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project could result. If producers are inclined to insist
on prices of $2.00 per mcf or higher, questions concerning
the saleability of the gas and the financeability of the
project will arise. Such price levels could result in an
additional $20 billion 1in consumer charges, as well as the
added costs of any delays 1in project construction.

This decision, therefore, calls for enactment of a
gas pricing approach similar to that contained in the
National Energy Plan. That approach also provides a mech—
anism for allocating the cost of more expensive supplies to
lower-priority users, vrather than the residential and
commercial users who have less capacity to convert to other
fuels. The gas pricing policies which are part of the
National Energy Plan are fair and equitable, and should

apply to both the production and sale of Alaska gas.



SECTION 7 - AGREEMENT BETWEEN THE UNITED STATES OF AMERICA
AND CANADA ON PRINCIPLES APPLICABLE TO A NORTHERN NATURAL
GAS PIPELINE

The Government of the United States of America and
the Government of Canada,

Desiring to advance the national economic and energy
interests and to maximize related industrial benefits of
each country, through the construction and operation of
a pipeline system to provide for the transf irtation of
natural gas from Alaska and from Northern Canada,

Hereby aqree to the following principles for the
construction and operation of such a syste.i:

1. Pipeline Route

The construction and operation of a pipeline for the
transmission of Alaska natural ga3 will be along the route
set forth 1in Annex |1, such pipeline being hereinafter referred
to as "the Pipeline™. All necessary action will be taken
to authorize the construction and operation of the Pipeline
in accordance with the principles set out in this Agreement.
2. Expeditious Construction; Timetable

a) Both Governments will take measures to ensure the
prompt issuance of all necessary permits, licenses, certi—

ficates, rights-of-way, leases and other authorizations



required for the expeditious construction and commencement
of operation of the Pipeline, with a view co commencing
construction according to the following timetable:
- Alaska - January 1,. 1980
- Yukon - main line pipe laying January 1, 1981
- Other construction in Canada to provide for
timely completion of the Pipeline to enable
initial operation by January 1, 1983.

b) All charges for such permits, licenses, certificates,
rights-of-way, leases and other authorizations will be just
and reasonable and apply to the Pipeline in the same non-
discriminatory manner as to any other similar pipeline.

c) Both Governments will take measures necessary to
facilitate the expeditious and eificient construction of
the Pipeline, consistent witl. the respective regulatory
requirements of each country.

3. Capacity of Pipeline and Avai "ability of Gas

a) The initial capacity of the Pipeline will be
sufficient to meet, when required, the contractual require—
ments of United States shippers and of Canadian shippers.
It is contemplated that this capacity will be 2.4 billion
cubic feet per day (bcfd) for Alaska gas and 1.2 bcfd for

northern Canadian gas. At such time as a lateral pipeline
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transmitting Northern Canadian gas, hereinafter referred
to as "the Dempster Line™, is to be connected to the Pipeline
or at any time additional pipeline capacity 1is needed to
meet the contractual requirements of United States or
Canadian shippers, the required authorizations will be
provided, subject to regulatory requirements, to expand
the capacity of the Pipeline in an efficient manner to
meet those contractual requirements.

b) The shippers on the Pipeline will, wupon
demonstration that an amount of Canadian gas equal on
a British Thermal Unit (BTU) replacement value basis will be
made available for contemporaneous export to the United
States, make available from Alaska gas transmitted through
the Pipeline, gas to meet the needs of remote users in the
Yukon and in thi provinces through which the Pipeline
passes. Such replacement gas will be treated as hydro—
carbons in transit for purposes of tne Agreement between
the Government of Canada and the Government of the United
States of America concerning Transit Pipelines, hereinafter
referred to as "the Transit Pipeline Treaty". The sh.ppers
on the Pipeline will not incur any cost for provision of
such Alaska gas except those capital costs arising from the

following provisions:
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i) the owner of the fipeline 1in the Yukon will
make arrangements to provide gas to the communities
of Beaver Creek, Burwash Landing, Destruction Bay,
Haines Junction, Whitehorse, Teslin, Upper Liard and
Watson Lake at a total cost to the owner of the
Pipeline not to exceed Canadian $2.5 million;

ii) the owner of the Pipeline in the Yukon will
make arrangements to provide gas to such other remote
communities in the Yukon as may request such gas
within a period of two years following commencement
of operation of the Pipeline at a cost to the owner
not to exceed the product of Canadian $2500 and the
number of customers 1in the communities, to a maximum

total cost of Canadian $2.5 million.

4. Financing
a) It is understood that the construction of the
Pipeline will be privately financed. Both Governr®nts

recognize that the companies owning the Pipeline in each
country will have to demonstrate to the satisfaction of

the United States or the Canadian Government, as applicable,
that protections against risks of non-completion and
interruption are on a basis acceptable to that Government
before proof of financing 1is established and construction

allowed to begin.



b) The two Governments recognize the importance of
constructing the Pipeline in a timely way and under effec—
tive cost controls. Therefore, the return on the equity
investment 1in the Pipeline will be based on a variable
rate of return for each company owning a segment of the
Pipeline, designed to provide incentives to avoid cost
overruns and to minimize costs consistent with sound
pipeline management. The base for the incentive program
used for establishing the appropriate rate of return will
be the capital costs used in measuring cost overruns as
set forth in Annex 1I1I.

c) It is understood that debt instruments issued in
connection with the financing of the Pipeline in Canada
will not contain any provision, epart from normal trust
indenture restrictions generall. applicable in the pipeline
industry, which would prohibit, 1limit or inhibit the
financing of the construction of the Dempster Line; nor
will the variable rate of return provisions referred to
in subparagraph (b) be continued to the detriment of
financing the Dempster Line.

5. Taxation and Provincial Undertakings

a) Both Governments reiterate their commitments as

set forth 1in the Transit Pipeline Treaty with respect to
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non-discriminatory taxation, and take note of th state —
ments 1issued by Governments of the Provinces of British
Columbia, Alberta and Saskatchewan, attached hereto as
Annex V, in which those Governments undertake to ensure
adherence to the provisions of the Transit Pipeline Treaty
with respect to non-intecference with throughput and to
non-discriminatory treatment with respect to taxes, fees
or other monetary charges on either the Pipeline or
throughput.

b) With respect to the Yukon Property Tax imposed
on or for the use of the Pipeline the following principles
apply:

i) The maximum level of the property tax, and
other direct taxes having an incidence exclusively,
or virtually exclusively, on the Pipeline, including
ta .os on gas used as compressor fuel, imposed by the
Government of the Yukon Territory or any public
authority therein on or for the use of the Pipeline,
herein referred to as "the Yukon Property Tax", will
not exceed $30 million Canadian per year adjusted
annually from 1983 by the Canadian Gross National
Product price deflator as determined by Statistics
Canada, hereinafter referred to as the GNP price

deflator.



i)

For the period beginning January 1, 1980,

and ending on December 31 of the year in which leave

to open

the Pipeline is granted by the appropriate

regulatory authority, the Yukon Property Tax will

not exceed the following:

1980- $5 million Canadian

1981- $10 million Canadian

1982- $20 million Canadian

Any subsequent year to which this provision

applies- $25 million Canadian,

iii)

The Yukon Property Tax formula described

in subparagraph (b)(1) will apply from January 1

after

the year in which leave to open the Pipeline

is granted by the appropriate regulatory authority

until

the date that 1is the earlier of the following,

hereinafter called the tax termination date:

year

A)
B)

iv)

December 31, 2008, or
December 31 of the year inwhich leave to open
the Dempster bine is granted by the appropriate
regulatory authority.

Subject to subparagraph (b) (iii), 1if for the

ending on December 31, 1987,the oercentage increase

of the aggregate per ccpita revenuederived from all
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property tax levied by any public authority 1in the Yukon
Territory (excluding the Yukon Property Tax) and grants
to municipalities and Local Improvement Districts from
the Government of the Yukon Territory as compared to
aggregate per capita revenue derived from such sources
for 1983 1is greater than the percentage increase for
1987 of the Yukcn Property Tax as compared to the Yukon
Property Tax for 1983, the maximum level of the Yukon
Property Tax for 1987 may be increased to equal the
amount it would have reached had it increased over

the period at the same rate as the aggregate per

capita revenue.

v) If for any year 1in the period commencing
January 1, 1988, and ending on the tax termination
date, the annual percentage increase of the aggregate
per capita revenue derived from all property tax
levied by any public authority in the Yukon Territory
(excluding the Yukon Property Tax) and grants to
municipalities and Local Improvement Districts from
the Government of the Yukon Territory as compared to the
aggregate per capita revenue derived from Buch sources
for the immediately preceding year exceeds the per—

centage 1increase for that year of the Yukon Property
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Tax as compared to the Yukon Property Tax for the
immediately preceding year, the maximum level of the
Yukon Property Tax for that year may be adjusted by
the percentage 1increase of the aggregate per capita
revenue 1in place of the percentage 1increase that
otherwise might apply,

Vi) The provisions of subparagraph (b)(i) will
apply to the value of the Pipeline for the capacities
contemplated 1in this Agreement. The Yukon Property
Tax will increase for the additional facilities
beyond the aforesaid contemplated capacity 1in direct
proportion to the 1increase 1in the gross asset value
of the Pipeline.

vii) In the event tut between the date of this
Agreement and January 1, 1983, the rate of the
Alaska property tax on pipelines, taking into account
the mill rate and the method of valuation, 1increases
by a percentage greater than the cumulative percentage
increase in the Canadian GNP deflator over the same
period, there may be an adjustment on January 1, 1983,
to the amount of &30 million Canadian described 1in
subparagraph (b) (i) of the Yukon Property Tax to

reflect this difference. In defining the Alaska



property tax for purposes of this Agreement, the
definition of the Yukon Property Tax will apply
mutatis mutandis.

viii) In the event that, for any year during the
period described in subparagraph (iii), the annual
rate of the Alaska property tax on or for the use of
the Pipeline in Alaska increases by a percentage over
that imposed for the immediate preceding year that 1is
greater than the increase in percentage of the Yukon
Property Tax for the year, as adjusted, from that
applied to the immediately preceding year, the Yukon
Property Tax mav be increased to reflect the percentage
increase of the Alaska property tax.

ix) It is understood that indirect socioeconomic
costs in the Yukon Territory will not be reflected in
the cost-of-service to the United State* shippers other
than through the Yukon Property Tax. It is further
understood that no public authority will require
creation of a special fund or funds 1in connection with
construction of the Pipeline 1in the Yukon, financed
in a manner which is reflected in the cost of service
to U.S. shippers, other than through the Yukon

Property Tax. However, should public authorities *



in the State of Alaska require creation of a special

fund or funds, financed by contributions not" fully

reimbursable, in connection with construction of the

Pipeline in Alaska, the Governments of Canada or

the Yukon Territory will have the right to take

similar action.

c) The Government of Canada will use its best
endeavors to ensure that the level of any property tax
imposed by the Government of the Northwest Territories
on or for the use of that part of the Dempster Line that
is within the Northwest Territories 1is reasonably compar—
able to the level of the property tax imposed by the
Government of the Yukon Territory on or for the use of
that part of the Dempster Line that is in the Yukon.

6. Tariffs and Cost Allocation

It is agreed that the following principles will apply

for purposes of cost allocation used 1in determining the

cost of service applicable to each shipper on the Pipeline

in Canada:
a) The Pipeline 1in Canada and the Dempster Line
be divided into zones as set forth .n Annex 1II. Bxcept

for fuel and except for Zone 11 (the Dawson-Whitehorse

portion of the Dempster Line), the cost of service to each

will
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shipper in each zone will be determined on the basis of
volumes as set forth 1in transportation contracts. The
volumes used to assign these costs will reflect the original
BTU content of Alaskan gas for U.S. shippers and Northern
Canadian gas for Canadian shippers, and will make allowance
for the change 1in heat content as the result of commingling.
Each shipper will provide volumes for line losses and line
pack 1in proportion to the contracted volumes tran ported 1in
the zone. Each shipper will provide fuel requirements 1in
relation to the volume of his gas being carried and to the

content of the gar as it affects fuel consumption.

b) It is understood that, to avoid increased
construction and operating costs for the transportation
of Alaskan gas, the Pipeline will follow a southern route
through the Yukon along the Alaska Highway rather than a
northern route through Dawson City and along the Klondike
Highway. 1In order to provide alternative benefits for the
transportation of Canadian gas to replace those benefits
that would have been provided by the northern route through
Dawson City, U.S. shippers will participate 1in the cost of
service in Zone 11. It is agreed that if cost overruns on
construction of the Pipeline 1in Canada do not exceed filed

costs set forth in Part D of Annex Ill by more than 35
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percent, U.S. shippers will pay the full cost of service 1in
Zone 11. U.S. shipper participation will decline if over—
runs on the Pipeline 1in Canada exceed 35 percent; however,

at "ehe minimum the U.S. shippers®™ share will be the greater

of either two-thirds of the cost of service or the proportion
of contracted Alaska gas inrelation tc all contractedgas
carried 1in the Pipeline. The proportion of the cost of

service borne by U.S. shippers in Zone 11 will be reduced
should overruns on the cost of construction 1in that Zone
exceed 35 pe ent after allowance for the benefits to U.S.
shippers derived from Pipeline construction cost savings
in other Zones. Notwithstanding the foregoing, at the
minimum, the U.S. shippers” share will be the greater

of either two-thirds of the cost of service or the
proportion of contracted Alaska gas 1in relation to all
contracted gas carried 1in the Pipeline. Details of this
allocation of cost-of-service are set out in Annex IIIl.

c) Notwithstanding the principles 1in subparagraphs
and (b), in the event that the total volume of gas offered
for shipment exceeds the efficient capacity of the Pipeline,
the method of cost allocation for the cost of service for
shipments of Alaskan ga3 (minimum entitlement 2.4 bcfd) or

Northern Canadian gas (minimum entitlement 1.2 bcfd) 1in

uo*iai» o = ff - t

(@)



excess of the efficient capacity of the Pipeline vill be
subject to review and subsequent agreement by both
Governments; provided however that shippers of either country
may transport additional volumes without such review and
agreement, but subject to appropriate regulatory approval, if
such transportation does not lead to a higher cost of service
or share of Pipeline fuel requirements attributable to
shippers of the other country.

d) It is agreed that Zone 11 costs of service
allocated to U.S. shippers will not include costs addit—
ional to those attributable to a pipe size of 42 inches.

It is understood that 1in Zones 10 and 11 the Dempster Line
will be of the same gauge and diameter and similar 1in other
respects, subject to differences in terrain. Zone 11 costs
will ‘include only facilities installed at the date of 1issuance
of the leave to open order, or that are added within three
years there £ter.

7. Supply of Goods and Services

a) Having regard to the objectives of this Agreement,

each Government wrll endeavor to ensure that tne supply of
goods and services to the Pipeline project will be on
generally competitive terms. Elements to be taken into
account in weighing competitiveness will include price,

reliability, servicing capacity and delivery schedules.



b) It is understood that through the coordination
procedures in Paragraph 8 below, either Government may
institute consultations with the other in particular ca3es
where it may appear that the objectives of subparagraph
(a) are not being met. Remedies to be considered would
include the renegotiation of contracts or the retnening
of bids.

8. Coordination and Consultation

Each Government will designate a senior official
for the purpose of carrying on periodic consultations
on the implementation of tnesc principles relating to
the construction and operation of the Pipeline. The
designated senior officials may, 1in turn, designate
additional representatives to carry out such consulta—
tions, which representatives, individually or as a group,
may wake recommendations with respect to particular
disputes or other matters, and may tako such ather
action as may be mutually agreed, for the purpose of
facilitating the construction and operation of the
Pipell ree.
9. Revulatory Authorities! Consultation

The respective regulatory authorities of the two

Governments will consult from time to time on relevant



matters arising under this Agreement, particularly on the
matters referred to in paragraphs 4, 5 and 6, relating to
tariffs for the transportation of gas through the Pipeline.
10. Technical Study Group on Pipe
a) The Governments will establish a technical study group
for the |Jurpose of testing and evaluating 54-inch 1120 pounds
per square inch (psi), 48-inch 1260 psi, and 48-inch 1680
psi pipe or any other combination of pressure and diameter
which would achieve safety, reliability and economic effic-
iency for operation of the Pipeline. It is understood that
the decision relating to pipeline specifications remains
the responsibility of the appropriate regulatory authorities.
b) It is agreed that the etficient pipe for the
volumes contemplated (Including reasonable provision for
expansion), subject to appropriate regulatory authoriza-—
tion <ill be installed from the point of interconnection
of the Pipeline with the Dempster bine near Whitehorse to
the point near Caro.rne, Alberta, where the Pipeline
bifurcates into a western and an eastern leg.

11. Direct Charges by Public Authorities

a) Consultation will take place at the request of

either Government to consider direct charges by public



authorities imposed on the Pipeline where there 1is an
element of doubt as to whether such charges should be
included 1in the cost of service.

b) It is understood that the direct charges 1imposed
public authorities requiring approval by the appro riate
regulatory authority for inclusion in the cost of service
will be subject to all of the tests required by the appro—
priate legislation and will include only

i) those charges tnat are considered by the
regulatory authority to be just and reasonable on

the basis of accepted regulatory practice, and

il) those charges of a nature that would
normally be paid by a natural gas pipeline 1in

Canada, examples of such charges are listed in

Annex 1V.

12. Other Costs

It is understood that there will be no charges on the
Pipeline ..aving an effect on the cost of service other
than those:

i) imposed by a public authority as contemplated
in this Agreemont or 1in accordance with the

Transit Pipeline Treaty, or

by



practice.

13. Compliance with Terms and Conditions

The principles applicabi®™ directly to the construction,
operation and expansion of the Pipeline will be implemented
through the imposition by the two Governments of appropriate
terms and conditions in the g.ant"ng of required authoriza-—
tions. In the event of subsequent non-fulfillment of such
a term or condition by an owner of the Pipeline, or by any
other private person, the two Governments will not have
responsibility therefor, but will take such appropriate
action as is required to cause the owner to remedy or
mitigate the consequences of such non-fulfillment.
14. Legislation

The two Governments recognize thal legislation will
be required to implement the provisions of this Agreement.
In this regard, they will expeditiously seek all required
legislative authority so as to facilitate the timely and
efficient construction of ic Pipeline and to remove any

delays or 1impediments thereto.



15. Entry Into Force

This Agreement will become effective upon signature
and shall remain in force for a period of 35 years and
thereafter until terminated upon 12 months®™ notice given in
writing by one Government to the other, provided that those
provisions of the Agreement requiring legislative action
will become effective upon excnange of notification that

such legislative action has been completed.



IN WITNESS WHEREOF the undersigned representatives,
duly authorized by their respective Governments, have
signed this Agreement.

DONE in duplicate at Ottawa 1in the English and French
languages, both versions being equally authentic, this

day of 1977

For the Government For the Government
of the United States: of Canada:



In Alaska:

The Pipeline constructed in Alaska by Alcan will
commence at the discharge side of the Prudhoe Bay Fijld gas
plant facilities. It will parallel the Alyeska oil pipeline
southward on the North SI; of Alaska, cross the Brooks
Range through the Atigun Pass, and continue on to Delta
Junction.

At Delta Junction, the Pipeline will diverge from
the Alyeska oil pipeline and follow the Alaska Highway and
Haines oil products pipeline passing near the towns of
Tanacros3, Tok, and Northw."y Junction in Alaska. The Alcan
facilities will connect with ti.~ proposed new facilities of
Foothills Pipe Lines (South Yukon) i*-d. at the Alaska-Yukon

border.

In Canada;

In Canada the Pipeline will commence at the Boundary
of the State of Alaska, and the Yukon Territory in the
vicin.ty of the towns of Border City, Alaska and Boundary,
Yukon. The following describes the general routing of he
Pipeline In Canada:

From the Alaska-Yukon border, the Foothills Pipe Liner
(South Yukon) Ltd. portion of the Pipeline will proceed 1in

a southerly dirt -tion generally along the Alaska Highway to
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a point near Whitehorse, Yukon, and thence to a point on
the Yukon-British Columbia border near Watson Lake, Yukoi,
where i" will join with the Foothills Pipe Lines (North B.C.)
Ltd. portion of the Pipeline.

The Foothills Pipe Lines (North B.C.) Ltd. portion of
the Pipeline will extend from Watson Lake in a southeasterly
direction across the north eastern part of the Province of
British Columbia co a point on the boundary between the
Provinces of British Columbia and Alberta near Boundary Lake
where it will interconnect with the Foothills Pipe Lines
(Alta.) Ltd. portion of the Pipeline.

The roothills Pipe Lines (Alta.) Ltd. portion of
the Pipeline will extend from a point on the British Colurabia-
Alberta boundary near Boundary Lake 1in a southeasterly direction
to Gold Creek and thence parallel to the existing right-of-way
of the Alberta Gas Trunk Line Company Limited to James River
near Caroline.

rtom James River a "western leg” will proceed 1in a
southerly direction, generally following the existing right-
of-way of the Alberta Gas Trunk Line Company Limited to a

point on the Alberta-British Columbia boundary near Coleman

in the Crow"s Nest Pass area. At or near Coleman the Foothills

Pipe Lines (Alta. Ltd. portion of the Pipeline will

Interconnect with the Foothills Pipe Lines (South B.C.) Ltd.
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ANNEX 1

The Footn"lls Pipe Lines (South B.C.) Ltd. portion of

the Pipeline will extend from a point on the Alberta-British

Columbia boundary near Coleman in a southwesterly direction

across British Columbia generally parallel to the existing

pipeline facilities of Alberta N tural Gas Company Ltd. to a
* point on the International Boundary Line between Canada

and the United States of America at or near Kingsgate in

the Province of British Columbia where it will inter—

connect with the facilities of Pacific Gas Transmission

Company.

Also, from James River, an "eastern leg"” will proceed
in a southeasterly direction to a point on the Alberta-
Saskatchewan boundary near Empress Alberta where it will
interconnect with the Foothills Pipe Lines (Sask.) Ltd.
portion of the Pipeline. The Foothills Pipe Lines (Sask.)
Ltd. portion of the Pipeline will extend in a southeasterly
direction across Saskatchewan to a point on the Inter-
national Boundary Line between Canada and the United States
of America at. or near Monchy, Saskatchewan where it will

interconnect with the facilitiei of Northern Border Pipeline

Company .



Zones

Zone 1

Zone 2

Zone 3

Zone 4

Zone 5

Zone T

ANNEX 11

for the Pipeline and the Dempster Line in Canada

Foothills Pipe Lines (South Yukon) Ltd.
Alaska Boundary to point of interconnection with

the Dempster Line at or near Whitehorse.

Foothills Pipe Lines (South Yukon) Ltd.

Whitehorse to Watson Lake.

Foothills Pipe Lines (North B.C.) Ltd.
Watson Lake to point of interconnection with

Westcoast®"s main pipeline near Fort Nelson.

Foothills Pipe Lines (North B.C.) Ltd.
Point of interconnection with Westcoast®"s main
pipeline near Port Nelson to the Alberta-B.C.

be *Ger .

Foothills Pipe Lines (Alta.) Ltd.
Albe* a-U.r". border to point of bifurcation near

Caroline, te/ta.

Foothills Pipe Lines (Alta.) Lto.
Caroline, Alta, to A! ~rta-Saskatcnew ,n border

near Empress.
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ANNEX IX

Zone 7 Foothills Pipe Lines (Alta.) Ltd.

Caroline to Alberta-B.C. border near Coleman.

Zone 8 Foothills Pipe bines (South B.C.) Ltd.
Alberta-B.C. border near Coleman to B.C.-U.S.

border near Kingsgate.

Zone 9 Foothills Pipe Lines (Sask.) Ltd.
A Merta-Saskatchewan border near Empress to

skatchewan-U.S. border near Monchy.

Zone 1 Foothills Pipe Lines (North Yukon) Ltd.
Mackenzie Delta Gas fields in the Mackenzie
Delta, N.W.T., to a point near the junction of
the Klondike and Dempster highways just west

of Dawson, Vukon Territory.

Zone 1 Foothills Pipe bines (South Yukon) Ltd.
N point near the junction of the Klondike and
Dempster highways near Dawuon to the connecting

point wlch the Pipeline at or near Whitehorse.
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ANNEX 111

Cost Allocation in Zone 11

The cost of service in Zone 11 shall be allor.ied to
United States shippers on the following basis:
i) Thert will be calculated, in accordance with

(iii) below, a percentage for Zones 1 -9 in
total by dividing the actual capital costs by
the filed capital costs and multiplying by
100. If actual capital costs are equal to or
less than 135% of filed capital costs, then
United States shippers will pay 100% of the
cost of service in Zone 11. If actual
capital costs in Zones 1 -9 are between 135%
and 145% of filod capital costs, then the
percentage paid by United States shippers
will be adjusted between 100% aid 66 2/3% on
a straight-line basis, except that in no case
will the portion of cost of service paid by
United States shippers be less than the pro-—
portion of the contracted volumes of Alaskan gas
at the Alaska-yukon border to the same volume of
Alaskan gas plus the contracted volume of

Northern Canadian gas. If the actual capital
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costs are equal to or exceed 145% of filed

capital costs, the portion of the cost of

service paid by United States shippers will

be not leas than 66 2/3% or the proportion as

calculated above, whichever is the greater.

There will be calculated a percentage for the

cost-overrun on tue Dawson to Whitehorse

lateral (Zone 11). After determining the
dollar value of the overrun, there will be
deducted from it!

(a) the dollar amount by which actual capital
costs in zones 1,7,B and 9 (carrying U.S.
gas only) are less than 135% of filed
cap 1 costs referred to in (iii) oelow;

(b) in each of Zones 2, 3, 4, 5 and 6 the
dollar amount by which actual capital
costs are less than 135% of filed capital
costs referred to in (iii) below
multiplied by the proportion that the
U.S. contracted volume bears to the

total contracted volumo in that zone.
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If the actual capital costs 1in Zone 11, after
making this adjustment, are equal to or less
than 1354 of filed capital costs, then no
adjustment 1is required to the percentage of
tne cost of service paid by United States
shippers as calculated 1in (i) above. If,
however, after making this adjustment, the
actual capital cost 1in Zone 11 is greater
than 135* of the filed capital cost, then the
proportion of the cost of service paid by
United States shippers will be a fraction
(not exceeding 1) of ;he percentage of the
cost of service calculated in (i) above,
where the numerator of the raction 1is 135*
of the fil"d capital cost and the denominator
ol the fraction is actual capital coat less
the adjustments from (a) and (b) above.
Notwithstanding the adjustments outlined
above, in no case will the percentage of the

actual cost of service borne by United States
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shippers be less than the greater of 66 2/3%

or the proportion of the contracted volumes

of Alaskan gas at the Alaska-Yukon border to the

same volume of Alaskan gas plus the contracted

volume of Northern Canadian gas.

1ii) The "filed capital cost"” to be applied to

determine cost overruns for the purpose of

cost allocation in (i) and (ii) above will be;
"Filed Capital Coft=“

Estimates for the
Pipeline 1in Canada

- (millions of Canadian
The Pipeline in Canada (Zones 1 - 9)- dollars)
48" - 1260 Ib. pressure pipeline - 3,073
or 48" - 1680 Ib. pressure pipeline - 4,418
or 54" - 1120 lh. pressure pipeline - 4,234

1/ These filed capital costs include and are based upon (a)
a 1260 psi, 48-inch 1line from the Alaska-Yukon border
to the point of possible interconnection near Whitehorse;
(h) a 1760 psi, 48-inch; or 1680 psi, sS-inch; or 1120
psi 54-inch line from the point of possible inter—
connection near Whitehorse to Caroline Junction; (c)
a 42-inch line from Caroline Junction to t e Canada-U.S.
border near Morchy, Saskatchewan; and (1) , 36-inch
line from Caroline Junction to the Canado-j.S. border
near Kingsgate, British Columbia. Thj>se costs are
escalated for a date of commencement of operations of
January 1, 1983.



Zone 11 of the Dempster Line-

30" - Section of Demp“"ter line
from Whitehorse to Dawson

or 36" - Section of Dempster line
from Whitehorse to Dawson

or 42" - Section of Dempster line
from Whitehorse to Dawson

Details for Zones 1 -9 are shown in the

2/ The costs are escalated for a date of
operations of January 1, 1905.

Filed Capital Cost™
,t.timates for the
Pipeline in Canada
(millions of Canadian
dollars)
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following table:

commencement of
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Filed Co.i:al Costs for the Pipeline in Canada

1P 48" 547>
1C80 psi 1120 psi
5 n.illion $ million $ million
Zone (Canadian) (Canadian) (Canadian)
1 707 707 70/
2 721 b64 805
3 738 650 303
4 380 488 456
5 677 859 813
6 236 236 236
7 126 126 126
8 83 83 83
* 9 205 205 205
Total 3,873 4,418 4,234
Zones
1-9

The last compression stat on in Zone 9 includes facilitie
to provide compression up to 1440 psi.
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It is recognized that the above are estimates of
capital costs. They do not include working capital
property taxes or the provision for road maintenance in
the Yukon Territory (not to exceed 530 million Canadian).

If at the .time construction 1is «uthorized, both
Governments have agreed to a starting date for the opera-—
tion of the Pipeline different from January 1, 1933, then
the capital cost estimates shall be adjusted for the
difference 1in time using the GNP price deflator fronm
January 1, 1983. Similarly at the time construction is
authorized for the Dempster bine, 1if the starting date for
the operation agreed to by the Canadian Government is
different from January 1, 1985, then the capital cost
estimate shall be adjusted for the difference 1in timing
using the GNP price deflator from January 1, 1985. The
diameter of the pipeline in Zone 11, for purposes of cost
allocation, may be 30", 16" or 42", so long as the same
diameter pipe is used from the Delta to Dawson (Zone 10).

The actual capital coat, for purposes of this Annex
will oe the booked cost as of the date "leave to open" 1is
granted plus amounts still outstanding to be accrued on a

basis to be 1ipproved by the National Energy Board. Actual
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ANNEX ill

capital costs will exclude working capital, property taxes,
and direct charges for road :..aintenance of up to S3U miilioi
Canadian in the Yukon Territory as specifica ly provided
herein.

For purposes cf this Annex above, actual capital
costs will exclude the effect of increases in cost or
delays caused by actions attributable to the J.S. shippers,
related U.S. pipeline companies, Alaskan producers, the
Prudhoe day deliverability or gas conditioning ; lant
construction and the United States or State Governments.
If the appropriate regulatory bodies of the two countries
are unable to agree upon the amount of such costs to ae
excluded, the determinaiion shall he made in accordance
with the procedures set forth in Article IX of the Transit
Pipeline Treaty.

The filed capital costs of facilities m Zones 7 and
K will be included 1in calculations pursuant to this Annex
only to the “Xlent that such facilities are constructed

to meet the regui foments of U.S. shipper...



Direct Charges by Public Autnorliies

*1. Crossing damages (roads, railroad crossings, etc.; this itenm

is usually covered 1in the crossing permit).

*2. Road damages caused by exceeding design load
.o
|-"-nits.
*3. Required bridge reinforcements caused by exceeding

design load limits.

4. Airfield and airstrip ropa“rs.
5. Drainage maintenance.

6. Erosion control.

7. Borrow pit reclamat. an.

B. Powerline damage.

9. Legal liabilityfor fire damage.

10. Utility system repair (wc=® , sewer, etc.)

11. Camp waste disposal.

12. Camp site reclamation.

11. Other items specified in enviromental stipulations.
14. Costs of surveillance and related studies as required

by regulatory bodies or applicable laws.

* In the case of these items and all other road related
charges by public authorities, total charges in the Yukon
Territory shall not exceed Canadian $10 million.



Bricish Columbia Statement

The Government of the Province of British Columbia
agrees 1in principle to the provisions contained 1in the
Canada-United States Pipeline Treaty of January 28, 1977,
and furthermore British Columbia 1is prepared to cooperate
with the Federal Government to ensure that the provisions
of the Canada-United States Treaty, with respect to non-—
interference of throughput and non-discriminatory treatment
with respect to taxes, fees or other monetary charges on
either the pipeline or throughput, are adhered to. Specific
details of this undertaking will be the subject of a
Federal-Provincial Agreement to be negotiated at as early
a date as possible. Such Agreements should guarantee
that British Columbia®s position cxprersed 1in itB telegranm

of August 11 1is protected.



Alberta Statement

The Government of the Province of Alberta agrees in
principle to the provisions contained 1in the Canada-United
States Pipeline Treaty of January 2b, 1977, and further—
more, Alberta 1is prepared to cooperate with the Federal
Government to ensure that the provisions of the Canada-
United States Treaty, with respect to non-interference of
throughput and non-discriminatory treatment with respect
to taxes, fees, or oth < monetary chargi . on cither the
Pipeline or thoughput, are adhered to. Specific details of
this undertaking will be the subject ot a Federal-Provincial
Agreement to be negotiated when the Canada-United States

protocol or understanding has been finalized.
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ANNEX V

Saskatchewan Statement

Tht. Government of Saskatchewan is willing to cooperate
with the Government of Canada to facilitate construction of
the Alcan Pipeline through southwestern Saskatchewan and,
to that end, the Government of Saskatchewan expresses its
concurrence with the principles elaborated in the Transit
Pipeline Agreement signed between Canada and the United
States on January 28, 1977. In so doing, it intends not to
take any discriminatory action towards such pipelini3 in
respect of throughput, reporting requirements, and environ-—
mental protection, pipeline safety, taxes, fees or monetary
charges that it would not take against ary similai pipeline
passing through 1its jurisdiction. Further details relating
to Canada-Saskatchewan relations regarding the Alcan
Pipoline will be the subject of Federal-Provincial agree—
ments to be negotiated after a Canada-United States

undetstanding has been finalized.



FPC LETTER TO THE PRESIDENT

| P C
“Wilisnington, 5 &7 M3y T 1977,

The President,

The White House,

Washington, D.C.
qearrvrr President: Enclosed is ereco mfe datro d(ftnwe Fed-

%ra Power Commissjon gprsu tto ection the Bural
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timely and accegtatﬂeea reements rtg the Canadran Government to
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ct

Ine aJa er system can be bui
ous nited States at an economica prrce andt Paso pro

II (ne aebsence of agr enl)n with th Canadiun Government, a
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Sincerely yours. _
RichAin L. D unhéﬁra,irman

lames G. W att.
Viee Chairman.
Don S. Smith,
. Commissioner.
John Il. Hoixoman IlI,
Comtnissio. jr.



FPC NEWS RELEASE NO. 23113
Federal Power Commission,
Washington, D.C., May 2,1977.

FPC Recommends Overland Route for Transportation of
Alaskan Natural Gas
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FPC NEWS RELEASE NO. 23112

[No. 23112 (accompanies FPC Release No. 23118)]

Fedebal Poweb Commission,
Wathington, D.C., May 2, 7977.

Alaskan Natural Gas Fact Sheet
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Alcan Pipeline Company (Alcan IT proposal) and Northwest Pipe-
line Corporation, along with several Canadian companies (Foothills
Pipe Lines Ltd., Westcoast Transmission Company Limited. Alberta
Gas Trunk Line Limited), propose construction of about 3,900 miles
of new pipeline and 900 miles of looped pipeline. A 48-inch pipeline
would piclv up Prudhoe Bay reservns i.nd follow the Alyeska oil route
ns far as Delta Junction, Alnska, and from there would run parallel
to the Alcan Highwny partway to the James River Junction in Al-
IXTtn. From James River, gas destined for eastern U.S. markets would

€ transported through a 42-inch pipeline to Monchy, Saskatchewan,
and gas destined for the western United States would be transported
through a 36-inch pipeline to Kingsgate, British Columbia. Alcnn
plnns to use the same lower U.S. facilities as those proposed by Arctic
Gns. The project would cost nn estimated $0.76 billion (in 1975 dollars)
nnd would deliver nt least 2.2 billion 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 of
looped pipeline. The pipeline, ranging in diameter from 30 to 48
inches, would pick up Prudhoe Bay reserves nnd follow the Alyeska
oil pipeline row e as far ns Delta Junction, Alaska, nnd from there
would parallel the Alcan Highway to a connection with Cnnndinn
pipelines in British Columbia and Alberta, 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. This system would deliver
npproximntely 2.0 billion cubic feet perday nnd would deliver gns both
into the Pacific Northwest nnd across a route similar to the Artie Gas
project extending from northenstern Montnnn into lllinois. The pro-
posed project will cost nn estimated $0.28 billion (ns fled).

In connection with I*oth the original nnd revised Alcnn proposals,
nn nssocinted, nithough independent project. Maple Lenf, is proposed
to deliver Canadian reserves from the Mackenzie Delta to Southern
Canadian markets.

cnnoNoiooy

March 21. 1974— Alnsknn Arctic Gns Pipeline Company application
filed.

September 24. 1974—F1 Paso Alaska Company npplicntii ' filed.

January 23, 1975—FPC order consolidating both applications (in
Docket No. CP75-90,et al!.).

April 7.1975—Hearings began lieforo FPC Administrative Law Judge
Nnhum Lift.

Novemlier 21, 1975—FP C stnfT Drnft Environmental Impact State
ment issued.

April 7. 1970—Final Environmental Tmpnct Statement issued.

July 9. 1970— Alcnn Pipeline Compnny nnd Northwest Corporation
application filed.

September 1970 Supplemental Finnl Environmental Impnct State-
ment issued.

November 12. 1970- -Hearings concluded. (There were n total of 253
days of hearings resulting in 44.458 pages of transcript together
with numerous exhibits.)



December 7, 1976—Final Position Brief of the Commission Staff
issued.

December 14,1976—FP C issued Order No. 558 prescribing procedures
Sursuant to the Alnska Natural Gas Transportation Act of 1976.

ruary 1, 1977—Initial decision issued by Judge Litt, recommend-
ing approval of Alaskan Arctic Gas Pipeline Company project.

March 1, 1977—Briefs on exceptions to the Judge’'s decision filed by
FP C staff and parties in the proceeding.

March 8, 1977—Alcan Pipeline Company filed amended application.

March 22, 1977—Supplemental information filed by parties to the
proceeding.

April 4-8, 1977—Oral nrgument held before Federal Power
Commission.

April 8. 1977—FP C staff report on Alcan revised proposal and other
supplemental information filed.

May 2. 1977—The Federal Power Commission made lis recommenda-
tion to the President.

September 1. 1977—The President to make his recommendation to
Congress. He ma;, postpone his decision until up to December 1, at
his discretion.

Sixty days after the President’s recommendation, Congress may enact
a joint resolution. The Alaskan Naturnl Gas Transportation Act of
1976 (in section 8) provides dates for further executive and legisla-
tive review, if necessary.

Maps of the proFosed Alaskan natural gas trnnsportntion systems

accompany this fact sheet.












REPORT OF THE ATTORNEY GENERAL TO THE PRESIDENT
Jelt 1977

This Report is submitted to the President pursuant to Section 6 of
the Alaska Natural Gas Transportation Act of 1976. Section 6 of the
Act directs that nnv Federal oflicer or agency may submit written com-
ments to the President with respect to the recommendation and report
of the Federal Power Commission and alternative methods for trans-
portation of Alaska natural gas for delivery to the contiguous states.1
This Report is principally concerned with item (6)—the impact upon
competition of the respective proposed transportation systems.

The Department of Justice has done an extensive analysis of this
subject in the Report of the Attorney General submitted to the Con-
gress pursuant to Section 19 of the Act. Rather than repent what al-
ready lias been said therein, we are appending a copy of our Report to
Congress. We believe that the contents of that Report fully set forth
the antitrust implications of the various proposed projects.

The remainder of this Report will summarize briefly the areas of
agreement or disagreement with the Federal Power Commission's com-
petitive analysis in its Recommendation to the President. Also, in ac-
cordance with Section 6(c) we discuss the question of waiver of law.

[. IMKACT ON COMPETITION! SUMMARY OK ReCOMMENIWTIONK OF THE
Federal Powkh Commission ano the Department of Justice

The Federnl Power Commission concludes generally that the certi-
fication of any one of the proposed systems will not have a signilicant
impact upon competition among pipelines. The Department has
reached the same overall conclusion.

The Commission has encouraged the participation of 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, hv producers of significant
amounts of natural gas, or their subsidiaries or affiliates, should be
prohibited. The license to lie issued to the selected system should con-
tain a condition wl. h prevents participation in any manner by such
gas producers.

The Federal Power Commission has stated that it is strongly in
favor of widespread distribution of Alaskan natural gas in order to
limit reliance on Alaskan gas, to create incentives for participation

displacement arrangements and to provide easier privnte financing,

Department has stated that if, because of continued wellhead price
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regulation, market forces are not permitted to operate to allocate gas
in the most efficient manner, then the possibility N eegulntory alloca-
tion mechanism should be examined if widespread distribution of
Alaskan natural gas is believed to be in the national interest.

The Commission is of the view that Section 13(a) imposes common
carrier obligations upon the selected transportation system. The Com-
mission indicates that this is a procompetitive result but may impact
adversely upon the ability of the system to secure private financing.
The Department disagrees. Section 13(a) of the Act provides for equal
access to the gas transportation system based upon ownership or lack
thereof. But it is unclear whether this provision was intended to create
common carrier status for the transportation system. It is our view that
common carrier status for all facilities constructed or utilized is an
integral part of the system carrying gas to the lower 48 states is de-
sirable and Section 13(&1) should Ik* clarified to unninhigumuly create
such status. Additionally, we do not view Section 13(a) to I>ean im-
pediment to private financing. Moreover, to ensure the equal access
provided for by Section 13(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 avail-
able in excess of pipeline capacity.

The Federal Power Commission approves of displacement arrange-
ments as the most effi ent mechanism for distribution of the Alaskan
gas. The Commission, however, is fearful that such arrangements
could create the potential fori Ilusive market conduct. 1'hus the Com-
mission would permit only those practices which arc indispensable
to the successful operation of the displacement procedure. The Depart-
ment agrees that the efforts to work out displacement schemes may
produce collusive behavior. We have recommended that if a system
requiring displacement of gas is authorized, Government agencies
should monitor anv meetings of the transmission companies concern-
ing reallocation. The plans for the meetings and the displacement pro-
grams resulting front the meetings should I>e subject to scrutiny and
approval by Government agencies. . .

The Commission Indicates that as n result of the implementation of
an all-events, cost-of-serv ce ﬁ]rn‘ the roducers may Ee able to exer-
cise market power overt ers 1f the producers know whatever
prlce theK charge will be asse on to the consumer The Department,

}he ot erhand IS concerned that the proPosg ?I eline capacltles be
evaluated carefu I?/ |!]nce the poter&thh QB n.of an all events
eost-of-service tariff has diminished the incentives of 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 of the noneompctitive nature
of this process is the existence of side arrangements. The ('ommission
has concluded that in the absence of full Hedged price competition, the
producers have used side arrangements as a means of favoring com-
panies which can provide other benefits. The use of a widespread dis-
tribution scheme may reduce the likelihood of such restrictive side ar-
rangements. The Department's view is somewhat different. To minimize
the distortion of ( omm s mui regulation from side arrangements for
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various forms of compensation collateral to sales contracts for Alaskan
gas, such arrangements should be disclosed and subjected to Commis-
sion scrutiny. As long as there is wellhead price regulation, the Com-
mission, or its successor agency, should examine carefully each Alaskan
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 further that the Commission
should assess the impact of such arrangements in various producing
fields because of the widespread existence of “favored-nation 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 with such clauses.

In summary, while the Department agrees with the Commission’s
overall conclusion that certification of any of the proposed trans-
portation systems will not have any significant impact upon competi-
tion, we have indicated our dilForences with other conclusions. We
urge the President to consider onJi of these matters carefully and to
append to any license the conditions we have suggest* 1in our Con-
gressional Report and which have been reiterated in this Report.

[1. W aiveks of L aw

Section 6(c) of the Act 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 initial 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. It is the Department’s view that no
action must lie taken by the Attorney General under section 0(a) of
the Act—action which is necessary or related to the construction and
initial operation of the approved transportation system. Furthermore,
it is the Department’s view that none of the antitrust laws should be
waived by the President,

Section 14 of the Act states:

NoHiInc In tile Act, mu! no action taken hereun(%er, shall Irm) or clTeet an
amendment to, or exemption from any provision <f the nntltrtmt law.

It is plain from this provision that Congress did not mean for the
antitrust laws to lie waived in any manner and intended that, they re-
main in full force nndeffect.

Many of the competitive effect' indicated in the accompanying Re-
port are prospective in nature. Thus, their full impact, may not lie
Icnown until the transportation system is built nnd operating. In light,
of 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 full panoply of the antitrust, laws nnd tneir
possible enforcement should any violations of these Jaws appear in the
future.

IIl. Conclusion

I conclude that. antitrust considerations do not. militate ngainst
Relection of nny of the three proposed projects as the transportation
system for moving Alaskan natural gas to the lower 48 states; nor do

0L Jill 77 a



competitive considerations point to selection of one of the three proj-
ects m preference of the other two. The problems we have identified in
this Report and our Report to Congress may impact on any selected
project and, therefore, do not make one project seem moredesirable
than the others.

We 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 this Re-
port and are summarized in the Conclusion of the appended Report.

Respectfully submitted.
Peter F. Flahertv,

Deputy Attorney General.



REPORT OF THE ATTORNEY GENERAL TO CONGRESS
(July 1977)

E xecutive Summary

This report is submitted to Congress in compliance with Section 19
of tlie Alaska Natural Gas Transportation Act of 197(1. That provision
requires the Attorney General to conduct a thorough studv of the anti-
trust issues and problems relating to the production ami transporta-
tion of Alaskan natural gas. . . .

. Based on our anal¥]sls of all mformatloq, currentlY] available, w?
find that antitrust considerations do not militate against selection o
any of th? three proLPo?ed projects as the transportatlgn system. for
movlng Alaskan natura an tothe " over 43 states: nor.do ¢ _mpetltlve
considerations point to selection of one of the t ,re,eJJrOJects In‘prefer-
ence to the other two. Although we have identified séveral potential
antitrust problem areas associated wijth the ro&ects, these #'roblems
ma |mEact on ang g,rogect hhat Is Selected and thus do not make one
pro{ect eem more desirable than the others.

This report has identified several potential competitive problem
areas, which can be addressed through: (1) the imposition of
lions upon the license issued to whichever project is chosen: (e,
enactment, of legislation; and (Il) collateral action bv the Fedoi...
Power (‘fommission. or its successor agency. Since some of the identi-
fied problems are not directly associated with the transportation of
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.

The report first piovides a general introduction to the three pro-
posed projects, the methods of transportation and routes proposed and
the participants in each proposed project. There are two overland
pipeline projects proposed by Alcan mid Arctic Gas. and a combina-
tion pipeline and liquified natural gas tanker system proposed by E |
Paso.

(1) The Alcan route follows the Alaska oil pipeline route to Fair-
banks nnd then follows the Alcan Highway through fiuoidn. Alcan
has proposed two difTcrcut sized pipelines. Originally Alcan proposed
a f2-inch pipeline but more recently has proposed a IS inch pipeline
similar to that of '.reliefins,

(*2) The Arctic Gas route proceeds east from the North Slope to
the Mackenzie Delta of Canada, where it is expected additional gas
reserves will Is* developed. The route then proceeds south through
Canada to the Coiled States border.

(9) The EI Paso project calls fora pipeline to follow the Alaska oil
pipeline fo Point Gruvinn on Prince William Sound. There the gas
would Ih«converted to liquid natural gas nnd Hhip|>ed by tanker fo the
const of ('nlifornin.

(l(KM



(a) Arctic Gas.—
Alaska Arctic Gas Pipeline Company
Canadian Arctic Gas Pipeline Company, Ltd.
Alberta Natural Gas Company, Ltd.
Northern Border Pipeline Company
Pacific Gas Transmission Company
Pacific Gas and Electric Company
The first two above are shell companies, formed to construct and

operate the pipeline in Alaska and Canada. Owners of the two
companies are:

American Menders:
Columbia Gas Transmission Corporation
Michigan Wisconsin Pipe Line Company
Natural Gas Pipe Line Company of America
Northern Natural Gas Company
Pacific Gas &Electric Company
Pacific Lighting of California
Panhandle Eastern Pipe Line Company
Texas Eastern Transmission Corporation
Canadian menbers:
Alberta Natural Gas Company. Ltd.
The Consumers’ Gas Company
Canada Development Corporation
Gulf of Canada. Ltd.
Imperial Oil. Ltd. (a 70 percent owned subsidiary of Exxon)
Northern and Central Gas Company, Ltd.
Shell Canada. Ltd.
TransCanada Pipelines,Ltd.
Union Gas, Ltd.

(b) Alcan.—

Ah in Pipeline Company (a wholly-owned subsidiary of North-
west Pipeline Company)

Alberta Gas Trunk IYmo Company, Ltd.

Alberta Gas Trunk Line (Canada), Ltd.

Westcoast Transmission Company, Ltd.

Foothills Pipeline (Yukon), Ltd.

(c) El Cano.—The El Paso project is proposed by El Paso Alnska
Company, a wholly owned subsidiary of EIl Paso Natural Gns
Company.

The gns transportation and distribution industries are net highly
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.

The proponents of the El Paso project control 8.2 percent, of gns
supplies from all sources (as of 1974), the Alcan American proponent,
controls 4.(1 percent and the Arctic Gas American proponents control
11 percent of gas supplies from all sources. Although there is some
danger that the sponsors of the Arctic Gns project, if they were the
only purchasers of Alaskan gas. could use their control of 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 Power Commis-
sion minimi" this danger.

Present Federal Power Commission regulation of city gate prices
also appears to preclude an opportunity for competitive abuse by the
gas producers or transmission companies provided the price ceilings
set b- Federal Power Commission regulation are effective. However,
if the regulation of the wellhead price of gas were relaxed and the
Alnskan gas producing areas were workably competitive, producer
ownership or control of the transportation system could circumvent
Federal Power Commission regulation of the pipeline and monopoly
profits could be taken by the integrated company by transferring some
or all of the profits stemming from the transportation monopoly to
unregulated upstream production operations through denial of access
to non-owners and restricting downstream supply. If the, regulation
of the wellhead price of gas were relaxed and tne Alaskan gas produc-
ing areas were not workably competitive, but were instead char-
acterized by producer market dominance, gas supplies could bo
restricted at the production stage without any need to derive market
power from the pipeline. However, sueh mark power is not neces-
sarily permanent and could be reduced by discovery and development
of 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. The 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 will not,
result in any potential anticompetitive conduct as long as Federal
Power Commission regulation of city gate prices continues in the
present mode, which it appears likely to do. Tf the regulatory scheme
changes, potential monopsony problems can In- cured by appropriate
regulatory netion, Therefore, we do not oppose ownership or the <nns-
portntion systems by the buyers of the gas.

During the period from 1071 to 107f> the major North Slope pro-
ducers, Exxon. AHCO and HP/Soldo entered into agreements to
negotiate for the sale of their natural gns with various transmission
companies, all membeis of the Arctic 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. Thus, there is currently no plan for distribution of
Alaskan gas.

Collateral to those advance payment agreements, the transmission
companies entered into a variety of side arrangements with the pro-
ducers. The side arrangements provided for renegotiation of 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. Them side arrangements are char evidence of
evasions of wellhead price regulation and demonstrate the extreme
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difficulty of holding down the price of a scarce resource. .Some pipeline
companies would be disadvantaged in seeking to ga: | access to North
Slope gas if these arrangements were to continue, sin € not all pipeline
companies have existing relationships that can be altered or other
goods or services to barter in addition to paying the wellhead price.
The competitive effects of this disadvantage, if any, are uncertain. It
may well he that the Federal Power Commission should require dis-
closure of all collateral considerations in our gas purchase agreement.
The Commission could then carefully examine each Alnskan gas pur-
chase contract and disapprove or condition any such agreement thnt it
finds not to Ik* in the public interest.

With current Federal Power Commission regulation of wellhead
gns prices, competitive forces cannot operate to distribute gas in the
most efficient manner. If a wide distribution of Alaskan natural gas
is deemed important, 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 1llie competition should be preserved to the greatest
extent prncticab'e. Several problems associated with the operation of
an Alnskan nimirul gas transportation system nrisc becuusc of po-
tential effects on this regional competition.

Equal incess to the transportation system, as well as other competi-
tion rules, would be required if producers are permitted to participate
in the Alnskan natural gas transportalion system. Moreover, even
where producers are not owners, equal access to a transportatior 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) of the Alaska Natural Gas Transportation Act. pro-
vides for equal lie ess to a proposed trir ‘ortation system. Although
the Federal I'ower Commission interprets this provision to mean that
an Alaskan natural gas transportation system must he operated as a
common carrier, it is not clear this was the intention of Congress. Read
literally, the statute mcrelv provides Ilint access cannot lie denied based
on ownership or the lack thereof. We helievc that those facilities (pipe-
lines. I, Nti facilities, etc.) const meted or utilized as an integral purl of
the system carrying gas to the lower |K slates should he operated lIs
common carriers, with equal access thereto available to all purchasers
and shippers of Alaskan natural gas. Congress ought to clarify the
ambiguous language of exist nig Section 13(a) to clearly state that the
Alaskan natural gas transportation system he (|>cralcd as a common
carrier.

Section 13(a) does not require the transportation system to im-
plement a promtinning scheme in the event the system achieves full
capacity, nor ilck*s it permit or require any government agency to order
such promtinning. Such prorationing during the period of construc-
tion of additional capacity is necessary to insure no shipper mav he
competitively disadvantaged. To insure the equal access provided for
unuer Section 13(a), wc recommend that Congress consider granting
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the Federal Power Commission authority, where pas is available in
excess of pipeline capacity, to order prorationing of pipeline capacity
among shippers.

It lias been argued that retaining Section 13(a) may prove to be an
impediment to financing. We find that Section 13(a) will not lie such
an impediment, since pipeline companies will be willing to invest in
order to insure the construction of such a system. In addition, the
possibility of receiving the substantial cash flows from the system
which would result from ownership is another incentive to invest in
the system.

It. is likely that much of the Alaskan gas will be delivered through-
out the lower 4b states by displacement rather than by direct delivery.
Displacement is a process that would allow Alaska gasto lie supplied to
conveniently located customers of other pipeline systems that, in turn,
could use their “displaced*’ g:.s to serve customers of other pipelines.
Such a displacement scheme provides considerable savings and ease of
delivery but also creates two potential problems. First, a transmission
company con'd thwart the displacement plan by refusing to cooperate
and dist iti'.c gu: ' i its system, 'fo remedy this problem we recommend
that le.islation t*- "nacted to give the Federal Power Commission,
or its successor age "v, autlio"lty to order participation in displace-
ment programs for Alaskan natural gas.

Displacement also presents potential for anticompetitive activity
because implementation of a displacement program requires pipeline
companies to meet to agree upon supply reallocation. Obviously, the
potential for anticompetitive agreements in the implementation of
such a process exists, and almost regardless of the actual risks of such
agreements !>eing made, the public perception that such possibilities
exist requires some antitrust protection.

This is not an insuperable problem. If the eoinpnnics do no more
than is reasonably necessary to effect, the displacements, no antitrust
issues should Ik* presented, A method of insuring that no anticompet-
itive discussions or acts take place is to have interested government
agencies monitor such meetings and to have proposed allocation plans
subject to government review and approval.

An all-events eosl-of-service tariff has liecn proposed that would
guarantee to the owners full reimbursement of all costs associated
with the operation of the transportation system. These costs would he
passed on to the consumer. These guarantees extend to all unit trans-
portation costs, even if underutilization of tin* nipeline makes the unit
cost excessively high, (iiiurnntccing these costs would eliminate incen-
tives for the transportation system owners to prudently determine
pipeline size and propose the most, efficient pipeline based upon expec-
tations of deliverability.

The deliverability of the I'ntdhoe liny reserves is unsettled and
highly disputed. The forecasts vary substantially; however. 2.0 licf/d
appears to be the most likely rate of deliverability. The 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
eliminate gas production in order to increase the production of highor-
prieed oil. With the best deliverability estimate IK*ing *20 Hcf/d and
the possibility of less gas production, there is potential for under-
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utilization of the transportation system. Underutilization will moan
higher unit costs of transportation and under the proposed tariff, this
"ighcr transportation cost will be borne by the consumer. Deliveiabil-
ity should be carefully evaluated before a system is selected, and the
high cost of constructing a system is undertaken. Further, the sizing
of the proposed pipelines should be carefully eval lated, since the pro-
posed tariff guarantees may have diminished incentives on the part

of the proponents to determine and propose the most efficient pipeline
size.



INTERAGENCY TASK FORCE ON ENVIRONMENTAL ISSUES
(Julr 1, 1977)

E xecctive Summary

ENVIRONMENTAL ISSUES

The Arctic Gas route would cross the Arctic National Wildlife
Range (AN W R), which was established for the purpose of preserving
its specific unique wildlife, wilderness, and recreational values”™ Its
possible inclusion into protected wilderness status is still pending. The
proposed pipeline construction activity would eliminate the impacted
portion of the ANWR from wilderness status consideration.

Arctic Gas hns not adequately demonstrated that they would be able
to construct a pipeline from Prudhoe Ha/ through the. Mackenzie
Delta nrea within the proposed time frames; that their proposed mhi-
gativo measures would work as effectively as predicted; or that impacts
to animal species nnd natural ecosystems would be short, term or min-
imal. They have not demonstrated that their unconventional technol-
ogy would work adequately in minimizing impact, or that if damage
should occui, mitigative measures would be capable of restoring im-
pacted habitat or animal populations. If the integrity of the ANWR
were to be violated by the Arctic Gas pipeline, there could be a dimin-
ished degree of 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 wildlife/wilderness reserve which would encompass
the ANWR and the adjacent sensitive habitat in Canada.

The. El Paso route includes Itoth overland pipeline and ocean tanker
transportation systems. A liquefied natural gas (ENG) facility in
Alaska and one for regasification in California present serious poten-
tial for environmental degradation.

The proposed ENG plant at Gravinn Point, Alaska would lie within
a zone of very high seismicity in the Chugaeh National Forest. It. is
located 0ll the shore of Prince William Sound where abundant com-
mercial fisheries and other marine resources are found. An acceptable
solution to the heated water discharge has not vet I»een proposed. El
Paso has not. presented baseline oceanographic studies necessary to
determine if the proposed sea water cooling system is environmentally
ncceptnblc. Impacts from the proposed once-through cooling system
include: (1) mortality of all living organisms trapped within the cool-
ing system; (2) therinnl shock: (!11) changes in migration nnd feeding
behavior of affected marine biota; and (4) the effect, of toxic sub-
stances released in the effluent. The Environmental Task Force con-
cludes that the proposed once-through cooling system would result in

(un



112

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.

The final segment of the pipeline route to Prince William Sound
would cross about 33 miles of potential wilderness area in the Chugach
Nntione’ ‘orest. Although this area is recognized as a defacto wilder-
ness, it iS not considered as fragile or unique as the ANWR. The
Grnvina Point LNG facility would destroy at least one bald eagle nest
and disrupt approximately 15 other nest sites and some winter feeding
ground for the Sitka black-tailed deer.

Cape Stnriehkof. located on Cook Inlet, has been proposed as nn
alternative LN G terminal site. This alternative would avoid the
defacto wilderness area within the Chugach National Forest. The
route to Cook lulet would parallel the southeastern boundurv of
Mount McKinley National Park and cross the Ivenui Nutionnl Moose
Range. Seismic conditions are similar to those found at Gravina Point.
The Environmental Tusk Force believes that further investigations
of the Stnriehkof route and site are needed In'fore a linal choice is
made between the Gravina and Stnriehkof options.

The proposed regasification sites would lie located in southern Cali-
fornia, an area of high seismicity. EIl Paso’s proposed site is at Point
Conception, which is a rural, grazing area: while the Oxnard alterna-
tive site is in an area already zoned for industrial development.

A unique mixture of northern and southern marine spc ' exists
off Point. Conception. As proposed, the cooled water disci e from
the plant would cause ecological changes in the outfall area, particu-
larly critical to this unusual marine environment.The Oxnard alterna-
tive site does not have this unique marine community.

In addition, the Oxnard plant's chilled water discharge could 1
used at. the Ormond Reach Generating Station to bring the combined
effluent to approximately ambient seawater temperature.

The pipeline needed to connect (lie Point Conception regasification
plant to existing transportat inn systems would traverse approximately
250 miles, crossing unstable soils within the T,0s Padits National
Forest. Rv contrast, the connecting route from Oxnard would he ap-
proximately 50 miles long, with nliout 05 percent of the route follow-
ing existing corridors.

The task force concludes thnt the Oxnard alternative site is environ-
mentally preferable. However, pending California legislation would
require a remote site for safety considerations. Only Point Conception
would satisfy this requirement.

Although the Alean route does not cross such rritienl environmental
areas, as the ANWR and Chilgneh National Forest, each a dc facto
wilderness, there are other significant environmental concerns. Alcan’s
summer construction could cause unnecessary pcrmnfrost degradation.
The tnsk force lielieves thnt summer construction could be accom-
plished in nn environmentally acceptable manner if scheduled during
the spring nnd fnll months when temperatures are near or below freez-
ing. Sueli scheduling is feasible since only two to five percent, of
Alcan’s Alaskn route involve; critical permafrost areas.

To northern Alaska, the Alcan and E| Paso routes utilize the exist-
ing trails-Alaska oil pipeline (TAPS) corridor. They would further
impnet the migration route of the Central Arctic 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.

Al routes have the potential for impacting threatened, endangered,
nnd protected species, including the polar bear which is a special pro-
tected species under Internntionnl Treaty. Impnct to these species and
their habitat, after specific critical locations are identified, should H
minimal along any of the proposed routes with approved mitigative
scheduling and routing measures. Extra consideration should be given
to protected species.

Trenching activities along Alcan’s nnd Arctic Gas’ proposed North
Border route ncross the prairie pothole nren in northern U.S. and
Cnnnda may cnuse drainage of potholes, nnd thus affect waterfowl
habitat. Effectiveness of proposed mitigative measures to prevent
drainage and other disturbances is uncertain.

In Public Law O.T-163 (amending 1020 Minornl Leasing Act). Con-
gress found utilization of existing corridors to lie in the public inter f
by minimizing adverse environmental impacts due to the proliferation
of separate rights-of-wav. The utilization of rights-of-way in common
should therefore Ik*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 individually.

The task force concludes that flie Alcan route world innke flic I1>ost
use of existing corridors. The EIl Paso route would utilize the Alvesku
corridor blit would establish a new riglit-of-wnv through the Chugnch
Nationnl Forest in Alaska and nlong most of the route in tViifornia.
Except for the portion from Prudhoe Bay through the Mackenzie
Delta, including the ANW It. the Arctic Gas route generally follows
existing corridors or rights-of-way.

Each route crosses areas which arc d<-ignatcil or proposed for
desighation under the Wild and Scenic Rivet.-. Vet, Xati mnl Trails
System Act. Land nnd Water (V. -cation Fund aid 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 minimize impact. Either pipeline route through Canada
would impact National or Provincial designated areas and proposed
International Biological Program (IBP) reserves.The Canadian gov-
ernment will make the derision to nutborize or reject these crossings.

Water will I>e required bv all proposals for n variety of purposes.
The availability of water on the North Slope during the winter season
is extremely limited. Arctic Gas and E|l Paso propose to work from
snow roads and work pads. For this purpose alone, the task force
believes that a reasonable margin of water is nvailnble. When water
demands for hydrostatic testing and camp use are milled, winter water



114

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 el Paso
proposes air testing. Among these, the potential spills of the methanol-
watei fest 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, LN G and regasificntion facilities, nnd tankers
will jdl emit air pollutants. These emissions generally appear to fall
within the allowable Federal air quality standards. They will also be
required to comply with State air quality degradation laws.

Nuinerous arcluieological nnd historic sites may be encountered along
any of the routes; therefore, a comprehensive survey/salvage program
is necessary for their protection. The Arctic Gas route has the greater
potential for impacting cultural resources than either the EIl Puso or
Alcan route.

Any of the three pipelines would accelerate a perhaps inevitable
change in Alaskan native lifestyles. The Alaska Native Claims Settle-
ment Act and construction of the Alyeska pipeline have already pro-
moted the trend toward a mixed cash and subsistence economy. The
El Paso and A'ean routes would affect a greater number of native
villages than the Arctic Gns route, but these are along the Alyeska
corridors where native life styles have already been impacted. Al-
though the Arcti mGas route passes near the native village of Kaktovik
in an undeveloped port’ n of northern Alaska, the native lifestyles
have already been affect. . by the nearby DEW line (Defense Early
Warning) sites. Native lifestyles would continue to change even in the
alwencenf any of these projects: however, construction activities would
accelerate the rate of change in native villages along the route.

We concur with the conclusions reached by the KPC in their “Rec-
ommendations to the President'™ ami with the KPC Staff that each of
the three pending proposals will have some adverse environmental
impacts. 1f the Alaska gas is distribute ' on an equitable basis to the 48
States, the task force does not believe that the decreased air pollution
in the lower 48 States as a result of Alaska natural gas being available
will offset the environmental degradation resulting from the construc-
tion of a natural gas transportation system. The task force therefore
concludes that a “no action™ alternative would be environmentally
superior.

However, if the Alaska gas were allocated to maximize air quality
benelits the construction of a gas transportation system could be envi-
ronmentally preferable from the standpoint of public health. It could
displace 1 quadrillion Rlu’s/year of coal and could concentrate air
quality benelits in select air quality control regions. It should be noted
that the feasibility of this allocation scheme has not been demon-
strated. An analysis of the pricing and distribution aspects of this
scheme would have to be conducted.

The task force also concurs with the KP(* Commissioners and the
KPC Staff that, of the three propos'd routes, Alcan's appears to
promise the least environmental impact if proper mitigative actions
are taken. This conclusion is based on the Alcan route's avoidance o f:
(1) the undeveloped area from Prudhoe Ray through the Matkeuzie
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Delta, including the Arctic National Wildlife Range and (2) the
Chugach National Forest, both of which are de facto wilderness areas;
and (3) thermal and chemical pollution front the LN G sites in Alaska
and California. In addition, Alcan makes the best use of existing trans-
portation corridors.

The task force finds j environmental impacts which would result
from the Arctic Gas ana EIl Paso roups to be different in nature, but
comparable in magnitude. It is therefore difficult to rank the two sys-
tems strictly in terms of environmental impacts. However, it is our
conclusion that the EIl Paso route would impact the environment less,
on balance, than the Arctic Gas route. This conclusion is based on: (1)
El Paso’s avoidance of the Arctic National Wildlife Range and the
Mackenzie Delta area (although it still does cross the Chugach Na-
tional Forest); (2) the assumption that thermal and chemical pollu-
tion of the marine environment at the LN G sites in Alaska and Cali-
fornia can be properly controlled through design modifications; and
(3) the utilization of existing corridors, except for the approximately
40 miles in Alaska and most of the route of California.

The task force believes that the Arctic Gas route has the greatest
potential for causing adverse environmental impacts. This conclusion
is based on: (1) the crossing of the Arctic National Wildlife Rango
and the Mackenzie Delta area (although the route does not cross too
Chugach National Forest and does not have the LNG siting prob-
lems) ; (2) the lack of permanent access along the North Slope for
making summer repairs, should they be necessary: and (3) greater
risks (lue to the distance to be traversed in the fragile Arctic. Finally,
the creation of a new transportation system or corridor through this
relatively 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,

TOMS AND CONDITIONS AND FKIIdIAt. OIM1ANIZATIoN

The Federal Power Commission's “Recommendation to the Presi-
dent” found that formulation of Horrific terms and conditions was
premature until a route has been selected and more detailed resource
information is avaibdile. The FPC Recommendation made some tenta-
tive suggest ions ou ilie organi/ation to administer terms and condil ions
and included .i number of illusl nil ivo terms and condif ions.

The FPC Recommendation did not adequately address the process
by which all environmental concerns and resources may la* considered
government-wide (Federal-Stalt -local) during the preparation ami
subsequent administ rat ion of terms and condif ions.

The 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 orgiiniziition(s) to administer

them.



REPORT ON CONSTRUCTION DELAY AND COST OVERRUNS

E xecutive Summary
Objective

The object of this report is to review the analysis and findings of
the Federal Power Commission (FPC) in their Recommendation to
the President: Alaska Natural Gas Transportation Systems with
respect, to the potential for schedule delay and cost overrun. The
('fommission's Findings are not fully specified, hut a reasonable in-
terpretation is presented on the following page and contrasted with
the I™ead Agency Findings.

Finding*

This Lead Agency Report prepared by the Department of the In-
terior and the Department or Transpcitation generally agrees with
the Commission's relative ranking among the projects with regard
to the possibility of cost overrun and construction delay but differs
sharply with respect to the magnitude of the overruns. The Federal
Power Commission examined a number of sources of overrun and
delay but they seemed to consider these in isolation : they did not fully
evaluate the contribution of these sources collectively and interactively
to their overall cost ami time mjuircmcnt.s for cot tiding a long-
term. complex construction project.
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The FPC estimates range from 5 to 10 percent cost overruns for
the proposals; this Report estimates direct cost overruns for the vari-
ous proposals ranging from about 30 percent to about 40 percent;
moreover, this Report finds that overruns on total costs including
financing (allowance for funds used during construction) may range
from 40 to 55 percent. The Commissioners have estimated potential
delays ranging from 0 to 12 months; this Lead Agency Report antic-
ipates delays ranging from 15 to 1 months.

This Report indicates the Arctic Gts proposal to contain the great-
est uncertainty, " bile the Alcan and E| Paso proposals contain less.
Taking expected cost overruns and construction delays into account,
the report finds that the Alcan proposal has the earliest expected
delivery date and the least total cost, El Paso the next earliest deliv-
ery date and higher total rost, and Arctic Gas the latest deliver}’ date
and highest total expected cost.

Procedure

These estimates were arrive at on the bnsis of joint estimates of
expected cost overruns nnd schedule delays by independent analysts
familiar with each of the three proposed transportation systems nnd
the Trans-Alaska Pipeline System. The FPC estimates are plausible
hut optimistic engineering estimates, while those presented here
recognize thnt few major const metinn 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.

Other independent analyses, including the FEN CO, Inc. risk anal-
ysis of Arctic Gas and Alcan for the Canadian Ministry of Energy,
Alines, and Resources, the Resource Planning Associates, Inc., risk
analysis of all three proposals for the Environmental Protection
Agency, and lIlie Department of Interior Report to Congress under
Public Law '8 153 have concluded tint all the applicants, hut partic-
ularly Arctic tins, are quite optimistic in their proposals. The miijc
uncertainties (hat the FPC failed It assess realistically nro high-
lighted lielow.

(‘instruction nnd Productiviti/

The Commission concluded that Ar tie Gas ami I*I Paso have pro-
posed "reasonable'const metion programs while mostioning the Alcan
estimates of productivity. This report finds that Arctic Gas has seri-
ously underestimated the economic costs of constmetion during the
arctic winter, El Paso has also overestimated winter pipeline con-
struction productivity and underestimated potential problems on the
complex liquefaction plant. Alean liih overestimated the productiv-
itv of its rapid summer construction program, particularly because
of the difficulty in supplying the skilled manpower necessary.

Snow Fond* nnd Work' Pad*

The Commission has concluded that the proposed use of snow roads
and snow work pads is a “ feasible" iirelic construction technique. This
report tin 'msthat the economic feasibility of these techniques is extreme-
ly uncertain.The FI*C bearing record indicates substantial controversy
over even the technical feasibility. The reeoid further indicates less
than complete agreement on the availability of adequate snow and
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water, particularly on the North Slope. The economic costs of a con-
struction program relying on snow roads and snow work pads at tho
scale proposed bv Arctic Gas—and to a lesser extent by E| Paso—are
very uncertain. There is no equivalent experience available; the con-
cept has never been tested on n comparable scnle. Alcan's construction
plan avoids this risk since it relies on summer and conventional winter
construction.

Construction Logistics and Transportation Corridors

The Commission found no substantial logistical problems for any of
tho applicants, nor did it emphasize any substantial advantage for a
particular system because of its corridor. This report finds, to the
contrary, that logistical problems beyond those anticipated by the
applicants are highly probable.

Alveska experience indicates that it is virtualy impossible to fully
predict all requirements in advance and that supporting large scale con-
struction efforts in remote regions of the arctic is extremely difficult.
It is clear that alternatives and flexibility are essential for cost and
schedule control—two elements limited in tho Arctic Gas logistic plan.
Arctic Gas must rely on a logistics system that is very seasonally
oriented—use of snow roads in the winter and shipping on the Mac-
kenzie River in the summer. Both El Paso and Alcan propose routes
having ncoss to virtually all weather transportation systems and other
existing infrnstructure.

Seismic Design

The Comm ssiou found that EI 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 of this report is that the incomplete design work for the lique-
faction plant at Point Grnviim leaves substantial uncertainty in Ixith
cost and schedule. T erecord indicates substantial controversy regard-
ing what design factors are acceptable, and there is little experience in
designing large scale LN G facilities for 1l high degree of seismic pro-
tection. El Paso is judged to have underestimated the complexity of
meeting stringent seismic standards, whit neither Arctic or Alcan
have a significant seismic problem.

I'rost lleare/Tliaw Settlement

Tho (Vimm'usion concluded thnt thct is “... no doubt that nn ade-
quate solution ran la* found ..." nltlii* gh with “... sufficient expendi-
ture of design, time and capital”. This report concludes that the appli-
cants may well have substantially underestimated the required design,
time and capital.

The exact nature of the technical solution to frost heate/thaw
sett lenient is still an unknown: some experts believe tlint portions of i
gas line may have to lie elevated. The economics of an as yet unproven
solution are extremely difficult to estimate, particularly if it involves
a relatively complex technology (e.g., electricul heating or buried
supports).

Project Management am/ Scheduling

The Federal Power <ommission did not address itself specifically to
the question of management and scheduling although it <lid coiicbido
that Arctic Gas and El Paso had presented reasonable programs for

I, 2214 77— 0
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executing feasible projects. This report finds project management and
scheduling to be a crueiul element in completing any of these large,
complex, and remote projects in a timely and economic manner. The
Alyeska experience is replete with situations where a problem in one
area spilled over into other areas. All of the proposals contain large
numbers of interactive elements for which n difficulty with one activity
will adversely affect progress on another—resulting in possible delays.
All of the projects contuin a number of techniques wliicn nre relatively
unproven in regular commercial application. The projects, through
sheer magnitude, will draw on both labor and vendors having limited
previous experience in this work.

/ nstitutiojwl Uncertaintiea

The FPC generally concluded that the applicants had alloted suffi-
cient time during their pre-construction and construction phases to
allow for resolution of a number of institutional issues. This report
finds that severul institutional issues pose major problems for the ap-
plicants, with sulistantial probability for schedule delaj and costover-
run. Joint U.S.-Canadian decisions for Arctic (ias and Alcan have the
(Hitential for causing delays. Site selection and approval for El Paso's
regnailication terminal in California may cause some delay. Final
right-of way determination for all applicants is currently on an un-
certain schedule. (Jovirnmentul stipulations, regulations, and permits
during construction by any applicant could cause construction delays.
Finally, resolution ot Canadian Native Claims is likely to cause sig-
nificant delay for Arctic Gas and, ton lesser extent. Alcan.

Other Large Scale Conxtructlon Project- Experience

Studies bv Professor Mead and others indicate that the ability to
accurately forecast the cost of large complex construction projects
is very 'united. Examples of such evidence are numerous and include
Trans-Alaska Oil Pipeline (TAPS). North Sea Oil production.Trans-
Peru Pipeline. METRO and Canadian Olympic, facilities. These
studies indicate that for construction projects involving long construc-
tion periods, new technology applications, extensive ceoteehnieal work,
and activity in remote ureas, costs and schedules substantially beyond
those estimated have almost always occurred and are likely to occur in
the future.

Probably the most, comparable projects is the TAPS project. An
early, reliable cost estimate is considered to Is’ the May 11)74 estiinaU*
of $4.0R8 billion. In Juno 1157% 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 billion—a 28 percent overrun, excluding financing.
In comparison, this Report estimates 80 to 40 |x*reent coat overruns,
excluding flnuncmg, for projects 4 to 7 yeare away from completion.
Operating L'ixk*

This I/aid Agency Report finds uncertainties and their economic
impact to I>e less significant during the operating phase than during
the pre-construction and construction phase. 'The risks of flow inter-
ruption and cost overruns during operations is greateet for El Paso
Is'cuvsc of its complex nature and seismic, risk (a major earthquake
in the vicinity of the liquefaction site could cause interruption of
weeks to more than n year) while Isitli Alcan and Arctic, (ias nre
considered low risk.



REPORT ON SAFETY AND DESIGN

I. SIMMAHV
A. Introduction

The safety and design issues in the Alaska natural gas transporta-
tion system relate primarily to how a recommended system should 1)6
designed, constructed, and operated, and to a lesser d.gree. where such
u system should I>e located. This report discusses tho relative safety
and design merits of tho three alternatives considered in the Federal
Power Commission (FPC) Recommendation to the President, May 1,
1977.

Knch of the three systems proposed for transportation of natural
ga, from Alaska presents new challenges in design, construction, and
planned operation. Information in the record detailing the applicants’
approaches to meeting these challenges is exhaustive and much of it
has been tested for accuracy by examination, rebuttal, and argument
ltofore the FP C and by its staff. In this report, the interagency partici-
pants who analyzed the FPC Recommendation and other relevant
material discuss the principal concerns which remain to be decided
relative to the safety and design of nn Alaska gns transportation sys-
tem and make their own recommendations on these matters.

The Department of Transportation (DOT) was lead agency in
preparation of this issue report. Personnel from Departments of tho
Interior. Commerce, Federal Energy Administration, Energy Re-
search and Development Administration, and the Environmental Pro-
tection Agency participated in review and analysis of the safety and
design issues.

/1. {onAdusioiix

The safety ami design issue interagency task group concludes, as
did the FI'f', that each of the systems, assuming nre per design and
construction, can o|>emtc safely and reliably. Alti.oiigh there are
SPecClal technical problems peculiar to each of 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 initial operation, that the selected
gas transportation system is designed and constructed in a manner
consistent with Federal safety standards. Additional attention will
neetl to I>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 principal element relative to safety for each of the three
proposed pipeline systems is the type nnd design characteristics of the

(12
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pipe used in that system. Arctic Gas and Alcan plan to use high
strength X-70 grade pipe for which a reference specification is not
presently incorporated in the Federal gas pipeline safety standards.
El Paso’s proposed X-(55 grade pipe is included in the standards.
Planned operating pressures for Arctic Gas (1G80 psig) and E| Paso
(1670 psig) arc high by current industry practice; Alcan plans to
operate at a more conventional 1260 psig; and each pipeline would lie
buried in permafrost areas and carrying prechilled gas. These design
proposals present the problem areas which FPC has identified, i.e.,
frost heave, pipe metallurgy toughness, crack arrestor installation,
pressure testing, and valve design—and for which the interagency
group has developed solution approaches.

2. El Paso’s proposal for pipeline transmission of gas across Alaska
and marine shipment to California by tanker as LN G calls for deci-
sions to be made about, location of the LN G processing and storage
facilities which will assure their safety in active seismic areas. Much
discussion still surrounds the specific locationsofE|l Paso'sLN G facili-
ties in southern Alaska (Gravina Point or Cape Stnriehkof) and in
California (Point Conception or Oxnard). There are advantages nnd
disadvantages in each proposed site nnd also a recognized need for
further study nnd refinement of design on a site specific basis. Cali-
fornia nnd Alaska Slate officials, too, have a major role in the LXG
plant siting decision. The interagency group believes that those doubts
do not preclude consideration of the pipeline LXG tanker proposal,
but much wc”k remains to lie done both at the Federal nnd State levels
to facilitate nXG plant site construction.

.1l There are significant differences in the approaches each of the
applicants would use in solving the problem of frost heave that p il-
lules can experience when buried in areas of discontinuous perma-
frost. Encli will . n to lie adapted for the particular conditions
encountered on a site-specific basis. Given the time to finalize
route survey, field testing to determine soil conditions, and engineering
design capability, each of the applicants should be nblc to solve tho
problem, although costs for doing so may vary.

. Federal pipeline safety standards require that pipeline systems bo
pressure tested before tested before initinl oliernnon. 'Hie three ap-
plicants propose to meet this requirement in different ways. Arctic Gas
and Alcan plan to use a hydrostatic test; Arctic Gas would prevent
freezing of the test water in permafrost areas by addition of methanol,
nnd Alcan would preheat tlie test water for this purpose. El Paso
would use air as a test medium and ilms keep water out of the line.
Each proposal has its advantages and disadvantages. Hydrostatic
tests permit higher pressure test levels than air testing under the t/.S.
standards and similarly would permit higher operating pressure under
the t’anadian standards. Also, the higher hydrostatic test pressure in-
creases the probability of locating pipe defects prior to plucing tho
pipeline in service. Tho Arctic Gas plan to use a water-methanol mix-
ture presents environmental concerns relating to proper disposal and
the effects of spills in the event of test failures. Alcan's plan to uso
heated water requires precise control to prevent freezing of water in
the pipe. Also, heated water could cuuse degradation of frozen soil sur-
rounding the pipe. Air has environmental advantages, but has limits in
providing the highest degree of safety while testing the pipeline.
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5. Each of the transportation systems can be adequately maintained,
although permafrost soils and remote Arctic areas will require
thorough advance planning and specialized equipment. This will be
particularly true for the northern-most portions in the continuous
permafrost tundra areas. Seismic factors may affect the repairabilitv
ofji system, but proper design for seismic effects would be the primary
moans of assuring the safety and reliability of the LN G facilities or a
pipeline crossing active faults. Furthcr site specific designs, based upon
geoteehnic. survey and test data, need to lie refined to complete the de-
sign of the LN G plant nnd sections of either the EI Paso or Alcan
line which cross active faults. Testing to confirm presence of bedrock
at the Gravina Point site selected by E| Paso would be necessary should
that proposed svstem be recommended.

(i. In the design of the all-pipeline systems, there will be a need to
coordinate specific U.S. and Canadian stnndards to achieve computa-
bility in construction, inspection, maintenance, and operation, and
thus assure dependability of service.

I>. Efficiency

We concur, in general, with the FP C view that natural gas could be
delivered and successfully marketed in the U.S. by any of the. three
proposals. However, there is a significant difference in the efficiency
of each system based upon the quantity of gas needed to operate thnt
svstem. 'I'ne need to convert the gns to LN G and revaporize it gives a
significant efficiency advantage to an all-pipeline system.

E . Potential Sereice Disruption

The FPC concluded that it is highly probable that each of the thrco
systems can be ojierutcd with a reliability acceptable to the gas con-
sumers of the United States. There is some concern aliout the possi-
bility of a major Alaska seismic event disrupting delivery through
the El Paso system. While this cannot be ruled out, we lwlieve that
the risk potential for such n disruption is very low. With regard to
pipelines, their continuity of service is by far the liest of any inode
of transportation in the United States, and we believe tho Canadian
experience is comparable.

/”. Expansion of Synte/ns and Dexiyn Flexib ility

Given the Arctic conditions nnd terrain, design flexibility nnd capa-
bility of expansion for the proposed systems can be provided best at
the initial design stage of the pi]>eline. This may bo done by increas-
ing the diameter of the pipe to permit greater flow capacities and/or
increasing the wall thickness or strength of the steel to allow higher
operating pressures. Cost of increasing capacity by looping, (placing
new pipe parallel to an existing one), a standard procedure in tho
lower-is, would k=virtually prohibitive in the Arctic.

The Arctic Gas and Alcan are all-pipeline systems, and additional
capacity may be provided at lower unit capital cost than for the initial
capacity. However, for the El I'aso combination pipeline and LNG
tanker system, cost for additional capacity wouid increase roughly in
proportion to the original unit cost, Arctic Gas and Alcan, utilizing
the large diameter pipe with cxcesscnpacity.cmild expand by the addi-
tion of compressor horsepower alone. However, El Faso’s additional
capacity would require process plant additions and additional tankers
for the marine leg.
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G. Capability of Transporting Other Gas Rcsemrts

In addition to known Prudhoc Bay gas reserves, each of the systems
could have future access to reserves developed in the Beaufort Sea. the
National Petroleum Reserve in Alaska, or from the Arctic National
W ildlife Range. Only the Arctic Gas system would have the capabil-
ity to transport gas from the Mackenzie Delta or offshore in northern
Canndn. The E |l Paso and Alcan systems, with short connecting lines,
could transport gas from either the central Alaskan basins, or from the
Gulf of Alaska. While the central basins are not considered to have
a large gas reserve potential, 'lie Gulf of Alaska could contain con-
siderable gas reserves,

77. FPC Summaries of Evidence and FPC Conclusions on Safety
and Design
We Irnvc no disagreement with the way FPC summarized evidence
and positions of interested parties as they were, presented in the FPC
Recommendation to the President with regard to safety, design, effi-
ciency, nnd flexibility. Nor do we have significant differences or criti-
cisms with the way the FP C developed its conclusions.

I. Other Factors for Possible Presidential Consideration

W hile we do not have additional details with regard to their impact,
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. This would deserve study of cost and economic elements in
other issue reports to determine the possible effects upon safety and
maintenance of systems ubvady in plnco. Additional attention also
needs to lie given to effective monitoring of a gns transportation sys-
tem as extensive as any of the three proposals.

J. Terms and Conditions

There arc n number of significant problems identified in the Terms
nnd Conditions as presented in the FPC Recommendation to the
President which will require further definition nnd clarification. These
include, for example. (1) applicability of Terms nnd Conditions to
that, portion of the pipeline system in the lower is States; (2) Federal
Inspector's role in enforcing compliance with the Terms and Condi-
tions; nnd (ff) conflicts of jurisdiction liefween Federal agencies.

[I. Piph.ixk and M.uiixk Safety

A. In,. a/netion

The design, construction, operalion. nnd maintenance of any Alaska
natural gas pipeline and LNG terminal facilities must meet the
Federal gas pipeline safety standards contained in ti* CFR Part 102:
the reporting requirements of Part 101: and with respect to the LNG
facility, possibly Part 10:t. a new part for which an Advance Notice
of Proposed Rulemaking was recently issued by the Department of
Trans|>ortation.

All three applicants plant to utilize advanced technology in the
desig i. constmetion. nnd operation of the gas transportation SyStemS
proposed, nnd doubts have lieen raised as 10 their ability to comply
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with applicable Federal gas pipeline safety standards. In potential
noncompliance situations, the operator of the proposed system must
change design plans, petition DOT for rulemaking action to modify
the regulations, or request a waiver from those regulations providing
data to support such a waiver and assure pipeline safety. While we
concur with the FPC Recommendation conclusion that “each of the
systems can be constructed basically in the manner proposed with the
qualifications and conditions contained in our report” . . . “nnd each
of the systems should operate reliably once service llogins” (page 4,
paragraphs i and j), we have several concerns regarding system safety
and design.



REPORT ON NATIONAL ECONOMIC BENEFITS

Tho FPC “Recommendation to the President” compared the three
alternative systems against two criteria:

Net national economic benelits—a measure of the discounted
licneliLs and costs of the projects.

Cost of service—a measure of the cost of delivering natural gas
to consumers (including an assumed wellhead price of $1.00 per
M CF).

A ll systems had substantial net benelits (from $5.8 billion to $8.2
billion) and a cost of service that was judged competitive with alter-
nate fuels (a high of $2.2(i per M CF).

Alcnn and A retie Itad tho highest net benelits and a lower cost of
service than E| Paso.

This Task Force report examines the sensitivity of the FP C findings
to different discount rates, cost overruns, and schedule delays and
calculates new employment impacts.

The new findings using the expected values for overruns and delays
indicate thnt nil of the systems still have positive net Itenelits ($3.3
billion to $4.8 billion) although reduced from tho FP C levels and have
increased costs of service (a high of $2.50 per M CF) which are still
competitive with alternative fuels.

Alcan hns the highest benefits with El Paso second. Tho rank
changes I>eonnso ElI Paso was judged to have a lower likelihood of
substantial overruns E| Paso remains with the highest cost, of service.

A sensitivity analysis shows that net benefits will I»e rodueed to
zero if either of the following occurs (assuming a discount rate of
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 24 HCFI) to less than 1.2
BCFD.

El Paso hns claimed large relative employment impacts for the E|
Paso system (730.000 nerson years versus 235,000 person years for
Alcan). This report (inns thnt the relative differences botween systems
are considerably smaller (271.000 |>erson years for El Paso versus
210,000 person years for Alcan).
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TABLE A.-EFFE«:T OH NNEB OF EXPECTEO PROJECT COST OVERRUN AND SCHEDULE DELAY*
Jin millions ol 1975 dolUrsl
Arctic El Piso Alcan
13 10 6 13 10 6 13 10 6

percent percent parent percent percent percent percent percent percent

7297 11,056 20557 7.076 10551 19.167 7,856 11.649 21,0P

Ltn:
Field gathering and conditi 858 %l 1,124 858 9%l 1124 969 1,057 1,192
ﬁ_ield O ilM ... 22 34 64 25 37 67 24 37 67
ransportation 4762 5503 6,733 3780 4361 5318 4113 4701 5,666
Working capital.... 13 15 19 28 34 43 23 28 36
System 0.1 M 166 251 469 538 302 1458 169 253 463
U.S. other tarn. no 154 250 325 4.9 716 172 235 368
Canadian income taxes . 503 775 1,440 0 0 0 228 352 657
Canadian other taies 13 53 92 0 0 0 107 162 299
NNEB

................................. 827 3311 10366 1522 3908 10441 2,051 4.825 12,265
. 4125 7298 15379 3,056 5800 12.859 3,963 7,113 14,974

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 lllustrative puce of 1 at Ptudhoe Bay and for gas fuet|

20-yr simple Leveled
average' averager
Arctic Gas '
Applicant costs'____ 1.72 187
Eapecled value case 2 09 2.32
Worst cate........coeuuee. 3.11 3.61
Alcan «
Applicant costs'____ 1.79 195
t apecled value case ?.09 2.33
Wont case...... 2.96 3.39
El Paao:*
Applicant costsl____ 2.09 2.26
Eapecled value case 226 2.50
Worst cate 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

>flowa Prudhoe Bay. 2.4 B flI'/d; Mecklnrie Delta, | RttVd.

«Taken from auhmitlals to the federal Powei Commission.

«flow Prudhoe Bay, 2.4 B II"rf,

a Flow; Prudhoe Bay. 2.J6 If tI>/d.

TAUIE C,-TOTAL 10BS GINEHATED BY DIRECT AND INDIRECT EXPENDITURES

11 Peso Aksn Arctic
1977 78 1,850 1,700 0
19/9 7,150 17,460 21,350
19HO 65,500 31,250
1941 . 100,950 92,250 62,850
198 2 64,550 59,000 67.200
1983 15,550 150 22,150
19%4 » ..., 4,400 5,950

Total 270,650 240,450 210,750



REPORT ON SUPPLY DEMAND AND ENERGY POLICY
E xecutive Summary

This report combines two working group reports: one on supply of,
deninnd for und cost of Alaska gas.land a second on the relationship
of an Alaska gas transportation system project to the President's pro-
posed National Energy Plan (N EP). The lirst chapter presents a
detailed supply-demand analysis of an Alaska gns project by itself,
am. is an extension of a comment on the findings of the Federal Power
Commission (FPC).* Chapter Il considers nn Alaska gas project in
the context of the NEP. The third chapter discusses alternative uses
of the Alaska gas resource in the event that none of the proposed trans-
portation systems is determined tobc in the nutioiml interest.

The FPC found thnt the Prudhoe Hay Oil Pool contains 22.2 to 2.5.7
tcf of recoverable gas reserves (10 tef in-place), enough to support
sales of at least 2.0 befd.3They also found some possibility of increased
delivery from the North Slope, and recommended that any certificated
transportat ion system lk* designed to initiully carry 2.0 to 2.5 befd. and
be capable of expansion for an additional I.b-1.5 befd. They also found
that gas resources in Canada's Mackenzie Delta are only adequate to
support deliverability of 1.0 befd.

In this report, the United States (icological Survey of the Depart-
ment of the interior concurs with and elaborates on the FPC Huttings
on gas production potential for Alaska’s North Slope, but concludes
that a lower figure, 0.(5-0.7 liefd, is more appropriate for Mackenzie
|felta deliverability. Because of the lack of field production experience,
assessments of reservoir behavior involve some uncertainty. The unit
production plan submitted to the State of Alaska by the Prudhoe Bay
producers requests authorization for the sale of a minimum 2.0 befd
of gas to a pipeline, on the grounds that such sales can Inf made without
a significant reduction in oil recovery over the life of the Held. The
producer's plan is based on the results of the reservoir engineering
Mudies which indicate that gns nrod tcfion. accompanied )>y water
injection, will actually increase oil re iverv slightly. Then 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. particularly as other reserves are available to make up any
possible shortfall from Ila* main pool.

In a eoinpari.soit of the effects of (la* three proposed transportation
systems on consumption, shortages ami prices, there is no overwhelm-
ing evidence thnt. any one of the three proposed systems should Imi

1TJr Jitfli. nwl il anort On* tarpi "Alaa gnu d.to rFfar to rrhthrnl any from
Rm”{b mn]umrL Io ha ” IWaléa’ a]nq U m -ilon from uouth” «r tix"" flroaka
%ladara L»War ) ommlaaon aMay ||ara aaftgratr% arra| fo uaWpOIKtI 0rnau §|Yﬁrt1gl|ﬂ

b| fil: hlltlon aulila faat [>ar ralalldar day.
(211
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either chosen or eliminated from consideration. There are differences,
but they are so small when compared to the uncertainties in the speci-
fication of gas distribution and transportation costs as to prevent the
selection of a particular system on this basis.

As Alaska pas will amount to approximately 5 percent of total
natural pas consumption at the time it becomes available, the principal
impact of Alaska pas on natural pas supply and demand will be a
small increase in natural pas consumption ai.d a relatively larpe reduc-
tion in natural pas shortapes which are expected in the absence of any
other action. By reducing the potential shortape, and thus the demand
for substitute fuels, the delivery of Alaska pas will cause oil imports to
be lessthan if nodelivery system were constructed.

The delivered price of Alaska pas could lie higher than the FPU's
estimate of the market value price if: (1) the FPC established a field
price that was greater than about $1.50 in 1985 or about $2.00 in 1990
(both in 1975 dollars); (2) project cost overruns wore such that n
fixed field price plus the oscalnted transportation costs exceeded
market value; or (3) cost overruns were such that, under a formula
pricing approach, the transportation cost plus the minimum field price
exceeded market value. With continued price regulation and rollod-in
(average cost) pricing, delivered prices in excess of market value
would probably not change the basic conclusion that when significant
shortages exist, Alaska ens would lie.accepted nnd would increase total
consumption bv satisfying the demand of industrial customers.

Under rollecl-in pricing, tho effect of Alaska pas on the average
interstate city pate (wholesale) price can lie analyzed to determine the
marketability of Alaska pas. |f we assume that larpe scale industrial
fuel switching may take place only when the average price of gas
reaches the price of substitute fuels, such as distillate fuel oil. Alaska
pas (as a relatively smnll portion of total supply) could roach ex-
tremely high prices before encountering marketing problems. An
analysis of the weighted average city gate price for the Nation and for
FKA llegion V (0 Midwestern States), which receives a large portion
of the Alaska gns, suggests that the Alaska gns delivered price would
have to be in excess of $10/mcf liefore either the national or regional
avernge price reached parity with distillate.

Under an incremental pricing scheme, which would allocate higher
priced gas to lower priority users (the industrial soetoid. the factor
determining the maximum price of Alaska gas will lie the nature of
the industrial sector demand for gas. Under this pricing scheme.
Alaska gas would most likely In- competing with other incremental
pas, such as imported LN G. in order to serve higher priority industrial
customers, rather than with other fuels, such as distillate. The price
of incremental LNG in 1985 has been estimated at, $3.70/mef nnd
in 1990, $t.50/mcf. These figures probably represent the lower end
of a range of prices at which Alaska pas can lie marketed, with the
upper iMHind determined by the rhnrncteristies of the industrial sector
demand.

The FPU reeommcndntion concludes that any decision as to the need
for additional new facilities for delivering Alaska pas to the Western
States (a Western leg) he deferred for one to two years. This deferral
will not delay delivery of gas to the Western States, since the lend
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time for construction of the entire pipeline is two to three years greater
than that for a Western leg. Moreover, sufficient information is still
not available to make an informed, judgement as to the extent of idle
capacity that may occur in the future on existing gas importation sys-
tems as a result of changes in the level of gas exports from Canada.
This task force linds no reason to differ with the FPC recommenda-
tion on the issue of construction of a Western leg.

A method of distributing Alaska gas within the lower-48 States,
known as displacement, hns been proposed. By this method, natural
gas from existing lower-48 deposits would bo rerouted using system
which are, to a large extent, already in place, thus reducing noth tixe
time required to effect delivery nnd the funds required to build a
transportation system. Available pipeline capacities in the lower-48
appear to be sufficient to deliver Alaska gas by displacement. Actual
physical capacity is not the problem, even if proposed Mexican im-
ports arc included in estimates of 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 will change depending on
the magnitude of the change in shipments and other factors. The
differential cost changes to customers of different pipelines create a
problem of cost distribution directly related to tho displacement
scheme. All three proposed Alaska gas systems depend on deliveries
by displacement to some degree. This report concludes that these prob-
lems are manageable; last winter’'s experience with emergency gns
deliveries by displacement confirmed that these problems can be re-
solved, although not without some difficulties. Special legislative au-
thorities, similar to those granted under the ' hnergoncy Natural (las
Act passed last winter, might be helpful to resolve cost-sharing prob-
lems during non-emergency circumstances.

The. M ilJ does not contain proposals which directly relate to de-
livery of Alaska gus. It does, however, propose several actions which
could affect the need for this gus or tlie timing of its delivery by
stimulating additional domestic natural gas production and by reduc-
ing industrial and utility demand. The proposed plan would stimulate
additional production by allowing higher well-hend prices for new
production. The plan would lower industrial and utility sector demand
for natural gas by extending the current mandatory program for con-
version to alternative fuels, by imposing fuel use taxes on industrial
and utility consumers, and by offering rebates on these gas taxes as
consumers install equipment, to consume coal.

We project that, in 1085, with tho implementation of the NEP,
there will lie a temporary alleviation of the natural gas shortage. By
IINH), substantial shortages reappear. Alaska gas, to the extent, thnt It
is available in 1085, will trade off against ami thus reduce the level
of foreign imports. It could, therefore, serve to reduce our dependence
on potentially interruptil>le foreign sources, regardless of its impnet
on the gas supply ami demand balances. The elimination of a gas
shortage is dependent on the achievement of the NEP's objectives in
the areas of coal conversion, demand reduction through conservation,
and expansion of energy supplies in the lower-48 States. Alaska gas in
the mid-I')H()\s would serve asa hedge or cushion to insure that natural
gas shortages do not occur even after NEP 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 OCS leasing schedules, coal gasification, increased
imports from Mexico, unconventional sources such as Devonian shale,
Western tight sands, methane from conl seams nnd geopressured brines,
nnd otlier technological advances in resource recovery. Implementation
of all of the alternatives which nre price-competitive with Alaska
gas, and an Alaska gns project itself, are required to close the supply
gap projected for 1191

After 1990. gas from unconventional sources should become avnilnblc
in substantial quantities on the assumption that depletion of conven-
tional gas supplies will have forced prices up to levels where unconven-
tional sources can be competitive. Large-scale coal gasification is the
source which is expected to limit the price at which comjading sources
can be sold. Current estimates place gas from at $4 to $5.50 j>er mcf
wholesale (1975 dollars), including 30 cents to $1.00 j)er mcf to trans-
port. the gas to the city gate.

In 1990 nnd after, the inaiket position of Alaska 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 of gas in 1985 to one of the less ex|)ensive sources in
1990. The timing and nature of this transition presents a jiossible option
to the President of delaying for a few venrs implementation of one of
the competing gas transportation projects. The President, in reaching
his decision, should carefully 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 Inf in the national
interest, there nre alternative uses for the Alaska gas resource. A |-
though conversion to methanol results in a substantial loss of the
energy value of the gas. there is a large and growing market for that
Imxliict in the lower 48 states, jiarticularly 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 naturally quite high. However, the
growth in ammonia and urea jtrodiietion itself could ahsorh all North
Since annual gas production at around tho year *2000.

Other gas trnnsjinrtntion alternatives considered include icebrenk-
itur LN G tankers. There Inis been recent Canadian interest in using
s'-ch tankers in bringing out gas from the Arctic Islands. The cost of
lumefnclion on the North Slope would I»e higher than in South
Alaska, hut it. is conceivable that gas might be delivered to the East
Const, in this mnnner at a cost comparable to that, for East Const
delivery tinder any of the 3 proposed trnnsjmrtation system jirojects
considered here.



REPORT ON SOCIOECONOMIC IMPACTS
P reface

This report is one of several written by agencies of the Federal
Government on various issues pertinent to the President’s decision on
the alternative Alaska natural gas systems. Section 6(a) of the Alaska
Natural Gas Transportation Act of 1976 specifics that the Federal
agencies must submit by July 1, 1977 any information useful to the
President supplementing that contained in the Federal Power (‘fom-
mission Recommendation of May 2. 1977.

This report contains comments on the socioeconomic impact ana’yses
submitted to the Feden 1 Power ('ommission during its proceedings,
and on the Connniss'm Recommendation itself. The purpose of the
analyses in the report, is to present nnd discuss some important factors
which appear to be significant enough for consideration in the Presi-
dent’s overall decision. Given this 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 of previous work. Detailed questions must be referred
to documents such as the Socioeconomic Briefs filed with the FP (. the
Interior Department Final Environmental Impact Statement, the
Berger Inquiry Report, Judge Litt's Decision, or the Commission
Recommendation.

This report was prepared by Ernest 8. 'l ing. Office of Constal Zone
Management, National Oceanic and Atmospheric Administration at
the request o' Dr. Edward Miller, Acting Deputy Assistant .Secretary
for Energy and Strategic Resource Policy.

Tub (‘ommission Recommendation, May 2, 1977

The Federal Power Commission’s overall conclusion was that the
socioeconomic impacts of the pipeline proposals “offer little guidance
for (lie final choice among the competing applicants.” 1

In the Commission’s view the socioeconomic ljenefits from any of (lie
three proposals are “overwhelming” and are largely independent of
the exact route. The primniy lienefits which were identified by Judge
Ditt and quoted by the Commission are the large sums received by the
State of Alaska in the form of royalty gas payments and severance
taxes. Alsoamong the benefits cited were revenues from property taxes,
ami personal and corporate income taxes. The Commission notes thnt
these benefits will lie accompanied by increased public expenditures,
but claims that such expenditures will stimulate economic activity ami
improve the “general economic well-Ilteing of Alaska.” * Nevertheless,
tho Commission warns that “substantial social ami economic, disloen-

«Ur» | 'nwrr Cnnjinle«loii. "KrrnnihirndiUlon t» 1h* Pn*«Ment,” Mny 1, 1077, p. VI-27.
lr‘ltprommnKlntlon o tlio p. 1-3?. Y P
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tions” should be expected in the State of Alaska during the construc-
tion phase.3

Tho Commission concentrates its conccrn in Alaska, noting that the
primary socioeconomic impacts “which are definable,” especially for
the United States, are in that relatively undeveloped state. For the
lower 48 states and Canada increases in public revenues are cited as
the principal impacts; other elicets are considered minor except for
tho influence on the traditional lifestyle of native communities in the
Yukon and Northwest Territories.

In considering the preferred route among the threo systems, the
Commission detailed several concerns in Alaska: population growth,
employment and uT mploymont, cost of public services and facilities,
olFects on income .md spending, dema. .1 for housing, public safety
and recreation, and intrnstatc use of royalty gas. The report summary
asserts that the E| Paso system would create the largest impacts with
“more jobs, more personal income, more property subject to tax, and
more indirect economic activity ... but would also require more social
services and would probably lie nsso dated with the highest unemploy-
ment.” 4Impacts associated with the Arctic system would be “mud
smaller” and the Commission stat-s that AJcan impacts would fall
somewhere in between. The FPC decision also notes the possibility
that lower transportation costs associated with Arctic may produce
greater royalty income to Alaska, but in its final assessment the Com-
mission finds"no compelling reason to choose one system over tho
others on the basis of soeioeconom.c impacts.

IfiSUKB DIiPCUSSBD

Issues which have been identified by the Commission nnd interested
parties include:

1. What will bo the increase in population associated with each
proposal ? What will be tho availability of housing in the affected
communities for the additional population?

2. What nro the public fiscal impacts of the various proposals,
i.e., what are the effects on State and local revenues, and expendi-
tures for public services nnd infrastructure? W ill there be a strain
on available public scrvice-t and facilities?

3. How much additional employment will be provided by each
proposal? What will bo the effect on unemployment? Who will
obtain any additional jobs: native residents, non-native Alaskans,
or inmigrnting job-seekers? What nre the “long-term” employ-
ment. possibilities associated with cnch proposal, as opposed to
temporary construction employment?

4. Wh t will be tho effect of each proposal nn personal and
corporate income, on the price of goods and services?

li. What will be the effects of each proposal on native com-
munity life-styles? What social problems might Ix> expected to
arise with the rapid growth or change of the rural villages?

(L Is the intrnstatc use of roynlty gas in Alaska a factor in the
consideration of the various proposals? If it is, how does this
factor affect tho evaluation of each proposal?

AR
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7. In terms of the distribution of benefits and costs among
regions of the United States, and particularly between Alaska
and the lower 48 States, where does the public interest lie? Is
it in the public interest to subsidize the economic development
of Alaska at the cost to lower 4S States of a higher delivered-gas
price ?

Summaries of Positions and E vidence of I nterested P arties

APPLICANTS

1. Alaskan Arctic Gas Pipeline Company

In its extensive brief, Arctic maintains that its pioposul is the most
bcm dcial to the State of Alaska since it will provide large benefits
ami cause the least socioeconomic cost.0 This assessment is bnsed on
tho assertion thnt the major socioeconomic benefits from any pipe-
line. project will be from severence taxes and royalties, and that such
liencnts are roughly equal for all three projects/

Arctic further states that since its system has only a relatively short
section in Alaska, and that section is in the much less accessible north-
ern portion of the State. the impacts of the Arctic (Jus System on
public facilities nnd services will be much less than the impacts of
the EI Pnso and Alcan systems. The magnitude of the population
effects is smaller, fewer communities in the State of Alaska are af-
fected, and prospective inuiigration by out-of-state job seekers is
discouraged by the inaccessibility an-1 seasonal construction schedule
of the North Slope.

Arctic responds to the contention that the other two proposals pro-
vide greater benefits to the Alaskan economy because of their greater
lengths in Alaska bv characterizing the severance tax and royalty
revenues as primary in magnitude and as long-term benefits as op-
posed to short-term construction employment/

Excerpts from the Arctic socioeconomic brief illustrate the con-
tentions. “Compared to severance taxes and royalties, all other bene-
lits to tbo state will lit* transitory and miniscule, (‘i")lie importance
of gas-related employment is . . . negligible . . Other revenues,
i.e., property tax ami corporate income tax revenues, are sni* to be
small; |>crsoiial income tax revenues important only for the relatively
short period of construction.

The Arctic (ias System is the only proposal which would not pro-
vide the possibility of delivering royalty gas for use in Southern
Maska. Arctic discounts any benefits claimed I»y the State of Alaska
from industrial dev.lopmcnt induced by I' e intrastate avnilabilitv of
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
Cook Inlet or firm expressions of industry interest |but such indus-
trial uses will occur. In addition. Arctic notes that possibility of nn
exchange agreement, in which Cook Inlet gas could be provided in
So' .nern Alaska in return for North Slope royalty gas.

SPBAI A VPR 0 SEOE D Bk e et it 1 e
nX |n n Pro n|, nrrﬂ Ltrol'@ nlf1 Prrllclrplp{hre ﬁ u|h|llluf[n rncvcr\éluco Y}/”']'UM royal&ly
coTetP In rncnr}mly]uc g It fic nynlein.
1 \Mr tic ﬁﬂn rOJECt on"Sacioéconomic Inmicn, pp, 12 13.
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Arctic cites estimates that in the case of the Alyeska construction
as many as 56,000 in-migrants may have entered Alaska in 1975 alone,
and dint 05 percent of the adult in-migrants had specific job waiting
for them. These unemployed increased the public welfare burden in
Alaska, and tho entire growth in population caused a great increase
in lemand for public facilities nnd services. Arctic states that the
larjre increase in demands for goods resulted in shortages and rapid
price rises, and alleges that similar occurrences could be expected with
the large impacts on the Stnte of either the EI Pnso or Alcan route.

The following projections of peak construction—induced popula-
tion increases in Alaska are mentioned by Arctic:"

El Pin Akin Arctic
FPC 3,000
4,600
16,618

f1P»so AUski Co
2,600

The large size of tho El Paso nnd Alcan impacts is emphasized. In
addition, Arctic cites an estimnte that 40 percent of the Alyeska con-
struction workers sent their paychecks out of state, a statistic which
would indicate thnt much of the increase in per capita income during
the construction phase does not remain in the State.

Arctic criticizes tho impact of EI Paso on small Alaskan communi-
ties by citing the El Paso projection of the pipeline—impacted popula-
tion of the vordova-McCarthy census division:*°
IWT s ST PSPPI 2.

Once again Arctic emphasizes the strain on nnd costs of increased
hut transitory demand for public services and infrastructure.

Arctic claims that its extensive planning with the citizens of Kak-
tovik. the principal village iirpanted by the Arctic System, will “maxi-
mize benelits and avoid dislocation." Alcan is critizcd for not having
yet noted on plans to carry out similar activities.

Finally, in Canada Arctic plans to locate hiring halls in larger
sourtherii metropolitan areas, thereby discouraging migration of un-
employed workers to tho more fragile and rural Yukon and Northwest
Territories.

2. Kl Paso Alaska Company

After reviewing the methodology behind tho projections made by
various parties Itofore the Commisr’on, El Paso goes on to state that
its projections and those of the FP ¢ and tho State of Alaska all agree
that the socio-economic impacts from the E| Paso proposal would 1st
greater than tho impacts from A'can or Arctic. The key to El Paso’s
argument is its assertion that tbj greater impacts reflect greater bene*
fits to the State of Alaska.

(640 YiEh P20
IMIl.
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After illustrating how its proposal would provide the greatest im-
pnct in terms of population nnd absolute employment, EIl Paso also
asserts that it would provide the greatest impact on aggregate per-
sonal income nnd in-state spending, citing the FPC FE IS projections.13

In regard to per capita personal income, the projections of the FPC
in its FEIS show a drop after the lirst several years of construction
and operation of the project.” EIl Paso’s consultant on socioeconomic
impacts alleges that this downturn can lie explained as a lowering of
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, of tho project will exceed increased public
service costs throughout the life of the. project,” 4 nnd tlint the im-
provement in financial capacity will allow those governments to pro-
vide exnndcd services.

El Paso also cites lienefits from the availability of gns to potential
consumers along the Trans-Alaska route, and claims that the natural
gas pipeline construction will provide employment for some of the
Alyeska workers, thereby easing the severe unemployment following
completion of the oil pipeline.

The endorsement of both the State of Alaska and the City of Cor-
dova. is claimed by the El Paso applicants. The State has expressed
public support ba-ed on arguments (piite similar to those used by EI
Paso. Among the lienotits eitod by the Alaska Commissioner of j{ev-
euue is bis estimate of an additional $12(J million in direct revenues to
tlii' Stale from the El Paso system as eonipared with the A retie system.

El Paso cites statements bv the City of Cordova, tim City Manager
ami the president of the local Chamber of Commenro expressing sup-
port for the economic stimulus effects of the ElI Paso system. The
statement by the City of Cordova indicates tecognition of “significant
and far-reaching effects on the economic, meiill and environmenta
well-lieing of the Cordova Community,” bm also expresses the belief
llint “ the great majority” of these cHeels arc “hejielieial.” 14

The Cordova statement asserts that most i <meutsof the community
look forward to increased business from constmetion workers ami “the
stabilizing influence on the Cordova economy which the :100 permanent
highly-skilled jobs at the LNG will provide, as well as the potential
tax base which its siting on Gravina Peninsula will nfiord." The city
also oilers the followingevaluafion."El Paso's Trans-Alaska Gas Proj-
ect is precisely the type of controlled development needed by the Cor-
dova community, the State of Alaska ami the entire United States.” ™

An attorney for Chngnch Natives, Inc. ami the Kyuk Corporation
claims support for the Iravina Point terminus for its contribution to
diversifying the Cordova economy.,T

El Paso's final point is that since impacts will he concentrated in
Alaska ami particularly at Cordova, the views of the. respective gov-
ernments nnd citizens should be “determinative of tho iptestiou of

benefit.” '*
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In its reply brief El P.. ocriticizes Arctic’s suggestion that its low-' r
cost of transportation may provide higher revenues to the State >f
Alaska, noting that such an outcome is possible only if Congress were
to de-regulate the wellhead price of Alaskan gas for intrastate sale.

El Paso also responds by disagreeing with Arctic on the importance
of benefits other than royalty payments and severance taxes. Popula-
tion, employment nnd income effects arc emphasized as substantial
benefits to the State of Alaska.

2. Alcon Pipeline Company

Alcan descrilies the general economic impact oftheir proposed system
as increasing the growth rate of the State of Alaska and directing that
growth toward regions affected by the pipeline route. As concluded by
other parties in similar shipments before the Commission. Alcan says
its system “would have a significantly greater economic impact on
Alaska than the Arctic (ias proposal, but a somewhat lessor impact
than tlie EI Paso proposal.” *

The following impacts are outlined in Alcan's socioeconomic brief::0

(@) Addition to Gross State Product (GSP) peaks during the
construction phase in 1118 at $210 in Dion. GSP impact is con-
centrated in the Fairbanks and Interior regions during construc-
tion (which is completed in I0S’l) and Inter increments shift to the
Anchorage region. This regional distribution of impacts over time
bolds true for all of the economic impacts discussed in the brief.

(I¥ Additional employment [Kinks in 1080 at 20,278 and drops
significantly immediately after completion of construction, rising
gradually thereafter. Anchorage region employment is more stable
than the Interior and Fairbanks tegion employment which de-
pends heavily on the const metion sector.

Heal wages and salaries follow patterns similar to that of
employment.

(r) Population impact also peaks in 1080, at 28,(502. with re-
gional distribution similar to that of employment impacts.

(if) Personal income peaks in 1080 and 10S‘|. After 1081 the
effect of the project is to lower real per capita income. The expla-
nation for 1ilis effect is the same as for El Paso: later increments
of employment arc in lower-paving support services US compared
with high-paving constratcion jobs.

(e) Impact on state revenues in 1084 and 100Or' ranging from
$1815 million to $.148 million in 1084. dropping after construction
nnd increasing thereafter to a range of Slvj million to $'187 mil-
lion in 1000. Local revenues behave similarly, peaking in 1081,
1081, nnd 1000.

State revenues are largely composed of “ petroleum sector taxes mid
charge**’ during construction and “direct taxes and loyalties” during
operations, while increased local revenues are largely from property
taxes nnd sales taxes.'-'1
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Alcan asserts that, “In the case of both state and local governments,
expenditure impacts will tend to follow the same pattern us revenue
impacts.” **

Regarding negative impacts of their proposal, Alcan states that, “ the
positive benefits to the local communities and people, as well as to the
state as a whole, will far exceed any negative social impacts that, may
occur.” 8 The <!din is made that the Alcan Project will ease the post-
Alyesku transition, and that most of the communities to be nlfected by
Alcan have already made some adjustments to accommodate larger-
seale development through their Alyeska experience.

It is apparent from Alcan’s brief, however, that there are a few
native communities along the Alaska Highway portion of the route
which certainly will he significant ly affected, with a “lessening of cul-
jiirnl traditions” nnd the emigration of youth in search of high wages
in pipeline employment. The most significantly-impacted communi-
ties are expected to lie Hot Lake. Tanacross, Tetlin and Northway.8"

benefits predicted bv Alcan for native communities include addi-
tional employment, job training and the “awarding of construction-
related contracts to native claims act corporations and other native-
owned firms.” '

Finally, in Canada Alcan says benefits will be of similar nature as
those in Alaska, and socioeeonomic rosts nre minor, in pnrt ' vuiwe of
the use of the established Alaska Highway corridor. Reg* ding native
claims. Alcan expresses optimism for settlement in tb Yukon wliiie
expressing severe doubts nimnt Arctic’s ability to surmount, native
claims disputes in the Mackenzie* Valley.*8

In its Reply Rricf Alcan attacks the arguments of Arctic, nsscrting
that (1) 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 Arctic, and (2) the transpor-
tation cost of the Alcan system is fotnrr than Arctic nnd consequently,
if there is any difference, royalties would la* higher with the Alcan
system.

STATK OK .M,\NKA

Alnska expresses its strong desire and need to develop a stable,
diverse economy and “social environment.” in contrast, with the bnnm-
bnst cycles of prrvious extractive industries. The State suggests that,
the Commission should use ns a criterion for judging tho natural gas
systems the “lasting contribution to Alaska’s healiliy growth each
would make." 8 The Alnsknn Statehood Act is even cited ns containing
Congressional intent to promote the independence and growth of the
State economy.

The Stnto also emphasizes repeatedly tin* necessity of having royalty
gns for use within Alaska to promote industrial development

Overall the State of Alaska favors a trans-Alaska ronto. and in
particular the EI 1'aso proposal, believing thnt the greater economic
impacts will expand the econoniv to n moro viable size and provide
much greater revenues for expenditure on public facilities and services.

o Dtfaf. .
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Other Major Relevant Reports

INTERIOR DEPARTMENT PEIS (MARCH 1070)

In Alaska the Interior Final Environmental Impact Statement pre-
dicts beneficial effects on unemployment, but that assessment was based
on the assumption that preparatory construction work would begin in
197G.

The FEIS also indicates the likelihood of “major and significant
adverse impacts” from the Arctic system 0ll the wildlife on which the
native subsistence lifestyle is based. As a result the loss of traditional
culture is accelerated.®

In Canada tho economic impact of Arctic would be largely limited
to a few communities (Inuvik, Norman Wells and Fort Simpson),
according to tho FEIS. Employment of local labor would be over
2,000 at, peak construction but perhaps only 200 in operation.3

W ith regard to the native claims issue, tho Interior FE IS states:l

One of the constraints In the Canadian Government, guidelines for northern
pipelines (Department of Indian Affairs and Northern Development, 1072) is
that; "Any certificate issued will he strictly conditioned ir respee. of . .. the
protectlon of the rights of nor hern residents, ..." Furthermore, the stated
government policy is thnt nny decisions made concerning northern plpellnes 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 grantlng of the prodposed pipeline construction
lienuit Is not clear. The attitude of th" 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).

On May 9. 1977 the Report of Justice Thomns R. Rorger on tho
Mackenzie Valley Pipeline Inquiry was released to tho public. The
report, is an advisory document for the Minister of Indian and North-
ern Affairs on the social, economic and environmental impacts of a
natural gas pipeline through the northern Yukon and Mackenzie
Valley.

The major recommendations of the report are that (1) no pipeline
should Im constructed through the northern Yukon because of environ-
mental impacts, and (2) any Mackenzie Valley pipeline should be
post ponod for at. least ten years to allow for settlenient of native claims,
in addition, Judge llerger expresses his opinion that the evidence be-
fore the Inquiry indicates that tho Alcan route may be satisfactory
from an environmental viewpoint.

The report discusses the testimony of one thousand witnesses nt
thirty-five community hearings in the Yukon and Northwest Terri-
lorie-. Judge Merger explains the. heavy dependence of native culture
on the subsistence lifestyle, 0l unrestricted use of land for hunting,
fishing nnd trapping, on sharing and strong community identity.

Quoting from tho report:"
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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 (\)}\)/inion, 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.

It 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 centur% 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
‘(stins, this laquiry or anyone else may sny.

Joy*"EPTUAL AND SUBSTANTIVE DEFICIENCIES I n PItIOIt ANALYSES

There nre several general concepts or major issues which have not
been adequately addressed in most, prior analyses and arguments
p.tijsented before the Commission. These include:

1. Cross “Benefits” from Employment versus Net Socioeconomic
Impacts.—In the brief? of the S lie of Alaska nnd E | Paso especially,
the socioeconomic impact assessments fail to account for or give s f-
ficient weight to the costs of an expanded population in terms of cost
of public services, and capital and operating costs of public facilities.
In addition, the question of whether Alnskan or immigrants fill new
pipeline-related jobs is crucial to the accurate measure of net benefits
from increased employment.

2. Ayyrcyate System Impart versus Maximum Local Impacts.—
Emphusis in some of the briefs lends to lie on a comparison of tho
total impacts of each of the three systems. It, is important to give duo
weight to examining the impacts on individual communities, particu-
larly native villages. In addition, the distribution problem created
when the taxable property <f a project is located in one "ommunity,
but the public services and facilities are needed in nnollu i needs to Iks
examined more thoroughly for 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 of socio-
economic impnet on a community. Consideration of the rate of change
might be nn important factor in assessing the severity of the impacts
from each of the proposals, but little attention is given to this possi-
bility. This point is particularly relevant to the native communities.
Tt is often said thnt the native economy will undergo a transformation
from a subsistence basis to a wage basis regardless of whether a pipe-
line is constructed. It is nevertheless important to assess tne rate of
change as a determinant, of the magnitude of impacts.

4. Social and Cultural Problems. Native Claims.—'The briefs filed
before the FPC generally focused on the narrower implications of tho
pipeline systems for state nnd lornl economies.’ 'lie effects of nny pipe-
line system on social and cultmal concern such as alcoholism, and the
tendem toward cultural breakdown in impacted nntive vilingcs hns
not. been ‘iseussed in enough detail. The entire issue of the desires of
native communities nnd nntive claims has been given a cursory treat-
ment in Heveral socioeconomic impact discussions.
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Analysis

The following discussions are intended to facilitate the evaluation
of the Alaska Natural Gas Transportalion Systems.

1. Each of the three proposed systems will create a larpe amount ol
additional employment dnring construction and a generally small
amount following completion of construction. Since it is unlikely that
construction on a natural pas system would start soon enough to cap-
ture a large portion of the workers laid off from the Alyeska construc-
tion. a larpe construction work force would tend to continue the dis-
equilibrium characteristic of the Alnskan economy.** Since it hns a
much smaller construction workforce than the El Paso nnd Alcan sys-
tems. the Arctic Gns System would have less of the effect of perpetu-
ating large unemployment than would the other two systems. EIl Paso
has the largest long-term operation employment in Alaska with its
LN G terminal, but even that number is relatively small (MO at the
terminal). Many of the unemployed from Alyeska were originally im-
migrants who may lie encouraged to extend their stay in Alaska in
hopes of obtaining a construction job if either the El Paso or Alcan
route is certified. In addition, more Alnskan residents and natives
will be attracted into the hiph-wape construction market, leaving In>
hirnl lower-income but more si :Me, longer-term livelihoods. Un-
employment. following the completion of either of tho two longer
routes is likely to lie very high. The development of enough new indus-
try in southern Alaska to absorb the unemployed is highly speculative
at this time.

2. Tt is generally considered in the best interests of the State of
Alnslcn to establish a stable economy, less dependent on the Inrge and
transitory disruptions of the extractive industries, particularly oil and
gas dev'lopmenf. This transformation of the economy can be attained
by reducing reliance on large construction projects, diversifying the
commerei..! and industrial base nnd strengthening long-term employ-
ment. opportunities. The State of Alaska proposes to nceomnlish this
transformation with a Trans-Alaska natural gns pipeline, thereby en-
couraging rnpid development of infrastructure to support enlarged
economic activity nnd making gns available for new industrial uses.
This strategy will work if businesses indeed are willing to make mnior
investment in southern Alaska. If successful the State will have rapid
development, hut in the interim will incur mnior socioeconomic dislo-
cations. The Ei Paso proposals would probably provide the irrentest
stimulus to the Alnskan economy, with lesser effects attributable to A l-
can nnd flic smallest impact bv the Arctic system. Combined with the
massive revenues from North Slolio oil production, however, any of the
systems would prowde Alaska with sufficient amounts of funds to
greatly expnnd services.

The question of whether the nvnilnhilitv of North Slope natural gas
is an important ingredient in the diversification of the Alnskan econ-
omy is unsettled for at least two reasons. There is the possibility that
exchange agreements could provide Southern Alaska with Conk Inlet
natural gns in trade for the state’s royalty gas from the North Slope,
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eliminating the need for a Trans-Alaska pipeline to provide gas for ig-
dusti&| uses within the state. It is not clear, however, whether there are
enough natural gas reserves in the Cook Inlet area to provide signifi-
cant amounts of gas to the state over the next couple of decades.

Second, the potential for industrial development based oil the use of
natural gas is uncertain. There is only a limited amount of experience
from the relatively modest petrochemical development around Look
Inlet as a guide to industry interest in Alaskan gns.

Summarizing, with regard to the royalty gas question E| Paso and
Alcan may have an advantage, but the magnitude of any such advan-
tage is open to wide debate.

3. In his initial decision, FPC Administrative Law Judge Aathum
T.itt raised the issue of intor-regional distribution of benefits. Specific-
ally Judge Lift addressed the question of whether it was appropriate
for the Commission to consider the lienefifs of induced economic de-
velopment for the State of Alaska in its decision on certilication. Litt
oiiserved that since the transportation cost for gns delivered via the E |
Paso route would be substantially higher than that of alternative
routes, a decision which gave positive weigh to the induced develop-
ment benefits implied a policy of suhsulizing Alnskan economic devel-
opment by forcing the lower 48 Stntos to pay a higher delivered price
for North Slope gas. Litt concluded on the basis of legal precedent flint
sin'll n consideration was nn inappropriate basis for a Commission de-
cision. The President, however, has the option of including regional
economic lienefits in his delilieration.

t. The net revenue licnefit of oneli of the pronosnL of the State of
Alaskn nnd local communities is rarely estimated in the evidence, par-
ticularly thnt presented by the applicants or the stnte. Since Alaska
is largely undeveloped, even relatively small increases in population
can put a severe strain on local public services nnd facilities. A popu-
lation inerense of over 30.000 in the entire state due to the E|l Paso or
Alean svstem implies very substantial public expenditures despite the
fart that much of the route for those pipelines would be identical to
thnt of Alyeska. Based on induced population and revenue protections,
it nppenrs that the net revenues from the three systems over the con-
struction period miaht be comparable; tnneh larger revenues associ-
ated with n trans-Alaska route such as El Pnso hcing offset to a suls
sfantinl degree by much larger public expenditures for (.pnmled fa-
cilities and services to support in-migrants.

O f course the longer systems would also provide larger net revenues
in later years of operation, after infrastructure adjustments had lieen
ma-le fo accommodate the oxpnndod population.**

The preceding net. revenue analysis is based on puhlie revenues nnd
expenditures for state, regional and loc.nl governments comlimd.
regard to impacts on local government fiscal conditions alone, the se-
lective nnd timely provision of flnnnciul assistance by the State of
Alaska, regionalcorporations or pipeline firms will lie critical in avoid-
ing the imposition of severe hardships on rural 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 EI
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 El 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 EIl 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 Ix* 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.™

rs 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
plipeline 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 sjnh as crime, family lisintcgrntion and alcoholism. Ex-
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 curvivl, 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 bxc 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*
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celerate the weakening of the native lifestyle and the spreading of so--
cial problems.

6. Of all the socioeconomic cons, rations, the most significant fac-
tor in a choice among the alternative pipeline proposals may be the
Canadian native claims issue. The issue of native claims in the Mac-
kenzie Valley and control over land uses in the region is highly
charged, and settlement, viewed by many to be a prerequisite for any
development, is not considered likely in the near future.

Justice Berger, in his “Report of the Mackenzie Valley Pipeline
Inquiry,” expresses the firm belief that:

.. . 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 'or them.’7

The apparently poor chances of early settlement ibined with the
vehement insistence of native groups and the Berger Inquiry that
any pipeline through the Mackenzie Valley I»e delayed until the settle-
ment of native claims, could pose a barrier to early construction of a
Trans-Cunudiun pipeline, especially the Arctic system.

Conclusion

Tho major conclusions arc:

Tho decision of tho Government of Canada, currently expected
to "0 announced before the deadline for the final U.S. decision,
could rule out either the Arctic, or Alcan route because of tho
adverse effects on the cultural stability of native communities
and the resulting social problems.

The El Paso system provides a some’'vhat greater opportunity
for intinstate use of royalty /as than does the Alcan system
because of the possibility of consul industrial development with
El Paso. Such additional development could provide beneficial
employment and income effects.

In general both the ecouoir'c development nnd dislocation im-
pacts in Alaska would bo greatest with the EIl Paso system,
smallest with the Arctic system, and would fall in-between with
the Alcan system.

Although tho public revenue impacts of the three alternative
systems would he greatest, from El Paso, next largest, from Alcan,
and least from the Arctic proposal, tlio public expenditures re-
quired to serve the induced population growth also would In? in
that order. As a result, VIt revenue lienefits during .lie construc-
tion period in particular may be much loss than some previous
analyses have implied.

The EIl Paso system would concentrate severe disruptive im-
pacts on the City of Cordova, whereas the Alcan system would
eroitle significant but. much s nailer impacts on several native
villages along tho Alaska Highway.

Since there may ho instances (e.g., Cordova) in which loenl
government revenues of iiig neted rural communities may not
cover public expenditures, the selective and timely provision of

»Heritor Inquiry Roport, p, xxtv.



financial assistance by the State government, regional corpora-
tions or pipeline firms may be helpful in avoiding severe
hardships.

In summary, the significance of socioeconomic impacts for the over-
all route decision depends on the weight given to impacts disruptive of
social and cultural structure ns opposed to economic development con-
siderations. If factors such as adverse effects on native communities
and local lifestyles are given primary importance, the Arctic nnd E|
Paso routes would tend to suffer in a comparison with Alcan. If more
importance is placed on a route which will stimulate the Alnskan
economy, the El Paso route clearly has the advantage, followed bv

Alcan.



report of task force on international relations
FPC Conclusions and Recommendations

The Initial decision on the transportation of Alaskan natural gus,
prepared by Administrative Law Judge Litt, and issued by tho. FPC
on February 1.11177. contains a chapter on Cnnadiun issues’ The main
points of the chapter nre:

Just, reasonable and non-diseriminatory provincial treatment
of transit pipelines is provided for under the Canadian
constitution.

The applicants agree that ratification of the United States-
Canada Transit Pipeline Agreement will not end negotiations
with Canada.

bona

It is unlikely that native claims will significantly modify the
Canadian Government's energy decisions.

Arctic Gns and Alcan argued that a joint project through
Canada is not dependent upon n United State—Canada treaty.
However, a treaty would regularize and simplify the procedures
for obtaining joint approvals.

The treaty, which spells out reasonable practices of ordinary
good business, does not add substantially to the expectation that,
n relationship which has liecn historically workable will remain
workable.

It is expected that amendments to the treaty will be required
and made from time to time.

If a pipeline for Alaskan gns i>built ncrossCanadn.il is reason-
able to assume that the Government of Canada will have an
interest in promoting the pipeline's economic viability.

On Mav 2. 1»77, the Federal Power Commissioners recommended
that the President select an overland transportation system through
Canada, if such a route is mnde available by the Government of Can-
ada on ncceptnble terms nnd conditions. In their analysis, the com-
missioners confined themselves for the most part to U.S. issues. Only
two issues related to United .Stales t’anadian international relations
were mentioned:

In reference to the “western leg"” of the Arctic Gas Project, the
FPC said that if Canadian gns exports to the United States are
terminated upon expiration of present licenses, suflicient idlo
pipeline capacity will be available to move Alaskan gas to the
West Coast, without construction of the western leg.

Arctic. Gns ami Alcan will have similar socio-economic impacts
in Canada. Total population and employment changes will not
In>great. The major impact will Is- on the traditional life-stylo
of native communities along the pipeline right-of-way.

M47)
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Positions of the Parties

The Federal Power Commission heard evidence concerning (1)
United Stutes-Cmiadian relations, (2) the Canadian decision process,
(3) Canadian constitutional law.
~The briefs submitted by the throe applicants on tho United States-
( anadian issues involved in transporting Alaskan gas across Canada
covered security, taxation, and political factors. E|l Paso emphasized
tho uncertainties and compromises inherent in dealing with a foreign
government. Arctic Gas und Alcan argued that the Government of
Canada would have an interest in the success of a commercial venture
for the transportation of Alnskan gas which involves Canadian com-
panies. Canada would therefore be unlikely to take action contrary to
the interests of its own citizens. In addition, the United States nnd
Canada have a long tradition of successful coo|>eration which can
reasonably be expected to continue in the case of a transportation sys-
tem for Alnskan gas.

lhe Federal Power Commission also heard evidence concerning the
Canadian decision process on the pipeline. The argumentation focused
mon the settlement of native claims along the proposed pipeline right -
of-way. El Paso pointed out the problems involved in the settlement of
native claims along the rights-of-wav of Arctic Gas nnd Alcan. EI
Paso expressed the opinion that the Government of Canada's failure
to settle the claims could delay a trans-Canadian pipeline decision for
years.

Alcan argued that the claims problem is less serious along its pro-
posed light of-wav in the southern Yukon than along the Arctic Gas
route in the Mackenzie Valley.

The Commission also heard several days of testimony on Canadian
constitutional law. El Paso's witnesses descrilied the powers exercised
by the Canadian provinces ami implied that the provinces could delay
or prevent construction of u transit pipeline, or could impose intoler-
able tax burdens.

Arctic Gns and Alcan witnesses argued that Canadian constitutionnl
law confers upon tho Federal Government of Canada unquestionable
authority to implement a decision in favor of n transit, pipeline.

Rkmcvavt F actors

Canmlinn Derision Proem*

The Government of Canada hns lieen studying the proposals for
the transportation of Alnskan natural gas across its territory since
1074. Separate studies are being conducted by tin* National F.nergy
Hoard (NEH), »be Berger Commission, tbo’ Alaska Highway Gns
Pipeline Inmiirv Hoard, nnd the Alaska Highway Gns Pipeline Envi-
ronmental Assessment nnd Review Panel.

Tin* National Energy Hoard is nnnlv/.itP? the relationship nf the
Canadian Arctic Gns. the Alcan, and the Maolelenf projects to Can-
ada's energy needs. The Hoard must determine whether nnv of the
pipeline projects arc nnd will he reouirod by the present and future
public convenience and necessity. The Hoard's findings will he sub-
mitted to the Government of Canada for its eonsidern<;<<n to early
*Tillv. The Canadian Cabinet max accept or reject the NEH s derision
on ii pipeline, but may not change it except by legislation.
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The Berger Commission is looking into the social, economic and
environmental impact of the Canadian Arctic Gas and Maplclcaf
Pipeline projects lll the Yukon and Northwest Territories. The Com-
mission relensed the first part of its report on May 9, 1977. It recom-
mended that no pipeline be built across the Northern Yukon, and that
10 years elapse before a pipeline is built in the Mackenzie River
Valley. Part Il of the report, recommending terms and conditions to
lie applied in the event that a pipeline is built, is expected later during
the summer of 1977. The report is not binding on the Government of
Canada and does not address all the factors which the Canadian
Government will consider before reaching a final decision.

The Alaska Highway Gas Pipeline Inquiry Board will report on the
social nnd economic aspects of the Alcan project in the southern
Yukon. The report i to be submitted to tho Canadian Cabinet by
August 1. 1977.

The Alaska ITighwnv Gns Pipeline Environmental Assessment nnd
Review Panel, directed by Dr. H. M. Hill, is analyzing the environ-
mental impact of the Alrnn project in the Yukon. t)r. Hill's report is
to be completed by August 1.

On April 28, 1977, Canadian Prime Minister Trudeau appointed
Mr. Bnsil Robinson as Northern Pipeline Commissioner. Mr. Robin-
son v ill coordinate the activities of the various agencies of the
Canadian Government in reaching a decision, and will be the Canadian
Government's point of contact with the T'.S. Government ns the two
decision-making processes unfold.

All inputs related to the pipeline decision required bv the Govern-
ment of Cannda nre expected to >0 at band I>v early August 1977. Tho
Canadian parliament is expected to debate the pipeline issue in July,
IX'foro the Canadian Government, makes its decision, and again in
August.

Commenting upon the timing of the Canadian decision. Canni in
Prime Minister Trudeau, during his visit to Washington in February,
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 of Canada to recognize
the existence of a native interest in those mens of 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
claims issue expeditiously and. if at all possible, liefore a pipeline is
built, However, the Government of Canada has never taken the posi-
tion thnt it is necessary to reach a settlement. Indore hand. Tl is ex-
pected thnt the Government of Cannda will reach a decision on the
pipeline issue within the anticipated IS timetable, regardless of the
stntus of the settlement of native claims. Moreover, if the I'nited
States mid Canada agree to euopernte on a gas pipeline, that agreement
would have to lie based on an understanding that construction can In>
carried out expeditiously. Construction would not, therefore. In¥ de-
layed bv the settlement of native claims which could, if necessary, go
forward concurrently.
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Canadian Legal Environment

Two procedures exist for seeking review of an N EB decision related
to the gas pipeline. First. Section 18 of the N EB Act permits parties
to N EB proceedings to appeal questions of law or jurisdiction to the
Federal Court of Appeals of Canada. Such appeals are discretionary
fo> the Court; n court must grant leave m appeal. An application for
appeal must be filed within one month of the NEB's action, unless the
court or a judge finds that social circumstances allow some longer
time. Once leave is granted, the appeal must lie entered within 60 days.

We are inf< ined by Canadian authorities that there should be no
plausible challenge to the jurisdiction of the NEB or nnv significant
question of law arising from its decisions. Section 44 of the NEB Act
gives the N EB broad discretion in deciding on applications of public
convenience and necessity for pipelines.

Judicial review of NfcB action would more likely be sought under
the Federal Courts Act. Under that Act. the N EB could lie overturned
if it “failed to observe a principle of natural justice”, “acted beyond
or refused to exercise its jurisdiction”, “erred in law in making its de-
cisions”, or “bnsed its decision or order on an erroneous finding of fact
that it made in a perverse or capricious manner or without regard to
the material before it".

We understand that the Canadian courts have left great discretion
to the administrative board or body involved. We know of no case in
which an N EB decision to issue a certificate of public convenience nnd
necessity has been effectively challenged in the courts.

It should also lie noted that Canadian law places comparatively
stringent limits on standing lo sue. We understand that, in general,
only parties to Administrative proceedings cun seek judicial review
of agency netion.

Under Canadian law. the scope of review of N EB decisions is nar-
rower than comparable review of the decisions of U.S. regulatory
agencies.

If the Federal Government of Canada makes a decision in favor of
an overland route for Alaskan gas. no further provincial permits nre
required. The successful applicant will Imauthorized to proceed in ac-
quiring laud for the pipeline right of-way through normal commercial
contract ncgotiations. If necessary, the Federal Government of Cannda
will exercise the right of eminent domain to assure that a right-of-wav
can bo obtained.

Implementation of a Cnnndinn decision in favor of a trans-Canadian
gns pipeline will require permit from the Department of Indian und
Northern Affairs to allow use of federallv-ownod land in the Yukon
nnd Northwest Territories. However, it is expected thnt issuance of
such a permit would lie pro forma if a favorable decision is reached by
the Federal Government of Cannda.

The Canadian procedures for implementing a decision on the gas
pipeline appear to lie less complicated than procedures in the United
States where state approvals are required for right-of-way acquisi-
tion. exploitation of mineral resources, and constru. on of port and
regasifiention facilities. Delays related to approval bv regulatory
authorities are less likely to occur in Canada than in the tinitcd States.
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United States-Canmla Transit Pipeline Agreement

The Trans-Alaska Pipeline Authorization Act of 1073 (Public Law
03—k.)) authorized and requested the President to determine whether
the Government of Canada would bo w iling to permit the construc-
tion of pipelines across Cannda to carry on and gus from Alaska's
North Slope to markets in the lower 48 states and terms and conditions
which might apply to such a pipeline. In response to this Congres-
sional mandate, the Department of State began negotiations in 1074
which led to the Transit Pipeline Agreement signed on January *28
1077. The President sent the Agreement to the Senate on March 30,
1077, for advice and consent to ratification. The Senate Foreign Rela-
tions Committe held hearingsonJune 7,1077. and its report is expected
to be complete in July. The agreement includes the following basic
elements:

It covers all existing or future pipelines which transit the
territory of each party;

It covers all forms of hydrocarbons including crude oil, pe-
troleum products, natural gas. petrochemical feedstocks and coal
slurries;

It provides for reciprocity of obligations on the part of both
parties;

It does not provide for approval of any specific proposals to
construct a transit pipeline across the territory of either country,
but it makes provision for possible protocols on specific pipeline
projects if 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 interfering with or impeding hydro-
carbons moving in transit pipelines;

It provides for noil-discriminatory treatment of hydrocarbons
transiting either country, which ensures that public authorities
in IKith countries will bo prevented from discriminating against
transit pipelines with regard to taxes and other monetary charges;

It. assures “in bond” treatment for hydrocarbons moving in
transit pipelines;

It confirms the jurisdiction of normal regulatory authorities
over transit pipelines nnd require* that their action be reasonable
and lion-discriminatory:

It provides for equitable sharing of pipeline capacity in the
event of emergencies on a predetermined basis;

it provides for binding arbitration in the event of disputes
which cannot be resolved by negotiation; and

It is of long duration -thirty five years—nnd may be termi-
nated afie the end of this period only if ton years prior notice
is given.

The Agreement provides very strong assurances of non-interference
with the flow of hydrocarbons in transit. F.vrn in emergency situations,
the Agreement spells out the terms governing the operation of pipe-
lines carrying hydrocarbons in transit commingled with indigenousiy-
prodii 'ed hydrocarbons. Both the United States and Canada recognize
that security of throughput is fundamental requirement, nnd Doth

«0 -.220-77 11
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countries have made binding, reciprocal commitmc its to non-inter-
fcrence.

The Agreement does not bar real property taxes by either provinces
or states. However, under the provisions of the British North Ameri-
can Act and the terms of the Agreement, the provinces would be pre-
vented from taxing the throughput of pipelines or levying discrimina-
tory charges on transit pipelines. The Federal Government of Canada
has accepted the obligation to ensure that the exercise of the taxing
power of the provinces shall be applied in a lion-discriminatory
manner.

In the United States, where a ratified treaty becomes the supreme
law of the land, the U.S. Federal Government has tho authority to
prevent stntes from discriminating uguinst transit pipelines and is
committed to do so by the Agreement.

"Whether discrimination against a transit pipeline exists is deter-
mined by comparison with similar pipclnes. The Agreement provdes
that “similar” pipelines include both mter-provincial and inter-state
pipelines and intra-provincial and intra-state pipelines. Thisdefinition
is sufficiently broad to assure that an adequate basis for comparison
can be found within the jurisdictions which would be involved if a
trnns-Caiindian route for Alaskan gas is approved.

The hydrocarbons moving through a transit pipeline nre nccorded
the equivalent of “in hand* treatment under the terms of the Agree-
ment and may not he taxed by provincial, state, or Federal authorities
in either country.

The non-discrimination protections contained in the Agrement pre-
vent. the imposition of faxes on transit, pipelines which are not also
applicable to similar, non-transit pipelines. Therefore, the Agreement
assures that, transit pipelines will not In¥ taxed in a discriminatory
manner to generate funds for the settlement of native claims.

The United Statcs-Cauada Transit Pipeline. Agreement docs not
settle all issues related to a trans-Canadian pipeline for Alaskan nat-
ural gus. Rather, the Agreement provides fundamental guarantees and
a framework for the terms and conditions which would lie applicable.
| f Cannda decides to offer an overland route, further discussions with
the Government <if Canada will 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 I construct'<*n delays, and arrangements

for inspection of the pipeline.

/-1 mincing

The question of financing a trans-Canadian pipeline for Alaskan
gas has not lieen formally discussed with the Government of Canada.
If an overland route is offered by Canada, and if it is necessary for
either Government t>participate in financing, financial arrangements
could lie dealt with in a protocol to the Inited States-Canada Transit

Pipeline Agreement.

/in/met on United SUiten-Canodian lit lotions

The United States and Canada have u long tradition of cooiicrution
on mutually liencficiul projects, such as the Saint Lawrence Seaway,
the Alaskan Highway, the environmental clean-up of the Great Lakes,
and the transpotration of Canadian hydrocarbons across the United
States. A decision to construct a trims-Canadian pipeline for Alaskan
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natural gns would be in keeping with this cooperative tradition which
is in tlie interest of both countries. However, Ixith Governments have
made clear that a decision on the gas pipeline will he made on its own
merits.

Regardless of the outcome of the gas pipeline decision, a community
of interest will remain, tending to draw the. United States and Canada
together. A relationship which is basically friendly and cooperative
will continue.

Canadian Transit Pipelines in the United States

Most of Canada’s oil and natural gas reserves arc located in the. west-
ern provinces of Alberta, Saskatchewan, and British Columbia. How-
ever, energy consumption is greatest in the industrialized, eastern prov-
incesof Ontario and Quebec.

Canadian crude oil moves from the producing provinces in the west
to the consuming provinces in the east via the Intcrprovincial Pipeline
System. Tho two branches of the Interprovincial system transit the
United States; one north of Lake Michigan, and the other to the south
of the Lake.

Canadian natural gas is carried from west, to east via the Trans-
("anada <Jrenfc Lakes Gas Transmission system. The system transports
about :'(X) billion cubic feet of gas per year across the United States
to markets in eastern Cannda. In addition, TrnnsCanuda/Great Lakes
delivers Canadian ~as to U.S. markets in the Midwest.

Imported crude oil is carried via a transit pipeline from Portland,
Maine to Montreal. In 5500,000 barrels per day of crude oil were
delivered to Montreal through tho Portland pipeline.

Conclusion*

It i- the conclusion of the Task Force on International relations thnt
a viable option exists for the transportation of Alaskan natural gas
across Canada, provided that the Government, of Canada oilers an
overland route across its territory. A trans-Canadian gas pipeline
would liencfit from the protection afforded by the United States-
Canada Transit Pipeline Agreement, and from the long tradition of
cooperation between the two countries.

Canadian constitutional law provides clear authority to the Federal
Government of Canada to make and implement a decision concerning
a transit pipeline for Alaskan gas. In addition, the Government of
Canada has accepted the obligation to ensure that the exercise of the
taxing power of (lie provinces shall Ik*applied in a non-dincriminatory
manner.

The Taslc Force agrees with Federal Power Commission Admin-
istrative Law .liulge Litt that in light of the history of successful co-
operation with Canada in other areas, it is reasonable to expect the
Government of Canada to net responsibly i.i the ease of a pipeline
carrying Alnskan gas.

The Task Forre further concludes that regardless of the outcome
of the gns pipeline decision. United Slates-Canadian relations will
continue to he friendly and cooperative.



REPORT ON NATIONAL SECURITY IMPLICATIONS
iNTKOOICTION

The Federal Power Commission “Recommendation To The Presi-
dent, Alaska Natural Gas Transportation Systems’ did not include
a statement on the national security implications of the proposed
transportation systems. The Department of Defense (DOD) pro-
vided a study which addressed that subject to the Department of
Interior (1)01) and the Federal Power Commission (FP C). Both
agencies included the study in their evaluations of the proposed trans-
portation systems. The following report summarizes the considera-
tion given to nationnl security during the review nnd evaluation of the
three proposed Alaska Natural Gas Transportation Systems.

CONTL.NTS
4. Principal Element*

1 Department of Defense position nn the national security implica-
tions of an overland Alaska/Canadian route and an Alaska pipeline/
cryogenic tanker system.

2. Summary of DOI) testimony given liefoiv Federal Power Coin-
mi-sion Administrative Law Judge Nalmm Litt presented by Rear

Admira] C. ,Mgonroe llart, Director for Energy, 1)01).
3. Defen3|b|lltv
(a) Peacetime—Internal security responsibilities of each
nation.
(b) wartime—

(1) If Isith Cannda nml the Cnited States are involved.
(2) If the |I'nited States is unilaterally involved.
4. Vulnerability
The considered effect on national security if no gas transportation
system is approved.
It. Fummuff/ of the position of interested /nirtie* before the FPC
C. Federal Potter Commission cone! tsions on the implications to na-
tional srmrity
/). Conclusions.

Discission or PniNcrp.M, Ei.kmt.nts
t. tiib 000 position ox national oKcntrrv iMritrations

In accordance with Public Law HM .VI the Secretary of the Interior
submitted n report to Congress * regarding the feasibility of two sys-
tems for transporting Alaskan North Slope nnturnl gus to the con-
tiguous 48 States. The 1)01 report covered the results of a study

| a%NAtﬁr 151NgturM|r&q?<l|InrnAtR;m rl]rtrlﬁ]onr S[ %mn H‘? HI{%:H to t'ouerc*, I'lirnuniit tu Public
(115)
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predicated upon nn analysis of two hypothetical competitive delivery
systems similar in certain respects to the proposals of the Alnskan
Arctic Gas Pipeline Company, which would traverse Canada from
the Nortli Slope to the northern border of the lower 48 States: nnd the
El Paso Alaska Company, which would traverse Alaska to its south-
ern coast and then continue via liquefied natural gas (LXG) tanker to
California.

The DOD submitted a study to the LOT for inclusion i \ the report
which addressed the national security implications of these two hypo-
thetical systems. The study was prepared by the Joint Staff of the
Office of the Joint Chiefs of Staff. This study was the basis for the
National Security Section (pages 170-172) of the DOI report. The
conclusions of the DOP study, and as reflected in the DO report,
were that “analysis of military factors alone would not indicate niv
overriding preference for one route over the other.” The DO report
further concluded that. “. . . where a foreign country is involved, it
would appear that the nonwnr security risks may be greater." These
conclusions were reached prior to submission of the Alcan Trans-
Canada route proposed bv the Northwest Pipeline Comnnnv. It is the
opinion of the DOD that the evaluation ft *  ***yrioini security
factors related to the hypothetical Trn> ..-Canada route is equally ap-
plicable to a route similar to that proposed for the Alcan route.

2. SITMVATIV OF IKin TESTIMONY BFFORF. THE FEDERAL POWER COMMISSION’

The DOD Director for Energy. Rear Admiral C. Monroe Tlart in
testimony before the EPC Administrative Law Judge Nahum Litt,
validated for the record thnt the national security section of the DOT
report to Congress was provided by the DOD. Admiral Hart was ex-
amined by Judge Litt: directly examined by Mr. lleisler. an EPC
lawyer: and ero'-s-exaniined bv Mr. Il. Clvde Hargrove, representing
Alaskan Arctic Gas Pipeline Co.. and bv Mr. William W ise, represent-
ing El Paso Alaska Co. The examinations by these persons were con-
cerned with the relative ease of protection of the two transportation
systems nnd in that, context addressed both military and civilian law
enforcement, their availability and probable use in peace nml war.
Also, the key points of system vulnerability which would offer the
greatest potential for maximum disruption to system operation were
discussed: these were:

(n) Typical points at which concentration of pipeline or facilities
would offer the greatest attraction and opportunity for greatest crip-
pling damage such ns:

(1) The Yukon River crossing in Alaska where both gns and
oil lines will cross the river on a single bridge.

(2) The gas liquefaction plant on Prince William Bnv.

Cl) The parallel crude oil nnd gas pipelines through Alaska.

(4) The Prudhoe Hay producing fields nml the gns nnd nil
proiessing plants.

(M The length of the gns pipeline in Northwest Canada which
would be more difficult to patrol. It was noted that threats of
snimtnge against the Alaskan Arctic (ias pipeline have already
been made.
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(b) The relative difficulty of providing protection for key points
such as the above examples was examined and the following criteria
were considered.

(1) Points of concentration such as the Yukon River crossing
nnd the processing facilities nt Prudhoe Bay and Prince T\ illiam
Sound offer attractive targets for terrorists, saboteurs, para mili-
tary groups and wartime attack, but they also offer the greatest
opportunity for concentrated protection.

(2) Remote portions of a pipeline, particularly those portions
through the northermost sections of Northwest Cannda, offer
nn attraction for destruction because of the difficulties of restora-
tion due to long distances for transporta'ion of repair equipment
plus weather and physical limitations of access. However, for
similar reasons the successful completion of an act of destruction
is also much more difficult to accomplish in such remote and
environmentally hostile areas.

(3) With regard to the protective forces which would he avail-
able in peacetime nnd wartime, it is considered thnt in both tho
United States and Canada peacetim esecurity will be provided by
company surveillance and inspection and by the normal law
enforcement organizations, nml in wartime these organizations
would continue their service with military assistance as needed.

The testimony and examination did not alter the conclusions of the
DOD study on National Security that an analysis of military factors
alone would not indicate an ovcrridin" preference, for one route over

tho other.
3. DKFKXKIIUM rv

(a) Peacetime—It will 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 ex-
pected that the security provided for the Alaska natural gas system
will lie no different than that currently provided for 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.

(™ wartime—

(1) If both nations arc involved.

1 he established Canadian-United States defense arrangements for
the North American continent are predicated upon mutual defense
through hinatkmal coordination. No snocilic civilian installation or
locality is singled out for added protection, only the umbrella of con-
tinental military defense will normally he provided. If necessary,
military assistance would Is* furnished in support of the norma! com
17161265 1 nl police and law enforcement organizations. For example,
no unusual military precautions were taken for the United States
owned and operated IbiineseFairbanks Alaskan petroleum pipeline
during the Korean War. 21)5 miles of which traverse Canadian soil.

(2) If 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. Materials are readily available to each country under normal
conditions. It is considered that this long-standing cooperation would
continue to exist and all mater'.als normally available would continue
to be available from Canada as a matter of mutual need, friendly
cooperation and treaty obligation.

4, VULNERABILITY

National security rests heavily upon real'ly available energy from
secure sources and the growing dependence of tin nation upon im-
ported oil from non-secure sources poses grave dangers to national
security. Oil imports now amount to approximately 4!) percent of the
total national petroleum consumption and the addition of the Alaski.n
natural gas to the national energy matrix will help to minimize the
current requirement for imported oil and reduce that dependence.
The completion of a transportation system for delivery of Alaskan
North Slope natural gas to the contiguous 4s States must he considered
an Important national security objective.

Summary of the Position of Interested Parties fitfore the Federal
Poirer ¢ ‘ominin.ion

Representatives of the Alaskan Arctic (las Pipeline Company, (lie
El Paso Alaska Company and the Alcan Pipeline Company appeared
licfore the Federal Power Commission. The 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 Se-
curity as described in Discussion paragraph 1 above. The consensus
was that the problems are primarily systems related and that danger
due to hostile nets is of concern hut is considered to he less likely to
disrupt pipeline operation than system failures.

Federal Power (‘outmission Conclusion on the lin/dicatioim to Xuti.anal
Security
The study on national -ecurity prepared by the Joint Staff of the
Joint Chiefs of Staff, as it appeared in the Docemlier 1!)7'<Department
of Interior Report to Congress, was incorporated into llu* evaluation
of the Federal Power Commission without objection,

roNCH'sioxs

The growing dependence of the nation upon imported oil presents
a grave danger to the national security. The addition of the Alaskan
North Slope natural gas to the energy matrix of the nation can help
reduce (lie volume of imijortcd oil requirements and | hereby contribute
lo an improved national security posture. The completion of a trans-
portation system for delivery of Alaskan North Slope natural gas to
the contiguous 4H States must be considered no important national
security objective. Of the three transportation systems proposed, there
is no overriding preference for one route over another when analysis
is based on military factors alone.



REPORT ON FINANCING AN ALé%%El\'I\AATURAL GAS TRANSPORTATION

(July 1, 1077)
E xecutive Summary and COxi-lubioxs

Tho Alaska Natural Gas Transportation Act of 11)70 (“the Act”)
permits Executive Brandi Departments and Agencies to comment
upon the Federal Power Commission's May 1. 11*77. lteeotnmetufa-
tion to the. President. One specific subject appropriate for comment
under the Act is “sources of financing for capital costs.”

The Act also requires the President to submit to Congress “a fi-
nancial analysis for the transportation system designated for ap-
proval.” alone "illl 1L determination of whether he “reasonably
anticipates that the system designated by him can be privately n-
nanced, constructed, and operated.”

The following Report on Financing lIssues is submitted in response
to the nltnvc statutory provisions. The Report was written by the
Department of the Treasury (the Dead Agency) with the direct con-
tribution of other interested Federal agencies. Pursuant to the Act.
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 projrrts ronhl fir financed. The sources of funds available
arc therefore identified.

The principal conclusion of 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, will Is* diflicult. if not impossible, to arrange without prior
resolution of a number of issues. In fact, the actual likelihood that a
private financing may la- accomplished can be determined only aff<r
these issues have Iteen resolved.

Certain of the unresolved issues direct v affect the 'eononiic viabil-
ity of a transportation system, and. a/ miai, the willingness of the pri-
vate sector to invest in such a project. Other 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 I>e resolved liefore any financ-
ing can la* arranged include:

1. The mechanism by which the wellhead price for gas is
determined:

2. The method by which gas will be priced to the ultimate
consumer;

‘1 The authorization of a sufficient How of gas by tin* State of

Alaska;
(IVO
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4. Negotiation of sales contracts between gas producers and gas
transmission companies;

5. A determination of the rate of return that the Government will
allow on investment in a transportation svstem;

0. Formation of a final consortium of equity investors in the
project;

7. Determination of the extent to which benefiting parties (includ-
ing the producers of the gas, the State of Alaska, and gas consumers)
will 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 Alaska natural gas
transportation system could be financed without Federal financing
assistance.

The Federal Government has the ability to resolve a number of the
issues

The report discusses how the resolution of these issues would affect
the overall finaneenbility of nn Alaskan gns transportation system
and thereby affect the need for Federal financing assistance. The dis-
cussion on each issue is summarized below.

1. The price gas producers will receive for the gas (the “field
price”).—The Federal Power Commission is currently responsible for
establishing a field price. In its Recommendation to the President, the
Commission noted that prompt establishment of the field price of
Alaskan gns was important, but todnte the Commission has not made
any publicly announced moves to establish tho price. Tho Adminis-
tration's selection of an acceptable methodology for determining the
field price would facilitate a financing.

2. The price gas consumers would pay for Alaskan gas—Two meth-
ods of pricing the gas to the ultimate consumer were suggested by the
Federal Power Commission:

(< "rolled-in" pricing. whieh averages tho cost, of Alaskan gas with
that of gas from other sources, and

(h) “incremental” pricing, under whieh consumers pay the full
marginal costs associated with producing and transporting Alnskan
gns.

A third approach to pricing nf gas in general is identified in the
Administration’s National Knergv Plan, whieh combines aspects of
both roller-in nnd incremental pricing. Adoption by the Administra-
tion of “rolled-in” pricing for Alnskan gas Would go farthest to
facilitate financing the transportation system. The approach recom-
mended in the National F.nergv Plan could go equally fur if the
Administration pronerly structures the pricing mechanism contained
in that nppmneh. Fully “incremental” pricing would make the finnnc-
ing more difficult.

<1 Approval of sales contracts,—The Federal Power Commission’s
authority to approve sales contracts allows it fo condition approval
upon formation of a large creditworthy sponsoring consortium.
Specific direction for such action from the President would facilitate
n private financing.

4. Rate of return,—Government approval of an adequate rate of
return on investment in the project would facilitate a financing.

ft. Consumer participation in the financing,—Finally, approval by
the Administration of a method lo allow consumer participation in
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tho anancmg won}ld facilitate a financing. Cons #mers couIF Bartlm
tje y securing t Jectsdebtt rough a tarifr that would be paid
nder any circumstarce

The Federal Poivcr Commission Recommendation to the. President
tsM 1ret§:ompten ation, the Feder%I PowefC mlssmn found
th att pn a] enefits of a system nre su It tial and did not recom-
mend 1|nancm%]as |fsance for nn A san as transport t|on
n¥stem t urt er out gf nc %nl)etho s undér w |ch$a
aslssls on found the prOJectsrls e le without Federa nancmg
The Co mission hroadly illustrated twofnanm ns—the first
ressin n\ com anies ?ﬁho WI} IProduce t e ga'}gt%ah sponsor
ﬁha gloject and the second requiring consumers-to partn:lp te'in the
The ngost important aspect of the Commissign's Recojn en atlon
was Its aﬁ#are *WI mgﬁ)ess {0 aces stantial financl % H
as consumers | timate ef necesaarty thnt Is. If suc
arouns as ﬁ]l Pme o an| tegas producers, rad the State

aska { ¢ una eto ecure the. roe
ISCUS nancm 5| eco me datio
was nera teoretlc ac da ea| manm ana SIS 0
apital mar et capacity nnd an analysis of the financial capacity o
the potential project sponsors.
ile the. Commission did not eoIv an mator ISSues in its Recom
en atlon |t| HO Wav restricte

fi dent’s femston In Tegar to
F Inancing. The ncl. result Is thata options for financin
askan gas transportat ion system arc open.

Financing Without Federal Fmancmt‘%Assmtance

As noted, tho re rIoort cancludes that thorq is good reason to antlcmate
a rlvate fina CI of al economlcal nt/ \{(labl transportatlons em
a R/SI% thatteealg arke ? u«teeaattyr
P e asic unﬁs required by any. of 4\ three, projects
nagv IS also _shows thnt t e capacny exists in the pnvate sector to

ce any of the wi
rt cor]dabnsaf aI ss?f llie caﬁamty ofthe[?nvate
art |es 0 wou efit di recthg tran%po tut 1on
sem {0 mv st nectbg In 1. otherwise. ssmt |e |n ncingofa system.
direct ied Pel

otentla nefn:lanes nre 1 entt
|a%transm|53|on and distri altl companies.— I ne analysis con-
cluges that a consortium com OSt ose on;ganleﬁ '[ have s OWH

an Inte est In 4 project have eca rovjde.the equit

tion 0 fa tﬁ)lejgr Rose%gr ectspf ha e sufficient cg cy tg
grovldet ee uity oven In't cost overr ns Qn-
lusion even assu est ere wou >ono payments ma ypotentlal

co sumers uring tho cons

[HJ]Ctlon
gas_praducers,— [.he ssentta ay dth
com%ame Fx on, tIan Ic |a Standar
stand to lienelit. ome from t osaeof their gas, and su
requires a trans orta |ons

ese coma{)a les cle rIy ave ‘the financial capacity to support tho
financing of & gas trans|K>rtation system.



aI% 0Tfhte}Sfatc f Alaska.— Alaska . will Irengtfrtf é) eroéx/al B?ﬂ the

as, the consfruction activity. Itse
the gns rgr dustrra JGVEO ment dnytre ate evenues acCr ,§

o1 St o st g i ogtone el

Ives the State su stantral capacity with w o' support a financin
J 4, Pot nt?afgas consumer?p %0¥tsumers coulé Peasul)stantlgl
source of financial support for a transportation s@stem

Finanring Altematires
The regort discusses four distinct fm cm al ern
SPO sor Guaranteed Financin ust te int ederal Power
Comm ssron Recommen atjon tq t e resr en — eana SIS con
cludes that rg |t|0n? I| eanu\rl\g]n uarantee ahsg ne co
Pnlefs anF tate 0 as reemme e e, would
dirficult to arrangﬁ S rans 1SSIoN an |s q u 1on com-
anjes do not have s |C|ent ancm caPacrtyto un erwrrte nn entire
roject, Were the gas, prod ucers to pa ticipate substantially in the
-Enancm this aIternatrve would b
Co sumerGuaranteedFmancm aIsorIIustrate in tpe Feqeral
Power ommission Recommen tron 0 the President).— (arba ysré
sowst at gas co sumers ave %pa |t to, uaran ee the ent
urtrr/ mancm ere reducin In cr .costs,. However, this
rmative re en |hm ortant questions o1 pu |c pollcy an energy
nﬁnc]}n po |c whic mam to erose
Qnsor and Con mer Ate frve —Tho rep orf
cIudestatg ticipa |onrY epotentra |e||cI|cmr|cs—mcu
as tra sm| % distribution comour] des the ro ucers btlh

tate 0 La an onsumers— form
[1 actr a B[ ;fo Ina cm a trans Bortatron system eear
tt B? or eac terht eneficlar uarantet

(an | entr & Segment 0T wnic evers ste esrrr%

g mchmd] Assistance Ate[ trve— nmliel  of
Hretho hich t S. Government cou (? nssist th nanc fnng are
Iscussed in t ere[?ort None Is recommende because eraI anc-
Inir assistance was found unnecessary.

Canadian Issue

The t(\rv 1trans Can rojects rop? .o rais su?stantral funds
in Canada. ne Cana artm nt of Fin n t us ar |nsocu£os§
govemmer]ta tees rn Jedptb t| ately a trans-Canada
oute Js selecte %overnmet t guarantees arF ound neces-
w e natyre nn N (itrauono those quar nteﬁsw present com:
Ee ISSues 1gqil",'ng close cooperation” wit overnment nf

Federal Financing .1ssistanee

Q/eneral capital is allﬁcatje ml utrlrzed most Fffrcrentl whe
tlrtrS i rgegrt Irsemu Eﬁ% t? tener |sc(|)ronegrnrgvthe entt mcen Ve?er%
fIyes %Ctateyt at F eral fmangral assrsta% ﬁ(* rovmped tKonr}g ree
of snen assistance s oud he the minimum neces t a]c leve syc
Polrru ah/retjres. P memcr1 s}srstanceg th le provide

fac Itate, rather than impede, t eo|rv|>ranons of

na manner that wi
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the market system. FlnaIIy thelnterestsof the tax agereranA such
a53|st nce must be VIPI anti/ ?rotectep n taxp yers s ouI ade
ua# 3/com ensated for the man 1al's
verridin ener%%/ polic cre J< t con3|dera ions do

dlctate thnt gm ernm a33|sa1p % rov1 e q Ins an as
g cé care t pe taken to offset the serius 033| Fsteﬂ F
f Federa ?Flstance ne Serious. concern IS that Fe era anma
aSSIStance Wil create subsidies which may cause an und erpncmg
af eng & el oration ?ﬁasfa?es%a””é’%anﬁ  nOmIC TEOHICES AT
stance W|ﬁset a recedsent whic [ﬁ e it 8If¥l qt to nnd W|fI|n
garnes to sgp ort other an[:]e enFJgﬁ/ projects WI'[ out governmen
ssistance. Such a. receden coula“have long term adverse conse-
quUences or enatona conomy.

ven It Federal .as stan e ware uItlmag}/ found ne essaray to
inance the rogect it should not lie Erowde n lieu of ns bearin
v other P Direct beneficiaries of the progect sP remai
obllgated 0 bear tP lﬁrotsect risks to the Iar%gst xtent feasible, an
any taxpayer risk should be residual and subordinate.
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the ort ern Pep cation owrn informatiqn
concernrn nqe nctr nsFan so siiljties of -
catron t |ng ecisions an ecommendatron |s
provi e oreaseo reference

trona En Bglﬁgal\do 4Ju|¥ 1[077 rte ased its, dﬁcrsron on
|

tiie hoard

o S R e S
% cy onsrstsR nine fuI fime niemliers andnfta some

Bes; among whom are engineeys envrr%nmenta 1SS, economrsﬁs
ac ountants, lawyers and otherSpeciafists, who act & advisers to t

Q|él e Board's re LPonsrbrl IS o control an Iate rtarn as ects

of eenerqy\ ana %to ens ret tt |cr terest |
ected all time oest % M rssuan%e certi cateso
|c conv njence nnd. necessr nyW iC au or|ze.t econstruc on nn

tper tron o nterpro mcrta]l d rnterna |ona prP0 es and Inte nai

ona ower es an erss ance of licenses for the export.o
rm or an ext 0 natura as and eex ort of ele trrcrt
ecan uilt or operated i1n Canada across. rov ial or
ona ? rres unless a certifl cate s een |sue 3/ n
ICa) y wit ft

N B he 1crtl ﬁe becomes effective on the approval
Go é [nor In Counc
[

re tic oara reaches a decision na ma rp eIrne ro ect

0 ota rt uorlcth%es%rm gl Fx%e Irrn?erest son un er tﬁ7
ound

Acht)to t% artn, adJuce evrgence anu argu errcast*oro erwrse

make submissions.

THE AI1TLICANTS
N 1074an theB ard r cerved com eting applications
?t) srosre ate {o the anne con tructro Pg gﬁnern
M'Tine. |rst atron e nort o sout ern m
ts was su mr e arc 1uia rnn rctrc s Pip erne
imi ofte Art toc nstruct nnd 0 erate a
New ¢ |nc |ameterma|n ne syste nterco lections vrnt
exrsé ng and pro ose |tres for ur oeo trans orn]
Prudline Bay.a n eau zﬁqnqss T most. norther
sec1trnn ofrEm Ine woul run SI ?lmt f (as a— knttebord

ﬁ té‘é’ﬂr le QC“O rtwrards lsa?rlrjtppo anr]r?rr\r,\t/r Jun%?ron%msrnr%

tits™)
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”‘oart“n&]&eTPewrﬁ%ﬁ 't’é"gttﬁg Sy 3 eh tté%t%?e“"s”usﬁé%t‘yt era

rom ?I’SOHS La he e St aln line rocee
acf<enz|e IVEr V.a 0 A ertu whee Nnear

sout N
Caror\tne | woulds |M)nto two elveny In\} rhe —|nch diam-
Iberta and thenc % nch dia eter | eto

res
onc Xl gasEat ng\r/gat Hg t\t}grott]era 0 |n |amete rline, to

e%ta W Ine wou ect
aC| 1eS 0 ot e pap |ne com une erta atura
c?é omoa A oar orace ate t0 construct
lona | une 0 transport gns to eo ained throu
ltrO & t t t tgnst tained through
% ae m ot Pctlon Foothills Pipe Lines Ltd. applied in

March o Ipogr apgertl?lcqte of rPdublllc convenience ang necgssn to
construct n o erate a pipe e connected works to move atar
g n?orthwe % art Basin of the weste Arctlc to soute anaoa

S erntone om n|t|es ose e ne wou

con ec cilities fS tQ t|n ana R/Ip coast

[ araI s RD o truct’ some
es met r]tne rom IC ar t e a
en2|e aletf {it ro ose to const tuc &
ne asa atera conne t|on rom a omt easto Parscins La

nnection with the main transmission line

0IN
mlalml 6s soutﬂ tI Pt Ichards Island point of commencement o? {He

In ng 107. heA berla Gas Trunk L|ne %(]3 nad ted a plled
uct an Frate ap rommate Oﬂ h||

|nc |ameter rom a point $1 |es nort t|c tiot Raraﬁel

unk Line fne|I|t s at a point near

&oemstl or Pew Alberta (ins T
a 7%

The Alliertn g sTrunk ine Company Limited osz and o erats
a nturn %t erin % transmissign S stem WI'[18 Alb rta
not tile’an P Ication but [n a su m|33| n ertoo
to construct 8 erate. certain_ facilit FSO run] Line (Canada
subjnect t0.fe 8ra| uris lctton Or In the hearings Westeonst
ansmission any |m|t |tte ana |cat|or(|: a\thlon rensptct

Foo@t tens(t)ogcto i3 m " r@ %oerg an ro to extend Its
aC|I|t|est terconnect ttnt oseo & étPE P that project were

ap
[fn Auoust and September 1?705302“.%8 s%t Ofp%RPelscagoenr% Ior |P

H‘; I|9cointts HCFIQ?%%” { &o%}ct) \ uer) X%%S “ and IX\bert as(Y tﬁnenstg

ni rke Iana%Hg I’O\R/ 4%stateﬁ Y]e q 8 taasteg r HPs roaro%a[fl
cluded cofistruction ofa P i (> -Inch hamee m rom
can an atte Iaska ukon

an mterconnectwon with ge me
Ixjrdcr, 5 P tho Yukon to the B o)) here connect
with a’ dtargeter exten5| of Vestconst: a —me meeF
HHHE a&n Ine wou mterconnect e |es 0

’:llﬂe with another extensio >ﬁ}\/ gtcoas
Foothil qu onﬁW 36-inch diameter line wouP (tle constructéd ?rom
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Trun Lrnﬁsfg Ltres}at Empress. Alberta to the international border
near onc

Aate e/bruar 1977%e Foothills ukgn Gro filed wrth the
Boar anaternatr %posal t consfruct 8"&C rn(ei_er ere
stem wit ou srn teexrstrng Westeoasta rrrn a(c
tes trnvo ‘econstructron fan “ex me t —ougC U n
g nera a WI routes in ?rt ern. British onb
lus n ew steoast |ne ﬁ (i to the existing Albertn
atura as route_In ﬁout eat Briti m |a
n 16 March 19 77teFoot on up withdrew, th

|nc lameter system |cat|ons nus tfie only Foot 1 43
r\r/]stem consrrterg w Board In Its report |s}the 48-Inc Srame
FINDINGS

Based on aII the evrdenge nddueed at hearrn s and submitted Hg
aprnurc nts, # feryeners an |nte ested persons, he oard has ma

d
L Vﬁti'nent?teeasataraa.s.a it
I

H H Ine
oar finds t nt a IR ne tg transnort Mackenzie Delta as
eeded

0 Canndian mark ts W’frndong g(r)ranrg n:%nfrrst half of ttf]e 1

N uE‘oort 0 0 the oIIowrng
concu %

DT eBe wrllhbe P need for addrtron% gnfs for Canadian n]arkets
over‘and abovn that orecat to w~ availabl& from conventional nreas

to meet the “Most erely recast Canadra deman tasexrs(t
export commlrtments as ear Or as e as ependin
on%rta#n poli rt/ dptronso nto r%over ments.
ex trg uthori otso gas were eIrmrnate? or were
d.out, the t] ¥ nnadian” requirements coud we et
t1990 ut. the Board docs not recommend suri actron

i t‘reaoaroetérasarnréus e

reaHstrca ess the degree to which Canadjans wil k*reSP]OﬂSIV
(e X S it
Icenzre)b T ?1 BF J]enrreé 8&3 PO reranfor ept% Fmtrtantlron in't

rat owth ofthede forener
e.cur int eﬁta shed reserves of the Macker]zre Delta total
~with 51 of t |s IS |n conomrctoconnect to ed gas proc-
essr ants Hayin elin tot esout ese eserves
u ort deli |v rabrt of7 to
|n e several new | 9 ourceﬁ energy ararrPtoCa ada

near future. Delta gas Is about the lowest Cost, In current dollar

rocetho reac?tdltto al Wotrnes%um be rqu red | the fin § sr\g

ng applie eBo
rom r engl r}e?]rﬁtéJ g dnt 0 \%vepany 0 these co
tot esatrsn tlomoft
The Board hns saPelgrfrc socrrf economics concerns related to a pipe-

line route up the Mackenzie Valley.

M-ZMO-T/- la
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The Board lias specific environmental concerns related to, a pipe-
Im_e route from éhe Alaska-Y ukon b erfoT nc ion.
eso jal an fon mic |mi)act o the Foot Yu on) project
cou(! Ld to tolerable leyels. The envrronmendral concerfs .assocl-
%tgasr\rl\rlelsh this project cnn ke overcome hy avoidance or mitigative
A crucial question in re ald to any land bridge proposal for the
transmrs]sronqo? Unrteg ?tga as m/r ?r zf |sp\rvhether tpr
groreﬁt as tne rfotentr r| gin De a gns to Canﬁdlan markets
e Foot fl

rf]d { Yukon) project nins such”a potential i the form
0 em pster
j of the need of

§ tg)rrr(tectlﬁe “ nn?ng for the FoothérlDemBﬁter ik .0 knawn

roject should  Jk*
atible In resPects with the addrtron of sughpa rli If certifl-

com
cated In the near fu
ﬁnecesﬁarycoruglf ment to the nd takrn |ven by e rrncr als
?f Foothylls “(Yu fo un ert e t e co uctron 0 em ster
ink would R rerquting of the line vra Dawson
ukon. %c IVersion oud re uc f e c st o trans ortapon of
som cents r Mct while

elta Hns mcreasrn fne cost 0T frans-
mrssro ri ns 3/srxcnt er Mcto O'ess In certificat-
In te oot uon Ject o?rd would_require a diver:
sr ero et rough E g(e nary financin Ran of
wou /Q%cc et the Boar thtoexclp 8
o oI pe eel 9 0ouItS COarr]/eato proyide for majority Canadian
r? % E rgects her%onYm n ]gtron of t’AGPL that the
anridian Governm nts ouI provide Tinancial hackstopping to
TheeB%) JS shares the vrev¥ of the financial advrsers to the Fo?thrlls
M it_could not he Tin geed at tl&rs time or]dr agrso
fa reserves already discovered and could not be justifi ed

Onreﬁonlgooﬁrjhos Yukon ProreFtGrougdrd not re(? est ackstonrng

the Canadlan Goyernment matters of fundamenta con
grg ht(hs zﬁﬁ Pr\)N g(\:/er H” rei;ngnc(;n 0SS Pe mﬂiar?méne
efoutrvgcecr[eundera Jﬁ ?} OH”%eL”PFe alnro ec g|rer0%3ect¥v 0 cos'
? Frruns in grovrdrn a]angt}ﬁiefor UP] 4 gtat?sﬁ ﬁ afé
{fY VCS sorno erces\t/\rlu rL“) ecessar corq}orate ”eFéJ toe % n%ngro jt ;
%teS erropen éshon exc any %oss ern ition i provra ga

rsa
oensuret a teo% so the co panres ownrnPda 8e ratin
eac segment r? oot Yu on rect Wou n ste
roager |r oseso erovrncr eline

wrt tarr ut with "decentra |za lon of

onstruction ang operatigh to those com anies o eratrn ipelines In

uni ormrt}i7 esﬁ%n an
t?e@a(r)ncetﬁfre %b ar(ife W%%' bv¥oéjeral anqcore prpgd sﬁ se%enetg

ooth on wrt say, frI per cent ow ers Ip an the re-



mainder, say 49 per cent ownership, vested in the pipeline company

0 atr In'the ar
p]e% %a}rd beI vestha nstructio oft rpeIrnese ssouth
arae sho ecarr out he com ames mrrar
rt tearesconeerne wou avour h) ob
esu ect to the cor orate restructu mgmenr e oge rmr g
aving no COITes ondmug rr tion h would Togk
ur onte onstruction and” operation of |rp rn segmetr(rJ
wan Trans ana a basis srmrla to that out Ine
run (n% esteoﬁstan
Board heli

ieves that Innovative tariffs would be needed to [0-
vide Tor ma Imym private sector fina cm a nort ern pipeline,
T0.thisend, ort ro ect, |tendor es the mcrpeR nn “all events”
tari and trr @) menta a ree ents Ith shippers cover-

tran

rnr%J oret e roper com sr ct
sIn| eunrt ostso ortatr P]lee%nts nnd
recogni mg some rmrson C0 rab!( % (ﬂ]
gh t]rané:ﬁ rtatrono ns rom 0e Bay to tho
41> ara e t erenc rn the unr costs of tra]nsporta on via
C nn Xr& oot Yu arcrel trve stm
roec oB rovr icant er unit
ﬁﬂ for the transporta lon of Delta gas to resstant Foot-
ro;
ovrdrngfthe Demps er ink to D wson which would | voIve
H routm the oot[ Yukon —r nch diamet B
oud Increase u |t co

nrs ortrn
as tote ower ]Hstat h)g sr frcan owe

ans)p%a ron CO?oSuO ana ans |g1p res[;oda trogn th Ita and 2
fro ecost of frans |ss on o a ast

mp ears to hea proximately the same or the

oothi ukon

As tot ota g ted [ prtal costs due tethe drffrcult condrtro é
for the northern u on rgis Délta sections, the oar
een u

visualize ac st overru erc nt occurrin rnt e
?r P ukon th go ré] thbat the

ro[Ject n the case
construt n restr ate It cou vrsualrze
a costoverr no ercen occ rrng.
cants a Imated relatjve hr h Ie(ésof anadian
1

oro]ntenéégp thelr ro oserﬁ |panes—|nt e Iiéiogﬁ] perce iS

ard’s. ov ass ssmet IS tImt and Iooth
U on[é ror cls s vera anadian Eont(en [ estimates averag-
e cl e ce St}ert a ose n Icated

ﬁijeCtS OTf] ﬁhe macrcid

the
eeonomgrver anaba wasunr orm In assejssrn t"none of them wou

came s

Th e Ie Fts of co[st bon trt an l(YS(?S w rc excl gd vrron ntaI
T A T
what reater fort éAGPL project t an orIre Footh ukon

pr
cPhe Boarot IS not eroIved in the me its of pative land. claum[sJ erse,
or their settlement; these are matters under direct negotiation between
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the ngtr e gles and tpe federal overnnt Ht The Board IC
frne OWever wrth the Interreldtion o e resolutron and
claims setﬁerrlg VY)rt the Berfoegtron% dth rers 0 ethera
pipeling should be built, an 0, Where and, when.
Tne Boa[] 5 assess ebtof the, socio- e omrc Impact af a. rgelrne
In the, porth I one of broad Auddment te north at thré fi
le said to he a.land In transition nnd rternrvru te
n n erner, the situution seems to be one of turmoil.cayse g
ur her white nc oa h ent, and astr)rvr to. retain the essen
de ecoetot omano vinbl erna ommu It

?”}Pe rr\(;t;fm re trngn%oJ %‘glrt)as“ enc nstr uctro on %prg enren%r?]é
ope

ag econom
an mstrt thﬂS re deve t a t P’tS ne\&otratrons
nat

vrPdp e u \n ce a smaller num F
u beafece and att ukon Indians ono aﬁgeart
g %rn trou gaseo ama or restructurrﬂ% ir soclety,

ene n ear le, lead the Board to ¢ hat the socio-
economrcr ct u) ecorrrdors wou alance, be more
av rab ea n H

than Jn t e Mac e{tzre Valley.
The oar ves le Ind re< cost Ine
gr%ect nor oft e 6 ara should o borne the rne
o da(m/ se costsr ate olsuch |nl9|s ns in-miqra ronﬁ [sron
a ron% munrcco cra and he hservce ared lcult
easure wit recrf n, nn It wou recom o] (e overnment
nt an algree ent ter d |nowrth a er |cate olde ap roer
%nd ?]c costa onn would further recommen tatt
hﬁatron Hn mr lion.

ere would lie ne %overnment algaency to m nIIOJ socro
economic matters, nnd 1f acert %ate WEKEPn gte the Board would
reco men to t e government thnt It iImmediately create effective

trs [po
SG%?_ bel r(hve r?cep '\%e%ore\mr\qhe Board lias conlclud(ed thnt

otn sections, wou dousee lt'rrro erﬂna(%leort]a lasta a tross—
Houte. resente saless es ragpeﬂter atrve%y%A PL wouqdp aII
be%nvr onmental ac d’h the Board
oar h% uded thnt 't eenvrronmental concerns nssocrnt%
with the ootnills (Yukon) . route, relnte to Impacts which ¢ e
OVErcome by avo aneor Itigntive easures
nvrron enta rmatron on a Aer link is s arsF angd nn
r}oep gation for a certl rc%te tOﬁnstrHct N operatea r] rom
the Delta to cgrwec& the 48-Inc dra goo_e!( ave
to >os|u orte etar nvrronmenta studie Jewrse envrron-
ental Studies related éoa |ver%rono tin* 48-Ineh, diamet at O‘pe Ine

throu awson would require tiie immediate study I-
ronmgnta Impnets and subsequent fi ?]P]ng o% such —todes with h
Board.
PGCiatONS AND IHTWOMMKNPATtONS
The Boards decisions and recommendations to the Governor in

E% thoothrlls pipeline cannot lie financed: it would not otter
the Towest cost means of transporting Mackenzie Delta gas to market



171

nda eline should n tbe bujlt along the.Mackenzje Valley at this
'Wrees Eg Board tLhere ore denies tlh gapp?rcatron og Foothr¥|s Prpe
2) Fo reasons stated rn e Board also de res he
&ad hs oL este tsnsmrssr ner r}rrte ﬂ?ejr
as Trunk Line ana u Limit ates for tacili tres whrch
W0 d terconne hos 0
ﬁ ﬁL ro lect IS hase on rnc&rp a(trble time constraints;
on ndt tnee fo con ect Alas asto Unrt] fates
marke san eed or m re time .to resqlve soclo-
ore a prpe Ine could ebu tin the Mackenzie

?ThePrrmeRo te pr %os WCAGE érom the Alaska-Yukon
borger to Tur”rnuk unction, nc drngB e Cross-Delt aseﬁment 1S
envrronmenta y unacceptable to the Board, as is the alternative

&5 IEor tlhe reasons stnted in (3) and (4), the Board denies the

ap 0
Hopsfes vl ) e e
owev oar eeves am hanges to the project as app red
for eTrLes abern e ran rc rﬂerest

rep are t0 IS uefertr Icates of puhlrchconvenr ci
ne essrt g varrous oPP Ine_segments of the Foot
ko ect su ect to conditlons, TheBoar Irs recommen rn?
0 er orinC uncr \‘vever that approval be withheld unti
the o Iowrn have lieen accom

re EL r%rtét‘cdehehrg“ A
easter azt &Wthern rrt?s conn 13, ALroorta 2nd ool 1

t}sh% umbia rfty on ?3 toft e Votin &
| eu Coné) t g Fép%l cen rﬁ%'E arhlﬁfﬁsteoast AVYB ta%as tru
Ir_6rne ctdrvd N {or Westeoast; 1T not aceptabe to ANG),
\ﬁ% hgt ﬁgrﬁemgnts have beeP énterd into B IEootn ”s
EYu SHE ovr\”ané lo&es%;og:\%%nd ungeraaeaheN fglrlgé oot

\;onomrc COHCGFI’IS
0
nt

es With respeei ojhe con-
rneo oe tan -Inc eter

rrertI b A alﬁnzre)lge ta par m serHr
%onnectrn as tot Faooherorcg ﬁrB ner

awson. City, on an nor 1 maFe nn
fion to te Natrona Energy  Boar }r 1certr cate
rnchdra

pli
Wi .rracﬂtn
gror% ? onnd%ctron 0* the Demégtsetﬁ]r

er ine oIn

[g'[ [a pté)SUC nﬁ)OInt OF Brnts OH* =nch al ?
anada deemed necessar toe}tect eliver as 10

southern Canadian markets, such capacity t he provided Ir

1January 1084 or Hitch later date as deemed necessary Dy the

government; nnd
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to provide a ment on the request of the Govern-
esw? P é) nada o ¥m 0 F}none ﬁq woué euseﬁé RX
teqovernment to pa CIO 8 nomi ri direct costs 0
lne ro ectnr 6t ara Ie ncurre dUJ
er|o |r|n W easa een grant
en.t e that

oar recommen e
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REPORT _TO THE P IDENT ON ENVIRONMENTAL
IM%ACTS OF PROPS& D_ALASKA GAS TRANSPORTA-
TION CORRIDORS BY THE COUNCIL OF ENVIRONMEN-
TAL QUALITY

Summary
BACKGROUND

Since the discovery of large oil nnd natural gas reserves in the Prud-
hoe Ray QId H I%rs(k gveral routes aveglteen proposed to trans-

poAt Worﬁrasﬁ e/ ac?(en Sta\falle rridor, spo sored by Alaskan
rctrc as , would travers nsas Nort e, C[0ss [nto
nnda att ezre iver Delta, an outha ng the river
and ence mto theMr west; awestern eg wou transport gas to the

e AR NG route pro osed the .El Paso Alaska C
s ol e e T

SOLPhertparr an%;snﬁelteql trve corrrdorsponsor d by th AIcaE PrEehEe

(ﬂ% yg\iowt (r)trn e thee |st|n O”L\%R INe Q%far)%se Oe%rr anks

ero to t e@g o\r,rvsatyvraa eternft 0 oﬂﬁ
g i ou hﬁ)erta and Sas atchewan toU§ marﬁ%s the?\/Ir Wwest
I three corrrd(%rs were analyzed #n the environm tﬁal Igenera

statement rOCess 0 the Interior an

the Department o
er o mission.

zrn nn urgent n tr naI neﬁd for additional nnturnl P
&p res enacte Ins Bturnjl Gas ransgortatnn
means oraso nd an ex editious decision
eh en an te , Ifany, zirns qrtation s s-
ou avo ea Ssl

i Fo e Itigation,

Slrccu es u la revrew o the nvrroFmen ‘gc state-

ment required (g]') l\tét]on& aIglnv onment CXC” on?Envrro?-
cte

ent aq tIOf’l resent tOt etPresr§ent Its v WS ou the
ecal an Yua ﬁ

|chenc ft e |mpaFt statements. a othe

en nonmenta matters f eco sid erh evant. |saso Irecte
rorarde members o the public with an o orfinity to. present
ora tte ata, vrew n nrqutnents on nnpn tat ments
A tofal 0 ays |c earin swere e e nnd
ashin ton wrt wntten and o aI testimon submrtt over
grsﬁ) san rganizations representrn awr es % mo | rests
These arms Fextremely Informat ean helpful to the ouncrl

In reachrng 1S Conciusions

(1)
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VIEWS OP TIIE COUNCIL OX ENVIRON.MENTAL QUALITY

Sufficiency of the Environmental Impact Statements
Becnuae of the n}ag nitude of the.com gtrn(ﬂ]grorfosals nnd the ahb
reviated sched Ie ecrsronmakrnlg Alnska Gus Actt
ecrsrnp nt hand 1S to select a artre r gas transportation route. 1t Is
the su crencyoft eenvrroH enta ct stafen entsfror his limited
urpose t nt’is consid re—not elr sufficienc termining
re rse arg ents ocatrons and other site-specific data.
careful revrew o t e Im a\ct S datements nnd testimony sub-
rAt atour earrn s, we have concluded t
"t n es ortﬁ?mrn s, the en rronmental rmlnact state-
ments aA aP factua frentun er th eXatronH EnvrroH
nta rc Ct TOr purposes o se ectrn ecorrr%s& bnsic te
n fransportation s sltem Indeed rocess [e
evelopment of th eﬂrban fs Lt]ernatrve the carrl or
i\t ve to bd environmenta ” ranle, as noted below.
[tho ermpac hatementsp rnformatron necessar
to se ect corrr or and the basic tec %as transportatlo
system, they lack the data required ors cr etisions ¢ %ernrn
route ay< ents ro%ect desrﬁns mitigation_measures, an crIrt
srtr 0. a contifyqus re ew of environmental aco
an aternatrves gagEncres wit torrt over eaé)LProve rr&as
fransportation ss m. Environ enta assds Ments, grﬁrleme
orne rmrgnet atements ma e requir de en rn éhe SIQ-
nif rca ce rm acts and t e e ree t0 which reaX
ttr aj0 sr[%;n en oroth rsrte s ec eclsio sthaé
oI owt eIectro Er nnd technology must e considere
In oneo these typeso anayses

Envrronmental Impacts of Alternative Corridors

% r}rpnt statements and other publi rc documen rovr e a

wealt é ormatron nth environ enta impacts .of e

three corridars. Alto ? er t ey permit arrcom arison of th esr -
rc(ant envrronn&en Bn 0aCts t at e eve ar st re varﬁ

ne_decision Im-fore the President and ongress efoun {

ort Slo e/M cKenzre Valle¥e§ rrjdor 1S the most envrron

mentahey structive o e thr e 0 ern cons ere Ar]tr sion
Wi dern ssrecr rom Cannn rveJ ns a o

MncKenzie eta In Ca assively. disru trv?
rsa ree strong with the

OWEI' mmr s1I0n’s conclusion
his caryl acc

r 1S . environ ent
hrsc rrr or uld p gsst arts askaa Canada t at
Io ected in ust aI mansrn uenc trs mé&
ask a mtes row

lion ac 8 retic tronnl nn c ﬁn é: reserve
unr ue Wi I,fe wilde qes(f Fren 'ﬁ Va ues nds
?er rspn ast unspoiled”area of its kind ‘in the entire ort e

The pro osed orth Slope MacKenzre V Irev ipeline would cut
an ea? ertcorr 0l across. unmarre an sc e req rrr new
acl ﬁa

ort_tacilities, airstri ravel orrow areas an
Eor stations n$ weﬁ Ft’houg Pa r\{ loss seems rnsubstantra
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