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MEMORANDUM FOR: THE PRESIDENT
FROM: JIM SCHLESINGER i ;
SUBJECT: Final Decision on an Alaskan Natural

Gas Transportation System

I. Canadian Negotiations

Last Friday in Ottawa, tentative agreement on an overland
pipeline proposal for your consideration was reached.
Resolution of the remaining difficult issues included
agreements on routing, cost-sharing and levels of taxation.

The basic components of the agreement include:

1. Routing - The pipeline would follow the original Alcan
Highway route with no Dawson Diversion. This agreement
would save us $630 million dollars initially, as well as
the 6 cents in cost of service that would have been added

by the Dawson Diversion.

2. System Efficiency - A higher-capacity pipeline system
would be installed south of Whitehorse, to carry both U.S.
and Canadian gas flows. A joint testing commission would
evaluate the technical feasibility, safety and reliability
of a 1680 psi 48~inch diameter pipe design and a 1120 psi
54-inch design, as well as the proposed 1260 psi 48-inch
design.

3. Cost-sharing -~ For that part of the pipeline system in
Canada through which both U.S. and Canadian gas will flow,
cost of service would be allocated in proportion to the
volumes of gas transported for each country.

Having abandoned the Dawson Diversion, the Canadians
insisted that if the Dempster lateral were built, the
U.S. should pay 100 percent of the cost of service for
the extension of the Dempster lateral from Dawson to
Whitehorse (the Dawson Spur).
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Property taxes in the Yukon would begin in 1983 at $30
million (current Canadian dollars) and escalate by the

GNP deflator for five years. If in 1988 it is found

that the general level of property taxes in the Yukon has
increased faster than the Canadian GNP deflator, a one-time
adjustment would be made to the pipeline's property tax to
bring it into line with other Yukon property taxes. After
that adjustment, and for the remainder of the life of the
project, the tax payment would increase with the Canadian
GNP deflator or with the rate of increase in the general
level of Yukon property taxes, whichever is higher. As
further protection, it was also agreed that the level of
taxation applied to Alcan would never exceed the level of
taxation applied to the Dempster lateral if and when it

is built.

This Yukon tax agreement completely replaces the NEB and
Lysyk recommendations for a $200 million socioeconomic
impact payment. Any required impact payments needed in
advance of taxes will be treated as a loan by the compa-
nies to the government to be paid back with interest out
of future tax revenues. The U.S. would have no role in
such an arrangement. The actual level of taxes is only
a modest increase over the level of taxes included in
Alcan's original cost of service estimates. This agree-
ment is a substantial gain for the U.S. over the NEB
decision, and removes a potentially troublesome open-
ended charge.

5. Other Charges - We also reached agreement in principle
on a limitation of other charges which might be levied on
the pipeline, particularly in the Yukon. The Canadians do
not wish to give up their ability to deal with unforeseen
contingencies, but recognize our need to be protected
against deliberate shifts in government policy that could
add substantially new charges. Language is now being
drafted to cover this area in the Agreement on Principles.

6. Miscellaneous Issues - Certain other issues must be
addressed either by separate initiatives, public statements
from the respective governments, or by appropriate language
in the Agreement on Principles. These include:
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The supposed certainties of an all-U.S. project, however,
may be illusory. The assurances we have from the Canadian
government are more comprehensive than anything that could
be concluded with either the State of Alaska (regarding
taxation, particularly the amount of tax imposed on the

LNG terminal) or the State of California (regarding a site
for the regasification facility). Significantly, California
officials are now considering an offshore LNG terminal that
could require 10 years for construction.

These uncertainties, together with the inherent inefficiencies
of an LNG system (higher labor costs and a 5 percent higher
fuel requirement), outweigh the limited employment and
financing advantages of El1 Paso. Alcan will provide two-
thirds the total employment of El1 Paso. As discussed in

the August 22 memorandum, there is a substantial expecta-

tion that Alcan can be privately financed.

As the August 22 memorandum indicates, there are other
factors favoring Alcan in addition to cost of service
and Canadian supply advantages. These include:

- an increase in cooperation with the Canadians
on other energy issues such as oil swaps, pipe-
lines and strategic reserves;

- given the use of an overland route, the clear
superiority of pipeline technologies over LNG
technologies;

- the need to anticipate growing volumes of natural
gas from the Gulf of Alaska that will require
LNG deliveries to the West Coast, thus preserving
LNG West Coast delivery potential.

- the substantial advantage of pipeline facilities
over LNG facilities in having a useful life
beyond 25 years;

- the findings of almost all Federal agencies and
private parties that the Alcan route is environ-
mentally superior to El1 Paso;
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THE WHITE HOUSE

WASHINGTON .

Date: September 6, 1977

FOR ACTION:

Stu Eizenstat adt

W/ﬂmwnw

FOR INFORMATION:

Jack Watson Al b o The Vice President

Bert Lance

Charles Schultze MA’VA“/)\

FROM: Rick Hutchesoh, Staff Secretary

SUBJECT: Schlesinger memo re Final Decision on an Alaskan Natural

Gas Transportation System

YOUR RESPONSE MUST BE DELIVERED
TO THE STAFF SECRETARY BY:

TIME: 5:00 PM
DAY: Tuesday

DATE: September 6, 1977

IMMEDIATE TURNAROUND
NO EXTENSIONS

ACTION REQUESTED:

_X _ Your comments
Other:

STAFF RESPONSE:

—_ lconcur.
Please note other comments below:

No comment.

PLEASE ATTACH THIS COPY TO MATERIAL SUBMITTED.

If you have any questions or if you anticipate a delay in submitting the required
material, please telephone the Staff Secretary immediately. (Telephone, 7052}
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The decision of the California Supreme Court in Bakke

v. Regents of the University of California presents a grave

threat to the advancement of black and other minority citizens
in education, employment and other areas. If the Supreme Court
of the United States adopts the California court's decision it
will jeopardize virtually all government programs which are
designed to ameliorate the conditions of black people. A
decision affirming the California court's judgment would be

a landmark setback for the civil rights of blacks. A reversal
of the decision would permit, but not require, the continuation
of affirmative action programs voluntarily adopted by locéi,
state and federal agencies.

If this Administration believes that the national interest
requires affirmative action by government at all levels to improve
the conditions of minority people it should seek the reversal of
the California decision. The United States should file an amicus
brief in the Supreme Court of the United States which argues
unequivocally that the California decision should be reversed.
The brief should argue that the University of California's medical
- T lre is entirely lawful under the Fourteenth

f the special admissions program is
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entirely legitimate. The program seeks to create more minority
physicians to deal with desperate health problems in minority
communities. The vast disparities in white and black life
expectancies, infant mortality rates and similar measures of
health show that racial discrimination is very much a matter
of life and death. Black men, women and children die in dis-
proportionate numbers for lack of medical attention. California's
medical school admissions program is unassailably legitimate and
consonant with the primary purpose of the Fourteenth Amendment.
The government's brief should also argue that the means
used by the University are permitted by the Fourteenth Amend-
ment. An admissions policy which establishes a preference for
members of disadvantaged minority groups is not a violation
of the Fourteenth Amendment guarantee of equal protection of
the laws. The very same Congress which adopted the Fourteenth
Amendment in 1966 enacted special educational programs for the
newly freed slaves within a month after adopting the Amendment,
i.e., the Freedmen's Bureau Act of 1866. President Andrew
Johnson twice vetoed that law, arguing that it was class
legislation which favored blacks over whites. But the very
same legislators who had adopted the Fourteenth Amendment
in June 1866, enacted the Freedmen's schools. The framers

of the Fourteenth Amendment would have thought it inconceivable
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the Amendment would be interpreted to prohibit the same kinds
of special educational aid for blacks which they deemed essential.
No decision of the Supreme Court since the adoption of the
Fourteenth Amendment holds that the equal protection clause
bars race-specific measures to ameliorate the condition of
minority races.

The Administration should not yield to entreaties for
a halfway position (unacceptable to both sides) which supports
the general principle of affirmative action but urges that the
Court adopt a rule against racial "gquotas." 1In the final
analysis a rule against "quotas" will doom all special admissions
programs. Such a distinction would encourage lawsuits against
every school with a special admissions program. No such dis-
tinction will be workable either in University graduate school
admissions or in the employment context. A goals-quota dichotomy
has no basis in the equal protection clause. The equal protection
issue is whether or not there is forbidden race discrimination,
and not whether a program is administered with flexibility or
rigidity. The government's brief should argue that the
Constitution permits state universities to adopt special
admissions criteria and procedures to aid minorities and that
it should be left to the universities and other state authorities

to develop fair and sensible methods of administration. A goals-

quota distinction should not be made a matter of constitutional law.






of today and ultimately by posterity. A government brief
which failed to provide strong support for affirmative

action programs would be an indelible blot on this adminis-
tration's record. We believe that in the long run racial
justice will prevail, and that future generations would come
to regard a government brief supporting Bakke's position

in the way the nation would now view a government brief
which supported segregation in the Brown case. Fortunately,
there was no such government brief in Brown, and there should
be no counterpart in Bakke. We urge that the President direct
the Department of Justice to prepare and file a brief which
vigorously supports the position of the Regents of the

University of California.

























































In a 1980 race between yourself and one strong challenger, the
proposal probably would not have much impact. Against one not
very strong challenger, it could allow for an early elimination
of the challenger. 1In a field with two or more challengers,
the 25% proposal would have a substantial effect in your favor.

Some party liberals oppose the 25% proposal, arguing that:

(1) 25% is too high; (2) that minority viewpoints as well as
strong candidates, should be given a fair share of delegates;
and (3) that a 25% cutoff could produce many situations where
one candidate wins all of the delegates in a CD, with as little
as 25% of the vote. Some, on the DNC staff, argue that the
advantages of the proposal may not be worth the criticism it
would bring.

Ken Bode (New Republic) and Alan Baron have written articles

in their respective publications charging that the 25% proposal
is an effort by the White House to insulate the President from
challenge in 1980. Some Party liberals might use this issue as
a vehicle for mobilizing anti-Carter sentiment.

25% cutdff (I recommend) 15% cutoff (1976 rules)

/(,4/ cﬁ«/ 3 27/&:0/4?

Other issues which the Commission will discuss:

I recommend that we maintain a provision in the present rules
which says that if a state party makes a good faith effort to
bring its state laws into compliance with party rules, but fails,
then the state party should not be penalized. For example, the
Illinois party is required (by the 1976 Convention) to try and
change from a loophole to a proportional presidential primary.

If Gov. Thompson vetoes this effort, then Illinois should be
permitted to select delegates under its existing law, rather
than be forced to scrap its presidential primary for a caucus-
convention system.

I recommend that we neither push nor oppose giving voting

delegate privileges to some or all of: Members of Congress,
Governors, State Party Chairpersons. There is a surprising amount
of sentiment for voting ex officio representation for future
Democratic Conventions. Although this proposal runs against

the recent trend in party reform, which holds that all voting
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