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ALASKA NATURAL GAS TRANSPORTATION 
SYSTEM 

WEDNESDAY, OCTOBER 21, 1981 

HousE oF REPRESENTATIVES, SuBcOMMITTEE ON FosSIL 
AND SYNTHETIC FUELS, COMMITTEE ON ENERGY AND 
CoMMERcE; AND SuBcoMMITTEE ON ENERGY AND THE 
ENviRONMENT, CoMMITTEE ON INTERIOR AND INsuLAR 
AFFAIRS, 

Washington, D.C. 
The subcommittees met, pursuant to notice, at 1:30 p.m., in room 

2123, Rayburn House Office Building, Hon. Morris K. Udall (chair­
man, Subcommittee on Energy and the Environment) and Hon. 
Philip R. Sharp (chairman, Subcommittee on Fossil and Synthetic 
Fuels) presiding. 

Mr. UDALL. This hearing will be in session. 
Today we begin a series of hearings jointly sponsored by the Sub­

committee on Energy and the Environment of the Committee on 
Interior and Insular Affairs, and the Subcommittee on Fossil and 
Synthetic Fuels of the Committee on Energy and Commerce on 
issues related to the Alaskan Natural Gas Transportation Act. We 
have been requested by the President to consider waivers of law 
proposed to assure that the central intent of the Alaskan Natural 
Gas Transportation Act is carried out. The President's proposal has 
been introduced consistent with the act as House Joint Resolution 
341 and will be accorded the special attention by the committees of 
jurisdiction to which it is entitled under the act. 

The intent of Congress in passing that act in 1976 was to assure 
that the valuable reserves and enormous potential in gas resources 
of Alaska's North Slope be made available here in the lower 48 
States. That act forced a national decision on the pipeline transpor­
tation system in a manner that would provide for the distribution 
of the gas resources, protect the environment and assure that the 
Federal permitting and oversight functions worked smoothly. The 
act also provides for the wavier of Federal laws if required for the 
project to go forward. The act's system for expedited consideration 
of such waivers is the procedure we are implementing today. 

Through the waivers before us the President is asking Congress 
to provide pipeline sponsors assistance in their effort to procure 
debt financing for the project on the international lending market. 
As we will hear them explain for us today, the sponsors were 
unable to find backers for more than $18 billion in additional loans 
needed for completion of the Alaskan and Canadian segments of 
the project. At a total cost of $35 billion, the project easily outstrips 

(1) 
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the available financing for a single project available in any single 
country. In order to persuade a sufficient quantity of lenders to 
back the project up, the project's sponsors are asking us for three 
major protections. 

First, some participation in project risk sharing would shift from 
the private sector to American gas consumers. Under what is 
known as the prebilling waiver, consumers here would be expected 
to pay the lenders and the Canadian participants back for complet­
ed pipeline segments if the entire line were not complete. Although 
the risks to consumers may be acceptably small relative to the po­
tential benefit of the resource, this proposal represents a major 
change in the premise under which the project was selected and 
authorized for special treatment under the act. The proposal could 
result in savings for consumers in gas prices down the road, but 
only if the price of the gas continues to be subject to Federal con­
trol. 

Second, the waivers would provide an unusual Federal guarantee 
that consumers will pay the full cost of the gas and a return on 
equity for investors in the project and for gas shippers, without 
appeal as to the appropriateness of the charge in light of any 
future economic situation. 

The President's package also includes a provision allowing gas 
producers to buy equity participation in the pipeline project. Al­
though such participation does not necessarily violate our existing 
antitrust laws, it was prohibited by the decision authorizing the 
pipeline under the Alaskan Natural Gas Transportation Act. As 
drafted, the proposed waiver attempts to assure that participation 
by gas producers will not result in limitations of access to the pipe­
line, or other anticompetitive practices. 

The major proposals and the related waivers sent to us for con­
sideration are said by the project sponsors to be a necessary, but 
perhaps not a sufficient, condition for the financing of the Alaskan 
gas pipeline project. 

We are going to have to evaluate the proposal in terms of its 
fairness to the American consumer and make a determination 
whether the pipeline project continues under these conditions to be 
timely and worthy of special Federal intervention. 

I personally feel that the commitment we have made thus far to 
this project, and the promise of the Alaskan resources, will weigh 
heavily in my decision. 

[The text of H.J. Res. 341 follows:] 
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97TH CONGRESS H J RES 341 1ST SESSION 
ID 8 E1 

Providing for a waiver of law pursuant to the Alaska Natural Gas Transportation 
Act. 

IN THE HOUSE OF REPRESENTATIVES 

OCTOBER lfJ, 1981 

Mr. UDALL (for himself and Mr. DINGELL) (by request) introduced the following 
joint resolution; which was referred jointly to the Committees on Energy and 
Commerce and Interior and Insular Affairs 

JOINT RESOLUTION 
Providing for a waiver of law pursuant to the Alaska Natural 

Gas Transportation Act. 

1 Resolved by the Senate and House of Representatives 

2 of the United States of America in Congress assembled, 

3 That the House of Representatives . and Senate approve the 

4 waiver of the provision of law (Public Law 95-158, Public 

5 Law numbered 688, Seventy-fifth Congress, second session, 

6 and Public Law 94-163) as proposed by the President, sub-

7 mitted to the Congress on October 15, 1981. 
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Mr. UDALL. I recognize the gentleman from Indiana, Mr. Sharp, 
chairman of the commerce subcommittee here today. 

Mr. SHARP. Thank you, Mr. Chairman. 
I am delighted to be here with you at this hearing and would ask 

unanimous consent that my lengthy opening remarks be made a 
part of the record. 

Mr. UDALL. Without objection, so ordered. 
Mr. SHARP. I would like to indicate that I think we are here to 

seek answers to some basic questions which will help me, and I 
trust others on the committee, to determine what course we will 
take on the resolution before us. 

The basic question, of course, is whether the Alaskan natural gas 
pipeline continues to be a project so critical to the United States 
that it warrants the extraordinary treatment that the waiver pro­
posal would provide for it, in addition to the special attention we 
have already given it under present law. 

There are a number of other questions that I think we will be 
seeking answers to. 

First, does the kind of ratepayer back financing contemplated by 
the waiver proposal truly qualify as so-called private financing, 
which has always been promised for this project and has always 
been seen as the market test of the worth of this project? 

Second, should considerations of the domestic source, secure 
supply or cleanliness of Alaskan gas of£-,et any economic risks or 
drawbacks we have received? 

Third, what is the risk of project failure and why must that risk 
be assumed by the customers of natural gas pipelines and compa­
nies which would receive benefit from the project? 

Fourth, what are our outstanding commitments to Canada, and 
must we adopt the waiver proposal in order to live up to those com­
mitments? 

Fifth, is the project still an economically sound venture? 
Sixth, are the special regulatory protections requested in the pro­

posal truly necessary? 
Finally, how will this project and its delivered gas relate to a 

natural gas market that could be partially or totally deregulated 
before the Alaskan pipeline is complete? 

Mr. Chairman, I am delighted to join with you in what I think 
will be a very intense set of hearings. I have always considered the 
project very important and have supported past legislation that we 
had hoped would bring about this project. 

I am willing to give it the benefit of the doubt to the point that I 
think we get solid answers to these kinds of questions. 

Thank you very much, Mr. Chairman. 
[Mr. Sharp's prepared statement follows:] 

STATEMENT OF HoN. PHIUP R. SHARP 

This afternoon we begin a series of hearings on President Reagan's proposal to 
waive several provisions of law for the benefit of the Alaska Natural Gas Transpor­
tation System. This is the latest, and hopefully last, Congressional involvement with 
a project that was declared to be critical to the national interest before it was even 
selected. The waiver proposal will provide a new test of the national interest in 
having pipeline access to Alaska natural gas resources for the contiguous United 
States. 



5 

The waiver proposal the President has sent us, now incorporated in a Joint Reso­
lution introduced by Chairmen Dingell and Udall, must be dealt with by Congress 
within 60 calendar days of continuous session, starting the day after it was received, 
and excluding recesses of three days or more. We have until December 19th, by the 
Committee staffs calculation, if Congress remains in session that long. The Commit­
tees to which the resolution is referred have thirty calendar days, or until Novem­
ber 19th, after the referral, during which to consider the merits of the proposal and 
vote upon it. After the thirty-day period has run, the Committees may report the 
resolution and are subject to a highly privileged discharge motion on the floor. 
Hence our intent is to complete our review of the waiver proposal and consider it at 
the Subcommittee and Full Committee level within this short period of time. 

The basic question we face is whether the Alaska natural gas pipeline continues 
to be a project so critical to the United States that it warrants the extraordinary 
treatment that the waiver proposal would provide for it, in addition to the special 

•attention and regulatory fast track it has already been assured by law. 
There are a number of other questions to which we must have answers before we 

decide the fate of this waiver proposal: 
Does the kind of ratepayer-backed financing contemplated by the waiver proposal 

truly qualify as the "private financing" which has always been promised for this 
project and which has always been seen as a market test of its worth? 

Should considerations of the domestic source, secure supply, or environmental 
cleanliness of Alaskan gas offset any economic drawbacks? 

What is the risk of project failure, and why must that risk be assumed by the 
customers of the companies involved in the project? 

What are our outstanding commitments to Canada and must we adopt the waiver 
proposal in order to live up to them? 

Is the project still an economically sound venture? 
Are the special regulatory protections requested in the waiver proposal necessary? 
How will this project and its delivered gas relate to a natural gas market that will 

probably be partially or totally deregulated before the Alaska gas pipeline is com­
plete? 

There was a time we hoped that the waiver requests could be modified to reduce 
the problems implicit in them, and much progress was made to do so, although not 
as much as I think might have been. Nonetheless, the proposal before us is not sub­
ject to amendment, and the process of attempting to improve the waivers and in­
crease their acceptability is over. We must now begin the separate process of taking 
the waiver proposal as it stands, not as it was originally proposed by the sponsors or 
as it might have been, and deciding whether or not it should be passed. 

Like many in Congress, I have favored this project and voted for the laws and 
resolutions supporting it since its inception. I would not, however, support this proj­
ect at any cost or regardless of changed circumstances and consequences. No 
Member of Congress could justifiably pledge that kind of blind support. My first in­
stinct is to continue believing in a real need to make Alaskan gas available. I would 
even accept some level of governmental favoritism, consumer cost and risk-bearing. 
However, there is a line I will not cross with this project or any project. How close 
the waiver proposal takes the Alaskan gas project to that line is the question I hope 
these hearings will answer for me and the other Members of the two Subcommit­
tees. 

Mr. UDALL. The distinguished ranking minority member, the 
gentleman from Ohio. 

Mr. BROWN. Mr. Chairman, I would like to thank both you and 
Mr. Sharp for convening this hearing on the proposed waiver of the 
law for the Alaskan natural gas pipeline. 

On October 15 the President transmitted waiver of the law cover­
ing the financing regulation of the Alaskan natural gas pipeline, as 
requested by the sponsors of the project in order to enhance their 
opportunities for obtaining financing for the project. The waiver 
has now been introduced as a joint resolution by Mr. Dingell and 
Mr. Udall. 

We have difficult issues and difficult decisions before us. We 
must reconcile them within a short period of time; in effect, 30 
days. 
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On September 22, 1977 President Carter released his decision ap­
proving the then called Alcan highway route, submitted his deci­
sion, along with the report, to the Congress detailing regulatory 
policy of the pipeline. 

Four important conditions, among others, were contained in 
President Carter's decision: 

One, the project must be privately financed; 
Two, consumers could not be billed until the entire project was 

completed and commissioned; 
Three, the oil companies which owned the gas at Prudhoe could 

act as lenders but could not participate as equity partners in the 
pipeline consortium; and 

Four, the gas conditioning plant necessary to prepare the gas to 
be pipeline quality would be financed and constructed at the ex­
pense of the oil companies and not as a part of the pipeline, al­
though a charge for this service could be passed on to consumers. 

In testimony at the hearings before the same two committees, 
the sponsoring pipeline consortium accepted these conditions, if 
you will, the quid pro quo for the consortium being granted the 
sole license to operate the transmission system. 

The chairman of the pipeline consortium, Mr. John McMillian, 
with us again today, told us on September 22, 1977, with regard to 
the most important issue of financeability, and I quote: 

The President's decision requires the Alcan project to be privately financed in its 
entirety. The United States and Canadian Governments will not be called upon for 
financial guarantees. Nor will the consumer have to bear the hypothetical burden of 
the noncompletion of the project. Instead, other primary beneficiaries of the project 
will be called upon to provide the necessary financial backing. We believe that 
Alcan can obtain the necessary project financing from Canadian and United States 
sources. 

This pipeline will have a reserve life of at least 25 years, which is greater than 
any other pipeline in this country. With these large, proven volumes, the managabi­
lity of the technological and engineering requirements of our project and the great 
need for the energy supplies, there is little doubt that the pipeline will be success­
fully financed and built. 

I have had copies of the complete statement made and distribut­
ed and ask that one be made part of our record today. 

Mr. UDALL. Without objection, so ordered. [Seep. 8.] 
Mr. BROWN. Following our series of hearings in 1977 on the 

President's decision granting the consortium the sole license and 
imposing certain conditions, the Congress ratified President Cart­
er's decision. 

So, as of November 1977 this consortium of various pipeline com­
panies has had, again, if you will, the license to operate the line. 

Now, many things have happened between 1977 and 1981. The 
sponsors have been by all accounts most diligent in pursuing pri­
vate financing for the project. But to date they have been unable to 
obtain financing. 

We hope to learn the reasons why financing has not been forth­
coming through these hearings and, accordingly, why the waiver of 
all four of the conditions imposed by President Carter and the Con­
gress are considered to be necessary. 

It is, however, not yet clear that private financing will be forth­
coming, even with the approval of the waiver of law. Again, we 
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hope this series of hearings will help us assess the prospects for 
such private financing of the project. 

Mr. Chairman, I join you in welcoming the Secretary of Energy 
and the chairman of the Alaskan Northwest Transportation Co., 
and our colleague, Don Young, and others who will testify today on 
this issue, and hope that the hearings will be illuminating. 

Mr. UDALL. I thank the gentleman. 
Mr. BROWN. I would ask unanimous consent that a longer state-

ment of somewhat more detail be included in the record. 
Mr. UDALL. Without objection, so ordered. 
[Testimony resumes on p. 43.] 
[Mr. Brown's prepared statement and attachments follow:] 
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REMARKS OF THE HON. CLARENCE J. BROWN 

BEFORE.THE SUBCOMMITTEE ON FOSSIL AND SYNTHETIC FUELS 

October 21, 1981 

Proposed Walver of Law for the Alaskan Natural Gas 
Transportation System 

Mr. Chairman, I waul d 1 ike to thank both Mr. Sharp and 

Mr. Udall for convening this hearing on the proposed waiver 

of law for the Alaskan Natural Gas Pipeline. 

On October 15, the President transmitted the waiver of 

law covering the financing and regulation of the Alaskan Natural 

Gas Pipeline as requested by the sponsors of the project in 

order to enhance their opportunities for obtaining financing 

for the project. 

The law, in this case, which the proposed waiver 

would alter, is controlled by an Act of Congress the 

Alaskan Natural Gas Transmission Act of 1978-- and by a 

Presidential Decision of 1977 made by President Carter pursuant 

to that Act. As provided in Section 8(g) of the Act, only 

the President can propose changes in the law and only if 

he finds them necessary to "permit expeditious construction 

and initial operation" of the pipeline. President Reagan has 

made that finding and accordingly has transmitted the waiver 

to the Congress for our consideration. 

Unless both Houses of Congress approve the waiver of 

law by joint resolution within 60 calendar days, excluding 

adjournments of more than 3 days, then the waiver of law cannot 
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become effective. An expeditious procedure is created for 

our cons~deration in Committee -- we have but 30 days within 

which to report to the full House or become subject to a highly 

privileged motion to discharge. 

In other words we have difficult issues and difficult 

decisions before us, and we must reconcile them within a short 

period of time. 

Mr. Chairman, if I may, perhaps I could share with my 

colleagues the history of the waiver of law now before us. 

The 26 trillion cubic feet of natrual gas at Prudhoe 

Bay were discovered in 1968, but it was not until the mid-1970's 

that the economics of transporting the gas to the lower 48 

States seemed good enough to propose pipeline routes to the 

Federal Power Commission, now the Federal Energy Regulatory 

Commission. 

The FPC, however, was deadlocked and unable to determine 

one route over another, and so in 1976 in the Alaskan Natural 

Gas Transportation Act the Congress withdrew the authority 

to reach a final decision from the FPC and granted the sole 

authority to select the pr eject sponsor to the President. The 

Act established basic regulatory framework and required a 

Presidential decision which would become effective upon 

Congressional approval. 
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On September 22, 1977, Pfesident Ca~ter released his 

decision approving the then-called Alcan Highway Route; submitted 

his decision along with a report to the Congress detailing 

regulatory policy of the pipeline. 

Four important conditions were contained in President 

Carter's Decision: 

1. The project must be privately financed; 

2. Consumers could not be billed until the entire 

project was complete and commissioned; 

3. The oil companies which own the gas at Prudhoe 

could act as lenders but could not participate as 

eq u i ty partners i n the p i p e 1 i n e consortium; and 

4. The gas conditioning plant nesessary to prepare the 

gas to be pipline qu-ality wou.ld be financed and 

constructed at the expense of the oil companies, 

and not as part of the pipeline, although a charge 

for this service could be passed on to consumers. 

In testimony at hearings before these two Committees, 

the sponsoring pipeline consortium accepted these conditions as, 

if you will, the quid-pro-quo for the consortium bet ng granted 

the sole license to operate the transmission system. 

The Chairman of the pipeline consortium, Mr. John 

McMillian-- with us again today-- told us on September 22, 1977, 

with regard to the·most-important issue of financability: 



11 

"The President's decision requires the Alcan project 

to be privately financed in its entirety. The United 

States and Canadian governments will not be called upon 

for financial guarantees. Nor will the consumer have 

to bear the hy pot he t i c a 1 bur de n of the non- c om p 1 e t i on 

of the project. Instead, other primary beneficiaries 

of the project will be called upon to provide the 

necessary financial backing. We believe that Alcan can 

obtain the necessary project financing from Canadian 

and United States sources. This pipeline will have 

a reserve life of at least 25 years which is greater 

than any other pipeline in this country. With these 

large proven volumes, the managabil tty of the technological 

and engineering requirements of ·our project and the 

great need for the energy supplies, there is little 

doubt that the pipeline will be successfully financed 

and built. • 

I have had copies of the-complete statement made and 

distributed and ask that one be made part of our record 

today. 

Following our series of hearings in 1977 on the 

President's Decision granting this consortium the sole 

license and imposing certain conditions, the Congress ratified 

President Carter's decision. So as of November 1977, this 

consortium of various pipeline companies has had the "license" 

to operate the line. 

93-367 0-82-2 
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Now, many things can and have happened between 1977 

and 1981. 

The sponsors have been, by all accounts, most diligent 

in pursuing private financing for the project. But, to date, 

they have been unable to obtain financing. We hope to learn the 

reasons why financing has not been forthcoming through these 

hearings, and accordingly, why the waiver of all four of the 

conditions imposed by President Carter and the Congress are 

considered necessary. 

It is not yet clear that private financing will be 

forthcoming even with the approval of the waiver of law. We 

hope to understand the prospects better. 

The waiver of law has had a history of its own. When 

President Reagan received the original •proposed waiver from 

the sponsors, he asked Secretary Watt to convene an interagency 

working group. Secretary Watt, in turn, also established an 

ad hoc Congressional "consulting" group, consisting of the 

Chairmen and Ranking Minority Members of the Senate Committee 

on Energy and Natural Resources, the House Committees on 

Energy and Commerce and on Interior and Insular Affairs, plus 

the Alaskan delegation of Senators Stevens and Murkowski and 

Congressman Young. Congressmen Broyhill and myself were 

among those included. 

For several weeks the respective Committee staffs 

met to discuss the waiver requests. Drafts of substitutes were 
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proposed, but no resolution of the major issues was made. 

In meetings of the Congressmen and Senators, the basic 

issues involving how much should the original quid-pro-quo 

be changed -- were again discussed, but these meetings also 

proved fruitless. 

On July 22, the six Congressmen wrote to our Senate 

col leagues to state that further negotiations were necessary 

to produce an acceptable resolution. No response was received. 

On July 24, the Senators wrote the President stating 

their conviction that no further progress could be made "on 

the Hill", and urged the President to agree to an attached 

revision of waiver requests drafted by the Senators, in 

negotiations with the sponsors. 

Again on Septmeber 14, the Senators wrote the President 

urging him to consider their earlier letter with a favorable 

and prompt response. 

On September 23, Congressmen Dingell, Sharp, and Udall 

sent their letter to the President stating that only the President 

can begin the process of formally reviewing the waivers, urging 

the President to act, but making no commitments of support. 

Also on September 23, Congressman Broyhill and myself 

wrote to the President our concern that the sponsor requests 

were unacceptable, at least with regard to the issue of billing 

consumers prior to and whether or not the project is ever completed. 
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Mr. Chairman, copies of all this correspondence should 

be made a part of our record today. 

And as we _know, President Reagan transmitted the waiver 

of law-- essentially as drafted by our Senate colleagues-­

to Congress on October 15. 

Mr. Chairman, my apologies for a lengthy statement-­

but then again it has been a long process that has brought us 

here today. 

I join you in welcoming the Secretary of Energy and 

the Chairman of the Alaska Northwest Pipeline Company. 

-
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TESTIHONY OF JOHN G. MCMILLIAN 
C!iAIRMAN AND CHIEF EXECUTIVE. OFFICER OF 
. ALCAN PIPELINE COMPANY BEFORE THE . 

SUBCOMMITTEE ON PUBLIC LANDS AND INDIAN AFFAIRS 
OF THE HOUSE COMMITTEE ON INTERIOR AND INSULAR AFFAIRS 

AND THE ·SUBCOMMITTEE ON ENERGY AND POWER OF THE . 
HOUSE COMMITTEE ON INTERSTATE AND FOREIGN COMMERCE.::. 

SEPTEMBER 22, 1977 

Mr. Chairmen: 

I am John G. McMillian, Chairman and Chief Executiv~ 

officer of Aican Pipeline Coropany. With me today are the 

chief executive officers of three of the Canadian companies who 

will be our partners in the construction and operation of· 

the Alcan project: Kelly Gibson of Foothills (Yukon) Pipe-. 

line Limdted, s. Robert Blair of Alberta Gas Trunk Line 

Limited, and Edwin Phillips of Westcoast Transmission Company 

Limited. 

We are very pleased to appear here today to support 

the President's decision selecting Alcan as the system for 

transporting natural gas from Alaska's North Slope to the 

lower 48 states. The Alaska Natural Gas Transportation Act 

of 1976, which both of your Subcommittees considered last 

year established a carefully structured selection procedure. 

The mandated process resulted in one of the most extensive 

and detailed inqu~ries that ever preceded a major decision, 

and clearly led, we think, to the right decision. 

The correctness of the President's selection is 

evidenced by the findings of the federal agencies which 
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studied the issue ~s well as by the strong support for Alcan 

from concerned and informed groups such as shippers, environ­

mentalists, ~d state regulatory agencies. All of these 

agencies and groups have concluded that our overland pipeline 

system across Canada was preferable to a liquefied natural 

gas system and that an LNG system should only be selected if 

no acceptable ~verland transit was obtainable-from Canada. 

The all ar0und superiority of an overland pipeline to a pipe­

line/tanker system was well established in the lengthy hearing 

process with compelling proof that a complex multi-mode LNG 

system would be significantly less efficient, utilize techno­

logy untested on the scale required, create substantially 

greater environmental dangers and impacts as well as require 

the delivery of unprecedented volumes of energy to the far 

edge of our country's natural gas distribution network 

rather than directly to the mar~ets where the gas is needed. 

It thus became of critical importance to the 

selection of a system best suited to our country's needs to 

work out a mutually beneficial agreement with Canada for a 

pipeline to transport Alaska gas. Fortunately, Canada's own 

need for a pipeline from the Far North, described in the 

Canadian National Energy Board's decision of July 4, 1977, 

and the long history of cooperation between the United States 

and Canada made it possible for our two governments to reach 

an agreement on the Alcan project. The negotiators for each 
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country had the long and close inter-relationship of.·the 

two countries in oil and gas matters as a firm fo~ndation 

on which to build. For example, all oil shipped from 

western canada to eastern Canada and large volumes of 

Canadian oil imports cross the United States by pipeline. 

similarly; 40 percent of the gas shipped from Canada's 

weste~n provinces to its eastern provinces cross.the 

United States by pipeline. Another important aspect of the 

energy interdependence of our two countries is the Canadian 

natural gas exports to the United States. Currently, 2.7 

billion cubic feet per day 5 percent of total United 

States' gas consumption 

from Canada. 

is imported into this country 

Alcan strongly supports the Agreement in Principle 

that has been carefully negotiated between the two countries. 

It exemplifies the historic tradition of cooperation between 

Canada and the United States wherein each country maintains 

its independence, but both recognize their interdependence. 

The Administration has described the details of this Agree­

ment so I will not go over it but will merely reiterate that 

it very significantly benefits the interests of both countries 

and represents an unusual negotiating success resulting in 

improvements over ~~e National Energy Board decision for 

both parties. This is extremely important since such a 

mutually beneficial agreement will encourage everyone involved 
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to enthusiastically carry out its terms and expeditiously 

accomplish its objectives. 

The 1976 Act found that the •expeditious construction 

of the Alaska natural gas transportation,system_is in the 

national interest.• In view of this need for accelerated 

action, it is now appropriate for Congress to approve the 

Presidential decision promptly for the project decided upon 

has been proven to be in the best interest of our country. 

If congressional action is put off, construction of the 

system will be materially delayed and the short-term Alberta 

supplies which Canada will make available cannot be delivered 

as now planned for the 1979-80 heating season. 

7he Alcan project, which will use the Alyeska right­
/ 

of-way, the Alaska Highway and other existing corridors to 

minimize environmental damage and to facilitate more pre­

dictable and reliable construction and operation, is superior 

to the alternative LNG system in almost every respect. Let 

me briefly state some of Alcan's important advantages: 

1. Economics Alcan has a clear advantage in 

cost of service, which is the measure of the cost of trans-

porting gas. The Administration has estimated that Alcan 

will have a twenty-year average cost of service of $1.03 to 

$1.05 per million ~tu's in 1975 dollars compared to $1.19 

to $1.21 per million Btu's for the LNG option. These esti-

mates include substantial allowances for cost overruns. 
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A~can's own estimates of its cost of service excluding 

such theoretical cost overruns are significantly lower, 

at $.90 per MMBtu. 

The Administration's cost overrun estimates 

appear to be of the same magnitude as the percentage dif­

ference between the final preconstruction cost estimates 

for Alyeska and Alyeska's actual total costs. We do not 

believe that we will confront cost overruns of the magni­

tude exPerienced by Alyeska since our situation differs 

significantly from that which Alyeska had to confront. 

The oil line is located entirely in Alaska and 

was built almost entirely across virgin terrain. In con­

trast, the Alcan system can be divided into five segments: 

Alaska, the Yukon, the rest of Canadian construction, and 

the eastern and western legs in the lower 48. The Canadian 

construction and the construction in the lower 48 will be 

built under fixed price contracts. Construction. in British 

Columbia, Alberta and Saskatchewan will be carried out by 

experienced pipeline companies, which will be building in 

their own "back yard." Thus, substantial cost overruns on 

these three segments are unlikely. 

Although overruns are a greater possibility in 

Alaska and the Yukon, our Canadian partners have construction 

experience in the Yukon and, both there and in Alaska, we 

will be able to utilize existing highways and utility corridors, 
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such as the Alyeska corridor. Furthermore, the cost esti­

mates for the Alaska section have been based on Alyeska 

experience and were not questioned during the Federal Power 

Commission proceeding. Thus, we believe that caref.ul 

examination Qf our project shows that significant cost 

overruns can be avoided. 

Alcan also has a higher Net National Economic 

Benefit (NNEB), which is a method of measuring the economic 

benefits and costs to the country from a given project; The 

Administration has calculated that Alcan will have an NNEB 

of $5.76 billion; over $1. billion greater than the alterna­

tive project. We believe that our NNEB will be even greater, 

but by any standard, Alcan provides the United States a signi­

ficant net economic advantage. 

2. Early Deliverability -- This factor is important 

in view of the existing natural gas shortage. 

We estimate that the Alcan system can begin to 

deliver Alaska gas by January 1, 1983 if it is expeditiously 

approved, over a year before an LNG system could be operational. 

With prompt regulatory action and expeditious construction of 

the southern end of the Alcan system we should be able to 

begin deliveries of additional volumes of Canadian gas during 

the winter of 1979-80 which could be as much as 800 million 

cubic feet per day. 

3 •• Continued Canadian Gas Exports -- The Canadian 
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gas export of 2.7 billion cubi~ feet per day is approximately 

5 percent of United States gas consumption: I.f Canada is to 

supply its own domestic markets from presently accessible 

reserves, it w~l~ be required to cut back or eliminate these 

exports to the United States in the 1980's unless Canada can 

then transport its frontier reserves. The most effective way 

for the .united States to avoid such cutbacks· is to facilitate 

canadian access to these presently inaccessible frontier 

reserves. Aleen will provide economic transportation for 

canada's frontier reserves but an LNG system obviously would 

not. As a consequence, the 2.0 to 2.5 billion cubic feet. 

per day of Alaska gas delivered by LNG tankers could be 

more than offset by the loss of 2.7 billion cubic feet per 

day of Canadian gas.· 

4. Gas Distribution and Delivery -- The Alcan 

~ystem will deliver gas directly by pipeline to both the 

western and eastern United States. The President's decision 

provides for a western leg for the Alcan system to transport 

Alaska gas directly to the states in the Far West and an 

eastern leg for delivery of gas directly to the Midwest: 

from there it can be transhipped to the eastern part of the 

country. Thus, Alcan will permit equitable and efficient 

dis~ribut~on of Alaska gas to all regions of the country. 

An LNG system would deliver all of the Alaska gas 

to the Southern California area. From there it would have 
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to be moved. to the rest of the country by displacement~' which. 

is the exchange of gas at one location for an equivalent 

amount of gas at another· location. Displacement on such a 

massive scale is not a satisfactory basis for long-term 

delivery of Alaska gas reserves. 

5. Environmental Factors -- The Alcan project was 

determined to be environmentally preferable to all alterna-

tive projects. It assures minimal adverse environmental 

impacts by utilizing an all-pipeline system which largely 

follows existing utility and transportation corridors. 

All agencies and disinterested parties in the 

United States and Canada which have reviewed the Alaska 

gas transportation proposals have recognized Alcan's en-

vironmental superiority. The Council on Environmental 

Quality, in its report to the President, found that Alcan 

"is the most environmentally acceptable proposal." 

We will exert our best efforts to build Alcan as 

the most environmentally sound project possible. We have 

met on numerous occasions with the interested environmental 

groups and have informed them that we will involve them in 

the.pipeline planning and design process at the earliest 

possible time: In this way, we hope to flag potential en­

vironmental problems so that they can be avoided to the 

fullest extent possible. l~e believe that this effort to-

gether with close cooperation with involved governmental 
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agencies will _materially assist our efforts to build a 

system that minimizes environmental disruption. 

It should be noted that the Alcan system developed 

as a direct result of the National Environmental Policy Act 

and is testimony to its value. The Council on Environmental 

Quality stated in their July 1 report to the President: 

The Alcan proposal and the FPC Supple­
ment (environmental impact statement) 
were direct outgrowths of this federal 
agency analysis of reasonable alterna­
tives. This development is a tribute 
to NEPA and illustrates the value of 
the environmental impact statement 
process to federal decision-making. 

6. Fuel Efficiency -- The Alcan system will utilize 

7.9 percent of the Alaska gas for _transportation purposes 

while an LNG system would require .at least 10.9 percent of the 

Alaska gas for fuel in its pipeline and LNG systems plus fuel 

for its tankers. This improved fuel efficiency of Alcan on 

an annual basis is 30 billion cubic feet, sufficient to heat 

over 245,000 homes. Alcan's effective fuel use can be further 

substantially reduced by utilizing gas from Alberta for com-

pressor fuel in Canada, a possibility we will be pursuing. 

7. Safety and Reliability-- An all pipeline system 

is inherently more reliable than an LNG system, which is sub­

ject to a substantial probability of service interruption. 

The Council.on Environmental Quality concluded that the 

"analyses of LNG public safety risks on the record are incon-

elusive." By contrast, natural gas pipelines have a long 
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and well established record of being extremely safe. 

s. Financability -- The President's decision re­

quires the Alcan project to be privately financed in its 

entirety. The.United States and Canadian governments will 

not be called upon for financial guarantees. Nor will the 

consumer have to bear the hypothetical burden of the non­

completion of the project. Instead, other primary benefi­

ciaries of the project will be called upon to provide the 

necessary financial backing. We believe that Alcan can 

obtain the necessary project financing from Canadian and 

United States sources. This pipeline will have a reserve 

life of at least 25 years which is greater than any other 

pipeline in this country. With these large proven volumes, 

the manageability of the technological and engineering 

requirements of our project and the great need for the 

energy supplies, there is little doubt that the pipeline 

will be successfully financed and built. 

These are some of the major advantages which make 

Alcan the best choice for an Alaska natural gas transporta­

tion system and which merit prompt approval by the Congress 

of the President's decision. 

In ciosing, I would like to briefly mention some 

issues connected with the actual building of the project. 

We are concerned that the system be built in the most effi­

cient, expeditious and cost conscious manner that is possible. 
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To accomplish this goal, we have reached several conclusions 

which:I.would like to share with you. First, we.intend _t,o 

profit from the Alyeska experience. Rational planning and 

c~eful sequencing of work can greatly reduce the risk of 

delays. Further, as· I ment~oned 

we hope to work closely with environmental groups, 

develop environmentally sound designs and plans 

We will, of course, work closely with the 

ni.tinerous government agencies which will be involved in the 

authorizing and approval process and cooperate with the 

of construction, whose role of assuring 

of a sound system was established by the 1976 

We are also preparing to institute and diligently 

positive program of assuring minority business 

enterprises participation in provision of material and con-

struction. 

Alcan welcomes the coordinated federal oversight 

project management and construction that has been proposed 

to avoid needless construction delays and cost increases 

for we strongly believe that this coordinated regulatory 

approach recommended in the Presidential decision.is essen­

tial to minimize cost overruns and insure the lowest possible 

cost of service price to United States consumers. We point 

out that as experienced members of the regulated gas industry, 

we &r~ comfortable working with close regulatory supervision 

and that the United States - canadian agreement provides us 

with powerful incentives for effective project cost control. 

Furthermore, we believe that this required close government­

industry cooperation will materially assist us in obtaining 

project financing. 

In conclusion, let me assure you that Alcan will do 

everything reasonably possible to insure the timely comple­

~ion of the project with appropriate construction quality, 

cost control and safety and environmental protection. 



I 

1: 
:jl, 

26 

~~~ 

'f~~!~tfff~~1¥il~~1;}f&!~~ll 
.:-..-: ~ .:_.·on· JW"!e 17 I 1981 ~ the partnership des!gn~ted tO' const:l:UC:t: ':::.-_,~: 
· ~'-lld·· oPe:-r~te the ~lazkari · ~egment of _th~ AlasJ-:a ~~at~r.il ·:Gas i/f~::::;~."_(-: 

. Tra.Tlsporti!t!On System_ requested you_ to consiO.er a.."ld. submit.:::.);.~:-:·::.::·-_! 
__ to _conaress: foi: approv~~ .... s~veral \\.•aiveX.s~ of laW that· they;;.~r;_:_~-~~"';..,.:·-:;:-~~-:. 
iCentihed ·as·· necessary· ~o :rtJOve forward. Witli_ piiV<ite:::fina.D.Ciri9'~::-.~} 
_ot: the- gas 'plr)el,ine.:_. _Sil}ce tha_t time:""·~ have Oeen· WOrking .w~tb" .. •~:·~ 
Secl.:etary __ l·iatt~and _.Ine;::u..."'e:r;,s o~ your· Staff 'in··reV!eWllis(their ~=---~·;:::;~~~-

~::xrr~~.~~r~&i~~~r~:-~;c~h~~~{~l:~'ih:J~\it~:t~~;~l~i~t!:~~~i1~J.~j 
·._Congress l~ .. supportlve o~ a pr:!-vately financed pipel~ne t'J::O.:.~.';.<~•.i-.;;-.: 
~ ·ject~-;.. The project·is in .. the nationa.l interest· • ..,. It" will "prO.:. ?~·:.j:':.::· 
: · Llot~ oUr natlcnal defer:s~ by r.1aking us less: C!.e.pcndent.: Upon·~:::;:-~f.f.;-'4."": 
_:·. ur:stable foreign governrr~nts for our basic energy resoul:::cesi~ ;~·-:<:Yi. ~~ 

·will prOvide product! ve_ ~timulatlon of our_ economy;: ind_ wil~':~~~~~t~ 
._ promote bilatet;al cooper<!tlon with :the C-o'\i-ernr:19.!1t of Canad.a~.-;:~;2':-r:,; 

:._: -.. ~~o_~_-_.e_n_~-~'f- -~s~~-~s<~~-~~-: .:: : ;: ._ .. : . : . , . -~ 't ~-:· ·:':. _ ~:·.<; \ ;~· ~;! ;~·-~}\!.~~~~~;f-~!~j~~ 
·- . Ke iire willing to_ support .Congressional·a.ctioi-1 to remOVe· .... >:;,-'_·,~,: 

_ th.e re...-..tining regulatory ._obstacles· 'to· pl:-iVatS firlanCin9-' of 'thB --~;~~-
project ... ~.ii"e -~re _ n~t _,.,.ill:ing ... to pu;Ppor~ ·a :Package~);hich:woUtd~.:~~~ .. ~-

:: .. ~:~~~r~~~~!:f~:~f,~;~i:~~:~i,\t:s~~::;~~~~ti~~~~r~0~f~;~~~~~tf~~ 
.; '. · ":;:· • Oui:- r.eview···of. the original·\·;aive·.r·package .Subsitted· to· :you"=i1:~-~ 
.. his ·conV!nced'us· that. it incllitied several· waivers· tllat··are irniCh~:·;::·~ 
.~.:breeder"" tli~~: i-ieCSssB.iY tQ. acl).ieve the .. deslred."result·/·.·:_l•le·: Srigge~t:-! 
:,_-~-that· _},TOU foi:-l-:cird to the" Corigress"'a mUch · .. 1E!ss 2.lllhiti6'uS·· waiver<•:::~?t:~~ 

:~~ · pc.c: ~~-~~~-.:-~~~-'~/ ~:~~~:~~:.;-=~~-r~~~ _, :· :?~ -~t:: :_·~~!-~~>: ~-.:: .. :)y. · ~:~~~; :~}~- ·; -· < ·T~~;·~~;,} ·:~:~~ ~~~~~~-~i;~~~:.::i 
.. ,_.;. ?hroucih:··eXte;n.Sive investigation by· ~taff c:..nd dil:-eCt~.-~ontaC't::':.­
-. \~~~ th. invol;ea. ··.re"piese"ntatives of the financia1. commUnity~~ .. th'e_;.:.::.:::~~:.;:. 
·:. 1;0rth sloPe .. C.is·' E.r·oaucerS; ·.··and the pipellrie~·spqnSors·~~·.neW"'"wa!Vei-·5S· 
·: lai.gu~ge·. ~a-s):f~.e~~·px::ep'ar~a·_-t_~~t ·we ~e~JeY~.\F"ernOv~~~·:\hEf .~?Ci's_~~g=:~~; 
, .· legal in:pedim_entS,}:.~ f~nqnd.ng th~s pr_oject "l~·itho~i:.;.unduly.;.·:-;.·';<.lt:~:· .. 

burdening _!:he A...-rr.e_ricai_ cqnsume:r or evlscera~ing ne_ede~ .. lei]islat!:'?e 

,r.~~ -~-~~;~:;;~~--~~,~~~,~~:~~-~~:~b:~~~·t;?~.}~):~~~~:i:~~;·f~~~)-~:--~~7}~:-;,_~fJi~j:?~~i:f:~.:.>: 



27 

r e:t ,ci t.h £-everal of our col!o:::usuc:s in. tJ;e I:o;.:~e ~f .. 
\\~0 EC::~Vq ~S Chn.irr.:~en 2..&Jd n~~](it.:.g l:.ir.ority J:(;.!r:-1.;-cra 

Cou:l::Jit.te:es -.:ith juriscicticn over the pro~cct •. 
project in cJctail. l':o rGcosnize thst tt.ey 

to. ~t:p:port .tbE: v:al.v&?r p;:,c\agc in its entirety •• 
t!S .that ar,y \:aiver pad;.ao;;e sul>r:d._tted \\Ould. ., · 

'l? in· oood fi!..ith ·· · · · · · ' . ..-: ·.• .,., · • 
u ':~-;i'" •• ·~:-~~ / ·-·~:~_:/"'.::· _··~- -~ -··, "·-~----.~- .. ~: ·• .. ·~"·:·~~ 

cx:oc~·~s· ls a C::if:ficult ··a:.::e·~ It hes· ~rti;.in ii::­
:rt is, hcMCNer, the! only procezs avail:::>blo 

· ass~e t.~at Con9re"s ~.rill cxa::-J.ne the :rc-: ·: .. ; 
ob$t£c2es !aciDg the··r}rocess LL a··til-...el.i ·fa.Shion. 

se~.sio::-t, · t!Je Pl."Oject- .C.C'~\!iot t.e cohstrUcte::d :· 
\-:e \-iill .. f~ce ~e .loss· oi ~other ~~cc.r of const..rric­

proje:ct spc!!~o:r:::s. r:·•t.?-~~-- r~cl:e· l.ong-r-2:1ge Frocurt=~....e!,:,~ 
the S:i!S conC:Ltioclng pl?~'lt_ in 1982.·. _rt>e_ Cor.l'n.ss.Lon 

the: ;r:r..iver pc.cl;ige -is <>PFro\·c<S to· >Oct on the : 
-"?P~icqticn, the fino=_;,cing "pla..,, ~d the partnC;r-·· 

before the, :Spc:-;::;:;o::;-s ~ill be able to ·proceed.: -·/. · .. 

to orcvide ·r.de~~~te''t~:: ~~-r· cor.~£~~s t~·:~·c~;~~s·:~~ _· 
0r,~e presc,uted ,-- -.;e 'tu:~e }'our prct?,pt consiceration · ·-. 
~Jropcsal:. l<e .:;t=d ·p:::epc:red to t::<:et "'ith 'you at:.-~ 

c;Jf'Vc;.i'l!€:nce to G.i;f:cu~s this i;_:portc......:.t :-...e.tter. · .:_.
4 
\: ·'-' 

f:!n~rely 1 

.JE:ockson 
HcClcre'"· 
l•:l'likOI<sJ:i 

_.::."/;';u.~fK H. HURKGliS:t:.:t , .... 
· t:~i t£:C.. · Str .. tes Sen.i!tor: .~·: 

.. :: 
'·"":. 

·~ ..!7.:!-~S P.. r~C CLURE -
United States Senatoi> 
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DRAFT NAIVER PACKAGE 
July 24, 1981 

1. Producer Ownership Participation 

waive Section V, Conditions-IY-4 and V-1, of the President's 
Decis·i-on to the extent _that producer:s of Alaska natural gas ar1 
permitted to participate in the 01-mership of the Al-aska segmenl 
of the approved transportation system provid~d that any agree­
ment or producer participation rr.ay be approved by the Commiss) c 
only after consideration of advice from the Attorney General 
and upon a finding that the agreement will not (a) create or 
maintain a situation inconsi~tent with the antitrust laws, 
or {b) in and of itself create restrictions on access to the 
Alaska segment of the approved transportation S}'Stem for non­
O'v.1ner shippers or restrictions on capacity expansion .. 

2. Conditioning Plant 

l'laive Section 2, Paragraph 3, First Sentence, of the President' 
Decisi-on to include the gas conditioning plant in the approved 
transportation system and in the final. certificate to be issued 
for the system; waive the application of Section V, Condition 
IV-2, to the gas conditioning plant. 

3. Evidentiary Hearing Requirement 

l·iaive Section 7 (c) (1) (B) of the l'atural Gas Ac.t to the extent 
that it applies to applications for certificates of public 
convenience and necessity authorizing the conStruction.or 
oPeration of any segment of the approved transportation 
s}•stem to the extent that it can be- construed to require the 
use of formal evidentiary hearings i provided, ho\\~ever, that 
that ,.,ai ver shall not be construed to .precl uc'le. the use of 
formal evidentiary hearing(s) whenever the FERC determines, 
in its discretion, that such a hearing is n~cessary. .· 

4. A·uthority to Nodify or Rescind Orders 

l·iai ve Sections 4, 5, 7, and 16 of the Natural Gas Act to 
the extent that such sections would allow the Commission 
to change the- provisions of any final rule or order approving 
{a) any tariff in any manner that would impair the recovery 
of the actual operation and maintenance ~xpenses, actual 
current taxes, and 2mounts necessary. to serv.ice debt, in­
cluding interest ·and ·scheduled retirement of debt, for the 
approved transportation syste'm; or (b) the recovery by 
purchasers of·Alasxa gas of all costs related to transporta­
tion of such_ gas pursuant to an approved tariff. 

5.. :Regulatory Status as a "Natural Gas Company 11 

Waive Sections l{b) and 2{6) of ~he Natural Gas Act to the 
extent necessary to ensure that the Alaskan Northwest Natural 
Gas Transportation Company or its successor and ony shipper 
of Alaska natural gas through the AlaEka s~gment of the 
approved transportation system may be deemed to be a •'natural 
gcs cornpany 11 within the t:"1ecni~g of the Act at such tlme as it 
accepts a final certificate of public convenience and neces­
sity authorizing it to construct or operate the Alaska segment 
of the approved transportation system or to ship or sell gas 
that is to be transported th1·ough the approved transportation 
system. 
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wive section 3 of the Natural Gas Act and Section 10.3 

0~ the Energy Policy an? Con:servation Act as they IVOuld 
apply to natural gas ~ransp~rted thro~gh the Alaska segment 
of the approved transportatlon.system to ~he extent that 
any authorization \~auld otherw1se be requ1r~d for --

the exportation of A]aska natural gas to Canada (to the 
that such natural gas is replaced by Canada downstream 

the export); · 

importation of natural gas from C2nada (to the 
such natural gas replaCed Alaska natural. gas 
Canada") ; and· 

(c) for the exportation from Alaska into Canada and the 
importation from Canada into the Lm·:er 4 8 States of the 
united States of Alaska natural gas. 

Billing Co;rrJnencement D2te 

H:aive Section V 1 Condition IV-3, of the President's Deci s5. on 
to --the extent necessary to allo\o.l the Corruni ssion 1 · in issuing a 

certifjcate for the approved trcnsp·crta·t)on system to 
tariffs \·Jhich authorize billing to c:;omrnence and col­
of rates ahd charges to begin· and which authorize 

of all costs paid by purchasers of Alaska gas for 
on through the system pursuant to such. tariffs 

(a) to permit recovery of the full cost of 
seJ:vice for .the pipeline in C2nada to COl'1JT1!2nce 

(1). upon completion and testing of the pipeline 
in Canada, and · · 
(2Y not before a date certain, as determined by 
the Commission in consultation ,,lith the Federal 
Inspector, to be the most likely date for the 
approved tran.sportati on s~ystern to begin operatj on; 
and . 

(b) to permit recovery of the actual operation and 
maintenance expenses, actual current taxes and amounts 
necessa~y to service debt, including interest and 
scheduled retirement of Gebt, to cOiTu-;1ence --

(1) ~or th~ Alaska pipeline segment 
(A) upon completion and testing of the 
Alaska pipeline se·gment, and. 

(B) not before a d~te certain, as determined 
by the Corr@ission in con~ultatjon wjth the 
Federal Inspector, to be th~ most likely 
date for the approved transportation system 
to begin operation; or 

(2) for the conditioning plant segm~nt -­
(A) upon completion ;;nd testing of th~ 
conditioning plant s~s~~Jlt, and 
(B) not b.efore a Gate cerlaj n, as Oct 0nlli 11Pd 

.. 

by the Corr~ission in consultat5on with the 
Fed~ral Inspector, to b~ the J~oost likely date 
for the approved transportation system lo b~gin 
operation. · 
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\VA.SI-UNGTON, O.C. ZOS10 

·--·· Septembe! i4, 1981 
---· ·.··.· · .. 

.· 

Dear Mr. President: 

We wrote you on J~ly 24, 1981 to.urg~ your ~rompt . 
consideration of ~waiver package we believe would remove 

. regulat 0ry_imp·ediment;s to private financing of· the Alaska 
Natural Gas Transportation System. As stated ·in that · 
correspondence, it· is our deepl~ seated conviEtion that 
this project serves ~he naiional interest. _Proven gas reserves 
in Prudhoe. Bay_. represent approximately 15 percent of domestic 
reserves. By providing rough;ty 5 percent of our current gas · 
consumption needs over a per.iod of 20 - 30 years, the project 
would improve this nation's chanc~s for energy sufficiency,­
promote national defense, and enhance the overall economic 
condition in this country. 

Clearly this project do~~·~ntail a mammoth-capital 
investment. Yet, various economic analyses i~dicate that 
this gas will be priced competitively and will, jn fact, be 
a relatively inexpensive source of energy as the capital 
investment i~ the pipeline is depreciated and amortized over 
the life of. the project. ·T.he purpose of our proposed waiver 
package is to ensure that ultimate determination of the 
economii viability of this project be made by.the sponsors 
in conjunction with private capital markets~ 

.. . -... . 

· ll'e· write today to reqt;~st· that· you· p!iesent to ·Congress 
the waiver package we delivered with our.letter of July 24. 
(Attached is a copy· of the '"a i ver package and a synopsis· of . 
the need and function for each _item i.n the P.ackage.) After·· 
thorough deliberation, we_stand convinced that this package 
provides enough ~conomic cert~inty to allow a reasonable 
opportunit~ f~r project· sponsors to ~btain"private financing 
whil~ preserv1ng fundamental protect1ons afforded natural 
gas consumers under existing law. This is not to say that 
the bankers or project sponsors are entirely content with these 
waivers; they expres~ly are n~t. Nor does this preclude the 
Administration from offering additional waivers in the future 
to improv~ _·upon or_' slipplement tne initial package; However, 
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"t i~~our opinion that this~package comports with traditional 
~rinciples of~rivate~financing and· affords the minimum changes 
in exi~ting law necessary to allow· for successfyl capitalization~ 

~ -~~>h~l~~r~~::~~~~~h-ed: ~::~r~~{~i~~~~ -~t~ge ~·~·on~~,:n-in~: t~~~~~ ~iming o; 

~ c·ongression?l c;onside:ation of ~this waiver pacl;ag~ .. After·-.- .. 
meeting extens1vely Wl:th se_veral of our colleagues 1n the~·House 
of-Representatives, we realize that a negotiated~solution among 
House and Senate principals is not possible giveri the imperative 
need for.prompt consideration of this issue. The Alaska 
Natural Gas Transportation Act of 1976 .impose~ statutory time· 
constraints upon the waiver process •. ~.we are in danger of expending 
the ~ime needed for deliberation of the waivers on the decision~ 
of 1-·hat pacJ;age to propose. ~ -~ ~ ~ · 

Moreover, roughly $1 billioh has alreidy been invested in 
this project by Canadian and U.S. firms. These firms cannot . 
indefinitely continue to funnel capital into this effort without 
some encouragement that the Federal government will address . 
the fundamental concerns encompassed by this waiver pacJ;age. -
Failure to address these waivers this sessi6n will set the_~roject 
back at least one year and could conceivably result in the · 
dissolution o~ an increasingly pessimistic consortium of sponsor 
fir~s. ~ ~ 

Further, tlie merits of this package sufficiently out~;eigh · 
its·vulnerability to assault by those who maj di~agree with the 
need for the Alaska Natural Gas Transportation System or for 
a particular provision in ihe wai~er package. If ~he Alas);a~ 
Natural Gas"Transportation System is destined to·fail or prosper, 
it shou:id do so~~after open ~and clarifying debate of the waiver 
pacl;age in Congress. This lvould alloH the Amedcan public, the~ 
fina~cial community and the Canadian government the benefit of 
J;nowing ~exactly ~<•here Members of Congress .stand regarding delivery 
·of this gas andon. the overall commi tmenJ:. to resolve this nation 1 s 
energy problem. --~~ ~ ---.:·::-::> :;-· • • 

Mr. President, :iet us stiess two additiona~ ~oint~ regarding 
the importance of this pacJ;age and indeed the project~ ~First, thcr< 
is a real fear that failure to deliver 27 trillion cuoic feet 
of proven reserves of~ natural gas. (with g"as being .discovered 
frequently on new North Slope leases) ~ill ~esult in~a p~rVasive 
Jack of confidence by industry in the resolve of our government 
to support needed transportation systems from arctic and frontier 
areas. For instance,.there would be little point in continuing 
to.explore the other~.- parts of the North Slope,. the :National ~ 
Petroleum Reserve-Alaska, or the Beaufort Sea •... ;:'.·~ · · 
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Seco~d, we ha;e .all made commit~ents.to the Canadian govern- I 
ment to make a good faith effort to bring this p~oject to fruition: 1 
Our government has committed itself to this project through ·;. ·. I 
numerous fegislative and Executive_ actions •. ·_Relyin"g upon these : 
asiurances, the Canadian government·authorized- additional natural . · 
gas exportstand the sponsors in Canada undertooK to· pre-build portions 
of this system in anticipation of construction· in.Alaska. ~xpec- . 
tations are high throughout. the Canadian government and private 
sector .. Any perceived UnHillingness ~by our Government to take 
reasonable steps to promote this project will cer~ainly b~ -~ . 
interpreted as a breach of faith if not a breach .6£ international 
agreement. _1\'e. may needlessly risk harm to our already delicate 
commercial _relatio~ship with Can~da. · · · · 

Anothe·r ·concern -~f ·ours is that your. deci sian regarding" 
the waiver Package has become associated with y6"ur. decision on 
natural gas price policy .. Regardless of our individual views on 
natural"gas price policy,· it .. is our opinion that these two 
issues can be clearly distinguished and should be dealt with 
based upon their individual meiits and not as mutually exclusive propositions; . · · · 

To surh_ up, i_t is our collective vieH that fail~re _t·o 
address the_waiver package which removes the remaining ~egulatci~y 
impediments to providing p~ivate financing of t~e project would 
be inexplicable to our constituents, the financial_community~ and 

·our Canadian allies. We strongly endorse the enclosed waiver 
package and encourage you to present it to Congress at yoUr 
earliest possible convenien_ce. l~e further request a meeting 
with you to discuss your dec~sion. We stand ready to' meet 
at your earliest conv~nience to ensure prompt disposition of this imPortant matter. 

·~··· 

!L·. ·-rn · r. . ·.:(kg·· 
HENrlJACKSI~ 

.. ~ .......... 

Enclosures [2) . 
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A!\GTS \I'AIVI:.R PACK.'IGE 

SYNOPSIS OF EACH PROVISION 

September ~4, 1981 

:. . ~ .. 

1.- :.Pr~d~~~r o;ffi"e;ship Participatfon 

The President's 1977 Decision recogni}ed that "(P)roducer 
participation in the financing of the project is warranted ~ue 
to the beneficiary status and their financial strength." Ho,,•ever, 
it limited that participation by prohibiting producers from having 
an equit~ i~terest in the project. The prohibition was based upon­
antitrust concerns, as expressed by the Department of Justice. 
A more thorough analysis"of the antitrust issues reveals that 
the producers' ~bi~i~y to exert monopoly control over the 
project, or, to ~nh~b~t fur"!'_her development of· North Slope reserves 
by controlling the sole tr<~:nsportation available to natural gas 
markets, would most likely stern from their ability to limit access 
to the system or restrict its expansion. By requiring the Cornrnissi0 
in consultation with the Atto"tney General, to address the access 
and expansion issues at the time of the final ANGTS certificate 
issuance, the proposed waiver provides sufficient antitrust 
protection io meet the express concerncs. Without the waiver 
of the prohibition against equity participation, the producers 
are categorically unwilling_to irivest in the Froject. 

z. Conditioning Plant 

The P~esid~nt's 1977 ·Decision excludes the conditioning plant 
from the de~cription of the approved transportation system. The 
exclusion sterns from the original certificate application which 
requested c-ertification of facilities com~encing at ._the discharge 
sid·e of the·· conditioning plant facilities:·· The system described 
in the Decision was necessarily ~irnited to the facilities for 
which certification was requested. The partnership intends to 
file an amended certificate application that will include the 
conditioning plant. The inclusion of the conditioning plant in 
the system itself is a fundamental part o( the agreement between 
the North Slope"producers and the Alaskan North,,•est partners.· That 
agreement is the only means available now or in the foreseeable 
fut~re for providing private financing for the project. As a 
p~actical matter, the economic effect of including the conditioning 
plant in the system is the same as treating the plant as a 
separately certificated facility and providing a 'conditioning 
cost allowance sufficient to provide for the reco~ery of the 
gas conditioning cost. Facilities may eventually be added to 
the conditioning plant that will enable natural gas liquids to 
be extracted and sold. If so, an equit~ble allowance would be 
provided b~ the Commission. in a separate proceeding that would in 
effect reimburse the riatural gas customers for·the value of th~ 
natural gas liquids extracted from the plant. 
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3. ·.Evidentiary Hearing Hequireme_nt._. 

.. ·. The Natural Gas Act may" be co-nstrued to require a formal, . 
on the.record evidentiary hearing by the Cqmmis~fon on each 
application for a certificate of public conven_ience an·d necessity 
to constr~t or operate any· segment of the ANGTS. ·The proposed 
waiver si~ply eliminates the requirement thit such a hearing_be 

·held, l_eaving the. Commission with discretion to determine ·Hhether 
such a hearing is necessary. The waiver is consistent._Hith the 
purpose of the·l976 ANGTA to expedite decisiorimaking on the projec 
The Commission '<ould most likely substitute streamlined rulemaking 
p"rocedures, Hith complete opportunity for public participation, 
on the remaining certificate issues. ·· 

4.: Authority to.Modify or Rescind Orders. 

The C~mmission's Geri~ral Counsel has ~pily summarized 
the purpose of this waive; in a recent legal memorandum. 
He states:.· 

"The ,,•aiver. has a rather singular purpose .. It 
is intended to assure lenders for the project that 
the income stream which serves as security for their 
loans Hill not be reduced below the level necessary 
to retire the principal· of the loan.and to pay the· 
interest thereon. It would accomplish this purpose 
by precluding the Commission from changing the rules· 
of the ~arne, so to speak, in a manner Hhich would . · 
undercut the ~ecurity of the loan. This objective 
,,•puld be achieved by withdra,dng from the Commission __.-
its authority under the Natural Gas Act t6 change the 
project tariffs in such a manner as to reduce project 
revenues below the level necessary to service project 
debt. The request for ihe waiver evidence. that 
certainty of the security is essential; i.e., in this 
instance that the lenders will rely heavily and to 
their detriment on the orders of the Commission 
granting the certificate and establishing the tariffs 
as preconditions to the sponsors' ta"ke down of the 
~onstruction loans.'' 

S. Regulatory Status as a "Natural Gas Company" 

This waiver js.technical in nature. 

6. Import and Export Authority 

This ~>•aiver is technical in nature. The rationale ,,•as 
described in the 1977 Decision. Action on the waiver was deferred 
when Congress passed H-::J-.-Res. 621, Pub. L. No. 95-158, approvinj 

- +1;-o n.o,_.;,.~ .... n -·- ·-··· 
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7. Billing Commencement Date 

·The p~oposed waiver is designe~ to address two interrelated 
tariff .issues·which are not dealt with in the 1977 Decision. 
Part (a} will enable the Commission to conform the tariff 

·provisions to the tariff approved by the Canadian National 
:Energy Boa\...d. The Canadian tariff provides for ~ecovery of the 
full cost of service for the pipeline in Canada. The proposed 
Haiver. reco·gnizes the Canadian decision, while protecting · · 
United States natural gas C_!Jstomers from the possioility_."that 
the Canadian segment of the pipeline would be completed in 

·advance of the time it would be necessary. Partc(b) Hill enable 
the Commission to fashion a tariff that will pr6vide an 
as~ured source of revenue for the p~yment of a minimum ~ill 
iariff. Such a tariff could conceivably go into effect in advance 
of completion and commissioning of all parts of the system. The 
minimum bill tariff would not.go into effect b~fore a date determinr' 
by the Commission to be the most .likely date .·for. the entire pipeline 
system to begin operation .. }'he proposal 1wuld not impose upon 
an unreasonable natural ga~ consumers.. The principle risk. 
takers would can't inue to be th!' project sponsors who 1wuld be 
precluded from realizing any return of or on their equity investment 
at any time prior to completibn and commissioning of the enJire 
system .. l~hile the proposal does depart some,,•hat from conventional 
financing teclmiques, it. does not represent an unwarranted . 
departure in light of the fact that the b~nks will be investing 
unprecedented sums,. in~many cases up to their. ~egal lending limits, 
without realizing a rate of return designed to compensate them 
for taking any risk. · · 
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<!I:ongress of tbe ~niteb ~Mates 
~ouse of 3.\qmsentatibes 

ma.stJCngton, 33.~ 20515 

September 23, 1981 

Dear Mr. President, 

We continue to be co~cerned with the problem of expediting 
the delivery of the abundant natural gas of the Alaska North Slope 
to the lower 48 states in a way tl)at is economically beneficial to 
the American consumer. It is clear that a resolution of this 
problem could significantly reduce U.S. dependence upon foreign 
sources of oil. However, imprudent action could result in 
unacceptable increases in energy costs to the consumer which could 
impede the economic recovery of the nation. i, 

Recognizing the importance of the question and the 
complexity· of the issues involved, Congress in 1978 enacted the 
Alaska Natural· Gas Transportation Act which authorized and 
directed the executive to analyze the barriers that might impede 
the delivery of the gas and to reco.W~end to the Congress waivers 
of law that might be needed to el·iminate th0se barriers. 

We are aware that several months ago the sponsors of the 
project to build the Alaska Natural Gas Transportation System 
prepared a list of the waivers of law that they felt would be 
needed to obtain the.necessary financial support to construct a 
pipeljne through Canada to deliver the gas to the lower 48 states.· 
Under the law, the Congress cannot act uriless, and until, the 
Administration evaluates these recommendations and transmits its 
recommendations to the Congress. 

We assume that this Administration shares our concern with 
the dependence of the U.S. on foreign oil and our desire to 
expedite the development·of domestic energy supplies to relieve 
that dependence. We are concerned that this Administration has 
not yet utilized the mechanism that Congress created to advise the 
Congress on the action that should be taken to make this abundant 
resource of energy available to American industrial and private. 
consumers in the most economical fashion. 
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We urge the Administration to act as quickly as possible to 
prevent inflationary damage that will result from delay and to 
allow the Congress the time to fully consider its recc:mnendations. 

we assure you that our c:Cmnittees will give full and 
expeditious consideration to your recommendation. 

JOHN D. DINSELL 
Chairman 
Energy and Commerce 
Comnittee 

PHilLIP R. SHARP 
Chairman 

Sincerely, 

Fossil and synthetic Fuels 
Subcomni ttee 
Energy and Commerce Cornmittee 

M:JRRIS K. lJD.I\LL 
Chairman 
Interior and Insular 
Affairs Committee 
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The President 
The l·lhite House 
Hcshington, D.C. 20500 

Dear Hr. President: 

On June 17, the partnership designated to construct and operate 
the Alaskan Natural Gas Transportation System requested that you recommend 
to the Congress several Haivers of the law controlling the financing and 
t·egulation of the pipeline. later in June, the Chairman of your Cabinet 
Council on Natural Resources and Environnent, James G. liatt, graciously asked 
us, along with several of our colleagues, to Hark together in revie~<ing the · 
various p-oposed waivers. 

\le share your canmitmont to rroving ahead with this pipeline under 
private financing as the surest method to bring over 26 trillion cubic feet 
of natural gas to market in the lm<er 48 states. We have long agt·eed that 
this project is in the national interest and that its delay will add to its 
cost. 

However, we at·e concerned that the project will not be "privately 
financed" if the 1<aiver t·equests proposed by the sponsors are recomn>Cnded by 
you and acc.epted by the Congress. Rather than securing the financing for 
the project's construction based on its value as the sole transporter of the 
Nation's single- largest natural gas find, the sponsors are requesting a ,,•aiver 
of existing law to allow "pre-billing" the consumers in the lm:er 48 States 
prior to the project's canpletion and, in fact, ,,hether or not, the p,·oject 
15 ever c<xnpleted. This proposed Haiver Hould transfer the risk of noncom­
pletion of the project to the consumers. Removing the risk to the ent1·epreneurs 
and transferring it to the consumers also removes, in Oln"' judgrrent, the · 
necessary element for the p·oject to be fairly termed as having "private" 
financing. 

As we have staled several times before, He drah' a di sl inct ion 
be~,·ee~ the_ris~ of delay and the risk of non-completion. \lith a project of 
l~1s h1stonc s1ze, some delay could be understandable. h'e ere Hilling to 
d1scus~ a variety of Hays lo reduce the eventual cost of the pt·oject by 
arrang1ng some method by \·.'hich the costs of delay can be borne dw·ing any 
cor1slruct ion delays .. 
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lie are unaltet·ably and unequivocally opposed, hm;ever, to any 
waiver requests h'hich h'ould operate to transfer the risk of non-completion 
to the consumer. 

Under the general guidance of Secretary Watt, He have met several 
times with our colleagues in the House and in the Senate on this matter. We 
only h'ish h'e could report to you that h'e have reached a CD"iliTDn understanding 
and a co.nr;on position. Despite good faith efforts, h'2 have been unable to 
do so. 

We Hrite this 1 etter to you to share our thoughts, and to reaffirm 
our effort to continue Harking to reach a consensus on this most important 
project. 

8 . ~J ~ ,(~ ,...,_.... ! (/.}-.1"'1 \:{..~ 
b'~ 

James T. Broyhill 
Ranking l·H nori ty f·~emb er 
[O:t\'llittee on Energy and Co;nmarce 

Sincerely, 

~//~at: 
c1Zc~~~ 

anking )'inority Nember 
Subcommjttee on Fossil and 

SyntJ:le't ic Fuels 
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l€ongre~~ of tbt Wnittb ~tate~ 
~ou~e of 1\epre~entatibt~ 

fllat!JCngton, :l!:l.(£. 20515 

July 22, 1981 

The Honorable Ted Stevens 
United States Senate 
127 Russell Building 
Washington, D.C. 20510 

Dear senator Stevens: 

We deeply appreciate the efforts you have made, and those of 
your staff, in working with us and our staff on the difficult 
issues embodied in the proposed waivers of law related to the 
Alaska Natural Gas Transportation Systems (ANGTS). In the 
few short weeks during which these proposals have been before 
us, we have made significant progress. We have been able 
jointly to solve or avoid many of the serious public policy 
problems posed by the original proposal without undercutting 
the viability of the project. This process has brought us to 
the point that only a few major issues remain. As might be 
expected, however, these few issues still include those that 
are the most significant and troublesome. We .stand ready to 
continue to work to resolve these issues. 

It must be remembered that in 1977 the President provided in 
his decision and the Congress affirmed by joint resolution 
terms and conditions that the sponsors of the ANGTS indicated 
would be sufficient to allow for private financing and 
construction. We continue to stand by our decision of that 
time that under those terms this project is clearly in the 
national interest. We have affirmed that judgment several 
times, most recently in a concurrent resolution passed during 
1980. 
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The current waiver proposal, however, fundamentally alters 
the original nature of the project. Particularly by the 
proposal that advance billing be permitted for completed 
sections of the pipeli-ne, but also by the regulatory 
certainty waivers and others, the agreement that we reached 
with the sponsors of this project on behalf of American gas 
consumers would be importantly modified. Significant 
portions of the risk of non-completion of the project and 
significant financing costs would be shifted onto those gas 
consumers. In addition, the ability of their regulators to 
protect their interests would be simultaneously reduced. 

Nonetheless, we stand ready to consider altering the original 
agreement to make such major changes. some would use the 
occasion of the request for these waivers to reject the 
project altogether--we do not, number ourselves among them. 
To the contrary, it is our desire that the process which has 
brought us the progress we have already achieved be permitted 
to continue. Indeed, it should be expanded to include those 
who would raise the fundamental questions of whether this 
project remains in the national interest as it would be 
modified by the waiver proposals. 

such processes take time, of course, and there is the 
legitimate question as to whether there is sufficient time 
remaining in this session to bring such a process to the 
point of success in order not to delay the construction 
schedule for the project. It is our opinion that there is 
time, and that, whether or not the time is sufficient, 
waivers cannot succeed in·the House of Representatives unless 
such a process has taken place. We believe that the surest 
way to doom the waiver proposals to defeat would be for us to 
encourage them to be sent forward by the President before the 
Congress at large has had the opportunity to weigh the 
difficult questions of whether the value to the nation of 
this project still makes the cost it now involves worth 
paying. 

We cannot, of course, speak to the procedural or substantive 
situation concerning these waivers in the Senate, and it may 
in fact be necessary to their success in the Senate that the 
waivers be sent forward as soon as possible, although the 
oppostite situation is true in the House. If you and the 
President decide that he should submit the waivers in their 
present form, we will certainly take them up in good faith 
and will support those which give us no trouble. 
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Members of our Committee and others have raised several minor 
but still significant concerns with the waivers bey~nd those 
mentioned above. Not all of use are equally concerned by all 
of them, but these questions must be answered in the House in 
some fashion before full support could be assured. 

We remain determined to seek a resolution of the issues 
raised by these waivers, and hope to continue consulting with 
you and the Administration on them. With time, solutions may 
be found. For example, a billing commencement proposal 
featuring an escrow account might offer a possible solution 
to the billing commencement issue. It is our judgment that 
the current form of the proposal cannot succeed in the House 
now, but that is not to say that a varied proposal cannot 
succeed nor that given time, the troubling questions raised 
by this proposal cannot be satisfactorily dealt with. Thank 
you again for your patience and cooperation, and·we look 
forward to further efforts. 

and Commerce Committee 

A, A}.:: 
il · R. Sharp 
a· man · 

Fo sil and Syn etic Fuels 
Subcommittee 

M~~~ 
Chairman 
Interior and Insular Affairs 

Committee 

-~(J_~ 
s T. Broyhill 
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Mr. UDALL. We have a time problem. As indicated, undet ""~ --···· 
we have 30 days to do something on this one way or the other. So 
we are going to have to expedite the hearings and treatment of 
these issues. 

Today we have a busy schedule on the House floor, and I antici­
pate interruptions to save the tobacco industry and other impor­
tant votes from time to time. But we will go forward again tomor­
row. I won't be here much of that time. Mr. Sharp will preside over 
that session. 

We have our colleague, the distinguished gentleman from 
Alaska, Mr. Young, who has a special interest in all of this. I would 
ask for the opportunity of his going first. I would like to ask our 
colleagues to defer questioning of him until a later time because we 
have the Secretary of Energy next on the schedule, who tells me he 
has to be at the White House for a Cabinet meeting and must leave 
here by 2:50 p.m. 

So we will try to accommodate the Secretary and hope you can 
get back with us and complete your testimony and answers, if we 
haven't done so today. 

We will also hear from Mr. McMillian today and his group, or if 
we can't get to them today, we will do it tomorrow. 

So, with that understanding, the Chair recognizes the gentleman 
from Alaska, Mr. Young. 

Mr. YouNG. Mr. Chairman, members of the subcommittees, I 
thank you. In deference to your suggestion of limited time, I will 
submit my written testimony for the subcommittees and speak ex­
temporaneously on this important subject. 

Mr. UDALL. It will appear in the official record of our hearing. 
Mr. YouNG. Mr. Chairman, this is a historic day. We are here 

again to discuss an issue we considered in 1976, with the pipeline 
act itself; and, of course, in 1977 when President Carter sent down 
the decision and report on ANGST. 

I think the questions raised by Mr. Sharp, yourself, and Mr. 
Brown are very valid. More than that, I think we should recognize 
as a committee and as a Congress that this is a very important 
issue to the national security, to the supply of national energy, and 
to future generations of America. 

I want to stress again that this is a national issue. This is not 
necessarily an Alaskan issue. I was on the other side of this issue 
during the great battle over routes to be chosen between the 
three-the El Paso route, northwest route, and Arctic route. I lost 
that choice and have been diligently supporting this proposal, as 
the Congress has. 

We have voted now three times on whether it should go through 
Canada. We have supported the Canadian involvement in this line. 
More than that, this Congress has made a commitment to deliver­
ance of the great resources of the Prudhoe Bay field to the U.S. 
citizens. 

You are going to hear much during this future debate about the 
cost of prebilling, and why finances haven't been raised. I am sure 
there are experts better than myself to answer those questions, but 
I think again members of the committee have to keep in mind the 
arguments against this waiver package are similar to some of the 
arguments heard against the trans-Alaska oil pipeline 

93-367 0-82-4 
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Members of our Committee and others have raised several minor 
but still significant concerns with the waivers beyond those 
mentioned above. Not all of use are equally concerned by all 
of them, but these questions must be answered in the House in 
some fashion before full support could be assured. 

We remain determined to seek a resolution of the issues 
raised by these waivers, and hope to continue consulting with 
you and the Administration on them. With time, solutions may 
be found. For example, a billing commencement proposal 
featuring an escrow account might offer a possible solution 
to the billing commencement issue. It is our judgment that 
the current form of the proposal cannot succeed in the House 
now, but that is not to say that a varied proposal cannot 
succeed nor that given time, the troubling questions raised 
by this proposal cannot be satisfactorily dealt with. Thank 
you again for your patience and cooperation, and·we look 
forward to further efforts. 

Energy and Commerce Committee 

M~'#£~ 
Chairman 
Interior and Insular Affairs 

Committee 

L--~..--:.-,z:-~-. 
Lu· n, Jr. 

nkin inority Member 
Inter1or and Insular Affairs 

Committee 
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Mr. UDALL. We have a time problem. As indicated, under the law 
we have 30 days to do something on this one way or the other. So 
we are going to have to expedite the hearings and treatment of 
these issues. 

Today we have a busy schedule on the House floor, and I antici­
pate interruptions to save the tobacco industry and other impor­
tant votes from time to time. But we will go forward again tomor­
row. I won't be here much of that time. Mr. Sharp will preside over 
that session. 

We have our colleague, the distinguished gentleman from 
Alaska, Mr. Young, who has a special interest in all of this. I would 
ask for the opportunity of his going first. I would like to ask our 

• colleagues to defer questioning of him until a later time because we 
have the Secretary of Energy next on the schedule, who tells me he 
has to be at the White House for a Cabinet meeting and must leave 
here by 2:50 p.m. 

So we will try to accommodate the Secretary and hope you can 
get back with us and complete your testimony and answers, if we 
haven't done so today. 

We will also hear from Mr. McMillian today and his group, or if 
we can't get to them today, we will do it tomorrow. 

So, with that understanding, the Chair recognizes the gentleman 
from Alaska, Mr. Young. 

Mr. YouNG. Mr. Chairman, members of the subcommittees, I 
thank you. In deference to your suggestion of limited time, I will 
submit my written testimony for the subcommittees and speak ex­
temporaneously on this important subject. 

Mr. UDALL. It will appear in the official record of our hearing. 
Mr. YouNG. Mr. Chairman, this is a historic day. We are here 

again to discuss an issue we considered in 1976, with the pipeline 
act itself; and, of course, in 1977 when President Carter sent down 
the decision and report on ANGST. 

I think the questions raised by Mr. Sharp, yourself, and Mr. 
Brown are very valid. More than that, I think we should recognize 
as a committee and as a Congress that this is a very important 
issue to the national security, to the supply of national energy, and 
to future generations of America. 

I want to stress again that this is a national issue. This is not 
necessarily an Alaskan issue. I was on the other side of this issue 
during the great battle over routes to be chosen between the 
three-the El Paso route, northwest route, and Arctic route. I lost 
that choice and have been diligently supporting this proposal, as 
the Congress has. 

We have voted now three times on whether it should go through 
Canada. We have supported the Canadian involvement in this line. 
More than that, this Congress has made a commitment to deliver­
ance of the great resources of the Prudhoe Bay field to the U.S. 
citizens. 

You are going to hear much during this future debate about the 
cost of prebilling, and why finances haven't been raised. I am sure 
there are experts better than myself to answer those questions, but 
I think again members of the committee have to keep in mind the 
arguments against this waiver package are similar to some of the 
arguments heard against the trans-Alaska oil pipeline 

93-367 0-82-4 
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A cost to the consumer is in this waiver package, that is true, 
but it is in fact included in the cost of imported oil to the consum­
er. 

I don't think we should be shortsighted. I think we have to look 
to Alaska as the great resource base that can supply clean, cheap 
fuel to the United States not for 25 years that this pipeline is pro­
jected on, but for 100 years. 

Most of you may be well aware in the Prudhoe Bay area we have 
the Arctic wildlife range that will be unquestionably opened some­
day. We have already Beaufort Sea, which has vast quantities of 
gas, pet 4, and other areas that can utilize this pipeline. 

That is important if it is in place. It has to be in place. There 
will be a short-range cost to consumers, yes, but in the long range 
it will provide a very cheap, reliable source of gas. 

It is my belief that if this waiver package is not passed, the con­
struction of the pipeline will not take place and consumers in the 
long run will pay a great deal more, as they are doing now, for the 
high OPEC price of oil. 

So, I urge the subcommittees to listen to the gentlemen who will 
be before you, including the Secretary of Energy, the gentlemen in­
volved in the direct construction of the pipeline, the financial com­
munity, and the other members that know the intricacies that are 
presented by this waiver package. 

Again, let me stress, Alaska has the resources for the Nation. 
Alaska wants to deliver those resources to the Nation. But if the 
pipeline is not built, then we have no other alternative than to find 
and develop a system for delivery of gas to the United States and 
other parts of the world. 

I am urging you, these subcommittees, to bring this waiver pack­
age to the floor. Hopefully, through the efforts and wisdom of these 
subcommittees, the passage of this waiver package will take place 
and this great project for the people of the Nation will go forth. 
Then the Nation will not be dependent again upon those foreign 
countries which have held the sharp ax over our heads. 

Thank you, Mr. Chairman and members of the subcommittees. If 
there are any questions of the subcommittees, I would gladly 
answer them at this time. 

[The statement of Mr. Young follows:] 

STATEMENT OF DoN YOUNG, A REPRESENTATIVE IN CONGRESS FROM THE STATE OF 
ALASKA 

Thank you, Mr. Chairman. I appreciate being given this opportunity to make 
some brief remarks before these distinguished subcommittees on the proposed 
w:aiver of provisions of the Alaska Nat ural Gas Transportation Act. 

Because of time limitations, I will confine my remarks to the resource potential in 
Alaska which would be tapped by the construction of this pipeline. The merits of 
the waiver proposal itself will be outlined by Secretary Edwards and other distin­
guished witnesses who will take part in these hearings. 

I welcome the effort being made by you and the other members of these subcom­
~ittees to explore the issues raised by the waiver proposal. These hearings will pro­
vrde a forum for the full expression of concerns of all parties interested in the oper­
ation of the Alaska gas pipeline . 

. As many of the m.embers of these subcommittees know, Congress has long recog­
mzed that constructiOn and operation of an Alaskan natural gas pipeline is in the 
n!ltio?al intere~t. C:ommitme?t t_o this idea has be.en sustained through the original 
prpelme authonzatron, the prpelme agreements wrth Canada, approval of President 
Carter's decision, and passage of a resolution in support of the pipeline last year. 
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The basis for this commitment has been the need for a means to tap the tremendous 
resource potential in Alaska. This need has not diminished. 

I believe that this fundamental aspect of the project should be kept in mind as the 
deliberations on the waiver proposal continue. There are an immense amount of 
natural resources in Alaska which are ready to be brought to market and benefit all 
Americans. 

The north slope of Alaska holds the largest proven reserve of natural gas ever 
discovered in North America. The Prudhoe Bay reserve alone represents one-eighth 
of the Nation's proven reserves. This reserve would be tapped immediately when 
the pipeline is constructed. The initial operation of the pipeline, using only the 
Prudhoe Bay reserve as supply, would provide 2 billion cubic feet of natural gas per 
day. This would supply at least 5 percent of the Nation's estimated demand over the 
next 25 years and would reduce the Nation's imports of oil by 400,000 barrels per 
day. It is worth emphasizing that Prudhoe Bay is a proven reserve, waiting to be 
tapped. 

The pipeline would also provide a means of access to other natural gas reserves in 
Alaska which have yet to be developed. It is estimated that the north slope of 
Alaska holds 200 trillion cubic feet of natural gas and could well turn into the larg­
est supply of natural gas resources in the Nation. Also, the Department of the Inte­
rior plans to conduct 16 lease sales on the outer continental shelf off the Alaska 
coast. Seventy percent of all OCS lease sales to be conducted over next 5 years will 
be in Alaska. The on-shore areas of Alaska also hold the promise of more natural 
gas discoveries. As you can see, Alaska represents a tremendous resource potential 
for America which is waiting to be tapped. 

The operation of the trans-Alaska oil pipeline provide as an example of the bene­
fits of developing Alaska's resources. The taps line supplies 1.5 million barrels of oil 
per day and has developed into an important element in the domestic energy 
supply. It is a safe, sure source of American energy supplies and has proven to be a 
good long-term investment in America's resource potential. 

It is clear that actions taken by these subcommittees on the waiver proposal will 
have a substantial impact on the Nation's future energy supply. I believe that fail­
ure to build this pipeline would jeopardize the Nation's ability to tap its resources in 
Alaska and would continue the Nation's gamble on the continued supply of oil from 

· the Mideast. And it must be recognized that dependence on foreign oil is a gamble. 
The risks of this gamble must be considered when there are American energy proj­
ects which are ready, willing, and able to supply the Nation's energy needs. The 
Alaska natural gas transportation system is one such project. 

I urge the members of these subcommittees to carefully consider all of the testi­
mony to be preserved against this background of the resource potential in Alaska. I 
believe that the testimony presented at this hearing will demonstrate this waiver is 
necessary to bring this potential to the benefit of the rest of the Nation. Although it 
is difficult to measure the value of knowing that some of the Nation's energy needs 
are supplied by safe, sure, sources of domestic fuel, the value of this energy security 
must be kept in mind in determining the benefits of this project. 

Thank you. 

Mr. UDALL. We thank the gentleman for his cooperation. 
In light of my previous announcement, I am going to ask the 

gentleman to be available, and we will ask him questions later on. 
Mr. YouNG. Mr. Chairman, as you know, I am always available 

on things that concern the Nation and, more than that, Alaska. 
Thank you very much. 

Mr. UDALL. We will get some real zingers of questions ready for 
you. 

We will now hear from the Secretary of Energy, the Honorable 
James Edwards. 

STATEMENT OF HON. JAMES B. EDWARDS, SECRETARY, DEPART­
MENT OF ENERGY, ACCOMPANIED BY WILLIAM NISKANEN, 
MEMBER, COUNCIL OF ECONOMIC ADVISERS 

Secretary EDWARDS. Mr. Chairman, before I start, I would like to 
introduce Mr. R. Tenney Johnson, General Counsel, Department of 
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Energy, on my right, and Mr. William Niskanen, member of the 
Council of Economic Advisers, on my left. 

Mr. Chairman, I appreciate this opportunity to meet with you 
and the subcommittees today. 

I am pleased to appear before you to discuss the President's 
waiver proposal for the Alaska natural gas transportation system, 
or ANGTS. The President submitted this proposal to the Congress 
on October 15, 1981. I am here to support this waiver proposal and 
to urge you to consider it carefully and expeditiously. 

In the winter of 1967-68 a wildcat drilling rig struck a large oil 
and natural gas reserve at Prudhoe Bay on the North Slope of 
Alaska. The proven natural gas reserves at Prudhoe Bay are esti­
mated at 26 trillion cubic feet and represent approximately 13 per­
cent of the present total U.S. proven reserves. 

When ANGTS is completed, these reserves are expected to 
supply initially approximately 5 percent of total U.S. gas consump­
tion. There are also estimated undiscovered recoverable resources 
of around 100 trillion cubic feet of natural gas in Alaska, of which 
a sizeable portion is believed to lie on the North Slope. 

Congress recognized the importance of bringing this gas to the 
lower 48 American market by enacting the Alaska Natural Gas 
Transportation Act of 1976. That statute provided a special expedit­
ed procedure for designation and approval of a system to bring 
Prudhoe Bay gas to the lower 48 States, thereby bypassing the 
normal, drawn-out regulatory process. 

Under procedures established by ANGTA, President Carter, in 
the decision and report to Congress on the Alaska Natural Gas 
Transportation System, in September 1977, designated the Alaska 
highway route as the route for the pipeline. Congress incorporated 
that decision in Public Law 95-158. 

The Alaska pipeline segment of ANGTS, to be constructed and 
operated by the Alaskan Northwest Natural Gas Transportation 
Company, will be a 745-mile pipeline from Prudhoe Bay running 
south along the existing oil pipeline right-of-way and then south­
east along the Alaska highway to the Canadian border. A gas con­
ditioning plant necessary to prepare the gas for entry into the pipe­
line will be located at Prudhoe Bay. 

There will be three other segments of the Alaskan natural gas 
transportation system. The Canadian pipeline segment will run 
from the Alaska-Yukon border to central Alberta, a distance of ap­
proximately 1,500 miles. From central Alberta the pipeline will 
fork into two legs. The western leg will carry gas to the San Fran­
cisco area while the eastern leg will carry gas to the Chicago area. 

The two legs are being largely prebuilt to carry Canadian gas to 
the lower 48 States. The prebuild segments are now under con­
struction and initial deliveries through the western leg have begun 
at the rate of 240 million cubic feet per day. The complete ANGTS 
would cover approximately 4,800 miles. 

Mr. Chairman, if you would permit me, I would like to just refer 
to the chart. Right up in this area where the pipeline begins is 
where the conditioning plant will be. It will come down along the 
present oil pipeline and cross into the Yukon at this area. 

[The chart referred to follows:] 
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ALASKA NATURA[ GAS 
TRANSPORTATION SYSTEM 

*Cost Estimates (1980 Dollars) Were Provided by Project 
Sponsors. 

* Mileage Numbers Refer Only to New Pipeline Mileage. 
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Mr Enw ARDS, The black line is the Canadian section. These two 
will fork at the James River junction, with one going down across 
the border between Canada and the United States into Chicago and 
this one going down across the border into San Francisco. 

The Western leg is already delivering gas. The Eastern leg is 
under construction. 

I happened to be out in South Dakota pheasant hunting the 
other day and we crossed the construction there. I was informed 
that the workers came in, laid that pipeline, and got out so quickly 
that very few people knew they were even there-a rather interest­
ing reaction of the local people in South Dakota. 

The sponsors have estimated the direct construction cost of all 
segments of the ANGTS to be around $23 billion U.S. dollars. Let 
me point out that the administration has not performed a cost esti­
mate of its own nor has it conducted a final evaluation of the spon­
sors' estimated costs. 

The $23 billion figure includes approximately $3 billion for the 
prebuild segments now completed or under construction. These fig­
ures are in 1980 U.S. dollars. The initial cost of the Alaska pipeline 
segment is estimated to be approximately $10 billion. The gas con­
ditioning plant segment is expected to cost at least $3 billion. The 
Canadian pipeline segment is expected to cost at least $5 billion. 

Both President Carter and President Reagan have taken a per­
sonal interest in the ANGTS. President Carter advised the Canadi­
ans that the United States supports construction of the ANGTS. 
President Reagan recently stated in a message to Prime Minister 
Trudeau regarding this proposed waiver: 

My Administration supports the completion of this project through private financ­
ing, and it is our hope that this action will clear the way to moving ahead with it. I 
believe that this project is important not only in terms of its contribution to the 
energy security of North America. It is also a symbol of United States-Canadian 
ability to work together cooperatively in the energy area for the benefit of both 
countries and peoples. This same spirit can be very important in resolving the other 
problems we face in the energy area. 

In submitting the waiver proposal to Congress, it is the Presi­
dent's intention to remove certain legal obstacles to the private fi­
nancing of the pipeline. This will allow free market forces to oper­
ate and thereby determine whether this project will become a reali­
ty. 

Because of the extraordinary dimensions and complexity of the 
ANGTS, Congress envisioned that a specific waiver of law might be 
necessary to remove obstacles to expeditious construction and ini­
tial operation. The waiver proposal is submitted for precisely that 
purpose pursuant to section 8(g)(1) of the act. 

The President has submitted a waiver proposal dealing with sev­
eral provisions of law. Some aspects are entirely technical, and I do 
not propose to discuss them here. They are discussed in the Presi­
dent's submittal. 

Before moving to the specific elements of the waiver, however, I 
wish to emphasize why we are taking this unusual step. The pur­
pose of the waiver proposal is to facilitate private sector evaluation 
and financing of the project. Absent this waiver proposal, we be­
lieve the pipeline cannot be privately financed. 



49 

are three major elements of the waiver proposal to which I 

""";~~; . .,~vu 1, paragraph 3 of the President's decision provides that 
""''nP.·rsru.u participation in the pipeline is open to anyone except 
roducers of Alaska natural gas. Section 5, condition IV -4 of the 

aecision-and when I say decision, Mr. Chairman, that is President 
Gaiter's decision-contains a similar prohibition. 

Section 5, condition V-1 provides that producers of significant 
aniounts of Alaska natural gas cannot participate in ownership of 
the pipeline. However, they may provide guarantees for project 
debt. This latter condition also excludes the producers from holding 
anY equity interest in the project, having any voting power or 
having any management control in the project. 

President Reagan's proposal will waive these provisions to allow 
producers of Prudhoe Bay gas to participate in the ownership of 
the Alaska pipeline segment of the ANGTS and the gas condition­
ing plant segmen~. The scope ~f their role v?ll be determined in ne­
gotiations by the mterested pnvate compames. 

J emphasize that there is an important proviso to this waiver 
provision to meet antitrust concerns. Any agreement on producer 
participation in the ANGTS is to be approved by the FERC, after 
consultation with the Attorney General, and upon a finding by the 
FERC that the proposed agreement would not, (1), create or main­
tain a situation inconsistent with the antitrust laws or, (2), create 
restrictions on access to the Alaska pipeline segment by other ship­
pers or place restrictions on capacity expansion. We believe these 
safeguards provide sufficient Federal review to eliminate any possi­
ble antitrust violations. 

The second important part of the waiver concerns the gas condi­
#oning plant segment. Section 2, paragraph 3, first sentence of the 
President's decision excludes the gas conditioning plant as part of 
the ANGTS and from the final certificate to be issued by the FERC 
for the system. 

However, thePresident's decision does not exclude a payment by 
gas customers for conditioning costs. FERC also has not yet made a 
finaLruling concerning payment for conditioning costs. To resolve 
this issue, we propose to waive the provision that excludes the gas 
conditioning plant from the pipeline system. 

The gas conditioning plant would, of course, be subject to final 
F]l":RC certification as part of the pipeline. The cost of the plant is 
estimated to be at least $3 billion. As a part of ANGTS, the cost of 
the conditioning plant would be recoverable through FERC-ap­
proved tariffs along with pipeline construction costs. 

The final element of the waiver proposal I want to mention in­
volves the, issue of when billing for the cost of ANGTS may com­
mence. 

'Section 5, condition IV-3 of the President's decision provides that 
consumers of Alaska natural gas cannot be charged any amount 
for the cost of the ANGTS at any time prior to completion and 
ypmmissioning of all segments-American and Canadian-of the 
system. 

We propose a waiver of that provision so that the FERC could 
allow billing for the ANGTS prior to the time the whole system is 



50 

completed and gas begins to flow, under certain specified, limite( 
circumstances. 

Under this waiver element, the system would be divided intc 
three parts for billing purposes-the Canadian pipeline segment 
the Alaska pipeline segment, and the gas conditioning plant seg. 
ment. 

With regard to the Canadian segment, this waiver element would 
permit recovery of the full cost of service upon completion and suc. 
cessful testing of that segment. However, no billing could com. 
mence before a date established by the FERC, in consultation with 
the Federal Inspector, in issuing a final certificate for the pipeline 
as the most likely date for the pipeline to begin operation. 

With regard to the Alaska pipeline segment, this waiver element 
would permit a recovery of a minimum bill: that is, actual oper­
ation and maintenance expense, actual current taxes and amounts 
necessary to service debt, upon completion and successful testing of 
that segment. 

As with the Canadian pipeline segment, billing could not begin 
before the date set by the FERC as the date for the ANGTS to 
begin operation. Similarly, recovery of a minimum bill could occur 
for the gas conditioning plant segment upon completion and suc­
cessful testing of the plant, but not before the completion date of 
the pipeline system, as established by the FERC. 

I want to emphasize that this billing element is subject to impor­
tant safeguards. 

First, the FERC is not required to allow precompletion billing. 
For all three segments individually, it is simply authorized to do so. 

Second, cost recovery cannot be had before the date that the 
FERC has determined as the most likely date the whole system 
would begin operation. That limitation on recovery reduces the pos­
sibility that billing would, in fact, commence before completion and 
operation of the entire pipeline. 

Finally, with regard to both the Alaska pipeline segment and the 
gas conditioning plant segment, only a minimum bill could be re­
covered prior to the flow of gas through the pipeline. 

Under these circumstances, there would be no return on equity. 
We believe this would provide a strong financial incentive for the 
sponsors to persevere and to complete the project. 

In conclusion, Mr. Chairman, it is clear that the project cannot 
be privately financed without this waiver proposal. The President's 
message to the Congress makes clear his intention, with the ap­
proval of Congress, to remove certain legal obstacles to private fi­
nancing. 

·As the President stated, the project is a symbol of United States­
Canadian ability to work together in the energy area. 

That concludes my prepared testimony. I will be pleased to 
answer any questions. 

Mr. UDALL. In light of our time constraints, we will operate 
under the 5-minute rule. 

I have three quickies I hope we can handle in 5 minutes. 
In the light of the concern about the budget, and inflation and 

deficits and all of this, what is the impact, what would be the gen­
eral budget impact if we approved the waivers and the project goes 
forward as you and the Presidentanticipate. 
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Mr. UDALL. Yes; the budget this fiscal year and coming ones, for 
ekample. Can you give me a ball-park figure on this? What is the 
exposure of the government? 

Secretary EDwARDS. Mr. Chairman, there would be no exposure 
tothe government. 

Mr. UDALL. No additional expenditure? 
Secretary EDWARDS. None whatsoever. 
Mr. UDALL. All right. 
Secretary EDWARDS. Except financing of the Federal Inspector. 

Of course, that would be there. 
Mr. UDALL. We have been extremely fortunate that way to find 

that our great neighbor to the north, the Canadians, and great 
$ neighbors to the south, Mexican people, have had very good luck in 

discovering where some of the oil and gas of the world are located. 
We haven't always handled our neighbor's concerns with a great 

deal of sensitivity, I must say. 
Could you outline for me what we might anticipate from theCa­

nadian Government or Canadian people if this project falls through 
because of the unwillingness of the Congress to provide the addi­
tional inducements in the President's package? 

Secretary EDWARDS. Mr. Chairman, I think our relationships 
would be further strained if this waiver were not approved. 

Mr. UDALL. I have been impressed through the whole history of 
this-I guess these two committees have been involved in it now 
for a long time-with the real efficiency of the Canadians and their 
willingness to understand the American political situation, the 
slowdowns we have had here. 

But I certainly share your views. It was a miracle to me, in fact, 
in 1976 and 1977 that they could within 18 months make major de­
cisions relating to the Canadian native people and right-of-way 
problems and all the rest. 

While I haven't finally made any judgment on the specific waiv­
ers, I would think long and hard before I would kick the Canadians 
in the teeth in the way that might be interpreted if we do nothing 
in this regard. 

My final question would relate to overruns. There is a great cyni­
cism that developed around the Alaska oil pipeline. It started out 
at $2 or $3 billion and we ended up three, four, five times that 
amount of money. 

What causes this? Why are we talking $23 or $25 billion now 
when we were talking a half or a fourth of that just a few years 
ago? What goes wrong with these projects? Is this endemic to major 
energy projects or is there something special here that maybe we 
could correct? 

Secretary EDWARDS. Mr. Chairman, I think in the early days the 
technology was not as well perfected as it is today. Of course, infla­
tion is running the cost of everything up. The inflation of the cost 
of laying pipeline has been greater than normal inflationary rates. 

I think it is just a combination of several factors that has caused 
them to run up. Poor management has something to do with it, too, 
but the two companies that are proposed to build these pipelines 
are very well-managed companies of good repute, and I doubt if we 
will have overruns. 
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I think the fact that the lower 48 pipeline was built under budget 
and in less time than they had anticipated indicates the technol­
ogies and companies building these pipelines are of quality. 

Mr. UDALL. I am going to be watching these hearings for further 
light on that particular question, and maybe there is some role we 
in Congress can play to expedite these projects. 

I had a great idea a year ago, a year and a half ago. Mr. Brown 
helped me a great deal on fast track. We eventually got torpedoed 
down-that is right, as Mr. Brown says, more like run over by a 
steam engine. Fast track turned out to be kind of a slow track, 
then no track at all when it was sunk without a trace in the pro­
ceedings of the House. Go ahead. 

Secretary EDWARDS. One way to speed this up would be to pass 
this waiver package in a hurry and get it on up there so they can 
start construction. 

Mr. UDALL. All right. With Christmas coming on, we will see 
what we can do for you. 

The gentleman from Indiana, Mr. Sharp. 
Mr. SHARP. I thank you, Mr. Chairman. 
Mr. Secretary, there have been a lot of rumors in the past and 

around that the administration is really just going to lay this pack­
age up here and see how it goes, and has no real commitment to it. 
I wonder if you can lay that to rest. Is the administration going to 
come up here and fight for this proposal? I know they are skillful 
fighters for things they want on Capitol Hill. What is the situa­
tion? 

Secretary EDwARDS. This President is dedicated to getting this 
waiver package through the Congress. We hope we will have com­
plete cooperation. We hope it will not be a fight. I think the Con­
gress will see the need for this, and I hope, pass it in an expedi­
tious manner. We are dedicated to getting the waiver package 
passed. 

We are dedicated to the private sector building this, not the Gov­
ernment building it. I think we are just removing the obstacles to 
getting that accomplished. 

Mr. SHARP. Mr. Secretary, my colleague from Arizona asked the 
question about the result of a no vote on our relation with Canada, 
which is a very important one. I think we can appreciate the com­
mitment the Cl:!nadian Government made in getting involved in 
this project. Would you like to give us further background on what 
you believe the situation would be if Congress voted no in terms of 
gas supply and production or any other variables your Department 
would be concerned about? 

Secretary EDWARDS. Mr. Sharp, I would not be able to evaluate 
the reaction if the package were not passed. But if the waiver pack­
age is passed and the project comes to fruition, of course, it will be 
the equivalent of 400,000 barrels a day. So in a positive light, I 
think it is very important that we get this gas down so we can 
have this resource available to our citizens and not be so dependent 
upon foreign sources of energy in future years. 

Mr. SHARP. Mr. Secretary, later in the hearing there will be 
some witnesses who will maintain there are other alternatives and 
that this is an uneconomical one, or that there is a more economi­
cal alternative. So it is six to one, half a dozen to the other, what 
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difference does it make. That argument will clearly be made in this 
debate. I hope you will help us understand as to what the conse­
quences would be of saying no to this project. 

Is there something else in the wings we could do instead of this 
that would move us forward, or are we in a deep hole we can't get 
out of at that point? 

Secretary EDWARDS. Mr. Sharp, there have been extensive stud­
ies of a variety of methods of getting this resource down to the 
lower 48 States, even as far as looking at under-the-Arctic ice tank­
ers, submarine tankers, to bring the resource down. Of all the stud­
ies that have been done, the most practical and most economically 
feasible solution is the bringing down the gas by way of a pipeline 
similar to this pipeline. 

Mr. WEAVER. Will the gentleman yield? 
Mr. SHARP. I believe we have very limited time here, so I will not 

at this point. 
Mr. Secretary, I would finally like to ask you about the Depart­

ment's estimate on whether this gas will be economical by the time 
the pipeline is built. One question that continues to arise is, given 
some estimates that the price could be as much as $15 per thou­
sand cubic feet in the first year or two of this gas, as to whether or 
not that can be economical in competition with either other gas 
sources or alternative fuels, and whether or not it will be economi­
cal should the administration present and the Congress adopt the 
decontrol of old natural gas. 

Secretary EDWARDS. Mr. Sharp, I don't think there are any stud­
ies-or at least I don't have at my disposal-nor have we done any 
in the Department-of whether it is economical or not. We feel, 
with the passage of the waiver, the private sector will be able to 
evaluate whether this gas is marketable or not. If it stands on its 
own merits, it will be built. If it doesn't, it won't be built. But we 
feel that should be left up to the private sector and not up to us in 
Government to determine that. 

Mr. SHARP. Will the private sector need to be making that deci­
sion on the basis that the administration is advocating decontrol of 
old natural gas? Will that be the intended policy of the administra­
tion? 

Secretary EDWARDS. Mr. Chairman, I think that they would prob­
ably make that decision both ways and evaluate it. I think in the 
latter years of the 1980's it would probably be less economical if we 
decontrolled. In the outyears it would be more economical. Over 
the lifetime of the pipeline I think it would be much more economi­
cal if we deregulated natural gas. This is based on some cursory 
studies that we have done. 

Mr. SHARP. Thank you, Mr. Secretary. 
Mr. UDALL. The gentleman from Ohio is recognized for 5 min­

utes. 
Mr. BROWN. Mr. Secretary, doesn't the waiver package, in effect, 

leave the project in the hands of the bankers now as to whether or 
not it is going to be viable, and they have to look at it and assess 
the price of gas in the future and prospects for the pipeline coming 
in, as Mr. Udall raised the question, within reasonable cost bounds 
and so forth? And, in effect, if the waiver package is approved by 
the Congress, then the bankers just make a judgmental decision as 
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to whether or not they really can get from the consumers sufficient 
money to pay the interest on the debt and ultimately pay off the 
amount of the debt? What assurances have you that if the waivers 
are granted we will ever get a pipeline? 

Secretary EDWARDS. Mr. Brown, I have no assurances at all. But 
I can assure you that we will never get a pipeline if the waivers 
are not granted. 

Mr. BROWN. I think everybody concedes that. I don't want to ask 
too many questions. Everybody concedes that. The real question is 
whether or not we will get it if the waivers are granted. Are there 
any written-has anybody said anything? We will have to ask this 
question of the bankers. How do we understand that? 

Secretary EDwARDS. I understand there are some bankers and 
producers to follow us, and some of the sponsors. I think you 
should ask that question of them. I think that falls into their pur­
view rather than government's purview. 

Mr. BROWN. But like any good banker they don't put anything in 
writing, is that right? Mr. Secretary, this is a big project in terms 
of dollars, $40 billion of them; therefore, major diversion of U.S. 
economic assets or resources. You could have 100 $400 million proj­
ects you could pay for using the money in a different way. I saw a 
presentation this morning that would cost $2.5 billion to rebuild 
and modernize the Ohio River lock and dam system so that you 
could make it consistent throughout and speed up the transporta­
tion of things on that river. And you could have, maybe, 16 of those 
projects. In a sense, we could tax consumers of gas and direct the 
funds to the support of the social security system, or building the 
B-1 bomber, or buying scrubbers for all the coal-fired plants, or 
something else. Have you given thought to alternatives of diverting 
funds that way? 

Mr. NISKANEN. Mr. Brown, we are proposing change in the basic 
law within which private bankers and investors will make their de­
cision. I think if this proves to be viable with the pipeline it will be 
an appropriate diversion of resources from other uses. It is a very 
large amount of money. I think it is appropriate to focus it in 
terms of constant dollars, and the constant dollars for the Alaskan 
and remaining Canadian parts of the system are around $20 billion 
in 1980 dollars. So that represents, oh, maybe one-twentieth of the 
gross flow of savings in the United States on an annual basis. 
There is lots of money available if this does prove to be a viable 
project. 

Mr. BROWN. When you say it is desirable, do you mean from a 
social standpoint, from an energy conservation standpoint, from 
the standpoint of security, all the above? Which specifically? 

Mr. NISKANEN. Once the appropriate laws are in place, the via­
bility, I think, should be and will be determined by private inves­
tors. We are prepared to accept whatever is the outcome of that 
process if the basic law under which that process operates is the 
right one. 

Mr. BROWN. Finally, if the private investors are wrong, and they 
go ahead and put up the money, and the price of gas from the Alas­
kan natural gas pipeline comes in so high that based on that and, 
perhaps, based on the cost of the pipeline, cost overruns, and so 
forth, that no one really wants to buy that gas and decides, well, it 
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is cheaper right here in River City to convert to oil or to put in a 
coal-fired plant with a scrubber, and the gas consumers don't pay 
the bill, who gets the cold check? . 

Mr. NISKANEN. Gas consumers will pay for the pipeline if this 
pipeline is not completed. There is a very large incentive, however, 
to complete the pipeline. The equity owners of completed segments, 
and both the equity and debt owners of uncompleted segments will 
bear that part of the cost. 

Mr. BROWN. I hope you didn't miss my point now. I assume we 
complete the pipeline and that the cost of the gas in 1987 is so high 
that consumers decide not to use gas and switch to coal or oil, and 
there are not enough consumers paying the tab on the pipeline 
that the pipeline is viable, and you have a lot of New York bankers 

* in with their cups, saying we made a bad judgment and it didn't 
work out. 

Mr. NISKANEN. The cost will be borne by the shippers and ulti­
mately the consumers of all companies that contract for this gas. 
That group of people will not disappear because they use gas, of 
course, from many other sources. It is important to recognize that 
once the shippers contract for this gas it becomes a fixed charge to 
these companies, and they do not pay for it as a function of the 
amount of gas they use. But it becomes a fixed monthly bill. That 
will, once that happens, it is very likely that gas will flow from 
Alaska, even in the event that the fixed charge is something that 
they may have regretted. 

Mr. BROWN. Thank you, Mr. Chairman. 
Mr. UDALL. It is kind of difficult here to alternate between the 

Parties; the two parties on the two committees. I will do my best. I 
·generally operate on who got here first. I haven't the foggiest idea 
with regard to my own committee. Maybe we will go on seniority. 

Mr. Gejdenson, were you here first? 
Mr. WEAVER. Yes; or me. 
Mr. UDALL. All right. Mr. Gejdenson, the gentleman from Con­

necticut. 
Mr. GEJDENSON. Thank you, Mr. Chairman. 
Mr. Secretary, it troubles me that every time I see projects that 

are basically regulated getting into trouble, that suddenly we go to 
suggestions that we start charging the consumers for construction 
work in progress. It seems to me that you can say that you are now 
letting private industry go take over the program, but what you 
are essentially doing is you are taxing people for a service that 
they are not getting. And if you were so inclined, you could simply 
just have the general revenues pay for completion of the pipeline 
and at least let the consumers own it rather than let the consum­
ers be taxed by the companies instead of the Government and then 
the companies end up owning the pipeline. 

It seems to me that what you are doing is you are not dealing 
with the marketplace. If you are admitting that the marketplace 
isn't going to work, that is one thing. But I think it is wrong to say 
that you are going to let the free market and competitive system 
pay for this program. As soon as you are billing for construction 
work in progress-and President Ford suggested that on nuclear 
power plants-we are now getting it suggested as the way to get 
this proposal paid for-that you are really not dealing in the real 
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world. Because if you were out in the private industry and wanted 
to build something, what you do is you get investors to believe that 
that is a viable option, when you are dealing in a regulated indus­
try. You attract the money that way, and you build it. Once it 
starts producing something, the consumers pay for it. . 

Secretary Eow ARDS. Mr. Gejdenson, this is really not a construc­
tion work in progress situation. Construction work in progress is, 
for example, if a utility company starts to build a generating plant 
and the day they lay the first brick they start then charging the 
potential consumers before work is completed for that project. That 
is not strictly the case in this instance. 

Mr. GEJDENSON. This is a delayed construction work in progress? 
Secretary Eow ARDS. No, it really isn't even that. It is a precom­

pletion billing in case one or two of the segments of this project are 
completed before the other segment is completed. And this only 
occurs after a date certain has been established by FERC, and it 
has to be certified by the Federal Inspector that in fact that seg­
ment of the project is completed. Then and only then are the con­
sumers requested or required to pay before they start getting serv­
ices, so to speak, from the pipeline. But this is just an insurance 
program. This is an unusual project. It is an insurance program 

, - that lets the producers, the pipeline companies and the consumers 
benefit from this. They are getting the benefits, so certainly they 
should each take some of the risk. So they are taking a portion of 
the risk. The producers and the pipeline companies are also taking 
a portion of the risk. 

Mr. GEJDENSON. I think we have basically said the same thing. 
You have just said it from a different perspective, and I understand 
that. But what the bottom line is, that if FERC, which has through 
recent decisions, or at least statements, indicated a willingness to 
take a look at construction work in progress, picks a date,. 1997, for 
example, that the pipeline is going to be completed. If it is not com­
pleted by then, or if it is never completed, the consumers, as if they 
were being taxed by big Government, will pay for that pipeline and 
get no benefit until either the Congress or somebody challenges 
that system. And I don't mind this committee taking a look at 
doing that, but I think we ought to know what we are doing. 

Let me ask you one last question. Have you taken a look at the 
effects of the Reagan tax cuts for industry and how they may, 
under the present law, give business any new advantages or any 
new strength to invest in the present system? I mean with the ac­
celerated depreciation or any of the other kind of breaks we have 
given the gas and oil companies, shouldn't we be expecting them to 
take some of the risk and not simply ask the consumers to take the 
risk? 

Secretary EnwARDs. Mr. Gejdenson, I am sure there will be some 
advantages under the tax law. That is what the economic recovery 
program was all about, to give some advantages so we could get 
people back to work again in this country. But I have not looked at 
those studies at all. 

Mr. GEJDENSON. Maybe we ought to look, if there is enough in­
centive in changing the depreciation and other benefits to oil com­
panies, that they will now have the capita! to risk. My feeling is, if 
the consumers are going to take the risk, then the consumers 
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0ught to own the pipeline in some way. If the company is going to 
take the risk, then they have-a right to own the pipeline. It seems 
to me we are setting up a situation where, because of the econom­
ics of the situation, it is now a real questionable investment on the 
part of the oil companies or energy companies. The market has 
gotten a little soft, so they don't want to take the risk. We are 
trying to find a way to make the consumers pay for it. But the end 
result is that they are still going to have the facility. 

Secretary EDWARDS. Mr. Gejdenson, the participants of the pipe­
line and producers of the gas are putting up $7.5 billion of their 
own money, so the consumers are not taking the full risk at any 
rate. 

Mr. GEJDENSON. That is an impressive amount of money but 
*there is still a lot to go into it. You were about to say something? 

Mr. NISKANEN. I think it is important to keep these concepts 
clear. There will be no advanced billing if both sections--

Mr. GEJDENSON. But once you have decided there will be ad­
vanced billing under some set of circumstances you have violated 
what we have done with utilities through today, that there is no 
construction work in progress. You can't say we are not giving 
them construction work in progress unless A, B, or C happens. Con­
struction work in progress means we are not getting gas through 
the pipeline but we are paying for it. That situation can occur 
under what you are suggesting. 

Mr. NISKANEN. Literally, sir, there will be no financing of any 
construction in progress. The only advanced billing would be for 
components of the system that have been already completed if 
other sections have not been completed and it is after the date cer­
tain. So literally there would be no financing of any construction 
that is in progress. 

Mr. UDALL. The gentleman's time has expired. The Chair recog­
nizes arrival of our distinguished colleague, the chairman of the 
full committee, Mr. Dingell. 

Mr. DINGELL. Mr. Chairman, I will await my turn. Thank you. 
Mr. UDALL. Who on the minority would be next? The gentleman 

from California, Mr. Dannemeyer. 
Mr. DANNEMEYER. Thank you, Mr. Chairman. Assuming, Mr. 

Secretary, the waiver package is approved, any investor who would 
be looking at this in terms of committing the resources that we are 
talking about is going to be asking a very relevant question. That 
is, what is going to happen to natural gas prices in this country? A 
prospective investor in this project has what you might call a 
vested interest in low prices for natural gas coming from the lower 
48 States for obvious reasons. It provides a better base for roll-in 
purposes to assure the economic viability of this project. I am 
deeply concerned about that because I am afraid the argument will 
be made that if we pass this waiver package we are expanding the 
constituency in this country that is going to be having a vested in­
terest in continuing price controls on natural gas. That deeply con­
cerns me because I think we are working at cross purposes. 

Now, another thing that bothers me is that you are the chief 
spokesman for this administration for energy policy for this coun­
try. You have not come, initially, to this committee asking for de­
control of natural gas prices, which, frankly, I wish you had done 
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first. You come here asking for this waiver package. Now if you 
were to come here asking for decontrol of natural gas prices, we 
could point out the evidence indicates we can anticipate an expan­
sion of domestic supply of up to 25 percent over the next 4 years if 
we immediately deregulated the price of natural gas. Now that is 
dramatic. Contrasting that increase of projected supply with the 5 
percent we are talking about from this project, I find I am a little 
puzzled by priorities. We are being asked to possibly stick it to the 
consumers with this project for an increase of 5 percent in the 
quantity of natural gas at a time when we are perhaps not giving 
the attention to decontrol, which would increase our domestic 
supply of natural gas by 25 percent at no cost to the Government. 
There would be a cost to consumers, of course, with the increased 
price that would take place. But would you address yourself to that 
question that I am puzzled with, sir? Are you asking this Congress 
to expand the constituency that has a vested interest, perhaps, in 
continued price controls on natural gas? 

Secretary EDWARDS. Mr. Dannemeyer, our studies show that the 
economics of this pipeline are improved over the life of the pipeline 
if we have decontrol. I hope that we can have both by the time this 
pipeline comes on line, and I am sure that that decision should be 
rightfully made by those who are going to finance this pipeline. I 
am sure they have economists in those big banks who that look at 
things like this, and I am sure they are going to have independent 
studies as to what the effect would be of decontrol or nondecontrol. 
But I hope that by the time this pipeline comes on, we will have 
had decontrol of natural gas for a long time. With your help and 
help of the Congress, we will have that. 

Mr. DANNEMEYER. For whatever it is worth, this Member of Con­
gress is privileged to have a vote on this issue. This Member of 
Congress is- deeply committed to the concept of immediately dere­
gulating natural gas prices for the increased supply it will bring to 
this country. If that has an interest to you on the issue of the 
waiver package, I suggest you give it consideration. 

Secretary EDWARDS. Mr. Dannemeyer, I am in complete agree-
ment with what you say. 

Mr. UDALL. The gentleman from Oklahoma, Mr. Synar. 
Mr. SYNAR. Thank you, Mr. Chairman. 
Mr. Secretary--
Mr. UDALL. I think what I am going to do, I am going to play 

leapfrog wi,th Mr. Sharp. I will go vote now and try to get back in 
time for you to go vote. 

Mr. SYNAR. Mr. Chairman, I would ask unanimous consent at 
this time to enter into the record a Wall Street Joumal article of 
July 13, 1981. 

Mr. SHARP. Without objection, so ordered. 
[The article referrred to follows:] 
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[From the Wall Street Journal, July 13, 1981) 

WHITE HousE WoN'T SuPPORT MAjoR AsPECTS OF FINANCING PLAN FOR ALASKA GAs 
PIPELINE 

(By Andy Pasztor) 

ANCHORAGE, Alaska-Plans to build a natural gas pipeline linking Alaska with 
western Canada and major U.S. markets have had more setbacks, this time primar­
ily at the hands of the Reagan administration. 

Energy Secretary James Edwards said Friday that President Reagan won't sup­
port the $35 billion project if its sponsors insist that the "consumer shoulder so 
much of the financial risk." The Secretary's warning, in an interview at the start of 
a four-day visit to Alaska, is the first clear-cut indication that the White House op­
poses major elements of the financing package the pipeline's backers are developing. 

According to Mr. Edwards, the administration urged companies working on the 
project "in the strongest terms" against pushing for controversial legislative 
changes that would permit them to pass on much of their construction costs to con­
sumers before the 4,800-mile project is completed. The administration "has some 
real concerns" about asking U.S. consumers to pay for current construction on the 
project's Canadian leg rllgardless of whether the most difficult segment across 
Alaska is ever completed. 

The companies, however, claim that they won't finance the project unless the 
President and Congress approve a host of legislative amendments, including one 
covering the charges to consumers. 

The administration is expected to send a package of proposed legislative changes 
to Capitol Hill later this summer. But Mr. Edwards made it clear tht the project's 
sponsors, led by Northwest Energy Co. of Salt Lake City, and the Canadian Govern­
ment, which also has been pushing for certain amendments, won't get as much as 
they want. 

Mr. Edwards said President Reagan personally delivered that message to Canadi­
an Prime Minister Pierre Trudeau last week when the two leaders met in Washing­
ton. In response to a question, Mr. Edwards conceded that the pipeline question is 
"becoming one of the real sore points" in United States-Canadian ties. 

But Mr. Edwards asserted that the White House isn't planning to placate the Ca­
nadian Government on the pipeline issue in exchange for help in other areas. 

The pipeline, if completed, would channel about 2.5 billion cubic feet of gas a day 
from Alaska's North Slope across western Canada to the U.S. The Alaskan portion 
of the line is still in the engineering stage, and many industry executives and state 
officials question whether it can ever be financed. 

The Reagan administration appears interested in trying to convince Alaska Gov. 
Jay Hammond to pledge a substantial chunk of money to the project to assure its 
completion. Among other things, Mr. Edwards said he intends to ask Mr. Hammond 
about possible state participation in the construction of a $4 billion gas-conditioning 
plant slated to be part of the project. 

In return, Alaska could get control over some of the gas and use it to establish a 
local petrochemical industry, Mr. Edwards said. 

But that idea is getting a lukewarm reception in Alaska. "I don't think that I am 
ready or the legislature is ready to make that kind of commitment" until all the 
private financing is in line, Gov. Hammond said during a weekend interview. 

Meanwhile, state officials concede that the sponsors' hope of breaking ground on 
the Alaskan leg of the project by next spring is unrealistic. To begin with, these 
officials said, the sponsors are at least five or six months behind in obtaining envi­
ronmental and other permits from the state. And the companies are arguing with 
state officials over the financing of roads necessary for the construction. 

Mr. SYNAR. Mr. Secretary, I have an article dated July 13, 1981, 
from the Wall Street Journal, entitled "The White House Won't 
Support Major Aspects for Financing of the Alaskan Gas Pipeline." 
In the article you are quoted as saying President Reagan would not 
support the project if sponsors insist and, I quote, "consumers 
shoulder so much of the financial risk." According to the article, 
the administration urged the sponsors in "the strongest terms" 
against pushing for controversial legislative changes that would 
permit them to pass on much of the construction cost to the con­
sumers before the pipeline is completed. This article also indicates 
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the administration appeared interested in trying to convince the 
State of Alaska to pledge a substantial amount of money to the 
project to assure its completion. 

I have two questions. First, I am interested in how the waiver 
package was changed between July 13, the date of the article, and 
last week to meet your concerns over consumers bearing much of 
the risk of this project. And second, whether or not the administra­
tion did approach the State of Alaska about pledging funds to this 
project and how it was resolved? 

Secretary EDWARDS. Let me take the last one first. The State of 
Alaska certainly has an interest in this project. They are not one of 
the participants in the financing. I think they do have an interest 
in getting the royalties and severance taxes from the project if it is 
completed. But I think that it will be up to the State of Alaska and 
the other participants if they would like to work out something to 
let them participate in the financing. , 

Mr. SYNAR. In other words, the administration didn't try to en­
courage, as strongly as the article indicates, Alaska's participation? 

Secretary EDwARDS. I can say that the Secretary of Energy did 
not. I don't know whether anyone-to my knowledge, no one in the 
administration has urged Alaska to participate in the project. 

Mr. SYNAR. Will you try to encourage Alaska to participate? 
Secretary EDWARDS. I don't think that is my position. I think if 

the participants who are presently in the project feel they would 
like Alaska to participate, they should invite Alaska in. But that is 
a private sector decision, not a decision on our part. 

Mr. SYNAR. All right. Concerning the first one, then, what 
changed your mind that this wasn't going to be such a burden on 
the consumer? 

Secretary EDWARDS. The waivers have been changed somewhat, 
and besides that, I work for the man in the White House. And the 
man in the White House wants his waiver package. Certainly I am 
going to do everything I can to get it passed. Considering that indi­
vidual segments have to be completed before the precompletion 
billing takes place, and the advanced technolgy of pipeline laying 
today, I feel the chances of this project not being completed on 
time and on budget are very slim. What they do today with modern 
technology and pipeline laying is just unbelievable. 

Mr. SYNAR. Mr. Secretary, let me ask you a second question. If I 
recall correctly, originally the proposal circulated was to allow the 
producers to hold a 30-percent equity interest in this project, which 
I am sure you know had some members here concerned. Yet now 
the final waiver proposal which the President submitted doesn't 
contain any limit at all on the percentage of producer participa­
tion, nor does it contain any specific restrictions on their control or 
management of the system. I would like to know why. 

Secretary EDWARDS. I think that is also a private sector deci­
sion-that the producers should be allowed to work that out with 
the pipeline companies what part they should play. It is proposed 
that they accept 30 percent of the total package. Of the total pack­
age to be financed, 25 percent will be equity and 75 percent will be 
borrowed. Of that 25 percent equity, 30 percent is going to be sup­
plied by the producers and 70 percent by the pipeline participants. 

Mr. SYNAR. One more question, Mr. Chairman. 
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Mr. Secretary, why, after having several months of opportunity 
to do so, haven't you or the Department either performed a cost 
analysis, or evaluated the final cost estimate of the sponsors; and, 
second, would your decision on the waivers be influenced in any 
way if you thought the cost of the project had been underestimat-
ed? 

Secretary EDWARDS. No, we feel in this administration that such 
decisions should be made by the private sector, those participating 
in the project, and bankers who are going to finance the project. 
We feel that the Government should not be making that decision, 
and what we would like to do is remove the obstacles to those par­
ticipants making that decision. That is the purpose of the waiver. 
Those decisions should be made by the private sector. 

Mr. SYNAR. Thank you, Mr. Secretary. 
Mr. SHARP. Thank you. The gentleman from Utah, Mr. Marriott, 

is recognized for 5 minutes. 
Mr. MARRIO'IT. Thank you, Mr. Chairman. I will be very brief 

since there is a vote on. 
You mentioned in your testimony, Mr. Secretary, that the cost of 

the pipeline was $23 billion. Isn't that more like $54 billion, $55 bil­
lion when you consider the interest? Your figure was not, did not 
include the interest cost. 

Secretary EDWARDS. Mr. Marriott, that $23 billion is in 1980 dol­
lars. In as spent dollars, it is $45 billion. That is with debt service 
cost and return on equity applied. 

Mr. MARRIO'IT. $45 billion? 
Secretary EDwARDS. $45 billion, yes. 
Mr. MARRIO'IT. One other question. We have talked about the 

waivers, and I want to congratulate the Secretary for the proposed 
waiver program. I think they are reasonable and necessary. I sup­
pose if we don't build this pipeline that ultimate costs of gas will be 
much higher than anything we can envision. 

Let me ask you a question. Under waiver No. 1 that deals with 
early commencement of billing, if in fact you get one segment on 
line and then start the billing, and then it takes several years 
before the other segments come on line, can you estimate as to 
what the bottom line cost would be to the average consumer? We 
are awfully concerned about the consumers here. Can you put that 
in perspective as to what that means if we have a delay or only get 
one part? 

Secretary EDWARDS. Mr. Marriott, the most expensive aspect to 
the consumer would be if the Canadian segment were completed 
and the Alaskan segment were completed, but the conditioning 
plant was not completed. That would be the most expensive situa­
tion that could exist. The average residential consumer would pay 
about $1.50 to $1.75 per month during that period until the process­
ing plant was completed, but that would only be for that period of 
time. 

Mr. MARRIOTT. We are talking about some relatively small 
charges to the average consumer. 

Secretary EDWARDS. It depends on what income category you are 
1n. 

Mr. MARRIO'IT. Thank you, Mr. Chairman. 
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Mr. SHARP. Thank you. I believe because we are so close to the 
time on the vote that we will briefly recess. Mr. Udall will be back 
and I suspect want to get a couple more questioners in fast. He 
should be here any minute. Hopefully we won't stand in recess for 
more than a couple minutes. But for us to make it over there, I am 
afraid we are going to have to briefly recess. 

[Brief recess.] 
Mr. UDALL. We have almost reached the time, Mr. Secretary, 

that I have told you we would let you go today. 
Mr. Tauzin, do you have any questions? You have 5 minutes at 

most. 
I had recognized Mr. Tauzin. The gentleman from Illinois, Mr. 

Corcoran, is recognized. 
Mr. CoRCORAN. I yield. 
Mr. UDALL. Mr. Tauzin. 
Mr. TAUZIN. I will keep it brief. I want to express some of the 

same concerns Mr. Dannemeyer expressed. 
That is, I hope we can get the natural gas deregulation issue 

before us as fast as we can. I have urged the Administration, as he 
has publicly here today, that that needs to proceed as fast as possi­
ble. 

I also recognize that this is a separate issue to a large extent. 
This thing needs to stand on its own. I understand that. 

I also understand that if we are ever going to have any kind of 
domestic supply stability, we ought probably not be out worrying 
about protecting somebody else's oil and gas, but be developing our 
own, getting the supplies available to our consumers. 

I am going to support your waiver package. 
Secretary EDWARDS. I appreciate that. 
Mr. TAUZIN. Hopefully we will get it out on the floor, get it 

passed and get this thing going. I also wanted to clarify with you 
the prebilling arrangements. I think I understand correctly. Pre­
billing applies only to those segments already completed after a 
final completion date is determined for the full project, is that cor­
rect? 

Secretary EDWARDS. By FERC. That is exactly right. You can 
look at it also as an incentive on the part of those people billing 
that segment to get it completed on time. 

Mr. TAUZIN. Yes. In addition to that, doesn't FERC have some 
responsibility, once Congress has approved this waiver package, to 
determine the economic viability of the project? 

Will they not have a hearing on that once this waiver package is 
completed? 

Secretary EDwARDS. Yes, they will. 
Mr. TAUZIN. And should that not answer the concerns that I 

heard expressed, not only today but before today, about the eco­
nomic viability of the package in view of the fact that this prebill­
ing is now a requirement of the project? 

Secretary EDwARDS. I am sure it will answer some of the con­
cerns. 

Mr. TAUZIN. Well, do you want to answer all of my concerns, you 
just talk to that boss you have in the White House and urge him to 
come down with his natural gas deregulation statement. 
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Secretary EDWARDS. Let's take them one at a time and maybe we 
can get them both. 

Mr. UDALL. Mr. Corcoran; a couple minutes. 
Mr. CoRCORAN. Thank you, Mr. Chairman. I just have one ques­

tion for the Secretary and that again is related to the issue of natu­
ral gas deregulation. Perhaps the question has been answered al­
ready. But I would like to know whether or not in the decisionmak­
ing process within the administration on these two issues there was 
any linkage? 

Are these two separate issues or were they linked in some way? 
Secretary EDWARDS. They are completely separate issues. I would 

like to keep them that way. 
I think this one should stand on its own merits and, of course, 

deregulation, I think, will certainly stand on its own merits. 
Mr. CORCORAN. Thank you. 
Mr. UDALL. The hour has come. I am going to release you in just 

a minute. 
I think you can see, Mr. Secretary, the intense interest there is 

in this subject in the room and amongst the members. We are 
going to continue our hearings today until 4, 4:30, depending on the 
situation. 

We go tomorrow afternoon at 2:00, Thursday afternoon, then 
Friday, we are going to come in at 9:30 and continue the hearing 
with a long list of witnesses. 

I would like to get you back here to complete answering mem­
bers' questions. Is tomorrow afternoon or Friday morning or Friday 
afternoon OK, or will you be gone? 

Secretary EDWARDS. Mr. Chairman, if you would allow me first, I 
would like to express my appreciation to you and the committee for 
allowing me to go to this other meeting and excusing me. 

We will try to work with you to come back as close as we can. 
Mr. UDALL. Is the rest of the week out, Thursday and Friday or 

do you know? 
Secretary EDWARDS. Mr. Chairman, we will bend over backward 

to try to get here, because we are as anxious to try to get this pack­
age through as you are, as I hope you are. 

Mr. UDALL. I understand that. My enthusiasm may depend on 
your cooperation. 

Secretary EDWARDS. You will have my full cooperation. I will try 
to make it back at your pleasure. 

Mr. UDALL. Let's work it out as soon as we can. Thank you very 
much. 

Secretary EDWARDS. Thank you. 
Mr. UDALL. We are now scheduled to hear from Mr. John G. 

McMillian, chairman of the board of partners, Alaska Northwest 
Natural Gas Transportation Company. 

STATEMENT OF JOHN G. McMILLIAN, CHAIRMAN OF THE BOARD 
OF PARTNERS, ALASKA NORTHWEST NATURAL GAS TRANSPOR­
TATION CO., ACCOMPANIED BY RUSH MOODY, COUNSEL, AND 
DARRELL MacKAY, SENIOR VICE PRESIDENT, REGULATORY 
AND GOVERNMENTAL AFFAIRS 

Mr. McMILLIAN. Thank you, Mr. Chairman. 
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Mr. UDALL. You may introduce your colleagues in backup if you 
wish to and we will be glad to hear from you. 

Mr. McMILLIAN. Thank you, Mr. Chairman. We appreciate this 
opportunity to be here today. I have Mr. Rush Moody, our attor­
ney, working on the project for many years with us, and Mr. Dar­
rell MacKay, our vice president in Washington in charge of govern­
mental affairs. 

I have filed my written testimony with you. If it pleases the 
chairman, I won't read the complete testimony. 

Mr. UDALL. It is 10 pounds. I am not sure we could survive it. 
Mr. McMILLIAN. I would like to give you a short overview and 

summarize some of the more important things we did speak to in 
the filed testimony. 

Our pipeline project is the largest project in the world with the 
possible exception of the Russian-German gasline now being consid­
ered. 

Our project is now under way. It's being constructed, one-third, 
or 1,500 miles, is now being built in the lower 48 States and 
Canada. 

This portion of the Alaska gas transportation system, was pri­
vately funded by the parties in partnership. 

It was financed on Canadian gas volumes on an export agree­
ment we made with the Canadian Government. The preconstruc­
tion of the lower 48 section is on schedule and under budget. 

Today we have spent some $550 million on preplanning, preen­
gineering work on the project. We have spent a total of 4.4 million 
man-hours of engineering work, planning work and geotechnical 
work. 

We have had peaks of some 2,200 men working on this project at 
given times. They have stated that in all their history as a major 
contractor in the world, never has such an effort been given to pre­
planning, preengineering as this project has been given. 

We feel our cost estimates that have been discussed. here are 
very accurate. We feel like they have a solid basis and I feel all the 
oil and gas companies do agree with us that our cost estimates are 
sound cost estimates. 

To summarize these costs for you in 1980 dollars, because that is 
the reference point we are required to take, the pipeline will cost 
approximately $10.8 billion, the plant, $3.6 billion. 

And the Lower 48 section will be $2.8 billion and Canadian por­
tion of the system will be $5.8 billion for a total in 1980 dollars of 
$23 billion. 

Now, if you take those same costs and escalate them to 1986, 
1987 dollars on a 9 percent inflation and 12 percent interest fac­
tors, those costs will escalate to some $43 billion. 

So the ultimate cost of the project will depend upon mainly what 
the inflation and interest cost will be during this time period to 
completion. 

Of the $23 billion mentioned to you for the 1980 cost, $5.5 billion 
of this is in normal or abnormal contingency cost. 

So the basic cost estimate of the project, without the contingency 
costs, will be about $17.5 billion, or the contingency cost will be 
about 31 percent of the entire project and 42 percent in Alaska 



65 

which we feel like gives us a very solid basis for the cost estimates 
we are looking at today. 

Again, on the factors for 1980 dollars, the cost of gas that was 
talked about and mentioned here, at the start, the cost of gas 
would be about $9.25 per million Btu in the first year of operation. 

The first 5 years of operation, that will decrease to $7.58 per mil­
lion Btu. I think the very important factor in this project is over 
the 20-year life of the project, that the total cost of the gas in 1980 
dollars will be $4.85 per million Btu. 

You compare that to oil prices and escalate the present oil prices 
today at 3 percent per year and that will compare to about $9 per 
million Btu's of energy, comparing the cost to oil prices. 

So it is approximately half the cost of oil that you will be looking 
* at from this project from the energy sources we bring into this 

country. So we think it is the best energy buy that you have today. 
You are asking, I have heard other people say, is that gas supply 

really needed? Do we need it? Are there alternate sources of 
energy? 

Should we do this? Should we do that? Most of the things you 
have mentioned, we should do all of them. If you will look at the 
reserve life index of all the transmission companies in the United 
States, it is only 10 years and that is a very short reserve life 
index. 

If you take the Alaskan gas supply out of that, then the reserve 
life index of all the transmission companies in the United States is 
8.5 years. When you look at some States like Louisiana, which rep­
resents about 26 percent of our domestic gas reserves, and they are 
depleting and reducing those gas reserves at a 16.5-percent per 
year rate, in 6 years, those volumes of gas will be depleted, which 
will be about the same time the Alaskan gas will be brought to 
market. We feel like this gas supply is badly needed and will be 
needed by the transmission companies and consumers in that time­
frame. 

We will present to you a detailed marketability study and na­
tional economic benefit study to you that we think is a very thor­
ough and complete study. 

Since 1977, we have formed a partnership and operating agree­
ment with 13 gas transmission companies and oil companies, each 
of us working toward a common effort and common goal, which is 
completion of this project. 

That partnership or that working association has worked very 
well. The transmission companies have certainly made a great 
effort toward this. 

I also must say the oil companies have also contributed their ef­
forts and money and personnel to the planning for this project. 

A lot of people ask why this project should be built and what are 
the real needs for this project. We think the needs are great. 

The net economic benefit of this project to this Nation is im­
mense. There is no project greater than this project the American 
consumer. 

The net economic benefit will be somewhere between $40 to $90 
billion to this country, with most of that going to the consumer. 
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In the first year alone, the balance of payp:tents of this project 
will have a positive balance of payments of $7 billion to this coun­
try. 

This will be the lowest dollar figure on the balance of payments 
aspects that the project will have. It will continue to increase 
throughout the life of the project. 

We view this project as not just a gas pipeline to bring Prudhoe 
Bay gas to the Lower 48. We view this project as a gas energy cor­
ridor to Alaska. 

So it is not only to pick up the 26 trillion cubic feet of gas at 
Prudhoe, which is 13 percent of our domestic gas reserves, but also 
a potential for the 145 trillion feet Alaska has to offer our country: 

So we look at it in that light and for those total gas supplies, and 
we feel· the project must be built. It also allows our Canadian 
friends to bring their frontier gas to their markets in their time 
frame, and we think that is extremely important to our country to 
continue the exports of gas from Canada that we now enjoy. 

A question was asked, what would happen to our relationship 
with Canada if the project was not built. I think, and I will give 
you my opinion, because I know this question will be asked. 

I know that certain Canadian governmental officials have stated 
from time to time that they look at this as an American project to 
bring American gas to American markets. 

The Canadian Government views this as they are doing us a 
favor by giving us .the right-of-way to put this system, gas system, 
through their co)liltry. 

They also consider pre building of the lower 48 segment. In July 
1980, they gave us a billion cubic feet per day of gas for seven 
years that allows us to prebuild the Alaskan gas project at a lower 
cost and to amortize a great portion of the investment of our Alas-
kan gas transportation system with Canadian gas. · 

They did this as a favor to us, because the project is needed. 
While there are some benefits to Canada, they did this with the as­
surance they felt-that the Alaskan project would be built. 

If the Alaskan project is not completed, I think that the entire 
Canadian energy relationships with our country will be reexam­
ined, not only as to the exports of gas as part of the prebuild, but 
our entire gas exports. · · 

I think this is important from a national security standpoint bEi­
cause we are not only talking about the 2 billion cubic feet per day 
current exports,· but we are talking about another billion from 
Canada which greatly helps our eriergy balance. 

But we are also looking, as has been mentioned by the Secretary, 
at some 400,000 barrels a day of OPEC oil that this project will dis-
place when it 'first comes onstream. . 

We feel like the initial volumes of gas, 2 billion cubic feet a day 
will be rapidly expanded to 3 billion cubic feet a day and the pres­
ent design was to allow us to displace another 200,000 barrels of oil 
or 600,000 barrels total. 

So, from a domestic supply and the national security standpoint, 
we think this project is very important. 

The physical aspects of this project of this system have not 
changed since 1977, but the economic factors have changed. 



67 

They have changed drastically. And because of those certain and 
fundamental changes, modifi'cation to our financial approach must 
be considered and it must be thought about. 

I have had to adjust these modifications because of the national 
need for this project; we think this is the only way that you can 
possibly privately finance this project in light of the conditions that 
exist today. 

So, I'd like to speak about these changes and I'd like to also tell 
you about the waiver package and why we need it. 

I once told you in 1977, the transmission companies should have 
the equity strength and support to carry this project by themselves. 

With the magnitude of dollars that are now involved, we can no 
longer do that. 

I also told you the conditioning plant would not be integrated 
with the project. I also told you that consumers thought the entire 
project would not be necessary. Today, under the conditions that 
we face, I'm compelled to face those realities and summarize some 
of the things that have happened since the 4 years since I stated 
these views. 

Some of the things that have changed, we anticipated 1 year 
rather than 4 years to establish the governmental standards which 
affect capital costs, project economics and financing concepts. 
These governmental matters include such items as the IROR mech­
anism, design specifications, wellhead pricing, Federal right-of-way, 
equal opportunity, minority business, and Federal inspector over­
sight. 

I'd like to say at this time the Federal inspector's office was a 
good concept. It is working and it is very helpful to the project, but 
that office did take time to establish. We also had to have a method 
for cost estimate review and approval. In fact, the cost estimate 
that was asked here has been constantly reviewed by FERC for the 
last 12 years. 

They had a report out on independent agency and so that project 
has been going on for the last 4 years. 

We blame nobody for these delays. A lot of the approaches on the 
incentive return mechanism were experimental approaches. It was 
a first-time-through process. It took longer than what we expected, 
but this is a mammoth project that took a lot more thought, time, 
effort, than any of us really estimated. 

Since 1977, the U.S. economy has experienced the shock of 
double-digit inflation and double-digit interest rates. The original 
economics of this project were based on 5 percent inflation and 10 
percent interest cost. Because of the timelags, interest costs, and 
construction costs have inflated. We're now approaching the dollar 
value for construction costs which are beyond the transmission 
company's means. A lot of these costs and escalations are beyond 
our control. In fact, I think most of them. 

This puts us in the position that we had to explore and request 
equity support from the producers. The producers have come forth 
and they have been positive in their support, but producer partici­
pation in this project is keyed to several events. 

One is that if they are going to participate in anything, they 
must own equity, rather than just have debt support. And they be-
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lieve, and we support, that they should have a full integration of 
the plant into the system, the gas processing plant. 

Finally, there's been a change in the assessment of the financial 
experts as to the nature and the extent of the credit support which 
will be required by the world capital markets during construction. 

During the early phase of this project, we were looking for most 
of the funds to be domestically derived. I think today the funds for 
this project, the majority, approximately 60 percent will be derived 
from overseas and so we have a different set of fmancial concerns 
because of this and in the fmancial markets that we must attract 
to this project. 

We have been told that full project financing will not be availa­
ble and that we, the transmission companies, the producers, the 
participants in the project, must assume additional risk of debt 
support during construction. 

We will be asked to provide debt support for the bulk of the debt 
during construction. · 

Our company had no intention of coming up and committing 
$1,500 million for our share of this project, but we have and we 
plan to in order to meet this request that is now required. 

We have also been advised that limited consumer debt support 
will also be necessary. 

Each of these four areas that I mentioned represent a significant 
change in conditions. Together, these four changes require us to 
appear before you today and ask for your support in the modifica­
tions to the decision. That's why the waiver request of October 15 
was presented to you. 

Our conclusions which will be supported by both commercial and 
investment bankers and were reached on this basis. The producer's 
credit must be behind the project. Without producer participation, 
no private financing can be arranged. And so, therefore, we feel 
that it is fair and equitable to give them an equity position in the 
project because the project's magnitude and size is now beyond the 
means of the gas transmission industry. 

The conditioning plant is necessary to transport gas. Without 
conditioning the gas on the North Slope, no gas will flow. It is also 
important that we coordinate the construction of this project with 
the pipeline and I think that is also essential to fmancing the com­
plete project. 

The billing commencement date that we've talked about, this is a 
Canadian requirement. The waiver fulfills a Canadian promise. 
Without it, they cannot build the project. 

They said that this is an American project for American gas; we 
do not mind putting our money into it and giving you the right-<Jf­
way, but when our share of the project is complete, we would cer­
tainly like to get paid for debt and equity of our investment for 
your project. We think that is a reasonable request. In the August 
28th letter from the U.S. banks, this requirement was also put on 
the Alaskan segment, and considering the conditions that now 
exist, we agree with that request . 

Regulatory consistency will, we believe, be a necessary lender re­
quirement, not only domestically, but in the world financial mar­
kets that we must attract to this project. We think this is a very 
important waiver . 
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Briefly, Mr. Chairman, I just touched upon several of the key fac­
tors of the project. I'll be glad to try to answer any questions that 
someone might have at this time. 

[Testimony resumes on p. 348.] 
[Mr. McMillian's prepared statement and attachments follow:] 
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Prepared Statement 

of 

John G. McMillian 
Chairman, Board of Partners 

I 

Alaskan Northwest Natural Gas Transportation Company 

Mr. Chairman, I-am John G. McMillian, Chairman and Chief 

Executive Officer of Northwest Energy Company and Chairman of 

the Board of Partners of Alaskan Northwest Natural Gas Trans-

portation Company, the consortium of natural gas companies 

selected to design, construct, and operate the Alaskan segment 

of the Alaska Natural Gas Transportation System. 

We are very pleased to appear here today to support the 

waiver of law proposed by the President. The Alaskan Northwest 

partnership, its Canadian counterpart, Foothills Pipe Lines 

(Yukon) Ltd., the three principal North Slope gas producers, 

Arco, Exxon, and Sohio, the project's financial advisors, both 

here and in Canada, and the lenders who are expected to provide a 

significant portion of project debt, have reached a critical stage 

with respect to completion of the ANGTS. Many hurdles, regulatory 

and otherwise, have been su~cessfully surmounted. Over one-third 

of the total pipeline mileage is either complete or currently under 

construction. However, one significant hurdle remains -- final 

development of a private sector financing plan which will enable 

the remaining portions of the ANGTS to be constructed. The waiver 

you are considering is essential to development of a financing plan. 

Without the waiver, the ANGTS cannot be completed by private industr) 

alone. If the ANGTS is not completed, consumers in this country 



71 

would be denied access to over 13 percent of our nation's proven 

domestic gas reserves, and our country would be forced to maintain a 

greater dependency on vulnerable and insecure foreign energy sources. 

Those who have become involved with this project following the 

discovery of the Prudhoe Bay field in 1968 are firmly committed 

to completion of this vital transportation link to the North Slope. 

This group includes most of the largest gas transmission companies 

in this country and Canada; the North Slope oil and gas producers 

which have developed the Prudhoe Bay reserves and were instrumental 

in the construction of the facilities necessary to bring the North 

slope oil to lower 48 markets; and, collectively, both our financial 

advisors and the prospective lenders who have arranged the financing 

for most, if not all, major energy projects during the last two 

decades, and who are expected to arrange for and contribute 

significant amounts of the debt necessary to assure completion 

of the ANGTS. 

We believe the ANGTS can and must be completed, and we 

welcome the opportunity to testify on behalf of the waiver pro­

posal. We believe these hearings will amply justify the need 

for the proposed waiver and the need for expeditious, positive 

action. The waiver proposed by the President is not.the same as 

that requested by Alaskan Northwest in June of this year. However, 

the modifications which have been made are acceptable to Alaskan 

Northwest as the minimum necessary to attempt to develop a private 

financing plan that will assure completion of the project. 
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My testimony today will provide a summary of the procedural 

background of the project, the construction to date, the major 

regulatory approvals and milestones, current activities, the 

estimated capital costs, the marketability of Alaskan gas, the 

benefits of the project to the u.s., the financing parameters, 

the regulatory approvals that still must be obtained, and a 

discussion of the waiver transmitted by the President. 

I. PROCEDURAL BACKGROUND 

A. Selection Process 

In 1968 the largest single discovery of oil and natural gas 

ever found on the continent of North America was made at Prudhoe 

Bay on the North Slope of Alaska. The Prudhoe Bay field contains 

over twenty-six trillion cubic feet of recoverable natural gas, 

or 13 percent of all proven domestic gas _r~serve~~. Potential 

gas reserves in Alaska have been estimated at over 100 Tcf. 

In view of the significant demand for natural gas in this 

country, it was recognized by all involved in the natural gas 

industry that construction of an economical transportation system 

for bringing Alaskan natural gas to the lower 48 states was 

imperative. This recognition led to the filing with the Federal 

Power Commission, the predecessor to the Federal Energy Regulatory 

Commission, of applications to construct such a transportation 

system. 
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1. FPC Proceedings 

Between 1974 and 1976 three separate and competing gas 

company consortia, including Alaskan Northwest's predecessor, 

Alcan Pipeline Company, applied to the Federal Power Commission 

for authority to build a system to transport Alaskan gas to 

the lower 48 states. The three competing transportation propo­

sals were consolidated for hearing and decision at the FPC and a 

massive formal evidentiary proceeding to determine the best 

proposal was initiated. During the course of the three years 

of hearings over 45,000 pages of testimony and over 1000 exhi­

bits were compiled on all aspects of the design, financing, 

construction, and operation of two different overland pipeline 

routes through Alaska and Canada and an alternative Alaskan 

pipeline/liquified natural gas tanker system. Detailed consid­

eration was given to such matters as gas reserves and deliver­

ability, construction schedules and techniques, financing and 

cost of service, tariffs, marketability, geotechnical concerns, 

and socio-economic impacts. Additionally, comprehensive environ­

mental impact statements were prepared by both the FPC staff and 

the Department of Interior. The FPC staff statement concluded 

that the most environmentally acceptable pipeline route was along 

the Alcan highway corridor and followed the 1975 issuance of a 

report to Congress by the Secretary of Interior, which concluded 

that an overland transportation system through Alaska and. Canada 

for the transportation of North Slope gas reserves, including the 
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Alcan highway corridor route, was economically and technologically 

feasible. y 
2, ANGTA 

While the FPC was holding these hearings, Congress, recog-

nizing the potential for delay at the FPC and the urgent need 

for Alaskan gas, enacted the Alaska Natural Gas Transportation 

Act of 1976. The purposes of the ANGTA were to provide a means 

for making a sound decision with respect to the selection of an 

Alaska Natural Gas Transportation System and, once the selection 

had been made, to expedite its construction and initial operation 

by expediting agency decisions, limiting and expediting judicial 

review of such agency decisions, and providing a mechanism by 

which the President could propose and Congress could waive laws 

that applied to the gas transportation system if necessary to 

permit the expeditious construction and initial operation of the 

system. 

The ANGTA provided a six-part pr~cedural framework to expedite 

a final decision on and construction of an Alaska Natural Gas 

Transportation System: (1) a FPC recommendation to the President 

based upon the record developed during the two years of evidentiary 

hearings on the three competing applications and briefs and 

comments to the Commission~ (2) comments to the President on the 

FPC's recommendation by Federal agencies and others1 (3) a Presi-

y u.s. Dept. of the Interior, Alaskan Natural Gas Transportation 
Systems: A Report to the Congress, Pursuant to Public Law No. 
93-153 (1975). 
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dential decision on the bes~ possible ANGTS; (4) Congressional 

consideration and approval by jo~nt resolution of the President's 

decision; (5) expedited handling of all Federal authorizations 

necessary or related to the construction and initial operation of 

the approved ANGTS; and (6) waiver of provisions of law where 

necessary for the expeditious completion of the ANGTS. 

3. FPC Recommendation 

On May 1, 1977, the FPC recommended that the President select 

the system for transporting Alaskan natural gas from the two 

overland pipeline proposals across Canada to the lower 48 states. 

Each of these pipeline proposals, however, took a different route 

through both Alaska and Canada. 

4. Federal Agency Comments 

On July 1, 1977, comments by various Federal agencies were sub­

mitted to the President. Every important issue regarding every 

major element of the FPC's recommendation was exhaustively studied 

through this system of recommendation and comments. 

The Federal Energy Administration, predecessor to the 

Department of Energy, concluded that any of the proposed 

systems to transport Alaskan gas to the lower 48 would 

help ensure that natural gas shortages do not occur and 

would reduce our dependence on foreign energy resources. 

The FEA also concluded that net national economic 

benefits of an ANGTS would be substantially positive. 

The Department of. the Treasury stated that an 

economically viable system to transport natural 

9&-367 0-82-6 
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gas from Alaska to the lower 48 states could be 

privately financed. 

The Office of Coastal Zone Management of the Depart­

ment of Commerce found that the adverse effects on 

native communities and local lifestyles would be 

less with the Alaskan Northwest route than with 

the other two competing proposals. 

The Council on Environmental Quality concluded 

that the Alaskan Northwest proposal was "the most 

environmentally acceptable" of the three competing 

proposals. 

The Department of the Interior found that the Alaskan 

Northwest route best minimized the environmental 

impact in Alaska if proper mitigative actions were 

taken. 

The Department of State concluded that a viable option 

existed for the transportation of Alaskan natural gas 

across Canada. 

The Justice Department report found that antitrust 

considerations did not militate against selection 

of any of the proposed transportation systems and that 

competitive considerations did not indicate the selection 

of one transportation system proposal in preference to 

the others. 

The Department of Transportation concluded that "with 

regard to pipelines, their continuity of service is by 
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far the best of any mode of transportation in the United 

States and we believe the Canadian experience is com-

parable." DOT also concluded that there was a "signi-

ficant efficiency advantage to an all-pipeline system.• 

A report by the Department of the Interior and the De-

partment of Transportation found that the Alaskan 

Northwest proposal had the earliest expected delivery 

date and the least total cost. 

The Department of Defense found that a system to trans­

port gas from Alaska to the continental United States 

was necessary to national security since it would enable 

the United States to reduce oil imports. 

5. Canadian National Energy Board Selection 
of Alaskan Northwest Route 

Following extensive hearings and deliberations, the Canadian 

National Energy Board on July 4, 1977 unanimously recommended 

certification of the Canadian portion of the route proposed by 

Alaskan Northwest's predecessor, Alcan, with several modifi-

cations. The NEB's decision was premised, in part, upon the 

environmental unacceptability of alternative routes. 

Specifically, the NEB recommended certification of a Canadian 

segment consisting of approximately 2000 miles of pipeline to 

begin at the Alaska-Yukon border and proceed to a point near the 

James River, Alberta, where the pipeline would divide into the 

Eastern and Western Legs and proceed to delivery points near Monchy, 

Saskatchewan and Kingsgate, British Columbia. This route was 
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sponsored by Foothills Pipe Lines (Yukon) Ltd., which is owned 

equally by NOVA, an Alberta corporation, (formally The Alberta 

Gas Trunkline Company Limited) and Westcoast Transmission Company 

Limited. 

6. Transit Pipeline Treaty 

On August 3, 1977, the u.s. Senate ratified a treaty between 

the United States and Canada concerning "transit pipelines." This 

Transit Pipeline Treaty applies to the transmission by pipeline 

through one country of hydrocarbons not originating in that country 

for delivery in the other country. 

The treaty prohibits authorities in either country from taking 

any measures which would impede, divert, redirect, or interfere with 

the transmission of hydrocarbons in transit. It also provides that 

each country will facilitate the expeditious issuance of permits, 

licenses, and other authorizations needed for the import or export 

through its territory of hydrocarbons through a transit pipeline. 

The treaty mandates that public authorities in both countries 

not impose fees, duties, taxes, or other monetary charges on a 

transit pipeline not placed on similar pipelines not transiting 

the national border. 

7. Agreement on Principles 

On September 20, 1977, the United States and Canada signed 

an "Agreement on Principles Applicable to a Northern Natural Gas 

Pipeline• which established the terms and conditions by which the 

two countries would cooperate on a joint gas pipeline system for 
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the transportation of gas from Alaska and northern Ca~ada. This 

Agreement provides for: 

prompt governmental approval of necessary permits, 

licenses and certificates; 

nondiscriminatory charges assessee in a just and 

reasonable manner; 

expeditious and efficient construction; 

sufficient capacity to meet the needs of U.S. and 

Canadian shippers; 

private financing and a variable rate of return; 

nondiscriminatory taxation; 

procurement practices on "generally competitive• terms; 

coordination and consulation between the governments 

and their respective regulatory authorities (the FERC 

and the NEB); and, 

each government to take measures necessary to facilitate 

timely construction, consistent with their respective 

regulatory requirements, and to seek all required legis­

lative authority to facilitate expeditious construction 

and remove any causes of delay. 

8. President's 1977 Decision 

On September 22, 1977, the President issued his Decision 

and Report to Congress on the Alaska Natural Gas Transportation 

System selecting the Alaskan Northwest pipeline proposal and route 

as the most efficient, economic and cost effective means to bring 

Alaska gas to the lower 48 states. The Decision designated Alaskan 
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Northwest's predecessor, Alcan, to construct and operate the 745 

mil~ pipeline segment commencing at the outlet of the Prudhoe Bay 

gas conditioning plant and extending to the Alaska-Yukon border; 

Northern Border Pipeline Company to construct and operate the u.s. 

Eastern Leg, consisting of approximately 1,130 miles of pipeline 

extending from Monchy, Saskatchewan to Ventura, Iowa for the trans­

port of approximately 70 percent of the Prudhoe Bay gas to markets 

in the Midwestern, Eastern, and Southern portions of the United 

States; and Pacific Gas and Electric Company and its affiliate, 

Pacific Gas Transmission Company, to construct and operate the 

u.s. Western Leg, extending approximately 910 miles from Kingsgate, 

British Columbia to the San Francisco Bay area, for the transport 

of approximately 30 percent of the Prudhoe Bay gas to markets in 

the Western United States. 

The President's Decision specifies certain terms and conditions 

that would apply to the ANGTS: 

Enforcement of the terms and conditions by a Federal 

Inspector; 

Approval or, in certain instances, review by the Federal 

Inspector of a comprehensive management plan, cost and 

schedule control techniques, final construction design, 

purchase procedures, labor management programs, quality 

assurance and control procedures, safety precautions, and 

environmental protections; 

Approval by the Federal Inspector of an affirmative 

action program for minority business enterprises; 
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Use of a variable rate of return mechanism to provide 

incentives for project completion below budgeted costs; 

No tariff could be used which required payment from 

consumers prior to the completion and commissioning of 

the system; and 

Requirement that Alaskan gas producers have no equity, 

voting, or management position in the ANGTS. 

The Decision also incorporated the complete text of the 

september 20, 1977 Agreement on Principles between the u.s. and 

canadian governments. 

9. Congressional Approval of Selection of 
Alaskan Northwest to Build the ANGTS 

On November 2, 1977, Congress approved the President's 

Decision and the environmental impact statement prepared for the 

approved ANGTS. (H.J. Res. 621, Pub. L. No. 95-158) (Appendix A). 

10. FERC Issuance of Conditional Certificates 

Under Section 5(a)(2) of the ANGTA, the completion of the 

selection process in the u.s. required that the Commission 

issue certificates to those chosen to construct and operate the 

ANGTS, Accordingly, on December 16, 1977 the Commission issued 

conditional certificates to Alaskan Northwest's predecessor, Alcan, 

Northern Border Pipeline Company, and Pacific Gas Transmission 

Company for their respective segments of the ANGTS. ~/ In that 

order, the Commission identified several additional areas of 

~ The segment to be constructed within California by Pacific 
Gas and Electric Company is subject to the jurisdiction of the 
California .Public Utilities Commission. 
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inquiry that needed to be addressed before final certificates 

could be issued. The Commission appointed an Alaskan Delegate 

to conduct proceedings on these areas on its behalf and to make 

recommendations with respect to their resolution. 

ll. Northern Pipeline Act 

On April 12, 1978, the Canadian Parliament enacted the Northern 

Pipeline Act, which ratified the July 4, 1977 decision of the Cana­

dian National Energy Board.certificating the Canadian segment of 

the ANGTS and approved the construction and operation of that 

segment of the ANGTS. This Act also established the Northern 

Pipeline Agency to facilitate planning and construction of the 

Canadian pipeline, to implement the terms and conditions of the 

Agreement on Principles, and to monitor ahd minimize the social, 

economic, and environmental effects of the construction and opera­

tion of the Canadian segment of the ANGTS. 

B. Related Matters 

1. Natural Gas Policy Act 

On November 9, 1978, the pricing of natural gas was modified 

by enactment of the Natural Gas Policy Act. That Act established 

the wellhead price of Prudhoe Bay gas at $1.45 per MMBtu as of 

April 1977, subject to escalation for inflation; provided that 

price regulation of Frudhoe Bay gas will continue beyond January 

1, 1985, when wellhead price regulation will end for certain 

other categories of gas; and allowed the delivered price of 

Alaskan gas to be rolled-in with the prices paid by u.s. pipelines 
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for gas from other sources for resale to distribution companies, 

industrial customers, and other end users. 

2. Office of the Federal Inspector 

Congress included a provision in the ANGTA requiring the 

appointment of a Federal Inspector and authorizing him to take the 

following actions to facilitate government monitoring of the ANGTS: 

establish a joint surveillance and monitoring agreement with the 

State of Alaska; monitor compliance with applicable laws and the 

terms and conditions of any applicable certificate, right-of-way, 

permit, lease, or other Federal authorization; monitor actions 

taken by the sponsors to assure timely completion of construction 

schedules and the achievement of quality construction, cost 

control, safety, and environmental protection objectives; subpoena 

information necessary to carry out his responsibilities; keep the 

President and Congress currently informed on any significant 

departures from compliance; and issue quarterly reports to the 

President and the Congress. 

As previously indicated, the President's 1977 Decision provided 

the Federal Inspector with certain additional specific duties and 

responsibilities including the following: approval of the ANGTS 

sponsors' overall management plans; approval of insurance, bonding, 

and pre-qualification requirements for contractors; approval of 

the design of any segment prior to construction; and approval of 

affirmative action plans. 

In addition, the Federal Inspector must also review the 

methods for supplying equipment, repair facilities, and spare 
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parts inventories to the execution contractors: collective 

bargaining agreements and labor relations procedures: quality 

assurance and control procedures: proposed cost and schedule 

control techniques: and all plans for tmplementation of specific 

environmental safeguards. 

3. Reorganization Plan No. 1 

In May 1979, Congress allowed the President's Reorgani­

zation Plan No. 1 of 1979 to take effect, which transferred to 

the Federal Inspector from various Federal agencies the respons­

ibility to enforce the terms and conditions imposed by those 

agencies in the permits, rights-of-way, or other authorizations 

issued with respect to the ANGTS. This responsibility includes 

compliance or oversight activities reasonably related to the 

enforcement process. In addition to enforcement functions, 

Reorganization Plan No. 1 charged the Federal Inspector with 

the responsibility to coordinate the expeditious discharge of 

permitting activities by all Federal agencies and to ensure their 

compliance with Section 9 of the ANGTA, which requires expeditious 

agency action on all ANGTS-related matters. The purpose of 

this provision was to establish a "one window" approach to the 

governmental approval process. 

Finally, the Federal Inspector is acting in the role of the 

"senior official" contemplated in the Agreement on Principles with 

Canada, whose obligation is to consult with Canada concerning 

implementation of the principles relating to the construction and 

operation of the ANGTS. 
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II. ANGTS ~ONSTRUCTION TO DATE 

construction of approximately 1,000 miles of the ANGTS in the 

lower 48 states and approximately 500 miles in southern Canada, or 

30 percent of the total pipeline mileage, is now either complete 

or underway. This portion of the system is being "pre-built" to 

permit the u.s. to import an additional 1.215 billion cubic feet 

per day of Canadian gas for transportation through these "pre­

built" facilities, pending completion of the entire ANGTS and 

transportation of Alaskan gas. 

Following a hearing process on the pre-build facilities 

lasting one and one-half years, including formal evidentiary 

hearings, the Commission in 1980 authorized Northwest Alaskan 

to import for transportation through the Western Leg pre-built 

facilities of the ANGTS up to 300,000 Mcf of natural gas per day 

purchased from Pan-Alberta Gas, Ltd. for delivery to southern 

California markets. Imports through these facilities commenced 

October 1, 1981. 

In 1980 the Commission also authorized Northwest Alaskan and 

others to import through the Eastern Leg pre-built facilities of 

the ANGTS up to an average of 975,000 Mcf of natural gas per day 

purchased from Pan-Alberta for delivery to Eastern, Midwestern, 

and Southern markets. Imports through these facilities will 

commence in the fall of 1982. 

The estimated cost of the pre-build facilities is approximately 

$1.7 billion in 1980 dollars. Construction to date on the pre-build 

facilities has been on schedule and modestly under budget. 
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The related authorizations of the National Energy Board of 

Canada, both for the export of Canadian gas through the."pre-built• 

facilities and the construction of such facilities in Canada, were 

issued only after assurances were provided by both the Congress 

and the President that the ANGTS remained in the national interest 

and should be completed e~peditiously and that steps would be 

taken in the u.s. to permit the Canadian sponsors to commence 

billing for the Canadian segment when it was completed and ready 

to operate. 

Specifically, on July 18, 1980 President Carter sent a letter 

to Prime Minister Trudeau of Canada stating that the United States 

•• stands ready to take appropriate additional steps necessary 

for completion of the ANGTS." (Appendix B). With respect to 

the financing of the Canadian portion of the ANGTS, President 

Carter stated as follows: 

• the reasonable concern of Canadian project 
sponsors that they be assured recovery of their 
investment in a timely manner if, once project 
construction is commenced, they proceed in good 
faith with completion of the Canadian portions 
of the project and the Alaskan segment is delayed. 
In this respect, they have asked that they be 
given confidence that they will be able to re­
cover their cost from u.s. shippers once Canadian 
regulatory certification that the entire pipeline 
in Canada is prepared to commence service is 
secured. 

and concluded that: 

• I accept the view of your government that 
such assurances are materially important to in­
sure the financing of the Canadian portion of the 
system. 
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I would be p~epared at the .appropriate 
time to initiate action before the u.s. Congress 
to remove any impediment as may exist under pre­
sent law to providing that desired confidence for 
the Canadian portion of the line. 

In July 1980, Congress passed a concurrent resolution (S.Con. 

Res. 104) expressing the "• •• sense of the Congress that the 

system remains an essential part of securing this Nation's energy 

future and, as such, enjoys the highest level of congressional 

support for its expeditious construction and completion by the 

end of 1985." (Appendix C). This Congressional expression of 

support provided the Canadian government with a critical assurance 

that construction of the entire ANGTS remained a U.S. priority. 

support for the ANGTS by both the President and the Congress was 

necessary before the Canadian government would proceed to authorize 

the export of Canadian gas in support of the pre-built portions of 

the ANGTS. 

III. OTHER MAJOR REGU~TORY APPROVALS ALREADY 
SECURED AND SIGNIFICANT MILESTONES 

Progress has also been made on the non-pre-build portions of 

the ANGTS in the four years since issuance of the President's 1977 

Decision and Congressional ratification of that Decision. Numerous 

regulatory approvals required -- both in the u.s. and Canada --

have been issued and other significant milestones have been achieved. 

A. Partnership Agreement 

The Alaskan Northwest Natural Gas Transportation Company 

partnership was formed effective January 31, 1978 by subsidiaries 
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of six major natural gas companies to own the Alaskan pipeline 

segment of the ANGTS. Since then, four other major natural gas 

companies, through their subsidiaries, have joined the partnership, 

bringing the membership to a total of ten companies. Thus, the 

Alaskan Northwest partnership is presently composed of affiliates 

of the following U.S. and Canadian natural gas companies: Northwest 

Alaskan Pipeline Company - an affiliate of Northwest Pipeline 

Corporation and subsidiary of Northwest Energy Company; American 

Natural Alaskan Company - an affiliate of Michigan Wisconsin 

Pipe Line Company and a subsidiary of American Natural Resources 

Company; Calaska Energy company - an affiliate of Pacific Gas 

Transmission Company and a subsidiary of Pacific Gas and Electric 

Company; Northern Arctic Gas Company - a subsidiary of InterNorth 

Inc., of which Nortbern Natural Gas Company is .a division; Pacific 

Interstate Transmission Company (Arctic), an affiliate of Pacific 

Interstate Transmission company and a subsidiary of Pacific 

Lighting Corporation; Pan Alaskan Gas Company - an affiliate of 

Panhandle Eastern Pipe Line company, a subsidiary of Panhandle 

Eastern Corporation; Columbia Alaskan Gas Transmission Corporation -

an affiliate of Columbia Gas Transmission Corporation, a subsidiary 

of The Columbia Gas System, Inc.; Tetco Four, Inc., - an affilfate 

of Transwestern Pipeline Company and Texas Eastern Transmission 

Corporation, a subsidiary of Texas Eastern Corporation; Trans­

Canada Pipe Line Alaska Ltd. - an affiliate of TransCanada 

PipeLines Limited; and United Alaska Fuels Corp. - an affiliate 

of United Gas Pipe Line Company, a subsidiary of united Energy 

Resources, Inc. 



? , 

l -

:y 

89 

The combined assets of these partners and their parents and 

affiliates exceeds $40 billion. Their total 1980 gas sales were 

in excess of 7.8 Tcf, or 56 percent of all gas sales by major 

interstate pipelines in that year. As illustrated in the map 

attached as Appendix D, the affiliates of-the partners transport 

gas ultimately distributed in 48 of the 50 states. 

Alaskan Northwest, as a General Partnership under the Uniform 

Partnership Act of the State of New York, will finance, own, 

construct, and operate the Alaskan facilities that are part of 

the ANGTS. 

Northwest Alaskan Pipeline Company has been designated 

operating partner by the partnership agreement with respons­

ibilities for day-to-day activities necessary to plan, design, 

construct, and operate the Alaskan facilities. 

The partnership is the successor in interest to Alcan Pipeline 

Company under ANGTA, the President's Decision, and related Federal 

Power Commission and Federal Energy Regulatory Commission orders, 

pursuant to a Commission order of June 30, 1978, which transferred 

the conditional certificate of public convenience and necessity 

from the original certificate holder, Alcan, to the Alaskan North­

west partnership. This order also found the terms and conditions 

of the partnership agreement consistent with the requirements of 

ANGTA and the President's Decision. 

B. Incentive Rate of Return 

In a normal pipeline certificate application, the FERC 

reviews the applicant's estimate of construction costs in deter-
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mining whether to issue a certificate of public convenience and 

necessity authorizing the construction and operation of the 

proposed pipeline. Once a certificate is issued and construction 

completed, all costs are reviewed for prudency, and all prudent 

costs are then included in the pipeline's rate base. The pipeline 

earns its approved just and reasonable return on the investment 

deemed prudent, even if actual costs exceed the estimate approved 

by the Commission at the time of certification. 

The President's Decision imposed a requirement in addition 

to the Commission's normal certification cost review and prudency 

determination -- establishment of a variable rate of return 

mechanism which would increase the ANGTS sponsors' allowable 

return for cost underruns or decrease their return for cost over­

runs. Unlike the normal pipeline certification process, under the 

President's guidelines the ANGTS sponsors would be penalized for 

cost overruns even if such additional costs were found prudent. 

Pursuant to the mandate of the President's Decision to devise 

a variable rat~ of return mechanism, the FERC on May 8, 1978 com­

menced a rulemaking which culminated in the issuance of its Orders 

31 and 31-B on June 8 and September 6, 1979. These orders estab­

lished an incentive rate of return (IROR) mechanism applicable 

to the Alaskan Northwest and Northern Border segments governing 

the rate of return that the ANGTS sponsors of those segments may 

earn on project investment. 

The basic elements of the Commission-approved IROR mechanism 

are the Cost Performance Ratio and an associated IROR schedule of 
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rates of return. The Cost Performance Ratio is the ratio of Actual 

capital Costs (derived from the final construction costs) to the 

Projected Capital Costs (derived from the FERC-approved Certifi­

cation Cost Estimate, as modified by the Federal Inspector-approved 

Final Design Cost Estimate, which is the total estimated cost at 

the start of construction and any approved scope changes during 

construction). The Cost Performance Ratio is intended to measure 

how well project management has succeeded in controlling the costs 

of the project. An IROR schedule specifies an allowed rate of 

return for each possible Cost Performance Ratio. The lower the 

value of the Cost Performance Ratio the higher will be the allowed 

rate of return, and vice versa. The lowest return is referred to 

as the Marginal Rate of Return, which is 8 percent. Thus, the 

Alaskan Northwest partnership will earn only 8 percent return for 

each equity dollar of cost overrun above the government-established 

target cost estimate. Given today's interest rates, the 8 percent 

return is truly a penalty rate. 

The proceeding to determine the initial target cost estimate 

to be used in the later establishment of the sponsors' actual equity 

return is now pending at FERC. 

c. FERC Approved Gas Tariffs 

In addition to the IROR mechanism, Commission Orders 31 and 

31-B also approved Alaskan Northwest's and Northern Border's 

pro forma tariffs for the transportation of natural gas on behalf 

of the shippers of Alaskan gas. These approved tariffs specify 

98-367 0-82-7 
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the services to be performed, the method for computing the amount 

of payment for those services, and all related terms and conditions. 

The tariffs are based on the concept of a monthly "cost-of­

service" charge, which provides that the total charges to all 

shippers will equal the actual costs to Alaskan Northwest and 

Northern Border of performing the transportation service, including 

an allowed return on invested capital. Pursuant to the tariffs, 

service agreements will be entered into by Alaskan Northwest and 

each individual shipper and by Northern Border and the Eastern Leg 

shippers. :; 

The following key provisions are included in the Alaskan 

Northwest and Northern Border tariffs approved by the FERC: 

1. Billing Commencement Date and Minimum Bill 

T.he FERC ruled that billing co~t~~~.encement for Alaskan gas can 

b~gin when all ANGTS pipeline segments -- the Alaskan pipeline 

segment, the Canadian pipeline segment, the u.s. Eastern Leg, and 

the u.s. Western ~g -- are completed, tested, and proved capable 

of operating. Thus, under the existing approved tariffs, billing 

can in effect commence before the gas conditioning 'facility is 

operational and/or before gas is available fcir transport. The 

rate to be charged upon completion and commissioning is limited 

to a nMinimum Billn which permits recovery of (i) actual operating 

and maintenance expenses, (ii) current taxes, and (iii) debt 

:J Western Leg shippers will enter into service agreements with 
PGT and PG&E. Alaskan gas tariffs for the Western Leg were not 
considered in Co~t~~~.ission Orders 31 and 31-B, because the Western 
Leg is not subject to the IROR mechanism. 
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service including interest .and scheduled debt retirement. This 

level of reduced billing (which does not include a retu'rn on, 

or of, equity investment) would continue until gas is tendered 

for shipment and transportation service commences. 

2. Interim Rate 

The FERC established an Interim Rate to commence with the 

initial delivery of gas through the system, which terminates 

on the earlier of the first year of operation or upon the at­

tainment of design capacity throughput, whichever occurs earli­

est. The level of the Interim Rate is .to be computed on the 

basis of the projected cost of service for the first 12 months 

of operation divided by the system design capacity throughput. 

The Interim Rate is to be no lower than the Minimum Bill then 

applicable. 

3. Service Interruption 

The tariff. as approved by the FERC provided for three 

categories of service interruption: 

i) More than a 10 percent reduction in service 

If Alaskan Northwest or Northern Border is unable to accept 

and transport at least 90 percent of the Alaskan gas tendered 

to it for any one month, charges to shippers would be reduced 

for return on equity and associated income taxes proportional 

to the percentage of volumes tendered but not transported. 

ii) Less than a 10 percent reduction in service -­

If Alaskan Northwest or Northern Border is able to trans­

port more than 90 percent of the gas tendered by the 
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shippers, there would be no reduction in charges to 

shippers. 

iii) Extended total service interruption -- In the 

event of a total cessation of service for 30 consecutive 

days, the segment responsible for the service interruption 

would be permitted to continue to collect that portion of 

its charges attributable to equity costs (i.e., that 

portion of depreciation expense not necessary for debt 

service and associated taxes), subject to refund pending 

determination of the cause of the interruption. However, 

under no circumstances would debt service ever be impaired. 

D. Pipe Size and Pressure 

Following application by Alaskan Northwest, a report by the 

Commission's Alaskan Delegate and comments by all interested 

parties, the Commission on August 6 and October 15, 1979 issued 

orders establishing the design specifications and initial capacity 

of the Alaskan segment of the ANGTS. These specifications in­

cluded the pipe diameter and maximum operating pressure of the 

pipeline, which largely determine the capacity throughput of the 

line and ·the ability of the gas stream to carry natural gas 

liquids. Based on its review of the report by its Alaskan Dele­

gate and the comments of the parties, the Commission determined 

that the Alaskan pipeline segment of the ANGTS would be built 

with 48-inch diameter pipe, have a maximum operating pressure 

of 1260 psig, and have compressor station size and spacing for 

an initial capacity of 2.0 to 2.4 billion cubic feet per day but 
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capaple of expansion to an average daily volume of 3.2 billion 

cubic feet per day. The FERC orders were affirmed on appeal on 

January 3, 1980 in Earth Resources Company of Alaska v. FERC, 

617 F.2d 775 .(D.C. Cir.). 

E. Federal Right-of-Way in Alaska 

Since the majority of the lands traversed by the Alaska 

pipeline segment of the ANGTS is controlled by the Federal govern­

ment, it was necessary to obtain a pipeline right-of-way from 

the Department of Interior. On August 19, 1980, the Department 

of Interior stated its intent to grant a right-of-way to Alaskan 

Northwest to cross Federal lands in the State of Alaska. Pursuant 

to Section 28(w)(2) of the Mineral Leasing Act of 1920, the 

Department of Interior requested that Congress waive the prescribed 

60-day review period, which was done. On December 1, 1980 the 

right-of-way grant was formally issued by the Department of 

Interior. 

The right-of-way contains numerous terms and conditions with 

which Alaskan Northwest must comply. In addition to extensive 

environmental restrictions, two of the most important stipulations 

are the requirement that Alaskan Northwest assist in the training 

of Alaskan natives for employment on the project and the require­

ment that the ANGTS be separated from the existing Alyeska oil 

line by 200 feet. The Department of Interior had previously 

required that the sponsors of the Alaska pipeline segment enter 

into a mutual indemnification agreement with the owners of the 
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Alyeska oil pipeline for damages that may occur on the respective 

rights-of-way. Such agreement was executed on November 26, 1980. 

F. Environmental Terms and Conditions 

On February 26, 1980, the Commission incorporated two general 

conditions into the conditional certificates of public convenience 

and necessity which had been issued to the ANGTS sponsors by Com­

mission order of December 16, 1977. These conditions are applic-

able to all lands crossed by the pipeline, regardless of ownership. 

The first condition requires compliance with the Commission's 

regulations that establish guidelines for the location, clearing, 

and maintenance of pipeline rights-of-way and sites for related 

facilities. The second condition provides for the issuance of 

stopwork orders by the Federal Inspector. 

G. Equal Employment Opportunity/Minority 
Business Enterprise 

On May 7, 1980 the Department of Interior, pursuant to Sec­

tion 17 of ANGTA and Condition I-ll of the President's Decision, 

promulgated final rules to ensure that no person will be excluded 

from participating in any activity connected with the construction 

and operation of the ANGTS on the basis of race, creed, color, 

national origin, or sex. On May 8, 1980 the Commission issued an 

order attaching the above-referenced rules to the ANGTS sponsors' 

conditional certificates of public convenience and necessity. 
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H. Delegations to and Approvals by the Federal Inspector 

On March 31, 1980 the Commission delegated to the Federal 

Inspector the authority to attach terms and conditions to the 

certificates of public convenience and necessity issued to the 

ANGTS sponsors to implement the requirements of the National 

Historic Preservation Act of 1966 and the Preservation of 

Historical and Archaeological Data Act Amendments of 1974. 

In May 1980 Alaskan Northwest filed its overall management 

plan with the Federal Inspector, in accordance with Condition 

I-1 of the President's Decision. This plan was approved in 

principle by letter dated June 6, 1980 subject to submission of 

supplemental support of specific details of that plan. 

By order issued December 19, 1980 the Commission delegated 

to the Federal Inspector the responsibility to determine the pru­

dency of expenditures to construct the ANGTS. 

On August 13, 1981, the Federal Inspector approved Alaskan 

Northwest's Affirmative Action Plan, which covers both equal 

employment opportunity and minority and female business goals 

and timetables. 

I. Cooperative Agreement Among Alaskan Northwest, 
the Principal North Slope Producers, and the 
State of Alaska 

After extensive negotiations, Alaskan Northwest and the 

major Prudhoe Bay gas producers -- Arco, Exxon, and Sohio --

entered into a Cooperative Agreement in June 1980 relating to 

the design and engineering of the Alaskan gas pipeline and the 

related gas conditioning plant. This document was reviewed by 
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the Department of Justice and the Department of Energy prior to 

its execution. The Alaskan Northwest partnership and the pro­

ducers stated their joint intention to work together to expedite 

the design, engineering, and cost estimation of the Alaskan 

pipeline and gas conditioning facilities and to develop a financing 

plan in such a time and manner that all necessary government 

approvals could be obtained and facilities completed at the 

earliest practicable date. The Cooperative Agreement, to which 

the State of Alaska was also a signatory, became effective on 

June 20, 1980 and established a jointly funded, jointly managed 

Design and Engineering Board to continue the design, engineering, 

and construction planning of the Alaska pipeline segment and to 

begin the design and engineering of the gas conditioning plant 

necessary to prepare the gas for pipeline transmission. 

Under the Cooperative Agreement, the producers agreed to 

contribute approximately $90 million to the design and engineering 

undertaking prior to further contributions by the Alaskan North­

west partnership. This contribution level was reached during 

January 1981. Thereafter, the Alaskan Northwest partnership and 

the producers have been contributing on a 50-50 basis toward 

design and engineering work for the Alaska gas pipeline and the 

conditioning plant. To date over $550 million has been spent 

in this effort alone. 

The State of Alaska has thus far participated in monitoring 

the design and engineering effort as an observer. The State can, 
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however, elect to participate·actively in the financing and manage­

ment of the design and engineering effort at any time. 

IV. CURRENT ACTIVITIES 

A. Alaskan Pipeline Segment 

In 1978 Alaskan Northwest selected Fluor Engineers and 

Constructors, a subsidiary of Fluor Corporation, as its Project 

Management Contractor. Fluor was selected on the basis of its 

proven record as one of the world leaders in project management 

and arctic engineering and contracting. 

Alaskan Northwest and Fluor have assembled a team of over 

400 highly experienced cost estimators, cost engineers, design 

and pipeline engineers, and environmental and other experts 

representing every discipline necessary for estimating, designing, 

engineering, constructing, and controlling the cost of a project 

of the magnitude of the ANGTS. The companies working with Alaskan 

Northwest and Fluor in this effort include Gulf Interstate En­

gineering, Michael Saker, Jr., Inc., Northern Technical Services, 

Inc., and R&M Consultants, Inc. Also involved are execution 

contractors who participated in the construction of the Alyeska 

oil pipeline, as well as many other multi-billion dollar con­

struction projects in Alaska and Canada, including Morrison­

Knudsen, Reading & Bates Construction Company, a subsidiary of 

Reading & Bates Corporation, Peter Kiewit and Sons, Curran 

Houston Inc., a subsidiary of Sedco Inc., and Green Construction 

Company. 
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Collectively, Alaskan Northwest, Fluor, and these consult­

ants have spent over three years and more than 1,000,000 workhours 

in the design and engineering of the Alaskan pipeline segment, 

including extensive, highly technical field programs to ensure 

the correct design, and over one year in preparing a detailed 

capital cost and schedule estimate for this segment. The final 

Alaskan pipeline design and engineering work is approximately 

34 percent complete, and preconstruction field programs will be 

approximately 72 percent complete by the end of this year. 

1. Design and Field Programs 

The ANGTS will be designed and constructed as a chilled, 

high pressure, buried pipeline system utilizing traditional and 

well established techniques. Certain problems are encountered 

in the far north which require special attention due to the 

severe climate and unusual soil conditions. However, with the 

design and engineering work accomplished to c:l.a.te, no. insurmount­

able technical problems have been identified. Hence, the re­

maining challenge is to determine the conditions to be encountered 

and to develop the most cost-effective design and construction 

mode to complete the system in a safe and cost-effective manner. 

During the. development of the design, numerous engineering 

review sessions were held between Alaskan Northwest, Fluor, their 

consultants and leading engineers from several key Federal 

agencies -- the United States Geological Survey, the Corps of 

Engineers, and its Cold Regions Research and Engineering 

Laboratories. 
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These technical experts, along with engineering specialists from 

Alyeska, have provided an additional source of expertise which 

adds significantly to the project effort, especially in the 

critical areas of frost heave design and geotechnical/geothermal 

requirements. 

An additional source of technical expertise comes from the 

producer and pipeline companies participating in the project. 

Engineering specialists in soil mechanics, geotechnical, and geo­

thermal disciplines have been made available to Northwest Alaskan 

for special engineering assignments. The Foothills engineering 

group in Canada is another important source of expertise. The 

exchange of technical data with Foothills has been quite valuable. 

The Canadians have considerable experience in arctic engineering 

dating back to the early 1950s. Significant areas where the 

project is benefiting from Canadian participation is in frost 

heave, fracture control, and the development of new construction 

methods. Foothills has operated a frost heave test site facility 

near Calgary for several years and has just concluded an extensive 

full scale pipe burst testing program, part of which was carried 

out to Alaskan Northwest specifications in order to determine 

optimum fracture control design. Additionally, late last year 

Foothills initiated field testing of materials and construction 

methods at their Quill Creek facility in the Yukon. Aside from 

the testing of construction modes, this facility was designed to 

verify insulation systems and construction methods, including 

development of new equipment. 



102 

a. Frost Heave and Other Testing 

Of all design requirements, the development of suitable 

methods for frost heave mitigation is probably the most demanding. 

Much of the soils in Alaska are characterized by permafrost. The 

pipeline will operate in a chilled state in Alaska and part of 

Canada to avoid damage to these soils from melting of the frost 

in the soil. However, the chilled pipeline must be designed to 

avoid or withstand frost heave. Frost heave is the phenomena 

where unusual stress may be placed on the pipeline causing 

potential movement or heaving due to growth of a frost bulb 

around the pipeline caused by the cold pipeline freezing water 

which has migrated to the pipeline from surrounding soil. 

A full scale field testing installation, comprised of ten 

different modes or types of pipe sections, was completed at 

Fairbanks in the fall of 1979. The Fairbanks site was selected 

because the soil type prevalent in this area is considered by 

geotechnical specialists to be a worst case situation. The 

Fairbanks frost heave test site has been in operation since 

October 1979. The results to date have been~ost encouraging, 

with the magnitude of heave experienced being approximately one 

half of the amount predicted. 

In recognition of the value of full scale testing, a decision 

was made in 1980 to install six additional frost heave test sites, 

which sites were selected for the purpose of providing the widest 

range of soil types and silt content attainable. Installation 

work at the six sites was completed in the first quarter of 1981, 
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and operational start-up is ip progress at all sites. Initial 

results from the first site to become fully operational are com­

parable to the data obtained from the Fairbanks installation. 

A similar field testing approach is being utilized in other 

specialized engineering areas, ~· the development of a suitable 

pipe insulation system, fracture arrest, and soil stability. The 

expertise needed to develop satisfactory methods for handling 

these requirements has been assembled by the project as a means 

$ of assuring that the most cost effective design is achieved. 

b. Site Specific Requirements 

Another important element of the project engineering effort 

involves site specific requirements. For example, almost one­

third of the pipeline location in Alaska is either parallel and 

adjacent to the Alyeska oil pipeline or the State Haul Road, which 

connects central Alaska with Prudhoe Bay and the North Slope. To 

establish a suitable location in these areas the design must give 

adequate consideration to the adjacent structures. 

In some cases, where problems exist due to terrain, cross­

drainage, slope stability, or other external factors, the design 

must be modified. Quite often, the most cost effective solution 

is to change the gas pipeline alignment so that the problem can 

be completely avoided. 

The necessary interaction between the Alaskan Northwest/Fluor 

project group, Alyeska, and State/Federal representatives can best 

be described with an example. The original pipeline alignment in­

cluded over 60 crossings of the Alyeska oil pipeline system. 
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Because of the problems involved in several of these crossings, 

route studies were conducted and the number of crossings reduced 

to 23. Subsequent discussions with Alyeska engineers have 

resulted in resolving the design criteria for most of these 

crossings. 

Detailed working sessions have been initiated with both 

Alyeska and the State for the purpose of resolving all matters 

pertaining to proximity of the oil pipeline, State Haul Road, 

and the gas pipeline. These working sessions will involve 

special engineering groups, comprised of Alaskan Northwest/Fluor 

engineering, environmental, and construction personnel and 

engineers and other disciplines from Alyeska and the State. Each 

working group will have specific tasks assigned and participation 

will be limited to those who have the knowledge and experience 

required to resolve specific engineering problems, 

c. Environmental Concerns 

Equally important, the development of the engineering design 

for the project includes direct participation by the Alaskan 

Northwest/Fluor environmental affairs group. Their representatives 

are working with project design engineers on a continuous basis 

to assure that environmental requirements are incorporated at an 

early stage into the development of the design. The early 

recognition of environmental requirements in the design process 

will provide a better basis for alleviating sensitive environ­

mental concerns and for obtaining government approval of the 

basic design prior to the commencement of construction. 
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d. Alyeska Experience 

The risk of cost overruns in the construction of the Alaskan 

ANGTS facilities has been lessened as a result of completion of 

the Alyeska oil pipeline. The following points are noted: 

Both the similarities and differences of the two 

projects are such that the uncertainties, risks, and 

potential for cost increases to which the gas line 

will be exposed are considerably less than was the 

case for the oil line. 

Today, much more is understood about the process of 

building a large diameter pipeline in Alaska -- from 

a technical point of view and with regard to manage­

ment, government involvement, infrastructure, and the 

supply and demand for critical manpower and equipment 

resources. 

Transporting chilled gas through permafrost is 

inherently easier than transporting heated oil in the 

arctic. 

The oil line was a pioneer project, built across a 

tremendous expanse of land that had nothing in the 

way of support infrastructure, such as highways to 

the job site and communications systems. To a large 

extent, the gas line will take advantage of this 

existing infrastructure. Furthermore, the entire infra­

structure in the State of Alaska is now significantly 

more supportive than what existed in 1971, and much 
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improved technical, managerial, and construction cap­

ability exists in Alaska today. 

2. Certification Cost Estimate 

Simultaneous with the design and engineering of the Alaskan 

pipeline segment, the Alaskan Northwest/Fluor team has prepared 

a detailed, fifty-volume cost and schedule estimate for FERC 

review in accordance with the mandate of the President's Decision 

and FERC orders implementing the Decision. This estimate was 

filed with the FERC on July 1, 1980, as revised on October 27, 

1980. The total estimate is comprised of a base engineering 

estimate of the cost of construction, a normal contingency allow­

ance, plus an estimate of the possible cost impacts from abnormal 

events. 

a. Estimate Highlights 

The b~se engineering estimate includes the management, 

engineering, procurement, construction, testing, and start-up for 

the Alaskan pipeline segment of the ANGTS from the outlet of the 

gas conditioning plant at Prudhoe Bay, Alaska to the Canadian 

(Yukon) Border. The following are the highlights of major 

facilities. 

Compressor Stations - Four stations containing one 

25,000 horsepower compressor each and three with two 

such units. Each station will also have a refrigera­

tion system to chill the gas. 

Metering Stations - One station at Prudhoe Bay, 

which is combined with the plant's metering facili­

ties, and one at the Yukon Border. 
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eperations and Maintenance Facilities - one leased 

facility at Fairbanks and three other facilities 

located at compressor stations. 

Temporary Facilities -camps, airfields, warehousing, 

freight, and office space. 

Communications and Supervisory Controls Systems -

Utilizes existing and new facilities, land-based 

and satellite. 

Pipeline - 745 miles of arctic grade 48" main line 

pipe. It is planned that pipe will be purchased in 

40-foot lengths, and a central Fairbanks facility will 

be used for all double jointing (welding two 40-foot 

lengths of pipe into an 80-foot length), coating, 

and insulation. 

Project Directorate -All Northwest Alaskan activities1 

Project Management Contractor management .. and consultants' 

activities1 pre-certification efforts including cost 

sharing studies1 third-party monitoring (State of 

Alaska, Department of the Interior, and Federal 

Inspector), and permits, insurance, and taxes. 

b. Estimate Components 

The base engineering estimate equals $7.08 billion, excluding 

all contingencies and an amount covering abnormal or unexpected 

events. In accordance with standard cost estimation practice, a 

contingency of l2 percent was then added to the base estimate to· 

account for normal estimating uncertainty concerning accuracy of 

93-367 0-82-8 
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material quantities and prices, human productivity assumptions, 

equipment reliability assumptions, normal schedule variances, 

and the accuracy of bid specifications based on current project 

definitions. 

The normal contingency was developed by segregating the base 

cost estimate into individual risk items and establishing variance 

ranges for each item. This data was statistically examined on a 

computerized risk analysis model. 

In addition to these estimating uncertainties, Alaskan North­

west faces risks arising from abnormal or unexpected events that 

could affect project costs. Under the FERC approved IROR procedure, 

the risks posed by these abnormal events and the resulting potential 

costs are to be quantified to aid the FERC in establishing a 

target cost for the ANGTS for IROR purposes. This analysis was 

also performed to establish a target cost for financing purposes 

to determine the possible range of cost increases due to events 

not subject to Alaskan Northwest's control. 

Alaskan Northwest carefully analyzed the potential cost impact 

arising from 36 abnormal or unexpected events, such as strikes and 

work slowdowns, abnormal weather, unanticipated pipeline mode 

changes, unanticipated changes in domestic and world markets for 

labor, materials, and services, unanticipated environmental con­

ditions, contractor failure to perform, contractor bankruptcy, 

and others. 

After the 36 abnormal events were identified, experts from 

Northwest Alaskan, Fluor, and selected outside consultants defined 
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the probability of occurrence_of each event classified as abnormal. 

The same experts also evaluated the range of potential cost 

impacts if the event did occur. The assumptions in the engineer­

ing estimate which related to the event were reviewed, and values 

were established to represent the incremental costs of each event. 

The cost ranges and probabilities for the 36 events were then 

used to determine the total potential impact of abnormal events 

on project costs. A computer simulation was employed to determine 

the range, distribution, and expected value of costs resulting 

from abnormal events. This simulation consisted of 1000 random 

samplings of each event. The results of this analysis indicate 

that such events could increase project costs by as much as $2.28 

billion. 

Th~ Alaskan Northwest cost estimate, including the base 

estimate, contingency, and abnormal events, totals $10.2 billion 

in 1980 dollars excluding certain revisions to be filed shortly 

with the FERC and excluding finance charges, and has been the 

subject of intensive and in-depth analysis by the FERC staff, 

the Office of the Federal Inspector, the State of Alaska, and the 

three North Slope producers over the past fifteen months. The 

Federal Inspector retained Williams Brothers Engineering Company 

to assist in this effort. A final report on such estimate has 

been issued jointly by the FERC's Alaskan Delegate and the Division 

Director of the Office of the Federal Inspector and noticed for 

comment by the FERC. All comments have now been. filed with the 

FERC, and a decision is expected to be issued in the near future. 



110 

B. Prudhoe Bay Gas Conditioning Plant 

1. Design 

The gas conditioning plant is being designed and engineered 

by the Ralph M. Parsons Company of Pasadena, California, which is 

the Project Management Contractor for the conditioning plant. 

Parsons is eminently qualified to design and engineer the plant, 

having more engineering experience at Prudhoe Bay than any other 

firm. In this effort, Parsons works closely with and under the 

supervision of Northwest Alaskan, which has been designated the 

operator under the terms of the Cooperative Agreement between 

the sponsors and major North Slope producers and which, as such, 

has responsibility for the day-to-day activities necessary to 

engineer and design the plant. 

The plant will receive gas from the Prudhoe Bay producing 

areas and will condition the gas to pipeline quality by removing 

impurities, carbon dioxide, and heavier hydrocarbons. Because 

the pipeline will be operated as a chilled, high pressure line 

and because the first compressor station is at about milepost 

80 of the pipeline, the plant will also refrigerate the gas to 

30° F. and compress the gas to 1260 psig. The plant design is 

based on the SELEXOL process, a patented process licensed by the 

Allied Corporation (formerly Allied Chemical Corporation), for 

removing carbon dioxide and heavy hydrocarbons. 

In addition to the conditioning facility, the plant will 

consist of an operations center, a 288-bed residential facility, 

a crude cooling unit, a river water intake station, a reservoir 
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intake station, a flare and waste water lagoon area, construction 

pads, access roads, and miscellaneous pipelines. 

Most of the plant conditioning facilities will be prefabri­

cated as modules at construction sites on the West Coast and 

then shipped to Prudhoe Bay by ocean-going barges, where they 

will be assembled. 

Parsons has performed a great deal of the design, engineering, 

planning, and cost estimating for the plant, having expended over 

400,000 workhours to date in this regard. 

The FERC environmental staff has prepared both a draft and 

a final environmental impact statement, which conclude that 

construction and operation of the plant at the Prudhoe Bay site 

are•environmentally acceptable. The environmental impact state­

ment has fulfilled all the National Environmental Policy Act 

requirements. 

2. Cost Estimate 

The cost and schedule estimates for the plant are similar to 

and patterned after those submitted to the FERC for the Alaska 

pipeline segment. The target cost for the plant is composed of 

a base engineering estimate and a contingency. The base engineering 

estimate has been cast into a work breakdown structure similar 

to that developed for the Alaska pipeline segment for cost control 

purposes. The contingency is also similar to that for the Alaska 

pipeline segment, except that it also covers cost impacts from 

abnormal events as well as normal estimating uncertainty. 

Examples of abnormal events that could cause the plant cost to 
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overrun estimated costs are abnormally severe weather affecting 

fabrication sites, loss of a barge during the voyage to Prudhoe 

Bay, and a major fire at the plant construction camp. The total 

cost estimate for the plant, in 1980 dollars, is $3.6 billion 

excluding financing cha;ges, but including contingency for the 

events described above. 

c. Construction Coordination and Logistics 
for the Plant and Pipeline 

Coordination of the design and engineering of the Alaska 

pipeline segment and the gas conditioning plant is performed by 

Northwest Alaskan as operator under the Alaskan Northwest part-

nership agreement and under the Cooperative Agreement. A North-

west Alaskan project team is located at the Irvine, California 

facilities of Fluor and works very closely with the PMC in 

connection with the design, engineering, and construction of the 

Alaska· pipeline segment. A Northwest Alaskan project team is 

also located at the Pasadena, California facilities of Parsons 

where the plant is being designed and engineered. 

The schedules for both the Alaska pipeline segment and plant 

are coordinated by Northwest Alaskan, with key dates and schedule 

requirements of the plant tied to the completion date for the Alaska 

pipeline segment. Meetings of the Technical Committee of the Design 

and Engineering Board, composed of representatives of the pipeline 

sponsors and producers, are held monthly. The Technical Committee 

receives progress reports on the Alaska pipeline segment and plant 

and makes recommendations to the Board on major issues affecting 

the pipeline and plant. 
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In addition, in order to eliminate or minimize delays or 

cost increases resulting from competition for resources between 

the Alaska pipeline segment and plant, a Resource and Logistics 

Committee was formed from members of the Northwest Alaskan 

pipeline and plant project management teams to identify areas 

where activities on one project could have an adverse impact on 

resources necessary for the other, such as craft labor availability, 

material acquisition, and transportation services. 

To further reduce the potential for delays in the completion 

of the Alaska pipeline segment and plant, construction and material 

acquisition schedules have been planned to eliminate bottlenecks. 

The more difficult construction on the Alaska pipeline segment, 

such as laying pipe over Atigun Pass and major river crossings, 

will begin in advance of less difficult construction. For both 

the Alaska pipeline and plant segments, equipment with long lead 

times, such as compressors and refrigeration systems, must be 

ordered as soon as possible in order to avoid delay in the delivery 

of such equipment to the field. More particularly, plant equipment 

must be fabricated in the lower 48 states on a schedule that will 

assure it reaches Prudhoe Bay during the approximately six week 

period each summer that the Beaufort Sea is not ice bound. 

Additionally, 75 percent of the mainline pipe will be stockpiled 

in Alaska prior to the commencement of construction. 

In the event that construction problems should arise, pro­

visions have been made in the cost estimate for the Alaska pipeline 

segment, which is being reviewed by the FERC, and in the target 
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cost estimate for the plant, which will shortly be submitted to 

the Commission, for additional costs necessary to overcome the 

problems. Thus, even if problems arise, notwithstanding our 

efforts to minimize the likelihood of their occurrence, the 

project has been planned and engineered in such a manner that 

they should not cause serious or extended delays in project 

completion. 

V. ANGTS CAPITAL COSTS 

The ANGTS will be constructed in two phases. The first 

phase, which is referred to as the pre-build, has been partially 

constructed and will be completed in 1982. When completed, this 

phase will include 1,500 miles of pipeline or about 30 percent 

of the total pipeline system. However, it represents only about 

8 percent of the total capital costs in 1980 dollars. The second 

phase involves completion of the remaining portions of the ANGTS 

by November 1986, assuming expeditious legislative and regulatory 

action by the second quarter of 1982. 

Based upon this schedule, the total system is estimated to 

cost $17.5 billion in 1980 dollars excluding contingencies and 

financing costs. Contingencies have been added for possible 

normal estimating errors and for abnormal events which may occur. 

These· contingencies and allowances for abnormal events, which 

vary for the conditioning plant and each major pipeline segment, 

total $5.5 billion in 1980 dollars and represent 31 percent of 

the base estimate. The 1980 dollar estimate of $23.0 billion, 
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including contingencies, consists of $3.6 billion for the 

conditioning plant, $10.8 billion for the Alaska pipeline segment, 

$5.8 (U.S.) for the Canadian segment, and $2.8 billion for the 

Eastern and Western legs in the lower 48 states. Of the $23.0 

billion estimate, the pre-build phase of construction is estimated 

to cost $1.7 billion and the second phase construction is estimated 

to cost $21.3 billion. 

Because these estimates are in 1980 dollars, it is necessary 

to add inflation and interest costs to estimate the amounts that 

must be financed. We have used a range of inflation and interest 

rates for this purpose from 7 percent to 11 percent and 10 percent 

to 14 percent respectively in the United States. The resulting 

range of cash requirements to construct the total system is $38.7 

billion to $47.6 billion. The pre-build phase is estimated to 

be completed for $2.4 to $2.7 billion. Therefore, the net 

required amount to finance the remaining ANGTS facilities is 

$36.3 to $44.9 billion. 

VI. MARKETABILITY 

In order to determine the economic viability of the ANGTS, 

it is necessary to first estimate the delivered cost of the gas 

and then compare that to the cost of alternative fuels. The 

delivered cost of Alaskan gas will include all fixed and variable 

costs such as the wellhead cost of gas, depreciation, operating 

and maintenance costs, all taxes, return on-equity and interest 

costs. These costs, when deflated to 1980 dollars, average from 
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$4.65 to $5.10 per million Btu's during the first twenty years 

of the project. Stated in constant dollars, this cost declines 

dramatically during the life of the project. For example, the 

delivered cost. ranges from approximately $9.20 to $9.35 per 

million Btu's in the first year and from approximately $2.75 to 

$3.20 per million Btu's in the twentieth year. This dramatic 

decline occurs because of the amortization of the investment 

over the project life. Therefore, in real dollars, the cost of 

delivering Alaskan gas to consumers will decline-significantly 

over the project life. This declining real cost is the basis 

for the bargain that Alaskan gas represents for the nation and 

should insure its marketability over the life of the project. 

The factors which will be most influential in continuing a 

market for Alaskan gas are increasing constant dollar world oil 

prices, the demand for and declining availability of natural gas 

supplies in 1986-87 and thereafter, and the method by which 

Alaskan gas is priced to compete with oil. 

The long term outlook is for an increase in real world oil 

prices. In an environment of rising constant dollar prices for 

oil, Alaskan gas will become increasingly attractive compared 

both to oil and to alternative gas supplies whose prices escalate 

with oil. Rising oil prices tend to stimulate the demand for gas 

at the expense of oil. Since a major portion of existing industrial 

and power generation plant capacity is designed for both oil and 

gas firing, rising oil prices quickly shifts demand to gas. In 

addition, prices for most supplementary gas supplies -- such as 
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Mexican and Canadian gas -- are linked to oil prices. Thus, 

rising real prices for oil make Alaskan gas -- the price of which 

is not linked to oil prices -- increasingly attractive relative 

to oil and to most other supplemental gas supplies. Finally, 

Alaskan.gas will become an increasingly better buy than imported 

oil because as the real price of oil increases the real price 

for Alaskan gas delivered to U.S. consumers will decrease. The 

cost of Alaskan gas will decrease as depreciation reduces the 

rate base upon which transportation charges and related income 

taxes are calculated, which costs comprise the largest components 

of the delivered price of Alaskan gas. 

Some estimates of future natural gas demand have been steadily 

reduced as a result of the extent to which natural gas demand 

has been responsive to increasing prices established by the NGPA. 

Although demand forecasts are down, the long-term outlook for 

production is down even more. Increasing drilling rates will be 

unable to offset the steady decline in gas reserves added per 

unit of drilling effort. As a result, the production rates will 

continue to decline. By 1987, when Alaskan gas will be available, 

the decline of conventional lower 48 gas supplies will have 

created a strong demand for Alaskan gas. 

This supply-demand imbalance is illustrated in Tables III-I 

and V-I of the marketability study prepared by Jensen Associates, 

Inc., which is attached as Appendix E to my statement. Table V-I 

illustrates the forecasted demand for natural gas by residential 

and commercial sectors, industrial sectors, electric power gen-
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erators, and other users through 1990. Table III-I shows the gas 

supplies projected to be available during the same time period 

from conventional and unconventional production, imports, synthetic 

gas, and Alaskan gas. Table III-I and V-I reflect market clearing 

after deregulation of new gas volumes in 1985. 

The economic benefit of Alaskan gas is illustrated by the 

graph that I have attached to this statement as Appendix F. 

This graph shows the delivered cost of Alaskan gas for a range 

of assumptions regarding inflation and interest rates. Also 

shown is the estimated market clearing price for natural gas 

prepared by Jensen Associates, Inc. Two market clearing price 

estimates are shown. One is based upon the oil cost which Jensen 

expects would occur under the type of price formation typical 

of the 1970s during which occasional market disruptions period-

ically drove prices sharply higher. The other is based upon a 

lower bound possibility for oil prices. This graph shows that 

if only one major disruption occurs in the Mid-East resulting in 

significant increases in oil prices in the decade of the 1980s, 

Alaskan gas will be marketable from the very beginning of its 

availability. If a more conservative increase in oil prices 

occurs, there will be about three years when the Alaskan gas cost 

is higher than other supplemental gas supplies. However, in 

addition to the rolled-in pricing capacity afforded by the NGPA, 

there are other methods available which can be used to levelize 

charges for Alaskan gas to avoid this early-year problem, if 

required. We are confident that through a combination of the 
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increasing real price of oil ftnd, if necessary, su~h levelizing 

methods Alaska gas can be marketed commencing in 1987. 

Concerns also have been expressed about the marketability 

of Alaskan gas under complete natural gas deregulation. In a 

deregulated environment, the price of Alaskan gas will adjust 

to the marketplace and be saleable. As stated above, the price 

in the early years can be adjusted if necessary through tariff 

and/or contractual provisions to assure that Alaskan gas is 

marketable. 

VII. NATIONAL BENEFITS 

The benefits of completing the ANGTS are self-evident. 

This vital transportation link will connect the lower 4£ states 

to 26 trillion cubic feet of proven natural gas reserves, or 13 

percent of all domestic gas reserves, and over 100 trillion 

cubic feet of potential reserves in Alaska. Once the ANGTS is 

in place, gas exploration activities will increase in Alaska and 

Canada making additional reserves available for transport. The 

ANGTS will deliver two billion cubic feet of gas per day initially 

and can easily be expanded to deliver 3.2 billion cubic feet per 

day. 

Construction of the ANGTS can displace between 400,000 and 

600,000 barrels of foreign oil per day for the next twenty to 

thirty years. The resulting savings in foreign payments for oil 

is in excess of $7 billion in the first year alone, assuming a 

conservative cost of oil of $50 per barrel in 1987. An even 
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greater reduction in balance of payments will occur later as 

world oil prices rise, as Alaskan gas volumes increase, and as 

the delivered price decreases. These balance of payments savings 

will have a positive impact on the inflation rate. 

The ANGTS will create jobs for u.s. workers and orders £or 

u.s. businesses to provide materials, equipment, and services in 

connection with the construction and operation of the pipeline 

and related facilities. There will be a peak work force for the 

Alaska gas pipeline and gas conditioning plant of 16,000 workers. 

As the Net National Economic Benefit Study prepared for the 

project shows, the present value of the Alaskan gas that the· 

ANGTS will bring to the lower 48 states is likely to be between 

$90 and $140 billion. ~ The total present cost of delivering 

this gas (including the wellhead cost of the gas) is approximately 

$50 billion over the 25-year project life. Accordingly, the 

present value of the net benefits of the ANGTS is between $40 

and $90 billion for all u.s. parties associated with the project. 

For our base case, we use the median gas value of $110 billion, 

which yields a median Net National Economic Benefi~ of $60 

billion. All of the above values are in January 1980 dollars, 

discounted in real terms at three percent to mid-1981. 

In conclusion, the conservative direct net national economic 

benefit of the ANGTS -- economic benefits minus costs -- is in 

*! These values are the mode and expected value for the gas 
value, respectively. The NNEB study is attached as Appendix G 
to my statement. 
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excess of $60 billion. This is simply the benefit derived from 

the market value of the gas and does not include the indi~ect 

benefits, such as increased energy independence, improved' balance 

of payments, the creation of jobs, or the cost savings that would 

result if Alaskan gas prevents a repeat of the phenomenon exper­

ienced throughout the 1970s -- curtailments of industrial gas 

customers with resulting economic dislocations, including a loss 

of jobs, a reduction in taxes, and increases in unemployment 

compensation. 

VIII. REMAINING GOVERNMENTAL AND REGULATORY APPROVALS 

A. Alaskan Northwest 

Alaskan Northwest must file with the Federal Energy Regulatory 

Commission a supplement to its prior filed application for a 

certificate to construct and operate the Alaska pipeline segment 

of the Alaska Natural Gas Transportation Sys~em. This supplement 

will include: (1) a plan for private financing and related 

materials including a cost of service study, a marketability 

study, and a net national economic benefit study which demonstrate 

the continued economic viability of the ANGTS; (2) amendments to 

its prior approved tariff which conform to the financing plan; 

(3) any necessary amendments to the prior approved partnership 

agreement to conform to the financing plan; and (4) minor adjust­

ments to the cost estimates previously filed with the FERC in 1980. 

Assuming the waiver proposed is enacted by Congress, Alaskan 

Northwest must also file an amendment to its prior filed appli-
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cation seeking certification of the gas conditioning plant and 

approval of a tariff governing recovery from the shippers of the 

plant investment plus a reasonable rate of return on such invest­

ment. 

Pursuant to Sections 4, 5, 7, and 16 of the Natural Gas Act, 

the FERC is empowered to issue a final certificate to Alaskan 

Northwest if it finds that Alaskan Northwest is able and willing 

to provide the transportation service and to conform to the pro­

visions of the Natural Gas Act and the Commission's rules and 

regulations, that the rates and charges of Alaskan Northwest are 

"just and reasonable,• and that the proposed service "is or will be 

required by the present or future public convenience and necessity.• 

The Commission must examine a number of factors in determining 

whether issuance of the certificate is in "the public convenience 

and necessity." For example, the Commission must find that the 

project is economically feasible, that the project can·be financed 

under terms acceptable to the Commission, and that the proposed 

tariffs are just and reasonable and in the public interest. One 

important point must be emphasized. Congressional 'approval of 

the proposed waiver will not relieve the FERC of its respons­

ibility to satisfy itself that these requirements have been met 

prior to issuance of a final certificate to Alaskan Northwest. 

Additionally, Alaskan Northwest also must obtain from the 

State of Alaska appropriate-land use authorizations for those 

portions of the pipeline and conditioning plant that will be on 

lands in which the State has an interest. 
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B. Northern Border and Pacific Gas Transmission 

In addition to issuance of a final certificate to Alaskan 

Northwest, the Commission must also issue final certificates of 

public convenience and necessity to the Northern Border Pipeline 

Company and the Pacific Gas Transmission Company enabling them 

to complete the non-pre-built portions of the u.s. Eastern and 

western Legs of the ANGTS. The Commission review process and 

the legal requirements described above are equally applicable 

to these applications, and Congressional approval of the proposed 

waiver will similarly not relieve the FERC of the ultimate respon­

sibility to ensure that these requirements have been satisfied. 

c. Shipper Tracking 

The shippers of Alaskan gas must seek Commission approval 

of tariffs which permit them to flow through to their customers 

the sales price of Alaskan gas and the conditioning and trans­

portation charges to be paid by them under the FERC or the Canadian 

National Energy Board approved tariffs. While the Commission 

has not yet reviewed such tariffs, it has addressed the need for 

what is referred to as •perfect tracking." In its Orders 31 and 

31-B approving the Alaskan Northwest and Northern Border tariffs, 

the Commission noted that the financial and economic viability 

of the ANGTS is dependent not only upon tariffs which assure a 

constant stream of revenue from the shippers to the ANGTS, but 

also upon adequate "tracking" mechanisms in the shippers' tariffs 

which will permit sufficient revenues to flow, without interruption, 

to each shipper from its customers to reimburse each shipper for 

93-367 0-82-9 
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payment of ANGTS costs. Specifically, in Order 31 the Commission 

stated at page 147 that it: 

••• shares the project sponsor£' assessment of 
the importance and relevance of the tariffs. The 
tariffs are indeed the "economic lifeline" of 
the project. There must therefore be a degree 
of certainty for project sponsors and potential 
financers adequate to ensure that there will 
be a flow of revenues sufficient to service debt 
and all other current expenses ~nee billing has 
been allowed to commence. 

With respect to shipper tracking, the Commission found at 

page 67 that: 

In order to further assure that revenues are 
adequate to cover the cost of service of the 
project, the Commission's policy will be to 
allow automatic tracking of Alaska gas trans­
portation costs ~n the tar~ffs of gas shipeers 
who are interstate pipelines under our jur~s­
diction. (Emphasis added). 

Again, as with the other FERC filings, once the shipper 

tariffs are filed with the FERC, the FERC must review such 

tariffs under the standards of the Natural Gas Act and the 

proposed waiver does not restrict that review. 

IX. FINANCING 

The framework of the negotiations now under way to establish 

financing for the project and the related financial bases for 

the proposed waiver can best be understood by reviewing their 

historical underpinnings and development. Before detailing the 

evolution of the financing, however, it should be pointed out 

that the President's Decision reflected an expected cost of the 

ANGTS, as then defined, of $13 billion, and an expected date of 



125 

first deliveries of gas of January 1983. While all parties 

understood that many governmental approvals would have to be 

obtained and that many agreements among the parties would have 

to be negotiated before construction could begin, nonetheless in 

1977 it was anticipated that regulatory and policy questions 

would be answered in one to two years. Thus the 1977 cost estimate 

and the accompanying financing requirements were based on long-

term debt costs of ten percent, cost contingencies of five 

percent, and cost escalation due to inflation was anticipated to 

be five percent annually. 

In hindsight, the uniformly agreed upon assumptions under-

lying the 1977 cost estimate and the then-scheduled in-service 

date were unrealistic. But capital market conditions were stable 

in 1977, at least in comparison with today's environment, and 

government policies were stongly supportive of energy projects. 

Much that was anticipated by the project sponsors and the 

government agencies which reviewed and confirmed the reasonable-

ness of the assumptions underlying the project have not materialized. 

A. Financing Parameters Established by the Federal 
Government 

The President's Decision set forth the determination that 

the project could be privately financed and the conditions under 

which a private financing was expected to occur. A plan was 

proposed to share the risks and benefits of the project among 

its several beneficiaries in accordance with the following 

principles: 
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1. The project should be privately financed. 

2. The equity investment in the project should be 

at risk under all circumstances. 

3. Direct and major beneficiaries of the project should 

participate in the financing either directly or in the 

form of debt guarantees. 

4. The burden of cost overruns should be shared by 

equity holders and consumers upon completion through 

the application of a variable rate of return on 

common equity. This would provide a strong incen­

tive for the project to be constructed at the lowest 

possible cost. 

5. Tariff charges could not commence prior to completion 

and commissioning of the system. 

The President's Decision also established other critical 

parameters for the financing plan: a prohibition of producer 

equity investment in the project~ the exclusion of the condi­

tioning plant from the ANGTS~ and a prohibition of direct or 

indirect government financial support, including guarantees. 

Finally, the plan described in the Decision contemplated.the 

"project financing" of all debt, ~ the assets and cash 

flow of the project its economic viability -- would provide 

the principal source of credit to lenders. Sponsors were not 

expected to extend their corporate credit in support of the 

project's debt. 
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Following the Decision, the FERC undertook to clarify the 

provisions in the President's Decision regarding commencement of 

consumer billing. In Orders 31 and 31-B the FERC ruled that billing 

could begin after the Federal Inspector certified that all ANGTS 

pipeline segments were completed, tested, and proved capable of 

operating. "Tested for service,• according to the FERC, did not 

require that the line be filled with gas or that actual deliveries· 

of gas begin. Moreover, it is important to note at this juncture 

that there was not a requirement that the conditioning plant be 

completed and rendered capable of service as a prerequisite for 

billing commencement. Thus under current law billing can commence 

on all four pipeline segments even in the unlikely event that the 

conditioning plant is not completed, and even if actual gas 

deliveries have not begun. 

B. Original Sponsor Financing Plan 

The principal financing parameters having been established 

by the President's Decision, Alaskan Northwest and its financial 

advisors in early 1978 initiated the development of a definitive 

financing plan. The original plan contemplated the following 

key elements: 

1. The construction capital for the Alaska pipeline segment 

w'ould be raised on a project financing basis without corporate 

or government completion guarantees. Funding for the con­

ditioning plant would not be the responsibility of Alaskan 

Northwest. 
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2. In the absence of completion guarantees, the risk of 

non-completion of the Alaskan pipeline would be reduced to 

an acceptable level as follows: 

a. The project's final cost estimate would be subject 

to an independent risk analysis and an overrun probability 

assessment that would determine the amount of an Initial 

Pool of capital required to reduce to an acceptable 

confidence level the chance that the project would not 

be completed. Commitments for the equity portion of 

the Initial Pool would be provided by the project's gas 

transmission company sponsors.· Debt commitments would 

come from u.s. and foreign commercial banks and u.s. 

insurance companies and equipment and material suppliers. 

b. Commitments would also be obtained for a second 

capital pool, a Completion Assurance Pool, which would 

be available in the unlikely event··-that pr-oject costs 

exceed the Initial Pool. The Completion Assurance 

Pool would be drawn down based on periodic comparisons 

of actual to estimated construction costs to date. Com-

mitments for the debt portion of the Completion Assurance 

Pool would be supplied by the Alaskan gas producers 

and the equity portion shared by the sponsors and the 

producers, in a manner consistent with the President's 

Decision. 

c. Both capital pools would be irrevocably precommitted 

prior to the commencement of construction. 
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d. Whenever possi91e fixed price contracts for equip­

ment and, perhaps, turn-key contracts for the construction 

of certain portions of the project would be negotiated. 

Such contracts would remove significant parts of the 

project from the risk of overruns. 

3. Once completion was achieved, credit support for the 

project's debt would be provided through the FERC approved 

minimum bill gas tariff which would assure the payment of 

the project's debt service under all circumstances. Based 

on the tariff and a perfect tracking mechanism, financing 

commitments would be secured from institutional lenders for 

a portion of the commercial bank financing. In addition, 

public debt markets could also be used to refinance con­

struction loans. 

In summary, the plan was (i) to remove a major portion of the 

project's cost estimate froin the risk of overruns through fixed 

price contracts and turn-key construction contracts; (ii) to 

obtain firm commitments for equity capital and supplier credits; 

and (iii) to secure irrevocable commitments for a Completion 

Assurance Pool of sufficient size to complete the project under 

any and all foreseeable circumstances. Debt commitments would 

then be obtained from commercial banks and institutional lenders 

subject to satisfaction of an extensive list of conditions 

precedent. 
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c. the State 

1. State of Alaska 

Alaskan· Northwest and its financial advisors devoted much 

of 1978 and 1979 to seeking the financial support of the State 

of Alaska, support which was envisioned by the President's Decision, 

in an amount of approximately $2 billion. The plan proposed to 

the State and supported by its Governor included the issuance by 

a state agency of $1.5 billion in tax-exempt debt, the proceeds 

of which would be used to purchase project debt. The rationale and 

appeal of this measure from the project's standpoint was that 

the State's offering would tap an otherwise unavailable segment 

of the capital market. Alaskan Northwest, as an issuer of tax-

able securities, is unable to raise funds from tax-exempt in­

vestors, many of whom who control large pools of capital. The 

proposal also contemplated the issuance of $500 million of equity 

securities to the State, the income of which would add substantially 

to the enormous economic, fiscal, employment, and social benefits 

that the State will realize from the project. 

This specific plan was not approved by the State legislature, 

but a special committee was formed to analyze State financial 

part·icipa tion. Alaskan Northwest would welcome the State 1 s active 

participation in the financing. 

2, North Slope Producers 

Commencement of negotiations with producers was seriously 

delayed because of unsettled legislative and regulatory issues 
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completely out of the control of Alaskan Northwest. First, there 

was the uncertainty surrounding resolution of the Natural Gas 

Policy Act of 1976. The NGPA, among other things, established 

the wellhead pricing of Alaskan gas, the duration of its regulation, 

and the manner in which it will be priced by pipeline purchasers. 

Secondly, the development of the Incentive Rate of Return mechanism, 

including the key rate of return parameters, was not fully completed 

until September 1979 -- two years after the President's Decision. 

Finally, FERC approval of the project design specifications for 

pipe diameter and design pressure was not final until January 1960. 

Only after all of these critical issues were laid to rest was it 

possible to prepare a definitive cost estimate for regulatory and 

financing purposes. Not until that point could truly meaningful 

discussions setting the framework for the producers' financial 

involvement in the project begin. 

In the fall of 1979, a month after settlement of the Incentive 

Rate of Return proceeding, a financing plan was presented to the 

Alaskan Northwest partners for their approval, thereby setting 

the stage for the commencement of negotiations with the North 

Slope producers. This financing plan was essentially the same 

as that described earlier as the original sponsor financing plan 

and was fully in compliance with all of the requirements of the 

President's Decision. 

The first meaningful indication of specific producer willing­

ness to support the financing of the project became evident in 

late 1979. From the outset, the producers' principal requirements 
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for involvement in the financing were ( 1) that the President's 

Decision be altered, by waiver or otherwise, to permit the pro-

ducers to own equity with full and proportional rights and benefits 

of equity ownership, and (2) that the conditioning plant be 

included in the ANGTS with provision for inclusion of all gas 

conditioning and processing charges in the ANGTS gas tariff. 

Neither of these producer requirements were permitted by the 

President's Decision. 

The Department of Energy, through the Secretary and the General 

Counsel, served as an intermediary between the sponsors and pro-

ducers to assist in negotiations. By March 1980, after numerous 

meetings and lengthy discussions, an initial set of conceptual 

agreements between the sponsors and producers was reached. 

The principal accomplishment of these efforts was a Co-

operative Agreement adopted in April 1980 and signed in June 

1980 providing for the joint funding by the producers and spon-

sors of design, engineering, and cost estimation work for the 

Alaska pipeline and the conditioning plant. A second agreement, 

a Letter of Intent (which is attached as Appendix H), was entered 

into by Alaskan Northwest and the producers committing all parties 

to work expeditiously towards arranging a private financing of the 

project. 

By May 1981, Alaskan Northwest and the producers agreed to 

approach the financial community with a financing plan embodying 

the following concepts: 

1. For purposes of financing, the "as spent• cost of the 
Alaskan pipeline will be $21 billion and of the plant 
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will be $6 billion, In addition, a pre-committed com­
pletion assurance pool of $3 billion will be formed. 

2. The debt/equity ratio for all capital investment will 
be 75:25. 

3. The investment limits of all participating companies 
will be defined from the outset. As a group, the 
transmission companies will provide equity in an 
amount not to exceed $5.25 billion. As a group, the 
producer companies will provide equity in an amount 
not to exceed $2.25 billion. 

4. The Alaskan Northwest partners will own 70% of the 
pipeline and the plant, and the producing companies 
will own 30% of the pipeline and the plant. Equity 
commitments to the completion assurance pool will be 
made on the same 70:30 ratio. 

5. Debt funds (pipeline and plant) will be sought on a 
project credit basis. The transmission group will 
be responsible for arranging for $15.75 billion in 
project debt. The producer group has accepted responsi­
bility for arranging for $6.75 billion in additional 
project debt. The debt which the producers are respon­
sible for arranging will be accorded terms and condi­
tions equivalent to those accorded other project debt. 

6. Each company's participation will be subject to satis­
faction of conditions precedent, namely: 

The conditioning plant will be included as part 
of the Alaska segment of the ANGTS. 

Each company's investment will be limited to a sum 
certain defined in the financing plan. 

All debt and equity participants will issue firm 
commitments, acceptable to all other participants, 
prior to construction of the pipeline or plant. 

All necessary governmental approvals and authoriza­
tions will be issued and accepted by the participants. 

All parties .are assured that the project is economically 
viable. 

All parties are assured that the Canadian segment will 
be financed and completed without u.s. comrnpany involve­
ment. 
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-- Each financing layer will be afforded equal terms and 
conditions. 

The May 1981 plan deserves elaboration to be fully understood 

in relation to the original cost estimate and financing plan 

detailed in the President's Decision. The basic cost estimate 

in the plan reflects substantial cost additions over the $13 

billion estimate in the President's Decision. These cost additions 

are comprised primarily of (1) the $6.0 billion conditioning 

plant not provided for in the 1977 plan, (2) costs resulting 

from the more extensive design features which evolved in the 

past four years in contrast to the cost of t.he design originally 

contemplated, (3) cost escalations resulting from the delay of 

four years in the anticipated completion date because regulatory 

proceedings took more time than had been anticipated in 1977, 

(4) the abnormally high rates of inflation experienced in the 

u.s. since 1977, and (5) the unusually high long-term interest 

rates prevailing in the last few years which now may be subsiding. 

To reiterate what was said earlier, the 1977 plan for the $10 

billion project was based on a 1975 dollar year estimate, escalated 

by five percent per annum to year of expenditure with a contingency 

of five percent and interest costs of 10 percent. 

The May 1981 financing plan differs in material respect 

from the original sponsor plan also because of the requirements 

of the producers as conditions for their financial support for 

the project. Further, the funding assumptions reflect the absence 
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to date of State of Alaska support which had been contemplated 

by the President's Decision. And finally, the most recent plan, 

unlike that described in the President's Decision, utilizes 

supplier credits, and Eurodollar and foreign financing for the 

Alaskan facilities. This expansion of target capital sources 

provides an element of flexibility, and is necessary as a result 

of the growth of the financing requirements. 

E. Position of u.s. Commercial Bank Lenders 

On the basis of the agreement reached by Alaskan Northwest 

and the producers, the first formal presentation of an ANGTS 

financing plan was made in May 1981 to four major u.s. commercial 

bank lenders--Bank of America, N.T.&S.A., The Chase Manhattan 

Bank, N.A., Citibank, N.A., and Morgan Guaranty Trust Company of 

New York. 

On August 28, 1981 the four-bank coorcFnating_ group advised 

the partnership of the results of its preliminary assessment 

of the financing concepts, the general availability of debt 

support for the project, and suggested certain modifications 

to the approach to financing which the partnership and the pro­

ducing companies might consider. A copy of this letter, together 

with its attachments, is appended for review by the Committee as 

Appendix I. Without re-stating the contents of the August 28 

letter in detail, inasmuch as the letter must necessarily speak 

for itself, it is nonetheless noteworthy for us to underscore 

certain of the banks' preliminary conclusions, which are, of 
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course, subject to the various conditions and caveats expressed 

in the letter of August 28, 

First, the banks believe that the project can be privately 

financed without government guarantees or participation. 

Second, the banks believe that there will be funds available 

on a world-wide basis sufficient to provide debt support for the 

project, within the range of $12-18 billion. 

Third, the banks believe that after completion, and when the 

ANGTS is operational pursuant to satisfactory tariff and tracking 

arrangements, the credit of the project itself will provide 

adequate assurances of debt service to the extent that the spon­

soring companies will not be obliged to a continuing pledge of 

corporate credit. 

These are very positive results. But this encouragement 

was tempered by the banks' advice that credit support will be 

required of the participating companies during the construction 

phase of the project. In this connection, the banks concluded 

that the completion pool of funds concept advanced by us will 

not be perceived by lenders generally to be acceptable, in and 

of itself, as a basis for debt support during construction. 

Consequently, the banks have concluded that the bulk of the 

funds needed for the construction of the project cannot be raised 

on that basis. Thus, they have advised us, as noted in the 

letter of A~gust 28, that a modification of our financing proposal 

should be considered which will permit some degree of debt repay­

ment assurance during the pre-completion phase, involving a 
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combination of (1) acceptable debt assumption arrangements by 

the sponsors and producers and (2) acceptable commencement of 

billing provisions prior to completion of the overall system. 

The reliance by the banks on corporate credit and limited 

consumer support during construction may permit a reduction in the 

external financing requirements for the project. Since there 

would be a source of repayment for the bulk of project debt, the 

need to provide pre-committed contingency financing (to assure 

project completion and/or debt repayment) can be reduced or elimi­

nated and the hopeful mitigation of inflation and interest rates 

would result in further reduction. The amount of the latter reduc­

tion is, of course, subject to the completion of further definitive 

engineering and cost estimation work. The banks have concluded 

that • •• if the required credit support can be arranged, the 

banks are of of the opinion that a modified plan may well provide 

the basis for private sector financing of the project.• 

As to the waivers of law deemed to be necessary by the banks, 

they have advised, in their letter of August 28, that the level of 

credit support required to raise the extraordinary amounts of 

capital to finance the project necessitates that • ••• [t]he debt 

[of the project] be supported by repayment assurances involving 

[among other things] acceptable commencement of billing provisions 

prior to the completion of the overall system.• 

In short, the banks have advised me that the billing commence­

ment provisions set forth in the proposed waiver are a critical 
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credit support--indeed the absolute. minimum--feature required to 

raise the necessary funds. Passage of the billing commencement 

features of the waiver package will increase the willingness of 

the banks and other lenders to participate in the financing in 

terms of the number of lenders participating and the amount of 

each lender's commitment to the financing. 

In consideration of the circumstances described earlier 

which have resulted in the extraordinary amounts needed for.this 

project, and the conditions that have developed in our financial 

markets since the President's Decision--none of which was antici­

pated in 1977--it is not unreasonable to understand the necessity 

for providing the limited credit support that lenders are seeking 

through a separation of the Alaskan pipeline and plant facilities, 

and the Canadian pipeline segment, for purposes of billing 

commencement for debt service charges. 

F. of President's Decision 

While the billing commencement waiver insisted upon by the 

banks would appear to represent a departure from the principles 

of risk sharing established in the President's Decision, the 

sponsors, as well as producers, would also be contributing 

more credit support -- with all its consequential costs and 

risks -- than was contemplated in the President's Decision. 

The concept of risk sharing is preserved: because of the 

greater financial requirements and the more difficult circum­

stances in which this project must be financed, it is incum-
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bent that all project beneficiaries contribute more to realize 

the substantial benefits of the huge Alaska energy resource, 

To reiterate an earlier point, the waiver provision provid­

ing for commencement of billing as each segment is completed 

is not unprecedented insofar as consumer exposure is concerned. 

Under current law, the consumer would incur a continuing 

irrevocable obligation to pay certain ANGTS costs even if 

gas service did not commence. This would result if all four 

pipeline segments were completed and commissioned for service 

by the Federal Inspector but (1) gas was not delivered by the 

producers to the conditioning plant, or (2) the conditioning 

plant was not completed. 

The proposed waivers represent a recognition of the 

current reality with respect to consumer risk, not a dramatic 

wholesale repudiation of the risk/benefit sharing concepts 

developed in the President's Decision. Consumers would 

commence paying only for completed segments; they would not 

incur an obligtion for uncompleted facilities. From the 

standpoint of consumer cost, the payment for cost of service 

charges as permitted under the proposed waiver will result 

in lower charges for gas to consumers over the project life. 

This will result because carrying costs will not be capitalized 

and paid for by consumers over the project life in the 

absence of consumer payrnrnents. 

Consumers will be the ultimate.beneficiaries of this 

project, realizing the substantial benefits of a domestic 

93-367 0-82-10 
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long-term premium source of energy, one of the few supplemental 

energy supply programs offering declining costs in real terms 

over the next generation. 

G. Impact of the Waivers Upon Private Financing 

While there is much that can and will be done while the 

Congress is considering the proposed waiver of law, it is 

inescapably true that constructing and implementing a financing 

plan for the project cannot be accomplished in the absence of 

affirmative action by both Houses of the Congress on the waiver 

request. We can say to you categorically that if the waiver 

is not permitted, private financing is impossible. 

Our views with respect to the proposed waiver are dictated 

by the stark realities of the world credit markets. It is not 

possible for the financing of this project to move forward so 

long as the producers of Prudhoe Bay gas are excluded from equity 

participation in the financing. The equity contributions of 

these companies, and their support of an appropriate portion of 

project debt during construction, is essential. The pipeline com­

pany sponsors do not have the individual or aggregate financial 

strength to shoulder the entire financing requirements of the 

project. 

Similarly, it is not possible to construct financing for 

the project so long as the conditioning plant remains outside 

the system, subject to uncertainties of ownership, cost recovery, 

and integration of construction and operation. Gas cannot move 
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thro~gh the Alaska Natural Gas Transportation System without 

the.conditioning plant, a fact readily apparent to any pro­

spective lender. The plant must be integrated into the system 

and covered by the certificate and tariff ultimately determined 

to be appropriate by the Federal Energy Regulatory Commission 

for the Alaskan facilities. 

With respect to the waiver dealing with regulatory constancy, 

we cannot overstate our belief that private financing in the 

world capital markets cannot be successfully arranged unless it 

can be demonstrated that funds advanced to the project under 

a PERC-approved tariff and tracking arrangement will not be 

subject to later change. We would emphasize that the lenders 

to whom we must appeal will be asked to commit funds on the 

basis of project credit after the system is operational; they 

will be asked to lend on the strength of a revenue flow which 

is derived through FERC tariff mechanisms. If they cannot be 

reasonably assured that the credit which they analyze and 

appraise before committing to the project is not subject to 

change in the future, they cannot, in all probability, lend to 

the project to the extent that will be required for successful 

implementation of a financing plan. Under the present state of 

the law, they have no such assurance. In this regard, we have 

been made aware of an opinion rendered by the General Counsel 

of the Federal Energy Regulatory Commission to Chairman Sharp 

and Congressman Brown dealing with the issue of regulatory con­

stancy, and I have appended to my statement a copy of this 
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opinion for your review. (Appendix J). Given the views there 

expressed, and our own individual and collective experience in 

financing gas projects, we must advise you that it will be 

impossible for us to raise the billions of dollars of debt 

necessary to support the project if lenders are subject to a 

change in the rules of the game after their money has been 

committed and spent. 

With respect to the impact on private financing of the waiver 

of law necessary to permit some flexibility in the commencement 

of billing for charges upon completion of the Alaskan facilities, 

we would offer these views. First, during the period of time 

when the ANGTS is under construction, the project has no revenue 

flow and essentially no credit in'its own right to provide a 

basis for assurance to lenders that interest and principal will 

be paid. Thus, during the period of construction credit support 

must be arranged, and, in the banks' view, this support must 

come from the participating companies and, ,to a limited extent, 

from the consumer beneficiaries of the project. From our prior 

discussions with some of you and with your staffs, you are no 

doubt aware that we would have preferred a billing commencement 

waiver in terms which would permit maximum flexibility and maximum 

discretion within the FERC to approve, or disapprove, tariff 

provisions which would accomodate the details of the financing 

package which we are ultimately able to negotiate on a world­

wide basis. But we understand that the degree of flexibility 

which we sought is not attainable, given the understandable 
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reluctance of the Administration and many of you to sanction 

a massive shift to the consumer of the risk of noncompletion of 

the project. 

It is our view that the proposed billing commencement waiver 

is the absolute minimum that will permit us to carry forward 

our work. Without this waiver we cannot proceed, and with it 

we can proceed only on the basis that the sponsoring companies 

will be called upon to assume greater obligations during the 

period of construction than were originally envisioned by us. 

With the waiver we can proceed, and we will give our best 

effort to make the financing work within its constraints. 

H. Present Status of Financing Negotiations 

On the basis of the views which we have just expressed, we 

trust it is clear that further progress on the financing of the 

project is inextricably tied to favorable Congressional action 

on the proposed waiver of law. 

Following the delivery of the banks' letter of August 28 to 

the partnership, intensive negotiations have taken place among 

the participants, dictated in large part by the expression of 

the banks' views that a modification of our financing concepts 

would be necessary. These negotiations continue, but in all 

probability cannot be concluded by unconditional commitments 

until the participants know the Congressional reaction to the 

proposed waiver of law. Certainly financing cannot be put 

together on the basis of producer participation if producer 

participation is unlawful. Certainly financing cannot be 
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put together if there remains uncertainty as to the status 

of the conditioning plant, Certainly financing cannot be 

arranged until the spectre of regulatory change is laid to 

rest. And certainly there can be no definitive financing 

until the billing commencement issue is resolved. 

Progress on financing also hinges on favorable FERC 

action on our cost estimate. Agreement on capital require­

ments must be attained, and Commission approval of the cost 

estimates is not yet in hand. 

Despite these major uncertainties, each of which must be 

resolved by the Congress and the Commission at this stage, 

the companies which have supported this project for the past 

years, and which collectively have already spent almost $550 

million, are prepared to continue in their strong support of the 

project, Billions of dollars will be committed by these com­

panies in the form of direct equity contribution and in the 

form of debt support during construction, 

At this juncture we remain optimistic that if the Congress 

permits the proposed waiver to become effective, and if the 

Commission reacts favorably to our cost estimate, the private 

party participants in the project can reach agreement upon the 

level and degree of equity and credit support which they can 

each contribute. The aggregate credit so committed, together 

with the tariff and tracking mechanisms necessary to provide a 

basis for project credit after the line is operational, will 
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permit us to continue in our determined efforts to meet the 

challenge of financing this project. 

Before addressing the specifi~s of the waiver package, I 

would note one further point. A private financing plan can 

be assembled in a manner that reflects a proper allocation 

·of risks between the principal beneficiaries of the ANGTS--the 

North Slope producers, the Alaskan Northwest partners, and the 

consumers dependent upon the Alaskan gas. The project sponsors 

and producers are willing to continue to accept the risks of 

non-completion imposed upon them by the President's 1977 

Decision because they firmly believe the project can be 

constructed on time and within budget. 

X. PROPOSED WAIVER OF LAW 

On October 15, 1981 President Reagan, acting pursuant to 

Section B(g) of the ANGTA, transmitted to Congress a proposed 

waiver of law (attached as Appendix K) which would accomplish 

four specific purposes, all of which are necessary predicates 

to private sector financing: (1) permit both debt and equity 

participation in the project by the Prudhoe Bay producers1 (2) 

include the conditioning plant in the ANGTS and in the certificate 

to be issued for the Alaskan facilities1 (3) permit the FERC to 

approve, at its discretion, tariffs which will provide lenders 

with sufficient assurances of debt and/or equity repayment, after 

individual completion of the gas conditioning plant, the Alaskan 

pipeline segment, and the Canadian pipeline segment, to warrant 

their advancing the enormous sums needed for private financing1 
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and (4) enable the FERC to expedite the issuance of the final 

certificates for the ANGTS. 

I shall now address in detail the reasons why a waiver of 

each provision of law is required. 

A. Public Law 95-158 and the President's Decision 

1. Producer Equity Participation 

The President proposes to waive Section 1, Paragraph 3, and 

Section 5, Conditions IV-4 and V-1 of the President's Decision, 

Pub. L. No. 95-158, to permit producer participation in the owner­

ship of the Alaskan pipeline segment and gas conditioning plant 

of the approved transportation system. 

Conditions IV-4 and V-1 of the President's Decision presently 

prohibit producer equity participation in the ANGTS, limiting 

producers to providing debt or debt guarantees. Specifically, 

Condition IV-4 requires the Alaskan Northwest partnership to be 

open to anyone, except producers of Alaskan gas. Condition V-1 

prohibits such producers from having an equity interest in the 

ANGTS or having any role in the management, control, or operation 

of the project. 

Waiver of this provision of law would permit the producers 

to own a equity interest in the project. Despite recognition 

in the Decision that producers should participate in the financing 

of the project, the restrictions imposed on the producers by the 

Decision are incompatible with a meaningful producer contribution 

to financing. It is not difficult to understand why the producers 
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are unwilling to make a consideraole financial commitment to the 

project without participation in decisions relating to expenditure 

of funds. Without equity participation and its resulting voice 

in project management, the producers will not support the project 

with producer company funds. Without producer support private 

financing will be impossible. 

Since the execution of the Cooperative Agreement and the 

formation of the Design and Engineering Board, the North Slope 

,producers have been working with the Alaskan Northest partner­

ship in reviewing the pipeline and plant design, the cost esti­

mates, and financing parameters. Their contribution has been 

valuable given their experience with the North Slope production 

facilities and the Alyeska oil line. Their continued partici­

pation, beyond that required for financing, is needed to help 

ensure a timely, cost effective completion of the ANGTS. 

Concern has been expressed that producer participation in 

the ownership of the pipeline could lead to restrictions on 

pipeline capacity expansion or on access to the pipeline by 

non-owner shippers. Alaskan Northwest is confident that these 

problems will not develop. First, the producers' equity position 

will be limited to a minority interest. Second, Section 13 of 

the ANGTA requires that the FERC include a condition in Alaskan 

Northwest's certificate which provides that any one who wants 

to transport gas in the ANGTS must not be discriminated against 

in the terms and conditions of service on the.basis of degree of 

ownership, or lack thereof. Third, the FERC has jurisdiction 
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under the Natural Gas Act to review any expansion of the capacity 

of the Alaska segment. Finally, the proposed waiver provides 

that the FERC, after consultation with the Attorney General, 

must find that producer participation will not create or maintain 

a situation inconsistent with the anti-trust laws or create 

restrictions on access to the ANGTS for non-owner shippers or 

restrictions on capacity expansions. Thus, the FERC will assure 

that the producers' involvement and participation is not incon­

sistent with the anti-trust laws. 

2. Prudhoe Bay Gas Conditioning Plant 

The President proposes waiver of Section· 2, Paragraph 3 (the 

first sentence) of the President's Decision, Pub. L. No. 95-158, to 

include the gas conditioning plant in the approved transportation 

system and in the final FERC certificate to be issued under the 

Natural Gas Act, and the application of Section 5, Condition IV-2 

of the Decision to such plant. 

A Prudhoe Bay conditioning plant has been recognized as 

essential to permit the delivery of North Slope gas to markets in 

the lower 48 states. The ANGTS has special conditioning require­

ments for the gas to be transported through the system. Unlike 

existing gas pipelines, the Alaskan gas pipeline segment will be 

a high pressure pipeline transporting chilled gas. This requires 

extraordinary inlet compression and cooling and the removal of a 

greater than normal percentage of carbon dioxide, water and 

liquefiable hydrocarbons. Accordingly, gas processing costs 

for Alaskan gas are much greater than the processing costs that 

normally occur in the lower 48 states. 
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The producers' willingness to make a substantial fin~ncial 

commitment to the project also is predicated on the inclusion of 

the conditioning plant as a part of the ANGTS to permit a recovery 

of costs associated with constructing and operating the plant, 

plus a reasonable return on invested capital, pursuant to a PERC­

approved tariff. 

Inclusion of the conditioning plant within the ANGTS and 

the Alaskan certificate will require amendments to the pending 

Alaskan Northwest certificate application at the FERC and Commis­

sion review and approval of such application and the plant tar·iff. 

Inclusion of the plant in the system will give the FERC the 

opportunity and the authority to review the plant design and its 

estimated cost of construction and authority to review and 

approve the tariff provisions applicable to the plant governing 

recovery of the plant costs. Nothing in the proposed waiver 

restricts or modifies the Commission's responsibilities to review 

the application and tariff and to find that such tariff is "just 

and reasonable" and in the public interest prior to issuance of 

a final certificate. 

Application of the incentive rate of return mechanism to the 

conditioning plant would substantially delay issuance of a final 

certificate. However, the actual construction costs will be re­

viewed by the Federal Inspector, and only prudently incurred plant 

costs will be recovered in rates. 

3. Billing Commencement 

The President proposes to waive Section 5, Condition IV-3 

of the Decision, Pub. L. No. 95-158, to authorize the FERC to 
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approve tariffs that permit: (a) recovery of the full cost of 

service of the Canadian pipeline segment (i) upon completion and 

testing of the Canadian segment but (ii) not before a date 

certain, as established by the FERC, to be the most likely date 

for the entire approved transportation system to commence operation; 

and, (b) recovery of actual operation and maintenance expenses, 

current taxes, and amounts necessary to service debt, including 

interest and scheduled retirement of debt for both the Alaska 

pipeline segment and the gas conditioning plant (i) upon their 

individual completion and commissioning but (ii) not before a 

date certain, as established by the FERC, to be the most likely 

date for the entire approved transportation system to commence 
( 

operation. 

Condition IV-3 of the President's 1977 Decision prohibits any 

tariff which would require the purchaser or ultimate consumer to 

pay any charge with respect to the pipeline at any time prior to 

completion and commissioning_ of the entire pipeline system. In 

Orders 31 and 31-B the FERC approved a tariff for Alaskan Northwest 

which provides that upon completion and commissioning (a government 

agency declaration that the system is ready to operate) of the 

ANGTS, the risk of service interruption or project failure is 

assumed by consumers. Specifically, under Commission Orders 31 

and 31-B the FERC approved tariff permits Alaskan Northwest to 

charge a rate which will recover actual operating and maintenance 

expenses, current taxes, and debt service, including interest and 

scheduled debt retirement (but not return of, or on, equity invest­

.ment), upon completion and commissioning of the pipeline segments 
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of the ANGTS, before gas is actually transported or before com­

pletion of the gas conditioning plant. 

The proposed waiver would permit the FERC to approve, at 

its discretion ~nd only after a finding that the public convenience 

and necessity is served, a tariff permitting billing to commence 

for each individual segment of the ANGTS -- the gas conditioning 

plant, the Alaskan pipeline segment, and the Canadian segment of 

the ANGTS -- upon their separate completion and commissioning, 

but not before a target operation dat~ established by the FERC. 

It is important to note that the FERC in effect has already 

approved a tariff which permits billing to commence upon completion 

of the Alaskan Northwest, Foothills, and lower 48 segments, but 

prior to completion of the plant. The proposed waiver further 

divides the Alaskan Northwest and Foothills segments for billing 

commencement purposes. It is also important to note that the 

proposed waiver would not eliminate the authority of either the 

u.s. or Canadian government to certify that completion and 

commissioning of each individual segment has occurred. 

a. Risk Of Non-Completion Of Any One Segment 

It is extremely unlikely that any segment would be completed 

and commissioned but another not be completed and commissioned. 

First, the project sponsors and regulatory authorities will assure 

coordinated construction. FERC Order 31-B states that: "The 

Commission expects that u.s. and Canadian monitoring authorities 

will be doing everything in their power to ensure that all 

facilities associated with delivery of Prudhoe Bay are completed 
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simultaneously and that gas will begin to flow immediately upon 

their completion. The Commission expects to use its authority 

to facilitate attainment of that objective whenever possible". 

(Order 31-B at 69). In addition, "the various controls and 

oversight authority granted to the Federal Inspector encourage 

coordination and timely commencement of service.• (Order 31 

at 161); second, the most difficult portions of the project 

will be constructed first; third, the u.s. sponsors will not 

receive a return of or on equity until the entire system is 

completed and gas deliveries commence; fourth, anything but 

simultaneous construction would result in unnecessary carrying 

costs on money; and finally, no charges can be made before the 

target operation date, which will be established by the FERC as 

set forth in the President's proposed waiver. 

b. Sponsor/Lender Risks 

No charges can be assessed for any single one of the three 

segments until it is completed and commissioned. Thus, investors 

in such a segment would bear the loss associated with its non­

completion. Consumers would pay the minimum bill for any completed 

and commissioned u.s. segment only after the target operation date 

and/or the full cost of service for the completed and commissioned 

Canadian segment, also only after such target operation date. If 

none of the three segments is completed and commissioned, the 

tariff does not operate, and consumers pay nothing. 

Only when the entire system is completed and operating and 

consumers begin to receive Alaskan gas can Alaskan Northwest begin 
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to earn a return of and on the equity it invests in the project. 

Thus, Alaskan Northwesc and the producers' equity will remain at 

risk until gas flows and thereafter depending on the cause and 

extent of any service interruptions. 

c. Consumer Cost 

While the proposed waiver could require consumers to pay 

some of the costs of a portion of the entire system pending the 

delivery of gas, the average residential consumer would pay only 

~.32, $.80, or $.98 per month after the target operation date 

depending on which segment was not completed. The important 

point to remember, however, is that costs are being recovered 

currently thereby eliminating carrying charges that otherwise 

would be capitalized and paid for by consumers in rates over the 

life of the project. The FERC has recognized that this form of 

minimum bill actually reduces the finance charges to be borne 

by consumers when service commences. (Order 31 at 161). 

d. Canadian Considerations 

In May 1980, the National Energy Board of Canada, after 

extensive review and formal proceedings, found that a tariff 

would be needed in Canada which would allow the Canadian com­

panies to charge their full cost of service when the Canadian 

segment was completed. The National Energy Board took this 

action before it approved the pre-build construction of a portion 

of the Canadian segment and related gas exports in order to 

ensure that the entire Canadian segment (500 miles of pre-build 

and 1500 miles of the remainder) could be financed and completed. 
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The u.s. government assured Canada that the entire project 

would be built and that the u.s. would permit the Canadian sponsors 

to charge for its segment when completed in exchange for the 

commitment by Canada to pre~build part of the system and deliver 

additional quantities of Canadian natural gas to the u.s. On 

July 18, 1980, President Carter sent a letter to Prime Minister 

Trudeau which said that the u.s. government remains committed to 

the project, that the u.s. government is satisfied the ANGTS will 

be completed, and that the administration would initiate action 

before the u.s. Congress to seek changes to laws that prohibit 

tariff payments from u.s. consumers to the Canadian sponsor upon 

completion of the Canadian segment of the ANGTS, but prior to the 

completion of the entire system. (~Appendix B). 

e. Financing Considerations 

A workable financing plan will require reducing the potential 

risks borne by the lenders to the maximum extent possible, given 

the magnitude of the capital required which, in turn, requires 

the greatest level of lender participation possible in terms of 

the number of lenders participating and the amount of debt provided 

by each lender. Tb attract such extensive participation mandates 

segmentation of the total system for purposes of billing commence­

ment. For example, commercial banks and institutional lenders 

have legal and internal lending limits for any customer. 

Additionally, lenders generally desire a varied portfolio 

to spread their risks among a variety of projects. The ANGTS 

sponsors are asking these lenders to commit an unusually large 
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amount of capital to a single,undertaking. If the debt repayment 

is structured as though the ANGTS was three separate projects 

for debt repayment purposes, this should reduce the lenders' per­

ception of risks to a level which may facilitate development of a 

private financing plan. 

Finally, the recent volatile nature of both inflation and 

interest rates has changed drastically the approach taken by 

lenders in assessing the amount of loans that can be made to any 

project and the repayment schedules. Institutional lenders are 

now less willing to make long-term commitments than they were a 

few years ago given the present day market conditions. 

f. Conclusion 

The proposed waiver on billing commencement honors our 

commitment to Canada. Were it not for this commitment, Canada 

would not have proceeded with construction of the pre-build. 

Moreover, the consumer risk associated with this proposed waiver 

is minimal because it is so widely dispersed and because non­

completion or delay in the simultaneous completion of the entire 

ANGTS is unlikely. The risk to be assumed by gas customers will 

be spread over literally millions of households and commercial 

and industrial establishments. Finally, consumers have more 

to lose if the ANGTS is not built. Over the next 25-30 years, 

u.s. consumers will pay more for their energy requirements if 

they have to use imported oil instead of Alaskan gas. The ANGTS 

will provide a reliable supply of energy to the lower 48 states 

which will not be subject to OPEC price increases or embargo. 

93-367 0-82--11 
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B. Natural Gas Act 

1. Evidentiary Hearing Requirements 

The President proposes that Section 7(c)(l)(B) of the Natural 

Gas Act, Pub. L. No. 75-688, be waived to the extent it mandates 

the use of formal evidentiary hearings on ANGTS and related 

applications. 

If Alaskan gas deliveries are to commence in late 1986, the 

process of obtaining a final certificate pursuant to Section 7 

of the Natural Gas Act must not be unduly delayed. 

This proposed waiver would remove any mandatory requirement 

that the FERC conduct any further formal evidentiary hearings on 

the ANGTS. However, the FERC would retain the discretion to order 

a formal evidentiary hearing if and when necessary. 

No project in the Commission's history has been more closely 

scrutinized than the ANGTS. Three years of hearings were held 

before the Federal Power Commission prior to the President's 

1977 Decision. One and one half years were spent in hearings, 

both in Canada and the u.s., before the final "prebuild" authori­

zations were issued. The rulemaking process that led to the 

development of the Incentive Rate of Return mechanism and the 

approval of the Alaskan Northwest tariff consumed two years. 

The FERC, the Office of the Federal Inspector, and their con­

sultants have spent over one year reviewing the Alaskan pipe­

line cost estimate. In addition to this extensive regulatory 

review, the project received close scrutiny by a diverse group 



157 

of Federal agencies and the Congress pursuant to the Alaska Natural 

Gas Transportation Act of 1976. Every aspect of the project has 

been extensively examined. 

Alaskan Northwest believes that the intense governmental 

review to date, the proven ability of the Commission to process 

effectively ANGTS matters through informal rulemaking procedures 

(notice and comment), and the inordinate delay that formal 

hearings would generate, suppport the grant of this waiver. 

Approval of the proposed waiver would not relieve the FERC 

of its statutory responsibility under the Natural Gas Act to 

find that construction and operation of the remaining portions 

of the ANGTS would serve the public interest and is in the public 

convenience and necessity. 

2. Regulatory Certainty 

The President proposes that Sections 4, 5, 7, and 16 of the 

Natural Gas Act be waived to the extent that the FERC could other­

wise change any rule or order to impair (i) rec~very of actual 

operation or maintenance expenses, current taxes, and amounts 

necessary to service debt, including interest and scheduled 

retirement of debt, for the approved transportation system; or 

(ii) the recovery by purchasers of Alaskan gas of all costs related 

to the transportation of such gas pursuant to an approved tariff. 

Sections 4, 5, 7, and 16 of the Natural Gas Act are the 

statutory authorities by which the Commission can suspend, invest­

igate, establish, or modify the rates charged by Alaskan Northwest 

or the costs flowed through by the shippers to their customers. 
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The terms of Alaskan Northwest's cost recovery and that of the 

shippers will be finalized when the PERC issues its final certifi­

cates. Sections 4, 5, 7 and 16 of the Natural Gas Act could 

permit the Commission subsequently to modify the terms of the 

certificate in a manner which could impair the ability of Alaskan 

Northwest and/or the shippers to meet their financial obligations. 

This proposed waiver would ensure the ability of the sponsors 

to maintain debt service and the shippers to pass-through their 

costs by limiting the authority of the PERC to change project 

and shipper tariffs after initial PERC approval in a manner that 

would impair the maintenance of debt service or preclude the re-

covery by shippers of any costs associated with the transportation 

of Alaskan gas. This does not mean that actual expenses would no 

longer be subject to continuing PERC review for prudency. Rather 

it only assures that there will be no impairment of debt service. 

The cost recovery mechanisms for Alaskan Northwest and the 

shippers are the tariffs approved by the PERC and the Canadian 

National Energy Board pursuant to which the transportation com-

panies charge the shippers for transportation service and the 

shippers, in turn, charge their customers for all ANGTS costs, 

including charges under the Foothills and lower 48 sponsor tariffs. 

As the Commission found in its Orders 31 and 31-B these tariffs 

are the •economic lifeline of the project.• Because of the 

extraordinary risks attendant to the project and the enormous 

amount of financing needed, lenders will require satisfaction 

that, once approved by the PERC, the tariffs will not be subject 
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to future regulatory action which would impair the recovery of 

debt. This could occur if the FERC was to limit the payments to 

Alaskan Northwest by the shippers or to limit the passthrough of 

shipper costs associated with the project to their respective 

customers. 

The FERC has attempted to provide as much regulatory certainty 

·as possible by approving a tariff that, "in the event of a service 

interruption, would in all events assure a stream of revenues 

sufficient to service debt and pay operation and maintenance 

expenses and taxes. However, the FERC recognizes that it could 

be legally possible for a future Commission to modify this tariff. 

In a letter dated August 18, 1981 to the Honorable Philip R. Sharp, 

Chairman of the Subcommittee on Fossil and Synthetic Fuels, Com­

mittee on Energy and Commerc·e, u.s. House of Representatives, and 

the Honorable Clarence J. Brown, Ranking Minority member, Subcom­

mittee on Fossil and Synthetic Fuels, Committee on Energy and Com­

merce u.s. House of Representatives, the General Counsel of the 

FERC has written that both he and the FERC Chairman agree with the 

assessment that potential lenders to the ANGTS need greater assur­

ances on the matter of regulatory certainty than they have been 

supplied to date and that, under present law, this assurance 

cannot be provided by the FERC. 

This proposed waiver is limited in scope in order to preserve 

a balance between the assurance of pipeline revenue recovery vital 

to lenders and the statutory obligation of the FERC to assure just 

and reasonable rates. This waiver would only prevent changes to 
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the tariffs which would impair debt service for the ANGTS or pre­

clude the recovery by shippers of costs associated with the trans­

portation of Alaskan gas, Nothing in this waiver alters the nature 

and extent of the FERC responsibilities under the Natural Gas Act 

in reviewing the tariffs, as part of its certification process, 

to ensure that such tariffs are "just and reasonable" and in the 

public interest. 

3. Status of Alaskan Northwest 

The President has proposed a waiver of Sections l(b) and 2(b) 

of the Natural Gas Act, Pub. L. No. 75-688, to the extent necessary 

to permit Alaskan Northwest and ANGTS shippers to be deemed natural 

gas companies within the meaning of the Act upon their acceptance 

of FERC certificates. 

Section l(b) of the Natural Gas Act states that "[t]he pro­

visions of this act shall apply to the transportation of natural 

gas in interstate commerce •• 

engaged in such transportation 

and to natural-gas companies 

This section delineates 

the scope of activities which are subject to regulation under the 

Natural Gas Act. Section 2(6) defines a "natural gas company" as 

"a person engaged in the transportation of natural gas in inter­

state commerce • • 

Since neither Alaskan Northwest nor the shippers will 

physically transport Alaskan gas until completion and actual 

operation of the ANGTS, they may not be considered a •natural gas 

company• within the meaning of the Natural Gas Act, and therefore 

-- absent the waiver of these provisions of the Natural Gas Act --
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would not qualify to collect charges under their FERC approved 

tariffs until gas actually begins to flow through the Alaskan 

Segment. To permit Alaskan Northwest to charge the minimum bill 

when the Alaskan pipeline segment or the conditioning facility 

is completed and commissioned, Sections l(b) and 2(6) must be 

waived to the extent that they interpose a legal basis for any 

conclusion other than that Alaskan Northwest and the shippers 

will be natural gas companies upon acceptance of final certifi­

cates. 

4. Export and Import Authorization 

The President proposes to waive Section 3 of the Natural Gas 

Act, Pub. L. No. 75-688, to the extent any further authorization 

would be required for the export of Alaskan gas into Canada and 

the import of such gas into the lower 48 states. 

Section 3 of the Natural Gas Act requires government approval 

prior to the import or export of natural gas to or from the u.s. 

This waiver would permit the export and import of Alaskan 

gas without obtaining approval pursuant to Section 3 of the 

Natural Gas Act. Inasmuch as the President has already approved 

the export of Alaskan gas to Canada and the import of Alaskan 

and Canadian gas to the u.s. associated with the project, further 

governmental approvals should not be required. 

C. Energy Policy and Conservation Act 

The President proposes that Section 103 of the Energy Policy 

and Conservation Act, Pub. L. No. 94-163, be waived to the extent 
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it would require further authorization for the export of Alaska 

gas into Canada and the import of such gas into the lower 48 

states. Section 103 of the Energy Policy and Conservation Act 

requires government approval prior to the export of natural gas 

from the u.s. 

This waiver would permit the import and export of Alaskan gas 

without obtaining approval pursuant to Section 103 of EPCA. Inas­

much as the President has already approved the export of Alaskan 

gas to Canada and the import of Alaskan and Canadian gas to the 

u.s. associated with the project, further governmental approvals 

are not necessary. 

Conclusion 

The ANGTS sponsors have worked diligently and ceaselessly 

over the last seven years to provide a transportation system to 

bring much needed natural gas from Alaska to the lowe~ 48 states. 

The ANGTS can be built in a timely and cost-effective manner. 

The need for this vital transportation link is without question 

and its benefits are substantial. But time is critical. 

Since Congressional approval of the President's Decision 

in 1977, the ANGTS sponsors both in Canada and the u.s. have 

spent approximately three-fourths of $1 billion - all of 

which is at risk - in the design and engineering of the ANGTS. 

Large additional capital expenditures and commitments must be 

made in the coming months to purchase the necessary supplies, 

materials, and equipment to keep the project on schedule. The 
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Alaskan Northwest partnership ~annot justify risking additional 

substantial sums of money to keep the project on schedule absent 

the unqualified support of Congress expressed through the approval 

of the waiver transmitted by the President. 

Additionally, the capital markets are not limitless. Pro­

ject delay results in increased capital costs. The projected 

total completed cost of the ANGTS is approaching the capacity of 

the worldwide capital markets successfully to fund the project. 

If Congress does not act on the waiver this session, the capital 

costs of the project will escalate even further and our ability 

to secure adequate funds to complete the ANGTS will be severely 

jeopardized. Thus, the next step lies before you and the decisions 

that you make in the next several weeks will determine whether 

the project sponsors both in the u.s. and Canada can move forward 

to develop a private financing plan and complete this critically 

needed project. 

THE END 
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APPF.NDIY A 

PUBLIC LAW 95-158 [HJ.RES. 621]; NOV. 8, 1977 

ALASKA NATURAL GAS TRANSPORTATION 
SYSTEM-APPROVAL 

For LcgisuJtit•c History of Act, seep. jjJj 

Joint Fleaolutlon approving the Proaidentlal da:~laion on an Al,uka natural gaa 
transportation system, and for other- purposea. 

RcBolwd ''!l th~ Senate and HD1uJe of RepreBentatit·eB of the United 
States of Amn-i~tt in C'miJI'eM assemOTed, That the House of Repre· 
sentnti,·i·s on.d 5<•nnte nt>IJl'O\'e the Presidenrinl decision on on Alaska 
natural ;:ns tmn>pm1ntlnn system submitted to the Congress on Sep· 
tember :2:1. Wii. nnd lind thnt ony erwironmentaJ..impnct statements 
preJ>ared i:eluth·e to surh system and submitted with the Pre.~ident's 
dec1sion are in cnmplinncr with the ~atural Emironmentnl Policy 
Act of 1!169. 

Approved November a, 1977. 

LEGISLATIVE HISTORY: 

HOUSE REPORTS: No. 95-739, pt. I (Comm. ou Interior aud lnoular Affairs) and No. 
95-739, pi. II (Comm. ou lnterotate aod Foreign Commem:). 

SENATE REPORT No. 95-567 ec:c>mponying SJ. Res. 82 (Comm. ou Energy and 
Natural Rcoources). 

CONGRESSIONAL RECORD, Vol. 123 (1977): 
Nov. 2, conaidered and puacd Hou"' and senate, iu lieu of SJ. R ... 82. 

WEEKLY COMPILATION OF PRESIDENTIAL DOCUMEJ\'TS, Vol. 13. No. 46: 
Nov. B. Presidential statement. 

91 STAT. 1268 
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JULY 18, 1980 

Office of the White House Press Secretary 

----~---------------------------------------------------------
THE WHITE HOUSE 

TEXT OF A LETTER FROM THE 
P.RESIDENT TO THE 

PRIHE HilliSTER OF CANADA 

July 18, 1980 

Dear Mr. Prime Minister: 

.: 

Since you last wrote to me in March, the United States 
Covernment has taken n cumber of major steps to ensure that 
the Alaska Natural Cas Transportation System is completed 
expeditiously. 

Host significantly, the Department of Energy has acted to 
expedite the Alaskan project. The North Slope Producers and 
Alaskan segment Sponsors have signed a joint statement of 
intention on financing and a coopera~ive agreement to manage 
and fund continued design and engineering of the pipeline and 

.conditioning plant. The Federal Energy Regulatory Commission 
recently has certified tbe Eastern and Western legs of the 
System. · 

The United States also stands ready to take appropriate 
additional steps necessary for completion of the ANCTS. For 
example, I recognize the reasonable concern of Canadian proje~t 
sponsors that they be assured recovery of their investment in 
a timely manner if, once project construction is commenced, they 
proceed in good faith with completion of the Canadian portions 
of the project and the Alaskan segment is delayed. In this 
respect, they have asked that they be given confidence that 
they will be able to recover their cost from U.S. shippers 
once Canadian regulatory certification that the entire pipeline 
in Canada is prepared to commence service is secured. I accept 
the view of your government that such assurances are materially 
important to insure the financing of the Canadian portion of · 
the system. 

Existing u.s. law an~ regulatory practices mny cast doubt on 
this matter. For thts reason, and because I remain steadfastly 
of the view that the expeditious construction of the project 
remains in the mutual interests of both our countries, I would 
be prepared at the appropriate time to initiate action before 
the U.S. Congress to remove any impediment as may exist under 
present law to providing that desired confidence for the 
Canadian portion of· the line. 

Our government also appreciates the timely way in which you 
and Canada have taken st~ps to advance your side of this vital 
energy project. In view of this progress, I can assure you 
that the u.s. government cot only remains committed to the 
project; I am able to state with confidence that the U.S. 
government now is satisfied that the entire Alaska Natural 
Cas Transportation System will be completed. The United States• 
energy requirements and the current unacceptable level of 
dependence on oil imports require that the project be completed 
without delay. Accordingly, I will take appropriate action 
directed at meetiC£ the objective of completing the project 

more 

(OVER) 
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by the end of 1965. I trust these recent·actions on our 
part provide your government with the assurances you need 
from us to enable you to complete the procedures in Canada 
that are required before commencement of construction on the 
prebuild sections of the pipeline. 

In this tice of Rrowing uncertainty over energy supplies, 
the ;u.s. must tap its substantial Alaska gas _reserves as 
soon as possible. The 26 trillion cubic feet of natural gas 
in Prudhoe Bay represent more than ten percent of the United 
States "total proven reserves of natural gas. • Our governments 
agreed in 1977 that the Alaska Natural Gas Transportation Syste~ 
was the most environmentally sound and mutually beneficial means 
for moving this resource to market, Access to gas from the 
Arctic regions of both countries is even more critical today 
as a means of reducing our dep~ndence on imported petroleum. 

Successful completion of this project will underscore once 
again the special character of cooperation on a broad range 
of issues that highlights the U.S./Canadian relationship. 

I look forward to continuing to work with you to make this 
vital energy system a reality. 

Sincerely, 

JIMMY CARTER 

II () i1 0 fJ 
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APPENDIX.;C 

. CONCURRENT RESOLUTION 
. Whereas, .the Alaska. N a.tural Gas Transportation System is e. 

criticaJly important energy project ~t will ta.p Alaska's 

North ·.~lope natural gas reserves which constitute more 

'than· 10. p~rcent of this ~e.tion's entire proven natural gas 

:· reserves; 

~er.eas, the ·System. when. complete will supply the Up.ited 

States with 5 percent of its annual .natural gas demand, 

cfupfacmg ~~er .four hundred thous~d·b~els of oil; thereby 

gr~atly''reducmg• 'this':N ~tioi{ s· ei~~~si~e··aepenaerice oi).- fo.~­
eign oil; 

~~r~,: .~ej;ollg!;~~-F~ .a.!r~a4y:_e;x:pre.sse4. :~~ !JV.er)Vhelming 
support ·for the System in. approving by joint resolu#o~ the 

President's 1977 Decision on the Alaska Natural .Gas 
, ... : f 

Transportation System; 

Whereas, a portion o{ the System· known as prebuild can be 

constructed by the end of 1981 to bring Canadian gas to 

~ Nation until the entire .system is complete in 1985; 
~ ......... ~ .. 
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Whereas, prebuild Will contnoute to completion of the entire 

.System by spreading demand for capital, labor and materials 

. over several years, :and will enable this Nation to obtain 

Canadian n.atural gas to displace two hundred thousand 

barrels of foreign oil a day; 

· Whereas, the Federal Energy Regulatory Commission has 

issued decisions ·granting certificates for the prebuild facilio 

. ties in the United States; 

Whereas, the sponsors of the .Alaskan segment of the System 

~d the North Slope natural gas producers have entered 

into 'an agreement to. nmd~and Dla.nage jointly-the design. 

engineering and. cost estimation for the Alaskan segment 

and have made & joint Statement of Intent;on to work to 

develop a ~cing plan .for the Alaskan segment with the 

object o~ completing construction by the end of 1985: Now, 

therefore, be it 

1 Resolved by the Senate (the HO'I.L3e of Representatives· 

2 C0'1l.C'/.l,rri:nf), That it is the sens~ of the Congress that the 

. 3 System remains an essential part of securing this Nation's 

4 energy futuxe and, ·as such, enjoys the highest level of con;. 

5 gressional support for its expeditiouS construction an4 cqm-

6 pletion ·by the end of 1985. 

P.~sed the Senate June 27 (legislative day, June 12), 

1980. 

Attest: 

Secretary. 
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EJ(ECUTIVE SUMMARY 

Introduction 

In September 1979, Jensen Associates, Inc. completed a study of "The 
Market Outlook for Alaskan Natural Gas" for Northwest Alaskan Pipeline Com­
pany. We have been asked by Northwest Alaska to review the marketability 
of Alaskan natural gas in greater detail and to update our conclusions in 
the light of events which have transpired since the first report. This 
study--like the previous one--was commissioned to review the purely commer­
cial outlook for Alaskan gas, rather than to deal with the many aspects of 
national energy policy which necessarily influenced the decision to proceed 
with the pipeline. In focusing on the commercial marketability, the empha­
sis has been upon the likely gas market environment during the construction 
and early operation of the pipeline. Thus, its time frame is the decade of 
the 1980s. 

Summary and Conclusions 

The market environment for natural gas in the United States continues 
to undergo profound changes as demand, supply, price and the prospects for 
competitive energy sources all respond to the upheavals in energy markets 
which were set in motion throughout the world during the 1970s. By 1987, 
when Alaskan gas will be available, we expect that the decline of conven­
tional Lower 48 (L48) gas supplies will have created a strong demand for 
supplementary gas volumes, if gas is not to lose market share to imported 
oil. In an environment of rising real prices for oil--which we believe is 
the most likely expectation for long-term price trends--the price structure 
for Alaskan gas will look increasingly favorable compared both to oil and 
to those alternative gas supplies_whose prices escalate with oil. 

We believe that Alaskan gas is marketable, not only under the rising 
long-term price increase ocenario--vhich we term our "least' unlikely" fore­
cast--but also under a more conservative price projection which we have 
utilized in this study to test market response. 

The underlying driving force which will be most influential in creat­
ing increased demand for gas in general, and a market for Alaskan supplies 
in particular, is an increase in real prices for world oil. A major por­
t ion of existing U.S. industrial and power generation plant capacity is 
designed for oil and/or gas firing and is not readily convertible to coal 
or other fuels. Thus, rising oil prices quickly shift demand to gas. In 
add it ion, prices of most supplementary gas supplies--such as Canadian, 
Mexican or LNG--are being linked to oil. Rising real prices for oil thus 
make Alaskan gas--without such linkage--increasingly attractive relative to 
alternate supplies. 

Our "least unlikely" crude price forecast calls for a . 60 percent 
increase in real crude oil prices between early 1981 and 1987 when the 

vii 
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Alaskan gas is scheduled to flow. Under such an oil price scenario, 
Alaskan gas--priced in the middle of its expected range--would be cheaper 
than oil-indexed imports from Canada, Mexico and Algeria by 1989. 

Early 1981 has seen a marked shift in the outlook for world oil sup­
plies and prices. The successful weathering by world oil markets of the 
Iraq-Iran crisis, together with unexpectedly high reductions in world oil 
--and OPEC oil--demand has forced many oil economists to moderate their 
projections. Most forecasters have lowered their near-term oil price esti­
mates and some have substantially lowered their long-term estimates as 
well. We at Jensen Associates have also reduced our price expectations for 
the near-term and adjusted our longer-term "lower-bound" price scenario. 
But we are not convinced that the conditions necessary for the lower-bound 
forecast--continuing overhang of surplus oil supply within OPEC, and an 
absence of disruptive military or political events in the Middle East--will 
persist throughout the 1980s. We thus continue to regard the lower-bound 
case as less probable. We view a continuation of the world oil pricing 
patterns which prevailed during the 1970s as more probable. These call for 
at least one disruptive event and subsequent price increase between now and 
the time the Alaskan gas flows. 

Roughly two-thirds of the time since early 1973, world oil supply has 
been in balance or in surplus, with a tendency toward stable or declining 
real oil prices. Yet, 80 percent of the oil price increase during the 
period occurred during those times when events in the Middle East upset 
world oil balances. The majority of the time there may have been--as there 
may be now--a natural tendency to ignore the dominant "crisis" element in 
world oil price formation. 

Our least unlikely" price projection, together with our less probable 
lower-bound case, are shown in Table 1. The least unlikely forecast ls, of 
necessity, illustrative since one cannot predict the timing of disruptive 
events; for purposes of this forecast, we have arbitrarily projected a 
disruption in 1984, with price formation before and after the event fore­
cast by analogy to the 1973/1974 and 1979/1980 disruptions. Our less pro­
bable lower-bound case has weakening real prices until the end of 1982, 
followed by the operation of the OPEC long-range strategy forl!l.!la there­
after. 

Much of our marketability analysis has been focused on the interaction 
of upper-bound Alaskan gas price estimates with lower-bound world oil price 
projections, in order to test the market under the least favorable combina­
tion of circumstances. World oil prices have already risen substantially 
since the passage of the Natural Gas Policy Act (NGPA) in November 1978 and 
crude oil price deregulation in January 1981 placed further upward price 
pressures on competitive oil prices. 

While oil prices have risen, gas pricing, under the terms of the 
Natural Gas Policy Act of 1978, is to be controlled untii new gas deregula­
tion in 1985, thus creating strong pressures to drive dual-fueled demand 
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to gas and create incentives for new customer growth and gee conversions. 
Thus, we see a growing demand for gaa, despite major conoervation-induced 
energy savings. 

We do not oee as easy an expansion of gao oupply. Lower 48 production 
should continue to decline despite accelerated drilling activity. The 
addition of supple~ntary sources will be required to atte~t to maintain 
oupply levels. The supplements to lllllintain supply levelo are opt to be 
costly, eo increasingly, prices for gas imports from Canedo, Mexico and LNG 
projectc will be indexed to rising world oil priceo. 

The outlook for demand until 1995 io likely to be for a return of some 
of the exceaa decand conditione which first faced the gas induatry from 
1971-1977. New gas deregulation in 1995 will cause some price correction, 
end some. loom of load, but a market will otill remain for rolled-in Alaskan 
gas uhen it comas on line in 1987. Our eatimatee of goa demand together 
with oupply (in the most severe, l~er-bound oil price caae) is shown in 
Table 2. 

In the Natural Gao Policy Act, Congress granted Alaskan gas the right 
to rolled-in treatment for ratemaking purposes. This vas designed to per­
mit price-controlled old goa (which will continue long after 1985 new gas 
deregulation) to cross-subsidize any port ion of the price of Alaskan gas 
over and above market clearing price levels. In a high oil price scenario, 
Alaskan gas quickly becOQeo competitive on the margin, as real oil prices 
overtake the initially higher-priced Alaskan gao. In our least unlikely 
combination of oil and gas prices, Alaskan gas requires little roll-in 
treotmant during the early years to be marketable. 

However, with projected Alaskan gas prices at the upper bound, and oil 
price expectations ·at the lower bound, Alaskan gas must rely--in the early 
years, at least--on the rolled-in treat1112nt which Congress granted it in 
the NGPA. Assuming this relatively unfavorable combination of higher-bound 
Alaakan gas prices and lower-bound oil prices, we estimate that the 1987 
market will have 25 percent of total U.S. gas aupply still regulated below 
market clearing levels, amounting to a roll-in capacity of $11.7 billion. 
This io illustrated in Figure 1. Other supplementary gas supplies, priced 
above clearing levels, will utilize a portion of this capacity, but moat of 
it remains to accommodate the Alaskan gas and to provide a potential for 
"flyup"--the rapid market and contractual escalation of deregulated new gas 
prices in 1985. 

It is possible that the gao pipeline industry, through its contracting 
practices between now and 1985, can lock in enough deregulated gas price 
escalation to absorb the roll-in capacity in this lower-bound case and make 
it difficult to accommodate the Alaskan gao. We sense a growing awareness 
of this problem in the industry with greater emphasis on supply planning 
and on market protection contract clauoes. We therefore believe the prob­
lem is manageable if dealt with in time. 

In summary, we believe that a commercial market for Alaskan gao will 
exist in 1987. In our leaot unlikely world oil price scenario, Alaskan gas 
will increasingly be competitive with alternate gas supplies, which will be 
largely linked to oil. A combination of upper-bound Alaskan gas prices 
and lower-bound oil prices will require reliance on roll-in capacity, but 
enough capacity should exist to accommodate it. 
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FORECASTS OF REFINERS' ACQUISITION COST OF CRUDE OIL 

(1980 $/barre 1) 

1987 

Least Unlikely Cases $35.21 $59.30 $57.60 

Lower-Bound Case $35.21 $36.19 $38.43 

$66.42 

$42.01 

a Assumes a disruption in 1984 with a sharp price increase followed by a 
period of market weakness. 

Source: Jensen Associates, Inc. 

xi 
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SUPPLY AND DEMAND FOR U.S. NATURAL GAS 

1980 - 1990 

(Trillion cubic feet) 

Estimated Forecaot 
.!2.!!.Q. .!ill 

Total Demand 20.5 22.5 

Total Expected Supply 
(Excluding Alaska) 20.5 18.8 

Shortfall 

Without Alaska 3.8 

With Alaska 3.8 

" The 1990 demand forecast is baaed on a cleared market for 
natural gas. 

Source: Jensen Associates, Inc. 
U.S. Department of Energy 

:z:ii 
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FIGURE 1 

1987 ROLL·IN CAPACITY OF U.S. NATURAL GAS MARKETS 

(Based on La...,. Bound Crude PrieD 

and 

Upper Bound Alaskan Price} 

Allowable Flyup 

Imports and 

3 6 9 12 

Source: Jensen Associates, Inc. 
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I. THE MARKET ENVIRONMENT FOR ALASKAN NATURAL GAS 

Energy markets have been changing rapidly during 1981. The natural 
gas shortages of 1976/1977 1\ave been replaced by a persistent "gas bubble;" 
the chaotic 1979 world oil markets which followed the Iranian Revolution 
have been supplanted by an "oil glut" with visible evidence of strain with­
in OPEC. Energy price signals new often point downward, rather than con­
s is tent ly upwards aa they have in the recent past. It is tempting to 
believe--as the popular and business press frequently obaerve--that world 
energy problems are on their way to solution and that complex and expensive 
energy supply options from nuclear power, to synfuels, to LNG, or to Alas­
kan gas may no longer be commercially justified. 

We disagree with this hypothesis. The energy markets of 1987, when 
the Alaskan gas will be available to the Lower 48, are likely to be far 
different from the energy markets of 1981. The improvements in natural gas 
and oi 1 balances have come predominantly from the demand side, partly 
through demonstrated levels of conservation which are much larger than most 
forecasters would have anticipated, but also through general weakness in 
economic activity both in the U.S. and the rest of the OECD. Improvements 
in energy supply for the most part have been disappointing, certainly, 
relative to expectations for supply five to ten years ago. 

To the extent that portions of the U.S. natural gas and world oil sur­
pluses are recession-induced, any pickup in economic activity threatens to 
restore some of the tighter energy market conditions which previously pre­
vailed. This, in our view, is e much more likely expectation than a per­
sistence of gas and oil ourpluaes through the latter part of the decade. 

There are three critical elements determining the -carketability of 
Alaskan natural gas. They are: 

the evolution of natural gas 
within the context of total 
balances; 

demand in the U.S. 
U.S. energy market 

o the expectation for alternative gas aupplies, both 
from traditional Lower 48 sources, as well as from 
importa and the gas supplements; 

o and--since on the mnrgin most gas coo:petes with 
oil--the outlook for world oil price levelo. 

Our analysis auggeats that gas demand will rise between now and 1985, 
aa gas prices remain price-regulated under the NGPA and oil prices are 
deregulated. New gsa deregulation after 1985, however, will diminish the 
comparative price advantage of gas. As a consequence, the price-sensitive 
demand for gas will shift to other fuels, thereby eliminating the excess 
demand for gas. 

JENSEN AssociATES, INC. 
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The outlook for gas supply, in our view, is for a continuing decline 
in Lower 48 production, with a resulting need for supplementary. gas sup­
plies to meet demand. 

Rising real oil price levels have two interrelated effects. They 
increase the relative demand for gas compared to higher-priced oil; and 
they render most other supplementary supplies--which are for the most part 
price-indexed to oil--increasingly costly relative to Alaskan gas. Higher 
oil prices--as in our least unlikely oil price case--quickly make Alaskan 
gas competitive in its own right. In a more conservative lower-bound oil 
price projection, this competitive crossover point is delayed and Alaskan 
gas must resort in the early years to the roll-in treatment which Congress 
granted it in the NGPA. 

The Evolution of Oil and Gas Markets during the Seventies 

The cormnercial market for natural gas during the 1970s has been ex­
tremely complex. Projections and estimates made by normally knowledgeable 
observers have been frequently overtaken by events in a matter of months. 
We believe that the turmoil in natural gas markets is more likely to in­
crease than to decrease during the 1980s, as the supply and price of both 
oil and gas are heavily affected by regulatory and political pressures, as 
well as the operation of the usual market forces. 

Jensen Associates identifies four major gas market environments during 
the seventies which we call the "growth," "shortage," 11 gas bubble," and 
"bubble distribution" periods. Figure I-1 depicts the chronological evo­
lution of these markets over the last decade. 

From the end of World War II to 1971, natural gas was the fastest 
growing energy source in the United States. When the 1954 Phillips deci­
sion of the U.S. Supreme Court placed interstate gas wellhead prices under 
Federal Power Commission control, gas prices were no longer influenced by 
changes in unregulated coal and oil prices. As a result, gas--in a period 
when supply was not perceived as limiting--carved out substantial increases 
in market share at the expense of competitive fuels. By 1971, the major 
interstate natural gas pipelines were no longer able to satisfy the growing 
demand for natural gas and an era of interstate natural gas pipeline cur­
tailments began. 

The growth period for natural gas, which effectively ended with the 
first interstate pipeline curtailments in 1971, was a period when relative­
ly little concern was expressed about the availability or pricing of oil. 
Indeed, the~e was often little recognition of the fact that most oil on the 
margin had to be imported. 

The natural gas shortage period, from 1971-1977, was an era when regu­
lation sought to restrain the demand for natural gas to its clearly limit.ed 
supply. This was accomplished by moratoriums on the attachment of new 
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customers and by end-use curtailment mechanisms, which allocated shortages 
primarily among large industrial and power generation customers. 

Perceptions about international oil supply and price changed substan­
tially during this period. The Arab oil embargo of 1973/1974 led to a 
quadrupling of international oil prices by OPEC and public attention tended 
to focus on price rather than supply. It was common to characterize OPEC 
as a cartel which would ultimately break up and bring prices back down to 
"reasonable levels." A little recognized by-product of the natural gas 
curtailment priority system was that most of the curtailed gas demand in 
fact switched to oil. Our figures suggest that between 1972, the peak year 
of gas deliveries, and the passage of the NGPA in 1978, 76 percent of the 
fuel switching from gas was to oil, which on the margin had to be imported. 

During the gas shortage pe.riod, the large overhang of excess gas 
demand at prices well below oil led gas suppliers to try to make up the 
shortages with alternative supplies, almost without regard to price. The 
fact that any new supply--such as comparatively high-priced SNG made from 
oil feedstocks--could be averaged with price-controlled supplies and still 
keep prices to the customer below market clearing levels, led to the pheno­
menon of rolled-in pricing, where high-cOst gas could be averaged with 
price-controlled gas without loss of market share. 

The logic surrounding the Natural Gas Policy Act of 1978 was born out 
of the shortage period. The winter of 1976/1977 had been abnormally cold, 
particularly in the upper Midwest. For a time it appeared that the worst 
gas shortage fears had finally materialized, with a cut-off of gas to 
industry and schools resulting from a seeming breakdown of supply. In 
ret respect, the winter of 1976/1977 appears to have been more a severe 
winter peak-demand problem that the system was no longer able to handle, 
than the chronic annual shortage which was increasingly anticipated during 
the shortage period. To enhance domestic supply, the NGPA liberalized 
price controls on many categories Of gas, pointing towards deregulation of 
new gas by 1985. It did attempt to eliminate the dual market between 
intrastate and interstate gas by applying price controls to~new intrastate 
gas for the first time and making the movement of gas from intrastate to 
interstate markets more flexible. The Act also introduced incremental 
pricing, which was in part designed to prevent undisciplined price be­
havior--through roll-in--in a tight market by threatening loss of indus­
trial load. However, because of the desirability of Alaskan natural gas, 
that source was given a special exemption from incremental pricing, allow­
ing it to be rolled-in. 

By the time the Natural Gas Policy Act became law in November 1978, 
natural gas markets were already nearing balance, and talk of the "gas bub­
ble" became common~ In retrospect, it appears that conservation, princi­
pally by industrial users but also by residential and commercial customers, 
was !11lch greater than most observers had anticipated. One of the major 
contributions to the bubble was the very substantial conservation which 
occurred in the intrastate market. Although gas production levels went 
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down, demand levels dropped even further, creating a surplus from the 
demand side flhich was potential'ly available for the interstate market. 

Our analyses suggest that at the time of the passage of the NGPA, no 
more than l trillion cubic feet (tcfl of the 2,3 tcf drop in industrial 
demand had switched out of natural gas into alternate fuels over the 1972-
1978 period. Conservation accounted for the remainder of the net demand 
effect. Furthermore, in late 1978, a surplus of comparable size existed in 
the intrastate gas market as conservation had reduced demand below avail­
able supply and producers were reluctant to commit the surpluses to regu­
lated interstate pipelines. 

Our analysis suggests that in late 1978, the market was near balance 
and might well have cleared quickly had the NGPA simply provided for flexi­
bility in moving gas from intrastate to interstate markets without all of 
the NGPA's cottplex pricing features. The simultaneous occurrence of the 
Iranian revolution and subsequent increase in world o i 1 prices, however t 
has recreated a situation in which regulated gas prices fail to track com­
petitive oil market prices. 

The easing of the gas shortage and the emergence of the gas bubble 
coincided with growing concern about international oil. Oil concerns from 
1973-1977 were largely about prices based on the view of OPEC as a price­
fixing cartel which should be ubroken up." President Carter's energy mes­
sage in April 1977 publicly raised the possibility of oil shortages as 
well. It called upon an analysis by the Central Intelligence Agency which 
argued that deteriorating Russian oil supplies would put the Russians into 
cottpetition for Middle East oil by the early to mid l9BOs and create the 
possibility of physical shortages. Thus, attention shifted over the period 
of 1973-1977 from cartel-oriented price vorries to genuine concern about 
physical supply. Ironically enough, by the time the NGPA was passed, its 
implied concern about excess gas demand and the threatened use of oil com­
petition to discipline gas prices had largely been replaced by concern over 
the management of oil i~orts. 

Among the measures which the Department of Energy (DOE) initiated to 
deal with oil shortages was the Order 30 program. This was designed to put 
surpluses of natural gas--the gas bubble--under interstate boilers to back 
out imported oil. Thus, where oil had been used as an agent to control ex­
cess gas de=nd during the gas shortage period, the gas bubble was being 
used as a device to control oil imports. 

During 1979, while the international oil spot market was rising 
rapidly and the official OPEC prices rose two-and-one-half fold, we at 
Jensen Associates believed that the U.S. was entering a fourth market per­
iod ve called "oil crunch." We anticipated that the rapidly e.,.,rging dis­
parity between oil and regulated gas prices would cause a surge of conver­
sions to natural gas, absorb the bubble, and recreate the conditions for 
shortage. In our forecast of natural gas markets for Northwest Alaska in 
1979, we described this "crunch" phenomenon as creating a substantial, 
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strong future outlook for gas demand, although the hard statistical inform­
ation to demonstrate that it was occurring was not yet available. 

From the vantage point of December 1980, it now appears that the gas 
surplus has remained with us and the ucrunch" phenomenon anticipated by 
Jensen Associates in mid 1979 has not occurred as previously expected. A 
recap of the developments in the market from 1978-1980 suggests that the 
onset of the recession had a significant effect in holding demand below 
capacity levels. While the recession, as measured by changes in the Gross 
National Product, was slow to make its· appearance during 1979, many energy­
intensive industries such as cement, steel, and refining were selectively 
hit early. This caused a reduction in total industrial energy demand below 
what might have been expected on the basis of economic conditions alone. 
Thus, we have changed our designation of the period from 1978-1980 from 
"oil crunch" to "bubble distribution." 

Examination of the figures for the period from 1978-1980 suggests 
that, indeed, a major shift in the bubble from the intrastate to the inter­
state market took place. Since intrastate markets were limiting production 
levels prior to the NGPA, gas which would normally have been produced for 
intrastate customers was cut back. The passage of the NGPA permitted this 
gas, which previously would have gone intrastate, to flow to interstate 
markets giving the appearance of a supply improvement. This production 
increase was due less to basic supply improvement than it was to the in­
creased flexibility to move gas outside the producing state. We estimate 
that between 1978 and 1980, total gas demand actually supplied (on a wea­
ther normalized basis) increased by slightly over 1.5 tcf. Approximately a 
quarter of the increase occurred in residential, commercial and high-value 
industrial markets. More than half of this high-value gas demand increase 
occurred in the Northeast where the contrast between the prices of tradi­
tional oil fuels and price-controlled natural gas was the most dramatic. 
This increase, we believe, was truly a "crunch" effect. However, three­
quarters of the increase in demand occurred in boiler fuel and power gener­
ation uses--principally in interstate markets--where curtailment-induced 
fuel switching was concentrated. This was the "bubble distribution" effect 
made possible by the more flexible intrastate/interstate gas transfer 
arrangements contained in the NGPA. 

The Likely Natural Gas Market Environment during the Eighties 

During the 1970s, the development of new natural gas market environ­
ments, which resulted from changing patterns of supply, demand, and pricing 
for oil and gas were sometimes surprising. Clearly, one cannot discount 
further surprises during the 1980s. Already, for example, 1981. has pro­
vided a largely unforeseen drop in world oil demand sufficient to reduce 
net requirements for OPEC oil to the lowest level since 1970, and to stimu­
late significant weakening of international oil prices. But many of the 
forces which will determine the market environment for Alaskan gas in 1987 
are already in evidence. They suggest to us that energy markets in 1987 
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will be much different from energy markets of 1981, and .that a commercial 
market will exist for Alaskan gas at that time. 

Energy markets in mid 1981 are characterized by surplus--a persistent 
bubble in U.S. natural gas markets and a substantial international oil sur­
plus. The oil surplus is the most recent development and one which has 
caught much of the industry by surprise. The world has weathered the Iraq­
Iran war this past winter with no more than a minor flurry in the spot mar­
ket in October/November, and emerged with evidence of a sizable market 
reaction to the price increases of 1979/1980. Free world oil demand this 
year might be no more than 46-47 million barrels per day, off about 3-4 
million barrels per day from last year's levels. Net demand for OPEC oil 
could fall as low as 23 million barrels per day against an allowable OPEC 
capacity level of 30 million barrels per day. Total energy demand growth 
has fallen significantly below expectations and strong growth in both other 
energy sources and in non-DPEC oil have resulted in the sizable OPEC reduc­
t ion. 

In one view, this sudden change is more a reaction to faltering econo­
mic performance throughout the OECD than it is evidence of a new trend to 
deeper and more lasting demand response to higher price levels. World 
energy demand, and net demand on OPEC, both reacted to the sharp oil price 
increases of 1973/1974 only to resume a lower level of upward growth with 
an improvement in world economies in 1976. The nature of new increments of 
coal or nuclear capacity is that they are apt to be utilized first--as 
lowest in running cost--when tot;l demand falters, thus levering oil demand 
downward in a recesaionary yea!\ But oil demand can readily return again 
as the economy strengthens. This pattern is being intensified during 1981 
by the emergence of inventory liquidation of the excessively high world oil 
stocks which were built up in the market panic of 1979/1980. We look for a 
turnaround in OECD economic performance and in world oil demand by the 
early part of 1983, with a return of some supply insecurity and rising 
prices beyond that point. 

We believe that the gas bubble will also begin to disappear as the 
U.S. economy develops some strength by 1983. Thus, the pattern which we 
foresee for 1983 and 1984--a return to conditions of excess gas demand-­
will characterize the middle years of the gas market before Alaskan gas 
flows to the Lower 48. The excess gas demand will be in response to the 
gas price controls retained under the NGPA, concurrent with domestic crude 
oil price deregulatiC'n (January 1981), which allowed prices to rise to 
international levels. 

For gas, we have assumed that wellhead pricing will operate under the 
price constraints of the Natural Gas Policy Act through 1984. As presently 
envisioned, Section 102 gas--gas newly discovered since April 1977--will be 
deregulated, along with several other categories, and allowed to seek its 
own market level at that time. The original Congressional intent appears 
to have been to retain price controls on domestic natural gas while supply 
improvement was allowed to reduce the overhang of excess demand. The 

7 

JENSEN ASSOCIATES, INC. 



184 

complex regulated gas price trajectories were to intersect with competitive 
fuel levels, so that an orderly transition to deregulation could occur in 
1985. Clearly, the price levels, which Congress may have expected to pro­
vide an orderly transition in 1978, are· totally unrealistic in 1981 after 
the oil price increases of 1979. While U.S. gas prices rose during 1979 at 
an almost unprecedented average rate of 3.4 cents per million Btus per 
month, the refiners' acquisition cost of crude oil in the United StateS 
rose at 15.4 cents per million Btus per month. Even residual fuel oil, 
which suffered price weakness from gas competition in a number of sections 
of the country, rose an average of 6.3 cents per million Btus per month. 
Thus, the gas price trajectory in the NGPA clearly failed to track competi­
tive fuel levels in 1979. In our view, it will continue to fail to track 
the likely price trajectory of refiner acquisition cost of crude oil during 
the early 1980s. That suggests a significant price readjustment may take 
place in 1985 upon new gas deregulation, unless the supply of gas was so 
large as to set its own internal market clearing price structure without 
regard to competition from oil. In our view, this is extremely unlikely. 

In projecting the evolution of gas/oil markets through the coming 
decade, the first new market environment which we envision is the return of 
excess gas demand. This is illustrated in Figure I-2. As the disparity 
between price-controlled natural gas and international oil prices con­
tinues, those customers with gas capability will increasingly prefer gas. 
In our view, this pattern was beginning to emerge during the 1979 oil price 
runup, but the creation of excess demand was blunted by the recession. But 
with a recovery from the recession, industrial demand should be restored. 
The economic driving force compelling dual-fuel demand towards gas will 
steadily mount. 

Our detailed analysis of the demand potential suggests that gas demand 
would increase by 2 tcf between 1980 and 1985, if it were not constrained 
by supply. This is a demand level that the gas industry has not reached 
since 1973. Increasing conservation will limit the overall growth of resi­
dential and commercial demand. Growth in large boiler fuel and power 
generation uses will, we assume, continue to be restricted by federal regu­
lation. Thus, the bulk of growth in demand would normally take place in 
high-valued industrial uses, primarily process gas. We estimate that about 
three-quarters of the overall demand increase will take place in the pre­
mium industrial fuel sector. The West South Central region, where most 
intrastate gas has been concentrated, has continually provided the largest 
increment of industrial demand growth and our projections assume that this 
will continue. One effect of the NGPA has been to control intrastate gas 
prices below competing fuels where intrastate markets were previously free 
to clear. Thus, the NGPA has created a financial incentive in both intra­
state and interstate markets for industrial gas demand to grow. 

The argument has frequently been advanced that many industrial gas 
users are reluctant to commit new or expanded installations to gas because 
of the potential unreliability of supply. The extent to which this threat­
ened behavior is actually being practiced is debatable in our view. But, 
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the demand may not develop as we project unless the gas industry makes a 
credible statement about its supply potential during this period. Never­
theless, the disparity between regulated natural gas and alternate energy 
prices will provide an economic incentive for the high-valued industrial 
demand to utilize natural gas, whenever it is available. 

Our projections for supply are not so optimistic. Lower 48 natural 
gas reserve additions have been less than production for twelve years. We 
do not expect reserve additions to rise to present production levels, des­
pite accelerated drilling during the forecast period. For this reason we 
see a continuation of the steady decline of proved reserves. 

The rate at which existing reserves are being depleted has been in­
creasing in recent years. Part of this has been the result of intensive 
developmental drilling for higher producing rates. Some of it is also 
attributable to the concentration of discoveries in geological areas such 
as South Louisiana, where unconsolidated sands provide high permeability 
and extremely high well flow rates. Much of the newer reserves which will 
be added in other areas are not of such high permeability and therefore may 
not be subject to such rapid depletion. We anticipate that depletion rates 
will level out and, in fact, might well decline somewhat as the shift in 
exploration takes place. Thus, in our view, production from the Lower 48 
States will continue to decline with declining reserves. The burden of 
maintaining supply will shift more and more to supplements such as imported 
gas, coal gasification or the Alaskan gas project under analysis here. Be­
cause of the lag times associated with many of these projects, their con­
tribution will grow slowly, and in our view not fully offset the decline in 
the Lower 48 conventional production. Thus, we look for a slight decline 
in total supply between 1980 and 1990. The result of these demand and sup­
ply trends, we believe, will be a renewal of the excess demand which con­
fronted the gas industry in the·early 1970s. 

It is important to recognize that this excess demand will tend to 
occur during the period when much of the industrial boiler and power gener­
ation load is fully convertible into alternate fuels and can be quite flex­
ible in its shifting. Thus, we would expect to see increasing interruption 
of dual-fueled boiler and power generation customers to offset the limited 
gas supplies. The level of total interruption to be borne by these cus­
tomers in 1985 could be as much as 3. 7 tcf if all new loads actually grow 
as projected. Over 75 percent of the reductions in deliveries would be to 
large boiler fuel customers and power generating plants. Regionally, the 
reductions would be heavily concentrated in markets where boiler fuel and 
power generation are important. 

As the NGPA is currently written, several of the gas categories will 
be deregulated in 1985, Congress clearly expected that gas markets would 
be in balance at that time and would permit an orderly transition to dereg­
ulation. However, since the price trajectories of regulated gas are so 
much lower than those of deregulated oi 1, one now could expect market 
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forces in 1985 to supply a s~gnificant gas price correction upon deregula­
tion. This has been termed "flyup11 in many discussions. One can picture a 
price correction for deregulated gas sufficient to bring· the average value 
of all gas to market clearing levels. We call this level "allowable fly-

" up. 

It is the existence of a quantity of gas rema1n1ng under regulation 
below market clearing levels--a so-called "roll-in" capacity--which permits 
flyup to occur. We estimate that in 1987 some 4.4 tcf of gas will remain 
under regulation. It is in our lower-bound oil price case that gas is 
priced approximately ~2.50 below clearing levels, creating some $11 billion 
of roll-in capacity. Alaskan gas in 1987 requires $3.7 billion of roll-in 
in this lower-bound case. In our least unlikely price scenario, the roll­
in capacity rises to $24 billion in that year and Alaska requires less than 
$1 billion. 

The relatively small annual volume of totally new reserves being com­
mitted after 1985 will be free to select price and contract terms without 
constraint. One could anticipate that undisciplined bidding for these com­
paratively small volumes of new supplies in a tight market could lead to 
quite high individual contract prices .from the roll-in effect. There will 
also be a much larger volume of Section 102 and other gas (committed from 
1977 to 1985) under contract which will be free to move to whatever inter­
nal limits the contracts themselves dictate. Where these contracts have 
provided for indefinite pricing provisions, such terms could well be trig­
gered in 1985 and drag up a much larger volume of deregulated gas to higher 
levels as well. The actual way in which such flyup might occur is depen­
dent both on the nature of the Section 102 gas contracts as well as on the 
market psychology of the time and its effect on the discipline gas buyers 
show to 1985 supply contracting. 

Flyup is also an individual pipeline--rather than a nationwide--pheno­
menon. Some purchasing pipelines will clearly have more roll-in capacity; 
some will have less as contracting develops over the next years. 

A further complication is the existence in many contracts of buyer 
escape clauses which enable the buyer to renegotiate his contracts down­
wards in the event of market pressures. One thus can envision a "flydown" 
effect as well, under certain circumstances. 

The degree to which flyup will actually occur and absorb some roll-in 
capacity which could otherwise help to accommodate Alaskan gas is thus 
extremely difficult to estimate, particularly since much of the gas which 
will be subject to flyup is not yet under contract. We recognize that the 
gas industry could negotiate away much of its flexibility to absorb Alaskan 
gas, particularly in lower oil price cases. However, we sense a growing 
awareness of the problem among the pipelines, and see some evidence of 
attempts to address the issue through more careful supply planning. We 
thua believe it is manageable. 
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II. THE ROLE OF PRICE 

Alaskan natural gas is expected to be delivered to the Lower 48 States 
in 1987 at a price which will range from $7.70 to $8.94 in constant 1980 
dollars. This price range seems high when compared to the present prices 
of $4.94 for Canadian or Mexican gas at the border, or the $2.81 presently 
permitted for new (Section 102) gas under the NGPA, let alone the average 
price of $2.02 for all gas industry supply. But in these days of volatile 
energy pricing, the critical price relationships are those which will pre­
vail in 1987 when Alaskan gas comes on line, rather than those of today. 
We believe that the price relationships among Alaskan gas, other gas 
sources, and alternate fuels will have altered substantially by that time. 

Perhaps the single most important element in competitive fuel price 
formation during the 1980s will be the outlook for international oil 
prices. Rising prices for OPEC oil auppliea have two important effects on 
oil and gas competition. First, rising oil prices tend to stilll.llate the 
demand for gas at the expense of oil--particularly in the price-sensitive 
dual-fuel market. But since prices of most supplementary supplies, such as 
LNG or overland imports, will increasingly be tied to international oil 
price levels, rioing oil prices make these sources relatively less attrac­
tive by comparison with Alaskan gas. Thus, a rising oil price environment 
makes Alaskan gaa increasingly competitive, not only with oil, but with 
moat other supplementary gaa sources as well. 

In 1973, at the time of the first oil price shock, interstate natural 
gas prices in the United States were price-regulated at levels which did 
not reflect competitive fuel values. Intrastate prices had been held below 
alternate fuel prices by price competition in a period of surplus intra­
state reserveo. Imported Canadian gas was priced on a netback basis from 
the price-regulated U.S. mnrket. After the rapid increase in oil prices in 
1973/1974, reserve shortages in the intrastate market caused intrastate 
prices to break free of interstate pricing and move to 'alternate fuel 
parity based on residual fuel oil. The Canadians abandoned the policy of 
netback pricing to the regulated U.S. market and began tying their prices 
unilaterally to changes in international oil price levels. 

The Canadian precedent of tying export gas prices to international oil 
prices haa spread and become the general practice nearly everywhere. The 
paat two years have seen negotiations between the U.S. and Mexico, the 
U.S. and Canada, Japan and Abu Dhabi, the Soviet Union and Iran, and both 
the U.S. and France with Algeria--all over the rel!ltionshipa between oil 
and gas pricing in international trade, While no uniform formula for link­
ing auch prices baa yet been developed, it seems nearly certain that future . 
increases in world gas prices will be directly linked to changes in world 
oil prices. 
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Since the passage of the NGPA, nearly all U.S. gas supply--intrastate 
as well as interstate--has been placed under price regulation in which 
price escalation is independent of changes in international oil prices. We 
estimate that the price of only about nine percent of U.S. gas supply was 
affected by oil price changes in 1980. Somewhat less than seven percent of 
U.S. gas supply in 1980 was from supplementary sources, either oil-based 
SNG or imported gas, and less than three percent was deregulated conven­
tional production. 

But by 1985, with the deregulation of new gas and the growth of sup­
plements, only 27 percent of gas supply will remain fully price-regulated. 
Supplements will account for 19 percent and deregulated gas for 54 percent 
of total supply. The role of price-regulated gas declines as it is de­
pleted and as supplements constitute a growing share of the total. 

In the 1980 environ!ll2nt, the rapidly rising price for oil made gas 
competitively attractive. But by 1990, a rapidly increasing price for oil 
will lead to a rapidly increasing price for gas as well, since auch of the 
gas supply will be price-1 inked to oil. Gas supply sources which avoid 
this direct linkage--such as Alaskan gas with its 20-year average price 
range of $4.22-$5.63--will be relatively favored. In a 1990 environment of 
escalating world oil prices, Alaskan natural gas with its large cnpital 
costs, will increasingly look like a bargain as the facilities are depre­
ciated and costs decline. 

The Outlook for Oil and Gas Prices 

The favorable market outlook for Alaskan natural gas is heavily in­
fluenced by the expected future course of competitive oil and gas prices. 
Because of the importance of these future price estimates to the conclu­
sions of thia study, we have laid our analysis out in some detail in thio 
section. 

In this report, we utilize two forecasts of oil prices. One of these 
--our least unlikely case--is bnsed on the expectation that international 
oil price format ion lfi 11 operate very much during the 1980s as it has 
during the 1970s. The dominant feature of recent international oil price 
development has been a sporadic political or military crisis in the Middle 
East; this has generated panic buying in the marketplace and a rapid escal­
ation in oil prices. These prices subsequently decline in real teriil!l a3 
the disruption pasoes and world economic nctivity rencts to the sharp dis­
locations in pricing. For our least unlikely case, we have arbitrarily 
assumed that a diaruption will occur in 1984 and the pricing pattern both 
during and after the disruption will be similar to 1973/1974 and 1979/1980. 

For purposes of this analysis, however, we have aosumed that such a 
forecnst, with its disruptive price pattern, would not present a credible 
toot of the marketability of Alaskan gas. Therefore, we have utilized 
instead a. "lover-bound" price case which represents the loweat level of 
prices that we think are plausible over the next decade. 
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It is this projection--one which assumes that political disruption 
will have no significant effect on oil prices throughout the decade--which 
we utilize in this report to test Alaskan gas lllllrketability. The basic 
crude projection has been adjusted for transportation and other crude oil 
sources, and then converted into a price series for the refiners' acquisi­
tion cost of crude oil. This series has been used in turn to develop both 
distillate and residual fuel oil prices by region. · 

Our gas price projections are !llllde individually for the many regulated 
pricing categories of gas under the NGPA, as well as for the various sup­
plemental gas projects and import volumes. These prices are then modified 
for transmission costs and for distribution margins to arrive at regional 
estimates of retail gas prices by type of customer. 

The period following new natural gas price deregulation in 1985 posea 
special analytical problema because of the uncertainties surrounding the 
price behavior of deregulated gas after that time. Since the middle 1970s, 
most contracts--interstate and intrastate--have been written with escala­
tion clauses, in some cases indefinite escalation clauses, which continue 
to increase even though the current price itself may be limited by regula­
tion. In 1985, when deregulation occurs, many of these contracts will move 
to the levels establiahed by the contract terms. In those cases with 
indefinite price escalators which will be permitted to operate after 1985, 
the behavior of buyers and sellers in 1985 in setting new price levels will 
bring up the value of old contracts as well. This phenomenon of ·upward 
price pressure with deregulation in 1985 will finally be defined both by 
the nature of the contracts written between now and 1985, but also by the 
marketplace psychol"ogy in 1985, particularly as it influences the willing­
ness of suppliers to bid competitively for short supplies. Our analysis 
suggests that there will be excess gas de!llllnd in 1985 from markets that 
would prefer cheaper gas to more expensive oil. We thus believe that some 
level of flyup is inevitable. Recent offers by gas pipeline companies as 
high as $7-$8/mcf for deep Tuscaloosa Trend gas in Louisiana indicate the 
potential for high prices in the early days of decontrol, while average gas 
costs remain low. 

To illustrate the way in which flyup might operate, we have allowed 
the price increases for deregulated ~ in 1985 to rise to a level high 
enough to bring avera~r ~prices to estilllllted clearing levels. We call 
this "allowable flyup. Because of the disparity between gas and oil price 
levels at that time, the flyup price increases are comparatively large. 
Figure II-1 shows our projections of conventional Lower 48 prices (includ­
ing "allowable flyup"), together with Alaskan gas, all other supplements, 
the hypothetical clearing price, and the refiners' acquisition cost for 
crude oil. 

International Oil Markets and OPEC 

From 1973 to 1981, prices of international oil to U.S. markets rose at 
an average rate of nearly 14 percent per year in real terms. This was not 
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FIGURE 11-1 

GAS WELLHEAD PRICES COMPARED WITH REFINER'S CRUDE ACQUISITION COST 
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a classical steady growth curve, however, since virtually all of the in­
crease was confined to two comparatively short periods--october 1973 to 
February 1974 during the Arab oil embargo, and again from December 1978 to 
February 1980 precipitated by the Iranian revolution. There is thus com­
pell ing evidence that the dominant force in real price increases over the 
decade has been the panic buying which accompanied the crisis markets of 
1973/1974 and 1978/1980 rather than any orderly price administration by 
OPEC. OPEC's principal role has been to resist the erosion of real oil 
prices during the periods between rises. 

Both of the sharp price runups occurred when a sudden loss of produc­
tion within OPEC occurred during periods of strong demand ·for OPEC oil. 
The embargo, through its politically mandated production cuts, took roughly 
3 MMbpd of OPEC capacity out of service at a time when world economies were 
booming and demand was approaching physical capacity limits. The Iranian 
Revolution reduced Iranian production by nearly 5.5 MMbpd at a time when 
underlying demand was not so strong, but psychological fears of shortage 
caused unpre~edented inventory accumulation worldwide. 

Except for these two periods of market-inspired price behavior, inter­
national oil pricing has largely been the result of OPEC price administra­
tion deciaions within the context of OPEC political debate. Thus, for most 
of the past eight years, interpretation of the conflicting political pres­
sures within OPEC has been a more important tool for projecting oil prices 
than the more classic economic analysis of supply and demand has been. 
This is not to say that supply and demand relationships are not important, 
but they have served to set the stage on which the price debate has taken 
place, rather than to eatablish prices directly. 

Figure II-2 showa OPEC production and "allowable capacity" as a per­
cent of maxirwm sustainable physical capacity within OPEC over the past 
eight years. In 1973 OPEC physical capacity stood at 32 MMbpd and most 
projections. at the time expected it to rise to the lower to mid 40s by the 
end of the decade as steady demand for OPEC oil continued to mount. After 
the takeovers of control of their own oil which accompanied the 1973/1974 
period, most OPEC members could not or would not increase capacity. How­
ever, since 1973, demand has been significantly leas than had been antici­
pated earlier so the added capacity has been, for the most part, unneces­
sary. Physical capacity in OPEC peaked in 1976/1977 at 38 MMbpd and has 
s1nce declined to 34 MMbpd, in part as a result of the loss--perhaps per­
manently--of a portion of Iranian cap·acity. 

The concept of "allowables" was firat developed by Kuwait, which has 
consistently argued that keeping oil in the ground is a safer way to pro­
tect surplus wealth than creating financial assets from higher production 
and revenue levela. Allowable limits have now been adopted by other sur­
plus countries such as Saudi Arabia and Abu Dhabi. The argument of the 
surplus countries is that the world should not count on OPEC's delivering 
more than its allowable capacity even though production in excess of allow­
ables may occasionally be utilized for special purposes. Saudi Arabia, for 
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example, currently is producing 10.3 MMbpd against an allowable of 8,5 
MMbpd.as a part of its internal OPEG.dispute over price reunification. 

As is evident from Figure II-2, demand for OPEC oil was approaching 
physical limits in 1973 when the embargo sharply reduced OPEC's available 
production, While the price increases of October 1973 and January 1974 
were OPEC-dictated, they were foreshadowed by a spot market which rose to 
even higher levels as a result of threatened shortages. 

Figure II-3 shows the U.S. refiners' acqu1s1t1on cost of imported 
crude oil in constant 1980 dollars compared to OPEC production as a percent 
of allowable capacity, In both the 1973/1974 and 1978/1979 price jumps, 
OPEC production exceeded allowable capacity. The only other time when that 
occurred was in the Winter of 1976/1977 when OPEC production reached an all 
time high of 34 MMbpd. An increase in the Saudi allowable capacity helped 
to avert a greater nominal price increase at that time. 

Many observers--including ourselves--expected another possible upward 
price spike during the Winter of 1980/1981 with the loss of capacity from 
the Iraq-Iran war. Indeed, there was a flurry of rising spot activity in 
October and November which subsequently subsided. In retrospect, it 
appears that the market had weakened sufficiently so that the panic psycho­
logy which dominated 1979 markets was fully dissipated. 

We are now--as ·of June 1981--in a much softer oil market than most 
forecasters anticipated. Free world· demand for oil may fall to 46-47 HMbpd 
this year and net demand for OPEC oil could be as low as 23 MMbpd--the 
lowest level since 1970. This would place the demand on OPEC at about 74 
percent of allowable capacity, a level even lower than in the weak market 
of 1975. The question is naturally being raised as to whether this low a 
demand represents a new long-term secular trend, and whether the assumption 
that OPEC can dictate price levels in all but tight and rising markets is 
still valid. Can OPEC, in fact, hold together and prevent further erosion 
of prices in a market such as this? 

We at Jensen Associates believe that the underlying OPEC structure is 
not seriously threatened by present market conditions, despite an appear­
ance of internal dissension within the organization. We view the present 
market downturn as more cyclical than long-term, although major long-term 
changes in demand are clearly taking place, The world oil surplus results 
largely from a reduct ion in energy demand--in part recess ion influenced-­
rather than an increase in alternate energy supply above expected levels. 
If anything, alternate energy supplies have consistently fallen below pro­
jected levels throughout the world. 

There has been a tendency for OPEC oil to play a swing role in world 
energy demand. This tends to exaggerate the effect of short-term energy 
market changes on the demand for imported oil and suggests that a sharp 
1981 downturn could be followed by a sharp rebound with improving world 
economic conditions. In a static world energy supply pattern, where OPEC 
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oil bore the entire swing in total demand, a downtc,rn nf one percent in 
world energy demand would manifest itself as a four percent downturn in 
OPEC oil demand. This would result from the fact that oil represents about 
half of energy supply, and OPEC oil is about half of total oil supply. 

While OPEC oil does not fully occupy the swing role--downturns in the 
steel industry reduce coking coal demand and U.S. natural gas demand has 
been affected by a sluggish economy--we believe that most of the downturn 
is indeed concentrated on OPEC. World energy supply is also dynamic, 
rather than static, so that when previously planned increments of new 
alternate energy supply exceed the demand for them, they tend to back out 
imported oil selectively. Thus, we believe much of the present decline in 
OPEC demand is short-term, rather than long-term. 

We expect to see a measure of economic recovery in the OECD by 1983 
and anticipate a strengthening of demand on OPEC at that time. Thus, we 
look for a continuation of OPEC's ability to establish floors on world mar­
ket prices during soft markets. 

During the Spring and early Summer of 1981, the popular and business 
press has been full of reports of falling oil prices, and frequent sugges­
tions that OPEC may in fact have lost its ability to prevent price erosion 
in soft markets. While it is clear that spot markets are falling, that 
some governments are cutting official selling prices, and that prices are 
declining in nominal as well as real terms, this evidence of price weakness 
in OPEC is somewhat misleading. 

The chaotic markets of 1979 and 1980 led to substantial disorder in 
OPEC pr1c1ng patterns. During the more placid markets between 1974 and 
1978, OPEC operated on a "marker crude" system in which the price of the 
principal Saudi crude--Arab Light--was priced by OPEC agreement and values 
of all other crudes were based on their quality or transportation differen­
tials relative to Arab Light. -The light African ·crudes from Algeria, Libya 
and Nigeria, for example, usually enjoyed about a $1.50 per barrel premium 
over Arab Light based on both their higher quality and their relative near­
ness to market. Today those market-dictated differentials are perhaps no 
higher than $2.00 per barrel. 

During the turbulent markets of 1979, some OPEC governments were able 
to command prices which had little market logic since buyers were desperate 
to have secure supply regardless of price. Some of the African crudes have 
been officially priced at $41 per barrel--a full $9 per barrel over the 
official government selling price of Arab Light at $32 and therefore much 
higher than the normal market differential of $1.50-$2.00. The highly puo­
licized oil price cutting has been concentrated in the abnormally high dif­
ferentials being asked by the price hawks, rather than in the underlying 
price structure of the Arab Light marker. · 

Before the Iranian Revolution, OPEC, with strong Saudi support, estab-
1 ished a long-range strategy commit tee to consider a number of long-term 
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problems facing OPEC. One major focus of the study was a desirable future 
course for world oil prices. The COIIDllittee's recormnendation was for a 
gradual but steady increase in real crude prices to replace the stop-start 
pattern of crude price increases which characterized the 1970s. The com­
mittee called for a forlliJla to adjust the price to cover inflation, to 
adjust for changes in the value of the dollar, and to add a real price 
increment based on the growth of GNP within the industrialized countries. 
It has been quite clear that Saudi Arabia has been a major backer of this 
proposal within OPEC. However, the orderly pricing for=la presumes a 
unified and orderly set of differentials about the marker crude. The 1979 
market conditions effectively destroyed the unified OPEC price structure 
which could serve as a base for the application of the long-range pricing 
foriiUla. 

The Saudi official price for Arab Light has been $32. Most other OPEC 
members have adopted a "deemed marker crude" which most commonly is based 
on the assumption that the marker sells for $36. "Special market premiums" 
over and above normal differentials have been adopted by some governments. 

The present Saudi policy of producing at 10.3 MMbpd rather than at 
their 8.5 MMbpd allowable in the face of world oil surpluses seems designed 
to force market realignment of the hawks' differentials about some orderly 
marker crude structure. 

Until recently we--like many other oil market observers--believed that 
the Saudis were sufficently committed to the OPEC long-range planning for­
mula that they were prepared to make price concessions on their $32 in 
order to reunify the system. Indeed, the Saudis themselves had sold 'var 
relief oil"--a special offering designed to assist those who had lost sup­
ply because of the Iraq-Iran war--at a price of $36. This led many obser­
vers to conclude that this was the logical compromise price for a unified 
marker system. 

More recently, however, it appears that the Saudis have become con­
cerned at the extent of the 1981 downturn 1n OPEC oil demand, questioning 
whether prices have gotten too high. They DO"" appear to have shifted 
policies to force compromise nearer their present $32 official price, des­
pite the ill will which that effort appears to be earning them in some OPEC 
circles. Some of the widely publicized price cuts by the OPEC members are 
consiatent with the $36 or a $34 marker. ·The $32 marker is as yet not 
·accepted as a compromise standard. 

The Crude Price Projections 

Our lower-bound crude oil price project ion anumes that the unified 
price will be baaed on a real $32 marker (as of June 1981) which will hold 
throuah the end of 1982. With a pickup in world oil demand in 1983, the 
real price will again start to rise with the long-range planning formula at 
a rate of about three percent per year. The actual unification may not 
require that other OPEC members be forced to recognize and accept that $32 
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price, since it would be possible for them to save face by freezing at some 
higher level until the inflation-dictated increase in the nominal marker 
price rose to an appropriate level. 

Our least unlikely case asaumes surpluses persist through 1982, as 
well, and that the for1m.1la is applied in 1983. However, it also assumes 
that some disruptive market event will occur before 1987--we have arbitrar­
ily placed it in 1984--with price behavior during and after the event s1m1-
lar to the 1973/1974 and 1979/1980 disruptions. The least unlikely case, 
with its disruption, results in an overall real price increase of eight 
percent per year to 1990. While this is significantly higher than many 
current oil price projections, it is considerably lower than the 14 percent 
per year actual real price increase from 1973 to 1981. The increase in the 
lower-bound case is 2.5 percent per year over tpe same period. These pro­
jections are shown in Figure II-4. 

Oil Prices for the U.S.A. 

We have forecasted a basic crude oil price in the Arabian Gulf, 
f.o.b. the export terminal. Such crude has to be transported to the U.S.; 
it will to= only part of a select ion of crudes that· American refiners 
import; and the oil with which Alaskan gas competes in regional final mar­
kets will be refined productn, mainly No. 2 oil and No. 6 oil. 

Even while a surplus of capacity overhangs the world tanker market, 
there continue to be quite sharp fluctuations in freight rates--partly be­
cause the surplus is not uniform for all sizes of vessels, and partly be­
cause unpredictable demands for tonnage (e.g. recently for Very Large Crude 
Carriers and Ultra Large Crude Carriers for use as floating storage) often 
occur. More generally, the shift of a growing proportion of crude oil 
exports from the integrated trading channels of the international major oil 
companies into non-integrated trading by OPEC national companies vith 
smaller scale private buyers or governmental buyers downotream has reduced 
logistic efficiency in the whole international employment of tankers. Slow 
steaming to reduce fuel costs, again, involves more tankers for any given 
ton mileage of crude oil movement. 

Those factors have raised oil transport costs during the last two 
years. High prices for oil fuels will continue to tilt the economics of 
tanker operation. Logistic inefficiencies arising from less integration in 
world oil trading may also persist. On the other hand, the deepening and 
widening of the Suez Canal that has now been completed, and the possibility 
of further increases in its capacity to handle large tankers by about 1985, 
point to some reduction in the average distances that oil will have to move 
by sea to markets. And recent forecasts by tanker experts that freight 
rates may resume an upward trend (as distinct from short-term fluctuations) 
by about 1983-1985 have generally assumed rather higher growth rates in the 
world economy for this decade than most analysts now seem inclined to count 
upon. 
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Detailed predictions of tanker employment and freight rates thus 
remain as complex as ever. But for the projection of lo:nded prices for 
crude, it has become less important. Freight costs now represent such a 
small proportion of c.i.f. prices that one's assumptions about the changes 
in them make little difference to the projections we have made of crude 
prices f.o. b. Arbitrarily, we are assuming that average tanker freight 
costs from the Arabian Gulf to the Texas Gulf remain constant in real terms 
until 1985, and then rise five percent in real terms annually to 1990. But 
freight is now so small in comparison with the f .o. b. price that our 
resultant projections of c. i. f. crude prices (Figure II-4) differ hardly at 
all in slope from the f.o.b. price trajectories we have already set out. 
(An alternative assumption raising this real freight cost increase to 10 
percent annually, or starting it earlier, would make a difference of cents 
rather than dollars per barrel.) 

Product Prices 

Natural gas competes with distillate fuel oil in residential, some 
commercial, and high-value industrial markets. It is most likely to com­
pete with residual fuel oil in industrial boiler fuel and power generation 
markets. Since the higher-valued, d ist illate-compet it ive markets tend to 
~e protected from erpsion by both price and priority curtailment status, it 
is residual fuel which incremental gas supplies most tend to displace. 

We have estimated future refinery margins bot·h for distillate and the 
several sulfur grades of residual fuel oil in making our regional analyses 
of interfuel competition. Typically, high-sulfur residual fuel oil sells 
below the cost of crude oil in the United States, while distillate fuel oil 
carries significant refining margin premiums. These product differentials 
tend to be volatile, depending on market conditions, and variations can be 
especially severe in the case of high-sulfur fuel oil in sloppy markets. 
Nonetheless, total margins between distillate and high-sulfur residual fuel 
oil in the U.S. tended to average out in the $3.00-4.00/bbl range during 
much of 1976 and 1977. From late 1978 through 1979, margins blew apart 
(rising to above $10.88/bbl at one point) as the worldwide problem of 
adapting to market pressures for lighter, sweeter product mixes came into 
conflict with the trend toward greater availability of heavier, higher-sul­
fur crudes. With the worldwide recession and product surpluses more wide­
spread, margins have again collapsed closer to traditional levels. 

In our estimates, we expect the tendency will be for wider, rather 
than the traditionally narrower, product price spreads as the growing need 
for deeper cracking,. coking and hydrogen processing by refiners greatly 
increases refining complexity and costs. Our margin projections reflect 
these judgments and are incorporated in our regional interfuel competition 
analysis. 
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III. FORECAST OF L0~48 STATES GAS SUPPLY 

Summary Forecast 

An important part of analyzing the marketability of Alaskan North 
Slope natural gas is the overall gas supply forecast for the Lower 48 
States (L48) against which gas demands can be compared. The Jensen 
Associates' forecast of gas availability to the L48 during the period 1980-
1990 is provided as Table III-1. It includes both conventional L48 natural 
gas production and supplemental sources. 

Overall, we expect supply to the L48 to decline from 20.5 tcf in 1980 
to about 18.5 tcf in 1990, or by 10 percent during the decade. The net 
loss of 2.0 tcf results from an expected 5.1 tcf drop in conventional pro­
duction being partially offset by a 3.1 tcf increase in annual supplemental 
supplies available by 1990. The supplemental supplies forecast includes 
unconventional production from law-permeability reservoirs, North Slope 
gas, Canadian and Mexican pipeline imports, LNG imports and high-Btu syn­
thetic gas manufactured from light liquid hydrocarbons and coal. 

Lower 48 States Production 

Natural gas reserves and production statistics of the American Gas 
Association (AGA) show that conventional L48 production rates for natural 
gas peaked at 22.5 tcf in 1973, then fell annually through 1978 to a level 
of 19.1 tcf. In 1979, this trend was reversed as production rose to 19.7 
tcf, despite a continuing decline in proved reserves which started in 
1969. The year 1979 also showed some improvement in L48 reserve addi­
tions--reaching nearly 14 tcf. This was considerably better than the 9.8 
tcf annual average additions for the 1970s. Table III-2 summarizes natural 
gas reserves and production figures for the period 1966-1979. Figure III-1 
highlights the erosion of the proved reserves base which has occurred as 
production annually exceeded reserve additions between 1968 and 1979. 

Although the AGA no longer develops or publishes gas reserves and pro­
duct ion estimates, preliminary figures from the U.S. Department of Energy 
indicate that L48 production will be down by 0.3 tcf in 1980 from 1979, or 
at a level of 19.4 tcf on the AGA scale. 

Despite this recent slowing in the decline of L48 gas production, we 
believe that the pace will quicken again during the 1980s. We expect aver­
age annual natural gas reserve additions for the L48 will remain substan­
tially below production levels and that, at some point, production rates as 
a percent of proved reserves will peak, causing production to fall more 
rapidly thereafter. In recent years, production has been held above 19 tcf 
per year by steady increases in the rate-of-take from remaining reserves. 
This has occurred as a result of increased emphasis on in-fill and other 
relatively low-risk developmental drilling activity. This type of drilling-
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TABLE III-1 

LOWER 48 STATES TOTAL GAS SUPPLY FORECAST 

1980 - 1990 

(Trillion cubic feet) 

Source 198oa .!ill. 
Conventional Production 19.4 16.1 

Unconventional Production 0 0.1 

Alaskan Gas 0 0 

Canadian Imports 0.8 1.6 

Mexican Imports 0.1 0.4 

LNG Imports 0.1 0.5 

SNG - Oil Feed 0.1 0.1-0.4 

.-Coal Feedb 0 nil 

Total Supply 20.5 18.8-19.1 

a Preliminary. 

b Excludes low and medium Btu gas. 

Source: Jensen Associates, Inc. 
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TABLE III-2 

NATURAL GAS PROVED~SERVES AND PRODUCTION 

LOWER 48 STATES 

1966-1979 

(Trill ion cubic feet) 

Year-'end Annual Additions Annua 1 Dec line 
Proved Annual to in 

~ Reserves Production Proved Reserves Proved Reserves* 

1966 286.39 17.48 19.25 (1.91) 

1967 289.27 18.36 21.09 (2.88) 

1968 282.10 19.33 12.04 7.17 

1969 269.91 20.64 8.34 12.19 

1970 259.62 21.82 11.12 10.29 

1971 247.44 21.92 9.44 12.18 

1972 234.63 22.37 9.40 12.81 

1973 218.31 22.47 6.51 16.32 

1974 205.27 21.17 - 8.31 13.04 

1975 196.15 19.56 10.14 9.12 

1976 184.10 19.32 7.45 12.05 

1977 177.05 19.26 11.76 7.05 

1978 168.69 19.10 10.59 8.36 

1979 162.98 19.69 13.73 5.71 

* Includes changes in volume of gas in underground storage. 

Source: Jensen Associates, Inc. 
American Gas Association, American Petroleum Institute; "Reserves 
of Crude Oil, Natural Gas Liquids and Natural Gas iri the U.S. and 
Canada" 
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was ati.D:ulated by the large increases in real prices for interstate gas 
made available in 1976 by FPC Opinions 770 and 770-A. 

The relationship between n\t.ura.l gas reserves and production rates, 
expressed as ,a reserves-to-protucton (R/P) ratio for the years 1966-1979, 
is shown in Table III-3. After appearing to flatten out at a value of 
about 10 in the mid 1970o, the R/P ratio continued to fall through 1979. 
In 1977 vhen the R/P ratio first dropped below 10, there was a significant 
increase in the developmental gas well share of total gas wells completed 
and this increased emphas ia on develol"""ntal wells haa been maintained 
through 1980 as shown in Table III-4. The higher gas prices which we 
believe caused thio jump in developmental drilling activity can be seen in 
Table III-5. In 1976, FPC Opinions 770 and 770-A increased the National 
Rate by 91 cents per mcf for wells drilled after January 1, 1975. The 
effecto these higher priceo for gas from new wells had on average wellhead 
prices are ahown in Table III-6, in both current dollars and constant 1980 
dollars. 

Our gas production forecast ,is baaed on analyses of historic trends in 
both proved reserve additiono and production from proved reoerves. For 
reoerve additions, this means that we evaluate drilling activity in the 
major gas-producing areas of the country. We analyze those market forces 
which have affected the level of gao and oil well drilling and then fore­
cast a level of activity for the 1980-1990 period. Reserve additions, how­
ever, do not automatically flow from additional drilling. Some· measure of 
the aucceoo of drilling must be applied. Past finding rates (the amount of 
gas found per foot of well drilled) are studied and projected. When 
finding rates for a given period are combined with forecast drilling, the 
product is an estimate of future reserve additions. 

American Petro,leum Inotitute (API) drilling data show that gas well 
drilling activity has been increasing each year since 1971. The most 
dramatic increase occurred in 1977 when footage exceeded the previous year 
by over 12 million feet. Table III-7 shows both gas and oil well drilling 
statistico for the 1966-1980 period. Examination of the figures in Table 
III-7 shove that although healthy gas well footage increases have continued 
through the period, there has been a definite decrease in the rate of 
growth in absolute and percentage terma since 1977. In 1978 and 1979, this 
slackening may have been caused by drilling activity having caught up with 
the available rigs, manpower, and other oupporting systems necessary for a 
major drilling increaoe. However, by 1980, it appears that lead times for 
a buildup have been met as evidenced by the recordbreaking increases in gas 
plus oil well footages. 

From Table III-7 and Figure III-2, it can be seen that in 1980 oil 
well drilling had taken preference over gas. Oil well footage climbed 30 
million feet in 1980 versuo seven million feet for gas. In all but two 
other years during the 1970s, gas well footage increases have exceeded oil 
well footage increases. The attractiveness of rising oil prices and the 
promise of crude oil price deregulation ·in 1981 had cut deeply into the gas 
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TABLE III-3 

NATURAL GAS RESERVES/PRODUCTION RATIOS* 

LOWER 48 STATES 

~ 

1966 

1967 

1968 

1969 

1970 

1971 

1972 

1973 

1974 

1975 

1976 

1977 

1978 

1979 

* = Previous Year Reserves 
Current Year Production 

Source: Jensen Associates,Inc. 

1966-1979 

..Yd.L 
16.3 

15.6 

15.0 

13.7 

12.4 

ll.8 

11.1 

10.4 

10.3 

10.5 

10.2 

9.6 

9.3 

8.6 

American Gas Association/American Petroleum Institute, "Reserves 
of Crude Oil, Natural Gas Liquids and Natural Gas in the U.S. and 
Canada" 
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) TABLE 111-4 

GAS WELL COMPLETIONS BY TYPES 

LOWER 48 STATES 

1967-1980 

Gas Wells Percent of Gas Com2letions 

~ Co!ll)?leted Develo~ntal Ex2lorator); Wildcat 

1967 3,655 85.5 14.5 5.1 

1968 3,449 85.9 14.1 3.7 

1969 4,072 84.9 15.1 5.7 

1970 3,835 87,5 12.5 4.8 

1971 3,829 88.6 11.4 5.3 

1972 4,926 87,8 12.2 5.5 

1973 6,382 85.9 14.1 6.5 

1974 7,236 83.5 16.5 6.2 

197 5 7,576 84.6 15.4 5,9 

1976 9,084 84.6 15.4 6.0 

1977 11,374 87.0 13.0 4.6 

1978 13,060 87,7 12.3 4.1 

1979 14,677 87.9 12.1 4.6 

1980 15,727 87.5 12.5 4.4 

Source: Jensen Associateo, Inc. 
American Petroleum Institute, "Quarterly Review of Drilling 
Statistics" 
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1970 

1971 

1973 

1974 

1974 
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TABLE III-5 

CEILING PRICES FOR "NEW" VINTAGE NATURAL GAsa 

(Current dollars) 

Ceilins Price 

Hugoton-Anadarko Area 19 .Oj:-20 .5j:/mcf 
(FPC Opinion 568) 

Southern Lousiana Area 264/mcf 
(FPC Opinion 598) 

Permian Basin Area 35j:/mcf 
(FPC Opinion 662) 

National Rate 424/mcf (+ 14/annum) 
(FPC Opinion 699) 

National Rate 50j:/mcf (+ lj:/annum) 
(FPC Opinion 699-H) 

1976 National Rate $1.42/mcf (+ 14/quarter) 
(FPC Opinions 770, 770-A) 

1978 Natural Gas Policy Act $1.97/mcfb Section 
(December) $2.08/mcfb Section 

1981 Natural Gas Policy Act $2 .41/mcfb Section 
(March) $2. 73/mcfb Section 

a The definitio~ of "new11 is not uniform, and at times depends upon 
contract date, well co~encement date, and other criteria. 

b Includes escalation adjustments to the indicated month. 

Source: Jensen Associates, Inc. 
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1968 

1969 

1970 

1971 

1972 
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1975 

1976 

1977 

1978 

1979 

1980 
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TABLE III-6 

AVERAGE WELLHEAD PRICE FOR NATURAL GAS 

UNITED STATES 

1966-1980 

(Dollars/mcf) 

Current Dollars 1980 Dollars 

0.157 0.36 

0.160 0.36 

0.164 0.35 

0.167 0.34 

0.171 0.33 

0.182 0.34 

0.186 0.33 

0.216 0.36 

0.304 0.46 

0.445 0.62 

0.580 a. n 

0.790 0.99 

0.905 1. 06 

1.144 1. 25 

1.47 estimated 1.47 

Source: Jensen Associates, Inc. 
Department of Energy, "Monthly Energy Review" 

35 

JENSEN AssociATES, INC 



TABLE III-7 

GAS AND OIL WELL COMPLETION FOOTAGE 
LOWER 48 STATES 

1966-1980 
(Million feet) 

Gas Well Comeletions Oil Well Comeletions Gas Share of 
Annual Annual Completion 

~ Footage Increase % Increase Footage Increase % Increase Footage 

1966 25.91 67,07 27.9% 

1967 21. 53 (4.38) (16,90%) 58.24 (9.10) (13.51%) 27,0% 

1968 20,67 (0,86) (3. 99%) 58.67 0,43 0.73% 26,1% 

1969 24,06 3.39 16,40% 61.13 2,46 4.19% 28,2% 

"' 1970 ( 1.21) (5.03%) 56.39 (4.74) 7.75% 28.8% 
t'o:) 

"' 22.85 ~ 

1971 22,61 (0,24) (1, 05%) 48.27 (8.12) (14,40%) 31.9% 
0 

1972 26.75 4.14 18.31% 48.41 0.14 35,6% 

1973 35.59 8.84 33,05% 44.43 (3.98) (8,22%) 44.5% 

1974 38,98 3.39 9,.53% 50.01 5,58 12.56% 43.8% 

1975 41.90 2.92 7.49% 64.09 14,08 28,15% 39.5% 
...... 

1976 47.49 5.59 13.34% 66.20 2.11 3.29% 41.8% "' z 
"' 1977 59.51 12,02 2~.31% 74.85 8.65 13.07% 44.3% "' z 

~ 
1978 70.18 10,67 17.93% 72.06 (2.79) (3.73%) 49,3% 

1979 77.72 7,54 10,74% 78.15 6,09 8,45% 49.9% 

~ 1980 85.03 7.31 8.41% 108.37 30,22 38,67% 44,0% 

!" 

z 
(l 

Source: Jensen Associates, Ind. 
American Petroleum Institute, "Quarterly Review of Drilling Statistics" 
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share of drilling activity in 1980. API reports that through March 1981, 
oil well completions are running 35 percent ahead of the same period in 
1980, while gas well completions are five percent behind last year's rate, 
indicating even further drilling preferences for oil over gas may be occur­
ring. 

Because of the significantly higher real prices available for many 
types of regulated gas and the promise of deregulation in 1985, we believe 
gas well drilling will coOtinue to increase, but at a slower rate, into the 
late 1980s before leveling off at a plateau nearly 45 percent· above the 
1979 pace. Thus, we expect the NGPA price incentives to cause a continua­
tion of the gas well drilling surge which began in 1976 as a result of 
higher real prices made available for interstate gas by the National Rates 
of the Federal Power Commission. Increases in oil well drilling should 
support associated/dissolved gas production approximating 10 percent of the 
gas volume available from gas wells. 

We expect a continuation of the long declines in gas finding rates 
from gas and oil well drilling. Figure·Iii-3 presents actual finding rates 
for non-associated and associated/dissolved gas for 1966 through 1979. 
Units are in mcf of annual gas reserve additions per foot drilled as com­
pleted gas wells. Separate rates are shown for cases with annual reserve 
revisions included and excluded. Both caaes show a rapid fall in finding 
rates for non-associated gas through the early 1970s, moderating to a more 
gradual decline in recent years. The cause of this trend change is the 
higher real prices available for gas, which tend to push more previously 
marginal wells ·into the commercial category. 

Statistics for 1980 show that an increasing share of gas well drilling 
has gone to exploratory wells where risks are higher, but chances of major 
discoveries are improved. This, plus any increase in the availability of 
Federal lands for exploration, could also be helpful in improving finding 
rates. Finding rates for associated/dissolved gas from oil wells are also 
expected to continue their more gradual decline through 1990 and beyond. 

We forecast non-associated gas finding rates to decline from 150 mcf 
per foot drilled to 103 mcf between 1980 and 1990. Gas well drilling rates 
are expected to increase from about 85 million feet in 1980 to 112 million 
by the late 1980s. The product of these two factors results in non-asso­
ciated gas reserve additions of 12.8 tcf in 1980, dropping to ll.5 tc.f by 
1990. Separately, associated/dissolved reserve additions increase from 1.1 
to 1.2 tcf during .the 1980s. Thus, total gas additions are forecast at 
13.9 tcf in 1980, and gradually fall to 12.7 tcf by 1990. These reserve 
addition levels are well below the production rates of 19 to 20 tcf per 
year experienced in the late 1970s. A continuing decline in proved re­
serves will result if production rates remain higher. than future reserve 
additions. 

The present 
Federal leasing 

administration is more 
programs--particularly 
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Administration. Much has been said about .the positive effects on discovery 
rates, particularly for oil, which such an accelerates! program could pro­
vide. It is important to recognize, however, that the potential positive 
effect on gas during the 1980s is likely to be much lesa than for oil. The 
relatively higher costs of gaa pipeline transportation with its necessary 
emphasis on scale economies means thnt gas finds in new offshore areas will 
tend to be commercial only if they are large and/or relatively near exist­
ing transport systems. The limited near-term commercial prospects of the 
small East Coast Baltimore Canyon gas discoveries, or the unlikely early 
commercial utilization of gas discoveries in offshore Alaskan waters, 
illustrate the likely slower commercialization of offshore gas than oil. 
We do not see accelerated leasing as having a major impact on conventional 
gas supply during this decade. 

As stated earlier, gas production would have fallen more rapidly in 
recent years as proved reserves plunged, if the percentage of reserves 
taken as production each year had not been increasing. Increasing produc­
tion rates relative to proved reserves generates a falling R/P ratio, 
Table III-3 provides an historic series of R/P ratios for L48 natural gas, 
using the annual year-end AGA reserves estimate and the following year's 
annual production rate. With the exception of a small increase in 1975, 
the R/P ratio has declined steadily throughout the 1970s, · We believe thia 
decline in the R/P ratio is near an end, as explained below. 

So long as annual reserve additions are less than annual Product ion 
rates, the average age of 148 gas reservoirs is increasing. Since pressure 
decline reservoirs are typically capable of delivering a smaller percentage 
of remaining reserves each year, older reservoirs tend to increa.oe the 
average R/P ratio. At some point in time, a minimum R/P ratio (maximum 
average depletion rate) for all reservoirs must be reached. Its level and 
timing will depend upon economic and technological factors that control 
field development. Increasing reservoir age will eventually cause the R/P 
ratio to rise again as production rates decline relative to remaining 
reserves. Changes in these observed relationships between reserves and 
production are expected to be very gradual due to the inertia of more than 
160,000 producing gas wells in the Lower 48 States. 

We believe that the combined effects of increasing average age of 
reservoirs, slower growth in gas well drilling, probable decreasing empha­
sis on developmental drilling, increasing interest in tight gas sands, and 
extended gas well life provided by higher real prices will prevent the L48 
R/P ratio from falling below 8.4 in the near term and cause the R/P ratio 
to increase very slowly in. later years, as shown in Figure III-4. If the 
R/P ratio should move to lower levels as a result of near-term increases in 
production above our forecasts, the L48 will experience a more rapid, 
proved-reserves· drawdown (for a given amount of reserve additions) and, 
consequently, in later years, production rates will drop to levels lower 
than we have forecast. 
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Examples which support our assumption that the past trend of falling 
R/P ratios will be reversed are found in two of the more prolific new gas 
plays in the Lower 48--the deep Tuscaloosa Trend and the Rocky Mountain 
Overthrust Belt. Both are expected to have R/P ratios considerably higher 
than the national average figure. In both areas, field development and/or 
prodUction faci11ty investment are too costly to justify close spacing of 
~,rells and high rates-of-take. Low permeabilities are an additional factor 
in the Overthrust Belt area. This means that more reserves will have to be 
proved up to obtain a given production rate than is currently necessary in 
the balance of the Lower 48. 

Using the methodology and projections described above, we have fore­
cast gas supply from Lower 48 conventional production to decline from the 
1979 level of 19.7 tcf to 16.1 tcf in 1985 and 14.3 tcf in 1990. These 
figures are nearly identical to the National Research Council's Enhanced 
Supply scenario published in 19791 (after adjusting for inclusion of 
Alaskan gas by NRC) nnd are nearly six percent lower than the Department of 
Energy National Energy Plan II forecast which is endorsed by the American 
Gas Association. Our forecasts are 1.0 tcf higher than the Middle Oil 
Price Scenario (Medium Geology) supply case published in the Department of 
Energy 1980 Annual Report to Congress by the Energy Information Administra­
tion. 

Canadian Gas Imports 

Canada's present gao situation may be characterized as one of over­
supply relative to that country's internal needs. From 1972-1979, Canada 
increased its proved natural gas reserves base 46 percent from 61 tcf to 88 
tcf. During this same period, internal Canadian gas sales grew less 
rapidly (34 percent) than the reserves base and a restrictive export policy 
was designed to reduce the long-term flow of gas to the U.S. This period 
of "reserves building" resulted in a recognized surplus of available gas by 
the late 1970s. 

In December 1979, Canada's National Energy Board, which approves all 
gas exports, reversed then existing policies designed to reduce gas exports 
and allowed the first oignificant increases in Canada's export levels since 
the early 1970s. Much of the newly-approved export volumes will move 
through the "pre-build" western and eastern legs of the Alaskan natural gas 
pipeline system, co~ncing in late 1981 and late 1982, respectively. The 
volumes of Canadian gas available to the L48 are projected to be 1.6 tcf by 
1985 and then to decline slightly to 1.4 tcf' by 1990 as development of mar­
kets in eastern Canada occurs, siphoning off the exportable gas surplus. 

1 National Research Council, U.S. Energy Supply Prospects to 2010, 1979. 
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Despite .the existing availability of surplus gaa in Canada, 1980 gas 
exports to the U.S. plUIIIIIIeted 17 percent from 1979 levela, or from 1,001 
bcf to 833 bcf. Thia decline was due to a number of interrelated factors, 
i ncluding economic recession effects in regions traditionally dependent on 
Canadian gas, an abundance of residual fuel oil and increased availability 
of L48 pipeline gas in those regions and, moat importantly, an increase in 
t he Canadian gas export price from $3.45/mcf at the beginning of 1980 to 
$4.47/mcf by April 1, 1980, Canada has announced a gas export pricing 
policy baaed on "value substitution" or price linkage with imported Cana­
dian crude oil. However, the decline in Canadian gao export demand has 
ameliorated the implementation of this policy (i.e., a planned October 1980 
export gas price increase was delayed until April 1, 1981, and was then 
posted at $4.94/mcf--below the possible crude oil-linked forDilla price). 
Over the long-term, and as traditional U.S. markets for Canadian gas 
s trengthen, we expect Canadian gas export prices to escalate in step with 
world oil prices. 

Mexican Gas Imports 

Mexico's successes in gas and oil exploration in the past decade have 
resulted in that country 1 a recent re-emergence as a m&Jor energy exporter. 
Mexican export gas began flowing in January 1980, at the rate of 300 mil­
l ion cubic feet per day (0,1 tcf/year) under a contract with a six-company 
U,S. consortium called Border Gas, Inc. Moreover, Jensen Associates pro­
j ects U.S. imports of Mexican gas to increase t:.o · 0,4 tcf in 1985 and to 
r each 0,7 tcf by 1990, 

Mexico's proved gas reserves are now estimated at over 80 tcf, with an 
additional 72 tcf of probable reserves. Moat of Mexico's gas production is 
associated or co-produced with crude oil; hence, as Mexico has increased 
i ta crude production levels, gas production has a imilarly increased. For 
example, between 1978 and 1979, gas production increased 14 percent as a 
r esult of Mexico' a attainment of crude oil production goals, And while 
Mexico is engaged in major efforts to reduce gas flaring through reinjec­
t ion of gas into reservoirs and through utilization of gas domestically, we 
expect that the overall availability of gas coupled with the favorable eco­
nomics of pipeline gas flows will mean increased gas exports to the U.S. by 
t he mid 1980s, Existing pipeline facilities linking Mexico's gas producing 
a reas to U.S. markets will need to be expanded to accommodate higher export 
l evels; however, a large-diameter branch pipeline to the U.S. was origi­
nally envisioned as part o~ Mexico's developing gas grid network and we 
would anticipate construction of such a pipeline by the mid 1980s. 

Although Mexico has announced an energy policy limiting gas exports to 
present levels, we expect that this posture will be ameliorated over the 
l onger-term by general gas availability, gas export revenue considerations 
and physical limitations on utilizing the gas internally. 

Mexico' a current gas export price is tied directly to the prices of 
f ive key world export crudes with a contract provision permitting price 
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parity with the Canadian export gas prices, should the latter be higher. 
In our forecast, we have assumed price parity with Canadian gas. 

Liquefied Natural Gas (LNG) Imports 

The optimistic outlook of the mid 1970s for large-scale movements of 
LNG to the U.S. by the ~arly 1980s has gradually succumbed to the realities 
of major obstacles to such projects. Public concerns about the safety of 
LNG shipments, local objections to propoSed terminal sites, government 
fears of gas over-dependence on foreign sources, doubts about the pipe­
lines' needs for LNG supplemental gas, and U.S. government policy prefer­
ences for other supplemental gas sources have all played a part in reducing 
many LNG import proposals to little more than hollow possibilities. Of 
some 14 often-cited "probable and possible" U.S. LNG projects of the mid 
1970s only two reached operational status (an expanded Distrigas project 
using facilities already in operation by 1972 and El Paso I), with a third 
project (Trunkline LNG) scheduled for start-up in August of 1981, All are 
based on Algerian-source gas. 

The pricing of LNG has always been a difficult issue to resolve 
because of the massive investments required of both exporter and importer 
and the disparate government .perspectives of LNG producing and consuming 
countries on the value of the gas to the user. Recent producing country 
pressure for f.o.b. gas pricing parity with crude oil has added to the dif­
ficulty of negotiating an LNG price acceptable to all parties. 

LNG deiiveries under the El Paso I project have been disrupted since 
April 1980 because of the gas pricing issue, although volumes under the 
much smaller Distrigas project have continued to flow. Despite the an­
nounced financial write-off by El Paso LNG of some $375 million of its LNG 
investment (after termination of U.S.-Algerian government pricing talks in 
February 1981), we believe there is a reasonable likelihood that deliv­
eries--possibly at reduced levels--under this project will resume. The 
U.S. pipeline purchasers of El Paso I LNG are making efforts to negotiate 
directly with Algeria on the gas pricing issue and, in addition, the LNG 
tankers dedicated to this project have not yet been committed elsewhere. 
Thus, our 1985 supply forecast includes a contribution of 0.5 tcf from the 
El Paso, Distrigas and Trunkline projects. 

Currently, four other LNG projects--Pac Iudonesia, Pac Alaska, Nigeria 
Bonny, and Trinidad/Tobago--are in varying stages of planning or regulatory 
approval. In our estimates, we have assumed that additional LNG volumes of 
0.2 tcf will come on stream in the latter half of the 1980s. We assume 
that any additional volumes, from these or other projects, will probably 
not be operational until after 1990. 

Unconventional Production 

Unconventional sources such as Devonian shales, coal seams, and tight 
formations are expected to make a small but measurable contribution to 
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total gas auppliea over the forecast period. The incentive of d~regulation 
(aa of November l, 1979) for Devonian shale gas and coal-seam gas, along 
vith allowable higher prices for tight gas, should sti...,late, production 
from these sourcea. 

Devonian shales extend geographically over one-fourth of the North 
Amari.c:an continent, with significant deposits in the eastern United 
Statea. Miniscule production from this source occurs presently and i~ 
prove!lants in .exploration technology, allowing better definition of the 
shale areas and economically producible gas zones vi thin Devonian shales, 
are expected to increase gas from this source in the latter half of the 
1980s. 

At least one proposal to tap coal-seam methane on a commercial basis 
baa already been submitted to the Federal Energy Regulatory Commission and 
gao from this source ia expected to make a small contribution to total un­
conventional production by 1985 and thereafter. 

Interest in tight formation gas has been sti...,lated by the establish­
ment of a spacial, high-coat incentive price in the NGPA. Some 150 differ­
ent areas in the U.S. are under conaideration for designation as tight gas 
producing areaa. Hydraulic fracturing techniques are~·<:urrently available 
to tap tight gao, but according to the National Petroleum Councill, the 
technological improvements required to provide their widespread routine 
appHcation vill poaaibly take 9 to 17 years of intensive research and 
development effort. Thus, tight gas production from massive, relatively 
unproductive formations of the West is not expected to become substantial 
until after the 1980s. Forecaots of natural gas from currently producing 
tight sands areaa are included in the conventional production figures of 
Table III-1. 

Gas supplies from unconventional production are expected to reach a 
total of 0.1 tcf per year by 1985, and 0.3 tcf by 1990. Most of this will 
be tight formation gas from nevly developing plays. 

Another unconventional gas source is geopresaured brine, but apparent 
production coatD relative to other unconventional sources suggest that 
measurable production from this source is unlikely before the late 1990s. 

Synthetic Natural Gas (SNG) 

l. Liquid feedatocks 

During the past tvo years, the greater availability of less expensive 
domestically-produced and pipeline imported natural gas has greatly reduced 

1 "Tight Gas Reservoirs-Part I," Unconventional Gas Sources, NPC, December 
1980. 
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the demand for SNG reformed from naphthas and natural gas liquid products. 
In 1980, SNG supply dropped to 123 bcf. The 13 ·SNG plantz in the U.S. are 
capable of producing over 300 bcf per year, indicating substantial idle 
capacity. We expect these plants to operate primarily as peak-shavin~ 
facilities until such time that all other less expensive baseload supplies 
are inadequate to meet demand. Consequently, our forecasts for the years 
1985 and 1990 range from a peaking use level of about 0.1 tcf per year to 
an all-out rate approaching 0.4 tcf per year if demand exceeds supply of 
all other gas supplements, including Alaskan gas and LNG imports. 

2. Coal gasification 

The United States is poised on the threshold of developing high-Btu 
coalgas as a commercial gas supplement. Although the optimism of the mid 
1970s, which envisioned production from five, large, pipeline-quality coal 
gasification projects by 1980 and an additional eleven plants by 1985, is 
considerably more guarded now, start-up in this decade of the nation's 
first commercial coalgas plant seems likely. 

Several high-Btu synthet ic-natural-gas-frour-coal projects are under 
consideration. The Great Plains Gasification Associates proposal for an 
initial plant output in 1984 of 125 MMcfd of coalgas is most advanced and 
has received conditional Federal approval of plant financing loan guaran­
tees. At least four other coalgas projects have sought loan guarantees 
through the Federal Synthetic Fuels Corporation, but the overall level of 
government financial support for coal gasification is uncertain at this 
time. Without such assistance, the substantial impediments of plant 
financing seem certain to· further delay most coal gasification projects. 

Our forecast for supplemental high-Btu coalgas includes a negligible 
contribution in 1985 and 0.2 tcf in 1990. This latter amount is equivalent 
to the output from two plants, each producing 250 MMcfd. In actuality, we 
expect several smaller-sized plants to be in place by the end of the 1980s. 

Alaskan Pipeline Gas 

Initial deliveries of natural gas from Prudhoe Bay through the 
Alaskan Natural Gas Transportation System are scheduled to occur in 1987. 
The forecast of O. 7 tcf in 1990 represents gas deliveries to the L48 
States. It excludes deliveries to Alaskan users and transmission fuel. 
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IV. THE DEMAND FOR NATURAL GAS 

Energy prices have been a major political and economic issue during 
much of the last decade. Policymakers have debated whether energy prices 
should be allowed to increase, who should reap the benefits of any price 
increases, and how the burden of any increases should be distributed. Pro­
ponents of a. free market system have compromised their preferences to ac­
commodate the social welfare concerns of the market regulators. As a con­
sequence, our current energy pricing policies may be characterized as a 
complex system of partially regulated prices attempting to selectively emu­
late a market system, while still keeping consumer prices below market 
clearing levels. In the course of the decade, however, energy prices have 
risen substantially due to the changes in international petroleum markets. 

These higher prices, in conjunction with both projected and realized 
fuel shortages, have altered the market for all energy. This is particu­
larly true for natural gas. Conservation has reduced the requirements for 
all energy, while the gas shortages of the mid l970s--which required the 
expansion of alternate fuel capabilities--have increased the fuel choice 
options of many commercial and industrial firms. In the next decade, con­
tinued conservation and intensified interfuel competition following deregu­
lation of natural gas will have substantial influences on the demands for 
natu.ral gas. 

Our demand forecast is summarized in Table IV-1. Residential and com­
mercial demands are expected to be relatively stable over the next decade 
as demand from new customers is offset by conservation from existing cus­
tomers. Industrial demand is expected to increase substantially as the gap 
between gas and oii prices widens between now and 1985, when price controls 
end for a large part of gas supply. This growth is strongest in the pre­
mium process and smaller boiler fuel markets in the major natural gas pro­
ducing areas where the imposition of Federal price controls has re-esta­
blished natural gas as the preferred industrial fuel. Subsequent to 
deregulation, however, the industrial market for gas is expected to con­
tract substantially as alternate fuels become more attractive. The elec­
tric power generation demand for gas is not expected to experience the same 
level of growth as the industrial sector prior to 1985, but will shrink 
similarly following the rapid escalation in prices expected in 1985. 

Residential/Commercial Demand 

The rapid growth in new gas customers that prevailed in the 1960s 
declined appreciably in the 1970s with the advent of interstate pipeline 
curtailments. The restrictions on new customer additions, particularly 
widespread in the East, effectively removed many gas utilities as a com­
petitive force in the new construction market. At the same time, existing 
residential gas customers were adjusting their consumption downward in 
response to the real increases in their cost of natural gas. 
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TABLE IV-1 

LOWER 48 STATES DEMAND FOR NATURAL GAS 

1979-1990 

(Quadrillion Btus)a 

Actual Forecast 
1979 1984 1987 

Residential 5.1 5.0 5.0 

Commercial 2.8 2.7 2.7 

Industrial 7.0 9.4 7.2 

Power Generation 3.3 3.5 2.5 

Other .1..:..2. ..1...:1 .2.:.!.. 

Total Demand 21.1 22.9 19.5 

1990 

4.9 

2.7 

6.9 

2.2 

.1.:.Q. 

18.7 

a The gas data in this chapter are all in quadrillion Btus. 
The supply/demand balances in Chapters I, III and ~ are 
all in trillion cubic feet. 

Source: Jensen Associates, Inc. 
Gas Requirements Agency 

48 

JENSEN AssociATES, INC. 



223 

The effect of conservation on residential gas demand has been less 
pronounced than in the commerCial and industrial sectors, however, because 
the incentives to conserve have not been as strong. Subsequent to the OPEC 
oil price increases in 1973, the price of all energy began to rise. Higher 
wellhead prices allowed by the Federal Power Commission, rapid increases in 
unregulated intrastate wellhead prices, the addition of relatively expen­
sive supplemental gases and lower interstate sales volumes all contributed 
to the increaoed city gate prices for gas. These price increases were not 
allocated evenly among all customer classes, as shown in Table IV-2. 
During this period, residential gas prices actually increased less than the 
average city gate price, while industrial prices increased substantially 
more than the average city gate cost. Iri effect, the increases in petro­
leum prices elevated the threshold price at which industrial users would 
begin to shift to alternate fuels--principally oil--thereby allowing them 
to bear a greater burden of gas costs. With continued increases in natural 
gas costs against a background of deteriorating renl petroleum prices, the 
ability of regulatory agencies to augment this effective, subsidization of 
residential consumers diminished. By 1978, further wellhead gas cost 
increases were necessarily reflected in residential prices, although the 
implicit city gate cost to residential customers remained lower than that 
for the industrial sector. The 48 percent real increase in residential gas 
prices did prompt residential consumers to reduce their average normalized 
consumption by 12.5 percent, but both commercial and industrial conserva­
tion levels were substantially higher. 

Three subsequent events have re-established the potential for further 
subsidization of the residential sector: the passage of the incremental 
pricing provision in the Natural Gas Policy Act; the rapid escalation uf 
world oil prices following the Iranian Revolution; and the decontrol of 
U.S. crude prices. The collective effect of these events has been to again 
raise the fuel switching threshold for industrial gas customers. However, 
while residential natural gas prices are not expected to increase to the 
same degree as will other sectors, the real cost of space heating will con­
tinue to rise, prompting further residential conservation. By 1985, we 
project residential conservation to reach 22 percent (on a per customer 
basis relative to 1972) and rise to 27 percent by 1990. 

Implicit in this analysis is the expectation that a substantial number 
of new customers will be added to the gas distribution network. Although 
some of these new customers will be conversions from other fuels in exist­
ing structures, new construction represents the majority of these new 
att.achments. Because these new units are tEI.lCh more efficient than the 
average existing house--not only in the space heating requirements of the 
building but also in the efficiency of the heating system--their addition 
reduces the average usage-per-customer. 

With the removal of the state moratoriums on new customer additions, 
the gas market share in new construction is expected to rebound from the 
low levels of the 1970s. In the areas of the country where electricity is 
the principal competitor, however, gas is not expected to always return to 
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TABLE IV-2 

U.S. AVERAGE NATURAL GAS PRICES 

1972 - 1979 

(1980 dollars per million Btu) 

1972-1979 
1972 1979 Increase 

$0.34 $1.25 $0.91 

0.78 1.98 1.20 

2.15 3.19 1.04 

0.81 2.45 1.64 

Source: Jensen Associates, Inc. 
U.S. Department of Energy 
American Gas Association 
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1972-1979 
% Increase 

272% 

154% 

48% 

202% 
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its pre-shortage market share, Between 1972 and 1979, when residential gas 
prices rose 48 percent in real ter~, residential electricity prices only 
increased 14 percent in real terms. The price of electricity relative to 
natural gas had actually fallen by 23 percent as illustrated in Table 
IV-3. This trend is expected to continue throughout the forecast period. 
Although gas prices. remain well below electricity prices, the effective 
heating cost of gas approaches that of electricity by the end of the de­
cade. As a consequence, although the number of new, gas space heating cus­
tomers will increase annually, the gas market share in new construction is 
expected to decline. 

The Northeast region, where oil is the principal competing space heat­
ing fuel, is an exception. The natural gas price advantage aver distillate 
oil that developed with the Iranian revolution is expected to be maintained 
throughout the decade. Following deregulation in 1985, this competitive 
advantage is diminished so the high level of conversions from oil to gas in 
existing homes tapers off, but gas does continue to capture a higher· share 
in the new construction market. 

Despite the consumer preferences for natural gas, however, natural gas 
distributors may become somewhat cautious about new residential connec­
.tions. As gas costs continue to riae, new homes will become increasingly 
efficient. With very low consumption levels, the rate of return on the 
investment in new mains required to attach new customers may decline suffi­
ciently to make the investment unattractive. This could be accentuated 
with an inverted marginal cost rate structure where negative rates of re­
turn on the·residential rate base are possible. Under these circumstances, 
while natural gas demands would be lower than shown in Table IV-4, the 
effect would likely be small due to the low consumption levels in these new 
units. 

The commercial sector's consumption patterns are more varied tha~ 
those in the residential sector, but the basic changes are quite similar. 
Commercial conservation has been slightly higher because the incentives 
were greater. Absent the subsidies reaped by the residential sector, and 
frequently facing tigher rates of return on conservation investments, the 
commercial" sector responded more quickly to rising gas prices. However, 
the ultimate potential conservation in this·sector is lower than the poten­
tial in the residential sector--due largely to the smaller surface areas 
per unit of volume in commercial buildings. For this reason, commercial 
consumption-per-customer is forecast to decline at a lower rate than pro­
jected for the residential sector. 

The net effect of the residential and commercial customer growth and 
conserv8tion are shown in Table IV-4. Overall, residential demand is pro­
jected to increase (due in large part to a substantial number of oil to gas 
conversions) through 1985, and then decline as conservation more than off­
sets the demand of new customers. For the commercial sector, demand is 
expected to be relatively stable throughout the forecast period. 
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TABLE IV-3 

U.S. AVERAGE RESIDENTIAL ENERGY COSTS 

(1980 dollars per million Btu) 

Gas 

Elect ric ity 

Relative Prices 
(Ratio of Electricity 
to Gas Price) 

_!22L 

$ 2.15 

$12.15 

5.65 

Source: Jensen Associates, Inc. 
American Gas Association 
Edison Electric Institute 
U.S. Bureau of Labor Statistics 
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1979 

$ 3.19 

$13.88 

4.35 

Percent 
Change 

48% 

14% 

. (23%) 
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TABLE IV-4 

RESIDENTIAL AND COMMERCIAL GAS DEMAND 

1979 - 1990 

(Trillion Btu) 

1979 Forecast 

~ Normalized 1984 1987 

Residential 5,131 4,834 4,987 4,963 

Commercial 2,760 2,606 2,679 2,686 

Total 7,891 7,440 7,666 7,166 

Source: Jensen Associates, Inc. 
Gas Requirements Agency 
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1990 

4,904 

2,682 

7,586 
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Industrial Demands for Natural Gas 

The increase in delivered price of industri~l natural gas during the 
latter half of the 1970s (see Table IV-2) had two major effects on the mar­
kets for gas--it provided an incentive for industrial firms to conserve by 
improving their energy efficiency, and it reduced the industrial demand for 
gas in selected applications when other fuels became the lowest cost source 
of heat. The net effect of these two changes was to substantially shrink 
the overall demand for gas, ao that the chronically short market of 1976 
became a relatively balanced market by 1978. 

The measurement of conservation is a complex exercise, in part because 
it has more than one definition. From an engineering viewpoint, conserva­
tion is the reduction in fuel use required to produce a particular product 
--either because of improved operating procedures or technological change. 
This is basically what the U.S. Department of Energy compiles in its volun­
tary industrial conservation program for which conservation (relative to 
1972) is estimated at 14 percent as of 1978. However, viewed from the 
broader perspective of total industrial output, conservation (m2asured as 
the ·reduction in fuel use per unit of output) had reached 24 percent by 
1978. This significantly larger estimate suggests a shift in the types of 
products produced, with ~nergy intensive products declining nnd other pro­
ducts increasing. 

In addition to this shrinkage of the industrial market due to conser­
vation, the actual and anticipated gas shortages, which began with the 
interstate pipeline curtailments in 1971, created a more price-sensitive 
fuel market as alternate fuel capability was added and expanded. The large 
segment of the industrial fuel market that ia n~w dual-fueled only needs to 
examine operating coat differentials and product quality premiums when 
choosing fuels. An examination of the fuel switching and market share ad­
justments that occurred between 1972 and 1978 shows that oil captured 
three-quarters of the shift (see Table IV-5). Coal usage declined despite 
the Federal efforts to shift industrial boilers to coal. Although the pur­
chase price of coal is generally less than oil, the higher investment and 
operating costs for coal (as well as the environmental difficulties asso­
ciated with coal) appear to more than offset this initial advantage. Most 
increases in coal uee by industry are expected to be associated with new 
facilities because conversion of gas-fired equipment to coal is generally 
impractical. 

The Powerplant and Industrial Fuel Use Act (FUA), passed as part of 
the National Energy Act in 1978, represents an effort to shift industrial 
and electric utility boilers from gas and oil to coal by legislative fiat 
rather than through the creation of economic incentives. The industrial 
portion of the Act ia summarized below. 

New Major Fuel Burning Installations (MFBI) 

New MFBI boilers would be prohibited from burning oil or 
natural gas. Non-boiler usage at new MFBis would be subject 
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TABLE IV-5 

TOTAL U.S. INDUSTRIAL FUEL SWITCHING 

1978 

(Billion cubic feet gas equivalents) 

Base Year 1972 

Volumes 

+498 

Distillate Oil +305 

Refinery Gas 

Other 

Coal 

Subtotal 

Natural Gas 

Net Fuel Switching 
Between Fuels 

Spurce: Jensen Associates, Inc. 
Gas Requirements Agency 
U.S. Department of Energy 
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+209 

+ 59 

- 21 

+1050 

-1050 

0 

Percent 

+47% 

+29% 

+20% 

+ 6% 

- 2% 

+100% 

-100% 

0 
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to a case-by-case prohibition. Exemptions would be allawed 
for process use, cogeneration facilities, and for compliance 
with environmental laws. 

Existing MFBis 

Existing MFBis using more than 300 mcf per day must switch 
from oil and natural gas if they are economically and tech­
nically capable. 

In our analysis we have assumed that the FUA will be strictly applied to 
new boilers and no new MFBI boilers will be permitted to burn natural gas. 
The actual effect of the legislation on the existing industrial market 
hinges upon the executive interpretations of the rules for exemption, which 
include economic, technical and environm2ntal criteria. In the near term, 
the impact of the legislation is expected to be limited by the small number 
of gas-coal fired boilers. 

The increiiU!ntal pricing provisions of the NGPA attempted to provide 
the economic incentives for industrial boiler conversions that were lacking 
in the coal conversion program. However, in order to limit load shifting 
to petroleum products, the FERC regulations set a ceiling on industrial gas 
prices equivalent to the prevailing high-sulfur residual fuel oil price. 
The effect of the ceiling is to limit the economic penalty ,incurred by 
industrial gas users who choose not to convert their existing facilities to 
coal. 

The competitive position of natural gas has changed several times in 
the last decade. Industrial gas was delivered to users at near parity with 
residual fuel oil in the stable pre 1970s period. It was thus priced well 
below distillate. 1be first pipeline curtailments began in 1971. In late 
1973 and early 1974, OPEC initiated the dramatic increases in international 
oil prices, thereby creating a significant conQetitive price advantage for 
natural gas. Between 1974 and 1978, however, oil prices declined in real 
terms while industrial gas prices continued a steady rise. In an effort to 
protect residential consumers from higher gas costs 1 utilities and regula­
tory co~ssions passed on a disproportionate share of the higher gas costs 
to industrial customers (as was shown in Table IV-2). By 1978, the price 
of industrial gas and residual fuel oil again approached parity. 

The NGPA has institutionalized this practice of rate tilts for indus­
trial boiler fuel customers. In fact, the industrial boiler fuel customer 
shifts from paying the lowest price for natural gas to paying prices 
occasionally above even the residential consumer. The disproportionate 
share of gas coats paid by industrial firms oubject to incremental pricing 
effectively subsidizes other gas usero. This subsidy is in addition to the 
subsidy inherent in the maintenance of wellhead price controls until 1985. 
As a consequence, natural gas regains the price advantage that prevailed 
from 1974 to 1978, particularly for the non-boiler fuel users of gas exempt 
from incremental pricing. 
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This compet1t1ve price adyantage creates a substantial increase in de­
mand for natural gas through 1984. In 1979 and 1980, the principal growth 
in gas demand was in the power generation sector for two reasons. Being 
exempt from incremental pricing, electric utilities found it quite attrac­
tive to substitute natural gas for oil. Secondly, the sluggish -market for 
industrial gas (due to the slowly emerging recession) freed up volumes that 
could easily be absorbed into the electric utility market. For the balance 
of the period, the principal growth sector is expected to be industrial 
process gas users, particularly in the West South Central region (Texas, 
Louisiana, Oklahoma and Arkansas). With the NGPA-imposed price controls on 
intrastate gas (which previously had been unregulated), natural gas again 
becomes a very attractive fuel in the producing states. 

Whether or not this demand actually materializes will depend on anum­
ber of non-price influences. Industrial users may be reluctant to attach 
new plants to natural gas systems without strong assurances of supply that 
may not be forthcoming. Secondly, following the substantial wellhead price 
increases expected to occur with deregulation in 1985, some industrial cus­
tomers may chose to forego the price bene£ its in the short term. In any 
event, the rapid increase in deregulated gas prices in 1985 will have 
several effects. The subsidy effects of wellhead price controls will be 
largely eliminated, causing the industrial gas markets in the producing 
states to deteriorate. Secondly, the industrial gas customers that are 
exempt from incremental pricing will find their "subsidy" substantially 
diminished, thereby reducing the interstate industrial gas demand. 

The Federal efforts to expand industrial utilization of coal have been 
largely resisted, not only because of the enormous capital costs of the 
conversion from gas or oil, but also because of local and Federal air 
quality standards. It is frequently suggested that an easing of the Clean 
Air Act would result in expanded use of coal at the expense of other 
fuels. A relaxation of environmental regulations would not affect our 
estimated gas demands from new boilers since we have already assumed a 
strict interpretation o% the Fuel Use Act restrictions precluding gas con­
sumption in new MFBI's. In existing facilities, a moderation of Federal 
environmental policy would be expected to increase industrial coal consump­
tion. However, such a policy shift would not have a substantial impact on 
our industrial gas forecast. 

There are two major causes for this apparent insensitivity to policy 
changes. The barriers to increased coal usage go beyond environmental 
regulations. Since converting existing gas and oil fired facilities to 
burn coal is largely technically infeasible, expanded coal use typically 
requires replacement of current equipment--:an expensive proposition made 
more difficult by high capital costs, the competition for internal corpo­
rate· funds and such III.mdane problems as inadequate land in many old indus­
trial sites. In addition, because of the higher gas prices subsequent to 
deregulB.tion, a large share of the industrial boiler market is already 
forecast to shift to alternate fuels. Since the boiler market is where 
additional coal use is expected to have its greatest impact--and Our 

57 

JENSEN AsSOCIATES, INC. 



232 

projections already reflect significantly diminished use of gas under 
boilers--our industrial gas demand forecasts are not particularly sensitive 
to changes in environmental regulations. Coal consumption does expand, but 
at the expense of non-gaseous fuels. 

Our industrial forecast is summarized in Table IV-6, Total stationary 
industrial energy demand is expected to increase three percent per year to 
1990, with most of the increase occurring by 1985, Industrial conservation 
will continue to temper industrial demand, particularly after 1985 with its 
large increases in industrial energy costs. Industrial demand for natural 
gas will peak in 1985 and then decline as the most price-sensitive markets 
switch to other fuels. As a consequence, industrial gas markets in 1990 
will not be substantially different than those that existed in 1979, 

Gas Demand in the Electric Utility Sector 

The demand for gas for the generation of electricity in the 1980s will 
be characterized by the following general conditions: 

o overall, use of gas as a fuel in electricity genera­
tion will generally decline via-a-vis other fuels; 

o the greatest potential dema~d for.gas in electricity 
generation will occur in the near term, with total 
potential demand generally declining annually 
through 1990; 

• the demand for gas by electric utilities will, how­
ever, be constrained by the volumes of gas available 
for large boiler fuel uses--hence, unsatisfied gas 
demand will exist among electric utilities prior to 
deregulation; · 

• unsatisfied gas demand in the electric utility sec­
tor will be met primarily by oil, since generating 
facilities based on other fuels such as coal, uran­
ium, and hydropower will already be operating at or 
near their functional upper limits. 

In the 1970s, many electric utilities accastomed to using gas for 
power generation were forced by the onset of gas curtailments to turn to 
alternative generating fuels, In 1970, gas demand by electric utilities 
was 3,9 tcf and by 1977 had dropped to 3,2 tcf. With the return of gas 
availability to the large boiler fuel market, gas consumption for electri­
city generation had increased and in 1979, electric utilities consumed 3,3 
tcf of gas, For 1980, we expect that gas demand from electric utilities 
(unconstrained by supply) will have risen even more--to approximately 3,7 
tcf--and then begin declini~g over the rest of the decade. 
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~ABLE IV-6 

INDUSTRIAL NATURAL GAS DEMAND 

1979 - 1990 

(Trillion Btu) 

Actual Forecast 
1979 1984 1987a 

Demand 6,973 9,410 7,166 

Expected Deliveries 6,973 7,068 7,166 

Deliveries as a 
Percent of Demand 100% 75% 100% 

a The 1987 and 1990 demand forecast is based on a cleared 
market for natural gas. 

b Includes Alaskan volumes. 

Source: Jensen Associates, Inc. 
Gas Requirements Agency 

59 

1990 

6,949 

6, 949b 

100% 
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The reason for the longer-term decline in the role of gas as an elec­
tricity generating fuel is that gas (and oil) is increasingly being rele­
gated to a peakload generating status from its previous role as a baseload 
generating fuel. In effect, generating facilities designed to burn gas 
and/or oil are being used less than facilities based on other fuels--namely 
coal and uranium. Thus, the share that gas and oil together hold of the 
generating fuels market is declining. However, within this joint gas/oil 
share of the generating fuels market, gas has recently been gaining share 
vis-a-vis oil. In 1977, gas and oil accounted for 31 percent of the 2,ll5 
billion kilowatt hours generated in the Lower 48 States. In 1979, this 
share dropped to 28 percent. Looking only at gas versus oil generation, 
gas accounted in 1977 for 46 percent of the 655 billion kilowatt hours 
generated by oil and gas together. By 1979, gas and oil were together 
utilized to generate only 624 billion kilowatt hours of electricity, but 
gas accounted for 53 percent and oil the remainder--a reversal of their 
position in 1977. 

Over the 1980-1990 forecast period, we expect that oil will continue 
to be regarded as a fuel of last resort in the power generaton sector. 
Similarly, gas will tend to share this characteristic, but the effects of 
rolled-in pricing on the gas side along with the existence of some low­
priced, fixed gas contracts between some electric utilities and their gas 
suppliers, will make gas considerably more attractive than oil in those 
locales where it is available for power generation markets. 
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V. SUPPLY/DEMAND BALANCF. 

The increase in natural gas demand between now and 1985, prompted by 
the cotapetitive price advantage of natural gas prior to deregulation, is 
not matched by an improvement in natural gas availability. As a conse­
quence, a not inconsiderable gas shortfall is expected to develop, as shown 
in Table V-1. Since this shortfall is not due to 11 sudden decline in 
supply--as occurred in the interstate markets in the early 1970s with the 
advent of curtailments--but rather is due to a surge in demand, the gas 
industry can effectively manage the shortfall by carefully planning new 
load additions. 

This excess demand collapses following the deregulation of wellhead 
prices when prices are free to rise to market clearing levels. In the post 
deregulation period, gas may be priced above the value of other fuels in 
some regions of the U.S., causirtg large users to switch away from gas anci 
thereby reducing overall demand for gas. During the 1980-1984 period, 
there will be buyers who are willing to pay the regulated prices for gas, 
but cannot obtain it because supply is unable to keep up with demand. 

The magnitude of the post January 1, 1985 adjustment in gas prices is 
dependent on the price of alternate fuels that will determine a market 
clearing price for gas. Based on our lower-bound oil scenario, the roll-in 
capacity (resulting from continued price controls on selected gas cate­
gories) in 1986 is estimated at approximately $13 billion. Supplemental 
gas premiums above the market clearing price absorb $2 billion and the 
balance represents the potential for flyup. 

One of the key elements in establishing the level of flyup will be the 
price of residual oil because natural gas competes with residual oil in 
important marginal markets. High-priority markets typically develop rather 
slowly. Large increments of new supply can generally be quickly absorbed 
only in boiler fuel markets, and Alaskan gas is no exception. Thus, the 
initial deliveries of Alaskan gas are principally in low-priority uses-­
either directly or by displacement--where their major impact is to displace 
foreign oil. Gradually, the availability of the Alaskan natural gas allows 
high-valued process markets to expand their utilization of gas. 

Since we expect petroleum product price spreads to be wider in the 
future~ it would appear that refiners would have incentives to expand their 
yields of light products. Typically, such refinery upgrading would lead to 
reduced supplies of residual oil with attendant strengthening of residual 
oil prices--a scenario that would improve the market for natural gas. How­
ever, our analyses suggests that a substantial level of refinery investment 
will be necessary to keep residual oil yields no higher than they are pre­
sently due to the deteriorating crude slate available to U.S. refiners. 
Because of a petroleum product slate biased toward light products such as 
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TABLE V-1 

SUPPLY AND DEMAND FOR U.S. NATURAL GAS 

1980 - 1990 

(Trillion cubic feet) 

Estimated Forecast 
Potential Gas Demand 1980 1984 1987 

Residential 4.8 4.9 4.9 

Commercial 2.6 2.6 2.6 

Industrial 6.8 9.2 7.0 

Power Generation 3.7 3.4 2.4 

Other ~ ..1.:2. 2.1 

Total Potential Demand 20.5 22.4 19.0 

Ex2ected Gas Su22ly 

Total Supply (Excluding 20.5 19.2 18.3 
Alaska) 

Shortfall 

Without Alaska 3.2 0.7 

With Alaska 3.2 0 

Source:. Jensen Associates, Inc. 
Gas Requirements Agency 
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1990 

4.8 

2.6 

6.8 

2.2 

2.0 

18.4 

17.7 

0.7 

0 
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gasoline, U.S. refiners generally prefer the light African crudes from 
Nigeria, Algeria or Libya--crudes that are not substantially different from 
domestic crudes. 

These light crudes typically have very low residual fuel oil yields. 
However, world reserves of crude oil are increasingly biased toward heavy 
crudes that yield significantly higher outputs of residual oil. If resi­
dual fuel oil supplies remain high relative to the market, it tempers the 
degree of flyup. The essentially by-product residual oil produced will be 
priced as low as necessary to dispose of it, thereby softening natural gas 
prices. The 1979-1980 collapse of the residual fuel oil market in the Mid­
west is a good example. Excess supply of residual oil caused the price to 
drop substantially at a time when crude oil prices were rising. As a con­
sequence, natural gas prices in some industrial markets relaxed in order to 
maintain market share in the face of a shrinking overall demand for energy 
due to the economic downturn that affected the Midwest so strongly. Such 
events are likely to occur again. subsequent to 1985. Although our forecast 
suggests an essentially balanced market, sporadic market disorder (created 
by abrupt changes in economic activity, large increases in supply, etc.) 
cay occasionally cause spot surpluses and shortages. 

Comparison of our supply and demand forecasts indicates a gas surplus 
during all of 1980 and 1981, reaching a balance during 1982 and shortfalls 
in 1983 and 1984. Then, following market adjustments to large gas price 
increases which occur in 1985, we find a continuing balance of supply and 
demand through 1990. Figure V-1 summarizes these changes in gas market 
balances for the years 1980, 1984, 1987 and 1990. This graph shows that in 
1980, a total gas supply surplus of about one-half tcf existed and that 
this situation is expected to change to a shortfall of over 3 tcf by 1984. 
Following the 1985 gas price increases from decontrol, supply and demand 
will be essentially in balance, 

The Impact of Early Deregulation 

The election of Ronald Reagan, together with a Republican Senate in 
November 1980, has signalled a conservative shift in American politics. 
Reagan's economic advisers strongly support private sector investment. and 
economic activity under the stimulus of market forces. In oil and gas, the 
emphasis on supply-side economics quickly translates into deregulation. 
Deregulation of crude oil was quickly accomplished in January 1981 by 
Presidential order; an accelerated timetable for new natural gas deregula­
tion or full deregulation would require Congressional action, but may well 
be proposed by the Administration, The analysis in this report is largely 
based on an assumption of the continuation of the Natural Gas Policy Act of 
1978, which provides for new gas deregulation in 1985. The major question 
which naturally follows is, ''What would be the effect on markets for 
Alaskan natural gas?" 

We have not examined early deregulation in detail and therefore can 
only spec)llate about its possible effects on Alaskan gas markets. We do 
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not share the view that immedJate gas price deregulation would so stilllllate 
the supply side that it would obviate the need for aupplementary sources 
such as Alaska. We are persuaded that the impact of early deregulation 
would be much greater on market ordering and on demand than it would be on 
supply. 

Higher oil and gas prices and the prospects for scheduled deregulation 
have already provided a powerful incentive for drilling activity. Both oil 
and gas well completion footage have increased by more than 40 percent in 
the past three years, gas footage nearly quadrupling and oil footage nearly 
doubling over the decade. The limitations imposed by leasing rates, geo­
physical crews, drilling rigs, and most importantly, evolving ideas for new 
drilling prospects serve to restrict the rate at which acceleration of the 
drilling incentive can produce concrete discovery results. Experience sug­
gests that as drilling activity rises too rapidly, the yield-..,.cf dis­
covered per foot drilled-_,..y fall to offset the activity increase. Thus, 
although we would expect to see some supply improvement from immediate 
deregulation, we would not expect it to be large. 

On the other hand, our projection of excess demand for gas is largely 
dependent on IDllintaining the disparity between price-controlled gas and 
international oil prices. Clearly, deregulation would permit gas, oil and 
conl markets to balance themselves more evenly over the 1981-1985 period, 
providing a more orderly market in the process. This would, presumably, 
eliminate much of the excess gas demand. The greatest concern about early 
new or full gas deregulation is its potential effect on roll-in capacity 
and the ability to subsidize the early entry of Alaskan gas into Lower 48 
markets. In our lower-bound oil price forecast case, Alaskan gas is priced 
above market clearing levels in the early years and requires roll-in to 
enable it to compete in the marketplace. An acceleration of new gas dereg­
ulation would not significantly alter the relationship between clearing 
prices and the average price of old regulated gas, and thus--in our view-­
would not substantially change the extent of roll-in. It would clearly 
have an effect on the way in which flyup occurs. 

Full deregulation, however, would permit all gas to rise to contrac­
tually-determined--as distinct from regulatory-determined--price levels. 
To the extent that indefinite pricing provisions exist in old gas con­
tracts--and much of the old gas in 1987 will be produced from reserves dis­
covered since 1973 where such clauses are common--prices could rise to 
eliminate a substantial portion of roll-in capacity. There is no guarantee 
that roll-in capacity would disappear entirely since many contracts have 
pricing provisions which would prevent their tracking deregulated prices 
directly. But to the extent that the roll-in capacity which would other­
wise serve to cross-subsidize the Alaskan gas is substantially diminished 
by full deregulation, other means of acco~dating the Alaskan price might 
be utilized. These could include such things as variations in rate design, 
greater use of market risk clauses or netback pricing approaches. Netback 
pricing, which is cocmon in a deregulated market econo~, sets the 
delivered price equal to the market clearing level and permits the wellhead 
price to vary as necessary within the terms of the contract. For crude 
prices higher than the lower-bound case--such a~, for example, our least 
unlikely case--the issue disappears since Alaskan gas quickly becomes com­
petitive in its own right without the need for roll-in. 
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THE MARKETABILITY OF ALASKAN NATURAL GAS 

A Summary for Congressional Hearings 
by Jensen Associates, Inc. 

In our studies of the marketability of Alaskan natural gas, we at 

Jensen Associates, Inc. have concluded that commercial markets will exist 

for gas from ~his project throughout the project's lifetime. Despite an 

acceleration of drilling activity, the long-term prospect is for a decline 

in natural gas production from traditional Lower 48 sources. As a result, 

supplements--such as Alaskan gas from this project, imports, and unconven-

tional sources--will be required if the gas industry is to avoid a sub-

stantial loss in its traditional contribution to U.S. energy suppiy. 

Efforts to diversify energy sources in the U.S. away from oil are continu-

ing, but we believe that on the margin imported oil will remain the chief 

competitor for natural gas well into the 1990s. We believe that world 

crude oil prices will inevitably rise in real terms over the course of the 

project, although the timing and extent of individual price increases will 

almost inevitably be erratic. For the next year or so prices, indeed, are 

more likley to fall than to rise. There is thus a likelihood that the 

initial price of Alaskan gas will be above the price at which gas markets 

will clear ag~inst oil, requiring some price accommodation for Alaskan gas 

to assure that it can compete. Congress provided just such a transitional 

pricing approach in allowing roll-in treatment for Alaskan gas under the 

Natural Gas Policy Act of 1978. 
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But if for some reason roll-in i?J not available, changes in the "front end 

loading 11 pricing pattern for Alaskan gas, such as netback pricing at the 

wellhead and levelized rate design, prov~de similar price accommodation. 

We thus believe that a market does exist, and that some mechanism can be 

utilized to assure that prices can be competitive in the early years. 

The year 1981 has proved to be a year of extraordinary upheaval in 

U.S. and world energy markets. The natural gas shortage which plagued the 

U.s. in the early and mid-1970s has given way to a "gas bubble" which has 

persisted for so long that many now call it simply a "gas glut." World 

petroleum markets are in even greater turmoil; the oil price increases 

which were set in motion by the Iranian revolution in late 1978 have had a 

major impact on world oil demand. Only a few years ago, many wondered 

whether OPEC would be willing or able to produce an expected requirement 

of more than 40 million barrels per day by the mid-1980s. Two years ago, 

at this time, demand for OPEC oil exceeded 31 million barrels per day and 

was threatening OPEC's allowable production capacity; at the moment, net 

demand for OPEC production has dropped to 20 million barrels per day. 

World oil prices, which rose more than two and one half times in the cha­

otic markets of 1978 to 1980, are now falling--not only i~ real terms, but 

in current dollar prices, as well--as OPEC price hawks are forced to dia­

count to retain some semblance of an oil market share. The changes have 

been sudden. Even the formal report submitted with this testimony, and 

which is dated only three months ago, foresaw a drop in OPEC demand this 

year to 23 million barrels per day from the then statistical base of 25 
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million barrels per day; it is now 3 million barrels per day lower than 

that. In this kind of market, it is tempting to conclude that there is 

enough natural gas, enough oil, and that the energy problem is almost a 

thing of the past. 

The gas from Alaska, however, is not expected to flow until the win­

ter of 1986/1987, so that the markets which concern us are not those of 

October 1981, but those of 1987 and the years following. A simple obser­

vation can illustrate the rapidity with which energy markets can change 

and place marketability issues in a new context. South Louisiana is a 

major contributor to today's gas bubble because of the prolific production 

rates possible with its reserves. If one were to make the simplifying 

assumptions that depletion rates in the area could be maintained at cur­

rent levels and that no new discoveries would be made, the gas from South 

Louisiana would be virtually all gone by the time the Alaskan gas comes on 

line. South Louisiana is the largest gas producing area in the U.S., 

representing 26 percent of Lower 48 reserves and 35 percent of Lower 48 

production. We do not mean to suggest that these assumptions are realis­

tic, but only to show how greatly energy markets will have changed by that 

time. 

Our evaluation places the marketability question in three broad con­

texts--the outlook for natural gas demand, the outlook for supply, and the 

role of price. Estimates of future natural gas requirements have been 

steadily reduced as observers have become aware of the extent to which 

natural gas demand is responsive to price. But although target require­

ments are down, we believe the long-term outlook for Lower 48 productio~ 
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is also down despite current optimistic trends in gas well drilling acti­

vity. Thus supplements will increasingly be needed to satisfy the projec­

ted requirements. 

The underlying driving force which will be most influential in creat­

ing. increased demand for gas in general, and a market for"Alaskan supplies 

in particular, is an increase in real prices for world oil. A major por­

t ion of existing U.S .. industrial and power -gene rat ion p1ant capacity is 

designed for oil and/or gas firing and is not readily convertible to coal 

or other fuels. Thus, rising oil prices quickly shift demand to gas. In 

addition, prices of most supplementary gas supplies--such as Canadian, 

Mexican or LNG--are being linked to oil. Rising real prices for oil thus 

make Alaskan gas--without such linkage--increasingly attractive relative 

to alternate supplies. 

The Outlook For Natural Gas Demand 

If the NGPA were to go to term in its present forQ, we foresee two 

distinct periods of gas demand behavior during the 1980s. Prior to new 

gas price decontrol in 1985, gas demand will grow in the price-sensitive 

industrial and power generation sectors as the price gap between gas and 

fuel oils remains. By 1983 this increasing demand will have absorbed the 

current gas supply surplus and exceeded available supply, creating an 

imbalance period lasting until decontrol of new gas prices in 1985. Fol­

lowing decontrol, gas prices will rise rapidly relative to other fuels 

causing some loss of demand by industrial and electric utility users. 

Price will then bring supply and demand into balance for the rest of the 

decade and beyond. 
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During the entire decade, residential and commercial demands will 

remain essentially constant. Industrial and power generation demands will 

increase significantly through 1984. Following gas price decontrol, the 

latter two price-sensitive demands will drop sharply as they switch to 

cheaper fuels. 

Our demand estimates are shown in Table I. If the deregulation pro­

visions of NGPA are modified by Congress through some form of accelerated 

deregulation, the impact on the market would be to clear it earlier, eli~ 

inating the excess demand we foresee prior to 1985. The volume effects 

would tend to be concentrated in those same markets which would not be 

served under conditions of excess demand--industrial boiler requirements 

and dual-fueled power generation demand. 

The Outlook For Gas Supply 

Natural gas reserve additions in the Lower 48 States last exceeded 

- production in 1967 and, as a result, proved reserve levels in the U.S. 

have steadily declined. The industry has been able to effect a partial 

offset to this sharp decline in proved reserves by steady increases in the 

rate-of-take from remaining reserves. This has occurred both as a result 

of increased emphasis on in-fill and other relatively low-risk development 

drilling activity, as well as from the fact that the major Gulf Coast pro­

ducing region is geologically capable of quite rapid depletion rates. 

We do not believe that the increased drilling rates which we foresee 

will be sufficient to offset the steady decline in gas reserves added per 

foot of drilling effort. Therefore, we expect a continued decline in 

Lower 48 proved reserves. In addition, because of the changes in regional 

5 
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Table I 

LOWER 48 STATE GAS DEMAND FORECAST SUMMARY 

(Quadrillion Btu) 

Estimated 
Consumption Forecast Demand 

~ 1980 1984 1987 1990 

Residential & 
Commercial 7.5 7.7 7.7 7.6 

Industrial 7.1 9.4 7.2 6.9 

Power Generation 3.6 3.5 2.5 2.2 

Other 2 •. 8 2.3 2.1 2.0 

Total Demand 21.0 22.9 19.5 18.7 
===-= 

Source: Jensen Associates, Inc. 
Gas Requirements Agency 
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patterns of discoveries and in the nature of drilling activity, we foresee 

that at some point, production rates as a percent of proved reserves will 

peak, causing production to fall more rapidly thereafter. Thus, supple­

mentary sources of gas supply will increasingly be needed to compensate 

for declining Lower 48 production. We do not share the view that early 

price deregulation would so stimulate the supply side that it would obvi­

ate the need for supplementary sources such as Alaska. We believe the 

effects of early deregulation would be Itllch greater on market orde·r ing and 

on demand than it would be on supply. 

Our forecast of Lower 48 State conventional production declines by 

28 percent between 1980 and 1990. This is partially offset by an increase 

in supplemental supplies such as pipeline imports from Canada and Mexico, 

LNG imports, synthetics, Alaskan gas and unconventional production. The 

result is that total supply declines 11 percent during the decade, from 

21.0 quads in 1980 to about 18.7 quads in 1990. Details of our supply 

forecasts are provided in Table II. Our gas supply/demand balance--under 

the assumption of continuation of NGPA as it stands--are shown in Figure 

I. 

The Role of Price 

Perhaps the single most important element in competitive fuel price 

formation during the 1980s will be the outlook for international oil 

pricese Rising real prices for OPEC oil supplies have two important 

effects on oil and gas competition. First, rising oil prices tend to 

stimulate the demand for gas at the expense of oil--particularly in the 

price-sensitive dual-fuel market. But since prices of most supplementary 

JENSEN AssociATES, INC. 
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Table II 

LOWER 48 STATES GAS SUPPLY FORECAST SUMMARY 

(Quadrillion Btu) 

Estimated Forecast 
Source 1980 1984 1987 1990 

Conventional Production 19.9 16.8 15.5 14.4 

Unconventional Production 0.1 0.1 0.3 

Imports 1.0 2.6 2.9 2.9 

Alaskan North Slope 0 0 0.8 0.8 

Synthetics 0.1 0.1 0.2 0.3 

Total Supply 21.0 19.6 19.5 18.7 

Source: Jensen Associates, Inc. 
Department of Energy 
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supplies, such as LNG or overland· imports, will increasingly be tied to 

international oil price levels, rising oil prices make these sources rela­

tively less attractive by comparison with Alaskan gas. Thus, a rising oil 

price environment makes Alaskan gas increasingly competitive, not only 

with oil, but with most other supplementary gas sources as well. 

The year 1981 has seen a marked shift in the outlook for world oil 

supplies and prices, The successful weathering by world oil markets of 

the Iraq-Iran crisis, together with unexpectedly high reductions in world 

oil--and OPEC oil--demand has forced most oil economists to moderate their 

projections. In our formal report we utilize a 11 lower bound 11 oil price 

projection to teat the marketability of Alaskan gas. We believed at the 

time the report was written--and believe now--that the "lower bound" price 

projection is a conservative statement of oil price behavior over the 

decade. But with the events in world markets of the summer and fall of 

1981, it is probably no longer appropriate to describe it as a "lower 

bound 11 case in the early years before Alaskan gas flow-s, since the turn­

around in world oil demand may be extended beyond 1983. Our forecasts of 

long-term crude prices continue to reflect the expectation that price 

behavior during crisis will be a major element of future oil price forma­

tion. 

From 1973 to 1981, prices of international oil to U.S. markets rose 

at an average rate of nearly 14 percent per year in real terms. This was 

not a classical steady growth curve, how-ever, since virtually all of the 

increase was confined to two comparatively short periods--october 1973 to 

February 1974 during the Arab oil embargo, and again from December 1978 to 

10 
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February 1980 precipitated by the Iranian revolution. There is thus com­

pelling evidence that the dominant force in real price increases over the 

decade has been the panic buying which accompanied the crisis markets of 

1973/1974 and 1978/1980 rather than any orderly price administration by 

OPEC. OPEC's principal role has been to resist the erosion of real oil 

prices during the periods between rises. A forecaster who ignored the 

crisis element would have been right nearly seventy percent of the time, 

but might have missed the action of markets during which nearly eighty 

percent of the price increase occurred. The crisis element in price form­

ation arises when political disruption coincides with a high level of net 

demand on OPEC. The coincidence was there in 1973 and again in late 

1978. Prices weathered one tight market in late 1976 without taking off 

since the element of political disruption was missing. Conversely, the 

onset of the Iraq-Iran war occurred while markets were softening and the 

assassination of Anwar Sadat occurred at the lowest level of net demand 

for OPEC oil in the last thirteen years. 

The magnitude of the present drop in OPEC demand, and the anticipated 

return of Iraq and Iran to the market, have convinced many observers that 

tests of OPEC's willingness or ability to produce are a thing of the 

past. But current production levels are misleading in a world in which 

OPEC tends to absorb much of the energy downswing, and a combination of 

worldwide economic downturn and contraseasonal inventory liquidation has 

pushed OPEC demand to abnormally low levels. For example, current esti­

mates of worldwide inventory liquidation range as high as two million bar­

rels per day during a season when inventories are normally expected to 
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increase by two million barrels per day--a four million barrel per day 

swing. In our view, net demand on OPEC oil will increase again after the 

completion of the current inventory liquidation, and a resumption in 

growth of econoaic activity in the OECD, perhaps during 1983. With the 

limited prospects for any significant increase in OPEC's available capa­

city over the decade, we believe that capacity--and price--will be tested 

again even without a new major disruption in the Middle East. 

In our formal report, we have utilized two forecasts of oil prices. 

One of theoe--our least unlikely case--was based on the expectation that 

international oil price formBtion would operate very much during the 1980s 

as it has during the 1970s. The dominant feature of recent international 

oil price development has been a sporadic political or military crisis in 

the Middle East; this has generated panic buying' in the marketplace and a 

rnpid escalation in oil priceo. These prices subsequently decline in real 

terms as the disruption pnases and world econoaic activity reacts to the 

shnrp dislocations in pricing. For our least unlikely case, we arbitrar­

ily assumed that a disruption would occur in 1984 and the pricing pattern 

both during and after the disruption would be similar to 1973/1974 and 

1979/1980. 

For purposes of our market analysis, however, we have assumed that 

such a forecast, with its disruptive price pattern, would not present a 

credible test of the marketability of Alaskan gas. Therefore, we have 

utilized instead a "lower-bound" price caoe which assumes declining real 

prices through the end of 1982 with a turnaround thereafter. From the 

low point starting in 1983, we anticipate a three percent per year 
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increase, the rate at which we believe the OPEC long-term strategy pricing 

formula would operate if it is adopted by the end of 1982. The net effect 

of this price forecast is a real price increase of 1.8 percent per year 

from 1980 to 1987. 

It is this-projection which we have utilized in this report to test 

Alaskan gas marketability. The basic crude projection has been adjusted 

for transportation and other crude oil sources, and then converted into a 

price series for the refiners' acquisition cost of crude oil. This series 

has been used in turn to develop both distillate and residual fuel oil 

prices by region. 

In the Natural Gas Policy Act, Congress granted Alaskan gas the right 

to rolled-in treatment for ratemaking purposes. This was designed to per­

m~ price-controlled old gas (which will continue long after 1985 new gas 

deregulation) to cross-subsidize any portion of the price of Alaskan gas 

over and above market clearing price levels. In a high oil price scen­

ario, Alaskan gas quickly becomes competitive on the margin, as real oil 

prices overtake the initially higher-priced Alaskan gas. In our least 

unlikely combination of oil and gas prices, Alaskan gas requires little 

roll-in treatment during the early years to be marketable. 

However, in our lower bound case, Alaskan gas must rely--in the early 

years, at least--on some form of price accommodation such as the rolled-in 

treatment which Congress granted it in the NGPA. We estimate that if the 

NGPA goes to term, the 1987 market will have 25 percent of total U.S. gas 

supply still regulated b~low the market clearing levels, amounting to a 

roll-in capacity of $11.7 billion. Other supplementary gas supplies, 
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priced above clearing levels, will utilize a portion of thie capacity, but 

most of it remains to accommodate the Alaskan gas and to provide a poten­

tial for 11flyup11--the rapid market and contractual escalation of deregu­

lated new gas prices in 1985. Figure II illustrates the roll-in capacity 

numbers for 1987 when the relative prices of Alaskan gas and oil are least 

favorable. 

The extent to which this roll-in capacity will actually be available 

depends on world oil price levels, the nature of gas price regulation 

between now and 1985, and the extent to which the gao pipeline industry, 

through ito contracting practices, mny lock in enough deregulated gna 

price escalation to absorb part of this capacity. We have assumed that 

the individual reoelling pipelines would be in the best position to coor­

dinate their gas contracting practices, their markets, and the rolled-in 

accommDdation of AlaDkan gaD. Indeed, we have aeen evidence of just this 

sort of integrated supply/market planning taking place, and as a result 

our report concludes that the roll-in capacity will be there for the lower 

bound case. 

The recent debate over early gas deregulation, the turbulence in 

world oil markets and the response of OPEC, raise legitimate questions as 

to what would happen to the markets for Alaskan gas if the roll-in capa­

city is not available ao Congress intended. It is important to recognize 

that the Alaskan price projections utilized throughout our report and 

illustrated in Figure II are "front-end loaded." The cost-of-service 

ratemaking approach utilized by U.S. utilities attempts to recover opera­

ting costs and a return on undepreciated plant investment in the rates 

14 

JENSEN AssOCIATES, INC. 



Price 
$per 
million 
btu 

(1980 

B 

6 

4 

0 

254 

1987 ROLL-IN CAPACITY OF U.S. NATURAL GAS MARKETS 

{Based on Lower Bound Crude Price 

and 

Upper Bound Alas-kan Price) 
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charged to customers. This makes rates, for a major project such as this 

one, highest at start-up and declining thereafter as the plant investment 

ie depreciated. In addition, the Congreeeional preference for price regu­
r 

lation of Alaskan gas at the wellhead represents an abandonment of the 

more customary "netback11 approach to new project wellhead pricing where 

producers charge no more than what the market will permit during early 

years, in return for greater pricing flexibility later on. This approach 

prices gas higher in the early years then it would be priced under the 

customary netback approach and is thus also front end loaded. By adopting 

approaches which have the effect of shifting to a more level rate struc-

ture over the life of the project, the sponsors have much more flexibility 

to accommodate those market uncertainties than the schedule of prices 

which we have utilized in this report might suggest. No one that we know 

is seriously suggesting that OPEC oil could continue to be cheaper than 

Alaskan gas over any significant period of project life. 

In summary, we believe that a commercial market for Alaskan gas will 

exist in 1987. Ita volumes will be required along with other supplements 

if natural gas is not to play a significantly reduced role in meeting 

future U.S. energy demands. In our least unlikely world oil price seen-

ario, Alaskan gas will increasingly be competitive with alternate gas 

supplies, which will be largely linked to oil. Lower oil price scenarios, 

such as the lower bound estimate which we have utilized in our report, 

will require some price accommodation in the early years. Congress has 

provided for the use of roll-in capacity to help Alaskan gas through the 

early start-up years, but other pricing approaches such as wellhead net-

back pricing and changes in pipeline rate design can also be utilized to 

accommodate the market. 
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APPEllDIX F 

COMPARISON OF ANGTS COST OF SERVICE 
WITH ALTERNATIVE FUEL PRICES 

'LEAST UNLIKELY OPEC'S 
MARKER CRUDE 

BOUND OPEC'S 
CRUDE 

ANGTS COST OF 
AI(SERVI CE 
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APPENDIX G 

Net NatioMI Economic E*iefits 
at the Alaska Natural G!l2 
Tram.portation System 

The Alaska Natural Gas Transportation System (ANGTS) is 
the largest privately financed project ever to be 
considered. Its completion will generate enormous net 
national benefits. The present value of the Alaskan' gas 
that ANGTS will bring to the United States is likely to 
be between $90 and $140 billion.* The total present 
cost of delivering this gas (including the wellhead cost 
of the gas) is approximately $50 billion over the 
25-year project life. Accordingly, the present value of 
the net benefits of ANGTS is between $40 and $90 billion 
for all u.s. parties associated with the project. For 
our base case, we use the median gas value of $110 
billion, which yields a median NNEB of $60 billion. All 
of the above values are in January 1980 dollars, 
discounted in real terms at 3 percent to mid-1981. 

The parties associated with ANGTS include the consumers, 
the state and federal governments, and the project 
investors. The benefits will provide the project 
investors with returns sufficient to attract their 
respective investments. Additionally, the governments 
will receive benefits in the form of tax receipts. 

In September 1977, President Carter rendered a decision 
that the Northwest Alaskan Pipeline Company be desig­
nated to construct and operate those portions of the 
ANGTS within the State of Alaska.** Because project 

* These values are the mode and expected value for the 
gas value, respectively. 

** Executive Office of the President, Energy Policy and 
Planning, Decision and Report to Congress on the Alaska 
Natural Gas Transportation System (September 1977) • 
Hereinafter cited as the Decision. Northwest Alaskan 
Pipeline Company is the operating partner for the . 
consortium (Alaskan Northwest Natural Gas Transportation 
Company) presently sponsoring the Alaskan segment of 
ANGTS-
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INTRODUCTION 

cost estimates have changed substantially since the 
Decision, the project sponsors must demonstrate that the 
project is still in the public interest.* 

Accordingly, Northwest Alaskan Pipeline Company asked 
Resource Planning Associates, Inc. (RPA), to independently 
assess the net national economic benefits (NNEB) of 
ANGTS. Northwest Alaskan Pipeline Company provided the 
project cost assumptions for the analysis. RPA conducted 
the analysis of the NNEB and we present our findings in 
this report. First, however, we define the NNEB and 
explain the report organization. 

DEFINITION OF NET NATIONAL ECONOMIC BENEFITS 

Net national economic benefits of a project are simply the 
economic costs subtracted from the economic benefits. As 
shown in Exhibit 1, the total costs of the delivered gas 
are the sum of two major cost categories: the project 
capital costs and the project annual costs. The latter 
consist mainly of the price of the gas at the wellhead. 
The gas is valued at the wellhead for the annual cost 
calculation. The benefits of the gas derive from the 
market value of the gas.** 

* Order No. 31, "Order Setting Values for the Incentive 
Rate of Return, Establishing Inflation Adjustment and 
Change in Scope Procedures, and Determining Applicable 
Tariff Provisions," Docket No. RM78-12 (June 8, 1979), 
P• 53. 

** Our evaluation excludes indirect benefits, such as 
increased energy independence, improved balance of 
payments, and more jobs. Consequently, our estimate of 
the value of the gas is conservative. 
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INTRODUCTION iii 

The time patterns for the costs and benefits of ANGTS are 
significantly different. The capital costs are incurred 
prio'r to gas flow, whereas the benefits accrue over a 
minimum 25-year project life. Therefore, the NNEB is 
largely a matter of society's time value of capital. In 
our analysis, we used a 3 percent real discount rate for 
the base case assumption. With an inflation rate 
assumption of 11 percent, the annual discount rate is 14 
percent. 

As shown in Exhibit 1, the NNEB is the total value avail­
able for sharing among project investors, government, 
participants, and consumers. The relative shares are 
determined by project costs, market factors, laws and 
regulations (such as the Federal Energy Regulatory 
Commission's incentive rate of return mechanism), and tax 
policies. 

REPORT ORGANIZATION 

This report is divided into three parts. In Chapter 1, we 
present the value of the gas to be delivered by ANGTS. We 
used an approach that combines the judgment of 28 nation­
ally recognized energy experts to show that the value of 
the gas is large under all reasonable circumstances. 
Chapter 2 presents the capital and annual costs for the 
project, as provided by Northwest Alaskan Pipeline 
Company. Chapter 3 combines the results of Chapters 1 and 
2: in it we elaborate on our definition of NNEB and 
examine the sensitivity of the base case to changes in 
several major assumptions. We also demonstrate that the 
NNEB is large under all reasonable circumstances. 
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THE VALUE 
OF ANGTS GAS 

The value of the delivered Alaskan gas is a major deter­
minant of the NNEB. It is also the most difficult factor 
to predict, due to its heavy dependence on highly 
uncertain future energy prices. Consequently, we devoted 
a major effort in the NNEB analysis to this area. This 
effort involved utilizing the judgments of a broad 
cross-section of nationally recognized energy experts. 

We define the value of delivered Alaskan gas as the whole­
sale revenue it could command at the pipeline termini -­
that is, at the Chicago and San Francisco region gateways* 
-- in an unregulated environment. This is equivalent to 
the wholesale cost of fuels that would be consumed in the 
absence of Alaskan gas, approximately adjusted for differ­
ences in the costs of local distribution and end-use 
utilization. In Chapter 3, we explain the use of gas 
value, thus defined, in calculating the NNEB. 

To account for the high degree of uncertainty in the 
future value of Alaskan gas, we interviewed. 28 nationally 
recognized experts on future energy prices. 7hese 
interviews were conducted during the first quarter of 
1981. These experts and their affiliations are listed in 
Exhibit l.a. The combined results of our interviews are 
summarized as a probability distribution in Exhibit l.b. 
on· a levelized basis, the median gas value is $9.17 per 
million Btu in 1980 dollars. The expected value is $11.79 
and the mode (most likely) is $7.50. The probability of a 
value less than $4.94 is 10 percent, as is the probability 
of a value greater than $18.32. 

* A small amount of Alaskan gas is also delivered within 
the State of Alaska. This is included in our definition 
of the value of ANGTS gas. 
@ 



Exhibit l.a 

PARTICIPANTS IN ANALYSIS OF 
THE VALUE OF ALASKAN GAS 

Expert 

Al.vin Alm 
Michael Barron 
Kenneth Darrow 
John Ecklund 
Robert Fri 
J. Michael Gallagher 
Dermot Gately 
John Gault 
Roger Glassey 
Eugene Harless 
Patrick Henry 
Charles Hi.tch 
Larry Jacobsen 
Michael Kennedy 
John Lichtblau 

Henry Linden 
Rene Males 
Ted Moran 
Roger Naill 
Richard Nehring 
Dale Nesbitt 
David Nissen 
Warner North 
Jlll!les Plummer 
James Reddington 
Benjamin Schlesinger 
John Stanley-Miller 
James Sweeney 
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Affiliation 

Harvard University 
Department of Energy 
Gas Research Institute 
Central Intelligence Agency 
Energy Transition Cozporation 
Bechtel 
New York University 
Jensen Associates 
University of California, Berkeley 
SRI Inte~ational 
Booz, Al.len, and Hamilton, Inc. 
University of California, Berkeley 
Federal Reserve Board 
University of Texas 
Petroleum Industry Research 

Foundation, Inc. 
Gas Research Institute 
Electric Power Research Institute 
Georgetown University 
Department of Energy 
Rand Corporation 
Decision Focus, Inc. 
Chase Manhattan Bank 
Decision Focus, Inc. 
Electric Power Research Institute 
Department of State 
American Gas Association 
Department of Energy 
Stanford University 
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Exhibit l.b 

COMPOSITE DISTRIBUTION ON THE ANNUITY 
EQUIVALENT VALUE OF NATURAL GAS 
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THE VALUE OF ANGTS GAS 1.2 

For our base case, we assume the delivered volume of gas 
to be approximately 2 billion cubic feet per day, 
beginning in late 1986 and continuing for 25 years. This 
is the flow rate already authorized by the State of 
Alaska, and sufficient gas reserves have been proven to 
assure its feasibility. 

Using the assumptions described above, the median present 
(mid-1981) value of the gas is $110 billion in 1980 
dollars. The mode and mean values of the gas are $90 and 
$140 billion, respectively. 

To derive the value of Alaskan gas, we employed the 
five-step process depicted in Exhibit l.c. First, the 
range of possible settings for energy prices was con­
sidered by constructing 30-year scenarios of political­
economic energy conditions. Second, based on these 
conditions, a probability distribution on world oil price 
in the year 2000 was assessed. Third, five 30-year world 
oil price scenarios were constructed, each corresponding 
to a price in the year 2000 sampled from the distribu­
tion. Fourth, for each world oil price scenario, three 
gas value scenarios were assessed. Fifth and finally, 
probability distributions on the levelized value of 
Alaskan gas were calculated based on the assessments 
obtained in the previous steps. Each step is further 
explained below. 

Step 1: 
Develop Scenarios 

During our interviews with individual experts, a series of 
30-year scenarios was developed. The scenarios included 
the experts' assumptions about the most influential fac­
tors on general world oil price levels. Typically, the 
experts considered world economic growth, geopolitical 
pressures and events (particularly in the Middle East), 
technological developments, governmental policies, and 
supply and demand elasticities. They developed at least 
three scenarios -- a likely scenario, a high energy price 
scenario, and a low energy price scenario. 
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Exhibit l.c 

FIVE-STEP APPROACH TO ESTIMATING 
VALUE OF ALASKAN NATURAL GAS 

<D . 30-Year Scenanos 
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Energy Condltions 
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Distribution of 
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THE VALUE OF ANGTS GAS 1.3 

To illustrate, low-price scenarios were characterized by 
many experts as involving a stable Middle East and rapid 
technological development and/or depression in most 
industrialized countries and high elasticity of demand. 
High-price scenarios were generally characterized by 
international strife, slow technological progress, and 
environmental barriers to resource development. 

Step 2: 
Estimate World Oil 
Price in the Year 2000 

For each of the scenarios defined in Step 1, the experts 
then developed estimates of world oil price in the year 
2000. These estimates for each scenario were made as 
probability statements to capture the experts' degree of 
confidence. For example, one expert stated: "Given the 
low-price scenario, we have one chance in ten that no real 
growth in oil price will take place." 

Using these results, and also consider·ing implicitly the 
multitude of other scenarios that could unfold, the ex­
perts then developed an overall probability distribution 
on world oil price in the year 2000. Exhibit l.d shows 
the result for an expert who believes there is a 10 
percent chance that the price will exceed $114 per barrel 
in 1980 dollars and a 10 percent chance that it will be 
less than $53 per barrel. This expert also considers it 
equally likely that the price will be above or below $75 
per barrel. 

The distributions for all 28 experts are overlaid in 
Exhibit l.e. Not surprisingly, a great divergence of 
opinion exists among these experts. One said the price 
will not be less than $150 per barrel, while another con­
tended that it will not be greater than $70 per barrel. 
This divergence is due to differing opinions about events 
in the Middle East, oil discoveries, technological pro­
gress, synfuels production, coal development, and future 
societal values. 
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Exhibit l.d 

EXAMPLE OF ONE EXPERT'S DISTRIBUTION ON 
THE PRICE OF WORLD OIL IN THE YEAR 2000 
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THE VALUE OF ANGTS GAS 1.4 

The collective judgment of all experts, giving equal 
weight to each opinion, results in a price ranging from 
$22 to more than $200 per barrel, with an expected value 
of $96 per barrel. We can safely say that the experts 
consider long-term energy prices extremely uncertain. 
Consequently, any single point estimate is of questionable 
worth to decision makers. 

Most experts were optimistic about the ability of the 
world economy to cope with less oil. To support this 
view, they pointed to the relatively minor effect of the 
loss of Iraqi and Iranian production over the last year. 
Some, however, considered the world economy less resilient 
and thought that reduced oil supply combined with higher 
prices would cause a deep, prolonged world depression. 
This economic chaos could lead to very low oil prices in 
the long term. These experts also thought that high oil 
prices would cause rapid substitution away from oil and 
gas, thus lowering oil prices. 

Several experts believe that world oil prices would 
develop along one of two equally likely scenarios. One 
scenario is a benign and stable Middle East with rela­
tively high oil production. The other is a turbulent 
Middle East with major export production shortfalls. The 
result is a probability distribution on world oil price in 
the year 2000 that is a composite of two very different 
distributions, one for each scenario. 

Step 3: 
Assess World 
Oil Price Patterns 

In this step, we extended the results of the previous step 
to cover the entire period between 1980 and 2010. First, 
we chose five representative prices from the distribution 
on world oil price in the year 2000. Then, the experts 
developed a 30-year time pattern of oil prices consistent 
with each of these prices. If experts felt that signifi­
cantly different patterns could be consistent with a 
single price, they were asked to assess a "weighted aver­
age pattern." An example of an expert's price patterns is 
presented in Exhibit l.f. 
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Exhibit l.f 

EXAMPLE OF ONE EXPERT'S 
30-YEAR WORLD OIL PRICE PATTERNS 
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Opinions about time patterns for world oil prices also 
varied considerably. However, most experts felt that 
prices would increase substantially and that most of this 
increase would occur between now and the year 2000, with a 
slow increase or decline beyond the year 2000. This 
pattern was explained in several ways. First, experts 
anticipated that new and more efficient energy production 
and utilization technologies would emerge by the year 
2000, thus halting the rise in oil prices. Second, many 
experts believed that at least one major disruption in the 
world oil market would occur before the year 2000. 
However, there were three points of view as to the effect 
of this disruption on oil prices. Most experts expected 
that the price would jump and then remain nearly constant 
until the long term trend caught up, or until there was 
another disruption. A'few foresaw a temporary surge in 
prices, followed by a return to the trend. And one 
anticipated that a surge would later cause the price to 
fall below the trend line. 

In addition to these general patterns, two unique fore­
casts are noteworthy. One expert envisioned a possible 
future in which the Organization for Economic Cooperation 
and Development (OECD) would abandon conservation and new 
technologies and would later be caught unprepared by the 
price increases of the Organization of Petroleum Exporting 
Countries (OPEC). In this scenario, OPEC would adopt a 
benign pricing strategy for the next ten years. This 
period would be marked by slowly declining world oil 
prices and followed by aggressively coordinated price 
hikes, which would result in very high oil prices in the 
period between 1990 and 2010. Another expert forecasted 
an attempt by OPEC to achieve a major price increase in 
the early 1980s, which would prompt extreme reactions by 
the consuming nations (e.g., mandatory conservation 
measures or military intervention in the Middle East). 
After the reaction, demand would drop sharply, OPEC would 
collapse, and world oil prices would fall accordingly. 

Step 4: 
Estimate Gas Value Scenarios 

For each of the world oil price patterns developed in Step 
3, the experts were asked to consider the premium or 
discount that gas could command in the unregulated u.s. 
energy markets. The experts considered the factors that 
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may cause gas to be valued above or below oil on an 
equivalent-Btu basis. These factors include the cost of 
fuel conversion, long-term suppiy and demand situations, 
air quality atandards, and other regulations affecting 
energy use. 

Each expert developed three gas value estimates (10 
percentile, SO percentile, and 90 percen~ile estimates) 
for each of the five oil price patterns, leading to 15 
gas~value patterns. Again, the experts' opinions about 
the gas value relative to oil price levels varied 
considerably over the 30-year period. Generally, the 
different views hinged on the weight given to the premiums 
for liquids in the transportation sector and the premiums 
given to cleanliness and efficiency for the gas. Most 
experts also took into account the future conversion costs 
from one fuel to the other. 

Two camps emerged among the experts: those who considered 
gas a discounted fuel (especially if oil price level was 
very high), and those who expected a slight premium for 
the gas because of its clean-burning characteristics. All 
experts considered gas value to be linked closely to world 
oil price. 

Step 5: 
Develop Probability 
Distribution on Gas Value 

In the final step, we calculated a probability distri­
bution for each expert on the levelized value of Alaskan 
gas, as well as a composite distribution. The levelized 
gas value is a single-number summary of a pattern of 
values over time. It is a uniform annuity equivalent 
(i.e., a constant annual value whose present value is the 
same as a changing pattern). As shown in Exhibit l.g, a 
single levelized value may correspond to widely different 
patterns of values. We chose levelized value as the 
measure of the value of Alaskan gas for three reasons. 
First, it can be more readily compared to other energy 
prices. Second, it can be used to calculate the absolute 
present value of the gas. Third, it can be represented 
graphically by a probability distribution. 
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Exhibit l.g 

RELATIONSHIP BETWEEN GAS-VALUE PATTERNS 
AND THE ANNUITY EQUIVALENT VALUE OF GAS 
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The results obtained in this step are displayed in Exhibit 
l.h. The heavy curve is the composite distribution that 
was obtained by giving each expert equal weight; it is the 
same as the curve in Exhibit l.b. 

For each expert, the probability distribution on levelized 
gas value was calculated as follows: 

e Each of the 15 gas-value patterns (three for each of 
the five world oil price patterns) was converted to a 
levelized value. 

• Probabilities were approximated for each of these 
values, based on the assessments of Steps 2 and 4. 

• The distribution was constructed from the 
probability-value pairs. 

The collective judgment was the gas value used for the 
NNEB analysis presented in Chapter 3. The median value 
annuity equivalent of $9.17 per million Btu was used for 
the base case. Given that the gas value distribution {s 
highly skewed upward with an expected value of $11.79 per 
million Btu, this assumption is conservative. 
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ANGTS COSTS 

ANGTS is composed of a gas-conditioning facility at 
Prudhoe Bay and several major pipeline segments that 
ultimately deliver gas near Chicago and San Francisco. 
The total cost of delivering the gas to the U.S. consumers 
is $73 billion in 1980 dollars. This includes the cost of 
the natural gas at the wellhead, the capital costs of 
facilities to condition and transport Alaskan gas, the 
operating and maintenance costs, and Canadian annual 
costs. It does not include inflation, financing charge~, 
or the incentive rate of return rate base adjustment. 
Discounted at a 3 percent real discount rate, the total 
mid-1981 present value cost is approximately $50 billion 
in 1980 dollars. The components of this cost are illu­
strated in Exhibit 2.a. In this chapter, we present the 
estimates of the capital and annual costs of ANGTS as 
provided to RPA by the Northwest Alaskan Pipeline Company. 

CAPITAL COSTS 

The gas-conditioning facility, the Alaskan segment of the 
pipeline, and the northern portion of the Canadian segment 
must be built solely to prepare and transport the natural 
gas produced at Prudhoe Bay. The southern portion of the 
Canadian segment and the U.S. Eastern and Western segments 
of the pipeline will transport both Alaskan and Canadian 
gas. The combined capital costs attributable to con­
ditioning and delivering Alaskan gas add up to $19.5 
billion in 1980 dollars. Discounted at 3 percent, the 
present value of these costs is $17.7 billion. Capital 
costs represent 34 percent of the total cost to be borne 
by the United States. They are explained individually 
below. 



277 

Exhibit 2.a 

COMPONENTS OF THE TOTAL COST OF 
DELIVERED GAS (1980 $ billions 
present value) 

----------------------TirrALCOST--------------------~ 
49.9 

;---CAPITAL COSTS-------., ........ -------- ANNLW. COSTS-------. 
U.7 ~~ 

Gas-conditioning 
Plant 
3.0 
t 

Alaskan 
Segment 

9.6 

Western 
Leg 
0.6 
t 

T 

Operations and 
Maintenance Costs 
1.4 

Wellhead Price 
25.4 

i 
Canadian 
Segment 

3.4 

Eastern Canadian 
Annual Costs 

5.4 
Leg 
1.1 

Aaaumptlona: 

NGPA WeHhead Price 
(including 10% Alaskan severance tax). 

No Design and Scope Changes. 
No Regulatory Delays. 
lncrememaJ Capital Costs ol Transpottalion 

System for Alaskan Gas Only. 
Real Diacounl Rate ot 3%. 
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Gas-Conditioning Facility 

A $3.3 billion cost is assumed for the gas-conditioning 
facility in 1980 dollars. The present value cost is $3.0 
billion in 1980 dollars, using a 3 percent real discount 
rate. This cost represents 17 percent of the capital 
costs and 6 percent of the total cost of ANGTS. 

Alaskan Pipeline Segment 

From the gas-conditioning facility at Prudhoe Bay, the 
Alaskan segment of the pipeline system takes the gas south 
to Fairbanks and then southeast to the Canadian border. 
Second to the cost of the gas itself, this segment has the 
largest cost associated with the project. The capital 
cost for the Alaskan pipeline segment is $10.6 billion in 
1980 dollars. Using a 3 percent real discount rate, the 
present value of this cost is $9.6 billion. The Alaskan 
pipeline segment accounts for 54 percent of the ANGTS 
capital costs and 19 percent of the total cost to be paid 
by the United States for Alaskan gas deliveries. 

Canadian Pipeline Segments 

From the Alaskan border, the gas is transported southeast 
through Canada to the United States. The cost of the 
Canadian pipeline segments is approximately $5.8 billion 
in 1980 dollars. However, some of the pipeline capacity 
will be devoted to carrying Canadian gas. Of the 1179.9 
trillion cubic feet per year to be delivered through ANGTS 
in the Lower-48 states, 406.4 trillion cubic feet (or 34 
percent) will be Canadian gas. Accordingly, approximately 
34 percent of the Canadian portion of ANGTS is devoted to 
Canadian gas transportation. The capital cost attribut­
able to Alaskan gas is therefore $3.8 billion in 1980 
dollars. Discounted at 3 percent, the present value of 
the Canadian capital cost required to transport Alaskan 
gas is $3.4 billion in 1980 dollars. The cost of the 
Canadian pipeline segments is 19 percent of the capital 
costs and 7 percent of the total cost to the United States. 
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Lower-48 Pipeline Segments 

Near Caroline, Alberta, the Canadian pipeline bifurcates. 
One segment travels southeast to the Chicago area and the 
other travels southwest to the San Francisco area. Both 
of these pipelines will be carrying Canadian gas before 
the Alaskan flow begins in late 1986. Once Alaskan flow 
begins, the Eastern and Western segments will carry ap­
proximately 64 and 70 percent Alaskan gas, respectively. 
Of the $1.8 billion total cost in 1980 dollars of the u.s. 
Eastern segment, $1.2 billion is attributable to Alaskan 
gas. Of the $0.8 billion total cost in 1980 dollars of 
the U.S. Western segment, $0.6 billion is attributable to 
Alaskan gas. Taken together and discounted with a 3 
percent real discount rate, the present value of the cost 
of these segments is $1.7 billion in 1980 dollars. The 
Lower-48 pipeline segments account for 10 percent of the 
capital costs and only 3.4 percent of the total cost to be 
borne by the United States. 

ANNUAL COSTS 

The annual costs include the cost of the natural gas 
itself, ANGTS operating and maintenance costs, and the 
Canadian cost of service. These costs amount to $57.3 
billion in 1980 dollars. Discounted at a 3 percent real 
rate, the present value of these costs is $32.2 billion. 
Annual costs represent 65 percent of the total cost for 
delivered Alaskan gas. They are discussed separately 
below. 

Natural Gas Cost 

The natural gas cost at the wellhead is the la,rgest single 
cost associated with the project. The gas cost is 
determined by Alaskan severance tax policy, the Natural 
Gas Policy Act of 1978 (NGPA), and the flow rate into the 
gas-conditioning facility. Alaska is likely to charge a 
10 percent severance tax on the wellhead price of the 

·gas. The NGPA specifically omits Prudhoe Bay gas from 
deregulation and allows the maximum price of the gas to 
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rise only with inflation. Consequently, the real cost of 
the gas will not rise as long as the NGPA is in effect. 
Finally, the assumed input flow rate is 2.1 billion cubic 
feet per day beginning in late 1986. The natural gas cost 
amounts to $42.1 billion in 1980 dollars, $22.6 billion 
greater than all capital costs combined. Using a 3 
percent real discount rate, the present value of the 
natural gas cost at mid-lf81 is $25.4 billion in 1980 
dollars. At this discount rate, the cost of the gas 
represents 51 percent of the total cost. 

Operating and 
Maintenance Costs 

Operating and maintenance costs for ANGTS, excluding 
Canada, are $2.4 billion in 1980 dollars. These costs 
were estimated by weighting t·he costs for each segment by 
the proportion of Alaskan gas flowing through the seg­
ment~. They do not include the cost of the pipeline gas 
used by compressors at compressor stations, which is 
recognized only by increasing the cost of gas leaving each 
segment above the cost of the gas as it entered the 
segment. The present value of the operating and mainte­
nance costs is $1.4 billion in 1980 dollars, using a 3 
percent real discount rate. Using this same discount 
rate, operating and maintenance costs outside of Canada 
account for 3 percent of the total cost. 

Canadian Annual Costs 

Finally, the Canadian annual costs going to the Canadian 
government and the sponsors of the Canadian segments is 
approximately $9 billion in 1980 dollars. These costs 
represent the difference between the Canadian cost of 
service ($12.8 billion) and the Canadian capital costs 
($3.8 billion) and includes Canadian segment operating and 
maintenance costs (approximately $0.6 billion). Using a 3 
percent real discount rate, the present value of the 
Canadian cost of service is $8.8 and of capital costs is 
$3.4 billion. Thus, the present value of Canadian annual 
costs is $5.4 billion in 1980 dollars. These annual costs 
must be subtracted from NNEB because they are costs paid 
by u.s. parties. 
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In the two preceding chapters, we presented estimates of 
the value of the Alaskan gas and the cost of the gas and 
transportation system. In this chapter, we combine value 
and cost to derive the NNEB of ANGTS. We begin by review­
ing the underlying assumptions in the NNEB estimate, 
including the use of a 3 percent real discount rate. 
Finally, we examine the sensitivity of the base case to 
several important assumptions about the project. 

Briefly, the base case present value of the NNEB of ANGTS 
is approximately $60 billion in 1980 dollars, assuming a 
real discount rate of 3 percent. Although this figure is 
sensitive to several important variables, none of these 
variables, within a reasonable range, causes it to be 
negative. Furthermore, the risks of a lower NNEB are 
outweighed by the potential of a significantly higher NNEB. 

THE BASE CASE 

Several government agencies, energy companies, and con­
sultants have estimated the NNEB of ANGTS. All of these 
studies have used similar methodologies. The most recent 
study concludes that "the ANGTS project would generate 
overwhelming net benefits to the nation and to each major 
project participant, including producers, pipelines, 
consumers, and government."* 

* Douglas B. Fried and William F. Hederman, Jr., "Bene­
fits of an Alaskan Natural Gas Pipeline,• The Energy 
Journal, Vol. 2, No. 1, pp. 19-36, 1981. The NNEB esti­
mate in this study was $22 billion in mid-1980 dollars, 
using a 6 percent real discount rate and somewhat lower 
gas values. 



282 

NET NATIONAL ECONOMIC BENEFITS OF ANGTS 3.2 

The NNEB is derived by subtracting the costs presented in 
Chapter 2 from the value of the gas presented in Chapter 
1. This procedure yields a combined estimate of cost 
savings to energy wholesalers and consumers, of government 
tax receipts, and of returns to project investors. 

The $60 billion estimate of the NNEB for the base case is 
derived as follows: 

Components of NNEB 

Value of Delivered Gas 

Capital Costs 

Operating and Maintenance Costs 

Wellhead Price 

Canadian Annual Costs 

Total Cost of Gas 

Net National Economic Benefits 

Value ($ billions) 

110.0 

17.7 

1.4 

25.4 

5.4 

49.9 

60.1 

The relative magnitude of these components is displayed in 
Exhibit 3.a. 

·This estimate of the NNEB rests on a number of implicit 
assumptions: 

o The gas will ultimately "back out" foreign energy 
sources or u.s. sources that would have a cost equal to 
the gas value. 

o The gas is valued at the wellhead price before enter­
ing the conditioning or transportation system. 
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RELATIONSHIP BETWEEN NNEB ESTIMATE 
AND VALUE OF ALASKAN NATURAL GAS 
(1980 $ billions) 

VALUE 
OF 

ALASKAN 
NATURAL 

GAS 
110.0 

93-367 0-82-19 

NET 
NATIONAL 

ECONOMIC 
BENEFITS 

60.1 

WELLHEAD 
PRICE 

25.4 

CAPITAL 
COSTS 

17.7 

1- CANADIAN 
ANNUAL COSTS 
5.4 

OP~RATING AND 
MAINTENANCE 
COSTS 
1.4 
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e The availability of the gas does not have a signi­
ficant impact on overall world energy prices or supply 
and demand relationships. 

e The additional benefits of improved balance of pay­
ments and increased energy independence are not included. 

e Benefits to contractors and vendors for the construc­
tion of the system are ignored. 

SENSITIVITY ANALYSIS 
OF THE BASE CASE 

In addition to the above implicit assumptions, the speci­
fic assumptions that were made for the base case analysis 
are highly uncertain. For example, the value of the gas, 
based on the experts' collective judgment, had one chance 
in ten of being below $4.94 per million Btu. Moreover, 
ANGTS is still in an early stage of engineering and its 
capital costs are not yet definite. Also, if additional 
reserves are discovered, the delivery volume and the pro­
ject life could increase significantly. 

Beyond these uncertainties, considerable controversy has 
surrounded the selection of an appropriate discount rate. 
Briefly, the real rate of return on risk-free private 
investments such as u.s. Treasury Bills is an upper bound 
on the appropriate rate. This is because ANGTS will 
provide a hedge against the risks of present dependence on 
imported energy. Historically, u.s. Treasury Bills have 
yielded less than a 3 percent real rate of return. 

In Exhibit 3.b, we present the relationship of the NNEB 
estimate to changes in project cost and gas values. The 
base case is identified on the graph. Note that a $10 
billion increase in project costs could be completely 
offset by a $0.83 per million Btu increase in gas value. 
This relationship explains why ANGTS is so attractive 
today -- even though cost estimates have grown signi­
ficantly. The doubling of oil prices in late 1979 more 
than made up for the increase in project cost estimates. 
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The degree of uncertainty in gas value and project cost is 
demonstrated in Exhibit 3.c. As shown, uncertainty in the 
NNEB ranges from a high of $170 billion to a low of $5 
billion. The NNEB corresponding to the modal valbe of the 
gas is $40 billion. For the expected gas value, the NNEB 
is $90 billion. 

The other key sensitivities are given in Exhibit 3.d. As 
evident in this table, the value of the gas is by far the 
single most important factor. It can increase the NNEB by 
$110 billion or decrease it by $51 billion. Changes in 
the u.s. project cost have a dollar for dollar effect on 
the NNEB. However, even major changes in costs claim only 
a small fraction of the NNEB. 

Although a higher discount rate does not seem justified, 
the NNEB is clearly sensitive to the discount rate assump­
tion. A higher discount rate decreases the value of 
future energy cost savings and therefore reduces the NNEB 
signficantly. The present value of project costs also 
drops, but less since the capital costs are expended much 
earlier. This relationship is presented in Exhibit 3.e. 
Even at the most extreme assumption of a 10 percent real 
discount rate (above inflation), the NNEB exceeds $13 
billion. 

The NNEB analysis was performed in real 1980 dollars. 
Changes in inflation rate assumptions would have no effect 
on the NNEB value. 
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SENSITIVITY OF NNEB TO 
CHANGES IN MAJOR ASSUMPTIONS 

288 

Asswnption Sensitivity Scenario 

Value of Gas 
($/mml!tu) 

Project Costb 
(1980 $ billions) 

Real Discount Rate 
('il) 

Project Life 
(years) 

Low 

4.94 

55 

6 

a. Median NNEB of $60 billion. 

Basea Higb 

9.17 18.32 

so 

3 

25 50 

Change in NNEB 
From Base Scenarios 
(1980 $ billions) 

Low High 

-51 +110 

-5 

-29 +54 

+39 

b. Assumes a 30 percent capital cost increase. Also assumes no increase in 
Canadian annual costs or taxes as a result of a cost increase. 
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SENSITIVITY OF NNEB TO 
REAL DISCOUNT RATE 
(1980 $ billions) 

Value of Gas 

Project Costs 

289 

Real Discount Rate (%) 

0 3 6 

187.2 no.o 67.9 

.:Zl:.Q. -49.9 -36.4 

114.2 60.1 31.5 

Based on median estimate of gas value ( $9.17 per l!llllBtu). 

lO 

39.0 

-25.9 

l3.l 
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APPENDIX H 

JOINT STATEMENT OF INTENTION 

Atlantic Richfield Company, Exxon Corporation, and 
The Standard Oil Company (Ohio) (the Producers) , and 
Alaskan Northwest Natural Gas Transportation Company, a 
partnership (Alaskan Northwest) , enter into this Joint 
Statement of Intention at the request of the United 
States Department of Energy. 

Preliminary Recitals 

The Producers and Alaskan Northwest have a common 
interest in· the efficient and cost-effective construction 
and operation of the Alaska Natural Gas Transportation 
System (ANGTS) including the conditioning plant at the 
earliest practicable date. Alaskan Northwest has 
developed a construction schedule for the ANGTS which 
would result in completion of the system in 1985. 

The facilities to be constructed in the State of 
Alaska which are necessary to placing the ANGTS in service 
require immense capital investment, and private sector 
lenders who will be asked to advance funds for the 
construction of Alaskan facilities will require reasonable 
assurance that the facilities will be completed and placed 
in servic~, and their debt serviced. 

The President's Decision and Report to Congress 
describes the plan for private financing of the ANGTS to 
be implemented by Alaskan Northwest. Alaskan Northwest 
has indicated that the Alaskan segment of ANGTS can be 
financed in the private sector, if there is meaningful 
participation by the Producers in the financing structure. 
The Producers have indicated willingness to participate 
in a substantial way with Alaskan Northwest in the 
financing of the Alaskan pipeline and conditioning plant 
upon reasonable terms and conditions, provided they are 
not placed in the position of becoming, in effect, the 
ultimate guarantors of completion of the ANGTS and pro­
vided that their financial exposure is effectively 
limited. 

In an effort to move forward in surmounting the 
acknowledged difficulties presented by this project, the 
parties have entered into a Cooperative Agreement for 
continued design and engineering of the Alaskan gas pipe­
line and the conditioning plant which will prepare natural 
gas produced from·the Prudhoe Bay unit of Alaska for 
transmission through ANGTS. 

Statement of Intention 

It is the mutual objective of the Producers and 
Alaskan Northwest that the ANGTS. be completed and placed 
in service at the earliest practicable date and, a~cordingly, 
the Producers and Alaskan Northwest intend to use their 
best efforts, on a joint and cooperative basis, to expedite 
design, engineering and cost estimation. 
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The Producers, together with their advisers, will work 
with Alaskan Northwest in an effort to develop its financing 
plan in such time and manner so that necessary governmental 
approvals may be obtained and construction commenced and 
completed as scheduled by Alaskan Northwest. 

It is recognized that in order for the financing plan 
to be acceptable to the financial community the ppoject must 
be economically sound and the financing plan must accommo­
date reasonably desired protections for the interests of 
poten~ial lenders. If the parties, or any of them, conclude 
that alternate approaches in financing, or waivers of law 
under the Alaskan Natural Gas Transportation Act are 
necessary ~ effectuate a feasible and effective plan of 
financing, such party or parties may develop·alternatives 
and advise appropriate authorities of their conclusions. 

This Statement of Intention shall be siqned after 
approval hereof by the_Department of Energy. 

IN WITNESS WHEREOF, the parties have executed this 
~day.~f ~une, l~BO. 

- Alaskan· Northwes.t Nat~al Gas Transportation company, 
·---~Acting By and Through its "Operator", Northwest Alaskan 

Pipeline Company 

Exxon Corporation 

The Standard Oil Company (Ohio) 

By61~ 
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APPENDIX I 

Mr. John G. McMillian 
Chairman & Chief Executive Officer 
Northwest Alaskan Pipeline Company 
P. 0. Box 1526 
Salt Lake City, UT 84111 

Dear Mr. McMillian: 

August 28, 1981 

In our letter of June 18, 1981-, submitting our proposal to assist 
you in structuring financing for. the Alaska Segment of the Alaska 
Natural Gas 'Iranspottati-on System _(ANGTS) (the "Project"), we (the 
"Banks") indicated .that, in the first phase of our work, we would 
complete .a preliminary re.view of .c;apital ~rkets and fundin.g sources 
for the Project .and present to cyou our initial assessment,: not _only 
of the amounts,· but. also ·Of the basic terms on whfch We belie.ve 
funds from·these sources might be available. We ·also undertook to 
develop an approach to reviewing the technical and marketing aspects 
of the Project and to determine _how we could obtain satisfactory 
access to a financial model to assist us in analyzing the financing 
plan. 

On·August 6, 1981 we wrote to you to report on the first phase of 
our work. In subsequent conversations you asked for certain 
clarifications and amplifications of statements in that letter. 
In response, we are submitting this letter which replaces 
and supercedes our earlier letter. 

We have conducted our investigations and analysis on the basis of 
information furnished by you, contained in the presentations you 
gave to each of the Banks in late May, the Project Overview you 
supplied to each of the Banks at that time, your letter to Exxon, 
Sohio, and Arco (the "Producers") dated May 21, 1981 outlining the 
terms of the pipeline sponsors' (the "Sponsors") agrlj!ement with the 

·producers, a number of financial cases prepared by the Sponsors, 
and information you provided in connection with certain legislative 
waivers in order to facilitate financing and construction of the 
Project. 

Concurrently with this phase of o.ur work we have been considering 
the legislative waivers. We wrote to you on this subject on June 
3, 1981, and on July 14, 1981 we made available to you a memorandum 
which was distributed to a number of Administration officials and 
Congressional staff. We c·ontinue to support the views expressed 
in those communications, and would emphasize the need for a flexible 
approach to "billing commencement" until a more definite financing plan 
is developed. 
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The principal focus of our efforts to date has been to address the 
funding availability and related credit aspects of the Project, and 
this letter deals almost entirely with these subjects. However, a 
few brief comments are also included on the work of our task forces 
which have been addressing the issues of Gas Marketability, Engi­
neering, and Financial Modeling. These groups have been developing 
approaches to their respective aspects of the Project to be pursued 
in detail in subsequent phases of our work. While the scope of · 
their work is more appropriately covered in a later proposal dealing 
with parameters and premises that should govern the next phase of 
our work, several of their conclusions are relevant to this report 
and. form Appendix A. · 

Inter-Relationship of ANGTS Segments 

We were asked to· focus our analysis of the Project on the Sponsors' 
share of.the financing for the Alaska Segment. However~ upon 
reflection; it became·apparent to us that it would be necessary to 
broaden our consideration to take into account the impact on the 
capital markets of the-aggregate financing requirements of both 
the Sponsors and Producers in Alaska as well as the financing 
requirements for the overall ANGTS project, including Canada and 
the'"lower 48". 

a) We understand that·it is the intent of both the Sponsors and 
Producers that, after completion, all financing for the Alaska 
Segment is to rely on a common source of repayment, i.'e. the 
tariff arrangements. Therefore, we could not ignore the 
Producers' share of the Financing for the Alaska Segment and 
did not attempt to consider separate and discrete financings 
for the Sponsors and Producers. 

b) Since, to the best of our knowledge, the post-completion sources 
of repayment for the Alaska Segment, the financing of the expan­
sion of the "lower 48" facilities and the refinancing of the 
prebuilt segments will rely on common payment arrangements through 
the tariffs, we expect that lenders would consider those financings 
one credit for risk and funding allocation purposes. 

c) . While the Canadian segment will have available to it additional 
Canadian loan sources, there is a substantial overlap both in 
the available· funding sources and in the risks, given that all 
segments rely on related tariffs. 

Funding Availab'ility Study 

Appendix B contains our initial assessment of funds availability, 
together with preliminary indications of the basic terms on which 
funds migh~ be made available for the Project. Although our 
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estimates are based on conversations with a relatively small number 
of potential lenders, the results conform with out own views and 
we believe are an accurate reflection of availability of funds in 
world capital markets under current market conditions. 

For reasons described below, the review was undertaken on the basis 
that the loans would be the risk equivalent of.debt with an A/Baa 
credit rating. Given the equivalent of an A/Baa credit, the maximum 
amount of Project credit available for the Alaska segment is 
estimated to be between $12 billion and $18 billion. For reasons 
described above, this amount will be affected by t~e funding strategy 
for the-Canadian se~ent and for the expansion of the "lowe.r 48" 
facilities. This total amount inclu~es loans from domestic and foreign 
banks, foreign export credit agencies, anq institutional lenders, all. 
of :whom are ·assumed to commit in ~arly 1982. This assumes:the satisfactory 
negotiation of acceptable ·terms-with foreign export credit_agencies, 
i.e. their willirigness:to ~c~ept_the ·s~m~ _credit support as the banks 
and.longer.than usual ·maturities, and the current reluctance of insurance 
companies to-make forward commitments. We expect, however, that insurance 

,companies might be willing to lend additional amounts beyond those 
contemplated in the funding study as the Project progresses. 

We anticipate that:the-typical final maturity for the financing would 
be ten years with a grace period of five years and an average life of 
7.5 years.- There ·would, of course, be trariches with final maturities 
of 5-7 years from the smaller U~S. and European banks and of 12-15 
years from certain larger banks and institutional lenders. The bulk of 
the bank financing would, however, have a ten ~ear final maturity and 
a 7-8 year average life. 

Without a dramatic improvement in credit quality, neither the 
availability of funds nor the aver·age life of the financing would 
increase significantly. A reduction in credit quality below the 
equivalent of an A/Baa would, however, have a material adverse 
impact on both the amount and average -life of the financing. 

·Basic Financing Conditions 

The Banks have given considerable thought to the question of the 
basic financing conditions for the Project based on the assumptions 
you have provided: 

1. Capital costs on an "as spent" basis of $21 billion for the 
pipeline and $6 billion for the conditioning plant, with·a 
completion assurance pool of an additional $3 billion •. 
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2. A deb.t equity ratio of 75%/25%, and an equity split of 70%/30% 
between Sponsors and Producers. 

3. Your request that the Banks consider a completion -pool of funds 
concept, i.e., irrevocable commitments from lenders and 
no formal undertakings from creditworthy parties to assure 
debt repayment in the event of non~completion by a date certain 
and/or pre-completion abandonment. 

While we used these basic premises in our Phase I re_view and have 
drawn certain concluiSions regarding thei.r .acceptability we suggest 
that any premises to be used in Phase II will need to be thoroughly 
tested a15 the Pr~jec_~ ':s fina~cial .structure is developed; 

Given the results of our fund~ng stu~y, and our .review and considera­
tion of the Project information forwarded to us, ~we ·have· come to the 
following conclusions: 

1. ou~ funding·siudy:cleariy-indicates that the overwhelming bulk 
of the financing will be available only if lenders perceive the 
credit structure to be the risk equivalent_of debt of A(Baa 
quality, 

We believe that for the Project to be considered of this 
credit quality and, therefore, for commitments in the necessary 
amounts to be arranged prior to commencement ·of construction, 
the following basic criteria would have to be met: 

a) The ANGTS project must be economically and technically feasible. 

b) The debt must be supported by repayment assurances involving 

(i) during the pre-c~pletion phase, a combination of 

-acceptable debt assumption arrangements by 
Sponsors·1 Producers and possibly other 
beneficiaries, and 

-acceptable commencement of billing provisions 
prior to the completion of the overall System; 

(ii) acceptable post-completion, cost of service 
transportation tariffs providing for debt service 
in. all events; 

(iii) acceptable tracking provisions; and 

(iv) all· tariff arrangements relating to debt service 
to have assurance of regulatory certainty mandated 
by law. 
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c) Sufficient funding must be considered by lenders to be 
available to meet potential overrun requirements. 

d) The cash flow from the Project for debt repayment must be 
sufficient so.that a substantial refinancing risk would not 
be present, particularly if the economics of the Project . 
are potentially marginal in early years (see later discussion 
on refinancing_risk). · 

It is our judgment that loans.based on the completion pool of funds 
concept as presented will not be Perceived by lenders generally 
to be of A/Baa qU&lity. · Consequently the bulk of the funds needed 
for the constructiQn of .the Project cannot be raised on that 
basis. Only a relative~y $mall number .of banks are capable of assessing 
and prepared to assume"engirieering-based risks as required under 
a completion pool of furids ·concept. We cannot ascertain the exact· 
amqunt, if a~y •. wb~c~ ~ght.be ~$ised for this Project on a completion 
pool of funds basis :wit'hout havirig ·further developed the credit 
structure for all the .financi~g. However, we strongly believe that: 
(1) the small number Qf :banks prepared to provide financing on this 
basis would commit only a small part of their lending limits to such 
a cr.edit and in the aggregate that amount would be a relatively 
small part of the total debt required, and (ii) such banks would 
.require substantial inducements and"difficult-to-achieve conditions 
precedent to ariy drawings under.their"commitments. 

2. Although we have focused our an~lysis p~incipally on the problem 
of funding availability and on basic conditions of the initial debt 
financing, several points relating to post-completion financing 
problems should be note4: 

a) There could be substantial refinancing requirements in the 
early years of operation and perhaps in the later years of 
construction. 

b) Once completed, the Project, assuming a properly functioning 
FERC-approved tariff, regulatory certainty, and demonstrated 
gas marketability, may command an investment grade rating for 
private place_ments and public issues. 

c) On these assumptions, and with the understanding that not all 
refinancing requirements will have to be satisfied at one 
moment after completion, we believe that it should be possible 
to raise the amounts needed to refinance maturing loans. 
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We have not had an opportunity to review the bases on which 
the capital cost estimates are calculated, and therefore, are 
not in a position to comment on their appropriateness 
under modified debt financing concepts. Thus, we do not 
know the exact level of required funding for the Project 
and the overall ANGTS. To the extent that the debt requirements· 
at the outset exceed the amount considered available for 
one credit, funds will have to be raised as entirely separate 
and discrete credits, under the full financial responsibility 
of-creditworthy parties.- Such commitments would be additional 
to any credit responsibility assumed by such parties in 
connection-with'debt repayment assurances for financing& 
in_ th~ p.re-~~pl~~i~~ p~se ~f _the Project._ .. ··--· _ .. 

Based on our conclusions and rather than pursuing the "completion 
. pool of funds'-'- concept ·as ·fhe :primary "lllethod of ra!:Sing: debt. firumclilg 

(and it is our judgment that it cannot be relied upon) we suggest 
- - · considers tion of· the -folloWing:: · · ·- · --: : :· -:- : -- - -

a) primary reliance on conventional project completion/debt 
assumption arrangements providing for an assured source 
of repayment by the equity owners in the event of non­
completion and/or abandonment; 

b) to- the extent available, debt, .which while not· supported 
by debt assumption arrangements from equity owners in the 
event of non-completion, would be subject to conditions· 

- precedent to usage; these conditions would provide assurance 
:that completion will occur and that the Project remains 
economically feasible; 

c) debt support and/or debt from other beneficiaries of the 
Project; and 

d) to the extent required, commencement of billing prior 
to completion of the overall system. 

Given the capital cost estimates we have reviewed and based on the 
relevant financing parameters you have provided us, it is our 
considered opinion that all the debt support mechanisms outlined 
above in a), b), c), and d) will have to be aggressively pursued. 
We would strongly suggest that at this time the Sponsors place 
primary emphasis on the pr~ject co~pletion/debt assumption 
arrangements_; 

In view of the Banks' conclusion that "the bulk of the funds needed . 
for the construction of the project cannot be raised on a completion 
pool of funds basis" it may be desireable for the Sponsors to review 
the contingency provision in the capital cost estimates p•emised on 
the "completion assurance pool of funds" concept. This would yield a 
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reduction of at least $3 billion in the $30. billion financing 
requirements as presented to us. Further reductions are, of course, 
dependent on the level of contingencies thought to be necessary 
including the rates of inflation and interest that ·are selected. 
We would encourage your review of the capital cost estimate to 
develop a base.case for lender review of the total funding 
requirements under modified project financing concepts. 

In sUlll!llllry, if the-requfre-d ·c:redi·t-support.can be arranged, the 
Banks are of the opinion that a modified plaQ may well provide 
the basis for private sector fin·ancirig of the Project •. The· 
nature of the modifications required are essentially, although 
not completely, covered in the suggestions we have recommended 
for your consideration. The way in which these suggestions are 
implemen~ed ~11, of.~o~~~e, .be instrumental, along with 0~her 
conditions we have ·noted -iri 'this Tetter·, in ·actually· ac.hievlng 
the funding commitments that will be required. 

- . -:: :::-. 

Ye recognize that there are practical limits to the resources the 
Sponsors ~nd_Produc;~r~_can and _wil,l c_o.lllJIIit to t_he. P_ro1ect,_ as well_ 
as limits-to the extent of pre-completion consumer participation. 
Ye have not attempted to determine these limits, believing as we 
do, that these limits are best determi·ned by negotiations within 
the partnership and by the regulatory and political process. 
The early-determination of the ·relative interests of each equity 
participant will be a necessary precondition to the timely develop-
ment of a financing plan: - ·- · · · - · · 

While we have tried to provide you in this letter with our . 
considered opinions on ·certain fundamental ·aspects important to 
the development of the financing, we feel that a forum for 
discussion-of our-views would be ~xtremely helpful. We appreciate 
that the magnitude and complexity of the Project will necessitate 
a great deal of thought and discussion by all parties to arrive 
at a mutually agreeable financing plan. We would like to assure 
you of our enthusiastic support for and readiness to· participate in 
such a discussion. 

Sincerely, 

BANK OF AMERICA NATIONAL TRUST .. 
& SAVINGS ASSOCIATION 

CITIBANK, N.A. 
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ANGTS PROJECT 

FUNDING SU:·t'iARY 

The Funding Committee has been requested to assess the availability of 

funds from all significant sources for the Alaskan portion of the .1\.laska Natural 

·cas Transportation_System (ANCTS). Given the size of the capital requirements 

and the-complexity of the project the study has been divided into the geographic 

areas of the United States, Canada, Middle East, Europe, Asia, and Latin America. 

·Assessing the overall appetite-of the worldwide capital markets i~v~lved an 

·in~depth study of the legai-and policy limits of the banking community in each 

geogriphic area, -the pOten.tW ir1ierest of ~on-bank institutional lenders, ~~d 

:ffie ·h:i.s~cir:ii:af f~nding ~~lf~i~s- ~£· ~h~ c~~pli.;rs and export cr~d~~-~~:ncies in 

each country based on the potential equipment sources submitted by the Company. 

In order to insure ,~onsiste~cy in the findings of each of the studies 

and to maximize the amount of· credit which could be raised from each rr.arket, it 

was necessary _to establish certain cerumen ossumptions. In assessing the 

available credit within each country several mojor finoncial institutions were 

contacted. They were informed that their nan1es would not -be revealed in order 

to avoid a feeling of moral co~itment and thus an overly conservative response. 

The fundamental assumptions utilized in conducting the survey were as follo.,.s: 

(1) The borrower would be the risk equivalent of debt with o 

medium grade investment rating. (A/IJ:J.a). If the project is not 

equivalent to this credit the amount of funds available to the 

project w1i1 drop significontly. 

(2) The pricing.would be fully co~ensur3te with the risk involved. 

93-367 0-82-20 
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(3) Within each country it is important to coordinate and segrega:e 

the individual financing& with each category of financial 

institution in order to provide high visibility. and thus 

mOtivation for stro~g participation. The coordination must not 

only extend to each individual financ.:!.ng for the Alaskan segment 

of ANGTS, but to the financing-plans for the other segments of 

the pipeline system. 

(4) Each financial institution must. be_ approached correctly and at_ 

·the appropriate level. 

(5) It is important to give the financial institutions adequate time 

.to anal.yze the material. submitted in order to conduct their own 

assessments of the viability of the project. In this regard, ..... 
presentations should be organized f~~ the various countries. 

(6)" Specific presentations should be organized for the U.S. institu-

tional market by the commercial bank advisory group due to their 

involvement in the project through an-advisory role_and as. 

direct lenders. This would supply further credibility and 
.,-. 

maximize the funds available from tbis source. 

Although the survey had been initial.ly structured to segment the 

market in terms of the amounts available for 5 -y-ear-commitments, 5-10 year. 

commitments and 10-15 year commitments, the final concl~sion reached was that 

10 years (an in a fev instances 12 years) vould be the maximum overal.l term 

available except for the U.S. institutional market, but that vithin each 

individual financing one may need to offer a variety of commitment tenors 

and average lives in order to obtain the largest amounts. Therefore, the 
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amounts listed for each goegraphic area take this into consideration. Two 

columns have been included for conservative and relatively_aggressive esti~ates. 

These numbers are based on the optimal blend between local currency and U.S. 

dollars for each geographic area although the local currency content would relate 

principally t.o export facilities. The incremental sums from institutional 

lenders which could be raised in later construction phases have not been assessed 

in detail. To the ~xtent that the sponsors are successful in maintaining the 

construction program on a timely basis vi.thin cost parameters it is certainly 

probable that additional funds from these sources would be available. Also to 

the extent that an investment grade rating were obtained, the incremental sums 

which could be obtained from the public markets in the U.S. and abroad could 

.be substantial. The preliminary estimates for the amounts which could be raised 

under the above assumptions are as follows: 



I .!!.:..2.:. 
.J 

Com~~~er cia 1 banks 

Institutional lenders 

~ 
COIII!Dercial banks 

r 
i Europe 

Commercial ba,nka 

Middle Eut 

Commerci d banks 

2 
COI!IDercial banks 

Latin America 

C0111111ercial banks 

Export Credit Facilities 
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FUNDING ESTIMATE SUMMARY 

IN THOUSANDS OF U.S. DOLLARS 

$3,000,000 

1,500,000 

2,500,000 

3,500,000 

500,000 

1,800,000 

150,000 

$12,950,000 

1,700,000 

$14,650,000 

$3,500,000 

2,500,000 

3,000,000 

4,000,000 

500,000 

2,400,000 

250,000 

$16,150,000 

1,700,000 

$17,850,000 
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APPENDIX J 

FEDERAL ENERGY REGULATORY COMMISSION 
WASHINGTON. D. C. ZO~ZG 

August 18, 1981 

~tEMOAANDCM TO: i'ionorable Philip R. Sharp 
Chairman 

R"' . w 

Subcommittee on ~ossil & Syn~~etic Fuels 
committee on Energy and Commerce 
House of Representatives 

Bonorable Clarence J. Brown 
Ranking Minority Member 
Subcommittee on Fossil & Synthetic Fuels 
co.mmi t tee on Ener_gy and Commerce. 
Bouse· o-f -:iepi:eienta.tives - -: 

• -Charles: A.--Moore 
Ge·n-erai ·c:o·u-nse:l 
Feder-al Energy. Regulatory Commission 

Proposal by Soonsors of the Alaskan 
Natural Gas Tra-nsportation System (ANGTS) 
f~r Congressional Waiver of Sections 4, 
5, 7 and 16 of the Natural Gas Act in 
Certain Respects Pursuant to Section Sg 
of the Alaskan Natural Gas Transportation 
Act of 1978 

Questions Presented 

Bv letter of 
Chairman, Federal 
requested a legal 
questions: 

July 24, 1981, to C. M. Butler III, 
Energv Regulatory Commission, 1/ you 
memorandum addressing the following 

Hereinafter, the term "Commission" refers to the Federal 
?ower Commission at all ti~es before-October 1, 1977, and 
the Federal Energy Regulatory Commission at all times 
~hereafter. · 
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(a) The full implications of the proposed w~iver 
quoted hereinbelow, (o) whether there h~ve been past Com­
wission actions which justify the desires of the sponsors 
to have Congress provide the waiver, (c) hypothetical 
si~uations which would work to the injury of the pipeline 
sponsors of A."lGTS or other parti~ipants in the project 
should no such .waiver be provided by Congress, ( d} hypo­
thetical situations which might work to the injury of 
::esale custome!:s and consumers should such a lo"aiver be 
provided by congress, and (e} the reasonable likelihood 
of the hypot.hetical situations actually occurring. 

The text of the waiver request, as set forth in your 
letter, is as follows! 

Authority to Modify or. Rescind Orders 

~aive Sections·4, 5 1 7, and 16 of.tbe Nat~ra1 
Gas Act to the extent that such·sections would 
allow the Commission to change the provisions 
of any final rule or order. approving (a) any · 
t<\_riff in_.any manne: that would impair the re-

.covery of the.ac::tual.operation.and maintenance 
exoenses, actual current taxes, and ~ounts 
ne~essary to service debt, including interest 
and scheduled retirement of debt, for the 
approved transportation system~ or (b) the 
recovery by shippers of Alaska gas of (1) all 
costs related to the purchase of such gas at 
just and reasonable rates, and ( 2) trans<;mrta­
tion of such gas pursuant to an approved tariff. 

w~ ~re adtrised. tbi!.t this text is currently a topic of d.is­
cussion at staff levels in the Ad~inistration and the 
Congress, ~nd that the text may be r~vised in one or more 
respects. Accordingly, the memorand~~ is expressly limited 
to the preceding text, although I vil1 be pleased to.respond 
as expeditiously as possible to any questions you might 
have in connection with materiel changes in such text; 
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Discussion 

1. Background 

.Z>.s you know, the ANGTS is an international project 
c-::-eated· to trans!Jort natural gas from the North Slope of 
~laska, through Canada, to the lower 48 states. The 
'C:'li ted States portion of· the system consists of three 
segments: (1) ·the Alaska segment, running from ?rudhoe 
:>ay on. the North Slope to the Yukon border: (2) the 
Western Leg, running from the British Columbia border 
to California: and (3) and the Northern Border pipeline, 
running from a point on the Canadian border near Monchy, 
Saskatchewan, to Dwight, Illinois. · 

The ,,1>-..NGTS is _unlike any other gas pipeline in the· 
'Cnited States in that it is governed by a unique legal 
framework. ·The Alaska Natural Gas Transportation Act 
(1>-.NGTA), 15 c.s.c. section 719, ~ ~·, enacted· by 
Congress in 1976, supplements (but does not replace) the 
Natural Gas -Act: certificates are issued under the Natural 
Gas Act pursuant. to procedures mandated by ANGTA. 

Pursuant to Section 7 o~ ~NGTA, the President, in 
Seotember of 1977, submittea his Decision and RePort to 

·Congress on the Alaska Natural Gas Transoortation System 
(Executive Office of the President, Energy Policy and 
Planning) which designated both the project sponsors and 
the route for the &~GTS as well as many conditions for 
its construction. congress approved the President's 
Decision by Joint Resolution, which became law on Novem­
ber 8, l977 •. ·H.':R.J. Res. 621,. Pub. L. No. 95-158, 91 
Stat. 1268, 95th Cong., 1st Sess. (1977). 

~ne ANGTS is also governed by two international agree­
ments with Canada, both of which have the force and effect 
of-.law. The "Agreement Between the Government of the Cnited 
States of America and the Government of Canada Concerning 
Transit Pipelines," entered in force October 1, 1977 after 
ratification by the Senate, applies to all pipelines in 
both countries whenever one country's pipeline carries the 
other country's gas or oil. The treaty mandates nondiscrimi­
natory treatment. 
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The nAgreement Between the Cnited States of America and 
Canada on Principles Applicable to a Northern Natural Gas 
Pipeline," signed by representatives of the two governments 
on September 20, 1977, is an executive agreement that was 
made part of the ?resident's .Decision (pages 47-83). Inas­
much as the Decision was approved by Congress, it (including 
the Agreement) has the legal status of a statute. The 
Agreement specifies the route of the ANGTS, and contains 
~urnerous conditions. ?ursuant to the Agreement, our Com­
~ission has consulted wit~ the National Energy 3oard of 
Canada in coordinating resp~ctive certification of the 
various ~~GTS segments in the ~. S. and Canada, inciuding 
related imports of Canadian gas to support the "prebuiiding" 

_Qf_ the lower half of the_ sy_stem. · 

_ ·-- One other relevant: item of legi-slation is- Reoriian·iza­
ti~n l'.lan No. 1 of _1979i which was submitted by the P-resident: 
to the· Congress· and not· disapproved by the Congre.ss.: The 
Plan establishes- the office of the Federal• Inspector; :Whii::h 
reports directly to· the· Pre.sident. · The· Inspecto.r' is re­
sponsible for monitoring the construction of the pipeline, 
and for coordinating all federal permitting and c·ertifica­
tion of it. The ?lan transfers to the Inspector· t~e tom­
mission's Natural Gas- Act Sections 3 and 7 jurisdiction to 
enforce· the Commission's certificates and import authoriza-
tions issued to the ~GT? pr.oject·spensors. · · - · 

Two categories of tariffs are involved. The project 
soonsors will own and operate the various segments of the 
ANGTS, but will not buy or sell _the gas transported through 
it. The shippers will buy ~~e gas at the ?rudhoe Bay Field, 
ship it through the sponsors' facilities, and sell it some­
where at the ~ther end of the pipeline. The sponsors will 
have tariffs autho~izing charges to the shippers. The 
shippers will in tu~n have tariff-provisions authorizing 
charges to their customers for the sale of the gas, which 

·charges will include in some form reimbursement ·of the 
shippers for the transportation charges paid by the. shippers· 
to the sponsors, as well as reimbursement for the costs of 
purchasing the Prudhoe Bay Field gas. 

Thus, for example, if a shippe~ buys gas at Prudhoe 
3ay for sale in Detroit, the shipper would incur separate 
transportation charges billed by the respective sponsors of 
~~e Alaska segment, the canadian segment, and the Northern 
Border segment of the system. That shipper would request 
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a tariff authorizing ~flow through" to its customers of 
the full amount of transportation charges paid to the soon­
sors of each o~ the tnree pipeline segments through which 
the gas was transported, as well as the full cost of the 
gas itself. 

The ~flow through" issue· is often referred to as 
·~racking" of charges. Tracking of gas purchase costs is 
authorized by the Commission's regulations, through pur-· 
c!'lased gas· adjustment clauses. (See 18 C.LR. 154.38.) 
Tracking of transportation charges has been authorized in 
certain instances on a case by· case basis. 

!n Order Nos. 31 and Ji-B, 2/ the Commission approved 
in principle the tracking by ANGTS shippers of transportation 
charges billed by·~.-s.·certificated ANGTS project sponsors 
( i .• e.,_ the soonsors of the Alaska, Northern Border and 
Western Leg ~egments)~ put-reserved fpr later resolution 
the issue of ·tracking: th~ charges··of. Foothills Pipe Lines 
(Yukon) Ltd. (Foothills), the sponsor of the Canadian 
segment. The unresolved tracking.issues <Lncluding tracking 
of Foothills' charges that have been· approved by the National 
E:~ergy 30ard of Ca:1ada) are currently under study by the 
Commiss!on•s·Aiaskan Delegate, who is preparing a report 
to the Commission. 

The sponsors' ·an_d shippe-rs' initial tariffs are approved 
by the COmmission pursuant to Section 7 of the Natural Gas 
Act upon issuance of the certificates. Alaskan Northwest's 
£!2 forma tariff-was approved·in Order Nos. 31 and 31-B, 
section 7 provides a "public conveni·ence and necessi ty• 
standard. While the Commission may establish initial rates 
that meet the-·mere rigorous .. "just and reasonab1e;,···sfarrdcrrd 
in -se-n:t'Orls4 and-sDrthe-.Act:;• iti!•-=-:not requlied-bf"liW 
to-do- so. The Commission must onl;i!l.nd that J:ne j n!ti it_ 
rates are l.n the "oubli venience ana-necessit " and may 
r erve for later determination what the "just and reasona le" 
~~_q_urcn:e::::: 

!:.I Order No. 31, "Order Setting values for Incentive Rate 
of Return, Estab~ishing Inflation Adjustment and Change 
in Scope Procedures, and Determining Applicable Tariff 
?revisions," issued June 8, 1979 in Docket No. RM7B-12; 

·Order No. 31-B- on rehearing, issued September 6, 1979, 
in the same docket. 
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Section 7(e) of the Natural Gas Act gives the Commission 
authority to attach conditions to certificates. The courts 
have construed broadly ~~e Commission's responsibility under 
the Natural Gas Act to condition certificates with respect 
to rate terms and other _matters affecting the public con­
venience and necessity. See,~·~·· Atlantic Refining Co. 
v. ?ublic Service Commission of.New York, 360 C.S. 3i8 (1959)~ 
?PC v, Bunt, 376 C.S. 515 {1964). But see Panhandle Eastern 
?"[;e Lineco. v. F.E.R.C., 613 F .2d 1120(D.C. Cir. 1979), 
~._denied, 101 s. Ct. 247 (1980). 

Section 4 of the Act requires that all rates_and 
~harges be "just-and reasonable.• After certification, 
-all changes in the initially approved tariffs and rates 
must be filed with the Commission pursuant to Sect~on 4. 
The Com:mission,- pursuan:t "to-prescribed standards and pro­
cedures, may "sus~end"-such changes for up to five months 
pending a hearing: :If the: changes ·are· suspended;_-the prior 
approved tariffs and rates remain:in effect during-the 
period of suspension. The chimges may· take effect after 
the suspens.ion period but subject" to refund {with- interest) 
depending on the outcome of the hearing process on con­
tested issues or oth~r-~is~sition.~y- the_CO~ission. 

Section S(a) of the Act· authorizes the Commission to 
institute a proceeding on its.own initiative, to consider 
the justness and reasonableness of a certificate holder's 
rates and tariffs, and to determine new rates or tariff 
provisions if the existing ones a:i:e determined to be "unjust, 
unreasonable, unduly discriminatory, or preferential." 
Such changes can only be prospective; in a Section 5 pro­
ceeding the C9~ission cannot suspend rates or order refunds.· 

Section 16 of the Natural Gas Act authorizes the Com­
mission to modify or rescind its orders after they have been 
issued.· This authority, under appropriate circumstances, 
may be utilized for a variety of purposes, ranging from 
correction of mistakes to modification of certificate terms 
and conditions in light of changed circumstances, 

2. Nature of the Financing 

The subject waiver is sought from Congress by the project 
~po~sors of ~~GTS in connection with the financing of the 
project. The financing mechanism selected by the sponsors 
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has been referred to as wproject financing.• The propriety 
of p::oj ect financing bas. been addressed by the COmmission 
on a number of occasions, most recently in Ozark Gas Trans­
mission Svstem,. FERC Opinion No. 125, Docket No. C?78-532 
(July 28, 1981). In that opinion, the Commission described 
project financing generally as follows: 

Project fina~cing differs from conventional 
financing mainly in connection with loan security. 
secur.i ty generally takes one o: two forms in a 
conventional. financing. First, the project sponsor,· 
oi borrower, has sufficient unencumbered assets that 
the lender feels secure in making a loan on the 
basis of the borrower's general credit. The loan 
agreement, in such cases, may require any of a 
number of aifferent undertakings on the part_of 
the borrower to maintain hi? creditworthiness. 
Se condl"y, if· the borrowe;- d·oes. not have unencumbered 
ass.ets sufficient. to. secU:t~. th¢ borrowing, the_. · · 
lender may require. the pledge of specific assets 
to be funded by the borrowing as collateral for 
the loan. As Judge Litt pointed out in his ini­
tial decision on the Alaskan·Natu::al Gas Trans­
P·)r-tation--System, this is itself a kind of 
project financing. In this case the lender is 
secure in 'the knowledge ·that the borrower has. put 
enough money into the project that the economic 
value of the project, less equity and liquida-
tion costs, will yield sufficient funds for the 
lender to recover the principal value of the loan 
and accrued interest. A convenient example of 
this kind of financing is the mortgage of a 
building. __ _ 

A project financing, as it has come to be 
known in energy p::cj ects before the COmmissio.n, 
is a financing in which the general creditworthi­
ness of the borrower is either insufficient or 
allegedly unavailable to secure the borrowing, 
and the underlying economic value of the assets to 
be financed are also insufficient to assure the 
lender that he will not lose his monev. The latter 
inadequacy will presumptively obtain ln the case 
of any pipeline· fina~cing,· since the salvage value 
of the pipeline to be built should, in all cases, 
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be less than the loan obligation. ~/ In this 
case, an optional financing vehicle is the stream 
of income to be generated by the project. 5owever, 
that vehicle is only available in the event that 
the income stream can be assured whether or·not 
the project should fail·. such assurance is sought 
in this case in the form of the so-called minimum 
bill. The minimum bill has been structured in a 
fashion which will yield sufficient revenues to 
cover debt serv.ice (both principal and interest 
payments) , whether the project is successful or. 
not. In the event the project were to fail, the 
minimum bill would be levied on the customers of 
the shippers in the form of a surcharge for gas 
they do not.receive. 

In this regard· Ozark'.s; witness,. Gary, stat"es, 
1 TOday. we all recognize- a· mortgage on a pipe­
line is virt:ually worthless, excep.t for one . 
aspect, in making a legal investment.• Tr. 
12/1064 

Slip opinion, at 10-11 (footnotes omitted in part). 

As the Commission pointed out in the Ozark case, sub­
stantial policy justification should be foiiii'din certifi­
cate applications before the Commission pursuant to .which 
project financing is sought. In the case of the ANGTS, 
such justifications have already been considered by both 
the Executive and Legislative Branches of the Federal· 
Government, as~ell as the Commission, and have been found 
sufficient to permit the project financing of the ANGTS. 2/ 

Some of the justifications have included the sub• 
stantial amount of natural gas to be delivered by the 
project, the potential for displacement of large quantities 
of foreign oil, reduction of pressure on the c. s. balance 
of payments, net national benefits to both the C. S. and 
Canada, and the anticipated average cost of gas over the 
project life. 

11 See, generally, Federal ?ower Commission, Recommendation 
to the President, Alaska Natural Gas Trans~ortation 
svstems {May 1, 1977). 
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3. Reason for the ?reposed Waiver 

The waiver has a·rather singular purpose. It is 
intended to assure lenders for the project that the income 
stream which serves as security for their loans will not 
be reduced below the level necessary to retire the principal 
of the loan and to pay the interest thereon. It would 
accomplish this purpose by precluding the Commission from 
changing the rules of the game, so to speak, in a manner 
which would .undercut the security £or t...'le loan. This 
objective woul"d be achieved by-withdrawing· from the Com­
mission its authority under the Natural Gas Act to change 
the project tariffs in such-a manner as to reduce project 
revenues below the level necessary to service project debt. 
Th~ request for the-waiver evidences that certaintv of 
the· security iscessenti~l,~i.e., ·in this instance that the 
lenders will rely.heavily and-to their detriment on the . 
orders of the Commission granting the certificate=and es­
tablishing the·tariffs·as·preconditions to the sponsors• 
take down of· the ·construction loans. · · · · · · 

P~l of the foregoing has been explicitly recognized 
by the Commission in FERC Order No. 31. ,i/ In that orde::; 
the Coiiim~ssionstated: 

The p:::-oject_sponsors have earnestly sought 
that this o;:ger, eap~cJa_lly as it relates to the 
tariff structure, provide assurance to prospec­
tive equity investors and lenders. The concern 
of the soonsors is wellfounded. The Commission 
fully recogniz~s that "equity investors and 
lenders will make critical decisions respecting 
the financing of .. the construction of ANGTS in 
reliance on this Order. 

The Commission has articulated in great 
detail its rationale for this Order. Where 
reasoned alternatives were available, we have 
provided a thorough analysis of the issues and 
the basis for our conclusions. This thoroughness 
provides the inv~stor's best security in relying 
on this Order. 

i/ ~, note 2, at 4 (mimeo). 



312 

The fact of the request for a waiver suggests that 
the project sponsors and the· lenders feel that they ·need 
greater assurance than has been provided to date. Tne 
Chairman and I feel compelled to agree with that assessment. 
As the subsequent discussion and legal analysis shows, with 
the objective of "securityw in mind, a waiver is clearly a 
far better assurance than an order of the Commission. For 
example, previous efforts by sponsors to secure additional 
certainty for lenders by attempting to obtain estoppel 
findings in co~~ission orders have been unsuccessful. ~ 

2./ Applicants in the Great Plains case asked the Commis­
sion to make a very explicit estoppel case against 
itself by including certain statements in its order. 

-Great Plains GasiHcation Associates, et· al., F·ERC 
Opinion No. 69 (Novemb·er 21, 1979) (reversed on other 
grounds, Office-of Consumers' counsel v. F.E.R.C., 

. F.2d {D.C.~ c:i.r'. ·198·0) ,·case No. B0-1303, 
decided Dec~~ber B, 19BOi •. The estoppel option will 
be discussed in the text, infra. In its initial brief 
to the Presiding Admini'strat'IVe Law Judge, Great ?lains 
claimed the following: 

" ••• The lenders have indicated that they will 
reauire that the-authorizations obtained [from 
th~ Commission] .by the project companies contain 
[as a condition to take down of the loan for the 
project}: 

(l) A statement of the Commission's intention 
not to revoke or modify the tariff provisions 
approved- by it for this project during the term 
of the bank loan; 

(2) A statement of the Commission's upder­
·standing that the lenders would not commit funds 
for this project without assurances that these 
provisions would ·continue in effect without modi­
fication during the term of the bank loan~ 

(3) A statement of the Commission's intent to 
suspend the application as to this project of any 
future rule, order, or decision of general applica­
jility which might affect the approved tariff pro­
visions until after the conclusion of a full evi­
dentiary hearing to determine the propriety and 

(Footnote 5 continued on next page) 
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Important in the· context of &~GTS financing is that 
a waiver would provide clear assurances and signals to 
foreign, as well as domestic, lenders. We are advised 
that a sizeable portion of the borrowing must be acquired 
from foreign investors because of legal lending limits 
and other institutional obstacles faced by domestic lenders. 

4. Reaulatorv Risk 

The regulatory risk perceived by lenders consists 
of two .separate, ·but not unrelated, s·ets qf events. They 
are: · ( 1) that the commission ·would change the tariffs 
initially approved on a claim of changed.circumstances, 
and (2) that a subsequent commission, composed of a -. 
majority with a different.view.6f the public interest - · 
than- the collective v1ew: of. the Commission originally. _ . 
aD;n:oving the ta·riffs •. : would change the tariffs to the · · 
d~triment of the lenders ln order to reflect their -
different views. The commission's ability to change,the .. 
tariffs in either of-these"events is not.clear"as a matter 
of. law. It is not unlimited, but our analysis .indicates 
that it is fairlv broad. The effect of the orooosed. 
waiver_Y.guld E~ to'eliminate in material part the Com­
~ission's options-- to the extent they exist-- to change 
the tariffs in. either of the?e cases. ·· 

il ?ootnote ·continued from prior page 

lawfulness of such Commission action as ~t affects 
the tariff provisions on which the financing is 
based -~-. • .• w. Initial Brief of Great Plains 
Gasification Associates ·and the Customer Pipeline 
companies, Docket Nos. CP78-J91, et al., January 29, 
1979, at 70-71. - -

Five other admissions werP. sought from the Commis­
sion, but those quoted are exemplary of what the lenders 
sought. Both the law judge ·and the Commission refused 
to provide them. ·see opinion No. 69, at 63. 

Similar esto9pel findings were requested by the 
A~GTS sponsors in the proceeding that culminated in 
i)rder No. 31: however, they were ·refused in favor of 
the language quote at page 10, ~· As discussed 
hereafter, it is ·questionable whether such findings 
would achieve the desired or intended ~esult. 
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5. Constitutional Question 

Implicit in the questions articulated in your letter 
is the issue of whether the waiver is a reasonably necessary 
mechanism to provide the lenders with the certainty they 
seek. The threshold issue, in this resoect, is whether 
there is any constitutional bar to the commission taking 
the kind of action described in the subseauent oaraaraohs. 
If such a bar exists, the waiver would not be necessary. 
Our research indicates that this·question has not been au­
thoritatively answered by the courts. That is, there are 
no clear constitutional limits regarding the Commission's 
power to change tariffs, where parties have substantially 
ahanged position in reliance ·on such tariffs, and the 
·co!lllllission had pr:ior, actua_l _knowledge of· such reliance. 
The .Chairman and I believe that a respectable case- could 
be made that .. it woul-d violate basic -constitutional orin,­
ciples "of due process _for .the .Commis_si.on to. change iariffs 
not ·explicitly condi-~ione.d ·.to. permi:t change, when the 
Commission is fully aware that the tariffs form the basis 
of project financing, and the changes will in one way or 
another unde.u>cut .that basis. _However, there is ari absence 
of authority to support ·such a proposition. §./ 

The question wh.e_ther legislati-ve or quasi-legislative 
action with retroactive effect works to deprive an 
owner of property without due process is somewhat 
analogous. Cnfortunately, there are no clear principles, 
and the cases go both ways. See oenerallv, text and 
cases collected in Cong. Research Service of Librarv 
of Congress.,- The Constitution of the Cnited States of 
America: Analysis and Interoretation_(l972), at 1165, 
et seq. 

A case strongly suggestive that the principles of 
estoppel do not apply to federal agencies is Federal 
croo Insurance Cora.~. Merrill, 332 c.s. 380 (1947). 
In that case, certain farmers were assured by a local 
agent of the federal corporation that a certain type 
of crop could be insured. In fact, rules of the cor­
poration provided that such crops could not be insured, 
although neither the agent nor the farmers had actual 
knowledge of the regulations. Relying on the agent's 
advice, the crops were planted and subsequently destroyed. 

(Footnote 6 continued on next page) 
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i/ Footnote continued from prior page 

In holding that the farmers could not collect insurance 
for the crops despite the paj~ent of premiums therefor 
and the inducement of the local agent's assuran~as, the 
Court i,ndicated that· knowledge of the rules contrary to 
the agent's. advice would be impute9 to the farmers be­
ca~se the rules·were published i~ the Federal Recister. 
Despite the difference of the facts in the Merrill case 

·(farmers had relied.on.aooarent rather than actual· 
authority), the court used strong language to suggest 
in dicta that-the government corporation would .be 

.treated as an agency of the Cnited·states and:would be 
i..-n;nune.from doctrines :like :estoppel. Id. at 384-85·. 

These dicta have led one commentator to take the follow­
ing position: 

Merrill indicates that estopoel will not 
be used to protect an individual ~ho has changed 

--his position in reliance on administrative advice: 
'It is-settled law that no estoppel can arise 
against the governm·ent. • [Citing, Chapman v. 
Santa Fe Pac. R., 198 F.2d 498, 519 (D.C. Cir. 1951) 
(dissent_i~g opin_io!1) 1_ cert. denied, 343 C.S. 964 
(1952).] B. Schwartz, Administrative Law (1976), 
at 133, et ~·.. · 

p~ofessor Schwartz agrees with the Merrill-type result 
when the a19ency has acted in. excess of 1ts statutory 
authority. However, he goes on to say: . 

• • • Both reason and policy argue that prejudi­
cial reliance warrants invoking the doctrine of 
estoppel against the government in other casesi 
'when the sovereign becomes an actor in a court 
of justice, its rights must be determined upon 
those fixed p-rinciples of justice which govern 
between man and man in like situations.• Id., 
at 135 (footnote omitted), citing Ritter v:-cnited 
States, 28 F.2d 265, 267 (3d Cir. 1928). ------

(Footnote 6 continued on next page) 

93-367 0-82-21 
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~/ Footnote continued from prior page 

The. following cases support Professor. Schwartz's 
?Olicy proposal: Brandt v. Bickel, 427 F.2d 53, 56-57 
(9th Cir. 1970); Chapman v. El ?aso Natural Gas Co., 
204 F.2d 46, 53-54 (D.C. Cir. 1953); Cnited States v. 
r:.azy FC Ranch, 481 F_.2d 985, 988-989 (9th Cir. 1973) 1 
Oil Shale Corp .•. v. Morton,. 370 F. Supp. 108, 124-:127 
(D. Colo. 1973). 

The decision i.n the Lazv FC Ranch case, ~· 
indicates that a li~e of federal estop?el cases. may be 
emerging, and .that s~ch :is :r.equ.ir:ed by elenien.tary. 
notions. of fai-rness-.·. 481 F. 2d·. at. ·g 89. The ·chairman 
advises that his view is consistent with that of 
Professor Schwa_rtz a!'ld tl;le Court in Lazy FC Ranch.. , 
However, absent an authoritative pronouncement .on. th·e 
matter by the 'Cnited ·states Supreme Court, or speci­
fic federal legislation, I cannot render an opinion 
as General. counsel of the Com.~ission that the Cu~i;~ 
sian woulain all or ,substantially all cases be 
estopped by it-s order.s f_r\)m _changing the ANGTS tariffs 
in such manne.r a·s to im:;?air ~he underlying ·security for 
the financing o.f the ANGTS. In my judgment, the best 
opinion that could be rendered would simply agree 
that the co~ission is constitutionally prohibited 
from setting a confis_catory rate _of return. As stated 
by the Supreme Court in Bluefield Water Narks & Im­
crovement Co. v. Public Service commission of West 
Virginia, 2!6-2 'C.S. 679, 690 (1923): 

Rates which are not sufficient to yield a 
reasonable return on the value of the . 
property used at the time it is being used 
to render the service are unjust, unreason-. 
able and confiscatory, and their enforce­
ment deprives the public utility company 
of its property in violation of the Fourteenth 
Amendment. 

See also, F.P.C. v. Flooe Natural Gas Co., 320 'C.S. 591, 
603 (1943)-:----AS the subsequent discusslon reveals,- ·short 

(?09tnote 6 continued on next page) 
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6. Statutorv Question 

The foregoing is not to suggest that there are no 
Supreme Court cases dealing with regulatory estoppel. To 
the contrary, there are two cases of considerable rele­
vance; however,. both are based on interpretations of the 
enabling l_eg i slation of· ot.l-:ler agencies. !n the first of 
these, Cnited States v. Seatrain Lines, 329 c.s. 424 (1946), 
~he C~U=t held that the !~te=sta~e Commerce Co~ission 
lacked the authority to alter the certificate of a water 
carrier on its own motion. The holding was based on the 
express statutory language which permitted such action 
, . .-i:th· respect to motor carri.ers, and the absence of corre­
lative statutory authority in the case of water carriers, 
in- :t·he Interstat·e Commerce Act.-

i/ Footnote continued from prior page 

of this constitutional limitation, the Co~~ission has 
considerable- latitude in the. exercise of its juris­
diction under Sections 4, 5, 7 and 16 of the Natural 
Gas Act. 

The fact that the lenders have induced the project 
sponsors to ask for the waiver may well indicate that 
an unqualified legal opinion cannot be obtained from 
lenders' counsel to the effect that a constitutional 
bar exists to prov.ide an estoppel defense. A similar 
conclusion mav be deduced from the reauest for es­
toooel admissions in the Great Plains-case,~, 
note 5. 
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In Civil Aerona~tics Board v. Delta Air Lines, Inc., 
367 u~s. 316 (1961), the Supreme Court considered a 
similar question. The Court determined that Section. 
~Ol(g) of the Federal Aviation Act prohibited the CAB 
from altering a certificate of public convenience and 
necessity, even where the certificating order purported 
to =ese=ve jurisdiction prior to certification to make 
summary modifications pursuant to petitions for reconsid­
eration. ~eaching this result, the.Court's analysis was 
fo!.lnded on. the ?lain meaning of the· language i.n the 
enabling statute and its legislative history. 

. The Delta case is of particular ~mportance to the 
· subject of this memorandum for two reasons. ·First,· the 
Cour~ clearly explained the nature of the problem.with 
the following state~~tit: · · · . . · 

Whenever·a:quesHon:col}.cerning administrative,~ 
·.Or judicial, fecoriside·ration ·arises, two opposing 
policies immediately demand recognition: ~,e . 
desirability of finality, on the one hand, and the 
?ublic interest in reaching what, ul,:imately, 
appears to be the right result on the other 
~[footnote omitted]. Sinr!e thes·e policies are in-­
tension, it is necessary to reach a compromise in 
each case • • • • Id. at 321. 

~ne second key element of the Delta case is the 
recognition by the Court that the l~mitations placed on 
the CA3 under the Federal ~viation Act resulted frpm 
Congressional concern during the passage of its predecessor, 
the Civil Aeronautics Act of 1938, over the reliance on, 
and consequent expenditure by airlines of large sums of 
money on the basis of the CAB's certificate (route) deci­
sions. In this connection, the Court stated: 

In short, our conclusion is that Congress· 
wanted certificated carriers to enjoy 'security 
of route' so that they might invest the considerable 
sums required to support their operationsr and, 
to this end, Congress provided certain minimum 
orotections before a certificated operation could 
Se cancelled. We do not think it too much to ask 
::hat the i3oard furnish· these minimum protections· · 
as a matter of course, whether or not the Board 
in a given case might think them meaningless. It 
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might be added t~at some authorities have felt 
strongly ~nough about the practical significance 
of these protections to suggest that their presence 
may be required by the Fifth Amendment. See 
Seatrain Lines v. United States, 64 F. Supp. 156, 
161; Handlon v. Town of Belleville, 4 N.J. 99, 
71 A. 2d 624; see also 63 Earv. L. Rev. 1437, 
1439, Id., at 331-332. · -

7·,. The NatUral Gas .a .. ct 

The Seatrain and Delta cases teach that the 
starting point in determin1ng the practical necessity 
of.the waiver as a securi~y device is the language_ 
of-the relevant enabling ~tatute,_the~atural Gas_Act. 
Sections 4 and ·7 are relevan:t, out the key provisions 
a're'Sections S(a) andls-;-_-_!;~c;ion 16 reads in pertinent 
p~~~: 

The Commission shall have power to ••• pre­
scribe, issue, make, amend, and rescind such orders, 
rules or regulations as it may find necessary or 
~ppropriate .to carry out the provisions of this act. 

Section S(a) provides, in p~rtinent part, that if the 
Cornmi ss ion: 

•• ·• [S]hall find that anv rate, charoe, or 
classification demanded( observed, charoed, or 
collected by any natural ;as company in connection 
w1th any transportation or sale of natural gas, 
subject -to the jurisdiction of the Co=ission, or 
that any rule, regulation, Practice or contract-­
affecting such rate, charoe, or- classification is 
unjust, unreasonable, undulv discriminatorv, or 
preferential, the Commission shall determine the 
just and reasonable rate, charge, or classification 
rule,- reoulation, Practice, or contract to be 
thereafter observed and in force, and shall fix 
the same by order. [emphasis supplied] 

These statutory pronouncements are mandatory as 
o?posed to precatory. The broad language of Section 
:6, when employed in conjunction with section 5, has 
:;;-r;;~itted the Commission to alter and amend conditions 
to certificated service with full approval by the 
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courts. Section 5(a~ has been interpreted as g~v~ng 
the Commission authority to alter the terms and condi­
tions of certificated service even though the i!ffected 
parties, acting alone, could not have changed them. 
F.?.C. v. Louisiana Power and Lioht Co., 406 u.s. 621, 
646-647 (1972). In Op~nion No. 754-A, Docket No. 
RE7l-ll9, issued August 17, 1976, aff'd on other grounds, 
Eercules, Inc. v. ?.P.C., 559 ?.2d 1208 (3rd Cir. 
1977), the F.?.C. concluded, with court approval, 
that ·it could exercise its section 5 authority to p~omul­
gate new terms and conditions attached to certificates 
authorizing initial service. 

The combined- effec-t of Sections 5(a) and- 16 is to 
reouire the Commission to:amend terms and C:onditions:of a 
certi~~cate if those terms·and conditions prescribe tariff· 
piovisions subsequently~found:to.result.in-rates or .: 
cha;ges which _aj::_e ·not just :and ·reasonable.- As the :United 
States court of Appeals .for the·oistrict of Columbia_. 
Circuit stated in American Smelting and Refining Comoany 
v; !".P.C. ,· 494 F.2d 925, 940-941 (1974), cert. denied sub 
n6in., Southern California Gas Co., et al. -;-v-:-Y:-P:c:; 419 
u:S":'" 882 (1974), .once the Comm~ssion f~nds tha~ 
existing rate or·charge .is uniust or discriminatory, 7/ 
it "must prescribe the re~dy fo~ that condition.n a7 
If the existing illegal rate or cba~ge is the result-of 
the operation of a certificate condition, the remedy 
clearly will lie in the revocation or alteration of the 
order prescribing that condition, and thus the certificate 
itself. 

ll The Commission's authority to find that a t~riff (pre­
viously determined to be just and reasonable) no longer 
functions in a reasonable manner has been uphel~ by 
the u.s. court of Appeals for the District of celumbia. 
Circuit in Pacific Gas Transmission co. v. F.P.C~, 
536 F.2d 393 (1976). ---

The D.C. Circuit has also taken this position in 
?acific Gas Transmission Co. v. F.P.C., suora., where 
it stated at page 396 that "[a]fter such-a-tTnding, 
the Commission had not only the power but a solemn 
~aty to take immediate action.• 
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Furthermore, the unique nature of the Alaskan North­
west tariff provisions may subject them to amendment on 
another basis. Because they were developed in a rule­
making, the provisions of Order No. 31 arguably are not 
·the result of -the Commission acting in a judicial capacity, 
but in a legislative one, formulating and applying policy. 
The distinction is important because where the Commiss.ion 
acts in the former capacity, applying law or policy to past 
facts, a decision on the merits as to a disputed, and liti­
gated "issue of fact becomes final. United States v. Utah 
Construction and Mining Co., 384 u.s. 354, 421-422 (1966); 
Davis·, Adml.nl.stratl.ve Law Treatise, .§18.09 (19.70 Supp.). 
In the latter case, the Commission .is free ·to take approp­
-riate steps with.out l::>eing..baund by its prior actions. 
Permian Basin Area Rates Cases, 390 u.s. 747, 789 (1968); 
?ublic Service Commissl.on, State of New York ·v.--F.P.C., 
511 F.2d 338,_ ,353. (D.C." Cir._ 1~_(.5)!.._ The policy-meriDina­
tion in this case h"as .be.en that the public convenience and 
necessity required the assurances to investors in the ANGTS 
provided for by the tariff provisions of Order No. 31. 
Arguably, the Co~~ission has determined that as a matter 
of policy, ~Lleast under present circumstances, a tariff 
designed to ~eet the conditions of Order No. 31 ·will te 
just and reason~ble •. The same reasoning might also apply 
to the shipper tracking provisions in the event that such 
provisions are adopted by the Commission through rule­
making procedures. Although it is questionable whether 
the rulemaking-adj"udication distinction would be given 
great weight in the context of the facts at hand, it 
might be enough to convince a future Commission that it 
could, within the law, conclude that a different policy 
determination· tetter· serves· the public interest. 

From the foregoing it is clear ~~at there is a 
plausible case for Commission authorit}• .to subsequently 
alter the tariff conditions of Alaskan Northwest's 
certificate, relying on Sections 16 and 5(a) of the 
Natural Gas Act and judicial pronouncements authorizing 
agencies to make changes in policy. The foundation for 
that case is the general ptinciple that a policy deter­
mination made by a present Commission cannot preclude 
a future Co~~ission from m~~ing a policy determination 
to the contrary, provided that in doing so it adequately 
explains the reasons f6r its new position, Consolidated 
Gas Suoolv Coro. v. F.P.C., 520 F.2d 1176 (D.C. Cl.r. 
1975), whether or riot there has been a change of circum-
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stances. Greater Boston Television Corp. v. F.P.C., 
444 F.2d 852. (D.C. cir. 1970). A corollary tOt'ii'a"t 
principle is that a present Commission cannot birid a 
future Commission so as to preclude the prospective 
operation of Section 5. Ootional Procedure for Certifi­
catina New Producer Sales of Natural Gas, 48 F.P.C. 218, 
2.2.3 {1972); Pacific Gas Transmission Co. v. F.?.C., 
suora. These rules are analogous to those app11cable to 
~egislature: namely, ~~is Congress cannot preclude 
legislation, or. amendments to legislation, by the next 
Congress. 

8. Reasonableness· of the Waiver Reauest 

·This line of analysis suggests several ·impor.ta.nt 
conclusions, which bear.ultimately on the recommendation 
of -this memorandum. ·~First, ~the· "pr~sence or absence of 
.a·c:onstitutional ban."to·i!h~:impairinent by this or a 
fufure commiss1on of tlle ta.riffs upon.which the lenders 
will rely is unclear. Second, there appears to be no 
statutory bar, such as was found to exist in the ·seatrain 
and ·Delta cases, which would preclude the Commission 
from changing ·the tariffs·. Even though it is clear 
that commentators, the courts, at least by way of 
dictum, and the past arid prooaoly current Commissions 
accept the principle that elementary notions of justice 
should allow the project lenders to rely in good faith 
on the decisions of the commission in making their 
loans, .the request of the project sponsors indicating 
their "desires ••• to have these orovisions waived" 
appears to be based on a concern as-to the certainty 
of the federal-estoppel doctrine under the Natural Gas 
Act. ~ne questions that remain are those that are 
directly raised by your letter. They ask in essence 
whether there are either historical or predictaqle 
future· facts which support or impugn the legislative 
request. ~nat is, assuming that the waiver request is 
not patently unreasonable, is there a historical 
legal perspective from which the Congress could judge 
the future and find sound public reasons to grant or 
deny the waiver. 
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9. Past Comrniss.ion Actions 

For the moment I will defer to subsequent para­
graphs the question of "the full implications of the 
waiver" and turn to your second specific question: 
whether there have been past Corr~ission actions which 
justify the desires of _the sponsors to have the subject 
sections of the Natural Gas Act waived. !n this con­
nection, the following contains a su:nmary of recent 
cas.::s,· representative of past. Commission actions, 
which involved issues of claimed detrimental reliance. 
Having done so I.will leave it to the Subcommittee to 
conclude from these decisions whether or not the project 
sponsors' request i~ justified. _: · 

A. Ju"J;"j,Sqictioni: Districras· CorPoration 1 :: .. 

et-al.:v; .r.P:c., et al., 495-F.2d 1057~ 
(D.C: Cir •. l974); cer"E-denled, 419 U.S. 
834 (1974). . . . ---.--- .. 

This proceeding involved, in pertinent part, a 
fil·ing __ by n;s_trigas corporation and its affiliates, 
Distrigas of New·Y9rk·corporation and Distrigas of 
!1assachusetts,· (Distrigas) which requested the Federal 
?ower Commission to grant bistrigas the authority under 
Section 3 of the Natural Gas Act to import liquefied 
natural gas.(LNG) from Algeria. 9/ The filing also 
contained a request by Distrigas-for ~~e FPC to issue 
a disclaimer of.the Commission's jurisdiction under 
Section 7 of the Natural Gas· Act. lQ/ 

Following regasification, more than 80 percent of 
the gas was to be sold in the state of importation 
to distributors and direct customers and the 
remainder to distributors in neighboring states. 

The imported LNG was to be deiivered and regasified 
at facilities at Staten Island, New York and Everett, 
!1assachusetts •. 
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The Co~~ission in a three to two vote granted the 
requested Section 3 authorization without condition but, 
noting that this was a novel situation, reserved the 
right to add conditions in the future if circumstances 
should change. The Commission noted that Section 3 of 
the Natural Gas Act specifically provided for such 
future amend~ents. However, the Commission did not find 
Section 7 jurisdiction over the regasification facilities 
and service nor over the facilities and services involved 
in the sale of the regasified LNG in the state of impor­
tation. 11/ The result of the decision was that there 
was no jurisdiction under section 7 or Section 3_{by way 

.of conditions to the import authorization) over the regas-
. ".i.fication facilities and service nor over the intrastate 

fa."c.ilities and. service •. The Commission indicated. its · 
hope that this disclaimer of jurisdiction would make the 
project mor~ attractive to.private.investor* and ~lead_to 
more- gas at a· lower price to· the- consumer than if [the·: 
Commission] controlled· every. detail. and decision·related 
thereto." Two Commissioners dissented, arguing that.the 
Commission should take jurisdiction under Sections 3 and 
7 o.f ~he Natural Gas Act over the regasification facilities 
and the "intrastate• facilities. 

:_Following the Commiss-ion-'s decision, Distrig~s 
"assertedly in reiiance on.the Commission's limited jur­
isdictional disclaimer, ••• proceeded to construction 
of its Everett and Staten Island facilities, expending 
very substantial sums on each." In a~ filing, 
Distrigas also applied for Section 3 authorization to· 
import significant additional quantities of natural gas 
and for Section 7 authorization to sell these additional 
vol~~es, as well as certain of the originally auth~ized 
volumes, in interstate commerce. 

!!.I The Commission did take jurisdiction under Section 7 
of the Natural Gas Act over the sales of gas which 
was ultimately destined for resale in interstate 
co~~erce. However, it found that jurisdiction over 
such sales attached only at the tailgate of the 
regasification plant •. 
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~leanwhile, at the Commission two of the original 
three person majority"had left and had not been replaced. 
Tnerefore, the.two dissenting Commissioners were now a 
majority. In response to Distrigas' applications, they 
found that circumstances had changed since Distrigas' 
original application had been acted upon by the Commis~ 
sio.n. Specifically, they stated that the original 
Distrigas application proposed new and increased ·sales 
for resale i.n interstate commerce. Tnerefore, the 
Commission hel·d that Section 7 certification was mandated 
for ~11 of Distrigas' facilities. 

On appeal, Distrig.as argued, among other things, 
t-hat once the Commission's :previous decision on· the 
ju~isdictional .issue was ~inil .arid Distrigas had Sub­
se~uently acted in-reliance.on that .decision b~ (1) ton­
i;,racting with _its- customers ·arid (2) .constructing "its_ 
faCilities, ·the· Commission ·was foreclosed ·from changing 
its mind ana asserting jurisdiction .where "it had pre-:"­
viously declined to do so.· Distrigas cited the Seatrain 
case, 12/ where the Supreme Court'had overturned the 
Interstate Com.-nerce Commissio1i's attemnt to revoke a 
certificate-previ~usly granted to a water carrier. 

The Court-found that the Co~ission had the_ 
autbority to issue the o~der it hid issued under 
Section 3 of the Natural Gas Act but remanded for 
additional proceedings before imposition of any re­
auirements to certification under Section 7. The 
Court distinguished Seatrain on the basis of lack of 
statutory authority in that case, and noted that both 
Section 3 of··the Natural Gas Act as well as the 
Commission's previous order· specifically contemplated 
changes and amendments. The Court further found that 
if Distrigas had relied on an interpretation of the 
original Commission order to the contrary (i.e., that 
the original Commission order granted Distrigas a 
permanent. immunity from regulation), Distrigas' 
reliance was misplaced. 

:21 ~' at 15. 
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. As part of its 9asis for rejecting the estoppel 
argument, the Court concluded that Distrigas' claim of 
injury was at that point hypothetical in natur.e since 
Distrigas had not demonstrated that the Commission would 
not u1timately. authorize Distrigas' proposal. 

On remand, the commission granted Distrigas' appli­
cation subject to certain conditions. 

The Districas_case is one where the Court approved 
a changed Commiss1on's reversal of a previous Commission's 
ruling upon which the company and its lenders had _ 
·arguably relied to their detriment. As a basis for that 

. approval the court stated, •any !right' to non-regulation 
that the Commission's ·previous decision can·be supposed 
to ·.have .. vested ·in Distrigas was entirely contingent .on 
the Commission's contin1,1ing. to .view .such .:non-regulation 
as· in the public- interest.". However, ·two facts· tend ·.to 
distinguish Distrigas from the ANGTS.· Orie is the 
conditions cited by the court in-the original Se~tion·3 
authorization, which arguably placed Distrigas and its 
lenders on notice that the rule could change. The 
other distinguishing fact was tbat.the Court found 
that the Commi~sion's decis~o~ ·had not yet injured· 
Dist:::igas and that it ::night not in .the future. .Presump­
tively, the matter was resolved at the Commission level 
in a way which did not adversely affect Distrigas or its 
lenders. Nonetheless,. One could conclude that the uncer­
tainty caused by the commission•s·reversal is the type 
of action the ANGTS lenders seek to protect themselves 
against. 

B. cost of Service Tariff: Pacific Gas 
Transmission Co. v. F.P:C., et al., 536 
F.2d 393 (D.C. Cir. 1976), cert:-aenied, 
429 u.s. 999 (1976). -- ---

This case involved-a corr~ission order which, pur­
suant to Section S(a) of the Natural Gas Act, changed in 
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part Pacific Gas Tran?mission Company's (PGT) cost-of­
service tariff. after a full hearing. Prior to the 
Commission decision, PGT had been permitted to adjust 
its rates automatically on a monthly basis to r~flect 
ell changes in its costs, including amounts for gas pur­
chased. from Canadian producers for resale in the United 
States. This tariff had been in effect since PGT was 
first autporized to import gas from Canada in 1960. 13/ 

In 1974 ~nd 1975, after a heari~g under Section 
S(a) 'of the Natural Gas Act, the Commission modified 
PGT's cost-of-service tariff to provide that changes in 
the cost of gas purchased by PGT from Canadian suppliers 
could· be pas.sed on ·to PGT 's customers only after PGT had 
applied for the rate increase pursuant to Section 4 of 
the Natural Gas Act, and-after any suspension period 
imposed by the Corrimission.theieunder~ The-commission 
r_ev·ised the ·tariff 'to :provide that such ~ilings would 
be·subject to suspension l:iy the Commission pursuant to 
Section 4 of the Natural Gas Act and, if suspended, 
subject to refund and possible reduction as provided 
in Sect ion 4 of t:le Natural Gas Act. The Commission 
justified tne-revise9 tariff by.stating .that Canadian 
authorities had recently begun.to require that signifi­
cantly increased prices be'charged for Canadian gas 
sold for resale in the United States. Furthermore, 
Canadian authorities had changed their pricing policy 
by referencing it -to prices for alternate energy sources 
(primarily oil products) in markets served by Canadian 
gas. This formula change signaled further significant 
increases in the cost of gas purchased by PGT from 
Canadian producers (as much.as four times higher than 
prior to the Section 5 proceeding). The Commission 
found that these changed circumstances rendered PGT's 
existing tariff "unjust and unreasonable" and required 
prior Commission review of rate increases for Canadian 
gas before they could be passed on to consumers in the 
United States. 

lJ/ See Pacific Gas Transmission Company, 24 FPC 134 
(1960). 
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On appeal, PGT ~rgued in part that the Commission­
ordered modification of its tariff could result in delay 
or outright denial of its recovery of increased tanadian 
purchased gas costs which, in turn, would financially 
destroy PGT. PGT also argued that the Commission was. 
without power to modify the cost-of-service tariff which 
a previous Commission had approved in 1960 when PGT was 
originally authorized to co~~ence the importation of 
Canadian natu.ral gas. . 

The Court denied all of PGT's claims and affirmed 
the.Commission.order and its action revising the tariff 

-under Section·5(a). !n support of its holding,.the, 
·majority noted that the Commission.had granted.prompt 

authorization under-Section 4·for-Can~dian gas:rat~ 
increases which:took effect after--the·disputed·taJ::iff 
change •.. The majority: opinion indicated, that .. failure 
of -the Commission- to- incluqe ·such· increases. miglit ·well 
be.to "abdicate"·its·responsibilities-under Section 4. 
However, Judge Bazelon in a dissenting opinion d~rected. 
considerable criticism towards the.Commission for 
injecting uncertainty into PGT's financial position. 
As the dissent stated: a~ •• the FPC concedes that 
had PGT been required to ab~orb.even the initial 32 
cent price increase for a Shor~ period:of time.it 
would have been driven out of business, and 2,000,000 
consumers would have been deprived of 40% of their gas 
supply.a (536 E'.2d at 397.) 

c. Advance Payments (30 day rule): Tennessee 
Gas Pioeline Co., et al. v. F.E.R.C., et 

-ai., 606 F.2d 1094-rD:C. Cir. 1979), cert. 
denied, 447 o.s. 922 (1980): Natural~ 
Pioeline Co. v. F.E.R.C~, 590 F.2d · 
664 (7th C~r. 1979): United Gas Pioe Line 
Co. v. F.E.R.C., 597 F.2d 581 (5th Cir. 
1'979): Trunkline Gas Co. v. F.E·.R.C., · 
608 F.2d 582 (5th C~r. 1979). . 

These cases involve interstate natural gas pipelines 
which, pursuant to a series of Commission rulemakings, 
including most notably Order Nos. 465 and 499, made 
interest-free loans (advance payments) to natural gas 
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producers as explorat.ion and development investments 
which were to be repaid by future delivery of gas. 
pursuant to these Commission Orders the pipelines 
were allowed to include such advances in their rate 
bases, for rate of return purposes, as exploration and 
development investments. This. policy was advanced by 
::he Cornmission.as a:1 incentive for the additio:1 of gas 
supplies. The Commission•·s rulemaking orders spelled 
out in de~ail_the .requirements for !~elusion of advance 
paym~n·ts in .. ~ccoUnt 166. Eowever,· insofar as t~e 
"timing" of the expenditures by tbe producers versus 
the date of the pipelines investment, the Commission 
was silent, except to . the extent the orders stated that 
a:mou:nt·s included in .Account "166" could receive favorable 
r:ate--. -base treatment wher·e ~they- were found to be "reason­
able and appropriate·.... ·Supsequent to these Orders, 
pipe-lines inves-ted ~·a·t: 'Iea_s:t ,$s-.s· billion in "advance--: 
pa"yments" with ·Er-oducers.: "However, ·after these· invest..: 
ments l:iad been ·made, "th·e Commiss·ion,· acting· under FPC 
Order No. 465, pursuant to the "reasonable and.approp­
riate" language,· disallowed rate base treatment for 
cert.ain_advijinces because they were made to the producers 
and included in the ·pipeline·s' rates more than "thirty 
days" before they were spent by the producers. As a 
result large amounts -of _advance payments were retro-. 
actively disallowed o·n a deferral basis for inclus~on 
in pipeline_co~panies' rate bases. 

On appeal to three different Circuit Courts, the 
pipelines claimed serious injury and voiced loud com­
plaints that the general language of Order Nos. 465 
and 499 had o·f:t::ered no notice of the new. specific. 
timing rule imposed by tbe Commission. As acknowledged 
by the·D.C. Circuit Court, • ••• substantial sums 
were involved and deferral has resulted in considerable 
losses for the pipelines' stockholders." (606 F.2d at 
1108.) 

The pipelines argued that, at the invitation of 
the Commission rulemaking orders, pipelines were 
encouraged to make advance payments to promote explora­
t.ion and development of natural gas reserves for the 
interstate market. Pursuant to those orders, the 
pipelines argued, they had invested ·substantial sums 
of money in the advance payment program. Thus, they 
~rgued that it was unfair and illegal for the Com-
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mission, pursuant to _the reasonable and appropriate 
standard, to establish in individual oioeline rate cases 
decided after the rulemaking orders had· issued. an·d 
after the advance payments contracts had been executed, 
that rate base treatment of advance payments ~ould not 
be allowed more than thirty days in advance of when 
they were spent by the. produc~rs ._ ... 

The three. separate circuit .courts rev.e-rsed the ·com­
mission orders decided on this basis. However, the D.C. 
Circuit in Tennessee rejected the pipelines' claims of 
retroactive ratemak~ng and de.trimental reliance and 
-directed the Commission on .remand· ·to· devel"op. a timing 

. i:eiationship supported by substantial evidence •. The .. 
Fifth Circuit ·in ·the United ·and Trunkline ·cas:es and· ·­
the ·seventh Cfrcuit · i~Natural c.ase found that. i£ ~ ~ 
was impermissi~le ret;roa.ctive rat_emaxing t6 impose _a: 
tiriiirig requirement ·on Ord~i: ·No. ·4-55 ·advances and thaF· 
the pipelines had' reHecf ·to the:ir ~de·tr iment ·on :tlie­
ahs,ence of a timing requirement in the Order wheJ:! they 
made advances . to _producers. Therefore, they reversed 
.the c;ommission decisiori.ori ·th~ Orde-c No." 465 advances 
and directed inclusion of the designated amounts·in 
the respective pipelines' ratP. bases. Since Or~er No. 
499 ·contained at least an ambiguously general reference 
to a timing relationship, those portions of the Commis­
sion decision were remanded because of a lack-of sub­
stantial evidence supporting that portion of the Com­
mission orders. Although the Commission was reversed 
in these cases, language from the Court's opinion in 
Tennessee is illustrative of the "regulatory risk" 
inherent to an-industry subject to the Commission's 
jurisdiction. · 

We find that petitioners' arguments in 
support of their interpretation (of estoppel 
facts) are undercut by consideration of the 
character of the advance payment program as an 
experimental departure from well accepted and 
understood regulatory law. (606 F.2d at 1108.) 
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One of the risks incurred by the pipelines 
has been the 'regulatory risk' that an experi­
mental program such as advance payments might 
miscarry, and that administrative readjustment 
would not prevent substantial adverse impact. 
(606 F .2d at 1120.) - · · · 

D.. Dedication of Gas Reserves: Air Products & 
Chemicals,. Inc. v. F.E.R.C., F.2d . _ 
(5~~ Cir. 1981), case No. 78~20Tl; decided" 
July 16, 1981. 

. . - -
This case involves a· Commission order.whicb-ended 

a prior Commission policy under-the "Chandeleur.incentive 
:aoctrine" (of approximateiy-seven-years durat~on);which 
.allowed offshore. natural· gas .producers. to reserve- for·· . ~­
•their-own use·a-p6rtionof-gas reserves which 6tilerwise­
·wouid have been dedicated to the interstate market. The 
prior pol icy had allowed these reserv.ations as an . __ ... 
incentive to producers ·to expedite.the .exploration. arid. 
development of offshore reserves of natural ga·s. The 
Commission, in· its final order; found that the reserv<:­
tion incentive was no longer needed because, among other 
things, the i~terstate market was suffering severe cur­
tailments and thus the gas·which.would be reserved by: 
the_producers ~as needec:to serve .the interstate market. 

On appea1 the producers argued, among other things, 
that they relied to their detriment on the prior FPC­
policy allowing reservations and that it was unfair and 
illegal for the commission to reverse its policy in an 
adjudicated case instead of a rulemaking proceeding to 
be applied prospectively. · · 

The Court remanded the case to the commission 
because of the improper way in which the Commission 
relied on extra-record evidence to support its decision, 
but it rejected the producers' arguments of detrimental 
reliance on the prior Commission policy. The Court 
noted tha.t the old Commission policy was continually 
attacked by consumer groups in various cases and that it 
was, at its inception, described by the FPC as experi­
mental. In sum, the Court found that the policy was 

93-367 0-82-22 
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never "well established" enough to have caused detrimental 
reliance thereon by producers or anyone else. The Court 
noted further that the producers were not precluded from 
selling the gas in interstate commerce for a f·air price 
but rather were prohibited from reserving the gas for 
their own use. · 

E. Unsuccessful Project Costs: Tennessee, 
et al •. v. F.E.R.C., 606 F.2d 109~ (D.C. 
CTr:-1979}, cert. denied, ·447 U.S. 922 
(1980}. --· 

• This proceeding invoived, among other things, an 
. ·attempt by Transcontin~ntal·Gas .Pipe Line Co.rporation 

(Transco) to recover costs associated with four unsuc­
cessful projects ~elated to the productio; of synthetic 
natural gas ( SNG),. . Tb~ :~o~i~s.l,ol) -gen~ed reco'{ery of 
these-costs be6ause they.were-no~="used-and .useful" in 
providing service ·.and could -not :be ·Charged to rate­
payers. 14/ 

On appeal, Transco argued that it had spent 
$22 million on th~se ul~imate.ly_unsuccessful projects 
in purported reliance·on a Commission policy allowing 
recovery of the costs of the projects if they proved 
to be unsuccessful. The Court ·found that the Commission 
had no policy allowing recovery of these costs and 
then affirmed the Commission's decision. 

A possible concern of the lenders is that a dogmatic 
application of the "used and useful" maxim would 
result in similar treatment of the ANGTS if the 
project were to suspend operation after completion 
or, through no fault of the sponsors they were. 
unable to commence. operation after completion.· 
The need for assurances to the contrary (the 
minimum bill) provides a major impetus for project 
financing as opposed to conventional financing. 
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Other cases in which the Commission is currently 
under criticism for ajsertedly changing policies to the 
detriment of jurisdic~ional companies include (i) appli­
cations for reh_earing of Commission Opinion No. 90 15/ 
and Order No. 94, 16/ and (ii) the oil pipeline cases 
where revision of the ratemaking methodology formerly 
e~ployed by the Interstate Commerce Commission is under 
consideration. ll/ 

·nowev.er, these· cases should not· be taken as a sug­
gestion that. the Commission never acco::ds finality to its 
orders. In Texaco, et .al,, Docket No·. CI77-329, et al., 
13 FERC 'li 61,222 (1980)-;-"for instance,. a Cnited States 
Seriatcir filed a pleading -on ·Ju·ly '21, 1980, seeking t-0 · · 
reooen a case settled on ·February 10, 1978. Part o"f the 
senator's argtiment -was ·that changed :circumstances :justi­
f-ied :r-eopening: the case,~ but the Cominiss'ion refused· to '· 
grant the intervention and declined to disturb .its -earlier.· 
order; . -- . - . : : ~ .- - - . . - - . . -

· ·A.rgual:ily; ·casEts =such ·as those described above represent 
a possible wjustificationw or reason why the sponsors have 
n.ow sought the waiver from Congress. At the same time,: 
howev'er..,_thesEi_decis·ions and others of a simil·a·r nature 
have generated some:syrnpathy in the courts and have begun 
to establish the proposition, that estoppel is avatlable 
as -a -defense agains~ the gOvern..~ent if the government'-s ---

· wrongful conduct threatens to work a serious injustice and 
if the public's interest would not be unduly damaged by 
the imposition of estoppel. Lazy FC Ranch, ~, 481 
E' .2d ·at 989. Nevertheless, because the estoppel doctrine 
has not been fully developed under the Natural Gas _t;.ct, it 
is fair to state that only a waiver would provide the 
lenders with .the same. sense ... of legal certainty that a 
firmly established "regulatory estoppel doctrine" would 
afford these investors. ~~ether this legal uncertainty 
"justifies" the requested waiver is a value judgment best 
left to Congress. With this in mind, it is appropriate 
to consider your questions as to hypothetical situations 
creating injury to project participants. 

15/ 12 FERC ~ 61,080 (1980). 

~/ 12 FERC ~ 61,080 (1980); FERC Statutes and Regula­
tions,~ 30,178 (1980). 

l1J Trans Alaska PiPeline System (TAPS) (Phase I), 
Docket Nos. OR78-l, et al.; Williams Pioe Line 
Comoany (Phase I), Docket Nos. OR79-l, et ~· 
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nypothetical Injuries to Project Participants 

analysis has ·produced four general sets of hypo­
circumstances which might induce a Corr~ission 
changing the tariff provisions related to the 
absent the waiver. They are: · 

a changed economic enviro~~ent resulting in 
materially different costs of capital (i.e., 
interest ra.tes and return on equity) from 
those extant at the time· of initial approval: 

changed amounts o_f natural gas available to 
be transpor_ted :re.sul ting_ in a· materially' · 
different: economic __ life for the transporta­
tion system; 

chai:lo;fed __ e·co·nomic:·s- o_f _the g_as to be- delivel:7ed . · · 
by the system·,- relative· to- other: .Sources Of -: 
energy .. su·p·pi:ie:s ,: warr"an t-ing an altered £-evenue 
pattern ·in order to avoid more -serious economic 
di-slocations; and_ 

(4) prematur_e: pr.oj·ect failure.· 

As a consequence. _of these gen_eral events, the follow­
ing ~ypothetical Commission actions might take place: 

(a) 'Cpon a finding o.f changed circumstances t.'l.e Com­
mission could determine; pursuant to Sections 5 1 7 and 16 
of the Natural Gas Act, that the cost-of-service tariff 
(which provides that Alaskan Northwest's rates will be 
adjusted twice-a year by a formula that requires Alaskan· 
Northwest to change its rates to reflect actual costs in 
its charges to shippers) was no longer appropriate. The 
Commission could then require Alaskan Northwest ~o charge 
a stated rate, such as a flat rate per ~~Btu of natural 
gas transported, and require a filing pursuant to S~ction 4 
of the Natural Gas Act to be made prior to the effectuation 
of any increase in that stated rate. The rate increase 
filing could be suspended for up to five months, and the 
proposed rates thereafter collected could be subject to 
possible reduction and refund with interest. 

The risks to Alaskan Northwest in the event of a- . 
:~~ission-ordered change to a stated rate form of tariff 
::,volve the adverse economic imcacts resulting f-::o:n the 

- :::eg!llatory lag attendant to putting into effect a proposed 
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rate increase under Section 4 of the Natural Gas Act. 
The regulatory lag consists of the sum of: (1) the time 
necessary to prepare a Section 4 rate filing plus (2) the 
one-month notice requirements between the time the filing 
is made and the earliest possible effective date (absent 
a.waiver of the notice requirements) plus (3) a suspension 
period of up to 5 months beyond the proposed effective date. 
During the lag period, Alaskan Northwest sponsors would not 
be able to recover all" of ·the costs previously covered by 
oper-ation "of. tile cost-of-~ervice tar~_ff. 

As noted previously, -the FPC ·modified in part the 
cost-of-service·tariff of Pacific Gas Transmission Company 
to require Section 4 filings. to .recover increased Canadian 
purchased gas c·osts.· -Ha·wev'e:IC,- the Co·ur·t ··conclude·a· that · 
thE;~: --cesult -was j-ustified·:ina5much -as the Commission "bad/ 
pu:c:suant to Section· 4 r allowed- a "riori-nigg·a1::dl y;". floW:..­
tl:)r.oug.h by the company .Of incr_ea-sed 9as :cost-s; notwith..; ·· 
st~ing the-·dis:sent' s· ·oOhcern· -that ·delay would· have~~-
re·sul:ted in adverse conseque·nc_es. · · · 

(b) Alternatively, the Commission could decide at a 
f.uture time to leave the .cos·t-:if..-serv.i.J:e tariff :rntact but 
remove~e minimum bill (which guarantees recovery of actual 
op..§!J;:at_ion and l)laintenanc.e. exp..enses, actual current taxes 
and debt costs). W . The consequence of this action could 

1!/ The m1n1mum bill provides. for the recovery of actual 
operation and maintenance expenses, actual current 
taxes, and all amounts necessary to service debt 
including··b1terest and s_cheduled retirement of debt. 
~nder no circ~~stances would debt service be impaired. 

Recovery of equity investment and return on equity 
investment is, however, treated differently. The "90 
percent billing adjustment ratchet• reduces charges 
to eliminate return on equity investment and associated 
taxes for any service diminution below 90 percent of 
tendered gas. This tariff provision would be appli­
cable in instances when the reduction in service for 
any one month w~s greater than 10 percent. The reduc­
tion in charges to reduce the return on equity and 

(?ootnote 18 continued on next page) 
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be that during periods of interruption exceeding thirty 
days Alaskan Northwest would. bear all of the financial 
consecuences of the interruPtion because it would not be 
able to charge the shippers-for any costs incurred during 
the period of interruption. 1!/ 

(c) Another hypothetical involves a situat.ion wherein 
the ANGTS project fails some time after the date construc­
tion had commenced·. Assume further _that upon reyiew_ of · 

18/ Footnote eontinued· fro~ prior: pa.ge· 

·associated ta~e·s woUld' be' proportiOnal to the per-. 
· centage o:f volumes tendered· but not transported. The 
pipeline would be permitted to recoup any sue~ billing 
adjustm_ents by transporting. volumes. in .. excess of the ... 

_ 5=on.tract leve.l ;!.n-· subs:equen.:-··months. ~_The. charge for·:·; 
.. ~ . : s!Ich· "Billi:!lg: -:;aj~sj:jjlent. ~as• tr-an"Sport.a.Hori. ·wouid~ be::~ 
_ . · : computed by: using ;·the. same_ billi-ng ad.j ustmen t { L e~ , : :: = 
:. :~the same· doll..at pe:i: Dekatherm.).. lirly· service. reduction .. 

- :9/ 

below 100% but more-- than 90% would be accounted for· as 
· "'tlo Biiling Adjustment Gas.". As such, this gas. would 
be transported in subsequent months at no.added charge 

. to the shipper~· · · ·· · · ·- · · · 

.The "90 perceht.billing adjustment ratchet• also 
operates during periods of interruption of service. 
It ceases to be operative, however, for any period · 
of total cessation of service for:more than 30 days. 
Beginning with the thirty..;.first day of any total cessa­
tion of service, the portion of the charges attributable 
to "equity_costs" ·would be collected subject to refund 
pending a showing by Alaskan Northwest that it should 
be permitted to retain equity costs collected during 
the period of cessation of service. Equity costs, in 
thi.s context, are defined to be "that portion of de­
preciation expense not necessary for debt service and 
associated taxes." _(Order No. 31, at 181-182.) ·. 

The above discussed ANGTS tariff provisions diffe·r sub-:­
stantially from lower-48 pipeline tariff provisions in 
a number of important respects. It is fair to state 
that the .~NGTS tariff contains unique, "first-of-a-kind", 
provisions which have not been previously granted. by 
the Commission. 

This assumes that in eliminating the minimum bill the 
commission would also eliminate the opportunity to 
collect equity costs subject to refund and to make a 
showing pursuant to the provisions described in note 18, 

~· 
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the circumstances surrounding the project failure, a future 
Corr~ission decided, pursuant to Sections 5, 7 and 16 of the 
Natural Gas Act, to r~verse a previous decision in principle 
to require consumers to pay all debt costs regardless of 
the circumstances once final. certificc:.tion had been granted 
and debt servicing obligations had commenced. Thus, the 
partners of Alaskan Northwest (including sponsor-shippers) 
would be required to absorb all Alaskan Northwest debt 
costs as· well as other .(such as· equity) Alaskan Northwest 
costs. SUch a Com:nission decision would have an immediate 
severe. financi·al· impact on Alaskan Northwest, with the 
degree of severity being a· function of the financial health~·· 
of its partners. 

. (d) The Commission. could decide several years in the 
:future, pursuant to Section. 5 of_ the, Natural Gas .n.ct, to 
direct the shippers. of th.e. gas to remove __ from their re­
sp:E!ctive tariffs· the rate· adjus:tment · (tracking) provisfons 
which permit· the shippers to flow through increases in 
transportation costs~ wi-thout·. !:he· necessity of making a -
full- filing under Section. 4 of the Natural Gas Act ( re­
flecting all current costs and revenues, not merely the 
-:increased-costs of transportation). 20/ In these 

_20/ While the Commiss-ion has decided· in principle to allow 
the shippers to track in a timely manner amounts re­
flecting transportation costs paid to the ANGTS spon­
sors under tariffs approv:_ed by the Commission, the 
Commission has not yet decided what kind of tracking 
of these costs by _the shippers would be permitted. 
For exampl~, the tracking provision could require a 
periodic rate filing under Section 4 reflecting only 
the change in transportation cost, similar to the 
shipper's current purchased gas cost adjustment clauses.· 
Or the provision could permit the shippers to adjust 
their rates automatically on a simultaneous basis to 
reflect changes in ANGTS transportation costs. Such 
a provision would be similar to fuel cost adjustment 
clauses oermitted in rate schedules and tariffs of 
electric-utilities for transactions which are subject 
to this Commis~ion's juri~diction. 

It should also be noted that no.decision has yet been 
made by the Commission governing pass-through by the 
shippers of transportation costs incurred under tariffs 
subject to the jurisdiction of Canadian authorities. 
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circumstances, the shippers could be subject to under 
recovery of the Alaskan Northwest transportation costs 
because of the same regulatory lag discussed above. 

(e) If additional reserves of natural gas ~ere found 
in Alaska sufficient to ~e~gthen the economic life of the 
ANGTS beyond the 25-year life now inherent in the -proposed· 
depreciation rate, ~;e co~~ission might at some !uture . 
time reduce the depreciation rate so as to more accurately 
spre?-d the rec·ove.ry of _tpe planj:: inve_stl!l~nt over the useful 
life of the project. 21/ Alaskan Northwest might oppos.e. 
such a change on the_.ground that the resultant reduced:. 
amount of depr~ci!!-tior~ ~~pens~ 1;ee:overed. on an: a!lnual.-: _ 
lias is_ would impair their. ~b~li ty _ ~ service· de~t having_ 
·a·: shorter term.: - ---- · 

- _ _ { f_) In, the- eye!)~ 9f-. ~~ i?i'~~-~llre · end to the viabi~ i ty ·-: '. 
9;: tl1e ~project_ ~n.e;: ~ i;: h~~ '= collll!'~~c~c? c;>p~ra!;~OI) ( )?eco;\lse:: 9~ 
-physical, niarkej: or: o~he~- fcpr_c~sl ,- the Commission- lJiigh_j: find 
·that a faster _write-off .of debt-~a~: apprc;>pJ;;at~,. i;?-;he~:than 
continued operation. of the minimum- bill- provisions. -~is 
could . cause· financial· harm to Alaskan Northwest if the -debt­
hoider refused to· ailow Aiaskan ·Northwest to accelerate 
re?ay:itent of its debt,· particularly if the interest.rate·,: · 
to~ be- paid to the lenders on_ the debt. is h~gher than. the 
general level of interest-rates being paid for compara~le 
investments. Alternatively, absent a waiver, a future Com­
m;ssion could determine, based on either. a change in poiicy 
perception or based on facts attributing fault to the 
sponsors for the project failure, that the sponsor-investors 
(as. opposed to the consumers) should. bear some part, or- all, 
of.the risk of loss of recovert of debt, and then appro­
priately adju~~ the tariff or minimum bill provisions. 

(.g) In the event that Alaskan Northwest transportation 
costs and the costs of Prudhoe Bay and other natural gas, 
increase significantly, a shipper's resale rate could be 
increased so as to adversely affect the marketability of 
a shipper's gas. Cnder ·this scenario, the shippers -(par­
ticularly the non-sponsor shippers) might argue for a 
reduction in the Alaskan Northwest transportation charges 
so that the shippers could continue to market their gas. 
Absent a waiver the commission would have the power to 

• 21/ See, MemPhis, Light, Gas and Water Division v. IE£, 
504 F.2d 225 (D.C. Cir. 1974). 
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order some sort of temporary or indefinite reduction to 
Alaskan Northwest's charges. In response, Alaskan Northwest, 
or some other party, might argue that the reduction in 
Alaskan Northwest's charges (regardless of the reason 
therefor) impaired the recovery of Alaskan Northwest's 
"minimum billq costs and thus jeopardized the financial 
health of the project •. 

(h) Another hypothetical involves the pipelin~ 
shippers' ·current purchased gas cost adjustment (PGA) 
clause!!, which·, as now w-ritten, would· permit the shippers 
to pass through Alaskan purchased gas costs to their 
customers. If the Commission should decide to revoke or 
modify" the PGA. clauses, the shippers would be subject to 
regula:tory lag. in. recovering Alaskan and possibly other 
purchased gas cost increases •. _ TO the extent that such a· 
lag .Caused a financial strain. on .. the shippers, it- could 
~f~e~t the cash. flow to:~h~~9~~~- __ , 

_-._-_-til In Order No~-:3l; . .the-Col'illllission stated its in.;. 
iention to periodically-review Alaskan Northwest's rate 
of re.turn on common equity. Absent. the waiver,· the Com­
mission's authority to conduct such periodic revie~1~ would 
provide--a bas1s to adjust the return on common.equity 
doWnward to reflect any lowering.of the cost of common 
equity to Alaskan Northwest~' ·such a lowering of common 

. equity costs would most likely result from a general 
overall improvement in the economy-resulting in an improve­
ment in the· financ~al markets, leading to a reduction in 
the return on equity. needed by Alask-an Northwest to con­
tinue to render adequate service in the public interest. 
The argument that a reduction in equity return could im­
oair collectio~of all debt costs in violation of the 
proposed waiver language would presumably be an argument 
by lenders and others that the interest coverage must be 
greater than one (i.e., 1.5, 2.0, etc.) in order to ensure 
that Alaskan Northwest's ability to pay debt is not 
impaired. 

11. Hypothetical Injuries to Consumers 

You have asked "what hypothetical situations there 
might be which would work to t~e injury of resale customers 
arid cons~~ers should the waiver be granted." At bottom the 
most injurious risk that could be borne by the consumer is 
that the project might be abandoned either before or after 
comtlletion, and that the consumer, through the resale cus­
tomer, would be surcharged for the-investment in the project 
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but would not receive gas from it. Next most injurious is 
the risk that the con~umer will have to pay for gas not 
received during sustained periods in which the oioeline 
is out of service. ~rguably, for each risk which-would 
exist to the sponsors and/or shippers in the absence of a 
waiver, there would exist a concommitant risk to the resale 
customers and/or ·consumers in the event a waiver is granted.· 
:>owe.v.e::, in fairness .these ri.sks ·should be proPerly -olaced 
in .the context_ of the facts of the proceeding and th~ . 
legal status of the ANGTS project to date. 

President Carter in his formal Decision, the Congress 
in its approval of the President's Decis1on and interna­
~ional agreements, and the Commission in its Recommendation 
·to the President and in existing orders, have each concluded 
that this project is in the public interest. These approvals_ 
have l~d to t.'le existing tariff, minimum bill. and other. · 
provisions _applicable to the ANGTS as described above. The 
project sponsors and lenders have nonetheless responded 
by seeking further assurance that the unique features of 
these determinat_ions, as well as the Commission's final 
~rders and ~ules, will not be altered or modified-after 
adoption. Relevant here are the existing decisions of 
various _authorities that the ANGTS may be project financed···. 
and that certain portions of.the investment should be 
recoverable from consumers ·in events, including project 
interruption, where consumers do not receive the benefit 
of delivered gas. Thus, decisions have been made that 
impose risk on the consumers regardless of the waiver. 
Further, the Commission's ultimate orders and rules will 
allocate· the remaining risks among the parties after 
consideration of all factors consistent with or affecting 
the public interest. Accordingly, an argument can be made 
that once the legal foundation for the ANGTS places the 
risks,· the waiver would impose no sul:istantial additional 
risk on. the consumers, but only provide a method.for 
assuring implementation of the federal decisions made. 
The extent to which a waiver would place additional -onus 
on the consumers would include the implications of r·e­
moving the "regulatory risk" from the sponsors. In other 
words, the consumers would then face the risk that a future 
commission could not, based on changed circumstances or 
different policy perception, modify the .ultimate ANGTS 
orders or rules within the parameters of their final 
issuance. 
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12. Reasonable Likelihood of· These Events Occurring 

From a legal stanppoint, the likelihood that a future 
Commission woulp take or decline to take action of the type 
inquired about in your letter would appear to depend upon 
(a) whether a reconsideration of past policy determination 
occurs, and/or (b) the future existence of facts which 
would produce a policy· r.esponse !:ly the Commission. The 
likelihood of·such facts occurring is a prediction o:: 
assessment that, presumably, has been made in connection 
with· all faderal'deterrninations to date. In issuing the 
final .orders and rules, the Commission is lee;: ally cha:::ged. 
with the responsibility of weighing the risks, to both the 
sponsors and consumers, attendant to investing the sums 
necessary to complete the project. The risks a:e ex­
ceptionally difficult to quantify because of the infinite 
set of variables that exist, and in the end the question 
is- one. of judgment. E:it.her the risks are. too great fol:: 
the consumers to be asked to bear (i.e., the project is 
no.t in the public interest)_, or they are not. The Commis­
sion may well be required to make that-determination as 
part of its final certification of the project •. 22/ 
Appropriately, the Congress must decide, through adoption 
or rejection .of the waiver, whether to eliminate the· 
•regulatory risk" inherent in continued Commission juris­
diction after .final certification. 

1 am advised by the Chairman that he will support 
passage of a.waiver designed to assure project financing 
of the ANGTS consistent with tpe positions expressed in 
this memorandum, ll/ · · 

W See President's Decision, Finance Condition No .• 2, 
at pages 36-37. 

In this connection, the text of the ultimate waiver 
language, if any, is a matter of continuing interest 
to the Chairman, myself and the Office of the General 
Counsel. Without.addressing any of the complexities 
involved with the final language, please be advised 
that we would welcome the opportunity to provide your 
Committee and other interested persons with any 
technical assistance or advice that may be requested. 
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Hopefully the foregoing-provides you with an ade-
q:.~.ate response to you~ inquiry given the length of time 
ta~en ·and the resources available to prepare this memorandum. 
?lease understand that this response is not intended, nor 
sbould it be taken, as an official Commission position. 
Rather., this memorandum represents the combined efforts of 
tbe Office of t'he General Counsel and other Commission 
staf: members, as well as opinions of·the Chairman and 
myself._ 
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APPENDIX K 

TO THE CONGRESS OF THE UNITED STATE~' 

The Alaska Bi&hway Pipeline route for the Alaska Natural 

Gas Transportation Systec: was chosen by Pre:side.nt C.arter and 

upproved by Congress in l~77.. There was n strong Congressional 

endorsement that the pipeline should be built .if it could 

be privl!.tely financed... That has beer. cy consistent position 

since becoliling· President, as coct:~unica.ted on nucerous occasicns 

to our goo.d neighbors· in: Canada and I a.tiJ :low subcitt.iniJ oy 

!'ormnl findinss and proposed vai ver of lav .. 

As I stat~d in my-cess~Be to ?rine Minister Trudeau 

inforu:ins him ot' ""!_decision_ to subcit this waiver: 

My ~dcini~tr.a~io~ supports the coapletio~ o! th!s 

P!".~jc~c= tiu:ou~ti p~i.-v~t~e_ !~nancing,. a;d_ ~t .~~-Ct.::- . 
. . 

h_ope _that t_h!~ actio: ~will elemr the vay to :ov!.r.g 

a.bCrid=' \:i:h :it~-: I-bc!.!cYe -~!n1t thi3 prCje-c! !S: - . ~ -
il:JpOr_tll%\~. IioJ. -Qcly :in .terms of !.ts co_n~~ibl!tio~ -t.o 

tbe~nergy sccur!~y of Nortb Amer!c~. lt is elso a 

SYll!b"ol of ·o.S.•Cacadian ability to work to3ether 

-coopernt1vely_-·in ~he en2re:Y arem. for the benefi';. of 

bo!.b countries a~c: p&oples.- This same :sp!rit can be 

very important 1n !"eso.lvin'g ~be other prct-lems ·we 

face in the ene!'"'gy a:-ea. 

'l"hi3 waiver of law, submitted to ~he Congress unde:o 

Sect!on B(g) :Jf tbe Alaska Natt:ral Gas Tran.s;:iort2!.ticn Act. 

is designed to clea:" awa_y B'Overnmental obstacles to proceeding 

with private finnnc!ng of tbis ic?ortant project. !!:. is 

cr! tical to tbe ener&Y seeu...-i :.y of this country thn~ the 

Feder2l Oovernmant not obstruct developcent ot energy resources 

on tbe North Slope or Alaska. For this reason, !t !s important 

that the Congress beg!n ex?eC:itiously to consider and adopt 

a waiver or those laws thD.t impede private financing or the" 

pre>joet. 

THE IIHITE HOUSE, 

Octcl>or 15, 19 Sl. 
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Fl~DINGS AND PROPOSED ~AIVER OF LAW 

Pursuant to the provisions of :he Alaska Katura! Gas 
Transoortation Act of 1976 (AHG!A) 15 D.S.C. § 719, et sec., 
a tra~sport&tion system•to transport Alask2 natural gis~ 
consucers in the continent2l United States ~2s selected 
and approved by Congress in 1977. 

I find that certain prov-isions of la" 2:pplicable to 
the .federal actions to be taken under Subsections (a) and 
(.c) of Section 9 ·of ANG'!A require ~aiver in order to pen:.i't 
axpedit1ous.construct1o~ and 1n1·t1a~ operati~n. of the approved 
:ranspor'tation ~ys~e~. Accordingly, under the provisions o~ 

-Section 8(g)(1) of ANG!A, ~hereby propose to both Houses of 
Congress a waiver of the· follow{ng provisio.ns of laY, such 
\:niver to become effective upon: npprova:l of a· joint -resolution 
under the procedures set f.or.th .in Secti·on. S(g) (2) ,. 8(g)(3), 
and -8(g)(4) of ANG!-A •. 

1-:aive P.L. 95-J-58 [Jo.i·nt Resnlu·:·ion. of ap-p.r·o·, ... l., * 
purs·uant to .Sect·io:n 8·(:-a-~} :crf :-kNG:!.A,~ inco-rporating: t:he_ ?-resident's 
Decis-i·on] in ·.the. :f:oll.ov.ing particulars: 

Section 1, Pa_r-agr·aph 3,: and Se-c:-tior: 5, <:ond·itions 
!\·-.4 and V-1 ,- "'f the PT""e.s·id·en-t' s_ Decision, in orde:-
to ?ermit pr~ducers of Alaska na~ur~l gas to ?Br~icipa:e· 
i!': :he O\.'"uershiv of t.he Alaska_ p-::.pel.ine segnent ar.d :he gas 
co~cii~ionicg plant ·seg~ent o~ the ap?ro~ed :ra=sport~:ion 
s.y!_:e:w; o:-o'\"!=eC:, ·hct.;e••.e·r, that .s.n: .egrae:::u~'!'l: on p·:-oCuce:­
?a~:!ci?a~!o~ ~ay be a?pr.ov~d by :~e Feeeral !:e=gy Re~~:a:c:-y 
C===~ssio~ ~=ly a!:e= con~iee:~~ie~ of advice !ro: :~e 
A::o:ney Gener2l and upon a fi~di~g by :he Fe~eral Ene:gy 
iegul~:or! Cc:~is·sio~ tha~_the_ agree~en: ~!21 not (a) create 
ot' t:air.:ta.in a s!.tu.ation inco.r.si.ste"':lt. with :;,.e an:.!t:-us:. la--... .. s, 
or {b) in and of itself crea:e :-estric:ions ou access to'the 
Al~ska segDent of :he app:oved tr~nsportation system for 
nono~~er shippe=s O% r~strictions on capacit! expangion; ~nd 

Sec:ion 2, Ptregraph 3, Fi~s: Sentence, o! the 
?=:s~~e~t's Decisio~, to include :he gas co~~::ioni~g 
pl&nt in the appro~ed transpoita:ion sy!:e~ a~d in the 
fi~~: c~rti!icate to be issued for the syste:; and ~he 

See: Executive Office of t~e Pr~sident, Energy Policy a~e 
?lanninr, Decision ar.d Reo=~ to Con ress on the Alaska Natural 
Gas T~·~·~o~ta:ion s~stem Sep:aober 19 1) (hereinA::er referred 
~o as ?re~iden:'s Decision); and seeR. J. Res. 621, ?ub. L. ~c. 
95-158 (1977), ~her~in the Praoid2r:t~s Dec!s!on ~a• incorpo~a:ed 
a~d :a:i!iee by Coc;ress pursuant to Sec:io~ S(a) of A~GTA. 

* 15 t·.~.c. § 719! ~t. 
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application of Section 5, Condition lV-2 of the President's 
Decisi<>n to the gas conditio"ning plant; and 

Section 5, Condition IV-3, of the President's Decision; 
provided, ho~ever, that such ~&ive~ shall not authorize the 
-Feder~l Energy Regulatory Coc.uission to approve tariffs except 
as ~:ovided herein. !he Feder&l Energy Regul~tory Com~ission 
oay approve a tariff that Yill peruit billin~ to com~ence 
and collection of rates and" charges to begin" and that "ill 
authorize recovery of all cos~s p~id.by purchasers of 
Alaska na_turnl &llS for transportation through the systec. 
pursuant to sucb t~riffs prior.to :be flow of Alaska naturzl 
gas through the approved transportation system --

(a) to permit recovery of the full cost of service 
for the pipeline in Caoada to commence"--
(i) upon completion and testing, GO that it iz 

. . . proved capable of operation; and .... 
(2) not before a date certain, as determined 

(in consultation Yith the Federal "Inspec~or) 
by the Federal Energy Regulatory Coomicoi9n 
in issui~g a final certificate for the 
approved transportation system, to be 
the most likely date for the approved 
tr~nsportatiou sys:em to begin oper~tion; 
and 

(b) to pe=~it recovery of the nctu2l operation an~ 
~aintennnce expenses, actu~l current taxes and 
acounts necessary to se~ice debt, including 
inte~est and scheduled retire~ent of debt, to 
com"i:lence --

(!) ~c= :he Alaska ?!?e!!ne seg~ent --
(A) upon co:ple:!cn anC :est!ns o! tr.~ 

hlask~ ?ipeline seg~en: so that i: 
is proved c&peble of operation; and 

(B) not before a da:e ce=~~in, ~s 
determined (in cocsultation ~ith the 
Federal Ins?ector) by the rederal 
Energy Regula:cry Commission in 
issuing c ·!in~l cert:ifica:e for the 
approve~ :ra~spor~at!cn syste:, ~o be 
the oos: l!kely ~ate for the zpp~ov~d 
:ranspo::at!on syste~ to begin oper2:ion; 
and 

(2) for the g~s con~itionins plant segment --
(A) upon co:pletion an~ :estin& of tbe sas 

conditioning plan.: segcent so tha: ~­

is proved capa~ie of operation; ~~~ 
(B) not-before a "date certain,- as detercined 

(in consultatior. ~ith the Federal 
inspectcr) by the Federal inergy 
Regulatory Co~oission in issuing 
~ final ce::ificete for the approved 
transpo::at!on systeo, to be the ~ost 
likely date for the approved trans­
portation sys:ec to begin operation. 
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llai.ve Pub. L. No. 688, 75~h Gong., 2nd Sess. [Na~ural Gas Ac~] 
in ~he follo~ing par~iculars: 

* 

Sec~ion 7(c)(l)(B) of ~he N~~ural Gas Ac~ ~o ~he 

extent that section can be cons:rued to require the use of 
forcal evidentiary hearings in proceeCings related to 
applications for certificates o~ ?Ublic convenience and 
necessity authorizin~ the construction or operation of any 
seg~ent of the ap?roved ~ransportation system; provided, 
hoYever, that such ~aiver shall not ?reclude the use of foroal 
eviden~iary hearing(s) ~henever ~he Federal Energy Regula~ory 
·ca~cission determines~ in its discretion, that such a hearing 
is necessary; and 

Sec~£ons 4, 5, 7, and 16 of ~he Na~ural Gas Ac~ ~o ~be 
extent that sue~ sections would allo~ the Federal Energy 
Regulatory Con~ission to change the provi·sions of any final 
rule or order approving (a) any ~ariff in any Danner ~ha~ 
~ould impair ~he recovery of ~be ac~ual opera~ion and 
caintenance expenses, actual curren~ ~axes, and a~oun~s 

necessary ~o service debt, including in~eres: and scheduled• 
=e~ireQen~ of deb~, for the approved ~ranspor~a~ion sys~em; 
or (b) ~he recovery by purch~sers of Alaska na~ural gas of all 
costs related ~o transpor~a~ion of such ·gas pursuant to an 
approved tariff; a~d 

Sec~ions l(b) and 2(6) of ~he Ka~ural Gas Act ~o ~he 
extent necessary ~o pe~~it the Alaskan Nor~hwest Natursl 
Gas Transpor~ation Coepany or- its successor and any shi?per 
a: Alaska natural gas throush- -:he Alaska pipeline seg~en: 
o! :he approved transpo~:ation sys:e: :o be eee~e~ tc be a 
.. ru:.:ural gas cocpany" .... ithir.< :he :Jean.ing c£ :he ;!.c: at sec:: 
ti=e as i: ac:ap:s a f!~al c~r:i!ica:e o: ?Ubl!c c~:venie:c~ 
a~ci necessity Guthorizi~g it :o ccr.strcc: or operate the 
A:zska pipeline seg~en: and the &as con~!:ion!ng ?la:t sesrnen: 
c! the approved .transportation sys:eo or to ship or sell gas 
:ha: is to be :rans?orted through the 2.?proved :~ans?ortatio~ 
sys:e:::q and 

Section 3 of the Natural Gas Ac: as it ~auld apply to 
Alaska natural gas transported through t~e Alaska pipeline 
segment ~f :~e a?prove~ transpor:acicn sys:e: tc the ez:en: 
:ha: an~ authorization ~auld o:her~ise be recuireC for ---

(1) the expor~ation o£ Alaska r.a:urai gas ~o Canada 
(to :he ex:ent that such natural gas is replaced 
by Canada do~nstream ~ro~ :he export); and 

(2) the i~por:ation c: natural gas fro~ CahaGa 
(:o the e~~ent :hat such r.atural sas replaced 
Alaska natural gas ex?or:ed :o Canada); and 

(3) :he eXportation :ro~ Alaska into Canada and 
~he icpor~ation fro~ Canada into :he lowe~ 4S 
s:ates of ~he United States of Al~ska natural gas. 

15 u.s.c. § 717 
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Waive P.L. 94-163* [Energ~ Policy end Conser•ation Act] in the 
follo~i~g pa~ticulars: 

* 

Section 103 as1 it "Ou-ld apply to Alaska natural gas 
t~a~sported through the Alaska pipeline segment of the 
·app~oved transportation syste~ to the extent that any 
authorization vould other~ise be recuired for --· 
· (1) the export~tion of Ales~a ~atural· gas to Canada 

(to the extent that such natural gas is replaced 
by Canada do~nstream f~om the export); and 

(21 the importation of natural sas from Canada 
(to the extent" that such natural .-gas repl'acec! 
Alaska natural gas e:z:portec! to ·canada.); and 

(3) the exportation from Alaska into Canada 
anc! the importation from Canada into the lowe~ 
48 states of "the Unitec! States of Alaska natu~al - - -gas. - · 

42 u.s. c. f 6201, ~ ~· 

93-367 0-82-23 
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Mr. UDALL. Thank you very much for your complete and thor­
ough statement which is an important part of our record. 

Just a couple of quick questions from me. 
You talked earlier about the portions of this system which have 

already been l;milt. The Secretary made the point that they were 
built under cost and below budget and I return to this whole thing 
of escalation of cost. 

What is the difference between the sections of the pipeline 
system that have already been built which came in without this 
huge escalation that we have had in other cases, and the remain­
ing parts of the pipeline that your association proposes to build? 

Why does one escalate and the other gets under budget? 
Mr. McMILLIAN. Well, the pipeline portions that are now being 

constructed or have been completed are basically built in areas 
where we've been building pipelines all our lives or all the history 
of our industry, and under normal weather conditions. 

We're ahead of schedule, under budget in all these projects. The 
Canadians are also. They are about 10 percent under budget on 
their pipeline construction. 

We feel like with the Alaskan portion that this will be the most 
difficult part of the pipeline project because we have the most ad­
verse weather and geotechnical conditions to overcome there. 

With the $550 million of preplanning, preengineering work that 
we've spent, we've examined all these things in great detail. 

In addition to that, we've had the alyeska experience to build 
upon and a lot of that was bad, but a lot was also good. 

They completed a workable system that has high integrity and 
that's working now. So we have their immense amount of data and 
records that they acquired during that project and we have used 
that in our estimates of engineering design, construction plans and 
cost estimates. 

Mr. UDALL. I hope you can really dig into this and keep on top of 
it and find ways. That's one of your big problems, I'm sure you un­
derstand. 

Mr. McMILLIAN. One of the big problems with financing and ev­
erywhere. We think that the pipeline in Alaska will be on sched­
ule, on budget. 

Mr. UDALL. With 15- or 20-percent money, I can understand, that 
would be a real factor in escalation as well as some of the other 
costs. 

If all goes well, if we give you the waivers you want and all goes 
well, what's the best case for completion of the system? 

When can we have Alaskan gas? 
Mr. McMILLIAN. In 1986-1987. If things fall in place here, we 

could have gas flowing through the system in the heating season of 
1986-1987, probably November 1986. 

Mr. UDALL. What is your best estimate on how long a life this 
project would have? How much gas is up there? What do you pre­
dict? Is this something we are going to need for 20 or 30 years or is 
it fairly short yield? 

Mr. McMILLIAN. No, sir. You take the Alaskan volume at 2 bil­
lion cubic feet a day, I think that gives you 35 years of gas supply. 

What we're anticipating is that like most pipelines that once you 
have a pipeline established or gas energy corridor established, 
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there are other gas reserves developed to serve that area, like the 
history of the Lower 48. 

We know there is additional gas reserves in Alaska. We feel like 
the 145 trillion of potential cubic feet of gas that is there, a large 
percentage of that will be used in this system. 

None of us will ever see the life of this pipeline end. I think it 
will be a continued life over many years. 

Mr. UDALL. I heard somebody advocating the other day that the 
Alaskan oil pipelines, based on the reserves at Prudhoe Bay, will 
have exhausted its resource in 15 years or some fairly short period 
of time or at least you won't have enough oil up there to keep it 
full and that we'd be much better off to use that to transmit gas 
and build the necessary liquefaction facilities or whatever and pick 
up the slack there rather than build this. 

Would you care to put that one down or comment on it? 
Mr. McMILLIAN. Well, the oil companies can probably give you a 

better answer than I can on this, but I anticipate and I'm sure they 
anticipate with the exploration activities and the oil reserves that 
are potentially still there, that they plan to continue to use that for 
many years beyond the oil reserves at Prudhoe Bay. 

Mr. SEIBERLING. Some of us have had no opportunity to ask ques­
tions of anybody. Are we just going to start out as though-

Mr. UDALL. No, it is a real injustice to bring a cabinet member to 
sit through the hearing and you never get to ask any questions. 

You have a lot of interest here and I think the gentleman under­
stands your problem. It's been my intention with Mr. McMillian 
here on the stand to make that up to those of you who did not get 
a chance to question the Secretary and I'll take you first. 

Mr. SEIBERLING. That's what I was going to suggest. 
Mr. UDALL. That was my intention. I think the Chairmen of one 

of the two joint subcommittees ought to be recognized for a few 
minutes and I give Mr. Sharp that privilege. 

Mr. SHARP. Thank you. 
Mr. McMillian, if the Congress votes no on the waiver package, is 

that it for this pipeline proposal or is there any other way you 
think there is any chance of salvaging this? 

Mr. McMILLIAN. Mr. Sharp, if we're given a no vote on this, it is 
hard to say exactly what would happen. I think the project will be 
built some day. It has to be built. It is in the national interest to 
build it. 

We might not build it and we might not build it in our time 
frame. I think it would be unfair to expect us to continue to spend 
sometimes as much as $30 million a month to develop and to meet 
a time schedule where we know now that we would not be able to 
privately finance it. 

So I'd expect us to say that we'll work on the project and we'll 
wait for maybe a more favorable economic time frame. 

Maybe we'll watch the Russians and Germans build their line 
and maybe we'll learn something from them about how to do it. 

I'd hate to do it that way, but I don't think you can expect us to 
go on spending money to develop this project if there is no chance 
of private financing when everyone says it has to be privately fi­
nanced. 
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So I think we'd just have to put it on idle until conditions did 
change. 

Mr. SHARP. But your presumption is without this waiver pack­
age, you would not be able to privately finance it. 

Mr. McMILLIAN. Without this waiver package, I don't think we 
have a chance. 

Mr. SHARP. What if Congress were to take your waivers one by 
one and decided to only reject one of the waivers, namely, the pre­
billing waiver? How essential do you see that particular waiver to 
the package? 

Mr. McMILLIAN. Well, if you reject that, there would be no pro­
ject because the Canadian partners and the Canadian companies 
must have that. 

They are in a different financial structure and a different tax 
basis than we are. They have no investment tax credit and they 
cannot write off interest, so without them having this ability to re­
cover their investment, the Canadian portion would not be built. 

Mr. SHARP. One of my colleagues from Oklahoma, who could not 
be here, Mr. Synar, I assume, would ask this question if he were 
here, to what degree have you and the sponsors been in touch with 
the State of Alaska as a financing source? 

And do you have any expectation of Alaskan Government cooper­
ation? 

Mr. McMILLIAN. Yes, sir. I covered that in my written testimony 
to some degree. To briefly summarize it, we worked for about 2 
years with the State of Alaska, hoping to get a very minimal type 
of effort from them on tax-exempt bonds and that was not work­
able. 

Under the present thinking and structure in Alaska, Governor 
Hammond will be here to address this committee. I hope you ask 
him that question. 

I'd like to be here when he answers it because it is a good ques­
tion. We would welcome their support because we think that under 
the Presidential decision, that was made and ratified by you in 
Congress, the beneficiaries in this gas sale-and they are the great­
est beneficiary-should help in some way, and we would welcome 
that help. 

But we're not factoring any of that into our financial plans be­
cause I think it is too uncertain under present circumstances, and 
the Governor can probably explain those present circumstances 
better than I can, but we'd welcome that support and it would be 
nice to have. 

Mr. SHARP. One of the changes in the waiver package from the 
original request that you made from the White House and the one 
the White House made to us was the indication of a specific date 
before prebilling could possibly occur to be set by the Federal 
Energy Regulatory Commission. 

Now, obviously, one of the reasons for that change in the waiver 
package was designed to try to give some assurance to consumers 
that they would not have to pay on a progressive kind of schedule 
at the beginning of any little segment thereafter. 

One lingering concern that has been raised with us about that 
process is, what if the date is set too early? Wouldn't you and other 
sponsors of parts of the pipeline have an interest in trying to set an 
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earlier date in order to assuage one of the sections, or the Canadi­
an section? 

Mr. McMILLIAN. No, sir: It is just the opposite for us. Because of 
this recovery mechanism, billing commencement mechanism that's 
been explained and explained accurately but not in great enough 
detail in that we, the Alaskan portion, if we don't complete the 
Alaskan portion, we don't receive a dime. 

We cannot bill anybody for a penny of that support of the system 
and likewise, if it did happen where we did put that clause into 
effect, we would not recover any equity or return on equity after 
the billing commencement date. 

So it is no financial benefit to us for that to happen and it would 
be a financial disadvantage to the companies that are selling the 
gas because it does impact their market. 

So it is just the opposite. It is not to our advantage for this to 
happen. We don't make any money from it. 

Mr. SHARP. Mr. Chairman, if I could, one member has asked if 
we could submit written questions that Mr. McMillian might be 
able in the next week respond to in the record and I hope that he 
would be willing. 

Mr. McMILLIAN. Yes, sir, I'd be glad to do that, Mr. Sharp. 
Mr. UDALL. Mr. Marriott. 
Mr. MARRIOTT. Mr. McMillian, welcome to the committee. As a 

constituent, I applaud you for the great contribution that you make 
to Utah and to the West, and hopefully for the national security. 

Let me just ask two quick questions, if I may, first of all. 
I asked the Secretary about the billing waiver and the cost of 

that waiver to the average recipient of power and gas. He said the 
maximum cost might be $12 a year per family or per user and I 
assume that was on the high side. 

In your testimony, you indicated that the cost of gas is going to 
go down and you gave a figure of $4.85 per million Btu's over a 20-
year period. 

Now, can you put in perspective for us to put to ease some of the 
concerns of our consumer advocate friends that the cost of gas will 
actually be less to the consumer and of the $12 cost the Secretary 
mentioned might well be swallowed up in savings in the future? 

Mr. McMILLIAN. Yes, sir, that is exactly what happens. If we had 
to put into effect the early billing commencement date, rather than 
take those sums and capitalize them and put them into our rate 
base where we would earn on those sums continuously throughout 
the life of the project, I believe the figure is, and Darrell will have 
to correct me on this, for only 6 months delay where we would pre­
bill on completion rather than amortize and earn on this, it 
amounts to about $2.6 billion savings for a 6-month time increment 
to the consumer. 

Is that right, Darrell? 
Mr. MACKAY. Yes, it is 2.6 if you looked at all of the segments 

that were involved. Of course, any single segment would be differ­
ent. 

Mr. McMILLIAN. I know it is a disadvantage to build something 
you don't have, but if you are using gas over a long period of life or 
time, the ultimate cost to the consumer is less by this method than 
any other method. 
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Mr. MARRIOTT. If we did not build the pipeline and we anticipat­
ed what the cost of gas might be without the pipeline, what might 
that be to the consumer 5 or 10 years from now in the absence of 
the pipeline? 

Mr. McMILLIAN. It would be the cost of 600,000 barrels a day of 
oil to equate to this and if you take the 20-year average of $4.85 
and take the 20-year average of $9 oil, so you are looking at rough­
ly doubling the cost to consumers if the pipeline was not here to 
deliver this amount of energy. 

Mr. MARRIOTT. So the price could well be double the $4.85 figure 
without the pipeline? 

Mr. McMILLIAN. Yes, sir. 
Mr. MARRIOTT. One last question. I assume that prior to coming 

to Congress looking for these waivers that you did everything in 
your power to find various sources of financing that would go along 
without the waiver program. 

Would you just give us any information as to what your history 
has been on trying to get the financing? 

Mr. McMILLIAN. The positive aspects of the financing of the pro­
ject is the real solid financing that we developed for prebuilding 
which was $2 billion roughly and is the largest gas pipeline project 
which has ever been constructed in the lower 48. We privately fi­
nanced it. 

Regarding the Alaska facilities we presented a plan to the bank­
ers. It was our plan with help and cooperation from the producers 
where they took 30 percent of the equity and we took 70 percent of 
it. We had an overrun pool concept as described in the report and 
we presented that hoping that the bankers and the financial mar­
kets would accept this method of financing. What they told us is 
what we reported that due to the change in conditions and having 
to go to the world markets today, there is just not enough money 
that would be attracted to that type of credit. 

So, therefore, we had to modify our financing plan. I did not 
want to put another billion dollars in this project either. I was 
going to put $500 million but now I'm dedicating $1,500,000,000 of 
our company's assets and credit to this project to make it go and to 
make it work. 

So we had to do that. 
I want to say something else. The transmission companies them­

selves have now committed over $8 billion to the project. The oil 
companies have initially committed $9 billion to the project in 
their assets and that's an awesome commitment in total dollars. 

I think they are to be congratulated and our transmission compa­
nies are to be congratulated on this, but still when we are being 
asked to support this debt, it does bring additional requirements on 
all of us. 

Mr. MARRIOTT. Thank you very much. 
Mr. UDALL. We have another vote on. 
The gentleman from Oregon? 
Mr. WEAVER. First, I would like to make inquiry. Is the Secretary 

of Energy coming back? 
Mr. UDALL. He will come back, although we did not fix a date. 
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Mr. WEAVER. He was informed almost 2 weeks ago of this com­
mittee and I think it is ~m insult to this committee that he only 
stayed an hour. It is incredible. 

Mr. UDALL. I dealt with him on this and found him very fair. A 
Cabinet meeting was called by the President and he had to go 
today. We will have him back in the future and he will stay at 
some length. 

Mr. WEAVER. It is not a Cabinet meeting, Mr. Chairman. I'm in­
formed it is a meeting with Mr. Meese. 

Mr. UDALL. It may be more important. 
Mr. WEAVER. Mr. Chairman, I want to press the issue in these 

meetings on the alternative approach which should be the first ap­
proach, the primary approach that Dr. Sullivan Marsden of Stand­
ard University Petroleum and his colleagues have proposed, which 
would be to build a methanol plant in Prudhoe Bay and ship the 
liquid methanol through the existing Alaska pipeline. 

This has the merit of saving around $30 million, getting more oil 
out of the oilfields and therefore, is, by all odds, the superior ap­
proach. 

I'm not sure, and Dr. Marsden will testify in these hearings. I'm 
not sure, Mr. McMillian, if you are the one to ask about this be­
cause, obviously, you don't have that option. 

Your option is to build the pipeline or nothing. 
Mr. McMILLIAN. Mr. Weaver, that's not true. We have an option 

to build any system that will transport this gas in the most eco­
nomical way possible. This was examined very carefully by long 
years of prolonged testimony and I believe you really ought to ad­
dress this question to ARCO. 

I know they made a complete study of this and other oil compa­
nies have, too, and we have. We welcome you to keep studying it. 

It is not a viable solution. You lose half the energy to begin with. 
Mr. WEAVER. That's all well and good. Dr. Marsden's article will 

appear several weeks from now in the Oil and Gas Journal and 
he's one of the most respected people in this country in this area 
and he says it will work and work very well. 

Anyway, I want to explore with you, sir, the $4.85 that you say 
that the gas will cost at its delivery point. 

Would you break that down, how much you are spending for the 
pipeline? 

Mr. McMILLIAN. Yes, sir, we have that broken down. 
You want the transportation costs and the gas costs? 
Mr. WEAVER. Yes, sir. 
Mr. MACKAY. The gas cost portion of that is $2.13, including fuel, 

so the remaining--
Mr. WEAVER. It is $2.72. 
Well, if the pipeline cost $30 billion. I'm just using simple figures 

and I'm sure your computers and analysts can do much better, but 
you are going to ship around 2 billion cubic feet a day over the 
pipeline, is that not correct? 

Mr. MACKAY. Yes, sir, initially. 
Mr. WEAVER. Is it going to be substantially more? 
Mr. McMILLIAN. We hope so, yes, sir. 
Mr. WEAVER. Anyway, 30 million at 15 percent interest, you are 

going to be paying $5 billion interest and $5 billion interest and 2 



354 

billion cubic feet a day is $10 million a day, your price, and that 
comes up to $3% billion a year return and $5 billion is the interest 
on the pipeline alone. 

Something has to be wrong. Where does the Wall Street Journal 
get the $15? 

Mr. McMILUAN. I don't know where they get anything. That re­
porter is the worst reporter in the world and anybody that even 
quotes him does not have good taste. 

Mr. WEAVER. Where are you getting the information if it is $5 
billion? 

Mr. McMILLIAN. Mr. Weaver, we have detailed studies of it, and 
we have studied it for ourselves. We have computer studies. We 
can give you very complete analysis you want. 

Mr. WEAVER. Is 15-percent interest of $30 billion $5 billion a 
year? 

Mr. McMILUAN. I will accept any figure you want to say there. 
Mr. WEAVER. Is 15 percent of $30 billion $5 billion? 
Mr. McMILLIAN. Whatever you want to say. What I am saying is 

that the numbers I have given you have been carefully studied and 
thought out. 

Mr. WEAVER. I don't want to hear any generalities, sir. 
Mr. McMILLIAN. I am not going to debate with you on back-of­

envelope figures. We have got computers and scientists that have 
done this study in detail. 

Mr. WEAVER. Fifteen percent of $30 billion is roughly $5 billion. 
At 2 billion cubic feet a day at your price that is $10 million a day; 
is that not correct? And $10 million a day is $3.5 billion a year? 
Now would you explain that, please, sir? 

Mr. MAcKAY. I think the point of confusion, perhaps, sir--
Mr. UDALL. Before you get to that I am going to go vote. Do you 

wish to stay, Mr. Weaver? 
Mr. WEAVER. Yes, I do. 
Mr. UDALL. You are in charge. 
Mr. MAcKAY. The figures that Mr. McMillian presented are in 

1980 dollars. The reason for doing it that way--
Mr. WEAVER. Don't get into that. Fifteen percent interest of $30 

billion is $4.5 billion. 
Mr. MAcKAY. You are comparing things that are not compara­

ble. That is what I was trying to straighten out. You have got to 
deal in today's costs. We are talking about a $20 billion investment 
in today's cost, not the figure that you mentioned of $30 billion or 
more. As a consequence, you have to think about the transporta­
tion costs over the 20 years, which declines very dramatically in 
comparison with oil costs, again in constant dollars, and that is the 
two to compare. 

Mr. WEAVER. But $20 billion at 15-percent interest would be $3 
billion a year, right? That is just the interest, not the principal. 

Mr. MAcKAY. Fine. 
Mr. WEAVER. And at 2 billion cubic feet a day at $2.72 a thou­

sand cubic feet, you are going to come out with about $3.5 billion 
for that gas. So you are talking about the interest on the debt 
alone being roughly similar to what you are going to sell the gas 
for. 
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Mr. MAcKAY. But see, the interest is going down. That debt is 
being paid off over that 20-year period. The interest over the life of 
that project won't even be half of that. 

Mr. WEAVER. I am not interested in your repayments. I am talk-
ing about interest. 

Mr. MAcKAY. The interest also declines. 
Mr. WEAVER. Where is the money paid on the principal, then? 
Mr. MAcKAY. It is in the $2.70. That covers the full cost of serv-

ice, including all operating costs, depreciation, principal and inter­
est repayment, and return on equity, so it is a complete, total cost 
of transportation service. 

Mr. WEAVER. What interest do you anticipate paying for this 
money? 

Mr. MAcKAY. The figures that we have used vary from 10 to 14 
percent. 

Mr. WEAVER. That is a big variation on $20 billion. 
Mr. MAcKAY. We are trying to anticipate all of the things that 

may occur. As Mr. McMillian pointed out, one of the greatest un­
certainties we have and the thing that makes the cost the most 
variable to predict is inflation and interest. So we are trying to an­
ticipate the full range of what might impact the cost to be sure we 
have reflected everything appropriately in comparing it with oil or 
other alternatives. 

Mr. WEAVER. Now do you have a contract? Are the oil ~ompanies 
agreed to get $2.13 for their gas? 

Mr. MAcKAY. The Natural Gas Policy Act of 1978 has established 
the price for gas at Prudhoe Bay at $1.45 in 1977, escalating with 
inflation. So that is a matter of regulation at this point. 

Mr. WEAVER. This is completely deregulated in 1985? 
Mr. MAcKAY. No, Prudhoe Bay gas will remain regulated forever 

under the Natural Gas Policy Act. 
Mr. WEAVER. Unless new law is enacted. 
Mr. MAcKAY. That is right. 
Mr. WEAVER. And it goes up just with the inflation. Well, I still 

am very dubious about your $2.73 to finance this pipeline. The 
total cost you now estimate to be $20 billion? 

Mr. MAcKAY. No. In 1980 dollars it is $23 billion less approxi­
mately a little less than $2 billion that would have been spent for 
the prebuild project for Canadian gas, so it is just a little over $20 
billion in 1980 dollars. 

Mr. WEAVER. How much gas comes out naturally from the Prud­
hoe Bay field today? I mean just comes up with the oil, that has to 
be reinjected? 

Mr. MAcKAY. The oil companies would be the best to ask, but I 
believe that figure is somewhere around 2 billion cubic feet a day is 
either used for fuel or being reinjected. 

Mr. WEAVER. Two billion cubic feet a day? 
Mr. MAcKAY. Yes, sir. 
Mr. WEAVER. The gentleman from Washington. 
Mr. SWIFT. Thank you. And I apologize in advance if I ask some­

thing that has already been asked with this on again-off again 
thing with the votes, with some of us here and some of us not. 

Just a couple of questions. If the sets of circumstances contained 
in the waivers occur so that there would be charges made before 
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the gas flows to the consumer, what is the mechanism by which 
those charges were apportioned? Is the proportional amount that 
one would presume to go to the various companies just as simple as 
that? 

Mr. McMILLIAN. Yes, sir, the gas that the gas company has con­
tracted for, those costs would be put to that system. 

Mr. SwiFT. If the entire pipeline should not be completed but one 
or more of the segments is completed, how long would the custom­
ers continue to pay those charges and what would be their expect­
ed liability? 

Mr. McMILLIAN. If that circumstance did exist, which we don't 
think will, then it would be over the amortization period of the 
debt and interest, which would be 20 years. 

Mr. SwiFT. In effect, they would be picking up the total cost of 
the completed segments? 

Mr. McMILLIAN. Yes, sir, minus equity for the Alaskan portion. 
We would receive no equity. We would lose our equity if that hap­
pened. So it wouldn't be for the complete cost of the system. It 
would just be for the debt and interest portion. 

Mr. SwiFT. Did the other gentleman care to comment? 
Mr. MAcKAY. I was just going to add that we believe that it is 

very unlikely that noncompletion would occur, which is what Mr. 
McMillian was addressing. The more likely thing, if anything 
would occur, would be some delay. Even that, we anticipate, is very 
remote. But we cannot envision any delay going beyond one year, 
which would be the possibility that might exist between the plant 
and the pipeline coordination. 

Mr. SwiFT. Two questions arise it seems to me, then. First of all, 
what we have established is that however remote it may be there is 
an element of risk, and the consumer is assuming in this regard 
but he is not sharing in any of the return if it is successful. That is 
kind of an age-old debate I guess, but could you comment on that? 

Mr. McMILLIAN. Yes, sir. I think, as I mentioned, the net eco­
nomic benefit of this project to this Nation is immense. It is be­
tween $40 and $90 billion. 

Mr. SwiFT. But you can't pay your stockholders with net benefit 
to this Nation. 

Mr. McMILLIAN. Yes, but I am saying the net economical benefit 
from this project goes to the consumer. The major idea is it goes to 
the consumer. 

Mr. SwiFT. You couldn't sell any stock on that basis. 
Mr. McMILLIAN. No, no. We lose. We do not recover money. This 

doesn't benefit us, but as you will see when we present our net eco­
nomic benefit studies that most of this does go to the consumer, so 
the consumer does benefit by this project in an immense way. 

Mr. SwiFT. Where did you say the detail of that rationale exists? 
You are going to be providing that information? 

Mr. McMILLIAN. Yes, sir. It is in my statement. It is attached to 
my statement. 

Mr. SwiFT. I will look into it and, hopefully, see you again, be­
cause when anyone tells me 2 and 2 makes 5, I like to check. Some­
times it does. 

The other question was raised with regard to your certainty that 
this would be built, and I am not in any way questioning your pro-
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fessional judgment in that regard, and that may be what the orders 
are. But one of the things that troubles us is that we also were as­
sured that it wouldn't need any waivers. Now, if, in fact, we go 
ahead and provide the waivers; if, in fact, there is some prebilling 
made, you are really getting everybody involved, the whole Nation, 
into this so deep that then, if things don't fly, we are going to be 
back here with a Federal bail-out. Nobody intended it that way. 
Nobody intended it that you be here. They aren't the good guys 
and the bad guys here. It is just that one step leads to another and 
we find ourselves a little bit deeper in the quagmire, and we, as 
policymakers, I guess, have to make a judgment whether this is 
really worth taking the next step or whether this is the time to bag 
it. 

Aside from your great faith that this is going to occur, could you 
talk just a little bit about what solid business reasons you think 
this is going to be built, and you won't need a Federal bail-out and 
the consumer is going to benefit. That reason that did not exist 
when everybody was certain of that a few years ago when everyone 
thought no waivers would be necessary. 

Mr. McMILLIAN. Well, I think the faith of the 13 gas transmis­
sion companies and oil companies that have put their developmen­
tal funds in this, and their technical effort of some $550 million 
would lead you to believe that the project is a worthy project from 
their standpoint and from the national standpoint. 

I think that the further commitments that have been made, from 
our gas transmission industry, which have committed to over $8 
billion worth of funds, equity and debt support, show that they 
must believe that this project is a sound economical, viable project 
that could be completed. Because a lot of the net worth of their 
company would be seriously affected or destroyed if it was not so. 

So I think you are seeing a large segment of the oil and gas in­
dustry coming forth, putting up everything within their means to 
say this is what we have to make the project work. We think it is 
workable. We think it is completable. We think the gas is marketa­
ble. We think it is in the national interest. And we are willing to 
make this type of commitment for our companies, and I think that 
is probably the best testimony you have, is that their money is 
where their mouth is and if a loss occurs, the equity is lost. 

Mr. SwiFT. Well, I am very mindful of the fact that our country 
told our neighbors to the north, you go ahead because we will be 
right behind you. And it seems to me that we have some commit­
ment in that regard. So I am really very open-minded and I want 
very much to agree with you. But concerns, I believe, are shared 
throughout the Congress and we need some fairly solid kinds of 

. supporting evidence to convince us that this is a prudent step and 
· that this, in fact, will be the end of it, that it is not the third step 

of three, the last one being coming back for a bail-out at some 
point. 

Thank you, Mr. Chairman. 
Mr. SHARP. I am not quite clear whether Mr. Benedict or Mr. 

Corcoran wants to speak. 
Mr. Corcoran is recognized. 
Mr. CoRCORAN. Mr. McMillian, I have two areas of this proposal 

that I want to question you about. First of all, in connection with 
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the position of the banks up till now as I understand it, the banks 
have said to you that unless you get the waivers from the Govern­
ment, there will be no additional credit. Is that correct? 

Mr. McMILLIAN. Yes. I said that to continue with the financing 
of the project we have to have a waiver package of this nature. 

Mr. CoRCORAN. And in connection with the banks that have told 
you that, what is their exposure at the moment on that project? 
How much money do they already have in this project? 

Mr. McMILLIAN. They have no money at this time. It is mainly 
the companies that are developing the project, like ourselves. 

Mr. CoRCORAN. So this would be new credit from their stand­
point? 

Mr. McMILLIAN. It would be new credit, yes. That credit has to 
be supported. 

Mr. CoRCORAN. Secondly, with respect to the cost recovery mech­
anism and the precompletion billing, perhaps I don't understand it, 
but one of the caveats in the procedure is that the Federal Energy 
Regulatory Commission would have to make a determination on 
the date of completion and, obviously, in order for the FERC to be 
in a position to make that determination they would have to take 
testimony in one for:r;n or another from you. 

And so, what that suggests is that you would have some idea as 
to when completion would occur. If that be the case, why would 
you need the prebilling requirement? Why wouldn't you be in a po­
sition to say we are going to complete the project, we know when 
the project will be completed and therefore, we would never have 
to exercise this waiver? 

Mr. McMILLIAN. The conditions you mention we already have 
from FERC in some degree. Let me let Mr. Rush Moody explain 
that, because in our existing tariff today we do have this and he 
can better explain it than I, and I will let him do that. 

Mr. MooDY. I am not sure I can do anything better than Mr. 
McMillian but I will try. 

Mr. Corcoran, the situation as we would anticipate it if Congress 
sees fit to approve the waiver is that the Commission would, as you 
suggest, need to compile a record based on the testimony of the 
sponsors in the United States, the sponsors in Canada, appropriate 
consultation with regulatory authorities in Canada and the Federal 
inspector down here, to determine the most likely target .date for 
the completion of the entire system, including the conditioning 
plant at Prudhoe Bay. 

The suggestion that the Commission set that date certain as 
being the initial trigger date or for any possible billing, I think 
arose at the time that the White House and members of the staff 
in the Senate and the House were working on this problem. And I 
believe it was Mr. Synar who pointed out that this addition of a 
date certain was something that came into the package after Mr. 
McMillian had made his submission to the White House. 

It is my understanding that the date came in because of concern 
that the Canadians might rush to completion and thereby earn a 
full cost of service billing at a date when it was in their economic 
interest to do so. And there would be no protection for U.S. con­
sumers against that happening. And so the notion of a U.S. Gov-
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ernment-set target date as being the earliest possible date for the 
initiation of billing came into the waiver. 

The question I think that you ask is why do you need any early 
commencement of billing at all, and I think that the answer is 
probably best contained in the bank's letter to Mr. McMillian and 
his partners, of August 28, which is included within Mr. McMil­
lian's statement. And, in essence, as we understand it, the banks 
are saying to us that during the period of constructi9n that the 
sponsor companies will have to come up with credit support in the 
form of some assurance of debt repayment, and some acceptable or 
satisfactory form of billing commencement upon completion of 
identifiable segments will be necessary. 

Mr. CoRCORAN. But the problem is that from the standpoint of a 
consumer, if this project is not completed, if this waiver authority 
is granted, if prebilling takes place, then at least with respect to 
servicing the debt the ratepayer is in a position forever of paying 
the debt service costs associated with this project. And my problem 
is that since the whole thing triggers on the completion of the proj­
ect, if, according to this procedure, you are going to be at a point 
where you can say by November of 1986 or by November of 1987 it 
is going to be completed, then why would you have to have this 
particular prebilling option in the first place? 

Mr. MooDY. May I start with the premise that underlies your 
question, and that is that this mechanism might result in the con­
sumer paying for something before gas flows and why do we need 
to do that. I think this is why John wanted me to respond in the 
first place. There is an existing tariff that the partnership already 
has, which has been approved by the FERC. This tariff was filed 2 
years ago and went through the hearing process. The Commission 
wrote a final order, order 31. 

At the present time under that tariff, the Alaskan Northwest 
Partnership is entitled to initiate a minimum bill which covers 
debt service when the pipeline is complete, irrespective of whether 
gas is flowing at that time. At the present time under the existing 
tariff, there is a provision for the consumer to be charged before 
gas is flowing. We are not suggesting a change in that except in 
these limited· respects: That because the Canadians have deter­
mined that billing upon completion of their segment is essential to 
the construction of the Canadian segment, and the last administra­
tion and this administration acknowledge that it is a commitment 
on the part of this Government to give that to Canada, you have to 
have this waiver that is embodied in the President's request to sat­
isfy the international commitment. 

Mr. CoRCORAN. That is a primary consideration of the Canadian 
aspect. 

Mr. UDALL. The gentleman from Ohio is recognized. 
Mr. SEIBERLING. Thank you, Mr. Chairman. 
Mr. McMillian, you may recall that several years ago when you 

appeared before Mr. Roncalio's Subcommittee on Public Lands, 
which I now chair, I strongly supported your proposal. 

Mr. McMILLIAN. Yes, sir. 
Mr. SEIBERLING. I felt at the time that it was very important that 

we get the Middle West tied in with the Alaskan gas distribution 
system, and I see in one of the exhibits which you submitted to him 



360 

that Ohio would be the No. 2 user after California, which would be 
No.1. 

However, things have changed a bit. At the time you appeared 
before the Public Lands Subcommittee, what was your estimate as 
to the total cost of this system? 

Mr. McMILLIAN. At that time I think the total cost in 1975 dol­
lars was $13 billion. 

Mr. SEIBERLING. I seem to recall a figure of $8 billion, but your 
recollection is probably better than mine. What has happened to 
make it go up so astronomically? 

Mr. McMILLIAN. Well, that was 1975 dollars and for about every 
5-year increment that you take with inflation and interest, you 
nearly double the cost, as well as several of those things I touched 
upon in both my written testimony and my previous statement. 

The basic system is the same. It is a buried pipeline in both coun­
tries. The chilled gas concept is still there. The delays have caused 
additional costs. At first we were going to use the existing Alyeska 
camps. We were going to use the existing Alyeska workpad that 
has deteriorated and their infrastructure; that is no longer there; 
that we have to build a communication infrastructure; and those 
things have added costs to us, and time, that we are not able to use 
as we once hoped we could. But the biggest cost and the increase to 
the project has been inflation and interest. 

Mr. SEIBERLING. Of course, interest, if you figure that in, I see 
something that the Office of Federal Inspector prepared that indi­
cates that the interest costs take it up to $54 million. So the figure 
I was referring to was merely the actual construction cost, which 
certain analysts more than doubled from what the original esti­
mates were. 

Mr. McMILLIAN. That is 1975 dollars, and we are talking over a 
12-year timeframe since that estimate was given. And, of course, 
we were given criteria to figure inflation with by FERC and other 
parties at that time, and none of those factors have been accurate. 

Mr. SEIBERLING. Well, I didn't recall any hedging when you were 
before us urging we approve your route, but obviously it would 
have been desirable to have done so. 

Well, now figures on the delivered cost of gas are all over the lot. 
I got something that I guess was prepared by your company that 
Mr. Roncalio gave me the other day showing a $2.50 per 1,000 cubic 
feet cost in 1980 dollars. I see in the submission that the Office of 
the Federal Inspector prepared an estimate of $4.59, and now I 
hear figures going up as high as $15. How do you account for this 
incredible variation? That is of great concern to me. It is one thing 
to have assurance of gas. It is another thing to have an assurance 
that the consumers are going to pay through the nose at such rates 
whether they want to or not. 

Mr. McMILLIAN. We can give you our cost estimate and we think 
our cost estimates are very accurate with the amount of engineer­
ing work that we have done in the timeframe we are talking about. 
One thing we cannot give you very accurately is what next year's 
or the next 5 years' inflation rates or interest rates will be. We 
have been wrong on those, and I think everybody else has. Mr. 
MacKay has worked these cost numbers very accurately and can 
describe them more to you. Sometime you are talking about 1980 



361 

dollars and, of course, you were talking about 1975 dollars. You are 
talking about 1980 dollars or 1980 or 1987 dollars. We are talking 
about different timeframes and different interest rates. 

Mr. SEIBERLING. What is your estimate in 1980 dollars, delivered 
cost? 

Mr. MAcKAY. Our current estimate is the range that Mr. McMil­
lian mentioned earlier in his statement, $4.65 to $5.10 per million 
Btu's, the midrange being $4.85. 

Mr. SEIBERLING. That is a 20-year average? 
Mr. MAcKAY. Twenty-year average, and that includes the gas 

costs. Now you need to be careful that it is always including gas 
costs. Sometimes figures are presented that are transportation 
costs only and it is that type of thing that one has to be careful 
that we are talking the same time periods and the same cost com­
ponents. 

Mr. SEIBERLING. Well, I must say that I think we have to review 
this whole thing all over again, and I haven't come up with any 
particular conclusion. But this is not free enterprise when the 
public is committed by this decision, if we permit these waivers, to 
accept this kind of cost regardless of whether that is the going 
market price, otherwise or not. So, I think we need to look at this 
whole thing de novo. 

Thank you. 
Mr. McMILLIAN. That is why we are asking FERC to evaluate 

these costs and that the project costs will be just and reasonable 
like they usually do for our industry. We are not asking you to 
review these costs, but to be reviewed by FERC and we are asking 
these waivers to be brought into place to allow us to go to FERC 
for their review. 

Mr. SEIBERLING. Could you tell me one other thing. Why is it nec­
essary for the producers to have equity shares? Why aren't they 
willing to provide just loans? 

Mr. McMILLIAN. Well, we tried to do that, and they didn't like 
that. I don't blame them. We tried that, and we need their finan­
cial strength to privately finance it, and they say that if they are 
going to put money in the project, they want to have an equity 
earning on their investment as most companies do. 

We tried to talk them into that but they were hard to talk into 
that. 

Mr. UDALL. It is Mr. Benedict's turn, but Mr. Brown has a ques­
tion. 

Mr. BENEDICT. I would be delighted to yield to my colleague. 
Mr. BROWN. Mr. McMillian, if I have this figured out, the oil 

companies get the conditioning plant, and they would have the 
right to use the natural gas liquids, and there would be some prof­
its from that after the gas has been conditioned, and you have the 
residuals? 

Mr. McMILLIAN. No, sir. 
Mr. BROWN. Who gets the natural gas liquids? 
Mr. McMILLIAN. We will be buying the gas from the wellheads. I 

think the way they word it is "guts, feathers, birds and all," so the 
project will be processing the gas and liquids that will be recov­
ered. Most of the liquids, of course, the highest Btu gas will be sent 
through the system, and the plant will recover those costs. 
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Mr. BROWN. So that then that will be a net back not to the oil 
companies, but to the pipeline companies? 

Mr. McMILLIAN. Yes, sir, to the plant. 
Mr. BROWN. Who gets the profit from the sale of that product? 
Mr. McMILLIAN. The consumers, to the project. It will be given 

credit in the cost of service. 
Mr. MooDY. I was reflecting that if the shippers buy the gas at 

the wellhead and liquids are extracted in the plant and there is a 
value to be ascribed to the liquids, it would be our belief that what 
we will file at the FERC will be a tariff structure that would re­
quire a crediting for the value of those liquids, whatever that value 
might be, back to the cost of service, thereby reducing the transpor­
tation cost through the system to be paid by the consumer. 

Mr. BROWN. Who actually markets those liquids? 
Mr. MooDY. It would be incumbent upon the owner of the plant 

to market the liquids. 
Mr. BROWN. The pipeline-maybe I will follow up another time­

as a public utility gets an incentive rate of return. In other words, 
you are in effect guaranteed a return on your investment if the 
project makes any money because that is the way the regulations 
work. Is that correct? 

Mr. McMILLIAN. Yes, sir. 
Mr. BROWN. Banks get their interest rate on the money that they 

have put up for the project? 
Mr. McMILLIAN. Yes, sir. 
Mr. BROWN. The consumers get--
Mr. McMILLIAN. They get the energy source and best energy bar­

gain we have available today. 
Mr. BROWN. At whatever the price, whatever the market will 

carry at that point? 
Mr. McMILLIAN. Yes, sir; as we have described, the net economic 

benefit to the country is somewhere between $40 billion and $90 
billion. Most of that goes to the consumer. 

Mr. BROWN. You understood my question earlier about what hap­
pens if when the gas is to be sold to its ultimate consumers in the 
United States, wherever, the price at which you will be obliged to 
sell it to make a profit or get a return on your investment is such 
that people decide they don't want to buy gas at that price, then 
what happens? 

Mr. McMILLIAN. Well, of course, this total gas volume represents 
about 8 percent of the total gas supply of the 10 transmission com­
panies that are involved in the project. Of course, the only time 
that these conditions could occur, in our opinion, would be the first 
2 or 3 years of the life of the project. After that, that gas rapidly 
declines below competing energy sources at that time. 

Mr. BROWN. Based on what assumption, Mr. McMillian? 
Mr. McMILLIAN. This is based on what cost of energy? 
Mr. BROWN. Based on what assumption about the Alaskan gas 

declining below the price of competing products. 
Mr. McMILLIAN. The actual figures, transportation cost and cost 

of gas now in existence compared to what we think that the oil 
equivalent price will be at that time. 

Mr. BROWN. Somebody's estimate? 
Mr. McMILLIAN. Yes, sir. 
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Mr. BROWN. Thank you, Mr. Chairman. 
Mr. SHARP. The gentleman from California? 
I guess the gentleman from West Virginia. He is recognized for 5 

minutes. 
Mr. BENEDICT. Thank you, Mr. Chairman. 
Mr. McMillian, I would like to turn for a few moments, please, to 

one of the requested waivers that, if granted, will allow the produc­
er companies on the North Slope to take an active participation in 
this project. 

I would like, if you would, please, to spend a few moments dis­
cussing with us how you see that equity participation evolving, how 
you see the capitalization of this project develop as between debt 
and equity in terms of participation of producers and in terms of 
total capitalization, and in dollar terms, because I think, if I under­
stand the billing waiver that is requested, it is important how 
much of this project is debt and how much is equity because only 
that part may be early billed, which is actual out-of-pocket and 
debt service, and no earning on equity may be early billed. 

So, could you discuss using that equity waiver, please? 
Mr. McMILLIAN. Yes, sir. The equity waiver for the producers 

has been brought about by the need for their financial strength to 
privately finance. Initially they offered to put up 40 percent of the 
project. Recently they are taking a very firm position on only 30 
percent of the debt and equity and support. 

We think that is a good place for them to start. But they are 
always looking at this-we are-as a minority position. It could be 
that they have 49 percent or 45 percent, but we think the control 
will always be in the gas transmission industry hands. 

I think that is to our interest and national interest. I think they 
are agreeable to that. 

Mr. BENEDICT. So when you were speaking in terms of 30 per­
cent, you said debt equity so that would be--

Mr. McMILLIAN. I am sorry. The percentages I was mentioning 
about the 30 percent and others are the percentages that producers 
would have in the equity compared to the transmission companies. 

The debt equity ratio of 25 percent and 75 percent would be con­
stant for the entire project, and so the equity components is what I 
was talking about, the 25 percent. 

Mr. BENEDICT. You have fixed in the overall debt equity ratio of 
the project at 75, three to one? 

Mr. McMILLIAN. Yes, sir. 
Mr. BENEDICT. Would it not be to the consumer's interest to shift 

that to more equity and less debt? 
Mr. McMILLIAN. Well, there is some question among the trans­

mission companies that since we have to support debt, is that 
really equity. Of course, we are going to support that under the 
present plan. 

That question has been brought up, whether we should get a 
debt return on that support that we are giving to the project, or an 
equity return. Of course, it is our choice if we have to put equity 
into it or a debt support type commitment, to have the highest 
return possible to our stockholders from that investment. 

93-367 0-82-24 
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So, from that standpoint, it is more desirable, but I think we are 
also limited in that because that does increase the cost of the gas to 
the consumer over the life of the project. 

Mr. BENEDICT. What increases the cost of gas to the consumer? 
Mr. McMILUAN. If we had earnings on equity where, after tax 

earnings, and the earnings on equity which say could be 17.5 per­
cent to this project after taxes, compared to what an interest rate 
would be at 12 to 14 percent. So that incremental cost would be 
part of the cost of service to the consumer. 

So the lower the equity portion is, the lower the cost to the con­
sumer is. 

Mr. BENEDICT. I understand. This equity waiver really then 
allows oil companies to participate that you wouldn't have gotten 
otherwise, but wouldn't change the total financing? 

Mr. McMILLIAN. No, sir, it just allows a strong credit source 
behind the project that is badly needed. 

Mr. BENEDICT. Thank you very much. 
Mr. SHARP. Thank you. 
The gentleman from California is recognized for 5 minutes. 
Mr. DANNEMEYER. Mr. McMillian, I want to explore, if I could, 

briefly in my time what happens with this project, supposing this 
waiver is granted and you go to those prospective lenders. 

Aren't those lenders going to insist that you have long-term con­
tracts for the purchase of the gas that will come out of this pipe­
line? 

Mr. McMILUAN. Yes, sir, they will. 
Mr. DANNEMEYER. One of those long-term purchasers will be, I 

suppose, P.G. & E? 
Mr. McMILLIAN. Yes, sir. 
Mr. DANNEMEYER. What is the length of those contracts likely to 

be? 
Mr. McMILLIAN. They have, but they will probably insist it be for 

the amortization of the debt period, and that will probably be 20 
years. 

Mr. DANNEMEYER. Twenty years. Then the price that those com­
panies, purchasers of that gas will pay, will be fixed by FERC. Is 
that correct? 

Mr. McMILLIAN. NGPA. It has already been fixed by law in 
NGPA. 

Mr. DANNEMEYER. So that gas company that receives that gas 
and will then distribute it to consumers will mix the gas it gets 
from Alaska with its other sources, correct? 

Mr. McMILLIAN. Yes, sir. 
Mr. DANNEMEYER. That point brings me to this concern. There is 

data that indicates that the wellhead price, on average, in 1980 is 
about $2 per MCF for domestic gas, and the data that I have seen 
for this project is that it will be $15 to $18 per unit in 1987 dollars, 
which comes out to about $9 to $10 per MCF in 1980 dollars. 

So to sum it up, if price regulation on lower 48 gas continues as 
it presently exists, executives of domestic companies buying your 
gas will have to compare the mixing of $2 1980 dollar gas with $10 
1980 gas. 

They are going to have a vested interest in keeping, as long as 
they can, that lower priced gas, which to me says they are going to 
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be inclined to support the continued regulation of natural gas 
prices. 

Isn't that a logical conclusion? 
Mr. McMILLIAN. Well, I think they will be looking at the factors 

that you have mentioned that are very important to them. But 
they will also be looking 20 years in the future when this overall 
gas price will be $4.85 over a 20-year period. 

Your domestic gas supply will not stay at the price it is now. 
Some of your new increments of gas supply are now selling for 
$9.60 to $9.80 per million Btu. So, I think they are looking not only 
at what happens today, but what happens tomorrow and the day 
after where they have a secured energy source and gas supply 
source where the ultimate cost is much lower than anything you 
can look forward to in the domestic scene. 

Mr. DANNEMEYER. Does your company have a position on remov-
ing price controls of existing natural gas supplies in this country? 

Mr. McMILLIAN. On deregulation? 
Mr. DANNEMEYER. Yes. 
Mr. McMILLIAN. Well, because of this project and because of the 

other things we are doing-there has been nothing brought for­
ward, and we haven't taken a position. We think that the project, 
even if deregulation takes place-and it can take place-when you 
say deregulation, there are a lot of forms of deregulation, and we 
think that the project is economically viable under every phase of 
the deregulation aspects that you can bring forth. 

Mr. DANNEMEYER. Is the project you are talking about for which 
this waiver package is sought consistent with immediate deregula­
tion of natural gas prices in this country? 

Mr. McMILLIAN. It doesn't have-they are not connected in any 
way. 

Mr. DANNEMEYER. In your opinion. 
Mr. McMILLIAN. If you are asking me if the gas will be marketa­

ble under deregulation, the gas will be marketed because the mar­
ketplace is going to dictate what the price is going to be. 

In the first year or two, rather than using the roll-in capacity we 
have available, there might be some levelizing or adjusting of gas 
cost, et cetera, by reduction in depreciation or reduction in well­
head price in the early years that can be made up in later years as 
the marketplace allows. 

So, it will be fit into the market structure under those conditions 
that you mention. 

Mr. DANNEMEYER. You didn't exactly answer my question, yet in 
a way you did. If I heard what you said, there is somewhat of an 
inconsistency between immediate deregulation of natural gas 
prices and adoption of this waiver package. Is that what you are 
saying? 

Mr. McMILLIAN. No, I am saying the project and immediate de­
regulation would still fit into the market structure for this gas in 
the Lower 48, but we would have to have probably some levelizing 
of our transportation costs and wellhead costs in the early years to 
make it competitive. 

Mr. DANNEMEYER. Have the prospective lenders with whom you 
have dealt indicated to you that they, from a policy standpoint, are 
asking you as proponents of this waiver package to ask the admin-
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istration to delay, defer or postpone immediate deregulation of nat­
ural gas prices? 

Mr. McMILLIAN. No, sir, they have never asked that, and neither 
have I. 

Mr. DANNEMEYER. I thank the chairman. 
Mr. SHARP. The Chair will recognize Mr. Weaver for one other 

additional question here before we end for the day. 
Mr. WEAVER. Thank you, Mr. Chairman. 
Mr. McMillian, we have been arguing over 1980 or 1987 dollars. 

But you did call the Wall Street Journal story nonsense. Would 
you tell us what you project to charge, or what would be the deliv­
ered charge for this gas at 1,000 cubic feet, or million Btus, which 
are roughly the same, in 1987? What is the figure that you have 
anticipated? 

Mr. McMILUAN. You are talking about 1987 dollars? 
Mr. WEAVER. 1987, right. What is your figure, sir? I have it 

before me, but I would rather you say. 
Mr. McMILLIAN. What interest rate do you want us to assume? 
Mr. WEAVER. I am using your figures. 
Mr. McMILLIAN. The 9 percent, 12 percent? 
Mr. WEAVER. I am using your figures. Please tell us. 
Mr. MACKAY. Those figures you displayed there are not our fig­

ures. 
Mr. WEAVER. Excuse me. Federal inspector's figures. Somebody 

told me they were yours. I am asking you what you anticipate the 
delivered charge for 1,000 cubic feet of natural gas will be from 
your pipeline in 1987. 

Mr. MAcKAY. In 1987 dollars? 
Mr. WEAVER. The cost. I should say the cost. In 1987, right. In 

1987, the actual. 
Mr. MAcKAY. It varies again with inflation and interest rates. 
Mr. WEAVER. Sure. 
Mr. MAcKAY. Over a range. I guess our midcase of 9-percent in-

flation would be somewhere around $17. 
Mr. WEAVER. $17 a thousand cubic feet? 
Mr. MAcKAY. For the first year. 
Mr. WEAVER. What would the cost of construction be, using the 

same data? 
Mr. MAcKAY. That is the figure that Mr. McMillian mentioned 

earlier of $23 billion in 1980 dollars and $43 billion--
Mr. WEAVER. $43 billion. So the Wall Street Journal story was 

not nonsense, was it? 
Mr. McMILLIAN. I didn't read that man's article. To me, if you 

want to enter into an argument about the writer for Wall Street 
Journal, I will sure do that because I think most of them take half 
the facts and twist the article. 

Mr. MAcKAY. It is wrong because he relates those to current 
costs. That is why it is wrong. 

Mr. WEAVER. Your testimony is now that the midpoint estimate 
is $17 a thousand cubic feet and $43 billion cost. That is all I 
wanted to clear up, Mr. Chairman. That is exactly what I had 
thought. 

Mr. SHARP. Thank you. 
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Mr. McMillian, I wanted to ask you a question that has been 
raised by others outside the chamber, will undoubtedly be raised at 
some point during this debate. It isn't directly relevant to the 
waiver package, but people are asking, where are you going to get 
the materials to build this pipeline. Mainly the steel, obviously, is 
the great question. 

Mr. McMILLIAN. Well, most of the moneys are going to be de­
rived through the world for this project. A lot of the products will 
be derived throughout the world for this project. Today there is not 
a steel mill in the United States that can make Arctic steel of 48 
inches diameter pipe. 

However, I have talked to Mr. Roderick with United States Steel. 
They have hired Sumi Torno, the Japanese steelmaking company, 
and are going to make major plant revisions to revise their Bay­
town plant to be able to build Arctic grade pipe. 

We hope they are able to do that, and we have encouraged them 
to do so. We are working with them on some test pipe today, 
hoping we can get some test pipe out to run tests on it. 

If you are asking if we had a choice to buy products, our choice is 
American products where available. We have pressure on us to be 
competitive in price. I think if you look at our record, especially 
Northwest's, we bought 100 percent of U.S. pipe for everything that 
we have done. It speaks for itself. 

We are working now with United States Steel and other pipe 
manufacturers, hoping that the quality control and Arctic grade 
pipe can be produced in these plants. 

Our financing that we are structuring today is for a system 
where we are using the credit source of the groups involved and 
the banks involved without outside supplier credit. It is something 
that will have to be considered. 

Mr. SHARP. Is there a possibility you are going to run into re­
quirements of investors elsewhere, or governments of investors 
elsewhere, whether in Canada, Europe or anywhere else, that you 
must purchase portions from steel mills or whatnot? In your effort 
to finance this, have you run into that problem? 

Mr. McMILLIAN. It is certainly easier to do that in some coun­
tries than others. On the northern border project I think we bought 
60 percent of our pipe domestically, the rest foreign. We did that 
not so much from price or credit, because no credit was obtained, 
but because of the limit of supply of the American mills that was 
available at that time. 

So, that is a factor that limited us in the northern border project 
pipe purchase, but there will be pressures like you mentioned. 

Mr. SHARP. In your looking for and looking at bids on pipe for 
the Alaskan section, for example, you indicated so far no American 
producer was in a position to provide the necessary pipe, if I under­
stand you, but U.S. is examining alterations in their production 
and hope they make a successful bid on that. 

Was the difficulty that American steel companies simply didn't 
have the appropriate facilities to make the quantities, or was the 
problem the quality of the pipe being produced did not meet the 
standards you felt were necessary, or all of those factors? 

Mr. McMILLIAN. All of the above. It is embarrassing to us, and I 
am sure it is embarrassing to them. We rated over 12 steel compa-
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nies in the world that could produce 48-inch diameter pipe. Unfor­
tunately, our steel mill that can produce 48-inch diameter pipe was 
at the bottom of this list and they just don't have the automation 
and the quality control and assurances that some other countries 
have. 

Mr. SHARP. In other words, it wasn't even a question of the price 
differential. It was just pure and simple could they get in and com­
pete on the basis of producing the quality steel that you could use 
in the pipeline. 

Mr. McMILLIAN. Right. We think that they can, and with major 
modifications and major help from the Japanese, I imagine it made 
United States Steel choke to go to ask for the Japanese for it, but 
with that help and with modifications, that they can produce it. 
And they should, but they can't. 

Mr. MAcKAY. It might be helpful to point out, too, that Mr. 
McMillian is speaking only about the Alaska section, and of the 
little less than 1,000 miles already under construction for the pre­
build, as he mentioned, 67 percent of that total western and east­
ern leg is domestic pipe. The completion of those facilities, which is 
a little over 1,000 miles, can use domestic pipe from several mills. 

So, of the total of some 2,800 miles of U.S. pipe, we are only 
really speaking of 7 45 miles that at the present time can't be man­
ufactured in the United States. 

Mr. SHARP. Well, many of us find it rather disturbing that our 
competitive edge in many areas is not what we would hope it 
would be. That is not your function at the moment. 

Mr. McMILLIAN. I will tell you what makes you choke more than 
that is that we are looking at about a $4 billion capacity from all 
the banking community that we have available. And you go to a 
country like Canada, with 10 percent of the people that we have, 
they are looking at supporting $3.5 billion of this project. 

You go to the European countries with much smaller worth and 
much smaller assets than we have, and their banking capacity is so 
much greater than ours that it is really embarrassing. 

That really makes you choke. We need some help and revision in 
law here, probably as much as anyplace. 

Mr. SHARP. Maybe you should help me understand and repeat 
that. If I understand correctly what you are saying, the capacity of 
our banks to raise capital that could be invested in this is only 
slightly greater than in Canada, and less than it is in Europe. Is 
that what you are saying? 

Mr. McMILLIAN. Yes, sir, that is correct. That really makes you 
choke. That is why in some areas we have to get as strong a finan­
cial structure behind the project as possible, because we are going 
to the international money markets to raise funds for this project 
because that is where we have to go. 

So, there are two chokes. There have been a few others, but both 
of them make you choke a little bit. 

Mr. SHARP. Let me, if I could, identify an earlier question I 
wanted to ask you that is not along the same vein, and you touched 
upon it in one of the questions you answered. But if I understand, 
the letter from the banks to you in August discussed the necessity 
from their point of view of the sponsoring companies having their 
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assets available for debt recovery on uncompleted segments of the 
line. 

If I understand correctly on the waiver system, that means if you 
never reach the point of triggering prebilling, they are asking you 
to put up the sponsoring company's assets to cover the debt to that 
point? 

Mr. McMILLIAN. Yes. 
Mr. SHARP. Did I understand you to say the sponsoring compa­

nies are in fact willing to do that? 
Mr. McMILLIAN. Yes, sir, within the limits of our capacity. Like 

we have committed over $8 billion, and personally our company 
$1.5 billion-$500 million equity and $1 billion debt support. If 
something did happen where that wouldn't be completed, why, 
then, we would lose those funds. 

Now we don't think that is a possibility. We don't think that is 
going to happen. That is why we are willing to put the severe com­
mitment that we have behind the project. 

Mr. SHARP. Mr. Dannemeyer, do you have further questions? 
Mr. DANNEMEYER. I will just add one thing, if I may. I wasn't in 

the Congress when this issue of which route to adopt was consid­
ered, but as a representative of taxpayers and consumers, I am still 
interested. 

If we had moved this, or tried to move this gas by a gas pipeline 
contiguous to the existing oil pipeline and then put it in tankers at 
Valdez and shipped it down to a place in California-! believe now 
it would be Point Conception-how would the cost of that project of 
transmitting this gas to market compare with what we are now 
facing? 

Mr. McMILLIAN. Well, no disrespect to your State or your Gover­
nor, that a "place" in California, I don't know whether that is 
going to happen. I hope you do get a LNG terminal, but there was 
no comparison in economics. I mean, they were not competitive 
economically in transportation then or now. As well as I remem­
ber, they were some 25 or 30 percent higher at that time. 

I think it is 25 or 30 percent higher in gas cost at that time with 
a very questionable distribution system throughout the United 
States of all that gas choking into California and being able to put 
into the Midwest and other places, Indiana, Ohio and those places. 

It was 25 to 30 percent, to answer your question, if you had a 
terminal. 

Mr. DANNEMEYER. You mean the Valdez route was 25 percent 
higher than the route we are talking about? 

Mr. McMILLIAN. Yes, sir. 
Mr. DANNEMEYER. Thank you. 
Mr. McMILLIAN. Every other system you look at, you look at all 

of them, and environmentally, economically, every other factor, we 
were superior then, we will be superior now to meet a dollar cost 
or anything else you want to bring forward. 

Mr. SHARP. Mr. McMillian, we appreciate your time this after­
noon, and because we have a rather extended hearing schedule, it 
may well be that additional questions, as our members get more 
into the subject, will come to their minds. 
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I would hope that we could call on you, I trust, in writing to re­
spond, though there might be at some point some desire, if you 
would be willing, to return. I don't envision that at this point. 

We appreciate the fact you have invested a great deal of time, 
effort, and money into this project, and I don't think the members 
of the committee will take it lightly. It is obviously a difficult prob­
lem facing many members here, and they are trying desperately to 
get up to speed on the facts before they have to make a decision, 
which, of course, has to come in the next 30 days within the com­
mittee and within the next 60 days in the Congress. 

Thank you very much for your cooperation. 
Mr. McMILLIAN. Thank you. 
Mr. SHARP. The committee will meet tomorrow afternoon at, I 

believe, 2 p.m., but it is in another room, B-318, which unfortu­
nately will be a little more crowded. 

Thank you very much. 
[Whereupon, at 4:30p.m., the subcommittees adjourned, to recon­

vene at 2 p.m., Thursday, October 22, 1981.] 



ALASKA NATURAL GAS TRANSPORTATION 
SYSTEM 

THURSDAY, OCTOBER 22, 1981 

HousE OF REPRESENTATIVES, SuBCOMMITTEE ON FossiL 
AND SYNTHETIC FUELS, COMMITTEE ON ENERGY AND 
COMMERCE; AND SUBCOMMITTEE ON ENERGY AND THE 
ENVIRONMENT, COMMITTEE ON INTERIOR AND INSULAR 
AFFAIRS, 

Washington, D.C. 
The subcommittees met, pursuant to notice, at 2 p.m., in room 

2154, Rayburn House Office Building, Hon. Philip R. Sharp (chair­
man, Subcommittee on Fossil and Synthetic Fuels) presiding (Hon. 
Morris K. Udall, chairman, Subcommittee on Energy and the Envi­
ronment). 

Mr. SHARP. The hearing will come to order. 
Today is our second set of hearings with respect to the proposed 

waivers of law for the Alaska Natural Gas Transportation System. 
Yesterday we heard from the Secretary of Energy and the proj­

ect sponsors. Today we are going to have three panels of witnesses: 
First, those representing the interstate natural gas pipeline compa­
nies who are partners in the project; second, the major oil compa­
nies who have joined in the project with respect to providing finan­
cial assistance; and third, the four major banks which have been 
advising the partnership about raising the billions of dollars of 
debt capital that will be necessary if the waive proposal is adopted. 

So, we are delighted to have with us the U.S. pipeline partners 
with respect to the transportation system. I believe Mr. Kalen is 
our leadoff witness on the panel. 

Gentlemen, if you will identify yourselves for the record, we will 
be happy to hear from you at this point. 

STATEMENTS OF KENNETH E. KALEN, GROUP VICE PRESIDENT, 
PANHANDLE EASTERN CORP.; J. HUGH ROFF, JR., PRESIDENT 
AND CHIEF EXECUTIVE OFFICER, UNITED ENERGY RE­
SOURCES, INC.; HARRY L. LEPAPE, PRESIDENT AND CHIEF EX­
ECUTIVE OFFICER, PACIFIC INTERSTATE TRANSMISSION CO.; 
GEORGE H. EWING, PRESIDENT, TEXAS EASTERN GAS PIPE­
LINE CO.; JOHN H. CROOM, PRESIDENT, COLUMBIA ALASKAN 
GAS TRANSMISSION CORP.; AND ROBERT P. RAASCH, PRESI­
DENT, NORTHERN ARCTIC GAS CO. 

Mr. KALEN. Thank you, Mr. Chairman. 
(371) 
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If it pleases the Chair, we thought I would go first and then just 
go around the table. We presume that our full comments will be 
made part of the record. 

Mr. SHARP. Without objection, the written materials you have 
provided us will be a part of the record and any oral comments, of 
course, can be taken down and be part of the record. 

Mr. KALEN. Thank you, sir. 
My name is Kenneth Kalen. I am group vice president of Pan­

handle Eastern Corp. and Panhandle Eastern Pipe Co. and presi­
dent of Pan Alaskan Gas Co. The latter two companies are wholly 
owned subsidiaries of Panhandle Eastern Corp. 

Panhandle Eastern Pipe Line Co. will be a purchaser of Prudhoe 
Bay gas and will be a gas shipper through the Alaskan pipeline. I 
represent Pan Alaskan on the board of partners of Alaskan North­
west Natural Gas Transportation Co. I also serve as cochairman of 
the design and engineering board. 

After extensive negotiations between pipeline sponsors and 
major Prudhoe Bay gas producers, a cooperative agreement was en­
tered into creating the design and engineering board. 

The purpose of the board i:.; to control the design, engineering, 
construction planning, data gathering, and cost estimating of the 
gas pipeline and the gas conditioning facilities to be constructed 
within the State of Alaska. All participants provided expertise in 
various areas as needed, with particular emphasis on arctic con­
struction and operating experience. 

We believe there is a clear and urgent need for access to the 
Prudhoe Bay reserves and other potential Alaskan reserves which 
should be developed once the pipeline is in place. 

The present excess deliverability from existing reserves and re­
duced demand, commonly referred to as the "gas bubble," is often 
erroneously interpreted as a permanent solution to the Nation's 
gas supply needs. Actually, the entire industry has been unable to 
add reserves equal to production during the period 1968 through 
1979, in the lower 48 States. 

The Natural Gas Policy Act of 1978 has stimulated additional 
drilling activities in the lower 48 States. ,However, the amount of 
gas reserves discovered per foot drilled has decreased substantially. 
The message is clear-gas reserves are hard and harder to find. 

In conclusion, as a representative of my companies, and in the 
interest of the customers we serve, we strongly support the need 
for this pipeline project, which will supplement our total supply to 
our system when the facilities will be available in approximately 
1987. 

I respectfully request this committee to support the President's 
waiver request. We cannot assure the committee at this time that 
private financing will be possible with these proposed waivers. 
However, we can assure the committee that without the approval 
of this waiver package we absolutely cannot privately finance the 
project and the present sponsors will be obligated to carefully re­
evaluate their financial support for this important pipeline project. 

[Testimony resumes on p. 387 .] 
[Mr. Kalen's prepared statement and attachments follow:] 
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Before The 
SUBCOMMITTEE ON ENERGY AND THE ENVIRONMENT 

OF THE 
COMMITTEE ON INTERIOR AND INSULAR AFFAIRS 

and the 
SUBCOMMITTEE ON FOSSIL AND SYNTHETIC FUELS 

OF THE 
COMMITTEE AND ENERGY AND COMMERCE 

HOUSE OF REPRESENTATIVES 

October 22, 1981 

Statement of Kenneth E. Kalen, Group Vice President 
of Panhandle Eastern Corporation 

Panhandle Eastern Corporation is a diversified energy 
company whose activities include the acquisition, transmission 
and sale of natural gas in interstate commerce. Its two gas 
transmission subsidiaries, Panhandle Eastern Pipe Line Company 
and Trunkline Gas Company, operate a gas transmission system 
consisting of 16,000 miles of pipeline and 1.2_ million 
horsepower installed in field and mainline compressor 
~tations. The systems supply natural gas to 130 investor-owned 
utilities a.Il.£1., muJ:l!cipal distribution companies. The utility 
customers, ·Tn turn, supply gas to a market area of 24 million 
people in 12 states, primarily Michigan, Ohio, Indiana, 
Illinois and Missouri. The systems supply approximately 6 
percent of the national total gas consumption.~·The assets 
devoted to natural gas transmission amounted to $1.982 billion 
at the end of 1980 and transmission employees number 4,245. 
The principal source of Panhandle Eastern Pipe Line Company's 
supply is the Anadarko Basin, the Denver-Julesburg Basin, the 
Powder River Basin and Green River Basins of Texas, Oklahoma, 
Kansas, Colorado and Wyoming. The principal source of 
Trunkline's supply is the on- and off-shore Gulf coast area of 
Louisiana and Texas. Attachment 1 shows the location of the 
pipeline systems and present sources of gas supply. 

There is a clear and urgent need for the Prudhoe Bay 
gas, and in our view, the gas will be marketable in our service 
area when it comes on-stream. ·Transporation of natural gas by 
pipeline is clearly the most efficient and least costly method 
of getting gas to consumers. Further, as you gentlemen are 
well aware, the pipeline will offset the need to import 400,000 
to 600,000 barrels of foreign oil per day. I will briefly 
discuss each of these points. · 



374 

Need for the Prudhoe Bay Gas 

Panhandle and Trunkline have long been actively 
seeking to develop new sources of gas ·through programs for both 
conventional and supple~ental supplies. Generally, our share 
of national gas reserves has declined about the same as the 
decline for national reserves. 

Attachment 2 shows the production, reserve additions 
and the reserve inventory for the lower 48 states during the 
period 1968 through 1979. The blue bars on the upper portion 
of the graph show the amount of nitural gas produced each year 
from wells in the lower 48 states. You will note that 
production peaked at just over 22 trillion cubic feet during 
1972 and 1973, and has declined to just under 20 trillion cubic 
feet during 1979. Production during 1980 amounted to 19.5 
trillion. The yellow bars on the upper graph show the annual 
additions to proved reserves resulting from drilling in the 
lower 48 states. At no time since 1968 has industry in the 
United States been able to add proven reserves to inventory in 
volumes that come close to equalling annual production. The 
best performance in this period came in 1979 when approximately 
14 trillion cubic feet of proved reserves were added as 
compared with 20 trillion cubic feet of production. During the 
five years ending with 1979, only 56 percent of production was 
replaced by additions to proved reserves. The lower portion of 
this chart shows the impact of producing more gas than is being 
found in th=e"'_J.ower" 48 states for the period 1,968 through 1979 
and clearly shows the tremendous need for Alaskan gas. 

Attachment 3 shows the millions of feet of hole 
drilled during the period 1966 through 1980. The graph 
separates the drilled footage into three categories: 

1. The top line connecting the circles represents the 
total feet of hole drilled. This includes both 
development and exploratory footage. 

2. The middle line which connects the boxes shows the 
drilling footage for development wells. 

3. The third line which connects the triangle shows 
exploratory footage drilled. 

Attachment 4 records footage drilled in the lower 48 
states. Again, the top line connecting the circles shows total 
footage drilled, both exploratory and developmental. The 
middle line connecting the boxes shows the total footage of 
hole in wells that were completed as producers of oil or gas. 
The bottom line connecting the triangles shows the footage of 
hole contained in all wells completed as gas wells during the 
years 1965 through 1980. Attachment 5 is a plot of natural gas 
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finding rates for the period 1966 through 1979, You will note 
that the finding rate is iecorded in terms of "Mcf" (thousand 
cubic feet) of reserves per foot of successful gas wells 
drilled. During 1967, for each foot off successful gas wells 
completed, approximately 600 Mcf of new reserves were found. 
Since that time, the finding rate has declined steadily, and in 
1979 only 120 Mcf was found for each foot of successful gas 
well drilled. The message of this chart is that gas is getting 
harder and harder to find. 

Attachment 6 combines the footage and finding rate 
projections into a projection of proved reserve additions 
through the year 2000, The left hand side of this chart shows 
historical reserve additions averaging somewhere in the order 
of 10 trillion cubic feet per year during the last ten years. 
We forecast that reserve additions in the lower 48 states will 
increase to a level of 14 or 15 trillion cubic feet for 1985, 
and then will start to decline during the last 15 years of the 
century. Although we may have a few big years for reserve 
additions during the next 20 years, we do not think that, on 
the average, reserves can be added in the lower 48 states to 
continue to suppport production rates of 20 trillion cubic feet 
per year. In forecasting future reserve additions we assumed 
that the pricing incentives of the Natural Gas Policy Act of 
1978 would remain intact. 

Panhandle and Trunkline system anticipates (forecasts) 
that the an~~al ~e;iverability from committed gas supply will 
decline froi-approximately 930 billion cubic feet to 
approximately 350 billion cubic feet in 1987 when Prudhoe Bay 
natural gas comes on stream. 

Attachment 7 shows our forecast of the annual volumes 
available for sale from the combined Panhandle Eastern and 
Trunkline systems. Of course, the figures shown prior to 1981 
reflect actual sales figures. Sales declined during the early 
1970s to a low of 771 billion cubic feet during 1976, 
reflecting the serious shortage of gas in those years. Since 
that time sales have gradually increased to 951 billion in 1979 
and 927 billion in 1980. 

The yellow bars shown on this graph for 1981 and the 
future years are what we refer to as "committed supply". This 
reflects our estimate of the volumes that will be available for 
the Panhandle and Trunkline systems under presently existing 
gas purchase contracts covering conventional lower 48 
production. This is all of the gas that the two companies 
presently have under contract in the lower 48 states. We have 
our work cut out for us if our companies are to serve a 900 
billion cubic fe~t annual market requiremeht in future year~, 
and we are totally committed to that objective. 
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The green bars reflect 450 million cubic feet per day 
of LNG we have contracted to purchase from Algeria. 

The solid blue portion of th~ bars represents 150 
million cubic feet per tlay of Canadian purchases. 
Approximately 50 billion cubic feet per year of this gas will 
be made available to our systems through Northern Border 
pipeline over the 12-year period commencing in 1983. 

The cross-hatched blue portion of the bars represents 
150 million cubic feet per day of Alaskan gas to be purchased 
from the Prudhoe Bay field on the North Slope. This gas will 
reach the Panhandle system through the Alaskan gas 
transportation system which we hope will be in service by 1987. 

The stippled blue portion of the bars represents 
volumes we had expected from our proposed coal gasification 
project in Wyoming into our system. That project has been 
delayed at least two to four years. This is the lease certain 
of future supply because of the enormous cost involved, perhaps 
$2 billion. 

The red portion of the bars represents the volumes of 
conventional gas that we. must purchase. If the Alaskan gas and 
LNG does not come on stream as expected, the shortfall required 
to be covered will be substantially larger as indicated by the 
graph. 

Panh~ndle and Trunkline's gas supply forecasts are 
quite representative of the interstate pipeline industry as a 
whole--particularly as .regards presently committed lower 48 
supplies of conventional gas. 

The foregoing demonstrates the immense need by 
Panhandle and Trunkline for the Alaskan gas. Not only is the 
gas tentatively contracted for, but we need to have available 
an opportunity to contract for the additional Alaskan gas 
expected to be discovered and developed. We believe 100 
trillion to 200 trillion of gas reserves may be discovered and 
developed. Further, we believe that there is a possibility 
that gas will be discovered at various points along the 
Overthrust Belt which is within reasonable distance of the 
pipeline; hence, making more gas available. We will be 
permitted to compete for a share of these expected discoveries. 

Because of today's excess natural gas producing 
capacity in the lower 48 states, many people are losing sight 
of the country's long term gas supply situation. Clearly the 
current surplus of gas productivity will not be long lived. 
Those people would probably look on this gas supply 
presentation as being very pessimistic. Panhandle's forecasts 
of future gas supply are not out of line with the great 



377 

majority of definitive studies prepared by others. 
Attachment 8 shows the results of three of these studies. This 
chart compares forecasted natural gas demand to forecasted 
conventional gas supply for the years 1980 through 2000. The 
top graph represents Exxon's estimate. Of course, the 
difference between the demand line and the supply line 
represents Exxon's estimate of the shortfall in conventional 
domestic supply from meeting demand. The second graph shows 
the forecast of the Department of Energy. The third graph 
shows the forecast of the Gas Research Institute. Although 
each study differs somewhat, they all reflect a need for 
additional sources of gas if we are to meet the needs of the 
United States consumers. 

~Marketability 

Jensen Associates, Inc. have prepared a marketability 
study for the pipeline group. That firm has for some time 
provided consulting services to Panhandle and Trunkline as to 
the demand for natural gas and alternative fuels. We believe 
that the Jensen report, covering the demand for the Alaskan 
natural gas, is conservative. The probability that the gas 
will not be marketable in the earlier years, unless it can be 
rolled in with the price of cheaper gas, is small. We believe 
the most likely scenario is that conditions by 1987 will be 
such that the gas will be marketable. If the conditions are 
not as expected, we would expect that the spread between the 
cost of AlaJ;;!s;an gas at the. city-gate and the price at which it 
could be sold, will be small enough that a workable solution 
can be made through the regulatory process before the FERC. 

Need for the Waiver of Law Package 

Panhandle and Trunkline subscribe to the statements 
and presentation made by Northwest for the Partnership and 
subscribe to the statement of needs made by representatives of 
the lead banks with which the Partnership is dealing. The 
pipeline companies simply do not have the financial capacity to 
fund the Alaskan pipeline and the related gas conditioning 
facilities. Producer'~ equity and construction debt support 
participation will go a long ways towards creating conditions 
under which necessary capital can be raised. 

We believe that the inclusion in the waiver of the 
provision which ~10uld permit the commencement of billing upon 
completion of a segment of the pipeline or a date certain, 
whichever occurs last, does not create an unreasonable risk 
assumption by consumer's groups. We believe that our customers 
want to be assured of a gas supply in the late 1980's and in 
the 1990's and want our companies to take action now so as to 
assure that supply. 
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Our companies cannot commit large amounts in an 
open-ended commitment to a project as large and risk-laden as 
the Alaskan project and be assured the companies remain 
financially viable so a9 to be able to'continue to supply gas 
consumers' requirements. Further, the President's Decision in 
1977 did not contemplate that the companies would support 
project debt. We believe that the greatest exposure to not 
completing the pipeline on a date certain would arise from 
actions of government including delays caused by litigation, 
not from the hostile environment through which the pipeline 
must be constructed. The waiver provision which would permit 
collection of billing upon completion of a segment of the 
pipeline will motivate the pipelines to complete sections on 
time by the date certain, and likewise, may afford some 
encourgement to governmental units to not unreasonably take any 
action which would delay completion of the project and placing 
it in service. It would, of course, permit collection of debt 
service revenues during such period of delay, and thereby, 
hopefully prevent the pipeline's Sponsors from being thrown 
into insolvency by reason of the money required to be paid 
during such delay. 

The waiver seeking conditions of regulatory certainty 
for servicing debt, we submit, poses little if any risk to 
consumers. On the other hand, this waiver will provide 
assurance to potential lenders that a stream of income will 
always be there to repay debt and interest. This additional 
assurance, we".-hope~and believe, will create necessary 
incentives to lenders to commit debt money to the project. 

National Interests 

The President, Secretary of State Haig and numerous 
others, in and out of government, have alluded to the enormous 
benefit to the nation by completion of the pipeline and the 
natural gas supplies it will make available. We agree. On the 
other hand, we must remain mindful of our duty to not place our 
pipeline companies in a position of financial vulnerability. 
We believe the pipeline will serve to strengthen ties between 
the countries of North America and will otherwise enhance 
security by reducing reliance upon foreign sources of oil and 
natural gas and improve this nation's balance of payments 
position. 

Conclusion 

Alaskan natural gas will be urgently needed in the 
late 1980's and thereafter. The proposed Alaskan pipeline 
offers the best mode of transportation of the gas to 
consumers. The proposed waivers of law are necessary for the 
obtaining of financing. We urge that the waivers be approved. 
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Mr. SHARP. Thank you. 

STATEMENT OF J. HUGH ROFF, JR. 

Mr. RoFF. Mr. Chairman, I am Hugh Roff, chairman and chief 
executive officer of United Energy Resources, Inc., which is a diver­
sified energy company having as its principal company United Gas 
Pipe Line Co. 

United Gas Pipe Line Co. is a partner in the Alaskan Natural 
Gas Transportation System, both in the Alaskan segment and also 
in the northern border segment, which is now under construction. 

We have entered into a letter of intent to purchase 100 million 
cubic feet a day of gas from the producers on the North Slope of 
Alaska when that gas comes to market through the Alaskan 
system. 

United Gas Pipe Line Co. is the principal supplier of gas to the 
gulf south region of the United States, and through sales to other 
pipeline companies is a supplier of gas throughout the eastern half 
of the United States. 

United Gas Pipe Line sells to some 400 distribution companies, to 
about 180 direct industrial users and to five other major interstate 
pipeline companies. We sell in the order of a trillion cubic feet of 
gas per year. 

Mr. Chairman, in recent times we have found that there has 
been adequate deliverability of gas available for our sales on our 
system, and indeed there has been some degree of surplus at cer­
tain times during the year. 

However, we must never confuse the availability of immediate 
deliveries of gas with long-term reserves of gas available to the 
Nation. One of the most attractive features of the Alaskan gas is 
that it will, once it starts flowing, last for a long time, for many 
years, for 25 years, or thereabouts. 

So, it becomes thus very important to the Nation in our view for 
this supply of gas to be made available to our systems for use in 
the latter part of this decade and in the next decade, and after the 
turn of the century. 

We have seen that there are many instances in which energy 
supplies can be interrupted that the Nation has been counting on. 
Indeed, we saw that as we are seeking to build the oil pipeline 
years ago, and we never know when there will be other interrup­
tions to supplies of energy. 

I have a distinct belief that within the next 10 years, and per­
haps shorter than that, that we will be very glad to see any indig­
enous energy supplies which we can have available to us. 

I think that it is highly important for us to take every step we 
can to provide and put the facilities in place so that the energy 
supplies can be made available. I think that it is in this context 
that the Alaskan gas goes above some of the specific questions that 
we all trouble ourselves with, important as they are. 

I do think that we simply must have this energy supply for the 
country. You know, times are difficult in financing, as you are cer­
tainly aware. These are very tough financing conditions, as I am 
sure the banks will tell us later in the afternoon. 
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But we do think that the waiver package which is very modest in 
its scope is absolutely essential for us to have a chance at private 
financing. I really believe that this is in a sense our last, best 
chance to achieve private financing for the Alaskan system. 

I do think that one time or another, one way or another, the 
Alaskan gas will be bought, and that we should proceed now. 

Thank you very much, Mr. Chairman, and members of the com­
mittee. 

[The statement of Mr. Roff follows:] 
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WRITTEN STATEMENT OF J. HUGH ROFF, JR. 

Mr. Chairman, members of the committee, my name is 
J. Hugh Roff, Jr. I am appearing as Chairman of the Board 
and Chief Executive Officer of United Gas Pipe Line Company 
(United Gas), which is a subsidiary of United Energy Resources, 
Inc., of which I am also Chairman and Chief Executive Officer. 
United Gas intends to purchase natural gas produced on the 
North Slope of Alaska and transport that gas through the 
Alaska Natural Gas Transportation System (ANGTS). One of 
the subsidiaries of United Gas, United Alaska Fuels Corpora­
tion, is a partner in the Alaskan Northwest Natural Gas 
Transportation Company, which proposes to construct the 
Alaskan segment of ANGTS. Another subsidiary, United Mid­
Continent Pipe Line Company, is a partner in Northern Border 
Pipeline company, which is presently constructing facilities 
to transport initially Canadian, and ultimately Alaskan, gas 
from the u. S. - Canadian border into the Mid West. 

United Gas is a strong supporter of the Alaskan 
project. The determination to become involved in the project 
was based upon the belief that gas from Alaska could be a 
substantial factor in alleviating future natural gas shortages 
on the system of United Gas and throughout the United States 
as a whole. Projects of this magnitude, of necessity, 
require many years from the time of conception through 
completion. Because this is the largest project ever attempted 
by private industry, the lead times have been even longer 
than initially anticipated. However, although perceptions 
of the current gas supply situation in the U. S. may vary 
from those of a few years ago, it remains the belief of 
United Gas that Alaskan gas will be needed when this project 
is complete. 

Even after all the governmental approvals and 
financing arrangements are in place, three years will be 
required to construct the Alaskan segment of this system. 
We cannot afford to wait until a national emergency is upon 
us before expediting completion of the project. During the 
early 1970's questions were raised of the necessity for a 
pipeline to transport the oil from the North Slope to markets 
in the U. S. Those doubts vanished with the shortages 
resulting from the Arab oil embargo in 1973. The shortfall 
in overall supplies would not have been significant if the 
oil pipeline had been constructed on schedule. However, 
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when a consensus finally developed that the nation's economy 
needed oil from Alaska, it could not be made available for 
almost three more years. Natural gas from the same field 
will most assuredly also be needed. The transportation 
system for that project should be completed in an expeditious 
but orderly manner, not constructed in a crisis atmosphere 
at a time when severe gas shortages are causing economic 
dislocations. 

United Gas is the principal interstate supplier of 
natural gas in the Gulf South region of the U. s., serving 
approximately 400 distribution systems, 170 direct industrial 
customers, and 12 power plants in the States of Texas, 
Louisiana, Mississippi, Alabama and Florida. Additionally, 
United supplies gas to five major interstate pipelines which 
in turn supply gas to the Midwest and East Coast. Thus, 
natural gas transported through the system of United Gas in 
consumed in virtually every state in the eastern half of the 
United States. United Gas expects that gas delivered from 
this project will be marketable in its service area. The 
wellhead price of natural gas produced from the North Sl?pe 
and transported through ANGTS is subject to a ceiling pr1ce 
under Section 109 of the Natural Gas Policy Act of 1978 
(NGPA). As of October 1981, the maximum lawful price under 
which that gas could be sold is $2.08 per million Btu's and 
is subject to further adjustment for inflation. United Gas 
presently projects that the cost of transporting this gas to 
its service area will be greater than United Gas anticipates 
its average systemwide cost of gas from all other sources, 
as delivered into its system, will be at that time. However, 
United Gas expects to purchase a volume of gas from the 
Prudhoe Bay reserves which will be equivalent to between 5% 
and 15% of its total sales volume over the next two decades. 
Section 208 of the NGPA assures that the acquisition and 
purchase price of Prudhoe Bay gas may be priced on a "rolled 
in" basis. The averaging effect of including a small volume 
of gas, relative to the total gas supply of United Gas, 
should not significantly increase the cost to United's 
customers at the time deliveries commence. In fact, since 
the transportation costs decreased as ANGTS is depreciated, 
the costs of Alaskan gas to United's customers may ultimately 
be less than the average cost of the remainder of the gas in 
United's system. 

Generally, customers of United Gas, without regard 
to the class in which they may fall, are charged rates which 
reflect the actual cost to United Gas of purchasing gas 



391 

during the month of delivery. United Gas's participation in 
the project requires regulatory assurances that all costs of 
purchasing and transporting Alaskan gas into its system may 
be flowed through to its customers, who are the ultimate 
beneficiaries of the project. To the extent that these 
costs result in an increase in the average purchased gas 
costs on its system, that increase will be reflected in the 
average price per million Btu's purchased by each of the 
United Gas' customers. United Gas will not be able to 
participate in the project unless it receives regulatory 
assurance from the outset that it may flow these costs 
through to its customers. The waiver proposal is essential 
to assure that these regulatory approvals, once given, may 
not be modified in a manner which would preclude the recovery 
by United Gas of costs associated with the transportation of 
Alaskan gas. 

Failure to approve the waiver proposal will mean, 
at a minimum, substantial delays in completion of the project. 
If these delays occur, it is certain that the ultimate cost 
of completing the ANGTS will be significantly higher than 
the cost of completion by 1986. Cost increases resulting 
from further delays can only inhibit the marketability of 
Alaskan gas. Thus, to the extent the waiver proposal expedites 
completion of the project, the marketability of Alaskan gas 
has been assisted. 

United has continued its participation in this 
project subsequent to the partial deregulation of natural 
gas permitted by the NGPA. United does not anticipate that 
such further deregulation legislation as is reasonably 
foreseeable would affect its participation in the project. 
Under the present structure of the NGPA, gas produced from 
the Prudhoe Bay Unit remains under regulation indefinitely. 
Should legislation subsequently remove those wellhead price 
controls, United assumes that contracts with producers will 
be negotiated in a manner which would recognize the relatively 
high transportation costs involved in delivering the gas 
from wellhead to market. 

United Gas' financial involvement in ANGTS includes 
both its equity participation in the Alaskan portion and the 
eastern U. s. leg (Northern Border) and its obligations as 
a transporter of both Canadian and Alaskan gas in ANGTS. 
The following table summarizes the extent of United Gas' 
financial involvement in the total project as compared to 
its other business activities at June 30, 1981. 
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(1) Total Assets of United Gas ........•............ $1,252 million 
(2) Total Capitalization of United Gas ............. $ 543 million 
(3) Shareholders' Equity of United Gas ............. $ 340 million 
(4) 1981 Capital Budget of United Gas .............. $ 220 million 
(5) Anticipated Cash Investment in Project ......... $ 216 million 
(6) Anticipated Contingent Liabilities in Project .. $ 624 million 
(7) 1981 Cash Investment in Project ................ $ 62 million 
( 8 ) ( 5 ) as a % of ( 1) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 17 . 5% 
(9) (5) as a% of (2).............................. 39.7% 

( 10) ( 5) as a % of ( 3).. . . . . . . . . . . . . . . . . . . . . . . . . . . . . 63.5% 
(11) (6) as a% of (1)... .. .. . . .. . . . . . .. . . . . . . . . .. . . 50.6% 
(12) (6) as a % of (2).............................. 114.9% 
(13) (6) as a% of (3).............................. 183.5% 
(14) (7) as a% of (4).............................. 28.2% 

While anticipated cash investments and contingent 
liabilities will be subject to upward or downward revisions 
as final financing requirements and the terms of financing 
are established, the preceding table clearly indicates that 
United Gas' involvement in the project is substantial in 
relation to its size and will impact materially upon its 
ability to undertake other capital projects that are considered 
necessary if United Gas is to continue bringing improved 
service to its customers. 

United Gas has entered into a letter of agreement 
to conduct negotiations towards an execution of a Gas Purchase 
Contract with ARCO Oil and Gas Company. This agreement 
contemplates the purchase by United Gas of 15% of ARCO's 
working interest in the Prudhoe Bay Reservoir. The agreement 
contemplates a negotiated contract price, not less than that 
provided in Section 109 of the NGPA, and states that customary 
deregulation and price escalation provisions permitted by 
any future statute or regulation will be included. 

United Gas presently expects to purchase approximately 
5% of the Prudhoe Bay natural gas reserves currently offered 
for sale and to participate in approximately the same percentage 
equity share. United Gas' percentage of the total equity 
and debt-related financing commitments would be the same as 
its percentage of the total equity subscribed for by all 
such purchasers, and United Gas would not provide credit 
support to any other project sponsor. 

With or without the waiver proposal, the potential 
liabilities of United Gas' customers will be a function of 
the transportation capacity contracted for by United Gas. 
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If United Gas has available to it approximately 5% of the 
Alaskan gas, it will contract for the same percentage of 
total transportation capacity, and its payment obligations 
will represent the same percentage of the total cost of 
service. Once billing commences, United Gas will be obli­
gated to pay this percentage of the cost-of-service charges 
regardless of the volumes actually received by it, with or 
without the waiver proposal. 

As an interstate natural gas pipeline company, 
United Gas is regulated at the Federal level. At this time, 
the Federal Energy Regulatory Commission is the primary 
agency exercising economic regulatory control over United 
Gas. It has been our experience that the flexibility of 
FERC regulation fluctuates to relect the general political 
atomosphere and the views of the current membership of the 
Commission. Since this a long-term project, United Gas 
seeks assurances that future Commissions, operating under 
unforeseeable circumstances, will abide by commitments of 
prior Commissions made at the time substantial financial 
exposures are incurred. Thus, United Gas seeks assurance 
that future regulatory authorities would continue the ini­
tial policy of permitting United Gas to flow the costs which 
it incurs throug~ to its customers. 

United Gas views the Alaska project as one which 
will make available a very substantial quantity of gas to 
consumers throughout the United States. Proven reserves of 
26 trillion cubic feet will undoubtedly be enlarged by new 
reserves added by drilling when the system becomes opera­
tional. The availability of these new supplies will signi­
ficantly alleviate the possibility of natural gas shortages 
in the future. The approximately 5% of the total Prudhoe 
Bay supply which United Gas is acquiring is substantial when 
compared to most other gas supply options available to 
United Gas. While some volume of conventional gas might be 
acquired at lower cost, there are not adequate amounts of 
such supplies available on a long-term basis for United Gas 
to meet the needs of its customers into the next century. 
United Gas has followed an aggressive gas acquisition pro­
gram for years in the lower 48 states, but recognizes that 
supplies from Alaska, synthetic gas and imports will be 
required in order to meet the reasonable demands of gas 
consumers in this country over the next decades. In com­
parison with these other "non-conventional" sources of 
supply, United Gas believes the Alaskan project will provide 
significant long-term supplies at a lower cost and with less 
risk of consumer liability or danger to the security of the 
supply than virtually any other source. Any project to 
import gas involves some degree of risk, varying with the 
country of production, since the foreign government can 
control both the price and continued availability of supply. 
Although the ANGTS passes through Canada, the transit of 
that gas is protected by treaty so that any security risks 
are minimal. 

Accordingly, United Gas stongly believes ANGTS is 
in the national interest and urges Congress to approve the 
waiver package. 



394 

STATEMENT OF HARRY L. LEPAPE 

Mr. LEPAPE. Mr. Chairman, my name is Harry L. Lepape. I am 
president and chief executive officer of Pacific Interstate Transmis­
sion Co. and Pacific Interstate Transmission Co. (Arctic) and a vice 
president of our parent company, Pacific Lighting Corp. 

I am also a director of Foothills Pipe Lines, Ltd., which is not 
affiliated with Pacific Lighting, but is one of the four Canadian 
companies responsible for a portion of the Alaska Highway Pipe­
line project in Canada. 

Pacific Interstate has executed a letter of intent with the Atlan­
tic Richfield Co. for the purchase of 33 percent of its share of the 
Prudhoe Bay or about 10 percent of the total Prudhoe Bay produc­
tion. 

Southern California is heavily dependent on natural gas. Ap­
proximately 50 percent of the area's nontransportation energy re­
quirements are met with natural gas. Over 75 percent of southern 
Californians use natural gas for cooking and over 90 percent use 
natural gas for water and space heating. 

Southern California Gas Co., the gas distribution subsidiary of 
Pacific Lighting Corp., serves an area encompassing central and 
southern California with a population of 12.4 million people. It is 
the largest gas distribution company in the Nation. 

Unlike some areas of this Nation, southern California does not 
have a fuel oil distribution network for home use, and coal is not a 
viable alterantive to natural gas, primarily for environmental rea­
sons. 

The vast majority of small commercial and industrial gas users 
in southern California do not have the necessary facilities to use 
any fuels other than natural gas. Large customers, including the 
electric utilities, rely heavily on gas and must use gas, if it is avail­
able, during serious smog episodes. 

Although Southern California Gas Co. currently has enough gas 
to meet residential and commercial customer requirements, as well 
as a significant portion of electric utility generating requirements 
during a hot or average temperature year, additional gas supplies 
will be needed if we are to maintain current delivery volumes. 

Gas supply from the lower 48 States is expected to decline sharp­
ly between now and the earliest date gas could be received from 
this project. 

Two developments have been important in helping us solve our 
critical needs in the interim period before the anticipated date of 
the delivery of Alaska gas to the lower 48 States. 

First, there has been a significant improvement in the short-term 
availability of natural gas since the enactment of the National Gas 
Policy Act of 1978. Unfortunately, this improvement will be short 
term because gas continues to be consumed in the lower 48 States 
faster than new reserves are being added. Since 1970, production 
has exceeded discoveries in the lower 48 States by over 100 trillion 
cubic feet. 

Second, commencing October 1, 1981, we started importing 
through the prebuilt section of the western leg of the Alaska High­
way project up to 240 million cubic feet a day of gas from the Prov-
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ince of Alberta. However, this supply so far has only been author­
ized until 1988. 

The long-term supplies of gas from Alaska will be essential in 
meeting our long-term needs. We are concerned any delays in 
starting construction of this project will mean increased costs of a 
magnitude as to remove any chance that it could be privately fi­
nanced. 

If the financing requirements reach a point beyond the capacity 
of the private sector, the consumers of the Nation can only expect 
to receive this additional resource after additional delays, which 
would increase costs and in turn require a significant level of 
direct Government financial participation. 

I am convinced that over the life of the project the gas will be 
marketable at a price competitive with new supplies from whatever 
source, domet?tic or foreign. It is a secure domestic supply and justi­
fies a significant degree of customer support. 

I wish to take this opportunity to express our continuing strong 
support of the Alaska highway pipeline project. We are convinced 
the project is in the best interest of the consumers in California 
and throughout the nation. 

Because of this, we believe the Government should continue to 
vigorously endorse and support the project. This includes prompt 
approval of the President's waiver package. 

It is our firm conviction that this Nation will need the Alaska 
gas reserves no later than the earliest timeframe that can be made 
available. It will reduce our dependence on OPEC oil and will help 
meet this country's vital energy needs. 

The Alaska highway pipeline project is a project which the 
Nation cannot afford not to build. I believe it will prove to be a 
good deal for our customers. 

Mr. Chairman, thank you for inviting me to appear, and I will 
try to answer any questions at the appropriate time. 

[Mr. Lepape's prepared statement follows:] 

93-367 0-82-26 
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STATEMENT OF HARRY L. LEPAPE 

PRESIDENT AND CHIEF EXECUTIVE OFFICER, 

PACIFIC INTERSTATE TRANSMISSION COMPANY 

PACIFIC INTERSTATE TRANSMISSION COMPANY (ARCTIC) 

My name is Harry L. Lepape. My business address is 

720 West Eighth Street, Los Angeles, California 90017. I am 

President and Chief Executive Officer of Pacific Interstate 

Transmission Company and of Pacific Interstate Transmission 

Company (Arctic), and a Vice President of our parent company, 

Pacific Lighting Corporation. I am also a Director of Foothills 

Pipe Lines (South B.C.) Ltd., which is not affiliated with Pacific 

Lighting but is one of the four Canadian companies responsible 

for a portion of the Alaska Highway Pipeline Project in Canada. 

Pacific Lighting Corporation is a Los Angeles based 

holding company which is engaged in a number of business 

activities, most of which are energy related. 

Pacific Interstate Transmission Company and Pacific 

Interstate Transmission Compan:r (Arctic) are subsidiaries of 

Pacific Lighting Corporation. Pacific Interstate Transmission 

Company is a natural gas company which purchases, transports 

and sells natural gas to its affiliates in southern California. 

Pacific Interstate Transmission Company (Arctic) is a partner 

in the Alaskan.~orthwest Natural Gas Transportation Company, 

the partnership formed to build and operate the Alaskan segment 

of the Alaska Highway Pipeline Project. Pacific Interstate 

bas executed a letter of intent with the Atlantic Richfield 

Company ("Arco") for the purchase of 33% of its share of the 

Prudhoe Bay or about 10% of the total Prudhoe Bay production. 

It is a pleasure to be here today and it is a privilege 

to have the opportunity to make a statement in support of the 
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Alaska Highway Pipeline Project. Alaska has this nation's 

largest untapped natural gas resource. In addition to the 26 

trillion cubic feet of proven gas reserves in Prudhoe Bay on 

the North Slope, there are other significant hydrocarbon 

formations believed to exist in the northern Alaska area. On 

behalf of our companies, I personally have been involved for 

over a decade in the efforts to bring a portion of this vast 

gas resource to consumers in southern California. 

Pacific Interstate is a charter member of the partner­

ship selected by the governments of the United States and Canada 

to build a pipeline system south from Prudhoe Bay along the 

Alaska Highway through Canada to the lower 48 states. We are 

a member of this partnership because we believe iq the importance 

of linking this significant domestic energy source with the 

lower 48 states and, more specifically, because it will provide, 

through the Western Leg of the project, a direct transportation 

system for the delivery of Alaska gas to southern California. 

Southern California is heavily dependent on natural 

gas. Approximately 50% of the area's non-transportation energy 

requirements are met with natural gas. Over 75% of southern 

Californians use natural gas for cooking and over 90% use natural 

gas for water and space heating. 

Southern California Gas Company, the gas distribution 

subsidiary of Pacific Lighting Corporation, serves an area 

encompassing central and southern California with a population 
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of 12.4 million people. We sell 5% of all the natural gas 

distributed in the entire United States. In addition, Southern 

California Gas Company sells gas at wholesale to San Diego Gas 

& Electric Company and the Gas Department of the City of Long 

Beach, which together have approximately 600,000 meters in 

southern California. 

Metropolitan Los Angeles, defined by a 60-mile radius 

from downtown Los Angeles, has the second largest concentration 

of population, employment, business, industry and finance in 

the United States, exceeded only by the Greater New York area. 

The gross regional product of Metropolitan Los Angeles is 

exceeded by the gross national product of only 13 nations in 

the world. The Los Angeles area accounts for nearly half the 

economy of California, and the area is experiencing a population 

growth rate nearly twice that of the United States as a whole. 

Natural gas is vital to the economy of the area. 

Unlike some areas of this nation, southern California 

does not have a fuel oil distribution network for home use, 

and coal is not- a viable alternative to natural gas, primarily 

for environmental reasons. The vast majority of small commercial 

and industrial gas users in southern California lack facilities 

for the use of fuels other than natural gas. Large customers 

including the electric utilities rely heavily on gas and must 

use gas, if it is available, during serious smog episodes. 

Although Southern California Gas Company currently 

has enough gas to meet residential and commercial customer 

requirements, as well as a significant portion of electric 
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utility generating requirements, additional gas supplies will 

be needed if we are to maintain current delivery volumes. Gas 

supply from the lower 48 states is expected to decline sharply 

between now and the earliest date gas could be received from 

this project. 

Two developments have been important in helping us 

solve our critical needs in the interim period before the _a_J:lt_:i.(i}pated 

date of the delivery of Alaska gas to the lower 48 states. First, 

there has been a significant improvement in the short-term 

availability of natural gas since the enactment of the Natural 

Gas Policy Act of 1978. This improvement will be short term 

because gas continues to be being used in the lower 48 states 

faster than new reserves are being added. Since 1970, production 

has exceeded discoveries in the lower 48 states by over 100 

trillion cubic feet. Second, commencing October 1, 1981, we 

started importing through the prebuilt Western Leg of the Alaska 

Highway Project up to 240 million cubic feet a day of gas from 

the Province of Alberta in Canada. However, it is the long 

term delivery.of gas from Alaska that will be critical to meeting 

our future gas needs. 

We were pleased to learn that the President has sent 

you the waiver package and of your decision to start early 

hearings on this matter. It reflects a recognition of the 

urgency and the tremendous national importance of this project. 

Lenders to the project will require the waiver package and 

satisfactory assurances that the sponsor companies are capable 

of fulfilling the financial obligations they undertake for this 
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project. The project's commercial bank advisors have indicated 

that some creditworthy party or parties will have to provide 

unconditional completion undertakings, or, in the event of 

noncompletion, unconditional promises to repay the debt. 

We believe that the tariff, as approved by FERC, 

together with those related portions of the waiver package 

(i.e., early billing commencment and regulatory certainty) will 

provide the necessary credit support for the debt once the 

facilities for a particular segment are completed and/or gas 

begins to flow. Until such events occur, the full risk of 

completion rests on the sponsors who must assume the risk for 

the debt as well as their equity. We are confident that the 

risks of noncompletion are very remote and that the project 

can be built within budget. However, the sheer magnitude of 

dollars require that this remote contingency be considered 

seriously in determining the maximum financial commitment 

Pacific Lighting can undertake. 

If the waiver package is not approved and the sponsors 

are therefore ·unable to proceed promptly with the effort to 

develop a total financing package in the private sector, the 

team of experienced people in both the sponsors' and contractors' 

organizations who have been assembled over the many years would 

undoubtedly be disbanded. To reassemble such talent would be 

difficult and time-consuming. 

We are also concerned that any significant delay in 

commencing construction of this project will mean increased 

costs of a magnitude which would eliminate any chance it could 
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ever be a privately financed project. If the financing 

requirements do increase to a point beyond the capacity of the 

private sector, the gas consumers of the nation could only 

expect to receive this vast domestic resource at a greatly 

increased cost and with a significant level of direct government 

financial participation. 

I am convinced that over the life of the project, 

the gas will be marketable at a price competitive with new 

supplies from whatever source, domestic or foreign. It is a 

secure domestic supply and justifies a significant degree of 

customer support. This is no more than will be required for 

any major new energy project where the capital costs are as 

significant when compared to the financial strength of potential 

sponsors. 

The pipeline sponsors' equity is at a greater risk 

on this project than for some other major new gas supply projects 

because of the IROR provisions which will penalize the equity 

return if costs exceed the approved final cost estimate. 

Sponsors' balance sheets can be stretched only so far to also 

support the debt during construction for this highly leveraged 

project. For this project to proceed, it must continue to have 

the full support of the Congress, the Administration and the 

federal and state regulatory agencies. 

I wish to take this opportunity to express our 

continuing support of the Alaska Highway Pipeline Project. We 

are convinced the project is in the best interests of the 

consumers in California and throughout the nation. Because 

of this we believe the government should continue to vigorously 

endorse and support the project. 

It is our firm conviction that this nation will need 

the Alaska gas reserves within the time frame that they can 

be obtained. It will reduce our dependence on OPEC oil and 

will help meet this country's vital energy requirements. The 

Alaska Highway Pipeline Project is a project which that nation 

cannot afford not to build. 
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STATEMENT OF GEORGE H. EWING 

Mr. EwiNG. Thank you, Mr. Chairman. 
I am George H. Ewing. I represent the Texas Eastern Transmis­

sion Co. Texas Eastern Transmission Corp. is the parent of Texas 
Eastern Pipeline Co. and Transwestern Pipeline Co. and I am the 
president of these companies. 

These companies have commitments to purchase Prudhoe Bay 
gas supplies and propose to ship that gas over the Alaskan system 
to help meet their respective market requirements in the lower 48 
States. 

Both Texas Eastern and Transwestern are major interstate natu­
ral gas pipeline companies. They serve major markets on the east 
and west coast, and the Midwestern areas of the lower 48 States. 

Texas Eastern's annual requirements total slightly in excess of 1 
trillion cubic feet annually, and Transwestern's annual require­
ments total approximately 380 billion cubic feet. 

Texas Eastern has been actively engaged in furthering an Alas­
kan pipeline system to make Prudhoe Bay gas supplies available to 
the lower 48 States since 1969. Throughout this period it has found 
that because of the sheer magnitude of the cost of the project, it 
cannot be financed like other projects. 

We believe approval of the waiver package is a necessity if there 
is to be any chance of privately financing the Alaskan pipeline 
system. Texas Eastern and Transwestern urgently need the Alas­
kan natural gas to help meet their requirements in the late 1980's. 

The cost of the Prudhoe Bay gas supplies will be rolled into 
Texas Eastern's and Transwestern's systems gas supplies, and we 
presently believe such supplies will be marketable over the life of 
the project. 

I would like to emphasize that in my judgment it is a very impor­
tant benefit of the pipeline that will result in security of energy 
supplies in terms of national defense needs of the United States 
and North America. 

I respectfully urge this committee and Congress to approve the 
President's waiver package. 

Thank you, Mr. Chairman, for inviting us, and we appreciate 
this opportunity to make a presentation to you and your commit­
tee. 

[Testimony resumes on p. 411.] 
[The statement of Mr. Ewing follows:] 
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Prepared Statement 

of 

George H. Ewing 

on behalf of 

Tetco Four, Inc. 
Texas Eastern Transmission Corporation 

Transwestern Pipeline Company 

We appreciate this opportunity to appear before this honorable 

committee on behalf of Tetco Four, Inc., and its parents, Texas Eastern 

Transmission Corporation (Texas Eastern) and Transwestern Pipeline Company 

(Transwestern) in support of the waiver package submitted by the President 

pursuant to the Alaska Natural Gas T,ransportation Act. 

Tetco Four, Inc., is one of the pipeline sponsors of the Alaska 

Natural Gas Transportation System and is a subsidiary of Texas Eastern 

and Transwestern. Both Texas Eastern and Transwestern have commitments 

to purchase Prudhoe Bay gas supplies and propose to ship that gas over 

the Alaskan system to help meet their respective market requirements in 

the lower forty-eight states. 

My name is George H. Ewing. My business address is P. 0. 

Box 2521, Houston, Texas 77001. I am Senior Vice President of Texas 

Eastern Transmission Corporation ancr President of its natural gas pipe-

line division, Texas Eastern Gas Pipeline Company, and President of 

Transwestern Pipeline Company, a subsidiary, and Tetco Four, Inc. I 

am responsible for making decisions respecting Texas Eastern's and 

Transwestern's gas acquisition policies and the construction of projects 

to make additional gas supplies available to their pipeline systems and 

markets. 
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Both Texas Eastern and Transwestern are major interstate natural 

gas pipeline companies, They have been in operation for many years and are 

regulated by the Federal Energy Regulatory Commission under the Natural 

Gas Act. They serve major market areas on the East and !•lest Coasts and 

in middle and midwestern areas of the lower forty-eight states. 

Texas Eastern's pipeline system consists of approximately 9000 

miles of natural gas pipeline extending from the Texas-Nexico Border and 

offshore Louisiana to the New York City area. It serves five interstate 

pipeline companies and ninety-two distributor companies and municipalities. 

While it supplies various markets in the states it traverses, its princi­

pal market area is in Pennsylvania, New Jersey, and Ohio. It is the sole 

supplier of pipeline natural gas to Algonquin Gas Transmission Company 

which serves various distributor companies in the New England States. 

Texas Eastern's annual requirements total slightly in excess of 1 tril­

lion 'cubic feet and its daily requirements average approximately 2. 9 

billion cubic feet. The great majority of its sales are for high prior­

ity uses,. 

Transwestern's pipeline system is separate from Texas Eastern's 

system and consists of approximately 3700 miles of natural gas pipeline 

extending from West Texas and the Texas-Oklahoma Panhandle through New 

Mexico and Arizona to the California-Arizona Border. Approximately three­

fourths of its sales of natural gas are made to Pacific Lighting Service 

Company for distribution in the Los Angeles and San Diego areas and approx­

imately one-fourth of its sales are made to Cities Service Gas Company for 

distribution in Midwestern market areas. Small quantities are also deli­

vered to various other parties for local consumption along its route. 

Transwestern's annual requirements total approximately 383 billion cubic 
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feet and its daily requirements average a little in excess of l billion 

cubic feet. The great majority of its sales are also for high priority 

uses. 

In order to meet these substantial annual and daily require­

ments, it is essential that both Texas Eastern and Transwestern attach 

substantial new supplies of natural gas on a continuing basis to replenish 

existing gas supplies as they are depleted. Both companies have vigorous 

gas acquisitions programs seeking new sources of gas supplies. The Prudhoe 

Bay gas supplies represent a significant and vital part of this acquisition 

effort. The proved gas reserves of this field are estimated to be approxi­

mately 26 trillion cubic feet, and it is of great importance to the security 

of the United States and the welfare of the gas consumers that they be 

made available to markets in the lower forty-eight states without undue 

delay. However, without Congressional approval of the waiver package, 

private financing of the Alaska pipeline system is not even a remote 

possibility. 

Texas Eastern has been actively engaged in furthering an Alaskan 

pipeline system to make Prudhoe Bay gas supplies available to the lower 

forty-eight states since 1969. It has spent considerable time, effort, 

and money in trying to make the pipeline a reality. Throughout this period 

it has found that because of the sheer magnitude of the cost of the project, 

it cannot be financed like other projects. For the same reason, it cannot 

be likened to any other investment opportunit1es, corporate or individual. 

Thus approval of the waiver package is a necessity if there is to be any 

chance of privately financing the Alaska pipeline system. The alternative 

of non-approval will, at best, result in very substantial delays in making 

the project a reality, loss of benefits of the project during the delay, 
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and very substantial increases in the cost of the pipeline, and thus 

increased costs to the nation's consumers, due to inflation. 

Texas Eastern and Transwestern each have commitments to pur­

chase approximately 70,000 Mcf of Prudhoe Bay natural gas a day, for a 

total of approximately 140,000 Mcf of natural gas a day. Each of them 

urgently need this additional natural gas to help meet their commitments to 

their customers at current levels. I have attached two graphs to my state­

ment which reflect each company's requirements based on present commit­

ments to its customers and its present and projected gas supplies for the 

years 1981 through 1989. The projections assume that Texas Eastern and 

Transwestern will be able to attach their fair share of future gas supplies 

, that may be available to each of their systems. Even so, you will note 

that beginning in 1987, when it is projected that Prudhoe Bay gas supplies 

will first be available to the lower forty-eight states, Texas Eastern 

will need an estimated 300,000 Mcf of natural gas a day in addition to the 

70,000 Mcfd of Prudhoe Bay gas supplies just to meet its commitments to 

its customers at current levels. You will also note that this deficiency 

in gas supplies will grow larger in future years. Similarly, you will 

note that in 1987 Transwestern will need an estimated 100,000 Mcf of natural 

gas a day in addition to the 70,000 Mcfd of Prudhoe Bay gas supplies to 

meet its current commitments to its customers. And, like Texas Eastern, 

this deficiency in gas supplies will grow larger in the future. Thus, 

Texas Eastern and Transwestern have a very real need for Prudhoe Bay gas 

supplies to help meet their respective commitments to their customers. 
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The cost of the Prudhoe Bay gas supplies will be rolled into 

Texas Eastern's and Transwestern's system gas supplies and we presently 

believe such supplies will be marketable over the life of the project. 

However, our interest in the Alaska pipeline system is not limited to 

transporting Prudhoe Bay gas supplies -- as important as that is to the 

nation's welfare and public interest. We firmly believe that once the 

pipeline becomes a reality, it will provide access to the lower forty-eight 

states of the substantial additional natural gas reserves in Alaska -­

reserves which have been estimated by the United States Department of 

Interior to be potentially in excess of 100 trillion cubic feet. The 

proposed Alaska pipeline system has been sized so that it will be able 

to transport substantial quantities of those additional supplies of 

Alaskan gas to the lower forty-eight states by the addition of compression, 

which will result in lower unit transportation costs for all Alaskan gas 

as these supplies are attached to the system. 

The provisions of the waiver package, while they do not ensure 

private financing of the project, are essential if we are to hope to secure 

private financing of the Alaska pipeline system. The pipeline sponsors, 

as a whole, because of the magnitude of the cost of the project, simply 

do not have sufficient financial capability to finance it. Therefore, it 

is essential that the producers be permitted to participate in the owner­

ship and finan'cing of the Alaska pipeline segment. The regulatory waivers 

with respect to billing by the pipeline and tracking by the shippers are 

necessary in order to assure the lenders of the enormous sums required 

that they will receive payments of principal and interest from the project 

on a timely basis. And the regulatory waivers to expedite issuance of 

final project approvals, are necessary to avoid delays which could substan­

tially increase the cost of the project and make private financing even 
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more difficult. In addition, they will avoid needlessly imposing substan­

tial additional pipeline costs on the nation'a consumers. 

Others will testify in detail with respect to the great public 

interest benefits that will result from building the Alaska pipeline 

system, such as reducing natural gas supply shortages, stimulating addi­

tional natural gas exploration and development of substantial additional 

Alaskan gas reserves, and substantially improving the United States 

balance of payments. Accordingly, I will not dwell on them. However, I 

would like to emphasize that in my judgment a very important benefit of 

the pipeline will be the resulting security of energy supplies in terms 

of the national defense needs of the United States and North America. 

Our nation simply cannot afford to further delay attaching the signifi­

cant Alaskan natural gas reserves to the lower forty-eight states. 

I respectfully urge this honorable committee and the Congress 

to approve the President's waiver package. 
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STATEMENT OF JOHN H. CROOM 

Mr. CROOM. Mr. Chairman and members of the subcommittee, 
my name is John H. Croom. I am executive vice president of the 
Columbia Gas System, Inc., and President of the Columbia Alaskan 
Gas Transmission Co., a wholly owned subsidiary of the Columbia 
Gas System, Inc. and one of the sponsoring companies of the Alas­
kan gas pipeline project. I am here today to urge that you approve 
the waiver of law submitted by the President on October 15, 1981. 

The Columbia Gas System is one of the largest integrated natu­
ral gas companies in the United States and last year delivered 1.2 
trillion cubic feet or approximately 6 percent of the gas consumed 
in this country. 

Columbia supplies directly through its retail operations, or indi­
rectly through sales to other utilities, the gas requirements of over 
4 million customers in an area having a population of approximate­
ly 18 million people. 

Columbia's customers are located in the States of Ohio, Pennsyl­
vania, West Virginia, Maryland, Kentucky, Virginia, New York, 
New Jersey, and the District of Columbia. 

Columbia supports the Alaska Natural Gas Transmission System 
and the proposed waiver because: 

The project is essential to the Nation's as well as to our service 
area's long-term gas supply; 

The Prudhoe Bay gas represents 13 percent of the Nation's 
proven gas reserves. The building of the Alaskan pipeline can be 
expected to stimulate further development on the North Slope and 
increase these reserves significantly. 

While the delivered price will be relatively high in the early 
years, it will substantially decline in later years as the large rate 
base becomes depreciated. On the average, it will be below the 
price of imported oil. 

If the waiver is approved, the Federal Energy Regulatory Com­
mission will still have to implement it and the banks will still have 
to agree to finance the project. But without congressional approval, 
the transportation system cannot be privately financed. 

In the late 1960's Columbia recognized the need to look beyond 
its traditional sources of gas to assure an adequate supply for its 
customers. Included in studies of these nonhistoric sources were liq­
uefied natural gas from overseas, deep domestic gas, synthetic nat­
ural gas from heavier hydrocarbons, gas from tight sands, and 
Alaskan gas. 

Following the discovery of the Prudhoe Bay field in 1968, Colum­
bia· participated in studies which lead to the determination that it 
was technically and economically feasible to bring these reserves to 
the lower 48 States. 

Over the period 1971 through 1975, Columbia loaned $175 million 
to Sohio for the rights to purchase a portion of Sohio's Prudhoe 
Bay gas reserves. Under the agreement with Sohio, the loan was 
repaid during the 1 %-year period after the crude oil pipeline was 
placed in operation. 

Columbia expects to obtain over 100 billion cubic feet annually, 
which in 1987 will represent over 7 percent of its gas supply. 

93-367 0-82--27 
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The importance of the Alaskan gas to Columbia's customers 
cannot be overstated. The latest 10-year demand-supply projections, 
detailed in the attachment, indicate that Columbia must make a 
strenuous effort to replace declining volumes of committed gas sup­
plies. 

Even with the inclusion of natural gas from Alaska, appreciable 
volumes must be sought and secured from reserves yet to be found 
and developed in such areas as the Rocky Mountains, Appalachian 
Basin, and the Gulf of Mexico. 

Columbia strongly believes that the relatively certain assurance 
of a secure, consistent and domestic source of supply which this 
project promises for all of Columbia's customers outweighs any con­
jectural load loss due to possible temporary price increases. 

The magnitude of any price increase and resultant load loss is 
expected to be minimal on Columbia's system. Assuming continu­
ation of the Natural Gas Policy Act, the expected delivered cost of 
Alaskan gas averaged with other committed lower priced volumes 
will result in a net gas cost to Columbia's residential, commercial, 
and industrial customers below that of distillate oil, the principal 
alternate fuel for most of Columbia's high priority industrial loads. 

We expect the industrial customers will continue to use lower 
priced natural gas for some time, thus providing price and supply 
stability for all of Columbia's customers. 

Furthermore, the delivered cost of Alaskan gas declines over the 
life of the project. In real dollars, its cost will fall significantly 
below that of distillate oil after the first few years of the operation 
of the pipeline. 

In addition to supplying long-term natural gas supplies at com­
petitive prices, the Alaskan pipeline project will contribute to the 
economic and security interests of all of the Nation's consumers. 

Columbia is prepared to commit over $1 billion to this project 
Your approval of the President's proposed waiver of law is an es­
sential step toward this objective. 

Thank you very much. 
[An attachment to Mr. Croom's prepared statement follows:] 



Year!! Demand 

1982 1 '327 

1983 1' 364 

1984 1,378 

1985 1 '409 

1986 1,420 

1987 1 '432 

1988 1,449 

1989 1,468 

1990 1 '492 
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COLUMBIA GAS SYSTEM 
DEMAND-SUPPLY PROJECTIONS 

(Billions of Cubic Feet) 

Alaskan 
Supplyllil Gas 

1,493 

1 '509 

1,465 

1 '313 

1,212 

1,127 104 

1,053 104 

999 104 

958 104 

Attachment 

Supply 
Deficiency 

( 166) 

( 145) 

(87) 

96 

208 

201 

292 

365 

430 

* ~emand-supply years are from November 1 of the preceding 
year to October 31 of the year shown. 

** Anticipated supply from identifiable sources. 
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STATEMENT OF ROBERT P. RAASCH 

Mr. RAASCH. Mr. Chairman and members of the committee, my 
name is Robert Raasch. I am president of Northern Arctic Gas Co., 
the InterNorth subsidiary, which is a partner in the Alaskan 
Northwest Natural Gas Transportation Co. 

On behalf of InterNorth I would like to thank you for the oppor­
tunity to appear here. Having received the questions somewhat 
late, I did not incorporate them in my testimony, but I have 
handed them out separately. 

I also have some prepared remarks. 
If we just change the names and locations, my statement would 

be much like the statement which preceded me, so I am going to be 
very brief. 

We, too, went through the rather dark days of the last decade, 
days of allocations, days when our acquisitions fell short of our pro­
duction, times of curtailment, times of moratorium. 

We, too, searched through the old fields to the new. We went to 
the gulf coast, to the Rocky Mountains, to Montana and to Canada. 
We examined synthetic natural gas. We, too, stressed insulation, 
conservation, and efficient utilization of energy. 

After we did all that, we came to the inescapable conclusion that 
there was a widening gap between the demand for natural gas and 
the supply available from the lower 48 States. 

Now, most energy is expensive. In addition, some are insecure. 
Against that backdrop we turned with renewed vigor to Alaska 
with the support of our customer utilities. 

Just a word about our customers. They are 74 utility customers 
operating in 7 States in about 1,100 communities. They serve about 
1.5 million homes and businesses in those States. 

For example, in the State of Minnesota, we provide over 90 per­
cent of the natural gas in that State. Our charter, our challenge, 
our obligation to secure supplies for those customers is something 
we treat gravely. We treat equally gravely the possible loss of such 
supplies. That is why I am here today. 

This supply, as other evidence you have seen or will see indi­
cates, promises that Alaska is a most attractive supply. Projecting 
the price of a single energy is very difficult. Projecting simulta­
neously the price of several energies verges on the foolhardy. 

Our conclusion is that Alaskan gas is better than most available 
alternatives, especially imported oil. We respectfully ask your ap­
proval of this waiver package so that we may continue this impor­
tant effort. 

[Testimony resumes on p. 426.] 
[Mr. Raasch's prepared statement and attachment follow:] 
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STATEMENT OF ROBERT P. RAASCH 

PRESIDENT, NORTHERN ARCTIC GAS COMPANY 
A \>Jholly Owned Subsidiary of INTERNORTH, INC. 

Before 

The Fossil and Synthetic Fuels Subcommittee 
of the House Energy and Commerce Committee 

and 

The Subcommittee on Energy and the Environment 
of the House Interior and Insular Affairs Committee 

October 22, 1981 

Messrs Chainmen and Members of the Committees, I am Robert P. Raasch, 

President of Northern Arctic Gas Company, the subsidiary of InterNorth, Inc., 

which is a partner in the Alaskan Northwest Natural Gas Transportation Company. 

I appreciate the opportunity to appear before you today to discuss the 

significance of the Waiver Package which is before you and the importance 

of the Alaskan Natural Gas Transportation System to our corporation and the 

customers we serve. 

Let me briefly describe the significance of this Project to us and our 

customers. 

InterNorth's existing natural gas purchase contracts make it one of the 

larger, if not the largest, holder of Prudhoe Bay gas reserves. It is thus 

positioned to be one of the larger shippers of Alaskan gas through the ANGTS. 

Our current gas dedications in Alaska equate to about 400 MMCF/0. This would 

represent approximately 20% of our estimated 1987 natural gas sales. In 

terms of natural gas reserves, our 4-5 TCF share of Prudhoe Bay gas ~10ul d 

represent a 60% increase in our 1980 year-end reserves. This is more gas than 

we have been able to acquire in the last nine years. In other words, if we are 
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able to add our Alaskan gas to our presently dedicated reserves, it woula 

increase our reserve life index from 9.1 years to 15 years. 

Why is this important to us? Well, for over ten years now we have been 

actively working to bring the vast natural gas reserves of Alaska to the 

lower 48 states. In the meantime, we have made extensive efforts to geo­

graphically diversify our supply sources. In 1969 we stepped outside our 

traditional Kansas, Oklahoma, Texas and New Mexico supply areas to acquire gas 

in Montana. In 1975 we purchased our first off-shore gas from the Gulf Coast 

area. In 1979 we acquired our first Rocky Mountain gas. Since then we have 

completed arrangements to purchase Canadian gas. 

In spite of all these efforts, we still are not replacing our reserves 

as fast as we are using them. We concur with much industry analysis indicating 

that lower 48 proven natural gas reserves will continue to decline gradually. 

We believe it would be unwise for our company or our country to rely totally 

on lower 48 natural gas supplies to meet our long term market needs. 

We also find it inconceivable that our nation should continue to rely on 

insecure foreign energy supplies when we have such tremendous untapped 

potential in our own state of Alaska. Further, once installed, the pipeline 

itself will be a springboard for expanded expioration,development, and production 

of even more natural gas reserves, taking advantage of the very attractive 

economics of expanding the capacity of the pipeline. 

Our primary market area includes states which, for the most part, have 

few indigenous sources of energy. ·Through our corporation's Pipeline Division, 

Northern Natural Gas Company, we serve approximately 74 natural gas distribu­

tion companies and we deliver to approximately 1,100 communities in the 
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midwest and upper midwest. These states include Iowa, Kansas, Michigan, 

Minnesota, Nebraska, South Dakota, and Wisconsin. 

Our distributor companies provide service to over one and one-half 

million homes and businesses in this area. Several of these states receive 

more than half of their natural gas through our company. One state, 

Minnesota, obtains over 90% of its supplies from our company. 

We also provide service to natural gas distribution companies who will 

use our share of Alaskan gas to provide service in the states of Illinois, 

Texas, and a few rural customers in the state of Montana. 

Since many of these states have no oil and gas production of their own, 

the consumers in these states must rely on our company to ensure long-term 

supplies of natural gas to meet their heating and other energy needs. We 

believe we are carrying out that obligation by working to complete the Alaskan 

Natural Gas Transportation System in the best tradition of a supplier concerned 

about continuity of service. As far as price is concerned, the fact that 

transportation costs, a significant part of the delivered cost of Alaskan 

gas, will decline as the investment is depreciated, promises long term price 

attractiveness. 

As over 25 million barrels of oil were consumed in 1980 in our market 

area by prospective natural gas users, we surely have an opportunity to do 

our part in reducing our country's reliance on imported oil. 

Having already made a substantial financial, manpower, and time commit­

ment to this Project, we are willing and anxious to undertake the challenging 

negotiations which lie ahead in order to attempt to obtain private financing 

for this Project. Our work to date has shown us that the Waivers of Law and 

Regulation which are before you are the minimum waivers which are required 

in order to proceed with our financing discussions. 

We urge you to approve the proposed waivers which remove roadblocks to 

further progress. 
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Addendum To Statement 
of Robert P. Raasch 

ln Reference to Questions Posed by 
Chairmen Sharp and Udall 

by Letter dated October 19, 1981 

Q. What are your reasons for being involved in the Alaskan Project? 

A. We really have two reasons for being involved in the Project. 

First, the Alaskan Project is a means for us to bring Alaskan 

gas to our customers, thereby providing long term supply 

assurance needed in our market territory. Second, we believe 

that the financial commitment and business expertise we bring 

' to the Project should allow us to earn an attractive return 

on our investment. 

Q. \•lhat are your expectations as to the marketability and price 

of the delivered Alaskan gas in your service area? 

A. We approach marketability by looking at the various supply 

alternatives available to us over the long term. These alterna-

tives include conventional lower-48 supplies, unconventional 

natural gas supplies, synthetic gas, and imports, as well 

as Alaskan gas. 

Alaskan gas is one of the more attractive alternatives 

when analyzed from a long term perspective. When Alaskan gas 

first begins to flow in the mid-80's, this project will be just 

beginning a life of approximately 25 years. That is true, even 

if no additional gas is found on the North Slope beyond 

Prudhoe Bay. 
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Over the life of this. project as presently envisioned the 

real cost of delivered gas (adjusted for inflation) is going to 

fall. We do not visualize stable real prices for any other kind 

of supply project we could undertake, much less declining prices. 

Over the first 20 years of the project, we expect the 

delivered cost of Alaskan gas to average about $5/MCF in 1980 

dollars -a very attractive price. Additional gas discoveries 

could make that price even more attractive by reducing unit 

transportation costs. 

We expect potential marketing challenges in the project's 

early years. We are examining ways, such as deferring deprecia­

tion, to overcome the relatively high initial delivered cost. 

Nevertheless, over the life of this project, Alaskan gas 

represents one of the best future energy bargains available 

to this country. 

Q. What will the effective cost of the Project be to the various 

classes of your consumers? 

A. We discussed the costs of delivering Alaskan gas to our 74 

distribution customers utilities in the preceding answer. 

Our distribution customers differ widely in the way they 

classify service to the consumers they serve. They also 

operate under a wide variety of regulatory jurisdictions. 

We do not, therefore, know exactly how the delivered cost 

of Alaskan gas might be passed on to various consumer classes. 
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Delay costs everyone. As John McMillian has pointed 

out, inflation continues to drive the cost of this Project 

up. Each day this Project is delayed, when inflation is 

10%, increases its cost by $6-8 million. Everybody loses 

as the Project is delayed. 

Q. What contracts for Alaskan gas have your signed or you contem­

plate signing? 

A. We have signed gas purchase contracts with Exxon and Sohio 

which cover approximately 18-20 percent of the Prudhoe Bay 

gas. 

Q. What are the take-or-pay, indefinite pricing, and renegotiation 

clauses in such contracts? 

A.,Prudhoe Bay gas is "associated" gas, i.e., it is found and 

and produced in conjunction with oil. As is common with 

such gas, we are obligated to take or pay for all gas tendered 

by the producers for delivery. 

Under both contracts, the gas is to be priced under 

provisions of NGPA. 

ln the event of deregulation of Prudhoe Bay gas, our 

contracts provide that the producers may elect to redetermine 

price. These redeterminations are to be based on formulas 

which generally involve either other prices paid in the general 

Prudhoe Bay vicinity or equating the delivered price of the 

gas on our system to distillate prices. 

In the event the gas is not marketable, except at an economic 

hardship, the parties agree to seek ways to rectify such a 

situation under both contracts. 
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Q. To what degree do your financial commitments to the Project 

and the potential liabilities of your customers relate to 

your Partnership share in the Project versus your actual 

receipts of Alaskan gas through the Project? 

A. Our corporate financial commitments to the Project have not 

yet been finally determined. Our tentative commitments will 

be influenced heavily by what is prudent for a company of 

our size. We will seek to balance the diverse interests 

we must serve. For example, if it is necessary to more closely 

balance our financial commitment with our gas dedication, 

we will do so by adjusting one or the other. 

As for our customers, we will exert every influence 

to insure that they too are treated equitably i·n relation 

to other customers of this Project. 

Q. What is your perception of the flexibility of regulation 

at both State and Federal levels, with and without the Waiver 

proposal, and how might that affect your ability to participate 

and the costs of the Project to your customers? 

A. We are sure that if the regulatory climate is not perceived 

as reasonable by prospective lenders and other investors, 

the Project will either cost more to compensate for risk, 

or the capital will not be available at all. That portion 

of the waiver proposal which relates to regulatory certainty 

is certainly going to affect our ability to participate. 

We understand it also will affect the ability of lenders 

to make capital available for the Project. 
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That part of the Waiver package which assures us of the 

ability to pass along just and reasonable costs to our customers 

is very important to us. Once a tariff has been finally estab­

lished, we need to know that we will continue to be able to 

recover costs which the tariff is designed to collect (as do 

the lenders). 

Q. What are the comparative costs, supplies, security, and risks 

of consumer liability from the Alaskan Gas Project versus 

your other gas supply options? 

A. As l previously mentioned, we believe Prudhoe Bay gas is 

extremely attractive as a supply source which will extend 

well into the next century. This is primarily due to our 

expectations that the price will decline in real terms over 

the Project's life. Most other options available in that same 

time frame will cost our customers more in terms of price (and, 

in some cases, in terms of security). 

For example, there is always an element of uncertainty 

about gas purchased from overseas. Actually what our company 

seeks is a mix of supplies, so that if any major source falls 

short of expectations, we will still be able to serve our 

customers with manageable adverse consequences. 

We are sure that our customers benefit from this approach. 

For example, we believe the relatively low risk of billing 

prior to completion is preferable to the risk of relying 

on imported oil. Any reasonable steps we can take to mitigate 

our dependence on unstable imports are worth real effort. 

This Project is such a step. 
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Q. What will be the effect of your participation in the Project 

on competition between you and other pipelines which are 

not participating? 

A. From our perspective, Alaskan gas appears to be a very desirable 

supplement to our supplies, especially in comparison with 

alternatives that we perceive as available. On that basis we 

chose to participate in this Project. 

Other pipelines had an opportunity to participate also. 

Their view can only be described by themselves; we do not 

know how they perceive the other alternatives and the likely 

costs of each. 

Q. To what degree are your other assets and business activities 

insulated from costs arising from failure or delay of the 

Project, with and without the Waiver proposal? 

A. Without the requested waivers, the project will not go forward 

and lnterNorth's dollar exposure will cease to accrue. 

With the waiver package, and assuming that the project goes 

forward, lnterNorth will continue to contribute equity in 

the form of cash, and exposure will obviously continue to 

increase until the Project goes into service. lndeed, even 

after service commences there are risks should there be an 

extended service interruption. We will not know the full 

extent of lnterNorth's exposure until the financing plan has 

been defined. However, it appears that, in addition to an 

equity contribution, lnterNorth may be called upon to somehow 

secure a portion of the debt during the construction period. 
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Mr. SHARP. Thank you very much, gentlemen. 
I failed to indicate at the beginning that the distinguished gentle­

man from Arizona, Mr. Udall, can't be with us this afternoon. He 
is cochairman of these hearings. But he has an intense interest in 
this project. 

Let me ask a couple quick questions, then I will open it up for 
my colleagues. 

First of all, as partners in this project, should private financing 
be obtained, do you still have the option to withdraw from this 
before the certificate is granted by FERC? Can you individually 
pull out if you decide this is not in your interests of your company? 

Mr. ROFF. Mr. Chairman, there is a detailed partnership agree­
ment, and it provides for conditions of withdrawal at various times 
during the project, even during construction because of course you 
never know what might be happening in your company that could 
force you to do it. 

I don't have in mind the specific details, but generally then your 
investment is placed at the end of recoveries, so that everyone re­
covers theirs before you start getting any of yours back. 

Mr. SHARP. Do you think-let me ask it this way. If natural gas 
is decontrolled in the United States, including old gas, by the time 
this project is issuing forth with gas, will that substantially change 
the economics in terms of, if I understand the testimony of all of 
you, you are basically saying this is an economical project for your 
customers and for your pipeline. 

Will that be changed in any significant way if old gas is decon­
trolled and there is nothing to roll in, or very little to roll in? Is 
that possibility changed? 

Mr. RoFF. You know, of course, the absence of any roll in capac­
ity does have an effect. I do not think that the Alaskan project 
should have any effect on the decontrol question, nor do I think the 
decontrol question should have any effect on the pipeline project. 

Basically, the Alaskan gas pipeline project depends for its need 
upon the perception that there will be times in the future in which 
we are not going to have to have all the imported oil that we want, 
and that we will want to have domestic supply sources to replace 
that oil. 

We have had an extensive market study conducted by Jensen As­
sociates, and I think it is in the material before you. It sets out dif­
ferent parameters of the marketability, depending upon what hap­
pens with respect to foreign oil. 

Mr. SHARP. Let me ask you this. Is any one of you likely to have 
to withdraw from this project if we should in the next year or so 
deregulate natural gas? 

Mr. ROFF. United would not withdraw for that reason. 
Mr. RAASCH. We would expect that the need to prove marketabil­

ity is still a question. We are somewhat comfortable with the cer­
tainty of phasing deregulation. 

Mr. SHARP. As it now is? 
Mr. RAASCH. As it now is, that is right, but it is the certainty 

that is particularly appealing. You may well hear some people yet 
discuss how the certainty or uncertainty can be addressed. We 
would expect that certain assurances from the producers, and cer-
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tainly approval by regulatory agencies would be required so that 
we would be comfortable with marketability in the future. 

So we would not feel it Would be essential to withdraw simply 
because of decontrol. 

Mr. CROOM. We would make the same statement. We feel that 
there are mechanisms that could be placed into effect to permit the 
rates to offset any effects of deregulation of gas in the lower 48 
States. 

Thank you. 
Mr. EwiNG. We would agree with that position. We think that in 

the unlikely situation that might come about where this gas was 
not marketable under its price situation, we should have some 
mechanism in place to cause leveling, which is discussed in the 
Jensen report and other places, that would allow the gas to be mar­
keted. 

Mr. LEPAPE. Pacific Interstate agrees with those previous state­
ments. 

Mr. KALEN. Yes, I agree, also. 
Mr. SHARP. Gentlemen, thank you. I may have some more ques­

tions. 
I recognize the gentleman from Oklahoma, Mr. Synar, for 5 min­

utes. 
Mr. SYNAR. Thank you, Mr. Chairman. 
I don't know who can answer this, but whichever one of you 

wants to take it. 
I know that you have conducted a number of studies on cost esti­

mates on how much it would cost to complete the entire system. 
Can you give me the dates of the studies and the total cost esti­
mates for each study that you did? 

Mr. LEPAPE. I don't believe any of us have those here. We could 
supply them. 

Mr. SYNAR. Mr. Chairman, I would ask that the committee have 
those studies submitted. 

Mr. SHARP. We will be happy to ask for that information. If the 
gentleman would withhold, whether or not we include all of the 
studies as part of the printing record--

Mr. SYNAR. I will withhold on that. 
Mr. SHARP. It may be we will want to use the summaries rather 

than the entire studies. 
Mr. LEPAPE. Fine. I was just going to ask for that clarification. 
Mr. SHARP. The total can be submitted for the committee. Then, 

with the gentleman's permission, we can decide whether or not it 
is worth printing all of it. 

Mr. SYNAR. Any way to save money. 
Obviously we have watched the total cost estimates for this project 

rise steadily over the past few years. In fact, it has increased several 
hundred percent. What estimated cost does this project have to reach 
before you all get concerned over the economic viability of the whole 
project? 

Mr. LEPAPE. I believe we are concerned about it now. These num­
bers are getting quite high. One of the most important things that 
we felt as a prerequisite to making those decisions and being able 
to make a marketability study was the competency of the studies, 
the engineering work that has been going on for all of these years. 

93-367 0-82-28 
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We have a high level of confidence in the engineering work 
which has been done. We have difficulty, speaking as one company, 
in trying to estimate what rate of inflation and what interest cost 
we should use in making that final calculation. 

Mr. SYNAR. Maybe the question I would like to ask is: If this 
project costs $10 billion above the $30 to $40 billion that is now es­
timated, does that make it economically unviable? 

The reason I ask this questin is simply that I want to know in 
my mind that this is not going to cost $10 to $20 billion more than 
what we were originally estimating-I mean this $30 to $40 bil­
lion-since we have already increased it 100 percent already. 

What assurances do I have from you all we are not going to look 
for another $20 billion? 

Mr. LEPAPE. I think if I can take the first question. 
Mr. SYNAR. Sure. 
Mr. LEPAPE. I think whether or not it would be in the Nation's 

interest to proceed with the project if the costs were higher than 
some of these numbers, I think the answer to that would have to 
be based on what are alternative fuel costs for the Nation. 

That, in turn, would be a function of what rate of inflation has 
transpired between now and the time that the gas would be availa­
ble, what success we have in obtaining additional supplies of gas 
for the lower 48 States from Canada. 

We have attempted to anticipate all types of cost overruns in 
making these studies. We are yet to appear before the Federal 
FERC for the final test of marketability. So I don't feel that I am 
competent to answer in absolute terms whether $1 billion more or 
$5 billion more would be the break point. 

Mr. SYNAR. You have kind of left the door open, though, for an­
other several billion in additional costs, by saying it might change 
and more costs might be necessary, depending on marketability 
and what the system could afford. 

Mr. LEPAPE. What we have attempted to do in the forecast to 
date is put a range of what we think would be the inflation rates. 
These numbers that have been calculated--

Mr. SYNAR. Is this a liberal range or a conservative range? 
Mr. LEPAPE. They run from 9 to 11 percent rate of inflation, and 

I think it is 10 to 14 percent in interest costs. We checked the 
record and material that has been filed. 

Mr. SYNAR. Would you gentlemen for the record give me some 
assurance that you are not going to be back in here in a year or 
two and ask for additional waivers or other Federal assistance? 

Mr. RoFF. Congressman, I certainly will not give you any assur­
ance that this waiver package will be the end of the line for every­
thing required to finance this project. I would point out to you that 
we are not in here asking for Federal guarantees of the debt. 

Mr. SYNAR. Will you give me the commitment and assurance you 
won't come back later? 

Mr. RoFF. I will give you the assurance that I won't ask for Fed­
eral guarantees. 

Mr. SYNAR. How about the rest of you? 
Mr. RoFF. Congressman, let me just finish that, if I could. I will 

say this, that I think if this project doesn't get built as we are now 
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trying to do it, that the next time around it will be done by the 
Government, and I think it will be done. 

Mr. SYNAR. What about the rest of you? 
Mr. CROOM. Mr. Congressman, I would like to say that we are 

quite satisfied that an extensive engineering and economic study 
has been done on this project. We are comfortable with the num­
bers, but we are here today to ask that the committee give consid­
eration to a waiver of law that is necessary to commence negotia­
tions for financing of the project. Without that waiver, we do not 
see this project going forward at the present time. 

Mr. SYNAR. I commend all of you for your great tact and politics. 
You sound like me at a town meeting sometime. But nobody wants 
to stand there and say you are not coming back here for Federal 
assistance. 

Mr. CROOM. I have no plans at this time. 
I would have to say that the merits of the project in the future, 

given what the alternatives are to secure energy, may far outweigh 
what we see as the value of this project today. 

So, that would preclude my giving a commitment to you in any 
fashion. 

Mr. KALEN. Mr. Congressman, may I make a few comments? We 
are confident in our engineering work on this project. We are not 
confident in what the future inflation rate will be. If you could 
assure us what the inflation rate would be, we would assure you we 
would not be back in here again. 

Mr. SYN AR. Thank you. 
Mr. SHARP. Yes. 
Mr. EwiNG. Mr. Congressman, I cannot give you any assurance I 

won't be back. I think this project--
Mr. SYNAR. Thank you for your straight answer. 
Mr. EWING. I think this project is very important for this coun­

try. If that is necessary, we will be back, but we will do everything 
within our ability to make this go on a private basis. 

Mr. RAASCH. I would support most of the things that are said. We 
cannot assure you that we won't be back. Indeed, for us to do that 
might deprive you of the opportunity to make a decision which you 
might feel is in the best interests of the Nation. 

Mr. SYNAR. Thank you, Mr. Chairman. 
Mr. SHARP. Recognizing in order of appearance, the gentleman 

from Kentucky, Mr. Rogers, is recognized for 5 minutes. 
Mr. RoGERS. Thank you, Mr. Chairman. 
I guess like all of you, we are concerned about the aspect of the 

waivers that allow the billing of customers prior to the completion 
of the project, and as a matter of fact whether or not the project 
will ever be completed. 

Suppose during construction of the project the waivers are grant­
ed, billing proceeds, and some event occurs which prevents the 
completion of the project prior to the receipt of any gas on these 
shores in the lower 48 States. 

What happens to the funds which have been paid in by the hun­
dreds of thousands of customers of your companies into the trust 
fund for this construction? 

Mr. RoFF. Congressman, if a segment is not complete, then the 
equity owners, the pipeline companies here, then, suffer that loss 
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in their equity investments. If the Alaskan segment is complete, 
but say the conditioning plant for some reason were not completed 
and the project never flowed gas, then the pipeline companies 
would flow through to their customers an amount which would re­
cover debt service, which would recover operating costs and direct 
taxes, but would recover nothing of their equity or any return on 
their equity. 

Mr. RoGERS. So in that event the customer would have paid for a 
period of time an increased billing without having received an ad­
ditional amount of gas, and the end result would be that he or she 
would be out a goodly sum of money and never have received any­
thing for the increased bill. Is that generally correct? 

Mr. RoFF. Congressman, there are studies as to how much it is. 
There is an amount paid under this minimum bill until the debt is 
discharged. Of course, we will not be happy in that event because 
we will have lost many hundreds of millions of dollars of equity. 

Mr. RoGERS. Well, I would suspect that you would not be alone in 
your unhappiness, that there very well could be hundreds of thou­
sands of ratepayers who would have never received anything who 
would be absolutely irate, not only at you but at Members of Con­
gress who would have approved such a plan. 

What kind of increase in the average consumer bill could we 
expect as a result of the granting of the waivers, or is there such a 
figure available? 

Mr. LEPAPE. We don't feel that the passage of the waivers would 
increase the cost, except if you want to look way down the road. As 
I indicated in my prepared statement, we believe that if the waiv­
ers are not granted, we will not privately finance the project and 
you are going to have further delays and a greatly increased capi­
tal cost. So what we would be comparing is what it would cost us 
with the waiver package to go forward versus what the customer 
would pay if the project is delayed and is ultimately built at a later 
time at a higher cost by the Government. 

Mr. RoGERS. As I understand the waivers, a portion of them 
would allow the billing of consumers prior to and even whether or 
not the project is ever completed. Is that not correct? That is a part 
of the proposed method of financing, is it not? 

Mr. LEPAPE. Well, excuse me. The actual cost, the only portion of 
the billing that would be permitted to occur before gas flows would 
be after a segment is completed, passed a date certain and then for 
only the items which Mr. Roff enumerated for you. 

If we were not to have that billing take place, but those costs 
were continued to be capitalized, the total cost to the customer over 
the life of the project would actually be greater than would be the 
cost if some of those charges were to take place in the early years. 

There would be more charges in the beginning, but in the total 
life of the project those costs would not be capitalized, added to the 
rate base and then an earning component added to it in the cost of 
service. 

So I do not believe passage of the waiver would in any instances 
increase the cost to the consumer. I believe it will reduce the costs 
of getting this energy supply to the Nation's gas consumers. 
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Mr. RoGERS. Well, as I understand you, the increased billing 
would not occur until at least a portion of the construction were 
completed, is that correct? 

Mr. LEPAPE. Actually, Mr. Congressman, it would actually be a 
complete section. One of the three segments of the entire project 
would have to be completed. 

Mr. RoGERS. That wouldn't necessarily mean that the consumers 
on your companies would be receiving gas from the field, though, 
would it? 

Mr. LEPAPE. No, sir, all sections would have to be completed 
before gas could flow from Prudhoe Bay. 

Mr. RoGERS. So theoretically, for example, a consumer on the 
Texas Eastern line would be paying increased billings before Texas 
Eastern ever got an ounce of gas from the Alaskan field. Is that 
correct? 

Mr. LEPAPE. Perhaps let Mr. Ewing address the company's cus-
tomers. 

Mr. EWING. Well, I sell gas to the gentleman on the left, so-­
Mr. LEPAPE. Well, I will be glad to stay with it. 
Mr. EwiNG. His customers would be paying prior to the flow of 

gas. 
Mr. RoGERS. I am sorry. I didn't understand the answer. 
Mr. EwiNG. The customers that he serves that we deliver gas to, 

his company, would be billed prior to the flow of gas. 
Mr. CROOM. I would like to expand on those comments, Mr. Con­

gressman. 
First of all, we feel that the chance of a prebilling feature being 

implemented is a minimal risk. Secondly, looking at the incentives 
that will be provided in this project, once the date is established by 
the FERC as to when the project should be completed, it will not be 
to the advantage of any sponsor of the project to finish a segment 
before that date inasmuch as we will not earn anything on the in­
vestment sitting in place. 

Likewise for every day of delay after the date, it will be an ex­
pense to the sponsors if that incentive rate of return is going down. 
There is a real incentive to finish on schedule. 

Even should there be a delay in some segment, and the feature 
would have to be implemented, we think the cost of that is mini­
mal compared to the advantages that will ultimately pass along to 
the consumers; that is, over a period of time this gas will offer vast 
savings over other alternates that could be provided. We think that 
is important. 

Every day there are many dry holes, but the cost of that is aver­
aged in with the cost of the gas that is found. That is passed right 
on to the consumer. So today the consumer is bearing the risk of 
failure and success, which is a normal part of our business. 

I don't mean to belabor that analogy in what we are talking 
about here, but I think the risk is minimal of this feature applying 
for more than a matter of months. Should it apply, it will certainly 
be averaged out and still result in cheaper gas than any other al­
ternate we see. 

Mr. SHARP. The time of the gentleman has expired. 
The gentleman from Louisiana was next. 
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Mr. TAUZIN. Yes, sir. I would like to ask the obvious question. 
What are the alternates? If this project is not completed, Mr. 
Lepape, you have testified that your part of the country in Califor­
nia does not have a fuel oil distribution network and coal is not 
easily available. 

Others have testified the primary market does not include indig­
enous sources of energy. You all have testified you need to increase 
your natural gas supplies and that fuel from the lower 48 is likely 
to decline rather than increase. 

If you do not have this project completed what are your alterna­
tives? Each of you. 

Mr. LEPAPE. Congressman, we are looking to expand our efforts 
in self-help in domestic drilling. We attempted to support, with the 
gentleman on my right, a coal gasification plant which got to the 
place that we couldn't finance that and had to abandon that pro­
ject. 

We are seeking LNG supplies. We basically don't see viable alter­
natives that could satisfy the needs of our customers who-really, 
it is an inelastic demand in one sense because we can't replace all 
of those facilities in southern California to burn another fuel if we 
had it available. 

In the steam plant area, in the industrial area, many of those 
customers could burn additional oil, additional OPEC oil. That is 
one alternative. 

We have the problems of smog in southern California, so we are 
looking at the low sulfur fuel oil as an alternative fuel, which is a 
more expensive fuel than the higher sulfur from residual. 

So, that is part of our dilemma in seeking alternatives. We feel 
this is absolutely essential. Of course, we are buying, since October, 
Canadian gas. We have a contract that extends for 10 years, 12 
years, although we have only 8 years approved so far. 

We will be seeking an extension of that export license. Certainly 
we think the forward movement of this project will enhance our 
opportunities to convince the Canadians to extend that export of 
very much needed gas. 

Mr. EwiNG. Mr. Congressman, in my opinion the only feasible al­
ternate, laying aside the unique problems of the southern part of 
California, would be the importation of more crude oil. 

Mr. CROOM. Mr. Congressman, I have attached to my prepared 
statement a breakdown of our 10-year demand and supply projec­
tions. Given what we see, we think even with accelerated explora­
tion and development in the lower 48 States, those volumes will 
not be sufficient to offset the decline. 

We are still looking to supplies from some LNG to be imported. 
We are looking to additional volumes from Canada. It is question­
able as to how much we can really look to to the north. 

We don't see coal gasification as being meaningful within the 
next 15 years in terms of the kinds of volumes we are talking 
about. What it tells me is that the Alaskan gas is not only going to 
be meaningful in terms of the volumes that we have projected 
here, but we think it will open up vast additional reserves which 
could ultimately be dedicated to this project and make an even 
more meaningful step to satisfying our gas demand than what we 
have based the feasibility of this project upon. 
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Mr. TAUZIN. Mr. Raasch? 
Mr. RAASCH. Our company has taken a good look at coal gasifica­

tion. We were funded for a time by DOE on a feasibility study for 
North Dakota synthetic fuels plant. We lost that. We are continu­
ing it at a somewhat lower level. 

Obviously, imported LNG carries with it some special problems, 
some which some countries and companies have not been able to 
resolve. 

Canada, we are right next to Canada. We get gas from them 
right now in our system, but I am sure you are aware of the recent 
National Energy Board decision, so it looks a little bleak until the 
one great hope to bring that together, the Alaskan pipeline, be­
comes a reality. 

Mr. SHARP. The time of the gentleman has expired, but if the 
other witnesses have comments, go right ahead. 

Mr. RoFF. I would only add that basically it would be imported 
oil. 

Mr. SHARP. The gentleman from West Virginia, Mr. Staton, is 
recognized for 5 minutes. 

Mr. STATON. Thank you, Mr. Chairman. Thank you all for being 
here today. 

I would like to ask a couple of questions regarding the estimated 
time of construction of the entire project. I guess, Mr. Croom, I 
would direct the question to you. What is the estimated construc­
tion time for the project? 

Mr. CROOM. We would hope to have approval in the spring of 
1982 from the FERC to proceed, and to have gas ready for delivery 
in the fall of 1986. So that is the timespan we are talking about in 
terms of putting this project together financially and constructing 
it and having gas ready for delivery, the fall of 1986. 

Mr. STATON. About 4% years, roughly, to build the entire thing, 
all of it, the construction, conditioning plant, and all three sec­
tions? 

Mr. CROOM. Well, the actual construction of the pipeline on the 
North Slope I believe would not get underway until the 1983 
period. But the advanced materials-and we had some testimony 
from Mr. McMillian yesterday as to the rolling capacity of mills to 
roll this 48-inch pipe-building of the conditioning plant, which 
would be done on the western coast of the United States and then 
would be shipped up in modules, of course would get underway 
within the 1982 period. 

Yes, it would span that period of time. 
Mr. STATON. What happens-and I refer to the prebilling section, 

which is a concern of mine, and perhaps others, too-if the entire 
section or all of it has been completed before, for example, the 
FERC deadline? Could you begin operations at that time? 

Mr. CROOM. If the entire project were to be finished ahead of 
that? It would surprise us all. 

Mr. STATON. That being the case, isn't it likely, though, that 
some section is going to be completed prior to the time the others 
are, and that there would be indeed a time when people were 
paying for gas that they were not receiving? 

Mr. CROOM. Well, certainly there is an incentive built into the 
mechanism which is called the incentive rate of return that would 
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provide on incentive for this project to proceed on schedule, and 
indeed, to try to finish ahead of schedule. 

But there is, as I pointed out earlier, any segment that finishes 
before the date that would be established by the FERC would be a 
huge investment sitting there with no return, no costs passing to 
any consumer, and so the incentive is not so much to finish ahead 
of the FERC date. There is plenty of incentive to finish on that 
date and not to let that date slip beyond because that will bear di­
rectly on the rate of return to the sponsors of this project. 

Mr. STATON. Then the prebilling mechanism would only go into 
force if the entire project or any section was completed after? 

Mr. CROOM. After a date that would be established by the FERC. 
I think rather than continually addressing ourselves to the likeli­
hood that this would happen, we should consider it a contingent 
possibility. A mechanism would be there in the event the project 
were ready to go, but let's say the gas-conditioning plant on the 
North Slope were to have some unfortunate event that might de­
commission it for a couple of months. That is the kind of thing we 
are talking about. 

Obviously the incentive to get that back on stream and ready to 
flow as soon as possible is still there, so there is nothing to be 
gained by the sponsors by seeing any of this project delayed. 

Mr. STATON. Would it be in the best interest of the consumers, 
perhaps, for us to look toward FERC to set a completion date in the 
spring, perhaps, rather than fall of 1986, the spring of 1987, so that 
if there was slippage at all in the completion of it, that those few 
months would be taken up by warm weather, and perhaps air-con­
ditioning might be a slight problem, but heat wouldn't be? 

Mr. CROOM. Well, of course, when the FERC has finished all of 
its proceedings and it has issued an order and a certificate, that 
certificate, including the date we are talking about, has to be ac­
ceptable to the sponsoring parties or there will not be any project, 
obviously. 

So it would be to our advantage to accept an order which in-
cludes that date, a date acceptable to us. 

Mr. SHARP. The time of the gentleman has expired. 
Mr. STATON. Thank you, Mr. Chairman. 
Mr. SHARP. Thank you. 
The gentleman from Indiana, Mr. Coats, is recognized for 5 min­

utes. 
Mr. COATS. Thank you, Mr. Chairman. 
I would like to pursue a question with you that has been touched 

on but not dealt with in detail. That is regarding the amount of 
both proven reserves in the lower 48 States and estimated deposits 
of natural gas that might yet be discovered. 

·Both Mr. Ewing and Mr. Lepape, I think, indicated that more im­
ported oil is the only alternative to their companies or to this coun­
try for not building the pipeline to tap the natural gas out of 
Alaska. 

I am wondering if the rest of you gentlemen share that view, and 
if your companies have come up with estimates of possible undis­
covered reserves. Are we really in the same situation we were in 
1974-75, when everybody was estimating that the gas would die out 
in 7 years hence, or can we be more optimistic than that? 
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How would this change your view if we have sufficient undiscov­
ered reserves in the lower 48 States? How is this going to impact 
on the completion of the pipeline? 

Mr. CROOM. I would be glad to comment first. I believe the latest 
studies that I am satisfied with show that we have proven reserves 
right now around 195 trillion cubic feet. If you look at the potential 
gas committee's estimated undiscovered resources in the United 
States, those are in the neighborhood of around 940 trillion, some­
thing like that. So, we would be looking at a 40- or 50-year supply 
on that kind of basis. 

The problem as we see it, as we are continuing to explore these 
undiscovered resources, a large part of which are in the Rocky 
Mountains. They are in deeper horizons. It is more difficult drill­
ing, it is deeper drilling and deliverabiilty is going to be slower for 
the reserves that are being discovered. 

So, what we see is a deliverability problem, that we will have dif­
ficulty finding new reserves, developing those and having those 
produced at a rate equal to those of the rather prolific supplies out 
of the Gulf of Mexico that are rapidly declining. 

That is the principal difficulty we see. We do see right now in 
Alaska, for the purpose of this project, some 26 trillion proven 
cubic feet of reserves with substantial unproven reserves in the 
100- to 145-trillion range that could be further developed if the in­
centive is there. The pipeline would provide that. 

So, I think the difficulty in the lower 48 States is that deep drill­
ing is not going to offset the decline we have right now. 

Congressman, you understand that 26 trillion proven is in the 
195 trillion figure of proven for the Nation, and the 900 trillion we 
all hope is there and will be found, that that includes that 145 tril­
lion in Alaska. 

I think that all of us here, I think, would certainly believe that it 
is very much important to our companies and important to the 
Nation for there to be access to these vast amounts of Alaskan re­
serves. 

Mr. CoATS. None of you necessarily disagree then with the 940 
trillion cubic feet estimate? 

Mr. RoFF. No one knows, of course, but it sounds like the accept­
ed estimate. 

Mr. CoATS. Probability of that. 
Mr. RoFF. I think there are numbers that are occasionally a little 

bit higher and that occasionally there are numbers that are more 
pessimistic. So I think, well, the producers will be able to speak 
more authoritatively on this subject. 

Mr. CoATS. No further questions, Mr. Chairman. 
Mr. SHARP. The gentleman from Ohio, Mr. Brown, is recognized 

for 5 minutes. 
Mr. BROWN. Gentlemen, I want to go through a little list here of 

what I think people get out of this waiver package, various partici­
pants. If you disagree with us, I wish you would speak up. 

The oil companies under the waiver package-and this is what 
we are talking about, the waiver package over the previous ar­
rangement-after the waiver package get something that they did 
not have before; that is, equity participation for having agreed to 
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make loans to the pipeline consortium. They get something for 
their money as a result of this. 

Would you agree? 
Mr. RAASCH. They also contributed a great deal to it, as many 

people have already said. The financial strength of the producers 
did a lot to get the attention of the banks and the funders. 

Mr. BROWN. I didn't say they shouldn't get it. I am just trying to 
see if you differ, if they get something else I didn't mention or if I 
am wrong in what I think they get. 

Mr. KALEN. Congressman Brown, may I elaborate just a minute? 
They get, by bringing the producers into the project, it enables us 
to at least have an opportunity to try and privately finance this 
project. Their equity is exactly the same basis as the pipeline 
equity. 

Mr. BROWN. What do the banks get under the new deal with the 
waiver package which they didn't get before the waiver package? It 
seems to me they get a far more creditworthy borrower, as you 
have suggested, as the pipeline consortium is backed by the cus­
tomers of the participating pipelines, first. 

The pipeline consortium, even with the participation of major oil 
companies as partners, apparently are not creditworthy enough 
without the assurance to the bankers that the customers will stand 
behind the effort. 

There is doubt as to whether even shifting the contingent liabili­
ty of the customers by operation of Federal law will make you all 
sufficiently creditworthy to acquire financing. Is that correct? 

Mr. ROFF. Congressman, you understand that the shifting that 
you speak of is a very limited shifting, and in that context I would 
say that you are correct, that it is an open question as to whether 
the group would then be, as you call, creditworthy enough to 
achieve private financing of the project. 

It will in fact, though, as you suggested, make the project surely 
more nearly creditworthy to have, you know-more nearly cre­
ditworthy. 

Mr. BROWN. What do the participating pipelines get under the 
waiver package? It seems they get absolute assurance that what­
ever the cost of the system turns out to be, they can pass that cost 
on to their customers without necessarily delivering gas. Is that 
correct? 

Mr. ROFF. No, Congressman, that is not correct. 
Mr. BROWN. All right. 
Mr. ROFF.That depends upon further orders by the FERC. 
Mr. BROWN. Wait a minute. The pipelines also receive, don't 

they, an important change in regulation? The FERC established 
that regulated pipelines will have no legal authority to alter or 
pass through the cost if the pipeline is adopted, is that correct? 

Mr. RoFF. That is correct. 
Mr. BROWN. Additionally, there is a great deal of dispute over 

how much, if any, real authority remains to the State regulatory 
commissions to regulate the cost. Is that correct? 

Mr. ROFF. Congressman, let me comment first on your point 
about the FERC. 

Mr. BROWN. All right. 
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Mr. ROFF. The FERC is not required to issue a certificate, and if 
they do issue a certificate, we are not required to accept the certifi­
cate. But once the certificate is issued and once we have accepted 
it, then under the waiver package it cannot be amended. 

Mr. BROWN. Is there anything wrong then with what I said? 
Mr. LEPAPE. Congressman Brown? 
Mr. BROWN. Yes. 
Mr. LEPAPE. I believe that with the approval, assuming we obtain 

the final certificate from the FERC, that under this tariff the cost 
must still be prudent. What would be limited, as I understand the 
proposed--

Mr. BROWN. If FERC decides they are prudent, they are prudent; 
isn't that correct? 

Mr. LEPAPE. That is correct, but that is still not a decision for us 
to make. We don't get carte blanche as to what we can put into 
that cost of service. The provisions of the Nat ural Gas Act requir­
ing that FERC pass on the reasonableness of the individual charges 
still remain. 

Mr. BROWN. I wonder if we could go to what customers get. That 
is the next, the basic question I guess here, whether or not the 
pipeline actually receives financing is a decision which the bankers 
will make, and not the Congress, through this waiver package. 

We have established that, but what we will in fact decide in the 
Congress if we approve the waiver package is that the customers, 
participating pipelines, will absolve the sponsors for all liability to 
get for any segment or segments completed and tested. Isn't that 
correct? 

Mr. ROFF. Absolve the pipelines? It is not the sponsor's debt. 
There is 25 percent that will be put up as capital by the pipelines 
comprised of the equity and the debt of the pipeline companies 
themselves. 

Mr. BROWN. Yes. 
Mr. ROFF. There will be nothing returned on that. 
Mr. BROWN. Yes. 
Mr. ROFF. Upon completion, the minimum bill provision. Instead, 

the debt portion, the other 75 percent which the banks are advanc­
ing, they will be assured of having their debt amortized out of this 
minimum bill. The pipelines will still be at risk. 

Mr. BROWN. Explain to me how the pipelines will be at risk. It 
seems to me that once it is completed and tested, the customers do 
not necessarily receive gas. They do not necessarily receive a total­
ly completed pipeline. 

We do, however, receive a bill so long as two events occur: One, 
enough time passes that the date certainly established by FERC 
pursuant to the waiver package as a projected completion date, 
that that date does occur. In other words, time has to run and the 
date certain has to be reached. 

Second, if any one of the three segments is completed and tested 
by or after that date certain, then the customers get the bill. Isn't 
that correct? 

Mr. ROFF. They get a bill, and the bill consists of the amounts of 
operating expenses, direct taxes and the debt service, the project 
debt service. 
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The equity that the pipelines have put into it from their capital 
is not returned, nor is any return on that equity provided. 

Mr. BROWN. So the pipelines are stuck, too? 
Mr. RoFF. Yes, sir. 
Mr. BROWN. But you all aren't? 
Mr. RoFF. Well, we are pipelines. 
Mr. BROWN. I am sorry. The pipelines are stuck only on the 

equity, but on the operation of the situation, there is no--
Mr. RoFF. All of the money that we have in, all of our money, 

which for all of us would be several billions of dollars at that point, 
would be at risk. 

Mr. BROWN. But the debt service, the debt--
Mr. RoFF. The amount that the banks have put in as their proj­

ect amount that is not supported, that additional increment not 
supported by our credit, the amount that the banks have put in as 
the project is supported by the minimum bill? 

Mr. SHARP. The time of the gentleman has expired. 
The gentleman from Oregon, Mr. Weaver, is recognized for 5 

minutes. 
Mr. WEAVER. I would just like to say that the questioning by the 

previous gentleman was excellent, and I enjoyed it very much. 
Thank you, very good. 
Mr. BROWN. Thank you. 
Mr. WEAVER. When the gentleman from Louisiana asked you 

gentlemen if there were alternatives, I was surprised that you did 
not mention the possibility of building a methanol plant at Prud­
hoe Bay and shipping the liquid methanol down the existing pipe­
line. 

We are going to have testimony from some of the best petroleum 
engineers in the country to the effect that this is a highly feasible 
way of delivering the gas from Prudhoe field, and that it would 
save many tens of billions of dollars. 

I heard you mention, Mr. Lepape, that you have got boilers in 
southern California that would need fuel. Could they use metha­
nol? Could they be converted to methanol? 

Mr. LEPAPE. Yes, they could, Congressman Weaver. We studied 
extensively the methanol alternative since 1969. The various proj­
ects-there have been three or four groups, as you know, over the 
years. 

This has been a subject of extensive study, intensive study. There 
have been changes in the art. People have continued to study it, 
and it is the opinion of my company on the very latest information 
we have been able to obtain and study that it is still not a pre­
ferred alternative for moving Prudhoe Bay's gas to our market 
area. 

Mr. WEAVER. Dr. Marsden from Stanford University will have a 
new article published in the petroleum gas journal in the next 
couple of weeks that makes a very good case. We would like to see 
some debate here. 

To a layman, and in this field I am certainly less than a layman, 
I know nothing about your business, it makes eminently good sense 
to me. He says you can do it for $6 billion, and in many ways ship 
the materials in a more satisfactory way. 
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Mr. EwiNG. Mr. Congressman, we too have been a part of these 
studies back in the days of 1969 through the seventies. Extensive 
studies have been made by engineering firms. The producers them­
selves have made studies, and they believe, have reported out to us 
and confirming our studies, that this is not the preferred way to do 
it. 

Mr. VVEAVER. VVhy? 
Mr. EWING. Because of cost, the waste of gas. You lose 25 to 30 

percent of the gas immediately in the process. 
Mr. VVEAVER. There is loss, but also there is loss to the oil field 

itself by taking out the amount of gas to keep that pipeline filled 
which is going to deplete the pressure in the oil fields, and you will 
lose a lot of oil in that way, too. 

Mr. EwiNG. I think you ought to address that to the producers, 
but that loss is minimal compared to the loss of making methanol. 

Mr. VVEAVER. As I say, there are things we are going to have to 
explore. 

Mr. EwiNG. Fine. I think that is a better alternative than subma­
rines, dirigibles, and 747's flying LNG out, which we studied also. 

Mr. VVEAVER. VVe are going to have a hearing later on in the In­
terior Committee on a bill of mine germane to this issue here. But 
quite likely you will not testify on that, so I would like to ask you a 
question. 

It is my personal concern that while this country is very strong 
today, as we deplete our oil and gas reserves-and your testimony 
here says we are doing just that-that down the pike 20, 30, or 40 
years we are going to be real short of oil and gas. 

I am concerned that my children and their children will not be 
properly defended against our adversaries in the world, when the 
People's Republic of China and the Soviet Union continue to have 
vast oil and gas reserves and we don't, how are we going to fuel 

·our ships, planes, and tanks? 
I am very concerned about this. I don't want this Nation to be a 

third rate nation. If we deplete our fossil fuels, it will become so. 
So therefore my bill provides that we set aside oil and gas fields 

strictly for military uses, many, many years, many decades down 
the pike. 

I would like to know what you think about that, the idea of 
doing that. 

Mr. EWING. Mr. Congressman, I think this pipeline is necessary 
in order to open up all the reserves of Alaska. There are tremen­
dous reserves to be found, we believe somewhere between 100 and 
200 trillion cubic feet. VVe think it is proper to exploit those re­
serves, get them ready to come down to the lower 48 States. 

Mr. VVEAVER. Excuse me. I understand that. I wonder if you 
might answer my question now. 

Mr. EwiNG. I am coming to your question now. In terms of total 
energy, this country is very rich in coal. That really is the answer 
to the long range. I have a large family and I am concerned, too, 
but coal can be made into gas, coal can be made into liquid fuel. 

Mr. VVEAVER. VVhen Theodore Roosevelt sailed our fleet around 
the world in 1905, I believe it was, those battleships were coal-fired. 
But I don't think they compete very well with an oil-fired or what-
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ever Soviet battleship or submarine, and I think we better have 
that. 

We all know the other alternatives are very expensive. 
Mr. SHARP. The time of the gentleman has expired. 
Mr. WEAVER. Let me just have a show of hands, Mr. Chairman. 

Does anybody here oppose the setting aside of some oil and gas re­
serves for our military security down the pike? 

Mr. EwiNG. I believe we are doing that. 
Mr. RoFF. Mr. Congressman, we really haven't focused on the 

specific issue of receiving fields. You know I am certainly not in a 
position to comment on it. I would say this, that it is a very real 
and definite question for us to be dealing with. I think that that 
certainly exists. 

Mr. SHARP. Thank you. 
The gentleman from Washington, Mr. Swift. 
Mr. Swift is recognized for 5 minutes. 
Mr. SwrFT. Thank you very much, Mr. Chairman. 
On page 4 of your prepared statement you say: 
Our company summarized its concerns relating to the financeability of the trans­

portation system, pointing out that the company could not provide guarantees re­
ferred to in the President's decision without placing the company in severe financial 
jeopardy. 

That is a quote. 
Yesterday in the hearing I had some question, and I didn't quite 

understand the answer. The question was after we had established 
that the public will be at some risk, and that risk may be large or 
it may be small, but at some risk through the prebilling mecha­
nism. 

The question was, why is it appropriate for the consumers to 
assume that risk without, if the entire project is a success, being 
able to share in the profits. I was wondering if this panel had a 
more satisfactory response for that than I was able to get yester­
day. 

Mr. RAASCH. Congressman Swift, I believe there will be testimo­
ny later by a firm which has computed the net national economic 
benefit and approximately, as I recall the number, $40 to $90 bil­
lion present value is attributable to the Alaskan project, most of 
which would go to the ultimate consumer. 

Mr. SwiFT. In what form? 
Mr. RAASCH. In lower fuel prices than what would be available 

from alternative fuels. I think that would be a very good place to 
focus some questions. 

Mr. SwiFT. If you were to go out and try and raise money from a 
stockholder because they were going to benefit on net national eco­
nomic benefits, do you think you would sell much stock? 

I mean, you are really asking the consumer to invest in the proj­
ect. I don't have any problem with that. Why shouldn't he benefit 
proportionally, as would a stockholder of the company if the pro­
gram is successful, if he is assuming some risk if it is not success­
ful? 

Mr. RAASCH. Well, we believe they will realize the benefit in 
costs avoided rather than, as in the case of a stockholder, a return 
of earnings. But we think those are just as real and should be 
taken account of in making this decision. 
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Mr. SwiFT. That is the same answer I got yesterday. 
Mr. CROOM. Mr. Congressman, the consumer is presently bearing 

in his energy costs certain risks that are being borne by the indus­
try every day in finding energy. Those are energy costs right now. I 
think we are focusing too much attention on the possibility of ap­
plying the costs we are talking about here in a prebilling period of 
a matter of months. 

The overall cost savings of energy which this project will provide 
the United States will far overshadow the kind of costs we are talk­
ing about. 

Mr. SwiFT. I suppose from a public policy standpoint the thing 
we are really being asked to do is, without asking the consumer 
whether he wants to share the risk, we are going to superimpose 
that upon him. 

A person who buys stock makes a voluntary judgment. We are 
going to place the consumer involuntarily in a position to. assume 
some of the risk. If you can't sell to a stockholder on the basis of 
these rather ephemeral savings, I am not sure that the public 
should be expected to do that, either. 

Do you want to try again? 
Mr. RAASCH. Yes, Mr. Congressman. The thought of avoiding 

costs for the ultimate consumer is probably what undergirded the 
entry of the Federal Government into the regulation of the field 
price of gas many years ago. 

It was an honorable goal, a laudable goal. The only thing was 
that it only addressed one side of the equation, and that was the 
price side. 

What happened was that there was no gas. We feel that if we 
have the right reasons and if we can find the words to tell people 
why the cost of energy is going up and why it must go up, we 
would prefer to tell that story than the one we told in the last 
decade, which is that no, we cannot furnish gas service to new 
homes. Yes, you must close factories and schools. 

We see the other side of that responsibility and treat it as a very 
grave responsibility. So we are attempting to make a decision look­
ing at both sides of it, concern for supply and for price. 

Mr. SHARP. The time of the gentleman has expired. 
Mr. SWIFT. That is too bad, Mr. Chairman. Thank you very 

much. 
Mr. SHARP. The gentleman from California, Mr. Dannemeyer, is 

recognized for 5 minutes. 
Mr. DANNEMEYER. Thank you, Mr. Chairman. 
Mr. Raasch, will your participation in this project change if all 

natural gas categories were to be decontrolled, which assumes, 
therefore, we would be disposing of all so-called cushions of old gas 
with which to average or roll in the high initial cost of the deliv­
ered cost of that gas? 

Mr. RAASCH. Mr. Congressman, you said control. Did you wish to 
say decontrol? 

Mr. DANNEMEYER. I thought I said decontrol. 
Mr. RAASCH. I understand the question. 
Mr. DANNEMEYER. Putting it another way, if we decontrol the 

price of all gas irrespective of category tomorrow, would you still 
yearn for your participation in this project? 
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Mr. RAASCH. That is something we would need some time to 
evaluate, but let me give you my feeling on it. 

I believe that phased deregulation is not inappropriate. We are 
not uncomfortable with it. I also believe that, and I have heard 
some very effective and persuasive presentations in this regard, 
that the market will do some things and direct some thing--

Mr. DANNEMEYER. Mr. Raasch, you are hedging. That question 
can be answered yes or no. If you can't answer yes or no, you can 
tell me. 

Mr. RAASCH. I believe we will still be zealous in our efforts to 
bring natural gas from Alaska if there were decontrol. Not quite as 
comfortable with it as now, but yes, we would continue our efforts. 

Mr. DANNEMEYER. Thank you, sir. 
Same question, if it is clear to you. 
Mr. CROOM. Yes, Congressman. 
I think I addressed this earlier, but I will repeat my statement. 

We, like Mr. Raasch, continue to support phased deregulation. 
Given the scenario you describe, we believe with net-back pricing 
arrangements that would be worked out with producers on the 
North Slope we would still support this project. 

Mr. DANNEMEYER. Mr. Ewing? 
Mr. EwiNG. I repeat what they say and I would like to add, as I 

did before, that we would be very uncomfortable with it. Before we 
went into the project, we would look to some approval of a leveling 
mechanism that would allow the gas to be competitive in the early 
years when it would be most difficult. 

Mr. DANNEMEYER. Now you are going the same tact initially as 
Mr. Raasch. You are hedging. Let's assume tomorrow the Congress 
and the President signed a bill deregulating the price of all natural 
gas in this country. Would you still be a willing participant in this 
project? 

Mr. EwiNG. I repeat that I would be uncomfortable. Irrespective 
of whether you passed that bill or not, I think a leveling mecha­
nism needs to be in place at the FERC to allow the gas to be mar­
keted if, under whatever circumstances come out of deregulation, if 
they occur. 

Mr. DANNEMEYER. Mr. Lepape? 
Mr. LEPAPE. Congressman, I believe we would continue to sup­

port the construction of the Alaska Highway project. I believe we 
need this gas. We would have to negotiate with the producers an 
appropriate price for the gas, but I believe the Alaska Highway 
project's job is to build the facility. 

The shippers have to buy the gas and market the gas. I believe 
we need this facility. The sooner we get it built, the less capital we 
will have tied up in it and the cheaper will be the cost to move this 
energy to our customers. 

We would try to find a way to continue moving forward, and I 
believe it would be built whether or not we have deregulation. 

Mr. DANNEMEYER. I thank you. 
Mr. Roff? 
Mr. RoFF. Mr. Congressman, if deregulation were to pass, that 

would not slow us down from either participation in the project or 
being a shipper. 

Mr. DANNEMEYER. Thank you. 



443 

Mr. Kalen? 
Mr. KALEN. Mr. Congressman, we also believe that it is impera­

tive that this system be in place and whether or not we have dereg­
ulation. We would continue to support the project. 

Mr. DANNEMEYER. I thank you. 
I thank the Chair. 
Mr. SHARP. Thank you. 
Several members of the panel have asked to ask further ques­

tions, so what I thought I would do is try to hold everybody to 2 
more minutes. Hopefully not everyone will want to take their time. 

Mr. Tauzin, does the gentleman from Louisiana have any further 
questions? 

Mr. TAUZIN. Only to illuminate the question Mr. Swift asked. 
Isn't it true that where producers own pipelines that not only 

are consumers presently paying the risk of assuring new supplies 
from production activities, but also paying the risk of pipeline con­
struction as part of the gathering systems that producers have, par­
ticularly out in the offshore areas? 

Mr. RoFF. Congressman, whoever owns the pipeline facilities, of 
course, those costs must be recovered and they are recovered only 
from consumers. So I think you are right. 

Mr. TAUZIN. They are covered in front or behind the project 
somewhere. Very often in front of the project, when you are talk­
ing about risk capital to explore and put in gathering lines and 
other pipeline facilities. 

Mr. RoFF. Yes, sir. 
Mr. TAUZIN. That is a very common function of the marketplace. 

Mr. Swift's question I suppose is, in this case, Why should the Con­
gress be mandating it in this case? Is it a function of the immensity 
of the project that requires it in this case? 

Mr. RoFF. Congressman, I think it is a function of the immensity 
of the project, and also of the capital markets that it is just clear 
that if we are to have project financing, the concept of that is that 
25 percent of the cost of the project is at the risk of the pipeline 
sponsors in their equity contribution, and 75 percent is supposed to 
be supported by the flow of the gas itself. 

Mr. TAUZIN. Yes, I understand that. 
Mr. RoFF. The banks have told us that, well, you know, until 

that project is flowing gas, you know, and we don't have support 
for our 75 percent. This waiver package is intended to partially ad­
dress that problem. 

Mr. SHARP. The time of the gentleman has expired. 
Mr. TAUZIN. One last question. 
Isn't the consumer, whether he pays in front or behind the proj­

ect, isn't he also buying not emly some net national value, whatever 
you want to call it, but isn't he also buying security of supplies? 
Isn't that a valuable thing for consumers in those parts of the 
country to have, where they don't have them today? 

Mr. RoFF. Yes, sir. 
Mr. TAUZIN. Thank you. 
Mr. SHARP. The gentleman from West Virginia, Mr. Staton. 
Mr. STATON. Thank you, Mr. Chairman. 
I would like to address a question perhaps to Mr. Ewing or any­

body else who wants to answer. I think there is a real problem 

93-367 0-82-29 
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with American energy supplies today where we have to rely on vir­
tually 8 percent of our oil imports from the terrorist government of 
Libya, and if you all could assure me that quick completion of this 
waiver package would offer, and completion of the pipeline would 
in any way enhance our ability, to get away from the Libyan dicta­
tor Qadhafi, I would be more than inclined to support that. 

Can you give me some estimation of what amount of energy we 
are going to be replacing? For example, taking the 8 percent of 
Libyan oil, what is this going to do for us to replace this? 

Mr. EwiNG. Yes, sir, it is estimated that the initial flow of 2 bil­
lion cubic feet a day equates to 400,000 barrels a day of oil that 
would not have to be imported, or vice versa. 

If we don't build it, we would have to import that much more, 
but I cannot give you any assurance that the passage of the waiver 
package would insure that we are going to be able to finance this 
line and build it. Without it, we have no chance at all. 

Mr. STATON. Even with the waiver package you are still reluc­
tant to say that you can build the pipeline? 

Mr. EwiNG. It is really out of our hands. It is up to the financial 
community. This is such a large project that it really requires 
funds not only domestically, but foreign, to be able to raise the 
kind of debt we are talking about. 

Mr. CROOM. I think our economics would say that the life of this 
project should tend to reduce oil imports. We project the net cost 
will be lower than any projections we have seen on oil imports. 

Mr. STATON. I wish you were a lot firmer on that. I wish you 
_ would jump in there and say absolutely we could get rid of Libyan 

oil if we could build this. I think most of us would feel a lot more 
comfortable with that. 

I yield to Mr. Brown. 
Mr. BROWN. I want to put in context more clearly what I was 

trying to ask in questions when Mr. Weaver complimented me. He 
felt good about it, but I didn't. 

The oil company and pipeline equity under this new waiver ar­
rangement is not guaranteed. No rate of return on equity is guar­
anteed. But the debt of the pipelines to the bankers is guaranteed, 
and the interest to the bankers on the debt is guaranteed and the 
guarantors in both cases are the consumers, the customers, who get 
no equity and, as far as I can tell, no deal for this except the possi­
bility that they may get a pipeline. 

If the Federal Government were to pick up responsibility for the 
completion of the pipeline, then equity and return on equity may 
or may not be guaranteed. You may or may not be able to cover 
your equity, but the customers don't get any guarantees. They 
don't necessarily get the gas. They don't necessarily get a pipeline. 
They will get to pay the cost of the pipeline as either customers or 
taxpayers, except for the equity put up by the pipelines and oil 
companies, and they may in fact get to pay for that if the project 
isn't completed. But I can't see where the customers get as a busi­
ness deal any improvement in their status by the waiver. 

Could any of you explain to me how the customers benefit by the 
waiver? 

Mr. LEPAPE. Congressman Brown, with respect to the question 
that you stated earlier about the consumers assuming the debt re-
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sponsibility, we, the pipeline and the other producers that would 
have equity ownership in the line, we are the ones that are on the 
hook for the equity and the debt until one of the major segments of 
the pipeline is completed. 

Mr. BROWN. But you transfer that on to the customers, right? 
Mr. LEPAPE. Not before. The highest risk of noncompletion is on 

the investors. If this project is not completed, that is not going to 
be something that is suddenly going to occur in the third year, in 
my opinion, of construction. 

We are starting on this project to build the most-difficult parts 
early. If the unthinkable happens, it is going to happen during that 
early period, and the people at risk are going to be the equity 
owners until we get a major segment of this pipeline completed. If 
before then we found out our original proposal was unsuccessful, 
with total nonrecourse debt, we would have to relook at this whole 
situation. 

Sure, there are greater risks that are going to have to be as­
sumed, but by both the equity owners and the customers. In my 
opinion, the far greater portion of that added risk, the equity 
owners are being asked to support. 

This gets back to Mr. Croom's statement about the contingency 
of the customers supporting the debt once you get past that com­
pletion date and completion of a major portion. 

Mr. BROWN. Unfortunately, my time is up, but I am going to get 
back to Mr. Croom's statement, if I can, in a minute. I still want to 
ask another question later, if I can. 

Mr. SHARP. The time of the gentleman has expired. The gentle­
man from Oregon, Mr. Weaver, is recognized for 2 minutes. 

Mr. WEAVER. Thank you very much. I still think Mr. Brown and 
Mr. Swift have been asking excellent questions. I want to say the 
$40 to $90 billion you say the customers get, if the gas is not deliv­
ered, they don't get that benefit. 

But Mr. Swift said they are still at risk. The customers are put­
ting up their money whether you get the gas or not, so you can't 
answer the question with the $40 or $90 billion because that is only 
if the gas is delivered. 

So you are asking the customer to risk without guaranteeing 
him-let's have an amendment in this bill that the customer can 
be at risk only at the point the gas is delivered. 

Is that satisfactory to everybody? 
Mr. EWING. I understand that the waiver package cannot be 

amended, Mr. Congressman. 
Mr. WEAVER. Then the risks are twofold. They are not really in 

the construction. I think you are going to be able to build it. The 
risks are in the cost of the construction. It may be twice what you 
think or three times. And the banks are going to be bankrupt and 
so are you and the customers at risk, and everything fails. 

Besides, you said you are worried about foreign oil. We had testi­
mony from the pipeline people themselves yesterday that said it 
was going to be $17 a thousand cubic feet. 

That is $90 a barrel for oil. My God in Heaven, $90 a barrel for 
oil. You are going to smile at this, but I think in 7 years, oil is 
going to be about $15 a barrel because I think we are going into a 
depression. 
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A depression that is going to curl your hair in the words of Presi­
dent Eisenhower's Secretary of the Treasury, Mr. Humphrey, who 
was also in your business. 

But anyway, I couldn't-! don't feel your resolution of the prob­
lem is satisfactory, but I appreciate it very much. 

Mr. SHARP. The gentleman from Washington, Mr. Swift, is recog­
nized for 2 minutes. 

Mr. SwiFT. Thank you, Mr. Chairman. I want you to know that 
my good friend and colleague from Louisiana is working as hard up 
here with the microphone off as he was with the microphone on. 
He may yet be successful. 

The one point we haven't resolved between ourselves is that 
while the consumer may, in fact, be assuming risk in a normal 
marketplace situation, what we are being asked to do here is to in­
stitutionalize that risk by Government, which is, it seems to me, 
something slightly different. 

I would rather ask another question, however, also, following up 
on the concern of yesterday. In the last two pages of your prepared 
statement, you refer to the uncertainty of availability of financing 
even if the waiver package is approved. 

If this package is not sufficient, should we expect you to be back 
here in a few months requesting Government guarantees or financ­
ing, or if the financing isn't there, will you just fold the project? 

What is the result if your concern about the availability of fi­
nancing should prove valid and it not be there? 

Mr. RoFF. Congressman, I certainly am glad that you asked that 
question again, because I think I responded to Mr. Synar that I 
would under no circumstances ever be back. I want to withdraw 
that answer and I want to adopt Mr. Ewing's answer. 

Mr. SwiFT. Did you float it down the table to somebody else? 
Mr. RoFF. Why don't you give your answer again. That is the 

answer I want to adopt. 
Mr. SwiFT. I think I have a net loss here. I didn't get an answer, 

and I took away one from Mr. Snyar. 
Mr. EWING. Mr. Congressman, I don't know if this project can be 

financed even with the waiver package in place. We are very hope­
ful. We will make every attempt to try and put this together on a 
privately financed basis. 

But we think this project is so important that if it takes coming 
back hat in hand and saying we just can't do it, we need something 
different, whatever that may be, we think we will come back and 
be trying to make this project go. 

Mr. SWIFT. I appreciate your candor, and I think I would like to 
respond just very briefly by saying that I don't think that you gen­
tlemen are in any way wrong for being here asking for these waiv­
ers. 

Way back when this all started, everybody's crystal ball was 
cloudy. We probably should have had a better crystal ball, all of us, 
in making the decision to get going, should perhaps have foreseen 
this. 

Now we all find ourselves in the middle of the river and we don't 
know whether to go back to that side or forge ahead. But I think it 
is-1 really appreciate your candor saying there is a possibility 
when we make this decision that we might be seeing you again. 
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We all have to take that into consideration. That alone would 
not determine my vote on this waiver package, but it is important 
to have that on the record. 

And I thank you very much. 
Mr. EwiNG. Thank you, sir. 
Mr. SHARP. Gentlemen, let me ask you one further question. We 

have two additional panels this afternoon. While we could profit­
ably spend time with you people, I am afraid we must move on. 

But if I understand correctly, the letter from the bankers to the 
sponsors in August raised the question of putting the assets and 
collateral of the firms behind some of the debt. 

So the question that I have for you is, should we not complete 
portions of this pipeline, or we never get to the completion date, is 
more than just your equity at risk that you are putting into this 
project? 

Are you going to be putting up the assets of your corporations? 
In other words, the lenders will be using that for collateral. 

Mr. ROFF. The answer to that is yes. We will have more than 
equity at risk at that stage until the major sections are complete as 
described in the waiver package. 

Mr. SHARP. How much would that represent in terms of your 
firms? Can you give me a percentage of how much of your assets 
are at risk? 

Mr. ROFF. I don't have a specific percentage for our company, in 
our level of participation based upon the amount of gas we have in 
the system. 

It would be very significant, but it would not be of bankrupting 
magnitude. 

Mr. SHARP. Can you kind of give me a range, whether we are 
talking about 5 or 7 5 percent? 

Mr. ROFF. It would be about, in our case, equal to one year's con­
struction program for our company. 

Mr. SHARP. Well, I guess I don't understand your business well 
enough to know what a 1-year's construction schedule would be. 

Can you give us in the range what I was asking in terms of your 
assets, or is that not a good way to ask the question? 

Mr. EwiNG. Mr. Chairman, I don't know if this is-it is back of 
the envelope, but it would appear to me that that might be as 
much as 20 percent of our gas business assets. And really, if we 
had some way for someone to build a pipeline and deliver it to us, 
we would be just happy not to invest in this. 

But we feel like we need to invest in it. We think the project is 
important and we are part of the team. 

Mr. SHARP. This is, should it not be built, a significant financial 
risk. Should it not be completed or partial segments never complet­
ed, then it becomes a major financial risk for you, I assume. 

Mr. EwiNG. Yes, sir. 
Mr. SHARP. Mr. Croom. 
Mr. CROOM. Same for us. Our estimate is that we would have the 

equivalent of about 19 percent of our 1980 net property value at 
risk. Just on the equity portion, given the costs that it would repre­
sent nearing time of completion. 

So we are talking about 19 percent just on our equity side. 
Mr. SHARP. I would be happy to yield to the gentleman. 
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Mr. BROWN. But 19 percent of what, your division of the compa­
ny? 

Mr. CROOM. Our net worth. 
Mr. BROWN. The Columbia Transmission System or whole Co-

lumbia Gas empire? 
Mr. CROOM. That would be of the system's net, December 1980. 
Mr. BROWN. What system? 
Mr. CROOM. Columbia Gas system. 
Mr. BROWN. The transmission system or transmission and distri­

bution system? 
Mr. CROOM. The entire system. 
Mr. RAASCH. For Internorth, it would be, the debt assumption 

would be about 20 percent. The total project would be something 
higher than that of Internorth's assets. 

Mr. SHARP. Would Panhandle Eastern respond to that? 
Mr. KALEN. With Panhandle Eastern, our pipeline business, ap­

proximately 15 percent, I would say. 
Mr. SwiFT. If there are no further questions--
Mr. BROWN. There is one other question. I want to pursue a ques­

tion with Mr. Croom. I want to quote, Mr. Croom, from the last 
part of your testimony where you say, assuming continuation of 
the Natural Gas Policy Act, meaning price controls, the expected 
delivered cost of Alaskan gas is averaged with other committed 
lower priced volumes, will result in net gas cost to Columbia's resi­
dential, commercial and industrial customers below that of distil­
late oil, the principal alternate fuel for most of Columbia's high­
priority industrial loads. 

As I understand the Columbia system, at least in my area of the 
country, is now paying something like $10 or $11 a thousand cubic 
feet for deep gas. 

And the reason that you can do that is that you can average it in 
with the price-controlled gas that you now have in your system as 
a result of the Natural Gas Policy Act and gas purchased prior to 
its existence. 

I am fascinated by -the economics of that. When, as I understand, 
there are lesser supplies of gas than are supplied by the deep gas 
at much lower prices, but they are not being purchased by Colum­
bia. Could you sort of in a thumbnail response explain that eco­
nomic anomaly to me? 

Mr. CROOM. The price figures you refer to are a little high, but I 
will accept $8 to $9, in that range. 

Mr. BROWN. You have never paid $11 for gas? 
Mr. CROOM. I am not aware of any that high, but I will accept 

your figure for the moment. We are talking about are buying re­
serves in place for deliverability in future years. 

What we are talking about here is what available gas would 
there be as a substitute for Alaskan gas during 1987 and beyond. 

We are talking about gas even under phased deregulation that 
would be commanding whatever the market clearing price would 
be in the United States. 

We do not see any new gas being developed in the 1987 and 
beyond period that would be less expensive than this Alaskan gas. 
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Mr. BROWN. There is no economist I know of that thinks that the 
average price of gas after the decontrol of gas prices will be $11. 
Are you telling me that you think it will be $11 or $8 or $9? 

Mr. CROOM. Our studies have shown for about the first 2 or 3 
years Alaskan gas is flowing, on an incremental basis, it would 
tend to be higher than some other increments in our system. Once 
we cross over that, Alaskan gas is going to steadily decline in price. 

Its real value over the life of this project is decidedly less than 
any alternate we see in the lower 48 States. 

Mr. BROWN. Are you selling any gas out of your system at this 
time? 

Mr. CROOM. No, we have made application to sell some off the 
system, but it has not been approved. 

Mr. BROWN. At what price? 
Mr. CROOM. It would be at 102 price plus some markup. Ten per-

cent, I believe. I am not certain. 
Mr. BROWN. At what price again? 
Mr. CROOM. That would be the section 102 price. 
Mr. BROWN. What is that? 
Mr. CROOM. Under NGPA, I believe at the present time that is 

around $2.70, something like that. 
Mr. BROWN. You are buying at 8 or 9 and 10 and selling at $2.70? 
Mr. CROOM. We are talking about buying gas for future deliv­

eries-reserves delivered over a 15-year period. 
Mr. BROWN. And not buying gas that is available near the pipe-

line--
Mr. CROOM. That's correct. 
Mr. BROWN. At $2 or $3, I think, isn't that right? 
Mr. CROOM. The application we made before the FERC was prem­

ised on the availability of gas in excess of any take-or-pay situation. 
It would be to the consumer's benefit for us to have made these, 

rather than incur a take-or-pay provision. 
Mr. BROWN. And I assume to your benefit to keep the price con­

trols on gas as long as possible? 
Mr. CROOM. We would have realized no dollars on our system 

from such transactions. It would have flowed through to the con­
sumer. 

The net lowered gas cost for the consumer is the reason to have 
made this off-system sale. 

Mr. BROWN. I would be happy to have any rationale you have for 
this in written form because in the brief time we have, 2 minutes, 
it is very difficult for me to grasp that arrangement. 

But then, I usually don't think in terms as large as you must 
think of in your system. 

[The following response was received:] 
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United States House of Representatives 
Washington, DC 20510 

Dear Congressman Brown: 

October 29, 1981 

This letter responds in detail to the questions which you asked 
me at the recent Committee hearings on the Alaskan Natural Gas Pipe­
line concerning why Columbia Gas Transmission Corporation (Columbia) 
proposes to make "off-system sales" at prices below those which it 
has paid for deep gas,. 

Columbia presently has five proposed off-system sales pending 
consideration before the FERC. TWo of these sales were in effect for 
a short period pursuant to the FERC's emergency regulations. All are 
scheduled to terminate by 1982, or four years bClforc Alaskan gas begins 
to flow. The price for four of the five sales is the higher of the 
NGPA Section 102 price or Columbia's SR interruptible rate for 100% 
load-factor sales to its existing customers in the appropriate zone 
of deiivery at the time of purchase. Columbia's SR rate for November, 
1981 will range between $3.30 and $3.3~ per dekatherm. The price for 
the fifth sale is the higher of the NGPA Section 102 price or Columbia's 
average purchase price from producers outside thCl Appalachian area, includ­
ing tax, gathering and other adjustments, which is estimated to be $2.98 
per Mcf in November, 1981. All of the proposed off-system sales are on a 
strictly ''best efforts" basis, and will not be made if Columbia needs its 
available supplies to meet its existing customers' requirements. More­
over, revenues generated from these sales will be credited to reduce the 
rates to Columbia's existing customers. 

Columbia's need to make these proposed off-system sales stems from 
its present surplus of gas supplies. Despite this present surplus, 
Columbia will need to procure additional supplies from presently un­
committed sources to meet th~ projected demands of its customers. If 
Columbia is to avoid the curtailments experienced during the 1970's as 
well as provide gas service for new consumers, it must be engaged at all 
times in a vigorous gas acquisition program. The need to provide for 
flowing gas supplies for future years often can lead to near-term surpluses. 
Gas supply projects of the size necessary for Columbia to obtain the 

Columbia Alaskan Gas Transmission Corporation, 20 Montchanin Road, Wilmington, Delaware 19807 
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additional supplies needed in future years are not "off-the-shelf items" 
but must be planned and committed for years before the date of actual 
need. 

Prior to the curtailment era, short-term surpluses were common-
place but were easily manageable within take-or-pay and other limitations 
of Columbia's contractual gas purchase obligations. However, the magni­
tude of Columbia's present surplus situation has been tn:crea!sed due to a 
number of factors. First, Columbia has traditionally relied upon the 
demand projections of its customers in estimating their market requirements. 
Historically, these projections have been quite accurate. How·ever, these 
demand projections during the initial period of transition from curtail­
ment to market growth have been apparently overly optimistic, probably due 
to the fact that Columbia's wholesale customers did not anticipate the 
extent of conservation and fuel switching by their consumers. ln addition, 
the extent of the current economic recession could not have been antici­
pated, and it has caused a substantial reduction in gas sales, particularly 
to industrial consumers. 

Another factor behind the current gas surplus is the fact that 
Columbia's five nonaffiliated pipeline suppliers, which provide Columbia 
with approximately half of its gas supply, have been making available much 
larger volumes of gas than they had recently projected. This is because 
conservation, fuel switching, and the economic recession have also reduced 
the other markets of these pipeline suppliers, thus permitting some of the 
gas originally destined for such other markets to be reoffered to Columbia 
within existing contractual limits. In other words, our pipeline suppliers 
are experiencing the same market phenomena as Columbia. 

A final factor increasing Columbia's surplus situation is that sellers 
of gas insist upon high take-or-pay provisions in gas sales contracts in 
order to establish minimum delivery levels and adequate revenue and cash 
flow. In most areas of the country, Columbia must be willing to agree to 
take-or-pay levels ranging from 85% to 90% in order to compete for new 
gas supplies. 

In managing flowing gas supplies, there are certain basic limitations 
which must be observed. Once the gas is under contract and begins to flow, 
it must either go to market, go into storage, or the levels of deliveries 
must be reduced within the parameters established by operating constraints 
and take-or-pay levels. Addressing these options in reverse order, Columbia 
has been forced to institute an extensive program of cutbacks from its 
pipeline and producer suppliers during the past two summers. It has also 
injected the maximum feasible amount of gas into storage, and it is in­
creasing its storage inventory, particularly through the development of 
the Crawford Storage Field in Ohio, which will be Columbia's largest 
storage facility. However, these actions have been insufficient to enable 
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Columbia to avoid any exposure to take-or-pay liability under its exist­
ing contracts. With its traditional markets currently in a depressed 
state, Columbia must look to additional markets for its gas in the short 
term in order to bring its present and near term supply and demand into 
better balance. 

Columbia fully recognizes that its proposed prices for off-system 
sales are below the highest prices which it is paying for gas under 
Section 107 of the Natural Gas Policy Act. However, if Columbia offered 
to make off-system sales on this incremental basis, it could not find 
anyone willing to purchase such gas. Columbia's situation is far from 
unique in the industry. A number of other pipelines have proposed to 
make off-system sales on an average rather than an incremental basis. 
Indeed, a proposed sale by Columbia to Consolidated Edison of New York 
Company, Inc. at its SR rate was later withdrawn, and ConEd is purchasing 
off-system gas from other suppliers at lower delivered rates. Moreover, 
the FERC has approved the, average or rolled-in pr1c1ng concept as con­
sistent with the public interest in connection with its approval of a 
number of off-system sales by other pipelines. For example, in Natural 
Gas Pipeline Company of America, Docket Nos. CP81-302-000, ~~·, order 
issued August 12, 1981, it stated: 

·~ith regard to the off-system sales proposed here, the sales 
prices proposed by Natural are significantly less than the price 
of the Canadian and Section 107 gas which Natural purchases. 
Because Natural sales to Dow, Faustina, and United do not recover 
the cost of its highest priced supplies, the sales may cause a 
corresponding increase in the average cost of purchase gas paid 
by Natural's on-system customers. However, our examination of 
the record indicates that the transaction as a whole will provide 
sufficient benefits to Natural's existing customers which. outweigh 
this effect •••• In addition to mitigating Natural's exposure to 
take-or-pay obligations, the Commission believes that the proposed 
sale will permit Natural to be able to continue to attract new 
long-term gas supply necessary to meet its overall customer needs." 
(p. 9) (footnote omitted). 

The Commission has also approved the average or rolled-in pr1c1ng concept 
(generally at the pipeline's excess or interruptible rate) for off­
system sales by a number of other pipelines. Consolidated Gas ~ 
Corp., Docket No. CP81-88, order issued August 19, 1981; East Tennessee 
Natural Gas~. Docket Nos. CP81-219, et al., order issued August 12, 
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1981; Colorado Interstate Gas,~, Docket No. CP81-174, order issued 
August 11, 1981; Northern Natural Gas. Co., Docket No. CP81-236, order 
issued July 31, 1981. 

Columbia would naturally like to charge higher prices for off­
system sales. However, the marketplace for such sales simply will not 
absorb prices higher than those proposed by Columbia. Nevertheless, 
Columbia believes that the off-system sales at the prices proposed are 
part of a prudent gas supply management program and are in the best 
interests of its wholesale customers, their consumers and the public in 
general. Such off-system sales will not only enable Columbia to 
aggressively pursue gas supplies necessary to meet the long-term 
demands of its customers, but will also stimulate natural gas produc­
tion by continuing to assure market outlets and sufficient cash flow 
for Columbia's suppliers over the near term. 

I greatly appreciated being able to testify before your Committee. 
If you have any further questions concerning Columbia's proposed off­
system sales or any other matters raised by my testimony, I will be 
happy to respond to them. 

Sincerely, 

~LH.~ 

cc: The Honorable Morris K. Udall, Chairman, 
Committee on Interior and Insular Affairs 
The Honorable Philip R. Sharp, Chairman, 
Subcommittee on Fossil and Synthetic Fuels 
Committee on Energy and Commerce 
Mr. Donald A. Watt, Printing Editor 
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Mr. SWIFT. The time of the gentleman has expired. 
Mr. Dannemeyer. 
Mr. DANNEMEYER. Thank you, Mr. Chairman. It isn't often we 

have an opportunity to hear from all these very able pipeline build­
ers and operators. 

Just as a matter of idle curiosity, I have been reading in the 
press that the Soviets and West Germans are in the process of per­
haps making a deal to build a pipeline from Siberia to West Ger­
many. 

Are any of you able to compare the size of that project in terms 
of cost and production of gas to what we are talking about here 
and how they go about financing their project? 

You have two competing systems building a pipeline of consider­
able magnitude about the same time or thereabouts. 

I am just curious as a student of history how they are going 
about it differs from the way we are trying to go about it. 

Mr. EWING. I will take a crack at it. The size of the two projects 
are probably similar. I have not compared the dollars or length of 
the lines. But the Soviets are demanding that the users, the coun­
tries, finance the lines essentially. 

The Germans will be furnishing pipe, the turbines and other 
equipment to be financed by the users. 

I am sure the Soviets will have to put up the manpower, at least 
in the Soviet Union, because they don't want any of the user com­
panies to bring people in. 

But basically, they are looking to the users to finance it. And 
this is really a government-to-government transaction, as I under­
stand it. 

Mr. DANNEMEYER. Thank you. 
Mr. ROFF. Congressman, there were press reports at least at an 

earlier time, several months ago. The Soviets were requiring that 
the purchasing countries provide them with 7-percent financing 
money. Of course, the financial markets were not-they were per­
haps slightly lower than they are today but not much. This was a 
great discount off of the marketplace financing. 

How that finally sorted out and whether it has been completely 
agreed, I haven't seen. But there were those reports a few months 
ago. 

Mr. DANNEMEYER. How does is the price of the gas from that 
pipeline in Europe compare costwise with what gas we expect to 
get out of the end of this pipeline? 

Mr. SwiFT. The time of the gentleman has expired. If you have 
information in response to the gentleman's question, we will leave 
the record open. 

Mr. DANNEMEYER. Thank you, Mr. Chairman. 
Mr. SwiFT. Thank you, members of the panel. We appreciate 

your assisting the committee in this way. 
We will call the second panel of Alaska Gas Producer Project 

Participants, including Mr. S. J. Reso of Exxon, Mr. William D. 
Leake, of Arco, and Mr. Frank Mosier of Sohio. 

While the panel is changing places, the Chair would note that 
the hour is late. We would very much appreciate the witnesses 
holding their prepared testimony to 5 minutes. 
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We will, however, include in the record their prepared state­
ments in full. 

The Chair would ask for order in the room so that we can pro­
ceed. 

Mr. Reso, we would be happy to take your testimony, if everyone 
in the room, those leaving and moving around, will do so as quietly 
as possible. 

Mr. Reso. 

STATEMENTS OF S. J. RESO, SENIOR VICE PRESIDENT, EXXON CO., 
U.S.A.; WILLIAM D. LEAKE, VICE PRESIDENT, ALASKA NATURAL 
GAS TRANSPORTATION SYSTEM PROJECT, ATLANTIC RICH­
FIELD CO.; AND FRANK E. MOSIER, SENIOR VICE PRESIDENT, 
STANDARD OIL OF OHIO 

Mr. RESO. Thank you, Mr. Swift, I am Sid Reso, senior vice presi­
dent of Exxon, U.S.A., here to testify concerning the project for 
Alaskan gas. 

We believe a transportation system for Alaska natural gas is in 
the national interest, because it will allow the Nation to use the 
large reserves of gas at Prudhoe Bay. 

The project will also provide a potential outlet for other reserves 
outside of Prudhoe Bay. As indicated by some of the prior discus­
sion, there is significant reserve potential for additional gas in 
Alaska. Department of the Interior has estimated these reserves 
could be upward of 200 trillion cubic feet of additional gas. Once 
that transmission system is built, of course, it will encourage explo­
ration for and the risking of funds to try to find such additional 
gas. 

Two years ago, the Secretary of Energy urged the principal Prud­
hoe Bay producers to propose terms under which we would provide 
financial support for the Alaska segment of the transmission 
system. 

At first, Exxon was reluctant to become involved in the Alaska 
gas pipeline project. We were not engaged then and are not now 
engaged in the interstate gas business. 

We were not inclined to commit our funds to this highly regulat­
ed business. We also were barred by law from participating in the 
project. 

Providing indirect help through loan guarantees or something 
like that was far afield from our normal lines of endeavor and, of 
course, would not be in the interest of our shareholders. 

However, at the urging of the Secretary and after negotiations 
with the pipelines and Department of Energy, Exxon joined with 
Arco, Sohio and the pipeline sponsors in June of 1980 in a coopera­
tive agreement. 

We agreed to participate in the design and engineering phase of 
the project to try to achieve a good, sound cost and schedule esti­
mate. 

By the end of this year, the producers and pipelines will have 
spent $400 million in this design and engineering phase alone and 
Exxon will have spent about $70 million of that. 

As a result of that, all the participants are more confident now 
that the cost estimates are reliable. 
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Under the terms and conditions of the financial plan currently 
being considered, Exxon has agreed to be responsible for its share 
of 30 percent of the project equity and debt allocated to the produc­
ers. 

We have agreed to pay or to support our share of that 30 per­
cent, which comes to about 11 percent. We own about 38 percent of 
the Prudhoe Bay gas as produced. Under this scheme, Exxon could 
be responsible for about $3.4 billion. 

We don't know whether the project can be financed even with 
producer participation. We leave that assessment to the financial 
community which will be asked to provide the necessary funds. 

While I don't know what the final answer will be from those in­
stitutions, I can tell you that Exxon is prepared to. support its 
share of this project on the basis outlined in the statement I have 
submitted and you have before you. 

Exxon believes the Alaska gas transportation system should be 
constructed. We are prepared under appropriate conditions to 
invest in the system. 

We have already invested a lot of time and money over the last 
two decades in Alaska. We think it is and will continue to grow as 
a good reliable source of energy for the lower 48 States, as well as 
for Alaska itself. 

I would hold my comments there and be prepared to answer your 
questions later. 

[The statement of S. J. Reso follows:] 
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STATEMENT OF S.J. RESO, 
SENIOR VICE PRESIDENT, EXXON COMPANY, U.S.A:, 

BEFORE THE SUBCOMMIT-TEE ON FOSSIL AND SYNTHETIC FUELS 
OF THE COMMITTEE ON ENERGY AND COMMERCE AND 

THE SUBCOMMITTEE ON ENERGY AND ENVIRONMENT OF THE 
COMMITTEE ON INTERIOR AND INSULAR AFFAIRS, 

UNITED STATES HOUSE OF REPRESENTATIVES 
OCTOBER 22, 1981 

On behalf of Exxon, I am here today to testify concerning 

the project to contruct and operate a system for transporting 

Alaska natural gas to the 48 contiguous United States. 

PROJECT IN NATIONAL INTEREST 

A transportation system for Alaska gas is in the 

national interest, first of all, to permit utilization of 

the large known gas reserves at Prudhoe Bay. The project 

will also provide a basic system which can be used or 

expanded to transport other gas that may become available 

on the North Slope or the interior of Alaska. In this way, 

the Alaska gas transpotation system should serve to encourage 

further exploration for natural gas in Alaska. 

BACKGROUND FOLLOWING 1977 DECISION 

On November 2, 1977, Congress approved a Presidential 

Decision designating the Alcan Project as the approved 

Alaska gas transportation system. That decision prohibited 

producers of Alaska gas from participating in the ownership 

of the transportation system. Two years ago, however, the 

Secretary of Energy invited the principal Prudhoe Bay 

producers to his office and at the meeting urged them to 
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propose terms, under which they could provide financial 

support for the Alaska segment of the transportation system. 

Exxon was reluctant to become involved in the Alaska gas 

pipeline project for several reasons. Exxon was not engaged 

then and is not now engaged in the interstate gas trans­

mission business and not inclined to commit funds to a new 

venture in that highly regulated business. We were barred 

by law from owning equity in the project. Providing indirect 

financial support, such as loan guarantees, would have been far 

afield from our normal lines of endeavor and not in our share­

holders' interest. 

At the urging of the Secretary and after negotiations 

involving the Department of Energy, the Justice Department, 

and the Alaskan Northwest group of pipelines sponsoring the 

project, we joined with Arco, Sohio, and the pipeline sponsors 

in an agreement (the Cooperative Agreement) to participate 

in the design and engineering phase of the project to 

achieve a reliable cost estimate for the Alaska gas pipeline 

and conditioning plant. The Cooperative Agreement was 

signed in June, 1980, and since then the producers have 

contributed 50 percent of the money spent over the life of 

the project for design and engineering of the Alaska segment. 

By the end of this year, the producers and pipelines will 

have spent almost $400 million on the design and engineering 

phase. Exxon alone will have spent more than $70 million in 

this effort. As a result, all of the participants are more 

confident now that the cost estimate for the project is reliable. 
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FINANCING 

Producer Support 

Also in June of 1980, at the urging of the Secretary of 

Energy, the Prudhoe Bay producers agreed to work with the 

pipeline sponsors to develop the sponsors' financing plan. 

In January of this year, Area, Exxon and Sohio advised the 

project sponsors that each of the producers ~as prepared to 

support a modification of the sponsors' financing plan for 

the purpose of approaching the financial community, which 

would be asked to commit funds. Under the modified plan, 

each producer would have provided its share of 30 percent of 

the equity in the project and be responsible for arranging 

for its share of 30 percent of project debt based upon a 

project cost not exceeding $30 billion. The financing plan as 

modified covered all project facilities, including the 

conditioning plant, pipeline and compression and refrigeration 

stations in Alaska. The plan incorporated an essential 

concept, that each equity owner take responsibility for 

arranging for a share of project debt equal to its share of 

equity. The plan also included important conditions which 

are required for Exxon's participation in the project in any 

event; such conditions are: All funds for the project must 

be committed before start of construction; each participant's 

investment commitment must be limited and defined from the 

outset; the financing to be arranged by each participant 

must be accorded equal terms and conditions; there must be 

assurance that the Canadian segment will be financed and 

93-367 0-82-30 
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completed without our involvement; all necessary government 

actions must be taken; and finally, the whole project must 

be economically viable. 

Exxon's Support at Maximum 

We have advised the Alaskan Northwest pipeline group 

that Exxon will not commit to support or arrange for more 

than its share of the 30 percent of project equity and debt 

allocated under the plan to Prudhoe Bay producers. That is 

Exxon could be responsible under the plan for about 11 

percent of $30 billion (maximum) for the Alaska segment. 

This could require our company being responsible for pro­

viding or arranging for up to $3.4 billion pro-rata with 

funds brought.to the project by the sponsors and the other 

producers. We believe that is a significant commitment to 

the project. 

Financing Uncertain 

We do not know whether the project can be financed even 

with producer participation. We leave the assessment of 

this issue to the financial community. They are in the 

process of evaluating the sponsors' plan and the ability of 

the participants to support their respective commitments. 

While I do not 'know what the final answer will be from the 

financial institutions regarding the private financing of 

the project, I can tell you that Exxon is prepared to 

support its share of the project on the basis I have outlined. 
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Waiver Proposal 

You have before you, now, a proposal by the President 

for a waiver of law to facilitate implementation of the 

sponsors' financing plans. I will comment on the two parts 

of the waiver request which concern producer ownership 

participation and the conditioning plant. 

PRODUCERS' EQUITY PARICIPATION 

The President's Decision in 1977 prohibited producers 

of Alaska natural gas from participating in the ownership of 

the ANGTS. As mentioned before, if the project can be 

privately financed, Exxon is willing to invest in the project 

on the basis I outlined earlier, provided that the funds we 

invest receive equal treatment with funds invested by others 

and provided we have a voice in project management com­

mensurate with our investment. The impediment to our 

investing in the project on such a basis is the prohibition 

in the Decision against such investment; therefore, waiver 

of the prohibition is necessary. 

CONDITIONING PLANT IN SYSTEM 

The 1977 Decision did not include in the system description 

the plant which will be required at Prudhoe Bay to condition 

gas for transportation. The conditioning plant is required 

because of the design of the transportation system. To 

reduce pipeline construction costs, the pipeline will be 

buried underground and therefore the gas must be refrigerated 
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to prevent thawing of the permafrost. To allow transportation 

of refrigerated gas, certain liquefiable hydrocarbons must 

be removed from the gas. Prudhoe Bay gas contains about 12 

percent carbon dioxide, an inert gas. The carbon dioxide 

content does not prevent the use or the transportation of 

the gas, as is evident from the use at Prudhoe Bay and along 

the oil pipeline of more than 100 million cubic feet of gas 

per day for the last four years; but it would be costly to 

transport so much carbon dioxide through the transportation 

system. Accordingly, the conditioning plant will remove 

carbon dioxide from the gas. The plant will refrigerate the 

gas, and to power the pipeline, the conditioning plant will 

compress the gas to about 1,260 pounds per spare inch. All 

of these plant functions are necessary only because of the 

pipeline design. Also, there will be seven stations along 

the pipeline in Alaska to compress and refrigerate the gas. 

The conditioning plant and seven on-line substations will be 

an integral part of the transportation system. Construction 

of the plant as designed would be undertaken only in con­

junction with construction of the rest of the pipeline 

system; the two segments are interdependent. The 1977 

Decision of the approved transportation system excludes the 

conditioning plant. Waiver of that description is necessary 

to include the plant in the approved transportation system 

and in the final certificate for the system. 

Conclusion 

Exxon believes that the Alaska gas transportation 

system should be constructed and is prepared under the 

appropriate conditions to invest in that system. We have 

already invested our time, effort and money in Alaska over a 

period of two decades, and we are confident that Alaska will 

be a source of additional natural gas reserves for the 

nation over many years to come. 
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Mr. SwiFT. Thank you very, very much. We now call upon Wil­
liam Leake for your statement. 

STATEMENT OF WILLIAM D. LEAKE 

Mr. LEAKE. Mr. Swift, thank you. I am William Leake, vice presi­
dent of Atlantic Richfield Co. currently assigned to the Alaska Nat­
ural Gas Transportation System. Copies of my statement have been 
furnished to the subcommittee. 

I would like to discuss the circumstances that brought about our 
involvement in this project and to highlight the importance of the 
proposed waiver,s to Atlantic Richfield. 

We were an early advocate of the construction of a gas transpor­
tation facility to permit gas sales from the Prudhoe Bay field and 
participate actively in the proceedings before the FERC which cul­
minated in the 1977 decision report to Congress which determined 
that the system should be constructed along the Alcan Highway 
and selected Northwest Pipeline Co. to construct and operate the 
system. 

In 1977, Atlantic Richfield appeared before the Congress in sup­
port of the prompt construction of the Alaska transportation facili­
ty. At that time, we were somewhat distressed at President Cart­
er's determination that: 

Aforesaid producers of Alaska gas may not be equity members of the sponsoring 
consortium, have any voting power in the project, have any role in the management 
or operation of the project, have any continuing financial obligation and relation to 
debt guarantees associated with initial project financing after the project is complet­
ed and tariffs put into effect, or impose conditions on the guarantees of project debt 
permitted above which may give rise to competitive abuses including power to veto 
procompetitive policies. 

Our distress was not occasioned by any desire for equity partici­
pation for we did not wish to enter gas transmission then nor do 
we now, but rather, by the implication that producers were some­
how obligated to guarantee the debts of the projects sponsors and a 
deep concern that the Department of Justice's theorizing might 
result in failure of northwest Alaska financing plans. 

We informed the Congress in 1977 that we would not be able to 
commit assets particularly when we had no equity participation. In 
August 1979, the Secretary of Energy, James Schlesinger, informed 
Atlantic Richfield and other Prudhoe Bay producers that the 
system could not be privately financed without their participation 
and urged the producers to propose plans for participation. 

In response to the Secretary's request, February 28, 1980, Atlan­
tic Richfield informed the Secretary of Energy, Charles Duncan, 
that it was willing to discuss possible financing plans on the basis 
of producer equity participation and inclusion of the conditioning 
facilities in the transportation system, and tariff and other consid­
erations, including a reliable cost estimate. 

Thereafter, in response to further requests from the Department 
of Energy and others, Atlantic Richfield and the other producers 
and pipeline sponsors entered into a design and engineering agree­
ment to share the cost of developing a reliable pipeline design and 
cost estimate for the Alaska portion of the transportation system, 
including the gas-conditioning plant. 
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As a result of this agreement, we will have spent about $70 mil­
lion by the end of this year on engineering and design and cost es­
timate in this project. Contemporaneously with the execution of 
this agreement, we entered into a joint statement of intention call­
ing for development of the financing plan involving producer par­
ticipation. 

On May 21 of this year, the pipeline sponsors and other produc­
ers agreed upon the outline of the financing plan whereby the pro­
ducers would provide the lesser of either 30 percent of the expected 
cost of the Alaska segment of the pipeline and of the gas-condition­
ing plant, or up to a maximum of $9 billion provided that all the 
conditions precedent to participation in that or any subsequent fi­
nancing plan were met. 

For your information, these conditions are the conditioning plant 
would be included in ANGTS. Each company's investment would 
be limited to a sum certain. All debt and equity participants would 
issue acceptable firm commitments prior to construction. 

All necessary Government approvals and authorizations would 
be issued and accepted. All parties would be assured the project 
was economically viable. 

The Canadian segment would be financed and completed without 
U.S. company involvement. Each financing layer would be afforded 
equal terms and conditions. One of these conditions in particular 
merits explanation to you. I refer to the second requirement. 

Each company's investment will be limited to a sum certain. 
Here we are not trying to avoid risk per se, only risk beyond our 
financial capability. 

Indeed, we find considerable risk in the thought of investing a 
finite sum of several billions of dollars in this very costly system to 
send gas to a difficult-to-define future market in an economic out­
look ill-defined as to inflation and cost of capital. 

Rather, our concern is to reasonbly limit our stockholders' capi­
tal to outer viable limits. 

Within those limits, we are concerned about the risks of overruns 
from unexpectedly high interest costs or inflation, about the risk of 
adverse political or economic events and about the risk of insuffi­
cient financial commitments from creditworthy parties to assure 
that the expected project cost and possible overruns will be fully 
funded. 

We are equally concerned that wellhead or tariff revenue might 
be reduced to facilitate financing. We are trying to lessen our con­
cerns by, one, elaborate early project engineering and costing and, 
two, adequate contingent financing up front and/or some form of 
completion insurance. 

Your proceedings will consider many of the same conditions in 
these waiver hearings. We support your approval of the waivers be­
cause in our judgment, without their adoption, the project will be 
delayed or may fail. 

They will remove some of the obstacles to ownership and con­
struction and improve the chances of project financing by narrow­
ing the field of negotiation and search for remaining solutions. 

The billing commencement waiver addresses appropriately some 
of the risks associated with the project after its physical comple­
tion. However, even if the full waiver package is approved, satisfac-
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tory financial commitments among lenders and equity participants 
must be negotiated. 

Until they are, we must remain uncertain as to whether or not 
the project can be privately financed. Utilization of the north 
Alaska gas appears to be in the Nation's interest, as well as ours. 

The ANGTS project will be extremely expensive and difficult to 
finance. Our possible share of the cost is nearly twice as much as 
the highest annual net income ever reported by Atlantic Richfield. 
This project competes for funds with many other domestic energy 
imperatives available to us. 

We have worked long and hard to solve the problems of bringing 
Alaskan gas to market. We will continue to do so. 

Mr. Chairman, that concludes my statement. I would be happy to 
answer questions. 

[Testimony resumes on p. 482.] 
[The statement of William D. Leake follows:] 
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STATEMENT OF WILLIAM D. LEAKE, VICE PRESIDENT 
ALASKA NATURAL GAS TRANSPORTATION SYSTEM PROJECT, 

ATLANTIC RICHFIELD COMPANY, BEFORE THE FOSSIL AND SYNTHETIC FUEL SUBCOMMITTEE 
OF THE HOUSE ENERGY AND COMMERCE COMMITTEE AND THE ENERGY AND 

ENVIRONMENT SUBCOMMITTEE OF THE COMMITTEE ON INTERIOR AND INSULAR AFFAIRS, 
UNITED STATES HOUSE OF REPRESENTATIVES, OCTOBER 22, 1981 

On behalf of Atlantic Richfield Company, I wish to express my appreciation 

for being afforded the opportunity to present my company's views regarding the 

Waivers of Law submitted by President Reagan to the Congress in accordance with 

the Alaska Natural Gas Transportation Act. 

In 1968, Atlantic Richfield, operating for itself and Exxon Company, U.S.A., 

discovered near Prudhoe Bay, Alaska the largest single deposit of hydrocarbons 

ever encountered in the North American continent. It was later determined that 

the reservoir contained in excess of 9 billion barrels of recoverable oil and approxi-

mately 26 trillion cubic feet of natural gas reserves. Developement of this enor-

mous field in North Alaska commenced almost immediately and in 1977, after com-

pletion of the Trans-Alaska Oil Pipeline, production of crude oil and natural gas 

commenced. Since that time, the Prudhoe Bay Field has produced approximately 2 

billion barrels of crude oil and the field is currently producing approximately 1.5 

million barrels per day, all of which has been consumed in Alaska or in the lower lf8 

states. At the present time, there is also being produced from the field approxi-

mately 2 billion cubic feet of gas per day. Approximately 120 million cubic feet 

_per day of this gas is used as field fuel, approximately 30 million cubic feet per day 

is delivered to the Trans-Alaska Pipeline System to fuel the first lf pump stations 

and the remainder is reinjected into the reservoir to aid in pressure maintenance 

and to be conserved until a gas transportation system is constructed. 
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Atlantic Richfield was an early advocate of the construction of a gas trans­

portation facility to permit gas sales from the Prudhoe Bay Field. Our company 

participated in and contributed to feasibility studies of both the Trans-Alaskan and 

Arctic Gas transpol\ation routes, and as will be detailed later in these comments, 

we have made a significant contribution in money and manpower to the ANGTS 

design effort. 

In 1977, the President and the Congress determined that the Alaska Natural 

Gas Transportation System should be constructed along the Alcan Highway and 

seleeted Nor'ttlwest Pipeii!'le CO'ITif'Ja1'1Y "tt eonstruc"t arm ~te ~ ~. 

Shortly thereafter, the Congress enacted the Natural Gas Policy Act of 1978 

wherein, for the first time, they established a permanent ceiling price for Prudhoe 

B~y gas at $1.45 per million BTUs to be adjusted only by an amount equivalent to 

annual inflation. 

Subsequent to the selection of the transportation route and the enactment of 

the pricing legislation, Atlantic Richfield negotiated Letters of Intent for the sale 

of its share of the Prudhoe gas production with six potential purchasers, Pacific 

Lighting Corp., Panhandle Eastern Pipeline Company, Texas Eastern Corporation, 

Texas Gas Transmission Company, United Gas Pipeline Company and Transwestern 

Pipeline Company. Definitive gas sales agreements have not been negotiated with 

all potential purchasers; however, we anticipate that these necessary negotiations 

will be completed prior to the certification of the Alaska Natural Gas Transporta­

tion System. 
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In his 1977 Decision and Report to the Congress on the Alaska Natural Gas 

Transportation System, the President stated that producers of significant amounts 

of Alaska gas, their subsidiaries and affiliates, should not participate in the owner-

ship of the Alaska Natural Gas Transportation System except that the producers 

could provide guarantees for project debt prior to project completion only. In his 

report, the President stated, ''The aforesaid producers o:f Alaska gas may not be 

equity members of the sponsoring consortium, have any voting power in the pro-

ject, have any role in the management or operation of the project, have any con­

tinuing financial obligation in relation to debt guarantees associated with initial 

project financing after the project is completed and the tariff is put into effect, or 

impose conditions on the guarantees of project debt permitted above which may 

give rise to competitive abuses, including power to veto pro-competitive policies." 

(Decision, p.39) While Atlantic Richfield had no interest in owning an interest in or 

assisting in the financing of a gas pipeline system, we informed the Congress in 

1977 that such limitations were unwarranted and unprecedented in any financial 

transaction that we have ever encountered and that it was our opinion that such 

limitations would severly discourage any prospective creditor or guarantor. In 

spite of the concerns of Atlantic Richfield and of others that were expressed to the 

Congress, the requirement of the President's Decision that producers be excluded 

from :financial participation in the Alaska Natural Gas Transportation System was 

adopted. 

In August 1979, Secretary of Energy James R. Schlesinger urged the principal 

gas producers in the Prudhoe Bay Field to propose plans for producer participation 

in the ownership and construction of the Alaska Natural Gas Transportation 

System. The Secretary informed the producers that, in his opinion, the pipeline 

system could not be privately financed without the participation of the major prod-

ucers. 
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In response to the Secretary's request. Atlantic Richfield, on February 28, 1980, 

informed Secretary of Energy Charles W. Duncan, Jr. that it was willing to discuss 

possible financing plans with the pipeline sponsors but that it would not assume 

responsibility for guaranteeing the debts of any other participant nor could it 

assure or guarantee the completion of the project. Atlantic Richfield also in­

formed Secretary Duncan that it could not participate in the project unless all 

conditions necessary to financ~ and construct an economically viable system were 

satisfied and that it was unwilling to provide more than its proportionate share of 

the debt of the pipeline project. 

In its communications with Secretary Duncan, our Company summarized its 

concerns relating to the financeability of the transportation system, pointing out 

that the Company could not provide the guarantees referred to in the President's 

Decision without placing the Company in severe financial jeopardy. The Company 

went on to enumerate the points that it believed necessary to make the project 

financeable and economically viable. Among the more important points highlighted 

by the Company at that time were the follo:wing: (1) approval of producer equity 

participation, (2) assurances that the entire project, including the Canadian leg, 

was economically viable and would be completed, (3) inclusion of the conditioning 

facilities in the transportation system and tariff, (ll) tariff protection for the lend­

ers against permanent or temporary interruption of service, and (5) a reliable cost 

estimate. As we noted at that time, there were other considerations; however, the 

foregoing list was of such importance that it was considered necessary to place 

special emphasis on the items contained herein. 

In June, 1980, in response to further requests from the Department of 

Energy, Atlantic Richfield negotiated with the other producers and the pipeline 
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sponsors a Cooperative Agreement which enabled the producers and the sponsor~Uo 

share the cost of developing a reliable pipeline design and C()St estimate for the~.',_~·: .. '.: 

Alaska portion of the Transportation System, including the Gas Conditioning Pl~t. 

As a result of this Agreement, by the end of 1981 Atlantic Richfield will have con­

tributed approximately $70 million toward the cost of the Design and Engineering 

study. The system cost estimate has now been delivered to the Federal Energy 

Regulatory Commission and is being reviewed by the Commission as a part of its 

certification process. 

Concurrently, with the execution of the Cooperative Agreement, the pipeline 

sponsors and the producers signed a Joint Statement of Intention to Work together 

in --effort to (Jeyelop a financing p!en which cou!d be presented m .potential lend-

ers and to the government to determine whether or not the project was viable. As 

a result of the efforts of the parties, on May 21, 1981, Atlantic Richfield, the pipe­

line sponsors and other producers agreed upon an outline of a financing plan and 

presented it to Secretary of Energy James Edwards. Included among the concepts 

set forth in the plan was an agreement by the Prudhoe gas producers and pipeline 

sponsors whereby the producers would be permitted to own 30% of the Alaska por­

tion of the transportation system including the conditioning plant by providing 

equity in the amount of $2.25 billion and arranging debt contribution up to $6.75 

billion. Atlantic Richfield's agreement upon these financing concepts was condi­

tioned upon the following circumstances: 

(1) The conditioning plant to be located on the North Slope of Alaska 

would be included as an integral part of the Alaska portion of the 

ANGTS. 

(2) The debt/equity ratio for all capital investments in the system 

would be 75:25. 
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(3) The investment limits for all participating companies would be de­

fined at the outset of the financing effort. As a group, the producer 

companies would provide eguity in an amount not to exceed $2.25 

billion. 

(4) Debt funds (pipeline and plant) would be sought on a project credit 

basis. The transmission group would be responsible for arranging 

$15.75 billion in project debt and the producer group would accept 

responsibility for arranging $6.75 billion in additional project debt. 

Producer debt would be accorded terms and conditions equivalent to 

the terms and conditions accorded other project debt. All financing 

layers would be guaranteed equal terms and conditions. 

{5) &en company's investment woo:ld tle limit'ed tD a sum uertain de­

fined in the financing plan. 

(6) The Alaska Northwest partners would own 70% of the pipeline and 

the plant and the producing companies would own 30% of the pipe­

line and the plant. Equity commitments to the completion as­

surance pool would be on a 70:30 ratio. 

(7) All debt and equity participants would issue firm commitments, 

acceptable to all participants, prior to commencement of construc­

tion of the pipeline or plant. 

(8) All necessary governmental approvals and authorizations (including 

producer equity ownership) would be issued and accepted by the 

participants. 

(9) All parties would be assured that the project was economically 

viable. 

(IO) All parties would be assured that the Canadian segment would be 

financed and completed without U.S. company involvement. 
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Based upon the comments received from potential lenders, on June 17, 1981, 

the pipeline sponsors submitted to the President their recommendations for waivers 

considered to be necessary to permit the producers to consider participating in the 

project and to facilitate negotiations with potential lenders for the financing of the 

Alaska Natural Gas Transportation System. 

Among the proposed waivers is a recommendation that the Alaska Natural 

Gas producers be permitted to own an equity interest in the transportation system. 

As we informed the Congress in 1977, we were not disturbed economically by being 

then excluded from equity participation in the project; however, we were deeply 

concerned that the President and the Congress would assume or suggest that our 

company had an obligation to put at r.i.sk a nonfinite sum oi ~Y in the .focm .Qf: 

open-ended guarantees of debts incurred by others while denying our Company any 

voice in management or voting power over expenditures. Even the fee for provid­

ing such guarantees was deemed by the President's Decision to be minimal and left 

to be determined at a later time. In 1977, we did not seek an opportunity to parti­

cipate in the ownership or financing of the transportation system, on any basis. 

Until contacted by Dr. Schlesinger in 1979, our position remained the same. Since 

then, we have been informed by the Secretary of Energy, other administration 

officials and the pipeline sponsors that the gas pipeline project cannot be private!¥ 

financed without producer participation. While we remain convinced that gas pipe­

line projects of this type should be owned and financed by gas pipeline companies, 

·we are willing to consider participation in the ANGTS, but we have reservations 

about doing so. 

To enable Atlantic Richfield to participate, even to a limited extent, it is 

necessary that the Congress approve a waiver of that part of the President's 
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Decision that excludes Atlantic Richfield and other producers from equity owner­

ship in the pipeline. It is our belief that this barrier to producer participation was 

unwarranted in that it was based upon unrealistic judgmental theorizing by the 

Department of Justice which concluded that the producers should be excluded from 

transportation system ownership since such ownership in some manner might be 

construed to violate the antitrust laws. In our opinion, such determination was in 

error in 1977 and is equally in error at this time. 

Our Company does not seek control of the transportation system, but it is 

neither able nor willing to commit the assets of Atlantic Richfield without owner­

ship of an interest in the project which will enable it to ensure that our investment 

is prot>erly managed. For example, our Company has no desire to influence or con­

trol access to the pipeline so long as the system is not jeopardized and so long as 

we are not required to contribute financially to permit such access. Similarly, we 

would want to participate in decisions relating to pipeline expansion only to the 

extent necessary to insure that our pre-existing investment in the pipeline system 

was not endangered by such expansion. ·Of course, all questions of access or 

expansion will come before the FERC for hearing and will be subject to Depart­

ment of Justice review. We support the desirability of such Department of Justice 

review, and we are confident that this direct antitrust oversight will insure that 

the specific language in Section l3 of the Alaska Natural Gas Transportation Act 

and the policy behind such language will be strictly enforced. 
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While we firmly believe that producer equity ownership and debt responsi­

bility in the pipeline system in no way violates the antitrust laws, to alleviate the 

apparent concern of some on this point, we suggested that the waiver language be 

accompanied with a provision stating that the waiver does not imply or effect an 

amendment to, or exemption from, any provision of the antitrust laws. Such a 

provision was included as Section 14 of the Alaska Natural Gas Transportation Act, 

and it would be appropriate to repeat the l~nguage in the waiver. We believe that 

it is inappropriate to create any antitrust standard applicable to producers only 

other than the standard set forth in Section 14, which seems to clearly reflect 

congressional intent to afford equal protection of Ia w to all participants. Further, 

as noted in Alaska Northwest's June 17, 1981 waiver submittal to the President, 

producer ownership will, both initially and throughout the life of the project, be 

subject to FERC review. Thus, assurance will exist that producers cannot inhibit 

reasonable access or expansion. 

Also included in the President's waiver proposals, is a recommendation that 

the conditioning plant required to prepare Alaska gas for shipment in the pipeline 

be included as an integral part of the Alaska segment of the ANGTS. The terms 

"gas processing" and "gas conditioning" have, during the history of this project, 

been used interchangeably as if synonymous. This is improper usage of these 

terms. Gas conditioning is properly defined as the act of rendering natural gas 

compatible with the design and quality specifications of a particular pipeline 

·system. Gas processing refers to the act of removing liquid hydrocarbons for sale 

as natural gas liquids. It is important to keep this distinction in mind. 
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The gas conditioning plant to be constructed at Prudhoe Bay has been de­

signed solely to meet the pipeline specifications selected by the sponsors. These 

specifications will require: (!) compressing the gas to unusually high pipeline inlet 

pressure; (2) establishing its hydrocarbon dew points at unusually stringent levels; 

(3) Chilling the gas to below freezing temperatures; and (4) reducing the carbon 

dioxide content of the gas to a level significantly lower than the level ordinarily 

accepted for pipeline transmission. Such unique pressure and quality requirements 

will be imposed to provide initial pipeline compression, to facilitate the transporta­

tion of the gas, to prevent melting the permafrost and increase pipeline throughout 

capacity by chilling and to reduce transmission costs by eliminating carbon dioxide. 

These conditioning costs are therefore all properly a part of the cost of transpor­

ting the gas. The e.xtrliQl"din,;u"y specifications estab!.i$he0 .Py the pipeline sponsors 

for gas entering the ANGTS were designed to minimize the investment and opera­

ting costs of the transportation system. Further, the natural gas transmission com­

panies which have already made public their arrangements for the purchase of 

Prudhoe Bay gas have contracted to take title to the gas including all entrained 

liquids at the inlet side of the gas conditioning plant. This reinforces the concept 

of the conditioning plant appropriately being considered a part of the overall trans­

portation system. 

The correctness of this concept has been demonstrated recently by Commis­

sion orders issued in March and June of 1981 in a proceeding involving Pacific­

'Offshore Pipeline Company (POPCO), FERC Docket CP74-35. The Commission 

there granted a certificate of public convenience and necessity to POPCO to cons­

truct an offshore pipeline and onshore gas conditioning facilities. Under the Com­

mission approved plan, POPCO, a wholly owned subsidiary of Pacific Lighting 

Corporation, would purchase gas from the producer at the offshore production 

facilities, transport the gas onshore where it would be conditioned (or 

93-367 0-82-31 
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treated) to pipeline specifications and then resold to Pacific Lighting. The main 

conditioning plant components included (1) removal of sulfur, (2) extraction of 

carbon dioxide and (3) removal of liquids necessary to achieve hydrocarbon dew 

point control. Thus, the conditioning plant certificated in POPCO is similar in 

essential purpose to the Prudhoe Bay conditioning plant. In certificating the con­

ditioning facility, the Commission recognized the basic distinction between gas 

treating or conditioning and gas processing. 

The POPCO proceeding demonstrates that inclusion of the Prudhoe Bay plant 

in the ANGTS is compatible with current Commission practice. Further, numerous 

certificated pipeline projects heretofore constructed in the lower ~8 states have 

included conditioning facilities and the cost of service of such facilities have been 

included in approved tariffs. 

The producer/sponsor May 21, 1981 agreement on financing concepts recog­

nized financing realities that had been increasingly apparent as design and cost 

estimate work proceeded, discussions between sponsors developed, and preliminary 

opinions from the financial community were received. As the investment banking 

advisors stated in their analysis of the project, "One financing absolute is that, in 

terms of financial risk assessment, the natural gas transportation related functions 

of the gas conditioning plant constitute an indispensable part of the ANGTS. It 

performs functions which should be part of the System. The gas conditioning plant 

function that is dedicated to readying gas for transmission is creditworthy only to 
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the extent that the credit support for the ANGTS affords it security. By the same 

token, the other components of the System cannot obtain private financing unless 

the gas conditioning plant can be financed and constructed, and the debt and equity 

investment therein protected through the tariff mechanism underlying ANGTS. 

For financing purposes, this link in the chain forged by the ANGTS requires the 

same quality support afforded other components." In summarizing their position, 

the advisors observed, "Private financing without some such sharing would not be 

possible, for no lender could assess the risks of the project absent an evaluation of 

the gas conditioning plant risk, and could not provide funds to the truncated project 

without the same assurances being provided to the plant that the pipeline segments 

of the project is accorded. The financial community will not accept a situation 

~ -one integra! part of "the project is subject to ~latory treatme!rt erea"ti!ig 

cCI'edit,~ materially weaker than another integral part." 

The President's waiver proposals contain other recommendations that are 

deemed necessary by potential lenders and the sponsors if the project is to go for­

ward. As a participant in the other large pipeline project in Alaska, the TAPS oil 

pipeline, we can attest to the difficulties which are to be encountered and the 

additional costs to be incurred if the regulatory review process is permitted to 

continue without limits. To the extent that Alaskan Northwest is required to parti­

cipate in unnecessary evidentiary hearings prior to the commencement of each 

segment of the pipeline system, it could significantly prolong the time for comple­

tion of the project and add billions of dollars in cost. 
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'·.·: 
This project h~ been revievi"ed ~ extensively ~ any similar pr()j~ct o;!Ver under­

taken in the United States. The sponsors have stated that further r~gulatory 

hearings should be kept to a minimum and that the proceedings that are required 

should be handled expeditiously. We concur with this recommendation and support 

·.::.:: 

the President's proposed waivers relating to further hearings. 

Potential lenders have informed the ANGTS sponsors that private financing 

of the project depends upon many factors, not the le~t of which is regulatory cer­

tainty. As we have learned from our TAPS experience, the need to clarify all regu-

Ia tory standards prior to commencement of a project cannot be overemph~ized, 

and the failure to establish the binding guidelines for determining the tariff can 

have unforeseen and detrimental consequences. Though the TAPS owners were 

pipeline tariffs were well-established and predictable, our company is now engaged 

in a protracted proceeding before the FERC to determine retroactively to the 

commencement of operations in 1977 the proper tariff to be charged for the pipe-

line shipment of Awka oil. This proceeding h~ required that we commit thou-

sands of hours of management time to defend a regulatory approach that we 

believed to be "certain". The ANGTS project will require a capital commitment 

between five and six times the amount expended on TAPS, and we share the con-

cern of the lenders that a future regulatory agency, when confronted with the 

actual tariff, may feel compelled to revisit the decision of a prior commission and 

reduce the amount to be paid or modify the shipper tracking mechanism in a man­

.her that deprives owners and shippers of the recoupment that they require to jus-

tify their respective investments and obligations. The proposal to waive Sections 

4, 5, 7 and 16 of the Natural G~ Act is designed to provide potential lenders and 

the sponsors the assurance that once commitments have been 
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made to this project there will be no arbitrary regulatory action which will jeopar­

dize the recovery of cost of service or tariff. If Col]gress does not provide this 

degree of· certainty, it could lead to the refusal of large segments of the financial 

community to participate in this financing because of their concern that the obli­

gors on the documents of indebtedness might be unable to fulfill their obligations 

to the lenders. The TAPS owners were able to fianance their project because of 

the willingness of their parent corporations to guarantee the debts of their res­

pective affiliates involved in the project. No such assurance will exist in this 

undertaking, and the lenders will expect assurance of regulatory certainty before 

proceeding with the development of the financial plan. 

l.ike other possible participants in this project, Atlantic Richfield requires 

assurance that Alaskan Northwest Natural Gas Transportation Company will be 

considered a "natural gas company" under the Natural Gas Act at the time that it 

or its affiliated company as a co-owner in Alaskan Northwest participates in the 

acceptance of the certificate of public convenience and necessity authorizing the 

owners of the project to proceed with construction and operation of the system. 

Thus, we concur with the recommendation of the President that Section I (b) and 

2(b) of the Natural Gas Act be waived to the extent necessary to classify Alaskan 

Northwest and any shipper of natural gas through the Alaska segment of the 

approved system as natural gas companies. 

Perhaps the most controversial feature of the President's waiver proposals 

relates to the waiver of Section V Condition IV -3 of the President's Decision. This 

waiver would authorize the Federal Energy Regulatory Commission to permit bill­

ing to commence and collections to be made prior to actual delivery of Alaska gas 

if the Canadian, Alaskan pipeline or conditioning plant segment of the system 
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were completed and capable of operation and after a date established for payment 

by the FERC. We have been informed that some form of precommencement billing 

is necessary to fulfill a commitment of the United States to the government of 

Canada to permit investors in the Canadian segment to recover their investments 

if the entire project is not timely completed. Similar treatment is accorded the 

Alaska segment and the conditioning plant though the recovery is limited to debt 

service. Authorizing the Commission to permit collection of tari.ffs as to segments 

completed prior to the actual flow of Alaska gas should facilitate the financing of 

the project. Certainly, it will go a long way toward providing the assurances 

required by Canada prior to their issuing the necessary permits for the construction 

of the Canadian segment. The billing commencement waiver appropri<>.tely lessens 

some of the risks after physical completion. However, even if the full waiver 

package is approved, ~actory financial commitments among lenders and equity 

participants must be negotiated. Until they are, we must remain uncertain as to 

whether or not the project can be privately financed. 

Our company has specified the maximum commitment that it can make to 

the project. We are not trying to avoid risk per se, only risk beyond our financial 

capability; indeed, we find considerable risk in the thought of investing a finite sum 

of several billion dollars in this very costly system to send gas to a difficult-to­

define future market in an economic outlook ill-defined as to inflation and cost of 

capital. Rather our concern is to reasonably limit our stockholders' risk capital to 

:viable outer limits. Within those limits,· we are concerned about the risk of over­

runs from unexpectedly high interest costs or inflation, about the risk of adverse 

political or economic events and about the risk of insufficient financial commit­

ment from credit-worthy parties to assure that the expected pr.oject cost and 

possible overruns will be fully funded. We are equally concerned that wellhead 
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or tariff revenue might be reduced to facilitate financing. We are trying to lessen 

our concerns by (1) elaborate, early project en.gineering and costing, and (2) 

adequate contingent financing up front and/or some form of completion insurance. 

If additional financial support for the project is required, the sponsors must 

look to other sources. Absent further participation, such as from other pipeline 

companies, State of Alaska, industrial users or other producers, the only other 

source may be the government. 

We strongly believe that the project is in the national interest and that its 

construction will not only bring Prudhoe gas to the lower ~8 states but it will a,lso 

ensure that North Alaska is fuily expiorerl for oil anel gas reserves. Absent "!!1'1 

Alaska natural gas transportation system, many producers will be discouraged and 

exploration which would be in the national interest will not occur or will be defer­

red for decades. 

In summary, while we cannot state that the Waiver package will be sufficient 

to satisfy the potential lenders' needs and ensure financeability of the project, it 

would appear that appropriate legislative action to clear away legal barriers is 

necessary to permit solicitation of project participation and to set in place some of 

the key economic and regulatory terms necessary for all to decide if the project is 

economically feasible. We consider construction of the ANGTS to be in the national 

interest and are hopeful of its success. 
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Mr. SHARP. Mr. Mosier. 

STATEMENT OF FRANK E. MOSIER 

Mr. MosiER. Mr. Chairman, my name is Frank Mosier. I am a 
senior vice president and a director of the Standard Oil Co., in 
charge of its supply and transportation activities. 

My responsibilities in the transportation area include, among 
other things, Sohio's interest in this gas pipeline project, the trans­
Alaska oil pipeline, and a fleet of ocean-going tankers transporting 
the Alaskan North Slope crude oil. 

In the interest of time, I will not read my prepared statement, 
but rather I will just summarize the key elements and ask that the 
prepared statement be included in the record. 

Mr. SHARP. Without objection, all the prepared statements will 
be a part of the record. 

Mr. MosiER. Briefly summarizing the main points of my testimo­
n·y are Sohio's beliefs that natural gas from the North Slope of 
Alaska is a viable new source of energy for the United States. 

We further believe the large diameter pipeline from Prudhoe 
Bay, Alaska through Canada to the lower 48 States is as good as 
any means to transport that gas. 

Alternatives would present similar problems in financing and we 
would lose all the benefits of the far-advanced engineering and re­
lated work. 

Sohio has no desire to be in the natural gas transmission busi­
ness. But we recognize that without the producers' participation, 
this project cannot be financed. We have indicated a willingness to 
commit over $2 billion to this project under certain conditions, in­
cluding the right to be an equity owner consistent with our invest­
ment if the conditioning plant is considered part of the Alaskan 
portion of the pipeline, and provided that the $30 billion Alaskan 
segment of the project and Canadian sector of the project can be 
adequately financed. 

This is the largest up-front financial commitment Sohio has ever 
made to a project except for the front-end commitment to the 
trans-Alaska pipeline and Prudhoe Bay field. 

Sohio believes the waiver package being considered is necessary 
to allow the project to proceed although it is not clear to us that a 
project of this magnitude can be financed in the private sector. 

This summarizes the key elements of my testimony. 
[The statement of Frank E. Mosier follows:] 
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STATEMENT OF F. E. MOSIER 
BEFORE THE FOSSIL AND SYNTHETIC FUEL SUBCOMMITTEE 

OF THE HOUSE ENERGY AND COMMERCE CO~liTTEE AND THE 
ENERGY AND ENVIRONMENT SUBCO~liTTEE OF THE 

HOUSE INTERIOR COMMITTEE 

October 22, 1981 

Mr. Chairman, my name is Frank Mosier. I am a Senior Vice President 

and a Director of The Standard Oil Company, in charge of its supply 

and transportation activities. My responsibilities in the 

transportation area include, among other things, Sohio's interest 

in this gas pipeline project, the trans-Alaska oil pipeline, and 

a fleet of ocean-going tankers transporting the Alaskan North 

Slope crude oil. 

By way of background, following the discovery of the Prudhoe Bay 

oil field, the importance of the 26 trillion cubic feet of natural 

gas in this reservoir was recognized and studies were conducted 

to determine how best to move this gas to market in the lower 

48 states. Sohio, as an owner of approximately 25% of the gas, 

participated in certain of these studies. We were convinced that 

this was an important future source of energy for the United 

States. Subsequent events have borne out that the production 

of the largest reservoir of natural gas yet discovered in North 

America is of vital importance to the United States. At a gas 

delivery rate of 2 billion cubic feet per day, this reservoir 

will supply approximately 5% of U.S. natural gas usage. Moreover, 

the availability of a transportation system will likely stimulate 

exploration on the North Slope of Alaska, which could result in 

additional significant natural gas discoveries. 
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Through the years we have been in a continuing process of evaluating 

alternative systems for the transportation and marketing of the 

Prudhoe Bay gas. We believe that the concept of a large diameter 

pipeline from Prudhoe Bay through Alaska and Western Canada to 

the lower 48 states is as good as any means to bring this gas 

to market. The Alaska Natural Gas Transportation System, frequently 

referred to as ANGTS, employs this physical concept. Other 

alternatives including an all-Alaskan line, conversion to 

methanol on the North Slope, and the use of ice breaking tankers, 

have several key characteristics in common with the ANGTS project. 

Initial investments of the same order of magnitude are indicated, 

and each of these projects has its own unique risks and regulatory 

problems. Selection of any of these alternatives would encounter 

similar problems in financing, and we would lose all the benefit 

of the far-advanced engineering and related work. 

In testimony before Congress in 1977 when the President's Decision 

was under consideration, Sohio made it clear that we were not 

in the gas transmission business and had no desire to enter that 

business. We still have no desire to be in the gas transmission 

business. We also expressed the opinion that the project could 

not be financed without government participation, and we questioned 

the viability of the project under the conditions set forth in 

the President's Decision. However, in 1979 we were urged by 

the Department of Energy to consider becoming a part of this 

project because it could not be financed without the participation 
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of the Prudhoe Bay gas producers. In June 1980, Sohio, along 

with Arco and Exxon, signed a cooperative agreement with the gas 

transmission companies to carry out design, engineering, and cost 

estimation work on the Alaskan segment of the pipeline and gas 

conditioning plant on a shared cost basis. The producers also 

signed a Joint Statement of Intention with the sponsoring 

partnership, pledging to work toward a financing plan. We 

believe that the producers have carried out their obligations 

under these agreements. Sohio's share of costs under these 

agreements has totaled approximately $40 million to date. 

We have indicated a willingness to take on a commitment of up 

_I 

to $2.25 billion which represents a share of the producers' overall 

30% interest in the Alaskan segment of this project. Our share 

will be based on our percentage of gas reserves supplying this 

facility. This participation is subject to certain conditions 

and limitations. Two of the conditions are satisfied by elements 

of the waiver package which is the subject of these hearings. 

Sohio must have an equity interest in the project consistent with 

its level of investment, and the gas conditioning plant must be 

part of the transportation system. Other conditions and 

qualifications which must be satisfied include the following: 

the total project must retain economic viability; all necessary 

governmental approvals must be obtained on a timely basis; there 

must be assurance that the Canadian segment will be financed; 
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all funds for the Alaskan segment must be committed before 

construction commencement; and the financing must be on the same 

terms and conditions which apply to other investors in the project. 

The fact that Sohio has agreed to commit over $2 billion to this 

project is a statement of our current attitude on its importance, 

the appropriateness of the physical concept and its prospective 

economic viability. However, if world events or governmental 

processes or decisions change the viability of this project, we 

would have to reassess our participation prior to major expenditure 

of funds. 

This project is the second largest, upfront financial commitment 

that Sohio has ever made, exceeded only by our initial $4 billion 

commitment to the trans-Alaska oil pipeline and the Prudhoe Bay 

field development. During the next 5 years, while this project 

is under construction, Sohio's capital expenditures are anticipated 

to be about $20 billion. Over 80% of these expenditures are for 

domestic energy-related projects and programs. Approximately 

$6 billion represent expenditures to maintain the Prudhoe Bay 

oil production. No other single project will carry with it an 

upfront commitment as large as $2.25 billion. Unlike ANGTS, other 

projects and programs can be accelerated or slowed down as 

circumstances dictate. The lack of flexibility in a commitment 

of this size, and other risk factors such as uncertainty of 
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future gas prices, _ _gas markets, capital cost overruns, and 

completion delays, make it less than prudent for us to commit· 

more than $2.25 billion to this project. I want to emphasize.? 

that this commitment of $2.25 billion is the upper limit of our 

participation. 

An additional condition to Sohio's participation in this project 

is that initial financing arrangements for the Alaskan portion 

must be for at least $30 billion. This amount, which includes 

a $3 billion overrun pool, is based on definitive estimates 

prepared by contractors at a cost to the participants of about 

$400 million. Our experience with high rates of inflation for 

construction on the North Slope of Alaska substantiates the need 

for tpe included contingencies and overrun pool. 

As indicated above, two important elements of the waiver package 

are necessary to obtain our participation in the project. If 

we are going to provide financial support, we must have the right 

to be an equity owner, and the conditioning plant must be included 

as part of the transportation system in Alaska. Equity ownership 

is required because those who invest in a project are entitled 

to the full benefits of ownership. The conditioning plant must 

be included because it is necessary solely to prepare the gas 

for entry into the pipeline. The design basis selected for the 

pipeline dictates the degree of conditioning required. Alternative 

pipeline designs could have been selected at higher capital costs 
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and lower operating efficiency which would have eliminated the 

need for this facility. The conditioning plant is a part of the 

transportation system selected and should be included in the 

system for tariff and other purposes. 

In conclusion, the equity and gas conditioning plant provisions 

of the waiver package are critical to our participation. Other 

provisions such as regulatory certainty and billing commencement 

are critical to the sponsors and bankers. It is not clear to 

us that a project of this magnitude can be financed without Federal 

government participation. However, it is clear that without the 

waiver package the project cannot go forward. 
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Mr. SHARP. Mr. Rogers of Kentucky is recognized for 5 minutes. 
Mr. RoGERS. Thank you, Mr. Chairman. 
I am puzzled, Mr. Reso, by your initial statement that you were 

reluctant to become involved in this project for the variety of rea­
sons you mentioned. 

I am wondering what changed your mind. 
Mr. REso. What changed our mind, Mr. Rogers, was the fact that 

the Secretary of Energy, then Dr. Schlesinger, called us in and re­
quested we help finance this project. 

The opinion was expressed to us and we were convinced by argu­
ments made by Dr. Schlesinger and then later by Mr. Duncan, that 
the project would not be financeable without our participation. 

So we were reluctant but we were willing to participate. We were 
assured at that time that the legal impediments to our participa­
tion would be removed, because at that time, of course, as today, it 
was not legal for us to be investors in the project. 

From that, led to negotiation of terms under which we have 
agreed to participate; terms acceptable to the Department of 
Energy, acceptable to the sponsors and acceptable to us as produc­
ers. 

Mr. RoGERS. What are the details of the participation in the own­
ership that you see? 

Mr. REso. It is pretty straightforward. One is that we three pro­
ducers have agreed to supply 30 percent of the capital. We have 
agreed to arrange for 30 percent of the debt. We have requested 
that each investor be treated equally, so the funds we bring to the 
party are treated the same as the funds anyone else brings. 

We will not overfinance somebody else. We will not become a 
banker for an investor. Also, we have agreed to the inclusion of the 
gas conditioning plant as part of the pipeline system. We have 
agreed to participate on the basis as Mr. Leake said, that the Cana­
dian portion of the system would be financed without our participa­
tion. 

In other words, we didn't want to have to negotiate a deal on the 
Alaskan segment and then come back at the end of the day and 
say, well, let's do another one for the Canadian system. 

We also agreed that our participation was based on our finding 
that the project was economically feasible. We are convinced right 
now that the project is economically feasible under the terms that 
have been negotiated. 

That is about it. Those are the major terms for participation by 
producers. 

Mr. RoGERS. Do you see a complicating factor, if the waivers are 
granted and you are permitted to have equity ownership in the 
project, do you see some antitrust problems inhibiting the develop­
ment of the North Slope reserves? 

For example, limitation to the access of the gas transportation 
system? 

Mr. REso. No. Mr. Rogers--
Mr. RoGERS. Is there some problem we might have? 
Mr. REso [continuing]. No, I don't see any antitrust problems. We 

thought that the finding in 1977 that there were antitrust prob­
lems involved in producer ownership of equity was a bad decision. 
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We thought it was ill founded. We didn't think it was right, but 
we didn't object to the decision because we weren't interested in in­
vesting in the project. 

I think that there are protections built in through the regulatory 
process governing the interstate transmission business, to protect 
the people against that type thing. I think that is one of the re­
sponsibilities of FERC. We are all, of course, subject to all the 
normal antitrust laws. 

In fact, we have a great interest in the expansion of this system 
if expansion is feasible. We are exploring for oil and gas on the 
North Slope. 

Mr. RoGERS. On a more practical basis, suppose the pipeline is 
built and you're owner of a 30-percent equity, and it becomes more 
profitable to your company to ship less gas through this pipeline in 
order to sell more oil supplies to a competing type of activity. 

Where would you--
Mr. REso. I can't imagine that circumstance happening. It is so 

hypothetical that I can't imagine that happening. We do have, you 
know, a contractual obligation to deliver gas into this system out of 
our production. 

In fact, there would be no financial reason for us to withhold 
that gas. 

Mr. RoGERS. Wouldn't you lose some fuel oil sales if you built a 
gas pipeline? 

Mr. REso. The problem in our industry, as it is in the country 
right now, really is-in the United States, is not losing sales of fuel 
oil. The United States is short of energy resources. We are import­
ing energy resources. This gas will come into the systems of gas 
distribution companies. I think about 48 percent of the gas distribu­
tion customers in the United States will receive gas from this 
system, and most of the gas will be used in the residential and com­
mercial sector. 

There will be no way for us to identify these molecules as com­
peting for fuel oil customers of ours and I think generally they will 
not be competing. 

Mr. SHARP. Time of the gentleman has expired. 
The gentleman from West Virginia, Mr. Staton. 
Mr. STATON. I think I have got this right now. In 1977, President 

Carter said you couldn't participate. 
Mr. RESO. That's right. 
Mr. STATON. In 1979, then Secretary of Energy Schlesinger said 

you must participate. This particular portion of the waiver package 
was offered at that time by Secretary Schlesinger? 

Mr. REso. Secretary Schlesinger did not demand that we partici­
pate. He requested that we sit down and negotiate ways in which 
we could. Then we called to the attention of the administration 
that we were barred by law--

Mr. STATON. What did he say? And so now this particular part, 
even before the current waiver package that it was ever offered. 

Mr. RESO [continuing]. That's correct. As the law now stands, it 
is not legal for Exxon to own a share of this project. That is the 
reason for part of the waiver. 

It must be made legal if we are to participate. 
Mr. STATON. Do you share that opinion, that you should be in? 
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Mr. RESO. We would rather not be in as investors. It is not our 
business. It is not the business we are inclined to invest in. 

We think it is an important project. We have been convinced 
that our presence is required if it has a chance to go. We don't 
know whether our presence will make sure it goes. 

To that extent, we are willing to participate to the extent of 
about 11 percent of $30 billion. 

Mr. STATON. I have heard both panels express some reluctance to 
say the package can go. Given, on a scale of 1 to 10, what would 
you say, if the waiver package were granted, that private financing 
could be arranged? 

Mr. RESO. I think you ought to ask the people that are involved 
with providing the debt financing for the project that question. I 
really don't know. I am being very honest with you. 

Mr. STATON. I don't really want to fight this particular battle if 
there is no possibility of even getting the financing after that. 

You are saying we don't even know if this is going to do the job. 
You must have some confidence there that it might do it. 

Mr. REso. I think it has a chance of doing the job, as you said. 
But I really don't know. I would be misleading you if I should say 
this is really going to make it happen. 

Mr. STATON. You talk about Canadian participation--
Mr. BROWN. Would you yield? I just wondered how many of the 

bankers that are putting up the money are bigger corporations 
than Exxon. 

Mr. RESO. I doubt that any of them are a bigger corporation than 
Exxon. 

Mr. STATON. Let's go to the Canadian participation here. What is 
your confidence that the, I guess, Canadian Government, those 
people who participate on the Canadian section, what is your confi­
dence they will arrange their financing and get their part of the 
pipeline built? 

I would hate to see us end up in Alaska and the part down in the 
United States and be sitting there waiting for Canada to get its act 
together. 

Mr. RESO. One of the requirements for our participation was that 
all the financing would be arranged prior to everyone making a 
final commitment. 

So before we would make our final commitment of our funds, all 
the financing would be arranged finally, including that for the Ca­
nadian segment, and Canadian segment financing would not re­
quire our participation. 

Mr. STATON. Thank you very much. You have been very patient. 
I have no further questions. 

Mr. SHARP. Thank you. 
The gentleman from Indiana, Mr. Coats. He is not here. 

- The gentleman from Ohio, Mr. Brown, is recognized for 5 min­
utes. 

Mr. BROWN. Gentlemen, I just want to talk to you about the 
principal investment for a minute. 

You know, a decision to make an investment has many facets, as 
any American citizen who has some discretionary funds to invest 
has discovered. 

93-367 0-82-32 
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You can get a big return on your investment in money market 
certificates but they are not guaranteed. Or you can decide to put 
some of your money in Oriental rugs and hold them against infla­
tion and hope that they go faster than inflation. 

Or you can try to get your wife to take a degree in accounting 
someplace and then see if you can put her to work and make some 
money in that regard as she brings in additional income. 

Let me read for those three analogies the choice that you all had 
upon the investment. That you could put your money in this pipe­
line, and get a fairly substantial return if it is successful. 

But there are a lot of risks in whether or not the investment will 
ever pan out. Or you could invest the money in just leaving the gas 
up there and hope that it goes up faster in value over the years 
ahead than some other investment that you might have. 

And that wouldn't take a very substantial amount of money be­
cause you have the gas now. All you have to do is reinject it, and 
you lose some of it. But I don't know how much. I will ask that. 

Or you could take the other route and make a more moderate 
investment, maybe take your money and see if you can find oil or 
gas someplace else. 

I ask this of Exxon because your company has made some inter­
esting discretionary investments in Reliance Electric and some 
other places with, well, interesting results in some instances. 

But the real question is, it is a choice of where you put the 
money, is it not? And you said that you would prefer not to. 

I understood Mr. Mosier said that he would prefer that they put 
their money maybe somewhere else. I am not sure whether I read 
that or heard that in Mr. Leake's statement. 

Mr. LEAKE. You did. 
Mr. BROWN. Would you please advise me just sort of down the 

line seriatum there, what are the choices you would rather have 
for your money, what happens if the gas is not moved over the 
next few years? 

Do we lose a vast national asset, or is it just in cold storage until 
we figure out another way to get it out later on? 

What is the relationship of the potential cost for getting it out 
later and so forth? 

Mr. REso. I might start if you like. I won't discuss our invest­
ment portfolio with you or all of our opportunities because they 
would probably put me in jail because I am in front of some of my 
competitors. 

But we invest and this year we are going to invest $11 billion 
worldwide, about half of that in the United States, and 90 percent 
of that is in energy fields even though some of our other invest­
ments get a lot of publicity; 90 percent of our investments have 
been in the energy field. That 90 percent is significantly more than 
our earnings. This investment we are talking about making here is 
more than the net profits we make in the United States per year. 

What will happen with the gas? Continued reinjection of the gas 
produced will not cause a loss in gas. The gas will be there. 

Mr. BROWN. And go up in valqe? 
Mr. REso. I don't know. I presume it probably will. Everything 

else is going up. What will happen if this project fails? I guess we 



493 

will all regroup and go back to the drawing boards and try to see 
what alternative can be put in place. 

All our studies have indicated from a technical standpoint that 
this project is the best way to get gas from the North Slope of 
Alaska to the lower 48 States. 

Mr. Weaver, I am a petroleum engineer. I used to be. Perhaps I 
better not claim to be one anymore. But we have investigated all 
the other alternatives, and by a pretty significant margin, techni­
cally, physically, this is the best way to do the job. 

We will go back to the drawing boards and try to come up with 
another way. 

Mr. BROWN. Before you finish, because I asked the question 
about the size of your company with reference to the banks, why 
doesn't Exxon just go ahead and build the pipeline? 

Mr. REso. We are reluctant to put that much money in a busi­
ness that is so highly and tightly regulated. We think we have 
much better investment opportunities for our shareholders' funds. 

If someone wants to own shares in a company that is in the in­
terstate gas transmission business in a big way, they don't buy 
shares in Exxon. They buy shares in some of these pipeline compa­
nies. 

Mr. SHARP. The time of the gentleman has expired but if the wit­
nesses may wish to answer the question. 

Mr. LEAKE. Mr. Brown, our answer would not be substantially 
different than Exxon's, other than in size. Our capital program this 
year will be about $5 billion. 

Our share of this would be about twice our annual income. We 
are going to spend some $30 billion over the next 5 years in all our 
capital programs over 60 percent of which is going to be in U.S. 
exploration and development. 

There are no cheaper alternatives to bringing gas to market this 
way, whether the gas increases in value over time depends upon a 
lot of world economic conditions. It may well. 

Mr. BROWN. You have better, safer investments, though, is that 
what you are saying? 

Mr. LEAKE. No. We have better investments, and I'd guess all 
things considered, since they might be in smaller pieces, and we 
can control the pace of spending, and can stop, if necessary, with­
out having a share of $9 billion firmly committed, they are to that 
extent safer. 

Mr. MosiER. Congressman Brown, with regard to Sohio's situa­
tion, it is probably pretty evident to most of the people here that 
we are sort of a one-project company. And that project is the North 
Slope of Alaska. 

Fate has been very good to us, much better than we had antici­
pated on that one project. This particular project is associated with 
that particular reservoir, and a massive investment above the level 
which we are talking about, which is also a very significant 
amount of money, would make certain that, for the rest of this cen­
tury, we would continue to be a one-project company tied exclusive­
ly to a single reservoir. 

Our total capital projects during the period of construction of the 
project, over the 5 years, we will say, will approximate $22 billion. 
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Over 80 percent of that will be in the energy field, alternative 
sources of energy, domestically in the United States. A lot of it on 
the North Slope of Alaska. 

In fact, I believe some $6 billion will be required during that 
period to maintain oil production there. 

So we have this level of dedication of funds to the oil and gas 
business in projects which we feel are equal to or better in many 
regards in terms of expected return than this gas pipeline project. 
We made this dedication because we are convinced that this project 
is viable at this point. 

But it is a question of degree and it is a question of risk and it is 
a question of management and prudence on how much money we 
dedicate to each of the several alternatives we have in the energy 
field. 

That is how we arrived at our position here. 
Mr. SHARP. The time of the gentleman has expired. 
The gentleman from Oregon, Mr. Weaver, is recognized for 5 

minutes. 
Mr. WEAVER. Thank you. I heard that after 1985, you couldn't 

any longer inject the natural gas back into the field. It sounds 
like--

Mr. REso. That is not right. The information you received was 
incorrect. 

Mr. WEAVER. You can, in other words, go for quite a while? 
Mr. REso. Yes. 
Mr. WEAVER. Many, many years? 
Mr. REso. Yes. 
Mr. WEAVER. I am glad to hear that. What is wrong with this 

methanol plant idea? Obviously you have explored it. I know At­
Ian tic Richfield has. 

Mr. LEAKE. Mr. Weaver, we are very familiar with Professor 
Marsden's work and have worked with him over the years, support­
ed him financially and his students who have done much of that 
work. 

Mr. WEAVER. What is wrong with the idea? 
Mr. LEAKE. There is nothing technically wrong with making 

methanol. You heard yesterday from Mr. McMillian that in con­
stant 1980 dollars, the Alaska Natural Gas Transportation System, 
including the conditioning plant, was going to be, I think he said 
$23 billion. 

But say in the range of $20 to $20-plus billion. Our analysis and 
we have worked at it very carefully, to build and make an equiva­
lent amount of methanol would cost in the range of, on the same 
basis, $15 or $20 billion. 

Mr. WEAVER. He is not talking about making an equivalent 
amount. You see, there is nothing that says we have to get this gas 
up as fast as we can. Let's get it up-50 years from now, my chil­
dren and their children are going to need gas and oil. 

Mr. LEAKE. Fine. 
Mr. WEAVER. So we don't need to take it out all at once as fast as 

that. Wouldn't it be economical to, in a smaller way, take this 
methanol? Mr. Marsden says it is 60 cents a gallon. 
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Mr. LEAKE. If you were going with the smallest possible plant, 
you would get it to market at considerably higher cost than the 
natural gas transportation system. 

Mr. WEAVER. I am sure you used the very best people to do these 
estimates and I understand that. In my years in the Congress, I 
have found sometimes people use experts to enhance their point of 
view. 

Mr. LEAKE. Certainly I am sure you don't. 
I certainly am not representing myself as an expert or trying to 

dispute Professor Marsden. 
Mr. WEAVER. I don't have a point of view. I just represent the 

public. 
Mr. LEAKE. Let me close on a light note. It is our considered view 

that conversion to methanol, although a technical alternative, may 
be the only alternative to ANGTS, if ANGTS is not constructed. 

Mr. WEAVER. You do feel it is an alternative? 
Mr. LEAKE. It is indisputable that you can make methanol and it 

is indisputable you can move it via taps. What does it cost? You 
have to deal with the efficiency that uses up half the gas, then you 
have to find somebody who wants to buy it. 

Mr. WEAVER. I would like to see the studies. Would you furnish 
those? 

Mr. MosiER. I would like to make an observation since I have a 
fairly close relationship to the oil line. There is no space in the oil 
line for methanol transportation. 

Mr. WEAVER. Well, no, you won't send as much oil over. 
Mr. MosiER. Not only are we going to restrict the rate at which 

we produce the gas for the North Slope, now we are going to slow 
down the oil production. 

Mr. WEAVER. No, you don't quite understand. The oil isn't going 
to go away, is it? 

Mr. MosiER. I must admit I am confused. The signals that we 
have tended to get over the last decade in this country and criti­
cism that I hear more often than not is that oil companies tend to 
want to shut in gas or oil fields or oil wells. 

We felt it was in the national interest when we discovered these 
oil and gas pools-that it was the best thing to do for the Nation­
to bring them into the market and produce them at the maximum 
efficient level. 

Mr. WEAVER. There's been continuing controversy in the Con­
gress and Nation about this. You are talking to someone who 
doesn't think we should be burning it up as fast as we are. 

I am very strongly of that opinion. As a matter of fact, I have 
said before I think that if the price were much, much higher, we 
would use it more prudently. 

So in many ways, I am on your side. Let me-there is a net 
energy loss also in this conditioning plant, is there not, in the ship­
ping of gas down to-have you figured out what that net energy 
loss is? 

Prudhoe Bay to the delivery point, how much net energy are you 
delivering? 

Mr. REso. I don't have the exact numbers, but it is not a very 
large percentage, probably something less than 10 percent in fuel, 
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both in the conditioning facilities and refrigeration and compres­
sion, substations in Alaska. 

We can get you the numbers, but they are not anything compa­
rable to the thermal inefficiency of methanol conversion. 

Mr. WEAVER. I see. Thank you very much. 
Mr. SHARP. I believe the gentleman from Indiana is next, Mr. 

Coats. 
Mr. CoATS. I have no questions. 
Mr. SHARP. The gentleman from California, Mr. Dannemeyer. 
Mr. DANNEMEYER. Thank you, Mr. Chairman. 
I would like to ask Mr. Mosier, will your participation in this 

project be at all affected if next week the Congress decontrols the 
price of natural gas and the President would sign such a bill, that 
is, all types of gas? 

Mr. MosiER. The answer is no. The short answer is no, it would 
not affect our participation in the project. But to go further, I 
would say we are certainly in support of legislation in that direc­
tion. 

Mr. DANNEMEYER. Thank you. Mr. Leake. 
Mr. LEAKE. The answer is no to your question, and we would sup­

port deregulation today. 
Mr. DANNEMEYER. Mr. Reso. 
Mr. REso. I guess you know what my answer is. We think that 

deregulation is good public policy in whatever form it can come 
about. A case could be made that deregulation of natural gas, all 
natural gas, including Prudhoe Bay gas, would enhance the viabil­
ity of this project as opposed to damaging it. 

I personally think that is the case and we would be just as enthu­
siastic as we are now about the viability of the project. 

Mr. DANNEMEYER. I thank you for that. The question has also 
been raised about producer participation in the financing of the 
pipeline. 

Now, I understand things changed and you were asked to partici­
pate. The understanding I got was that there may come a conflict 
of interest into existence assuming some other company would go 
up there and develop a gas field or make a strike of gas, then try to 
ship their natural gas out and you people would own the pipeline 
or at least have a foot in the door as to utilization of it. That other 
producer could not then get their gas down that pipeline. 

What concerns should we have about that prospect? First off, is 
there any other company on the rise that has the wherewithal to 
go up and explore and make a strike? 

Mr. REso. There are a lot of companies exploring. There is a lot 
of activity and discoveries have been made that are in the process 
of being confirmed. Companies are assessing the commerciality of 
them by drilling additional wells. 

Mr. DANNEMEYER. Supposing they make a strike and march up 
there some day and say, Exxon, can you find room in the pipeline 
for shipping our gas down? 

And you say, come along with me, my friend. Let's sit down and 
negotiate. 

Mr. REso. Let me remind you that Exxon will have 11 percent of 
this project, as currently organized, and will not have the power to 
make that decision if we wanted to. 
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We would have, as an active explorer on the North Slope and 
Alaska, ourselves, would have active interest in the continuing ex­
pansion of the capacity which at increments will become less and 
less expensive than the initial, on the unit basis and the initial 
cost. 

Mr. DANNEMEYER. How about the other representatives here 
from Sohio or Arco? 

Mr. LEAKE. Atlantic Richfield looks forward to the expansion of 
the pipeline. 

Mr. DANNEMEYER. You would think if some other producer than 
the three of you were to come up with product to move, that that 
producer would be accommodated in this pipeline? 

Mr. LEAKE. Assuming it was within the physical limits of the ex-
pansability of the pipeline. 

It becomes an economic choice of all the owners to make. 
Mr. DANNEMEYER. Mr. Mosier. 
Mr. MosiER. Our participation would be something under 8 per­

cent. We would be even in less of a position to control the outcome 
of that kind of a situation. 

We also feel, as does Mr. Leake, that expansion of the line would 
carry with it certain increases in the economic viability of the 
system for everybody concerned. 

I can't visualize a circumstance under which this would be a 
problem. 

Mr. DANNEMEYER. As to the projected rate of return for this reg­
ulated industry, I have heard of 24 percent to the investors of 
which your companies would get a share. How does that compare 
with other investment opportunities your companies encounter? 

Mr. REso. I don't think that the Federal Energy Regulatory Com­
mission has allowed 24 percent returns on investment. There are 
lots of ways to calculate returns. 

We look at returns on the total capital that we bring to a party 
and in the natural gas interstate transmission regulatory scheme, 
usually that results in something in the 10-to 13-percent return 
range. 

Mr. DANNEMEYER. That is what you anticipate from this? 
Mr. RESO. That is what we anticipate from this investment. 
Mr. LEAKE. Mr. Dannemeyer, you are locked in pretty much to a 

low total return, assuming one way or another you are responsible 
for the debt and equity. 

The debt portion is the only return that you will get on that will 
be just a pass-through of interest cost. So if the debt cost 14 per­
cent, that is before tax. And 7 percent, say, after tax in rough 
terms. 

FERC will control the return on equity to, say, in this case, de­
pending on the outcome, for simplicity's sake, let's say it turns out 
the return is 15 percent and the arithmetic, 7 percent after tax and 
25 percent equity at 15 after tax is going to get you down towards 
10 percent. 

Mr. MosiER. I would like to add to that and comment that that is 
not even inflation-adjusted. So in terms of a real rate of return, it 
is pretty marginal. 
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Mr. DANNEMEYER. I guess that explains in part your reticence 
about being involved in this project as investors from the outset, is 
that fair? 

Mr. LEAKE. From time to time, we have better opportunities than 
that, Mr. Dannemeyer, and hope to pursue them. 

Mr. SHARP. The time of the gentleman has expired. If I could ask 
a question that you answered to Mr. Weaver, but because there 
have been representations made to us that if we don't do this, 
there will be a problem with production, I want to understand. You 
are saying there is really no problem to the gas, there is no limit to 
the time you could inject and, therefore, we would be stifling oil 
production if we don't move rapidly to do something with the gas? 

Mr. REso. We do not have to sell the gas in order to manage 
properly and effectively the Prudhoe Bay oil field. We will continue 
to reinject the gas. We can do so without damage for many, many 
years. 

Of course, it is a valuable asset that we are very concerned about 
bringing to market. 

Mr. LEAKE. Just one other thing, Mr. Chairman. Way down the 
line, sometime in the next century, not selling gas will affect the 
economic limit of the Prudhoe Bay field. 

There will be some point in time when the cost of reinjecting the 
gas is equal to the value of the oil sold. But that is a long way off. 

The worth of that oil is high enough that we will continue to 
inject gas if this pipeline doesn't go in. It won't affect the recovery 
of oil from the reservoir nor will it dramatically affect our manage­
ment of the resource. 

Mr. MosiER. I am not a petroleum engineer, but our engineers 
have advised me similar to Mr. Reso's statement. 

Mr. SHARP. Let me ask you this, because part of that argument 
was someone would have to go to build a methanol plant, that 
would just have to be done if we didn't approve this program. 

If I could go back just briefly, could you just restate for us your 
experience about the relative value of any methanol option to the 
ANGTS option, Mr. Leake? 

Mr. LEAKE. The methanol capital costs are going to be in rough 
terms nearly as much as the ANGTS costs. The operating costs are 
going to be some, by our estimation, three times higher on an 
annual basis and the delivered methanol, methanol will deliver 
energy on a basis that is like 90 percent efficiency compared to 50 
percent efficiency. 

So it is going to use up the difference, or a delta of some 40 per­
cent of the gas just in consuming itself in the manufacturing proc­
ess. 

Mr.. SHARP. That is independent of the question of the variable 
Mr. Mosier raised as to the capacity of the pipeline? 

Mr. LEAKE. There is no capacity in the pipeline at the moment 
for doing this. The addition of methanol, it doesn't mix happily 
with crude oil. You have to separate it and batch it down. You 
have to spend money. 

You have to spend capital in order to get it through TAPS. There 
would be some tradeoff on capacity, perhaps pay for additional ca­
pacity in TAPS, in the trans-Alaskan pipeline system that moves 
oil. Basically, it is a more costly way to get Btu's to the market. 
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Congressman Weaver's notion, and it is not invalid at all, start 
small and grow over time .. If the Nation needs the energy and in 
this size, we assume the Nation needs it now. 

And a comparable amount of methanol to this natural gas is 
some 500,000 barrels a day of methanol. No end users of that 
amount now exist in North America. 

Mr. SHARP. So you think it is highly, or I will ask you what your 
judgment is. Should either, because of Congress or the private 
market, be unable to raise the capital for ANGTS, and the project 
clearly appears to be not going forward, it is not likely we will see 
over the next 5 to 10 years a methanol project under way by the 
private market. 

Mr. LEAKE. In my opinion, that goes further than I wanted to at 
the moment. What I was trying to make is that, in making clear to 
you, that the proposed Alaskan Natural Gas Transportation 
System is the way to go if the desire is to get 2 billion cubic feet of 
gas a day to the market as quickly as possible. 

Absent that, then we, for one, will continue to look aggressively 
at what our options are. Methanol being one. 

Mr. MosiER. I would make a comment on this. In any scenario 
where methanol is substituted for oil in the pipeline, how there 
would be any incentive on the part of the oil producers to make 
that kind of a substitution eludes me. 

I am not sure I would understand what their stance would be. 
And it is difficult to understand who the investors are that would 
want to do this, where the money would come from, who would fi­
nance it. Why would this represent an easier financing job raising 
$30 or $40 billion for methanol from the North Slope with these 
uncertainties? Maybe we would do it in $1 or $2 billion modules, 
but you still have the problem of needing some sort of market­
based, compelling reason to do it, and you need someone who is 
prepared to invest the money. 

I don't know whether the other companies have experienced this 
but we have. No one that I am aware of has come to us and sug­
gested they would like to buy our gas to make methanol as a com­
mercial venture. 

Mr. WEAVER. Would the gentleman yield briefly? Professor Mars­
den says it would cost $6 billion, his project. Does he simply not 
know what he is talking about? 

Mr. MosiER. Remember, there were people who told you this gas 
line project would cost you $10 billion 4 years ago. When you 
haven't developed an intensive analysis, with all of the implica­
tions of these kinds of projects, an off-the-top estimate, even by a 
consultant, in a less than fully developed situation like this, gener­
ally grossly understates the ultimate cost. 

We found that out the hard way on the oil line and people are 
finding this out on the gas line. I would be willing to bet you we 
would find out, if we started with the methanol project, that the 
same kind of factors are operating. 

Mr. REso. I think if this currently structured pipeline project 
fails, that we will be back at the drawing board trying to put to­
gether another gas pipeline project, not another methanol project 
with a cocktail of crude oil and methanol, which nobody wants to 
buy. You would have to spend vast amounts of money, increase the 
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risk of operation at the refineries, alter their burning facilities in 
the powerplants. Nobody wants such a product. 

Plus, all of our analysis, that of investors who would be putting 
the money up, we say that is not anywhere near the answer. 

Let me tell you tha.t we have a great interest in finding the right 
answer for the best exploitation of those reserves on the North 
Slope. We are very serious about trying to find the right answer. 

We are not trying to-we don't shove aside anyone's ideas. We 
have investigated all the ideas that have come forward and we 
have concluded that a methanol option is not near as favorable as 
bringing natural gas ready to burn down a pipeline into the lower 
48 States. 

Mr. WEAVER. Probably so, Mr. Reso. When I went to Dr. Schles­
inger about this idea when I first talked to Marsden about it 4 
years ago, he said just what you said, there was no market for 
methanol. 

A year later, the same Dr. Schlesinger signed a contract for a 
huge methanol plant in North Dakota and I thought, you know, 
what is going on here? 

Mr. SHARP. Gentlemen, you don't have to comment on the judg­
ment of Dr. Schlesinger. But let me ask you a different question 
here. 

You have indicated that your reluctance to be involved has to do 
with the history of your business and the fact that there are alter­
native investments that might be more attractive to you. 

Is any of it related to a question that some people raise to us 
that, in fact, the gas might not be marketable in the near future or 
at the time that it is done in the sense that it is just going to be so 
high priced that it will create major problems for the distributing 
companies? 

Mr. RESO. Mr. Sharp, we are committing ourselves to arrange for 
more than $3 billion worth of capital to go into this project. 

That is a significant amount of money. If we thought the gas was 
not marketable, I wouldn't be sitting here saying that right now. 

Mr. SHARP. But you don't think between now and the time the 
financing package is put together that you and others will be re­
viewing this and getting some of these higher estimates on gas and 
that we are somehow pushing into the range where you people 
might decide to back out before the final, do you understand what I 
am saying? 

We keep hearing changes in the estimated cost of the gas. 
Mr. RESO. We are comfortable with the cost. 
Mr. SHARP. I see. 
Mr. REso. That has been developed. We think the engineering 

work has been done in a very sound way, very complete way. After 
all, $400 million was spent in engineering and cost estimating this 
pipeline. It was done with the participation of about half the inter­
state pipeline companies in the United States and their technical 
staffs and with the technical staffs of the three largest producers 
on the North Slope, the only people with lots of years of experience 
in Arctic construction, so we are very confident that we have done 
the engineering job well, well enough for us to make our invest­
ment decision. 
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We bet on our perception of the energy marketplace in every­
thing we do, and this is just the same with this project as any other 
one. 

Mr. SHARP. Is there any chance that, in fact, the gas that you, as 
prodtJ.cers, are selling into the system will have to be sold at below 
the price control level in order to make it salable? 

Is that a likely prospect, or do you think--
Mr. REso. I don't think that will happen. I think that under a 

deregulation of price scheme that market forces will come to bear, 
and I am totally confident that the contractual arrangements re­
quired between all the parties involved will meet a happy end, and 
this gas will find its way into the marketplace. 

Mr. SHARP [continuing]. Is there any difference of opinion on 
that, Mr. Leake, or Mr. Mosier? 

Well, gentlemen-! will be happy to yield to Mr. Brown. We have 
another panel. 

Mr. BROWN. Three quick questions to clinch in what you have 
said. If the project doesn't go forward, will any of you lose ·any 
money out of pocket except the type of your testimony here and so 
forth? 

Mr. REso. We, as producers, have spent half of that $400 million. 
Exxon's share of that $200 million that was spent by the producers 
is about $70 million. 

Of course, that money would be lost, except we would still own 
the design and engineering work and that is a valuable asset. 

Mr. BROWN. If the project is successfully completed, what percent 
return do each of you think, or does your company estimate it will 
make? 

Mr. REso. I don't know what we will make, because we don't 
know how things are going to work out for the project; how we are 
going to work out the cost of operating on the North Slope. 

We think that this project will give us a return commensurate 
with the rest of our producing business, which is above a utility 
rate of return. 

Mr. LEAKE. No significant difference. 
Mr. BROWN. If the project is started but not completed, what will 

be the parameters of the losses, if any, that you will sustain? 
Mr. REso. If the project is started and not completed? That de­

pends upon when it is stopped. 
Mr. BROWN. The parameters of loss? 
Mr. REso. If it stopped the first day, your loss would be de mini­

mis. If it was stopped before any-if all three of the major seg­
ments were 90 percent complete, our loss would represent 90 per­
cent of the capital that we had committed to the project which may 
approach $3 billion. 

Mr. BROWN. Any different comments? 
Mr. LEAKE. Given those terms, our loss would be in the range of 

$3 billion if the project was nearly completed and gas didn't flow. 
Mr. BROWN. That $3 billion is the limit of what you are willing 

to commit to the project? 
Mr. MosiER. Our ownership of gas is slightly lower than the 

other two producing companies, so our level is around 2% billion. 
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Mr. REso. We have agreed under the terms that have been nego­
tiated to arrange for 11 percent of the project finance. Our esti­
mate of that is $30 billion, so that is how we get $3.3 to $3.4 billion. 

Mr. BROWN. Is that a limit at this point? If the project costs 
more, are you willing to put in more? 

Mr. RESO. That is the limit right now. We have agreed to commit 
that amount of money. 

Mr. LEAKE. That is the limit for Atlantic Richfield Co.? 
Mr. MosiER. That is the limit for Sohio, yes. 
Mr. BROWN. Finally, why not build a pipeline to Valdez and let 

the Japanese take it on their own vessels FOB Valdez? 
Would that reduce the cost? 
Mr. REso. Reduce the cost? 
Mr. BROWN. Reduce the cost of the delivery system, because 

there are other systems that are compared as 1 understand, include 
construction of vessels to deliver it to the United States. 

What I am suggesting is--
Mr. RESO. Total cost of delivering LNG to the marketplace has 

been found to be less favorable, or the cost to be more than the cost 
of delivering these Btu's to the marketplace with the Alaskan gas 
pipeline. 

Mr. BROWN [continuing]. But I am suggesting a different market­
place. 

Mr. REso. You are simulating again the LNG project that was re­
viewed and, by the Government, with one alternate, instead of 
going . to California, go to Japan. Essentially the cost ought to be 
the same. 

Mr. BROWN. The cost for us building the pipeline might be con­
siderably less and you have an item you sell on balance of pay­
ments like the Mexicans are willing to sell us their oil. 

Mr. REso. That is a matter of public policy that I don't think I 
should comment on. 

Mr. BROWN. But the question is, would the cost be greatly re­
duced? I am not asking about a policy issue or making a determi­
nation--

Mr. REso. The cost of doing a piece of the job naturally would be 
less than doing all the job. 

If that is what you are asking me, you are absolutely right. Less 
than one is less than one. 

Mr. MosiER. We looked at that alternative, and we have looked 
at many other alternatives, also. As was pointed out, when you 
have these reserves, you have to look at all the alternatives. It has 
the same order-of-magnitude cost. 

One could argue whether it would be slightly greater or slightly 
less. We are operating from a much less defined engineering base, 
but it is the same order of magnitude. 

Mr. REso. May I add something? There is something else about 
this pipeline that really hasn't been expanded upon very much 
today. 

This LNG plant, if you want to double it, you are into doubling 
everything you have done, essentially. This is a project that ties in 
a pipeline, as shown on that map over there, with the largest single 
source of natural gas in the United States, also in an area that has 
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the highest potential for new natural gas reserves in the United 
States. 

And it ties it into the distribution system that spreads all over 
the lower 48 States of the United States. 

Additional increments of capacity can be added at very low-incre­
mental cost up to a very large multiple of the initial capacity. 

And that has not really been discussed and I think it is an im­
portant thing for you fellows to consider. 

Mr. SHARP. Gentlemen, thank you very much for your time and 
cooperation. 

If we have any further questions, if you wouldn't mind answer­
ing in writing, we will submit them to you. 

Thank you very much. 
Our final panel for this afternoon consists of the lead banks for 

raising the debt capital. Bank of America, Citicorp, Morgan Guar­
anty Trust, and Chase Manhattan Bank are represented. 

Thank you very much, gentlemen. I believe we have Bank Amer­
ica listed first on our witness list unless you have a different sug­
gestion, we will begin that way. 

If you will identify yourselves for the record. We will make your 
written testimony a part of the record so if you wish to summarize, 
we will be delighted to here from you. 

STATEMENTS OF H. ANTON TUCHER, VICE PRESIDENT, BANK OF 
AMERICA, N.T. & S.A.; ROBERT H. GRAHAM, VICE PRESIDENT, 
CITIBANK, N.A.; STEPHEN W. JENKS, VICE PRESIDENT, MORGAN 
GUARANTY TRUST CO. OF NEW YORK; AND STANLEY J. 
LEW AND, VICE PRESIDENT, CHASE MANHATTAN BANK, N.A. 

Mr. TucHER. Mr. Chairman, good afternoon. I am H. Anton 
Tucher, vice president of Bank of America, N.T. & S.A., one of four 
banks that's been asked to consider the financing of the Alaska gas 
line project and waivers requested by the President. 

I should introduce my colleagues: 
Robert H. Graham, vice president, Citibank N.A.; Stephen W. 

Jenks, vice president, Morgan Guaranty Trust Co.; Stanley J. 
Lewand, vice president, Chase Manhattan Bank, N.A. 

Also joining us are: Michael A. Ross of the firm of Shearman & 
Sterling, the lead financial counsel to the group of banks, and Ter­
ence J. Collins of the firm of Littman, Richter, Wright & Talisman, 
the special regulatory counsel retained by the banks. 

Each of the bankers has submitted his own prepared testimony. 
It will not surprise you that these statements cover considerable 
common ground. 

Therefore, rather than each summarizing his statement, we will 
between us attempt to highlight the issues which we believe are 
most important. If it meets with your approval, we suggest that we 
first each make our initial comments and then respond to your 
questions as a panel. 

It will probably be useful at the outset to clarify the role of our 
four banks in this project. 

In late May, we were asked by the pipeline sponsors to review 
the outline of their financing plan and to consider a series of waiv­
ers proposed by them and intended to facilitate the financing. 
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Thus we are here today as prospective lenders and prospective 
lead managers of the debt financing. 

We are not present lenders to the project in Alaska. 
We are not financial advisors responsible for formulating a fi­

nancing plan. We are reacting to a loan request presented to us by 
the sponsors. 

I should also say that we are not equity investors. As lenders, 
banks are in the business of taking credit risks-risks that the bor­
rowers and guarantors might not be able to meet their obligations 
to us, rather than taking direct equity risks such as completion. 

This group of banks has been asked to give their professional as­
sessment of what terms and conditions the world capital markets 
will require in order to make available to the project the unprec­
edented amount of money required for this project. 

The purpose of our participation in these hearings is not to per­
suade or advocate, but simply to tell you what we believe it will 
take in practical terms to meet the requirements of the world capi­
tal markets. 

I do not need to tell you that in the private market, the funding 
requirements for this project are truly monumental. The largest 
loan syndicated on a global basis, to my knowledge, is $6 billion­
and that is to an AAA-rated corporate borrower. 

Using the $27 billion capital cost estimate we have been given 
and the proposed 75/25 debt/equity ratio, the resulting $21 billion 
debt requirement is 3% times as large as the largest loan syndicat­
ed up to this time. 

A great deal has appropriately been made of the principle that 
this project must stand the test of economic viability. There has 
often been the inference that the ability to raise the debt is the test 
of economic viability. I suggest that this is only partly true. 

Projects are economically viable if they can attract both the nec­
essary debt and the necessary equity financing. 

And they can obtain the necessary debt only if equity or other 
parties can provide creditworthy undertakings to repay the debt. 
These undertakings must be acceptable to the lenders. 

And lenders must be satisfied that the project makes economic 
sense. 

Projects are economically viable within a particular framework. 
For this project, this framework could in part be provided by Con­
gress with these waivers. A reliable legislative and regulatory cli­
mate will be an important part of the framework within which 
lenders and equity investors will assess this project. 

In my prepared remarks, I have outlined the scope of the work 
the banks have done in assessing the project, the conclusions we 
reached, and our bank's view of the waivers you are considering. 

As my colleagues will tell you in more detail, the banks have not 
yet made a determination of the financability of the project. 

We have neither been authorized to begin the necessary in-depth 
technical studies nor has it been determined whether adequate pre­
completion debt support can, in fact, be developed. 

In regard to the waivers, let me simply say, speaking for Bank of 
America, that we support the waiver package as a means of facili­
tating private financing. While I cannot assure you that, with the 
adoption of these waivers, private financing can be arranged, I 
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know of no practical way of obtaining private financing if the pack­
age should fail to be approved. 

I will be glad to expand on· my remarks in the question period. 
[Testimony resumes on p. 519.] 
[Mr. Tucher's prepared statement follows:] 
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STATEMENT OF 

H. ANTON TUCHER 
Vice President 

Bank of America NT & SA 

Mr. Chairman and Distinguished Members of the Committee--

My name is H. Anton Tucher. I am a Vice President of Bank of 

America NT&SA with responsibility for oil and gas pipeline, electric 

utility, synthetic fuel and alternate energy project financings. I am 

here today as a financial witness regarding the waiver package you are 

considering. 

I appreciate the opportunity to appear before you today to 

discuss the financing of the Alaska segment of the Alaska Natural Gas 

Transportation System (ANGTS). The purpose of my testimony is to give 

you an overview, from a banker's perspective, of the problems and risks 

perceived by lenders in assessing the financeability of the Alaska 

segment, to indicate the types of assurances lenders can be expected to 

require before extending funds to this project, and to comment on the 

waiver package submitted to Congress by the President. My purpose is to 

inform, not persuade. Ultimately, the President and Congress must 

resolve the fundamental public policy issues involved in the requested 

waivers. 

Let me say at the outset that I will focus my remarks 

principally on the Alaskan segment of the pipeline and the conditioning 

plant. I shall refer to this portion of the overall system as the 

project. You are aware that the Canadian segment will be separately 

owned and financed -- the lead financing responsibility presumably will 

be handled by Canadian institutions. The system in the lower 48 states 

has already been partially "prebuilt" and financed. The issues involved 
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in the expansion and financing of the "lower 48" facilities required to 

carry the Alaskan gas have not yet been addressed by the bank group but 

the problems are clearly secondary to the issues confronting us in the 

Alaska segment. 

Before I discuss specific issues involved in financing the 

Alaska segment, I would like to give you a very brief history of Bank of 

America's involvement in the project. 

Bank of America has been involved with the pipeline sponsor 

group for the Alaskan Natural Gas Transportation System from the outset 

in 1976. For some time we served as commercial bank advisor on limited 

aspects of the project, particularly the types of tariff provisions 

needed to permit the pipeline to be project financed. This advisory 

relationship was terminated by mutual agr~ement in January 1980. 

In late May 1981, we were asked, together with the three 

other banks represented here today, to review the financing plan 

presented to us by the sponsors with a view to making a substantial loan 

commitment for the project and arranging debt financing for the 

project as a lead managing bank. At the same time, we were asked to 

comment on a package of waiver requests prepared by the sponsors for 

submission to the President. 

The essential parameters of the financing plan presented by 

the sponsors were as follows! 

1. Capital costs on an "as spent" basis of $21 billion for the 
pipeline and $6 billion for the conditioning plant, with a 
completion assurance pool of an additional $3 billion. 

2. A debt equity ratio of 75%/25%, and an equity split of 70%/30% 
between sponsors and producers. 

93-367 0-82-33 
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3. The risk of non-completion to be covered by a "completion pool 
of funds", i.e., irrevocable commitments from lenders and no 
formal undertakings from creditworthy parties to assure debt 
repayment in the event of non-completion by a date certain 
and/or pre-completion abandonment. 

During the summer, we began our review of the project. We 

looked at the questions of gas marketability, capital cost and technical 

feasibility of the project only to the point of considering how these 

questions should be studied in depth by the banks. We are in the 

process of identifying independent consultants to assist us in 

conducting technical studies necessary to evaluate the marketability of 

the gas, the capital cost estimates and construction programs, and the 

adequacy and deliverability of the gas reserves. While we therefore do 

not yet have an independent view on the technical and economic viability 

of the project, we are for the present operating on the assumption that 

the sponsors and producers - all responsible companies experienced in 

major energy projects - are proceeding with this project because, in 

their view, it is technically and economically viable. Independent 

verification of this assumption with the assistance of consultants 

retained by the banks can and will be made in due course in accordance 

with usual practice in major project financings. 

To date, we have focused our investigation and analysis on 

three areas: 

First, we surveyed on a global basis the likely availability 

of funds from the debt markets in amounts commensurate with the enormous 

size of this project. Without going into detail, let me say that we 

found that the debt requirements of this project are likely to test the 

limits of the world's capital markets. Just one set of numbers will 
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illustrate the magnitude of the problem. The aggregate legal lending 

limits of the 100 largest banks in the United States amounted to 

approximately $4.7 billion at the end of last year. The next 200 banks 

collectively could lend only a maximum of $1.4 billion and are not 

likely to be a very significant source of funds. In mentioning legal 

lending limits, I should point out that banks lend up to their legal 

limits only to their best and most creditworthy customers. For most 

major banks, loans up to their legal limits are the exception rather 

than the rule. In an effort to manage and diversify the risks in their 

portfolios, many banks have self-imposed "house" or "policy" limits that 

are considerably smaller than their legal limits. It would be 

reasonable to expect that these house limits would be applied to this 

project. 

The ability to raise the enormous amount of debt financing 

implicit in the $27 billion capital expenditure estimate will depend on 

several factors, the overall financing structure, the unquestioned 

strength of the credit being offered, the terms being sought and the 

condition of world financial markets. It will also depend on lenders' 

perceptions of the U.S. government's attitude towards this project, 

Lenders throughout the world will be looking for a reliable legislative 

and regulatory framework within which the financing can be arranged. 

I wish I could be more definitive on the question of funding 

availability than to say that, under the right set of conditions, it may 

well be possible to raise the required amounts. However, because it 
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will be necessary to obtain the participation of literally hundreds of 

the world's major lenders, the financing structure must be sufficiently 

strong to satisfy all of them. 

Second, we analyzed the proposed financing structure presented 

by the sponsors. Our unanimous conclusion here was influenced very 

heavily by what we found in our funding availability study. To raise 

the required amount of money, the credit had to be very strong. 

Practically speaking, very strong means that lenders must be assured 

that there are creditworthy parties who have the financial capacity and 

incentive to assure timely project completion or~ failing to accomplish 

completion by a date certain, have the financial capacity and obligation 

either to repay or to assume the debt in the event of non-completion. 

In the operating phase, the project must be capable of transporting a 

sufficient volume of gas, at a cost resulting in an assuredly marketable 

price; tariffs and tracking provisions must be unquestionably effective 

from the outset, and throughout the life of the financing; and these 

tariffs must generate a reliable cash flow to meet operating costs, 

interest and principal repayment obligations, normally with a margin of 

safety represented by return on and of equity. 

We have given considerable thought to possible sources of 

credit support during the pre-completion phase. The banks were 

unanimous in,their view that a completion pool of funds by itself did 

not provide sufficient assurance that the project could and would be 

completed on time. The size of the project relative to both the 

financial capacity of the sponsors and the size of the world capital 
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markets is simply far too great; the risks and uncertainties inherent in 

the project are too large; and the size of any reasonably attainable 

pool of funds would be too small. We told the sponsors and producers 

that in the professional opinion of the four banks, the project could 

only be financed if lenders were assured that creditworthy parties had 

undertaken to assume or repay the project debt in the event of 

non-completion of the project by an agreed upon date. 

The banks reported our findings during the first phase of our 

work in a letter to John McMillian dated August 28, 1981. We are 

submitting a copy to you with the request that it be incorporated in the 

record. 

We have not yet begun detailed discussions with individual 

pipeline sponsors and producers about the· amount or terms of equity and 

pre-completion debt support that each party is prepared to provide, but 

it is apparent that the development of sufficient pre-completion debt 

support from this group, given the $27 billion capital cost estimate, 

represents a major challenge that will require considerable negotiations 

among the various parties. 

Third, we considered the waivers presented to us by the 

sponsors. As I indicated, the banks' involvement with the waivers of 

law as a means of resolving lenders' concerns previously identified 

began in late May of this year when we were asked to comment on the 

proposed set of waivers prepared by the pipeline sponsors. We provided 

our views on that set of proposed waivers in our letter to John 

McMillian of June 3, 1981. A copy of the letter is being submitted to 

you for incorporation in the record. We identified certain of the 
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waivers as being of particular importance in facilitating the financing. 

As I will discuss later in more detail, we also suggested that the 

waiver request in regard to the commencement of billing under the tariff 

should preserve flexibility as to the possibility of further segmenting 

the Alaskan segment for commencement of billing or of establishing some 

other basis of earlier billing commencement as to some or all charges. 

During June and July, we met with a number of Administration 

and Congressional principals and staff members to explain the banks' 

views on the waiver package. I think that it is important to point out 

that all the waivers included in the President's. request were included 

in substantially the same form in the original package which was given 

by the sponsors to the banks in May. That package at that time also 

included items not now before you for consideration. None of the 

waivers originated with the banks. 

With this background, let me now turn to the specific waivers 

being requested. Let me reiterate my purpose is not to persuade or to 

advocate but simply to tell you how the various provisions affect the 

financeability of the project, as we understand them. 

I will focus my comments on waivers concerning producer 

ownership participation, billing commencement date, and authority to 

modify or rescind orders. These are the waivers which we believe have 

the most direct impact on lenders. The remaining waivers affect the 

financing but indirectly. 
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Producer Ownership Participation 

In our judgment, producer participation in the equity of the 

project will significantly facilitate the financeability of the project. 

Lenders will understandably be very concerned that the ownership group 

have the financial capacity to assure timely completion and to provide 

necessary pre-completion debt support. The substantial equity 

participation by the three producer companies adds substantial financial 

capacity and thus important comfort to the lenders. Furthermore, we had 

it explained to us that the producers' willingness to provide any formal 

pre-completion debt support would be strictly on a pro-rata basis 

relative to their share of ownership vis-a-vis the pipeline sponsors. 

Thus, since the existing pipeline sponsor group does not have the 

capacity to provide all the necessary pre-completion debt support and 

insufficient support appears to be available from other sources, 

significant producer involvement in the equity and pre-completion debt 

support arrangements would seem to be practically essential. For that 

reason, we support the waiver to permit producer ownership participation 

in the project. 

Billing Commencement Date 

A number of fairly complex, distinct but related issues come 

into play here. Understandably, therefore, this waiver has caused the 

greatest misunderstanding. There appears to be misunderstanding of its 

purpose and effect, and misunderstanding of the position of the banks. 

Let me first tell you what we understand the present waiver 

request would and would not accomplish for leJders to the project. For 

tariff purposes, it would essentially divide the project into two 
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segments in Alaska, the conditioning plant and the pipeline. It would 

authorize the FERC to approve tariff arrangements that would permit 

minimum bill charges, for operating costs, actual taxes, and debt 

service payments (principal and interest), relating to either of these 

two Alaskan segments, to commence after a date approved by the FERC, and 

upon completion of that segment. It would not, however, provide lenders 

for either portion of the project protection against the risk of 

non-completion of the portion to which they are lending. All that it 

would provide is protection against the risk of non-completion of the 

other Alaskan portion, or of the Canadian segment, or of other 

facilities needed to ship gas through the system. In our judgment, this 

limited protection against non-completion of facilities other than those 

being directly financed is, in practical terms, essential to permit 

private financing. Lenders will certainly not assume the risk of 

non-completion of other facilities. We see no creditworthy private 

party- not the pipeline sponsors or producers, nor,theCanadian 

sponsors - who could reasonably be expected to assume this risk. 

Financial capacity limitations and considerations of prudence preclude 

this possibility. 

Three additional points regarding this requested waiver should 

be made. 

First, while this waiver provides limited protection to 

lenders, equity owners will have to wait until the total system is 

completed before the tariff provisions for return on and of equity come 

into force. 
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Secondly, it should be pointed out that this waiver is not a 

total departure from the present situation. Under existing law and FERC 

orders, the tariff relating to the Alaskan facilities is set to begin 

charges to the consumer once the system is completed and commissioned, 

but without the necessity of gas actually flowing. As things stand now, 

without the proposed waivers, the pipeline tariffs begin to operate even 

if gas cannot flow because the plant or gathering facilities have not 

been completed. The billing commencement waiver with regard to the 

Alaska project segments largely restores the situation that exists 

without the waiver change that incorporates the plant into the ANGTS. 

The third point concerns the impact of a separate billing 

commencement date for Canada on the financing of the Alaskan facilities. 

The basic purpose of this provision is to facilitate the financing of 

the Canadian segment. This aspect is approprately addressed by other 

witnesses, but from the perspective of a lender to the Alaskan project 

one can say that separate Canadian billing commencement will directly 

facilitate financing of the Alaskan project facilities. By facilitating 

the Canadian financing, it should remove one area of uncertainty for the 

Alaska financing. 

At this point, you might reasonably ask just how large the 

risk of non-completion of the various segments is in the perception of 

lenders, and exactly what assurance anyone can have that the overall 

system will in fact be completed. As I mentioned, the banks have not 

yet made an in-depth review of the construction plans, and I have no 

testimony on the precise risk of non-completion. I can, however, assure 
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you on two points. We will not go forward until we have done a "due 

diligence" investigation to satisfy ourselves on the technical, 

economic, financial and regulatory feasibility of completing the whole 

system. Secondly, even if the present waiver package is approved, no 

lender or equity owner in any segment would have any reason to proceed 

with his individual segment unless he were satisfied that his segment 

will in fact be completed. No money would be available from the tariff 

to lenders or equity owners unless their segment is completed. 

Many disti"nguished Members of this Committee will probably be 

aware that the banks have strongly suggested to "the sponsors, and in 

conversations with Administration and Congressional officials and staff 

have urged, that the waiver package preserve flexibility to permit some 

form of pre-completion billing commencement in Alaska beyond that 

contemplated in the present waiver request that would provide some form 

of consumer risk-taking or actual tariff charges to commence prior to 

completion of the Alaskan segment. A memorandum dated July 13, 1981, 

briefly outlining the banks' views on the early billing commencement 

issue, was supplied to Administration officials and to Committee Staff 

in both houses. A copy of this memorandum is submitted for inclusion in 

the record. We continue to believe that the delegation of authority to 

FERC to permit some limited but expanded form of pre-completion billing 

commencement would have been enormously helpful in facilitating private 

sector financing. With Congressional approval of the present narrower 

billing commencement waiver, the task of developing the needed 

pre-completion debt support will be far more ambitious. I cannot 

overemphasize the magnitude of the challenge that faces the sponsors and 
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producers in this regard. We will work with them. I wish I could give 

you assurance that we will succeed. All I can say is that without the 

requested waiver, as a practical matter, private financing cannot be 

arranged, and that with it we will give it our very best try. 

Authority to Modify or Rescind Orders 

So long as lenders to the project can look for payment of 

interest and repayment of principal after completion of the ANGTS solely 

to the project's ability to generate the necessary cash flows from 

charges passed on through the FERC approved tariff arrangements, 

including the tracking provisions by the individual shipper pipeline 

companies - and we know of no other practical source of post-completion 

credit support - lenders will lend only if they have confidence that 

they can rely on these FERC approved tari~fs throughout the life of 

their loans. We have read with interest the recent opinion of the 

General Counsel of the FERC dealing with the present state of the law. 

While it is true that lenders, including this bank, have on 

occasion been willing to assume this type of regulatory risk in much 

smaller transactions, those transactions are so different, both in size 

and in the nature of the underlying situations, as to make those cases, 

in our opinion, practically irrelevant for this project. To raise the 

required amounts of money in the capital markets of this country, and 

particularly abroad, will require the elimination of what has come to be 

known as "regulatory risk." In my opinion, this makes adoption of the 

requested waiver in this regard absolutely mandatory if private 

financing is to be arranged. 
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It is important to point out here that neither commencement of 

billing under a tariff nor regulatory certainty of that tariff will 

guarantee lenders payment of any money. They simply provide a reliable 

regulatory framework within which contracts may be made. Performance 

under these contracts and the marketability of the gas involve risks 

that lenders must appraise in order to determine the acceptability of 

the credit. 

I have focused my comments on those items of the waiver 

proposal which we view as the most critical for achieving private 

financing of the project. The remaining items, some of which are of a 

purely technical nature, may each add perceptibly to the feasibility of 

attaining private financing for the project, either by facilitating the 

certifications for the project as with the evidentiary hearing waiver, 

or by necessary clarifications as with the regulatory status of the 

project as a natural gas company. However, from a lender's standpoint, 

they are clearly overshadowed by the importance of the three items I 

have discussed today. I cannot emphasise enough that without approval 

of these waivers, private financing for the project is not possible. On 

the other hand, I cannot tell you that approval of the waivers will 

assure private financing for the project. What the waivers will 

accomplish is to provide a framework within which negotiations can 

continue in an effort to structure a financing plan which will be 

acceptable to the various interested parties including the literally 

hundreds of the world's major lenders necessary to finance the project. 

Thank you. I would be happy to respond to any questions you 

may have. 
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STATEMENT OF ROBERT H. GRAHAM 

Mr. GRAHAM. Good afternoon, gentlemen. I was hoping for a 
while I would be saying "Good morning." I could have spent more 
time on this material. 

My name is Bob Graham. I am a vice president of Citibank and 
have responsibility for the bank's lending activities to the regulat­
ed energy businesses located in the Western two-thirds of the 
United States. 

I would like to briefly summarize the activities of the banking 
group in connection with the financing of the Alaskan gas pipeline 
project since we were with a "financing plan" by the Alaskan 
Northwest partners in May of this year. 

The "financing plan" presented to us by Alaskan Northwest has 
essentially the following elements of significance to prospective 
lenders: 

One, the necessary financial commitments to the project are cal­
culated on the basis that capital costs, on an "as spent" basis, 
would be $27 billion. 

Two, 70 percent of the equity would be contributed by the Alas­
kan Northwest partners and 30 percent would be contributed by 
the producers, with each group responsible for arranging an equiv­
alent percentage of the project's debt. 

Three, the debt-to-equity composition would be 75 percent debt, 
25 percent equity. 

Four, over and above the $27 billion, there would be a "comple­
tion assurance pool" of $3 billion to be funded by the sponsors and 
producers on the 70 to 30-percent basis. 

There is no provision for any further completion support such as 
traditional completion guarantees by creditworthy parties to assure 
debt repayment in the event of noncompletion. 

We have not yet been advised of the individual percentages of 
ownership to be held by each sponsor and producer. 

During the first 2 weeks in June, the bank group held its first 
meetings, and decided to divide its preliminary work into two 
phases. 

During phase 1, we would conduct a preliminary review of world 
capital markets and present our initial assessment of the amounts 
and of the basic terms on which we believe funds from these 
sources might be available. 

During phase 2, we would carefully assess the project engineer­
ing, gas supply, gas marketability, financial modeling and funding 
with a view to developing a summary of terms and conditions to be 
negotiated with the sponsors, and, if mutually agreeable, presented 
to potential lenders. 

Phase 1 of our work was completed in August and was reported 
in a letter dated August 28. In September, we met with the spon­
sors to discuss the results of our work, including the conclusions 
reached in our preliminary study of world capital markets and of 
applicable funding conditions. 

The testimony which we have submitted to you today details our 
methodology and the assumptions on which our study was based. 

Our basic conclusions were: 
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One, the ANGTS will be viewed by lenders as essentially compa­
rable to a single borrower since it is our understanding that the 
financing for each segment will basically rely on a common source 
of repayment after completion-the tariff arrangements with the 
Alaskan gas shippers. 

Two, there is approximately $12 to $18 billion of funding availa­
ble for any one borrower that is considered by prospective lenders 
as the risk equivalent of a Baa credit. 

Three, the bulk of the funds necessary for construction of the 
project cannot be raised on the "completion pool of funds" basis as 
presented to the banks for their consideration; this concept results 
in the banks and other lenders essentially taking an "equity" risk 
and does not meet the credit criteria required. 

We, therefore, advised Alaska Northwest that a private sector fi­
nancing would require: Debt repayment assurances during the pre­
completion phase from creditworthy parties, which, in our view, 
could be provided by a combination of the beneficiaries of the 
project, for example, sponsors, producers, royalty owners, consum­
ers; after completion, acceptable tariff arrangements including 
tracking provisions approved by the Federal Energy Regulatory 
Commission; and technical and economic feasibility. 

In summary, and I quote from the August 28 letter: 
If the required credit support can be arranged, the banks are of the opinion that a 

modified plan may well provide the basis for private-sector financing of the project. 

In this regard, we understand that intensive negotiations have, 
and are continuing to take place among the project principals. We 
are not, however, in a position to advise you with respect to the 
details of these negotiations since we are not a party to them. 

We are no more current on this than you, given the testimony 
yesterday and today from the sponsors-and producers. 

The banks will be meeting shortly with Alaskan Northwest with 
a view to learning the status of these negotiations and to arrange 
phase 2 of our work. 

Obviously, the results of your determinations will have a signifi­
cant impact on any future activities. My prepared remarks support 
the waivers requested as being necessary or extremely beneficial in 
the development of a financing plan for the project consistent with 
the approach presented to us by the sponsors. 

That is the end of my remarks. Thank you. 
[Testimony resumes on p. 538.] 
[Mr. Graham's prepared statement follows:] 
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STATEMENT OF 

:roBERl' H. GRAHAM 
Vice President of Citibank, N.A. 

Mr. 01airrran and M:rrbers of the carmi ttee: 

My narre is FDbert H. Graham. I am a Vice President of Citibank, N.A. and 

have responsibility for the Bank' s lending activities to the regulated 

energy businesses located in the western two-thirds of the United States. 

The prepared remarks in this staterrent are intended to briefly stmmarize the 

activities Citibank has participated in, with the other three Banks 

represented here, regarding the financing of the Alaskan Gas Pipeline 

Project since we were presented with a "financing plan" by the Alaskan 

Northwest partners in Nay of this year. nus includes caments on the group 

of waivers sul:rnitted by the President. 'Ibgether with Bank of llrnerica, we 

previously served as a ccmrercial bank advisor on limited aspects of the 

Project. nus advisory relationship was terminated by mutual agreerrent in 

January 1980. 

My remarks represent solely the views of Citibank, as each of the other 

three participating banks will be providing its own prepared caments. 



I. Pole of the Banks 

522 

I. Pole of the Banks 

II. Financing Plan Review 

III. ~laiver Proposals 

IV. Specific Waivers 

V. Funding Availability 

Alaskan Northwest has asked the four Banks represented here today to play 

two separate but related roles in the develoj:xrent of the financing of the 

Alaskan Natural Gas Transportation System (ANGI'S): 

First, each of the Banks has been asked to consider the concepts underlying 

the "financing plan" presented to it by the Alaskan Northwest partnership 

for the financing of the Alaskan CCilpOnent (the Project) of the ANGI'S and 

whether, based on these concepts, it could participate in a significant way 

as a lender to the Project, and 

Second, each Bank has been asked to consider and to advise Alaskan Northwest 

as to whether, in the Banks' view, the "financing plan" =uld serve as an 

adequate basis upon which to raise the arrount of debt required by the 

partnership to finance the Project. 

Irnplici t in our consideration of these issues was the understanding that the 

Banks WJuld respond to Alaskan Northwest outlining fundarrental conditions 

needed to finance the Project whether or not the "financing plan's" concepts 

were acceptable in their entirety; this response WJUld be consistent to the 

extent possible with the private sector financing approach. 
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The Banks were not engaged as "financial advisors" to Alaskan Northwest as 

one nay broadly define that role. Cllr "advisory" function has essentially 

covered the roles outlined above, although we have also suggested 

m::xlifications to the "financing plan" related to the obtaining of bank debt 

financing for the Project. 

Citibank views its role prinarily as a prospective lender, and a significant 

one, to the Project; secondarily, and as a =nsequence of its possible 

willingness to be a significant lender to the Project, as a lead nanager in 

the arrangerrent of financing for the Project fran the dCI!Estic and 

international capital narkets. We should not be viewed as an investor in 

the Project who w:mld be expected to assurre equity-type risks. 

'!he =ncepts underlying the "financing plan" presented to us by Alaskan 

Northwest are embodied in a letter dated M3.y 19, 1981 addressed by Northwest 

Alaskan to the three producers (Ar=, Exxon, Sohio); it has essentially the 

follcwing elerrents of significance to prospective lenders-: 

(1) The necessary financial ccmnitrrents to the Project are calculated 

on the basis that capital =sts, on an "as spent" basis, would be 

$27 billion. 

(2) 70% of the equity would be =ntributed by the Alaskan Northwest 

partners (the "sponsors") and 30% w:mld be =ntributed by the 

producers, with each group responsible for arranging an equivalent 

percentage of the Project's debt. 

93-367 0-82-34 
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(3) The debt to equity CO!!pJSition would be 75% debt, 25% equity. 

(4) Over and above the $27 billion there would be a "ccrrpletion 

assurance pool" of $3 billion to be funded by the 

sp:msors/producers on the 70%/30% basis. We were further advised 

that there was to be no ccrrpletion SUHJOrt beyond the foregoing, 

such as traditional ccrrpletion guarantees by creditworthy parties 

to assure debt repayrrent in the event of non-carpletion. 

We have not yet been advised of the individual percentages of cwnership to 

be held by each spcnsor and producer. 

We undertook the assignrrent asked of us knCMing full ~ll that the 1113.gnitude 

and apparent ccrrplexity of the financing is unprecedented. We also knew 

that the "financing plan" presented to us represented only a set of concepts 

outlining a financing approach to the Project agreed to by its principals. 

Our willingness to take on the assigrurent was conditioned to a large degree 

by the reputation of the ccrrpanies supporting the Project and by the 

significance of the Project 1 s natural gas SUfPlies to the country 1 s dorrestic 

energy resources. 

We have been and ~ continue to be inpressed with the significance of this 

Project in adding the North Slope natural gas reserves to the energy 

SUfPlies of the United states. Mlile ~ have not 1113.de a value judgrrent as 

to whether the Project is in the "national interest," others who are rrore 

carpetent to do so than I have 1113.de that judgrrent and have provided 

substantia,encouragerrent to its developrent. 
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In addition, the sponsoring conpanies to this Project, and here I include 

the producers, are highly reputable concerns which have extensive experience 

in the developrent of rrajor energy supply projects; they have:. rrade, and are 

prepared to rrake, a substantial financial a:::mnitrrent to the Project; while I 

will as a potential lender evaluate their respective financial capabilities 

to undertake their corrmitrrents to the Project, and test the premises on 

which the feasibility of the Project is based, I would only do this as part 

of a thorough and substantive review of their creditw:>rthiness and of the 

Project's fundarrentals. I view this as standard operating procedure for a 

prospective lender. 

In surmary, being asked by this group of conpanies to \'o'='rk on the financing 

of this Project is an opportunity and challenge which has been, and will be, 

responded to by Citibank' s best endeavors. 

II. Financing Plan Review 

We understand that SOI!Etirre in May, the sponsors and the producers concluded 

their discussions regarding the concepts underlying the "financing plan" 

which I have just described and agreed that it should be presented to the 

financial carrnunity. 

Then, during the last week in May, Alaskari N:lrthwest had separate rreetings 

with each of the Banks to present a "project 011erview." 'Ihe "project 

O<Jerview" included presentations by conpany people, as well as presentations 

by their financial advisors, engineering, rrarketing and other consultants. 
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It was at this rreeting that each Bank was given the May 19th letter which 

set out the financing concepts agreed to by the sponsors and the producers, 

and was asked to consider a possible role as a lead lender to the Project. 

Shortly thereafter, each Bank was also given a draft of a proposed waiver 

package which the sponsors and the producers were in the process of 

considering, and was asked if it \>Duld review the waiver package and give 

Alaskan Northwest any ccmrents that it might have on the proposal. 

During the first two ~ks in June, the Bank group held its first rreetings, 

discussed heM to proceed, and drafted a joint engagement letter which was 

sent to Northwest Alaskan on June 18th. 

'Itle engagement letter outlined the Banks' understanding of the Project, the 

purpose and scope of our proposed involvement, and the approach which we 

expected to follCM in analyzing the material made available to us by the 

Project cx:npanies. 

w= proposed to divide our preliminary \>Drk into two phases: 

During Phase I, we ~ld conduct a preliminary review of \>Drld capital 

markets and present our initial assessrrent of the arrounts and of the 

basic terms on which we believe funds fran these sources might be 

available. WE! ~d begin to develop an approach to enable us to 

assess the project engineering, gas supply and gas marketability 

information developed by the Project cx:npanies, as well as the 

financial rrodeling \>Drk done by them. w= ~ld also identify 
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consultants to assist us in a detailed review of this infornation in 

Phase II of our work, briefly described belCM. 

Phase I of our work was completed in August, and a letter sumnarizing our 

conclusions, which we are submitting to you today with the request that it 

be incorporated in the record of these proceedings, was sent to Northwest 

Alaskan on August 28, 1981. In Septenber, we rret with the ~es to 

discuss the results of our Phase I work, including the conclusions reached 

in our preliminary study of world capital rrarkets and of applicable funding 

conditions; these conclusions are: 

(1) The financing of all segrrents of the Alaskan Natural Gas 

Transportation System mst be viewed for credit purposes as an 

interrelated program and mst be carefully coordinated. The 

System will be viewed by lenders as essentially ccnparable to a 

single borrc:Mer since it is our understanding that the financing 

for each segrrent will basically rely on a c:amon source of 

repayrrent - the tariff arrangerrents with the Alaskan gas 

shippers. 

(2) There is approximately $12-18 billion of funding available for any 

one bo=CMer that is considered by prospective lenders as the risk 

equivalent of A/Baa credit. This estimate contenplates an amount 

of $4.5 billion to $6 billion from the private u.s. capital 

rrarkets. 
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(3) The bulk of the funds necessary for oonstruction of the Project 

cannot be raised on the "ccnpletion p::>al of funds" basis as 

presented to the Banks for their oonsideration; this ooncept 

results in the Banks and other lenders essentially taking an 

"equity" risk and does not rreet the credit criteria required. 

(4) The Project, to be financeable in the private sector, will 

require: 

debt repayrrent assurances during the pre---carpletion phase fran 

creditworthy parties; in our view these oould be provided by a 

carbination of the beneficiaries to the Project, ~· sponsors, 

producers, royalty =ers, consurrers, 

after conpletion, acceptable tariff arrangeJTEnts including 

tracking provisions approved by the Federal Energy Regulatory 

camri.ssion, and 

technical and econanic feasibility. 

In Sl.li1IllaiY, and I quote fran the August 28th letter, "if the required credit 

support can be arranged, the Banks are of the opinion that a rrodified plan 

Ili3.Y well provide the basis for private sector financing of the Project." 

'lhe Banks are nCM rreeting with Alaskan Northwest to review oonsultants and 

to COITI!eilce Phase II of our work. Phase II would involve an in-depth study 
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by the Banks of gas supply, Eroject engineering, gas narketability, 

financial nodeling and funding with a view to developing a sumnary of tenns 

and conditions which would be mutually agreeable and could be presented to 

potential lenders. 

In addition, the Banks understand that intensive negotiations have taken 

place anong the Project principals, dictated in large part by the expression 

of our views that nodifications to the sponsors' financing concepts would be 

necessary. We are not in a position to advise you with respect to the 

details of the negotiations which have been, and we understand are presently 

being, conducted since we are not a party to those negotiations. 

III. Waiver Proposals 

I would like to refer to the sponsoring c:orrpanies' request that, as a part 

of our consideration of the proposed "financing plan," the Banks review and 

ccmrent on the waivers. 

At the end of May, Alaskan North\.rst gave the Banks a draft of waivers to 

review with the request that we give them any caments that we might have. 

We forwarded our comrents on those waivers which we believed would be of 

particular concern to lenders to the Project to Alaskan Northwest in a 

letter dated June 3rd which we are submitting to you today with the request 

that it be included in the record of these proceedings. 

During the I!Dnths of June and July, at Alaskan Northwest's request, the 

Banks had several inforr.al discussions with staff of the executive branch 
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and both houses of Congress to explain our views on the waivers. In that 

connection, we circulated a rrerrorandum dated July 13th outlining our views 

on the billing ca:rnencem=nt date issue because we felt that there was 

confusion regarding the Banks' position on this issue. C\lr July 13th 

rrerrorandum is being sul:mi tted to you today with the request that it be 

included in the record of these proceedings. 

In keeping with our role, we have analyzed the proposed waivers fran the 

standpoint of their :inpact on the financing approach contained in the 

"financing plan" proposed by the sponsors and the producers. And, because of 

the preliminary nature of the concepts of the "financing plan" presented to 

us, and our initial response to it, our view of the waivers necessary to 

illpleiiEilt aspects of that plan must, as a practical 1!13.tter, be a broad view 

which ~uld permit maximum financing flexibility. 

IV. Specific Waivers 

There are four waivers in the group under consideration on which I 

~uld like to ca:rnent. These are the waivers which deal with: 

(1) Producer <Ml1ership participation; 

(2) Inclusion of the conditioning plant in the overall system; 

(3) Regulatory certainty; and 

(4) The billing ca:rnenCeiiEilt date. 

The need for the balance of the waivers appears to be sufficiently 

self-evident so as not to require our ca:rnent. 
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(1) Producer <Mnership Participation 

The Bank is of the view that the =edit of the sponsors is insufficient to 

raise the arrounts needed to fund the dollar nagnitude of the Project, and 

therefore substantial producer participation will be required if the 

financing is to be arranged in the private sector. The proposal which the 

sponsors and producers have asked us to consider provides for an equity 

interest by the producers; we understand that producer participation is 

conditioned on their having an equity interest in the Project. 

(2) The Conditioning Plant 

The sponsoring CCl!lpailies have presented to us a financing requirellent that 

is predicated on the =ditioning plant being an integral part of the 

Alaskan segrrent of the Alaskan Natural Gas Transportation System and subject 

to the sane financing conditions. As such, our view is that it sl:x:mld be 

covered by the certificate and tariff and tracking provisions ultinately 

detennined to be appropriate by the Federal Energy Fegulatory Ccrrmission 

(FERC) for the Alaskan facilities. Further, it is irrpractical to consider 

financing of the Alaskan pipeline if the conditioning plant is subject to 

uncertainties of ownership, financing and integration of construction and 

operation in the System. 

(3) Regulatory Certainty 

Regulatory certainty -- at two levels - is necessary to the financeability 

of the Project; 
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First, to ensure that the Alaskan Northwest tariff which is put in place at 

the outset, and on which lenders and others will rely in making their 

ccmnitrrents, will not be changed; and Second, to ensure that tracking 

provisions are in place fran the outset which pennit the shi~rs of Alaskan 

gas to recover their cost of gas and transportation charges fran their 

custcrrers on as current a basis as possible and that, once these provisions 

are in place, they will not be changed. 

The opinion of the General Counsel to the Fm:: confinns the advice which we 

have received fran our own counsel on the subject of the Fm::' s ability to 

alter regulatory decisions on which lenders and others may have relied. ~ 

would not accept the tariff arrangerrents proposed to us as the security for 

repayrrent of our loans to this Project without this waiver. 

( 4) The Billing Camencerrent Date 

~ have previously expressed our views on the desirability of providing for 

billing to camence under the tariff for the Alaskan segnent of the Project 

prior to the "carpletion and ccmnissioning" of the entire Alaskan Natural 

Gas TransPortation System in a IlEIIDrandum dated July 13th, entitled "SUrrmary 

of Bank Views on Farly Billing Connencerrent Issue." 

As I understand the billing camencerrent waiver, it would pennit the Fm:: to 

awrove a tariff which would pennit the camencerrent of billing for each of 

three segnents -- the Canadian facilities, the Alaskan pipeline facilities, 

and the conditioning plant - upon each segnent' s a:ttpletion but not before 

a date established by the Fm:: as a reasonable date for carpletion of the 
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entire ANGTS system. Billing could ccmnence f= any one segrrent even if 

either or both of the other segrrents were not yet c:onplete. 

Fran our prior discussions with sare of you and with your staff, and as you 

will note fran our IlEI!Drandum, we, as prospective lenders, would have 

preferred a billing ccmnencerrent waiver with terms which would permit 

maxinum fle.'l:ibili ty and maxinum discretion within the :FER:: to approve, or 

disapprove, tariff provisions which w:JUld accamodate the details of a 

private sector financing. 

The prop::>sed waiver will restrict our ability to finance the Project, but we 

understand the degree of flexibility which we have sought, and continue to 

feel is desirable, is not attainable. 

~'mile it is my considered opinion that the prop::>sed billing ccmnencerrent 

waiver will be of significant help in the continued developrent of the 

financing program for the Project, whether it will be sufficient rem:rins to 

be judged from the outcare of the negotiations arcong the sponsors and the 

producers, and between the sponsors and prospective lenders. 

Based on my current knowledge of the financing plan for the Project, and 

applying sare realistic expectations, I can only say that h;l.ving this 

billing ccmnencerrent waiver is significantly better than not having it. 

The added uncertainties - that is to say greater risks - which ~ld be the 

result of not having this waiver are not likely to be readily or easily 
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borne by any of the private sector parties to the transaction. 

V. Funding Availability 

As part of Phase I of our work, we were asked to determine the arrount of 

funds that might be available in world capital rrarkets for any one project. 

Although we were asked to look at the financial requirerrents for the Alaskan 

segrrent of the Project, it becarre apparent to us during the course of our 

study that it would be necessary to consider the financing requirerrents of 

the Canadian segrrent and the "l~r 48" segrrents as well. 

The financing for each segrrent of the ANGI'S, as well as the financing for 

the expansion of the "1~ 48" segrrents and the refinancing of the prebuilt 

segrrents, will rely on a COIIIIOn source of repayrrent, i.e., the tariff 

arrangerrents. Lenders can therefore be expected to consider these 

financings as one =edit for risk and funding allocation purposes. 

The funding study was done by geographic region, narrely the United States, 

Canada, Europe, Middle East, Asia and latin America. It was based on an 

in-depth review of the legal and policy limits of the banking CCllllUlili.ty in 

each geographic region, the potential interest of non-bank institutional 

lenders and the historical lending policies of the suppliers and export 

credit agencies in each country based on the potential equiprent sourcing 

sul:rni tted to us by Northwest Alaskan. 

The study was, of necessity, based on certain asSUI!ptions: 
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(1) The project/borrower was not identified, but was stated to be the 

risk equivalent of debt with a rredium grade investrrent rating 

(A/Baa) • A rredium grade investrrent rating assurres adequate credit 

support, including carpletion guarantees fran creditworthy 

parties. 

(2) The pricing (i.e., interest rate) would be fully c::omrensurate with 

the risk involved. 

(3) There would be a high level of participation by U.S. ccmrercial 

banks (in order to insure high carmitrrent levels fran other 

geographic sectors). 

(4) Use of foreign sourced goods w:Juld be maximized to increase the 

total financing available fran suppliers and export credit 

ag=._ncies. A correlation exists between the exports fran a country 

and the . anount of credit indigenous banks are willing to extend. 

(5) The financing of the Alaskan and Canadian segrrents would be 

efficiently coordinated. Our findings indicate that the degree of 

Canadian participation in the financing of the Alaskan segrrent is 

directly related to the degree of U.S. and other non-canadian 

participation in the financing of the Canadian segrrent. 
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(6) There would be SOliE reduction in the anounts available from 

ccmrercial banks to the extent that prirre bank guarantees are 

required to obtain export credit facilities. 

The study concluded that $12-18 billion may be available in world capital 

markets to fund any one project. These arrounts are broken dam by 

ge:Jgraphic area in Exhibit I, which is attached. The estimated arrounts in 

the first colurm are based on a relatively conservative application of the 

asSUI!ptions described above, while the estimated arrounts in the second 

colurm are based on a much nore optimistic view of our asSUI!ptions. 

The survey was initially structured to segrrent the market in terms of the 

anounts available for 5 year ccmnit:rrents, 5 to 10 year ccmnitrrents and 10 to 

15 year comnit:rrents. The study concluded, J-n.iever, (1) that 10 years (and, 

in a few instances, 12 years) would be the maximum overall term available 

from the CO!li!Ercial banking market, and (2) that, within each market, it 

might be necessary to offer a variety of terms and average lives in order to 

obtain the maximum arrount of funds. In addition, the study concluded that, 

in order to insure the maximization of funds from each market, the project 

l!UlSt be perceived as possessing national interest status, preferably through 

formal u.s. goverrnrental pronouncerrents. 'llie significance of this is best 

awreciated when the $4.5 billion to $6 billion of funding estimated to be 

available frc:rn the private U.S. capital markets is set against the total 

capital requirenents of the Project. 

We found that :inproving the credit quality of the project/borrcmer would 

neither greatly increase the arrount of available bank financing nor lengthen 

maturities significantly, whereas reducing the credit quality bel= an 

equivalent of A/Baa would substantially reduce both the anount of available 

funds and the average life of the financing. 

'lliis concludes IT¥ staterrent. I would be prepared to respond to any 

questions that you may have. 
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EXaiBIT I 

FUND~ ESTIMP.TE stJl>Ml\RY 
IN THOUSANDS OF U.S. OOLLARS 

$3,000,000 
Institutional lenders 1,500,000 

qmada 

COmmercial banks 2,500,000 

~ 

Ccrrrrercial banks 3,500,000 

Middle East 

Oommerical banks 500,000 

Asia 

Ccrrrrercial banks 1,800,000 

latin Arrerica 

Commercial banks 150,000 

$12,950,000 

EXport Credit Facilities 1,700,000 

$14,650,000* 

$3,500,000 
2,500,000 

3,000,000 

4,000,000 

500,000 

2,400,000 

250,000 

$16,150,000 

1,700,000 

$17,850,000 

* Could be reduced by $2. 5 billion if Canadian participation does not 
Il'aterialize - See Asstirrption liS. 
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Mr. SHARP. Thank you very much. We will have to break and go 
to a vote on the House floor. 

We will return hopefully within 10 minutes so, we will have a 
brief recess. I am sorry, there is a possibility we may end up 
having a vote following this vote, which throws us into 25 minutes, 
if that is the case, we will not know until this one is completed. 

But we are down to about 10 minutes, so I think we are going to 
have to break. So hopefully we will be back very quickly here. 

Thank you. 
[Brief recess.] 
Mr. SHARP. The committee will please come back to order. We 

may face another vote before too long, so I thought we would defi­
nitely try to finish this evening and see if we can get further on in 
the testimony. A few of our members I think do have a couple 
questions. 

STATEMENT OF STEPHEN W. JENKS 

Mr. JENKS. My name is Stephen W. Jenks, and I am a vice presi­
dent of Morgan Guaranty Trust Co. of New York. Morgan Guaran­
ty is one of four banks retained by Northwest Alaskan Pipeline Co. 
on behalf of the pipeline sponsors-hereinafter referred to as spon­
sors-to review the sponsors' financial plans and the capacity of 
the world capital markets and, ultimately, to consider being a 
lender and a lead manager for the financing of the Alaska segment 
of the Alaska Natural Gas Transportation System-hereinafter re­
ferred to as the project. 

We were also asked to comment upon certain waivers of law de­
signed to facilitate private financing of the project which had been 
prepared by Northwest Alaskan for consideration by the adminis­
tration. During the course of our engagement, which began in June 
of this year, we have had discussions with the sponsors and with 
the three oil companies who have been proposed as equity partici­
pants in the project, hereinafter referred to as producers. We have 
also had numerous meetings with Northwest Alaskan. 

Based upon these meetings, our initial evaluation of the interna­
tional financial markets, the financial arrangements currently 
being discussed between the sponsors and the producers and our 
professional judgment as bankers, we support the package of waiv­
ers which the President has submitted to you as a necessary ele­
ment for raising private financing for the project-that is financing 
without U.S. Government funds or guarantees. We cannot say at 
this time whether the waiver package is sufficient to assure private 
financing for the project, but we believe that it is a pre-condition to 
any successful private financing plan. 

We support the entire waiver package, but we wish to highlight 
three of its elements which we consider to be of particular impor­
tance to lenders: 

1. PRODUCER OWNERSHIP PARTICIPATION 

In our judgment, the credit capacity of the existing sponsor 
group is insufficient to attract the necessary funds to complete the 
project. We feel that an ownership interest in the project by the 
producers would constitute an important additional element of 
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credit support for the project. Accordingly, we support the waiver 
necessary to permit such ownership. 

2. REGULATORY CERTAINTY 

Any private financing plan for this project will require lenders to 
rely upon the tariffs and other orders issued by the Federal Energy 
Regulatory Commission. Borrowings required for this project will 
be several times greater than the private sector has provided for 
any single project in the past, and the involvement of both United 
States and foreign lenders will be essential. In our judgment, lend­
ers will be unwilling to advance substantial funds if there is a risk 
of a regulatory agency changing the tariff provisions and other cru­
cial regulatory aspects of the project after funds have been commit­
ted. After completion of the Alaska Natural Gas Transportation 
System, cash flow generated through tariffs will be the only source 
of funds for debt repayment. 

It is therefore important that regulatory certainty be provided. 
Regulatory certainty is needed both with respect to the tariffs 
charged by the pipeline companies to shippers of gas and with re­
spect to the tariffs charged by those shippers to their customers. 
This will not only remove a major risk but will also provide lenders 
with the additional comfort of knowing that the United States con­
siders the project to be of sufficient national importance to remove 
administrative and regulatory impediments. 

3. BILLING COMMENCEMENT 

We support the provision in the waiver package that would 
permit the commencement of billing for the Alaska pipeline seg­
ment and the conditioning plant segment before the completion of 
the entire Alaska Natural Gas Transportation System, including 
the Canadian segment. However, we cannot now say that this pro­
vision is adequate to attract private financing. 

Our concern stems from the unprecedented size of the project, 
the limits on the financial resources that can be committed by 
sponsors and producers and the capacity of the world capital mar­
kets. As we advised the sponsors in our letter of August 28, a copy 
of which is furnished herewith, in order to raise from $12 to $18 
billion for the project from private institutions, the loans must be 
supported by credit-worthy parties at all times. Such credit-worthy 
parties include sponsors, producers, consumers through a tariff 
mechanism, and other beneficiaries of the project. 

Until we have seen how much each producer and sponsor pro­
poses to commit in equity and debt support and have determined 
whether or not those amounts are within each sponsor's and pro­
ducer's financial capacity, we cannot say to what extent and for 
what periods support must be available from other credit-worthy 
parties, including consumers. For example, it could be necessary to 
have other billing provisions which would reduce the overall fi­
nancing needs of the project. Therefore, until a definitive financing 
plan has been developed, we cannot be sure if the billing com­
mencement provision in the waiver package will be adequate. 

In conclusion, we support the waiver package as a necessary step 
in the process of raising financing for the project without U.S. Gov-

93-367 0-82-35 
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ernment funds or guarantees. Whether or not this package will be 
sufficient to insure such financing, we are unable to say at this 
time. 

This concludes my statement, and I would be happy to answer 
any questions that you may have. 

STATEMENT OF STANLEY J. LEW AND 

Mr. LEWAND. Mr. Chairman and members of the committee, my 
name is Stanley Lewand, and I am a vice president of the Chase 
Manhattan Bank. 

I head up the Public Utility Division of Chase, which is responsi­
ble for Chase's involvement in the financing of gas and electric 
projects in the United States. 

We are hopeful that if the Congress permits the proposed waiv­
ers to become effective, the private participants in the project may 
be able to reach agreement upon the level and degree of equity and 
credit support which each can contribute. In our opinion, this 
waiver package will be the straw that stirs the drink and will 
permit uninhibited negotiations among the sponsors and producers 
and will allow them to reach agreement on an allocation of equity 
and credit responsibility which would further the process of trying 
to arrange the financing of this project. 

We have been most interested in the testimony of the producers 
and in their statement that they are prepared to provide their 
share of equity and debt support to a maximum of 30 percent of 
the project. Until the sponsors submit a definitive financing plan to 
the banks providing the credit support necessary for the private fi­
nancing of the project, we do not know whether the total level of 
support proposed will be sufficient to assure the successful financ­
ing of the project. 

I would emphasize that the views of lenders must be understood 
in the context of the economic size and complexity of this proposed 
financing. It is awesome in scope. In a credit of this size the bor­
rowing of $3 of debt for each $1 of equity becomes an even more 
formidable proposal. It causes us to be even more mindful of the 
need for the backing of this project by significant credit substance. 
Strong credit support is needed to permit us to make loans which 
would be deemed prudent and which would be consistent with our 
legal responsibilities as banking institutions. 

I feel very strongly that this project is in the national interest as 
a major means of reducing our reliance on imported oil. In my 
opinion, this project becomes increasingly important to the security 
interests of this Nation as each day passes. 

I hope we all, the Congress, pipelines, producers, and lenders can 
find ·a way to finance it. The national interest fuels our bank's in­
terest in the success of the project, but, of course, cannot substitute 
for the need for strong credit support to permit the banks to make 
prudent loans. 

Our assessment of the national interest also cannot override the 
obstacles which exist to the bank's taking of equity positions and 
equity risks in this project. 

The legal lending and policy limit of U.S. banks will require that 
a major part of the financing of this project be derived from foreign 
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banks. These banks will make their own assessments of the credit­
worthiness of the supporters of the project, the economic feasibility 
of the project and the national commitment to this project. And 
while we have been characterized as beady-eyed, be assured the for­
eign lenders will be steely-eyed. They are likely to be unimpressed 
by our personal judgments as to the national interest. All lenders 
must be assured of the constancy of this Nation's regulatory and 
legislative bodies. 

We hope that the results of these hearings will provide a loud 
and clear signal to the financial communities of the world express­
ing the determination of our Nation with regard not only to this 
project, but also to at least a partial solution of our energy prob­
lems from domestic energy sources. 

The Chase Manhattan supports the energy package, and I thank 
you. 

[Testimony resumes on p. 609.] 
[Mr. Lewand's prepared statement and a composite submission 

by the panel follow:] 
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STATEMENl' OF 

STANLEY J. LEWIND 
Vice President 

'Ihe Chase M:U1ha.ttan Bank, N.A. 

Mr. Chai.nran and rrerrbers of the Comnittee. ~ narre is Stanley J. Iewand and 

I am a Vice President of 'Ihe Chase Manhattan Bank. I head up the Public 

Utility Division of Chase, which is responsible for Chase's major 

involverrent in the financing of gas and electric projects in the United 

States. I have been responsible for the Chase public utility area for 13 of 

my 44 years with Chase. 

While Chase has followed the prog1:ess of this project fran its inception, we 

were fonnally retained by the gas pipeline sponsors in May of 1981 to review 

the plan for the financing of the Alaskan segrrents of the Alaska Natural Gas 

Transportation System (ANGI'S), to provide advice on funding the Alaskan 

segrrents in the world capital markets, and to ccmnent on certain requests 

for waivers of law which were being sul:mitted by the sponsoring group to the 

Mninistration. O.rr advice to the sponsors and our testinony today 

reflect not only our position as a prospective lead manager of the 

financing, but also as a prospective lender of very large anounts to the 

ANGl'S project. Please keep in mind that we are being asked to consider 

lending $3 to the project for each $1 of equity provided by the owners. We 

are keenly aware of our responsibilities to our depositors, our stockholders 

and the public, including our responsibilities under law, to engage only in 

prudent lending practices. 'Iherefore, as in the case of an:y loan made by 

Chase, our loans to the ANGl'S project can only be made if the loans satisfy 

fundarrental credit criteria. O.rr initial responses were =ntained in 

several letters and a rrerrorandum (June 3, 1981 and July 13, 1981 regarding 

waivers; and August 28, 1981 regarding funding and the sponsoring group's 

financial plan) , oopies of which are being sul:mitted with this testirrony. 
'I 
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Chase is, as you know, one of a coordinating group of four banks 1 each of 

which has been given similar roles and charged to w::>rk as a group in 

examining all aspects of this unpreoedented financing request. Since M3.y 

1981 the banks have had nwrerous Jreetings arrong themselves as well as with 

the sponsors and the gas producers. Based upon our w::>rk to date 1 The Chase 

M3.nhattan Bank is prepared to support the entire request for waivers. We 

share the views expressed by President Feagan in his rressage to the 

Congress that approval of this waiver package will enhance the likelihood of 

successful private financing. We also share with the President his 

conclusion that this project will contribute to the energy security of North 

1\!rerica. 

The Olase Ma.nl'>.attan Bank for many years has expressed publicly its concern 

about the inordinate dependence of the United States upon inported ~dro­

carbons to rreet its energy needs. We feel as strongly today as we have in 

years past that this potential substitution of natural gas for inported oil, 

which may have the effect of reducing ~rts by approximately 350,000 

barrels per day (the oil equivalent of 2 billion cubic feet of gas per day) 1 

will contribute very significantly to this country's national se=ity. 

We view the request for these waivers not only as necessary conditions 

preoedent to the structuring of a w::>rkable financial plan but also as clear 

signals to the international ccmnunity of lenders that this project is of 

great significance to the United States. As we attack the syndication of 

this $27 billion project arrong the lenders of the w::>rld we w::>uld hope that 

strong signals will continue to emanate fran our governrrent which will 
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reflect no diminution of interest arrong the rrany beneficiaries of a secure 

delivery system for these quantities of gas frcrn United States sources in 

Alaska. 

In project financing, risks and rewards must be equitably shared arrong the 

various beneficiaries of the project. 'Ihis sharing is accarplished through 

active participation by all beneficiaries in the negotiating process, 

including the participation of Congress through the waiver process we are 

engaged in today. Certain legal inpediments have existed prior to the 

sul:mission of this waiver package that have inhibited a free and 

constructive dialogue arrong scxre of the beneficiaries of the project. It is 

rrost i.rrp::>rtant therefore that the way be cleared for the type of give and 

take negotiating process that addresses each of the financing elarents of 

this total endeavor. 

We must review in greater detail the capacity and willingness of the 

pipeline carpanies to contribute equity and to undertake contingent 

obligations; similarly we must review and assess the sarre attitudes on the 

part of the owners of the gas, the producers; we must reexamine the capacity 

of the global credit Ili3Ikets to ascertain in a rrore specific sense their 

capacities and appetites for the credit structure that will evolve frcrn the 

negotiating process. We rrust also independently assess both the 

Ili3Iketability of 'the gas to be delivered and the engineering and cost 

estinates of the Alaskan segnents. And we must try to assess in our own 

minds as lenders the attitude of a future Congress with regard to the 

danands that possibly may be placed upon the COnstlm3r to begin paying for 
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these Alaskan segments before the total delive:ry system is ca:rplete and gas 

is flowing. 

In our opinion, and based upon the knowledge we have of ID3IlY of the pipeline 

sponsors, we do not feel that these ca:rpanies in the aggregate have 

sufficient credit strengths to support the debt necessary to finance the $27 

billion Alaskan segments. That which cannot be supported by the pipelines 

nn.!St obviously obtain its support fran other credit:l..urthy sources. This 

will be the subject undoubtedly of future negotiations arrong all 

participants and will be :Eundanental to the credit structure of the 

financing plans. How equity will be shared arrong the parties and how 

contingent obligations will be allocated will be the basis for the ongoing 

WJrk in the financing of this project. 

The size and ca:rplexity of this financing are viewed with a good degree of 

<Me by the lenders. Lenders have indicated in our preliminary =JWersations 

both here and abroad that they are not willing to accept the risks that the 

delive:ry system might not be carpleted nor are they willing to accept the 

risk of a future regulatory body changing the =nditions under which the 

tariff and tracking rrechanisrns have been allowed to be irrplerrented. These 

lenders have also indicated to us, and we =ncur in their attitudes, that 

they I!Ulst be assured of the tinely repayrrent of their debt and the interest 

thereupon. The WJrd tinely here is :i.nportant because we will be obtaining 

funding fran various groups of lenders with tenns that might range from 

three to twelve years. A revenue stream nn.1st be 
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defined and =nsidered dependable for the lender to put his rrcney at risk. 

Thus it !lUSt follc:M that when cx::npletion of the segrrent oc:=s, but not 

later than a date certain, the so-called early a::mrencerrent of billing !lUSt 

be allowed at a :mi.ni.mlm in order to ensure that a revenue stream is 

available for debt servicing. 

We cannot say at this juncture, absent a !lOre definitive financing plan, 

that approval of the waiver requests will ensure that the financing will be 

accorrplished. We do believe, ~ver, that if the Con:Jress permits the 

proposed waivers to becorre effective, the private party participants in the 

project I!'aY be able to reach agreerrent upon the level and degree of equity 

and credit support which each can =ntribute. SUch agreerrent, together with 

properly =nstructed tariff and tracking rrechanisms, will provide the 

necessary underpinnings to permit us to =ntinue our determined efforts to 

try to structure the financing of this project. Reggie Jackson, of the New 

York Yankees, put it aptly not too long ago when he said of himself 

rrodestly, that he was the straw that stirred the drink. This waiver 

request, if approved, will similarly be "the straw that stirs the drink." 

Thus, with regard to the purpose of our appearing here today, i.e. , to 

discuss the proposed waiver package, let rre I!'ake the following a::mrents: 

l'l'ith regard to producer participation, it is our understanding that the 

producers =uld not be willing to accept the risks associated with the 

construction of this project absent CMnership roles. The waiver package 
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addresses these ownership roles and "We =nour in the need for waiver in 

order to successfully enlist their financial support. 

With regard to regulatory certainty, 'We have long been =ncerned with the 

very specific provisions of the Natural Gas Act that rray not allow one 

regulatory body to bind the actions of a future regulatory body. This 

particular =ncern of ours was admirably described in the !P2!TDrandum of 

l\.ugust 18, 1981 by Charles A. fuore, General Counsel, Federal Energy 

Regulatory Ccmnission to the Hon. Phillip R. Sharp and Hon. Clarence J. 

Brown, which addressed the question of the need for regulatory =nsistency. 

Cur =ncerns are no less than those of the author of that particular piece. 

Otrr =ncerns apply to future Congresses as 'Well, but it is our hope t.'1at 

given loud, clear and unmistakable signals with regard to the national need 

for the gas fran Alaska, these =ncerns will be arreliorated. United States 

lenders nay In3ke a judgment in this regard, and this judgment will be 

significantly affected by the undertakings of all creditworthy parties. 

HoY;ev-er, regardless of any such undertakings, if foreign lenders are given 

reascn to be ooncerned ab::>ut the =nstancy and oomnitrrent of Congress with 

regard to debt service, they lll3.Y have se=nd thoughts about lending to the 

project. 

With regard to early cornrencerrent of billing, it is in=nceivable that 

lenders will put their rroney at risk without sorre assurance of a revenue 

stream being available to repay their debts in a tin-ely fashion. J>qain the 

v.'Ord is tirrely and since various arrounts will be loaned to this project 

having widely differing lll3.turities, the date certain of cornrencerrent of the 
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revenue stream is important. 'The waiver package calls for such a revenue 

stream after the cortpletion of each of the Alaskan segments (the pipeline 

and the conditioning plant) without regard to the status of the other 

segment and we find that a rrost important and laudatory concept. Whether or 

not a lender will be willing to wait until the cortpletion of each segment 

and a period thereafter for the beginning of the repayrrent of his debt is 

conjectural and for that reason we "V.OUld hope that this Congress will accept 

the concept of the dynamic nature of this financing and be willing to hear 

and react to future needs should the global financial ccmrunity find the 

early ccmrencement of billing on these two segments, as presently defined, 

not sufficient. 

With regard to evidentiary hearing requirerrents, I think that the history of 

regulation and the potential for further delay in the process of reaching a 

decision make it desirable for FERC to be granted discretion to hold 

hearings only when it deems such hearings appropriate. Tirre is important in 

the construction of this project and in the delivery of our own gas fran 

Alaska. 'The rrore expeditious we can make the hearings before the regulatory 

carrnissions, the less will be the cost of the delivery system and the 

greater will be the benefits to the eventual consurrer. 

This will conclude II¥ remarks before this conmittee. I \>Duld, of course, 

welcorre any questions that you may wish to address to rre. Thank you for 

your consideration. 
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SUBMISSIONS ACCO~WANYING 

PREPARED STATEMENTS 

OF 

H. ANTON TUCHER 

ON BEHALF OF 

BANK OF AMERICA, N.T. & S.A. 

STANLEY J. LEWAND 

ON BEHALF OF 

THE .CHASE.l!ANHATTAN BANK, N.A. 

ROBERT H. GRAHAM 

ON BEHALF OF 

CITIBANK, N.A. 

STEPHEN W. JENKS 

ON BEHALF OF 

MORGAN GUARANTY TRUST COMPANY OF NEW YORK 
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Mr. John G. McMillian 
Chairman and Chief Executive Officer 
Northwest Alaskan Pipeline Company 
1120 20th Street, N.W. 
Suite S-700 
Washington, D.C. 20036 

Dear John: 

June 3, 1981 

During the past two days, representatives of Bank of 
America National Trust & Savings Association, The Chase 
Manhattan Bank (National Association), Citibank, N.A. and 
Morgan Guaranty Trust Company of New York (the "Banks") met 
to discuss the Alaskan Northwest Natural Gas Transportation 
Company ("Alaskan Northwest") legislative waiver proposal 
forwarded to the Banks last week by Rush Moody, Jr. We under­
stand that Alaskan Northwest intends to request that the 
President submit a legislative waiver proposal to Congress 
under Section S(g) of the Alaska Natural Gas Transportation 
Act of 1976, which authorizes the President to request the 
waivers of certain provisions of law "in order to permit ex­
peditious construction and initial operation" of the Alaska 

.Natural Gas Transportation System ("ANGTS"). 

You have asked us for our preliminary views on legis­
lative waivers by the middle of this week. Because of 
the limited amount of time available to us, we have not 
had an opportunity to review your proposal with regula-
tory counsel. Moreover, any consideration in depth of the 
general question of whether waivers additional to those 
identified and discussed generally herein may be necessary 
or advisable in order to finance the Alaskan portion of 
ANGTS privately must await further development of the de­
tailed structure of a financing plan through negotiations 
among the project's sponsors and the lenders. Rather we 
have sought at this early stage to give you our views on the 
waivers presently identified to us which are of particular 
concern to lenders. 

1. Commencement of Billing Under the Tariff. We agree 
that it is necessary for billing to commence under the tariff 
for the Alaskan segments of ANGTS prior to the "completion 
and commissioning" of the entire ANGTS. Moreover, we feel 
that the waiver request should leave open for now the 
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question of whether the Alaskan segment should be treated 
as one or divided into segments for purposes of commencement 
of billing, or whether there is some other basis on which 
to establish earlier billing commencement as to some or 
all charges. This revision could provide flexibility in 
developing an acceptable financing plan for the Alaskan 
portion of ANGTS. Different approaches which might be used 
in the financing plan include designating individual segments 
of the Alaskan portion on the basis of area covered, dif­
ficulty of construction or cost of construction. 

2. Producer Participation. we endorse the equity par­
ticipation in the project by producers of Alaskan gas. we 
believe that producer participation in the project will be 
a significant, constructive step in enhancing the project's 
financeability. 

3. Regulatory Consistency. In the view of the Banks, 
a necessary component in any successful financing plan for 
ANGTS is the proposition that, once made, regulatory deci­
sions on which the project's lenders have relied will not 
subsequently be rescinded or modified to their detriment. 
Accordingly, the Banks support the requested waiver of Sec­
tions 4, 5 and 16 of the Natural Gas Act (the "NGA") as 
those sections and applicable rules, regulations and orders 
may affect regulatory decisions made in connection with 
ANGTS or the shipper tracking mechanism referred to below 
in 4. The Banks also support the proposed waiver of Sec­
tions l(b) and 2(6) of the NGA in order to confirm that 
Alaskan Northwest will be a "natural gas company" for all 
purposes under the NGA when "completion and commissioning" 
occurs for a segment of the pipeline, whether or not gas 
is actually flowing. 

4. Shipper Tracking and Pricing. Since the debt fi­
nancing for the construction of the various segments of 
ANGTS is expected to be amortized principally through trans­
portation charges paid by shippers, it seems to us to be 
important that tracking provisions be in place at the outset 
of the financing which permit the shippers to recover these 
charges from their customers. In addition, to the extent 
that any statutory provision, rule, regulation or order 
could be construed to require incremental, rather than rolled­
in, pricing in connection with gas delivered through a seg­
ment of ANGTS, such provision or regulation should be waived. 
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In the time frame and prior to the development of a de­
tailed financing plan we cannot be more definitive in our 
comments. However, we hope that it is helpful to you to 
have our views at this time. As you know, key issues in the 
formulation of a financing plan still remain unresolved and 
may well require additional legislative waivers or other leg­
islative or regulatory action. We look forward to working 
with you in resolying these issues. 

Please let us know if you have any questions or com­
ments on this letter. 

Very truly yours, 

BANK OF AMERICA NATIONAL TRUST 
& SAVINGS ASSOCIATION 

(NATIONAL 

CITIBANK, N.A. 

By "--=.-.:-,c._e C . C.-;;_~,-::..--..:..-<""~~ 
Vice President 
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SUMMARY OF BANK VIEWS ON THE EARLY BILLING COMMENCEMENT ISSUE 

In a June 3, 1981 letter to John G. McMillian of Northwest Alaskan 
Pipeline Company commenting on a draft legislative waiver proposal, the 
Banks stated their view that it is necessary for billing to commence 
under the tariff for the Alaskan segments of ANGTS prior to the "com· 
pletion and commissioning"of the entire ANGTS. The position of the 
Banks regarding the manner in whicn-eirly commencement of billing should 
be treated in the legislative waiver proposal remains the same as stated 
in the June 3 letter. 

"(T)he waiver request should leave open for now the 
question of whether the Alaskan segment should be 
treated as one or divided into segments for pur­
poses of commencement of billing, or whether there 
is some other Basis on which to establish earlier 
billing commencement as to some or all charges." 

The June 3 letter went on to note that this suggested approach would 
~ovide flexibility in developing a plan for the private sector fin· 
-ncing of the Alaskan portion of ANGTS. A copy of the June 3 letter is 
attached for convenient reference. 

I. Reasons why some form of early commencement of billing for debt 
service is important to the financeability, on a private sector 
basis, of the Alaskan portion of ANGTS: 

(a) Positive impact on the economic feasibility of the project 
by reducing overall capital costs and therefore improving 
gas marketability. 

(b) Reduction of funding requirements. For example, the pay· 
ment of interest during construction could reduce aggre· 
gate funding requirements by a significant amount. 

(c) Mitigation of potential cost overruns which are often 
largely represented by the capitalized interest costs 
of delay. 

(d) Potential additional assurance of debt repayment to bank 
lenders and other creditors. 

(e) Consistent with Canadian···early billing requirements upon 
completion of the Canadian portion of ANGTS. 
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II. Possible mechanisms for early billing commencement (which might 
be appropriate singly or in combination): 

(a) Provide for prompt commencement of billing for interest. 

(b) Provide for commencement of billing for debt service charges 
in stages as the project achieves predetermined financial 
goals (possibly with an additional grace period before 
debt repayment is required). 

(c) Provide for early commencement of billing based upon the 
completion of geographically defined segments. 

III. Reasons why it is premature to identify the precise form and 
terms of an appropriate mechanism: 

(a) The Banks must complete their review of the project 
engineering, as well as the studies which they are 
presently undertaking regarding the worldwide capacity 
of capital markets, gas marketability and the economic 
feasibility of the project. 

(b) Congressional treatment of other issues raised in the 
waiver request must be taken into account. 

(c) A specific financing plan must be formulated and nego­
tiated with the project companies and agreed upon by 
the parties. 

Although the foregoing outline deals only with the issue of 
early billing commencement, the June 3 letter on legislative waivers 
also expressed the view of the Banks on the issues of producer equity 
participation, regulatory consistency and shipper tracking and pricing. 
Moreover, the Banks are not in a position at this time to state 
whether other issues may not also be appropriate for legislative or 
regulatory consideration from the standpoint of lenders. As was stated 
in the June 3 letter: 

"(A]ny consideration in depth of the general question of 
whether waivers additional 'to those identified and dis­
cussed generally herein may be necessary or advisable 
in order to finance the Alaskan portion of ANGTS privately 
must await further development of the detailed structure 
of a financing plan through negotiations among the project's 
sponsors and the lenders.• 

*** 
"As you know, key issues in the formulation of a financing 
plan still remain unresolved and may well requirs addi­
tional legislative waivers or other legislative or 
regulatory action.• 

July 13, 1981 



Mr. John G. McMillian 
Chairman & Chief Executive Officer 
Northwest Alaskan Pipeline Company 
P. 0. Box 1526 
Salt Lake City, UT 84111 

Dear Mr. McMillian: 
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August 28, 1981 

In our letter of June 18, 1981, submitting our proposal to assist 
you in st•ucturing financing for the Alaska Segment of the Alaska 
Natural Gas Transportation System (ANGTS~ (the "Project"), we (the 
"Banks") indicated that, in the first phase of our work, we would 
complete a preliminary review of capitaf·~arkets and funding sources 
for the Project and present to you our initial assessment, not only 
of the amounts, but also of the basic terms on which we believe 
funds from these sources might be availabl~. We also undertook to 
develop an approach to reviewing the technical and marketing aspects 
of the Project and to determine how we could obtain satisfactory 
access to a financial model to assist us in analyzing the financing 
plan. 

On August 6, 19Sl we wrote to you to report on the first phase of 
our work. In subsequent conversations you asked for certain 
clarifications and amplifications of statements in that letter. 
In response, we are submitting this letter which replaces 
and s~percedes our earlier letter. 

We have conducted our investigations and analysis on the basis of 
information furnished by you, contained ·in the presentations you 
gave to each of the Banks in late May, the Project Overview you 
supplied to each of the Banks at that time, your letter to Exxon, 
Sohio, and Arco (the "Producers") dated May 21, 1981 outlining the 
terms of the pipeline sponsors' (the "Spdnsors") agreement with the 
Producers, a number of financial cases pr~pared by the Sponsors, 
and information you provided in connection with certain legislative 
waivers in order to facilitate financing and construction of the 
Project. 

Concurrently with this phase of our work we have been considering 
the legislative waivers. We wrote to you on this subject on June 
3, 1981, and on July 14, 1981 we made available to you a memorandum 
which was distributed to a numb~r of Administration officials and 
Congressional staff. We continue to support the views expressed 
in those communications, and would emphasize the need for a flexible 
approach to "billing commencement" until a more definite financing plan 
is developed. 

93-367 0-82-36 
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The principal focus of our efforts to d~te has been to address the 
funding availability and related 'credit aspects of the Project, and 
this letter deals almost entirely with these subjects. However, a 
few brief comments are also included on the work of our task forces 
which have been addressing the issues of Cas Marketability, Engi­
neering, and Financial Modeling. These groups have been developing 
approaches to their respective aspects of the Project to be pursued 
in detail in subsequent phases of our work. While the scope of 
their work is more appropriately covered in a later proposal dealing 
with parameters and premises that should.govern the next phase of 
our work, several of their conclusions are relevant to this report 
and form Appendix A. 

Inter-Relationship of ANGTS Segments 

We were asked to focus our analysis of the Project on the Sponsors' 
share of the financing for the Alaska Seg.ment. However, upon 
reflection, it became apparent to us that it would be necessary to 
broaden our consideration to take into account the impact on the 
capital markets of the aggregate financing-requirements of both 
the Sponsors and Producers in Alaska as well as the financing 
requirements for the overall ANGTS project, including Canada and 
the "lower 48". 

a) We understand that it is the intent of both the Sponsors and 
Producers that, after completion, all financin~ for the Alaska 
Segment is to rely on a common source of repayment, i.e. the 
tariff arrangements. The ref ore, we c"ould not ignore the 
Producers' share of the Financing for the Alaska Segment and 
d~d not attempt to consider separate and discrete financings 
for the Sponsors and Producers. 

b) Since, to the best of our knowled~e,.the post-completion sources 
of repayment for the Alaska Segment, the financing of the expan­
sion of the "lower 48" facilities and the refinancing of the 
prebuilt segments will rely on common pa}~ent arran~ements through 
the tariffs, we expect that lenders would consider those financings 
one credit for risk and funding alloc~cion purposes. 

c) While the Canadian segmen~ will have available to it additional 
Canadian loan sources, there is a substantial overlap both in 
the available funding sources and in ~he risks, given that all 
segments rely on related tariffs. 

Funding Availability Study 

Appendix B contains our initial assessment of funds availability, 
together with preliminary indications of th"e basic terms on which 
funds might be made available for the Project. Although our 
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estimates are based on conversat~ons with a relatively small number 
of potential lenders, the results conform with our own views and 
we believe are an accurate reflection of availability of funds in 
world capital markets under current market conditions. 

For reasons described below, the review was undertaken on the basis 
that the loans would be the risk equivalent of debt with an A/Baa 
credit rating. Given the equivalent of an A/Baa credit, the maximu~ 
amount of Project credit available for the Alaska segment is 
estimated to be between $12 billion and $1~ billion. For reasons 
described above, this amount will be af(ected by the funding strategy 
for the Canadian segment and for the J!Xpansion of the "lower 48" 
facilities. This total amount includes loans from domestic and foreign 
banks, foreign export credit agencies, and institutional lenders, all 
of whom are assumed to commit in early 1982. This assumes the satisfactory 
negotiation of acceptable terms with foreign export credit agencies, 
i.e. t.heir willingness to accept til{! same credit support as the banks 
and longer than usual maturities, and the current reluctance of insurance 
companies to make forward commitments. We expect, however, that insurance 
companies might be willing to lend additional amounts beyond those 
contemplated in the funding study as the Project progresses. 

We anticipate that the typical final maturity for the financing would 
be ten years with a grace period of five years and an average life of 
7.5 years. There would, of course, be tranches with final maturities 
of 5-7 years from the smaller U.S. and European banks and of 12-15 
years from certain larger banks and institutional lenders. The bulk of 
the bank financing would, however, have a ten year final maturity and 
a 7-8_year average life. 

Without a dramatic improvement in credit quality, neithe'r the 
availability of funds nor the average lire of the financing would 
increase significantly. A reduction in credit quality below the 
equivalent of an A/Baa would, however, have a material adverse 
impact on both the amount and average life of the financing. 

Basic Financing Conditions 

The Banks have given cons~derable thought to ~he question of the 
basic financing conditions for the Project based on the assumptions 
you have provided: 

1. Capital costs on an "as spent" basis of $21 billion for the 
pipeline and $6 billion for the conditioning plant, with a 
completion assurance pool o( an additional $3 billion~ 
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2. A debt equity ratio of 75%/2>.%, and ·an equity split of 70%/30% 
between Sponsors and Producers. 

3. Your request that the Banks consider p completion pool of funds 
concept, i.e., irrevocable commitments from lenders and 
no formal undertakings from creditworthy parties to assure 
debt repayment in the event of non-completion hy a date certain 
and/or pre-completion abandonment. 

While we used these basic premises in our ~hase I review and have 
drawn certain conclusions regarding theil acceptability we suggest 
that any premises to be used in Phase II will need to be thoroughly 
tested as the Projec~'s financial structure is developed. 

Given the results of our funding study, and our review and considera­
tion of the Project information forwardedlo us, we have come to the 
following conclusions: 

1. Our funding study clearly indicates th~t the overwhelming bulk 
of the financing will be available only if lenders perceive the 
credit structure to be the risk equivalent of debt of A/Baa 
quality. 

We believe that for the Project to be considered of this 
credit quality and, therefore, for commitments in the necessary 
amounts to be arranged prior to commencement of construction, 
the following basic criteria would have to be met: 

a) The ANGTS project must be economically and technically feasible. 

b) The debt must be supported by repayment assurances involving 

(i) during the pre-completion phase, a combination of 

-acceptable debt assumption arrangements by 
Sponsors, Producers and possibly other 
beneficiaries, and 

-acr.eptable co~mencement of billing prov1s1ons 
prior to the completion of the overall System; 

(ii) acceptable post-completion, ~ost of service 
transportation tariffs providing for debt service 
in all events; 

~ 

(iii) acceptable tracking provisions; and 

(iv) all tariff arrangements relating to debt service 
to have assurance of regulatory certainty mandated 
by law. 
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c) Sufficient funding must be considered by lenders to be 
available to meet potential over~n requirements. 

d) The cash flow from the Project for debt repayment must be 
sufficient so that a substantial refinancing risk would not 
be present, particularly if the economics of the Project 
are potentially marginal in early years (see later discussion 
on refinancing risk). · 

It is our judgment that loans based on tne completion pool of funds 
concept as presented will not be perceived by lenders generally 
to be of A/Baa quality. Consequently the bulk of the funds needed 
for the construction pf the Project canno~ be raised on that 
basis. Only a relatively small number of banks are capable of assessing 
and prepared to assume engineering-based risks as required under 
a completion pool of funds concept. We c·annot ascertain the exact 
amount~ if any, which might be raised for this Project on a completion 
pool of funds basis without having further developed the credit 
structure for all the financing. However, .we strongly believe that: 
(i) the small number of banks prepared to provide financing on this 
basis would commit only a small part of their lending limits to such 
a credit and in the aggregate that amount would be a relatively 
small part of the total debt required, a~d (ii) such banks would 
require substantial inducements and difficult-to-achieve conditions 
precedent to any drawings under their commitments. 

2. Although we have focused our analysis· principally on the problem 
of funding availability and on basic conditions of the ini%ial debt 
financing, several points relating to post-completion financing 
problems should be noted: 

a) There could be substantial refinancing requirements in the 
early years of operation and perhaps in the la~er years of 
construction. 

b) Once completed, the Project, assuming a properly functioning 
FERC-approved tariff, regulatory certainty, and demonstrated 
gas market;bility, may command an ·investment grade rating for 
private placements and public issues. 

c) On these assumptions, and with the understanding that not all 
refinancing requirements will have to be satisfied at one 
moment after completion, we believe that it should be possible 
to raise the amounts needed to refinance maturing loans. 
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3. We have not had an opportunity to review the bases on which 
the capital cost estimates are calculated, and therefore, are 
not in a position to comment on their appropriateness 
under modified debt financing concepts. Thus, we do not 
know the exact level of required funding for the Project 
and the overall ANGTS. To the extent that the debt requirements 
at the outset exceed the amount considered available for 
one credit, funds will have to be raised as entirely separate 
and discrete credits, under the fulf flnancial responsibility 
of creditworthy parties. Such comm~tments would be additional 
to any credit responsibility assumed b·y such parties in 
connection with debt repayment assurances for financings 
in the pre-completion phase of the Project. 

Based on our conclusions and rather tha~·pursuing the "completion 
pool of funds" concept as the primary method of raising debt financing 
(and it is our judgment that it cannot be relied upon) we suggest 
consideration of the following: 

a) primary reliance on conventional project completion/debt 
assumption arrangements providin~ for an assured source 
of repayment by the equity owners. in the event of non­
completion and/or abandonment; 

b) to the extent available, debt, which while not supported 
by debt assumption arrangements from equity owners in the 
event of non-completion, would be subject to conditions. 
precedent to usage; these conditions would provide assurance 
that completion will occur and that the Project remains 
economically feasible; 

c) debt support and/or debt from other beneficiaries of the 
Project; and 

d) to the extent required, commencement of billing prior 
to completion of the overall syste~: 

Given the c~pital cost estimates we have reviewed and based on the 
relevant financing parameters you have provided us, it is our 
considered opinion that all the debt support mechanisms outlined 
above in a), b), c), and d) will have ~o be aggressively pursued. 
We would strongly sug~est that at this time the Sponsors place 
primary emphasis on the project completion/debt assumption 
arrangements. 

In view of the Banks' conclusion that "the bulk of the funds needed 
for the construction of the project cannot be raised on a completion 
pool of funds basis" it may be desireable for the Sponsors to review 
the contingency provision in the capital cast esti~ates premised on 
the "completion assurance pool of funds" co~cept. This would yield a 
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reduction of at least $3 billion. in th• $30 billion financing 
requirements as presented to us •. Furthe~ reductions are, of course, 
dependent on the level of contingencies ~hought to be necessary 
including the rates of inflation and interest that are selected. 
We would encourage your review of the capital cost estimate to 
develop a base case for lender review of the total funding 
requirements under modified project financing concepts. 

In summary, if the required credit support can be arranged, the 
Banks are of the opinion that a modified p~an may well provide 
the basis for private sector f~a~~~}~&~oJ the Project. The 
nature of the modifications required are e\sentially, although 
not completely, covered in the suggestions we have recommended 
for your consideration. The way in whicp these suggestions are 
implemented will, of course, be instrumental, along ~ith other 
conditions we have noted in this letteri· in actually achieving 
the funding commitments that will be required. 

We recognize that there are practical limits to the resources the 
Sponsors and Producers can and will commii to the Project, as well 
as limits to the extent of pre-completion consumer participation. 
We have not attempted to determine these limits, believing as we 
do, that these limits are best determined by negotiations within 
the partnership and by the regulatory and political process. 
The early determination of the relative interests of each equity 
participant will be a necessary precondition to the timely develop­
ment of a financing plan. 

While we have tried to provide you in this letter with our 
considered opinions on certain fundamental aspects important to 
the development of the financing, we feel that a forum for 
discussion of our views would be extremely helpful. We appreciate 
that the magnit~de and complexity of the Project will necessitate 
a great deal of thought and discussion by all parties to arrive 
at a mutually agreeable financing plan. We-would like to assure 
you of our enthusiastic support for and readiness to participate in 
such a di!?.cussion. 

Sincerely, 

BANK OF AMERICA NATIONAL TRUST 
& SAVINGS ASSOCIATION 

By~g{z.__ y:--~ 
Vice President 

ClTlBANK, N.A. 

By \,_c·,,.,<-= C.("-,_,-,.,..~\~ 
Vice President 
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.APPENDIX A 

Gas Marketability Study 

The question of marketability goes to the heart of the economic viability of 
the Project, affecting not only the ability of.the shippers to collect their 
transportation charges through the tariff but also the incentive to various 
parties to commit funds and to assure completion. As such, ~e believe that 
it is important for the marketability of Alaskan gas under various market and 
regulatory scenarious to be reviewed with great care on our behalf by reputable 
independent consultants and that this study be completed at the earli~st 
possible date. The gas marketability committee has defined the scope of 
required work and has identified acceptable consultants. 

Engineering Review 

As we see it the required reviews. of engineering inforuation by independent 
consultants on our behalf should fall within two distinct areas: (1) The 
availability and deliverability of gas reserves and (2) validation of the 
engineering work done in connect~on with planning the cons~ruction of the 
conditioning plant an·d pipeline, with particular emphasis on costs and the 
risks of non-completion. ' 

'i'hP. gas reserves portion of this work is not expected to pose any particular 
problem. While"financing commitments would be subject to validation of the 
adequacy of reserves by independenf\consultants acceptable to" the Banks, this 
study can, in our judgment, be postponed until shortly before loan syndication. 
In the interim, we are prepared to proceed on the basis of a review by bank 
engineers and assume that the study by independent consultants will coofirq 
th~t thr.re are adequate reserves to meet contracted deliveries. 

Mt.tch more difficult and important at this time is the work of validating the 
engineering work done in connection with the construction of the conditioning 
plant and pipeline. The· scope of the required work will, at a miniumm, 
include a "due diligence" overall review of all major technical aspects of 
the Project. This study would include an.assessment of technical feasibility, 
the basi' and adequacy of cost estimates and schedules, and identification of 
critical risk .are~s that might require further analysis. The study of the 
plant and pipeli':'e should be commenced as soon as possible. 

Financial Modeling 

Our Financial Hcideling Committee has been working with your people to understand 
the model you have been using. They have concluded that the most effective 
approach would be to develop ways of utilizing your model as the principle 
source of computer simulation. lle have begun that process. lle would expect 
to augment this work with relatively modest amounts of computer analysis 
using the individual Banks' existing resources. 



563 

fl.PPENDIX B 

ANGTS PROJECT 

FUNDING SUMMARY 

The Funding Committee has been requested to assess the availablity of 

funds from all significant sources for the Alaskan portion of the Alaska 

Natural Gas Transportation System (ANGTS). Given the size of the capital 

requirements and the complexity of the project the study has been divided into 

the geographic areas of the United States, Canada, Middle East, Europe, Asia, 

and Latin America. Assessing the overall appetite of the worldwide capital 

markets involved an in-depth study of the legal and policy limits of the 

banking community in each geographic area, the potential interest of non-bank 

institutional lenders, and the historical lending policies of the suppliers 

and export credit agencies in each country based on the potential equipment 

sources submitted by the company. 

In order to insure consistency in the findings of each of the studies and 

to maximize the amount of credit which could be raised from each market it was 

necessary to establish certain common assumptions. In assessing the available 

credit within each country several major financial institutions were 

contacted. They were informed that their names would not be revealed in order 

to avoid a feeling of moral commitment and thus an overly conservative 

response. The fundamental assumptions utilized in conducting the survey were 

as follows: 

(1) The borrower would be the risk equivalent of debt with a medium grade 

investment rating (A/Baa). If the project is not equivalent to this 

credit, the amount of funds available to the project will drop 

significantly. 

(2) The pricing would be fully commensurate with the risk involved. 

(3) It will be important to have a high level of participation by U.S. 

commercial banks in order to insure high commitment levels from other 

geographic sectors. This is especially crucial because of the lack 

of relationship benefits which will be derived from participating in 

this financing. 
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(4) Careful consideration should be given to maximizing the amount of 

goods sourced abroad as there does exist a correlation between the 

exports from a country and the amount of credit indigenous banks are 

willing to extend. Therefore, maximizing foreign sourced goods may 

increase the total financing available for the project. 

(5) The degree of Canadian participation in Alaska is directly related to 

the level of U.S. and other non-Canadian participation in the 

Canadian segment and the coordination of these two financings will be 

of fundamental importance. 

(6) To the extent that prime bank guarantees are required for export 

facilities, this would reduce the amounts available from commercial 

banks. 

Additionally, the assumptions of an environmental nature which 

underlie the numbers presented and which are necessary to insure the 

maximization of funds from each market are as follows: 

(1) The project needs to be perceived as possessing national interest 

status preferably through formal U.S. governmental pronouncements. 

(2) Even if this project is regarded as being of national interest by the 

U.S. government, there is a strong need to have an exceptionally well 

coordinated publicity effort in terms of the timing of the release of 

information, what data is made public, and in what manner. 

(3) Within each country it is important to coordinate and s~gregate the 

individual financings with each category of financial institution in 

order to provide high visibility and thus motivation for strong 

participation. The coordination must not only extend to each 

individual financing for the Alaskan segment of ANGTS, but to the 

financing plans for the other segments of the pipeline system. 
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(4) Each financial institution must be approached correctly and at the 

appropriate level. 

(5) It is important to give the financial institutions adequate time to 

analyze the material submitted in order to conduct their own 

assessments of the viability of the project. In this regard, 

presentations should be organized for the various countries. 

(6) Specific presentations should be organized for the U.S. institutional 

market by the commercial bank advisory group due to their involvement 

in the project through an advisory role and as direct lenders. This 

would supply further credibility and maximize the funds available 

from this source. 

Although the survey had been initially structured to segment the 

market in terms of the amounts available for 5 year commitments, 5-10 year 

commitments and 10-15 year commitments, the final conclusion reached was that 

10 years (and in a few instances 12 years) would be the maximum overall term 

available except for the U.S. institutional market, but that within each 

individual financing one may need to offer a variety of commitment tenors and 

average lives in order to obtain the largest amounts. Therefore the amounts 

listed for each geographic area take this into consideration. Two columns 

have been included for conservative and relatively aggressive estimates. 

These numbers are based on the optimal blend between local currency and U.S. 

dollars for each geographic area although the locat' currency content would 

relate principally to export facilities. The incremental sums from 

institutional lenders which could be raised in later construction phases have 

not been assessed in detail. To the extent that the sponsors are successful 

in maintaining the construction program on a timely basis within cost 

parameters it is certainly probable that additional funds from these sources 

would be available. Also to the extent that an investment grade rating were 

obtained, the incremental sums which could be obtained from the public markets 

in the U.S. and abroad could be substantial. The preliminary estimates for 

the amounts which could be raised under the above assumptions are as follows: 



u.s. 
Commercial banks 

Institutional lenders 

Canada 

Commercial banks 

Europe 

Commercial banks 

Middle East 

Commercial banks 

Asia 

Conunercial banks 

Latin .America 

Comrnerc ial banks 

Export Credit Facilities 

566 

FUNDING ESTIMATE SUMMARY 

IN THOUSANDS OF U.S. DOLLARS 

$3,000,000 

1,500,000 

2,500,000 

3,500,000 

500,000 

1,800,000 

150,000 

$12,950,000 

1,700,000 

$14,650,000* 

$3,500,000 

2,500,000 

3,000,000 

4,000,000 

500,000 

2,400,000 

250,000 

$16,150,000 

1,700.000 

$17,850,000 

*Could be reduced by $2.5 billion if Canadian participation does not 

materialize - See Assumption #5. 
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FUNDING ESTIMATES 

ANGTS - Project 

UNITED STATES 

Introduction 

The United States commercial banking market comprises a broad spectrum of 

banks ranging from multinational institutions with depoSits in the range of 

$80 billion to small community banks with total deposits of around $500 

million. Approximately 300 banks constitute the above range. By comparison 

with the banking systems of other OECD countries from which funding for the 

ANGTS project is contemplated, the U.S. system represents a far wider 

distribution of the total national deposits amongst a greater number of 

institutions. Since only large financial institutions maintain the ability to 

analyze complex credits of the type contemplated, the fragmentation of the 

u.s. banki~g system represents a severe hindrance on the total amount of the 

funds available from this market. 

While the U.S. banking system has experienced over the past few years a 

situation of low loan demand, recent evidence suggests that this trend is now 

reversing. The current spate of multi-billion dollar financings can be added 

to a firmer underlying trend of increases in corporate loan outstandings 

prompted in part by a high level of pent-up demand in the capital market 

sector. In addition, the capital spending programs of many major corporations 

are anticipated to be in excess of their ability to generate funds, thus 

leading to their increasing from present levels their utilization of long-term 

debt from the commercial banking system. The outcome of this banking 

environment is likely to place the ANGTS project 'in .. the position of competing 

for increasingly scarce long-term funds. 
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The aggregate capital of the largest 300 U.S. commercial banks, ranging 

in deposit bases from $89 billion to $487 million, totalled $61.5 billion at 

year-end 1980. (See Table I ) The theoretical maximum lending abilty of 

these institutions is a function of this total capital. However, many 

institutions do not include supplemental capital, i.e., subordinated debt and 

preferred stock in computing their own lending limits. Available information 

suggests that such supplemental capital represents a figure of approximately 

$4.7 billion. Thus the total capital of the top 300 U.S. commercial banks, as 

adjusted, adds up to $56.8 billion which suggests an aggregate legal lending 

limit of $5.7 billion. However, it is considered unlikely that banks ranking 

lower than no. 150 will participate as lenders to the project. Similarly, it 

is likely that the smaller the bank the lower will be the percentage of its 

legal lending limit committed to the project and the higher will be the 

likelihood of that bank declining to participate. Realistically, therefore, 

the project is looking to no more than the top 100 banks whose adjusted 

aggregate capital stands at $43.7 billion leading to a theoretical maximum 

lending limit of $4.4 billion. 

Assumptions 

1. Medium grade Baa equivalent project credit. 

2. Pricing fully reflective of project risk. 

3. Project clearly perceived by the market as being considered in the 

national interest by the U.S. Government. 

4. Marketing of credit to be conducted at senior management level. 

Estimated Potential Capacity 

$3,500,000: Represents 80% of the Adjusted Legal Lending Limit Capacity 

of the top 100 institutions. The maximum tenor of the loans 

would be 10-12 years. A substantial portion would be 

limited to a maximum tenor of 7 to 8 years. 
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Table I 

COMPARISON OF LARGEST U.S. BANKS' CAPITAL TOTALS 
(ooo,ooos omitted) 

U.S. Commercial Banks 
Capital (l) 

100 Largest 
Second 100 Largest 
Third 100 Largest 
Total - Top 300 

Surplus and Undivided Profits (2) 

100 Largest 
Second 100 Largest 
Third 100 Largest 
Total - Top 300 

Total Capital (3) 

100 Largest 
Second 100 Largest 
Third 100 Largest 
Total - Top 300 

12/31/80 

$12,512 
2,363 
1,297 

16,173 

$35,033 
6,569 
3,745 

45,348 

$47,546 
8,932 
5,043 

61,520 

12/31/79 

$11,685 
2,352 
1,324 

15 '361 

$31,837 
6,057 
3,262 

41,155 

$43 '522 
8,408 
4,586 

56,516 

(1) Includes common stock capital, preferred stock and subordinated debt. 
(2) Includes subordinated debt assumed by parent. 
(3) The sum of capital, surplus and undivided profits as defined in 

footnotes 1 and 2 above. 
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FUNDING ESTIMATES 

ANGTS - Project 

United States Institutional Market 

Introduction 

The corporate finance departments of Bank of America, Citibank) Chase 

Manhattan Bank and Morgan Guaranty Trust Company have been asked to comment on 

the availability of funds in the United States institutional market, for the 

Alaskan portion of the Alaska Natural Gas Transportation System (the Project). 

In addressing this market we have considered the overall state of the 

market, large private placements previously placed in this market, particu­

larly those of a project nature and the views of the sixteen largest insurance 

companies on the availability of funds for this project. Our conclusions have 

been built upon this background and have assumed a favorable economic and 

market environment. 

Any assessment of this type is subject to many important assumptions. One 

of the most crucial assumptions in this regard is the credit structure of the 

issuing and/or guaranteeing entity. We have assumed that the Project attains 

the equivalent of a medium grade (Baa) investment rating. This would 

generally restrict the Proiect to the traditional private placement market 

where the investment risks can be more fully analyzed. This market primarily 

consists of insurance companies and some pension funds who have staffs trained 

in the analysis of this type of credit. 

A number of factors will determine the amount of money that the Project 

will be able to borrow from this market. The first and most obvious factor is 

the size of the market itself. Table I presents the total dollar amount and 

number of issues done in the private placement market for the last ten years 

and for the interim period ending June 24, lq8l. This table shows that the 

size of the market has been decreasing from a peak of $25.7 Billion in 1q77 to 
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a low of $16.3 Billion in 1980. Further, the interim results for 1981 show 

that this trend is continuing this year. This decrease has resulted from a 

number of factors, the most important of which are the reduced demand for 

whole life insurance, which reduces the premiums flowing into the life 

insurance companies, the increase in policy loans resulting from the present 

high interest rate environment and the growing caution of the market toward 

long term fixed rate obligations. Generally speaking, although many borrowers 

have avoided issuing long term fixed rate.debt at these high interest rate 

levels, lack of demand from issuers has not been a significant factor causing 

the reduced activity in this market. 

These factors have been offset to some extent by the increase in pension 

fund money management being done by the insurance companies and the reduced 

growth of policy loans over the past twelve months. While it is difficult to 

make predictions in such a volatile economic environment, we would be hopeful 

that the total market size would return to $20 Billion in the near future and 

maintain at least that level thereafter. 

We should now consider the· relative amount of the total market that has 

been taken by any individual issuer in a given year. Table II lists the ten 

largest issues done in the private placement market and the percent of that 

year's total market represented by that transaction for the years 1971 thru 

1980. The following table lists the transactions that accounted for over 

three percent of the total market in the year of issuance. 

ISSUES ACCOUNTING FOR 0VER 3% OF TOTAL MARKET 

% of Total 
Issue Year Issue Size Market 

($ooo) 

Sohio/BP Trans 1975 $1,750,000 12.95% 
Alaska Pipeline 

American Telephone 1972 1,000,000 8.46 
& Telegraph Co. 

Hydro-Quebec 1976 1,000,000 4. 7l 
Ontario Hydro 1976 650,000 3.06 

98--367 0-82-87 
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Although very few issues accounted for over three percent of the total 

market, there is precedent for issues taking up to 13% of the market, as was 

done by the Sohio/BP Trans Alaska Pipeline in 1975. In addition, the Sohio/BP 

Trans Alaska Pipeline returned to the market in 1976 to borrow $500,000,000, 

equivalent to 2.35% of that year's market. On the basis of this data, we 

believe that a practical limit would be 10% of the market in any given year. 

Therefore, if the private placement market returned to a $20 Billion level, 

this would translate into a yearly limit of $2 Billion. If commitments could 

be obtained for eighteen months at this rate, $3 Billion could be obtained. 

We believe that this is a very high target. 

We next look to precedent in determining the amount of financing that can 

be obtained from the private placement market. Table III presents a list of 

recent borrowers with major projects in construction and the total amount of 

financing that they were able to obtain over the last ten years. The Sohio/BP 

Trans Alaska Pipeline was clearly the largest issuer at $2.25 Billion in two 

issues done in 1975 and 1976. Although this is a record amount, we also note 

that the dollar amounts are in deflated dollars (the GNP deflator was 1.1959 

as of January l, 1975 and is 1.8814 as of March 31, 1981). The completion of 

the Sohio/BP Trans Alaska Pipeline also sets a good precedent for the Pro­

ject. If we inflated the amount raised by the Sohio/BP Trans Alaska Pipeline 

by applying the GNP deflator, the equivalent amount in 1981 dollars would be 

$3.54 Billion. However, we also note the decline in this market in absolute 

dollars since that time and believe that this amount is a very high target. 

In order to increase the amount of financing available from institutional 

sources for the Project, methods of entering other markets, of spreading the 

credit risk to other credit worthy entities and of devising financial struc­

tures of greater interest to the institutions than long term fixed rate debt 

should be considered. We will address each of these areas by presenting ideas 

which may or may not prove to be feasible in the light of further research. 

One market which we have not considered entering at this time is the tax­

free market. Entry into this market would require a governmental issuer and 
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an investment grade rating. If these can be obtained, the size of the market 

has been demonstrated by the Washington Public Power Supply System issues 

listed in Table IV. 

Insurance companies may be willing to guarantee additional debt while not 

affecting their appetite for direct loans to the Project and this concept 

should be further explored with them. Some of the insurance companies are 

presently investigating this area and this may enable them to increase their 

exposure without requiring actual funding for a transaction. 

In recent years the insurance companies have become increasingly cautious 

of lending on a long term, fixed rate basis due to the effects of inflation. 

They have been experimenting with shorter maturities, variable rates, equity 

or income participation schemes and alternative investments such as outright 

ownership of real estate projects. We believe that maturities for a certain 

portion of the financing of less than 15 years would expand the market. 

Additionally, variable rates and income participation schemes should be 

considered. The determination of the actual package to be offered must be 

made at a time close to market entry since institutional preferences can 

change quickly in the present volatile economic environment. 

In addressing the funding question, we have had direct conversations with 

the sixteen largest insurance company lenders. Although their responses re­

flect the present poor state of the fixed income markets, they generally 

received the idea of investing in the Project favorably. Their specific 

responses on the subject of their individual appetite for this project were a 

major input to the conclusions presented herein. We have considered these 

responses in the light of their participation in other large projects as 

detailed in Table V and discussed any major variances with them. 
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Assumptions 

In arriving at our conclusion, we have made a number of assumptions. We 

have assumed that this credit is constructed in a ~ay that will satisfy the 

standards of the traditional non-rated private placement buyers. Thus, the 

limit on the amount of participation for any institution is based upon port­

folio diversification concerns rather than on concerns related to specific 

project risks. We have also assumed that the issues are attractively priced, 

that the project will receive top level involvement and review at the insti­

tutions as a result of the method of offering used by the agent banks and the 

high degree of national support for the project and that the publicity sur­

rounding the project is carefully controlled and monitored. Our assessment of 

the market also assumes a relatively stable economic environment. 

Estimated Potential Capacity 

Based upon our study and survey of the market, we believe that the project 

might be able to raise between $1.5 and $2.5 Billion in pre-construction 

commitments. Additionally, we believe that the project could take up to 

$1 Billion from this market during the later years of construction. In 

today's market, we believe that half of these funds could be raised with a 

longer maturity of 15 years with a 10.5 year average life and half with 

shorter maturities of 10 years with an 8 year average life. 

Recommendation 

We believe that the private placement groups of the lead banks are best 

positioned to approach this market for the Project. Not only are the banks 

fully knowledgeable of the Project, and thus able to effectively communicate 

its investment characteristics to prospective institutional purchasers, but 

their role as major providers of funds gives additional comfort and sponsor­

ship to the issues. 
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TABLE 

Total Private Placement Market 

Year $ Amount # 

1981 ( thru 6/24) $ 5,616,269 '719 
1980 ( thru 6/24) 7,319,458,971 

1980 16,293,062,389 
1979 22,544,632,949 
1978 23,455,861,430 
1977 25,748,601,184 
1976 21,240,397,419 
1975 13,514 '759 ,461 
1974 10,673,728,890 
1973 12 '183 ,370 '946 
1972 11,825,313,190 
1971 9,066,981,208 

TABLE II 

Largest Private Issues 1971 thru 1980 

Year 1980 

McGraw Edison Company 
Arizona Public Service Co. 
Int'l Minerals & Chern. Corp. 
BankAmerica Corp: 
Mesa Petroleum Company 
Wheeling Pittsburgh Steel 
Pan American World Airways 
Bear Creek Capital Corp. 
Congoleum Corporation 
SWF Gulf Coast, Inc. 

Amount 
~ 

$200,000 
185,000 
185,000 
165,500 
150,000 
150,000 
148 '788 
135 ,000 
125,000 
125,000 

of Issues 

301 
382 

1,052 
1,342 
1,416 
1,460 
1,049 

938 
997 

1,290 
1,432 
1,457 

i 
% of Total 

Market 

1.23% 
1.14 
1.14 
1.02 

.92 

.92 

.91 

.83 

.77 

.77 



Year 1979 

Commonwealth Edison Co. 
International Paper Co. 
Norton Simon Inc. 
Tenneco Inc. 
Allied Chemical Corp. 
Texas Utilities Generating Co. 
Transco Exploration 
Pacific Gas & Electric Co. 
Convent Chemical Corp. 
Commonwealth Edison Co. 
Detroit Edison Co. 
Transcontinental Gas Pipeline Co. 
Pacific Gas & Electric Co. 
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TABLE II Cont'd 

Amount 
~ 

$300,000 
300,000 
250,000 
225,000 
200,000 
200,000 
200,000 
175,000 
160,000 
150,000 
150,000 
150,000 
150,000 

TABLE II Cont 'd 

Year 1978 

Corpus Christi Capital Corp. 
Commonwealth Edison Co. 
Indiana & Michigan Electric Co. 
Itel Corp. (Rail Div.) 
Reserve Mining Co. 
Wyodak Project 
Continental Oil Co. 
Montreal Urban Community 
Chrysler Corp. 
Pacific Telephone & Telegraph Co. 
Tenneco Inc. 
Texas Utilities Generating Co. 
Western Electric Co. 

Amount 
~ 

$525,000 
300,000 
300,000 
300,000 
281,750 
254,800 
250,000 
250,000 
231,500 
200,000 
200,000 
200,000 
200,000 

% of Total 
Market 

% 

1.33% 
1.33 
l.ll 
1.00 

.89 

.89 

.89 
• 78 
.71 
.67 
.67 
.67 
.67 

of Total 
Market 

2.24% 
1.28 
1.28 
1.28 
1.20 
1.09 
1.07 
1.07 

.99 

.85 
.85 
.85 
.85 



Year 1977 

Peabody Holding Co. 
Middle South Energy Inc. 
Alberta Gas Ethylene Ltd. 
Massey-Ferguson Inc. 
Colonial Pipeline Co. 
Hydro-Quebec 
Ohio Electric Co. 
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TABLE II Cont'd 

Amount 
Tili1i1i) 

Pacific Telephone & Telegraph Co. 
Squibb Corp. 

$500,000 
400,000 
373,800 
300,000* 
250,000 
225,000 
200,000 
200,000 
175,000 
150 ,ooo 
150 ,ooo 
150,000 
150,000 
150,000 
150,000 

Aluminum Co. of America 
Champion International Corp. 
Cities Service Co. 
Dome Petroleum Ltd. 
International Harvester Co. 
Mapco Inc. 

Year 1976 

Hydro-Quebec 
Ontario Hydro 
British Columbia Hydro & Power 
Sohio/BP Trans Alaska Pipeline 
Transco Gas Supply Co. 
Sidbec-Normi~es, Inc. 
Empire Iron Mining Partnerships 
Commonwealth Edison Co. 
Citicorp. 
Alabama River Pulp Co. Inc. 

TABLE II Cant 'd 

Amount 
Tili1i1i) 

$1,000,000 
650,000 
500,000 
500,000 
350,000 
330,303 
302,500 
300,000 
250,000 
227,500 

% of Total 
Harket 

1.94% 
1.55 
1.45 
1.16 

.97 

.87 

.78 
• 78 
.68 
.58 
.58 
.58 
.58 
.58 
.58 

% of Total 
Harket 

4. 71% 
3.06 
2.35 
2.35 
1.65 
1.56 
1.42 
1.41 
1.18 
1.07 

* Consists of 2 separate issues of $150 million 9% senior notes due 1997 
and $150 million 9 3/4% conv. sub. notes due 1992. 



Year 1975 

Sohio/BP Trans Alaska Pipeline 
Alasca, Inc. 
National Steel Pellet Co. 
Channelview Leasing Co. Inc. 
Virginia Electric & Power Co. 
Ford Motor Credit Co. 
Steel Co. of Canada 
Alcoa Company 
Canadian National Railway Co. 
M.I.M. Holdings Ltd. 

Year 1974 

State of Israel 
Eveleth Expansion Financing 
Buckeye Power, Inc. 
Bell Tele. Co. of Canada 
Square Butte Electric Corp. 
W.R. Grace & Company 
Consolidated Aluminum Corp. 
Cameron Iron Works Inc. 
RCA Corporation 
Tenneco Offshore II Co. 
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TABLE II Cont'd 

Amount 
($000) 

$1,750,000 
200,000 
200,000 
183,750 
150,000 
125,000 
125,000 
100,000 
88,000 
85,000 

TABLE II Cont'd 

Amount 
($000) 

$300,000 
195,000 
170,000 
130,000 
126,500 
101,750 
100,000 
100,000 
100,000 
100,000 

% of Total 
Market 

% 

12.95% 
1.48 
1.48 
1.34 
1.11 

.92 

.92 

.74 

.65 

.63 

of Total 
Market 

2.81% 
1.83 
1.59 
1.22 
1.19 

.95 

.94 

.94 

.94 

.94 
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TABLE II Con t 'd 

Year 1971 

General Motors Acceptance Corp. 
Olin Corporation 
El· Paso Natural Gas 
Explorer Pipeline Co. 
International Minerals & Chemicals 
Kaiser Aluminum & Chemicals 
White Consolidated Industries 
Chromalloy American Corp. 
Gulf Oil Corporation 
Kaiser Foundation Hospital 
Colonial Pipeline Co. 
ICI American Holdings 

Amount 
($000) 

$150,000* 
150,000 
115,000 
100,000 
100,000 
100,000 
100,000 
85,000 
80,000 
80,000 
75,000 
75,000 

* Consists of 2 separate issues of $75 million 8 3/8% sub. 
notes due 1991 and $75 million 8 7/8% junior sub. notes 
due 1991. 

TABLE III 

% of Total 
Market 

1.65% 
1.65 
1.27 
1.10 
1.10 
1.10 
1.10 

.94 

.88 

.88 

.83 

.83 

Large Issues Raised in the Private Placement Market 
for Issuers with Large Construction Projects 

Sohio/BP Trans Alaska Pipeline 
Hydro-Quebec 
Ontario Hydro 
British Columbia Hydro & Power 
Trans Canada Pipeline 
Alberta Gas Ethylene, Ltd. 
Wyodak Project 

Amount 
($000) 

$2,250,000 
1,225,000 

650,000 
500,000 
400,000 
373,800 
254,800 

{I of Issues 

2 
2 
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TABLE II Cont'd 

Year 1973 

Great Lakes Gas Transmission Co. 
Exxon Pipeline Co. 
Tenneco, Inc. 
Western Electric Co. 
Hooker Chemical Corp. 
Evans Products Co. 
Natural Gas Pipeline Co. of America 
Charleston Bottoms Rural Elec. Corp. 
Continental Oil Co. 
Gen'l Telephone & Electronics Corp. 
Southern California Edison Co. 

Amount 
($000) 

$200,000 
175,000 
150,000 
125,000 
105,000 
100,000 
100,000 

75,000 
75,000 
75,000 
75,000 

TABLE II Cont 'd 

Year 1972 

American Telephone & Telegraph Co. 
Gen'l Motors Acceptance Corp. 
Mobil Oil Corp. 
Iron Oil Co. of Canada 
Quebec (Province of) 
Associates Corp. of North America 
Gen'l Telephone & Electronics Corp. 
El Paso Natural Gas Co. 

Amount 
($GOO) 

$1,000,000* 
265,000** 
200,000 
150,000 
150,000 
140,000 
110,000 

95,000 

% of Total 
Market 

1.64% 
1.44 
1.23 
1.03 

.86 

.82 

.82 

.62 

.62 

.62 

.62 

% of Total 
Market 

8.46% 
2.24 
1.69 
1.27 
l. 2 7 
l. 18 
.93 
.80 

* Consists of 2 separate issues of $375 million 7 3/4% notes due 1997 
and 625,000 shares of $77.50 preferred stock (par value $1,000). 

** Consists of 2 separate issues of $132.5 million 7 7/8% sub. notes due 
1992 and $132.5 million 8 3/8% junior sub. notes due 1992: 
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TABLE IV 

Total Amount Raised by the 
Washington Public Power Supply System 

through the Tax Exempt Market. 

$ Millions If of Issues 

1973 150 1 
1974 205 2 
1975 550 4 
1976 780 5 
1977 595 4 
1978 1,210 7 
1979 980 6 
1980 1,100 7 
1981 (first 6 mos) 625 4 

TOTAL $6,195 40 
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TABLE V 

Buyers of Large Project Issues 

SOHIO/BP TRANS ALASKA PIPELINE: 

Aetna Life 
Aid Association for Lutherans 
Alexander Hamilton Life 
American Life & Casualty 
Bankers Life of Nebraska 
Capital Holding Corp. 
Connecticut General Life 
Connecticut Mutual Life 
Equitable Life Assurance 
Equitable Life of Iowa 
Franklin Life Insurance 
General American Life 
Gulf United Corp. 
Hartford Life 
Jefferson Standard Life 
John Hancock Mutual Life 
Life Insurance of Georgia 
Lincoln National 
Massachusetts Mutual Life 
Mutual Benefit Life 
Mutual of New York 
National Ben Franklin Life 
National Life & Accident 
Nationwide 
New England Mutual Life 
Northwestern Mutual Life 
Old Republic Life of New York 
Pacific Mutual Life 
Penn Mutual Life 
Phoenix Mutual Life 
Provident Mutual Life 
Prudential of America 
Southland Life 
Southwestern Life 
State Farm Life 
State Mutual Life 
Sun Life Assurance 
Teachers Insurance & Annuity 
Transamerica Life & Annuity 
Travelers Insurance 
Union Mutual Life 
United Benefit Life 
Variable Annuity Life 
Wausau Insurance 

Total 

Amount* 
($000) 

$180,000 
5,000 
1,645 

100 
2,500 
2,500 

76,500 
25,000 
95,000 

3,200 
5,000 
3,500 
2,500 
5,000 
2,500 

102,000 
2,500 
6,000 

44,000 
25,000 
45,000 

2,000 
10,000 
5,000 

22,500 
55,000 

1,000 
10,250 
38,000 
6,000 
5,500 

355,000 
1,000 
3,000 

13,000 
4,000 
7,500 

77,000 
4,500 

60,000 
5,000 

14,500 
1,750 
9,500 

$1,345,445 

*Holdings as of 12/31/79 as reported in Best's Market Guide. 
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~TABLE V Cont'd. 

Buyers of Large Project Issues 

HYDRD-QUEBEC: 

Aetna Life 
American Life & Casualty 
American National Financial 
Connecticut General Life 
Connecticut Mutual Life 
Crown Life 
Cudis Insurance Society 
Curnis Insurance Society 
Cuna Mutual 
Equitable Life Assurance 
General American Life 
Great-West Life Assurance 
Insurance Company of North America 
John Hancock 
Lincoln National Life 
Massachusetts Mutual Life 
Metropolitan 
Mutual Benefit Life 
Mutual of New York 
National Life & Accident 
New England Mutual Life 
New York Life 
Northwestern Mutual Life 
Penn Mutual Life 
Phoenix Mutual Life 
Provident Life & Accident 
Provident Mutual Life 
Prudential of America 
Teachers Insurance & Annuity 
Transamerica Corp. 
Travelers 
Wausau Insurance 

Total 

Amount* 
<$000) 

$95,838 
94 

6,000 
9,445 
9,445 
5,000 

500 
500 

1,500 
94,450 

4,861 
5,000 

19,833 
50,000 

9,445 
14' 168 
99 '173 
14' 168 
9,445 
4,000 

16' 16 7 
61,392 
28,890 

9,445 
9,445 
5,000 
3,000 

216,675 
57,225 
5,000 

28,338 
9,445 

$902,887 

*Holdings as of 12/31/79 as report~d in Best's Market Guide. 
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TABLE V Cont'd. 

Buyers of Large Project Issues 

ONTARIO HYDRO: 

Acacia Mutual Life 
Aetna Life 
Aid Association for Lutherans 
American United Life 
Bankers Life of Iowa 
Canada Life Assurance 
Capital Holding Corp. 
Central Life Assurance 
Confederation Life 
Equitable Life of Iowa 
Federated Life Insurance 
Franklin Life Insurance 
General American Life 
Great-west Life Assurance 
Gulf United Corp. 
Independent Order of Foresters 
John Hancock Mutual Life 
Kansas City Life 
Liberty National 
Lincoln Liberty Life 
Lincoln National Life 
Lutheran Mutual Life 
Manhattan Life 
Massachusetts Mutual Life 
Metropolitan Life 
Minnesota Mutual Life 
Monumental Life 
Mutual Benefit Life 
Mutual of New York 
National Ben Franklin Life 
North American Life & Casualty 
Occidental Life 
Provident Life & Accident 
Provident Mutual Life 
Prudential of America 
Southwestern General Life 
Southwestern Life 

* Standard Insurance 
State Mutual Life 
Sun Life Insurance 
Sunset Life 
Travelers 
Union Mutual Life 
Unionmutual Stock Life 
Volunteer State Life 
Washington National Insurance 
Western & Southern Life 

Total 

Amount* 
($000) 

$2,000 
10,000 

5,000 
6,000 
3,000 
2,500 
6,750 
2,000 

750 
2,000 

200 
2,500 
2,500 
1,500 
2,000 
4,255 

20,000 
2,000 
4,500 

200 
10,000 

2,000 
2,000 

25,000 
100,000 

3,000 
1,750 

15,000 
12,900 

500 
500 

3,000 
5,000 
5,000 

175,000 
500 

1,500 
2,800 
6,500 
2,500 

400 
25,000 

3,200 
500 
750 

2,500 
3,000 

$489,455 

*Holdings as of 12/31/79 as reported in Best's Market Guide. 
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TABLE V Cont'd. 

Buyers of Large Project Issues 

BRITISH COLUHBIA HYDRO & POWER: 

Aetna Life 
Aid Association for Lutherans 
America United Life 
Bankers Life of Iowa 
Bankers Life of Nebraska 
Central Life Assurance 
Connecticut General Life 
Connecticut Mutual Life 
Cudis Insurance Society 
Cuna Mutual Insurance 
Equitable Life of Iowa 
Franklin Life Insurance 
General American Life 
Great Western Life Assurance 
Home Beneficial Life 
IDS Life 
Independent Order of Foresters 
Knights of Columbus 
Life Investors Insurance 
Lincoln National Life 
Massachusetts Mutual Life 
Minnesota Mutual Life 
Monumental Life 
Mutual Benefit Life 
Mutual of New York 
National Ben Franklin Life 
Nationwide 
New York Life 
NLT Corporation 
North American Co. for Life & Health 
North American Life & Casualty 
Pacific Mutual Life 
Presbyterian Ministers' Fund 
Provident Life & Accident 
Provident Mutual Life 
Prudential of America 
Standard Insurance 
Travelers 
Union Cental Life 
Union Mutual Life 
Unionmutual Stock Life 
Volunteer State Life 
Western & Southern Life 

Total 

Amount* 
($000) 

lao ,ooo 
5,000 
5,000 
2,750 
2,000 
2,000 

17,000 
5,000 

250 
2,200 
3,350 
3,000 
3,000 
2,750 
2,000 
3,000 
2,250 
2,000 
2,000 

10,000 
5,000 
2,000 
1,300 

15,000 
10,000 

1,000 
5,500 

50,000 
8,250 
2,000 

750 
10,000 
2,000 
5,000 
5,000 

110,000 
2,000 

15,000 
2,000 
4,000 

500 
700 

2,500 

$344,050 

*Holdings as of 12/31/79 as reported in Best's Harket Guide. 
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TABLE V Cont 'd, 

Buyers of Large Project Issues 

ALBERTA GAS ETHYLENE, LTD.: 

Aetna Life 
Connecticut General Life 
Equitable Life Assurance 
John Hancock Mutual Life 
Metropolitan Life 
New England Mututal Life 
Travelers Indemnity 

Total 

TABLE V Cont'd, 

Buyers of Large Project Issues 

WYODAK PROJECT: 

Aetna Life 
Bankers Life of Iowa 
Connecticut General Life 
Connecticut Mutual Life 
Equitable Life Insurance 
Franklin Life Insurance 
John Hancock Mutual Life 
Pacific Mutual Life 
Teachers Insurance & Annuity 
Transamerica Corp. 
Union Mutual Life 
Unionmutual Stock Life 

Total 

Amount* 
($000) 

$29,904 
22,428 
41' 118 
56,070 

156,996 
111214 
56,070 

$373,800 

Amount* 
($000) 

$30,276 
10,092 
15 '138 
5,046 

35,322 
3,027 

25,230 
5,046 

20' 184 
4,039 
3,532 

505 

$157,437 

*Holdings as of 12/31/79 as reported in Best's Market Guide. 
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FUNDING ESTIMATES 

ANGTS - Project 

Introduction 

Canada's commercial banking system consists of 11 privately-owned 
banks which at the end of 1980 operated 7,368 branches in Canada and 288 
offices abroad. The total assets of the Canadian banking system at the 
end of March 1981 were Cdn. $294 billion, 91% of which were held by the 
five largest banks. Of total assets at the end of March, 6.4% were 
invested in Canadian government securities and call and other short 
terms loans; 38.7% in provincial, municipal and corporate loans and 
securities; 5.9% in mortgages; 10.9% in other dollar denominated loans 
and securities and 38.1% in foreign currency loans and securities. 

The Canadian banking system is regulated by the Bank of Canada 
which operates under the Bank of Canada Act of 1934 (the "Act"). Banks 
are not subject to stipulated legal lending limits although they report 
on a regular basis to the Bank of Canada and their exposures are thus 
informally monitored. Nonetheless, the house limit of the top five 
chartered banks for a particular name tends to be significantly higher 
than the legal limit for a comparably sized U.S. bank. 

The participation of the Canadian banks in the Alaska segment of 
the ANGTS system will depend to a great extent on their required commitment 
to the Foothills project. This will, in turn, depend on the coordination 
of the two financings and the extent to which non-Canadian banks are 
able to differentiate the Foothills and Alaska risks for legal and house 
lending limit purposes. 

The Canadian public bond market absorbed Cdn. $17 billion in new 
issues in 1980, up an average 19.7% per annum over the 1976-1980 period. 
Of total volume in 1980, the Canadian government accounted for Cdn. $6 
billion (35.7%), provinces and municipalities for Cdn. $9 billion (51.6%) 
and private corporations for Cdn. $2 billion (11.3%). 

The non-bank institutional market in Canada consists of life and 
casualty companies, pension funds, trust companies and mutual and closed­
end funds. At the end of 1980, this sector as a whole had total assets 
of approximately Cdn. $148 billion, which were invested principally in 
government, provincial and municipal securities, short-term corporate 
notes and preferred and common shares. Corporate bonds and debentures 
at that date represented approximately 24% of total portfolio. 

93--367 0-82-88 
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The nature of the non-bank institutional and bond markets in Canada 
suggests that there would be little interest in either a public offering 
or private placement for the kind of complex pre-completion support 
arrangements that are contemplated in connection with the project. 
These markets might, however, provide viable refinancing alternatives 
after completion. 

Export Development Corporation 

The Export Development Corporation (the "EDC") is a Canadian Crown 
corporation which provides loans, loan guarantees and insurance to 
facilitate Canadian exports. In 1980, the EDC provided Cdn. $3.5 billion 
in export support, of which Cdn. $831.1 million represented loans and 
note purchases and Cdn. $299.3 million represented medium term insurance 
and guarantees. Approximately 22.7% of EDC's export support in 1980 was 
on behalf of importers in the United States, Central America and the 
Caribbean. 

The EDC has indicated that they would not be particularly interested 
in financing a pipeline into the United States, although they have done 
so on occasion in the past. On u.s. projects, they try to avoid competing 
with commercial banks and would only offer financing if a third country 
was providing export credit at concessionary rates. 

Assumptions 

(1) Baa/A equivalent credit risk. 

(2) Pricing fully reflective of project risks. 

(3) Strong support from the U.S. banking community. 

(4) U.S. $2 - 3 billion in availability from non-Canadian sources 
for the Foothills project. 

Estimated Potential Capacity 

$3,000 Million available in ten and twelve year tranches (75/25) 
with amortization beginning at the end of year five in both cases. 
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CANADIAN CHARTERED BANKS 

(In millions of Canadian dollars) 

Bank of British Columbia 

Bank of Montreal 

Bank of Nova Scotia 

Canadian Commercial Bank 

Canadian Imperial Bank of Commerce 

Continental Bank of Canada 

Mercantile Bank of Canada 

National Bank of Canada 

Northland Bank 

The Royal Bank of Canada 

The Toronto Dominion Bank 

(1) As of October 31, 1980. 

TOTAL (l) 
~ 

2,338 

48,842 

43,177 

903 

55,428 

1,682 

4,115 

16,464 

253 

62,834 

33,842 

Exhibit I 

CAPITAL(l)( 2) 
FUNDS 

85 

1,939 

1,618 

56 

1,935 

122 

177 

523 

22 

2,650 

1,418 

(2) Including shareholders' equity, debentures and accumulated 
appropriations for losses. 
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FUNDING ESTIMATES 

ANGTS - Project 

MIDDLE EAST 

Introduction 

There are three principal sources of funds in the Middle East: 

(i) Government owned private placement lenders such as the Saudi 

Arabian Monetary Agency ("SAMA") 

(ii) Equity oriented individuals and government owned investment 

vehicles; and 

(iii) Commercial banks. 

Lenders in the Middle East are not generally subject to legal con­

straints on their exposure to any one borrower. They do, however, monitor 

their exposures within specified in-house parameters and the private placement 

market particularly tends to be very conservative with respect to credit risk. 

Neither the private placement market nor the banks are experienced in project 

lending. 

Tenors in the private placement market rarely exceed ten years and are 

more typically seven to eight years. Pricing reflects the all-in cost to the 

borrower of alternative sources of fixed rate term funds (typically the U.S. 

or eurobond market). U.S. dollar denominated placements account for most of 

the private placement activity in the area although financing in other curren­

cies is available from time to time. The largest corporate private placement 

done by SAMA was the recently completed $300 million for IBM. The private 

placement potential for a AAA corporate credit today is likely to be in the 

$300 - 500 million range. The market would, however, have little appetite for 

a Baa/A project credit. 

Equity oriented investors are typically looking for a pure equity 

return or a debt placement in conjuction with equity. This sector tends to 

be dominated by the Kuwaitis. These investors could be interested in some 
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form of equity cum debt placement in the project. This has political impli­

cations, however, which would make it untenable in the current environment. 

The third source of funds in the Middle East are the commercial banks. 

At the end of 1980, the assets of banks active in eurocurrency lending (inclu­

ding Arab affiliated banks based outside of the region) were approximately 

$79 billion. Arab led syndications as a percentage of publicized eurocurrency 

credits increased from 1.3% in the first four months of 1980 to 12.0% in 1981. 

The top five Arab lead managers in the first five months of 1981 were Arab 

Banking Corporation, Arab Bank, Gulf International Bank, KFTCIC and the National 

Bank of Kuwait. Also important were BAil and the USAF Group. 

The commercial banks in the region are sizable and have become increas­

ingly active in international lending over the last two years. Key to their 

interest in any transaction is the presentation of the deal and the position 

of the major indigenous banks relative to managers outside the region. 

Assumptions 

(1) Baa/A credit risk. 

(2) Seven and ten year tranches (50/50) with amortization beginning at 

the end of year five in both cases. 

(3) Pricing fully reflective of project risks including possibly some 

limitation and/or penalty on prepayments. 

(4) Widespread participation by banks outside the region with unquestioned 

support from the U.S. banking community. 

(5) Some form of management status or other special recognition for the 

key banks. 



Estimated Potential Capacity 

Bahrain 

Egypt 

Jordan 

Kuwait 

Qatar 

Saudi Arabia 

U.A.E. 

592 

Arab Banks Headquartered outside 

the Middle East 

IN MILLIONS 

OF U.S. DOLLARS 

185 

40 

15 

40 

5 

30 

25 

160 

$ 500 
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SELECI.C:D HlDDLE EAST BA.~KS 

TOTAL ASSETS, CAPITAL AND RESERVES AND ESTI!-!ATED POTENTIAL LE~;DING CAPACITY 

(In million of U.S. dollars. as of Decl:!rnber 31, 1980, unless other..,.lse indicated) 

Bahrain 
Arab Banking Corporation 
Bank of Bahrain and Kuw<!it B.S.C. 
Gulf International Eank B.s.c. 
National Bank of Bahrain 

Egypt 
Arab Afrlca.n International Bank 
Arab International Onnk 

Jordan 
"'AiibJja nk. Lio. L ted 

Kuwait 
Al Ahll B-9..nk. of Kuwait K.S.C. 
The Bank of Kuwait l\nd the H.lddle East K. S.C. 
Burgan Dank S.A.K. 
The Com.l:lcrci.J.l Bank of Kuwait S.A.K .. 
The Gulf Bank K.S.C. 
The National Dank of Kuw•1Lt K.S.C. 

Qatar 
Qatar Natlon..:al Bank 

Saud t Arabi.'l 
Al Bnnk Al SAudi Al Fran.sl 
A.l aank. Al S.Judl Al Holl.1ndl 
The ~atlonal Coroc.c.ricn.l Bank 
Rty~1d Rank 
Saudi Merlc.:1.n Bank 
Saudi British Rotnk 

UnJ ted A!'ilb F.r.:li.r.ates 
Ar~ib-Har.k. for-TiWC'Stment .'lnd Foreign Trade 
Kh'll ij Cora:;'let"Ci.J.l Bank Li:~;~Lted 

Nat" tonal Ba;tk of Abu Dha~l 

Banks Heildqu.trtered Outside the ~Uddle East 
Al s.,udi Ranqtte (P~1ris, France) 
Arab Latin A-=tcric.:ln Bank (Litta, Peru) 
C04npagnle Arabe et lnternattonale 

d'lnvesti!'lscment (BAil t.roup) (Paris, France) 
Eurnpcdn Arab Bank. (Bru:;t>els, Hetgiuc:~) 

UHAF As:;;ociated Corupanics: 
UP.Af Franc~ 
UHAr· B;:~.nk Limited 
UBAE Arab Italian Bank 
UBAE .\rah German Bank 
UBAN Arab J .. panesc F1Mnc.e Ltd 
UBAF .\ra.h American Bani<. 

Other Danks 

TOTAL 

(a) As of 't:uch Jl, 1981. 

Total Capital & 

~ Reserves 

2,G11(a) B08(h) 
84J(c) 47(c) 

2,89J 199(d) 
789 5J 

2, 7BJ( e) 162(e) 
l,J5J(f) 192(f) 

6,640(c) 207(c) 

2,964(c) 167(c) 
2,414 l!J 
1,506 99 
3,707 226 
4,J06 257 
5,064 297 

1,40J(c) 77(c) 

980(c) 78(c) 
842(c) 76(c) 

9,40J(g) 478(g) 
4. :!12(h) J98(h) 
2,116 112 

~62(c) 5 7(c) 

554 41 
J64 JJ 

S,CC6(c) 26J(c) 

59J( f) J2(f) 
1,524 114 

2, 749 115 
1,0S5(c) JJ(c) 

5,006 140 
1,309 75 

66\ JO 
5&4 21 
402 19 

1,029 72 

N/A N/ A 

N/A N/A 

(b) Paid-in c.,pital 'Jas increuscd fro;u $)75?£!.1 fo $7SOH.\f effective 
April 1, 1981. 

(c) As of December )1 1 1979. 
(d) Capital funds increused fro~ $121l~H! on December 31, l9!H c,:, $199tf}t 

on Januaq 3, 19;)1. 
(c) Fig•.Jrc...: ."lre for th~ Gronro, !.ncJ.u<ttn:; Al-llahr,'lin Ar;l'.J ,\frtc;:~.n E.u:k EC 

("3.3hra.i~), li2't own11d. (:~s:>ct:s $79to:·f:t, capital and r.'!serves $3Ytf) .:tnd 
C:nan .\rab ,\[e1cai1 Sa.::.:_ ~'!uHr.at, Sult.111nte of f);;;-1n), '55i: ownl!d, 
(as::.et~ Sl55:·C"!, cap it tl .n1:! r.:~s .• :r-ve:s ~7a:-n. 

(f) Fi~t!:'Cs .1r~ ·lS of J~1::c 30, 1980. 
(,;:;) As of :\CVo..!."lher f3, t9~0. 

(h) A'i of :i~y 14, 1980. 



Arab Banking Corporation 

Arab B.:~nk LiC~.itc:l 

Gulf Intetni!.tional Bank 

r:uvdt Foreign Trt~Jing Contracting and 
Invesl~aent Co~;~pany 

National Bank of Kuvalt 

Al Saudi U11.nque 

flanquc Arabe et lut~rnntionale 
d' Investi!l5e::aent 

A.r.1b Latin ~er!.can ~ank. 

UD.o\F Group 

Saudi Internation.oat flank 

Z:uropean Arab Bar.ll 

Uational flank of Abu Dlwhi 

Industri .. t t1ank of Kuvait 

Libyan A.r.1b fordgr: Bank 

FRAB flank 

Banco Ar01be Espano1 

Duq~11n Bank 

Allied llnb SaM 

BAnk of 'Kuwait !i. MiJdle East 

(1) }'ir.Et five ::~onths only. 

(2) Includes Al Bub. 

Source: Euro11oney, July 1981, 
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EUROCl!RR£:-iC'I' S'GWIC.\T£0 LOA!lS 

10 

11 

12 

13 

15 

16 

17 

25 

28 

29 

1981 
:.10. OF 

~ 

20 

" 

10 

(1) 
A.'lOUNT 

~ 

685.64 

428.01 

390,03 

369.44 

200.86 

178.68 

99.27 

9).25 

fl8.21 

83.83 

51.o.S8 

lo6.)l 

li0,().0 

35.70 

29.72 

25.00 

19.72 

4.72 

4.72 

4.72 

4.72 

4.72 

J::Y.ldbit II 

1980 
NO, OF A...'iot.::~r 

RA.''l LOA.l·.;s -~ 
12 386.79 

12 238.79 

" 7!.2.30 

15 120.00 

,, 310.!13 

2S 23.14 

10 174.Sb 

11 241.00 

Z2 52J.5•j 

15 J63.0J 

22 30.00 

12 152.34 

1' 14 146.90 

16 100.96 

11 161.01 

Jl 1].00 

J4 s.oo 

27 23.57 
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TilE ARAB ROT.E IN LENDING 

PUBLICIZED EUROCURRENCY BANKS CREDITS (l) 

(In billions of u.s. dollars) 

Borrowers 
·Industrial Non-Opec All 
·countries ~ Borrowers 

29.0 26.7 70.2 

1979 27.2 35.2 82.8 

1980 39.1 23.5 77.4 

Jan - April 

1980 10.0 5.4 19.6 

1981 12.6 10.5 27 .o 

Arab-led Syndications 

1978 1.4 2.4 6.9 

1979 2.2 2.2 7. 7 

1980 3.3 3.2 8.0 

Jan-April 

1980 0.6 0.2 1.3 

1981 7.1 3.2 12.0 

Arab-led Syndications as Percentage of All Lenders 

1978 5.1 9.0 9.9 

1979 7.9 6.3 9.3 

1980 8.4 13.5 10.3 

Jan-April 

19SO 6.0 3.4 6.5 

1981 56.3 J0.3 44.7 

"1) Loans in which one. or n.orc Arab banks, including corv.~ortium bunks, acted as lead or 
co-lead mananers. 

2) Inc-.ludcs OPEC, Communist contrics, and lntcrnatlona1 •)rgani;:ations. 

Source: World Financial H:u·kets 

(2) 



Honey 
~£!1.(1) 

r.uht".11n 
(Millions of Dinan) 303,8 
(HllUons of Dollars) 767,8 
11utar 
(ll_lllionu of Riyals) 2. 702 
(nt.lllonn of Dollaro) 682,5 
Snndi r\CI\bia 
(IHlllnnc o! Riyals) 29.61 
(Bl 1 lion~ of Dollars) 8.39 
U.A.P.. 
(Bf J Uons of Di rhnmu) IL75 
(IHlllons of Ooll:tru) 4.19 

• Kw.., .. l t 
(l!lil Lon." n.t Ulnnr!'l) 1.1.2 
(P.lllionll of Ooll.J.rs) 4.25 
01n;1n 
(HilllonH oC lUyola) 164.6 
(Hill ions of Dollars) 476.5 

Y.xchllngc Rates 

Bnhrntn 
(US$/IHnar) 
Qnlnr 
(US$/Riynln) 
Snu.tl Arabia 
(IJS$/Riyn1s) 
U,A,P., 
(U,S.$/R!plo) 
Ku~alt 

(US$/D!n.r) 
01aan 
(li:.:_t/rtlynl.:-~) 

Tn--rilifiiJi ng Quu~l-}toney, 
(2) l.ntcsc uvailnble figure11, 

1976 
Cl4ii'IIS 

on 
Pr lvntc 

~ 

267.9 
677.1 

1.559 
393.8 

9.88 
2.80 

10.47 
2.62 

0.93 
3.24 

120.2 
348.0 

.!!?! 

2.5275 

0.2526 

0.28JJ 

o. 2504 

3,4849 

2.8952 

M<UOR ~ONETAnY ACCRECAn~ 

~J!~!.J=.T~TES 

)'Ji7 1978 
crnt.ma-···-· Cl.:J.iro~s 

on on 
Fordgn Honey Private Forden Xoney f'riv::~te 

~ ~(1) Sector ~~ ~(1) Sec~ 

162.0 361.8 ll0.8 166,2 432.2 325.4 
409.5 914.4 785.5 420.0 1126.0 847,7 

1. 708 3.567 2.464 1.973 4.116 2.889 
431.4 900.7 622.2 498.2 1072.2 752.6 

184.5 44.51 10.12 212.6 58.00 14.48 
52.3 12.70 2.89 60.6 17.50 4.37 

14.87 15.53 15.83 2.08 17 .• 58 19.36 
3. 72 3.98 4.06 0.53 4, 58 4.97 

0,90 1.57 1.24 1.22 1.92 1. 56 
3.14 5.60 4.43 .t..36 7.06 5. 74 

30.4 206.6 167 .I 105.8 230.6 198.4 
88,0 598,1 483.8 306.3 667.6 574.4 

.!2.?1. ~. 

2.5275 2.6052 

0,2525 0.2605 

0.2853 0.3017 

0.2565 o. 2606 

3. 5703 3.6792 

2.8952 2.fl952 

Sourr:N1 : lHf lntr:rrmtlonal Statistice "'nd Central Bnnk of Ku.,.ntc. Qu.:~.rcerly Stnttl':tic~tl null.ettn, 

Exhibit IV 

1979 1980(2) 
Chi::~o Cl.:tim1 

on 
Forei&n Xoney Private Foreien Htlncy Prlvntc F'ore1g 

~ ~(1) ~ Assets ~(l) ~ ~ 

209.6 443.3 375,8 232.6 515.6 417.1 323,C 
546.0 1175.9 9%.8 617 .o IJ67 .6 1106.4 856.8 

2.429 4.511 3.278 2,637 4.986 3.398 3.16( 
632.7 1217.5 884.7 711.7 IJ69.6 933.4 868.1 

204.'• 65.98 26,7J 218,18 70.04 29.2< 239.8( 
61.7 19.61 7.94' 65.02 21.76 9.06 74.51 

2.24 18.22 21.22 3.36 19.81 23.27 4.41 
o. 57 4.82 5.61 0.89 5.37 6.31 1. 2 ~ C11 

~ 
1.52 2.29 2.12 1.42 2. 77 2.46 1.6• Q') 
~.86 8.38 7. 76 5.20 10.JJ 9.18 6.!: 

67.1 246.2 222.6 188.0 318.0 162.4 3ll.' 
194.3 112.e 644,5 544.3 920.7 759.7 932.· 

.!1Z2. 1980 

2.6525 2.6525 

o. 2699 0.2747 

0.2972 0.3107 

0.2645 o. 27ll 

3.6615 3. 7310 

2.8952 2.8952 
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~Funding Estimates 

ANGTS - Project 

Introduction 

The European commercial banking environment is generally 

characterized by a lower degree of regulatory constraints than the one 

prevailing in the United States. Each of the major countries (U.K., 

France, Germany, Switzerland, Italy, Holland) have three to five major 

institutions dominating the banking scene, with some of the larger banks 

having recently outpaced the major U.S. banks in terms of size (Deutsche 

Bank, BNP, etc.) or earnings (the British Clearers). 

No uniform lending practices prevail in Europe. International 

activities are for the most part of a more recent nature. The appetite 

for international business is influenced strongly by both international 

and domestic considerations - as they change over time, 

European banks generally are not constrained by legal lending 

limits; however, the very powerful and, until recently, very aggressive 

German and Swiss banks have become substantially less active. Balance 

sheet ratio requirements recently made applicable to worldwide 

consolidated statements severely restrict the Swiss Banks, Ratio 

requirements, which are presently under consideration and maybe imposed 

over the next few years in Germany, have forced the German banks to be 

increasingly restrictive in their lending activities. 

The larger European banks have not shied away from committing 

$200MM to $300MM to any one borrower for any particular transaction, 

although they have been somewhat less aggressive recently. 

In addition, one must recognize that only a limited number of 

European banks feel they are in a position to either analyze pure project 

risk, or to live with it. 
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In order to assess their willingness to finance a project like ANGTS, the 

following approach was taken: 

Two to three major institutions per country were contacted to 

discuss not only what they individually would be prepared to 

provide, but also what could be generated from the banking 

community in their country. 

Pricing was not discussed, but it was almost uniformly 

pointed out by the banks contacted that pricing "would have 

to s-tand on its own" in the absence of commensurate 

relationship benefits. 

Banks generally felt that the more complicated the credit 

structure of the project, the more time was needed for a 

decision. Banks warned against "tight schedules" which could 

only result in the risk of them not being able to participate 

at all. 

The attachment shows the estimated amount, by country, that 

could be raised in Europe. 

The nature of the project and the depth of the European 

institutional and bond markets make it improbable that anything but minor 

amounts could be raised in these markets prior to completion of the 

project. 

Export Finance 

Export finance at attractive rates can be raised in the U.K., 

France ant Italy. Generally the export finance agencies do not accept 

project risks. The credit structure would have to be fairly straight 

forward to obtain financing from any agency without commercial bank 

guaranties to cover the project risk. Predicting precisely how the 

agencies would react is impossible at this time as the agencies would 

need to see the formal credit structure before they would provide any 

indication of interest. 
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The U.K. export credi.t scheme is fairly fonnal ized. In Italy 

and to a lesser extent in France, the details of export finance depend on 

actual negotiations on a case by case basis. Gennany does not provide 

export finance to developed countries. Export guaranties could, however, 

be available. They are expensive and maturitie~ of longer than 4 to 5 

years for this project are most likely not available. 

Assumptions: 

(1) The perceived participation by the American and Japanese 

banking communities is very strong. 

(2) Full pricing of the loan to reflect project risks. 

(3) No further deterioration ~n the capital ratios of the 

Gennan or Swiss banks. 
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Estimated Potential Capacity 

Country Amount 

US $Millions 

Austria 150 

Belgium 250 

France 500 

Germany 850 

Holland 300 

Italy 300 

Scandinavia 300 

UK 1,050 

Rest of Europe 300 

TOTAL 4,000 

TENOR: Ten year final maturity; seven and one-half year average life 

from date of commitment. 
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FUNDING ESTIMATES 

ANGTS - Project 

JAPAN 

Introduction 

The participation of Japanese banks in financings of a pure project 

nature has been extremely limited, and those instances to date of their 

participation have been principally on a government-to-government basis. In 

Japan there are legal lending limits which vary depending upon the type of 

financial institution. For the major city banks it is 20% of capital plus 

reserves; for the long term banks and trust banks it is 30%, and for the Bank 

of Tokyo it is 40% (see Exhibit I). Although these legal lending limits 

technically only apply in the case of Japanese borrowers, this system extends 

on an informal basis to foreign borrowers in terms of setting country limits 

and foreign corporate borrowing ceilings. Because of the high legal lending 

limits it is unlikely that this would be the constraining factor but rather 

the complexity of the project, the lack of direct government participation and 

the informal guidance which may be imposed by the Ministry of Finance as to 

the extent of the participation by Japanese banks. The impact of a change in 

the Ministry of Finance guidelines is exemplified by the dramatic drop in the 

level of activity of Japanese banks in the syndicated loan market when 

comparing 1979 to 1980 (see Exhibit II). The Ministry of Finance guidelines 

have been relaxed recently, although until April Japanese banks had only been 

allowed to participate up to 25% in any Eurodollar loan with certain 

exceptions, they are now allowed to participate up to 50% if the Japanese lead 

manager(s) are underwriting 50% of the loan. In regard to this specific 

financing, the potential market will consist prin:cipally of the 26 Japanese 

banks listed in Exhibit I. 

The life insurance and fire and marine insurance companies became 

active in participating in yen loans to non-Japanese borrowers in 1978. These 

institutions began looking outside of their normal parameters as a result of 

the lack of domestic investment alternatives coupled with their tremendous 
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growth and their desire to diversify. Their long-term source of funds gives 

them a natural base to extend fixed rate long-term commitments. The insurance 

companies, though, are still newcomers to international financings and 

presently are restricted from lead managing yen loans and limited by 

investment restrictions imposed by the Ministry of Finance. To date these 

institutions have not participated in any project financings. Additionally, 

under present Ministry of Finance guidelines yen loans cannot be arranged for 

non-residents unless the borrower is a supra natural organization, a 

Japan-related energy project, or an export related financing. 

Although the Samurai bond market (yen bonds issued by non-residents) 

has been extremely active in 1981 with a greater volume of issues in the first 

half year (Y 277.5 bn) than all of 1980 (Y 261 bn), this is still a very 

restricted market in terms of the type of issuers allowed to use it. To date 

the list of issuers has been restricted to international organizations, 

governments and foreign government agencies with the exception of one 

corporate issue for Sears Roebuck (AAA) in March, 1979. At present and in the 

near future, therefore, this would not be a likely source of funds for such a 

project given: the present Ministry of Finance guidelines on eligible issuers, 

the present investment restrictions on pension funds, and the long queue of 

eligible candidates. These same problems basically apply as well to the 

domestic private placement market (Shibosai) which is utilized mainly by 

developing countries. 

The project, though, should be favorably viewed by most of the 

Japanese banks for the following reasons: 

(1) the potential benefits this project offers to Japanese exporters of 

machinery and equipment; 

(2) the positive supply/price impact on Japan's energy situation; 

(3) the visibility of the financing; and 

(4) the assumed high level of participation by the international 

financial community. 

Although Japanese commercial banks have, on occasion, extended loans 

with maturities as long as fifteen years, it is unlikely that they would go 

beyond 10 years for this project. 
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Export Import Bank of Japan 

The traditional and most actively used method for financing Japanese 

ex·ports by the Export-Import Bank of Japan and commercial banks under official 

Government sponsorship is "Suppliers Credit". Under this program loans are 

provided to Japanese exporters, in yen, at a fixed rate of interest, currently 

8.5% for terms up to 5 years and 8.75% p.a. for terms up to 8 1/2 years. This 

source is available up to 85% of the export amount with Export Import Bank of 

Japan providing 70% of this amount directly and commercial banks providing 

30%. The borrower (Japanese exporter) is required to provide security for the 

loan in the form of Export Proceeds Insurance issued by the Ministry of 

International Trade and Industry (MITI) and a letter of guarantee or letter of 

credit issued by a first class foreign banks or banks. MITI has a program to 

provide Foreign Exchange Risk Insurance which enables a Japanese exporter to 

provide financing to importers in U.S. dollars and other hard currencies. 

"Buyer Credits" are provided by the Export-Import Bank of Japan but 

normally only to foreign governments, foreign government agencies and 

government owned financial institutions. Usually the amount involved exceeds 

the Japanese yen equivalent of $100,000,000. The repayment term and interest 

rate are the same as for supplier credits; however, MITI insurance is not 

required. 

It would be unusual for a "Buyer Credit" to be made available to an 

importer which is not owned or guaranteed by the government of the importer's 

country. However if a prime foreign bank will provide a guarantee, the 

Eximbank will seriously consider an application. 

Under supplier and buyer credits capitalization of interest may be 

allowed; the amount eligible is 80% to 85% of the contract value and 

amortization will commence 6 months after completion of construction. 

Although it is unlikely that the Export-Import Bank of Japan would 

accept project risk and waive its requirement for bank guarantees, efforts 

should be undertaken to determine its attitude on this project at an early 

stage. If the Eximbank insists on guarantees it should be determined whether 

alternative guarantees would be acceptable in order to reserve the banks for 

93-367 0-82-39 
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direct loans that are not related to exports. Such alternatives could be 

insurance companies, trading companies, and other corporations. Clearly to 

the extent that a prime bank guarantee is req~ired for this facility, it may 

not be cost effective and may reduce amounts available from banks in other 

geographic areas, 

Assumptions 

(1) The borrower would be a Baa/A credit, 

(2) The pricing would be fully commensurate with the risk involved in 

terms of the spread, the benchmarks utilized for pricing, and the 

options available to the lenders on the pricing structures. 

(3) The total amount of exports sourced from Japan is assumed to be 

$700-900 million consisting of pipe ($400-500 million) and booster 

stations ($300-400 million). 

(4) The project needs to be perceived as possessing national interest 

status preferably through formal U.S. governmental pronouncements. 

(5) It will be important to have a high level of participation by U.S. 

commercial banks in order to insure high commitment levels from other 

geographic sectors. This is especially crucial because of the lack 

of relationship benefits which will be derived from participating in 

this financing~ 

(6) The various financing avenues of dollar syndicated loans, yen . 
syndicated loans, public and private bond issues, and the export 

credit financings should be done in distinctly separate transactions 

to maximize the total take from this market. 

Estimated Potential Capacity 

Commercial banks 

Export Credit 

TOTAL 

(In Thousands of U.S. Dollars) 

$1,700,000 

700,000 

$2,400,000 

$2,250,000 

900,000 

$3,150,000 
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.AUSTRALIA/NEW ZEALAND 

Depending on the strength of the underlying corporate relationships 

it is possible that a maximum of $100 million could be raised from the 

Australia/New Zealand area but with $50 million being the more likely amount. 

The banks from this region have tended to be conservative, extending 

maturities only beyond 10 years for Australia/New Zealand domestic development 

projects. 

In all likelihood there will not be any institutional or export money 

available from this area. 

SOUTH EAST ASIA 

Due to the strong exchange control restrictions prohibiting lending 

by indigenous banks in order to conserve their foreign exchange, involvement 

of regional banks in Euro-syndications has been mostly to the extent that 

these relate to borrowings by their own governments, with the exception of 

Singapore, Hong Kong and India. 

In all likelihood there will not be any institutional or export money 

available from this area. 

LATIN AMERICA 

It is felt that a total of $250 million could be raised from the 

area, however, an amount of $150 million is thought to be more realistic. 

Within the area the greatest interest is anticipated from Mexico. Limited 

sums could be sourced from Venezuela and Argentina, with little interest from 

the Brazilian market due to their cost of funds and need to.finance domestic 

development and Brazilian trade. 

In all likelihood there will not be any institutional or export money 

available from this area. 
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Exhibit I 

JAPANESE BANKS 

CITY BANKS 

Assets less Capital Legal World 
contra Total and lending Ranking 
accounts deEosits reserves limit '80 '79 

Dai-Ichi Kangyo Bank 79,451 61,971 2,783 557 10 10 
Fuji Bank 70,265 56,495 2,689 538 12 14 
Sumitomo Bank 68,749 55,654 2,450 490 13 16 
Sanwa Bank 64,239 51,870 2,283 457 14 18 
Mitsubishi Bank 62,665 54,446 2,534 507 16 17 
Mitsui Bank 48,545 37,681 1,560 312 29 36 
Tokai Bank 47,176 37,315 1,700 340 31 35 
Taiyo Kobe Bank 43,309 35,054 991 198 39 42 
Bank of Tokyo 42,371 31,892 1,428 571 41 43 
Daiwa Bank 37,298 30,933 667 133 51 49 
Kyowa Bank 29,756 22,906 669 134 62 66 
Saitama Bank 23,641 19,444 568 114 77 84 
Hokkaido Takushoku Bank 19,952 15,545 433 87 87 95 

LONG TERM BANKS 

Industrial Bank of Japan 49,946 48,315 1,348 404 26 22 
Long-Term Credit Bank 

of Japan 43,539 39,644 847 254 38 39 
Nippon Credit Bank 27,829 25, 168 815 245 68 72 

TRUST BANKS 
Mitsubishi Trust and 

Banking Corporation 37,896 35,473 1,169 351 48 52 
Sumitomo Trust and 

Banking Company 35,492 33,198 1,162 349 54 57 
Mitsui Trust and 

Banking Company 34,095 31,140 978 293 56 63 
Yasuda Trust and 

Banking Company 26,486 24,663 709 213 70 79 
Toyo Trust and 

Banking Company 22,000 20,759 599 180 82 85 
Chuo Trust and 

Banking Company 11,798 10,908 250 75 128 141 
Nippon Trust and 

Banking Company 6,609 6,051 230 69 197 212 

LOCAL BANKS 

Bank of Yokohama 18,276 15,800 818 164 95 96 
Shizuoka Bank 11,979 10,507 748 150 126 134 
Chiba Bank 11,608 10,527 524 105 129 137 

Source: THE BANKER, June 1981 
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Exhibit II 

SYNDICATED LOAN RANKINGS* 

For 
Japanese Banks 

Market Ranking Volume No. of Loans 
(millions) 

'80 '79 '80 '79 '80 '79 

Bank of Tokyo 10 3 18 ,421. 74 26,240.03 84 128 

Dai-Ichi Kangyo Bank 29 27 12 '742 .62 11' 142 .so 45 53 

Industrial Bank of Japan 31 22 10,238.18 11 ,633 .18 29 58 

Fuji Bank 37 10 8,910.11 15,096.07 31 68 

Mitsubishi Bank 38 11 9,117.64 14,953.01 28 76 

Long-Term Credit Bank 

of Japan 40 15 9,495.98 15 '179 .16 34 108 

Sanwa Bank 44 33 9,976.29 10 '112 .31 33 57 

Sumitomo Bank 45 12 7,431.65 15,381.63 24 95 

Mitsui Bank 50 41 8,401.24 7,054.54 25 45 

Tokai Bank 56 37 5,659.79 8,931.50 19 55 

*Full credit to each manager. 

Source: CAPLOAN International Finance Data, Inc. 



Japan 
Commercial banks 
Export Credits* 

Australia/ 
New Zealand 

Hong Kong 

Singapore 

Subtotal 

Mexico 

Venezuela 

Ar1:1entina 

Brazil 

Chile 

Subtotal 

TOTAL 

608 

FUNDING ESTIMATES 
IN THOUSANDS OF U.S. DOLLARS 

$1,700,000 
700,000 

50,000 

10,000 

20,000 

20,000 

$2,500,000 

LATIN AMERICA 

$ 70,000 

20,000 

20,000 
i 

20,000 

20,000 

$ 150,000 

$2,650,000 

$2,250,000 
900,000 

100,000 

10,000 

20,000 

20,000 

$3,300,000 

$ 100,000 

40,000 

50,000 

30,000 

30,000 

$ 250,000 

$3,550,000 

* To the extent that a prime bank guarantee is required this may reduce the 
amounts available from the oth·er geographic regions. 
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Mr. WEAVER [presiding]. The gentleman from California. 
Mr. DANNEMEYER. Thank you, Mr. Chairman. 
Mr. Tucher, to what extent, if at all, would your bank's partici­

pation as a lender in this project be affected if tomorrow or next 
week the Congress would deregulate totally all categories of natu­
ral gas prices in this country? 

Mr. TucHER. Congressman, as I said in my opening remarks, we 
will have to be satisfied by the economic viability, including the 
marketability of the gas. We have not as yet conducted any studies 
on the subject--

Mr. DANNEMEYER. Don't give me that. 
Mr. TucHER [continuing]. And I don't have the answer. I simply 

do not. All I can tell you is we are taking a credit risk. The credit 
risk is that the shippers are going to be obligated to buy the gas. 
They have told you in testimony today that they believe the gas is 
marketable. We will have to be satisfied that they are right, but we 
are taking their obligation. 

Mr. DANNEMEYER. You see they are in the position of coming to 
you with their hat in hand. You are a prospective lender, and you 
will determine whether or not the project will fly. 

We all know that. So that is the question, again, and if you could 
answer the question yes or no, or, if you say you can't answer it­
that is what you have said so far-if that is your. best answer, it 
gives this Member from California a certain problem, because if it 
isn't obvious by now, one of the deep concerns I have about this 
package is I don't want to vote or have my vote, if it went that 
way, be considered as building a constituency for continued regula­
tion of natural gas prices in this country. 

I think it is decidedly in the interests of this country to do the 
opposite; that is, to deregulate promptly and immediately, and I 
don't want to have anything take place that would work against 
that objective. You finessed on the issue. 

Mr. TucHER. Our bank has consistently advocated relying on 
market forces to the maximum extent possible. I share that view. 

Mr. DANNEMEYER. You never want to let principle get in the way 
of lending money; is that what you are telling me? 

Mr. TucHER. I do not know at this point whether it would ad-
versely affect the project economics. 

Mr. DANNEMEYER. Thank you very much. 
Mr. Lewand? 
Mr. LEWAND. I find it difficult to respond as well, though I will 

try. You should tell me what the effect of deregulation of gas will 
be. I really don't know the answer. 

Mr. DANNEMEYER. Let me spell it out for you, as I understand it. 
You see, today, the wellhead price of gas, on the average, is a 

little less than $2 per mcf. There is good evidence to indicate that 
if deregulation happened tomorrow, the price of that would go up 
to about $5. Now, if the roll-in price for the domestic lower 48 
States gas went from $2 to $5, that is going to affect the price the 
consumer is going to be willing to pay for this gas coming off of 
Alaska that in 1980 dollars, in 1987 is going to cost about $10. In 
other words, for Alaska gas to be sold in the lower 48 States, in a 
way you could argue it requires a lower price for the roll-in. Per-
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haps the percentage of the mix from Alaska is not all that crucial 
in terms of the overall picture, but some people will argue that the 
economic viability of this package is involved in the issue of keep­
ing lower 48 States natural gas prices as low as they can be so it 
keeps overall natural gas price down so that a certain volume of 
gas will be sold. Now, that is the background of the question that I 
am asking. 

If I go to a banker and say, "If a policy decision is made by Gov­
ernment that will perhaps adversely affect the marketability of the 
product, are you still interested in making the loan?" That is put­
ting it in a devil's advocate position. 

Were you here today when the representatives from, well, the 
pipeline companies were here when I asked this question, and also 
the three producers were here, and the producers particularly, 
without equivocation, if I understood them correctly, said that de­
regulation would not affect at all their participation in the project, 
and they are putting their equity on the line. I don't know whether 
that is something on the other side of the ledger, but that is the 
background that makes me ask this question. 

Mr. LEWAND. I think it is probably an appropriate question. 
When I would be asked questions of this nature, I would usually 
call on consultants to give me the answer because I cannot define 
what would be the effect of deregulation, either immediate or 
phased, on tomorrow's gas price or on the gas price over a period of 
years. 

I think one of the producers suggested that in his opinion per­
haps the deregulation of gas might even enhance the economic via­
bility of this project. I would be the last one to disagree with him. I 
am saying that we as bankers play this game a step at a time, and 
we approach a lending proposition each time, and we cover every 
issue that we can possibly get a fix on. The fix on the cost of the 
pipeline, the impacts of deregulation all have to be cranked in. You 
can't get a simple answer. 

Mr. DANNEMEYER. I appreciate what you are saying, but is your 
bank saying that as a condition of being a lender in this project, 
that we must have continued price regulations on natural gas? 

Mr. LEWAND. Absolutely not. 
Mr. DANNEMEYER. How about you, Mr. Tucher? 
Mr. TucHER. Absolutely not. 
Mr. DANNEMEYER. Mr. Jenks, is your bank saying that? 
Mr. JENKS. No, sir. 
Mr. GRAHAM. No, sir, we are not. 
Mr. DANNEMEYER. Thank you. 
As a matter of curiosity, I am interested in finding out the rate 

that you bankers would be interested in charging for this loan. Do 
you project a fixed rate, and, if so, what rate are you talking about, 
or is that something you dare share in public? 

Mr. LEWAND. We have no problem talking about it. We don't an­
ticipate a fixed rate. There is very little fixed-rate lending occur­
ring in the banking business today. 

Mr. DANNEMEYER. That is because you bankers are tinkering 
with the interest rate so much. 

Mr. LEWAND. We are at fault, always. 
Mr. DANNEMEYER. What rate are you beginning the variable at? 
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Mr. LEWAND. We have not discussed rates among ourselves or 
with the sponsors. We have to have a financing plan. We have to 
try to make a determination when rates are discussed that they 
should follow risk to some extent. It is a complex negotiating proc­
ess and surely we won't know what the rate is until we are well 
down the pike and see what we have before us. 

Mr. DANNEMEYER. What duration are you projecting for the 
package? What payback? 

Mr. LEWAND. I think that the payback period-again not negoti­
ated-we don't want to try to negotiate this financing package here 
and this afternoon, but normally banks are inhibited policywise or 
otherwise from making loans significantly beyond 10 years. I would 
say that normally you would like to see your loans paid out after 
construction has been completed. I would say that the U.S. banks' 
lending tolerances might be in the range of 5 to 10 years. 

Mr. DANNEMEYER. Thank you very much. 
Mr. WEAVER. Five to ten years? 
Mr. LEWAND. Yes, sir. 
Mr. WEAVER. And the loan would have to be renegotiated? 

Would the entire principal be paid back in that time? 
Mr. LEWAND. I am talking about normal practice. Certainly if 

you wanted to follow your line of possible questioning, we will not 
make loans for 20 years. Somewhere less than 20 years. In the 
range of 10 years is probably the maximum we are willing to 
commit for. 

I hope I am not preempting anybody on the panel. 
Mr. TucHER. In the funding study which the banks conducted, 

they found that the maximum term, on the average, for final matu­
rity was 10 years. In answer to your question about what happens 
at the end, yes, indeed, there will be a significant amount of refi­
nancing that has to take place. Banks will have to take a view as 
to whether that is a reasonable risk to take. Right up front, I think 
the view is if the project is up and running at that point-refinanc­
ing may be possible. Traditionally that has been a risk construction 
lenders have had to reassess. 

Mr. SHARP. There would be a big balloon payment at the end of 
the 5 or 10 years. 

Mr. TucHER. It would probably be more than one balloon. There 
would probably be a series of maturities. 

Mr. SHARP. Do you fellows insist on this prebilling, that the cus-
tomer has to be on the hook? 

Mr. TucHER. No, Mr. Chairman, we definitely did not. 
Mr. SHARP. You didn't? 
Mr. TuCHER. What our letter of August 28 said, which has been 

introduced in the record, was that we needed creditworthy parties 
during the precompletion period to support the debt. We suggested 
that the principal parties that would seem to be available would be 
the pipeline sponsors, the producers, other interested parties such 
as the State of Alaska and others we may not have identified, and 
possibly the consumers. 

What we will need is some combination of those. Now, the pre­
commencement billing that is proposed in this waiver is exceeding­
ly limited. If you will bear with me for a moment and think of this 
as being a project in three segments, two segments in Alaska, the 
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plant and the pipeline, and the Canadian segment. As far as the 
lenders to either of the two Alaskan segments are concerned, what 
we are really talking about is protecting the lender to either of 
those segments against the risk of noncompletion of a segment 
they have nothing to do with. 

Mr. WEAVER. One of the witnesses said you would think of it all 
as one loan, as one payor, but, therefore, what you say is there will 
be several different loans. The Canadians will have one loan; the 
conditioning plant might have another loan, and so forth. 

Mr. TucHER. Yes; there is no difference between me and Mr. 
Graham on the issue of one loan: and one risk; I would say that the 
three risks are substantially the same, and you cannot separate 
them and say the lenders will lend their legal lending limit or 
policy limit for one, and another, and a third. 

Mr. GRAHAM. We are talking about a risk after completion, when 
the tariff is in effect. It is at that point in time when the total 
system could be viewed as one borrower because it has one source 
of repayment, which is the effective tariff. It is not prior to the ef­
fective date of the tariff, during the construction phase, during the 
pre-completion phase-! don't think we know, today, how many dif­
ferent loans we might have to how many different parties. We are 
not that advanced on the structuring of the financing. We know for 
certain there would be one group of lenders lending to Canada and 
another group of lenders lending to the Alaskan segments. 

Now, how many different groups there might be in the Alaskan 
segment, we are not aware of at this point. 

Mr. WEAVER. One of the witnesses yesterday, in response to a 
member's question, said, do you think the money is available? And 
the witness responded, oh, there is lots of money out there if they 
want to lend it. 

Is that correct? We in the Congress hear a different story. Is 
there a lot of money available now to lend? 

Mr. GRAHAM. Our funding availability study indicates there is 
somewhere between $12 billion and $18 billion available to a single 
borrower if that borrower has at least the risk equivalent credit 
criteria of Baa. 

Mr. WEAVER. You are not taking an equity position of any kind? 
Mr. TucHER. You are correct. 
Mr. WEAVER. How about the tax advantage? I just ran into a 

California individual. They were giving the borrower an interest 
return. The borrower was getting three-quarters of 1 percent from 
the money because the bank was getting tax advantages. Would 
you request any of the tax advantages? 

Mr. GRAHAM. We haven't the income to take advantage of them, 
unfortunately. 

Mr. SHARP. The gentleman from Ohio is recognized for 5 min­
utes. 

Mr. BROWN. Is this a Baa project? 
Mr. GRAHAM. We expect to participate in the structuring of a 

Baa-type project. 
Mr. BROWN. What does that mean in non-banking language? 
Mr. GRAHAM. The request that we have made of the company to 

provide additional credit support for the partnership, in our judg­
ment, would bring it to that equivalent type of level. 
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Mr. BROWN. You requested the company or companies? 
Mr. GRAHAM. The partners. The Alaskan Northwest partnership. 
Mr. BROWN. The pipelines? 
Mr. GRAHAM. The pipelines; yes. 
Mr. BROWN. To do what? 
Mr. GRAHAM. To substantially improve the credit support over 

the proposal that they gave to us in May. 
Mr. BROWN. What does that translate into in terms of their par­

ticipation? 
Mr. GRAHAM. It translates to a substantially increased risk on 

their part. 
Mr. BROWN. I am having a little difficulty hearing you, but when 

I do hear you, I don't understand the answers. 
Mr. GRAHAM. It is a substantially increased risk on their part. 
Mr. BROWN. What does that mean? I am not a banker. 
Mr. GRAHAM. If you go back to the letter that was agreed to by 

the sponsors and the producers, I believe in that letter it suggested 
the sponsors will take a $5.2 billion equity-type risk. From listening 
to Mr. McMillian's testimony yesterday, he indicated that the spon­
sors are now prepared to take something in excess of an $8 billion 
equity-type risk. 

Mr. BROWN. Is that sufficient for your requirement of Baa? 
Mr. GRAHAM. It is sufficient to raise $8 billion, as a Baa or 

better. 
Mr. BROWN. And $8 billion will not finance the project; is that 

correct? 
Mr. GRAHAM. It certainly will not. 
Mr. BROWN. You are being correct in an obscure way, but I guess 

that is not unusual for people in your profession. 
In the 7-page letter of August 28, do you spell out what your cur­

rent assessment is of what you would like to have, or is there a 
later letter than that? 

Mr. GRAHAM. That is the latest letter that we have provided to 
the companies. 

Mr. BROWN. And does that spell out all the terms that you have 
asked for? 

Mr. GRAHAM. It spells out all the terms that we have suggested 
to them that they consider, to date. 

Mr. BROWN. Does it spell out all the terms you want-to date? 
Mr. GRAHAM. We haven't even begun to negotiate a loan agree­

ment. 
Mr. BROWN. Have you ever thought of labor relations? 
Mr. GRAHAM. Maybe it might help you to understand what I am 

saying when I give you a little background. You were not here for 
the background comments. 

Our first job, which started in June, was to take a financing plan 
that had been presented to us by the partners, review it and advise 
them as to whether or not it was feasible. Our advice was, fairly 
simply, no, it is not feasible. 

Here are some things we think you have got to do in order to 
pursue this financial approach, and they are that you must provide 
more credit support to the banking community's participation. 

That was a pretty big pill for the partners to swallow. At that 
point in time, they sincerely believed that they could arrange sub-
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stantial financing on a nonrecourse basis. We had to disabuse them 
of this, at least from the four banks' position. That is fundamental­
ly what is contained in our letter of August 28. 

Mr. BROWN. You used the term that I want to separate into two 
terms. One is the downpayment. That is the equity part of that fi­
nancing effort. Equity is the downpayment, right, on the project? 

Mr. GRAHAM. Not in my view; no. The downpayment in that 
sense is not only the equity but the debt that they are prepared to 
support, stand behind, provide the necessary completion assur­
ances-there are a number of ways of phrasing it. That is what 
they are going to be at risk for until the project is completed, until 
the tariff becomes effective. 

Mr. BROWN. And that is how much? 
Mr. GRAHAM. According to Mr. McMillian's testimony, it is some­

thing in excess of $8 billion. 
Mr. BROWN. That is what percent of your estimate of the cost of 

the project? 
Mr. GRAHAM. I don't have an estimate of the cost of the project. 
Mr. BROWN. The estimate that you are using--
Mr. GRAHAM. It is $27 billion. 
Mr. BROWN. That is $8 billion of $27 billion. 
Mr. GRAHAM. It is $8 billion of $27 billion. 
Mr. BROWN. I realize I may not be doing this right, but that is 

$19 billion the way I figure it. 
Mr. GRAHAM. I think your arithmetic is the same as mine. 
Mr. BROWN. I am never sure. 
That, then, means that the $19 billion is to be put up by you, or 

does the $8 billion include the money that is put up by the oil com­
panies? 

Mr. GRAHAM. The $19 billion would include the amount that is 
put up by the oil companies. 

Mr. BROWN. How much now, $19 billion? 
Mr. GRAHAM. It would include the amount put forward by the oil 

companies. 
Mr. BROWN. And that is how much? 
Mr. GRAHAM. I don't know. I would have to go back and read 

their testimony or the remarks they made today. 
Mr. BROWN. The figure we heard this afternoon, as I recall, was 

somewhere around $10 billion. I think the gentleman from Exxon 
said $3.3. The gentleman from Arco said approximately the same 
amount, and the gentleman from Sohio said something less than 
that, about $2.5 billion, as I recall, and that comes out about $9 bil­
lion or $10 billion. 

Let us assume it is $9 billion. Then the issue would be $10 bil­
lion. 

Mr. GRAHAM. My arithmetic squares with yours. 
Mr. BROWN. Are you, or are you not, given the waiver package 

that is prepared at this point to accept the $10 billion share of this 
operation on a debt basis? 

Mr. GRAHAM. Absolutely not. 
Mr. BROWN. The answer is no? 
Mr. GRAHAM. The answer is no. 
Mr. BROWN. And you are suggesting that the maximum that you 

would go would be how much? 
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Mr. GRAHAM. We haven't had an opportunity to determine 
whether or not we would provide any funds to the project on a non­
recourse basis. 

Mr. BROWN. Now, what do you mean specifically, what do you 
mean by nonrecourse basis? 

Mr. GRAHAM. Funds which are not supported by a credit-worthy 
entity. 

Mr. BROWN. No capital assets behind it; is that what you mean? 
Mr. GRAHAM. No earnings behind it to repay the ·debt in the 

event the project is not completed, or the tariff does not become ef­
fective. 

Mr. BROWN. I don't want to make you laugh now, but the full 
faith and credit of the Federal Government, the prospect that the 
Federal Energy Regulatory Commission has said that the consum­
ers will pay the interest and the debt-as I understand it, that is 
part of the waiver package-is not sufficient? 

Mr. GRAHAM. No, I didn't say that. When the tariff becomes ef­
fective, and presuming the tariff is aceptable to us-and, of course, 
certain of the waiver conditions which are related to it are passed, 
it is our considered judgment at this point in time that we will not 
need other sources of credit support. 

Mr. BROWN. But until it is, you want some specific guarantee of 
a method by which you will receive your principal and interest 
payment. 

Mr. GRAHAM. Correct. 
Mr. BROWN. And that would either be the assets of the pipeline 

consortium, or some asset portion of the oil companies? Which? 
Mr. GRAHAM. A combination of a number of things, which I don't 

think have been thoroughly covered at this point in time. 
We haven't been advised as to what that final combination is. 

We only heard yesterday from Mr. McMillian the sponsors were 
prepared to stand behind the debt and equity to something in the 
neighborhood of $8 billion. We heard today from the producers 
what their position is. And now we sit down with the Alaskan 
Northwest partners and determine where we go from here. 

Mr. BROWN. Now, the consumer in this situation, after a certain 
point-that is, there are certain requirements for the pipeline in­
vestment, and the consumer getting charged for his construction 
work in progress, up-front money before he gets the gas, but there 
are also points at which the pipeline will proceed before the con­
sumer is obliged to pay, but at some point he starts paying and 
may not get any gas as a result of his contribution. But you say he 
is in a better position than you are, or worse? 

Mr. GRAHAM. I don't see them as being comparable. I am lending 
money. 

Mr. BROWN. And he is--
Mr. GRAHAM. Obtaining the opportunity to get gas. 
Mr. BROWN. He is lending money first on an if-come proposition, 

is he not? The way it is written at this point. 
Mr. GRAHAM. I don't think he is lending money. 
Mr. BROWN. The consumer has no equity assurance the way the 

waiver package is drawn; is that correct? 
Mr. GRAHAM. I have never won an argument on construction­

work-in-progress, but I have never lost one, so I really don't think I 
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can help you in that particular area. I can explain to you what my 
understanding is of the commencement-of-billing provision. I can 
have my regulatory counsel explain it, but that is the best I can do. 

Mr. BROWN. As I understand the situation, the consumer will 
pay something toward the project in the situation in which the 
project may never get completed, and, therefore, he may never get 
any gas. 

Mr. GRAHAM. That is my understanding. 
Mr. BROWN. And if the project is not completed, he has no equity 

guarantee of any kind. Is that correct? 
Mr. GRAHAM. To the best of my knowledge, the commencement 

of billing requires him to pay as long as he wants to buy the gas. If 
he chooses not to buy the gas, he doesn't pay. 

Mr. BROWN. And the gas will be delivered later? 
Mr. GRAHAM. No, the gas he is buying from the distributors. 
Mr. BROWN. He is paying a premium on the gas he is buying now 

to help get gas later. 
Mr. GRAHAM. That is correct, and he keeps paying until he de­

cides not to buy gas. 
Mr. BROWN. And if we were not in the project, then the consum­

er would not be paying more for the gas that he is using now; he 
would be paying the current price. 

Mr. GRAHAM. He would be paying the then market price for gas, 
whatever that might be. 

Mr. BROWN. It seems to me that he is not quite getting as good a 
deal as you want. 

Mr. GRAHAM. I can't make any value judgments, except as a con­
sumer. 

Mr. TucHER. I think the consumer is getting a different deal 
from the deal the lenders are getting. The lenders are, in fact, look­
ing for assurance that they will get their money back, and they are 
getting an interest return for their loans. 

What the consumer is doing is taking a certain amount of risk. 
Now, by definition, taking risk means you don't have a guarantee. 
Risk is, in effect, betting a certain amount now in return for a 
future benefit. Whether that is a good bet or not a good bet, I can't 
tell you, but I can tell you that a couple of checks and balances are 
in place here that should protect the consumer. 

First of all, the consumer is, in effect, coventuring with equity 
owners who are risking a great deal of money and who get nothing 
if the project is not completed. 

The equity only gets a regulated rate of return. The consumer is 
the residual beneficiary of this project, because all that the owners 
get is a regulated rate of return which will, in fact, be penalized if 
they don't bring the project in within the cost estimates approved 
by the FERC. 

If sponsors spend more than that, they get a lower rate of return, 
a perialty rate of return. The consumer-because this is a cost-of­
service project, is the one who, in effect, is the ultimate equity 
owner because he is the one who will either pay more or less for 
the gas, depending on what the final cost of this is project turns 
out to be. The FERC is the arbiter of whether this arrangement 
serves the public convenience and necessity. 
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Mr. BROWN. Let me redirect my question just a bit in this way. 
The risk that the banks take, if you wanted equity participation, is 
pretty limited, then; is it not? 

Mr. TuCHER. We are not taking equity participation. You were 
not present when we made our opening statements, but my remark 
was--

Mr. BROWN. I misunderstood Mr. Graham's comment, then, that 
you wanted some physical asset-not necessarily physical-! 
assume corporate stock would be accepted. 

Mr. TucHER [continuing].All we want is an undertaking from a 
credit-worthy party, a promise to pay or guarantee payment from a 
credit-worthy party which is presumably the sponsors or the pro­
ducers, or might be the other beneficiaries or might be the consum­
er. We are not equity investors. We are lenders who expect to get 
our money back with a high degree of certainty, and I can tell you 
in order to raise this kind of money from the world capital mar­
kets it--
M~. BROWN. Have you set an interest rate on that money? 
Mr. TucHER [continuing]. No, sir, we have not. 
Mr. BROWN. What would it be in terms of the current prime­

plus? Do you have any general guidelines? 
Mr. TuCHER. I wouldn't dare to venture a guess on that at the 

moment. I can tell you that to raise these enormous amounts of 
money, it will have to be an attractive rate, because you are asking 
people to lend unprecedented amounts of money, and you are 
asking, in effect, that everybody participate. 

Mr. BROWN. Let me make an observation. The people who are 
asked to finance the project, at least in terms of the consumers' 
end of the financing, I think probably are not very well informed 
about this issue. Most of them do not know that they will be com­
mitted to pay higher prices for gas on the basis of guaranteeing 
this project or helping to guarantee the loan, in the hopes that 
they will get natural gas in the future. I sense that, at least. I am 
not sure any of my consumers are aware of that issue, and I would 
hope that they will be as a result of these hearings or as a result of 
the natural gas pipeline making it clear to them what kind of in­
vestment they will be making, in assuring a future supply of gas. 

The other thing I am curious about is what the bankers feel-I 
have two questions, and I will ask them both at the same time and 
you can discuss them as you will. 

First, how do you feel about the danger that the consumers 
might react if the price of gas is so much higher than, say, the 
going rate of oil over the next few years when the gas is delivered, 
and switch out of gas and just simply not be in a position-not be 
paying that "construction work, in progress" up-front money be­
cause the market for high-priced gas is-the market for gas is 
higher than the market price of oil, and, therefore, there is a 
switching from one energy product to another. 

Does that concern you at all? 
The second item is, what about the macroeconomic impact of de­

voting so much of the funds of the country, the capital availability 
of the country, to this project, as opposed to other choices of proj­
ects which may have merit, also, from a social-energy-public-inter­
est standpoint. 
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Mr. TuCHER. You have asked a number of questions. First of all, 
I share Mr. Graham's experience. I have never won an argument 
on CWIP but this is not CWIP in any way. We are not talking 
about construction work in progress. We are talking about protect­
ing the lenders and investors against a very, very limited form of 
risk. 

You may perceive it to be large or small, but it is a very limited 
thing. Not that the project they are lending to will not be complet­
ed, but that the other parts of the project will not get completed. 

There are a number of incentives and assurances they will be 
completed, or the investors wouldn't be putting up money and 
guaranteeing the debt for those other segments. 

We are talking about a very limited form of protection. We are 
not talking about loan guarantees to the banks. 

As for your question about how these loans compete with other 
loans, certainly every dollar of loan, every dollar of credit ex­
tended, competes with every other dollar. Our funding studies indi­
cate, and I don't have the numbers here, that the borrowing re­
quirements are well within the total capital generation and lending 
activities of the country. 

Mr. GRAHAM. The funding study we used to come up with the 
$12 to $18 billion figure, about $6 billion would come out of the 
U.S. capital market. That $6 billion, of course, would come out of 
the capital market over a staggered period of time from, say, the 
end of 1982 through the end of 1986, or early 1987; so you could 
rough-guess it is not going to be more than $1 billion or $1% billion 
a year out of the U.S. capital market. Not an overwhelming 
amount. 

The balance of the funds that we have projected-! am talking 
here about debt availability, not about what equity might go in di­
rectly by the partners or producers. The balance of the funds would 
come from the foreign capital markets in our judgment, so I think 
you can put the $6 billion over 5 years in practically any context 
you want, and it does not become an overwhelming exercise. It 
does not impinge on the capital markets to any great extent. 

Mr. TucHER. Last year, the total amount in global markets 
raised in syndicated loans was $100 billion. 

Mr. BROWN. $100 billion, and you are talking about $18 billion, 
so you are talking about 18 percent. 

Mr. TuCHER. Not in 1 year. We are not talking about raising 18 
in 1 year. The $100 billion is over hundreds of transactions. 

Mr. BROWN. You are talking about $18 billion, though, as an ag­
gregate amount at the end of the project; is that correct? 

Mr. GRAHAM. That is correct; yes. 
Mr. BROWN. You didn't answer the first question I asked and 

that was, does it disturb you that some of the consumers may 
decide at the time it is critical for them to put funds into the pro­
ject that they don't want to be gas consumers; they want to be oil 
consumers, or coal consumers, or something else, and they may not 
be, in fact, able to guarantee your loan because they may not be 
customers of gas. 

Mr. TUCHER. If the gas marketability study bears out your as­
sumption, that would disturb us greatly. 
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Mr. GRAHAM. Well, whether it does or doesn't, the possibility 
exists that that could occur; that they will effectively vote with 
their feet, so to speak. Yes, that is a disturbing issue, and it is 
going to be one that will be addressed by the banks, and the banks 
will have to decide whether or not they are going to accept that 
sort of risk. 

Mr. BROWN. If I may assume we passed the waivers, how long do 
you think it would be before we knew what the answer was to the 
question of whether or not you will be able to work out a financial 
package that the banks can support? 

Mr. TucHER. I would say the ball is really in the court of the 
sponsors and producers to come back to the banks. 

Mr. GRAHAM. We are only one party to the transaction. They 
could walk in tomorrow and say, "We are going to do this, this and 
this," and we agree they could do it and it could be done very rap­
idly. 

Mr. BROWN. At this point, that agreement has not been reached, 
and you are still how many billion dollars apart on it? 

Mr. GRAHAM. I don't know. We are not apart at all from them. 
They may be apart from the amount they have to finance and con­
tribute to the project, and what we think is available from the capi­
tal markets on the conditions they propose to us. We are not apart 
from them. 

Mr. SHARP. If we reject the waivers in Congress, are you basical­
ly telling us you will simply, at that point, have to tell the product 
sponsors to go to Indiana National Bank, or somewhere else; we 
cannot help. Is that it? 

Mr. LEWAND. I don't think so. I think if you reject the waiver 
package, everybody sits down and says: What do we do next, and I 
don't know what that might be. Certainly if there are enough 
people who perceive a need for the gas, something will be done in 
one way or the other. If there is no perception of need for the gas, 
this thing will die very rapidly. 

Mr. TucHER. I think you have to differentiate among the waivers 
in this regard. There are certain waivers that I must tell you there 
is no way for any private financing that I can think of that could 
come forward. Other waivers, I suppose-there may be other ways 
of handling it. I don't know of those ways. I would not know of an­
other way of financing the project. 

Mr. SHARP. That is the participation, the prebilling and the 
FERC certainty. 

Mr. TucHER. I would identify those as the most critical. Some of 
the others are absolutely essential. The status of the borrowers as a 
natural gas company would seem to be essential I am not a regula­
tory lawyer, but I don't know how you can construct a tariff based 
financing without getting tariff effective from the outset. 

Mr. SHARP. I don't know if there is any difference of opinion on 
what we just heard. 

Mr. JENKS. No. 
Mr. SHARP. In your testimony, Mr. Jenks, when you talked about 

the precommencement billing waiver, were you expressing a seri­
ous doubt that that went far enough toward what was actually sub­
mitted by the President? 

93-367 0-82-40 
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Mr. JENKS. I think we do have a doubt if that goes far enough. 
The question is whether there is enough debt support available in 
the sponsors and producers to get the thing financed. 

Mr. TucHER. We have filed in the record a memorandum going 
back to July in which we indicated that we thought it would be ad­
visable to have considerably more flexibility, specifically the possi­
bility of exploring some form of actual guarantees or actual cash 
flows in the event of noncompletion, but that is not what is before 
the Congress at the moment. That is in the record. 

Mr. SHARP. If there were some loan guarantees for a portion of 
it? 

Mr. TucHER. What we said was if there could be some form of 
precompletion billing that would either assure lenders against non­
completion to some limited defined extent, or could, in fact, gener­
ate some cash flows prior to completion, some limited form of con­
struction work in progress, that that might be an immeasurably 
helpful component of putting together the financial package, but 
that is not what is before you now. 

Mr. JENKS. What you are getting at there is trying to reduce the 
overall funding requirements. 

Mr. GRAHAM. Our position, Mr. Sharp, is the same as I have 
heard expressed by the producers and the sponsors today; that we 
will take what is provided and work with it, to attempt to come up 
with the private sector financing plan. If it can't be done, quite pos­
sibly we will all be sitting around here sometime later trying to 
work out another arrangement. But you have, I think from each of 
the banks, their assurances they are going to apply their best en­
deavors as major lending institutions to help in financing this 
project. 

Mr. SHARP. Do you have a comment? 
Mr. LEWAND. Yes, I have one. I have forgotten what it was now. 

Typical. 
Mr. SHARP. We all suffer the problem. 
Mr. LEWAND. I don't know whether it is appropriate, but share 

with us a problem, if you will, that we see. When we attract the 
loans for this project, they will be for varying maturities. People 
will lend for 3 years, 5 years, for 8 years. Some of these loans are 
going to mature and will have to be repaid before the project is 
completed. Now, that is a problem that we have to surmount. 

There is no revenue stream from this project until all segments 
fundamentally are in place and some revenue is developed either 
from the consumer or the flow of gas. Our problems could even 
come earlier. 

What we are showing you in the precommencement type of 
waiver that you see is an effort to address one part of the problem. 
But truly, we haven't addressed an equally important part of the 
problem; that is, where do we develop a revenue stream before 
completion in order to satisfy the maturing debt of participants 
who don't want to reextend their debt. 

I don't want to make you part of our problem, except to ask you 
to appreciate that the answers that you seek are very difficult to 
give you conclusively. 

We have many, many elements that we have to put in place here 
before this thing works, and to say that our waiver, the precom-
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mencement billing thing is adequate is I think a premature state­
ment given the lack of form of the total financing arrangement 
that we have. 

Mr. SHARP. Let me ask you, would it make-we are going to be 
having to depart in a moment. I think we will conclude. Let me ask 
you quickly, I trust it would be helpful if the State of Alaska 
kicked in a couple billion, am I right? 

Mr. LEw AND. I would say yes. 
Mr. SHARP. Would that give a significant lift to the ability to be 

able to borrow the additional capital? 
Mr. JENKS. Well, it is $2 billion we don't have now. 
Mr. SHARP. I understand. Anything helps. I understand. 
Mr. LEWAND. Pretty soon it adds-up. 
Mr. SHARP. Gentlemen, we appreciate your patience this after­

noon, waiting just for your own turn to be on. We thank you for 
your testimony. Because we do have another vote on the House 
floor, I think we will conclude at this point. We thank you for your 
help and participation. 

We will reconvene tomorrow morning at 9:30 in this room to 
hear from the State of Alaska, Canadian producers and others in­
volved in the pipeline. We have several more days of hearings. 

Thank you very much. 
[Whereupon, at 6:29 p.m. the subcommittees adjourned, to recon­

vene at 9:30 a.m., Friday, October 23, 1981.] 
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Before being elected Governor, Jay Hammond served three terms 
in the Alaska House of Representatives, serving as majority whip, 
majority leader, and president of the Alaska Senate, as well as 
chairman of the Senate Committee on Natural Resources. Gover­
nor Hammond also served as mayor of the Bristol Bay Borough. 

Governor Hammond is respected by the people of Alaska for his 
determination to foster Alaska's economic development in accord­
ance with sound environmental principles. He served as Governor 
during the construction of the Trans-Alaska Oil Pipeline and 
during the development of the vast Prudhoe Bay energy resources 
which, of course, is still going on today. 

He has overseen the development of the State's coastal manage­
ment program, and I might add at this time of budget cutting, Gov­
ernor Hammond is the prime advocate of a proposed State constitu­
tional amendment to limit the growth of government spending, 
within our State. 

The Governor is very knowledgeable about the gas pipeline pro­
ject which Congress is now considering. From the beginning the 
State of Alaska, under his leadership, has been an active partner 
with both the sponsors and the Federal Government in planning 
for and designing this project. I am sure that Governor Hammond's 
observations on this project will assist this committee as it consid­
ers the pending waiver package. 

Mr. SHARP. Thank you very much. 
Governor, we will be delighted to hear from you. 

STATEMENT OF HON. JAYS. HAMMOND, GOVERNOR, STATE OF 
ALASKA, ACCOMPANIED BY ROBERT H. LOEFFLER, COUNSEL 
FOR GAS PIPELINE MATTERS 

Governor HAMMOND. Thank you, Mr. Chairman. 
I certainly appreciate the opportunity to appear before you and 

discuss a matter of unusual importance not only, of course, to 
Alaska and the Nation, but with international ramifications as 
well. 

As Senator Murkowski mentioned, I have been the Governor of 
Alaska for almost 7 years. 

Over that time I have seen the Trans-Alaska Oil Pipeline fi­
nanced, constructed, and begin operation. Yet over that same 
period of time, as I have served and participated in gas pipeline 
matters, it has been a source of frustration to me and most Alas­
kans that we as a nation have been unable to move ahead with 
that gas pipeline. Before we turn to the specific waiver package, I 
wish to review the basic principles that have formed the State's po­
sition from the beginning of my administration. 

The State of Alaska supports the construction of the Alaska nat­
ural gas pipeline, and supports the construction of the pipeline by 
the Northwest Partnership along the proposed route. We believe 
this is the best available pipeline route, and that the line should be 
built now. I have made it a priority of my administration to see 
that the pipeline is built and to assist the project as much as we 
realistically can. 
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In 1977, officials of my administration testified before Senate and 
House committees with respect to the President's decision and 
report to Congress on the Alaska Natural Gas Transport System. 

Since then the State has continued to support the project. I per­
sonally have communicated my support to the President in 1979 
and to the Secretary of Energy's special representative in 1980. My 
representatives have testified before the House Committee on Inte­
rior and Insular Affairs, expressing Alaska's support for the project. 

In the winter and spring of 1980, several of my cabinet members 
and I, as well as other representatives of the State, participated in 
the negotiations that led to the cooperative agreement for the 
design and engineering of the Alaska gas pipeline and conditioning 
plant. The State participates on the design and engineering board 
as a nonvoting member. In article 13.7 of that agreement, the State 
"pledges its support for, and its cooperation and good faith in the 
exercise of its regulatory functions with respect to the project the 
ANGTS and related facilities." We continue to abide by that 
pledge. 

Since the cooperative agreement was signed in June 1980, repre­
sentatives of the State, including the Lieutenant Governor and the 
commissioner of natural resources, have participated in the meet­
ings of the design and engineering board. This has served to keep 
us informed of progress on engineering matters and to help us 
become better acquainted with the major participants. 

Alaska and the Federal Government share responsibility for per­
mitting on the pipeline; the pipeline will cross nearly 200 miles of 
State land. This joint responsibility is expressly recognized and ac­
cepted by section 7(a)(5)(A) of the Alaska Natural Gas Transporta­
tion Act of 1976, which calls for a cooperative agreement between 
Alaska and the Federal Government to monitor the ANGTS. 

The State has consolidated our permitting and monitoring func­
tions under a State pipeline coordinator who reports directly to the 
commissioner of natural resources. The office of pipeline coordina­
tor assumed the responsibility for surveillance of the gasline in 
January 1978, nearly 4 years ago. Our experience with TAPS led 
us to conclude that the project would be better served by this ar­
rangement. 

We believe ANGTS stands alone in terms of the major national 
energy projects currently proposed. The technology required for the 
completion of ANGTS is almost entirely conventional, even taking 
into account the special circumstances of Arctic construction. It is 
equally important that ANGTS involves no risk with respect to 
whether energy will result. We know that there are 26 trillion 
cubic feet of natural gas in the Prudhoe Bay reservoir, and that 
this gas will be available once the transportation system is com­
pleted. There is no uncertainty as to the availability of an enor­
mous amount of energy from Alaska's North Slope. Thus, once 
ANGTS is completed, gas consumers and the Nation generally are 
assured of realizing deliverable energy for their investment. 

We think the ANGTS is critical, not only because it will unlock 
the reserves at Prudhoe Bay, but because it will spur exploration 
and development of Alaska's storehouse of oil and natural gas. 
There are varied estimates of what additional quantities of natural 
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gas and oil may be found in and around the North Slope of Alaska, 
but it is indisputable that it is one of the Nation's most promising, 
if not the most promising, energy provinces. Completion of a trans­
portation system for natural gas would not only encourage, but in 
a basic sense permit the development of these resources. The State 
is and will remain committed to the protection of our other natural 
resources. Thus exploration for and production of hydrocarbon 
products must be harmonized with Alaska' a environmental con­
cerns. We are certain these goals can be achieved. 

We are equally certain that, absent a system to transport North 
Slope gas to lower 48 markets, the economics of exploration and de­
velopment of additional supplies of both oil and gas would be se­
verely handicapped. 

I am aware that many parties have asked about State financial 
participation, particularly in light of our temporary financial gain 
due to the increase in the price of oil. Since the beginning of the 
project, the State has been receptive to examining some financial 
participation in ANGTS. Of course, there are many factors, both 
short and long term, including the need for approval by the legisla­
ture, that would precede any decision to invest. 

To date, full information as to the status of the financing plan, 
the prospects for its successful conclusion and what, if any, appro­
priate role the State may play in the matter have not been availa­
ble. Thus we have not been able to conduct an indepth analysis of 
State financial participation. 

Now that the waiver package has been introduced, it appears 
that many of the details of the financing plan will be crystallized. I 
have been assured by the project sponsors that the information 
Alaska needs to determine the viability of State participation will 
soon be available to us. In light of that fact, I have appointed a spe­
cial committee headed by my commissioner of natural resources, 
and consisting of the commissioner of revenue and the attorney 
general, together with representatives designated bY. the legisla­
ture, to investigate the merits of our financial participation in 
ANGTS .. 

In the past the Governor proposed, and the legislature enacted 
legislation establishing a gas pipeline revenue authority to aid in 
financing construction of the gasline. Alaska was mindful then, as 
now, of our regulatory responsibilities with regard to the preven­
tion of waste in the production of oil and gas from the Prudhoe 
Bay reservoir and with respect to environmental, health, safety, 
and other functions. 

We are hopeful that any potential conflict between financial par­
ticipation and these fundamental State responsibilities can be 
avoided as we begin consideration of the merits of Sstate financial 
participation in ANGTS. I conclude by saying that we look forward 
to working with the project sponsors and receiving from them in­
formation that will permit us to make a prudent and responsible 
judgment on an investment in the gasline project. 

Let me turn to the waiver package. . 
Alaska supports congressional approval of the waiver package. 

We believe that it should assist a private financing of the project. 
Whether it will, of course, depends on how the financial markets 
respond to the project's financing plan. 
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However, I am informed by my financial and legal advisers that 
adoption of the package should strengthen the final plan the proj­
ect can offer to Wall Street. 

I will not address the specifics of the waiver package except to 
say that they have been reviewed by my administration and are ac­
ceptable to the State. 

The package incorporates a number of provisions the State has 
advocated in the past as helpful to making the project a reality. 

Prior to answering any questions, I would like to introduce two 
people who are with me this morning. 

Mr. Robert Loeffler, legal counsel for the State of Alaska here in 
Washington, and Mr. Deming Cowles, who runs the State of Alas­
ka's office here in Washington, D.C. 

With that, I would be pleased to respond to any questions. 
Mr. SHARP. Governor, we appreciate your being here this morn­

ing and testifying. Let me follow up on your indication of, if I un­
derstand it, continuing interest in the possibility of financial par­
ticipation by Alaska. 

Do I understand correctly your administration and the State 
have not ruled out financial participation in this project? 

Governor HAMMOND. By no means. 
Mr. SHARP. You simply have not made any basic commitment as 

to whether you will or how much you would be willing to put in? 
Governor HAMMOND. That is correct, Mr. Chairman. We, like 

other prospective financial participants, would like to see the scope 
of the plan, the appropriate role for the State to play and, as well, 
what the cost/benefits of that involvement might entail. 

Mr. SHARP. Do I understand correctly if we pass the waiver pack­
age and if the project sponsors and the lead banks trying to put 
together the financial package, appear to be going forth, you will, 
in fact, participate in that process to find out whether or not your 
State will add money or capital to this project? 

Governor HAMMOND. Yes, essentially, Mr. Chairman, I have 
viewed, you might say, basically any prospective developmental 
project on the basis of three prime criteria: 

Is it environmentally sound? 
Does it pay its own way? 
Do the people want it? 
Of course, overriding all three should be the national interest, I 

recognize. I think we can conclude from an environmental point of 
view, since virtually every environmental organization prefers this 
particular system and route, that that criteria is met clearly. 

The cost/benefits from the financial point of view to the State 
will require an evaluation. 

Again, in light of those conclusions by the rest of the financial 
community and as to whether the people want it or not, that will 
relate to the second portion of those three criteria. 

Yes, we would be very much interested. We certainly want the 
door kept open for prospective State participation. 

Mr. SHARP. Obviously as you are aware, the project sponsors, 
banks, and others would be more than delighted from what I un­
derstand from the testimony and otherwise with any financial par­
ticipation, since they are trying to raise money any way they can 
get it for the project. 
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The State of Alaska is in a more favorable position than certain­
ly many governments and some private investors in this country at 
this point. 

You people have been able to take pride in that fact that you are 
being solicited for help on these kinds of things. 

Governor HAMMOND. In that regard, if I might, Mr. Chairman, I 
would point out that some of the realities regarding the fortuitous 
circumstances of Alaska. At this stage in time they are somewhat 
ephemeral. 

We are, of course, dependent in large measure on such things as 
oil pricing. We are looking at revenues of almost $1 billion less this 
year than we anticipated 1 year ago. 

We are also extracting our resource potential at a far greater 
rate than any other State in the union. 

Our oil is being pumped out at something like 240 times the 
average for wells in any other State. We float on a temporary 
bubble of substantial revenues that will deflate unless we find 
enormous reserves in the near future. 

If we participate, we are going to have to look at using moneys 
that will otherwise be programed for such things as a $5 billion hy­
droelectric program that will be using State moneys rather than 
Federal moneys, which has been the norm in any other State to 
create that sort of generation capability. 

So they have to compete, in other words, for those dollars. If the 
pipeline is a good deal, and the State so concludes and it can com­
pete with those other uses, we will be more than happy to partici­
pate. 

Mr. SHARP. You sound like we should have had you on the panel 
yesterday with the lead banks. You understand the tough tradeoffs 
that must be made. 

Let me ask you this: Perhaps this is not a question that you 
would feel as comfortable with answering, but it certaiply is my 
impression, and I think the impression of many on our subcommit­
tee, that financing of this project is going to be difficult if we pass 
the waivers. 

We-and optimism, pessimism depends on the witness. If we 
don't pass the waivers, the impression I get is there won't be fi­
nancing of this particular project. 

Do you have a good sense of-on that subject? 
Governor HAMMOND. That is precisely my impression, Mr. Chair­

man. 
I think there is little question but that if the waiver package is 

not passed, the financing for this particular project would be virtu­
ally impossible. 

Mr. SHARP. If that is tl)e case and we fail to pass the waivers or 
the financial community simply isn't able to come up with the cap­
ital for this particular project, do you see any other alternatives? 
What kind of future do you see with respect to the gas there and 
for the State of Alaska based on your discussion with various pro­
ducers and others in the area on what would happen at that point? 

Governor HAMMOND. I see nothing on the immediate horizon in­
sofar as a viable alternative. There have been alternative propos­
als, as you know, I am sure. 
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A pipeline across Alaska bringing LNG into a west coast port. 
There are problems attending that project of perhaps greater re­
spects. These pose at least the same problem with regard to financ­
ing. 

As far as the domestic market for those products, I see nothing 
viable on the horizon. 

Where there is something that might permit those products to go 
to Asian countries or somewhere else has been proposed in certain 
quarters as an alternative. 

I think that unfortunate. 
I think that potential is increased substantially if this pipeline is 

not constructed. Something has to be done or should be done with 
that product. 

Mr. SHARP. I don't know if the State has looked closely at the 
option, but we will hear people in our hearing later in this series of 
hearings advocating the methanol alternative. . 

There are many options within that option. At least one argu­
ment has been made to us: If we do nothing and Congress or the 
financial community doesn't come up with it, the private sector 
will very quickly, or the State of Alaska or someone else, move to 
try to produce methanol and get that on the market. 

Do you see that as a likely prospect? 
Governor HAMMOND. I have heard that discussed. I am unaware 

of anything that indicates that that is an immediate potential reso­
lution of this particular problem. 

I am not prepared to go into that deeply, Mr. Chairman. 
Mr. SHARP. Let me ask one further question and then I will rec­

ognize my colleague. 
Could you-and to some degree you have already done this, so I 

will not ask you to repeat, but could you help give us a little better 
understanding of the sort of, as you see the cost/benefits to the 
State of Alaska of this project? 

The kinds of real dollars that you may--
Governor HAMMOND. There are costs as well as benefits. I want 

to disabuse the committee of any presumption that Alaskans, for 
example, are salivating at the idea of a pipeline, a major project of 
that magnitude suddenly being imposed upon us. 

While I am convinced, and I think most of us are convinced that 
the long-term national interests as well as national interests are 
best served by it, there are negative aspects to that. 

For example, many recognize while there are something like 
13,000 jobs to be made available, as with the oil pipeline, there was 
something like 20,000 in the case of the oil pipeline-the majority 
of those jobs didn't go to people already there. 

Massive numbers of people flooded to the State with attendant 
impact on the infrastructure, the necessity of the State to come up 
with several million dollars of impact moneys that went to various 
communities. 

Of course, when the pipeline was completed, many of them left 
the State with the attendant costs of sustaining some of that infra­
structure on those who remained behind. 

There are some who, particularly at this stage in time, when we 
are producing so rapidly our existing known reserves of oil at a 
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rate of depletion of 1 percent every 60 days-this is accruing 
wealth to the State for a short term. 

The idea of another enormous project that will have significant 
impact across the board is not necessarily something that all Alas­
kans are that eager to have happen right here and now. 

I believe most of us are convinced this pipeline must and should 
go ahead if we are going to in the long term benefit the Nation and 
the best interests of the State; but the returns to the State would 
be in the form of, of course, additional property tax base, severance 
taxes on the gas itself, and whatever participation the State might 
engage in, the normal return accruing to whom-the State and 
other participants. 

So there are very definitely financial benefits from the State's 
point of view, but they are probably far less comparatively speak­
ing to the comparable financial benefits accruing to the Federal 
Government. 

That is another major consideration, I think, that is in the best 
national interests. 

Mr. SHARP. Do you anticipate that-I should ask the project 
sponsors of this if they can give us any indication of will this con­
struction be more difficult or less difficult than portions of the oil 
pipeline? 

Governor HAMMOND. Generally speaking, it should be far less 
difficult. It doesn't pose the same types of environmental problems. 

Of course, there is infrastructure, transportation systems, so 
forth in place that this pipeline would parallel, plus just an aware­
ness on the part of the public that this type of a project can be suc­
cessfully completed. 

The lowered apprehensions of many who, I think, felt the oil 
pipeline would cause horrendous environmental damage. The 
actual construction itself of a gas line does not entail some of the 
problems attending a heated oil pipeline, the permafrost problems, 
arctic construction are far greater in regard to oil pipeline con­
struction than with regard to gas, I am told. 

Mr. SHARP. Thank you, Governor. 
I recognize my colleague, Mr. Coats, from Indiana. 
Mr. CoATS. Governor, I apologize for not being here to hear your 

opening statement. Welcome to the lower 48. 
Glad to have you testifying before us. 
In your statement you mention Alaska and the Federal Govern- · 

ment share responsibility for permitting on the pipeline route 
through the Alaska portion of the route, and I am wondering if you 
are suggesting in your statement that the current law which pro­
vides for that sharing of permitting and the cooperative agreement 
which Alaska and the Federal Government has entered into is sat­
isfactory or whether there are any changes that ought to be looked 
at? 

Governor HAMMOND. To my knowledge, it is generally satisfac­
tory. I am unaware. Perhaps I could defer to either of my col­
leagues here who are attorneys who might point out problems. 

Mr. CoATS. You don't feel our committee should address any­
thing that would expedite the project? 

Governor HAMMOND. No, I think everything in that regard is in 
good shape. 
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Mr. CoATS. Second, please inform me whether or not this is cor­
rect: Does Alaska receive-will Alaska, if the pipeline is completed, 
the State of Alaska-receive royalty payments? 

Governor HAMMOND. That is correct. The State of Alaska could 
receive 12.5 percent of the gas as royalty-shared. 

Mr. CoATS. Twelve and a half percent of what? The sales gross 
receipts? 

Governor HAMMOND. Of the wellhead price. 
Mr. CoATS. Any rough idea how this will translate into dollars? 
What kind of dollar figure are we talking about? 
Governor HAMMOND. We really don't know because the transpor­

tation costs are, of course, a prime factor in the final determinant 
as to what that wellhead price will be. 

Mr. CoATS. But it is gross? 
Governor HAMMOND. I would defer to Mr. Loeffler, who has dealt 

with that issue. 
Mr. LOEFFLER. As a technical matter, the royalty can be taken 

either in value or in kind. The State could actually ask for its roy­
alty in gas and use part or all of. that either in State or out of 
State. 

Mr. CoATS. You mean you could set it in your State if you could 
accept part of the royalty or all of the royalty in gas and turn 
around and sell that interstate yourself? 

Mr. LoEFFLER. Interstate or more likely intrastate in Alaska. 
However, we have done projections of the needs in Alaska and 

all projections indicate quite small needs, on the order of 1 percent 
of the total volume or 10 percent of the royalty. 

The State has not done the projections because, although there is 
a ceiling price fix for the gas, you will not know until the financing 
is set whether you are going to achieve the ceiling price. 

We have not sold any of our gas under any contract. 
Mr. CoATS. Just to give me a rough idea, if we are talking about 

26 trillion cubic feet proven reserve and we use the factor of-can I 
use $3? 

Mr. LOEFFLER. Well, in 1970 dollars, it is $1.45. It increases only 
with inflation. 

It is the lowest price in the Gas Policy Act. 
It is about $2 today. 
Mr. CoATS. $2 today? I was looking-what would you anticipate­

can we say $2.50 when the pipeline is completed and you start to 
realize-of course, if it is deregulated, it will double. 

I don't want to make that assumption. 
Mr. LOEFFLER. There are some numbers, I recall, in the Presi­

dent's decision on the level of royalties, but, as I said, the State has 
not calculated. 

It is all too uncertain right now to project. 
Mr. CoATS. Let me move on to a point that relates to that. There 

is some concern or thought on the financial community's part that 
the investing partners may not be able to come up with all the 
equity needed to enact a complete financial package. 

If that is the case, would the State of Alaska be willing to partici­
pate in that or use or allocate some of its royalty payments to par­
ticipate in that? 
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Governor HAMMOND. Again, based on the criteria I mentioned 
before that once we have seen the scoped out role for the State, 
cost/benefit returns, yes, we would be very much interested in par­
ticipating if it is clearly demonstrated that it is a plus rather than 
a minus. 

Obviously if we get the same equity participation and the same 
returns on that participation as other financing entities who have 
viewed the package and concluded it was financially to their bene­
fit to do so, I have little doubt that the State would similarly con­
clude it to be in their benefit to do so. 

I can't make a commitment in that regard. I have tried to set 
up mechanisms, including a rather unique means of inducing inter­
est on the part of our citizens in actually quoting them a share of 
our royalty gas in such a way if we were to invest it in a pipeline, 
they would be individual recipients of a return on that investment, 
a dividend, call it what you will. 

Mr. COATS. Has that message been well received? 
Governor HAMMOND. It is lodged currently in the State legisla­

ture with varying degrees of enthusiasm. I think again if the citi­
zens of the State could recognize a return of 17.5 percent on an in­
vestment of their share of the royalty gas rather than the Govern­
ment simply being the recipient of those benefits, I think there 
would be far greater enthusiasm collectively that such participa­
tion occurred. 

That is just evidence of my own interest in trying to set up mech­
anisms that would increase the level of public support for partici­
pation if and when we conclude that it is to our collective benefit. 

Mr. COATS. What is the attitude of your administration regarding 
the development of estimated additional reserves? 

Governor HAMMOND. That is another reason we think it is im­
perative that this pipeline be waiver package passed to facilitate 
completion of this transportation system. We think it will be a 
major stimulus to the exploration and development of additional 
reserves which Secretary Edwards, for example, indicated yester­
day were in the neighborhood of a hundred trillion additional cubic 
feet of gas. 

Of course, our oil potential is yet unknown. They are interrelat­
ed. We feel that absent this transportation system, or some viable 
means of moving that gas from the North Slope, that it will seri­
ously diminish the enthusiasm for additional exploration and de­
velopment of those prospective reserves. 

Mr. COATS. If I could come back to the State's share of the well­
head price, I am trying to clarify in my mind whether we are talk­
ing about millions or billions, just where we are. 

Even if we wanted to use a $2 figure, could you help me with my 
arithmetic on that? Where would we end up on just the 26 trillion 
cubic feet, if all that potential were utilized? 

Mr. LOEFFLER. I don't have a calculator. You have to distinguish 
what is proven and what is deliverable. 

Mr. COATS. Just use the 26. 
Mr. LOEFFLER. Twenty-two is what I think they count on getting 

out of the reservoir. 
Mr. COATS. Twenty-six is there, but they will only get 22 out. 
Mr. LOEFFLER. You never get it all out. 



633 

Then you can use the $2 figure. 
Take 12.5 percent of that. 
Mr. CoATS. You want me ·to do that? I was sort of hoping you 

would. 
Mr. LOEFFLER. If you want, we will submit the number. I don't 

have a calculator with me either. 
Mr. CoATS. All those zeroes. Trillion. 
Mr. LoEFFLER. Let me see--
Mr. CoATS. You don't have those figures? The State has not made 

any estimation--
Mr. LOEFFLER. That is right. 
Mr. CoATS. Somebody just said 5 billion. 
Mr. LOEFFLER. Not having made the count, I can't confirm it or 

not. I specifically asked whether they did that in revenue. I was 
told they have not made those projection for the very point the 
Governor suggested. 

It depends upon a lot of factors. When we did it for oil, we found 
the price of oil declining this year. We are $1 billion less than they 
anticipated at the start of the year. 

Mr. COATS. Maybe as a ball-park, unproven extraction from the 
gas deposit at today's price, we might be looking at $5 billion? 

Mr. LOEFFLER. I will accept it for purposes of discussion. 
Mr. CoATS. For purposes of discussion. So if we-if Alaska then 

goes ahead and those estimated reserves are moved in the category 
of proven reserves, we could easily multiply that $5 billion in 
today's dollars by 6, 7, 8 times? 

And if the price at the wellhead increased by $1, $2, then we 
could multiply it again. So we are looking at a fair share of dollars 
for the State of Alaska which might be a good inducement for the 
State to participate in the financing. 

Governor HAMMOND. Again, speculatively, it appears as though 
it would be an excellent investment for the State, assuming many 
of the assumptions you are making. 

I would have no-I want the door held open so that if we can 
demonstrate that once we see a clear picture we will have the nec­
essary public support, necessary legislative approval of such par­
ticipation. 

Again there are too many imponderables for me to say yes; I am 
willing to commit. Besides, I am more concerned about the long­
term benefits and frankly the national interests, believe it or not, 
than I am certainly about the political package that might attend 
an action of that nature. 

Infinity, as you know, for many of us in politics, is 2, 4, 6 years. 
For me it is only 13 months. 

Mr. CoATS. We only have about 12 to go. 
Governor HAMMOND. You are right. I believe it would be a good 

financial investment for the State of Alaska with what I know 
today. 

But, until I can prove that, obviously I cannot induce the sort of 
public and legislative support. 

Mr. CoATS. Thank you. 
Mr. SHARP. I am sure, Governor, you undestand from the stand­

point of the banks and the project managers, the more positive an 
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indication they have from you, the more likely-the ease with 
which they are able to-'--

Governor HAMMOND. That works both ways, Mr. Chairman. 
Mr. SHARP. I understand. 
The gentleman from Oklahoma? 
Mr. SYNAR. No questions, Mr. Chairman. 
Mr. SHARP. Governor, we appreciate your testimony this morn­

ing. If we have further questions, we will submit them to your 
Alaskan office. Thank you. 

Governor HAMMOND. Thank you. 
Mr. SHARP. Our next panel is the Canadian pipeline participants 

whom I understand will be testifying in the Senate as soon as they 
finish here. 

We are delighted to have you with us. We suspect the first panel 
in the Senate will be taking some time. 

STATEMENT OF ROBERT PIERCE, CHAIRMAN AND CHIEF 
EXECUTIVE OFFICER, FOOTHILLS PIPE LINES (YUKON), LTD 

Mr. PIERCE. Thank you, Mr. Chairman. 
Mr. SHARP. We will be delighted to hear from you. 
Mr. PIERCE. Thank you, Mr. Chairman.We welcome the opportu­

nity to appear before your committee. 
My name is Robert Pierce. I am president and chief executive of­

ficer and a member of the board of directors of Foothills Pipe Lines 
(Yukon), the Canadian company responsible for the Canadian seg­
ment of the Alaskan natural gas transportation system. 

Appearing with me are Mr. Robert Blair, chairman of Foothills, 
as well as president and chief executive officer of NOVA, an Alber­
ta corporation, and Mr. Ed Phillips, vice chairman of Foothills and 
chairman and chief executive officer of Westcoast Transmission 
Co., Ltd. 

NOVA and Westcoast share in the ownership of Foothills equal­
ly. 

Also with us this morning is our distinguished Washington attor­
ney, Mr. George McHenry, Jr. 

We have as well our three executive vice presidents of the Foot­
hills company, Mr. Dyell, executive vice president of projects; Mr. 
Ed Lemieux, executive vice president of finance, and Mr. Murray 
Stewart, executive vice president, corporate; as well as Mr. Bruce 
Simpson is with us. 

We are here to support the expeditious passage of a joint resolu­
tion approving the waiver package which was submitted to Con­
gress by President Reagan on October 15. 

Like our American cosponsors, we believe favorable action on the 
waiver package has become essential for the project to achieve fi­
nancing and completion by 1986. 

We would also remind you of the commitment made to Canada 
in July 1980 at the time of the Canadian approval of new gas ex­
ports and the commencement of construction of phase I of the 
project, also referred to as the prebuild phase. 

You will recall in order to allay Canadian fears that the entire 
project would not be completed if the prebuild phase went forward, 
Congress passed a bipartisan and practically unanimous joint reso-



635 

lution declaring that the entire system remained an essential part 
ofsecuring this Nation's energy future and that it would give the 
highest level of congressional support for its expeditious construc­
tion and completion. 

In addition, of course, President Carter wrote to Prime Minister 
Trudeau on July 18, 1980, reassuring that the United States stood 
ready to take additional steps to insure completion of the entire 
system. 

One of the specific steps proposed in President Carter's letter 
was the initiation of proceedings before Congress to remove any im­
pediment to the ability of the Canadian sponsors to collect their 
full cost of service from U.S. shippers as soon as the Canadian seg­
ment is completed and capable of rendering service for the benefit 
of American consumers. 

In making this commitment, President Carter recognized that 
the Canadian sponsors have a reasonable concern-that they be as­
sured recovery of their investment in a timely manner if, once proj­
ect construction is commenced, they proceed in good faith with 
completion of the Canadian portions of the project and the Alaskan 
segment is delayed. 

The waiver package submitted by President Reagan on October 
15 honors and supports that previous White House commitment. 
Specifically, it proposes that the Federal Energy Regulatory Com­
mission be authorized to approve shipper tracking of Foothills full 
cost of service upon completion and testing of the pipeline in 
Canada, provided that such date is not before a date certain, as de­
termined by the Commission. 

Although the arrangements for tracking upon completion and its 
necessity have been described thoroughly in our testimony before 
the United States and Canadian authorities for many years, I am 
advised that we should review it again today for completion of your 
record, and describe why it is essential to the private financing of 
the Canadian segment. 

Before addressing this matter in detail, however, it may be help­
ful to briefly describe the role of the Canadian project sponsors, 
review some of the significant contributions which we have already 
made, and summarize the regulatory progress which has occurred 
in Canada since the selection of the project. Viewed in this context, 
we believe the tariff arrangements which the Canadian sponsors 
require remain fair, reasonable, and consistent with the long-term 
interests of all concerned. 

Because of our experience as builders and operators of gas pipe­
lines in western Canada, it was only logical that NOVA and West­
coast should involve themselves in this transportation system. 

Accordingly, through Foothills, as our project company, we 
joined with a subsidiary of Northeast Energy Co. in 1976 to cospon­
sor the pipeline project which was ultimately selected by our two 
countries as the Alaska Natural Gas Transportation System. 

It was our opinion then-and it is our opinion now-that a con­
ventional overland pipeline which follows the TAPS oil pipeline 
corridor and then the Alaska highway, and which utilizes the re­
sources and expertise of existing Canadian companies, is the most 
economic and environmentally sound means of transporting Alas­
kan gas to markets in the lower 48. 

93-367 0-82-41 
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In 1977, following many years of regulatory litigation and ex­
haustive review in both Canada and the United States, our two 
countries consummated an agreement on principles relating to the 
construction and operation of the project. 

That agreement, among other things, committed both to the ex­
peditious completion of all remaining regulatory proceedings. 

As you are aware, the targeted completion date of January 1, 
1983, has now fallen behind. Primarily as a result of delays associ­
ated with the Alaskan segment, the completion date for the project 
has now slipped approximately 4 years to November of 1986. This 
delay, in turn, has increased the total cost of the project greatly 
and has naturally imposed an additional financial load upon the 
sponsors. 

Notwithstanding these delays and their resultant cost impacts, 
the Canadian sponsors have continued their work on the project, 
and they have continued to invest their money and resources 
toward its successful completion. 

Indeed, through Foothills, the Canadian sponsors have already 
invested a total of approximately $560 million in the project as of 
the end of August. 

Based upon the assurances given by the President and the Con­
gress in the summer of 1980, we have devoted a substantial portion 
of this investment to phase 1, comprising approximately 25 percent 
of the length of the Canadian segment of the project, in order to 
transport new gas exports of more than 1 billion cubic feet per day 
to the United States. 

For the western delivery leg, the prebuild facilities have already 
been completed and are presently flowing gas. The eastern delivery 
leg is presently under construction and will be completed and 
ready for service by the fall of next year. 

Concurrent with phase 1, Foothills has made substantial progress 
on phase 2, which comprises the remainder of the system. 

Detailed route location work for the entire pipeline has been 
completed. 

Pipe burst tests have been successfully concluded. 
Geotechnical, frost heave, and environmental studies have been 

undertaken and design work is at an advanced stage. 
In performing this work, Foothills has used the services of more 

than 700 people, 630 of which are employed directly, and the re­
mainder of which are consultants. 

Substantial progress has also been made during the past 4 years 
by the Canadian Government. 

The National Energy Board has also worked assiduously to expe­
dite the Canadian regulatory process. It has issued necessary ap­
provals for phase 1 of the project, established an incentive rate of 
return mechanism pursuant to the agreement on principles and 
issued orders on both the mainline and prebuild tariffs of Foothills. 

In short, Mr. Chairman, the Canadian sponsors and the Canadi­
an Government have worked diligently to fulfill every commitment 
made thus far in connection with the ANGTS. It is against this 
background that we ask you to consider the waiver package which 
has been submitted by the President. 

Let me now turn from the general to the specific and concentrate 
on the billing commencement issue, which is the focal point of our 
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concern. In this regard, it is important to focus upon the physical 
and financial requirements of the task which lies ahead for theCa­
nadian sponsors. Given the size of our investment responsibility, 
Foothills must be paid its full cost of service upon completion of 
the Canadian segment. 

In sheer physical terms, the 2,000-mile Canadian segment will be 
the longest of the four pipeline segments which comprise the 
ANGTS. It will be approximately twice as long as either the east­
ern or western delivery leg, and almost three times the length of 
the Alaskan segment. 

The financial requirements for the Canadian segment are also 
considerable. As the owners of Foothills, NOV A and Westcoast 
start with the responsibility to invest about $1.5 billion each in 
order to provide the equity component of the Canadian capital 
costs, which will total approximately $17.6 billion on an escalated 
basis in Canadian dollars. 

For comparison, each of the 13 pipeline and producer sponsors of 
the Alaskan segment will be required to invest an average of ap­
proximately $460 million, in order to generate the equity compo­
nent of the total Alaskan pipeline and plant costs of $24 billion. 

As well as furnishing equity funds, the Canadian sponsors must 
demonstrate corresponding credit strength to raise a substantial 
amount of debt. 

To justify the investments required for phase II, the Canadian 
sponsors, as well as the lenders of their debt funds, must be sure 
that Foothills will be in a positive cash flow situation as soon as 
the project which is the subject of their investment, that is, the Ca­
nadian segment, is successfully completed. 

A positive cash flow at this point in time is absolutely essential 
in order that the equity sponsors of Foothills can compensate their 
shareholders, retire their debts, and finance their ongoing business 
operations. 

In addition, Foothills must be able to maintain the line upon 
completion, service its own debts, and proceed with work on the 
Dempster Lateral, which will connect the ANGTS with the Mac­
kenzie Delta region of the Canadian Arctic. 

In this regard, you may recall that the National Energy Board 
required Foothills to proceed with an application for the Dempster 
Lateral as a condition to receiving a certificate for the mainline. 

In considering these future needs, the Canadian sponsors must 
face the fact that they will receive absolutely no cash flow benefits 
during the construction of the Canadian segment. Unlike the situa­
tion in the United States, in general, law on taxation in Canada 
will not permit NOVA and Westcoast to claim tax credits for their 
investments in the project. 

Moreover, Canadian law does not permit Canadian corporations 
to file their income tax returns on a consolidated basis, and there­
by reduce their taxes through the deduction of expenses attributa­
ble to subsidiaries or affiliates. As a result, NOVA and Westcoast 
will receive no tax advantages from the interest paid by Foothills 
on its debt. 

It is imperative, therefore that the Canadian sponsors be placed 
in a positive cash flow situation as soon as they have completed 
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their segment of the project and are ready, willing, and able to 
transport gas to U.S. consumers. 

Neither we nor our lenders can assume any construction, politi­
cal or regulatory risk present, or which might occur in the future, 
for the American segments, since those are matters completely 
beyond our experience, control or ability to influence. In this con­
nection, recoupment of investments made thus far by the Canadian 
sponsors has already been delayed approximately 4 years. Under 
these circumstances, our companies cannot continue to make addi­
tional investments in the project without firm assurances that they 
will begin to recover their investments, plus a reasonable return, 
at a certain point in time. 

For these reasons, our position on the billing commencement 
issue has been candid and unequivocal since the inception of the 
project. In our testimony before the National Energy Board, the 
Federal Energy Regulatory Commission and various parliamentary 
and congressional committees, we have stated, and we can reaffirm 
today that the Canadian sponsors cannot participate in the project 
unless Foothills is permitted to collect its full cost of service, in­
cluding a return of and on equity, as soon as all Canadian seg­
ments are completed and leave to open has been granted by the 
National Energy Board. 

This assurance is absolutely essential in order for NOVA and 
Westcoast to invest in the equity of the project. Moreover, it is a 
fundamental link in the credit strength which must be demonstrat­
ed to lenders before they will advance the required debt. 

In making this point, we do not expect that the Alaskan facilities 
will be delayed, thereby making it necessary for Foothills to com­
mence billing prior to the flow of gas. 

We believe, especially in light of our experience on phase I, that 
careful planning of construction will lead to coordinated comple­
tion of all segments. For purposes of financing, however, the equity 
sponsors and lenders must be protected against the unexpected 
event of a delay in the completion of the Alaskan pipeline or the 
conditioning plant. 

In view of such considerations, the National Energy Board has 
approved the billing commencement provisions and other aspects of 
Foothills' proposed tariff. Standing alone, however, this does not 
guarantee that Foothills will, in fact, be paid upon completion of 
the Canadian segment. U.S. shippers must contractually agree to 
pay all charges approved by the NEB under Foothills' tariff. They 
will not enter into such agreements, however, unless they are per­
mitted by the FERC to automatically track such charges through 
to their customers. 

It is for this reason that Condition IV-3 of President Carter's 
1977 decision is currently an impediment to financing. As inter­
preted by the FERC, that condition would prohibit the tracking of 
any payments made to Foothills until all pipeline segments of the 
entire project are completed and commissioned for service. 

If the proposed waiver is approved, the Commission would have 
authority to permit automatic tracking of Foothills' charges upon 
completion and testing of the segment, provided that such date is 
not before a targeted completion date for the entire project. 
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Assuming that the targeted completion date established by the 
FERC does not significantly depart from our present construction 
schedule, we believe that the waiver would pave the way for pri­
vately financing the Canadian segment. 

That completes my testimony, Mr. Chairman. 
We had undertaken to file orally an answer to one of the ques­

tions this morning. I am prepared to do that orally or leave the 
answer with you in written form, whichever suits your conven­
ience. 

[Testimony resumes on p. 647.] 
[Attachments to Mr. Pierce's prepared statement follow:] 
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ATTACHMENT A 

RESPONSES OF CANADIAN SPONSORS 
TO QUESTIONS PRESENTED BY SUBCOMMITTEES 

Question No. 1: What are the likely sources of financing 

to which the Canadian sponsors will turn to build the 

Canadian sections of the project? 

Response: Approximately 25 percent of the Canadian capital 

costs will be generated in the form of equity contri-

butions from the Canadian sponsors. It is anticipated 

that the remaining 75 percent will be initially arranged 

through loan commitments from a syndication of Canadian 

and for<d.gn banks. Subsequently, the bank conl!lli tments 

should be reduced by the participation of institutional 

investors. 

Question No. 2: What is the possibility of competition for 

funds between the Canadian and U.S~ sponsors? 

Response: The Canadian sponsors believe that this possi-

bility is unlikely. There is sufficient capacity in 

the world financial markets to provide the total funds 

which are required to finance the entire ANGTS. 

Question No. 3: What is the justification for full-cost-

of-service tariff recovery for the Canadian segment, rather 

than the minimum bill? 
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Response: This question has been answered in the prepared 

statement of Mr. Robert L. Pierce, to which these responses 

are appended. 

Question No. 4: Are there any precedents in Canadian 

regulatory history for pre-billing and full-cost recovery 

prior to system completion? 

Resconse: This matter is being investigated and will be 

addressed by Mr. Pierce during his oral presentation. 

Question No. 5: How would the Canadian sponsors compare the 

regulatory and cost treatment accorded this project to others 

in Canada? 

Response_: The Canadian segment of the ANGTS will be 

regulated in a similar manner as other interprovincial 

Canadian pipelines to the extent that its rates, tolls, 

and charges must be "just and reasonable", i.e., based 

upon prudently incurred costs plus a reasonable return. 

In other respects, however, the Canadian segment will be 

subject to far greater regulatory scrutiny. First, the 

pipeline will be constructed under the supervision of 

the Northern Pipeline Agency. Secondly, in addition to 

being regulated under the provisions of the Northern 

Pipeline Act and the National Energy Board Act, which is 

similar in many respects to the U.S. Natural Gas Act, 
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the Canadian segment is subject to the terms and conditions 

of the Agreement on Principles, and the provisions of the 

transit hydrocarbon pipeline treaty which has been consum­

mated between our two countries, and the overview of 

Parliamentary and-Congressional Committees. 

Question No. 6: What is the time for construction of the 

Canadian segments of the project as compared with the U.S. 

segments? 

Response: The Canadian and U.S. sponsors are presently 

intending to complete the entire project by November 1986. 

Question No. 7: What are the contingency plans for the 

Dempster lateral pipeline to the Mackenzie Delta, with and 

without the Alaskan project completion? 

Response: Pursuant to an agreement with the Canadian 

Federal government, Foothills has filed an application with 

the National Energy Board relating to the construction and 

operation of the Dempster lateral. The economic feasibility 

and desireability of the lateral depends upon the completion 

of the ANGTS mainline. Accordingly, the Dempster lateral 

would not be constructed in the unfortunate event that the 

Alaskan project is not completed. 

Question No. 8: To what extent will users of Mackenzie 

Delta gas share in the costs of the Foothills pipeline with 

and without completion of the Alaskan gas pipeline segments? 
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Response: As noted above, Mackenzie Delta gas will not be 

transported through the Dempster lateral into the Foothills 

pipeline if the Alaskan segment is not completed. On the 

other hand, if the entire ANGTS is completed and the Dempster 

lateral is constrtlcted, users of Mackenzie Delta gas will pay 

their proportionate share of Foothills' cost of service 

according to the provisions of the Agreement on Principles 

which was signed by the United States and Canada. 

Question No. 9: What is the Canadian sponsors' assessment 

of the risks that the Foothills pipeline would be delayed 

or would fail to be completed, and the possible sources of 

such risks? 

Response: The Canadian sponsors believe that, after com­

menceme~t of construction on Phase II, it is unlikely that 

there will be any significant delay or noncompletion of the 

Canadian segment. It is impossible, however, to assess 

the risks associated with highly unlikely events, such as 

a major war or a world economic collapse. 

Question No. 10: Do the Canadian sponsors believe that if 

the project cannot be financed despite passage of the 

waivers, the U.S. is obligated to take additional steps 

to make it possible? 

Response: The willingness of the Canadian sponsors to con­

tinue their investments in the Canadian segment, and to 
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"prebuild" approximately 25 percent of the length of the 

segment to transport new gas exports, has been based upon 

the assurances which have been given by the United States 

to Canada relating to the completion of the entire ANGTS. 

We interpret those assurances as committing the United States 

to do whatever is necessary, within reason and consistent 

with its national interests, to assist the private financing 

and successful completion of the project. 

At the present time, the Canadian sponsors believe 

that approval of the waiver package will provide the 

critical link to privately financing and completing 

the system. However, in the event that financing could 

not be arranged, even with the waivers, we would expect 

that the United States and Canada would continue to work 

together in the exploration of other means of completing 

the project. 

Question No. 11: What are the chances that the Canadian 

segments cannot be.built or financed if the waiver as 

proposed is passed? 

Response: The Canadian sponsors believe that the approval 

of the waiver package will pave the way for t~e private 

financing and successful completion of the Canadian 

segment. Without this belief, we obviously would not 

be continuing to invest substantial funds in the project. 
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ATTACHMENT B 

EMBARGOED UNTIL AFTER THE BRIEFING JULY 18, 1980 

Office of the White House Press Secretary 

--------------------------------------------------------------
THE HHITE HOUSE 

TEXT OF A LETTER FROM THE 
PRESIDENT TO THE 

~RIME MINISTER OF CANADA 

July 18, 1980 

Dear Mr. Prime Minister: 

Since you last wrote to me in March, the United States 
Government has taken a number of major steps to ensure that 
the Alaska Natural Gas Transportation System is completed 
expeditiously. 

Most significantly, the Department of Energy has acted to 
expedite the Alaskan project. The North Slope Producers and 
Alaskan segment Sponsors have signed a joint statement of 
intention on financing and a coopera~ive agreement to manage 
and fund continued design and engineering of the pipeline and 
conditioning plant. The Federal Energy Regulatory Commission 
recently has certified the Eastern and Western legs of the 
System. · 

The United States also stands ready to take appropriate 
additional steps necessary for completion of the ANGTS. For 
example, I recognize the reasonable concern of Canadian project 
sponsors that they be assured recovery of their investment in 
a timely manner if, once project construction is commenced, they 
proceed in good faith with completion of the Canadian portions 
of the project and the Alaskan segment is delayed. In this 
respect, they have asked that they be given confidence that 
they will be able to recover their cost from U.S. shippers 
once Canadian regulatory certification that the entire pipeline 
in Canada is prepared to commence service is secured. I accept 
the view of your government that such assurances are materially 
important to insure the financing of the Canadian portion of · 
the system. 

Existing U.S. law and regulatory practices may cast doubt on 
this matter. For this reason, and because I remain steadfastly 
of the view that the expeditious construction of the project 
remains in the mutual interests of both our countries, I would 
be prepared at the appropriate time to initiate action before 
the U.S. Congress to remove any impediment as may exist under 
present law to providing that desired confidence for the 
Canadian portion of the line. 
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Our government also appreciates the timely way in which you 
and Canada have taken steps to advance your side of this vital 
energy project. In view of this progress, I can assure you 
that the U.S. government not only remains committed to the 
project; I am able to state with confidence that the U.S. 
government now is satisfied that the entire Alaska Natural 
Gas Transportation System will be completed. The United States' 
energy requirements and the current unacceptable level of 
dependence on oil imports require that the project be completed 
without delay. Accordingly, I will take appropriate action 
directed at meeting the objective of completing the project 
by the end of 1985. I trust these recent actions on our 
part provide your government.with the assurances you need 
from us to enable you to complete the procedures in Canada 
that are required before commencement of construction on the 
prebuild sections of the pipeline. 

In this time of growing uncertainty over energy supplies, 
the U.S. must tap its substantial Alaska gas reserves as 
soon as possible. The 26 trillion cubic feet of natural gas 
in Prudhoe Bay represent more than ten percent. of the United 
States total proven reserves of natural gas. Our governments 
agreed in 1977 that the Alaska Natural Gas Transportation System 
was the most environmentally sound and mutually beneficial means 
for moving this resource to market. Access to £as from the 
Arctic regions of both countries is even more critical today 
as a means of reducing our dependence on imported petroleum. 

Successful completion of this project will underscore once 
again the special character of cooperation on a broad range 
of issues that highlights the U.S./Canadian relationship. 

I look forward to continuing to work with you to make this 
vital energy system a reality. 

Sincerely, 

JIMMY CARTER 

# # # # # 
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Mr. SHARP. I think that relates to condition 4, which relates to 
prebilling. 

If you want to summarize, or you can certainly submit your writ­
ten information for the record. We would be delighted to hear from 
you on that. 

As you are aware, the prebilling question has been one of the 
most significant ones, and the committee members have been 
struggling with it. 

Mr. PIERCE. Perhaps I can deal with it. 
The question was, "Are there any precedents in Canadian regula­

tory history for prebilling and full cost recovery prior to system 
completion?" 

The response is that, while there have been certain situations in 
which Canadian. pipeline companies were permitted to commence 
billing upon the completion of facilities prior to the flow of gas, it 
is difficult to find useful precedents dealing with the specific tariff 
arrangements which Foothills requires for financing purposes. 

The absence of such precedents, however, should not be regarded 
as significant. 

Since the inception of the project, the sponsors, the Canadian 
Government, and the U.S. Government have consistently recog­
nized the ANGTS is unprecedented in its size, complexity and costs 
and that unique tariff arrangements may be required for private 
financing. 

For example, the Federal Energy Regulatory Commission has al­
ready decided that the Alaskan sponsors should be permitted to 
begin collecting a minimum bill as soon as all pipeline segments 
are completed and commissioned for service even though gas has 
not begun to flow. 

That is our response, Mr. Chairman. 
Mr. SHARP. If I might follow up briefly on that, one question 

raised with us in the prebuild section that you have been involved 
in, and you obviously don't have a provision for, if I understand it 
correctly, is precommencement billing. 

The waiver would seek that with respect to the rest of the line. 
How would you distinguish between those two segments and what 
is the reason why now we hear of precommencement billing if evi­
dently it wasn't critical to the project, the segment you were in the 
process of building? 

Mr. PIERCE. It is a terrible thing to say, Mr. Chairman, but what 
is $800 million? That is one part of the answer. 

The second part of the answer is that phase l-as we tend to call 
it-is a 1-year project to connect gas on the western leg and a 2-
year project to connect gas on the eastern leg. We are handling it. 
We are building gas pipeline all the time, in addition to that. 

That is our business. We don't find much difficulty with it. 
Now, we are talking about something that as you can see in Ca­

nadian dollars today works out to about $17.6 billion. It covers a 
period of time from 1981 to 1986. 

Anything that we can build within a short period of time without 
having to wait for governments to do things for us-and there are 
proper places for governments-we don't have much problem with, 
but here we have 4 years and the majority of that cost is made up 
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on the basis of escalation and interest rates that we have no con­
trol over. 

So, after 4 years of dealing with all of that, and all of that outgo 
of money, we say really when we have done what we have said we 
would do-and we are not entitled to get paid until we have done 
what we said we would do-then we should get paid. It is the sheer 
size and the time period. 

Mr. SHARP. Let me ask you further if you find satisfactory the 
waiver with respect to prebilling in the sense that a date will be 
set which will to some degree be negotiated among the parties, but 
obviously the Federal Energy Regulatory Commission, in this coun­
try, will set that date as I understand it. 

Does that procedure and process meet what you and your lenders 
consider has been the problem with the precommencement billing, 
or lack of it? 

Mr. PIERCE. I think, Mr. Chairman, the proof will be in the 
eating. 

If the date is picked too far in advance, it is of no use and will be 
unacceptable to us. In effect, our response has been that the date 
essentially follows the construction program that we envisage; then 
we can see that it will be satisfactory. 

It is something new that has been proposed. 
But if it is a date that is reasonable in the circumstances and we 

can schedule our construction and capital investments in relation 
to it, fine. 

But if it is something that is going to run us into another year's 
delay or 2 years, it may say that the project is completely out of 
hand. 

So the proof will be in the eating. We have ntl reason not to be­
lieve that the date will be chosen in a reasonable fashion. 

Mr. SHARP. But you clearly think that that process envisioned by 
the waiver is a definite step forward in improvement from where 
you all stand today in terms of raising capital? 

Mr. PIERCE. Absolutely, Mr. Chairman. 
Mr. SHARP. I will recognize my colleague from Oklahoma, Mr. 

Synar. 
Mr. SYNAR. Mr. Chairman, I have no questions. I think that the 

testimony and the written responses that you delivered pretty well 
answer all the questions that I have. I appreciate you all coming 
this morning. 

Mr. PIERCE. Thank you, Mr. Synar. 
Mr. SHARP. Gentlemen, I appreciate your testimony this morn­

ing. It is possible that some of our members will ask us to submit 
some written questions to you, though you have been very respon­
sive; in fact, more so than almost anyone else testifying in terms of 
explicitly answering the questions that we put forth in our initial 
letters of inquiry. We appreciate that. 

I am not certain whether there will be any further questions. I 
do appreciate your being here. 

I understand you will be testifying momentarily in the Senate. 
We thank you for your cooperation. 

Mr. PIERCE. Thank you, Mr. Chairman. 
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STATEMENTS OF HOWARD L. HAWKS, PRESIDENT, NORTHERN 
PLAINS NATURAL GAS CO., AND DANIEL E. GIBSON, ASSISTANT 
GENERAL COUNSEL, PACIFIC GAS & ELECTRIC CO. 

Mr. HAWKS. Thank you, Mr. Chairman. 
Mr. SHARP. Gentlemen, we have listed Mr. Hawks first. If you 

have any desire to go differently, we would be happy to hear from 
you at this point. 

We will make part of the record any testimony you have and are 
delighted to hear orally from you. 

Mr. HAWKS. I am accompanied by Daniel O'Brien, the general 
counsel of Northern Plains Natural Gas Co. and also, therefore, of 
Northern Border Pipeline Co. 

It is an honor and privilege, I think, for us to be asked to speak 
on behalf of part of the Alaskan natural gas transportation system 
which is currently under construction, and to present to you some 
good tracks of the work that many of us have spoken about this 
week which are underway or completed. 

As you recommended, I submitted my complete testimony. In 
that, we have answered the questions which you provided. 

My comments here will be a brief summary of the role our com­
pany has had in ANGTS, but before I address the importances of 
the northern border project, and its relation8hip within ANGTS, I 
would like to go on record that the approval of the waiver package 
that has been requested by President Reagan is a critical step 
down the pathway toward completion of the entire project by the 
private sector. 

The completion of this project is important not only to our coun­
try's economic well-being, but also vital to our national security, as 
you have suggested. 

Let me move into a brief outline of Northern Border and what it 
is and what it has done to date. 

Northern Border Pipeline Co. is a partnership consisting of five 
partners, four of whom are major U.S. natural gas and energy com­
panies serving major parts of the United States. 

The other company is a major Canadian natural gas company. 
The partners are Northern Plains Natural Gas Co., a subsidiary of 
Inter-North; Northwest Border Pipeline Co., a subsidiary of North­
west Energy; Pan Border Gas Co., a subsidiary of Panhandle East­
ern; United Mid-Continent Pipeline Co., a subsidiary of United; and 
Trans-Canada Border Pipeline, Ltd., a subsidiary of Trans-Canada. 

Each of those companies, each of those parent companies has 
also been requested to present testimony in its own behalf. 

I, therefore, am here speaking on behalf of the Northern Border 
Pipeline Co. only. 

Northern Border was the line picked to build the eastern leg, to 
transport Alaskan gas, under the original scenario. 

It extends from Port of Morgan, Mont., at the Canadian border­
under a concept called prebuild which I will describe later-to Ven­
tura, Iowa. 

Under the total ANGTS system, it will be extended to Dwight, 
Ill., which is just outside Chicago. 
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We are now engaged in the pre build which is designed to trans­
port surplus Canadian gas in advance of the Alaskan system to 
major market areas in the United States. 

All States but North Dakota have currently had construction of 
the main line process completed. 

We are now underway in construction in North Dakota, and ap­
proximately 575 miles of the 823-mile main line involved in the 
prebuild has been completed. . 

The pre build was undertaken in response to U.S. and Canadian 
government recognition that both nations and its peoples would 
benefit from the new export of surplus Canadian gas. 

The transportation of that gas through prebuild would provide 
significant assistance to the overall completion of the Alaskan nat­
ural gas transportation system, primarily by helping finance the 
remainder of the project, by reducing the ongoing inflationary 
effect on costs from building the project earlier as compared to 
later. 

It also provides a mechanism by which to ease the total demand 
on labor and capital during the remaining construction of ANGTS. 

We expect to complete this project in the fall of 1982 and at that 
time we will begin to transport 975,000 Mcf per day to U.S. mar­
kets. 

This is equivalent to 166,000 barrels of oil per day. 
When completed, we will have the capability to transport 2.2 bil-

lion cubic feet of gas per day. 
This, Mr. Chairman, would include Alaskan gas. 
This is equivalent to nearly 400,000 barrels of oil per day. 
The additional expansion of this system, and the extension of its 

line to Dwight, Ill., will cost approximately another $1 billion. 
Let me give you a quick overview of some of the key factors re­

lated to the prebuild so that you can put into perspective some of 
the impacts it has had on the United States today. 

It is the largest single order for pipeline steel in U.S. history. 
One steel official told me that our order of pipe for his company 

alone provided employment for 1,400 people. There were 11,000 rail 
carloads of pipe required to deliver the pipe from the factories to 
the site. 

We are currently employing approximately 4,000 people in the 
construction activity. 

Northern Border Pipeline is the largest privately financed pro­
ject in the free world to date and hopefully to be shortly succeeded 
by the remainder of ANGTS. 

It has provided significant minority and female business partici­
pation under the guidance of our own efforts and the office of the 
Federal Inspector. 

I am advised that it also required 1,990 Federal, State and local 
permits and authorizations. 

Overall, it has provided significant economic benefit to the upper 
Midwest during construction and to other segments of our country 
due to the manufacturing process and transportation industries. 

Why should the waiver package be provided and why should 
ANGTS be completed? 
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The waiver package is obviously needed to permit sponsors to 
provide and obtain private financing in accordance with the U.S. 
Government policy. 

It is also important to our credibility, our being the United 
States as an energy partner with Canada, and its effect on the 
future export policy of Canada. 

It will provide access to 26 trillion cubic feet of proven reserves. 
In addition, over 100 trillion cubic feet of potential reserves are 

there and it will stimulate the development of those North Slope 
reserves which are much needed by the United States. 

It will provide a transportation system for vast frontier reserves 
of Canadian gas as has been described by our friends from Canada, 
who just preceded us, and it will possibly enable Canada to include 
these reserves in its export calculations which it now does not do. 

It will reduce our dependency on foreign oil materially and cut 
dollar outflows to the OPEC nations. 

It will enhance economies of our great Nation and that of our 
No. 1 trading partner, Canada. 

There is no question that the system is needed. If delayed or 
abandoned, it will only cost more when the crisis comes. 

As to Northern Border, more specifically, the failure to proceed 
with ANGTS would eliminate the major source of gas supply for 
the Northern Border Pipeline Co. and project. 

It may conceivably jeopardize the extension of our Pan-Alberta 
license. I have spoken to that more thoroughly in my written testi­
mony. 

We will not be able to operate the system at maximum volume 
and cost effectiveness without the Alaskan volumes. 

Now, if you would permit me, I would like to speak as a private 
citizen. 

It is inconceivable to me that we here in the United States-and 
this includes business and industry leaders, government, major in­
terest groups, and consumers themselves-would contemplate the 
failure to complete the attachment of a critical energy supply in 
this time that our Nation faces. 

This is a safe supply, an economic supply. Earlie,r there were 
questions related to the quasi-tax which might be levied in the 
event the unlikely occurrence of commencement prebilling occurs. 

That tax was viewed to be somewhere between 30 cents under 
one of the scenarios, and as high as $1.70 per month per customer 
under another scenario. 

I would ask you to just think briefly what the tax for OPEC oil is 
per person in the United States. We spent $52 billion in 1980 for oil 
imports. That is equivalent to $200 per citizen, man, woman and 
child in the United States. 

If you assume that a fourth or a half or whatever you want to 
assume is a quasi-tax, that by far exceeds what may be a potential 
under the prebilling commencement date. 

I submit to you that the OPEC tax is in effect and it is viewed to 
be ongoing. That we as citizens, Government, industry of the 
United States should do everything in our powers constantly to 
help our Nation move forward with this safe, secure, and economic 
project. 

Thank you. 

93-367 0-82-42 
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[Testimony resumes on p. 662.] 
[The prepared statement of Mr. Hawks follows:] 
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STATEMENT OF 
NORTHERN BORDER PIPELINE COMPANY 

SUBMITTED BY 
HOWARD L. HAWKS 

Mr. chairman and Members of the Subcommittee: 

I am the President of Northern Plains Natural Gas Company. 

Northern Plains Natural Gas Company is the Managing Partner 

(Operator) for the Northern Border Pipeline Company. I am here 

today to describe the participation of Northern B~rder in the 

Alaska Natural Gas Transportation System (ANGTS) and to express 

the support of Northern Border for the President's proposed 

waiver of law under section S(g) of the Alaskan Natural Gas 

Transportation Act of 1976 (ANGTA). 

Northern Border Pipeline Company is a General Partnership 

consisting of five Partners. The Partners and their parent com­

panies are as follows: 

1. Northern Plains Natural Gas Company is a subsidiary of 

InterNorth, Inc. Northern Plains Natural Gas Company is 

a Delaware corporation, with its principal office at 224 

South lOBth Avenue, Omaha, Nebraska. As I mentioned 

earlier, Northern Plains is the Managing Partner. 

2. Northwest Border Pipeline Company, a subsidiary of 

Northwest Energy Company, a Delaware corporation, with 

its principal office at 314 East 200 south Street, Salt 

Lake City, Utah. 

3. Pan Border Gas Company, a subsidiary of Panhandle 

Eastern Pipe Line Company, a Delaware corporation, with 

its principal office at 3000 Bissonnett Avenue, Houston, 

Texas. 

4. Transcanada Border PipeLines, Ltd., a wholly-owned sub­

sidiary of TransCanada PipeLines, with its principal 

office at Commerce Court West, Toronto, Ontario, Canada. 
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5. United Mid-Continent Pipeline Company, a subsidiary of 

United Gas Pipe Line Company, a Delaware corporation, 

with its principal office at 700 Milam Street, Houston, 

Texas. 

Northern Border has been an active participant in the 

efforts to introduce Prudhoe Bay gas into United States markets 

since 1970. Northern Border was originally involved with the 

Arctic Gas Project which proposed construction of an overland 

pipeline from the Prudhoe Bay area of Alaska through Canada and 

into the lower 48 states. As a part of that project, Northern 

Border proposed to construct the u.s. Eastern Leg. In 1976, when 

the competing Alcan Project was proposed, the Sponsors of that 

project also proposed that Northern Border construct and operate 

the Eastern Leg of their project. 

Subsequent to the passage of ANGTA, Northern Border was 

designated to construct and operate thE lower 48 state portion of 

the "Eastern Leg" of the ANGTS as a part of the Alcan project. 

The Northern Border transportation system will receive Alaskan 

gas at the Saskatchewan-Montana border from the Canadian-owned 

portion of the ANGTS and transport such gas through, 1,131 miles 

of 42-inch pipeline to be constructed along a route diagonally 

through the States of Montana, South Dakota, North Dakota, 

Minnesota, Iowa and Illinois terminating at a point near Dwight, 

I 11 ino is. 

Northern Border is presently engaged in constructing what is 

referred to as the "Prebuild Project." 

The concept of a Prebuild Project first appeared both in the 

President's Decision on the ANGTS, issued in September of 1977, 

and in the companion National Energy Board (NEB) decision in 

Canada. Those decisions recognized that both countries might 

benefit from a new export of surplus Canadian gas to the u.s., 
and that such gas, if transported through prebuilt portions of 

the ANGTS in southern Canada and the lower 48 states, could 
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.provide significant assistance to successful completion of the 

entire ANGTS. In pursuing this objective, Pan-Alberta Gas Ltd. 

thereafter contracted to sell 1.04 billion cubic feet per day 

(1.04 bcf/d)· of Canadian gas to Northwest Alaskan Pipeline 

Company over a term of 12 years. Northwest Alaskan in turn con­

tracted to resell such gas to the following purchasers: 

1. Pacific Interstate Transmission Company, 240,000 Mcf per 

day (240 MMCF/d), for delivery to Southern California 

through "Western Leg" facilities; 

2. (a) United Gas Pipeline Company (United), 450,000 Mcf 

per day reducible to 400 MMCF/d commencing with the 

third contract year; 

(b) Northern Natural Gas Company (Northern Natural), 

200,000 Mcf per day (200 MMCF/d), increasing at 

Northern's option to 250 MMCF/d commencing with the 

third contract year; and 

(c) Panhandle Eastern Pipeline Company (Panhandle), 

150,000 Mcf per day (150 MMCF/d). 

The total volume of BOO MMCF/d purchased by the above­

named companies is to be transported by Northern Border 

through the u.s. "Eastern Leg Prebuild" facility. 

Pan Alberta Gas Ltd. made application to the National Energy 

Board of Canada for authorization to export the volumes in 

accordance with the terms of its contract with Northwest Alaskan. 

However, the term of the license issued by the National Energy 

Board was not concurrent with the 12-year term of the contracts. 

The National Energy Board issued an export license authorizing 

the export of 800,000 Mcf per day for the period commencing 

November 1, 1981 through October 31, 1986 and 400,000 Mcf per day 
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during the period November 1, 1986 through October 31, 1987; In 

addition, the export license provides that to the extent that 

volumes are not exported during the first year (i.e. 11-1-81 

through 10-31-82), such unexported volumes can be added to the 

400,000 Mcf per day authorized for export in the year November 1, 

1986 through October 31, 1987 up to a total of 800,000 Mcf per 

day in that year. Any unexported first year volumes· not. taken 

during the period November 1, 1986 through October 31, 1987 can 

be taken in the next contract year. However, this right of "make 

up" is conditioned upon a prior determination by the National 

Energy Board that the "make up" volumes to be exported are sur­

plus to Canadian domestic requirements. 

The practical effect of the above is that the term of the 

current export license is 5-1/2 years with a conditional right to 

add the volumes not taken at the beginning of the 5-1/2 year 

period to the end of the period. Northern Border has been advised 

that Pan-Alberta Gas, Ltd. has filed an application with the 

National Energy Board to firm up the export of the volumes which 

will not be taken in the first contract year and to extend the 

term of the license to coincide with the term of the contracts. 

Concurrent with the proceedings before th~ National Energy 

Board in 1979, Northern Border made application to the Federal 

Energy Regulatory Commission for authority to construct and 

operate the Prebuild segment of the Eastern Leg. Specifically, 

Northern Border requested authorization to construct and operate 

823 miles of 42-inch pipeline and one compressor station 

extending from a point on the u.s.-Canadian border to a point of 

interconnection with the facilities of Northern Natural Gas 

Company near ventura, Iowa and for authority to transport 800,000 

Me f per day for the accounts of United, Northern Natural and 

Panhandle. 

Additionally, applications were filed by Northwest Alaskan 

for authority to import the volumes to be purchased from Pan­

Alberta Gas, Ltd. and for authority to resell the volumes to the 
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u.s. Purchasers. Also, Northern Natural Gas Company made 

application to construct and operate facilities to receive the 

canadian gas into its system at ventura, Iowa and for authority 

to transport and to exchange-displace the volumes in order to get 

the volumes purchased by Panhandle and United into their systems. 

By orders dated April 28, 1980 and June ?0, 1980, the FERC issued 

the appropriate authorizations necessary to implement the Pre­

build Project. 

Subsequent to the issuance of these orders, orders were 

issued by the NEB and the FERC authorizing Northern Border to 

transport an additional 175,000 Mcf per day of Canadian gas and 

to construct and operate a second compressor station. Of this 

total, 100,000 Mcf per day will be transported for the account of 

Northern Natural Gas Company and 75,000 Mcf per day will be 

transported for the account of Natural Gas Pipeline Company of 

America. The licenses issued by the NEB for the export of these 

volumes expire on October 31, 1987. 

Following the issuance of the FERC authorizations, Northern 

Border undertook the activities necessary to commence 

construction. As a part of these activities, Northern Border 

finalized the financing of the Prebuild Project by execution of a 

Loan Agreement dated December 15, 1980. 

The source of the debt financing for the Prebuild Project is 

a consortium of 28 United States and Canadian banks which will 

provide up to seventy percent of the cost of constructing the 

Prebuild Project. The remaining thirty percent will be contri­

buted by the.Partners as equity. 

The major terms and conditions of the Loan Agreement are as 

follows: 

a) The Loan Agreement provides for the borrowing of up to 

$1.055 billion. The loan has two variable-rate price 

options. 

percent. 

The first option is .a domestic rate plus 3/4 

The domestic rate is the greater of (a) the 
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three-week moving average of 90-day certificates of 

deposit plus 1/2 percent or (b) the average prime rate 

for three designated banks (Canadian Imperial Bank of 

Commerce, Ci tibank and Morgan Guaranty Trust). The 

second option is the average London Interbank Offered 

Rate (LIBOR) for six reference banks (Canadian Imperial 

Bank of Commerce, Bank of America, Chase Manhattan, 

Citibank, Morgan Guaranty Trust, and Royal Bank of 

Canada) plus 1.125%. This rate is locked in for a 

period of either three or six months as elected by 

Northern Border. 

b) The loan requires infusions of debt and equity equally 

until combined debt and equity total $772 million. 

Thereafter, additional debt ($515 million) is drawn 

until the total of debt and equity equals $1.2S7 

billion. The next $129 million will consist of 70% debt 

($90 million) and 30% equity ($39 million). The final 

Sl29 million, if required, would consist of 50% debt and 

50% equity. 

c) Repayment will begin six months after the initial bil­

ling commencement date. The first payment is antic­

ipated in March, 1983. The amount of the repayment will 

be the debt percentage of the capitalization times de­

preciation and deferred taxes. The final payment of up 

to 40% will be in 1993. Also, prepayment is required 

when Alaskan gas flows or earlier at the Borrower's 

option. 

d) TransCanada Pip~Lines, Ltd. has agreed that if, at 

maturity, the loan is not fully paid, Transcanada will 

contribute equity to Northern Border in an amount at 

least equal to all amounts due under the Loan Agreement 

or would purchase Northern Border's notes issued under 

the Loan Agreement for such amount. TransCanada and the 
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other Sponsors of Northern Border have agreed that in 

the event TransCanada is required to make an equity 

contribution, the other Sponsors have the right to 

participate in such equity contribution. 

In addition to the above, TransCanada agreed to certain 

other undertakings. TransCanada is obligated to purchase the 

remainder of the equity in the Partnership under certain condi­

tions. This purchase obligation is triggered if on the final day 

of the tenth year after the date of completion of the Prebuild 

Project the Management Committee of Northern Border has not 

determined that the additional facilities on the Northern Border 

system required for transportation of the Prudhoe Bay gas are to 

be constructed and the only gas being transported through the 

Prebuild line is Canadian gas ultimately destined for consumption 

in TransCanada's market area in Eastern Canada. In addition, 

TransCanada has agreed to a "backstop" by assuring the transport­

ation of TransCanada gas should Canadian exports terminate prior 

t-o the !!hipment of Alaskan gas. If these exports terminate 

before Alaskan gas begins to flow through Northern Border, 

TransCanada would become obligated for payment of the full 

Northern Border cost of service. 

Thus, the repayment of the debt and the return of equity is 

assured through the provisions of Northern Border's Tariff, 

TransCanada's backstop obligation, and TransCanada's obligations 

to repay the debt at maturity. 

In May of 1981, mainline construction of the pipeline began 

in the States of Montana, South Dakota, Minnesota and Iowa. 

Commencement of construction in North Dakota was delayed until 

September of 1981 because of litigation over the route of the 

pipeline in North Dakota. As of this date, approximately 575 

miles of the pipeline have been installed. The remaining 250 

miles will be completed by the fall of 1982. We an~icipate no 

overall delay in completion of the Prebuild Project, nor do we 

anticipate any cost overruns. 
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As demonstrated above, the. completion of the Prebuild 

Project is being accomplished without the necessity for any 

special legal or regulatory treatment, Given that the Prebuild 

Project is only one segment of the entirety of the ANGTS, its 

complexities, uncertainties, and problems are obviously less than 

for the totality of the project. 

With the completion of the Prebuild Projects, the first 

steps will have been taken in bringing the totality of the ANGTS 

to reality. This early building of both the Eastern and Western 

Legs of the ANGTS to transport a total of 1,215,000 Mcf of 

Canadian gas to United States markets (which is the equivalent of 

190,000 barrels of oil per day) will not only supplement current 

energy supply, but more importantly, will facilitate the 

financing of the remainder of the project, will lessen the infla­

tionary effects on cost and will ease the demand on labor and 

capital during the construction of the remainder of the Alaska 

Natural Gas Transportation System. 

Northern Border will construct the remai~der of the Eastern 

Leg concurrent with the construction of the Alaskan portion of 

the ANGTS. The facilities to be constructed to complete the 

Eastern Leg consi~;t of 308 miles of 42-inch pipeline extending 

from Ventura, Iowa, to a point near Dwight, Illinois and the con­

struction of 12 compressor stations. We now estimate that the 

cost of these facilities will be approximately one billion dol­

lars. Under the provisions of the Partnership Agreement, the 

Partners are committed to contribute the equity requirements for 

completion of the additional facilities, and we are confident 

that we will be able to secure the debt financing. 

When completed, the Eastern Leg will have capacity to trans­

port 2.2 billion cubic feet per day without further expansion. 
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As a long time participant in the efforts to bring Alaskan 

gas to market, Northern Border cannot emphasize too strongly the 

nation's need for completion of the ANGTS: 

l) The Prudhoe Bay proven reserves now approximate 26 tril­

lion cubic feet, and the completion of the ANGTS not 

only gives a.ccess to these reserves but will also · 

encourage exploration and development of additional 

North Slope reserves. 

2) The completion of ANGTS will go a long way in leading to 

the connection of Canada's sizeable frontier reserves in 

the McKenzie Delta-Beaufort Sea Area. At the present 

time, the NEB is unwilling to include these frontier 

reserves in their calculations of available surplus. 

Access to these reserves through the ANGTS would be a 

most positive step toward causing the NEB to modify its 

policy. 

3) Failure to complete the ANGTS, on the other hand, could 

very well jeopardize the future export of Canadian gas 

to the detriment of the United States as the Canadians 

will most certainly take into consideration our failure 

to complete the ANGTS as they set their national energy 

policy. It is in the best interest of the United States 

to continue to purchase and import Canadian gas as long 

as such purchases result in a positive net economic 

benefit to our nation. 

4) Failure to complete the remainder of the ANGTS will most 

certainly have a detrimental effect on Northern Border, 

its shippers and the ultimate consumer. It would elimi­

nate the major source of supply for Northern Border and 

a critical, long term source of supply for consumers of 

the United States. Furthermore, the most economical 



662 

operation of the system will not be 

Alaskan volumes are not transported. 

unit cost of transportation through 

realized if 

Generally, 

a pipeline 

the 

the 

is 

reduced as the volume transported increases. Addition­

ally, a failure to complete the ANGTS due to problems 

which are rectifiable will most certainly be taken into 

account by the Canadian government in the determination 

as to whether or not to extend the term of the Pan 

Alberta export license beyond the current 5-1/2 years. 

Northern Border strongly urges the Congress to act favorably 

on the President's proposed w~iver of law. 

Thank you for inviting me to submit this statement on behalf 

of Northern Border. I would be pleased to answer any questions 

which the members of the Committee may have. 

Mr. SHARP. Thank you. 

STATEMENT OF DANIEL E. GIBSON 

Mr. GIBSON. I am Daniel Gibson, assistant general counsel of Pa­
cific Gas & Electric Co. 

I want to thank you for inviting Mr. Sproul, our executive vice 
president of Pacific Gas & Electric Co. to appear today on behalf of 
our companies. His prepared remarks have been submitted here for 
the record and he has asked that I offer his apologies for not being 
able to be here due to his acceptance of a prior invitation to speak 
before a Senate committee at this same time. 

I will attempt to summarize his remarks, though, and answer 
any questions that you have. 

Our companies, Pacific Gas & Electric Co., and its 50 percent­
owned subsidiary Pacific Gas Transmission Co., support approval of 
the waiver package which is now before you. 

We believe that such approval is vital to the timely and success­
ful completion of this project and we believe that the project's suc­
cessful completion is essential to our ability to continue to meet 
our own customers' needs for reasonably priced and secure gas 
supply. 

Mr. Sproul's written statement discusses these matters in some 
detail and describes our longstanding and substantial commitment 
to the construction of a gas pipeline from the Alaskan North Slope 
through Canada to California and the other lower 48 States. 

In addition to our participation in the Alaska partnership, P.G. 
& E. and its subsidiary, Pacific Gas Transmission Co., will, as you 
know, build the so-called Western Leg of the Alaskan Natural Gas 
Transportation System. 

We estimate that together our two companies will invest about 
$1% billion in the Western Leg of the project alone, so that our 
commitment even to the Western Leg alone is a very substantial 
one. 
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We are very proud of the fact that 160 miles of the PGT Western 
Leg facilities are among the first portion of the ANGTS that 
became operational on October 1 of this year. 

They are now involved in carrying a substantial quantity of new 
Canadian gas to the southern California market. 

PGT's facilities, these first facilities of the ANGTS, went into 
service on time and within their approved cost estimate of $176 
million. 

P.G. & E. and the 9.5 million people who live in our service area 
in northern and central California have a very great deal at stake 
in this project. 

P.G. & E. views it as a key element in our long-term gas supply 
strategy. We have a contract to purchase Prudhoe Bay gas. That 
gas will satisfy almost 10 percent of our projected requirements. 

We believe completion of the gas pipeline will create opportuni­
ties to purchase additional North Slope gas, but perhaps most im­
portantly we link our chances for continuation of our Canadian gas 
supply to the timely and successful completion of the project. 

You see, northern California, through the Alberta to California 
pipeline which is now in existence, has for about 20 years been re­
ceiving a substantial quantity of gas from Alberta on a very reli­
able basis. 

In recent history northern California has been dependent upon 
this supply from Canada for almost 50 percent of its total gas 
supply. 

It has been by far our most reliable, long-term source and its 
continued availability, as existing export permits expire, is a top 
priority of our company. 

The existing export licenses are expiring. If there are no exten­
sions of those by the end of 1986, we will have lost almost 60 per­
cent. 

Sixty percent of this very substantial gas supply. 
We believe that the completion of this project may help us to 

avoid that. How? Because of the fact that if Canada, through this 
project, is given the opportunity to tap its far northern frontier 
supplies, it will be in a better position to continue exports of gas to 
the United States. 

It is as simple as that. It is plain to us that how the Congress 
acts on the waiver package will play a very critical role in shaping 
future U.S. and Canadian relations, and in particular future Cana­
dian gas export policy. 

The failure by the Congress to approve the waiver proposal, I 
think, will be viewed in Canada as a breach of a commitment by 
the United States, a commitment which our Canadian neighbors 
believe was made by the President and the Congress to assure 
Canada that its authorization of the prebuild project would be fol­
lowed by favorable U.S. Government action on the overall project 
completion. 

We are deeply concerned about this. If Congress turns down the 
waiver package, it will preclude private financing of a system 
which is required by law to be privately financed and that will put 
into question the timing and availability of the benefits that 
Canada expects from the project. 
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We cannot deny Canada those benefits and at the same time 
assume that Canada will go out of its way to continue to expand or 
extend the exports on which we are now relying. 

We believe that is just wishful thinking. 
Thus it is our hope that Congress, in its deliberations on the 

waiver package will set aside the ideology and look at the facts. 
Those facts tell us that the ANGTS is and continues to be in the 

best interests of this Nation and our customers and that the project 
can and must be built; that the waiver proposal is a small price to 
pay for this energy security; and that with congressional approval 
of the package, P.G. & E. and the other project sponsors can move 
ahead to try to achieve private project financing of the Alaskan 
portion of this system. 

Thank you. If you have any questions, I would be happy to try to 
answer them. 

[Testimony resumes on p. 680.] 
[The prepared statement of John A. Sproul follows:] 
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STATEHENT OF JOliN A. SPROUL, EXECUTIVE VICE PRESIDENT 

PACIFIC GAS AND ELECTRIC COMPANY 

I appreciate the opportunity to submit this statement 

to the Subcommittees on behalf of Pacific Gas and Electric 

company (PGandE), its subsidiary Calaska Energy Company 

(Calaska), and its other affiliates participating in the 

Alaska Natural Gas Transportation System (ANGTS) , to express 

our support for the President~·s proposed waiver of law under 

Section 8(g) of the Alaska Natural Gas Transportation Act of 

1976 (ANGTA). 

PGandE is a combined gas and electric utility, serving a 

population of more than 9 million people in northern and central 

California. Since 1972, PGandE and its affiliates have been 

working actively to create a direct pipeline system from Alaska, 

through Canada, to bring gas from Prudhoe Bay to California and 

the other lower-48 states. Our substantial and continuing 

commitment to the ANGTS reflects our view that its successful 

completion is essential to our ability over the long term to 

continue supplying our customers with reasonably priced and 

reliable gas supplies. 

In my remarks, I wish to describe more fully the nature 

of our participation in the ANGTS, the importance of the 

project to PGandE's gas supply future, and the reasons why 

we believe Congressional approval of the proposed waiver of 

law to be vital to the timely and successful completion of 

the project, and to continued cooperation with canada, which 

is the source of about 40% of PGandE's existing gas supply. 
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I. PARTICIPATION BY PGandE AND ITS AFFILIATES IN THE ANGTS 

PGandE and its affiliates are participants in the 

Alaskan, Canadian and u.s. Western Leg segments of the ANGTS. 

Our involvement began in 1972, when we joined the Arctic Gas 

Project, which proposed construction of an overland pipeline 

from the Alaskan North Slope, through Canada, to the lower-48 

states. After the Arctic Gas route was rejected by the 

Canadian and United States Governments in 1977, PGandE 

joined with Northwest Energy Company, the selected Alaska 

Highway Pipeline Project's original United States sponsor, 

and other gas transmission companies, including former Arctic 

Gas members, in sponsoring the Alaskan pipeline portion of 

the ANGTS. Through its subsidiary, Calaska, PGandE has been 

a member of Alaskan Northwest Natural Gas Transportation 

Company, the partnership which will build the Alaskan portion, 

since the partnership's formation in early 1978. 

Our special contribution to the ANGTS is the construction 

of its western delivery leg. The u.s. Western Leg is the 

sole responsibility of PGandE and its 50%-owned subsidiary 

Pacific Gas Transmission Company (PGT), which were designated 

in the 1977 Decision and Report to Congress on the Alaska 

Natural Gas Transportation System (President's Decision) to 

construct, own and operate the new pipeline facilities that 

will assure dire~t delivery of Alaskan North Slope gas to 

markets west of the Rockies. 

-2-
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Direct and equal access of western consumers to the 

North Slope supplies was not always assured. We owe a 

special thanks to the many Senators and Representatives who 

saw to it that, contemporaneous direct delivery of Alaskan gas 

to markets both east and west of the Rocky Mountains, and 

construction of the necessary new facilities, became a 

statutory mandate. The inclusion of that requirement in 

ANGTA made this project truly national in scope. 

The Western Leg is a simple expansion of the existing 

PGT/PGandE pipeline system that has delivered Canadian natural 

gas to northern and central california and other western 

markets since 1961. The pipeline runs from the International 

Boundary near Kingsgate, British Columbia, to Antioch, 

California, in the San Francisco Bay Area. PGT owns and 

operates the facilities in the states of Id~ho, Washington 

and Oregon. PGandE owns and operates the facilities within 

California. This 911-mile, 36-inch diameter pipeline de­

livers up to approximately 1 billion cubic feet per day of 

Alberta natural gas to PGandE. The pipeline facilities also 

transport for Northwest Pipeline Corporation (Northwest 

Pipeline) up to approximately 150 million cubic feet per day 

of Alberta natural gas, which is delivered by PGT at various 

points in Idaho, Washington and Oregon for distribution to 

gas consumers in the Pacific Northwest. 

-3-
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The Western Leg is a paralleling or "looping" of these 

facilities, through the installation of approximately 885 

miles of additional pipe. With minor exception, the new 

facilities will be installed within the same right-of-way as 

the existing pipeline. No new compressor stations or com­

pressor horsepower will be necessary for the volumes of North 

Slope gas expected to be initially available. The President's 

Decision left final determination of the pipe size and capacity 

of the ANGTS lower-48 facilities to the Secretary of Energy. 

As a result of decisions of the Secretary of Energy issued in 

1980 and in January of this year, it now is planned that 42-

inch diameter pipe will be used for the entire length of the 

PGT/PGandE expansion. 

The Western Leg originally was proposed by PGT and 

PGandE in 1974, in connection with the Arctic Gas Project. 

However, because the PGT/PGandE proposal also was compatible 

with the competing and ultimately selected Alaska Highway 

Pipeline proposal, it was designated in the President's 

Decision as the project's western delivery leg. North Slope 

gas destined for California markets will be carried over the 

full length of the ~GT/PGandE facilities to the San Francisco 

Bay Area, with gas destined for southern California delivered 

over southern portions of the PGandE system to Southern 

California Gas Company. Through interconnection with the 

Northwest Pipeline system, the Western Leg also will be able 

-4-



669 

to provide other western markets, in the Rocky Mountain area 

and the Pacific Northwest, with direct access to North Slope 

gas. 

On October 1 of this year, the first portions of the 

ANGTS became operational. We are proud of the fact that this 

included 160 miles of the PGT Western Leg facilities, between 

Kingsgate, British Columbia, and Stanfield, Oregon, which 

were·installed as part of the early construction or "prebuild" 

phase of the ANGTS, to deliver new Canadian gas imports to 

Southern California Gas Company. PGT's facilities went into 

service on time and within their approved cost estimate of 

$176 million. This was a major, but manageable, undertaking 

for PGT, which financed the facilities on a corporate credit 

basis, and which, through this expansion, has tripled the 

size of its pipeline investment. 

PGT and PGandE will build the remainder of the Western 

Leg in the same general time fra~e as the Alaskan portion of 

the project. In "as spent" dollars, we currently estimate 

that the 431 miles of PGT'·s remaining Western Leg facilities 

will cost approximately $870 million, including AFUDC, and 

that PGandE's 294 miles of Western Leg facilities from the 

Oregon-California border to the San Francisco Bay Area will 

cost about $590 million, including AFUDC. A corporate 

credit form of financing is planned by both PGandE and PGT, 

-s-
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with PGandE to be responsible for raising all of the capital 

associated with its Western Leg facilities, and for 50% of 

the equity investment in the remaining PGT Western Leg con­

struction. In total, PGandE's additional Western Leg invest­

ment presently is estimated at almost $800 million. 

Finally, PGT's Canadian affiliate, Alberta Natural Gas 

Company Ltd (Alberta Natural), is a participant in the 

canadian portion of the project. Alberta Natural is a 49% 

interest holder in Foothills Pipe Lines (South B.C.) Ltd., 

which is to construct a total of 106 miles of 36-inch diameter 

pipeline for the ANGTS in southeastern British Columbia, 

parallel to Alberta Natural's existing pipeline. Approxi­

mately one-half of these facilities were installed for the 

"prebuild" phase and are now in service. 

II. THE IMPORTANCE OF THE ANGTS TO PGandE'S GAS SUPPLY FUTURE 

Our participation in the ANGTS is key to our long-term 

strategy to assure a continuing, reliable and adequate 

supply of gas for the millions of people in northern and 

central California. PGandE's existing sources of gas supply 

are Canadian natural gas brought to California by PGT; gas, 

principally from the southwest, purchased from El Paso 

Natural Gas Company (El Paso); California-source natural gas, 

-6-
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and a small amount of Rocky Mountain gas produced by our gas 

exploration and development affiliates, 

Although our natural gas requirements are projected 

to remain relatively stable, with moderate growth in our 

non-power plant requirements and a decline in fuel require­

ments for power plant use, our total existing supply is 

projected to decline significantly. Let me provide some 

statistics which illustrate this point: 

1. Decline in El Paso supplies. In 1981, the gas 

supply from El Paso is projected to satisfy about 

43% of PGandE's natural gas requirements. By 

1987, however, when the ANGTS is scheduled for 

completion, available El Paso supplies are pro­

jected to satisfy less than 33% of such require­

ments, and by 1995, only about 21% of such 

requirements. 

2. Decline in California supplies. Our California­

source gas presents a similar case. In 1981, 

these supplies are projected to satisfy about 

17% of our natural gas requirements, but by 

1987 and continuing into the 1990's, available 

California gas supplies are projected to satisfy 

-7-
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no more than 9% of PGandE's natural gas require­

ments. Generally, with the exception of a 

recent, and what is projected to be short-term, 

upswing in available El Paso and California 

supplies, both our El Paso and California sources 

of supply have been declining since the early 

1970's. 

3. Expiration of existing Canadian gas export licenses. 

Since Canadian gas was first delivered to PGandE 

in 1961, it has been our most reliable source 

of gas supply, never having been curtailed or 

cut back. Nevertheless, without renewal of the 

gas export licenses issued to our Canadian 

supplier and subsidiary, Alberta and Southern 

Gas Co. Ltd. (Alberta and Southern), our 

available supplies from Canada will be reduced 

starting in late 1985, and they will be cut 

almost in half by 1987. By 1990, without 

license renewals, our Canadian supply will be 

reduced to about 20% of the currently authorized 

level, and by the end of 1993, all of Alberta 

and Southern's existing export licenses will 

have expired. 

-8-
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Simply stated, in addition to the decline 

i~ supplies from El Paso and California sources, 

PGandE stands to lose almost another 20% of its 

present gas supply by 1987. By that year, 

without renewal of the Alberta and Southern 

licenses, supplies from these three sources, 

which now satisfy more than 99% of PGandE's 

natural gas requirements, are projected to 

satisfy less than two-thirds of such require­

ments, and by 1995, less than 30% of such re­

quirements. 

Since the early 1970's, PGandE has been engaged in a 

number of endeavors to augment this decline in its existing 

major gas supply sources. Our Rocky Mountain gas exploration 

and development programs are one such effort, but the new 

supplies we expect to develop will be only a partial solution. 

There will still be a substantial and growing drop in total 

supply as our existing major sources decline. At this time, 

PGandE has no assured source of natural gas to make up for 

this drop in supply. 

Our chances for a reliable gas supply future turn on 

the successful completion of the ANGTS. More of that future 

is at stake in this project than in any other gas supply 

-9-
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option on PGandE's drawing boards. There are several reasons 

why this project offers the greatest potential for continuing 

supply security for our customers. 

First, the North Slope gas we expect to purchase from 

Exxon Corporation (Exxon) will satisfy almost 10% of our 

projected natural gas requirements. In 1979 PGandE con­

tracted with Exxon to purchase one-third of its production 

from the Prudhoe Bay Reservoir under leases in the Prudhoe 

Bay Unit -- which is estimated at about 220 million cubic 

feet per day, assuming an average day Prudhoe Bay output of 

2.0 billion cubic feet. 

Second, the long-term prospects for development on 

the North Slope lead us to,believe that the initial volumes 

are only a beginning, that this source of supply will be 

available for years to come, and that deliveries from Prudhoe 

Bay eventually will exceed the 2.0 billion cubic feet per 

day level. Therefore, we see the ANGTS as opening the door to 

North Slope gas supply opportunities which extend beyond the 

volumes and term of our existing contract with Exxon. 

Third, and for us, most significant, we link our 

chances for continuation of our Canadian gas supply to the 

completion of the ANGTS. As I have explained, about 40% 

-10-
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of our existing gas supply is from Canada, and obtaining 

maximum available renewal of the Alberta and Southern export 

licenses is a top priority of PGandE. 

Alberta and Southern now has on file with the National 

Energy Board of Canada (NEB or Board) an application to 

extend its licenses at currently authorized levels through 

late 1993, so that the Canadian gas available to PGandE would 

remain at the level of about one billion cubic feet per day 

through that period. In view of the Board's recently issued 

report, Canadian Energy, Supply and Demand 1980-2000, it is 

not clear whether, in the near term, the Board will be pre­

pared to act favorably on Alberta and Southern's request. It 

is clear to us, however, that over the long term, our oppor­

tunity for export license extensions -- and indeed, the 

opportunity of this nation to continue to look to Canada as 

a major natural gas supplier -- will turn on whether we in 

the United States are in fact, and are perceived as, willing 

and able to proceed to completion of the ANGTS. There are 

many fictors which could affect Canadian gas export policy, 

and our own prospects for extended export volumes, but, in 

our view, there is no single factor as significant as the 

ANGTS. 

This project should allow Canada to connect its own 

sizable northern frontier reserves in the Mackenzie Delta-

-11-
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Beaufort Sea area to market on an economic basis. Progress 

toward completion of the ANGTS should encourage further 

exploration and development in that area. It also should 

cause the NEB to modify its policy which now excludes Canada's 

established frontier reserves from the tests applied to 

determine whether there is a surplus of natural gas available 

for export -- a policy which the Board consistently has 

indicated will continue until it is satisfied that there 

is an assured means for bringing these reserves to market. 

Most important, perhaps, are the consequences which we 

believe would flow if the ANGTS did not progress toward 

completion. This is a larger issue than access to the 

Mackenzie Delta gas. At stake is the credibility of the 

United States as an energy partner, and future Canadian gas 

export relations with the United States. 

Our 20 years of reliance on Canadian natural gas 

and our long-standing relationship with Canada make us 

especially sensitive to this issue, and especially appre­

ciative of the continued showing of good faith which the 

Canadian Government has made toward completion of the ANGTS, 

as best evidenced by its decision to authorize the prebuild 

phase of the project f?llowing the concurrent Congressional 

resolution and Presidential letter of support for the project 
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in July 1980. Without further progress on the project, we 

believe that the Canadian Government may be increasingly 

cautious over how much additional gas is to be exported and 

who is to receive it. Generally, even though gas exports to 

the United States are a major source of revenue to Canada, 

it may become more difficult to justify increased export 

volumes, given a perception within Canada that the increased 

availability of Canadian supplies would allow the United 

States to defer or abandon completion of the ANGTS. 

III. WHY THE PROPOSED WAIVER OF LAW MUST BE APPROVED 

For PGandE and its customers, it is essential that the 

Congress act favorably on the proposed waiver of law sub­

mitted by the President. However we in the United States 

may wish to characterize it, failure to do so will be viewed 

in Canada as a breach of commitment by the United States -­

a commitment which our Canadian neighbors believe was made 

by the President and the Congress, to assure Canada that 

its authorization of the prebuild phase would be followed 

by favorable United States Government action on overall 

project completion. To repeat, at stake for us is not only 

our future North Slope gas supply, but also the long-term 

continuation of our Canadian gas supply. 

-13-
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More specifically, the proposed waiver of law presents 

this Congress with a make-or-break choice concerning the 

financing and eventual completion of the project. If there 

is to be any hope of satisfying the private financing directive 

of the President's Decision, this proposed waiver of law 

must be approved. Such approval cannot guarantee that 

financing for the Alaskan portion of the project will be 

achieved. However, without this waiver of law, private 

financing can be ruled out completely, with the future of 

the project left uncertain. 

Since the time of the President's Decision, it has 

been a recognized fact that the project's gas company sponsors 

do not, by themselves, have the capability to finance the 

Alaskan segment. Participation by the major North Slope 

producers is essential, but, as we have learned, no producer 

participation will be forthcoming without their receiving an 

equity interest in the project and without incorporation of 

the Prudhoe Bay conditioning plant into the designated ANGTS. 

The largest banks in the country, who we hope will be 

major lenders to the project, also have told us that it 

is essential that there be mechanisms in place which help 

assure that the. project debt will be repaid. These mechanisms 

include the proposed waiver of law to limit certain future 

-14-
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regulatory action on the project, and the proposed provision 

on billing commencement. 

It is undeniable that the billing commencement provision 

will impose some risks on our customers and other North Slope 

gas consumers which were not contemplated when the President 

and the Congress authorized this project in 1977. As a gas 

distribution company, we share the concern of our regulatory 

body, the California Public Utilities Commission, over the 

imposition of such risks. We would rather not ask that our 

customers bear such risks if there were another way to 

achieve private financing. However, we know of no such 

other way. Moreover, we are convinced that the risks 

to be shared are manageable and minimal. If, for some reason, 

it is actually necessary to use this provision to accommodate 

project delay, the short-term costs which are imposed will 

be far outweighed by the project's long-term benefits. 

I firmly believe that this country will find a way 

to make this project a reality. It must. It is in the 

long-run best interests of the country's economy and security. 

When ideological disputes are set aside and the facts are 

examined, we believe that this proposed waiver will be seen 

as a rational and fair way to overcome a critical roadblock 

to the private financing of the project. Therefore, we 

respectfully urge the approval of the waiver package sub­

mitted by the President. If approval is not forthcoming, 

the ANGTS will suffer a major setback, to the detriment of 

our customers' and this nation's future energy security. 

Thank 'you for inviting me to submit this statement on 

behalf of PGandE and its related companies. We would be 

pleased to answer any questions which the Subcommittees may 

have concerning these remarks. 
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Mr. SHARP. Thank you very much. 
I have a couple of general questions. 
One is, should the Congress and the President adopt a policy of 

immediate deregulation of natural gas or a policy that would result 
in basically old gas in this country being deregulated by the time 
Alaskan gas is flowing in in 1986 or thereabouts? 

Would that substantially change the financial positions for your 
companies in the ability to market that gas and the feasibility of 
this project, in your judgment? 

Mr. GIBSON. Mr. Chairman, the answer is no, it would not. We 
believe that deregulation and the basic economics and the basic 
viability of this project are completely independent of each other. 

In the event of deregulation, if that were to occur, we can cer­
tainly find an approach which will assure the continued market­
ability of this gas. 

Mr. SHARP. Do you-1 don't know if you have any difference of 
opinion on that, Mr. Hawks. 

Mr. HAWKS. Mr. Chairman, Northern Border is a transporter, 
and, as I indicated earlier, is owned by five pipeline or natural gas 
and energy companies. 

I am sure each of those has spoken to that, but I would add that 
it would not affect the viability of the northern border pipeline 
system as a project. 

Mr. SHARP. Let me ask you with respect to the price of the gas 
that is coming down, the estimates range, but it could be well 
above $10 per Mcf in the initial years. Do you think there is any 
risk that the Canadians will use that as the trigger price for other 
gas. 

I should have asked our Canadian friends on the last panel. I 
didn't think to do that. 

Do you understand wh~t I am saying? There is a tendency to say 
we ought to get the best price that is crossing the border into the 
United States and this price will probably be above most other 
prices that have been coming in, as we see it. 

Or do you see that differently? Do you see that as a danger? I 
don't think that is a critical key element in whether this waiver 
package is going to pass. · . 

Mr. GIBSON. Mr. Chairman, I agree with you, I don't think it is 
critical to this waiver package. 

No, I don't think that is a substantial possibility. I think the Ca­
nadians are responsible and very rational stewards of their own 
energy supply and energy resources, and I think they would always 
be looking to the question of what the economic effect of such an 
action would be on the markets and on the marketability of their 
own gas as well as the other supplies that might be available to 
those markets. 

Mr. SHARP. Reading between the lines, do I assume from what 
you are saying that if all import gas went to the price of some of 
these estimates on Alaskan natural gas, that would be an economic 
problem and that it would be hard to sell it here? 

Mr. GIBSON. In the first place, we are speculating about what the 
price of the Alaskan gas might be, but, based upon that assump­
tion, yes, I think that we would have more of a difficulty certainly 
in selling the gas. 
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When I say the gas, I am talking about the Canadian gas. 
Mr. SHARP. Thank you. 
I would be happy to recognize our colleague from Indiana, Mr. 

Coats. 
Mr. CoATS. I have no questions, Mr. Chairman. 
Mr. SHARP. Gentlemen, we appreciate your testimony. 
As you perhaps heard me say to the last panel, if some of our 

members who are not with us today have some questions, we might 
want to submit them in writing. 

We think that is unlikely, but we would appreciate that coopera­
tion if we could. 

,, Thank you very much. 
Mr. HAWKS. Thank you, Mr. Chairman. 
Mr. SHARP. On Tuesday we will have the Secretary of Energy re­

turning at 10 a.m. That room is to be announced. 
There will be further questioning by members of both subcom­

mittees. 
The subcommittees stand in recess. 
[Whereupon, at 10:55 a.m., the subcommittees were adjourned, to 

reconvene at 10 a.m., Tuesday, October 27, 1981.] 



ALASKA NATURAL GAS TRANSPORTATION 
SYSTEM 

TUESDAY, OCTOBER 27, 1981. 

HOUSE OF REPRESENTATIVES, SUBCOMMITTEE ON FOSSIL 
AND SYNTHETIC FUELS, COMMITTEE ON ENERGY AND 
COMMERCE; AND SUBCOMMITTEE ON ENERGY AND THE 
ENVIRONMENT, CoMMITTEE oN INTERIOR AND INSULAR 
AFFAIRS, 

Washington, D.C. 
The subcommittees met, pursuant to notice, at 10 a.m., in room 

2318, Rayburn House Office Building, Hon. Philip R. Sharp (chair­
man, Subcommittee on Fossil and Synthetic Fuels) presiding (Hon. 
Morris K. Udall, chairman, Subcommittee on Energy and the Envi­
ronment). 

Mr. SHARP. Last week the Secretary of Energy testified but had 
to leave early to be at the White House. We did not complete the 
questioning of the Secretary by the two subcommittees, so the Sec­
retary was willing to come back this morning. 

Mr. Secretary, if you have anything further you wanted to add 
before we open up questioning for our colleagues, we would be 
happy to hear from you. Otherwise, we will go right to questions. 

Secretary EDwARDS. I have said everything I need to say, Mr. 
Chairman. 

Mr. SHARP. Mr. Weaver? 
Mr. WEAVER. Mr. Secretary, thank you for coming back to us. 
In your opening statement you have said and I have heard other 

remarks where you say you are a staunch supporter of free mar­
kets and the free enterprise system. As a matter of fact, you be­
lieve they are essential to the national security of this country and 
free enterprise system. 

We don't want any socialism around here degrading our country. 
Most, if not all, of the previous witnesses that followed you, who 
were asked if they would return to this committee and ask for Fed­
eral guarantees or Federal funds if they couldn't put the financing 
together, none, to my knowledge, said 'they would not. 

With you as a staunch advocate of the free market and free en­
terprise system, I would like to hear you say right now a resound­
ing and absolute "no" to any Federal funds or guarantees to this 
pipeline. Would you do that, sir? 
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STATEMENT OF HON. JAMES B. EDWARDS, SECRETARY, DEPART­
MENT OF ENERG'Y, ACCOMPANIED BY R. TENNEY JOHNSON, 
GENERAL COUNSEL, AND WILLIAM NISKANEN, MEMBER, 
COUNCIL OF ECONOMIC ADVISERS 

Secretary EDWARDS. Mr. Weaver, I am in complete agreement. 
As resoundingly as I can state it, this administration does not plan 
to put any Federal guarantees, or any funds into this project. We 
have felt all along, as do our friends to the north, Canada, that this 
should be financed by private funds only. 

Mr. WEAVER. Thank you very much. 
Secretary EDwARDS. I appreciate your letting me put that on the 

record again. 
Mr. WEAVER. Marvelous. Pleased to have you on the record on 

that. 
You also said, as did a number of other witnesses, that there 

were, however, no alternatives to the pipeline to get the gas out, no 
feasible alternatives. 

Secretary EDwARDS. Yes. 
Mr. WEAVER. We are going to have a hearing in which several 

nationally renowned petroleum engineers-one in particular that I 
know, Sullivan S. Marsden of the Stanford University Petroleum 
Engineering Department-have come forth with what they believe 
to be a feasible plan to get the gas from the Prudhoe Bay field into 
the lower 48 of the United States through production of methanol 
in Prudhoe Bay and shipping liquid methanol south. 

Dr. Marsden's plan would be to ship it through the existing oil 
pipeline. Do you have any comments on that, sir? 

Secretary EDwARDS. Not being an expert in the field of petro­
leum engineering, I am not in a position to evaluate it. However, 
some of my friends in whom I have great confidence have told me 
that they have looked to every other alternative known to man, in­
cluding the possibility of transporting some of the gas under the 
Arctic ice to the lower 48 in submarines and--

Mr. WEAVER. I understand that, but let's talk about methanol. 
That is the one I am interested in. Dr. Marsden has made a case. 
His article is going to appear in the Oil and Gas Journal in an­
other week or so. Let me read you a paragraph or two from it. This 
is the article by Dr. Marsden. 

This is one of the several attractive features of this approach (the methanol ap­
proach). It is incremental and can be utilized to allow maximum oil production by 
adjusting the gas adjustment rate accordingly. 

A gas pipeline would require very high initial rates, both to fill the pipeline and 
ensure maximum throughput return. This has been estimated at more than 2.2 to 
2.4 billion cubic feet a day. This could lead to lower ultimate oil recovery. 

Another attractive feature of this approach is that wet or field gas could be used 
directly in the methanol synthesis if it contains only negligible amounts of H2S, 
which is the case at Prudhoe Bay. 

For a gas pipeline, it is necessary to put the field gas through an expensive gas 
treating plant to remove condensible hydrocarbons and C02. The significant amount 
of the latter in Prudhoe Bay gas is actually fully consumed in the methanol synthe­
sis, rather than being lost to the atmosphere, as it would be in a gas treating plant. 

The fuel grade methanol produced from wet gas would probably contain other low 
molecular weight alcohols which would give it a somewhat higher heat of combus­
tion than a purer or chemical grade methanol. 

There is every reason to believe that methanol can be pumped safely in batches in 
the Alyeska oil pipeline and carried in ordinary tankers out of Valdez. Some addi­
tional storage capacity for methanol may be needed at Prudhoe Bay and/or Valdez. 

93-367 0-82-44 
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The last pumping station, which would bring the line to its fully designed capacity 
of two million barrels per day, would have to be constructe.d. 

At the present time, Alyeska handles 1.5 to 1.6 million barrels a day of crude oil. 
In time, it may also have about 0.1 million barrels per day from the Kuparuk and 
Lisburne reservoirs at Prudhoe Bay. 

It is estimated that production from the main (Sadlerochit) reservoir at Prudhoe 
Bay will peak in the mid-1980s. Following an oil drought of a dozen yea:i:'s.or so in 
this part of Alaska, we now have reports of new, smaller fields near Prudhoe Bay, 
but it is far from certain that these will make a significant contribution to produc­
tion and create a demand on the pipeline. 

If we assume a gas production rate of 1.5 billion cubic feet per day, this would be 
fully converted, if there is a need for conversion, to 0.4 milllion bbl methanol per 
day. Thus, there is sufficient capacity in the Alyeska line to handle essentially all of 
the methanol produced from Prudhoe Bay to natural gas. 

We had testimony that 12 percent of the gas is C02. At the pres­
ent time it handles 1.5 billion barrels of crude a day. In time, it 
may also have about 1 million barrels from the Kuparuk and Lis­
burne reservoirs at Prudhoe Bay. 

It is estimated production for the main reservoir at Prudhoe Bay 
will peak in the mid-1980's. If we assume a gas production rate of 
1.5, this would be fully converted if there is a need for full conver­
sion to 0.4 million barrels of methanol a day. Thus, there is suffi­
cient capacity in the Alaska line to handle essentially all the 
methanol produced-natural gas. 

He goes on to say he believes the whole program can be done for 
$6 billion, not the $20 or $30 or $40 billion the pipeline has been 
estimated at. Therefore, I asked the oil company people, is this in­
ternationally renowned petroleum engineer just a dreamer, an 
idiot? They didn't say he wasn't. He says this is feasible to do. So 
don't you think we have a realistic alternative? 

The only objection I heard to it was that it took 25 percent of the 
energy-I don't know that, that was just what the witness said-to 
convert natural gas to methanol. The other objection was-this is I 
think the acute objection-that, of course, you don't get it out as 
fast. You don't get the bucks in the hands of the companies as fast. 

That may be interesting for the companies, but we are dealing 
here with the national interest, the public interest. It may be in 
the public interest to make sure we have a steady supply for sever­
al years of natural gas coming from that field. Could you comment, 
sir? 

Secretary EDWARDS. Mr. Weaver, I feel if that plan is a feasible 
plan, it should compete with all other plans, and the bankers and 
financiers should certainly look at these and evaluate them. If that 
is the best plan, then that is the way we should go. 

I don't have a closed mind on any plan. 
Mr. WEAVER. Mr. Secretary, beautiful. I appreciate that answer. 

Let me just point out that the big bucks, and the people involved, 
may have, probably likely have, a vested interest against doing it 
that way. 

So to evaluate it from that point of view, is it the people involved 
or the big bucks who may have a vested interest in trying to build 
the pipeline for reasons of their own, for quicker production of the 
gas, more dollars coming to them, etcetera? 

Thank you, Mr. Secretary. 
Mr. Chairman. 
Mr. SHARP. Thank you. 
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I did want to indicate that Chairman Udall had hoped to be with 
us but couldn't this morning. He has an intense interest in the 
pipeline issue. His ranking minority member is with us this morn­
ing. 

The gentleman from New Mexico, our colleague, Mr. Lujan, is 
recognized for 5 minutes. 

Mr. LuJAN. Thank you, Mr. Chairman. Welcome, Mr. Secretary. 
Let me visit with you about what I consider probably the two 

main issues. One is the prebilling and the producer ownership. On 
the prebilling, it is my understanding that that is the only way 
that banks would even approach financing it. Is that your under­
standing? 

Secretary EDWARDS. Mr. Lujan, I understand that is one of the 
problems. President Carter made a commitment to our friends to 
the north that he would try to waive the law in order to allow the 
possibility of financing this pipeline. 

Mr. LuJAN. By our friends to the north, you mean the Canadi­
ans? 

Secretary EDwARDS. Yes, the Canadians. 
Mr. LuJAN. President Carter agreed to do that. What do you esti­

mate would be the cost of gas when it comes out of the pipeline 
after it is all completed? 

Secretary EDWARDS. Mr. Lujan, I have not done an estimate of 
the cost of the gas. I have heard estimates everywhere from $4.65 
to $16 per MCF. But I really haven't seen a projection of what the 
cost would be to the consumer upon completion of the pipeline. 

I really think that falls in the area of the private market. If the 
gas is a marketable item, then the pipeline will be built-once 
these waivers are passed and we give them that opportunity. If it is 
not a marketable product, I don't think the gas transportation 
system will be built. 

· Mr. LUJAN. I know in putting forth our arguments, I would 
assume when you give me a range of $4.65 to $16, that the propo­
nents use the $4.65 figure and the opponents use the $16 figure. 
That is usually what happens. 

Secretary EDWARDS. That is the usual and customary method; 
yes. 

Mr. LuJAN. Well, we all tend to do that, you know. When we are 
trying to prove a point, we go from one extreme to the other. 

Mr. WEAVER. Will the gentleman yield? 
Mr. LuJAN. Is he on the $4.65 side or $16 side? 
Mr. WEAVER. No; the witness from the pipeline said in 1987 dol­

lars it was $17. That was what the witness actually said, Mr. 
McMillian and his aides. 

Mr. LuJAN. Mr. Secretary, do you have any idea what the cost of 
natural gas would be in 1987 after the regulations go out? Does it 
come anywhere close to the $17? 

Secretary EDWARDS. If we can deregulate, I think the cost of nat­
ural gas would be somewhere in the range of $6, $7, $8 in 1987. 
Probably a little bit more than that. It. is hard for me to look in the 
crystal ball and tell. 

Mr. LuJAN. So if you take the high figure and low figure and 
come somewhere in between it, as most things normally happen, 
the costs would be about the same, without making that kind of de-
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CISIOn, you can't, as Secretary of Energy, economics will dictate 
whether it is built or whether it isn't, seems like that is going to be 
generally the price of gas at that time? 

Secretary EDWARDS. Mr. Lujan--
Mr. LuJAN. I am just trying to get a feel for it. I don't mean to 

have you look into a crystal ball or anything, but what your feel is. 
Secretary EDwARDS. I think the people who would finance this 

project, if this waiver is passed,-the sponsors and producers have 
done an indepth analysis of what the price will be and would be 
better able to comment on it. 

If it is a marketable product, they will build it. If it isn't a mar­
ketable product, I am sure the project will not be built. But with­
out this waiver, I am sure the project has no chance of being built. 

Mr. LuJAN. On the producer ownership, what is the situation 
with the oil pipeline? Do the producers now own a piece of the 
action on the pipeline? 

Secretary Enw ARDS. It is my understanding that they own, the 
pipeline, and I will defer to my general counsel. Is that correct? 

Mr. JoHNSON. Yes. 
Mr. LuJAN. What is the big deal about it, then, the producers 

owning the gas line? I fail to see the conflict of the ownership so 
long as it is subject to the rules of common carriers. I suppose that 
those kinds of things would come along. 

Secretary Enw ARDS. I will defer that to my general counsel, too, 
if you would permit me. 

Mr. JoHNSON. Mr. Lujan, originally the concern was that ex­
pressed by the Department of Justice, which was concerned that 
these producers, if they had an equity share in the pipeline, would 
be able to restrict access and keep others out and prevent expan­
sion of that pipeline. 

Those were the antitrust concerns that the Justice Department 
identified and led the Department of Justice to recommend a prohi­
bition on any of the producers having an equity interest. 

Mr. LUJAN. Would that necessarily follow or can that be handled 
by regulation or law or whatever? 

Mr. JoHNSON. It certainly can be handled we think by the 
method proposed in the waiver, which is to provide that the FERC 
has to review actual participation and proposed participation and 
in consultation with the Attorney General render a view as to 
whether it is consistent with the antitrust laws. In that way they 
can determine that the owners would or would not be in a position 
to exclude others. 

Presumably if they would be in a position to exclude others, it 
could not be consistent with the antitrust laws. On the other hand, 
if their share was such, and voting rights were such that they 
couldn't exercise control and exclude others and prevent the 
system from being expanded by others wanting to get in, then it 
would not be inconsistent with the antitrust laws. 

We feel that with the waiver proposal, if the waiver is approved 
by the Congress, the FERC, in consultation with the Attorney Gen­
eral, would be able to make the proper judgments as to whether 
there would be antitrust violations. 

Mr. SHARP. The time of the gentleman has expired. 



687 

The gentleman from California, Mr. Dannemeyer, is recognized 
for 5 minutes. 

Mr. DANNEMEYER. I had a chance to question the witness the 
other day, Mr. Chairman. 

Mr. SHARP. All right. The gentleman from Indiana, Mr. Coats, is 
recognized for 5 minutes. 

Mr. CoATS. Thank you, Mr. Chairman. I will be brief, also. 
Mr. Secretary, I appreciate your taking the time to come before 

us. I just want to establish again in my own mind and for the 
record, your position on this issue. I would ask you I guess to 
repeat the answer you made to my colleague from Oregon in that­
and correct me if I am wrong-the administration is unalterably 
opposed to any type of subsequent loan guarantee, subsidy, equity 
participation, ownership, or development of a natural gas pipeline. 
You are merely here to ask for approval of the waiver package, 
which would facilitate private financing of the natural gas pipeline. 
Is that the correct statement? 

Secretary EDWARDS. Mr. Coats, this administration is interested 
only in that, and we are only interested in this being financed 
through private sources. No governmental funds of any type, no 
Federal Government funds of any type, as far as this administra­
tion is concerned, will go into this pipeline, either in the form of 
loan guarantees or subsidies or any other way. 

That doesn't mean that a few years from now if in case of a na­
tional disaster or national emergency or some situation like that 
that there may be some demand for Federal financing, but I don't 
see it in the foreseeable future. 

We are purely interested in private funds going into this project, 
without loan guarantees from the Federal Government. I don't 
know how else we can say it, but I appreciate your asking me that 
question again because I do want it to be clear in the record. 

Mr. CoATS. Just one other question, then. Perhaps one of your as­
sociates can answer. 

In following up on the question about sending methanol through 
the existing oil pipeline, it was my understanding that we current­
ly are utilizing that oil pipeline to capacity. 

Is it a fair statement to say that if we ship, transship methanol 
through that pipeline, we would be substituting one domestic 
energy resource for an existing domestic energy resource without 
adding to our total domestic production? 

Secretary EDWARDS. That is correct. There are 1.5 million barrels 
of oil a day coming through that pipeline. If you displace that with 
methanol, you would be displacing one type of energy for another. 

We need the oil coming down. It is a domestic source of oil, and 
certainly it is one of those resources that we want to continue 
coming at full capacity, at least for the present time. 

Mr. CoATS. Thank you, Mr. Chairman. 
Mr. SHARP. The gentleman from Kentucky, Mr. Rogers, is recog­

nized for 5 minutes. 
Mr. RoGERS. I thank the chairman. 
Mr. Secretary, good morning. It is good to have you before our 

subcommittees. 
Secretary EDwARDS. Thank you. 
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Mr. RoGERS. Back in 1977 the President at that time, President 
Carter, first submitted this project to Congress. At that time the 
Congress went over the matter and finally approved a plan, based 
on the assurance that the private sector would finance the project 
without advance consumer billing. 

Today these sponsors of the pipeline, a mere 3 or 4 years later, 
are back before us telling us that this is no longer possible, that 
they can only finance the project if they are given the right of ad­
vance billing, and only if they are given the right to allow the pro­
ducers to own a substantial portion of the project. Only then would 
they be able to get the financing that they say that they need. 

I am wondering what circumstances have changed in that rela­
tively short period of time that now convinces the developers of the 
program that they must have advanced consumer segment billing, 
which I find to be a rather distasteful feature of the proposal. 

Secretary EDWARDS. Mr. Rogers, one of the major things that 
have changed is that President Carter made a commitment to the 
Government of Canada that he would seek what changes were nee­
. essary to bring about the private financing. This pre billing aspect 
of the waiver allows the producers, the sponsors and the consumers 
all collectively to take a certain amount of the risk, so that this 
resource can be brought down and made available to the consum­
ers. 

I think the likelihood of this prebilling to take effect is highly 
unlikely, although there is a possibility. 

This project will not be financed, in my opinion, unless we get 
the waiver. 

I think one thing that is often overlooked when you talk about 
this tremendous project is that it would bring the equivalent of 
400,000 barrels of oil down and distribute it to the lower 48 States. 
Only about 25 percent of this gas would go to residential consum­
ers. The other 75 percent would go to help our industries and our 
commercial facilities in the lower 48 States. I don't know whether 
it has been mentioned in the testimony before. 

I guess I am charged with the task of making sure that we in 
this country have enough energy to turn the wheels of the plants 
and the factories and the industries of this Nation so that we can 
get our people back to work. We have got to come up with a tre­
mendous increase in energy in the next 20 years if we are going to 
fulfill our commitment to 33 million young Americans who will be 
coming into the job market during those years. 

So I think to say that this is going to affect only the residential 
consumers is rather shortsighted. Two billion cubic feet of gas a 
day coming down, helps assure our future energy supply, furnishes 
jobs for our people. It also makes this product available to the resi-
dential consumer. · 

I am sure back during the gas shortages in the 1970's that the 
consumers would have loved to pay a little bit more for this gas if 
they could have been assured of gas to heat their homes. 

Mr. RoGERS. Well, it seems to me that there may be a little bit of 
a feeling that the developers are really asking for a risk free ad­
venture based in large part on the advanced billing of not necessar­
ily residential, but all private users, and if the project is financially 
successful, which I think it would be, the American public, those 
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private consumers, aren't going to share the profit involved in that 
project. It is going to be those private developers, the pipeline 
owners, the banks, the oil companies involved. 

Why should we ask the American public, the consumers of the 
gas, to fiannce basically a risk free project by people, the largest 
banks, the largest pipelines, the largest oil companies? Why should 
we underwrite that with the American consumer's checkbook? 

Secretary Eow ARDS. Well, the consumers are getting the benefit 
of this product, and if they want this tremendous resource brought 
down to them for their use, then don't you think it is fair and just 
to let them share in the risk a little bit? That is what this is all 
about. I think we have got to focus on what the costs would be to 
the consumer. For example, the only cost to the consumer in the 
precompletion billing waiver would be if one portion of this pipe­
line is completed before the other portions are completed. Once all 
three are completed, that precompletion billing waiver would not 
apply; in other words, they would not be billed in the same manner 
once the total project is completed. But the only time they are 
liable for this prebilling is if, say, the Canadian pipeline segment 
were completed and the Alaskan pipeline segment and processing 
plant were not completed. Then they would be liable for the 
amount of the completion portion. The amount would be about 
$1.50 to $1.75 a month per residential user until the total project 
was completed. It would only be for that short period of time, if at 
all. Before this would take place, the FERC must have established 
a day certain whereby this total project should be completed, that 
date would have come to pass, and the Federal Inspector must have 
certified that in fact that portion is completed and ready to go into 
operation. 

Now, if one segment of the project is completed before that day 
certain set by FERC, then there is no prebilling during that .period 
of time. For this prebilling to take place, some part has to be com­
pleted. The date certain set by the Federal Energy Regulatory 
Commission must have passed, and the other project, one or two of 
the other three segments must not have been completed. 

We have a list here, if you would like to put it in the record, of 
the estimates of the cost. For example, if the conditioning plant 
were left incomplete and the other two segments were completed, 
it would cost the consumer about $1.60 a month. If the Alaskan 
pipeline segment was not completed and the other two were, it 
would cost residential consumers about $1.06 a month. If the Cana­
dian pipeline segment were completed and the other segments 
were not completed, it would cost about 75 cents a month. If the 
conditioning plant plus the Alaskan pipeline segment is completed 
and the Canadian segment were not completed, it would cost about 
$1.16 a month. These are in 1980 dollars, by the way. If the Alas­
kan and Canadian pipeline segment were incomplete and condi­
tioning plant was completed, it would cost about $.31 a month. 

Mr. SHARP. Without objection, we will make that a part of the 
record. 

[The information follows:] 
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POSSIBLE PRE-COMPLETION BILLING CHARGES 

The staff of the Office of the Federal Inspector (OFI), 

using the sponsors' cost estimates, conducted a preliminary 

analysis of the possible pre-completion billing charges that 

could be imposed on U.S. residential natural gas consumers. 

At this time no estimates are available on the possible 

charges to industrial or other potential consumers. The OFI 

analysis \•las done using a number of. assumptions, including 

projected interest rates of 14 percent and an inflation rate 

of 11 percent. 

It should be noted that no pre-completion charges can be 

levied until a segment is complete and successfully tested 

and not before the date certain established by the Federal 

Energy Regulatory Commission as the most likely date when 

the entire ANGTS would begin operation. The sponsors of the 

conditioning plant and Alaska pipeline segments can not 

receive any return on or of equity through pre-completion 

billing charges. If authorized by the Federal Energy Regulatory 

Commission, they ~rould recover actual operation and maintenance 

expenses, actual current taxes, and amounts necessary to 

service debt. The sponsors of the Canadian pipeline segment 

will have the opportunity to receive a pre-completion charge 

based on the full cost of service. The Federal Energy 

Regulatory Commission must authorize all pre-completion 

billing charges. 
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The results of the OFI staff analysis, which estimated the 

monthly charges to residential consumers for each completed 

segment or combination of completed segments, are shown below: 

Segment(s) 

Conditioning plant completed 
but Alaska and Canadian pipeline 
segments delayed. 

Alaska pipeline segment completed 
but Canadian pipeline segment and 
conditioning plant delayed. 

Canadian pipeline segment completed but 
Alaska pipeline segment and conditioning 
plant delayed. 

Conditioning plant and Alaska pipeline 
segment completed but Canadian pipeline 
segment delayed. 

Conditioning plant and Canadian pipeline 
segment completed .but Alaska pipeline 
segment delayed. 

Alaska and Canadian pipeline segments 
completed but conditioning plant delayed. 

Monthy Charge 

(1980 dollars) 

$0.31 

$0.85 

$0.7~ 

$1.16 

$1.06 

$1.60 
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Mr. SHARP. If I could just add, are those average figures for resi­
dential users, or for all users? 

Secretary EDWARDS. This is purely for the residential user. We 
have not done an estimate of the industrial users because the in­
dustrial users may contract some way to pay more than this. We 
have not done an analysis of the industrial market. These are 
strictly residential users. 

Mr. RoGERS. If I could ask one question? 
Mr. SHARP. Your time is quite over. 
Secretary EDWARDS. My General Counsel wants to comment. If I 

am getting into trouble, I want to know about it in a hurry. 
Mr. JOHNSON. May I add one point to what the Secretary has 

said; that is, that the producers and sponsors are at risk in this 
project. It is not a question of putting the entire risk on the con­
sumer. If one or another of these segments is not completed on 
time, thus delaying the project, the waiver the sponsors of the 
Alaskan segment may not receive any return on or of their equity. 

Their equity amounts to a very substantial amount of money, 
$7.5 billion. So they are not getting any return on that $7.5 billion 
or any return on the capital until the entire project is finished and 
the gas is flowing. 

So, they are at risk. There is no doubt you are correct, too, that 
the consumers are at risk, but it is not correct to say they are bear­
ing the en tire risk. 

Mr. SHARP. The time of the gentlell).an has expired. 
The gentleman from Oregon, Mr. Smith, is recognized for 5 min­

utes. 
Mr. SMITH. I have no questions. 
Mr. SHARP. The gentleman from Pennsylvania, Mr. Murphy, is 

recognized for 5 minutes. 
Secretary EDWARDS. Mr. Chairman, Mr. Niskanen has brought to 

my attention that I should amend my earlier discussion on the 
Alaska oil pipeline. There is 400,000 barrels a day extra capacity in 
that pipeline if additional pumping stations were built. 

That would be sufficient to bring down as much methanol as 
would be needed. I just wanted to clarify that for the record. 

Mr. SHARP. Thank you, Mr. Murphy. 
Do you have any questions? 
Mr. MURPHY. Thank you, Mr. Chairman. 
Just an aspect that, first, it strikes me that the oil pipelines and 

oil facilities were all built with private capital and there was no 
advance cost requested from the ultimate consumers. 

Why do you believe that the financiers of the natural gas pipe­
line are in any different position than the oil companies were when 
they privately financed the total operation before they recovered a 
dollar? 

Secretary EDWARDS. Mr. Murphy, the magnitude of the project is 
the only difference. Of course, we think of the Alaskan oil pipeline 
as an enormous project, but ANGTS is a 4,800 mile project that is 
the biggest private investment in the history of mankind. This is 
one of the reasons for the necessity of sharing the risk. 

Mr. MuRPHY. Your figures at present are $18 billion, is that cor­
rect, for the three segments? 



693 

Secretary EDwARDS. No, our figures are $23 billion for the three 
segments. That is in 1980 ~dollars, and $45 billion in as spent dol-
lars. < 

Mr. MuRPHY. Do you have a comparison on what the oil cost was 
in comparison to this? 

Secretary EDWARDS. I would have to call on someone else because 
I can't come up with the cost of that oil pipeline at this time. We 
can get those figures for you and enter them in the record, if you 
like. 

Mr. MuRPHY. I think that it might be helpful if we could have a 
comparison of the private dollars that were raised at that time. 

[The information follows:] 

CoMPARISON OF OIL PIPELINE CoSTS WITH GAs PIPELINE PROJECTIONS 

Figures provided by industry sources indicate through the end of 1977 direct out­
lays for the Alaska oil pipeline totaled $7.8 billion in as-spent dollars. When $1.36 
billion on interest used during construction is included, total expenditures through 
1977 were $9.1 billion. These figures include the pipeline and terminal at Valdez but 
do not include the cost of tankers to transport oil from Valdez or the cost of two 
pumping stations added since 1977. 

ANGTS sponsors have projected the cost of the Alaskan pipeline segment of the 
ANGTS to be $10.8 billion in 1980 dollars exclusive of interest costs. The gas condi­
tioning plant, which is necessary to prepare the gas for shipment, will cost $3.6 bil­
lion in 1980 dollars without interest charges. 

Mr. MuRPHY. The chairman advises me his recollection was that 
it was about $8 billion. He followed that with some interest. One 
final question, Mr. Secretary. 

If we allow the prebilling, obviously we will then take one seg­
ment and complete that. I see your staff shaking their head, but if 
I am going to be the guy that is in charge of spending the money, I 
am going to spend the money that I am going to get back first. 

This may be an integrated system, and it is, but what is to pre­
vent the financiers from doing the Canadian section or the plant or 
one section, and prebilling, recovering their money, and then of 
course the fear that we would have in setting aside or making this 
waiver, what guarantee do we have, the country or on behalf of its 
consumers, that the other two segments will then be built without 
any further pistol to our head type operation, saying now you have 
got to do this or now you have got to do that? 

We have got to use Government funds. We have to have further 
waivers. We have to allow it all to be passed through. Once we 
allow a third of it to be passed through the consumers, what guar­
antee do we have that they will then proceed with the other two­
thirds? 

Secretary EDWARDS. I would like for Mr. Niskanen to reply to 
that question. 

Mr. NISKANEN. Mr. Murphy, there will be no advanced billing 
prior to a date certain established by the FERC, the estimated com­
pletion date. There would also be no advance billing in the event 
that all of the segments were available at the same time after that 
date. 

So the advanced billing would only be for those parts of the 
system that are complete after the date certain established by the 
FERC, and not for any section that is not complete. 
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Now, for the Alaskan segment and for the conditioning plant, 
there will be no advanced billing of return on or of equity. So the 
equity owners of the pipeline and the conditioning plant will get no 
advanced billing under any circumstances, and there will be no ad­
vanced billing for any sections that are not complete. 

So this differs substantially from what you may associate with 
the construction work in progress type of financing, in that this ad­
vanced billing is limited to those circumstances in which there is a 
delay after the estimated completion date by one or two of the 
three components. 

The primary assurance that the people who manage this project 
will have an incentive to complete it is that the equity owners re­
ceive nothing on their money at all until the whole system is com­
plete. 

The people who have invested in those sections that are not com­
plete receive nothing whatsoever. Those parties will have a very 
strong incentive to complete the system and maintain some coordi­
nation of the overall segments. 

It is also important to recognize that the waiver proposal submit­
ted by the administration is significantly more restrictive than that 
requested by the sponsors. The sponsors had asked for a general 
waiver that would permit FERC to authorize advanced billing for 
each identifiable segment of the Alaskan pipeline as it was com­
plete. 

As you increase the number of segments, that approximates con­
struction work in progress. The particular waiver proposal that is 
submitted authorizes advanced billing only on the basis of a three­
part system with the Canadian pipeline, the Alaskan pipeline, and 
the conditioning plant being defined as the three identifiable parts. 

So, there will be no advanced funding for any construction work 
in progress, and there will be no advanced funding for any of the 
equity in the Alaskan part of the system. The only advanced billing 
for equity would be in the Canadian pipeline in the event one of 
the two components in the Alaskan system were delayed. 

Mr. SHARP. The time of the gentleman has expired. 
The gentleman from Illinois, Mr. Corcoran, is recognized for 5 

minutes. 
Mr. CoRCORAN. Thank you, Mr. Secretary. 
I appreciate the fact that you have been able to come back here 

this morning. I must say at the outset that I regret that I have not 
been able to participate in all of the hearings, but I was here when 
you testified earlier and when Mr. McMillian testified on behalf of 
the company that is involved. 

I have had a chance to reflect on your testimony and peruse the 
three pounds of testimony Mr. McMillian provided us. I guess I 
don't have a great deal of difficulty with the waivers per se, but I 
have a more fundamental problem which will influence my ulti­
mate disposition on the matter; that is, as we consider the costs in­
volved, particularly if we view the ultimate cost of the project itself 
in 1987 dollars as somewhere in the neighborhood of $45 billion, 
that translates into an ultimate cost of transportation of about $15 
per MCF. Then, if you add the $3 that is provided for in the act for 
the gas itself, that is $18 gas. 

I just have one question. Who is going to buy $18 gas? 
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Mr. NISKANEN. The average pipeline charges over the life of the 
pipeline are likely to be in the $5 to $6 range. The estimate that 
has been made about the pipeline charges in 1987 are based upon a 
conventional pipeline tariff which is front-loaded. 

We have not passed judgment, in submitting the waiver proposal, 
about the details of the financing proposal or about the judgments 
that FERC will make in structuring the pipeline tariff. 

Something which may be conceived to be unconventional financ­
ing modes, as well as a change in the nature of the pipeline tariff, 
may be necessary to make that gas marketable, particularly if we 
have decontrol of that gas in that same period of time. 

Nobody is going to pay $18 gas if they have an alternative of $5 
gas. There is no question about that. This is not $18 gas over an 
extended period of time. It would be if you use a conventional pipe­
line tariff, and then actually the pipeline tariff falls in nominal 
dollars over the whole life of the pipeline, and falls with inflation, 
of course, very fast in real dollars. 

There is no long-term commitment, however, to using that par­
ticular kind of pipeline tariff, and any number of other forms of 
tariff could be considered. 

Mr. CoRCORAN. At the present time, there are some gas prices in 
the $8, $9, and $10 range. That is because they can roll that in 
with the very low-priced old gas. It just seems to me that whether 
you evaluate this on the basis of accelerated decontrol, which I 
would prefer, or on the basis of a continuation of the present con­
trols on old gas, in the la£ter case, ultimately, and certainly by 
1987, you are going to have used up a lot of that old gas. 

So, what are you going to have to combine it? How are you going 
to mix it to get it to a point where it is anywhere close to a market 
price that would sell? 

Mr. NISKANEN. The average tariff over the life of the project is 
likely to be in the $5 to $6 range per Mcf in 1980 or 1981 dollars. 
The value of the gas then, or value of the pipeline will depend 
upon what happens to the price of alternate fuels in the next 20 or 
30 years. 

I think there is a high probability that you will be able to 
market gas with a $5 to $6 tariff. The particular problem arises 
with this front-loaded pipeline tariff, which leads to very high 
nominal tariffs in early years with both the nominal and the real 
tariff falling off very quickly. 

I think some change along that line is very likely to be necessary 
to make the system viable, particularly in a decontrol environ­
ment. 

Mr. CoRCORAN. Doesn't that present the real problem that one of 
the waivers provides us with; that is, on the front end it is going to 
be high priced. But if I understand your statement, what you are 
saying is over the life of the project it is going to be in the $5 to $6 
range, but at the front end, it is going to be high. 

Of course, time and money go hand in hand. Now under the 
waiver, you are asking for the consumers to accept the contingent 
liability in the event it is not built. How much exposure do we 
have? How much time is that going to present us with? 

The problem with that is, if you come back and say, well, we 
have to get this gas into the markets of the lower 48 States because 
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of the national interest, then I should think that every taxpayer, 
every ratepayer would have to bear that burden rather than just 
those involved in this particular case. 

Mr. NISKANEN. The primary benefit will be to the industrial and 
residential consumers in a limited part of the country, if it proves 
viable. Those are the people who are being asked to bear not con­
struction financing-but they are being asked to bear contingent li­
abilities, to say it correctly, if one or more of the elements of the 
system are delayed. 

Mr. CoRCORAN. I just conclude, you are an economist I know, but 
if I looked at this thing at the outset of the decision that confront­
ed you, I would have linked decontrol with this Alaska !Jipeline 
case. 

As an economist, if you had your choice between the two ap­
proaches as to how to get more gas into the U.S. marketplace, 
which choice would you make as an economist, put all this money 
behind the pipeline, or decontrol natural gas in some way? 

Mr. NISKANEN. These two issues are in no way mutually exclu­
sive. We have addressed the relationships of them, but we are 
clearly not in a position of favoring one or the other in that we 
have not done a thorough economic evaluation of the pipeline. 

Most of the material we have seen on the economic evaluation 
has been in a control environment, in an environment of continued 
controls. 

Our very summary evaluation, however, on the basis of a decon­
trol environment suggests that it makes the gas harder to market 
in the near term, but it makes the present value of that gas higher 
over a longer period of time. 

A conventional pipeline tariff with these front-loaded charges 
would make it harder to market in the near term. 

Mr. SHARP. The time of the gentleman has expired. 
The distinguished chairman of the full Energy and Commerce 

Committee is with us, Mr. Dingell. 
The gentleman is recognized for 5 minutes. 
Mr. DINGELL. Mr. Chairman, I thank you. 
Mr. Secretary, can you submit to the committee all cost esti­

mates relative to the pipeline project, please? 
Secretary Enw ARDS. Mr. Chairman, we have some cost estimates 

that have been done by other people. We will be glad to submit a 
summary of those, yes. 

[The information follows:] 
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COST ESTIMATES FOR THE GAS TRANSPORTATION SYSTEM 

The Department of Energy has made no independent evaluation 

of the cost of the Alaska Natural Gas Transportation System 

(ANGTS). DOE utilized, for planning purposes, the cost estimates 

of the ANGTS sponsors. The sponsors have a strong incentive 

' for these figures to be as accurate as possible since they 

will be evaluated by the private financia~ community when 

deciding whether ANGTS should be financed. 

Assuming the necessary legislative and regulatory actions have 

been taken by the second quarter of 1982, the sponsors estimate 

the cost of the ANGTS to be $17.5 billion in 1980 dollars, 

excluding contingencies and financing costs. Contingencies 

have been added for normal estimating errors and for abnormal 

events which may occur. These contingencies total $5.5 billion 

in 1980 dollars and represent 31 percent of the base estimate. 

The 1980 dollars estimate of $23.0 billion, including contingencies, 

consists of $3.6 billion for the conditioning plant, $10.8 

billion for the Alaska pipeline segment, $5.8 billion (U.S.) for 

the Canadian pipeline segment, and $2.8 billion for the 

Eastern and Western Legs in the lower 48 states. Of. the 

$23.0 billion estimate, the pre-build is estimated to cost 

$1.7 billion and the rest of the ANGTS is estimated to cost 

$21.3 billion. 

Because these estimates are in 1980 dollars, it is necessary 

to add the cost of inflation and interest costs to estimate 

the amounts .that must.be financed. The sponsors have used a 

range of inflation and interest rates for this purpose from 

7 percent to 11 percent and 10 percent to 14 percent, respec-

tively; The resulting range of cash requirements to construct 

the total system is $38.7 billion to $47.6 billion. The 

pre-build phase, after accounting for the above interest and 

inflation rates, is estimated to cost from $2.4 billion to 

$2.7 billion. Therefore, the amount required to finance the 

remaining ANGTS facilities is $36.3 billion to $44.9 billion. 
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Mr. DINGELL. Mr. Secretary, I have some very specific concerns. 
Now, what will be the impact of the decontrol of natural gas if it 
occurs on the pipeline at its economic viability? 

Secretary EDWARDS. Mr. Chairman, I think in the short run, say 
in the latter 1980's, it will make it less attractive financially. In 
the out years it will make it more attractive financially if we de-
control. --

In the life of the project I think you would have to say it would 
be a more attractive project under decontrolled circumstances than 
under controlled circumstances. 

Mr. DINGELL. Mr. Secretary, have you done economic studies on 
this? 

Secretary EDwARDS. I will defer to my economist here on my left 
to answer that, if it would be all right with you. 

Mr. NISKANEN. We have not done a thorough, ground-up econom­
ic evaluation of the pipeline. 

Mr. DINGELL. Have you done any with regard to what happens if 
you have decontrol? 

Mr. NISKANEN. Our summary evaluation of this issue suggests 
that decontrol increases the present value of the gas in Alaska, but 
that given a conventional front-loaded pipeline tariff would make it 
somewhat harder to market in the early years. 

Mr. DINGELL. When you say you have suggestions it would be 
harder to market, would it be possible to market it at all, or do you 
have any studies which say that you could market it if decontrol 
occurred? 

Mr. NISKANEN. That depends very much on the price of alternate 
fuels. Given ·an expectation that real fuel prices will increase only 
slowly during the 1980's, it looks like it would be very difficult to 
market that gas. 

Mr. DINGELL. Very difficult. Now, you have no hard studies yet 
on this point, is that correct? 

Mr. NISKANEN. That is correct, Mr. Dingell. Our evaluation has 
been focused almost exclusively on what would constitute good law 
in the sense of the waiver package, and not on the question that we 
expect the financiers and sponsors to address. 

Mr. DINGELL. I would like to deal, if we can, specifically with the 
question of gas prices. If you get decontrol, what do you anticipate 
gas prices will go to, Mr. Secretary? 

Secretary EDWARDS. Mr. Dingell, they will go somewhere be­
tween $4 and $5 probably. 

Mr. DINGELL. $4 or $5? Could they go higher? This is wellhead 
prices. 

Secretary EDWARDS. Wellhead prices, yes. 
Mr. DINGELL. This is in the United States generally? 
Secretary EDwARDS. That is right. 
Mr. DINGELL. Do you have any specific studies which indicate ex-

actly where gas prices are going to go if you have decontrol? 
Secretary EDwARDS. We have some specific studies, yes. 
Mr. DINGELL. Would you submit them to the committee, please? 
Secretary EDWARDS. Yes, we will be glad to. 
[The information referred to is entitled "A Study of Alternatives 

to the Natural Gas Policy Act of 1978," November 1981, with ap-
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pendixes A through D, and has been retained in subcommittee 
files.] 

Mr. DINGELL. Were those done in connection with this particular 
project and analysis the administration made with regard to this 
particular project? 

Secretary EDWARDS. What is that, sir? 
Mr. DINGELL. The studies with regard to decontrol. 
Secretary EDWARDS. We will publish those studies on November 9, 

Mr. Chairman. 
Mr. DINGELL. You have told us that it would be $4 to $5. You 

would add to that the cost of shipment of natural gas, if you decon­
trol natural gas. That would mean that you would add, then, the 
pipeline costs of this gas from Alaska to the U.S. border, and then 
the pipeline and distributing cost of natural gas inside. 

Let's go right back. If you decontrol natural gas, the decontrolled 
natural gas would go to the Alaskan natural gas, as well as all 
other natural gas, would it not? The reporter doesn't have a nod 
key, I am sorry, Mr. Secretary. 

Secretary EDWARDS. The answer to that, as I understand it, is 
yes. 

Mr. DINGELL. So you start out with $4 to $5 for decontrol. Then 
your shipping costs down to the United States would be how much? 

Secretary EDWARDS. Mr. Chairman, I am not sure of that. If you 
don't mind, Mr. Chairman, I think those details so far as the ad­
ministration is concerned should be left up to the bankers and 
sponsors of the project and not up to us. It is they who will be put­
ting the money into this project. 

Mr. DINGELL. With all respect, that is probably true if this were 
a pipeline which the Federal Government were not interesting 
itself in by giving waivers of assorted kinds against existing law. It 
also would be true if we didn't have the payment for prebilling, to 
which I wish to address myself a little bit. 

My staff advises me it would be $15 per Mcf. Is there any quarrel 
with that figure, Mr. Secretary? 

Secretary EDWARDS. Mr. Chairman, I can't quarrel with that 
figure, or any other figure, because we really haven't done an in­
depth study. We feel that should be left up to those who are going 
to finance it and build it. 

Mr. DINGELL. You would add, say, $1 to $2 per Mcf for distribut­
ing costs. So at the burner tip for the householder we are talking 
about something of the order of $22 per Mcf. For industrial pur­
poses-! think we can come up with a pretty good contrast with oil. 

On a Btu basis,you would have to multiply that by about six 
times, and that comes up to something like $112 for a barrel of oil 
at the time that the gas would be distributed. That means that in­
dustrial users are going to switch wherever possible, to other 
sources of fuel, including distillate and including residual fuel oil. 

That tells me, Mr. Secretary, that if we have that price, and if 
you have the prebilling that we are talking about, we are liable to 
find ourselves in a situation where if the administration decontrols, 
first of all you will impact strongly on the economic viability of the 
project, maybe raise severe questions as to whether or not the 
project would be viable. 

Am I incorrect in that appreciation? 

93-367 0-82-45 
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Secretary EDWARDS. Mr. Chairman, that certainly could have 
some influence, but once again, I think that should be a decision 
made by those who are building it and financing it. 

Mr. DINGELL. Mr. Secretary, that would be true, I think, if we 
didn't have the prebill. The prebill says that the consumer then 
has the pleasure of meeting these charges. 

Now, Mr. Secretary, if you have the prebilling coupled with de­
control, as I gather it, the impact of this is that you have :;as that 
can't be sold. The pipeline consumer has to then pay the cost of the 
prebilling. Isn't that true? 

Secretary EDWARDS. Mr. Chairman, I think that if the arithmetic 
comes out the way you have projected it, this gas will not be mar­
ketable, and I think that the pipeline will not be built. If the pipe­
line is built, I think there will have to be lower prices than that. 

Mr. DINGELL. Well, Mr. Secretary, with all respect to you, I have 
to observe that if this gas up there is decontrolled, it means that 
the consumers, if you take the prebilling, will then have to pay the 
interest and carrying charges on the pipeline. Isn't that a fact? 

Secretary EDWARDS. During that short period of time, if it does 
exist, when one segment is completed and one or two of the other 
segments are not completed, and if this completion occurs after the 
date certain set by the Federal Energy Regulatory Commission and 
after the inspector has certified that that portion is in fact complet­
ed, then FERC may permit precompletion billing. 

Mr. DINGELL. I do not quarrel with what you have said. But if 
gas does not travel along that pipeline for any arrangement, the 
consumers under the prebilling provision still must pay the inter­
est and carrying charges of that even if all segments of the line 
have been built and the line is not carrying gas at any particular 
point. Isn't that true? 

Secretary EDWARDS. Mr. Chairman, I would have to call in Mr. 
Johnson on that. 

Mr. DINGELL. Let me rephrase the question because I am not 
sure that we have a clear understanding of the question. It may be 
that I am deficient in this matter. 

Mr. Secretary, if the line is built and gas starts to move, or let's 
say if the entire line is completed and gas doesn't start to move be­
cause it can't be sold, or it starts to move and then stops moving 
because it can't be sold, doesn't the prebilling provisions continue 
to impose on the consumer the duty to pay interest and carrying 
charges on that line? 

Secretary EDWARDS. As I understand it, Mr. Chairman, the 
answer to that is no. 

Mr. DINGELL. Can you explain to me why you give that answer? 
With all respect to you, I am not sure that is a correct answer, Mr. 
Secretary. 

Secretary EDWARDS. Mr. Johnson would like to respond to that. 
Mr. DINGELL. All right, I would like to hear the answer from 

both of you gentlemen. 
Secretary EDwARDS. I will let him go first. 
Mr. DINGELL. A very wise move, Mr. Secretary. 
Mr. JoHNSON. Mr. Dingell, in the event that no gas flows but the 

pipeline is finished, there would in most instances be a require­
ment on the users to have a surcharge added to their bill which 
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would be used to finance the debt and carrying charges. In the un­
likely event that the producers tender gas to the purchasers, but 
the purchasers refuse thaf gas, then the bill would also carry an 
equity component. 

On the other hand, that should be put in perspective because the 
U.S. producers and the U.S. sponsors of this project will not get 
any return on their equity and they will have invested $7.5 billion. 
The likelihood of their putting this project up to come up with un­
marketable gas in my opinion is very slight. In addition, before the 
FERC can grant a final certificate for this pipeline, and thus before 
any charges can be made, the FERC has to be satisfied that it is 
going to be marketable. So, you have several different points at 
which a decision can be made as to the marketability of gas in 
1986-87 as opposed to 1981. 

Mr. DINGELL. Is FERC going to be compelled to arrive at a deci­
sion as to whether the gas will be marketable under existing law, 
or under the possibility of decontrol? 

Mr. JoHNSON. The answer to that has to be speculative because 
we don't know if and when natural gas will be decontrolled. Pre­
sumably it would have to be calculated both ways by the sponsors 
in order to see how much at risk they were actually going to be. 

Mr. DINGELL. That is a very good statement. Let me interrupt 
you with apologies. Mr. Secretary, is ~hat the administration's posi­
tion? 

Secretary Enw ARDS. Yes; that is correct. 
Mr. SHARP. Would the gentleman yield? 
Mr. DINGELL. Of course. 
Mr. SHARP. Isn't it true that this is not an issue with respect to 

the waiver package that is before us: the question of what happens 
if the pipeline is complete, but in fact the gas is not marketable? 
That relates back to the tariff schedule already adopted, which 
would be appropriate for this project. 

Under that tariff schedule, all gas users involved in the pipeline 
that are sponsors of this project will carry a demand charge that 
will include not only debt, but equity and capital; and, therefore, 
the whole project would be paid for regardless of whether or not 
gas flowed. 

Millions of American consumers are locked into it. Now that has 
nothing to do with the waiver package before us. That is already 
built into the way the project is organized and the way the law and 
rate structure is set up. Is that correct? 

Secretary Enw ARDS. That is correct. The waiver is inapplicable at 
that point. 

Mr. SHARP. So the consumer will carry everything if the project 
is adopted, but that is already a fact of life whether we pass or 
don't pass these waivers. 

Mr. DINGELL. Mr. Chairman, I thank you. That was a very help­
ful question and I appreciate your assistance on this matter. My 
time is about to expire. 

Mr. Secretary, what is the administration's position with respect 
to the possibility that project sponsors may come back to the Con­
gress for further assistance or further waivers with regard to the 
law, even if the waiver package is approved? 
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Secretary EDWARDS. Mr. Chairman, I think that if this waiver 
package is approved by the Congress, which I hope it will be, I 
doubt very seriously that this administration would support any 
further waivers because we are fulfilling a commitment that was 
made by the previous administration and trying to pave the way so 
that private investors will be able to finance this project if it is a 
feasible project. 

Mr. DINGELL. Mr. Secretary, I observe that there is approximate­
ly $10 billion in costs yet to be secured. As I understand the fig­
ures, $27 billion will be needed for the Alaskan segment-$8 billion 
is guaranteed by the sponsors, $9 billion will be guaranteed by the 
producers, making $17 billion of approximately a $27 billion esti­
mate here. That leaves about $10 billion yet to be secured. 

First of all, does that indicate to you that the project can be 
built, and is the administration's position that the project can be 
built without further monetary support, guarantees, waivers, con­
sumer exposure, or something of that sort with regard to the 
project? 

Secretary EDWARDS. Mr. Chairman, if the project is to be built, it 
will have to be built without any further help from the administra­
tion beyond this waiver package. 

Mr. DINGELL. So the administration is saying that this is the last 
time you are going to be coming forward with regard to waivers? 

Secretary EDwARDS. That is correct. 
Mr. DINGELL. But that still leaves us approximately $10 billion 

that is not yet secured by anybody's commitment. The question 
then is, can this project then be built without that security, as to 
the $10 billion, having been made available for the project spon­
sors? 

Secretary EDWARDS. Mr. Chairman, that does not fall under my 
responsibility. I think it will be up to the sponsors and producers 
and bankers to come up with this additional money. 

Mr. DINGELL. That leaves us in a position of committing a 
number of things, including prebuild, without assurances that the 
project can be completed. You are saying that that then falls into 
the lap of the project sponsors. I think that is a very correct state­
ment, but that statement is made with essentially the commitment 
that we will pay on prebuild, but no assurances that the project 
can be completed in all of its segments. 

Secretary EDWARDS. Mr. Chairman, I believe the financial com­
mitments must be put together prior to the beginning of this total 
project. The commitments must be made, according to the--

Mr. DINGELL. Mr. Secretary, the statement has been made on a 
number of occasions that the United States has made a commit­
ment to Canada with respect to the pipeline, and with respect to 
this waiver package. 

What exactly are the commitments that have been made by this 
administration or the prior administration on the waiver package 
and overall pipeline project? 

Secretary EDWARDS. Mr. Chairman, the way I understand it, 
there has been a commitment to seek such waivers as are neces­
sary to allow the private sector to finance this pipeline. Beyond 
that, I don't know of any commitments made. 
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We have a copy of a speech of President Reagan. I think it has 
been submitted for the record previously, and we will be glad to re­
submit it, if it has not beeri. 

Mr. DrNGELL. I would think it would be helpful that they be sub­
mitted, if they have not already. I don't think there is any need to 
have them submitted twice for the record. Are there any other 
commitments made by the United States to Canada through com­
munications between the State Department-less formal communi­
cations through the President or through any other agency of the 
Federal Government with regard to either the waiver package or 
the pipeline itself? 

Secretary EDWARDS. None to my knowledge. 
Mr. DINGELL. None. 
Mr. SHARP. The time of the gentleman has slightly expired. 
Mr. DrNGELL. I thank you. Could I ask for just one thing? 
Mr. SHARP. Sure. 
Mr. DrNGELL. There is a United States-Canada prebilling agree­

ment made by the prior administration, is there not? Mr. Chair­
man, I think that since this document does exist, it would be very 
useful for us to see it. 

Secretary EDWARDS. Mr. Chairman, we will submit that docu­
ment for the record. 

Mr. SHARP. The Department of State will be represented on 
Friday in our hearings to also go into this question. 

[Testimony resumes on p. 711.] 
[The following material was received:] 
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m.lk.es t-c-it-hbo4.:r; cf Dr~t!a ar.t:. MeJ.k:c., fc>r i~A~ 
D~~!J.~ tuil"': ~:.d thi$ Kn:u in ycra:, Mr. Prctdenl, a:-td 
tk~ k.nQ'IIr tbt it ti'<"C.'S a r-artkutar mc.aninf_ to yor.sr riJ.it lo 
OH..S'*'I.-

fno.-.ll.c::iot~] 

Our b=:i::z ~,tbho\Jn. uno( J.imply a rru,Her ,..r !eotrtfVry, i1 
~ • ~ale of mind. Bqood' Non.h A.rner;c,. fio- the Nr-rt World 
'*'btel'1 ~ ir:.hobit by ~r iJ.de. We s.hs.r.: th( dre.nH wllkh 
bv~;. nud..!. (hh O:•l'l:if"UUI 1 lx-.C"'(M'\_ in the r.ith! urd .a NT't"n of 
he-r= for l!'Uni.ind. Wel.M:-t th: et"~Urt-,te a.'"Fd lht- krv-c for '!I'Ori.. 
t::'l::icl- b..Jrc. et"~::~bb:l c.l to bvi~ ~ bf si-de- t~ treat fe6errll 
$ta\a ~re!t:hint (r=J:tn the Atlantit; ~ to 'be dil.ta.nt 1hore:s 
o( li-M:- F'-x:iflC. Ocr P«::rnpH.s-hm---...nt is d.:ar to t1.1, We: arc 
il'te.n< or. prc.avir.r our kritas:t, bot li1 th-e urrre tit~"!(. we 
~ly :a'rt=:C" to 'b..Gre t:tit.b a:ba-J lb: pn:a-pc-ri:r and fre-edom 
or:. l01.1nd ir. this. J.~;nd, · 

t ~ : 3 -------- ·--

(f•:luAJ 

ft i' r.,.h: fh;< -...: '~ld cw:kbui.c- ,.·::.tt '"'~ l't<.-ol~ I"~,..:-,­
AI the- ;u;;.: 1i~ 11 ittH''--rl:.ary th•t .... , Jtmrr;;~t ;p.r,~ !: ;-:-.. 
... -hat mfl:l' ,.a (Hrc-t:r.l, 

Mo-:t thH 2:i);j )"tJI~ lfO oar p:~a-c cb·:!Jerl. •l!h~\.;1- ?..:· 

t~h r-.-r..,in:< tfY. W!rn<". Yr.o.: a-ul~ I I~ eo! I FC"j..:b!,~ .,. .. : t 
pr-e=.~-,li:Ll t~cm. We eyol,~ al 1 ~:ia:::ior...:~l ~"'~'"·":d··J· 
~;~:Kin 1 ~:-!:s.ma'I'~Ary ')'5-km. Yoo pUcr:::! )'QU:gh'C""J. (rm- !lor.: 
ou~' u~e~ • ,..riHr"" ('Orutitutior. H:o~l )"0".: ~.\i;-~'Jo: (~ r:~:.t; 
l~sy. w~ are OC"lty n<j'S" Cinh.h\n_!; 1h-: ... m of w:l:i:-:s 1;1<..'1 .~ 
b!t::tinJ, }i b:;J(i)(;.. Ya.J roo.:,ht • ln&ic ciYil li.Jt. We ~-:·•( 
re("JC.Mfy u~c.rt~ th-e opcr~ o( I rer:-:c-r-.:;!;;m ;:';.: 1• 

in-vol~ nv ,..~~~ ~~ oo.."Y-:t!-...c.k:o:::. t~:hed t~ .. ::r,.. r~''t of 
thlJ l:rl•,H'ltr)" . 

The ciJJTc::r.n;-a. ofhiJ..Iry a!iec-: N: !~Hi.;: ... ~ 1.-.:'...i)', ~-::-~;#;.~ 
tky a'":'.-,:! ("JC;' j"C.r=:f";:;-":1;, ~: a;r;..--:c.:.,J-e!, ~~ r::K-·: ·~ 
'r'c-<.:., ~· ?t""!~~! ...... 0' .. ~ r:~~)i'l"" 't!«" a·j;!, Tr--)"'::::1:1.! .;.!-"! 
b:: ~)"i v~ :I<; Ur.::::! ~!<~~n ~·c-rr.:ntn:: 

~?. ~~ ~~~fr?.~ ~£~~,;:;::: ~:~~:;:z\:.~:.:7: ~ 
A~..:::-j.::..:<.;; ?:<•;.f: hi.$ tlon: t:l tha1 ~ ~~- •~-.:-~~~p·.::;}-.~ 

T"EK- c.'"~~ctr;t of the C'n.:~dilh p:opk, Mr. Prcsio:l.c...·,:, !.li 
t!s.c I"U-:k C1:-;ad3.. Sot ha·e i.n (J:-.'"d.a. our ~fL rt:3-ltt:~ ::&rc 
s.o;•l-e-dmo: r...1dc- h n::t'C""...w.ry for ~mcnt~ lo .. i .. ..-:h::.­
cl!i~··. ~ r~lii.k:i and th6! f"r!:::'Cuil)' tre: J.!i!l ... ;.:- ~:! 
1<>4)'. -

(n~I'Ulatlo.otj 

Mr. Pl~iJe.:-,:, )"("\-' ar~ Yi .. ti!ir.~ C'•!'ls-6 P\ a j-a:"!i.cvl;~:;r :~;r· 
bukn< tim\ ir. c--.Jr t1i.story. We- 1;c: in t~ j"cr.c!.l o( c-orr.r~:lir-t 
(he ~~lrt~:::lj~_v. of oor C"'e-l:rtlr)'. A.s an A!;'eth::s:'l )'tot.. w.-;1: 
appr('(;":Jtc ttt:" ch:'IT!entc: "·hid: 'll!"'c: mQ4t h~. We:. trc •tt:~p-:.· 
inr to imfJfOl'! ovr drmoc·nni<- $J..-Irli': -;.~to r.Y~t oor \lr.i~y. 
U:-a-::i(l;t.rbrccd!y the din of oor La~r llt'i!! r-each roor c-.,r:.. H"""'· 
~·e-r. ' CJ.n us.c;:rc )"01.1 O'l.•t our ~Ofm)' bv! f'O='du'lii-'C ~!:....-oJ.o 
$-toftS. "\\'"\n f'JYC the \\.'e.;-' for l,t·UOO.tc-f C.~c!a.fAdo:-:d, i( ( rnat 
rec:.1!: a hu~ist*J: dcxri}Hi«l of • D'"lt;-ti~~ 'iY< 1:::." 
d-xld.:G Hut st ti"l( ti¢s.: o( O'Jr CUr-tull debf;te:~. .,.., •·Hi t..c 
.. m04"e than a c~r:Jc-dc..ratior. o! s.hof'rint- o:ntra ... 

In th<- )nr1 h"~ ('(>f;l(. lht Unlle<! Sul~r;:: 'riU ~ ~ir.t 11 1. 

dyr.Jtmic- Deirhbo\;r to_ th-e: North. Bul puHint. H~ C."tt"p ~lo( in 
ord-c:t ('.an-ada wif! 1'(1-'jio' C(\nftOe.tU in iu,cl(. w, ~~m eo.ublt..r 
mO-ft C'"brly "·k~ Di'i inlc:-r~h lie- 11nd -~ >£-il! purr.u: the..T. 
'lt'id .. rcn~ Y:roor. ~ thin,t -.,'1! tcm:lin ut'li""tur~tc-C. h~·v.·· 
~-er: 01.1r d{cr frkn6.hip lot t~ Unile-::l St•tes.. Jr. filet.. Mr. 
Pre:;..k!:,nt, th~ r~hti¢.n;. bc'!"ll'oer. 0\lf tW"C ~ntrk.t will r.ro...- 4l 
the J..~m; time ;Ill- Can<~d.a Q'W &rO"A. Of t"Wn.:, B.J r.:i::!-:bc.--.:!" 
t1'C. trill h-o!.: ft'.l/1~ d~s~. gu! tro: h.:lvt 1!"-·IJ'l ~.r-clc.r 
C'~rlj' IO O('h 'nO(h.Cr artd OUi 0p=11no.s 14-·a.J ~~ ¢(1. t:"U!I.:..a.J 
tc:3.j"li-Ct, u b;J'ils toa·o KPtetci,tn 1rwi etju.&l c.::~t.:nt;-:c,; lir.l::t' by 
d('(;"p fri<o<:h.h;r. 
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,..,. ... h:::;·2~r:t ':rJ }"('\If,..,.~.,;:;-.;:: f<;;;/")~si:ri'litio I( 

~ :;;-:-:<' c: :;•.::;:_:. )r; iT'~C.."T..lhOrC:!11!!;'}'!i~ T!:.c .,-orJ;:! 

~~~:;:;~r~~,t~~~rit~ ~~~;d:~~~f ~~~~~ ~~-i~$~~~ 
i;;.· ~!! ('.!J;.a>!'!:::-c i ~y 'lrC.. Itt ~.j)' i.O ,;r~ ..-}(~ )'0.1 (,. 

ch· Cil~ of .Llz:~!:~~. ~:·Hy. t,"'IC h-..:"1":1:-ll)". · 

"(oUt ill d..,~' ,~<:i:'l~ l.!.::l., lr'iil ncl L< :an C:Uf ON._ .',.{.tt;y ~,.. 

p-.!.t lh.tt !k: .... ~~ la.s ~-....,--.: !oo ccn~;;li-.;;:;~~: tl.!.i 

~~~u. T~~~,~~~~:::~~j {.;~t!~~~~~.;~: ~~:~:~~~;: ~~ 
t;:..-:: r:::J !~:,. n.= rc£~,f"'_...::..;l!;!, '11:.1: ..... .~rt~ c.bhv)c:n. 

C...,._.....{ ~..:o.-: re:ot1i!t ~ O'r'~im· 
PT.lo,' o..'-v..O:.iJiC pl.f.J~ !i"'V~b [)e ti":iJ 

-r.. :::s.:-:.,"))oo r.ir1('~)' i'.:rn ovr ~=.r.~-e 

~-.::.""'.)', [~>~:O."ii-<'1-C:, •• ~ U',Jl.!..f(k..C, d . ....r ... ~.(iC 

"fcth: o;r;;., 1--1; f'tc::~.::n-i., ..-::: f2'(.'e; th.111 L.::::.:i':"~$ i!1· 

~~t~-~t~~~:;~;,~~ ;~;;~ ::~~~~ !'t~c~~~;~:~~ r: 
.r~""'--:orc,.~.'fL:: t}.~...1.d1~ 1~ th< t:-c~;r:;:, d tb!i· C'>'K!l 

0;-l; ll'l'" tl-k k ........ ~l ~;· 

lr:. t:-:: ...__-;:-.....:,, tJ:. ~":;;.:~-Z"nl, ~- bn: a b-.t h rr.iFJ,rii? .,.-{fh 
lh·': f"'-:;-.s::..::-o. o-t v\.z.n~:. 11"1 tM r-t,;:r ~..::..-d:; oc·r ~~i~ h~T'C 
e:~t.~::-n-r t "'~.:~ t::st a! trw:'.~ :..IJ.L:mlJl;:-;..: h.!'r'(: bxr,: 
(o.;~ "D"P•tir.:t,.. ir: !~r;: ; 97C,.. <rn w-:.ro:. btJIT"'1.-:-C by tM. T\ik 

~~;,~.: ~~-~t~~~l~:~~~~~::;~ ;;:, ~~; 
ir:s tr- u ~ . • ·.~..c ;ret lot :.t! lk ~''"'lim v~ ~ ... ~!" ~iti~: 
,~ t'l.">~!:"l~ fr:rmrt.:l:l f-:H ,.,_"!:=f• -.~n';Y:;-J ;a( fu'.i."-.~ -.;di 
aJ th~ ct:...:lc.c ~.!'J( i.."ti! 1'\:C,L t= ~."J~f'l \\:;1"'..11:.':1~ Cl-u.:r:;r.J!J or::::: 
rt.f=-r.-::C 1::: thi:~ .. r..i.r.>.'x.:. • 

E.o.:}. of th<. ';!>r:l!lc.rr, ~i\l='!ri~ ku rrod the c.t..tk-r;tt: o-( 
c'J-..I.:"'of~ ir- 1-"..J. O'Jti'•lll";i.)' $.!"'1~ pfi Of!U f"--liT!: OOf ~1'\ d~tfM"li..,; 
!:1'X~.o-:nic J.it::r.;:t~ a~ ,..:..v.):!'lc=o:::;, .r;.ut $-OIJ.:ti.Dt"U l::.,t'r"!: h:ad' \o 
~ d:v:;-,.c._ 'W'~ hJ.Yc. (.cr.,;tr<! oo ...;m,(lk .a!"tnnl'l:f"l; JC-r h.Qno fnl-h· 
~ ro.c ~~r:~h: "~~'B.)'. W!tb ;('oo~IiJo.;, Jnd ::::om>Jla.tt:x .. bzlu,-. 
o!T3, 1:;'(:.: 6l':' b:n: sbk lc romrkm.e/'1£ r;:f,,( I"'D~ 
lj>p"~lid•-::1 

At a-~hc: bd,ll-.or.;,~:}., trt do t.J!l"t D tlnf"k •::?T::co:rh. L..c:! 
l\-l¢.tc. b:. ml ~·b~ $!;.¢:;1; our \Jnh)' ~"'if..: G,dt;ro« o.f Nr ~ 
P'!;·d·:--..:.1 brn!•tr· 1~1 p_,._.'!lo(-'Cil!<0' •J.-li~i-1 i.i -rr .... ;d h,· \~ 
'1-"b.J rit,~(!y CT'1\t'c it aM! f::-:ar-o;! br t}.(~ 11'00 ttfOf',g.}y ik.ty It! 
fctc;.c,, 

Al. to~!-: ,n.::~ KJC{b, v' 11.r-e w d~r.-..are:f by Hi(' Nln· 

plnhr oft~ pr-....b!:;tr...1. Tb: f'O"u-tr c.( lht ~~r:; o.'l1.:n· 
Crid ~ ~ l-..ar;; to 1:< ~ti.C.."~L, net i~ il Jln.aHoycd. 'fb.c 
far ktFCet'1 \k !'D"C' ('f""-'P'l' t! ~~{b,u ilH::i .. J 00.' ll'n~i:dg~b·k, 
~" tht. e:~b .o( tho: dl ptod:.~=l!i.z s.U~o. il'l l~ 'f'itoUr of th-e 

n,:-w'l)'i:~~r-a!::-.. ~ ::DUr::ri....~ tl-:~-::: l:s .~.,r,~nr. :-·~n:'t ~.! 
th: dJ;"".~mi.:rn ;t..C pc"':..o;dai rof l~c dC"Y:Jr>f~; •(rd.C_ in \>.t 

Uf \he "Jio.'>!,.:(h", lh~ !,. M!'i rc fi"L.'-:} ~~ it-t-."'lh) of 0'• 

~ '-fl i..:!U., l F(\iJ. (J vic"-, l ~1-.Pt..C k:ru.< or 
Tk p:-...•rl.:; rc-..;:;::!.:-:= .a:-c II\ th:;: ~·~]' ofci:C'..n-..::::~1":::-n 

b'<"~ th~, CJ',.I{ C: ~':!IJ'I-C(, o{f-c-o 6:l.:l of h--;.pc. ,3.~ t.X: ..,!!;;.:- r,.: 
x-r;o:,.l{ to ¢-p;"-:)rU;::dtiC: Q'hd ~ ~:..'l::.r:,r: lr. L..:..:.··!:>:,-.:.. 
."*:u::, Th: i~w.!r~!if:..--t d~::~ b!'Jo(. ~ oc,ly a b'.l:!'.;;:t 
do,;!! but_. Jlrftcrk oc.::r..l!~ tc k~p d...."'"l·~q c:;"oo.'n\rio. in 
fi·,~· Jtr'\Or.t><., th~r st.';-yinl,arwJ !1-rci: J.utl:."::i.S. 

Me r-~;~:.nr, h1.1:;;.):.r:, ..-w ~~iL We ir. 11~ ~-- -..-... -'.(~ 
C;:l.n T!!.,.;:: !:x pc:airni;.t!. (0( ~ llf'C k" 'rei')'~~ L.o:";:1o(' ~~.;; ~"-' 
iOidiu'!t of th!: fL'!!.Itt: Yoo bYe. r-r-r:oi~:;! ~ -:A th~, s.ir,_a.-, 
~h ti-de:~ ::i tN- 49-:h rx:-"- 1k:-1. Yor..~ 1-.r:Y'! ~ 1o( ~r "'~ .. r.:t' 
;tnt i!'l ;:rh~h b::lih oor r-=-)~ h .. H'' t-c:ro \he- tr::h;:~:'.< ~: 
c:i-.Jr.r\tt-. no~ ju T;\~lim;. 

J ..... ~:- roo.. ....-d: "' :r:-.;~• !z:;.i r.;-.~ ~ J"·"-. : ~~ 7 ,. 
"h: i-'"' :-. of ti-:..n eo:-."':":~_,.., cr,~ :~ L:· ~ · ....... :--::: ~/ 
~:~d:!~ Ji~C;q_ !:-r."'J.o..::;.:r f;jy ::""--"~ n~rt:-r:<-..:: r:)>l' -:-~· ;:..--:-

s;...,:::_ ..... k-r.- M:-r .. d.-;-'-1.. E~:~ h;;;;:~~r. 

.".h.£=.~ W. R.n;':l-t (fn;h;'.-a: ,.; t'""' l,.;:'<tC' f:. ·.rt':: 
Mt. ~tim'= (-_{;r:-:1'.tr, H:, S,""'=*i!.; o[ tt..: S!"r .. :.~c. !.{:::'..>~ 
Sv.:;t:-"'" o.r .;.'1:-t H,.,_..k". vf CcC":"J.r: .. :-ru.. !:--;.!.;-..t~b;-: &: ~:vr:;. 
m.cr.·;t-.c.to o!' the. H\)1, lo( o( COiT./'7'tV."':l, ,:o;r:?.r:::t.~k-C J7>':..,'7.~>l oi 
the r:p-btntli< ('c'.q:;, hdi!:!. J.~ r.n:k"l\~; 

i OJm-" {~ o-~l$- g;t~-3~ e«rilt~l or 1hU :r::::.: :-~:~.by ('r=:~g, 
br-.:d::.: hoi ,.·htd, ll,:di::::f :.u, bu! .1 ~:-de• w]:.~h j-.h·..l- 1.!1 

IT"ul] 

N;Jl:s f'J.."PP...lo 5011-:1~ IIOV\0'(,-(j( JLJ~ 4 rrd:il'l r-a-~-d~u,l' ~lc 
(fOili}t;e c~ h(:lt;J. k i:ai~ uru: fCI-I.i. c-,.,_-oc,..<: 11o:j:)<u~'?!.UL 

DM- ,,,b: fl:11~ 

jl'rti:'u:A,J 

For t!\ns.:: u{ mr r>ll'!', ptn_r ~l't.J se:.x..,"7.~!'ri=6 ~. f b·~ l.ftt 
fh11! w-e 1-.J.'I">C o-ft-!>t. -;;ht~~;r. 1\..srt-:h aCI"C!!J l~i:i ~Q" ar-d a-( .f:t 
oo,.,r i! V.tt at,:o.:r, iDd.:iy 

.SC.Il:t"" trt>a. M('otb!nh H~r. h~:! ·· . 
M(,!i.~~l'tH!'C') a!XiJ1'-..!I"W":'IIrri~fo:lhi1,1hi'fi!'l-iO:,t­

vis:ii o.f tn)· Fn::::::~.\d::-liCy. ir: rhc. 'piri; c_t;pr;:::_j.,~ !oo t\"1"_;; l;7r " ro~!­
S,H)" w;itcr 2.~ ~';•LW( loO.i\-t" (,;:~~Ito, He ui.C o-~; fM 
dirTc-tc-n..-c k!'il"~T:- :& fdc.ttC a~ •~ DC'I;f\!Ji~!&r« i:c :J;s; 2 
(~hd" htlp-; ~-h~!- •r- a.:--::p.•Jin:.;:~~ mt:."t;lr ll.d¥::...0.. 

w,~ h::~c ~ lG •.:h-!1.1!, ..0: IO "'<'I Lit~, W:: ~.'"!Z h~ I.e 

Jil.l~ 11':1d h' ~~l •·ith ~. WG ate herr ~ rrk..rr'"J, I'Kl\ .u 
N"G,~intt-;n::::-1 -----. 

Sc:r.x y!:fl:~ •1o h'~n...)' .atd ~ b:::)(h b>~Qcd' lo 1- or;;ry- 6,r. 
cv:-abi!" ptofc.1i~ il'l Cal;forn4. A.l'td u, i FJcp~ f01 tf.....-..c 
n:rrnrhtf!C•t. ( k=m:rl tl'-.31 i!lr;"to.)n£ L~ iJ"; !1-K: lnO!X>fi ;*~ 
t~Jrc: i~wnr in Holly~ ir bs: ~" :s.Llm..::~ th.J:( p: .. d::x~ 
M Ir.J"nJ .24 ooc 01..'! c..f rrf'r; s r-c. a{ Ce-r.s.dil!:r, uir;n. 
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M11:or oJ :.t~"»< •""-~1'::11 ~7-t~ a~ r~ r--otlt"'...::.f=.!"..a.f m 
V..ft:LI""'• i~T-~~-.;1 ~:......:: ~H·n•t fn~.,..Js-~ .t:~ .'Hiol .C:..~ fr~t 
A;,rrirt';. h:.~rH&:M!! u l 6t, blit !n·~tk bt;11tt ~· ~'Jr:--'!-'1-t, .s;. 

d;.d rn~t ,)r J""'o' I~"~ ltu: Jr.ltt~•ic Mimkr. 
,"",n Ur.U::nc.~, V,...,~"~ f'O"!il, !hyr...o.-...! Mr..v.r. 'A'ai!Cl !1~1!!, 

.r.~-v,~ ~:.:yr.1:r~d lhm 4n: bui 1 f~ "d """'' ,_..!t.>r,.~" 
,tpo u-. CE."'=.bn.ll'd i.l'l ~t ~~t"\"'U~nr;:\otnl t.tAdtry. 

1 t.:-n~., t 1..1'fC!'U' !t:.& 'rC:"J ~;o.-ilf rdU~llt11 t:z.~a 
C""...t~ru~ .~ th~ V~:h:i! !;;.ul::t. S"";;. -::r(i); aU t~.S..w~ tc ~IvAI= 
rf"::l' t ... ,.,."' '"'":·n~~' t ~I"' d.o b.:n~ i~~., tlJ~, ~~ •. ,.... ... , ... ~_:~ 
~ :arr,! !n 1-l~li"'·JIX fror.. TO!"tm!:J. f'~(~ '.:"lin~, J1d.:; 
(JlJ~p S.TJi\1-o ':!"U ~~: .. ~ bt_ '7.1r ~tift r~ljt~ (f'!,J:~~ 
.Sniu-, t:.J Tgll"(-r:lo bc:c1 'Tl'C H1ry Fi~H~, A....d ( '""="" f'.'lo!l: Cl':g 
f,.y,e.,.,. L..8 J~ •jv;·~~:nt i;.c; 1.(1 II··Ml...,._~~~ t.-.,; J<~ k-.. '.at"':r 

.,,~ ... f' th "t..t"~j ~-;,-.: ·"'' ..... r;',;;:f~'t t\1!'~-t"d·:;o!!l", 

&--.~"":;...:-c..~--':«~..-:~,.,: n:!'~-·, }-c.Hl 

Mt. l:.nZ",.; A .... -:--;~ h..-:~~~ t• ~:,}.;~, .., >i C'J~::-""~'.tr. 

u~~~l·~ii~~;r!:~~:;,:~~~ ;;·.,~~~- ~~:uU:;~:~a· 1:-~~ 
'"'P· n_;, rc..'I!_Hr.Ji}'~:" ku Lo &.::."b:- t~ 
1(11:..-"".rcs:: ~_.-:ot'I':'!JG~4~lt r.;~:r~""J· r:R 1~:i ;':11!1 !rr 

S<.rx 1 t- i'"C' POIIi nf A~-r~:;;:;:·, I~&~ ..,-.c~ 1'"-o-'k iJ _t..,..,___..,t 
;~!")~} CC1 ..... :~-il', O,.,:r ~'~ tal-e~~~"" ;,r~ {r ..-b".AJ! .s·;K t.i~·~ 
c,~-:.;;:!.!'0-; $h!•'ioil~~~· n:s ~ ~~~u ;.._.,. i'Pc. '"/l:l'ri .:-.tl-i;>r--lli1 
~"'"'~ c; J.0"7K. iS~ r:tru~::~. 

!i'; ~\i:"lsl".:' tr.-~,;; u..~ i_~.o-•11AI'E r:J • mihloiirr u,rrn: &..a.;.o: 
~::><t-!'rt I;!'~ ,.,":"l-;M~')"\:rt h: 1:'-J.,~tr<,..J. ic Ur-,a-~ t~. in_ fitPL 
C'..ti"J~~;~:~ t:;~.,~ \1) !h!: U::-.h~ S::s:a J:~Jit f~ en~ J:::ul~ 0: 
r::4~[:f""..».-t: . .,;(;:~.:at?""-;.:luq, 

""' "~'' t. tt-< ...., "-I< or •1• ~~ ..-!!.,..~ """'"" 
ri; ... _at"' !1"'1'6..::fil iro- t-..o ha ~~~ic: l:p;iur..__ hltt r."""-11-
ta:: rot~ ~t'blnir71 d:Jt} r~. (.,),.J; rc.t•--ar .. t.il::l:;ph)"';. 
... .~...,. ,~ fl.ib ;_~ :rfc.r~ c( a mi~Tc~ !n4t.~::~•:rr. 
trr~ 11Cl~' bt tc'1'n c,Hk.Allr irr:f¢'U"1 1.0 W\ .Qf 

•• 
,.lil. _,fr:t~-~,. .-4.Mt"ti=3 C':W.t:C. !'::~~} (rie:rd-: .1'1-CIC':tS t~C 1-k~; 

IIDI"'rt) tr; lw~ rwl hcHB:J (~ t'hl:1t CA-nu!J 

!k-r~ t..;.u, Jro.tec;:;brl"'!' H.c;:z.: .. P.,_,~f! 

f¥1('. llriii(IIIO A flit! l~ffo: t:r~ .io~~fC t.l:-io:tetal i"tl!!f'l.il' aotth 
«-.."-\rC tt,:>~&--~i the ....:w-It'. r.-OOt: u~ t~ r::::::rr:-:;~r.:f.c, 
tt:t:-un.l t.!"ri II('C'-urily i11leT";1H Uu.t \\'t L..L..arr: ~Pi Y"'-· 
"' Th~ Jitt...,J. p,rorl 'L:J'I'Iii~C<! r:l .wi'"h!d \ntcrt:JJ! •~r ·~·f tW. 
rg~ooo~n-t Co• 1:1)' v",.ai; ~glt. .•, .. Itr::t~dr t h.i.WI{ ......_ru: ~th tr~~::ur: 
Min:.-'!ct irwrl-=1.., .-rry br~p!u; d!~ni:Jn.l uo:::•~ 1 tM.llft: rJ 
bwrs.. 16 !ii-\t-1'1 u.d ~~ eru;,-a tluc th=-t. i-"npN'•n; ttt:.. l!".Jtlf 
~lc-:~n. 

r ~I'T"· t-...rpt}' IO U)' (~...1~ in {he t'i:n.-1\& ps:l 11:,_"1[ h.nc mJdt 
r-otr!:!li_i on r:un~n. cf r:fe..!i !T'IL;w.al h~·~.fto:!tt.l'l'l<'li-. ~ 
Q.;t;¥t1f hHs •h;.Mh di'r'tl!l.t:rl oo" q[ Jb¢ fjttttti (Opt :Xirpl~ 
;rp«V ter-ti' wrib'jdy~ p .. -hrg ft?iWlr&- Up ~&.lG;fmr U? br,M 
6ltfi&tl U"- ~~ Hy wtljP'Dbll unhm Stet«. \\'{ }<\IOtftv 

trrnt raemm W:J?rektWr pf :hi$< r1c:Ks1 t:t~ o-rj Mytij.~ 
J''k.-.!'t<in;-

~C'"l'" ~- -w~~.!.-n.; u .. ___.r~ J.~r--:-
Mr, Jt~ttn-: Wet,_.~ JtfJ'~-!.! ~c. .a-:-, h£?.:~·1-t t 4

..- .. ;; 

cut ~f•rlc 'i-n \h? J 1 r--br~ '~-:..:~~ r.t tk J";•lt:- • .:: 

n~ ft1~1 .. {innt, 

WI' f:-•lvr ~t{tl\.1~ COUf t!fOI{'\J; t<$llr 111d); t!oa.i (] 
W'•tUQ:i~ff',y Atp:lnc-nl oli;H. \1'1 {'lt<~t:..'t C~<_; 
11~1- ~r,. thr:GtoJt l..lillcs~ Wr nn! to ~:hua-
dl"dy '"~l..&r.d' n.C cllltro:'lll {~ lllif 1.~ ~,.~~: p-·;· 
1hlll;~.D;J~,. 

:;r.3'f ~ M~.-..;; He2tt hcs.!'! 

Mr. ll.t,tpl!.: 0\.--:r}:r;:_@ fi\Y .nk\: ~ttl~ t hl'~ h.11~ :~,'! )'•~-<;..} 
0: r.a.:ddr•·.Jilt1J i~ f),:.;. ~t"lr;-.,"t.'\ 0: ,_ .. , n.;l..:l ;,: :~·· 
t.;;rn-:rntt. \\~t 1n: r-..~0'-l fhT" t-:e:~l'>- A:-::-.~u:~· A-::~ 
[1t.;~;.t-r.- ("(" .. :~~.&1:-d fl)l f'i.v;: ,.-~--,. f./ r 

S-.:-rr~:!. l!l."t by; :v.:X'i~ .r:t 

""~vi!v ~ ... .,l':rll$ r~ 11-'I~"'X llt ;11.-,f 

t::.:.~h r.~~t~~:. ~·~:~-. n.11 ~r­
~r..('h't~ It~ t.Q•.t-. ~.;.·,!:~:-.. n~ 
b::.r.<(,B, i.!'l'-i' H< '\r'!"(L'I:""'"I ,.IIJ ;"r 
~·"~<hno~: C("q,,n{f")' lh<"ft:"ho,).__-.,..; ttJ 

~I=-"""'!><"" fj"'· r. .. ~ 
Mr. \i:ru.-:--ts:::: o-.,.r ~r 1r.d ~x-:r. th~c hi:i-n:r,i rt'.:t"' 

in~r--<cl....c lsd 7l"'t !(l ~l;'rolJ1 (Jom the f".(\1171 h~!) ,r--!­
~- .m. t.:jl'>"t or:. Al":>;:rtr.:r'~ F1nf'.tc::-;:;; l!7~':.ii!d C.:t~-n-::.o--)r-

Fr-.. ... .:arb :~r.c..l rc:~nd ill th-e. Ar,")c.rk--.a.l': trt-;~ 1!-...: 

U5. ::r·;;··":tnr t•~ t~ ~~i. ~Ot'Tlit: rr..:-zs \~..,t~ l•"; £ 
-.,':'\~""'-~d~ d~P'-'~•tbr., 'R-1. 1-!C 21 fv"'l'.:~ ;"~(~:;-, ~ .... ' "<~'¢ t ~-: 
t-nt!J"lll, 'J'It-t 1;,-z ~&$ ~ r"Jt U ton ft:." t;( !CO .,.; 
dg~;·;rird J' • JY;It'-''Hi:-1 ~.:.,n-'~ !"'tt:.::.m.ti)'. 

;'-.;. ~e '-~ .• :r ~IJ~<: ~~.l~tii.-::a~ ~.:J. • 
iP: H.o ~-~ft',~¥ 'tv ~11 .. :h ~~~o•i;h tu ir~~"!: ~.-; 

~n.. T'*~ ~k- ::.<:<ml "''t hit a:tm t~.:..: }'";;.:, ~s. s 
f:ovf 4~ t1!'l~t;N",.,~~ 1~on Nt ~ot~e:-, •t --.h. 

lu \>i'f. t'nfl'h.-c~ A~l.~) ~_,-:1'-;_t" tlL":~ . ....-c Oc·:.r'i 
rtu~l~ col .;on!ritl\.'lti,,_ hr:-~du:. {kit (;;ei<r'b': l=t""'Tr->""'~ 
rJ~·,Jtn t.!.rJosh·ctr ;,.. .c 'rC-I"f .,,.«'~ ~·f~ '3t d=-: .,_~, f::. 
t~: thue h::!~ ,tt~lt'n lip 1 m•1< ,.: ~{ilic :rttt.L.libr.l -.: 
b:J•fi t~ (:f1JS.h ini(ialiv<. ~.....: 1.1~-d.:~ -iW: dr~n}~ izt:: .. :: 
lr:__..,....,..,~;('lt ""'flic."J bro;.;Jhl '4 \1::1 --~~1~ 9111r. _..._ -.-·, 

~~~hr:·~~ d:rrz'•:~·- tt.Y )'qf 11kl'M iQ-c.,ir~t ¥-J--i'l ~rr,. 
t.lmi'Wl, ~~<or.f;nf C'!>: hi.ldtol'( H(rnf, 

Wt l-;;N;!'d t't.t~ :~ dd~:d.i.L r:l:'l'i ir; 1'1(1 Mt'' V'1f ~~,;.;K 
!r,.-,~;rn:n{ to.':1d [i; 1;1...1)' U: rv&J inrt..l~ hr p:;r~-1.;.\l lr• 

l'TK>fl'tr j•Jl HI J'BJL-r 111 r tht: dtrTrt-;,.."'t., -

Thr Am~~~:t ...... tnt :r.fttoft!.>"t)-f~ {"'L::-~,.-""' ~~-. h;cr 'A~, 
K,"Y( d:t p:!:\-Nc;- Wi'a. .. i~=-= to llfn!: {h-r fj\:!' _ll:.f: ti'i'C 
~{ JC"1-'lt'"'~~,, 

S&!.m.~ ll.tL )t.h-~l'l: F"rat. t::ao~ 
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f,(L :l.rt;:•e: H ~· ~~F:'""t rr>c-, T-..-'1-C'-:""""::; htJ o.r .... ~ lil 

c-•0: t!-c r:-;:;;T,;';lCt'~ H:: t. !\ (;; H· M;im:..r~~:; Gl.;~ • .r.: w;:r. 
:tr! ;7;<'i;!.f ,, l:"~t: c.,.: t!''l~ M; 1-::..n:.:: of •~;-"1:-:.~:~ .. ;;:r •t tk 

$6~ ~ ~{~o!..Nt.· 01'., ('1!1! 

~~ ~ Mc-lf..llr.:n: H::~r.),CI,--1 

.I:C1l~tt- ()...; .:J!i:.t...-....; "'-'~c t.cin,f !~r.no--rt in:o hitk lJ~ 
fCH ~ior:~:· t:·y;""f tc: :L~p ~~ wid. ill("u:;...-l< It\ r.J .. ;q 

y-0:~1:. f,'-~.·t~! i'"'-'-..<.•r:r.l tll-1.~..; (:.;r th:: n-~~~ 
~- •::: ;;).;.:~~ s~ >:• rzr::, n~ r;q;;J, 

!r.~-c-'~' .,.t~ ... n:;:r .. :o! ~~ .... ::- :J.:j p:-1 
~'Zt-l<~r-r:::,..:::i,;t,F,. !tilk--t: d::-1:...~. l'!:::.arl~ ~r:~: 
cv.:~. d ,...._-.,: ... ~ ~~:~ "l-!:--1.:1:· t~ ... =.-:·)'t.!t d.:::;l;r.-: ;., f""" 

1"0"...:..~.":,d cut: .arc ~mt.i:"'~ 'oloi!l'; to t:'t:!.< l<· f"",""":~;: c-." 

~~ :~~J ~~:~·;:~,;1 ~i~H~$·~~/./~~/:~~¥;;~J~/ ,;: r·: ~ ': 
JT.~;dr.~)r, )'r=-.:r P<:: ell he hi-:.er. 

C.-"\.<r t~:rd r.. le> di~i:13 1.! !h,......:" lH·-;~·~-.du.:.i•--{ r":;. 
w;:.n.t~-.iao-r ""h't.:l-,,1-....~v:: .tb..--=:d cl-;-.:.;: o~.,;r ~: ~·.~ 
il~ ,::G~..C !r.c:.~.:r bl\.::.:i~!'\1.~y bo.Jrc!eru 

~ ka..... ~-c~-~ Hcer, hat"! 
P,.{L !if"·!'~~: ;:.--!: l.~.:i ~ th:$ >;r~!~ (Ht, 'll.!-;:i;:- ~:~) ~(¢· 

,._/J --rl;r.t th~ k;~!:;,. :.~ ~fc-1:r cr rnc A."'~:-~i~:- r·:· • ··.:!.! 
JT,;.r,t.~ t.1G', ..,.b;;~ ,.-,;, .... d;":;l rtf r<~:r r,;:::;>.:-::.:;l_i!1:; 1r. (•.;:...!l 

ft-,!;.-PG' (I).( th( }-cJ;:;}: ~ ~~ :;.:/.:J.'f o{' QP..:r rr-d(• ~,.;_,·~·"'t 

F:;:-.!;li)", 'PC ,..:H ~ .... .:od .. lr.t ~:·1-- -""'\.•' i::-,~<-:1! tr:..;,u' 
:t!•·,;~crn lc ~':'},;,; l'!l-tJ! 1t-...$ ~r::" ,!'. )'! ';c<::; ;_~ :.....· 

r.-:-.<: 'll,.i~1· 
A.s { :.ol!i~. ,J..n-:rt::::r'~ P""::~t2:n . } ~ 

!f.-~:F·~ l.':-i n ... ;:-rc:y ((' ~-)~"'~ ~t; 1: b " ~"' ;-; 
l·)' '''} j!-;:!:7.~;'::~:·~·--::.-. u ['f>irt (t:;:..-1 j,. ~-~';{ 

:Me C'C'"':~~j;-•,::::: t::.' t,..,. fricf"-~ .. ~ all1ft; ir: -..;..;;;! .....-,;:' H~ d~··-~f. 
-. ;;:.ar. <"<~;:"Y; ;p:;r: 

~'l"'lri:-· .. :c r:-:-:;~;: lh~ ,_-.;.:r{.! :-~--:: :•.7.] 

l:.r.,"-'"...-.~).:;...i.:-~-=-"'--~•d:s•v-::~:t" 

h: .... ~~- 717-:: U,.,.·::>::i S-r •n lr: ii•t t~z: 
!>(.It<: ill•·: :o:!:..k: llr. &:-Jj ;;:,J !-.=. W!!- ~::~-c \'::· ~·:r c>~.:-: ··-::.. 
H'-'''" ::;:::o,r. ... -: t.1.(~t c:-.!::- ;~·~:p 

1-.. l~r~ c.-;;r tol'rn HO"..:;.!!' i:-. (""'~-c, i 

Am~:u.z,rc ut:;!;:;f ""-,. u Gf 

L"lj;,;iz~-~~~~:.~~;;c~\\'=:~~~,/ u; pir ~ .. 'l!·-~ "r 
Q-1..'" P•-::J ;rrd ;t'"S..ifV\: :.tr~!"f,(h. :l;"t;!~lit:l!y !.; :;n..:1 ;:;...";-">::,.,"';1-:c~;;;'l· 
tcr. •. 3l:! '<~-':"J.<:", ~ j~l (o.r t"t..'~'~• kJ.il.:;. ~du,: ... ~ oof rc4-
t.Jc.:-.~\i~ •i:h ~r~ ...... :: to.;~t. 

F1.;."""1~, ~ J~Il: :J tl~,t. O..."'<lr ~~.d~ ... H)' sl.::p::; lc ool ~;;-l lht 
p'P'lb U:. fcJ'f1: l.j..::ndif'l1.. i11 !lr:: Un;1~ Ste-\d. We ~tc 
;>.-=;x~:nt tt.tt i~C'lld Qr h:t..,.iF1f, ~.11 t;i\\k.n.s:l l;>udrc: rtov .1: 
t~ \,;!',.3-c::--{';.f~ r-..l<: or 14 P.:J ~::era~· !"""-l[, it ~.?l..xid rit.? lll 
• !n'on; ~~;~:,: f. ;c.: ~ttL 

Sc~ ~ 1-if'te~~ Ht:4f, ~~:i 

Mr. ~n;::a-:; Thl.o tr.; h:::t v> h;J r.4iJ'Ila.ir. !b< tin-.: of r,tt."1'7"th 

~ oo::C ta prot~ f~~ tn c<li.lt ~T wh::: IH( ~,.--.,.:[; 6-e-~{'.fl\ 
.;:or.g_~~;.;-n:r.(po!._"T~, 

JILl' )":""..J.r-("".,...ay, I wl;..mi{l:o::! wr ~ ~d.t;.M (;.t Hte 
~if-")?-~.~ . .,.(') ;r...__-r. imr.r:-;1;•te..l)' n~ th::: ~C"L 

~0'!' ~ P,i..t'!i!!kn..: Oi--., oh! 

Mr. Uc-~c Wrth e.J:it3~"'--.Er:HJ ~ .. ,.-rD'fi vrt" ~=\'!: il....~1t~ 
~ $J itcl';l.J (~ r..ajc; .s.;.Y;:;p. and hu~td'~ 17)01"C (O'i 
.t.-:-..z:b u.,.i~p, wh~h l('f.-i~! a~.,; tc W b bi!Hor jn. HloC 
c::>IT't!CJ: r~. )""'-&r. 

Our~ rr~: is .t JO p::.r c=A! •.:: ~<~ rhr b-J.I'rd 
~ pr fo-; (j,re: )'Ul"J in the l.U talC [c:t" fll n-..Ji .. ld~! 
~ l.J.:tp;;1)":J'1, ~.J~lint 1 ta.U:l 1;1oil in Ul~ r.to o-f XI pt:r 
~. Thii tri:ll b..-:. CFI.Jr to.par¢."'t vilh ~5CC .bi!Hfrt'l rriOft ll1 
t.bc:i! f'«''o..~u ~Gt lk n-c.(l Jiy~ p:'3 1r.d cn:.td(' drnM4.!k' rl't"tr 

~~iv-o: t.a ~ J""({':::h •••• 4h·iir •nd' irgbt lr.n..tb.t:. Wl:.::" t~ 

r.•..:. 1·-:-~~!~ .a-,; :....._.r !;-,!",:::~. .-~;;:..:0..:. :-~"-•' 
~,....._·,<::-: ..;-ili?r.":.$ .... ;H t. .. -c !t.,.~ ir:-.;:r-....... ',...,:::..;_in:""::~ 

As 'lloo't:- &c(r. 1'-J o.~!"P'! Co".Jt r-~"1.'1;;;:,.-r;r or;-::r ;r:;l:;: :;--.~ ,.; {"~: 
p!'01-.,i::. ~ ... -,:.tr {C· ic>:} >,iC""!' O:<!':J(•i (lr !h~:.i; 0>'"t; w;: ''II:Jt: 
k kfic.• ll$..~;~.1: (h.· ::,,..;;,-i)·: ~i~! !vii f.::-1 ;':.:.::: 
P"-xr:li;y.,,; _--.;;; 

n,f 0,'\fllroi-,....( ~t;.J;I'l OF'ei (l:'..lt !.1..1. ,o-na;:l n;·zd.slxy .r:."-o:"l!.!~ 
'ti"W h.h'' Ih< c;lj::n o( ~o-rin,; ~eiidy pr, .... _-;t. ir: U.S ~:~:J:'· 
ti~·iJ; (),J: gtx;'d.J: ._-u; ~<l (r;io r.:•rlcH r.ot la&u c--;;-.o r: ..,..,;/'> 1h: 
dr..t.t. or n:_p .. lalV) ~...1.1'-J:.lJ:t Dr f"l:•·d;:h-;: L.~:;:3', C.W; ·-hi'..; ~' 
p!Jlffor< ~f.C.. th-~Jl f·dpt. ~ J~ lfr:r-......: u·~; i:t·J-:: 'J!i~ :0:.1. 

~~h ;!.CUt" ~)i.""l~.P:~t-Uf!y, jr; ~t: C..,"J cf 
tlc=-,, wW Ji~ :<--~ S"'Co'k'-~rl..:!~ w hd? .. n oJ 1:s 
tkmiJ.i }mf'1-•!tc,;_. Wt: •s.-:~.nt ~r. r,_,r',.c:a .. V."c 
l..;n.;~ -C'I:Sb ,rh.--.b=:!ir w~ 'ilr6.!1{ io t~eu.t: 
()1:...-:c.:thou! tf;:_ ...... YI.:!. ~ai ii. ~'>'brr-; zrc ~il;'l-f ~ 
b-ring r~b.~t lr.u, ~.:.m•c c:r,~wd 

Tir.cr:- ate, t"f CVO.:r1<, <;>-:h.tt Yt'rr' ir:-tf-oCK.ln! reJ.~~..t f~ v-t-4<.­
n::fl:Oft' 0\.11' ~;~ nL:Ifuy. ft.c-r~ ('1U~ ~!-o::wo .~ I:'\"~ 

niU. tr-~hkC .rh~-..: !h..- F,oX ":,..rC of th-:' Unli~ S,:H::!. ,,-.({a 
•!:roilil)" lc fi:J111!11 ,,i~k ;J~ ci('~d ... b-k, re!t ir :.:_.__...; rw-r: CW' 

out ~~'l'ir.,s:' ~tab!;: a~ ~~.-.dJt.k ~~";lr 

fr{Jjcnint ~id' intrur~~ :HIU':t!h.> U M~(' 11:! i¢ !'•t ~<~!'~ 
ab.illl)'t.:">ffilln~r;~i;('QC( ~n~ ~-IJriiy tr. n~ "'<l("..d. n._·.~. ::':.<' 

T~•tkltl&i ir.tL,_.;:m. our ~·bien!! inl:-rr-.;.h ~;~ ~~ k~;~;·~,;.·i-..­
in\CJ~t:o •r' pro(I)Vrot\:t_.r i,..,..;J!!YC"d ir lair if'llt"<FJi~:.r:~: qvc...~­
<i<= 

Tl:Uit'~. n-!.y '~'~'C mc..il ~~ flO..,-, why..-,.- c.::~ b:::;.::! :.:_ c::cl'7' 
f.IH"(tl{ .:~boul. th.c ~~UCI'Io;:Q.. of ~n0{';1i~ rl-:-.!ci~.f'~i.x. \\·'t: 
he\"[_ .:ni~..C :t..r: <.'I l'd;i.:-h ["(117'rl7'..,.;>6 tht .1!!:a:-~ io ~;:YC iii 
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LJ-~..;:::,:.,;;- i:~ th~ ~ .. :..(l.j ,'\:--~ t...-l:c< •.,...:. C.::.:"' tx: ~:r-.~~!- i:-. !!-lc tX. If).:.-<;; 6:"..o."''t :-.:.~. l'i- ;<:.!' !;"< s;t)" I -! a 
~r;."-~.-- ::-.!.':.t t~-C:·:Y.->:: •r:ir. ~:t~-:-~ l! ~,_--;~,;:. <.-i%. 

&.M!" t>o.::-L Mr.<r:~~;,.: H~H. 1>!'..;;-: 

,.{r, ~N-~..,ft; 0--.Jr frk-ro~, c;JU~ a!!y, OCI PJ':":x:r, 3:-.:::l 0'\.lf 

l'lcit!-;:.">tJ~, C..,~~;-...... .=..,,..,;,.d !h: U,,·:X SJ . .a!c: h•r: ,~.-~!1 ..-.or!::C 
lO:.:ib.:·..r to t~k! 1 ~ ..-ith ;r.~x •nd n.abtt1ty, a 'IP'~Id of 
frt'Y:"!-.~r;, ;;:r ....... dis:oi:~- f:x tfl ~--;'\:.:. 

f'\.· -. \dn~ ;;.;~.r c-;h=-r rri-=t-..1-:, ~o·= '"'~.:1 c~~~:-t. vitl:r F~: 
fri.:i: r -.: ;;-.::·:-,;7\i!::l::::l.! t~ (!-: I..! ,h ~~-"' l- -.! ~;:":;ly a~ s.t:-::-r.gih. 

i~ !~~~~:;!ct;~~:CJ[.;~h~;.\;: ~~~;or '7:.~~-!~r.: ;~;-: ~~~ :1~:~~ ~~ :.:;ic~. 
(c; i'! ~:::.·.-..:.= ~p;:-;i i:··:·:·-·f,~~ :::-:r::-1 £.-::-:, f. ;'I~ rx o·r: ri;.~~: of 
aH ('-.:: '--=~:~~-:--..! t~ ~ !,~~ (- _..-:-, r~-~ r..--,:-.·~..:---t·.i~ u-:;.z.~~ 

rr. .. ::-. ""':.t:..~.:- '-:..: ~i~ :·c :O'f ~~:~. ··::·.: r·:·;···~ 
1 . .:.-~..s il~ --~:;:_;!.~:;._ .•• :c ~-1~ :::-=.:.::~- :;.~::-.!0 ~~ "~..:"::t"'-.!'-f'· 

~.~-=- 5<;,-,~:i \:-;·c~:-~. if"''!'l .J...'J::· . .;.-:::.·.t.:-- ;!'>ti q:::ii'\i-1 e--:-.:-:~: 11 ~"~ 
s..."""-.c! ,Q-.<;J,~;,!;--:,.;.~:'. j.::>~- :~ e::&-!l'l 

AFwd ti'7;;.."1:-d tk c·;-:-;..--:-.:-..:C ... ~ ~i;.}'iril~ ~' c1 ~~~ 
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PRE-COMPLETION BILLING AGREEMENTS 

There have been no formal agreements between the U.S. and 

canada on pre-completion billing for the Alaska Natural Gas 

Transportation System (ANGTS). However, in June and July of 

1980, \vhen the Canadian Parliament was considering final 

approvals for construction of the "prebuild", the Government 

of Canada sought assurances that the U.S. was committed to 

construction of the full ANGTS. An explicit concern was 

vlhether the U.S. Government would support a waiver of finance 

condition 3 of the President's Decision so as to allow the 

sponsors of the Canadian pipeline segment to recover their 

investment when that segment was completed. In his July 18, 

1980, letter to Prime Minister Trudeau, President Carter 

discussed the issue at length, concluding: "I would be 

prepared at the appropriate time to initiate action before 

the U.S. Congress to remove any impediment as may exist 

under the present law to providing that desired confidence 

for the Canadian portion of the line." 

In February 1981, Secretary Edwards exchanged letters on 

ANGTS vrith H. A. Olson, Canadian Minister of State for 

Economic Development. Secretary Edvrards wrote: "The United 

States Government is firmly committed to the completion of 

ANGTS in conformity with agreements between our two countries." 

In President Reagan's March 1981 speech to the Canadian 

Parliament, he confirmed U.S. support for construction of 

the full ANGTS with private financing. In an Ottawa press 

conference during the President's visit, Secretary of State 

Haig expressed "reassurance and restatement of our earlier 

assurances" regarding ANGTS, but did not mention specific 

is~ues. 
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THE SECRETARY OF ENERGY 
WASHINGTON, O.C. 205B5 

February -'6, 1981 

•rhe Honorable B.A. Olson 
Minister of State ~or Economic 

Development 
Ottawa, Canada 

Dear Minister Olson: 

I am pleased to write to you today on the occasion of the 
ceremony marking initial construction in the United States 
of the Western Leg of the Alaska Natural Gas Transportation 
System (ANGTS). This milestone and the excellent prospects 
for rapid completion of the entire prebuild are evidence 
of the continuing cooperation between our countries that will 
help assure success of the entire system. 

I would like to take this opportunity to state again that 
the United States Government is firmly committed to the 
completion of ANGTS in conformity with agreements between 
our countries. We expect the United States sponsors and 
producers ~ill soon reach an agreement on a tentative 
financing plan. This agreement will be a major step toward 
arranging private financing and obtaining final regulatory 
approvals for construction of the Alaskan segment. 

I look forward to ~orking with you to complete the rema1n1ng 
steps on tbe way to accomplishment of this important project. 
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Dear Mr. Secretary, 

.;p..mbilE;;ll'ur.bu ~mmba 

1746 Massachusetts Aye.,N.W., 
Washington, o·:c. 20036. 

February lB, l9Bl 

The Canadian Minister responsible for the Northern 
Gas Pipeline, Senator Olson, has asked me to convey to you 
his letter of February 17, the text of which follows: 

"Dear Secretary Edwards, 

I wish to acknowledge and to thank you for your 
letter of February 6. With construction underway on 
the southern sections of the pipeline in both Canada 
and the United States, we in Canada are confident that 
the entire line will be completed in a timely manner. 

I was pleased to note in your letter the commit­
ment of President Reagan's Administration to the line. 
I am certain that when the President visits Otta,~a in 
the near future he and the Prime Minister will have an 
opportunity to review the significant progress to date 
and discuss the further actions required on both sides 
of the border. 

I too look forward to working with you towards ·· 
the completion of the entire line by our two countries.• 

I shall forward to you the original of Senator Olson's 
letter when it arrives by diplomatic bag. 

The Honourable James B. Edwards, 
Secretary of Energy, 

Washington, D.C. 

Yours si~ 

A~~~ 
Peter M. Towe, 
Ambassador. 
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Mr. DINGELL. Mr. Chairman, there are some memorandums sum­
marizing these agreements, which I understand are down there in 
the administration. I would think that they would be also helpful 
to us to have available. 

Secretary EDWARDS. Any documents we have relative to this proj­
ect we will be glad to submit. 

[The information follows:] 

UNITED STATES-CANADA AGREEMENTS ON ANGTS 

There are two agreements between the United States and Canada which apply 
specifically to the Alaska Natural Gas Transportation System (ANGTSJ. They are 
the 1977 Transit Pipeline Treaty and the "Agreement on Principles" applicable to 
the ANGTS. 

The U.S. Senate ratified a treaty between the United States and Canada concern­
ing "transit pipelines" on August 3, 1977. This Transit Pipeline Treaty applies to 
the transmission by pipeline, through one country, of hydrocarbons not originating 
in that country, for delivery in the other country. The treaty prohibits either coun­
try from taking any measures which would impede the transmission of hydrocar­
bons in transit through the country. It provides that each country will facilitate the 
expeditious issuance of permits, licenses, and other authorizations needed for the 
import or export of hydrocarbons through a transit pipeline. The treaty also man­
dates that public authorities in both countries may not impose taxes or other mone­
tary charges on a transit pipeline that are not placed on similar pipelines entirely 
within either country. 

On September 20, 1977, the United States and Canada signed an "Agreement on 
Principles Applicable to a Northern Natural Gas Pipeline" which established the 
terms and conditions by which the two countries would cooperate on a joint gas 
pipeline system for the transportation of gas from Alaska and northern Canada. 
This Agreement provides for: 

prompt governmental approval of necessary permits, licenses and certificates; 
nondiscriminatory charges assessed in a just and reasonable manner; 
expeditious and efficient construction; 
sufficient capacity to meet the needs of United States and Canadian shippers; 
private financing and a variable rate of return; 
nondiscriminatory taxation; 
procurement practices on "generally competitive" terms; 
coordination and consultation between the governments and their respective regu­

latory authorities (the FERC and the NEB); and, 
each government to take measures necessary to facilitate timely construction, 

consistent with their respective regulatory requirements, and to seek all required 
legislative authority to facilitate expeditious construction and remove any causes of 
delay. 

We are aware of no memorandums that analyze these agreements in depth 
beyond what is discussed above. This material has been in briefing materials for De­
partment of Energy officials. 

Mr. DINGELL. Mr. Chairman, I will have some suggestions at the 
appropriate time regarding other papers and documents that I be­
lieve would be useful to the subcommittees. 

Mr. SHARP. Thank you. We will certainly solicit any of those doc­
uments which the Chair identifies and the Secretary has available. 

The gentleman from Puerto Rico is recognized for 5 minutes, a 
shorter 5 minutes. 

Mr. CoRRADA. I have no questions. 
Mr. SHARP. Mr. Secretary, we appreciate your returning to 

answer questions. As you can appreciate, as our committee contin­
ues to hear more on the subject, we may decide we want to submit 
further highly technical questions in writing. 

One of the arguments as to why we should put consumers at risk 
in this project-:-and they are really put at risk in two ways, one we 
already know under the existing system, that they will pay wheth-
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er gas flows, the second is that they might have prepayment on 
certain segments in the evenl deadlines are not met-one of the ar­
guments made to us is that well, obviously consumers will benefit. 

Even though it is not as clearly identifiable a financial benefit as 
a dividend payment, they will benefit because they will have an al­
ternative supply of energy or a supply of energy cheaper than 
other alternatives, such as imported oil. 

If in fact the waiver package passes and if in fact the pipeline is 
built, which are two entirely separate questions, will the Adminis­
tration oppose any efforts that would deprive the consumer of 
making any gains when this benefit begins to show up? It theoreti­
cally will as the curve drops; in other words, as the cost of the gas 
coming out of that pipeline gets out of the front-loaded section and 
into a later section. 

Is it your policy to try to protect the consumer to make sure that 
they do get the benefit that you and others have argued will be 
available? 

Secretary EDWARDS. Mr. Chairman, I think it is only fair to say 
that certainly if they have taken the risk, they should have the 
benefit. I cannot imagine any situation where we would try to take 
away their benefit at some future date. 

Mr. NISKANEN. Mr. Sharp, assuming this administration is still 
in office in the year 2000, I will make the commitment to you that 
we will preserve that--

Mr. SHARP. There are a set of limits on that commitment, obvi­
ously, but it is possible to maintain that benefit if you take off the 
control price of gas in Alaska. Don't the producers eat up that 
benefit from those curves we have seen on graphs, that show the 
consumer will gain? Isn't that lost if in fact we take off the price of 
gas, the control price of gas in Alask~ now? I am not talking about 
any other gas. I am talking about the controlled price of gas in 
Alaska. 

Secretary EDWARDS. I am going to ask Mr. Niskanen to answer 
that. 

Mr. NISKANEN. Mr. Sharp, in a decontrol environment it is very 
likely that the wellhead price of that gas in early years would be 
very close to zero. With the conventional pipeline tariff, as the 
pipeline tariff drops the wellhead price would then increase to re­
flect what the difference is between gas prices in the United States 
and the pipeline tariff. 

You are going to get a different pattern of wellhead prices in a 
control environment than in a decontrol environment, but the 
value accrue to the consumers on the average over the period of 
time. 

The consumers wouldn't necessarily get a lower price as the pipe­
line tariff drops, but they would get a lower price for gas if this 
turns out to be a viable project than if the gas were not available. 

Mr. SHARP. But Mr. Niskanen, you say it could conceivably drop 
to zero or be lower than the control price. Is. that what you are 
saying? 

Mr. NISKANEN. In a decontrol environment, the initial wellhead 
price of the gas may very well be lower than in the present control 
environment. 
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Mr. SHARP. Why would the producers have any incentive to sell, 
pump that gas through the pipeline if under the tariff they can col­
lect as a demand charge the costs of the pipeline equity and debt? 
Why would they have any incentive to sell any gas that is below 
those prices? 

Mr. NISKANEN. They would not. Also, shippers have no incentive 
to sign up for that gas early on unless there is that kind of commit­
ment to continue flow. 

Mr. SHARP. But the shippers are already out here, all ready to 
invest their money in this project and to pay the bill. But they 
have no guarantee the gas will flow, do they? 

Mr. NISKANEN. That is something that they would have to ar­
range consistent with their interests. 

Mr. SHARP. I certainly hope they plan, in their bargaining, to 
make sure that they are going to be buying gas. I trust that ques­
tion will arise in their minds when they resign up for this. 

It seems an awful lot of people signed on real quick for this pro­
ject. There is still the possibility, as I understand it, that all the 
pipeline partners in this could back out, as well as the banks being 
unable to come up with the financing. Is that correct? 

Mr. NISKANEN. That is correct. 
Mr. MARKEY. Mr. Chairman, could I be recognized just for a brief 

moment? 
Mr. SHARP. Mr. Markey. 
Mr. MARKEY. If I may just pursue one line of questioning, and 

that is with regard to evidentiary hearings, the responsibility the 
FERC will have to have open public hearings that will be eviden­
tiary in nature. The proposed waivers would not require the formal 
evidentiary hearings and proceedings related to missions for public 
convenience and necessity, authorizing construction, or operation 
of any segment of the approved transportation system and would 
allow the FERC discretion in determining when such evidentiary 
hearings would be held. 

It would seem to me that there isn't a banker, there isn't a busi­
nessman, there isn't any person in the business world that would 
accept this as a provision which they would easily abide being seen, 
being put into legislation, but that in this particular instance it is 
the ratepayer that is going to be denied the formal requirement of 
evidentiary procedures to be the precondition to the granting of the 
requests which would be made. 

I would ask from the administration why formal evidentiary 
hearings are not made to be mandatory as a requirement to protect 
the public from proceedings that do not have a full and fair presen­
tation of all, and cross-examination, of all of the evidence which 
should be presented before any of these waivers are permitted. 

Mr. JoHNSON. Mr. Markey, as you have indicated, the waiver 
would permit the FERC to determine whether there was an actual 
need for an evidentiary hearing. I have complete confidence that 
should contested issues of fact really exist that require evidentiary 
hearing, they would provide for it. 

On the other hand, there is a need to get on with the decision­
making and prevent an otherwise viable project from being stalled 
due to merely formp.l requirements and procedures that are not 
necessary for true decisionmaking. 
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This is not a requir~ment that they forgo evidentiary hearings. It 
is simply an authority to the FERC to decide whether or not rule­
making or legislative type hearings may not be preferable to 
formal evidentiary ones. 

Mr. MARKEY. Well, yes, but then you run into this unfortunate 
circumstances in which FERC under the inextricable pressure of 
the business interests, which are substantial in this case, in all 
probability, if not with some certainty, will just brush aside the in­
terest of the ratepayer, the ratepayer here who is really now a 
businessman, a businessman who is making a decision as to wheth­
er he wants to make a financial commitment here who is not al­
lowed to come in. 

He was not allowed to examine documents, to cross-examine, to 
make the kind of presentation that will be necessary in order to 
insure that a prudent businessman standard is applied to this par­
ticular instance. 

I have a hard time accepting the streamlined, nonparticipatory, 
nonratepayer, nonconsumer orientation that this bill represents be­
cause what it will surely accomplish is to set up FERC as nothing 
more than a rubber stamp for the requests of the private sector 
without full opportunity given to consumers, to ratepayers to have 
their case, their opportunity, their day in court to be able to cross­
examine before any decision is made. 

I don't understand why we are giving this waiver provision to 
FERC, and I don't understand why instead we don't mandate, espe­
cially given the change of circumstances, and especially in light of 
the holding up, the detrimental reliance that the public has been 
placed in from the original profferings of this venture, to the cir­
cumstance that we have right now, that we don't give them manda­
torily this additional protection to insure that their scarce capital 
resources which if a businessman was going to be making this in­
vestment he would be demanding he be given this right to cross­
examine are not as well protected. 

Why can't we give them that protection? What is the problem? 
Mr. JOHNSON. As I have indicated, Mr. Markey, if there is a dis­

puted factual issue, I have every confidence that the FERC will 
have that factual matter determined on the record after an eviden­
tiary hearing. 

On the other hand, there is no need if there is no disputed issue 
of fact, to require a formal hearing before getting on with the deci­
sionmaking. 

Mr. MARKEY. The current chairman has said that he will follow 
the waiver and he won't do that. What relief now do we offer for 
the--

Mr. JOHNSON. Well, I don't know what the chairman has said, 
but the Commission is the one that makes the decision and would 
have to make it on the record that would be before it, including 
substantial allegations of disputed questions of fact. These things 
haven't yet surfaced. 

Mr. MARKEY. Well, they haven't surfaced. If you don't give 
people an opportunity to raise questions, then what seems to be in­
cidental does not become substantial unless an opportunity for 
cross-examination, unless an opp9rtunity for a presentation is 
given to the opposition. ' ~ 

93-367 0-82-46 
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In this case, what you are saying is that although the chairman 
has already given that indication, although authority might have 
been granted, that there is no guarantee that there is in any way 
any interest in or likelihood that there be any real public partici­
pation in the granting of the waivers and the commitment of sub­
stantial amounts of capital? 

Mr. SHARP. The time of the gentleman has expired. You may 
reply, if you wish. · 

Mr. JoHNSON. Certainly there will be ample opportunity for 
public participation in any proceeding the Commission holds on 
that. That it might not be evidentiary and formal, but rather legis­
lative in character, does not diminish the public's right to partici­
pate. 

Mr. SHARP. The gentlemen from Minnesota is recognized for 5 
minutes. 

Mr. VENTO. Mr. Chairman, Mr. Secretary, we appreciate your 
coming back today so we will have an opportunity to address some 
questions to you. 

You have stated that waivers are necessary for borrowing the 
money from banks to finance the project and that the energy com­
panies really depend on these credit sources if they are to complete 
the project. 

Isn't it a fact that if we approve these waivers, we are allowing 
the pipeline franchises to, in essence, expand in value over what 
was initially awarded? In other words, we are really making a deci­
sion to significantly enhance the value of the franchises that was 
given to these companies by virtue of the waiver? 

Secretary EDWARDS. Mr. Vento, in a way I guess that is true. But 
without this waiver there will be no pipeline, in my opinion. With 
the waiver, there may be a pipeline. That doesn't necessarily mean 
there will be a pipeline if Congress approves these waiver. All we 
are giving them is removing some obstacles to the private financ­
ing. 

Mr. VENTO. When this particular project was approved, there 
was an assumption about the performance of the participants or 
those who received it. Are you telling us today we have to sort of 
tilt the balance in order to make this thing go? Did you or the ad­
ministration go back and look at the feasibility of that decision, or 
think of coming to Congress for the different suggestions as to 
what direction we ought to go in terms of dealing with this? 

Secretary EDWARDS. These were certain commitments made to 
the Canadians. In order to fulfill these commitments-these were 
made by the previous administration, not this one-and give an op­
portunity for this project to come to fruition, we submitted the 
waiver package. 

Mr. VENTO. Do you have any dollar figure? The real question is 
how much money or what value of the waiver package is and how 
much of it will be borne by the companies that won the contract 
versus how much will be borne by the consumers. 

Do you have any value that you have placed on that? 
Secretary EDWARDS. We can answer that for the record. We do 

not have those broken down. However, the sponsors and the pro­
ducers together are going to put into this project equity that equals 
25 percent of the total and will contribute 75 percent. Of that 25 
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percent, the sponsors will finance 70 percent of that 25 percent and 
the producers 30 percent. 

Now, so far as the consumers go, I don't think that we can put a 
figure on that because I doubt very seriously that we will ever have 
the pre-billing. 

[The information follows:] 

VALUE OF WAIVER PACKAGE 

The Department has reyiewed figures provided by the Office of the Federal In­
spector, which are based on the sponsor's estimates, of the possible cost to residen­
tial consumers in the event of precompletion billing under the waiver. These figures 
are provided to the Subcommittee as part of the materials submitted for the record. 
The Department does not believe it is possible to set a dollar value for all the var­
ious elements of the waiver. · 

Mr. VENTO. I would like those figures for the record so that we 
can look at it. It is a little bit hard to follow. In other words, you 
are suggesting the administration has done a cost-benefit analysis 
of this in some respect, is that right? 

Secretary EDWARDS. No. 
Mr. VENTO. You mean they haven't done that for this particular 

issue? Are there some intangibles here we can't measure, or what 
is the problem, Mr. Secretary? 

Secretary EDWARDS. Mr. Vento, I feel the details of the financing 
package should be done by those producers and sponsors of this 
project, and that it is not our place to do that. 

Mr. VENTO. Excuse me, but didn't you demand that of the spon­
sors when they came forth and asked you for the waiver? Didn't 
you ask for that type of information prior to coming to the Hill for 
waivers in this instance? 

Secretary EDwARDS. We asked for certain detailed information. 
Mr. Niskanen can give you more details of what he asked for since 
he was the lead person on the study group that did the study. 

Mr. NISKANEN. We have reviewed material from sponsors and 
from some of the producers bearing upon the viability of this pipe­
line. We have not had an occasion to reproduce those studies our­
selves. The material originally submitted to us by the sponsors, the 
viability was based upon a continued control environment, natural 
gas control. 

We have not yet seen and we have not done ourselves a thor­
ough, ground up economic viability study of this pipeline in a de­
control environment. But the major focus--

Mr. VENTO. Are you telling me in a backhanded way that this 
administration continues to support phased out decontrol? Is that 
what you are telling us? Are you saying something about that? I 
don't want to miss anything here. 

Secretary EDWARDS. I would like to answer that. The answer to 
that is no. 

Mr. VENTO. Really, then, if that is the basis for this, based on the 
phased decontrol-and you are saying they don't support that-it 
seems to knock out one of the major arguments under which the 
financial arrangements were made. If not, why not? Is that right, 
Mr. Niskanen? 
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Mr. NISKANEN. The studies they submitted to us were premised 
upon continued controls. I don't think that study can be taken as 
an indication that they oppose decontrol or support-- · 

Mr. VENTO. No, not that the energy companies do. I could imag­
ine that they would be very much in favor of eliminating controls 
on the price of natural gas in the continental United States. 

That isn't what is in question. What is in question is the admin­
istration is supporting basing the request for waivers on studies 
that presuppose controls at the same time apparently they are sup­
porting accelerated decontrol, although they have made no commit­
ments along those lines. 

That is putting it mildly, I think. 
Mr. Chairman, I have additional questions. I don't want to hold 

the Secretary up. We could submit them. 
Mr. SHARP. Fine. You could submit them. This is the second day 

the Secretary has been with us. 
Mr. VENTO. Just one other question, Mr. Chairman, if I might, 

then. I would like a more detailed answer to the question and to 
the contradiction I think that I have run across. 

But the Canadians have a major stake in the project. Are they 
putting money into their segment? Are they coming in on the same 
basis in terms of waivers and in terms of the utilization of natural 
gas being transferred intra-Canada, or inter-Canada? 

Are they coming in on the same basis that U.S. consumers would 
be in terms of putting money up front, Mr. Secretary? 

Secretary EDWARDS. Mr. Vento, this is a little different because 
we are transporting Alaska natural gas across their territory. They 
do have some benefit from it. The labor intensive nature of laying 
the pipeline, the production of some of the pipe that will be used in 
the Canadian segment, the interest on the money that the Canadi­
an banks will offer to build the pipeline, that type of thing is cer­
tainly an advantage to Canada. 

But this is an American product being transported through their 
territory down to the lower 48. There are no plans at this time to 
use this pipeline to transport this gas to Canada. There is also a 
benefit to the Canadians that they are at the present time taking 
gas from the Calgary area and transporting it down through the 
western leg and soon through the eastern leg. They are getting the 
benefit of the balance of payments of the sale of gas from Canada 
to the United States. 

Mr. VENTO. The fact of the matter is that it could be used in dif­
ferent ways than what we have as the initial plan. You said there 
are no plans. So the fact of the matter is we are not asking or re­
questing any type of similar support from the Canadians even for 
whatever the miniscule use of the pipeline might be for their par­
ticular purposes. Is that correct? 

The answer to my question basically is no because of a variety of 
characterizations and assumptions the administration has tended 
to make in this instance. 

Secretary EDwARDS. That is correct. 
Mr. VENTO. Thank you. 
Mr. SHARP. The time of the gentleman has expired. 
Mr. Secretary, we appreciate your cooperation. We may have, as 

is obvious, additional questions we would like answered in writing. 
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Secretary EDwARDS. Mr. Chairman, we will be glad to answer 
them and submit them to you. 

Mr. SHARP. Thank you very much. We appreciate your returning 
today. 

Secretary EDwARDS. Thank you. 
Mr. SHARP. Our first panel is the t~o distinguished leaders of the 

Steel Caucus in the House of Representatives and a representative 
of the Bethlehem Steel Corp. 

We will go ahead and have our next panel, the two State wit­
nesses. 

Then we will have in the afternoon, the third panel of gas users 
and that will be probably at 2 o'clock. 

STATEMENTS OF HON. JOSEPH M. GAYDOS, CHAIRMAN, AND 
HON. ADAM BENJAMIN, JR., EXECUTIVE COMMITTEE CHAIR­
MAN, CONGRESSIONAL STEEL CAUCUS, HOUSE OF REPRE­
SENTATIVES; AND BRUCE E. DAVIS, ASSISTANT VICE PRESI­
DENT, BETHLEHEM STEEL CORP. 

Mr. GAYDOS. I wish to thank, on behalf of the Steel Caucus, the 
chairman for holding these hearings and also scheduling the Steel 
Caucus to give these brief remarks. 

I want the committee to know our remarks are limited primarily 
to the "Buy American steel" aspect of this issue and purposely we 
have avoided any reference, direct or indirect, to the package that 
we have had referred to us and which the past testimony pertained 
to. 

The Steel Caucus hasn't had a passing interest in this matter. 
We have been, as a group, actively participating in, cooperating 
with the committee in most respects from the inception of this 
problem and in the form of a resolution back in 1977. 

The progressive complaints we have had, as included in several 
communications to the Chief Executive, had to do with the inter­
pretation of the "agreement in principles," how it was being ap­
plied, and then the last problem of course, was the waiver as it per­
tains to the difference of duties between Canadian and American 
steel. 

So with the permission of the chairman, I would like to give a 
relatively brief statement on behalf of the caucus. 

Mr. SHARP. Fine. 
Mr. GAYDOS. Mr. Chairman, I want to begin by expressing the ap­

preciation of the Steel Caucus-and myself as chairman, and Mr. 
Benjamin-for the opportunity to have our say and to put in our $43 
billion worth in regard to the Alcan natural gas pipeline. 

We should go ahead with the pipeline. 
The consideration you give the pipeline and the waivers before 

you should not have you looking at this project as an isolated piece 
of business. 

I suggest that it is one of the weights that, when placed on the 
scale with all the others, will determine whether the workers and 
basic industries of the United States rise or fall. 

The attitudes we show and use in building the remaining portions 
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of the pipeline, as well as the attitudes we have used up to this point, 
affect the whole of our industry and all of our American workers: 

This pipeline is as much a matter of trade and market accessibility 
as it is of energy. 

So far, we have honored classic economic theories of openness, 
and these theories are giving our economy a truly classic look. 

The classic ruins of Pompeii come quickly to mind in this con­
text. In both cases, an outside force uumped devastation on people 
who were thriving. In the case of the ancient city, it was volcanic 
ash; in our case, it looks like it is steel. 

The four main segments of this pipeline will have required 
almost 3 million tons of steel when it is completed. And nothing 
that big occurs in a vacuum when the economy of the free world is 
as tight as it is today. 

No steel industry in the world is enjoying good times. 
In the European Economic Community, steelworker employment 

is down 20 percent since 1976. 
Steel policy has been one of Europe's biggest problems, and they 

are trying to end cutthroat competition and revitalize their indus­
try. 

In Japan, according to the June 23 Japan Economic Journal, the 
major steelmakers planned to follow reduced production schedules 
into this fall. 

The Journal noted that despite sluggish domestic demand, the 
Japanese were counting on increased exports to the American 
market. On our side of this, we find a surge of imports that now 
could account for a 25-percent share of the American market. 

Imports from Japan as of August of this year have totalled 4 mil­
lion tons. 

Imports from the European Economic Community have totalled 
3.7 million tons. 

And imports from our Canadian neighbors so far are 2.2 million 
tons. 

The total from our main trading partners-about 10 million tons. 
That amounts to about 50,000 steelworkers out of work in the 

United States, using the generally accepted scale that 1 million 
tons of imports equals 5,000 jobs. 

To refine the focus somewhat, let's apply the world situation to 
the pipeline, which will run 4,800 miles from Alaska, through 
Canada and into two parts of the United States. 

More to the point, let's take a look at the 1,117-mile eastern leg 
that will end in Ohio. 

U.S. steelworkers got about 60 percent of the work. 
The 139,000-ton order won by Kaiser Steel, on competitive bids, 

probably will keep that firm and its workers going since there was a 
danger of failure. 

The Japanese steelmakers have 20.6 percent of the job. 
And Italian steelmakers have 19.4 percent. 
Together they will make 40 percent of the pipe used in the east­

ern leg. 
Is this a demonstration of cause and effect? 
Does sluggish domestic demand spur foreign steelmakers to seek 

orders at cost-or perhaps below-in the biggest, most open market 
in the world, this country? 
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Well, the Commerce Department will begin monitoring and this 
has been at the urging of the caucus, imports of X-70 pipeline pipe 
under the trigger price me'chanism in the first quarter of 1982. 

Further, one of our best trading "partners" -and I put the word 
"partners" in quotes to indicate some skepticism-is also our part­
ner in the pipeline. 

Our good neighbors, the Canadians, who this year shipped in the 
equivalent of 10,000 lost American steelworking jobs, have already 
shut us out of any participation in 42 percent of the pipeline. 

They shut us out of the Canadian portion. This did not happen 
because their pipe is better or their workers more efficient. 

It happened as a matter of, as we see it, deliberate, hardheaded 
Government policy. 

Our nations agreed in 1977 to build the pipeline on "generally 
competitive" and I put those words in quotes-terms. 

The words "generally competitive" come right out of the agree­
ment. 

First, they decided the major portion of the pipeline in Canada 
would be constructed of 56-inch pipe. 

Along with the technical reasons put forward to justify this, 
there is also the very compelling fact that two Canadian firms are 
among the only makers of 56-inch pipe in the world. These firms 
got the work. If others participate, it will be only to the extent the 
Canadians can't deliver. 

Nevertheless, a tolerant mind could say, "Well, that was a judg­
ment call." 

But step 2 showed it to be what it was-the unilateral enforce­
ment of a buy-Canadian policy without ever calling it that or even 
mentioning the word "protectionist." 

Step 2 had to do with smaller diameter pipe which American 
steelmakers can turn out in high quantity and quality. 

Though asked repeatedly, our Canadian neighbors refused to 
lower or waive the existing 15-percent duty-that is, a Canadian 
duty-they place on such pipe from the United States. 

This charge obviously made us uncompetitive. 
By the way, our duty on Canadian pipe is 2.2 percent. 
So over the course of 1977 and 1978, the Canadian Government 

unilaterally modified the agreement to build the pipeline on gener­
ally competitive terms to an agreement to build it on "generally 
competitive terms" that maximized Canadian participation. 

They have a different definition of competition. 
We thought it was on the producer level. 
They knew it was on the Government level. 
So now we get to my principal point, Mr. Chairman. 
Only one portion of the Alcan pipeline remains up for grabs-the 

731-mile segment of the Northwest Alaska Co. from the source of 
the natural gas at Prudhoe Bay to the Canadian border. 

It will be built with 48-inch pipe, which has been judged techni­
cally and scientifically superior for the job, even though it will feed 
into the 56-inch Canadian line. 

It will require 735,000 tons of steel, principally in pipe. 
That tonnage is roughly 96,000 segments of 40-foot pipe weighing 

6 tons each that will come off U-presses and 0-presses at the rate 
of 110 pieces a shift. 
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There is an American manufacturer that can handle the job.~ 
All specifications for Arctic-grade pipe can be met, and of this I 

am assured, and the caucus has been assured. 
They say those 110 pieces a shift will represent as many as 1,500 

jobs in making and transporting the pipe. 
So it makes a lot of sense-particularly in light of world steel 

conditions and what already has been done in the name of general­
ly competitive terms-to review our concept of competition in light 
of the classic results of the classic policies which only we in this 
country honor. 

And it is time to guard our house against the kind of decay 
caused by predatory raids before it becomes truly a fine set of ruins 
like those of Pompeii, for following civilizations to wonder over. 

It is time our trading partners understood that free trade means 
reciprocal free trade, and this committee can be the first to post 
the notice. 

This last segment should be built with American-made steel, 
members of the committee. 

And a buy-American provision should be mandatory if the pipe­
line later requires any financial guarantees or direct participation 
by the Government of the United States. 

Building this pipeline as quickly as possible is an exercise in 
foresight. 

We will need the natural gas, and the reserve is a massive one. 
As a matter of personal opinion, and not of caucus position, I do 

not think consumers in the United States should be required to 
capitalize the pipeline before they get the benefit. 

Rates should not be adjusted until the gas is coming into our 
plants and homes. 

As for the other waivers, I would not offer the committee testi­
mony on matters so far outside my area of immediate experience 
and direct concern. 

I am certain you will do the things that are in the best interest 
of the people you represent. 

Thank you for hearing the Steel Caucus. 
I take this opportunity to refer to my colleague, Mr. Benjamin. 

STATEMENT OF HON. ADAM BENJAMIN, JR. 

Mr. BENJAMIN. I would fully subscribe to the statement rendered 
by my colleague, Mr. Gaydos, chairman of the Steel Caucus. My 
colleague is extremely fair and statesmanlike in his presentation. 
Personally, I would not grant one waiver or recommend the grant­
ing of a waiver unless a buy-American provision was placed as a 
condition under which the waiver would be granted. 

Mr. Chairman, I recall your predecessor, Mr. Dingell, who, as 
chairman of the Energy and Power Subcommittee, entered into a 
colloquy on the floor with Mr. Udall, chairman of Interior, to dis­
cuss this matter of fairness and where the steel would be made. 
They concluded at the time that the bidding would be open and 
competitive. Further, that the U.S. Government would stand 
behind open competion. 
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The chairman also asserted that the two committees, Interior 
and Energy and Commerce,, would review the matter for the Con­
gress and for all interested parties. 

Although a subsequent colloquy between these two distinguished 
gentlemen reemphasized their posture, it did not deter the Canadi­
ans from changing the order so that only Canadians could bid and 
to place a 15-percent tariff on American products so that the 
Americans were effectively squeezed out of any competitive bid­
ding. 

By placing a buy-American preference into the law now, you 
would allow each country about one-half of the participation in the 
pipeline. 

This would be more than fair, considering the relative size and 
relative production capacity. Consequently, I would proceed further 
than my colleague. I .would not wait for public participation; I 
would say before the granting of the first waiver that you must ef­
fectively have the Canadians, as well as all other producers in the 
world of steel, subscribe to a buy-American preference. 

After all, the last leg has 735,000 tons of steel requirement that 
is in Alaska. As far as I know, it still is one of the States of this 
country. 

Thank you, Mr. Chairman. 
Mr. SHARP. Thank you. 
Mr. GAYDOS. Mr. Chairman, on behalf of the caucus, I want to 

cite the conclusion of the Executive Committee at its last meeting. 
I have neglected to convey to this committee and its chairman, and 
all the members, the sincere gratitude of the members of the Steel 
Caucus for the past cooperation of this committee, and this commit­
tee should know that the Steel Caucus remains ready and willing 
to support many of your positions on the floor of the House. 

Mr. SHARP. I thank the gentleman. 
Mr. Davis. 

STATEMENT OF BRUCE E. DAVIS 

Mr. DAVIS. Mr. Chairman, I am assistant vice president of Beth­
lehem Steel, but I am here appearing in behalf of the member com­
panies of the American Iron & Steel Institute. 

First, we are delighted to be associated again with the chairman 
of the House Steel Caucus and Chairman Benjamin in a joint effort 
in behalf of the American steel industry and our 500,000 men and 
women. 

I have a prepared statement which I have provided to the com­
mittee and I will ask it be entered for the record. I would like to 
take just 3 minutes to summarize. 

Mr. SHARP. We appreciate that. Without objection, it will be 
made a part of the record. 

Mr. DAVIS. First, I would like to look back for a moment. I heard 
the previous witnesses talk about Canadian commitments, Ameri­
can commitments, and as far as the American iron and steel indus­
try is concerned and our workers, to date, the Alcan project can 
best be characterized as a series of broken commitments and cir­
cumventions by the Canadian Government of the September 1977 
agreement. 



724 

Both Congressman Gaydos and Chairman Benjamin touched 
upon that, and the specifics in support of that serious charge are 
contained in some detail in my statement, including the involve­
ment of Chairman Dingell in an effort to get the Canadian Govern­
ment in 1978 and 1979, to honor its commitments in the September 
1977 agreement. 

I would now like to look forward. Beginning at page 9, I talk 
about observations regarding procurement of the Alaskan portion 
of the Alcan project. I would second the positions stated by both 
Chairman Gaydos and Chairman Benjamin to this subcommittee. 

The 48-inch diameter main pipeline has been touched upon. And 
an important part of the Alcan Alaskan portion is the condition 
and cleaning plant which has been characterized as either costing 
somewhere between $3 billion and $6 billion. No one is quite sure. 

What we do know is that if it is to be constructed, it will require 
a substantial amount of steel, steel of the types, grades, sizes that 
can and should be furnished by American workers in American 
steel mills. 

If Mr. McMillian's testimony is to be taken at its word, and I be­
lieve it should, he talks about the reasons why the waiver package 
should be approved. 

He talks about making maximum use of American materials be­
cause Alcan will thus create jobs and orders for American business. 

If we look at what has been the experience of the Canadian por­
tion of the line, Mr. Chairman, these promises will not be realized. 

Therefore, we are delighted to second the positions advanced by 
my colleagues from the Congress. 

Thank you very much. 
[Testimony resumes on 7 46.] 
[Mr. Davis' prepared statement and attachments follow:] 
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Prepared Statement 

of 

Bruce E. Davis 

Assistant Vice President, Public Affairs 

Bethlehem Steel ~orporation 

In behalf of 

American Iron and Steel Institute 

1. Introduction 

Mr. Chairman, I am Bruce E. Davis, Assistant Vice Presiden~ 

Public Affairs, Bethlehem Steel Corporation. This Statement is 

submitted in behalf of the American Iron and Steel Institute ("AISI"). 

The Alaska Natural Gas Transportation System ("ANGTS") has 

received support to date from two presidents and two Congresses. For 

example, President Reagan's October 15, 1981 submittal of the 

proposed waiver package which is the subject of these hearings 

states in part: 

"[This project] is also a symbol of u.s.-canadian 

ability to work together cooperatively in the 

energy area for the benefit of both countries and 

peoples." 

We respectfully disagree with this characterization of ANGTS. 

Insofar as the nearly 500,000 men and women of our nation's 

basic steel industry are concerned, ANGTS to date can be characterized 

as a series of broken commitments and circumvention by the Canadian 

Government of both the letter and the spirit of Congressional action. 

1 
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II. United States - Canadian Agreement 

In September 1977, the Canadian and United States Govern­

ments entered into an Agreement "to ensure the proper management 

and timely completion of the LANGTS projec!J." Section 7 of the 

Agreement requires that each Government "endeavor to ensure that 

the supply of goods •.• to the Pipeline project will be on generally 

competitive terms, (including) price, reliability, •.• and delivery 

schedules." (Emphasis added.) However, the Canadian Government, 

despite Section 7 of the Agreement, and despite the efforts by 

Congress and two Secretaries of State, sought to ensure that~ 

the large diameter steel pipe for the Canadian portion of ANGTS 

would be secured from Canadian sources •.• and the Canadian Government 

succeeded! 

III. Potential For American Participation in 

ANGTS Steel Requirements 

The Canadian portion of the ANGTS required approximately 

1.4 million metric tons of large diameter gas transmission steel 

pipes and accessories: 

Pipe Quantities 
Diameters (metric tons) 

56" 860,000 

48" 179,000 

42" 202,000 

36" 102,000 

Available Canadian 
and American Sources 

Canadian only 

Canadian and United 
States Steel Corporation 

Canadian, Armco, Bethlehem, 
Kaiser and United States 
Steel 

Canadiant Armco, Bethlehem, 
Kaiser and United States 
·steel 

2. 
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When the ANGTS pipe requirements were advertised for 

bids, the American steel industry, based upon Section.? of the 

september 1977 Agreement between Canada and the United States, 

was of the opinion that construction of ANGTS would truly benefit 

both the American and Canadian steel industry. However, this ex­

pectation was killed by subsequent Canadian action. 

IV. Canadian Action to Circumvent 

Section 7 of September 1977 Agreement 

A. Canadian National Ener~y Board 

To undertake a major energy investment proj~ct in Canada, 

such as ANGTS, requires a certificate of public convenience and 

necessity from the Canadian National Energy Board with respect 

3. 

to construction and operation.l/ The Board is specifically authorized 

under Canadian law to regard Canadian content as a relevant considera­

tion to awarding a certificate.~/ Applicants are routinely requested 

to provide information about their procurement plans.l/ The degree 

of Canadian content bears on the award of the certificate and may 

well become the subject of a certificate condition. 

The controlling nature of this certificate process is 

well illustrated by the procurement for the Canadian portion of 

the Alaska Highway Natural Gas Pipeline. 

ll National Energy Board Act, Can. Rev. Stat. 1970, c. N-6, s. 44. 

~I Id. & National Energy Board Rules of Practice and Procedure, 
C.R.C. 1978, c. 1057, s. 5 & Sch. Pt. I, ~ 15 (gas pipeline), 
Pt. II, II 13 (oil pipeline), Part III, '11 10 (international 
powerlines). A Treasury Board directive also requires that 
the government ensure that the "optimum use of Canadian labor, 
goods and services" be taken into account in the award of all 
certificates and licenses, T.B. Circular 1978-14 (T.B. 755515), 
dated March 29, 1978, • 6(d). 

See,~·· Foothills Group of companies, Alaska Highway Gas 
Pipeline Project Procurement Program (April, 1980). 
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Three Canadian firms applied to the National Energy Board 

for a certificate to construct the pipeline. Among other things, 

the Board in its evaluation carefully compared the level of Canadian 

content for each proposal. The procurement plans of Foothills 

(Yukon) contained 85 percent Canadian content, the highest among 

the applicants.i/ At stake were hundreds of millions of dollars 

in procurement of steel pipe, connectors and pumps. 

In awarding the certificate to Foothills to construct 

the Canadian portion of ANGTS, the Board made it an explicit condi­

tion that at least 85 percent Canadian be achieved in purchases 

for the construction of the pipeline.2/ In this way the Board, 

rather than the marketplace, virtually eliminated American firms 

from furnishing materials for the pipeline. 

B. Northern Tier Pipeline ~ct of 1978 

The deliberate action by the Canadian Natural Energy 

Board, with the endorsement of the Canadian Government, to exclude 

American steel firms from participat~on in the Canadian portion 

of ANGTS was consistent with action taken in 1978 by the Canadian 

Parliament. 

The Canadian Parliament, after the Government entered 

into the September 1977 Agreement with the United States, enacted 

the Northern Tier Pipeline Act of 1978. This Act required that 

the prime contractor for the ANGTS project submit to the Canadian 

Government a detailed plan "designed to ensure the maximum possible 

use of Canadian labour in planning, construction, and operation 

of the Pipeline.• The Act went on to require that "the level of 

Canadian content (be) maximized so far as practicable" and that 

if 2 National Energy Board, Reasons for Decision Northern Pipelines 
(June, 1977), at 4-240-41. 

4. 

21 1 id. 1-183. See also Northern Pipeline Act, Can. Stat. 1977-78, 
c.~o, s. 21 &-sch:-III, cl. 10. 
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maximum advantage be taken "to establish and expand suppliers in 

Canada" and "to foster resea·rch, development, and technological 

activities in Canada." Can. Stat., 1977-78, c. 20, Sch. III, ss. 9, 

10 (a). 

V. Congressional Protests 

A. Congressional Steel Caucus 

In September 1978, AISI called these Canadian actions 

to the attention of certain members of congress, including the 

leadership of the Congressional Steel Caucus. 

s. 

By letter dated,September 29, 1978, the Chairman of the 

Congressional Steel Caucus wrote Secretary of State Vance to "express 

our concern about the domestic steel industry being placed at a 

competitive disadvantage with respect to participating in the construc­

tion of the LbNGTS projecfl -- 75% of which is to be financed from 

u.s.' sources." 

B. Chairman John Dingell 

On February 6, 1979 Chairman John Dingell wrote Secretary 

Vance concerning the Canadian failure to implement faithfully and 

fully the September 1977 Agreement between the two Governments. 

On May 16, 1979 the State Department responded to Chairman 

Dingell's letter. Assistant Secretary Bennet's letter concluded: 

"We are confident that Canada's interest 

in mutual access to the bidding process will 

support our efforts to reach an early agreement 

both on these procedures and on the availablity 

of adequate information to permit you to assure 

your colleagues that the procurement process 

does indeed meet the generally competitive 

terms of the US-Canadian Agreement." (Emphasis 

added.) 
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Attached to Mr. Bennet's letter was a summary of consultations 

between U.S. and Canadian officials. This summary demonstrates 

the steadfast unwillingness of the Canadian Government to respect 

the letter and the spirit of the September 1977 Agreement. 

6. 

We believe this State Department correspondence and summary 

of consultations confirms so convincingly the validity of our com­

plaints that we have attached a copy of these documents as Attachement A 

to this Statement. 

VI. Procurement of Pipe Froc: Only Canadian Supplies 

The Wall Street Journal of December 20, 1978 (Attachment B) 

advised that the Canadian Government had authorized Foothills (Yukon) 

to contract with two Canadian pipe producers Steel Company 

of Canada and Interprovincial Steel Pipe--- for the furnishing 

"OF.ALL THE 1.5 MILLION TONS OF PIPE P£QUIRED FOR THE CANADIAN 

PART OF THE ALASKA HIGHWAY PROJECT." 

VII. Oversight Hearings, October 15, 16, 1979; 

Subcommittee on Oversight and Investigations of 

the House Committee on Interior and Insular Affairs 

The above recitation of the ways and means used to insure 

that only Canadian large diameter pipe would be used in the Canadian 

portion of ANGTS should be familiar to many participants in these 

hearings. The October 1979 oversight hearings cited above focused 

in part on this subject: 

"Two events occurring in February 1978 

focused attention on Canadian procurement poli­

cies. First, during the debate in the Canadian 

House of Commons on the pipeline enabling legis­

lation, officials stopped just short of giving 

legal status to the Foothills' target of 90 
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percent "Canadian Content." Deputy Prime Min­

ister Allan J. MacEachen was quoted as saying 

that the Canadian government would assist the 

sponsors in reaching that goal. The second 

event was Canada's announcement on February 20, 

197B, that it had selected a 56-inch, lOBO 

psig pipeline system design for the l,OB5 mile 

segment between Whitehorse, Yukon, and Caroline 

Junction, Alberta. United States officials 

had informed their Canadian counterparts that 

they preferred a 4B-inch system because they 

felt that it would provide the lowest cost 

of service, a cost that the American gas consumer 

will ultimately have to assume. Deputy Prime 

Minister MacEachen was quoted as saying that 

a key reason his government prefers the 56-

inch version is that the large size pipe is 

currently made by two Canadian companies but 

isn't made in the United States .. " (Emphasis 

added.).§.! 

VIII. Conclusions We Have Drawn From Pine Procurements 

For Canadian Portion of ANGTS 

7. 

A. The nationalistic actions taken by the Canadian Govern­

ment were in violation of the letter and the spirit of the September 

1977 Agreement. 

B. "Quiet diplomacy" failed to persuade the Canadian 

Government to back away from its "Canada only" procurement program 

for the Canadian portion of ANGTS . 

.§./ Page 155, Appendix to Oversight Hearings. 

93-367 0-82-47 
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a. 

C. Congress, the Reagan Administration and the American 

public should recognize that recent Canadian Government procurements 

have traditionally discriminated against foreign goods and suppliers.l/ 

D. Congress and the Reagan Administration must increase 

their scrutiny of our international trade commitments to insure 

that our trading partners fully and faithfully honor their commitments. 

E. We must insure that our trading partners recognize 

that trade is a two-way street. 

F. International trade agreements and commitments are 

too important to be left solely to our trade negotiators. Constant 

and careful attention by Congress to trade is a "must." 

In short, Mr. Chairman, Congress and this Administration 

must, in cooperation with labor and management, strictly enforce 

United States trade laws and international agreements. Specifically, 

our antidumping, countervailing duty, and similar structures are 

designed to neutralize or eliminate trade distortive practices 

which injure U.S. industry and agriculture. We regard these laws 

as essential to maintaining political support for an open and fair 

trading system. An essential part of this system is insistence 

that our trading partners live up to the spirit and the letter 

of international trade agreements. 

Sept. 1981 study, "Discrimination Against Foreign Suppliers 
in Canadian Government Procurement," prepared for AISI by Alan 
wm. Wolff, Esq. and w. Clark McFadden, II, Esq. ~opy of 
Executive Summary i.s Attachment C to this Statement,] 
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IX. Observations Regarding Procurement for the 

Alaskan Portion of ANGTS 

9. 

Up to this point, our statement has focused on past history 

--- the fact that all the large diameter steel pipe for the Canadian 

portion of ANGTS will be furnished by Canadian sources. What about 

our participation in the Alaska portion of ANGTS? 

A. Main pipeline -- 48" Diameter 

Last Tuesday, the Chairman of Alaskan Northwest Natural 

Gas Transportation Company ("Northwest") testified at these hearings 

that "the Alaskan pipeline segment of the ANGTS would be built 

with 48-inch diameter pipe.• If this decision remains unchanged, 

only one American pipe producer, United States Steel Corporation, 

has the capability to produce gas transmission pipe of this diameter. 

We would hope that these hearings will encourage Northwest 

to maximize procurement of 48" pipe pro~~ced by u.s. Steel for 

the main Alaskan pipeline. In making this request, we are merely 

giving practical effect to the October 20, 1981 testimony of North­

west's Chairman: 

"The ANGTS will create jobs for u.s. workers 

and orders for U.S. businesses to provide 

materials, equipment and services in connection 

with the construction ••• of the pipeline •••• 

If, however, some portion of the Alaskan main pipeline system were 

redesigned to permit 42" diameter pipe, at least two and perhaps 

three additional American pipe producers could compete for these 

requirements. 

B. Prudhoe Bay Gas Conditioning Plant 

According to Mr. McMillian, Northwest Chairman, this 

conditioning facility, and related facilities, will cost approx­

imately $3.6 billion (in 1960 dollars). The conditioning facility, 
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the 288-bed residential facility, a cooling unit, a river water 

intake station, access roads and miscellaneous pipelines will require 

the procurement of substantial quantities of steel products. 

We recommend that your action on the waiver package be 

conditioned upon assurances by Northwest that it utilize steel 

products of American origin to the maximum extent possible in the 

construction of the conditioning plant and related facilities. 

X. Why Insist on Maximum Use of American 

Supplies & Equipment? 

First, the potential for cost overruns, given the magni­

tude of the Alaskan portion of the ANGTS project, the remoteness 

of construction sites, and abnormal weather, is substantial. ,cost 

overruns, if they occur, will be borne by the consumer, i.e., 

Amer·ican taxpayers. 

Our experience with nonumental construction projects 

suggests that the use of numerous American suppliers will likely 

minimize construction delays and will maximize timely delivery 

of needed supplies and equipment. 

Second, to insist that Northwest make maximum use of 

American supplies and equipment is merely to take Mr. McMillian 

at his word: 

"The ANGTS wil·l create jobs ••• and orders for U.S. 

businesses •••• • (page 51, Oct. 20, 1981 Testimony). 

Third, the American steel industry is in a "crisis" situa­

tion brought about by unfair imports. The operating rate is falling 

into the 60s and may go to the 50s. Steelworker layoffs are increasing 

weekly. Our whole effort to revitalize and modernize the domestic 

steel indsutry is in jeopardy. Future capital investments in the 

industry, as well as those already announced, are being undermined 

by surges of imported steel. This situation has been brought on 

because certain foreign governments have encouraged their steel 

industires to ship dumped or subsidized steel into the U.S. markets 

in complete disregard of the Trigger Price Mechanism. Your insis­

tence that the Alaska portion of ANGTS be constructed with American 

goods produced by American workers will help restore needed vitality 

to our indu"stry in a time of need. 
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ATTACH!o!ENT A 

DEf'AflTMErn OF STATE 

M A Y. 1 G 1979" 

Dear Nr. Dingell: 

I am pleased to supply further information in 
response to your letter to Secretary Vance of 
Fcbru~rv 6, concerning your Subco~oittee's interest 
in the ~~chanis~s 2~d proceGures established to 
enfo=ce the comoetitiv~ rcquir8me~ts of section 7 
of the US-Canadian AsreemeDt on Principles Appli­
cable to a l~orthern Natur3l Gas Pipeline. I am 
sending a siraila!:' response to ChairDZ.:l Lckhardt . 

. In your joint letter you recalled that the 
Department of State, in testimony before your 
Comni t tee, undertoo}~ to monitor Canadian implemen­
tation of the Agreenent in order to ensure compli­
ance 1-1ith the provisions of section 7--that the 
supply of goocs and services to the pipeline project 
be on generally co:7!petitive terms. 

In support of this undertaking the Department 
of State, in conjunction 1·1i th the Federal Energy 
Regulatory Co::u:tission (FERC) and its Alaskan Gas 
Project Office, has been actively engaged in recent 
months in an intensive series of contacts 1-1ith 
Cnnadian authorities. The purpose of these contacts 
has been to cevelop a Horkable set of procedures 
acceptable to both sides to assure fair and open 
procurement on all segments of the pipeline project. 

As you \.;ill see from the enclosed smmnary of 
US-Canadian consultations, State and FERC ha:ve re~vie\-:ed 
the matter Hith Canadian authorities in considerable 
detail, most recently in consultatio~s in Ottawa under 
paragraph 8 of the Agreement. l'ihi_l_e •,.;e have not yet 
fully ~;orked out all of the necessary.proc.eduies-and 
mechanisws to ensure mutually open procurement, He 

The Honorable 
John D. Dingell, 

Chairman, Subco~~ittee on 
Energy a::1C. Pm·Jer, 

House of Representatives. 
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can de~onstrate useful progress in these consultatio~s 
in ide·ntifying the essential characteristics of those 
procedures and safeguards. 

You will also note fro~ the detailed sur.~ary that 
the Canadians agreed on April 5 to develop a procure­
ment nrocedure that will include: broad access to 
the bidding process, including revie1-1 of the bidders 
list by co~petent U.S. officials; an identification 
procedure for selecting fir;:us that ;:ueet generally co~­
petitive terms, and from this group, the firms that 
can provide ~aximu.-n industrial benefit to Canada; and 

. ~. 

a control process revie,.;ed by the U.S. by 1~hich folloH­
through on procure;nent principles l·:ould be verified. 
l'le expect an . .early response fro;a the Canadians. 

I can assure you that l·le, and the other agencies 
worJ~ing 1vi th us in moni taring Canadian practice in 
this ~atter, Hill scrutinize these Canadian proposals 
closely with a vieH to ensuring ~aximlli~ possible 
openness in the procurement process consistent 1-1ith 
the Agreement, and Hith u.s. and Canadian implementing 
legislation • 

. Ne are' co~fident that Canada ''s interest in mutuai 
access to the bidding process Hill support our efforts 

'to reach an early agreement both on these procedures 
and on the availability of adequate inforffiation to 
permit you to assure your colleas;ues that the procure­
ment process does indeed meet the generally competitive 
terms of the US-Canadian Agree~ent. 

I hope this information and the enclosed summary 
are responsive to your concerns regarding the sub­
stance and frequency of US-Canadian consultations on 
this ~atter. ' 

.. 

sincerrl' · \1 . . fL~t · 
vr~lt 
Dou~las J .,;Bennet, Jr. 
Ass1stant Secretary for 
Congressional Relations 

Enclosure: 

As stated 
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SU~li-:ARY 0? t:?./Cl'.l;.l\OI;';.!J CO:iSULTi>::'IONS 0;\ l;L.l\SKl\N 
GAS I'IPELINE Piiocum::-:ENT ISSUES 

Mav, 1978: U.S. MTN Deleaatio~ rerruested the elimina­
~Canada's 15 perce;t duty o~ J.ine pipe .. 

June, 1978: U.S. l·;TN Delegation reiterated request 
for eliminatio~ of Canada's line pipe duty as a high 
priority HTN request. 

June 25, 1978: Embassy OttaHa inforr.>ed Northern 
Pipleline Asency of USG concerns regarding competi­
tive bidding and access by prospective bidders t6 
tinely inforr.1ation on pipe supply contracts, making 
the follm<ing points: 

U.S. firms should not be arbitrarily excluded 
from p=oviding goods and services for Canadian portions 
of the project and vice versa; 

U.S. and offshore suppliers should not be put at 
a disadvantage through the wording of the line pipe 
bidding specifications; 

The U.S. interest that the ·evaluation of line pipe 
bids be consistent \·lith the obligation to ensure that 

· procureraent be on generally co;npe.ti ti ve termsi 

The U.S. conce:::-n that offshore as Hell as Canadian 
suppliers be considered for 56-inch pipe; 

U.S.· recognition that reciprocal access is required 
·and U.S. readiness to discuss establishing procedures 
to ensure that-Canadian firms have an egual opportunity 
to bid on vJOrk on the U.S. segments of the project; 

U.S. request for government-to-govermc.en t 
consultations in the context of paragraphs 7 and 8 
of the Agreement • 

.Aucust 2, 197 8: Canadian Embassy, \·1ashington, inforr.:ed 
Stat.e and FERC/AGPO of list of bidders to be invited 

·by Foothills Company to bid on pipe supply for Canadian 
segment. List included major U.S. steel firms: U.S. 
Steel, Kaiser, Bethlehem, and Armco . 

.August 31, _1978: Embassy Ottawa request harmonization 
of U.S. and Canadian tariffs on steel line pipe for · 
.Alaskan Gas Pipeline Project. The U.S. request related 



738 

only to lir,e pipe but ,,.,s JP.i:lcle Hithout prejudice to 
possible £t!·~:i..!re requests of a similar nature on other 
items. Th~ U.S. recognized that the lo\.;er tariffs 
it r;oucht H.:>uld be available to other countries '-'tith 
which C~naCa h2.s most-fuvo::-cd-nation traCe agreements. 

The Northern Pipeline Agency said it \Voulcl consult 
with co~cerned GOC ag2ncies, especially the Department 
of Finance, Hhich acL"inisters Canada's tariff code. 

Seotember 15, 1978: Embassy Otta,,·a again raised the 
issue of the C~nadian tariff on steel line pipe·with 
the Northern Pipeline Agency, urging its early 
harmonization Hith the U.S. rate. 

\· 

' 

Sent ember 2S J_21..§_: Embassy OttaHa pressed the U.S. 
request for tariff harmonization on line pipe with 
Finance Hinistry noting that because of the 56-inch 
pipe selection, U.S. producers would be bidding on 
only one-third of the 1.5 million tons of pipe 
required for the Canadian S.£!ction o£ the pipeline, 
and that Canadian steel producers already possessed 
a substanti~l competitive advantage Cue to favorable 
Canadian currency exchange rates and lo~er freight 
costs. · _ ____) 
The Canadian Government responded that it \'lould not \7 
suspend tariffs for the l<laskan· High1·1ay Gas Pipeline-::F-\ 

Octob;'!r. 1978: U.S. N'fN Delegation reminded Canadian 
NTN Dcle<;ation of the U.S. request and emphasized 
the link to the pipeline bidding process. 

October 12, 1978: St~t~ and FERC held formal 
cpnsultations in Otta•.-Ja to express U.S. c.O"ncern 
~egarding the emerging pattern of Canadian impleRen­
tation of the agree~ent on principles Hith respect to 
procurement issue~. The U.s .. side argued that guic1"e:: 
lines should be developed to ensure maximum trans?arency 
in the bidding process so that all interested £irMs 
could p2.rticipate, and to determine \·ihether "generally 
competitive" practices have been observed. The 
Canadians agreed to consider the U.S. guidelines and 
our request to review Foothills line pipe bidding 
procedure. Canadian MTN Delegation was also authorized 
to discuss steel pipe tariff question in the context 
of the HTN. 

Earlv Noverr~er, 1978: Embassy Ottawa and U.S. NTN 
Delegation, Geneva, again raised the issue of pipe 
tariff reduction on an urgent basis, stressing the U.S. 
desire for a reduction in the Canadian duty on line 
pipe. 
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No~::D:'Je:r;:_l_~o_]Ji: The Cz:nadian NTN Delegation 
notified the u .. S .. Z.:'l'~~ Delee c. tiol""l t.h2 t the CcnaG.ian 
Government ,..~auld co:!sider ~dvance ir..plerr.entation 
of the cu.r:-rent C2.n2dia:1 1·1TN forr:u.!la offer under the 
ter;;~s of the HTi-1 .. 

Nove~ber 22. 1978' Secretary.Vance net with GOC 
ministers o.n tr2.de, energy, and other econo8ic issues 
in Otta•.v2... 1~~I?.:::~.~-~-~-~p_:J.t.iou._ed lJ.S ... :.c;nc~:r:::_'":i~h 
the pr_q<;:_u~i!~~:nt_ p_o_l~C::_l~s. of. GOC _c;nd Footn_l-_1_1~. The 
GOC stressed its cc~uitment to procure project . 
materials and services on geoerally competitive terms 
\·lhile ma::-:il:lizing industrial benefits to Canada. The 
u.s. side said it saw no inherent conflict between 
maximizing industrial benefits to Canada and generally 
competitive procU!:2!:'.~nt actio:-~s. Through Hid ely 
publicized biCCing schedules and project specifications, 
and assuring full recip::::::-ccity on both sides of the 
border, USG believed bo~h goals could be met. U.S. 
interest in Maxir..u,>t trc.nspa:cency is di~eoted u.t assur­
ing U .. S. business an oppori.::uni ty to pu.r"ticipute in the 
project, but, more i~po~tantly, at keeping project 
cos~s dmn1 in order to bring home Alaskan gus at the 
lowest cost to the U.S. consumer. 

Dece,'1lber l, 1978' U.S. NTN Deles,"U~ion submitted forl7\al 
reguest for substantial and iw~ediate tariff reductio~s 
on major pipeline components such as pu~ps, turbines, 

"valves, and fittings. Canadian NTN Delegation took 
u.s. request under advise~ent. 

Dece~ber 8-9, 1978' Secre~ary Schlesinger met in 
Ottawa with sen1or Canadian ministers to discuss a 
range of energy natters, including ~he pipeline project. 
The Canadi<m side indicated that Foothj)_!!!..._":'_as_a~_velop­
ing_a draft pro~u;ement p~an which balanced the dual 
Obje·c-fiV·es ·of ·g-enerally com?etitive procuremeat and . ~ 
maximization of Cancdian content.. The Canadians -~ 
ex~~-~-e:_~.-.S~~~ern that _:·Jha_!:~Y.E..~~g£_c~s.~ .. -!:l}._g:~t :::::-

-'l:J"e ag~e~d- fo:::- ;o:a;.:ir.u~2:.:.!.9"_S::f.~.:J.-$.,2.?.~_e;J.GY_,.~o_t __ l.:JI.t~.~_i_e~_e_ 
Wl"fh s·-Eanuard--O~Deline construction_practices.. The 
-u-:-s·:--side rei t~-r-~-tcd·--t-her;;p·c;;;t-;;-~~ t·he-us-G·. Piaced on 

reaching e.g reed procedure fa.::::- achieving transparenc.Y, 
i.e. 1 consultations before bids are let. The U.S. -
side indic2. ted that ,,,e Hould reauire some means for 
assuring co~petitiv8ness and tr~nsparency of procedures 
in line pi?e bidding to demonstr2te fairness in line 
pipe procure~ent. 
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Canadic.n D8nutv ?ri!:"'.~ Hinistcr 1-~acEachen corr.:nenteC! 
to SecretarY s;hlcsingcr on the results of the pipe 
bidding, noting that C~nudia~ scppliers ca~e in 
with the lowes~ hi~s, and tha~ U.S. a~d Eurc?can lJ 
bidders \·::::re not cc:r:::;2titive. One J2.oanese bidder 
was low enough to gu~lify as a contingency supplier. 

~~e U.S. side also stressed the inportance of the 
recent U.S. reques~ for tariff cuts on other pipe­
line components and urged favorcble consideration 
in the context of the !·:TN. The Canadi<~ns xenlied 
that the U.S. request \•10Uld be examined in light 
of overall U.S .. -Canadian balance in the final H'i'N 
package. Canada subsequently agreed to reduce many 
of these tariffs by the "formula .. amount of about 
40 p~rcent. 

;; 
/ 

I Decenber 19, 1978: GOC authorized Foothills 
·Pipeline (YU:~o~n LTD. to opc:1 negotiations Hith tv.~o 

' 
\ 

Canadian s~eel firns, STELCO and IPSCO, on contracts 
to supply steel pipe for the Canadian se~ent of the 
project. The official announce;;>ent cited Foothills' 
evaluation of all the bids sub~itted, including 

·y.--. three from U.S. fir~s, and concluded: "IPSO and 
STELCO have quoted the lo,·;est prices of the North 
American bidGers and are the only ones at present 

\ 
l 

technically capable of supplying the required line 
pip7. ~--~~~~v-~_th~;~eritial to provi~ 
~tLu bene...:1"t to Canada .. 

January 18, 1979: ·Embassy O~ta,;a reiterated u.s. 
concerns on procurecient and on implementation of 
procedures to provide rnaximtL"Il transparency in the 
procurement process to ensure that "generally 
competitive terns~ are seen to be rnet. Consultations 
under par~graphs 7 and 8 ~ere reques~ed. 

__J'he Canadians replie1 that they-~~"-'~-i!l.<'Le_~~e.n:>i.ti..Y~...:.. 
to U.S.. concer!"~~B;.lt fha.~..!G~i' ·Cbi?~9t~n-§L~­

,.,--7 rnen_!:!_I)_g: __ t;f1_e: ;.._gre.t:!~~.!)~ __ Q::L]'_r_i_n_s::_;_pl_~-~ ... {F£E.!_hern 

i 
t 
~ 

Pipeline Ac~), Foothills is recuired- to dev'e;To? 
d-etailed '~niOCedures. ·to -·e!iS'llre ··r;~-;:II;f£at:ton oreana dian 

_!_129:~~St:J;_~al_J.?~.~~~~ft~·-~-£ithi.l1-ge~erci:t~y--co~~.?atrtiVe·~:t-e}::m~ 
The Canadians stressed the existing incentives· for- . 
Foothills to procure at least cost under the incentive 
rate of return formula. 

Consultations were agreed to, bet the date Has sub­
sequently deferred, at U.S. request, pending further 
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· discussions regarding the regulatory di1~ension of 
the nrocurc:::ent oro;:,} c.a.. FEF~C und the J:~a tional 
Ene~~v Board und~rt.ook a series o:f rcculatorv 
cons~ltations in February and !~arch u~der pa~agraph 
9 of t:12: .. _i:.c;r:c.c.~ent. on ?rincioJ. cs ~ ------- . --- -------... . 

h/ ) .. 
( Jm:::5.l 5, 1979: _ A/Jolnt State/FEil.C Dc>lec;ation 
"trL.J.r..elcd-to- Otta\·;a to consult further concerning 

procedures to ensure ge!lerally co:-Jpetitive terms 
and to discuss arr2ngenents for USG access to 
information concerning the line pipe biGs.. The 
Canadian side expressed its intention to consult 
closely 'vi th the USG under t.he provisions of 
paragrc?h 7B regarding procure~ent of all ~ajor 
contract items and asked 0hat kinds of information 
USG \>."auld Hant: to result fro!71 these co:1sult2tions .. 
The U .. S. tec..m said that USG ·~:auld need to kno· ... ~: 
1) 'h11ether gener2.lly com?eti tive cri t.eri2. 1 including 

price c.t!1d reliability of SU??ly, ~oicre 2.pplicd; 
2) The basis of the evaluatiDil of ''benefits to 

Canada" .. 

Both sides 2.greed that procu~e~ent of minor items 
,.,oulc1 be done under normal cor;-.. ;·Tiercial practice .. 
Publication of the winning bid 2.t the conclusion of 
the procure~ent process woul6 assure ad~erencc to 
geoera.lly coi:npeti ti ve procurewent terms and trans­
parency. 

The Canadians said they ,,·auld revie1·1 the U.S. tean.'s 
suggestions 1 consult with Foothills, develop a set 
of guidelines for consultations under paragraph 7B 
of the 1'>grcement 1 2.nd submit them to the USG for 
co~~ent 2.t an early d2.te. Conceptually, the Canadi2.n 
procurement process is likely to include the following 
elements: 

Broad access to the bidding process: Qualified 
U.S. authorities 1vill have a chance to revieH the 
bidders list to ensure that a~l interested firms 
have a ch2.nce to cow?ete. ?he GOC hcs given the U .. S. 
the bidders list on compressors; and on valves 2.nd fittings .. 

A b2.sis-for-aHard process which identifies those 
·firms capcble of meeting .,generally competitive" 
crfteria (including reliability, deliver2.bility, 
quality 2.nd service as well as price) and identifi­
cation, fro~ 2.mong this generally co~petitive group 1 

of those firms capable of providing maximum potential 
industrial benefit to Canad2.; and 

A revie·.., process by l·:hich follo·,,•-through on 
procureme:1t princi?lcs \·:oulc1 be verified. 

The U.S. side assured the C~r.adian tea~ that parallel 
procure~ent transparency ~~~ ~anitoring would be 
required for the U.S. ses~~nts o£ the projcc~ and 
that USG would welco~e Canadian participation in a 
similar monitoring role. 

With respect to consultations on the award of line 
pi:tJe contr2.cts, the t\·lo sides agreed to a proce.dure 
which Honld provide for indepe:odent certification of 
generally competitive ter~s by a Canadian ·churtered 
accountant \'<'hich could form the basis for ap?ropriate 
USG findings to.be avail2.ble to interested parties in 
the U.S. ··· -----· 

-----::::::·--,..,._ 
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: ' 6 ···THE WALL STREET JOl!RNA~ 
· --· Wednesday, Dec. 20, 1978 

'Interprovincial Steel, 
Steel Co. of Canada Get 
$1 Billion Pipeline Job 

811 a WALL STREET JOt:R:;AL StaiJ Reporter 
OTTAWA-Steel Co. of C<Jlada Ltd., To­

ronto, and Interprol'incial Steel & Pipe 
Corp., Regina, have been selected as pri­
mary suppliers of about Sl billion (Cana­
dian) of steel pipe for the Canadir..n s~ction 
of the Alaska Highway natural gas pipeline, 
the Canadian government said. 

Deputy Prime Minister Allan MacEachen 
said he has authorized Foothills Pipe Lines 
(Yukon) Ltd., Calgary,"to "enter into nego-· 
tiations" with the two steel concerns "for 
the procurement of all the 1.5 million tons of 
pipe required for the Canadian part of the 
Alaska Highway project." 

The Canadian section of the project will 
be 2,027 miles long. It includes, 1,085 miles 1 
of 56-inch diameter pipe and other pipe of I 
narrower diameter. 

The Northern Pipeiine Agency, a Cana­
dian regulatory body created to monitor the 
project, said Steel Co. of Canada and Inter­
provincial have quoted the lowest prices of 
North American bidders and are the only 
ones ·at present technically capable of sup­
plying the required line pipe. They also have 
the potential to provide the maximum bene-
fit to Canada." -

The companies were "generally competi­
tive" in price v.ith European and Japanese 
bids, the government said. 

The ruling on the bids comes when Cana­
dian steel mills are producing record vol­

' umes. Canadian steel ingot producticn last 
· week totaled a re·cord 359,590 tons, up 9.1 o/o 

from the previous week and up 25% from a 
year earlier; Statistics Canada said. 
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ATTACH/.!ENT C 

DISCRUIINATION AGAINST FOREIGN 

SUPPLIERS IN CANADIAN GOVERNMENT PROCI.i'REMENT 

A Paper Prepared for the 

American Iron and Steel Institute 

by 

W. Clark McFadden, II 
and 

Alan Wm. Wolff 

VERNER, .LI IPFERT; BERNHARD AND l<!cPEERSON 

September, 1981 

1660 L Street, N.W. 
Suite 1:!.00 
Washington, D.C. 20036 
(202) 452-7452 
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EXECUTIVE Sffi1MARY 

Canadian government procurement has traditionally discrimi­
nated against foreign goods and suppliers. In 1981, the Canadian 
government began to implement ~~e Gove~ent Procurement Code 
agreed upon in the Tokyo Round of the l•!ul tilateral Trade Negotia­
tions. Due to various exclusions in the Code, however, and the 
struc~~e of Canadian procur~~ent, less than ten percent of 
federal procurement and one percent of overall federal and pro­
vincial procurement are expected to be opened on a nondiscri­
minatory basis to foreign goods and suppliers. At L~e same time, 
Canadian goverr~ent officials both at ~~e federal and orovincial 
level have substanti all v increased t...'"le sco!Je a....J.d intenSi t•J of 
discrimination for procurement not covered-by the Code. -

Although these recent developments cannot be measured with 
precision, it appears L~at on balance Canadian procurement will 
retain its predominantly discriminatory character. This is 
especially true at the provincial level. 

Canada's Traditional Discrimination Against 
Foreign Suooliers 

Ample statutory auL~ority exists on which to base federal 
procurement discrimination against foreign sources althou~h no 
law explicitly requires discrimination. Instead, discrimination 
against foreign suppliers has been achieved through a variety of 
administrative measures that favor domestic procurement. 

Historically, the greatest obstacle to foreign products and 
suppliers in federal procurement has been the lack of both publi­
city and open competitive bidding. In inviting fi~s to bid for 
procurement, Canadian officials usually rely on source lists that 
provide priority selection to domestic suppliers. When competing 
against a foreign firm, a domestic supplier is entitled to a 10 
percent premium based on the amount of domestic content included 
in products offered. Finally, standard contract terms generally 
require the supplier to maximize the use of Canadian labor and· 
materials. 

Until recently these discriminatory devices were largely out 
of public view. They were applied wi~~out fanfare, the result of 
unpublished aeministrative._policy and infonnal practice. Except 
when explicitly prohibited by international agreement, L~ese 
domestic preferences have now become highly touted by government 
officials and more systematically imposed. Taken together, they 
constitute a significant bar'rier to foreign products and suppliers 
competing for C~adian government procurement. 
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Recent Changes to Increase Discrimination 
Against Forei~ Suooliers 

The Trudeau A~~inistration took office in early 1980, empha­
sizing Canadian natlonalism ~~d advocating an enhanced role for 
governme::1t procure':lent in providing benefits to Canada. To 
assist domestic firms, several new procurement initiatives were 
undertaken: 

A formal review mechanism was created to ensure that 
national objectives and economic benefits were taken 
into account in procurement awards. 

A source develooment fund was established to subsidize 
Canadian firms,-prirnarily in research and development 
activities, so ~~at L~ey could be competitive in gaining 
government procurement. 

A new profit policy was introduced that would provide 
additional profit on negotiated procurement contracts 
according to value-added in Canada. · 

Various promotional programs were also introduced to increase 
import substitution in gove~~ent procurement, especially for 
subcontractors and small businesses. 

In connection with these new measures, the tone of government 
procurement in Canada became decidedly more nationalistic. Thus, 
the Minister for the Departrnen~ ot supply and Services, Canada's 
chief procurement officer, could state "[T]he primary role of 
procurement is to achieve 'Canadianization.'" 

Canadian gove~~ent efforts to provide purchasing preferences 
to domestic suppliers have gone beyond direct govern~ent procure­
ment. The federal governmen~ has lncreasingly utilized the 
regulatory certification process ~~d L~e investment review process 
to assure purchases for domestic suppliers on major investment 
projects in Canada. 

Overall ~ese recent actions have heightened the discrimina­
tory nature of federal procurement in Canada and extended its 
scope. In this way L~e traditional Canadian procurement system 
has grown more _politicized and more protectionist. 

Imolementation of the New Procurement Code 

On January 1, 1981, the Goverr~ent Procurement Code became 
effective. The Code was designed to reduce discrimination against 
foreign suppliers by ma~ing procurement more visible and even-handed. 
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Although the Code required no amendments to canadian statutes, 
many changes in Canadian prac~~ce are necessarj for procurement 
to comply with L~e Code. Tendering procedures must be revised to 
provide an equal opportunity to fcreign suppliers; premiums for 
domestic content mus~ be elimina~ed; and con~ract conditions 
cannot require a supplier to m~'imimize use of Canadian labor and 
materials. Subsidies, i~creased ~rofi~s and incentives available 
only to domestic suppliers would be outlawed. All of these 
changes will make Canadian procurement practice under the Code 
more transparent and access~ble to foreign suppliers. 

It is too early to assess L~e full impact of the Code on 
Canadian procurement. From all appearances, L~e Canadians are 
proceeding to i~plenent ~e ecce c~~s=~en~iousJ.y -- L~ouqh n~rrowly. 
Rather than servi~g ~o rel~< sc~e of L~e existing restricticns 
against fo=ei~ suppliers i~ Canadian procure~en~, however, the 
procedures required by the Code have been str2ctly confined to 
those purchases subject to the Cede, in effect creating a ~~o 
track federal procuremen~ sys~em. For 1981, only an estimated 
$300-$400 million in Canadian procurement will be subject to the 
Code. 

The relatively small volume of Canadian purchases affected 
by the Procurement Code will mean lit~le new access for forei~~ 
suppliers to Cru>adiru> procuremen~. Indeed, the effects of L~e 
Code would appear to be overshadowed and more L~an offset by L~e 
vigorous efforts of the Canad~an Goverr~~ent to strengL~en prefer­
ences to domes~ic suppliers under i~s traditional procurement 
system. 

Provincial Procurement 

Procurement discrimination against foreign suppliers has 
also been reinforced wiL~in L~e Canadian orovinces. Ontario has 
articulated a far-reachi~g ~~d more aggressive procurement policy 
to favor c~,adian suppliers. Quebec has steadfastly continued to 
provide preferences for L~e procurement of its own goods and 
services. Most of the Atlantic Provinces have recently promul­
gated general statutory preferences for ?rovincial suppliers 
seeking government procu=ement. These preferences have also been 
incorporated in an inter-prov~ncial purchasing arrangement to 
assist suppliers in L~e Mari~ime provinces. 

Even the Western Provinces, which have generally refrained 
from imposing specific proc~rement preferences on domestic sup­
pliers, have made concerted efforts ~o direct the purchasing for 
major investment projects towards local suppliers. 
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Mr. SHARP. Thank you. Does the gentleman from California, Mr. 
Dannemeyer, have any questions? 

Mr. DANNEMEYER. I guess, Mr. Gaydos, one thing is not clear to 
me. I understand that the position of the Congress on this waiver 
package is up or down. We can't amend it in any way at all. 

Isn't that right, Mr. Chairman? 
Mr. SHARP. That is basically correct. We can take it as an up-or­

down vote. There is some discussion about the possibility of taking 
waivers separately, but it would still be up or down. 

There is a third alternative that is obviously conceivable at any 
time. That is that you legislate a new package of waivers. But, if 
that were to be done, of course, any Member of the Congress may 
discharge the Energy and Commerce Committee from the issue 
and, therefore, there could be a vote on the House floor which, if it 
passed, the legislation would be irrelevant. 

Mr. DANNEMEYER. I sympathize with what you are saying. This 
is news to me. Do I understand the Canadians imposed this 15 per­
cent surcharge after the agreement of September 1977, is that a 
correct statement? 

Mr. DAVIS. Mr. Dannemeyer, since we were involved in trying to 
procure orders for the American steel industry in that, what the 
Canadians did was, first of all, change the diameter of the pipe to 
56 inches. 

One of the senior Canadian officials on the floor of the Parlia­
ment acknowledged that the principal reason for doing that was to 
insure that only Canadian pipe would be used on the Canadian por­
tion and thereby exclude the American producers. 

The second thing that we are talking about is subsequent pas­
sage of a statute in 1978 in which the Canadian Parliament en­
dorsed the action of its Canadian Government and said that if the 
pipeline is going to be built across Canada, it will be built only 
with Canadian pipe. 

It can't be any more clear than that from the record contained as 
part of my statement. 

Mr. DANNEMEYER. How does the 15 percent figure get in there? 
Mr. DAVIS. That was a duty. We started out trying to get theCa­

nadians to waive the duty because the September 1977 agreement. 
The 1976 Natural Gas Act, as I remember, Mr. Chairman, talked 
about there would be no penalties imposed on either country on 
the materials. 

Mr. DANNEMEYER. Was the 15 percent in existence in September 
1977? 

Mr. DAVIS. Yes. 
Mr. DANNEMEYER. Was it a condition that that duty be waived? 
Mr. DAVIS. We don't believe it was. That is the reason for the 

efforts of two Secretaries of State and a Congressman to get theCa­
nadians to waive that duty since this was to be a joint project of 
both countries. 

Mr. DANNEMEYER. The fact they didn't waive that 15-percent 
cannot be considered a violation of the agreement of 1977, to speak 
fairly, isn't that correct? . 

Mr. DAvis. You might make that statement. In my statement, I 
don't even focus on the 15-percent duty issue. I focus on two other 

93-367 0-82--48 
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breaches of the agreement, the 56-inch pipe and Parliament saying 
Canadian material only. 

Mr. GAYDOS. If I may respond, there are those who interpret the 
terms of the existing agreement to mean that if proper free recip­
rocal trade were followed, that the interpretation would be that the 
15 percent should have been waived. 

Mr. DANNEMEYER. Under existing law. 
Mr. GAYDOS. Under existing law. The agreement between the na­

tions properly and fairly and equitably interpreted would mean 
that they should have waived that. 

Mr. DANNEMEYER. The Chairman has related to the committee 
members the status of this waiver package. We could enact sub­
stantive law to require that this American portion be built with 
American-produced pipe. 

Is that what you are asking us to do? 
Mr. GAYDOS. Yes. 
Mr. DANNEMEYER. We can't amend the waiver package. But you 

are asking that this committee recommend that the Congress adopt 
a Buy-American provision as a matter of legislative policy for the 
American segment of this pipeline, is that what you are asking? 

Mr. GAYDOS. Not specifically. If I could respond to my colleague 
again, we took the position in the caucus formally that even 
though technically we had a procedural approach or could bring 
this up for an up-or-down vote on the floor, we didn't think that 
would be the best policy to pursue. 

We felt it is such an important issue that it is intricately in­
volved in the interpretation of the agreement. We felt that if we 
took time and came before this group, and made these facts and 
our position known, that it would be discussed and the future ap­
plication, interpretation, future actions under the terms of the 
agreement could be influenced by the position we take before this 
committee and on the floor of the House. 

I want to assure you that the caucus is presently preparing an 
official position for use on the floor of the House during debate per­
taining to the adoption of the package we speak about. 

Mr. DANNEMEYER. The gentleman is far more experienced than 
this member from California. I don't think we are kidding our­
selves, if a waiver package got out of the House before you got the 
law changed, you may never get it changed. 

Mr. GAYDOS. I would defer to my colleague and I think you are 
right. 

Mr. DANNEMEYER. Once that horse gets out of the barn, it is very 
difficult to put him back in. 

Mr. GAYDOS. I would suggest to my colleague he can see the sen­
sitivity of my position, the meaning of it. We are here to try, hope­
fully, to influence those who are calling the shots to take a second 
look at what they are doing on the last leg and to respond. 

Mr. DANNEMEYER. What about the competitive producers of 
American pipe? As a practical matter, how close will our American 
producers come to meeting the price of the Japanese or European 
competitors on this American finger of 700-plus miles? 

Mr. GAYDOS. The American industry has repeatedly in formal 
hearings stated that the American product is competitive. The only 
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problem we have is the failure of the past administration and this 
administration to enforce the trigger price mechanism. 

We have an awful lot of dumping in this country still going on, 
and a lot of this dumping reflects itself in a noncompetitive posi­
tion which it creates, meaning the pipe comes in, it is dumped in 
here and then we have difficulty as an industry to compete with 
this dumped pipe. 

That is why the Steel Caucus has been so persistent with this 
present administration. 

Mr. DANNEMEYER. I think my time has expired. I thank you. 
Mr. SHARP. I thank the gentleman. 
The gentleman from Kentucky, Mr. Rogers, is recognized for 5 

minutes. 
Mr. RoGERS. I sympathize with your interest and the position you 

are taking. What specifically could this committee do, if anything, 
to promote the interest you are speaking of? 

Mr. GAYDOS. When we passed the original resolution, this com­
mittee, the Steel Caucus, was very active on the floor of the House 
in formal positions and informal positions. 

We worked very closely with Chairman Dingell at that time, and 
we continued that close affiliation. Since the passage of the resolu­
tion which ultimately was approved and signed by the President, 
the committee on two--

Mr. RoGERS. Excuse me, I didn't mean to ask you the history. I 
wanted to know what we can do now. 

Mr. GAYDOS. I think at this time pressure can be brought to bear 
upon Mr. McMillian, who's been in constant contact with members 
of this committee, also with the caucus at times, and also the ad­
ministration, in numerous repetitive attempts to influence him to 
take a strong position as far as the last leg of the pipeline is con­
cerned. 

That is, that it use American pipe built in America-in the 
Alaska portion of the pipeline. Also, as I mentioned in my state­
ment, the administration is going to begin to monitor this specific 
pipe coming in from various foreign countries. 

The suspicion is there, and I can't say it is proven fact, but 
where there is smoke, there is fire usually, that much of this pipe 
is coming in at dumped prices. 

Again, I have to go back to what our industry has said on many 
occasions, through the American Iron & Steel Institute, and 
through each specific manufacturer, Republic, United States Steel, 
all of them. They have said, if we have TPM enforced, and there is 
no dumping, and we are put in a position of fair competition, we 
can compete with any foreign country wherever the pipe's made. 

That has been their position. I don't think it's changed. If you 
ask specifically what you can do, the committee can make its feel­
ings known on this matter, both to the administration as to what 
they should be doing as far as enforcing TPM and also to Mr. 
McMillian. 

Mr. RoGERS. I thank the gentleman. 
Mr. GAYDOS. I yield to Mr. Benjamin. 
Mr. BENJAMIN. I would add by saying that not to technically dis­

qualify Americans before you start, in basically either demanding 
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it be 56-inch pipe in Alaska or that the so-called Arctic grade 48-
inch be used, and no American is making Arctic grade 48-inch. 

We do make it. Obviously, Mr. McMillian is in the position to 
disqualify before you even get started. So that is the first thing, use 
the leverage of the committee to make sure you get a fair shake for 
American competition. 

Where we have had outright competition, the Americans have 
won the western leg basically 100 percent, about 160,000 tons of 
pipe. 

On the eastern leg, out of the 588,000 tons, Americans on a com­
petitive basis have won 339,000 or 67 percent. 

However, when you go into Canada where you have 1.4 million 
tons and you have the Canadian restrictions, Canadian pipe only, 
all 100 percent basically went to Canada. 

You can't compete under those terms and laws. So what we are 
saying is, first keep the open competition so that you are not dis­
qualified by the stroke of the pen, and second, as Mr. Gaydos says, 
enforce the 1921, 197 4, and 1979 Trade Acts, together with the 
TPM or trigger price mechanism, to make sure the steel is not 
dumped in this country. 

You give us that fairness and we know we can compete. Basically 
I would say to you if you really wanted to be fair, by the leverage 
that you have as this committee, I would insist on a Buy-American 
preference so we would have the same shake the Canadians had, 50 
percent American and 50 percent Canadian. 

Mr. GAYDOS. It comes to mind again, the words of the Canadian 
Parliament, the words in one of their sessions whereby one of their 
members stated emphatically, unequivocally, the reason why they 
went to the 56-inch pipe was so it would be built with Canadian 
steel, Canadian pipe in Canada. 

That is what they really wanted from the beginning. It seems so 
unfair that they are so exuberant and so intense and unabashed in 
their approach to make sure Canadian pipe is used in Canada 
while we are again as usual, Uncle Sucker. Everybody comes into 
our country and our free market, we talk about how free it is, and 
we end up being on the short end of the stick. 

I think it is about time, of course, I don't want to philosophize 
before my colleagues, but I think it is about time this country 
starts developing the same hardnose attitude a lot of countries 
have in international trade and in interpreting the 1979 Trade Act. 

Mr. RoGERS. I thank my two colleagues for their unexuberant 
statement. 

Mr. SHARP. The gentleman from Massachusetts, Mr. Markey, is 
recognized for 5 minutes. Technically, I think Mr. Corrada was 
here first. 

Mr. CORRADA. I have no questions except to, of course, commend 
the chairman of the steel caucus and our colleague from Indiana 
for their interest in this subject and one in which we will definitely 
be very much aware of their concern. 

Thank you. 
Mr. GAYDOS. I want the chairman to know Mr. Corrada is a very 

active member of the caucus. 
Mr. SHARP. The gentleman from Massachusetts is recognized for 

5 minutes. 
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Mr. MARKEY. Thank you, Mr. Chairman. I want to compliment 
the gentlemen on their statements. We have been speaking today 
about waivers. I guess it is not inappropriate that we talk about 
other kinds of waivers as Mr. Benjamin has pointed out. 

What I would like to know is whether or not in their knowledge, 
the Italian Steel Co. which has already constructed a portion of the 
pipeline, whether or not they have had some assistance from their 
own government in helping to finance their bid for contracts on 
this pipeline. 

Are you familiar with the relationship the Italian Steel Co. has 
with their government? 

Mr. BENJAMIN. Mr. Markey, I can only speak peripherally to 
that. Mr. Davis may want to comment specifically to this project. 
Almost all bids from the Italian steel producers are subsidized by 
their government. In fact, that is a complaint with them. Other 
countries of the European Economic Community, specifically the 
Germans, complain that they can't compete because the Italians 
subsidize so heavily. 

In this instance, I don't find that the color would change. I would 
have to conclude that they were heavily subsidized. 

Mr. DAVIS. Mr. Markey, according to financial analyses that 
have been made of the Italian steel industry, let me just give you 
one company, a major Italian steel producer, Ital-sider is the name 
of the company. 

Let me give you its absence of profits for the last 6 years and I 
would ask you, if you were managing this company in a private 
free enterprise system, whether you think you would still be 
around to participate in the Alcan project. 

In 1975, they lost $78 million. In 1976, they lost $140 million. In 
1977, they lost $425 million. In 1978, they lost $375 million. In 1979, 
they lost $278 million and in 1980, they lost $804 million. 

The only way you can continue to operate with that kind of fi­
nancial record, and I would not call it performance, but a financial 
record, is because the government maintains your operations in 
order to meet social and political objectives. 

Mr. MARKEY. What about in this instance on the bidding? Do we 
see any evidence that the Italian Government will participate in 
helping to finance the Italian Steel Co. 

Mr. DAVIS. They will have to continue to participate and finan­
cially subsidize its operation. 

Mr. MARKEY. Do you think the U.S. steel companies would then 
be at a disadvantage as a result of that? 

Mr. DAVIS. Can we compete with foreign governments, sir? We 
cannot, obviously. 

Mr. MARKEY. So we wind up in a position in which we theoreti­
cally have set up some kind of fair competition but if you look 
behind the scenes, you see the financing available to other coun­
tries. 

In essence, you have to pierce the corporate veil here and see ex­
actly what the relationship is between these companies and their 
government. 

We see our companies really aren't in a position to compete in 
order to gain these contracts. 
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Mr. GAYDOS. We are getting a double whammy for want of a 
better term. The first whammy is, of course, a very intriguing diffi­
cult international problem that has been with us for many, many 
years, even when we had the new Trade Act. 

And that is we are having trouble enforcing TPM, and also gen­
erally the trade laws. In fact, there are several major steel compa­
nies that have prepared and are ready to proceed very shortly with 
antidumping suits under the 1979 Trade Act. 

I can't say specifically, I am checking it, but I would presume 
Italy may be one of them, since you raised the question of whether 
Italy is subsidying its steel industry. It may be. I am not certain. 
But there are going to be members of the European Common 
Market that are going to be definitely named defendants in that 
suit. That is the first whammy. 

The second whammy is where we have our Canadian partners, I 
use that term very advisedly, over here doing their charade and 
their little sidestep and their little dance to make sure that Canadi­
an pipe is used. 

When it comes to American pipe in American territory, that is 
out of the question. They find all kinds of subterfuge. 

Finally, I would say this. There has been a serious technical 
question raised as to whether or not 56-inch pipe was the proper 
determination to be used on the Canadian part. It could be argued 
both ways. 

Supposedly, based upon the information that I have, the better 
technical conclusion would have been to use 46-48-inch pipe. That 
would have been the better thing to do but because the Canadians 
produce 56-inch pipe and we don't, it just seems we get caught in 
both of those vices. 

Mr. MARKEY. I thank you, Mr. Chairman. I thank the gentlemen. 
Mr. SHARP. Gentlemen, let me ask you. Mr. McMillian did testify 

here earlier last week and I asked him about the steel question 
and, the response at that time was not pursued adequately, but was 
stated simply that the competition-quality question was the one 
that had ruled out American firms so far. 

I wonder if you would comment on that. 
Second, as I understand it, he is engaging with United States 

Steel, the possibility of United States Steel expanding their Bay­
town plant and being able to have an effective bid for the pipe. 

But the question arises as to whether that very process, that 
plant expansion would actually delay, would not be able to meet 
presumed construction schedules. 

Of course, the banks haven't committed in terms of coming in 
with the money, but would you care to comment on either of those 
questions? 

Mr. DAVIS. Mr. Chairman, I understand United States Steel 
Corp. and Northwest are and have been in contact. I would hope 
that as a result of some of the testimony that has been presented 
at this hearing that those contacts and conversations and consulta­
tions will continue. 

But in addition to the main pipeline, which is 48-inch, we also 
must focus on all the auxiliary requirements which are substantial 
in and of themselves, and the sourcing for these requirements is 
not limited to only one American concern. 
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There are a number of American concerns that ought to be en­
couraged by Mr. McMillian .and his proponents, the project spon­
sors, to find ways and means of utilizing American material, 
American labor for the construction of this portion of the line. 

Mr. GAYDos. If I may add I checked the producer this morning, 
and as a result of those discussions and consultations, a representa­
tive of the United States Steel has assured me that their existing 
facilities can handle the order in a timely fashion; it would not con­
stitute a delay, and all the technical requirements could be met. 

Mr. BENJAMIN. Mr. Chairman, I have never heard the quality 
issue introduced before. 

So I don't know and don't have any reason to believe that quality 
could be the answer for the substitution of Canadian noncompeti­
tion for American competition. Like my colleagues, I know that the 
steel companies in America who are interested in pursuing at least 
the Alaskan leg of this are prepared to go forward. 

Mr. SHARP. I am sure many of us feel very strongly that we cer­
tainly ought to have an opportunity in this process and ought to be 
the beneficiaries of the extraordinary sums of money that are 
going to be spent creating a number of jobs in this country. 

I am not sure I am clear, perhaps I should be addressing Mr. 
McMillian again and not you people, but as I understand it, the 
one problem you raised was what happened in Canada. 

The other problem was the potential contracts in Alaska. Is the 
competition there not from Canadian firms, but rather from Japa­
nese and others? 

I am assuming that is a wider range of competition. In other 
words, any kind of petition we may make to the Canadian Govern­
ment is not going to be particularly relevant to what happens in 
Alaska. 

Mr. DAvis. That's correct, it could be worldwide sourcing. That 
brings us back to what Congressman Markey was talking about, 
the fairness of American workers and American management 
having to compete with governments that are saying we want a 
portion of that job, and we shall quote whatever price is necessary 
and we shall make sure our companies come out all right on it. 

Mr. SHARP. Gentlemen, I certainly appreciate your testimony 
and your interest. I know that many of our committee members 
who could not be here this morning are particularly interested in 
this aspect of the problem, and undoubtedly will be expressing 
themselves on it to you, me and to others in the Congress. 

We appreciate your testimony. 
Mr. GAYDOS. The steel caucus thanks the committee for its indul­

gence. 
Mr. SHARP. Thank you. We will have our State witnesses at this 

time and then break for lunch after that. 
Now we will have Mr. Hasten, chairman of the Illinois Com­

merce Commission; and Mr. Don Newman, director, Washington 
Office, State of Indiana. 

A number of States were invited. Several may yet wish to testify 
before completion of our hearings, but at this time, we are delight­
ed to have, I believe, two witnesses. 

Perhaps Mr. Hasten is not with us this morning. 
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We are delighted to have you, Mr. Newman, representing the 
State of Indiana, with us this morning. 

STATEMENT OF DON M. NEWMAN, DIRECTOR, WASHINGTON 
OFFICE, STATE OF INDIANA 

Mr. NEWMAN. Thank you, Mr. Chairman, members of the sub­
committee. The hour is late. The State of Indiana has prepared a 
three-page testimony, and essentially what we have attempted to 
do here is two things. 

My old econ. prof. would probably say it is a heroic attempt to 
capsulize the essence of the problem in the first two pages, for 
those in the State that are not familiar with this issue. 

And essentially, the last paragraph sets out the position of the 
State of Indiana. I will forego reading the first two pages. 

Mr. SHARP. Without objection, we will make that a part of the 
record. 

Mr. NEWMAN. Thank you, Mr. Chairman. 
If I may, I will share with you the State's position on the issue of 

waivers. We in Indiana do genuinely believe that the natural gas 
option as an alternative to electricity, oil, and other forms of 
energy should be maintained for Indiana consumers and that 
healthy competition should exist among these forms of energy for 
the best interests of the consumers. 

Therefore, even though the cost of natural gas from Alaska, with 
such waivers of law as may be necessary, may appear to be uneco­
nomic in the short term, we must not forfeit consumers' future op­
portunities with respect to such gas. We empathize with the diffi­
cult decisions facing Congress and the administration on this issue. 

Thank you, Mr. Chairman, that is the statement. We have coun­
seled with some of the experts back in the State. 

We would be happy to entertain questions if there are any. 
[Mr. Newman's prepared statement follows:] 
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STATEI-1ENT OF DOll 1·1. NE\HI,JI.N, DIRECTOR, riPBHINGTON OFFICE, STATE OF I!IDL"liA 

MR. CHAIRMAN, MEMBERS OF THE SUBCOMMITTEE, YOU ARE FACED WITH A 

MOST DIFFICULT TASK IN FORMULATING A SOLUTION TO THE CONTINUATION OF 

FINANCING FOR THE ALASKAN NATURAL GAS TRANSPORTATION SYSTEM CANGTS)' 

You HAVE GIVEN MUCH OF YOUR TIME AND EFFORT IN RECEIVING TESTIMONY 

AND WEIGHING INTERESTS ON THIS SUBJECT. HOWEVER, FOR MY OWN PURPOSES, 

LET ME SEE IF [ CAN SYNOPSIZE AND RESTATE THE PROBLEMS AS [ PERCEIVE 

THEM EVEN THOUGH [ ENGAGE THE DANGER OF OVER SIMPLIFICATION, 

[N 1957, A VERY LARGE OIL AND NATURAL GAS RESERVE WAS DISCOVERED 

AT PRUDHOE BAY IN ALASKA, THE OPEC OIL EMBARGO ABOUT FIVE YEARS LATER 

EMPHASIZED THE NECESSITY OF OBTAINING THESE ENERGY RESOURCES, CONGRESS 

RECOGNIZED THE IMPORTANCE OF BRINGING THIS GAS TO THE LOWER 48 

AHER!CAN MARKET BY ENACTING THE ALASKA NATURAL GAs TRANSPORTATION 

AcT OF 1975, ANGTS CONSISTS OF A GAS CONDITIONING PLANT AT PRUDHOE 

BAY; A 745 MILE PIPELINE FROH PRUDHOE BAY RUNNING SOUTH ALONG THE 

EXISTING OIL PIPELINE RIGHT-OF-WAY AND THEN SOUTHEAST ALONG THE 

ALASKA HIGHWAY TO THE CANADIAN BORDER; THE CANADIAN SEGHENT RUNS 

APPROXIMATELY 1500 MILES TO CENTRAL ALBERTA AND FORKS INTO TWO LEGS; 

THE WESTERN LEG CARRIES GAS TO THE SAN fRANCISCO AREA; AND THE 

EASTERN LEG WILL CARRY GAS TO THE CHICAGO AREA. THE TWO LEGS ARE 

BEING LARGELY PREBUILT TO CARRY CANADIAN GAS TO THE LOWER 48 STATES, 

AND THE WESTERN LEG HAS BEEN COMPLETED ON SCHEDULE AND UNDER BUDGET, 

THE COMPLETE ANGTS \~OULD COVER APPROXIMATELY 4/lfJO 1111LES. 

THE BASIC ECONOMIC PROBLEM OF THE PROJECT IS THAT THE COST 

HAS ESCALATED FROM $10 BILL!ON.IN 1975, IN AS SPENT DOLLARS, TO 

A CURRENT PRICE TAG OF $34.5 BILLION. THE DOUBT OF ECONOMICAL 

VIABILITY OF THE PROJECT NOW IS FURTHER EXACERBATED IF DECONTROL 

OF NATURAL GAS IS OBTAINED AND OIL PRICES DO NOT RISE FASTER THAN 

1 
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THE COSTS OF THE PROJECT. THE PIPELINE SPONSORS HAVE BEEN TOLD BY 

THE FINANCIAL COMMUNITY THAT IT WILL BE IMPOSSIBLE TO OBTAIN 

FINANCING FOR THE PIPELINE UNDER CURRENT LAW, 

FAILURE TO COMPLETE ANGTS WOULD FURTHER CREATE A SIGNIFICANT 

U.S.-CANADIAN PROBLEM, THE UNITED STATES HAS CONSISTENTLY ASSURED 

CANADA THAT CONSTRUCTION OF ANGTS IS OUR GOAL. PRESIDENT REAGAN 

RECENTLY STATED IN A MESSAGE TO PRIME MINISTER TRUDEAU •THAT THIS 

PROJECT IS IMPORTANT NOT ONLY TO THE ENERGY SECURITY OF NoRTH 

AMERICA, BUT ALSO AS A SYMBOL OF U.S.-CANADIAN COOPERATION,• 

BuT, EVEN WITH THESE SIGNIFICANT ECONOMIC AND FOREIGN RELATION 

PROBLEMS, THE REMAINING POLITICAL PROBLEMS LOOM LARGEST, BECAUSE 

OF THE EXTRAORDINARY DIMENSIONS AND COMPLEXITY OF THE ANGTS, CONGRESS 

ENVISIONED THAT A SPECIFIC WAIVER OF LAW MIGHT BE NEEDED TO REMOVE 

OBSTACLES TO •EXPEDITIOUS CONSTRUCTION AND INITIAL OPERATION,• THE 

PRESIDENT SUBMITTED A WAIVER PROPOSAL DEALING WITH SEVERAL PROVISIONS 

OF THE LAW. (THOSE JUST TECHNICAL IN NATURE WILL NOT BE DISCUSSED,) 

GENERALLY, THE PRESIDENT'S PROPOSAL WOULD: 

1 - ALLOW PRODUCERS OF PRUDHOE BAY GAS TO FURTHER 
PARTICIPATE IN THE OWNERSHIP OF THE ALASKAN 
PIPELINE SEGMENT AND THE GAS CONDITIONING PLANT 
SEGMENT WITH PROPER CONTROLS AND RESTRICTIONS, 

2 - INCORPORATE THE GAS CONDITIONING PLANT WITHIN 
THE ANGTS WHICH WOULD THEN ALLOW THIS COST (AT 
LEAST $3 BILLION) TO BE RECOVERABLE FROM THE 
RATEPAYERS THROUGH FEDERAL ENERGY REGULATORY 
COMMISSION (FER[) - APPROVED TARIFFS ALONG WITH 
PIPELINE CONSTRUCTION COSTS. 

3 - ALLOW BILLING FOR TRANSPORTATION THROUGH THE ANGTS 
BEFORE THE SYSTEM IS COMPLETED AND THE GAS BEGINS 
TO FLOW, UNDER CERTAIN SPECIFIED AND LIMITED 
CIRCUMSTANCES, 

IT IS THIS LAST PROPOSAL IN T~E WAIVER THAT POSES THE GREATEST 

POLITICAL PROBLEM, IN ESSENCE, IT PROVIDES A CONSUMER GUARANTEE THAT 

THE CONSTRUCTION INVESTMENT WOULD BE REPAID EVEN IF THE PIPELINE WERE 

2 
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DELAYED OR EVEN NEVER USED, lr WOULD PASS THE RISKS TO THE CONSUMERS, 

AND SEEMINGLY STILL RETAIN THE REWARDS FOR THE SPONSORS, HOWEVER, 

THE FOUR MAJOR BANKS SERVING AS FINANCIAL ADVISORS TO THE SPONSORS, 

BANK oF A~1ERicA, CHASE ~1ANHATTAN, CIT I cORP AND MoRGAN GuARANTY, HAVE 

RECOMMENDED PRE-BILLING AS THE ONLY WAY TO SECURE FINANCING, SHORT OF 

FEDERAL GUARANTEES, BOTH THE CONGRESS AND THE ADMINISTRATION HAVE 

INDICATED THAT FEDERAL GUARANTEES AT THIS TIME ARE UNACCEPTABLE, 

THE POLITICAL QUESTION TO BE ANSWERED BY THE CoNGRESS IS HOW MUCH 

REGULATORY PROTECTION OF CONSUMERS MUST BE GIVEN UP IN ORDER TO 

OBTAIN AN ENVIRONMENT OF REGULATORY AND FINANCIAL CERTAINTY THAT 

WILL FACILITATE FINANCING FOR THE ANGTS. 

WE IN INDIANA DO GENUINELY BELIEVE THAT THE NATURAL GAS OPTION 

AS AN ALTERNATIVE TO ELECTRICITY, OIL AND OTHER FORMS OF ENERGY SHOULD 

BE MAINTAINED FOR INDIANA CONSUMERS AND THAT HEALTHY COMPETITION 

SHOULD EXIST AMONG THESE FORMS OF ENERGY FOR THE BEST INTERESTS OF 

THE CONSUMERS. THEREFORE. EVEN THOUGH THE COST OF NATURAL GAS FROM 

ALASKA, WITH SUCH WAIVERS OF LAW AS MAY BE NECESSARY, MAY APPEAR TO 

BE UNECONOMIC IN THE SHORT TERM, WE MUST NOT FORFEIT CONSUMERS' 

FUTURE OPPORTUNITIES WITH RESPECT TO SUCH GAS, WE EMPATHIZE WITH 

THE DIFFICULT DECISIONS FACING CONGRESS AND THE ADMINISTRATION ON 

THIS ISSUE, 

3 
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Mr. SHARP. Thank you. 
Do my colleagues have questions? The gentleman from Califor­

nia, Mr. Dannemeyer. 
Mr. DANNEMEYER. I want to make sure I understand what you 

have said. Is the State of Indiana supporting this waiver package? 
Mr. NEWMAN. We are essentially supporting whatever has to be 

done in dealing with what is obviously a finite limited resource of 
energy that may offer some hope for our resource in the long term. 

Mr. DANNEMEYER. It sounds to me like you are hedging a little 
bit. I don't want to put you on the spot, but the question, is the 
State of Indiana supporting this waiver package? That could be an­
swered yes or no. 

Mr. NEWMAN. I am thinking that in general the answer would be 
favorable. 

Mr. DANNEMEYER. Well, you know, I spent 3 years in Indiana 
going to school. People from that part of the State speak more 
clearly than that, sir. 

Mr. NEWMAN. It seems to me, Mr. Dannemeyer, that, especially 
on this issue, you are being faced with developing a perfect answer 
with imperfect and incomplete information. 

I am not sure that the State of Indiana is in a position to advo­
cate that, absolutely, the waiver package should be supported un­
equivocally. They would defer to the judgment of this committee, 
especially, since you have reviewed hours of testimony and hun-
dreds of pages of information. , 

I would hesitate to impose Indiana's judgment on a committee 
that knows so much more about this subject than we know. 

Mr. DANNEMEYER. Thank you, Mr. Chairman. 
Mr. SHARP. The gentleman from Massachusetts? 
Mr. MARKEY. How about, let me just ask you a specific question 

on the part of the pipeline. I don't know if you have had an oppor­
tunity to look at it. But there is a part of the pipeline, a condition­
ing plant, that, as the gas comes out of the ground, it has to go 
through a conditioning plant to remove certain properties. 

Well, some of those properties are very valuable for use as petro­
chemical feedstocks, natural gas liquids. Under the original bill, . 
the cost of that plant was to be borne by the producers. And that 
cost was approximately $3 billion. 

And now the cost is shifted over under this waiver to the rate­
payer. So you get the principle at $3 billion plus 18-percent interest 
for an indefinite period of time. Now, you have got a problem here 
that the pipeline might never be finished, but yet, this plant would 
still be able to function in removing these liquids from the natural 
gas, benefiting the producers, but in no way benefiting ratepayers, 
as the ratepayers have to continue to put an extra buck fifty a 
month on their bills in perpetuity to pay off an uncompleted pipe­
line. 

Do you have any problem with that? Is that a provision that you 
might find to be objectionable in terms of the shifting of the 
burden of responsibility for the financing, especially on this part of 
the plant, where a substantial amount of the benefit is to be ac­
crued to the producers, rather than to the ratepayers. 

The conditioning plant will give them this byproduct that is very 
valuable to them. 
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Mr. NEWMAN. Mr. Markey, that is addressed in this testimony. I 
believe it is on page two; where we recognize the passage and 
transfer of the burden from- the sponsors to the consumers, and es­
pecially in the area of the $3 billion production plant. 

There is a concern on the State's part in protection of its citizens 
about that transfer of the burden. We address it tangentially and 
then speak to the issue of long-term benefits. 

I understand you have to vote up or down on this waiver package 
and that you cannot temper this particular issue. 

Mr. MARKEY. We could get a new waiver package. They could 
send another to us. 

Mr. NEWMAN. I think that would be worthy of consideration, es­
pecially in this particular proposal. That there ought to be some of 
the benefits that go with some of the burdens to the consumers. 

Mr. MARKEY. So you would recommend a new set of waiver pro­
posals be sent to the Congress? 

Mr. NEWMAN. I think on this particular point that your position 
deserves support. · 

Mr. MARKEY. So if it is all or nothing at all, then you say nothing 
at all, send us a new package that deletes especially this particular 
offensive provision? 

Mr. NEWMAN. I am not acquainted with the technicalities of the 
waiver package to the point where you could handle it as an 
amendment. You are telling me you cannot. That you have to 
either vote this up or down. That is my understanding. 

I do share your concern, the State shares your concern about the 
burdens to the consumer without any of the benefits, especially on 
the conditioning plant. 

Mr. MARKEY. So if we don't have an option, you would say to 
reject it? 

Mr. NEWMAN. No, sir. 
Mr. MARKEY. If we cannot amend it legislatively, you would 

prefer for us to go to a completely new proposal rather than accept 
this one? 

Mr. NEWMAN. I do think your concern about the lack of sharing 
the benefits with the consumers, especially on the conditioning 
plant along with the burdens, is well taken. 

Mr. MARKEY. Thank you. 
Mr. SHARP. Thank you, Mr. Newman. We appreciate your help 

this morning, and we will possibly be having several State PUC's 
testifying at a later time. We had hoped to get all the State wit­
nesses in at the same time, but that didn't work out. 
· Thank you very much. 

Mr. NEWMAN. Thank you, Mr. Chairman. 
Mr. SHARP. The subcommittees will stand in recess until 2 

o'clock when we will return to this room. 
[Whereupon, at 12:23 p.m., the subcommittees were recessed, to 

reconvene at 2 p.m., the same day.] 

AFTERNOON SESSION 

Mr. SHARP. The subcommittee will come to order. We will contin­
ue our hearing on the Alaska natural gas pipeline waivers. 
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Our panel this afternoon begins with representatives of the U.S. 
gas industry: Mr. George Lawrence, president of the American Gas 
Association; and Mr. Jerome McGrath, president of the Interstate 
Natural Gas Association of America. 

Gentlemen, welcome. We are delighted to hear from you. We 
will, of course, make any written testimony a part of the record. 

If you wish to summarize, that will be fine. We are delighted to 
hear from you. 

STATEMENTS OF GEORGE H. LAWRENCE, PRESIDENT, AMERICAN 
GAS ASSOCIATION, AND JEROME J. McGRATH, PRESIDENT, IN­
TERSTATE NATURAL GAS ASSOCIATION OF AMERICA 

Mr. LAWRENCE. Mr. Chairman, I am George Lawrence, president 
of the American Gas Association, and I would ask that my pre­
pared statement be made a part of the record. 

Also, Mr. Chairman, we are in receipt of the letter of October 22, 
from you and Chairman Udall, asking some seven specific ques­
tions, and we received this in the office only yesterday. We have 
had a chance to look at it. I am prepared in my summary to re­
spond to you. But we would also ask that a more detailed written 
response to this letter also be made a part of the record in a few 
days. [See p. 866.] 

Mr. SHARP. We will be happy to do that. Thank you. We are 
sorry you had such a short time on the specific questions. 

Mr. LAWRENCE. Thank you, Mr. Chairman. I will summarize 
mine in 7 or 8 minutes, if I may, and make a few basic points, and 
also respond to some of those questions included in your letter. The 
energy potential in the State of Alaska is enormous. It is not only 
the 26 trillion cubic feet of proven reserves on this project, but the 
total resource base including reliable potential resource base esti­
mates which are now about 177 trillion cubic feet. 

As we point out in the summary part of the prepared testimony, 
this project when it initially goes onstream would replace some 
400,000 barrels a day of imported oil and could be very easily ex­
panded to replace 600,000 barrels per day. 

Now, demand for this gas will exist, particularly when we do 
remove the market restraints, that we have come before your com­
mittee several times recently to discuss, contained in the Fuel Use 
Act and the incremental pricing provisions of the Natural Gas 
Policy Act. Because of the efficient environmental advantages and 
because of its economic competitiveness, coupled with removal of 
these restraints, we are convinced there will be a growing demand 
and marketability of this gas. 

If I might refer you briefly to page 3 of my prepared testimony, 
there is a summary of the comprehensive gas supply projection 
that the American Gas Association's Gas Supply Committee pub­
lished a year ago after 2 years of very comprehensive, detailed 
study. 

We see there four scenarios of different ranges of gas supply. 
One that would focus a total self-sufficiency for the United States. 
One that would have a North America focus. One that would incor­
porate moderate world imports and one on which there would be 
an unrestrained focus on the gas option worldwide. 
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It focuses on not only the lower 48, but all the principal supple­
mental supplies of gas: Synthetics from liquid hydrocarbons; cer­
tainly gas from Alaska; from Canada; Mexico; LNG imports and 
coal gasifications; new technology contributions from the lower 48; 
in particular, tight formations; and, other new technologies. 

We note in the lower 48 range that in each instance we have 
adopted for the year 2000 a range of conventional lower 48 State 
natural gas, in the range of 12 to 14 trillion cubic feet. This is in 
line with other major estimates that have come forth including 
that of the previous administration and quite in line with that of 
the current administration in its National Energy Policy Plan No. 
3. 

What this says to us, Mr. Chairman, Mr. Dannemeyer, is that we 
have never been accused of being pessimistic at the American Gas 
Association on the potential gas supply, and our ability to expand 
the gas options contribution. 

But we do see conventional gas supply falling off in the outyears 
of 1990 and beyond the year 2000. The conventional lower 48 State 
supplies, as much as would like them to be, are not a panacea of 
long-term contribution to this Nation's energy options. 

Herein we find one of the principal problems that we in the nat­
ural gas industry have always faced. There is always a tendency to 
compare one natural gas supply source with another. I am fearful 
that we have some of that here on this particular issue. 

That we are looking to the lower 48 States as perhaps a more 
economic and more preferable long-term supply of gas preferable to 
the Alaskan alternative. And while we certainly encourage and 
support full development of the lower 48, it is not a panacea. We 
are going to need the Alaskan alternative. 

You will note that in three of the four options, the Alaskan por­
tion of the estimate calls for 3 trillion cubic feet or around 10 per­
cent of the total. Also, I would call to your attention that Canadian 
and Mexican gas import estimates, particularly in the North Amer­
ica focus, which we think is probably the most logical scenario, 
calls for 2 trillion cubic feet from both Canada and Mexico. 

I might point out that if, for some reason, this project does fail, 
and we do default on our previous and more recent commitments 
to the Canadians, that this might have an adverse effect on the 
ability of Canadian supply for long term, and perhaps throughout 
North America. It might also spill over to our relationships on the 
Mexican supply. 

So the net result of these alternatives are that in our projections 
to the year 2000, looking at gas supply from every source, the Alas­
kan resource base is the key to this long-term supply. 

If I might turn to four of the points contained in your letter, in 
the questions, one goes to the marketability and price of this gas. 
As has been restated here many times, the project sponsors have 
proposed an overall average price in 1980 dollars of between $4.65 
and $5.10 per million Btu. One of the things we have gone through 
very recently in all of the estimates of accelerated decontrol is 
what is the competitive market price for gas. 

And I think there has been a continual movement toward real­
ism there. That the competitive market for gas is that which will 
compete in the industrial market. These ranges of $4.65 to $5.10 we 
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find will compete in the industrial market especially if we ar~ able 
to remove the market restraints of incremental pricing and fuel 
use acts. 

So we think Alaskan gas can compete with residual fuel or im­
ported oil in the industrial market. But that is not, certainly, the 
only demand option for this gas supply. We think we are going to 
have, in several nontraditional markets, a much higher value and 
increasing gas demand in such categories as cogeneration of elec­
tricity and methane-fueled vehicles, in gas air-conditioning, in 
select use of a gas where the clean burning attributes of gas are 
used to enhance the burning of coal. 

It is also one of our projections that in the mid-1980's, the in­
creased gas supply together with the ability of gas to enhance the 
use of coal, could come pretty close to making this Nation energy 
self-sufficient. So our answer to that question is that the market­
ability and demand for this gas from Alaska is there. 

As to this business of always comparing gas with other alterna­
tive supplies of gas, I invite your attention to the fact that some of 
the long-term supplies of energy are not only imported oil, but they 
are various forms of electricity, whether coal or nuclear generated, 
or from shale oil or liquified coal. And when you compare the capi­
tal efficiency of this project, that is, the energy delivered per dollar 
invested, you will find that it is more capital efficient than those 
long-range energy alternatives of shale oil, coal liquids, coal gener­
ated electricity. 

Turning to the question of whether this will have an adverse 
effect on proposals to deregulate or accelerate the deregulation of 
the field price of natural gas, we think not. This project won't come 
onstream until certainly 50 percent of the gas will be deregulated 
by virtue of the Natural Gas Policy Act, come Jan. 1, 1985. 

And the proposals that the Administration and others are seek­
ing that might or might not succeed, but they are seeking, would 
certainly deregulate the remainder of the gas in the later part of 
the 1980's. In any event, whether there is the accelerated deregula­
tion or not, if we stay on the path of the Nat ural Gas Policy Act, 
the 50 percent will be deregulated in 1985. The existing flowing gas 
that will not be deregulated will be essentially depleted in 1990. 

So we think these lower 48 State projections of conventional nat­
ural gas supplies in the range of 12 to 14 trillion cubic feet are 
probably in the ballpark. So we are going to need this new supply 
and it won't have the adverse effect on deregulation. 

As to the point of the comparative risks to the consumer if we do 
move forward with these waivers, I think actually, we don't see 
any technical risk of failure to complete this project. The only risk, 
if you could call it that, is one of delay. Even if all three segments 
are not c~ompleted by the time the FERC sets as the target date for 
the present billing to commence we do not see any substantial 
impact on the consumers. 

Just to go back over the numbers Secretary Edwards mentioned 
this morning, the present billing costs are 32 cents for the condi­
tioning plant-these are per month-80 cents for the Alaskan por­
tion, and 98 cents for the Canadian portion. 

And not all three, but no more than two of those could be ap­
plied at any one time. So there could not possibly be more than be-
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tween 1 and 5 percent increase of the average residential consum­
er's bill imposed by the present billing procedure. 

And I think it is important to stress there that it is not an 
either-or situation. It is a matter of time on this particular billing. 
If there is advance billing, it is still going to reduce the out-term 
cost of debt on this particular project. A cost of debt the residential 
consumer and other consumers would be asked to bear at some 
point in time, anyway. 

So we really don't see any adverse economic impact on the resi­
dential consumer, and we represent some 300 natural gas distribu­
tion companies, and they serve 160 million of these consumers. 
Ours are the companies that have to go before the State commis­
sions, that have to meet the various consumer groups, and incur in 
some cases the wrath and indignation over what has been about a 
20- to 22-percent price rise at the burner tip over recent years. 

So we are very concerned about this point. But we don't see this 
as an adverse risk to the consumer. To the contrary, if this project 
is not built, and the alternative to that consumer, the residential 
consumer, is imported oil, or No. 2 home heating oil at a substan­
tially higher price, or electric space heating or electric heat pumps 
at a higher price, that risk to the consumer is greater. 

The final point addresses your question: Would there be intoler­
able competition between pipelines for this gas? Again, we think 
not. The 10 pipelines will be serving distributors and consumers in 
48 of the 50 States. Only Hawaii and Vermont will be left out of it. 

Again, to the contrary. If this project is not built and these par­
ticular pipelines who are relying on this Alaskan gas supply as a 
significant part of their long-term supply projections are forced to 
seek alternative gas supplies, it could increase competition by bid­
ding up the field price of lower 48 gas or by going for other sources 
of gas supply that might be higher priced. 

But again, I hope the focus will not be on stressing competition 
between our pipelines or our gas companies, but the focus could be 
on the alternate forms of energy for which the economics, environ­
mental desirability, and security of supply are inferior to those of 
this project. 

Thank you, Mr. Chairman. 
[Testimony resumes on p. 816.] 
[The statement of Mr. Lawrence and attachments follow:] 

98-367 0-82-49 
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TESTIHONY OF GEORGE H. LAI)RENCE 

PRESIDENT OF THE ru~RICAN GAS ASSOCIATION 

BEFORE JOINT HEARINGS BY THE 

HOUSE ENERGY AND COHHERCE SUBCOMNITTEE ON 

FOSSIL AND SYNTHETIC FUELS 

AND THE HOliSE lNTERIOR AND INSULAR AFFAIRS SUBCOHHITTEE 

ON ENERGY AND TEE ENVIRONMENT 

ON PROPOSED 11AIVERS FOR 

THE ALASKA NATURAL GAS TRANSPORTATION SYST&~ 

OCTOBER 27, 1981 

Introduction: 

Mr. Chairman and members of the Committee: 

I am George H. Lawrence, President of the American Gas 

Association (A.G.A.). We represent nearly 300 natural gas 

transmission and distribution companies, serving over 160 million 

consumers in all 50 states. On behalf of these companies, I 

am pleased to appear before you today to ~affirm A.G.A.'s strong 

support for the Alaska Natural Gas Transportation System. This 

project is as important today as it was when Congress approved it 

in 1977. We urge expeditious approval of the proposed waiver 

package. The project sponsors and the financial community have 

stated at these hearings that unless the waivers are approved 

this pipeline cannot be built as pl-anned. As you review this 

waiver package, which wil~ determine whether this project will 

get private financing, three important points need to be 

considered: 

a The energy potential of Alaska is enormous. A.G.A.'s 
Gas Supply Committee estimates that proven Alaskan 
natural gas reserves on the North Slope are 26 trillion 
cubic feet (Tcf), while total potential gas resources 
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for all of Alaska are 177 Tcf. 

e Domestic gas energy supplies are essential for our 
national security. If there is another oil supply 
cut-off, Alaskan gas could replace 400,000 barrels/day 
of OPEC oil. The system could easily be expanded to 
replace 600,000 barrels/day of foreign oil, if 
necessary. 

e Even if there are no oil supply disruptions, there is 
a large market for Alaskan gas. The demand for gas, 
particularly when unrestrained by the Fuel Use Act 
and incremental pricing, is high. Natural gas is the 
cleanest fossil fuel and its use has many environmental 
advantages. 

TAPPING ALASKA'S RESOURCES IS A STEP 
TOWARD ENERGY SECURITY 

The largest oil and gas field on the North American continent 

was discovered in 1968 at Prudhoe Bay on the Alaskan North Slope. 

This gas resource is an important part of total u.s. energy 

supplies. Contracts to deliver over 22 Tcf of gas through the 

Alaskan pipeline have already been negotiated. This represents 

over 11% of all proven U.S. reserves. 

The A.G.A. Gas Supply Committee, which is made up of senior 

gas industry executives, considered all the gas supply options 

through the year 2000. After two years of analysis, the Committee 

developed four scenarios, or supply pictures, for the year 2000. 

Each scenario projected that gas supplies would be adequate for 

u.s. needs and each scenario included estimates for conventional 

gas production in the 48 states, for gas imports from Canada and 

Mexico, for LNG,l/coal gas, SNG,~/ tight sands gas,ll and for gas 

from nonconventional sources.i/ 

1/ LNG is an acronym for liquefied natural gas. 
II SNG is synthetic natural gas made from natural gas liquids or 

oil products. 
ll The Committee's estimate for tight formations included gas from 

western tight sands and eastern Devonian shale. 
il Nonconventionals include gas from occluded coal seams, peat, 

biomass, urban waste, geopressurized brine and other sources. 
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In order to assure adequate supplies, each of the Committee's 

supply pictures assumed that the u.s. "ill tap that important 

Alaskan gas resource. Although Alaska's contribution to total 

supplies varied, every scenario includes Alaskan gas. Each of 

our four supply pictures is set out below: 

GAS SUPPLY SCENARIOS IN YEAR 2000 (TCF) 

NORTH MODERATE I'IORLD 
SELF AMERICAN I'IORLD CONVENTIONAL 

SUFFICIBNCl FOCUS IMPORTS GAS EHPHASIS 

LOI'IER-48 12-14 12-14 12-14 12-14 

SNG FRON 
LIQUID 
HYDROCARBONS 0.3 0.3 0.3 0.3 

ALASKAN 3.0 3.0 1.5 3.0 

CANADIAN l.O 2.0 2.0 2.0 

HEXICAN 0.1 2.0 2.0 2.0 

LNG IHPORTS 0.7 0.7 2.5 4.0 

COAL GAS 3.5 3.5 1.5-2.5 1.5-2.5 

TIGHT 
FOR!-lATIONS 1.5-5.0 1.5-4.0 1.5-3.0 1.5-3.0 

MISC. NE~\1 

TECHNOLOGIES l.0-2.5 l.0-2.5 l.0-2.5 l.0-2.5 

TOTAL 23.1-30.1 26.0-32.0 24.3-30.3 27.1-33.1 

I mentioned, just a few moments ago, that Alaska's total 

potential gas resources are 177 Tcf. Of this, at least 26 Tcf are 

proven North Slope reserves. The total Alaskan resource base breaks 

do"n as follows: 



Potential 

Probable 
Possible 
Speculative 

Proved 

Reserves 

Total Resource 

Potential 
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4. 

ALASKAN GAS RESOURCESl 
(in Tcf) 

Onshore2 Offshore3 

6 
16 
.28 

2 
13 
80 

Total 

8 
29 

108 

32 

177 

The United State~ cannot afford to ignore this energy resource 

when we continue to import between 5 and 6 million barrels of 

oil every day at great cost to our balance of payments and our 

security. 

ALASKAN GAS IS IMPORTANT TO 
NATIONAL SECURITY 

Our analyses (which are attached) show that natural gas 

can replace foreign oil quickly in the event of another supply 

disruption. The Alaskan pipeline could offset nearly 400,000 

barrels of oil per day for the next 25 to 30 years. Additional 

planned compressor capacity could enable the pipeline to deliver 

enough gas to replace about 600,000 bbl/day. 

The difference that Alaskan gas could make in our balance·of 

payments is dramatic. Domestic gas could keep as much as $7 billion 

from flowing out of the country the very first year of the 

!I Sources: Potential Gas Committee, Potential Supplv of Natural 
Gas in the United States as of December 31, 1980, 
Golden, Colorado, Potential Gas Age~cy, Colorado 
School of Mines, 1981; and the 1979 statistics from 
A.G.A.'s Committee on Natural Gas Reserves. 

2/ Onshore drilling depth to 30,000 feet. 
ll Offshore water depth to 1,000 meters. 
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pipeline's operation. Over the life of the system, well in 

excess of $100 billion in foreign oil payments (constant 1981 

dollars) can be saved. 

THERE \"/ILL BE A STRONG DEMAND 
FOR ALASKAN GAS 

Gas demand, in both traditional and nontraditional markets, 

~1i 11 continue to grow. Gas wi 11 continue to compete with oil 

in the residential market. In 1980, v1e added 1.1 million house-

holds to the residential gas market. Nearly half of these 

households were converted from oil to gas heat. However, 

conservation, high efficiency appliances, gas heat pumps and pulse 

combustion furnaces may offset residential growth. Our industrial 

demand, hoHever, continues to groH although He face many legal 

marketing restrictions (such as the Fuel Use Act and incremental 

pricing). Industrial gas demand to date is already up 8.2% over 

last year. For example, last year gas displaced 456,000 bbl/day 

of oil, (over 1978 consumption levels), principally in electric 

poHer plants that got exemptions from the Fuel Use Act. But 

because of legal and other restrictions, 286,000 barrels of foreign 

oil Here used last year in place of gas. If gas demand restrictions 

Here lifted, initial deliveries of Alaskan gas could help recapture 

this market. Furthermore, forecasts of unrestricted gas d~mand, 

from independent sources, range from 7 to 15 Tcf of industrial gas 

usage in the year 2000. For example, the National Energy Policy 

Plan III predicts that industrial gas use Hill groH about 1 trillion 

cubic feet - to 9.2 Tcf. This groHth in industrial demand alone 

Hould absorb all the pipeline's Alaskan gas. 

Furthermore, nontraditional gas demand will increase. Gas is 

a premium fuel Hith many uses. NeH markets are developing for 
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gas-fired cogeneration and gas air conditioning. Gas is also 

a clean and inexpensive transportation fuel. Many fleet owners 

around the country have converted their vehicles to use both 

natural gas and gasoline with substantial financial and air 

quality benefits. Because it is the cleanest fossil fuel, gas 

can also offset air pollution from coal or oil facilities. In 

.areas where air pollution is a problem, select use of a small 

proportion of gas with coal can actually increase coal use. In 

considering the need for this pipeline, we should keep the true 

value of Alaskan gas in mind. As supplies increase, more gas 

can be used for environmental purposes tvherever a clean burning 

fossil fuel is needed. 

SUM/<IARY 

A.G.A. believes that Alaskan gas is a vital domestic resource. 

In the past, we strongly supported Alaskan gas production. lve 

continue to support Alaskan production by respectfully urging this 

Committee to approve.the proposed waivers .. 

Thank you for the opportunity to appear before you today. If 

you have any questions, I would be pleased to answer them. 
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B. Executive Summary of Major Conclusions 

Substitution of l Tcf of natural gas imported from Canada 
or Mexico for an equivalent amount of OPEC oil would produce a 
benefit to the U.S. as high as $1.3 to $3.5 billion annually 
in terms of an improved U.S. balance of trade and stabilizing 
impact on world oil prices. The assessment of benefit is 
derived in the following manner. 

a Direct Effect on the U.S. Balance of Trade. $0.6 to 
$1.7 bllllon annually could be directly saved because 
a greater portion of a dollar spent on energy imports 
from Canada and Mexico is likely to be returned to the 
U.S., in the form"of increased U.S. exports to these 
countries, than of a dollar spent on imported OPEC oil. 
This estimate assumes that (a) Canada and Mexico on one 
hand, and OPEC on the other hand, each spend an equal 
portion -- 20% -- of an additional dollar of income on 
imports; and (b) both approximately maintain their 
historical proportion of imports from the U.S. vis-a-vis 
the rest of the world -- 70% for Canada and Mexico, and 
18% for OPEC. 

a Effect on World Oil Prices. ~0.7 to $1.8 billion could 
be saved as a result of the reduction in the demand for 
OPEC oil which, if accomplished as part of a larger 
overali program to lessen demand for OPEC oil, could 
help moderate OPEC oil price increases. For a reduction 
of 500,000 B/D from a six million B/D level in 1981, 
the oil price could be $0.34 to $0.90 per barrel lower, 
assuming that the price elasticity of demand ranged 
from -0.61 to -0.07, and that the price elasticity of 
supply was 0.25. In other words, the cost of all U.S. 
energy imports would decrease relative to the cost which 
would prevail without the reduction in oil demand, 
resulting in direct savings in foreign energy payments 
of $124 to $328 million annually for each remaining 
million B/D of oil imported by the U.S. This benefit 
would also accrue if imports of LNG -- even from OPEC 
countries -- were substituted for OPEC oil. 

• Effect on the Value of the Dollar. An additional bene­
fit which would accrue from substituting Canadian or 
Mexican gas for OPEC oil is an increase in the stability 
of the U.S. dollar. Over the 1973-1979 period, OPEC 
accumulated a current account surplus of $255 billion 
(cumulative), nearly all earned in U.S. dollars. With 
its dollar holdings already sizable, OPEC is much more 
likely to want to convert a surplus dollar into another 
currency than are Canada and Mexico with their more 
limited dollar holdings, thus increasing the supply of 
dollars in the foreign exchange market, and possibly 
depressing th~ price (exchange rate). Moreover, as 
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implied above, a greater proportion of an additional 
dollar of OPEC income is likely to become surplus than 
is an additional dollar of Canadian and l1exican income. 

This analysis excludes any second-order domestic or inter­
national economic effects, as well as any impact on domestic 
energy prices, that could arise as a result of the U.S. in­
creasing its North American gas imports. 

c. Background 

In the fourth quarter of 1977 the value of the U.S. dollar 
declined more than 6% on international markets.l/ A further 
decline of more than 10% was experienced before President Carter's 
November 1978 announcement of monetary policy and currency 
intervention measures, to support the dollar. 

The cause of this dramatic slide in the value of the dollar 
has been much debated. Among the culprits cited have been infla­
tion, the differential in economic growth rates between the U.S. 
and its trading partners, increasing U.S. oil imports, and 
excessive speculation in the foreign exchange market. However, 
the blame is most often placed simply on the deterioration 
in the U.S. current account balance {i.e., balance on merchan­
dise trade plus services and transfer payments). Exhibit 1 
illustrates the close correlation between the value of the dollar 
and the U.S. balance on current account.~/ 

A major contributor to the deterioration in the current 
account balance was an increasing oil import bill. Therefore, 
reducing dependence on OPEC oil is frequently advanced as a 
means of protecting the foreign exchange value of the dollar. 
Since the price of natural gas imports is now more closely 
tied to the OPEC oil price, it is sometimes said to be of no 
benefit as regards foreign exchange to substitute natural gas 
imports for OPEC Jil imports. This conclusion is erroneous 
because it ignores three important facts: 

{l) The dollar decline was not caused by a simple 
relationship between current account balances 
and foreign exchange rates, rather by the 
interaction of factors such as an upward shift 
in expectations concerning the U.S. inflation 
rate and u.s. oil imports needs, a downward 
shift in expectations of future growth rates of 

1/ The value of the dollar was measured as an index 
of the trade-weighted average exchange rate against the 
currencies of ten countries - Belgium, Canada, France, 
Germany, Italy, Japan, the Netherlands, Sweden, Switzer­
land, and the United Kingdom. 

2/ During 1979, the foreign exchange market was 
sufficiently skeptical of the long-term-ability of the 
U.S. to reduce its deficit - and its inflation rate -
that the dollar remained depressed even though the current 
account was in surplus for two quarters. 



+6 

773 

-4-
Exhibit 

COMPARISON OF MOVEMENTS IN THE FOREIGIJ EXCHANGE VALUE 
OF THE DOLLAR AND THE U.S. BALANCE ON CURRENT ACCOUNT 
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Legend: Balance on current Account 
Foreign Exchange Value of the Dollar 

Note: The foreign exchange value of the do1lar is graphed with 
a one period lead to allow for reporting delays in balance 
of payments data, as well as the fact that the foreign 
exchange market looks for a consistent pattern, and not 
a one-month aberration before reacting. 

SoUrce; u.s. Department of Commerce, survey of Current Business, 
various issues. 
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U.S. trading partners (i.e., the u.s. ability 
to export) , as well as the increased supply of 
dollars which resulted from u.s. current account 
deficits. 

(2) There are intrinsic differences between imports 
from OPEC and non-OPEC countries which impact some 
of the factors mentioned above. These differences 
include the marginal propensity to import - both 
in total and from the u.s. in particular, and 
existing dollar holdings. 

(3) Changes in the u.s. demand for oil imports impact 
the world price of oil. 

D. Methodology and Assumptions 

This analysis is largely qualitative, relying on histor­
ical relationships and quantitative examples to illustrate the 
relative economic advantages to the u.s. of importing natural 
gas from Canada and Mexico rather than oil from OPEC. No 
definitive numerical forecast is made of these advantages for 
two reasons: (1) estimates of some of the relationships do not 
exist; and (2) even if they did, the interactions are suffi­
ciently complex as to require simultaneous solution via a 
computer model, but a world model that successfully integrates 
these factors is not currently available. 

The hypothetical examples which are used in the analysis 
are premised on the following assumptions: 

e u.s. imports from Canada and Mexico could be increased 
significantly in the near term -- by at least one 
annual Tcf (see Appendics A and B). 

o An additional Tcf of natural gas would displace a Btu 
equivalent in~rease in crude oil imports from OPEC --
0.5 million barrels per day (MMB/D). 

~ In the parity case, gas would be priced at the border 
at $6.03/MMBtu; the oil at $35.00/barrel. Note that 
these ar~ exactly equivalent on a Btu basis. For parity 
to the final consumer the gas price at the border would 
be lower since transportation costs are higher for gas 
than oil. 

o In the current pricing example, Canadian gas is assumed 
to be priced at $4.94/MMBtu at the border, Mexican gas 
at $4.82/MMBtu, along lines of recent announcements by 
both governments. 

o If the U.S. did not import the additional 1 Tcf of North 
American gas imports or the 0.5 !1MB/D of OPEC oil, it 
would not be produced within the short-term time frame 
of this analysis. Further, the price of the remaining 



775 

-6-

supplies would be unchanged or would fall. Therefore, 
the national income of the producing country would 
decrease if the u.s. did not import the additional 
supply of energy. 

E. The Marginal Propensity to Import - from the u.s. 

Canada and Mexico have historically obtained a very high 
proportion of their total imports of goods and services from 
the u.s. - 70%, on average, over the 1973-1979 period. In con­
trast, the OPEC countries imported only 24% from the U.S. in 
1973 and 1974. By 1979, u.s. imports accounted for. only 15% 
of total goods and services imported by OPEC ~see Exhibit 2). 

If the u.s. were to purchase an additional Tcf of gas 
from Canada and Mexico, at a parity price, the combined national 
incomes (Gross National Product) of those countries would 
increase by $6 billion.~/ Alternatively, the U.S. could purchase 
0.5 ~~B/D of oil from OPEC, increasing their national income 
by the identical sum of $6 billion.i/ Assuming for the moment 
that for each additional dollar of income, Canada, Mexico and 
OPEC would import an additional $0.20 of goods and services 
from the rest. of the world (i.e., have a marginal propensity 
to import of 0.2), total imports of Canada and Mexico or of 
OPEC would increase $1.2 billion (0.2 x $6 billion). 

If the historical proportions hold true· on the margin, 
however, then Canada and Mexico would have a marginal propen­
sity to import from the u.s. of 0.14 (0.2 x 70%), but OPEC 
of only 0.036 (0.2 x lS%).5/ Therefore, although the u.s. 
energy import bill would remain unchanged, u.s. export revenues 
would inyrease $0.8 billion if gas were imported from Canada 
and Mexico compared to only $0.2 billion if oil were imported 
from OPEC. In other words, the projected 1981 current account 
deficit of $4.9 billjon would be reduced at ~east $0.6 billion 
by substituting gas imports for oil imports._/ 

3/ $6 billion represents only the direct income 
effect. In fact, income would increase-by considerably 
more due to additional employment created by investment 
in and operation of the export projects. 

4/ As is the case with Canada and Mexico, $6 billion 
represents only the direct income effect. Indirect effects 
are likely to be smaller than for Canada and Mexico since 
the oil would already be flowing, but at a slower rate. 

5/ As Canada and Mexico expand their imports, it 
is certainly possible that a greater than historical 
proportion will be purchased outside the u.s. However, 
the proportion is unlikely to approach OPEC levels in 
the foreseeable future. 

6/ Projection of current account deficit from Wharton 
Econometric Forecasting Associates, Inc. Annual and Industry 
Forecasting Model, Post-Meeting Control _Solution, November 1980. 
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COMPARISON OF RELATIVE TENDENCIES TO IMPORT FROM THE U.S. 
CAN~DA AND MEXICO VERSUS OPEC 

__ C_anad ian Import::"~ of Goods and Services Mexican Imeor t s of Goods and Services ____ 0~--~C?rts of Goods_and Services 
u.s. as a u.s. as a u.s. as a 
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of merchandise imports to imports of ~oods and services on a balance of pnyments hnsl~ dcrJVf•d for yean> for whir:h ail data were Dvailnble. 
1\ jndgmentally-derivl.'d, representative OPF:C ratio was used for Qatar for which no balance of payments data were available. 

Tmpons from U.S. - U.S. Department of Commerce, ~~~~_E!._Current:._Rus!_~~· Canadi:m nnd HexlC"an data from .June iRsues. ti.S. lntt~rnnti(lnal 
Transactions, Tahles lU and 10/\. OPE-:C data from March 19RO issue, p.S1. 
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The improvement in the current account would, in fact, 
be even greater than described above because Canadian and 
M.exican gas is priced below pu.r i ty. One 'l'c f of Canadian yu.s 
at the current $4.94/MMBtu would cost the U.S. $4.9 billiou 
in import expenditures and return $0.7 billion ($4.9 billion 
x 0.2 x 70%) in export revenues. Similarly, Mexican gas 
would cost $4.8 billion and return $0.7 billion. Thus, the 
u.s. would gain an additional $0.5 billion in export earnings 
while saving $1.1-$1.2 billion by importing Canadian and 
Mexican gas rather than OPEC oil in the current pricing scenario 
(see Exhibit 3). Total savings are thus $1.6-$1.7 billion at 
current prices, given the assumed marginal propensities to import. 

F. The Marginal Propensity to Import - in Total 

In the preceding hypothetical example, Canada, Mexico and 
OPEC were assumed to have a marginal propensity to import (NPI) 
of 0.2. Despite great fluctuation of these ratios in recent 
years -- particularly for OPEC -- it is not unreasonable to 
expect .the MPI's for OPEC and Mexico to be in the 0.2 range 
in the short term (zero to five years), and perhaps slightly 
higher for Canada. 

The quadrupling of oil prices in the wake of the 1973-1974 
OPEC embargo resulted in a large and unexpected OPEC current 
account surplus- $68 billion in 1974. During the next four 
years, many OPEC countries instituted grandiose projects for 
rapid industrialization which, when combined with only small 
increases in real oil prices and slow growth of oil demand, 
reduced the surplus to $5 billion in 1978. The marginal pro­
pensity to import during the 1974-1978 period compared to 1973 
was .73 (see Exhibit 4). 

This trend changed abruptly in 1979. The warning of the 
Iranian revolution against too rapid social change combined with 
the number of project failures during the preceding four years 
resulted in sharply limited import arowth. These factors 
should continue to prevent further rapid growth of imports in 
the future, resulting in OPEC's MPI remaining near its 1979 
level of .18. 

7/ The MPI's reported in t~is section are only very 
rough-approximations due to difficulties in data availability. 
The income measures are. not COhlpletely comparable -- Gross 
National Product was used for Canada, Gross Domestic Product 
for Mexico, and export revenues plus a crude measure of 
return on investment for OPEC. Further 1 the MPI's were esti­
mated on the basis of total annual changes in imports and 
income when they should be meusured as the response of imports 
to a very small change in income. Finally, the MPI's should 
be measured in real terms due to the differential in infla­
tion rates between the income of the importing country and 
the· value of its .imports. 
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Cost 

$4.94 
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EXHIBIT·3 

ILLUSTRATION OF BALANCE OF TRADE BENEFIT TO THE U.S. 
-OF SUBSTITUTING IMPORTS OF CANADIAN AND MEXICAN GAS 

- AT CURREN'f PRICES AND AT PARITY PRICES - FOR OPEC OIL 

Assumptions 
(2) 

Percent of Additional 
Income Spent on Imports 

(%) 

20% 
2.,.. 
20 

0 percentage points 
0 percentage points 

20% 
20 

percentage points 

(3) 
Percent of Additional 

Imports Purchased 
from U.S. 

( %) 

70% 
7Q 
18 

52 percentage points 
52 percentage points 

70% 
18 

52 percentage points 

Impact on U.S. 
(4) 

Additional U.s. 
Expenditures on 
Imported Energy: 
(1)x10l5 Mf.1Btu 

S4.9 
4.8 
6.0 

Sl.1 
Sl. 2 

S6.0 
6.0 

so 

Billion S Per Quadrillion Btu 
(5) (6\ 

Jtdditional U.s. 
,Export Revenues 

(4)x(2.)x(3) 

S0.7 
0.7 
0.2 

$0.5 
$0.5 

S0.9 
0.2 

S0.5 

Change in u.s. 
Balance .of trade 

' (5)- (4) 

{'-4.2 
-4.1 

'-5.81 I 

"' I 

S+1.6 
S+l. 7 

S-5.2 
-5.8 
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g: 

1973 

Average: 1974-19i8 

1974-1978 Average vs. 
1973 

1978 

1979 

1979 vs. 1978 

Income.!/ 
(billion $) 

$124.1 

177.1 

$53.0 

$193.7 

222.8 

$29.1 

EXHIBIT 4 

ESTIMATim MARGINAL PROPENSITIES TO IMPORT OF CANADA, MEXICO AND OPEC 

Canada 

Imp or to 
of Goods 

and Services 
(billion $) 

$30.9 

50.1 

$19.2 

$59.4 

70.3 

$10.9 

Estimated 
Marginal 

Propenoity 
1.1t1Eort.~] 

(%) 

36.2% 

37.4% 

to 
Incomcd/ 

(billion $) 

$49.6 

74.4 

$24.8 

$92.6 

ll9. 9 

$27.3 

Mexico 

Imports 
of Goodo 

and Services 
(bill :loa 

$4.4 

7. 9 

$3.5 

$14.5 

20.9 

$6.4 

$) 

Estimated 
Marginal 

Propensity to 
I~ort2/ 

(%) 

23.4% 

OPEC 
Estimated 

Imports Marginal 
of Goods Propensity 

Incomd/ and Services lmEor!J,/ 
(billion $) (billion $) (%) 

$39.5 $36.0 

134.7 105.6 

$95.2 $69.6 73.1% 

$151.9 $149.8 

239.3 165.3 

$87.4 $15.5 17.7% 

Note: All data from International Monetary Fund, Im.:ernational Financial Statistics as reported in the Wharton Econometric Forecasting Associates, Inc. 
international databases unless otherwise noteG.. 

!/ Gross National Product. Reported in Canadian dollars and converted by application of exchange rates. 

2:.._/ The estimated marginal propensities to import re!Jresent only very rough b.pproxiootions. MPI's were cla.lculated for 1974-1978 as an average because 
of great annual variations during this period -· ?rimnrily as a result of the large 1974 OPEC oil price increase and subsequent adjustment, as well 
as the 1976 devaluation of the Mexican peso. This introduces considerable error since the ·MPI 11hould properly be measured as the response of 
imports to smnll changes in income. Further, the MPI should be calculated in real terms due to the differential in inflation rates between .the 
income of the importing country and the value of ita imports, but reliable price deflators were. not avnilable for many OPEC countries. 

]./ Gross Domestic Product. Reported in Mexican pesos and converted by npplication of exchange rates. 

i/ Estimated by summing exports and approximnted return on investment. The, latter was calculated by applying the three-month Eurodollnr interest , 
rate for a given year to the outstanding current account surplus, i.e., the current year'o ourplus plus the accumulated surplus of prior years. 

2./ Data on imports were missing for Iran, Iraq and Kuwait for some years, afd were estimated by applying a ratio of value of merchandise impo_!ts to 
importo of goods and services on a balance of payments basis derived for, years for which all data were available. A judgmentally-derived;,_ 
representative OPEC ratio was used for Qatar for which no balance of payilents data were available. 

to 

I ... 
0 
I 

-1 
-1 
c.o 
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On the other hand, both Canada and Mexico require imported 
capital goods and technology in order to develop their indus­
trial base. Canada, although a developed country, "is still 
heavily dependent on raw and semi-finished export earnings 
to finance its growing need for imported high technology and 
manufactured end products."V Mexico's National Industrial 
Development Plan "calls for a fast and massive development of 
Mexican industry, largely by private enterprise, and the trans­
formation of Mexico from a net importer of industrial goods into 
a net exporter."V This development program has been largely 
responsible for the increase in Mexico's MPI from its 1974-1978 
average of 0.14. to its 1979 leve.l of 0.23, and may result in 
further increases over the next few years. .· iu though in the long 
run -- as the industrial development programs of Canada and 
Mexico succeed -- their MPI's will decline, import growth should 
remain strong for at least the next five years. 

Not only do tanada and Mexico plan more rapid import growth 
than OPEC, but they are more in need of income to finance 
those imports. As Exhibit 5 illustrates, the foreign exchange 
earnings of these: two countries have not kept pace with their 
import expenditures, resulting in consistent deficits in their 
balance on current account since 1974. The deficits have beer 
financed by borrowing abroad and by drawing on reserve assets 
(b~sically comparable to a savings account with overdraft 
privileges used to meet foreign exchange obligations). Thus, 
lack of income could be a constraint to increasing imports. 

This is clearly not the case with OPEC countries. At 
year-end 1979, they had an accumulated current account surplus 
of, $255 billion. An additional $115· billion is estimated to 
have been added to this total during 1980. Moreover, they 
have been unable to find sufficient investment opportunities 

-to absorb all their surplus capital, so they have accumulated 
over $80 billion in reserve assets since 1973 (see Exhibit 6). 
If OPEC was in need of additional imports it would not be 
necessary to increase their income in order to finance them. 

In light of the foregoing discussion, it is likely that 
the estimated 1979 level of MPI's will approximately prevail, 
at least in the short-term. Therefore, for purposes of this 
analysis, inspection of Exhibit 4 indicates that an MPI of 0.2 
for Canada, Mexico and OPEC represents a conservative assumption. 

y Daryl! G. l~addingham, The Canadian Balance of Pay­
ments to the Year 2000, Royal Bank of Canada, November 1979, 
p. 65. 

V James Flanigan, 11 Mexico's Drive to Industrialize, 11 

Forbes, October 19, 1979, p.42. 
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Exhibit 5 

COMPARISON OF ~ALANCE ON CURRENT ACCOUNT 
CANADA AND.MEXICO VERSUS OPEC 

(g:j.llioiis ot: u.s. dqll.;iri>) ·· 

Canada Mexico ~ 

1973 $0.1 $.,.1. 4 $7 

1974 -1,5 -2,9 68 

1975 -'!,7 -~.0 35 

197E -3.9 ,..3.4 40 

1977 -4.1 -1.8 32 

1978 .,.4.4 -2.6 5 

1979 ,..4,.; .,.4,5 68 

1973-1979 $-22.9 $-20.6 $255 

Sources: Canada 4nd Mexico ~ International Moqetary Fund, Balance of 
Payments Yearbook, various issues. 

OPEC - International Monetary Fund, Annual Reoort 1980. 
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Exhibit 6 

COMPARISON OF CHANGES IN RESERVE ASSETS 
CANADA AND MEXICO VERSUS OPEC 

(billions of u.s. dollars) 

Canada Mexico 

$-0.9 $0.06 

-0.03 0.02 

-0.2 0.2 

0.6 -0.7 

-1.4 0.4 

-0.4 0.4 

-0.8 0.4 

$-3.13 $0.78 

OPEC 

$3.7 

31.6 

ll.8 

3.8 

10.3 

-6.0 

21.5 

$81.1 

Sources: Canada and Mexico, and OPEC (1973-1975) - International 
Monetary Fund, BaJ.ance of Payments Yearbook, various 
issues. 

OPEC (1976-1979) - International Monetary Fund; 
Annual Report, various issues. 



783 

-14-

G. The Monopsony Effect 

The preceding sections have demonstrated that the U.S. 
balance of trade would improve due to increased export earnings 
if the u.s. replaced OPEC oil with imports of natural ~as from 
canada and Mexico, even at a Btu parity price. In fact, the 
balance of trade should be further improved by a reduction in 
expenditures for energy imports. 

It is widely agreed that changes in the U.S. demand for 
oil imports have some impact on thP. world oil price. This 
is known as the monopsony effect.!.~./ However, the magnitude 
of the price impact for a given change in demand is subject to 
considerable uncertainty. The impact is determined by the 
price elasticities of demand and .supply - for which there are 
wide ranges of estimates. 

Hypothetical price impacts for reducing oil import demand 
0.5 MMB/D in 1981 were calculated assuming a short-term price 
elasticity of demand of -0.07 and -0.61, and a short-term price 
elasticity of supply of 0.2s.ll/ World oil consumption was 
assumed to be 60.5 MMB/D (equivalent to the estimated 1980 
consumption level) at a price of $35.00/barrel. The esti­
mated reduction in price ranged from $0.34/barrel for a demand 
elasticity of -0.61 to $0.90/barrel for a demand elasticity of 
-0.07 (see Appendix C for derivation). 

The price reduction would reduce U.S. import expenditures 
by $0.34-$0.90 times the total volume of imported oil and gas. 
Further, it would reduce the cost of all domestic energy sup­
plies which are tied to the price of world oil. This reduction 
in U.S. energy costs would not only improve the balance of 
trade, but also directly-reduce inflation through lower. indus­
trial production costs and lower consumer fuel costs.l2/ 

10/ This is not to say that prices will decline in 
the face of demand reduction (although discounts might 
be offered were the reduction sufficiently large and 
sudden), but rather that prlces will rise somewhat more 
slowly. The effect is particularly pronounced in the 
event of a supply disruption occurring in only a few 
specific countries, since the lower base demand would 
probably result in some excess capacity among the re­
maining suppliers. 

!!/ Elasticity assumptions taken from Rodney Lemon, 
11 The Direct and External Benefits of Reducing Oil Imports," 
Energy Topics (Chicago, Illinois, Institute of Gas Tech­
nology, October 1, 1979). 

1~/ These benc"-its would al~o accrue if i~;ort~ of 
LNG - even from OPEC countries - were substituted for 
OPEC oil. 
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Clearly, the reduction in demand for OPEC oil resulting 
from increased North American pipeline gas imports would not, 
by itself, be likely to have a measurable impact on OPEC oil 
prices. Producers could, in fact, choose to simply reduce 
production while keeping prices constant or while raising 
prices to keep revenue constant. In order for the monopsony 
effect to have a good probability of effectiveness, increased 
North American gas imports must be undertaken as part of a 
larger overall program of reducing demand for OPEC oil. 

H. Eurodollar Supply and Demand 

Of an identified financial surplus of $236 billion invested 
by the oil exporters over the 1974-1979 period, only $55 bil­
lion was invested in the U.S. - in bank accounts, government 
and corporate securities, and direct investments such as r8al 
estate.~/ Thus, during this period, OPEC held 181 billion 
more U.S. dollars than they wanted to invest in the U.S. 

$11 billion was converted to sterling and deposited in 
banks in the United Kingdom or otherwise invested there. $90 
billion was deposited in banks in the Eurocurrency market.l4/ 

The Eurocurrency market is estimated to have a gross size 
of $900 billion, but when interbank deposits are netted out, to 
be only $400 billion.gl U.S. dollars comprise approximately 
80% ($320 billion) of the market. 

The deposit of $90 billion was thus a .sizable infusion 
into the Eurodollar market. Unfortunately for the dollar, 
OPEC did not want to hold the entire amount in dollars, but 
diversified among deutschemarks, yen, Swiss francs and other 
currencies. By late 1977, U.S. cu~re~t account deficits and 
OPEC diversification had resulted in a large supply of dollars 
for which there was no demand. The U.S. inflation rate was 
worsening, current account deficits seemed very likely to 
continue gro,..;ing, and most major countries already held larg·e 
stocks of dollars. Since supply exceeded demand, the price 
of the dollar -- its exchange rate -- fell. 

13/ Data on disposition of the surplus are from: 
John Hein, ''Recycling Oil Surpluses: A Look at 'OPEC II''' 
(The Conference Board, August 1980). The data include 
investments by Bah~ain, Brunei, Oman, and Trinidad and 
Tobago, as well as the 13 OPEC members. 

14/ Eurocurrency is a bank deposit in a currency 
other than that in which the bank is located. Thus, any 
dollar deposited in a bank outside the U.S. is a Eurodollar. 

15/ Statement of Henry C. Wallich reported in 
Federal Reserve Bulletin, August 1979, p. 612. 
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In the future, as the price of oil continues to increase, 
OPEC's dollar surpluses will continue to mount. With its dollar 
holdings already sizable, OPEC is much more likely to want to 
convert a surplus dollar into another currency than are Canada 
and Mexico with their more limited dollar holdings. Moreover, 
as implied in Section F, a greater proportion of an additional 
dollar of OPEC income is likely to become surplus than is an 
additional dollar of Canadian and Mexican income. Therefore, 
substitution away from OPEC imports will reduce the supply of 
Eurodollars, contributing to exchange rate stability.~/ 

16/ Substitution of LNG imports from non-OPEC 
countries for OPEC oil would provide similar benefits. 
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A'?PENDIX ~. 

CANADIAN GII.S H1PORTS 

~anadian Resource 

Natural gas resources in Canada are as vaiied as those 
in the U.S., and include conventional natural gas formations, 
both non-associated and associated-dissolved, and unconven­
tional resources, such as tight sands. Drilling activity, 
as in the U.S., continues to emphasize the less expensive 
traditional resources, but more recently there has been an 
increased interest in the ·more costly frontier areas of 
deep offshore in the Atlantic and in the northern regions 
of the Mackenzie Delta, Beaufort Sea and Arctic Islands. 
Gas resources in these regions differ only in the cost of 
development, in that the areas are inhospitable; otherwise 
these are conventional gas reservoirs. 

Established reserves for year-end 1979 as estimated by 
the Canadian Petroleum Association are about 89 Tcf.l/ The 
~anadian National Energy_ Board (NEB) has recently raised 
1ts estimates of marketable gas reserves from 66.1 Tcf at 
year-end 1978 to 71.8 Tcf as of year-end l979.V NEB esti­
mates of ultimate potential marketable gas resources in 
conventional producing areas, at year-end 1978, range from 
127 Tcf to 157 Tcf.~/ This potential could be substantially 
increased if the ''Deep Basin'' area of Alberta and British 
Columbia proves to be as large as some industry experts 
estimate. In fact, geological studies of the Deep Basin 
by Canadian Hunter Exoloration, Ltd. indicate a potentially 
recoverable resource ~f 440 'l1cf ._!/ Currently, NEB includes 
only l Tcf of established reserves in the Deep Basin. 
Since the Deep Basin is a tight formation, new technology 
and improved econumics will be necessary to increase 
reserve estimates in the Basin. 

1/ American Gas Association, et al., Reserves of 
Crude-Oil, Natural Gas Liquids, and Natural Gas in the 
Un1ted States and Canada as of December 31, 1979; 
Vol. 34, June 1980. 

~/ Oil and Gas Journal, December 17, 1979. 

3/ National Energy Board, Canadian Natural Gas: 
Supply and Requirements, February 1979, Table 2-3. 

4/ J.K. Gray, Natural Gas: Canada's Economic 
Ace in the Hole, October 23, 1979. 
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Estimates of marketable gas reserves are summarized 
in Table A-1. In addition, industry estimates for cumu­
lative reserve additions by the year 2000 range from 30 
to 50 Tcf from the Arctic regions and 18-150 Tcf from 
Atlantic regions. Estimates by the Canadian Geological 
survey of the ultimate potential from these frontier 
areas range up to 300 Tcf.~/ 

However the resource potential is viewed, the above 
estimates indicate Canada has adequate resources to meet 
its own domestic requirements for at least the next decade 
or more, and will therefore be able to continue or increase 
gas exports to the U.S. without compromising its own energy 
availability. 

canadian Production 

The availability of Canadian gas for export to the U.S. 
depends on both the development of new supplies and Canadian 
gas export policy. The production problems of Canada in 
developing these new resources are similar to those of the 
U.S. in that much of the potential lies in remote areas 
and offshore. 

Development of the Arctic regions will require the 
construction of technically advanced and costly gas trans­
portation systems to meet the harsh conditions of the 
Arctic environment. At present, established reserves in 
these areas are not sufficient to meet the threshold 
economic volumes necessary to justify the high costs. 

Although Canada's gas resources are adequate to con­
tinue or expand exports to the U.S., the actual volumes 
exported will rely on the policies adopted by Canadian 
and U.S. regulatory agencies toward increasing exports. 
Canadian policy may reflect policy concerns based on the 
rate of resource development, the expansion of the Cana­
dian domestic market, the costs of frontier gas development 
and the price of alternate energy supplies. Current 
Canadian policy favors increasing exports, although on a 
lesser scale than that urged by the Canadian gas industry. 

Drilling and exploration activities in Canada are 
continuing at a rapid pace. In 1979, 7,599 wells were 
drilled. That was 621 wells more than in 1978.6/ Current 
exploration activities are concentrated in the ;estern 
provinces, including the Elmworth Deep Basin with some 
activity off the east coast. 

2/ ,canadi,gn Natural Gas: Supply and Require­
ments { supra; 'at ·Table 2-12, 2 13. 

£1 The Oil Daily, February 15, 1980, p. 3. 
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The NEB has estimated that production capability from 
marketable gas reserves at year-end 197.8 is adequate to 
supply up to 3.8 Tcf in 1981, declining to 1.9 Tcf in the 
year 2000.II These estimates exclude such resources as: 

a established reserves not considered marketable 
due to the lack of transportation systems 

• resources in such frontier areas as the Mackenzie 
Delta, Beaufort Sea, Arctic Island, and east coast 
offshore areas, and 

• new resources which remain to be discovered. 

These categories could include major gas volumes in 
future years. For example, estimates of the gas production 
potential from the Mackenzie Delta range from .6 Tcf/yr. to 
3.2 Tcf/yr. by the year 2000.~1 

Given the above potential supply and resource estimates, 
and the currently proposed export expansion applications by 
producers and U.S. purchasing pipeline companies, Canada 
could continue to export gas to the U.S. at the current 
level of l Tcf/yr. and probably increase this level to 
2 Tcf in the 1990's under a national policy of developing 
frontier areas. 

The NEB, in December 1979, authorized gas exportation of 
3.75 Tcf over an eight-year period (1980-1987) in addition 
to the 9.4 Tcf remaining under existing licenses. 

High-side estimates for 1990 and subsequent years are 
based on anticipated increases in reserve estimates for 
frontier areas. 

Major policy related assumptions for the low and high 
cases in Table A-2 are: 

a The low case assumes that Canadian regulatory 
authorities adopt a policy to maintain gas 
exports at current levels. Current contracts 
would either be renewed or new contracts and 
licenses of equivalent volumes approved. 

• The high case assumes a Canadian policy to 
develop fully the frontier areas and expand 
exports to the U.S. It also assumes that U.S. 
regulatory agencies authorize new import appli­
cations. 

If The Oil Daily, February 21, 1980, p. l. 

8/ Canadian Natural Gas: Supply and Require­
ments~ supra, at Table 2-9, 2 14. 
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Table A-1 

MARKETABLE NATURAL GAS 

RE~ffiiNING ESTABLISHED RESERVES IN CANADA!/ 

Provinces 

Alberta 

British Columbia 

Saskatchewan 

Mainland Territories 

Ontario 

~lackenzie Delta­
Beaufort Sea 

Arctic Islands 

Other Eastern Canada 

TOTAL 

!I 

1979 Net 
Production 

(Bcf) 

1,901 

305 

46 

19 

14 

0.1 

2,285 

~ Totals may not add due to rounding. 

Table A-2 

NATURAL GAS IMPORTS FROM CANADA 

Volumes in Tcf 

~ ~- High 

1980 1.0 1.0 

1990 1.0 1.7 

2000 1.0 2.0 

Remaining 
Reserves 

(Bcf) 

58,995 

7,430 

1,270 

581 

308 

6,598 

14' 248 

12 

89,442 
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APPENDIX B 

MEXICAN GAS IMPORTS 

Mexican Resource 

Natural gas in Mexico is from conventional gas resources, 
both associated with oil and non-associated. Oil and gas 
fields have been discovered along most of the Gulf of Mexico 
coastal plain region. A significant non-associated gas 
province, the Gulf of Sabinas Basin, is located in Northern 
Mexico. 

For the foreseeable future, most of the gas produced 
will be in association with oil. Mexico's oil export policy 
implies significant gas production. 

Mexico has tremendous reserves of crude oil and natural 
gas. As of March 1980, proven reserves were estimated to be 
over SO billion barrels of oil and 9as in oil equivalents. 
Probable and potential reserves are estimated to be at least 
240 billion qarrels. The Mexican government estimates that 
29 perce·nt of proven reserves are gas reserves. This means 
that 84 Tcf of gas is proven and, if the 29 percent can be 
applied to the probable and potential reserve estimates, 
an additional 400 Tcf is potentially available.!/ These 
estimates compare to u.s. proved reserves estimates of 
195 Tcf~ and additional potential resources of 1,019 Tcf. 

Mexican Production 

The primary limiting factors to the development of the 
vast Mexican potential are· the limited capital and technical 
manpower available for such work. As the oil and gas pro­
duction increases, both manpower and capital limitations 
should be eased. The quantity of gas produced for export 
will be determined by three factors: 

a results of Mexico's domestic program to increase 
natural gas consumption, 

• policy considerations relating to the inflationary 
effects of large amounts of dollars entering the 
economy, and 

a Mexican and u.s. agreements setting the allowable 
price and volume of u.s. imports. 

1/ Minister Florencio Acosta, The Role of Oil 
in the Mexican Development Plans, Embajada de Mexico, 
June 12, 1979. 

2/ American Gas 
of Crude Oil, Natural 
t e Un1ted States an 
Vol. 34, June 1980. 

et 31., ReserVes· 
and Natural Gas in 
December 3 , 9 9; 
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Mexico has implemented an aggressive campaign to 
attract new inG.ustrial users of natural gas. Although 
this campaign may increase domestic demand substantially, 
it is doubtful that the Hexican domestic demand can 
increase as rapidly as gas production. 

The optimum price and volume of the Mexican imports 
are difficult to negotiate. As a result, political 
pressures in both countries are major impediments to 
increasing the flow of imported gas. 

The major current program relating to the importation 
of Mexican gas is the October 19, 1979 gas-purchase-and­
sale agreement between PEMEX and Border Gas (a joint 
venture corporation of six pipeline companies) . This 
agreement became effective January 1, 1980 and gas began 
flowing into the United States on January 15, 1980. The 
agreement called for 300 llHcf per day to be delivered 
to Border Gas at a price ~f $3.625 per Mcf. Under the 
contract, this price would be adjusted quarterly in 
accordance '\oli th a cornposi te iil.dex of world crude oi 1 
prices based on oil from the Hiddle East, the North Sea, 
and Venezuela. However, ?J>;MEX asked for a price of 
$4.4 7 per MMBtu so as to achieve parity "'ith gas imports 
from Canada. On March 27, BRA and FERC granted authority 
to Border Gas to pay that price. 

The gas being imported from Mexico comes from the 
northern fields, which formerly provided gas to Monterrey. 
Now, the i'\onterrey markets are served by the Reforma fields 
in southern Mexico via a new 48-inch "National Trunk" 
pipeline system. A throughput to Monterrey of .8 3cf/d 
is currently possible with an expansion to 2.0 Bcf/d if 
additional compressor stations are built. 

Other new pipeline investment includes an extension 
of the 48-inch line to the U.S. border, a looping of the 
line from the Reforrna fields to Mexico City and an exten­
sive pipeline grid connecting onshore fields in the Reforma 
and Campeche Bay areas. 

The major areas of drilling activity are: 

e the Reforma area in the states of Tabasco and 
Chi a pas in southet:·n Mexico, 

e the Bay of Campeche, an oil province offshore 
adjacent to the Reforrna area, 

e the Chicontepec area located in east central 
Mexico near Tampico on the coastal plain of 
the Gulf of Mexico, and 
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e the Sabinas Basin in northern Mexico. Sabinas 
wells are the major producing non-associated 
gas ~1ells in Mexico today. However, new drilling 
activity in this area is at a low ebb. 

Gas production has been increasing rapidly. In the 
1960's production was about 1,350 MMcf/d. By the 1970's 
production was over 2,100 Ml-!cf/d. Current production is 
estimated to be over 3.5 Bcf/d.~ Gas flaring has been 
steadily decreasing as a result of increased domestic use 
and the export of gas to the U.S. 

With proven reserves estimated at 84 Tcf and additional 
gas resources that may be as high as 400 Tcf, it is clear 
that Mexico could produce greater quantities of gas. 

The gas-to-oil ratio has been steadily increasing. 
Older fields average about 1,200 cf of gas per barrel of 
oil. Newer onshore fields are closer to 2,000 to l.i/ 
This increase in gas-oil ratio implies that as Hexican 
oil production increases, productioh of gas will increase 
even faster. 

In view of the production capability and the economic 
benefits of exporting gas to the United States, A. G.A. ·has 
estimated the range of production available for export as 
shown in Table B-1. As shown, it is possible that politi­
cal considerations and domestic Mexican demand for gas 
could cause exports to remain at the 0.1 Tcf level through 
the year 2000. 

~ Ing. Jorge Diaz Serrano, Forty-second Anni­
versary Speech, Guadalajara, Jal, 1-!exico, March 13, 
1980. 

4/ Elizabeth Anne Moler and James Thomas Bruce III, 
Mexico: The Promise and Problems of Petroleum, 
February 1979. (PrJ.nted at the Request of Henry H. 
Jackson, Chairman -- Committee on Energy and Natural 
Resources, U.S. Senate.) 

Table B-1 

NATURAL GAS IMPORTS FRO!-! MEXICO 

Year 

1980 

1990 

2000 

Tcf/yr. 

0.1 

0.1-l.O 

0.1-2.0 
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APPENDIX C 

DERIVATION OF REDUCTION IN WORLD OIL PRICE 
RESULTING FROM 0.5 MMB/D REDUCTION 

IN U.S. OIL IMPORTS 

1. Assuming equilibrium world oil demand of 60.5 MMB/D 
at a price of $35.00/barrel, a decrease in demand 
of 0.5 MMB/D, and an elasticity [i.e., (liQ/Q)/(liP/P)] 
of -0.07, a linear demand equation can be calculated 
as follows: 

(liQ/Q)/(liP/P) = -.07 
liP = (-.5/60.5)/(-.07/35.00) 

= 4.13 

Equation slope = liQ/liP 
Equation intercept = Q 
Q0 = 64.74- .121P 

-.121 
(liQ/liP)P 64.74 

2. Assuming a supply elasticity of +0.25, a linear 
supply equation can be similarly calculated: 

(liQ/Q)/(liP/P) = .25 
liP= (-.5/60.5)/(.25/35.00) 

= 1.157 

Equation slope= liQ/liP .432 
Equation intercept = Q - (liQ/liP)P 
o5 = 45.38 + .432P 

3. If demand is lowered by 0.5 MMB/D, then: 

00 = 64.24- .121P 

45.38 

4. A new equilibrium price can be solved for as follows: 

QD 
64.24 - .121P 

p 

Qs 
45.38 + .432P 
34.10 

5. The equilibrium price is $35.00 - $34.10 = $0.90 lower 
when demand is reduced 0.5 !1MB/D for an assumed demand 
elasticity of -0.07 and supply elasticity of +0.25. 

6. For a demand elasticity of -0.6l, the original demand 
equation is: 

Q0 = 97.39 - 1.054P 

and the new equilibrium price demand as follows: 

96.89 - 1.054P 
p 

45.38 + .432P 
34.66 

Thus, the demand induced equilibrium price decrease is 
$0.34 for an assumed demand elasticity of -0.61 and 
supply elasticity of +0.25. 
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67,000 barrels per day of this total 286,000 barrels 
per day loss of actual and potential gas consumption 
to oil was directly attributable to the FUA and 
NGPA incremental pribing. 

The remaining 219,000 barrels per day were lost to 
a number of factors, such as state restrictions 
on gas use. While FUA and incremental pricing were 
not the primary factors causing this 219,000 
barrels/day of increased oil use, they evidently 
contributed to the end-users' decision to burn oil. 
Other factors included take-or-pay contracts for 
fuel oil and state volumetric limits on gas. 

o Following adjustment for the 286,000 barrels per day 
of actual load loss in 1980, this analysis concludes 
that the total amount of oil actually displaced by 
increased industrial gas use over 1979 levels rose 
only marginally in 1980 from 435,000 barrels per day up 
to 456,000 barrels per day. That is, net oil 
displacement increased by only 21,000 barrels per day 
in 1980 -- about a 5% increase. However, much of 
this oil offset is taking place under temporary "public 
interest exemptions" to the Fuel Use Act, and much of 
this gas use will revert to oil before 1985 unless FUA 
is amended. 

o In addition to the actual displacements of oil 
by gas there is another 588,000 barrels per day of 
potential oil displacements in industrial and power 
plant boilers that are gas capable. It is concluded, 
however, that this additonal oil displacement with gas 
is unlikely to take place in the near-term because of 
continued uncertainties caused by both FUA and NGPA 
incremental pricing. 

Since 1978 the maximum short-term oil displacement 
potential of 1.55 million barrels per day has 
actually declined to 1.33 million barrels per day in 
1980 because of 223,000 barrels per day in oil-to­
coal conversions in the power plant market. Sub­
tracting the 456,000 barrels per day actual dis­
placements and the 286,000 barrels per day actual 
and potential losses from this total short-term 
potential of 1.33 million barrels per day results 
in the additional potential of 588,000 barrels per 
day. 

93-367 0-82-51 
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e With the addition of residential and commercial oil dis­
placements of 40,000 barrels per day, the total displace­
ments of oil by the gas industry averaged 496,000 barrels 
per day in 1980. 

C. Background and Methodology 

Questionnaires were sent to A.G.A. membet: compa'lies on the 
Industrial Marketing Committee and the Incremental ~ricing Task 
Force as well as other gas utility companies with large indus­
trial and power plant sales. Survey responses were received from 
36 gas utility companies from all regions of the country with 
combined 1979 gas sales accounting for 43% of total gas utility 
industrial sales. Data from the 36 respondents were divided by 
.43 to expand the actual results to reflect the entire gas utility 
industry. ' 

The survey questionnaire (see Appendix A) expanded the cov­
erage in previous oil displacement surveys to include all major gas 
markets. Information was requested in three areas: actual oil 
displacements by gas in 1980, actual losses of gas sales to oil in 
1980 and potential short-term oil displacements blocked by various 
regulatory and market constraints. Oil displacements were defined 
through November 1980 as existing oil use that actually has been or 
potentially could be displaced by additional gas sendout with avail­
able supplies as compared to 1979. For the industrial, power plant 
and commercial markets, the breakout between distillate and residual 
fuel oil displacements (or losses) was requested. 

Both the section on actual losses to oil and the section on 
potential short-term oil displacements asked respondents to break-
out the relevant volumes according to the specific regulatory, statu­
tory or market factor involved. For the section on actual losses to 
oil, the questionnaire asked respondents to assign volumes for losses 
due to Phase I incremental pricing, the Fuel Use Act and/or market 
forces (price and supply). Several possible factors were listed as 
causes for the blocked potential short-term oil displacements, as 
indicated in the survey form in Appendix A. It is important to note 
that for purposes of the survey a constraint can be direct or indirect, 
i.e., customer confusion over a regulation such as the Fuel Use Act 
can be as great a constraint as the regulation itself. Moreover, a 
market constraint on gas caused by lower fuel oil prices or the 
perception of security of supply for oil, may in fact be considered 
an indirect regulatory constraint in that a customer chooses a low­
price, long-term oil contract rather than a fixed-rate, low-priority 
interruptible gas contract. In effect, gas companies are constrained 
in their freedom to competitively price gas to meet actual market 
conditions. 
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D. Discussion of Results 

As seen in figure 1, oil displacements by gas are actually 
leveling-off due to regulatory and market constraints at a rate 
well below gas' potential. 

e Despite gas losses to oil of 286,000 barrels per day, the 
gas industry was still able to displace oil in power plant 
and industrial applications at the net rate of 456,000 
barrels per day in 1980, principally as a result of exemp­
tions to the FUA and consistent with the 511,742 barrels 
per day in exemptions reported in DOE's Power Plant and 
Industrial Fuel Use Act Annual Report published in 1980. 
However, these exemptions are temporary and could result 
in up to 512,000 barrels per day of oil displacements by 
gas returning to oil use in the near-term if FUA is not 
amended. 

e In addition to the actual displacements of oil by gas there 
is another 588,000 barrels per day of potential oil displace­
ments which are gas capable but are not attainable in the 
near-term due to the continued uncertainty regarding FUA and 
NGPA incremental pricing. 

Since 1978 the maximum short-term oil displacement 
potential of 1.55 million barrels per day has 
actually declined to 1 .33 million barrels per day in 
1980 because of 223,000 barrels per day in oil-to­
coal conversions in the power plant market. Sub­
tracting the 456,000 barrels per day actual dis­
placements and the 286,000 barrels per day actual 
and potential losses from this total -short-term 
potential of 1.33 million barrels per day results 
in the additional potential of 588,000 barrels per 
day. 

• The industrial market (including electric power plants) 
accounted for the displacement of 190,000 barrels per day, 
or 83% of total oil displacements due tc gas utility sales. 
However, nearly all the actual losses, or about 169,000 
barrels per day, occurred in the industrial market. This 
net oil displacement in the industrial market of 21,000 
barrels per day in 1980 would be in addition to the 
435,000 barrels per day of oil displaced in industrial 
markets in 1979. 
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Within the industrial market, electric power plants 
accounted for 70,000 barrels per day, or 37% 9f indus­
trial oil displacements by gas utility sales. The 
breakout between distillate/residual oil displacements 
was 37% distillate/63% residual oil in the direct in­
dustrial market and 33% distillate/67% residual oil 
in the electric power plant markets. 

e Oil displacements by gas in the residential market averaged 
25,000 barrels per day, or 11% of to~al oil displacements by 
gas. Based on weighted average annual gas consumption per 
unit of 122.7 mcf for single and multifamily dwellings,2 
the 25,000 barrels per day corresponds to approximately 
435,000 residential units in 1980. This estimate of 435,000 
units tracks closely with the 383,000 residential convers~ons 
anticipated for 1980 in A.G.A.'s Gas Househeating Survey. 

e Oil displacements by gas in the commercial market averaged 
15,000 barrels per day, or 6% of total oil displacements by 
gas. 

Commercial oil displacements were 58% distillate fuel oil 
and 42% residual fuel oil. 

The survey questionnaire section on actual losses to oil, as 
opposed to oil-to-gas displacements, showed a significant volume in 
1980, helping to negate the nations' effectiveness in reducing oil 
imports. Actual losses to oil accounted for 169,000 barrels per day 
of oil use at the expense of natural gas in 1980. 

1Power Plant and Industrial Fuel Use Act Annual Report, U.S. 
uepartment of Energy, March 1980. Data based on electric power 
plant responses to Economic Regulatory Administration (ERA) Form 
316 suggest that total oil displacements through the mechanism of 
Temporary Public Interest Exemptions to the Fuel Use Act in 1980 
(largely through non-utility gas sales) by electric generating 
plants was 511,742 barrels per day. This volume would include 
oil displacements based on A.G.A.'s survey of gas utility company 
sales as well some direct power plant sales not reported in 
A.G.A.'s survey. 

2Gas Househeating Survey: 1979, p.14, (Arlington, VA: American 
Gas Association, January 1, 1981. 

3Ibid., p. 10 
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o Nearly 92% of the losses to oil, or 155,000 barrels per 
day, were the result of fuel switching from natural gas 
to residual oil. This was primarily the result of the 
residual oil qlut experienced in 1980 when average u.s. 
residual fuel oil retail prices actually declined 14% 
between February and April and did not4return to February 
price levels through most of the year. 

o Market forces accounted for 122,000 barrels per day of 
gas-to-oil switching. According to the options offered 
in the survey questionnaire, market forces were described 
as either a price or supply response, but, typically, 
respondents interpreted the question in terms of changes 
in oil price or supply. For example, the case of power 
plants switching to oil for supply reasons was primarily a 
reflection of their efforts to secure long-term fuel supplies 
through take-or-pay contracts for residual oil at advantageous 
prices, while avoiding the uncertainty of being classified a 
low priority gas customer under the curtailments system. 

o In addition to the effects of negative market forces, direct 
regulatory problems contributed significantly to the resur­
gence of oil use in place of natural gas. The Fuel Use Act 
accounted for 44,000 barrels per day of gas-to-oil switching, 
96% of which (42,000 b/d) went to increased residual oil use 
in the power plant sector. 

Phase I incremental pricing was found accountable for 
only 3,000 barrels per day of displacements, but this 
occurred during a few months in early 1980. It is 
conceivable that a large volume of industrial load never 
went to gas because of customer uncertainty over the 
incremental pricing provisions. 

The third section of the survey questionnaire requested re­
spondents to specify the impact of several regulatory and market 
constraints on the potential for further short-term oil displace­
ments. 

• The results indicate that an additional 136,000 barrels 
per day beyond the 230,000 barrels per day of oil actually 
displaced in 1980 could be achieved, but are blocked. 

4
Monthly Energy Review, u.s. Department of Energy, January 1980, 
p. 83. 
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The 136,000 barrels per day of blocked potential oil 
displacements are broken down by market sector as 
follows: 

Power Plant- 75,000 b/d; Industrial --41,700 b/d 
Residential - 13,200 b/d; and Commercial -- 6,100 b/d. 

A significant proportion of the blocked potential dis­
placement would be for residual oil: 100,000 barrels 
per day, or 74% of the total blocked potential. 

o In the 11 other" category, which was the dominant category, 
the major obstacle to increased short-term oil displacements 
was the existence of take-or-pay oil contracts. Altogether, 
the "other" category accounted for 68,000 barrels per day of 
oil displacements, or one half of the blocked potential. 

The electric power plant sector accounted for 85% of 
this blocked potential, due to take-or-pay fuel oil 
contracts, or 58,000 barrels per day (comprised entirely 
of residual oil). 

The next largest factor cited in the "other" category 
was the backlog of residential baseload customers not 
yet converted to gas for spaceheating use due to tech­
niraJ ~Plays and uarj0us oth~r r.~; .... as.,ns .. This con~ 
straint hds blo~ker:J t:hr- d •.splsc•emer1t 1,f -t~, 0ll0 :,en r ..... j­
per day of distillate oil use. 

e The Fuel Use Act was the second most significant constrai~L 
on the potential for additional oil displacements account­
ing for 17,000 barrels per day, or 25% of the blocked po­
tential. Some 3,000 barrels per day of potential offsets 
were forgone due to incremental pricing. 

Overall, actual and potential losses due to direct 
regulatory constraints such as FUA and incremental 
pricing totalled 67,000 barrels per day in 1980. 

E. Conclusions 

Despite adverse economic conditions and the impact of several 
regulatory and statutory constraints, the gas utility industry was 
able to displace an additional 230,000 barrels per day of imported 
oil use in all markets in 1980 beyond the 435,000 rate experienced 
in 1979. On the negative side, a combination of both a significant 



802 

-9-

drop in residual oil prices and the effects of such regulatory con­
straints on gas marketing as the Fuel Use Act led to the actual 
loss to oil of 169,000 barrels per day equivalant of gas use, re­
sulting in a net displacement rate of 496,000 barrels per day since 
1978 for the gas industry as a whole. 

In the industrial sector (including power plants) these factors 
have resulted in a net increase of only 21,000 barrels per day over 
the 1979 level of 435,000 barrels per day of oil displacements throug~ 
gas utility sales. However, in addition to displacements through gas 
utility sales, data from the Department of Energy suggest that perhaps 
an additional volume of oil displacements are occurring through direct 
producer sales to power plants under special temporary public interest 
exemptions to the Fuel Use Act. These volumes of direct sales could 
decrease dramatically in a relatively short period of time if the 
exemptions are not renewed. 

In addition to the actual oil displacements now occurring, 
additional potential short-term oil displacements by gas of 136,000 
barrels per day are now being blocked by a variety of constraints. 
Market forces that led electric power plant customers to enter into 
long-term take-or-pay fuel contracts account for 50% of this blocked 
potential. However, a variety of other constraints, among them such 
regulatory obstacles as Fuel Use Act concerns, state restrictions 
and incremental pricing accounted for the rest of the blocked poten­
tial. Clearly, these end-use restrictions on natural gas are having 
a negative influence on the national goal to further reduce our de­
pendence on oil imports. 



t. tate ________ -·--·---·----
Company ______ _ 

Respondent 
Phone No. ----------

Appcnd1x II 
Survey of Actual/Potential 
9il Displacements_ in 1980 

Please note that oil displacements are measured in Hcf/yr. and that you are asked to specify amounts of potential 
oil displacePJents that are blocked for each constraint that is relevant to a given market. A constraint can he 
direct or indirect} such as when a displacement is blocked due to customer confusion over a particular regulation. 
Oil displacements are defined through November 1980 as existing oil use that actually has been or potentially 
could be displaced by additional gas sendout with available supplies as compared to a 197.9 base year. 

Narket 
Fuel Oil (lief/yr.) 

Actual Oil Displacements by gas 

Actual Losses to Oil 
-Due to Phase I Incremental 
Pricing 

-Due to FUA, etc. 

-Due to market forces: 
1. Price 
2. Supply 

Total losses 

Potential short-term oil dis-
Elacements now being blocked b~: 
-Incremental pricing 
-Fuel Use Act 

-Certification delays 

-State restrictions 

-Reluctance to hook-uE: due to 
curtailment priorities 

-Fear of reprisals from oil 
suppliers 

-Supply availability 

-Relntive price of fuels 

-Other (specify) 

Total Potential 

Industrial 
dist. resid. 

Power Plant 
dist, resid. 

Commercial 
dist. resid. 

Residential 
dist. 

Comments: ____________________________________________ _ 

----------··-·---···--------------

00 
0 
~ 



Respondent~-------------------------­

Phone No··---------------------

Survey of Actual/Potential 
Offsets in 1980 

11/5/80 

Please note that oil offsets are measured in gallons per day and that you are asked to· specify amounts of 
potential oil offsets that are blocked for each constraint that is relevant: to a given market. A constraint 
can be direct or indirect, such as when an offset is blocked due to customer confusion over a particular 
regulation. Oil offsets are defined through November 1930 as existing oil use that actually has been or 
potentially could be offset by additional gas sendout with available supplies as compared to a 1979 base year. 

Market 
Fuel Oil (gal/day) 

fActual Offsets to gas 

lAc tual Losses to oil 

-Due to Phase Incremental 
Prlcine 

Due to FUA etc. 
-Due to market forces 

()rice and supply) 
Total losses 

\;;,t;;;t;~l Short-term offsets 
to gas now being blocked by: 

-Incremental pricing 

-Fuel Use Act 

-Certification delays 

Industrial 
dist:- resid, 

~---------------------f-------
-State restrictions 

-Reluctance to hbok-up 
due to curtailment 

-Fear of reprisals 
from oil suppliers 

Power Plant 
dist. ~ 

Commercial 
dist. reSid. 

Residential 

~ 

l-------------l--------r-------t--------------t--------l---+--------l------------

1 
-Other, e.g., supply 
Cl'Jdi lahiU ty 

r---

00 
0 
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Stock Price/ 
Year ~~-

1955 27.98 

1960 42.89 

1965 67.77 

1970 '•6. 48 

1975 38.93 

1979 52.15 

-2-

FINANCIAL PROFILE OF THE GAS DISTRIBUTION INDUSTRY 
(currQnt dollars) 

Book Value/ Stock Price/ Interest on New Interest on New 
Share Book Val_ue Ratio Utility Debt]) Industrial D~bt_ 

17.30 l. 62 n/a n/:J 

22.00 l. 95 '" 84 4.67 

29.47 2.30 4.68 4.80 

34.33 l. 35 8. 85 8. 86 

42.97 0.91 9. 76 9.12 

60.18 0.87 10. 6'• 9. 49 

U~ility Interest 
Industrial Interest 

n/a 

1.04 

0. 98 

1.00 

l. 07 

1.12 

Source: ~..£S!y's Public Utili_E_y Mant~~!, (Hoody's Investor Service, New York, NY, 1980), uses sample of nine 
distribution companies. 

lf Includes all public utility debt -- not just natural gos distribution companies. 

Ratio 

00 
0 
a:> 
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issued utility debt rose from 4.68% to 10.74%. 

In 1965 the interest on newly issued utility 
debt was 98% of the interest on newlv issued 
domestic industrial debt. By 1979, the 
interest on newly issued utility debt was 112% 
of the interest on newly issued industrial debt. 
It had, therefore, become more expensive 
for utilities to issue debt relative to 
other corporate borrowers. 

• .The stock ratings, bond ratings and common stock 
price/book value ratios of the nation's gas utili­
ties correlate closely with the attitude of their 
state public utility commission (see Table 2). 

As of March 1981, for a sample of 19l/ gas 
distribution companies, a positive statistical 
correlation of .73 was found to exist between 
the market/book ratio and a numeric rating of 
PUC attitude toward utilities (see Figure 1). 
This correlation corresponds to a 95% level 
of confidence that PUC ~ttitudes are impor­
tant factors in determining market/book ratios. 

Stock and bond ratings for gas distribution 
companies also correspond with the attitudinal 
rating of their resPective state public utility 
comm1ssions. Companies with very favorable 
rated commissions had an average stock rating 
of between A/A- and bond rating of Aa/A, compan­
ies with favorable commissions had an averag8 
stock rating of A- and bond rating of A; and 
companies with unfavorable commissions had an 
average stock rating of A-/B+ and bond rating 
of A/Baa. 

• Inadequate rate treatment by state commissions has 
contributed to the sale of gas distribution company 
common stock at below book value -- resulting 
in a loss in equity value to existing stock­
holders. 

From 1975-1980 gas distribution companies 
issued common stock to the public -­
excludes stock option plans to employees and 
dividend reinvestment plans -- at $58 
million below its book value, cumulatively. 
Over that period companies with very 
favorable rated PUC's issued stock at 
117% of book value, while companies 
with favorable PUC's issued common stock 
at 90.4% of book value and companies 
with unfavorable PUC's issued stock at 
79.4% of book value (see Table 3). 
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THE IHPACT OF PUBLIC UTILITY COHHISSIONS ON 
GAS DISTRIBUTION COHPANIES FINANCIAL CONDITION 
---- (For the yeilr cndinq 1979) 

Public Utility Commission Rating 
Very Favorable Favorable Unfavorable 

Total outstanding common stock 
stock price/book value 
(percentage) l. 48 .94 .70 

Immediate equity dilution from 
new stock issuance ($000) (3,765) 24' 672 36,958 

Continuing equity dilution (7' 19 3) 39,496 64,985 
from stock issuance ($000) 

Average stock rating A/A- A- A-/B+ 

Average bond rating A a/A A A/Baa 

Sources: Rating the Regulators (Stephen· Archer, Williamette University, 
Salem, Oregon, February 1979); Standard and Poor 1 s Stock 
Guide (Ne\v York, NY, 1981); Moodys Public Utility !·1anual; 
and "Summary of Electric and Gas Common Stock Offerings" 
(11organ Stanley & Company, Hay 14, 1981, New York, NY). 
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Company 
Categorized by 
PUC Rating 2/ 

Unfavorable 
PUC 

Favorable 
PUC 

Very Favorable 
PUC 

TO'I'ALS 

Table 3 

GAS DISTRIBUTION COHPANY EQUITY DILUTION 
FROM 1975 THROUGH 1980 1/ 

Value of 
Stock Issued 

($000) 

115769 

231743 

25738 

373250 

Offering Price 
as Percentage of 

Book Value 

79.4% 

90.4% 

117.1% 

88.0% 

Loss of 
Equity Value 

(5000) 

36958 

24672 

( 3765) 

57865 

1> Combination gas and electric utilities and gas utilities with substantial gas production 
:activities excluded. Source: "Summary of El:ectric and Gas Utility Common Stock Offerings" 
(Morgan Stanley & Company, May 14, 1981, New York, NY). 

2.: .Based on how financial community has rated PUC. Ratings and Regulators (Stephen Archer, 
'W'illamette University, Salem, Oregon, February 1979). 

NOTE': The labelling of a PUC as "favorable" does not indicate 'that 'companies regulated by 
commissions in this category are presently receiving adequate rate treatment. Rather 
the "favorable" label was applied to PUC's regarded as average by the financial 
community. 
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The $58 million equity loss, if compounded 
at the average return on equity for gas 
distribution companies from the time the 
stock was issued through 1980, would result 
in a total equity loss of $97 million. 
This figure neglects loss from stock 
option and dividend reinvestment plans and 
costs of stock issuances. 

Combination gas and electric utilities 
issued common stock at $750 million below 
book value during the same period (89% of 
book value). This figure excludes: (1) 
continuing losses that occurred after the 
initial stock issuances; (2) transaction 
costs of stock issuances; and (3) losses 
incurred as a result of stock option plans 
and dividend reinvestment plans. 

c. Discussion of Results 

Over the last fifteen years, the market price of gas distri­
bution company stock --represented by a Hoody's sample --has 
fallen as a percentage of book value (referred to as market-book 
ratio). In 1965, the average market to book ratio for these 
gas distribution companies was 2.30 (i.e., common stock held 
by the public sold at 2.30 times the original value of company 
equity). By 1979, the market to book ratio had fallen to 0.86 (see 
Table 1) • In addition, the attractiveness of all utility debt has 
fallen relative to general industrial debt. In 1965, new utility debt 
issues sold with interest charges below industrial debt (4.68% 
for utilities, 4.80 for industry) .~979, new utility debt was 
generally considered less desirable by investors, requiring higher 
interest rates (10.64% for utilities, 9.49% for industry). 

As shown in Table 2, there is a strong relationship between 
the financial stature of a gas distribution company and the way 
the financial community rate·s its PUC. Gas distribution com­
panies with more favorably rated PUC's are characterized by 
higher stock and bond ratings, and higher stock price to book 
value ratios. 

It is only over the last ten years that PUC ratings have 
become a significant factor to the financial community in 
evaluating the financial status of gas utilities. From 1950 
to 1973, the average residential gas heating bill fell from 
1.5% of disposable family income to 1.1%. Since 1973 this 
trend has been reversed, with residential gas heating bills 
consuming 1. 4% of disposable family income.~/ While the primary 
causes of this increase are entirely out of the control of gas 
utilities (i.e. higher gas purchase costs an·d taxesJV, some 
state public utility commissions have attempted to arrest this 
trend of increasing gas bills by delaying, substantially reduc­
ing, or refusing altogether rate increases requested by gas 

93-367 0-82-52 
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utilities. These inadequate rate decisions have put considerable 
financial pressure on gas distribution companies. The impact 
of this pressure is that utilities are selling equity at below 
book value and paying higher interest rates on newly issued debt. 
In addition, the financial difficulty created by unfavorable PUC 
rate decisions will significantly raise the cost of capital to 
gas distribution companies. 

A sample of 19 gas distribution companies was examined to 
ascertain the statistical correlation between a gas distribution 
company's market/book ratio and the financial community's evalua­
tion of the company's state PUC. Figure 1 shows that a 0.73 corre­
lation exists between PUC rating and market/book ratio. This 
statistical correlation, for a sample of 19, is considered 
significant at greater than the five oercent level.!/ 

~he principal immediate impact of unfavorable PUC rate deci­
sions on gas distribution companies is the loss of per share equity 
value of these firms when they issue new common stock. The 
decline in investor favor toward gas distribution company equity 
has been directed primarily at companies with unfavorable rated 
PUC's. As Table 3 shows, companies with unfavorable rated PUC's 
issued stock from 1975-1980 at an average of 79.4% of book value. 
Companies with favorable and very favorable rated PUC's issued 
common stock at 90.4% and 117.1% of book value, respectively. 
For the gas distribution industry as a whole, common stock 
was issued at 88.0% of company book value during the 1975-
1980 period. This resulted in a loss to the stockholders of 
over $58 million of equity value -- $95 million if continuing losses 
of return on equity resulting from the original loss is incluOed. 
Over 60% of this equity loss was from companies with unfavorable 
rated PUC's, despite the fact that these companies issued only 
30% of the common stock. 

The loss of stockholder equity through new stock issuances 
below book value is not confined to gas distribution utilities. 
Combination gas and electric utilities experienced a $750 million 
loss during the 1976-1980 period. 'l'he methodology used to 
calculate this loss also understates the total dollar amount by 
not including the cost of issuing common stock, lost earnings 
on funds not received, and losses from the issuance of shares 
through stock option and dividend reinvestment plans. If these 
factors were taken into consideration, the total value of 
losses would be considerably higher. For example, two single 
state analyses for all energy utilities {including pure electric 
companies}, each estimate losses of approximately $500 million 
for the period 1976-1980. 

D. Methodology 

This analysis examined two independent sources which com­
piled financial community assessments of state public utility 
commissions.~/ Assessments were based on whether investment 
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banking houses and financial rating services viewed a particulfr 
public utility commission as "pro-business" or "pro-consumer". 
criteria for evaluating commissions included: rate base evalua­
tion; interim rate relief; regulatory lag, ROE allowance and 
revenue allowed for tax deferral4 Public utility commissidris 
\vere divided into three categories: (1) very favorable; (2} 
favorable; and (3} unfavorable. The two sources used to rank 
regulatory commissions surveyed a significant number of finan­
cial institutions to derive their respective PUC rankings. 
Nhile some variaticn in rankings o·t PUC's occurs over ·time, 
both sources evaluated PUC ratings for 1978. 

The bond rating, stock rating and new common stock issuances 
(1975-1980} for major gas distribution companies were identified. 

These financial criteria were then averaged for companies 
on the basis of their PUC's rating. This enabled identifi~ation 
of differences in stock ratings, bond ratings,and common stock 
eqllitv losses tor qas distribution companies based primarily upon 
the financial community's perception of their state PUC. Assuming 
Rll other fa8tors are equal (e.g., utility management capabilit~ 
and nature of service area), this categorization isolated PUC 
activities. Combination gas and electric companies and dis­
tribution companies with significant gas production were not 
considered because the investment attractiveness of these types 
of companies are significantly impacted by non-gas distribution 
activities. · · 

In order to calculate equity losses 'resulting from new 
common stock issuances, the offering price of gas distribution 
company stock (combination gas/electric companies and major gas 
producers excluded} was subtracted from the book value of thos~ 
utilities and the difference was multiPlied by a number of 
shares issued. Offering prices, volumes and book value of gas 
distribution companies were taken from 11 Summary of Electric 
and Gas Common Stock Offerings" (Morgan Stanley & ro., May 
14, 1981, Ne~l York, NY}. The same methodology was apPlied to 
combination gas/electric utilities to derive their stockholders 
equity losses for 1976-1980 period. 

The losses experienced by shareholders of pure gas distribution 
companies stock was relatively low compared to combination qas and elec­
tric utili ties because of the limited amount of stock issued by q?.s 
distribution companies between 1976-1980. The methodology used 
to calculate equity losses understates the total losses exper-
ienced by gas utilities because it does not include issuance 
of common stock through dividend reinves~ent plans and 
common stock purchase plans. LoSses resulting from such stock 
option and dividend reinvestment plans could be very significant. 
The calculation for all combination gas and electric utilities 
also did not include the lost return on equity over time that 
results from the original loss of equity funds ·at the time of sale 
(i.e., if book value had been received for stock at the time 'of 

·.·,, 
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issuance, then the additional funds received would have earned 
a return in subsequent years). This continuing loss was calcu­
lated for gas distribution companies only. Given a 15% return 
on equity, this calculation would roughly double the impacts 
every seven years. 

The nineteen companies in this analysis were selected 
based on the following criteria: (1) these companies are 
relatively pure distribution companies; (2) they are publicly 
traded; and (3) they operate principally in one state. Eight 
of the companies included would have to be excluded from the 
sample if the above criteria were very strictly enforced. 
They were included because the activities that would 
disqualify them were not considered sufficient to significantly 
impact their financial status. 

The nineteen companies in the sample had an aggregate 
sales volume of 2451 million Btu's in 1979 -- repr~senting 
59% of total sales of pure distribution companies. The 
total common stock equity of these companies in 1979 was 
$593 million, representing 54% of pure gas utility common stock. 

E. Summary 

This analysis did not attempt to calculate whether the 
short-term benefits provided current rate-payers by not permit­
ting justified rate increases are outweighed by the lonqer-term 
costs to these same gas consumers. This analysis did show such 
rate treatment impairs the ability of gas distribution companies 
to acquire financing by increasing the cost of new financing. 
The analysis also calculated the equity losses that were 
experienced by both gas and combination gas/electric utilities 
between 1976-1980. Edward Larkin, a member of the New York 
Public Service Utility Commissioners characterized the financial 
status of public utilities. 

11 1£ the investor-owned utility complex is -to survive 
in the 1980s, regulators will have to come to grips 
with the realities of the marketplace .•. All of the 
fat has been taken out of the industry and it is down 
to the bone and gristle. If the bones are disturbed 
the structure will be destroyed; and, if the gristle 
is removed, the structure will collapse."§./ 

As Mr. Larkin correctly points out, harsh regulatory rate deci­
sions by state PUC's cannot continue wit~nut causing irreparable 
financial damage to our nation's utilitien. This analysis 
quantifies the impacts of unfavorable PUC-decisions on local 
utilities by contrasting the financin~ st?tus of gas utilites 
with the attitude of their state PUC's. Future analyses of 
this issue cculd-include: (1) the impact of higher debt 
charges caused by inadequate rates on the ·cost of providing 
gas service; (2) the percentage of a consumers gas dollar -­
current and future -- attributable to activities controllable 
by gas distribution companies; and (3) how specific regulatory 
policies and practices (e.g., reasonable opportunity to 
earn an adequate· comoetitive rate of return, flow through 
practices and others) impact utility operations. 
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STATEMENT OF JEROME J. McGRATH 

Mr. McGRATH. Thank you, Mr. Chairman. 
I am Jerome J. McGrath, president, Interstate Natural Gas Asso­

ciation of America, often referred to by its acronym, INGAA. We 
appreciate this opportunity to appear before your committees to ex­
press our endorsement of and support for the Alaskan northwest 
natural gas transportation project. 

Final approvals for this project are long overdue, and favorable 
congressional action on the waiver package is essential to develop­
ment of a financing plan which will, hopefully, enable the project 
to go forward. 

I would ask that my full statement be submitted in the record. 
Mr. Lawrence has covered a number of the points I would have 

otherwise addressed. We, on behalf of the interstate pipeline indus­
try, support the proposal on the waiver package and urge that Con­
gress act favorably upon it. As you know, our association repre­
sents virtually all the major interstate natural gas pipelines in the 
United States, and all of the U.S. pipeline partners of the north­
west Alaskan project are members of INGAA. 

We have, for years, looked to the Prudhoe Bay area as being 
probably the largest single untapped source of gas reserves in the 
United States, and for the long term, to aid the long-term supply 
needs of this country. The time it has taken to get this project un­
derway is almost beyond belief. 

As you know, the first proposal was submitted to the Federal 
Power Commission in March of 197 4. The long and short of it is 
that we need Alaskan natural gas in the lower 48 States to offset, 
as Mr. Lawrence has pointed out, what we perceive to be, and most 
forecasters do, a gradual decline in reserves in the lower 48 from 
conventional sources. 

Here is this large body of gas sitting up in Alaska, albeit a far 
distance from the lower 48. But that is only part of the story. We 
believe the potential there is very great for additional reserves, and 
we say let's get on with the project. 

Most current estimates project the Alaskan gas coming onstream 
in 1986 or 1987, and eventually going up to about 8 to 10 percent of 
the supply. The line under its current design would have an initial 
capacity of about 2 to 2.4 billion cubic feet a day; and with addi­
tional compression and other modifications it could go up as high 
as 3.2 BCF per day. 

That is a lot of gas to bring into the marketplace today. We feel 
it is marketable. Our companies who are involved in the project 
have made exhaustive studies of the-not only the need for, but 
the potential use of, the gas; and all have concluded, or they 
wouldn't be in the project in the first place, that it is not only 
needed, but that they can sell it. 

So from the point of view of the interstate pipelines, the Alaska 
project presents a viable source of new supply, and the sooner it 
becomes available, thE better off we are. Mr. Lawrence has raised a 
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number of points that I was going to cover, so I will just pass with 
my full statement in the record, Mr. Chairman. 

[The statement of Mr. McGrath follows:] 



817 

STATEMENT OF JEROME J. HC GRATH 
PRESIDENT, INTERSTATt NATURAL GAS ASSOCIATION OF AMERICA 

BEFORE THE 
FOSSIL AND SYNTHETIC FUEL SUBCOMMITTEE OF THE 

HOUSE ENERGY AND COMMERCE COMMITTEE 
AND THE 

ENERGY AND ENVIRONMENT SUBCOMMITTEE OF THE 
HOUSE INTERIOR COMMITTEE 

Oetober 27, 1981 

I am Jerome J. MeGrath, President, Interstate Natural Gas Assoeiation 

of Ameriea, often referred to by its acronym, INGAA. We appreciate this 

opportunity to appear before your Committees to express our endorsement of 

and support for the Alaskan Northwest Natural Gas Transportation projeet. 

Final approvals for this project are long overdue, and favorable Congressional 

action on the waiver package is essential to development of a finaneing plan 

which will, hopefully, enable the project to go forward. 

INGAA is a national trade assoeiation representing virtually all of 

the major interstate natural gas transmission companies in the United States. 

Our members aeeount for approximately ninety percent of all natural gas 

transported and sold in interstate commerce. All of the U. S. pipeline 

partners in Alaskan Northwest are members of INGAA either directly or through 

affiliates or subsidiaries. You have heard testimony from most, if not all, 

of the partners, and INGAA certainly joins in their unified support of the 

project and request for approval of the waiver package. 

Since these companies are much more familiar with the proposed waivers 

and are in a much better position to eomment on them than we are, my statement 

will not address the waivers as such. What I do wish to stress is the 

importance the natural gas pipeline industry attaehes to securing natural gas 

supplies from Alaska at the earliest possible time. The delays encountered by 
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the effort to bring Alaska natural gas to the lower forty-eight states have 

been endless. The first proposal to build a pipeline from Alaska to the 

upper Midwest was submitted to the Federal Power Commission in March, 1974 

over seven years ago. Since that time, the cost has spiraled upward and today 

financing is the critical issue that must be resolved. Without approval of 

the waiver package, the economic viability of the project is in grave doubt 

and even further costly delays are sure to follow. 

The long and short of it is, we sorely need the Alaskan gas in the 

lower forty-eight states, and the Northwest Alaskan project is the best 

available means to get this gas to market. Alaskan gas will pe needed to offset 

the gradual decline in lower forty-eight reserves of gas which most forecasters 

predict will occur. As has been pointed out to you previously in these 

hearings, the U. S. is currently producing more gas annually than we are 

finding, although the discovery rate of new reserves has increased dramatically 

since passage of the Natural Gas Policy Act (NGPA) in 1978. Nevertheless, 

the largest single untapped reserve of natural gas in the United States is 

the Prudhoe Bay area in Alaska, containing some twenty-six trillion cubic 

feet of proved reserves. With lower forty-eight production estimated to 

decline from about 20 Tcf. in 1980 to about 16 Tcf. in 1990, it is apparent 

that Alaskan gas must be brought into the lower forty-eight as early in the 

1980's as is possible. Without Alaskan gas, there will be a considerable 

shortfall in supply available to meet projected demand. 

Most current estimates project Alaskan gas coming on stream in 1986 and 

gradually increasing to about eight to ten percent of total U. S. supply by 
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1990 and beyond. The line would have an initial capacity of 2.0 to 2.4 

billion cubic feet per day (Bcf/d) with the capability for expansion to an 

average daily volume of 3.2 Bcf/d. These are significant amounts of gas to 

be introduced into the lower forty-eight states' market. 

The U. S. pipeline partners in their own systems cover practically 

every area of the country from the East Coast to the West. These companies, 

after exhaustive study, have determined that not only will Alaska gas be 

needed to shore up declining supplies but that it will be marketable in their 

respective service areas. The cost of competitive sources of energ~ principally 

fuel oil and electricity, are constantly rising in most regions of the country; 

and natural gas is still a bargain, even with higher supplemental sources such 

as high BTU coal gas and Alaskan gas. Moreover, as the cost of the Alaskan 

Northwest project is amortized over the project life, the cost per MMBTU 

becomes lower, enhancing its competitive posture. From the point of view of 

the interstate pipelines, the Alaska project presents a viable source of new 

supply; and the sooner it becomes available, the better off we all will be. 

Finally, the Congress cannot overlook the fact that Alaskan gas can offset 

oil imports by a significant amount anywhere from 400,000 to 600,000 barrels 

per da~ depending on the amount of gas delivered through the ANGTS. From the 

national security standpoint and certainly as a means of reducing our balance 

of payments, it makes eminent good sense to reduce our dependency on OPEC 

imports and increase our reliance on known sources of energy in Alaska and the 

North American Continent. The Alaskan Northwest proj.ect would be a major step 

in that direction. 

The interstate pipeline industry, therefore, believes it imperative 

that the Alaska Northwest project go forward as expeditiously as possible. 

Congressional approval of the waiver package is essential. 

I thank you for this opportunity to appear before your Committees to 

express INGAA's support for this important project. 
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Mr. SHARP. Fine. Thank you very much. The gentleman from 
California, Mr. Dannemeyer, do you have questions? 

Mr. DANNEMEYER. Yes. 
Mr. Lawrence, you were here before our subcommittee, I think, 

earlier this year, June, I believe, testifying on another issue. It is 
interesting to compare your testimony on that day with today, be­
cause, as I understand the position of your association, you are op­
posed to deregulation, immediate deregulation of old gas, but so far 
as new gas is concerned, I suppose you would tend to support, or 
not oppose, immediate deregulation. 

Is that a fair statement? 
Mr. LAWRENCE. Not quite. You are certainly right that we are 

opposed to the deregulation of old gas. But don't put such a casual 
twist on our very affirmative support of long standing for deregula­
tion of new gas. We have been out ahead of many of the producers 
on that issue, and that is an incentive for future exploration. And 
that is our position. 

Mr. DANNEMEYER. I appreciate that. It is interesting on this par­
ticular issue that we consume roughly 20 trillion cubic feet a year 
of natural gas. We are talking roughly 5 percent of that total for 
the Alaskan gas. 

It is true that over time we could anticipate that the cost of Alas­
kan gas in the lower 48 will be in the range of $5 or $6, I think the 
testimony was today. But initially there is some evidence, at least 
that I have seen, that the first few years of that Alaskan gas 
coming through that pipeline in 1980 dollars, it is going to be $10 a 
unit. 

In 1987 dollars, the projection is $15 to $18. Let's say in 1987, it 
is $15 to $18, which is about $10 in 1980 dollars. 

So the position of your association is in support of a project that 
will increase our supply by 5 percent, entailing an initial cost of 
$10 per MCF. Yet this one study by Professor Loury indicates that 
we can anticipate, at least in his, Professor Loury's, assessment, 
that if we deregulate immediately, we would increase the supply of 
natural gas in this country by 25 percent, some 5.89 trillion cubic 
feet is what his estimate is. 

He estimates the cost of the wellhead price of gas to increase 
from about $2 to $5 under immediate deregulation. So I am a little 
bothered by the comparison of those positions. 

Your association is against a position that will increase the 
supply of natural gas in this country by 25 percent, assuming his 
figures are correct, with a consequent increase in cost from $2 to $5 
a unit. 

At the same time, you are supporting the introduction of a new 
source of natural gas into our system that initially in 1980 dollars 
is going to cost $10 a unit. I am a little bothered by that. Is there 
an inconsistency there, and if so, what is it? 

Mr. LAWRENCE. I think you put the supreme qualification on it 
when you said assuming Dr. Loury's numbers are right. We have a 
great deal of trouble with Dr. Loury's numbers. It goes back again, 
Congressman Dannemeyer, to this point of the lack of supply re­
sponse from the deregulation of old gas. 

The cost is up. The facilities are there. The reservoirs are devel­
oped. The gas is flowing. I think you will find a great deal of agree-
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ment among the producing segment that there is no real signifi­
cant supply response from oldgas deregulation. 

Deregulation of new gas-for future exploration-yes. We are for 
it and we have been aggressively for it. 

Mr. DANNEMEYER. We have a difference of philosophy. 
Mr. LAWRENCE. I think we do. And again, we recognize that 

there can be some cases where the old gas needs price relief, so 
that certainly we don't want premature abandonments or a lack of 
development. We think that can be accommodated without a mas­
sive upscaling or deregulation of all of that gas. 

Mr. DANNEMEYER. There is another feature to this whole thing 
that we shouldn't overlook. I represent a district in southern Cali­
fornia. Sometimes we have bad smog there. I am privilE!ged as a 
member of this committee to sit on another subcommittee, Health 
and Environment. 

We are going through an exercise now with the Clean Air Act. 
Some say if we tinker with it at all there will be a gutting of it. 
Others say we should make modifications to make it better. Take 
your pick. But the truth is that in southern California, we can 
identify areas where we are burning oil today which produce emis­
sions, we know the quantity of it. 

The cost of that is $32, $34 a barrel today, which, taking one­
sixth of that, the equivalent Btu would be around $5, which, if we 
burn natural gas in southern California for the production of elec­
trical energy, rather than oil, think of what that would do to the 
quality of the air in southern California. 

It would dramatically improve it at no additional cost to the con­
sumer. 

Mr. LAWRENCE. And we fought side by side with Southern Cali­
fornia Gas Co. and Southern California Edison and others to 
remove the Fuel Use Act restrictions that would permit that. 

Mr. DANNEMEYER. I think we amended the Fuel Use Act. Now, I 
think we should concern ourselves with how we can improve the 
supply side of natural gas in the country so the utilities in south­
ern California can start burning it to get that oil out of there and 
start cleaning up the air. 

Mr. LAWRENCE. Indeed we should. We just differ a little on how. 
Mr. DANNEMEYER. Somehow I hope, sir, that your organization 

will see it in your soul to recognize that, if _Loury is wrong, and 
maybe he is, you still have one fundamental economic principle 
that should, I think, in times of gray area, cause you to come down 
on the side of what Loury is talking about. 

That is the market system. Supply and demand. I have much 
more confidence that the market system can supply the appropri­
ate needed quantity of gas in this country than I do about any bu­
reaucrat who is going to regulate a price. 

I think that should be our governing position. 
Mr. LAWRENCE. So do we. And we are working to come to this 

orderly transition. We are trling to get rid of 25 years of unworka­
ble field regulation. You can t do it overnight. I think in this whole 
subject there has been a lot of discovery of facts. 

A lot of people that were talking about immediate total decontrol 
January 1, 1981; January 1, 1982. They are off that now. They are 
talking about a more phased decontrol basis. That is progress. They 
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were talking about a market proxy of number two fuel oil plus a 
premium at 100 percent of crude. 

Now they are talking about a market proxy to phase the price up 
to, over the decontrol phase-up period, of something like 70 percent 
of crude oil. This is progress. We are working with them, Congress­
man. We are very hopeful that we can come to some accord, and 
achieve this orderly transition. 

Mr. DANNEMEYER. I welcome your help. 
Mr. LAWRENCE. Thank you. 
Mr. SHARP. I thank the gentleman. 
The gentleman from Ohio, Mr. Seiberling, is recognized. 
Mr. SEIBERLING. Thank you, Mr. Chairman. I am interested in 

what you have to say. 
Let me ask each of you, do all your respective individual mem­

bers agree with the positions that you have stated in support of 
this project? 

Mr. McGRATH. Certainly, yes. 
Mr. LAWRENCE. To my knowledge, yes. 
Mr. SEIBERLING. That includes the East Ohio Gas Co.? 
Mr. LAWRENCE. Yes, sir. 
Mr. SEIBERLING. I have heard all kinds of different prices quoted 

for what the gas coming out of this pipeline will cost, assuming we 
grant the waivers. One estimate said $2.50 a thousand cubic feet. 

The Northwest Pipeline says the average price will be $4.50, in 
1980 dollars, which is what some industry observers say would be 
the cost of natural gas from other sources if deregulated. 

According to one expert quoted by Congressman Weaver last 
week, the average price would be $15.50 per thousand cubic feet. I 
understand Northwest last week said the opening price would be 
$17.50 a thousand cubic feet in 1987. 

Can you tell us what your estimates are? 
Mr. McGRATH. We, Congressman, are currently making a review 

of that pricing level, but my understanding is that the $17 as an 
initial price in the first year of the project probably is in the ball 
park. 

Mr. SEIBERLING. Is that in 1980 dollars? 
Mr. McGRATH. Well, yes. Actually it would be $14-$14 in 1980 

dollars, and going up to about $17 in 1987, 1986. 
Mr. SEIBERLING. $14. I see. One of your assistants back there was 

shaking his head when you said $17.50. He seems to be relaxed 
now, so I guess you have corrected it. 

Mr. McGRATH. I might say, of course, that is the initial, the first 
years of the project. You still have to take the overall 20-year am­
ortized cost. That gets down to your average of about $5.60. 

Mr. SEIBERLING. Why is it so expensive in the early years? 
Mr. McGRATH. For the early years, the depreciation, and you are 

sending through probably less volume initially and you are build­
ing up the volume as you go along. 

The more you transport through the line, the less it costs. 
Mr. SEIBERLING. What is the 20-year average according to your 

estimates? 
Mr. McGRATH. We have accepted the estimates put in by Mr. 

McMillian last week in his testimony. 
Mr. SEIBERLING. $4.50? 
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Mr. McGRATH. $5 something, $5.10, I think. 
Mr. SEIBERLING. Yes; Mr. Lawrence, do you have any different 

information? 
Mr. LAWRENCE. I have a little trouble finding out where the $17 

and $18 figures come from. We are looking at Mr. McMillian's tes­
timony that refers to $9.25 to $9.35 in 1980 dollars in the first year 
and would decline to in the range of $2.75 to $3.20 per million Btu's 
in the 20th year. 

But I think the basic point is that in the early years, because 
this is a very capital-intensive project in the magnitude of the bil­
lions of dollars and that with that early depreciation, it is higher 
there. 

Mr. SEIBERLING. I understand that in order to go ahead, you are 
going to have to get all of the gas distribution companies to agree 
to commit to buy this gas at this price. 

Is that right? 
Mr. LAWRENCE. Yes. 
Mr. SEIBERLING. How can we possibly justify that cost to consum­

ers in our various areas? 
Mr. LAWRENCE. In the first place, I think there will be some 

tariff and rate treatment that will not impose the precise $9.20 
figure in that particular year. 

There will be in the tariff procedure some amortization of these 
prices. 

Mr. SEIBERLING. They will raise it in the out years then? 
Mr. LAWRENCE. Yes, sir, I think the answer, though, Congress­

man Seiberling, is again in not just comparing this alternative 
supply of gas with another supply of gas, but compare it with what 
the consumer's alternative is in the way of home heating oil or 
electricity. 

That, as we said earlier, is the greater risk, if he has to go to 
that. 

Mr. SEIBERLING. What do you expect costs of these competing 
fuels will be; namely, oil, coal, and nuclear in 1987? 

Mr. LAWRENCE. I am not sure I could nail down 1987. But today 
the price of home heating oil versus natural gas is about twice as 
high. 

Mr. SEIBERLING. I am well aware of that, because my house in 
Ohio is heated by oil. 

Mr. LAWRENCE. Right; and the recent studies by the Department 
of Energy has, I think, home heating oil in the range of 50 percent 
higher in the year 1990. So in the year 1987, it would fall some­
where in that range. 

Mr. SEIBERLING. That is certainly not as high as $17.50 a thou­
sand cubic feet or million Btu's, is it? 

Mr. LAWRENCE. Well, again, I think the way the tariffs will be 
constructed and costs amortized over the years of the project that 
that, and again, I feel better with the term $9.20 or $9.35--

Mr. SEIBERLING. That is in the range of oil, though, isn't it­
$9.25? Isn't that the equivalent of oil? 

Mr. LAWRENCE. That is higher than oil today certainly. That is 
about $55-a-barrel oil, compared with, we are in the range of $35 
now. But over the life of this project, again it is very competitive 
with oil. 
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Mr. McGRATH. Also remember, Congressman, let me interject, 
that you are rolling in the cost of the Alaskan gas with your exist­
ing lower 48 supplies. 

Your average cost will be lower. 
Mr. SEIBERLING. That certainly will make a difference. Let me 

ask you one other thing. Suppose this cost of this pipeline, which I 
guess is around $35 billion in 1980 dollars, and if you add interest, 
something like $58 billion, I believe were the figures we got the 
other day. Is that right? 

Mr. McGRATH. No; those are high. 
Mr. SEIBERLING. Well, I am talking about the treatment plant 

and the whole works. 
Mr. McGRATH. It would be about $25 billion. You add in the addi­

tional cost, about $40 billion estimated. 
Mr. SEIBERLING. Then when you add in the interest, it gets up 

around $58 billion. 
Mr. McGRATH. No; I haven't seen that figure. 
Mr. SEIBERLING. Well, that was in the testimony we had last 

week. Now, if we invested this money in solar energy research and 
development, and research and development in other renewable 
sources of energy, and conservation programs, wouldn't that ad­
vance us even farther toward energy self-sufficiency than putting 
that money in this pipeline? 

Mr. McGRATH. I doubt it. We are not against the research effort 
on solar energy. Solar certainly has a great potential. But we know 
we have 26 trillion cubic feet of natural gas in the Prudhoe Bay 
area, proved reserves. 

Mr. SEIBERLING. What about Mr. Weaver's suggestion, or as sug­
gested by a scientist he consulted, that instead of continuing with 
this pipeline, we build a plant at Prudhoe Bay to convert it to 
methanol and ship it through the pipeline along with the oil? 

Apparently the cost would be far, far less. What about this as an 
alternative? 

Mr. LAWRENCE. I think the short answer to that is the producing 
companies up there, Exxon, Arco, and Sohio, have given a great 
deal of attention to that as an alternative and have rejected it. 

I am sure over the long delay that they have had in marketing 
both their oil supplies and certainly now their natural gas supplies, 
they would have been willing to avail themselves of any alternative 
to set this up. 

So I guess they disagree with the gentleman from Stanford. 
Mr. SEIBERLING. Well, thanks, I appreciate having your testimo­

ny. 
Mr. LAWRENCE. Thank you, sir. 
Mr. SHARP. Gentlemen, we have a vote on at the moment. So if 

you can stay with us, we will recess for about 10 minutes, perhaps 
15, and then continue. 

[Brief recess.] . 
Mr. SHARP. Mr. Lawrence, Mr. McGrath, I think the one thing 

that must be readily apparent to many of you that continues to 
trouble members of the committee, is whether or not we are con­
tributing to locking our consumers into a potential boondoggle bX 
supporting the waivers. Are we locking them into costs we cant 
justify that they will have to pay,where they are going to lose, with 
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respect to how these waivers relate to part of the law affecting this 
proposal and part of the ta:r:iff structure that is presumed to be in 
place? 

If someone would assure us we weren't doing that, I think we 
would all endorse instantly this proposition. I guess what I want to 
ask you is, is it a bogus argument that is being made to us and 
coming up in the questions constantly, that this pipeline could well 
be completed? In other words, the prebilling thing may not be rele­
vant, it may get completed, but literally nobody is going to want to 
buy the gas; it is too expensive. 

And yet, if I understand the tariff schedule properly, if the gas 
flows, you will pass along industrial costs as a demand charge 
through your system to all of our consumers. We really haven't ad­
dressed industrial costs, although you have given us some figures 
on average residential costs. 

Are we wrong? Do we misperceive the incentives that there is a 
risk that that will happen? 

I think the thing all of us have difficulty comprehending is 
where do the incentives and disincentives lie in the proposal for 
this pipeline. 

Mr. LAWRENCE. We do not think that is a substantial risk, Mr. 
Chairman. We think this gas will be marketable. We think the De­
partment of Energy's own estimates and certainly our own demand 
estimates are even going to be more optimistic. 

But the Department of Energy's own estimates are that natural 
gas price, including the Alaska gas pipeline project, is going to be 
very, very competitive. In fact, substantially cheaper than the al­
ternative of fuel oil or electricity. 

I think as to the-such comparisons as to the capital efficiency of 
the various alternatives, with your permission, Mr. Chairman, I 
would like to introduce in the record an analysis that AGA pre­
pared on October 20, 1980, entitled, "Comparison of Initial Capital 
Investment Requirements for New Domestic Energy Supplies." 

It is responsive, I think, and will help expand on the point that 
Congressman Seiberling raised. 

Mr. SHARP. Without objection, we will definitely make that a 
part of the record. 

[Testimony resumes on p. 857.] 
[The analysis referred to follows:] 
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B. Executive Summary of Results of Analysis 

As a rule, domestic energy supply and utilization systems 
based on gaseous fuels require substantially less initial capi­
tal investment than equivalent nuclear, coal and solar electric 
systems or synthetic liquids-based systems (see Table 1). 

o Residential and Small Commercial Spaceheating. On 
a national average basis, supplying added quantities 
of gaseous fuel from domestic resources for residen­
tial and small commercial spaceheating would require 
ll to 37% less initial capital than electrification 
for the same amount of useful heat energy. 

The initial investment required to supply an addi­
tional annual quadrillion Btu's (quad/yr) of new 
coal-fired and nuclear-based electricity for elec­
tric spaceheating utilizing a heat pump in resi­
dences and small commercial applications ranges 
from $77 billion to $94 billion ($ 1980). 

By contrast, the initial investment required to 
supply an additional annual quad of new domestic 
gaseous fuel (other than from new lower 48 sources) 
for residential and small commercial spaceheating 
using a pulse combustion furnace is estimated to 
range from $64 billion for gas supplies from Alaska 
to $68 billion for high-Btu coal gasification. 

Provision of liquid fuel (distillate oil) from 
shale or coal for residential and small commercial 
heating would require even greater capital 
investment than either gas or electric energy 
for the same purpose. On the average, gaseous and 
electric trajectories would require 32% and 7% less 
capital investment per quad, respectively, than 
would the average liquid fuel trajectory. It is 
also concluded that electricity generated from 
synthetic liquid fuel is the most capital intensive 
option of all those examined for this market (with 
the exception of solar energy-- see below), re­
quiring $98-101 billion per quad. 

Preliminary investment estimates i~cluded for con­
parison purposes, for a quad of solar residential 
and small commercial energy,are $257 billion for 
solar thermal, and $139-$1,430 billion for solar 
photovoltaic. This range reflects assumptions 
based on current costs versus the 1986 Department 
of Energy goal. 

0 Premium Industrial Usage. Supplementing premium indus­
trial requirements (e.g., process, feedstock) with 
domestic gaseous fuels is also highly capital efficient 
relative to new electric or synthetic liquid systems. 

93-367 0-82-53 



Table 1 

SUMMARY 
CAPITAL INVESTMEN'f REQUIRED TO EX'fRAC'f, PROCESS, DELIVER 

AND USE A UNIT OF NEW DOMESTIC ENERGY SUPPLY 
{1980 $ BJ.lb.ons per annual burner t~p quad} 

~esidential/Comrnercial Premium 
Energy Source Spaceheating Industrial 

Natu~al Gas 
Alaska-North 
Alaska-South 

caul Gasification 
High Btu 
Medium Btu 

Coal Liquefaction 
Electric Generation (SRC II) 
Liquids (Fischer Tropsch} 
Liquids (SRC II) 

Coal Electrification 
Plant Near End-User 
Plant Near Coal Source 
Combined Cycle 

Coal Direct 
~bbers 

Fluidized Bed 

Shale Oil 
Electric Generation 
Liquids 

Nuclear Electric 

Solar 
Thermal 
Photovoltaic 

(Current) 
(1986 DOE Goal) 

$65.1 
63.6 

68.1 

101.4 
109.5 

01.4 
94.0 
76.6 

98.2 
8 3. 4 

84.3 

256.9 

1,428.0 
139. 4 

Sources: See Appendix Tables A-1, A-2 and A-3. 

$4 3. G 
42.0 

40.1 

134.0 
88.3 

91.1 
105.5 

83.2 

127.4 
56 .s 

97 .l 

1,901.8 
164.3 

Large 
Boiler 

$31.3 
29.6 

33.4 

35.6 

2o.c;.:J/ 
17.6.:1/ 

31.7 

!/ Cannot comply with most state implementation plan regulations for non-attainment areas. 

Note: O::ish indicates no analysis performed for this trajectory. 

I 
w 
I 00 

to.:) 
00 
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Gaseous sources are roughly one-half as capital 
intensive (twice as capital efficient) as are com­
parable electric sources. The investment requirement 
per quad averages $45 billion for the gaseous systems 
considered, as compared with over $90 billion for 
the electric systems. 

To derive one quad from shale oil or coal liquefac­
tion for direct usage would require investments of 
$57 to $88 billion respectively, while the cost of 
converting these liquids to electricity for the 
premium industrial market would be roughly $130 
billion. 

o Industrial Boilers. Gaseous systems can supply energy to 
large 1ndustr1al boilers at a lower level of capital in­
vestment than can synthetic liquid systems {$32-36 billion 
vs. $30 billion), although the cost per quad would 
exceed the cost associated with direct coal combustion 
{$21 billion). 

c. Methodology 

Only those energy systems which could appreciably increase 
domestic energy supplies {gaseous, liquid, solid fuels, solar 
energy, and electricity) during a 0-10 year time-frame were 
included in this comparison. For example, conventional and 
unconventiopal lower-43 state gas and oil supplies are not 
included in the comparison because their net contribution during 
this time period is not expected to increase, but to remain stable 
with new supplies offsetting declining production from existing 
wells. Thus, only domestic sources which could physically 
increase overall energy supplies to the nation were considered. 
Generally speaking, this comparison focuses on capital costs 
of provision and use of secondary energy forms {e.g., synthetic 
fuels and electricity) usually associated with large-scale 
capital-intensive projects based on existing technology. 

Since only potential supply increases are compared, no 
conservation options are included in this analysis, even though 
such options may also have capital efficiency advantages. 

The capital investment estimates contained in this analysis 
include the followin'g cost elements for each energy trajectory: 

a Resource extraction (e.g., drilling, mining, etc.}. 

e Processing of resource from raw state to usable form 
(e.g., gas processing, oil refining, coal cleaning, 
etc.). 

e Conversion of energy from one form to another, such as 
coal-to-gas or oil-to-electricity. 

e Transmission from point of processing/conversion to 
general locale of end-use, or from the point of 
extraction to the point of processing/conversion. 
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o Distribution to users. 

• Installation at the point of end-use of the equipment. 
needed to utilize the energy (e.g., cost of space­
heaters, boilers, etc.). 

The following procedure was followed for comparing each 
energy trajectory in this analysis. 

1. Recently published capital cost data on each trajec­
tory element (i.e., on extraction, processing,etc.) 
were assembled and evaluated. Cost estimates were 
arrived at by selection or analysis (see Tables 2 and 
3), and all costs were converted to mid-1980 dollars 
by application of the implicit GNP price deflator. 

2. Similarly, recently published data on energy "losses" 
at each step of the trajectory (thermal efficiencies, 
physical losses, heat pump coefficients of performance, 
etc.) were analyzed and estimates were developed (see 
Table 4). 

3. For spaceheating applications, gas, liquids, and 
solar thermal system trajectories were penalized by 
adding the capital cost of ele~tric central air condi­
tioning to the other capital costs of the trajectory, 
in order to compensate for the total "space condition­
ing" (heating and cooling) capability of the electric 
heat pump. 

4. Using data in Table 4 along with other information, 
the capital cost estimates in Tables 2 and 3 were 
normalized on the basis of providing one added annual 
quad "at the burner-tip" (i.e., delivered into the end­
use room or process by the end-use device). In other 
words, capital costs at each step were increased by 
an amount reflecting losses further along the way up 
to and including the end-user, so that all end-users 
would receive the benefit of one quad per year (see 
Appendix). Thus, less efficient systems require 
relatively greater amounts of capital investment. 

To illustrate, the extraction of 1 quad of coal annually, 
approximately 44 million tons, would require a capital 
investment of $2.9 billion ($GS per annual ton). 
However, in order for premiwu industrial end-users to 
have the benefit of 1 quad of energy, considering 
energy losses from the point of production to the point 
of consumption, 103 million tons of coal would have to 
be extracted annually at a capital investment of $6.7 
billion (assuming high-Btu coal gasification). 
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Table 3 

PER UlSTALL!\TIOlT CAPI'IAL FOR-END-USE EQUIPMENT 

Delivered 
Energy Source 

Natural & Supplemental GG3 

Electricity 

Coal (Scrubber} 
(Fluidized Bed} 

Oil 

Solar Thermal 

Solar Photovol taic 

Residential/Cornmerci~l Premium 
Spaceheatinql/ Industrial2/ 

$ 1,972 $5,880,000 

1,402 4,704,000 

2,197 5,938,000 

12,847 

1,402 4,704,000 

$ 3,713,000 

4/ 17,867,000-/ 
14,294, ooo! 

5,580,000 

Installed capital cost, excluding duct work. Assumes a space heating device adequate 
to heat a 1,700 square foot single family dwelling. Cost of central air conditioning 
added to gas, oil and solar thermal systems in order to provide comparability Hith the 
electric heat pump. 

~/ Assumes glassmaking: 500 ton per day flat glass furnace 

II 200 MPPH (thousand pounds per hour of steam} field erected steam boiler including 
all applicable pollution control equipment. 

!/ Cannot comply with most state implementation plan regulations for non-attai~ment areas. 

Sources: The source documents from which each of these cost estimates was obtained as 
well as any acijustQents to published estimates which were made to insure comparability, 
are containeC in Section E of this analysis. 
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5. The estimated total capital requirements shown in 
Table 1 (and in the last column of each of the 
Appendix tables) are the sum of the normalized capital 
cost estimates for each step of the energy trajectory 
--i.e., extraction, processing, conversion, trans­
mission, distribution and end-use, as adjusted for 
efficiencies. 

D. Project Descriptions 

The following section gives a brief description of the 
various energy projects upon which the capital cost estimates 
in Section E and ·Table 2 are based. It should be emphasized 
that although certain elements of a particular energy trajec­
tory may be based on an actual project, others may not. For 
example, the processing, conversion and transportation seg­
ments of the North Alaskan and South Alaskan trajectories are 
based on the projected capital investment requirements of two 
specific gas supply projects which are currently in the advanced 
engineering construction phases. However, the average capital 
cost of gas distribution($50,000 per mile) added to the cost 
of all gas supply projects is·generic, and it is not associated 
wit~ny individual project. That is, the South Alaskan LNG 
project will entail only minimal, if any, distribution system 
additions in southern California, although added gas distribution 
capital requirements have been included in this trajectory. 
Similarly, the North Alaskan gas extraction cost of 92¢/Mcf 
overstates the amount of capital required for the extraction 
of Prudhoe Bay gas, as the gas required for this project has 
already been found, and the development of this source will 
require far less investment than would drilling in virgin areas. 
For the purpose of comparison, hoHever, all energy systems are 
based on the assumption that capital will be required from the 
"ground up 11

• That is, from the point of energy production to 
the point of consumption. 

The projects discussed herein are as follows: 

1. Natural Gas 

Alaska-North refers to a project which would 
produce 2.4 Bcfd at Prudhoe Bay, process this 
gas by removing hydrogen sulfide, etc., and 
transport. this gas via a 4,800 mile pipeline for 
"distribution to markets in the \vest and Midwest 
U.S. regions. The Alaska-South project would pro­
duce and liquefy some 400 ~~cfd for transportation 
by cryogenic LNG tankers to a terminal located in 
California, where the LNG would be regasified and 
distributed. Both gas sources would serve all 
three markets considered -- residential/commercial, 
premium industrial and industrial boilers. 
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2. Coal Gasification 

The high-Btu gas energy trajectory reflects the 
extraction of some 30,000 tons of sub-bituminous 
coal per day for gasification using the Lurgi 
process followed by a methanation step. Approxi­
mately 300 r~cfd of pipeline quality gas would 
be produced daily and transported by a 500-mile 
24-inch pipeline to a distribution center. The 
medium-Btu gas system is based on the extraction 
of roughly 3,000 tons of coal per day, and.the 
shipment of this coal by unit tra~n to a gasifica­
tion plant located 500 miles away. The coal would 
be gasified, 175 MMcfd at 300 Btu's per cubic foot, 
using the U-Gas process, and then distributed to 
nearby industrial facilities for fuel use. In this 
analysis, the high-Btu project is assumed to serve 
all gas uses except industrial boilers, for which 
medium-Btu gas is a more economic option. The 
medium-Btu project, conversely, is assumed to 
serve only industrial boilers, (although some 
medium-Btu coal gas is expected to be consumed in 
special premium industrial applications as well). 

3. Coal Liquefaction 

Two liquefaction processes were considered: the 
SRC II process which would provide liquid fuel for 
industrial boiler fuel consumption, or for elec­
trical generation by utilities which would then 
serve residential/commercial and premium industrial 
markets; and the Fischer Tropsch process which 
would produce a higher quality fuel for residential/ 
co~erctaJ or premium industrial consumption. Each 
type of project would require the extraction of 
40,000 tons of coal per day and the conversion of 
this coal to a liquid fuel. The product of the 
SRC II plant, roughly 100,000 bbl/d, would be 
shipped by a 500 mile pipeline to an electric utility 
for the generation and distribution of electricity, 
or to a terminal for distribution to boiler fuel 
customers. The Fischer Tropsch project would also 
ship about 100,000 bbl/d by a 500 mile pipeline to 
a terminaling center for distribution by a tanker 
fleet. 

4. Coal Electrification 

Three types of 1,000 NW coal-based electric power 
plants were considered: a coal-fired plant located 
near the end-use market; a combined-cycle unit 
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utilizing a Texaco Gasifier; and a coal-fired plant 
located at the mine-mouth. The first two alter­
natives would require the extraction and cleaning 
of coal, and transportation by unit train 500 
miles to the generating station for conversion 
and electrical distribution. The mine-mouth 
plant would produce electricity at the coal site 
for transmission via a 500-mile 500-kv EHV 
power line to distribution centers. Electricity 
serves residential/commercial and premium indus­
trial markets regardless of generation fuel. 

5. Coal Direct 

The direct combustion of coal by large industrial 
boilers (200 thousand pounds per hour of steam 
}WPH) was considered for two types of units --
one with a limestone scrubber flue gas desulfuriza­
tion system, and the other utilizing atmospheric 
fluidized bed combustion. Coal for these boilers 
would be extracted and transported 500 miles by 
rail. 

6. Shale Oil 

A 50,000 bbl/d shale oil facility was considered 
as an energy source which could accommodate any of 
the three markets with a liquid fuel, and which 
could also serve the residential/commercial market 
via the use of shale oil for electrical generation. 
Shale oil would be extracted at an underground­
mining-aboveground-retorting complex. The liquid 
extracted would either be shipped directly by 
pipeline 500. miles to power plants or terminaling 
facilities for distribution to industrial boiler 
customers; or it would be refined at the point of 
extraction/conversion prior to transportation and 
distribution to residential/commercial and premium 
industrial customers. 

7. Solar 

The solar thermal power system involves the direct 
conversion of solar energy to thermal energy, and 
subsequent conversion of the thermal energy to 
mechanical energy. This energy source, which is 
technically feasible only for the residential/ 
commercial spaceheating market, has no extraction, 
processin~ conversion, transportation or distribu­
tion capital investment requirements. Theonlycost 
associated is that of the end-use device. The 
solar photovoltaic system converts sunlight 
directly into electricity, and the only capital 
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investments required for this system are for energy 
conversion and end-use equipment (premium industrial 
and residential/commercial markets). 

8. Nuclear Electric 

The other electrical generation alternative 
considered was a 1, 000 Ml'i nuclear light 
water reactor. This unit would entail the 
mining and milling of uranium, fuel enrich­
ment and fabrication, and rail transporation 
to the reactor for electricity generation and 
distribution. 

It should be noted that all systems which would deliver 
electrical energy to the residential/commercial spaceheating 
market have been adjusted to account for the increased peaking 
capacity requirements attributable to the relatively high efficiency 
of the electric heat pump. Although a heat pump operating at 
moderate temperatures may be able to attain efficiencies exceeding 
100%,· this efficiency factor would decline to approximately the 
same level as that of electric resistance heating during colder 
weather. The electric utility industry would have to be 
able to accomodate these peaks, and thus capacity reaui_rao-
ments for electrical generation and distribution would oe the same 
regardless of whether heat pumps or resistance heating were 
utilized. 

To account for this situation, the capacity requirements 
of all electric systems were calculated assuming heat pump de­
ployment and resistance heating deployment, and the difference 
in these two capacities was considered the peaking capacity 
requirement. The base-load capacity requirement was used to 
calculate capital requirements for each of the base fuels -­
coal, nuclear, oil, etc. The peaking capacity capital require­
ment was then estimated based on the cost of oil-fired peaking 
units and added to the base capital requirements. The resul-· 
tant total capital requirement is indicated throughout this 
analysis. 

E. Capital Cost Estimates - Sources and Assumptions 

The sources of the capital cost data referred to in. 
step 1 of the methodology are cited below, as are any 
adjustments which were made to the referenced data. 
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Again, all costs were adjusted to mid-year 1980 dollars. 
Thus, given current and expected inflation rates, the 
nominal cost of multi-year projects could be significantly 
greater, than the estimates contained herein. 

1. Extraction 

The Alaskan gas extraction cost of 92¢/Mcf 
(applied to both North and South Alaska) 
reflects the costs of lease acquisition, 
exploration, development, production and 
dry holes based on Alaskan gas expenditures 
and reserves added from 1971 through 1978. 
Drilling costs and reserves data were obtained 
from annual issues of: American Petroleum 
Institute, Independent Petroleum Association 
of America and Mid Continent Oil and Gas 
Association, Joint Association Survey of the 
u.s. Oil and Gas Producing Industry, and the 
American Petroleum Institute, American Gas 
Association, Canadian Petroleum Association, 
Reserves of Crude Oil, Natural Gas Liquids, 
and Natural Gas in the United States and 
Canada,respectively. Drilling costs were 
increased by a factor of four to .. deri ve total 
capital costs (see 1974 Joint Association 
Surve~, Section II, pp. 1-4 for justification 
of th1s estimation factor). 

The coal extraction cost of $65/annual ton is 
the weighted average of: underground mined 
coal (28 percent weight, $83/annual ton) , 
Eastern surface mined coal (20 percent, 
$121/annual ton), Midwestern surface mined 
coal (20 percent, $65/annual ton), and 
\'/estern surface mined coal (32 percent, 
$13/annual ton) • Regional weights (estimated 
by the D.O.E. for 1985) and capital costs 
were taken from: the President's Commission 
on Coal, Coal Data Book, (Washington, D.C.: 
Govt. Printing Office, February, 1980), 
pp. 8 7 , 9 5 and ll 7 • 

The capital investment required to extract 
shale oil is estimated at $2.021 billion per 
plant. This estimate is based on the production 
of 50,000 bbl/day of shale oil syncrude using 
underground mining and aboveground retorting 
as set out in: Office of Technology Assess-
ment, Congress of the United States, An 
Assessment of Oil Shale Technologies,-wash­
ington, D.C.: Govt. Printing Office, June, 1980), 
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p. 480. The OTA estimate does not include an 
allowance for funds used during construction, AFUDC, 
and it was therefore increased-by 10 percent 
so as to be comparable with all other estimates 
in this analysis. 

Capital investments for uranium mining and 
milling required for nuclear generated elec­
tricity are estimated~94 billion/GI-l 
as taken from: Leonard Reichle, Ebasco Ser­
vices Inc., The EcOnomiCs· of N't.lClear versus 
Coal, presented before the Richmond Society of 
Financial Analysts in October of 1979, Table 13. 

2. Processing 

Processing of the 2.4 Bcfd of North Alaskan 
~ produced at Prudhoe Bay will require the 
construction of a $2.8 billion conditioning 
facility. {South !'.laskan gas processing takes 
place at the liquefaction facility, and these 
costs are included under ''conversion'' on 
Table 2.) Cost estimates were obtained from 
the D.O.E. Alaskan Gas Project Office, and 
\•Jere referred to as the 11 most recent estir.1ates 
of the sponsoring companies.'' 

Coal must be ''prepared'' prior to combustion, 
and the level of preparation may vary greatly 
depending on the end-use application. The $11/ 
annual ton coal preparation charge reflects a 
••mid-level•' preparation {\inch, wet beneficj­
ate, + 28 !~1) as set out in: Richard A. SchmidL, 
Coal in America, {HcGraw Hill: 1979), p. 286. 
The coal preparation charge is not applied 
separately to the coal gasificatior. or coal 
liquefaction systems, as this cost is included 
in the capital cost of the liquefaction and 
gasification plants (under ••conversion•• on 
Table 2). 

It is assumed that shale oil must be refined 
prior to combustion except for large industrial 
boil~rs and electric utility applications. The 
cost of a 50,000 bbl/day shale oil refinery is 
estimated bv: H.A. Frumkin, Chevron Research Com­
pany, Refining and Upgrading of Synfuels from 
Coal and Oil Shales by Advanced Catalytic Processes, 
Fourth Interim Report for Processing-of Parahoe 
Shale Oil, prepared for u.s. D.O.E., June 1980, 
Table lL. 

93-367 0-82-54 
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Processing'costs for nuclear generated elec­
tricity of $.115 billion/GW include investments 
required for enrichment and fabrication, but 
not for recovery or spent fuel management. 
See: Reichle, Ebasco Services Inc., 
The Economics of Nuclear versus Coal, pre­
sented before the Richmond Society of 
Financial Analysts in October of 1979, 
Table 13. 

3. Conversion 

South Alaskan gas conversion costs include the 
costs of both liquefaction ($.771 billion) and 
regasification ($.784 billion) facilities. Cost 
estimates, which were provided by Western Termi­
nal LNG Associates, represent the most recently 
filed estimates presented by the project sponsors 
to various regulatory agencies. 

The cost of a 300 MMcfd high-Btu gas plant, 
$1.8 billion, is based on the Wyoming Coal 
Conversion Project of Panhandle Eastern Pipe 
Line Company. Cost estimates are as submitted 
by Panhandle Eastern to the D.O.E. in its coop­
erative agreement proposal of May, 1980. The 
Lurgi process/Texaco gasifier will be employed. 

The medium-Btu gas conversion estimate of $.423 
billion reflects the 175 ~1cfd project of Memphis 
Light, Gas and \'later Division, operating under 
contract with the D.O.E. These estimates for 
the 175 MMcfd U-Gas project are contained in 
a status report submitted by Mr. Pravin Thakkar 
of MLG\'1 in January of 19 8 0. 

Two types of coal liquids plants were used in 
this analysis, each with a 40,000 ton per day 
coal input. A heavy products SRC II plant; 
$4.430 billion, was assumed to supply large 
industrial boilers and electric utilities, while 
a Fischer Tropsch unit, $6.202 billion, was 
assumed to.supply premium industrial and resi­
dential/commercial markets with higher quality 
distillate fuel oil. These estimates are based 
on the expected cost of a 30,000 ton/day SRC I 
plant, $3.570 billion, as presented by the 
President of International Coal Refining. See: 
Chemical Week (Chicago: August 13, 1980) p.35. 
It was assumed that the cost of the SRC I and 
SRC II plants will be approximately equal, and 
the cost of the 30,000 ton/day SRC I plant was 
increased by a scaling power factor of .75 to 
obtain the cost of a 40,000 ton/day facility. 
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This cost, $4.430 billion, was then increased 
by 24 percent to obtain the cost of a more 
expensive Fischer Tropsch unit. The 24 
percent factor was acknowledged by the D.O.E. 
and by the Institute of Gas Technology, 
See: Institute ot Gas Technology Coal Lique­
faction Processes, (Chicago: July-;-1979), 
p. XIV.C.2. 

Capital requirements for the 1000 MW electric 
power plants used herein were taken from: Electric 
Power Research Institut~, Technical Assessment 
Guide, (Palo Alto: July, 1979), Section B. 
Cost estimates range from $.661 billion for a 
residual oil-fired plant to $1.154 billion for 
a nuclear based electric unit. EPRI pre-
sents two estimates for each plant, an "end-of­
year" startup estimate which includes AFUDC 
(allowance for funds used during construction) 
and an "overnight-construction-cost 11 estimate 
which excludes AFUDC. The 11 overnight 11 estimate 
was used in this report, and an estimate was 
made for AFUDC (so as to be comparable with all 
other estimates in this analysis) assuming that 
the ratio of AFUDC to total capital investment 
was the same as in the nend-of-year" case. 
The estimated AFUDCs .·ange from 10 to 2 0% 
of total capital costs. 

The capital investment requirement for 
residential/commercial solar photovoltaic 
conversion is estimated at $70,000 per unit 
($20 per peak watt, 3.5 kw peak) given the 
current state of the technology. If the 
1986 D.O.E. goal is met, this figure will 
be reduced to approximately $5,567 per unit 
($1.25 per peak watt). See: U.S. Depart­
ment of Energy, Solar Energy Status Report, 
(Washington, D.C.: U.S. Govt. Printing 
Office, June, 1978), p. 26. The premium 
industrial conversion estimate of $1,974 
per ~Wffitu is based on a current cost of $20 
per peak watt, and the generation of 8.13 
watt-hours per day, per peak watt of capacity. 
From: American Society of Heating, Refrigera­
tion, and Air Conditioning Engineers, Inc~, 
ASHRAE Handbook and Product Directory: 1978 
Applications (New York: 1978), p. 58.5. 
Assuming the sa~e rate of reduction for the 
1986 D.O.E. goal as for residential/commercial 
applications, this industrial cost could be 
reduced to $157 per MHBtu. 
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4. Transportation/Transmission 

Natural gas from Prudhoe Bay (Alaska-North) 
will be transported via a 4,800 mile pipeline 
to distribution centers in Northern California 
and in the Chicago vicinity. The cost of this 
pipeline, including all compressor stations, 
metering facilities, etc. is estimated at $15.8 
billion. This estimate was obtained from the 
D.O.E. Alaskan Gas Project Office, and it was 
referred to as the "most recent estimate of 
the sponsoring companies." (The cost of the 
conditioning plant is included under "processing.") 
Gas from South Alaska will be shipped via 
cryogenic~tankers approximately 2,400 miles 
to Point Conception, California. According to 
Western Terminal LNG Associates, the most 
recently filed cost estimates project expendi­
tures of $.540 billion for tankers, $.253 billion 
for transm~ssion line in Alaska, and $.102 
billion for transmission line in California. 
The total investment requirement for transmission 
of South Alaskan LNG is thus set at $.895 billion. 

It is likely that most high-Btu gas plants will 
be constructed at the mine-mouth, rather than 
in proximity to end-use markets,as a result of 
relative transportation economics. In this 
hypothetical example, it is assumed that a 
500-mile 24-inch pipeline would be construc­
ted to move gas to distribution centers. The 
cost of a 24 inch pipeline is estimated at 
$400,000 per mile, including $48,000 per mile 
for compressor stations ($800 per horsepower, 
60 horsepower per mile). See: Earl Seaton, 
"Pipeline Economics," Oil and Gas Journal, 
(Tulsa: August 11, 1980),p.63. 

The cost of a unit train to move 1 million tons 
of coal per year, including locomotives and 
hoppers, is estimated at approximately $7 
mi !lion ( $7 ·per ·a·nnual ton) according to Richard A. 
Schmidt, Coal in America, (McGraw Hill: 1979), 
p. 302. An additional investment of $5.60 per 
ton would be required for right-of-way, under 
the assumption that the ratio of rolling stock 
to right-of-way capital requirements is 55:45. 
See: The President's Commiss·ion on Coal, 
Coal Data Book, (Washington, D.C.: February, 1980), 
p. 201. Rotary dumper requirements of $1.40 
per ton bring the total capital investment 
requirement to $14 per annual ton. 
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.Host existing coal-fired power plants are 
located near ultimate electric markets. The 
hypothetical 1000 MW plant "near the coal 
source 11 would transport electricity via a 
500-mile 500-kv transmission line at $350,000 
per mile, as estimated by: the Electric Power 
Research Institute, Technical Assessment Guide, 
(Palo Alto, California: July, 1979), p. 9-2. 

It is assumed that a 12 inch oil pipeline would 
be used to ship products from-rlquefaction sites 
to terminaling facilities. The cost of this 
pipeline is estimated at $236,000 per mile 
(100,000 bbl/d), in comparison with $105,000 
per mile for a smaller volume (50,000 bbl/d) 
pipeline for oil shale facilities. See: Earl 
Seaton, ''Pipeline Economics,'' Oil and Gas 
Journal (Tulsa: August 11, 1980), p. 63. 

5. Distribution 

The investment required to move Alaskan or 
high-Btu gas in new systems from the city-gate 
to the end-user is estimated at $50,000 per 
mile, the median cost quoted for 11 current 
major distribution expansion projects in: 
11 World-Wide Construction Scoreboard," 
Pipe Line Industry, (Houston: Gulf Publish­
ing Co., Hay, 1980), pp. 61-64. It is 
assumed that distribution mileage added will 
be roughly double the mileage of transportation 
system additions, as indicated in: American 
Gas Association, Gas Facts 1978, p. 55. 

The capital cost estimate for distributinq 
medium Btu gas, $10.8 million per plant, is 
reflective of the Hemphis Light, Gas and Water 
project. Gas will be distributed via some 30 
miles of ne\v pipe (including 3 to 5 miles of 
large diameter pipe) to a nearby industrial 
park. This type of arrangement represents a 
"typical" medium Btu gas project configuration. 
Estimates were obtained from Mr4 Pravin Thakkar 
of NLGW. 

Transmission and distribution expenditures 
account for approximately one-third of the 
cost per KW of new electrical generation 
additions according to: Electric Power Reseurch 
Institute, Overview and Strategy, (Palo Alto: 
July, 1979) p. II 52. The cost of a coal-fired 
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generating station near the coal source is 
estimated at $.972 billion, and the cost of 
transmission system additions is set at $.175 
billion ($350,000 per mile, 500 miles). Thus, 
distribution system capital expenditures are 
estimated at $.300 billion per plant, based 
on the 11 one-third 11 relationship noted above. 
This $300 billion figure was used for all 
power plants. 

Terminaling facilities for oil distribution 
(100,000 bbl/d are estimated at $60 million, 
based on a capital outlay of $16/bbl and 10 
turnovers per year: ICF Incorporated, prepared 
for Congressional Budget Office, Economic Con­
siderations in Industrial Boiler Fuel Choice, 
(Washington, D.C.: June, 1978), Appendix B. 
In addition, roughly $40 million would be 
required for some 800 tankers (3,000 gal) at 
$50,000 per truck. (Information provided by 
Exxon and Aitcheson Fuel Co. Inc.) Thus, 
distribution expenditures of $100 million per 
plant are assumed for coal liquids (100,000 
bbl/d), and $50 million for shale oil (50,000 
bbl/d) 0 

6. End-Use Equipment 

The installed capital cost for conventional 
re·s·ide·ntiaL commercial spacehcating equipment 

exc u 1ng uct war lS ase on he require­
ments of a 1,700 square foot single-family 
horne in Federal Region 3 (moderate temperature 
Mid-Atlantic Region). These data, set out 
at Table 3, were obtained from: Resource 
Planning Associates, Market Penetration and 
Associated Benefits of Improved Gas Furnaces, 
(Washington, D.C.: July, 1980), p. 1.4. 
Installation charges were not published in 
this report, but they were obtained directly 
from the author. The cost of central air con­
ditioning was added to the cost of all systems 
other than the heat pump in order to insure 
comparability. 

The cost of a solar (thermal) residential/ 
commercial system, $12,847, is from Vern J. 
Hellenbrand, 11 Solar Economics", Solar Heating 
and Cooling Systems Operational Results Con­
ference Proceedings, (Colorado Springs, 
Colorado: November, 1979), p. 183. The 
estimate is based on a cost of $30 per square 
foot of collectors, and the cost of air 
conditioning was added to this estimate to 
insure comparability. The solar house was 
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1,200 square feet as compared with 1,700 
square feet for the conventional systems, but 
it was located in a cooler climate (Wisconsin) 
and no further cost adjustments were made to 
compensate for this space differential. 

A 500 ton per day flat glass furnace (float 
process) was used as the basis for the cost of 
an end-use device in the premium industrial 
market. Glass-making is a major industrial 
process, and oil, gas and electricity are all 
used to provide energy to this industrial 
sector. The cost of such a furnace ranges 
from $4.7 million (electric-fired) to $5.9 
million (oil-fired) according to: Booz, 
Allen & Hamilton, Potential Markets for High­
Btu Gas From Coal, (Bethesda, Maryland: April, 
1980), p. C-25. 

The cost of a 200 MPPH boiler ranges from $3.7 
million (gas-fired) to $17.9 million (coal-fired) 
as set out by: ICF Incorporated, submitted to the 
Congressional Budget Office, Economic Considera­
tions in Industrial Boiler Fuel Choice, (Washington 
D.C.: June, 1978), p. II-59. Costs include all 
applicable pollution control equipment to meet 
so2 and TSP emission limitations (limestone 
scrubber), and field erection is assumed. The 
fluidized-bed boiler is assumed to cost 20 per­
cent less than the conventional boiler based on 
EPA Report 600/7-79-178e, Technology Assessment 
Report for Industrial Boiler Applications: Fluid­
ized Bed Combustion, Technical Appendix, as 
compared vii th the ICF study cited above. 

F. Efficiency Estimates - Sources and Assumptions 

The sources of the efficiency data referred to in step 
2 of the~methodology are cited bela><, as are any adjustments 
which were made to the referenced data. Efficiency estimates 
by energy source are shOYJn in detail at Table 4, both "to 
the point of consumption" and "at the point of consurnption. 11 

Both primary efficiency (heating value of the primary product 
divided by the heating value of the feed) and ancillary 
efficiency (energy equivalent used to operate the system) are 
considered. 

1. Extraction 

Natural gas and nuclear extraction efficiencies 
of 99.3% and 94.6%, respectively, were derived 
from the Council on Environmental Quality, 
Energy and the Environment: Electric Power, 
(Washington, D.C.: 1973~ pp. 51,55. 
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An extraction efficiency of 99.4% is assumed' for 
coal, based on: Radian Corporation, A Western 
Regional Energy Development Study, {Austin, Texas: 
August, 1975), pp. 12,14. An oil shale extraction 
efficiency of 76.6% was also obtained from this 
document at pages 36 and 291. 

2. Processing 

Natural gas processing {Alaska-North) is assumed 
to be 96.7% efficient, versus a 57.0% efficiency 
for nuclear energy. See: Council on Environmen­
tal Quality, Energy and The Environment: Electric 
Power, {Washington, D.C.: 1973), pp. 51,55. 

Coal processing efficiency ranges from 35% to 
100%, and a 90% level is assumed herein {see 
section E-2 for process description level). 
Richard A. Schmidt, Coal in America, {McGraw 
Hill: 1979), p. 286. 

The refinin9 of synthetic crude from shale oil 
would entail a processing efficiency of some 95.0%; 
Radian Corporation, A Western Regional Energy 
Development St~dy, {Austin, Texas: August, 1975) 
p. 346. ThLs refining step would be necessary 
for high priority markets {residential and pre­
mium industrial) , but not for industrial boilers 
or electric utilities which could burn upgraded 
shale oil directly. 

3. Conversion 

The conversion efficiency of South Alaskan gas, 
90.5 percent, includes consideration of the 
liquefaction {91.0%) and regasification {99.4%) 
phases. These estimates were obtained from 
Western Terminal LNG Associates. 

Coal gasification efficiencies of 65.1% and 72.7% 
for high and medium Btu gases, respectively, were 
obtained directly from the project sponsors of 
the WyCoal and MLGW projects. The 65.1% includes 
a credit for coal fines, and gasification of liquid 
by-products. 

The coal liquefaction conversion efficiencies 
of 77.0% {SRC II) and 45.0% {Fischer Tropsch) 
were derived from: Energy Research and Develop­
ment Administration, Alternative Fuels Demonstration 
Program, Vol. 1, {Springfield, Virginia: NTIS, 
September, 1977), pp, IV-99, IV-103. {This SRC II 
conversion efficiency is listed under "processing 1

' 

on Table 4 in order to segregate it from the 
electrical conversion efficiency.) 
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Electric power plant conversion efficiencies 
range from 31.9% (nuclear) to 36.Q~ (comhin<"n r.vcl<'). 
according to: Electric Power Research Institute, 
Technical Assessment Guide, {Palo Alto, California: 
July, 1979), Section 8. Annual availabilities, or 
capacity utilization factors, were also obtained 
from this document, ranging from 70.9% for a 
coal-fired plant to 81.7% for a combined 
cycle unit. (All other large scale conversion 
projects -- coal gasification, coal liquefaction, 
oil shale -- were assumed to have a utilization 
factor of 91.0%.) 

The solar photovoltaic conversion efficiency 
of 20% was obtained from the Solar Energy 
Intelligence Report, April 17, 1978. 

4. Transportation/Transmission 

Efficiency factors of 91.6% and 95.6% were 
applied to the transportation of North Alaskan 
and South Alaskan gas, respectively, based on 
discussions with Northwest Alaskan Pipeline Com­
pany and Western Terminal LNG Associates. 

A high-Btu gas transportation efficiency of 
97.3% is assumed, based on a 500-mile, 30-inch 
gas pipeline cited by: Radian Corporation, A 
Western Regional Energy Development Study, -
(Austin, Texas: August, 1975), p. 658. 

Estimated transportation efficiencies of 97.5% 
for coal and 98.1% for oil were obtained from: 
Council on Environmental'Quality 1 Energy and 
the Environment: Electric Power, nvashington I 
D.C.: 1973) pp. 40,46. The coal efficiency 
w~s adjusted to reflect a 500 mile trip as opposed 
to 300 miles used in the source document. No 
losses are assumed for nuclear energy {see p. 55) 
as a result of the extremely high energy concen­
tration per pound of the fuel shipped, energy 
usage per Btu shipped is negligible. 

The line loss of a 500-mile 500-kv electric trans­
mission line is approximately 9%, thus the 
efficiency factor is 91%. Transformer losses 
are riot included in this estimate by: The 
Electric Pov1er Research Institute, Overview 
and Strategy, (Palo Alto, California: July, 
1979), p. II 54. 
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5. Distribution 

The distribution of gaseous fuels, regardless 
of source, is assumed to have an efficiency 
factor of 97.1%. See: Federal Energy Adminis­
tration, Final Programatic E.I.S. of the 
Allocation of Petroleum Feedstocks to S.N.G. 
Plants, (Washington, D.C.: August, 1977), 
p. 2.5-13. 

The ratio of electrical energy produced to end­
use sales, 91.6% for 1979 according to: The 
Department of Energy, Monthly Energy Review, 
(Washington, D.C.: u.s. Govt. Printing Office, 
July, 1980), pp. 60-61, was assumed to equal· 
the transmission efficiency for local electrical 
distribution. 

No estimate was available for the distribution 
efficiency of oil products (gasoline consumption 
by trucks, evaporation and spillage losses, etc.). 
Thus, it was assumed that the distribution effi­
ciency equals the transportation efficiency of 
98.1%. 

6. End-Use Equipment 

End-use equipment efficiencies for residential/ 
commercial ·spaceheating of 95.0% for gas, 84.4% 
for oil, and 199·. 8% for an electric heat 
pump were assumed. These factors are reflective 
of highly efficient units which are available 
now, or will be available in the early 1980's. 
The oil unit is a Blue Ray furnace, and the gas 
is a Lennox pulse-combustion furnace. The heat 
pump heating season efficiency is based on the 
"high efficiency conventional heat pump 11 cited in 
Resource Pianning Associates, !·1arke t Penetration 
and Associated Benefits of' Improved Gas Furnaces, 
(Washington, D.C.: July, 1980), p. 1.4. 

The efficiencies of the 500 ton per day glass 
furnaces representative of the premium industrial 
market are: gas - 70%, oil - 70%, electric - 95%. 
Oil and gas furnaces have greate):" losses "up the 
stack'' than do electric furnaces. See: Booz, 
Allen & Hamilton, Potential Markets for High-Btu 
Gas From Coal, (Bethesda, Maryland: April, 1980), 
p. C-25. 
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The efficiencies of large (200 MPPH) industrial 
boilers range from a low of 85.0 percent (fluidized­
bed) to high of 89.0 percent (oil-fired) as 
presented by: ICF Incorporated, Economic Consid­
erations in Industrial Boiler Fuel Choices, 
(Washington, D.C.: June, 1978), p. II.9, and 
E.P.A. Report 600/7-79-l78e, Technology Assess-
ment Report for Industrial Boiler Applicat1ons: 
Fluidized Bed Cornbust1on, Technical Appendix. 

G. Summary of Results 

Table 1 summarizes the results of this analysis for each 
of 36 alternative energy trajectories. With regard to the types 
of energy (gas, liquid, solar, solid, electric) which could be 
developed, the following conclusions can be drawn: 

Gas and electricity for spaceheating. The average 
electricity trajectory excluding solar requires $89.3 billion 
(ranging from $76.6 billion for combined cycle cogeneration 
up to $101.4 billion for electricity from liquid synthetic 
fuel from coal), while the corresponding amount of energy 
from the average gas trajectory requires a capital investment 
of $65.6 billion, -- approximately 27% less capital. The gas 
advantage ranges from ll% to 37% when comparing the maximum 
gas to the minimum electric and vice versa. 

The average fuel oil trajec­
tory requ1res 96.5 b1ll1on per end-use quad, making increases 
in fuel oil supply the most expensive of all categories 
examined, as the average gas trajectory is 32% less than this 
amount, and the average electrification trajectory is 7% less. 

Analysis of the results shown in Table l indicate the 
development of energy sources for premium industrial appli­
cations via the gas trajectory requires on the order of half 
the initial capital necessary for additional supplies of elec­
tricity. Finally, the investment requirements for boiler fuel 
trajectories are far lower than are other trajectories compared 
in this analysis, unless coupled with electrification. 
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APPENDIX A 

The total capital investment requirements shown in 
Table l result from summing the respective fuel cycle 
capital cost estimates shown in Tables A-l (Residential 
Space Heating), Table A-2 (Premium Industrial Fuel Use), 
and Table A-3 (Large Boiler Fuel Use) . The capital invest­
ment requirement for each step of each energy trajectory 
is expressed in billions of mid-1980 dollars, normalized 
on the basis of providing one added annual quad realized 
by the end-user. 



Table A-1 

DETAIL 
INVESTMENT REgUIR~~TS FOR RESIDENTIAL SPACE HEATING TRAJECTORY 

(1980 $ Billions p~r annual burner tip quad) 

Extraction Processing Conversion 
Tranuportntion/ 
Transmission Distribution ~ 

·Natural Gas 
Alnska-North $1.072 $ 3. 726 $ 20.318 $ .564 $39.440 
Ala.oka-South 1.151 13.715 7.687 I. 631 39.440 

Coal Gasifica.tion 
High Btu 4.91•3 20.854 2.317 .564 39.440 

Coal Liguefa.ction 
Electric Generation(SRC II) 5.937 51.987 .625 14.771 28.040 Liquids (Fischer Tropsch) 7.904 56.761 .486 .403 43.940 

Coal Electrification 
Plant Near End-User 5.140 .870 30.630 .996 15.771 28.040 
Plant Near Conl Source 5. 506 .932 33.657 10.108 15.771 28.040 Combined Cycle 4.874 .825 28.259 .945 13.687 28.040 

Shale Oil 
Electric Generation 33.021 21. 53 7 .857 14.771 28.040 Liquids 27.051 11.109 .667 .623 43.940 

Nuclear Electric 2.412 2.951 35. 193 Neg. 15.704 28.040 

Solar 
-----n;e rmn l 

256.932 
Photovolt.aic 

(Current) 1,400.000 
( 1986 DOE Goa.l) Ill. 340 

Source: Cnpi tal cost l:!stimates set out in Tables 2 nnd 3, wlth ndju~tments for efficiencies as detailed 
in Table! 4. 

28.040 
28.040 

Total 

$65.120 
63.624 

68.118 

101.360 
109.1194 

00 
01 
~ 

81.447 
94.014 
76.630 

98.226 
83.390 

84.300 

256.932 

1,428.040 
139.380 



Table A-2 

.DETAIL 
CAPITAL IITVESTI!EllT REQUIREIIENTS FOR PRE!1IU~ IllDUSTRIAL USE TRAJECTORY , 

Natural Gas 
Alaska-North 
Alaska-South 

Coal Gasification 

Extraction 

$1.433 
!.562 

liigh Btu 6.711 

Coal Liguefac tion 
Electric Generation. (SRC II) 12.48b 
Ltquid (Fischer Tropsch) 9. 5:)1 

Coal Electrification 
Plant Near End-User 
Plant Near Coal Source 
Combined Cycle 

Snale Oil 
Electric Generation 
Liquid 

Nuclear Electric 

Solar Photovoltaic 
(Current) 
( 1986 DOE Goal) 

10.811 
11.582 
10.253 

69.465 
32.62" 

5.075 

(1980 $ Billion per annual burner tip quad) 

Processing 

$4.980 

1.830 
1.960 
1. 735 

13.398 

6. 209 

Conversion 

$18.604 

28.305 

97.610 
68.441 

52.703 
57.933 
4 7. 712 

33.567 

'62. 306 

1, 974.467 
156.970 

Transportation/ 
Transmission Distribution 

$27.171 
10.429 

3.145 

l. 315 
.586 

2.095 
10.430 

1.987 

1.804 
.804 

Neg. 

$. 765 
2. 214 

• 765 

15.235 
.486 

16.266 
16.266 
14. 117 

15.235 
• 751 

16.197 

Source: Capital cost cstiiilllres set out in Tables 2 and 3, with adjustments for efficiencies as detailed 
in Table 4. 

$9. 202 
9.202 

9. 202 

7. 362 
9.293 

7. 362 
7. 362 
7. 362 

7.362 
9. 293 

7.362 

7. 362 
7. 362 

$43.551 
42. Oll 

48.128 

134.008 
88.337 

91.067 
105.532 
83.166 

127.433 
5h.870 

97.149 

!,981.829 
164. 332 



Table A-3 

DETAIL 
CAPITAL INVESTMENT REQUIREMENTS FOR BOILER FUEL USE TJ!A.!ECTORY 

(1900 $ Billions per annual burner tip quad) 

Transportation/ 
Extraction Process!.!!..g Con"Wrsion Translllf.ssion Distribut lo'l 

Natural Gas 
Alaska-North $1.170 $4.067 $22.190 $. 616 
Alaska-South 1.257 $!4.972 8. 394 1. 782 

Coal Gasification 
Medium Btu 4. 825 23.727 !.039 . 606 

Coal Liguefaction 
, Liquid (SRC II) 7. 497 22.464 .46! • 382 

Coal Direct .:/' 
Scrubbers 3. 741 • 633 .725 
Fluidized Bed 3. 874 • 656 • 751 

Shale Oil 

I:icluid 25.653 • 633 .591 

Source: Capital cost estimates set out in Tables 2 and 3, with adjustments for eUiciencies as 
detailed in Table 4. 

End Use Total 

$3.212 $31.255 
3. 212 29.617 

3. 212 33.409 
00 
c:n 
~ 

4. 827 35.631 

15.455 20.554 
12.364 17.645 

4. 827 31.704 
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Mr. SHARP. I don't know whether you have heard previous ques­
tions from a number of our subcommittee members, but many have 
been asking what about the alternatives, aren't they cheaper, or 
aren't we better off as consumers or a nation to go for some other 
alternative? 

Mr. LAWRENCE. And the answer is no, we are not better off with 
alternatives. This capital efficiency study showed that the Alaska 
gas pipeline would have an investment of $65 billion per quad of 
energy delivered, and that would compare with the coal and nucle­
ar-generated electricity and coal liquefaction of between $89 and 
$109 billion per quad delivered. 

But solar energy, the one referred to, is in the range of $257 bil­
lion per quad delivered, by far the least capital efficient. 

So we think that this gas supply is going to be competitive in the 
most competitive of markets, namely, the industrial market which 
competes with resid. These numbers in the $4.35 to $5.10 range or 
$4.65 to $5.10 range indicate it would be competitive in 1980 dollars 
with resid. today. 

But we see the price of resid. rising as refineries are upgraded, 
and resid. is refined on down to the bottom of the barrel for trans­
portation fuel, so that these prices are going to be even more com­
petitive in the industrial market. 

But again, by no means limit the salability of this gas to the in­
dustrial market. Some of these new forms of energy, methane­
fueled vehicles, we are talking about a value of $10-$11 in 1980 dol­
lars easily as a compet~ng form of energy. The same for gas cogen­
eration . 

. So we are very optimistic about the marketability of this gas. 
Mr. SHARP. Mr. McGrath, do you have a comment? 
Mr. McGRATH. Our companies are large business enterprises, 

and they have been very successful over the years. I can't for a 
minute think that they would invest in a project which in their 
view they could walk away from with all these billions of dollars 
committed to it. 

Certainly they don't view it as a boondoggle nor do we consider it 
as something that will not eventually be a very important source of 
energy supply for this country. 

Certainly the initial costs are high. But you look at the average 
cost over the life of the project, and it could well be a figure into 
the 1990's that would be below what might well be the wellhead 
price of deep gas being found in the lower 48. 

You look at the supply potential to Alaska, and we think that 
once the Prudhoe Bay project gets moving and the additional drill­
ing and incentive for additional drilling for gas comes into play, 
tpat there could well be substantial additional reserves of gas made 
available to the lower 48 over and above that which is already 
there. 

Now, as far as the producers' pricing their gas to a point where 
the project would be infeasible, I know a lot of things are said 
about the producers. But I have never heard them charged as being 
kamikaze pilots, that they are going to just shoot down this thing. 

It just doesn't make sense economically or otherwise. So we don't 
think it is a boondoggle, no. We don't think it is a bogus argument. 
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Mr. SHARP. Let me ask this. Is it possible, though I don't know 
what the set of assumptions is about how the curve declines over 
time or how rapidly it declines, but everybody talks as if unless the 
tariff formula is changed, the normal financing package one would 
presume for this, or unless something abnormal is done, that there 
will be front-end loading and, therefore, the price will be at the 
highest level during the first couple of years? 

And then it will get into much more competitive ranges, the 
longer you go. I believe that is a general presumption under which 
most people seem to operate. 

Is there a high risk, in your judgment, that at least for 2 years or 
5 years, you will have a situation where you simply will pay the 
demand charge? 

Correct me if I am wrong on this, in the formula or tariff sched­
ule, the demand charge in this particular instance includes the 
bulk of the cost of the whole transportation system, if not all of it. 

In other words, all, which is really the basic ingredient in this 
thing, is going to be paid come hell or high water. 

Mr. McGRATH. I will have to confess that I am not that intimate­
ly familiar with the tariff provisions. Certainly the higher cost is in 
the first year. 

The tariff is what we would call a cost-of-service tariff, which is a 
return of your cost, plus return on your investment, recovering 
your costs, return on your investment. 

But during the early years of the pipeline, you will be rolling in 
those costs which, with the lower 48 costs, which are much less, 
and the average delivered cost to the consumer, we think will be 
competitive, and our companies think it will be competitive. 

And that competitive posture is enhanced as time goes on as the 
project is amortized. So, yes, there is a heavy front-end problem 
there. 

But the project sponsors believe it can be overcome by the rolling 
in of the costs, and that the market is there. 

Mr. SHARP. Let me ask you this. Do you expect the pipeline com­
panies of your associations to be reexamining or continuing to ex­
amine their position financially in this project? 

If I am correct, they still will have the option, should we pass the 
waiver package, just as the producers and the banks that are going 
to help raise the additional financing, to simply say, no, we are not 
putting our money in. 

Am I correct that they are not locked in by contract if the project 
sponsors come up with the additional capital? 

Mr. McGRATH. Let me put it this way. The approval of the 
waiver package, as I understand it by the Congress, is not a guar­
antee that the project can be financed, nor is it a guarantee that 
FERC will find that the overall project is feasible on the basis of 
the financing package that may ultimately be submitted by the pri­
vate sector in the hearings FERC would hold, or whatever consider­
ations it would give to the project. 

If the finance, or financing package that results as a result of 
these waivers, for whatever reason, appears to be unduly burden­
some on the pipelines, or the other, sponsors of the project, I would 
say, yes, they would have the opportunity to say: Well, we have 
given it our very best, but it just can't be done. 
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The problem we are faced with now, we can't even reach that 
point without the waiver. 

Mr. SHARP. I understand that. I guess perhaps my experience in 
Congress, where we are not as hard-nosed sometimes as the private 
sector is, leads me to this question. 

But there is no question there is conversation about, among 
members of Congress and outside parties, and this may be a minor­
ity view, but that, in fact, there is widespread skittishness about 
this whole project, and that nobody is willing to take responsibility 
for saying it is a turkey. 

All right? I am not saying it is. I am just saying that what we get 
a sense of is a lot of reluctance and a lot of skepticism by even, 
well, let's put it this way. 

The producers that testified. The banks that were here as the 
lead banks to raise the capital, and outsiders. My only concern is 
could you reach a point where one presumes both the banks and 
producers, which are going to have billions, take a hard-nose look. 

I trust your pipelines who perhaps took a hard look the first time 
around are going to take a hard look again. Do you get what I am 
saying? 

Mr. McGRATH. Yes, I think they will. 
Mr. SHARP. The administration just didn't want to say no, so 

they shipped it up here so we would say no. And people say, by 
golly, it is going to get shot down the minute it gets out in the mar­
ketplace. That may be a minority view, it may be a cynical view 
that doesn't understand what the economic realities of the project 
are. 

But that is clearly discussed among some people, you understand. 
Mr. McGRATH. I don't want to say the companies would not be 

hardnosed. They are good sound businessmen. I reiterate what I 
said before. If at some point in time a financial package is present­
ed or whatever and goes up, and appears to them to be, well, this is 
the straw that broke the camel's back, I think they would then 
make a decision as to whether to stick it out or try something else 
or to back out. 

Mr. LAWRENCE. I think there is frequently a tendency, particu­
larly those that are not participating in these long term, highly 
capital-intensive supplemental supply projects, to poo-poo them and 
question the frnancial wisdom of those that do get involved in 
them. 

And there is considerable risk. The Great Plains coal gasification 
project has an 8-year history. But now it's going to be built. This is 
going to prove to be the most economic and efficient and environ­
mentally the best way to use our Nation's vast coal resources. 

You can cite a similar comparison with an LNG terminal on the 
west coast. Over some 7 years the project has escalated in cost. But 
when it is built, and it will be, it is still going to be a preferable 
alternative form of energy. 

I think that fits this project also. This has an even higher degree 
of visibility because of the larger numbers. 

Mr. SHARP. Let me recognize my colleague from Oregon, Mr. 
Weaver. 

Mr. WEAVER. Mr. Chairman, thank you very much. 
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I am curious to know if you support the deregulation of natural 
gas prices. Do you oppose deregulation of natural gas prices? 

Mr. LAWRENCE. We do not~oppose, and for some 10 years we have 
not opposed deregulation of new gas. We have been very supportive 
of the ultimate compromise in the Natural Gas Policy Act. 

Historically, the members of the American Gas Association have 
been opposed to deregulating the price of existing flowing gas. 

Mr. WEAVER. Why is that? 
Mr. McGRATH. May I add my statement to that, Congressman? 

My association represents the interstate pipeline companies. 
Mr. WEAVER. I see. 
Mr. McGRATH. Our position has been that we do not favor re­

opening of title I of the NGPA that, strange as it may seem, it has 
developed new reserves, it has worked. There are flaws, however, 

~ serious flaws in it. 
Because of that, we are undertaking a review or analysis of the 

various deregulation scenarios that have been presented, those that 
have been bandied about and those that have been actually pro­
posed. 

We are in the midst of making an analysis of all of these as to 
what the impact would be on the interstate pipelines and the cus­
tomers they serve. 

We, unfortunately, won't be completed with our review until 
sometime next month, toward the end of the month is our target 
date. 

But right now, we perceive a very serious problem coming up on 
1985 because of the impact of indefinite pricing clauses in pipeline 
and producer contracts, many of which go back many years. 

Until we get a better handle on what that impact is, which we 
hope to have, as I say, when our study is completed, we would be in 
a better position to address the question you ask. 

But right now, we do not favor deregulation other than as set 
forth in title I. 

Mr. LAWRENCE. Perhaps I better clarify mine, too. I gave the his­
toric position on the old gas/new gas which led to our support of 
the Nat ural Gas Policy Act, which is a compromise. Our current 
position is similar to that of INGAA's. 

Mr. WEAVER. But you do believe in the free market system, don't 
you? 

Mr. LAWRENCE. Indeed. 
Mr. WEAVER. With just this little exception. 
Mr. LAWRENCE. Indeed. I think the trick we have got is to get to 

the orderly transition of this deregulated field price in the whole 
natural gas system, and there are imperfections with the Natural 
Gas Policy Act. This we recognize. I am sure this will be brought 
out in greater detail in hearings coming up. 

Mr. WEAVER. You do believe a product should be sold at the price 
that can recover its cost plus a profit? 

Mr. LAWRENCE. Indeed, yes. 
Mr. WEAVER. Then you don't believe in averaging, do you, in 

melding the price of energy? In other words, you believe a product 
like natural gas should be sold at its true price and not subsidized 
by cheaper gas? 

Mr. McGRATH. No, we favor the rolling in ofthe costs--
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Mr. WEAVER. That destroys the free market system. 
Mr. McGRATH. No, it's been historically--
Mr. WEAVER. I understand, but it destroys the free market 

system because, therefore, we are not sending the signals to the 
marketplace as to how much it's costing, are we? 

Mr. McGRATH. If you had to cost individually--
Mr. WEAVER. I am talking about the free market system. 
Mr. McGRATH. You wouldn't be able to afford it. 
Mr. WEAVER. That is what I am saying. If you can't afford some­

thing, you shouldn't make it, isn't that right? 
Mr. McGRATH. Wouldn't have gas service, wouldn't have electric­

ity. 
Mr. WEAVER. No, wait a minute. People can get anything they 

are willing to pay for. What you are saying is they can't afford to 
pay for this gas in this pipeline, isn't that right? 

Mr. McGRATH. You can afford to pay anything that you have the 
money for. 

Mr. WEAVER. That's right. So if they want to buy it, they will 
buy it at its actual cost. But you are not sending a true signal to 
the marketplace. 

You are going to spend, or the people are, spend billions of dol­
lars building this pipeline, then they are not going to charge what 
the pipeline costs. 

I don't think that is smart business. I was 20 years in business 
and built thousands of homes and office buildings; and if I had 
taken my older buildings that made me a nice product and subsi­
dized my newer ones, I would have been broke in a couple of years. 

Mr. LAWRENCE. Could I comment? 
Mr. WEAVER. You bet. 
Mr. LAWRENCE. If you encourage the owners of those homes and 

buildings to heat them with electricity and home heating oil, you 
were certainly sending an adverse signal to those consumers as 
compared with the price of natural gas from this project or virtual­
ly any other project. 

We don't see why natural gas should be singled out for some sort 
of an incremental pricing provision, and all of the other forms of 
energy are treated in a fungible manner. 

Mr. WEAVER. I absolutely agree with you, you are absolutely 
right. By the way, almost all my homes where I used natural gas, I 
love it as a fuel-at any rate, I have fought a lonely battle on elec­
tricity as well. 

As a matter of fact, the first bill I introduced in Congress was to 
do the same thing with gasoline at the pump, you know, to get this 
marginal price of energy. 

If we charged the marginal price of energy in this country, it 
probably would be the single most-effective thing we could do to 
solve our energy problem because it would send a true signal to the 
marketplace on what we are paying for foreign oil and new natural 
gas, and what we are paying for electricity. 

But we don't. We take the old forms, subsidize the new forms. 
Therefore, the marketplace isn't getting the right signal and we 
are going literally bankrupt in the energy field in this country. 

I just continue to carry on this lonely fight. The two systems are 
the easiest where you get marginal pricing are electricity and natu-
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ral gas, because they are metered and you could just simply crank 
the marginal pricing into the computer just like that, price it that 
way. 

Interestingly enough, finally, in the Northwest, I represent a 
congressional district in Oregon, fmally, the utilities are starting to 
go to marginal pricing. They just announced several private utili­
ties and a couple publics. 

I have hope. But if I could just, that one thing, if we could do 
that one thing, and that is price our new energy on the margin and 
send the true signal to the marketplace so the marketplace could 
then develop its energy forms in competition, that would be the 
most effective thing we could do. 

Mr. SHARP. The gentleman's always been a vigorous advocate of 
that proposition, I know. I would like to ask the gentlemen, though, 
if they can answer a followup to Mr. Weaver's question. 

We have a problem in this particular project, I don't know how 
uniform it would be in other projects, but we are at least told the 
cost of this is a declining curve. 

The way it's structured, higher cost will come at the front end, 
and decline over time. Therefore, the question is, what is the mar­
ginal price of the project? We have already had witnesses who have 
suggested that what will probably have to happen in order to 
market the gas is either the tariff formulas will have to be changed 
so it's spread out over a longer period of time, or the people that 
are going to provide the debt capital will have to be willing to take 
more of it in the outyears and less in the early years, is that cor­
rect? 

I mean, we still have the problem of what would be the appropri­
ate marginal price if we were to follow the gentleman's line of 
thinking. Is there any dispute about this, that the high cost is on 
the first few years, not the lOth year out or 5th or 6th year out? 

The high cost is the first couple of years. 
Mr. McGRATH. I believe that's right. Of course, I don't know 

what the marginal cost would be. It may well be, as you say, that 
if, in fact, there may have to be adjustments, the FERC is going to 
be examining the whole tariff question, I understand, following ap­
proval of the waiver package, if the waiver package is not ap­
proved, they won't hold hearings. 

I am sure these matters will be addressed very carefully by the 
Commission because they have been raised. There may well have 
to be some give-and-take. I am sure there will be. 

This is a very complicated and costly project. But I personally 
don't know the answer to your question. 

Mr. WEAVER. Has the committee established what causes this 
large price at first, what causes the decline thereafter? Has that 
been established for the record? 

Mr. SHARP. It is the way they depreciate the rate. 
Mr. WEAVER. It's all depreciated at the front end? Would counsel 

explain it? 
Mr. SHARP. Do either of you gentlemen have a response to why 

that is, high cost at the front end? We understand it is basically a 
depreciation question. What causes the front-end loading of the 
cost on the curves here? Why is it so high at the beginning? 
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I think our initial understanding of that is, it is the way in 
which the pipeline is depreciated. 

Mr. LAWRENCE. It is depreciated on a straight-line basis. That is 
the largest undepreciated amount in the early years, the first 
years. 

Mr. WEAVER. Thank you. You are talking to somebody, you 
know, who spent, you know, hundreds of thousands of dollars with 
tax accountants on depreciation, and I still don't understand it, 
what you are doing. 

Mr. McGRATH. I think it is the way the project has been struc­
tured, Congressman. In the early days of the proceedings and in 
the final decision of FERC and decision of the President, that the 
larger share of the cost would be recovered in the early years of 
the project. 

Mr. WEAVER. That is what you are trying to do is get the money 
paid back to the banks as fast as possible, isn't that really it? 

The banks say we don't want that much money out for that long 
a time. You want to get that money as fast as possible back into 
the bank. 

Mr. McGRATH. That is basically it, I believe. 
Mr. WEAVER. Therefore, you charge a high price now and really 

sock them. Then, as the banks are paid back, you can lower the 
rate, is that it? 

Mr. McGRATH. I believe basically that is it. It goes back as I say, 
to the earlier approvals of the project, the way it would be fi­
nanced. 

Mr. LAWRENCE. I suspect we are not the best ones to develop the 
answers to your question on this. I think it is the project sponsors 
that are much more intimately familiar with this tariff, Congress­
man. 

Mr. WEAVER. I should have asked them that and didn't get to it. 
Mr. SHARP. One thing that does concern me a bit, though, is that 

your pipelines, your membership, are going to become locked into 
this at some point, assuming everything goes forward. 

Then one question arises: whether or not they would find, either 
because of their investment or because of the tariff schedule, which 
is the cost of service passed through regardless, that for either one 
of those two reasons, they are going to do contrary to what I said 
earlier. They are going to buy this gas but, in fact, will be buying 
one of the highest cost increments when they might well have been 
passing up lower cost increments elsewhere. 

Of course, in your original testimony, you were arguing that, in 
fact, you are going to meet all these increments and it is not a situ­
ation of trading off one for the other. 

Mr. McGRATH. I think down the road, that is what we are look­
ing at, Congressman. 

Mr. LAWRENCE. I think particularly with the electric option, 
whether coal or nuclear generated, we have the same capital-inten­
sive projects that are treated in the same public utility manner. 

And our studies indicate that they are less capital efficient. 
Mr. SHARP. Of course, we will have FERC before us on Friday 

where we may ask them about tariff schedules at that time. Do any 
other members of the committee have a question? 

Mr. SEIBERLING. I just have one question, Mr. Chairman. 
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Mr. SHARP. The gentleman from Ohio. 
Mr. SEIBERLING. You put great stress on the importance of this to 

our national security, and, of course, there is an aspect that relates 
to our national security. 

In the case of oil, the Congress finally decided that we would 
build a strategic petroleum reserve, and the taxpayers are paying 
for that. 

Why shouldn't the part of this that represents the national secu­
rity interest be paid for by all the taxpayers, instead of just the 
particular consumers of gas who are being asked to finance some­
thing that you say is needed for our national security, not just for 
their security? 

Mr. LAWRENCE. I think there are any number of gas supply op­
tions in supplemental and conventional natural gas supplies that 
would enhance our national security. This project, no more than 
any of them, are asked to be given a particular tax subsidy. 

I guess the goals of the strategic petroleum reserve are very spe­
cial ones. I think there are, in developing the various attributes of 
gas energy from the standpoint of fully utilizing our million-mile 
pipeline system, fully utilizing this gas from Alaska, gas that could 
be made available from Canada and Mexico into this system, it 
would be much more secure than foreign sources of oil. 

Mr. SEIBERLING. I am not arguing that. I am saying, who should 
pay for the national security aspect of this thing? The consumers 
or the taxpayers? 

Mr. McGRATH. Right now, this is a private, hoped to be a private­
ly financed project to serve consumers of natural gas. It isn't in the 
same category as a strategic petroleum reserve which, as I under­
stand it, would be to keep a storage of oil for use by the Navy, the 
Army, whatever, in terms of real emergency. 

Mr. SEIBERLING. Civilian economy, too. 
Mr. McGRATH. In emergency. We are not facing an emergency as 

such in terms of this project. We are saying that if this project goes 
forward, it will enhance the security of our domestic supply source, 
even though you are running through a foreign country, Canada, 
nevertheless, we think the North American concept of energy suffi­
ciency is greatly enhanced by this kind of project. 

The customers that are being served or would be served with 
natural gas are paying for it, just as they are today, from gas that 
will be produced from the overthrust belt in Montana and else­
where. 

Mr. SEIBERLING. They are paying for this as a hedge against 
future shortages is what you are saying. 

Mr. McGRATH. Yes; we are looking down this as a long-term 
supply source. 

Mr. SEIBERLING. Well, I guess there is something to that. I had 
one other question, but now I have forgotten what it was, Mr. 
Chairman, so that's that. 

Mr. SHARP. We are all in the same boat. They keep arising in our 
minds. 

Yes, the gentleman from California. 
Mr. DANNEMEYER. I would ask this question of Mr. Lawrence. 
Has the AGA prepared a response to Professor Loury's assertions 

in his study? He makes certain claims with respect to immediate 
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deregulation. Has your association prepared a critique of what Pro­
fessor Loury has said or a response to what he's said? 

Mr. LAWRENCE. Indeed, your honor. I don't know that we have 
made it a public record in proceedings such as this, but we have 
sent Professor Loury a 14-page single-spaced letter to that effect. 

Mr. DANNEMEYER. Would you make available a copy of that 
letter? I am not sure it belongs in this record, but I would like a 
copy of that. 

Mr. LAWRENCE. If you will exempt us from the liable laws, we 
will. 

Mr. DANNF.MEYER. I don't have that ability. I may have that in­
clination, but not that ability. 

Mr. LAWRENCE. Yes, sir, I think the answer is, we will prepare a 
response. 

Mr. DANNEMEYER. Thank you. 
Mr. SHARP. Gentlemen, we appreciate your testimony today. It is 

possible some of our subcommittee members will have further ques­
tions we might ask you to respond to in writing. 

[The following letter was received:] 
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Fossil and Synthetic Fuels 
Subconunittee 

Energy and Commerce Committee 
Room H2-316 Annex II 
U.S. House of Representatives 
Washington, D.C. 20515 

Dear Chairman Sharp: 

March 23, 1982 

On October 27, 1981, I testified on behalf of the American 
Gas Association, before a joint hearing by the House 
Energy and Commerce Subconunittee on Fossil and Synthetic 
Fuels and the House Interior and Insular Affairs Sub­
committee on Energy and the Environment on proposed 
waivers for the Alaska Natural Gas Transportation 
System. At that time I requested an opportunity to 
respond in writing ~o certain questions that you and 
Chairman Ho Udall had asked in your letter of October 22. 
Though, at the hearing, I addressed most of your ,.,ritten 
questions, I do wish to expand my remarks to further 
address the specific concerns outlined in your letter. 
I hope that you will include these conunents in the record 
of the October 27 hearing. 

Following is my statement: 

The proposed package of waivers for the Alaska 
Natural Gas Transportation System improves the 
prospects of the Alaskan project acquiring pri­
vate sector financingi but does not alter the 
basic nature of the financing from the private 
sector to the public sector. 

The waiver package contains several important 
provisions which improve the financibility of 
the Alaskan Natural Gas Transportation System 
(ANGTS). Among other provisions, the "'aivers 
make it possible for the Alaskan gas producers 
to invest in the project. This increased E£!­
vate financial backing provides additional as­
surance to the financial community as to the 
viability of the project. 

93-367 0-82-55 
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A second waiver provision established a pre­
billing procedure to allow the recovery of 
limited costs for each of the three major 
segments of the pipeline upon completion and 
testing of that segment. As you know, Hr. 
Chairman, the three major segments are the 
gas conditioning plant in Alaska, the pipe­
line in Alaska and the pipeline in Canada. 
This means, for example, that the U.S. 
sponsors of the pipeline would be allowed to 
recover some expenses for taxes, operations, 
interest and loans on an individual segment(s) 
when it has been completed. 

The ultimate risk to consumers is small. Pre­
billing to consumers only starts if any of the 
three major segments are finished-nefore the 
whole project and only if the target date for 
completion, which is se~by the Federal Energy 
Regulatory Commission has passed. On the other 
hand the private sector risk is substantial and 
nearly open-ended. The sponsors will have to 
put at least $7 billion up front. This $7 
billion can not be recovered under the waiver 
package until the entire 4,800-mile system is 
finished and gas starts to flow. 

Hr. Chairman, I thank you for holding open the record of this 
important hearing. 

4d~f 
George H~ Lawrence 
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Mr. SHARP. Our next witness today, Mr. Edwin Rothschild, direc­
tor of the Energy Action Education Foundation. 

STATEMENT OF EDWIN ROTHSCHILD, DIRECTOR, ENERGY 
ACTION EDUCATIONAL FOUNDATION 

Mr. RoTHSCHILD. Good afternoon, Mr. Chairman. I would like to 
have my written comments submitted for the record, and I will try 
to summarize in a few minutes. 

Mr. SHARP. Without objection. 
Mr. RoTHSCHILD. There is no question that the reserve of hydro­

carbons, natural gas in Alaska, should be used and produced for 
the benefit of the country. 

The question is not should we get it, but how do we do it, in what 
way, and how does it benefit the Nation. 

In our opinion, the waiver package is not in the public interest 
and clearly demonstrates that the free market is not willing to put 
up the risk capital because the project is viewed as too risky to un­
dertake. 

If that is the case, then why should ratepayers assume any of the 
financial risk, however slight or however great, depending on what 
happens, when they receive none of the financial benefits? 

This waiver package would transfer a significant portion of the 
risk from the pipeline sponsors and lending institutions to consum­
ers. Moreover, the waiver package would deny consumers the basic 
protections inherent in the Natural Gas Act because it would 
waive sections 4, 5, 7, and 16 of that act for certain provisions. 

These sections are the heart of the law which protects consumers 
from the monopoly power of pipelines. In the name of what the 
sponsors call regulatory certainty, the waivers would eliminate the 
sections of the Natural Gas Act which would insure that all rates 
are just and reasonable, and that the pipeline be constructed under 
an approved certificate of public convenience and necessity, and 
the pipeline cannot abandon its facilities. 

Under this waiver proposal, the pipeline sponsors would deny 
consumers due process, especially if the requirement for an eviden­
tiary on the record hearing is only permitted at the discretion of 
the Federal Energy Regulatory Commission. 

The recent history of the Federal Energy Regulatory Commission 
has been, in cases where it has discretion, to not allow such eviden­
tiary hearings. 

And for such a project of such magnitude and complexity, not to 
have an evidentiary hearing where witnesses can be cross-exam­
ined, where facts can be challenged and testimony challenged, 
seems to me to prevent those people who are going to be affected­
namely, the users of this gas-from having any involvement as to 
how their money is going to be spent and if it is being spent in an 
efficient manner. 

In other cases regarding construction of natural gas pipelines, 
consumers and other interested parties have an opportunity to 
present evidence, cross-examine witnesses, and challenge the facts 
presented by the pipeline company. 
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If these waivers are adopted, consumers will be effectively denied 
their due process rights because the waivers would not require 
such an evidentiary hearing. 

Proposed waivers would make consumers pay for the pipeline 
even if the pipeline is uncompleted. By making consumers pay for 
segments before they are complete and operational shifts the finan­
cial risks from the sponsors and banks to the ratepayers. 

The risks of the sponsors will be substantially reduced. Instead, 
consumers in California, Ohio, Michigan, Wisconsin, and other 
States will bear the risk. 

They will be putting up their capital, which is much more limit­
ed than the capital available to the aforementioned, for a project 
from which they will receive no equity, no interest, but only a 
promise in the future of some gas at an extraordinarily high price. 

I do not know what you call that arrangement, but it certainly is 
not free enterprise and it is not private financing. 

The pipeline sponsors are also trying to shift the financial 
burden of constructing the plant that prepares the gas for the pipe­
line from the gas producers to the pipeline's ratepayers. Consumers 
are going to be forced to pay for something producers should right­
fully be paying for. If they are, then consumers should at least re­
ceive some compensation in return. 

Another serious problem is one involving the antitrust waiver; 
namely, allowing producers to have an equity interest in the pipe­
line. It is a serious problem, one that has concerned the Justice De­
partment for many years, particularly in reference to oil pipelines 
and oil ports. 

To allow the largest and only gas transportation system in 
Alaska to be acquired in whole or part by the largest producers is 
dangerous, especially in light of the administration's likely effort to 
accelerate decontrol. 

Thus, according to an August 9, 1977, letter to the White House, 
the Justice Department's "recommendation was based on the prem­
ise that such ownership or participation was under a regime of de­
regulated or relaxed wellhead price regulation could lead to the 
evasion of effective pipeline regulation and create the opportunity 
for the earnings of monopoly profits through anticompetitive activi­
ty." 

This waiver does not provide the public with sufficient assurance 
that anticompetitive activity will not occur. In fact, the waiver per­
mits the Federal Energy Regulatory Commission, whose Chairman 
has already stated he is in favor of moving the project forward, to 
reject the Justice Department's recommendations concerning anti­
trust problems raised by producer ownership in the pipeline. 

It would seem to be more logical that, if nothing else, the Justice 
l)epartment be required to approve producer participation, rather 
than just act as a consultant to the FERC. 

Such antitrust reviews are within the domain of the Justice De­
partment's Antitrust Division, not within the FERC. To provide the 
FERC with decisionmaking authority over antitrust matters is tan­
tamount to giving the Department of Energy authority over de­
fense matters. 

At this point, I think it is useful, Mr. Chairman, to review in a 
brief period of time the history of this pipeline because the North-
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west Energy Co. was granted their project when at a very late date, 
a memorandum from Mr. Mark J. Millard of Loeb Rhoades was 
sent to Mr. McMillian, stating quite explicitly that the pipeline 
could be financed privately. 

I will quote from Mr. Millard's August 10 memorandum of 1977. 
There is sufficient credit support capacity among the primary beneficiaries of gas 

pipelines, excluding the consumer, to assure completion of the pipeline. This is the 
single, most important risk to be addressed in arranging a private financing. 

Of course, the other projects, Arctic and El Paso, said they 
needed an all-events tariff, namely to begin charging the consum­
ers before the pipeline was complete on the risk it wouldn't be com­
plete. 

But this precise decision-to say we didn't need to use an all­
events tariff and use more traditional tariffs-was one of the key 
things that swayed the decision in the favor of this pipeline project. 

It was that insistence on private financing. Moreover, Mr. 
McMillian told House members of this committee that the "Presi­
dent's decision requires the Alcan project to be privately financed 
in its entirety. United States and Canadian Governments will not 
be called upon for financial guarantees, nor will the consumers 
have to bear the hypothetical burden of the noncompletion of the 
project." 

He told that to the Senate as welL Clearly, Mr. McMillian has 
changed his position. Clearly he wants to do what he wants to pre­
vent consumers from doing under the waiver provision. 

He wants to prevent consumers from reopening the tariff or rate 
proceedings once they have been adopted by the FERC. But no, not 
here in proposing this waiver package, Northwest wants to reopen 
all of the promises and commitments that were made, basically the 
verbal contract that was made with Congress and the American 
people when this pipeline was proposed. 

So what is good for one, it seems to me, should be good for all. If 
Congress is going to allow Mr. McMillian to reopen the commit­
ments that were made, that Northwest energy made in terms of fi­
nancing this pipeline, then consumers should have the right at the 
FERC to come back, if the costs have gone down, if operation and 
maintenance costs have gone down, if new technology has been 
found to reduce the costs, to reopen those rate proceedings and get 
lower prices. 

What is most galling, Mr. Chairman, is that even if Congress 
passes these waivers, the banks and financial community are un­
certain about the pipeline's financial health. 

No one who has testified was willing to say they would not be 
back seeking more consumer and Federal support. This uncertainty 
is not surprising. 

I suspect that now that Mr. McMillian is close to getting his 
upper torso in the door, he is trying to get all the way through and 
seek Federal loan guarantees. 

In fact, I would like to make this a part of the record, Mr. Chair­
man, a recent story in the Christian Science Monitor. 

Mr. SHARP. Without objection, we will put that in the record fol­
lowing your prepared statement. 
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Mr. RoTHSCHILD. Thank you. That states that pipeline officials 
have already had conversations with administration staffers and 
have received optimistic signs that the administration might con­
sider such Federal guarantees. 

I can even play out a scenario. Congress passes the waiver pack­
age. President Reagan proposes to accelerate decontrol of natural 
gas. Bankers are now convinced that unless the Government helps 
the pipeline that decontrol will make the gas unmarketable. 

This pipeline, even unbuilt, has failed to live up to its glowing 
expectations. These waivers should be rejected. 

We should start the process of finding the most efficient and eco­
nomic method of producing Prudhoe Bay natural gas again. Per­
haps the proposal to convert it to methanol and ship it down the 
oil pipeline would make more sense. 

The time has come to stop trying to rescue John McMillian's $40 
billion boondoggle and to start to find a better alternative. 

That completes my summary, Mr. Chairman. 
[Testimony resumes on p. 885.] 
[Mr. Rothschild's prepared statement and attachment follow:] 
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SOME HISTORICAL NOTES 

Before examining in detail our objections to the proposed 

waivers of law, I think it would be useful to review how John 

McMillian 1 s Northwest Energy Company 1 s project, AlC2I1 w-as selected 

as ¥ell as the representations made by Mr. McMillian and his 

company which were instrumental in persuading the Government 

to choose his proposal aver the others. Three projects--Alcan, El 

Paso and Arctic--were J:efore the Federal Po.~ Carrn.issirn in 1976 and 1977 pro-

?=>Sing to const.nlct ii transp::>rtatiOtl system tb deliver Alaskan gas to 

the lower 48 states. While there were critic~sms of all the 

systems from varying points of view, one of the key elements 

for obtaining government approval was whether or not the trans-

portation system could be privately financed. 

In this regard all th~ee of the orig~nal competing projects --

Alcan, El Paso and Arctic -- insisted that they needed an "all­

events tariff." This tariff provided for consum,;r payment of 

the pipeline even if the pipeline never delivered a single cubic 

foot of natural gas. There was great opposition to this type 

of tariff both in Congress and among many of the potential con-

sumers of this g.as. ~zing that an alternative to the "all-eV'ellts 

tariff" \o.QU!d have a significant influence on the decision-making process, Alcan': 

chief financial advisor Mr. Mark J. Millard, a vice president of Lceb Rhoades, 

sent a rrerorandtml to M:Millian stating, 

and 

There is sufficient credit support capacity among 
the primary beneficiaries of gas pipelines, excluding the 
consumer, to assure completion of the pipeline. Th2s is the 
s1ngle, most important risk to be addressed in arranging a 
private financing. Such beneficiaries are the gas transmission 
companies, gas producers, and the State of Alaska. (~is mWe) 

The obligations of consumers to pay certified costs 
of the project can be limited to a minimum bill tariff 
commencing when initial gas deliver1es are made. I do not 
believe legislation obligating gas consumers to an "all­
events" tariff, which provides for payment of cost prior 
to the completion of construction, is a necessary condition 
~~es~~~~~~!~~1private financing if sufficient overrun funds 

1Memorandum to John G. McMillian from Mark J. Millard, 
August 10, 1977, pp. 2-3. 
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With El Paso and Arctic still insisting that such an "all-

events tariff" was necessary and with Northwest Energy pledging 

its support for President Carter's National Energy Plan, the 

White House, after reaching agreement with the Canadian Govern-

ment,submitted its Decision and Report on the Alaskan Natural Gas 

Transportation System to Congress. 2 On the same day Mr. Mcmillian 

told House members, 

The President's decision requires the Alcan project 
to be privately financed in its entirety. The United States 
and Canadian governments will not be called upon for finan­
cial guarantees. Nor will the consumer have to bear the 
hypothetical burden of the non-comPletion of the pro;ect. 
Instead, other primary beneficiaries of the project will 
be called upon.to provide the necessary financial backing. 
We believe that Alcan can obtain the necessary pro~ect 
financing from Canadian and United States. sources. (Emphasis added) 

These assurances were repeated by Z.ir. McHillian to the Senate 

Energy and Natural Resources Corrunittee on October 11. 4 Hr. 

HcMillian and his financial advisors also stated that they would 

not need the financial support of the Prudhoe Bay producers in 

the effort to obtain private financing. 

But as we all know Hr. McMillian was wrong, s..p wrong that 

he and his cohorts are running around the halls of Congress 

trying to obtain support for the very things he said he would 

not need and the very things the sponsors of the other projects 

said were necessary. Clearly, Mr. McMillian changed his position 

on the financing of this pipeline in August 1977 to obtain 

the Government's approval, while knowing full well that private 

financing under those conditions would be improbable, if not 

impossible. But he must also have recognized that once he had 

received the Administration's approval, he would have his foot 

in the door. Now, four years later, .Hr. NcMillian is trying to 

force his way further in try using all of the work. that has been 

done, the expectations that have been raised and the money already 

spent as justification for these extraordinary·and unprecedented waivers.· 

2oec1s1on and Report to Congress on the Alaska Natural Gas 
Transportation System, Executive Off1ce of the Pres~dent, September 
22, 1977. 

3 JQ.int_hearings l::efore the SUl:x:cmnittee on Energy and Po.>rer of the 
Ccrtrnittee on Interstate and Foreign O:mnerce and the SUl::::carrnittee en Indian 
Affairs and Public Lands of the O::mnittee co Interior and Insular Affairs, 
House of Representatives, 95th Cong., l.st Sess., yo.Tbe President's Decision 
on an Alaskan Natural Gas 'l'ransportation system, p. 87. 
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ALLOWING PRODUCERS EQUITY PARTICIPATION 

The first of the proposed waivers would waive Section 1, 

Paragraph 3, and Section 5, Conditions IV-4 and V-1, of the 

President's ~to allow the gas producers --Exxon, BP/Sohio 

and Arco -- an ownership interest in the pipeline. The proviso 

to this waiver is that the Federal Energy Regulatory Commission 

approve any participation agreement only after considering 

"advice from the Attorney General" and making a finding that the 

agreement will not violate the antitrust laws, nor restrict 

access for nonowner shippers and capacity expansion. 

While the current arrangement between the pipeline-owners 

and the producers limits the producers to 30.percent of the 

equity, there is nothing preventing the pipelines or Mr. 

ltilillian fran handing over 49.9% of the pipeline's co.nership to the pro:lucers, 

if the financial backers insist that this is a necessary condi­

tion for the credit worthiness of the'project. Once the Congress 

allows producers to become owners of the pipelines, then it is 

not unreasonable to assurre that their ownership interest could expand. 

This is a serious problem. It is one that has concerned 

the Justice Department for many years, particularly in reference 

to oil pipelines and oil ports. To allow the largest and only 

gas transportation system from Alaska to be acquired in whole 

or in part by the producers of the largest u.s. gas field is 

dangerous, especially in view of the Administration 1 s likely effort 

to accelerate decontrol of natural gas prices. It was just such 

an eventuality that prompted the Justice Department's opposition. 

Thus, according to an August 9, 1977 letter to the White House, 

the Justice Department's 

recommendation concerning gas producer ownership 
and participation was based on the pre~ise that such 

.ownership or parti'cipation under a reg1me of deregulated 
or relaxed wellhead price regulation could lead to the 
evasion of effective pipeline regulation and create the 
opportunity for the earning of monopoly profits through 
anticompetitive activity.s 

4Hearings before the Committee on Energy and Natural Resources, 
united States Senate, 95th. Cong., lst Sess. on S.J. Res. 82, 
Joint Resolution to Approve the Presidential Decision on an Alaska 
Natural Gas Transportation System, p. 102. 

5~, Exhibit following p. 212. 
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This waiver does not provide the public with sufficient 

assurance that anticompetitive activity will not occur. In 

fact, the waiver permits the Federal Energy Regulatory Commission, 

whose chairman has already stated he is in favor of moving the 

project forward, to reject the Justice Department's recommendations 

concerning antitrust problems raised by producer ownership in 

the pipeline. It would seem to be more logical that, if nothing 

else, the Justice Department be required to approve producer 

participation, rather than just act as a consultant to the FERC. 

Such antitrust reviews are within the domain of the Justice 

Department's Antitrust Division, not within the FERC. To provide 

the FERC with decision making authority over. antitrust matters 

is tantamount to giving the Department of Energy·authority over 

Defense matters. 

INCLUDING THE CONDITIONING PLANT AS PART OF THE TRANSPORTATION 
SYSTEM 

It is the usual practice in the natural gas industry that 

a pipeline o:::xrpany is resi=Oilsible for constructing a p:ipeline up to 

producer's gas conditioning plant. The gas emanating from 

that plant receives a price from the pipeline, canpany that contains in 

it a provision for the cost of the conditioning plant. Of course, 

the producer retains the ownership of the valuable products 

produced from that plant --propane, ethane and butane, to name 

the most well known.In today's marketplace, these products command 

high prices for use as petrochemical feedstocks. Under regulation, 

the sale by producers of natural gas liquids often resulted in a 

"net liquid credit" against the costs incurred in the production 

of the gas. In other words, the wellhead price under regulation 

also reflected the revenue produced by the sale of these liquids. 

This benefited consumers by reducing the price of natural gas they 

received but at the same time benefited producers by giving them 

another secure source of revenue. 
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If consumers are going to be forced to pay for something 

producers should rightfully be paying for, then consumers should 

at least receive some compensation in return. After all, the price 

allowed at the wellhead for Prudhoe Bay gaS incorporates the cost 

of conditioning the gas. In addition, the cost of Prudhoe Bay 

gas is, in reality, next to nothing, since it was found and 

developed in connection with crude oil. Clearly, the conditioning 

plant should not be part of the rate base of the pipeline project. 

It should be a cost borne by the producer. If, however, the 

Congress decides to allow such a dramatic shift in regulatory 

policy, then consumers must receive credit for the value of the 

gas liquids which the plant produces. In oth~r words, the value 

of the plant liquids should be used to offset th~ rates charged 

to consumers for the conditioning plant. 

BILLING COMMENCEMENT DATE 

The waiver of Section 5, Condition IV-3 which would prevent 

consumers from being charged until the pipeline ~s completed 

and in ~tian represents nothi.nq less. than a variation of the "all-events 

tariff. 11 Yet, Secreta:ry Edwards interprets this waiverntn JTP?~n t:.hitt "t.h:P ·~ 

could allow billing for transportation throogh the l\1rn'S prior to the time the 

whole systan is c::arpleted and gas l:egins to flow, under certain specified, limite<: 

ci.rcunstances o II Mr • Edwards I a::mrent notwithstanding, it is obvious 

that ¥hat is being proposed is comparable to what is called 

under electric utility regulation,"construction work in progress" 

(CWIP). As Edward Petrini of the National Consumer Law Center 

has observed, 

••• the issue is the timihg of ratepayer payment 
of capital costs on such plant--i.e., whether such payments 
should be made by ratepayers when the plant is actually 
serving customers or whether such payments should begin 
before that time, while the plant is still under construc­
tion. 6 

Mr. Petrini points out that CWIP "violates what accountants 

call the .'matching principle' {the principle which attempts 

to associate financing costs with earnings)" and also "discrimi-

nates against present ratepayers in favor of future ratepayers." 

6Letter to Rep. Philip R. Sharp, July 24, 1981. 
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Finally, argues Petrini, "Utili ties have stronger incentives 

to complete capital construction projects quickly if they do not 

begin recovering the costs on their investment until the project 

is completed. By permitting early recovery of the costs of the 

project, this incentive is diluted. On a project as arnbieious 

as ANGTS, such a change in the typical risk allocation could 

result in high escalations indeed." 

By making consumers pay for segments of the pipeline before 

the pipeline is complete and operational shifts the financial 

risks from the sp9nsors and banks to the ratepayers. Such a 

tariff, if allowed 1 would effectively undermine what Secretary 

Edwards claims should occur-- "the private fina:pcing of ANGTS." 

Of course, it will be easier for the pipeline sponsors, the 

major oil companies and the banks to finance this project. Their 

exposure, their risks will be substantially reduced. Instead, 

J=Onsumers in California, Ohio, Nichigan, Wisconsin, etc, will 

bear the risk. They will be putting up their capital, which is 

much more limited than the capital avai !able to 't:he aforementioned, 

for a project in which they will receive no equity, no interest, 

but only a promise in the future of some gas at an extraordinarily 

high price. I do not know what you call that arrangement, but 

it_ certainly is not free enterprise and it is not private 

financing. 

A recent report, "Financing of the Alaskan Natural Gas 

Transportation System" by Hilary Sills, director of Energy and 

Environment Policy of the Government Research Corporation noted 

that 

The Administration views advance billing as 
imposing two obligations on consumers. First, consumers 
are forced to make a loan during construction. Second, 
there is a contingent liability in which the group who 
bears the risk of delay, in this case consumers, cannot 
influence the extent of the delay. Nhile the waiver is 
not unique, it is unusual and confirms the fact that the 
economics of the project are so close that the sponsors 
have to resort to these unusual measures in order to 
obtain financing. 
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Again, the comparison to CWIP is noteworthy. It is precisely 

at times when electric utilities claim they are in financial 

straits "usually brought about by a combination of ongoing, 

large construction progra:ms which have increased dramatically 

in cost, soaring fuel costs, and lagging demand,"? that they 

must resort to such risk-shifting proposals. 

EVIDENTIARY HEARING 

The proposed waivers would not require the use of a formal 

evidentiary hearing in proceedings related to applications 

for certificates of public convenience and necessity authorizing 

the construction or operation of any segment. of the approved 

transportation system and would a~low the FERC discretion in 

determining when such evidentiary proceedings will be held. 

It is clear that whoever drafted this waiver is quite familiar 

with the recent history of the FERC, because he knows that wherever 

the FERC has had discretion, it has, in.most cases, eliminated 

the use of evidentiary proceedings. Without evidentiary hearings 

consumers will effectively be prevented from cross-examining 

testimony, submissions, economic analyses and witnesses. Fact 

finding will be restricted4 By waiving this requirement, the 

sponsors are seeking not swift regulatory approval, but blind 

and unaccountable regulatory approval. There is no guarantee 

that the bureaucracy will protect the rights of individual 

citizens as they try to understand and assess the judgments 

and decisions of the pipeline sponsors. Without an evidentiary 

hearing on this most expensive, complex and unprecented project, 

there is a great probability, if not a certainty, that cost 

and technical data will be applied so as to favor the pipeline 

sponsors and to harm the ratepayer. What banker, what businessman 

would be willing to commit his scarce capital resources to a 

risky venture without access to full documentation and the right 

t:o;:an independent and thorough review of the cost accounting 

and technical designs? There is no such prudent businessman4 So 

then, why should t:'le ratepayer, who is putting up capi t·al, be 

denied the same opportunity? 

7see Petrini letter to Rep. Sharp. 
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SECTIONS 4, 5, 7, and 16 OF THE NATURAL GAS ACT 

The objective of this proposed waiver is to provide what 

the sponsors like to call "regulatory certainty." Specifically, 

they would like to have set in concrete the PERC's final rules 

and orders approving the pipeline tariff and the recovery of 

all costs related to the transportation of the gas under that 

tariff. Such a waiver is unprecendented. It is like saying 

Congress can not adopt these waivers because the pipeline 

sponsors have suddenly realized they cannot finance the pipeline 

under the ~ made by the President and affirmed by the 

Congress. 

Suppose, tOr example, the sponsors for the purpose of the 

tariff have assumed that the depreciation life of the gas 

reserves is 20 years, but it turns out to be 40 years. The 

depreciation rate would be cut in half. Why shouldn't the 

ratepayer get the advantage of this? Vlhy should the pipeline 

owners recover their depreciation expenses too qUickly? Or, 

suppose there is a technological innovation that improves the 

efficiency of the gas compressors, thus reducing operation 

and maintenance costs? There are many more reasons why the 

FERC should reconsider a tariff under changed circumstances. 

What the sponSors and their banks are asking for is a condition 

which. upsets the entire regulatory framework, but more importantly, 

further prevents the consumer from obtaining benefits of this 

project. 

Sections 4 and 5 are the heart of the Natural Gas Act. These 

two sections empower the Commission to guarantee that rates 

charged by natural gas pipelines are just and reasonable. Without 

the operation of these two sections, ratepayers would have no 

protection against paying unjust and unreasonable rates. Section 

5(b) affords ratepayers the added protection of permitting 

investigations by the Commission on its own motion or upon 

the request of any State commission to 11 determine the cost of 

production or transportation 1
' where it cannot establish the 

rate. In fact, we would like to know from the project sponsors 
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the specific reasons for waiving e~ch of these sections. These 

are answ.ers Congress should demand and should examine thoroughly. 

We suspect that much more is at stake than simple "regulatory 

certainty." 

And where is the"regulatory certainty" in allowing the 

waiver of Section 7, which authorizes the Commission to direct 

the extension and improvement of transportation facilities and 

the establishment of physical connections; to prohibit the 

abandonement of facilities or service without permission$ 

This section provides "regulatory certainty" to consumers, 

who need such certainty in view of the monopOly nature of 

the enterprise they confront, an enterprise that could choose 

to avoid the requirements of Sections 4, 5, ?,.and 16 and 

thereby adversely affect the lives of millions of ratepayers. 

WHO IS WILLING TO BEAR THE RISKS AND WHO IS SHARING THE REWARDS 

We think it is fascinating to observe the comments of the 

key financial advisors to the ANGTS project. H. Anton Tucher, 

vice president of the Bank of America, testified last week 

(as did three other bankers) that even with the adoption of the 

waiver package, the pipeline might still not be economically or 

financially feasible. Said Mr. Tucher, "We will not go forward 

until' we have done a 1 due diligence 1 investigation to satisfy 

ourselves on the technical, eocnomic, financial and regulatory 

feasibility of completing the whole system." Yet, neither the 

Administration nor Congress have such an investigation to help 

determine it this waiver package is sensible and cost-effeCtive. 

Secretary Edwards has admitted "that the Administration has not 

performed;a_cost estimate of its own nor has it conducted a final 

evaluation of the sponsors' estimated costs." This has not been 

done, and yet the Administration is willing to risk consumer 

capital. If the banks are unwilling to make loans before they 

do a thorough study, why should the U.S. Government be so willing 

to allow consumer financing without a thorough investigation? 
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On top of all of this, on top o'f the waiver package, on 

top of all the support this Government has provided to the 

sponsors of the pipeline, they are still unwilling to commit 

themselves to the completion of the project if the waiver 

package is passed. Each of the sponsors was asked if the 

waiver package was sufficient to insure construction and 

completion, and none of them would state that it was. 

The<'bankers stated their doubts quite openly. Mr. Tucher 

wante "the waiver package [to] preserve fleXibility to permit 

some form of pre-completion billing commencement in Alaska 

beyond that contemplated in the present wai~er request that 

would provide some form of consumer risk-taking.or actual 

tariff changes to commence prior to completion of the Alaskan 

segment."Robert H. Graham of Citibank isn't sure whether the 

waiver package "will be sufficient," while Stephen W. Jenks 

of Morgan Guaranty Trust states, "Whet~er or not this package 

will be sufficient to ensure such financing we are unable to 

say at this time." 

This uncertainty is not surprising. I suspect that now 

that Mr. McMillian is close to getting his upper torso in 

the door, he's going to try to get all the way through and 

seek federal guarantees. In fact, a recent story in the Christian 

Sciehce Monitor states that pipeline officials have already had 

conversations with administration staffers and have received 

optimistic signs that the Administration might consider such 

federal guarantees. I can even play out the scenario. Congress 

passes the waiver package. President Reagan proposes to accelerate 

decontrOl. The bankers are now convinced that unless the Government 

helps the pipeline, decontrol will make Alaskan gas unmarketable. 

The Administration reluctantly agrees to propose a financial loan 

guarantee program to Congress. 

93-367 0-82-56 
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Mr. Stanley J. Lewand, vice pre~ident of the Chase Manhattan 

Bank told you last week that "Lenders have indicated ••• that 

they are not willing to accept the risks that the delivery 

system might not be completed nor are they willing to accept 

the risk of a future regulatory body changing the conditions 

under which the tariff and tracking mechanisms have been allowed 

to be implemented ••• and that they must be assured of the timely 

repayment of their debt and the interest thereupon." If such 

prudent businessmen are unwilling to risk their money on this 

project, why should individual citizens be placed in even more 

jeopardy. I see no reason why Chase Manhattan Bank should be 

treated with rrore care and concern than an elderlY couple on a fixed 

income living in a drafty apartment and wondering where their 

next.gas bill payment is going to come from. 

All of us would like to see the gas from Alaska produced 

and used for the benefit of the country. This pipeline may or 

may not be the project that does the job. The world has changed 

a great deal in four years. In September 1977,President Carter 

told us that the proposed Alcan system 11will deliver Alaska 

gas at the lowest cost-of-service to U.S. consumers--probably 

below the cost of imported oil and substantially below the cost 

of other fuel ·alternatives." That is no longer true, if it ever 

was. The Department of Energy estimates that the 1987 imported 

Canadian natural gas price will be $13.10 per MMbtu. This compares 

with an estimate of between $15 and $20 for the delivered price 

of Alaskan gas. Undoubtedly, with or without decontrol, natural 

gas delivered by the ANGTS will be the most expensive fuel 

Americans c~n buy. 

This pipeline, even unbuilt, has failed to live up to its 

glowing expectations. These waivers should be rejected. We should 

start the process of finding the most efficient and economic 

method of producing Prudhoe Bay gas again. Perhaps, the proposal 

to convert the gas to methanol and-ship it down TAPS would make 

more sense. The time has come to stop trying to rescue John 

McMillian•s $40 billion boondoggle and to start finding a better 

alternative., 
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Mr. SHARP. Thank you. 
The gentleman from California. 
Mr. DANNEMEYER. If the prebill features were not in this, would 

your organization support the waiver package? 
Mr. ROTHSCHILD. I think there are other problems with the 

waiver package. The waiving of sections 4, 5, 7 and 16 of the Natu­
ral Gas Act and allowing the FERC to have discretion as to wheth­
er or not it will hold an on the record evidentiary hearing I think 
are serious failings within the waiver package. 

So, I think there are other concerns. I think the concern about 
allowing--

Mr. DANNEMEYER. Let me ask a question. Under what conditions 
would you support the waiver package? 

Mr. RoTHSCHILD. I don't think I would support this waiver pack­
age at all with any of its components. 

Mr. DANNEMEYER. What would you change in it as a condition of 
getting the support of your organization? 

Mr. RoTHSCHILD. I would say, if this pipeline could be privately 
financed without the waiver package, it would have our support. 

Mr. DANNEMEYER. That would permit the producers to have a 
piece of the equity, then? 

Mr. RoTHSCHILD. No. I am saying without the waiver package it 
has our support. I see no need for the waiver package. Even in the 
waiver package there is no limitation of producers equity. You 
know that there is no limitation on it. 

Mr. DANNEMEYER. Well, we have no way of knowing whether 
people, what they say to us, is true because it is not the prerogative 
of this chairman to put witnesses under oath. But some of the 
people have testified here and say without involvement of the pro­
ducers in terms of a percentage of the equity of the pipeline, there 
is no possibility that it can be built. 

Do you accept that as a fact? 
Mr. ROTHSCHILD. I accept their testimony that without the pro­

ducers and pipeline that it cannot be built. Yes, I do. 
Mr. DANNEMEYER. Well, if the producers are not in it, we can't 

build it. 
Mr. ROTHSCHILD. Well, there are other alternatives. I think we 

have to be a little creative and go away from some of the tradition­
al concepts. It may be feasible for the public to put up equity capi­
tal and get equity consideration in return. 

Mr. DANNEMEYER. Who gets to decide whether the public puts up 
equity? Do you want to give that decision to the Members of Con­
gress? 

Mr. ROTHSCHILD. Well, this waiver package would in fact, if the 
noncompletion takes place, and if consumers are being charged for 
a pipeline that isn't delivering gas, they are putting up risk capital 
they shouldn't be putting up. 

Mr. DANNEMEYER. Don't you think it is a pretty good incentive 
for the people who have put up $7.5 billion of risk capital to get 
that thing completed and natural gas flowing so they can get a 
return on equity? Isn't that a good incentive? 

Mr. ROTHSCHILD. It is better incentive even not allowing any 
variation on that completion proposal? In other words, if they have 
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no guarantee that the consumer is going to put up any money, they 
have even more incentive for getting their money back. 

Mr. DANNEMEYER. Do you think it is in the national interest for 
this generation, as soon as possible, to use that natural gas from 
that Prudhoe field? 

Mr. ROTHSCHILD. Are you saying we should delay it? 
Mr. DANNEMEYER. I am asking the question of your organization. 

Do you think it is in the national interest for this country to, as 
soon as we possibly can, begin utilizing the natural gas in that 
Prudhoe field? 

Mr. RoTHSCHILD. Not necessarily as soon as we can. I think we 
should at some point use that gas because it is a found resource, we 
know where it is and should try to use it. If we are talking about 
alternatives, I think, for example, with a conservation alterna­
tive-here we are talking about $40, maybe 50 billion dollars' 
worth of investment-we can get a better return right now by 
taking that money and putting it into conservation investments to 
make homes and industry much more efficient. It seems there is a 
lot of capital being taken out of the economy to put into one project 
which is highly risky. 

Mr. DANNEMEYER. I think Mr. McMillian testified on the reasons 
for-and he dealt very candidly-with the statement he made in 
1977, that the thing that has changed since he made that state­
ment is that inflation has come along and escalated the projected 
cost of the project to where he can no longer live with the state­
ment. 

Do you accept that? 
Mr. RoTHSCHILD. Of course. Of course this is changing. That is 

precisely why you can't accept AGA's projections about anything 
because things change so drastically. The Alaska pipeline went 
from $900 million to $9 billion in the course of a few years. 

The point is, we cannot predict the future with any real certain­
ty based upon precisely that claim and that statement, but the 
point is that if that is the case and we are putting ourselves into a 
position where we are going to build this pipeline, what is the real 
cost going to be when it is finally finished and is that gas going to 
be marketable? 

I think the committee has raised serious questions in that 
regard, and I think from what I have heard, that is something that 
ought to be investigated very thoroughly. Complete kinds of studies 
ought to be made about what is likely to happen if there is contin­
ued controls, accelerated decontrol, total decontrol and types of cost 
overruns and escalations--

Mr. DANNEMEYER. Mr. Chairman, I have just one final question, 
if I may. Does your organization support the immediate decontrol 
of natural gas prices? 

Mr. RoTHSCHILD. We do not. 
Mr. DANNEMEYER. You don't? Well, that is puzzling. There is evi-

/dence that if we immediately decontrol natural gas prices, we can 
I increase supply by 25 percent. Do you support increasing natural 
( gas supplies by 25 percent? 
) Mr. RoTHSCHILD. Sure, but I don't think we need decontrol to do 

I it. 
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Mr. DANNEMEYER. There is also evidence by Professor Loury that 
if we immediately decontrol natural gas prices, we would drive 
down the cost of oil on the international market by $10 a barrel. 
Are you in favor of that? 

Mr. RoTHSCHILD. I am in favor of that, but I think Mr. Loury, 
with all due respect, does not really have a good conception of how 
the international oil market works. I think he is absolutely wrong 
about that. 

Mr. DANNEMEYER. He also contends we could back out 2.83 mil­
lion barrels of oil a day; that is, we will substitute natural gas for 
that. 

Are you in favor of that? 
Mr. RoTHSCHILD. Yes, but I don't think that is what would 

happen under decontrol. I think the opposite would happen. I think 
the price of natural gas under decontrol would go so high that 
those people who can switch to oil-namely, industrial users-will 
do so and it will increase, not decrease, imports. 

Mr. DANNEMEYER. Thank you. 
Mr. SHARP. The gentleman from Oregon, Mr. Weaver, is recog­

nized. 
Mr. WEAVER. Thank you. 
Thank you very much for your excellent testimony. You raise 

some very good points. I would like to say to my dear friend from 
California that Mr. Louery, or Dr. Louery, also strongly supports 
the marginal pricing. He says the only way to make sense with 
energy, is to do marginal pricing. 

So, I might go along with you. I will vote for deregulation-­
Mr. DANNEMEYER. Would you sign this? 
Mr. WEAVER. Absolutely-if we can put together a package of 

marginal pricing. 
Mr. SEIBERLING. I register my dissent right now. 
Mr. WEAVER. Remember what you mean by marginal pncmg; 

that is, if somebody cuts back their usage they use the cheaper gas. 
Only those who go on and waste and use more and more pay the 
incremental price. 

So this would be the single most effective thing, number one, for 
conservation because people would stop wasting. They would get 
the price signal. They would say hey, this is really expensive stuff. 
Whether it was nuclear electricity or Alaskan natural gas, they 
would find out, wow, this is expensive stuff. I can't afford it. I drive 
a Ford, and I can't afford it. 

Two, it would allow other energy forms of whatever kind to com­
pete against a realistic price. Do you understand this devastates 
our energy industry? We have enough wood waste in the northwest 
to meet almost all our energy needs. Almost all of them. But it 
isn't being used. It is being wasted and burned in the woods, do you 
know that, because of the melded price. 

By the way, the wood waste is cheaper than the new energy they 
are building out there, much cheaper. So we are throwing away 
and burning up and wasting a cheaper energy form because they 
take the expensive energy and meld it with the cheap energy, and 
the price gets down below the waste price. 

Do you follow what I am saying? So here we are wasting, throw­
ing away a cheaper energy form because of the melded price. We 
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are doing this all over the country, throwing away energy systems 
and energy sources that are cheaper than what we are doing be­
cause of this melded price. 

It is the worst thing for the free market, and it will destroy our 
energy systems. It is now doing so. It is now doing so. 

Do you support marginal pricing? 
Mr. RoTHSCHILD. As long as there is a basic volume of energy 

that people can get at a reasonable price, I think the marginal cost 
pricing concept means that if you use more, more than you need, 
as a basic survival amount, in that case I would support it. 

Mr. WEAVER. No, it has nothing to do with survival amount. You 
sell everything at its cost. If you have 50 cent natural gas, the first 
10 percent of the natural gas, you get the first 10 percent of what 
you buy for 50 cents on up to the last 10 percent, which is $17. 

Mr. RoTHSCHILD. Yes. Under that concept where you are charg­
ing people the first amount--

Mr. WEAVER. What actually it costs. They get the cheap and they 
get the expensive. 

Mr. SHARP. What happens if you weren't buying natural gas last 
year and a poor person moves into an old house? 

Mr. WEAVER. You just come on with whatever the rate is in the 
area, that is all. 

Mr. RoTHSCHILD. How can you do that with decontrolled gas, be­
cause no longer are you going to have any quantity of gas that is 
low priced? It is all going to be up at the highest prices. It is a dif­
ferent situation. 

Mr. WEAVER. Well, you see I hadn't thought out my position on 
decontrol yet. 

Mr. ROTHSCHILD. You better take back your signature in a hurry. 
Mr. WEAVER. You are absolutely right. 
The only way you can do that is to tax the hell out of the people 

you know and get it back that way. 
Thank you. 
Mr. SHARP. The gentleman from Ohio. 
Mr. SEIBERLING. Well, I have thought out my position on decon­

trol, and I am categorically, unequivocally and unalterably opposed 
to it. It may not harm the West Coast, but it would absolutely 
wreck the middle west and northeast. 

I think you make some very good points. I was concerned when I 
read the proposed waiver on ownership of interest by the producers 
and the fact that it was the FERC and not the Attorney General 
that would decide whether the antitrust implications were objec­
tionable. 

I think that is wrong. I think you make a very good point that 
this will be the sole means of transmitting gas, if it goes into effect, 
from Alaska, and we should not allow a monopolistic, conflict of in­
terest position to the producers. 

I would hope, Mr. Chairman, that when we get to the point of 
voting on this that we will see if there is some way we could deal 
with each of the waivers as a separate issue, because it might be 
that Members would want to vote for one of them and not for the 
others. That would force the administration to come up with a new 
approach on some of them. 
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I would also consider that there is another possible alternative; 
that is, simply not voting on these and voting out an amendment to 
the act which would incorporate the necessary changes in a form 
we would consider acceptable and sending it back to the Senate in 
that form, and let them decide what they want to do. 

As to the other questions raised by Energy Action, it does seem 
to me that the idea of the producers paying for the conditioning 
plant is certainly a very, very good point. I had forgotten about the 
representations made by Mr. McMillian when he first promoted his 
particular proposal for the pipeline. 

I had the feeling, but hadn't done the research, that we had some 
representations made at that time to the effect that once we ap­
proved his proposal, that would be the end of it and we could forget 
it. It would be in the hands of the private sector. 

I must say I have the feeling that we were sold a. bill of goods 
and now we are being asked to face up to what should have been 
faced up to at that time. However, I guess that doesn't solve our 
problem. 

I have no further questions, Mr. Chairman. Thank you. 
Mr. SHARP. Mr. Rothschild, let me ask you-I will become the 

devil's advocate at this point in the questioning-you raised the 
question about being able to project in the future what the real 
costs of the pipeline is or anything else. 

Millions of dollars have been spent to try to determine that, and 
everybody will acknowledge nobody can tell us precisely where we 
are at. Recent history seems to continue to show that whatever the 
increased costs, if we delay 3 years they will probably be more. 

So, the question we are also stuck with is what risks do we create 
for our consumers if in fact we reject the package and we are the 
cause of the failure of this particular project? 

Is there something waiting in the wings that we can promise our 
consumers that will assure them a cheaper source of energy in the 
future, or that there is a cheaper way to get this in the future? 

Our difficulty is we can easily take a position, I didn't like this 
particular package, and so I had one of the waivers I thought 
wasn't right, or there is some reason for doing it. 

But now let's talk seriously about taking responsibility for kill­
ing, not just quibbling, killing the Alaskan natural gas pipeline 
project. 

Do you have any reason to believe there is an alternative in the 
wings that will get that energy to the United States in a cheaper 
way, or that there is some other increment of energy we don't need 
anyway that we can have available to us, and tell our consumers, I 
got you a good deal, I killed this project, but I know out there I can 
get you another increment of energy to meet your needs? 

Mr. RoTHSCHILD. There are two questions. Basically, are we look­
ing at Alaskan gas as one and other alternatives coming from the 
lower 48 essentially as others, or imports, as least expensive or 
least costly? 

First, I don't think the Alaskan gas is going to be the least costly 
alternative. I think it will be the most costly. I think from the testi­
mony we have had, Mr. McMilliam' s testimony and FERC staff, 
Alaskan gas will cost between $15 and $20 an Mcf. 
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Mr. SHARP. That is in the first couple years. Everybody else testi­
fies we are talking about $4 to $5 in the outyears. 

Mr. RoTHSCHILD. I would like to see, Mr. Chairman, an evalua­
tion of existing pipelines. Take the Transco system, take the Co­
lumbia systems, and see what declines there have been in their 
charges for the cost of service for those pipelines. 

I will venture to say if you take a look at the five major ones, 
you won't find that nice curve that is being presented. I don't know 
what you will find, but I suggest it is one thing we ought to look at 
before we accept without investigation that nice curve that says it 
starts high and goes low. 

That curve may start high and may just go down a little bit and 
stay flat. I don't know. I think that is one thing we have to look at. 
The assumption is that is what will happen. I am not certain it 
will. So at least initially it is going to be the most costly alternative 
that we have. 

The other questions are-1 think Congressman Weaver has 
raised a posibility, and people raised this early on-of a methanol 
plant in Alaska. I think the Atlantic Richfield Company, I think 
the Rand Corporation have done some analysis. 

It was interesting that 2 weeks ago 60 Minutes had an analysis 
of methanol being used by, in fact, one of the primary financial 
sources that testified here, the Bank of America. It has about 1,000 
to 1,500 automobiles running on methanol. 

Mr. SHARP. But the testimony by Arco, in this set of hearings, 
was simply that this is a higher cost alternative. 

Mr. WEAVER. Mr. Chairman, would the chairman yield? 
Mr. SHARP. Sure. 
Mr. WEAVER. You must remember they have a strong vested in­

terest in the pipeline. They want to make the money as fast as 
they can. Methanol, whatever, whether it is good or bad, doesn't 
get it out as fast. You have to remember, their testimony is biased. 

Mr. SHARP. You could be right. That is a question before us. They 
also testified if they had their druthers, they would invest it some­
where else, they could make a faster buck investing it elsewhere 
than in this particular project. They could get a higher rate of 
return on their capital investment. 

Mr. WEAVER. If the chairman would yield. 
Mr. SHARP. It was their testimony. I am not defending them. 
Mr. WEAVER. If the price goes up from $2.13 on that gas, they 

will make an awful lot of money on it. They are just not in a big 
hurry. They can reinject that gas into that field for years, they tes­
tified. Indefinitely. 

So they are sitting on a gold mine and they know it. 
Mr. SHARP. I might say one could therefore argue it is in Arco's 

interest to see the whole thing killed and just let it sit and make 
more money off the gas at a future date. I don't know what the 
economics are. 

One of the things we are trying to determine is where do the in­
centives lie in this whole process. We are hearing a lot of conflict­
ing testimony. Go ahead. 

Mr. RoTHSCHILD. The second point is, what else is available. I 
think the Potential Gas Supply Committee out of the Colorado 
School of Mines has estimated there are enormous resources of gas 
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still to be found in the United States. We are finding that a lot of 
the drilling below 15,000 feet is encountering enormous resources 
of gas, highly productive. 

Our own Washington Gas Light Company found one well coming 
out at 100 million cubic feet a day. The exploratory success rate for 
deep gas is 60 percent in the Anadarko gas basin. We have gas 
from coal seams. We have gas all over the place. 

So I think there may be some alternatives right here that we, 
just gas alternatives in the United States in the lower 48, that may 
be an alternative to Alaskan gas. 

On top of that you will have all sorts of, as I said before, conser­
vation investments that can be made that people who use gas right 
now could be making to cut back their consumption of gas, which 
would allow us to have more gas for the future. 

So, I think those are two, and there are probably many, many 
others that people have discussed. 

Mr. SHARP. The problem we always have in this kind of discus­
sion is whether or not we are just trading off one versus the other, 
or whether or not there has to be some package of all of these. I 
mean, it is not whether you like this increment or that increment, 
but whether perhaps the country is going to need both increments 
of gas or other energy sources. 

Mr. RoTHSCHILD. It all depends on whether you see the future as 
the continuing decline of energy consumption per capita or GNP, 
which we have been seeing in the last few years. The more invest­
ments in using energy more efficiently that we make, the better off 
we are. 

We may be able to keep ourselves on an energy plane that is 
level or even decrease our energy use. If we do that, we have even 
more energy options available for the future, and we can consider 
the gas pipeline again under different circumstances. 

I agree with you. Inflation is going to escalate that cost, but that 
cost may be too high now. The fact that financial institutions are 
not willing to put up their risk capital for this project indicates 
how economically uncertain it really is. 

Mr. SHARP. Let me ask you, do you think they will put it up if 
the waiver is passed? There is still risk for them, am I not correct? 

Mr. RoTHSCHILD. They have said so. Even if the waiver package 
is passed, they are not sure they are going to finance it. 

Mr. SHARP. I trust somebody out there is going to be concerned 
about whether or not to go ahead and put big bucks into the thing 
no matter what we do. 

Mr. RoTHSCHILD. In fact, they haven't even precluded the possi­
. bility of coming back to Congress seeking additional--

Mr. SHARP. My point is we wouldn't by any stretch of the imagi­
nation in passing these waivers eliminate, even substantially 
reduce, the risks of investing in this project for Arco, Sohio, Exxon, 
and others involved in this, including other investors. 

Mr. RoTHSCHILD. I think we do reduce some of the risk clearly, 
otherwise the waiver package wouldn't be proposed, No. 1. No. 2, I 
think you start a very serious precedent of eroding some of the reg­
ulatory protections for consumers under the Nat ural Gas Act. 

Mr. SHARP. I can appreciate that, but I guess what I am saying is 
I thought you were arguing for a minute that the free market was 
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telling us this is a bad product. I guess what I am saying is we are 
still going to get an awful lot of input on that question at a later 
point. 

In other words, we haven't eliminated totally the market test. 
Originally when the first waivers came up, I was under the impres­
sion we were just really eliminating the market test of this project. 

But in reality, there is going to be a substantial market hurdle to 
get over here and an awful lot of people are going to ask whether 
they can make better bucks somewhere else rather than putting it 
into this project. 

Therefore there is a market test ahead. I agree with you. Obvi­
ously we are reducing some of the risk to try to get investors in. 
That is the whole philosophy behind the waiver package. 

There is an interplay here between two of the waivers, one that 
allows producers to invest into this project-which is what, $6 to $8 
billion or more-and the one that has the prebilling risk for con­
sumers. 

When they do invest, because there is one thing I believe about 
them, whatever people think about conspiracies, I do believe they 
want to make money, and I do believe corporate officials tend to be 
held accountable for whether or not they produce profit and make 
money. 

Therefore, I suspect they are going to develop a very healthy in­
terest in whether or not this project goes once they sign on the 
dotted line. 

Do you see what I am saying? 
Mr. RoTHSCHILU. I understand that. What they seem to be saying 

also is they want to take as much of the risk out of this as possible, 
which is what they are entitled to do. 

However, with other companies, GM, the automobile industry, 
they don't come and ask us to prepay automobiles so they can pro­
duce them. That is not the way the free enterprise system is sup­
posed to work. 
·It is not free enterprise when companies come in and want a 

guarantee that their investment will be returned. Either you put 
your money in and take your risk, and risk losing it, or you don't. 
If this project is of such national security and national economic 
importance, then there is a role to be played by the Federal Gov­
ernment. 

Maybe the Federal Government ought to get involved. Maybe it 
ought to take an equity interest to insure that the pipeline is built 
because the private sector cannot finance it. 

Mr. SHARP. In other words, you would be willing to take the 
market test out of this and have us eliminate once and for all the 
market test by simply having us put--

Mr. RoTHSCHILD. Exactly. Let's be honest and truthful. If the 
market can't do it, let's be straightforward and not fudge around 
and do covert types of subsidies, but straight out say OK, the Gov­
ernment thinks this is national security. We are going to take a 
national interest in it. 

They do it in Europe, all over the world. There is nothing wrong 
with it. It is not just Prudhoe gas, but gas that surrounds the 
entire area that is involved here. 
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Mr. SHARP. Is there a chance it could cost our consumers more to 
do it that way? 

Mr. ROTHSCHILD. I don't see how much more it could cost. If you 
are saying the Federal Government is any less efficient than pri­
vate industry, I just put into the record the cases of Chrysler and 
Lockheed and Penn Central and a number of private enterprises 
that also were mismanaged and couldn't compete in the market­
place. 

There is as much efficiency in Government as there is inefficien­
cy and as much inefficiency in the private sector as efficiency. I 
don't think one cancels out the other. 

Mr. WEAVER. First on this subject the danger of having the Fed­
eral Government in there is the fact that with its unlimited taxing 
power it might do an extremely inefficient system. It might build a 
pipeline that just could be done much cheaper the other way. 

That is why the market is so important. Then they will say hey, 
if we can do it cheaper, we will. I hope the market works. 

I want to ask the chairman a question. Will there be a witness in 
future hearings that could answer tax questions as to the compa­
ny's tax situation on this? 

Mr. SHARP. As I understand, we have a whole series of people on 
the financial side of this. However, it does not at this point mean 
somebody specifically zeroed-are you talking about tax conse­
quences for the companies? 

Mr. WEAVER. The builders, right. I want to say to my friend from 
California that it has occurred to me when he said these people are 
putting in $7 or $8 billion of their own money, in a $40 billion pipe­
line that would almost entirely be covered by their tax credit. 

I just was informed of a synthetic fuels plant in Colorado where 
they are going to borrow $3 billion from the Government and put 
up-or put up $2 billion and put up $200 million of their own 
money. With the tax credits they actually get back, before they go 
into the project, they have made $100 million cash. None of their 
own money in it. 

We used to do that in the real estate business, if we got a real 
sweet deal, but I never did it with Government money. That would 
be real nice. I am saying the pipeline situation might be something 
that these people might not actually have that money, that $7 bil­
lion in. That is what I would like to find out. I don't know. 

I want them to be at risk. I agree with you. If they are not at 
risk, if the tax credit says no, you get all your money back, we 
might take another look. 

Mr. SHARP. Any further questions? 
Mr. SEIBERLING. Mr. Chairman, I just want to say also that in his 

prepared statement it seems to me Mr. Rothschild has made a very 
cogent argument about the dangers of waiving the evidentiary 
hearing, which frankly I had not really focused on before, and that 
this would deprive consumers and their representatives from cross­
examining testimony and so forth. 

In effect, it would mean that there would be regulatory approval 
without the public really having had a chance to do an effective job 
of finding out the facts. 

I think that the point made in his testimony about the waivers of 
sections 4, 5, 7, and 16 in the Natural Gas Act is equally compel-



891 

ling. As he points out, suppose it turns out that the depreciation 
life of the gas reserves is 40 .years instead of 20 years. The depreci­
ation rate could be then cut in half and the ratepayer get an ad­
vantage out of it instead of the pipeline owners. 

But the way the waivers are written would in effect mean that 
that this couldn't happen. Is that correct? 

Mr. RoTHSCHILD. That is my understanding, Congressman. 
Mr. SEIBERLING. I just think that the more you look at this thing, 

the more ,worms you turn up. 
Mr. SHARP. Will the gentleman yield? 
I believe we are limited to the debt capital, not the equity. In 

other words, payment for equity would not be included. You could 
adjust the rate schedule so long as it did not affect the debt. 

Mr. SEIBERLING. That may be, but I would want to know some 
more about it. 

Mr. SHARP. We will be having the Federal Energy Regulatory 
Commission, among others, before us on Friday. 

Mr. SEIBERLING. Yes. 
Mr. SHARP. Where administrative questions would be appropri­

ate. 
Mr. SEIBERLING. Well, thank you very much. 
Mr. SHARP. Thank you very much. We appreciate your testimo­

ny. 
Mr. RoTHSCHILD. Thank you, Mr. Chairman. 
Mr. SHARP. We obviously have a number of more days of testimo­

ny. 
Mr. RoTHSCHILD. Oh, if I may, I would like to also answer in 

more detail the questions raised by your letter. 
Mr. SHARP. We would be happy to. We hope you will submit that 

to the subcommittee. 
Mr. RoTHSCHILD. Thank you very much. 
Mr. SHARP. The hearing will stand adjourned until Friday at 10 

in room 2154. 
[Whereupon, at 4:12 p.m. the subcommittees adjourned, to recon­

vene on Friday, October 30, 1981.] 
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