












































Federal Power Commission (FPC), over the route of the Alaska
natural gas transportation system, all parties tacitly
assumed that the system ultimately chosen would be commercially
viable and serve strategic purposes (though those purposes
were defined differently by the competing applicants). The
President's September 1977 decision and Congressional
approval of that decision pointedly declined to face up to
whether the pipeline should go ahead as an essential national
project even if it could not be justified (or financed) on
the basis of straightforward business calculations. In
part, the Alcan system was chosen by the President and
approved by Congress because it was the only one of the
three proposals whose sponsors argued that they would not
need any sort of government financial assistance.

This expectation may or may not have been realistic two
years ago, when most energy experts in industry and govern-
ment believed that the shortage of natural gas in the United
States would continue to grow relentlessly, and that the
only practical alternatives to increasingly expensive and
insecure foreign oil would be Alaska gas, synthetic gas, and
equally expensive but insecure imported LNG. It was, at
worst, a widely shared expectation, given the assumptions

that prevailed at that time. In the last few months,
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ORIGINS OF THE CURRENT IMPASSE

Two and three years ago the notion that a transpor-
tation system for Alaska natural gas could meet conventional
market and cost-benefit tests was not terribly controver-
sial. But it was also generally believed that financing
such a system would require extraordinary measures to shift
construction and operating risks to consumers, the federal
government, or both. The two original applicants, Arctic
Gas and El1 Paso, held that in addition to rolled-in pricing,
the project would need an "all events full cost of service
tariff,"6 whereby consumers would pay all of the system's
costs whether gas could be delivered or not, and federal
loan guarantees.

While most of the private intervenors and governmental
witnesses before the FPC agreed that some such measures
would be necessary and acceptable, they did not agree on
which ones. Consumer advocates and some state utility
commissions vehemently opposed all-events tariffs, while
Treasury Department officials were worried about the pre-
cedent that governmental backstopping of the project would

establish. Treasury's concern is reflected in a July 1977

6. For a discussion of "all events" tariffs, see Tussing and Barlow,
Introduction (cited above), pp. I-100,. and Marketing (cited above),
pp. II-34-36. )
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Thus the project sponsors and the Administration

hooked Congress --- and themselves. Their failure to
address the financing question openly and realistically from
the beginning has sowed seeds of suspicion that could well
prove fatal to the project, or at least to its present
sponsors, when and if they finally decide to ask for federal
help. Moreover, the optimism of Northwest and the President
that loan guarantees or unconventional tariff designs would

not be needed has seemingly been turned into a Congressional

dogma that such assistance absolutely shall not be given.

The members of Congress who deliberated on and drafted
the Alaska Natural Gas Transportation Act were fearful that
something would be put over on them; later they were skeptical
of the President's finding and took great pains to state
their concerns and intentions. The report of the Senate
Energy Committee approving the Presidential decision is

worth quoting at length:

While the Committee has reservations
about the ability of the Alcan project
sponsors to secure the necessary pri-
vate financing, we are recommending
approval of the President's Decision

based upon the unqualified assertions
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not be tolerated by the Congress. [emphasis
added] 1t

Congressional spokesmen reiterated this attitude once
more in the Fall of 1978. The Conference Report accompanying

the Natural Gas Policy Act stated that the conferees:

. . . agreed [reluctantly, we must add]

to provide rolled-in pricing for natural
gas transported through the Alaska Natural
Gas Transportation System and for the cost
of transportation because they believed
that private financing of the pipeline
would not be available otherwise. Rolled-

in pricing is the only Federal subsidy, of

any type, direct or indirect, to be

provided for the pipeline. 12 [insertion

and emphasis added]

In short, the Alcan sponsors, in order to get their
project chosen, offered the FPC and the President the

optimistic financing forecasts they wanted to hear; the

11. U. S. Senate, Committee on Energy and Natural Resources, To Approve
the Presidential Decision on an Alaska Natural Gas Transportation System.
Washington: (October 1977) pp. 13.

12. U. S. House of Representatives, Conference Report to Accompany H.R.
5289. Washington: (October 10, 1978) pp. 103.
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President, in order to get his choice approved, told Con-
gress what it wanted to hear. Both parties may well have
been sincere (if naive) in their confidence about the basic
soundness of the project. Federal backstopping, they
seemed to believe, would be necessary (if at all) only to
deal with extraordinary catastrophic risks, and not with
uncertainty about the national "need" for high-cost supple-
mental gas. In any event, Northwest seemingly accepted an
obligation to exhaust all possible efforts to put the
project together without loan guarantees, price supports,
subsidies, or innovative tariff provisions, before any of
these measures could even be considered again. In our
judgment, however, this charade has now become a waste of
time, effort and money, and the longer it goes on the

more it will erode the sponsors' credibility and that of the
project concept itself.

The best and most powerful defense today against
charges of incompetence or deception would be for industry
and government spokesmen to acknowledge the changed energy
outlook, particularly the changed supply and demand outlook
for natural gas. Yet, this defense has been politically
unavailable to the Administration over the last year. To

acknowledge the change in outlook would have undercut the



case for the President's energy program, whose major pre-
mises were a coming world energy crunch, and particularly
the notion that the shortage of natural gas was the nation's
most acute energy problem.

Northwest was in no better position than the Administra-
tion to call attention to the end of the natural gas "crisis,"
both because of its close political and personal ties to the
wWhite House, and because its management believed that
pricing provisions in the President's legislation were
absolutely crucial to progress on the pipeline project.

Passage of the President's energy program did not set
the gasline sponsors and the Energy Department free to
address the problems of the pipeline project openly and
realistically, however. The fact that they had oversold the
energy legislation to Congress as an answer to those problems
became another compelling reason for reticence. The new
natural gas law would not in fact have been enacted without
the votes of a substantial number of members who supported
it because -- and only because -- they thought that the
legislation would clear the way for gas sales contracts and,
ultimately, for the financing and construction of the Alaska
gasline.

The theory was that a Congressionally determined well-
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(3) Both the present project sponsors (really
only Northwest since the others joined the partner-
ship after Northwest had made promises to the Presi-
dent and Congress) and the current federal administra-
tion stand to lose not only face but much more if and
when the above'points are acknowledged. Northwest may
be charged by Congress with deliberate deception, and
is a handy scapegoat for demands that the sponsorship
be moved into other hands. Likewise, the Carter Admini-
stration could come under similar Congressional attack,
while the federal government as a whole stands to set
what it considers a dangerous precedent if it does
acquiesce to substantial government or consumer risk-
bearing. Hence, there is a tremendous incentive for
both the current sponsor and the administration to
avoid confronting the issue, waiting perhaps for divine
intervention. Added to this is the fact that neither
party is really in a position to set the other one up
as the maligning force and then prompt a showdown;
President . Carter and the chairman of the principal
sponsor (John McMillian) owe each other profound poli-
tical debts. In effect, - both parties are in a box:
they can each jockey for position within that box (as
they are doing now) but they cannot step outside its
bounds.

What does all ‘this mean for the State of Alaska? On

the surface it looks as if the State can avoid for at least

another year confronting the difficult policy gquestions:

(1) does the State want to contribute risk capital to assist

the project? and (2) what should be done about the royalty

After all, until the fundamental risks are explicitly
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nonetheless vital for the State to take some action to protect
its interests and to stake out bargaining positions. The
driving force to take some action can be either concern that
the State might be stuck with the blame of project failure,
or recognition of a need to at least keep up with the other
parties in asserting its interests and reacting to their
proposals.

This description corresponds most closely to the posture
that both legislative and executive branches have taken in
the past year. The executive has consistently filed testimony
on proposed FERC rulemakings. The IROR rulemaking is most
notable, but pipeline desigh was another topic that prompted
State reaction. Likewise, the executive and legislature did
take action in response to‘federal and sponsor pressure last
spring urging the State to issue $1 billion of tax-exempt
revenue bonds to be used as pipeline debt capital, and $500
million of State equity in the form of preferred shares. When
the legislature satisfied itself that it faced no serious risks
in doing the former, a bill setting up a process to issue
such bonds was passed (SB 603), but even then final approval
was deferred. Further, about a dozen specific conditions were
attached to the bill and it, in effect, became a vehicle for

staking out territory and putting the State's interests on
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prohibit the'Cénadian government from taking on many (if any)
risks. The U. S. executive branch has already demonstrated
a tremendous insensitivity to these considerations.

The authors wish to make no judgment here whether the
State could adtually.function in this manner, nor are we
confident that it would be successful. The present impasse
is highly complicated by conflicts of interests, both real
and imaginary, and seemingly insurmountable psychological
hurdles. Overall, the impasse is characferized more by
nuance than forthright and absolute certainties. Indeed, we
are not convinced that the State or any other earthly force
can plow through it all and sow the seeds that will lead to
ultimate resolution of all the critical problems.

Even if the State could do it, the "State" is not a
monolithic force. Negotiations could only be handled by the
executive, but all major results would need to survive legis-
lative scrutiny as well. How much credibility would the State
have in dealing in this fashion? Would the legislature be
willing to grant the necessary leash and provide enough support

to give the executive sufficient clout in its dealings?

* % * % %
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