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ItIt is becoming increasinglyincreasi1glyincreasi1gly-

app

increasingly-

apparentappapparentrent that Canadian ArcticArctic-

Ga

Arctic-

GaGasGa$; frpelinePipelinePi (CAGPL), shouldsOO ld itIt-

receive

it-

receivereceive the gosaheadgo-aheadgoahead-- from bothboth-

the

both-

thethe , Canadian and AmericanAmerican-

Governments
American-

GovernmentsGovernments to build a Mac-

Kenzie

Mac-MacMac-

Kenzie

Mac-

Kenzie

-

Kenzie Valley pipeline ,. will notnot-

be
not-

bebe able to meet its planned JulyJuly-

I1I , 19&119119I19 &$n start-upstartup-- date . A delay of-

at
ofof-

atat leatleast$ one year in the comple-

tion

comple-

tion
complecomple-¬-

tion of the project now seemsseems-

unavoidable
seems-

unavoidableunavoidable .

A setback in CAGPL'sCAGPLs' sche-

dule

sche-

dule
schesche-¬-

dule could result from any of-

the

ofof-

thethe followingfoUowing three factorsfacto :.

1)1)) A questionquestionmarkmarkmark onon-

whether
on-

whetherwhether '''aaa MacKenzie ' '''pipelme-

can

'pipeline-

can
pipeline'pipelmepipelme'pipeline

can bee financedfinancedrrn ced will remainremain'asremainasremaln'asremalnasremain'as-
la1g

remaln'as-
long

' as
longla1g isasas land claims,,

are *' unre-

solved
unreunre-¬.-

solvedsolved.IsolvedI. J. Ross LeMesurierLcMesurlerLeMeSurier'viceLeMeSuriervice, ' vice *.
president of Wood-GundyWoodGundyWood-Gundy'LtdWoodGundy'LtdGundyLtd--- 'Ltd . ,.

one of Arctic Gas'sGass' financial-

advisors
financialfrnancialfrnancial-

advisorsadvisors , recently stated beforebefore-

the

before-

thethe National Energy Board that-

'lenders

thatiliat
' and equityholdequitequity hold-

en
holdhold-*.-'lenderslenders1end rs public );",

ersen are going to have to be satis-

fied
satissatis-¬.-

fied that the land claims have-

either

havehave-

eithereither been resolved , or that anyany-

risk

any-

riskrisk to the project from lack ofof-

complete

of-

completecomplete resolution of the land-

claims

landland-

claimsclaims has been reduced to aa-

minimum

a-

minimumminimum acceptable level .:"' It

that thisthis-

issue

11-

issue
is not clear , however ,
issue wUlwill be resolved ' quickly ::

IhuitInuitl uit Tapirisat of CanadaCan d recent-

ly

recentrecent-¬.-

ly11 withdrew its land claim , pro¬..

posal for further redraftbgredraftingredraftingxtheredraftingxthe-

Indian

,thtthe 11-

IndianIndian Brotherhoodrotherhood submittedsubmitted-

its

11-

itsits proposalproposalonlyonly in late OctoberOctober-

finally

: II-

r1
'

finally1allyr1 , the government has yetyet-

to

yet-

to
..Northwest Territo appoint a

toriestori Land Claim Negotiator .

2)2) Another step has beenbeen-

added

been-

addedadded to the decisionmaldng-

process

decisionnmakinjdeclsion-makingdeclsionmakingdecision-maldngdecisionmaldngdeclsionmaking-

process

--
process as a result of ArcticArctic-

Gas's

Arctic-

Gas'sGas'sGass' request for backstop finan-

cing

finanfinan-¬-

cing guarantees from both thethe-

Canadian

the-

CanadianCanadian and American govern-

ments

govern-

ments

governgovern-¬--

ments . Such guarantees couldcould-

only

could-

onlyonly be extended after the pass-

age

pass-

age

passpass-¬-

age of a billbilllnin both ParliamentParliament-

and

Parliament-

andand the US Congress and couldcould-

not

could-

notnot be expected to be offeredoffered-

until

offered-

untiluntil both governments havehave-

made

have-

mademade their decision on the pipe-

line

pipe-

lile
pipepipe-¬--

linelile .

Arctic Gas now anticipates aa-

recommendation

aa-

recommendationrecommendation from the NEBNEB-

.by..bybyby July , 1977 and a cabinetcabinet-

decision

cabinet-

decisiondecision by September 1J .. Since a-

decision

aaa-

decisiondecision in the US may not bebe-

come

be-

come

be-be¬--

come finalfmal until November 1I , itit-

is

it-

isis unlikely that a bill could bebe-

passed

be-

passedpassed both in Canada and thethe-

United

the-

UnitedUnited States in time to allow-

CAGPL

allowallow-

CAGPLCAGPL to establish proof of-

financing
ofof-

fmancingfinancingfmancing in early 1978 (the tartar-

get

tar-

get
tar-tar¬-

get date CAGPL has set itself toto-

remain

to-

remain

I

remain on schedule ) . LendersundersLenders-

will

unders-
will

,

will not commit any funds until-

the
untiluntil-

thethe Government guarantees areare-

in

are-

inin place ..

Although Arctic Gas'sGass' vice-

president
vice-vicevice-

president

vice-

president

-

president of finance , J.RJR.. . Yar-

nell

Yar-YarYar-

nell

Yar-

nell

--

nell ,, believes CAGPL could stillstill-

meet

still-

meetmeet its financing and construc-

tion
construc-

tion
construcconstruc-¬-

tion timetables if finalfmal proof ofof-

financmg

of-

financing

r

financingwerefinancingfinancmg were establi&edestabliedestablishedestabli &ed in10to1-

0mId1978

to-

mid1978mid-midmid1978mId-1978mId1978-- 1978 , he expressed reserva-

tIons

reserva-

tions

reservareserva-¬-

tions as to the practicality ofof-

such

of-

such

r

such a situation andarid suggestedsuggested-

that
suggested-

that

I

that it could lead to a year'syearsyearyear's-

delay

' .

delay in the pipeline'spipelines' com-

pletion

corn-

pletion
comcom-corn¬-

pletion .

The inherentlymherently contentiouscontentious-

nature
contentious-

nature

.

nature of a bill extending finan-

cial

finan-

cial

finanfinan-¬-

cial support to a project such asaa-

CAGPL

as-

CAGPL
s.

CAGPL would make its quickquick-

passage

quick-

passagepassage unlikely . The potentialpotential-

parallels
potential-

paraltels

I

parallelsparaltels with the 1956 TransTrans-

Canada
Trans-

Canada
5

Canada Pipe LineLme debate , which-

contri1uted
which-

contributed
which1

contributedcontri1uted: to the Government'sGovernmentsGovernment's-

defeat
Government's-

defeat

'
defeat in the followingfollowmg yearyear'syearsyear's-

election

'' s
election , would beI>e expected toto-

add
to-

add
)

add to the Federal Government'sGovernmentsGovernment's-

cautIOn

Government's-

caution

'' S

caution in10 steering such a bbill-

through
billl1l-

throughthrough ParliamentParlwnent
33)3) In a previous phase otof thethe-

NEB

the-

Nf
e

NEBNf , hearingheanng , the Macken/ieMackenieMackenzie/ e

_

. . _ ..11' ,'

1

1

1

I

'

I

,

¬-

r

¬-
r

Delta. producers ," ,
ImImperialraltaltGulf, GulfGulf-

andand Shell ,, testified that, in order-

for

orderorderI I'

,

for themth m
' to complete the cocon ¬.

\'

structionstructimsttuation of their gas
''processirlg-

plants

processing'processirlgprocessirlgprocessing-

plantsplants by mid-1981mid1981mid-1198)1198)1198mid -. 98 .) , !the1le ;.
NEB-

would

NENEB

would have to-totoissueto'issue'- issue a CertificateCertificate-

of

CertificateCertificat

of Public Convenience and-

Necessity

andndnd'-

Necessi'NecessiNecessiNecessity!)' to Arctic GastGasbyGas''byby>y mid-

1977

mid-midmid-

1977

--

1977 . AisumingAssuming the Board did-

grant

diddid-

grantgrant a conditional certificate byby-

that

by-

thatthat date , it is not clear that thethe-

prQducers

the-

producersproducersprQducers ,

would commit them-

selves

themthem--*'
selvesselves to the one billion dollardollar-

investment

dollar-

investmentinvestment implied by the gasgas-

plants

gas-

plantsplants before the financialfmancial viabil-

ity

viabilviabil- ¬.-

ity of a
"."-

pipeline
p-

ipelinepipeline had beenbeen-

demonstrated

been-

demonstrateddemonstrated . Even the passagepassage-

of

passage-

ofof a bil providing for guaranteesguarantees-

immediately

guarantees-

inmediatelyimmediatelyinmediately after both Govern-

ments

Govern-

ments

GovernGovern-¬-

ments had made their decision --
assumption-wouldassumptionwouldasstl11ption-wouldasstl11ptionassumptionwouldl-

ikely
asstl11ptionwouldl-

ikely
--an optimisticoptimi c

construction ofof-

the

of-

the
likely postpone
the plantspl3'1tspl31ts' because of the longlong-

lead

long-

leadlead timestUres required in orderingordering-

supplies

ordering-

suppliessupplies .

A one year delay could have aa-

significant

a-

significantsignificant impact on the cost ofof-

the

of-

thethe project would contributecontribute-

toto the present uncertainty aboutabout-

its

about-

itsits financial viability . It would-

also

would-

also

would

also strengthen Foothills PipePipe-

Unes

Pipe-

LinesLinesUnes ' competitiveness . Foothills-

has

FoothillsFoothills-

hashas based its application on a

1982 start-upstartup- date and has notnot-

demanded

not-

demandeddemanded Government guaran-

tees

guaran-

I

guaranguaran-¬-

tees . In the United States a delay-

in

delay
' comple-

tion

comple-

tion

complecomple-¬-
in CAGPL'sCAGPLs' projected
tion date could increase thethe-

attractiveness

the-

attractivenessattractiveness of both the El-

Pase

El-

Pase

El

Pase and Alcan alternatives ..

Arctic Gas is asking the-

Canadian

thethe-

CanadianCanadian and American Govern-

ments

Govern-

ments

GovernGovern-¬-

ments for two kinds of guaran-

tees

guaran-

tees

guaranguaran-¬-

tees :: (a) a completion assuranceassuranc-
er

assurance-

toto satirfysatiiysatisfy! potential lenders that-

the
thatthat-

thethe project would be completedcompleted-
and

completed-
and(and , therefore , able to repay itsits-

r
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debtebt) despite of-

substantial

of-

substantialsubstantial cost overruns :; (b(b) an-

yInterruption
anan-

interruptiyInterruptioninterruptiinterruptionn insurance to covercoyer .

'thethe'theIthe I tarifftariffitariff\tarifrtariffobligations\i obligations of ''thethe gas-

shippers
gasgas-

shippersshippers usingsing the
.

CAGPLCAGPIJCAGPCAGPIJsyssys-

tem
sy5-sy5sys-syssyssy5-

tem.ln.the
-¬-

temtem.ln.thetemln.thetemlnthe,.
in. .the eveventnt of aa prolongedprolonged-

outage
prolonged-

outageoutage Ininin servicesem ;. Although thisthis-

latter

this-

latterlatter occurence'appearsoccurenceappearsoccurenoccurencee'appemeappem'appears reniremoteote ,
the rideriskrk! of large ''costcostcostoverruns-
and

:costoverrunscostoverruns-

and
,: overruns

and hencehenceGovernment; '-'GovernmentGovernment-Government in-

volvement
in-inin¬.-

volvement uunderwiderder aa
,
bbackstopping-

arrangement
backstoppingckSt6ppingckSt6pping-

arrangementarrangement cannotannot be1c? dismisseddismissed-

asas simnsimilarlyr1y briprImprobableba le . ThereThere-

are

There-

areare tootootoomanymany , examples ' ofof-

current

of-

currentcurrent energy projects which-

have

which-

have

which

have shown rapid cost escalation-

the
escalationescalatio1\escalatio1escalatio1-

the
\

(the Syncrude tar sandsmd plant , the-

James

thethe-

JamesJames Bay hydroelectric project ,,

the Alyeska oil pipeline , perhajs-

being

perhapsperna'spernasperhajsperna's-

berng
]',beingberng the best known ) to assume-

that
assumeassume-

thatthat CAGPL would be antmpn excep-

tion

excep-

tion

excepexcep-¬-

tion to this rule .

Not all experts shareshare-

CAGPL's

share-

CAGPL'sCAGPL'sCAGPLs' confidence that thethe-

project

the-

projectproject can be completed withinwithin-

budget
within-

budgetbudget.. The Green ConstructionConstruction-

CoCo . , a US firmfinn specializing inin-

loge

in-

I

in-

gelargelogeI--gege constructionconstructim projects , con-

ducted

con-

ducted
concon-¬-

ducted three studies analyzinganalyzing-

the

analyzing-

thethe problems , costs andan.d. scheduleschedule-

difficulties

schedule-

difficultiesdifficulties that Arctic Gas couldcould-

encounter

could-

encounterencounter . Green concluded thatthat-

CAGPL
that-

CAGPLCAGPL could not be completed-

within

completed-

within

completed

within schedule and would incurincur-

aa cost overrun of more than 4040-

percent

40-

percentpercent .

Arctic Gas suggests that aa-

ceil

a-

ceilhceilceilhceiling>g of $$22$ billionbillJn be placed onon-

possible

on-

possiblepossible Government partici-

pation

partici-

pation
participartici-¬-

pation .


