In ;

ril 1942, the Tcr De ertment ordered vorl: commencec on the

"Cinol Projcet®,

This

~
.

Descxi tion of thc Project.

roject, includins lrter odditions, contem leted:
Drilliag endé ex-lorin: Irr oil ot end neer Vormen ©ells in
north:estern Crncde.
Construction of ¢ four inch crude oil Hi.eline, with r er weity
of 2000 berrels d-ilv, ruaning from Hormen ells oil ficld 600
miles € Chitehorse, teo scrve the refinery.
Dismentling ¢ refinery in the United Strtes, trensortotion
of the refinery to Thitcherse, :nd re-erection of the refinery
¢t “iitehorse, erui ped tc rocess 3000 b:rrels of cruCe oil

er dey cnd to roduce uviition end motor grsolinz :nd other
croducts.
Construction of oil roducte distribution -i_elines, running
fr-n Skeguey, Aliske, ot the hecd of the Inlend Peosscpe, to
“hitchorse ¢nd thence clong the Alosle Hishwey frem Thitohorse
to Feirbinks ond " hitchorse to 'vtes n Icle, topether vith the
recuisite oil storsge freilities.
Settinz us ¢ syste% of roids end trterweye from ilc’urrev, the
reilhe:d, te Hormen lells (utilizing CGrect Sleve Iwle cnd the
licclenzie Tiver), with necesscry cccescor- rocds, for the tring-
crtetion of men, erviment rné meteriils recuired for oserctions
in the oll ficlds ond construction of the ecstern vortions of
the Hormcn Tells - *hitchorse »i‘eline.
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The concleted :roject, c& nov lenned, vill. cest 134,000,000,
The roject vas not conceived :s = commerci:l venture. The er
De writment mrée no study of its ostrer commercicl vilue. The Uar Dercrt-
ment cdeemed it Lo be soleiy : militerw mecsure to su: 1v petroleum and
setroleun wvroducts to cirfislds cleng the flcske Highve end to crmy trons-
sort vehicles on the Highwey. The Committce recognizes thet the roject
nust be viewed solelv :s one initizted for strctegic ind logistic ressons
tné thct it cinnot -roperly be criticised unless the decision to invugurcte
it, tnd the ste s tcien to com lete it, evidenced foulty military judgment.
Further, the Committce recognizes thet :ny conclusions writh resvcect
to the déterminction tc undert: e the wToject, rnd the decisions from time
to tine, to continue construction, must be mede in the light of conditions

©8 they existed st the tine without tcking cdveontige of hindsight.

Produets Distribution Linss.

The _roducts distribution sortion: of the rojcel cre conceded i~ be
of véventcge to militery ocoervetions. 1o criticism hes bzen mede -y ith re-
g :ect to these ortions. They #ill cost -bout BJ,GQu,OGu. Tha ~roducts
distribution lines tnd the ¢ purtenant storrge
gtontic1ly, cnd within ¢ fer moriths will be entirely, completed, thus - f-

forcéing = meecns for tronsortetion of etroleum roducts frem S gwey to

L= of
vhitehorse, cnd vies verss, :ccording to vhether thev cve shi ed in by sen

or roduced ¢t the thitchorse refinery, :s well cg & morns of distribubing

[

eviction ond metor geseline dovm the plesle Highuwew from lhitchorse to

!

tson Ieo'ze end v the {lighvey to Frirbrn:'s. The line from Stwegvey hes been

on

in successful overction since the vinter of 19/3.

I
13%)
1
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Cost £nd Sresent Strtus of Remeinine “ertions of the Projects.

The cost of thc rem;indér of the roject, :s now being cirried to
con- letion, vill be rbout 100,00C,000. OF this :mount tobtrls of approxi-
mrdely (1) 17,000,000 will be ex-ended in ox lorction ¢nd crilling for
oil ¢t or neir i!orien Vells, Includins, if continued, ex lorcticn outside
the origincl Mormcn field, (ii) 31,000,000 for the eonstruction of the
crudc oil i-cline from the oil fields to the refinery, (iii) 2,000,000
for the rcfinery, =nd (iv) 26,000,00C for t: construction of the treons-

ort:tion systen rnd freilities from “eilurrey to Hlormen ° ells.

Drilling -nd ex - lor: tion hive nov heen ccrried te ¢ noint vhere a
tot:1l field roduction of more then 3,000 hirrels of oll er &y is cs-
sured, with ¢ reserve 0ol of hctueen 50 vnd 100 million brryrels in the
Normicn field. Tikevige, ex lorction in tﬁc viecinity of thet field, gives
geologic: 1 :nd geo hysie:1l inf€ic tions of oil roscrves in cdjrcent terri-
tory as 1zrgeﬁniargdftmﬂlth:t in the Hormon field.

The cruds oil i-eline fren the ficld tc the rofinery hes been
substentic 11y com-leted cnd the e stern cnd of the line is now being filled.

It 2

LG}

estin ted th t the entirc line i1l be comoleted cnd filled rnd oil
cin be floving from the field into thiuvchorse by ikrch.

The refinery +ill be re:d- for ojer:tion, cc te the first stege for
motor fue! b~ Februrry, cné s to the sccond stige for cviction gosoline

by ik of 1S4/,

I
(]

The witericys trens ortction system hrs been com:leted rnd

ojerction for use ¢s reruirsd.
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Coumittee's Investig:tion.
- & e R S ; ;
The C:nel wTojoet, erclusive of the roducts distribution syctenm,

5

.5 been eriticised by certein governmental agencies. It hos cost bout
$77,000,000 to December S Some time cgo the Committec determined to
investiz: t¢ Canol. It has nede a thorough study of the project and heas had
made available to it information in the possession of the Wer Department,
other governmental egncies and other persons having knowledge of the project.
Hearings were held =t lhitehorse in September 1943, 2nd thereafter in Wesh-
ington. The Committee determined to make no report until it had had an
opportunity tc heor Genercl Somervell, who returned to the United Stutes
toward the middle of December, 1943, andappecred before the Committee on
December 20,

The Committee's inwvestigation discloses that there ere three mein
cuestions which mugt be ®nswered:

a. Was the decisior to initiste the Cznol Project a proper one?

b. Should the project, to the extent of developing, producing,
transporting snd refininz 3,000 barrels of crude oil ¢ dey (the present
planned ceapacity of the nipeline and refinery), be com.leted?

c. £hould the exploration and development be continued snd the crude
0il cipeline and the refinery be expanded to the extent required to trans-
nort and pocess 20,000 herrels of oil per day?

The Committee is satisfied that the portions of the project comprising
the products distribution lines and appurtenant étorage facilities should be
completed as now planned. The remainder of this report is accordingly

limited to consideration pf the other parts of the project,
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Militery Situation in April, 194Z2.

The initiation of the Canol Project was ordered by General Somervell
on April 30, 1942. Any intelligent study of whether this decision should
have been mede must take account of conditions faecing the country at that
time. The Committee realizes that the Canol project, as well as nmany other
operationg, are subject to eriticism after the fact and in the light of events
which occurred after the decision was made. The‘Committcu has, however,
examined the questions involved in the VWar Department's decision solely in
the light of the facts as they were then known.

Canol was conceived as a military necessity. It was ordered for the
purpose of supplying oil ond oil products to the Alaske Highway from points
as near as possible to the places they were roquired te be used. The War
Department considered Canol on the sume basis as it would e-nsider building
an girfield or any other essenticl wer installation, with the additional fact
in mind that oil, being the life blood of mechanized warfare, is of the verf
highest order of importance.

In December, 1941, our flect, as an offensive weapon, virﬁually
disappenred and was not to reappear for many months. Between Pearl Harbor and
the end of April, 1942, we lost Guam, Veke and HManila. Singopore fell and
Rangeon and Java were lost, along with all the oil ficlds of the East Indies.‘
Botaan surrendered, primarily because we did not have the meuns to supply our
troops there. The Japanese had won the battle of the Java Sea.

In the spring of 1944, the Germans intensificd thelr submarine on-
slaught against shipping coff the Eust Coazst and in the Gulf and the Caribbean.

Refineries at Aruba were shelled. lonth by month sinkings of tonkers in-
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creased —- month by month they exceeded by large tonnages replacements
from new construction. The losse§ became so heavy that tonker movements
alon,, the East Const were stopped. A1l plans with respect to Caribbean
shipping had to be recust, not only on account of the volume of sinkings in
that area but also bectuse of the shortugc of warships requiréd te protect
convoys there.

Escort vessels to protect convoye sailing to supply the various
fronts were utterly inadequute. The capacity of the ship-building industry
was limited, and there was need for far more ships -- Naval wvessels, landing
craft, tankers, dry cargo ships, barges and tugs -- than could be produced.
It appeored that a long period would elupse before we could moke good our
losses, much less build the constently increasing tonnages required for
the supply of our trocps aond those of our allies.

Genersl Scmervell conferred, during this period, with Admirscls Land
and Vickary of the llaritime Commission, snd ulbinctely a shipbuilding progrem
was outlired ond discussed with the President. It was_evidcnt, however, that
it would be impossible to produce tine shipping tue Army required, and that if
sinkings continued at the then rate, we would have a continued net attrition.

At the suue tiue, the Army was trying to find ncw scurces of supply.
Generuld Somervell, until the beginning of Ilarch, Assistant Chief of 8taff,
G-4 (in charge of supply) and, after llarch 9, Commending General of the
Services of Supply, was the officer most fundliwr with the problems involved

: ;
and was required to moke the decisions designed to solve supply problens.

o - B 2k -64788



At the time, out of all mejor world petroleum reserves, it appeared that

we could count. only upen those in the United States and, assuming the
submerine problem were solved, those of the Caribbean area. Ve were losing
the Dutch East Indies. lommel was in front of Tobruk and, if the Suez fell,
Iraq and Irenian oil fields could no longer be relied upon.

Against this background of possible defeat for want of the where-
withal to transport supplies to battlefronts all over the world, the VWar
Department concluded to embark on the Canol project. In any examinrtion of
the project this background - the possibility of lesing the war before we

had really begun to fight - must be kept in mind.

Determination to Build the Alaskan Highway

If the United States is to be defended against attack from the Pacific,
Alaska must be defended also. The Army planned to defend Alagka primerily
by use of air power. This reguired the ferrylng of a constant stream of
combat planes and bombers, and the air trensportation of supplies, to our
Alusken ingtallations. In aduition, it waes planned to fly airplanes to
Fairbanks, to be there turned over to the Russians for use ggainst Germeny.
Planes required servicing en route; they needed gosoline, repairs
and adjustments. It had become apparent, shortly after Peurl Harbor, that
we would require intermeciate airfields for this purpose. The airfields would
hove to be supplied with gasoline, spare parts and the like. These could be

carried in to the fields by air only by alloceting a large number of cargo
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planes to make the deliveries. Four diffebrent rcutes for a highway were
studied, and ultimately the route of the present Alaska Highway, runniné
from Dawson Creek, northwest of kdmonton, Cancda, to Fairbanks, Alaska, was
determined upon. A chain of airfields already existed between these points
and could be improved and enlarged. Further, flying conditions were more
favorable along this route than other available ones. The decision to
construct the Alaska Highway wag made early in February, 1944, and thet
Highway, with accessory roads, has been completed and is in use.

The Highway is approximately 1600 miles long. Gasoline and other
supplies cannot be furnished to the airfields along the route by motor trucks
alone, except by use of more trucks than are available. The gasoline required
to operate the supply trucks would use up so great a percentage of their
carrying capacity as to meke such & method of supply, along the entire- length

of the Highway, impractical.

Alaskan 0il Prospects.

It became obvious that it would be a great advantege to be able to
supply the airfields along the Highway from nearby sources of oil. General
Somervell had long been familiar with the possibilities of oil in Alaska.
Although it has been known for meny years thet Alaska has oil possibilities,
there has, up to the present time, been no development sufficient to prove
those possibilities. A small production had been developed @t one time,
near Katalla, but was abandoned in 1933.

The chances of successful oil production near Point Barrow or on the

coast of southern Alaska, territories considered tc have the greatest
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possibilities, were too conjectural, and achieving actual production would
recuire too much time to merit fovorable consideration in the light of the
then existing emergency. Further, if production could be developed in aﬁy
of those localities, the fields would be located on or near the coast and

would be vulnerable to attock.

Army Investigation of Canol.

The oil industry, as well as the Var Department, knew that bil in
commercial quentities existed at Normen Wells. In 1920, oil had been
discovered there. A few produeing wells had been drilled there and, for
upwards of 15 years, had produced sbout 400 burrels per day during the
summer. The only demend had been loctl, by mines in the vicinity and boats
on the llackenzie River system. The field was operated by Imperial 0il,
Ltd., & Canadian subsidiary of the Stendard 0il Compeny of New Jerscy. Near
the wells, that compuny had erected a skimming plant sufficient to handle
800 barrels of crude cil per dey. The Norman Wiells field was the only source
of supply near the Alaska Highway with uny proved production.

Early in 1941, the attention of the War Department had heen called
to the oil production at Normen wells. Subsequently, curing the consideration
of various routes for a highway, Steffanson, the Arctic explorer, had
pr&posed a route from llcliurray in Alberta, at the railhead from Edmonton,
ueing Great Slave L;ke and the ilackenzie River, as purt of the highway project.
This route would have passed through Norman VWells, znd one of its advantages,
claimed by Steffanson, was the fuet that oil to be used in connection with

the highway could be obtained at a point on the highway.
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In January, 194<, the Army was considering the possibilities of
producing oil in Australis and New Zealend -- and did, in fact, engage in
unsuccessful exploration in New Zealend, -- with & view to obtaining oil
as near &s possible to active theaters in order to comserve shipping end to
insure supply. At or about that time Gencral Somervell directed James H.
Greham to investigate the advisability and feasibility of oil production
and operations at Normun liells. Iir. Graham was then serving as a consultant
to Genercl Somervell on trensportation matters. He had had a broad experience
during the last war in military transport problems. Iir. Graham had also had
a broad business experience, inecluding oil operations. He was at the time
Dean of Engineering ot the University of Kentucky. Ir. Graham associated
Brigadier General Wulter B. Pyron with him to meke the required study.
General Pyron had been on active duty since 1940 and wus the Var Department's
principal consultant on oil matters since 1941. At the time he entered on
active duty, he was Vice-President of Gulf 0il Cerporation, in charge of
production and transportction.

These tweo men obteined the data available at the Buresu of Mines and
the United States Geological Survey. They consulted almost daily with
General Somervell on the progress of their investigation. Generzl Somervell
himself discussed the plans, as they developed, with General lfarshall, Chief
of Staff, General Gerow, then head of the War Plans Division of the General
Staff, GenerrlEisenhowier, who was succecding him, and General Cravford, in

charge of supply problems of the Var Plans Division.
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General Pyron was familiar with the Norman Wells field and its
history. Prier to entry on cctive duty, he had been given some deteils
with respect to the geology snd potentiality of that field by a petroieum
en.ineer wvho had visited the field in 1929.

The gquestion of whether oil would flow at the low winter tomperatures
in the terrzin through which o pipeline would run was a disturbing one.
Investigution, however, disclosed tinat the Norman oll had characteristics
which permitted it to flow at temperatures as low as minus 700 Fohrenheit.

By the cnd of April, 1942, General Somervell and his steff had
exheusted the available sources of information in connection with Cancl,
other than such information as could be obteined from representetives of
Imperial 0il Ltd., who, it was recognized, would, as the result of their
more than 20 years of experience in the field, be able to furnish the
most reliable vata. Accordingly, executives and experts of Imperial 0il,
Ltd. were asked to confer with lWar Department representatives in Washington.
They did meet with Ur. Greham, General Pyron, General Streett, an Army Air
Forces represcentotive on the Genernl Stoff, ond other irmy officers in
Washington on April <9, 194<. They brought with them geologicul surveys and
reports and geologists familiar with the field. The contemplated project weas
fully discussed. The representatives of the oil company spoke of an oil
reservoir of two million barrels. They were pessimistic about the chances of
obtaining a production of 3,000 barrels per dey, and, immediately, after the
conference, Imperial wrote a letter to the War Department cven more pessimistic

in tenor. They described the difficulties of pipeline construction and
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operations under the conditions which existed. They were satisfied, however,
that, if more oil was found, similar to that being produced, it would flow
even at the lowest temperaturces vhich might be expceted along the proposed
route of the pipeline,

Generul Pyron was convinced, as & result of his investigation prior
to the meeting with the Imperial representatives und of the information and
data given him at the meeting, that 3,000 barrels a dey could be produced
from the field with a reserve pool of between two and one-half and three
million borrels, and so stated. As a matter of fact, the Committee is
advised thet a 3,000 barrel per day production is assured mnd that fhwre is
little doubt that production cun be increased to 20,000 per day. As to the
reservoir of oil, it is now believed thut the péol is from fifty to one
hundred million barrcis in the Norman Ficld alone, not to mention indicaticons

of cne or more otker large ficlds in the vicinity.

The Decision to Construct Canol

On the doy the meeting wos held, Mr. Groham submitted a one page
memorandum to General Somervell containing no facts but merely the following
recomuendations:
a. Additional wells be drilled for added production by September, 1942.
b. Route for a pipeline between Norman Wells and Whitehorse be surveyed
and a four-inch pipeline constructed snd placed in operation by
September 15, 1942.

¢. Suitable refining equipment be found in the United Stotes, dis-
mantled, transported and set up ready for operation by October 1,1942.
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d. Additional action be taken to provide for trunsportation of

materials for the above project.

The Graham memorandum was submitted to General Pyron and the other
officers, who had been present at the meeting with Imperial 0il, Ltd., and
they approved it. On the same day General Somervell himself approved the
Graham memorandum and on the next day, April 30, he ordered the project to
be constructed.

General Somervell testified before the Committee that at the time
he did not believe that the dates specified for the comgletion of the various
_arts of the project could be met and that they were adopted by him merely
as a target. He, however, did believe that the entire project could e
completed by the sumumer of 1943, and he stutes frankly that, if he had
known that completion would be delayed until the spring of 1944, he might
not have ordered the construction. It is possible that the project might

have been completed by the summer of 1943 if top priority had been continu-
ously assigned. However, improved wer conditions made it advisable to lower
the priority of the Canol project as compared with other war programs, and
it is impossible to estimate accurately how long completion wag delayed by
this subordination of the project.

After drilling operations had progressed, it became apparent that
the Norman liells field had potentialities greatly in excess of 3,000 barrels
per day end, at that time, it was ordered that the field and nearby structures
be drilled until a total production of 20,000 barrels was assured. As stated

above, it is evident that this larger production is now assured.
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lthile work on the project was commenced immediately, construction,
in connection with the crude oil pipeline and the refinery, was kept at
a minimum until a 3,000 barrel production was assured. However, pipeline
meterials, required at the eastern or Norman VWells end of the line, hud to
be shipped and the system of transportation ﬁetween MeMurray and the field
had to be substantially completed during the ensuing summer season if a full
year were not to be lost.

The Petroleum Ccordinator for Wur was not consulted in advance of
the decision to embark on the Canol Project. iwhile it is true thet under
the instructions creating his office he had no jurisdiction over oil operations
outside Contiﬁent&l United States, it appears to the Committee that, in the
interests of coordinating war plens and of the smooth, consistent operation
of governmental agencies interested in the conduct of the war, the War Depart-
ment should have consulted the Petroleum Coordinator in advance and should
have obtained his advice and recommendations. The Commitiee recommends that,
in the future, the War Department take up similar problems with the Petroleum
Administrator for War and reccive the benefit of his information and advice.

Likewise, the Army did not consult the Var Production Board with
respect to Canol. .Thét Board had no jurisdiction over the determination to
construct the project. It was, however, the agency charged with the duty of
allocating materials to various projects needed in the war cffort. While
strategic determinations are not made by the War Production Board, it is
entitled to information, so far as considerations of security permit, as to

critical materials which the Army requires. It would have shown better

e ; 2L -64788



cooperation between the War Department and the War Production Board

if it had been afforded earlier information in the present case.

Contracts with Imperial 0il, Lid.

A contract was cntered into with Impsrial 0il, Lid., which provides
for the necessary drilling and construction of storage and other recuired
facilities at the field. The provisions of this contrzct likewise
apply to the subsequent supplemental arrangement vhereunder Imperisl 0il,
Ltd. will participate in the drilling required t. produce 20,000 barrels
per day. The Company will receive its costs plus a fixed fee of $2.00
under all cxisting agreements. Title to all wells drilled and to the cas-
ings remain in Imperial 0il, Ltd., subject to any arrangements it may have
with Canada.

Qur Government has the right to purchase, without specified time
limit, all oil produced in the Normun [ield, including oil produced from
the Imperial welle which existed prior to the inception of the Canol
project. Imperial, however, has the right to take sufficient oil from its
pre-existing vells to supply the demands éf its commercial customers. In
the past, these demands have been small, (averaging about 12,000 barrels
per year.) Fran llarch 1 through October 31, 1943, Imperisl rocessed less
than 15,000 barrcls of crude oil for its own and its commercial customers!'
use.

The United States agrees to pay $l.75 per barrel for all oil

purchased from Imperialts pre-cxisting wells, and (1.25 per barrel for
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othor oil produced by Imperial in the field, until a totel of 1,500,000
barrcls hag been delivered to the Government. Thercafter, the United

Stetes will pay to Imperial 50¢ per barrcl for oil dclivéred until the
Government has been rcimbursed for its payments to Imperial under the
contruct, such reimburscment to be computed at the rate of 75¢ per burrcl of
0il delivered to the Government. Thercaftor, Imperiel will again roceive
$1.25 per barrel purchased by the United Stetes. The contract provides

for a processing charge of 65¢ per barrocl of 01l refined at the Imperial
refinery in the field. A1l payments are to bc made in Canediun funds

which are now et a discount of approximately 10%.

The contract maekes provicion for rencgotiation of its terms at the
time work thereunder has been completed, which was cstimated to be about
one year from the date of the contract; thce Committee is advised that the
right to renegotiate the contract is still intact. Howcver, if the partics
do not agree to revise the contract, then the contruct as originally drawm
will stand. The United Stutes has the right to torminute the agroement
with Imperizl 0il, Ltd. ot ony time with or without cause.

The Committce believes that the Goveornment is, under the circumstances,
required to pay Imperial 0il, Ltd. too high a price for the oil. It is
recognizod that the price for the first one million and a half barrcls
produced may be fair in view of the considerable invectment which Imporial
had made in the ficld prier to 1942. However, tho 50¢ pJer barrcl und the
$1.25 per barrel, respectively, reouired to be paid under the contruct after
the first onc million and a half barrcls have been delivered, strikes the

Committee as similar to = royaliy and a royalty at too high a rete. While
: N g
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Imperial does most of the drilling, all costs of production arc being

pzid by our Govornment. The wolls end casings, under the toerms o£ the
contract, will continuc to be the property of Imperial. Its situction is,
however, somewhat different from that of & mere ovmer of progpertics who
pormits thom to be operated by an oil producer under leuse and who has
done nothing hinself to discover and develop the oil production. Inperial
did discover the ficld und cdid stert its devolopment. But it is being

too gencrously treated with resgeet to oil outside its own dovelopment tnd,
especiclly, c¢il in any newly diseovored ficld., The Commitbec rceommends
that offorts be mede o reonegoticte the priec yrovisions of the contract
with Imperial 0il, Ltd., as well as the provigions applicable to the post—

war poeriod.

Arrongements viere nade by the Stoto Departnent with the Canadian
Government, at the riuquest of the War Dupartment, whercby the project could
bo carried to completion. fAmong other things, Cenado agreed to furnish
rights of woy and sites for the piueiine and the refinery. At the end of
the war, the pipeline and refincry nay be purchascd by Cenada ab its then
commercial value or, if it dees not see fit to buy, by other persons at not
less than that velue. If the pipcline and refinery are not sold under the
provisions of the egreement, thulr disposition is subject to the direction
of the Permanent Joint Board on Dofensc, Canade~United Stutes. The
instellations may not be dismantled without the approval of the Permcnent

Joint Board.
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The Committee does not believe that the prusent agrecments with

Canada sufficiently protect the interests of thie United Stutes. When
the war is over, and if Canada does not excreise its option, Imperial 0il,
Ltd. mey be the only person likely to be interested in purchasing the
pipeline and the refinery, since, under the present contracts, it will
control the only supply of crude oil which may bc transported through the
line and refined at the refinery. Any other urchascr would be required
to enter into an agreement with Imporial covering supply of the pipeline
and the refincry with crude oil; this, the Coumittec belicves, will place
Imperial 0il in the dpjver's seat and will rcduce the commerecial value of
the 'pipeline and the refinery to on cmount vhich is only o fraction of the
cogst of those facilities. There is, of coursc, the possibility, even
probability, that Imperisl 0il, Ltd. will not desirc to meke the investment
recuired to purchase the pipeline and refinery and, accordingly, will be
willing to makc a fair and reasonable agreement with any prospective pur-
cheser as to sule of crude cil. It is coven possible that a purchaser of the
pipeline could force a low oil price on Impcricl since the owner of the line
would control the only outlet for substenticl cuantitics of oil. Granting
this, however, it is doubtful vhether any purchaser will purchase at a price
which is a substential part of the cost of the facilitics, in view of the
liwited loeal civilian demand for refinery products for = long time after
the end of hostilities.

Sgirred into action by the Committee's investigation of Canol, the

War Depertment, in conjunction with the Stute Department, has now undertaken
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negotiations with the Canadian Government and Imperial Oil, Ltd. with

a view te entering into new agreements which will give recognition

to the advantages which will inure to Canada and Imperial by reason of our
expenditures, operations and exploration. The Committee recommends that
these negotiations be vigorously carried on, and has no doubt that, in view
of the friendly relations between the two countries and the sense of fairness
of the Imperial 0il, Ltd., equitable arrangements can be made and this
country receive the benefits te which it is fairly entitled.

While more satisfactory arrangements should have been sought in the
first instance, nevertheless, if military necessity required the project,
it was proper to proceed immediately, whether or not desirable agreements
for post-war use could be made.

Reviews of Canol After April, 1942.

After General Somervell ordered the Canol construction, he advised
a meeting of the War Council, consisting of the Secretary and Under Secretary
of War, General Marshall, General Arnold, General McNair and himself, of
what he had done. This meeting was held on May 11, less than two weeks
after construction had been ordered.
At the end of May, 1942, the Petroleum Coordinator for War wrote to
the President calling his attention to Canol. At the same time he wrote
to the Secrefary of War. He .complained that he had first heard of the
project through third parties and that he should have been advised before
it was determined upon; he also offered certain criticisms. The President,

in June, 1942, advised the Petroleum Coordinator that the project had his
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approval and, thereafter, the latter continued to make suggestions

in connection with the project and for supplementing it. One of his
suggestions involved the distribution products lines which have, in fact,
been constructed. He remained doubtful of the potentialities of the Norman
field to produce 3,000 barrels of oil per day for any prolonged period.

The Petroleum Coordinator was kept fully advised by the War Department
of its plans for obtaining a refinery in the United States. The War Department
contemplated purchase of a rcfinery in Texas, belonging to the Bareco Company.
After first approving this purchase, the Petroleum Coordinator later objected
to the purchase for fear of its interfercnce with the 100-octane gasoline
program in thé United States. There were fourteen other refineries which
could be purchased without such interference but, subsequently, the Petroleuﬁ
Coordinator again consented to the purchase of the Bareco refinery and its use
in connection with Canol.

Subsequently, the Petroleum Coordinator advised the War Department that
the parts and materials, which were required for installation of the Houdry
process in the Canol refinery, were urgently necded in connection with
domestic installations. The War Department for this reason has deleted the
Houdry process from the project.

The Bureau of the Budget, in May, 1943, made a thorough investigation
of Canol, and, in June, advised the War Department that, as a result of this
investigation, it helieved the War Department should review the project

to determinc (i) whether construction on the Norman-Whitechorse pipeline and

- 20 -

2k -64788



refinery should be stopped, (ii) whether the pipeline should be completed
and the scope of the refinery reduced, and (iii) whether scarch for oil
in the Norman and adjacent ficlds should be stopped or limited, The War
Department then reconsidered the project.

In July, 1943, Lieutenant General McNarney, Deputy Chief of Staff,
decided that the project should be carried to completion as then planned (which
plans included attaining a production of 20,000 barrels daily), because world-
wide oil and tanker shortages dictated that Alaskan territory be self-
sufficicnt in so far as possible, because military nccessity existed for
the provision of aviation gas to support a possible major air offensive from
Alaskan bases against Japan, and bccausc, after considering the relative
amounts it would cost to complete the projecé and the recovery which might
be had were the project stopped, both economic and military policy dictated
completion,

In September, 1943, the Joint Production Survey Committee, an agency
recently created under the Joint Chiefs of Staff, was directed to make a
thorough investigation of the Canol Project, That Committee held hearings,
at which appeared not only representatives of the Army and the Navy but
also representatives of the Petroleum Administrator for War. On October 26
of this year, the Joint Chicfs of Staff, acting on a report of the Joint
Production Survey Committee, determined that the completion and operation
of the Canol Project were necessary to the war effort, that the project
should be completed and operated ns soon as possible, and that consideration

should be given to exploration and development leading to a full recovery
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of the predicted reserves. Thisz Committee bhas no information with

eet to bthe information furnishec to or considerea by the Joint
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urvey Commilttee or the Joint Chiels of

The Commitiee feels that the Canol project, since its inception,
has been .iven consiceraticn by the Lighest military suthorities and that,
regaly less of whether such guthorities would have approvec the project at
the outset, they have coniirmec its military value anc approved its
cempletion and operation.

While military necessity of the project has thus been recently
again determined, it has also become more apparent; as time goes by, that
sources of petroleum outsice the Unitec States must be obtained in increasing
quantities, not only for conduct of the present war bul to preserve for the
futurc use of the United States, in peace and in war, ocur own rapicly
decreasing reserves. Here is a reservoir in Canadian territory which
augments the supply for the defense of the United States, Canate ano Alaska
without further caplgting our own resources. To be sure, United States funds
have been expencec in cevaloping anc making usable this supply. However,
oil represents more than money. t is worth the expenciture of funas to
conserve our own oil supply if, by sc coing, we can obtain oil elsewhere
fer cur common cause. If more petroleum is ciscovered on the Mackenzie than
will be usec for this war, negotiations with Canada shoulc leaa to the
establishment of a military reserve for the common cefense of both countries

in the future.

Consicderation of Criticisms of the Project.

There have been many criticisms of the project, which have come to
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the Committee's attention.

It is only feir to state, however, that there has been little
criticism of the manner in which the construction has been carried on.
Only a few instances of wuste have come to the Committee's notice and
those involve relatively small amounts. Colonel Viyman, the engineer officer
originally in charge of the work, did not perform his duties satisfactorily
and ‘was replaced in March 1943. Uince that time, the work has, so far as
gny evidence presented to the Committee discloses, been carried on efficiently
and competently.

The following criticisms of the project have been brought te the
attention of the Committee and are the most substantial ones and have been

considered in detail:

A. It has been urced that, considering the cost of the Canol nroject

in terms of money, manpower, shipoing and other transportation regquirements,

equipment and meterial, the decision was arrived at too hastily and without

Fa¥ral

consideration of the difficulties and problemg involved.

It is true that relatively brief consideration to the matter was
given by men who had many other duties to perform and problems to solve,
and that no prudent man would consider embarking on such & project in
peacetime and as a commercial venture without & more thorough investigation -
one which might consume years not months. Nevertheless, short of actual
drilling in the field which would have proved that therc was a greuter amount
of o0il in the Norman field thén was believed at the time to be there, surveys

of routes for the pipeline which would have consumed so much time as to make
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the project no longer practicable as a military venture, and estimates of the
costs in terms of money, labor, materials and equipment which it was known
would be great, liitle information, not obtained by General Somervell prior
to hig decision, could have bezn had. There ié no doubt that the represen-
tatives of Imperial 0il, Ltd. knew more about the field than any others and
they furnished all available geological data. Iﬁ cannct be said that

General Somervell did not thoroughly consider and study 211 the information
which was available to him, or that he went into the project without fully
realizing vhat its difficulties were.

The Committee recognizes that, in the spring of 1942, a decision
such as the one made in connection with Canol had to be made quickly or not
at all. Sufficient supplies of oil too late would have becn of no use. If
however, General Somervell had gone into the matter more thoroughly - assuming
that there was time to do this, which is doubtful - he might have been
better able to estimate the length of time the project would take and might,
therefore, have refused to issue orders directing its construction. On the
other hand, as above pointed out, during the progress of the work, men,
supplies and equipment, required for its construction, were diverted to fill
more pressing needs. Thus the Committee feels thet it cannot say whether
the project would have becn completed by the summer of 1943, as planned, if
it had continued to carry the high priority originully assigned to it. It
is, further, difficult to ecriticise a decision on tae score of haste when it
develops that 0il, which was the keystone of the determination to go whead,
is available in greater quantities than those thought sufficient to justify
the project.
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In addition, the Wor Department General Stuff :nd the Joint
Chiefs of Stuff have, within the past few months, confirmed the decision
by their determination that the project should be continued as o presently
needed military measure for use in offensive operctions, made possible
by the successful expulsion of the Japznese from sluska. Unless, theres
fore, the Committee is prepared to say that .Conol was unsound at the time
it was begun but has since become a sound militery operation, General
Somervell's decision cunnot be seriously criticized. If he had decided
not.fo go ahead with Canol, then we would be lacking o facility which
the highest military authoritices hove determined we now require in the
conduct of the war.

The Groham memorandum, with General Somervell's approvel endorsed
thereon, is the only documentation in the files of the War Department
with respect to Cuanol prior to thoe directive for its construction. Tae
Committee would have been aided had the various steps and considerations
entering into the decision been written up by the persons participating
in the investigation. As it is, we heve now had to rely on the unaided
recollection of the participants. However, the first order issued by the
Communding Genercl of the newly formed Services of Supply in March 1942,
had discouraged memoranda and communications where oral conferences were
practicable. Speed was required. Muny actions had to be teken immediztely.
lMost officers in pesitions of responsibility might huve delayed for =
long period while documents were preparcd, approvels endorsed, und the
responsibility pluced on the shoulders of others. The action was hasty

|
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in this case and without zubuncance of caution. Even if this is true, we
are not disposed to criticize prompt decision, wiliingness to ussume
responsibility, and bola uﬁﬁ vigorous action in tiue of wer. buch
qualities are rare und, wien they exist, win wars.

General Somervell has azccepted fuil responsibiiity for the decision.
He charccterizes it ws a justified guable, made in a desperate situation
with the future of this country at stuke., So rar ag finaing oldi is
concerned, the gamble wus succsssful.

The Committee believes, liowever, that, regarcless of whether or
not the Petroleun Coordinator for lar could have been ol ussigtence at the
inception of the project, the relations between war agencies, the nesesaify
of expleoring al: possible sources ol relevant information and cessential
governmental team-work, reyulred that the Petroleum Joorcinctor be consuited
and now require that he be consuited ag to post-war uses of the oil.

B. It is ciaimed that the project involved quantitics of shipping,

materials and manpower which could have been better used in the war effort

tor other purposes.

It is true that Canol has required 75,000 tons ol coast-wise or oceuan
shipping, including barges, to carry the materialg and equipment necessary
lor its completion to the site of the uofﬂ, and, at times, the labor of
10,600 civilians and <500 soldiers were needed for the job, General
Somervell bhas statéd to the Committes that the ships, which were used, were
few in nuaber and, to a large extent, those which were not useable for trans-

oceanic voyages to other fronts. Four inch pipe, the inrgest pipe used in
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any of the pipelines except for 1z0 miles of six inch pipe, was available
in quantities, and its use did not deprive sny other needed war groject of
necesgary materials. The refinery was out-noded because of its size and
not needed in the 100-octane gasoline program in the yaited 8tates. The
Bareco Refinery, uttimately chosen as the best suited for the purpose,

was ugsed with the Petroleun Coordinator's consent. At about the sume
time, Russie purchased two refineries in this cowntry, likewise with the
consent of the Petroleum Coordinator for Var. It is evident, tierefore,
that there were refineries which could be spured.

In any event, the particular use %o vhich transportation fecilities,
msterials, equipment ond available menpover should be put in the inlerests
of the war effort is primarily a matier of military stretegic judgment and
is for military decision. The Commitiee hos consistently refused to
investigate or criticize strategic decisions and, despite the opinions
of individual members of the Committes that trengportation, materials and
manpover could have been better used in connection with other military
operations, the Comuitiee feels that it must accept the decisions of the
General Staff and the Joint Chiefs of Staff, which apparently recognize
that this diversion of shipping, materials and men %o Canol wasg Justified
by military necessity.

C. It has been said that a few tunkers could have carried =

preater quentity of setroleum products to Alaskon ports between April 1942

and this date than will be produced by the Thi%ehorse Refinery up to_ the

middle of 1945.

)
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These cargoes could have peen stored av udventugeous points
clong the alasks dighway. Further, if chis meuiod of suppliying the
Highway hed been adopted, the costs involved would have beel only @ small
percenvage of tie costs of Canol even though tuukers had been wuilt
especislly for this purpose.

The war Department hus answered this cviticism LY showing that in
april 1942 and for & cousideruble period thereaiter there were no tankers
availaple {or this purpose. During that periou the shortuge of tank
ships was so acute as 1o cuuse Lo grewtest sluaim. Bvery available bunker
nad to oe used for more pressifig missions thea supplying u reserve for the
Highway. It is, of course, true thgt a certain numper of tenkers had o
be used to K@ep the slaske oheater, including the Highuway, suppliec with
oil, but the availuble stock of tankers was so small «s not to permit the
addition of even a single one for the purpose suggested. Furtier, although
it appeurs that the submarine menace, at leust ior the present,'hus been
reduced, there is stilili a miiitery need for morc tunkers thun are ailoat.

In addition. in view ol lhe demands upon the Celifornia oll iields
) %

<1

for supplying other theaters anu the dwinuling Calilorniu ressrves, it is

o)

appurent that oil, carried to slaske under the proposudl being discussed,
would have had to come from either the Mid-Continent ileids, requiring a
long rail haul over congested rullroads and the use ol the short supply of
tank curs, or from Caribbesn f{ields, which would have required longer and

wore dangerous voyages snd a grewber number ol tunkers.

It is true that oil supplies to slusks, and tne materiuls wnd
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equipment required for the Canol project, huve arrived sufely at
destinations, but in april 194< there were well-grounded fears that the

sea roube to slaska could not be salely traveled. Certainly, escort ghips
were not available udeynately to protect convoys. 4s mutbers stend,
comuencing in the spring of 1Y44, the refinery ut woitehorse will be able

to furnish nesrly all the avietion gasoline reyuired for Terrying operations
zlong the Highway, all of the motor iuel required by motor vehicles operating
between Tort Helson and Fairbanks, sud sufficient fuel to run the refinery.
If the pipeline und refinery ure enlurged to trunsport and process 20,000
parrels of crude oil per duy, there wili be u substuntial surplus of aviation
gasoline and motor fuel availuble for obher mllltury purposes.

-

D. Critics of the project have urgued thut & production of 20,000

barrels per duy in 'the field shoudu not ve sought in view oi the lfuct that

the crude oil pipeline and the refinery itsell cun hundle only 3,000 barrels

per Guy.

The Commititee recognizes that it would have been foolhardy to nave
built & pipeline, sufficient to transport <LU,000 burrels per duy, and a
refinery equipped to process thut (uantity of crude oil, before that production

had been ussured. The Counittee slso has in mind thet it will be comparatively

I
casy to luy en additionai pipeiine slong the route of the four inch iine

@

from Normen Wells vo nhitehorse, once the access royuds for the rour inch
iine heve been completed, und thut the larger size pipe which wiil ove

required, and the additionsl critical componeats nected ifov the expunsion
of the refinery, shoulid not be taken tuay Irom other war uscs until they

.are needed for Canol.
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General Somervell stated to the Committee that he might shortly
ask for additional appropriations to cover the expense of these expansions.
It is, however, the Committee's understanding that the Tlar Department has
not yet finally determined upon the enlarged refinery and pipeline projects,
and the Committee believes that no further development should be carried on
to establish a 20,000 barrel daily production until a decision has been
reached to enlarge the pipeline and refinery cepacity if that production is

'

attained.

E. Claims have been made that the project is not feasible, that the

0il will not flow at low winter temperatures, that in cold weather it will

precipitate paraffin which will stop the flow of oil through the line, and

that spring thaws, floods, storms, and other climatic disturbances will cause

so much interruption to the flow of oil through the line as to make its

operation impractical.

Tests made by the United States Bureau of Mines, Universal 0il Products
Company, Standard 0il Company of California and Imperial 0il, Ltd., among
others, prove that the crude oil will flow at a2 temperature of minus 70°
Fahrenheit., The mean minimum temperature in the country, through which the
pipeline passes, over a period of a number of years has becn around minus
25° Fahrenheit for the coldest month of the years In addition, the pipeline
is laid above the ground and, for substantially its whole length, will be
covered in cold wecather by a blanket of snow. With the insulation afforded
by the snow and in view of the fact that the oil in the line will be moving,
it will be seldom, if ever, that the oil in the pipeline reaches a temperature
as low as the surrounding area.

So far as paraffin is concerned, the problem presenﬁed by the Canol
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pipeline is no greater and no different tnan that of any other pipeline
running through cold country and carrying oil of high paraffin content.
There are many such pipelines, and mewns have been devised, und, the Jommittee
hus been advised, will be used in connection with the Norman-wWhitehorse
pipeline, to prevent any interruption of the fiow oi oii by puraffin.

The Var Department hus stated to the Committee that it expects
short and intermittent interruptions of flow, due to leuxs, breakages and
siniier cifficultics, but that it enticipetes no more trouble than is inherent
in any other long pipeline Such interruptions occur in connection with all
pipeline operutions. Genersl Fyron tegtified that there is no reason to

bolieve that this problem will be mere serious than with many other cxisting

lines, ant that it cun be met without serious interference.
e Standard 01l Company of California, which hes been retained by
the war Department to operate the pipeline and refinery, as well as other
sxperts, anticipate no unusual difficulties in these operstions arising
from the above-mentioned causes.

The Comiittoe has concluded that criticisa on the ground of feasibility
is not walid,

F. Some persons believe that Fairbunks instead of Whitechorse should

have teen chosen as the site of the relinery,

The hwar Department considered Feirbanks as a location but conciuded
Fy

that Vhitenorse would best serve the purpose in mind. Fairbanks is in our

own territory and, if the refinsvy had been located there, post-war control

of the project would have been in our hanas to & greater degree. This

would have been the orinciocel advantage of Fairbanks, &s the Committee views
¥ 5 £ 3
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however, involved the conatruction of' a long pipeline from the

1 - 1~

railreac to the Highviay, anc along the Highway to Watson Lake. The
countbry between tle rgilrouﬁlun: the Highway is difficult country, and &
pipeline along that route would have cresented many of tle saume problens
invelved in fhe Norman Wells~¥hitehorse line.

Miore important, however, the gusoline which, under the plan, would
Lave been useC to fill the storage, veulu have bad to come from Mid-
Conbtinent or Caribbean fielcs, would have used twdk cars which are in
short supply, «ne woulu have presenteu che saue cirficulities as were ois-
cusser sbove in counection with carrying o1l te alagku by tunker. C(ne
oi the principal acvantazes of Canol will be that it will draw its oil [rom
sources cuitsice the Unitem States anu will not, curing the period 1us
procuevhion is svailable to uvs, recuce our ¢windling cil reserves.

While it appesrs to the Couwmiciee that ilie suggesiion of the
Stancar. Uil Gompany of California was a feasible one, the Commivtee does
not feel that the War Department is subject to criticism for achering to
its Canol plan, which, in the juugment of those in charge of military
supplies, preseniet grealer over-all advantages than the Standarc Oil

Cowmpany 's suggestion.

Kegarcless of whether or not the cecision to builc the Cancl
profect was a wise one, consideration must be given to whether the
project shoulc now be ciscontinued, recuced or enlarged in scope. It

will require approximately 7,000,000 to complete ihe entire project,
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or $24,000,0U0 exciusive of remaining costs of tne proaucts distribution
lines to which no objection hus been made.

The project, exclusive of the distributiocn lines, can be discontinucd
in itu entirety, or the crude oil pipeline and the refinery cun be abundoned
at this point, with or without further explorstion for oil. If work on
the refinery and pipeline is stopped there will, nevertheless, remain o
requirement of §7,000,000 for cvacuation expensges. iMen must be puid until
they are returned to the United States and their transportation to this
country, iikewisec, must bs paid by the Government. If expiloration activitics
continue, an additional cost oi §7,000,000 (inciuved, however, in the
remgining costs above statsd) will be involved. Thus a gaving of $1u,L08,uuu
would rssult from the abandonment of the refinery and crude oil pipeline taxcn
by themselves. If, in uuaition,\tb@ exploration activities are ciscontinucd,
$L7,000,000 wili be saved.

whether or not it is determined to complete the project as now
planned, the Committec recommends that no further opsrations be carried on
for the purpose of developing & production of 20,000 barrels per day until
it has furthsr been determined whether the capacity of the pipeline unu
refinery will be expunded to carry and process 20,000 barrels per day if
such production is availlable. I the decision is in the affirmative,
requests for appropristions for additional required funas will, as General
Somervell has stated, be presented to the Appfopriations Committees of the

Congress, and we recommend to the Appropriations Committees that, when

e
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such requests are made, they carefully scrutinize and investigate
the proposals and be governed to a large degree by the then state of
the pending negotiations with Canada and Imperial 0il, Ltd. and by the
then determinations of our military chiefs,

The Conmittee is of the opinion that, even though it is
determined to enlarge the project to handle 20,000 barrels per day, no
further exploration for oil should be carried on until attempts have been
made to negotiate with Canada and, if required, with Imperial 0il, Ltd.,
to assure to the United States benefits in any oil discoveries to an
extent commensurate with the contributions of this country to the discovery
of this o0il and the development of the Norman Wells and adjacent fields.

The Joint Chiefs of Stéff, having determined that the project, with
its present planned capacity of 3,000 barrels a day, is a military
necessity, a contrary opinion by the Committee would involve its passing
upon a purely military decision. This, the Committee has always scrupulously
avoided. We accordingly, accept the view that the project should be
completed and placed in operation with its 3,000 barrel capacity. To stop
now would be reckless in light of the military determination which has
been made.

Apart from any consideration of the correctness of the decision
to construct Canol and of the conclusion of the Joint Chiefs of Staff that
the project is a military necessity, however, approximately $100,000,000
have already been spent. .The United States will derive little or no direct

benefit from this expenditure in the post-war period when new and satisfactory
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arrangements are made with the Canadian Government and Imperial Oil,

Ltd. Accordingly, the Committee again recommends most strongly that the
negotiations, started since the beginning of the Committee's investigation
and now being carried on, be pushed as vigorously as possible. It is
hoped that agreements may be entered into which will preserve to the

United States use of the oil discovered and developed by it, and of the

pipelines and refinery built by it, to the extent it is equitably entitled
by virtue of its contributions of money, manpower, materials, and equipment

to this project for the benefit of the joint war effort.
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