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Assessment of

the Keystone
Pipeline

TransCanada Keysione Pipeline, LP is proposing o construct and

operate a crude oil pipeline that would extend across ten counfiesin ~ prepared by: John
eastern South Dakota, This assessment provides o sociceconomic Muehlhausen
impact analysis of the proposed construciion and operation of the Merjent, Inc.
pipeline on those counties.
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Socioceconomic Assessment of the

Keystone Pipeline

Introduction

The purpose of this assessment is fo provide o sociceconomic impact analysis of the
proposed construction and operation of the Keystone Pipeline Project. TransCanada
Keystone Pipeline, LP is propesing to consiruct ond operate a crude oil pipeline system
from an oil supply hub in Alberia in Canada to existing terminals in the Midwestern
United States. The primary purpose of the project is to transport crude oll from the
Weastern Canadian Sedimeniary Basin info the United States to meet the growing
demand by refineries and Unifed States markels. in total, the Keystone Pipeline Project
would consist of about 1,845 miles of pipeline, 38 pump stations. and numerous mainline
valves and other aboveground facilities to be constructed in Canada and the United
States (see Figure 1}. The proposed facilities would have the capacity deliver up to
about 591,000 barrels of heavy crude oil per day.!

Paoge |1

{{( Ociober 29, 2007



Figure 1: Keystone Pipeline Project Overview Map

The United States poriion of the project would cross North Dakota, Scuth Dakota,
Nebraska, Kansas, Oklahoma, Missourl, and lllinois. The United States portion of the
project would consist of about 1,371 miles of pipeline, 23 pump stations, 52 mainline
valves, and other various aboveground facilities. In Souih Dakoia, the Keystone Project
would consist of about 219 miles of pipeline, 4 pump stations, and 14 mainline valves
(four of which would be at pump stations) (see Figure 2). Keystone proposes to begin
construction in January 2008. Construction is expected io last 18 months and be
completed in September 2009. The in-service dote of the proposed facilities is
November 30, 2009.7

In addlition io pipeline faciities, Keystone estimates that 21 new electric transmission
lines would be required io provide electrical power fo the proposed pump stations.
According to Keystone, approximately 149 miles of new electric transmission lines would
be consfructed in the United States, including about 63 miles in South Dakota. Electic
fransmission lines would be either &49-kilovolt, or 115-kilovelt and would be constructed
by local utilities.!
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Scope and Methodelogy

The geographic scope of this socioeconomic assessment is limited to South Daketa,
specifically the ten counties crassed by the proposed project: Marshall, Day, Clark,
Beadle, Kingshury, Miner, Hanson, McCook, Huichinson, and Yankfon. Two methods
were used fo gather socioeconomic information for this assessment. The first method
involved research and documentation of existing literalure regarding sociceconomic
conditions of the counties that would be impacted by the project. All sources are
provided in the reference section of this document. The second method involved
inferviews with county commissioners te help identify important ecanomic activities in
the project area and fo identify socicecaonomic concems of the countigs. In some
cases inferviews were conducted over the telephone, and in other cases a wriften
questionnaire was provided. In both cases, a fixed-question, open-response formai was
used for ihe inferviews.

Although electric fransmission lines will be constructed for the project, they are being
reviewed Independenily of the proposed pipeiing. Impoacis associated with electric
fransmission line construction ond operation were limited to discussions of impacis on
employment, eamings, and overall economic output. The eleciic transmission lines
would be located in seven of the fen counties crossed by ihe pipeline, and in Brown
County as well.

Population

South Dokota is situated in the north-central United States and is usually considered o
be a part of the Midwest, although the state is sometimes considered part of the Great
Ploins or the West, The Missour River runs through the central part of South Dakota and
divides the state info two soclally and economically distinct hatves, known fo residents
as "East River" and "Wesi River."?
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Figure 2: keystone Pipeline Projectin South Dakotno
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East River is the porfion of the state of South Dakota locafed east of the Missour
River with about one-half of the land orea and two-thirds of the population of
the siafe. Waest River lies west of the Missouri River with about one-half of the
land area but only of one-third the population. The sfate population was about
782,219 in 20062 Although the state populaiion has increased about 3.6% since
2000, it lags behind the national average of about 6.4%.3

The contrast between Easi River and West River is significant. East River is defined
by fertile farm country. 1t is predominantly @ comn, soybeans, and wheat growing
region with large numbers of pigs and poultry, West River is defined by deep
gorges ond roling plains, [t is predominantly ranching with some dryland
farming. Oiher than aggregaies, all mining in South Dakota (including gold and
other precious metals, industrial minerals, and iron ore) is located in Weast River,
which includes the Black Hills.4

Fast River was seffled largely by homesieaders maving west from lowa and
Minnesota, or immigrants directly by train from eastern United Siates seapors.
West River was settled first by gold-seekers and miners; many from older gold rush
locations such as Montana and Colorado. then followed by ranchers from Texas,
Kansas, and Colorado. As a result, East River has a high Scandinavian and
German-descended population and a culiure quite similar to the Midwest; West
River has a more general populafion and a culture similar to the Great Plains and
Wesi.t The Keystone Pipeline Project would be enfirely in the East River region of
South Dakota.

Deaspite an overall growing population, South Dakota is experencing a irend of
falling populations In rural counties. This frend is sometimes refered to as "rural
fight." The effect of rurdl flight has not been spread evenly throughout South
Dakota, and while most rural counties and small fowns have lost population, the
Sioux Falls area and the Black Hills have gained population. In foct, Lncoln
County, near Sioux Falls, is the ninth-fasiest growing county [by percentage) in
the Uniled Siates. The growth in these areas has compensaied for losses in the
rest of the siate, and South Dakotd's tofal population continuss to increase
steadily, alithough at a slower rate than the nofional avercge2 The proposed
project would cross ten counties in South Dakoia, alf of which are experiencing
rural flight and are sparsely populated. Population count. change, density, and
various demographics for the ten counties crossed by ihe pipeline are provided
in Table 1.

Within the counties crossed by the pipeling, couniywide populations range from
2,553 in Miner Couniy fo 21,779 in Yankion County. The least densely populated
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county crossed by the propased project is Clark County, which has o population
density of 3.8 people per square mile, or about one-third the average density on
a-statewide baosis. The most densely populated county crossed by the proposed
project s Yankton County, which has o population density of 40.9 people per
square rmile, or more than four fimes the averoge density on a stotewide basis.
By way of comparison, densely populated communities in South Daokota, such as
Sioux Falls, have population densities in excess of 2,500 people per square mile.s ¢

Table 1: Populalion Data for the Keystone Pipeline Project

, Populalion Cnunty‘.*:ride Minoclty Bisabled High Sehoot Bachalor's
Popuialion Population _ Degres or
Counly Manie 2006 Chanye Dansil Populalion Population Graduales Hiat
(anas} (2000 - 2006) {:;umy 2000} (200} {2000} gher

12000}

tdarshall 4,430 -3.25% §.0 7.0 11.6% 706% 16.2%

Yankion 21779

Sonrces: 5, 6

Seven communities are within the immediate vicinity (2 miles) of the proposed
project: Raymond, lroquois, Roswell, Carthage, Emery, Spencer, and Yankion.
The smallest community is Roswell, which has o population of 21. The largest
community is Yankton, which has o population of 13,528. The medion
community population is represenied by Carthage, which has a population of
187 5.4

Pipeline construction typically proceeds with numerous crews working in an
gssembly line fashion. The survey crew begins construction, followed by the
clearing crew, the grading crew, the irenching crew. and so on uniil cleanup is
complete. As construction progresses, the workforce migrates down ihe
construction right-of-way from one end of the construction spread fo the olher.
A single pipeline may be divided into one or more construction spreads, with a
separate construction crew working on each spread.

Keystone would utilize one consiruction spread in South Dakota in 2008 and two
spreods in 2009. Keystone estimates that consiruction of the proposed project
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would require a peak workforce in South Dakota of about 600 workers per
construction spread. This equatss io 800 construction workers employed on the
project in 2008 and 1,200 waorkers in 2009.1.7

Keystone estimaies that up fc 15% of the workforce would be local hires and
about 85% would be non-local.  Therefore, during the peak of construction
during 2009, up to 180 workers would be local hires and 1,020 workars would be
non-local. Due io the transitory nature and short duration of pipeline
construction, most non-local workers do not fravel with their families. However,
we know that some non-local workers do and, far the purpose of this assessment,
we estimated that about 15% of non-local weorkers may bring their spouse or
significant other, for an odditional 153 people. It s less likely that nondocal
workers would fravel with school age children. However, for the purpose of this
assessment, we estimated that about 5% of non-local workers may travel with 2
school age children, for an additional 102 people. In total, during the peak of
construction during 2009, South Dakota would experience an influx of up to 1,275
pecple. On a stotewide basis, the influx of non-local workers would be
insignificant ({less than a 0.2% increase). Based on our experience working on
pipeline projects, we believe our estimaies of family meambers fraveling with non-
focal warkers may be high. However, there are no existing studies from which o
derive 0 more reliable number. For the purpose of this assessment, we prefer o
err on the side of caution and to slightly overestimaie potential impacts on
population.

Becouse construction spreads are independent of each cother ond do not
overlap, the moximum number of non-local people in any one county at the
peak of construction in 2009 would be about half of the tolal number of people,
or 638. Although the influx of non-local workers and family members would not
be significant on o statewide basis, the influx of 638 people into any one county
could be more cansequential {anywhere between a 3% and 25% increase).

One mitigating factor on impacts to counlywide population would be the fact
that workers consfruct the pipeline in an assembly line foshion with different
crews working in different lecofions {except thal some workers would be
employed ai more stationary locations, such as pump stafions and vaive sites).
The maximum number of non-local people in any one county at the peak of
consiruction may be reduced by 15% down o 542. The influx of 542 people inta
any one county would be less consequential [anywhere between o 2% and 21%
increase).

Page |7

{{{ OCctober 29, 2007



Another mitigating factor on impacts to countywide pepulation would be the
short duration of the peck of the consiruction season. The fypical pipeline
construction seasons starts in May and confinues through November. Bosed on
our experience, only a few workers are needed In the spring at the start of the
seqson. Workers are added until construction reaches ifs peak in the summer.
Workers are removed in the fail as the project winds down, until construction
stops for the winter. Figure 3 illustrates the possible influx of nondocal waorkers
over the course of d construciion season for a single spread.

A third mitigating factor on population is the fact that most nen-local workers
and their families will reside in larger communilies within a reasonable
commuling distance (50 miles) of the project where femporary housing {such as
rental units, hotfels, and motels) & more widely ovoilable. These larger
communities might include Aberdeen {population 24,071}, Mitchell {population
14,857), Sioux Falls {population 142,3%96), Watertown [populaiion 20,526}, and
Yankion {population 13.747). The addiiion of 542 people {o these communities s
much less significant [only between a 0.4% and 4% increase) 5

Figure 3: Possible influx of Non-local Warkers for a Singte Spread
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A final mitigating factor is rural flight. The influx makes up for only about one-third
the papulation lass since 2000. Seven of fen counties have lost population since
2000. When combined. dll ten counties show a cumulative ioss of 3,109 people
since 2000. Assuming population loss occurs at the same rate until 2009, the
curmulative population loss is expected 1o reach 3.997.5 The total population
influx from the proposed project is 1,275 in 2009, which is significanily less thai the
populaiion loss.
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After construction, there would be no long-term Impacis on popJaiion.
Keystone would hire three empioyees locdlly 1o support operation of its pipeline.

Employment

South Dakota boasts one of the highest employment-to-population ratios in the
United States.® Employment in the project arec ranges from 93.5% of the labor
force to 97.7% of the labor force. The employment rate in five of the ten
counties crossed by the proposed project is equal to or higher than the state
average. The number of unemployed persons in July 2007 in the ien counties
crossed by the proposed project was estimated af 1,237, or 3.0% of the labor
force [which is slightly higher than the state average of 2.8%). The labor supply in
the ten counties crossed by the proposed project in July 2007 was estimoted at
5175510 Lapbor supply includes those whao cumently hold jobs and would like to
change, and those who, for a variety of reasons, do not have jobs. Table 2
provides employment data for the project area.

Table 2: Employment Daa for the Keystone Pipeline Project (July 2007)
Lnbor Force Employment Unemploymeet Laboe Supply Unemploymant Aale Change
{peopiz) {proplin) {people} {people) Hale (%} Slnee 2000 %)

County Name

 Hanson 2043 1,802 &1 175 30 Y

-u!:r P

S[J!:IITCE.‘.;.EE 2,10

Impacts of the proposed project on employment would be beneficial. The
proposed project would directly affect unemployment in the counties offecied
by the project by hiring locatl workers and during the construction season. While
most workers would be non-local, up ic 180 workers would be hired locally during
the peak of consiruction in 2009. About haif as many workers would be hired
locally in 2008. In Souih Dakota, most consiruction positions are typically filled by
high schoaol and college students and educational siaff who find summer jobs
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whien school is no longer in session.!' Assuming there are no dramatic changes
over the next few years, the labor supply should be more than sufficient fo
accommaodate focal hiring.

The proposed project also would indirectly affect unemployment by stimulating
the local economies and motivating local businesses fo hire additional
employees 1o support construciion. Non-local workers would increase demand
for goods and services from local husinesses, which would, in turn, encourage
local businesses 10 hire additional employees. Based on the regional input-
ouiput multiplier analysis conducted for this project (see the Economic Ouiput
section). up to 448 jobs would be indirectly created or induced as a result of
construction. These jobs range from retail jobs o agriculiural jobs.'é

When considering jobs direcily and indirectly createcd by construction, a total of
825 local jobs would be creaied by the project.’® The counties crossed by the
pipeline presertly have a labor supply of 5,175 and unemployment of 1,237,710
Assuming that the labor supply and unemployment levels remain steady uniil
construction and those who currenily hald jobs and change would be replaced
py those who do not have jobs, the labor supply would be expected fo drop
from 12% of the total labor force to 10%. Unemployment would be expected to
drop from about 3% o 1%. OFf course, labor would like alse be obtained from
some of the larger communifies in adjacent counties, so labor supply and
unemployment probably would not dip guite so low.

Many economists see the labor market similar o other markets that are affected
by supply and demand. The forces of supply and demand jointly deiermine
price {in this case the wage rate} and guantity {in this case the number of
people employed). The increase in demand for iabor as a result of canstruction
could lead to upward pressure on wages, even more 50 because the labor
market differs from other markets. Perhops the most important of these
differences is the function of supply and demand in sefting price and quantiiy.
In markeis for gooeds, if the price is high there is a tendency in the long run for
more goods to be produced until the demand is satisfied. With labor, overall
supply cannot effectively be manufaciured because people have a limited
amount of fime in the day, and people are not manufactured. A rise in overall
wages will not necessarily result in more supply of labor. Furthermore, a rise in
labor wages may, in some cases, result in less supply of labor as workers take
maore time off to spend their increased wages, or it may result in no change in
supply. Within the overall Jabor market, parficular segments are thought to be
subject to more normal rules of supply and demand as workers are likely fo
change job types in response to differing wage rates.?
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The labor market may also be affected by unions and collective bargaining,
meaning that the relafive negotiating strength, objectives, and aptifude of the
unian could impact labor price and quantity. There s much debaie about the
function and value of unions in our economy. Many economists belisve unions
have beneficial economic effects, such as higher woges and better benefiis.!'?
Union workers are maore apt ic be in higher earning ranges and have better
employee benegfits than nonunion workers.’® ¥ Other economisis, however,
view unions largely as monopolies in the labor market whose primary economic
Impact is to raoise members' wages ot the expense of unorganized labor and of
the efficient functlioning of the economy.V’7 Regardless, the consiruction
contfractor likely would be unionized on the proposed project and up to 180
workers would be hired through local union halls {about 22% of local hires).
Aboui 645 local jobs could be creaied through indirect or induced market forces
in potential non-union settings {about 78% of local hires).

After construction, Keysione would hire three employees locally to support
operation of ifs pipeline.?? Besides the local hires, an additional 58 jobs would be
gxpecied fo be created indirectly as a result of operation of the pipeline (see
the Econamic Cuiput section). As many as 20 jobs would be added to ufility
indusiry fo produce and deliver the eieciricity required by the pump stations,
and up 1o 2 jobs would be added to the construction indusiry jo indirectly
support pipeline maintenance activities. Overdll, leng-tenm impacits on labor
would be expected o be beneficial.

Earnings

in 2005 South Dakotc had a per capita personal income of $31,811, which
ranked 29" in the United States and was 22% of the national average of $34,685.
Over the previous decade, the average annual growih rate of per capita
personal income was 5.0%, which exceeded the average annual growth rate for
the nation of 4.2%. Earnings of persans employed in South Dakota increased
from $17.5 billion in 2004 to $18.1 billion in 2005, an increase of 3.2%. Over the
previous decade, the average annual growth rate was 5.6%, which slightly
exceeded the average annual growth rate for the nation, which was 5.5%.13
Table 3 provides earnings data for the project areaq.

Impacts of the proposed project on eamnings would be expected to be
beneficial. According to one estimaie, for every doliar spent on construction in
South Dakoia, about 37 cents is earned by construction workers in South Dakota
as salary and wages.'®  Based on this model, eamings in the counties crossed by
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the project would increcse by about $34.3 million. Indirect and induced
egarnings would add about $18.4 million to the project total {see the Economic
Qutput section). When compared o the aggregate earmings of the fen counties
crossed by the pipeling, the proposed project wauld have about a 2% impact on
earnings. The annualized earnings of a ful-time-equivalent pipefine consiruction
worker would be about $38,026, which is 10% higher than the ten-county median
of eamnings per employed person of $34,485.

Table 3: Earnings Data for the Keysione Pipeline Preject (2005)

Counly Namg Earnings {3) Employed Parsons Earnings per Ferson [§)

g

Sources: 14, 15

TransCanada estimoies that workers on its project would eamn about $53 million,
which is significanily higher than the estimate of $34.3 million from the statisticat
model. TransCanada's estimate also fakes info account the fact that labor
would account for a larger percentage of local expendiiures since most
construction materials {e.g., the pipe. valves, pump motors, efc.} used during
consiruction would be imported into South Dakota from areas ouiside of the
state. Accordingly, for every dollar spent in South Dakota on construction, about
82 cenis would be eared by consiruction workers as salary and wages. Using
TransCanada’s estimate, the earnings per annualized full-time worker would be
about $58,758, which Is about 70% higher than the ten-county median.

Affer construction, Keystone would hire three employees locally to support
operation of its pipeline. Annval earmings assocciated with the three hires would
be about $237,000. In addition, 58 jobs with annual eamings of about $2.6 milion
would be expecied o be indirectly induced by the pipeline (see the Economic
Qutpui section). When compared fo the aggregate eamings of the ten counties
crossed by the pipeline, the proposed project would have less than o 0%
impact on annual ecrnings.  Overall, impacts of ihe proposed project on
earnings would be beneficial.
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Economic Output

The gross stafe product of South Dakota was $32.3 billion as of 2006. The service
indusiry was the largest economic condributor in South Dakota. This sector
includes the retail, finance, and healih care industiies. Government spending
was another important segment of the siate's economy, providing over 10% of
the gross state product.?

Agriculture has historically been a key component of the South Dakota
economy. Although other indusiries have expanded ropidly in recent decades,
agricultural production is sfill very impaortant to the state's economy, especially in
rural areas. Major products of South Dakota agriculture include beef, wheat,
com, pork, wool, scybeans, oats, mutton, clfalfa. sunflowers, and pouliry.
Agricubiure-related industies such as meat packing and ethanol production also
have a considerable economic impact on the siate. South Dakota is one of the
top five ethanol-producing states in the nation.?

Another important sector in South Dakotd's economy is tourism. Many travel to
view the atiraciions of the state, particularly those of the Black Hills region such
as historic Deadwood, Mi. Rushmore, and the nearby staie and national parks.
Onre of the largest tourst events in the state 5 the annuagl Sturgis Motorcycle
Rally. The event drew over 450,000 attendanis in 2006, which is significant
considering the state has a population of only 750,000. [In 2004, tourism provided
an sstimated 33,000 jobs in the state and contributed over $2 bilion fo the
economy of South Dakoia.2 '

A basic regional inpuf-output multiplier analysis wos conducted for the Keystone
Pipeline Project fo estimate overall economic impaocts of constructing and
operating the proposed pipeline system in the ten counties crossed by the
pipeline. The anclysis accounied for the direct increase in demand for local
goods and services that would result from the proposed project, as well as the
indirect and induced demand for local goods and services. indirect effects are
changes in backward-inked industries due to the new dermand of the directly
affected industry. For example, demand for 51 million worth of apples from the
apple industry will require the fertilizer industry fo increase its output as well.
Induced effects take this linkage a step further and mecasure the changes of all
industries ouiput as a resull of changes in household consumption generated
from the increased household income stermmming from the direct and indirect
effects of business activity. These types of indirect and induced effects are often
likened to a ripple through waiter.
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Economisis have come up with a model for estimating the ripple eifect of
changes in the economy. This model is complex and relies on multipliers, which
are numerical coefficients which relate a change in demand in one industry to
consequential changes in total output, wages, and employment in other
industies. Fortunately, the United States Department of Commerce, Bureau of
Economic Analysis maintains and periodically updates multipliers, which can be
used fo estimate economic impacts. The multipliers preduced by the Bureau of
Economic Analysis are known as fhe "RIMS I" multipliers, RIMS being the acronym
for Regional Input-Output Modeling System.

RIMS II multipliers were obtained for this project from the Bureau of Economic
Analysis to calculate the economic impact of construction and operation of the
proposed project. Empirical tests indicate that RIMS | vields multipliers that are
not subsiantially different in magnitude from those generated by regional input-
output models based on relatfively expensive surveys. For example, & comparison
of 224 indusiry-specific muliipliers from survey-based faobles for Texas,
Washingtan, and West Virginia indicates that the RIMS Il average muliipliers
overestimate the average mullipliers from fhe survey-based tobles by
approximately 5%. For the maiority of individual indusiry-specific mullipliers, the
difference between RIMS Il and survey-based multipliers is less than 10%. In
addition, RIMS § and survey multipliers show statistically similar disiributions of
affected industries.?

The ouiput mulipliers represent the tofal dollar chonge in output (total
expenditures) that occurs for each addifional dollar of output [direct
expenditures). For example, an outpui multiplier of 1.50 for hotels and lodging
places means that for each $1.00 spent for lodging, an additional $0.50 is spent
by the locdging establishment and supporting industries {wages, goods and
services, capital improvements). The $1.00 is the direct expenditure, the $0.50 is
the indirect and induced expenditure and $1.50 is the tcial economic impact.
Similar mutltipliers are used fo estimate impacts on earmings and the number of
jobs supported.?t

The regional mulliplier analysis conducted for the proposed project is
compilicated by five faciors. First, the project s much larger than the ten
counties crossed by the pipeline in South Dakote and much of the work would
be completed by companies from outside the region. The regional multiplier
analysis should evcaluate only that part of the project that s associated with
purchases from firms located within South Dakota, mainly the counties crossed
by the pipeline. Keystone estimated that purchases from within South Dakoia,
including labor, would be about $465.0 million.22
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Second, the preposed project would involve construction of 43 miles of electric
fransmission ines in the project area. Even though the electdic fransmission lines
are being reviewed independently of the proposed project, they should be
evaluated as part of the regional mulfiplier analysis. Keystone estimated that the
cost of the new electiic fransmission lines would be about $28.2 million.22

Third, a large part of the construction werk force working in South Dakota would
be comprised of non-local workers. The regional muliiplier analysis should adjust
for differences in spending between local and non-tocal warkers. Propensity to
consume locally is lower for non-local workers than local workers. For example,
the analysis should account for non-local workers sending a portion of the
earnings to family members outside the project area. Also non-local workers are
more likely to confilbute a larger share of their eamnings toward travel
accommodations and food service. Differentiating between local and non-
local warkers was beyond the scope of this assessment, and local and non-local
workers were treated identically, with a clear understanding of the limitations of
doing so.

Fourth, a detailed analysis depends on accurate and complete data regarding
initial changes. For example, using a "bill-of-goods” breakdown can betfer
identify good and services 1o be purchased locally and how those purchases
would affect the regional econorny. Additiondlly, a bill-of-goods breakdown
aliows final-demand changes to be separated info producers’ prices which can
account far production costs, fransportation costs, and frade margins. A bill-of-
goods was not available for the Keystone Pipeline Project: therefore, this
assessment provides only @ general iinal-demand onalysis.

Fifth, the proposed project would involve two phases with different economic
impacis associated with each phose. The regional muliiplier analysis evaluoted
the consiruction and operation phases separately.

The total cost of purchases from the South Dakota counties affected by the
project would be about $93.2 milion [see Table 4}. The conshruction cosls
include goods and services, including labor, for building the proposed pipeline,
pump siations, and mainline valves, as well as the associated electic
fransmission lines. The annual cost of purchases from within the counties
aoffected by the project for operating the pipeline would be about initialiy $11.0
milion. The annual operafing costs include the cost of electicity to run the
pump stations and mainkine valves as well as the cost of maintaining and
repairing the pipeline {see Table 4).22
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Based or RIMS I muliipliers for the counties affected by construction, for every
$1.00 spent by TransCanada in the project area for construciion of the pipelineg,
an addiiional $0.70 of indirect and induced oufput would be expected from
other industies. TransCanada is planning fo spend about §23.2 million in the
project crea for construction of the pipeline. Therefore, an additional $45.2
mitlion of indirect and induced output would be expected in the construction
and other industries. The largest total outputs would be felt by the construction,
retail frade, and healih care industies, as well as paossibly the accommeodations
cand food services inclustries (see the
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Table 4; Estimated Cost of the Keystone Pipellne Project
Prajeci Component Regional Cost

 Pipale, Putp Stalions, Mainine Valves 565,000,000

OPERATION {annualy

nietiance & Repair

Souree: 18

Tounsm section). When comparing the tofal project ouiput to the gross state
product for 2005 the economic impacts of the proposed project seem
inconsequential {only about 0.5%). On o countywide basis, however, the
impacts would seem more appreciahle. Expected fotal output, earnings, and
nurnber of jabs created during construction are listed by indusiry in Table 5.

During operation of the pipeling, for every $1.00 spent by TransCanada in the
project area, an addifional $0.33 of indirect and induced output would be
expected from other industiies. TransConada is planning on spending about
$11.0 milion annually in the project area for operation of the pipeline. Therefore,
an additional $3.6 million of indirect and induced cutput would be expected in
other industies.  The largest total outputs wouid be felt by the utiifies,
construction, and fransporfation and warehousing indusiries. When comparing
fhe total project ouiput to the gross state product for 2005, the operation of the
pipeling would have minimal impact {less than 0.05%). Again, however, the
impacts would be maore oppreciable on a counfywide basis. The expected total
ouipui, samings. and number of jobs created during operation are listed by
industry in Table 5. ‘

In general, additional econemic output is ceonsidered o beneficial impact
because it results in additional jobs ond wages. However, as demand for iaber
rises, so can labor costs.  For economic output fo be considered beneficial,
increases in revenues must exceed increases in cosls. As previously discussed,
the labor supply in the area appears to be sufficient fo accommodate the
additional jobs. Furthermore, labor costs in the indusiries most affected by the
project are less than ons-third of revenues, suggesting that the net economic
impact of the project would be beneficial.
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Experence and common sense suggest that ceriain businesses and industries
may be affected differently than indicated by the regional input-output modei.
In the cose of agriculture, construction of the pipeiine would remove standing
crops from the project area and potentially disrupt farming operations, ihereby
reducing the actual ouiput predicted for the  agricultural
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Table 5: Economic Impact of the Keystone Pipeline Project

Construction {ane-ime} Operslion fannualy
Outpul{&} Earnings {8} Empl. flobs}) Oulput{5} Earinns [$) Empl. {jobs)

Industry

Klining

Constiuchion 93,510,080 34,484,000 14137 1,108,092 406,420 12

Transporiation snd Warehousing™ 932,000 24 618,130 133,030 3

LT

Finance ani fnsumnce 286,270

Professional, Scienlific, and Technica! Senvices

Aitministrilive and Waste Mamt. Sarvices 1,550,960 507,160 ;| 86,364 30,784 1

181,150

Ty

Hagath Cire and

. . ne;
= E:

Social Assistanca 3,355 410,284

Accommutation @nd Food Servicss 761,240 &0 152,858 12,566 3

()

1]

lmgmm

Households

2,874,392

158440000 52,835,080 1,655 14,500,610 2875402 t

"Includes novemment

*The number of direcl coastruction jobs estimaled by TransCanade was 1,200, which is higher ihan the aursber of lolal jobs cstimaled ihough the
RIMS N analysis. The construction jobs eslimaled trovgh RIMS 11 analysis would be abaul 1,809 direci consiruciion Jobs and 4 inditect and induced
construction [obs for g jatal of 1.613 construclion jobs, The TransCanada esfimale is expecled (o e more accule,

Source: 16

industry. In the case of accommodations and food services, the influx of non-
local workers fo the area would likely cause a much greater impact on the
accommodations and food services indusiries than predicted by the model.
Specific impacts on agriculiure, jourism, development, housing, ufilities,
educafion, law enforcement, emergency response, health care, roads, and
taxes are discussed in more detaill in the following sections.

Agricu]ture

The proposed pipeling would affect approximately 2,149 ocres of cropland.
Short-term impacts associated with construction would include loss of standing
crops within the consiruction work area and disrupiion of farming operations in
the vicinity of project activities during construction. Installotion of the proposad
pipeline would fake row crops aut of production for one growing season. Afier
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construction, agriculiural areas, including the permanent righi-of~way, would be
allewed o revert o former agricultural use.

A varety of field crops are produced in the ien counties crossed by the
proposed pipeline. Soybeans and comn account for more than two-thirds of all
acres harvesied.  OCther common field crops include wheat, hay, oats,
sunflowers, barley, and flaxseed. Based on 2006 harvest acreages, yields, and
prices, ihe proposed project would result in the loss of about $550.000 of field
crops during construction. This loss would offset a large portion of the $605,800
gain in the sector predicted by the regional inpuf-cutput model.  However,
compared to the 2.7 million acres of cropland in the ten counties crossed by the
pipeline that were harvested in 2004, the acreage of cropland land taken out of
production would be insignificant {less than 0.1%).25 26

To miligate impacts on farmers, TransCanada would compensate farmers for
crop loss and oiher associated domages. Farmers would be compensated 100%
of the value of the crop lost when the crops are taken out of production during
the year of construction. With the understanding that the land could fake
several vears to return to previous production levels, TransCanada would
compensate farmers 75% the value of the crop lest the year after construction,
and 50% the year after that. @

In reality, some agricultural land and hay fields may experience reduced yiglds
grecter than those anticipated by TransCanada’s compensalion package.
Also, yields of some fields could take longer than fwo years 1o retumn io previous
production levels. TransCanada has indicated that it would monitor the yield of
land impacied by construction with the help of agriculiural specialists when
requested by the landowner. If alterations are indicated from that of adjocent
londs, it would compensate the landowner for reduced vields and implement
procedures o refurmn fhe land o equivalent capcbility. We believe that
landowners may nat be aware fhat they can request yield monitoring, especially
two or more years after construction. Therefore, we recommend that:

« TransCanada monitor the yield of agriculfural lands and hay fields
impacted by construction, except where monitoring is waived by the
landowner in writing. Monitaring shall be conducied until the area is
successfully restored to yields which are similar fo adjaceni portlons of the
same field that were not distutbed by construction. TransCanada shall
compensate the landowner for reduced yields at market rates until the
area is successfully restored.
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Tourism

Many of the tourist atfractions that South Dakota is fraditionally known for, such
as Mount Rushmore, the Black Hills, Sturgis Motorcycle Rally, Wall Diug, occur in
the western part of the stafe. However, the eastern part of the state s well
known for huniing, fishing, and other types of outdoor recreation, such as hiking,
biking, camping, birding, and snowmobiling. There are numerous siate parks,
local museums, fairs, and special events in the eastem part of the state and the
counties crassed by the project.

During construction, non-local werkers would demand many of the same goods
and services as tourists. For example, construction warkars would utilize hotels,
motels, restaurants, and drinking establishments that are alse commonly used by
tourists.  The influx of non-local warkers to the area would likely couse a much
greater impact on ouiput from the cccommodations and food services
industries than the $2.7 milion predicted by the RIMS Il model. Based on the
construction schedule, number of non-local workers, and 2007 per diem rates
{$109 per day), the accommodations and food services industries could see
output of up to $23.0 milion, or about 8.5 times the oufput predicted by RIMS I1.28
Even if only half of that amount is spent on food and lodging by non-local
workers, it Is still significanily greaier.

The increase in demand for accommodations and food services would normally
be considered positive economic impact, but dlso could be considerad
negative if non-local consiruction workers crowd out or displace fraditional users.
For example, construction workers could fully occupy hotels and motels in an
area and displace hunters during hunting season, fhereby negatively impacting
tourism. An evaluation of hote! and motel occupancy rates suggests that the
project area has adequate hotel and motel availability to serve both traditional
users and the influx of non-local workers {see the Housing section below].

Perhaps the most imporiant fourist activily in the counties crossed by the
proposed pipeling is hunting. Beadle County is known by many visitors as the
pheasant capitdl of the world. Each year thousands of hunters from out of state
go fo Beadle ond surrounding counties for pheasant hunling from late October
fo early jonuary?® Hunting in the Immediate vicinity of the project would be
affected during construction. Construction noise and activity would encourage
most wildlife fo move out of the project areo and would result in a diminished
hunting experience. Addifionally, huniing would be prohibited within the project
right-cf-way for safety reasons. Three factors would mitigote impacts on hunting,
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First, there is an abundance of hunting territory adjacent to the proposed
pipeline. Second, construction would be winding down as the hunting season is
starding.  Third, hunting would only be prohibited in those areas where
consfruction is octive. No impacts on huniting would be expected affer
construction.

The only designaied recreational area directly affected by fhe proposed
pipeline would be the Missour River, which has been designated a National
Recreaiional River. Rivers with fhis designation are preserved because of their
reamarkable scenic, recreational, geologic, fish and wildlife, historic, cultural, or
other similar values. TransCanaoda is proposing o drill a hole under the river and
insiall the pipe through the hole without affecting the bed, banks, or water
quality of the river or areas within the National Recreoiional River administrative
boundary.! Therefore, the project would not result in significant odverse impacts
an the river or associated recreafion.

County commissioners were contacted io determine if there were ony special
gvents in the project area that could be affected by construction. such as
marathon routes or other events that would reguire coordination during
construction. The counfy commissioners did not ideniify any special events that
would require special coordination as of the dafe of this assessment. However,
we note that Beadle County hosts the state foir in early September each year. In
recent years, the fair has seen attendance dwindle and the fair has risked
cancellation. However, in 2007, the fair saw a rebound. Attendance was up
around 151,000 and camping in the main campground was sold out prior 1o
opening day. The influx of non-local workers could result in increased fair

aftendance and revenue, but could also increase competition for limifed fair -

resources, such as compsites. Because the fuiure of the fair is sfill somewhat
uncertain and the infiux of workers has potential o both positively and
negatively impact the fair, we recommend that:

» TransCanada coordinate project activities with {air administrators so as to
best make use of fair resources for fraditional users as well as consfruction
workers,

Development

The proposed project does not cross commercially or industially developed land
in South Dakota, although ii also passes within about 2,000 feet the Spencer
Quarry, o quanzte quarry and asphalt plant, in McCook County. It aiso crosses
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a few farmsteads ond approaoch o few areas of suburban residential
development along it route, paricularly on the south end of the project near
Yankton. Impacts of construction on residences could be significant on a site-
specific basis, and might include noise and dust generated by construction
squipment, limited access to properly, increased fraific and congestion on
nearby roads, and Joss of valuable trees and landscoping. Communicating
information aboui project schedules, employing appropricte safely procedures,
and restoring affected areas can mitigate these impacis.  Therefore, we
recommend that:

« TransCanada prepare and submit to the South Dakola Public Uiiities

Commission for review and approval a residential mitigation plan to:

a. coordinate conshuction work schedules with affected residential
landowners prior to the siart of construction;

b. maintain access to all residences, except for brief periods essential to
pipe-laying as coordinated with affected residential iandowners;

c. installing temporary safely fencing to conlrol access and minimize
hazards associated with an open tfrench in residential areas;

d. notifying affected residenis in advance of any scheduled disruption of
ufilities and limit the duralion of any interruption to the smallest fime
possible;

e. repalring any damages to property that result from construction
activities; and

f. restoring all areas distutbed by construction to preconstruction
conditions or better.

After construction, cerfain struciures and uses would be prohibited on the
permanent pipeline right-of-way, including consfruction of aboveground
structures, consiruction of sepfic systems, planfing or culfivation of frees,
quarry/mining. or any other activity that could affect TransCanada’s ability to
scfely operate, access, maintain, or repair its pipeline. These restrictions would
not necessarily resirict fulure development of a pariicular parcel of land, but
could affect the physical layaut of how the particular parcel is developed and
the manner in which it is developed.

Frequently, propery owners affected by pipeline projects are concerned about
property devaluation caused by damage from construction and a permanent
pipeline easemeant. An easement would be used to convey both femporary (for
construction) and permaneni righis-of-way to TransCanada. The easement
would give TransCanada the right fo construct, operate, and maintain the
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pipeline, and establish a permanent right-of-way. In return, TransCanada would
compensate the landowner for use of the land.

TransConada  would  utilize femporary and permanent sasements  with
landowners as well as conshuction restriction agreements. The temporary and
permanent easement agreements between TransCanada and the landowners
would specify compensation for damages 1o property during caonstruction, loss
of use during consfruction. loss of renewable and nonrenewohble or other
resources, and, in the case of permanent easements, allowable uses of the
permanent ight-of-way affer construction.  Construction restriction agreements
would address avoidance or mitigation mecsures for a particular piece of
property fo be implemented during construction, such as fopsoil stripping or
grazing deferments.?0

According to TransCanada, it would compensate landowners for a permanent
easement al the lull market value of the land offected by the pipeline just as if it
were purchasing fhe land in fee. TronsCanada would compensafe at half
market value for areas that would be femporarily disturbed during construction
but weuld not be retained permanently for operation of the pipeline.2 If an
easement cannot be negotiafed with the landowner, TransCanada moy be
able to obtain an easement by the use of eminent domain. In this case, the
landowner would still be compensated by TransCanada, but the amount of
compensation would be determined by the cours.

The effect that a pipeline easement may have on property values is o domage-
related issue that would be negotiated between the paries during the
easament acquisition process. The easement acquisiiion process is designed to
provide fair compensation to the landowner for the right fo use the property for
pipeline construction and operation. Appraisal methods used fo value land are
based on objeciive characteristics of the property and any improvements. f an
easement cannot be negotiated with the landowner and the project is
approved by the South Dakota Public Utlittes Commiission, state law would allow
fransCanada to obtain an easement by use of eminent domain. In this case,
the property owner would stil be compensated by TronsCanada, buf the
amount of compensation would be determinad by the courts.

The impact a pipeline may have on the value of a fract of land depends an
many factors, including the size of the fract, the values of adjacent properties,
the presence of other uiilifies, the curent value of the land, and the cument land
use. Subjective valuation is generdlly not considered in appraisals. This is not fo
say that the pipeline would not offect resale values. A potential purchaser of
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property may make a decision to purchase land based on his or her planned
use. An indusirial user might find the pipeline [i.e., o potential source of energy
for an industrial plani) preferable, whereas a farmer or resident might find it
objectionable. If the presence of a pipeline renders the planned wse infeasible,
T 15 passible that a potential purchaser would decide not to purchase the
property. However, each potential purchaser has different criteria and differing
capabilities to purchase land.

Fears about pipeline safety and diminished market value of property due to such
fears can also be a concemn. In 1994, the Fifth Circuit Court of Appeals upheld
the idea that i is proper to consider diminished market value due to general
public fears, though as a separate item of daomage, it might be too speculative
and conjectural.  The court acknowiedged that the value in any given
candemnation case will always be a matier of opinion for competing appraisal
experts o set forth and for a fact finder to ultimately decide @ In 2001, a study of
four communities around the United Staies funded by the Inferstate Natural Gos
Association of America provided evidence suggesiing that fears about pipeline
safety and encumbrances from easements had no significant impact on the saie
price or demand for properties located along pipeline rights-of-way 32

Property taxes for a piece of property are generally based on the actual use of
the land. if a landowner feels that the presence of a pipeline easement reduces
the use or value of his or her land, resulting in an overpayment of propeny faxes,
he or she may appeal the ssue of the ossessment and subsequent property
taxation fo the local property tax agency.

Housing

Although the proposed pipsline would be constructed in o mostly rural
environmeni, housing is thoroughly developed in the project area. Permanent
housing in the ten counties crossed by the proposed pipeline consists of aver
36,000 houses and apartments, nearly 5,000 of which are vacant. Of the 5,000
vacant houses and apartmenis, an estimated 1,434 are available for short-term
or seasonal rental. There are clso at least 24 hotels and motels and 3 recreation
vehicle parks ond campgrounds available for short-term rent in the counties

crossed by the pipeline. The 24 hotels and motels have about 1,059 rooms. 33 34
35

Hotel and motel cccupancy varies by location and season. Summer months
typically see the highest accupancy, while winter months see the lowest. The
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highest average occupancy rate in 2006 was 67% and occurred in July. The
lowest average occupancy rate was 37% and occurred in December. Assuming
that short-term house ond apartment accupancy rates are similar to hotel and
motel occupancy rates, between 845 and 1,353 total units {houses, aparfments,
hotel rooms, and motel rooms] would be expecied to be available for
construction workers depending on time of year.33.34.35

Although not necessarily within the counties crossed by the project, several
larger communities are within a reasonable commuting distance (50 miles) of the
project, These larger communities include Aberdeen, Mitchell, Sicux Fdlls,
Waiertown, and Yankton {which are in a county crossed by the pipeling]. These
communities have an estimaied 304 short-ferm house and opartment units; 1
hotels and motels; and 6 recreation vehicle parks or campgrounds availabie for
short-term rent.33.34 3¢

The ¢1 hotels and motels have about 4,945 total rcoms. The highest average
occupancy rate last year was 73% and occurred in July and Augusi. The lowest
average cccupancy rate was 44% and occurred in January. Assuming that
shori-term house and apartment cccupancy rates are similar to hotel ond motel
occupancy rafes, between 1,263 and 3,121 totai units {houses, apartments, hote!
rooms, and motel rooms) would be expected to be availoble for construction
workers depending on time of year.33.34.36

Most non-local project workers would use femporary housing, such as renfal
units, hotels, moiels, and possibly campgrounds and recreational vehicle parks
during their stay. Demand for temporary housing would go up during
construction as o result of non-local workers moving into the area and would be
expected fo peak in the summer months of July and August, which incidentally
coincides with peak occupancy for hotels and motels. An estimated 510
housing units would be needed for the expected influx of non-local workers and
their family members at the peak of construciion in 2008, and 1,020 housing units
would be needed at the peck of construction in 2009 (assuming that
accompanying family members occupy the same housing unit as the non-local
worker).

The expected worker influx compared 1o housing avoilability indicotes that the
project area would have adequate housing available 1o serve the influx of non-
tocal workers during construction, especially considering the fact that some
larger nearby communities, such as Huron and Brookings, were not even
evaluated for housing availability. Further, if workers were o only occupy hotels
and motels, it appears thal there would be sufficient vacancy for the workers.
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Figure 4 illusirates the demand for temporary housing compared to the
expected ovailable temporary housing within the project area during the peak
of construction.

Despite an adequate supply of hotel rooms, supply and demand suggest that
the influx of workers waould creaie upward pressure on the cost of hotel and
mofiel lakbor as well as the price of hotel and motel rooms. It is also likely that
some hotels and motels would experience full occupancy and fradlifional leisure
or business tfravelers that frequent those parficular establishments could be
displaced to other establishments. These impacts would be temporary and
would last for the duration of construction only. After construction, there would
be no long-term impacts on housing as TransCanada would employee only
three local workers 1o support cperation of is pipeline.

Figure 4: Housing Supply and Demand for the Keystone Pipeline Frojeci During the Peak
of Construciien
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Utilities

Most houses, aparfments, hotels, and motels that would be utlized by
consiruction workers are clready serviced by existing ufilifies, such as gas.
electric, water, sewer, solid waste disposal, and telephone.  Recent rural flight
has left the area with o more robust infrasiructure than is needed by the current
popuiction. Just a few years ago, the ten counties crossed by the proposed
pipeline supported a populafion greater than that expected ofter the influx of
non- local workers and their faomily members’  Although project personnel
renfing houses or apartments may need fo sign up for new utility services,
construction of new ulility infraskucture {other than the electric fransmission lines
to serve the four new pump stations} would net be required.

Caonstruction of the proposed project would result in increased utilization of solid
and hazardous waste facllites In South Dokota.  Waste from  pipeline
construcfion typically includes ifree stumps, rocks, spacer ropes, welding rods,
end caps, pipe shavings, paper, cardboard, oll, grease, paint, solvents, office
waste, and other miscellanecus frash and debris. Mo highly foxic or unusual
waistes would be generated by the project. According fo TransCanada, the
amount of waste generated by construction shouid be able to be handled and
disposed of at lacal llcensed waste disposal sites.?

After consiruction, minimal waoste would be generated by cperation of the
pipeline in South Dakota. TransCanada would likely subscribe fo local waste and
sanitary services for its pump stations.

Education

Impacits on the existing school system are expected to be minimal. Due io the
transitory nature of construction, most workers da not fravel with their families or
school-age children. Nonetheless, we assumed ithat about 5% of non-local
waorkers may tfravel with 2 school-age children, for o total of 102 children during
the peak of construction. Assuming that school-age children cre evenly
disiributed beiween oll grade levels {kindergarten fhrough 12 grade] only
about 8 chiidren in each grade level would move inio the project area.
Because the pecak of conshuction cccurs during the summer months when
school is nat in session, the educational system would need fo accommaodate at
most é children in each grade level during the beginning of the school year.
Figure 5 illusirates the number of children per grade level that could potentially
move info South Dakota. The existing educational system should be able to
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accommodate this small influx of students. Furiher, this estimate is probably high
becauss, more lkely than not, school age children would return to their
permanent residencs outside of South Bokota at the start of the schoal vear.

Law Enforcement & Emergency Services

Public safety and law enforcement in South Dakota is provided by a variety of
federal, state, and local agencies. Mast law enforcement s provided on a local
level by city police departments or county sheriff depariments. According fo the
United Siates Department of Justice, the ten counties crossed by the proposed
pipeline employed 130 full-time low enforcement officers in local sheriff and
police departments in 2006. This equates 1o a ratio of 1 local law enforcement
officer per 587 peaple, or 1:587.%.38 During the peak of consiruction, the ratio
would be
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Figure 5: Possible Number of School-Age Children in Each Grade Level
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reduced slightly to about 1:597. To mainiain ihe ratio of law enforcement
officers per person, 2 addilional officers would be required during the peck of
construction.

All fen counties crossed by the proposed pipeline have lower rates of violent
crime and property cime than the sictewide average. ¥ Historical doia suggests
that the influx of non-ocal werkers an pipeline projecis does not affect local
crime rates. In the summer of 2004, a 380-mile-long pipeline was constructed
across Colorade and Kansas. The project crossed nine rural counties in Kansas
and five rural counties in Colorado. The project employed a werkforce similar in
size fo the workforce proposed on the Keystone Pipeling Projeci® The
Department of lustice crime data for sheiilf offices in the counties crossed by the
project in Kansas and Colorado showed no discernable crime bump in 2004
attributable to construction. In fact, property crime reported by the sheriffs’
offices was at its lowest rate compared 1o the four years preceding and one
vear following consfruction and vicient crime was slighily lower than average
(see Figure 4).40

As with local law enforcement, demand for firefighling or other emergency
services would not be expected 1o increase dramatically during construction.
The community infrastructure just o few years ago accommeodated o larger
populaiion thon the increase expected from the influx of workers with the
project. With crude cil pipelines, however, there is always o concemn that a leak
or incident during operation of the pipeline could require emergency response.
Federal regulations prescribe minimum standords for eperating and maintaining
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pipeline focilities, and each pipeline operator must establish an emergency
response plan that includes procedures to minimize the hazards in a pipeline
emergency and for establishing and maintaining communicotions with local fire,
police, and public officiols, and for coordinating emergency response.
TransCanada has developed a drafi emergency response plan that is being
reviewed by the Public Utilities Commission.

Figure é: Crimes per 100,000 People for the Kansas and Colorado Pipeline Project
200 g
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In addition to an emergency response plan, federal regulations also reguire
pipeline operators o establish public awareness programs o enable customers,
the public, government officials, emergency responders, and those engaged in
excavation activities to recognize o pipeline emergency and respond
approprictely. One of the main benefits of a public awareness program is the
enhanced safety and security of pipeiine. A more informed public will reduce
the likelihood and consequences of a pipeline emergency., According fo
TransCanada, it would implement ¢ comprehensive infegrated public
awareness program consistent with that employed by TransCanada on all its
pipelings in the United States.

As part of s integrated public awareness program, TransCanada would
educate emergency response officials on the company's emergency response
procedures and how the company would work with emergency responders
during on emergency. TransCanada would also involve local emergency
responders in iis fraining exercises, which are designed 10 maet the requirements
of the Nafional Preparedness for Response Exercise Progrom Guidelines
developed by the United Staies Coast Guard and adopted by the United State
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Deparment of Transportafion, Pipeline and Hazordous Materials  Safely
Administration, United States Environmental Proteciion Agency, and Minerals
Management Service. The primary types of training exercises in TransCanada's
program are: notificaiion; tabietop; Keystone-owned equipment deployment;
conifractor; unannounced exercises by government agencies; and area-wide
exercises up fo and including aciual field drills conducted by indusiry and the
govemment agencies.

The economic impact of a pipeline incident s impossible to predict and would
depend on many factors, such as the volume of the spill, the particular type of
crude oil spilled, the location of the spill, and the resources affected by the spill.
Some incidents may be small or occur in safe locations with litfle impact, while
others may be large or occur in unusually sensitive arecs.

Regardless of size location, almost any pipeline incident would resutt in additional
econcmic oulput. Since economic oulput records every maonetary transaction
as pasitive, the cest of spending to mitigate a pipeline incident would be tallied
as economic oufput. However, economic output does not necessarily mean
economic progress. In fact, such sifuations have been described by the "braken
window” follacy. The broken window fallacy is the idea that destruction [os in
breaking a window) is somehaw positive because it provides economic activity
for the person replacing the window. Of course, the person whose window was
broken and has i fixed will spend money that he or she could have spent on
something else {and would have spent on something else).*? In any cose,
TransConada indicated that it would be responsibie for commercial losses that
arise from a leak on the Keystone Fipeline, inciuding the clean-up expense and
payment for property damages as a result of the leak.® If the leak were caused
by o third parly, it seems plausible that TronsCanada might seek damages from
the third party,

Pipeline incidents may also have social and political conseguences that affect
their economics. Consider the Bellingham and Carlsbad natural gas pipeline
incidents {we emphasize that both incidents were natural gos pipeline incidents,
not crude cil pipeline incidents). In 1999 and 2000, the nalion experienced two
highly publicized natural gos pipeline incidents. The first was in Bellingham,
Washington where three people were kiled due to a natural gas pipeline
explosion, and the second was in Carlsbad, New Mexice where 12 people were
kiled. These two incidents caused Congress ta pass the Pipeline Safety
Improvement Act of 2002, which mandaoted significant changes in the way thai
the natural gas pipeline industry ensured the safety and infegrity of its pipelines.
The cost of the legislation’s new requirements to pipeline companies was
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estimated ot between §5 billion and $11 billion over 20 years.®® Not only did the
fwo pipeline incidents result in losses to the victims and the pipeline companies,
bul they also resulted in large costs for the entire industry.

Health Care

Health care is readily available in the countiss crossed by the proposed pipealing.
There are 8 hospitals in the counfies crossed by the proposed pipeline with 233
beds and an additional 21 haspitals in nearby counties with an additional 1,381
bads {see Table §).M Some of the hospitals, sbch as Sanford USD Medical Center,
are world renawned and offer comprehensive medical services.  Sanford was
named "One of America's Best" by US News & World Report in 2006, chaosen one
of the “"Wafion's Top Hospitals” for 2006 by Nafional Research Corporation,
recognized as one of the "Top 100 Hospitals" by Thomson, provides emergency
fransportation by helicopter and fixed-wing aircrafts, has over 24,000 annual
admissions with over 32,000 emergency room responses a year. In addition to
the hospitals, there are nurmerous medical and dental clinics in the area fo serve
the routine needs of the population.

Toble 4: Hospitals Near the Keystone Pipeline Project

Couaty Medical Faciiity Name City R”“‘g‘: di?“"“ Spgﬂiﬁa"" Totsl Beds

Webster

Fresinan

Charles Mis

Codinglon Praitie Lakes Heailhcara Syslams Walertown 78 5 51

Bouglas Douglas Counly Memorial Hospital Armour 1 H] 11
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Laka tdndizon Communily Hospital Madison 25 0 25

Minnehaha Avera Dell Area Helth Center 21 0 ry|

Minnehalsi Avera kicKennan Hospilat 242 &0 an:

Roberts Coizau Des Prairies Hospital Sisselon 3 0 3t

Tumes Pionegr tlemosial Hospila! Vitiorg 12 o 12

1.204 172 1,38

* Rawstine service Led are geners) medicalsergicel beds ara (ha beds Used Jor rouline carz.
** Spectyl cars beds includa injensive care unils, coronary sam unlls, gle

+ Countyis croszar by propased pipelice projacl.

Source. 3G

One especially importont concern associated with the proposed project is that
canstruction could lead to increased demand for emergency medical services
fo treat injuries from construcfion-related occidents. According to the United
States Department of Labor, the raie of occupational injuries in the canstruction
Inclustry was 23%.5 incidenis per 10,000 ful-ime workers in 2005, This rate was
about 76% higher than the average of dll indusiries, which was 135.7 incidents
per 10,000 full-iime workers.*

The aclual number of construction-reicted incidents as o result pipeline
construction and the degree of impact on the surrcunding cormmunities is
impossible to predict. However, based on Department of Labor rates and
workforce estimates from 2006, about 8 consfruction-reiated incidents might be
expected in 2008 and 14 construction-related incidenis might be expected in
2009 (see Figure 7). Noi alt incidents would necessarily require medical attention.
The counties and cities in the vicinity of the project appear to have adequate
health care services to mest the emergency as well as roufine healih care
needs of the community during consiruciion. After construction, TransCanada
would hire three local employeess. which would result in no impact on
community health care needs.
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Fligure 7: Nember of Constroction Accidents that Might be Expected on the Keystone
Pipeline Project
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Roads & Transpnrtation

South Dakota’s road systern serves as the backbone of the sfate’s fransportation
system and carries the bulk of the siate's commercial goods as well as personal
fravel. The road system in the South Dokota has evolved over time fo a
sophisticated network of federal, state, and local roads, brdges, and
overpasses, all designed to carry a large amount of traffic. Most of the roads in
the state system are moderately froveled and have average daily troffic counts
of less than 1,500 vehicles. However, some of the more heavily traveled
highways exceed 2,500 vehicles per doy. County system rcads are much less
traveled and typically have average dailly traffic counts under 100 vehicles.
Traffic counts tend 1o be highest along intersiates and in urban centers and
gasily exceed 5,000 or 10,000 vehicles per day in seme areas.. For the ten
counties crossed by the proposed pipeline, the 2006 average daily vehicle count
for state system roads was 1,698 vehicles. The average daily vehicle count for
county system roads was 50 vehicles.

The movement of consiruction equipment, materials, and crew members to the
project area would result in additional fraffic on the roads in the counties crossed
by the pipeline and in adjacent counties. The actual capacity of each rocd is
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dependent on fhe number of factors, such as number of irave!l lanes,
intersections, fraffic signals, speed limits, efc. Based on construchion vehicle
estimates provided by TransCanada, daily fraffic counts would not be expected
to increase by more than 200 vehicles per day for most roads, although traffic

counts could be higher near confractor yards where warkers would meet in the

moming o share rides to the construction righi-of-way. According to couniy
commissioners polled as of the dofe of this assessment, the existing road
infrastructure would be sufficient fo accommoedate construction traffic, although
heavier fraffic and slower moving vehicles could be encouniered by road users
at various times. No new roads would be constructed in South Dakota as part of
the proposed project.

~ In addition 1o congesticon, traffic could be disrupted from pipeline construction
across roads. According to TransCanada, the pipeline would be instailed across
most magjor paved roads, primary gravel roads, and rallroads using the bore
fechnigque. The bore jechnigue involves excavating a pit on each side of the
road then boring a siraightine hole under the road large encugh to install the
pipeling. Boring would result in liitte or no disruption to traffic or domage to the
roads. Each bored crossing would be expected to take 1 fo 2 days for most
roads and railroads and up to 10 days for long crossings such as interstates or
fourlane highways.?4

Most smaller unpaved roads and driveways would be crossed using the open-
cut method. The open-cut method would require temporary closure of the rood
fo iraffic and establishment of detours.  If no reasonable detour is feasible for
public roads, af least one lane of fraific would be kept open, except during brief
periods when it is necessary to close the road to Install the pipeline. Most open-
cut road crossings would be compieted and the road resurfoced in 1 or 2 days.
TransCanada would take measures, such as posiing signs at open-cut road
crossings, to ensure public safety and minimize disruption to fraffic.?t  According
to TransCanada, only eight grave! roads and ne paved roads (of more than 175
road crossings) would be closed and detouraed for up to 48 hours each during
the twao years of construction.

impacts associafed with constructing the pipeline across roads would be
temporary and rinor and would not be expected fo creale significant
disruptions io traffic. TransCanada would be reqguired to obtain all state and
local permils necessory to cross roads with the pipeline. It would be the
responsibility of the state or local permitting authorily io ensure that fraffic flow
would not be significantly impacted by road closures and that affected roads
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are restored to preconstruction conditions or better after construction. However,
in the interest of public safety, we recommend thai;

+ TransCanada coordinate road closures with state and local emergency
responders (law enforcement, fire, and medical) and provide sufiicient
advance notice of road closures fo appropriate response agencies.

In oddifion to disrupting traffic flow, the movement of consfruction equipment,
materials, and crew members to the project area could result in detericrated
roadbed conditions. During consiruction, irucks and buses hauling heavy
equipment, maierials, and personnel fo the project site could damage the
roadbeds. Every axle passing over a highway consumes a portion of the
pavement’s life. With each applicotion of load, the pavement experiences
compression and bhending that eventually iead to ruting and cracking. Road
tests over the past S0 years have shown that the amount of pavement life
consumed by heavy axles greotly exceeds the amount of life consumed by light
axles. For example, a 20,000-pound fruck axle consumes 1,000 fimes as much
pavement life as a 2,000-pound aufomobile axle even though the axle weight is
anly 10 fimes as large. :

Because of the importance of trucking to Soutn Dakota's economy, the South
Dakota legslature and other branches of state government have historically
adopted rules and procedures that help the trucking industry fo operate
competlifively. Unlike most states, South Dakota does not impose absolute gross
weight limits on trucks. Instead, it cllows essenfially unlimited gross weighi,
provided the load is supported by enough iires and axles to prevent road and
bridge damoge. The Department of Transporiation has alse developed an
automated permitting system that allows truckers to obtain permits online and
quickly identifies safe routes for movement of oversize and overweight vehicles.

Paved roads are the most durable and stand up well to perodic surges in fraffic
and heavy use. Paved roads may or may not require periodic moinfenance as
a result of construction traffic, Gravel roads, on the other hand, are much less
durable and almost cerfainly would require repair. TransCanada estimates that
up fo 350 miles of gravel roads may need grading or gravel replenishment during
construction of a cosi of up to 1.4 milion.¥ We recommend that:

= TransConada implement a regular program of road maintenance and
repalr throughout aclive construction fo keep paved and gravel roads In
an acceptable condition for travel by the public. Fellowing construction,
TransCanada would be responsible for restoring deterioration caused by
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consfruction traffic such that the road is returned to its preconsfruction
condition or befter, Repairs during and after construction would be
consistent with federal, state, and local requirements.

The project also could result in other types of damaoge to roads. For example,
roads could be damaged by frocked vehicles crossing the roacds as they move
down the construction right-of-way. Heavy equipment alse couid track dirt and
mud on roads, which may cause slippery and dangerous road conditions to
road users. To minimize these poiential problems, we recommend that:

» TransCanada use rubber mats, tires, plywood sheets, steel plates or similar
material fo prevent damage fo the road sudace where tracked vehicles
cross paved roads, and TransCanada install a combination of matting,
culverts, and/or 50-foot-long crushed stone access pads al road crossings
and other ingress and egress points to construction work areas io allow
mud to fall off construction-related vehicles prior to leaving the work area.
If excess soil or mud is tracked onto roadways, it should be shoveled or
swepf off immediately.

Nearly all funds to repair state and county roads in South Dakola come from
road users in the form of motor fuel taxes, motor vehicle registration fees, and
compensatory fees paid by commercial cariers. Commercial carriers need
registrations to operate in the state and may need special permits for oversize
and overweight vehicles, femporary rip permiis within the stale, or to haul
hozardous materials. In theory, the fuel taxes, registrations, and permifs required
to operate frucks hauling heavy eguipment and materials to and ffrom the
project area would pay for maintenance of the roads. South Dakota law,
however, requires and indemnity bond for projects such as this 1o insure that any
damage beyond normal wear to public roads, highways, bridges, or other
related facilifies would be adequately compensated.?  TronsCanada has
propased a $3 miliion bend in 2008 when one construction spread is aclive, and
a $12 million bond in 2009 when fwo spreads are active.” The cumulative bond
amount s about 12 times the estimated cost of repairs/maintenance. We
recommend that:

« TransCanada obtain a bond in the amount of $3 million in 2008 and $12
million in 2009 to insure that any damage beyond normal wear to public
roads, highways, bridges, or other related facililies would be adequately
compensated. If project plans change such that a different bonding
agmount is warranted (e.q., the construction schedule or spread lengths
change), TransCanada would be required to inform the South Dakofa
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Public Utilities Commission of such changes and propose a different
bonding amount for commission review and approval.

Taxes

As of 2005, Socuth Daokota had the lowest per capita fotal state tax rate in the
United States. The siate does not levy inheritance iox, personal or corporate
income tax, or tax on infangible personal property. However, sales tax is applied
to the gross receipts of all retail sales in South Dokota, including the selling,
leasing, and renting of tangible personal property or the sale of services. A use
tax of the same rate as the sales tax applies to all goods and services that are
used, stored, or consumed in South Dakota on which Scuth Dokota sales tax was
not paid. The purchaser or consumer of the goods or services is responsible for
reporting and remifting the use tax in the filing period in which they receive the
goods or services. The state sales and use tax rate s 4%.5¢

In addition fo state sales and use tax, municipalities may impose sales and use
tax of up 1o 2% and gross recelpis tax of up fo 1%.5¢ Within the project areq, the
proposed project avolds municipalifies {except perhaps for a small carner of
Yankian), which is consistent with the general pipeline routing goal of avoiding
popuiated areas. South Dakola also imposes a cantractors' excise tax on the
gross receipls resulling from construction services or realty improvemenis. The
confraciors' excise taxis 2%.5!

The proposed project would be subject fo 4% sales and use fax and 2%
caontfractors' excise tax, for a total of 6% tax. TransCanada estimates the taxable
value of the project in South Dakota af $300 milion3@ The faxable valug of the
project is higher than the total cost of purchases from firms located within the
region. Thisis due to the fact that items purchased outside of South Dakofa, but
used in South Dakota {e.g., pipe, pump motors, elc.) are subject to use fax.
Based on the taxable value of the project in South Dakota, the state would
collect about $18 milllon from construction. Compared to statewide sales and
use tax and coniractors' excise tax collected in 2006 of about $926 milion, the
proposed project would have a medest benefit on state tax revenues of about
2%.52 Spread over two years, the benefits would be less noticeable.

New and expanded business facilities {with the exception of retall, housing, and
health care facilities and any facility that is exempt from property iax) may be
eligible for partial sales and use tax and coniractors' excise tax refund if project
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costs are greater than $10 milion. Refunds are based on the following project
cost scale:s?

» 30 to 510 million = 0%
v $10fo $15 milion = 25%

» 31510 $20 million = 33%
v 320 to $40 million = 50%
s 340 1o $60 million = 67%
« 540 fo $400 million = 75%

» 5400 million and up = 90%

in accordance with the value of the project in South Dakota, TransCanada may
be eligible for up to a 75% refund, thereby effectively dropping the cumulctive
sales and use tax and contractors' excise tax rate to 1.5%, or $4.5 million.
Compared fo the siatewide taxes collected in 2004 of about $924 million, the
proposed project would have a minor benefit on tax revernues of about 0.5%.5%
Spread over iwa years, the benefit would appear stiil less significant.

puring operation, crude oil shipped in the pipeling wouid not be retalled within
the state; therefore, no sales or use iax would be generated by the product in
the pipeline. However, the elecircity {as well as other goads and services)
purchased by TransCanada would be subject fo a 4% sales and use fax.
TransCanada estimates that it would purchose about %10.1 milion in local
electricity annually o operate ifs pump stations in South Dakoto.2 This equates
to $404,000 of annual tax revenue. Other goods and services purchased locally
might exceed $500,000 annually and could add more than $20,000 to annual fax
revenue, .22

The state alkso taxes the operation of pipelines [as well as railroads, ailines, and
public utilities). Pipelines are taxed via od valorem propery tax, which s a tax
based on the assessed value of the pipeline. The phrase ad valorem s Latin for
“according to value.” Ad valorem taxes such as this are incurred through
ownership of an assel, and contrast o fransactional ioxes such as sales faxes,
which are incurred only at the time of fransaction s+ 58
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The South Dakota Department of Revenue ond Regulation is respansible for
assessing the property of pipeline companies operating as @ common carrier in
South Daokota. The operating property is assessed by the Department and sent
fo the countigs for collection at the county tax rate. Property taxes are the
primary source of funding for school systems, counties, municipalifies and other
units of local government. The state does noi collect or spend any property tax
money. Each counly administers ifs own properly tax system: the siate's
authorily is limited 0 assisting local governments in moking property  tax
assessments that are fair and in compliance with the law 32

The property tax rate charged in South Dokota varies by propery type, by
county, and by year. The rate for ¢ county is established each year by dividing
the value of all the properly in the counly into the annual budget that is
unfunded from other saurces. The average county properiy tax rafe applied fo
pipelines in South Dakota in 2006 was around 2.1%.52 36

Assuming that the value of the pipeline system would be roughly equivalent io
the cost of construction, the proposed pipeline would have o total taxable value
of about $300 million. The consfruction cost inifially provides the basis for the
pipeline valuation.  With fime, the assessment would focus onfo the line's
contribution 1o systfem-wide income and depreciated volue. Generally, the
assessment would decrease over time, As a rule, counties where the pipeline
occupies more land would account for g proporiionally larger part of the total
taxable value, Also, counties with the pump stations would account for a larger
part of the fotal taxable value. Ad valorem properiy taxes associated with the
proposed project would increase counitywide tax revenue between 2.6% and
13.7%. This additional revenue would be o nolicecble jax benefit associoted
with operation of the pipeline. Table 7 provides the estimated initial faxable
value of the pipeline system by county and anticipated onnual fox revenues.

The electric ransmission lines associated with the proposed project also would
be assessed ad volorem property fax. Elechic transmission lines, however, only
pay ad valorem propeny tax on real properly (i.e., lond and buildings]. Personal
property, which includes all wires, lines fransformers, meters, mochinery, fixtures,
and all aftachmenis and appurfenonces, is subject to a 2% gross receipts tax in
lieu of propeny tax.5? For the purpose of this assessment, it was assumed that no
additional real praperty would be required for ithe electric fransmission lines and
all taxes would be gross receipts foxes. Assuming grass receipls make up 50% of
the folal construction costs, gross receipts tax revenue of $282,000 would be
shared among the six couniies where the electric fransmission lines would be
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installed {Beadle, Day, Hanson, Miner, and Yankion counties, and Brown County,
which is not crossed by the pipeline).

Table 7: Annual Property Tax Impacts associated with the Keystone Pipeline Project

Totat Taxzble Properly Estimated Pipelinz Esdintated Tolal Taz Estimated Tazx Revenue
in County in 2006 {3) Toalile Value {$) Reveaue of Pipeline (5} Increase’”

Counly Name

Y

Clark 369,145,435

13,600,845 915 807

Hangon 285,151454 16,560,762

4

Kingahury 303,195,858 12,324,821

tcCook 527,080,155 13,508 572 263,701 2.6%

Yanftion 1.027,009,589 26,189,600 540,982

‘Beset on & 2.1% properdy tax rate.
*'Based o 5xabie properly values lar both the pigeline and electit imnsmission line,

Source: 55

Indirect and induced spending associated with construction and operation also
would generate fax revenue for the state ond local governments, primarily
through sales and use tax. A comparison between gross sales and faxable sales
in South Dakota over the past five years suggests that about 33% of all sales are
faxable. Besides sales and use fax, numeraus other types of state taxation would
be levied, such as a 1% iourism tax on hotels where non-local warkers would stay.
As a simple approach o estimating indirect and induced tax revenues, a 4%
sales fax was applied to 33% of the indirect and induced expenditures
associated with construction and operation. Additionally, a 1% tourism tax was
added to those expenditures associated with the occommedation ond food
services Indusiries. Bosed on this approach, indirect and induced spending
would generate about an odditional $2.6 milion in fax revenue during
construction and $146,000 in anrwal fax revenue during cperafion. Again, we
note that the cccommedation and food services industries taxes may be
impacted fo a greoter extent than predicted here due o targeted demands
from the influx of non-local workers during canstruction.

Conclusion

The propasad project would have both beneficial and: adverse impacts on the
socioeconomic conditions of the counties crossed by the pipeling as well s
Soulh Dakota in general. Most of the impacts would be insignificant, Those
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adverse impacts thai have potential to be significant could be mitigated by
following the recommendations ideniified in this assessment. With the
recommended mitigation, the proposed praject would not, from a
socioceconomic sfandpaoint:

I. pose a threat of serious injury fo the socioeconomic conditions in the

project areq, ,
2. substantially impair the heatlth, safety, or welfare of the inhabitants in the

project area, or
3. unduly interfere with the orderly development of the region.

TransCanada would be reqguired to comply with cll applicabie laws and rules
during construction and operation of the pipeline.
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