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MR. CHAI Ri1AN AND ME~1BERS OF THE CO~1r1ITTEE.,- THANK YOU 

FOR THE OPPORTUNITY TO APPEAR TODAY AND DISCUSS THE ENERGY 

OUTLOOK OVER THE NEXT SEVERAL YEARS FOR THE NORTHERN TIER 

STATES. I INTEND TO COVER AHIDE RANGE OF TOPICS WHICH 

I KNOH ARE OF INTEREST TO THE COMMITTEE. THESE INCLUDE 

THE OIL AND GAS SITUATION FOR THIS --WINTER; OUR EVALUATION 

OF THE NORTHERN TIER SITUATION BOTH SHORT-TERM AND LONG-TERM; 

AND THE CURRENT STATUS OF CANADIAN/U.S. CRUDE OIL EXCHANGES. 

THE NORTHERN TIER DEPENDS ON NATURAL-GAS FOR 27 PERCENT 

OF ITS ENERGY REQUIREMENTS WITH PETROLEUM PROVIDING 

39 PERCENT J COAL PROYIDING 17 PERCENT 1 HYDRO 15 PERCENT I 

AND NUCLEAR 2 PERCENT. ANY ACTION AFFECTING THE AVAILABILITY 

OF NATURAL GAS IMPACTS ON THE DEMAND FOR PETROLEUM. THIS 

COUNTRY'S NATURAL GAS SUPPLIES HAVE BEEN DECLINING IN RECENT 

YEARS AND OIL EXPORTS FROM CANADA ARE BEING REDUCED. THESE 

TWO FACTORS WILL OBVIOUSLY ADVERSELY AFFECT. THE NORTHERN 

TIER AND PROVIDE SO~1E IMr1EDIATE CAUSE FOR CONCERN. HOWEVER;-" 
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WE BELIEVE THAT THERE IS STILL TmE FOR INDUSTRY TO IMPLEf~ENT 

NEW ENERGY SUPPLY ALTERNATIVES BEFORE THE SUPPLY OF GAS AND 

OIL TO THE NORTHERN TIER IS SEVERELY DISRUPTED. 

IN VIEWING THE ENERGY SITUATION FOR THE NORTHERN TIERJ 

IT IS IMPORTANT TO REMEMBER THAT IN SPITE OF THE RECENT 

DECLINES NATURAL GAS REMAINS A VITAL SOURCE OF DO~ESTIC 

ENERGY. 
, , 

ALTHOUGH CONTRACTS TO EXPORT GAS FR0!1 CANADA ARE NOT\ 

BEING RENEWED, THE CANADIAN GOVERN~1ENT HAS ASSURED US OF 

NO NEW CURTAIll'1ENTS OF EXISTING CONTRACTS FOR NATURAL GAS 

IN THE 1976-77 HEATING SEASON. IN FACT, THERE IS ONLY A 

. SMALL PROBABILITY OF ADDITIONA~ CURTAIll'1ENTS OF NATURAL 

GAS ON THE TRANS-CANADA PIPELINE SYSTEM THROUGH 1980. 

BOTH FEA AND THE FEDERAL POWER COMMISSION ARE IN THE PROCESS 

OF .REVIEWING DATA GATHERED IN A SURVEY OF THE PIPELINE 

COMPANIES WHICH SUPPLY NATURAL GAS TO THE NORTHERW'Hr· ..\ :, :;·c'~\. 
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PRELIMINARY DATA INDICATE THAT WITH NORMAL WINTER WEATHER~ 

CURTAIU'1ENTS WILL BE ABOUT THE SAME AS LAST WINTER. IN FACT~ 

DELIVERIES ARE EXPECTED TO BE HIGHE~ IN EACH OF THE STATES 

EXCEPT WASHINGTON WHERE DELIVERIES ARE CURRENTLY PROJECTED TO 

BE ONLY 2 PERCENT BE LO\tJ LAST WINTER. 

ALASKAN NATURAL GAS RESERVES MAY PROVIDE Sor~E 

FUTURE RELIEF TO OUR DWINDLING DOMESTIC SUPPLIES. ALASKA 

CONTAINS ONE OF THE LARGEST KNOVIN U.S. AREAS OF UNDEVELOPED 

NATURAL GAS. IN ADDITION TO CURRENTLY PROVEN RESERVES~ 

THERE ARE AN ESTIf1ATED 76 TRILLION CUBIC FEET OF UNDISCOVERED 

RECOVERABLE GAS RESOURCES. 

THERE ARE PRESENTLY THREE PROPOSALS FOR THE TRANSPORTATION 

OF ALASKAN GAS NOW BEFORE THE FEDERAL POWER COMf1ISSION. 

THE TRANS-ALASKA OR EL PASO PROPOSAL~ THE TRANS-CANADA OR 

ARCTI CGAS PROPOSAL~ AND THE ALCAN HIGHWAY QR NORTHWEST - - '''<~\.,;,J ~;J" 

PIPELINE PROPOSAL. ~__/) 

'i 
-\ . 
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THE LENGTH OF TIf'lE INVOLVED IN SELECTING AND CERTIFYING 


ONE OF THE SYSTEMS AND IN RECEIVING ALL THE REQUIRED FEDERALI 


STATE) AND LOCAL PERMITS THAT WILL PERMIT CONSTRUCTION TO 


BEGIN WILL HAVE AN IMPACT ON THE NORTHERN TiER'S ENERGY 


SUPPLY PICTURE. 


FPC PRESENTLY IS HOLDING ACOMBU~ED HEARING ON 


THESE PROPOSALS WHICH I BELIEVE IS TO BE COMPLETED BY 


NOVEMBER 1. AN ADf1INISTRATIVE LAH JUDGE DECISION WILL 


PROBABLY BE MADE BEFORE THE END OF DECEf1BER) AND THE 


FINAL FPC REVIEW IS SCHEDULED FOR COMPLETION BY ~iARCH 11 1977. 


GAS COULD BEGUJ FLOWING WITHIN THREE TO FIVE YEARS AFTER FPC 


APPROVAL DEPENDING ON THE SYSTEM CHOSEN. 


IN THE INTEREST OF INSURING ATIMELY DECISION ON THIS 


ISSUE AND COORDINATED GOVERNMENTAL DECISION t1AKING I THE 

-, 

ADMINISTRATION HAS SUB~HTTED TO CONGRESS ABILL THAT WOULD 

. DO THE FOLLOWING: (1) DIRECT THE FEDERAL POWER COMMISSION

I 
-, .~·,g·~:;'VF-~' 
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TO COMPLETE ITS REVIEH OF PROPOSED TRANSPORTATION SYSTEr1S 


AND TRANSMIT ADETERMINATION TO THE PRESIDENT BY JANUARY IJ 1977. 


(2) ALLOW THE PRESIDENT TO MAKE ADECISION AFTER HE RECEIVES. 

THE AGENCIES' ASSESSr'1ENTS NO LATER THAN AUGUST IJ 1977. 

RECENT EXPERIENCE WITH-THE DEVELOPMENT AND CONSTRUCTION 

OF MAJOR ENERGY RELATED PROJECTS HAS CONTINUOUSLY -DEMONSTRATED 

THAT THE LONGER DELAY THE r10RE EXPENS IVE THESE PROJECTS BECOME. 

IT IS OBVIOUS THAT THESE ADDITIONAL SUPPLIES OF NATURAL 

GAS WILL NOT BE AVAILABLE IN THE NORTHERN TIER UNTIL THE EARLY 

1980's AND THAT CRUDE OIL AND PETROLEUM PRODUCTS WILL BE A 

MAJOR COMPONENT OF THE ENERGY SUPPLY EQUATION NOW AND IN THE 

FUTURE. 

LAST OCTOBER JOHN HILLJ MY DEPUTYJ ADDRESSED THIS 


COMMITTEE ON THE ENERGY PROBLEMS CONFRONTING THE NORTHERN 


,TIER STATES (WASHINGTONJ MONTANAJ NORTH DAKOTAJ MINNESOTAJ 
, 

i
t 

MICHIGAN'J AND WISCONSIN) AND PARTICULARLY THE STATE OF 
i 
! 

t 
. 

f, 
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i 
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MINNESOTA. WE STATED THEN THAT FEA WAS COMPLETING PLANS 

FOR AN ALLOCATION SYSTEM THAT ylOULD PROVIDE AFI RST LEVEL 

OF PROTECTION TO LANDLOCKED NORTHERN. TIER REFINERS . 

ON APRIL l~ 1976~ THE FEDERAL ENERGY ADMINISTRATION 

IMPLEMENTED THE f1ANDATORY CANADIAN CRUDE OIL ALLOCATION 

PROGRAM. ALLOCATIOUS TO NORTHERN TIER REFINERS ARE BASED 

UPON AN EVALUATION OF THEIR DEMONSTRABLE RELIANCE ON I· 
t 

CANADIAN CRUDE AND ON THEIR ACCESS TO ALTERNATIVE CRUDE 
! 

, 
j 

OIL DISTRIBUTION SYSTEMS. TWO SIX-MONTH ALLOCATION PERIODS 

tHAVE DISTRIBUTED THE REDUCED CANADIAN CRUDE EXPORTS 
L_ 

EQUITABLY AMONG THE REFINERS WHO RELY ON CANADIAN CRUDE 

OIL. IN ADDITION~ THE FEA IS CONTINUING TO MEET WITH THE 

L 
INATIONAL ENERGY BOARD OF CANADA TO EXAMINE THE MEANS OF 
, 

f 
t 

rALLEVIATING THE- EFFECTS OF THE ANTICIPATED DECLINE IN CANADIAN 


CRUDE OIL EXPORTS AVAILABLE FOR THE NORTHERN TIER REFINERIES. 


,u .. ·· ....

t,':<. .,.., 
;~ \ 
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WITH REGARD TO THIS WINTER'S ENERGY SUPPLY 1 IT IS 

ANTICIPATED THAT DUE TO INCREASED DEMAND AND CURTAILED 

CRUDE OIL SUPPLIES FROM CANADA 1 IT IS EXPECTED THAT THIS WINTER 

THERE WILL BE A29 PERCENT INCREASE FROM THE 1975/76 PRODUCT 

INSHIPMENTS TO THE NORTHERN TIER STATES. HOWEVER 1 IF A 

SEVERE WINTER OCCURS 1 ADDITIONAL PRODUCT COULD BE NEEDED. 

SPARE PRODUCT PIPELINE CAPACITY IS SUFFICIENT FROM OTHER 

AREAS INTO THE NORTHERN TIER STATES TO ACCOMMODATE THESE 

INCREASES. f'iIDHEST REFINERIES CURRENTLY SUPPLYING THESE 

AREAS HAVE THE CAPACITY TO HANDLE THIS INCREASE. IT IS 

NOT ANTICIPATED THAT.THERE WILL BE ANY SIGNIFICANT 

PETROLEUM PRODUCT SHORTAGES IN THE NORTHERN TIER STATES. 

ALTHOUGH THERE WAS SOME CONCERN LAST YEAR ABOUT PROPANE 1 

FOR THIS COMING WINTER IT APPEARS THAT THERE WILL BE - .. 

ADEQUATE SUPPLIES OF PROPANE. THE NATIONAL' ENERGY BOARD OF 
", 

CANADA PROJECTS 28 1 525 1 000 BARRELS OF PROPANE WILL BE r;
-,>
j 

APPROVED FOR EXPORT TO THE UNITED STATES FROM APRI L1976 ..-... _..../ 

... 
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THROUGH MARCH 1977. VIRTUALLY ALL THIS PROPANE IS USED ~ 
IIN THE NORTHERN TIER STATES. RECENTLY THERE HAS BEEN A 

TEr~PORARY AND LIMITED SURPLUS OF CANADIAN PROPANE AND) } 
l 
~ ,AS ARESULT) THE U.S. HAS BEEN ASKED TO INCREASE ITS 

"f 

t 
! 
) 
I 

IMPORTS. IT IS EXPECTED THAT WE WILL BEGIN THE 1976-77 , 

," 

f 

HEATING SEASON WITH SUBSTANTIAL "PROPANE INVENTORIES 


WHICH) TOGETHER WITH DOMESTIC PRODUCTION AND IMPORTS) 


ARE EXPECTED TO BE MORE THAN ADEQUATE TO MEET TRADITIONAL 


REQUIREMENTS THROUGHOUT THE UNITED STATES AND SPECIFICALLY l~ 

I 
IIN THE NORTHERN" TIER. , 
i 

ON AUGUST 2ND) THE FEDER.~L ENERGY ADMINISTRATION 

SUBMITTED AREPORT TO CONGRESS ON CRUDE OIL SUPPLY ALTERNATIVES 

FOR THE NORTHERN TIER STATES. THE PURPOSE OF TH IS STUDY· rt 
I 

WAS TO ASSESS THE FEASIBILITY) COST AND ENVIRONMENTAL ASPECTS ~ ~ 

OF ALTERNATIVE PETROLEUr1 SOURCES AND TRANSPORTATION SYSTE(,Q,"'<;" t 

.FOR THE NORTHERN TIER STATES AND TO RECOf1MEND STEPS FEDER~--...-',. j II " I 

\ \ 

\ 
I 

tI 
, ~_';_.",~:~_':~ - ~- ~-~'..'T"~..,--~-."'-::~- "'~ ~-",.;:--:--.~,~'-r.--.''''''':.'.~:-'~' 

....... :, 
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AND STATE GOVERN~1ENTS AND PRIVATE INDUSTRY CAN TAKE TO 

ASSURE UNINTERRUPTED OIL DELIVERY TO THIS REGION. THE 

STUDY WAS PREPARED BY FEA IN CLOSE COOPERATION WITH 

REPRESENTATIVES OF THE SIX CONCERNED STATES AND WITH THE 

DEPARTMENTS OF INTERIOR AND TRANSPORTATIONJ EPAJ AND THE 
-

NATIONAL OCEANOGRAPHIC AND ATMOSPHERIC ADMINISTRATION. 

THE REPORT OUTLINES LONG-TERM SUPPLY ALTERNATIVES TO 

THE NORTHERN TIERJ BASICALLY FOR THE POST 1979 TIME FRAME. 

THIS REPORT WAS SUPPORTED BY VOLUMES I AND II OF ASTUDY 

CONDUCTED UNDER ACONTRACT AWARDED TO BONNER AND MOORE 

ASSOCIATES J INC' J CONSULTING ENGINEERS. MY STAFF EXTRACTED 

INFORr1ATION FROM THESE STUDIES AND CONDUCTED ADDITIONAL ..., 

ANALYSES TO IDENTIFY THE AREAS WHICH COULD BE IMPACTED BY 

THE VARIOUS PROPOSALS. BECAUSE OF THE BROAD RANGE OF OPTIONS 
- . 

JUNDER CONSIDERATIONJ IT WAS NOT POSSIBLE TO'DETERr1INE THE Futf:: l 

. ".:•• 

IMPACT IN EACH AREA. THE STUDY REPRESENTS ATREMENDOUS 
,.:J 

AMOUNT ,OF VALUABLEJNFOR~1ATION WHICH WE ARE ABLE TO USE AS . 

I 
•• Jr.', _ ,--" •••• 
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ABASIS FOR FURTHER ANALYSES .. 

FEA IS PRESENTLY PREPARING ASECO~D REPORT FOR SUBMISSION 

TO CONGRESS WHICH WILL ANALYZE THE P.OTENTIAL SUPPLY GAP 

THAT COULD EXIST BETWEEN 1977 AND THE IMPLEt1ENTATION OF 
, . 

LONG-TERM SOLUTIONS J SOMETIME AFTER 1979 AND WHICH WILL SHOW 

WHAT SUPPLY OPTIONS-MAY BE AVAILABLE. THE SECOND REPORT WILL 

BE BASED IN PART UPON VOLUME III c~ THE BONNER AND MOORE STUDY. 

BECAUSE TH IS VOLU~iE DEALS HITH THE ACTUAL SHORT-TERM PLANS OF 

VARIOUS COMPANIES J IT IS LESS SPECULATIVE THAN THE LONG-TERr'l 

STUDY. OUR KNOWLEDGE ABOUT THE NORTHERN TIER SITUATION HAS 
! . 

i 

EXPANDED CONSIDERABLY BY THE INFOR~'ATION CONTAINED IN THIS STUDY. 
, . 

I WOULD LIKE TO BRIEFLY DISCUSS WHAT FEA HAS IDENTIFIED 

WITH REGARD TO POTENTIAL LONG-RANGE SOLUTIONS FOR THE 
~ 

NORTHERN TIER. 

OUR ASSESSMENT CONSIDERED 12 DIFFERENT LONG-TERM 

SUPPLY ALTERNATIVES. 
.. 

THE FOLLOHING FIVE PROPOSALS HAVE)~~EN;·, ~. 
. !? r 

,t-:;! '. t· .FOUND TO BE ECONOMICALLY FEASIBLE: \~ /~~.: J. ....."'---- ...,. .' 

."_ __ ...___",,', ._...... "~~~'~••r~"....""'~~-.R"-___ ~ ...'....-_·~ ~.---;"~..,..::-'. ~R''''-;~~~~_.:... 
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11 TRANS-PROVINCIAL PROPOSAL., WHICH INCLUDES A 

DEEPWATER PORT AND TERMINAL IN BRITISH COLUMBIA AND A 

PIPELINE TO CONNECT HITH THE INTER~PROVINCIAL PIPELIN.EI 

2. NORTHERN TIER PIPELINE., WHICH INCLUDES ADEEPWATER 

PORT AT PORT ANGELES., WASHINGTON., AND APIPELINE ACROSS 

THE NORTHERN TIER STATES. 

3. THE SOHIO-PLUS ALTERNATIVE WHICH INCLUDES., (1) A 

TERMINAL IN LONG BEACH., CALIFORNIA., AND APIPELINE TO MIDL4ND., 

TEXAS., 

(2) THE WILLIAMS PIPELINE EXPANSION FROM TULSA TO 

MINNEAPOLIS., AND (3) .A NEW PIPELINE TO SUPPLY MONTANA 

AND NORTH DAKOTA. 

4. THE LOOP ALTERNATIVE., HHICH INCLUDES ADEEPWATER 

~ 

OFFSHORE PORT OFF LOUISIANA AND WOULD PROVIDE CRUDE OIL 


THROUGH THE CAPLINE SYSTEM TO THE GREAT LAKES REGION . 


5.
. . 

THE SEADOCK PROPOSAL., WHICH WOULD PROVIDE CRUDE 
. 
OIL FROM THE HOUSTON AREA TO TULSA AND CHICAGO AREAS. 

~ , 

,\ . 

f 

, .; 

http:PIPELIN.EI
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THE LAST THO PROPOSALSJ LOOP AND SEADOCKJ APPEAR 


ECONOMICALLY FEASIBLEJ INDEPENDENT OF NORTHERN TIER ~EEDS. 

Hm~EVERJ THEY vlOULD NOT SUPPLY CRUDE OIL DIRECTLY TO THE 

NORTHERN TIER REFINERS. 

THE RELATIVELY LENGTHY TIME REQUlqED FOR Cor'1PLETION OF 

EACH OF THESE LONG-TERM SOLUTION OPTIONS MEANS THEY ARE 

INADEQUATE TO RELIEVE THE SHORT-TERM IMPACTS RESULTING 

FROM THE CANADIAN EXPORT REDUCTION. 

THE IMPLEMENTATION OF ANY LONG-TERM SOLUTION TO THE 

NORTHERN TIER STATES'CRUDE OIL SUPPLY PROBLEM PROBABLY 

WILL NOT BE OPERATIOn~L UNTIL AT LEAST LfHE 1979. AS 

I HAVE PREVIOUSLY INDICATED HE ARE CONTfNUING TO ANALYZE 

THE PROBLEMS TO BE ENCOUNTERED BETWEEN NOW AND THE 

IMPLEMENTATION OF APERMANENT LONG-TERM SOLUTION. 

THE F.~CT THAT THERE ARE FOUR DISTINCT SUPPLY .~ND 

MARKETING AREAS IN THE NORTHERN TIER STATES MAKES IT 

IMPOSSIBLE TO An~LY~E THEM AS ASINGLE ENTITY. THE 

"-. ,. -'--":'""';: ...... . 
" , 
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SIX-STATE NORTHERN TIER AREA IS LOGICALLY DIVIDED BY 

SUPPLY ROUTES INTO FOUR DISTINCT SUPPLY AND MARKETING 

AREAS. THESE AREAS ARE: 

(1) SOUTHERN MICHIGAN; 

(2) MINNESOTA~ WISCONSIN~ NORTHERN MICHIGAN~ AND 


EASTERN NORTHERN DAKOTA;

(3) MONTANA~ HESTERN NORTH DAKOTA~ AND EASTERN 


WASH INGTON; , 


(4) WESTERN WASHINGTON. 


BEFORE DISCUSSING SOME OF THE SPECIFICS THAT HAVE BEEN 


IDENTIFIED FOR THE SHORT-TERM~ I WOULD LIKE TO POINT OUT 

THAT ECONOMIC UNCERTAINTIES ARE CURRENTLY INHIBITING 

INVESTMENT IN POSSIBLE REFINING AND PIPELINE ALTERNATIVES. 

AMONG THESE UNCERTAINTIES ARE POSSIBLE GOVERNMENTAL ACTIONS 

-CONCERNING DIVESTITURE~ PRICE CONTROLS~ AND THE QUESTiON ",/<;_-c'~>, . 
.' 

AS TO WHEN ALONG-TERM ALTERNATIVE SUCH AS THE NORTHERN 


TIER OR TRANS-PROVINCIAL PIPELINE WILL BE IN PLACE. , 

, - ' 
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FEA'S PRELIMINARY ANALYSES INDICATE THAT THE MARKET 

AREAS OF SOUTHERN MICHIGAN AND WESTERN WASHINGTON SHOULD 

HAVE SUFFICIENT PETROLEUM SUPPLY TO MEET DEMAND. THE MARKETING 
. . 

AREA INCLUDING MINNESOTA AND WISCONSIN SHOULD MAKE IT TO 1980 

WITHOUT SIGNIFICANT PETROLEUM SHORTAGESJ PRIMARILY BECAUSE 

OF THE WILLIAMS BROTHERS- PIPELINE EXPANSION. IN THE MARKET 

AREA INCLUDING ~lONTANAJ WE ARE" SOMEWHAT CONCERNED ABOUT THE 

UNAVAILABILITY OF ADDITIONAL INDIGENOUS ACCEPTABLE CRUDE OIL AND 

LACK OF SPARE PRODUCT PIPELINE CAPACITY. HCWEVERJ WE BELIEVE 

THAT IT WILL BE TWO OR THREE YEARS BEFORE PROBLEMS MIGHT 

DEVELOP. ANTICIPATING APOSSIBLE SHORTFALL THIS FAR IN ADVANCE 

ENABLES INDUSTRY TO TAKE ACTIONS TO DEVELOP ALTERNATE 

SUPPLIES. THUSJ IT IS PROBABLE THAT ANY SHORTFALL CAN 

BE AVERTED. 

THE PROPOSED EXPANSION OF THE WILLIAMS BROTHERS - 

PIPELINE SYSTEM WOULD HAVE ASIGNIFICANT AFFECT ON CRUDE 


\. t 

~ 
I 

~-- --,. "-7~r"~,.'" ""-'~"~"T",~' ,,-,,,,:,",,,,.,~~. 
"~""~~',,--.--. 
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OIL AVAILABILITY IN THE ~WRTHERN TIER. IT HILL ~1AKE 

POSSIBLE THE REALLOCATION OF APPROXIfv1.ATELY 55 MB/CD IN 

1978 TO OTHER NORTHERN TIER AREAS) SUCH AS MONTANA AND 

WISCONSIN. IF THIS PIPELINE IS NOT UTILIZED OR IS NOT 

EXPANDED TO AT LEAST 135 MB/CD) THEN SHORTAGES OF PETROLEUM 

SUPPLIES COULD RESU[T BY EARLY 1979. 

WE WILL SUBMIT MORE PRECISE INFORr1ATION TO CONGRESS 

AFTER OUR SHORT-TERM ANALYSIS IS COMPLETED. IT SHOULD BE 

COMPLETED BY OCTOBER. 
, 

CRUDE OIL EXCHANGES WITH CANADA ARE PERHAPS THE MOST 
I 

\ 

PROMISING MEANS OF ALLEVIATING THE SHORT-TERM PETROLEUM l 
! 

i 
J 

SUPPLY SHORTAGE IN THE NORTHERN TIER. LAST YEAR THE TWO 
r 
I 

COUNTRIES AGREED THAT COMMERCIAL EXCHANGES BETWEEN CANADIAN 

.. 


AND U.S. COMPANIES IF CONSISTENT WITH BROAD ENERGY POLICY 


GUIDELINES) SHOULD NOT BE PRECLUDED BY PRESENT LEGALJ 


ADMINISTRATIVE OR FISCAL REGULATIONS IN EITHER COUNTRY. 
 , -' 
.;.~.~, ,'.' 

:., \ ' I 

\. Y 
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LAST OCTOBER WE TOLD THIS Corv1MITTEE WE HERE ANALYZING 

THE POSSIBILITIES FOR THE EXCHANGE OF OIL BETWEEN CANADIAN 

AND U.S. REFINERS WITHIN THE FRAfvlEHORK OF EXISTING POLICIES 

AFFECTING THEM AND THAT WE HAD AGREED WITH THE CANADIAN 

GOVERNr1ENT THAT THE RESPECTIVE GOVERNMEIHS WOULD NOT BE PARTI ES 

TO EXCHANGES J BUT WOULD MAINTAIN AFAVOR.~BLE ENVIRON~1ENT WITHIN 

WHICH EXCHANGES COULD TAKE PLACE. 

AS OF SEPTEMBER I J . I976 J FEA HAS PROCESSED SEVEN EXCHANGE 

REQUESTS. TO FACILITATE SIX OF THESE EXCHANGES J FEA HAS ISSUED 

IMPORT LICENSES FOR ATOTAL OF 47 MBD. FEA HAS RECOMMENDED 

THAT THE DEPARTMENT OF COMMERCE ISSUE CORRESPONDING EXPORT 

LICENSES. WE UNDERSTAND THAT THREE EXPORT LICENSES TOTALLING 

10 MBD HAVE BEEN ISSUED. 

ALTHOUGH THE GOVERNr·1ENT OF CANADA HAS STATED THAT 01 L 

SWAPS WILL CONTINUE TO BE IN ADDITION TO THE CANADIAN EXPORTABLE 


SURPLUS J THIS IS NOT AN INDICATION THAT SWAPS CAN BE USED 

I 
'y.;,~ ~,_w - ..........:';- . 
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INDEFINITELY Hi LIEU OF BUILDING ATRAr~SPORTATION SYSTEM 

TO PROVIDE CRUDE OIL TO THESE REFINERS. 

SINCE 1973 THE CANADIAN OIL CURTAIU1ENT HAS RESULTED 

IN ADROP IN OIL IMPORTS TO THE U.S. OF ABOUT 700 MBD. 

MEETING THIS GAP HAS CAUSED-A SIZEABLE INCREASE IN DOMESTIC 

PIPELINE UTILIZATION FROM THE GULF COAST TO REPLENISH THE 

LOST CANADIAN CRUDE OIL. IN SPITE OF INCREASES IN CAPACITY~ 

MANY OF THE U.S. PIPELINE SYSTEf'"IS ARE PUSHING ~1AXH1UM CAPACITY 

AND IN SOME INSTANCES HAVE HAD TO PRORATE. FOR EXA~1PLE THE 

TEXOMA PIPELINE WHICH CARRIES CRUDE OIL FROM THE GULF OF MEXICO 

TO CUSHING~ OKLAHOMA~ HAD SPARE CAPACITY IN JUNE~ AND IN 

AUGUST WAS PRORATING AT 69 PERCENT. THERE SIMPLY IS NOT 

SUFFICIENT UNUSED CAPACITY FROM THE GULF OF MEXICO TO 

MEET ALL OF THE POTENTIAL EXCHANGES USING ONLY THE 

LAKEHEAD/INTER-PROVINCIAL PIPELINE ROUTE. _, 

THE FEDERAL GOVERN~IENT IS SEEKI NG WAYS TO EXPAND THE 

PARAMETERS FOR EXCHANGES WITH CANADA. AT AMEETING 
. 

SCHEDULED FOR EARLY OCTOBER~ WE WILL AGAIN PURSUE THE 
, 

"--'f"~~---- ..... - .•. --~.-:""':,..=-.. ~ . ..,-;-.-'-~:, -:-". ,.•.-,~ -~"'.-',->' 

I 
! ' , 
; 
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POSSIBILITY OF USING OFFSHORE RATHER.THAN U.S. DOMESTIC 

iCRUDE FOR EXCHANGES. I· 
[. 

THE CANADIAN GOVERNMENT IS LIKELY TO SEEK ASSURANCE 

OF ALONG-TER~1 SOLUTION TO THE PROBLEM OF SUPPLY FOR THE •~o 

1· 

NORTHERN TIER REFINERS. WE PLAN TO DEf10NSTRATE THAT HE J 

t 

f 

HAVE t·1ADE AREAL EFFORT TO USE DOl'1ESTIC OIL} AND TO 
,i 

OUTLINE THE CONSTRAINTS POSED BY OUR CURRENT PIPELINE SYSTEM. 


I APPRECIATE THE IMPORTANT ROLE WHICH THE INDIVIDUAL 


STATES PLAY I N ENERGY QUESTIONS. NO n1PORTANT ENERGY PR(JBLEr\~ 

CAN OR SHOULD BE SOLVED WITHOUT THE DIRECT INVOLVEMENT OF 

STATE REPRESENTATIVES. THE NORTHERN TIER SITUATION REQUIRES 

THAT FEA AND OTHER FEDERAL AGENCIES WORK CONTINUOUSLY WITH 
,

STATE AND LOCAL OFFICIALS TO DEVELOP THE FRAr~EWORK ~/ITHIN i 
i

. ! 
f 
!WHICH CRITICAL STATE AND NATIONAL OBJECTIVES CAN BE ADDRESSED. 
, 

THE FEDERAL ENERGY ADMINISTRATION IS ENCOURAGED BY THE 

VARIOUS PRIVATE INDUSTRY PROPOSALS FOR TRANSPORTATION SYSTEMS 


TO PROVIDE ALTERNATE PETROLEUM SUPPLIES TO THE NORTHERN TIER 
 ",0, 
~ ~... 

"\~ /( 

'~"'"\,,.,,-~~~,~ ,.... / 
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or( 



.. 19 

,~REA. IN LI GHT OF THE SER IGUS SUPPLY PROBLEf1 HH ICH I S EXPECTED 

TO OCCUR IN THE NORTHERN TIER STATES) FEA FEELS THAT IT IS 

IMPERATIVE THAT PROMPT ACTION BE TAKEN BY THE PARTICIPANTS TO. 

RESOLVE THE PROBLEN. 

WHETHER OR NOT THE SHORT-TERM PROBLEM IS SUBSTANTIAL 


AND GOVERN~1ENTAL INVOLVEf'1ENT IS NECESS,~RY OR APPROPRIATE 


CANNOT BE DETERMINED UNTIL THE SHORT-TERM REPORT IS 


ALONG-TERM SOLUTION FOR PROVIDING ASUPPLY OF 

PETROLEUM TO THE NORTHERN TiER STATES APPEARS TO BE 

POSSIBLE. INDUSTRY HAS INDICATED AHILLINGNESS TO 

COflif1IT CAPITAL TO THE VARIOUS ALTERt~ATIVES NOW BEING 

CONSIDERED. CONSEQUENTLY) THE FEA DOES NOT SEE ANEED 

AT THIS TIME FOR GOVERNMENTAL ROLE TO EFFECT LONG-TERM 

SOLUTION EXCEPT TO ENCOURAGE PROMPT ACTION BY FEDERAL~ .. 
" 

STATE AND LOCAL OFFICIALS RESPONSIBLE FOR PERr;HTTING 

ACTIVITIES. 
'.. 

i ... , ..........,........-....._,...... ,,_..- , ...,-: ..........-•.... 

'"",,'~"'''',,!,W$f J" ........ '~;~,~~-'~-.. - -:.~'F~>.-:.,,-,--- .. -.- ~.-- '!!~.,,:~~... , :-. - ~-- .,-:'"-:,' ...• > -~"' •• ':,-  -- .- . 
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rl1R. CHA IRi'lAN AND ~iE~1BERS OF THE COt'li1 ITTEE)· THANK YOU 

FOR THE OPPORTUNITY TO APPEAR TODAY AND DISCUSS THE ENERGY 

OUTLOOK OVER THE NEXT SEVERAL YEARS FOR THE NORTHERN TIER 

STATES. I INTEND TO COVER AHIDE RANGE OF TOPICS WHICH 

I KNOW ARE OF INTEREST TO THE COMMITTEE. THESE INCLUDE 

THE OIL AND GAS SITUATION FOR THIS'WINTER; OUR EVALUATION 

OF THE NORTHERN TIER SITUATION BOTH SHORT-TERM AND LONG-TERM; 

AND THE CURRENT STATUS OF CANADIAN/U.S. CRUDE OIL EXCHANGES. 

- THE NORTHERN TIER DEPENDS ON NATURAl'GAS FOR 27 PERCENT 

OF ITS ENERGY REQUIREMENTS WITH PETROLEUM PROVIDING 

39 PERCENT) COAL PROVIDING 17 PERCENT) HYDRO 15 PERCENT) 

AND NUCLEAR 2 PERCENT. ANY ACTION AFFECTING THE AVAILABILITY 

OF NATURAL GAS IMPACTS ON THE DEMAND FOR PETROLEUM. THIS 

COUNTRY'S NATURAL GAS SUPPLIES HAVE BEEN DECLINING IN RECENT 


YEARS AND OIL EXPORTS FROM CANADA ARE BEING REDUCED. THESE 


TWO FACTORS WILL OBVIOUSLY ADVERSELY AFFECT. THE NORTHERN 



\ 
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WE BELIEVE THAT THERE IS STILL TIr~E FOR INDUSTRY TO IMPLEr~ENT 

NEW ENERGY SUPPLY ALTERNATIVES BEFORE THE SUPPLY OF GAS AND 
'\ 

OIL TO THE NORTHERN TIER IS SEVERELY DISRUPTED. 

IN VIEWING THE ENERGY SITUATION FOR THE NORTHERN TIERJ 

IT IS IMPORTANT TO RE~1E['iBER THAT IN SPITE OF THE RECENT 

DECLINES NATURAL GAS REt'1AINS A VITAL SOURCE OF DO;v1ESTIC 

ENERGY. 

ALTHOUGH CONTRACTS TO EXPORT GAS FRGr'1 CANADA ARE NOT 

// BEING RENEWED J THE CANADIM~ GOVERI'mENT HAS ASSURED US OF 

NO NEvI CURTAILYIENTS OF EXISTING CONTRACTS FOR NATURAL GAS 

IN THE 1976-77 HEATING SEASON. IN FACTJ THERE IS ONLy' A 

. SMALL PROBABILITY OF ADDITIONA1- CURTAILMENTS OF NATURAL 

GAS ON THE TRANS-CANADA PIPELINE SYSTEM THROUGH 1980. 

BOTH FEA AND THE FEDERAL POWER COMMISSION ARE IN THE PROCESS 

OF .REVIEWING DATA GATHERED IN A SURVEY OF THE PIPELINE 

CO~IPANIES HHICH SUPPLY NATURAL GAS TO THE NORTHERN TIF . .: ~J / ;--.~" 

--------------------~----~~ 

\ 
\ 

\ 
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PRELIMINARY DATA INDICATE THAT WITH NORMAL WINTER WEATHER~ 

CURTAIU'1ENTS HILL BE ABOUT THE SAr1E AS LAST WINTER. IN FACTI 

DELIVERIES ARE EXPECTED TO BE HIGHER IN EACH OF THE STATES 

EXCEPT WASHINGTON WHERE DELIVERIES ARE CURRENTLY PROJECTED TO 

BE ONLY 2 PERCENT BELOH LAST WINTER. 

ALASKAN NATURAL GAS RESERVES ~1AY PROVIDE SOf1E 

FUTURE RELI EF TO OUR DW INDLI NG DO~1ESTI CSUPPLI ES. ALASKA 

CONTAINS ONE OF THE LARGEST KNOHN U.S. AREAS OF UNDEVELOPED 

NATURAL GAS. IN ADDITION TO CURRENTLY PROVEN RESERVES~ . 

THERE ARE AN ESTIMATED 76 TRILLION CUBIC FEET OF UNDISCOVERED 

RECOVERABLE GAS RESOURCES. 

THERE ARE PRESENTLY THREE PROPOSALS FOR THE TRANSPORTATION 

OF ALASKAN GAS NOW BEFORE THE FEDERAL POWER COMr1ISS ION. 

THE TRANS-ALASKA OR EL PASO PROPOSAL~ THE TRANS-CANADA OR . 

ARCTIC GAS PROPOSAL~ AND THE ALCAN HIGHWAY OR NORTHWEST

PIPELINE PROPOSAL. 



THE LENGTH OF THiE InVOLVED IN SELECTING AND CERTIFYING 


ONE OF THE SYSTEMS AND IN RECEIVING ALL THE REQUIRED FEDERAL, 


. STATE, AND LOCAL PERMITS THAT WILL PERMIT CONSTRUCTION TO 

BEGIN WILL HAVE AN IMPACT ON THE NORTHERN TIER'S ENERGY 

SUPPLY PICTURE. 

FPC PRESENTLY IS HOLDING Acor1Brr~ED HEARING ON 

THESE PROPOSALS WHICH I BELIEVE IS TO BE COMPLETED BY 

NOVEMBER I. AN ADMINISTRATIVE LAW JUDGE DECISION WILL 

PROBABLY BE f1ADE BEFORE THE END OF DECEf1BER, AND THE 

FINAL FPC REV IEW IS S.CHEDU LED FOR COMPlET ION BY fi1ARCH I, 1977. 

GAS COULD BEGIN FLOWING WITHIN THREE TO FIVE YEARS AFTER FPC 

APPROVAL DEPENDING ON THE SYSTEM CHOSEN. 

IN THE INTEREST OF INSURING ATH1ELY DECISION ON THIS 

ISSUE AND COORDINATED GOVERNr1ENTAL DECISION t'lAKING, THE 

ADMINISTRATION HAS SUB~lITTED TO CONGRESS ABILL THAT WOULD 

" DO THE FOLLOWING: (1) DIRECT THE FEDERAL"POWER COMMISSION 

. I 
, 

...., "~ -,~..,... ..... ---....- 
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TO COflPLETE ITS REVIHJ OF PROPOSED TRANSPORTATION SYSTE!1S 


AND TRANSMIT ADETERMINATION TO THE PRESIDENT BY JANUARY 1) 1977. 


(2) ALLOW THE PRESIDENT TO MAKE ADECISION AFTER HE RECEIVES. 
THE AGENC IES' ASSESSf'1ENTS NO LATER THAN AUGUST 1) 1977. 

RECENT EXPERIENCE WITH THE DEVELOPMENT AND CONSTRUCTION 
. . 

OF MAJOR ENERGY RELATED PROJECTS HAS CONTINUOUSLY ·DEr\~IONSTRATED 

THAT THE LONGER DELAY THE f10RE EXPENS IVE THESE PROJECTS BECDr1E. 

IT IS OBVIOUS THAT THESE ADDITIONAL SUPPLIES OF NATURAL 


GAS WILL NOT BE AVAILABLE IN THE NORTHERN TIER UNTIL THE EARLY 


1980's AND THAT CRUDE OIL AND PETROLEUM PRODUCTS WILL BE A 

MAJOR COMPONENT OF THE ENERGY SUPPLY EQUATION NOW AND IN THE 

FUTURE. 

LAST OCTOBER JOHN HILL) MY DEPUTY) ADDRESSED THIS 

COMMITTEE ON THE ENERGY PROBLEMS CONFRONTING THE NORTHERN 

TIER STATES (WASHINGTON) MONTANA) NORTH DAKOTA) MINNESOTA) 

MICHIGAN) AND WISCONSIN) AND PARTICULARLY -THE STATE OF 

\ 

;'''' .... ~- -- .......- . - . . .. " , ~ , ; ... ~" _ -- ......._,.1. ._
~-_. 
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MINNESOTA. WE STATED THEN THAT FEA HAS CmiPLETING PLANS 

FOR AN ALLOCATION SYSTE~1 THAT HOULD PROVIDE AFIRST LEVEL 

OF PROTECT ION TO LANDLOCI(ED NORTHERN TIER REF INERS . 

ON APRIL 1) 1976) THE FEDERAL ENERGY ADMINISTRATION 

IMPLEMENTED THE MANDATORY CANADIAN CRUDE OIL ALLOCATION 

PROGRAM. ALLOCATIONS TO NORTHERN TIER REFINERS ARE BASED 

UPON AN EVALUAT ION OF THE I R DEI'iONSTRABLE RELI ANCE ON I 
I

CANADIAN CRUDE AND ON THEIR ACCESS TO ALTERNATIVE CRUDE 
! 
I 

OIL DISTRIBUTION SYSTE~1S. THO SIX-r''iOrnH ALLOCATION PERIODS 

HAVE DISTRIBUTED THE REDUCED CANADIAN CRUDE EXPORTS 

fEQU ITABLY At10NG THE REF INERS WHO RELY ON CANAD IAN CRUDE 
i

OIL. IN ADDITION) THE FEA IS CONTINUING TO MEET WITH THE 

NATIONAL ENERGY BOARD OF CANADA TO EXAMINE THE MEANS OF 

ALLEVIATING THE EFFECTS OF THE ANTICIPATED DECLINE IN CANADIAN 

CRUDE OIL EXPORTS AVAILABLE FOR THE NORTHERN TIER REFINERIES. 

I 
" '1 .';","'; ::' ...-' ~. ' .. - .... -:-'.. :.-.-,..--,~ 
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HITH REGARD TO TH I S VI HlTER I S ENERGY SUPPLY) ITIS 

ANTICIPATED THAT DUE TO INCREASED DEMAND AND CURTAILED 

CRUDE OIL SUPPLIES FROM CANADA) IT IS EXPECTED THAT THIS WINTER 

THERE WILL BE A29 PERCENT INCREASE FROM THE 1975/76 PRODUCT 

INSHIPr1ENTS TO THE NORTHERN TIER STATES. HOWEVER) IF A 

SEVERE WINTER OCCURS) ADDITIONAL PRODUCT COULD BE NEEDED. 

SPARE PRODUCT PIPELINE CAPACITY IS SUFFICIENT FROM OTHER 

AREAS INTO THE NORTHERN TIER STATES TO ACCOf1MODATE THESE 

INCREASES. f'lIDHEST REFINERIES CURRENTLY SUPPLYING lHESE 

AREAS HAVE THE CAPACITY TO HANDLE THIS INCREASE. IT IS 

NOT ANTICIPATED THAT .THERE WILL BE ANY SIGNIFICANT 

PETROLEUM PRODUCT SHORTAGES IN THE NORTHERN TIER STATES. 

ALTHOUGH THERE VIAS Sot1E CONCERN LAST YEAR ABOUT PROPANE) 

FOR THIS COMING WINTER IT APPEARS THAT THERE WILL BE 

ADEQUATE SUPPLIES OF PROPANE. THE NATIONAL' ENERGY BOARD OF 

CANADA PROJECTS 28)525)000 BARRELS OF PROPANE WILL BE 

APPROVED FOR EXPORT TO THE UNITED STATES FROM APRIL 1976 

f
I 
! 

-r 
I 
I 

I 
~ -, I 

. I 
! 

, ·t 
.. ___.. ,,, .__ . ,- --. _~ ... -....--r.~---I 
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THROUGH MARCH 1977. VIRTUALLY ALL THIS PROPANE IS USED 

IN THE NORTHERN TIER STATES. RECENTLY THERE HAS BEEN A 

TEMPORARY AND LIMITED SURPLUS OF CANADIAN PROPANE AND) t 
~ 

AS ARESULT) THE U.S. HAS BEEN ASKED TO INCREASE ITS "'i 
I,

IMPORTS. IT IS EXPECTED THAT WE HILL BEGIN THE 1976-77 

HEATING SEASON WITH SUBSTANTIAL PROPANE INVENTORIES 

WHICH) TOGETHER WITH DOMESTIC PRODUCTION AND IMPORTS) 

ARE EXPECTED TO BE MORE THAN ADEQUATE Te MEET TRADITIONAL 

REQUIRE~1ENTS THROUGHOUT THE UNITED STATES AND SPECIFICALLY 

IN THE NORTHERN'TIER. 

ON AUGUST 2ND) THE FEDERAL ENERGY ADMINISTRATION 


SUBMITTED AREPORT TO CONGRESS ON CRUDE OIL SUPPLY ALTERNATIVES 


FOR TJJE NORTHERt~ TI ER STATES. THE PURPOSE OF TH IS STUDY· 


WAS TO ASSESS THE FEASIBILITY) COST AND ENVIRONMENTAL ASPECTS 


OF ALTERNATIVE PETROLEUM SOURCES AND TRANSPORTATION SYSTEMS 


.FOR THE NORTHERN TIER STATES AND TO RECOMMEND STEPS FEDERAL 
\ 

: 
" ~ '.~ ". >"l' ~! .;'*' -.. •. .. .'. -- . -_.-"..-.._a~. ..------~.-. , . 
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AND STATE GOVERNMENTS AND PRIVATE INDUSTRY CAN TAKE TO 

ASSURE UNINTERRUPTED OIL DELIVERY TO THIS REGION. THE 

STUDY WAS PREPARED BY FEA IN CLOSE COOPERATION WITH 

REPRESENTATIVES OF THE SIX CONCERNED STATES AND WITH THE 

DEPARTMENTS OF INTERIOR AND TRANSPORTATION} EPA} AND THE 

NATIONAL OCEANOGRAPHIC AND ATMOSPHERIC ADMINISTRATION. 

THE REPORT OUTLINES LONG-TER~1 SUPPLY ALTERNATIVES TO 

THE NORTHERN TIER} BASICALLY FOR THE POST 1979 TIME FRAME. 

THIS REPORT WAS SUPPORTED BY VOLUMES I AND II OF ASTUDY 

CONDUCTED UNDER ACONTRACT AWARDED TO BONNER AND MOORE 

ASSOCIATES} INC.} CONSULTING ENGINEERS. MY STAFF EXTRACTED 

INFORMATION FROM THESE STUDIES AND CONDUCTED ADDITIONAL , .. 

ANALYSES TO IDENTIFY THE AREAS WHICH COULD BE IMPACTED BY 

THE VARIOUS PROPOSALS. BECAUSE OF THE BROAD RANGE OF OPTIONS 

UNDER CONSIDERATION} IT WAS NOT POSSIBLE TO-DETERMINE THE FULL 

(
'/";":~) 

; 

IIMPACT IN EACH AREA. THE STUDY REPRESENTS ATREMENDOUS 
, 

AMOUNT OF VALUABLE ,INFORMATION WHICH WE ARE ABLE TO USE AS \ ~. ,'I 
. 

h'H ,<OJ 

, 

'----- .

.~~-~~ ... - ~~ ...... - -I. ,- ..... : .. ;-~..-....... . 
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ABAS I S FOR FURTHER AI~ALYSES. 

FEA IS PRESE!'HLY PREPARING ASEcmm REPORT FOR SUBf'lISSION 

TO CONGRESS HHICH HILL ANALYZE THE P.OTENTIAL SUPPLY GAP 

THAT COULD EXIST BETWEEN 1977 AND THE IMPLEMENTATION OF 
i' 

LONG-TERM SOLUTIONS) SOMETIME AFTER 1979 AND WHICH WILL SHOW 

WHAT SUPPLY OPTIONS MAY BE AVAILABLE. THE SECOND REPORT WILL 

BE BASED IN PART UPON VOLUME III r~ THE BONNER AND MOORE STUDY. 

BECAUSE TH IS VOLU~1E DEALS HITH TI-IE ACTUAL SHORT-TERM PLANS OF 

VARIOUS CDr'1PANIES) IT IS LESS SPECULATIVE THAN THE LONG-TERf'l 

STUDY. OUR KNOWLEDGE ABOUT THE NORTHERN TIER SITUATION HAS 

EXPANDED CONSIDERABLY BY THE INFORf'1ATION CONTAINED IN THIS STUDY. 

I WOULD LIKE TO BRIEFLY DISCUSS WHAT FEA HAS IDENTIFIED 

WITH REGARD TO POTENTIAL LONG-RANGE SOLUTIONS FOR THE 
-, 

NORTHERN TIER. L 

I
tOUR ASSESSMENT CONSIDERED 12 DIFFERENT LONG-TERM !. 

I 
iSUPPLY ALTERNATIVES. THE FOLLOHING FIVE PROPOSALS HAVE BEEN 

. 
FOUND TO BE ECONOrlllCALLY FEASIBLE: 

, 

•
; 

• -"'l ....; .... - - ••• _-..... , - .---.-~- ~ _._'. ~.;-'W --.o;r:"..-=-:,~ 
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I. TRANS-PROVINCIAL PROPOSAL) HHICH INCLUDES A 

DEEPWATER PORT AND TERMINAL IN BRITISH COLUMBIA AND A 

PIPELINE TO CONNECT WITH THE INTER~PROVINCIAL PIPELIN~. 

2. NORTHERN TIER PIPELINE) WHIC~I INCLUDES ADEEPWATER 

PORT AT PORT ANGELES) WASHINGTON) AND APIPELINE ACROSS 

THE NORTHERN TIER STATES. I 
f 

f3. THE SOHIO-PLUS ALTERNATIVE WHICH INCLUDES) (1) A 

TERMINAL IN LONG BEACH) CALIFORfHA) AND APIPELINE TO MIDL.4NDJ 

TEXAS) 

(2) THE WILLIAMS PIPELINE EXPANSION FROM TULSA TO 

MINNEAPOLIS) AND (3) .A NEW PIPELINE TO SUPPLY MONTANA 

AND NORTH DAKOTA. 

4. THE LOOP ALTERNATIVE) WHICH INCLUDES ADEEPWATER [ 
-

r-OFFSHORE PORT OFF LOUISIANA AND WOULD PROVIDE CRUDE OIL I, 
. ~ 

!THROUGH THE CAPLINE SYSTErl1TO THE GREAT LAKES REGION. ~ , 
I 

5. THE SEADOCK PROPOSAL) WHICH WOULD" PROVIDE CRUDE 
, 

OIL FROM THE HOUSTON AREA TO TULSA AND CHICAGO AREAS . 

:-_... --. ... ".__._" .... - ....' ....'--~: .. ··1-······ .-._, ,."'::.......
'-.~-
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THE LAST T~!O PROPOSALS) LOOP AND SEADOCIC APPEAR 

ECONOMICALLY FEASIBLE) INDEPENDENT OF NORTHERN TIER ~EEDS . 

. Ho\~EVER) THEY ~'IOU LD NOT SUPPLY CRUBE 0 I L DIRECTLY TO THE 

NORTHERN TIER REFINERS. 

THE RELATIVELY LENGTHY TH1E REQUIQED FOR Cm'1PLETION OF 


EACH OF THESE LONG-TERM SOLUTION OPTIONS MEANS THEY ARE 


INADE~DATE TO RELIEVE THE SHORT-TERM IMPACTS RESULTING 


FROM THE CANADIAN EXPORT REDUCTION. 


THE IMPLEMENTATION OF ANY LONG-TERM SOLUTION TO THE 

NORTHERN TIER STATES-CRUDE OIL SUPPLY PROBLEM PROBABLY 

WILL NOT BE OPERP.TIOn~L UNTIL AT LEft,ST LAJE 1979. AS 

I HAVE PREVIOUSLY INDICATED HE ARE CONTTNUING TO ANALYZE 

THE PROBLEMS TO BE ENCOUNfERED BETWEEN NOW AND THE 

IMPLEMENTATION OF APERMANENT LONG-TERM SOLUTION. 

THE FACT THAT THERE ARE FOUR DISTINCT SUPPLY AND 
I 

iMARKETING AREAS IN THE NORTHERN TIER STATES MAKES IT i 
. 

IMPOSSIBLE TO ANALY~E THEM AS ASINGLE ENTITY, THE 

-.~. r. --..... .. ... --.......... : -.---' 
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SIX-STATE NORTHERN TIER I~REA IS LOGICALLY DIVIDED BY 

SUPPLY ROUTES INTO FOUR DISTINCT SUPPLY AND MARKETING 


AREAS, THESE AREAS ARE: 

(1) SOUTHERN MICHIGAN; 

(2) MINNESOTA~ WISCONSIN~ NORTHERN MICHIGAN~ AND 

EASTERN NORTHERN DAKOTA;. 

(3) MONTANA~ WESTERN NORTH DAKOTA~ AND EASTERN 

WASHINGTON; 

(4) WESTERN WASHINGTON, 

BEFORE DISCUSSING SOME OF THE SPECIFICS THAT HAVE BEEN 

IDENTIFIED FOR THE SHORT-TERM~ I WOULD LIKE TO POINT OUT 

THAT ECONOMIC UNCERTAINTIES ARE CURRENTLY INHIBITING 
. 

INVESTMENT IN POSSIBLE REFINING AND PIPELINE ALTERNATIVES, 


AMONG THESE UNCERTAINTIES ARE POSSIBLE GOVERNMENTAL ACTIONS 


·CONCERNING DIVESTITURE~ PRICE CONTROLS~ AND THE QUESTION 

AS TO WHEN ALONG-TERM ALTERNATIVE SUCH AS THE NORTHERN 

TIER OR TRANS-PROVINCIAL PIPELINE WILL BE IN PLACE, 

.. _...- .....' -~ ..-- .. .• ...--.:-."r"' ....___ .~•. .. ........ . ~ ... -... - ... . . !--~.-.: .. 

~" 

- .....-_. 



14 

FEA I S PRELIr'lI NARY ANALYSES IND ICATE THAT THE r'lARKET 

AREAS OF SOUTHERN MICHIGAN AND WESTERN WASHINGTON SHOULD 

HAVE SUFFICIENT PETROLEUM SUPPLY TO MEET DEMAND. THE MARKETING 

AREA INCLUDING MINNESOTA AND HISCONSIN SHOULD ~1AKE IT TO 1980 

WITHOUT SIGNIFICANT PETROLEUM SHORTAGES, PRIMARILY BECAUSE 

OF THE WILLIAr'lS BROTHERS' PIPELINE EXPANSION. IN THE r.jARKET 

I 
; 

AREA INCLUDING MONTANA, WE ARE SOMEWHAT CONCERNED ABOUT THE I 
[ 

UNAVAILABILITY OF P,DDITIONAL INDIGENOUS ACCEPT,~BLE CRUDE OIL AND 

LACK OF SPARE PRODUCT PIPELINE CAPACITY. HCWEVER, WE BELIEVE 

THAT IT WILL BE TWO OR THREE YEARS BEFORE PROBLEMS MIGHT 
I 

DEVELOP. ANTICIPATING APOSSIBLE SHORTFALL THIS FAR IN ADVANCE t 
~ 
!ENABLES INDUSTRY TO TAKE ACTIONS TO DEVELOP ALTERNATE 
I 

f 

SUPPLIES. THUS, IT IS PROBABLE THAT ANY SHORTFALL CAN 

BE AVERTED. 

THE PROPOSED EXPANSION OF THE WILLIAMS BROTHERS -

PIPELHJE SYSTEM WOULD HAVE ASIGNIFICANT AFFECT ON CRUDE 

\ 
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OIL AVAILABILITY l/~ THE nORTHERN TIER, IT HILL ~1AKE 

POSSIBLE THE REALLOCATION OF APPROXH1ATELY 55 ~1B/CD IN 

1978 TO OTHER NORTHERN TIER AREAS) SUCH AS MONTANA AND 

WISCONSIN, IF THIS PIPELINE IS NOT UTILIZED OR IS NOT 

EXPAND~D TO AT LEAST 135 MB/CD 1 THEN SHORTAGES OF PETROLEUM 

SUPPLIES COULD RESULT BY EARLY 1979. 

WE WILL SUBMIT MORE PRECISE INFORMATION TO CONGRESS 


AFTER OUR. SHORT-TERi1 ANALYSIS IS COMPLETED. IT SHOULD BE 

COMPLETED .BY OCTOBER. 

CRUDE OIL EXCHANGES WITH CANADA ARE PERHAPS THE MOST 

PROMISING MEANS OF ALLEVIATING THE SHORT-TERM PETROLEUM 

SUPPLY SHORTAGE IN THE NORTHERN TIER. Ul,ST YEAR THE TWO 

COUNTRIES AGREED THAT COMMERCIAL EXCHANGES BETHEEN CANADIAN 

AND U.S. COMPANIES IF CONSISTENT WITH BROAD ENERGY POLICY 

GUIDELINES 1 SHOULD NOT BE PRECLUDED BY PRESENT LEGAL} 

AD~HNISTRATIVE OR FISCAL REGULATIONS IN EITHER COUNTRY. 

\. 

I· 
I 
I 
I 

- ~ 
l 
l 
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LAST OCTOBER WE TOLD TH I S CGr'1f'1l TTEE WE vJERE ANALYZI NG \ 
I· 
I 
I 

THE POSSIBILITIES FOR THE EXCHANGE OF OIL BETWEEN CANADIAN 

AND U.S. REFINERS HITHIN THE FRAr'1EYJORK OF EXISTING POLICIES 

AFFECTING THEM AND THAT WE HAD AGREED WITH THE CANADIAN 

GOVER~!r1ENT THAT THE RESPECTIVE GOVERNMEIHS HOULD NOT BE PARTI ES 

TO EXCHANGES I BUT HOLILD ~1AINTAIN AFAVOR.~BLE ENVIRONf'lENT WITHIN 

WHICH EXCHANGES COULD TAKE PLACE. 

AS OF SEPTEr'lBER 11 19761 FEA HAS PROCESSED SEVEi~ EXCHANGE 

REQUESTS. TO FACILITATE SIX OF THESE EXCHANGES I FEA HAS ISSUED 

IMPORT LICENSES FOR ATOTAL OF 47 f1BD. FEA HAS RECO~1rv1ENDED 

THAT THE DEPARTMENT OF COMMERCE ISSUE CORRESPONDING EXPORT 

LICENSES. WE UNDERSTAND THAT THREE EXPORT LICENSES TOTALLING 

10 MBD HAVE BEEN ISSUED. 

ALTHOUGH THE GOVERNMENT OF CANADA HAS STATED THAT OIL 


SWAPS WILL CONTINUE TO BE IN ADDITION TO THE CANADIAN-EXPORTABLE 1 
i 
, . 


SURPLUS 1 THIS IS NOT AN INDICATION THAT SWAPS CAN BE USED 


I 
I 

II . • ", • < 
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INDEFINITELY IN LIEU OF BUILDING ATRAr~SPORTATION SYSTEM 

TO PROVIDE CRUDE OIL TO THESE REFINERS. 

SINCE 1973 THE CANADIAN OIL CURTAIU1ENT HAS RESULTED 
I 

IIN ADROP U~ OIL IMPORTS TO THE U.S. OF ABOUT 700 r~BD. .\ 

I 

MEETING THIS GAP HAS CAUSED ASIZEABLE INCREASE IN DOMESTIC 

PIPELINE UTILIZATION FROM THE GULF COAST TO REPLENISH THE 

LOST CANADIAN CRUDE OIL. IN SPITE OF INCREASES IN CAPACITY) 

MANY OF THE U.S. PIPELINE SYSTEMS ARE PUSI~ING MAXIMUM CAPACITY 

AND IN SOME INSTANCES HAVE HAD TO PRORATE. FOR EXAMPLE THE 

TEXOMA PIPELINE WHICH CARRIES CRUDE OIL FROM THE GULF OF MEXICO 

TO CUSHING) OKLAHOMA) HAD SPARE CAPACITY IN JUNE) AND IN 

AUGUST HAS PRORATING AT 69 PERCENT. THERE SIMPLY IS NOT 

SUFFICIENT UNUSED CAPACITY FROM THE GULF OF MEXICO TO 


MEET ALL OF THE POTENTIAL EXCHANGES USING ONLY THE 


LAKEHEAD/INTER-PROVINCIAL PIPELINE ROUTE. . 


THE FEDERAL GOVERIW,ENT IS SEEKI NG HP\'(S TO EXPAND THE 


PARAMETERS FOR EXCHANGES WITH CANADA. AT AMEETING 
. 

SCHEDULED FOR EARLY OCTOBER) WE WILL AGAIN PURSUE THE 
_ .• ....- ~ ,.... __. 

I 
~"'-.-~r·"·· .~~-,~-~ 
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POSSIBILITY OF USING OFFSHORE RATHER THAN U.S. DOMESTIC 

CRUDE FOR EXCHANGES. 

THE CANADIAN GOVERNf/:ENT IS LIKELY TO SEEK ASSURANCE 

OF ALOt-lG-TER~1 SOLUTION TO THE PROBLEf1 OF SUPPLY FOR THE 

. NORTHERN TIER REF INERS . HE PLAN TO DEr~ONSTRATE THAT HE 

HAVE MADE AREAL EFFORT TO USE DOMESTIC OIL} AND TO 

OUTLINE THE CONSTRAINTS POSED BY OUR CURRENT PIPELINE SYSTEM. 

I APPRECIATE THE IMPORTANT ROLE WHICH THE INDIVIDUAL 

STATES PLAY IN Ei4ERGY QUEST IONS I NO HiPORTANT ENERGY PRDBLEr'1 

CAN OR SHOULD BE SOLVED \oJI THOUT THE D I REeT INVOLVEr1ENT OF 

STATE REPRESENTATIVES. THE NORTHERN TIER SITUATION REQUIRES 

THAT FEA AND OTHER FEDERAL AGENCIES WORK CONTINUOUSLY WITH 

STATE AND LOCAL OFFICIALS TO DEVELOP THE FRAMEWORK WITHIN 

WHICH CRITICAL STATE AND NATIONAL OBJECTIVES CAN BE ADDRESSED. 

THE FEDERAL ENERGY ADMINISTRATION IS ENCOURAGED BY THE 

VARIOUS PRIVATE INDUSTRY PROPOSALS FOR TRANSPORTATION SYSTEMS 

\ 
I 
I 
I 
, 

~.. ."; 

! 

. f 
t· 
t 

f 
f 

i 

I 
i 
1 

·1 
f 
I 

. j 

t 
I 
; 

, . 

.\~RA09 J I 

TO PROVIDE ALTERNATE PETROLEUM SUPPLIES TO THE NORTHERN TIER :~ 
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AREA. IN LIGHT OF THE SERIOUS SUPPLY PROBLEM WHICH IS EXPECTED 

TO OCCUR IN THE NORTHERN TIER STATES) FEA FEELS THAT IT IS 

IMPERATIVE THAT PROMPT ACTION BE TAKEN BY THE PARTICIPANTS TO. 

RESOLVE THE PROBLEM. 

WHETHER OR NOT THE SHORT-TERM PROBLEM IS SUBSTANTIAL 
i 

, . I, 

! 
IAND GOVERNf"IENTAL 1NVOLVEr'iENT I S NECESSARY OR APPROPR IATE 
I 
I 

CANNOT BE DETERMINED UNTIL THE SHORT-TERM REPORT IS 

ALOI~G-TERr1 SOLUT IO~~ FOR PROV I D I i'~G ASUPPLY OF 

PETROLEUM TO THE NORTHERN TIER STATES APPEARS TO BE 

POSSIBLE. INDUSTRY HAS INDICATED "A WILLINGNESS TO 

CQfI1['lIT CAPITAL TO THE VARIOUS ALTERt~ATIVES No\~ BEING 

CONSIDERED. CONSEQUENTLY) THE FEA DOES NOT SEE ANEED 

AT THIS TIME FOR GOVERNMENTAL ROLE TO EFFECT LONG-TERM 

SOLUTION EXCEPT TO ENCOURAGE PROMPT ACTIO~ BY FEDERAL;' , 

STATE AND LOCAL OFFICIALS RESPONSIBLE FOR PERMITTING 
,,/~ "7: ~ ~: -~. '-.'-

! ,- j .: .....ACTIVITIES. . 
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