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p r o j e c t  c o u l d  r e s u l t .  If p r o d u c e r s  a r e  i n c l i n e d  t o  i n s i s t  

o n  p r i c e s  o f  $ 2 . 0 0  p e r  m c f  o r  h i g h e r ,  q u e s t i o n s  c o n c e r n i n g  

t h e  s a l e a b i l i t y  of t h e  g a s  a n d  t h e  f i n a n c e a b i l i t y  of  the 

p r o j e c t  w i l l  a r i s e .  S u c h  p r i c e  l e v e l s  c o u l d  r e s u l t  in an 

a d d i t i o n a l  $ 2 0  b i l l i o n  in c o n s u m e r  c h a r g e s ,  as w e l l  a s  the 

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

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

g a s  p r i c i n g  a p p r o a c h  s i m i l a r  t o  t h a t  c o n t a i n e d  in  th e 

N a t i o n a l  E n e r g y  P l a n .  T h a t  a p p r o a c h  a l s o  p r o v i d e s  a m e c h ­

a n i s m  f o r  a l l o c a t i n g  th e  c o s t  of m o r e  e x p e n s i v e  s u p p l i e s  to 

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

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

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

N a t i o n a l  E n e r g y  P l a n  a r e  f a i r  a n d  e q u i t a b l e ,  a n d  s h o u l d  

a p p l y  to b o t h  t h e  p r o d u c t i o n  a n d  s a l e  of A l a s k a  gas.



S E C T I O N  7 - A G R E E M E N T  B E T W E E N  T H E  U N I T E D  S T A T E S  O F  A M E R I C A  

A N D  C A N A D A  O N  P R I N C I P L E S  A P P L I C A B L E  T O  A  N O R T H E R N  N A T U R A L  
G A S  P I P E L I N E

T h e  G o v e r n m e n t  o f  the  U n i t e d  S t a t e s  o f  A m e r i c a  a n d  

t h e  G o v e r n m e n t  of  C a n a d a ,

D e s i r i n g  t o  a d v a n c e  th e  n a t i o n a l  e c o n o m i c  a n d  e n e r g y  

i n t e r e s t s  a n d  t o  m a x i m i z e  r e l a t e d  i n d u s t r i a l  b e n e f i t s  of 

e a c h  c o u n t r y ,  t h r o u g h  t h e  c o n s t r u c t i o n  a nd o p e r a t i o n  of 

a p i p e l i n e  s y s t e m  t o  p r o v i d e  fo r  th e  tr ansf i r t a t i o n  of  

n a t u r a l  g a s  f r o m  A l a s k a  a n d  f r o m  N o r t h e r n  C a n a d a ,

H e r e b y  a q r e e  to  the f o l l o w i n g  p r i n c i p l e s  for the 

c o n s t r u c t i o n  a n d  o p e r a t i o n  o f  s u c h  a syste.i:

1. P i p e l i n e  R o u t e

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

t r a n s m i s s i o n  of A l a s k a  n a t u r a l  g a 3  w i l l  be a l o n g  t h e  r o u t e  

se t  f o r t h  in A n n e x  I, s u c h  p i p e l i n e  b e i n g  h e r e i n a f t e r  r e f e r r e d  

to  as  " t h e  P i p e l i n e " .  A l l  n e c e s s a r y  a c t i o n  w i l l  be t a k e n  

to  a u t h o r i z e  t h e  c o n s t r u c t i o n  a n d  o p e r a t i o n  o f  the P i p e l i n e  

in a c c o r d a n c e  w i t h  th e p r i n c i p l e s  se t  o u t  in th is A g r e e m e n t .

2. E x p e d i t i o u s  C o n s t r u c t i o n ;  T i m e t a b l e

a) B o t h  G o v e r n m e n t s  w i l l  t a k e  m e a s u r e s  t o  e n s u r e  the 

p r o m p t  i s s u a n c e  of a ll  n e c e s s a r y  p e r m i t s ,  l i c e n s e s ,  c e r t i­

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



r e q u i r e d  f o r  th e  e x p e d i t i o u s  c o n s t r u c t i o n  a n d  c o m m e n c e m e n t  

of  o p e r a t i o n  of  th e  P i p e l i n e ,  w i t h  a v i e w  co c o m m e n c i n g  

c o n s t r u c t i o n  a c c o r d i n g  t o  th e  f o l l o w i n g  t i m e t a b l e :

- A l a s k a  - J a n u a r y  1,. 1 9 8 0

- Y u k o n  - m a i n  l i n e  p i p e  l a y i n g  J a n u a r y  1, 1981

- O t h e r  c o n s t r u c t i o n  in C a n a d a  t o  p r o v i d e  for 

t i m e l y  c o m p l e t i o n  of  th e  P i p e l i n e  to e n a b l e  

i n i t i a l  o p e r a t i o n  by J a n u a r y  1, 19 83 .

b) A l l  c h a r g e s  fo r s u c h  p e r m i t s ,  l i c e n s e s ,  c e r t i f i c a t e s ,  

r i g h t s - o f - w a y ,  l e a s e s  a n d  o t h e r  a u t h o r i z a t i o n s  w i l l  be j u s t  

a n d  r e a s o n a b l e  a n d  a p p l y  to t h e  P i p e l i n e  in t h e  s a m e  n o n -  

d i s c r i m i n a t o r y  m a n n e r  as to a n y  o t h e r  s i m i l a r  p i p e l i n e .

c) B o t h  G o v e r n m e n t s  w i l l  t a k e  m e a s u r e s  n e c e s s a r y  to 

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

t h e  P i p e l i n e ,  c o n s i s t e n t  witl. t h e  r e s p e c t i v e  r e g u l a t o r y  

r e q u i r e m e n t s  of e a c h  c o u n t r y .

3. C a p a c i t y  of  P i p e l i n e  a n d  A v a i 'a b i l i t y  of G a s

a) T h e  i n i t i a l  c a p a c i t y  of  th e P i p e l i n e  w i l l  be 

s u f f i c i e n t  to  me et , w h e n  r e q u i r e d ,  th e  c o n t r a c t u a l  r e q u i r e­

m e n t s  of U n i t e d  S t a t e s  s h i p p e r s  and o f  C a n a d i a n  s h i p p e r s .

It is c o n t e m p l a t e d  t h a t  t h i s  c a p a c i t y  w i l l  be  2.4 b i l l i o n  

c u b i c  f e e t  p e r  d a y  ( b cf d )  f o r  A l a s k a  g a s  a n d  1.2 b c f d  for 

n o r t h e r n  C a n a d i a n  g as . At s u c h  ti m e  a s  a l a t e r a l  p i p e l i n e
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t r a n s m i t t i n g  N o r t h e r n  C a n a d i a n  gas , h e r e i n a f t e r  r e f e r r e d  

t o  as  " t h e D e m p s t e r  L i n e " ,  is to be  c o n n e c t e d  to t h e  P i p e l i n e  

o r  at  an y t i m e  a d d i t i o n a l  p i p e l i n e  c a p a c i t y  is n e e d e d  to 

m e e t  th e  c o n t r a c t u a l  r e q u i r e m e n t s  of U n i t e d  S t a t e s  or 

C a n a d i a n  s h i p p e r s ,  the r e q u i r e d  a u t h o r i z a t i o n s  w i l l  be 

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

t h e  c a p a c i t y  of t he P i p e l i n e  in a n  e f f i c i e n t  m a n n e r  to 

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

b) T h e  s h i p p e r s  on  t h e  P i p e l i n e  w il l,  u p o n  

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

a B r i t i s h  T h e r m a l  U n i t  (BTU) r e p l a c e m e n t  v a l u e  b a s i s  w i l l  be 

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

S t a t e s ,  m a k e  a v a i l a b l e  f r o m  A l a s k a  g a s  t r a n s m i t t e d  t h r o u g h  

th e  P i p e l i n e ,  g a s  to m e e t  t he n e e d s  of r e m o t e  u s e r s  in the  

Y u k o n  an d  in thi p r o v i n c e s  t h r o u g h  w h i c h  t he  P i p e l i n e  

p a s s e s .  S u c h  r e p l a c e m e n t  g a s  w i l l  be  t r e a t e d  as h y d r o­

c a r b o n s  in t r a n s i t  for  p u r p o s e s  of tne  A g r e e m e n t  b e t w e e n  

t h e  G o v e r n m e n t  o f  C a n a d a  a n d  the G o v e r n m e n t  of t h e  U n i t e d  

S t a t e s  of A m e r i c a  c o n c e r n i n g  T r a n s i t  P i p e l i n e s ,  h e r e i n a f t e r  

r e f e r r e d  t o  a s  "t he  T r a n s i t  P i p e l i n e  T r e a t y " .  T h e  s h . p p e r s  

o n  t h e  P i p e l i n e  w i l l  n ot i n c u r  a n y  c o s t  f or p r o v i s i o n  of 

s u c h  A l a s k a  g a s  e x c e p t  t h o s e  c a p i t a l  c o s t s  a r i s i n g  f r o m  t he 

f o l l o w i n g  p r o v i s i o n s :
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i) t h e  o w n e r  of t h e  f i p e l i n e  in t h e  Y u k o n  w i l l  

m a k e  a r r a n g e m e n t s  to p r o v i d e  g a s  to  th e c o m m u n i t i e s  

of  B e a v e r  C r e e k ,  B u r w a s h  L a n d i n g ,  D e s t r u c t i o n  B a y ,  

H a i n e s  J u n c t i o n ,  W h i t e h o r s e ,  T e s l i n ,  U p p e r  L i a r d  a n d  

W a t s o n  L a k e  a t  a t o t a l  c o s t  t o  t h e  o w n e r  of the  

P i p e l i n e  no t  t o  e x c e e d  C a n a d i a n  $ 2 . 5  m i l l i o n ;

ii) t h e  o w n e r  of th e  P i p e l i n e  in t h e  Y u k o n  w i l l  

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

c o m m u n i t i e s  in t h e  Y u k o n  as may  r e q u e s t  s u c h  g a s  

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

of o p e r a t i o n  of  th e  P i p e l i n e  at a c o s t  t o  th e o w n e r  

n o t  to  e x c e e d  t h e  p r o d u c t  o f  C a n a d i a n  $ 2 5 0 0  a n d  th e 

n u m b e r  of c u s t o m e r s  in t he  c o m m u n i t i e s ,  to a m a x i m u m  

t o t a l  c o s t  of C a n a d i a n  $ 2. 5  m i l l i o n .

4. F i n a n c i n g

a) It is u n d e r s t o o d  t h a t  th e c o n s t r u c t i o n  of th e  

P i p e l i n e  w i l l  be  p r i v a t e l y  f i n a n c e d .  B o t h  G o v e r n r ' n t s  

r e c o g n i z e  t h a t  the c o m p a n i e s  o w n i n g  t h e  P i p e l i n e  in e a c h  

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

t h e  U n i t e d  S t a t e s  o r  t h e  C a n a d i a n  G o v e r n m e n t ,  as a p p l i c a b l e ,  

th a t  p r o t e c t i o n s  a g a i n s t  r i s k s  of  n o n - c o m p l e t i o n  a n d  

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

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

a l l o w e d  to be g i n .



b) T h e  t w o  G o v e r n m e n t s  r e c o g n i z e  t h e  i m p o r t a n c e  of  

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

t i v e  c o s t  c o n t r o l s .  T h e r e f o r e ,  th e  r e t u r n  o n  th e  e q u i t y  

i n v e s t m e n t  in t h e  P i p e l i n e  w i l l  be  b a s e d  o n  a v a r i a b l e  

r a t e  o f  r e t u r n  f o r  e a c h  c o m p a n y  o w n i n g  a s e g m e n t  o f  th e 

P i p e l i n e ,  d e s i g n e d  to p r o v i d e  i n c e n t i v e s  to  a v o i d  c o s t  

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

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

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

b e  t he c a p i t a l  c o s t s  u s e d  in m e a s u r i n g  c o s t  o v e r r u n s  as 

s e t  f o r t h  in A n n e x  III.

c) It is u n d e r s t o o d  t h a t  d e b t  i n s t r u m e n t s  i s s u e d  in 

c o n n e c t i o n  w i t h  the  f i n a n c i n g  of  t h e  P i p e l i n e  in C a n a d a  

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

i n d e n t u r e  r e s t r i c t i o n s  g e n e r a l l .  a p p l i c a b l e  in t he p i p e l i n e  

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

f i n a n c i n g  of  the  c o n s t r u c t i o n  of t h e  D e m p s t e r  L i n e ;  nor  

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

in s u b p a r a g r a p h  (b) be c o n t i n u e d  t o  t h e  d e t r i m e n t  of 

f i n a n c i n g  t h e  D e m p s t e r  L in e .

5. T a x a t i o n  a n d  P r o v i n c i a l  U n d e r t a k i ng s

a) B o t h  G o v e r n m e n t s  r e i t e r a t e  t h e i r  c o m m i t m e n t s  as 

s e t  f o r t h  in t he  T r a n s i t  P i p e l i n e  T r e a t y  w i t h  r e s p e c t  to
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n o n - d i s c r i m i n a t o r y  t a x a t i o n ,  a n d  t a k e  n o t e  o f  th  s t a t e ­

m e n t s  i s s u e d  by G o v e r n m e n t s  o f  the P r o v i n c e s  o f  B r i t i s h  

C o l u m b i a ,  A l b e r t a  a n d  S a s k a t c h e w a n ,  a t t a c h e d  h e r e t o  as  

A n n e x  V, in w h i c h  t h o s e  G o v e r n m e n t s  u n d e r t a k e  to  e n s u r e  

a d h e r e n c e  to  t h e  p r o v i s i o n s  of t he  T r a n s i t  P i p e l i n e  T r e a t y  

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

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  w i t h  r e s p e c t  t o  t ax e s , f e e s  

o r  o t h e r  m o n e t a r y  c h a r g e s  on  e i t h e r  t h e  P i p e l i n e  or  

t h r o u g h p u t .

b) W i t h  r e s p e c t  to th e Y u k o n  P r o p e r t y  T a x  i m p o s e d  

o n  o r  fo r t h e  u s e  o f  t h e  P i p e l i n e  t h e  f o l l o w i n g  p r i n c i p l e s  

a p p l y :

i) T h e  m a x i m u m  l e v e l  of t h e  p r o p e r t y  tax, a n d  

o t h e r  d i r e c t  t a x e s  h a v i n g  an i n c i d e n c e  e x c l u s i v e l y ,  

o r  v i r t u a l l y  e x c l u s i v e l y ,  on  t h e  P i p e l i n e ,  i n c l u d i n g  

ta .os o n  g a s  u s e d  as  c o m p r e s s o r  fuel, i m p o s e d  by the 

G o v e r n m e n t  of t h e  Y u k o n  T e r r i t o r y  o r  a n y  p u b l i c  

a u t h o r i t y  t h e r e i n  o n  o r  fo r the  u s e  o f  th e  P i p e l i n e ,  

h e r e i n  r e f e r r e d  t o  as  " t h e  Y u k o n  P r o p e r t y  T ax" , w i l l  

n o t  e x c e e d  $3 0  m i l l i o n  C a n a d i a n  p e r  y e a r  a d j u s t e d  

a n n u a l l y  f r o m  1 9 8 3  by  th e  C a n a d i a n  G r o s s  N a t i o n a l  

P r o d u c t  p r i c e  d e f l a t o r  as  d e t e r m i n e d  by S t a t i s t i c s  

C a n a d a ,  h e r e i n a f t e r  r e f e r r e d  t o  as t h e  G N P  p r i c e  

d e f l a t o r .



ii) F o r  t h e  p e r i o d  b e g i n n i n g  J a n u a r y  1, 1980, 

a n d  e n d i n g  o n  D e c e m b e r  31 of  t h e  y e a r  in w h i c h  le ave  

t o  o p e n  t h e  P i p e l i n e  is g r a n t e d  by  t h e  a p p r o p r i a t e  

r e g u l a t o r y  a u t h o r i t y ,  th e Y u k o n  P r o p e r t y  T a x  w i l l  

n o t  e x c e e d  t h e  f o l l o w i n g :

1 9 8 0 — $5  m i l l i o n  C a n a d i a n

1 9 8 1 — $ 1 0  m i l l i o n  C a n a d i a n

1 9 8 2 — $ 2 0  m i l l i o n  C a n a d i a n

A n y  s u b s e q u e n t  y e a r  t o  w h i c h  t h i s  p r o v i s i o n

a p p l i e s — $2 5 m i l l i o n  C a n a d i a n ,

iii) T h e  Y u k o n  P r o p e r t y  T a x  f o r m u l a  d e s c r i b e d  

in s u b p a r a g r a p h  (b ) (1 )  w i l l  a p p l y  f r o m  J a n u a r y  1 

a f t e r  t h e  y e a r  in w h i c h  l e a v e  to  o p e n  th e P i p e l i n e  

is g r a n t e d  by t he a p p r o p r i a t e  r e g u l a t o r y  a u t h o r i t y  

u n t i l  t he d a t e  t h a t  is t h e  e a r l i e r  of  t h e  f o l l o w i n g ,  

h e r e i n a f t e r  c a l l e d  t h e  ta x t e r m i n a t i o n  da te :

A) D e c e m b e r  31, 2 0 0 8 ,  or

B) D e c e m b e r  31 of t h e  y e a r  in w h i c h  l e a v e  to  o p e n

th e  D e m p s t e r  b i n e  is g r a n t e d  by t he a p p r o p r i a t e  

r e g u l a t o r y  a u t h o r i t y .

iv) S u b j e c t  to  s u b p a r a g r a p h  (b) (i ii), if for th e  

y e a r  e n d i n g  o n  D e c e m b e r  31, 1 98 7 ,  th e o e r c e n t a g e  i n c r e a s e

o f  th e a g g r e g a t e  p e r  c c p i t a  r e v e n u e  d e r i v e d  f r o m  all
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p r o p e r t y  t a x  l e v i e d  b y  a n y  p u b l i c  a u t h o r i t y  in the  Y u k o n  

T e r r i t o r y  ( e x c l u d i n g  t h e  Y u k o n  P r o p e r t y  T a x )  a n d  g r a n t s  

to m u n i c i p a l i t i e s  a n d  L o c a l  I m p r o v e m e n t  D i s t r i c t s  f r o m  

t h e  G o v e r n m e n t  of  t h e  Y u k o n  T e r r i t o r y  as c o m p a r e d  to  

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

fo r 1 9 8 3  is g r e a t e r  t h a n  t h e  p e r c e n t a g e  i n c r e a s e  fo r 

1 9 87  o f  t he Y u k c n  P r o p e r t y  T a x  a s  c o m p a r e d  to t he Y u k o n  

P r o p e r t y  T a x  f o r  1 9 83 ,  th e  m a x i m u m  l e v e l  o f  t he Y u k o n  

P r o p e r t y  T a x  f o r  1 9 8 7  m a y  be i n c r e a s e d  t o  e q u a l  t h e  

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

th e  p e r i o d  at th e  s a m e  r a t e  as  t he  a g g r e g a t e  p e r  

c a p i t a  r e v e n u e .

v) If fo r an y y e a r  in t h e  p e r i o d  c o m m e n c i n g  

J a n u a r y  1, 1988, a n d  e n d i n g  o n  t he  tax t e r m i n a t i o n  

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

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

l e v i e d  by an y  p u b l i c  a u t h o r i t y  in th e Y u k o n  T e r r i t o r y  

( e x c l u d i n g  t h e  Y u k o n  P r o p e r t y  T a x )  a n d  g r a n t s  to 

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

t h e  G o v e r n m e n t  of th e Y u k o n  T e r r i t o r y  as c o m p a r e d  to  the 

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

for th e i m m e d i a t e l y  p r e c e d i n g  y e a r  e x c e e d s  th e  p e r ­

c e n t a g e  i n c r e a s e  fo r t h a t  y e a r  o f  t he  Y u k o n  P r o p e r t y
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T a x  as c o m p a r e d  to  t h e  Y u k o n  P r o p e r t y  T a x  f o r  th e 

i m m e d i a t e l y  p r e c e d i n g  y e a r ,  t he m a x i m u m  l e v e l  o f  the 

Y u k o n  P r o p e r t y  T a x  f o r  t h a t  y e a r  m a y  be  a d j u s t e d  by  

t h e  p e r c e n t a g e  i n c r e a s e  of  t h e  a g g r e g a t e  p e r  c a p i t a  

r e v e n u e  in p l a c e  o f  th e  p e r c e n t a g e  i n c r e a s e  th at 

o t h e r w i s e  m i g h t  a p p l y ,

v i ) T h e  p r o v i s i o n s  o f  s u b p a r a g r a p h  ( b)( i)  w i l l  

a p p l y  to  t h e  v a l u e  o f  t he  P i p e l i n e  fo r th e c a p a c i t i e s  

c o n t e m p l a t e d  in t hi s  A g r e e m e n t .  T h e  Y u k o n  P r o p e r t y  

T a x  w i l l  i n c r e a s e  fo r  t h e  a d d i t i o n a l  f a c i l i t i e s  

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

p r o p o r t i o n  to t h e  i n c r e a s e  in t h e  g r o s s  a s s e t  v a l u e  

of th e  P i p e l i n e .

v i i )  In th e e v e n t  t u t  b e t w e e n  t h e  d a t e  of t his  

A g r e e m e n t  a n d  J a n u a r y  1, 1 98 3, th e r a t e  of the 

A l a s k a  p r o p e r t y  tax o n  p i p e l i n e s ,  t a k i n g  i n t o  a c c o u n t  

t he  m i l l  r a t e  a n d  the  m e t h o d  of  v a l u a t i o n ,  i n c r e a s e s  

by a p e r c e n t a g e  g r e a t e r  t h a n  t h e  c u m u l a t i v e  p e r c e n t a g e  

i n c r e a s e  in th e C a n a d i a n  G N P  d e f l a t o r  o v e r  th e s a m e  

p e r i o d ,  t h e r e  m a y  be an  a d j u s t m e n t  o n  J a n u a r y  1, 1983, 

to  th e  a m o u n t  of §30 m i l l i o n  C a n a d i a n  d e s c r i b e d  in 

s u b p a r a g r a p h  (b) (i) o f  t h e  Y u k o n  P r o p e r t y  T a x  to 

r e f l e c t  t h i s  d i f f e r e n c e .  In d e f i n i n g  t h e  A l a s k a



p r o p e r t y  t a x  f o r  p u r p o s e s  o f  t h i s  A g r e e m e n t ,  th e  

d e f i n i t i o n  o f  t h e  Y u k o n  P r o p e r t y  T a x  w i l l  a p p l y  

m u t a t i s  m u t a n d i s .

v i i i )  In t h e  e v e n t  t h a t ,  f o r  a n y  y e a r  d u r i n g  t he 

p e r i o d  d e s c r i b e d  in s u b p a r a g r a p h  ( i ii ) ,  th e  a n n u a l  

r a t e  o f  t h e  A l a s k a  p r o p e r t y  ta x  o n  o r  f o r  t h e  u s e  of 

th e P i p e l i n e  in A l a s k a  i n c r e a s e s  by a p e r c e n t a g e  o v e r  

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

g r e a t e r  t h a n  t h e  i n c r e a s e  in p e r c e n t a g e  o f  th e  Y u k o n  

P r o p e r t y  T a x  f o r  t he  y e a r ,  as a d j u s t e d ,  f r o m  t h a t  

a p p l i e d  to t h e  i m m e d i a t e l y  p r e c e d i n g  y e a r ,  th e Y u k o n  

P r o p e r t y  T a x  m a v  be i n c r e a s e d  t o  r e f l e c t  th e  p e r c e n t a g e  

i n c r e a s e  of t h e  A l a s k a  p r o p e r t y  tax.

ix) It is u n d e r s t o o d  t h a t  i n d i r e c t  s o c i o e c o n o m i c  

c o s t s  in t he Y u k o n  T e r r i t o r y  w i l l  n o t  be  r e f l e c t e d  in 

th e c o s t - o f - s e r v i c e  t o  t h e  U n i t e d  S t a t e -* s h i p p e r s  o t h e r  

t h an  t h r o u g h  t h e  Y u k o n  P r o p e r t y  Ta x.  It  is f u r t h e r  

u n d e r s t o o d  t h a t  no  p u b l i c  a u t h o r i t y  w i l l  r e q u i r e  

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

c o n s t r u c t i o n  of the P i p e l i n e  in t h e  Y u k o n ,  f i n a n c e d  

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

to  U . S .  s h i p p e r s ,  o t h e r  t h a n  t h r o u g h  th e  Y u k o n  

P r o p e r t y  T ax . H o w e v e r ,  s h o u l d  p u b l i c  a u t h o r i t i e s  '



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

f u n d  o r  f u n d s ,  f i n a n c e d  by c o n t r i b u t i o n s  not' f u l l y  

r e i m b u r s a b l e ,  in c o n n e c t i o n  w i t h  c o n s t r u c t i o n  of  the 

P i p e l i n e  in A l a s k a ,  th e G o v e r n m e n t s  o f  C a n a d a  o r  

t h e  Y u k o n  T e r r i t o r y  w i l l  h a v e  t h e  r i g h t  t o  t a k e  

s i m i l a r  a c t i o n .

c) T h e  G o v e r n m e n t  o f  C a n a d a  w i l l  u s e  it s b e s t  

e n d e a v o r s  t o  e n s u r e  t h a t  th e  l e v e l  of an y  p r o p e r t y  t ax 

i m p o s e d  b y  t h e  G o v e r n m e n t  of  th e  N o r t h w e s t  T e r r i t o r i e s  

o n  o r  f o r  t h e  u s e  of  t h a t  p a r t  of th e D e m p s t e r  L i n e  t h a t  

is w i t h i n  t h e  N o r t h w e s t  T e r r i t o r i e s  is r e a s o n a b l y  c o m p a r ­

a b l e  to t h e  l e v e l  o f  t h e  p r o p e r t y  t a x  i m p o s e d  by the 

G o v e r n m e n t  of t he  Y u k o n  T e r r i t o r y  o n  o r  f o r  th e u s e  of 

t h a t  p a r t  of t h e  D e m p s t e r  L i n e  t h a t  is in t h e  Y u k o n .

6. T a r i f f s  a n d  C o s t  A l l o c a t i o n

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

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

c o s t  o f  s e r v i c e  a p p l i c a b l e  to  e a c h  s h i p p e r  o n  t h e  P i p e l i n e  

in C a n a d a :

a) T h e  P i p e l i n e  in C a n a d a  a n d  th e  D e m p s t e r  L i n e  w i l l  

be  d i v i d e d  i n t o  z o n e s  as  s e t  f o r t h  .n A n n e x  II . B x c e p t  

f or  f u e l  a n d  e x c e p t  f o r  Z o n e  11 ( t h e  D a w s o n - W h i t e h o r s e  

p o r t i o n  of t h e  D e m p s t e r  L i n e ) ,  t h e  c o s t  of s e r v i c e  to  e a c h
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s h i p p e r  in e a c h  z o n e  w i l l  be  d e t e r m i n e d  o n  t h e  b a s i s  o f  

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

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

B T U  c o n t e n t  of A l a s k a n  g a s  for  U . S .  s h i p p e r s  a n d  N o r t h e r n  

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

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

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

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

t h e  zo n e.  E a c h  s h i p p e r  w i l l  p r o v i d e  f u e l r e q u i r e m e n t s  in 

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

c o n t e n t  of t h e  gar as  it a f f e c t s  f u e l  c o n s u m p t i o n .

b) It is u n d e r s t o o d  t h at ,  to  a v o i d  i n c r e a s e d  

c o n s t r u c t i o n  a n d  o p e r a t i n g  c o s t s  f o r  the t r a n s p o r t a t i o n  

of A l a s k a n  gas, th e P i p e l i n e  w i l l  f o l l o w  a s o u t h e r n  r o u t e  

t h r o u g h  t h e  Y u k o n  a l o n g  th e  A l a s k a  H i g h w a y  r a t h e r  t h a n  a 

n o r t h e r n  r o u t e  t h r o u g h  D a w s o n  C i t y  a n d  a l o n g  t h e  K l o n d i k e  

H i g h w a y .  In o r d e r  to  p r o v i d e  a l t e r n a t i v e  b e n e f i t s  f o r  the 

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

t h a t  w o u l d  h a v e  b e e n  p r o v i d e d  by the  n o r t h e r n  r o u t e  t h r o u g h  

D a w s o n  C i t y ,  U. S.  s h i p p e r s  w i l l  p a r t i c i p a t e  in th e  c o s t  of 

s e r v i c e  in Z o n e  11 . It is a g r e e d  t h a t  if c o s t  o v e r r u n s  on  

c o n s t r u c t i o n  of t h e  P i p e l i n e  in C a n a d a  d o  n o t  e x c e e d  f i l e d  

c o s t s  s e t  f o r t h  in P a r t  D o f  A n n e x  III by  m o r e  t h a n  35
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p e r c e n t ,  U . S .  s h i p p e r s  w i l l  p a y  th e fu l l  c o s t  o f  s e r v i c e  in 

Z o n e  11. U . S.  s h i p p e r  p a r t i c i p a t i o n  w i l l  d e c l i n e  if o v e r ­

r u n s  o n  th e  P i p e l i n e  in C a n a d a  e x c e e d  35 p e r c e n t ;  h o w e v e r ,  

at  '•he m i n i m u m  t h e  U . S .  s h i p p e r s '  s h a r e  w i l l  be  t h e  g r e a t e r  

of  e i t h e r  t w o - t h i r d s  of  t h e  c o s t  of s e r v i c e  o r  th e  p r o p o r t i o n

o f  c o n t r a c t e d  A l a s k a  g a s  in r e l a t i o n  tc  al l  c o n t r a c t e d  g a s

c a r r i e d  in t h e  P i p e l i n e .  T h e  p r o p o r t i o n  o f  t h e  c o s t  of 

s e r v i c e  b o r n e  b y  U . S .  s h i p p e r s  in Z o n e  11 w i l l  b e  r e d u c e d  

s h o u l d  o v e r r u n s  o n  t h e  c o s t  of c o n s t r u c t i o n  in t h a t  Z on e  

e x c e e d  35 pe e n t  a f t e r  a l l o w a n c e  f o r  t h e  b e n e f i t s  to  U . S .  

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

in o t h e r  Z o n e s .  N o t w i t h s t a n d i n g  t h e  f o r e g o i n g ,  at th e  

m i n i m u m ,  t he  U. S .  s h i p p e r s '  s h a r e  w i l l  be t h e  g r e a t e r

of e i t h e r  t w o - t h i r d s  of th e  c o s t  of s e r v i c e  o r  th e

p r o p o r t i o n  of c o n t r a c t e d  A l a s k a  ga s  in r e l a t i o n  to  all 

c o n t r a c t e d  g a s  c a r r i e d  in t h e  P i p e l i n e .  D e t a i l s  o f  t h is  

a l l o c a t i o n  of c o s t - o f - s e r v i c e  a r e  s et o u t  in A n n e x  III.

c) N o t w i t h s t a n d i n g  t h e  p r i n c i p l e s  in s u b p a r a g r a p h s  (a) 

a n d  (b), in th e  e v e n t  t h a t  t h e  t o t a l  v o l u m e  o f  g a s  o f f e r e d  

fo r s h i p m e n t  e x c e e d s  t h e  e f f i c i e n t  c a p a c i t y  of th e  P i p e l i n e ,  

t h e  m e t h o d  of c o s t  a l l o c a t i o n  fo r t he  c o s t  of s e r v i c e  for 

s h i p m e n t s  of A l a s k a n  g a 3  ( m i n i m u m  e n t i t l e m e n t  2.4 b c f d )  o r  

N o r t h e r n  C a n a d i a n  g a s  ( m i n i m u m  e n t i t l e m e n t  1.2 b c f d )  in

uo*iai» o  • ff • t



e x c e s s  o f  th e  e f f i c i e n t  c a p a c i t y  of t he  P i p e l i n e  v ill  be 

s u b j e c t  to  r e v i e w  a n d  s u b s e q u e n t  a g r e e m e n t  by b o t h  

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

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

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

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

o r  s h a r e  o f  P i p e l i n e  fu el  r e q u i r e m e n t s  a t t r i b u t a b l e  to 

s h i p p e r s  o f  the o t h e r  c o u n t r y .

d) It is a g r e e d  t h a t  Z o n e  11  c o s t s  o f  s e r v i c e  

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

i o n a l  to  t h o s e  a t t r i b u t a b l e  to a p i p e  s i z e  of  42  i n c h e s .

It is u n d e r s t o o d  t h a t  in Z o n e s  10 a n d  11 t h e  D e m p s t e r  L i n e  

w i l l  be of t h e  s a m e  g a u g e  a n d  d i a m e t e r  a n d  s i m i l a r  in o t h e r  

r e s p e c t s ,  s u b j e c t  to d i f f e r e n c e s  in t e r r a i n .  Z o n e  11 c o s t s  

w i l l  i n c l u d e  o n l y  f a c i l i t i e s  i n s t a l l e d  at  t h e  d a t e  of i s s u a n c e  

of t h e  l e a v e  to o p e n  o r d e r ,  o r  t hat  ar e  a d d e d  w i t h i n  t h r e e  

y e a r s  t h e r e  £ ter.

7. S u p p l y  of  G o o d s  a n d  S e r v i c e s

a) H a v i n g  r e g a r d  t o  th e o b j e c t i v e s  o f  t hi s  A g r e e m e n t ,  

e a c h  G o v e r n m e n t  w r l l  e n d e a v o r  to e n s u r e  t h a t  t ne  s u p p l y  of  

g o o d s  a n d  s e r v i c e s  to t h e  P i p e l i n e  p r o j e c t  w i l l  be o n  

g e n e r a l l y  c o m p e t i t i v e  t e rm s . E l e m e n t s  to  be t a k e n  i n t o  

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

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



b) It is u n d e r s t o o d  t h a t  t h r o u g h  the c o o r d i n a t i o n  

p r o c e d u r e s  in P a r a g r a p h  8 b e l o w ,  e i t h e r  G o v e r n m e n t  m a y  

i n s t i t u t e  c o n s u l t a t i o n s  w i t h  the o t h e r  in p a r t i c u l a r  c a 3 e s  

w h e r e  it m a y  a p p e a r  tha t th e  o b j e c t i v e s  of s u b p a r a g r a p h

(a) a r e  n o t  b e i n g  m et .  R e m e d i e s  to  be c o n s i d e r e d  w o u l d  

i n c l u d e  t h e  r e n e g o t i a t i o n  of c o n t r a c t s  or th e  r e t n e n i n g  

o f  b i ds .

8. C o o r d i n a t i o n  a n d  C o n s u l t a t i o n

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

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

o n  t h e  i m p l e m e n t a t i o n  of t n e s c  p r i n c i p l e s  r e l a t i n g  t o  

t h e  c o n s t r u c t i o n  a n d  o p e r a t i o n  of  t he P i p e l i n e .  T h e  

d e s i g n a t e d  s e n i o r  o f f i c i a l s  may, in turn, d e s i g n a t e  

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

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

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

d i s p u t e s  o r  o t h e r  m a t t e r s ,  and  m a y  ta ko  s u c h  a t he r  

a c t i o n  a s  m a y  be m u t u a l l y  a g r e e d ,  for the  p u r p o s e  of 

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

Pi pe l l  r.e.

9. R e v u l a t o r y  A u t h o r i t i e s !  C o n s u l t a t i o n

T h e  r e s p e c t i v e  r e g u l a t o r y  a u t h o r i t i e s  of t h e  two 

G o v e r n m e n t s  w i l l  c o n s u l t  f r o m  t i m e  to  t im e  o n  r e l e v a n t



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

m a t t e r s  r e f e r r e d  to in p a r a g r a p h s  4, 5 a n d  6, r e l a t i n g  to 

t a r i f f s  for  th e  t r a n s p o r t a t i o n  of  g a s  t h r o u g h  th e P i p e l i n e .

10. T e c h n i c a l  S t u d y  G r o u p  o n  Pi pe

a) T h e  G o v e r n m e n t s  w i l l  e s t a b l i s h  a t e c h n i c a l  s t u d y  g r o u p  

fo r  t h e  | u r p o s e  of t e s t i n g  a n d  e v a l u a t i n g  5 4 - i n c h  1 1 2 0  p o u n d s  

p e r  s q u a r e  i n c h  (p si ), 4 8 - i n c h  1 2 6 0  p si,  a n d  4 8 - i n c h  1 6 8 0

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

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

i e n c y  fo r o p e r a t i o n  of th e P i p e l i n e .  It is u n d e r s t o o d  that 

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

t h e  r e s p o n s i b i l i t y  of  the a p p r o p r i a t e  r e g u l a t o r y  a u t h o r i t i e s .

b) It is a g r e e d  t h a t  t h e  e t f i c i e n t  p i p e  for the 

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

e x p a n s i o n ) ,  s u b j e c t  to  a p p r o p r i a t e  r e g u l a t o r y  a u t h o r i z a­

ti o n  <ill be  i n s t a l l e d  f r o m  t h e  p o i n t  of i n t e r c o n n e c t i o n  

of th e P i p e l i n e  w i t h  the D e m p s t e r  b i n e  n e a r  W h i t e h o r s e  to 

t h e  p o i n t  n e a r  C a r o . r n e ,  A l b e r t a ,  w h e r e  th e  P i p e l i n e  

b i f u r c a t e s  i n t o  a w e s t e r n  a n d  an  e a s t e r n  leg.

11. D i r e c t  C h a r g e s  by  Pu b l i c  A u t h o r i t i es

a) C o n s u l t a t i o n  w i l l  t a k e  p l a c e  at th e r e q u e s t  of 

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



a u t h o r i t i e s  i m p o s e d  o n  t h e  P i p e l i n e  w h e r e  t h e r e  is an  

e l e m e n t  o f  d o u b t  as to  w h e t h e r  s u c h  c h a r g e s  s h o u l d  be 

i n c l u d e d  in th e c o s t  of  s e r v i c e .

b) It is u n d e r s t o o d  t h a t  th e  d i r e c t  c h a r g e s  i m p o s e d  by 

p u b l i c  a u t h o r i t i e s  r e q u i r i n g  a p p r o v a l  by th e  a p p r o  r i a t e  

r e g u l a t o r y  a u t h o r i t y  fo r i n c l u s i o n  in th e c o s t  of  s e r v i c e  

w i l l  be s u b j e c t  t o  a l l  o f  t h e  t e s t s  r e q u i r e d  by t h e  a p p r o­

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

i) t h o s e  c h a r g e s  t n a t  a r e  c o n s i d e r e d  by the 

r e g u l a t o r y  a u t h o r i t y  to  be j u s t  a n d  r e a s o n a b l e  on 

th e b a s i s  of  a c c e p t e d  r e g u l a t o r y  p r a c t i c e ,  an d

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

n o r m a l l y  be p a i d  by  a n a t u r a l  g a s  p i p e l i n e  in 

C a n a d a ,  e x a m p l e s  of  s u c h  c h a r g e s  a r e  l i s t e d  in 

A n n e x  IV.

12. O t h e r  C o s t s

It is u n d e r s t o o d  t h a t  t h e r e  w il l  be n o  c h a r g e s  o n  t he  

P i p e l i n e  ..aving a n  e f f e c t  o n  t h e  c o s t  of s e r v i c e  o t h e r  

t h a n  th ose :

i) i m p o s e d  by a p u b l i c  a u t h o r i t y  as c o n t e m p l a t e d  

in t h i s  A g r e e m o n t  or  in a c c o r d a n c e  w i t h  th e 

T r a n s i t  P i p e l i n e  T r e a t y ,  or



p r a c t i c e .

13. C o m p l i a n c e  w i t h  T e r m s  a n d  C o n d i t i o n s

T h e  p r i n c i p l e s  a p p l i c a b i '  d i r e c t l y  to t he c o n s t r u c t i o n ,  

o p e r a t i o n  a n d  e x p a n s i o n  of t h e  P i p e l i n e  w i l l  be i m p l e m e n t e d  

t h r o u g h  t h e  i m p o s i t i o n  by t h e  tw o  G o v e r n m e n t s  of a p p r o p r i a t e  

t e r m s  a n d  c o n d i t i o n s  in t h e  g . a n t ' n g  o f  r e q u i r e d  a u t h o r i z a­

t i o n s .  I n  th e  e v e n t  of  s u b s e q u e n t  n o n - f u l f i l l m e n t  of s u c h  

a t e r m  o r  c o n d i t i o n  b y  an o w n e r  of th e  P i p e l i n e ,  o r  by a n y  

o t h e r  p r i v a t e  p e r s o n ,  the  t w o  G o v e r n m e n t s  w i l l  n o t  h a v e  

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

a c t i o n  as  is r e q u i r e d  to  c a u s e  the  o w n e r  t o  r e m e d y  or 

m i t i g a t e  t h e  c o n s e q u e n c e s  of s u c h  n o n - f u l f i l l m e n t .

14. L e g i s l a t i o n

T h e  t w o  G o v e r n m e n t s  r e c o g n i z e  t h a 1 l e g i s l a t i o n  w il l  

be r e q u i r e d  to  i m p l e m e n t  th e  p r o v i s i o n s  of t h i s  A g r e e m e n t .

In t h i s  r e g a r d ,  t h e y  w i l l  e x p e d i t i o u s l y  s e e k  a ll r e q u i r e d  

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

e f f i c i e n t  c o n s t r u c t i o n  of  ic P i p e l i n e  a n d  t o  r e m o v e  any 

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



15. E n t r y  I n t o  F o r c e

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

a n d  s h a l l  r e m a i n  in f o r c e  f o r  a p e r i o d  of 35 y e a r s  a n d  

t h e r e a f t e r  u n t i l  t e r m i n a t e d  u p o n  12  m o n t h s '  n o t i c e  g i v e n  in 

w r i t i n g  by o n e  G o v e r n m e n t  to  t he o t h e r ,  p r o v i d e d  t h a t  t h o s e  

p r o v i s i o n s  o f  th e  A g r e e m e n t  r e q u i r i n g  l e g i s l a t i v e  a c t i o n  

w i l l  b e c o m e  e f f e c t i v e  u p o n  e x c n a n q e  of  n o t i f i c a t i o n  t h a t  

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



IN W I T N E S S  W H E R E O F  t h e  u n d e r s i g n e d  r e p r e s e n t a t i v e s ,  

d u l y  a u t h o r i z e d  by  t h e i r  r e s p e c t i v e  G o v e r n m e n t s ,  h av e  

s i g n e d  t h i s  A g r e e m e n t .

D O N E  in d u p l i c a t e  at O t t a w a  in t h e  E n g l i s h  a n d  F r e n c h  

l a n g u a g e s ,  b o t h  v e r s i o n s  b e i n g  e q u a l l y  a u t h e n t i c ,  this

d a y  o£ 1 9 77

F o r  t h e  G o v e r n m e n t  

o f  t h e  U n i t e d  S t a t e s :

F o r  t h e  G o v e r n m e n t  

of  C a n a d a :



In A l a s k a :

T h e  P i p e l i n e  c o n s t r u c t e d  in A l a s k a  by  A l c a n  w i l l  

c o m m e n c e  at  t h e  d i s c h a r g e  s i d e  of  t h e  P r u d h o e  B a y  F i j l d  g a s  

p l a n t  f a c i l i t i e s .  It w i l l  p a r a l l e l  t h e  A l y e s k a  o i l  p i p e l i n e  

s o u t h w a r d  o n  t he N o r t h  SI; o f  A l a s k a ,  c r o s s  the B r o o k s

*
R a n g e  t h r o u g h  t he A t i g u n  P a s s ,  a n d  c o n t i n u e  on  t o  D e l t a  

J u n c t i o n .

* At D e l t a  J u n c t i o n ,  t h e  P i p e l i n e  w i l l  d i v e r g e  f r o m

t h e  A l y e s k a  o i l  p i p e l i n e  a n d  f o l l o w  t he  A l a s k a  H i g h w a y  a n d  

H a i n e s  o i l  p r o d u c t s  p i p e l i n e  p a s s i n g  n e a r  th e  t o w n s  of 

T a n a c r o s 3 ,  T ok ,  a n d  Northw.'y J u n c t i o n  in A l a s k a .  T h e  A l c a n  

f a c i l i t i e s  w i l l  c o n n e c t  w i t h  ti.~ p r o p o s e d  n e w  f a c i l i t i e s  of 

F o o t h i l l s  P i p e  L i n e s  ( S o u t h  Y u k o n )  i*-d. a t  the  A l a s k a - Y u k o n  

b o r d e r .

In C a n a d a ;

In C a n a d a  t h e  P i p e l i n e  w i l l  c o m m e n c e  at t h e  B o u n d a r y  

o f  t he  S t a t e  of A l a s k a ,  a n d  t h e  Y u k o n  T e r r i t o r y  in the 

v i c i n . t y  o f  th e t o w n s  of B o r d e r  C i t y ,  A l a s k a  a n d  B o u n d a r y ,  

Y u k o n .  T h e  f o l l o w i n g  d e s c r i b e s  t h e  g e n e r a l  r o u t i n g  of h e  

P i p e l i n e  In C a n a d a :

F r o m  t h e  A l a s k a - Y u k o n  b o r d e r ,  t h e  F o o t h i l l s  P i p e  L i n e r  

( S o u t h  Y u k o n )  Ltd. p o r t i o n  of the  P i p e l i n e  w i l l  p r o c e e d  in 

a s o u t h e r l y  d i r t  -tion g e n e r a l l y  a l o n g  t h e  A l a s k a  H i g h w a y  to

►
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a p o i n t  n e a r  W h i t e h o r s e ,  Y u k o n ,  a n d  t h e n c e  to  a p o i n t  o n  

t h e  Y u k o n - B r i t i s h  C o l u m b i a  b o r d e r  n e a r  W a t s o n  L a k e ,  Y u k o i ,  

w h e r e  i" w i l l  j o i n  w i t h  t h e  F o o t h i l l s  P i p e  L i n e s  ( N o r t h  B . C . )  

Lt d.  p o r t i o n  of  the  P i p e l i n e .

T h e  F o o t h i l l s  P i p e  L i n e s  ( N o r t h  B . C . )  Ltd. p o r t i o n  of  

t he  P i p e l i n e  w i l l  e x t e n d  f r o m  W a t s o n  L a k e  in a s o u t h e a s t e r l y  

d i r e c t i o n  a c r o s s  the  n o r t h  e a s t e r n  p a r t  o f  t h e  P r o v i n c e  of 

B r i t i s h  C o l u m b i a  co a p o i n t  on  t h e  b o u n d a r y  b e t w e e n  th e 

P r o v i n c e s  of 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  n e a r  B o u n d a r y  L a k e  

w h e r e  it w i l l  i n t e r c o n n e c t  w i t h  t h e  F o o t h i l l s  P i p e  L i n e s  

(A l ta . ) L td.  p o r t i o n  of  th e  P i p e l i n e .

T h e  r o o t h i l l s  P i p e  L i n e s  ( A l t a . )  Lt d. p o r t i o n  of 

t h e  P i p e l i n e  w i l l  e x t e n d  f r o m  a p o i n t  o n  t h e  B r i t i s h  Colurabia- 

A l b e r t a  b o u n d a r y  n e a r  B o u n d a r y  L a k e  in a s o u t h e a s t e r l y  d i r e c t i o n  

to G o l d  C r e e k  a n d  t h e n c e  p a r a l l e l  t o  th e  e x i s t i n g  r i g h t - o f - w a y  

of  th e A l b e r t a  G a s  T r u n k  L i n e  C o m p a n y  L i m i t e d  t o  J a m e s  R i v e r  

n e a r  C a r o l i n e .

r t o m  J a m e s  R i v e r  a " w e s t e r n  l eg "  w i l l  p r o c e e d  in a 

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

o f - w a y  of t h e  A l b e r t a  G a s  T r u n k  L i n e  C o m p a n y  L i m i t e d  to  a 

p o i n t  on  t h e  A l b e r t a - B r i t i s h  C o l u m b i a  b o u n d a r y  n e a r  C o l e m a n  

in t h e  C r o w ' s  N e s t  P a s s  a r e a .  At  o r  n e a r  C o l e m a n  th e  F o o t h i l l s  

P i p e  L i n e s  ( Al t a.  Lt d.  p o r t i o n  of th e  P i p e l i n e  w i l l  

I n t e r c o n n e c t  w i t h  t he  F o o t h i l l s  P i p e  L i n e s  ( S o u t h  B . C . )  Ltd.
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T h e  F o o t n ' l l s  P i p e  L i n e s  ( S o u t h  B . C . )  Ltd. p o r t i o n  o f  

t h e  P i p e l i n e  w i l l  e x t e n d  f r o m  a p o i n t  on t h e  A l b e r t a - B r i t i s h  

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

a c r o s s  B r i t i s h  C o l u m b i a  g e n e r a l l y  p a r a l l e l  to  t he e x i s t i n g  

p i p e l i n e  f a c i l i t i e s  of A l b e r t a  N t u r a l  G a s  C o m p a n y  Ltd. to a

* p o i n t  on t h e  I n t e r n a t i o n a l  B o u n d a r y  L i n e  b e t w e e n  C a n a d a

! a n d  t h e  U n i t e d  S t a t e s  of A m e r i c a  at o r  n e a r  K i n g s g a t e  in

t h e  P r o v i n c e  of B r i t i s h  C o l u m b i a  w h e r e  it w i l l  i n t e r­

c o n n e c t  w i t h  t h e  f a c i l i t i e s  of P a c i f i c  G a s  T r a n s m i s s i o n  

( C o m p a n y .

A l so ,  f r o m  J a m e s  R i v e r ,  an " e a s t e r n  l e g "  w i l l  p r o c e e d  

t in a s o u t h e a s t e r l y  d i r e c t i o n  to a p o i n t  o n  t he A l b e r t a -

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

i n t e r c o n n e c t  w i t h  t h e  F o o t h i l l s  P i p e  L i n e s  ( S a s k . )  Ltd. 

p o r t i o n  of  th e  P i p e l i n e .  T h e  F o o t h i l l s  P i p e  L i n e s  ( S as k . )  

Ltd. p o r t i o n  of  th e P i p e l i n e  w i l l  e x t e n d  in a s o u t h e a s t e r l y  

d i r e c t i o n  a c r o s s  S a s k a t c h e w a n  to a p o i n t  o n  the l n t e r -  

RJ n a t i o n a l  B o u n d a r y  L i n e  b e t w e e n  C a n a d a  a n d  t h e  U n i t e d  S t a t e s

of A m e r i c a  at. or n e a r  M o n c h y ,  S a s k a t c h e w a n  w h e r e  it w i l l

* i n t e r c o n n e c t  w i t h  th e f a c i l i t i e i  of N o r t h e r n  B o r d e r  P i p e l i n e  

C o m p a n y .



Z o n e s

Zo ne  1

Z o n e  2

Z o n e  3

Z o n e  4

Z o n e  5

Z o ne  fc

for  t h e  P i p e l i n e  a n d  t h e  D e m p s t e r  L i n e  in C a n a d a

F o o t h i l l s  P i p e  L i n e s  ( S o u t h  Y u k o n )  Ltd.

A l a s k a  B o u n d a r y  t o  p o i n t  of i n t e r c o n n e c t i o n  w i t h  

t h e  D e m p s t e r  L i n e  a t  o r  n e a r  W h i t e h o r s e .

F o o t h i l l s  P i p e  L i n e s  ( S o u t h  Y u k o n )  Ltd. 

W h i t e h o r s e  t o  W a t s o n  L a k e .

F o o t h i l l s  P i p e  L i n e s  ( N o r t h  B . C . )  Ltd.

W a t s o n  L a k e  to  p o i n t  o f  i n t e r c o n n e c t i o n  w i t h  

W e s t c o a s t ' s  m a i n  p i p e l i n e  n e a r  F o r t  N e l s o n .

F o o t h i l l s  P i p e  L i n e s  ( N o r t h  B . C . )  Ltd.

P o i n t  of i n t e r c o n n e c t i o n  w i t h  W e s t c o a s t ' s  m a i n  

p i p e l i n e  n e a r  P o r t  N e l s o n  to t h e  A l b e r t a - B . C .  

be *‘de  r .

F o o t h i l ls P i p e  L i n e s  ( A l t a . )  Lt d.

A lb e* a-U.r'. b o r d e r  to  p o i n t  of b i f u r c a t i o n  n e a r  

C a r o l i n e ,  te / t a .

Fo o t h i l l s  P i p e  L i n e s  (A lt a. ) Lto.

C a r o l i n e ,  A l t a ,  to A! ^ r t a - S a s k a t c n e w  ,n b o r d e r  

n e a r  E m p r e s s .

A N N E X  II
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Z o n e  7

Z o n e  8

Z o n e  9

Z o n e  1

Z o n e  1

F o o t h i l l s  P i p e  L i n e s  (A l t a . )  Ltd.

C a r o l i n e  to A l b e r t a - B . C .  b o r d e r  n e a r  C o l e m a n .

F o o t h i l l s  P i p e  b i n e s  ( S o u t h  B .C . )  Ltd. 

A l b e r t a - B . C .  b o r d e r  n e a r  C o l e m a n  to B . C . - U . S .  

b o r d e r  n e a r  K i n g s g a t e .

F o o t h i l l s  P i p e  L i n e s  ( S a s k . )  Ltd.

A ’b e r t a - S a s k a t c h e w a n  b o r d e r  n e a r  E m p r e s s  to 

s k a t c h e w a n - U . S .  b o r d e r  n e a r  M o n c h y .

F o o t h i l l s  P i p e  L i n e s  ( N o r t h  Y u k o n )  Ltd. 

M a c k e n z i e  D e l t a  G a s  f i e l d s  in t h e  M a c k e n z i e  

D e l t a ,  N . W . T . ,  to a p o i n t  n e a r  th e j u n c t i o n  of 

the K l o n d i k e  a n d  D e m p s t e r  h i g h w a y s  j u st  w e s t  

of D a w s o n ,  V u k o n  T e r r i t o r y .

F o o t h i l l s  P i p e  b i n e s  ( S o u t h  Y u k o n )  Ltd. 

n p o i n t  n e a r  the j u n c t i o n  of  t h e  K l o n d i k e  a n d  

D e m p s t e r  h i g h w a y s  n e a r  D a w u o n  to t he c o n n e c t i n g  

p o i n t  w l c h  th e P i p e l i n e  at or n e a r  W h i t e h o r s e .

A N N E X  IX
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C o s t  A l l o c a t i o n  in  Z on e  II

T h e  c o s t  o f  s e r v i c e  in Z o n e  11 s h a l l  be  a l l o r . i e d  to  

U n i t e d  S t a t e s  s h i p p e r s  o n  t h e  f o l l o w i n g  b as i s:

i) Thert w i l l  be  c a l c u l a t e d ,  in a c c o r d a n c e  w i t h

(iii) b e l o w ,  a p e r c e n t a g e  f o r  Z o n e s  1 - 9 in

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

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

1 00 . If  a c t u a l  c a p i t a l  c o s t s  a r e  e q u a l  t o  or

l e s s  t h a n  1 3 5%  o f  f i l e d  c a p i t a l  c o s t s ,  th e n  

U n i t e d  S t a t e s  s h i p p e r s  wi l l  p a y  1 0 0 %  o f  t he 

c o s t  of  s e r v i c e  in Z o n e  11. If a c t u a l  

c a p i t a l  c o s t s  in Z o n e s  1 - 9  a r e  b e t w e e n  13 5%  

a n d  1 4 5%  of  f i l o d  c a p i t a l  c o s t s ,  t h e n  t h e  

p e r c e n t a g e  p a i d  by U n i t e d  S t a t e s  s h i p p e r s  

w i l l  b e  a d j u s t e d  b e t w e e n  10 0% a i d  66 2 / 3 %  o n  

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

w i l l  t h e  p o r t i o n  of c o s t  of s e r v i c e  p a i d  by 

U n i t e d  S t a t e s  s h i p p e r s  be le ss  t h a n  t he p r o ­

p o r t i o n  of th e  c o n t r a c t e d  v o l u m e s  o f  A l a s k a n  g a s  

at the A l a s k a - y u k o n  b o r d e r  to  th e s a m e  v o l u m e  of  

A l a s k a n  g a s  p l u s  th e c o n t r a c t e d  v o l u m e  of 

N o r t h e r n  C a n a d i a n  gas. If t h e  a c t u a l  c a p i t a l
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c o s t s  a r e  e q u a l  to o r  e x c e e d  1 4 5 %  o f  f i l e d  

c a p i t a l  c o s t s ,  th e p o r t i o n  o f  th e  c o s t  of  

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

b e  n o t  l ea s  t h a n  66 2/ 3%  or  t he  p r o p o r t i o n  as 

c a l c u l a t e d  a b o v e ,  w h i c h e v e r  is t h e  g r e a t e r .  

T h e r e  w i l l  be  c a l c u l a t e d  a p e r c e n t a g e  f or  the 

c o s t - o v e r r u n  o n  tue D a w s o n  t o  W h i t e h o r s e  

l a t e r a l  (Zone 11). A f t e r  d e t e r m i n i n g  t he  

d o l l a r  v a l u e  of th e o v e r r u n ,  t h e r e  w i l l  be  

d e d u c t e d  f r o m  it!

(a) th e  d o l l a r  a m o u n t  by w h i c h  a c t u a l  c a p i t a l  

c o s t s  in z o n e s  1 , 7 , B  a n d  9 ( c a r r y i n g  U. S.  

g a s  o n l y )  a r e  l e s s  t h a n  13 5 %  o f  f i l e d  

c a p  1 c o s t s  r e f e r r e d  t o  in (iii) oe l o w ;

(b) in e a c h  o f  Z o n e s  2, 3, 4, 5 a n d  6 th e 

d o l l a r  a m o u n t  by w h i c h  a c t u a l  c a p i t a l  

c o s t s  a r e  less t h a n  1 3 5 %  o f  f i l e d  c a p i t a l  

c o s t s  r e f e r r e d  to  in (iii) b e l o w  

m u l t i p l i e d  by th e p r o p o r t i o n  t h a t  t he  

U . S .  c o n t r a c t e d  v o l u m e  b e a r s  t o  the  

t o t a l  c o n t r a c t e d  v o l u m o  in t h a t  zone.
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If the  a c t u a l  c a p i t a l  c o s t s  in Z o n e  11, a f t e r  

m a k i n g  t h i s  a d j u s t m e n t ,  a r e  e q u a l  to o r  l e ss  

t h a n  1 3 5 4  o f  f i l e d  c a p i t a l  c o s t s ,  t he n  n o  

a d j u s t m e n t  is r e q u i r e d  t o  t h e  p e r c e n t a g e  of 

t n e  c o s t  of s e r v i c e  p a i d  b y  U n i t e d  S t a t e s  

s h i p p e r s  as c a l c u l a t e d  in (i) a b o v e .  If, 

h o w e v e r ,  a f t e r  m a k i n g  t hi s  a d j u s t m e n t ,  t h e  

a c t u a l  c a p i t a l  c o s t  in Z o n e  11 is g r e a t e r  

t h a n  1 3 5 *  of th e  f i l e d  c a p i t a l  c o s t ,  t h e n  the 

p r o p o r t i o n  of t he  c o s t  of s e r v i c e  p a i d  b y  

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

( no t e x c e e d i n g  1) o f  ;he p e r c e n t a g e  of t h e  

c o s t  of  s e r v i c e  c a l c u l a t e d  in (i) ab o v e ,  

w h e r e  t h e  n u m e r a t o r  of t he r a c t i o n  is 135 * 

o f  the f i l ' d  c a p i t a l  c ost  a n d  the  d e n o m i n a t o r  

ol the f r a c t i o n  is a c t u a l  c a p i t a l  c o a t  l e s s  

t h e  a d j u s t m e n t s  fr o m  (a) a n d  (b) a b o v e .  

N o t w i t h s t a n d i n g  the a d j u s t m e n t s  o u t l i n e d  

a b o v e ,  in n o  c a s e  w i l l  the p e r c e n t a g e  of the 

a c t u a l  c o s t  of s e r v i c e  b o r n e  by U n i t e d  S t a t e s
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s h i p p e r s  be  l e s s  t h a n  t h e  g r e a t e r  of  66 2 /3%  

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

of  A l a s k a n  g a s  at  the A l a s k a - Y u k o n  b o r d e r  to t h e  

s a m e  v o l u m e  of  A l a s k a n  g a s  p l u s  t h e  c o n t r a c t e d  

v o l u m e  o f  N o r t h e r n  C a n a d i a n  gas.

iii) T h e  " f i l e d  c a p i t a l  c o s t "  to b e  a p p l i e d  t o  

d e t e r m i n e  c ost  o v e r r u n s  f or t h e  p u r p o s e  of 

c o s t  a l l o c a t i o n  in (i) a n d  (ii) a b o v e  w i l l  be;

" F i l e d  C a p i t a l  C o f t “ 
E s t i m a t e s  f o r  the 
P i p e l i n e  in C a n a d a  

, , ( m i l l i o n s  of  C a n a d i a n  
T h e  P i p e l i n e  in C a n a d a  (Zo n e s  1 - 9 ) -  d o l l a r s )

48" - 1 2 6 0  lb. p r e s s u r e  p i p e l i n e  - 3 , 0 7 3

o r  48" - 1 6 8 0  lb. p r e s s u r e  p i p e l i n e  - 4 , 4 1 8

o r  54" - 1 1 2 0  lh. p r e s s u r e  p i p e l i n e  - 4 , 2 3 4

1/ T h e s e  f i l e d  c a p i t a l  c o s t s  i n c l u d e  a n d  a r e  b a s e d  u p o n  (a) 
a 1 2 6 0  psi, 4 8 - i n c h  line f r o m  t h e  A l a s k a - Y u k o n  b o r d e r  
to t h e  p o i n t  of  p o s s i b l e  i n t e r c o n n e c t i o n  n e a r  W h i t e h o r s e ;  

(h) a 1 7 6 0  p s i,  4 8 - i n c h ;  or  1 6 8 0  ps i ,  s S - i n c h ;  or  1 1 2 0  

psi 5 4 - i n c h  l i n e  f r o m  th e p o i n t  of p o s s i b l e  i n t e r­
c o n n e c t i o n  n e a r  W h i t e h o r s e  to  C a r o l i n e  J u n c t i o n ;  (c) 

a 4 2 - i n c h  l i n e  f r o m  C a r o l i n e  J u n c t i o n  t o  t e C a n a d a - U . S .  

b o r d e r  n e a r  M o r c h y ,  S a s k a t c h e w a n ;  a n d  (:1) , 3 6 - i n c h  
li ne  f r o m  C a r o l i n e  J u n c t i o n  to t h e  C a n a d o - j . S .  b o r d e r  
n e a r  K i n g s g a t e ,  B r i t i s h  C o l u m b i a .  Thj>se c o s t s  are 

e s c a l a t e d  f o r  a d a t e  of c o m m e n c e m e n t  of o p e r a t i o n s  of 
J a n u a r y  1, 1 9 8 3 .



F i l e d  C a p i t a l  C o s t "  
,t.timates f o r  t h e  

P i p e l i n e  in C a n a d a  
( m i l l i o n s  o f  C a n a d i a n  
d o l l a r s )

Zo ne  11 of  t h e  D e m p s t e r  L i n e -

30" - S e c t i o n  of D e m p ' t e r  l ine  
f r o m  W h i t e h o r s e  to  D a w s o n

o r  36" - S e c t i o n  o f  D e m p s t e r  l in e  
f r o m  W h i t e h o r s e  to  D a w s o n

o r  42" - S e c t i o n  of D e m p s t e r  li ne  
f r o m  W h i t e h o r s e  to D a w s o n

585

705

D e t a i l s  for Z o n e s  1 - 9  a r e  s h o w n  in t h e  f o l l o w i n g  t abl e:

f 2/ T h e  c o s t s  a r e  e s c a l a t e d  for a d a t e  of c o m m e n c e m e n t  of 
o p e r a t i o n s  of J a n u a r y  1, 1 90 5 .
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F i l e d  C o . i:al C o s t s  for t h e  P i p e l i n e  in  C a n a d a

IP" 48" 5 4”
1 C 8 0  p s i  1 1 2 0  p s i

5> n.illion $ m i l l i o n  $ m i l l i o n

Z o n e  (C a n a d i a n ) ( C a n a d i a n )  ( C a n a d i a n )

1 707  7 0 7  70 /

2 721 b 6 4  80 5

3 738 6 5 0  303

4 380 48 8  456

5 67 7 8 5 9  813

6 236 2 3 6  236

7 1 26 12 6 126

8 83 8 3  83

* 9 2 0 5  2 0 5  205

T o t a l  3 , 8 7 3  4 , 4 1 8  4 ,23 4

Z o n e s  
1-9

• T h e  l a s t  c o m p r e s s i o n  s t a t  on in Z o n e  9 i n c l u d e s  f a c i l i t i e  

t o  p r o v i d e  c o m p r e s s i o n  u p  to  1 4 4 0  psi.
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It is r e c o g n i z e d  t h a t  the  a b o v e  a r e  e s t i m a t e s  of 

c a p i t a l  c o s t s .  T h e y  d o  no t  i n c l u d e  w o r k i n g  c a p i t a l ,  

p r o p e r t y  t a x e s  o r  t h e  p r o v i s i o n  fo r r o a d  m a i n t e n a n c e  in 

th e Y u k o n  T e r r i t o r y  (not to  e x c e e d  5 3 0  m i l l i o n  C a n a d i a n ) .

If  at t h e  .time c o n s t r u c t i o n  is « u t h o r i z e d ,  b ot h  

G o v e r n m e n t s  h a v e  a g r e e d  to  a s t a r t i n g  d a t e  fo r th e o p e r a ­

ti o n  of  th e P i p e l i n e  d i f f e r e n t  f r o m  J a n u a r y  1, 1933, th en  

th e c a p i t a l  c o s t  e s t i m a t e s  s h a l l  be a d j u s t e d  f o r  the 

d i f f e r e n c e  in ti m e  u s i n g  t h e  G N P  p r i c e  d e f l a t o r  f r o m  

J a n u a r y  1, 1 9 8 3 .  S i m i l a r l y  at th e t im e  c o n s t r u c t i o n  is 

a u t h o r i z e d  f o r  the D e m p s t e r  b i n e ,  if t h e  s t a r t i n g  d a t e  f or  

th e o p e r a t i o n  a g r e e d  to  by t h e  C a n a d i a n  G o v e r n m e n t  is 

d i f f e r e n t  f r o m  J a n u a r y  1, 1 98 5, th e n  t h e  c a p i t a l  c os t  

e s t i m a t e  s h a l l  be  a d j u s t e d  f or th e  d i f f e r e n c e  in t i m i n g  

u s i n g  t he G N P  p r i c e  d e f l a t o r  f r o m  J a n u a r y  1, 1 9 8 5 .  T h e  

d i a m e t e r  of t h e  p i p e l i n e  in Z o n e  11, f or p u r p o s e s  of cost 

a l l o c a t i o n ,  m a y  be 30", 16" o r  42", s o  l o ng  a s  the s a m e  

d i a m e t e r  p i p e  is u s e d  f r o m  t h e  D e l t a  t o  D a w s o n  (Z on e 10).

T h e  a c t u a l  c a p i t a l  co at , for p u r p o s e s  of t hi s A n n e x  

w i l l  oe  the b o o k e d  c o s t  as of t h e  d a t e  " l e a v e  to  o p e n "  is 

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

b a s i s  to be  i p p r o v e d  by  th e N a t i o n a l  E n e r g y  B o a r d .  A c t u a l
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A N N E X  ill

c a p i t a l  c o s t s  w i l l  e x c l u d e  w o r k i n g  c a p i t a l ,  p r o p e r t y  ta x e s ,  

a n d  d i r e c t  c h a r g e s  for r o a d  :..aintenance of up to  S 3 U  m ii l i o i  

C a n a d i a n  in th e Y u k o n  T e r r i t o r y  as s p e c i f i c a  ly p r o v i d e d  

h e r e i n .

F o r  p u r p o s e s  cf t h i s  A n n e x  a b o v e ,  a c t u a l  c a p i t a l  

c o s t s  w i l l  e x c l u d e  the e f f e c t  o f  i n c r e a s e s  in c o s t  or 

d e l a y s  c a u s e d  by a c t i o n s  a t t r i b u t a b l e  to t h e  J. S. s h i p p e r s ,  

r e l a t e d  U . S .  p i p e l i n e  c o m p a n i e s ,  A l a s k a n  p r o d u c e r s ,  the 

P r u d h o e  d a y  d e l i v e r a b i l i t y  or  g a s  c o n d i t i o n i n g  ; l an t 

c o n s t r u c t i o n  a n d  t h e  U n i t e d  S t a t e s  o r  S t a t e  G o v e r n m e n t s .

If t h e  a p p r o p r i a t e  r e g u l a t o r y  b o d i e s  of  t h e  t wo c o u n t r i e s  

a r e  u n a b l e  to a g r e e  u p o n  t he a m o u n t  of s u c h  c o s t s  to ae 

e x c l u d e d ,  the d e t e r m i n a i i o n  s h a l l  he m a d e  in a c c o r d a n c e  

w i t h  the p r o c e d u r e s  se t  f o r t h  in A r t i c l e  IX o f  the T r a n s i t  

P i p e l i n e  T r e a t y .

T h e  f i l e d  c a p i t a l  c o s t s  of f a c i l i t i e s  m  Z o n e s  7 a n d  

K w i l l  be i n c l u d e d  in c a l c u l a t i o n s  p u r s u a n t  to t h i s  A n n e x  

o n l y  to t he  'X1 e n t  th at  s u c h  f a c i l i t i e s  a r e  c o n s t r u c t e d  

to meet the re gui  f o m e n t s  of U . S .  shipper...



D i r e c t  C h a r g e s  by P u b l i c  A u t n o r l i i e s

*1. C r o s s i n g  d a m a g e s  ( r o a d s ,  r a i l r o a d  c r o s s i n g s ,  e tc .; t h i s  i t e m  

is u s u a l l y  c o v e r e d  in t h e  c r o s s i n g  p e r m i t ) .

*2. R o a d  d a m a g e s  c a u s e d  by  e x c e e d i n g  d e s i g n  lo a d  

l-'-nits.
*3. R e q u i r e d  b r i d g e  r e i n f o r c e m e n t s  c a u s e d  b y  e x c e e d i n g  

d e s i g n  l o a d  l i m i t s .

4. A i r f i e l d  a n d  a i r s t r i p  r o p a ' r s .

5. D r a i n a g e  m a i n t e n a n c e .

6. E r o s i o n  c o n t r o l .

7. B o r r o w  p i t  r e c l a m a t . an.

B. P o w e r l i n e  d a m a g e .

9. L e g a l  l i a b i l i t y f o r  f i r e  d a m a g e .

10. U t i l i t y  s y s t e m  r e p a i r  ( w c‘. , se w e r ,  e t c . )

11. C a m p  w a s t e  d i s p o s a l .

12. C a m p  s i t e  r e c l a m a t i o n .

11. O t h e r  i t e m s  s p e c i f i e d  in e n v i r o m e n t a l  s t i p u l a t i o n s .

14. C o s t s  of  s u r v e i l l a n c e  a n d  r e l a t e d  s t u d i e s  as r e q u i r e d  

by  r e g u l a t o r y  b o d i e s  o r  a p p l i c a b l e  laws.

* In t he  c a s e  of t h e s e  i t e m s  a n d  all o t h e r  r o a d  r e l a t e d  

c h a r g e s  by p u b l i c  a u t h o r i t i e s ,  t o t a l  c h a r g e s  in the Y u k o n  

T e r r i t o r y  s h a l l  n o t  e x c e e d  C a n a d i a n  $10 m i l l i o n .



B r i c i s h  C o l u m b i a  S t a t e m e n t

T h e  G o v e r n m e n t  of t h e  P r o v i n c e  of  B r i t i s h  C o l u m b i a  

a g r e e s  in p r i n c i p l e  to th e p r o v i s i o n s  c o n t a i n e d  in t h e  

C a n a d a - U n i t e d  S t a t e s  P i p e l i n e  T r e a t y  of J a n u a r y  28, 19 77 , 

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

w i t h  t h e  F e d e r a l  G o v e r n m e n t  to e n s u r e  t ha t  th e  p r o v i s i o n s  

of th e C a n a d a - U n i t e d  S t a t e s  T r e a t y ,  w i t h  r e s p e c t  to  n o n ­

i n t e r f e r e n c e  of t h r o u g h p u t  a n d  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  

w i t h  r e s p e c t  to t a x e s ,  f e e s  o r  o t h e r  m o n e t a r y  c h a r g e s  on 

e i t h e r  t h e  p i p e l i n e  or  t h r o u g h p u t ,  a r e  a d h e r e d  to. S p e c i f i c  

d e t a i l s  of  t h i s  u n d e r t a k i n g  w i l l  be t h e  s u b j e c t  of a 

F e d e r a l - P r o v i n c i a l  A g r e e m e n t  to  be n e g o t i a t e d  at as  e a r l y  

a d a t e  as  p o s s i b l e .  S u c h  A g r e e m e n t s  s h o u l d  g u a r a n t e e  

t h a t  B r i t i s h  C o l u m b i a ' s  p o s i t i o n  c x p r e r s e d  in itB t e l e g r a m  

of A u g u s t  11 is p r o t e c t e d .



T h e  G o v e r n m e n t  of t h e  P r o v i n c e  of A l b e r t a  a g r e e s  in 

p r i n c i p l e  to  t h e  p r o v i s i o n s  c o n t a i n e d  in th e C a n a d a - U n i t e d  

S t a t e s  P i p e l i n e  T r e a t y  o f  J a n u a r y  2b, 1 97 7, a n d  f u r t h e r­

mo re ,  A l b e r t a  is p r e p a r e d  to c o o p e r a t e  w i t h  t h e  F e d e r a l  

G o v e r n m e n t  t o  e n s u r e  t h a t  t he p r o v i s i o n s  of t h e  C a n a d a -  

U n i t e d  S t a t e s  T r e a t y ,  w i t h  r e s p e c t  to n o n - i n t e r f e r e n c e  of 

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

to t a x e s ,  fees, o r  o t h  •* m o n e t a r y  c ha rgi  . o n  c i t h e r  the 

P i p e l i n e  or  t h o u q h p u t ,  a r e  a d h e r e d  to. S p e c i f i c  d e t a i l s  of 

th is  u n d e r t a k i n g  w i l l  be t h e  s u b j e c t  ot a F e d e r a l - P r o v i n c i a l  

A g r e e m e n t  to be n e g o t i a t e d  w h e n  th e C a n a d a - U n i t e d  S t a t e s  

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

A l b e r t a  S t a t e m e n t
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A N N E X  V

S a s k a t c h e w a n  S t a t e m e n t

Tht. G o v e r n m e n t  o f  S a s k a t c h e w a n  is w i l l i n g  t o  c o o p e r a t e  

w i t h  th e  G o v e r n m e n t  of  C a n a d a  to f a c i l i t a t e  c o n s t r u c t i o n  o f  

t h e  A l c a n  P i p e l i n e  t h r o u g h  s o u t h w e s t e r n  S a s k a t c h e w a n  and, 

t o  t h a t  end, t h e  G o v e r n m e n t  of S a s k a t c h e w a n  e x p r e s s e s  its 

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

P i p e l i n e  A g r e e m e n t  s i g n e d  b e t w e e n  C a n a d a  a n d  t h e  U n i t e d  

S t a t e s  o n  J a n u a r y  2 8,  1 9 7 7 .  In s o  d o i n g ,  it i n t e n d s  n o t  to 

t a k e  a n y  d i s c r i m i n a t o r y  a c t i o n  t o w a r d s  s u c h  p i p e l i n i 3  in 

r e s p e c t  of t h r o u g h p u t ,  r e p o r t i n g  r e q u i r e m e n t s ,  a n d  e n v i r o n ­

m e n t a l  p r o t e c t i o n ,  p i p e l i n e  s a f e t y ,  ta x e s ,  f ees  o r  m o n e t a r y  

c h a r g e s  t hat  it w o u l d  not t a k e  a g a i n s t  a r y  s i m i l a i  p i p e l i n e  

p a s s i n g  t h r o u g h  its j u r i s d i c t i o n .  F u r t h e r  d e t a i l s  r e l a t i n g  

t o  C a n a d a - S a s k a t c h e w a n  r e l a t i o n s  r e g a r d i n g  th e A l c a n  

P i p o l i n e  w i l l  be the  s u b j e c t  of  F e d e r a l - P r o v i n c i a l  a g r e e ­

m e n t s  to be n e g o t i a t e d  a f t e r  a C a n a d a - U n i t e d  S t a t e s  

u n d e t s t a n d i n g  h a s  b e e n  f i n a l i z e d .



F e d e r a l  P o w e r  C om m iss io n , 
Washington, D.C., May 2,1977.

The President,
The White House,
Washington, D.C.

D e a r  M r. P r e s i d e n t :  Enclosed is the recommendation of the Fed­
eral Power Commission pursuant to Section 5 of the Alaska Natural 
Gas Transportation Act of 1976. Wo have come to the following basic 
conclusions:

1. It is in the best interests of the citizens of the United States that a 
system be built in the near future to transport naturnl gas from the 
North Slope of Alaska to the contiguous United States.

2. Three competing groups have applied for a certificate of public 
convenience nnd necessity to construct nnd operate such a system. They 
are the Alaskan Arctic 6as Pipeline Company, El Paso Alaska Com­
pany, and Alcn.i Pipeline Company. The first nnd third apnlicants 
propore overland systems, while the second is a pipeline and tanker 
route.

3. We recommend tha t an overland system through Canada be se­
lected, if such n route is made available hy the Government of Canada 
on acceptable terms and conditions. I f  npproprinte, discussion could be 
undertaken after the completion of proceedings before their National 
Energy Board. Until the Canadian Government has made a decision 
whether a land route is available, it would lie premature for this Com­
mission to recommend a route, unconditionally.

4. Tn ranking a decision between the two overland routes, it will be­
come obvious to the reader of this recommendation that additional in­
formation is needed as well i s an understanding of the intentions of 
the Government of Cnnada Based on today’s circumstances, reason­
able men can disagree on the right course of nction. Under present cir­
cumstances nnd expectations, Chnirman Pnnhnm recommends Alcan. 
Commissioner W ntt Alcan, Commissioner Holloman Arctic, Commir- 
sioner Smith Arctic.

Commissioners Holloman nnd Smith recommend that nn overland 
system through Cnnndn be selected. Section .r>(d) of the Alaska Nnt- 
urni Gns Transportation Act precludes the Commission from basing 
its recommendation upon the fact that Cnnndinn authorities have not 
a t this time rendered a decision authorizing a pipeline system to 
transport. Alaskan natnrnl gas through Canada. They, therefore, 
recommend approval of the Arctic proposal, conditioned ipon timely 
affirmative decisions by the Government of Canada to make the route 
available and, after development, to allow simultaneous transportation 
of Canadian natural gns reserves from the Mackenzie Delta. In the 
nbsencc of a Canadian determination that development, nnd transpor­
tation of Mackenzie reserves should lie permitted, the Alcan project 
should lie approved, subject to t he Government of Canada’s making the 
route available on accept..ble terms and conditions. In the absence of
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timely and acceptable agreements with the Canadian Government to 
ioake a route available for an overland system, a United States pipe­
line and tanker system can be built and can deliver gas to the contigu­
ous United States a t an economical price, and the El Paso project 
should be selected.

5. In  the absence of agreement with the Canadiun Government, a 
United States pipeline can be built in Alaska and a tanker system can 
deliver the gas to the contiguous United States at an economical price.

6. Any of the proposed systems can be financed without extraordi­
nary risk-bearing by consumers or taxpayers, if investors are allowed 
the opportunity to earn an adequate return commensurate with the un­
usual size and degree of risk in this project. Alternatively, consumers 
and taxpayers could assume the risks of noncompletion of the system 
or interruption of service in return for a lower delivered cost of gas.

In reaching these conclusions, we have exhaustively considered the 
massive record compiled here nnd material outside tbc record, as di­
rected by the Alaska Natural Gas Transportation Act. Our full rec­
ommendation covers hundreds of points. In the last a’ alysis, we find 
the following items to be the most important and wo recommend thnt. 
you and the Congress direct your attention primarily to the confirma­
tion or modification of these conclusions.

A. At least. 20 trillion cubic feet of producible natural gas exist at 
Prudhoe Bay in Alaska, enough to provide altout five percent of our 
natural gas consumption for the next 25 years. These volumes are ade­
quate to sunporl an economical transportation system.

B. This gns must lie produced nnd delivered to markets both for its 
own value as energy nnd because its extraction is necessary to avoid a 
long-term reduction in oil production from Prudhoe Bay.

C. This gns can he delivered to the contiguous United States nnd suc­
cessfully marketed by any one of the three competing applicant 
groups: Arctic, Alcan nnd El Faso.

D. Each system will have some adverse environmental ini incts. We 
believe all of these impncls to bo acceptable, given iropcr precaution­
ary measures. Arctic would involve crossing the Ar tic National W ild­
life Bunge, nnd other lands now little used by mnn. The other projects 
would generally follow existing utility corridors— a distinct environ­
mental advnntage.

E. An overlnnd route can deliver each unit of gas more cheaply than 
a land nnd water route using liquefied natural gns technology. Tf Ca­
nadian pan is also developed, the sharing of facilities will lower 
Arctic’s cost of service to ..merienns slightly lielow thnt of Alcan.

F. Calculations of Net National Economic Benefit produce the same 
relnt ive results for the three systems. El Paso has an advnntage in this 
analysis, because all of its lax payment go to the United States, and 
virtually all of its wage and material payments go to Americans.

G. Using our best estimate of the likely ultimate construction cost 
(not the applicants figures). El Paso’s system would require the least 
capital, with Alcan nnd Arctic costing somewhat more.

FT. Arctic hns the greatest risk of major cost overr is lievond our 
est tniate. primarily lieonuso of its difficult winter construct ion schedule. 
El I aso is least vulnerable to such overruns.
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I .  E a ch  o f the system s can be constructed b asica lly  in  the m anner

proposed, with the qualifications and conditions contained in our 
report.

J . Each of the systems should operate reliably once service begins. 
El Paso has a slightly higher likelihood of service interruption due to 
its complex nature and grenter seismic risk.

K. El Paso would Ik* the easiest system to finance because of its 
slightly lower initial cost and because of Federal guarantees of bonds 
for its tankers under Title X I of the Merchant Murine Act.

L. All of the above cost conclusions assume the simultaneous de­
velopment and transportation of Canadian reserves in the Mackenzie 
Delta. Arctic’s proposed route bus the advantage of passing directly 
through this area. Should the Canadian Government decide not to 
pioceed with the development of those reserves at this time, the 
overall balance of cost advantages shifts to Alcnn.

M. Should additional gns be found in the vicinity of the transporta­
tion system, expansion capability could become important. Arctic can 
expand to deliver up to 3.5 billion cubic feet per day (Bcfd) * om 
Prudhoe Bay, at a small cost. Any such expansion would lower the 
unit cost of gas delivered. Alcnn is designed to start at 2.4 Bcfd, but 
can expand to 3.2 Bcfd at. a small additional cost. El Paso cnn also 
expand its pipeline deliveries to 3.1 Bcfd at 1< w cost, but its costs for 
ships, terminal facilities, and operating expenses will rise more rapidly 
proportionate to increased deliveries.

N. The North Slope gas should Ik* distributed as widely us possible 
throughout the I’nited States. Wide distribution will encourage broad- 
based financing for the chosen project, an important consideration in 
an undertaking of this size. Furthermore, because there is always 
some threat of service interruption, no area of the country should be 
allowed to become too heavily dei endeiit on the Mnskan gas.

O. A choice must be made as to who shall bear the ultimate risks 
of project failure, servict interruption, or massive cost overruns. If 
investors are to bear them, they will expect a commensurate return. 
If they do not receive such a return, the project cannot, be privately 
financed. I f  consumers or taxpayers bear the risks, their charges, in 
the event of success, should be lowered in return for the service they 
have rendered. Our recommendation outlines the dimensions of each 
plnn and contains specific suggestions for implementing either 
approach.

The decision now l>efore you, we recognize, will significantly influ­
ence this Nat ion’s energy future. Therefore, beyond providing our best, 
thinking in these recommendations, the commissioners and staff of the 
Federal Power Commission stand ready to assist you in every way.

Sincerely yours.
R ic h  A in L . D u n h a m ,

Chairman.
,1 a m e s  G . W a t t .

Viee Chairman.
D on  S . S m it h ,

Commissioner.
J o h n  II. Hoixoman III,

Comtnissio. jr .



F e d e r a l  P o w e r  C om m iss io n , 
Washington, D.C., May 2,1977.

FPC R eco m m en d s  O v e r l a n d  R o u t e  f o r  T r a n s p o r t a t i o n  o f  
A l a s k a n  N a t u r a l  G a s

The Federal Power Commission today recommended an overland 
pipeline route to bring Alaskan natural gas to contiguous U.S. mar­
kets, but split on which of the two proposed overland rout-0 to specif­
ically recommend.

Chairman Richard L. Dunham and Commissioner James G. W att 
recommend the Alcan proposal, and Commissioners Don S. Smith i nd 
John H. Holloman Til recommended the Arctic Gas proposal. All 
th re ’ proposals ar; described in the accompanying fact sheet (News 
Release No. 23112).

The Commission found that all three proposals are technically and 
economically feasible and that a system should be built to bring the 
natural gas to the lower 48 market. It said the benefits of Alaskan gas 
would help meet the energy needs of our society and fully justify the 
costs and risks involved.

However, it found an overland route preferable because of its great­
er reliability, easier expansibility, greater efficiency in terms of gas 
consumed in route, and lesser environmental impact.

The Canadian portions of the proposed overland routes are still sub­
ject to approval of the Canadian Government. The Commission said 
that in deciding between the two overland routes, additional informa­
tion is needed as well as an understanding of the intention' of the 
Government of Canada. “Based on today’s circumstances, reasonable 
men can disagree on the right course of action,” the Commission said.

Commissioners Holloman and Smith pointed out thnt the Alnska 
Natural Gas Transportation Act precludes the Commission from bas­
ing its recommendation on the fact that Canadian authorities have 
not at this time rendered a decision authorizing a pipeline system 
through Canadn. They therefore recommend approval of the Arctic 
Gas proposul, conditioned on favorable decisions by the Canadian 
government to make the route available nnd permit Canadinn natural 
gas reserves from the Mackenzie Delfa to Ik* transported by the same 
system. Absent a lavorable decision concerning the Mackenzie Delta 
reserves, they would recommend approval of the Alcan project. If 
Canada disallows nn overland pipeline route, they would approve the 
El Paso project.

Todays approximately 500-page recommendation follows over 
three years of hearings nnd consideration by the FPC, nnd compila­
tion of a 15,000-pngo record. I’PC Administrative Law Judge Nahum 
Litt. lust February 1 recommended approval of the Arctic Gas pto-
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posnl. The Commission heard oral argument in the ptoceeding the first 
week of April.

The Alaskan Natural Gas Transportation Act of 1976 required the 
FPC to make a recommendation to the President by May 1. which 
fell on a Sunday. The President is to make a recommendation to Con­
gress by September 1. but may postpone his decision until up to De­
cember 1, at his discretion.

The Commission said in making today's recommendation it is act­
ing in an advisory capacity to the President, setting forth the strengths 
and weaknesses of the various options.

The three competing applications are by Alaskan Arctic Gas Pipe­
line Company, known as the Arctic Gas Study Group, a consortium 
of U.S. ar.d Canadian companies; by El Paso Alaska Company; and 
by Alcan Pipeline Company.

The Pruhoe Bay Field contains the largest unit of reserves yet dis­
covered on the North American continent— virtually every estimate 
exceeds 20 trillion cubic feet of proven producible reserves, enough to 
provide about 5 percent of our gas consumption for the next 25 years. 
The gas can be produced for sale in four or five years.

The Commission found the system approved should be designed to 
carry initially 2 to 2.5 billion cubic feet daily, with expansibility in 
the i to 1.5 range. Under the throe proposals, ♦no earliest the gas could 
reach the lower 48 states is 1981 (under Alt m’s proposal).

Tlie cost of the three projects were estimated by the applicants in 
the $6.5 to $6.7 billion range, in 1975 dollars. By the time the project 
is built the impact of inflation undoubtedly would drive the cost in 
nominal dollars to $10 billion or more. There are risks of cost over­
runs and delays in completion, it said, but in each instance the risk is 
well within an acceptable range. There is virtually no chance that any 
system would lierome so costly as to bo uneconomic, it stated.

The Commission recommended rolled-in pricing be used, meaning 
the price of tin Alaskan gas would Ik- averaged in with all other gas 
in the purchaser's system. This would assist in obtaining the critical 
financing, the FPC no‘cd. Federal financial assistance was not rec­
ommended by the Commission. However, it snid if this is to bo avoided, 
innovative approaches will la- needed to meet the greatest financing 
challenge ever considered bv the FPC. A choice must lx» made, the 
FPC  said, as to who shall lea r the ultimate risk of project failure, 
severe interruption, or mnssico cost overruns— private investors or 
consumers. Should the former be chosen, the rate of ref uni would have 
to bo an adequate incentive to invest— m the 11 to 18 percent range. 
Should consumers and taxpayers bear the risk, their charges should be 
lower.

It is imperative that the price of Prudhoe Bay gas he established as 
soon as possible, the FPC declared, and proposed to establish in the 
near future a proceeding to determine that price. It will also examine 
pricing mechanisms other than setting a fixed price, it added, such as 
formula pricing. However, it snid that since its authority to approve 
such a pricing nrf>mlurr could lx> challenged, it urged the President 
to submit legislation to authorize it to determine field or wellhand 
rates for Prudhoe Bay gns on the basis of market factors nnd alterna­
tive fuel prices.



I Adverse environmental impacts of all three projects can be sub-
v stantially avoided or mitigated, the FPC  found. All three applicants
|f demonstrated their technical ability and determination to reduce to
if acceptable levels the environmental impacts.
j Of the three proposed systems the Commission concluded that Alcan
! promises the least environmental impact, if proper mitigative actions

are taken. However, it rejected Alcan's contention thnt alignment in 
an existing utility corridor is a compelling reason to choose one trtns- 

i portation system over another. While some construction and operation
i impacts would lie smaller, the FPC  said, the overall decrease is not
[• substantial. Each system must be judged on its own total impact, the

Commission stated.
Substantial evidence in the record supports the feasibility of winter 

construction, the FPC  snid, which Arctic Gas would use wholly and 
r the other two would use in part. Machines can be prepared nnd men

equipped to enable consti action to proceed in all except the most severe 
conditions, it said. Winter construction poses greater economic risks 
than summer construction, the FPC stated, but it is clear that in Arctic 
regions winter construction is environmentally sounder.

The Commission said it intends to imple lent, the requirements for 
a western leg to deliver gas directly to the U.S. west coast, but a t this 
time does not believe, it necessary to make a final decision as to what 
new facilities would be needed. That decision can be deferred until 
about two years liefore delivery is to begin, it said. However, the Com­
mission found .he Oxnard. Calif,, site should be the first choice for a 
west roast ship terminal and regasification facilities should El Paso be 
granted a certificate.

iw - s s n o - r ;  T



FPC NEWS RELEASE NO. 23112
[No. 23 112  (accompanies FPC Release No. 2 3 1 1 8 ) ]

F e d e b a l P o w e b  C o m m is s io n , 
Wathington, D.C., May 2, 7977.

A la sk a n  N atural  G as F act  S h e et

This Federal Power Commission proceeding involves three compet­
ing projects proposing significantly different, approaches to delivering 
natural gas from the Prudhoe Bay Area of Alaska’s North Slope to 
markets in the lower 48 states. The 200-square mile Prudhoe Bay Field 
is estimated to contain 22.5 trillion cubic feet in proven reserves of 
natural gas.

Under the Alaska Natural Gas Transportation Act of 1976 (Public 
Law No. 94-586), passed by Congress October 1,1976, and signed into 
law by the President October 22. the FPC hns made its rmunmenda- 
tions to the President today on the selection of a transportation route 
for the gas.

The different proposals considered by the Commission are:
A laskan Arctic G tu P ipeline Comvany (CP7!t-239, f t al.).—'This 

project involves the construction of about 3,600 miles of new pipeline 
and aliout 900 miles of looped (connected and parallel tr existing 
lines) pipcli..,*. The pipeline, ranging in diameter from 30 to 4t> i.v lies, 
would pick up United States reserves in Prudhoe Bay, Alaska, and 
Canadian reserves in the Mackenzie Delta, Northwest Territories, and 
proceed to Caroline Junction. Alberta, where the system would divide, 
with one leg extending into the Pacific Northwest down to California, 
and the other crossing the U.S. border into Mon'ana nnd southeast 
into Illinois. Gns would move to eastern markets by displacement. 
This project includes transmission facilities proposed by several other 
Canadian and American companies Canadian Arctic Gas Pipeline 
Limited, Alberta Nnturnl Gas Company Limited. Pacific Gns Trans­
mission Company. Pacific, Gn.s and FJcctric Company, nnd Northern 
Border Pipeline Company.

The project facilities are designed to deliver nt lenst 2.2 billion cubic 
feet of gns daily to U.S. markets and will cost an estimnted $6.73 
billion (U.S. share of C*nl ost expressed in 1975 dollars).

F I Pa*o Ahmka Comp,my (C/vJ W).—This company would build 
an 800-mile 42-inch pipeline from Prudhoe Bay nlongthe Alyeskn oil 
pipeline corridor to a liquefaction facility nt Point Gravina on the 
south coast of Alaska. The liquefied natural gas would he transported 
across water by a fleet of 8 cryogenic tankers 1.900 nautical miles to 
Point Conception, California, where it would be regasified. Gas would 
flow to midwest and east markets by displacement. The project is 
estimated to cost $6.57 billion (expressed in 1975 dollars) and would 
be capable of delivering an estimated 2.1 billion cubic feet of gas per 
day.



Alcan Pipeline Company (A lc a n  IT  proposal) and Northwest P ip e­
line Corporation, along with several Canadian companies (Fo o th ills  
Pipe Lines L td ., Westcoast Transm ission Company Lim ite d . A lberta 
G as T ru n k  L in e  L im ite d ), propose construction of about 3,900 miles 
of new pipeline and 900 miles o f looped pipeline. A  48-inch pipeline 
would piclv up Prudhoe B a y  reservns i.nd follow  the A lyeska oil route 
ns fa r as Delta Ju nctio n , A lnska, and from  there would run parallel 
to the A lcan H ighw ny partw ay to the Jam es R iv e r  Junction in A l- 
IxTtn. From  Jam es R iv e r, gas destined fo r eastern U .S . markets would 
be transported through a 42-inch pipeline to M onchy, Saskatchewan, 
and gas destined for the western United States would be transported 
through a 36-inch pipeline to K ingsgate, B r it is h  Columbia. Alcnn 
plnns to use the same lower U .S . facilities as those proposed by A rctic  
Gns. The project would cost nn estimated $0.76 b illion (in  1975 dollars) 
nnd would deliver nt least 2.2 b illion cubic feet per day.

In  its original application, Alcan Pipeline Company, Northwest 
Pipeline Corporation, nnd the Canadian rompnnics involved proposed 
construction of nbout 3.000 miles of new pipeline nnd 1.000 miles o f 
looped pipeline. The pipeline, ranging in diameter from 30 to 48 
inches, would pick up Prudhoe B a y  reserves nnd follow the Alyeska 
oil pipeline row e as fa r  ns Delta Junction, A laska, nnd from there 
would parallel the Alcan H igh w ay to a connection with Cnnndinn 
pipelines in B r itish  Columbia and A lberta, where the svstem would 
split the gns between western U .S . nnd midwest U .S . shippers. Gas 
would also flow to the east bv displacement. T h is  system would deliver 
npproximntely 2.0 billion cubic feet per day nnd would deliver gns both 
into the Pacific Northwest nnd across a route s im ila r to the A rtie  Gas 
project extending from northenstern Montnnn into Illin o is . The pro­
posed project w ill cost nn estimated $0.28 billion (ns f le d ) .

In connection w ith l*oth the original nnd revised Alcnn proposals, 
nn nssocinted, nit hough independent project. Maple Len f, is proposed 
to deliver Canadian reserves from the Mackenzie Delta to Southern 
Canadian markets.

cnnoNoiooy

March 21. 1974— Alnsknn A rctic  Gns Pipeline Company application 
filed.

September 24. 1974— F,1 Paso Alaska Company npplicntii ' filed. 
Ja n u a ry  23, 1975— F P C  order consolidating both applications (in  

Docket No. C P75-90,et a !.) .
A p ril 7.1975— H earings began lieforo F P C  A dm inistrative L a w  Judge 

Nnhum L if t .
Novemlier 21, 1975— F P C  stnfT Drnft Environm ental Im pact State 

ment issued.
A p ril 7. 1970—F in a l Environm ental Tmpnct Statement issued.
J u ly  9. 1970—  Alcnn Pipeline Compnny nnd Northwest Corporation 

application filed.
September 1970 Supplemental F in n l Environm ental Impnct State­

ment issued.
November 12. 1970- -Hearings concluded. (Th ere  were n total of 253 

days of hearings resulting in 44.458 pages o f transcript together 
with numerous exhibits.)
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December 7, 1976—Final Position Brief of the Commission Staff 
issued.

December 14,1976— F P C  issued O rder No. 558 prescribing procedures

Sursuant to the A lnska N atural G as Transportation A ct of 1976. 
ruary 1, 1977— In it ia l decision issued by Judge L it t ,  recommend­

ing approval of A laskan A rc tic  G as Pipeline Company project.
March 1, 1977—B rie fs  on exceptions to the Judge's decision filed by 

F P C  staff and parties in the proceeding.
M arch 8, 1977— Alcan Pipeline Company filed amended application.
March 22, 1977— Supplemental inform ation filed by parties to the 

proceeding.
A p ril 4-8, 1977— O ral nrgument held before Federal Pow er 

Commission.
A p r il 8. 1977— F P C  staff report on A lcan revised proposal and other 

supplemental inform ation filed.
M ay 2. 1977—The Federal Power Commission made lis  recommenda­

tion to the President.
September 1. 1977— The President to make his recommendation to 

Congress. H e ma;, postpone his decision until up to December 1, at 
his discretion.

S ix ty  days after the President’s recommendation, Congress may enact 
a joint resolution. The A laskan Naturnl Gas Transportation Act of 
1976 (in  section 8) provides dates for further executive and legisla­
tive review, i f  necessary.

Maps of the proposed Alaskan natural gas t rn n sport nt ion systems
accompany this fact sheet.









REPORT OF THE ATTORNEY GENERAL TO THE PRESIDENT
J c l t  1977.

T h is  Report is submitted to the President pursuant to Section 6 of 
the A laska  N atural G as Transportation Act of 1976. Section 6 of the 
A ct directs that nnv Federal oflicer or agency may submit written com­
ments to the President w ith respect to the recommendation and report 
of the Federal Power Commission and alternative methods fo r trans­
portation of A laska natural gas fo r delivery to the contiguous states.1 
T h is  Report is p rin c ip a lly  concerned w ith  item ( 6 ) — the impact upon 
competition of the respective proposed transportation systems.

Th e  Department of Ju stice  has done an extensive analysis o f this 
subject in the Report of the Attorney General submitted to the Con­
gress pursuant to Section 19 of the A ct. R ather than repent w hat a l­
ready lias been said therein, we are appending a copy of our Report to 
Congress. W e believe that the contents of that Report fu lly  set forth 
the antitrust im plications of the various proposed projects.

Th e rem ainder of this Report w ill summarize briefly the areas of 
agreement or disagreement w ith the Federal Power Commission's com­
petitive analysis in its Recommendation to the President. A lso , in ac­
cordance w ith Section 6 (c )  we discuss the question o f w aiver of law.

I .  IM KACT  ON C O M PE T IT IO N ! SU M M A RY  OK R e COMMENIWTIONK OF TH E
F ederal P owkh C o m m iss io n  ano  t h e  D e pa r t m e n t  o f  J u st ic e

Th e Federnl Power Commission concludes generally that the certi- 
fication of any one o f the proposed systems w ill not have a signilicant 
impact upon competition among pipelines. The Department has 
reached the same overall conclusion.

Th e  Commission has encouraged the participation o f producers of 
substantial amounts of ges in the pipeline joint, venture in order to 
contribute their significant financial resources to aid in the financing 
of the pipeline. The Department disagrees. Wo have recommended in 
the Report to Congress that, an ownership interest, or participation 
in any form in the transportation system, h v  producers o f significant 
amounts of natural gas, or their subsidiaries or affiliates, should be 
prohibited. Th e  license to lie issued to the selected system should con­
tain a condition wl. h prevents participation in any manner by such 
gas producers.

Th e  Federal Power Commission has stated that it is strongly in 
favor of widespread distribution o f Alaskan natural gas in order to 
lim it reliance on Alaskan gas, to create incentives for participation 
in displacement arrangements and to provide easier privnte financing, rhc Department has stated that i f ,  because o f continued wellhead price

1 Attorn*? Genera l Hell «ll«1 not nn rt lc lp ftfe  In the p repara tion  n* thin Kcpnrt due to conflic t o f  In tercut considera tion*. Itrapon iilb tllty  fo r  thin Itnpnrt \« by Mr.Hell to  Deputy A tto rn ey  (I rn c ra l I ’ lnhcrty
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regulation, m arket forces are not permitted to operate to allocate gas 
in the most efficient manner, then the possibility n •egulntory alloca­
tion mechanism should be examined i f  widespread distribution of 
A laskan natural gas is believed to be in the national interest.

Th e Commission is of the view that Section 13(a) imposes common 
carrie r obligations upon the selected transportation system. The Com­
mission indicates that this is a procompetitive result but may impact 
adversely upon the a b ility  of the system to secure private financing. 
Th e Department disagrees. Section 13(a) of the Act provides for equal 
access to the gas transportation system based upon ownership or lack 
thereof. Bu t it is unclear whether this provision was intended to create 
common carrie r status fo r the transportation system. It  is our view that 
common carrie r status for all facilities constructed or utilized is  an 
integral part of the system carry in g  gas to the lower 48 states is de­
sirable and Section 13(a) should Ik* clarified to unninhigumuly create 
such status. A d d itio n a lly , we do not view Section 13(a) to l>e an im ­
pediment to private financing. Moreover, to ensure the equal access 
provided fo r by Section 1 3 (a ). Congress should consider legislation 
to grant the Commission, or its successor agency, the authority to order 
prorationing of pipeline capacity among shippers when gas is a v a il­
able in excess of pipeline capacity.

Th e Federal Pow er Commission approves of displacement arrange­
ments as the most effi ent mechanism for distribution of the Alaskan 
gas. Th e  Commission, however, is fearfu l that such arrangements 
could create the potential for i llusive market conduct. 1'hus the Com­
mission would permit only those practices which arc indispensable 
to the successful operation o f the displacement procedure. The Depart­
ment agrees that the efforts to work out displacement schemes may 
produce collusive behavior. We have recommended that i f  a system 
requiring displacement of gas is authorized, Government agencies 
should monitor anv meetings of the transmission companies concern­
ing reallocation. Th e plans fo r the meetings and the displacement pro­
grams resulting front the meetings should l>e subject to scrutiny and 
approval by Government agencies.

The Commission indicates that as n result o f  the implementation o f  
an all-events, cost-of-service ta ri f f , the producers may be able to exer­
cise market power over the shippers i f  the producers know whatever 
price they charge will be passed on to the consumer. The Department, 
on the other hand, is concerned that the proposed pipeline capacities be 
evaluated care fu lly since the potential fo r adoption o f  an a ll events 
eost-of-service ta r i f f  has diminished the incentives o f  the proponents 
to pro|>erly determine and propose the most efficient pipeline size.

The Commission indicates that the contracting process for the pur 
chase of Alaskan gas has not heen competitive. Among the elements 
the ( ommission points to as indicative o f the noneompctitive nature 
of this process is the existence of side arrangements. The ( ’ommission 
has concluded that in the absence o f fu ll Hedged price competition, the 
producers have used side arrangements as a means of favoring com­
panies which can provide other benefits. Th e  use of a widespread d is­
tribution scheme may reduce the likelihood of such restrictive side a r ­
rangements. Th e  Department's view is somewhat different. T o  minimize 
the distortion o f ( omm s mui regulation from side arrangements for
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various forms o f compensation collateral to sales contracts for A laskan 
gas, such arrangements should be disclosed and subjected to Comm is­
sion scru tiny. A s long as there is  wellhead price regulation, the Com­
mission, or its successor agency, should examine care fu lly  each A laskan 
gas purchase contract and disapprove or condition cac.i such contract 
that it finds not in the public interest. In  addition to the recommen­
dations in the Report to Congress, we note fu rth er that the Commission 
should assess the impact o f such arrangements in  various producing 
fields because of the widespread existence o f “ favored-nation1* clauses. 
Price  increases which at first may appear innocuous, may have a 
greater impact throughout the field due to price increases in other con­
tracts w ith  such clauses.

I n  sum m ary, w hile the Department agrees w ith  the Commission’s 
overall conclusion that certification o f any of the proposed trans­
portation systems w ill not have any significant im pact upon competi­
tion, we have indicated our dilForences w ith other conclusions. We 
urge the President to consider on J i  o f these matters care fu lly  and to 
append to any license the conditions we have suggest* 1 in our Con­
gressional Report and which have been reiterated in this Report.

I I .  W aiveks o f  L aw

Section 6 (c )  of the A c t  directs each Federal officer or agency to re­
port to the President actions to be taken by such officer or agency 
necessary or related to the construction and in itia l operation of the 
approved transportation system and to include recommendations with 
respect to any provision of law  to lie waived upon recommendation 
by the President to the Congress. I t  is the Department’s view that no 
action must lie taken by the A tto rney General under section 0 (a )  of 
the A ct— action which is necessary or related to the construction and 
in itia l operation o f the approved transportation system. Furtherm ore, 
it  is the Departm ent’s view that none o f the antitru st laws should be 
waived by the President,

Section 14 o f the A ct states:

Notlilnc In tile Act, mu! no action taken hereunder, shall Imp... or clTeet an 
amendment to, or exemption from any provision <>f the nntltrtm t law.

I t  is p lain  from th is provision that Congress did not mean for the 
antitru st laws to lie waived in any manner and intended that, they re­
main in fu ll force nndeffect.

M any of the competitive effect' indicated in the accompanying R e ­
port are prospective in nature. T h u s , their fu ll impact, may not lie 
Icnown until the transportation system is built nnd operating. In  light, 
o f this situation, it is the Department’s view that none of the antitrust 
laws should lie waived. The transportation system and its owners ought 
to lie subjected to the fu ll panoply o f the antitrust, laws nnd tneir 
possible enforcement should any violations of these Jaws appear in the 
future.

I I I .  C o n c l u sio n

I  conclude that. antitrust considerations do not. m ilitate ngainst 
Relection of nny of the three proposed projects as the transportation 
system for moving A laskan natural gas to the lower 48 states; nor do

0(1 J i l l  7 7  a



competitive considerations point to selection o f one of the three p ro j­
ects m preference o f the other two. The problems we have identified in 
th is  Report and our Report to Congress may im pact on any selected 
project and, therefore, do not make one project seem m oredesirable 
than the others.

W e have proposed severul conditions which ought to be appended 
to a license issued to any of the proposed transportation systems. These 
recommendations are in the Report to Congress appended to th is R e ­
port and are summarized in the Conclusion o f the appended Repo rt.

R esp ectfu lly  submitted.
P e t e r  F .  F l a h e r t v ,  

Deputy Attorney General.



REPORT OF THE ATTORNEY GENERAL TO CONGRESS
( J u l y  1977)

E x ecu t iv e  S u m m a r y

T h is  report is submitted to Congress in compliance w ith  Section 19 
o f tlie A laska  N atural Gas Transportation Act of 197(1. Th at provision 
requires the Attorney General to conduct a thorough studv of the an ti­
trust issues and problems relating to the production ami transporta­
tion o f A laskan natural gas.

Based on our analysis o f  a l l information currently available, we 
find that antitrust considerations do not militate against selection o f  
any o f  the three proposed projects as the transportation system fo r  
moving Alaskan natural gas to the ’ over 4S states: nor do competitive 
considerations point to selection o f  one o f  the three projects in p re fe r ­
ence to the other two. Although we have identified several potential 
antitrust problem areas associated with the projects, these problems 
may impact on any project that is Selected and thus do not make one 
project seem more desirable than the others.

T h is  report has identified several potential competitive problem 
areas, which can be addressed through: (1 ) the imposition o f 
lions upon the license issued to whichever project is chosen: ( e , 
enactment, o f legislation; and (II) collateral action bv the Fed o i... 
Power ('om mission. or its successor agency. Since some o f the identi­
fied problems are not d irectly associated with the transportation o f 
natural gas hut are associated with the sale of natural gas. these prob­
lems would have to he addressed in the context of the required ex­
amination of the gas imtvhase contracts.

Th e report first piovides a general introduction to the three pro­
posed projects, the methods o f transportation and routes proposed and 
the participants in each proposed project. There are two overland 
pipeline projects proposed by Alcan mid A rctic  Gas. and a combina­
tion pipeline and liquified natural gas tanker system proposed by E l  
Paso.

(1 ) The Alcan route follows the Alaska oil pipeline route to F a ir ­
banks nnd then follows the Alcan H ighw ay through fiu o id n . A lcan 
has proposed two difTcrcut sized pipelines. O rig in a lly  Alcan proposed 
a f‘2-inch pipeline but more recently has proposed a IS inch pipeline 
s im ila r to that of '.re lie f  ins,

(*2) The A rctic  Gas route proceeds east from the North Slope to 
the Mackenzie Delta of Canada, where it is expected additional gas 
reserves w ill Is* developed. Th e  route then proceeds south through 
Canada to the Coiled States border.

(9 ) The E l  Paso project calls fo ra  pipeline to follow the Alaska oil 
pipeline fo Point G ruvinn on Prince W illiam  Sound. There the gas 
would Ih« converted to liquid natural gas nnd Hhip|>ed by tanker fo the 
const of ( 'nlifornin.

(I (KM



(a) Arctic Gas.—
A laska  A rc tic  G as P ip eline Company 
Canadian A rc tic  Gas P ip e line  Com pany, L td .
A lberta N atural Gas Com pany, L td .
Northern B o rd er Pipeline Company 
Pacific  Gas Transm ission Company 
Pacific  Gas and E le c tric  Company

T h e  first two above are shell companies, formed to construct and 
operate the pipeline in A la sk a  and Canada. Owners of the two 
companies are :

American Menders:
Colum bia Gas Transm ission Corporation 
M ichigan W isconsin Pip e L in e  Com pany 
N atural Gas Pipe L in e  Company of Am erica 
Northern N atural Gas Company 
Pacific Gas & E le c tr ic  Company 
P acific  L ig h tin g  o f C a lifo rn ia  
Panhandle Eastern P ip e L in e  Company 
T exas Eastern  Transm ission Corporation 

Canadian M e m b e r s :

Alberta N atural Gas Com pany. L td .
The Consumers’ G as Company 
Canada Development Corporation 
G u lf  of Canada. L td .
Im perial O il . L td . (a 70 percent owned subsidiary o f E x x o n ) 
Northern and C entral Gas Com pany, L t d .
Shell Canada. L td .
TransCanada P ip e L in e s ,L td .
U nio n G as, L td .

(b ) Alcan.—
Ah in  Pipeline Com pany (a  wholly-owned subsidiary o f N orth­

west Pipeline Com pany)
Alberta Gas T ru n k  lYmo Com pany, L td .
Alberta Gas T ru n k  L in e  (C a n a d a ), L td .
West coast Transm ission Com pany, L td .
Fo o th ills  Pipeline ( Y u k o n ), L td .

(c )  El Cano.—Th e E l  Paso project is proposed by E l  Paso A lnska 
Com pany, a wholly owned subsidiary o f E l  Paso N atural Gns 
Com pany.

Th e  gns transportation and distribution industries are net h ig h ly  
concentrated on a national basis at this time. Although standard in ­
dustry concentration measures are less meaningful in the natural gas 
industry because it is pervasively regulated nnd because pipelines are 
to a great extent natural monopolies; these ratios and individual 
company shares do give an indication of the relative industry posi­
tions of the prospective Alaskan natural gns participants.

Th e  proponents o f the E l  Paso project control 8.2 percent, o f gns 
supplies from all sources (as o f 1974), the Alcan Am erican proponent, 
controls 4.(1 percent and the A rctic  Gas Am erican proponents control 
11(1 percent o f gas supplies from a ll sources. Although there is some 
danger that the sponsors of the A rctic  Gns project, i f  they were the 
only purchasers o f Alaskan gas. could use their control o f Alaskan gns 
in combination with their control of other gas supplies to manipulate
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displacement plans to their own advantage or to affect, regional com­
petition among pipelines, regulation by the Federal Pow er Comm is­
sion m inim i" this danger.

Present Federal Pow er Commission regulation of c ity  gate prices 
also appears to preclude an opportunity fo r competitive abuse by the 
gas producers or transm ission companies provided the price ceilings 
set b- Federal Pow er Commission regulation are effective. H owever, 
i f  the regulation o f the wellhead price of gas were relaxed and the 
A lnskan gas producing areas were w orkably competitive, producer 
ownership or control of the transportation system could circum vent 
Fed eral Pow er Commission regulation of the pipeline and monopoly 
profits could be taken by the integrated company b y tran sferrin g  some 
o r a ll o f the profits stemming from  the transportation monopoly to 
unregulated upstream production operations through denial of access 
to non-owners and restricting  downstream supply. I f  the, regulation 
of the wellhead price of gas were relaxed and tne A laskan gas produc­
in g  areas were not w orkably competitive, but were instead char­
acterized by producer m arket dominance, gas supplies could bo 
restricted at the production stage without any need to derive m arket 
power from the pipeline. How ever, sueh m ark power is not neces­
s a rily  permanent and could be reduced by discovery and development 
o f new fields by other producers, creating a situation where in in ­
tegrated producer/pipeline owner would seek to restrict nco ss nnd 
throughput to take monopoly profits. Therefore, we recommend thnt. 
an ownership interest, or participation in any form  in the transporta­
tion system, by one or more gas producers of significant amounts of 
gas he prohibited. Th e  license to he issued to the selected system should 
contain a condition that prevents participation in any manner by such 
gns producers.

Ownership of a transportation system by the buyers of gas w ill not, 
result in any potential anticom petitive conduct as long as Federal 
Pow er Commission regulation of c ity  gate prices continues in the 
present mode, which it appears lik e ly  to do. T f the regulatory scheme 
changes, potential monopsony problems can In- cured by appropriate 
regulatory net ion, Therefore, we do not oppose ownership or the < rnns- 
portntion systems by the buyers o f the gas.

D u rin g  the period from 1071 to 107f> the m ajor North Slope pro­
ducers, E xxo n . A H C O  and H P /S o ld o  entered into agreements to 
negotiate for the sale of their natural gns w ith various transmission 
companies, all membeis o f the A rctic  fins consortium. These agree­
ments called for advance payments from the transmission companies 
to help the producers develop the North Slope fields. In  December, 
107.', the Federal Power Commission struck down all advance pay­
ment. contracts entered into after December 28, 1073, as not in tiie 
national interest. T h u s, there is currently no plan for distribution of 
A laskan gas.

C ollateral to those advance payment agreements, the transmission 
companies entered into a variety of side arrangements w ith  the pro­
ducers. Th e  side arrangements provided for renegotiation o f existing 
gns sale contracts in the lower 48 stntes to raise prices nr to permit 
revenue sharing between producer and pipeline with respect to exist­
ing production. Th em  side arrangements are c h a r  evidence of 
evasions of wellhead price regulation and demonstrate the extreme



difficulty of holding down the price o f a scarce resource. .Some pipeline 
companies would be disadvantaged in  seeking to ga: 1 access to North 
Slope gas i f  these arrangements were to continue, sin e not a ll pipeline 
companies have existing relationships that can be altered or other 
goods or services to barter in addition to paying the wellhead price. 
T h e  competitive effects o f this disadvantage, i f  any, are uncertain. I t  
m ay well he that the Federal Power Commission should require d is­
closure of a ll collateral considerations in our gas purchase agreement. 
T h e  Commission could then care fu lly  examine each Alnskan gas p u r­
chase contract and disapprove or condition any such agreement thnt it 
finds not to Ik* in the public interest.

W ith  current Federal Pow er Commission regulation o f wellhead 
gns prices, competitive forces cannot operate to distribute gas in the 
most efficient manner. I f  a wide distribution of A laskan natural gas 
is deemed im portant, it may I k? necessary to create a regulatory nllocn- 
tion mechanism.

Competition among pipelines for existing customers nnd new cus­
tomers may exist in regional markets. Regional competition can In* nil 
important complement to regulation and its importance lias !>een rec­
ognized by Congress, the courts and the natural gas industry. The 
potential for 111 i•. competition should be preserved to the greatest 
extent prncticab'e. Several problems associated w ith the operation of 
an A lnskan nim irul gas transportation system nrisc becuusc of po­
tential effects on th is regional competition.

Eq u al in cess to the transportation system, as well as other competi­
tion rules, would be required i f  producers are permitted to participate 
in the A lnskan natural gas transportalion system. Moreover, even 
where producers are not owners, equal access to a transport at ior sys­
tem retains sonic importance as a means to preserve regional competi­
tion among pipeline companies by preventing owners of the trans­
portation systems from denying or restricting access toother pipelines 
llint 'night compete in regional markets.

Section 13(a) o f the A laska Natural Gas Transportation Act. pro­
vides for equal lie ess to a proposed t r ir  'ortation system. Although 
the Federal l ’ower Commission interprets this provision to mean that 
an A laskan natural gas transportation system must he operated as a 
common carrie r, it is not clear this was the intention of Congress. Read 
lite ra lly , the statute mcrelv provides I lint access cannot lie denied based 
on ownership or the lack t hereof. We helievc that those facilities ( pipe­
lines. I ,  N't i facilities, e tc .) const meted or utilized as an integral purl of 
the system carry in g  gas to the lower IK slates should he operated 11s 
common carriers, w ith equal access thereto available to a ll purchasers 
and shippers o f A laskan natural gas. Congress ought to c la r ify  the 
ambiguous language of exist nig Section 1 3(a) to clearly state that the 
A laskan natural gas transportation system he 0 |>cralcd as a common 

ca rrie r.
Section 13(a) does not require the transportation system to im ­

plement a promt inning scheme in the event the system achieves fu ll 
capacity, nor iIck*s it permit or require any government agency to order 
such promt inning. Such prorationing during the period of construc­
tion o f additional capacity is necessary to insure no shipper mav he 
com petitively disadvantaged. T o  insure the equal access provided for 
unuer Section 1 3 (a ), wc recommend that Congress consider granting
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the Federal Pow er Commission auth ority, where pas is available in 
excess o f pipeline capacity, to order prorationing of pipeline capacity 
among shippers.

I t  lias been argued that retain ing  Section 1 3 (a ) may prove to be an 
impediment to financing. We find that Section 1 3 (a ) w ill not lie such 
an impediment, since pipeline companies w ill be w illin g  to invest in 
order to insure the construction o f such a system. In  addition, the 
possibility of receiving the substantial cash flows from  the system 
w hich would result from  ownership is another incentive to invest in 
the system.

It. is lik e ly  that much of the A laskan  gas w ill be delivered through­
out the lower 4b states by displacement rath er than by direct delivery. 
Displacement is a process that would allow A la sk a  gas to lie supplied to 
conveniently located customers o f other pipeline systems that, in tu rn , 
could use th e ir “ displaced*’ g:.s to serve customers o f other pipelines. 
Such a displacement scheme provides considerable savings and ease o f 
delivery but also creates two potential problems. F ir s t ,  a transmission 
company con'd thw art the displacement plan by refusing to cooperate 
and dist iti'.c gu: ’ i its system, 'fo  remedy this problem we recommend 
that le .is latio n  t*.- "nacted to give the Federal Power Commission, 
or its successor age "v , au tlio "lty  to order participation in displace­
ment programs for A laskan natural gas.

Displacement also presents potential fo r anticom petitive a c tiv ity  
because implementation of a displacement program requires pipeline 
companies to meet to agree upon supply reallocation. O bviously, the 
potential fo r anticom petitive agreements in the implementation o f 
such a process exists, and almost regardless o f the actual risks o f such 
agreements !>eing made, the public perception that such possibilities 
exist requires some antitru st protection.

T h is  is not an insuperable problem. I f  the eoinpnnics do no more 
than is reasonably necessary to effect, the displacements, no antitrust 
issues should I k* presented, A  method of insuring that no anticompet­
itive  discussions or acts take place is to have interested government 
agencies monitor such meet ings and to have proposed allocation plans 
subject to government review and approval.

A n  all-events eosl-of-service ta riff  has liecn proposed that would 
guarantee to the owners fu ll reimbursement o f all costs associated 
w ith the operation o f the transportation system. These costs would he 
passed on to the consumer. These guarantees extend to all unit trans­
port at ion costs, even i f  underutilization o f tin* nipeline makes the unit 
cost excessively high, (iiiu rn ntccin g  these costs would elim inate incen­
tives for the transportation system owners to prudently determine 
pipeline size and propose the most, efficient pipeline based upon expec­
tations o f deliverab ility .

T h e  deliverability  o f the I ’ ntdhoe lin y  reserves is unsettled and 
highly disputed. Th e  forecasts vary  su b stan tia lly ; however. ‘2.0 I lc f/d  
appears to be the most lik e ly  rate of d e liverab ility . Th e  producers have 
stated their opposition to any form of deliverability  guarantee and, 
since gas and oil production arc related, may in (he future restrict or 
elim inate gas production in order to increase the production o f highor- 
prieed oil. W ith  the best d e liverab ility  estimate lK*ing *2.0 H cf/d  and 
the possibility of less gas production, there is potential for under­



u tilizatio n  of the transportation system. U nd erutilizatio n  w ill moan 
higher u n it costs of transportation and under the proposed ta riff, this 
' ighcr transportation cost w ill  be borne by the consumer. D elive i ab il­
it y  should be care fu lly  evaluated before a system is  selected, and the 
h igh cost o f constructing a system is undertaken. F u rth e r , the sizing 
o f the proposed pipelines should be care fu lly  eval lated, since the pro­
posed ta riff  guarantees m ay have dim inished incentives on the p art 
o f the proponents to determine and propose the most efficient pipeline 
size.
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INTERAGENCY TASK FORCE ON ENVIRONMENTAL ISSUES

( J u l  r  1, 1977)

E x ec c tiv e  S u m m a r y  

ENVIRONMENTAL ISSUES

Th e  A rc tic  G as route would cross the A rc tic  National W ild life  
Range ( A N W R ) , w hich was established fo r the purpose of preserving 
its specific unique w ild life , wilderness, and recreational values.^ Its  
possible inclusion into protected wilderness status is s t ill pending. The 
proposed pipeline construction a ctiv ity  would elim inate the impacted 
portion o f the A N W R  from  wilderness status consideration.

A rc tic  G as hns not adequately demonstrated that they would be able 
to construct a pipeline from Prudhoe H a / through the. Mackenzie 
D elta  nrea w ith in  the proposed time fram es; that their proposed m hi- 
gativo measures would w ork as effectively as predicted; or that im pacts 
to anim al species nnd natural ecosystems would be short, term or m in­
im al. T h e y  have not demonstrated that th e ir unconventional technol­
ogy would w ork adequately in m inim izing impact, or that i f  damage 
should occui, m itigative measures would be capable o f restoring im ­
pacted habitat or anim al populations. I f  the integrity of the A N W R  
were to be violated by the A rc tic  G as pipeline, there could be a d im in ­
ished degree o f incentive in the, future to restrict additional explora­
tion or development in the impacted areas.

There is a continuing international cooperative effort to establish 
an international w ild life/w ilderness reserve which would encompass 
the A N W R  and the adjacent sensitive habitat in Canada.

The. E l  Paso route includes ltoth overland pipeline and ocean tanker 
transportation systems. A liquefied natural gas ( E N G )  fa c ility  in 
A laska and one for regasification in C a lifo rn ia  present serious poten­
tial for environm ental degradation.

T h e  proposed E N G  plant at G ravinn Po int, A laska would lie  w ith in 
a zone o f very high seism icity in the Chugaeh National Forest. It. is 
located 011 the shore o f Prince W illia m  Sound where abundant com­
mercial fisheries and other marine resources are found. A n acceptable 
solution to the heated water discharge has not vet l»een proposed. E l  
Paso has not. presented baseline oceanographic studies necessary to 
determine i f  the proposed sea water cooling system is environm entally 
ncceptnblc. Im pacts from  the proposed once-through cooling system 
include: (1 ) m ortality of all liv in g  organisms trapped w ithin the cool­
ing system ; (2 ) therinnl shock: (!1) changes in migration nnd feeding 
behavior o f affected m arine b iota ; and (4 ) the effect, o f toxic sub­
stances released in the effluent. Th e  Environm ental T a sk  Force con­
cludes that the proposed once-through cooling system would result in

(U l)
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severe damage to the marine biota, but the Maritime Administration 
advises that alternatives exist which could permit the LNG facility to 
become environmentally compatible with Prince William Sound.

Th e final segment of the pipeline route to Prin ce  W illia m  Sound 
would cross about 33 miles of potential wilderness area in the Chugach 
Nntione’ 'orest. Although this area is recognized as a defacto w ild er­
ness, it is not considered as frag ile  or unique as the ANWR. Th e 
G rn vin a  P o in t LNG fa c ility  would destroy at least one bald eagle nest 
and d isrupt approxim ately 15 other nest sites and some winter feeding 
ground fo r the S itk a  black-tailed deer.

Cape Stnrieh ko f. located on Cook In le t, has been proposed as nn 
alternative L N G  term inal site. T h is  alternative would avoid the 
defacto wilderness area w ith in  the Chugach National Forest. The 
route to Cook lu le t would parallel the southeastern boundurv of 
M ount M c K in le y  National P a rk  and cross the Ivenui Nutionnl Moose 
Range. Seism ic conditions are s im ila r to those found at G ravin a  Point. 
Th e  Enviro nm ental T u sk  Force believes that further investigations 
of the Stnriehkof route and site are needed ln'fore a lin a l choice is 
made between the G rav in a  and Stnriehko f options.

Th e  proposed regasification sites would lie located in southern C a li­
forn ia , an area of high seism icity. E l  Paso’s proposed site is at Point 
Conception, which is a ru ra l, grazing area : while the O xnard alterna­
tive  site is in an area already zoned fo r in du stria l development.

A  unique m ixture o f northern and southern marine spc ’ exists 
off Point. Conception. A s proposed, the cooled water disci e from 
the plant would cause ecological changes in the outfall area, particu­
la r ly  critica l to this unusual marine environm ent.The O xnard alterna­
tive site does not have this unique marine community.

In  addition, the O xnard plant's chilled water discharge could 1 
used at. the Ormond Reach Generating Station to bring the combined 
effluent to approxim ately ambient seawater temperature.

Th e  pipeline needed to connect (lie Point Conception regasification 
plant to existing transport at inn systems would traverse approxim ately 
250 miles, crossing unstable soils w ithin the T,os Pad it s  National 
Forest. R v  contrast, the connecting route from O xnard would he ap­
proxim ately 50 m iles long, with nliout 05 percent of the route follow ­
ing exist ing corridors.

Th e task force concludes thnt the O xnard alternative site is environ­
m entally preferable. However, pending C a lifo rn ia  legislation would 
require a remote site fo r safety considerations. O nly Point Conception 
would satisfy  this requirement.

Although the A lean route does not cross such rritien l environmental 
areas, as the A N W R  and Chilgneh National Forest, each a dc facto 
wilderness, there are other significant environmental concerns. A lca n ’s 
summer const ruction could cause unnecessary pcrmnfrost degradation. 
Th e tnsk force lielievcs thnt summer construction could be accom­
plished in nn environm entally acceptable manner i f  scheduled during 
the spring nnd fn ll months when temperatures are near or below freez­
ing. Sueli scheduling is feasible since only two to five percent, of 
A lca n ’s Alaskn route involve; c ritica l permafrost areas.

To northern Alaska, the Alcan and E l  Paso routes u tilize  the exist­
in g  trails-A laska oil pipeline ( T A P S )  corridor. Th e y would fu rth er 
impnet the m igration route of the Central A rctic  Caribou ITerd and
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Dali sheep near Atigun Pass, which is a critical salt lick and lamb­
ing area.

In Canada, the Alcan route would parallel the Alaska Highway 
through the Kluane National Park at the base of Sheep Mountain 
(Dali sheep area) and pass near the proposed Pickhandle Lake Inter­
national Biological Program Ecological Reserve (sensitive water­
fowl and moose area). The route also passes through grizzly benr den­
ning and elk overwintering areas. Construction scheduling could avoid 
sensitive time periods for most of these species. The data base as­
sociated with Alcan’s route is generally considered to be inadequate. 
Additional research and data collection are needed to define site- 
specific problems and appropriate mitigating measures.

A ll  routes have the potential fo r im pacting threatened, endangered, 
nnd protected species, including the polar bear which is a special pro­
tected species under Internntionnl T re a ty . Impnct to these species and 
their habitat, after specific critica l locations are identified, should H  
m inim al along any o f the proposed routes w ith approved m itigative 
scheduling and routing measures. E x t r a  consideration should be given 
to protected species.

Trenching  activ ities along A lcan ’s nnd A rctic  G as’ proposed N orth 
B o rd er route ncross the p ra irie  pothole nren in northern U .S . and 
Cnnnda may cnuse drainage o f potholes, nnd thus affect w aterfowl 
habitat. Effectiveness of proposed m itigative measures to prevent 
drainage and other disturbances is uncertain.

In  P u b lic  L a w  O.T-163 (amending 1020 Minornl Leasing A c t) . Con­
gress found utilization of existin g  corridors to lie in the public inter f 
by m inim izing adverse environmental impacts due to the proliferation 
o f separate rights-of-wav. Th e  utilization of rights-of-way in common 
should therefore I k* required to the extent practical. However, the task 
f,'"ce believes thnt the environmental benefits nttrihut; ble to requiring 
itie use of common corridors must be evaluated in d iv id u a lly .

Th e  task force concludes that flie A lcan route w orld innke flic l>ost 
use o f existing  corridors. Th e  E l  Paso route would utilize the Alvesku 
corridor blit would establish a new riglit-of-wnv through the Chugnch 
Nationnl Fo rest in A laska and nlong most of the route in t V iifo rn ia . 
Except for the portion from Prudhoe B a y  through the Mackenzie 
D elta, including the A N W It . the A rctic  Gas route generally follow s 
existin g  corridors or rights-of-way.

Each  route crosses areas which arc d< -ignatcil or proposed for 
designation under the W ild  and Scenic Rivet.-. Vet, X a ti mnl T r a ils  
System A ct. Land nnd W ater ( V .  -cation Fu nd  a id  d-2 pro­
posals (lands proposed foj- Federal designation). The task force sug­
gests site-specific alignments be reviewed and incusnreH taken to avoid 
such areas or minim ize im p act.. E ith e r pipeline route through Canada 
would impact National or P ro vin c ia l designated areas and proposed 
International Biological Program  ( I B P )  reserves.The Canadian gov­
ernment w ill make the derision to nutborize or reject these crossings.

W ater w ill l>e required bv all proposals for n variety o f purposes. 
Th e  ava ila b ility  o f water on the North Slope during the w inter season 
is extrem ely lim ited. A rctic  Gas and E l  Paso propose to w ork from 
snow roads and work pads. F o r  this purpose alone, the task force 
believes that a reasonable margin of water is nvailnble. When water 
demands for hydrostatic test ing and camp use are milled, w inter water
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supply nmy be insufficient. The three applicants propose different 
methods for testing pipeline integrity. Arctic Gas proposes a meth- 
anol-water testing plan, Alcan proposes water testing, and E l  Paso 
proposes air testing. Among these, the potential spills of the methanol- 
watei f.est medium present, the greater potential for environmental 
threat. The task force, believes that air testing would be the most, 
preferable environmentally and should he required for all applicants 
where feasible.

Compressor stations, L N G  and regasificntion facilities , nnd tankers 
w ill jd l emit a ir  pollutants. These emissions generally appear to fa ll 
w ith in  the allowable Federal a ir  quality standards. T h e y  w ill also be 
required to comply w ith  State a ir  quality degradation laws.

Nuinerous a rcluieological nnd historic sites may be encountered along 
any o f the routes; therefore, a comprehensive survey/salvage program 
is  necessary fo r their protection. The A rc tic  Gas route has the greater 
potential fo r impacting cultural resources than either the E l  Puso or 
A lca n  route.

A n y  o f the three pipelines would accelerate a perhaps inevitable 
change in A laskan native lifestyles. The A laska N ative C la im s Settle­
ment Act and construction o f the A lyeska pipeline have already pro­
moted the trend toward a mixed cash and subsistence economy. The 
E l  Paso and A'ean routes would affect a greater number of native 
villages than the A rc tic  Gns route, but these are along the Alyeska 
corridors where native life  styles have already been impacted. A l­
though the A rc ti ■ G as route passes near the native village of K a kto v ik  
in an undeveloped port’ n o f northern A lask a , the native lifestyles 
have already been affect. . by the nearby D E W  line (Defense E a r ly  
W a rn in g ) sites. Native lifestyles would continue to change even in the 
alwencenf any of these projects: however, const ruction activ ities would 
accelerate the rate of change in native villages along the route.

W e concur with the conclusions reached by the K P C  in their “ Rec­
ommendations to the President'* ami with the K P C  S ta ff that each of 
the three pending proposals w ill have some adverse environmental 
impacts. 1 f the Alaska gas is distribute ' on an equitable basis to the 48 
States, the task force does not believe that the decreased a ir  pollution 
in the lower 48 States as a result of A laska natural gas being available 
w ill offset the environmental degradation resulting from the construc­
tion o f a natural gas transportation system. Th e task force therefore 
concludes that a “ no action'* alternative would be environm entally 
superior.

However, i f  the A laska gas were allocated to m axim ize a ir  quality 
benelits the construction of a gas transportation system could be en vi­
ronmentally preferable from the standpoint o f public health. It could 
displace 1 quadrillion R lu ’s/year of coal and could concentrate a ir 
q uality benelits in select a ir  quality control regions. It should be noted 
that the feasib ility of this allocation scheme has not been demon­
strated. An analysis o f the pricing and distribution aspects of this 
scheme would have to be conducted.

T h e  task force also concurs w ith the K P (*  Commissioners and the 
K P C  Sta ff that, o f the three propos'd routes, A lcan's appears to 
promise the least environmental impact i f  proper m itigative actions 
are taken. T h is  conclusion is based on the Alcan route's avoidance o f :
(1 ) the undeveloped area from Prudhoe R ay through the Matkeuzie



D elta , including the A rc tic  National W ild life  Range and (2 ) the 
Chugach National Fo rest, both of w hich are de facto wilderness areas; 
and (3 ) therm al and chemical pollution front the L N G  sites in A lask a  
and C a lifo rn ia . In  a d d i t i o n ,  A lcan makes the best use o f existing trans­
portation corridors.

T h e  task force finds j environmental impacts which would result 
from  the A rc tic  Gas ana E l  Paso roups to be different in nature, but 
comparable in magnitude. I t  is therefore difficult to rank the two sys­
tems s tric tly  in terms of environm ental impacts. H ow ever, it is our 
conclusion that the E l  Paso route would impact the environment less, 
on balance, than the A rctic  Gas route. T h is  conclusion is based o n : (1 ) 
E l  Paso’s avoidance of the A rc tic  National W ild life  Range and the 
Mackenzie Delta area (although it s till does cross the Chugach N a­
tional F o re s t) ; (2 ) the assumption that thermal and chemical pollu­
tion of the marine environment at the L N G  sites in A laska and C a li­
fornia can be properly controlled through design m odifications; and 
(3 ) the utilization o f existing corridors, except for the approxim ately 
40 miles in A laska and most of the route of C a lifo rn ia .

Th e  task force believes that the A rctic  Gas route has the greatest 
potential fo r causing adverse environmental impacts. T h is  conclusion 
is based o n : (1 ) the crossing of the A rctic  National W ild life  Rango 
and the Mackenzie Delta area (although the route does not cross too 
Chugach National Forest and does not have the L N G  siting prob­
lems) ; (2 ) the lack o f permanent access along the North Slope for 
m aking summer repairs, should they be necessary: and (3 ) greater 
risks (lue to the distance to be traversed in the fragile A rctic . F in a lly , 
the creation of a new transportation system or corridor through this 
re lative ly  undeveloped portion of Alaska and Canada would create 
environmental impacts which cannot be totally mitigated. The rest of 
the route generally follows existing corridors and rights-of-way,

T O M S  AND CONDITIONS AND FKIldlAt. OIM1ANIZATloN

The Federal Power Commission's “ Recommendation to the Presi­
dent'’ found that form ulation of Horrific terms and conditions was 
premature until a route has been selected and more detailed resource 
inform ation is avaibdile. The F P C  Recommendation made some tenta­
tive suggest ions ou i lie organ i/at ion to adm inister terms and condil ions 
and included .i number of illusl nil i vo terms and condif ions.

The F P C  Recommendation did not adequately address the process 
by which all environmental concerns and resources may la* considered 
government-wide ( Federal-St a It -local) during the preparation ami 
subsequent administ rat ion of terms and condif ions.

Th e  task forci proposes continuation of the previously established 
Federal interagency group to work on terms and conditions. It also 
proposes environmental guidelines and a schedule which the group 
(supplemented bv State agencies) could use in preparation of terms 
and conditions and development of the o rg iin iz iitio n(s) to adm inister 
them.
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E x e c u t iv e  S u m m a r y
Objective

Th e object of this report is to review the analysis and findings of 
the Federal Power Commission ( F P C )  in th e ir Recommendation to 
the Presid en t: A laska N atural Gas Transportation System s w ith  
respect, to the potential fo r schedule delay and cost overrun. Th e 
('om m ission's F indings are not fu lly  specified, hut a reasonable in ­
terpretation is presented on the following page and contrasted with 
the I^ead Agency Findings.

Finding*
T h is  Lead Agency Report prepared by the Department of the In ­

terior and the Department or Tran sp citatio n  generally agrees with 
the Commission's relative ranking among the projects w ith regard 
to the possibility of cost overrun and construction delay but differs 
sh arp ly  with respect to the magnitude of the overruns. Th e  Federal 
Power Commission examined a number of sources o f overrun and 
delay but they seemed to consider these in isolation : they did not fu lly  
evaluate the contribution of these sources collectively and interactively 
to their overall cost ami time m |uircm cnt.s for cot tid in g  a long­
term. complex construction project.

REPORT ON CONSTRUCTION DELAY AND COST OVERRUNS

Aidic Cm  > Ak.in [ |  Pjto

IR C  fln d in |i; •
Direct coil >................................................................................ ................................  *6 , H I  5,781 6,588
Total co»t (Include* bnancmi)1 * 8.147 6,761 6, V I
Full | i«  flow teal iced . . . .    (•) C) <•)
Potentialcoitoverrun(percent)«____ . . . .  5 4 10 7 10
Potential dally (month!) • . . . . .  12 9 0
Net nationaleconomic beneld 1 “ . . .  . . . .  -7 ,1 2 2  7,642 6,796
Cotl ol larvice (dollars per m et)" ....................................................   1. 72 1.79 2.09

la id  nancy lindmti >
(apected duect colt overrun* ■ u   ........................  .......... * 2,606 1,861 1, 736

Percent       37 32 31
lip eded  d ire ctio n *1"  9,289 7 646 7,32*
tipected total coll overrun*1 . . .  . . . .  * 4,317 3. 16*1 2, 775

Parian! . . . .     53 47 42
I ipeded total Co. ',* (include* financini)*   17,464 9,920 9,328
lapected ichadula o.lay (month*)..................    20 17 15
tipacted lull flow d ata" <") ( " I  O ')
lapected net nat pnal economic benehti* >*.. . .................................  3,311 4 826 3 908
lapected coit of teivlce (dollert pai m d) <•  2.15 2.09 2.26

> All valuai in 1. j  pncai; aitumad liinuary 1978 loahead.
> Arctic Gal Colli imluda Canadian there
• Mill,uni ol dollar!.
• U S itiara ol Arctic dnact co lli It 45,621,000,000, U.S. lliara ol Arctic dirad coil ovaitum l i  appiuiirnalaly 

42 ,000,000,000.
• ll S itiaia ol Arctic total c o lli n  46.729,00,000, U S. lhaie ol Arctic total colt overturn l i  approaimataly 

43,4)2,000,600.
• luna 198)
'  lanuaiy 198)
• Nnveiubei 198.)
• No NNtl) or coit ot larvica calculation! an  available bated on Jie ie  valuai,
>• Pietent value diuuunled at 10 percent.
ii Includei 41 par md wallbaad price ol t** . 70 yr averaia
'• [be aipactad value n  tba mean or "a va ia ie " ol the animated probability diitribution
" A n  uppat bound, or "wont" caia. may tie animated by addini )  itandaid daviationi lotha aipactad value Arctic 

G a l- 414,300,000,000, Alcan 411,200,006,MO and t l  Paio |9,)00,000,000. Ilia  IPC  aitimala may be com.deied a 
laawnabla louver bound 

i* Both t l  Paw and Akan liavr partial, but lubitantial, gai Itowi occurnni 6 to 10 mo earlier.
>• Merch 1985.
•  luty 1984.
■' leutua'y 1985.
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Th e  F P C  estimates range from  5 to 10 percent cost overruns fo r 
the proposals; this Report estimates direct cost overruns fo r the v a r i­
ous proposals ranging from  about 30 percent to about 40 percent; 
moreover, this Report finds that overruns on total costs including 
financing (allowance fo r funds used during construction) m ay range 
from 40 to 55 percent. Th e  Commissioners have estimated potential 
delays ranging from 0 to 12 m onths; this Lead Agency Report antic­
ipates delays ranging from  15 to 1“  months.

T h is  Report indicates the A rc t ic  G ts  proposal to contain the great­
est uncertainty, " bile the A lca n  and E l  Paso proposals contain less. 
T a k in g  expected cost overruns and construction delays into account, 
the report finds that the A lca n  proposal has the earliest expected 
delivery date and the least total cost, E l  Paso the next earliest d e liv­
ery date and higher total rost, and A rc tic  Gas the latest deliver}’ date 
and highest total expected cost.

Procedure
These estimates were arrive at on the bnsis of jo in t estimates of 

expected cost overruns nnd schedule delays by independent analysts 
fa m ilia r with each of the three proposed transportation systems nnd 
the Trans-A laska Pipeline System . The F P C  estimates are plausible 
hut optim istic engineering estimates, while those presented here 
recognize thnt few major const met inn projects achieve the planned 
performance, cost ami schedule goals These estimates should he con­
sidered “ expected value" estimates. It should lie noted, that the i »sults 
presented here do not indicate that a natural gas transportation sys­
tem is uneconomic.

O ther independent analyses, including the F E N  C O , Inc. risk  anal­
ysis o f A rctic  Gas and A lcan for the Canadian M in istry  o f En erg y, 
Alines, and Resources, the Resource P lan nin g  Associates, In c ., risk 
analysis of all three proposals for the Environm ental Protection 
Agency, and I lie Department of In terio r Report to Congress under 
Public Law  !>3 153 have concluded t in t  a ll the applicants, hut partic­
u larly  A rctic  tins, are quite optim istic in their proposals. Th e  m iijc • 
uncertainties (hat the F P C  failed I t  assess re a listica lly  nro high­
lighted lielow.

('instruction nnd Productiviti/
The Commission concluded that A r  tie G as ami I*'.I Paso have pro­

posed "reasonable''const met ion programs while most ioning the A lcan 
estimates of productivity. T h is  report finds that A rctic  Gas has seri­
ously underestimated the economic costs of const met ion during the 
arctic winter, E l Paso has also overestimated w inter pipeline con­
struct ion productivity and underestimated potential problems on the 
complex liquefaction plant. A lean I i ih  overestimated the product iv- 
itv o f its rapid summer construction program , p a rticu la rly  because 
of the difficulty in supplying the skilled manpower necessary.

Snow Fond* nnd Work' Pad*
The Commission has concluded that the proposed use o f snow roads 

and snow work pads is a “ feasible" i i relic construction technique. T h is  
report tin '.■> that the economic feasib ility o f these techniques is extreme­
ly uncertain .The F I* C  bearing record indicates substantial controversy 
over even the technical feasib ility . The reeoid further indicates less 
than complete agreement on the a va ilab ility  o f adequate snow and
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water, p a rticu larly  on the N orth Slope. T h e  economic costs o f a con­
struction program re ly in g  on snow roads and snow w ork pads at tho 
scale proposed bv A rc tic  Gas— and to a lesser extent by E l  Paso— are 
ve ry  uncertain. There is no equivalent experience ava ilab le ; the con­
cept has never been tested on n comparable scnle. A lcan 's construction 
plan avoids this risk  since i t  relies on summer and conventional w inter 
construction.

Construction Logistics and Transportation Corridors 
Th e  Commission found no substantial logistical problems fo r any of 

tho applicants, nor did it  emphasize any substantial advantage fo r a 
p a rticu la r system because o f its corridor. T h is  report finds, to the 
contrary , that logistical problems beyond those anticipated by the 
applicants are h igh ly probable.

A lve sk a  experience indicates that it  is  v ir tu a ly  impossible to fu lly  
predict a ll requirements in advance and that support ing large scale con­
struction efforts in remote regions o f the arctic  is extrem ely difficult. 
I t  is clear that alternatives and fle x ib ility  are essential fo r cost and 
schedule control—two elements lim ited in tho A rc tic  G as logistic plan. 
A rc tic  G as must rely on a logistics system that is very seasonally 
oriented— use of snow roads in the w inter and shipping on the M ac­
kenzie R iv e r  in the summer. Both E l  Paso and A lcan  propose routes 
having ncoss to v irtu a lly  a ll weather transportation systems and other 
existin g  infrnstructure.

Seismic Design
Th e Comm ssiou found that E l  Paso has an incomplete seismic de­

sign hut that i. Inmate time had lieen provided in the pre-construction 
schedule, to complete the design nt “ some increases”  in cost. The con­
clusion o f this report is that the incomplete design work fo r the lique­
faction plant at Point G rnviim  leaves substantial uncertainty in Ixith 
cost and schedule. T  e record indicates substantial controversy regard­
ing what design factors are acceptable, and there is little  experience in 
designing large scale L N G  facilities fo r 11 high degree o f seismic pro­
tection. E l  Paso is judged to have underestimated the com plexity of 
meeting stringent seismic standards, w hit neither A rctic  or A lcan 
have a significant seismic problem.

I'rost Ileare/Tliaw Settlement 
Tho (Vimm'usion concluded thnt thct is “ . . .  no doubt that nn ade­

quate solution ran la* found . . . "  nltlii* gh w ith “ . . .  sufficient expendi­
ture of design, time and cap ita l". T h is  report concludes that the ap p li­
cants may well have substantially underestimated the required design, 
time and capital.

Th e  exact nature o f the technical solution to frost heat e/thaw 
sett lenient is st ill an unknown: some experts believe t lint port ions of i 
gas line may have to lie elevated. Th e  economics o f an as yet unproven 
solution are extremely difficult to estimate, p a rticu larly  i f  it involves 
a re lative ly complex technology (e.g ., electricul heating or buried 
supports).

Project Management am/ Scheduling 
The Federal Power < 'ommission did not address itse lf specifically to 

the question o f management and scheduling although it <lid coiicbido 
that A rctic  Gas and E l  Paso had presented reasonable programs fo r

III, 2214 7 7— 0
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executing feasible projects. T h is  report finds project management and 
scheduling to be a crueiul element in  completing any o f these large, 
complex, and remote projects in a tim ely and economic manner. Th e  
Alyeska experience is  replete w ith  situations where a problem in one 
area spilled over into other areas. A l l  o f the proposals contain large 
numbers of interactive elements fo r which n difficulty w ith one a ctiv ity  
w ill adversely affect progress on another— resulting in possible delays. 
A ll  o f the projects contuin a number of techniques w liicn nre re lative ly 
unproven in regular commercial application. Th e  projects, through 
sheer magnitude, w ill draw  on both labor and vendors having limited 
previous experience in this work.

/ nstitutiojwl Uncertaintiea
Th e F P C  generally concluded that the applicants had alloted suffi­

cient time during their pre-construction and construction phases to 
allow fo r resolution o f a number o f institutional issues. T h is  report 
finds that severul institutional issues pose m ajor problems fo r the ap­
plicants, w ith sulistantial probability fo r schedule delaj and costover- 
run. .Joint U .S .-C an ad ian  decisions for A rc tic  ( ia s  and A lcan  have the 
(Hitent ial fo r causing delays. S ite  selection and approval fo r E l  Paso's 
regnailication term inal in C a lifo rn ia  may cause some delay. F in a l 
right-of way determination for a ll applicants is curren tly  on an un­
certain schedule. (Jovirnm entul stipulations, regulations, and permits 
during construction by any applicant could cause construction delays. 
F in a lly , resolution ot Canadian Native C laim s is lik e ly  to cause sig ­
nificant delay fo r A rctic  Gas and, ton lesser extent. A lcan.

Other Large Scale Conxtructlon Project- Experience
Studies bv Professor Mead and others indicate that the a b ility  to 

accurately forecast the cost o f large complex construction projects 
is very 'united. Exam ples o f such evidence are numerous and include 
Trans-A laska O il Pipeline ( T A P S ) .  North Sea O il production.Trans- 
Peru Pipeline . M E T R O  and Canadian Olympic, facilities. These 
studies indicate that for construction projects involving long construc­
tion periods, new technology applications, extensive ceoteehnieal work, 
and a ctiv ity  in remote ureas, costs and schedules substantially beyond 
those estimated have almost alw ays occurred and are like ly  to occur in 
the future.

Probably the most, comparable projects is the T A P S  project. An 
early , reliable cost estimate is considered to Is’ the M ay 11)74 estiinaU* 
of $4.0R8 b illion . In  Juno 11>7.“». a final, detailed estimate was made at 
$fl..’175 billion and now, only two years later, the final cost is expected 
to Is- at least $7.S15 b illion—a ‘28 percent overrun, excluding financing. 
In comparison, this Report estimates 80 to 40 |x*reent coat overruns, 
excluding flnuncmg, fo r projects 4 to 7 yea re away from completion.

Operating L'ixk*
T h is  I/aid  Agency Report finds uncertainties and their economic 

impact to l>e less significant during the operating phase than during 
the pre-const ruction and construction phase. 'The risks o f flow inter­
ruption and cost overruns during operations is great eet for E l  Paso 
ls'cuvsc of its complex nature and seismic, risk  (a  m ajor earthquake 
in the v ic in ity  of the liquefaction site could cause interruption o f 
weeks to more than n year) while Is itli Alcan and Arctic, ( ia s  nre 
considered low risk .



REPORT ON SAFETY AND DESIGN
I .  StJMMAHV

A . Introduction
T h e  safety and design issues in the A laska  natural gas transporta­

tion system relate p rim a rily  to how a recommended system should 1)6 
designed, constructed, and operated, and to a lesser d .gree. where such 
u system should l>e located. T h is  report discusses tho relative safety 
and design m erits o f tho three alternatives considered in the Federal 
Pow er Commission ( F P C )  Recommendation to the President, M ay 1, 
1977.

Knch of the three systems proposed fo r transportation of natural 
ga , from  A laska  presents new challenges in design, construction, and 
planned operation. Inform ation in the record detailing  the applicants’ 
approaches to meeting these challenges is exhaustive and much of it  
has been tested fo r accuracy by exam ination, rebuttal, and argument 
lto fore the F P C  and by its staff. In  th is report, the interagency p a rtic i­
pants who analyzed the F P C  Recommendation and other relevant 
m aterial discuss the princip al concerns which remain to be decided 
relative to the safety and design o f nn A laska gns transportation sys­
tem and make their own recommendations on these matters.

The Department of Transportation (D O T )  was lead agency in 
preparation o f this issue report. Personnel from  Departments o f tho 
In terio r. Commerce, Federal E n e rg y A dm in istratio n , E n e rg y R e­
search and Development A dm in istration , and the Environm ental P ro ­
tection Agency participated in review and analysis o f the safety and 
design issues.

/I. {'onrlusioiix
Th e safety ami design issue interagency task group concludes, as 

did the F l ' f ' ,  that each o f the systems, assuming nre per design and 
construction, can o|>emtc safe ly and re liab ly . A lti.o iig h  there are 
special technical problems peculiar to each o f the systems which can­
not be resolved at this time, it is incumbent on those Federal officers 
or agencies who are responsible for assuring pipeline safety to do all 
that is necessary to ensure, before in itia l operation, that the selected 
gas transportation system is designed and constructed in a manner 
consistent w ith Federal safety standards. Additional attention w ill 
neetl to l>e devoted especially to potential problems which may arise 
from tho operation of the pipelines at high pressures and transporting 
chilled gns in discontinuous permafrost as well as the fl|K>cific technical 
innovations present in liquefied natural gns (EN ’ ( J )  processing and 
storage in an active seismic area.

C. Sin {rti/
1. Tho p rincip al element relative to safety for each o f the three 

proposed pipeline systems is the type nnd design characteristics of the
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pipe used in that system. A rc t ic  G as and A lca n  plan to use high 
strength X - 7 0  grade pipe fo r w hich a reference specification is not 
presently incorporated in the Federal gas pipeline safety standards. 
E l  Paso’s proposed X-(55 grade pipe is included in the standards. 
Planned operating pressures fo r A rc tic  G as (1G80 psig) and E l  Paso 
(1670 psig) arc high by current industry practice; A lca n  plans to 
operate at a more conventional 1260 p sig ; and each pipeline would lie 
buried in permafrost areas and carry in g  prechilled gas. These design 
proposals present the problem areas w hich F P C  has identified, i.e ., 
frost heave, pipe m etallurgy toughness, crack arrestor installation, 
pressure testing, and valve design— and fo r which the interagency 
group has developed solution approaches.

2. E l  Paso’s proposal fo r pipeline transmission o f gas across A lask a  
and marine shipment to C a lifo rn ia  by tanker as L N G  calls  fo r deci­
sions to be made about, location o f the L N G  processing and storage 
facilitie s w hich w ill assure their safety in  active seismic areas. Much 
discussion s t il l  surrounds the specific locations o f E l  Paso's L N G  fa c ili­
ties in southern A lask a  (G ra v in a  P o in t o r Cape Stn rieh ko f) and in 
C a lifo rn ia  (P o in t Conception or O x n a rd ). There are advantages nnd 
disadvantages in each proposed site nnd also a recognized need fo r 
fu rth er study nnd refinement o f design on a site specific basis. C a li­
forn ia nnd A laska S late  officials, too, have a m ajor role in the L X G  
plant siting  decision. Th e  interagency group believes that those doubts 
do not preclude consideration o f the pipeline L X G  tanker proposal, 
but much w c” k  remains to lie done both at the Federal nnd State levels 
to facilitate  n X G  plant site construction.

.1. There are significant differences in the approaches each o f the 
applicants would use in solving the problem of frost heave that p i l ­
lules can experience when buried in areas of discontinuous perma­
frost. E n c li w ill . n  to lie adapted fo r the p articu lar conditions 
encountered on a site-specific basis. G iven the time to finalize 
route survey, field testing to determine soil condit ions, and engineering 
design capab ility , each o f the applicants should be nblc to solve tho 
problem, although costs for doing so may vary .

•I. Federal pipeline safety standards require that pipeline systems bo 
pressure tested before tested before in itin l o|iernnon. 'Hie three ap­
plicants propose to meet th is requirement in different ways. A rc tic  G as 
and A lcan plan to use a hydrostatic test; A rc tic  Gas would prevent 
freezing of the test water in permafrost areas by addition of methanol, 
nnd Alcan would preheat tlie test water fo r this purpose. E l  Paso 
would use a ir  as a test medium and ilm s keep water out o f the line. 
Each proposal has its advantages and disadvantages. H ydrostatic  
tests permit higher pressure test levels than a ir  testing under the t/ .S . 
standards and s im ila rly  would permit higher operating pressure under 
the t ’anadian standards. Also, the higher hydrostatic test pressure in ­
creases the probability o f locating pipe defects prior to plucing tho 
pipeline in service. Tho A rc tic  G as plan to use a water-methanol m ix­
ture presents environmental concerns relating to proper disposal and 
the effects of sp ills  in the event o f test failures. A lcan's plan to uso 
heated water requires precise control to prevent freezing of w ater in 
the pipe. Also, heated water could cuuse degradation o f frozen soil sur­
rounding the pipe. A ir  has environmental advantages, but has lim its in 
providing the highest degree of safety while testing the pipeline.
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5. E a ch  o f the transportation systems can be adequately m aintained, 
although perm afrost soils and remote A rc tic  areas w ill  require 
thorough advance planning and specialized equipment. T h is  w ill  be 
p a rticu larly  true fo r the northern-most portions in the continuous 
perm afrost tundra areas. Seism ic factors may affect the re p a irab ilitv  
o f j i  system , but proper design for seismic effects would be the p rim ary 
moans o f assuring the safety and re lia b ility  o f the L N G  facilitie s or a 
pipeline crossing active faults. F u rth c r  site specific designs, based upon 
geoteehnic. survey and test data, need to lie refined to complete the de­
sign o f the L N G  plant nnd sections o f either the E l  Paso or A lca n  
line which cross active faults. Testing  to confirm presence of bedrock 
at the G ravin a  Point site selected by E l  Paso would be necessary should 
that proposed svstem be recommended.

(i. In  the design o f the all-pipeline systems, there w ill be a need to 
coordinate specific U .S . and Canadian stnndards to achieve computa­
b ility  in construction, inspection, maintenance, and operation, and 
thus assure dependability of service.

I>. Efficiency
W e concur, in general, w ith the F P C  view that natural gas could be 

delivered and successfully marketed in  the U .S . by any o f the. three 
proposals. H ow ever, there is a significant difference in the efficiency 
o f each system based upon the quantity of gas needed to operate thnt 
svstem. 'l'he need to convert the gns to L N G  and revaporize it gives a 
significant efficiency advantage to an all-pipeline system.

E . Potential Sereice Disruption
The F P C  concluded that it  is h igh ly probable that each o f the thrco 

systems can be ojierutcd w ith a re liab ility  acceptable to the gas con­
sumers o f the United States. There is some concern aliout the possi­
b ility  o f a m ajor A laska seismic event disrupting delivery through 
the E l  Paso system. W hile  this cannot be ruled out, we Iwlieve that 
the risk potential for such n disruption is very low. W ith  regard to 
pipelines, th e ir continuity of service is by fa r  the liest o f any inode 
o f transportation in the United States, and we believe tho Canadian 
experience is comparable.

/ ’’. Expansion of Synte/ns and Dexiyn F le x ib ility
G iven the A rctic  conditions nnd terra in , design flex ib ility  nnd capa­

b ility  o f expansion fo r the proposed systems can be provided best at 
the in itia l design stage o f the pi]>eline. T h is  may bo done by increas­
ing the diameter of the pipe to permit greater flow capacities and/or 
increasing the w all thickness or strength o f the steel to allow higher 
operating pressures. Cost o f increasing capacity by looping, (p lacing  
new pipe parallel to an existing one), a standard procedure in tho 
low er-is, would lx> v irtu a lly  prohibitive in the A rc tic .

Th e  A rc tic  Gas and Alcan are all-pipeline systems, and additional 
capacity may be provided at lower unit capital cost than fo r the in itia l 
capacity. However, fo r the E l  l'aso combination pipeline and L N G  
tanker system, cost for additional capacity wouid increase roughly in 
proportion to the original unit cost, A rc tic  G as and A lca n , u tiliz in g  
the large diameter pipe with cxcesscnpacity.cm ild expand by the ad d i­
tion o f compressor horsepower alone. However, E l  Faso’s additional 
capacity would require process plant additions and additional tankers 
for the marine leg.

123



G. Capability o f Transporting Other Gas Rcsemrts
In  addition to known Prudhoc B a y  gas reserves, each o f the system s 

could have future access to reserves developed in the Beaufort Sea. the 
National Petroleum Reserve in  A lask a , or from  the A rc tic  National 
W ild life  Range. O nly the A rc tic  Gas system would have the capabil­
ity  to transport gas from  the Mackenzie D elta or offshore in northern 
Canndn. Th e E l  Paso and A lcan  systems, w ith  short connecting lin es, 
could transport gas from  either the central A laskan basins, or from the 
G u lf  o f A la sk a . W h ile  the central basins are not considered to have 
a large gas reserve potential, ’ lie G u lf  of A la sk a  could contain con­
siderable gas reserves,

77. FPC Summaries o f Evidence and FPC Conclusions on Safety  
and Design

W e lrnvc no disagreement w ith  the way F P C  summarized evidence 
and positions o f interested parties as they were, presented in the F P C  
Recommendation to the President w ith  regard to safety, design, effi­
ciency, nnd fle x ib ility . Nor do we have significant differences or c r it i­
cisms w ith  the w ay the F P C  developed its conclusions.

I . Other Factors for Possible Presidential Consideration
W hile  we do not have additional details w ith  regard to their im pact, 

there is a possibility thnt reductions in existing  gas pi|>e)ine system 
load factors could place detrimental financinl effects on some existing 
gns pipeline systems as a result, of the new Alnskn natural gns trans- 
]>ortntion. T h is  would deserve study o f cost and economic elements in 
other issue reports to determine the possible effects upon safety and 
maintenance o f systems ubvady in plnco. A dditional attention also 
needs to lie given to effective monitoring o f a gns transportation sys­
tem as extensive as any o f the three proposals.

J . Terms and Conditions
There arc n number o f significant problems identified in the Term s 

nnd Conditions as presented in the F P C  Recommendation to the 
President which w ill require further definition nnd clarification. These 
include, fo r example. (1 ) ap p licab ility  of Term s nnd Conditions to 
that, portion o f the pipeline system in the lower is  States; (2 )  Federal 
Inspector's role in enforcing compliance with the Term s and C ond i­
tio n s; nnd (ff) conflicts of jurisd ictio n  liefween Federal agencies.

I I .  P i p h . i x k  a n d  M .u i i x k  S a f e t y

A . In , . ,a/ net ion
Th e design, construction, opera!ion. nnd maintenance o f any Alaska 

natural gas pipeline and L N G  term inal facilities must meet the 
Federal gas pipeline safety standards contained in tl* C F R  Part 102: 
the reporting requirements o f Part 101: and with respect to the L N G  
fa c ility , possibly P art I0:t. a new part for which an Advance Notice 
o f Proposed Rulem aking was recently issued by the Department of 
Trans|>ortation.

A ll  three applicants plant to utilize  advanced technology in the 
desig i. const met ion. nnd operation o f the gas transportation systems 
proposed, nnd doubts have lieen raised as 10  their ab ility  to com ply
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w ith  applicable Federal gas pipeline safety standards. In  potential 
noncompliance situations, the operator of the proposed system must 
change design plans, petition D O T  fo r rulem aking action to m odify 
the regulations, o r request a w aiver from  those regulations providing 
data to support such a w aiver and assure pipeline safety. W hile  we 
concur w ith  the F P C  Recommendation conclusion that ‘‘each of the 
systems can be constructed basically in  the manner proposed w ith the 
qualifications and conditions contained in  our report”  . . . “ nnd each 
o f the systems should operate re liab ly once service I logins'’ (page 4, 
paragraphs i and j ) ,  we have several concerns regarding system safety 
and design.



REPORT ON NATIONAL ECONOMIC BENEFITS

Tho F P C  “ Recommendation to the President”  compared the three 
alternative  systems against two c rite r ia :

Net national economic benelits— a measure o f the discounted 
ljcneliLs and costs o f the projects.

Cost of service— a measure o f the cost o f delivering natural gas 
to consumers (in clu d in g  an assumed wellhead price o f $1.00 per 
M C F ) .

A l l  systems had substantial net benelits (fro m  $5.8 b illio n  to $8.2 
b illio n ) and a cost o f service that was judged competitive w ith  a lte r­
nate fuels (a  high of $2.2(i per M C F ) .

A lcnn and A  retie Itad tho highest net benelits and a lower cost of 
service than E l  Paso.

T h is  T a s k  Force report examines the sensitivity o f the F P C  findings 
to different discount rates, cost overruns, and schedule delays and 
calculates new employment impacts.

Th e  new findings using the expected values for overruns and delays 
indicate thnt nil of the systems s till have positive net Itenelits ($3.3 
b illio n  to $4.8 b illio n ) although reduced from tho F P C  levels and have 
increased costs o f service (a  high of $2.50 per M C F )  w hich are s t ill  
competitive w ith alternative fuels.

A lcan  hns the highest benefits w ith  E l  Paso second. Tho ran k 
changes l>eonnso E l  Paso was judged to have a lower likelihood o f 
substantial overruns E l  Paso remains with the highest cost, o f service.

A  sen sitiv ity  analysis shows that net benefits w ill l»e rodueed to 
zero i f  either of the fo llow ing  occurs (assuming a discount rate o f 
10 percent, nnd constant real gns prices) :

a construction delay greater than four years; 
construction cost increases of more than 100 percent; and 
a reduction in throughput from 2.4 H C F I )  to less than 1.2

B C FD .
E l  Paso hns claimed large relative employment impacts fo r the E l  

Paso system (730.000 nerson years versus 235,000 person years fo r 
A lc a n ). T h is  report (inns thnt the relative differences botween systems 
are considerably sm aller (271.000 |>erson years for E l  Paso versus
210,000 person years for A lc a n ).
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TABLE A.-EFFE«:T OH NNEB OF EXPECTEO PROJECT COST OVERRUN AND SCHEDULE DELAY' 

|ln millions ol 1975 dolUrsI

Arctic El Pi so Alcan

13 10 6 13 10 6 13 10 6
percent percent parent percent percent percent percent percent percent

. .  7,297 11,056 20.557 7.076 10.551 19.167 7,856 11.649 21, O P

858 961 1,124 858 961 1.124 969 1,057 1,192
22 34 64 25 37 67 24 37 67

. .  4,762 5,503 6,733 3,780 4,361 5,318 4,113 4,701 5,666
13 15 19 28 34 43 23 28 36

. .  166 251 469 538 302 1,458 169 253 463
no 154 250 325 4.9 716 172 235 368

.  503 775 1,440 0 0 0 228 352 657
13 53 92 0 0 0 107 162 299

827 3,311 10,366 1,522 3,908 10,441 2,051 4. 825 12,265
. 4.125 7,298 15.379 3,056 5,800 12. 859 3,963 7,113 14,974

L t n :
Field gathering and conditi
Field O i l M .............................
Transportation facilities...
Working capital.......................
System 0 . i  M ...............
U.S. other ta rn .......................
Canadian income taxes__________
Canadian other ta ies_____________

NNEB.................................

1 Derived from computations detailed in the report of the cost overrun task force. 
:  Assume no growth in unit value of natuial gas.
> Working group base case as shown in table IV I .

TABLE B.—ESTIMATES OF DELIVEREO COST, NATIONAL AVERAGE 

|Per million Btu in 1975 dollars including an Illustrative puce of I I  at Ptudhoe Bay and for gas fuet|

20-yr simple Leveled
average' averager

A rctic  Gas ’
Applicant costs'____
Eapecled value case
Worst cate....................

Alcan •
Applicant costs'____
t apecled value case
Wont case....................

El Paao:*
Applicant costs1____
Eapecled value case 
Worst cate  . . .

1.72 1.87
2 09 2. 32
3.11 3.61

1.79 1.95
?. 09 2.33
2.96 3.39

2.09 2.26
2 26 2.50
2.78 3.14

• Aveiage calculated over 1st 20 yt of flow including years of partial flow eacapt lor ''applicant cost" case. Here 1st 
20 vr of full flow was used

> f  Iowa Prudhoe Bay. 2.4 B fl'/d; Mecklnrie Delta, I Rtt Vd.
• Taken from auhmitlals to the federal Powei Commission.
• flow Prudhoe Bay, 2.4 B II" r f , 
a Flow; Prudhoe Bay. 2 .J6  If tl>/d.

TA U IE C ,- T O T A L  IO B S  GIN EH ATED BY DIRECT AND INDIRECT EXPEN DITU RES

11 Peso Aksn Arctic

1977 78 
19/9

...........................................  1,850

...........................................  7,150
1,700

17,460
65,500
92,250
59,000

150

0
21,350 
31,250 
62,850 
67.200 
22,150 

5,950

I9HO
1941
198 2 ..................
1983

.............................................  100,950

.................................... 64,550

.............................................. 15,550
19*4 » ! . . . . 4,400

Total .............................................. 270,650 240,450 210,750



E x e c u t i v e  S u m m a r y

T h is  report combines two working group reports: one on supply o f, 
deninnd fo r und cost of A la sk a  gas.1 and a second on the relationship 
o f an A lask a  gas transportation system project to the President's pro­
posed National En erg y P la n  ( N E P ) .  Th e  lirs t  chapter presents a 
detailed supply-demand analysis o f an A lask a  gns project by itse lf, 
am. is an extension of a comment on the findings of the Federal Pow er 
Commission ( F P C ) .*  C hapter I I  considers nn A laska  gas project in 
the context of the N E P . Th e th ird  chapter discusses alternative uses 
of the A laska gas resource in the event that none o f the proposed trans­
portation systems is  determined tobc in the nutioiml interest.

Th e  F P C  found thnt the Prudhoe Hay O il Pool contains 22.2 to 2:5.7 
tcf o f recoverable gas reserves (10 tef in-place), enough to support 
sales o f at least 2.0 befd.3 They also found some possibility of increased 
delivery from the North Slope, and recommended that any certificated 
transport at ion system I k * designed to init iu lly  c a rry  2.0 to 2.5 befd. and 
be capable o f expansion fo r an additional l.b-1.5 befd. Th ey also found 
that gas resources in Canada's Mackenzie Delta are on ly adequate to 
support deliverability  of 1.0 befd.

In  this report, the United States (icological Survey o f the D epart­
ment of the in terio r concurs with and elaborates on the F P C  Huttings 
on gas production potential for A laska ’s North Slope, but concludes 
that a lower figure, 0.(5-0.7 liefd, is more appropriate fo r Mackenzie 
I felt a deliverability. Because of the lack of field production experience, 
assessments of reservoir behavior involve some uncertainty. T h e  unit 
production plan submitted to the State of A laska by the Prudhoe Bay 
producers requests authorization for the sale o f a minimum 2.0 befd 
of gas to a pipeline, on the grounds that such sales can Im* made without 
a significant reduction in oil recovery over the life  of the Held. The 
producer's plan is based on the results o f the reservoir engineering 
Mudies which indicate that gns nrod tcf ion. accompanied )>y water 
injection, w ill actually increase oil re iverv slig h tly . T h e n  is a small 
risk thnt gas deliveries from the Prudhoe Bay oil pool would have to he 
reduced after production has liegmi, but thnt risk  is considered neg­
ligible. p articu larly  as other reserves are available to make up any 
possible shortfall from lla* main pool.

In a • oinpari.soit o f the effects o f (la* three proposed transportation 
systems on consumption, shortages ami prices, there is no overwhelm­
ing evidence thnt. any one o f the three proposed systems should Imi

1 TJ.rf.iitfli.m t IIiIk  ra n o rt , On* tarni "A laaka gnu" |» tnw*d to  ra fa r to rn t li rn l g nu  from  
O ip  nr.*n im rtli o f  A l e u ' .  Itrooka llanga. whan cua p rodm -ilon from  uouth «r tlx- Ilroaka  ItllllK n  Wjm llllrn i l . ' it  lo  ha til.•Illilad , It la »pa< lflra ||) l. le l lt • II.-.1

• “ KrroinnH inilH tlon to Ilia  I ' ra a ld a n t: A la .k ii N a tu ra l 0a«  'J'ranapoi t■■ I Ion Sva tm na" I'adara l P»War (.'oioin laalon. May 1. 11177 lia ra  a a fta r ra fa rra il lo  ua " I lia  K I'C  rai'oiiiinaiuln- t lm i."
“ b i ' f i l : h llt lon  au lila  faat |>ar ra la  Ild a r day.

(1*21.1
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either chosen or elim inated from  consideration. Th ere  are differences, 
but they are so small when compared to the uncertainties in  the speci­
fication o f gas distribution and transportation costs as to prevent the 
selection of a p a rticu lar system on th is basis.

A s  A lask a  pas w ill amount to approxim ately 5 percent of total 
natural pas consumption at. the time it  becomes available, the principal 
im pact o f A la sk a  pas on natural pas supply and demand w ill be a 
sm all increase in  natural pas consumption ai.d a re lative ly  larpe reduc­
tion in natu ral pas shortapes which are expected in the absence of any 
other action. B y  reducing the potential shortape, and thus the demand 
fo r substitute fuels, the delivery of A laska pas w ill cause oil im ports to 
be less than i f  no d elivery system were constructed.

T h e  delivered price o f A laska  pas could lie h igher than the F P U 's  
estimate of the m arket value price i f :  (1 ) the F P C  established a field 
price that was greater than about $1.50 in 1985 or about $2.00 in 1990 
(both in  1975 d o lla rs ) ; (2 ) project cost overruns wore such that n 
fixed field price plus the oscalnted transportation costs exceeded 
m arket va lu e ; o r (3 ) cost overruns were such that, under a form ula 
p ric in g  approach, the transportation cost plus the m inim um  field price 
exceeded m arket value. W ith  continued price regulation and rollod-in 
(average cost) pricing , delivered prices in excess o f market value 
would probably not change the basic conclusion th at when significant 
shortages exist, A laska ens would lie. accepted nnd would increase total 
consumption bv satisfy in g  the demand o f industrial customers.

U nder rollecl-in p ricin g , tho effect o f A laska pas on the average 
interstate c ity  pate ( wholesale) price can lie analyzed to determine the 
m arketability o f A lask a  pas. I f  we assume that larpe scale industrial 
fuel switching may take place only when the average price of gas 
reaches the price o f substitute fuels, such as d istillate  fuel o il. A laska 
pas (as a re lative ly  smnll portion o f total sup p ly) could roach ex­
trem ely high prices before encountering m arketing problems. A n  
analysis o f the weighted average c ity  gate price for the Nation and for 
F K A  Ilegion V  (0  Midwestern S tates), which receives a large portion 
o f the A laska gns, suggests that the A laska gns delivered price would 
have to be in excess o f $10/m cf liefore either the national o r regional 
avernge price reached p a rity  w ith distillate.

U nder an incremental p ricing  scheme, which would allocate higher 
priced gas to lower p rio rity  users (the industrial soetoid. the factor 
determ ining the maximum price of A laska gas w ill lie the nature of 
the industrial sector demand for gas. U nder this pricin g  scheme. 
A lask a  gas would most like ly  In- competing w ith other incremental 
pas, such as imported L N G . in order to serve higher p r io rity  industrial 
customers, rather than w ith  other fuels, such as d istillate . Th e  price 
of incremental L N G  in 1985 has been estimated at, $3.70/m ef nnd 
in 1990, $t.50/m cf. These figures probably represent the lower end 
of a range o f prices at which Alaska pas can lie marketed, w ith the 
upper iMHind determined by the rhnrncteristies o f the industrial sector 
demand.

T h e  F P U  reeommcndnt ion concludes that any decision as to the need 
fo r additional new facilities for delivering A laska pas to the Western 
States (a Western leg) he deferred fo r one to two years. T h is  deferral 
w ill not delay delivery o f gas to the Western States, since the lend
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time fo r construction of the entire pipeline is two to three years greater 
than that fo r  a W estern leg. Moreover, sufficient inform ation is  s t ill 
not availab le to make an informed, judgement as to the extent o f idle 
capacity that may occur in  the future on existin g  gas im portation sys­
tems as a result o f changes in the level o f gas exports from  Canada. 
T h is  task force linds no reason to d iffer w ith  the F P C  recommenda­
tion on the issue o f construction o f a W estern leg.

A  method of d istributing A la sk a  gas w ith in  the lower-48 States, 
known as displacement, hns been proposed. B y  th is method, natural 
gas from  existing  lower-48 deposits would bo rerouted using system 
w hich are, to a large extent, already in place, thus reducing noth tlxe 
time required to effect delivery nnd the funds required to build a 
transportation system. A va ilab le  pipeline capacities in  the lower-48 
appear to be sufficient to deliver A laska gas by displacement. A ctu a l 
physical capacity is not the problem, even i f  proposed M exican im ­
ports arc included in  estimates o f supply. The real issue in  displace­
ment is cost-sharing; as gas shipments change as a result of displace­
ment, the average cost of service to customers w ill change depending on 
the magnitude of the change in  shipments and other factors. The 
differential cost changes to customers o f different pipelines create a 
problem of cost distribution d irectly related to tho displacement 
scheme. A ll  three proposed A laska  gas systems depend on deliveries 
by displacement to some degree. T h is  report concludes that these prob­
lems are manageable; last w inter’s experience w ith  emergency gns 
deliveries by displacement confirmed that these problems can be re­
solved, although not without some difficulties. Special legislative au­
thorities, s im ila r to those granted under the ’ hnergoncy N atural (la s  
Act passed last w inter, might be. helpful to resolve cost-sharing prob­
lems during non-emergency circumstances.

The. M i l J' does not contain proposals which d irectly  relate to de­
live ry  o f A lask a  gus. It  does, however, propose several actions which 
could affect the need fo r th is gus o r tlie tim in g  o f its delivery by 
stim ulating additional domestic natural gas production and by reduc­
ing industrial and u tility  demand. T h e  proposed plan would stimulate 
additional production by allow ing higher well-hend prices for new 
production. Th e  plan would lower industrial and u t il ity  sector demand 
for natural gas by extending the current m andatory program fo r con­
version to alternative fuels, by imposing fuel use taxes on industrial 
and u t ility  consumers, and by offering rebates on these gas taxes as 
consumers install equipment, to consume coal.

We project that, in 1085, w ith tho implementation o f the N E P , 
there w ill lie a tem porary alleviation of the natural gas shortage. B y  
IINH), substantial shortages reappear. A laska gas, to the extent, thnt It 
is available in 1085, w ill trade off against am i thus reduce the level 
o f foreign imports. It  could, therefore, serve to reduce our dependence 
on potentially interruptil>le foreign sources, regardless o f its impnet 
on the gas supply ami demand balances. T h e  elim ination of a gas 
shortage is dependent on the achievement o f the N E P 's  objectives in 
the areas of coal conversion, demand reduction through conservation, 
and expansion o f energy supplies in the lower-48 States. A laska gas in 
the mid-l!)H()\s would serve a sa  hedge or cushion to insure that natural 
gas shortages do not occur even a fter N E P  implementation.
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There nre additional potential gns resources thnt have been con­
sidered ns possible hedges ngninst shortnges in  tho mid 1980’s. These 
include nccelerated O C S  leasing schedules, coal gasification, increased 
im ports from  M exico, unconventional sources such as Devonian shale, 
W estern tig h t sands, methane from conl seams nnd geopressured brines, 
nnd otlier technological advances in  resource recovery. Im plem entation 
o f a ll of the alternatives which nre price-competitive w ith  A laska  
gas, and an A laska gns project itse lf, are required to close the su p p ly  
gap projected fo r 11)9(1.

A fte r  1990. gas from  unconventional sources should become avnilnblc 
in substantial quantities on the assumption that depletion o f conven­
tional gas supplies w ill have forced prices up to levels where unconven­
tional sources can be competitive. Large-scale coal gasification is the 
source which is expected to lim it the price at which com jading sources 
can be sold. C urrent estimates place gas from at $4 to $5.50 j>er m cf 
wholesale (1975 d o lla rs ), including 30 cents to $1.00 j)er mcf to trans­
port. the gas to the c ity  gate.

I n  1990 nnd a fte r, the inaiket position of A lask a  gas seems assured. 
Due to declining deliverability  of lower-48 conventional gns reserves, 
an Alnskn gns jiroject would go from a jmsition of one of the more 
expensive sources o f gas in 1985 to one o f the less ex|)ensive sources in 
1990. The tim ing  and nature of this transition presents a jiossible option 
to the President of delaying for a few venrs implementation o f one o f 
the competing gas transportation projects. The President, in reaching 
his decision, should carefu lly  consider the lienefits versus the jiossible 
consequences of delay.

In  the event that irnjilementation of one of the eomjieting gas trans­
portation system jirojiosals is determined not to Im* in the national 
interest, there nre alternative uses fo r the A laska gas resource. A l ­
though conversion to methanol results in a substantial loss of the 
energy value of the gas. there is a large and growing market fo r that 
lm xliic t in the lower 48 states, jia rt icu la rly  in the industrial sector. 
Methanol delivered from the North Slojie is not currently competitive 
with alternative sources, hut it may well lie liefore the end of this 
centurv.

Another jnissihle use is conversion to nnnnoni. nnd urea jiroducts. 
North Slope juoduction costs are n atu ra lly  quite high. However, the 
growth in ammonia and urea jtrodiietion itse lf could ahsorh a ll North 
Since annual gas production at around tho year *2000.

O ther gas trnnsjinrtntion alternatives considered include icebrenk- 
itur L N G  tankers. There Inis been recent Canadian interest in using 
s'-ch tankers in bringing out gas from the A rctic  Islands. The cost of 
lum efnclion on the North Slope would l»e higher than in South 
A laska , hut it. is conceivable that gas might be delivered to the E ast 
Const, in th is  mnnner at a cost comparable to that, for E a st Const 
delivery tinder any o f the 3 proposed trnnsjm rtation system jirojects 
considered here.



REPORT ON SOCIOECONOMIC IMPACTS

P r e f a c e

T h is  report is one of several w ritten b y agencies of the Federal 
Government on various issues pertinent to the President’s decision on 
the alternative A la sk a  natural gas systems. Section 6 (a )  o f the A laska  
N atural Gas Transportation A ct o f 1976 specifics that the Federal 
agencies must submit by J u ly  1, 1977 any inform ation useful to the 
President supplementing that contained in the Federal Pow er ('om ­
mission Recommendation o f M ay 2. 1977.

T h is  report contains comments on the socioeconomic im pact ana’ yses 
submitted to the Feden 1 Pow er ( ’ommission during its proceedings, 
and on the C onnniss'm  Recommendation itse lf. T h e  purpose o f the 
analyses in the report, is to present nnd discuss some im portant factors 
which appear to be significant enough fo r consideration in the P re s i­
dent’s overall decision. G iven th is specific purpose nnd the massive 
amount of evidence which has accumulated in the past three years, this 
report is not intended to !k> a comprehensive review or an analysis 
independent o f previous work. Detailed questions must be referred 
to documents such as the Socioeconomic B r ie fs  filed with the F P (  ’. the 
In terio r Department F in a l Enviro nm en tal Im pact Statement, the 
Berger In q u iry  Report, Judge L i t t ’s Decision, or the Commission 
Recommendation.

T h is  report was prepared by E rn e st 8 . 'l ing. Office of Constal Zone 
Management, National Oceanic and Atmospheric A dm inistration at. 
the request o ' D r . E d w a rd  M ille r, A ctin g  Deputy A ssistant .Secretary 
fo r En erg y and Strategic Resource P o licy .

T u b  ( ’ o m m i s s i o n  R e c o m m e n d a t io n ,  M a y  2, 1977

The Federal Power Commission’s overall conclusion was that the 
socioeconomic im pacts of the pipeline proposals “ offer little  guidance 
for (lie final choice among the competing applicants.” 1

In  the Commission’s view the socioeconomic Ijenefits from any o f (lie 
three proposals are “ overwhelm ing”  and are largely independent of 
the exact route. Th e  p rim niy lienefits which were identified by Judge 
Ditt and quoted by the Commission are the large sums received by the 
State o f A laska in the form o f ro ya lty  gas payments and severance 
taxes. A I so among the benefits cited were revenues from  property taxes, 
ami personal and corporate income taxes. T h e  Commission notes thnt 
these benefits w ill lie accompanied by increased public expenditures, 
but claim s that such expenditures w ill stim ulate economic activ ity  ami 
improve the “ general economic well-lteing o f A lask a .” * Nevertheless, 
tho Commission w arns that “ substantial social ami economic, disloen-

1 r « U r» l l’nwrr Cnniinl««loii. ''K rrnn ih irnd iU lon  t» lh* Pn*«Mcnt,” Mny 1, 1077, p. VI-27.
* " Itp rom m riK liit lon  lo  t lio  p. 1 -3 1 .
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tions”  should be expected in  the State of A lask a  during the construc­
tion phase.3

Th o  Commission concentrates its  concc rn in A la sk a , noting that the 
p rim ary socioeconomic im pacts “ which are definable,”  especially fo r 
the U nited  States, are in  that re lative ly  undeveloped state. F o r  the 
lower 48 states and Canada increases in  public revenues are cited as 
the p rin c ip a l im pacts; other elicets are considered m inor except fo r 
tho influence on the traditional lifestyle  of native communities in  the 
Y uko n and Northwest T e rrito rie s.

I n  considering the preferred route among the threo systems, the 
Commission detailed several concerns in  A la s k a : population grow th, 
employment and uT mploymont, cost o f public services and facilitie s , 
olFects on income .m d spending, dema. .1 fo r housing, public safety 
and recreation, and intrnstatc use o f ro yalty  gas. The report sum m ary 
asserts that the E l  Paso system would create the largest impacts w ith  
“ more jobs, more personal income, more property subject to ta x , and 
more indirect economic activity . . .  but would also require more social 
services and would probably lie nsso dated with the highest unemploy­
ment.” 4 Im pacts associated with the A rc tic  system would be “ mud 
sm aller”  and the Commission stat-s that AJcan impacts would fa ll 
somewhere in  between. T h e  F P C  decision also notes the possibility 
that lower transportation costs associated w ith  A rc tic  may produce 
greater ro yalty  income to A la sk a , but in its final assessment the Com­
mission finds "no compelling reason to choose one system over tho 
others on the basis o f soeioeconom.c impacts.

IfiSUKB DiPCUSSBD
Issues w hich have been identified by the Commission nnd interested 

parties include:
1. W h a t w ill bo the increase in population associated w ith  each 

proposal ? W hat w ill be tho ava ila b ility  of housing in the affected 
communities fo r the additional population?

2. W h at nro the public fiscal impacts of the various proposals,
i.e ., what are the effects on State and local revenues, and expendi­
tures fo r public services nnd in frastructure? W ill  there be a strain 
on available public scrvice-t and facilities?

3. H ow  much additional employment w ill be provided by each 
proposal? W h at w ill bo the effect on unemployment? W ho w ill 
obtain any additional jo b s: native residents, non-native A laskans, 
or inm igrnting job-seekers? W h at nre the “ long-term”  employ­
ment. possibilities associated w ith  cnch proposal, as opposed to 
tem porary construction employment?

4. W h  t  w ill be tho effect of each proposal nn personal and 
corporate income, on the price of goods and services?

li. W h a t w ill be the effects o f each proposal on native com­
m unity life-styles? W hat social problems m ight lx> expected to 
arise w ith  the rapid growth or change o f the ru ra l villages?

(1. Is  the intrnstatc use o f roynlty gas in A laska a factor in  the 
consideration o f the various proposals? I f  it  is, how does this 
factor affect tho evaluation o f each proposal?

• IM r i .*lblri., | I .  I V  1!7



7. In  terms o f the distribution o f benefits and costs among 
regions o f the United States, and p a rticu larly  between A la sk a  
and the lower 48 States, where does the public interest lie? Is  
it  in the public interest to subsidize the economic development 
o f A lask a  at the cost to lower 4S States of a higher delivered-gas 
price ?

S u m m a r i e s  o f  P o s i t i o n s  a n d  E v i d e n c e  o f  I n t e r e s t e d  P a r t i e s

APPLICANTS

1. Alaskan Arctic Gas Pipeline Company
In  its extensive b rie f, A rc tic  m aintains that its pioposul is the most 

bcm dcial to the State of A laska  since it w ill provide large benefits 
ami cause the least socioeconomic cost.0 T h is  assessment is bnsed on 
tho assertion thnt the m ajor socioeconomic benefits from any pipe­
line. project w ill  be from severence taxes and royalties, and that such 
liencnts are roughly equal fo r all three projects/

A rc tic  fu rth e r states that since its system has only a re lative ly short 
section in A la sk a , and that section is in the much less accessible north­
ern portion o f the State. the impacts of the A rctic  (Jus System  on 
public facilitie s  nnd services w ill be much less than the impacts o f 
the E l  Pnso and A lcan systems. Th e  magnitude o f the population 
effects is sm aller, few er communities in the State o f A laska are a f ­
fected, and prospective inuiigration by out-of-state job seekers is  
discouraged by the inaccessibility an-1 seasonal construction schedule 
o f the North Slope.

A rctic  responds to the contention that the other two proposals pro­
vide greater benefits to the Alaskan economy because of th e ir greater 
lengths in A la sk a  bv characterizing the severance tax and royalty 
revenues as prim ary in magnitude and as long-term benefits as op­
posed to short-term construction employment/

Excerp ts from the A rctic  socioeconomic b rief illustrate the con­
tentions. “ Compared to severance taxes and royalties, all other bene­
lits to tbo state w ill lit* transitory and miniscule, ( 'i ') lie  importance 
o f gas-related employment is . . . negligible . . O ther revenues,
i.e., property tax ami corporate income tax revenues, are sni* to be 
sm a ll; |>crsoiial income tax revenues important only for the re lative ly  
short p erio d  o f const ruction.

Th e A rc tic  ( ia s  System  is the only proposal which would not pro­
vide the possibility o f delivering royalty gas for use in Southern 
Maska. A rc tic  discounts any benefits claimed l»y the State o f A laska 
from industrial dev.lopmcnt induced by I' e intrastate avn ilab ilitv  o f 
North Slope natural gas, alleging that tin- State has not been able to 
present any solid evidence either on the basis of past experience in 
C ook  In let or firm  expressions o f industry interest I but such indus­
tria l uses w ill occur. In  addition. A rctic  notes that possibility of nn 
exchange agreement, in which Cook Inlet gas could be provided in  
So' .nern A laska in return for North Slope royalty gas.
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* B r ie f i>f A rc tic  (Inn P ro je c t on Socioeconomic lum en , p. 2, .  .  .
‘ A rctic po ln ta ou t tlin t I f  t lie  win trm iKpnrtn tlou  cunt* nre Invent W illi (tin A rctic nyntcin. on pro jec t ini, nm l I f  trolU ionil p rlicn  nre i Iit c ih iIi i IimI ncvcrauco Inn und ro y a lty  Income to Alnnkn nmy iictunPv tic In r s o i  w ith the A rctic nynlein.’ It r . Dnv lil Krcnipi, T r , 3 3 . feu .13,710," I t r le f  o f A rc tic  (Inn P ro jec t on Socioeconom ic Inmicn, pp, 12 13.
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A rc tic  cites estimates that in the case o f the A lyeska construction 
as m any as 56,000 in-m igrants m ay have entered A laska  in  1975 alone, 
and dint 05 percent o f the adult in-m igrants had specific job w aiting  
fo r them. These unemployed increased the public w elfare burden in 
A la sk a , and tho entire growth in  population caused a great increase 
in  lemand fo r public facilities nnd services. A rc tic  states that the 
larjre increase in demands fo r goods resulted in shortages and rapid 
price rises, and alleges that s im ila r occurrences could be expected w ith  
the large impacts on the Stnte of either the E l  Pnso or A lcan  route.

T h e  follow ing projections of peak construction— induced popula­
tion increases in A la sk a  are mentioned by A rc t ic :"
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El P in  A k in Arctic

F P C .................................................................................................... .........................................  24, IOO ................................ 3,000
4,600

16,618
......................................... 33,300 33,400
.........................................  6.470 .................................

f  1 P»so A U ski Co ............................................................... .........................................  3,900 .................................. ..
2,600

T h e  large size of tho E l  Paso nnd A lcan impacts is emphasized. In  
addition, A rc tic  cites an estimnte th at 40 percent o f the A lyeska con­
struction workers sent their paychecks out of state, a statistic which 
would indicate thnt much o f the increase in per capita income during 
the construction phase does not remain in the State.

A rc tic  criticizes tho impact of E l  Paso on small A laskan communi­
ties by citing the E l  Paso projection o f the pipeline— impacted popula­
tion o f the v ordova-M cCarthy census d iv is io n :‘°
1W7 ....................................................................—................................................................................2. 400
1070 __________________________________________________ - ......... t). toolsesi ....... - .................... ................................................................ 4 mo

Once again A rctic  emphasizes the strain on nnd costs o f increased 
hut transito ry demand fo r public services and infrastructure.

A rc tic  claim s that its extensive planning with the citizens of K a k -  
tovik . the principal village iirpanted by the A rctic  System , w ill “ m a xi­
mize benelits and avoid dislocation." Alcan is critizcd  for not having 
yet noted on plans to ca rry  out s im ila r activities.

F in a lly , in Canada A rc tic  plans to locate h irin g  halls in larger 
sourtherii metropolitan areas, thereby discouraging migration of un­
employed workers to tho more fragile and rural Yukon and Northwest 
Territo rie s.

2. Kl Paso Alaska Company
A fte r  reviewing the methodology behind tho projections made by 

various parties Itofore the Com m isr’on, E l  Paso goes on to state that 
its  projections and those of the F P c  and tho State o f A laska  all agree 
that the socio-economic impacts from the E l  Paso proposal would 1st 
greater than tho impacts from A 'can  or A rctic . T h e  key to E l  Paso’s 
argum ent is its  assertion that tb j greater impacts reflect greater bene* 
fits to the State of A la sk a .

•  A rc tic  l l r lc f ,  pp. 2 4 -2 0 .'• A rctic  U r ie l, Jt. 45.
• • IMil.
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A fte r  illu stra tin g  how its proposal would provide the greatest im - 
pnct in terms of population nnd absolute employment, E l  Paso also 
asserts that it  would provide the greatest im pact on aggregate per­
sonal income nnd in-state spending, c itin g  the F P C  F E I S  projections.13

In  regard to per capita personal income, the projections o f the F P C  
in  its  F E I S  show a drop after the lirst several years o f construction 
and operation of the project.”  E l  Paso’s consultant on socioeconomic 
impacts alleges that this downturn can lie explained as a lowering o f 
the average as later growth in the economy increases employment in 
the trades nnd services industries, which are lower-paving.

E l  Paso asserts that the “ revenues accruing to tlic State and local 
governments as a insult, o f tho project w ill exceed increased public 
service costs throughout the life  of the. project,” 14 nnd tlint the im ­
provement in financial capacity w ill allow those governments to pro­
vide exnndcd services.

E l  Paso also cites lienefits from  the ava ila b ility  of gns to potential 
consumers along the Tran s-A laska  route, and claims that the natural 
gas pipeline construction w ill provide employment fo r some of the 
A lyeska workers, thereby easing the severe unemployment follow ing 
completion o f the oil pipeline.

Th e  endorsement o f both the State o f A laska and the C ity  of C or­
dova. is claimed by the E l  Paso applicants. Th e  State has expressed 
public support ba.-ed on arguments (piite sim ilar to those used by E l  
Paso. Among the lienotits eitod by the Alaska Commissioner of j{ev- 
euue is bis estimate o f an additional $12(J m illion in direct revenues to 
tlii' Stale  from the E l  Paso system as eon i pa red with the A retie system.

E l  Paso cites statements bv the C ity  o f Cordova, tlm C ity  Manager 
ami the president of the local Chamber o f Commenro expressing sup­
port for the economic stim ulus effects of the E l  Paso system. Th e 
statement by the C ity  of Cordova indicates tecognition of “ significant 
and far-reaching effects on the economic, meiill and environmental 
well-lieing of the Cordova Com m unity,”  bm also expresses the belief 
I lint “ the great m ajo rity”  o f these c Heels arc “ hejielieial.”  14 

T h e  Cordova statement asserts that most i !<m eu tso f the community 
look forw ard to increased business from const met ion workers ami “ the 
stabilizing influence on the Cordova economy which the .‘100 permanent 
h ighly-skilled  jobs at the L N G  w ill provide, as well as the potential 
tax base which its siting  on G ravina Peninsula w ill nfiord." The city 
also oilers the follow ingevaluaf io n ." E I Paso's Tran s-A laska  Gas P ro j­
ect is precisely the type of controlled development needed by the C o r­
dova com m unity, the State of A laska ami the entire United States.”  "* 

A n  attorney for Chngnch Natives, Inc. ami the K yu k Corporation 
claim s support for the Iravina Point terminus for its contribution to 
d ive rs ify in g  the Cordova economy.,T

E l  Paso's final point is that since impacts w ill he concentrated in 
A laska ami p articu larly  at Cordova, the views of the. respective gov­
ernments nnd citizens should be “ determinative of tho iptestiou of 
benefit.”  ’*

*• K l I ' hhii l l r l i 'f .  pit. II I I I  
»■ IMS'. I T I S .  |I I I ’ 1211.
>• K1 I ’ i i - i i  I nit lii I U rli'f . p.•* HI I ' ii mi I ii 11 In 1 I t r l r f ,  pp. 17 IS .•• /M .l, p. IS  o  I h l i l . pp. 111-20.



I n  its  reply b rie f E l  P .. o criticizes A rc tic ’s suggestion that its low-' r 
cost o f transportation may provide higher revenues to the State >f 
A la sk a , noting that such an outcome is possible only i f  Congress were 
to de-regulate the wellhead price o f A laskan gas fo r intrastate sale.

E l  Paso also responds by disagreeing with A rctic  on the importance 
o f benefits other than royalty payments and severance taxes. Pop ula­
tion, employment nnd income effects arc emphasized as substantial 
benefits to the State of A laska.

2. A I con Pipeline Company 
A lca n  descrilies the general economic impact o f th e ir proposed system 

as increasing the growth rate o f the State of A laska and directing that 
growth toward regions affected by the pipeline route. As concluded by 
other parties in s im ila r shipm ents before the Commission. A lcan  says 
its system “ would have a significantly greater economic impact on 
A laska than the A rc tic  (ia s  proposal, but a somewhat lessor impact 
than t lie E l  Paso proposal.”  *•

T h e  follow ing impacts are outlined in A lcan's socioeconomic b r ie f : :0
(a) Addition to Gross State Product ( G S P )  peaks during the 

construction phase in 11180 at $210 in Dion. G S P  impact is con­
centrated in the Fairb an ks and In terio r regions during const ruc­
tion (w h ich  is completed in lOS.’l)  and Inter increments shift to the 
Anchorage region. T h is  regional distribution of impacts over time 
bolds true for a ll o f the economic impacts discussed in the b rie f.

(1>) Additional employment [Kinks in 1080 at ‘20,278 and drops 
sign ifican tly  immediately after completion of construction, ris in g  
gradually  thereafter. Anchorage region employment is more stable 
than the In te rio r and Fa irb an ks tegion employment which de­
pends heavily on the const met ion sector.

Heal wages and salaries follow patterns s im ila r to that of 
employment.

(r) Population impact also peaks in 1080, at 28,(502. with re­
gional distribution sim ilar to that of employment impacts.

(if) Personal income peaks in 108O and 10S.‘|. A fte r 108:1 the 
effect o f the project is to lower real per capita income. The exp la­
nation for 111is effect is the same as for E l  Paso: later increments 
o f employment arc in lower-paving support services us compared 
with high-paving const ratcion jobs.

(e) Impact on state revenues in 1084 and lOOOr' ranging from 
$1815 m illion to $.148 m illion in 1084. dropping a fte r construction 
nnd increasing thereafter to a range of S lv j  m illion to $.'187 m il­
lion in 1000. Local revenues behave s im ila rly , peaking in 1081, 
1081, nnd 1000.

State revenues are largely composed of “ petroleum sector taxes mid 
charge**’ during construction and “ direct t a x e s  and loya lties”  during 
operations, w hile increased local revenues are largely from property 
taxes nnd sales taxes.'-'1

'* A lrnn  I il l I In I llr l< .f, |i I
* • /M i/., |i|>. a  H i. i / i i i in O in i lv c  r r a n l la  i iro  fr.<m nn nppllcn11>.n n f ill*- M A P  i in « lr l  l»  ilio  

I l l l v r r a l t y  ../ A ln a k il IMICOII I I I  I A lr n n  a y a lm i, c .m - t n i . I ln u  n a a m il.'il In  brain  III IH 7 S , 
n |in rttt!n ti In  1 OH I

“> 10110 la III*. Inal y n ir  nf I In* model Ml lililln  I Ion."  A lrnn lu l l  Ini l l r l r f .  |i, !i
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A lca n  asserts that, “ In  the case o f both state and local governments, 
expenditure im pacts w ill  tend to follow the same pattern us revenue 
im pacts.”  **

Regarding negative impacts of their proposal, A lcan  states that, “ the 
positive benefits to the local communities and people, as well as to the 
state as a whole, w ill fa r  exceed any negative social impacts that, may 
occur.” 84 Th e <.! din is made that the A lcan Project w ill  ease the post- 
A lyesku transition, and that most o f the communities to be nlfected by 
A lcan  have already made some adjustments to accommodate larger- 
seale development through th e ir A lyeska experience.

It  is apparent from  A lcan ’s b rie f, however, th a t there are a few 
native communities along the A lask a  H ig h w ay portion o f the route 
w hich certa in ly  w ill he significant ly affected, w ith  a “ lessening o f cul- 
jiirn l traditions”  nnd the emigration o f youth in search o f high wages 
in pipeline employment. Th e  most significantly-im pacted communi­
ties are expected to lie Hot Lake . Tanacross, T e t lin  and N orthw ay.8''

benefits predicted bv A lcan  fo r native communities include addi­
tional employment, job tra in ing  and the “ aw arding of construction- 
related contracts to native claim s act corporations and other native- 
owned firm s.”  •"

F in a lly , in Canada A lcan says benefits w ill be o f s im ila r nature as 
those in A laska , and socioeeonomic rosts nre m inor, in pnrt ’ vuiwe of 
the use o f the established A laska H igh w ay corridor. Reg* ding native 
claim s. A lcan expresses optimism fo r settlement in tb Yukon w liiie  
expressing severe doubts nlmnt A rc tic ’s ab ility  to surmount, native 
claim s disputes in the Mackenzie* V a lley .*8

In its Reply R r ic f  Alcan attacks the arguments of A rc tic , nsscrting 
that ( I )  the benefits other than severance taxes or royalties, such ns 
employment, personal income, other government revenues nnd develop­
ment of the economy, nre undervalued by A rc tic , and (2 ) the transpor­
tation cost o f the Alcan system is fotnrr than A rctic  nnd consequently, 
i f  there is any difference, royalties would la* higher w ith the Alcan 
system.

STATK OK .M„\NKA

A ln ska  expresses its strong desire and need to develop a stable, 
diverse economy and “ social environment.”  in contrast, w ith  the bnnm- 
bnst cycles o f prrvious extractive industries. The State suggests that, 
the Commission should use ns a criterion fo r judging tho natural gas 
systems the “ lasting contribution to A laska’s h ea liliy  growth each 
would make." 8* The Alnsknn Statehood Act is even cited ns containing 
Congressional intent to promote the independence and growth o f the 
State economy.

Th e Stnto also emphasizes repeatedly tin* necessity of h aving  royalty 
gns fo r use w ith in A laska to promote industrial development

O verall the State o f Alaska favors a trans-A laska ronto. and in 
p a rticu lar the E l  1’aso proposal, believing thnt the greater economic 
impacts w ill expand the econoniv to n moro viable size and provide 
much greater revenues for expenditure on public facilities and services.

•  Dtfaf.
•*nu«*., a it .■  ib it i . pp 14- in .
■ P. IB.

is
■ S ta i r  n f A laaka In i t ia l J lr l r f ,  p. .1.
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O t h e r  M a j o r  R e l e v a n t  R e p o r t s

IN T E R IO R  D E P A R T M E N T  P E IS  (M A R C H  1 0 7 0 )

I n  A lask a  the In te rio r F in a l Environm ental Im pact Statem ent pre­
d icts beneficial effects on unemployment, but that assessment was based 
on the assumption that preparatory construction w ork would begin in  
197G.

T h e  F E I S  also indicates the likelihood of “ m ajor and significant 
adverse im pacts”  from  the A rc tic  system 011 the w ild life  on w hich the 
native  subsistence lifestyle  is based. A s  a result the loss o f traditional 
cu lture  is accelerated.29

I n  Canada tho economic im pact of A rc tic  would be larg e ly  lim ited 
to a few communities ( In u v ik , Norman W ells and F o r t  S im p so n), 
according to tho F E I S .  Em ploym ent o f local labor would be over
2,000 at, peak construction but perhaps only 200 in  operation.30

W ith  regard to the native claim s issue, tho In te rio r F E I S  s ta te s :, l

One of the constraints In the Canadian Government, guidelines for northern 
pipelines (Department of Indian Affairs and Northern Development, 1072) is 
th a t; "Any certificate issued will he strictly conditioned ir  respee. of . . . the 
protection of the rights of nor hern residents, . . . "  Furthermore, the stated 
government policy is thnt nny decisions made concerning northern pipelines will 
lie without prejudice to Indian land clnims nnd treaty rights.

The extent to which land claim settlements nnd other legal prerogatives of 
local residents may determine the granting of the proposed pipeline construction 
Iienuit Is not clear. The attitude of t h ' local residents, ns interpreted from 
limited nnd subjective surveys, seems to range from full neeeptnncc to complete 
rejection of the promised pipeline project. Berger Inquiry—Canada (May 1), 1977 
Iteport).

O n M ay 9. 1977 the Report of Ju stice  Thom ns R . Rorger on tho 
Mackenzie V a lle y  P ip eline In q u iry  was released to tho public. Th e  
report, is an advisory document fo r the M in ister of In dian  and North­
ern A ffa irs  on the social, economic and environm ental impacts of a 
natu ral gas pipeline through the northern Y u k o n  and M ackenzie 
V a lle y .

T h e  m ajor recommendations of the report are that (1 ) no pipeline 
should lm constructed through the northern Y uko n because o f environ­
mental impacts, and (2 ) any Mackenzie V a lle y  pipeline should be 
p o s t  ponod for at. least ten years to allow fo r sett lenient o f native claim s, 
in  addition, Judge lle rg e r expresses his opinion that the evidence be­
fore the In q u iry  indicates that tho A lcan  route may be satisfactory 
f r o m  an environmental viewpoint.

T h e  report discusses the testimony o f one thousand witnesses nt. 
th irty-five  community hearings in the Yuko n and Northwest T e rri-  
lorie-. Judge Merger explains the. heavy dependence o f native culture 
on the subsistence lifestyle , 011 unrestricted use o f land fo r hunting, 
fishing nnd trapping, on sharing and strong com m unity identity.

Quoting from tho re p o rt :"

»  I m u  m s  r A limkn V o lum e ). p. 2U3.
'* jw i l  ld i lS  (Cntindn Volume), p. 473.«> /M i/., p, 4811
"  lle rg e r  In ip i lr )  R epo rt, pp. x x lv - i x r .
A n o th e r recent repo rt o f In te reat !• the atudy o f effect* on Ih e  nnttnnn l eoonnmv. "E m . p liivn iK iil Im pact o f (lie  .M lc riiiit lv e  I'roiMnnU fo r  the A l*»ka N a tu ra l ( I iih P ip e lin e " by the I'ed e ra ! Ene rgy  A du iln ln tn it lon .
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The native i>eople insist that the settlement of native claims should be a 
beginning rather than an end of the recognition of native rights and native 
aspirations. In my opinion, a period of ten years will be required in the Muc- 
Kenzie Valley and 'Western Arctic to settle native claims and to establish the 
new institutions and new programs that a settlement will entail. So  pipeline 
should be built until these things have been achieved.

I t  would therefore be dishonest to try to imix>se an immediate settlement thnt 
we know now—and thnt the native people will know before the Ink if ',-v—will 
not achieve their goals. They will soon realize—just as the nntive p . <ple on the 
prairies realized u century ugo—thnt the actual course of events on the ground 
will deny the promises that appear on paper. The advance of the industrial 
system would determine the course of events, no matter whnt Parliament, the 
'(•tins, this I aquiry or anyone else may sny.

Joy^EPTU A L AND SUBSTANTIVE DEFICIENCIES I n  P ltlO It ANALYSES

There nre several general concepts or m ajor issues which have not 
been adequately addressed in  most, p rio r analyses and arguments 
p.tjsented before the Commission. These include:

1. Cross “Benefits” from Employment versus Net Socioeconomic 
Impacts.— In  the brief? of the S  lie  of A la sk a  nnd E l  Paso especially, 
the socioeconomic im pact assessments fa il to account fo r or give s f- 
ficient weight to the costs of an expanded population in terms of cost 
o f public services, and capital and operating costs o f public facilities . 
In  addition, the question of whether A lnskan or im m igrants fill new 
pipeline-related jobs is crucial to the accurate measure of net benefits 
from  increased employment.

2. Ayyrcyate System Impart versus Maximum Local Im p a c ts .—  
Em phusis in  some of the briefs lends to lie on a comparison of tho 
total im pacts o f each o f the three systems. It, is im portant to give duo 
weight to exam ining the impacts on individual communities, particu­
la r ly  native villages. In  addition, the distribution problem created 
when the taxable property <>f a project is located in one '’om m unity, 
but the public services and facilities are needed in nnollu i needs to Iks 
examined more thoroughly fo r each of the proposed routes.

.'1. One problem concerns the tendency to view the degree of change 
( in  population, for example) as the sole relevant measure o f socio­
economic impnet on a comm unity. Consideration of the rate of change 
m ight be nn important factor in assessing the severity of the impacts 
from  each of the proposals, but little  attention is given to this possi­
b ility . T h is  point is p a rticu larly  relevant to the native communities. 
Tt is often said thnt the native economy w ill undergo a transform ation 
from a subsistence basis to a wage basis regardless o f whether a pipe­
line is constructed. I t  is nevertheless important to assess tne rate o f 
change as a determinant, of the magnitude o f impacts.

4. Social and Cultural Problems. Native Claims.— 'The briefs filed 
before the F P C  generally focused on the narrower im plications of tho 
pipeline systems for state nnd lornl economies.' 'lie effects o f nny pipe­
lin e system on social and cu ltm al concern such as alcoholism, and the 
tendem toward cultural breakdown in impacted nntive villngcs hns 
not. been 'iseussed in enough detail. Th e  entire issue of the desires o f 
native communities nnd nntive claim s has been given a cursory treat­
ment in Heveral socioeconomic impact discussions.
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A n a l y s i s

Th e fo llow ing discussions are intended to facilita te  the evaluation 
o f the A laska N atural G as Tran sp o rta l ion System s.

1. E a ch  of the three proposed systems w ill create a larpe amount ol 
additional employment dnring construction and a generally small 
amount follow ing completion o f construction. Since it is u n like ly  that 
construction on a natural pas system would start soon enough to cap­
ture a large portion o f the workers la id  off from  the A lye sk a  construc­
tion. a larpe const ruction w ork force would tend to continue the dis­
equilibrium  characteristic of the A lnskan economy.** Since it  hns a 
much sm aller construction workforce than the E l  Paso nnd Alcan sys­
tems. the A rc tic  Gns System would have less of the effect o f perpetu­
ating large unemployment than would the other two systems. E l  Paso 
has the largest long-term operation employment in A laska  w ith its 
L N G  term inal, but even that number is re lative ly  sm all (MO at the 
te rm in a l). M any of the unemployed from A lyeska  were o rig in a lly  im ­
m igrants who may lie encouraged to extend their stay in  A lask a  in 
hopes o f obtaining a construction job i f  either the E l  Paso or A lcan 
route is  certified. In  addition, more A lnskan residents and natives 
w ill be attracted into the hiph-wape construction m arket, leaving Im>- 
hirnl lower-income but more si :M e, longer-term livelihoods. U n ­
employment. fo llow ing the completion of either o f tho two longer 
routes is lik e ly  to lie very  h igh. Th e development o f enough new indus­
try  in southern A lask a  to absorb the unemployed is  h igh ly speculative 
at this time.

2. Tt. is generally considered in the best interests o f the State of 
Alnslcn to establish a stable economy, less dependent on the lnrge and 
transitory disruptions o f the extractive industries, p a rticu la rly  o il and 
gas dev"lopmenf. T h is  transform ation of the economy can be attained 
by reducing reliance on large construction projects, d ive rs ify in g  the 
commerei..! and industria l base nnd strengthening long-term employ­
ment. opportunities. T h e  State of A laska proposes to nceomnlish this 
transform ation w ith a Tran s-A laska  natural gns pipeline, thereby en­
couraging rnpid development o f in frastru ctu re  to support enlarged 
economic a ctiv ity  nnd m aking gns available fo r new industria l uses. 
T h is  strategy w ill work i f  businesses indeed are w illin g  to make m nior 
investment in southern A laska . I f  successful the State w ill have rapid 
development, hut in the interim  w ill incur m nior socioeconomic d islo­
cations. The E i  Paso proposals would probably provide the irrentest 
stim ulus to the Alnskan economy, w ith lesser effects attributable to A l­
can nnd flic  smallest impact bv the A rctic  system. Combined with the 
massive revenues from North Slo|io oil production, however, any o f the 
systems would provide A laska w ith  sufficient amounts o f funds to 
greatly expnnd services.

The question of whether the nvniln h ilitv  o f North Slope natural gas 
is  an important ingredient in the diversification o f the Alnskan econ­
omy is unsettled for at least two reasons. There is the possibility that 
exchange agreements could provide Southern A laska  with Conk Inlet 
natural gns in trade fo r the state’s royalty gas from the North Slope,

’• T h r  Anchor T im er o f May 2S. 1077 repo rt* n rl«c In fh» Mute unem ploym ent ru le  from 14.1 lo  I .»..*» p e rren l . lu r in g  A p ril, iitt r llm tc it liy Mini* l.uhn r In -pnrtm oni e .nnon ilM * to  A li'w ka  1 tty off*. A nother mImt«* eeonomUt 1* ouoto il n* ix |* « n n g  13 ,000  m hiltlo rtn l lu,\ offh (7 .5 %  o f lint to taI N titlr work fo r  re )  w ith tho i*o»n|ilrtioi» o f  rm ia truc tion .



elim inating  the need fo r a T ra n s-A la ska  pipeline to provide gas fo r ig- 
dusti&l uses w ith in the state. I t  is  not clear, however, whether there are 
enough natural gas reserves in  the Cook In le t  area to provide signifi­
cant amounts of gas to the state over the next couple o f decades.

Second, the potential fo r industria l development based oil the use of 
natural gas is uncertain. There is only a lim ited amount of experience 
from  the re lative ly modest petrochemical development around Look 
In le t  as a guide to indust ry  interest in A la sk a n  gns.

Sum m arizing , w ith  regard to the ro yalty  gas question E l  Paso and 
A lcan  m ay have an advantage, but the magnitude o f any such advan­
tage is  open to wide debate.

3. In  h is in itia l decision, F P C  A d m in istrative  L a w  Judge Aathum  
T.itt raised the issue of intor-regional d istribution of benefits. Specific­
a lly  Judge L i f t  addressed the question of whether it was appropriate 
fo r the Commission to consider the lienefifs o f induced economic de­
velopment for the State o f A laska in its  decision on certilication. L i t t  
oiiserved that since the transportation cost for gns delivered via the E l  
Paso route would be substantially h igher than that of alternative 
routes, a decision which gave positive weigh to the induced develop­
ment benefits im plied a policy o f suhsulizing A lnskan economic devel­
opment by forcing the lower 48 Stntos to pay a higher delivered price 
fo r North Slope gas. L it t  concluded on the basis o f legal precedent flint 
sin'll n consideration was nn inappropriate basis for a Commission de­
cision. Th e  President, however, has the option of including regional 
economic lienefits in his delilieration.

t. The net revenue licnefit of oneli o f the pronosnL o f the State o f 
Alaskn nnd local communities is  rarely  estimated in the evidence, par­
tic u la rly  thnt presented by the applicants or the stnte. Since A laska 
is largely undeveloped, even re la tive ly  sm all increases in population 
can put a severe stra in  on local public services nnd facilities. A popu­
lation inerense o f over 30.000 in the entire state due to the E l  Paso or 
A lean svstem im plies very substantial public expenditures despite the 
fart that much o f the route fo r those pipelines would be identical to 
thnt o f A lyeska. Based on induced populat ion and revenue protections, 
it nppenrs that the net revenues from the three systems over the con­
struction period m iaht be com parable; tnneh larger revenues associ­
ated with n trans-Alaska route such as E l  Pnso hcing offset to a suls 
sfantinl degree by much larg er public expenditures fo r (..pnm led fa­
cilities and services to support in-m igrants.

O f  course the longer systems would also provide larg er n e t  r e v e n u e s  
in later years of operation, a fte r in frastructure adjustments had lieen 
ma-le fo accommodate the oxpnndod population.**

T h e  preceding net. revenue analysis is based on puhlie revenues nnd 
expenditures for state, regional and loc.nl governments comlimd. In  
regard to impacts on local government fiscal conditions alone, the se­
lective nnd timely provision of flnnnciul assistance by the State of 
A laska , regionalcorporations or pipeline firms w ill lie critica l in avoid­
ing the imposition of severe hardships on ru ra l communities along 
any pipeline route.
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Communitips impacted by Alyeska may be able to absorb the im­
pacts of a natural gas pipeline without severe difficulty. Along the E l 
Paso and Alcan routes cities such as Fairbanks and Delta Junction 
would utilize their already enlarged capacity of public facilities and 
601x5008.

Other less developed communities, e.g., Kaktovik along the Arctic 
route. Dot Lake, Tanacross, Ttelin and Northway nlong the Alcan 
route, and Cordova along the E l Paos route, will face major challenges 
to accommodate the effects of nearby construction activity. Those com­
munities which experience a pipeline-induced increase in population 
may face the following two fiscal problems: (1) the need for increased 
public expenditures arises in- lediately, but any property tax revenues 
do not materialize until later years, and (2) a community that bears 
tho burden of public expenditures may not have taxing powers over 
the lands through which the pipeline passes. The most dramatic ex­
ample of these problems ’ould lie at Cordova if the El Paso system 
were constructed. Major population impacts (a four-fold increase in 
two years, according lo El Paso projections! and additional public 
expenditures associated with the LXG terminal construction would 
center on Cordova, but. property tax revenues would lx* based at 
Gravina Point. The state may wish to arrange fora transfer of revenues 
to resolve the jurisdictional problem and a loan arrangement to resolve 
the timing (“ front-end financing’’) problem.™

r*. Jn a number of socioeconomic analyses it is stated that the trans­
formation of small communities, particularly nntive villages, from 
a subsistence economy to a predominantly wage-based economy will 
likely occur even if a pipeline is not constructed. Construction of u 
pipeline will increase the rate at which this transformation takes 
place.

Such statements, made without further qualification, fail to note 
the likelihood that rapid development will encourage severe social 
problems sjn h as crime, family lisintcgrntion and alcoholism. E x­
perience with industrial development in Alaska and Northwestern 
Canada has shown that these tendencies are present to an especially 
alarming degree when native populations, strongly dependent on cul­
tural tics for personal identity and economic cu rv iv l, arc exposed to 
the radically uifferent “modern” lifestyle. Native lifestyles, dependent 
on land which is unrestricted by ownership rights, nre incompatible 
with the foot-loose und money-oriented lifestyles of pipeline construc­
tion workers.’®

Tho most, sensitivo native settlements which could l»c affected by a 
natural gas pipeline are probably those in the isolated northern Yukon 
nnd Mackenzie Delta along the Arctic route. Native communities 
nlongthe Alaskan Highway (which is followed by Alcan) have already 
been exposed to development forces, ami pipeline impacts would bo 
less traumatic. Nevertheless, (lie certification of any pipeline would ne*

“  K o r fp c lllt lp a  anpportln jr pnorirv n rt lvU lo a  w lili-li f r o  i-onaln l-iloppnilrn t thorp  la rn r -  
r(• fit ly  n Fede ra l iiaalainnrp p ro f mm IN in 'c lflrn lly  t lio  Cnaa ln l K n o rin  Itnpnet I ’m itrum  n iln iln latpreit liv flip  o n to , o f  Co till / o l io  MniiflgomiMit o f  the NnMniinl Ocoiinli* nnrt 
A tm ..aph rrlc  A ilm ln la trn tlon . U .S . I M il. o f Cnimnptrp ) fo  provliU* Innna nir.1 Iiond gunrnntppa to it 1,1 im nm un ltlpa w lfh  llm  f f o n f  oml fln n n rln g  p roh lrm** •‘ N o rftio rn  l^ ron tlo r. N o r lh p rn  llp m p ln n i l: Tho lle p o r t  o f  tho  M nrkontlp  \ mI Ip .v I ’ lp o lln o  In q u iry "  hy Jnattro  Thomna H om or ron tn ln a  nn l l ln n i ln n lln g  nm l ilr fn ilm l, I f  not p n tlro ly  
oMppIIvp itix irrlp fIon  o f Kw ln l, p n lln rn l, pponomlp, nm l p o llt lr n l prolilpi.ip runp rrn ln g  nn flvp  
cun iim in ltlra  In Cnnmln.
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celerate the weakening o f the native life sty le  and the spreading of so-- 
c ia l problems.

6. O f a ll the socioeconomic cons, rations, the most significant fac­
to r in a choice among the alternative pipeline proposals may be the 
Canadian native claim s issue. T h e  issue o f native claim s in the M ac­
kenzie V a lle y  and control over land uses in  the region is  h ig h ly  
charged, and settlement, viewed by m any to be a  prerequisite fo r any 
development, is not considered lik e ly  in  the near future.

Justice Berger, in  his “ Report of the Mackenzie V a lle y  P ip e lin e  
In q u iry ,”  expresses the firm  belief th a t :

. . . the nntive people must be allowed a choice about the!.- own future. If  
the piiiellne Is approved before a settlement of claims takes pineo, tbe future of 
the North—and the place of the native lieople of the North— , in effect, have 
been decided 'o r them.’7

Th e apparently poor chances o f e arly  settlement ibined w ith  the 
vehement insistence of native groups and the Berg er In q u iry  that 
any pipeline through the Mackenzie V a lle y  l»e delayed until the settle­
ment of native claim s, could pose a b a rrie r to e arly  construction of a 
Trans-Cunudiun pipeline, especially the A rc tic  system.

C on clusio n

Tho m ajor conclusions a rc :
Tho decision o f tho Government o f Canada, currently expected 

to ''0 announced before the deadline for the final U .S . decision, 
could rule out either the Arctic, o r A lcan route because of tho 
adverse effects on the cultural stab ility  o f native communities 
and the resulting social problems.

The E l  Paso system provides a some’vhat greater opportunity 
for intinstate use o f ro yalty  /a s  than does the A lcan  system 
because of the possibility o f consul industrial development w ith  
E l  Paso. Such additional development could provide beneficial 
employment and income effects.

In  general both the ecouoir'c development nnd dislocation im ­
pacts in A lask a  would bo greatest with the E l  Paso system, 
smallest w ith the A rc tic  system, and would fa ll in-between w ith  
the A I can system.

Although tho public revenue impacts o f the three alternative 
systems would he greatest, from  E l Paso, next largest, from  A lcan , 
and least from the A rc tic  proposal, tlio public expenditures re­
quired to serve the induced population growth also would In? in 
that order. A s  a result, vrt  revenue lienefits d uring  .lie  construc­
tion period in p a rticu la r m ay be much loss than some previous 
analyses have im plied.

The E l  Paso system would concentrate severe disruptive im ­
pacts on the C ity  o f Cordova, whereas the A lcan system would 
eroitle significant but. much s nailer impacts on several native 
villages along tho A laska  H ig h w ay.

Since there may ho instances (e .g ., Cordova) in which loenl 
government revenues of iiiq  neted ru ral communities may not 
cover public expenditures, the selective and tim ely provision o f

»> Heritor In q u iry  R opo rt, p, xx tv .



financial assistance by the State government, regional corpora­
tions o r pipeline firm s m ay be help fu l in  avoiding severe 
hardships.

In  sum m ary, the significance o f socioeconomic impacts for the over­
all route decision depends on the weight given to impacts disruptive of 
social and cu ltural structure ns opposed to economic development con­
siderations. I f  factors such as adverse effects on native communities 
and local lifestyles are given p rim ary importance, the A rctic  nnd E l  
Paso routes would tend to suffer in a comparison w ith  A lcan. I f  more 
importance is  placed on a route which w ill stim ulate the Alnskan 
economy, the E l  Paso route clearly has the advantage, followed bv 
A lcan.



r e p o r t  o f  t a s k  f o r c e  o n  in t e r n a t io n a l  r e l a t io n s

F P C  C o n c l u s i o n s  a n d  R e c o m m e n d a t io n s

Th e In itia l decision on the transportation of A laskan  natural gus, 
prepared by Adm inistrative L a w  Judge L it t ,  and issued by tho. F P C  
on February 1.11177. contains a chapter on Cnnadiun issues’. Th e  main 
points o f the chapter n re :

Ju st , reasonable and non-diseriminatory provincial treatment 
o f tran sit pipelines is provided for under the Canadian 
constitution.

The applicants agree that ratification of the United States- 
Canada T ra n s it  Pipeline Agreement w ill not end negotiations 
w ith Canada.

bona

It is un like ly that native claim s w ill significantly m odify the 
Canadian Government's energy decisions.

A rc tic  Gns and A lcan argued that a joint project through 
Canada is not dependent upon n United State.—Canada treaty. 
How ever, a treaty would regularize and s im p lify  the procedures 
for obtaining joint approvals.

Th e treaty, which spells out reasonable practices o f ordinary 
good business, does not add substantially to the expectation that, 
n relationship which has liecn h istorically workable w ill remain 
workable.

It is expected that amendments to the treaty w ill be required 
and made from time to time.

I f  a pipeline for A laskan gns i> built ncrossCanadn.il is reason­
able to assume that the Government of Canada w ill have an 
interest in promoting the pipeline's economic viab ility .

On M av 2. 1 J»77, the Federal Power Commissioners recommended 
that the President select an overland transportation system through 
Canada, i f  such a route is mnde available by the Government of C a n ­
ada on ncceptnble terms nnd conditions. In  their analysis, the com­
missioners confined themselves for the most part to U .S . issues. O nly 
two issues related to United .Stales t ’anadian international relations 
were mentioned:

In reference to the “ western leg'’ of the A rctic  Gas Project, the 
F P C  said that i f  Canadian gns exports to the United States are 
terminated upon expiration o f present licenses, suflicient idlo 
pipeline capacity w ill be available to move Alaskan gas to the 
W est Coast, without construction of the western leg.

Arctic. Gns ami Alcan w ill have sim ila r socio-economic impacts 
in  Canada. To tal population and employment changes w ill not 
I h> great. Th e  m ajor impact w ill Is- on the traditional life-stylo 
of native communities along the pipeline right-of-way.

M47)
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P o s it io n s  o f  t h e  P a r t ie s

T h e  Federal Pow er Commission heard evidence concerning (1) 
U nited  Stutes-Cm iadian relations, (2 ) the Canadian decision process,
(3 ) C anadian constitutional law .

 ̂T h e  briefs submitted by the throe applicants on tho U nited States- 
(  anadian issues involved in  transporting A laskan gas across Canada 
covered security, taxation, and political factors. E l  Paso emphasized 
tho uncertainties and compromises inherent in dealing w ith  a foreign 
government. A rc tic  G as und A lca n  argued that the Government of 
Canada would have an interest in  the success of a commercial venture 
fo r the transportation of A ln skan  gas which involves Canadian com­
panies. Canada would therefore be u n like ly to take action contrary to 
the interests o f its own citizens. In  addition, the U nited States nnd 
Canada have a long tradition o f successful coo|>eration w hich can 
reasonably be expected to continue in  the case o f a transportation sys­
tem fo r A lnskan gas.

1 he Federal Power Commission also heard evidence concerning the 
C anadian decision process on the pipeline. Th e  argumentation focused 
■on the settlement o f native claim s along the proposed pipeline right - 
o f-w ay. E l  Paso pointed out the problems involved in the settlement of 
native claim s along the rights-of-w av o f A rc tic  G as nnd A lcan . E l  
Paso expressed the opinion that the Government o f Canada's fa ilu re  
to settle the claim s could delay a trans-Canadian pipeline decision for 
years.

A lcan argued that the claim s problem is less serious along its pro­
posed l ight of-wav in the southern Yukon than along the A rc tic  Gas 
route in the Mackenzie V a lle y .

The Commission also heard several days of test imony on Canadian 
constitutional law. E l  Paso's witnesses descrilied the powers exercised 
by the Canadian provinces ami im plied that the provinces could delay 
or prevent construction of u transit pipeline, or could impose intoler­
able ta x  burdens.

A rc tic  Gns and A lcan witnesses argued that Canadian const it ut ionnl 
law confers upon tho Federal Government o f Canada unquestionable 
authority to implement a decision in favor of n transit, pipeline.

R k m c v a v t  F actors

Ca nml inn Derision Proem*
Th e Government of Canada hns lieen studying the proposals for 

the transportation o f A lnskan natural gas across its territo ry  since 
1074. Separate studies are being conducted by tin* National F.nergy 
Hoard ( N E H ) ,  »be Berger Commission, tbo’ A laska H ig h w ay Gns 
P ip eline In m iirv  Hoard, nnd the A laska H igh w ay Gns P ip eline E n v i­
ronmental Assessment nnd R eview  Panel.

Tin* National E n e rg y Hoard is nnnlv/.itP? the relationship n f the 
Canadian A rctic  Gns. the A lcan, and the Maolelenf projects to C an­
ada's e n e r g y  needs. Th e Hoard must determine whether nnv o f the 
pipeline projects arc nnd w ill he reouirod by the present and future 
public convenience and necessity. Th e  Hoard's findings w ill he sub­
mitted to the Government o f Canada for its eonsidern<;<<n to early 
•Tillv. Th e  Canadian Cabinet max accept or reject the N E H  s derision 
on ii pipeline, but may not change it except by legislation.



149

Th e B erg er Commission is looking into the social, economic and 
environm ental im pact of the Canadian A rc tic  G as and M ap lclcaf 
P ip e lin e  projects 111 the Yukon and Northwest Te rrito ries. Th e  Com ­
mission relensed the first part o f its  report on M ay 9, 1977. I t  recom­
mended that no pipeline be built across the Northern Yu ko n , and th at 
10 years elapse before a pipeline is  built in  the M ackenzie R iv e r  
V a lle y . P a rt  I I  o f the report, recommending terms and conditions to 
lie applied in the event that a pipeline is b u ilt, is expected later during 
the summer o f 1977. The report is not binding on the Government of 
Canada and does not address a ll the factors which the Canadian 
Government w ill consider before reaching a final decision.

Th e  A la sk a  H igh w ay G as Pipeline In q u iry  Board w ill report on the 
social nnd economic aspects o f the A lcan project in the southern 
Yu ko n . Th e  report i to be submitted to tho Canadian Cabinet by 
August 1. 1977.

Th e  A la sk a  IT ighw nv Gns P ip eline Environm ental Assessment nnd 
Review  P an el, directed by D r . H . M . H i l l ,  is analyzing the environ­
mental im pact of the A lrn n  project in the Yu ko n . t ) r .  H ill 's  report is 
to be completed by August 1.

On A p r il  28, 1977, Canadian P rim e  M in ister Trudeau appointed 
M r. Bn sil Robinson as Northern Pipeline Commissioner. M r. Robin­
son v ill coordinate the activ ities o f the various agencies o f the 
Canadian Government in reaching a decision, and w ill be the Canadian 
Government's point o f contact w ith the T’ .S . Government ns the two 
decision-making processes unfold.

A ll  inputs related to the pipeline decision required bv the G overn­
ment o f Cannda nre expected to l>o at band l>v early  August 1977. Tho 
Canadian parliam ent is expected to debate the pipeline issue in J u ly , 
lx'foro the Canadian Government, makes its decision, and again in 
August.

Commenting upon the tim ing  o f the Canadian decision. Canni in 
P rim e M in ister Trudeau, during his visit to W ashington in Fe b ru ary , 
1977. indicated that Canada would tnr.ke ii determined effort to accom­
modate io the* anticipated T’ .S . decision timetable.

Settlement of Satire Claim*
It. is the policy of the Federal Government o f Canada to recognize 

the existence of a native interest in those mens o f Canada in which the 
native interest has not been settled by treaty or superseded by law . The 
Government of Canada believes it is desirable to address the native 
claim s issue expeditiously and. i f  at all possible, lie fore a pipeline is 
built, H owever, the Government o f Canada has never taken the posi­
tion thnt it is necessary to reach a settlement. Indore hand. Tl is e x­
pected thnt the Government of Cannda w ill reach a decision on the 
pipeline issue w ith in  the anticipated I S  timetable, regardless o f the 
stntus of the settlement of native claim s. Moreover, i f  the I'n ited  
States mid Canada agree to euopernte on a gas pipeline, that agreement 
would have to lie based on an understanding that construction can 1m> 
carried out expeditiously. Construction would not, therefore. 1m* de­
layed bv the settlement o f native claim s which could, i f  necessary, go 
forw ard concurrently.



Canadian Legal Environment
Tw o  procedures exist fo r seeking review o f an N E B  decision related 

to the gas pipeline. F ir s t .  Section 18 o f the N E B  A ct perm its parties 
to N E B  proceedings to appeal questions of law  or jurisd ictio n to the 
Federal Court o f Appeals o f Canada. Such appeals are discretionary 
fo>- the C o u rt; n court must grant leave ■ appeal. A n  application for 
appeal must be filed w ith in  one month of the N E B 's  action, unless the 
court or a judge finds that s o c ia l  circumstances allow  some longer 
time. Once leave is granted, the appeal must lie entered w ith in  60 days.

W e are inf< ined by Canadian authorities that there should be no 
plausible challenge to the jurisd iction of the N E B  or nnv significant 
question o f law arising  from its decisions. Section 44 o f the N E B  A c t 
gives the N E B  broad discretion in deciding on applications o f public 
convenience and necessity fo r pipelines.

Ju d ic ia l review o f N fcB  action would more like ly  be sought under 
the Federal Courts A ct. U nder that A ct . the N E B  could lie overturned 
i f  it “ failed  to observe a princip le o f natural justice” , “ acted beyond 
o r refused to exercise its jurisd ictio n” , “ erred in law in making its de­
cisions” , o r “ bnsed its decision or order on an erroneous finding o f fact 
that it made in a perverse or capricious manner or without regard to 
the m aterial before it" .

W e understand that the Canadian courts have left great discretion 
to the adm inistrative board or body involved. W e know o f no case in 
which an N E B  decision to issue a certificate o f public convenience nnd 
necessity has been effectively challenged in the courts.

It  should also lie noted that Canadian law places com paratively 
stringent lim its  on standing lo sue. W e understand that, in general, 
only parties to A d m in istrative  proceedings cun seek ju d ic ia l review 
of agency net ion.

Under Canadian law . the scope of review o f N E B  decisions is nar­
rower than comparable review of the decisions o f U .S . regulatory 
agencies.

I f  the Federal Government o f Canada makes a decision in favor of 
an overland route for A laskan gas. no further provincial perm its nre 
required. The successful applicant w ill 1m- authorized to proceed in ac­
quiring laud for the pipeline right of-way through normal commercial 
contract ncgot iations. I f  necessary, the Federal Government o f Cannda 
w ill exercise the rig h t o f eminent domain to assure that a right-of-wav 
can bo obtained.

Implementation of a C  nnndinn decision in favo r of a trans-Canadian 
gns pipeline w ill r e q u i r e  permit from the Department o f Indian und 
Northern A ffa irs  to allow  use o f federallv-ownod land in the Yukon 
nnd Northwest Territo rie s. However, it is expected thnt issuance o f 
such a permit would lie pro forma i f  a favorable decision is reached by 
the Federal Government o f Cannda.

Th e Canadian procedures fo r implementing a decision on the gas 
pipeline appear to lie less complicated than procedures in the United 
S t a t e s  where state approvals are required for right-of-way acquisi­
tion. exploitation o f m ineral resources, and const ru. on o f port and 
regasifiention facilities. Delays related to approval bv regulatory 
authorities are less lik e ly  to occur in Canada than in the tln itcd  States.
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United States-Canmla Transit Pipeline Agreement 
Th e  Tran s-A laska  Pip eline Authorization A ct of 1073 (P u b lic  L a w  

03—Ik .) )  authorized and requested the President to determine whether 
the Governm ent o f Canada would bo. w ilin g  to permit the construc­
tion of pipelines across Cannda to ca rry  on and gus from A laska's 
North Slope to markets in the lower 48 states and terms and conditions 
w hich might ap ply to such a pipeline. In  response to this Congres­
sional mandate, the Department o f State began negotiations in  1074 
which led to the T ra n s it  P ip e line  Agreement signed on Ja n u a ry  *28, 
1077. Th e  President sent the Agreem ent to the Senate on M arch 30, 
1077, for advice and consent to ratification. Th e  Senate Foreign R e la ­
tions Committe held hearings on Ju ne 7,1077. and its report is expected 
to be complete in J u ly .  Th e  agreement includes the follow ing basic 
elements:

It  covers a ll existing or future pipelines which transit the 
territo ry  o f each p a r ty ;

It  covers a ll forms of hydrocarbons including crude o il, pe­
troleum products, natural gas. petrochemical feedstocks and coal 
s lu rrie s ;

It provides fo r reciprocity of obligations on the part o f both 
p arties;

It  does not provide fo r approval of any specific proposals to 
construct a transit pipeline across the territo ry  o f either country, 
but it makes provision for possible protocols on specific pipeline 
projects i f  they are deemed necessary;

It provides a guarantee of throughput, by which public authori­
ties in both countries are prohibited, except under specified emer­
gency circumstances, from  in terfering  w ith  or impeding hydro­
carbons moving in transit pipelines;

It  provides fo r noil-discrim inatory treatment o f hydrocarbons 
transiting  either country, which ensures that public authorities 
in I Kith countries w ill bo prevented from d iscrim inating against 
transit pipelines w ith regard to taxes and other monetary charges;

It. assures “ in bond”  treatment fo r hydrocarbons moving in 
transit pipelines;

It confirms the jurisd ictio n o f normal regulatory authorities 
over transit pipelines nnd require* that their action be reasonable 
and lion-d iscrim inatory:

It provides fo r equitable sharing of pipeline capacity in the 
event o f emergencies on a predetermined basis;

it provides for binding arbitration in the event o f disputes 
which cannot be resolved by negotiation; and

It is o f long duration -th irty  five years— nnd may be term i­
nated a fie the end o f this period only i f  ton years p rio r notice 
is given.

Th e Agreement provides very strong assurances o f non-interference 
w ith  the flow o f hydrocarbons in transit. F.vrn in emergency situations, 
the Agreement spells out the terms governing the operation of pipe­
lines carry in g  hydrocarbons in transit commingled w ith  indigenousiy- 
prodii 'ed hydrocarbons. Both the United States and Canada recognize 
that security of throughput is fundamental requirement, nnd Doth
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countries have made binding, reciprocal commitmc its to non-inter- 
fcrence.

Th e  Agreement does not bar real property taxes by either provinces 
o r states. H owever, under the provisions of the B r it is h  North A m e ri­
can A ct and the terms o f the Agreement, the provinces would be pre­
vented from  taxin g  the throughput o f pipelines or levying d iscrim ina­
tory charges on transit pipelines. Th e  Federal Government of Canada 
has accepted the obligation to ensure that the exercise of the taxin g  
power o f the provinces shall be applied in  a lion-discrim inatory 
manner.

In  the U nited States, where a ratified treaty becomes the supreme 
law  o f the land, the U .S . Federal Government has tho authority to 
prevent stntes from  discrim inating uguinst tran sit pipelines and is 
committed to do so by the Agreement.

"Whether discrim ination against a tran sit pipeline exists is deter­
mined by comparison w ith  s im ila r pipclnes. Th e  Agreement provdes 
that “ s im ila r”  pipelines include both m ter-provincial and inter-state 
pipelines and intra-provincial and intra-state pipelines. T h isd e fin it ion 
is sufficiently broad to assure that an adequate basis fo r comparison 
can be found w ith in  the jurisd ictions which would be involved i f  a 
t rnns-Caiindian route fo r A laskan  gas is approved.

T h e  hydrocarbons moving through a transit pipeline nre nccorded 
the equivalent o f “ in hand* treatment under the terms o f the Agree­
ment and may not he taxed by provincial, state, or Federal authorities 
in either country.

Th e  non-discrim ination protections contained in the Agrement pre­
vent. the imposition of faxes on transit, pipelines which are not also 
applicable to s im ila r, non-transit pipelines. Therefore, the Agreement 
assures that, tran sit pipelines w ill  not Im* taxed in a d iscrim inatory 
manner to generate funds for the settlement of native claim s.

Th e  United Statcs-Cauada T ra n sit Pipeline. Agreement docs not 
settle a ll issues related to a trans-Canadian pipeline fo r A laskan nat­
ural gus. Rather, the Agreement provides fundamental guarantees and 
a fram ework for the terms and conditions which would lie applicable.
I f Cannda decides to offer an overland route, further discussions w ith  
the Government <if Canada w ill lie needed to answer specific questions 
related to financing arrangements, pipeline tariffs , expansion of the 
pincline's capacity, requirements tor purchasing goods and services 
in Canada, the possibility t r construct'<*n delays, and arrangements 
for inspection o f the pipeline.

/ • '/  mincing
T h e  question o f financing a trans-Canadian pipeline fo r A laskan 

gas has not lieen form ally discussed with the Government o f Canada. 
I f  an overland route is offered by Canada, and if  it is necessary fo r 
either Government t<> participate in financing, financial arrangements 
could lie dealt w ith in a protocol to the In ite d  States-Canada Tran sit 
Pipeline Agreement.

/in/met on United SUiten-Canodian lit lotions
T h e  United States and Canada have u long tradition of cooiicrut ion 

on m utually liencficiul projects, such as the Saint Lawrence Seaw ay, 
the A laskan H ig h w ay, the environmental clean-up o f the Great Lakes, 
and the transpot rat ion of Canadian hydrocarbons across the United 
States. A  decision to construct a trim s-Canadian pipeline fo r A laskan
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natural gns would be in keeping w ith this cooperative tradition which 
is in tlie interest of both countries. However, lxith  Governments have 
made clear th at a decision on the gas pipeline w ill he made on its own 
m erits.

Regardless of the outcome of the gas pipeline decision, a community 
of interest w ill  rem ain, tending to draw  the. U nited States and Canada 
together. A  relationship which is basically frie n d ly  and cooperative 
w ill continue.

Canadian Transit Pipelines in the United States
Most of Canada’s o il and natural gas reserves arc  located in the. west­

ern provinces of A lb erta , Saskatchewan, and B r it is h  Colum bia. H ow ­
ever, energy consumption is  greatest in the industrialized, eastern prov- 
incesof O ntario and Quebec.

Canadian crude oil moves from  the producing provinces in the west 
to the consuming provinces in the east v ia  the In tcrp ro vin cia l P ipeline 
System . Tho two branches of the In terp rovincial system transit the 
United S tates; one north of Lake  M ichigan, and the other to the south 
of the Lake .

Canadian natural gas is carried from west, to east v ia  the Trans- 
( ’anada < Jrenfc Lakes Gas Transm ission system. Th e system transports 
about :’(>() b illion cubic feet o f gas per year across the United States 
to m arkets in eastern Cannda. In addition, TrnnsC anuda/G reat Lakes 
delivers Canadian ^as to U .S . markets in the M idwest.

Imported crude oil is carried via a transit pipeline from Po rtlan d , 
Maine to Montreal. In  5500,000 barrels per day o f crude oil were 
delivered to Montreal through tho Portland pipeline.

C o n c l u sio n *

It i- the conclusion o f the T a sk  Force on International relations thnt 
a viable option exists for the transportation o f A laskan natural gas 
across Canada, provided that the Government, o f Canada o ilers an 
overland route across its territo ry . A  trans-Canadian gas pipeline 
would liencfit from the protection afforded by the United States- 
Canada T ra n sit Pipeline Agreement, and from the long tradition of 
cooperation between the two countries.

Canadian constitutional law provides clear authority to the Federal 
Government o f Canada to make and implement a decision concerning 
a transit pipeline for A laskan gas. In  addition, the Government of 
Canada has accepted the obligation to ensure that the exercise of the 
taxing  power o f (lie provinces shall Ik* applied in a non-dincriminatory 
manner.

The Taslc Force agrees with Federal Power Commission A d m in­
istrative L a w  .liulge L itt that in light o f the history o f successful co­
operation w ith Canada in other areas, it is reasonable to expect the 
Government of Canada to net responsibly i .i  the ease of a pipeline 
carry in g  Alnskan gas.

The T a sk  Forre further concludes that regardless o f the outcome 
o f the gns pipeline decision. United Slates-Canadian relations w ill 
continue to he frien d ly  and cooperative.



iN T K O O rC T IO N

Th e Federal Power Commission “ Recommendation T o  Th e P re s i­
dent, A laska  N atural G as Transportation System s’' did not include 
a statement on the national security im plications of the proposed 
transportation systems. Th e Department of Defense (D O D ) pro­
vided a study which addressed that subject to the Department o f 
In te rio r (1 )0 1 ) and the Federal Pow er Commission ( F P C ) .  Both 
agencies included the study in their evaluations of the proposed trans­
portation systems. The fo llow ing report summarizes the considera­
tion given to nationnl security during the review nnd evaluation of the 
three proposed A laska N atural Gas Transportation Systems.

CO N T I..N TS
.4 . Principal Element*

1. Department of Defense position nn the national security im plica­
tions of an overland A laska/C anadian route and an A lask a  pipeline/ 
cryogenic tanker system.

‘2. Sum m ary of D O I) testimony given liefoiv Federal Pow er Coin- 
mi-sion A dm inistrative Law  Judge Nalmm L it t  presented by Rear 
A d m ira l C . Monroe l la r t ,  D irector fo r En erg y, 1)01).

3. Defensibilitv
(a) Peacetime— In tern al security responsibilities of each 

nation.
(b) W artim e—

(1 ) I f  Isith Cannda nml the Cnited States are involved.
(2 ) I f  the I ’ nited States is un ilatera lly  involved.

4. V u ln erab ility
The considered e f fe c t  on national security i f  no gas transportation 

system is approved.

It. F urn muff/  of  the position o f interested /nirtie* before the FPC 
C. Federal Potter Commission cone! tsions on the implications to na­
tional srm rity  
/). Conclusions.

D i s c i s s i o n  o r  PniNcrp.M, E i .k m t .n t s  

t. t i i b  ooo p o s i t i o n  o x n a t i o n a l  oKcntrrv i M ri.tr a t i o n s

In  accordance w ith  Public  L a w  H.’M .V l the Secretary o f the In te rio r 
s u b m i t t e d  n report to Congress * regarding the feasib ility o f two sys­
tems for transporting A laskan North Slope nnturnl gus to the con­
tiguous 48 States. Th e  1)01 report covered the results o f a study

1 A ir alt ■ >• N n tu rn l On« T rA R* |m rln tlnn  Srirtrm a, a  I lrn - .r l to  t'o u e rc * , I'lirnun iit tu Pub licI .aw ti,-! 15.1. I S .  IS |M ir lim n t n f In l r r lo r ,  I tnmnlHT 11*78.
(115)

REPORT ON NATIONAL SECURITY IMPLICATIONS
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predicated upon nn analysis o f two hypothetical competitive delivery 
systems s im ila r in certain respects to the proposals o f the A lnskan 
A rc t ic  G as P ip eline Com pany, w hich would traverse Canada from 
the N ortli Slope to the northern border of the lower 48 S tates: nnd the 
E l  Paso A lask a  Com pany, w hich would traverse A laska to its south­
ern coast and then continue via  liquefied natural gas ( L X G )  tanker to 
C a lifo rn ia .

Th e  D O D  submitted a study to the L O T  fo r inclusion i \ the report 
w hich addressed the national security im plications of these two hypo­
thetical systems. Th e study was prepared by the Jo in t S ta ff o f the 
Office o f the Jo in t  C h iefs of Staff. T h is  study was the basis fo r the 
N ational Secu rity  Section (pages 170-172) of the D O I report. The 
conclusions of the D O P  study, and as reflected in  the D O I report, 
were that “ analysis of m ilita ry  factors alone would not indicate niv 
overrid ing  preference fo r one route over the other.”  The D O I report 
fu rth e r concluded that. “ . . . where a foreign country is involved, it 
would appear that the nonwnr security r isk s  may be greater." These 
conclusions were reached p rio r to submission o f the A lcan Tran s- 
Canada route proposed bv the Northwest P ip eline Comnnnv. I t  is the 
opinion o f the D O D  that the evaluation f t  *' ***»rioini security
factors related to the hypothetical Trn> ..-Canada route is equally ap­
plicable to a route s im ila r to that proposed for the A lcan route.

2. SlTMVATiV OF IKin TESTIMONY BF.FORF. THE FEDERAL POWER COMMISSION’

T h e  D O D  D irector for E n e rg y . R e ar A d m ira l C . Monroe TIart in 
testimony before the E P C  A d m in istrative  L a w  Judge Nahum L it t ,  
validated fo r the record thnt the national security section o f the DO T 
report to Congress was provided by the D O D . A dm iral H art was ex­
amined by Judge L i t t :  d irectly examined by M r. Ile is le r . an E P C  
la w y e r: and ero'-s-exaniined bv M r. I I .  C lvde H argrove, representing 
A laskan A rctic  Gas Pipeline C o.. and bv M r. W illiam  W ise, represent­
ing E l  Paso A laska Co. Th e examinations by these persons were con­
cerned with the relative ease o f protection o f the two transportation 
systems nnd in that, context addressed both m ilita ry  and c iv ilia n  law 
enforcement, th e ir ava ila b ility  and probable use in peace nml war. 
A lso , the key points o f system vu lnerab ility  which would offer the 
greatest potential for maximum disruption to system operation were 
discussed: these were:

(n) T y p ic a l points at which concentration o f pipeline or facilities 
would offer the greatest attraction and opportunity fo r greatest c rip ­
pling  damage such n s:

(1 ) Th e  Yukon R iv e r  crossing in A laska where both gns and 
oil lines w ill cross the riv e r on a single bridge.

(2 ) Th e  gas liquefaction plant on Prince W illia m  B n v .
C l) Th e  parallel crude oil nnd gas pipelines through A laska.
(4 ) Th e  Prudhoe H ay producing fields nml the gns nnd nil

proiessing plants.
(M  Th e  length o f the gns pipeline in Northwest Canada which 

would be more difficult to patrol. It was noted that threats o f 
snlmtnge against the A laskan A rctic  ( ia s  pipeline have already 
been made.



( b) T h e  relative difficulty o f provid ing protection fo r key points 
such as the above examples was examined and the follow ing criteria  
were considered.

(1 ) Points of concentration such as the Yukon R iv e r crossing 
nnd the processing facilitie s  nt Prudhoe B ay and Prince T\ illiam  
Sound offer attractive targets fo r terrorists, saboteurs, para m ili­
tary  groups and wartime attack, but they also offer the greatest 
opportunity fo r concentrated protection.

(2 ) Remote portions o f a pipeline, p a rticu larly  those portions 
through the northermost sections of Northwest Cannda, offer 
nn attraction fo r destruction because of the difficulties of restora­
tion due to long distances fo r transporta'ion of repair equipment 
plus weather and physical lim itations o f access. However, for 
s im ila r reasons the successful completion of an act of destruction 
is also much more difficult to accomplish in such remote and 
environm entally hostile areas.

(3 ) W ith  regard to the protective forces which would he a v a il­
able in peacetime nnd w artim e, it is considered thnt in both tho 
United States and Canada peacetim • security w ill be provided by 
company surveillance and inspection and by the normal law 
enforcement organizations, nml in wartime these organizations 
would continue their service with m ilita ry  assistance as needed.

Th e testimony and examination did not alter the conclusions o f the 
D O D  study on National Security  that an analysis of m ilitary  factors 
alone would not indicate an o vcrrid in " preference, for one route over 
tho other.

3 .  D K F K X K IIU M  r v

(a) Peacetime— It w ill be the responsibility of each nation to pro­
vide internal national security for those portions of the Alaska natural 
gas transportation system and facilities within its borders. It is e x ­

pected that the security provided for the A laska natural gas system 
w ill lie no different than that currently provided fo r oil and gas 
pipelines now operating in both nations where the .ompnnies which 
own and operate those systems provide for their day-to-day security 
and are dependent upon local police and law enforcement, officials for 
additional protection when necessary.

(?>) W artim e—
(1) I f  both nations arc involved.

1 he established Canadian-United States defense arrangements for 
the North Am erican continent are predicated upon mutual defense 
through hinatkm al coordination. No snocilic c iv ilian  installation or 
locality is singled out for added protection, only the umbrella o f con­
tinental m ilita ry  defense w ill norm ally he provided. I f  necessary, 
m ilita ry  assistance would Is* furnished in support of the norma! com 
. ’ 1 nl police and law enforcement organizations. F o r example,
no unusual m ilita ry  precautions were taken for the United States 
owned and operated lb iin e s • Fairbanks Alaskan petroleum pipeline 
during the Korean W a r. 21)5 miles o f which traverse Canadian soil.

(2 ) I f  the United States is unilateral) v involved,
Cannda ami the United States nn bound together by tradition nml 

treaty and have a long record of close cooperation in national security
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matters. M aterials are readily available to each country under normal 
conditions. I t  is considered that this long-standing cooperation would 
continue to exist and a ll mater'.als norm ally available would continue 
to be available from Canada as a matter of mutual need, frie n d ly  
cooperation and treaty obligation.

4. VULNERABILITY

National security rests heavily upon re a J 'ly  available energy from 
secure sources and the growing dependence o f tin nation upon im ­
ported oil from  non-secure sources poses grave dangers to national 
security. O il im ports now amount to approxim ately 4!) percent o f the 
total national petroleum consumption and the addition of the A laski.n  
natural gas to the national energy m atrix  w ill help to minim ize the 
current requirement fo r imported oil and reduce that dependence. 
T h e  completion o f a transportation system for delivery of A laskan 
N orth Slope natural gas to the contiguous 4s States must he considered 
an Important national security objective.
Summary of the Position of Interested Parties fit fore the Federal 

Po irer ( 'omin i m s  ion
Representatives of the Alaskan A rctic  (la s  Pipeline Company, (lie 

E l  Paso A laska Company and the A lcan Pipeline Company appeared 
licfore the Federal Power Commission. Th e positions of the first two 
companies regarding national security were as described in Discussion 
paragraph 2 above. Neither they nor the Alcan Pipeline Company 
disagreed with the Department of Defense position on national s e ­
curity as described in Discussion paragraph 1 above. The consensus 
was that the problems are p rim a rily  systems related and that danger 
due to hostile nets is o f concern hut is considered to he less like ly  to 
disrupt pipeline operation than system failures.

Federal Power ('outmission Conclusion on the Iin/dicatioim to Xuti.anal 
Security

Th e study on national -ecurity prepared by the Jo int Staff of the 
Jo int C hiefs o f Staff, as it appeared in the Docemlier 1!)7‘< Department 
of In terio r Report to Congress, was incorporated into llu* evaluation 
o f the Federal Power Commission without objection,

roNCH 'sioxs

Th e growing dependence of the nation upon imported oil presents 
a grave danger to the national security. Th e  addition o f  the Alaskan 
North Slope natural gas to the energy m atrix  o f the nation can help 
reduce (lie volume of imijortcd oil requirements and I hereby contribute 
lo an improved national security posture. Th e  completion of a trans­
portation system for delivery o f  Alaskan North Slope natural gas to 
the contiguous 4H States must be considered no important national 
security objective. O f the three transportation systems proposed, there 
is no overriding preference for one route over another when analysis 
is based on m ilita ry  factors alone.
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REPORT ON FINANCING AN ALASKA NATURAL GAS TRANSPORTATION
SYSTEM

( J u ly  1, 1077)

I  ̂ E x e c u t iv e  S u m m a r y  a n d  C O x i -l u b io x s

Tho A laska N atural G as Transportation A ct of 11)70 ( “ the A ct” ) 
perm its Execu tive  B ra n d i Departments and Agencies to comment 
upon the Federal Power Commission's M ay 1. 11*77. Iteeotnmetufa- 
tion to the. President. One specific subject appropriate for comment 
under the A c t is “ sources of financing for capital costs.”

Th e A ct also requires the President to submit to Congress “ a fi­
nancial analysis fo r the transportation system designated for ap­
p roval.”  alone " i l l 1 11 determination of whether he “ reasonably 
anticipates that the system designated by him can be p rivate ly  n- 
nanced, constructed, and operated.”

Th e following Report on Financing  Issues is submitted in response 
to the nltnvc statutory provisions. Th e  Report was written by the 
Department o f the Treasu ry (the Dead Agency) with the direct con­
tribution of other interested Federal agencies. Pursuant to the A ct. 
the views of all interested Federal oflicers and agencies were solicited 
and have lieen incorporated into this Report.

The basic issue addressed in this report is how each of the f/urr 
projtosed pro jrrts ronhl fir financed. Th e  sources of funds available 
arc therefore identified.

Th e principal conclusion o f this report is /hot their is pood tenson 
to anticipate that an economically viable system to transport natural 
pat* from Alaska to the lower statin ran be privately ffnaneetf•— 
that is. without Federal financing assistance. A private financing, 
however, w ill Is* diflicult. i f  not impossible, to arrange without prior 
resolution o f a number of issues. In  fact, the actual likelihood that a 
private financing may la- accomplished can be determined only aff< r 

a these issues have Iteen resolved.
C ertain o f the unresolved issues direct I v affect the 'eononiic v ia b il­

ity  of a transportation system, and. a/ M i d i ,  the willingness o f the p r i­
vate sector to invest in such a project. O ther unresolved issue* liear 

* upon what party or combination of parties would assume the unusual
risks perceived to be associated with the construction of such a svstem.

The most important is*ue* that must l>e resolved lie fore any financ­
ing can la* arranged include:

1. The mechanism by which the wellhead price for gas is 
determ ined:

2. Th e  method by which gas w ill be priced to the ultim ate 
consumer;

.‘1. Th e  authorization of a sufficient How o f gas by tin* State of 
A la s k a ;

(I.VO
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4. Negotiation o f sales contracts between gas producers and gas 
transm ission companies;

5. A  determination of the rate of return that the Governm ent w ill 
allow  on investment in a transportation svstem ;

0. Form ation o f a final consortium of equity investors in  the 
p ro ject;

7. Determination o f the extent to w hich benefiting parties (in c lu d ­
ing the producers o f the gas, the State o f A la sk a , and gas consumers) 
w ill provide financing support to the project.

A s  stated above, there is good reason to anticipate that, once these 
issues are resolved, an economically viable A la sk a  natural gas 
transportation system could be financed without Federal financing 
assistance.

The Federal Government has the ability to resolve a number o f the 
issues

T h e  report discusses how the resolution of these issues would affect 
the overall finaneenbility of nn A laskan gns transportation system 
and thereby affect the need fo r Federal financing assistance. Th e  d is­
cussion on each issue is summarized below.

1. The price gas producers will receive for the gas (the “ field 
price” ) .—T h e  Federal Pow er Commission is currently responsible fo r 
establishing a field price. In  its Recommendation to the President, the 
Commission noted that prompt establishment o f the field price o f 
A laskan gns was im portant, but todnte the Commission has not made 
any publicly announced moves to establish tho price. Tho A d m in is­
tration's selection of an acceptable methodology fo r determ ining the 
field price would facilitate a financing.

‘2. The price gas consumers would pay for Alaskan gas,—T w o  meth­
ods o f p ricing  the gas to the ultim ate consumer were suggested by the 
Federal Pow er Com m ission:

( <7) "rolled-in'' pricing. whieh averages tho cost, o f A laskan gas w ith  
that o f gas from  other sources, and

( h ) “incremental” pricing, under whieh consumers pay the fu ll 
m arginal costs associated with producing and transporting Alnskan 
gns.

A th ird  approach to pricin g  n f gas in general is identified in the 
A dm inistration’s National Knergv P lan , whieh combines aspects o f 
both roller-in nnd incremental pricing. Adoption by the A d m in istra­
tion o f “ rolled-in”  pricing fo r A lnskan gas W ould go farthest to 
facilitate financing the transportation system. T h e  approach recom­
mended in the National F.nergv P lan  could go equally fu r i f  the 
A dm inistration pronerly structures the pricin g  mechanism contained 
in that nppmneh. F u lly  “ increm ental”  pricing would make the finnnc- 
ing more difficult.

•1. Approval of sales contracts,— Th e Federal Pow er Commission’s 
authority to approve sales contracts allows it fo condition approval 
upon formation of a large creditw orthy sponsoring consortium. 
Specific direction fo r such action from the President would facilitate  
n private financing.

4. Rate o f return,—-Government approval o f an adequate rate o f 
return on investment in the project would facilitate a financing.

ft. Consumer participation in the financing,— F in a lly , approval by 
the Adm inistration o f a method lo allow consumer participation in
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tho financing would facilitate a financing. Consumers could partici­
pate by securing the project’s debt through a tariff that would be paid 
under any circumstances.
The F edera l Poivcr Commission Recommendation to the. P residen t

In its May 1 recommendation, the Federal Power Commission found 
that the private benefits of a system nre substantial and d id  not recom­
m end Federal financing assistance for nn Alnskan gas transportation 
system. I t  further ou t’mod financing methods under which the Com­
mission found the project’s risks bearable without Federal financing 
assistance.

The Commission broadly illustrated two financing plans— the first 
pressing oil companies (who will produce the gas) to help sponsor 
the project, and the second requiring consumers to participate in the 
financing.

The most im portan t aspect o f the. Commission's Recojnmendation 
was its apparent willingness to place substantial financial risks on 
gas consumers if it is ultimately found necessary— thnt is. if such 
groups as gas pipeline companies, the gas producers, and the State 
of Alaska together arc unable to fully secure the. project debt.

The discussion of financing in the Commission’s Recommendation 
was general and theoretic 1; it lacked a detailed financial analysis of 
capital market capacity nnd an analysis of the financial capacity of 
the potential project sponsors.

While the Commission did not resolve any ma jor issues in its Recom­
mendation. it in no wav restricted the President’s decision in regard to 
the financing. The nci. result is that all options for financing of an 
Alaskan gas transport at ion system arc open.
F inanc ing  W ithout F edera l F inancing Assistance

As noted, tho report concludes that thoro is good reason to anticipate 
a private financing of ai economically viable transportation system. 
The analysis shows that the cap ita l markets th , u « the capacity to 
supply the basic funds required by any of 4\e  three projects. Tho 
analysis also shows thnt the capacity exists in the private sector to 
finance any o f the ■/rroposed projects.

The report contains a financial analys’so f I lie capacity of the private 
part ies who would benefit direct ly from ail Maskun gas transportut ion 
system to invest directly in or otherwise assist t lie financingof a system. 
The potential direct beneficiaries nre identified l>elow:

1, (ias transm ission and distribution companies.—The analysis con­
cludes i hat a consortium com post'd of 1 hose companies that have shown 
an interest, in a project have ample capacity to provide the equity por­
tion of any of tlie proposed projects (and have sufficient capacity to 
provide the equity oven in the event of X09& cost overruns). This con­
clusion even assumes there would l>o no payments made by potential 
consumers during tho construction period.

2. The gas producers.— The producers (essentially throe mnjor oil 
companies- F.xxon, Atlantic Richfield, and Standard Oil nf Ohio) 
stand to lienelit. handsomely from tho sale of their gas, and such sulo 
requires a transportation system.

These companies clearly have the financial capacity to support tho 
financing of a gas trans|K>rtation system.



3. The S fatc o f A laska.— Alaska will lienefit from royalties on the 
sale of the gas, the construction activity itself, nnd the availability of 
the gns for industrial development in the State. Revenues accruing 
to the State from the production and sale of oil are being channeled 
into a fund dedicated to Alaska's future development. Such a fund 
gives the State substantial capacity with which to support a financing.

4. Po ten tia l gas consumers.—Consumers could provide a substantial 
source of financial support for a transportation system.
F in an rin g  A  Item ati res

The report discusses four distinct financing alternatives.
1. Sponsor Guaranteed F inancing  (illustrated in the Federal Power 

Commission Recommendation to the President).—  The analysis con­
cludes that a traditional financing guaranteed by gas pipeline com­
panies and ’lie State of Alaska, while preeminently desirable, would 
ix* difficult to arrange. The gas transmission and distribution com­
panies do not have sufficient financing capacity to underwrite nn entire 
project. Were the gas producers to partic ipate substan tia lly  in the 
■financing, this a lternative would be viable.

2. Consumer Guaranteed F inancing  (also illustrated in the Federal 
Power Commission Recommendation to the P resid en t).— The analysis 
shows that gas consumers have the rapacity to guarantee the debt and 
equity financing, thereby reducing the financing costs. However, this 
alternative presents important questions of public policy and energy 
financing policy which remain to lie rose1 . (I

3. .1fixed  Sponsor and Consumer A lternative.— Tho report con­
cludes that participation hy all the potential lieiiclicinrics— including 
gas transmission and distribution companies, the gas producers, the 
State of Alaska, and consumers— would form the most equitable 
and practical nproach io financing a transportation system. One feasi­
ble method would he for each potential beneficiary to guarantee the 
debt of an identifiable segment of whichever system is designated.

4. Federa l F inancing Assistance A lternative .— A nnmliei of 
methods bv which the U.S. Government could nssist the financing are 
discussed in the report. None is recommended because Federal fmanc- 
inir assistance was found unnecessary.
Canadian Issue

The two trans-Canada projects propose to raise substantial funds 
in Canada. The Canadian Department of Financp thus far tins opposed 
governmental guarantees for a project. If ultimately a trans-Canada 
route is selected and governmental debt guarantees are found neces­
sary, the nature nnd negotiation of those guarantees will present com­
plex issues i,eqii",'ng close cooperation with the Government nf 
C nnadn.
Fede ra l F inancing .1 ssistanee

In general, capital is allocated nml utilized most efficiently when 
its movement is subject to the disciplines nml the profit incentives of 
the mnrkot system. Thus, if energy or other government noliev impera­
tives dictate that Federal financial assistance Ik* provided, tho degree 
of sneh assistance should he the minimum necessan; to achieve such 
poliru ah/retires. Also, the financial assistance should lie provided 
in a manner that will facilitate, rather than impede, the o |M >rations of



the market system. Finally, the interests o f the taxpayers g ran ting  such 
assistance must be v ig ilan tly  pro tected  and taxpayers should be ade­
quately compensated for their financial support.

I f  overriding energy policy and credit market considerations do 
dictate thnt government assistance be provided for the Alnskan gas 
project, care must be taken to offset the serious possible consequences 
of Federal assistance. One serious concern is that Federal financial 
assistance will create subsidies which may cause an underpricing o f  
gas and a m isal!oration o f scarce energy and  > onomic resources. A n­
other serious concern is tliat assistance by the government in this in­
stance will set a precedent which will make it difficult to find willing 
parties to support other large energy projects without government 
assistance. Such a precedent could have long term adverse conse­
quences for the national economy.

Even if Federal assistance were ultimately found necessary to 
finance the project, it should not lie provided in  lieu o f risk bearing 
bv other parties. D irect beneficiaries o f the p ro ject should rem ain  
obligated to bear the pro ject risks to the largest extent feasible, and 
any taxpayer risk should be residual and subordinate.
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NATIONAL ENERGY BOARD, OTTAWA, CANADA
F a c t  S h e e t  R e g a r d in g  N a t io n a l  E x e r g t  B o a rd  D e c is io n  o n  t i i e  

N o r t h e r n  G a s  P i p e l in e  A p p l ic a t io n s

The National Energy Board on 4 Ju ly 1077 released its decision on 
the Northern Gns Pipeline Applications. The following information 
concerning the functions and responsibilities of the Board, the Appli­
cations and the Board's Findings, Decisions and Recommendations is 
provided for ease of reference.

t i i e  hoard

The National Energy Board— NEB or Board— is an agency estab­
lished by legislation by the Government of Canada enacted In 11)50- 
The agency consists of nine full-time niemliers and n stall of some 3*25 
employees, among whom are engineers, environmentalists, economists, 
accountants, lawyers and other specialists, who act a: advisers to the 
Board.

The Board's responsibility is to control and regulate certain aspects 
of the energy industry in Canada to ensure that the public interest is 
protected at all times. It does this by the issuance of certificates of 
public convenience nnd necessity which authorize the construction nnd 
operation of interprovincial and international pipelines and interna­
tional power lines and by the issuance of licenses lor the export of oil, 
the import and expt .t of natural gas and the export of electricity.

No pipeline can be built or operated in Canada across provincial or 
international boundaries unless a certificate has been issued by the 
NEB. The icrtificate becomes effective only with the approval of the 
Governor in Council.

Before t ic Board reaches a decision on any major pipeline project, 
it holds r public hearing to examine the proposal and to afford an 
opportunity for those f o u n d  to be interested person under the NEB 
Act to taki part in, adduce evidence, anu argue their cast* or otherwise 
make submissions.

T H E  A1TLICANTS

During 1074 and 1075, the Board received competing applications 
and submissions related to the planned construction of a northern gas 
pi|M'line. The first application to move northern gas fo southern mar­
kets was submitted in March 1074 by Ciuiadinn Arctic Gas Pipeline 
Limited under Part I I I  of the NER Ait to construct nnd operate a 
new 48-inch diameter main pipeline system am1 'ntercomiections with 
existing and proposed new facilities, for the purpose of transporting 
Prudline Bay and Beaufort Basin gns southward. The most northerly 
section of mainline would run 17H miles from the Alaska-Yiikou border 
to Tiinunuk Junction, NAV.T.; a supply line would run 10 miles from 
tho Taglu Field on Richards Island to Tiinunuk Junction fo join the

tits.'*)
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main lino. The main lino would continue south <o Parsons Lnko junr- 
tion where it would he joined by « 30-inch diameter supply lateral 
from Parsons Lake on the east. The main line would then proceed 
south along the Mackenzie River Valley into Alliertu where, near 
Caroline, it would split into two delivery liiV’s—one a 48-inch diam­
eter line to Empress, Alberta and thence a 42-inch diameter line to 
Monchy, Saskatchewan; and the other a 30-inch diameter line, to Cole­
man. Alberta, where the delivery lines would interconnect with the 
facilities of other pipeline companies. Tn June 1975, Alberta Natural 
Gas Company Ltd. applied to the Hoard for a certificate to construct 
additional facilities required to transport gns to be obtained through 
the proposed OAGPL system.

In a eom|H>ting application. Foothills Pipe Lines Ltd. applied in 
March of 1975 for a certificate of public convenience and necessity to 
construct, and operate a pipeline and connected works to move natural 
gas from the Beaufort Basin of the western Arctic to southern Canada 
and Northwest Territories communities. The proposed pipeline would 
connect with facilities of T ’tink Line (Canada) and M'e„fcoast just, 
north of the (>()th parallel. Foothills proposed to construct some H17 
miles of 42-inch diameter line from Richards Island along the Mack­
enzie River Valley. It also proposed to construct 15 miles of 30-inch 
diameter line as a lateral connection from a point east of Parsons Lake, 
N.W.T. to a point nf connection with the main transmission line some 
ft I miles south of the Richards Island point of commencement of the 
main line.

In May 1075. the A’bcrla Gas Trunk Line (Canada) Limited applied 
t o  construct and operate approximately HI miles of the Foothills 42- 
inch diameter line from a point (1.5 miles north of t ic tioth parallel 
to existing or new Alberta (ins Trunk Line fneiliths at a point near 
Zamn Lake, Alberta.

The Alliertn (las Trunk Line Company Limited owns and operates 
a nnturnl gas gathering and transmission system within Alberta. If 
did not tile an application but in a submission in May 1075 undertook 
to construct, ami operate certain facilities of Trunk Line (Canada) 
subject to federal jurisdiction. Originally in the hearings Westeonst 
Transmission Company Limited submitted an application with respect 
to an extension of its main line as a companion application in the 
Foothills project. On July I, 1070 Wosteoast proposed to extend its 
facilities to interconnect with those of C.YCtPL if that project were 
approved.

In August and September 1070 a third set of applications for pipe­
line construction by a group of associated companies generally called 
the Foothills (Yukon) I’ro|ect Group was tiled with the Board. These 
applicants, Foothills (Yukon), West coast and Alberta Gas Trunk 
Line (Canada), proposed lo move Aluska gas through Canada to 
m. rkets i„ the lower 48 states of the United States. This proposal in­
cluded construction of a Foothills (Yukon) 42-inch diameter line from 
an interconnection with Alcan Pipeline Company at the Alaska- Yukon 
Ixirdcr, through tho Yukon to the B.C. border where if would connect 
with a 42 lcli diameter extension of lVestconst: a 30-ineh diameter 
Trunk Line (Canada) line would interconnect existing f .cililies of 
Trunk Line in Alhertn with another extension of West coast, and a 
Foothills (Yukon) 36-inch diameter line would lie constructed from
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Trunk Line’s facilities at Empress. Alberta to the international border 
near Monchy. Saskatchewan.

Jn  late February 1977 the Foothills (Yukon) Group filed with the 
Board an alternative proposal to construct a 48-inch diameter pipeline 
system, without using the existing Westeoast and Trunk Line facili­
ties. It involved the construction of an “express line” th -ough Yukon, 
and generally along existing routes in northern British Columbia 
and Alberta, plus n new Westeoast line parallel to the existing Albertn 
Natural (ias route in southeaster British Columbia.

On 16 March 1977 the Foothills (Yukon) Group withdrew the 42- 
* inch diameter system applications; thus the only Foothills (Yukon)

system considered by the Board in its report is the 48-inch diameter 
line.

FINDINGS

Based on all the evidence nddueed at hearings and submitted by 
applicants, interveners and interested persons, the Board has made 
a number of findings, upon which its decisions were based. The more 
significant of the findings, contained in its Reasons for Decision dated 
dated June 1977. nre outlined below.

H ie Board finds thnt a pipeline to transport Mackenzie Delta gas 
to Canndian markets will Ik? needed during the first half of the 1980’s. 
In support of this finding the Board can. ,o the following 
conclusions:

(1) There will be n need for additional gns for Canadian markets 
over and abovn that forecast to Ik* available from conventional nreas 
to meet the “Most Likely” forecast, of Canadian demand plus existing 
export commitments as early as 1981 or as late as 1985 depending 
on certain policy options open to governments.

(2) If existing authorized exports of gas were eliminated or were 
phased out, the “Most Likely” Cnnadian requirements could Ik? met 
until aliout 1990, but. the Board docs not recommend such action.

(.1) The Board endorses a vigorous conservation policy and in its 
“Most Likely” forecast of Canadian gas demand has endeavoured lo 
realistically assess the degree to which Canadians will Ik* responsive 
to the conserve!' ethic; however the Board rejects the proposition urged 
on it by several public interest groups that a pipeline from the Mac* 

< Icenzie Delta should be denied so as to reinforce the limitation in the
rate of growth of the demand for energy.

(4) The current established reserves of the Mackenzie Delta total
5.9 Tcf, with 5.1 of this Is'ingeconomic to connect to planned gas proc­
essing plants. Having in mind a pipeline to the south, these reserves 
would support deliverability of 700 to 800 MMef per day.

(5) Of the several new large sources of energy availai h> to Canada 
in the near future. Delta gas is about the lowest cost, in current dollar 
terms.

Although additional work would be required in the final design 
process for each of the pipelines being applied for. the Board lielicvcs 
thnt from nr engineering point of view any of these could lie built 
to the sat isfnet ion of the Board.

The Board hns specific socio-economics concerns related to a pipe­
line route up the Mackenzie Valley.

M-ZMO— T7— la
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The Board lias specific environmental concerns related to a pipe­

line route from the Alaska-Yukon border to Tununuk Junction.
The social and economic impact of the Foothills (Yukon) project 

could bo hold to tolerable levels. The environmental concerns associ­
ated with this project cnn 1k» overcome by avoidance or mitigative 
measures.

A crucial question in regal'd to any land bridge proposal for the 
transmission of United States gas through Cannda is whether the 
project has the potential for bringing Delta gns to Canadian markets 
and the Foothills (Yukon) project hns such a potential in the form 
of a Dempster link.

The precise timing of the need of a Dempster link is not known 
today, but the planning for the Foothills (Yukon) project should Ik* 
compatible in all respects with the addition of such a link, if certifi­
cated in the near fut ure.

A necessary complement to the undertaking given by the principals 
of Foothills (Yukon) to undertake the construction of a Dempster 
link would be a rerouting of the Alaska Highway line via Dawson, 
Yukon. Such diversion would reduce the cost of transportation of 
Delta gns by some 12 cents per Mcf while increasing the cost of trans­
mission of United States gns by six cents per Mcf or less. In certificat­
ing the Foothills (Yukon) project, the Board would require a diver­
sion of the route through Dawson. The preliminary financing plan of 
UAGI'L would be acceptable to the Board, with two exceptions—

(a) CACiPL would have to provide for majority Canadian 
control of the equity of its company; and

(ft) the Board rejects the recommendation of t ’AGPL that the 
Uanndian Government should provide financial backstopping to 
the project.

The Board shares the view of the financial advisers to the Foothills
□‘ect that it could not be financed at this time on the basis of Mac- 

da Delta reserves already discovered and could not be justified 
on economic grounds.

The Foothills (Yukon) Project Group did not request backstopping 
by the Canadian Government. There are matters of fundamental con 
cern to the Board, however, in the financing nnd ownership of the 
Foothills (Yukon) project. These relate to the possible impairment 
of the credit capability of Trunk Line and Westeoast by their un­
equivocal undertakings to complete the project irrespective of cost 
overruns, in providing a land bridge for United St at "s gas. The Board 
liolicvcs some restructuring of the corporate net up of the Foothills 
(Yukon) project would be necessary. Furthermore, the financial plan 
of the project should exclude any possible inhibition in providing a 
Dempster link at a later stage.

To ensure that the objectives of the companies owning and operating 
each segment of the Foothills (Yukon) project would l>e consistent 
with the broader p irposes of an integrated interprovincial pipeline, 
with uniformity of design and tariffs but with decentralization of 
construction and operation to those companies operating pipelines in 
the same area, the Board would favour having the pipeline segments 
south of the 60th parallel owned bv federally incorporated subsidiaries 
of Foothills (Yukon) with, say, fil per cent ownership and the re­



mainder, say 49 per cent ownership, vested in the pipeline company 
operating in the area.

T1k> Board believes that construction of the pipeline se, mts south 
of the 60th parallel should be carried out by the companies familiar 
with the areas concerned and would favour the proposed ANG pipe­
line subject to the corporate restructuring mentioned above. Similarly, 
while having no corresponding applir tion, the Board would look 
favour on the construction and operation of the pipeline segment in 
Saskatchewan by TransCanada on a basis similar to that outlined 
for Trunk Line, Westeoast and ANG.

The Board believes that innovative tariffs would be needed to pro­
vide for maximum private sector financing of a northern pipeline. 
To this end. for this project, it endorses the principle of nn “all events” 
tariff and tiie need for supplemental agreements with shippers cover­
ing the period before the tariff proper comes into effect.

Using the unit costs of transportation filed by the Applicants, nnd 
recognizing some limits on comparability, the Board finds th a t:

111 For the transportation of Alaska gns from Prudhoe Bay to tho 
4!>th parallel, the differences in the unit costs of transportation via 
CAGPL nnd via Foothills (Yukon) arc relatively small;

(*2) the CAGPL project would provide significantly lower unit 
costs for the transportation of Delta gas to Empress than the Foot­
hills project;

(3) providing the Dempster link to Dawson, which would involve 
lhe re-routing of the Foothills (Yukon) 48-inch diameter pipeline in 
the Yukon would increase llr* unit costs of tnr'sporting Prudhoe Bay 
gas to the lower 1H states slightly while providing significantly lower 
transport at ion costs to Canadian shippers of Delta gas;

(4) With a throughput of 12 llcf | er day from the Delta and 2 
Bcf per day from Alaska, the cost of transmission of Delta gas to 
Empress appears to he approximately the same for the CAGPL and 
Foothills (Yukon) projects.

As to the total estimated capital costs, due t<• the difficult conditions 
for the northern Yukon nnd Cross-Delta sections, the Board could 
visualize a cost overrun of 20 to 35 per cent occurring in the CAGPL 
project. In the case of Foothills (Yukon) the Board judges that the 
cost of construction has been under-estimated and it could visualize 
a cost overrun of 20 to 30 percent occurring.

The Applicants all estimated relatively high levels of Canadian 
content for their proposed pipelines— in the range of 80 !.> 00 percent. 
The Board's overall assessment is tlmt Foothills and I'oothills 
( Yukon) projects showed overall Canadian content estimates averag­
ing somewhat higher than those indicated by CAGl’l .

The evidence of the effect of the pipeline projects on the macro- 
economy of Canada was uniform in assessing that none of them would 
came severe problems.

The results of cost-bonetit analyses, which excluded environmental 
and social costs and which would differ lief ween CAGPL and Foot­
hills (Yukon), indicate that the net c onoinir benefits would la* some­
what greater for the CAGPL project than for I lie Foothills (Yukon) 
project.

The Board is not involved in the me its of native land claims perse, 
or their settlement; these are matters under direct negotiation between
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the native peoples and the federal government. The Board was con­
cerned, however, with the interrelation of the resolution of n land 
claims settlement with the perceptions of Northerners of whether a 
pipeline should be built, and if, so, where and when.

The Board’s assessment of the socio-economic impact of a pipeline 
in the north is one of broad judgment. The north at this time may 
lie said to be a land in transition nnd ,for the individual native 
northerner, the situution seems to be one of turmoil caused by fear 
of further white encroachment, and a striving to retain the essentials 
of a life close to the land from a non-vinblc base in a community. The 
added problems relating to the possible construction of a pipeline only 
compound an already confused situation. In the Yukon, the opening up 
of the Alaska Highway in 1942 and the fact tha t the Yukon economy 
and institutions are more developed, that the land claims negotiations 
appear to be more udvnnced, that a smaller numbei of native peoples 
would be affected and that the Yukon Indians do not appear to lie 
pnssing through the phase of a major restructuring of their society, 
as the Dene nppear to lie, lead the Board to conclude that the socio­
economic impact on the pipeline corridors would, on balance, be more 
favorable along tho Alaskn Highway than in the Mackenzie Valley.

The Board l«*lieves thnt identifiable indire< costs of a pipeline 
project north o,f the 60th parallel should bo borne by the pipeline 
company. These costs, related to such things ns in-migration, provision 
of additional municipal, social, and heulth services, are difficult to 
measure with precision, nnd it would recommend to the government 
thnt an agreement lie entered into with a certificate holder to provide 
funds for such costs. The Bonn! would further recommend tnat. the 
obligation he limited to $200 million.

There would lie need of a government agency to monitor socio­
economic matters, nnd if a certificate were granted, the Board would 
recommend to the government thnt it immediately create effective 
machinery for this purpose.

Based o*> the evidence put before it, the Board lias concluded thnt 
the CAGPL Prime Boute. IkiMi the Northern Yukon coastal and f'ross- 
Doltn, sections, would Is1 environmentally unacceptable. The Interior 
Houte. presented as a less desirable alternative by CAGPL, would also 
be environmentally unacceptable to the Board.

'Phe Board has concluded thnt the environmental concerns nssocintc.i i
with the Foothills (Yukon) route, relnte to impacts which c,»u be 
overcome by avoidance or mitigntive measures.

Environmental information on a Dempster link is sparse and nn t
npplieation for a certificate to construct nnd operate a pipeline from 
the Delta to connect with the 48-inch diameter pipeline would have 
to l>o supported bv detailed environmental studies. Likewise, environ­
mental studies related to a diversion of tin* 48-ineh diameter pipeline 

through Dawson would require tiie immediate study of related envi­
ronmental impnets and subsequent filing of such .-todies with the 
Board.

PGCiatONS AND IIW OM M KNPATtONS

The Board's decisions and recommendations to the Governor in
Council follow: -(1) The Foothills pipeline cannot lie financed: it would not otter 
the lowest cost means of transporting Mackenzie Delta gas to market
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and a pipeline should not be built along the Mackenzie Valley at this 
time. I he Board therefore denies the application of Foothills Pipe 
Lines Ltd.

(2) For the reasons stated in (1), the Board also denies the appli­
cations of Westeoast Transmission Company Limited and Alberta 
Gas Trunk Line (Canadu) Limited for certilicates for facilities which 
would interconnect with those of Foothills.

(3) The CAGPL project is based on incompatible time constraints; 
on the one hand the urgent need to connect Alaska gas to United States 
markets and on the other, the need for more time to resolve socio­
economic concerns before a pipeline could be built in the Mackenzie 
Valley.

(4) The Prime Route proposed by CAGPL from the Alaska-Yukon 
border to Tununuk Junction, including the Cross-Delta segment, is 
environmentally unacceptable to the Board, as is the alternative 
Interior Jouto.

(5) For the reasons stnted in (3) and (4), the Board denies the 
application of CAGPL.

(6) Thr Foothills (Yukon) project generally offers the preferred 
route for transporting Alaska gas to markets in the, lower 48 States. 
However, the Board nelieves certain changes to the project as applied 
for are, desirable in the Canadian public interest.

(7) The Bonn! is prepared to issue certificates of public convenience 
and necessity for the various pipeline segments of the Foothills 
(Yukon) project subject to conditions. The Board is recommending 
to the Governor in Council, however, that approval l>e withheld until 
the following have lieen accomplished :

(i) That appropriate amendments to existing applications 
have been tiled with the issuance of the certificates in the names 
of subsidiary companies of Foothills (Yukon) for the segments 
of the project in northern British Columbia, Alliorta and south­
eastern British Columbia, 'ifty-onc percent of the voting shares 
in each of the subsidiary companies would be owned by Foothills 
( Yukon) and It) percent in each by Westeoast. Alberta Gas Trunk 
Line and ANG (or Westeoast, if not aceptable to ANG), 
respectively.

(ii) That agreements have been entered into by Foothills 
(Yukon) with the Government nf Canada whereby Foothills 
(Yukon) or any successor, would undertake the folk ving:

(n) to conduct feasibility studies with respeei to the con­
st ruction of a gas pipeline of no le than 30-inch diameter 
from the Mackenzie Delta parallel to the Dempster Highway 
connecting Delta gas to the Foothills (Yukon) system near 
Dawson City, Yukon, and on or lieforc 1 July 1970 make nn 
application to the National Energy Board (or a certificate 
• >f public convenience nnd necessity for such pipeline;

(h) to agree to provide enpneit in the main 18-inch dia­
meter pipeline from the point of connection of the Dempster 
lateral to such point or points on the 48-inch diameter system 
in Canada deemed necessary to effect delivery of Delta gas to 
southern Canadian markets, such capacity to he provided Ir,
1 January 1084 or Hitch later d a te  as deemed necessary by the 
g ove rnm en t; nnd



(c) to provide payment upon the request of the Govern­
ment of Canada of a sum of money which would be used by 
the government to pay for socio-economic indirect costs of the 
pipeline project north of the 60th parallel incurred during 
n period expiring two years after leave had been granted by 
the Board to open the pipeline. The Board recommended that 
the obligation be limited to $200 million.
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R E PO R T  TO TH E  P R E S ID E N T  ON EN V IRO N M EN TA L  
IM PACTS OF PRO PO SED  ALASKA  GAS TRA N SPO RTA ­
T ION  CORR IDORS B Y  TH E  COUNC IL  OF EN V IRO N M EN ­
TAL Q UA L ITY

S u m m a r y

BACKGROUND

Since the discovery of large oil nnd natural gas reserves in the P rud ­
hoe Ray fields in Alaska, several routes have Iteen proposed to trans­
port tins gas to the lower 48 states.

A North Slope/MacKenzie Valley corridor, sponsored by Alaskan 
Arctic Gas Company, would traverse Alnska's North Slope, cross into 
Cannda at the MacKenzie River Delta, and run south along the river 
and hence into the Midwest; a western leg would transport gas to the 
western states.

An Alnska LNG route proposed by the El Paso Alaska Company 
would follow the oil pipeline to a new terminal site on Prince William 
Sound where the gns would be liquefied and shipped by tanker to 
southern California.

The Fairbanks Alternative corridor sponsored by t h. Alcan Pipeline 
Company would pnrnllel the existing oil pipeline ns far as Fairbanks 
nnd then follow tho Alcan Highway through Canada. Some of the gas 
would be routed to the West Const via a western leg, and most would 
go through Alberta and Saskatchewan to U.S. markets in the Midwest 
and the East.

All three corridors were analyzed in the environmental impact 
statement process of the Department of the Interior and the Federal 
Power Commission.

Recognizing nn urgent national need for additional nnturnl pas 
supplies, the Congress enacted the Alnska Nnturnl Gas Transportation 
Act of 1076 to provide the means for a sound and expeditious decision 
by the President and the Congress on which, if any, transportation sys­
tem should lie built. To avoid the delays of possible litigation, the 
Act | rccludes judicial review of the environmental impact state­
ments required by the National Environmental Policy Act (NEPA).

Under Section 6(d) of the Alaska Gas Act, the Council on Environ­
mental Quality is directed to present to the President its views 011 the 
legal and factual sufficiency of the impact statements and on other 
environmental matters that we consider relevant. CEQ, is also directed 
to provide members of the public with an opportunity to present 
oral and written data, views, and nrgutnents on the iinpnc' statements. 
A total of four days of public hearings were held * Anchorage nnd 
Washington. D.C.. with written and oral testimony submitted by over 
70 persons and organizations representing a wide spectrum of interests. 
These hearings were extremely informative and helpful to the Council 
in reaching its conclusions.

(17.1)
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Sufficiency of the Environm ental Im pact Statements 
Becnuse of the magnitude of the competing proposals nnd the ab­

breviated schedule for decisionmaking under the Alnska Gus Act, the 
decision nt hand is to select a particular gas transportation route. It is 
the sufficiency of the environmental impact statements fo r this lim ited 
purpose thnt is considered here— not their sufficiency for determining 
precise alignments, facility locations, and other site-specific data.

A fter careful review of the impact statements nnd testimony sub­
mitted at our hearings, we have concluded th n t:

Although they In e shortcomings, the environmental impact state­
ments are legally and factually sufficient under the Xationnl Environ­
mental Policy Act for purposes of selecting the corridor and bnsic tech­
nology for a gns transportation system. Indeed, the XEPA process led 
directly to the development of the Fairbanks Alternative, the corridor 
that we b. Meve to bo environmentally preferable, as noted below.

Although the impact statements provide the information necessary 
to select a corridor and the basic technology for a gas transportation 
system, they lack the data required for specific decisions concerning 
route alignments, project designs, mitigation measures, and facility 
siting. XEPA requires a continuous review of environmental factors 
and alternatives ny agencies with authority over the approved gas 
transportation system. Environmental assessments, E IS  supplements, 
or new impnet statements may be required, depending upon the sig­
nificance of impacts and the degree to which they have already lieen 
treated. Major design, engineering, or other site-specific decisions that 
follow the selection of a corridor nnd technology must be considered 
in one of these types of XEPA analyses.
Environmental Im pacts o f A lternative Corridors 

The impnet statements and other public documents provide a 
wealth of information on the environmental impacts of each of the 
three corridors. Altogether, they permit a fair comparison of the sig­
nificant environmental impacts that we believe are most relevant to 
the decision 1m-fore the President and the Congress. We found that: 

The Xorth Slope/MacKenzie Valley corridor is the most environ­
mentally destructive of the three routes being considered. Intrusion 
into the wilderness stretching from the Canning River in Alnska to 
the MncKenzie Delta in Canada would be massively disruptive. We 
disagree strongly with the Federal Power Commission's conclusion 
that this corridor is environmentally acceptable.

This corridor would pass through parts of Alaska and Canada that 
are now hardly affected by industrial man’s influence: Of its 10ft miles 
in Alaska, lftft miles would cross the narrow coastal plain of the 8.0- 
million acre Arctic Xationnl Wildlife Knngc Established to preserve 
unique wildlife, wilderness, and recrentional values, the Ranre stands 
out at the last unspoiled area of its kind in the entire Northern 
Ileinisphi re.

The proposed Xorth Slope/MacKenzie Valiev pipeline would cut 
an east-west corridor across this unmarred landscape, requiring new 
port facilities, airstrips, helipads, gravel borrow areas and compres­
sor stations ns well. Although the land loss seems insubstantial when
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