















































































































































than the 1979 cost of substitute fuel. The Alaska Highway pipeline
project seems, therefore, to be worthwhile from a national standpoint,
but questionable (or at best tricky) from the standpoint of consumers or
private investors.

Just as the pfomise of national economic benefits does not guarantee
commercial viability, so the promise of a profitable venture does not
necessarily mean the project can be financed unassisted in private
capital markets. A venture whose success rests on large future price
increases, no matter how likely they may now seem, and on future
actiens by regulatory bodies, no matter how reasonable they appear
today, bhears a heavy load of ordinary commercial risk. The Alaska
Highway project, however, is also subject to some extraordinary
engineering, political and regulatory risks --- not to mention the

financing difficulties imposed by the sheér size of its capital requirement.

The Need for Federal Participation

The foregoing analysis leads to several inescapable inferences:

(1) The Alaska Highway gas pipeline is almeost certainly worth

building from the standpoint of measurable economic benefits to the

nation; the unmeasurable and speculative benefits of the project cement

such a conclusion. This judgment alone warrants a federal commitment to

the project's success.

(2) Alaska natural gas carried through the pipeline is probably

a good buy for U. 5. consumers when the project is viewed over its whole

economic life. There are plausible scenariocs in which the average

consumer cost of Alaska gas could exceed the average cost to consumers
of substitute fuels over the whole period, HNonetheless (and again,
taking into account gpeculative additional benefits), the project
appears to be a’good gamble for consumers. Thus, it warrants some

consumer risk-taking through tariff design.






















































































































































The United States Treasury Department (Treagury) in its 1977 report
to the President (Financing an Alaska Natural Gas Transportation System)
assumed that a large number cof domestic pipeline companies would invest
in the Alaska system, roughly in proportion to their total gas sales.
Treasury saw such broad participation as essential to the project's
finanecial strength, particularly if it was to be funded exclusively by
private capital —--- an outcome Treasury regarded as desirable but not
necessarily attainable. .

Treasury prepared a table illustrating this strategy and listed 11
transmission companies as hypothetical owners of the Alcan pipeline ———
the earlier name for the Alaska segment of the Alaska Highway system,
The largest egquity commitment (13 percent) was by Coclumbia Gas, and the
smallest (5 percent) by Northwest (op. cit., p. IV-63). Nineteen
months after the President selected the Aiéska Highway route and its
sponsor, Northwest, cnly five other transmission companies have been
recruited, and some of them seem to have joined mainly because member-
ship is important. for participation in Lower 48 projects designed to
carry Canadian as well as Alaskan gas. Yet Northwest insists that this
group can finance the entire project without assistance from the federal
government,

Several factors combine to explain why more companies have not
joined despite what seems to be an attractive investment opportunity,
despite the near-universal interest in cbtaining Alaska gas, and despite
repeated pleas from DOE. The equal access provision of ANGTA is of
course one reason, while another is the earlier loss of promotional
money pumped into the defunct Arctic Gas and El Paso Alaska projects.
More importantly, however, is that the project's present structure and
financing plan are not credible; many pipeline companies do not now
regard it as worth their time or money te join the partnership. Most
of the companies we interviewed expected and even wanted to participate

eventually, but each of them was waiting for some unspecified develop-
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