any am en dment to the ex is ti ng Ri gh t-of-Way Leasing Act 

3ho uld in effect qu alify the common carrier status here. It 

says first of all, that there will be common carrier if the

t
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I don't think this should requir e a d e t e r m i n a t i o n  by the 

co mmissioner. Under these ci r c um s ta nc e s the pi p el i ne  is_ 

a common  c a r ri e r —  wi th ou t  hearing, wit h ou t  de te rm i na t io n , 

or a n y t h i n g  else. Secondly, I don't th ink it is ne c es sa r y in 

the R ig ht - o f - W a y  Le as in g Act to st ip ul ate what ob li ga t io n s 

fall upon a common ca r ri e r and c er t ai nl y not to qual if y the 

ob li g a t i o n s  incumbent upon a common  carrier. 120 (a) (3) 

says that it w il l  accept, convey, tr an sport wi th o ut  d i s c r i m i n a­

tion, crude oil. This is s o m e t hi n g wh ic h will be c o v e re d by 

your p i pe li ne c om m is s i o n  in the cour se  of r e gu l a t i o n  if it is 

a common carrier. Cer tainly not in advance to limit the 

j u r i s d i c t i o n  ov er  a co mm on ca r ri e r by your own pip el in e 

co mm i s s i o n  by saying that the impos it i on  of c o mm on  carr i er  

status does not req u i re  the lessee to accept tenders of crude 

oil, except at points where there exists public, etc. etc.

Do not c ’y the o b li g at i on s of a common carrier. This is 

a function of your re gu l at o ry  agen cy  arid insofar as your 

re gu l a t o r y  agency in its individua l de ci s io n  from mo nt h to 

m o n t h  or year to year may e ither deny rights to a com mon 

ca rr i er  or impose o bl ig ations upon a co mm on  ca rr ier which the 

pip eline o w n i n g  co mpanies feel are unduly onerous, they have 

recours e to the courts. So I  don't think that one should 

qu alify the o b li ga t io n s of a co mm on  carrier1. I think that 

your 120 (a) (3) should simply st ip ulate that as a c o nd ition 

of o b t a i n i n g  a ri g ht -o f-way over 3tate lands, the lease for the 

rig ht - of - wa y  over state lands, the pip el in e carrier itself, 

submits itself as a common carrier. Not only for the ICC

the commission so determines at the time the lease is issued.
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j u r i s d i c t i o n a l  purposes but for the p u r p o s e s  of  the exer ci se 

of J u r i s d i c t i o n  by your pipeli ne  comnission.

120 (a) (4) in the r e c o m m e n d e d  l eg is l a t i o n  removes the 

comm on  p u r c h a s e r  p r o v i si on  from your 1972 legislation. At 

that time it was a p er m is s ib le  fe ature of your law. In pla ce 

of the re mo va l  of the comm on p u r c h a s e r  status as a c o n d i t i o n  

of leasing, the G ov er no r has sent down a sp ecial bill that 

w o ul d  ma ke  it poss ib le to e s ta b li sh  under c e r t ai n  co nd it io n s 

and subject to certain provisos, comm o n p u r c h a s e r  status for 

c o mpan ie s ow ni ng the t r an sA la ska pipeline. We do not feel now 

and we felt for a long time that there is re al  doubt as to how 

Important c o mm on  pur ch a se r  p r o v i s i o n  is in the state of 

Alaska, under the conditions w he r e you r oil is be in g pr o du c e d  

and transported. Common carrier, yes, be ca u s e it p ro vi de s 

access to t ra n sp or t at i on  and an e q ui t ab le  basis for ev er y bo d y who 

is able to achieve pr od u ct i on  in the new state. Comm on  

p u r c ha s er  for ma ny  re as ons we have r e s e r v a t i o n s  about w h e t h e r  

to leave it or not. The bill which is p r o po se d  to you we 

think is a weak and rather att en u at ed  ve r si on  of a common 

p u r c h a s e r  act, as it is applied in o t h e r  states in the United 

States. Our r e c o m m en da t io n  at this stage of the game wo ul d  be 

that you can affo rd  and should yiel d the c o m mo n  p u rc h as e r 

p r o v i si o n as a co nd i ti o n of r i g h t - o f - w a y  leasing and pro b a bl y 

simply pass over this special piece of le gi s la t io n which 

es ta b l i s h e s  a co mm on pu r chaser  p r o v is i on  and hold that over 

to future sessions of the le g is la tu re as not be ing important 

at this time. When and as com mo n p u r c h a s e r  pr ov i si o ns  become 

m ea n in g f u l  in the condi ti on s of the state of Alaska, at that

*
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time to enact not the legislation t h a t’s proposed by the 

Governor, but a strong common purchaser act which Is 

appropriate to the circumstances at such time. You will 

have ability and time to do that in the future. I don't 

think i t’s an essential point of the compromise, either from 

the companies' standpoint or from the State's standpoint.

I'm bringing before you here only major things or 

illustrative aspects of it. C3C - 0*40 —  these are repealed 

in the proposed amendment. In the proposed amendment to the 

Right of Way Leasing Act 1972, section 2 repeals 030-040. Now, 

030-04]0 Ir. the act that is now on the books governs the 

abandonment of or reduction or impairment of service and 

temporary emergencies sex-vices, and so on. It has to do with 

the authority that the state claims for itself and buttresses 

that authority by virtue of thi3 being a condition of the lease, 

I would think that It might be appropriate, again in the spirit 

of compromise, that 030 and 0140 be retained but that the 

language be rewritten to say that insofar as these are imposed 

upon the carrier, that they are in accordance with the 

Jurisdiction and orders of the Interstate Commerce Commission 

or the Alaska Pipeline Commission, as is appropriate to the 

case. Which means in effect that the companies, although they 

are governed by these two clauses, nonetheless know that these 

two clauses are in accordance —  what 13 obligatory upon them 

ls In accordance with the regulations that may be promulgated, 

either by the ICC If Lt involves interstate commerce or by 

the Alaska Pipeline Commission if It Involves Intrastate 

commerce. I put these out only as illustrative of the

- 13 -
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aspects of regulation within the Right of V/ay Leasing Act 

which is at issue in the courts —  where we think either the 

state should stand firm, such as in the matter of common 

carrier, or where we think the state may very well yield.

In general I would think that insofar as the state can 

achieve a right of way leasing act which avoids litigation 

but does not give up essential rights which the state still 

retains through, and I repeat, the combination of a strong

regulatory bill and the ultimate enforcement of state regula­

tion through its taxing power, that the legislature can yield 

on certain of these items in the Right of Way Leasing Act.

This by no means exhausts the regulatory aspects, but in

the interest of time I want to move on to other things and as

I said we're prepared to go through section by section with

our specific recommendations to you.

The second major issue In the Right of Way Leasing Act 

is the percentage lease rental formula. There are two different 

impressions abroad as to the purpose of the percentage lease 

rental formula. Prof. Witherspoon yesterday afternoon suggested 

that he looked upon It as a revenue measureibr the state.

That if, in fact, the value of state lands were to be appreciated 

by the construction of the pipeline then the state like any 

other owner of land should be in a position to bargain for a 

fair share of the value of the land when it ls being put to a 

superior use. I have no quarrel with this in principle; however, 

our position always has been that the leasing of state lands for 

pipeline right of way should not be regarded as a revenue device 

by the state of Alaska. We have always recommended that the interest 

of the state of Alaska 13 in the lowest possible cost transporta-

-  14 -
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tion and the state of Alaska should not In and of itself under­

take measures which inherently tend to increase costs of trans­

portation, insofar as producing operation in the development of 

Alaska's resources provide the base for state taxation. It 

should be o-,her than through the rentals of the right of way

leasing of state land. So we have always urged the lowest 

reasonable rental for the commitment of state land to right of 

way. I would point out, for example, that even private property 

insofar as it's condemned by eminent domain for public utility 

or pipeline purposes does not convey even to a private owner any 

right or an./ entitlement to the enhanced value of land if it's 

put to other use. So we would recommend that however or.e looks 

at the rental for right of way lease that this no" be regarded 

by the legislature as an aspect of its taxing power or as a means 

of gaining state revenues. That comes from other taxing devices 

in the state.

The other aspect of the percentage lease rental provision 

in the right of way leasing bill was that it was to be looked 

upon as an alternative —  either pain of paying or Inducement 

to the companies to bring their tariffs down to a level which is 

compatible with the interests of the state; that is to Bay, a 

tariff that is lower than the maximum it might obtain under the 

ICC rate-making rule, certainly high enough to be rewarding for 

their investment and their risks but a level which is appropri­

ate to the circumstances of pipeline operation in the state.

And Insofar as they increased their tariffs above a certain 

level, they were in effect subjecting themselves to the pains 

of progressively higher lease rental.
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This was the percentage lease rental formula. This is one 

of the major items under litigation. For very obvious reasons 

the companies regard this as not oniy as something which is 

onerous to their circumstances in the state of Alaska but a 

precedent that if it were followed could lead to all kinds of 

things in their operation elsewhere. We have reservations

about the effectiveness with which the percentage lease rental 

formula would operate for its major purpose, that is to say, 

in and of itself to induce the companies to bring the tariff 

down. It might for 3ome companies, it might not for others.

The extent to which it does for any of them would be largely 

contingent upon their respective equities in the pipeline as 

sellers of transportation services and in production as buyers 

of pipeline transportation services. There ls an element of 

unpredictability in the operation of it. And while it was from 

the beginning, in our opinion, an imaginative and constructive 

approach and we're not saying even today that if properly 

effective it might not be a useful tool in right of way leasing 

legislation; but in the context of the violent litigation asso­

ciated with this aspect of the right of way leasing bill, with 

the chances that continued litigation over this aspect of the 

bill may delay construction of the line, and on the presumption 

that what you have is not an emasculative regulatory bill but 

a strong regulatory bill, then we would feel that the legislature 

could give on the percentage lease rental and adopt the alter­

native to it as is proposed in the amendment to the Might of Way 

Leasing Act of 197? by the Governor's amendments. Again, I say
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that there are questions about how effectively It would “Derate 

in practice. Notwithstanding, there might be reasons for the 

state to hold to its case, to fight through the issue of litiga­

tion, if there w e r e n’t such a sense of urgency about getting the 

pipeline built, if there might not be such a large cost to the 

state in litigating. And whatever is done by way of amending 

the Right of Way Leasing Act in order to assuage the fears and 

concerns of the pipeline companies, either because of what it

does or the precedent that it sets, I would say that what the 

legislature may do in terms of amending the Right of Way Leasing 

Act, in our opinion should be contingent first upon the re­

tention of a strong and effective regulatory bill, that is to 

say Alaska Pipeline Commission Act. A strong regulatory bill 

which is backed then also by the state's taxing power and so 

that although you yield another tool in the entire package of 

legislation which was designed in 1972 to effect and enforce 

the state interest, really yielding to Industry concerns, 

you do so here in the interest of avoiding undue litigation and 

the danger of delay on the pipeline.

The third aspect of the Right of Way Leasing Act to which 

I'd like to refer is the option to buy a percentage interest 

in the pipeline. The option to buy a percentage Interest in 

the pipeline. 1 will not take time now to review the reasons 

why we have supported the insertion of the option to buy in 

the 1972 legislation. I. think they're fairly familiar and
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they've been reviewed I believe in previous sessions of this 

committee. We still feel that the option to buy a percentage 

interest is an important feature of right of way leasing. I 

think that insofar as the companies have allowed the purchase 

by the state of an interest In the pipeline to appear as a 

condition of the lease, even in the proposed amendment by the 

Governor, suggests that it is not a disabling aspect of the 

legislation from the standpoint of constitutionality of the 

legislation —  I don't know. But certainly the alternative 

which appears in the legislation which is section 120 (a) ( 7 ) s 

the alternative which is substituted in the proposed legislation 

in our opinion represents nothing whatsoever for the state.

I think to amend the Right of Way Leasing Act to include the 

amended 120 (a) (7) would be to retain nothingfbr the state in 

tills respect. I certainly would not recommend that part of 

the amendment. An opportunity to negotiate for an equity in 

the pipeline under highly qualified conditions, means that the 

state has an opportunity to negotiate when It serves the inter­

ests and purpose of the companies, which Is really not what is 

Intended in the option to buy as contained in the existing law.

We do feel, however, that the legislature should give very 

3erlous consideration to the advice laid before it by Mr. Spahr 

of Standard of Ohio, that the option as It stands in the
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legislation today may pose difficulty to the financing, or at 

least the financing at attractive terms, of the pipeline.

Because of the uncertainty in the minds of prospective lenders 

as to what the capacity of the state as a possible future owner 

of a share of the pipeline may be to carry out obligations 

for the debt that is Incurred at the time of construction which 

carries over and then may have to be shouldered by the state if 

the state buys the pipeline. I can appreciate that concern.

But I would like to point, out first of all —  and I have said 

this in general and I like to be very specific —  that there are 

precedents for this. The illustrations that I have made before 

various committees of this legislature the last two days , I 

would like to refer to very specifically here. There is the 

agreement between a consortium of oil companies called Syncrude 

and the province of Alberta in Canada which determines the basis 

upon which they get the lease to produce oil from the Athabasca 

tar sands and transport that oil via pipeline from Athabasca 

to Edmonton where the oil would enter into the major pipeline

systems that traverse Canada and enter the United States.

First of all, this has to do with ownership of the pipeline.

Thi3 synthetic crude pipeline 3hall be constructed and 

owned as to an undivided 80 percent thereof by Her Majesty 

and/or an entity or entitles hereafter formed by Her Majesty.
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So that from the start, the province of Alberta is being given 

80 percent participation in the pipeline. Now, an eighty per­

cent participation in the pipeline— where is the oil going to 

come from? The provi'nce cf Alberta is going to finance its 

80 percent share of the pipeline just as a private company would. 

But how do you finance construction of a pipeline if you are not 

sure you are going to have the oil to put through? The lessees, 

and her Majesty, and the respective assignees of any interests 

in the Syncrude projects will dedicate their respective shares 

of the Syncrude oil recovered from ohe project to the Syncrude 

pipelines. That is to say, where the oil being produced by that 

project is committed to the pipeline irrespective of the fact 

that Her Majesty's government, that is to say in the province 

of Alberta, has 80 percent interest in the pipeline. So the 

percent of interest in the pipeline is there, the difference, 

of course, being that the state of Alaska in its Right-of-Way 

Leasing Act had wanted an option.

Now the issue of an option comes up. In this same agx’ee- 

ment between the Syncrude consortium and the province of Al­

berta, the lessees, the Syncrude group including Exxon through 

Imperial Oil Canada, Atlantic Richfield (these are familiar 

names to you), Cities Service, and Gulf Oil— these lessees 

hereby grant Her Majesty an irrevocable option to acquire an 

interest in the Syncrude project. This is in the producing opera­

tion Including the project sites, the leases and rights granted 

thereby, and all facilities acquired or constructed as part 

of the Syncrude project, which interest may equal undivided 

percentage Interest of not less than 5 percent and up to and
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including 20 percent. The option may be exercised at any time 

during the period from the date hereof and up to and including 

that date which is 6 months after the date of start of produc­

tion or the 31st day of December 1982, whichever is the earliest.

Now as to how this is paid for, the payment by the govern­

ment of Alberta to the members, the private companies, that 

make up Syncrude: Such costs shall be computed 'in accordance

with the accounting manual) on the basis of all of the costs 

which they, the companies, have incurred up to the date of the 

exercise of the option and shall include interest compounded 

annually at 8 percent. No portion of such costs shall be at­

tributed to the reserves of leased substances. The province of 

Alberta could thus be buying in at what is the investment 

costs of the company plus the payment of 8 percent Interest for 

ail time that is elapsed. An Interest in the producing opera­

tion of between 5 and 20 percent.

Why do I introduce this? Simply because I'm trying to 

suggest that there is precedence where the companies are pre­

pared to undei’take both to accept government participation in 

the pipeline r 1 whereby companies are prepared to accept an 

opt Lon for governments to participate in what ls essentially 

private operation. That the financing of this project does 

not seem to be inhibited whether by the government's participation 

in the pipeline or by the government's option to acquire an in­

terest even In producing operations. Now I grant you that 

there is a very significant difference in the capital costs 

of the two projects. The TransAlaska pipeline will probably in­

volve an aggregate initial Investment on the order of ten times 

as much as the Syncrude operation. But that doesn't mean that
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individual bond holders are lending ten times as much money.

The problem of the bondholder, whatever the number of dollars, 

always is what security lies behind; what security is there 

which insures that the viability of the operation will provide 

for interest and sinking fund contributions. To get back to the 

crucial point, if the option is retained in the Right-of Way 

Leasing Act, the existing legislation may be amended so as to 

stipulate in advance, first of all, what the basis of compensa­

tion will be so that there is clear protection that no member 

of the Trans Alaska group will in effect suffer deterioration 

of its capital position by virtue of the exercise of the option 

by the state. And that in negotiating that option, the com­

missioner shall be px-epared to enter Into such stipulations by 

the state as provides the assurance necessary for the indebted­

ness that bondholders will be entering Into prior to any pos­

sible exercise of the s t a t e ' 3 option. We feel that the right of 

the option to obtain an equity ls a useful aspect of the entire 

package of legislation which you enacted in 1972. We think 

there may be a question about the way it is now written, whether 

or not the companies have as much, what shall I say, protect,Ion 

for their borrowing capacity as they would like to have. This 

protection can probably be provided both in the legislation where 

it refers to the terms at which the price will be paid and In 

the lease negotiation Itself where the commissioner ls author­

ized to give certain commitments on the part of the state of Alaska 

Existing legislation al30 requires considerable other steps be­

fore an option can ever be exercised, including the positive 

act by ohe legislature and a referendum by the people of the
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there can be fair protection all around.
*

This again, represents in our judgment an approach to the 

issues which confront the state of Alaska. The issues be.lng, 

must you continue litigation and risk the fact that prolonged 

litigation may result in delay in the pipeline? Or must you ac­

cept a negotiated package of legislation such as submitted to 

the legislature by the Governor? Or 1s there an alternative pack­

age of legislation which in your judgment represents the pro­

tection of the vital interests of the state of Alaska insofar 

as resource development and pipeline development is concerned, 

and probably r e p r e s e n t s ^  package which the industry can accept?

It may pose uncertainties for industry but Insofar as they may 

be obliged or feel they want to litigate, they need not do it 

in advance but can start construction of the pipeline and be 

prepared to litigate specific aspects of it as they become relevant. 

For example, if your pipeline commission, sometime in the future, 

Issues an order which is deemed to be an unreasonable, in viola­

tion of due process, the companies can protest such order in 

the courts, and upset It if their protest Is upheld. I think 

that what we are suggesting here ls in the spirit of the negotia­

tions between the Governor and the companies. It. certainly re pre­

sents a yielding on the part; of the legislature, if our rec- 

comrnendations are followed, which go a considerable way to 

meet the Issues posed In litigation by the companies. But I 

do believe it retains for the state of Alaska in two critical 

areas--namely the regulatory bill and the ultimate ability to 

enforce the intentions of regulation by the state's taxing

state of Alaska if there is to be debt financing. So I think
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powers. Plus the retention In the Right-of-Way Leasing Act of 

certain conditions including the common carrier provision. It 

means yielding on what had been one of the must provocative and 

imaginative aspects of the legislation which is percentage lease 

rental. It means compromise on the option to buy so as to p r o­

vide certain added protection for the companies. In our judg­

ment, I think that this combination of action by the legisla­

ture would secure the interests of the fcate, and in our Juog- 

ment (of course we are not in a position to speak for the com­

panies) might not be wholly attract!/e to the companies, but we 

would think that they would not litigate to the extent that 

it would involve delay in the construction of the pipeline.

V
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U n i v e r s i t y  o f  A l a s k a

Memorandum
October 17, 1973 CONFIDENTIAL

To: John Sackett

From: Arlon Tussing

These remarks are based upon a first reading of the 

pipeline legislation proposed by the Governor and do not 

reflect any presentation by the administration or other 

w i t n e s s e s .
♦

General Remarks

  The Legislature should be aware that the Middle East

#
fighting, together with the new price increase imposed by 

the Persian Gulf nations, have put the State of Alaska in an 

absolutely Invincible bargaining position with respect to 

the oil companies. The expected profits of the companies 

from their North Slupe holdings ha ve probably doubled over 

the last year, and will continue to spiral upv/ard as the 

domestic crude oil deficit grows and with the expected rise 

in prices of Middle East imports. There ls not the slightest 

possibility that the companies would refuse to build the 

pipeline because of the State's failure to enact the Governor’s 

legislative package or any part of It. You should al^o know 

that Senator Jackson has prepared, and has promised to 

W  introduce a bill to nationalize the Trans-Alaska pipeline If
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litigation between the State and the companies delays 

construction. There is no warrant for the State of Alaska 

to make any economic concessions to the companies at this 

time; indeed, an opposite approach might well be considered.

The emphasis on economic measures is an important one.

Where there are legal flaws in the existing State statutes

dealing with pipelines, they ought to be remedied. Where

there is even a possibility that such flaws could stand in

the way of early pipeline construction, amendments ought to

be considered. If there is to be further bargaining between

the State and the companies (economic, political or legal), - ^

it is important to put the full onus for any postponement of

construction on the backs of the companies and not upon State

law or upon that popular whipping boy, the courts..

The state stands in two rather distinct legal relation­

ships to the companies which are operating on the North Slope 

and which propose to build the pipeline. The State Is, 

firstly, the s o v e r e i g n , with taxing authority and the police 

power. As such it can tax and regulate oil and gas production 

and pipelines (to the extent that the latter power over 

pipelines is not preempted by the federal government), whether 

they are on State lands, federal lands or private lands.

Secondly, the State is the landlord and royalty owner with 

respect to the producing properties on the North Slope and

I fi

AGO 5 33648



-3-

the landlord with respect to pipeline rights-of-way across 

State lands. Different principles govern what the State may 

and may not do in these two capacities. Although the State 

as landlord is not necessarily on an equal footing in every 

respect with (say) a private landlord, ic is among other things 

bound by the sanctity of contracts, including that of oil and 

gas leases.

The existing right-of-way bil l asks for trouble because 

it confuses the State's two roles and attempts to use the 

State's sovereign power to achieve for the State as landholder 

privileges which are not available to other landholders. I 

do not have the legal expertise to say whether or not the 

State would prevail in a court test of the existing right-of 

-way leasing act, but as long as there are more s t r a i g h t­

forward ways to achieve the State's economic ends - ways that 

clearly respect the distinction b e t w e e n  the State's two kinds 

of legal personae - there ls no reason to resort to complex 

and novel formulas as laden with legal controversy as is the 

current law.

An often expressed objective of the original pipeline 

package was for the State to maint a i n  control of its own 

destiny arid to limit the ability of the major oil companies 

to control the State's economy and (implicitly) its politics. 

Many Alaskans would be willing to sacrifice substantial oil 

and gas revenues to advance this objective. The most
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important elements in preventing company domination, however, 

are (1) an informed population, (2) a high level of integrity 

and detachment on the part of the State's elected and appointed 

officials and (3) an expert, professional and well-funded 

Division of Oil and Gas. The third we now definitely have.

The second - integrity and independence of public officials - is 

probably most important because the information received by 

the public and the maintenance of an independent analytical 

and regulatory capacity depend upon it. If the Legislature 

wants to guarantee its own political independence and that of 

the State government, it might consider some very tough public 

disclosure, conflict of interest, and campaign financing 

statutes.

The Ad Valorem Property Tax

I see no problem with the general principle of an 

ad valorem tax. The arguments for the State's preemption of 

taxing authority over this kind of property are compelling, 

and need not be repeated here. The division of tax revenues 

between the State and its subdivisions ls a purely political 

question which Is outside my terms of reference as a consultant.

One question that might be a.-ked about this proposed 

legislation is the reason for exempting the so-called 

intangible drilling and development expenses. This item ls 

made up primarily of the labor employed In drilling of well3 

and is not different in principle from the labor employed in
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building a pipeline or any other structure. These outlays 

could be valued on a depreciated historical cost basis, on 

the same principles as other outlays for producing properties. 

Is the exemption proposed because the companies do not want 

to disclosr. their intangible expenses (which get special 

treatment under federal tax law), or are they just anxious 

that the principle of treating them like other investment 

costs never be established a n y w h e r e , lest the ex p e n s i n g  of 

Intangibles in federal income tax law be Jeopardized? In 

either case the Legislature ought to know the reason and view 

it on its m e r i t s .

Right-of-Way Leasing

My preliminary remarks dealt v/ith some of the objections

to using right-of-way leases as a roundabout way ' a hostage,

in effect ---  to Influence the S t a t e’s combined royalty and

tax revenues from oil and gas production. It confuses the 

State's roles as sovereign and as a quasi-private party to a 

commercial transaction - role3 which ought to be kept distinct 

for a number of reasons. Whether or not the approach in the 

present Act would stand up in the courts,it is sufficiently 

questionable that it ought to be avoided if there are equally 

effective alternatives that are more conventional or more 

straightforward. The proposed amendment, however, gees out of 

its way to abdicate any authority of the State, in eit h e r  Its 

capacity as sovereign or as landowner, tc regulate operation 

of the pipeline.

AGo 533651



Page *1 of my copy of the Governor's proposal was missing, 

so I cannot refer accurately to sections and subsections on 

pages 5 to 11. The language of subsection (3) on page 5,
r

which begins, "the imposition of common carrier status does 

not require . . . ", is not necessary to protect owners and 

operators from unreasonable and uneconomic demands by 

shippers, and appears to go far beyond the common law in 

permitting pipeline operators to evade their common carrier 

o b l i g a t i o n s .

Some modification of language or punctuation is necessary 

to make it clear that the word "which" at the beginning of 

line 7, page 6, refers to "pipeline" rather than to "lessee."

I shall comment on the common purchaser provisions, 

which the Governor proposes to remove from the right-of-way 

leasing act, separately under the heading of common purchasers.

The State's option in existing law to buy 20 percent of 

the pipeline is probably unworkable in view of the way in 

which the pipeline is to be organized, financed and owned.

Once the line was built, transfer o f  a share to the State 

would be extremelv complicated and would generate horrendous 

Lawsuits. The proposed substitute language (subsection// on 

page 7), however, is almost meaningless. Its only force is 

to establish instanoes in which the State would not have 'hn 

opportunity to negotiate." It ls not clear what ls the purpose 

of this ,'rovision.



There are still arguable grounds for the State to own a 

share of the pipeline, both (1) to protect its own royalty 

and tax interest against tariff manipulations, and (2) to 

provide a vehicle for shipment of oil by independent producers 

if the companies o p e rating the p i p eline are unwilling or 

unable to provide transportation on a nondiscriminatory basis. 

If this is the State's approach, however, the decision ought 

to be mad e positively now to buy into the pipe line on a 

specified proportion, before pipeline construction is 

started, and this d e c ision ought to be coupled with the 

necessary organization, bonding authority, etc. to carry out. 

the project. The option to buy in its present form is under- 

standibly objectionable to the companies because* of its 

potential use simply for harrassment.

It ought to be kept in mind that the State does have 

the ultimate power regardless of this legislation to condemn 

pipeline property for public purposes (provided it does so 

subject to law and pays the owners fair compensai i o n ) , and 

to operate the pipeline as a state-owned public utility. It 

is not clear what bene fits there would be in state ownership, 

but its possibility might be as much o f  a deterrent to abuse 

of private pipeline ownership as the option in statute to buy a 

part of the line. I am not sure that there is any point in 

raising the state ownership issue in any legislative form 

today, however, unless the State definitely Intends to own
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The Production Tax

Collection of a production tax, whether "cents per barrel" 

or a percentage of wellhead value is unquestionably within 

the authority of the State. There are no obvious legal 

difficulties in coupling a minimum cents-per-barrel tax with 

a proportional or graduated tax above this minimum.

Much higher prices can be expected for crude oil in the 

near future, and these prices will not be offset by higher 

development costs or additional exploration risks. The result 

will be vast windfalls for the operating companies. There is 

no economic reason the State could not levy a highly

progressive severance t a x  one which takes 25, *10 or even

90 percent of wellhead revenues above a given level, for 

example $*1.00 per barrel. I am not proposing such a tax, 

but in view of the quite successful demands of a similar 

magnitude by the OPEC countries, it would be surprising if 

Alaska did not reconsider its oil arid gas taxation levels 

in the context of the new conditions.

uno recurring problem with respect to severance taxes 

(or royalties) levied as a proportion of wellhead value Is 

the valuation of oil or gas at the wellhead, where arins-length 

sales are lacking or rare. In general, the operators will be 

carrying their own oil through their own pipeline and selling 

it to their own refining divisions. Tn such a case the declared

and/or operate all or part of the pipeline.



wellhead value or transfer price is not a real price but is 

an accounting fiction chosen to m i n i m i z e  the company's c o n­

solidated liability for taxes and r o y a l t i e s . Where the sum 

of production tax and royalty rates is low at the margin, 

the depletion allowance (which is applicable only to income 

from production) encourages the integrated companies to take 

their profits in production rat h e r  tha n in tran sportation or 

refining. This tendency means that the companies will declare 

relatively high wellhead prices, which are in the State'3 

i n t e r e s t .

It is not always in the companies' Interest to maximize

•
wellhead values, however. As the sum o f  royalties and p r o­

duction tax rates i3 Increased, it is Increasingly Important 

that wellhead values not be u n i l a t e r a l l y  3et by the companies 

and uncritically accepted by the S t a t e . Recognition of 

this problem was of course one rationale for the existing 

right of way leasing law. Som e remedy to this situation seems 

to be available In exis ting and proposed state law, but the 

Administration ought to be able to explain carefully and 

completely how any remedies will or do work, and how the State 

expects to combat any unrealls tlcally low transfer pricing.

One question that ought to be explored thoroughly ia 

whether it ls in the S t a t e’s interest to imitate federal tax

law in every respect ---  particularly whether the percentage

depletion allowance, the e x p ensing of Intangible drilling 

costs, etc. This Session is not the time for ouch a new and



complicated issue, but a study Senator Jackson has requ ested 

from the Library of Congress in behalf of the U.S. Senate's 

Energy Study will be the most complete consideration of the 

tax preferences for oil and gas yet published. This study 

will be available early in 1974, and will be of considerable 

value to Alaska's Legislature.

Conservation Tax

There are no apparent problems with the oil and gas 

regulation and conservation tax. Because its revenue would 

go into the general fund and is not earmarked for these 

specific activities, however, the segregation of this tax in* 

a separate bill with a special name is Just semantics.

Common Purchasers
------------------------------  — — — — — — — ---■ f

The kindest thing to say about this bill is that its 

provisions will never be used. It doe3 not cope with the 

problem that created the demand for common purchaser, l e g i s l a­

tion in the first place, and addresses a problem which is 

unlikely ever to arise. The bill, in essence, forbids a 

petroleum purchaser to discriminate among s e l l e r s . The problem 

however, is that pipeline o w n e r s , by virtue of their monopoly 

over transportation, are alleged to compel 1ndoocndent 

producers to sell to them in the field at prices less than 

the value of their oil. The discrimination at issue is not 

among s e l l e r s , but between the oil of the pipeline owner's 

affiliate (which is not sold in the f i e l d ) , and that of 

independents (who must sell in order to dispose of their oil).



The existing law at least recognizes and addresses itself to 

the real problem though perhaps n o t  effectively.

In any event, a civil p e n a l t y  of $100 to $1,000 can 

simply be regarded as a cost of d o i n g  business. If the conduct 

in question would bring a d i s r u p t i v e  outsider to heel, it 

could well be a rewarding investment. If either common carrier 

or common purchaser legislation is- to have any effect, the 

Legislature ought to consider at least creating (1) a private 

cause of action for recovery of t r i p l e  damages, and (2) the 

possibility of Injunctive relief.

Perhaps the problem is one that c a n  never really be 

solved under a regime of s h ipper-owned pipelines'. Even if 

common carrier requirements are s t r i c t l y  complied with, it 

is always cheaper for the p i p e l i n e  ow n e r  to ship an additional 

barrel of his own oil through his own pipeline than it is for 

an independent to ship his oil t h r o u g h  a pipeline he does "ot 

own. The outsider pays the t a r i f f  (which is always higher 

than the cost of shipment) and the owner pays -the cost (even 

though his books say he paid the tariff. He paid it to himself!^ 

So, given equal prices at the d o w n s t r e a m  end of the pipeline, 

the pipeline owner can always o f f e r  to buy the independent's 

oil in the field for a better pr i c e  than the owner can get 

by selling it at the other end of the pipeline and paying the 

transportation tariff. If the c o m m o n  carrier requirement can 

be evaded, of course, the pipeline owner can get by with a
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lower price than the independent could have got by selling at A

the pipeline outlet.

Pipeline Commission Act

Whether the State has co ncurrent regulatory jurisdiction 

with the federal government over oil pipelines is a serious 

legal question, and I am at a loss to know why the Administra­

tion would not want this issue to be litigated. If the State 

lost the case, its remaining auth ority would be no less than 

provided in this bill, and might well be greater.

There ls no way in which litigation over the regulatory*.

authority of the Pipeline C o m m i s s i o n  could hold up pipeline
»

c o n s t r u c t i o n ; it is difficult to conceive of a cause of action 

the companies could advance until the Commission issued an 

order which conflicted with federal Jurisdiction, and such 

orders would not commence until the pipeline began operation.

The assertion that new attention in Congress to anti-trust 

and common carrier problems assures an effective ICC surveil­

lance of pipelines i3 at best naive.

Concluding Remarks

I want to reemphasize that these are first reactions 

upon a first reading of the prop osed legislation. Despite 

occasional strong language, my remarks are provisional, and 

my conclusions may change as I am exposed to advocates of 

the legislation and have an opportunity to study the proposals
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more carefully. There Is one conclusion that I do not expect 

to change, however. These bills need not be considered as an 

inseparable package; they each ought to be examined on its own 

m e r i t s .

i
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TRANSCRIPT OF SENATE RESOURCES HEARING 

O c t o b e r  19, 1973

SPAHR: Fo r  t h e  r e c o r d  I s h o u l d  i d e n t i f y  m y s e l f .  As mo s t  o f

you  know,  I am t h e  Ch a i rma n  o f  t h e  S t a n d a r d  O i l  Company o f  

Oh i o .  I h a v e  b e e n  i n v o l v e d  i n  t h e  o i l  b u s i n e s s  a l l  o f  my 

w o r k i n g ,  e a r n i n g  l i f e  and am g e t t i n g  t o  t h e  p o i n t  wh e r e  my 

s e n i o r i t y  m i g h t  e n t i t l e  me t o  some r e s p e c t  i n  my a c t i o n s  and  

c o r r e s p o n d e n c e — i n  o t h e r  w o r d s , I am g e t t i n g  t o  f e e l  r a t h e r  

o l d  t h e s e  d a y s .  I f e e l  t h a t  i n  t h e  C o m m i t t e e ' s  b e s t  i n t e r e s t s ,  

i t  wou l d  b e h o o v e  me t o  p o s i t i o n  m y s e l f  i n  t h e  v e r y  b e g i n n i n g  

t o  a n s w e r  q u e s t i o n s ,  s i n c e  I d i d  make a s t a t e m e n t  t h i s  mo r n i n g  

o f  an a l l  e n c o m p a s s i n g  n a t u r e ,  wh i c h  I b e l i e v e  a l l  o f  you  h e a r d .

f. b e l i e v e  we c an  u s e  t h a t  a s  a r e f e r e n c e  and b e g i n  i n  w h a t e v e r

way you  g e n t l e m e n  wou l d  p r e f e r .

SACKETT: Ve r y  good .  Are t h e r e  any q u e s t i o n s  f r om Commi t t e e

member s? S e n a t o r  Thomas?

THOMAS: I w o n ' t  h e s i t a t e  t o  j ump i n  now, b e c a u s e  I know i f  I

d o n ' t  i t  w i l l  be  a b o u t  two h o u r s  b e f o r e  I q e t  a c h a n c e .  Mr.  

S p a h r ,  maybe  i f  I c o u l d  j u s t  p r e f a c e  i t  by s a y i n g  t h a t  I ,  a t  

l e a s t ,  a n d  1 know a few o t h e r s  a l s o ,  s e v e r a l  y e a r B  ago we r e  

much p e r s u a d e d  by t h e  a r g u m e n t s  a b o u t  t h e  ICC b e i n g  a p a p e r -  

t i g e r  r e a l l y  and  wou l d  n o t ,  b e c a u s e  o f  i t s  p a s t  p e r f o r m a n c e ,  

r e a l l y  p r o t e c t  o u r  b e a t  i n t e r e s t s  up h e r e .  And,  wh a t  we we r e  

f e a r f u l  o f  was t h a t  t h e  w e l l h e a d  v a l u e  wou l d  go down t o  a p o i n t
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t h a t  o u r  t a x e s  w o u l d  n o t  a m o u n t  t o  w h a t  t h e y  o t h e r w i s e  w o u l d  

a n d  t h a t  is o n e  r e a s o n ,  I a m  s u r e ,  t h a t  t h e  c e n t s - p e r - b a r r e l  

t a x  c a m e  t h r o u g h ;  b u t  p r i m a r i l y  t h a t  w a s  m y  r e a s o n ,  a t  l e a s t ,  

in v o t i n g  f o r  t h e  r i g h t - o f - w a y  l e a s i n g  a c t - - t o  g i v e  us s o m e  k i n d  

o f  h a n d l e  o n  t h i s  t h i n g  a n d  h o p e f u l l y  t o  p e r s u a d e  t h e  o w n e r  

c o m p a n i e s  o f  t h e  p i p e l i n e  t o  n o t  r e c o u p  t h e i r  i n v e s t m e n t  as 

q u i c k l y  as t h e y  c c u l d  l e g a l l y  u n d e r  t h e  I C C  r u l i n g s .  A n d ,  at 

t h e  s a m e  t i m e  w e  h a d  n o  a s s u r a n c e  t h a t  a m a x i m u m  t a k e  w o u l d  

n o t  b e  m a d e  b y  t h e  c o m p a n i e s  i n v o l v e d - - n o  a s s u r a n c e  t h a t  t h i s  

w o u l d  n o t  h a p p e n - - d r i v i n g  d o w n  t h e  v a l u e  o f  t h e  w e l l h e a d .  O u t  

o f  t h i s ,  I t h i n k  y o u  c a n  s e e  w h a t  m y  q u e s t i o n  i s - - h o w  a r e  w e  

g o i n g  to b e  p r o t e c t e d  a g a i n s t  t h i s  s o r t  o f  t h i n g ?

S P A H R :  S e n a t o r  T h o m a s ,  I w i l l  t r y  to b e  r e s p o n s i v e  t o  y o u r

c o n c e r n .  A t  t h e  t i m e  y o u  c o n s i d e r e d  t h e s e  q u e s t i o n s  a n d  e x p r e s s e d  

t h e s e  c o n c e r n s ,  a l l  o f  w h i c h  a r e  r e l a t e d ,  c i r c u m s t a n c e s  w e r e  

s o m e w h a t  d i f f e r e n t  t h a n  t h e y  a r e  t o d a y .  I r e a l l y  b e l i e v e  t h a t  

t h e  t h i n g s  t h a t  h a v e  h a p p e n e d  a r e  o n e  o f  t h e  b a s e s  f i r  y o u r  

c o n c e r n  o f  t h e s e  m a t t e r s  b e i n g  l i t i g a t e d  s o m e w h a t .  L e t  m e  

p r o c e e d  t o  e x p l a i n .  1 r e f e r  m a i n l y  to t h e  w a y  t h i n g s  a r e  g o i n q  

in t h e  w o r l d  o f  o i l  p r o d u c t i o n  a n d  p u r c h a s i n g  a n d  t h e  r e l a t i o n ­

s h i p  o f  s u p p l y  a n d  d e m a n d  a n d  t h e  e f f e c t s  o f  a l l  t h e s e  t h i n g s  

o n  t h e  v a l u e  o f  o i l .  A v e r y  d e c i d e d  u p w a r d  p r e s s u r e  o n  t h e  

p r i c e .  T h a t  p r o s p e c t  w a s  n o t  a p p a r e n t  s e v e r a l  y e a r s  a g o  w h e n  

f i r s t  c o n s i d e r i n j  t h e  m e a s u r e s  t h a t  a r e  n o w  l a w  a n d  y o u r  c a l c u l a ­

t i o n s  h a v e  i n d i c a t e d  t h a t  t h e n  c u r r e n t  p r i c e s ,  b a c k i n g  o f f  

t r a n s p o r t a t i o n  c h a r g e s ,  t e r m i n a l i n g  c h a r g e s  a n d  a l l  t h o s e  k i n d s
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o f  t h i n g s ,  a l l o w e d  f o r  7% r e t u r n  o n  t h e  I C C  e v a l u a t i o n  o n  t h e  

p i p e l i n e  o n  a l o w  v o l u m e ,  t h a t  t h e  v a l u e  w o u l d  be m i n i m a l ,  if 

e x i s t a n t  a t  a l l .  A t  t h a t  t i m e  w e  t r i e d  t o  p o i n t  o u t  t h a t  w e  

w e r e  n o t  i n t e r e s t e d  in p r o d u c i n g  o i l  f o r  n o  p r o f i t ,  j u s t  h a v i n g  

a l l  o u r  p r o f i t  g i v e n  to a p i p e l i n e  r e t u r n ,  b u t  I r e a l i z e  w e  

j u s t  w e r e n ' t  v e r y  c o n v i n c i n g .  L e t  m e  p r o c e e d  to t h e  I C C .  T h i s  

m o r n i n g  in t h e  H o u s e  R e s o u r c e s  M e e t i n g ,  t h e  q u e s t i o n  a b o u t  t h e  

I C C  a r o s e  a n d  I t h i n k  t h e  i m p l i c a t i o n  w a s  s t r o n g  t h a t  t h e r e  w a s  

s t i l l  c o n c e r n  t h a t  t h e r e  m i g h t  b e  a p a p e r - t i g e r .  T h e  q u e s t i o n  

p o s e d  t o  m e  w a s — w h a t  h a s  m y  c o m p a n y ' s  e x p e r i e n c e  b e e n  i n  w o r k i n g  

i n s o f a r  as i t s  t r a n s p o r t a t i o n  o p e r a t i o n s  w e r e  c o n c e r n e d  u n d e r  

I C C  j u r i s d i c t i o n .  A n d ,  I w i l l  g i v e  y o u  t h e  s a m e  k i n d  o f  a n s w e r  

as I g a v e  t h o s e  g e n t l e m e n .  M y  c o m p a n y ,  a s  f a r  as o p e r a t i n g  

p i p e l i n e s  in t h e  L o w e r  4 8 - - w e  h a v e  o n e  t h a t  w e  o w n  e n t i r e l y  

w h i c h  is r a t h e r  o l d  n o w ,  w h i c h  c o n n e c t s  t h e  t r i - s t a t e ,  t h a t  is, 

t h e  I l l i n o i s ,  I n d i a n a  a n d  K e n t u c k y  o i l f i e l d s ,  to o u r  O h i o  

r e f i n e r y - - w a s  b u i l t  in 1 9 3 9 .  It h a s  c o n n e c t i o n s  to o t h e r  c a r r i e r s  

t h a t  s e r v e  it f r o m  m o r e  d i s t a n t  f i e l d s  a n d  it, in t u r n ,  h a s  

c o n n e c t i o n s  at t h i s  t e r m i n u s  t h a t  a l l o w  o i l  to b e  m o v e d  o n  t o  

o t h e r  c a r r i e r s  to d e s t i n a t i o n .  S o ,  i t  is i n v o l v e d  in b o t h  

e s t a b 1 i s h i n g  r a t e s  a n d  w o r k i n g  o u t  d i v i s i o n s  o f  r a t e  w i t h  o t h e r  

c a r r i e r s ,  a l l  of w h i c h  h a v e  to b e  a p p r o v e d  b y  t h e  I C C .  It h a s  

t r a n s p o r t e d  o i l  f o r  o t h e r  s h i p p e r s  w h o  w e r e  t h e  s o l e  o w n e r .  A t  

t h e  s a m e  t i m e ,  w e  h a v e  u s e d  p i p e l i n e s  o p e r a t e d  b y  o t h e r s  t h a t  

p a r a l l e l  a n d  s e r v e  t h i s  l i n e  t h a t  I m e n t i o n e d - - M a r a t h o n 's p i p e ­

l i n e  b e i n g  o n e - - v a r i o u s  c a r r i e r s  w h o  d e l i v e r  i n t o  c e n t r a l
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I l l i n o i s  b e i n g  o t h e r s .  We a l s o  p a r t i c i p a t e  i n  t h e  C a p l i n e  

P r o j e c t  t h r o u g h  o u r  o w n e r s h i p  i n  t h e  M i d - V a l l e y  P i p e l i n e .  T h i s  

l a t t e r  c ompany ,  M i d -V a l l e y ,  b u i l t  a c o n s o r t i u m  i n  1950, c o n n e c t ­

i n g  t h e  E a s t  T e x a s  o i l  f i e l d s  t o  t h e  Oh i o  r e f i n e r i e s  and  p i p e ­

l i n e s  wh i c h  o r i g i n a t e  t h e r e .  T h i s  was owned by  t h e  Sun O i l  

Company a n d  my company i n  t h e  b e g i n n i n g - - w e  o r i g i n a t e d  t h e  l i n e  

a s  we a r e  a t t e m p t i n g  t o  s h a r e  i n  t h e  o r i g i n a t i o n  o f  t h i s  one  

b e c a u s e  we n e e d e d  t h e  new c a r r i e r  and a c a p a c i t y  t h a t  wo u l d  be 

s u f f i c i e n t ,  a nd  a t  t h e  r i g h t  p l a c e  t o  s a t i s f y  o u r  n e e d s .  L a t e r ,  

G u l f  b e c ame  a p a r t i a l  own e r .  T h a t  l i n e  o p e r a t e d  c o n t i n u o u s l y  

s i n c e  1950-- i t  h a s  s e r v e d  o t h e r  s h i p p e r s  s u c h  a s  A s h l a n d ,  o t h e r  

c o m p a n i e s  t h a t  I c o u l u  n ame-- i t  g o e s  t h r o u g h  t h e  same p r o c e e d ­

i n g s  i n  f i l i n g s  i t s  t a r i f f s  and g e t t i n g  a p p r o v a l  o f  t h e  ICC as  

SOHIO P i p e .  I c o u l d  name o t h e r s - - t h e  C o l o n i a l  P i p e l i n e ,  a 

p r o d u c t  c a r r i e r ,  i s  one  i n  wh i c h  we h a v e  an i n t e r e s t ,  a n d  t h e  

H a r b o r  P i p e l i n e  i s  a n o t h e r ,  on t h °  E a s t  C o a s t ,  i n  wh i ch  we h a v e  

a s m a l l  i n t e r e s t .  We h a v e  o t h e r  w h o l l y  owned i n t e r e s t s  and much 

mor e  r e s t r i c t c d - - r e s t r i c t e d  i n  t e r m s  o f  v o l ume--b u t  i n  a l l  

i n s t a n c e s  we h a v e  t o  f i l e  and g e t  a p p r o v a l  on o u r  t e r m s - - t e r m s  

o f  r e c e i p t ,  minimum v o l ume s ,  c o n d i t i o n s  u n d e r  wh i c h  we r e c e i v e ,  

we h a v e  t o  s p e c i f y  t h e  c a r r i e r ' s  r e s p o n s i b i l i t y ,  t h e  c u s t o d i a l  

l aw,  t h e  o b l i g a t i o n  t o  r e t u r n  i t  i n  k i n d ,  o r  s u b s t a n t i a l  k i nd--  

a nd  i n  a l l  t h e s e  o p e r a t i o n s ,  t o  my r e c o l l e c t i o n ,  w h i l e  we h a v e  

h a d  inr , r i e s  f o r  c l a r i f i c a t i o n  and  some s u g g e s t i o n s  on i m p r o v e ­

m e n t s  o f  o u r  t a r i f f s  f r om t h e  ICC, we h a v e  r e a l l y  q u i t e  a p p a r ­

e n t l y  d o n e  n o t h i n g  t o  t r i g g e r  t h e i r  c r i t i c i s m  i n  t e r m s  o f  
p e n a l i t i e s  t h a t  m i g h t  h a v e  b e e n  a p p l i e d - - i n  o t h e r  w o r d s ,  I t h i n k
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w e  h a v e  c o n d u c t e d  o u r  o p e r a t i o n s  w e l l .  N o w  I t h i n k  o u r  e x p e r ­

i e n c e  is t y p i c a l  o f  t h a t  in t h e  L o w e r  4 8 .  W e  h a v e  u s e d  o t h e r  

p e o p l e ' s  p i p e l i n e s  b e f o r e  a n d  t h e y  h a v e  u s e d  o u r s .  W e ,  o r  m o s t  

m a j o r  c o m p a n i e s  i n  t h e  L o w e r  4 8 ,  h a v e  o p e r a t e d  f o r  s o m e t i m e  a n d  

h a v e  b e e n  i n  t r a n s p o r t a t i o n  o p e r a t i o n s  f o r  s o m e t i m e  a n d  p a r t i e s  

t o  t h e  r a t h e r  w e l l  r e m e m b e r e d  M a d i s o n  C o n s e n t  D e c r e e ,  w h i c h  w a s  

t h e  b a s i s  o f  e s t a b l i s h i n g  t h e  l i m i t a t i o . .  o n  p i p e l i n e  e a r n i n g s  

a n d  r e l a t e d  e a r n i n g s  t o  a p e r c e n t a g e  o f  t h e  v a l u a t i o n .  S o  y o u  

h a v e  t h a t  r e s t r i c t i o n ,  a n d  an e f f e c t i v e  o n e ,  to b e  c o n c e r n e d  

a b o u t  in o u r  o p e r a t i o n ,  a n d ,  o f  c o u r s e ,  w e  a r e  s u b j e c t  t o  t h e  

I n t e r s t a t e  C o m m e r c e  A c t ,  w h i c h  A c t  c a r r i e s  s o m e  i n t e r e s t i n g  

p e n a l t i e s  a m o n g  o t h e r  t h i n g s ,  f a i l i n g  t o  o b s e r v e  t h e  l a w .  T h e  

p o t e n t i a l  d i f f i c u l t y  t h a t  a r i s e s  o u t  o f  m a l f e a s a n c e  o r  m i s f e a ­

s a n c e ,  o r  p l a i n  b a d  o p e r a t i o n ,  o r  i l l e g a l  o p e r a t i o n s ,  a r e  so 

p o t e n t i a l l y  s e v e r e  t h r t  t h e  I C C ,  in m y  v i e v - - a n  o p e r a t o r  t h a t  

h a s  h a d  t o  w o r k  u n d e r  t h e  j u r i s d i c t i o n - - i s  a v e r y  e f f e c t i v e  

r e g u l a t o r .  N o w ,  1 b e l i e v e  i t  is a v e r y  f a i r  t h i n g  f o r  m e  to 

a d d  t h a t  t h e i r  c o n c e r n  a b o u t  t h e i r  r e g u l a t i o n  v a r i e s  a l m o s t  d i r ­

e c t l y  in r e l a t i o n  t.o t h e  s i z e  o f  t h e  f a c i l i t i e s ,  c o m p l e x i t y  o f  

f a c i l i t i e s ,  t h e y  h a v e  to b e  c o n c e r n e d  a b o u t .  A s m a l l  l i n e  

o p e r a t i n g  f o r  a l o n g  t i m e  w i t h  a r e l i a b l e  r e c o r d  o f  p e r f o r m a n c e  

g e t s  t h e i r  a t t e n t i o n ,  b u t  v e r y  l i t t l e  c o n c e r n ,  l e t  us s a y .  T h e y  

c a n  e a s i l y  t e l l  if t h e  t a r i f f s  a r e  b e i n g  d e v e l o p e d  in a c c o r d a n c e  

w i t h  t h e i r  r e g u l a t i o n s  a n d  if t h e r e  a r e  d i f f e r e n c e s  o f  a n y  s u b ­

s t a n t i a l  n a t u r e  f r o m  w f u t  t h e y  e x p e c t .  L a r g e r  l i n e s ,  s u c h  as 

C a p l i n e ,  w h i c h  is a s t i l l  g r o w i n g  l i n e ,  h a v i n g  c a p a c i t y  a d d e d
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a l m o s t  e v e r y  y e a r ,  a n d  w h i c h  h a s  a n  u l t i m a t e  p o t e n t i a l  c a p a c i t y  

o f  a r o u n d  9 0 0 , 0 0 0  b a r r e l s  a d a y ,  b e i n g  i n  t h e  s t a t e  o f  d e v e l o p ­

m e n t  a n d  g r o w t h ,  g e t s  m o r e  o f  t h e i r  a t t e n t i o n  t h a n  d o  t h e  o l d e r ,  

s m a l l e r  l i n e s .  T h u s ,  t h e  o p e r a t o r s  g e t  m o r e  i n q u i r i e s ;  b u t  

a g a i n ,  t h e  p e r f o r m a n c e  r e q u i r e m e n t s  h a v e  b e e n  so w e l l  e s t a b l i s h e d  

a n d  t h e  a v a i l a b i l i t y  o f  t h e  s y s t e m s  h a v e  b e e n  s o  g e n e r a l  t h a t  

t h e  I C C ' s  r e q u i r e m e n t  t o  p o l i c e  a n d  p e n a l i z e  is n o t  g r e a t .  N o w  

I h a v e  t h e  f i r m  i m p r e s s i o n ,  h o w e v e r ,  t h a t  c o m m e n t s  a b o u t  I C C  

b e i n g  a p a p e r - t i g e r ,  c o n c e r n s  e x p r e s s e d  i n  t h i s  S t a t e ,  g e n e r a l  

c o n c e r n s  e x p r e s s e d  in W a s h i n g t o n  a n d  e l s e w h e r e  a b o u t  t h e  p o s s i b l e  

n e e d  o f  m a k i n g  s u r e  t h a t  r e g u l a t o r y  e f f o r t  is g o o d - - a l l  a r e  g o i n g  

to h a v e  t h e  r e s u l t  o f  m a k i n g  t h e  I n t e r s t a t e  C o m m e r c e  C o m m i s s i o n  

v e r y ,  v e r y  a w a r e  o f  t h i s  p i p e l i n e  a n d  o f  t h e  n e e d  t o  i n s p e c t ,  

to s t u d y ,  t o  r e g u l a t e ,  a n d  to b e  s u r e  t h a t  w e  d o n ' t  d o  a n y t h i n g  

t h a t  w e  s h o u l d  n o t  do. T h a t ' s  a l l  a v e r y  l e n g t h y  w a y  o f  s a y i n g - -  

m y  o w n  e x p e r i e n c e  w i t h  t h e m  is t h a t  t h e y  w i l l  d o  a n  e f f e c t i v e  

jo b .  A n d ,  m y  b e l i e f  is t h a t  t h i s  l i k e l i h o o d ,  c o u p l e d  w i t h  t h e  

p r o v i s i o n  t h a t  w e  a r e  g o i n g  to k e e p  o u r  r e c o r d s  f o r  A l a s k a n  

o p e r a t i o n s  s e p a r a t e  f r o m  a l l  o f  o u r  o t h e r  r e c o r d s - - c o u p l e d  w i t h  

t h e  w i l l i n g n e s s  I e x p r e s s e d  t h i s  m o r n i n q  t o  h a v e  o u r  r e c o r d s - -  

m y  o w n  c o m p a n y ' s  r e c o r d s  w i t h  r e s p e c t  to A 1 a s k a - - i n d e p e n d e n t l y  

a u d i t e d ,  w i t h  t h e  a u d i t o r  o n e  that, w o u l d  b e  a c c e p t a b l e  to t h e  

S t a t e - - o u g h t  t o  g i v e  y o u  s o m e  s u b s t a n t i a l  a s s u r a n c e  t h a t  w e  a r e  

g o i n g  to o p e r a t e  w i t h i n  t h e  l a w  r a t h e r  t h a n  o u t s i d e  it. N o w ,  

w i t h  r o s p e c t  t o  c o s t s  a n d  t a r i f f s  a n d  t h e  v a l u e  o f  P r u d h o e  H a y  

o i l .  W e  n o w  e x p e c t  t o  s c h e d u l e  o u r  c o n s t r u c t i o n  in s u c h  a w a y  

t h a t  t h e  s e c o n d  i n c r e m e n t  o f  v o l u m e  c a p a c i t y  w i l l  b o  a v a i l a b l e
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as s o o n  as t h e  p i p e l i n e  is d o n e .  In o t h e r  w o r d s ,  w e  e x p e c t  to 

i n s t a l l  t h e  s t a t i o n s  n e e d e d  to o p e r a t e  a t  1 , 2 0 0 , 0 0 0  b a r r e l s  a 

d a y  a n d  h a v e  t h e m  r e a d y  as s o o n  as t h e  l i n e  is c o m m i s s i o n e d .  W e  

w i l l  h a v e  t o  u n d e r g o  a s h o r t  p e r i o d  o f  c o m m i s s i o n i n g  t i m e - - i t ' s  

v a r i o u s l y  e s t i m a t e d  at f o u r  t o  s i x  m o n t h s ,  d e p e n d i n g  u p o n  t h e  

w e a t h e r  p r e v a i l i n g  at t h e  t i m e  w e  a r e  d o i n g  t h i s - - w h e n  w e  h a v e  

t o  t e s t  e v e r y t h i n g ,  m a k e  s u r e  it w o r k s  r i g h t ,  f i l l  t h e  l i n e ,  

m a k e  s u r e  w e  h a v e  v e s s e l s  s c h e d u l e d  i n  V a l d  to t a k e  t h e  o i l  

a w a y ,  m a k e  s u r e  w e  d o n ' t  e n c o u n t e r  d i f f i c u l t y  t h a t  w o u l d  c a u s e  

t h e  p i p e l i n e  t o  s h u t  d o w n  a n d  a l l o w  t h e  j e l l i n g  o f  t h e  o i l  in 

s e v e r e  w i n t e r - - d u r i n g  w h i c h  t i m e  t h e - - a c c o r d i n g  t o  A l y e s k a ' s  

o p e r a t i n g  p e o p l e ,  w e ' l l  b e  o p e r a t i n g  a t  r a t e s  v a r y i n g  f r o m  

2 0 0 , 0 0 0  t o  1 , 2 0 0 , 0 0 0  b a r r e l s  p e r  d a y .  D u r i n g  t h a t  p e r i o d  o f  

c o m m i s s i o n i n g ,  t h e  a v e r a g e  r a t e ' s  g o i n g  t o  b e  l e s s  t h a n  1 , 2 0 0 , 0 0 0 ,  

b u t  as s o o n  as it is o v e r ,  t h e r e  is n o t h i n g  t h a t  w e  c a n  v i s u a l i z e  

t h a t  w o u l d  p r e v e n t  us f r o m  o p e r a t i n g  p r a c t i c a l l y  a t  t h e  1 , 2 0 0 , 0 0 0  

b a r r e l  p e r  d a y  r a t e .  S o ,  w e  n o  l o n g e r  v i s u a l i z e  t h e  p o s s i b i l i t y  

o f  an e x t e n d e d  p e r i o d  o f  t i m e  g o i n q  b y ,  l i k e  a y e a r ,  d u r i n g  

w h i c h  l o w  r a t e s  w h e r e ,  if t h e  c h o i c e  w e r e  c a l c u l a t e d  o n  t h e  b a s i s  

o f  a 7% r e t u r n  o f  l o w  r a t e ,  it w o u l d  g o  s k y - h i g h .  W e  d o  w a n t  t o  

h a v e  the p r i v i l e g e  a n d  w e  a r e  c o u n t i n g  o n  h a v i n g  t h e  p r i v i l e g e  

o f  e s t a b l i s h i n g  o u r  r a t e s  in a c c o r d a n c e  w i t h  t h e  I C C  l i m i t s ,  b u t  

w e  b e l i e v e  a n d  w e  t h i n k  it c a n  b e  d e m o n s t r a t e d  b y  o u r  p e o p l e ,  as 

w e l l  as b y  t h e  S t a t e  A d m i n i s t r a t i o n ,  t h a t  t h e  u s e  o f  t a r i f f s  t h a t  

w i l l  a l l o w  a r e t u r n  o n  i n v e s t m e n t  a p p r o x i m a t i n g  7% o f  v a l u a t i o n  

w i l l  n o t  r e s u l t  in a v a l u e d  o i l  a t  t h e  w e l l h e a d  t h a t  w o u l d  b o  

a n y w h e r e  c l o s e  to n o t h i n g  o r  n o m i n a l .  S o ,  t h e  c o m b i n a t i o n  o f
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e x p e c t e d  i n i t i a l  v o l u m e  at a h i g h  r a t e ,  w i t h  t h e  a d v a n c e s  a n d  

p r i c e s  o f  w o r l d  o i l  w h i c h  w i l l  e f f e c t  t h e  v a l u e  o f  A l a s k a n  o i l  

a r e  t h e  p r i n c i p a l  t h i n g s  t h a t  I s e e  t h a t  t e n d  t o  c o m p l e t e l y  

e l i m i n a t e  t h e  c o n c e r n  t h a t  y o u  h a v e .  I w i l l  t r y  to b e  m o r e  

b r i e f  o n  o t h e r  a n s w e r s .

S A C K E T T :  A r e  t h e r e  o t h e r  q u e s t i o n s ?  S e n a t o r  R a d e r .

R A D E R :  1 a m  i n t e r e s t e d  in t h e  n a t u r e  o f  t h e  u n d e r s t a n d i n g  t h a t

y o u  h a v e  w i t h  t h e  G o v e r n o r .  If w e  p a s s  a 20 m i l  t a x  t h i s  s e s s i o n -  

a d  v a l o r e m  t a x - - a n d  a n  a d d i t i o n a l  5 m i l s  n e x t  s e s s i o n ,  w o u l d  

t h a t  b e  a v i o l a t i o n  o f  y o u r  u n d e r s t a n d i n g  w i t h  t h e  G o v e r n o r ?

S P A H R :  W e  h a v e  a b s o l u t e l y  n o  u n d e r s t a n d i n g  w h a t  t h e  L e g i s l a t u r e

s h o u l d ,  c o u l d ,  o r  w o u l d  d o  in t h e  f u t u r e .  I d i d n ' t  p r e s u m e  to 

t r y  a n d  e s t a b l i s h  t h a t .  I f e e l  if I h a d ,  t h e  G o v e r n o r  w o u l d  

p r o b a b l y  h a v e  k i c k e d  m e  o u t  o f  h i s  o f f i c e .  W e  s i m p l y  t r i e d  t o  

d e v e l o p  t o g e t h e r - - a f t e r  l i s t e n i n g  to o n e  a n o t h e r ,  a s e t  o f  

r e v i s e d  l a w s  t h a t  w o u l d  e l i m i n a t e  o u r  c o n c e r n s  b y  b e i n g  a b l e  t o  

f i n a n c e  a n d  r e a l l y  o p e r a t e  w i t h o u t  u n d u e  r e s t r i c t i o n s  a n d  r e g u l a ­

t i o n .  N o w  w e  r e c o g n i z e  t h a t  t h e  S t a t e  m u s t  h a v e  r e v e n u e s  to m e e t  

i t s  b u d g e t a r y  r e q u i r e m e n t s  a n d  it h a s  t h a t  p o w e r  to d o  t h i s  a t  

a n y  t i m e  i t  w i s h e s  to, b u t  a s  I s a i d  t o  t h e  G o v e r n o r  in t h e  v e r y  

b e g i n n i n g - - I  b e l i e v e  t h a t  a p h i l o s o p h y  w e  c o u l d  u s e  as a f o u n d a ­

t i o n  f o r  o u r  d i s c u s s i o n  w h i c h  w o u l d  l e a d  t o  a n e g o t i a t i o n  w o u l d  

b e  t h i s - - w e  r e c o g n i z e  t h a t  w i t h  t h e  S t a t e  *3 p o w e r ,  a n d  t h e  

r e a l i s m  of its w o r k i n g  o u t  t a x  l a w s  t h a t  w o u l d  p r o v i d e  it. w i t h  

t h e  r e v e n u e  it n e e d s  to d o  t h e  j o b s  it w a n t s  to d o  f or t h e  S t a t e  

o f  A l a s k a .  O n  t h e  o t h e r  h a n d ,  w e  h o p e  t h a t  w o  c a n  c o n v i n c e  t h e
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S t a t e  as t o  t h e  n e e d s  w e  m u s t  h a v e  f o r  r e l i e f  i n  t h e  r e g u l a t o r y  

a n d  f i n a n c i n g  a r e a s  t h a t  w i l l  a l l o w  us to d o  t h i s  j o b  t h e  w a y  

t h e  S t a t e  r e a l l y  w a n t s  u s  to d o  i t  w i t h  m i n i m a l  c o s t  a n d ,  y o u  

m i g h t  s a y ,  w i t h  m a x i m u m  s p e e d .  A n d ,  i f  t h i s  c a n  b e  t h e  b a s i s  of 

e x a m i n a t i o n  f o r  c h a n g e s  t h a t  c o u l d  b e  m a d e  t o  t h e  l a w s  a b o u t  

w h i c h  w e  h a v e  b e e n  s o  c o n c e r n e d ,  i t  w o u l d  s e e m  t o  us t h a t  w e  

s h o u l d  f i n d  a w a y  f o r  us to s o l v e  o u r  p r o b l e m s ,  a c c o m p l i s h  o u r  

o b j e c t i v e s ,  a n d  e l i m i n a t e  t h e  w a s t e  o f  t i m e  t h a t  is b o u n d  to 

c o n t i n u e  t o  o c c u r  b y  p l e a d i n g  t h e  p r o c e s s  t h r o u g h  t h e  c o u r t s .

R A D E R :  N o w  if t h e  i m p o s i t i o n  o f  a 25 m i l  a d  v a l o r e m  t a x  in

Jar. j a r y  w o u l d  n o t  b e  a v i o l a t i o n  o f  y o u r  u n d e r s t a n d i n g ,  w o u l d  

t h e  i m p o s i t i o n  o f  t h a t  t a x  n o w  b e  a v i o l a t i o n  o f  y o u r  u n d e r s t a n d ­

i n g  w i t h  t h e  G o v e r n o r ?

f t S P A H R :  W e l l ,  s i r ,  I r e a l l y  t h i n k  t he i m p o s i t i o n  o f  s u c h  a t a x

b y  y o u  c o u l d n ' t  b e  c o n c e i v e d  t o  b e  a v i o l a t i o n  o f  t h e  u n d e r s t a n d ­

i n g  t h a t  I h a v e  ^ i t h  t h e  G o v e r n o r *  h o w e v e r ,  t h e  u n d e r s t a n d i n g  I 

b e l i e v e  1 h a v e  w i t h  t h e  G o v e r n o r  is t h a t  t h e  t o t a l  c o n t e n t ,  

i n c l u d i n g  t h e  t a x  a m o u n t s  o f  t h e s e  l e g i s l a t i v e  p r o p o s a l s  t h a t  a r e  

b e f o r e  y o u  n o w ,  r e p r e s e n t s  in c o m b i n e  a s o l u t i o n  to t h e  p r o b l e m s  

t h a t  w e  h a v e .  A n d ,  m y  u n d e r s t a n d i n g  is t h a t  it r e p r e s e n t s  a n  

a d e q u a t e  t a x a t i o n  b a s e  a n d  c o n t e m p l a t e d  t a k e  f o r  t h e  p a r t  o f  t h e  

S t a t e .  T h e  G o v e r n o r  u n d e r s t a n d s ,  a n d  I w a n t  to b e  s u r e  y o u  d o  

t o o ,  t h a t  i f  y o u  d e c i d e  t o  c h a n g e  t h i s  n o w ,  t h e n  I h a v e  t h e  p r o b ­

l e m  o f  g o i n g  b a c k  to a l l  o f  t h e  c o m p a n i e s  i n v o l v e d ,  w h o m  I h a v e  

r e p r e s e n t e d  h e r o  as a s p o k e s m a n ,  as w e l l  as t h e  o b l i g a t i o n  o f
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r e - e x a m i n i n g  f r o m  o u r  o w n  p o i n t  o f  v i e w ,  a n y  c h a n g e s  t h a t  y o u  

m a k e  i n  o r d e r  t o  d e t e r m i n e  w h e t h e r  w e  w a n t  t o  a c c e p t  t h e m ,  o r  

w h e t h e r  w e  f e e l  i t  w o u l d  b e  b e s t  t o  g o  a h e a d  a n d  u s e  t h e  

f a c i l i t i e s  o f  t h e  c o u r t .  M y  p o i n t  is t h a t  i f  y o u  d o  n o t  c h o o s e  

n o w  t o  a p p r o v e  w h a t  h a s  b e e n  p u t  b e f o r e  y o u ,  s u b s t a n t i a l l y  i n  

t h e  w a y  it h a s  b e e n  p u t  to y o u ,  t h e n  w e  j u s t  s i m p l y  h a v e  to t a k e  

t h e  r i s k  o f  u s e  o f  t i m e  t o  f i n d  o u t  w h o  w a n t s  t o  d o  w h a t —  

w h e t h e r  t h e  l a w s u i t  s t a y s  i n  e f f e c t ,  o r  w h e t h e r  w e  c a n  a c c e p t  

w h a t  y o u  d o. N o w ,  i n s o f a r  as J a n u a r y  i s  c o n c e r n e d ,  w h i l e  i t  is 

o n l y  a f e w  m o n t h s  a w a y ,  I t h i n k  y o u  a r e  n o  m o r e  r e s t r i c t e d  t h e r e  

t h a n  y o u  w o u l d  b e  at a n y  o t h e r  l e g i s l a t i v e  s e s s i o n ,  w h i c h  is to 

s a y  y o u  a r e  n o t  r e s t r i c t e d  at a l l ;  h o w e v e r ,  I w o u l d  f e e l  t h a t ,  

f r a n k l y ,  y o u  w o u l d  b e  t a k i n g  a d v a n t a g e  o f  a t e c h n i c a l i t y  t o  m o v e  

t h a t  f a s t  o n  a c h a n g e  in t h e  t a x  b a s e - - I  w o u l d n ' t  r e a l l y  u n d e r ­

s t a n d  it.

R A D E R :  O u r  s t a n d a r d  m a x i m u m  in t h e  S t a t e  is 3 0 %  o n  a d  v a l o r e m

f o r  o u r  s u b d i v i s i o n s  at t h i s  t i m e .  If w e  w e n t  to 30 m i l s  r i g h t  

n o w ,  y o u  s t a t e  t h e  r e a s o n  f o r  t h e  n e g o t i a t i o n s  is so y o u  w o u l d  

n o t  h a v e  to g o  t o  c o u r t  a n d  h a v e  p r o t r a c t e d  h e a r i n g s  o r  f o r  

f i n a n c i n g .  o f  c o u r s e ,  t h e r e  w o u l d  b e  n o  c o u r t  h e a r i n g  i n v o l v e d  

in t h a t - - n o r  w o u l d  t h a t  a f f e c t  y o u r  f i n a n c i n g ,  w o u l d  i t ?  If i t  

w a s  j u s t  a m a t t e r  o f  our j u d g m e n t  w h a t  thr f a i r  t a x  w o u l d  b e ?

S P A H R :  I t ' s  a m a t t e r  of y o u r  j u d g m e n t ,  b u t  h e r e  y o u  b e g i n  to

a f f e c t  t he e c o n o m i c  c o n s i d e r a t i o n s  o f  t h e  p e o p l e  i n v o l v e d  in 

t h i s  p i p e l i n e  p r o j e c t ,  a n d  y o u  b r i n g  m e  to t h e  p o i n t  w h e r e  I 

w o u l d  l i k e  t o  e x p a n d  a l i t t l e  b i t  o n  w h a t  I s a i d  in t h e  g e n e r a l

10- AGO 533670



s e s s i o n  t h i s  m o r n i n g .  W h i l e  y o u  h a v e  a r i g h t  to d o  t h i s ,  i t  

c h a n g e s  o u r  e c o n o m i c s .  E v e r y  p a r t i c i p a n t  in T A P S  c o u l d  e v a l u a t e  

i t  a g a i n .  S o m e  m i g h t  c o n c l u d e  t h a t ,  w e l l - - i f  t h e  t a x  b u r d e n s  

a r e  g o i n g  to b e  t h i s  w a y - - t h e y  a r e  g o i n g  to a p p l y  to t h e  p i p e ­

l i n e  t h i s  h e a v i l y - m a y b e  t h e r e  is n o  r e a l  i n c e n t i v e  t o  us a n y m o r e  

- - t h e y  m i g h t  r e a s o n - -  t o  p a r t i c i p a t e  in t h e  l i n e  s o  w e  w o u l d  

l i k e  to g e t  o u t .  M y  c o n j e c t u r e  is t h a t  t h i s  k i n d  of r e a s o n i n g  

is v e r y  l i k e l y  t o  a r i s e  a m o n g  t h e  s m a l l  o w n e r s .  T h u s ,  w e  w o u l d  

b e  i n v o l v e d  i n  T A P S  i n  a r e o r g a n i z a t i o n - - a  r e a r r a n g e m e n t  o f  

o w n e r s h i p .  I t h i n k  i t  is f a i r  t o  s a y  t h a t  n o b o d y  w a n t s  t o  t a k e  

a n y  m o r e  o f  t h i s  o w n e r s h i p  b u r d e n ,  i n  s p i t e  o f  y o u r  t h o u g h t s ,  

t h a t  y o u  m a y  h a v e  h a d  in t h e  p a s t ,  a b o u t  the l u c r a t i v e  o w n e r s h i p  

o f  t h e  p i p e  l i n e - - n o b o d y  w a n t s  a n y  m o r e  o f  t h e  b u r d e n  t h a n  t h e y  

h a v e  to t a k e  p r o p o r t i o n a t e l y  t o  t h e  u t i l i z a t i o n  m a d e  a n d  s o  t h e r e  

w i l l  h a v e  to b e  s o m e  t i m e  s p e n t  in w o r k i n g  o u t  t h e  r e a r r a n g e m e n t  

o f  o w n e r s h i p  a n d  i n v e s t m e n t  r e s p o n s i b i l i t y  a n d  t h e n  t h e r e  w o u l d  

b e ,  as a c o n s e q u e n c e  o f  t h a t ,  t h e  d i s a p p e a r a n c e  o f  s o m e  i f  it 

s h o u l d  t a k e  p l a c e ,  a g o i n g  c o n c e r n  t h a t  I w o u l d  h a v e ,  a n d  I 

t h i n k  w o u l d  b e  s h a r e d  b y  o t h e r s ,  t h a t  t h e  e l i m i n a t i o n  o f  s m a l l  

o w n e r s  w o u l d  s e r v e  to e n h a n c e  t h e  c u r i o s i t y  o f  t h e  D e p a r t m e n t  

o f  J u s t i c e  a b o u t  w h e t h e r  o r  n o t  w e  a r e  g e t t i n g  i n v o l v e d  in s o m e ­

t h i n g  t h a t  is a v i o l a t i o n  o f  a n t i - t r u s t  l a w s .  W e  w o u l d n ' t  b e ,  

b u t  it is o n e  t h i n g  to f e e l ,  y o u  m i g h t  s a y  h o n e s t  a n d  p u r e ,  a n d  

a n o t h e r  t h i n g  to c o n v i n c e  t h o s e  w h o  m i g h t  b e  i n c l i n e d  t o  t h i n k  

j u s t  t h e  o p p o s i t e  o f  y o u .  S o  t h e s e  a r e  t h e  k i n d s  o f  t h i n g s  t h a t  

I t h i n k  w o u l d  a r i s e  o u t  o f  s u c h  an a c t i o n .

11 AGO 533671



R A D E R :  A s  I u n d e r s t a n d  i t, y o u  a r e  s a y i n g  t h a t  s e m e  o f  t h e

o w n e r s ,  i f  y o u  r a i s e  t h e  t a x ,  m i g h t  c o n s i d e r  i t  s o  u n p r o f i t a b l e  

t h a t  t h e y  w o u l d  n o t  a n y  l o n g e r  b e  i n t e r e s t e d  i n  p a r t i c i p a t i n g ?

S P A H R :  U n d e s i r a b l e - - I  d o n ' t  t h i n k  I s a i d  u n p r o f i t a b l e .  M a y b e

I d i d ,  a n d  i f  I d i d  I w a n t  t o  c o r r e c t  t h a t .

R A D E R :  U n d e s i r a b l e - - u n p r o f i t a b 1 e - - a r e n 't y o u  t a l k i n g  a b o u t

p r o f i t a b i l i t y ?

S P A H R :  P r o f i t a b i l i t y  is a l w a y s  r e l a t e d ,  b u t  y o u  s e e ,  e v e r y

c o m p a n y  i n v o l v e d ,  I t h i n k ,  h a s  t h e  t h e o r e t i c a l  c h o i c e  a t  l e a s t ,  

a n d  I t h i n k  i t ' s  a p r a c t i c a l  c h o i c e ,  o f  d e c i d i n g  w h e r e  he is 

g o i n g  to p u t  h i s  m o n e y  f o r  i n v e s t m e n t .  H e  d o e s n ' t  h a v e  t o  p u t  

i t  i n  A l a s k a  i n  a p i p e l i n e  w h e n  h e  c o u l d  p u t  i t  i n  a c h e m i c a l  

p l a n t ,  o r  m o t e l ,  o r  i n v e s t  i t  a t  1 0 %  in s h o r t - t e r m  g o v e r n m e n t s ,  

o r  t h e r e  a r e  a l o t  o f  t h i n g s  t h a t  w o u l d  p e r h a p s  b e  a t t r a c t i v e  b y  

c o m p a r i s o n ,  s o  h e  m i g h t  d e c i d e  t h a t  h e  c a n  r e l y  u p o n  s o m e b o d y  

e l s e  t a k i n g  c a r e  o f  h i s  o b l i g a t i o n  in t h e  p i p e l i n e ,  i n c l u d i n g  

p e r h a p s  t h e  F e d e r a l  G o v e r n m e n t ,  f i n a l l y ,  a s  1 m e n t i o n e d  t h i s  

m o r n i n g — l e t  t h e m  d o  it, p r o d u c e  h i s  o i l ,  h e  w o n ' t  h a v e  to 

w o r r y  a b o u t  t h e  r i s k  o f  t h e  p i p e l i n e ,  h e  w o n ' t  h a v e  to h i r e  

l a w y e r s  t o  t a k e  c a r e  o f  h i s  o b l i g a t i o n s ,  h e  w o n ' t  h a v e  to d o  a 

l o t  o f  t h i n g s  t h a t  a r e  i n v o l v e d  h e r e - - h e  c a n  d o  t h e  s i m p l e r  

j o b  o f  m a k i n g  m o n e y  e l s e w h e r e ,  a n d  r e l y  u p o n  a s e r v i c e  p r o v i d e d  

b y  s o m e b o d y  e l s e .

R A D E R :  L e t  m e  p r e f a c e  m y  n e x t  q u e s t i o n  w i t h  a s t a t e m e n t .  A

l o t  o f  us a r e  c o n c e r n e d  a b o u t  t h e  I C C  m a t t e r ,  b e c a u s e  w e  v i e w  

t h e  p i p e l i n e  as b e i n g  i n  t h e  n a t u r e  o f  a p u b l i c  u t i l i t y - - a
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m o n o p o l y ,  w h i c h  is d i f f e r e n t  t h a n  in t h e  L o w e r  48. P i p e l i n e s  

h a v e  o t h e r  c o m p e t i v e  m e t h o d s  , b u t  w e  h a v e  o n l y  o n e  e x i t  f r o m  

t h e  N o r t h  S l o p e .  It h a s  t o  g o  t h r o u g h  t h i s  p i p e l i n e ,  a n d  if 

w e  d i d  c o n s i d e r  i t  i n  t h e  n a t u r e  o f  a p u b l i c  u t i l i t y ,  t h e n  y o u  

w o u l d  b e  a s s u r e d  a s  a p u b l i c  u t i l i t y  is, w i t h  a c e r t i f i c a t e  o f  

c o n v e n i e n c e  a n d  n e c e s s i t y ,  a n d  t h e  r e s t  o f  i t ,  a n d  u n d e r  o r d i n ­

a r y  a n d  s t a n d a r d  p u b l i c  u t i l i t y  l a w ,  a r e a s o n a b l e  r e t u r n  o n  y o u r  

i n v e s t m e n t ,  a n d  b a n k e r s  a r e  a c c u s t o m e d  to l e n d i n g  m o n e y  u n d e r  

t h o s e  c i r c u m s t a n c e s .  D o n ' t  y o u  t h i n k  t h e y  w o u l d  f i n a n c e  y o u  if 

y o u  w e r e  u n d e r  t h e  s a m e  c o n s t r a i n t s ?

S P A H R :  I d o u b t  i t ,  b u t  l e t  m e  a n s w e r  y o u  in a b r o a d e r  c o n t e x t

t h a n  y o u  p o s e d  t h e  q u e s t i o n  to m e - - I  w a n t  t o  r e f e r  t o  s o m e  o f  

y o u r  o b s e r v a t i o n s .  Y o u  a p p a r e n t l y  t h i n k  t h e r e  is a d i f f e r e n c e  

in t h e  s i t u a t i o n  y o u  a r e  i n v o l v e d  in b e c a u s e  t h e r e  a r e n ' t  o t h e r  

t r a n s p o r t a t i o n  f a c i l i t i e s  a v a i l a b l e  to c o m p e t e  w i t h  t h e  p i p e ­

l i n e .  A s  a p r a c t i c a l  m a t t e r ,  in the L o w e r  4 8  s t a t e s  t h e r e  a r e  

n o  o t h e r  t r a n s p o r t a t i o n  f a c i l i t i e s  t h a t  a r e  a v a i l a b l e  t o  c o m p e t e  

e i t h e r .  It is n o t  p h y s i c a l l y  a t t r a c t i v e ,  d e s i r a b l e ,  o r  e c o n o m ­

i c a l l y  f e a s i b l e  t o  t r a n s p o r t  o i l  b y  t r u c k  o r  b y  r a i l r o a d ,  o r  by 

a n y t h i n g  o t h e r  t h a n  b y  p i p e l i n e s  d o w n  t h e r e .  In t h e  n o r m a l  

c o u r s e  o f  d e v e l o p m e n t  o f  p i p e l i n e s ,  t h e r e  a r e n ' t  d u p l i c a t e  

f a c i l i t i e s  t h a t  s e r v e  t h e  s a m e  s o u r c e ,  t h e  s a m e  d e s t i n a t i o n ,  s o  

w h i l e  t h i s  is t h e  f i r s t  d e v e l o p m e n t  u p  h e r e - - a n d  it is t h e  b i g g e s t  

o n e  e v e r - - i t  s e e m s  t.o m e  t h a t  t h e  s i t u a t i o n  i3 r e l a t i v e l y  t h e  s a m e  

as t h o s e  o p e r a t i n g  i n  t h e  L o w e r  4 8 - ~ y o u r  S t a t e  s i t u a t i o n  as w e l l  

as T e x a s  or a n y w h e r e  e l s e ,  s o  7 r e a l l y  d o n ' t  u n d e r s t a n d  the 

c o n c e r n .  N o w  i t  r e a l l y  i s n ' t  a p u b l i c  u t i l i t y - - a s  p u b l i c
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u t i l i t i e s  a r e  d e f i n e d  as I u n d e r s t a n d  t h e m - - i t ' s  a p r i v a t e  

b u s i n e s s ,  r e g u l a t e d ,  s e r v i n g  a l i m i t e d  a m o u n t  o f  i n t e r e s t e d  

s h i p p e r s  a n d  t h o s e  w h o  a t  d e s t i n a t i o n  w o u l d  l i k e  to h a v e  t h e  

o i l .  A n d  t h e  p u b l i c  as s u c h  i s n ' t  i n v o l v e d  at a l l ,  s o  t o  r e g u ­

l a t e  u s  a n d  r e s t r i c t  us a n d  r e q u i r e  c e r t i f i c a t e s  o f  c o n v e n i e n c e  

a n d  n e c e s s i t y  t o  g e t  in a n d  o u t ,  as I s e e  i t ,  w o u l d  s e r v e  n o  

p u r p o s e  e x c e p t  to b e  r e s t r i c t i v e  a n d  r e a d y  to p r o v i d e  j o b s  f o r  

o t h e r s - - i t  w o u l d n ' t  p r o t e c t  t h e  p u b l i c - - i t  w o u l d  s e v e r l y  l i m i t  

u s  in t h e  f l e x i b i l i t y  w e  w ^ u i d  l i k e  t o  e x e r c i s e  as t i m e  g o e s  

b y ,  b u t  n o n e  o f  us p r e s e n t  in t h e  r o o m ,  f o r  e x a m p l e ,  m a y  b e  in 

t h e  s a m e  p o s i t i o n  t o  b e  i n f l u e n c e d  as w e  a r e  n o w .  S o, t h a t ' s  

t h e  o b j e c t i o n a b l e  f e a t u r e  to m e .

R A D E R :  O f  c o u r s e ,  y o u  s a y  i t  is n o t  a p u b l i c  u t i l i t y ,  b u t  t h a t  

m a y  b e  a q u e s t i o n .  If w e  h a v e  o n l y  o n e ,  i t ' s  a m o n o p o l y  s i t u -  

a t i o n - - e v e r y b o d y  h a s  to u s e  it. It h a s  a l l  the e a r m a r k s  o f  a 

p u b l i c  u t i l i t y  w h e r e  y o u  w a n t  o n l y  o n e  w a t e r w o r k s ,  o n e  t e l e p h o n e  

s y s t e m ,  o r  o n e  p o w e r  c o m p a n y ?  w e  d o n ’t w a n t  t w o  p i p e l i n e s ,  a n d  

w e  d o n ' t  w a n t  a l t e r n a t e  m e t h o d s  f o r  e c o n o m i c  r e a s o n s ,  e c o l o g i c a l  

r e a s o n s ,  a n d  o t h e r  r e a s o n s ,  a n d  i t ' s  h a r d  f o r  m e - - a n d  I t h i n k  

o t h e r s  h a v e  t h e  s a m e  p r o b l e m  h e r e - - t o  t h i n k  t h a t  t h e  p u b l i c  

d o e s n ' t  h a v e  a n  i n t e r e s t  in t h a t  r a t e ,  a n d  w h a t  t h e  r a t e s  a r e  

t h a t  o t h e r  c o r p o r a t e  c i t i z e n s ,  w h o  a r e  n o t  o w n e r s  o f  t h e  p i p e ­

l i n e ,  h a v e  to p a y  to g e t  t h e i r  o i l  to m a r k e t .  It is b e c a u s e  of 

o u r  c o n c e r n  in t h a t  s e n s e - - a n d  a g a i n ,  a s s u r i n g  to y o u - - w h a t  if 

w e  p u t  y o u  u n d e r  o u r  P u b l i c  S e r v i c e  C o m m i s s i o n ,  no o w n e r ' s  f o r ­

f e i t u r e  p r o v i s i o n s  o r  a n y t h i n g  e l s o - - y o u  w o u l d  b e  u n d e r  t h e  s a m e  

p r o v i s i o n s  as t h e  A l a s k a  J u n e a u  L i g h t  C o m p a n y  o r  A l a s k a  P i p e l i n e  

f r o m  K e n a i  o n  u p  to A n c h o r a g e  u p  n o r t h - - t h e  s a m e  p o s i t i o n ,  s a m e



c o n t r o l ,  same r e g u l a t i o n - - t h a t  w i l l  g u a r a n t e e  a r a t e  o f  r e t u r n .  

They h a v e  no t r o u b l e  f i n a n c i n g  t h e m s e l v e s ,  i t s  a me t h o d  o f  

f i n a n c i n g  t h a t  i s  w e l l  known t h r o u g h o u t  t h e  c o u n t r y - - a  c e r t i f i ­

c a t e  o f  c o n v e n i e n c e  o f  n e c e s s i t y  e n h a n c e s  t h e  f i n a n c a b i l i t y  

o f  mo s t  u t i l i t y  p r o j e c t s - - w h y  w o u l d n ' t  i t  o p e r a t e  i n  t h e  same 

way f o r  you?

S P A H R :  I r e p e a t ,  t h i s  is n o t  a u t i l i t y  p r o j e c t ,  s o  I c a n ' t  s e e

t h a t  it w o u l d  e n h a n c e  o u r  c a p a b i l i t i e s  a t  a l l - - I  s e e  t h a t  I 

h a v e n ' t  b e e n  c o n v i n c i n g  t o  y o u ,  a l t h o u g h  I s t i l l  c o n t e n d  w i t h  

g r e a t  c o n v i c t i o n ,  t h a t  it w o u l d  h a m p e r  u s .  I h a v e  c o m p l e t e  

d i f f i c u l t y  in u n d e r s t a n d i n g  y o u r  c o n c e r n  s i n c e  w e  a r e  r e g u l a t e d  

b y  t h e  I n t e r s t a t e  C o m m e r c e  C o m m i s s i o n  o n  t h e  o n e  h a n d ,  b y  the 

M a d i s o n  C o n s e n t  D e c r e e  o n  t h e  o t h e r ,  w h i c h  l i m i t s  h o w  w e  c a n  

e s t a b l i s h  o u r  t a r i f f s .  W e  h a v e  to m a k e  t h e  p i p e l i n e  a v a i l a b l e  

t o  a n y  a n d  all w h o  m e e t  t h e  t a r i f f  r e q u  i r e i n e n t s - - w e  h a v e  to b e  

r e a s o n a b l e  in t h e  f i r s t  p l a c e  a n d  s a t i s f y  t h e  I C C  as t o  t h e  

r e a s o n a b l n e s s . It s e e m s  t o  m e  t h a t  a l l  y o u  a r e  s u g g e s t i n g ,  

f r a n k l y ,  is double, r e g u l a t i o n  w h i c h  r e q u i r e s  m o r e  a t t e n t i o n  t o  

d e t a i l ,  m o r e  e x p e n s e ,  a n d  in t h e  e n d  l e s s  p r o f i t ,  a n d  it s e e m s  

t o  m e  i t ' s  l e s s  r e w a r d i n g  t o  y o u .

R A D E R :  H u t  t h a t ' s  n o t  a r e a s o n  f o r  n o t  b u i l d i n g  t h e  p i p e l i n e - -

f o r  d o u b l e  r e g u l a t i o n ,  is I t ?  I s n ' t  t h e r e  a lot m o r e  i n v o l v e d  

in t h i s  t h a n  t h a t ?  I s n ' t  t h e r e  a g r e a t  d i f f e r e n c e  in t h e  t y p e  

o f  r e g u l a t i o n  I a m  t a l k i n g  a b o u t  a n d  w h a t  y o u  a r e  t a l k i n g  a b o u t ?

S P A H R :  W o u l d  y o u  m i n d  t e l l i n g  m e  s p e c i f i c a l l y  w h a t  y o u  t h i n k

m i g h t  b e  i n v o l v e d ?  A r e  y o u  c o n c e r n e d  a b o u t  t h e  p r o f i t s  w e  w i l l  

m a k e  o n  t he p i p e l i n e ?
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R A D E R :  I t h i n k  y o u  m u s t  m a k e  a p r o f i t .  I w a n t  y o u  t o  m a k e  a

p r o f i t ,  b u t  I t h i n k  t h e  p u b l i c  h a s  a n  i n t e r e s t ,  a s i d e  f r o m  t h a t  

p r o f i t ,  in t h e  s a m e  w a y  t h e y  h a v e  a n  i n t e r e s t  i n  t h e  p r o f i t  of 

t h e  l o c a l  u t i l i t y  c o m p a n y  h e r e .  T h e y  h a v e  a m o n o p o l y  s i t u a t i o n .  

T h e y  a r e  s e r v i n g  t h e  g r e a t e s t  r e s o u r c e  w e  h a v e - - t h e r e  is n o  

o t h e r  w a y  t o  e x t r a c t  t h e  r e s o u r c e .

S P A H R :  D o  y o u  t h i n k  a r e t u r n  o f  7% o n  t h e  a p p r o x i m a t e  i n v e s t ­

m e n t  i n v o l v e d  in t h e  p i p e l i n e  is u n r e a s o n a b l e ?

R A D E R :  As I u n d e r s t a n d  it, t h a t  c o u l d  b e  a 50 o r  1 0 0 %  r e t u r n

o n  y o u r  i n v e s t e d  e q u i t y .  W e  h a v e  h a d  t e s t i m o n y  f r o m  o t h e r s  t h a t  

t h a t  c o u l d  w e ’l b e  a 1 0 0 %  r e t u r n  o n  y o u r  i n v e s t e d  e q u i t y .

S P A H R :  A l r i g h t ,  n o w  w e  a r e  g e t t i n g  v e r y  m u c h  t o  t h e  p o i n t .  O u r

b o r r o w i n g  c a p a c i t y - - a n y b o d y 's b o r r o w i n g  c a p a c i t y - - i s  l i m i t e d  

f i n i t e l y ,  d e p e n d e n t  u p o n  t h e  r e s o u r c e s  w e  h a v e  a v a i l a b l e  t o  c o v e r  

t h e  b o r r o w i n g .  If w e  a r e  g o i n g  to r e m a i n  in b u s i n e s s ,  t h e n  e v e r y  

i n v e s t m e n t  w e  m a k e  h a s  t o  be a r e a s o n a b l y  c o n s t r u c t i v e  o n e  o r  w e  

o u g h t  t o  t a k e  t h e  a l t e r n a t e s  t h a t  a r e  a v a i l a b l e  to us. T h e r e f o r e ,  

if w e  a r e  g o i n g  to b e  l i m i t e d  s e v e r l y  o n  t h e  r e t u r n  o n  t he 

b o r r o w e d  c a p i t a l  w e  h a v e  to e m p l o y  u p  h e r e ,  w e  a r e  e m p l o y i n g  t h e  

c a p i t a l  a n d  w i t h d r a w i n g  t h e  a b i l i t y  to u s e  it e l s e w h e r e  f o r  a 

b e t t e r  r a t e  o f  r e t u r n  w i t h  t h e  r e s t  of o u r  c a p i t a l  e m p l o y e d .  If 

w e  o n l y  u s e  1 5 %  e q u i t y  u p  h e r e ,  w e  w i l l  p r o b a b l y  u s e  m o r e  e l s e ­

w h e r e .  W e  c a n  t a k e  a d v a n t a g e  o f  t h e  h i g h  b o r r o w i n g  a b i l i t y  up 

h e r e  t o  f i n a n c e  a p r o j e c t  t h a t  is v e r y ,  v e r y  c o s t l y ,  w h i c h  c o u l d n ' t  

b e  f i n a n c e d  o t h e r w i s e  i f  w e  h a d  to u s e  m o r e  e q u i t y .  T h i s  p a r t i c u ­

l a r l y  a p p l i e s  to m y  c o m p a n y  a n d  it h a s  v e r y  s i m i l a r  a p p e a l  t o  a l l  

t h e  r e s t ,  so w h e n  y o u  a r e  l o o k i n g  a t  o u r  p r o b l e m s  a n d  o u r  f i n a n ­

-16-

AGO 533676



c i n g  a n d  o u r  r e t u r n s  o n  i n v e s t m e n t ,  y o u  h a v e  t o  c o n s i d e r  o u r  

w h o l e  c o m p a n y  a n d  i t s  p r o b l e m s .  W e  h a v e  t o - - j u s t  t o  t a l k  a b o u t  

m y  c o m p a n y  a b i t  m o r e - - i n  a d d i t i o n  t o  b u i l d i n g  o u r  s h a r e  o f  the 

p i p e l i n e ,  c o m p a r i n g  o u r  s h a r e  o f  t h e  N o r t h  S l o p e ,  w h i c h  is 

r a t h e r  s u b s t a n t i a l ,  w e  h a v e  t o  b u y  s h i p s  f o r  t h e  V a l d e z  o p e r a t i o n  

- - a  1 2 0 , 0 0 0  t o n  s h i p  c o s t s  $ 5 0  m i l l i o n  e a c h  at t h i s  t i m e - -  in 

o r d e r  t o  m e e t  a l l  t h e  r e q u i r e m e n t s  a n d  s p e c i f i c a t i o n s  t h a t  a r e  

d e s i g n e d  i n t o  it n o w - - w e  h a v e  t o  r e v i s e  o u r  r e f i n e r i e s  in t h e  

m i d - c o n t i n e n t  s o  t h a t  t h e y  c a n  r u n  S l o p e  c r u d e ,  w h e r e a s  t h e y  

h a v e  b e e n  r u n n i n g  M i d - E a s t  c r u d e  b e f o r e - - t h i s  t a k e s  m i l l i o n s  o f  

d o l l a r s ;  w e  h a v e  i n v e s t m e n t s  in e x p a n s i o n  in t h e  m a r k e t  p l a c e  

to m a k e ,  a s  w e l l  as r e f i n i n g  f a c i l i t i e s  t o  s u p p o r t  them. B e c a u s e  

of t h e  v e r y  r a p i d  s h i f t i n g  a n d  s u p p l y  s i t u a t i o n  in the w o r l d  

w e  h a v e  t o  c o m m i t  o u r s e l v e s  t o  t h e  f i n a n c i n g  o f  l a r g e  c a p a c i t y  

t a n k e r s  o f  f o r e i g n  f l a g  n a t u r e  t o  b r i n g  o i l  f r o m  t h e  f o r e i g n  

l a n d s  t o  t h i s  l a n d  of o u r s — w e  h a v e  m a n y ,  m a n y  t h i n g s  t o  d o —  

t h i s  is m u l t i p l i e d  m a n y  t i m e s  b y  t h e  t o t a l  i n d u s t r y .  It is n o t  

r e m o t e l y  p o s s i b l e  t h a t  w e  c a n  d o  a l l  t h e s e  t h i n g s  w i t h  o u r  o w n  

f u n d s ,  a n d  t h e  p r o b l e m s  f a c i n g  t h e  o i l  c o m p a n i e s ,  as w e l l  a s  

o t h e r  i n d u s t r i e s  in r a i s i n g  a d e q u a t e  a m o u n t s  o f  m o n e y  to d o  t h e  

k i n d s  o f  t h i n g s  t h a t  a r e  p r o j e c t e d  t h a t  w e  a r e  g o i n g  t o  n e e d  to 

d o  in t h i s  c o u n t r y ,  a r e  n o t h i n g  s h o r t  o f  a p p a l i n g ,  s o  w e  h a v e  

to l o o k  a t  w h a t  w e  d o  i n  A l a s k a  as p a r t  o f  t h e  t o t a l ,  r e a l i z i n g  

t h a t  w e  h a v e  c h o i c e s  t o  m a k e  if t h e  o p p o r t u n i t i e s  in o n e  p l a c e  

a r e n ' t  as g o o d  a s  in a n o t h e r ,  a n d  t h i s  is w h y  I h a v e  s a i d ,  a t  

s t r o n g l y  as I c o u l d  s a y - - h o p e f u l l y  w i t h o u t  a p p e a r i n g  t o  b e  c o m ­

b a t i v e  o r  u n r e a s o n a b l e - - t h a t  if w e  c a n n o t  h a v e  t h e  o p p o r t u n i t y  

to w o r k  u n d e r  ICC r e g u l a t i o n s  w i t h  t n e  r e a l i b i  1 1 t y  t h a t  I t h i n k
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t h e y  p r o v i d e  f o r  e v e r y b o d y - - i f  w e  h a v e  t o  b e  r e s t r i c t e d  

s u b s t a n t i a l l y  i n  o u r  e a r n i n g  c a p a c i t y  h e r e - - I  a m  o n e  w h o  w o u l d  

m u c h  p r e f e r  t o  s e e  s o m e b o d y  e l s e  d o  i t. A n d ,  I a m . . .

P A L M E R :  Y o u  h a v e  j u s t  s a i d  w e  h a v e  t o  c o n s i d e r  t h e  e n t i r e

s i t u a t i o n ,  n o t  as a n  i s o l a t e d  c a s e .  I t h i n k  w e  d o ,  s o  I t h i n k  

w e  h a v e  t o  f i g u r e  t h e  p i p e l i n e  a n d  i t s  p r o f i t - - n o t  i n  i t s  o w n  

r e l a t i o n s h i p ,  b u t  a l s o  in r e l a t i o n t o  t h e  f a c t  t h a t  i t  p r o v i d e s  

y o u  a m e a n s  o f  e x t r a c t i n g  a n d  m a r k e t i n g  t h e  N o r t h  S l o p e  o i l  

a n d ,  t h e r e f o r e ,  s h o u l d  b e  a m u c h  h i g h e r  p r o f i t  t h a n  m i g h t  b e  

g a i n e d  i n  m a n y  o t h e r  p l a c e s ,  s o  i t  is n o t  an e n d  r e s u l t ,  b u t  

o n l y  a m e a n s  t o  a n  e n d ,  a n d  c a n ' t  b e  c o n s i d e r e d  b y  i t s e l f  i n  

i s o l a t i o n .

S P A H R :  I t ' s  a c o m p o n e n t  of a t o t a l  a n d  I d o n ' t  t h i n k  y o u  c a n

n e c e s s a r i l y  c o n c l u d e  t h a t  i t s  g o i n g  t o  e n a b l e  us to m a k e  an 

u n c o n s c i o n a b l e  p r o f i t  o n  t h e  o i l  t h a t  w o u l d  n o t  o t h e r w i s e  b e  

m o v e d .  T h i s  o i l  is g o i n g  t o  b e  m o v e d  a n y w a y .  If w e  d o n ' t  b u i l d

t h e  p i p e l i n e ,  s o m e b o d y  e l s e  w i l l .  I a m  c o n f i d e n t  w e  w i l l  g e t

t h a t  o i l  o u t  o f  t h e r e - - s o m e t i m e .

K E R T T U L A : J o h n ' s  q u e s t i o n  w a s n ' t  e n t i r e l y  a n s w e r e d . . .

R A D E R :  I h a v e  a c o u p l e  m o r e  if I c o u l d  f o l l o w  f o r  j u s t  a m i n u t e

he r e . . .

KERTflfULA: T h e  a n s w e r  is y o u  c a n ' t  e a r n  o v e r  7 % - - y o u  c a n  e a r n

o v e r  7% o n  y o u r  e q u i t y ,  t h a t  i s . . . .

S P A H R :  W e l l ,  y o u  c a n  e a r n  7% o n  t h e  e v a l u a t i o n  w h i c h ,  in t h e

v e r y  b e g i n n i n g ,  w o u l d  b e  a n  a p p r o x i m a t i o n  o f  t h e  t o t a l  i n v e s t m e n t
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i n v o l v e d .  B o r r o w e d  m o n e y ,  as w e l l  as e q u i t y  m o n e y .

R A D E R :  It is m y  u n d e r s t a n d i n g  t h a t  i t  is y o u r  p o s i t i o n  t h a t

t h e  T A P S  c o n s o r t i u m  c a n n o t  f i n a n c e  t h i s  p i p e l i n e  o n  a p u b l i c  

u t i l i t y  b a s i s - - w o u l d  n o t  w a n t  t o - - i s  t h a t  w h a t  y o u  a r e  t e l l i n g

m e  ?

S P A H R :  I d i d  n o t  s a y  t h a t  i t  c o u l d  n o t  b e  d o n e .  I d o  w a n t  y o u

t o  u n d e r s t a n d  t h a t  I t h i n k  i t  w o u l d  b e  m o r e  d i f f i c u l t .  I d o  

w a n t  y o u  t o  u n d e r s t a n d  i t  w o u l d  b e  f a r  l e s s  a t t r a c t i v e  t o  m e - -  

I a m  n o t  t a l k i n g  n o w  a b o u t  t h e  c o n s o r t i u m  o f  t h e  o t h e r  o i l  

c o m p a n i e s  b e c a u s e  I h a v e n ' t  d i s c u s s e d  t h i s  p r o b l e m  y o u  a r e  

r a i s i n g  w i t h  t h e m .  W e  h a v e  o n l y  d i s c u s s e d  f e a s i b l e  s o l u t i o n s  

w e  f e l t  w e  c o u l d  a c c e p t .

R A D E R :  N o w  i f  y o u  f e e l  y o u  w o u l d  n o t  w a n t  t o  b u i l d  it o n  a

u t i l i t y  b a s i s ,  w i t h  a u t i l i t y  p r o f i t a b i l i t y ,  a n d  if w e  f e l t  w e  

h a d  t o  h a v e  t h a t  s o r t  o f  a s h o w ,  w o u l d  y o u r  p o s i t i o n  t h e n  b e  to 

f a v o r  a F e d e r a l  l i n e ?

S P A H R :  M y  p o s i t i o n  w o u l d  b e  t h a t  w e  w o u l d  h a v e  to g o  h o m e  a n d

r e - e x a m i n e  t h e  w h o l e  p r o b l e m  b y  o u r s e l v e s  a n d  w i t h  o u r  a s s o c i a t e s  

a n d  r e a c h  a c o n c l u s i o n  a n d  m y  p o s i t i o n  is t h a t  t h a t  w i l l  t a k e  

t i m e .  If w e  h a v e  to d o  it, w e  w i l l  h a v e  t o  d o  it, b u t  I d o  f e e l  

i t  is n o t  in t h e  i n t e r e s t s  o f  a n y b o d y  i n v o l v e d  t o  s p e n d  t i m e  

u n n e o e s s a r i l y . T h i s  m a y  b e  n e c e s s a r y  as a c o n s e q u e n c e  o f  w h a t  

y o u  d o ,  b u t  I a m  t r y i n g  t o  s a y  t h a t  i t  - o s e s  e n o u g h  of a d i f f e r e n t  

q u e s t i o n  f r o m  a n y  t h a t  w e  h a v e  c o n s i d e r e d  t h a t  1 d o  n o t  n a v e  an 

a n  s w e r .
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S A C K E T T :  B e f o r e  a n y o n e  a s k s  a q u e s t i o n - - w h i l e  w e  a r e  s t i l l  o n

t h e  s a m e  s u b j e c t - - I  k i n d  o f  l i k e  y o u r  i d e a  o f  a F e d e r a l  p i p e ­

l i n e ,  b u i l t  b y  t h e  F e d e r a l  g o v e r n m e n t .

S P A H R :  T h a t ' s  n o t  m y  i d e a l  It i s  a s u g g e s t i o n  o f  a w a y  to

s o l v e  t h e  p r o b l e m .

S A C K E T T :  W e l l ,  I l i k e  t h e  s u g g e s t i o n  y o u  m a d e  t h i s  m o r n i n g ,  as

a n o t h e r  a l t e r n a t i v e .  I w o u l d  a s s u m e  t h a t  u n d e r  F e d e r a l  o w n e r ­

s h i p  t h e  r e g u l a t i o n  w o u l d  b e  w i t h  t h e  F e d e r a l  g o v e r n m e n t  a n d  

t h a t  r e g u l a t i o n  m i g h t  t a k e  c a r e  o f  t h e  s a m e  p r o b l e m  w e  h a v e  n o w ,  

w h i c h  is t h e  c o n c e r n  o v e r  t a r i f f s  b e i n g  c h a r g e d  at t h e  w e l l h e a d  

v a l u e .  W o u l d  y o u  c a r e  t o  c o m m e n t  m o r e  o n  t h i s  c o n c e p t ?

S P A H R :  T h e  F e d e r a l  g o v e r n m e n t  is a n o t h e r  b u s i n e s s - - t h e  T e n n e s s e e

V a l l e y  A u t h o r i t y  b e i n g  a p r i m e  e x a m p l e - - a n y o n e  w h o  w i s h e s  to c a n  

e v a l u a t e  t h a t  o p e r a t i o n  t o  t h e i r  f u l l  s a t i s f a c t i o n  a n d  s p e c u l a t e  

o n  t h i s  o n e .  I d o n ' t  t h i n k  i t  w o u l d  b e  a v e r y  g o o d  s o l u t i o n  to 

a s k  t h e  F e d e r a l  g o v e r n m e n t  t o  b u i l d  t h e  l i n e .  I s t a r t  f r o m  t h e  

p r e m i s e  t h a t  I s i m p l y  c a n ' t  a c c e p t  y o u r  c o n c e r n  a b o u t  t h e  

p o s s i b i l i t y  t h a t  w e  a r e  g o i n g  t o  m i l k  e v e r y b o d y  in s i g h t  o u t  o f  

a l l  t h e  m o n e y  t h e y  h a v e  f o r  o u r  p i p e l i n e  s e r v i c e .  I a m  c o n c e r n e d  

t h a t  F e d e r a l  b u i l d i n g  o f  t h e  p i p e l i n e  w o u l d  p r o b a b l y  b e  t h e  m o s t  

e x p e n s i v e  w a y  t o  b u i l d  it, a n d  t h a t  i t  w o n ’* n e c e s s a r i l y  b e  t h e  

q u i c k e s t  w a y  e i t h e r ,  b e c a u s e  t h e  p r o f i t  m o t i v e  is n o t  t h e r e ,  as 

it is w i t h  us. T h e  d e s i r e  t o  m i n i m i z e  t h e  c o s t  is n o t  t h e r e ,  as 

it is w i t h  us. 1 c o u l d  c i t e  m a n y ,  m a n y  i n s t a n c e s  o n  t h i s  l a t t e r  

b u s i n e s s .  F o r  e x a m p l e ,  w e  a t t e m p t e d  t o  p e r s u a d e  t h e  C o n f e r e n c e  

C o m m i t t e e  t h a t  j u s t  b r o u g h t  o u t  t h e  p i p e l i n e  b i l l  to i n s e r t  t h e
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w o r d  " r e a s o n a b l e "  i n  t h e  p h r a s e  t h a t  r e q u i r e s  u s  t o  c o m p e n s a t e  

t h e  g o v e r n m e n t  f c r  a l l  i t s  e x p e n s e  in t h e  o a s t ,  n o w .  o r  i n  t h e  

f u t u r e ,  f o r  i n v e s t i g a t i n g  t h e  l i n e ,  i n s p e c t i n g  d u r i n g  c o n s t r u c ­

t i o n  a n d  d u r i n g  o p e r a t i o n .  W e  w a n t e d  " r e a s o n a b l e "  i n  t h e r e  s o  

t h a t  w e  w o u l d  o n l y  h a v e  Lc r c t m L u r s e  f o r  r e a s o n a b l e  e x p e n s e s  

a n d  t h a t  t h e  c h a r g e s  m i g h t  b e  s u b j e c t  t o  s o m e  e x a m i n a t i o n .  W e  

d i d n ' t  s u c c e e d  i n  g e t t i n g  i t  in t h e r e  a n d  w e  h a v e  n o  c o n t r o l  

o v e r  w h a t  w i l l  b e  d o n e .  A n d ,  I d o n ' t  t h i n k - - a n d  t h i s  is a 

p e r s o n a l  o p i n i o n - - t h a t  t h o s e  w h o  w e n  r e s p o n s i b l e  f o r  p u t t i n g  

t h a t  in t h e r e  in t h e  f i r s t  p l a c e  h a v e  m u c h  c o n c e r n  o v e r  w h a t  

t h o s e  c o s t s  w i l l  be. N o w  I w a n t  t h e  p i p e l i n e  i n s p e c t e d .  I 

w a n t  i t  b u i l t  w e l l .  I d o n ' t  w a n t  t r o u b l e  o u t  o f  i t ,  a n d  w e  a r e  

d e t e r m i n e d  w e  w o n ' t  h a v e  it, b u t  I d o  t h i n k  t h a t  w e  n e e d  to d o  

j u s t  a s  g o o d  a j o b  o n  p l a n n i n g  h o w  to i n s u r e  i t s  i n s p e c t i o n  

w i l l  g e t  t h e  j o b  d o n e  w e l l  as b y  t h e  k i n d s  o f  m a t e r i a l s  w e  s e l e c t .  

S o, I t h i n k  if t h e  F e d o r a ]  g o v e r n m e n t  b u i l d s  t h e  l i n e  it w i l l  b e  

m o r e  e x p e n s i v e * ,  it w i l l  t a k e  l o n g e r  a n d  m a y b e  t h e  p r o b l e m s  a r i s ­

i n g  o u t  of o p e r a t i o n  w i l l  b e  m o r e  d i f f i c u l t  a n d  t i m e  c o n s u m i n g  

t o  s o l v e .  T h a t ' s  it.

B U T R O V I C H :  M c . S p a h r ,  y o u  a n d  S e n a t o r  R a d e r  h a d  q u i t e  a n

e x c h a n g e  o n  w h e t h e r  t h e  p i p o l i n e  s h o u l d  b e  a p u b l i c  u t i l i t y .

A r e  p i p e l i n e s  p u b l i c  u t i l i t i e s  a n y w h e r e ?  A r e  t h e y  h a n d l e d  as 

p u b l i c  u t i l i t i e s  a n y w h o r e  to y o u r  k n o w l e d g e ?

S P A H R s  T o  m y  k n o w l e d q e ,  n o  c r u d e  o i l  c a r r i e r  o r  o i l  p r o d u c t  

c a r r i e r  Ls t r e a t e d  as a p u b l i c  t i l l t y  a n y w h e r e  in t h e  U n i t e d  

S t a t e s ,  I a m  r.ot k n o w l e d g a b l e  a b o u t  t h e  E u r o p e a n  c o u n t r i e s ,  

a l t h o u g h  I b e l i e v e  t h e  s a m e  t o  b e  t r u e  o v e r  t h e r e .

-21-
AGO 533681



B U T R O V I C H :  If t h e y  a r e  n o t  a p u b l i c  u t i l i t y ,  t h e n  a s  f a r  as

e a r n i n g s  a r e  c o n c e r n e d ,  if t h e y  a r e  n o t  t r e a t e d  as a p u b l i c  

u t i l i t y ,  y o u  a g r e e  t h e n  t h e y  s h o u l d  n o t  b e  t r e a t e d  as a p u b l i c  

u t i l i t y  f o r  a n y  o t h e r  r e a s o n ?  W o u l d  t h a t  b e  a f a i r  s t a t e m e n t ?

S P A H R :  I t h i n k  t h a t  w o u l d  b e  a fa .r s t a t e m e n t .  In o t h e r  w o r d s ,  

t h e y  s h o u l d n ' t  b e  p r o t e c t e d  f r o m  c o m p e t i t i o n  o r  a n y t h i n g  l i k e  

t h a t ?  Y e s ,  t h a t ' s  c o r r e c t .

B U T R O V I C H :  A l l  e m ^ * a c i n g - - a n y t h i n g - - t h e y  s h o u l d  n o t  b e  c o n s i d e r e d

a p u b l i c  u t i l i t y  f o r . . .

S P A H R :  W i t h  a v e r y  i m p o r t a n t  e x c e p t i o n  w h i c h  I w i s h  t o  m a k e .

T h e  r i g h t  o f  e m i n e n t  d o m a i n  is a n  i m p o r t a n t  t h i n g .

B U T R O V I C H :  T h a t  is w h a t  I w a s  t h i n k i n g  a b o u t .

S P A H P :  I t h o u g h t  y o u  m i g h t  b e .  R a i l r o a d s  h a v e  h a d  t h a t  r i g h t

in t h e  p a s t .  T h e  p i p e l i n e  h a a  t o  - -  t h e  p i p e l i n e s  a r e  a l r e a d y  

r e g u l a t e d  in a v e r y  e f f e c t i v e  w a y ,  b u t  if t h e y  d o n ' t  h a v e  t he 

r i g h t  o f  e m i n e n t  d o m a i n ,  p e r h a p s  t h e n  t h e y  c a n ' t  b e  b u i l t .

B U T R O V I C H :  la t h a t  i n h e r e n t  o r  b y  a s p e c i f i c  l a w ?

S P A H R :  I a m  n o t  iH it i n h e r e n t ?  I t h i n k  y o u  w i l l  h a v e  to

a s k  M r .  H e a r d ,  w h o  w i l l  b e  u p  h e r o  s o o n  a n d  w h o  is a l a w y e r ,  t o  

c o m m e n t  u p o n  t h a t .

S A C K E T T :  S e n a t o r  P a l m e r .

P A L M E R :  M r .  S p a h r ,  y o u  t a l k e d  e a r l i e r  a b o u t  y o u r  p i p e l i n e

o p e r a t i o n s  in t h e  l o w e r  s t a t e s  m e n t i o n i n g  s o m e  o f  t h o s e .

W h a t  is t h e  p e r c e n t  p r o f i t  e a r n e d  a l  t h i s  t i m e ,  o r  f o r  t he
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r e c e n t  p a s t  y e a r s ,  as c a l c u l a t e d  u n d e r  t h e  I C C ?  W e  h e a r  a b o u t

5% a n d  w o n d e r e d  if t h a t  w a s  c o r r e c t .

S P A H R :  D e p e n d i n g  u p o n  t h e  a b i l i t i e s  to o p e r a t e  a t  t h e  v o l u m e s

t h a t  w e r e  c o n t e m p l a t e d  w h e n  t h e  t a r i f f  w a s  s e t ,  t h e y h a v e  r a n g e d

f r o m  5 t o  5 - 1 / 2 ,  u p  t o  7 a t  t i m e s .

P A L M E R :  W e l l ,  i f  t h e r e  is n o  c o m p e t i t i o n  d o w n  t h e r e ,  a n d  I f e l t

t h a t  w a s  w h a t  y o u  s a i d  a w h i l e  a g o ,  t h e n  w h y  a r e  t h e  t a r i f f s . . . .

T A P E  T U R N E D  O V E R — S O M E  T E S T I M O N Y  M I S S E D .

S P A H R :  . . . . t h e i r  g e o l o g y  a n d  t h e  r e s t  o f  t h e i r  e x p l o r a t i o n

i n d i c a t e s  is a v a i l a b l e .  T h a t ' s  b e e n  p r o v e n  t i m e  a n d  a g a i n .

P A L M E R :  B u t  g i v e n  t h a t  g e o l o g y ,  t h e y  c a n  o n l y  b i d  w h a t  t h e i r

e c o n o m i c . ... ( c o u l d n 't h e a r  r e s t  o f  h i s  s e n t e n c e . )

S P A H R :  T h a t ' s  r i g h t ,  b u t  t h i n k  o f  t h e  d i f f e r e n c e s  t h a t  s o m e t i m e s

e x i s t  on t h e  b i d s  o n  t h e  s a m e  t r a c t  o f  l a n d  b e c a u s e  o f  d i f f e r i n g

e v a l u a t i o n  in a n y  c i r c u m s t a n c e  t h e y  a r e  f a r  m o r e  i m p o r t a n t ,  I

t h i n k ,  t h a n  t h e  c o s t  o f  t r a n s p o r t a t i o n .

P A L M E R :  If p r o d u c t i o n  c a p a c i t y  i n c r e a s e s ,  as w e  h o p e  it w i l l ,

m a r k e d l y ,  w i t h  s o m e  of t h e n e w  l a n d s  u p  t h e r e ,  a m a r k e t  o f  c o u r s e  

e x i s t s ,  w h a t  p l a n s  d o  y > u  h a v e  f o r  l o o p i n q  t h e  l i n o ?

S P A H R :  T h e  p l a n s  h a v e  n o t  b e e n  d e v e l o p e d  y o t .  T h e y  w i l l  b e ,

I t h i n k ,  w h e n  it b e c o m e s  a p p a r e n t  t h a t  t h e y  a r e  g e t t i n g  c l o s e  

to t he t i m e .  F o r  e x a m p l e ,  o n c e  t h e  l i n e  is b u i l t ,  a n d  o p e r a t i n g
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a t  1 , 2 0 0 , 0 0 0 ,  i t  w i l l  b e  t i m e ,  i f  n ^ t  b e f o r e  t h e n ,  t o  s t a r t  

d e v e l o p i n g ,  p e r f e c t i n g  t h e  p l a n s  f o r  l o o p i n g .  T h e r e  h a s  b e e n  

s o m e  p r o j e c t i n g  o f  l o o p i n g  p l a n s  a l r e a d y  s o  t h a t  w e  a r e  a w a r e  o f  

w h a t  c a n  g e n e r a l l y  b e  d o n e ,  b u t  n o t h i n g  h a s  b e e n  f i n a l i z e d  in 

d e t a i l .  I d o n ' t - - I  p l e a d  w i t h  y o u  r e a l l y  t o  b e  s o m e w h a t  c o n f i ­

d e n t  t h a t  t h e  c o m p a n i e s  a r e  g o i n g  t o  b e  q u i t e  t i m e l y  i n  p l a n n i n g  

f o r  t h a t  k i n d  o f  t h i n g .

P A L M E R :  E v e n  i f  i t ' s  n o t  y o u r  o w n  o i l - - e v e n  i f  i t  i s  s o m e o n e

e l s e ' s  o i l  t h a t  y o u  w i l l  b e  c a r r y i n g ?

S P A H R :  Y e s ,  b e c a u s e  a m o n g  o t h e r  t h i n g s ,  y o u  k n o w ,  if s o m e b o d y

e l s e  d i s c o v e r s  o i l  a n d  p u t s  t o  u s ,  a n d  w e  d o n ' t  h a v e  t he 

c a p a c i t y ,  e v e r y b o d y  g e t s  p r o r a t e d  a n d  o u r  o i l  g e t s  b a c k e d  u p ,  

a n d  t h a t  g e t s  p r e t t y  c o s t l y ,  s o  w e  w i l l  m a k e  t h e  i n v e s t m e n t s  

a l r i g h t .

S A C K E T T :  A r e  t h e r e  o t h e r  q u e s t i o n s  o f  c o m m i t t e e  m e m b e r s ?

S e n a t o r  R a d e r .

R A D E R :  O n  t h i s  p r o b l e m  o f  p u b l i c  u t i l i t y  r e g u l a t i o n  t y p e  o f

t h i n g .  W e  r e g u l a t e  as a p u b l i c  u t i l i t y  a g a a  l i n e  t h a t  e x i s t s  

- - a  s i n g l e  g a s  l i n e  t h a t  c r o s s e s  t h e  I n l e t  a n d  s e r v e s  A n c h o r a g e  

f r o m  t h e  Kei.ai P e n i n s  u 1 a - - l  im i t i ng t h e i r  r a t e  o f  r e t u r n .  Is 

t h a t  a n  u n u s u a l  s i t u a t i o n ,  o r  a n  u n f a i r  s i t u a t i o n  i n  y o u r  v i e w ?

S P A H R :  I a m  r e a l l y  n o t  c o m p e t e n t  t o  t a l k  a b o u t  t h a t .  T h e

N a t u r a l  G a s  A c t  is q u i t e  a n  a c t  in i t s e l f  a n d  h a s  q u i t e  a l o t  o f  

i n f l u e n c e  u p o n  t h i n k i n g  p e r t a i n i n g  t o  g a s  m a t t e r s ,  a n d  I a m  n o t  

a s  k n o w l e d g a b l e  a b o u t  t h o s e  t h i n g s  as m - n y  o t h e r s  a r e .  W e  a r e  

n o t  g a s  p r o d u c e r s  in a n y  s u b s t a n t i a l  d e g r e e ,  n o r  a r e  w e  g a s



R A D E R :  P a r t  o f  y o u r  p i p e l i n e  p a c k a g e  h e r e  is t h e  s a l e  t o  y o u

o f  l a n d s  w i t h  t h e  d o c k  i n  V a l d e z  a n d  f o r  o t h e r  f a c i l i t i e s ,  n o t  

a t  a c o m p e t i t i v e  s a l e .  A n d ,  o f  c o u r s e ,  w e  w o u l d  h a v e  t o  j u s t i f y  

t h a t  b e c a u s e  t h e r e  w a s  a v e r y  j u b s t a n t i a i  b r o a d  p u b l i c  i n t e r e s t  

in  t h e  p i p e l i n e  a n d  in y o u r  e x p e d i t i o u o l y  g e t t i n g  t h a t  l a n d - -  

t h a t  i t  n o t  b e  h a n d l e d  w i t h  s o m e b o d y  i n  b e t w e e n ,  m a k i n g  a v e r y  

l a r g e  p r o f i t  o r  s o m e t h i n g  l i k e  t h a t .  I t  s e e m s  t o  m e  t h a t  i f  w e  

w e r e  t o  c o n s i d e r  y o u  i n  t h e  l i g h t  o f  a p u b l i c  u t i l i t y ;  i f  y o u  h a d  

a g u a r a n t e e d  r a t e  o f  r e t u r n ,  a n d  a c e r t i f i c a t e  o f  p u b l i c  c o n ­

v e n i e n c e  a n d  n e c e s s i t y  w h e r e  ' o u  c o u l d n ' t  b e  c o m p e t e d  w i t h  b y  

a n y  o t h e r  c o n s u m e r  f a c i l i t y  t h a t  it w o u l d  m a k e  it m u c h  e a s i e r  

f o r  u s  to m a k e  t h a t  l a n d  a v a i l a b l e  t o  y o u .

S P A H R :  W e l l ,  l e t  m e . . . I t h i n k  it h a s  b e e n  p o i n t e d  c u t  u p  h e r e

t h a t  w e  h a v e  o f f e r e d  to p a y  t h e  a p p r a i s e d  v a l u e  o f  t h e  l a n d s .

A l l  t h o s e  l a n d s  w e  s p e c i f i e d  t h a t  w e  w a n t ,  f o r  $ 1 0  m i l l i o n  o r  

w h a t e v e r  is h i g h e r .  I t h i n k  t h a t  is p u b l i c  k n o w l e d g e  u p  h e r e .

O u r  o w n  a p p r a i s a l s  o f  t h e  l a n d  i n d i c a t e  t h a t  t h a t  $ 1 0  m i l l i o n  

i s  b e t t e r  t h a n  t w i c e  a r e a l i s t i c  a p p r a i s a l  a t  t h e  p r e s e n t  t i m e .  

S o ,  w e  f e l t  t n a t  w e  h a d  d e m o n s t r a t e d  a c o n s i d e r a b l e  r e s p o n s i ­

b i l i t y  in a s s u r i n g  y o u  t h a t  e v e n  w i t h  t h i s  d e v i a t i o n  f r o m  y o u r  

n o r m a l  p r o c e d u r e  o f  s e l l i n g  l a n d ,  t h a t  w e  a s s u r e d  y o u  o f  s u b ­

s t a n t i a l l y  m o r e  t h a n  m i g h t  o t h e r w i s e  c o m e  o u t  o f  a s a l e ,  e v e n  

w i t h  t u b l i c  b i d d i n g .  S o ,  I t h i n k  w e  h a v e  h a n d l e d  t h e  p r o b l e m  

r e a l l y .

transmission operators.
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R A D E R :  I t h i n k  y o u  a r e  r i g h t ,  b u t  w e  h a v e  t h e  p h i l o s o p h i c a l

t h i n g  a n d  i t ' s  r n « J l y  t-Wo p n h l  j r i n t e r e s t  in t h i s  p i p e l i n e  is 

d i f f e r e n t  t h a n  e t h e r  b i d d e r s  o f  l a n d  a n d  o t h e r  p e o p l e  w e  a r e  

d e a l i n g  w i t h .  L e t  m e  a s k  y o u  t h i s .  W e  h a v e  a t t e m p t e d  t h r o u g h  

o u r  r i g h t - o f - w a y  l e a s i n g  t h i n g  t o  i n c r e a s e  t h e  r i g h t - o f - w a y  

f e e s ,  as y o u r  p r o f i t s  i n c r e a s e - - a s  a c o n t r a c t u a l  m a t t e r - - t h a t  

is t h e  t h e o r y  w e  h a v e  p r o c e e d e d  o n  t h e r e .  W o u l d  i t  b e  t o t a l l y  

u n a c c e p t a b l e  t c  y o u ,  o r  y o u r  p e o p l e ,  if w e  e n t e r e d  i n t o  an 

a g r e e m e n t  w i t h  y o u  as a c o n t r a c t u a l  m a t t e r ,  a n d  i n s t e a d  o f  

t h a t  f e e  s c h e d u l e  t h a t  w e  h a v e  i n  t h e  r i g h t - o f - w a y  l e a s e ,  

m e r e l y  t h a t  y o u  a g r e e d  t o  s u b m i t  t o  p u b l i c  u t i l i t y - s t a n d a r d  

p u b l i c  u t i l i t y - - t y p e  o f  r e g u l a t i o n  w i t h  a s t a n d a r d  r e t u r n  o n  

i n v e s t e d  c a p i t a l ?  I m e a n  t h e  w h o l e  p u b l i c  u t i l i t y  t h i n g - - g e t  

a w a y  f r o m  a l l  t h i s  f o r f e i t u r e  s t u f f .

S P A H R :  I d i s l i k e  i t  m y s e l f .  I d o n ' t  k n o w . . . I  d i s l i k e  i t  m y s e l f

b e c a u s e  o f  t h e  t h i n g s  I h a v e  a l r e a d y  s a i d  a n d  b e c a u s e  1 d o n ' t  

t h i n k  it is n e c e s s a r y  t o  p r o t e c t  y o u r  i n t e r e s t s ;  h o w e v e r ,  1 

c a n n o t  s p e a k  f o r  t h e  o t h e r  o i l  c o m p a n i e s  i n v o l v e d .  T h i s  w o u l d  

h a v e  t o  b e  p u t  t o  t h e m  a n d  t h e y  w o u l d  h a v e  to c o n s i d e r  i t  a n d  

a n s w e r  f o r  t h e m s e l v e s ,  e i t h e r  d i r e c t l y  o r  t h r o u g h  m e. I w o u l d  

b e  w i l l i n g  to b e  a c o n v e y o r ,  b u t  t h a t ' s  n o t  a q u e s t i o n  t h a t  is 

g o i n g  to b e  a n s w e r e d  in a f e w  h o u r s .

R A D E R :  L e t  m e  c a r r y  it a l i t t l e  f u r t h e r - - y o u  d o n ' t  r e a l l y  h a v e

t o  w o r r y  a b o u t  a d  v a l o r e m  t a x e s  o f  30 m i l s  if y o u  a r e  a p u b l i c  

u t i l i t y  a n d  h a v e  a g u a r a n t e e d  r a t e  of r e t u r n  w h i c h  is g o i n g  to 

l e t  y o u  p a y  t h a t  30 m i l  t a x .  Y o u  h a v e ,  i n  a l o t  o f  w a y s ,  t h e  

t h i n g s  y o u  a r e  o b j e c t i n g  t o o  ard t h e  t h i n g s  y o u  a r e  c o n c e r n e d
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p a r t i c i p a t i o n ,  m u c h  a s  I d i s l i k e  s o m e  o f  t h e  f e a t u r e s  o f  it, 

a n d  s o  on.

C R O F T :  Y o u  i n d i c a t e d  t h a t  y o u  m i g h t  e n c o u r a g e  o t h e r s  to t a k e

a p e r c e n t a g e  o f  t h e  p r e s e n t  p a r t i c i p a t i o n .  A r e  t h e r e  a r r a n g e ­

m e n t s  b e t w e e n  t h e  o w n e r  c o m p a n i e s  at t h i s  t i m e  r e g a r d i n g  t h a t ?

S P A H R :  T h e r e  is a p r o v i s i o n  in a n  a g r e e m e n t  t h a t  e x i s t s  a m o n g

t h e  o w n e r  c o m p a n i e s  t h a t  p r o v i d e s  f o r  a m e a n s  o f  r e a l l o c a t i n g  

o w n e r s h i p  as t h e  p i p e l i n e  c a p a c i t y  is e n l a r g e d ,  t h a t  p r o v i d e s  

f o r  t h e i r  n o m i n a t i n g  c ? p a c i L y  t o r  d e t e r m i n a t i o n  o f  w h a t  t h e  n e w  

c a p a c i t y  a l l o c a t i o n s  w i l l  b e  u p  t o  1 0 0 %  a n d  t h a t ' s  a l l  t h a t  w e  

h a v e .  B u t  t h i s  p r o v i s i o n  w a s  p u t  i n t o  t h e  c o n t r a c t  b e c a u s e  t h e  

c o n t r a c t  w a s  p r e p a r e d  a t  a t i m e  w h e n  t h e  p o t e n t i a l  o f  P r u d h o e  

B a y  w a s n ' t  v e r y  d e f i n i t e .  P e o p l e  t h o u g h t  t h e y  h a d  c e r t a i n  

i n t e r e s t  in t h e  f i e l d ,  b u t  t h e y  w e r e n ' t  s u - e ,  a n d ,  o f  c o u r s e ,  

a s  it h a s  t u r n e d  o u t ,  t h e r e  h a v e  b e e n  d i f f e r e n c e s  f r o m  e x p e c t a ­

t i o n s .

C R O F T :  Is S O H I O  f r e e  t o  s e l l  i t s  i n t e r e s t  in t h e  p i p e l i n e  to

a n y b o d y  w i t h o u t  o b t a i n i n g  a p p r o v a l  of a n y  o f  t h e  T A P S ......

E N D  O F  T A P E .
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p a r t i c i p a t i o n ,  m u c h  a s  I d i s l i k e  s o m e  o f  t h e  f e a t u r e s  o f  it, 

a n d  s o  on.

C R O F T :  Y o u  i n d i c a t e d  t h a t  y o u  m i g h t  e n c o u r a g e  o t h e r s  t o  t a k e

a p e r c e n t a g e  o f  t h e  p r e s e n t  p a r t i c i p a t i o n .  A r e  t h e r e  a r r a n g e ­

m e n t s  b e t w e e n  t h e  o w n e r  c o m p a n i e s  at t h i s  t i m e  r e g a r d i n g  t h a t ?

S P A H R :  T h e r e  is a p r o v i s i o n  in an a g r e e m e n t  t h a t  e x i s t s  a m o n g

t h e  o w n e r  c o m p a n i e s  t h a t  p r o v i d e s  f o r  a m e a n s  o f  r e a l l o c a t i n g  

o w n e r s h i p  as t h e  p i p e l i n e  c a p a c i t y  is e n l a r g e d ,  t h a t  p r o v i d e s  

f o r  t h e i r  n o m i n a t i n g  c a p a c i t y  f o r  d e t e r m i n a t i o n  o f  w h a t  t h e  n e w  

c a p a c i t y  a l l o c a t i o n s  w i l l  b e  u p  t o  1 0 0 %  a n d  t h a t ' s  a l l  t h a t  w e  

h a v e .  B u t  t h i s  p r o v i s i o n  w a s  p u t  i n t o  t h e  c o n t r a c t  b e c a u s e  t h e  

c o n t r a c t  w a s  p r e p a r e d  at a t i m e  w h e n  t h e  p o t e n t i a l  o f  P r u d h o e  

B a y  w a s n ' t  v e r y  d e f i n i t e .  P e o p l e  t h o u g h t  t h e y  h a d  c e r t a i n  

i n t e r e s t  in t h e  f i e l d ,  b u t  t h e y  w e r e n ' t  s u r e ,  a n d ,  o f  c o u r s e ,  

as it h a s  t u r n e d  o u t ,  t h e r e  h a v e  b e e n  d i f f e r e n c e s  f r o m  e x p e c t a ­

t i o n s  .

C R O F T :  Is S O H I O  f r e e  to s e l l  i t s  i n t e r e s t  in t h e  p i p e l i n e  to

a n y b o d y  w i t h o u t  o b t a i n i n g  a p p r o v a l  o f  a n y  o f  t h e  T A P S . . . . .

E N D  O F  T A P E .
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M I L L E R :  M y  i m p r e s s i o n  f r o m  y o u r  talk t h i s  m o r n i n g  w a s  t h a t

b a s i c a l l y  t h e  e i g h t  b i l l s ,  s u b s t a n t i a l l y  as w r i t t e n ,  w h i c h  

w o u l d  i n d i c a t e  to m e  t h a t  t h a t  w o u l d  i n c l u d e  t h e  d i s t r i b u t i o n  

o f  t h e  t a x  w i t h i n  t h e  S t a t e  o f  A l a s k a  t o  l o c a l  g o v e r n m e n t s  a n d  

t h i s  t y p e  o f  t h i n g ,  a l s o  p e r h a p s  m a y  h a v e  b e e n  p a r t  o f  y o u f  

a g r e e m e n t  w i t h  t h e  G o v e r n o r .

S P A H R :  N o ,  t h a t  w a s  t h e  G o v e r n o r ' s  d e t e r m i n a t i o n .  I a m  o n l y - -

w e  a g r e e d  w e  w o u l d n ' t  f i g h t  a 20 m i l  t a x — a n  a l l  i n c l u s i v e  t a x - -  

n o w  b y  s o m e  f o r m u l a  ( t h e r e  is o n e  in t h e r e )  w h i c h  w o u l d  a l l o w  

f o r  d i s t r i b u t i o n .  W e  a r e  n o t  c o n c e r n e d  a b o u t  t h a t .  I d o n ' t  s e e  

h o w  w e  c o u l d  p o s s i b l y  be, or s h o u l d  be. I d i d n ' t  m e a n  to itaply 

t h a t  a t  a l l .

M I L L E R :  W i t h  t h a t  p a r t i c u l a r  b i l l  t h e n ,  p e r h a p s  w e  h a v e  m o r e

l e e w a y  t h a n  y o u r  t a l k  i n d i c a t e d ,  a n d  p e r h a p s  m a y b e  s o m e  o f  t h e

o t h e r  b i l l s  c o u l d  b e  c o n s t r u e d  t h e  s a m e  w a y .

S P A H R :  N o ,  I t h i n k  y o u  h a v e  m o r e  l e e w a y  t h a n  y o u  m i g h t  h a v e

a s s u m e d  t h i s  m o r n i n g  on t h a t  20 m i l  b i l l ,  b u t  I d o n ' t  t h i n k  m y  

t a l k  i n d i c a t e d  t h a t  y o u  w o u l d  h a v e  I p s s  t h a n  I a m  i n d i c a t i n g  to 

y o u  n o w .  I w a s  t a l k i n g  a b o u t  t h e  t o t a l  a m o u n t  o f  t h e  t a x  t h i s  

m o r n i n g - - i f  it w e r e  c h a n g e d  u p w a r d ,  t h e n  t h e  t o t a l  c o m b i n a t i o n

o f  t h i n g s  w h i c h  w e  v i e w  as all i n t e r - r e l a t e d  w o u l d  h a v e  t o  b e

r e v i e w e d  b e c a u s e  t h e  c o s t  w o u l d  b e  h i g h e r .

M I L L E R :  B u t  I a s s u m e . . .

S P A H R :  B u t ,  t h e  d i s t r i b u t i o n  o f  t h e  20 m i l s ,  or o f  a n y  f i g u r e ,

t h e  d i s t r i b u t i o n  w o u l d  b e  o f  n o  c o n c e r n  t o  us. It is t h e  t o t a l  

t h a t  m a t t e r s .
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M I L L E R :  B u t ,  t h a t  is a r a t h e r  m a j o r  p o r t i o n  o f  t h a t  b i l l  t h a t
I

c o u l d  b e  a l t e r e d  f r o m  t h e  w a y  i t  w a s  w r i t t e n  as f a r  as y o u  a r e  

c o n c e r n e d ?

S P A H R :  D i s t r i b u t i o n ?

M I L L E R :  Y e s .

S P A H R :  A s  l o n g  as t h e  t o t a l  d o e s n ' t  c h a n g e .

M I L L E R :  T h a n k  y o u ,  M r .  C h a i r m a n .

S A C K E T T :  M r .  S p a h r ,  S e n a t o r  S i l i d e s  h a s  t o  l e a v e  f o r  a n o t h e r

m e e t i n g  a n d  h a s  a q u e s t i o n  f o r  y o u .

S I L I D E S :  M r .  S p a h r ,  t h e r e  s e e m s  t o  b e  s o m e  d i f f e r e n c e  o f  o p i n i o n

as t o  w h e t h e r  y o u  w i l l  b e  r e q u i r e d  t o  p u r c h a s e  o i l  w h i c h  is 

b r o u g h t  t o  y o u .  I w a s  u n d e r  t h e  i m p r e s s i o n  t h a t  y o u  w o u l d  h a v e  

t h e  o p t i o n  of b u y i n g  it a n d  t h a t  t h e  p r o r a t i n g  w o u l d  b e g i n  o n l y  

if  y o u  d i d  i n d e e d  b e g i n ,  o r  c o m m e n c e  b u y i n g  s u c h  o i l .

S P A H R :  I t h i n k  I c a n  s t r a i g h t e n  t h a t  o u t .  I t h i n k  t h e r e  is a

l i t t l e  c o n f u s i o n  o n  s e v e r a l  d i f f e r e n t  f a c t s .  If t h e  p i p e l i n e  is 

f u l l  w i t h  o i l  f r o m  P r u d h o e  B a y  p u t  t o  it b y  a l l  o f  t h e  p r o d u c e r s  

u p  t h e r e ,  i n c l u d i n g  u s ,  a n d  s o m e  o t h e r  o i l  f i e l d  is d e v e l o p e d  a n d  

c o n n e c t e d  t o  t h e  p i p e l i n e ,  t h e n  t h o s e  p r o d u c e r s - - l e t 's s a y  t h e y  

e x c l u d e  u s - - h a v e  t h e  r i g h t  t o  m a k e  t e n d e r s  in a c c o r d a n c e  w i t h  t h e  

t a r i f f s .  If t h e  p i p e l i n e  d o e s  n o t  h a v e  t h e  c a p a c i t y  f o r  h a n d l i n g  

e v e r y t h i n g ,  o i l  f r o m  P r u d h o e  B a y  is g o i n g  t o  h a v e  t o  b e  b a c k e d  

d o w n  s o  t h a t  t h e  n e w  p r o d u c e r s  a n d  t h e  o l d  p r o d u c e r s  g e t  t r a n s ­

p o r t a t i o n  p r o r a t a  t o  t h e i r  t o t a l  n e e d s  e q u i t a b l y .
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S I L I D E S :  T h e n  y c u  a r e  i n d e e d  a c o m m o n  p u r c h a s e r ?

S P A H R :  N o ,  t h e r e  i s  n o  p u r c h a s i n g  i n v o l v e d  h e r e  a t  a l l .  N o w  if

i n  t h i s  y o u  s e e ,  w e  a r e  o n l y  p r o d u c e r s  h e r e  a l o n g  w i t h  o t h e r

p r o d u c e r s ,  s o  w e  a r e  an o w n e r  o f  o i l  t h a t  w e  w a n t  t o  s h i p ,  a l o n g  

w i t h  o t h e r s  w h o  m i g h t  h a v e  b o u g h t  i t  o r  w h o  p r o d u c e d  i t  a n d ,  

b e c a u s e  o f  a r e s t r i c t i o n  in t r a n s p o r t a t i o n  c a p a c i t y ,  w e  a r e  a l l  

r e s t r i c t e d  f r o m  m o v i n g  a l l  t h e  o i l  w e  w o u l d  l i k e - - i t ' s  a p r o ­

r a t a  r e s t r i c t i o n - - n o b o d y  g e t s  f a v o r e d .  N o w ,  h o w e v e r ,  i f  i n  t h i s  

f i e l d  (we a r e  t a l k i n g  a b o u t  t h i s  s e c o n d  f i e l d )  w e  c h o o s e  t o  g o

P
i n  as a b u y e r  f r o m  o n e  p r o d u c e r  t h e r e ;  t h e n  t h i s  p r o p o s a l  r e ­

q u i r e s  us to b e c o m e  a c o m m o n  p u r c h a s e r  in t h a t  f i e l d  a n d  t o  t a k e  

p r o r a t a  f r o m  e v e r y b o d y ,  as I u n d e r s t a n d  i t. W e  s t i l l  c o u l d  t h e n  

t u r n  a r o u n d  a n d  f i n d  w e  a r e  r e s t r i c t e d  as a n  o w n e r  o f  t h a t  

p u r c h a s e d  o i l  f r o m  m o v i n g  a l l  t h a t  w e  w a n t  to m o v e ,  b e c a u s e  t h e  

p i p e l i n e  d o e s n ' t  h a v e  t h e  c a p a c i t y .

S I I 1 D E S :  M y  b a s i c  c o n c e r n ,  w h i c h  I t h i n k  y o u  h a v e  a n s w e r e d ,  b u t

I w a n t  to b e  s u r e  I u n d e r s t a n d  i f  s o m e o n e  c o n n e c t s  w i t h  y o u ,

t h e n  y o u  d o  h a v e  to b a c k  u p  t h e  P r u d h o e  O i l  a n d  t a k e  o i l . . . .

S P A H R :  O r  p r o v i d e  t h e  a d d i t i o n a l  c a p a c i t y  s o  t h a t  n o b o d y  g e t s

o n  t h e  p r o r a t a  p u r c h a s e .

T U S S I N G :  D o t h  t h i s  m o r n i n g  a n d  t h i s  a f t e r n o o n  y o u  h a v e  s a i d

t h a t  t h e  c o m p a n y  c o u l d ,  o r  w o u l d  n o t ,  g o  o n  w i t h  c o n s t r u c t i o n  

u n l e s s  t h e  p r o p o s e d  l e g i s l a t i o n  w e r e  a d o p t e d ,  s u b s t a n t i a l l y  as 

is. N o w  t h e s e  b i l l s  c o n t a i n  a v e r y  l a r g e  a n d  c o m p l i c a t e d  

s e l e c t i o n  o f  p r o p o s i t i o n s ,  s o m e  o f  w h i c h  a r e  c o n s i d e r a b l y  m o r e  

i m p o r t a n t  t h a n  o t h e r s  to t h e  S t a t e  a n d  s o m e  w h i c h  a r e  c o n s i d e r ­

a b l y  m o r e  i m p o r t a n t  t h a n  o t h e r s  to t h e  c o m p a n i e s .  W e  r e a l i z e
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t h a t  y o u  a r e  p r i v i l e g e d  t o  s p e a k  f o r  t h e  o t h e r  c o m p a n i e s .  I 

t h i n k  i t  w o u l d  b e  u s e f u l  t o  g o  t h r o u g h  t h e  b i l l s  a n d  t h e i r  

m a i n  d i s p o s i t i o n  a n d  i n d i c a t e  s o m e  o r d e r  o f  p r i o r i t y ;  t h a t  i s ,  

w h i c h  o f  t h e s e  t h i n g s  d o  y o u  t h i n k  a r e  r e a l l y  i n d i s p e n s a b l e .  

S p e c i f i c a l l y ,  w n i c h  of t h e m  a r e  t h i n g s  w i t h o u t  w h i c h  y o u  w o u l d  

n o t  g o  o n  w i t h  c o n s t r u c t i o n .  S e c o n d l y ,  w h i c h  a r e  t h i n g s  w h i c h  

w o u l d  n o t  n e c e s s a r i l y  b e  an o b s t a c l e  t o  i n i t i a l i n g  c o n s t r u c t i o n ,  

b u t  i n  t h e  a b s e n c e  o f  w h i c h  y o u  w o u l d  c o n t i n u e  t o  l i t i g a t e .

A n d ,  t h e n  t h i r d l y ,  t h o s e  t h i n g s  w h i c h  y o u  c h i n k  w o u l d  b e  w i s e  

f o r  t h e  S t a t e  t o  d o  a n d  v ^ u  w o u l d  u r g e  t h e  S t a t e  t o  d o, b u t  

m i g h t  n o t  b e  e i t h e r  a n  o b s t a c l e  t o  c o n s t r u c t i o n  o r  a c a u s e  o f  

a c t i o n  in a l a w  s u i t .

S P A H R :  I f  I m i g h t  r e s p o n d  to y o u  f o r  t h e  m o m e n t . . . t h i s  m o r n i n g

I i n d i c a t e d  n o t  t h a t  t h e  p i p e l i n e  c o m p a n i e s  o r  t h e  o i l  c o m p a n i e s  

c o u l d  n o t  o r  w o u l d  n o t  p r o c e e d  w i t h  p i p e l i n e  c o n s t r u c t i o n  if 

y o u  a l t e r  t h e  l e g i s l a t i o n .  w h a t  I t r i e d  t o  s a y  w a s  t h a t  i f  y o u  

d o  a l t e r  i t  s u b s t a n t i a l l y ,  t h e n  t h e r e  w i l l  b e  a n  e l e m e n t  o f  

d e l a y ,  c o m p a r e d  w i t h  t h e  s i t u a t i o n  t h a t  w i l l  p r e v a i l  if y o u  d o  

n o t  a l t e r  i t  s u b s t a n t i a l l y ,  b e c a u s e  n e w  e v a l u a t i o n s  o f  t h e  t o t a l  

a f f e c t  o f  t h e  a l t e r e d  l e g i s l a t i o n  w i l l  h a v e  to b e  m a d e  b y  

e v e r y b o d y  c o n c e r n e d ,  s o  t h a t  e a c h  p e r s o n  w i l l  b e  a b l e  t o  m a k e  

h i s  o w n  i n d i v i d u a l  d e c i s i o n  as to w h e t h e r  t h e  c h a n g e s  a r e  a c c e p t ­

a b l e  o r  n o t .  T h a t  t a k e s  t i m e  a n d  t h e  p o i n t  w a s  t h a t  t h e  r i c k  

w e  f a c e ,  t h e r e f o r e ,  w a s  t i m e  in t h e  v e r y  b e g i n n i n g .  A n d  t h e  

s e c o n d a r y  r i s k ,  o f  c o u r s e ,  is w h e t h e r  o r  n o t  t h e  c h a n g e s  m a d e  

w i l l  r e s u l t  in a n y  a l t e r a t i o n  o f  t h e  T A P S  c o n s o r t i u m ,  e t c .  I 

p o s e  t h o s e  t o  y o u  as p o s s i b i l i t i e s  t h a t  I t h i n k  a r e  r e a l  a n d  

s h o u l d  n o t  b e  o v e r l o o k e d .  N o w ,  i n  r e s p o n s e  to y o u r  s u g g e s t i o n
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t h a t  w e  o u g h t  t o  g o  t h r o u g h  t h i s  l e g i s l a t i o n  b i t  b y  b i t - - I ' d  

l i k e  t o  r e p e a t  w h a t  I i n d i c a t e d  t h i s  m o r n i n g - - t h a t  i n  o u r  

n e g o t i a t i o n s  w i t h  t h e  G o v e r n o r ,  w e  m a d e  i t  c l e a r - - a s  w e  f i n a l l y  

m a d e  c l e a r  b y  a c c e p t i n g  t h e  r e s u l t s - - t h a t  w e  w e r e  l o o k i n g  at a l l  

o f  o u r  p r o b l e m s  a n d  t r y i n g  t o  s o l v e  t h e m  a l l  as a p a c k a g e  a n d  

t h a t  i n  o u r  v i e w ,  whcit h a s  b e e n  p r e s e n t e d  t o  y o u  w i l l  s o l v e  o u r  

p r o b l e m s  i n  a w a y - - a n d  w e  b e l i e v e  f r o m  w h a t  t h e  G o v e r n o r  s a i d ,  

w o u l d  s o l v e  y o u r s - - i n  a w a y  t h a t  w o u l d  p e r m i t  us to g o  a h e a d  

a n d  p e r m i t  y o u  t o  l e t  us g o  a h e a d .  N o w  i f  y o u  a r e  g o i n g  t o  

e x a m i n e  t h e s e  l a w s  b i t  b y  b i t - - w e  h a v e  t h e  p e o p l e  a v a i l a b l e  w h o  

w i l l  d o  t h i s  w i t h  y o u - - b u t  I r e a l l y  d o n ' t  p r o p o s e  t o  t r y  to 

d i s m e m b e r  o r  d o  s u r g e r y  t o  a l l  t h i s  s t u f f .  W h a l  h a s  b e e n  p r e s e n t e d  

t o  y o u  is s o m e t h i n g  w e  c a n  b u y .  If y o u  c h o o s e  to c h a n g e  it, 

t h a t  w i l l  b e  y o u r  d e c i s i o n  a n d  t h e n  w e  w i l l  l o o k  a t  it.

T U F S I N G :  Y o u  a r e  s a y i n g  t h e n ,  t a k e  i t  o r  l e a v e  i t ?

S P A H R :  N o ,  I a m  n o t  r e a l l y  s a y i n g  t h a t .  I a m  s a y i n g  t h a t  a

b i t  b y  b i t  e x a m i n a t i o n  w i t h  m e  o f  t h i s  l e g i s l a t i o n  is n o t  g o i n g  

t o  b e  p r o d u c t i v e  b e c a u s e  1 a m  in n o  p o s i t i o n  t o  b a r g a i n  w i t h  

y o u  at t h i s  t i m e  o n  a l t e r a t i o n s  t o  t h i s - - s p o a k i n g  f o r  s e v e n  o i l  

c o m p a n i e s — I d o  n o t  h a v e  t h a t  c o m m i s s i o n  a n d  I d o n ' t  p r e s u m e  to 

b e  p r e s u m p t o u s  a b o u t  it.

T U S S I N G :  O n  t h e  s a m e  b a s i s ,  I c a n ' t  p r e t e n d  t o  s p e a k  f o r  t h e

c o m m i t t e e  m e m b e r s ,  b u t  i t  s e e m s  u n r e a l i s t i c  t o  c o m e  in h e r e  a n d  

e x p e c t  to g a t  t h e  e n t i r e  p a c k a g e ,  e v e r y  j o t  a n d  t i l t ,  p a s s e d  in 

i t s  f o r m - - i t ' 8  p r o p o s e d  f o r m - - a n d  I t h i n k  it w o u l d  b e  w o r t h w h i l e  

t o  p i c k  o u t  .some o f  t h e s e  t h i n g s  a n d  t o  a s k  q u e s t i o n s .  W h i c h  

o f  t h e s e  t h i n g s  f r o m  y o u r  o w n  p o i n t  o f  v i e w  y o u  c o u l d  n o t  l i v e  

wi t h .
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S P A H R :  W e l l ,  I h a v e  a l r e a d y  s a i d ,  t h i s  m o r n i n g ,  a n d  I w i l l  s a y

i t  n o w  v o l u n t a r i l y .  A n y  v e r y  s u b s t a n t i a l  c h a n g e  i n  t a x e s ,  i n  

r e g u l a t o r y  a r r a n g e m e n t s ,  i s  g o i n g  t o  r e q u i r e  a r e v i e w  o n  o u r  

p a r t  a n d  o n  t h e  p a r t  o f  t h e  o t h e r  o i l  c o m p a n i e s .  I h a d  h o p e d  

w h e n  I c a m e  h e r e  t h a t  t h e  L e g i s l a t u r e  w o u l d  e v e n t u a l l y  c o n c l u d e  

t h a t  t h e  t o t a l  c o n t e n t  o f  t h e  t a x  p a c k a g e  w a s  a d e q u a t e .  N o w  i f  

y o u  a r e  g o i n g  t o  r a i s e  s o m e  t h i n g s  a n d  l o w e r  o t h e r s  s o  t h a t  t h e  

c o n s e q u e n c e  f o r  u s  i s  a b o u t  t h e  s a m e ,  I ' d  h a v e  t o  p r e d i c t  t h a t  

t h a t  w o u l d  p r o b a b l y  w o r k  o u t ,  b u t  i t  w o u l d  s t i l l  h a v e  t o  b e  

e x a m i n e d .

T U S S I N G :  M a y  I a s k  t h e  C h a i r m a n  h e r e  w h e t h e r  h e  w a n t s  t o  p u r s u e

t h i s  l i n e  o f  r e a s o n i n g ,  b e c a u s e  I d o  t h i n k  i t  w o u l d  b e  u s e f u l  

t o  a s k  s p e c i f i c  q u e s t i o n s  a b o u t  s p e c i f i c  i t e n s ,  b u t  I t h i n k  t h a t  

i s  u p  t o  y o u  a n d  w h e t h e r  t h e  o t h e r  m e m b e r s  w a n t  t o  t r a v e l  a l o n g  

t h a t  r o a d .

S A C K E T T :  S i n c e  w e  d o  h a v e  o t h e r  p e o p l e  a v a i l a b l e  w h o  c o u l d

p r o b a b l y  a n s w e r  t h e s e  s p e c i f i c  q u e s t i o n s . . . .

S P A H R :  I d o u b t  t h a t  t h e y  w i l l  b e  a b l e  t o  a n s w e r  t h o s e . . .

S A C K E T T :  T h e  p e o p l e  t o m o r r o w ?

S P A H R :  I d o u b t  t h a t .

S A C K E T T :  W e l l ,  o b v i o u s l y  t h e y  w o n ' t  b e  a n s w e r e d ,  b u t  t h e n

p e r h a p s  t h r o u g h  t h e  A t t o r n e y  G e n e r a l ’s o f f i c e  a n d  t h e  G o v e r n o r ' s  

o f f i c e  w e  m a y  b e  a b l e  t o  d e t e r m i n e  e x a c t l y  t h e  p r i o r i t y . . . .
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T U S S I N G :  I n  t h a t  c a s e ,  l e t  m e  a s k  o n e  o t h e r  q u e s t i o n .  T h e

c i r c u m s t a n c e s  o f  t h e  w o r l d  e n e r g y  p i c t u r e  h a s  c h a n g e d  v e r y  

r a d i c a l l y  i n  t h e  l a s t  t w o  y e a r s ,  a n d  p a r t i c u l a r l y  i n  t h e  l a s t  

t w o  w e e k s ,  a n d  o n e  o f  t h e  c o n s e q u e n c e s  o f  t h a t  c h a n g e  i s  t h e  

v a s t l y  i n c r e a s e d  u r g e n c y  o f  d e l i v e r y  o f  A l a s k a n  o i l  t o  t h e  

L o w e r  4 8  m a r k e t s ,  a n d  t h e  v a s t l y  i n c r e a s e d  v a l u e  f o r  t h a t  o i l  

t o  i t s  o w n e r s ,  b o t h  t h e  S t a t e  o f  A l a s k a  a n d  t h e  o p e r a t i n g  

c o m p a n i e s .  A s  f a r  a s  I k n o w ,  n o b o d y  h a s  d o n e  t h e  c a l c u l a t i o n s  

a n d  r e v i s e d  r e v e n u e  p r o j e c t i o n s  i n  v i e w  o f  d e v e l o p m e n t s  i n  t h e  

p a s t  t w o  w u e k s . P e r h a p s  i t  w o u l d  n o t  b e  U n r e a s o n a b l e  t o  p r o j e c t  

d o l l a r  v a l u e s  a t  t h e  w e l l h e a d - - i n  f a c t ,  v a l u e s  t w o  o r  t h r e e  

t i m e s  t h o s e  t h a t  w e r e  p r o j e c t e d  ( n o i s e  o n  t a p e . . .  m i s s e d  n e x t  

c o u p l e  o f  w o r d s ) . . . . I n t e r i o r  D e p a r t m e n t ' s  t a x  s t a t e m e n t  2 - 1 / 2  

y e a r s  a g o .

S P A H R :  I d o  h a v e  r e a s o n  t o  b e l i e v e  t h a t  y o u r  S t a t e  A d m i n i s t r a ­

t i o n  i s  d i l i g e n t l y  w o r k i n g ,  a n d  c o n s t a n t l y ,  t c  k e e p  s u c h  i n f o r m a ­

t i o n  u p d a t e d .

T U S S I N G :  W e l l ,  t h a t  r e a l l y  i s  n o t  t h e  p o i n t .  I n  v i e w  o f  t h e

i m m e n s e l y  g r e a t e r  v a l u e  a n d  g r e a t e r  u r g e n c  / ->f A l a s k a n  o i l ,  

d o e s n ' t  i t  s e e m  t h a t  w h a t e v e r  d i f f i c u l t i e s  o r  c o m p l i c a t i o n s ,  

e i t h e r  i n  f i n a n c i n g  o r  i n  t h e  o v e r a l l  a t t r a c t i v e n e s s  o f  t h e  o v e r ­

a l l  p r o j e c t  w o u l d  b e  c r e a t e d  b y  e x i s t i n g . . .  ( n o i s e  o n  L a p e - - m i s s e d  

n e x t  w o r d  o r  t w o ) . . . d i f f i c u l t i e s  a n d  b u r d e n s  w o u l d  b e  s u b ­

s t a n t i a l l y  l e s s  b u r d e n s o m e  a n d  s u b s t a n t i a l l y  m o r e  b e a r a b l e  t h a n  

t h e r e  w e r e  i n  t h e  t i m e  w h e n  t h e  c o m p a n i e s  I n i t i a t e d  t h e i r  l i t i g a ­

t i o n  a g a i n s t  t h e  S t a t e ' s  l a w s .
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S F A H R  • I b e l i e v e  w h e n  y o u  a s k  t h a t  q u e s t i o n  y o u  a r e  i g n o r i n g  

t h e  r e a l i t i e s  o f  f i n a n c i n g  c h o i c e s  t h a t  h o l d e r s  o f  m o n e y  a n d  

f u n d s  t o  i n v e s t  h a v e  t o  m a k e ;  p a r t i c u l a r l y  w h e n  t h o s e  p e o p l e  

c a n  r e a s o n ,  a s  I b e l i e v e  t h e y  c a n ,  t h a t  t h e y  h a v e  a m u l t i p l e  

o f  c h o i c e s ,  a l l  o f  w h i c h  w i l l  b e  b e n e f i c i a l  i f  c h o s e n ,  t o  t h e  

c o u n t r y  a s  w e l l  a s  t o  t h e  o w n e r s  o f  t h e  m o n e y .

T U S S I N G :  Y o u  t h i n k  t h a t  t h i s  i s  o n e  o f  t h e  l e s s  d e s i r a b l e

a l t e r n a t i v e s  t h a t  i s  p r o v i d e d . . . .

S P A H R :  W o u l d  y o u  s a y  t h a t  a g a i n ?

T U S S I N G :  W e l l ,  I t h i n k  y o u  a r e  i m p l y i n g  t h a t  A l a s k a  N o r t h

S l o p e  d e v e l o p m e n t  a n d  d e l i v e r y  o f  i t s  o i l  t o  m a r k e t  w o u l d  g o  

d o w n  s u b s t a n t i a l l y . . . s o  s u b s t a n t i a l l y  i n  t h e  r a n k i n g  o f  

d e s i r a b l e  i n v e s t m e n t s  t h a t  t h i n  p r o j e c t  w o u l d  n o  l o n g e r  b e  o f  

s u b s t a n t i a l  i n t e r e s t  t o  t h e  g o v e r n m e n t .

S P A H R :  O n  t h e  c o n t r a r y . . . .  a  d i f f e r e n t  n u a n c e . . . I  w a n t  t o  r e m i n d

y o u ,  f o r  e x a m p l e ,  t h a t  o n e  o f  t h e  f e a t u r e s  o t  t h e  p r e s e n t  

l e g i s l a t i o n  i s  t h a t  t h e  S t a t e  h a s  a n  o p t i o n  t o  b u y  2 0 %  o f  t h e  

p i p e l i n e ,  a t  a t i m e  o f  i t s  c h o o s i n g  u n d e r  c i r c u m s t a n c e s  w h e r e  

it  c a n  n e g o t i a t e .  N o w  I s u b m i t  t h a t  t h a t  o p t i o n  s t a y s  i n  t h e r e  

i n  t h e  f i r s t  p l a c e  t h e  S t a t e  i s  n o t  g o i n g  t o  e x e r c i s e  i t  e x c e p t  

u n d e r  w h a t  i t  c o n s i d e r s  t o  b e  t h e  m o s t  o p p o r t u n e  t i m e .  N o w ,

I w o u l d  l i k e  f o r  t h i s  t o  b e  u n d e r s t o o d .  W h e n  o n e  g o e s  t o  a 

p r o s p e c t i v e  l e n d e r ,  a n d  in t h i s  c a s e  i t  w i l l  b e  a s u b s t a n t i a l  

i n s u r a n c e  i n s t i t u t i o n  o r  b i g  p e n s i o n  f u n d ,  o r  s o m e t h l n q  e l s e  

s i m i l a r ,  t o  p r o p o s e  t h a t  t h e y  l e n d  u s  m o n e y - - - w e  a r e  g o i n g  t c  

t a l k  t o  p e o p l e  w i t h  s u b s t a n t i a l  f u n d s  o f  k n o w l e d g e  i n  f i n a n c i n g
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