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AOGCC--Alaska Oil and Gas Conservation Commission
Argonne--Argonne National Laboratory
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Bcf--Billion cubic fegt

BLM--Bureau of Land Management

Btu--British therma unit

CERI--Canadian Energy Research Indtitute

Decison--"Decison and Report to Congress on the Alaska Natural Gas
Trangportation System”

D& M--Dames & Moore and Decision Focus, Inc.
DOE--Department of Energy

DOE Act--Department of Energy Organization Act



DRI--Data Research Ingtitute

ElA--Energy Information Adminigiration
EIS--Environmenta Impact Statement
ERA--Economic Regulatory Adminigtration
Exxon--Exxon Corporation

Exxon U.SA.--Exxon Company, U.SA.
FEIS-Find Environmentd Impact Statement
FERC--Federd Energy Regulatory Commission
Finding--"Presdentia Finding Concerning Alaska Natural Gas'
Foothills--Foothills Fipe Lines (Y ukon) Ltd.
FPC--Federal Power Commission

GCF--Gas Conditioning Facility

GRI--Gas Research Indtitute

Jensen--Jensen Associates, Inc.
LNG--Liquefied Natura Gas

Mcf--Thousand cubic feet

MMBtu--Million British therma units
NEB--Canadian National Energy Board
NEPA--Nationd Environmenta Policy Act of 1979
NGA--Natural Gas Act

NGPA--Natural Gas Policy Act of 1978

NPC--Northwest Pipeline Corporation



OFI--Office of Federa Inspector
OPEC--Organization of Petroleum Exporting Countries
PG& E--Pacific Gas and Electric Company
PGT--Pecific Gas Transmisson Company
quad--quadrillion British therma units
R/P ratio--Ratio of proved natural gas reserves to production
Reorganization Plan--Reorganization Plan No. 1 of 1979
Statoil--Statoil North America, Inc.
State Department--United States Department of State
TAGS--Trans-Alaska Gas System
TAPS--Trans-Alaska Pipeline System
TAPS Carriers--the seven companies that own the Trans-Alaska Pipdine System
Tcf--Trillion cubic feet
USACE--United States Army Corps of Engineers
USGS--United States Geologica Survey
[Note: Alaska Energy Projects map not reproduced.]
[. Summary

The Department of Energy (DOE) is granting the application of Y ukon
Pecific Corporation (Y ukon Pecific) for authorization under section 3 of the
Natura Gas Act (NGA) to export natura gas from the North Sope of Alaskato
the Pacific Rim countries of Japan, South Korea, and Taiwan by means of the
proposed Trans-Alaska Gas System (TAGS). The DOE has concluded that this
export will not be inconsstent with the public interest. In particular, the
DOE finds that this gas supply is not needed to ensure American consumers

adequate supplies at reasonable prices. In addition, the DOE expectsthe TAGS
export project to provide important benefits in the areas of energy security,



energy production, international relations, trade deficit reductions, and the
Alaskan economy.

The DOE has conditioned the export authorization to minimize any
detrimenta effects on American consumers, the Alaska Naturd Gas
Trangportation System (ANGTYS), and the environment. Specifically, the
authorization provides that no costs of the export project can be recovered
from American consumers, that no action can be taken in connection with the
export project that would impair the construction and operation of the ANGTS
project, and that the export project must be undertaken in accordance with al
applicable environmental procedures and safeguards.

By granting this application, the DOE is not dictating that a specific
project should be undertaken for developing North Slope natura gas.1/ The
goprova neither commits any natura gas supplies to Y ukon Pacific nor creates
any regulaory impediments to other North Slope natura gas projects,
including ANGTS. Rather, the gpprovd is intended to spur competition to
develop North Sope naturd gas efficiently, with the marketplace determining
the course of development. The public interest liesin bringing thisimmense
energy resource to market in an efficient and timely manner.

[1. Background

In thewinter of 1967-68 awildcat rig drilling Prudhoe Bay State Well
No. 1 on Alaskas North Slope struck a formation that, when later delinested,
proved to be the biggest known crude oil deposit ever found in the U.S. and
one of the largest accumulations of naturd gas. The Prudhoe Bay Field done
contains an estimated 26 Tcf of recoverable gas reserves 2/ more than 13
percent of the proven naturd gas reservesin the U.S. While the ultimate gas
potentia has yet to be determined, tota accumulationsin reservoirs on the
North Slope have been estimated at more than 100 Tcf.

In 1970, the Alyeska Pipdine Service Company (Alyeska) was formed to
construct and operate an ail pipdine from Prudhoe Bay to Vadez, a degpwater
port in southern Alaska. Pipeline congruction of the Trans-Alaska Pipdine
System (TAPS) began in the winter of 1974-75 and by 1977 crude oil was being
trangported through the pipdine for markets in the lower-48 States.

By the mid-1970's, various plans for a transportation system that could
bring North Slope gas to the lower-48 states were considered. Between 1974 and
1976, three different projects came before the Federal Power Commission (FPC)
for certification. Because Congress was concerned about natura gas
curtallments on the interdate tranamission system, and feared a permanent



supply shortage, it enacted the Alaska Natura Gas Transportation Act (ANGTA)
in 1976 to ensure that regulatory action or inaction would not stand in the

way of the efforts of private parties to bring North Siope gas to market.3/

The purpose of ANGTA was to streamline the lengthy certification process by
authorizing the President to designate a trangportation system from among the
competing projects, subject to Congressiona gpprova. In addition, in

response to the percelved regulatory delays and inefficiencies in connection

with the congtruction of TAPS, ANGTA included provisions designed to expedite
the congtruction and initial operation of the salected gas trangportation

system and to prevent agency actions that would hinder expeditious completion

of that system by the project's sponsors.4/

Although ANGTA removed and minimized regulatory barriersto the
permitting and construction of the salected trangportation system,
respongbility for redizing the project was lft to private parties.
Likewise, responghility for efficiently developing North Sope gas reserves
was |eft to the owners of the gas. ANGTA did not mandate the use of this gas
in domestic markets. In fact, section 12 of ANGTA expresdy permits the export
of North Sope gasif the Presdent finds that such exports will not effect
American consumers adversdy.5/

On September 22, 1977, following the Signing of an agreement on
principles with Canada,6/ President Immy Carter transmitted to Congress his
decision concerning ANGTS.7/ The President's Decision and the Agreement on
Principles were approved by Congress on November 8, 1977.8/ Because of
fluctuations in energy market conditions and the appearance of widespread gas
surpluses, the sponsors of the ANGTS project decided in April 1982 to postpone
congtruction of the Alaskan segment of the system. In the absence of agas
trangportation system, dmost al of the natura gas produced on the North
Sope in conjunction with the oil has been reinjected into the reservoirs.

The decison concerning the Alaskan segment can be linked to a
fundamenta change in circumstances and behavior of natural gas marketsin
North America during the last decade when the gas shortages of the seventies
have been replaced by adequate supplies for the foreseeable future. To alarge
extent, this change has resulted from decisions to abandon government-mandated
price controls and other artificia regulatory restraints on the operation of
the market in favor of competition.9/

In 1978, Congress, through the passage of the Natural Gas Policy Act of
1978 (NGPA),10/ established as nationd energy policy the movement toward a
competitive gas market in the U.S. The NGPA initiated a partial and phased
relaxation of wellhead price controls, thereby encouraging producers to find



and develop more gas. In July 1989, the NGPA was amended to remove dll
remaining wellhead price controls by 1993.11/ In addition to the remova of
wellhead controls, Congress has acted to remove demand restraints that
attempted to dictate how natural gas should be consumed.12/

In conjunction with these statutory actions, the Federal Energy
Regulatory Commission (FERC), exercisng functions formerly vested in the FPC,
has taken numerous regulatory steps to increase the competitiveness of the
natural gas market. The centerpiece of the FERC's regulatory efforts has been
the establishment of an open-access trangportation system that permits
producers and consumers to dedl directly and establish market-responsive
prices for gas supplies.13/ The FERC aso has acted in other areas to remove
regulatory barriers to competition.14/

The shift to a competitive marketplace was not confined to the domestic
market. Both the U.S. and Canadian Governments devel oped a market-based
approach to their respective import and export policies. The continuing
surplus of gas supplies and, with it, the increasing pressure for grester
competition in gas marketsin the U.S,, led the Secretary of Energy to issue
new policy guideinesin 1984 reating to gas imports.15/ The DOE's policy
guiddines established new criteriafor review of import gpplications and
defined the "public interest” as enhanced competition in markets served by
imports, reduced federd intervention in the marketplace, and encouragement of
negotiated arrangements between buyers and sdllers, thereby alowing greater
flexibility inindividud contracts. The objective of this policy wasto
complement domestic initiatives toward market oriented gas regulation by
alowing market forces, in lieu of regulatory condraints, to define supply
and demand. In effect, the guiddines represented a determination thet it is
in the public interest to let market forces, with aminimum of regulatory
condraints, define efficient energy production and consumption.

Paraleling the U.S. move toward greater competition in gas markets,
Canada progressively liberdized its procedures for review of natural gas
export applications. In 1984, Canada shifted away from regulated, uniform,
volumetric prices for exports that had been ingtituted in 1975, to a policy
that offered exporters the option of negotiating the sales price in export
contracts. As of 1986, the Canadian Nationa Energy Board (NEB) no longer
required that it give prior gpprova of export prices. In 1987, the NEB
adopted new procedures that alowed market forces to determine export levels
as long as Canadian needs are served adequately and fairly.

Finally, the U.S/Canada Free Trade Agreement came into force January 1,
1989. It was areflection of the changes that had taken place in both



countries energy policies. It formalized the principle that free and open
tradeisin the best interest of the citizens of the U.S. and Canada.

Thisevolution in natural gas trade has not been confined to Canadian
imports. In 1983, President Rondd Reagan and Japanese Prime Minigter Y asuhiro
Nakasone indicated their interest in private commercid effortsto bring North
Sope natura gas to Pacific Rim countries, including Japan. They recognized
the benefits in the free trade of energy resources, as demondtrated by the gas
export project operated jointly by Phillips 66 Natura Gas Company and
Marathon Oil Company which, for about 20 years, has liquefied and shipped gas
from the Cook Inlet area of southern Alaskato markets in Japan.16/

In 1982, Y ukon Pacific began exploring the concept of atrans-Alaska
pipdine, combined with aliquefied natural gas (LNG) termind in southern
Alaska, for marketing North Slope gas in Japan and other Pacific Rim
countries. In 1984, after sudying the feasibility of the project, Y ukon
Pecific applied to the Bureau of Land Management (BLM) and the U.S. Army Corps
of Engineers (USACE) for the necessary permitsto build the TAGS pipdline. A
right-of-way grant for the TAGS project was issued by BLM on October 17, 1988.

On January 12, 1988, President Reagan removed the section 12 impediment
to exports of North Slope natura gas by issuing a finding that such exports
would not affect adversdy the quantity, qudity, or price of the energy
supplies available to U.S. consumers.17/ In particular, the President found
that "there exist adequate, secure, reasonably priced supplies of naturd gas
to meet the domestic demand of American consumers for the foreseegble future.”
The President acted to let "the marketplace undertake aredistic
consderation of various options concerning Alaska natura gas' by alowing
"any private party to develop this resource’ and setting "up competition for
this purpose.” The President's Finding stated that “the operation of market
forcesisthe best guarantee that Alaska naturd gas will be developed
efficiently and that there will be an incentive to find additiona reserves.”

In conclusion, North Slope natural gasis a mgor energy resource whose
efficient development has been agod of U.S. energy policy snceits
discovery in 1968. In response to changing conditionsin the domestic and
internationa energy markets, there have been various proposas for developing
this resource. Legidative and regulatory policy changesin the past decade
and market forces have combined to increase competitiveness of natural gasin
the U.S. market. As of yet, however, North Slope gas has been left
undeveloped. It isin this historical context that the DOE considered Y ukon
Pacific's gpplication to export North Slope gas.



I11. Procedurd History
A. Application and Project Description

On December 3, 1987, Y ukon Pecific filed an application with the
Economic Regulatory Adminigtration (ERA),18/ for authority under the Natura
Gas Act (NGA) to export up to 14 million metric tons of LNG annudly (660 Bcf
regasified) to the countries of Japan, South Korea, and Taiwan for 25 years,
beginning on the date of first delivery. The naturd gaswould be transported
from the North Slope by means of the proposed TAGS pipeline to atidewater
dte a Port Vadez, Anderson Bay, on Alaskas southern coast. At Vadez, the
gas would be converted to LNG for ocean transport to the Pacific Rim markets.

According to Y ukon Pacific, congtruction of the proposed TAGS facilities
will require five years and will commence when dl required governmenta
gpprovas are obtained and LNG saes contracts are signed with the Pacific Rim
customers. Thefirst exports of LNG are expected to occur in 1996 when
congtruction of TAGS is scheduled to be completed and Y ukon Pacific would be
ableto initiate operations. The principal components of the TAGS project are:
(1) a796.5-mile, 36-inch outside diameter, buried and chilled natural gas
pipeline from Prudhoe Bay to Port Vadez, with adesign capacity of 2.3 Bcf of
natura gas per day; (2) ten compressor gations along the pipeline; (3) a
liquefaction plant at Port Vadez that would include four LNG processing units
to remove impurities from incoming gas, and to reduce the temperature of the
gasto -259 degrees Fahrenheit, condensing it to the liquid State for storage
and shipping; (4) four LNG storage tanks, each with an individua capacity of
800,000 barrels (bbls); (5) amarine termind to berth and load two LNG
tankers; and (6) 15 LNG ocean transport vessals having individua cargo
capacities of anomind 125,000 cubic meters. In addition to the above
facilities proposed by Y ukon Pecific for the TAGS project, a gas conditioning
plant would be required in the Prudhoe Bay areato deliver to the TAGS
pipeine naturd gas of aquaity suitable for subsequent converson to LNG at
Anderson Bay.

Y ukon Pecific states that it has entered into discussons with the
owners (certain producers and the State of Alaska) for their North Slope gas.
These discussons are focusing primarily on purchasing gas from the principd
reservoir in the Prudhoe Bay Field, the Sadlerochit formation. According to
Y ukon Pecific, the contract terms with each producer would be established
through arms-length negotiations and would be flexible over the term of the
agreements to reflect market conditions. The purchase price to be paid to
producers would be determined by aformula using a base price per MMBtu
adjusted for variationsin the LNG price at the point of destination. With



respect to the sde of this gas, Y ukon Pecific expects to negotiate in

arms-length transactions 25-year contracts that would be responsive to
internationa gas market conditions. Y ukon Pacific anticipates thet the

delivered price of LNG sold under the proposed export arrangement would Start
with a base price per MMBtu and would vary each month according to aformula
based upon changes in the average selling price of sdlected mgor crude ails.

B. Notice and Interventions

The DOE issued a notice of the gpplication on February 1, 1988, inviting
protests, motions to intervene, notices of intervention, and commentsto be
filed by March 11, 1988.19/ Seven timely mations to intervene were filed: by
Northwest Pipeline Corporation (NPC), the State of Alaska, Pacific Gas
Transmisson Company (PGT) and Pecific Gas and Electric Company (PG&E)
(jointly), Alaskan Northwest Natura Gas Transportation Company (Alaskan
Northwest), Foothills Pipe Lines (Y ukon) Ltd. (Foothills), the TAPS Carriers
and Alyeska (jointly),20/ and the Exxon Corporation (Exxon). Statoil North
America, Inc. (Statoil) filed alate motion to intervene on March 25, 1988.

Air Products and Chemicds, Inc., filed comments supporting the TAGS project
but did not seek to intervene. The U.S. Department of State (State Department)
submitted aletter 21/ it received from the Canadian Embassy concerning the
gpplication. Alaskan Northwest and Foothills opposed the application,
requested its dismissal, and in the event that the application was not

dismissed, Foothills requested a tria-type hearing and discovery procedures.
(Heresfter in this order, where their views coincide, Alaskan Northwest and
Foothills are referred to collectively as the ANGTS sponsors.) NPC did not
express an opinion on the merits of the export proposal.

C. Order Requesting Additional Comments

On July 25, 1988, the DOE issued a procedural order requesting further
information from Y ukon Pecific, providing opportunity for further comment from
al parties, and granting intervention to dl eight movants who responded to
the DOE's February 8, 1988, Federal Register notice of the gpplication. The
DOE denied severd motionsfiled by the parties requesting: (1) dismissd of
the gpplication; (2) denid of interventions, (3) atrid-type hearing; (4)
rehearing; and (5) an opportunity to conduct discovery. The requests for
additiona procedures were denied without prejudice to thefiling of smilar
requests at alater stage in the proceeding.22/ The procedura order requested
submission of comments by August 24, 1988, reply comments by September 23,
1988, and requests for additional procedures by October 10, 1988. The DOE
received comments from Alaskan Northwest, Foothills, Y ukon Pecific, the State
of Alaska, PGT and PG&E (jointly), and Statail.



D. Alaska Public Conference

Following submission of comments in response to the DOE's July 25, 1988,
procedural order, Foothillsfiled arequest for atria-type hearing, or
dternatively, a public conference. In addition, Alaskan Northwest renewed its
earlier request expressed in its motion to intervene for dismissal of Yukon
Pecific's gpplication.

On December 5, 1988, the DOE issued a procedura order that denied the
requests for dismissd of the application and for atrid-type hearing but
granted the request for a public conference.23/ The order set January 25,
1989, asthe date for the public conference to be held in Anchorage, Alaska.
Alaskan Northwest, Foothills, the TAPS Carriers, Exxon, the State of Alaska,
and Y ukon Pacific filed written statements or made ora presentations at the
public conference.

E. Other Filings

The State Department submitted on January 11, 1989, aletter to be added
to the record from the Charge d' affaires of the Canadian Embassy in
Washington D.C., expressing the Canadian Government's renewed concern about
the impact of the proposed export project on the ANGTS project.24/ On February
7, 1989, the State Department submitted for the record its reply to the
Canadian Charge's letter in which it pointed out that the U.S. had, as
originaly agreed, undertaken dl actions necessary to facilitate congtruction
of the ANGTS and diminate regulatory obstacles to private financing.25/ Since
both the State Department and Canadian Embassy |etters merely restate their
views that are aready part of the record in this proceeding and since no one
opposed the inclusion of their correspondence in the record, the DOE hereby
admits these lettersinto the record.

Foothillsfiled on March 17, 1989, a mation to enter into the record a
gatement presented to the Alaska State Legidature by an officid of Exxon
Company, U.SA. (Exxon U.SA.), that expressed the view that it is not
economically feasible at today's prices to develop North Sope gas for either
the domestic or the Pacific Rim markets. Exxon U.SA. sated that "[an
assured market and a substantia red growth in energy prices will be required
before a project to commerciaize North Slope gas reserves can be economic”
and that such conditions most likely will not exist until after the year 2000
and then will be much more likely for the domestic market than for the export
market.26/ On March 21, 1989, Exxon U.S.A. dso filed acopy of this satement
to be added to the record. Y ukon Pacific requested that the DOE reject the
gatement on the grounds that the issues enumerated are irrelevant to this



proceeding and the statement was filed late. The DOE concludes that admission
of the statement would not adversdly impact the proceeding or harm any party
gnce it does not contain any relevant materia that was not contained in

prior submissons. Accordingly, the slatement is hereby admitted into the

record of this proceeding.

Findly, on June 28, 1989, aletter enclosing a"Third Amendment to
Application” was submitted by Y ukon Pacific. Although termed an amendment,
Y ukon Pecific's filing conssted entirdly of newspaper and trade press
articles concerning prospective LNG trade between Indonesiaand certain
Pecific Rim countries. On July 27, 1989, the DOE returned Y ukon Pecific's
filing after determining that it did not qualify as an amendment under the
DOE's procedurd rules because the information did not congtitute a
subgtantia change in the application and the materid was not relevant and
materid to the resolution of theissuesin this proceeding.

V. Comments Received
A. Alaskan Northwest and Foothills

The ANGTS sponsors opposed the application in their interventions, in
their responses to the July 25 procedura order, and at the public conference
held in Anchorage. Their positions are fundamentaly the same and are based
primarily on their view that the proposed export could have an adverse impact
on the ANGTS project. They advance severa arguments. First, they argue that
the gpplication does not comply with the DOE's adminigtrative regulations
because it does not contain enough meaningful information for it to be
properly evauated. Specificaly, they argue that the application does not
include gas purchase or resde contracts, information on the gas conditioning
facility expected to be used for the TAGS project, a study regarding the
feashility of constructing both the proposed TAGS and ANGTS pipdlines through
Atigun Pass,27/ a complete environmenta impact andysis of the project, a
detailed description of the project's participants, and verifiable data
demondtrating that the gasis not needed in the U.S.

Second, based on severd energy supply studies and reports submitted
with their comments, the ANGTS sponsors argue that North Slope gas would be
needed and economically competitive in the lower-48 states by the mid-1990's.
They contend that the excess demand in the lower-48 states cannot be met by
other energy resources as or more efficiently than by the proposed export
volumes. The ANGTS sponsors assert that substitute fuels for North Sope gas,
such as cod and ail, would be environmentaly inferior to naturd gas, which
burns cleaner. They maintain that increasing dependence on cod and oil would



contribute to ozone layer depletion in the aamosphere, "acid rain”, and the
"greenhouse" problem of globa warning,28/ and dternative gas supplies, such
as development of Canadian frontier gas, would be more costly. In addition,
they assert that the commitment of North Sope gas reservesto foreign
interests would jeopardize national energy security by depriving the U.S. of a
source of available reservesto offset the declining energy basein the
lower-48 dtates, and by increasing U.S. dependence on oil imports.

Third, they contend that the TAGS project would impair completion of the
ANGTS because there are not enough proven reserves of gas on the North Slope
to support both the TAGS and the ANGTS projects. The ANGTS sponsors assert
that they need 26-30 Tcf of reservesto justify congtruction. They argue that
such an imparment would violate section 9 of ANGTA and dso harm rlaions
between the U.S. and Canada since it would congtitute a breach of the 1977
U.S./Canada Agreement on Principles.

Fourth, they contend that the proposed TAGS project would be
economicaly and environmentaly detrimental due to congtruction of the TAGS
and the ANGTS in close proximity to each other and due to the duplication of
facilities. (The northern portion of the TAGS pipdine would pardld the
proposed route of ANGTYS). They maintain that the TAGS Fina Environmentad
Impact Statement (FEIS) issued by BLM in June 1988, isincomplete.29/ In
particular, they assert that it does not address the environmenta impact of
or identify the gas conditioning facility that Y ukon Pecific plansto use as
part of the TAGS project.

Findly, the ANGTS sponsors contend that, if an export authorization is
issued to Y ukon Pecific, then the following conditions must be attached
thereto: (1) that Y ukon Pecific filesin the record gas purchase, sales, and
trangportation contracts specifying the gas reserves to be purchased,
transported, and sold; (2) that proven reserves needed to supply ANGTS will
not be depleted by TAGS, (3) that ANGTS hasfirgt call on North Slope gas for
delivery to the lower-48 states, if needed to meet contractua obligations and
to preserve the project's economic viability; (4) that congtruction of ANGTS
ghdl have priority over TAGS in order to avoid incurring additiond costs
that would have to be borne by U.S. customers; (5) that Y ukon Pacific submit
definitive data on the gas conditioning facility to be constructed and used by
TAGS,; and that Y ukon Pecific also submit definitive data on Atigun Pass
demondirating the feagibility of congtructing TAGS at that location; (6) that
Y ukon Pecific identify any planned smultaneous congtruction of TAGS and
ANGTS, proposed cost sharing and joint use arrangements, and provide a
definitive andysis of the net economic benefits of the proposed export; and
(7) that any fina authorization issued be subject to suspension,



modification, or revocation upon a showing that continuation of the proposed
export isno longer in the public interest.

B. PGT and PG&E (jointly)

PGT and PG&E, which initidly did not comment on the gpplication,
subsequently submitted comments recommending that the proposed export
authorization be denied, citing studies that indicate that gas suppliesin the
lower-48 states will not be able to satisfy domestic demand during the term of
Y ukon Pacific's proposed export. They contend that the proposed export will
leave insufficient proven reserves to economicdly justify completion of ANGTS
which depends on the availability of adequate Alaska reserves. In addition,
they assert that conserving North Slope gas for domestic use enhances the
energy security of the U.S,, reduces U.S. reliance on imported ail, and
provides an environmentaly preferable energy source over oil and cod.

C. State of Alaska

The State of Alaskaintervened because of its proprietary and
governmentd interests in the proposed TAGS project. The State supports Y ukon
Pacific's export proposa because the project would increase employment in the
state, develop and broaden the market for North Slope gas, yield revenues to
the state from gas royalties and production taxes, and diversfy the state's
economy from industries servicing the TAGS project. However, it has no
preference for TAGS over ANGTS and asserts that the market will decide which
(or how many) systems should be built. The State opposes the imposition of
conditions on any export authorization issued to Y ukon Pecific that would
favor one gas development project over another.

D. Government of Canada

The Canadian Government expressed concern through the State Department
that the TAGS project could impair the financid viability of the ANGTSin
that there may not be adequate quantities of North Sope gas to support both
the TAGS and ANGTS projects. Canada urged the U.S. to ensure the availability
of adequate North Sope gasin order to maintain the commercia viability of
the ANGTS project.

E. Exxon
Exxon, an owner and producer of North Slope gas, endorsed the

Presdent's Finding concerning North Slope gas. Exxon urged that, if Y ukon
Pecific's gpplication is approved, the authorization should be consstent with



open, market-responsive development of Alaskan naturd gas and not impose
terms and conditions that would, in effect, place a stamp of gpprova on only
one project or approach to development of Alaskan resources and discourage
other projects or approaches.

F. TAPS Cariers and Alyeska (jointly)

The TAPS Carriers, users of the TAPS facilities, and Alyeska, operator
of TAPS, took no position on whether the export authorization should be
granted to Y ukon Pecific but urged that any authorization be conditioned on
review and gpprovd of the engineering details of the TAGS facilities by the
TAPS Carriers and by Alyeska. They stated that Y ukon Pacific had not presented
enough technicd details for the commentors to be able to assess whether the
proposed facilities would impede the safety, operation, or maintenance of TAPS.

G. Statoil

Statoil, which owns subgtantia reserves of naturd gas on the Norwegian
continental shelf, and plans to export and market LNG to the U.S. East Coadt,
stated that its LNG exports and those of other overseas suppliers would be
able to meet any U.S. gas demand that might go unserved if North Sope gasis
exported.

H. Y ukon Pacific's Position

In support of its agpplication, Y ukon Pecific contends that thereis no
present or future domestic need for natural gas from the North Sope. To
support its argument, Y ukon Pecific submitted a study by the consulting firms
of Dames & Moore and Decision Focus, Inc. (D&M study).30/ Y ukon Pecific
asserts that this study demondtrates that there are adequate gas suppliesin
the lower-48 states, Canada, and Mexico sufficient to meet U.S. demand in the
foreseeable future without the Alaska gas that would be exported. The D&M
study concludes that there will be no economic need for North Sope gasin the
lower-48 states for at least 30 years and that nearer supplies of Canadian
Arctic gas would become competitive before North Sope gas.

Y ukon Pecific dso maintains that the export of North Sope natura gas
to Pacific Rim countries would serve the public interest by reducing the U.S.
trade deficit, strengthening internationd relations, and promoting Alaskas
economic development. In addition, Y ukon Pacific asserts that authorization of
the TAGS project will inject an eement of competition into the development of
North Slope gas reserves that should prove hedlthy for both U.S. and Canadian
natural gas markets. Further, Y ukon Pacific argues that the TAGS project would



not be detrimenta to the interest of American consumers because the risks and
costs associated with the construction and operation of the TAGS project,
including the marketing of the gas, would be borne by the project's private
sponsors and the foreign purchasers of the gas.

With respect to the availability of North Slope gasfor TAGS and ANGTS,
Y ukon Pecific assertsthat TAGS and ANGTS are not competitors since there are
sufficient gas reserves on the North Sope for both projects. Moreover, Y ukon
Peacific asserts that the ANGTS project does not have an exclusiveright to or
fird cal on the reserves. Y ukon Pecific argues that section 12 of ANGTA
demongtrates that the U.S. Congress envisioned that North Slope gas might be
exported and that the President's Finding determined that the public interest
will be served by exports of North Slope gas.

With regard to construction compatibility between TAGS and ANGTS, as
well as congruction priority and cost dlocation for jointly used facilities,
such as the proposed Alaska Gas Conditioning Fecility,31/ Y ukon Pecific
contends that these matters are outside the jurisdiction of the DOE. Further,
Y ukon Pacific sates that the gas conditioning facility is not part of the
export project because it expects to purchase the gas from the North Slope
producers after the gasis conditioned.

Y ukon Pecific sates that it would accept two conditions on any grant of
export authority: one condition would require that the LNG sdes contracts be
filed with the DOE after they have been executed, and the second condition
would prohibit Y ukon Pecific from passing on to consumersin the lower-48
states any of the risks or costs associated with the TAGS project. Y ukon
Pacific opposed the other conditions that the ANGTS sponsors requested because
those conditions are elther outside the DOE's jurisdiction and have no basis
inlaw, or condtitute improper government financing assstance to the ANGTS.

Findly, Y ukon Pecific asserts that the information submitted in its
application meets the requirements of section 590.202 of the DOE's
adminigtrative procedures and notes that those procedures give the DOE the
flexibility to determine what information is required from an gpplicant based
on the nature of the import or export requested.

V. Decison

Y ukon Pecific filed its application for authorization to export North
Sope gas under section 3 of the NGA.32/ Section 3 creates a Satutory
presumption in favor of the approva of an export gpplication, a presumption
that must be overcome by evidence in the record of the proceeding that the



proposed export will not be consstent with the public interest.33/ Opponents
of an gpplication bear the burden of overcoming this presumption.

In judging whether to authorize a proposed export, the DOE is guided by
Delegation Order No. 0204-111.34/ This order designates domestic need for the
natura gas proposed to be exported as the only explicit criterion that must
be congdered in determining the public interest. In addition to domestic
need, the DOE will consider other factors to the extent they are shown to be
relevant to a public interest determination. Furthermore, in evauating
exports, the DOE is mindful of the broad energy policy principles set forth in
the DOE's naturd gas import policy guiddines. While those guiddines dedl
with imports, the principles are applicable to exports aswell. The guideines
edtablish the policy that market forces will generdly bring about results
more in the public interest than will extengive regulation.

In addition to the framework of the NGA, this particular export proposal
must aso be viewed in light of the framework of ANGTA. ANGTA generdly
affects dl actions that might relate to the ANGTS and, in particular,
provides an additiona statutory requirement for the export of North Sope gas.

A. Domestic Need

Y ukon Pacific proposes to export up to 16.5 Tcf of gasas LNG over a
25-year period. This amount would be equivaent to about three percent of the
totd U.S. consumption of natura gas projected between 1996 and 2021. In the
July 25 procedura order, the DOE set forth its three-pronged approach for
evauating domestic need. Firgt, the DOE determines whether nationd or
regiona demand can reasonably be expected to exceed anticipated available
domestic supplies over the term of the proposed export.35/ If thereisa
reasonable expectation of demand in excess of available domestic supplies, the
DOE determines the extent to which this excess demand can be met by other
energy sources as or more efficiently than by the proposed export. If there
are sufficient aternative sources, the DOE andyzes whether there is any
reason the public interest requires the proposed export, in particular, be
used to meet the excess demand.

Y ukon Pecific, Alaskan Northwest, and Foothills presented evidence
concerning the need for North Slope naturd gas. For the most part, this
evidence relates to sudies which purport to demonstrate when North Soope
natura gas would become competitive in the lower-48 states. These sudies
differ greetly in thar findings. In generd, the studies submitted by Y ukon
Pecific indicate that North Slope gas would not be comptitive during the
entire term of the proposed export, while those submitted by the ANGTS



sponsors indicate that it would be competitive as early asthe 1990's.

While studies such as those submitted in this proceeding are useful in
ng overal macro-economic conditions and probable market trends under
certain scenarios, they are not as useful in assessing the future of
particular energy projects.36/ As Alaskan Northwest stated in its reply
comments, "The world is smply too complex, too subject to change from
unforeseeable actions by others and from uncontrollable forces to forecast
with confidence 20 years or S0 into the future. Projections even 12 years
ahead, to the turn of the century, redigticaly must be viewed with great
caution." 37/ In fact, the inherent imprecison of using economic studiesto
predict the performance of a particular project is one reason thet led to the
shift from a government-mandated regulatory approach to a market-oriented
gpproach that leaves private commercid parties with the flexibility to
determine the basics of their projects.

The submitted studies have been helpful, however, in evaluaing domestic
need since they dl contain extengive information on supplies of various
energy sources and anticipated demand. The DOE's review of the sudies, set
forth below, indicates that there are sufficient energy sources to meet
domestic need without the use of North Sope naturd ges.

1. Domestic Supplies

The D&M study, which was provided by Y ukon Pacific, analyzed and
compared several domestic gas resource forecasts published by various agencies
and organizations. In particular, the D&M study focused on assessments
produced by the DOE's Office of Policy, Planning, and Anaysis
(DOE/Argonne),38/ the Potential Gas Committee (PGC),39/ and the U.S.
Geologica Survey (USGS).40/ These three assessments estimate that thereisin
the lower-48 states a natural gas reserve and resource base that could be
recovered ranging from 534 Tcf (USGS) to 1,059 (DOE/Argonne).41/ PGC's
estimate of 778.6 Tcf lies between the USGS and DOE totals. The USGS based its
edimate of economicaly recoverable resources on a significantly lower
wellhead price ($1.80/Mcf) than the price upon which the DOE/Argonne estimate
is based. The lower price assumption in the USGS estimate, therefore, reduces
the quantity of gasthat is economicdly viable and leadsto alower totdl
resource estimate. In addition, the varying estimates include different
components of the resource base.

The DOE made a comparative evaluation of the results of the particular
resource gppraisas using the DOE/Argonne assessment as a benchmark because it
contained resource categories not included in other gas resource estimates.



The DOE/Argonne study used a new resource category "reserve growth,” which
refers to the additions to reserves that result from tapping additiona gas

sources located within known reservoirs, but not previoudy counted as

reserves. In addition, the DOE/Argonne study estimates the potentia for
unconventional gas sources. The USGS study, for example, excludes dll
unconventiond gas, including gas from tight sands, Devonian shae, cod seams
and enhanced recovery--despite the fact that such gasis now being produced
commercidly. To put the USGS and PGC appraisas on an equivaent basis with
the DOE/Argonne gppraisal, 439 Tcf of gas from unconventiona reserves and gas
from infill drilling was added to the USGS egtimate and 180 Tcf from infill

drilling was added to the PGC estimate (the PGC estimate dready includes an
undefined quantity of unconventional resources). Adjusted, the USGS estimate
(973 Tcf) and the PGC estimate (958.6 Tcf) are comparable to the DOE/Argonne
estimate (1059 Tcf).

The demand forecasts that DOE examined to compare with the USGS,
DOE/Argonne, and PGC resource appraisals were developed by the Gas Research
Indtitute (GRI),42/ the American Gas Association (AGA),43/ and the Data
Research Ingtitute (DRI).44/ Portions of the studies by GRI, AGA, and DRI are
gppended to the comments of Alaskan Northwest and Foothills. Domestic natural
gas consumption according to GRI was 17.6 quadrillion Btu (quads) in 1987 (a
quad is gpproximately equivalent to a Tcf).45/ GRI projects consumption to
grow at an average annua rate of 0.4 percent and reach 19.4 quadsin 2010.
According to projections by the AGA and DRI, natura gas consumption by 2010
is expected to be 21.7 quads and 17.6 quads, respectively.46/

The DOE adopted the highest of the projections for U.S. gas consumption
in 2010 of 21.7 quads (that by AGA), which assumes a 1.0 percent increase per
year in consumption after 1987, as a basis for comparing available supply to
expected demand. Using 18.0 quads for consumption in 1988 as a tarting
point, 47/ if expected growth is 1.0 percent per year, the DOE cal culated that
annua consumption would reach 25.0 quads by 2021 (the find year of the
export project assuming Y ukon Pacific begins exports in 1996 and operates for
25 years). Under this premise, cumulative consumption during the period
1988-2021 would be 725 quads (Tcf), well below the most conservative of the
resource estimates.

The DOE adso considered the economics of exploring for and developing
new domestic supplies, focusing on the wellhead acquidtion price of gas
produced in the lower-48 gtates. In addition to its estimates for recoverable
gas resources, the DOE/Argonne study provided an estimate of their
availability by wellhead price. The results of the DOE/Argonne assessment
reved that more than hdf of the tota gas resources evauated in the



lower-48 dtates, or 583 Tcf of gas, would be economically recoverable
(incdluding finding costs) at less than $3.00/Mcf (1987 dallars). An additional
174 Tcf of gas was judged economicaly recoverable in a price range of $3.00
to $5.00/Mcf. That would be enough gas (757 Tcf) that could potentidly be
recovered in the lower-48 states at costs below $5.00 per Mcf (1987 dollars)
to meet projected U.S. demand through the year 2021, whether or not North
Sope gasis exported to the Pacific Rim.

The ANGTS sponsors assert that DOE should only consider proven natura
gas resarves, rather than estimates of the total resource base, in ng
domestic need because the amount of non-proven reservesis subject to wide
disagreement and periodic fluctuation. That approach would represent an overly
conservative view of avallable naturd gas supplies. The leve of reserve
additions, and ultimately the leve of reserves, is dependent upon the amount
of drilling which, in turn, is sengtive to advances in gas recovery
technologies and is simulated by the price of gas. Gradud shrinkage and
eventud disappearance of the present supply surplus or "gas bubble' over the
next few years, combined with the prospects for substantial increasesin gas
demand in certain market sectors should materialy improve incentives to drill
new wdls. In addition, athough the USGS, PGC, and DOE/Argonne resource
estimates do not address the timing of production or the availability of
transportation, al volumes of future natural gas supply beyond proven
reservesincluded in the studies are based on information derived from past
and current experience in gas production and reservoir development and reflect
aconservative view of recoverability. Gas supply assumptions that focus
solely on proved reserves and do not take into account the potential for
reserve additions and production experience would severely distort forecasts
of domestic need.

To support its argument that the proposed exports will be needed in the
lower-48 states, Alaskan Northwest quotes from a report by Jensen Associates,
Inc. (Jensen study).48/ Jensen Associates, Inc., was retained by Alaskan
Northwest to analyze Y ukon Pecific's gpplication. The quote indicates that by
1996, "a present rates of consumption, the U.S. will have consumed avolume
of gasequivaent to 79% of [its] present lower-48 proved reserves,” implying
that the supply of proven reserves will be nearly depleted.49/ In addition, a
second Jensen report indicates that, in each of the last 20 years but one, the
gasindustry has not added enough gas reserves to replace production and that
production is expected to continue to decline in certain regions.50/

Itistruethat if there are no reserve additions, then proved reserves
would be zero at the end of the next decade. However, no expert we know of
expects that U.S. reserves will be depleted by the year 2000. Even the Jensen



study conditions the statement about consumed proven reserves by concluding
that the existence of a gas surplusin 1996 "will be dependent on the
effectiveness of the industry in exploring and developing [the Nation's]

remaining gas resource base." 51/ Thefact is, over time, more reserves are
added to offset proven reserves drawdown. As Y ukon Pacific points out, "[a
forecaster] could have made an darmist statement back in 1977 that by 1986,
85% of the U.S. proven reserves will be consumed, and that statement would be
proven correct." 52/ Theredlity is that, during the same period, additions to
proven reserves in the lower-48 states were such that as of December 31, 1988,
the amount of proven reserves was 159 Tcf, down only 9 percent from 1977.53/

Furthermore, over the last nine years (1980-1988), proved gas reserves
in the lower-48 gates in fact declined only atota of about 4 percent.54/
The rdaively stable reserve level has been due to the high reserve
replacement rate which, during this period, averaged 93 percent in the
lower-48 states.55/ The high average gas reserve replacement factor indicates
the success of exploration and development activity in adding new gas
reserves. Although drilling activity has declined since 1981, the DOE believes
that statutory and policy changesin the regulatory framework for natural gas
will open up marketing opportunities for companies throughout the industry
and, asthe "gas bubble" disappears, this should encourage the exploration
necessary to stem the downward trend in levels of drilling.

Based on its andysis of the submitted studies, the DOE concludes that
domestic need for natural gas during the term of Y ukon Pecific's export
proposal could be met by production from reservoirsin the lower-48 states
without North Slope naturd gas.

2. Alternative Supplies

The DOE believesthat it is not necessary for the purpose of its section
3 determination to find that dl future U.S. natural gas demand will be met
entirdly by production in the lower-48 states. Although gas produced in the
lower-48 states is currently the primary source of natura gas supply, imports
(mostly from Canada) meet about seven percent of U.S. gas requirements and
they are projected to play an increasing role. The AGA, GRI, and DRI forecasts
indicate that by the year 2010, from 3 to 4 Tcf annually of domestic market
requirements will be supplied from sources externd to the lower-48 states.56/
Y ukon Pacific asserts that future domestic need in excess of lower-48 states
supplies can be met by non-Alaskan sources. The ANGTS sponsors maintain that
both foreign imports and North Slope gas will be needed to meet future excess
domestic need.



Pipdine deliveries from Canada are expected to remain the predominant
supplementa supply source, with other imports, such as gas from Mexico or LNG
from Algeria, Norway, or other foreign sources also contributing to total U.S.
supply. Canadas present natural gas Situation may be characterized as one of
supply excessto that country'sinterna needs. The D&M study presented by
Y ukon Pacific examined assessments and projections of Canadas natural gas
supply and resource based published by AGA 57/ the Canadian Energy Research
Indtitute (CERI),58/ the U.S. Office of Technology Assessment,59/ the Canadian
NEB,60/ and the Energy Modding Forum.61/ The CERI report dso estimated
domestic Canadian demand. The estimates of marketable natural gas range from
about 97 Tcf to 197 Tcf. Recoverable resource estimates range from 205 Tcf to
426 Tcf. With a projected domestic demand of approximately 65 Tcf (CERI)
between 1985 and 2010 and an R/P ratio of greater than 30, the DOE concludes
that Canada has a large quantity of natura gas potentidly available for
export to the U.S. over the next few decades.

Although Mexico's current energy export policy favors usng naturd gas
for its domestic energy needs while reserving oil for exports, Mexico hasa
large natura gas resource base potentidly avalable to the U.S. market.
Mexico's annual domestic consumption is about 1.25 Tcf.62/ The D&M study
indicates that Mexico's proved reservestotaled 76.5 Tcf in 1986 with aR/P
ratio of 61. There are no recent estimates for undiscovered recoverable
resources, but they were estimated to be over 289 Tcf in 1985. Mexico's policy
of limiting gas exports might well change in the longer term to take into
account generd gas availability, gas export revenue consderations, and
physcd limitations on using the gasinterndly.

Numerous countries are capable of supplying LNG to the U.S. and have
expressed a serious interest in doing so. There are four LNG recelving and
gasfication terminasin the U.S. located on or accessible to the East Coadt.
They have acombined daily capacity of about 2 Bcf. Of these four, only
Digtrigas of Massachusetts Corporation's facility at Everett, Massachusetts,
is currently operating. It brings Algerian LNG importsinto the [ower-48
gtates. Trunkline LNG Company has requested FERC permission to begin operating
itsfacility at Lake Charles, Louisana, in late 1989 to receive Algerian LNG.
Thereisapotentid for further LNG suppliesfor the U.S. after 1990,
especidly in the Atlantic region, from Algeria, Norway, Nigeria, Venezuda,
and the Caribbean, because of the surpluses that exist in these reatively
low-cost production areas. For example, development of the North Seafields
has resulted in vast additiona reserves of gas that could be marketed in the
U.S. Staail isin the formulative stages of arranging for importation and
marketing of LNG on the East Coast. In the case of Statoil, Norwegian reserves
currently amount to about 110 Tcf. Of thistotal, only 30 Tcf are presently



committed by contract to existing purchasers. According to Statail, "when the
U.S. market requires additiona gas supplies, Statoil and other overseas LNG
interests will be able to meet some or al of this demand." 63/

In light of the data submitted by dl of the parties, the DOE concludes
that there would be sufficient North American and oversess gas suppliesto
meet potentia domestic demand without North Slope gas.

3. Effects on Quantity, Qudity, and Price

Since the record indicates that available energy supplies are sufficient
to meet domestic need, the DOE has considered whether there is any reason that
North Siope naturd gas, rather than other energy supplies, should be used to
meet the anticipated demand. The public interest liesin ensuring the
avallability of adequate supplies at competitive prices. Therefore, the DOE
has considered whether there are any effects on supplies or prices that would
result directly and uniquely because of the proposed export. The DOE dso has
considered whether the proposed export might have a direct and unique effect
on matters such as the environment or energy security.

For the most part, the examination of these potential congderations
corresponds to the provisions of section 12 of ANGTA, which prohibit exports
of North Sope naturd gas unless the President finds such exports will not
affect American consumers adversdly by diminishing the quantity or quadlity of
available energy supplies or increasing the totd price of available energy.
Presdent Reagan fulfilled this statutory condition precedent in 1988 when he
issued the Finding in which it was determined that exports of North Sope
natura gaswill not affect American consumers adversely because there are
adequate supplies of secure, reasonably-priced energy available to American
consumers. While this generic finding by the President necessarily provides
the DOE with sgnificant guidance, the DOE has examined these matters of
supply, price, and quditative effect in the particular context of Y ukon
Pacific's gpplication under section 3 of the NGA.

a Quantity

The quantity of energy available to American consumersis not
necessarily diminished merely because a particular energy supply is exported.
Depending on the market, the dternative to export may be to leave an energy
supply unused atogether. Moreover, in the context of globa energy
interdependence, the export of a certain energy source may, by increasing
worldwide supplies of energy, result in making other energy supplies available
to American consumers. Accordingly, with respect to North Slope gas, it would



be unduly smpligtic to condude that exports will necessarily diminish the
quantity of energy available to American consumers. In this case, the

dternaive to exporting North Slope gas may be that it remains undevel oped,
and therefore available to no one; conversdly, exporting such gas may make
available on the American market gas from foreign sources that would otherwise
have gone to the Pacific Rim.

In thefina analysis, the question whether the proposed export of North
Sope gaswill adversdly affect the quantity of energy avallable to American
consumers depends on whether the export will cause available suppliesto be
inadequate to meet domestic demand. As discussed previoudy, thereisan
adequate supply of domestic gas other than North Slope natura gas to meet
domestic need; furthermore, dternative supplies, such as Canadian geas, are
more than adequate replacements for any North Slope natura gas that might be
exported. The DOE therefore believes that the quantity of energy available to
American consumers will not be adversdly affected by the proposed export.

b. Quality

Thereis no evidence that the export of North Sope natura gas will
diminish the "qudity" of energy avallable to American consumers. Quadlity is
an amorphous term that can denote awide range of effects. For the most part,
the ANGTS sponsors assert that the proposed export could result in detrimental
quaitetive effects in the areas of the environmental and energy security.

The purported harm to the environment would result from the use of other
foss| fuels, such as cod, to meet excess demand. While the DOE does not
dispute that some excess demand may be met by energy sources other than
natura gas, it does not believe the proposed export will be the reason for
such adecision. Since the DOE has found that natural gas demand in the
lower-48 states can be satisfied by supplies exclusive of the North Sope, any
decison by American consumersto use other forms of energy will result from
factors that relate to the desirability of natural gas when compared to other
energy options, not because the proposed export makes gas unavailable.64/

The ANGTS sponsors aso assert that U.S. energy security would be
impaired from consequent importing of natura gas or crude ail if the volumes
proposed for export were unavailable to meet domestic demand. Evenif the
proposed export tends to increase energy imports, the DOE does not necessarily
equate such a Stuation with energy insecurity. Energy security must be viewed
in globd terms "Individud nations cannot go it done; they are inevitably
affected by the decisons and reaction of dl other mgjor market
participants.” 65/



Finaly, North Sope naturd gasisan integrd part of the North
American energy market resource base. The efficient development of North Siope
gas, which includes potentia exports, will contribute to the overal
performance of the North American energy market. Any decision to export some
North Slope gas will result from a market decison that other portions of the
energy market can better serve the needs of American consumers. DOE believes
that true energy security liesin encouraging the most efficient operation of
the North American and globa energy market.

c. Price

In determining whether the proposed export would result in higher prices
to American consumers, the DOE has focused on the structure of the natura gas
market to evaluate the likelihood that the proposed export will affect market
conditions so that consumers pay more than they would if North Siope gas were
not exported.66/ In genera, conditions in the domestic market will establish
the price for whatever natural gasis used to meet domestic need, regardiess
of the source of the gas. Neither North Slope gas nor any other specific
supply will be the tail that wags the market price of naturd gas. The export
of aparticular gas supply, such as North Slope gas, would exert upward
pressure on the market price only if there were not adequate dternative
supplies of energy to meet domestic need at a market-responsive price. Even
then, the export would exert upward pressure only if the costs of producing
and ddlivering the exported gas to the domestic market would be less than the
costs of the energy supplies actudly used to meet the margind demand.

The DOE's supply/demand anaysis indicates there are adequate supplies
to meet future demand without North Slope gas. While future market prices will
be determined by avariety of factors (including the highly varigble cost of
crude ail), the DOE believesthat it is reasonable to assume that these
supplieswill be available a a market-respongive price. The DOE/Argonne study
indicates that 583 Tcf of gaswill be available from reservesin the lower-48
daes a less than $3.00/Mcf, while an additiona 174 Tcf of gaswill be
availablein a price range of $3.00 to $5.00/Mcf.

Even if imports of gas are used to meet some demand, the DOE does not
believe that they would be more cogtly than North Sope gas. In light of the
location of North Siope natura gas and the conditions under which it would be
produced and delivered to the lower-48 states, the DOE believes that the costs
of producing and ddivering most dternative supplies, especiadly Canadian
gas, would be comparable to or lower than the cost of North Sope gas.
Accordingly, if North Slope gas is exported, there should not be any margind
upward price pressure and thus, there should be no disruption in market



conditions which would effect the efficient operation of market forces and
result in higher pricesto American consumers.

The DOE has reviewed very carefully the economic andyses submitted by
Y ukon Pecific and the ANGTS sponsors that purport to show whether North Siope
gas will be competitive with other gas supplies and whether its price will be
higher or lower than other supplies.67/ For the most part, the DOE finds these
analyses represent a dud between economists over economic models, rather than
a comparison of the actual production and delivery costs of North Sope gas
with other gas supplies. Neither Y ukon Pecific nor the ANGTS sponsors have
andyzed the cogts of North Sope gas and dternative supplies in a manner
that sets forth the rationde for calculating those costs or the actua cost
factors used in the calculations.68/ Their conclusons are not persuasive
concerning the comparative costs of North Siope gas and other supplies or the
effects of the proposed export on domestic prices and do not congtitute the
substantia evidence necessary to overcome the DOE's analysis of the
fundamenta market conditions, the section 3 presumption in favor of export
gopprovd, and the President's Finding.

In summary, the DOE has determined that North Slope naturd gasis not
required to meet domestic need because there are adequate supplies of gas
avalable in the lower-48 states, as well as secure foreign supplies, and that
the proposed export will not adversely affect the quantity, quality, or price
of energy sources available to American consumers.

B. Other Public Interest Considerations

Although domestic need is the only factor specified by Delegation Order
No. 204-111, the DOE considered the potentia effects of the proposed export
on the other aspects of the public interest. In particular, the DOE examined
the effects on American consumers, energy production, the State of Alaska,
internationd relations, and the environment.

1. American Consumer's

A primary purpose of the NGA is protection of American consumers. In
essence, the evaluation of domestic need is an examination of the effects of
the proposed export on American consumers. As discussed in Section V.A.,
supra, the proposed export will not result in inadequate supplies or higher
prices and thus will not be inconsistent with the public interest because of
adverse effects on consumers.

During this proceeding, the ANGTS sponsors asserted that the proposed



export may be inconsstent with the public interest because American consumers
might somehow subsidize the export project. The DOE bdieves that those
involved in the proposed export should bear the risk of the project and that
none of the cogts of the project should be borne by American consumers. Y ukon
Pacific hasindicated that it does not expect American consumersto bear any

of therisks or costs of the project and will not object to a condition that
setsforth this principle. Accordingly, the DOE is ataching a condition to

its gpproval of the proposed export that no cost of the export project may be
recovered from American consumers. To assst in monitoring compliance with
this condition, the DOE is requiring the submission of al contracts and other
documents for the acquisition, transportation, and sale of North Sope gasin
connection with the export project, when these documents are executed.

The DOE recognizes that Situations may arise where American consumers
could recelve naturd gas directly as aresult of the export project. For
example, consumers in Alaska may receive some North Sope natural gas
transported through TAGS. The condition against the recovery of costs from
American consumersis not intended to prevent Y ukon Pecific from receiving
payment for the sale of North Slope gasin the U.S. and from recovering the
cost associated with those facilities used and useful for supplying such gas
to consumers.

2. Energy Production

The U.S. public has agtrong interest in the efficient production of the
Nation's energy resources. While the interest of consumers and producers
sometimes must be balanced in proceedings under the NGA, they coincide in this
proceeding. Approva of the proposed export will have the beneficid effect of
encouraging increased development of energy resourcesin Alaska.

The ANGTS sponsors question whether competition will spur exploration
for and development of North Siope natura gas and they have indicated that
the proposed export might result in the non-production of some North Soope
gas. The DOE does not accept this contention.

Thirteen years have passed since the passage of ANGTA and no North Slope
natural gas has been produced commercialy. Theintroduction of competition
will encourage aredlistic assessment of the potentia of North Slope natura
gas and its early and more efficient development. It dso will provide an
incentive for discovering and developing additiond reserves of natural gas on
the North Sope. Severa estimates have been published concerning the amount
of North Slope proven reserves. Estimates published by the DOE's Energy
Information Adminigration (EIA), the Alaska Oil and Gas Conservation



Commission (AOGCC), and the Alaska Department of Natura Resources (ADNR)
indicate arange of proven reserves from 22.5 Tcf (AOGCC) to 33.9 Tcf
(ADNR).69 The EIA estimate of 24.6 Tcf lies between the AOGCC and ADNR
estimates. The DOE/Argonne appraisal estimates the undiscovered recoverable

gas for the onshore and offshore areas of the North Slope to be 89 Tcf. By
combining these figures for proven reserves and potential gas reserves, the

total gas resources of the North Sope would be in arange of 111.5 Tcf to

122.9 Tcf.

Producers of North Sope natura gas have supported gpprova of the
proposed export. This support has not been based on their involvement in the
export project, but rather on their belief that competition for North Slope
naturd gasisthe best means to ensure its expeditious and efficient
development. Indeed, Exxon has supported approva of the export in order to
spur market competition and development efforts, even though its current
andysisindicates the most likely market for North Sope gasis the lower-48
states.

3. State of Alaska

In making the public interest determination in this proceeding, the DOE
has been especidly mindful of the effects of the proposed export on the State
of Alask