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Subcommittee on Oil  and Gas 
Leasing and Taxing Po l ic ies  

Minutes o f  the Meeting 6 November 1976

Chairman C r o f t  ca l led  the meeting to order a t  10:05 a.m. Attending the 
meeting were C r o f t ,  Representative Anderson, Representative D av is ,  
Representative Gardner, Senator Huber, Representative Malone, Senator  
Poland and Representative Rhode. Also in attendance were Mr. Gregg 
Er ickson ,  Director o f  Research for the le g i s la t u r e ,  Mr. M i l ton  L ipton o f  
Walter J.  Levy and A s s o c ia t e s ,  o i l  and gas consultants  to the L e g i s ­
l a t i v e  Counci l ,  and Mr. Jack Roderick, Deputy Commissioner o f  Natural  
Resources.  Chairman C r o f t  c a l le d  the committee's a t ten t ion  to the 
minutes o f  the previous meeting which were approved by unanimous consent .

A f te r  a b r ie f  in troduct ion ,  Mr. L ipton was ca lled on by the Chairman to 
share with the members h is  views on several issues being addressed by 
the committee. He indicated  th a t  he would l ike  to begin his  i n i t i a l  
statement with a comment on the is sues  raised by the Alaska corporate  
income tax and various pieces o f  l e g i s l a t i o n  introduced during the l a s t  
se s s io n  to tax ,  in one way or another,  the net income of f irms producing 
o i l  and gas in the S t a t e .  In h is  view, i t  i s  not d i f f i c u l t  to d iscern  
why such l e g i s la t io n  has been introduced: the a l lo ca t ion  formula under 
which the e x i s t in g  corporate income tax operates i s  so obviously  not 
"felic itous" to the S t a t e ' s  i n t e r e s t .

One o f  the most important questions  that  must be addressed in developing  
any "net proceeds" or other net type tax,  i s  whether the tax i s  to be 
"in l ie u  of" or "in a d d i t io n  to" the current corporate income tax ,  
and - - i f  the former--whether the companies are to have the opt ion of 
deciding which tax a p p l ie s .  He noted that  i f  no form of "back and fo rth  
credit" i s  allowed between the new net type of tax and the corporate 
income tax,  that  f irms w i l l  end up paying mutl ip le  taxes .  The p o s s i ­
b i l i t y  of double taxa t io n  thus a r i s e s  and Mr. Lipton indicated  that  he 
was confident  that  the l e g i s la tu r e  would want to ca r e fu l ly  examine any 
legal questions raised  by such an arrangement before passing i t  into  
law.

Such "double" or "multiple" taxa t io n  is  avoided, however, i f  the "in 
lieu" approach i s  taken. Various p oss ib le  options e x i s t  for the S ta t e ,  
i f  i t  wishes to implement some so r t  of "back and fo rth  credit".  Lipton  
observed that  these may themselves ra ise  important legal questions  which 
should ,  o f  course,  be explored. From an economic point  of  view, however, 
t h i s  system has important advantages,  he sa id .

Mr. L ipton a lso  d iscussed  the adm inis tra t ive  burden that  a net type tax 
might place on the government bureaucracy. While not underestimating  
such problems, he emphasized that  he does not believe that  these pro­
blems would be a t  a l l  "overwhelming", as some observers seem to fear .
On the contrary, he noted tha t  as a pract ical  matter the Department of



Revenue i s  already making a ca lc u la t io n  of net income in the course of  
preparing i t s  assessment o f  the so ca l led  "reserves tax". This tax  
requires ,  among other th ings ,  a c a lc u la t io n  o f  the present value o f  the 
expected fu ture  income stream, which i s  roughly the same as the "net 
proceeds". I t  was easy to make these ca lc u la t io n s  since  the Department 
o f  Revenue made r e l a t i v e l y  a rb i trary  dec is ions  concerning such fa c to rs  
as expected p r ic e s ,  d iscount r a te s ,  and c o s t s .  Absolute accuracy i s  in 
no way required in these determinations ,  and in any case should be l e f t  
to adm in is tra t ive  reg ula t io ns ,  not written into the l e g i s l a t i o n .  He 
suggested th a t  the l e g i s la t u r e  "Don't worry about pennies,  worry about 
the hundreds o f  m i l l io n s  o f  dol lars ."

Senator C r o f t  noted the d i f f i c u l t i e s  in developing a s ta tutory  system o f  
i s o la t in g  income generated in A laska ,  and asked, "Is the net proceeds 
approach best?" Mr. L ipton answered that  in the context o f  the apparent  
legal problems, the net proceeds approach has,  he understands,  the 
advantage o f  being assoc iated  with the fewest legal problems. He 
pointed out p ar e n th e t ic a l ly  that  o i l  companies have challenged the 
a l lo c a t io n  formula elsewhere, p a r t i c u la r ly  in consuming s ta te s  where 
they work to the firms'  disadvantage. Because the a l lo c a t io n  formula 
was devised fo r  manufacturing, i t s  a p p l ic a t io n  to Alaska and o i l  pro­
duction in Alaska i s  very disadvantageous to the S ta te .

In response to a question from Senator Huber, the consultant  noted that  
two approaches to eliminating "double taxation" are (1) n c r e d i t ,  or { ? . )  
abatement o f  an in l i e u  tax.

Representative Gardner indicated an in te r e s t  in determining whether i t  
was advantageous to the S ta te  to remain in the m u l t i - s t a t e  compact. Mr. 
Lipton responded that  he would prefer not to answer that  p ar t icu la r  
question bel iev ing  th a t  the Department o f  Revenue has a better answer. 
Senator Huber observed that  perhaps resource producing s t a t e s  should 
simply forget  about the r e ta i l  type firms and d ir e c t  i t s  en t ire  tax  
structure  to focus on e x trac t ive  resources.  This was followed by a 
d iscu ss ion  o f  the impact o f the m u l t i - s t a t e  compact on fo re s t  products 
for f i s h  processing i n d u s t r ie s ,  in which Representative Malone noted 
that  while such impact was quite  important i t  was probably beyond the 
purview o f  t h i s  committee.

S e n a t o r  C r o f t  i n q u i r e d  how t h e  e x i s t i n g  i n come  t a x  a f f e c t s  f i r m s  d o i n g  
b u s i n e s s  w h o l e l y  o r  m o s t l y  w i t h i n  t h e  S t a t e ,  s u c h  a s  n a t i v e  c o r p o r a t i o n s .  
L i p t o n  s t a t e d  t h a t  i f  s u c h  c o r p o r a t i o n s  a r e  i n  f a c t  i n - s t a t e  c o r p o r a t i o n s ,  
t h e y  do n o t  e s c a p e  a n y  p a r t  o f  t h e  9.4% t a x  on n e t  i n come ,  i f  t h e y  have  
a n y .  In c o n t r a s t ,  he o b s e r v e d  t h a t  " i t  i s  v e r y  d i f f i c u l t  t o c o n j u r e  up 
any  m u t l i - s t a t e  o i l  company d o i n g  b u s i n e s s  i n  A l a s k a  t h a t  would pay  a 
t a x  on A l a s k a  g e n e r a t e d  i ncome c l o s e  t o  t h i s  f i g u r e . "

S e n a t o r  C r o f t  o b s e r v e d  t h a t  d u r i n g  t h e  l a s t  s e s s i o n  i t  was h i s  u n d e r ­
s t a n d i n g  t h a t  Mr. L i p t o n  had some r e s e r v a t i o n s  c o n c e r n i n g  t h e  " n e t  t y p e "  
t a x e s  t h a t  had b e e n  p r o p o s e d .  Mr. L i p t o n  r e s p o n d e d  t h a t  t h e s e  r e s e r ­
v a t i o n s  c o n c e r n e d  s p e c i f i c  d e t a i l s  o f  t h e  t a x e s  and i n d i c a t e d  t h a t  much 
work had b e e n  d o n e  t o w a r d s  t h e  end o f  t h e  s e s s i o n  t o  r e s o l v e  t h e  p r o-
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blems. In any case he believes that  such reservations can be eliminated  
and suggested that  the le g i s la t u r e  need not be too s p e c i f i c  in such 
matters as the accounting p r in c ip le s  to be used in ca lcu la t ing  the tax.

The question o f  the severance tax was raised  by several l e g i s l a t o r s  and 
discussed  a t  some length. Mr. L ipton indicated that  the next sess ion  o f  
the l e g i s la t u r e  would be an appropriate time to reconsider the severance 
ta x .  Any increase in the tax should be modest however, and in l in e  with 
the tax imposed by Louis iana or other s t a t e s .  He recommended th a t  any 
increases in the tax should be a t  the higher product iv i ty  s tep s  and that  
some reductions might be order a t  the lower product iv i ty  s t e p s ,  i . e .  for  
wells  producing le s s  than 300 to 500 barrels per day. He once again 
cal led  a t te n t io n  to the perverse e f f e c t  o f  the cents per barrel approach 
on Cook I n l e t  o i l  and referred to h i s  e a r l ie r  report which discussed  
t h i s  point in d e t a i l .  Senator C r o f t  asked i f  there had been any d irect  
e f f e c t s  on Cook I n l e t  production from the escalat ing  cents per barrel 
tax  . "Not yet," repl ied  L ipton ,  who went on to in d ic a te  that  such 
e f f e c t s  could be expected in the future  though. He emphasized tha t  the 
impact would more l i k e l y  be on development decis ions  rather than explora­
t io n  d e c is io n s .  During the course o f  the d iscuss ion  i t  was determined 
that  none o f  the proposals introduced during the l a s t  l e g i s l a t i v e  
sess ion  to increase the severance tax (as a percentage of  value) would 
have raised i t  to the level already reached (as a consequence o f  the 
cents per barrel approach) in re la t io n  to some Cook I n l e t  production.  
Senator Huber expressed the view that  any changes in the severance tax 
proposed by the subcommittee should incorporate changes designed to 
eliminate  the perverse e f f e c t s  pointed out by Mr. L ip ton .

Senator C r o f t  inquired as to the current s ta tu s  of the o i l  industry in 
A lber ta .  Mr. L ipton s ta ted  that  he had j u s t  come from that  province and 
had d iscussed  o i l  p o l icy  there with high o f f i c i a l s .  Both o i l  and gas 
production are highly p r o f i t a b le  there, and incentives  for  further  
exploration e x i s t  in the form o f  high prices  and d ir e c t  exploration  
s u b s id ie s .  The industry has had a p a r t i c u la r ly  good sucess rate in i t s  
gas exploration.  This  i s  o f f s e t  p a r t i a l l y  by a high "royalty", i . e . ,  
t a x ,  ra te ,  but that  o i l  industry  i n te r e s t  remains high. Senator Huber 
inquired as to the e f f e c t  o f  the "Alberta Heritage Fund" (something 
s im i la r  to the planned "permanent fund") and was to ld  that  to L ip ton's  
knowledge the fund had no discernable  e f f e c t  on o i l  industry in te r e s t  or 
a c t i v i t y .

Representative Rhode inquired as to the e f f e c t  o f a high royalty  without  
a severance tax and was told that  in L ip to n's  view there would be no 
d i f fe r e n c e .  He observed, however, that  the thrust  o f  Representative  
Rhode's question appeared to be "How can we restructure  leases  to reduce 
negative incentives?" The answer to th i s  question ,  Mr. L ipton indicated ,  
would probably l i e  in a rev is io n  o f  the lease terms, perhaps including  
the o f fer ing  of  net p r o f i t  leases  in fu tures  s a l e s ,  with the s t a t e ' s  
in te r e s t  being carried by the o i l  companies. This should be associa ted  
with a work o b l i g a t io n ,  he added.

There followed an extensive  d i sc u ss io n  o f  leasing pol icy  in which Lipton  
emphasized the need to give the Commissioner o f  Natural Resources
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f l e x i b i l i t y  in s e t t in g  the leasing terms. The consultant  observed t h a t  
the greatest  uncertain ty  now facing firms acquiring leases  i s  not the 
geological or transportat ion  or p o l i t i c a l  climate uncerta inty  ( a t  l e a s t  
in Alaska) but rather the ir  uncerta inty  with regard to pr ice .

In the course o f  an extensive  colloquy between Mr. Jerry McCutcheon 
(member o f  thr public  attending the meeting) and Mr. L ip to n ,  re la ted  to  
the question o f  ent i t lem en ts ,  the importance to Alaska o f  FEA treatment  
o f  Alaska o i l  was emphasized. Mr. L ipton indicated that  i t  would be 
advantageous to Alaska to have as many p o ss ib le  o u t le t s  for  i t s  o i l  as  
p o s s ib le ,  and thus i t  would be advantageous to the S ta te  to have both 
the northern t i e r  and C a l i fo r n ia -T e x a s  o i l  p ipe l ines  constructed.  
However, he cautioned the S ta te  to be very careful about taking s i d e s  in  
arguments over which l in e  should be approved f i r s t .

In addit ion  to the matters d iscussed  above, Mr. L ipton spoke a t  some 
length on the e f f e c t  on Alaska's  revenues o f  the f in a l  d e s t in a t io n  o f  
Prudhoe Bay crude. Th is  d iscu ss io n  was reported qui te  e x te n s iv e ly  in an 
a r t i c l e  in the Sunday, November 7,  is sue  o f  the Anchorage Times.  This  
a r t i c l e  i s  attached hereto and upon approval by the committee w i l l  be 
made an o f f i c i a l  part  o f  the minutes of t h i s  meeting, along with another  
a r t i c l e  re la t in g  more generally  to the items discussed  above.

Toward the end o f  the meeting Senator C r o f t  instructed  the s t a f f  to 
d r a f t  l e g i s l a t i o n  to tax the "net proceeds", following c l o s e l y  the 
comments o f  Mr. L ip to n ,  and asked th a t  i f  a t  a l l  p o ss ib le  t h i s  l e g i s ­
la t io n  be a v a i la b le  by mid-December or e a r l ie r  i f  p o s s ib le .

Senator C r o f t  a lso  asked the s t a f f  to arrange for a meeting between 
Professors  Zeifinan and Ainsworth, consu ltants  to the committee on 
corporate income tax matters ,  and Mr. L ip ton .

Representative Malone moved and asked unanimous consent that  h is  motion 
from the previous meeting concerning the a l lo c a t io n  o f  $20,000 to the 
Department o f  Revenue (see minutes o f  meeting of October 23) be renewed. 
A f t e r  some d i s c u s s i o n ,  which i t  was noted that  there were cer ta in  
condit ions  attached to t h i s  a l l o c a t i o n ,  the motion was adopted by 
unanimous consent.

Chairman C r o f t  indicated  that  the next meeting o f  the committee w i l l  
probably be sometime in mid-December but that  an exact meeting date w i l l  
not be se t  pending further  work by the consu ltants  and s t a f f .

Prepared by Gregg K. Erickson  
November 10,  1976
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By S U S A N  A N D R E W S  
Times Staff Wrller

Consultant Milton Lipton said 

ere yesterday the Mute of Alaska Is 
ot receiving Its proper share of In- 

o m c  lax from oil and gas.
M e  told the legislature’s Interim 

fommlttee on Oil and Gas Tuxnlion 
aid Lousing Policy Unit n net pro- 
eods tax Is the "most desirable" 
vuy to separate out income enrned 

lore.
Lipton pointed out that oil com- 

mnios arc subject to Alaska's 9.4 
»cr cent corporate income tax. But 

vJnska is a m e m b e r  or the Mu'.ti- 

itate Tax Compact, in which income 

s apportioned to the various states. 

There are "cross incquitics"in the 

imount of income tax paid to Alaska 

xicausc of that apportionment. If in- 
:omc Is not directly realized within 

he state, it eludes Identification, he 

laid.
H e  said a net proceeds tax, n tax 

n lieu of the Income tux, would 

ivoid legal obstacles resulting from 
Maska's membership In the com- 

jact. The net proceeds tnx Is a lux 
in income from oil and gas proper- 

ies, after certain ullowublc 

•xpenses have been de<lucted.

Lipton said the net proceeds lax 

would result in the oil companies 

aaying more income tax to the 

states than at present. Alaska would 

tot simply receive m ore of the pie. 

If it results in double taxation, then 

ie said, that is a matter for the oil 

companies to work out with the 

ether states w h o  are receiving a lar­

ger share of Income tax than is 

equitable.
A n  important aspect of in-lieu 

taxation, he cautioned, is a provision 

lor crediting it against a company's 

corporate income tax.
State Rep. Terry Gardiner asked 

whether the s a m e  inequities would 

apply to income taxes paid in Alaska
/.. ■ f 1. *..

Legislative Research director 
Gregg Erickson said it is his under­
standing that one of the largest 
Japanese-owned forest products 
companies has never paid any in­
come tax.

Rep. Hugh Malone, D-Kcnal, said 
those questions need consideration 
by the legislature but "are beyond 
the scope of this committee."

The net proceeds tax was one of 
three tax proposals introduced dur­
ing the last session of the legislature 
on which no action was taken. Sen. 
John Huber, D —Fairbanks, said yes­
terday the net proceeds tax will be 
reintroduced, along with an Increase 
In the severance tax, to bring Alasku 
In line with Louisiana, which has a 
12 per cent tax on gross production. 
The third tax proposal, nlso ex­
pected to be considered again, Is'an 
"excess value surtax," or "windfall 
profits" tax aimed at Prudhoe. Bay 

production.
Lipton, who serves ns adviser to - 

a number of oil companies ns well as 
the governments of Alaska, Alberta 
and Indonesia, advised the commit­
tee that it is appropriate for the leg­
islature to review the sevemr.ee tax 

now.
"If there is an Increase, it ought 

to be moderate," he said, "not out of 
line with the top rates In other 
states. And It ought to retain the 
Idea that the severance tax is re­
lated to well productability."

Alaska's severance tax now 
ranges from 5 to 8 per cent, with the 
highest-producing wells paying the 
highest percentage. Lipton 
suggested that Alaska increase the 
percentage at the top and lower it at 
the bottom, so that marginal wells 
would not be discouraged from pro­

duction.

Oaxr
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ix  Share •'
Lipton was asked how the net 

proceeds tax would affect native ‘ 
corporations.

He said if their activity was con­
ducted solely within Alaska, they, 
would be directly subject to the 9.4 
per cent corporate Income tax. He 
pointed out that rate would apply to 
all their lacome, after subtracting 
losses. If the state goes the "in lieu" 
route, oil and gas Income would be 
segregated from other Income and 
losses from other activities could not 
be subtracted.

Committee Chairrr.u.i Sen. 
Chancy Croft, D-Anchorage, asked if 
Lipton could have suggestions for 
the "In lieu" approach by mid-De­
cember, for the committee's consid­
eration. He said that would be possi­
ble. ,

Regarding the severance tax, - 
Lipton said his firm, Wnller Levy 
nnd Associates, did not endorse the 
cents-per-barrel base which the leg­
islature adopted. He sa'.d in the case 
of Cook Inlet oil production, the 
cenls-pcr-barrcl clause has resulted 
in a steadily-increasing tax burden,

while the price of oil has been held 
rig* ‘ price controls. He said a 
I,(XX. jurrel-a-day well in Cook Inlet 
now pays 23.6 per cent severance 
tax.

If the legislature retains the 
cents-pcr-barrel formula, ■ Lipton 
suggested that it be structured so it

doesn’t retain the present inequities.
"The severance tax belongs In 

the total Alaska tax package," 
Lipton said, "but It ought not to be 
the determining tax in Alnska's in­
come from oil and gas. If It were, 
that could have an adverse effect on' 
exploration nnd development."



Oil To Japan
Might Be Wise

Shipping Prudhoe Bay crude oil 
to Japan in exchange for imports of 
middle-Eastem oil m a y  well be an 
interim solution to the problem of a 
West Coast oil surplus when the 
trans-Alaska pipeline goes into pro­
duction, according to the slate’s pe­
troleum consultant Milton Lipton.

At a meeting here yesterday of 
an interim legislative committee, 
Lipton said the preferred destination 
for Prudhoe Bay crude oil is the 
Midwest, but pipelines to the Mid­
west are several years away.

rle estimated that oil canned by 
tanker to British Columbia and then 
by pipeline to the Midwest wculd re­
sult in a wellhead price only 63 cents 
less than to Los Angeles. Ptmdhoe 
Bay oil shipped by pipeline frcm Los 
Angeles to Texas would bring a well­
head ,/rice about 51.28 less than Los 
Angeles, nnd by tanker to the U.S. 
Gulf Coast, 51-43 less.

Lipton said that Frank Zarb, 
head of the Federal Energy Admin­
istration, has declared that under no 
circumstances can he foresee the 
federal government allowing an ex­
change with Japan. That is under­
standable, Lipton said, because if 
the export were allowed, oil compa­
nies would lose the incentive to build 
pipelines from west to east in the 
U.S.or to make changes in West 
Coast refineries to handle the higher 
sulphur Prudhoe Bay oil.

The trans-Alaska pipeline author­
ization bill forbids the export of oil to 
Japan without the President’s con­
sent. Lipton thinks that approval 

' might be forthcoming if the ex­
change were for specified volumes 
of oil over a limited period of time, 
and if the Alaska oil were carried on 
U.S. flag tankers.

A third requirement, he said, 
might be that for barrels of oil ex­
ported, a specified number of bar­
rels of oil must go into the nation’s 
strategic oil reserve. If this were a 
quid pro quo for shipping oil to 
Japan, It would mean the oil 
“doesn't really leave the U.S.," he 
said.

Japanese refiners have a tremen­
dous range of refinery capacities, 
1 ipton said, with a lot of de-sulphuri- 
2ation equipment because they 
handle a lot of "cruddy crude''from 
the neutral zone of the Middle East.

Lipton said the anticipated West 
Coast surplus is the result of a lag in 
demand over the past 2>/2 years, an 
increase in oil prices and the reces­
sion. Plus, he said, the U.S. has 
abandoned restrictions on oil Im­
ports, and imports will continue 
after Alaska crude is available be­
cause tlie California refineries and 
markets are better suited to 
imported oil.
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d r . T U S S I N G :  I j u s t  h a v e  o n e  comment,. I n  m y  o p i n i o n  t h e

r e p o r t  o f  t h e  a d m i n i s t r a t i o n ' s  G a s  P i p e l i n e  T a s k  F o r c e  

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

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

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

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

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

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

T h e r e  a r e  o n l y  a f e w  p o i n t s  i n  t h e  r e p o r t  o n  

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

n u m b e r  o f  a s s u m p t i o n s  i n  Pr. K n u d s o n ' s  r e p o r t  t h a t  I thin) 

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

t h e  p o l i c y .  B u t  I d o n ' t  t h i n k  t h e s e  a r e  c r u c i a l  t o  t h e  

m a i n  c o n c l u s i o n s  o f  t h e  T a s k  F o r c e  r e p o r t ,  a n d  w h e n  I 

s t a r t  m y  p r e s e n t a t i o n  I ' l l  s u m m a r i z e  w h a t  I think, a r e  t h e  

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

w o u l d  be.
1 \ 

S E N A T O R  R A D E R :  U n l e s s  t h e  C o m m i t t e e  o b j e c t s ,  w h y  d o n ' t  w e

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

q u e s t i o n s  t o  b o t h  o f  y o u .  W o u l d  t h a t  b e  a o p r o p r i a t e ?

DR. T U S S I N G :  Y e s .

S E N A T O R  R A D E R :  Is t h e r e  a n y  o b j e c t i o n  t o  t h a t  p r o c e d u r e ,

C o m m i t t e e ?  F i n e .

DR. T U S S I N G :  O k a y .  I d i d n ' t  c o m e  w i t h  a p r e p a r e d  s t a t e m e n t .

I h a v e  s o m e  f r a g m e n t s  o f  t h i n g s ,  t w o  o f  w h i c h  I w o u l d
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l i k e  t o  i n t r o d u c e  i n t o  t h e  r e c o r d .  O n e  i s  —  l e t  m e  

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

q u e s t e d .  I ' m  A r l o n  T u s s i n g .  I ' m  a p r o f e s s o r  o f  E c o ­

n o m i c s  a t  t h e  I n s t i t u t e  o f  S o c i a l  a n d  E c o n o m i c  R e s e a r c h  

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

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

s e r v e d  a s  c h i e f  e c o n o m i s t  o f  t h e  U . S .  S e n a t e ' s  N a t i o n a l  

F u e l s  a n d  E n e r g y  P o l i c y  S t u d y  u n d e r  S e n a t o r  J a c k s o n  a n d  

c o n t i n u e  t o  s e r v e  S e n a t o r  J a c k s o n  a s  a n  e c o n o m i c  a d v i s o r  

o n  e n e r g y  a n d  n a t u r a l  r e s o u r c e s .

D u r i n g  t h e  l a s t  y e a r  I h a v e  a l s o  s e r v e d  as a n  

a d v i s o r  o n  o i l  a n d  g a s  i s s u e s  t o  t h e  S t a t e  o f  C a l i f o r n i a ,  

t h e  P r o v i n c e s  of N o v a  S c o t i a ,  O n t a r i o  a n d  B r i t i s h  

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

R o y a l t y  O i l  a n d  G a s  D e v e l o p m e n t  A d v i s o r y  B o a r d ,  d u r i n g  

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

t o o k  p l a c e  o n  t h e s e  c o n t r a c t s .  I h a v e  g i v e n  c o n s i d e r a t i o  

i n  a n u m b e r  o f  f o r u m s  a n d  f o r  a n u m b e r  o f  a g e n c i e s  t o  

v a r i o u s  a s p e c t s  o f  the A l a s k a  gasl.bie q u e s t i o n .

T h e r e  a r e  a g r e a t  n u m b e r  o f  i s s u e s  I w o u l d  l i k e  

t o  c o m m e n t  o n ,  if I h a v e  t:irne. I r e a l i z e  y o u r  t i m e  is 

l i m i t e d  a n d  I ' m  g o i n g  to t r y  to  c o n f i n e  m y s e l f  to s o m e  

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

S E N A T O R  R A D E R :  Y o u  h a v e  t w o  d o c u m e n t s  t h a t  y o u  w a n t e d

e n t e r e d  a s  e x h i b i t s ?
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DR. T U S S I N G :  Y e s .

S E N A T O R  R A D E R :  W o u l d  y o u  i d e n t i f y  t h o s e  f o r  u s ?

DR. T U S S I N G :  O n e  is  a n  a r t i c l e  h e a d e d  " A n  I n k l i n g  o f  t h e

L o n g  J o u r n e y " ,  p u b l i s h e d  i n  " N o r t h e r n  P e r s p e c t i v e s " ,  

w h i c h  is  t h e  n e w s l e t t e r  o f  t h e  C a n a d i a n  A r c t i c  R e s o u r c e s  

C o m m i t t e e .  T h i s  w a s  p u b l i s h e d  o n l y  l a s t  m o n t h  b u t  I 

w r o t e  i t  i n  J u n e .  S o  t o  t h e  e x t e n t  t h a t  t h e r e  is a n y ­

t h i n g  d a t e d  i n  it, y o u  c a n  u n d e r s t a n d  t h a t .

S E N A T O R  R A D E R :  T h a t  w o u l d  b e  E x h i b i t  N o .  11, a c c o r d i n g  t o

m y  r e c o r d s .  I s  t h a t  c o r r e c t ,  R e c o r d e r ?

DR. T U S S I N G :  Y e s .  Oh.

S E N A T O R  R A D E R :  A l l  r i g h t .

DR. T U S S I N G :  T h e  s e c o n d  p a p e r  is e n t i t l e d  " N a t u r a l  G a s

v S u p p l y  O u t l o o k  f o r  t h e  West'! a n d  i t  i s  a s u m m a r y  o f  m y  

c o m m e n t s  a t  a w o r k s h o p  o n  e c o n o m i c  g r o w t h  i n  t h e  W e s t  

. i n  L o s  A n g e l e s  i n  A u g u s t .

S E N A T O R  R A D E R :  A n d  t h a t  w i l l  b e  E x h i b i t  No. 12.

( W h e r e u p o n  E x h i b i t s  11 a n d  12 w e r e  d u l y  m a r k e d )

DR. T U S S I N G :  T h e  m o s t  i m p o r t a n t  c o n c l u s i o n s  o f  t h e  S t a t e

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

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

a n d  t h e y  a r e  t h e  f o l l o w i n g :  F i r s t l y ,  t h a t  E l  P a s o ' s

T r a n s - A l a s k a  p i p e l i n e  L N G  t a n k e r  s y s t e m  w o u l d ,  if i t  

c o u l d  b e  a p p r o v e d ,  f i n a n c e d ,  a n d  b u i l t  a n d  o p e r a t e d  in 

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

g r e a t e s t  n e t  r e v e n u e s  t o  t h e  S t a t e  t r e a s u r y  a n d  t h e
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g r e a t e s t  incr.ease i n  A l a s k a  g r o s s  p r o d u c t ,  p e r s o n a l  

.income a n d  p o p u l a t i o n .  T h e  A l c a n  s y s t e m s  .impact w o u l d  

b e  s e c o n d  in t h e s e  r e s p e c t s  a n d  A r c t i c  G a s  t h i r d .

S e c o n d l y ,  w i t h  t h e  A r c t i c  G a s  s y s t e m ,  i f  i t  

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

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

l o w e s t  g a s  t r a n s p o r t a t i o n  c o s t s  t o  t h e  L o w e r  A H .  I n  t h i s  

r e s p e c t ,  t h e  A l c a n  s y s t e m  s e e m s  t o  b e  s e c o n d  b e s t  a n d  t h e  

L N G  s y s t e m  w o r s t  a m o n g  t h e  t h r e e .

T h e  T a s k  F o r c e  r e p o r t  m a k e s  o n e  o t h e r  c r u c i a l  

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

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

plans, t h e  A l c a n  s y s t e m  s e e m s  to b o  l e a s t  v u l n e r a b l e  to 

c o s t  a n d  s c h e d u l e  o v e r r u n s ,  a n d  A r c t i c  G a s  t h e  m o s t  

v u l n e r a b l e ,  w i t h  El P a s o  s o m e w h e r e  .in b e t w e e n .

B e c a u s e  of  t h e  q u e s t i o n a b l e  v i a b i l i t y  a n d  t h e  

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

S l o p e  g a s ,  t h e  p r o s p e c t  o f  s u b s t a n t i a l  o v e r r u n s  m a y  b e  

t h e  m o s t  c r i t i c a l  e c o n o m i c  i s s u e  in c h o o s i n g  a m o n g  t h e m .

M o v i n g  to t h e  c o n t r a c t s  f o r  a m o m e n t .  1 int-end 

t o  g e t  b a c k  t o  the p r o b l e m s  of f i n a n c i n g .  I m a k e  n o  

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

t h e s e  c o n t r a c t s .  T h e  m e m b e r s  s h o u l d  u n d e r s t a n d ,  h o w e v e r ,  

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

A l a s k a  o r  b y  t h e  t h r e e  p u r c h a s e r s  w h i c h  w i l l  p r o d u c e  a
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d e c i s i o n  i n  f a v o r  o f  a n  L N G  s y s t e m  u n l e s s  C a n a d a  m a k e s  

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

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

d e c i s i o n  i n  t h e  f o r e s e e a b l e  f u t u r e .

I p e r s o n a l l y  e x p e c t  a n  u n b r o k e n  c h a i n  of  d e c i s i o n s  

i n  t h e  U n i t e d  S t a t e s  i n  f a v o r  o f  A r c t i c  G a s  b y  t h e  F P C  

s t a f f ,  J u d g e  L i t t ,  t h e  F e d e r a l  P o w e r  C o m m i s s i o n  a n d  

P r e s i d e n t  C a r t e r ,  b a s e d  u p o n  t h e  r e c o r d  i n  t h e  FPC' h e a r i n c  

a n d  t h e  i n v e s t i g a t i o n s  o f  o t h e r  f e d e r a l  a g e n c i e s .  I d o  .. 

n o t  m e a n  t o  i m p l y  t h a t  A r c t i c  G a s  i s  c e r t a i n  t o  b e  a p ­

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

A r c t i c  G a s  m o m e n t u m  i s  t o  b e  b r o k e n ,  i t  w i l l  n o t  b e  t h e  

r e s u l t  o f  a n y  d o m e s t i c  p o l i t i c k i n g ,  b u t  o f  s o m e  o b j e c t i v e  

d e v e l o p m e n t .  F o r  e x a m p l e ,  a c l e a r  s i g n a l  o f  C a n a d i a n

*
i n t e n t i o n s  o n e  w a y  o r  a n o t h e r .  W h i l e  it  i s  r e m o t e l y  

p o s s i b l e  t h a t  E l  P a s o  o r  A l c a n  m i g h t  g e t  a n  i m p o r t a n t  

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

i n c o n c e i v a b l e  is t h a t  t h e  U n i t e d  S t a t e s  C o n g r e s s  w o u l d  

o v e r t u r n  a p r e s x d e n t i a l  d e t e r m i n a t i o n  i n  f a v o r  of a 

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

j u d g m e n t  i n  f a v o r  o f  a n  L N G  s y s t e m .

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

o f  v i e w  o f  t h e  o v e r l a n d  p i p e l i n e  s y s t e m  a s  Jivailable is sc 

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

o f  s u c h  a s y s t e m  in p r e f e r e n c e  to a n  L N G  s y s t e m  is s o
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o v e r w h e l m i n g  .that t h e  n u m b e r  o f  C o n g r e s s m e n ,  t h e  n u m b e r  

o f  S t a t e  U t i l i t y  C o m m i s s i o n s  a n d  t h e  n u m b e r  o f  G o v e r n o r s  

t h a t  t h e  p u r c h a s e r s  w i l l  b e  a b l e  to m o v e  o n  t h i s  is o n l y  

a s m a l l  t i m e  f r a c t i o n  o f  t h e  e x i s t i n g  l e a d  t h a t  A r c t i c  

G a s  h a s  i n  t h i s  m a t t e r .

I t h i n k  that; i t  is i n s t r u c t i v e  t h a t  i n  E l  P a s o ' s  

p r i n c i p a l  m a r k e t  a r e a  t h a t  t h e r e  is  v i r t u a l l y  n o  s u p p o r t  

f o r  i t s  p r o j e c t  a n d  i n  f a c t  g r e a t  . s k e p t i c i s m  a b o u t  E l  

P a s o ' s  p r o j e c t  f o r  a n u m b e r  o f  r e a s o n s ,  n o t  l e a s t  t h a t  the 

g a s  d i s t r i b u t o r s  d o  n o t  w a n t  to b e  e x c l u s i v e l y  d e p e n d e n t  

u p o n  E.1 P a s o ,  a s  t h e y  w o u l d  be, f o r  a l l  t h e  g a s  e n t e r i n g  

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

S t a t e  o f  C a l i f o r n i a  t o  b e  e x c l u s i v e l y  d e p e n d e n t  o n  a 

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

c o u l d  b e  i n t e r r u p t e d  by, f o r  e x a m p l e ,  a f i r e  a t  V a l d e z ,  

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

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

w a r d  i n t o  m a r k e t s  or, f o r  e x a m p l e ,  i n  t h e  T e n n e c o  a n d  

S o u t h e r n  s y s t e m s ,  f o r  e x a m p l e .

T h e r e  i s  s i m p l y  n o  p o s s i b i l i t y ,  i n  m y  j u d g m e n t ,  

t h a t  C o n g r e s s  w o u l d  e n d o r s e  an L U G  s y s t e m .  P a r t i c u l a r l y  

i n  t h e  f a c e  o f  t h e  c o l d  w a v e  t h a t  lias n o w  c o n f r o n t e d  t h e  

M i d w e s t  a n d  t h e  E a s t  a n d  w h i c h  w i l l  h a v e  r e i n f o r c e d  i t s  

d e t e r m i n a t i o n  t o  gel; d i r e c t  d e l i v e r v  o f  g a s ,  a n d  i n  v i e w  

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

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

p l a c e  f o r  t h e  oil.

T h e s e  a r e  c i r c u m s t a n c e s  t h a t  —  t h e r e  is n o t h i n g  

w h i c h  t h e  S t a t e  o f  A l a s k a  c a n  d o  t o  c h a n g e .  I b e l i e v e  it 

is c l e a r  t h e  U n i t e d  S t a t e s  w i l l  f a v o r  a n  o v e r l a n d  p i p e l i n e  

t h r o u g h  C a n a d a .  It  a l s o  s e e m s  l i k e l y ,  t h a t  r i g h t l y  o r  

w r o n g l y ,  t h e  F e d e r a l  P o w e r  C o m m i s s i o n ,  t h e  A d m i n i s t r a t i o n ,  

a n d  C o n g r e s s  w i l l  a c c e p t  A r c t i c  G a s  a r g u m e n t  t h a t  an  e a r l y  

a t t a c h m e n t  o f  t h e  M a c k e n z i e  r e s e r v e s  is in t h e  U n i t e d  

S t a t e s '  i n t e r e s t  a n d  t h a t  t h e  M a c k e n z i e  r o u t e  h a s  s i g n i f­

i c a n t  e c o n o m i e s  o f  s c a l e  c o m p a r e d  to t h e  p r o p o s e d  A l c a n  

s y s t e m .  But, t h e  d e c i s i o n  w i l l  in f a c t  be  m a d e  in C a n a d a ,  

n o t  in t h e  U n i t e d  S t a t e s .  T h e  U n i t e d  S t a t e s  w i l l  a c c e p t  

ar.y o v e r l a n d  s y s t e m  t h a t  C a n a d a  is w i l l i n g  to b u i l d  in 

p r e f e r e n c e  to a n y  a l t e r n a t i v e  s y s t e m .

C a n a d a ' s  o r d e r s  o f  p r e f e r e n c e  b e t w e e n  t h e  M a c k e n z i e  

a n d  A l c a n  r o u t e s  a r e  n o t  so cl e a r .  T h e r e  a r e  a n u m b e r  

o f  r e a s o n s  w h y  t h e  A l c a n  s y s t e m  m a y  m a k e  m o r e  s e n s e  t o  

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

c o u p l e  p a r a g r a p h s  o f  m y  a r t i c l e  in " N o r t h e r n  P e r s p e c t i v e s "  

o n  s o m e  of  t h e  C a n a d i a n  r e a s o n s  f o r  favor.inq an  A l c a n  

s y s t e m .

" T h e  p r o b a b l e  r e c e p t i o n  o f  a n y  A l c a n  p r o p o s a l  b y  

C a n a d i a n  a u t h o r i t i e s  h a s  b e e n  a m o s t  d i f f i c u l t  i s s u e  to
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f o r e c a s t .  A  m a j o r  a p p e a l  o f  t h e  A r c t i c  G a s  p r o j e c t  is 

p u r p o r t e d l y  i t s  e a r l y  (if n o t  n e c e s s a r i l y  m o r e  e c o n o m i c a l )  

a t t a c h m e n t  to  t h e  M a c k e n z i e  r e s e r v e s .  W i t h o u t  this 

f e a t u r e ,  i t  m a y  b e  a s k e d ,  w h a t  is t h e  a d v a n t a g e  to C a n a d a  

o f  a c c o m m o d a t i n g  t h e  U n i t e d  S t a t e s  in m o v i n g  A l a s k a  g a s ? "

" T h e  a t t a c h m e n t  o f  t h e  M a c k e n z i e  r e s e r v e s  ma y ,  o n  

t h e  o t h e r  h a n d ,  b e  s e e n  a s  a m a j o r  d i s a d v a n t a g e  o f  t h e  X  

A r c t i c  G a s  s y s t e m ,  f r o m  a t  l e a s t  o n e  C a n a d i a n  s t a n d p o i n t .  

T h e r e  is n o  p a r t i c u l a r  r e a s o n  w h y  C a n a d a  s h o u l d  n o t  a c­

c o m m o d a t e  t h e  U n i t e d  S t a t e s  w i t h  a t r a n s i t  l i n e  a c r o s s  

C a n a d i a n  t e r r i t o r y ;  a f t e r  all, a s u b s t a n t i a l  p o r t i o n  of  

C a n a d a ' s  o i l  a n d  g a s  s u p p l i e s  t r a n s i t s  the U n i t e d  S t a t e s .  

T h e r e  w o u l d  s e e m  to b e  l i t t l e  o b j e c t i o n  in C a n a d a  on 

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

A m e r i c a n  o r  a C a n a d i a n - o w n e d  p i p e l i n e  a c r o s s  C a n a d a .

T h e  M a c k e n z i e  p r o j e c t ,  in  c o n t r a s t ,  r a i s e s  t h e  i s s u e  of 

a n  A m e r i c a n - d o m i n a t e d  c o n s o r t i u m  d e v e l o p i n g  an i m p o r t a n t  

f r o n t i e r  a r e a  o f  C a n a d a .  T h e  f a c t  t h a t  a n  e a r l y  M a c k e n z i e  

c o n n e c t i o n  is b e i n g  j u s t i f i e d  in the U n i t e d  S t a t e s  b y  t h e  

( d o u b t f u l )  p r o p o s i t i o n  t h a t  it w o u l d  l e a d  to g r e a t e r  

C a n a d i a n  e x p o r t s  to t h e  U n i t e d  S t a t e s  a g g r a v a t e s  its 

p o t e n t i a l  d i f f i c u l t i e s  in C a n a d a .  B o t h  i t s  t i m e t a b l e  a n d  

l o g i s t i c s  w o u l d  b e  d i c t a t e d  b y  t h e  c o n v e n i e n c e  of the 

A m e r i c a n  i n t e r e s t s .  T h e  n a t i v e  c l a i m s  a n d  e n v i r o n m e n t a l  

c o m p l i c a t i o n s  o f  t h i s  r o u t e  a r e  w e l l  k n o w n . "
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A n d  i n c i d e n t a l l y ,  I e x p e c t  t h a t  J u s t i c e  B e r g e r ,  

w h o  is t h e  c o m m i s s i o n e r  f o r  t h e  C a n a d i a n  g o v e r n m e n t  in 

e x a m i n i n g  n a t i v e  c l a i m s  a n d  e n v i r o n m e n t a l  i m p l i c a t i o n s  

of t h e  M a c k e n z i e  p i p e l i n e ,  w i l l  c o m e  o u t  s t r o n g l y  a g a i n s t  

th e  A r c t i c  G a s  p r o p o s a l  a n d  a g a i n s t  a n y  m a j o r  p i p e l i n e  

d e v e l o p m e n t  i n  t h e  A r c t i c  p e n d i n g  the s e t t l e m e n t  o f  t h e  

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

r e s o l v a b l e  e n v i r o n m e n t a l  issu e s .  H e  w i l l  p o i n t  ou t ,  I 

b e l i e v e ,  t h a t  n e i t h e r  o f  t h e s e  o b j e c t i o n s  is n e a r l y  so 

s t r o n g  w i t h  r e s p e c t  to  a p i p e l i n e  t h r o u g h  t h e  Y u k o n  

T e r r i t o r y  a l o n g  t h e  A l c a n  route.

" T h e  60 t r i l l i o n  c u b i c  f e e t  o f  p r o v e d  r e s e r v e s  

i n  t h e  w e s t e r n  p r o v i n c e s " ,  I t h i n k  i t ' s  n o w  a b o u t  62 

t r i l l i o n  c u b i c  f e e t  in A l b e r t a , " a r e  e n o u g h  t o  s u s t a i n  

t h e  e x p e c t e d  g r o w t h  o f  C a n a d i a n  d e m a n d  p l u s  p r e s e n t  e x p o r t "  

c o m m i t m e n t s  " f o r  a b o u t  t e n  yea r s .  T h i s  w o u l d  b e  t h e  c a s e  

e v e n  if t h e r e  w e r e  n o  f u r t h e r  d i s c o v e r i e s "  in C a n a d a ,  " b u t  

r e c e n t  e x p l o r a t o r y  r e s u l t s  in A l b e r t a  h a v e  b e e n  r a t h e r  

e n c o u r a g i n g ,  m o r e  so in f a c t  t h a n  in t h e  d e l t a  a r e a .  F o r  

t h i s  r e a s o n  a d e c i s i o n  o n  an A r c t i c  p i p e l i n e  c a r r i e s  m u c h  

l e s s  u r g e n c y  f o r  C a n a d a  t h a n  it d o e s  f o r  t h e  U n i t e d  S t a t e s .

In o t h e r  w o r d s ,  C a n a d a  d o e s  n o t  n e e d  a p i p e l i n e  

c o n n e c t i o n  to  i t s  f r o n t i e r  a r e a s  for ten o r  e l e v e n  y e a r s  

e v e n  if t h e r e  w e r e  n o  f u r t h e r  —  t o  b e  n o  f u r t h e r  d i s ­

c o v e r i e s  in A l b e r t a  o r  B r i t i s h  C o l u m b i a .
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" M o r e  i m p o r t a n t l y ,  h o w e v e r ,  a d e c i s i o n  t o d a y  in 

f a v o u r  o f  i m m e d i a t e  d e v e l o p m e n t  of  t h e  M a c k e n z i e  D e l t a -  

B e a u f o r t  S e a  r e g i o n  c a n  b e  s e e n  to  p r e j u d i c e  w h e t h e r  t h a t  

r e g i o n  o r  t h e  A r c t i c  I s l a n d s  (w h e r e  r e c e n t  e x p l o r a t i o n  

s e e m s  t o  h a v e  b e e n  m o r e  s u c c e s s f u l )  s h a l l  b e  d e v e l o p e d  

f i r s t .  E i t h e r  p r o j e c t  c o u l d  s t r a i n  t h e  c a p a c i t y  of 

d o m e s t i c  c a p i t a l  m a r k e t s  so t h a t  s i m u l t a n e o u s  c o n s t r u c t i o n  

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

o w n e r s h i p  is a l m o s t  o u t  o f  the q u e s t i o n . "

A n d  I g o  o n  t o  s a y  t h a t  it is n o t  o b v i o u s  w h i c h  

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

"A d e c i s i o n  in f a v o u r  o f  A r c t i c  G a s  w o u l d "  "be a r e l u c t a n t  

one".;- I t  w o u l d  h a v e  to b e  in t h e  f a c e  o f  a f i r m  d e c i s i o n  

b y  J u s t i c e  B e r g e r  w h o  in a s e n s e  o c c u p i e s  a s i m i l a r  

p o s i t i o n  as J u d g e  L i t t  in t h e  p r o c e d u r e s  in t h e  U n i t e d  

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

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

b y  a l a r g e  b o d y  o f  C a n a d i a n  o p i n i o n . "

A s  y o u  p r o b a b l y  k n o w ,  t h e  T r u d e a u  g o v e r n m e n t  f a c e s  

a n  e l e c t i o n  n o  l a t e r  t h a n  t h e  f a l l  o f  1978. T h e  l i b e r a l  

p a r t y  is in g r e a t  t r o u b l e ,  T r u d e a u  is v e r y  u n p o p u l a r  at 

t h e  p r e s e n t  t i m e  n n d  to run o v e r  t h e  N a t i v e s  a n d  t h e  

e n v i r o n m e n t a l i s t s  a t  this ti m e  in f a v o r  o f  a n  A r c t i c  G a s  

p i p e l i n e  is p r o b a b l y  u n l i k e l y ,  it w o u l d  b e  a v e r y  i m­

p o l i t i c .  S o  t h e r e  is o n  t h e  o t h e r  h a n d  a n d  I h a v e  a b s o l u t e
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c o n f i d e n c e  i n  t h i s ,  t h e r e  is a d e t e r m i n a t i o n  a t  t h e  

h i g h e s t  l e v e l s  of  t h e  C a n a d i a n  g o v e r n m e n t  t o  w o r k  o u t  

s o m e  j o i n t  a c c o m m o d a t i o n  w i t h  t h e  U n i t e d  S t a t e s  f o r  

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

o i l  a n d  g a s .  A n d  I b e l i e v e  t h a t  t h e  A l c a n  p r o p o s a l  o f f e r s  

a v e r y  i m p o r t a n t  w a y  o u t  f o r  t h e  C a n a d i a n  g o v e r n m e n t  of  

i t s  w a y  o u t  o f  i t s  d i l e m m a .

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

o f  t h e  T r a n s - A l a s k a 'P i p e l i n e ,  t h e  o n l y  s e r i o u s  s u b s t a n t i v e  

a r g u m e n t  f o r  t h e  E l  P a s o  s y s t e m  f r o m  a n a t i o n a l  s t a n d­

po i n t ,  t h e  o n l y  o n e  t h a t  h a s  a n y  c r e d i b i l i t y  is t h a t  

C a n a d a  wi. n o t  l i c e n s e  an  o v e r l a n d  p i p e l i n e  u n d e r  t e r m s  

a c c e p t a b l e  t o  t h e  U n i t e d  S t a t e s .  O n l y  C a n a d a  c a n  p r o v e  

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

A d m i n i s t r a t i o n  a n d  C o n g r e s s  a r e  g o i n g  t o  w a i t  f o r  this.

N o w  t h e  —  I d o  n o t  w a n t  t o  say t h a t  t h e r e  is 

n o  c h a n c e  f o r  a T r a n s - A l a s k a  p i p e l i n e .  T h e r e  is n o  

c h a n c e  f o r  a T r a n s - A l a s k a  p i p e l i n e  so l o n g  a s  t h e r e  is 

a c h a n c e  o f  a T r a n s - C a n a d a  p i p e l i n e  a n d  t h e r e  is n o t h i n g  

t h a t  A l a s k a  o r  E l  P a s o  or  a n y  o f  t h e  p u r c h a s e r s  c a n  d o  

t o  i n f l u e n c e  t h e  d e c i s i o n  f r o m  t h e  U n i t e d  S t a t e s  .in t h a t  

r e s p e c t .

T h e  c o r o l l a r y  p r o p o s i t i o n  a d v a n c e d  b y  E l  P a s o  

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

a c c e p t a b l e  t e r m s  for an  i n t e r n a t i o n a l  p i p e l i n e  b e c a u s e
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i t s  t r e a t i e s  d o n ' t  b i n d  t h e  p r o v i n c e s  is w i t h o u t  m e r i t  • 

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

B r i t i s h  C o l u m b i a  a n d  A l b e r t a  h a v e  e x p r e s s e d  t h e i r  i n­

i n t e n t i o n  to  l a y  t h i s  q u e s t i o n  t o  r e s t  t o  t h e  e x t e n t  

t h a t  t h e  C a n a d i a n  f e d e r a l  g o v e r n m e n t  c a n n o t  b i n d  t h e  

p r o v i n c e s .  T h e  p r o v i n c e s  h a v e  i n d e p e n d e n t  a u t h o r i t y  to 

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

C o l u m b i a  R i v e r  t r e a t y  w i l l  r e c a l l  t h a t  i t  is a t r e a t y  

b e t w e e n  —  o r  a m o n g  t h e  U n i t e d  S t a t e s ,  C a n a d a  a n d  t h e  

p r o v i n c e  o f  B r i t i s h  C o l u m b i a .  B o t h  Premier' L o u g h e e d  o f  

A l b e r t a  a n d  P r e m i e r  B e n n e t t  o f  B r i t i s h  C o l u m b i a  h a v e  m a d e  

it  a b s o l u t e l y  c l e a r  t h a t  t h e y  h a v e  n o  o b j e c t i o n  to j o i n i n c  

in a n y  p r o t o c o l  p r o v i d i n g  f o r  n o n d i s c r i m i n a t o r y  t r e a t m e n t ,  

t a x a t i o n ,  r e g u l a t i o n ,  a n d  f o r  t h a t  m a t t e r  a c o m p l e t e  

q u i t c l a i m  of  r e g u l a t o r y  j u r i s d i c t i o n  o v e r  a t r a n s i t  p i p e ­

l i n e  t h a t  c a r r i e s  U n i t e d  S t a t e s  gas. S o  I t h i n k  t h a t  

t h a t  i s s u e  is t o t a l l y  a r e d  h e r r i n g .

T h e  s c e n a r i o  I see d e v e l o p i n g  o n  t h e  a p p r o v a l  o f  

t h e  p i p e l i n e  - -  o r  on t h e  d e t e r m i n a t i o n  o f  a p i p e l i n e  

r o u t e  is t h a t  t h e  F e d e r a l  P o w e r  C o m m i s s i o n  w i l l  f i n d  in 

f a v o r  o f  A r c t i c  Ga s ,  a l o n g  the s a m e  l i n e s  a s  J u d g e  L i t t ' s  

f i n d i n g ,  o n  t h e  b a s i s  t h a t  it is e n v i r o n m e n t a l l y  s u p e r i o r  

o n  t h e  b a s i s  t h a t  'results • in l o w e r  c o s t  to c o n s u m e r s ,  

the b a s i s  i t  c a n  b e  b u i l t  f a s t e r ,  t h a t  it is m o r e  e a s i l y  

e x p a n s i b l e ,  a n d  t h e  w h o l e  r a n g e  t h a t  t h e  F e d e r a l  P o w e r
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C o m m i s s i o n  w i l l  f i n d  it s u p e r i o r  in e v e r y  r e s p e c t .

A t  a b o u t  t h e  s a m e  t i m e  t h e  B e r g e r  C_ lission

f i n d i n g s  i n  e f f e c t  v e t o i n g  A r c t i c  G a s  w i l l  c o m e  o u t  in 

C a n a d a .  N o w  j f  y o u ' l l  r e c a l l  t h e  l a n g u a g e  o f  t h e  A l a s k a  

N a t u r a l  G a s  T r a n s p o r t a t i o n  A c t ,  it s a y s  t h e  p r e s i d e n t i a l  

d e t e r m i n a t i o n  —  t h e  F P C  r e c o m m e n d a t i o n ,  the p r e s i d e n t i a l  

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

C a n a d a  h a s  r e a c h e d  a d e c i s i o n  o n  this.

W h a t  t h e  F P C  d e c i s i o n  f o r  A r c t i c  G a s  a n d  t h e

B e r g e r  d e c i s i o n  a g a i n s t  A r c t i c  G a s  w i l l  t r i g g e r  is 

n e g o t i a t i o n s  b e t w e e n  t h e  U n i t e d  S t a t e s  a n d  C a n a d i a n  

g o v e r n m e n t  a n d  a m o n g  t h e  v a r ^ ' u s  p r o p o n e n t s  o f  g a s  p i p e­

l i n e  s y s t e m s  t o  s e e  w h a t  k i n d  o f  s y s t e m  c a n  —  is a g r e e­

a b l e  t o  a l l  t h e  p a r t i e s .  A n d  it  s e e m s  t o  m e  t h a t  t h e

s y s t e m  t h a t  is g o i n g  t o  b e  m o s t  a c c e p t a b l e  to  a l l  t h e  

p a r t i e s  is a s y s t e m  a l o n g  t h e  A l c a n  H i g h w a y  b u t  d e p a r t i n g  

in s o m e  d e g r e e  f r o m  N o r t h w e s t ' s  a n d  W e s t  C o a s t ' s  s t r a t e g y  

f o r  t h a t .  In o t h e r  v o r d s  i t  w o u l d  b e  a h i g h e r  c a p a c i t y  

p i p e l i n e  t h a n  e n v i s i o n e d  b y  t h e  s p o n s o r s .  A s  —  o n e  

c o m b i n a t i o n  w o u l d  b e  to u s e  E l  P a s o ' s  e n g i n e e r i n g  a n d  

p i p e l i n e  d e s i g n  f o r  t h e  n o r t h e r n  p a r t  o f  t h e  route.

E l  P a s o  b e l i e v e s  t h a t  w i t h  h i g h  p r e s s u r e ,  w i t h  1670 p s i  

t h e y  c a n  move, u p  to 3 1/2 b c f  a d a y  t h r o u g h  a 42 i n c h

p i p e .  I t h i n k  t h a t  a 42 i n c h  p i p e  is o n e  o f  the

s t r o n g e s t  e l e m e n t s  in the A l c a n  d e s i g n  b e c a u s e  t h a t  is
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x

t h e  k i n d  o f  p i p e  t h a t  c a n  b e  r e r o l l e d  in e x i s t i n g  N o r t h  

A m e r i c a n  f a c i l i t i e s .

A  d i s a d v a n t a g e  o f  t h e  A r c t i c  49 i n c h  s c h e m e  is 

t h a t  it r e q u i r e s  t h e  b u i l d i n g  of  a n e w  p l a n t  b y  S t e l c o  

for- t h e  p r o d u c t i o n  of t h a t  p i p e  a n d  i t  i n t r o d u c e s  a n o t h e r  

—  j u s t  a n o t h e r  o f  a w h o l e  s e r i e s  of u n c e r t a i n t i e s  i n t o

w h a t  I b e l i e v e  is an o v e r s i z e d  —  a l r e a d y  an o v e r s i z e d
*

p r o j e c t .

S o  r e t u r n i n g  a g a i n  t o  t h e  c o n t r a c t s ,  I d o  n o t  

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

o f  i t s  g o a l  b y  s e l l i n g  the g a s  now. I w i l l  —  in r e s p o n s e  

t o  q u e s t i o n s  I ' d  b e  w i l l i n g  t o  e l a b o r a t e  o n  w h a t  I t h i n k  

t h e  s i g n i f i c a n c e  o f  t h e s e  c o n t r a c t s  are, b u t  I w o u l d  

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

t h i n k  s o m e  of  t h e  p r o b l e m s  o f  b u i l d i n g  a n d  f i n a n c i n g  a n  

A r c t i c  G a s  p i p e l i n e  are, r e g a r d l e s s  o f  w h o  b u i l t  it.

T h e r e  —  t h e s e  p r o j e c t s  a r e  e n o r m o u s l y  r i s k y  n o  

m a t t e r  w h a t  t h e  s p o n s o r s  a n d  t h e i r  f i n a n c i a l  a d v i s o r s  say. 

T h e i r  a b i l i t y  t o  b e  f i n a n c e d  in c o n v e n t i o n a l  —  b y  

c o n v e n t i o n a l  p r i v a t e  m e a n s  is e x t r e m e l y  s u s p e c t .  A n d  

t h a t  —  I ' m  s u r e  t h a t  W h i t e w e l l ' s  r e p r e s e n t a t i o n  t o  

E l  P a s o  a n d  the f i n a n c i a l  a d v i s o r ' s  r e p r e s e n t a t i o n s  to 

A r c t i c  G a s  a n d  to N o r t h w e s t  a r e  q u a l i f i e d  in  t h e  s a m e  way. 

T h a t  is, i f  y o u  g e t  as m u c h  g a s  as y o u  s a y  y o u  a r e  g o i n g  

t o  m o v e  t h r o u g h  t h i s  s y s t e m  a n d  if y o u r  c o s t s  a r e  t h e
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.costs t h a t  y o u r  e n g i n e e r s  say y o u  w i l l  h a v e  a n d  y o u r  

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

a n d  if y o u  d o  g e t  a l l  t h e  n e c e s s a r y  a p p r o v a l s ,  t h e n  the 

f i n a n c i a l  —  a n d  y o u  d o  g e t  t h e  a l l  e v e n t s  f u l l  c o s t  of 

s e r v i c e  t a r i f f  f r o m  t h e  F e d e r a l  P o w e r  C o m m i s s i o n  a n d  the 

s t a t e  u t i l i t i e s  t h a t  g o v e r n  t h e  d i s t r i b u t o r s  —  or the 

c u s t o m e r s  o f  t h e  s y s t e m ,  t h e n  y o u  c a n  f i n a n c e  t h i s  

’-.hrough c o n v e n t i o n a l  p r o j e c t  f i n a n c i n g .

W h a t  I w o u l d  q u e s t i o n  is w h e t h e r  a l l  t h o s e  —  

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

t h e  i n s u r a n c e  c o m p a n y ' s  p e n s i o n  f u n d s  a n d  t h e  o t h e r  

i n s t i t u t i o n a l  i n v e s t o r s  t h a t  h a v e  t o  b u y  t h i s  p i p e l i n e  

w o u l d  b e  w i l l i n g  to r i s k  w h a t  m a y  be  T e n . t o  T w e n t y  B i l l i o n  

D o l l a r s  in f i n a n c i n q .

In the f i r s t  p l a c e ,  t h e r e  is u n c e r t a i n t y  a b o u t  

t h e  g a s  s u p p l y .  N o w  t h e  —  I b e l i e v e  t h e  S t a t e ' s  

r e s e r v i o r  e n g i n e e r s  p r o j e c t  a p r o b a b l e  p r o d u c t i o n ,  

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

2 b c f  a day. N o w  t h a t  is a b o u t  o r  p e r h a p s  b e l o w  the 

m i n i m u m  t h r e s h o l d  of A r c t i c  a n d  El  P a s o .  T h a t  is a b o u t  

t h e  d e s i g n  t h r e s h o l d  for Alcan..

N o w  it is c o n c e i v a b l e  t h a t  a f t e r  t w o  o r  t h r e e  

y e a r s  e x p e r i e n c e  in o i l  p r o d u c t i o n  t h e  A l a s k a  c o n s e r v a t i o n  

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

n o t  in t h e  S t a t e ' s  i n t e r e s t ,  t h a t  the l o s s  of  o i l  —  the
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v a l u e  o f  t h e  o i l  f o r e g o n e  b y  t h a t  p r o d u c t i o n  is g r e a t e r  

t h a n  t h e  v a l u e  o f  t h e  g a s  p r o d u c e d .  N o b o d y  k n o w s  w h a t  

t h i s  is g o i n g  to be. T h e  f a c t  t h a t  a l l  t h e  producers: 

a n d  t h e  S t a t e  of A l a s k a  a n d  t h e  gas p u r c h a s e r s  all 

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

i s n ' t  g o o d  e n o u g h  for t h e  l e n d e r s .  T h e y  h a v e  to h a v e  

s o m e  n o t i o n  of  w h a t  t h e  l i k e l i h o o d  —  t h e  d o w n s i d e  

l i k e l i h o o d  is. A n d  the d o w n s i d e  l i k e l i h o o d  —  if t h e r e  

is o n l y  a t e n  p e r c e n t  c h a n c e  t h a t  p r o d u c t i o n  w i l l  be 

1.6 b c f  p e r  d a y  a n d  1.6 b c f  p e r  d a y  is n o t  e n o u g h  to 

g u a r a n t e e  t h e  p a y m e n t  of t h e  d e b t  o n  th i s  p i p e l i n e ,  

t h e n  y o u  j u s t  w o n ' t  b e  a b l e  to g o  i n t o  t h e  c a p i t a l  m a r k e t .  

W e  h a v e  t h e  p r o b l e m  o f  d e l a y s  in c a p i t a l  c o s t  o v e r r u n s .  

A c t u a l  c o n s t r u c t i o n  c o s t s  m a y  e x c e e d  e s t i m a t e d  c o s t s  by 

s u b s t a n t i a l l y  m o r e  ^ a n  t h e y  a f f e c t  g e n e r a l  i n f l a t i o n .

T w o  y e a r s  ago, w i t h  the h e l p  o f  t h e  L i b r a r y  of  

C o n g r e s s ,  I d i d  s o m e  r e s e a r c h  o n  t h i s  a n d  w a s  u n a b l e  to 

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

p r o j e c t  in t h e  U n i t e d  S t a t e s  o v e r  t h e  l a s t  t e n  y e a r s  

w h i c h  h a d  n o t  e x c e e d e d  its i n i t i a l  e n g i n e e r i n g  c o s t  

e s t i m a t e s  b y  a f a c t o r  of  l e s s  t h a n  two. A n d  the e x p e r i e n e  

in N o r t h  A m e r i c a  w i t h  b i g  c u s t o m - e n g i n e e r e d  c o n s t r u c t i o n  

p r o j e c t s  h a s  b e e n  that t h e y  t y p i c a l l y  c o s t  t w o  o r  t h r e e  

t i m e s  t h e i r  o r i g i n a l  p r o j e c t i o n s ,  e v e n  i n c l u d i n g  an 

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

f i g u r e . - T h a t  is, so m a n y  c u b i c  y a r d s  o f  c e m e n t  at so 

m a n y  d o l l a r s  a c u b i c  y a r d  t o  a r e a l i s t i c  f i g u r e .  " T h e y  

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

r a t e s  a n d  in t h e  p r i c e s  o f  s p e c i f i c  m a t e r i a l s " ,  a n d  t h e  

i n f l a t i o n  r a t e s  f o r  t h o s e  s p e c i f i c  m a t e r i a l s ,  "but t h e y  

d o n ' t  t a k e  i n t o  a c c o u n t  t h e  f a c t  t h a t  h u g e  p r o j e c t s ,  

p a r t i c u l a r l y  i f  t h e y  i n v o l v e  n e w  t e c h n o l o g y " ,  as b o t h  

s y s t e m s  do, b o t h  A r c t i c  a n d  El P a s o  d o e s ,  "or a r e m o t e  

c o n s t r u c t i o n  s i t e , "  a n d  t h i s  w o u l d  a p p l y  m o r e  to A r c t i c ,  

" u s u a l l y  d o n ' t  w o r k  the f i r s t  t i m e  a r o u n d ,  n o r  th a t  b o t h  

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

m i n d s  s e v e r a l  t i m e s  in the c o u r s e  o f  c o n s t r u c t i o n .  T h e  

c o s t  e n g i n e e r s  d o n ' t  a p p r e c i a t e  t h a t  s u c h  p r o j e c t s  a r e  

u s u a l l y  c l u m s i l y  m a n a g e d  a n d  a r e  s u b j e c t  to  a n u m b e r  o f  

r e - o r g a n i z a t i o n s  d u r i n g  t h e i r  d e s i g n  a n d  c o n s t r u c t i o n .

T h e y  d o n ' t  a l l o w  f o r  t h e  f a c t  t h a t  m a t e r i a l s  and e q u i p m e n t  

a r e  a l w a y s  l a t e  a n d  o f t e n  m i s - s p e c i f i e d  o r  d e f e c tive,"' 

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

a b n o r m a l  l a b o u r  c o s t  i n c r e a s e s .  B e c a u s e  o f  t h e i r  s i z e  

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

p--essure," a n d  "to f e a t h e r b e d d i n g ,  a n d "  a l s o  "to 

r a c k e t e e r i n g ."

A n d  I n e e d n ' t  g o  i n t o  g r e a t  l e n g t h s  o n  the 

p r o b l e m s  of  t h e  T r a n s - A l a s k a  o i l  p i p l e l i n e ,  w h i c h  w i l l  —
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w h o s e  c o s t s  w i l l  e x c e e d  b y  t e n  t i m e s  t h e  i n i t i a l  e s t i m a t e s  

b y  t h e  s p o n s o r i n g  c o m p a n i e s .  I d o  n o t  p r o j e c t  a t e n  t i m e  

o v e r r u n  f o r  A r c t i c  G a s  b u t  I t h i n k  t h a t  a d o u b l i n g  of  

t h e i r  p r e s e n t  p r o j e c t i o n s  w o u l d  n o t  b e  an  u n r e a s o n a b l e  

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

N o r t h  A m e r i c a .  L e t ' s  a s s u m e  t h a t  A r c t i c  G a s  o r  t h a t  El  

P a s o ' s  p r o j e c t  w o u l d  c o s t  T w e n t y  B i l l i o n  D o l l a r s  a n d  t h a t  

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

t h a t  t h e  i n v e s t o r s  s h o u l d  r e c e i v e  a 15 p e r c e n t  p r e - t a x  

r a t e  o f  r e t u r n  on  t o t a l "  i n v e s t m e n t s .  " U n d e r  a c o n v e n t i o n  

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

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

f i x e d  c o s t s .  O n  a d i s c o u n t e d  c a s h  f l o w  b a s i s "  w h i c h  is 

a m o r e  r a t i o n a l  f i n a n c i a l  w a y  o f  l o o k i n g  at it  b u t  is n o t  

c u s t o m a r y  i n  u t i l i t y  a c c o u n t i n g ,  "the a n n u a l  f i x e d  c h a r g e  

w o u l d  b e  a b o u t  $ 3 . 2  b i l l i o n . "

B u t  " w i t h  a t h r o u g h p u t " ,  o f  a b o u t  "a t r i l l i o n  c u b i c  

f e e t "  a year,- t h a t  is a b o u t  t h r e e  bcf, "we a r e  t a l k i n g "  

a b o u t  " $ 3 . 2 0  t o  $ 4 . 0 0  p e r  t h o u s a n d  c u b i c  f e e t "  for 

t r a n s p o r t a t i o n  c o s t s  al o n e .  If less g a s  c a n  b e  d e l i v e r e d ,  

i f  w e  a r e  t a l k i n g  a b o u t  t w o  b c f  a day, w e  a r e  t a l k i n g  

a b o u t  F i v e  to  S e v e n  D o l l a r s  a t h o u s a n d  c u b i c  feet. N o w  

" t h i s  c h a r g e  d o e s n ' t  i n c l u d e  the c o s t  o f  d e v e l o p i n g  t h e  

g a s  f i e l d s ,  a n y  r e t u r n  to t h e  p r o d u c e r s , "  to t h e  r o y a l t y  

o w n e r s ,  a n y " o p e r a t i n g  c o s t s  or" a n y  " c o s t s  of  d i s t r i b u t i o n
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N o w  b o t h  El  P a s o  a n d  A r c t i c  i n s i s t  t h a t  t h e  

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

f e a t u r e .  N o w  n o t  e v e r y b o d y  a g r e e s  w i t h  t h i s  a n d  i n  f a c t  

n o n e  o f  t h e  g o v e r n m e n t  s p o n s o r e d  s t u d i e s  —  t h e  A e r o s p a c e  

— . F E A  s t u d y  e s t i m a t e d  t h a t  "no m a r k e t  f o r  P r u d h o e  B a y  

g a s  w o u l d  e x i s t  in 1 385 at a ' city g a t e '  p r i c e  e x c e e d i n g  

$ 2 . 4 0  p e r  m i l l i o n  B T U  (in 1 9 7 5  d o l l a r s ) .  T h e  I n t e r i o r  

D e p a r t m e n t ' s  s t u d y  r e a c h e s  a s i m i l a r  c o n c l u s i o n . "  N o w  • 

t h i s  p r i c e  y o u  a r e  a l m o s t  c e r t a i n  to  get, " e v e n  w i t h o u t  

i m p l a u s i b l y  l a r g e  c o s t  o v e r r u n s  o r  s h o r t f a l l s "  in the 

g a s  d i s t r i b u t i o n  s y s t e m .

N o w ,  " o n e  a s s u m p t i o n  of" t h e s e  " s t u d i e s  m e n t i o n e d "  

"is thc.t n a t u r a l  g a s "  p r i c e s  h a v e  b e e n  d e c o n t r o l l e d ,

" a n d  t h a t  t h e  A l a s k a  g a s  is" t h e r e f o r e  " p r i c e d  i n c r e m e n t a l

I n c i d e n t a l l y ,  t h e  —  I d o n ' t  w a n t  to s p e n d  a l o t  

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

w o u l d  i n c r e a s e  o r  r e d u c e  the p r i c e  o f  A l a s k a  gas. I 

t h i n k  t h e r e  is a v e r y  s t r o n g  c a s e  for e x p e c t i n g  t h a t  it 

w o u l d  m a k e  A l a s k a  g a s  le s s  v a l u a b l e  f o r  a n u m b e r  o f  

r e a s o n s .  D e r e g u l a t i o n  w o u l d  i n c r e a s e  t h e  p r i c e  of  g a s  

in t h e  L o w e r  48 a n d  t h e r e f o r e  r e d u c e  c o n s u m p t i o n  in t h e  

L o w e r  48, i n c r e a s e  p r o d u c t i o n  f r o m  t h e  L o w e r  48 a n d  r e d u c e  

t h e  g a p  —  t h e  s h o r t a g e .

It  w o u l d  a l s o  r e d u c e  the a m o u n t  o f  l o w  p r i c e d  g a s  

t h a t  t h e  p i p e l i n e s  and d i s t r i b u t o r s  g e t  w h i c h  t h e y  can
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r o l l  t o g e t h e r  w i t h  e x p e n s i v e  g a s  t o  c o m e  o u t  w i t h  a 

p r i c e  t h a t  s a t i s f i e s  t h e i r  c o n s u m e r s .  N o w  I d o n ' t  w a n t  

to p r e d i c t  a b s o l u t e l y  t h a t  d e r e g u l a t i o n  w o u l d  m a k e  A l a s k a  

g a s  l e s s  v a l u a b l e ,  b u t  I t h i n k  t h a t  that.', s t h e  p r o b a b l e  

e f f e c t ,  t h a t  b y  e a s i n g  t h e  g a s  s h o r t a g e  in  t h e  L o w e r  48, 

t h e y  m a k e  it l e s s  w i l l i n g  for gas d i s t r i b u t o r s  to  p a y  

m o r e  f o r  t h a t  g a s  t h a n  i t  is w o r t h  at t h e  b u r n e r  tip.

W h a t  it is w o r t h  at t h e  b u r n e r  t i p  t o  the a v e r a g e  

c o n s u m e r  i s  r o u g h l y  t h e  p r i c e  o f  f u e l  oil. N o w  t h e r e  is 

s o m e  c o n s u m e r s  t h a t  w i l l  p a y  s u b s t a n t i a l l y  m o r e  and so m e  

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

s o  on. B u t  t h e  a v e r a g e  c o n s u m e r  is c o m p e t i n g  w i t h  fuel 

o i l .  In  a d e r e g u l a t e d  m a r k e t ,  a f t e r  a f e w  years, y o u ' l l  

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

f o r  g a s  b e c a u s e  t h e y  d o n ' t  h a v e  a n y  c h e a p  g a s  to a v e r a g e  

it w i t h .

So, a n y w a y  t h e r e  a r e  m a r k e t  x-isks —  t h e r e  a r e  

g a s  s u p p l y  r i s k s ,  m a r k e t  r i s k s ,  c o s t  o v e r r u n  risks, and 

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

o t h e r  i n s t i t u t i o n a l  i s s u e s ,  t h i n g s  l i k e  n a t i v e  c l a i m s  in 

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

a n y  s o r t  o f  t e r m i n a l  in C a l i f o r n i a .  I h a v e  l o o k e d  a t  

t h i s  p r o b l e m  a g a i n  for s e v e r a l  d i f f e r e n t  a g e n c i e s  a n d  I 

w o u l d n ' t  c o u n t  o n  a n y  p r o p o s a l  w h i c h  r e q u i r e s  a m a j o r  

t e r m i n a l  in C a l i f o r n i a  a t  t h i s  t i m e  u n t i l  t h e r e  is a
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s u b s t a n t i a l  c h a n g e  i n  t h e  i n t e r n a l  i n s t i t u t i o n s  o f  t h a t  

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

s h i p s  .

It  m a y  b e  t h a t  t h e r e  is j u s t  n o  w a y  to  p u t  a 

m a j o r  t e r m i n a l  i n  C a l i f o r n i a .  A n y w a y  y o u  h a v e  t h e s e  

p r o b l e m s ,  s o  y o u  h a v e  t h e  —  s o  t h e s e  r i s k s  g e n e r a t e  the 

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

" T h e  f i n a n c i a l  c o n s e q u e n c e s  o f  the r i s k s  I h a v e  

l i s t e d  a r e  m a g n i f i e d  b y  t h e  f a c t  t h a t  neither"' E l  P a s o  

n o r  A r c t i c ' " c a n  b e  b u i l t  in s m a l l e r  s e l f - s u s t a i n i n g  

s t a g e s . "  E a c h  is a t o t a l  " i n t e g r a t e d  s y s t e m  w h i c h "  w i l l  

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

c o m p l e t e d .  " M o s t  o f  t h e  c a p i t a l  i n v e s t e d " ,  t h a t  is 

T e n  t o  T w e n t y  B i l l i o n  D o l l a r s  o r  m o r e ,  w i l l  b e  e x p o s e d  

to  a l l  t h e  r i s k  f a c t o r s  for t h e  e n t i r e  p l a n n i n g  a n d  

c o n s t r u c t i o n  p e r i o d .

N o w  p r i v a t e  l e n d e r s  " s i m p l y  w i l l  n o t  a c c e p t  t h e  

r i s k s  o f  t h i s  s o r t ,  a n d  n e i t h e r  p r o j e c t ' s  s p o n s o r s  a r e  

f i n a n c i a l l y  l a r g e  e n o u g h  to c a r r y  them, e v e n  if t h e y  w e r e  

w i l l i n g  t o  d o  so", a n d  t h e y  a r e  n o t  w i l l i n g  t o  d o  so. A l l  

o f  t h e  p r o j e c t s  p r o p  >se-.an "a l l  e v e n t s "  t a r i f f  in w h i c h  

t h e  s p o n s o r s  w o u l d  b e  g u a r a n t e e d  a r e t u r n  o n  e q u i t y ,  as 

w e l l  as a r e t u r n  t o  d e b t  s e r v i c e ,  w h e t h e r  o r  n o t  a n y  g a s  

is e v e r  c a r r i e d  b y  t h e i r  p r o j e c t .

E l  P a s o  p r o p o s e s  to u s e  f e d e r a l  lo a n  g u a r a n t e e s
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a n d  A r c t i c  h a s  t a l k e d  a b o u t  f e d e r a l  i n d e m n i f i c a t i o n  

for o v e r r u n s .  B u t ,  n e i t h e r  t h e  " full c o s t  o f  s e r v i c e  

a l l - e v e n t s  t a r i f f s "  n o r  g o v e r n m e n t  g u a r a n t e e s  are p r e s e n t l y  

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

w i t h o u t  s o m e  s o r t  o f  g o v e r n m e n t  b a c k u p .  A n d  th i s  is 

s o m e t h i n g  t h a t  I t h i n k  is i n d e p e n d e n t  o f  t h e  n u m b e r s  y o u  

c o m e  o u t  w i t h  on a n y  p a r t i c u l a r  thing.

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

I t h i n k  t h a t  all t h e  s p o n s o r s  a r e  —  e x p e c t  they w i l l  

u l t i m a t e l y  h a v e  t o  go to t h e  f e d e r a l  t r o u g h  e i t h e r  f o r  a 

s u b s i d y  o r  a l o a n  g u a r a n t e e ,  w h i c h  is t h e  s a m e  t h i n g  as 

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

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

T h e  P r e s i d e n t ,  w h e n  he m a k e s  h i s  r e c o m m e n d a t i o n s , 

or  t h e  P r e s i d e n t  in h i s  n e g o t i a t i o n s  w i t h  C a n a d a ,  a r e  

g o i n g  to  h a v e  to c o m e  u p  w i t h  s o m e t h i n g  t h a t  can be 

f i n a n c e d .

N o w ,  t u r n i n g  to J u d g e  L i t t ' s  c o n c l u s i o n s  on this, 

J u d g e  L i t t  i s  in e f f e c t  a s k i n g  s o m e b o d y  to b u i l d  an o v e r­

s i z e d  p i p e l i n e  on s p e c u l a t i o n .  He is s a y i n g  t h a t  in v i e w  

o f  t h e  v a s t  a m o u n t  —  the v a s t  p o t e n t i a l  o f  the N o r t h  

S l o p e ,  a l l  t h e  w a y  f r o m  P e t  F o u r  t h r o u g h  t h e  S t a t e  l e a s e s ,  

t h r o u g h  the w i l d l i f e  r a n g e ,  t h r o u g h  the B e a u f o r t  S e a  a n d  tljie 

M a c k e n z i e  D e l t a ,  t h e r e  m a y  h e  a v a s t  a m o u n t  o f  g a s  a n d  

i t  is w a s t e f u l  to b u i l d  a m i n i m u m  s c a l e  s y s t e m  ns A l c a n
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I

p r o p o s e s ,  s i m p l y  t o  h a n d l e  m o s t - e c o n o m i c a l l y  the g a s  

t h a t  w e  k n o w  for c e r t a i n  c a n  b e  p r o d u c e d .  B u t ,  h e  is 

a s k i n g  s o m e b o d y  to  t a k e  t h e  r i s k  a n d  t h e  s o m e b o d y  is 

b a s i c a l l y  t h e  i n v e s t m e n t  c o m m u n i t y  t h a t  is n o t  g o i n g  t o  

t a k e  t h e  r i sk, e v e n  i f  t h e  p r o b a b i l i t y  t h a t  t h e  t h r o u g h­

p u t s  n e c e s s a r y  for A r c t i c  G a s  a r e  —  say e v e n  if it is 

a n i n e t y  p e r c e n t  p r o b a b i l i t y  t h a t  A r c t i c  G a s  is v i a b l e ,  

T h e n  h e  t u r n s  a r o u n d  a n d  s a y s , " w e l l ,  the oil 

c o m p a n i e s  o u g h t  t o  t a k e  t h i s  risk." W e l l ,  t h e  o i l  

c o m p a n i e s  a r e  n o t  in t h i s  b u s i n e s s .  T h e  o i l  —  h e  is 

a s k i n g  t h e  o i l  c o m p a n i e s  t o  p u t  T h r e e ,  F o u r ,  F i v e  B i l l i o n  

D o l l a r s  o n  t o p  of t h e  F o u r  to S e v e n  B i l l i o n  D o l l a r s  it 

is g o i n g  to t a k e  t o  d e v e l o p  the f i e l d  to p r o d u c e  the gas. 

H e  i s  a s k i n g  t h e m  t o  p u t  it —  to t a k e  m o n e y  t h a t  t h e y  

- 1  u s e  in h i g h  r e t u r n  r i s k y  v e n t u r e s  a n d  p u t  it i n t o  

an  o p e r a t i o n  t h a t  is g o i n g  t o  h a v e  a p u b l i c  u t i l i t y  r a t e  

o f  r e t u r n ,  w h e r e  t h e i r  g o i n g  t o  be c o n s t r a i n e d  to m a k e  

n i n e  p e r c e n t  o r  s o m e t h i n g  l i k e  that. A n d  i t  ju s t  i s n ' t  

g o i n g  t o  h a p p e n .  I t  is a n  a p p e a l  t o  p a t r i o t i s m  o r  ■ 

a l t r u i s m  o r  s o m e t h i n g  l i k e  t h a t  t h a t  is c o m p l e t e l y  u n ­

r e a l i s t i c .

If J u d g e  L i t t  a n d  the F e d e r a l  P o w e r  C o m m i s s i o n  

a n d  t h e  P r e s i d e n t  w a n t  a b i g  d i a m e t e r ,  h i g h  p r e s s u r e  

p i p e l i n e  f r o m  t h e  N o r t h  S l o p e ,  t h e y  a r e  g o i n g  to  h a v e  

t o  g e t  t h e  A m e r i c a n  p e o p l e  to p a y  f o r  it a n d  to a c c e p t
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t h e  r i s k s  t h r o u g h  t h e  p o l i t i c a l  s y s t e m  a n d  t h e r e  is 

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

t a r i f f  as  l o n g  as t h e  p r o b a b i l i t i e s  a r e  g o o d ,  as l o n g  

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

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

is n o t  g o i n g  t o  h a p p e n  t h a t  w a y .  T h e  P u b l i c  U t i l i t y  

C o m m i s s i o n s  d o n ' t  t h i n k  t h e  r i s k s  j u s t i f y  it, t h e y  d o n ' t  

l i k e  t h e  i d e a  of s o c i a l i z i n g  p r i v a t e  r i s k  in a s i t u a t i o n  

w h e r e  t h e  i n v e s t o r s  a r e  g u a r a n t e e d  t h e i r  r e t u r n  w h i l e  

t h e  c o n s u m e r s  a n d  t h e  p u b l i c  t a k e  —  h a v e  t h e  d o w n s i d e  

r i s k s .  So, w h e n  t h e  P r e s i d e n t  o f  t h e  U n i t e d  S t a t e s  a n d  

t h e  P r e m i e r  o f  C a n a d a  g e t  t o g e t h e r  t o  f i g u r e  o u t  w h a t  

t h e  s y s t e m  is g o i n g  t o  be, t h e y  a r e  g o i n g  to h a v e  to 

l o o k  h a r d  a t  the f i n a n c i n g  a n d  "the o t h e r  system.

No w ,  l o o k i n g  a t  t h e  f a u l t s  of t h e  A l c a n  s y s t e m ,  

t h e r e  is s o m e t h i n g  f r o m  t h e  p o i n t  o f  v i e w  o f  the F e d e r a l  

P o w e r  C o m m i s s i o n .  It s e e m s  t o  m e  t h a t  t h i s  p r i n c i p a l  

f a u l t  c a n  e a s i l y  b e  r e s o l v e d .  It is d e s i r a b l e  to h a v e  

a f o r t y - t w o  nch p i p e  b e c a u s e  t h a t  p i p e  c a n  be b u i l t  a n d  

c a n  be  r o l l e d  in p r e s e n t  m i l l s  a n d  its —  t h e  t e c h n o l o g y  

is a l o t  m o r e  p r a c t i c a b l e .

F.1 P a s o  b e l i e v e s  t h a t  it c a n  r u n  a l o t  o f  g a s  

t h r o u g h  —  a l o t  m o r e  g a s  at a h i g h e r  p r e s s u r e  t h r o u g h  

t h e  p i p e .  If t h e  A l c a n  p e o p l e  w e r e  g r a n t e d  a c e r t i f i c a t e  

o n  t h e  c o n d i t i o n  t h e y  w o u l d  p u t  in a h e a v y  g u a g e  p i p e  .

T A K U  R E P O R T E R S
O P P O S IT IO N S  •  H E A R IN G S  •  G E N E R A L  R E P O R T IN G

J U N E A U . A l-ASKA  U U 8 0 I

AGO 9 3 5 7 0 4



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

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

i n c r e m e n t a l  c o s t s  w o u l d  b e  r e l a t i v e l y  small.

I t h i n k  t h e s e  t h i n g s  c a n  b e  s e t t l e d  b u t  t h e y  

p r o b a b l y  h a v e  t o  b e  s e t t l e d  in n e g o t i a t i o n s .  It s e e m s  

t o  m e  in c o n c l u s i o n  t h a t  n o n e  of  t h e  s y s t e m s  a s  p r e s e n t l y  

p r o p o s e d  a n d  n o n e  o f  t h e  f i n a n c i n g  a r r a n g e m e n t s  a r e  

p r e s e n t l y  v i a b l e ,  a n d  t h a t  w e  h a v e  y e t  to s e e  the l a s t  

o f  t h e  c o m b i n a t i o n s  a n d  p e r m u t a t i o n s .  I w o u l d  say, 

h o w e v e r ,  t h a t  t h e r e  is n o t h i n g  t h e  S t a t e  o f  A l a s k a  c a n  

d o  to  a d v a n c e  a T r a n s - A l a s k a  P i p e l i n e  L N G  s y s t e m  w i t h i n  

t h e  U.S. p o l i t i c a l  s y s t e m .  If t h e r e  is g o i n g  to b e  

s u c h  a s y s t e m ,  it w i l l  b e  s e l e c t e d  b y  t h e  C a n a d i a n s  

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

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

r o u t e  or  a n o t h e r .

S E N A T O R  R A D E R :  R e p r e s e n t a t i v e  M e e k i n s ?

REP. M E E K I N S :  I d o n ' t  k n o w  e x a c t l y  w h e r e  to b e g i n .

S E N A T O R  R A D E R :  M a y b e  a m o t i o n  t o  a d j o u r n .  A s  a m a t t e r  o f

f a c t  w e  s h o u l d  h a v e  a r e c e s s  m o t i o n .  L e t ' s  t a k e  a 

r e c e s s  h e r e  f o r  t e n  m i n u t e s .

( W h e r e u p o n  t h e  h e a r i n g  w a s  r e c e s s e d  a t  

4 : 0 0  p.m. a n d  r e c o n v e n e d  at 4:15 p . m.)

S E N A T O R  R A D E R :  T h e  C o m m i t t e e  w i l l  c o m e  b a c k  t o  o r d e r .

D u r i n g  t h e  r e c e s s  w e  h a d  s e v e r a l  c o n f e r e n c e s  a n d  w e
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■decided t h a t  n o ' m a t t e r  w h a t  w e  did, w e  w o u l d  h a v e  lo t s  

o f  a u t h o r i t y  f o r  d o i n g  it. So, a n d  t h a t  i n c l u d e s  

n o t h i n g ,  I g u e s s .  A s  I r e c a l l ,  R e p r e s e n t a t i v e  M e e k i n s ,  

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

R E P . ' M E E K I N S :  T h a n k  y o u ,  Mr. C h a i r m a n .  I h a t e  to t r y  to

c h a r a c t e r i z e  w h a t  y o u  s a i d ,  b u t  a s  I u n d e r s t a n d  it, y o u  

s a y  t h a t  w h i l e  it is c l e a r  t h a t  t h e  El P a s o  line provides: 

g r e a t  b e n e f i t s  to t h e  S t a t e ,  t h a t  in y o u r  v i e w  i t  s e e m s  

v e r y  c l e a r  t h a t  t h e  c o n t r a c t s  th a t  w e r e  —  t h a t  a r e  t h e  

s u b j e c t  o f  t h i s  —  o f  t h e s e  c o m m i t t e e s  a r e  i r r e l e v a n t  

to t h e  d e c i s i o n  u p o n  w h i c h  —  a b o u t  w h i c h  g a s l i n e  w i l l  

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

m a d e  in  C a n a d a .  If t h a t  is t h e  c a s e  a n d  if it is as_-clei 

to  y o u  as  it s e e m e d  in y o u r  p r e s e n t a t i o n ,  h o w  do  y o u  

e x p l a i n  t h e  f a c t  t h a t  a d m i n i s t r a t i o n  e x p e r t s  say the 

o p p o s i t e ?  <\ . .. v . ’• i t ?

DR. TUSSING:.. W e l l ,  I t h i n k  t h a t  m a y  b e  m o r e  y o u r  s p e c i a l i t y  

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

a n  'internal A l a s k a  p o l i t i c a l  p u r p o s e .  S u p p o s e  y o u  w e r e  

t h e  G o v e r n o r  a n d  y o u  h a d  b e c o m e  a n d  y o u  w e r e  u n d e r  

a s s a u l t  f r o m  O M A R  a n d  t h e  A n c h o r a g e  T i m e s  a n d  f r o m  t h e  

A n c h o r a g e  b u s i n e s s  c o m m u n i t y  for n o t  h a v i n g  g i v e n  o n e  

h u n d r e d  p e r c e n t  s u p p o r t  to  e v e r y t h i n g  t h a t  t h e  El  P a s o  

e n t h u s i a s t s  w a n t e d .  A n d  s u p p o s e  as G o v e r n o r  y o u  w e r e  

a l s o  c o n v i n c e d  b y  y o u r  o w n  i n v e s t i g a t i o n s  t h a t  E l  P a s o

T A K U  R E P O R T E R S
O P P O S IT IO N S  •  M E A N IN G S  * G E N E R A L  R E P O R T IN G

J U N E A U . A L A S K A  991)01

AGO 9 3 5 7 0 6



1 b 

\ b '

' ~~~.......  .......... — *------------ ------

1 h a d  v e r y  l i t t l e  c h a n c e  a n d  y o u ' r e  —  y o u  w o u l d  p r o b a b l y

; 2 b e  c o n c e r n e d  t h a t  w h e n  A r c t i c  G a s  g o t  t h e  f i n a l  nod

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

4 t h a t  it  is o n l y  b e c a u s e  y o u  d i d n ' t  s e l l  t h e  r o y a l t y  gas,

i 5 or  i t s  o n l y  b e c a u s e  y o u  m a d e  t h e s e  n o i s e s  a b o u t  A l c a n

G b e i n g  a n  a c c e p t a b l e  s e c o n d  c h o i c e  a n d  t h a t  y o u  d i d n ' t

7 d u m p  a l l  o v e r  t h e  C a n a d i a n s  l i k e  w e  w a n t e d  to.

8 W e l l ,  i t  w o u l d  s e e m  t h a t  it  w o u l d  b e  a n  a s t u t e

• 9 p o l i t i c a l  m o v e  t o  g o  a h e a d  a n d  c a l l  e v e r y b o d y ' s  bl u f f .

<• 10 Y o u  w i l l  r e c a l l  t h a t  t h e  L e g i s l a t u r e  a l m o s t  u n a n i m o u s l y ,

11 u n d e r  t h e  l e a d e r s h i p  o f  S e n a t o r  R a d e r ,  u r g e d  t h e  —  in

I 12 f act, d e m a n d e d  t h a t  t h e  a d m i n i s t r a t i o n  go  a h e a d  and d o

13 this. Scv t h e  G o v e r n o r  n o w  c a n  c o m e  b a c k  t o  the L e g i s­

14 l a t u r e  w i t h  w h a t  I t h i n k  is r e a l l y  a c o n t r a c t  t h a t  d o e s n ' t

15 m e a n  a n y t h i n g  f o r  t h e  —

lfi REP. M E E K I N S :  Is t h i s  t h e  h y p o t h e t i c a l  G o v e r n o r ?

17 DR. T U S S I N G :  Yes, t h i s  is t h e  h y p o t h e t i c a l  G o v e r n o r .  H e

18 n o w  c o m e s  b a c k  to t h e  L e g i s l a t u r e  w i t h  t h i s  c a n  of w o r m s .

i
19 S E N A T O R  R A D E R :  A  r e a l i s t i c  c a n  o f  w o r m s ,  h u h ?

20 REP. M E E K I N S :  A n d  a r e a l  L e g i s l a t u r e .

21 DR. T U S S I N G :  A n d  y o u  l o o k  a t  it a n d  y o u  d e c i d e  t h e r e  is s o m e

n o
£*mj p r o b l e m s  w i t h  it, t h a t  t h e  S t a t e  m a y  g i v e  u p  t o o  m u c h  in

23 it a n d  I t h i n k  t h a t  Mr. M o o d y  a n d  Dr. S w a n s o n  h a v e  s o m e

24 v a l i d  c r i t i c i s m s  —  t e c h n i c a l  c r i t i c i s m s  of  t h e  c o n t r a c t

25 o r  t h a t  m a y b e  y o u  s h o u l d n ' t  h a v e  s o l d  a l l  the gas, o r  a
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w h o l e  s e r i e s  o f  r e a s o n s .  Or, y o u  m a y  n o t  b e  c o n v i n c e d  

t h a t  y o u  a r e  b u y i n g  a n y  p o l i t i c a l  i n f l u e n c e .  But, w h a t  

h a p p e n s  if y o u  v o t e  i t  d o w n ?  A n d  s a y  —  w h e r e  is t h e  

f i n g e r  g o i n g  t o  p o i n t  w h e n  A r c t i c  G a s  gets-.approved? '.El 

P a s o  c a n  s a y  —  p i c k  u p  its m a r b l e s  a n d  g o  h o m e  o r  s o m e­

t h i n g  l i k e  t h a t .  It b e c o m e s  a r e a l  p s y c h o l o g i c a l  b l o w ,  

a t  l e a s t  w i t h i n  A l a s k a ,  t o  t h e  El P a s o  e f f o r t .  And, y o u  

g uys, b y  v o t i n g  t h i s  t h i n g  d o w n  b e a r  the o n u s . ’ . Y o u ' r e  

t h e  o n e s  w h o  d e f e a t e d  t h e  T r a n s - A l a s k a  G a s  P i p e l i n e .

If y o u  p a s s  it, t h i s  h y p o t h e t i c a l  G o v e r n o r  h a s  

e x e r c i s e d  h i s  l e a d e r s h i p  o v e r  t h i s  h y p o t h e t i c a l  f r a c t i o u s  

a n d  u n d i s c i p l i n e d  D e m o c r a t i c  L e g i s l a t u r e  a n d  c a r r i e d  t h e  

b a l l  f o r  A l a s k a .  A n d ,  w h e n  a n d  if A r c t i c  g e t s  the a p ­

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

and, i n  f a c t  m o r e  t h a n  a n y b o d y  r e a s o n a b l y  e x p e c t e d  h i m  

to do. H e  htis d o n e  j u s t  w h a t  the e n t h u s i a s t s  for El P a s o  

—  w h a t  O M A R  h a s  b e e n  s a y i n g  he s h o u l d  d o  a l l  along. T h e y  

c a n ' t  f a u l t  h i m  o n  t h a t .  He  h a s  m a n a g e d  t o  c a r r y  a l o n g  

t h e s e  l e g i s l a t o r s  w h o  w e r e  r i d i n g  o f f  .in e v e r y  d i r e c t i o n .  

So, t h a t  —  t h a t  is w h a t  I t h i n k  t h e  f u n d a m e n t a l  s i g n i f i­

c a n c e  o f  t h e s e  c o n t r a c t s  a r e  a n d  t h a t  is w h y  I say I a m  

n o t  s i t t i n g  in y o u r  seat:, so T w o n ' t  —  a n d  I ' m  p r o b a b l y  

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

y o u r  s e a t s .  A n d  so I w o n ' t  a d v i s e  y o u  --- I w o n ' t  a d v i s e  

y o u  o f  w h a t  y o u  a r e  d o i n g .
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S E N A T O R  RADER': R e p r e s e n t a t i v e  M e e k i n s  s t i l l  h a s  t h e  f l o o r .

REP. M E E K I N S :  Mr. C h a i r m a n ,  I j u s t  w a n t  t o  t h a n k  y o u  f o r

p o i n t i n g  t h a t  ou t .  I n e v e r  w o u l d  h a v e  t h o u g h t  o f  it. I 

w o u l d  a l s o  l i k e  y o u  t o  d i r e c t  h i m  to b e  m o r e  f o r t h r i g h t .

S E N A T O R  R A D E R :  Q u i t  b e a t i n g  a r o u n d  t h e  b u s h ,  no w .  S e n a t o r

C o l l e t t a ?

S E N A T O R  C O L L E T T A :  Ye s .  Dr. T u s s i n g ,  y o u  k n o w  t h a t  o p e n e d

a n  a r e a  that, s i n c e  y o u  a r e  v e n t u r i n g  o p i n i o n s ,  it  s e e m s  

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

r a t h e r  t h a n  t h e  e c o n o m i c  o n e s  t h a t  a f f e c t  t h e  line. Y o u  

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

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

l e v e l  t h e y  w a n t  u n a n i m i t y  of s u p p o r t  for t h i s  line.

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

o f  y o u r  a n s w e r  t o  t h e  l a s t  q u e s t i o n ,  t h a t  a l l  o f  us a r e  

p l a y i n g  a g a m e  a n d  i s n ' t  the p a r a l l e l  to t h i s  l i n e  

i d e n t i c a l  t o  t h e  o i l  l i n e  t h a t  c a m e  t o  A l a s k a  o n  a o n e  

v o t e  m e a s u r e ?

Y o u  k n o w ,  I c a n ' t  h e l p  b u t  infer, a t  l e a s t  in m y  

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

w h a t  w e  d o  o r  t h e  c o n g r e s s i o n a l  d e l e g a t i o n  d o e s ,  n o t  o n l y  

A l a s k a n s ,  t h a t  t h i s  d e c i s i o n  w i l l  b e  m a d e  b y  t w o  b e i n g s  

a n d  t h e y  d o n ' t  n e e d  us, w e ' r e  p l a y i n g  the g a m e  a n d  I 

w o u l d  s u g g e s t  t h a t  is w r o n g .  I t a k e  o f f e n s e  to it, 

b e c a u s e  in t h e  o i l  l i n e  t h e r e  w e r e  t h o s e  p e o p l e  w h o  f e l t
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v e r y  s t r o n g l y  t h a t  p o s s i b 3 y  a r o u t e  o t h e r  t h a n  t h r o u g h  

A l a s k a  w a s  b e n e f i c i a l  a n d  s t o o d  u p  a n d  t o o k  t h e  flak.

A n d  I w o u l d  s u g g e s t  t h a t  in t h i s  b o d y  r i g h t  h e r e  t h e r e  

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

a l l  A l a s k a n  r o u t e  is t h e  w a y  t o  go.

I r e a l l y  t a k e  g r e a t  o f f e n s e  t h a t  y o u  a r e  l u m p i n g  

u s  i n t o  p l a y i n g  a show, a n d  t h a t  i s n ' t  t r ue.

DR. T U S S I N G :  W e l l ,  l e t  m e  d e a l  w i t h  t h e  f i r s t  q u e s t i o n  —

o r  t h e  s e c o n d  q u e s t i o n ,  a n d  t h a t  is t h e  p a r a l l e l  w i t h  

t h e  A l a s k a  o i l  p i p e l i n e .  I d o n ' t  s e e  a s i g n i f i c a n t  

p a r a l l e l .  In t h a t  c a s e  t h e r e  w a s  o n l y  o n e  p r o p o s i t i o n  

b e f o r e  t h e  C o n g r e s s .  T h e r e  w e r e  n o  r e s p o n s i b l e  c o r p o r a t e  

s p o n s o r s  f o r  a T r a n s - C a n a d a  p i p e l i n e .  T h e r e  w a s  the 

u n a n i m o u s  s u p p o r t ,  t h e  S t a t e  o f  A l a s k a ,  t h e  o i l  c o m p a n i e s  

a n d  t h e  a d m i n i s t r a t i o n  b e h i n d  t h a t  p r o p o s a l .  Y e t  t h e  

o p p o s i t i o n  t o  it  m a n a g e d  to m o b i l i z e  s o m e t h i n g  l i k e  

f o r t y - t w o  v o t e s  for a C a n a d i a n  a l t e r n a t i v e  w h i c h  d i d n ' t  

e x i s t .

N o w ,  w e  h a v e  an e n t i r e l y  d i f f e r e n t  s i t u a t i o n .

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

s p o n s o r s h i p ,  the w e i g h t  of  t h e  a g e n c y  e n d o r s e m e n t s  w i t h i n  

th e  f e d e r a l  g o v e r n m e n t  a r e  a l l  w i t h  t h e  T r a n s - C a n a d a  

s y s t e m .  T h e  m o m e n t u m  is there. W h e n  t h e  T r a n s - A l a s k a  

P i p e l i n e  b i l l  w a s  b e f o r e  the C o n g r e s s  in 1 9 7 3  it w a s  

r i g h t  a t  t h e  h e i g h t  o f  the A r a b  e m b a r g o  a n d  i t  w a s  t h e
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o n l y  t h i n g  t h e r e  t h a t  C o n g r e s s  c o u l d  p o s s i b l y  r a t i f y .  

A n d ,  i t  —  t h e r e  is s o m e  q u e s t i o n  o f  w h e t h e r  it w o u l d  

h a v e  g o n e  t h r o u g h  w i t h o u t  all t h a t  —  w i t h o u t  a l l  t h o s e  

p r e c o n d i t i o n s .  N o w  t h e  m o m e n t u m ,  t h e  e s t a b l i s h m e n t ,  

t h e  r o u t e  t o  b e  a z o i c  —  a n d  i t ' s  g o t  a f a r  h i g h e r  —  

it s t a r t s  w i t h  a f a r  h i g h e r  p r o p o r t i o n  of s u p p o r t ,  

d e s p i t e  t h e  f a c t  t h a t  it h a s  g o t  r e s p o n s i b l e  c o r p o r a t e  

o p p o s i t i o n  a n d  it h a s  g o t  t h e  S t a t e  o f  A l a s k a  a n d  a 

n u m b e r  o f  o t h e r  e n t i t i e s  o p p o s e d  t o  it. I t  s t a r t s  —  

A r c t i c  s t a r t s  s t r o n g e r  in  C o n g r e s s  t h a n  t h e  T r a n s - A l a s k a  

P i p e l i n e  —  o i l  p i p e l i n e  e v e r  g o t  in C o n g r e s s .  So, 

t h a t  I d o n ' t  t h i n k  it is p a r a l l e l .

N o w ,  g o i n g  t o  t h e  q u e s t i o n  o f  t h e  d e l e g a t i o n .

I h a t e  t o  —  I ' m  a l i t t l e  d i f f i d e n t  a b o u t  b e a t i n g  my

o w n  d r u m ,  b u t  o n  m a j o r  n a t i o n a l ,  p o l i t i c a l  q u e s t i o n s  

c o n c e r n i n g  A l a s k a ,  t h e  b i g g e s t  o n es, o u r  d e l e g a t i o n ,  

w h o e v e r  t h e y  h a v e  b e e n ,  w i t h  p e r h a p s  o n e  e x c e p t i o n ,  

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

b e e n  o n e  h u n d r e d  p e r c e n t  w r o n g  on  t h e s e  i s s u e s  a n d  I 

t h i n k  t h a t  I h a v e  g o t  a l i t t l e  b e t t e r  r e c o r d  o n  that.

G o i n g  b a c k ,  f o r  e x a m p l e ,  to t h e  q u e s t i o n  of 

w h e t h e r  t h e  S e c r e t a r y  o f  t h e  I n t e r i o r  c o u l d  o r  w o u l d  

l i f t  t h e  l a n d  f r e e z e  a n d  be a b l e  to  a u t h o r i z e  t h e  p i p e­

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

to a m o r e  f u n d a m e n t a l  issue, w h e t h e r  t h e r e  w a s  a n y  l e g a l
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m e r i t  o r  p o l i t i c a l  h o r s e p o w e r  n a t i o n a l l y  b e h i n d  t h e  

n a t i v e  claims.* T h a t  w e r e  —  w i t h  t h e  e x c e p t i o n  o f  t h e  

s e c o n d  i n  w h i c h  S e n a t o r  G r a v e l ,  w h e n  h e  d i d  c o m e  in in 

1 9 70, w a s  an  a d v o c a t e  o f  t h e  n a t i v e  c l a i m s ,  o u r  delegatiojn 

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

t h a t  t h i s  c o u l d  h o l d  u p  the p i p e l i n e  a n d  I w a s  p r a c t i c a l l y  

s t o n e d  o u t  o f  A n c h o r a g e  in 1 9 6 9  w h e n  I t o l d  t h e  C h a m b e r  

o f  C o m m e r c e  t h a t  t h e r e  c o u l d n ' t  b e  a n  o i l  p i p e l i n e  for 

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

to b e  d o n e .  W e l l ,  t h i s  w a s  a g a i n s t  t h e  u n a n i m o u s  

c o n s e n s u s  o f  o u r  a d m i n i s t r a t i o n  a n d  o u r  d e l e g a t i o n .

C o m e  a g a i n  t o  a b o u t  1972, w h e n  t h e  q u e s t i o n  o f  

t h e  d e s t i n a t i o n  of  t h e  o i l  a n d  t h e  W e s t  C o a s t  s u p p l y /  

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

i n d u s t r y ,  b y  t h e  f e d e r a l  a d m i n i s t r a t i o n ,  by  t h e  S t a t e  

a d m i n i s t r a t i o n  a n d  b y  o u r  d e l e g a t i o n  t h a t  d e m a n d  on  the 

W e s t  C o a s t  w o u l d  e x c e e d  p r o d u c t i o n ,  c o m b i n e d  C a l i f o r n i a  

a n d  A l a s k a  p r o d u c t i o n ,  a n d  t h a t  t h e  q u e s t i o n  of  e x p o r t s  

t o  J a p a n  w a s  n o t  a r e a l  q u e s t i o n  b e c a u s e  t h e r e  w o u l d  

n e v e r  b e  a s u r p l u s  o f  oil o n  t h e  W e s t  C o a s t .  A n d ,  a g a i n ,

I t h i n k  t h a t  I w a s  p r o b a b l y  a l o n e  i n  t h e  S t a t e  in 

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

O u r  d e l e g a t i o n  a n d  m o s t  A l a s k a  p u b l i c  o f f i c i a l s  

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

a r e a s  a n d  t h a t  is, t h a t  it is v e r y  e a s y  t o  b e l i e v e  o n e s
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o w n  p r o p a g a n d a ,  to  h a v e  w i s h f u l  t h i n k i n g .  Now, I c a n ' t  

b e l i e v e  t h a t  o u r  d e l e g a t i o n  r e a l l y  b e l i e v e s  t h a t  t h e r e  is 

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

v o t e  f o r  t h e  T r a n s - A l a s k a  p i p e l i n e .

I d o  k n o w  t h a t  i t  w o u l d  h u r t  t h e m  v e r y  b a d l y  

p o l i t i c a l l y  in  A l a s k a  to  c o m e  in a n d  d o  t h e  s a m e  k i n d  of 

t h i n g  I do, t h a t  is, d e l i v e r  t h e  b a d  n e w s .  A g a i n ,  I h a v e  

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

S e n a t o r  G r a v e l  b e c a u s e  I d o  t e l l  t h e  v o t e r s  a n d  the 

p o l i t i c i a n s  t h e  b a d  n e w s  r a t h e r  t h a n  t h e  g o o d  n ews. A n d  

so, I c a n ' t  g o  i n t o  t h e i r  h e a d s  a n d  s a y  w h y  is it t h a t  

t h e y  g i v e  u n a n i m o u s  s u p p o r t .  I j u s t  a s k  you, w h a t  w o u l d  

b e  t h e  p o l i t i c a l  —  w h a t  a r e  t h e  p o l i t i c a l  r i s k s  t o  t h e m  

o f  s a y i n g  t h e r e  is n o t h i n g  y o u  c a n  d o  t o  a d v a n c e  t h e  

T r a n s - A l a s k a  p i p e l i n e ,  b e t t e r  f o r g e t  it, b u d d y .  Y o u  

k n o w  w h a t  w o u l d  h a p p e n  t o  them, r e g a r d l e s s  of w h e t h e r  t h a t  

i s  t h e i r  b e s t  j u d g m e n t .  T h e r e  is n o  p o l i t i c a l  to t h e m  

a t  a l l  i n  s a y i n g ,  "Go, m a n ,  go. L e t ' s  d o  e v e r y t h i n g  w e  

c a n  f o r  E l  P a s o . "  So, I d o n ' t  k n o w  w h a t  —  y o u  k n o w ,  I 

d o n ' t  k n o w  w h a t  is in t h e i r  h e a d s  b u t  I d o n ' t  t h i n k  t h a t  

y o u  c a n  r e a l l y  w e i g h  t h e i r  s t a t e m e n t s  as an a c c u r a t e  

o b j e c t i v e  j u d g m e n t  o f  w h a t  is g o i n g  t o  h a p p e n  in the 

U n i t e d  S t a t e s  C o n g r e s s .

S E N A T O R  R A D E R :  A n y  f u r t h e r  q u e s t i o n s ?

REP. C H A T T E R T O N :  Yes.
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S E N A T O R  R A D E R :  Mr. C h a t t e r t o n ?

REP. C H A T T E R T O N :  T h a n k  y o u ,  Mr. C h a i r m a n .  Dr. T u s s i n g ,  I

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

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

i n d i c a t e d  i n  t h e  o r d e r  o f  e i g h t y  t o  e i g h t y  f i v e  p e r c e n t  

o f  t h e  c i t i z e n s  o f  A l a s k a  f a v o r e d  an a l l - A l a s k a  g a s  

l i n e .  A r e  y o u  s u g g e s t i n g  in t h e  c o m m e n t s  y o u  j u s t  m a d e  

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

o p i n i o n s ?

DR. T U S S I N G :  N o t  a t  all. I ' m  s a y i n g  t h a t  y o u  —  y o u  as

m e m b e r s  o f  t h e  L e g i s l a t u r e  h a v e  t o  m a k e  t h i s  j u d g m e n t  

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

o p i n i o n . a n d  t h e  w a y  y o u  j u d g e  w h a t s  r i g h t  a n d  w r o n g .

T h a t  is n o t  f o r  m e  t o  say. I s a i d  I w i l l  n o t  r e c o m m e n d

t h e  v o t e  o n e  w a y  o r  a n o t h e r . o n  t h is.

S E N A T O R  R A D E R :  R e p r e s e n t a t i v e  G r u e n i n g ?

REP. G R U E N I N G :  W e l l ,  t h i s  m a y  b e  a c l a r i f i c a t i o n  of

R e p r e s e n t a t i v e  C h a t t e r t o n ' s  q u e s t i o n ,  but, is p u b l i c  

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

c o n t r a c t s ?  A s  I u n d e r s t a n d  it, t h e  q u e s t i o n  b e f o r e  us 

is a p p r o v i n g  t h e s e  c o n t r a c t s  a n d  n o t  n e c e s s a r i l y  t h e  

s u p p o r t  o r  n o n - s u p p o r t  o f  the El P a s o  line. In y o u r  

t e s t i m o n y  t h e  t w o  a r e  n o t  n e c e s s a r i l y ,  i n  t e r m s  of a c t u a l  

e f f e c t ,  a r e  n o t  s y n o n y m o u s .

DR. T U S S I N G : • Is t h a t  a q u e s t i o n ?
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REP. G R U E N I N G :  Yes.

DR. T U S S I N G :  I d o n ' t  —  I a g r e e  w i t h  y o u  t h a t  the —  t h a t . i t

is p o s s i b l e  to b e  in f a v o r  o f  t h e  T r a n s - A l a s k a  p i p e l i n e

a n d  t o  b e  a g a i n s t  t h i s  c o n t r a c t ,  o r  s a y  to c o n c l u d e  t h a t  

t h i s  c o n t r a c t  d o e s n ' t  a f f e c t  t h e  o u t c o m e .

S E N A T O R  R A D E R :  R e p r e s e n t a t i v e  M i l e s  w a s  s e e k i n g  the floor.

REP. M I L E S :  Dr. T u s s i n g ,  y o u  i n d i c a t e d  t h a t  t h e r e  w a s  no

s u p p o r t  f o r  t h e  E l  P a s o  p r o j e c t  in its m a r k e t  area, I 

b e l i e v e .  A m  I c o r r e c t  t h e r e ?

DR. T U S S I N G :  No. I s a i d  t h e r e  is n o  s u b s t a n t i a l  s u p p o r t  in

C a l i f o r n i a .  I w a s  t a l k i n g  o f  C a l i f o r n i a ' s  p r i n c i p a l  

m a r k e t  a r e a .

REP. M I L E S :  J u s t  C a l i f o r n i a  o n l y ?

DR. T U S S I N G :  Yes.

REP. M I L E S :  I see. W e l l ,  t h i s  is a m a j o r  m a r k e t  area, I

u n d e r s t a n d .

DR. T U S S I N G :  Y e s ,  C a l i f o r n i a  is E l  P a s o ' s  b i g g e s t  m a r k e t

a r e a .

REP. M I L E S :  W h y  —  g e t t i n g  o f f  o f  p o l i t i c s  a n d  o n t o  e c o n o m i c s

f o r  a w h i l e ,  w h y  w o u l d  E l  P a s o  s p e n d  so  m u c h  m o n e y  in 

d e v e l o p i n g  a p r o j e c t  if t h e r e  is n o  s u p p o r t  t h e r e ?  A m  

I m i s s i n g  s o m e t h i n g ?  I o b v i o u s l y  am.

DR. T U S S I N G :  W e l l ,  a g a i n  y o u  a r e  a s k i n g  m e  t o  s p e c u l a t e

a b o u t  p e o p l e s  m o t i v e s  a n d  I c a n  j u s t  try to p u t  m y s e l f  

i n  t h e i r  p l a c e .  El P a s o ,  in t h e  f i r s t  p l a c e ,  w a n t s  to
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a s s u r e  i t s  c u s t o m e r s  t h a t  it  is d o i n g  e v e r y t h i n g  i t  c a n  

to  o b t a i n  g a s  a n d  a m a j o r  c a m p a i g n  t o  b u i l d  a p i p e l i n e  

s y s t e m  —  a t r a n s p o r t a t i o n  s y s t e m  f r o m  A l a s k a  i n t o  t h e i r  

m a r k e t  a r e a  i s  s u c h  a g e s t u r e  a n d  it m a y  e a r n  t h e m  s o m e  

B r o w n i e  p o i n t s  e v e n  if  t h e y  —  y o u  k n o w ,  e v e n  if t h e y  

a r e n ' t  s u c c e s s f u l .  T h a t  is o n e  c o n s i d e r a t i o n .  Now,

E l  P a s o  is  a l s o  g e t t i n g  v e r y  h e a v i l y  i n v o l v e d  in L N G  

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

t o  d e v e l o p  a n d  e x p a n d  t h i s  t e c h n o l o g y .

N o w ,  w h e t h e r  o r  n o t  h o w  g r e a t  a p r o b a b i l i t y  of 

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

k n o w .  I t h i n k  i t ' s  p r o b a b l y  a g o o d  g a m b l e  f o r  E l  P a s o  

t o  s t a y  i n  t h e  r a c e  in  t h e  e x p e c t  - -  o n  t h e  p o s s i b i l i t y  

t h a t  C a n a d i a n s  m i g h t  n o t  c o m e  t h r o u g h .  T h a t  t h e n  E l  P a s o  

is p o s e d  w i t h  an a l t e r n a t i v e  s y s t e m .

X w o u l d  n o t  s a y  s u r e l y  t h a t  t h e  El  P a s o  s y s t e m  

w i l l  b e  a p p r o v e d  o v e n  if t h e  C a n a d i a n s  c a n ' t  g e t  t h e i r  

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

a t  l e a s t  E l  P a s o  is c e r t a i n l y  n u m b e r  o n e  —  n u m b e r  o n e

i n  t h e  l i n e  w i t h  t h i s  a n d  t h e y  w o u l d  —  if th e y  s u c c e s s­

f u l l y  c o m p l e t e  it ~~ f i n a n c e d  it a n d  c o m p l e t e d  i t  and 

o p e r a t e d  it, t h e y  w o u l d  a d d  m o r e  c a s h  f l o w  to t h e  

c o r p o r a t e  t r e a s u r y .

N o w ,  w h y  d o  t h e y  w a n t  the g a s ?  W h y  d o  t h e y  w a n t

t h e  r o y a l t y  ga s ,  b e c a u s e  t h e y  are in the g a s  b u s i n e s s .
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T h e y  w a n t  g a s  t o  f l o w  t h r o u g h  t h e i r  s y s t e m .  T h e y  w o u l d  

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

w h a t  s y s t e m  w e r e  c h o s e n .  I ' m  s u r e  t h a t  o n c e  —  t h a t  if 

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

b e  b a c k  h e r e  a t  t h e  s t a t e  t r y i n g  to b u y  t h e  r o y a l t y  g a s  

a n d  w i l l  be  b a c k  t r y i n g  to b u y  g a s  f r o m  t h e  p r o d u c e r s .

I d o n ' t  t h i n k  t h e r e  is a n y  m y s t e r y  o f  w h a t  t h e i r  

g e n e r a l  m o t i v a t i o n  to  t h e  e n t e r p r i s e  is a n d  f o r  r i s k i n g  

m o n e y  f o r  t h e  e n t e r p r i s e .  I t  is a p e r f e c t l y  l e g i t i m a t e  

k i n d  of  c o r p o r a t e  v e n t u r e .

S E N A T O R  R A D E R :  R e p r e s e n t a t i v e  S w a n s o n  a n d  t h e n  S e n a t o r  H u b e r

REP. S W A N S O N :  Ye s ,  I j u s t  —  I ' l l  t u r n  t h e  c l o c k  b a c k  j u s t  a 

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

a l l  o f  t h e s e  h e a r i n g s ,  t h a t  w e  a r e  h e r e  t a l k i n g  a b o u t  a 

g a s  c o n t r a c t  and u s i n g  d a t a  t h a t  is t w o  y e a r s  old. N o w  

I ' m  c a e  of  t h e  p e o p l e  w h o  e n d o r s e d  a a l l - A l a s k a  r o u t e  t w o  

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

s u p p o r t  in t h e  p r o p a g a n d a  u s e d  t o d a y .  W e  h a v e  n o t  

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

e n d o r s i n g  —

S E N A T O R  R A D E R :  R e p r e s e n t a t i v e ,  d o  y o u  h a v e  a q u e s t i o n  o f

the w i t n e s s ?

REP. S W A N S O N :  Yes. W e l l ,  I k i n d  of r e s e n t e d  w h a t  w a s  s a i d

h e r e  a w h i l e  a g o  a n d  I f e e l  a l i t t l e  b i t  l i k e  t h a t  I h a v e  

t h e  r i g h t  a t  this t a b l e  o r  a n y  o t h e r  t a b l e  to s t a t e  .
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t h a t  I d o n ' t  t h i n k  t h a t  t h e  —

S E N A T O R  R A D E R :  If y o u  f e e l  y o u  h a v e  b e e n  a t t a c k e d ,  y o u

h a v e  a r i g h t  of  p e r s o n a l  p r i v i l e g e  b u t  t h e  p u r p o s e  of 

t h i s  h e a r i n g  is to m a k e  a n s w e r  —  a s k  q u e s t i o n s  o f  t h e s e  

w i t n e s s e s  now.

REP. S W A N S O N :  A l l  r i g h t .

S E N A T O R  R A D E R :  If y o u  w i s h  t o  w h y  p r o c e e d .

REP. S W A N S O N :  I f e e l  l i k e  y o u  do, J o h n .  I w o u l d  l i k e  to

a s k  y o u ,  in  y o u r  r e m a r k s  c o n c e r n i n g  t h e  s u p p o r t  o f  t h e  

E l  P a s o  r o u t e ,  d o  y o u  t a k e  o f  w h a t  h a s  h a p p e n e d  t o d a y  

o r  t w o  y e a r s  a g o ?

DR. T U S S I N G :  I ' m  n o t  s u r e  w h a t  y o u  a r e  r e f e r r i n g  to.

REP. S W A N S O N :  W e l l ,  in y o u r  —  in  y o u r  s t a t e m e n t s  of the

L e g i s l a t u r e  t o t a l l y  s u p p o r t i n g  t h e  E l  P a s o  route.

DR. T U S S I N G :  Oh, t h e  l a s t  s e s s i o n  of t h e  L e g i s l a t u r e

a d o p t e d  a r e s o l u t i o n  u r g i n g  t h e  a d m i n i s t r a t i o n  to m a k e  

a g a s  s a l e  t o  E l  P a s o  a n d  to  o t h e r  s u p p o r t e r s  in the 

T r a n s - A l a s k a  ro u t e .

A s  f a r  as I k n o w ,  y o u  a r e  p e r f e c t l y  c o r r e c t ,  

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

e f f e c t .

PEP. S W A N S O N :  T h a n k  you. T h a n k  you, Mr. C h a i r m a n .

S E N A T O R  R A D E R :  S e n a t o r  Iluber?

S E N A T O R  H U B E R :  T h a n k  you, Mr. C h a i r m a n .  Mr. T u s s i n g ,  t h e

F o u r  D o l l a r  p r i c e  t h a t  y o u  m e n t i o n e d  o n  gas, is it c o r r e c
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t o  a s s u m e  t h a t  w a s  a n . m c f  a n d  t h a t  it  w o u l d  c o m p a r e  to 

T w e n t y  F o u r  D o l l a r  a b a r r e l  o i l  p r i c e  o r  S i x t y - f i v e  to 

S e v e n t y - f i v e  D o l l a r  a t o n  c o a l  p r i c e  w i t h  e i g h t  o r  n i n e  

t h o u s a n d  B T U ' s  a s s u m e d ?

DR. T U S S I N G :  W e l l ,  t h o s e  —  t h o s e  a r e  t h e  e q u i v a l e n t  p r i c e s

I d o n ' t  w a n t  t o  b e  p r e s s e d  t o  g i v e  a s p e c i f i c  p r i c e  

b e c a u s e  o n e  o f  m y  p o i n t s  is t h a t  n o b o d y  k n o w s  w h a t  t h e  

p r i c e  is g o i n g  to be. It  i s  v e r y  l i k e l y  t o  be  m u c h  

h i g h e r  t h a n  t h e  s p o n s o r s  of  a n y  o f  t h e s e  p r o j e c t s  a r e
t

t e l l i n g  us, b u t  w h e t h e r  t h e  o v e r r u n s  a r e  g o i n g  to  b e  

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

s p e c u l a t e  a n d  so  —

S E N A T O R  H U B E R :  W o u l d  y o u  c a r e  t o  e x p o u n d  on  t h e  s a l e a b i l i t y

o f  F o u r  D o l l a r  g a s  c o m p a r e d  to T w e n t y - f o u r  D o l l a r  oil, 

a t  t h i s  t i m e ?

DR. T U S S I N G :  T h a t s  —  i t ’s a c o m p l i c a t e d  q u e s t i o n .  T h e

v a l u e  —  as I s a i d  b e f o r e ,  t h e  v a l u e  o f  g a s  to  the 

a v e r a g e  h o m e o w n e r  o r  c o m m e r c i a l  u s e r  is r o u g h l y  the 

v a l u e  o f  f u e l  o i l  p l u s  t h e  —  say, s o m e  a m o r t i z a t i o n  

of  h i s  c o s t  o f  c o n v e r s i o n  i f  h e  h a s  to c o n v e r t  f r o m  o i l  

t o  g a s ,  a n d  so, so a t  t h e  b u r n e r  tip, g a s  is on the 

a v e r a g e  w o r t h  m a y b e  T w o  D o l l a r s  a n d  T w e n t y - f i v e ,  T w o  

D o l l a r s  a n d  F i f t y  C e n t s  a m i l l i o n  B T U  today.

N o w ,  i f  w e  e x p e c t  t h e  O P E C  o i l  p r i c e  to g o  

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

T A K U  R E P O R T E R S
D E P O S IT IO N S  - M E A N IN G S  - G E  N E  RAL HE P O RT IN G

J U N E A U . A L A S K A  9 9 8 0 1

AGO 9 3 5 7 1 9



1

2

3

4

5

G

7

8

9

10

11

12

13

14

15

1G

17

18

19

20

21

22

23

24

25

a n d  so  on. W e  c a n  e x p e c t  t h a t  a v e r a g e  v a l u e  of g a s  to 

g o  up. No w ,  t h e  g a s  d i s t r i b u t o r s  g a t h e r  t o g e t h e r  g a s  f r o m  

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

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

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

t o  p r o v i d e  t h i s  s e r v i c e  —  to p r o v i d e  g a s  t o  a l l  c o m e r s  

a t  a c o s t  of  s e r v i c e  p r i c e .  A n d  so, if t h e y  h a v e  a 

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

t h e y ' r e  o f t e n  —  t h e y  w i l l  b e  w i l l i n g  t o  p a y  m o r e  t h a n  

t h e  g a s  is a c t u a l l y  w o r t h  a t  t h e  b u r n e r  t i p  to a c q u i r e  

it a n d  p u t  i t  in t h e i r  s y s t e m .

O t h e r w i s e ,  t h e y  h a v e  c o n s u m e r s  in w h i c h  t h e y  h a v e  

l e g a l  —  t o  w h o m  t h e y  h a v e  a l e g a l  o b l i g a t i o n  to  s e r v e ,  

w h o  g o  s h o r t .  S o  t h a t  f o r  s m a l l  a m o u n t s  of gas, a t  t h e  

s e a s o n a l  p e a k ,  o r  w h e n  t h e r e  is s o m e  s o r t  of  e m e r g e n c y ,  

t h e  g a s  d i s t r i b u t o r s  m a y  b e  w i l l i n g  to p a y  T e n  D o l l a r s ,  

m a y  b e  w i l l i n g  to  p a y  t h e  e q u i v a l e n t  o f  O n e  H u n d r e d  

D o l l a r  a b a r r e l  o i l  t o  a v o i d  t u r n i n g  o f f  t h e  v a l v e  t o  

t h e i r  c o n s u m e r s .  S o  —  b u t  y o u  c a n ' t  t a k e  T e n  D o l l a r s  

a t h o u s a n d  c u b i c  f e e t  as t h e  v a l u e  b e c a u s e  y o u  h a v e  g o t  

to l o o k  a t  t h e  w h o l e  c y c l e .  No w ,  if t h e  g a s  c o m i n g  o u t  

of t h e  p i p e l i n e  c o s t s  t h e  d i s t r i b u t o r s  Six D o l l a r s  a 

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

c u b i c  f e e t  a n d  h e  h a s  g o t  to s e l l  it at  an a v e r a g e  p r i c e  

o f  s a y  T w o  F i f t y ,  t h a t  m e a n s  h e  h a s  g o t  to  g e t  a h e l l  o f
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a l o t  f o r  it in  t h e  p e a k  s e a s o n .  H e  m a y  h a v e  to g e t  T e n  

D o l l a r s  f o r  it  a t  t h e  p e a k  s e a s o n  a n d  t h e n  h e  has g o t  

s u r p l u s  gas, h e ' s  p a y i n g  f o r  t h e  g a s  t h a t  c o m e s  t h r o u g h  

t h a t  p i p e l i n e  in m i d s u m m e r  e v e n  t h o u g h  h i s  r e g u l a r  

r e s i d e n t i a l  c u s t o m e r s  d o n ' t  n e e d  it. An d ,  in t h a t  case, 

h e  h a s  g o t  to  s e l l  it in c o m p e t i t i o n  w i t h  c o a l  for a 

d o l l a r  o r  r e s i d u a l  f u e l  o i l  f o r  T w o  D o l l a r s .

So, i t ' s  n o t  —  t h e r e  is n o  s i n g l e  m a r k e t  v a l u e  

p r i c e  a n d  t o  k n o w  h o w  m u c h ,  s a y  s i x  h u n d r e d  f i f t y  b c f  of 

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

is w o r t h  to a g a s  d i s t r i b u t o r  in C h i c a g o  o r  L o s  A n g e l e s  

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

c u t  o f f  t h e i r  l o w  p r i o r i t y  c u s t o m e r s ,  w h a t  t h e i r  o t h e r  

a l t e r n a t i v e  g a s  s u p p l i e s  are. D o  t h e y  h a v e  a lot of 

f l o w i n g  —  o f  g a s  f l o w i n g  u n d e r  o l d  r e g u l a t e d  c o n t r a c t s  

w h e r e  t h e y  a r e  p a y i n g  T h i r t y  C e n t s  or  F i f t y  C e n t s  a n d  to 

be  u s e d  t o  s u b s i d i z e  t h e  p u r c h a s e  o f  e x p e n s i v e  gas. Y o u  

h a v e  t o  l o o k  a t  all o f  t h e s e  t h i n g s  a n d  t h e n  e a c h  

d i s t r i b u t o r  f i g u r e s  o u t  w h a t  t h e  g a s  is w o r t h  to .it a n d  

w h a t  t h e  c h e a p e s t  a l t e r n a t i v e  is. If it g o e s  to —  s a y  

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

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

b a s e  l o a d  s u p p l y .  It is m o r e  t h a n  the a v e r a g e  c o n s u m e r  

w i l l  p a y  b u t  if t h e y  a r e  t r y i n g  t o  —  if t h e y  a r e  j u s t  

t r y i n g  t o  f i l l  a gap, i t  is a l o t  l e s s  r i s k y  to b u i l d  a
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1

" - i i ii i. a

p r o p a n e  a i r  p l a n t  o r  a p l a n t  t o  m a k e  m e t h a n e  o u t  of

2 n a p h t h a  f o r  F o u r  D o l l a r s  a n  m c f  t h a n  i t  is t o  c o m m i t

3

y o u r s e l f  to t w e n t y  y e a r s  o f  t a k e  or  p a y  y e a r  in a n d  y e a r

I  4 o u t  F o u r  D o l l a r  g a s  f r o m  A l a s k a .  So, F o u r  D o l l a r s  is

5

c h e a p e r  f r o m  an S N G  —  f r o m  an  o i l  S N G  p l a n t  t h a n  it is

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

( . 7 a n d  s a y  a t  w h a t  p o i n t ,  at w h a t  p r i c e  A l a s k a  g a s  p r i c e s

i 8
( 9

i t s e l f  o u t  o f  t h e  m a r k e t .

T h e  I n t e r i o r  D e p a r t m e n t ' s  - -  t h e  F E A  s t u d y  t h a t

I  10 s a y s  T w o  F o r t y  —  T w o  F o r t y ,  t h a t ' s  t o o  l o w  in v i e w  of

! n
/

t h e i r  o p p o r t u n i t y  to r o l l  it in. T h e  E l  P a s o ' s  a s s e r t i o n

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

r 33 m u c h  it c o s t s  is p u r e  c r a z y .  T h e r e  is j u s t  n o  s u b s t a n c e

3'1 f o r  t h a t ,  t h e r e  is a l i m i t  a n d  I c a n ' t  t e l l  y o u  —

15 p r o b a b l y  Dr. S w a n s o n ' s  f i r m  h a s  d o n e  w o r k  in t h i s  as to

C 1(! w h a t  t h e  l o n g  t e r m  l i m i t  t o  t h e  c i t y  g a t e  p r i c e  is, b u t  I

17

{  38

c a n ' t  t e l l  y o u .  It is s o m e w h e r e  b e t w e e n  T w o  F o r t y  a n d

i n f i n i t y .  A n d  I d o n ' t  t h i n k  i t s  —  I r e a l l y  d o n ' t  t h i n k

( 19 i t ' s  m u c h  m o r e  t h a n  F o u r  o r  F i v e  D o l l a r s .

20

I
21

DR. S C O T T :  S o m e w h a t  short. T h i s  w a y  f r o m  i n f i n i t y .

S E N A T O R  R A D E R :  S e n a t o r  H u b e r ?

22

23

S E N A T O R  H U B E R :  Mr. C h a i r m a n ,  t h e  o t h e r  q u e s t i o n  I h a v e ,  I 

h a v e  t r o u b l e  in p h r a s i n g  it a n d  I h a v e  n o t i c e d  t h a t  y o u

[
24

A-

, 25

h a v e  r e t u r n e d  t o  b e i n g  a b i t  o n  t h e  t o u g h  s i d e  a n d  I d o n ' t  

t h i n k  y o u  w i l l  g i v e  m e  t h e  l a t i t u d e  t h a t  y o u  g a v e  S e n a t o r

(
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C o l l e t t a ,  so I ' l l  l e t  i t  go.

S E N A T O R  R A D E R :  W e l l ,  n o w  t h a t  w e  h a v e  e s t a b l i s h e d  t h a t  I ' m

a n  u n f a i r  c h a i r m a n ,  a r e  t h e r e  a n y m o r e  q u e s t i o n s ?  Mr. 

C a r p e n t e r .

REP. C A R P E N T E R :  I ' m  g o i n g  to  m a k e  a n  e x t e n s i o n  o f  S e n a t o r

C o l l e t t a ' s  q u e s t i o n .  Dr. T u s s i n g ,  y o u  s a i d  t h a t  y o u  

a n g e r e d  t h e  C h a m b e r s  o f  C o m m e r c e  b y  s a y i n g  t h e r e  w a s  g o i n g  

t o  b e  a h i a t u s  i n  c o n s t r u c t i o n  o f  a T r a n s - A l a s k a  o i l  p i p e­

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

DR. T U S S I N G :  Yes.

REP. C A R P E N T E R :  W e l l ,  r e f r e s h i n g  y o u r  m e m o r y  a l i t t l e  bit,

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

p o l i t i c a l  c h a n c e  o f  a T r a n s - A l a s k a  o i l  p i p e l i n e ,  t h e r e  

w a s  g o i n g  to b e  a T r a n s - C a n a d i a n  o i l  p i p e l i n e  a n d  t h a t  is 

w h a t  g o t  e v e r y b o d y  on  you.

DR. T U S S I N G :  I n e v e r  s a i d  that. N e v e r ,  n e v e r ,  ever.

REP. C A R P E N T E R :  O u r  m e m o r i e s  d i f f e r .

S E N A T O R  R A D E R :  A r e  t h e r e  a n y  o t h e r  —  I ' d  l i k e  t o  a s k  e v e r y­

b o d y  t o  k e e p  t h e m s e l v e s  on t h e  s u b j e c t  of  i n q u i r y  here. 

T h e r e  is o p p o r t u n i t y  —  t h e r e  w i l l  b e  o p p o r t u n i t y  for e a c h  

o f  u s  t o  e x p r e s s  o u r s e l v e s  a t  a l a t e r  t i m e  a s  to w h e t h e r  

Dr. T u s s i n g ' s  r e m a r k  c h a r a c t e r i z e d  a h y p o t h e t i c a l  o r  a 

r e a l  g o v e r n o r  or  l e g i s l a t u r e  o r  a c o n g r e s s m a n .  We  n e e d n ' t  

c o n f r o n t  h i m  w i t h  t h a t  today. O u r  p u r p o s e  h e r e  t o d a y  is 

t o  t a k e  h i s  t e s t i m o n y  on the s u b j e c t  b e f o r e  u s  a n d  I
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w o u l d  l i k e  t o  l i m i t  the q u e s t i o n s  to  t h a t  if w e  m i g h t .  

S e n a t o r  C r o f t ?

S E N A T O R  C R O F T :  C o u l d  I i n t e r r u p t  y o u r  r e m a r k s  a n d  a s k  a

q u e s t i o n ?  I a m  c u r i o u s  w h a t  y o u  t h i n k  t h e  p r o s p e c t s  are 

t h a t  a n y  p i p e l i n e ,  A r c t i c ,  E l  P a s o ,  A l c a n ,  or  a n o t h e r  

o n e  if i t  is p r o p o s e d ,  w i l l  a c t u a l l y  b e g i n  c o n s t r u c t i o n  

s o m e t i m e  in 1978. J u d g e  L i t t  t a l k s  a b o u t  a d o l l a r  w e l l­

h e a d  v a l u e  b e i n g  a b o u t  t h e  u p p e r  l i m i t  a n d  a l l  of  t h e  

p r o j e c t i o n s  a r e  t h a t  t h e s e  —  e a c h  o f  t h e s e  p r o j e c t s  w i l l  

h a v e  a h i g h e r  a m o u n t  t h a n  that. Y o u  h a v e  t a l k e d  a b o u t  

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

h a v e n ' t  e v e n  b e e n  c o n s i d e r e d  yet. W h a t  d o  y o u  t h i n k  t h e  

p r o s p e c t s  a r e ?  Y o u  h a v e  i n d i c a t e d  A r c t i c  is l i k e l y  to  be  

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

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

t a l k i n g  a b o u t ?

DR. T U S S I N G :  I d o n ' t  —  I ' m  v e r y  s k e p t i c a l  as to w h e t h e r

A r c t i c  c a n  b e  b u i l t .  I t h i n k  it c a n  b e  a p p r o v e d ,  t h a t ' s  

t h e  —  I t h i n k  it c a n  b e  a p p r o v e d  in t h e  U n i t e d  S t a t e s  

a n d  a l l  o t h e r  t h i n g s  b e i n g  e q u a l ,  it w i l l  b e  a p p r o v e d  in 

t h e  U n i t e d  S t a t e s .  It w i l l  g e t  the e n d o r s e m e n t  of  t h e  

FPC. Bu t ,  s h o r t l y  a f t e r  t h e  F P C  d e c i s i o n  w e ' l l  g e t  the 

B e r g e r  d e c i s i o n ,  t h e  N a t i o n a l  E n e r g y  B o a r d  in C a n a d a  w i l l  

b e  s e c o n d  p h a s e  h e a r i n g s  n e x t  m o n t h .  T h e  N E B  —  I d o n ' t

k n o w  w h a t  t h e  N E B  w i l l  do, i t  w i l l  p r o b a b l y  h a n d  t h e  h o t
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p o t a t o  t o  t h e  c a b i n e t  —  to t h e  C a n a d i a n  c a b i n e t .  But, 

o n c e  t h e  F P C  m a k e s  i t s  d e c i s i o n  a n d  o n c e  B e r g e r  in e f f e c t  

m a k e s  a c o n t r a d i c t o r y  d e c i s i o n ,  w h a t  is o n  t h e  a g e n d a  is f 

n e g o t i a t i o n s  b e t w e e n  t h e  U n i t e d  S t a t e s  a n d  C a n a d a  as to 

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

f i r s t  o n  t h o s e  n e g o t i a t i o n s  a n d  s e c o n d  o n  r e s o l v i n g  a lot 

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

t h a ‘ r e a l l y  h a v e n ' t  b e e n  c o n f r o n t e d  y e t .  O n e  is t h e  

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

g o v e r n m e n t s  p r o v i d e  t h e  g u a r a n t e e s  a g a i n s t  t h e  r i s k s  in 

t h i s  s y s t e m  a n d  p r a c t i c a l l y  a n y  p r o p o s a l  is g o i n g  t o  b e  

e x t r e m e l y  c o n t r o v e r s i a l .  L o a n  g u a r a n t e e s  c o m e  —  a g a i n ,  

r a i s e  t h e  q u e s t i o n  t h a t  y o u r  s o c i a l i z i n g  t h e  p r i v a t e  r i s k  

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

is g o i n g  t o  be  a l o t  o f  a n t a g o n i s m  in b o t h  c o u n t r i e s .

Y o u  m a y  r e c a l l  t h a t  t h e  D i e f e n b a k e r  g o v e r n m e n t  

f e l l  a s  a r e s u l t  o f  t h i n g s  r e s u l t i n g  f r o m  t h e  lo a n  

g u a r a n t e e s  t o  t h e  T r a n s - C a n a d a  p i p e l i n e .  T h e  —  so t h a t  

—  i t ' s  a s e n s i t i v e  i s s u e  in C a n a d a .

A n o t h e r  i s s u e  t h a t  h a s n ' t  y e t  b e c o m e  —  b e g u n  to  

b e  c o n f r o n t e d  w h i c h  is r e l e v a n t  t o  t h i s  r o y a l t y  g a s  sale, 

is h o w  t h e  g a s  is g o i n g  t o  b e  a l l o c a t e d .  If t h e  —  if 

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

g a s  c o m p a n y  in t h e  U n i t e d  S t a t e s  is g o i n g  t o  w a n t  s o m e  

o f  t h a t  g a s  a n d  n o  c o m p a n y  ;can o f f e r  t h e  p r o d u c e r s  o r  .
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t h e  S t a t e  o f  A l a s k a  m o r e  f a v o r a b l e  e c o n o m i c  t e r m s  t h a n  

a n y  o t h e r  c o m p a n y .  So, t h e r e  is g o i n g  to  b e  a l o t  m o r e  —  

t h e r e  is g o i n g  to  b e  a l o t  m o r e  d e m a n d  for t h a t  g a s  t h a n  

t h e r e  is s u p p l y ,  a s s u m i n g  t h a t  s o m e  s o r t  o f  v i a b l e  p i p e­

l i n e  s y s t e m  is  h o o k e d  up.

T h e  F P C  is g o i n g  t o  h a v e  to  d e c i d e  w h o s e  c o n t r a c t s  

a r e  g o i n g  t o  be  a p p r o v e d .  A n d  e v e n  t h o u g h  t h e r e  is n o  —  

t h e r e  is n o  c u r r e n t  l e g a l  a u t h o r i t y  f o r  t h e  F P C  to 

a l l o c a t e  g a s  a n d  —  a t  l e a s t  i n  n o n - e m e r g e n c y  t i m e s  

a m o n g  p i p e l i n e s  t h e  w a y  i t  c a n  a l l o c a t e  t o d a y  a n d  s a y  —  

s a y  t o  C o l u m b i a ,  "y o u  k n o w ,  T e n n e c o  n e e d s  t h e  gas m o r e  

t h a n  y o u  do, so w e  w i l l  t u r n  d o w n  t h e  C o l u m b i a  c o n t r a c t  

in t h e  —  t h e  p r o p o s e d  c o n t r a c t  w i t h  C o l u m b i a  in the 

p u b l i c  i n t e r e s t  b e c a u s e  t h i s  o t h e r  s y s t e m  is c u t  —  it's 

j e o p a r d i z i n g  its n u m b e r  o n e  a n d  n u m b e r  t w o  p r i o r i t y  

c u s t o m e r s  w h i l e  y o u ' r e  s t i l l  s e r v i n g  t h r e e s  a n d  f o u r s . "

So, t h e  F P C  is g o i n g  to d e c i d e  w h o  g e t s  the gas. T h a t  is 

o n e  of  t h e  r e a s o n s  t h e  p r o d u c e r s  a r e n ' t  g o i n g  o u t  o f  t h e i r  

w a y  t o  S i g n  c o n t r a c t s ,  b e c a u s e  —  y o u  k n ow, w h y  s h o u l d  

t h e y  c h o o s e  o n e  o v e r  a n o t h e r ?  T h e y  a r e  n o t  g o i n g  t o  g e t  

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

w i l l  p r o b a b l y  b e  t u r n e d  d o w n  a n y w a y  b e c a u s e  the F P C  w a n t s  

s o m e b o d y  e l s e  t o  h a v e  t h e  gas. W e l l ,  t h a t  h a s n ' t  y e t  b e e n  

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

f i n a n c e  the p i p e l i n e ,  t h e n  t h e s e  h a v e  to be  e x e c u t e d
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b e f o r e  a f i n a l  f i n a n c i a l  p l a n  g o e s  t o g e t h e r .  So, in 

s u m m a r y ,  I d o n ' t  s e e  m u c h  c h a n c e  f o r  c o n s t r u c t i o n  in —  

b e g i n n i n g  i n  '78 u n l e s s  the U.S. a n d  C a n a d i a n  g o v e r n m e n t s  

b i t e  t h e  b u l l e t  a n d  say, "we w i l l  p r o v i d e  t h e  i n t e r i m  

f i n a n c i n g  a n d  w e ' l l  g u a r a n t e e  t h e  t h i n g  u n t i l  y o u  p u t  

t h e  f i n a l  —  u n t i l  a l l  the f i n a l  a r r a n g m e n t s  a r e  m a d e . "

A n d  I r e a l l y  d o n ' t  s e e  —  I d o n ' t  s e e  t hat. M a y b e  n e x t  

w ’.nter, i f  t h e  q u e s t i o n s  b e f o r e  C o n g r e s s  a n d  t h e  P a r l i a m e n : ,  

a n d  w e  h a v e  g o t  a n o t h e r  c o l d  s p e l l  l i k e  t h i s  y e a r s ,  t h e y ' l l  

b e  w i l l i n g  t o  d o  it. T h e y  m a y  s e n d  t h e  C o r p s  of  E n g i n e e r s  

o u t  t o  b u i l d  t h e  t h i n g  for a l l  I k n o w  b u t  —  but, I d o n ' t  

s e e  i t  s t a r t i n g  i n  '78.

S E N A T O R  R A D E R :  S e n a t o r  C r o f t ,  w e r e  y o u  t h r o u g h ?

S E N A T O R  C R O i’T : No, I h a v e  a n o t h e r  q u e s t i o n .  T o  w h a t  e x t e n t

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

is a v a i l a b l e  o n  t h e  r e s e r v e s  in t h e  A r c t i c ,  P r u d h o e  B a y ,  

a s  w e l l  as  t h e  M a c k e n z i e  is an u n r e a l i s t i c a l l y  h i g h  

a s s u m p t i o n ?  B o t h  El P a s o  and A r c t i c  a r e  b i g  v o l u m e  l i n e s .

T o  w h a t  e x t e n t  d o  y o u  t h i n k  t h e i r  e s t i m a t e s  o f  t h e i r  

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

r e a l i s t i c ?

DR. T U S S I N G :  W e l l ,  i f  b y  the ti m e  —  b y  t h e  t i m e  t h e  s y s t e m

is c o m p l e t e d ,  I t h i n k  t h e r e  is a g o o d  c h a n c e  t h a t  t h e r e  

w i l l  b e  a l o t  m o r e  g a s  t h a n  w e  k n o w  a b o u t  now. T h a t  i s n ' t  

e n o u g h  t o  g e t  -- t o  g e t  t h e  k i n d  of d e b t  f i n a n c i n g  I ' m
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I

t a l k i n g ' t o .  A  g o o d  c h a n c e  i s n ' t  e n o u g h .  A  g o o d  c h a n c e  

is e n o u g h  to m a k e  a r i s k  v e n t u r e ,  b u t  if y o u  are r i s k i n g  

y o u r  o w n  m o n e y  a n d  y o u  s a y  "I t h i n k  t h e r e  is g o i n g  to be 

p l e n t y  o f  g a s  t h e r e  t h a t  w e ' l l  b e  —  t h a t  b y  the t i m e  the 

t h i n g  g o e s  o n  s t r e a m  w e  w o u l d  b e ’a b l e  t o  p r o d u c e  f o u r  a n d  

o n e - h a l f  b c f  f r o m  t h o s e  t w o  a r e a s  a n d  t h a t ' s  —  t h a t ' s  

t h e  w a y  t o  a v e r a g e  e x p e c t a t i o n .a n d  T ' m  w i l l i n g  t o  g a m b l e  

m y  m o n e y  o n  t h a t . "  T h a t ' s  f i ne, b u t  t h e  b o n d  —  the b o n d­

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

I t h i n k  t h a t  t h e r e  is m e r i t  to t h e  n o t i o n  t h a t  

s o c i e t y ,  t h a t  is, t h a t  the U.S. a n d  C a n a d i a n  g o v e r n m e n t s  

s h o u l d  t a k e  t h e  r i s k  a n d  b u i l d  a p i p e l i n e  t h a t  is c h e a p  

t o  e x p a n d .  No w ,  if t h e  g o v e r n m e n t s  a r e  n o t  g o i n g  to d o  

i t  t h e n  t h e  --  t h e n  t h e  r a t i o n a l e  —  t h e  s t r a t e g y  o f  A l c a n  

is  t h e  o n l y  o n e  t h a t  m a k e s  s e n s e .  Y o u  p u t  in a b s o l u t e l y  

m i n i m u m  c a p i t a l  i n v e s t m e n t  n e c e s s a r y  to s t a r t  t h a t  g a s  

a n d  t h a t  c a s h  f l o w i n g .  I t h i n k  t h a t  t h e y  h a v e  —  t h a t  t h e  

A l c a n  p e o p l e  h a v e n ' t  s c a l e d  d o w n  t h e i r  s y s t e m  ns far as 

t h e y  c o u l d .  T h a t ,  for e x a m p l e ,  t h e y  c o u l d  d r o p  N o r t h e r n  

B o r d e r  o u t  o f  t h e  s y s t e m  a n d  say, " w e ' r e  g o i n g  to —  w e  

e x p e c t  t h e  N E B  t o  a u t h o r i z e  o r  c o m p e l  T r a n s - C a n a d a  to m o v e  

t h i s  e a s t . a n d  t h e n  w e ' l l  t a k e  it t h r o u g h  a G r e a t  L a k e s  

p i p e l i n e  a n d  w e ' l l  i n c r e a s e  t h e  p o w e r  o r  w h a t e v e r  is 

n e c e s s a r y  t h e r e . "

I t h i n k  —  now, J u d g e  L i t t  w a n t s  a w e s t e r n  l e g  o n
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I 1
1

the A r c t i c  p i p e l i n e  a n d  a l l  the W e s t e r n  S t a t e s  v;ant it

fl 2 b e c a u s e  t h e y  d o n ' t  b e l i e v e  t h a t  t h e y  w i l l  g e t  the g a s

3 u n d e r  r e a s o n a b l e  p r i c e s  b y  d i s p l a c e m e n t .  W e l l ,  the

4 w e s t e r n  l e g  is p h y s i c a l l y  s u p e r f l u o u s ,  at l e a s t  u p  to,

1 5 s a y  o n e  a n d  o n e - h a l f  b c f  g o i n g  t o  —  g o i n g  to w e s t e r n

G s y s t e m s .  W e l l ,  s o  —  so, as p a r t  of t h e  p o l i t i c a l

7 c o m p r o m i s e  y o u  p u t  t h e  w e s t e r n  l e g  i n t o  t h e  s y s t e m  b u t

8 y o u  d o n ' t  b u i l d  it u n t i l  a f t e r  t h e  g a s  s t a r t s  f l o w i n g  a n d

9 t h e  p r o d u c t i o n  b u i l d s  up.

|  30 So, b u t  if —  b u t  if C a n a d a  a n d  t h e  U n i t e d  S t a t e s

I  11
a r e  w i l l i n g  t o  b i t e  the b u l l e t  a n d  say, " o u r  b e s t

I 12
g e o l o g i c a l  a s s e s s m e n t  is t h a t  t h e r e  is s i x t y  o r  o n e  hundre< 1 i

I  13
t c f  u p  t h e r e  w h i c h  c a n  b e  d i s c o v e r e d  w i t h i n  t h e  n e x t  ten

1  4
y e a r s ,  t h e n  l e t ' s  g o  h a u l  t h e  hog, l e t ' s  p u t  in a h i g h

1  15 c a p a c i t y  p i p e l i n e .  L e t ' s  p u t  a M a c k e n z i e  link, w h e t h e r 1

S' -G
i t  is o n  t h e  D e m p s t e r  H i g h w a y  o r  the f o o t h i l l s  or w h a t e v e r

tj 17 a s  p a r t  o f  the p h a s e  t w o  a n d  b u i l d  t h e  t h i n g  so it is

' 18 c o m p a t i b l e  w i t h  t h e  M a c k e n z i e  l i n k  a n d  so on . "

.1!)
i

S E N A T O R  C R O F T :  W h a t  y o u  a r e  s a y i n g  is t h a t  a s a l e - o f  the g a s

20 w i l l  n o t  h a v e  a n y  e f f e c t  on t h e  r o u t e  d e c i s i o n .  W h a t  I
i

21 w a s  r e a l l y  g e t t i n g  at t o  g e t  y o u  to c o m m e n t  on, d o  y o u
1

22 f e e l  a —  (a) a r e f u s a l  t o  s e l l  a n y  g a s  o r  (b) a r e f u s a l

, to a 1 l o w  p r o d u c t i o n  o f  g a s  m i g h t  i n f l u e n c e  a r o u t e  decisio; i?

24 DR. T U S S I N G :  No. T h e r e  is n o  c r e d i b i l i t y  to s u c h  a t h r e a t

25
1

b y  A l a s k a  b e c a u s e  o n c e  t h e  d e c i s i o n  is m a d e ,  t h e  S t a t e ' s
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g o t  n o  —  t h e  State's' g o t  n o  a l t e r n a t i v e s  a n d  all y o u  do 

b y  n o t  a l l o w i n g  the g a s  to  b e  p r o d u c e d  —  y o u  m a y  c a u s e  

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

o f  p r o b l e m s  a n d  y o u  f o r e g o  t h e  r e v e n u e .  A n d ,  I j u s t  c a n ' t  

b e l i e v e  t h e  S t a t e  is s t u p i d  a n d  s p i t e f u l  e n o u g h  to r e f u s e  

to p r o d u c e  t h e  g a s  j u s t  b e c a u s e  t h e  r e s t  o f  the c o u n t r y  

d i d n ' t  d o  —  d i d n ' t  b u i l d  t h e  r o u t e  t h e  S t a t e  w a n t e d .

It j u s t  d o e s n ' t  m a k e  se n s e .  A n d  so t h a t  t h r e a t  has 

a b s o l u t e l y  n o  c r e d i b i l i t y . '  .In' the c a l c u l a t i o n ' o f  :rates of 

r e t u r n  o r  c o s t s  a s s u m i n g  o n l y  s e v e n - e i g h t h s  of the 

p r o d u c t i o n  a r e  j u s t  m e a n i n g l e s s ,  y o u  a r e  j u s t  n o t  g o i n g  

to d o  t h a t  a n d  n o b o d y  w i l l  b e l i e v e  t h a t  y o u ' l l  d o  that.

S E N A T O R  C R O F T :  W h a t  a b o u t  t h e  h o l d i n g  d o w n  t h e  r a t e  of

p r o d u c t i o n ?

DR. T U S S I N G :  W e l l ,  t h e r e  a r e  s o m e  d i f f i c u l t  —  t h e r e  a r e  s o m e

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

s t u d i e s  s h o w  t h a t  t h e  o p t i m u m  r a t e  o f  p r o d u c t i o n  is 1.6 

b c f  b e l o w  —  is b e l o w  t h e  e c o n o m i c  t h r e s h o l d  of any p i p e­

l i n e  s y s t e m  b u t  th a t  y o u  —  b u t  y o u  d o  run i n t o  t r o u b l e  

b y  k e e p i n g  i n j e c t i n g  t h a t  g a s  and y o u ' r e  n o t  g o i n g  to  

f l a r e  it. Y o u  h a v e  s o m e  t o u g h  —  y o u  h a v e  g o t  s o m e  t o u g h  

p r o b l e m s  a n d  I d o n ' t  h a v e  an a n s w e r  t o  t h a t  a n d  l e t ' s  h o p e  

w e  d o n ' t  h a v e  to f a c e  t h a t  one. But, it is e n t i r e l y  

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

e n o u g h  to g i v e  y o u  p r o b l e m s  a s  to w h a t  to d o  w i t h  t h e  g a s ,
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1

b u t  n o t  l a r g e  e n o u g h  to  m a k e  a n y  t r a n s p o r t a t i o n  s y s t e m

1
v i a b l e .  A n d ,  o f  c o u r s e  in..the p a s t  w h a t  w a s  d o n e  i n  t h a t

1
s o r t  o f  s i t u a t i o n  is w h a t  is b e i n g  d o n e  is S a u d i  A r a b i a

I  4 a n d  V e n e z u e l a  a n d  t h e  o t h e r  b i g  i s o l a t e d  f i e l d s  in t h e

I
w o r l d ,  t h e y  j u s t  b u r n  the s t u f f .

1  6
S E N A T O R  C R O F T :  Mr. C h a i r m a n .  If a o n e  in t e n  c h a n c e  w h i c h  y o

8  7
r e f e r r e d  to  e a r l i e r  i s  s u f f i c i e n t  to k e e p  i n v e s t o r s  f r o m

I  8 b a c k i n g  a n y  g a s  l i n e ,  i s n ' t  t h e  u n c e r t a i n t y  a b o u t  l e v e l s

I o f  p r o d u c t i o n  s u c h  t h a t  it  m i g h t  —  t h a t  i t s e l f  m i g h t

30 c a u s e  a d e l a y  in t h e  p i p e l i n e ?

11 DR. T U S S I N G :  Y e s ,  I t h i n k  so. T h e  —

12 S E N A T O R  C R O F T :  P a r t i c u l a r l y  w h e n  i t  is c o u p l e d  w i t h  the

13 p o s s i b l e  d e c i s i o n  b y  t h e  U.S. G o v e r n m e n t  o n  d e r e g u l a t i o n

14 w h i c h  m a y  m a k e  A l a s k a  g a s  :—  n o t  o n l y  m i g h t  t h e y  f a c e

15 a l o w e r  v o l u m e  o f  A l a s k a  g a s  b u t  a l e s s  v a l u a b l e  A l a s k a

1G gas, i f  y o u  c o u p l e  t h e  t w o  t o g e t h e r .

37 DR. T U S S I N G :  Y e s ,  a l l  o f  t h e s e  a r e  j u s t  p a r t s  o f  a b i g

38
1

p a c k a g e  o f  u n c e r t a i n t i e s  t h a t  a r e  g o i n g  to c a u s e  d i f f i c u l t Les $

'
10 f o r  a n y  o f  t h e s e  p r o p o s a l s .

20 S E N A T O R  C R O F T :  T h a n k  you.

21 S E N A T O R  R A D E R :  R e p r e s e n t a t i v e  G r u e n i n g ?

22 REP. G R U E N I N G :  Dr. T u s s i n g ,  as I u n d e r s t a n d  w h a t  y o u  s a i d

23 e a r l i e r  w a s  t h a t  t h e  C a n a d i a n  g o v e r n m e n t  w a s  g o i n g  to

24 m a k e  t h e  c h o i c e  a s  t o  w h e t h e r  i t  w a s  for e i t h e r  A l c a n  o r

25 A r c t i c .  H o w  is t h e  P r e s i d e n t  g o i n g  to f e e l  c o m f o r t a b l e

/
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w i t h  m a k i n g  a d e c i s i o n ,  c e r t i f y i n g  a r o u t e  w i t h o u t  t h a t  

s t a g e  in  t h e  n e g o t i a t i o n s  b e i n g  v e r y  c e r t a i n ?  A r e  t h e y  

g o i n g  t o  a m e n d  t h e  A l a s k a  N a t u r a l  G a s  T r a n s p o r t a t i o n  Act: 

so h e  h a s  m o r e  t i m e ?  In o t h e r . w o r d s ,  h e  h a s  u n t i l  J u l y  —  

o r  S e p t e m b e r  f i r s t  a n d  t h e n  n i n e t y  d a y s  if h e  w a n t s  to  

e x t e n d  it. Is h e  g o i n g  t o  f e e l  c o m f o r t a b l e  w i t h  m a k i n g  

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

T U S S I N G :  I t h i n k  w h a t  h e  is g o i n g  t o  d o  is as s o o n  as

t h e  F P C  d e c i s i o n  c o m e s  d o w n ,  a n d  it  m a y  b e  h a p p e n i n g  r i g h t  

no w ,  h e  is g o i n g  to s t a r t  t a l k i n g  w i t h  r e s p o n s i b l e  

C a n a d i a n  a u t h o r i t i e s  a b o u t  —  oh, t o  w h a t  —  w h a t  k i n d  

o f  c o m p a t i b l e  d e c i s i o n  w e  c a n  c o m e  o u t  w i t h .  An d ,  1 

d o n ' t  t h i n k  t h a t  t h e  C a n a d i a n  a u t h o r i t i e s  k n o w  w h a t  t h e i r  

p o l i t i c a l  c o n s t r a i n t s  a r e  yet, u n t i l  B e r g e r  h a s  a c t u a l l y  

p u b l i s h e d  h i s  f i n d i n g s  a n d  t h e r e  h a s  b e e n  t h e  —  a reliance 

f o r  a d i s c u s s i o n  o f  i t  a n d  for t h e  b u r e a u c r a c y  —  f o r  

t h e m  t o  r e a d  t h e  F P C  d e c i s i o n  i n  t h e  U n i t e d  S t a t e s .

B u t ,  if t h e  P r e s i d e n t  m a k e s  t h e  d e c i s i o n ,  s a y  at  

t h e  e n d  o f  '77, y o u  c a n  c o u n t  o n  i t s  r e f l e c t i n g  h i s  

d i s c u s s i o n s  w i t h  t h e  C a n a d i a n s  a n d  h e  is n o t  g o i n g  t o  

m a k e  a d e c i s i o n  w h i c h  is t o t a l l y  .incompcitible w i t h  w h a t  

lie t h i n k s  t h e  C a n a d i a n s  a r e  g o i n g  t o  do. A n d  b o t h  

c o u n t r i e s  a r e  g o i n g  t o  b e n d  o v e r  b a c k w a r d s  n o t  to a p p e a r  

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

t h e  o t h e r  t h a t  t h e r e  —  o r  l e a p f r o g g i n g  o r  s o m e t h i n g  l i k e
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t h a t .  T h e y ' r e  g o i n g  t o  t r y  to  m a k e  i t  —  t h e y ' r e  g o i n g  

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

t h e  —

REP. G R U E N I N G :  Y o u  s e e m  t o  r a i s e  t h e  s a m e  a r g u m e n t s  t h a t  t h e  

E l  P a s o  p e o p l e  r a i s e  i n  t e r m s  o f  t h e  u n s o l v a b l e  C a n a d i a n  

q u e s t i o n s  a n d  I t h i n k ,  y o u  k n o w ,  t h e  s a m e  s t a t e m e n t s  

s e e m  t o  b e  m a d e  i n  t e r m s  o f  t h e  p r o b l e m s .  Now, a r e  t h o s e  

p r o b l e m s  g o i n g  t o  b e  r e s o l v e d  t o  t h e  e x t e n t  t h a t  t h e  

P r e s i d e n t  c a n  m a k e  a d e c i s i o n  c e r t i f y i n g  s a y  a C a n a d i a n  

r o u t e  a n d  n o t  —  c o m i n g  b a c k  a t  a l a t e r  t i m e  a n d  say,

" I ' m  s o r r y ,  w e  c a n ' t  —  t h e  C a n a d i a n s  j u s t  d e c i d e d  t h a t  

t h e y  c a n ' t  g o  e i t h e r  r o u t e ,  w e ' r e  g o i n g  to h a v e  to  g o  to 

an E l  P a s o  — "

DR. T U S S I N G :  W e l l ,  t h e  l a w  s a y s  t h a t  h e  h a s  to m a k e  the

d e c i s i o n  w h e t h e r  o r  n o t  C a n a d a  h a s  —  h e  h a s  to m a k e  a 

d e c i s i o n  o n  i t s  m e r i t s  w h e t h e r  o r  n o t  C a n a d a  has m a d e  a 

d e c i s i o n .  A n d ,  i r r e s p e c t i v e  o f  w h a t  t h e  p r o c e s s  in 

C a n a d a  is, in r e a l i t y  i t ' s  g o i n g  to b e  a j o i n t  d e c i s i o n  

o n c e  t h e  —  o n c e  t h e  t h i n g  h a s  g o n e  t h r o u g h  t h e  r e g u l a t o r y  

a n d  h e a r i n g  p h a s e s  o f  it a n d  I d o n ' t  k n o w  t h e  e x a c t  

m e c h a n i s m  b y  w h i c h  t h e  U n i t e d  S t a t e s  a n d  C a n a d a  w i l l  

c o n s u l t  o n  t h i s .  I ' m  s u r e  n o  m e c h a n i s m  h a s  b e e n  s e t  up. 

Bu t ,  i t ' s  n o t  a n  i n s o l u b l e  p r o b l e m ,  i t ' s  a p r o b l e m  w h o s e  

a n s w e r  —  w h o s e  o u t c o m e  is i m p o s s i b l e  t o  p r e d i c t  w i t h  

c o m p e t e n c e  no w .  I d o n ' t  t h i n k  a n y b o d y  c a n  c o m e  o u t  w i t h
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a s o l i d  p r e d i c t i o n  o f  w h a t  w i l l  h a p p e n  in C a n a d a ,  m u c h  

l e s s  —  I ' m  as w i l l i n g  t o  d o  it a s  a n y  C a n a d i a n .  T h e r e  

is n o  a u t h o r i t a t i v e  —  t h e r e  is n o b o d y  w h o  h a s  t h e  

a u t h o r i t a t i v e  p o s i t i o n  in C a n a d a  to s a y  w h a t  C a n a d a ' s  

p o s i t i o n  is o n  t his. B u t ,  C a n a d a  w i l l  h a v e  a p o s i t i o n  

o f  s o m e  s o r t  a n d  it w i l l  i n f l u e n c e  t h e  P r e s i d e n t ' s  d e c i s i o  

I t h i n k  t h a t  t h e  —  t h a t  t h e r e  is a g o o d  c h a n c e  

t h a t  t h e  c o m p r o m i s e  b e t w e e n  t h e  F P C ' s  d e c i s i o n  in f a v o r  

o f  A r c t i c  a n d  J u s t i c e  B e r g e r ' s  d e c i s i o n  a g a i n s t  A r c t i c  

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

g u e s s ,  b u t  I w o u l d n ' t  g i v e  i t  m o r e  t h a n  a f i f t y  pex'cent 

p r o b a b i l i t y .  O n e  s u b s t a n t i a l  p o s s i b i l i t y  is t h a t  C a n a d a  

w i l l  n o t  a u t h o r i z e  a n y  p i p e l i n e  o r  w i l l  p o s t p o n e  it  t i l l  

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

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

i n t e r n a l  n e e d s ,  e v e n  t h o u g h  i t ' s  n o t  —  e v e n  t h o u g h  it  is 

t h e  s e c o n d  b e s t .  So, m y  a b i l i t y  to f o r e c a s t  o r  p r o p h e c i s e  

is s t r i c t l y  l i m i t e d  on that.

S E N A T O R  R A D E R :  R e p r e s e n t a t i v e  M e e k i n s ?

REP. M E E K I N S :  T h a n k  you, Mr. C h a i r m a n .  Dr. T u s s i n g ,  y o u

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

w a s  n o t  e s s e n t i a l ,  t h a t  w e  w e r e n ' t  —  e s s e n t i a l l y  t h a t  y o u  

w e r e n ' t  g e t t i n g  v e r y  m u c h  in the c o n t r a c t  b u t  l o o k i n g  at  

it f r o m  t h e  o t h e r  p e r s p e c t i v e ,  w h a t  a r e  w e  losiiv , if 

a n y t h i n g ?  A r e  w e  l o s i n g  a n y t h i n g  b y  a p p r o v i n g  :L ■ ?
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. T U S S I N G :  V.ell, it is —  i t  is c o n c e i v a b l e  t h a t  the T r a n s -

A l a s k a  r o u t e ,  o r  for t h a t  m a t t e r  an  A l c a n  r o u t e ,  a f t e r  the 

S t a t e  s h i f t s  to it, if it d o e s ,  w i l l  b e  a p p r o v e d  and t h a t  

t h e s e  c o n t r a c t s  w i l l  b e  t h e  b a s i s  of  c o n t r a c t s  u n d e r  

w h i c h  g a s  a c t u a l l y  f l o w s .

I ' m  r a t h e r  d o u b t f u l ,  e v e n  in t h i s  s i t u a t i o n ,  

w h e t h e r  t h e  F P C  w i l l  a p p r o v e  j u s t  t h e s e  c o n t r a c t s  f o r  a 

n u m b e r  o f  r e a s o n s .  B u t  —  b u t  i t ' s  p o s s i b l e  y o u  m a y  b e  

s t u c k  w i t h  t h e s e  t e r m s  a n d  t h e y  a r e  p r o b a b l y  n o t  —  n o t  

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

t h e  —  a f t e r  t h e  p i p e l i n e  is —  r o u t e  is c l e a r .  C e r t a i n l y  

t h e r e  m a y  b e  o p p o r t u n i t i e s  in a d e r e g u l a t e d  s i t u a t i o n  to 

g e t  a m o r e  f a v o r a b l e  s i t u a t i o n .  I d o n ' t  w a n t  —  I d o n ' t  

w a n t  t o  s p e c u l a t e  t o o  f a r  o n  that, b u t  y o u r  o t h e r  

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

p o i n t  o u t  w a y s  in w h i c h  t h e  S t a t e  h a s  g i v e n  u p  o p t i o n s .  So 

So, i n  c a s e  t h e y  g o  i n t o  e f f e c t  y o u  h a v e  g i v e n  it  up. I

d o  h a v e  o n e  s p e c i f i c  c r i t i c i s m  o f  the c o n t r a c t s  ev e n  

s t a r t i n g  —  e v e n  f r o m  t h e  p r e s u m p t i o n  —  t h e  p r e m i s e s  

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

y o u  a r e  g o i n g  to b u y  s o m e  p o l i t i c a l  s u p p o r t .

An d ,  I d o n ' t  k n o w  w h y  y o u  h a d  t o  c o m m i t  o n e  h u n d r e d  

p e r c e n t  o f  t h e  g a s  a n d  I t h i n k  t h e r e  is sor.e —  t h e r e  a r e  

a c o u p l e  r e a s o n s  w h y  y o u  p r o b a b l y  s h o u l d n ' t  c o m m i t  o n e  

h u n d r e d  p e r c e n t  o f  t h e  gas. F i r s t l y ,  y o u  h a v e  th i s  m o s t
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f a v o r e d  n a t i o n  c l a u s e ,  t h a t  is, t h a t  t h e  p r i c e  is t h e  

h i g h e s t  p r i c e  p a i d  b y  a n y  i n t e r s t a t e  p u r c h a s e r .  Now, 

it m a y  w e l l  b e  p o s s i b l e  f o r  t h e  S t a t e , i f  it k e p t  s o m e  —  

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

h i g h e r  p r i c e  t h a n  a n y  of  t h e  o t h e r s  a n d  j a c k  up t h e  fate,

If i t  k e p t  s o m e  —  t w e n t y - f i v e  p e r c e n t  o u t  a n d  w a i t e d  

u n t i l  —  w a i t e d  u n t i l  t h e  b i d d i n g  p r o c e s s  a t  the t i m e  

of  t h e  c o m p l e t i o n  o f  t h e  p i p e l i n e ,  y o u  m i g h t  be a b l e  to 

g e t  a h i g h e r  p r i c e  t h a n  a n y  o f  t h e  s a l e s  f r o m  t h e  - -  b y  tl 

o p e r a t o r s  b e c a u s e  the S t a t e  m i g h t  b e  i n  a p o s i t i o n  t o  

s e l l  t o  a n o n j u r i s d i c t i o n a l  p u r c h a s e r ,  or  t o  one t h a t  

h a s  a s p e c i a l  t a x  a d v a n t a g e ,  l i k e  a s t a t e  e n t ity.

A n d ,  I w o u l d  l i k e  to s e e  y o u  h a v e  t h e  o p p o r t u n i t y  

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

th e  r e m a i n i n g  s e v e n t y - f i v e .  T h e n  t h e  o t h e r  is -- in the 

a d m i n i s t r a t i o n ' s  p r e s e n t a t i o n  a n d  w i t h i n  t h e  w h o l e  r a t i o n a l e  

f o r  t h e  t h i n g ,  t h e r e  s e e m s  to b e  a h i g h  p r o b a b i l i t y  of 

a s h i f t  in r o u t e  —  of  a s h i f t  to A l c a n ,  for e x a m p l e .

A n d ,  if t h a t  is s e r i o u s ,  if t h a t  is n o t  j u s t  w i n d o w  

d r e s s i n g ,  t h e n  it w o u l d  s e e m  to  m e  y o u  w o u l d  w a n t  t o  k e e p  

t w e n t y - f i v e  p e r c e n t  o u t  to  —  a n d  to o f f e r  it to N o r t h w e s t  

at t h a t  t i m e  t h a t  t h e  S t a t e  m o v e s  to  t h e  N o r t h w e s t  p o s i t i o n .  

O t h e r w i s e ,  t h e  o p t i o n  of  s h i f t i n g  d o e s n ' t  s e e m  t e r r i b l y  

g r e a t .  So, e v e n  if I w e r e  —  e v e n  if I a c c e p t e d  a l l  t h e  

o t h e r  p r e m i s e s ,  I d o n ' t  s e e  t h e  r e a s o n  for s e l l i n g  m o r e
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than t h r e e - q u a r t e r s  of the gas at this  time.

S E N A T O R  RADER: R e p r e s e n t a t i v e  M e e k i n s ?

REP. M E E K I N S :  Do y o u  h a p p e n  to k n o w  if t h a t  —  if the m o s t

f a v o r e d  n a t i o n  pr ovision, as y o u  call it, in t here w o u l d  

a p p l y  to sales to u s e r s ?  I ' m  n o t  sure it would.

DR. T U S S I N G :  I d o n ' t  have it in front of me but if I r ecal l 

the language, it's in any i n t e r s t a t e  sale. It d o e s n ' t  —  

or a n y  i n t e r s t a t e  p u r c h a s e  a n d  so it d o e s n ' t  c h a r a c t e r i z e  

the p u r c h a s e r .  It w o u l d  s e e m  to me it w o u l d  —  frankly,

I d o n ' t  see w h y  in a d e r e g u l a t e d  s i t u a t i o n  it s ho uld be 

l i m i t e d  to i n t e r s t a t e  sales s i n c e  —  since, if the gas 

is w o r t h  Two D o l l a r s  in-state, to an i n - s t a t e  purch aser, 

y o u  s h o u l d n ' t  sell it for O n e  D o l l a r  to an o u t - o f - s t a t e  

p u r c h a s e r .

But, as Mr. M ^ o d y  says in his p r e p a r e d  statement, 

it m a y  n o t  be that you can get any c o n t r a c t  w h i c h  i n c lude s 

a —  y o u  know, includes that —  all these p r ovisions.  

T h a t ' s  a m a t t e r  of judg ment that is u p  to the negot iator, 

he r e a l l y  has —

REP. M E E K I N S :  Well, I'm trying to find o u t  if there is a n y­

thi n g  we are r e a l l y  losing, in y o u r  view, in ^approving 

this con tract. Y o u  know, w e ' v e  h e a r d  that that —  that 

p r o b l e m  that you p o i n t  out that w e  m a y  be losing a h i g h e r  

p r i c e  by not h a v i n g  r e s e r v e d  the t w e n t y - f i v e  p e r c e n t  so 

we c a n  jack up the m o s t  favored n a t i o n  p r o v i s i o n  in there.
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T h a t  m i g h t  n o t  b e  a r e a l i s t i c  c o n c e r n  b e c a u s e  t h e  F P C  

w o u l d n ' t  a p p r o v e  o f  s u c h  a c o n t r a c t  a n y w a y  in t h e i r  

r e g u l a t i o n  of  t h e  t r a n s p o r t a t i o n  o f  s u c h  gas.

DR. T U S S I N G :  W e l l ,  no. T h a t ’s a —  t h a t ' s  o n e  t h a t  d e p e n d s

o n  t h e  —  i t ' s  c o n d i t i o n a l  o n  d e r e g u l a t i o n .  So, i t  w o u l d n  

r e q u i r e  a n  F P C  a p p r o v a l .  T h e  F P C  w i l l  c o n t i n u e  t o  r e g u l a t

t h e  t r a n s p o r t a t i o n  a n d  t h e  t r a n s p o r t a t i o n  c o s t s  b u t  if
\

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

F P C  c o u l d  r e j e c t  t h e  w h o l e  c o n t r a c t  o n  the g r o u n d s  t h e  

p r i c i n g  p r o v i s i o n s  a r e  n o t  in t h e  p u b l i c  i n t e r e s t  b u t  I 

d o n ' t  s e e  t h a t  as a p r o b l e m .  I j u s t  —  l e t ' s  s a y  w h a t  

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

S w a n s o n  a n d  Mr. M o o d y ,  as f a r  as I c a n  tell. T h a t  is, 

t h a t  t h e r e  —  t h a t  y o u  a r e  g i v i n g  u p  o p t i o n s  or s o m e  

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

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

c i r c u m s t a n c e s  a r e  s o r t e d  out. Y o u  k n o w  —  f o r  e x a m p l e ,  

t h e  a m o u n t  t h e  g a s  is w o r t h  to  a p a r t i c u l a r  gas d i s t r i b u t o '  

d o e s  d e p e n d  o n  the t r a n s p o r t a t i o n  s y s t e m .  Now, t h e  h i­

e r a r c h y  —  t h e  r a n k i n g  a n d  t h e  o r d e r  of  p r e f e r e n c e  of 

t h e  d i f f e r e n t  p o t e n t i a l  c u s t o m e r s  w o u l d  c h a n g e .  F o r  an 

A l c a n  system probably — probably N o r t h w e s t  w o u l d  be  

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

c a u s e  t h e  v a l u e  of g a s  in its m a r k e t  is e s s e n t i a l l y  the 

s a m e  as i t  is a n y w h e r e  e l s e  in t h e  c o u n t r y  b u t  it is
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c l o s e r ,  s o  y o u  h a v e  t h e  l o w e s t  t r a n s p o r t a t i o n  c o s t s .
A n d ,  u n d e r  t h e  LN G  s y s t e m  y o u  w o u l d  p r o b a b l y  — c o n c e i v a b l  
E l  P a s o  w o u l d  b e  w i l l i n g  t o  b i d  t h e  h i g h e s t  f o r  t w o  
r e a s o n s .  F i r s t ,  b e c a u s e  i t  w o u l d  b e  t h e  p o i n t  o f  o f f  
l o a d i n g  a n d  b e  c l o s e s t ,  a n d  s e c o n d ,  b e c a u s e  t h e y  a r e  
q u a l i t y  p r o b l e m s .  C a l i f o r n i a  p r o b a b l y  h a s  t h e  h i g h e s t  
p r e m i u m  b u t  a s  y o u  k n o w ,  o f  c o u r s e  P G  & E ,  w h i c h  i s  o n e  
o f  E l  P a s o ' s  c u s t o m e r s ,  i s  p a r t  o f  t h e  A r c t i c  g r o u p  a n d  
w o u l d  l i k e  t o  b r i n g  t h e  s t u f f  o v e r l a n d  t o  C a l i f o r n i a .
Now I  d o n ' t  k n o w  h o w  m u c h  PG  & E  w o u l d  g i v e .

R E P .  M E E K I N S :  T h a n k  y o u .
S E N A T O R  R A D E R :  M r .  C h a t t e r t o n ?
R E P .  C H A T T E R T O N :  M r .  C h a i r m a n ,  D r .  T u s s i n g ,  t h i s  i s  i n  e f f e c t

t h e  s a m e  q u e s t i o n  a s  M r .  M e e k i n s  — R e p r e s e n t a t i v e  M e e k i n s  
a s k e d  a n d  I  am g o i n g  t o  a s k  i t  s o  I  t h i n k  t h a t  we c a n  n o t  
b e  c o n f u s e d  b y  r h e t o r i c  a b o u t  p i p e l i n e  r o u t e s  a n d  s t a y  
w i t h  j u s t  o n e  s u b j e c t ,  t h e  c o n t r a c t ,  a n d  I  t h i n k  y o u  c a n  
a n s w e r  i t  w i t h  a  " y e s "  o r  " n o " .  My q u e s t i o n ,  d o  y o u  
b e l i e v e  t h a t  t h i s  l e g i s l a t u r e  i n  a p p r o v i n g  t h e s e  t h r e e  
g a s  s a l e s  c o n t r a c t s  w o u l d  b e  d o i n g  t h e  p e o p l e  o f  A l a s k a  a  
d i s s e r v i c e ?

D R .  T U S S I N G :  I  c a n ' t  a n s w e r  t h a t .  T h a t ' s  a p o l i t i c a l  q u e s t i o
t h a t  r e a l l y  g o e s  b e y o n d  m y c o m p e t e n c e .

S E N A T O R  R A D E R :  A n y  f u r t h e r  q u e s t i o n s ?  W e ' l l  a d j o u r n  a n d
s u b j e c t  t o  a n  a d j o u r n m e n t  b y  t h e  H o u s e  a n d  S e n a t e

T A K U  R E P O R T E R S
D E P O S I T I O N S  • H E A R I N G S  - G E N E R A L  R E P O R T IN G
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t o m o r r o w ,  m o r n i n g  w e  v;ill r e c o n v e n e  a t  1 1 : 0 0  a.m.

W e ' l l  s t a r t  w i t h  t h e  A l c a n  p e o p l e  a n d  go  f r o m  

A l c a n  t o  A r c t i c  G a s  a n d  t h e n  p r o b a b l y  t h r o u g h  o u r  

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

W e  s t a n d  a d j o u r n e d .

( W h e r e u p o n  t h e  h e a r i n g  w a s  a d j o u r n e d  a t  

5 : 1 5  p.m.)

T A K U  R E P O R T E R S
O E P O S t .  ; O N ! i  .  H E A R I N G S  * GEN fc  .AL H I : P O R T IN G
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STATEMENT OF JACOB ADAMS, V1CE-PRESIDENT- 
LANDS, ARCTIC SLOPE REGIONAL CORPORATION 
ON 11. B. 102

My name is Jacob Adams. I am appearing before 

the Committee on behalf of the Arctic Slope Regional Cor­

poration in my capacity as Vice-President in charge of 

Land Selection and Conveyance.

ASRC is strongly opposed to legislation which 

would impose a tax on proven oil and gas reserves. The 

proposed legislation would constitute an extremely damag­

ing burden to ASRC and could very well bankrupt the cor­

poration.

ASRC recognizes and appreciates tlie Legislature's 

concern over imminent near-term deficits in the State 

Treasury arising out of predictable imbalance between 

revenues and expenditures. Expenditures in recent years 

including revenue sharing with local governments has been 

a mainstay of supporting their local budget requirements 

especially in education.

While the Jnupiat people ol the Arctic Slope have 

benefited to some degree by State financial support, it h. s 
not been to the same extent that more urban areas have bene­

fited .

At the present time, the present casli reserves 

and future anticipated revenues arising from the Alaska 

Native Claim Settlement Act, as well as programmed receipts

i

i
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u n d e r  v a r i o u s  e x p l o r a t i o n  and d e v e l o p m e n t  a g r e e m e n t s  w i t h  

m a j o r  oil c o m p a n i e s ,  h a v e  b e e n  h e a v i l y  c o m m i t t e d  to p r o d u c e  

a v i a b l e  e c o n o m y  in the A r c t i c  b a s e d  on a p r o f i t  m o t i v a t e d ,  

f r e e  e n t e r p r i s e  s y s t e m .  A S R C ,  w i t h o u t  s p e c i a l  a s s i s t a n c e  

or s u b s i d y  f r o m  the State, is u n d e r w r i t i n g  m a n y  c o m m e r c i a l  

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

to the S t a t e  in the f o r m  of i n c o m e  and b u s i n e s s  ta x e s .  If 

p r e v e n t e d  f r o m  d e v e l o p i n g  on its o w n  i n i t i a t i v e  b e c a u s e  of 

a n e w  t a x  b u r d e n  on p r o v e n  r e s e r v e s ,  w h i c h  A S R C  s h a l l  s h o r t­

ly i n h e r i t  u n d e r  its m i n e r a l  i n - l i e u  s e l e c t i o n  e n t i t l e m e n t ,  

the e c o n o m i c  f u t u r e  of the A r c t i c  w i l l  be s e r i o u s l y  i m p a i r e d .

A  tax on r e s e r v e s  is a r e g r e s s i v e  tax in that 

it is n o t  g a u g e d  on the a b i l i t y  to pay. T r ue, l a r g e  oil 

c o m p a n i e s  can a c c o m m o d a t e  su c h  t a x e s  by p a s s i n g  on to c o n­

s u m e r s  t h o s e  c o s t s ,  but not e v e r y  c o r p o r a t i o n ,  o r g a n i z a t i o n  

or i n d i v i d u a l  c a n  pay. C o n t r a r y  to the b u l k  of p u b l i c  

o p i n i o n  t h e r e  a r e  o t h e r s  in the S t a t e  of A l a s k a ,  in a d d i­

tion to l a r g e  oil c o m p a n i e s ,  t h a t  h a v e  a s t a k e  in o w n e r s h i p  

of oil a n d  g a s  r e s e r v e s .  T h i s  o t h e r  c a t e g o r y  i n c l u d e s  .in­

d i v i d u a l  l e s s e e s ,  r o y a l t y  o w n e r s ,  and i n d e p e n d e n t  c o m p a n i e s .

A s  y o u  are a l s o  aw a r e ,  at least s i x  n a t i v e  r e g i o n a l  

c o r p o r a t i o n s  h a v e  < lered in t o  oil. and g a s  e x p l o r a t i o n  a g r e e­

m e n t s  w h i c h ,  in a d d i t i o n  to b a s e  r o y a l t i e s  as a land owner, 

p r o v i d e  for o t h e r  b e n e f i t s  i n c l u d i n g  net p r o f i t s  p r o v i s i o n s ,
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join L v e n t u r e s  or p a r t i c i p a t i o n s ,  c a r r i e d  w o r k i n g  i n t e r e s t s ,  

or a c o m b i n a t i o n  of all three.

A l t h o u g h  w e  are not h e r e  to a r g u e  the l e g a l  i n t e r­

p r e t a t i o n  of S e c t i o n  2 1 ( d )  of the A l a s k a n  N a t i v e  C l a i m  S e t t l e­

me n t  A c t  w h e r e b y  a t w e n t y  y e a r  t a x  e x e m p t i o n  a p p l i e s  to c e r­

tai n  p r o p e r t y  i n t e r e s t s  of n a t i v e  c o r p o r a t i o n s  and i n d i v i d u a l s ,  

t h e r e  are t h o s e  w h o  b e l i e v e  that n a t i v e  i n t e r e s t s  in l e a s e s  

in the f o r m  of p a r t i c i p a t i o n s  as w e l l  as r o y a l t y  i n t e r e s t s  

w o u l d  be s u b j e c t  to a p r o p e r t y  t a x  in the s a m e  m a n n e r  and 

to the s a m e  d e g r e e  as oil c o m p a n y  l e s s e e s .

W e  s u b m i t  that the p r o p e r t y  tax b e i n g  c o n s i d e r e d  

w o u l d  d e p r e s s  the v a l u e  of u n l e a s e d  n a t i v e  c o r p o r a t i o n  l a n d s  

as w e l l  as  t h o s e  that are p r e s e n t l y  l e a s e d  or th a t  shall 

be l e a s e d  in the n e a r  f u t u r e .  T h e  t i m e  of p a y o u t  in o r d e r  

to r e c e i v e  b e n e f i t s  u n d e r  a net p r o f i t s  i n t e r e s t  w o u l d  be 

m u c h  d e l a y e d .  F r o m  the r e g i o n a l  c o r p o r a t i o n s '  s t a n d p o i n t ,  

p a y i n g  t a x e s  t o d a y  w i t h  the u n c e r t a i n t i e s  of d e v e l o p i n g  a 

m a r k e t  a n d  u n k n o w n  l u t u r e  w e l l h e a d  v a l u e  of c r u d e  oil and 

na tural gas, c o u l d  c r e a t e  f i n a n c i a l  h a v o c  .i f nut b r i n g  u p o n  

the e c o n o m i c  d e m i s e  of the c o r p o r a t i o n s .

A  s p e c i f i c  e x a m p l e  w i l l  s e r v e  to i l l u s t r a t e  our 

c o n c e r n .  A S R C  p r e v i o u s l y  filed i n - l i e u  s e l e c t i o n s  on a p­

p r o x i m a t e l y  1 8 , 0 0 0  a c r e s  w i t h i n  the b o u n d a r y  of the k n o w n  

g e o l o g i c  s t r u c t u r e  of the k e m i k  Unit. T h e  K e m i k  Un i t  lias 

one c o m p l e t e  a a n d  s h u t - i n  g a s  w e l l .  A s e c o n d  e x p l o r a t o r y  

w e l l  is c u r r e n t l y  d r i l l i n g  a n d  a p e r m i t  for a t h i r d  e x p l o r a­

tory w e l l  is p e n d i n g .  No d e v e l o p m e n t  w e l l s  h a v e  b e e n  d r i l l e d ;

-3-
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h o w e v e r ,  t h e  U.S. G e o l o g i c a l  S u r v e y  h a s  i n d i c a t e d  that the 

d i s c o v e r y  p r o b a b l y  is c o m m e r c i a l  b a s e d  on the K G S  c l a s s i f i c a  

tion. T h e  S u r v e y  a n d  the o r i g i n a l  o p e r a t o r ,  F o r e s t  O i l  C o m­

pany, i n d i c a t e s  a p r o b a b l e  p r o d u c e a b l e  v o l u m e  of 475 b c f  

of gas. T h i s  is c e r t a i n l y  no  " b a r n  b u r n e r "  or as w e  c a l l  

it " i g l o o  m e l t e r "  in t e r m s  of N o r t h  S l o p e  o p e r a t i o n s .

A S R C  f i l e d  s e l e c t i o n s  w i t h i n  the K e m i k  U n i t  b e­

c a u s e  it h a s  o v e r  1 . 2  m i l l i o n  a c r e s  of i n - l i e u  s u b s u r f a c e  

e n t i t l e m e n t  a n d  the B o a r d  of D i r e c t o r s  b e l i e v e s  such 

s e l e c t i o n s  s h o u l d  be m a d e  f i r s t  in p r o v e n  a r e a s  of p r o­

d u c t i o n  w h e r e  fee o w n e r s h i p  is not i m p o r t a n t  in o r d e r  to 

m a x i m i z e  t h e  s p r e a d  of its o v e r a l l  l a n d  o w n e r s h i p  t h r o u g h­

out the A r c t i c  Slope,

A S R C ’s i n t e r e s t  in the K e m i k  U n i t  u p o n  t r a n s f e r  

of t h e  s u b s u r f a c e  e s t a t e  f r o m  the D e p a r t m e n t  of the I n t e r i o r  

r a n g e s  f r o m  1 2 - 1 / 2 %  r o y a l t y  u n d e r  e x i s t i n g  F e d e r a l  l e a s e s  

to 1 0 0 %  m i n e r a l  i n t e r e s t  u n d e r  u n l e a s e d  l a n d s  w i t h i n  the 

u n i t  b o u n d a r y .

B a s e d  on the r e s e r v e s  a t t r i b u t a b l e  to A S R C ’s 

i n t e r e s t s  d e r i v e d  f r o m  the o p e r a t o r s  v o l u m e t r i c  c a l c u l a­

tions, t h e  v o l u m e  of p r o d u c e a b l e  g a s  is 2 1 3  bet. A s s u m i n g  

an a r b i t r a r y  v a l u e  at the ti m e  p r o d u c t i o n  c o m m e n c e s  of 

$ . 5 0 / M C F , the v a l u e  of s o - c a l l e d  p r o v e n  r e s e r v e s  o w n e d  

by A S R C  is S 1 0 6 M M .  A 20 mil p r o p e r t y  tax l e v y  w o u l d  

a m o u n t  to $ 2 . 1 M M  a n n u a l l y  u n t i l  p r o d u c t i o n  c o m m e n c e d .
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S i n c e  A S R C  w i l l  p r o b a b l y  l e a s e  its 1 0 0 %  m i n e r a l  

i n t e r e s t  l a n d s  r e s e r v i n g  a 1 6 - 2 / 3 %  -royalty t h e r e b y  d e­

c r e a s i n g  its r o y a l t y  r e s e r v e s  to 64 bcf, the a m o u n t  of 

ad v a l o r e m  t a x e s  p a i d  in the f i r s t  few y e a r s  a f t e r  the 

tax is i m p o s e d  m a y  n e v e r  be r e c o u p e d  as a c r e d i t  a g a i n s t  

p r o d u c t i o n  taxes. T h i s  w o u l d  be t r u e  u n l e s s  A S R C  r e c e i v e s  

t i t l e  to the s u b s u r f a c e  e s t a t e  and l e a s e s  its i n t e r e s t  

p r i o r  to the e f f e c t i v e  d a t e  of the t a x  law. A c t i o n s  w h i c h  

f o r c e  A S R C  to l a n d  m a n a g e m e n t  d e c i s i o n s  in h a s t e  d u e  to 

f a c t o r s  (the n e w  tax) b e y o n d  i t s  c o n t r o l  are u n r e a s o n a b l e  

and p a t e n t l y  u n f a i r .

A n o t h e r  p r o b l e m  that w e  c o n s i d e r  l i k e l y  to 

d e v e l o p  th a t  w o u l d  be h a r m f u l  to A S R C  r e l a t e s  to the 

c o n t r a c t  p r o v i s i o n s  of our s e v e r a l  oil and g a s  e x p l o r a­

tion a g r e e m e n t s .  T h e  a g r e e m e n t s  p r o v i d e  for, a m o n g  o t h e r  

tilings, a r e a s o n a b l e  c o n t i n u o u s  d r i l l i n g  p r o v i s i o n  in the 

e v e n t  of d i s c o v e r y  on a lease. It is a l m o s t  a c e r t a i n t y  

that w e  w o u l d  h a v e  to w a i v e  the c o n t i n u o u s  d r i l l i n g  p r o­

v i s i o n  u n t i l  the law e x p i r e s  (if e v e r )  t h e r e b y  e x t e n d i n g  

the p e r i o d  of f i e l d  d e v e l o p m e n t  for m a n y  y e a r s  w h i c h  

w o u l d  not o n l y  a f f e c t  our c a s h  f l o w  p r o j e c t i o n s  but d e­

p r i v e  the S t a t e  of p r o d u c t i o n  t a x e s  f r o m  A S R C  lands.

A l t h o u g h  r e s e r v e s  c o u l d  be a s s e s s e d  u n d e r  a 

s i n g l e  d i s c o v e r y  w e l l ,  you w o u l d  o b v i o u s l y  be i n v i t i n g  

l i t i g a t i o n .

i

i
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W e  b e l i e v e  th a t  the L e g i s l a t u r e  s h o u l d  c a r e f u l l y  

e x p l o r e  a l l  a l t e r n a t i v e s  to r a i s i n g  s u f f i c i e n t  r e v e n u e s  to 

o f f s e t  n e a r - t e r m  d e f i c i t s  a n d  c o m p a r e  the i m p a c t  a g a i n s t  

the o b v i o u s  d e t r i m e n t a l  e f f e c t s  of the t a x  on r e s e r v e s .

.Several a l t e r n a t i v e  % th a t  h a v e  b e e n  a d v a n c e d  

in r e c e n t  w e e k s  th a t  s h o u l d  t h o r o u g h l y  c o n s i d e r e d  i n­

c l u d e  the f o l l o w i n g :

1 . I n d i r e c t  b o r r o w i n g  a g a i n s t  f u t u r e  o i l  a n d  

gas r o y a l t i e s  t h r o u g h  an- " A B C "  t y p e  t r a n s a c t i o n .  S e l l i n g  

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

that a m o u n t  n e c e s s a r y  to r e p a y  the loan. R o y a l t y  p r o d u c­

tion t h e r e a f t e r  is f r e e  f r o m  e n c u m b r a n c e s .  W h i l e  f u r t h e r  

i n v e s t i g a t i o n  of the a p p l i c a b i l i t y  of " A B C "  f i n a n c i n g  is 

n e e d e d ,  w e  b e l i e v e  it w o u l d  a v o i d  the q u e s t i o n  of c o n­

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

b o r r o w i n g .  A r l o n  T u s s i n g ,  n o t e d  U n i v e r s i t y  of A l a s k a  

e c o n o m i s t ,  lias c o m p a r e d  the c o s t  e f f e c t  of t a x i n g  r e s e r v e s  

a g a i n s t  b o r r o w i n g  at l o w  i n t e r e s t  r a t e s  and c o n c l u d e d  

that if t h e  S t a t e  w a n t s  to m a x i m i z e  the v a l u e  of its oil 

r e v e n u e s  it w o u l d  be far b e t t e r  o f f  to i s s u e  r e v e n u e  b o n d s  

r a t h e r  than t a x  r e s e r v e s  in the g r o u n d .

li. A n o t h e r  a l t e r n a t i v e  t h a t  s h o u l d  be c o n­

s i d e r e d  i s  a d v a n c e  p a y m e n t  of s e v e r a n c e  t a x e s .  S.xnce the 

p r o d u c e r s  w i l l  be p a y i n g  s e v e r a n c e  t a x e s  b a s e d  011 g r o s s  

w e l l h e a d  p r i c e  of o i l  or g a s  011 a p r e d i c t a b l e  d e c l i n i n g  

basis, p a y m e n t  of a d v a n c e  s e v e r a n c e  t a x e s  011 p r o d u c t i o n  

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

the g a p  b e t w e e n  r e c e i p t s  a n d  e x p e n d i t u r e s  s h o u l d  e n c o u r a g e
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o p e r a t o r s  to p r o d u c e  a p r o p e r t y  b e y o n d  w h a t  w o u l d  o t h e r­

w i s e  be its e c o n o m i c  limit. T h e  t i m e  of a b a n d o n m e n t  of 

m a r g i n a l  p r o p e r t i e s  s h o u l d  be e x t e n d e d  for a n u m b e r  of 

y e a r s  w h i c h  w o u l d  b e n e f i t  the S t a t e  and p r o m o t e  g o o d  c o n­

s e r v a t i o n  p r a c t i c e s .

3. A  t h i r d  a l t e r n a t i v e  th a t  s h o u l d  be c o n­

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

the a c t u a l  v a l u e  to be d e t e r m i n e d  at the t i m e  of t r a n s­

fer. A n  o p t i o n  of t h i s  n a t u r e  c o u l d  be m a d e  a t t r a c t i v e  

to l a r g e  g a s  u t i l i t y  c o m p a n i e s  w h o  m a y  be ab l e  to a c c o m­

m o d a t e  t h e  o p t i o n  p a y m e n t  in t h e i r  r a t e  base. In any 

ev e n t ,  the S t a t e  w o u l d  not be c o m m i t t i n g  its g a s  r e s e r v e s  

at a f i x e d  p r i c e  in a d v a n c e  of w h a t  the a c t u a l  v a l u e  m a y  

be at the t i m e  p r o d u c t i o n  c o m m e n c e s .  It a p p e a r s  to A S R C  

t h a t  t h i s  a l t e r n a t i v e  m a y  be s u p e r i o r  to all o t h e r s

4. A d d i t i o n a l  c o m p e t i t i v e  l e a s e  s a l e s  s h o u l d  

be p r o g r a m m e d  to c o i n c i d e  w i t h  c a l e n d a r  y e a r  b u d g e t s  of 

m a j o r  oil c o m p a n i e s  to m a x i m i z e  r e v e n u e s .  If the m a j o r i t y  

of the p o t e n t i a l  p a r t i c i p a n t s  in a s a l e  a d opt a b u d g e t  as 

of tlie f i r s t  of a c a l e n d a r  y e a r  t h e n  it is u n w i s e  to 

s c h e d u l e  a s a l e  for the f o u r t h  q u a r t e r  of a year.

5. A n o t h e r  a l t e r n a t i v e  that h a s  b e e n  s u g g e s t e d  

is a d v a n c e  s a l e  of r o y a l t y  oil. T h i s  a p p e a r s  the l e a s t  

a d v i s a b l e  at t h i s  t i m e  s i n c e  the v a l u e  w o u l d  be h e a v i l y  

d i s c o u n t e d  by p r o s p e c t i v e  p u r c h a s e r s .  H o w e v e r ,  as an 

a l t e r n a t i v e  it s h o u l d  be c o n s i d e r e d .
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p r e s e n t  our v i e w p o i n t  o n  the p r o p o s e d  p r o p e r t y  tax on
*
r e s e r v e s .  A l t h o u g h  s u c h  a t a x  m a y  be r e l a t i v e l y  e a s y  

to a d m i n i s t e r ,  it h a s  g r o s s  i n e q u i t i e s  and a p p l i c a t i o n s .  

T h e r e f o r e ,  if t h e r e  a r e  o t h e r  m e a n s  to r a i s e  r e v e n u e s  

w i t h o u t  i n e q u i t i e s ,  t h e y  s h o u l d  be t h o r o u g h l y  i n v e s t i g a t e d  

and o n l y  as a la s t  r e s o r t  s h o u l d  s e r i o u s  c o n s i d e r a t i o n  of 

a t a x  on r e s e r v e s  be i m p l e m e n t e d .

O n e  f a c t o r  t h a t  b e g i n s  to w o r r y  A S R C  is that 

the a n t i c i p a t e d  r e v e n u e s  f r o m  P r u d o e  B a y  m a y  n o t  c o v e r  

r a p i d l y  e s c a l a t i n g  c o s t s  of S t a t e  g o v e r n m e n t  at the ti m e  

p r o d u c t i o n  b e g i n s .  If t h i s  o c c u r s ,  we  b e l i e v e  that the 

tax on  r e s e r v e s  w i l l  n o t  be p h a s e d  out as p r o v i d e d  for in 

the v a r i o u s  b i l l s  w i t h  the r e s u l t  that e x p l o r a t i o n  and 

d e v e l o p m e n t  on n a t i v e  l a n d s  w i l l  be f u r t h e r  i m p a i r e d .

W  i w i s h  lo t h a n k  y o u  f o r  t h e  o p p o r t u n i t y  to



/ •
CTZ3 n  CT73 IF Ih
DEPARTM ENT OF NATURAL RESOURCES

OFFICE OF THE COMMISSIONER

F e b r u a r y  17, 1977

JAYS. HAMMOND, GOVERNOR

11TH FLOOR, STA TE OFFICERLDG. 
POUCH M -  JUNEAU S3S11

T h e  H o n o r a b l e  C h a n c y  C r o f t  
C h a i r m a n ,  I n t e r i m  C o m m i t t e e  

o n  O i l  a n d  G a s  T a x a t i o n  
L e a s i n g  P o l i c y  

A l a s k a  S t a t e  L e g i s l a t u r e  
J u n e a u ,  A l a s k a  9 9 8 1 1

D e a r  S e n a t o r  C r o f t :

S e n a t e  C o n c u r r e n t  R e s o l u t i o n  101, p a s s e d  b y  t h e  1976 
L e g i s l a t u r e ,  p r o v i d e d  th a t  the A d m i n i s t r a t i o n  a n d  the 
L e g i s l a t u r e  w o u l d  u n d e r t a k e  a s t u d y  of l o n g - t e r m  o i l  
a n d  gas l e a s i n g  a n d  t a x a t i o n  p o l i c y ,  a n d  t h a t  the s t u d y  
w o u l d  b e  p r e s e n t e d  to the f i r s t  s e s s i o n  o f  the T e n t h  
L e g i s l a t u r e .  S u b s e q u e n t  to t h e  p a s s a g e  o f  S C R  101, t h e  
A d m i n i s t r a t i o n  d e t e r m i n e d  t h a t  the D e p a r t m e n t  of N a t u r a l  
R e s o u r c e s  w o u l d  h a v e  l e a d  r e s p o n s i b i l i t y  for the l e a s i n g  
p h a s e  of  the Stu d y ,  a n d  m e e t i n g s  w i t h  l e g i s l a t i v e  l e a d e r­
s h i p  arid r e s e a r c h  s t a f f  r e s u l t e d  in f u r t h e r  a g r e e m e n t s  
t h a t  the C o m m i s s i o n e r  of  N a t u r a l  R e s o u r c e s  w o u l d  s e r v e  as 
the p r o j e c t  m a n a g e r  f o r  a j o i n t  s t u d y  of  a l t e r n a t i v e  o i l  
a n d  g a s  l e a s i n g  m e t h o d s .  F o r  t h i s  s e g m e n t  o f  the St u d y ,  
the L e g i s l a t u r e  a p p r o p r i a t e d  $ 5 0 , 0 0 0  to t h e  o f f i c e  o f  the 
C o m m i s s i o n e r  o f  N a t u r a l  R e s o u r c e s ,  a n d  a n  a d d i t i o n a l  
a m o u n t  o f  $ 3 5 , 0 0 0  has b e e n  m a d e  a v a i l a b l e  b y  the L e g i s ­
l a t i v e  A f f a i r s  A g e n c y  for a d d i t i o n a l  c o n t r a c t u a l  a s s i s t a n c e  
in c o n d u c t i n g  the study.

F r o m  the b e g i n n i n g ,  t h i s  j o i n t  s t u d y  h a s  b e e n  u n d e r t a k e n  in 
an a t m o s p h e r e  of c o n s t r u c t i v e  c o o p e r a t i o n ,  m o s t  l i k e l y  in 
r e c o g n i t i o n  of  t h e  c o m p l e x i t y  a n d  i m p o r t a n c e  of the i s s u e s  
i n v o l v e d .  S h o r t l y  a f t e r  the c o n c l u s i o n  o f  the l a s t  L e g i s­
la t i v e  S e s s i o n ,  I p a r t i c i p a t e d  in m e e t i n g s  w i t h  the I n t e r i m  
C o m m i t t e e  in an e f f o r t  to d e s i g n  t h e  c o m p o n e n t s  of an 
e f f e c t i v e  s t u d y  o f  a l t e r n a t i v e  o i l  a n d  g a s  l e a s i n g  m e t h o d s .  
T h o s e  m e e t i n g s  r e s u l t e d  in a g r e e m e n t  on a p l a n  of  s t u d y  
w h i c h  w a s  i n i t i a t e d  s o m e  t i m e  a g o  a n d  w h i c h  h a s  b e e n  the 
s u b j e c t  of o n g o i n g  b r i e f i n g s  a n d  d i s c u s s i o n s  b e t w e e n  the 
D e p a r t m e n t  o f  N a t u r a l  R e s o u r c e s  a n d  the I n t e r i m  C o m m i t t e e .

G e n e r a l l y  s p e a k i n g ,  t h a t  s t u d y  is c o m p l e t e d  a t  t h i s  t i m e  
and w i l l  be p r e s e n t e d  t h r o u g h  d o c u m e n t s  a n d  t e s t i m o n y  
d u r i n g  t h e  p r e s e n t  L e g i s l a t i v e  S e s s i o n .  T h e  f i r s t  f o r m a l  
p r e s e n t a t i o n  of t h e  r e s u l t s  of t h e  S t u d y  w i l l  be m a d e  
F e b r u a r y  17, 1977.
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T a k e n  as a w h o l e ,  the A l a s k a  O i l  a n d  G a s  L e a s i n g  S t u d y  w h i c h  
is p r e s e n t e d  to y o u  t o d a y  is n o t  i n t e n d e d  to r e a c h  f i n a l  
c o n c l u s i o n s  w i t h  r e g a r d  to the o i l  a n d  g a s  l e a s i n g  a l t e r n a­
ti v e s  th a t  a r e  b e s t  for the S t a t e  of  A l a s k a  in t h e  f u t ure. 
R a t h e r ,  it w a s  d e s i g n e d ,  as a r e s u l t  of the a g r e e m e n t  b e t w e e n  
the A d m i n i s t r a t i o n  and the I n t e r i m  L e g i s l a t i v e  C >mmittee, to 
p r o v i d e  a s o u n d  b a s i c  p o r t r a y a l  of the a l t e r n a t i v e  o b j e c t i v e s  
th e  S t a t e  m i g h t  p u r s u e  in f u t u r e  o i l  a n d  gas l e a s i n g  p o l i c y  
an d  the a l t e r n a t i v e  l e a s i n g  m e t h o d s  w h i c h  c o u l d  b e  u t i l i z e d  
to o p t i m i z e  o u r  c h a n c e s  for o b t a i n i n g  t h e  c h o s e n  o b j e c t i v e s .
In a d d i t i o n ,  the S t u d y  w a s  d e s i g n e d  to p r o v i d e  a c o m p r e h e n s i v e  
o v e r v i e w  of o i l  a n d  g a s  l e a s i n g  in A l a s k a  b y  p o r t r a y i n g  its 
h i s t o r y ,  the n a t u r e  of the p r e s e n t  S t a t e  s y s t e m  a n d  i n f o r m a­
tio n  a b o u t  o t h e r  f a c t o r s  w h i c h  m u s t  b e  c o r s i d e r e d  if n e w  
l e a s i n g  s y s t e m s  a r e  to be u t i l i z e d  in the State.

T o  a c c o m p l i s h  t h e s e  o b j e c t i v e s ,  the f o l l o w i n g  e l e m e n t s  of 
the S t u d y  h a v e  b e e n  l a r g e l y  c o m p l e t e d  at  the p r e s e n t  time.

— A  s t a t e m e n t  r e g a r d i n g  the h i s t o r y  of S t a t e  o i l  a n d  
g a s  l e a s i n g  in A l a s k a ,  i n c l u d i n g  F e d e r a l  h i s t o r y  
w h e r e  r e l e u ^ n t ,  a n d  an a n a l y s i s  o f  th i s  h i s t o r y  
i n d i c a t i n g  the r a t i o n a l e  for p a s t  d e c i s i o n s  a n d  the 
s u c c e s s  or f a i l u r e  of l e a s i n g  d e c i s i o n s .

— A d e s c r i p t i o n  of the f u t u r e  o i l  a n d  g a s  p o t e n t i a l  on 
S t a t e  la n d  s u f f i c i e n t  to a l l o w  an a n a l y s i s  of  the 
a p p l i c a b i l i t y  of a l t e r n a t i v e  o i l  a n d  g a s  l e a s i n g  
m e t h o d s  in the c o n t e x t  o f  the p o t e n t i a l  t h a t  e x i s t s .

— A  d e s c r i p t i o n  a n d  a n a l y s i s  of the p r e s e n t  S t a t e  
p o l i c y  on l e a s i n g  and t h e  s t a t u t e s ,  r e g u l a t i o n  and 
s t r u c t u r e  w h i c h  s u p p o r t  it.

A d e s c r i p t i o n  a n d  a n a l y s i s  o f  m a j o r  a l t e r n a t i v e  
s y s t e m s  w h i c h  a r e  p r a c t i c a b l y  a p p l i c a b l e  to S t a t e  
u s e  in A l a s k a ;  a l l  s t a t e d  in t e r m s  of a l t e r n a t i v e  
o b j e c t i v e s  the S t a t e  m i g h t  w i s h  to p u r s u e .

— A r e v i e w  a n d  a n a l y s i s  o f  the p r a c t i c a l  i m p l i c a t i o n s  
o f  a d o p t i o n  of v a r i o u s  l e a s i n g  a l t e r n a t i v e s  i n c l u d i n g  
b u d g e t  a n d  p e r s o n n e l  r e q u i r e m e n t s ,  i n f o r m a t i o n  r e q u i r e­
ments, a n d  the d e c i s i o n - m a k i n g  s t r u c t u r e .  S u b s e q u e n t l y ,  
th i s  m i g h t  be s u p p l e m e n t e d  b y  the d e s i g n  o f  a c r i t e r i a  
for a d m i n i s t r a t i v e  d e c i s i o n - m a k e r s  to u t i l i z e  in 
e v a l u a t i n g  a l t e r n a t i v e  l e a s i n g  m e t h o d s  in v a r i o u s  
s i t u a t i o n s .

To  c o n d u c t  the Study, s u b s t a n t i a l  w o r k  w a s  d o n e  b o t h  b y  the 
s t a f f  of the D e p a r t m e n t  of N a t u r a l  R e s o u r c e s  a n d  b y  p r o f e s s i o n a l  
i n d e p e n d e n t  c o n s u l t a n t s .  A l t h o u g h  a s u b s t a n t i a l  n u m b e r  of 
i n d i v i d u a l  c o n c l u s i o n s  a r e  r e a c h e d  in v a r i o u s  c o m p o n e n t s  of the
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c o m p l e t e d  study, it s h o u l d  b e  s t r o n g l y  e m p h a s i z e d  t h a t  no 
f i n a l  c o m p r e h e n s i v e  c o n c l u s i o n s  o n  t h e  p a r t  o f  the A d m i n i s­
t r a t i o n  o r  m e m b e r s  of t h e  L e g i s l a t u r e  h a v e  b e e n  r e a c h e d .  
I n d e e d ,  m a n y  e l e m e n t s  o f  the S t u d y  p r e s e n t  c o n t r a d i c t o r y  
c o n c l u s i o n s ,  a n d  the o v e r a l l  e f f e c t  o f  t h e  s t u d y  is to 
p r e s e n t  a w i d e  r a n g e  of a l t e r n a t i v e  o b j e c t i v e s  a n d  m e t h o d s  
to r e a c h  them. S p e a k i n g  for the A d m i n i s t r a t i o n  a n d  as the 
p r o j e c t  m a n a g e r  for the s t u d y ,  it w o u l d  b e  m y  r e c o m m e n­
dat i o n ,  f o l l o w i n g  the i n i t i a l  p r e s e n t a t i o n  of t h e  s t u d y  
a n d  a b r i e f i n g  o n  its r e s u l t s ,  t h a t  a p e r i o d  of a n a l y s i s  
a n d  p u b l i c  r e v i e w  f o l l o w .  D u r i n g  t h i s  p e r i o d ,  c o m m e n t s  of 
o t h e r s  in the p u b l i c  s e c t o r  s h o u l d  be s o l i c i t e d  a n d  f u r t h e r  
d i s c u s s i o n s  h e l d  b e f o r e  f i n a l  p o s i t i o n s  a r e  e s t a b l i s h e d .

I r e m a i n  e x t r e m e l y  h o p e f u l  t h a t  t h e  j o i n t  c o o p e r a t i v e  a p p r o a c h  
to t h i s  i m p o r t a n t  a n d  c o m p l e x  i s s u e  c a n  b e  m a i n t a i n e d  for as 
l o n g  as i t  r e m a i n s  c o n s t r u c t i v e .

In e x a m i n i n g  the s t u d y  as a w h o l e ,  I h a v e  d r a w n  s o m e  
p r e l i m i n a r y  c o n c l u s i o n s  of a g e n e r a l  nc ce w h i c h  m i g h t  
be of i n t e r e s t  as r e c o m m e n d a t i o n s  to the C o m m i t t e e  in 
c o n s i d e r i n g  f u r t h e r  e f f o r t  in p u r s u i t  of an  i m p r o v e d  
S t a t e  o i l  a n d  g a s  l e a s i n g  p o l i c y .

O v e r a l l ,  the i n d i v i d u a l  s t u d i e s ,  r e g a r d l e s s  of t h e i r  
s p e c i f i c  c o n c l u s i o n s ,  t e n d  to i n d i c a t e  t h a t  u n d e r  v a r i o u s  
c i r c u m s t a n c e s  and in p u r s u i t  of s o m e  o b j e c t i v e s ,  the S t a t e  
c o u l d  i m p r o v e  its f u t u r e  r e t u r n  f r o m  the c o m m i t m e n t  of 
o il a n d  g a s  p r o p e r t y  by  u t i l i z i n g  a b r o a d e r  r a n g e  of  l e a s i n g  
a l t e r n a t i v e s .  As  a r e s u l t ,  it s e e m s  e v i d e n t  t h a t  a b r o a d e n­
ing of  the l e a s i n g  a l t e r n a t i v e s  a v a i l a b l e  to S t a t e  a d m i n­
i s t r a t o r s  is in the b e s t  i n t e r e s t s  of the S t a t e .  W h a t  
t h o s e  a l t e r n a t i v e s  s h o u l d  be, a n d  the l i m i t a t i o n s  p l a c e d  
u p o n  them, m u s t  be a s u b j e c t  of f u r t h e r  d e l i b e r a t i o n s .

S e c o n d ,  as the n u m b e r  o f  a l t e r n a t i v e s  for f u t u r e  l e a s i n g  is 
b r o a d e n e d ,  it is a d v i s a b l e  t o  b r o a d e n  the p u b l i c  r e v i e w  
p r o c e s s  w h i c h  s h o u l d  be a s s o c i a t e d  w i t h  a n y  l e a s i n g  d e c i s i o n .  
W h i l e  f i n a l  d e c i s i o n s  m i g h t  c o n t i n u e  to s u c c e s s f u l l y  r e s t  
w i t h  p u b l i c  a d m i n i s t r a t o r s ,  the p u b l i c  p r o c e s s  l e a d i n g  to 
s u c h  d e c i s i o n s  s h o u l d  be t h o r o u g h g o i n g  and in p r o p o r t i o n  to 
the i m p o r t a n c e  of the S t a t e  r e s o u r c e  d e c i s i o n .  S u c h  p r o c e s s  
c o u l d  w e l l  i n c l u d e  the e a r l y  p u b l i c a t i o n  o f  c o m p r e h e n s i v e  
p l a n s  for a n y  l e a s e  e v e n t  u n d e r  c o n s i d e r a t i o n  ( i n c l u d i n g  
the l e a s i n g  area, the m e t h o d  (s) u n d e r  c o n s i d e r a t i o n ,  the 
o b j e c t i v e s  b e i n g  p u r s u e d ,  a l t e r n a t i v e s  to b e  c o n s i d e r e d ,  
a n d  a r e v i e w  of e n v i r o n m e n t a l  f a c t o r s ) . S e c o n d ,  a c o m p o n e n t  
of t h e  p u b l i c  p r o c e s s  m i g h t  w e l l  be a p u b l i s h e d  d o c u m e n t  
w h i c h  r e l a t e s  the p r o p o s e d  l e a s e  p l a n  to f u t u r e  S t a t e  
r e v e n u e  a n d  s p e n d i n g  p r o j e c t i o n s  and to f u t u r e  S t a t e  oil 
a n d  g a s  l e a s i n g  plans. In the c o n t e x t  of s u c h  i n f o r m a t i o n ,  
the p u b l i c  p r o c e s s  c o u l d  be m o s t  c o n s t r u c t i v e .
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Th i r d ,  it a p p e a r s  t h a t  m a n y  o f  the a l t e r n a t i v e s  p r e s e n t e d  
in the l e a s i n g  s t u d y  r e q u i r e  the p o s s e s s i o n ,  b y  the S t a t e ,  of 
g r e a t e r  a m o u n t s  of i n f o r m a t i o n  r e g a r d i n g  p o t e n t i a l  l e a s i n g  
a r e a s  t h a n  u n d e r  the p r e s e n t  s y s tem. F u r t h e r  s t u d y ,  a n d  
p e r h a p s  s t a t u t o r y  m o d i f i c a t i o n ,  w i l l  b e  n e c e s s a r y  t o  a s s u r e  
t h e  r e t e n t i o n  o f  a d e q u a t e  i n f o r m a t i o n  for c e r t a i n  o f  the 
l e a s i n g  m e t h o d s  p r o p o s e d .

F o u r t h ,  c e r t a i n  of t h e  a l t e r n a t i v e s  u n d o u b t e d l y  r e q u i r e  
a d d i t i o n s  a n d  c h a n g e s  in  the S t a t e  a d m i n i s t r a t i v e  s t r u c­
ture f o r  o i l  a n d  g a s  l e a s i n g .  F u r t h e r  A d m i n i s t r a t i o n  a n d  
L e g i s l a t i v e  e f f o r t s  s h o u l d  b e  d e v o t e d  to a n a l y z i n g  the 
p r a c t i c a l  i m p l i c a t i o n s  of v a r i o u s  l e a s i n g  a l t e r n a t i v e s ,  
i n c l u d i n g  b u d g e t a r y  a n d  p e r s o n n e l  r e q u i r e m e n t s  a n d  the p u r ­
ch a s e  a n d  a n a l y s i s  o f  n e c e s s a r y  s u b s u r f a c e  i n f o r m a t i o n .

T h e s e  a n d  o t h e r  g e n e r a l  a v e n u e s  of i n q u i r y  are a l r e a d y  b e i n g  
p u r s u e d  b y  the D e p a r t m e n t  of N a t u r a l  R e s o u r c e s  a n d  s h o u l d  be 
the s u b j e c t  o f  a d d i t i o n a l  j o i n t  e f f o r t  b e t w e e n  the A d m i n i s­
tr a t i o n  a n d  the L e g i s l a t u r e .  I a m  e x t r e m e l y  h o p e f u l  t h a t  
the l e a s e  s t u d y  p r e s e n t e d  to y o u  at t h i s  t i m e  w i l l  be  h e l p f u l  
in p r o v i d i n g  a f r a m e w o r k  for f u t u r e  d e c i s i o n - m a k i n g .  T h e  
A d m i n i s t r a t i o n  s t a n d s  r e a d y  to c o n t i n u e  in its c o o p e r a t i v e  
e f f o r t s  w i t h  the L e g i s l a t u r e  to b e t t e r  u n d e r s t a n d  o u r  
a l t e r n a t i v e s  a n d  m a k e  the b e s t  c h o i c e s  for the f u t u r e .

G u y  R. M a r t i n  
C o m m i s s i o n e r
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