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On 1 / 1 1 / 8 0  th e  FERC ap p ro v e d  c o n s t r u c t i o n  o f  th e  f i r s t  160  m i l e s  o f  th e  W e s te rn  
Leg segmen t o f  th e  A la s k a  N a t u r a l  Gas T r a n s p o r t a t i o n  S y s tem  be tween K in g s g a t e ,
B r i t i s h  C o lum b ia  and S t a n f i e l d ,  O re g o n ,  j u s t  b e low  th e  W a s h in g to n -O re g o n  b o r d e r .
At th e  same t im e ,  th e  C omm iss ion  d e c id e d  t h a t  i t  w ou ld  i s s u e  s e p a r a t e  d e c i s i o n s  
w i th  r e s p e c t  t o  th e  rem a in d e r  o f  th e  W e s te rn  Lee and th e  E a s t e r n  Leg segm en ts  now 
c o n s o l i d a t e d  in  th e  N o r th w e s t  A la s k a n  P i p e l i n e  C o . p r o c e e d in g  (C P 7 8 - 1 2 3  e t  a l . ) .
The Comm iss ion  d e c id e d  t o  a p p ro v e  e a r l y  c o n s t r u c t i o n  o f  th e  i n i t i a l  160 m i l e s  o f  
th e  W e s te rn  Leg in  o r d e r  t o ,  among o t h e r  t h i n g s ,  i a c i l i t i a t e  f i n a n c i n g  f o r  th e  
rem a in d e r  o f  th e  p r o j e c t  and s p r e a d  th e  demand f o r  l a b o r  and c a p i t a l  o v e r  a l o n g e r  
p e r i o d  o f  t im e ,  th u s  l e s s e n i n g  t h e i r  c o s t s .

B a c k g ro u nd

On 6 / 7 / 7 8  th e  FERC c o n d i t i o n a l l y  a u t h o r i z e d  N o r th w e s t  A la s k a n  t o  im p o r t  a t o t a l  o f  
1 . 0 4  B c f  o f  C an ad ian  ga s  f r om  P a n -A lb e r t a  Gas L t d .  o v e r  an i n i t i a l  c o n t r a c t  te rm  
o f  s i x  y e a r s ,  s u b j e c t  t o  e x t e n s i o n  f o r  up t o  s i x  a d d i t i o n a l  y e a r 3 ( s u b s e q u e n t l y  
e x te n d e d  t o  a p r im a r y  te rm  o f  12 y e a r s )  a t  th e  b o r d e r  p r i c e  e s t a b l i s h e d  unde r 
C an ad ian  law .  The Im p o r t  t o t a l  i n c lu d e s  8 0 0 , 0 0 0  M c f /d  t o  be r e c e i v e d  a t  Monchy, 
S a ska tch ew an  ( f o r  th e  E a s t e r n  Leg ) and 2 4 0 , 0 0 0  M c f /d  t o  be r e c e i v e d  a t  K in g s g a t e  
( f o r  th e  W e s te rn  L e g ) .  S u b s e q u e n t l y ,  two s e t s  o f  a p p l i c a t i o n s  r e l a t i n g  t o  th e  
W e s te rn  and E a s t e r n  Leg segm en ts  we re  f i l e d  in  r e g a r d  t o  th e  " p r e b u i l d i . n g "  o f  th e  
p r o j e c t .  S p e c i f i c a l l y ,  N o r th w e s t  A la s k a n  (C P 7 9 - 5 9 )  a p p l i e d  t o  s e l l  up t o  2 4 0 , 0 0 0  
M c f /d  o f  A l b e r t a  g a s  t o  P a c i f i c  I n t e r s t a t e  T r a n s m i s s i o n  C o . f o r  u l t im a t e  d e l i v e r y  
( l e s 3  f u e l  and l i n e  l o s s )  t o  m a r k e t s  in  S o u th e r n  C a l i f o r n i a .  R e l a t e d  a p p l i c a t i o n s  
were f i l e d  by P a c i f i c  Gas T r a n s m i s s i o n  C o . ( C P 7 9 - 6 0 ) ,  N o r th w e s t  P i p e l i n e  C o rp .  
( C P 7 9 - 5 6 ) , E l  P a so  N a t u r a l  Gas Co . (C P 7 9 - 5 7 )  and P a c i f i c  I n t e r s t a t e  (C P 7 9 - 5 8 )  t o  
a c c om p l i s h  d e l i v e r y  o f  t h i s  g a s  f rom  th e  i n t e r n a t i o n a l  b o u n d a ry  n e a r  K in g s g a t e  t o  
"he A r i z o n a - C a l i f o r n i a  b o r d e r .  S u b s e q u e n t ly ,  a p p l  c a t i o n s  we re  f i l e d  f o r  th e  
E a s t e r n  Leg f rom  Monchy t o  D w ig h t ,  I l l i n o i s .

T h e r e a f t e r ,  th e  Comm iss ion  c o n s o l i d a t e d  a l l  o f  th e  a p p l i c a t i o n s  and d i v i d e d  th e
p r o c e e d in g  i n t o  t h r e e  p h a s e s .  Phase  I  was d e s ig n e d  t o  exam ine  th e  r e l a t i o n s h i p  
becween th e  p r e b u i l d  p r o j e c t  and im p le m e n t a t i o n  o f  th e  ANGTS; Phase  I I  t o  exam in  
g e n e r a l l y  th e  m e r i t s  o f  th e  p r e b u i l d  p r o j e c t ;  and Phase  I I I  t o  e v a l u a t e  p r o p o s a l s  
t o  im p o r t  C anad ian  g a s  wh ich  may be c o m p . t i t i v e  w i th  th e  p r e b u i l d  p r o p o s a l .
Phase  I I  was s u b s e q u e n t l y  d i v i d e d  a g a in  f o r  s e p a r a t e  c o n s i d e r a t i o n  o f  th e  W e s te rn  
and E a s t e r n  L e g s .  The i n i t i a l  d e c i s i o n  p r o c e d u r e  was th en  w a iv ed  f o r  each  o f  the  
p h a s e s .

I n i t i a l  b r i e f s  we re  f i l e d  w i th  r e s p e c t  t o  th e  W e s te rn  Leg by v a r i o u s  p a r t i e s .  The 
FERC S t a f f  and th e  C a l i f o r n i a  P u b l i c  U t i l i t i e s  C om m is s ion  op po sed  p r e b u i l d i n g  o n l y  
a p o r t i o n  o f  t h e  W e s te rn  Leg t o  S t a n f i e l d .  O regon  s o  a s  t o  t r a n s p o r t  p r i m a r i l y  th e  
P a n -A lb e r t a  v o lu m e s .  I n s t e a d ,  th e y  p r e f e r r e d  c o n s t r u c t i n g  th e  e n t i r e  W e s te rn  l e g  
t o  A n t i o c h ,  C a l i f o r n i a  a s  c o n t e m p la t e d  in  th e  P r e s i d e n t ' s  D e c i s i o n  a p p r o v in g  "ne  
A l c a n - F o o t h i l l s  ANGTS (w h ich  s u g g e s te d  t h a t  p r e b u i l d i n g  o f  c e r t a i n  ANGTS f a c 4 l i t i e a  
m igh t be a p p r o p r i a t e ) .  The e n t i r e  W e s te rn  Leg p r o j e c t ,  a s  a p p ro v e d  by th e  I r e s i d e n t ,
w ou ld  i n v o l v e  c o n s t r u c t i o n  o f  341 m i l e s  o f  3 6 - i n c h  p i p e l i n e  l o o p in g  in  th e  PGT
sy s tem  f rom  K in g s g a t e  t o  M a l i n ,  O regon  and some 143 m i l e s  o f  1 6 - i n c h  p i p e l i n e  
l o o p in g  on th e  PC iE  sy s tem  be tween M a l in  and A n t i o c h ,  b o u tn  o f  A n t i o c h  up 
co 104 m i l e s  o f  3 6 - i n c h  p i p e l i n e  l o o p i n g  on th e  PGtE sy s tem  w i l l  be r e q u i r e d .  
H oweve r , th e  o n l y  ANGTS f a c i l i t i e s  i n v o l v e d  in  th e  s p o n s o r s '  p r o p o s a l ,  on th e  
o t h e r  hand , w ou ld  be th e  i n i t i a l  160  m i l e s  o f  3 6 - i n c h  l o o p in g  a lo n g  th e  PGT sy s tem  
f rom  K in g s g a t e  t o  S t a n f i e l d ,  O re g o n .  A f t e  t h a t ,  th e  s p o n s o r s '  p r o p o s a l  d e v i a t e s  
f rom  th e  W e s te rn  Leg r o u t e  d e s i g n a t e d  in  th e  P r e s i d e n t ' s  D e c i s i o n .  S p e c i f i c a l l y ,
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t h e  s y s tem  o f  N o r th w e s t  P i p e l i n e  C o rp .  w ou ld  be augmented by i n s t a l l a t i o n  o f  35C 
m i l e s  o f  p i p e l i n e  l o c k i n g  f r om  S t a n f i e l d  t o  B u r l e y ,  I d a h o ,  and c e r t a i n  segm en ts  o f  
E l  P a s o ' s  San Ju an  T r i a n g l e  f a c i l i t i e s  w ou ld  be augm en ted .

The S t a f f  em pha s iz e d  t h a t  o n l y  16% o f  th e  W e s te rn  Leg o f  th e  ANGTS w ou ld  be p r e ­
b u i l d  unde r t h e  s p o n s o r s '  p r o p o s a l .  The m a j o r i t y  o f  th e  f a c i l i t i e s  p r o p o s e d  and 
c o s t s  t h e r e f o r  w ou ld  i n v o l v e  s u b s t a n t i a l  a u g m en ta t io n  o f  non-ANGTS f a c i l i t i e s  o f  
N o r t h w e s t  and E l  P a s o  and w ou ld  n o t  be used  t o  t r a n s p o r t  th e  a n t i c i p a t e d  v o lum es  
o f  A la s k a n  g a s .  Vhe re m a in in g  84% o f  th e  W e s te rn  Leg ANGTS w ou ld  be r e q u i r e d  t o  
be b u i l t  t o  t r a n s p o r t  A la s k a n  g a s .  S t a f f  and th e  C a l i f o r n i a  PUC u rg e d  t h a t  th e  
s p o n s o r s '  p r o p o s a l  be r e a c t e d  and t h a t  c o n s t r u c t i o n  be e x c l u s i v e l y  a lo n g  th e  
W e s te rn  Leg ANGTS d e s i g n a t e d  in  th e  P r e s i d e n t ' s  D e c i s i o n .  T h i s ,  S t a f f  a r g u e d ,  
w ou ld  be more e c o n o n i c a l ;  p r o v i d e  g r e a t e r  a d d i t i o n a l  c a p a c i t y  a t  a l e s s e r  c o s t  t o  
t h e  C a l i f o r n i a  c o n s tm e r ;  and wou ld  p r o v i d e  a d d i t i o n a l  b e n e f i t s  o f  more g a s  f rom  
o t h e r  C an a d ia n  s o u r c e r . w h i l e  m in im i z in g  e n v i r o n m e n t a l  e f f e c t s .  The C a l i f o r n i a  
PUC s t r e s s e d  t h a t  .h e  p r o j e c t ' s  p r o p o s a l  " c o u ld  s a d d le  th e  r a t e p a y e r s  w i t h  a d e p r e ­
c i a t i o n  l i f e  a s  s h o r t  a s  s i x  y e a r s  w i th  no p o s s i b i l i t y  o f  r e v i s i o n  a f t e r  A la s k a n  
g a s  b e g in s  t o  f l o w . "  M o r e o v e r ,  C a l i f o r n i a  PUC ad d ed , i t  i n v o l v e s  u n n e c e s s a r y  
f a c i l i t i e s  and c o u ld  a c t u a l l y  c a u s e  d i s p la c e m e n t  f rom  C a l i f o r n i a  o f  l e s s  e x p e n s i v e  
g a s .  1 /

The S t a f f  and C a l i f o r n i a  PUC a l s o  a rg u e d  t h a t  any e x p o r c  p e rm i t  i s s u e d  by th e  NEB 
f o r  l e s s  th a n  th e  vo lum e p r o p o s e d  t o  be im p o r te d  w ou ld  b r i n g  he p r o j e c t  " i n t o  
q u e s t i o n . "  The S t a f f  s t r e s - e d  t h a t  th e  W e s te rn  Leg p r o p o s a l  i s  " c r i t i c a l l y  
d e p e n d e n t "  on  th e  NEB g r a n t i n g  a l i c e n s e  t o  e x p o r t  2 4 0 , 0 0 0  M c f /d  f o r  a f i r m  12 
y e a r s .  "Any r e d u c t i o n  in  e i t h e r  th e  d a i l y  v o lum e s  o r  th e  te rm  o r th e  l i c e n s e  
v i t a l l y  a f f e c t s  th e  e c on om ic s  o f  th e  s p o n s o r s '  p r o p o s a l s  and w ou ld  r e q u i r e  r e o p e n ­
ing  th e  r e c o r d  s h o u ld  th e  s p o n s o r s  c o n t i n u e  t o  se ek  C om m is 3 io r  a p p r o v a l  o f  t h e i r  
p r o p o s e d  f a c i l i t i e s . "  The C a l i f o r n i a  PUC u rg ed  th e  C om m iss ion  t o  d e t e rm in e  t h a t  
th e  C an ad ia n  e x p o r t  p e rm i t s  w ou ld  be s u f f i c i e n t  b e f o r e  any p r e b u i l d i n g  can  com­
mence .

S u b s e q u e n t ly ,  th e  NEB a u t h o r i z e d  new e x p o r t s  o f  g a s  t o  th e  U . S .  t o t a l l i n g  3 . 7 5  T c f  
t h r o u g h  1 2 / 3 1 / 8 7 .  The NEB a p p ro v e d  th e  f u l l  amount o f  e x p o r t s  a p p l i e d  f o r  by 10 
c om pan ie s  in  th e  f i r s t  f i v e  y e a r s  ( 1 9 8 0 - 1 9 8 4 ) ,  b u t  a p p ro v e d  l e s s e r  am oun ts  th ro u g h  
1 9 8 7 .  As a r e s u l t ,  t h e  NEB ap p ro v e d  e x p o r t s  o f  1 . 8  B c f  by P a n -A lb e r t a  i n s t e a d  o f  
th e  t o t a l  o f  4 . 9  B c f  a s  s o u g h t .  (S ee  REPORT NOS. 1 2 0 9 ,  p p l 9 - 2 1 ;  1 2 3 3 ,  p p 3 - 4 ;
1 2 3 8 ,  p p l - 2 ;  1 2 3 9 ,  p p 8 - l l ;  1 2 4 2 ,  p iO . )

FERC O rd e .

W i th  r e s p e c t  t o  r o u t i n g  o f  th e  W e s te rn  L e g ,  th e  FERC c o u ld  n o t  c h o o s e  be tw een  th e  
s p o n s o r s '  p r o p o s a l  and th e  a l t e r n a t i v e  f a v o r e d  by th e  S t a f f  and C a l i f o r n i a  PUC. 
F i r s t ,  th e  C om m iss ion  n o t e d ,  th e  s p o n s o r s  s t a t e d  in  t h e i r  b r i e f  t h a t  t h e i r  p r o ­
p o s a l  i s  u n w o r k a b le  w i t h o u t  ch ang e s  in  th e  r e c e n t  e x p o r t  d e c i s i o n  o f  th e  NEB and 
s u g g e s t e d  a p p r o v a l  s u b j e c t  t o  a change  in  th e  NEB d e c i s i o n .  The C om m iss ion  c o n ­
c lu d e d  t h a t  such a c o n d i t i o n ,  as -we l l a s  o u t r i g h t  r e j e c t i o n ,  w ou ld  be i n a p p r o p r i ­
a t e ,  and i t  w i l l  h o l d  most o f  th e  a p p u c a t . o n s  f o r  th e  s p o n s o r s '  p r o p o s a l  in  ab e y ­
ance  p end in g  f u r t h e r  a d v i c e  on any m o d i f i c a t i o n  o f  th e  NEB d e c i s i o n  o r  th e  sp on ­
s o r s '  p r o p o s a l .

1 /  In  R e p o r t  No. 1 .239 , p lO ,  i t  was s t a t e d  t h a t  th e  CPUC u rg ed  t h a t  th e  W e s te rn  Leg 
be r e j e c t e d .  I n a d v e r t e n t l y  o m i t t e d ,  h ow ev e r ,  was th e  CPUC's f u r t h e r  s u g g e s t i o n  
t h a t  th e  p r e b u i l d  a p p l i c a t i o n  be r e f  l i e d  t o  i n c lu d e  c o n s t r u c t i o n  a lo n g  th e  W e s te rn  
Leg ANGTS as  d e s i g n a t e d  in  th e  P r e s i d e n t ' s  D e c i s i o n .
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Howeve r , t h e  C om m iss ion  o b s e r v e d  t h a t  p a r t i a l  l o o p i n g  o f  th e  K in g s g a t e  t o  S t a n f i e l d  
segment i s  common t o  b o th  a l t e r n a t i v e  r o u t i n g  p r o p o s a l s ,  and i s  a l s o  th e  " p a c in g  
i t em "  f o r  b e g in n in g  d e l i v e r i e s  i n  th e  f a l l  o f  1 9 8 0 .  "The C om m is s ion  b e l i e v e s  t h a t  
a c c e p ta n c e  o f  some r i s k s  a r e  i n  o r d e r  g i v e n  th e  u r g e n t  n a t i o n a l  p r i o r i t y  o f  th e  
ANGTS in  b o th  th e  U .S .  and C anada . T hu s ,  th e  C om m iss ion  b e l i e v e s  t h a t  i t  must 
f i n d  an a c c e p t a b l e  b a s i s  f o r  c e r t i f i c a t i n g  a p o r t i o n  o f  th e  ANGTS p r o j e c t  n ow ."  
A c c o r d i n g l y ,  th e  C om m iss ion  c o n c lu d e d  t h a t  th e  p u b l i c  c o n v e n ie n c e  and n e c e s s i t y  
r e q u i r e s  a p p r o v i n g  th e  p a r t i a l  l o o p i n g  p r o p o s e d  f o r  th e  K in g s g a t e  t o  S t a n f i e l d  
segmen t o f  th e  PGT sy s tem  b a sed  on th e  NEB 's  e x p o r t  l i c e n s e ,  and t h e  e x p e c t a t i o n  
t h a t  A la s k a n  v o lum es  w i l l  be f l o w in g  t h r o u g h  t h o s e  f a c i l i t i e s  b e f o r e  e x p i r a t i o n  o f  
t h a t  l i c e n s e .  W i th  a b o u t  10% o f  th e  c o u n t r y ' s  p r o v e n  d o m e s t i c  g a s  r e s e r v e s  
l o c a t e d  a t  P ru d h o e  B a y ,  and n a t i o n a l  e x p e d i t i n g  l e g i s l a t i o n  i n  p l a c e  i n  b o th  
c o u n t r i e s ,  " t h e  C om m iss ion  b e l i e v e s  t h a t  c e r t i f i c a t i o n  o f  t h e s e  f a c i l i t i e s  now i s  
n o t  an u n r e a s o n a b le  e x p o s u r e  f o r  PGT 's c u s t o m e r s .  On t h e  c o n t r a r y ,  t h i s  c o u n t r y  
w i l l  o b t a i n  a t im e l y  a d d i t i o n  t o  i t s  n a t u r a l  g a s  s u p p l i e s  f r om  th e  new e x p o r t  
l i c e n s e  j u s t  g r a n t e d . "

The C om m iss ion  a l s o  a p p ro v e d  p r o v i s i o n  o f  th e  t r a n s p o r t a t i o n  s e r v i c e  t h r o u g h  
e x i s t i n g  f a c i l i t i e s  o f  N o r th w e s t  and E l  P a so  t o  P a c i f i c  I n t e r s t a t e  T r a n s m is s i o n  
C o . f o r  th e  1 9 8 0 - 1 9 8 1  h e a t i n g  s e a s o n  unde r FERC -app roved  t a r i f f s  i n  e x i s t e n c e  a t  
t h a t  t im e .  "The C om m iss ion  i s  c o n f i d e n t  t h a t  any  a d d i t i o n a l  t r a n s p o r t a t i o n  and 
f a c i l i t i e s  p r o p o s a l s  g row in g  o u t  o f  any  f u r t h e r  c o n s i d e r a t i o n  by t h  NEB w i l l  have  
been d e v e lo p e d  and s u b m i t t e d  f o r  t im e l y  c o n s i d e r a t i o n  and a p p r o v a l  p r i o r  t o  th e  
end o f  t h a t  p e r i o d . "

W h i l e  a p p r o v in g  p o r t i o n  o f  th e  W e s te rn  Leg f a c i l i t i e s ,  th e  FERC fo u n d  th e  r e c o r d  
in  Phase  I  c o n c e r n in g  th e  b e n e f i t s  o f  p r e b u i l d i n g  " d i s a p p o i n t i n g l y  v a g u e . "  F o r  
e x am p le ,  th e  C om m is s ion  e x p l a i n e d ,  t h e r e  i s  no c o n c l u s i v e  e v id e n c e  i n d i c a t i n g  t h a t  
p r e b u i l d i n g  w i l l  e x p e d i t e  c o m p le t i o n  o f  t h *  e n t i r e  ANGTS o r  a s s u r e  f i n a n c i n g  f o r  
th e  r e m a in d e r  o f  th e  s y s tem .  "W ith  o r  w i t h o u t  p r e b u i l d i n g ,  th e  e v i d e r ~ e  i n d i c a t e s  
t h a t  A la s k a n  g a s  w i l l  n o t  b e g in  t o  f l o w  th r o u g h  th e  ANGTS u n t i l  a t  L e a s t  1 9 8 4 . "
The C om m iss ion  n o te d  t h a t  a d d i t i o n  o f  A lb e r t a n  g a s  i n t o  th e  s y s tem  w i l l  r e d u c e  th e  
u n i t  c o s t  o f  s e r v i c e  f o r  th e  A la s k a n  g a s ,  p r e b u i l d i n g  w i l l  g e t  th e  ANGTS p r o j e c t  
s t a r t e d  s o o n e r ,  and i t  w i l l  s p r e a d  th e  demand f o r  l a b o r  and c a p i t a l  o v e r  a l o n g e r  
p e r i o d  o f  t i r  , t h u s  l e s s e n i n g  th e  l i k e l i h o o d  o f  i n c r e a s e d  * a b o r  and m a t e r i a l  
c o s t s  and cc t r u c t i o n  d e l a y  c o s t s  due t o  i n c r e a s e d  demand. A l s o ,  th e  C om m iss ion  
added , p r e b u i i d i n g  w i l l  f a c i l i t a t e ,  a l t h o u g h  n o t  a s s u r e ,  f i n a n c i n g  o f  th e  rem a in d e r  
o f  th e  p r o j e c t .  B ased  on  t h e s e  f i c t o r s ,  th e  C om m iss ion  c o n c lu d e d  t h a t  p r e b u i l d i n g  
w i l l  p ro d u c e  "some t a n g i b l e  b e n e f i t s  t o  th e  r em a in d e r  o f  th e  ANGTS."

The Com m iss ion  r e j e c t e d  a re com m enda t ion  by th e  S t a f f  t h a t  s a t i s f a c t o r y  comm itments 
f o r  d e b t  and e q u . t y  f i n a n c i n g  f o r  th e  e n t i r e  ANGTS be in  p l a c e  b e f o r e  commencement 
o f  c o n s t r u c t i o n  o f  th e  p r e b u i l d  f a c i l i t i e s  s o  a s  t o  p r o t e c t  c o n sum e rs  o f  C an a d ia n  
g a s  f rom  p a y in g  e x c e s s i v e  c h a rg e s  i f  p r e b u i l d i n g  i s  n o t  e c o n o m i c a l l y  j u s t i f i e d  on 
a s t a n d - a l o n e  b a s i s  ( A l b e r t a  v o lum e s  o n l y )  and th e  ANGTS i s  n o t  c o m p le t e d .  In  
s u p p o r t ,  th e  C om m iss ion  s a i d ,  th e  S t a f f  c o n d u c te d  an e c on om ic  s t u d y  wh ich  c o n c lu d e d  
t h a t  th e  w e s t e r n  Leg w ou ld  n o t  be v i a b l e  on  a s t a n d - a l o n e  b a s i s  and t h a t  i f  th e  
e n t i r e  ANGTS w e re  n o t  c o m p le t e d ,  S o C a l ' s  c u s t o m e r s  w ou ld  pay  e x c e s s i v e  c h a r g e s  f o r  
A l b e r t a  g a s .  W h i l e  t a k i n g  i s s u e  w i th  th e  S t a f f ’ s s t u d y ,  t h e  s p o n s o r s  conceded  
t h a t  t h e i r  p r o p o s a l  w ou ld  n o t  be v i a b l e  on a s t a n d - a l o n e  b a s i s  i f  th e  NEB d e c i s i o n  
i s  n o r  m o d i f i e d .

The Com m iss ion  c o n c lu d e d  t h a t  w h i l e  n o n c o m p le t i o n  i s  ' lw a y s  a p o s s i b i l i t y ,  i t  i s  
c o n v in c e d  t h a t  th e  e n t i r e  ANGTS w i l l  be c o m p le t e d .  F i r s t ,  th e  C om m is s ion  e x p l a i n e d  
a b ou t  10% o f  th e  c o u n t r y ' s  known d o m e s t ic  r e s e r v e s  a r e  l o c a t e d  a t  P ru d h oe  B ay , 
e x p e d i t i n g  l e g i s l a t i o n  i s  in  p l a c e  in  b o th  c o u n t r i e s ,  and a s i g n e d  ag re em en t
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c o m m it t in g  them t o  im p le m e n t a t i o n  e x i s t s .  M o r e o v e r ,  t h e  p r i c e  f o r  th e  g a s  i s  
r e a s o n a b l e  when com pared  t o  a l t e r n a t i v e  f u e l s  and t h e r e  a r e  s u f f i c i e n t  e c onom ic  
b e n e f i t s  s o  a s  t o  j u s t i f y  a p p r o v a l .  H ence , t h e r e  i s  no  need f o r  th e  s p e c i f i c  
c o n d i t i o n  recommended by th e  S t a f f  s i n c e  a d o p t i o n  w ou ld  d e l a y  th e  f l o w  o f  C anad ian  
g a s  f r om  A l b e r t a  f o r  one t o  two y e a r s  and c o u ld  a l s o  e l i m i n a t e  o r  r e d u c e  th e  b en e ­
f i t s  a s s o c i a t e d  w i th  p r e b u i l d i n g .  T h i s  c o n c l u s i o n ,  t h e  C om m iss ion  a d d ed ,  i s  
p r em is e d  upon th e  p r i c e  f o r  th e  p r e b u i l d  v o lum e s  b e in g  d e t e rm in e d  in  a manner 
c o n s i s t e n t  w i t h  o t h e r  C an ad ia n  g a s  e x p o r t s .

On th e  q u e s t i o n  o f  g a s  s u p p l y ,  th e  C om m is s ion  n o te d  t h e  s p o n s o r s  c o n t e n t i o n  t h a t  
P a n -A lb e r t a  has  s u f f i c i e n t  g a s  r e s e r v e s  unde r c o n t r a c t  t o  p r o v i d e  N o r th w e s t  A la s k a n  
w i t h  1 . 0 4  B c f ' d  o v e r  a 1 2 - y e a r  p e r i o d .  The S t a f f ,  on  th e  o t h e r  h and ,  c o n te n d e d  
t h a t  b e c au se  P a n -A lb e r t a  m ig h t  be th e  s o u r c e  o f  s u p p ly  f o r  a n o t h e r  p r o j e c t  d e s ig n e d  
t o  e x t e n d  C a n a d a ' s  g a s  s y s tem  e a s tw a rd  f r om  M o n t r e a l  t o  th e  M a r i t im e  P r o v i n c e s ,  
P a n -A lb e r t a  c a n n o t  d e m o n s t r a t e  s u f f i c i e n t  s u p p l i e s  u n d e r  c o n t r a c t  f o r  b o th  p r o ­
j e c t s .  A c c o r d i n g l y ,  S t a f f  u rg e d  t h a t  any  c e r t i f i c a t e  be c o n d i t i o n e d  upon a show ing 
by P a n -A lb e r t a  t h a t  t h e r e  a r e  s u f f i c i e n t  d e l i v e r a b l e  v o lum e s  t o  s a t i s f y  b o th  p r o ­
j e c t s  f o r  th e  l i f e  o f  t h e  p r e i r u i l d  f a c i l i t i e s .  The C om m is s io n  c o n c lu d e d  t h a t  P a n -  
A l b e r t a ' s  g a s  s u p p ly  i s  a d e q u a te  t o  s u p p o r t  i t s  c o n t r a c t s  w i t h  N o r th w e s t  A la s k a n ,  
and a p p r o v a l  o f  th e  p r e b u i l d  p r o j e c t  w i l l  s t im u l a t e  e x p l o r a t i o n  and make more 
r e s e r v e s  a v a i l a b l e  t o  P a n - A l b e r t a .  H ow eve r ,  t h e  C om m is s ion  o b s e r v e d ,  i t  i s  ' •e a s o n -  
a b l e  t o  assume t h a t  Canada w i l l  n o t  a u t h o r i z e  any e x p o r t  f o r  P a n -A lb e r t a  ui 1 .*ss 
a l l  d o m e s t i c  r e q u i r e m e n t s  can be m e t .  H ence , t h e r e  i s  no need f o r  th e  c o n d i t i o n  
s u g g e s t e d  by th e  S t a f f .

T u rn in g  t o  c a t e  and t a r i f f  m a t t e r s ,  th e  C om m iss ion  f i r s t  r e j e c t e d  PGT 's  p r o p o s a l  
t h a t  th e  c o s t s  a s s o c i a t e d  w i t h  th e  a d d i t i o n a l  p a r t i a l  l o o p i n g  and c o m p re s s i o n  on 
i t s  sy s tem  be r e c o v e r e d  f rom  P a c i f i c  I n t e r s t a t e  o v e r  th e  te rm  o f  th e  l a t t e r ' s 
e x p o r t  a u t h o r i z a t i o n  f o r  C an ad ia n  g a s ,  and t h a t  P a c i f i c  I n t e r s t a t e  b e a r  an a l l o ­
c a t e d  p o r t i o n  o f  t h e  c o s t s  o f  th e  f a c i l i t i e s  wh ich  a r e  c o n s i d e r e d  t o  be used  t o  
3 e r v e  a l l  PGT 's c u s t o m e r s .  PGT a l s o  p r o p o s e d  t o  c a r r y  t h i s  t a r i f f  t r e a tm e n t  f o r ­
ward t o  A la s k a n  g a s  on ce  i t  b e g in s  t o  f l o w .  I n  a l l  a u t h o r i z a t i o n s  t o  d a t e ,  th e  
C om m iss ion  s a i d ,  c o s t s  and v o lum e s  a s s o c i a t e d  w i th  a d d i t i o n s ,  s e r v i c e s  p r o p o s e d  by 
PGT t o  PG&E were r o l l e d  in  w i t h  o t h e r  c o s t s  and v o lum e s  f o r  th e  p u rp o s e s  o f  d e t e r ­
m in in g  th e  r a t e s  f o r  s e r v i c e  t o  PG&E and N o r th w e s t  P i p e l i n e  unde r PG T 's  c o s t  o f  
s e r v i c e  t a r i f f .  A l l  f a c i l i t i e s ,  w h e th e r  c o m p re s s i o n  o r  p i p e l i n e  l o o p i n g ,  were 
deemed t o  be t o t a l l y  i n t e g r a t e d  and u sed  f o r  a l l  s e r v i c e s  r e n d e r e d  by PGT.

In  d e t e rm in in g  th e  p r o p e r  t a r i f f  t r e a tm e n t  h e r e ,  th e  C om m is s io n  d e c id e d  t o  f o c u s  
on th e  c h a r a c t e r i s t i c s  o f  th e  s e r v i c e  t o  be p e r f o rm e d  by PGT. F i r s t ,  th e  Commis­
s i o n  s a i d ,  th e  t r a n s p o r t a t i o n  by PGT f o r  P a c i f i c  I n t e r s t a t e  i s  s i m i l a r  t o  s e r v i c e s  
i t  now p e r f o rm s  f o r  N o r th w e s t  P i p e l i n e  and PG&E. None o f  th e  c h a r a c t e r i s t i c s  o f  
th e  p r o p o s e d  s e r v i c e  t o r  P a c i f i c  I n t e r s t a t e  a r e  d i f f e r e n t  f r om  t h o s e  o f  th e  e x i s t ­
ing  s e r v i c e s .  A l l  s e r v i c e s  a r e  f i r m  and none a r e  s e a s o n a l  o r  p e a k in g  in  n a t u r e .
The t r a n s p o r t a t i o n  o f  a l l  g a s  th ro u g h  PGT 's s y s tem  i s  and w i l l  c o n t i n u e  t o  be a 
c o n v e n t i o n a l  t r a n s p o r t a t i o n  a r r a n g e m e n t .  F u r t h e rm o r e ,  th e  C om m iss ion  c o n t i n u e d ,  
th e  a d d i t i o n a l  f a c i l i t i e s  w i l l  be o p e r a t i o n a l l y  i n t e g r a t e d  w i t h  PGT 's  e x i s t i n g  
f a c i l i t i e s .  B o th  th e  e x i s t i n g ,  p a r t i a l l y  lo o p e d  f a c i l i t i e s  and th e  a d d i t i o n a l  
l o o p i n g  and c o m p re s s i o n  f a c i l i t i e s  w i l l  be u sed  f o r  a l l  s e r v i c e s .  F u r t h e rm o r e ,  
th e  C om m iss ion  found  i t  s i g n i f i c a n t  t h a t  th e  a d d i t i o n a l  f a c i l i t i e s  a r e  a p r e b u i l d  
p o r t i o n  o f  f a c i l i t i e s  n e c e s s a r y  t o  t r a n s p o r t  A la s k a n  g a s  whose b e n e f i c i a r i e s  w i l l  
a l s o  be N o r th w e s t  and PG&E. H ence , i t  w ou ld  make l i t t l e  s e n s e  t o  s e p a r a t e  th e  
c o s t 3  ind  v o lum e s  a s s o c i a t e d  w i t h  the t r a n s p o r t a t i o n  o f  g a s  f rom  A la s k a  and f o r  
P a c i f i c  I n t e r s t a t e  on  th e  one hand f rom  cc i s  and v o lum e s  a s s o c i a t e d  w i t h  t r a n s ­
p o r t a t i o n  o f  g a s  f o r  PG&E and N o r th w e s t  on th e  o t h e r  h and ,  a s  PGT p r o p o s e s .
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The FERC conceded  t h a t  f a c i l i t i e s  r e q u i r e d  ‘ o r  t h i s  p r o j e c t  and c o m p le t i o n  o f  th e  
W e s te rn  Leg a r e  more c o s t l y  th an  e x i s t i n g  f a c i l i t i e s  w h ich  have  been  s u b s t a n t i a l l y  
d->p e c i a t e d ,  and th e  e f f e c t  o f  r o l l e d - i n  t a r i f f  t r e a tm e n t  w i l l  be t o  i n c r e a s e  th e  
r a t e s  f o r  PGT 's s e r v i c e s  t o  N o r th w e s t  and PG&E. n ow ev e r ,  in  th e  p a s t ,  b o th  have 
r e c e i v e d  c o s t  b e n e f i t s  u nde r th e  c o s t  o f  s e r v i c e  t a r i f f  f rom  th e  d e p r e c i a t e d  e x i s t ­
in g  f a c i l i t i e s  and w i l l  c o n t i n u e  t o  r e c e i v e  them i n  th e  f u t u r e  a l o n g  w i t h  a l l  
PGT 's c u s t o m e r s .  M o r e o v e r ,  PG&E and N o r th w e s t  have  d e r i v e d  s i g n i f i c a n t  b e n e f i t s  
f rom  th e  ch eap  e x p a n s i b i l i t y  o f  th e  e x i s t i n g  p i p e l i n e  in  th e  f o rm  o f  re d u c e d  r a t e s
w i th  e a ch  in c r em e n t  o f  a d d i t i o n a l  t h r o u g h p u t  added t o  i t s  s y s tem .  N e v e r t h e l e s s ,
l i m i t s  o f  t h i s  ch eap  e x p a n s i b i l i t y  o f  th e  e x i s t i n g  l i n e  have  now been  r e a c h e d .  "The 
C om m iss ion  s e e s  no r e a s o n  why th e  e x i s t i n g  c u s t o m e r s  s h o u ld  now have  what amounts 
t o  a p r i o r i t y  f o r  r a t e  and t a r i f f  p u rp o s e s  on  th e  e x i s t i n g  p i p e l i n e ,  a p r i o r i t y  
w h ich  r e s u l t s  f r om  PGT 's  d e p a r t u r e  f r om  th e  r o l l e d - i n  t r e a tm e n t  a c c o rd e d  a d d i t i o n a l  
c o m p re s s i o n  and p i p e l i n e  l o o % ing  f a c i l i t i e s  in  th e  p a s t ,  c o u p le d  w i t h  c o m p le t e  
i n s u l a t i o n  f r om  th e  c o s t s  a s s o c i a t e d  w i t h  th e  a d d i t i o n a l  f a c i l i t i e s . "  W h i l e  a 
g o a l  o f  r e g u l a t i o n  i s  t o  match c o s t s  i n c u r r e d  w i t h  b e n e f i t s  r e c e i v e d  t o  s p e c i f i c  
c o n su m e rs ,  th e  C om m iss ion  ad d ed ,  t h e r e  a r e  t im e s  when t h i s  i s  " n o t  w o r th  th e  
a d m i n i s t r a t i v e  c o s t s  and i n c o n v e n i e n c e ,  and t h i s  i s  on e  o f  t h o s e  o c c a s i o n s .  The 
r o l l e d - i n  t a r i f f  and f i n a n c i n g  a p p ro a c h  w i l l  make PG&E c u s t o m e r s  pay  more now in  
o r d e r  t o  pay  l e s s  l a t e r ,  b u t  i t  ha s  th e  a d v a n ta g e  o f  mak ing th e  PGT l o o p i n g  p r o ­
po sed  a s  p a r t  o f  t h i s  p r o c e e d in g  s u p p o r t a b l e  b a sed  on  c u r r e n t l y  a u t h o r i z e d  e x p o r t s  
o f  C an ad ian  g a s .  We hope t h a t  th e  p r o j e c t  s p o n s o r s  a r e  s u c c e s s f u l  i n  o b t a i n i n g  
a d d i t i o n a l  v o lum e s  o f  g a s  e x p o r t s ;  h ow e v e r ,  more th an  two y e a r s  a f t e r  a p p r o v a l  o f
th e  ANGTS by th^ P r e s i d e n t  and th e  C o n g r e s s ,  th e  t im e  has  come t o  t a k e  th e  f i r s t
s t e p  tow a rd  im p le m e n t a t io n  o f  t h i s  m a s s iv e  p r o j e c t . "

H oweve r ,  th e  C om m iss ion  ad d ed , i f  a f t e r  f u r t h e r  NEB a c t i o n  on  th e  g a s  e x p o r t s ,  th e  
t h r e e  p r i n c i p a l l y  a f f e c t e d  p a r t i e s  —  PGT, P a c i f i c  I n t e r s t a t e  and th e  C a l i f o r n i a  
PUC —  a r e  a b l e  t o  a g r e e  on  t a r i f f  and f i n a n c i n g  p r o p o s a l s  s u p e r i o r  t o  th e  r o l l e d -  
in  a p p r o a c h ,  th e  C om m iss ion  w i l l  be p r e p a r e d  t o  r e c o n s i d e r  i t s  d e c i s i o n  on  t h a t  
i s s u e .

On o t h e r  m a t t e r s ,  th e  C om m iss ion  ( 1 )  c o n c lu d e d  t h a t  n o ,c h a n g e s  t o  th e  d e p r e c i a t i o n  
p r o v i s i o n s  o f  PGT 's c o s t  o f  s e r v i c e  t a r i f f  need be made —  b e c au se  t h e  C an ad ian  
e x p o r t  a u t h o r i z a t i o n s  i s s u e d  t o  PGT's s u p p l i e r ,  a l l  o f  wh ich  e x p i r e  b e f o r e  1 9 9 2 ,  
c o n t i n u e  t o  be a v a l i d  m easu re  o f  th e  u s e f u l  l i f e  o f  th e  PGT s y s t e m ;  ( 2 )  d e c l i n e d  
t o  m o d i f y  PGT 's e x i s t i n g  r a t e  o f  r e t u r n  —  b ecau se  t h a t  i s  n o t  p r o p e r l y  a s u b j e c t  
o f  c o n c e rn  in  t h i s  c e r t i f i c a t e  p r o c e e d in g ;  and ( 3 )  r e a f f i r m e d  an e a r l i e r  c o n c l u ­
s i o n  t h a t  a r e s a l e  r e s t r i c t i o n  in  th e  N o r th w e s t  A l a s k a n / P a n -A lb e r t a  c o n t r a c t s  
a u t h o r i z i n g  th e  l a t t e r  t o  t e r m i n a l  s a l e s  i f  th e  f o rm e r  r e s e l l s  e x p o r t e d  A lb e r t a  
g a s  in  th e  U.S. t o  any  p u r c h a s e r  n o t  a p a r t n e r  in  ANGTS d o e s  n o t  v i o l a t e  a p r o v i ­
s i o n  o f  th e  ANGTA w h ich  rec . e s ,  among o t h e r  t h i n g s ,  t h a t  nonowner s h i p p e r s  be 
a f f o r d e d  e q u a l  a c c e s s  t o  th e  p i p e l i n e  —  be c au se  such  p r o v i s i o n  s e e k s  t o  p r o t e c t  
3 h l p p e r 3 o f  g a s  —  in  p a r t i c u l a r ,  nonowner s u p p l i e r s  —  and d o e s  n o t  p r o t e c t  th e  
p u r c h a s e r s  o f  g a s  who a r e  th e  o n l y  o n e s  s u b j e c t  t o  th e  c o n t r a c t  r e s t r i c t i o n .



D .C .  C i r c u i t  H o ld s  t h a t  R e g u l a t o r y  Agency Member Not D i s q u a l i f i e d  f r om  R u lem ak in g
P r o c e e d in g  W i t h o u t  Show ing o f  " U n a l t e r a b l y  C lo s e d  M ind" on C r i t i c a l  i s s u e s

On 1 2 / 2 7 / 7 9  th e  U .S .  C o u r t  o f  A p p e a ls  f o r  th e  D .C .  C i r c u i t  r e v e r s e d  a d e c i s i o n  o f  
U . S .  D i s t r i c t  C o u r t  o f  th e  D i s t r i c t  o f  C o lum b ia  wh ich  u p h e ld  a p e t i t i o n  by th e  
A s s o c i a t i o n  o f  N a t i o n a l  A d v e r t i s e r s ,  I n c .  e t  a l .  p r o h i b i t i n g  M ic h a e l  P e r t s c h u k ,  
C ha irm an  o f  th e  F e d e r a l  T ra d e  C om m is s io n ,  f rom  p a r t i c i p a t i n g  i n  a p e n d in g  r u l e -  
mak ing c o n c e r n in g  c h i l d r e n ' s  a d v e r t i s i n g  on  TV on  th e  g ro u n d  he had p r e ju d g e d  
i s s u e s  i n v o l v e d  t h e r e i n .  The D .C .  C i r c u i t  c o n c lu d e d  t h a t  "a n  ag en cy  member may be 
d i s q u a l i f i e d  f rom  such  a p r o c e e d in g  o n l y  when t h e r e  i s  a c l e a r  and c o n v i n c i n g  
show ing  t h a t  he has an u n a l t e r a b l y  c l o s e c  mind on  m a t t e r s  c r i t i c a l  t o  th e  d i s p o s i ­
t i o n  o f  th e  r u l e m a k i n g . "  I n  s o  h o l d i n g ,  th e  C o u r t  a g r e e d  w i t h  a rg um en ts  o f  th e  
FTC and s e v e n  o t h e r  f e d e r a l  r e g u l a t o r y  a g e n c i e s ,  i n c l u d i n g  th e  FERC, t h a t  th e  
l o w e r  c o u r t ' s  d e c i s i o n  w ou ld  h ave  "a  p o t e n t i a l l y  c h i l l i n g  e f f e c t  on  o t h e rw i s e  
l e g i t i m a t e  p u b l i c  d i s c u s s i o n  o f  im p o r t a n t  r e g u l a t o r y  p o l i c y  q u e s t i o n s  and hampe^- 
th e  p o l i c y m a k in g  p r o c e s s . "  1 /

I n  t h e  l o w e r  c o u r t  c a s e ,  th e  N a t i c - a l  A d v e r t i s e r s  c h a rg e d  t h a t  M r. P e r t s c h u k  made 
p u b l i c  s t a t e m e n t s  c o n c e r n in g  r e g u .  t i o n  o f  c h i l d e r n ' s  a d v e r t i s i n g  t h a t  d e m o n s t r a t e d  
p r e ju d g m en t  o f  s p e c i f i c  f a c t u a l  i s s u e s  s u f f i c i e n t  t o  p r e c l u d e  h i s  a b i l i t y  t o  s e r v e  
a s  an im p a r t i a l  a r b i t e r .  The C ha irm an  had made s e v e r a l  p u b l i c  comments a b o u t  
c h i l d r e n ' s  s u s c e p t i b i l i t y  t o  a d v e r t i s i n g  and a b o u t  how th e  FTC m ig h t  r e a c h  th e  c o n ­
c l u s i o n  t h a t  such a d v e r t i s i n g  i s  " d e c e p t i v e . "  L a t e r ,  th e  FTC began a r u le m a k in g  
p r o c e e d in g  t o  c o n s i d e r  c e r t a i n  r e s t r i c t i o n s  on a d v e r t i s i n g  d i r e c t e d  t o  c h i l d r e n .
The lo w e r  c o u r t  f i r s t  n o te d  t h a t  th e  FTC ru le m a k in g  i s  g o v e rn e d  by th e  M agnuson - 
Moss A c t ,  wh ich imposed  a d d i t i o n a l  p r o c e d u r e s  —  i n c lu d i n g  t r i a l - t y p e  h e a r i n g s  in  
some c a s e s  —  on c o n v e n t io n a l  n o t i c e  and comment r u l e m a k in g .  F o r  t h a t  r e a s o n ,  th e  
l o w e r  c o u r t  a p p l i e d  th e  s t r i c t  d i s q u a l i f i c a t i o n  t e s t  a p p l i c a b l e  t o  a d j u d i c a t i o n  —  
as  s p e c i f i e d  in  th e  D .C .  C i r c u i t ' s  d e c i s i o n  in  C i n d e r e l l a  C a r e e r  and F i n i s h i n g  
S c n o o l s ,  I n c .  v .  FTC, 425  F . 2 d  583  —  i . e . ,  w h e th e r  " a  d i s i n t e r e s t e d  o b s e r v e r  may 
c o n c lu d e  t h a t  [ t h e  ag en cy  member) ha s  in  some m easu re  a d ju d g e d  th e  f a c t s  a s  w e l l  
a s  rh e  law  o f  a p a r t i c u l a r  c a s e  in  ad van ce  o f  h e a i i n g  i t . "

I r  s e e k i n g  r e h e a r i n g  b e f o r e  th e  D .C .  C i r c u i t ,  th e  FTC a rg u e d  t h a t  th e  s t a n d a r d  f o r  
u i 3 q u a l i f  i c a t i c  o f  an a d m i n i s t r a t i v e  d e c i s i o n m a k e r  in  an a d j u d i c a t i o n  —  r e l i e d  
on by th e  ower c o u r t  —  d i f f e r s  f rom  :h e  s t a n d a r d  in  r u l e m a k in g s ,  and t h a t ,  unde r 
any d i s q u a l i f i c a t i o n  s t a n d a r d ,  C ha irm an  P e r t s c h u k  c o u ld  n o t  be fo u n d  t o  have p r e ­
ju d g ed  i s s u e s  i . i  c o n t r a v e n t i o n  o f  due p r o c e s s .  In  an am ic i  c u r i a e  b r i e f  f i l e d  by 
th e  FERC and s i x  o t h e r  r e g u l a t o r y  a g e n c i e s ,  th e  " c r i t i c a l  d i s t i n c t i o n s "  be tween 
ru le m a k in g  and a d j u d i c a t i o n  were a l s o  s t r e s s e d .  R u lem a k in g ,  th e y  d e c l a r e d ,  i s  
" d i f f e r e n t  i n  c o n c e p t ,  and d i f f e r e n t  in  p r o c e d u r e s . "  By d e f i n i t i o n ,  t h e y  e x p l a i n e d ,  
r u le m a k in g  i s  th e  p r o c e s s  f o r  d e v e l o p i n g  an agency  s t a t e m e n t  o f  a g e n e r a l  o r  p a r t i ­
c u l a r  a p p l i c a b i l i t y  and f u t u r e  e f f e c t  d e s ig n e d  t o  im p lem en t ,  i n t e r p r e t  o r  p r e s c r i b e  
law  o r  p o l i c y .  T h i s  p r o c e s s  i 3  t y p i c a l l y  c o n c e rn e d  w i th  b r o a d  p o l i c y  c o n s i d e r a ­
t i o n s  r a t h e r  th an  r e v i e w  o '  i n d i v i d u a l  c o n d u c t .  And t h i 3  c o n c e p t u a l  d i s t i n c t i o n ,  
wh ich i s  c l e a r e s t  i n  c a s e s  o f  i n f o rm a l  r u le m a k in g  where t h e r e  a r e  no h e a r i n g  
r e q u i r e m e n t s ,  r em a in s  v a l i d  no m a t t e r  what th e  p a r t i c u l a r  p r o c e d u r a l  f o rm a t .  "The 
mere p r e s e n c e  o f  h e a r i n g s ,  f o r  e x am p le ,  o u g h t  n o t  t o  c o n v e r t  what i s  r e a l l y  a 
ru le m a k in g  i n t o  a d j u d i c a t i o n . "
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1 /  On 1 / 7 / 8 0  C ha irm an  P e r t s c h u k  w i th d rew  f rom  th e  c a s e  b e c au se  h i s  i n v o lv e m e n t  
may s t r e n g t h e n  ju p p o r t s r s  o f  l e g i s l a t i o n  t o  b a r  th e  FTC f rom  i s s u i n g  a r u l e  t o  
r e s t r i c t  TV c o m m e rc ia ls  a imed a t  c h i l d r e n .
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The r e g u l a t o r y  a g e n c ie s  c a l l e d  a t t e n t i o n  t o  th e  D .C . C i r c u i t ' s  h o ld i n g  i n  a n o t h e r  
c a s e  t h a t  r u lem a k in g  " i s  n o t  t o  be s h a c k l e d ,  i n  th e  ab sen ce  o f  c l e a r  and s p e c i f i c  
C o n g r e s s i o n a l  r e q u i r e m e n t ,  by im p o r t a t i o n  o f  f o r m a l i t i e s  d e v e lo p e d  f o r  th e  a d j u d i ­
c a t o r y  p r o c e s s  and b a s i c a l l y  u n s u i t e d  f o r  p o l i c y  r u l e m a k in g . "  They u rg ed  t h a t  th e  
a d j u d i c a t o r y  c o n c e p t  o f  d i s q u a l i f i c a t i o n  em p lo yed  by thi low e r  c o u r t  i s  one o f  
t h o s e  " f o r m a l i t i e s  d e v e lo p e d  f o r  th e  a d j u d i c a t o r y  p r o c e s s  and b a s i c a l l y  u n s u i t e d  
f o r  p o l i c y  r u l e m a k in g .  . . , The C i n d e r e l l a  c o n c e p t  —  t h a t  a member must be 
d i s q u a l i f i e d  i f  he o r  she  'h a s  in  some m ea su re '  p r e ju d g e d  th e  f a c t s  o r  law  —  
s im p ly  d o e s  n o t  b le n d  w i t h  th e  r u le m a k in g  p r o c e s s . "

The r e g u l a t o r y  a g e n c ie s  f u r t h e r  o b s e r v e d  t h a t  a ru lem a k in g  p r o c e e d in g  b e g in s  w i th  
a n o t i c e  o f  p r o p o s e d  r u l e m a k in g ,  a document wh ich " i n e v i t a b l y  shows t h a t  th e  
ag en cy  'h a s  i n  some m ea su re '  p r e ju d g e d  i s s u e s . "  As a p r a c t i c a l  m a t t e r ,  th e y  c o n ­
t i n u e d ,  su ch  n o t i c e  n o rm a l l y  r e f l e c t s  a s u b s t a n t i a l  s t e p  a lo n g  th e  way f r om  an 
id e a  t o  a f i n a l  r u l e .  I n  im p o r t a n t  r u l e m a k in g s ,  m o r e o v e r ,  th e  id e a  w i l l  h ave  been 
c l o s e l y  exam ined  by S t a f f  e x p e r t s  and agency  members t h e m s e lv e s .  D r a f t s  o f  th e  
n o t i c e  and accom pany ing  s t a t e m e n t s  may w e l l  have been r e w r i t t e n  a f t e r  d i r e c t  c o n ­
s u l t a t i o n  w i t h  and upon i n s t r u c t i o n s  f r om  agency members . The .nore im p o r t a n t  th e  
r u l e m a k in g ,  th e  c l o s e r  th e  p e r s o n a l  i n v o lv e m e n t  o f  th e  agency  member i s  l i k e l y  t o  
b e .  "D e v o t i n g  t h a t  k in d  o f  a t t e n t i o n  t o  m a jo r  p o l i c y m a k in g  q u e s t i o n s  i s ,  a f t e r
a i l ,  j u s t  what th e  ag en cy  member i s  su pp o se  t o  be d o i n g . "

H oweve r ,  th e  r e g u l a t o r y  a g e n c ie s  c o n t i n u e d ,  i f  th e  C i n d e r e l l a  t e s t  i s  t o  go  beyond 
a d j u d i c a t i o n  i n t o  r u l e m a k in g ,  " t h e r e  i s  an o b v i o u s  a n o m a 'y . "  On th e  one h and , th e  
age r .cy  i s  n o t  su pp o se  t o  g i v e  the  a p p e a ra n c e  t h a t  i t  has in  some m ea su re  a d ju d g ed
th e  f a c t s  a s  w e l l  a s  th e  law  o f  th e  p r o c e e d in g .  Bu t a t  th e  same t im e ,  i t  i s  a l s o
su ppo se  t o  i s s u e  a n o t i c e  w h ich  i n h e r e n t l y  r e f l e c t s  a t  l e a s t  a p r e l i m i r a r y  j u d g ­
ment —  o f t e n  fo rm ed  a f t e r  c o n s i d e r a b l e  th o u g h t  —  a b o u t  th e  v e r y  s u b j e c t  m a t t e r  
o f  th e  c o n t r o v e r s y .  "Vie t h i n k  i t  a p p a r e n t  t h a t  a l i t e r a l  a p p l i c a t i o n  o f  th e  
C i n d e r e l l a  t e s t  i s  w h o l l y  u n s u i t e d  f a r  th e  ru lem a k in g  p r o c e s s . "

F u r t h e rm o r e ,  th e  r e g u l a t o r y  a g e n c ie s  s t r e s s e d ,  th e  e x t e n s i o n  o f  th e  C i n d e r e l l a  
a p p ro a c h  t o  r u le m a k in g  w ou ld  have  a " c h i l l i n g  f f e c t  on  th e  p u b l i c  e x p r e s s i o n  o f  
v iew s  a b o u t  im p o r t a n t  s u b j e c t s .  From a p o l i c y  s t a n d p o i n t ,  we b e l i e v e  t h a t  th e  law  
ou g h t  t o  r e c o g n i z e  and accommodate t h i s  im p o r t a n t  i n f o r m a t i o n a l  a s p e c t  o f  an 
a g e n c y ' s  w o rk .  The r u l e s  s h o u ld  e n c o u u ra g e  —  n o t  d e t e r  —  ag»ncy members f rom
3p e a k in g  o u t  o p e n l y  on th e  v e r y  k in d s  o f  b ro a d  p o l i c y  q u e s t i o n s  l i k e l y  t o  l i e  a t
h e a r t  o f  th e  m os t s i g n i f i c a n t  r u l e m a k i n g s . "

The r e g u l a t o r y  a g e n c ie s  a l s o  em pha s iz e d  th e  a f f i r m a t i v e  d u t y  t h a t  th e y  have  t o  
r e p o r t  and i n f o rm  th e  p u b l i c  on  i s s u e s  i n v o l v i n g  th e  i n d u s t r i e s  th e y  r e g u l a t e .
The FERC, f o r  e x am p le ,  i s  a u t h o r i z e d  t o . p u b l i s h  and make a v a i l a b l e  t o  s t a t e  com­
m i s s i o n s  and m u n i c i p a l i t i e s  i n . ' o rm . i t i o n  a b ou t  m a t t e r s  i n v e s t i g a t e d  undo r th e  
N a t u r a l  Gas A c t and th e  F e d e r a l  Power A c t .  "T he se  r e s p o n s i b i l i t i e s  r e f l e c t  th e
p u b l i c ' s  l e g i t i m a t e  i n t e r e s t  in  Knowing how agency members t h in k  a b o u t  im p o r t a n t
p o l i c y  q u e s t i o n s .  We t h i n k  i t  v i t a l  t h a t  t h e s e  c o n s i d e r a t i o n s  n o t  be s u b o r d i n a t e d  
t o  a n o t i o n  drawn f rom  a d j u d i c a t i o n  (w he re  t h i s  i n f o r m a t i o n a l  r o l e  i s  f a r  l e s s  
im p o r t a n t )  t h a t  t h e r e  i s  s om e th in g  wrong w i th  an agency  member t e l l i n g  th e  p u b l i c  
h i s  o r  h e r  p r e l im i n a r y  v iew s  a b o u t  a p end ing  i 3 s u e .  J u s t  33 l e g i s l a t o r s  may 
a p p ro a c h  t h e i r  t a s k s  w i t h  p r e l im i n a r y  v iew s  —  th e  t y p i c a l  C o n g r e s s i o n a l  h e a r i n g  
o p en s  w i th  a s t a t e m e n t  r e f l e c t i n g  s u b s t a n t i a l  p re ju d gm en t  a b ou t  th e  p ro b lem  —  so  
may agency  m em be rs ."
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W h i le  a r g u in g  f o r  th e  i n a p p l i c a b i l i t y  o f  s t r i c t  a d j u d i c a t o r y  s t a n d a r d  o f  th e  
C i n d e r e l l a  c a s e  t o  r u l e m a k in g ,  th e  a g e n c i e s  r e c o g n i z e d  t h a t  th e  need f o r  some k in d  
c f  a s t a n d a r d  t o  d e a l  w i t h  e x t r a o r d i n a r y  s i t u a t i o n s .  A c c o r d i n g l y ,  t h e y  s u g g e s t e d  
a s t a n d a r d  wh ich w ou ld  a l l o w  d i s q u a l i f i c a t i o n  in  any k in d  o f  r u le m a k in g  o n l y  when 
t h e r e  h a s  been " a  c l e a r  and c o n v in c in g  show ing  t h a t  th e  ag ency  member has an 
u n a l t e r a b l y  c l o s e d  m ind on m a t t e r s  c r i t i c a l  t o  th e  d i s p o s i t i o n  o f  th e  p r o c e e d in g .  
T h i s  f o r m u l a t i o n  w ou ld  e n s u r e  t h a t  an y  ag en cy  member who c a n n o t  m e a n i n g f u l l y  
f u l f i l l  h i s  o r  h e r  r e s p o n s i b i l i t y  u n d e r  th e  ( A d m i n i s t r a t i v e  P r o c e d u r e  A c t ]  w ou ld  
be d i s q u a l i f i e d . "

The D .C . C i r c u i t  f i r s t  h e l d  t h a t  t h e  FTC p r o c e e d in g  was ru lem a k in g  n o tw i t h s t a n d i n g  
th e  a d d i t i o n a l  p r o c e d u r e s  r e q u i r e d  by th e  Magnuson-Moss A c t .  The C o u r t  s t r e s s e a  
t h a t  i t  n e v e r  i n t e n d e d  th e  C i n d e r e l l a  r u l e  t o  a p p ly  t o  a r u le m a k in g  p r o c e d u r e  such 
a s  t h e  on e  un de r  r e v i e w  h e r e .  " L e g i s l a t i v e  f a c t s  adduced in  r u le m a k in g  p a r t a k e  o f  
ag en c y  e x p e r t i s e ,  p r e d i c t i o n  and r i s k  a s s e s s m e n t . "  I n  th e  C i n d e r e l l a  c a s e ,  th e  
Cou^ t n o t e d ,  i t  was a b l e  t o  " c l e a v e  f a c t  f r om  law "  in  d e c i d i n g  w h e th e r  p a r t i c u l a r  
f a c t u a l  i s s u e s  had been p r e ju d g e d .  " I n  th e  r u le m a k in g  c o n t e x t ,  h ow ev e r ,  th e  
f a c t u a l  com ponen t o f  th e  p o l i c y  d e c i s i o n  i s  n o t  e a s i l y  a s s e s s e d  in  te rm s  o f  an 
e m p i r i c a l l y  v e r i f i a b l e  c o n d i t i o n .  r.u lem ak in g  i n v o l v e s  th e  k in d  o f  i s s u e s  'w he re  
a month o f  e x p e r i e n c e  w i l l  be w o r th  a y e a r  o f  h e a r i n g s '  A p p l i c a t i o n  o f  C i n d e r e l l a ' s  
s t r i c t  l a w - f a c t  d ic h o tom y  w ou ld  n e c e s s a r i l y  l i m i t  th e  a b i l i t y  o f  a d m i n i s t r a t o r s  t o  
d i s c u s s  p o l i c y  q u e s t i o n s .  The l e g i t i m a t e  f u n c t i o n  o f  a p o l i c y m a k e r ,  u n l i k e  an 
a d j u d i c a t o r ,  demands i n t e r c h a n g e  and d i s c u s s i o n  a b o u t  im p o r t a n t  i s s u e s .  We must 
n o t  impose j u d i c i a l  r t . ' .e s  upon a d m i n i s t r a t o r s  when th e y  p e r f o rm  f u n c t i o n s  v e r y  
d i f f e r e n t  f rom  t h o s e  o f  j u d g e s . "

F u r t h e rm o r e ,  th e  D .C .  C i r c u i t  c o n t i n u e d ,  th e  C i n d e r e l l a  v iew  o f  a r e u t r a l  and 
d e t a c h e d  a d j u d i c a t o r  " i s  s im p l y  an i n a p p o s i t e  r o l e  m ode l f o r  an a d m i n i s t r a t o r  who 
must t r a n s l a t e  b r o a d  s t a t u t o r y  commands i n t o  c o n c r e t e  s o c i a l  p o l i c i e s .  I f  an 
ag ency  o f f i c i a l  i s  t o  be e f f e c t i v e ,  he m us t engage in  d e b a t e  and d i s c u s s i o n  a b o u t  
th e  p o l i c y  m a t t e r s  b e f o r e  h im . As t h i s  C o u r t  has  r e c o g n i z e d  b e f o r e ,  ' i n f o r m a l  
c o n t a c t s  be tween a g e n c i e s  and th e  p u b l i c  a r e  th e  ' b r e a d  and b u t t e r '  o f  th e  p r o c e s s  
o f  a d m i n i s t r a t i o n . ' "  The C o u r t  c o n c lu d e d  t h a t  a C om m is s io n e r  s h o u ld  be d i s q u a l i ­
f i e d  " o n l y  when t h e r e  has  been a c l e a r  and c o n v in c in g  show ing t h a t  th e  ag ency  
member has  an u n a l t e r a b l y  c l o s e d  mind on m a t t e r s  c r i t i c a l  t o  th e  d i s p o s i t i o n  o f  
th e  p r o c e e d i n g . "  In  t h i s  c a s e ,  th e  C o u r t  s a i d ,  C ha irm an  P e r t s c h u k ' s  r e m a rk s ,  
c o n s i d e r e d  a s  a w h o le ,  r e p r e s e n t  d i s c u s s i o n  "and p e rh a p s  a d v o c a c y ,  o f  th e  L e g a l  
t h e o r y  t h a t  m igh t s u p p o r t  e x e r c i s e  o f  th e  C om m is s io n ' s  ] r i s d i c t i o n  o v e r  c h i l d r e n ' s  
a d v e r t i s i n g .  The mere d i s c u s s i o n  o f  p o l i c y  o r  a d v o c a c y  on a l e g a l  q u e s t i o n ,  how­
e v e r ,  i 3  n o t  s u f f i c i e n t  t o  d i s q u a l i f y  and a d m i n i s t r a t o r . "

The C c u r t ‘ 3 d e c i s i o n  was s ig n e d  by C i r c u i t  Judge  Tamm. C i r c u i t  Judge L e v e n t h a l  
( p r i o r  t o  h i 3  r e c e n t  d e a t h )  c o n c u r r e d  in  a s e p a r a t e  s t a t e m e n t .  C i r c u i t  Judge  
MacK innon a i s 3 e n t e d  on th e  g r o u n d ,  among o t h e r s ,  t h a t  th e  " u n a i t e r a b l y  c l o s e d  
m ind " s t a n d a r d  i s  im p ro p e r  h e r e  b e cau se  o f  th e  a d ; u d i c a t o r y  o v e r t o n e s  o f  th e  
Magnuson-Moss A c t .  M o r e o v e r ,  he 3 t a t e d  t h a t  th e  " c l o s e d  m ind " t e s t  i s  s o  o v e r l y  
s t r i c t  a s  t o  make i t  p r a c t i c a l l y  im p o s s i b le  t o  p r o v e .
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F o u r t h  C i r c j i t  R e f e r s  C e r t a i n  I s s u e s  i n  Case  I n v o l v i n g  Gas S h o r t a g e  on  T r a n s c o ' s  S y s tem  
t o  FERC

On 1 / 8 / 8 0  th e  U . S .  C o u r t  o f  A p p e a ls  f o r  th e  F o u r t h  C i r c u i t  g r a n t e d  a m o t io n  by 
T r a n s c c n t i n e n t a l  Gas P ip e  r, i n e  C o rp .  t h a t  i t  h o l d  i n  ab eyan c e  r e v i e w  o f  an  award 
o f  $ 2 3 . 8  m i l l i o n  i n  damages by a N o r t h  C a r o l i n a  f e d e r a l  d i s t r i c t  c o u r t  a s  a r e s u l t  
o f  c u r t a i lm e n t s  t o  c e r t a i n  c u s t o m e r s ,  and r e f e r  t o  th e  FERC c e r t a i n  u n d e r l y i n g  
’ s s u e s  i n v o l v i n g ,  among o t h e r s ,  th e  r e a s o n s  f o r  s h o r t a g e s  on  T r a n s c o ' s  s y s t em .
The C o u r t ,  h ow e v e r ,  r e f u s e d  t o  v a c a t e  th e  l o w e r  c o u r t ' s  ju d gm en t .  CF I n d u s t r i e s ,  
I n c .  a r d  F a rm e rs  C h em ic a l  A s s o c i a t i o n ,  I n c .  v .  T r a n s c o n t i n e n t a l  Gas P ip e  L i n e  
C o r p . , N o s .  7 9 - 1 3 5 9  and 7 9 - 1 3 6 6 .

T h i s  c a s e  a r o s e  o u t  o f  c i v i l  damage s u i t  f i l e d  a g a i n s t  T r a n s c o  by CF I i , d u s t r i e s  
and F a rm e r s  i n  c o n n e c t i o n  w i th  th e  c u r t a i lm e n t  on  T r a n s c o ' s  s y s tem  b e g in n in g  in  
1 9 7 1 .  On 2 / 1 6 / 7 9  a j u r y  i n  th e  N o r t h  C a r o l i n a  c o u r t  aw a rd ed  $ 2 3 . 8  m i l l i o n  i n  
damages t o  CF and t o  F a rm e rs  b a sed  on  T r a n s c o ' s  l i a b i l i t y  i n  c o n t r a c t ,  n e g l i g e n c e  
and p r o m i s s o r y  e s t o p p e l .  E a r l i e r ,  th e  lowe*. c o u r t  tw ic e  r e f u s e d  T r a n s c o ' s  a p p e a l  
t h a t  c e r t a i n  i s s u e s  r a i s e d  i n  th e  c a s e  f a l l i n g  w i t h i n  t h e  e x p e r t i s e  o f  t h e  FERC 
and wh ich  have  an im pac t  upon i t s  r e g u l a t o r y  r e s p o n s i b i l i t y  be r e f e r r e d  t o  th e  
C om m is s io n .

On 2 / 2 8 / 7 9  T r a n s c o  f i l e d  a p e t i t i o n  (T C 7 9 - 8 )  r e q u e s t i n g  th e  C om m iss ion  t o  ( 1 )  
i n s t i t u t e  a p r o c e e d in g  i n t o  c i r c u m s t a n c e s  wh ich  r e s u l t e d  i n  th e  g a s  s h o r t a g e  on 
i t s  p ip e . - i n e  s y s t em ,  th e  e f f e c t s  o f  i t s  g a s  t a r i f f  c u r t a i lm e n t  p r o v i s i o n s  and s e r ­
v i c e  a g re em en ts  and Comm iss ion  o r d e r s ,  r u l e s  and r e g u l a t i o n s ,  and t h e  e f f e c t  on 
th e  C om m is s io n 's  a b i l i t y  t o  c a r r y  o u t  i t s  r e s p o n s i b i l i t i e s  by th e  damage aw a rd ;  
and ( 2 )  i 3 s u e  a d e c l a r a t o r y  o r d e r  h o l d i n g ,  among o t h e r  t h i n g s ,  t h a t  th e  s h o r t a g e  
on T r ? n s c o ' s  s y s tem  was cau sed  by f a c t o r s  beyond i t s  c o n t r o l ,  T r a n s c o  r e a c t e d  
t h e r e t o  i r  good  f a i t h  and in  a p r u d e n t  m anne r ,  i t s  c u r t a i lm e n t  t a r i f f  p r o v i s i o n s  
and s e r v i c e  ag re em en ts  a r e  i n  c o m p l ia n c e  w i t h  C om m iss ion  r u l e s  and r e g u l a t i o n s  
(and  t h e r e f o r e  r e p r e s e n t  a d e f e n s e  t o  any c l a im s  f o r  d a m a g e s ) , and t h a t  any  such 
award wou lc  c o n s t i t u t e  an undue p r e f e r e n c e  and d i s c r im i n a t i o n  unde r t h e  N a t u r a l  
Gas A c t and a d v e r s e l y  a f f e c t  th e  C om m is s io n ' s  a b i l i t y  t o  f a i r l y  a l l o c a t e  s u p p l i e s  
a v a i l a b l e  t o  T r a n s c o .

On 8 / 1 7 / 7 9 ,  :he C omm iss ion  ( 1 )  a g r e e d  t h a t  a p r o c e e d in g  s h o u ld  be i n s t i t u t e d  on  
th e  e f f e c t s  c f  T r a n s c o ' s  g a s  c u r t a i lm e n t  p r o v i s i o n s  and s e r v i c e  a g re em en t s  and 
Com m iss ion  o r i e r 3 ,  r u l e s  and r e g u l a t i o n s ,  i n c l u d i n g  w h e th e r  any undue p r e f e r e n c e  
o r  a d v an ta g e  , s  i n v o lv e d  w i th  th e  award o f  deimages; and ( 2 )  g r a n t e d  t h a t  p o r t i o n  
o f  th e  r e q u e s t  f o r  a d e c l a r a t o r y  o r d e r  h o ld i n g  t h a t  T r a n s c o ' s  c u r t a i lm e n  : t a r i f f  
p r o v i s i o n s  and s e r v i c e  a g re em en ts  a r e  in  c o m p l i a n c e  w i th  C om m iss ion  r u l e s  and 
r e g u l a t i o n s .  The Comm iss ion  d e n i e d  T r a n s c o ' s  r e q u e s t  f o r  a p r o c e e d in g  and 
d e c l a r a t o r y  o r d n r  in  a l l  o t h e r  r e s p e c t s .

In  s u b s e q u e n t  a p p l i c a t i o n s  f o r  r e h e a r i n g  by T r a n s c o ,  INGAA and o t h e r s ,  i t  was 
a rg u e d  t h a t  th e  c om m is s io n  must i n q u i r e  i n t o  th e  f a c t s  and c i r c u m s t a n c e s  o f  th e  
s h o r t a g e  on  T r a n s c o ' s  sy s tem  i n  o r d e r  t o  d e t e rm in e  w h e th e r  i t  p r o p e r l y  c a r r i e d  out- 
i t s  g a s  a c q u i s i t i o n ,  t r a n s p o r t a t i o n ,  i n v e n t o r y  o r  s a l e s  a c t i v i t i e s .  T h i s  same 
i s s u e ,  i t  was n o t e d ,  i s  a l s o  i n v o l v e d  in  o t h e r  c a s e s  where p i p e l i n e s  a r e  b ( i n g  
s u e d .

T r a n s c o  a l s o  f i l e d  4 p e t i t i o n  in  th e  F o u r t h  C i r c u i t  f o r  r e v i e w  o f  th e  damage aw a rd ,  
in  wh ich i t  r e q u e s t e i  th e  C o u r t  t o  r e f e r  th e  u n d e r l y i n g  i s s u e s  i n v o l v i n g  th e  
s h o r t a g e  on  i t s  sy s tem  t o  th e  C om m is s io n . I n  an am icu s  c u t  i a e  b r i e f ,  t h e  FERC 
a s s e r t e d  t h a t  th e  C o u r t  s h o u ld  v a c a t e  th e  low e r  c o u r t ' s  judgm en t and remand w i th  
i n s t r u c t i o n s  t o  r e f e r  i s s u e s  s u b j e c t  t o  th e  C om m is s io n ' s  p r im a r y  j u r i s d i c t i o n  —
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i . e . ,  c o n c e r n in g  th e  i n t e r p r e t a t i o n  and e f f e c t  o f  t h e  c e r t i f i c a t e ,  t a r i f f s  and 
s e r v i c e  a g re e m e n t s ,  and o r d e r s ,  r u l e s  and r e g u l a t i o n s  a s  t h e y  a f f e c t  th e  l i t i g a ­
t i o n .  H ow eve r ,  th e  C o u r t  s h o u ld  n o t  d i r e c t  t h e  r e f e r r a l  o f  t h e  q u e s t i o n  o f  u l t i ­
mate l i a b i l i t y  i n  th e  damage a c t i o n ,  i n c l u d i n g  w h e th e r  c o m p l i a n c e  w i th  T r a n s c o ' s  
t a r i f f  p r o v i s i o n s  i s  a c o m p le t e  d e f e n s e  t o  an y  c l a im s  f o r  damages f o r  b r e a c h  o f  
c o n t r a c t  —  b ecau se  " t h a t  r e s p o n s i b i l i t y  b e l o n g s  t o  th e  c o u r t s . "  (S e e  REPORT NOS. 
1 2 2 4 ,  p p l 6 - 1 8 ; 1 2 3 1 ,  p p 2 2 - 2 5 . )

I n  i t s  d e c i s i o n ,  t h e  F o u r t h  C i r c u i t  a g r e e d  w i t h  a c o n c l u s i o n  r e a c h e d  by t h e  F i f t h  
C i r c u i t  i n  a 1 976  c a s e  i n v o l v i n g  a s i m i l a r  c o n t r o v e r s y  t h a t  d e f e r e n c e  t o  th e  
p r im a r y  j u r i s d i c t i o n  o f  th e  C om m iss ion  i s  p a r t i c u l a r l y  a p p r o p r i a t e  i n  t h e  c om p le x  
a r e a  o f  n a t u r a l  g a s  c u r t a i lm e n t .  The F o u r t h  C i r c u i t  q u o te d  t h e  F i f t h  C i r c u i t ' s  
d e c i s i o n  t h a t  " r e f e r r a l  i s  p a r t i c u l a r l y  a p p r o p r i a t e .  W h i l e  t h e  F e d e r a l  Power 
C om m is s io n ' s  j u r i s d i c t i o n  i s  somewhat l i m i t e d ,  t h e  N a t u r a l  Gas A c t ,  a s  i n t e r p r e t e d  
by t h e  c o u r t s ,  h a s  p r o v i d e d  th e  C om m is s ion  w i t h  th e  s t a t u t o r y  b a s i s  f o r  p e r v a s i v e  
r e g u l a t i o n  c  t h e  c u r t a i lm e n t  q u e s t i o n  . . . .  The C om m iss ion  i s  p r e s e n t l y  
i n v o l v e d  i n  r e s o l v i n g  i s s i a s  w h ich  have  a d i r e c t  im p a c t  on  s i m i l a r  l i t i g a t i o n  
i n v o l v i n g  c u r t a i lm e n t  p l a n s .  The a d v i s a b i l i t y  o f  i n v o k i n g  p r im a r y  j u r i s d i c t i o n  i s  
g r e a t e s t  when th e  i s s u e  i s  a l r e a d y  b e f o r e  t h e  ag en c y  . . . .  The C om m is s io n ,  
m o r e o v e r ,  i s  r e v i e w in g  i n  some d e t a i l  t h e  f a c t s  and ' • l r c u m s t a n c e s  t h a t  r e s u l t e d  in  
th e  p r e s e n t  s h o r t a g e  i n  o r d e r  t o  d e t e rm in e  what i s  a f a i r ,  e q u i t a b l e ,  p e rm an en t  
c u r t a i lm e n t  p l a n .  I n d e e d ,  t h i s  c o u r t  h a s  a l r e a d y  s t a t e d  i n  a s i m i l a r  a c t i o n  t h a t  
r e f e r r a l  t o  th e  FPC i s  p r e f e r r e d . ' "

The F o u r t h  C i r c u i t  a l s o  n o t e d  t h a t  i n  one  o f  i t s  own p r i o r  c a ?  '.t " r e c o g n i z e d  
th e  u n iq u e  e x p e r t i s e  o f  th e  C om m iss ion  . . . . ”  I n  t h a t  c a s e ,  t. i  C o u r t  s a i d ,  i t  
f o u n d  th e  C om m iss ion  t o  be " ' a  f a r  m ore  a p p r o p r i a t e  body th a n  a d i s t r i c t  c o u r t ' "  
t o  make a d e t e r m in a t i o n  r e q u i r i n g  a b a l a n c i n g  o f  c o n f l i c t i n g  n e ed s  and i n t e r e s t s  
o f  a l l  c on sum e rs  o f  th e  g a s  s u p p l i e r  i n v o l v e d .

H ow eve r ,  th e  F o u r t h  C i r c u i t  a g re e d  w i t h  th e  FERC 's  p o s i t i o n  t h a t  t h e  C om m iss ion  
d o e s  n o t  have  a u t h o r i t y  t o  a d j u d i c a t e  u l t im a t e  l i a b i l i t y  i n  th e  p end in g  damage 
a c t i o n  s i n c e  t h i s  r e s p o n s i b i l i t y  r e s t s  s o l e l y  on t h e  C o u r t ,  and t h a t  an y  i n q u i r y  
by t h e  C om m iss ion  i n t o  t h e  e f f e c t  o f  a damage aw ard  a g o . n s t  T r a n s c o  on th e  
C om m is s io n ' s  a b i l i t y  t o  c a r r y  o u t  i t s  r e s p o n s i b i l i t i e s ,  i n c l u d i n g  a l l o c a t i o n  o f  
T r a n s c o *3 g a s  s u p p l i e s ,  w ou ld  be p r e m a tu r e  and s p e c u l a t i v e  a t  t h i s  p o i n t .

The F o u r t h  C i r c u i t  c o n c lu d e d  t h a t  th e  C om m is s ion  h a s  th e  a u t h o r i t y  unde r th e  
N a t u r a l  Gas Act t o  i n v e s t i g a t e  t h e  c a u s e s  o f  a g a s  s h o r t a g e  on an y  p a r t i c u l a r  
p i p e l i n e  s y s tem ,  and 3uch an i n v e s t i g a t i o n  and d e t e r m i n a t i o n  "w ou ld  be p p r o p r i a t e  
and h e l p f u l  in  th e  p e nd in g  l i t i g a t i o n . "  B u t  th e  C o u r t  d e c id e d  n o t  t o  a p p ro v e  th e  
s u g g e s t i o n  o f  th e  C om m iss ion  and T r a n s c o  t h a t  t h e  low e r  c o u r t ' s  ju dgm en t be v a c a t e d  
and th e  c a s e  remanded w i th  i n s t r u c t i o n s  t o  r e f e r  t h e  s p e c i f i e d  I s s u e s  t o  th e  
C om m iss ion  f o r  th e  e x e r c i s e  o f  i t s  p r im a r y  j u r i s d i c t i o n ,  w i t h  th e  low e r  c o u r t  
p r o c e e d in g  s t a y e d  p e nd in g  f i n a l  C om m iss ion  a c t i o n .  I n s t e a d ,  th e  F o u r t h  C i r c u i t  
d e c id e d  t h a t  th e  a p p e a l s  p e nd in g  w i t h  r e s p e c t  t o  t h e  l o w e r  d i s t r i c t  c o u r t  a c t i o n  
s h o u ld  be h e ld  in  ab eyance  and t h a t  c e r t a i n  f a c t s  and i s s u e s  be r e f e r r e d  t o  th e  
C om m iss ion  f o r  i t s  d e t e r m in a t i o n  and d e c i s i o n ,  a f t e r  w h ich  th e  C o u r t  w ou ld  c o n ­
s i d e r  th e  a p p e a l s  and d e t e rm in e  th e  p r o p e r  p r o c e d u r e .

S p e c i f i c a l l y ,  th e  C o u r t  d i r e c t e d  th e  C om m iss ion  t o  c o n s i d e r  ( 1 )  th e  f a c t s  and 
c i r c u m s t a n c e s  r e s u l t i n g  in  th e  s h o r t a g e  on T r a n s c o ' s  s y s tem  t h a t  a l l e g e d l y  
r e s u l t e d  .n  th e  l o s s  c l a im  by CF I n d u s t r i e s  and F a rm e r s ;  ( 2 )  th e  meaning and 
i n t e r p r e t a t i o n  o f  T r a n s c o ' s  g a s  t a r i f f  c u r t a i lm e n t  p r o v i s i o n s  and s e r v i c e  a g r e e ­
m en ts  and o f  C om m iss ion  o r d e r s ,  r u l e s  and r e g u l a t i o n s  r e l a t i n g  t o  c u r t a i lm e n t s  in  
th e  e v e n t  o f  s h o r t a g e ,  and th e  e f f e c t  o f  su ch  p r o v i s i o n s  on  T r a n s c o ' s
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r e s p o n s i b i l i t y  t o  i t s  c u s t o m e r s ;  ( 3 )  w h e th e r  undue p r e f e r e n c e  o r  a d v a n ta g e  i s  
c r e a t e d  by th e  damage award and what a d m i n i s t r a t i v e  a c t i o n ,  i f  a n y ,  s h o u ld  be 
t a k e n ;  ( 4 )  th e  mean ing and e f f e c t  o f  T r a n s c o ' s  c o n t r a c t s  and r e l a t e d  c e r t i f i c a t e s  
a u t h o r i z i n g  s e r v i c e  t o  d i s t r i b u t o r  c u s t o m e r s ;  and ( 5 )  any o t h e r  f i n d i n g s  th e  
C om m iss ion  deems a p p r o p r i a t e  and r e l e v a n t .

* * * * *

On 1 / 1 7 / 8 0  FERC A d m in i s t r a t i v e  Law Judge  S t e v e n  M. C ha rn o  g r a n t e d  a m o t io n  by 
T r a n s c o  t h a t  t h e  p r o c e d u r a l  s c h e d u le  i n  t h e  i n v e s t i g a t i o n  (T C 7 9 - 8 )  o r d e r e d  by th e  
C om m is s io n ' s  8 / 1 7 / 7 9  o r d e r  on  th e  e f f e c t s  o f  T r a n s c o ' s  g a s  c u r t a i lm e n t s  and s e r ­
v i c e  a g re em en ts  and C om m iss ion  o r d e r s ,  r u l e s  and r e g u l a t i o n s  be su spended  p e nd in g  
C om m iss ion  a c t i o n  i n  r e s p o n s e  t o  th e  F o u r t h  C i r c u i t ' s  d e c i s i o n  d e s c r i b e d  a b o v e .
I n  s u p p o r t ,  T r a n s c o  n o t e d  t h a t  th e  i s s u e s  r e f e r r e d  t o  th e  C om m iss ion  by t h e  C o u r t  
a r e  b r o a d e r  t h a n ,  and i n  c o n f l i c t  w i t h ,  i s s u e s  w h ich  t h e  C om m iss ion  s e t  f o r  
h e a r i n g  i n  i t s  8 / 1 7 / 7 9  o r d e r .  H ence , t h e  p r o c e d u r a l  s c h e d u le  s h o u ld  be su sp ended  
t o  p r e v e n t  p o t e n t i a l l y  w a s t e f u l  e f f o r t  by  th e  p a r t i e s  u n t i l  t h e  C om m iss ion  has  
a c t e d  w i t h  r e s p e c t  t o  th e  C o u r t ' s  r e f e r r a l  o r d e r .

Supreme C o u r t  Asked t o  R ev iew  C o n f l i c t i n g  D e c i s i o n s  o f  D .C .  C i r c u i t  and F i f t h  C i r c u i t
R u l i n g  on C om m is s io n ' s  Power t o  Im pose  a 3 0 -D a y  T im ing  R eq u i r em en t  on Advance Paym en ts
C o v e re d  by O rd e r  No . 465

D u r in g  t h e  p a s t  m on th , p e t i t i o n s  f o r  w r i t  o f  c e r t i o r a r i  were f i l e d  i n  th e  U . S .
Supr-sme C o u r t  by T enn e s se e  Gas P ip e  . i n e  C o . and th e  FERC t o  r e v i e w  c o n f l i c t i n g  
d e c i s i o n s  by th e  D .C .  C i r c u i t  and th e  F i f t h  C i r c u i t  i n  r e g a r d  t o  t h e  C om m is s io n ' s  
power t o  im pose  a 3 0 - d a y  t im in g  r e q u i r e m e n t  on p r o d u c e r  e x p e n d i t u r e  on ad van ce  
paym en ts  r e c e i v e d  un de r  O rd e r  No. 465  i n  d e t e rm in in g  w h e th e r  su ch  ad v an c e s  a r e  
" r e a s o n a b l e  and a p p r o p r i a t e "  f o r  r a t e  b a se  t r e a tm e n t .  The FERC r e q u e s t e d  . e v i e w  
o f  th e  F i f t h  C i r c u i t ' s  d e c i s i o n  o n l y  i f  t h e  Sup-eme C o u r t  g r a n t s  T e n n e s s e e ' s  p e t i ­
t i o n  f o r  c e r t i o r a r i  t o  r e v i e w  th e  D .C .  C i r c u i t ' s  d e c i s i o n .  T enn e s se e  Gas P i p e l i n e  
C o . v .  FERC (No . 7 9 - 9 6 2 )  and FERC v .  U n i t e d  Gas P ip e  L in e  Co . (N o . 7 9 - 1 0 5 5 ) .

F i r s t ,  on  1 2 / 1 9 / 7 9 ,  T enn e sse e  Gas P i p e l i n e  C o . a s k e d  th e  Supreme C o u r t  t o  r e v i e w  a 
D .C .  C i r c u i t  d e c i s i o n  i s s u e d  6 / 2 0 / 7 9  (T e n n e s s e e  Gas P i p e l i n e  C o . v .  FERC, No. 
7 7 - 1 4 9 6 )  w h ic h ,  among o t h e r  t h i n g s ,  remanded FPC O p in io n  N o s .  7 69  and 7 6 9 -A  d e n y ­
ing  i n c l u s i o n  o f  some $ 1 0 0  m i l l i o n  o f  f r o n t - e n d  advance  paym en ts  made by T e n n e s s e e  
( R P 7 3 - 1 1 3 )  t o  p r o d u c e r s  unde r a g re em en ts  e x e c u t e d  in  1 9 7 3 .  I n  t h a t  y e a r ,  th e  
C om m is s io n ' s  ad van ce  payment p rog ram  was g o v e rn e d  by O rd e r  Mo. 4 6 5  wh ich  r e q u i r e d  
m e r e l y  t h a t  a d v an c e s  be " r e a s o n a b l e  and a p p r o p r i a t e "  in  o r d e r  t o  q u a l i f y  f o r  r a t e  
b a se  t r e a tm e n t .  S u b s e q u e n t l y ,  i n  O rd e r  No. 4 9 9  g o v e r n in g  th e  ad van ce  payment 
p rog ram  d u r i n g  th e  y e a r s  1 9 74  and 1 9 7 5 ,  th e  C om m iss ion  c l a r i f i e d  t h a t  ad v an c e s  
must be expended  by p r o d u c e r s  w i t h i n  a " r e a s o n a b l e  t im e "  a f t e r  i n c l u s i o n  t h e r e o f  
in  th e  p i p e l i n e ' s  r a t e  b a s e .  I n  O p in io n  No. 7 6 9  ( i s s u e d  7 / 9 / 7 6 ) ,  th e  C om m iss ion  
r u l e d  f o r  th e  f i r s t  t im e  t h a t  ad van ce  paym en ts  n o t  expended  by p r o d u c e r s  w i t h i n  30 
d a y s  a r e  " p r e s u m p t i v e l y  e x t r a v a g a n t "  and hence  n o t  " r e a s o n a b l e  and a p p r o p r i a t e "  
f o r  i n c l u s i o n  i n  th e  a d v an c in g  p i p e l i n e ' s  r a t e  b a s e .  W h i le  c o n c e d in g  t h a t  O rd e r  
No . 465  d i d  n o t  c o n t a i n  any t im in g  r e q u i r e m e n t ,  th e  C omm iss ion  d e c l a r e d  c h a t  th e  
" r e a s o n a b l e  and a p p r o p r i a t e "  s t a n d a r d  was c o n s i s t e n t  w i t h  w e l l - e s t a b l i s h e d  p r i n ­
c i p l e s  o f  r e g u l a t o r y  law  t h a t  " e x t r a v a g a n t  o r  u n n e c e s s a r y  c o s t s  c a n n o t  be p a s s e d  
a lo n g  t o  c u s t o m e r s  th ro u g h  r a t e s . "  F u r t h e r ,  t h e  C om m iss ion  s t a t e d ,  " i t  h a s  n o t  
been s u g g e s te d  by T en n e s se e  t h a t  a p r o d u c e r  in  th e  c o n d u c t  o f  i t s  own b u s i n e s s  
w ou ld  b o r r ow  money and pay i n t e r e s t  t h e r e o n  f a r  in  e x c e s s  o f  th e  t im e  i t  i s  n e ed ed . 
Nor do  we t h i n k  T enn e s se e  c o u ld  make such  a sh ow ing . We f i n d ,  t h e r e f o r e ,  t h a t  
f r o n t - e n d  *.dvance paym en ts  a r e  p r e s u m p t i v e l y  e x t r a v a g a n t . "  I n  O p in io n  No. 7 6 9 -A  
( i s s u e d  5 / 3 1 / 7 7 ) ,  th e  C om m iss ion  d e n ie d  t h a t  a p p l i c a t i o n  o f  a t im in g  s t a n d a r d  t o  
a d van ce s  unde r O rd e r  No. 4 65  c o n s t i t u t e d  r e t r o a c t i v e  r a t em a k in g  s i n c e  th e
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" r e a s o n a b l e  and a p p r o p r i a t e "  s t a n d a r d ,  w h ich  p e r v a d e d  a l l  o f  t h e  ad van ce  paymen t 
r u le m a k in g  o r d e r s ,  " n e c e s s a r i l y  c o v e r e d  su ch  u n n e c e s s a r y  and e x t r a v a g a n t  c o s t s  a s  
t h o s e  r e s u l t i n g  f rom  f r o n t - e n d  a d v a n c e s . "

On ayp . a l ,  t h e  D .C .  C i r c u i t  p a r t l y  a f f i r m e d  and p a r t l y  remanded O p in io n  Nos . 7 69  
and 7 6 9 -A ,  a s  w e l l  a s  FPC o r d e r s  i n  two o t h e r  c a s e s  w h ich  s i m i l a r l y  a p p l i e d  a 3 0 -  
d a y  s t a n d a r d  i n  d i s a l l o w i n g  r a t n  b a s e  i n c l u s i o n  o f  a d v an ce  p aym en ts  by T r a n s c o n ­
t i n e n t a l  Gas P i p e  L i n e  C o rp .  and M ic h ig a n  W i s c o n s i n  P i p e  L i n e  C o . p u r s u a n t  t o  b o th  
O rd e r  N o s .  4 6 5  and 4 9 9 .  The C o u r t  c o n c lu d e d  t h a t  t h e  C om m iss ion  c o r r e c t l y  
r e j e c t e d  th e  p i p e l i n e s '  p o s i t i o n  t h a t  th e  f r o n t - e n d  a d v a n c e s  w e re  d i c t a t e d  by 
"g o od  f a i t h  b u s i n e s s  ju d g m e n t s "  g i v e n  th e  c o m p e t i t i v e  c o n d i t i o n s  a t  th e  t im e  and 
hence  w e re  " r e a s o n a b l e  and a p p r o p r i a t e "  f o r  p u r p o s e s  o f  i n c l u s i o n  in  th e  r a t e  
b a s e .  The C o u r t  s a i d  th e  p i p e l i n e s  had th e  b u rd e n  o f  d e m o n s t r a t i n g  a f f i r m a t i v e  
e v id e n c e  i n  f a v o r  o f  " e x t e n d e d "  f r o n t - e n d  a d v a n c e s ,  e s p e c i a l l y  i n  v iew  o f  th e  
t r a d i t i o n a l  " u s e d  and u s e f u l "  p u b l i c  u t i l i t y  c o n c e p t  on  w h ich  th e  C om m is s ion  h a s  
c o n s i s t e n t l y  r e l i e d .  A t th e  same t im e ,  th e  C o u r t  h e ld  t h a t  th e  C om m is s io n ' s  3 0 -  
d a y  r u l e  f o c u s e d  t o o  n a r r o w l y  o r  a l i n e - o f - c r e d i t  a p p ro a c h  a n d ,  a s  a r e s u l t ,  t h e  
C om m is s ion  " f a i l e d  t o  e v a l u a t e  f u l l y  and f a i r l y  th e  r e a s o n a b l e n e s s  o f  th e  p r o t e c ­
t i v e  m echan ism s a d o p t e d  by p a r t i c u l a r  p i p e l i n e s  t o  f u l f i l l  t h e i r  o b l i g a t i o n  o f  
v i g i l a n c e  i n  t h e  c o n su m e rs '  i n t e r e s t . "  The F i f t h  C i r c u i t  a c c o r d i n g l y  remanded th e  
c a s e s  f o r  a  more e x t e n s i v e  and f l e x i b l e  i n q u i r y  i n t o  t h e  r e a s o n a b l e n e s s  o f
a t t e m p t s  t o  p r o t * c t  r a t e p a y e r s  f r om  e x c e s s i v e  c o s t s .  On 1 0 / 3 1 / 7 9  th e  C o u r t  d e n i e d
r e h e a r i n g  and s g e s t i o n s  f o r  r e h e a r i n g  en b a n c . (S ee  REPORT NO. 1 2 1 4 ,  p p l 8 - 2 1 . )

The D .C .  C i r c u i t ' s  d e c i s i o n  was i s s u e d  two d a y s  p r i o r  t o  a F i f t h  C i r c u i t  d e c i s i o n  
(U n i t e d  Gas P i p e  L in e  C o . v .  FERC, No . 7 8 - 1 0 9 1 )  w h ich  o v e r t u r n e d  O p in io n  N o s .  8 15  
and 8 1 5 -A  d e n y in g  r a t e  b a se  i n c l u s i o n  o f  some $2 4  m i l l i o n  o f  ad van ce  paym en ts  by 
U n i t e d  Gas P i p e  L in e  ( R P 7 4 - 2 0 ,  R P 7 4 - 8 3 )  u n de r  O rd e r  N o s .  4 65  and 499  b e c au se  th e  
ad van ce  p aym en ts  had n o t  been  expended  by t h e  r e c i p i e n t  p r o d u c e r s  w i t h i n  30 d a y s .  
The F i f t h  C i r c u i t  r e v e r s e d  th e  C om m is s io n *3 d e n i a l  o f  r a t e  b a se  t r e a tm e n t  f o r  
ad van ce  paym en ts  g o v e rn e d  by O rd e r  No . 4 6 5 .  As a p p l i e d  t o  t h e s e  p a ym en ts ,  th e  
C o u r t  s a i d  th e  3 0 - d a y  s t a n d a r d  " a r b i t r a r i l y  im pose s  a new d im e n s io n  and a new 
r e s t r a i n t  . . . .  The law  w i l l  n o t  t o l e r a t e  t h i s  s o r t  o f  a f t e r - t h e - f a c t ,  i n  f a c t  
r e t r o a c t i v e ,  im p o s i t i o n  o f  s t a n d a r d s . "  I n  r e g a r d  t o  th e  a d v a n c e s  c o v e r e d  by O rd e r
No. 4 9 9 ,  th e  F i f t h  C i r c u i t  r e v e r s e d  and remanded th e  C om m is s io n ’ s a p p l i c a t i o n  o f
th e  3 0 - d a y  r u l e  a s  " u n r e a s o n a b l y  h a r s h . "  The " r e l a t i v e l y  v a gu e "  t im in g  g u i d e l i n e  
imposed i n  O rd e r  No. 4 9 9 ,  th e  C o u r t  s a i d ,  d i d  n o t  c o n s t i t u t e  s u f f i c i e n t  n o t i c e  t o  
p i p e l i n e s  t h a t  a l l  a d v a n c e s  s h o u ld  be made on a 3 0 - d a y  i n s t a l lm e n t  b a s i s .  On 
8 / 8 / 7 9  t h e  C o u r t  d e n i e d  FERC 's  p e t i t i o n  f o r  r e h e a r i n g .  (S ee  REPORT NO. 1 2 1 7 ,  
p p l 6 - 1 7 . )

I n  s t i l l  a n o t h e r  c a s e ,  th e  S e v e n th  C i r c u i t  on  1 / 5 / 7 9  r e v e r s e d  and remanded an FPC 
o r d e r  o f  6 / 3 / 7 7  wh ich  a p p l i e d  th e  3 0 - d a y  r u l e  i n  d e n y in g  r a t e  b a se  t r e a tm e n t  f o r  
f r o n t - e n d  ad van ce  paym en ts  by N a t u r a l  Gas P i p e l i n e  C o . o f  A m e rica  ( R P 7 3 - 1 1 0 ) .  
N a t u r a l ' s  a d v an c e s  w e re  a l l  made p u r s u a n t  t o  O rd e r  No . 4 9 9 .  The S e v e n th  C i r c u i t  
h e ld  t h a t  im p o s i t i o n  o f  th e  3 0 - d a y  s t a n d a r d  r e p r e s e n t e d  a r e t r o a c t i v e  m o d i f i c a t i o n  
o f  O rd e r  No. 4 9 9 ,  wh ich  m e r e l y  r e q u i r e d  t h a t  a d v an c e s  m us t be expended  w i t h i n  a 
" r e a s o n a b l e  t im e "  a f t e r  t h e i r  i n c l u s i o n  i n  a  p i p e l i n e ' s  r a t e  b a s e .

I n  s e e k in g  Supreme C o u r t  r e v i e w  o f  th e  D .C .  C i r c u i t ' s  d e c i s i o n  o f  6 / 2 0 / 7 9 ,
T e n n e s s e e  c o n te n d e d  t h a t  th e  C o u r t ' s  h o ld i n g  r e g a r d i n g  O rd e r  No. 4 6 5  a d van ce s  
c o n f l i c t e d  d i r e c t l y  w i t h  th e  F i f t h  C i r c u i t ’ s d e c i s i o n  i n  th e  U n i t e d  c a s e  d e s c r i b e d  
a b o v e .  F u r t h e r ,  th e  D .C .  C i r c u i t ' s  r a t i o n a l e  t h a t  im p o s i t i o n  o f  an i m p l i c i t  t im in g  
r e q u i r e m e n t  i s  n e t  im p e rm i s s i b l e  r e t r o a c t i v e  r u le m a k in g  c o n f l i c t s  w i th  th e  S e v e n th  
C i r c u i t ' s  d e c i s i o n  i n  th e  N a t u r a l  Gas P i p e l i n e  c a s e  d e a l i n g  w i t h  O rd e r  No . 499  
a d v a n c e s .  P r o p e r  r e s o l u t i o n  o f  t h i s  c o n f l i c t  i s  o f  " c r i t i c a l  im p o r t a n c e "  t o  th e



n a t u r a l  g a s  i n d u s t r y ,  T enn e s se e  d e c l a r e d ,  s i n c e  i t  i n v o l v e s  th e  u l t im a t e  d i s ­
p o s i t i o n  o f  s u b s t a n t i a l  O rd e r  No. 4 65  ad van ce  paym en ts  made by i n t e r s t a t e  p i p e ­
l i n e s  g e n e r a l l y .  I n  t h i s  r e g a r d ,  T enn e s s e e  n o te d  t h a t  n e a r l y  99% o f  th e  5 5
b i l l i o n  t o t a l  c om m it ted  by i n t e r s t a t e  p i p e l i n e s  unde r th e  ad van ce  paym en ts  p rog ram  
r e p r e s e n t e d  f r o n t - e n d  ad van ce s  o f  th e  t y p e  i n v o l v e d  i n  t h i s  c a s e .  M o r e o v e r ,  
T enn e s s e e  ad d ed , e ven  th ough  th e  ad vance  paymen t p ro g ram  ha s  now been  t e rm in a t e d  
p r o s p e c t i v e l y  a s  t o  new a g re e m e n t s ,  th e  p r o b le m  i s  o f  c o n t i n u i n g  im p o r t a n c e  t o  th e  
a d m i n i s t r a t i o n  o f  j u r i s d i c t i o n a l  c a t e  . in c r e a s e s  f i l e d  unde r ad van ce  payment c o n ­
t r a c t s  wh ich  r em a in  in  e f f e c t .

The se cond  p e t i t i o n  f o r  c e r t i o r a r i  was f i l e d  on  1 / 5 / 8 0  by th e  S o l i c i t o r  G e n e r a l ,  
on b e h a l f  o f  th  FERC, t o  r e v i e w  th e  F i f t h  C i r c u i t ' s  d e c i s i o n  in  t h e  U n i t e d  c a s e  
w i t h  r e s p e c t  t o  a d van ce s  unde r O rd e r  No . 4 6 5 .  iThe p e t i t i o n  d o e s  n o t  r e q u e s t  
r e v i e w  o f  th e  F i f t h  C i r c u i t ' s  remand o f  th e  C om m is s io n ' s  d i s a l l o w a n c e  o f  f r c n t -< *n d  
•advances un de r  O rd e r  No. 4 9 9 . )  The FERC a s k e d  t h a t  i t s  p e t i t i o n  f o r  c e r t i o r a r i  be 
g r a n t e d  o n l y  i f  th e  Supreme C o u r t  g r a n t s  r e v i e w  o f  th e  D .C .  C i r c u i t ' s  d e c i s i o n  i n  
th e  T enn e s se e  c a s e .  The C om m iss ion  n o te d  th e  d i r e c t  c o n f l i c t  be tween th e  F i f t h  
C i r c u i t  and D .C .  C i r c u i t  d e c i s i o n s  r e s p e c t i n g  t h e  C om m is s io n ' s  power t o  im pose  a 
t im in g  r e q u i r e m e n t  on  O rd e r  No. 4 65  a d v a n c e s .  H ow eve r ,  w h i l e  th e  FERC a g r e e s  w i t h  
th e  D .C .  C i r c u i t ' s  h o ld i n g  on  t h i s  i s s u e ,  i t  d o e s  n o t  a d v o c a t e  Supreme C o u r t  r e v i e w  
o f  th e  i n t e r p r e t a t i o n  o f  O rd e r  No. 4 6 5 ,  wh ich  " g o v e r n s  o n l y  c o n t r a c t s  e x e c u te d  in  
1 9 7 3  unde r a t e rm in a t e d  e x p e r im e n t a l  p r o g r a m . "  C o n s e q u e n t l y ,  th e  FERC i n t e n d s  t o  
o p p o s e  th e  p e t i t i o n  f o r  w r i t  o f  c e r t i o r a r i  i n  th e  T en n e s s e e  c a s e  (N o . 7 9 - 9 6 2 ) .  
H ow eve r ,  i f  t h e  Supreme C o u r t  g r a n t s  T e n n e s s e e ' s  p e t i t i o n  f o r  r e v i e w  i n  t h a t  c a s e ,  
i t  s h o u ld  a l s o  g r a n t  r e v i e w  in  th e  U n i t e d  c a s e  " s o  t h a t  th e  i n t e r p r e t a t i o n  o f  
O rd e r  No. 465  w i l l  be u n i f o rm  f o r  p i p e l i n e s  and c on sum e rs  t h r o u g h o u t  th e  c o u n t r y . "

T en n e c o ,  FERC, INGAA F i l e  C o m p la in t s  and R e q u e s t s  f o r  I n j u n c t i v e  R e l i e f  E n j o i n i n g
E n fo rc e m e n t  o f  L o u i s i a n a  S t a t u t e  on  I n t r a s t a t e  P u rc h  s e r s 1 R ig h t  o f  F i r s t  R e f u s a l

D u r in g  th e  p a s t  s e v e r a l  w eek s ,  T en n e c o ,  I n c . ,  t h e  FERC and th e  I n t e r s t a t *  N a t u r a l  
Gas A s s o c i a t i o n  o f  Am e r ic a  (INGAA) have  f i l e d  c o m p la i n t s  f o r  c . l a r a t o r y  ju d gm en t  
and i n j u n c t i v e  r e l i e f  w i th  th e  U . S .  D i s t r i c t  C o u r t  f o r  th e  M id d le  D i s t r i c t  o f  
L o u i s i a n a  ( C i v i l  A c t i o n  N os . 8 0 - 1 7  e t  a l . )  i n  r e g a r d  t o  a r e c e n t l y  e n a c t e d  
L o u i s i a n a  s t a t u t e ,  e f f e c t i v e  9 / 7 / 7 9 ,  wh ich p r o v i d e d  L o u i s i a n a  i n ' - r a s t a t e  p u r -  
c. . s e r 3  o f  n a t u r a l  g a s  w i t h  a r i g h t  o f  f i r s t  r e f u s a l  f o r  a l l  n a t u r a l  g a s  n o t  com­
m i t t e d  o r  d e d i c a t e d  t o  i n t e r s t a t e  commerce p r i o r  t o  9 / 7 / 7 9  e f f e c t i v e  d a t e  o f  t h a t  
s t a t u t e .  1 /

The L o u i s i a n a  A c t (No . 7 3 2 )  amended th e  s t a t e  s  N a t u r a l  R e s o u rc e s  and E n e rg y  Ac t 
o f  1 9 73  t o  r e q u i r e  t h a t  " p r o d u c e r - s e l l e r 3 "  o f  n a t u r a l  g a s  n o t  c om m it ted  o r  d e d i ­
c a t e d  t o  i n t e r s t a t e  commerce p r i o r  t o  9 / 7 / 7 9  o t c a i n  a s t a t e  c e r t i f i c a t e  o f  p u b l i c  
c o n v e n ie n c e  and n e c e s s i . . .  b e f o r e  a l l o w i n g  th e  i n t r o d u c t i o n  o f  su ch  g a s  i n t o  any 
i n t e r s t a t e  p i p e l i n e  s y s tem .  The Ac t f u r t h e r  r e q u i r e s  p r o d u c e r - s e l l e r s  t o  make a 
bona f i d e  o f f e r  t o  s e l l  such  g a s  t o  i n t r a s t a c e  n a t u r a l  g a s  t r a n s p o n e r s  b e f o r e  
c om m it t in g  th e  s u p p ly  t o  i n t p r s t a t e  commerce . N on com p l ia n c e  w i th  th e  A c t i s  n o t  
e x cu s ed  by c o n t r a c t u a l  o b l i g a t i o n s ,  and c r i m i n a l  p e n a l t i e s  a r e  s e t  f o r t h  f o r  
v i o l a t i o n s .  I n t e r im  r e g u l a t i o n s  im p lem en t in g  th e  Ac t were p r om u lg a t e d  on  1 0 / 2 8 / 7 9  
by th e  L o u i s i a n a  S t a t e  C o n s e r v a t i o n  C om m is s io n .
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1 /  The D i s t r i c t  C o u r t  o r i g i n a l l y  s e t  a 1 / 1 8 / 7 9  d a t e  f o r  a h e a r i n g  on th e  p r e ­
l im i n a r y  i n j u n c t i o n  r e q u e s t ,  b u t  t h i s  d a t e  was e x te n d e d  i n d e f i n i t e l y  by r e q u e s t  o f  
th e  S t a t e  o f  L o u i s i a n a .
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I n  i t s  c o m p la i n t  and r e q u e s t  f o r  a p r e l im i n a r y  i n j u n c t i o n ,  T enneco  a s s e r t e d ,  among 
o t h e r  t h i n g s ,  t h a t  th e  A c t  " h a s  had a c h i l l i n g  e f f e c t  on th e  w i l l i n g n e s s  o f  s e l l e r s  
t o  c o n t r a c t  f o r  s a l e  i n  i n t e r s t a t e  c om m e rc e ."  T enneco  c i t e d  e i g h t  c o n t r a c t s  wh ich 
i t  h as  e n t e r e d  i n t o  w i t h  p r o d u c e r s  s i n c e  t h e  e n a c tm en t  d a t e  o f  th e  l e g i s l a t i o n  b u t  
f o r  w h ich  no d e l i v e r i e s  h ave  commenced ow ing t o  t h e  r e q u i r e m e n t s  o f  th e  L o u i s i a n a  
s t a t u t e .  M o r e o v e r ,  T enneco  s t a t e d  t h a t  th e  r e q u i r e m e n t s  o f  th e  Act have hampered 
i t s  e f f o r t s  t o  n e g o t i a t e  f u r t h e r  c o n t r a c t s  and t h e r e b y  l i m i t e d  i t s  a b i l i t y  t o  
f u l f i l l  t h e  n a t u r a l  g a s  r e q u i r e m e n t s  o f  i t s  c u s t o m e r s .

As f u r t h e r  s u p p o r t  f o r  i t s  c o m p la i n t  and r e q u e s t  f o r  a p r e l im i n a r y  i n j u n c t i o n ,  
T enneco  c o n te n d e d  t h a t  t h e  A c t  ( 1 )  u n c o n s t i t u t i o n a l l y  d i s c r im i n a t e s  a g a . r s t  i n t e r ­
s t a t e  commerce by  c r e a t i n g  an undue p r e f e r e n c e  f o r  i n t r a s t a t e  p u r c h a s e r s ;  ( 2 )  c o n ­
s t i t u t e s  a p r o h i b i t e d  b u rd e n  on  i n t e r s t a t e  com ne rce  i n  v i o l a t i o n  o f  th e  Commerce 
C la u s e  o f  th e  U .S .  C o n s t i t u t i o n ;  ( 3 )  c o n f l i c t s  w i t h  f e d e r a l  s t a t u t e s  and i s  hence 
v o i d  un de r  th e  Supremac * C la u s e  o f  t h e  U . S .  C o n s t i t u t i o n ;  and ( 4 )  c o n t r a d i c t s  th e  
r e s p o n s i b i l i t i e s  o f  t h e  FERC i n  th e  e x e r c i s e  o f  i t s  j u r i s d i c t i o n  unde r t h e  N a t u r a l  
Gas A c t and th e  NGPA.

The FERC, i n  i t s  c o m p la i n t  i n  i n t e r v e n t i o n ,  a l s o  a s s e r t e d  t h a t  t h e  L o u i s i a n a  
s t a t u t e  v i o l a t e s  th e  Commerce and Sup remacy C la u s e s  o f  t h e  U . S .  C o n s t i t u t i o n  and 
c o n f l i c t s  w i t h  t h e  FERC 's  e x c l u s i v e  j u r i s d i c t i o n  o v e r  i n t e r s t a t e  p i p e l i n e  t r a n s ­
a c t i o n s .  A d d i t i o n a l l y ,  FERC c i t e d  f ! .e  d e l e t e r i o u s  e f f e c t  th e  A c t  w i l l  h a v e  on  
f u t u r e  a d d i t i o n a l  g a s  s u p p l i e s  f o r  th e  i n t e r s t a t e  m a r k e t .  "A t a m in imum ," FERC 's  
c o m p ia in c  3 t a t e d ,  " t h i s  p r o v i s i o n  w i l l  d e l a y  th e  a t t a c h m e n t  o f  new g a s  s u p p l i e s  
. . . a t  t h e  w o r s t ,  i t  w i l l  r e d u c e  th e  new g a s  s u p p l i e s  a v a i l a b l e  t o  th e  i n t e r ­
s t a t e  p i p e l i n e s  t o  th e  e x t e n t  t h a t  i n t r a s t a t e  p u r c h a s e r s  e x e r c i s e  t h e i r  r i g h t  *-o 
p u rc h a s e  su ch  g a s . "

INGAA a l s o  c i t e d  th e  a b ove  a rg um en ts  o f  T en n e s s e e  and FERC in  s u p p o r t  o f  i t s  com­
p l a i n t  and r e q u e s t  f o r  d e c l a r a t o r y  ju d gm en t and i n j u n c t i v e  r e l i e f .  A d d i t i o n a l l y ,  
th e  c o x i p l a i n t  s t a t e d  t h a t  th e  L o u i s i a n a  A c t ,  i n  d e p r i v i n g  member c om pan ie s  o f  
INGAA o f  t h e i r  f r e e d om  t o  c o n t r a c t  w i t h  whomever t h e y  c h o o s e ,  v i o l a t e s  t h o s e  
c om p an ie s '  r . g h t s  u nde r  th e  p r o v i s i o n s  o f  th e  1 4 t h  Amendment o f  th e  U .S .
Cons : i t u t i o n .



FERC Law Judge  F in d s  V i o l a t i o n s  o f  N a t u r a l  Gas A c t by  N a t i o n a l  F u e l  C ompan ies

On 1 / 1 1 / 8 0  FERC Law Judge  G eo rge  P .  Lewnes i s s u e d  an i n i t i a l  d e c i s i o n  f i n d i n g  t h a t  
N a t i o n a l  F u e l  Gas S u p p ly  C o rp .  and N a t i o n a l  Gas S t o r a g e  C o rp .  v i o l a t e d  th e  N a t u r a l  
Gas Act and th e  U .S .  C r im i n a l  Code i n  c o n n e c t i o n  w i t h  c e r t a i n  c o n s t r u c t i o n  a c t i v i ­
t i e s  r e l a t e d  t o  d e v e lo p m en t  o f  s t o r a g e  f i e l d s  i n  w e s t e r n  New f o r k .  Judge  Lewnes 
recommended t h a t  th e  v i o l a t i o n s  be r e f e r r e d  t o  th e  D ep a r tm en t  o f  J u s t i c e  f o r  
c r im i n a l  p r o s e c u t i o n .

T h i s  p r o c e e d in g  was i n i t i a t e d  by t h e  FERC on  1 2 / 1 9 / 7 7  i n  r e s p o n s e  t o  a c o m p la i n t  
by F a i r  E n v i r o n m e n t a l  D e a l s  f o r  U n i t e d  P e o p l e  (C P 7 7 - 5 9 0 )  d i r e c t e d  t o  a c t i v i t i e s  o f  
th e  N a t i o n a l  F u e l  Compan ies ( o r  t h e i r  p r e d e c e s s o r s - i n - i n t e r e s t )  a r o u n d  A l l e g a n y  
C o u n ty ,  New Y o rk  f r om  J a n u a r y  1 9 7 5  t h r o u g h  J u l y  1 9 7 7 .  T hese  a c t i v i t i e s  r e l a t e d ,  
i n  p a r t ,  t o  a l o r ’ - t e r n  s t o r a g e  p r o j e c t  w he reby  N a t i o n a l  F u e l  S u p p ly  (C P 7 7 - 4 9 2  
.et a l . )  p r o p o s e s  t o  ab and on , and N a t i o n a l  Gas S t o r a g e  p r o p o s e s  t o  a c q u i r e ,  t h r e e  
s e p a r a t e  s t o r a g e  f i e l d s  —  W es t In d e p e n d e n c e ,  E a s t  In d e p en d en c e  and Beech H i l l  —  
l o c a t e d  in  A l l e g a n y  Coun y .  A f t e r  f u r t h e r  d e v e lo p m e n t ,  th e  t h r e e  f i e l d s  w ou ld  be 
c o n n e c t e d  v i a  1 7 . 7  m i l e s  o f  new p i p e l i n e  t o  N a t i o n a l  F u e l  S u p p ly ' s  i n t e r s t a t e  
t r a n s m i s s i o n  s y s tem  in  P o t t e r  C o u n ty ,  P e n n s y l v a n i a .  The p r o p o s e d  p r o j e c t ,  e s t i ­
mate'? t o  c o s t  n e a r l y  $50 m i l l i o n  o v e r  a t h r e e - y e a r  p e r i o d ,  w ou ld  e n a b le  l o n g - t e rm  
s t o r a g e  s e r v i c e  by N a t i o n a l  Gas S t o r a g e  t o  s i x  n o n a f f i l i a t e d  u t i l i t y  c u s t o m e r s  in  
a g g r e g a t e  am ounts  i n c r e a s i n g  t o  22 B c f  by 1 9 8 0 .  By o r d e r  d a t e d  2 / 1 / 7 7 ,  th e  FPC 
s c h e d u le d  h e a r i n g s  on  th e  p r o p o s e d  p r o j e c t  t o  c o n s i d e r  v a r i o u s  u n r e s o l v e d  q u e s ­
t i o n s ,  i n c l u d i n g  e n v i r o n m e n t a l  im p a c t ,  r a t e  l e v e l  and r a t e  f o rm ,  c o n d i t i o n s  ( i f  
an y )  t o  be a t t a c h e d  t o  c o n s t r u c t i o n  o f  th e  p r o p o s e d  f a c i l i t i e s ,  f i n a n c i n g ,  arid th e  
im pac t on  e x i s t i n g  c u s t o m e r s  o f  th e  N a t i o n a l  F u e l  C ompan ies o f  d e v e l o p i n g  s t o r a g e  
f a c i l i t i e s  t o  s e r v e  s i x  o f f s y s t e m  d i s t r i b u t o r s .  The C om m iss ion  s u b s e q u e n t l y  c o n ­
s o l i d a t e d  a p p l i c a t i o n s  by T r a n s c o n t i n e n t a l  Gas P i p e  L in e  C o r p . ,  C o lum b ia  Gas 
T r a n s m i s s i o n  C o . and T enn e s se e  Gas P i p e l i n e  C o . t o  t r a n s p o r t  s t o r a g e  i n j e c t i o n  and 
w i t h d r a w a l  v o lum e s  f o r  th e  s i x  d i s t r i b u t o r  c u s t o m e r s .  I n  June  1 9 7 9 ,  th e  Conn L s s io n  
a p p ro v e d  c o n s t r u c t i o n  o f  a p o r t i o n  o f  th e  f a c i l i t i e s .

S p e c i f i c a l l y ,  FEDUP ■— wh ich  d e s c r i b e d  i t s e l f  a s  a " n o n p r o f i t ,  u n i n c o r p o r a t e d  
p u b l i c  b e r ^ f i t  a s s o c i a t i o n "  r e p r e s e n t i n g  r e s i d e n t . ,  i n  th e  im m ed ia te  v i c i n i t y  o f  
th e  c h a l l e n g e d  a c t i v i t i e s  —  a s s e r t e d  t h a t  th e  N a t i o n a l  F u e l  Ccmpan ies had u n law ­
f u l l y  c o n s t r u c t e d  f a c i l i t i e s  in  th e  Beech H i l l ,  W est In d ep en d en ce  and E a s t  
In d epen dence  i r e a s  f o r  t r a n s p o r t a t i o n  ana s t o r a g e  o f  i n t e r s t a t e  g a s  in  v i o l a t i o n  
o f  th e  N a t u r a l  Gas A c t ;  had p r o v i d e a  f a l s e  i n f o rm a t i o n  t o  th e  C om m iss ion  f o r  th e  
p u rp o s e  o f  u n l a w f u l l y  e v a d in g  j u r i s d i c t i o n  o v e r  rew o rk  ng o f  13 w e l l s  a t  th e  West 
In d ep en d en ce  F i e l d  ( C P 7 6 - 3 6 4 ' ;  and had p r o v i d e d  f a l s e  i n f o rm a t i o n  in  v a r i o u s  maps 
s u b m i t t e d  t o  th e  C om m is s io n .  (S ee  REPORT NOS. L 1 2 7 ,  p p 2 9 - 3 1 ;  1 1 3 6 ,  p p 3 0 - 3 1 . )

I n  h i s  i n i t i a l  d e c i s i o n ,  Ju dge  Lewnes 3 t a t e d  t h a t  th e  N a t i o n a l  F u e l  C ompan ies  
v i o l a t e d  th e  N a t u r a l  Gas A c t by s u b s t a n t i a l l y  i n s t a l l i n g  c o m p re s s o r  u n i t s  a t  th e  
West In d e p en d en ce  F i e l d  two mon ths b e f o r e  C om m iss ion  a p p r o v a l ;  r e w o r k in g  21  w e l l s  
a t  th e  Beech H i l l  F i e l d  w i t h o u t  a u t h o r i z a t i o n ;  and commencing i n s t a l l a t i o n  o f  com­
p r e s s o r  f a c i l i t i e s  a t  th e  Beech H i l l  F i e l d .  He a l s o  found  t h a t  th e  c om pan ie s  
v i o l a t e d  t h e  U . S .  C r im i n a l  Code by p r o v i d i n g  f a l s e  i n f o rm a t i o n  in  a map o f  th e  
We3t In d ep en dence  s t o r a g e  p o o l .

Mo3t o f  t h e s e  v i o l a t i o n s ,  he s a i d ,  i n v o lv e d  th e  i n s t a l l a t i o n  o f  f a c i l i t i e s  and 
r e w o r k in g  o f  w e l l s  f o r  th e  s t o r a g e  f a c i l i t i e s  b e f o r e  th e  n e c e s s a r y  C omm iss ion  
a u t h o r i z a t i o n  had been g i v e n .  He s t a t e d  t h a t  th e  c om pan ie s '  s e l f - im p o s e d  t im e  
s c h e d u le  f o r  c o m p le t in g  th e  s t o r a g e  f a c i l i t i e s  was th e  p r i n c i p a l  m o t i v a t i n g  f o r c e  
f o r  th e  v i o l a t i o n s .  "The s u b s t a n t i a l  e v id e n c e  . . . f o r c e s  th e  c o n c lu s i o n  t h a t  
t h e s e  i l l e g a l  a c t i o n s  were n o t  m e r e ly  a p p a r e n t  w i l l f u l  and know ing v i o l a t i o n s ,  b u t  
r a t h e r  w e re  d e l i b e r a t e  and r e s u l t - o r i e n t e d . "
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I n  s u p p o r t  o f  h i s  c o n c l u s i o n ,  Ju dg e  Lewnes o b s e r v e d ,  among o t h e r  t h i n g s ,  t h a t  th e  
C om m iss ion  had s e t  th e  s t o r a g e  p r o p o s a l  f o r  h e a r i n g  a n d ,  on  a number o f  o c c a s i o n s ,  
s p e c i f i c a l l y  d e n i e d  r e q u e s t s  by t h e  c om pan ie s  f o r  t e m p o r a r y  a u t h o r i z a t i o n  f o r  
p o r t i o n s  o f  th e  c o n s t r u c t i o n .  N e v e r t h e l e s s ,  th e  c om pan ie s  i l l e g a l l y  commenced 
p o r t i o n s  o f  th e  p r o j e c t  w i t h o u t  a u t h o r i z a t i o n .

W i th  r e s p e c t  t o  th e  v i o l a t i o n s  o f  th e  N a t u r a l  Gas A c t ,  Ju dge  Lewnes n o t e d  th e  
C om m is s io n ' s  p o l i c y  t h a t  i f  any  i l l e g a l  a c t i o n  a p p e a r s  t o  h ave  been  t a k e n  w i l l ­
f u l l y  and k n o w in g ly ,  i t  w ou ld  r e f e r  t h e  c a s e  t o  t h e  D e p a r tm en t  o f  J u s t i c e .  "The 
c h a r a c t e r  o f  e v e r y  a c t  d ep end s  upon  th e  c i r c u m s t a n c e s  i t  w h ich  i t  was d o n e .  H e re ,  
t h e r e  i s  n o t h i n g  in  th e  f a c t u a l  c i r c u m s t a n c e s  a s  w ou ld  m i l i t a t e  a g a i n s t  a r e f e r r a l . "

As n o t e d ,  t h e  Law Ju dg e  f o u n d  a v i o l a t i o n  o f  th e  U . S .  C r im i n a l  Code by t h e  N a t i o n a l  
F u e l  C om pan ies  by  v i r t u e  o f  t h e i r  p r o v i d i n g  f a l s e  i n f o r m a t i o n  t o  t h e  C om m is s io n  i n  
a  map o f  t h e  W es t In d e p en d en c e  s t o r a g e  p o o l .  He s a i d  t h a t  t h e  m o t i v e  f o r  t h i s  
f a l s i f i c a t i o n  was t h e  c om p an ie s '  need f o r  a  s t o r a g e  p e rm i t  f r om  th e  New Y o rk  S t a t e  
D ep a r tm en t  o f  E n v i r o n m e n t a l  C o n s e r v a t i o n  p r i o r  t o  d e v e lo p m e n t  o f  t h e  s t o r a g e  
f a c i l i t y .  The New Y o r k  ag en c y  r e q u i r e s  t h a t  an a p p l i c a n t  h o l d  75% o f  t h e  s t o r a g e  
r i g h t s  u nde r th e  l a n d  i n s i d e  th e  p o o l  b o u n d a ry  b e f o r e  a p e rm i t  w i l l  be i s s u e d .
The r e c o r d  sh ow s , he s a i d ,  t h a t  t h e  company engage*, i n  a "know ing  and w i l l f u l  
f a l s i f i c a t i o n "  i n  d raw in g  a  f a l s e  b ou n d a ry  o f  t h e  s t o r a g e  p o o l  o n  th e  map su b ­
m i t t e d  t o  th e  C om m is s io n .

I n  u r g in g  t h a t  t h i s  v i o l a t i o n  a l s o  be r e f e r r e d  t o  th e  J u s t i c e  D e p a r tm e n t ,  Judge  
Lewnes n o t e d  t h a t  t h e r e  i s  n o  d i s c r e t i o n a r y  a u t h o r i t y  v e s t e d  i n  an ag en c y  t o  d e t e r ­
m ine w h e th e r  t o  t r a n s m i t  e v id e n c e  o f  an a p p a r e n t  v i o l a t i o n  o f  a f e d e r a l  s t a t u t e  o f  
g e n e r a l  a p p l i c a b i l i t y  ( t h e  U . S .  C r im i n a l  C o d e ) .  H ence , " i t  i s  o b l i g a t o r y  on  th e  
p a r t  o f  th e  C om m iss ion  t o  t r a n s m i t  th e  e v id e n c e  adduced  and th e  r e l a t e d  f i n d i n g s  
and c o n c l u s i o n s  t o  th e  A t t o r n e y  G e n e r a l  . . . . "

F i n a l l y ,  th e  Law Judge  s t a t e d  t h a t  th e  v i o l a t i o n s  ( e x c e p t  w i t h  r e s p e c t  t o  t h e  map) 
"w e re  u n d e r t a k e n  w i th  th e  p r i o r  w i l l f u l  and know ing a u t h o r i z a t i o n  o f  M r . J o h n  A. 
C om e t , "  f o rm e r  P r e s i d e n t  o f  th e  N a t i o n a l  F u e l  C om pan ie s .  I n  t h i s  c o n n e c t i o n ,
Judge Lewnes s t a t e d  t h a t  t h e  i n q u i r y  h e r e  s h o u ld  n o t  be l im i t e d  t o  w h e th e r  t h e r e  
has been  a c o r p o r a t e  v i o l a t i o n .  " O b v i o u s l y ,  m e r e l y  p u r s u in g  a c o r p o r a t e  e n t i t y  a s  
op p o sed  t o  i n d i v i d u a l  c o r p o r a t e  o f f i c e r s  f o r  a s t a t u t o r y  v i o l a t i o n  i s  o f  l i t t l e  
c o n s e q u e n c e .  M on e ta ry  f i n e s  p a id  by a c o r p o r a t e  body  f o r  i l l e g a l  u n d e r t a k i n g s  o f  
i t 3  o f f i c e r s  in  th e  c o r p o r a t e  name d o e s  n o t  p r o v i d e  a d e t e r r i n g  d e s i d e r a t u m .  The 
c o u r t s  have  r e c o g n i z e d  t h i s  and where  a p p r o p r i a t e ,  h a v e  p e rm i t t e d  th e  p r o s e c u t i o n  
o f  an o f f i c e r  o r  em p lo ye e  o f  a c o r p o r a t i o n  f o r  i l l e g a l  a c t s  done o n  b e h a l f  o f  a 
c o r p o r a t e  e m p lo y e r . "
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FERC A p p ro v e s  S e t t l e m e n t  F i l e d  by  R e v e r s i o n a r y  M in e r a l  I n t e r e s t  Owners t o  R e s o l v e  
P r i c i n g  I s s u e s  R a i s e d  by S o u t h l a n d  R o y a l t y - T y p e  S a l e s

On 1 / 1 7 / 8 0  th e  FERC a p p ro v e d  a s e t t l e m e n t  o f f e r  s u b m i t t e d  by f o u r  r e v e r s i o n a r y  
m i n e r a l  i n t e r e s t  ow ne rs  —  D o re  C o rp .  ( C I 7 6 - 3 1 5  and C S 7 6 - 6 3 9 ) , S u l l i v a n - W e l l s  C o . 
( C I 7 6 - 3 1 6  and C S 7 6 - 4 6 0 ) ,  S r i e r c r e s t  O i l  C o .  ( C I 7 6 - 3 9 6  and C S 7 6 - 7 6 2 )  and F o r t  W o r th  
N a t i o n a l  Bank e t  a l .  ( C I 7 6 - 5 8 7 )  —  t o  r e s o l v e  a  number o f  S o u t h l a n d  R o y a l t y - t y o e  
c a s e s  c u r r e n t l y  p end in g  b e f o r e  th e  F i f t h  C i r c u i t  o n  j u d i c i a l  r e v i e w .  1/

The ab ove  p r o d u c e r s  w e re  l e s s o r s  u n de r  v a r i o u s  5 0 - y e a r  o i l  and g a s  l e a s e s  wh ich  
e x p i r e d  d u r i n g  t h e  f i r s t  h a l f  o f  1 9 7 6 .  A t  t h a t  t im e ,  m i n e r a l  i n t e r e s t  r i g h t s  i n  
n i n e  w e l l s  r e v e t t e d  t o  th e  l e s s o r s .  The r e v e r s i o n a r y  i n t e r e s t  ow ne rs  w e re  o r d e r e d  
by th e  FPC on  3 / 1 2 / 7 6  and 7 / 6 / 7 6  t o  c o n t i n u e  —  p end in g  t h e  ou tcom e o f  l i t i g a t i o n  
in  th e  S o u t h l a n d  R o y a l t y  c a s e  i n v o l v i n g  t h e  q u e s t i o n  o f  c o n t i n u e d  d e d i c a t i o n  o f  
g a s  t o  i n t e r s t a t e  commerce f o l l o w i n g  e x p i r a t i o n  o f  5 0 - y e a r  l e a s e s  —  th e  j u r i s d i c ­
t i o n a l  s a l e s  made by l a r g e  p r o d u c e r  l e s s e e s  t o  i n t e r s t a t e  p i p e l i n e  p u r c h a s e r s  
p r i o r  t o  e x p i r a t i o n  o f  t h e  l e a s e s  I n  q u e s t i o n .  T h e se  s a l e s  w e re  made b t h e  p r e ­
v i o u s  l e s s e e s  a t  r a t e s  o f  1 8 . 0 ^  o r  2 3 . 5 * .  The C om m iss ion  i n c lu d e d  p r o t« .c toi v e  
p r o v i s i o n s  s p e c i f y i n g  t h a t  c o n t i n u e d  d e l i v e r i e s  by th e  r e v e r s i o n a r y  m i n e r a l  
i n t e r e s t  ow ne rs  d u r i n g  th e  i n t e r im  p e r i o d  u n t i l  r e s o l u t i o n  o f  t h e  S o u t h l a n d  
R o y a l t y  c a s e  w ou ld  be w i t h o u t  p r e j u d i c e  t o  t h e i r  p o s i t i o n  r e g a r d i n g  t n e  d e d i c a t i o n  
s t a t u s  o f  th e  g a s  i n v o l v e d .  S u b s e q u e n t ly ,  th e  FPC d e n ie d  a p p l i c a t i o n s  f i l e d  by 
t h r e e  o f  th e  m i n e r a l  i n t e r e s t  ow ne rs  f o r  s m a l l  p r o d u c e r  c e r t i f i c a t e s  t o  3 e l l  t h e  
s u b j e c t  g a s  a t  130% o f  th e  n a t i o n a l  new g a s  r a t e  s e t  i n  O p in io n  No . 6 9 9 -H .  The 
C om m iss ion  h e l d ,  among o t h e r  t h i n g s ,  t h a t  th e  r e v e r s i o n a r y  ow ne rs  w e re  bound t o  
th e  r a t e s  c h a rg e d  by t h e i r  r e s p e c t i v e  l a r g e  p r o d u c e r  p r e d e c e s s o r s .

A t o t a l  o f  s i x  p e t i t i o n s  w e re  f i l e d  by t h e  s e v e r a l  m i n e r a l  i n t e r e s t  ow ne rs  in  th e  
F i f t h  C i r c u i t  ( D o re  C o rp .  and S u l l i v a n - W e l l s  C o .  e t  a l .  v .  FERC , N o s .  7 6 - 2 4 2 8  
o t  a l . )  f o r  r e v i e w  o f  th e  ab ove  d e s c r i b e d  o r d e r s  r e q u i r i n g  c o n t i n u e d  i n t e r s t a t e  
d e l i v e r i e s  and p r e s c r i b i n g  r a t e s  f o r  t h e s e  d e l i v e r i e s .  The C o u r t  o r d e r e d  t h e : e  
p r o c e e d in g s  he^d in  ab eyan c e  u n t i l  th e  f i n a l  ou tcom e o f  th e  S o u t h l a n d  R o y a l t y  
l i t i g a t i o n  (w h ich  v a s  d e c id e d  by th e  Supreme C o u r t  on  5 / 3 1 / 7 8 ) .  M ore r e c e n t l y ,  
p r o c e e d in g s  b e f o r r  th e  F i f t h  C i r c u i t  h ave  been f u r t h e r  d e f e r r e d  p end in g  s e t t l e m e n t  
d i s c u s s i o n s  be tween th e  m i n e r a l  I n t e r e s t  o w n e r s ,  c e r t a i n  o t h e r  p r o d u c e r s ,  p u r ­
c h a s e r s  o f  th e  g a s  I n v o l v e d ,  and t h e  FERC S t a f f .  (S ee  REPORT NO. 1 2 4 0 ,  App. p l 2 . )

The s e t t l e m e n t  o f f e r  —  f i l e d  1 2 / 7 / 7 9  by th e  f o u r  r e v e r s i o n a r y  m i n e r a l  i n t e r e s t  
ow ne rs  —  p r o v i d e s  f o r  ( 1 )  c o n t i n u a t i o n  o f  s a l e s  t o  th e  i n t e r s t a t e  b u y e r s  c u r ­
r e n t l y  r e c e i v i n g  th e  g a s  unde r i n t e r im  p r o t e c t i v e  o r d e r s ;  ( 2 )  c o l l e c t i o n  i n  th e  
f u t u r e  o f  th e  maximum l a w f u l  p r i c e  a p p l i c a b l t  t o  s m a l l  p r o d u c e r  r e p la c e m e n t  c o n ­
t r a c t s  u nde r S e c t i o n  104 o f  t h e  NGPA ( o r  t h e  maximum l a w f u l  p r i c e  u n d e r  S e c t i o n s  
1 0 2 ,  103', 107 and 108  f o r  any g a s  q u a l i f y i n g  f o r  t h e s e  p r i c e s ) ;  ( 3 )  r e t e n t i o n  o f  
a l l  suras c o l l e c t e d  in  th e  p a s t  p u r s u a n t  t o  i n t e r im  p r o t e c t i v e  o r d e r s  up t o  th e  
a p p l i c a b l e  s m a l l  p r o d u c e r  r e p la c e m e n t  c o n t r a c t  r a t e s  f o r  th e  t im e  p e r i o d s  i n v o lv e d  
( 6 7 . 6 * / h - f  f r om  7 / 2 7 / 7 6  u n t i l  1 / 1 / 7 7 ,  6 8 . 9 * / M c f  u n t i l  1 / 1 / 7 8 ,  7 0 . fc* /M c f  u n t i l  
1 2 / 1 / 7 8 ,  7 7 , l* /MMBtu u n t i l  1 / 1 / 7 9 ,  and t h e r e a f t e r  at. a d ju s t e d  f o r  i n f l a t i o n  in  
a c c o rd a n c e  w i t h  r e g u l a t i o n s  unde r t h e  NGPA), s u b j e c t  t o  a d ju s tm e n t  f o r  B t u ,  t a x e s ,  
and g a t h e r i n g  a l l o w a n c e  where  a p p l i c a b l e ;  and ( 4 )  w i t h d r a w a l  o f  p e t i t i o n s  f o r  
r e v i e w  p r e s e n t l y  p end ing  in  th e  F i f t h  C i r c u i t .  (S e e  REPORT NO. 1 2 3 9 ,  v p l 3 - 1 5 . )

1/ Since the records in these proceedings have not been filed with the Court, the 

Commission retains jurisdiction to consider the settlement offer.
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The Commission cited the Tenth C i r c u i t ' 3 decis i o n  issued 4/23/79 in Getty Oil Co. 

v. FERC (No. 77-1993) as relevant to the situation here. In that decision, the 

Court reversed the Commission denial's of rate increases to new gas ceilings 

sought by Getty under the "rollover" contract policy on the gro nd that the un d e r­

lying 1967 contract had not run its full p r i mary terra —  which, the Commission 

ruled, was a necessary condition to qualify sales under a new contract for "roll­

over" treatment —  but rather had terminated prematurely upon triggering of a 

pressure clause. The Tenth Circuit held that rejection of Getty's rate increases 

was based on a new interpretation of the Commission's contract replaceme.tc policy 

which should not have been applied retroactively to Getty whose contract expired 

prior to issuance of Opinion No. 770-A due to circumstances beyond the parties' 

control. (See REPORT NO. 1208, pp22-23.)

Specifically, the Commission declare*1 "The normal expiration of the lease agree­

ments in the instant case prior to th« issuance of Opinion No. 770-A fits into the 

general category of cases covered by the Getty court decision. The expiration of

the leases was beyond the control of either the seller or the buyer to the gas

sales contract, and tnus the seller upon executing a new contract was entitled to 

'rollover' treatment."

Industrial G as Users Protest Transco's Interruption of Transportation Under Order No.

533 Program

On 1/3/80 the FERC issued notice of separate complaints filed 12/20/79 by two 

groups of high priority industrial gas users —  Cerro Wire & Cable Co. et al. 

(CP80-L53) and American Bakeries Co. et al. (CP80-184) —  with respect to 

Transcontinental Gas Pipe Line Corp.'s Interruption of transportation of direct 

purchase gas under the Order No. 533 program. 1/

According to the complaints, Trai.jco advised in early December that it would ter­

minate Order No. 533 transportation service on 12/17/79 for a period of 30 to 30 

days because of insufficient mainline capacity to render this and other higher 

priority services. As a result, the complaints charged, the industrial users here 

involved have been compelled to incur additional expense to replace their "self- 

h e l p” direct purchase gas, while Transco is “forcing" additional gas on its c u s t o­

mers that will oe used in large part as low priority boiler fuel. Further, the

1/ Cerro Wire a Cable (CP79-309), together with 3ix other industrial buyers, p r e­

viously petitioned the FERC on S/2/79 to issue an expedited declaratory order 

respecting their eligibility to a two-year extension of certain Order No. 533 

transportation service provided by Transco (CP77-240). The petition stated that 

Transco had refused to seek authorization to extend this service both because the 

supply in question appeared to be available for purchase by the pipeline itself 

absent the Order No. 533 arrangements, and because the seven industrial buyers 

would not suffer any curtailment of natural gas deliveries from their distributor 

supplier until at least the end of the 1979 summer season. Cerro Wire fc Cable 

et al. cited a sworn affidavit by producers of the subject supply indicating u n w i l l­

ingness to make sales to an interstate pipeline. Hence, since the gas will not be 

available to Transco, the industrial buyers contended they are eligible to receive 

a two-year extension of transportation service under the Order No. 533 direct 

purchase program. Subsequently, Cerro Wire 6 Cable et al. withdrew their petition 

for a declaratory order following Transco's agreement to request a two-year exten­

sion of transportation service (CP77-240). This extension was granted by order 
dated 10/31/79. (See RE HDRT NO. 1210, pp28-29.)
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complaints continued, wells dedicated to the industrial buyers are in danger of 

being shut in, with resultant damage to the reservoirs, loss of production and, in 

the case of wells facing water encroachment, a permanent loss of reserves.

Transco's actions were also said to constitute a severe, perhaps "crippling" blow

to the entire Order No. 533 direct purchase program.

Cerro Wire & Cable et al. contended that Transco's interruption of transportation 

constitutes (or will soon constitute) an unauthorized abandonment of certificated 

service. American Bakeries et al. noted that Order No. 533 transportation c e r t i­

ficates contemplate interruptions "of an absolutely necessary, short-term n a t u r e .” 

Here, however, "Transco —  in a period of relatively warm weather —  is cutting 

off high priority load to empty storage and in effect force the use of natural gas 

for low priority boiler fuel.” Such interruption may constitute an "unlawful ab a n­

donment." Both complaints cited a D.C. Circuit decision in 1976 (Reynolds Metals 

Co. v. F P C , 534 F.2d *79) holding that a 62% reduction in volumes transported to 

an industrial customer represented a partial abandonment requiring authorization 

under Section 7(b) of the Natural Gas Act.

Cerro Wire & Cable et al. and American Bakeries et al. requested the FERC to call 

an immediate conference for the purpose of requiring Transco to explain in detail 

the reasons for its interruption of transportation service, to determine whether 

this interruption comports with the public convenience and necessity, and to rein­

state the presently interrupted service pending such determination.

On 1/10/80 Transco moved for summary dismissal of the romolaints. Transco stressed 

that Order No. 533 transportation service is subject to interruption pursuant to 

contractual arrangements among Transco, end users and end users' distributor- 

suppliers. Consequently, Transco is not violating any contractual or certificate 

obligations by interrupting these inter.’uptible services. Moreover, Transco 

noted, Order No. 533 transportation makes use of temporarily unused pipeline c a p a­

city built for —  and dedicated to - serving Transco's commitments to long-term 

firm service customers. Transco is now required to interrupt these services 

because its mainline capacity is fully used to render other service obligations of 

a higher priority. 1/ Under these circumstances, it is "utterly absurd" to sug­

gest that 3uch interruption constitutes an "unlawful abandonment."

Transco also disputed that the D.C. Circuit's decision in Reynolds Metals supports 

-he complainants' position. That decision, Transco stated, involved a permanent 

reduction in firm service. By contrast, the situation here involves a reduction 

in interruptible transportation service which will continue only as long as 

Transco's mainline capacity is fully utilized by other services.

1/ An attachment to Transco's filing indicated that the pipeline's mainline c a p a­

city is expected to remain fully utilized until mid-March to meet firm service 

requests of its resale, direct industrial and firm transportation customers, as 

well as requests for storage withdrawals under Rate Schedule WSS. In addition, 

Transco expects utilization of its mainline cpaacity on most days to render 

interruptible delivery obligations from the Washington Storage Field, or to 

eliminate an existing temporary imbalance between nominations and withdrawl3 of 

storage gas.
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Even assuming that the above interruptions in Orc'er No. 533 transportation service 

were found to violate contractual or certificate obligations, Transco said the 

requested emergency relief would still be unwarranted because the distributors 

serving the complainant end users have advised that adequate supplies are avail­

able for these customers Hence, there is no threat that any of the industrial 

users' plants will be forced to shut down for 1 ach of gas supply. Further,

T ransco noted, in early September it advised all end users, distributors and pro­

ducers involved in Order No. 533 transactions that mainline capacity limitations 

were anticipated "on a significant number of days during the 1979-1980 winter 

season," and that interruption of Order No. 533 interruptible transportation 

services would be required, inis early notification, on its face, "undercuts 

. . . any claim of di r e  emergency" except "that brought on by complainants' own 

failure to give proper attention to Transco's notice."

More recently, on 1/15/80, the Commission granted Transco's request (CP80-55) to 

amend 19 certificates for transportation of Order No. 533 d irect purchase gas 30 

as to eliminate end-use restrictions. This action was corsistent with Order No.

52 (RM80-1), issued 10/5/79, which adopted an interim rule removing conditions on 

transportation of Order No. 533 gas prohibiting the buyer from using any inter­

state supplies for other than high priority feedstock or process requirements.

The Commission concluded that this end-use limitation placed Order No. 533 c u s t o­

mers at a disadvantage in light of the drop in curtailment levels and was contrary 

* 0  the national need to promote displacement of fuel oil. Accordingly, the 

interim rule provided that industrial customers may receive natural gas for low 

priority uses without jeopardizing their right to purchase direct sale gas under 

Order No. 533. (See REPORT NOS. 1230, ppl0-ll; 1237, ppl6-18.)

Transco requested amendment of the 19 transportation certificates only through the 

period ending 5/31/80. In ;upport of this limitation, Transco 3tated that inter­

state pipelines now have paiity of access to onshore supplies and that improvement 

in the interstate supply situation has substantially mitigated or eliminated the 

threat of curtailment to high priority industrial uses.

Two of the 19 certificates covered by Transco's application to amend involve trans­

portation for certain of the industrial customers joining in the American Bakeries 

et al. complaint described above.
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FERC Determines Equity Rate of Return of 12.5 Percent for Consolidated Gas Supply and 

Arkansas Louisiana

On 1/11/80 the FERC issued Opinion Nos. 70 and 71 deciding rate of return and 

certain other issues in rate proceedings of Consolidated Gas Supply Corp. (RP78-52 

arid RP79-22) and Arkansas Lc-'.isiana Gas Co. (RP77-54 et al.).

In Opinion No. 7 0 , the Commission approved a common equity rate of return of 12.5% 

for C o n s o l i d a t e’ Supply in two separate cases covering the period 7/1/78 to the 

present. Based on the capital structure of Consolidated Supply's parent —  

Consolidated Natural Gas Co. —  in Tha two cases (reflecting a common equity ratio 

of 53.8% in RP78-52 and 56.1% in R P 7 9 - 2 2 ) , this determination resulted in overall 

rates of return of 10.19% and 10.34%.

The FERC Opinion affirmed the results reached by Administrative Law Judge 

Stephen L. Grossman in an initial decision issued 7/3/79, although modified some 

of the details of that decision. (See REPORT NO. 1216, ppl9-20.) Among other 

things, the Commission agreed with the Law Judge in rejecting the c o m p a n y '3 equity 

return recommendations in the range of 14.5% to 15.5% because of reliance on 

studies which examined only the cost of equity of Consolidated Natural and failed 

to adjust for the lower business risk of Consolidated Supply. Consolidated Natural 

(through subsidiaries other than Consolidated Supply), the Commission noted, is 

actively engaged in gas exploration and other production activities involving 

large capital expenditures and higher risk than traditional utility activities. 

Consolidated Supply engages in natural gas transmission and distribution, as well 

as some exploration and development. However, since Consolidated Supply recovers 

most of its exploration and development expenses on z. cost of service basi3 

througu tariffs charged to customers for transmission and distribution services, 

it faces "significantly less risk" with respect to production activities than 

nonpipeline producers unable to automatically passthrough their production costs 

in this manner. Further, the Commission added, there is no basis for the c o n t e n­

tion that Consolidated Supply's customers have benefitted substantially from 

Consolidated Natural's production activities and hence should bear the risk of 

these activities through the subsidiary's allowed rare of return. Consolidated 

Natural Is fully compensated for the risks of it3 production activities through 

rates charged to Consolidated Supply for gas, the Commission declared. Hence, 

Consolidated Supply is "properly viewed" as similar in risk to a natural gas pi p e­

line engaged in gas transmission and sale.

The Commission also agreed with the Law Judge that the zone of reasonableness is 

in the range of 12% to 14% for determining a return on equity for Consolidated 

Supply. This range, the Commission said, is indicated by final Commission orders 

fixing equity returns for pipelines since 1977, and is confirmed by other evidence 

in the record respecting long-term public utility bond yields and composite equity 

earnings by U.S. industry.

In arriving at » specific equity allowance for Consolidated Supply, the FERC made 

a separate determination in each case, thereby rejecting the Law Judge's single 

determination for the two consecutive periods. In botn cases, however, the 

Commission reached the same result. In RP78-52 (applicable to rates which were in 

effect from 7/1/78 through 6/30/79), the Commission concluded that Consolidated 

Supply should be allowed 12.5% on common equity —  toward the lower end of the 

zone of reasonableness —  because of a thicker than average equity ratio and 

reduced business risks brought atjut by improvement in the company's gas supply 

and total gas sales. As a further consideration, the Commission noted that

Consolidated Supply plans a reduced construction budget, so that there is no need
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for a higher rate of return due to capital requirements which might strain the 

company's financial resources. In RP79-22 (applicable to rates which went into 

effect on 7/1/79), the Commission held that the impact of increasing interest 

rates and bond yields was offset by the continued increase in Consolidated 

Natural s equity ratio. Consequently, the Commission adopted the same 12.5% 

return on equity found reasonable in the prior docket.

In Opinion No. 7 1 , the FERC similarly approved a common equity rate of return of 

12.5% for Arkansas Louisiana Gas Co. This was somewhat lower than the common 

equity allowance cf 12.75% determined by Administrative Law Judge Isaac Benkin in 

an initial decision issued 4/26/79. The Commission concluded that the Law Judge 

gave insufficient consideration to Arkla's relatively high equity ratio of 54%, 

which served to reduce the company's financial risk. In addition, the Commission 

disagreed with Judge Benkin's refererce to Arkla's need for additional capital to 

support ongoing exploration and development of gas reserves in the Deep Anadarko 

Basin. The Commission said Arkla's gas explorat.on and production operations 

apparently will be carried out by its affiliate, Arkla Exploration Co. However, 

even if this were not the case, any gas reserves produced in the future presumably 

will be sold to Arkla's customers at NGPA prices. Since the new gas prices estab­

lished by the NGPA are "adequate to compensate producers for the costs and risks 

associated with producer operations, including the cost of acquiring capital," the 

Commission did not consider "an increment to Arkla's otherwise reasonable rate of 

return for pipeline operations to compensate for the cost of capital employed in 

its production operations . . .  to be reasonable or necessary." Accordingly, the 

Commission declined to allow a higher rate of return in this proceeding as a 

result of Arkla's possible need for additional capital to undertake gas explora­

tion activities in the Deep Anadarko Basin.

A*- the same time, the Commission agreed with Judge Benkin's conclusions regarding 

the inadequacies of the e"idence presented by both the company and Staff. Arkla 

submitted a DCF market-oriented analysis a"d comparable earnings evidence to sup­

port its requested equity rate of return of 15.32%. The Staff recommended an 

equity allowance of 11.5% on the basis of a comparable earnings study. The C o m m i s­

sion said the company's DCF presentation must be rejected because it related to 

Arkla's overall consolidated activities, with no attempt to separate the ri3ks 

associated with the company's utility and nonutility operations. However, the 

Commission declared, the rate of return to be determined in this proceeding should 

reflect only the risks of Arkla's natural gas pipeline operations. Tho Commission 

found Arkla's comparable earnings presentation to be similarly defective in focus­

ing on a group of integrated gas companies which, like Arkla, engage in retail gas 

distribution and gas exploration and production operations in addition to natural 

gas transmission. "The result, again, is a potential distortion in the assessment 

of risk associated with Arkla's natural gas pipeline operations." The Commission 

also faulted Staff's comparable earnings study of major Class A and B pipelines 

for failure to demonstrate that risks of this group are representative of those 

attributable to Arkla's pipeline operations.

A further issue decided by the Ccmmission in both Opinion Nos. 70 and 71 involves 

the treatment of gains realized by the two pipelines on long-term debt reacquired 

b- fore maturity at a purchase price below face value. In each case, the C o m m i s­

sion adhered to the policy established in 1970 in Opinion No. 583 (re Manufacturers 

Light i Heat C o . ) which held that all gains realized from the reacqui3ition of 

debt securities, irrespective of the date reacquired, must be amortized over the 

remaining life of the reacquired securities, and that the total amortized amount 

attributable to the test year must ie applied to reduce the utility's cost of 

long-term debt. Arkla contended that r j  gain on reacquired debt should be
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considered tor ratemaking purposes, .,hile Consolidated argued that any adjustment 

to debt cost should reflect only the gain on debt reacquired after 1/1/74 (the 

effective date of amended Commission regulations prescribing accounting and 

reporting treatment for gain on reacquired debt) and that application of the 

policy in Manufacturers would constitute retroactive ratemaking.

The FERC denied any retroactivity involved in application of the Manufacturers 

policy since there is no alteration of Commission approved rates for past periods. 

Rather, "debt reacquisitions prior to the test year are examined only for the 

purpose of determining the amount of gain allocable tc. th test year. Gain from 

reacquisitions which is allocable to periods prior to the test year is not recap­

tured as a credit against the test year cost of debt. Although past financial 

transactions of the company prior to the test year are examined (just as past 

financings are used whenever the embedded cost of debt is c a l c u l a t e d ) , it is 

solely for the purpose of calculating cost of debt for the test y^ar."

A few days previously, on 1/9/80, the FERC denied rehearing of Opinion No. 68, 

issued 11/19/79, which affirmeu an initial decision determining a common equity 

rate of return of 12.73% for Kansas-Nebraska Natural Gas Co. (RP78-10). The 

initial decision concluded that neither the company nor the Staff had presented 

evidence which supported their specific equity return recommendations of 14.5% and 

12.25%, respectively. Consequently, while noting continuing inflationary pres­

sures oi the cost of capital and the probability of a continuing long-term dow n­

ward t e n d  in the company's gas reserves, the Law Judge found no reason to change 

the common equity rate of return of 12.73% approved in K a n s a s - N e o r a s k a 's mor* 

recent rate case (RP77-5). 1/

Application of the 12.73% equity allowance to the settlement capitalization in the 
RP78-10 proceeding —  40.5% long-term debt, 7.3% preferred stock and 50.8% common 

equity —  resulted in an overall rate of return of 10.51%.

In denying rehearing of Opinion No. 68, the Commission rejected Kansas-Nebraska's 

contention that it had ignored changes in interest rates and inflation since 1976, 

and had ignored prior Commission precedent. "The Commission is aware of inflation 

and interest rates, but Kansas-Nebraska has not met its burden to show with speci­

ficity how these general market conditions support either a rate of return in the 

very high tange for which it argues, or a complete overhaul of rate of return 

analysis for the gas industry as a whole." In short, the Commission was un c o n­

vinced by Kansas-Nebraska's arguments absent a "nexus between generalized proof 

and the company's own situation," or a substantial showing that precedent should 

not be followed.

1/ This equity allowance was part of a rate settlement in the RP77-5 proceeding, 

which was approved by order dated 7/20/77.
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SRA Grants Northern Project to Import Canadian SNG by Displacement at Base Import 

Price of $3.45 per MMBtu

On 1/15/80 the ERA issued Opinion No. 13 granting an application by Northern 

Natural Gas Co. (78-002-NG) to import about 10 Bcf annually of Canadiin S NG by 

displacement from Union Gas Co. Ltd. over a five-year period beginning in the 1979- 

1980 heating season at a base price of 53.45/MMBtu, equal to the current authorized 

Canadian border price, plus storage charges. Opinion No. 13 was issued on r ehear­

ing of Opinion No. 5 (issued 3/8/79) which denied Northern's application to import 

the Canadian SNG at a cost during the first year (1978-1979) of 53.86/MMBtu e s c a l a t­

ing to 55.33/MMBtu by the fifth "ear. In Opinion No. 5, the ERA concluded that 

the import price was too high and Northern failed to demonstrate sigrificant 

regional or national need for the SNG supply. In Opinion No. 13, the E RA found 

that the projected composite import price of 54.01/MMfltu for the 1979-1980 heating 

season (based upon the current border price of S3.45/MMBtu) compares favorably 

with the co.it of primary alternate fuels in Northern's service area, and the SNG 

is needed a part to displace fuel oil and thereby reduce U.S. dependence on 

imported oil.

In December 1977, Northern contracted with Union Gas to purchase volumes e q u i v a­

lent to the aggregate Btu content of SNG which Union had previously contracted to 

purchase from Petrosar Ltd. The SNG is produced at Petrosar's petrochemical- 

refinery complex near Sarnia, Ontario using Canadian crude oil as feedstock. 

Deliveries t' Northern —  up to 75,000 Mcf —  were to be made only in winter 

months (Novc.iber through M a r c h ) , and Union would store SNG volumes received from 

Petrosar for Northern's account during the remaining months of each year. It was 

proposed that deliveries be accomplished through displacement of natural gas 

volumes to TransCanada PipeLines Ltd. at the Mionigan-Ontario border near 

St. Clair, Michigan for further delivery and s*le to Union. On days when Northern 

requested SNG from Union, TransCanada would reduce its deliveries to Union, and 

Great Lakes would deliver equivalent volumes by displacement to Northern at 

existing points of interconnection.

In its application, Nortnern estimated the average cost of the above supply at 

$3.86/Mcf (U.S.) during the first year, increasing to $5.33/Mcf in 1982-1983.

This rate included both the SNG purchase cost and the cost of the storage service 

to be rendered by Union. The SNG purchase rate would be determined by formula 

geared in part to P e t r o s a r '3 -sedstock cost. The storage rates would include a 

monthly demand charge of $2.25/Mcf multiplied by the difference between the daily 

contract demand (75,000 Mcf) and the average daily level of deliveries under the 

Petrosar contract to Union during each Month, plus commodity charges of 4.5«J/Mcf 

for all voli nes injected into storage and 4.0jf/Mcf for all volumes withdrawn from 

storage. No charge was proposed by either Great Lakes or TransCanada for delivery 

of gas by displacement to Northern.

In Opinion No. 5, the ERA 3tated that the $3.86/Mcf first year cost projected by 

Northern is sharply higher than the price applicable to domestic new natural gas 

under Section 102 of the Natural Gas Policy Act (52.06 as of November 1978). ERA 

further noted that (1) the proposed import price exceeded the then current a u t h o r­

ized uorder rate of 52.16/MMBtu, and (2) Union offered the SNG to Canadian d i s­

tributors at a price lower than the price offered to Northern but received no firm 

offers. As a further reason for denial, ERA held that Northern di 1 not adequately 

demonstrate a regional need for the subject gas. ERA made clear that denial of 

Northern's import application was without prejudice in that Northern was free to 

restructure its project in a manner likely to satisfy criteria set forth in this 

and prior ERA import decisions.
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In its subsequent application for rehearing, Northern stated that as a result of 

ERA's decision that the cost of the SNG import was too high, it agreed with Union 

to "a substantially lower price . . . which is demonstrably equitable to U.S. c o n­

sumers." Specifically, the price to be paid to Union will be the Canadian border 

export price (52.30/MMBtu effective 5/1/79), plus 56^/MMBtu as a storage charge 

which will remain constant throughout the four-year life of the contract. The 56£ 

component is a negotiated charge for storage services to be performed by Union for 

Northern.

On 5/2/79 the ERA granted rehearing of Opinion No. 5 on the ground that the 

.estructured project may meet the criteria set forth in that Opinion. 1/ (See 

REPORT NOS. 1149, pp31-32; 1194, pp23-24; 1200, ppl8-2C; 1204, p p 2 1 - 2 3 ?  1208,

pp21 - 2 2 . )

In Opinion No. 13, the E RA first noted that the base price of S3.45/MMBtu is equal 
to the current border price established by the Canadian National Energy Board for 

gas exported to the U.S. designed to equal the substitution value of Canadian 

imports of foreign crude o i l . Previously, the ERA said the DOE has recognized 

that imported natural gas can have a certa:-. commodity val e in excess of normal 

costs of production, delivery and markup; tnis has been the case with natural gas 

imported from Canada since ''974. Moreover, both the U.S. and Canada have recog­

nized that the commodity price established for export sales of gas will not only 

reflect substitution cost for foreign crude oils imported into Canada, but should 

be generally competitive with the alternate fuels with which it is competing in 

the respective service areas.

In order to test this latter point, the ERA contacted energy officials in the 10 

states served by Northern to obtain the most current information on wholesale 

price and type of fuel which competes predominantly with natural gas. That 

survey, the ERA said, showed that No. 2 fuel oil *nd propane are the primary 

alternate fuels in six states, with virtually no No. 6 fuel oil being used 

therein. No. 2 fuel is a primary alternate fuel in three of the remraaining 3tates, 

with residual fuel oil used in substantial (although secondary) volumes. The 

State of Michigan reported Nos. 4, 5 and 6 residual fuel oil as being the primary 

alternate energy source. The ERA noted that average wholesale prices for No. 2 

fuel oil ranged from 54.96 to 57.75/MMBtu; propane varied between 54.20 and 

55.08/MMBtu; and residual fuel oil sold for 53.22 to 53.66/MMBtu.

The ERA concluded that while the projected composite import price of the SNG here 

involved for the 1979-1980 heating season of 54.01/MMBtu is somewhat in excess of 

the price of the residual fuel oils in the 10-state service area, the proposed 

composite price compares favorably with the range of prices in which the current 

primary alternate fuel in the service area —  No. 2 fuel oil —  is selling.

1/ a proceeding in the FERC (CP78-237) is also going forward with respect to 

rates for sales and storage of the imported SNG. On 9/27/79 Northern submitted a 

stipulation whereby it agreed to (1) recover through its PGA rate filings the gas 

purchase costs basud on the Canadian border export price, and ('.) include in its 

commodity rate for jurisdictional market area sales (until the effective date of 

its next general rate increase) a surcharge of 50.0092/Mcf, effective 30/27/79, to 

recover that portion of the cost applicable to storage service rendered by Union. 

In subsequent comments, the Staff and others generally supported the stipulation, 

although the Staff recommended that it be rejected without prejudice to a later 

filing after the ERA determines whether to permit the import. Alternatively, the 

Staff would accept the stipulation subject to a different method of computing the 

storage charge. (See REPORT NO. 1236, pp29-30.)
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The ERA authorized import of the SNG at the base price of $3.45/MMBtu, subject to 

further reivew and authorization for any increase. "A blanket approval of any 

future change in the Canadian border price for exported natural gas would be 

inappropriate; accordingly, the composite import price approved here must be 

reviewed anew if the bcrder price is raised during the term of the import project."

Next, Opinion No. 13 discussed the $0.56/MMBtu charge separately negotiated for 

specific storage services to be performed by Union for Northern. Ncrthi-n con- 

tende'"'. that the current average on-system storage cost incurred to store gas in 

its company-owned fields is in the range of $0.55 to $0.60/MMBtu —  although no 

such storage is available for additional supplies. Northern also emphasized that 

its cost of obtaining lease storage services from other companies would range from 

$0.90 to $ 1 . 10/MMBtu. Hence, while the $0.56 storage fee does not represent 

Union's cost to store the gas, it is a negotiated price which is consistent with, 

if not more favorable than, alternative storage services available to Northern.

The ERA stated that as a matter of policy, it will not approve a higher price 

negotiated by commercial firms where a general commodity-based border price for 

imported gas is established by the supplying country and approved by the U.S. 

However, exceptions will be made where the foreign supplier is providing a 

"special service that is distinct and separate from services which aru a normal 

aspect of production, processing and delivery . . . which would therefore normally 

be covered in the commodity export p r i c e .” In this case, the ERA said, Northern 

adequately demonstrated that the storage service being provided by Northern "is a 

distinct and separate service that is not ordinarily provided to importers of 

Canadian gas." First, ERA said, Northern will have the advantage of being able to 

withdraw the gas supply only during the peak winter months which requires that the 

SNG be stored during the summer months. "This is a unique service thet is not 

ordinarily covered in the commodity export price." Second, Northern demonstrated 

that these same storage services would not be obtained in the U.S. at a lower 

cost.

However, the ERA stres ed, Northern did not show that the price proposed to be 

paid to Union is consistent with its actual costs, and is in fact higher than 

Union charges its Canadian customers for storage services. Based on such charges, 

the ERA calculated that the charge to Northern for storing the SNG here involved 

could be as low as $0.19/Mcf when assessed against the maximum yearly contractual 

deliveries of 10 Bcf. Furthermore, the ERA added, there is a question of the 

proper treatment of interest charges which Union incurs on carrying costs a ssoci­

ated with storing the SNG which it does not incur for existing storage customers 

in Canada. Northern proposed to calculate this interes*- factor on an average unit 

cost of $4.70 for each Mcf of SNG held in storage. Hence, interest would be d e t e r­

mined on the acquisition cost of a single, isolated supply of gas —  the SNG Union 

purchases from Petrosar —  as opposed to the average acquisition cost of the full 

supply of gas purchased and placed in storage, despite the standard practice in 

both countries of computing interest on the average acquisition cost of all gas 

available for service supply.

The ERA could find "no compeling reason . . .  in this case to warrant deviation 

from this standard." Therefore, the ERA said it will approve a separate storage 

service charge only on c o n d i t i m  that it is the sum o l  ( 1 )  the direct storage 

costs calculated in accordance wich Union's rate schedule applicable to its Canadian 

customers; and (2) a working capital allowance based on the cost of carrying the 

volumes of gas held in storage for this project, the average cost of gas acquired 

by Union for its overall system supply, and the prime bank lending rates prevailing 

in Ontario, Canada. Opinion No. 13 set forth a specific formula for calculating 

this working capital allowance.
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ERA Cites Uncertainty Over Available N a t u r a 1 Gas Supply in Extending Period for Final 

Decision on Temporary Exemptions for Powerplants from the Natural Gas Use Prohibitions 

Under Fuel Use Act

On 1/2/80 the ERA issued notice of an extension of time to 2/15/80 for issuance of 

final orders respecting temporary public interest exemptions from the natural gas 

use restrictions of Section _J1 of the Powerplant and Industrial Fuel Use Act.

ERA cited uncertainty over additional natural gas supplies (due in part to the 

success of its exemption program and other federal programs) as the chief reason 

for the extension.

Section 301 of the Fuel Use Act prohibits with certain limited exceptions the use 

of natural gas as a primary fuel in any powerplant. However, the Act also p ro­

vided DOE with discretionary authority under Section 311 to exempt certain uses of 

natural gas. Last April, ERA exercised its authority under that section to 

formulate a Special Rule establishing procedures to govern applications for 

temporary public interest exemptions for up to five years from the Section 301 

prohibitions on natural gas use. The Special Rule was proposed as a response to 

the then anticipated shortages of middle distillate fuel oil, given the availability 

of additional supplies of natural gas at that time. (See REPORT NO. 1204, ppl-2.)

Subsequently, ERA issued notice on 5/11/79 and 6/1/79 of petitions for public 

interest exemptions filed by some 60 electric utility companies with respect to 

use of natural gas in several hundred units at over 150 generating stations, and 

set forth proposed orders granting special exemptions for two years (subject to 

extension for one to three years). The proposed orders stated that the use of 

natural gas is pr ferred over petroleum to the extent that the near-term choice oi 

fuel is limited to these two sources, and that expanded use of natural gas in the 

powerplants involved would help to reduce U.S. demand for imported p e troleum pro d­

ucts, protect the nation from the effects of any oil shortages and "cushion the 

impact oi increasing world oil prices." Under Section 701(c)(3) of the Fuel Use 

Act, ERA has six months after a 45-day public comment period to issue a final 

decision on petitions for exemptions. The applicable six-month periods would have 

expired on 12/22/79 and 1/6/80 absent the present extension.

t • noted, ERA cited concern over the availability of additional ga3 supplies as a 

main reason for its failure to act expeditiously on the exemption petitions. 

Specifically, ERA declared, additional natural gas supplies are less certain at 

the present time than at the beginning of 1979 when the Special Rule was fir3t 

proposed. "This is in large part due to the success of this and other programs 

over the past several months to displace as much petroleum as possible with av a i l­

able supplies of natural gas." Further, ERA noted 3ome question whether che 

collective demand for natural gas by users of middle distillates and residual fuel 

oil with a sulfur content of 0.51 which have already been granted public interest 

exemptions, or have applications for such exemptions pending, exceeds the available 

supply.

In view of thi3 uncertainty, ERA said it has thus far processed applications only 

for those powerplants which will displace middle distillate or residual fuel oil 

with a sulfur content no higher than 0.5%. No action has yet been taken on other 

applications, pending completion of an analysis to determine whether the g-anting 

of public interest exemptions for powerplants burning residual fuel oil of greater 

than 0.5% sulfur will jeopardize the ability of powerplants burning lower sulfur 

residual oil or middle distillates to displace them with natural gas.
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ERA invited written comments through 1/30/80 to assist in this analysis. Views 

are particularly requested on tne appropriate scope of the Special Rule in light 

of natural gas supplies for the foreseeable future, and on what (if any) sulfur 

levels should be considered in rev.ewing pecitions to use natural gas displacement 

of residual fuel oil.

FERC Releases Final Draft Rule to Govern Applications for Special Relief Rates Under

NGPA; On-the-Record Panel Discussion Scheduled for February 11 Before the Commission

to Explore Specific Issues

On 1/16/80 the FERC issued a draft final rule (RM79-67) establishing procedures to 

govern applications for special relief from maximum permissible ceiling prices 

under Section 104, 106 and 109 of the NGPA. Written comments are invited on the 

draft rule by 2/1/80. In addition, an on-the-record panel discussion before the 

Commission has been scheduled for 2/11/80 to permit exploration of specific issues 

with persons representing various points of view.

The draft final rule would essentially adopt the same regulatory framework set 

forth in a proposed rulemaking issued last August. Under this framework, different 

procedures would apply to the grant of special relief where (1) operation and

maintenance costs of continued production from an existing well cannot be recovered

if gas from the well is sold at the applicable maximum lawful price, and (2) addi­

tional planned investment necessary for continued production or reservoir d e v elop­

ment will not be made if the producer were held to the applicable maximum lawful 

price. A public hearing on the proposed rule was held before an FERC Staff panel 

on 9/26/79, and written comments were submitted by 21 Interested parties. (See 

REPORT NO. 1229, ppl2-17.

The draft :..tal rule would incorporate various modifications and clarifications in 

response to the comments. However, the draft order would continue to exclude 

"sunk" costs from DCF and other cost computations on which special relief rates 

would be based. This exclusion of "sunk” was widely opposed by producer parties.

The Commission indicated that four major issues concerning the special relief 

rulemaking proposal had emerged in the course of deliberations, and that further

public comments are requested on these issues.

The four issues relate to: (1) whether any limits should be placed on spe'^al 

relief rates granted by the Director of the Office of Pipeline and Produce:. Regula­

tion or by the Commission (and, if so, at what l e v els); (2) whether producers 

should be allowed f> 3witch from a special relief rate to another incentive rate 

undor the NGPA, or whether such switching should be limited; (3) what procedures 

should be used for reviewing initially proposed special relief rates on the basis • 

of actual expenditures; and (4) whether a fixed or indexed rate of return should 

be adopted for planned investment projects.

As noted, the Commission will convene an on-the-record panel discussion on 2/ll/8u 
to explore the above issues. The draft rule has been chosen by the Commission as 

a vehicle for experimenting with use of the panel discussion technique to obtain 

public input. Commissioner Hall has been designated to 3elect a panel of repre­

sentatives with different points of view. Requests to participate in the d i s c u s­

sion 3hould bo submitted by 2/1/80. Persons wishing to participate should attempt 

to group themselves on the basi3 of commonality of interests or provide informa­

tion that would help in structuring a panel discussion. In addition, Commissioner 

Hall has been authorized to request the participation of persons whose views may 

not otherwise be represented but who are not filing written comments. Each
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participant in the discussion may present a "very" brief prepared statement on the 

specified issues and will be as> >*d to respond to questions from the Commission and 

from other panelists.

The draft final rule will be sunmarized in a subsequent REPORT.

FERC Schedules Prehearing Conference for February 28 on Proposal bv Mobil Oil to Build 

Own Plant to Process Gas Currently Delivered to Getty Oil for Processing

On 1/14/80 the FERC consolidated —  and scheduled a prehearing conference for 

2/28/80 —  applications by Mobil Oil Corp. (CI78-497 et al.), American Petrofina 

Co. of Texas, Joseoh Z. O'Neal, Jr. and Walter Duncan et al. to abandon their 

3ales of casinghead gas produced from the Reincke and Von Roeder Fields, Borden 

County, Texas to the East Vealnoor gas processing plant in Howard County, Texas 

owned by Getty Oil C o . , which delivers the residue gas to El Paso Natural Gas Co.

The producers' behind-the-plant percentage-type sales contracts with Getty have 

terminated (although the gas is still beinq delivered to Getty for processing) and

Mobil now proposes to build its own gas processing plant to handle the volumes for

direct sale to El Paso near the same delivery pcint used by Getty. The four p r o­

ducers and El Paso have agreed to new contracts covering the proposed direct sale 

of gas to El Paso.

In support, Mobil stressed that its plant will have a lower fuel consumption rate 

than Getty's plant, which will result in delivery of an additional 95,000 MMBtu 

per year to El Paso. Mobil also contended that additional competition in the pro­

cessing industry in this area could stimulate further economic activities which 

would benefit the public.

In a petition to intervene and request for hearing, Getty responded that the p r o­

posed new plant of Mobil will remove about 12% of the input of the Getty plant,

which will substantially reduce its economic life, cause premature abandonment,

and will constitute an unnecessary duplication of facilities. Furthermore, Getty 

said, Mobil has no existing arrangements, plants or gathering facilities which 

would enable it to continue these interstate gas deliveries if the Getty plant 

fails. Also, Getty stressed, Mobil may intend to justify a higher price for its 

gas through the abandonment procedure. Getty added that the proposed new plant 

nay not be economically feasible and the fuel efficiencies of both plants would be 

..educed if ei'.her operates at less than capacity.

In its order, the Commission concluded that a hearing should be held to determine 

whether the proposed abandonments are in the public interest.
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Energy Information Administration Reports Only Slight Increase in U.S. Energy Consump­

tion During First Three Quarters of 1979

On 1/4/80 the Energy Information Administration released the second in a new report 

series entitled "Quarterly Energy Indicators" which revealed that U.S. energy con­

sumption (stated in equivalent amounts of crude oil) during the first three q u a r­

ters of 1979 was 0.3% higher than during the same period of 1978. Consumption in 

the third quarter of 1979 averaged 33.9 million b/d or 2.4% lower than consumption 

during the third quarter of 1978.

The publication contains summary statistics on U.S. energy consumption, production 

and net imports during the third quarter of 1978 and the first three quarters of 

1979, plus information on total energy consumption and shares of energy consump­

tion by fuel type and major economic sector from 1973 through the third quarter of 

1979. The first in this new report series was released by EIA on 1/15/79. (See

REPORT NO. 1194, p36.)

During tie first three quarters of 1979, the EIA rtport showed: (1) domestic

energy production averaged 4.2% more than the same period of 1978 (natural gas 

production decreased by 3.4%); (2) net imports were 6.3% lower; and (3) natural 

gas consumption remained about the same. In the third quarter of 1979, gas con­

sumption decreased 1.5% compaied with the third quarter 1978 rate.

Tne natural gas share of total U.S. energy consumption —  expressed in terms of 

12-month moving averages of annual rates —  declined from 30.2% in 1973 to 27.3% 

in 1976, 26.0% in 1977, 25.5% in 1978 and 25.1% in the first three quarters of 

.979.

G 'lifornla PUC Terminates Long-Standing Proceeding to Determine Whether Certain 

California Gas Producers Should Be Regulated as Public Utilities

On 12/18/79 the California Public Utilities Commission terminated, effective 

1/17/80, a show cause proceeding instituted in 1976 to determine whether California 

gas producers supplying I ?rific Gas & Electric Co. should be regulated as public

utilities. The PUC cited enactment of the Natural Gas Policy Act of 1978 as the

prime reason for its determination that "the public interest will not be adversely 

affected if this proceeding is discontinued without prejudice to it3 being 

reopened at a later time should circumstances so requ i r e .”

The show cause proceeding stems from a CPUC order dated 7/1/75 which granted PG&E 

a $36.4 million interim rate increase needed to offset increased costs (from 45(t 

to 75d/Mcf) for purchases of California gas. Howevpr, because of the lack of 

"meaningful evid e n c e” regarding California wellhead production costs, the CPUC 

simultaneously directed its Legal Division to prepare an order to show cause to be 

3erved on all California gas producers serving PG&E. PG&E was also warned against 

further renegotiation of gas contracts during pendency of the proceeding. The 

sh*w cause order was issued on 5/18/76, and subsequent orders prohibited PG&E from 

including any price escalation clauses which would provide for a higher price 

prior to 6/30/80 in renegotiated contracts. (See REPORT NO. 1010, pp23-24.)

No hearings were ever held in the proceeding.
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Dear John:

Enclosed are the State of Alaska's comments on 
the draft report in the system design inquiry. I enclose 
five copies, but should you need more, please let me 
know.

RHL/kc
Enclosures

cc: All Parties Receiving
Draft "System Design Inquiry" Report



COMMENTS 
Or THE STATE OF ALASKA 

IN RESPONSE TO 
DRAFT SYSTEM DESIGN INQUIRY

The State of Alaska offers the following comments 

in response to the September 27, 1978 draft report of the 

Commission's Alaska Gas Project Office in its system design 

inquiry ("Draft Report"). The work of the Gas Pipeline 

Office displayed in the draft report is exceedingly useful 

but further inquiry is necessary. Alaska believes the 

further inquiry should occur in a hearing context . ad in 

the near future. Conversely, Alaska does not believe that 

the Commission now has the legal or factual foundation to 

issue an order establishing the system pressure. Alaska's 

co.iments will concentrate on the points that call for addi­

tional exploration or revised analysis in the near future.

1) One overall assumption, Alaska believes, 

colors the analysis. The report seems to assume a netback 

theory, i.e., that the price of the gas is free to rise to 

"absorb” any operating cost savings a higher pressure line 

would engender. The Gas Pipeline Office apparently believes 

that any decrease in transportation costs would automatically 

accure to the benefit of producers, not consumers. (S e e , e . g . , 

Draft Report, p. 58).

Whatever the state of affairs previously, the 

case after passage of the Natural Gas Policy Act of 1978 is 

differc .t. Section 109 of the Act establishes a ceiling



price for Prudhoe Bay unit gas. No one knows now whether 

that will be the ceiling price in fact or if a lower price, 

will be all that purchasers of the gas are willing to pay.

In either case, a contractual price will be established and 

that price will l>o what the producers receive for Prudhoe 

unit gas. Since the contracts are likely to be completed 

well before system design is settled, any reduction of 

operating costs due to higher pressure will not result in 

higher prices to producers.

For reserves beyond the control 2.0 bcfd, it is 

not clear what the pricing constraints will be. No one 

with sour.1 mental health will predict what the ultimate 

effect of the "incremental pricing" rules mandated by NGPA 

will be. Even if a netback analysis is correct, producers 

would receive no more chan the legislatively determined 

ceiling prices even if the cost of competing fuels were 

higher. Consumers would receive the benefit of greater gas 

supplies, both directly and indirectly (via industry). Thus, 

to the extent a netback theory means that higher prices to 

producers —  limited always by the ceiling prices of the 

NGPA —  might stimulate the development of new Alaska- 

supplies and encourage conservation, those consequences 

should be perceived as benefits, not as detriments.

2) The Report also does not perceive any benefits 

to gas consumers from the added NGL's carrying capacity of 

higher (than 1 2 C 9  psig) pressure lines. (Draft Report, 

p. 5 9 ) . The Report reveals that the clear difference among



the various pressure secerns in terms of the NGL carrying 

capacity is that a 1440 or 1680 psig line can carry a higher 

percentage (i.e. greater amounts) of butane. If the butane 

is left in the gas stream, its presence will raise the BTO 

value of the gas. Higher pressure operation would result 

then in the delivery of higher heating value gas. Gas 

consumers would receive a direct, valuable benefit: higher

heating value than they would otherwise receive because 

of the presence of natural gas liquids not used for petro­

chemicals. In a sense, the overall quantity of gas delivered 

measured in caloric terms, could be increased with higher 

pressure operation. So, while higher pressure operation 

offers the promise of lower transportation costs and greater 

efficiency with higher throughputs, it also may deliver to 

gas consumers the immediate benefit of higher gas supplies 

measured in terms of the heating value of the delivered gas. 

The gas contracts will shed light on this question but there 

is no present basis for assuming that butane will be stripped 

and separately sold.

3) One further aspect of the butane question 

deserves further thought. The Draft Report indicates that 

those quantities of butane not injected into the gas stream 

could be transported in the oil line. But the limiting 

facto*- is vapor pressure requirements in C a l i’ornia. (Draft 

Report, pp. 15-16, 17). While existing vapor pressure 

requirements may not be insurmountable, tighter vapor restrie 

tions by California to protect or improve the troublesome 

air quality of Southern California would prevent an economic



disposition of the butane that could not be transported in 

the gas line. A higher pressure line reduces or avoids 

tying disposition of these hydrocarbons to Southern California 

air quality.

4) The draft report notes that the removal of 

very high quantities of CO 2 , as required by a one percent 

C 0 2 standard, has the effect reducing the NGL carrying 

capability of the gas stream »-.J states that the savings on 

gas conditioning costs from leaving the C O 2  in the gas is 

more than offset by reduced transportation efficiency (Draft 

Report, p. 11). Alaska does not believe the latter conclu­

sion is justified. The question of the appropriate C 0 2 

standard has never been addressed and examined adequately.

'’’he recent Parson's study of the conditioning plant suggests 

.hat it is cost effective to go to a ess restrictive C 0 2 

standard. A three percent standard would save ten percent 

of the capital cost of the conditioning plant and could 

result in a reduction of the cost of service to the consumer 

by noticeable amounts. At the presentation of the conditioning 

study to FERC, representatives of ARCO have also suggested 

that the whole question of CO 2 removal should be re-examined. 

The State of Alaska believes that at least a three percent 

C0 2 standard is indicated. Whether this issue is properly 

explored as part of the system size inquiry, or during the 

hearings on system facilities applications is not clear, 

but at least the issue deserves greater investigation 

because of the possible consequences on reducing the overall 

cost of this system.



5) Alaska agrees with the comments herein of 

Atlantic Richfield. Alaska joins those comments in urging 

a 1440 psig system. As stated above, the additional NGL's 

carried by a 1440 system could result in immediate benefits 

to consumers. Moreover, a 1440 system has the promise of 

more efficient, lower cost operation as higher throughputs 

occur. Alaska believes the relatively small additional 

costs are a worthwhile premium for its future. Alaska does 

not perceive the necessary testing as favoring a 1260 psig 

have over a 1440 psig design, especially given the absence 

of solid evidence about the testing that ccurred and

that must occur.

6) A historical reference will show how inverted 

the pressure question has become and why a 1440 line should 

not delay the project. During the FPC comparative hearing, 

Artie Gas and El Paso each proposed a 1680 psig line. Only 

Northwest, when it made its belated entry, proposed 1260 

psig with a later increase to 1440. Everyone conceded 

that a line anywhere above approximately 1000 psig was a 

new undertaking, but the higher pressure of the El Paso and 

Arctic lines was not a significant issue although almost 

everything else was in that hotly contested hearing. A 

1680 psig design was not regarded as calling for unusual 

testing delays or technological advances. Given the support 

of the Arctic Gas consortium and El Paso, a 1680 psig design 

represented the choice of a substantial part of the American 

natural gas pipelines.



The finding of Judge Litt confirms these facts:

"Arctic Gas, El Paso and Alcan all propose 
to operate their pipeline systems at maximum 
pressures substantially in excess of levels 
currently in use 'n the industry. Nothing in 
the record suggests that these higner opera­
ting pressures cannot be achieved with pipe 
adequately designed for the purpose. This is 
not to say, however, that Alcan can reliably 
and economically achieve its suggested p er­
formance at 1440 psig with pipe ostensibly 
selected to operate at a maximum pressure of 
1250 psig. It is found that the operating 
design pressures are logical extensions of 
existing pipeline operations and can be 
achieved here by those applicants making 
proposals to operate at the higher pressure." 
Initial Decision, El Paso Alaska Com p an y ,
Dockets CP75-96, et al. (February 1, 1977) .

If the President's choice had been otherwise, we 

doubt that any time would now be spent on the appropriateness 

of a 1680 design. It is true Northwest was selected but that 

does not change the critical fact that any pressure sub- 

stantually above 1000 psig is an advance in existing tech­

nology. there is no convincing evidence in the Draft Report 

of the differentials in technology, if any, required for a 

1260, a 1440, or a 1680 psig design. Thus, testing a 1440 

system may not be significantly different than testing a 

1260 system. This is what Exxon's ccmments state based 

on their actual experience with the Arctic Gas tests. (Draft 

Report, p. 17). Alaska suspects that there may be no actual 

differentials, but, in fact, the degree of technological 

advance is relatively the same for each as is the testing 

required. Similarly, the report does not adequately inves­

tigate whether there are differences in risks of cost over­

run and delay with a 1440 or 1680 line. A risk assessment



is called for rather than reliance on theory. Choice of a 

1440 psig design thus may not be radical but nearly as con­

servative a choice as the novel choice of 1260 psig.

7) We have seen that the operating assumption 

of the comparative hearing was that a 1680 line was acceptable 

and could be proven within the necessary construction time­

tables. There is record material about the testing require­

ments for the 1680 line which may not have been adequately 

rained to date. Nonetheless, Alaska recognizes Northwests' 

historic reluctance to venture above 1260 psig. What Alaska 

suggests, therefore, is that the Commission carefully examine 

the 1440 line.*/ The focus of the investigation revealed in 

the draft report has been on the comparative merits of the 

1680 versus the 1260 lines. As indicated above, the 1440 

line has considerable merit both in the early and later years 

of operation. Alaska believes this investigation could be 

conducted now on a hearing record in advance of the facil­

ities' applications. Alaska does not believe, based on its

*/ It has recently come to Alaska's attention that it may be 
possible to achieve operating pressures approaching 1440 
psig Ly relaxation of the "design factor" for the pipe 
Northwest proposes to use from .72 to .8. See 49 C.F.R. 
192.111. This would not be a substantial change because 
the "relaxation" is only to the established Canadian 
standard. A waiver request would have to be presented to 
the Office of Pipeline Safety but a good case could be 
made that safety concerns would be satisfied by the relaxed 
design f ictor based on the record in Canada. This avenue 
is worthy of further investigation.



advisors, that the critical constraint or iither the financing 

or planning of the pipeline is a question of system pressure. 

It is well known to all that gas contracts are a more critical 

element and that the apparently fragile nature of the gas 

pipeline financing is due at least as much to externalities 

to the project as to the project itself.**/

CONCLUSION

Alaska believes very much in the wisdom of proper 

advance planning for the future. While the Northwest 1260 

proposal may appear to be an adequate compromise, based on 

the lowered expectations of the present, it would very well 

be less than optimally designed given the potential of 

Alaskan reserves. The costs of later adding capacity to 

the gas line are substantial and suggest the advantages of 

building extra capacity now as an insurance policy.

This is the decision reached by the President:

"overall, considering the art of con­
struction, inflationary impacts, and 
environmental impacts, the ultimate cost 
to consumers of providing capacity for 
increased gas throughout would be much 
lower if the capacity is provided ini­
tially by increasing the diameter or 
working pressure of the pipe, than if 
it is provided later by adding compressor 
horsepower or looping the pipeline."
(Decision and Report to the Congress on 
the Alaska Natural Gas Transportation 
System, p. 194.)

**/ Alaska believes that it is better to decide the pressure 
question at a hearing in the near future than to leave 
the question to be resolved when the applications for the 
final authorization for these facilities are submitted, 
perhaps a year or so from now. By then any realistic 
possibility of increasing system pressure will be fore­
closed by the argument that it is too late then to under-



For these reasons, Alaska suggests an investigation 

on the record of what appears to be the obvious advantages 

of a 1440 psig pipeline and deferral of any order establish­

ing the pipeline's pressure until the completion of such a 

hearing.

Attorney 
for the 

State of Alaska

November 17, 1978
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7 ' RECEIVED MAR 2 - 1979

UNITED STATES OF AMERICA < t ft. i
} FEDERAL ENERGY REGULATORY COMMISSION

Alaskan Northwest Natural Gas ) Docket No. CP78-123, et al. 
Transportation Company )

N O T I C E  O F  A P P L I C A T I O N  

(March 16, 1979)

Take notice th t on March 2, 1979, Alaskan Northwest 
Natural Gas Transportation Company (the Partnership)1/,
P.O. Box 1526, Salt Lake City, Utah 84110, filed in Docket 
No. CP78-123, et al., an application pursuant to the Alaska 
Natural Gas Transportation Act of 1976 (ANGTA), the Natural 
Gas Act, the Decision and Report tc Congress on the Alaska 
Natural Gas Transportation System as ratified by Congress 
(President's Decision) and the Commission's order vacating 
prior proceeding and issuing conditional certificate of 
public convenience and necessity, issued December 16, 1977, 
for an order approving the design specifications and initial 
system capacity of the Alaskan segment of the Alaska Highway 
Pipeline Project, all as more fully set forth in the appli­
cation which is on file with the Commission and open to 
public inspection.

The President' Decision described the facilities 
necessary for the construction and initial operation of the 
system as follows:

1/ The application indicates that the Partnership is
successor to Alcan Pipeline Company (Alcan) which filed 
its application with the Federal Power Commission (FPC) 
for authorization to construct a 42-inch pipeline in 
Alaska to be designed and operated at a maximum working 
pressure of 1260 psig. This proposal was amended to 
provide additional expansibility by increasing the pipe­
line diameter to 48 inches at the same design pressure, 
it is said.
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"...The facilities which are to be covered are 
those in the U.S. which are adequate for a through­
put of up to 2.4 bcfd and are included in the re­
vised Alcan filing submitted to the Federal Power 
Commission (FPC) in March 8, 1977. If any modifi­
cations to those facilities are required by the 
Agreement on Principles between the U.S. and Canada, 
those modified facilities will also be entitled to 
the expedited authorization process in Section 9."
(p. 13)

"The gas transportation system will utilize a 
43-inch diameter pipeline from Prudhoe Bay to James 
River, Alberta." (p. 13)

"Peak-day capacity utilizing nine compressor 
stations will be 2.6 bcfd, with an average daily 
volume of 2.4 bcfd. By installation of intermediate 
compressor stations, the system could be increased 
to 3.4 bcfd peak capacity, with an average day 
capacity of 3.2 bcfd. The system capacity could be 
further increased by addition to the compressor 
horsepower at each station." (p. 17)

The Partnership summarizes its position as follows:

The Partnership requests an order from the Commission 
approving the design specification for the 48-inch pipeline 
with a maximum working pressure of 1260 psig and compressor 
station size and spacing for an initial capacity of 2.0 to
2.4 Bcfd expandable by the addition of intermediate com­
pressor stations to an average daily volume of 3.2 Bcfd.
This proposal is the same as was submitted to the Federal 
Power Commission in March, 1977.

The modification of facilities resulting from implemen­
tation of the Agreement on Principles did ro* affect the 
Alaskan segment of the project. The pipeline design in 
Canada commencing at the Alaska/Yukon border and continuing 
260 miles to Whitehorse, Yukon, is a 48-inch pipeline with a 
maximum design pressure of 1260 psig, therefore, any increase 
in pressure of the Alaskan segment must consider the effect 
on the Canadian section of the project.

There are two reasons that the pressure for the Alaskan 
segment of the system might be increased. First is the 
expection that the volumes of gas available from new re­
serves (other than the presently proven reserves in the Prud­
hoe Bay Unit) with as reasonable period of time after de­
liveries commence is high enough that a higher pressure sys­
tem might result in lower transportation costs over the life 
of the project. Second is the desirability of carrying
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larger quantities of hydrocarbon liquids in the gaseous 
phase by increasing the design pressure. The State of 
Alaska has made available to the Partnership a recent pro­
posal by Earth Resources Company of Alaska to move the 
location of the conditioning plant from Prudhoe Bay to 
Fairbanks, Alaska. To avoid building any conditioning 
facility at Prudhoe Bay the pressure of the pipeline system 
from Prudhoe Bay to Fairbanks would be increased to 1680 
psig which, it is claimed, would accommodate all hydro­
carbon liquids. At Fairbanks the plant would not only con­
dition the gas for further transportation by removing carbon 
dioxide and sufficient hydrocarbon liquids to meet the re­
quirements of the design pressure of 1260 psig to be utilized 
thereafter in Alaska and in a portion of the Yukon. C. nada, 
but also would remove from the stream most of the ethane and 
all heavier hydrocarbons. These hydrocarbons would either 
be utilized within the state, such as for petrochemical 
development, or delivered by a new pipeline system to tide­
water (Cook Inlet) for delivery to U.S. or foreign markets.
Tne State of Alaska has requested that the Partnership delay 
its filing originally planned for February 1, 1979, in order 
to address the feasibility of this proposal. ...

The Partnership has concluded and will show herein that 
the proposed system is the best economic selection for 
delivery volumes up to 3.4 Bcfd and that there is no new 
evidence that this expansibility above the expected 2.0 Bcfd 
to De delivered from the presently proven reserves is inade­
quate .

As to liquid hydrocarbon carrying capacity the following 
conclusions are pertinent: (1) the pipeline design at 1260 
psig can transport all of the ethane and propane that is 
available from the conditioning plant. The ethane would be 
the raw material for any in-state petrochemical development; 
therefore, the system design permits complete flexibility for 
ethane extraction in the future to meet the State of Alaska 
needs, (2) the increase in hydrocarbon liquids, primarily 
butane, that can be transported in the pipeline by increasing 
the pressure is about 5-11 thousand barrels per day and is a 
sm:xl volume in relation to the total oil and gas energy to 
be delivered which has alternative beneficial uses on the 
North Slope of Alaska, and (3) the increased volume of liquids 
that could be transported must be extracted in Alaska since 
the design pressure as approved by appropriate regulatory 
authorities in the first Canadian section is 1260 psig.

The Partnership has analyzed the proposal by Earth 
Resources Company of Alaska and has concluded that the 
necessary result of this proposal will render the primary 
pipeline project infeasible and, therefore, it should not be 
given further consideration.
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In reviewing the design pressure decision the Partnership 
states that it has considered the following alternatives to 
the proposed system:

1. A 48-inch pipeline design for a maximum working 
pressure of 1400 psig. This system would result 
from the increase in the pipeline safety code 
requirement of 72 percent of the calculated design 
pressure to 80 percent. This alternative would 
require a change in the pipeline safety code or a 
waiver by the Department of Transportation. A 
portion of the system which follows the Haul Road 
would require a double waiver that the Department 
of Transportation has indicated would not be 
granted.

2. A c8-inch pipeline with a maximum working pressure 
of 1440 psig.

3. A 48-inch pipeline with a maximum working pressure 
of 168) psig.

It is indicated that the present proposed system provides 
capacity equivalent to any of the competitive proposals which 
were considered by the Commis',ion and the President and that 
the Partnership is not aware of any changes in circumstances 
or new add;tional gas reserve potential which would require 
reconsideration of the ult' iiate capacity to be provided by 
the pipeline system within Alaska.

Accordingly, the Partnership requests that the Commission 
issue an order accepting the design specifications for the 
system selected by the ^resident for a 4. -inch pipeline with 
the maximum working pressure of 1260 psig pro/iding an initial 
system capacity of 2.0 to 2.4 Bcfd with expansibility by the 
addition of intermediate compressor stations u d  to 3.2 Bcfd 
for the Alaskan segment of the Alaska Highway Pipeline Project.

Any person desiring to be heard or to make any protest 
with reference to said application should on or before 
April 5,1979, file with the Federal Energy Regulatory Com­
mission, Washington, D.C. 20426, a petition to intervene or 
a protest in accordance with the requirements of the Commission's 
Rules of Practice and Procedure (18 CFR 1.6 or 1.10) and the 
Regulations under the Natural Gas Act (18 0 7R 157.10). All 
protests filed with the Commission will be considered by it 
in determining the appropriate action to be taken but will not 
serve to make the protestants parties to the proceeding.
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Any person wishing to become a party to a proceeding or 
to participate as a party in any hearing therein must file 
a petition to intervene in accordance with the Commission’s 
Rules. All persons who have heretofore filed need not file 
again.

Kenneth F. Plumb 

Secretary



UNITED STATES OF AMERICA 
BEFORE THE 

FEDERAL ENERGY REGULATORY COMMISSION

Alaskan Northwest Natural Gas ) Docket CP78-123. et a_l
Transportation Company )

APPLICATION OF ALASKAN NORTHWEST 
NATURAL GAS TRANSPORTATION COMPANY 

FOR AN ORDER APPROVING THE DESIGN SPECIFICATIONS 
AND INITIAL SYSTEM CAPACITY OF THE ALASKAN SEGMENT 

OF THE ALASKA HIGHWAY PIPELINE PROJECT

Alaskan.Northwest Natural Gas Transportation Company (the 
Partnership)- pursuant to the Alaska Natural Gas Transportation 
Act of 1976 (ANGTA), the Natural Gas Act, the Decision and Report 
to Congress on the Alaska Natural Gas Transportation System as 
ratified by Congress (President's Decision) and the Commission's 
Order Vacating prior Proceeding and Issuing Conditional Certificate 
of Public Convenience and Necessity issued December 16, 1977, 
hereby applies for an order approving the design specifications 
and initial system capacity of the Alaskan segment of the Alaska 
Highway Pipeline Project.

In support thereof the Partnership would show as follows:

I

Background

The President's Decision issued by the President of the 
United States on September 22, 1977, and approved by Congress on 
November 22, 1977 , V  described the facilities necessary for the 
construction and initial operation of the system. This identi­
fication of facilities was required in Section 7(a)(4) of ANGTA. 
The President's Decision provided that:

1/ The Partnership is successor to Alcan Pipeline Company. Alctn 
filed its application with the Federal Power Commission on 
July 9, 1976, for a 42-inch pipeline in Alaska to be designed 
and operated at a maximum working pressure of 1260 psig. This 
proposal was amended on March 8, 1977, to provide additional 
expansibility by increasing the pipeline diameter to 4P inches 
at the same design pressure.

2/ Public Law 95-158, 91 Stat. 1268.
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"... The facilities which are to be covered are 
those in the U.S. which are adequate for a through­
put of up to 2.4 bcfd and are included in the 
revised Alcan filing submitted to the Federal 
Power Commission (FPC) in March 8, 1977. If any 
modifications to those facilities are required by 
the Agreement on Principles between the U.S. and 
Canada, those modified facilities will also be 
entitled to the expedited authorization process 
in Section 9." (p. 13)

"The gas transportation system will utilize a 
48-inch diameter pipeline from Prudhoe Bay to 
James River, Alberta." (p. 13)

"Peak-day capacity utilizing nine compressor 
stations will be 2.6 bcfd, with an average 
daily volume of 2.4 bcfd. By installation of 
intermediate compressor stations, the system 
could be increased to 3.4 bcfd peak capacity, 
with an average day capacity of 3.2 bcfd. The 
system capacity could oe further increased by 
addition to the compressor horsepower at each 
station." (p. 17)

The President's Decision, therefore, adopts the system as 
proposed by the Partnership subject only to the changes which 
might result from the implementation of the Agreement on Principles 
between U.S. and Canada. The Agreement between the United States 
and Canada on Principles applicable to the Northern Natural Gas 
Pipeline (Agreement on Principles) provided that a technical 
study group would be established by the governments for the 
purpose of testing and evaluating various combinations of 
pressure and diameter "which would achieve safety, reliability 
and economic efficiency for operation of the Pipeline" (Section 10). 
The Agreement on Principles also provided that the decision on 
pipeline specifications would remain the responsibility of 
appropriate regulatory authorities.

U.S. and Canadian government technical representatives met 
in order to carry out. the obligations cf the Agreement. The 
final results of these discussions are reflected in the Statement 
of Position Regardino Selection of Pipe for the Whitehorse,
Yukon, to Caroline, Alberta, Segment of the Foothills Pipeline 
System issued by the National Energy Board of Canada (NEB) or. 
February 17, 1978. The NEB provided that an increase in the* 
design pressur to 1680 psig would require thorough testing *
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estimated by the Canadian companies to delay the project up to 
two years. Therefore, the NEB did not change the design speci­
fications for the pipeline segment from the Alaska/Yukon border to 
Whitehorse from the proposed 48-inch, 1260 psig system and 
selected a 56-inch, 1080 psig for the segment from Whitehorse,
Yukon, to Caroline, Alberta, to accommodate reserves from the 
Mackenzie Delta region of Canada.

Ir. order to resolve the design specifications for the Alaskan 
segment of the project the Director of the Alaska Gas Project 
Office of FERC (the Delegate) issued a report on September 27, 1978, 
and requested comments from the interested parties. Thereafter, 
the Delegate provided a period for reply comments and held an 
on-the-record conference among commenting parties on December 
15, 1978. At the conclusion of the conference, the Delegate 
requested the Partnership to examine what would be involved in 
increasing the system pressure and whether such an increase is 
necessary or desirable. The Partnership has completed its review 
and also at the request of the Delegate, has met with several of 
the interested parties to present the conclusions of this review.
The Partnership is now filing this Application for an order from 
the Commission to resolve the design specifications for the 
Alaskan segment of the project.

II

Summary of the Partnership's 
Position

The Partnership requests an order from the Commission approving 
the design specifications for the 48-inch pipeline with a maximum 
working pressure of 1260 psig and compressor station size and 
spacing for an initial capacity of 2.0 to 2.4 Bcfd expandable 
by the addition of intermediate compressor stations to an average 
daily volume of 3.2 Bcfd. This proposal is the same as was sub­
mitted to the Federal Power Commission in March, 1977.

The modification of facilities resulting from implementation 
of the Agreement on Principles did not affect the Alaskan segment 
of the project. The pipeline design in Canada commencing at 
the Alaska/Yukon border and continuing 260 miles to Whitehorse, 
Yukon, is a 48-inch pipeline with a maximum design pressure of 
1260 psig, therefore, any increase in pressure of the Alaskan 
segment must consider the effect on the Canadian section of the 
project. 1

0

There are two reasons that the pressure for the A askan 
segment of the system might be increased. First is the expectation 
that the volumes of gas available from new reserves (other than



t h e  p r e s e n t l y  p r o v e n  r e s e r v e s  i n  t h e  P r u d h o e  B a y  U n i t )  w i t h i n  a s  

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

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

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

S t a t e  o f  A l a s k a  h a s  m a d e  a v a i l a b l e  t o  t h e  P a r t n e r s h i p  a r e c e n t  

p r o p o s a l  b y  E a r t h  R e s o u r c e s  C o m p a n y  o f  A l a s k a  to m o v e  t h e  l o c a t i o n  
o f  t h e  c o n d i t i o n i n g  p l a n t  f r o m  P r u d h o e  B a y  t o  F a i r b a n k s ,  A l a s k a .

T o  a v o i d  b u i l d i n g  a n y  c o n d i t i o n i n g  f a c i l i t y  a t  P r u d h o e  B a y  t h e  

p r e s s u r e  o f  t h e  p i p e l i n e  s y s t e m  f r o m  P r u d h o e  B a y  t o  F a i r b a n k s  
w o u l d  b e  i n c r e a s e d  t o  1 6 8 0  p s i g  w h i c h ,  i t  is c l a i m e d ,  w o u l d  
a c c o m m o d a t e  a l l  h y d r o c a r b o n  l i q u i d s .  A t  F a i r b a n k s  t h e  p l a n t  w o u l d  

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

r e q u i r e m e n t s  o f  t h e  d e s i g n  p r e s s u r e  o f  1 2 6 0  p s i g  t o  b e  u t i l i z e d  

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

b y  a n e w  p i p e l i n e  s y s t e m  t o  t i d e w a t e r  ( C o o k  I n l e t )  f o r  d e l i v e r y  

t o  U . S .  o r  f o r e i g n  m a r k e t s .  T h e  S t a t e  o f  A l a s k a  h a s  r e q u e s t e d  

t h a t  t h e  P a r t n e r s h i p  d e l a y  i t s  f i l i n g  o r i g i n a l l y  p l a n n e d  f o r  
F e b r u a r y  1. 1 9 7 9 ,  i n  o r d e r  t o  a d d r e s s  t h e  f e a s i b i l i t y  o f  t h i s  

p r o p o s a l . 1 '

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

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

v o l u m e s  u p  t o  3 . 4  B c f d  a n d  t h a t  t h e r e  i s  n o  n e w  e v i d e n c e  t h a t  t h i s  

e x p a n s i b i l i t y  a b o v e  t h e  e x p e c t e d  2 . 0  B c f d  t o  b e  d e l i v e r e d  f r o m  

t h e  p r e s e n t l y  p r o v e n  r e s e r v e s  i s  i n a d e q u a t e .

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

c o n c l u s i o n s  a r e  p e r t i n e n t :  (1) t h e  p i p e l i n e  d e s i g n  at 1 2 6 0  p s i g

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

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

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

f u t u r e  t o  m e e t  t h e  S t a t e  o f  A l a s k a  n e e d s ,  (2) t h e  i n c r e a s e  in 
h y d r o c a r b o n  l i q u i d s ,  p r i m a r i l y  b u t a n e ,  t h a t  c a n  b e  t r a n s p o r t e d  
i n  t h e  p i p e l i n e  b y  i n c r e a s i n g  t h e  p r e s s u r e  i s  a b o u t  5 - 1 1  t h o u s a n d  
b a r r e l s  p e r  d a y  a n d  is a s m a l l  v o l u m e  i n  r e l a t i o n  t o  t h e  t o t a l  
o i l  a n d  g a s  e n e r g y  t o  b e  d e l i v e r e d  w h i c h  h a s  a l t e r n a t i v e  b e n e f i c i a l  
u s e s  o n  t h e  N o r t h  S l o p e  o f  A l a s k a ,  a n d  (3) t h e  i n c r e a s e d  v o l u m e  of

3 /  T h e  S t a t e  o f  A l a s k a  h a s  a l s o  r e q u e s t e d  t h a t  c o n s i d e r a t i o n  b o  
g i v e n  t o  r e d u c i n g  t h e  c o s t  o f  t h e  c o n d i t i o n i n g  p l a n t  a n d  
i n c r e a s i n g  t h e  h y d r o c a r b o n  l i q u i d  c a r r y i n g  c a p a c i t y  b y ' i n c r e a s i n  

t h e  a l l o w a b l e  c a r b o n  d i o x i d e  c o n t e n t  o f  t h e  g a s .  T h e  i n c r e a s e  
i n  h y d r o c a r b o n  l i q u i d  c a r r y i n g  c a p a c i t y  is in d i r e c t  p r o p o r t i o n  

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

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

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

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

o c c u r r i n g  i n  t h e  n e a r  f u t u r e .



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

i n  t h e  f i r s t  C a n a d i a n  s e c t i o n  is 1 2 6 0  p s i g .

. T h e  P a r t n e r s h i p  h a s  a n a l y z e d  t h e  p r o p o s a l  b y  E a r t h  R e s o u r c e s  
C o m p a n y  o f  A l a s k a  a n d  h a s  c o n c l u d e d  t h a t  t h e  n e c e s s a r y  r e s u l t  o f  

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

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

I l l

A l t e r n a t i v e s  C o n s i d e r e d

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

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

1. A  4 8 - i n c h  p i p e l i n e  d e s i g n  f o r  a m a x i m u m  w o r k i n g  p r e s s u r e  
o f  1 4 0 0  p s i g .  T h i s  s y s t e m  w o u l d  r e s u l t  f r o m  t h e  i n c r e a s e  

i n  t h e  p i p e l i n e  s a f e t y  c o d e  r e q u i r e m e n t  o f  7 2 %  o f  t h e  
c a l c u l a t e d  d e s i g n  p r e s s u r e  t o  80%. T h i s  a l t e r n a t i v e  
w o u l d  r e q u i r e  a c h a n g e  i n  t h e  p i p e l i n e  s a f e t y  c e d e  o r
a w a i v e r  b y  t h e  D e p a r t m e n t  o f  T r a n s p o r t a t i o n .  A  p o r t i o n  o f

t h e  s y s t e m  w h i c h  f o l l o w s  t h e  H a u l  R o a d  w o u l d  r e q u i r e  a 

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

i n d i c a t e d  w o u l d  n o t  b e  g r a n t e d .

2. A  4 8 - i n c h  p i p e l i n e  w i t h  a m a x i m u m  w o r k i n g  p r e s s u r e  o f  

1 4 4 0  p s i g

3. A  4 8 - i n c h  p i p e l i n e  w i t h  a m a x i m u m  w o r k i n g  p r e s s u r e  o f  

1 6 3 0  p s i g .

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

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

b y  t h e  P r e s i d e n t .  T h e  A r c t i c  G a s  p r o p o s a l  w a s  f o r  a 4 8 - i n c h
p i p e l i n e  a n d  a m a x i m u m  w o r k i n g  p r e s s u r e  o f  1 6 8 0  p s i g .  T h e  A r c t i c
G a s  S y s t e m ,  h o w e v e r ,  c o n t e m p l a t e d  v o l u m e s  o f  2 . 2 5  B c f d  f r o m  A l a s k a  

a n d  2 . 2 5  B c f d  f r o m  t h e  M a c k e n z i e  D e l t a  r e g i o n  o f  C a n a d a .  A l ­

t h o u g h  t h e  M a c k e n z i e  D e l t a  r e s e r v e s  d i d  n o t  m a t e r i a l i z e  as 
e x p e c t e d ,  A r c t i c  G a s  p r o p o s e d  a m i n i m u m  o f  1 . 2 5  B c f d  i n i t i a l l y  
i n c r e a s i n g  t o  2 . 2 5  B c f d  i n  t h e  f i f t h  y e a r  o f  o i i e r a t i o n  f r o m  t h e  

M a c k e n z i e  D e l t a .  T h e r e f o r e ,  t h e  A r c t i c  G a s  p r o j e c t  a l w a y s  c o n ­
t e m p l a t e d  t o t a l  v o l u m e s  o f  3 . 5  t o  4 . 5  B c f d . ! 7 T h e  El P a s o

4/ E v e n  t h o u g h  t h e  A l a s k a n  s e g m e n t  (195 m i l e s )  o f  t h e  A r c t i c

G a s  p r o j e c t  w o u l d  c a r r y  o n l y  A l a s k a n  g a s  t h e  h i g h e r  p r e s s u r e  

s y s t e r  w a s  s e l e c t e d  i n  o r d e r  t o  m i n i m i z e  t h e  n u m b e r  o f  
c o m p r e s s o r  s t a t i o n s  i n  t h e  A r c t i c  N a t i o n a l  W i l d l i f e  R a n g e .
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p r o j e c t  p r o p o s e d  a 4 2 - i n c h  p i p e l i n e  w i t h  a m a x i m u m  w o r k i n g  p r e s s u r e  

o f  1 6 8 0  p s i g  f o r  v o l u m e s  o f  2 . 4  t o  3.2 B c f d .  T h e  o r i g i n a l  A l c a n  
p r o p o s a l  c o n t e m p l a t e d  a 4 2 - i n c h  p i p e l i n e  i n  A l a s k a  w i t h  a m a x i m u m  

w o r k i n g  p r e s s u r e  o f  1 2 6 0  p s i g  f o r  i n i t i a l  v o l u m e s  o f  2.4 B c f d .

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

a m e n d e d  t o  p r o v i d e  f o r  a 4 8 - i n c h  p i p e l i n e  a t  t h e  s a m e  d e s i g n  

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

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

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

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

t h e  P r e s i d e n t .  A s  t h e  P a r t n e r s h i p  w i l l  s h o w ,  i t  is n o t  a w a r e  of 

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

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

I V

O p t i m u m  D e s i g n  P r e s s u r e

In o r d e r  t o  s e l e c t  t h e  o p t i m u m  e c o n o m i c  d e s i g n  p r e s s u r e  it 

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

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

p i p e l i n e  s y s t e m s  is a g r a p h i c a l  a n a l y s i s  a s  s h o w n  o n  E x h i b i t s  2-4 

a n d  Z - 5 .  T h i s  t y p e  o f  a n a l y s i s  p e r m i t s  i n c l u s i o n  o f  a l l  o f  t h e  

v a r i a b l e s  w h i c h  a f f e c t  t h e  c o s t  o f  t r a n s p o r t i n g  n a t u r a l  g a s  i n t o  
o n e  c o m m o n  m e a s u r e ,  t h a t  is, t h e  c o s t  o f  s e r v i c e  p e r  m i l l i o n  Bt u .  
T h e s e  v a r i a b l e s  i n c l u d e  s y s t e m  p r e s s u r e ,  c o m p r e s s o r  s t a t i o n  s p a c i n g ,  
c o m p r e s s o r  s t a t i o n  s i z e  a n d  o p e r a t i o n  c o s t s ,  i n c l u d i n g  f u e l .
E x h i b i t  Z - 4  h a s  b e e n  p r e p a r e d  b a s e d  u p o n  c a p i t a l  c o s t s  i n  1 9 7 5  
d o l l a r s  at f i l e d  w i t h  t h e  C o m m i s s i o n  a n d  a d j u s t e d  f o r  v a r y i n g  

d e s i g n  s p e c i f i c a t i o n s .  A  f u e l  c o s t  o f  $ 2 . 0 0  p e r  m i l l i o n  B t u  
h a s  b e e n  a s s u m e d .  T h i s  f u e l  c o s t  i n  1 9 7 5  d o l l a r s  m a y  b e  h i g h  

i n  l i g h t  o f  t h e  w e l l h e a d  p r i c e  e s t a b l i s h e d  f o r  t h e  P r u d h o e  B a y  
f i e l d  i n  t h e  N a t u r a l  G a s  P o l i c y  A c t  o f  1 9 7 8  d e p e n d i n g  u p o n  
a c t i o n  b y  t h e  C o m m i s s i o n  t o  e s t a b l i s h  r e g u l a t i o n s  c o n c e r n i n g  t h e  
t r e a t m e n t  o f  g a t h e r i n g ,  p r o c e s s i n g  a n d  c o m p r e s s i o n  c h a r g e s  p r i o r  

t o  e n t e r i n y  t h e  p i p e l i n e  s y s t e m *  T h e  e f f e c t  o f  a l o w e r  f u e l  
c o s t  i s  t o  i n c r e a s e  t h e  v o l u m e  t o  b e  t r a n s p o r t e d  a t  t h e  l o w e s t  
c o s t  o f  s e r v i c e  f o r  a n y  d e s i g n  p r e s s u r e .  E v e n  t h o u g h  t h e  c a p i t a l  

c o s t s  a r e  b a s e d  o n  1 9 7 5  d o l l a r s  a n d  h e n c e  n o t  r e f l e c t i v e  o f  
c u r r e n t  c o s t s ,  t h e  r e l a t i v e  d i f f e r e n c e  in c o s t  o f  s e r v i c e  is s t i l l  

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

m i n i m u m  c o s t  o f  s e r v i c e  f o r  a 4 8 - i n c h ,  1 6 8 0  p s i g  s y s t e m  is 

a t  a  v o l u m e  o f  4 . 0  to 4 . 5  B c f d  w h i c h  is c o m p a t i b l e  w i t h  t h e  
o r i g i n a l  A r c t i c  G a s  p r o j e c t  p r o p o s a l .  T h e  o p t i m u m  v o l u m e  o r  

m i n i m u m  c o s t  o f  s e r v i c e  f o r  t h e  4 8 - i n c h ,  1 2 6 0  p s i g  s y s t e m  

p r o p o s e d  b y  t h e  P a r t n e r s h i p  is 3 . 0  t o  3 . 5  B c f d  a n d  is c o n s i s t e n t  

w i t h  t h e  P a r t n e r s h i p ' s  p r o p o s a l  f o r  u l t i m a t e l y  e i g h t e e n  c o m p r e s s o r  

s t a t i o n s  in A l a s k a  f o r  a n  a v e r a g e  d a i l y  v o l u m e  o f  3 . 2  B c f d .  T h e  

o p t i m u m  v o l u m e  o r  a m i n i m u m  c o s t  o f  s e r v i c e  f o r  a 4 8 - i n c h ,  1 4 4 0  

p s i g  s y s t e m  i s  3 . 5  t o  4 . 0  B c f d .  F i n a l l y ,  t h e  p o i n t  a t  w h i c h  

t h e  4 8 - i n c h ,  1 2 6 0  p s i g  s y s t e m  is e q u i v a l e n t  i n  c o s t  o f  s e r v c e  t o

t h e  4 8 - i n c h ,  1 4 4 0  p s i g  s y s t e m  is a p p r o x i m a t e l y  3.4 B c f u .  T h e r e f o r e ,

t h e  4 8 - i n c h ,  1 2 6 0  p s i g  s y s t e m  w o u l d  d e l i v e r  g a s  a t  a l o w e r  c o s t

u p  t o  t h i s  v o l u m e .

E x h i b i t  Z - 5  h a s  b e e n  p r e p a r e d  t o  s h o w  a c o m p a r i s o n  b e t w e e n  
a 4 2 - i n c h ,  1 6 8 0  p s i g  s y s t e m  (El P a s o  p r o p o s e d  a s y s t e m  o f  t h i s  

s i z e  a n d  p r e s s u r e )  a n d  t h e  4 8 - i n c h ,  1 2 6 0  p s i g  s y s t e m .  T h i s  c o m ­

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

v o l u m e s  t r a n s p o r t e d .

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

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

f o r  t h e  A l a s k a n  s e g m e n t  u p  t o  a v o l u m e  o f  a p p r o x i m a t e l y  3.4 B c f d .

T h e  e x p e c t e d  t h r o u g h - p u t  v o l u m e  is t h e  p r i m e  c o n s i d e r a t i o n  
i n  a s s e s s i n g  t h e  e x p e c t e d  t r a n s p o r t a t i o n  c o s t  a n d  t h e r e b y  m a k i n g  

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

T h e  S t a t e  o f  A l a s k a ,  t h r o u g h  i t s  D e p a r t m e n t  o f  N a t u r a l  R e s o u r c e s ,  

a p p r o v e d  t h e  p r o p o s e d  P r o d u c e r  O p e r a t i n g  P l a n  f o r  P r u d h o e  B a y  
i n  J u n e ,  1 9 7 7 .  U n d e r  t h e  P l a n  t h e  d e l i v e r y  r a t e  a f t e r  p r o c e s s i n g  

w o u l d  b e  2 . 0  B c f d .  P r o v i d i n g  a p i p e l i n e  c o n n e c t i o n  t o  A l a s k a  

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

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

t o  t h e  j u d g m e n t  c o n c e r n i n g  s p a r e  c a p a c i t y  t h a t  s h o u l d  b e  p r o v i d e d  
i n  t h e  i n i t i a l  p i p e l i n e  s y s t e m . ! /  T h e  P r e s i d e n t ' s  D e c i s i o n  c o n ­

c l u d e d  t h a t :

5/ T h e r e  i s  n o  l i m i t  t o  t h e  c a p a c i t y  t h a t  c a n  b e  p r o v i d e d * i f  

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

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



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

A l a s k a  g a s  p r o j e c t  i s  e s t i m a t e d  t o  b e  0.7 t c f  p e r  

y e a r  (2.0 b c f d )  b y  1 9 8 5 .  B y  1 9 9 0 ,  a v o l u m e  
g r e a t e r  t h a n  0 . 9  t c f  (2.4 b c f d )  m i g h t  b e  p r o ­

d u c e d . "  (p. 90)

E x t e n s i v e  a n a l y s i s  o f  t h e  p r o v e n  r e s e r v e s  a n d  d e l i v e r a b i l i t y  
a s  w e l l  a s  t h e  p o t e n t i a -  s u p p l y  w a s  'one as p a r t  o f  t h e  F P C  p r o ­
c e e d i n g s  p r i o r  t o  t h e  P r e s i d e n t ' s  s e l e c t i o n .  T h e  r e s u l t  o f  t h i s  

a n a l y s i s  w a s  e x p r e s s e d  b y  t h e  F P C  i n  i t s  R e c o m m e n d a t i o n s  t o  t h e  
P r e s i d e n t  d a t e d  M a y  1, 1 9 7 7 ,  w h e r e i n  i t  c o n c l u d e d :

"... T h u s ,  w e  f i n d  t h e  s y s t e m  s h o u l d  b e  d e s i g n e d  

t o  c a r r y  i n i t i a l l y  2 . 0  t o  2 . 5  B c f d ,  a n d  b e  c a p a b l e  

o f  e x p a n s i o n  t o  a n  a d d i t i o n a l  1 . 0 - 1 . 5  E c f d . . . "

(p. 1 - 1 7 )

U t i l i z i n g  t h e  S t a t e  a p p r o v e d  v o l u m e  o f  2 . 0  B c f d ,  s u c h  a c t i o n  t a k e n  

a f t e r  t h e  F P C  r e c o m m e n d a t i o n ,  t h e  a d d i t i o n  o f  1 . 0 - 1 . 5  B c f d  o f  

e x p a n s i b i l i t y  w o u l d  r e s u l t  in a t o t a l  c a p a c i t y  o f  3 . 0 - 3 . 5  B c f d .

T h e  p r o p o s e d  u l t i m a t e  c a p a c i t y  o f  3 . 2  B c f d  f o r  t h e  4 8 - i n c h ,

1 2 6 0  p s i g  s y s t e m  is c o m p l e t e l y  c o n s i s t e n t  w i t h  t h i s  r e c o m m e n d a t i o n .

S u b s e q u e n t  t o  t h e  F P C  r e c o m m e n d a t i o n  a R e p o r t  o f  t h e  W o r k i n g  
G r o u p  o n  S u p p l y ,  D e m a n d  a n d  E n e r g y  P o l i c y  I m p a c t s  o f  A l a s k a  G a s  

w a s  p r e p a r e d  b y  s e v e r a l  F e d e r a l  a g e n c i e s  a n d  s u b m i t t e d  t o  t h e  
P r e s i d e n t  o n  J u l y  1, 1 9 7 7 ,  a s  p a r t  o f  s y s t e m  s e l e c t i o n  p r o c e s s .

T h i s  r e p o r t  e s t i m a t e d  t h a t  e x p e c t e d  a d d i t i o n s  b y  1 9 8 5  t o  p r o v e d  

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

o f  0 . 3  B c f d  (p. 1 9 ) .  T h e  s a m e  r e p o r t  c o n t a i n e d  g e n e r a l  e s t i m a t e s  
o f  o t h e r  p o t e n t i a l  N o r t h  S l o p e  r e s e r v e s  b y  t h r e e  i n d e p e n d e n t  g r o u p s  

a n d  c o n c l u d e d  t h a t  t h e  N o r t h  S l o p e  i s  j u d g e d  t o  c o n t a i n  m a j o r  
p o t e n t i a l  r e s e r v e s  <p. 2 2 ) .  T h e  r e p o r t ,  h o w e v e r ,  c a u t i o n e d  t h a t  

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

l i n e  d e s i g n  s i n c e  e x p l o r a t o r y  d r i l l i n g  a w a y  f r o m  P r u d h o e  B a y  
i s  s p a r s e  o r  l a c k i n g .  T h e  S t a t e  of A l a s k a  a l s o  s u b m i t t e d  p o t e n t i a l  

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

t h e  P r u d h o e  B a y  U n i t  f r o m  2 . 0  t o  4 . 2  B c f d  w i t h  a m e d i a n  o f  2 . 8  
B c f d .  T h e s e  e x p e c t a t i o n s  a r e  c o n s i s t e n t  w i t h  t h e  F P C  r e c o m m e n d a t i o n .

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

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

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

c a p a c i t y  o f  t h e  p r o p o s e d  s y s t e m  is a d e q u a t e .
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H y d r o c a r b o n  L i q u i d s

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

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

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

m a d e  a v a i l a b l e  a t  P r u d h o e  B a y  a n d ,  t h e r e f o r e ,  d o e s  n o t  o f f e r  
a n y  i m p e d i m e n t  t o  t h e  S t a t e ' s  p r e s e n t  o r  f u t u r e  p l a n s .  T h e  r e ­
c o m m e n d e d  r a w  m a t e r i a l  f o r  a p e t r o c h e m i c a l  p l a n t  is e t h a n e  a n d  

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

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

F u r t h e r ,  t h e  P a r t n e r s h i p  b e l i e v e s  t h a t  t h e  m o s t  e c o n o m i c  
w a y  o f  s e l l i n g  l i q u i d  h y d r o c a r b o n s ,  if n o t  u s e d  w i t h i n  t h e  S t a t e ,  

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

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

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

v o l u m e s  o f  h e a v i e r  h y d r o c a r b o n s ,  p r i m a r i l y  b u t a n e . § 7  H o w e v e r ,  

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

w h i c h  is d e s i g n e d  a t  1 2 6 0  p s i g .  T h e r e f o r e ,  it is b e s t  t o  r e t a i n  t h e s e  
l i q u i d s  o n  t h e  N o r t h  S l o p e  f o r  u s e  a s  f u e l ,  b l e n d i n g  w i t h  t h e  o i l  

o r  r e i n j e c t e d  i n t o  t h e  r e s e r v o i r .

T h e  P a r t n e r s h i p ,  a s  r e q u e s t e d  b y  t h e  S t a t e  o f  A l a s k a ,  h a s  

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

B a y  t o  F a i r b a n k s ,  A l a s k a .  T h e  P a r t n e r s h i p  h a s  d e t e r m i n e d  t h a t  
i f  m o s t  o f  t h e  e t h a n e  a n d  a l l  h e a v i e r  h y d r o c a r b o n s  w e r e  r e m o v e d  a t  

F a i r b a n k s  t h e  t o t a l  d e l i v e r a b l e  e n e r g y  t h r o u g h  t h e  p r o j e c t  w o u l d  
b e  r e d u c e d  b y  2 0 %  t o  25%. T h i s  s u b s t a n t i a l  r e d u c t i o n  w o u l d  r e n d e r  

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

i n c r e a s e  i n  a b o u t  t h e  s a m e  p r o p o r t i o n ,  t h e r e b y  j e o p a r d i z i n g  t h e  

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

t h e  s u p p l y  t o  b e  m a d e  a v a i l a b l e .

6 /  T h e  i n c r e a s e  is a b o u t  f i v e  t o  e i g h t  t h o u s a n d  b a r r e l s  p e r  d a y  

a t  1 4 4 0  p s i g  a n d  e l e v e n  t h o u s a n d  b a r r e l s  p e i  d a y  a t  1 6 8 0  p s i g  

w h i c h  is l e s s  t h a n  5% o f  t h e  t o t a l  l i q u i d  v o l u m e s  i n  t h e  r a w  

g a s .



T h e  h y d r o c a r b o n  l i q u i d s  t h a t  w o u l d  b e  e x t r a c t e d  a t  F a i r b a n k s ,  

A l a s k a ,  a s  s u g g e s t e d  b y  E a r t h  R e s o u r c e s  C o m p a n y  o f  A l a s k a  w o u l d  
b e  a b o u t  1 6 8 , 0 0 0  b a r r e l s  p e r  d a y .  I n  c o n t r a s t ,  a w o r l d  s c a l e  e t h y l e n e  
p l a n t  p r o d u c i n g  a b o u t  o r e  b i l l i o n  p o u n d s  o f  et.iylene p e r  y e a r  
r e q u i r e s  l e s s  t h a n  3 0 , 0 0 0  b a r r e l s  p e r  d a y  o f  e t h a n e .  T h e r e f o r e ,  

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

w o u l d  b e  o v e r  1 3 8 , 0 0 0  b a r r e l s  p e r  d a y  ( l e s s  p l a n t  f u el) o f  e t h a n e  

a n d  o t h e r  h y d r o c a r b o n s  t o  t r a n s p o r t  t o  t i d e w a t e r  a n d  m a r k e t . ! /

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

o f  t h e  s t r e a m  t o  b e  s o l d  a s  l i q u i d s  b y  o t h e r  m e a n s  o u t  o f  t h e  S t a t e  

o f  A l a s k a .  T h e  m o s t  e f f i c i e n t  w a y  f o r  t h e  S t a t e  t o  r e c e i v e  t h e  h i g h e s t  
v a l u e  f o r  i t s  p r o d u c t  t h a t  is n o t  r e t a i n e d  f o r  u s e  i n  t h e  S t a t e  is 

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

P i p e l i n e  P r o j e c t .

T h e  P a r t n e r s h i p  r e c o m m e n d s  t h a t  t h e  s e l e c t i o n  o f  t h e  4 8 - i n c h ,

1 2 6 0  p s i g  s y s t e m  s h o u l d  n o t  b e  r e v i s e d  d u e  to h y d r o c a r b o n  l i q u i d  
c o n s i d e r a t i o n s  a n d  t h a t  n o  f u r t h e r  c o n s i d e r a t i o n  s h o u l d  b e  g i v e n  

t o  m o v i n g  t h e  l o c a t i o n  o f  t h e  c o n d i t i o n i n g  p l a n t  t o  F a i r b a n k s ,
A l a s k a .

V I

F i n a n c i n g  C o n s i d e r a t i o n s

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

t h i s  a p p l i c a t i o n  b u t  a l s o  t h e  r e s u l t i n g  e f f e c t  o n  p r o j e c t  f i n a n c a b i l -  
i t y .  T h e  P r e s i d e n t ' s  D e c i s i o n  r e q u i r e s  t h a t  t h e  A l a s k a  N a t u r a l  

G a s  T r a n s p o r t a t i o n  S y s t e m  b e  p r i v a t e l y  f i n a n c e d .  T h e  N a t u r a l  
G a s  P o l i c y  A c t  o f  1 9 7 8 ,  r e c e n t l y  p - s s e d  b y  C o n g r e s s ,  c o n t a i n s  
p r o v i s i o n s  w h i c h  w i l l  a s s i s t  i n  a c c o m p l i s h i n g  t h e  p r i v a t e  f i n a n c i n g  

o f  t h e  p r o j e c t .  O t h e r  m a t t e r s  r e m a i n  to b e  r e s o l v e d  i n c l u d i n g :

(1) i s s u e s  o f  a n  i n c e n t i v e  r a t e  o f  r e t u r n ,  a s  p r e s e n t l y  b e i n g  
a d d r e s s e d  i n  t h e  p r o c e e d i n g  in D o c k e t  N o .  R M 7 8 - 1 2 ;  (2) a p p r o v a l  o f  t h e  

c o s t  o f  s e r v i c e  t a r i f f ;  a n d  (3) t h e  f i n a n c i a l  p a r t i c i p a t i o n  o f  
e a c h  o f  t h e  p r o j e c t  b e n e f i c i a r i e s  i n c l u d i n g  t h e  p r o j e c t  s p o n s o r s ,  
t h e  S t a t e  o f  A l a s k a ,  m a j o r  e q u i p m e n t  s u p p l i e r s  a n d  t h e  p r o d u c e r s .  

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

to b e  u n d e r t a k e n  in t h e  i m m e d i a t e  f u t u r e .
»

$

7 /  B o t h  B o n n e r  & M o o r e  ( r e p o r t  d a t e d  J a n u a r y  23, 1 9 7 8 ,  p r e p a r e d  f o r  

t h e  S t a t e  o f  A l a s k a  o n  t h e  U t i l i z a t i o n  o f  R o y a l t y  G a s )  
a n d  E a r t h  R e s o u r c e s  h a v e  s t a t e d  t h a t  t h e  f e a s i b i l i t y  o f  a 
p e t r o c h e m i c a l  p l a n t  i s  o n l y  p o s s i b l e  if a l l  o f  t h e  h y d r o c a r b o n  

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

p e t r o c h e m i c a l  p l a n t  f e e d s t o c k .
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r e c o g n i z i n g  t h i s  f i n a n c i n g  c h a l l e n g e ,  t h e  P a r t n e r s h i p  b e l i e v e s  

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

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

d i f f i c u l t  f i n a n c i n g  t a s k .  T h e  r e d u c t i o n  o f  v o l u m e  i f  a l l  h y d r o ­
c a r b o n  l i q u i d s  a r e  e x t r a c t e d  w o u l d  a l s o  j e o p a r d i z e  p r o j e c t  f i n a n c i n g .  

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

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

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

h a s  b e e n  d e s c r i b e d  i n  t h e  l e t t e r  f r o m  M r .  M i c h a e l  S t a n f i e l d ,

V i c e  P r e s i d e n t  o f  L o e b ,  R h o a d e s ,  H o r n b l o w e r  & C o m p a n y  ( E x h i b i t  

Z - 6  a t t a c h e d  h e r e t o ) .

V I I

M e e t i n g s  W i t h  I n t e r e s t e d  P a r t i e s

T h e  o p e r a t i n g  p a r t n e r  o r  t h e  P a r t n e r s h i p  ( N o r t h w e s t  A l a s k a n  

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

i n  t h i s  d e c i s i o n .  M e e t i n g s  w e r e  h e l d  w i t h  r e p r e s e n t a t i v e s  o f  t h e  
S t a t e  o f  A l a s k a ,  A t l a n t i c  R i c h f i e l d  C o m p a n y  a n d  t h e  D e p a r t m e n t  
o f  T r a n s p o r t a t i o n .  T h e  i n f o r m a t i o n  a n d  c o n c l u s i o n s  d e s c r i b e d  

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

a r o s e  o r  n e w  i n f o r m a t i o n  w h i c h  a l t e r s  t h e  P a r t n e r s h i p ' s  c o n ­

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

V I I I

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

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

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

D a r r e l l  B. M a c K a y  
V i c e  P r e s i d e n t
N o r t h w e s t  A l a s k a n  P i p e l i n e  C o m p a n y  

1 8 0 1  K S t r e e t ,  N . W .

S u i t e  9 0 1
W a s h i n g t o n ,  D . C .  2 0 0 0 6

J a c k  D. B a c h m a n ,  E s q u i r e  

G e n e r a l  C o u n s e l
N o r t h w e s t  A l a s k a n  P i p e l i n e  C o m p a n y  

P. 0. B o x  1 5 2 6
S a l t  ^ a k e  C i t y ,  U t a h  8 4 1 1 0  *

R u s h  M o o d y ,  J r . ,  E s q u i r e  

A k i n ,  G u m p ,  H a u e r  & F e l d  
1 1 5 5  1 5 t h  S t r e e t ,  N . W .
W a s h i n g t o n ,  D . C .  2 0 0 0 5
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W H E R E F O R E ,  t h e  P a r t n e r s h i p  r e s p e c t f u l l y  r e q u e s t s  t h a t  t h e  

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

f o r  t h e  s y s t e m  s e l e c t e d  b y  t h e  P r e s i d e n t  f o r  a 4 8 - i n c h  p i p e l i n e  

w i t h  t h e  m a x i m u m  w o r k i n g  p r e s s u r e  o f  1 2 6 0  p s i g  p r o v i d i n g  a n  i n i t i a l  

sys’t e m  c a p a c i t y  o f  2 . 0  t o  2 . 4  B c f d  w i t h  e x p a n s i b i l i t y  b y  t h e  

a d d i t i o n  o f  i n t e r m e d i a t e  c o m p r e s s o r  s t a t i o n s  u p  t o  3 . 2  B c f d  f o r

t h e  A l a s k a n  s e g m e n t  o f  t h e  A l a s k a  H i g h w a y  P i p e l i n e  P r o j e c t .  T h e

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

u n c e r t a i n t y  s o  t h a t  t h e  P a r t n e r s h i p  m a y  p r o c e e d  w i t h  t h e  s t e p s  
n e c e s s a r y  t o  f i n a n c e  a n d  c o n s t r u c t  t h e  s y s t e m .  T h e  C o m m i s s i o n  

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

i n  i t s  c o m m e n t s  o n  t h e  P r e s i d e n t ' s  D e c i s i o n  w h e r e  i t  s t a t e d  t h a t :

"... E x p e d i t i o u s  r e s o l u t i o n  o f  t h e  p i p e  s e l e c t i o n

is o f  g r e a t  i m p o r t a n c e  t o  t h e  C o m m i s s i o n  b e c a u s e
f i n a l  c e r t i f i c a t i o n  c a n n o t  p r o c e e d  i n  i t s  a b s e n c e . "

(p. 64)

R e s p e c t f u l l y  s u b m i t t e d ,

.. . a w e - -  t -  Cf f .< x r .n c u '
D a r r e l l  B. M a c K a y  ’

A L A S K A N  N O R T H W E S T  N A T U R A L  G A S  
T R A N S P O R T A T I O N  C O M P A N Y ,  T H E  

P A R T N E R S H I P

N O R T H W E S T  A L A S K A N  P I P E L I N E  C O M P A N Y



V E R I F I C A T I O N

T , D A R R E L L  B. M a c K A Y ,  b e i n g  f i r s t  d u l y  s w o r n  o n  h i s  

O v t h ,  d e p o s e s  a n d  s a y s :

T h a t  h e  is V i c e  P r e s i d e n t  o f  N o r t h w e s t  A l a s k a n  P i p e l i n e  

C o m p a n y  a n d  is d u l y  a u t h o r i z e d  t o  m a k e  t h i s  a f f i d a v i t /  t h a t  

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

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

a n d  b e l i e f .

T H E  D I S T R I C T  O F  C O L U M B I A  §

S u b s c r i b e d  a n d  s w o r n  t o  b e f o r e  m e  t h i s  2 n d  d a y  o f  M a r c h ,  1 9 7 9 .

N o t a r y  P u b l i c

M y  C o m m i s s i o n  E x p i r e s :

BY C01 ISKOT W E B  JAN. 1.19M





ALASKAN NOR IHWEST NATURAL GAS TRANSPORTATION COMPANY

EXHIBIT Z-5 

TRANSPORTATION COST CURVES 

for 42" and 48" ALTERNATIVES

Coat of Service 
(i/100 M i.- 

MMBTU)

4 2” -  1680 ptig

48” -  1260 ptig

1975 Project Cost Estimate
S2.00/MMBTU Fuel Cost
731.4 Miles Chilled Pipeline
26,500 H.P. Gas Compressor Station (ISO)

1.5 1 0  25 3.0 3.5 4.0 4.5 5.0

Prudhoe Bay Supply (BCF/AVERAGE DAY)



Loeb Rhoades 
Homblower

Loet oaoes Horn&iowsr i Co 
60 Qroaa Sueet
N e w  YorK. NY 10004 (212) 785 7400

EXHIBIT Z-6

July 5, 1978

Mr. James W. Allen
Vice President - Finance
Northwest Alaskan Pipeline Company
Post Office Box 1526
Salt Lake City, Utah 84110

Dear Jim:

I would like to respond to your questions regarding the effect 
higher pressures might have on the financing of the Alaska Gas 
Project. As you know, throughout the proceedings we have felt 
that if sufficient conventionality is maintained, the Project 
could be financed on a project financing basis. This viewpoint 
has been premised on the Project obtaining the two basic f u n­
damentals of project financing - technical feasibility and 
economic viability.

I understand that various parties are suggesting that Alaskan 
Northwest should consider redesigning to a higher pressure 
(such as 1680 p s i ) . If the fundamental financing structure is 
changed so that ironclad guarantees from other parties are made 
available for the Project's debt, then such a redesign is p o s­
sible. However, if the Project is to be p r o j e c t -financed in a 
manner consistent with the P r e s i d e n t’s Decision and R e p o r t , a 
substantially different design scenario is highly unlikely to 
be accommodated by project financing. Let me explain why with 
references to the fundamentals discussed above.

’’Technical feasibility", in lenders' mir Is, may be paraphrased 
as "proven technology". Lenders loan m ^y at commercial b o r r o w­
ing rates not at entrepreneurial risk i.-es. Accordingly, they 
do not take technological risk. The following examples illustrate 
the technological step out associated with 1680 psi:

1. The commonly used operating pressures for gas transmission 
lines does not exceed about 1-00 psi worldwide,

2. A major project recently built in Iran was planned at higher 
pressures, but was redesigned and built at 1100 p s i . > I u n d e r­
stand that the lower design was used due to the fear of ductile 
fracture. Such risk is compounded in the Alaskan climate
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3. Currently no large diameter transmission lines operate at 
168C psi.

4. • Exxon and Shell are currently building a line in the North
Sea which will operate initially at 2160 psi; however, this 
line is a blow-down line (decreasing pressures without com­
pression) which operates above 0° C. and which was not 
project financed.

Additionally, the Canadian participants in the Alaska Gas Project 
have been profoundly opposed to higher pressures from the outset.
The burden of trying to convince lenders to the Alaska segment to 
assume a technological risk that the equity participants in Canada 
will not accept is not practical. Lenders will not step substan­
tially into untried technological territory in a project financing 
of this magnitude.

Let me now turn to the economics of the Project. Lenders and 
equity holders must view the Project on the basis of the currently 
proven reserves, not on the basis of projected reserves. A d d i­
tionally, the cost of service effect of additional capacity avail­
ability without additional throughput will endanger the economics 
of the Project. Lenders will recognize that the current design 
plan is consistent with both the FERC (at that time, FPC) and 
U.S.G.S. recommendations.

This Project currently is burdened with all too many unknowns and 
variables. To add the risk associated with possible excess capacity 
to the Project will further complicate financing.

Further, one must consider the equity holders' position. The equity 
holders are currently subject to a reduction in the return on the 
equity component of the capitalization in the event of service inter­
ruption or throughput declines. If the perceived fear of interrup­
tion is higher under the higher pressure case, then the chances of 
equity holders taking the same degree of risk at 1680 psi as at 
1260 psi is small. T.n other words, absent some sharing of risk by 
consumers and FERC, i question the enthusiasm equity partners will 
indicate towards investing in tne higher pressure system.

In conclusion, I would like 'to make a general comment. Over the 
life'of this Project, we have strived to imaginatively structure 
the financing to provide for private financing. However, lenders
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will only take a limited amount of risk, and we cannot expect 
the lending community to break from traditional rules to finance 
this Project. I urge you to strongly indicate our concern that 
a substantial technological jump cannot be achieved in the Proje t 
if private financing, as currently planned, is to be achieved.

rK »f ^  r f  ^

MICHAEL R. STANFIELD 
Vice President
LOEB RHOADES, HORNBLOWER 5 CO.



C E R T I F I C A T E  O F  S E R V I C E

I hereby certify that I have this day served the fore­
going document upon each person designated on the official 
service list compiled by the Secretary in this proceeding 
in accordance with the requirements of S 1.17 of the Rules 
of Practice and Procedure.

Dated at Washington, D.C. this 2nd day of March, 1979.

D a r r e l l  B. M a c K a y
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UNITED STATES OF AMERICA 
FEDERAL ENERGY REGULATORY COMMISSION

Alaskan Northwest Natural Gas )
Transportation Company  } Docket No. CP78-123, et al.
Pipeline Design and Capacity )

COMMENTS OF THE STATE OF ALASKA

The State of Alaska ("Alaska") offers the following limited 
comments on the Delegate's Report on pipeline size and operating 
pressure for the Alaska segment of the Alaska Natural Gas Trans­
portation System. Alask; adopts its comments filed April 5, 1979, 
as amplified and modified below.

Alaska recognizes, and appreciates, the Commission's concern 
for expeditious resolution of the issues surrounding the Northwest 
project. To a significant degree, Alaska shares the desire of 
the Commission for rapid decision making. For example, although 
Alaska had different views on the incentive rate of return than 
the Commission adopted, Alaska recognizes that the issues —  for 
the most part —  were matters of judgment and policy, ones that 
even if Alaska had had more time to comment, the final decisions 
were still within the Commission's discretion.

But in some areas quick and summary resolution is not com­
patible with either fairness or accuracy. Although a rulemaking 
proceeding can swiftly clear away non-contested areas, or resolve 
matters that will always be, in the last resort, subjects of the 
Commission's discretion, it simply cannot paper over serious 
questions of fact. When, during comments on rulemaking, a serious 
and substantial question of fact arises, the Commission cannot 
choose the assertions it wishes to believe. Not only will 
wishing not make it so, but also Commission policy and judgment 
will most probably not be realized in fact. One such question 
of fact arose during the comments on the C02 standard concerning 
lower-48 practices. The actual practice in the lower-48 not only 
affected the allocation of costs between the Project and the pro­
ducers, but also influences the Commission policy not to burden 
On lower-48 consumers with unnecessary costs.*/

*/ For example, to the extent that C02 is 'removed' from LNG 
storage in the lower-48, the removal at Prudhoe Bay is 
simply an extia cost that may be borne by lower-48 consumers.



One other factual problem which also is of the same nature 
has arisen in this proceeding, relating to liauids carriage and 
the location of the conditioning plant.

Alaska has consistently taken the position that one of its 
prime concerns, and a concern of significance to the Commission, 
is preserving the option of maximum liguids transportation. And, 
related to this is the primary concern of both the Commission ard 
Alaska that the entire system, both the conditioning plant ard 
the pipeline, be constructed in the most efficient and least 
expensive manner practicable.

Unfortunately, a maior component of the entire svstem's cost 
has not been adeouatelv considered bv the Commission. As a 
result, this Commission lacks complete information on not onlv u 
kev feature in the design of the entire svstem. but also a maior 
component of the financing cost of the entire oroiect. and of 
the oualitv of the oas and gas liouids that could be made available 
not onlv to Alaska but lower-48 consumers as well.

In addition, lack of detailed information has severely 
hampered Alaska in deciding whether, to what decree, and on 
what conditions it will actively support this Proiect. Alaska 
even has a problem in deciding what it could trade-off if such 
trade-offs became necessary, because of confusion in the record 
and elsewhere as to what is practically available to all parties.

For these reasons, and in light of the Delegate's comments 
in his report on liauids' questions, Alaska wishes to present 
here an outline of its understanding of the "facts" of liquids' 
transportation, and some of the questions it has, and asks the 
Commission or other parties to correct on the record any mis- 
impressions Alaska may be under.

Alaska understands that a 1260, 48", 1% C02 line could, as 
a practical matter, transport all the ethane, all the propane, 
and up to 25% (9,000 bbl/day) of the butane that could potentially 
be made available from Prudhoe Bay Unit.*/ Alaska also understands 
that raising the C02 content of the pipeline will not significantly 
increase the liquids' carriage of the line, except insofar as more 
mcf's overall are transported.

Vith regard to liquids, however, the question is whether 
the maximum amount of liquids will be made available at the inlet

V  Alaska understands that the chart attached as Exhibit B to 
our reply comments, which show a greater amount of butane 
being able to be transported, is, as a practical matter, 
impossible to obtain because some pentanes plus will remain 
with the sales gass, lowering the available capacity for other 
liquids.

- 2 -
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to the pipeline. This is primarily due to: (1) the need for
field and local fuel; (2) the need to supply TAPS with fuel; and 
(3) the process used to strip C02 from the raw gas.

The Parsons design plans to condition the gas in a t^o-stage
process. First, the gas will be chilled to -30°, which will drop 
out most of the butane, most of the pentane, about 60% of the 
propane, and very little of the ethane. The second stage is 
the removal of the C02. The process chosen by Parsons is the 
SELEXOL C02 removal process, which is a physical absorption 
system. One effect of this system is that 1/3 of the available 
ethane will be stripped along with the C02 and, to the extent
C02 is not put in the pipeline, that ethane is lost to downstream
use.

After stripping the C02, the conditioned gas has a 
severely reduced liquids' ratio: ethane is reduced from 6.48%
to 4.47% (with the remaining ethane mixed up with the C 0 2 ) ; 
pr«.~>ane is reduced from 3.48% to .08%, and butane is reduced 
from 1.66% to .03%.

At this point there are possible reblendings of the stripped 
pro; ane and butane back into the conditioned gas before it enters 
the pipeline. This does not apply, however, to the lost ethane, 
which follow the extracted C02.

Under the Parsons primary blending plan, 40 MMSCFD with a BTU
content of 858 will go to TAPS, 399.4 MMSCFD with a BTU content of
825 will go for field fuel, and 192 MMSCFD with a BTU content of 
475 will be used for local turbine fuel, and 56.7 MMSCFD with a 
BUT content of 212 will be used for local heater fuel. Except for 
TAPS fuel, the primary source of the field and local fuel will be
the C02/ethane stream, spiked as necessary with propane to reach
the higher BTU requirements as necessary. Butane apparently is 
unacceptable for spiking pruposes, primarily because of surging.

Because of the need to spike the C02/ethane stream to variously 
higher BTU contents, under half of the available propane will be 
injected into the sales gas stream. (24,270 bbl/day out of an 
available 52,350 bbl/day).

Although a rise to a 3% C02 level would increase the propane 
in the pipeline gas by about 15,000 bbl/day, the amount of ethane 
would stay about the same, and the amount of butane would decrease 
Jbecause more propane would take up the available s pace).

The major remaining problem is disposition of the butane.
Since butane will not be used for field or local fuel, the only 
remaining place for butane is: (1) pipeline gas, (2) TAPS; or
(3) reinjection. One problem with a 1260, 48" line is that even 
with the reduced amount of propane made available, at least 15%

-3-



of the butane cannot be placed in the gas pipeline. But in order 
for the butane to be transported through the TAPS line, the oil 
must be cooled substantially to meet the vapor pressure requirements 
of both the TAPS line and California. This requires field costs 
of approximately $60 million, along with additional costs in TAPS 
for the increased wax-buildup and other problems.

Therefore, it appears to Alaska that if present plans progress, 
the option of liquids’ transportation sufficient to make a petrochemi 
cal industry feasible even if the option were more attractive in the 
future than now is severely, if not fatally, hampered. The selection 
of a physical, rather than chemical, absorption process is one 
problem. A  chemical process could make available all the ethane, 
not just 66% 7 however, a chemical process, Alaska has been informed, 
requires 10-15% more fuel, is more expensive, and will have some 
adverse effects in meeting the field and local fuel problems.
Although the field is designed to take alternatives to the proposed 
fuel striam, even if, say, methane is used, the present C02 process 
would have to be completely changed to recover all the ethane.*/

Second, even if the conditioning plant could provide the line 
with all it could handle, most of the butane would be lost to the 
gas stream. Further, a substantial portion of butane is lost under 
any scenario for blending of the liquids.

Third, the location of iw conditioning plant is also an issue; 
the material to be submitted by Earth Resources (i . e ., the Litwin 
Study), indicates that substantial savings may be possible by locat­
ing the conditioning plant at: Fairbanks and building a higher 
pressure line from Prudhoe to Fairbanks. Although Alaska recognizes 
that there would be added coiits as well, and that it may be that 
when all problems are considered, including such things as field 
fuel, C02 disposal, the accuracy and applicability of the Litwin 
study, etc., a conditioning plant at Fairbanks is infeasible,
Alaska is not satisfied that the matter has even been addressed in 
any rigorous manner, although it hopes that it will be either 
here or ir. the environmental analysis to be conducted.

If there is to be any possibility that Alaska will participate 
in pipeline financing, the action must not only be economically 
attractive, but also politically and popularly attractive to 
the citizens of the state. One of the hopes of a major segment 
of the Alaska citizenry is the possibility of a major liquids '

*/ This is not to say that the Commission has jurisdiction over 
the plant but only to suggest a total system approach is 
lacking.



extraction and petrochemical facility in the Interior. In 
addition, although the present prevailing wisdom is that a 
petrochemical facility based upon the gas stream is economically 
infeasible, no one can predict the petrochemical future in the 
next 10 years, much less over the major portion of this pipe­
line's life.

Alaska believes that, where possible, the option of future 
liquids'transportation sufficient to support a petrochemical in­
dustry be kept open. Unfortunately, given both this Commission's 
present speed-up and the piecemeal resolution process, an overall 
resolution of all the competing problems if the present course 
continues is highly improbable.

Alaska would suggest that where problems like this arise, 
the Commission either hold hearings 011 particular factual matters 
where a factual conflict appears on the record; conduct an 
independent investigation to ascertain the correct answer; or 
devise some means of resolving the conflict rather than arbitrarily 
picking or choosing. Second, Alaska would also suggest that the 
Commission consider on the record matters which may not be directly 
before it in a narrow sense, since everyti.tg the Commission does 
impacts upon many other matters, such as financing and liquids, 
so that parties may have a complete understanding of where they 
stand and can make changes based both upon that understanding and 
upon an assurance that the Commission has considered their 
particular problems in some detail.

Finally, with regard to a final order on pressure and size, 
Alaska, without answers as to the relative expense of a condition­
ing plant at Fairbanks, the trade-offs of the costs of a higher 
pressure line, higher C02 content, alternative C02 removal systems, 
and other matters, cannot take an unconditional position. Neither, 
Alaska believes, can the Commission.

MORRISON 6 FOERSTER
1025 Connecticut Avenue, N. W.
Washington, D. C. 20036

A t t o r n e y  

f o r  t h e  
S t a t e  o f  A l a s k a



VERIFICATION

Robert H. Loeffler, being first duly sworn, deposes and 
says that he is an attorney for the State of Alaska, that he 
is authorized to execute, verify and file this document for, on 
behalf and in the name of said State; and, that he has examined 
the statements set forth herein and that the same are true and cor-

DISTRICT OF COLUMBIA: ss

SUBSCRIBED AND SWORN TO 
before me this 2nd day 
of July, 1979.

CERTIFICATE OF SERVICE

I hereby certify that I have this day served the 
foregoing document upon all parties included on the service 
list in this proceeding in accoi-ance with the requirements 
of Section 1.17 of the Rules of Practice and Procedure.

Dated at Washington, D. C. this 2nd day of July^ 1979.
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U N I T E D  S T A T E S  O F  A M E R I C A  

B E F O R E  T H E  

F E D E R A L  E N E R G Y  R E G U L A T O R Y  C O M M I S S I O N

A l a s k a n  N o r t h w e s t  N a t u r a l  G a s  ) D o c k e t  N o .  C P 7 8 - 1 2 3 ,  e t  al. 

T r a n s p o r t a t i o n  C o m p a n y  )

C O M M E N T S  O F  T H E  S T A T E  O F  A L A S K A  O N  T H E  

D E S I G N  S P E C I F I C A T I O N S  A N D  I N I T I A L  S Y S T E M  

C A P A C I T Y  O F  T H E  A L A S K A N  S E G M E N T  O F  T H E  

A L A S K A  H I G H W A Y  P I P E L I N E  P R O J E C T

T h e  S t a t e  o f  A l a s k a  ( " A l a s k a " )  o f f e r s  t h e  f o l l o w ­

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

G a s  T r a n s p o r t a t i o n  C o m p a n y  ( " t h e  P a r t n e r s h i p " )  f o r  a n  o r d e r  

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

t h e  A l a s k a  H i g h w a y  P i p e l i n e  P r o j e c t .  T h e  a p p l i c a t i o n ,  w h i c h  

w a s  p l a c e d  o n  p u b l i c  n o t i c e  M a r c h  16, 1 9 7 9 ,  s e e k s  a n  o r d e r  

e s t a b l i s h i n g  a m a x i m u m  w o r k i n g  p r e s s u r e  o f  1 2 6 0  p s i g  a n d  a 

s i z e  o f  4 8 - i n c h e s  f o r  t h e  A l a s k a n  s e g m e n t .

A s  b o t h  t h e  a p p l i c a t i o n  a n d  n o t i c e  o f  a p p l i c a t i o n  

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

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

g a s  l i q u i d s  f r o m  t h e  N o r t h  S l o p e .  T h i s  c o n c e r n  r e a c h e s  n e t  

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

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

s i z  ! a n d  p r e s s u r e  c o n s i d e r a t i o n s .  A n d ,  A l a s k a  h a s  a l w a y s  

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

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

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

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

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

w o u l d  f a v o r  t h e  u t i l i z a t i o n  o f  l i q u i d s  i n  A l a s k a .

A s  p a r t  o f  t h i s  e f f o r t ,  A l a s k a  r e q u e s t e d  o f  t h e  

P a r t n e r s h i p  c o n f i r m a t i o n  o f  t h e  s t a t e m e n t  i n  t h e  a p p l i c a t i o n  

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

p r o p a n e  t’'it  c o u l d  b e  a v a i l a b l e  i n  t h e  g a s  s t r e a m  f r o m  

P r u d h o e  B a y .  A  c o p y  o f  A l a s k a ' s  r e q u e s t  i s  E x h i b i t  "A" 

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

V i c e  P r e s i d e n t ,  R e g u l a t o r y ,  E n v i r o n m e n t a l  a n d  C i v i c  A f f a i r s .

A  c o p y  o f  t h e  r e s p o n s e  i s  E x h i b i t  "B" h e r e t o .  A l a s k a  r e q u e s t s
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t h a t  t h e  e x c h a n g e  o f  c o r r e s p o n d e n c e  b e  b r o u g h t  t o  t h e  

C o m m i s s i o n ’s a t t e n t i o n  w h e n  i t  a c t s  u p o n  t h e  a p p l i c a t i o n .

Alas).a h a s  r e v i e w e d  t h e  a p p l i c a t i o n  a n d  a s s o ­

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

a s  t o  t h e  s c o p e  o f  t h e  O r d e r  r e q u e s t e d  b y  t h e  p a r t n e r s h i p .

B a s e d  o n  t h e  r e p r e s e n t a t i o n s  o f  t h e  P a r t n e r s h i p  

s t a t e d  i n  E x h i b i t  " B , "  A l a s k a  i s  p r e s e n t l y  s a t i s f i e d  t h a t  

i t s  c o n c e r n s  w i t h  l i q u i d s '  c a r r i a g e  d o  n o t  c o n f l i c t  w i t h  

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

p r e s s u r e .  If, i n  t h e  f u t u r e ,  o t h e r  p r o f e s s i o n a l  d a t a  

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

w i t h  t h e  r e p r e s e n t a t i o n s  i n  E x h i b i t  B, A l a s k a  t h e n  w o u l d  

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

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

d o e s  n o t  s e e k  s u c h  a p r o c e d u r e  n o w  a n d  d o e s  n o t  e x p e c t  t o  

s e e k  o n e  i n  t h e  f u t u r e .

A l a s k a  a l s o  s h a . e s  w h a t  i t  b e l i e v e s  i s  t h e  

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

i n g  p l a n t  w i l l  b e  l o c a t e d  a t  P r u d h o e  B a y .  A l a s k a  b e l i e v e s  

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

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

r e l e a s e s  a n  E n v i r o n m e n t a l  I m p a c t  S t a t e m e n t  c o n c e r n i n g  t h e  

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

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

S c a t ,  .nent (or b o t h )  s h o u l d  e s t a b l i s h  t h a t  a p l a c e  o t h e r  

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

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

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

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

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

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

A l a s k a  a l s o  u n d e r s t a n d s  t h a t  t h e  m a t t e r  o f  a 

m i n i m u m  B t u  r e q u i r e m e n t  f o r  p i p e " i n e  q u a l i t y  g a s  w i l l  n o t  

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

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

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

1 /  T h e  A l a s k a  C a s  P i p e l i n e  O f f i c e  h a s  c o n d u c t e d  a n  i n f o r m a l  

i n q u i r y  o n  s i z e  a n d  p r e s s u r e  q u e s t i o n s .  A l a s k a ,  a m o n g  

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

f e r e n c e  t h a t  t h e  O f f i c e  c a l l e d  u p o n  t h e  s u b j o , t .  T h e  

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

S e p t e m b e r  27, 1 9 7 B .  A l a s k a  r e c o m m e n d s  t h a t  t h e  m a t e r i a l s  
a s s e m b l e d  in t h i s  i n q u i r y  b e  m a d e  a p a r t  o f  t h e  o f f i c i a l  
r e c o r d  o f  t h i s  p r o c e e d i n g .



F i n a l l y ,  A l a s k a  i s  c o n c e r n e d  w i t h  t h e  0 O 2 
s t a n d a r d  t o  b e  e s t a b l i s h e d  f o r  t r a n s p o r t a t i o n  o f  t h e  

N o r t h  S l o p e  g a s .  A l a s k a  a s s u m e s  t h a t  t h i s  m a t t e r  a l s o  

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

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

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

c e e d i n g  d e v o t e d  t o  t h i s  q u e s t i o n .  I n  i t s  r e p l y  c o m m e n t s  

i n  R M 7 9 - 1 9 ,  A l a s k a  h a s  u r g e d  a m o r e  l i b e r a l  C O 2 c a r r i a g e  

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

o f  t h e  p r o p e r  C O 2 s t a n d a r d .  A l a s k a  r e n e w s  t h i s  s u g g e s t i o n  

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

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

B a s e d  o n  t h e  s t a t e d  a s s u m p t i o n s  a s  t o  t h e  s c o p e  

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

t h e  P a r t n e r s h i p  f o r  a n  o r d e r  i t a b l i s h i n g  s i z e  a n d  p r e s s u r e . : ? /

I S H A M ,  L I N C O L N  & UEAblS 

S u i t e  7 0 1

1 0 5 0  S e v e n t e e n t h  S t r e e t ,  N . W .  

W a s h i n g t o n ,  D . C .  2 0 0 3 6

A t t o r n e y  

f o r  t h e  

S t a t e  o f  A l a s k a

A p r i l  5, 1 9 7 9

2 /  A l a s k a  r e s p e c t f u l l y  r e q u e s t s  t h a t  i t  b e  a d v i s e d  s h o u l d  

a n y  ol; t h o s e  a s s u m p t i o n s  b e  i n c o r r e c t  s o  t h a t  i t  m a y  

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



EXHIBIT "A"

I S H A M ,  L I N C O L N  &  B E A L E
C O U N S E LO R S  A T  L A W

l o s t  V Z T  S T R E E T ,  n .w .  S E V E N T H  FLOOR 
W A S H I N G T O N ,  l>. C . 1 0 0 3 8

T E L E P H O N E  S 0 2 - 0 3 S - 0 7 3 0

M a r c h  2 3 ,  1 9 7 9

D a r r e l l  B. M a c K a y  

V i c e  P r e s i d e n t

N o r t h w e s t  A l a s k a n  P i p e l i n e  C o m p a n y  

S u i t e  9 0 1

1 8 0 1  IC S t r e e t ,  N . W .

W i \ s h i n g t o n ,  D . C .  2 0 0 3 6

D e a r  D a r r e l l :

T h e  A p p l i c a t i o n  o f  A l a s k a n  N o r t h w e s t  N a t u r a l  G a s  

T r a n s p o r t a t i o n  C o m p a n y  f o r  a n  O r d e r  A p p r o v i n g  t h e  D e s i g n  

S p e c i f i c a t i o n s  a n d  I n i t i a l  S y s t e m  C a p a c i t y  o f  t h e  A l a s k a n  

S e g m e n t  o f  t h e  A l a s k a  H i g h w a y  P i p e l i n e  P r o j e c t  s t a t e s  t h a t  

t h e  1 2 6 0 ,  4 8 "  l i n e  c o u l d  c a r r y  a l l  t h e  e t h a n e  a n d  p r o p a n e ,  

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

t h e  P r u d h o e  B a y  G a s  S t r e a m ,  w h e t h e r  o r  n o t  t h e  c o n d i t i o n i n g  

p l a n t  m a d e  t h o s e  a m o u n t s  a v a i l a b l e .  A p p l i c a t i o n ,  9. A s  y o u  

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

F a i r b a n k s  i s  o f  v i t a l  c o n c e r n  t o  t h e  S t a t e .  A s s u m i n g  t h i s  

,to b e  t h e  c a s e ,  t h e n  m a n y  o f  t h e  S t a t e ' s  c o n c e r n s  a b o u t  t h e  

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

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

c o n d i t i o n i n g  p l a n t  w-.ll i n j e c t  i n t o  t h e  s a l e s  g a s  s t r e a m .

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

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

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

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

c o n c e r n  t o  t h e  S t a t e ,  w e  r e q u e s t  t h a t  y o u  m a k e  a v a i l a b l e  

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

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

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

S i n c e  t h e  m a t t e r  i s  **£ p u b l i c  c o n c e r n  t o  t h e  

S t a t e ,  w e  i n t e n d  t o  m a k e  b o t h  t h e  i n d e p e n d e n t  e v a l u a t i o n  

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

T h a n k  y o u  f o r  y o u r  c o n s i d e r a t i o n  i n  t h i s  m a t . o r .

S i n c e r e !

Ch ic a g o  o r n c c
O I 4 C  R « S T  N A T I O N *  ^LA*4A 

r O R i r - S E C O N D  f JO « ( 
C H IC A G O , II.L IN 0 1 !*  O O C O ’J  

T C L r . P H O l l E  a i i r - V G S -’/ G O O  

T C L E X :  2 - D 2 G C J

R H I./kc Attorney



NORTHW EST ALASKAN  P IPEL INE COMPANY

EXHIBIT "D" 981.2

1801 K  S lr e c t , N .W . 
V /d iM n jto n , D .C . 20036 

(2 0 2 ) '160-5850

M a r c h  27, 1 9 7 9  

R E C A  7 9 - 1 0 6 5

R o b e r t  H. L o e f f l e r ,  E s q .

I s h a m ,  L i n c o l n  6 B e a l e  

1 0 5 0  1 7 t h  S t r e e t ,  N . W .

S u i t e  7 0 1

W a s h i n g t o n ,  D . C .  2 0 0 3 6  

D e a r  B o b i

T h e  p u r p o s e  o f  t h i s  l e t t e r  i s  t o  r e s p o n d  t o  y o u r  r e q u e s t  

o f  M a r c h  2 3 ,  1 9 7 9 ,  f o r  a d d i t i o n a l  d o c u m e n t a t i o n  c o n c e r n i n g  t h e  

s t a t e m e n t  i n  t h e  A p p l i c a t i o n o f  A l a s k a n  N o r t h w e s t  N a t u r a l G a s  

T r a n (;p o r t a t l o n  C o m p a n y  f o r  a n  O r d e r  A p p r o v i n g t h e  D e s i g n 

S p e c i f i c a t i o n s  a n d  I n i t i a l  S y s t e m  C a p a c i t y  o f  t h e  A l a s k a n  

S e g m e n t  o f  t h e  A l a s k a  H i g h w a y  P i p e l i n e  P r o j e c t  t h a t

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

p o r t  a l l  o f  t h e  e t h a n e  a n d  p r o p a n e  t h a t  

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

P r u d h o e  B a y . "  (p. 9)

A t t a c h e d  a r e  t w o  e x h i b i t s  w h i c h  s h o w  t h e  b a s i s  f o r  t h i s  

c o n c l u s i o n .  E x h i b i t  I s u m m a r i z e s  t h e  v o l u m e  o f  l i q u i d s  w h i c h  

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

1 2 6 0  p s i g  w i t h o u t  r e g a r d  t o  t h e  c o n d i t i o n i n g  p l a n t  p r o c e s s .  

C o l u m n  (b) s h o w s  t h e  g a s  c o m p o s i t i o n  a t  t h e  p o i n t  i n  t h e  f i e l d  

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

f r o m  t h e  S e p t e m b e r ,  1 9 7 8  s t u d y  r e p o r t  " S a l e s  G a s  C o n d i t i o n i n g  

F a c i l i t i e s ,  P r u d h o e  B a y ,  A l a s k a "  b y  t h e  R a l p h  M .  P a r s o n s  

C o m p a n y .  C o l u m n  (c) s h o w s  t h e  b a r r e l s  p e r  d a y  o f  e t h a n e  a n d  

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

v o l u m e  o f  rav; g a s  o f  2 . 8  B c f  p e r  d a y .  T h o s e  c a l c u l a t i o n s  a r e  

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

v o l u m e  o f  2 . 8  B c f  p e r  d a y  i s  t h e  a p p r o x i m a t e  f i e l d  p r o d u c t i o n  

r e q u i r e d  t o  d e l i v e r  2 . 0  B c f  p e r  d a y  o f  c o n d i t i o n e d  g a s  i n  

a c c o r d a n c e  w i t h  t h e  O p e r a t i n g  P l a n  a p p r o v e d  b y  t h e  S t a t e  i n  

J u n e ,  1 9 7 7 .  C o l u m n  (d) s h o w s  t h e  q u a n t i t i e s  o f  l i q u i d s  t h a t  

w o u l d  h a - c  t.o b e  r e m o v e d  t o  a c c o m m o d a t e  t h e  h y d r o c a r b o n  dev; 

p o i n t  s p e c i f i c a t i o n s  o f  -10°F a t  1 0 0 0  p s i a  f o r  D i e  d e s i g n  

p r e s s u r e  o f  1 2 6 0  p s i g .  T h e  b a s i s  o f  t h e s e  c a l c u l a t i o n s  i s  

d e s c r i b e d  i n  c o n n e c t i o n  w i t h  E x h i b i t  II. I t  i s  i m p o r t a n t  t o

a  r iO H T H w i : s r  c o m p a n y



EXHIBIT "B"

R o b e r t  II. L o e f f l e r ,  E s q .  

M a r c h  2 7 ,  .1979 

P a g e  tv?o

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

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

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

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

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

f r o m  t h e  c o n c l u s i o n  t h a t  t h e  p i p e l i n e  s y s t e m  a t  1 2 6 0  p s i g  

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

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

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

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

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

E x h i b i t  I I  s h o w s  t h e  p h a s e  e n v e l o p e  f o r  a g a s  c o m p o s i t i o n  

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

t h e  l i q u i d s  s h o w n  i n  C o l u m n  (d) o f  E x h i b i t  I b u t  r e t a i n i n g  

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

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

b y  t h e  p r o c e s s  u t i l i z e d  t o  c o n d i t i o n  t h e  g a s .  F o r  e x a m p l e ,  

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

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

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

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

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

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

H o w e v e r ,  t h i s  i l l u s t r a t i o n  s t o w s  t h e  t h e o r e t i c a l  m a x i m u m  

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

t h e  p i p e l i n e .  I t  c a n  b e  s e e n  t h a t  t h i s  m i x t u r e  m e e t s  t h e  

r e q u i r e d  h y d r o c a r b o n  d e w  p o i n t  s p e c i f i c a t i o n  o f  -10°F, 1 0 0 0  

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

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

m i x t u r e  w a s  p r e v i o u s l y  s u b m i t t e d  b y  E X X O N  t o  F E R C  A p r i l  

3, 1 9 7 8  ( F i g u r e  2, C u r v e  2 o f  t h e  E X X O N  r e s p o n s e ) .

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

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

e n g i n e e r .  I w o u l d  l i k e  t o  r e i t e r a t e  a s  s t a t e d  I n  o u r  A p p l i c a t i o n  

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

p l a n t  a r e  e t h a n e  a n d  p r o p a n e  w e  a r e  n o t  i n h i b i t i n g  t h e  S t a t e ' s  

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


