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ANNEX II 

TH= SECr\fl' ARY OF u:::=lG" 
\'\'l<.5HI!�Gl011.. D.C. :t:.•;.c; 

MEMORANDUM FOR THE PRESIDENT 

FROM: Charles Duncan 

JU N 4 �880 

SUBJECT: Alaska Natural Gas Transportation Sy 
Steps Needed for Canadian Approval of Prebuild 

Prebuild Description 

The Canadian Cabinet �ill meet Tuesday to consioer �hether to 
approve the prebuild portion of the Alaska Natural Gas Trans­
portation System (ANGTS). This prebuild portion Of th e -�GTS 
�ill carry over one billion cubic feet per day of Canadian 
gas to U.S. markets from 1981 until 1985. In late 1985, it 
.,.;ill become part of the complete ANGTS carrying over 4 00,000 
b/d oil equivalent of Alaskan and Canadian gas to the lo�er 
4 8 states. 

Prebui]d is c rit)cal to completing the entir·e A.J�GTS. It y,·ill. 
spre�d the system's huge demand for capital, labor and materiil 
over several years, thereby facilitating private financing of 
the entire system. Jf prebuild does not go for�ard, momentum 

for the project �ill be lost and important private and public 
entities in both the Un i teo States and Canada probably y,·ill 
reconsioer their comillitments. Substantial delays also could 
result. In the �inter of 1981-82, prebuild can begin supplying 
the U.S. �ith over one billion �ubic fee t per day of Canadian 
g as , d is p 1 a c in g subs tan t i a 1 o i 1· us e d u r in g the n.e x t five years 
before Al�skan gas is available. 

Jn order to authorize pr ebuild , the Canadian Government has 
asked us for assurances that the entire system ,.;ill be 
completed �ithin a reasonable time. Thei r la� curiently 
requires that no pipeline construction begin In Canaoa 
un t :1.1 f inane in g. is secured for the �hole 1 ine ._ They are 
.,.;illing to chan_ge this ]a....- to a finding by the government 
that the rest of the line can be built-if ....-e �ill pr e v iae 
them �ith the app ropriate assurances. The p r. ebuiJd , 

standing clone ....-jthout the rest of the .1\.NGTS, v•ould be a 
permanent major ne� Canadian gas e�port facility -- a 
prospect that the Canadians find politically unacceptable. 

NJ..TIO�.b.l SECURITY 
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U.S. Assurances 
- ,; 

GO!JfJOff-'Ti 41-, I . - ' ., -

The Department of Energy has taken steps to provide the 
necessary assurances. First, the Alaskan segment Sponsors 
and North Slo?e Producers have dra�n up a cooperative 
oesign agreement under v:hich they ....-ill jointly fund ana 
manage the design, engineering ana cost estimation for the 
Alaskan segment. Second, the Sponsors ind Producers hav� 
agreed in a Statement of Jntention to de�elo p  a financing 
plan. The Producers ana Sponsors ....-ill sign both documents 
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in the next several days. Third, the Feoer.al Energy Regulatory 
Commission ....-ill have given final approval to both the 
E as tern and ....- e s tern Legs of th e pre b u i 1 d in th e u . s . 

Fourth, v;e have dra f t ed a proposed letter from you: to 
Prime Minister Truoeau. This letter, v;hich the Car.aOians 
consioer a critical part of the package of assurances, 
reiterates the Administration's commitment to completion of 
the entire ANGTS. It also states your intent to satisfy the 
C�nadians ....-ith respect to a tariff issue of particular 
concern to them. 

Tne Canadians are concerned that, if the Canadian sponsor 
b egins construction of the non-prebuild portion of the Canadian 
segment at the same time the U.S. begins construction on the 
Alaska segment, and the sponsor finishes on scheaule b ut the 
U.S. segments are not completed, the Canadian sponsor -.,.;ill be 
subject to substantial losses ....-hile it a....-aits completion of 
the U.S. portion of the project. Moreover, this prospect 
makes private financing for the non-prebuild portions of the 
Car.aoian segment difficult. Therefore, the Canadians have 

· requestea, as a condition of authorizing prebuild before the 
U.S. has maae a firm commitment to proceed, that you state 
the Administration's intent to seek changes to la".-s that 
prohibit tariff payments from U.S. consumers to th� Canadian 
sponsor upon com,?letion of the Canadian segment of the 
ANGTS. 

We believe that the Ca n a d i an s •  requested change is reason..., 
able. The section of the pipeline in guestion -- the non- · · 

prebuild portions of the Canadian project -- ....-ill carry U.S. 
Alaskan gas through Canada to U.S. con�u�ers. If, relying 
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on our conunitment to construct the Aldsr�a s egn .en t. , Car.e2aa 
completes' its section and �e do not, C an a da do�s not �ant to 
be left \\ith the costs of a line designed to car.ry u.s. gcs 
�hich is of_no use to Canaoa. Congressional e2ction in this 
regar� �oulo only remove any impediments that �ould precl ude 

'FERC action , but �auld not initiate the action itself. It 
still �ould remai n for the FERC to approve any tariff as 
�ould be required to permit the passthrough of such ch arg es 
to U.S. ratepayers. 

A final possibJe piece of the package of assurances is 
statements of suppor t from Congressional leaders. We are 
�orking �ith Senators Jackson and Stevens and Congressmen 
Dingell a nd Bro�n i n preparing such statements. The state­
ments �ou ld include general affirmations of �upport for the 
proj ec t and perhaps some assertion of �illingness to consider 
the. -tariff -change � he n it is presented. 

The Canadian Government hes revie\\ed this package at the 
highest l e v el s and has given in fo r mal , prelimin ary 
ind.ications that they believe .the package is suff.:lc.ient for 
Canada to a uthorize the prebuild. They u nd er s tand that 
there is no comrn.itment on your part to proceed "·ith this 
a pproach unless it secures their commitment to p ro c e ed �ith 
the prebu i ld . · ·  

Post-Approval Announcement 

If the Canad ians authorize prebuiJd, �e have o iscuss ed the 
possibility of a White House cer emony sometime after your 
return from the Summit, at -....-hich you \o:"Ould make public the 
signing of the Producer-Sponsor agreements and your letter 
to the Prime Minister \\hile Canadian o ffi cials "·auld announce 
their appr oval . of the prebuild.. Representa_tives o f the 

Alaskan Spon sors , the North S lo pe Producers and the State of 
.Alaska as \-:ell as member_s of the financ}al comm unj ty also 
could at tend. 

As an alte r n a t i ve , �e have also discessea the possibility 
of you and Prime M ini ster Tr ude a u m aking some kind of 
announcement a_t the Summit concurrent .... .-ith a signing of ·the 
appropri ate documents in the U.S. The Ccnadians a re 
ex pl or ing the f ea sib ili ty of comple-t.i.::::s; th eir regulatory 
action in this timeframe , assuming c. ?O s i tive oecis:ion 
on Tuesday. 
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Conclusion 

For pur.poses of official consideration at th� Canadian 
Cabinet me�ting next Tuesday, 1 �ou l d li�e lo indicate to 
the Canadians that in principle yq,u agree \o.""ith the U.S. 
dpproach described here on the condition th at it �ill in 
turn secure their. authorizaU.on of the .PrebuiJd. 

cc: Vice Presioent Mondale 
Stu Eizenstat 


