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The  world has vast resources of gas energy. Current world estimates indicate 
proven natural gas reserves of over2,700 t6llion cubic feet (Tcf) - excluding 
potential gas resources. It is estimated that 450 Tcf of proven reserves are in the 
Western Hemisphere, 195 in Africa, 636 in the Middle East, 180 in Asia and the Far 
East and 1,100'are in Eastern Europe? While significant amounts of Western 
Hemisphere gas can be imported by pipeline from Canada and Mexico, most of the 
world's resources can be made available to major markets only by the transportation 
of liquefied natural gas (LNG). 

The domestic gas supply outlook in the United States has improved 
dramatically since the passage of the Natural Gas Policy Act of 1978 (NGPA).2 
Because of this and other factors the gas supply-demand balance is not favorable in 
this decade to LNG imports beyond currently planned or  operating projects. 
However, a long-term view gives reason to believe that the environment for increased 
LNG imports will improve. 

While current excess gas deliverability is likely to exist for several years, the 
present demand for gas energy should grow as the economy  recover^.^ Further, 
recent studies indicate that a variety of supplemental gas sources will become 
increasingly attractive as conventional energy sources: (1) continue to rise in cost; (2) 
approach their maximum potential, as in the case of hydroelectric power; and (3) 
are constrained by protracted technical, environmental and political problems, as in 
the case of nuclear energy and coal.' 

While there will be difficulties, there are several reasons to believe that future 
increases in U.S. LNG use can be achieved. First, the United States has in wlace three 
major LNG receiving terminals that immediately can handle substantially greater 
volumes of LNG and efficiently transport it throughout much of the nation at very 
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little incremental capital cost? These terminals are, in effect, an underutilized 
national resource. 

Second, LNG continues its favorable safety record acquired in worldwide trade 
since commercial shipments began in 1964.6 

Third, and most important, the gradual decontrol of U.S. natural gas wellhead 
prices is raising the price of domestic gas to levels comparable to residual oil. This 
requires the U.S. natural gas industry to develop many new marketing and business 
skills. As part of this process, however, new premium value gas markets are 
beginning to emerge in which the cleanliness and efficiency of natural gas can be 
used to maximum advantage. Such a transition can effectively put LNG to work 
easing this country's environmental problems and switching us away from 
over-dependence on the world's petroleum resource base. 

Increased U.S. LNG imports will require, however: (1)  the sale of LNG by 
exporting nations under terms that ensure long-term prices at marketable levels; (2) 
continued U.S. progress along the path to market-determined gas prices; (3) 
development of new technology and marketing initiatives in the natural gas 
industry; (4) removal of legislated gas marketing constraints and increased 
regulatory flexibility to permit the U.S. gas industry to develop new gas markets and 
respond more promptly to market conditions; (5) improvements in the existing U.S. 
system of overlapping and frequently changing regulations which have delayed past 
LNG projects; and (6) assurance to investors financing the projects that trade terms, 
including those that provide market flexibility, will be honored. 

1 .  The Importance of Natural Gas to the U.S. 

Natural gas currently accounts for 27% of all energy consumed in the U.S. and 
33% of all energy domestically p r o d ~ c e d . ~  Gas is the fuel for over half of all U.S. 
residences and commercial establishments. Industry and agriculture in the U.S. 
depend more heavily upon natural gas than on any other form of energy. Gas 
comprises 36% of the energy consumed in these sectors? North American natural 
gas production and consumption are the highest of any area of the world? Thus, 
adequate gas supply at reasonable prices has an important impact on the U.S. 
economy. At the same time, the fact that the U.S. has the world's largest gas 
infrastructure - a million-mile pipeline and distribution system - and the fact that 
the system is 15-20% underutilized, means that the U.S. could play a special role in 
utilizing the world's gas resources with very little incremental capital cost for new 
facilities. 

T h e y  are located at Lake Charles. LA, Cove Point, MD and Elba Island, GA. Before supplies were 
interrupted in 1980, the Cove Point, Maryland and Elba Island, Georgia terminals were utilized to 
import Algerian LNG under contracts totalling 365 Bcfiyear. Although purchases contracted for the 
Lake Charles, Louisiana terminal total 165 Bcfiyear, the Trunkline LNG Company has been 
negotiating a reduction in purchases made between April 1 ,  1983 and November 30. 1984 resulting in 
an annual import rate of 15SBcf. In addition to these major terminals, thereareother terminals which 
are used only for peak-shaving purposes. For example, Distrigas Corporation maintains a 
non-baseload terminal in Everett, MA, where it receives Algerian LNG. Boston Gas Cornpany 
maintains a peak-shaving terminal in Boston, which handles only domestic LNG. American Gas 
Association, Gas Energy Review I 3  (September 1979). 

6Poten and Partners, Inc., Liquefied Gas Ship Safety Uune 1982). 
7American Gas Association, Demand Outlook, supra note 3,  at 2. 
BAmerican Gas Association, Demand Outlook, supra note 3, at 7, 13 and 20. 
SAmerican Gas Association, A Co~nparison of U.S. and World Remaining Gas and Oil Resources, 4 

(December 1982). 
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2. U.S. Gas Supply Outlook 

Over the past five yeras, the outlook for gas supply in the United States has 
improved substantially. After 25 years of controversy over Federal field price 
controls, the U.S. Congress enacted the Natural Gas Policy Act of 1978 (NGPA), 
which initiated a gradual transition to deregulated field prices for natural gas. The  
response has been impressive both in terms of current gas deliverability - resulting 
in significant excess gas availability relative to gas requirements - and in additions 
to proven U.S. gas reserves. 

Gas well completions in 1981 and 1982 reached new records, although 
reductions will occur in 1983 due to the lingering effects of economic recession and 
other market factors including price-induced conservation. U.S. government data 
show that in 1981. gas reserve additions in the lower-48 states exceeded production 
for the first time in 14 years. Total U.S. reserve additions of 21.4 trillion cubic feet 
were 114 percent of production, the highest level since 1967 in the lower 48 states.1° 
Thus, indications point to a medium term outlook for lower-48 states' conventional 
gas and tight formation production near current levels. 

While the present gas supply-demand situation mav not support new LNG 
projects not already in the development or operating stages, it is suggested here that 
the United States should take a longer view of energy policy and energy options. 

By the year 2000, conventional lower 48 gas supply may have declined from the 
current 18- 19 Tcflyear range to 12- 14 TcfIYr. By that time, however, total gas supply 
still can reach 23-31 Tcflyear, depending upon U.S. long-term gas energy policy. 
Such gas supply can include: (a) new and increased natural gas production 
capabilities from such technologies as advanced rock fracturing techniques for 
Western tight sands and Eastern Devonian shales and gas from renewable resources 
such as biomass from urban and animal wastes; (b) synthetic gas from coal, peat, oil 
shale and other heavy hydrocarbons; (c) pipeline supplies from Canada, Mexico and 
Alaska; and (d) LNG imports." 

The  consensus of recent major energy studies surveyed annually by the 
American Gas Association is that U.S. primary energy consumption will rise, in spite 
of substantial conservation, to 90-99 quadrillion Btus (quads) by the year 2000, from 
70.8 quads in 1982. Extensive simulations conducted with the A.G.A. Total Energy 
Resource Analysis (TERA) model indicate that potential gas supplies will be able to 
compete successfully with other energ7 sources on the basis of cost in this future 
energy market. It should be noted that gas imports as a whole are unlikely ever to 
exceed 26% of total U.S. gas supplies. The  potential role of LNG as a supplemental 
gas supply source to the U.S., however, is significant, amounting to0.7 to 2.5 T~f lyr . '~  

3. Potential Benejits of' LNG Tradr 

T h e  potential benefits of increased LNG trade include the following. First, 
there are in place three major LNG receiving terminals on the East and Gulf Coasts 
that can accommodate significant new volumes of LNG. Such terminals are 
connected with major transmission systems that make possible a wide and efficient 
distribution of LNG in the U.S. at nominal incremental capital cost. A fourth 
terminal, the Distrigas terminal in Everett, Massachusetts, has been in operation 
since 1976, and has played an important role in meeting peak winter needs in the 

- 

10(1981] D.O.E. AKN.  REP. U.S. CRL'DE OII., SAT. GGSANI) NAT.GASL1Q. RES. U.S.Dept. 
of Energy. 

"SuppIy Outlook, ~ u p r a  note 4, at 2, 3 .  
L2Supply Outlook, supa note 4 ,  a t  3. 
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New England region. Second, studies indicate that gas energy is the environmentally 
cleanest and most resource and capital efficient major energy form. LNG captures 
these attributes.'Vor example, water pollution and solid wastes resulting from the 
LNG cycle are negligible. NOX emissions - the major type of air emissions from the 
LNG cycle - total less than 6% of the NOX emissions from the coal-electriccycle and 
50% of those from the oil cycle when end-use burning is inc luded?Thi rd .  in 19 
years of extensive worldwide experience with the commercial shipping of LNG, the 
industry has compiled an outstanding safety record?" 

Fourth, there is a substantial and underutilized worldwide gas resource base 
currently estimated at over 2.700 Tcfof proven reserves. In  addition to the world's 
large base of unconventional gas resources, conventional world gas resources are 
about 75% of world oil resources on an energy equivalency basis. Oil, however, 
currently is being produced a: some 2.2 times the rate of gas?6 LNG offers a means 
of utilizing the world gas resource base by bringing gas to the major existing world 
energy markets where developed gas use infrastructures exist. Consuming nations 
can benefit by increased LNG consumption and by participation in the design, 
financing and construction of L,NG facilities. Producer nalions can benefit by slower 
depletion of'their oil reserves and by revenue gained form what otherwise may be an 
under-utilized resource. 

4. Major LNG Issues and Probl~rn Areas 

In the mid-1970's, many were projecting that world LNG trade could grow to 
over 4 Tcf by 1982 with the U.S. playing a major role?7 Instead, the 1982 level of 
world LNG trade was just over 1 Tcf annually, with U.S. imports of only 63.6 Bcf 
(approximately 7% of world LNG trade).'"apan and Western Europe respectively 
account for approximately two-thirds and one-quarter of world LNG imports. With 
LNG's advantages, why has LNG trade - especially to the U.S. - not lived up  to 
expectations? 

a .  Pricingnnd~Zlarketnbilit~ - First, the price of LNG was often and erroneously 
compared by both regulators and consumers in the U.S. to the artificially low price of 
Federally regulated domestic gas rather than to the principal energy form which it 
would displace - foreign o i l ? T h i s  problem was exacerbated by the absence of 
developed premium (higher) price natural gas markets in the U.S., in contrast to the 
large transportation sector pren~iuni market for oil produ~ts,2~) plus the higher costs 
of shipping and handling LNG as compared to More recently, the economic 
recession and the gradual decontrol of domestic wellhead gas prices have produced 
a substantial surplus deliverability of domestic gas and have dampened the outlook 
for gas demand in conventional gas markets in the short term. 

l3American Gas Association, Fact Book: LNG, E-l (1977). 
"American Gas Association, Comparison of Initial Capital Investment Requirements for  New 

Domestic Energ) Supplies: 1982 L7pdate, 1, 14 (Januars 1982). 
'Qanahy and Bruce, "Equivalent Safety and Hazardous Materials Transportation," Arrrerican 

Society of Mechanical Engineers Miscellaneous Paper 73-ICT-86 (1973). 
'6Supply Outlook, supra note 4 ,  at 5, 7. 
17Slipra note 13. a t  Exhibit Ii-3. 
'"American Gas Association, Gas Facts 120 (I  982): America11 Gas Association, Quarterl? Report 

of Gas Industry Operations. Thi rd  Quarter 1982, 4 (February 1983). 
L9Supra note 13, at 10. 
2oSupra note 13 ,  at 22. 
2 '  14 LNG Digest, at 4 (November 1982). 
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b. Legal and Regu1ator)l Delays - In an era of rising gas costs and short-term 
excess deliverability, federal and state regulators and legislators have increased their 
scrutiny of LNG imports. 

Recent Federal Regulatory Actions - The  Trunkline LNG Company project to import 
LNG from Algeria provides an example of Federal barriers that must be overcome 
for LNG trade to reach its full potential. In 1977, the Federal Power C;ommission 
(FPC) authorized the importation for 20 years of the equivalent of 165 Bcf per year 
of LNG by 'Trunkline LNG Company, a subsidiary of' Panhandle Eastern 
Corporation. The  FPC also approved construction of an LNG terminal to receive 
and regasify the LNG at Lake Charles, Lo~~isiana. '~ Although deliveries were 
scheduled to begin in 1980, they were delayed when technical and other problems 
arose between Sonatrach, the Algerian exporter. and Trunkline. A new pricing 
agreement between the parties was announced in August 1982, clearing the way for 
imports to begin. T h e  Michigan Public Service Commission and Panhandle's 
customers and other petitioners then asked the FPC's successor, the Federal Energy 
Regulatory Commission (FERC) to rule that the new gas pricing agreement 
constituted a new contract, requiring a new, full examination of the import 
authorization?"hey requested that the import license be suspended or revoked on 
grounds that the gas was not needed, it was too expensive, and that Algeria was an 
unreliable supplier. Trunkline strongly disagreed. In September 1982, the FERC 
issued a show cause order requiring Trunkline to show why it would be in the public 
interest to import Algerian LNG; and the FERC and ERA ordered joint hearings on 
whether to revoke the project's 1977 authorization order?-' These hearings, which 
lasted for 22  days, produced a record of more than 4,000 pages and 200 exhibits:'j 

In January 1983, FERC Chief Administrative Law Judge Curtis Wagner, Jr., 
ruled on evidence in the Trunkline case. He held "There is no evidence in this record 
of'any kind . . ." that trunkline or  Sonatrach had breached the 1975 contract or the 
import authorization by non-performance or  refusal to perform. Further, he held, 
the law requires that.  . . absent such a breach ". . . there is absolutely no authority in 
either this commission or [ERA] to revoke, suspend, or modify . . ." a certificate or 
authorization.'"agner noted that the reason for the sanctity of certificates is that 
massive investments must be made to construct facilities. To change these certificates 
which are the ". . . basis of project financing, would be a clear violation of the basic 
constit~ltional principles of due process."2i M'agner also found that as long as 
Sonatrach continued to perform under the 1975 contract and any approved 
amendments there is no reliability issue. He noted that the Algerian supplies will be 
needed when Panhandle's committed reserves fill short starting in 1983. "The need 
for the in~.olved 20-year supply of LNG from Algeria cannot be determined on the 
basis of the current short-term b ~ b b l e . " ' ~  Finally, LNG is marketable because "it is 

'2 Frtleral Ponves Commission, Opinion S u m b e r  796. hpr i l  29. 1977. 
' T r t r n k l i n r  L.YG ( : ( I . ,  Federal Energ! Kegi~laro~-\  Commissio~l Docket Numbers CP7-1-138-003. 

CP74-139-001, CzP7-1-140-001. CPti2-3 17-000. C:P8>-319-000. C:P82-533-000, C.PIJ2-541-000. 
RP82-127-000. January 28, 1989. at 13. 

"Fetleral Energ \  Regulator\ Commisslolr, Docket Sr~nrl)et- CP-138-000, September 24, 1982. 
Joint O r d e r  of the Federal Energ\, Reg~~la to t - )  Conrrnission a ~ ~ d  the Econorrric- Regulator! 
Admi~ristration, 82-12-LNG, Otrobet- 28. 1982. 

25Se\vs Release by the Federal Energ\ Regulatol-v Cornmission, at 1 (Dec. 15. 1982). 
'%~t-unklrr~c Lay(; Co.. Kt-commended Decisoin of  Chief i\drr~inis~rative 1 . d ~  Judge Czurtis Wagner. 

,J r.. Federal E ~ i e ~ - g \  Regulator\ Commission Docket Sr rmhr~ .s  CP7-1-138-003, CP74-139-001, 
CP74-140-001. CzP8'L-5 17-000. CPX2-5 19-000, CPX2-.533-000, CPX2-54 1-000, RP8Zl27-000,  Januar \  
28. 19x3. at 13. 

".51rprci note 26. at 19. 
'T~ lrp l -n  note 26. at 34-:{ti. 
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rolled in to the large quantities of low-cost, price regulated gas. . . on the Panhandle 
Trunkline  system^."^^ 

In February, 1983, the FERC voted in principle to uphold Judge Wagner's 
decision but urged Trunkline and Sonatrach to renegotiate a lower price consistent 
with "current economic conditions." Failure to d o  so, the Commission said, could 
"lead to the conclusion that the 1977 certificate should be revoked for failure of the 
parties to the contract to honor it."" The  ERA agreed with the FERC that there was 
insufficient cause to revoke the project's import authorization. ERA emphasized, 
however, that it intended "to review this existing authorization at any time in the 
future and make any change or  modifications, including revocation o t  suspension, 
necessary to ensure that the continued importation of this LNG meets the statutory 
standard."31 

In May 1983, the FEKC ordered Trunkline LNG Company to file monthly 
reports on the status of these renegotiations. In those reports, the Commission was 
to be informed of the current status of the talks, the number of negotiation sessions 
held each month, and whether the contract had been submitted to arbitration. In 
July of 1983, Panhandle Eastern Corporation announced that Algeria had agreed to 
a 40% reduction of Panhandle's purchases of Algerian LNG. Panhandle also stated 
that it planned to file a price adjustment plan with the FERC which would alter the 
contract formula on which the price of Algerian LNG was based.32 Shortly after this 
announcement was made, the FERC, citing continuing delays in price 
renegotiations, issued a show cause order giving Trunkline 15 days to demonstrate 
why its authorization to import LNG should not be revoked.33 

There have been other Federal regulatory actions regarding LNG as well. For 
example, in January 1983, the Economic Regulatory Administration held a public 
conference on Canadian and Mexican Natural Gas Imports?%lthough discussion 
focused on overland gas imports, twenty-seven Members of Congress filed 
comments noting that they were "also deeply concerned about the import of even 
higher cost liqu;fied [sic] natural gas from Algeria." 

In his opening statement at the conference, ERA Administrator Hanzlik noted 
the concern of some that: 

T h e  PI-ice for imported gas is too high and that the current mechanism for establishing 
prices does not assul-e that ilnportrd gas w.il1 be competitive in U.S. markets in the future. 
[-rhus,]  

We are seeking your- s~~ggestions for an approach that would permit pricing arrangements 
responsive to mar-ket forces and the public interest.:j5 

Later, Administrator Hanzlik stated that following a second conference, a new 
approach to import regulation will be announced. One report stated that the new 
policy will reflect DOE'S intent to allow buyers and sellers flexibility in world markets 
by focusing on broad policy objectives rather than the specifics of price.36 

.. 
2YSupra note 26, at 36-38. 
3UFederal Energy Regulatory Commissiorl Newa Release regarding Docket Nos. CPi-I-138-003 

(Feb. 23, 1983) Federal Energy Regulatory (;orn~nission Docket No. CPi4-199 (May 27, 1983). 
'"Inside F.E.R.C., March 7, 1983, at 10. 
32The Wall Street Journal, Jul) 12, 1983, at 26, col. 1. 
"The Energy Daily, July 21, 1983, at 1. 
3 4 1 ~ ~  the Matter of the ER.4 Conference on Overland Imported Natural Gas, January 18, 1983. 
35Sup-a note 34, prepared corriments of ERA Administrator Ray Hanzlik, at 1, 2. 
"Inside F.E.R.C., Aug. 1, 1983, at 4. 
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Federal Legislation - Over the past year, several bills concerning LNG pricing were 
introduced in the Congress. Generally, such bills would impose more stringent 
criteria upon importers seeking import authorization. One, H.R:144l, introduced 
by Rep. Corcoran (R-IL) the "Natural Gas Import Policy Act of 1983,"37 would 
suspend authorization of any natural gas import until a new contract price has been 
set by the government of the exporting country and filed with the Secretary of 
Energy and the Federal Energy Regulatory Commission within 9 months after tKe 
passage of' the bill. It would allow the recovery of "prudently" incurred costs of 
construction of terminals receiving Algerian LNG even if import authorization were 
suspended under the Act. However, no rate of return would be permitted on such 
costs. 

Another bill, S.370, the "Imported Liquefied Natural Gas Policy Act of 1983"38 
(Sen. Percy, R-IL) would set the ceiling rate for regasified, imported LNG at the 
average price of No. 6 fuel oil during each most recent 90 day period. However, 
Section 1 of that bill would authorize FERC and the Secretary of Energy to set the 
rate above the price of No. 6 fuel oil, if it were established that: 

1. Alternative supplies of natural gas are not available in sufficient volume or at 
a sufficiently low price; 

2. The  supply of LNG would come from a source which is reasonably secure 
from political and technical interruption; and 

3. The  contract allows for a reduction in price or  volume should alternative 
supplies become available. 

Public Utility Commvlsion AC~IOTLS - A few state public service commissions have been 
reluctant to pass on the higher costs of supplemental gas supplies. In a 1982 rate 
proceeding, the West C'lrginia Public Service Commission held that Columbia Gas of 
West Virginia needlessly had purchased higher-priced synthetic natural gas from 
Columbia LNG Corporation, when lower-priced gas was available to i ~ ~ q h a t  
Commission then limited Columbia Gas to a rate increase of $65 million, $30 million 
less than the company had originally requested, despite Columbia's objections and 
its showing that the Commission's decision would cause it severe financial hardship. 

In 1982, the Illinois Commerce Commission (ICC) issued a show cause order asking 
lllinois utilities to explain why the Commission should not block the passthrough of 
higher cost gas, including Algerian LNG, to consumersPO Apparently, the ICC 
intended to warn importers that the LNG may not be marketable. The  Illinois 
proceeding is still pending and its ultimate resolution could have far-reaching 
ramifications upon potential LNG trade. 

c. 7iming. %ming also has adversely affected LNG growth. LNG, as a new 
product and technology trying to enter the U.S. market in the 19701s, faced 

37H.R. 1441, 98th Cong., 1st Sess. (1982). 
RRS. 370, 98th Cong., 1st Sess. (1982). 
39Columbza Gus of West Virgznza, Inc. ,  West Virginia Public Service Commisison, Case Numbers 

80-33ti-G-30C, 81-366-G-30C, June 28, 1982. 

.4 new statute passed by the West Vlrginia legislature adds to the difficulty in marketing natural gas in 
that state. Under a substitute for Senate Bill No. 17, passed on March 12, 1983, and signed into law on 
March 15, 1983, the Public Service Conlmission must first determine if a utility purchased the lowest 
price available gas before a rate increase may be granted. .4rticle 24, Chapter 11 Ur. Va. Code 5 11 
(1931), as amended. 

40111inois State Commerce Commission, Hearings on the passthrough of the costs of higher-priced 
natural gas, Docket Number 82-0059, August 25. 1982. 
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obstacles including legal ~ha l lenges~ '  in a new age of consumerism and 
environmentalism. To allay public concerns, numerous studies testing the limits of 
LNG technology were made. T h e  ability of the industry to avoid leaks or  spills was 
thoroughly documented. In one such study by the U.S. Coast Guard, researchers 
were unable to prove that LNG in vapor fbrm will detonate in open air?2 Further, 
technological advances in the design of LNG storage tanks, tanker ships, and 
systems to prevent the release of LNG at peakshaving facilities, have successfully 
minimized safety and environmental risks involved in shipping and storing LNG. 

d. Legal and Regulatory R~rtraints. Finally, as discussed in Part I11 infra, the 
frequently burdensome and conflicting regulation of the U.S. gas industry at the 
Federal and state levels has not always been flexible enough to adapt quickly to the 
rapidly changing market into which LNG is sold. 

5. The O~~t look for U.S. Gns Pricing and Demc~nd 

a. Gas Pricing. The  gradual decontrol of U.S. natural gas wellhead prices is 
bringing the price of domestic gas to higher but more realistic levels relative to 
petroleum and other fuels. This is a positive development for the maintenance of a 
iiable LNG trade, but the transition-has been paini'ul, and has served to highlight 
the problems which the heavily regulated U.S. natural gas industry faces in 
adjusting to competition with other fuels, some of which are unregulated. In 
addition, the international recession, depressed oil prices, contracting practices such 
as high take-or-pay requirements and obsolete statutory constraints (discussed in 
detail in Part 111) on gas use have created further LNG marketing difficulties. " " 

Gas prices paid by residential and commercial gas consumers increased at 
national average rates of 17% per year between 1978 and 1982, causing great 
concern among such consumers. Industrial rates increased at an average of 18% per  

As the &ice of oil softened in 198 1- 1982 and the mice of gas coitinued to Eise 
U 

Lnder the N ~ P A ,  the price of gas began to exceed ma;ketable levels on many U.S. 
gas systems, resulting in an estimated net switching of 5 15 Bcf from gas to oil from 
198 1-1982. U.S. industrial gas sales by utilities were down an estimated 15% in 1982 
compared to 1981, resulting in a decline in total gas utility sales of 5%. 
Approximately one-half of this load loss was due to the reces~ion?~ 

In spite of these price increases, natural gas remained the U.S. residential and 
commercial consumer's least ex~ens ive  maior fuel. Consumers have responded to 

d 

this price advantage. Nearly 452,000 U.S. househeating units converted to natural 
gas in 1981, the second highest level ever r e~orded . "~  There were an estimated 
38,400 commercial conversions to gas in 198 

Nevertheless, gas prices in the U.S. are at o r  near market clearing levels, 

."See Hollist~r Ranrh Oillners As.\ocint~o~~ and fh(, Sanla Barbara Citizens for Envzronmentol Defense 71. 

Drparftrrort of Energy, U.S. Court  of Appeals for  the District of Columbia Circuit, Docket Nos. 78-2207, 
79-2188. 79-2390, 79-2391, 79-2396, 79-2444 and  80-11 15 (filed Oct. 19, 1979). 

"For the detonation study S P P  Lj .S. Office of Technology A s s e ~ s n ~ e n t .  Transportation of Liquefied 
Natural Gas (1977); fo r  related studies see Pacific Northwest Laboratory, Analysis of LNG P e a k s h a ~ i n g  
Facility Release P~.evention Syste~lls, study prepareti for  the L!.S. Department of Energy (1982); and 
Pacific Northwest Laboratory, Comparative Safety Analysis of LNG Storagc Tanks, study prepared for  
the  U.S. Departnlerlt of Energy (1982). 

4sSup-a note 18. 
""Anierican Gas Association, F.nergy Analysis: Survey of Industrial Fuel Switchingand Alternative 

Fuel Capability, 1981-82, 2 ,  (Update)  (September 1982). 
'5American Gas Association, Energy Analysis: n Analysis of Residential Spaceheating 

Conversions to Natural Gas in 1981 (Update) ,  I .  (September 1982). 
16American Gas Association, Energ1 Analysis: .lnalysis of the 1981 Commercial Gas Market 

(Update) .  I ,  (November 1982). 
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especially in the industrial market?' Thus,  it is essential for LNG to be priced over 
the long term by exporters, such that its cost, after delivery and regasification, will be 
competitive with alternative fuels in the U.S. gas marketplace, particularly in the 
industrial market where many users can easily switch from gas to competing fuels. 

(b) G a  Demand. Currently, demand for gas in the United States is about 20 
T~flyear.4~ T h e  gas industry's recent gas demand study indicates that by the year 
2000 the growth in demand for gas above current levels will come primarily in the 
exwansion of traditional commercial and industrial uses and in new markets. The  
expansion of traditional industrial use will depend significantly on gas prices relative 
to competing fuels and on the economy. However, new premium gas markets are 
expected to develop. These premium markets, which can utilize the environmental 
and other advantages of LNG, will be very important to increased LNG use. A 
discussion of some of these new markets follows: 

(i). The Select Use of Gas for Envzronmentul Complzcrnce Purposes In Industry and 
Pozoerplant~. Some regulators and environmental groups in the U.S. ha\e noted that 
selecthe increases in natural gas combustion und<r boilers in coniunction with other " J 

fuels can be a low cost means of controlling air p ~ l l u t i o n ? ~  At the 1982 International 
Conference on Combined Combustion of Coal and Gas, hosted by Case Western 
Reserve Universitv in Cleveland. Ohio. the conferees identified more than 10 
examples where such "select" gas use now is employed or  proposed, enabling 
increased and more efficient use of such high-sulphur fuels as coal and residual oil, 
while maintaining air q~a l i ty .5~  In  an A.G.A. study, the annualized cost of converting 
12 New England powerplants from oil to coal with select gas use was found to be 22% 
less expensive than continuing to operate these plants on oil and 10% less than 
converting to coal with scrubbers. The  capital costs for select use of gas were only 
half of those for the scrubber option?' A University of Florida study found that 
conversion of that state's 12,678 megawatts of oil boiler electric powerplant capacity 
to coal with select use of gas could reduce power generation costs by $2.5 billion 
(50%) per year compared to remaining on oil?2 Typically only 20-30% of the energ) 
consumed in such applications would be gas, but such use can be a premium priced 
firm demand application. 

(ii). iliatural Gas a) a C'rhtcular Fuel. Experience In the U.S. and elsewhere has 
demonstrated the air quality, low maintenance, and resource efficiency advantages 
of natural gas, from whatever source, as a vehicular fuel. compressed natural gas 
(CNG) vehicles require only 85% to 97% of the primary energy required by 
equivalent gasoline-powered vehicles, and 54% to 62% of the electricity 
requirement for small electric vehicles. Also, when the full energy cycle from 
extraction to end-use is considered, using natural gas as fuel would result in 
substantially lower criteria air emissions than electric vehicles, resulting in less than 

"Inside F.E.R.C. 10 (August 1. 198:1). 
'Wf this total: residential sales were 4.6 Tcf, con~mercial sales 2.4 -Kc 1 and  industrial sales 8.2 Tcf. 

Industrial a n d  powerplant use accounted f b r  over halfof  L.S. gas sales. Approximately 52% of U.S. gas 
sales in the industrial sector a n d  o \e r  89% of electric- generation sales are to dual-fuel capable users. I n  
the industrial sector, residual oil is the primar) alternative fuel fur 49% of the dual-fuel capable use, 
while in the electric generation sectot., residual oil is neal-ly alwavs the alternative f.uel. Thus ,  the high 
volume industrial a n d  electric generation users can ahitch from ga\ to oil if there is a price advantage to 
doing so, supra note 44. 

'$Bardine, "Combined GasICoal Burning - .4 New Way to Satisfy Both Environnlental a n d  t uel 
Llse Regulations, 2 Energy Economics, Policy a n d  Management 19 (1983). 

"Case Western Reserve University, Proceedings of the 1982 International Confel-ence on the 
Combustion of Coal and  Gas (December 1982). 

5 1 A ~ ~ i e r i c a n  Gas Association, Energy Anal>sis: An Economic Comparison of Oil, Scruhhed Coal, 
and  Select Gas Llse With Coal in New England Power Plants. 3,  (March 1981). 

j2AN ALTERNATIVE T O  O I L :  BURNING C O i l L  W I T H  GAS, 2, (A.E.S. Green ed .  ISXI). 
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1% of the sulfur oxides and total suspended particulates, 54% of the nitrogen 
oxides, and 30% of the carbon monoxide emissions compared to the electric 
alternative.j3 

Some 30,000 natural gas powered vehicles currently are operating in the 
United States?Wew vehicles specially designed to utilize natural gas, both for fleet 
and commuter vehicles, could significantlyyncrease market in the next 
two decades. T h e  Ford Motor Company has taken a major step in this direction with 
the 1982 unveiling of its Alternative Fuel Vehicle (AFV) which can utilize CNG or 
liquid f ~ e l s . 5 ~  T h e  passage of the Methane Transportation Research, Development 
and Demonstration Act of 1980.56 should ~ r o v i d e  additional i m ~ e t u s  for CNG 

1 1 

vehicles. This Act authorized the Department of Energy to sponsor research, and 
encourages the use of natural gas vehicles by Federal agencies. Further progress is 
necessary, however, in developing greater mileage range for CNG vehicles, low 
pressure on-board CNG storage systems, new compressor systems and appropriate 
codes and standards relating to CNG vehicles and their use. 

(iii). Gas-Fired Cogeneration,. Cogeneration, in which the waste heat energy from 
electric power generation is captured and utilized, has received increased attention 
in recent FERC's issuance of regulations to encourage cogeneration 
interconnection and sales to utilities, as mandated by the Public Utilities Regulatory 
Policies Act of 1978,58 has encouraged the utilization of this technology. A recent 
analysis of a representative industrial facility showed that a gas-fired cogeneration 
system could use 37% less net primary energy than an oil-fired cogeneration 
alternative and could be 24-53% less expensive than using a conventional gas boiler 
to meet thermal requirements, while meeting electricity requirements by 
purchasing electricity from the grid.jy Similar results were found for a 
representative large commercial application!" 

Demand for gas in traditional markets and new markets will be determined by 
the interaction of a number of variables. Beyond normal gas demand growth, which 
will result from growth in the U.S. economy, some 4.5 million barrels per day of U.S. 
oil consumptioncan be replaced by gas and coal in stationary applica;ions!i Thus, a 
national energy policy of less dependence on foreign oil and increased LNG imports 
could have a significant impact on gas demand. It has been suggested that new gas 
markets could rise to between 1.6 Tcf and 4.9 Tcf of sales annually in the U.S. by the 
year 2000!2 It also has been suggested that gas could increase its share of U.S. 
end-use energy markets from the current 27% level to a range extending up  to 30% 
by the year 2000. According to one study, there can be adequate markets for the 23 
to 31 quads of gas supply projected for 2000, given the right environment.fi3 

":'Acl-ospace Corporation, for the U . S .  Department of Energy, Vol. 111, Assessment of 
Methane-Related Fuels for Automotive Fleet Vehicles, pp. B-19-B-25 (February 1982); American Gas 
Association, Energy Analysis: An Economic, Efficiency. and Environmental Comparisor~ of Alternative 
Vel~icular Fuels (1982 Update), 4. (May 1982). 

5'Suf)r t~  note 3,  at 30. 
j?Supa note 3, at 32. 
"15 U.S.C. $ 5  3801-3810 (Supp. V 1982). 
"Drennan, Consideling thr Cogenrlcrlion Comn~7trnrnt: Do G o ~ ~ n ~ ~ n r r n t  Inrenliurs 7ip thr Scale\? 

1 Enel-gy L. J .  297 (1980). 
5RThr Public Utility Regulatol-y Policies Act 01 1978 is codified in various sections of T~tles 15, 16, 

30 and 42 of the U.S. Code. 
,TqAmerican Gas Association, Energy Analysis: An Energy Conservation and Economics Analysis of 

Gas-Fired Cogeneration in Commercial and lndustrial Applications (Sept. 14, 1981). 
60Su,bra note 59. 
61Amer i ca~~  Gas .4ssociation, Energy .4nalysis: Recent and Potential Substitution of Oil with Gas 

and Coal in Non-Transportation Uses, 2, (December 1981). 
62Demand Outlook, .supl(l note 3,  at 3. 
"Demand Outlook, .supra note 3, at 4. 
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111. LEGAL, R~C;UL.&TORY A N D  OTHER POLICIES AFFECTING 
FU.SURE LNG TRADE I N  THE UNITED STATES 

For U.S. LNG trade to reach its potential, there must be: (1) government 
support for a consistent, long range policy to encourage increased use of LNG; (2) 
substantive changes in laws and regulations to allow gas prices to remain within 
competitive levels, to remove obsolete demand restraints on gas use and to 
encourage more flexible rate policies and tariffs; and (3) procedural reforms to 
reduce delays and regulator): burdens which may inhibit increased LNG use. 

1. Public Policy Szippurt 

V~rtually every major operational aspect of the U.S. gas industry is regulated at 
Federal, state and sometimes local levels.'j%ong lead times and large financial 
commitnlents are characteristics of major new LNG projects. For example, a typical 
LNG gasification facility may cost $500 million o r  more and may take from six to ten 
years o r  more from conception to ~ o m p l e t i o n . ~ ~  Thus, the U.S. must set a sound, 
long term erler-gy course for LNG use and then follow it despite temporary price 
fluctuations. 

2.  Substuntiue Legal Changes to Encourage Gus CTse 

a. Gas Contract Legklution. No new LNG or  other gas supplies will be developed 
unless they can be sold. Thus, it is essential that gas prices remain within marketable 
levels. While phased gas deregulation under the NGPA has been successful in 
bringing forth new gas supplies, two gas pricing contract problems threaten to drive 
gas to unmarketable prices: excessive "take o r  pay for" provisions and onerous 
indefinite gas price escalation clauses. Take o r  pay for clauses between U.S. 
producers and pipelines require that a specified minimum percentage of gas 
deliverability or  contracted volumes be paid for whether taken o r  not.66 Very high 
minimum take provisions for U.S. conventional supplies, such as 80 or  90 percent of 
production capacity, are excessive given current gas markets. Unreasonable 
escalator clause provisions, which could cause gas prices to exceed marketable levels 
upon decontrol, should continue to be examined and revised.'j7 

b. lncrenlental Pricing and The Powm Plant and Industrial Fuel LTsisc Act of 1978. 
There are two specific Federal restraints on industrial gas marketing: the 
incremental pricing provisions of the NGPA6' and the Powerplant and Industrial 
Fuel Use Act of 197B6"FC'A). 

fii:! REGL'I..4TION OF T H E  G.4S INDUSTRY 4-3. 4-60 (American Gas Association ed .  1981). 
American Gas Association. Gas Rate Fundamentals 3d Ed. 84-99 (1978). 

65 13 LKG Digest, at  3 Uune 1982) 
663 REGULATION O F  T H E  GAS INDUSTRY, Glossar\.-158 (Ameriran Gas Association ed. 

1981). 
"Testimony of George H. Lawrence, President of the American Gas Association, Before the 

Committee on Enel-gy and Katural Kesourccs, Lnitecl Statcs Senate (December 13, 1982): In the 
Matter of Petition to the Federal Energy Regulatory Commission and  the Economic Regulatory 
Administration, of the  Process Gas Consun~ers  Group and American Iron and Steel Institute to  
Investigate and  Establish Rules Relating to the Importation of Natural Gas (No  docket number 
assigned) (Dec. 21, 1982). 

68 15 L[.S.C. $5 3341-3348 (S~ lpp .  11 1978). 
6942 U.S.C. 59: 8301-8355 (Supp. I1 1978). 
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NGPA incremental pricing was designed primarily to shelter residential and 
commercial customers from the rising gas costs resulting from phased deregulation. 
It charges such costs to industrial customers first, until industrial prices reach 
periodically determined ceilings. Under current law, incremental pricing is 
required for all LNG imports approved after May 1, 1978.7O Incremental pricing 
shoulcl be repealed, however, because (a) it encourages excessive imported oil use 
over gas use, particularly in the industrial market, (b) has failed as a "rnarket 
ordering device" and (c) is administratively burden~ome.~ '  

FUA arose out of a concept in the late 1970s that the U.S. was rapidly running 
out of gas and thus industrial gas use must be se17erely restricted.'* It overlooked the 
great quantity of potential gas resources that could be developed under proper 
pricing policies as well as the great potential of worldwide gas resources. Section 202 
of FUA bans natural gas as a primary energy source in large new electric 
powerplants and new major fuel burning installations ( M F B I s ) ~ ~  unless there is a 
formal exemption by the Department of Energy (DOE). In addition. Section 302(a) 
of FUAi"allows DOE to bar gas use in an existing MFBI if certain criteria are met 
including whether it was o r  is technically capable of using coal and if it is financially 
feasible to d o  so. 

FUA inhibits industrial demand for gas. For example, the select use of gas in 
conjunction with coal in new industrial facilities, to reduce acid rain and for other 
environmental control purposes, is hindered by uncertainty as to whether such use 
is permissible under FUA. Although DOE may grant exemptions fi-om FUA (a) 
where its provisions conflict with "applicable environmental r e q ~ i r e r n e n t s , " ~ ~  or  (b) 
where certain fuel mixtures are it is not clear that the select use of gas for 
increased coal burning would qualify under either such exemption. In addition, 
FUA creates uncertainty in the minds of industrial gas users. Existing MFBI's can be 
ordered by DOE to switch to alternate f ~ e l s . 7 ~  Thus, DOE can expand or  contract 
this important market at any time by regulator): action. 

FUA should be repealed or at least amended to permit increased industrial gas 
use, remove marketing uncertainty, reduce U.S. reliance on oil imports and 
encourage the select use of gas. FUA amendments should (a) allow new MFBIs to 
use gas; (b) formally exempt existing MFBIs from FUA, (consistent with DOE'S 
current but discretionary regulations); and (c) establish a clear statutory exemption 
for the select use of gas. 

c. Flt~xiblr Rates. As gas prices approach competing fuel levels in many markets, 
it is essential that gas companies have the regulatory flexibility to adjust quickly to 
market conditions in order to prevent load loss. This is particularly true in the highly 
competitive industrial gas market which faces competition from both unregulated 

' " I5  L'.S.C. 9 3347 (Supp. I1 1978). 
"For further discussion, see Mogel & Mapes, Assrs.\tnr~~l a/ Iticrrmrntnl Pr zor~g  (lndrr thr 

.Vot~ttal Gur Polics Act, 29 Cath. U .  L. Re\. 763 (1978); Muchow. Thr Futurr ( J  Gas E t t r ~ ~ y ,  2 Energy L. 
1. 241, 279 (1981). 

"S. Rep. Nu .  95-361, 95th Cong.. 2ti Sess. 28, 29 rrprzntrrl i n  1978 U.S. Code Cong. & Ad. News. 
8153, 8174. 

7342 U.S.C. 6 8306 (Supp. I I 1978). 
7442 U.S.C. 5 8512 (Supp. 11 1978). 
7542 U.S.C. 9 8351 (a) (1) (c) (Supp. I 1  1978). 
7fi42 1J.S.C. 9 8351 (cl) (Supp. 11 1978). 
"42 U.S.C. 9: 310 (Supp. I 1  1978). 
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residual oil and coal. Federal and state regulators increasingly are reviewing or 
considering amending existing tariffs and policies to provide such flexibility. They 
appear to realize that if load losses occur, more fixed costs must be passed on toother 
c;stomers including residential users.'R 

Several pipelines have asked FERC's approval on a variety of innovative 
competitive marketing plans. These include sales incentive rates to increase gas 
volumes sold (thereby -reducing take-or-pay obligations), the establishment-of 
spot-markets, programs under which pipelines would act as brokers for direct 
purchases of gas, and rates which may be adjusted monthly.'"t the state level, 
flexible industrial gas rates which are pegged to the posted price of alternative fuel 
oil also are becoming more common.R0 

Clearly, this need for flexibility in rates also applies to LNG pricing 
arrangements with producing nations. The  contract provisions for LNG must 
recognize the highly competitive environment in which gas must be sold and the 
producer's contract terms for LNG must contain the needed flexibility. 

d .  Proper Keguluto.ly Trefltmen,t for Natural Gas l4hjcles. Regulatory flexibility is 
necessary to develop the new gas vehicles market. Assisting this development is the 
statutory exemptions1 from FERC's Natural Gas Act jurisdiction of sales of gas in 
interstate commerce for resale, which is allowed to distribution companies which sell 
gas for local distribution. In the 1982 Ni-gass2 case, FERC held that this exemption 
would not be lost in the case of sales for use in compressed natural gas (CNG) 
vehicles, as long as the CNG is injected locally into vehicle fuel tanks. 

e. Co,ceneration and the Select C'se of Gas. Several developments have occurred 
which affect the growing gas congene;ation market. First, in the American Paper 
Institute case,x3 the Supreme Court recently upheld two regulations issued by 
FERCR4 under the authority of Section 210 of PURPAP5 which provide important 
incentives to cogeneration. The  first regulation requires electric utilities to purchase 
electric power from, and sell back-up power to, cogenerators at the "avoided cost" 
i.e., the marginal cost to the utility to produce the increment of additional electricity 
itself, or to purchase it from an alternative source?6 T h e  second regulation provides 

'n.4merican Gas Association, IVhite Paper on Gas Distribution lndustr-y Ratemaking Options 
(April 1983), 49. 

79Colun~bia Gas TI-ansmission Corp., Federal Energy Regulator-y Commisson Docket No. 
CPH2-485-000; Tenneco Oil Corporation, Federal Energy Regulatory Cornmission Docket No. 
CI83-269-000; C:olumbia (;as Transmission Corp., Feder-al Energy Regulatory Commission Docket 
No. RPH2- 120; Panhandle Eastern Pipe 1.ir1e Co.; Federal Energy Regulatory Commission Docket No. 
CPH3-333; Michigan Misconsin Pipeline Co.. Federal Energy Reg~rlatory Conlmission Docket No. 
CP82-542. 

n 11 .g.. Large Volume Dual-Fuel Service Rate of Providence Gas Co.. Rhode Island Public Utility 
Commission Docket No. 15 .  Effective Oct. 1, 1982; Schedule 6 - LV1- Large Volume InterruptibleGas. 

n 1  15 U.S.C. 9 i l i c ,  9: 717a-w (Supp. I1 1978). 
Hzj\'orthrrn Illinoi.\ Gas Co . ,  Federal Energy Regulatory Comniissio~~ Docket No. G-10632-004, 

Or-der Granting Petition for Declaratory Order and GI-anting Petitions to Intervene (August 27. 1982). 
H3Amrricc~n Poprr I n s / r t ~ ~ / r  7 ' .  Amrrican Elrclric Poutrr Serl'icr Corporation, Frdrral Energy Regulatov 

Comrni.s.~rorr u. Arnrr-ican Elrclric Porver Srrz'icr Corporo/ion, 5 1 C.S.L.W. 4547, (May 16, 1983). The  U.S. 
Court of Appeals for the District of Columbia had struck dowr1 these l~egulations in 1982. .4merican 
Elrctric Powrr Srrr~icr corpora ti or^ rl. A~ntr icen Papt'r- I nstilulr: ,4mr,rican El(,(-lric Powt'r Seruicr Corporalton u. 
Frdrrnl Energy Regulotor~ Cornn~~ssion, 675 F.2d 1226 (1982). rth. deu. 675 F.2d 1246 (1982). 

H 4 K a t r ~  for Purchase. 18 C.F.R. 292.304 (b) (2) 1981: 18 C.F.R. 292.101 (b) (6) (1981); Electric 
Utilit? Obligations Under this Subpart. 18 C.F.R. 292.303 (1982). 

*"6 U.S.C. 5 824 (Supp. 11 19i8).  
HfiAccording to the Court of Appeals, the Commission had failed toshow that the avoided cost rate 

was '3ust and reasonable to the electricconsumer of the electric utility" and was "in the public inter-est." 
as required by PURPA. Amrricnrl Electrzc Powrr Srr~lire Corporation, s u p n  note 83, at 1228. However, in 
upholding the rate, the Supreme Court stated that the Con~mission had done an "adequate" job of 
rrlreting PURP.4's criteria. :lmrrirarr Paprr Institute, s u p c ~  note 83, at 4550. 
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that no evidentiary hearing under the Federal Power Acts7 is required prior to a 
Commission order regarding interconnection between a utility and a cogenerat0r.8~ 
T h e  decision eliminates a major uncertainty which has inhibited cogeneration 
development, and streamlines the application process. 

Second, the existing 10% cogeneration Federal energy tax credit expired in 
1982.8Y LegislationY0 was proposed in the 97th Congress to reinstate and increase the 
size of the credit but the Administration has proposed revocation of all energy tax 
credits. 

Finally, despite provision under Section 212(c)" of the Fuel Use Act for 
permanent exemptions, that Act has been a continuing obstacle to the development 
of new gas-fired cogeneration facilities. Regulations promulgated in 1982 by the 
ERA, however, substantially eased the barriers to obtaining an exemption from the 
FUA by clarifying that exemptions are not restricted by the amount of elecricity 
r e s ~ l d ? ~  

T h e  clarification of PURPA standards by the Supreme Court, enactment of 
expanded federal tax credits and new FUA regulations could provide valuable 
incentives to the gas-fired cogeneration market. 

Regarding select use of gas with coal and other fuels, the FUA restrictioi~s 
described aboveg3 are relatively simple compared to the clean air laws. In addition to 
the federal Clean Air ActP4 several states have their own laws and regulations as do  
some localitiesP5 There should be clear, uniform national pidefines from the 
Environmental Protection Agency (EPA) to remove regulatory uncertainty 
regarding select use of gas. 

3.  Regulatory Reform. 

Because the gas industry is "affected with the public interest,"Y6 regulation in 
many areas such as safety is necessary and desirable. However, overlapping layers of 
Federal and state regulation, and regulatory delays and uncertainties unnecessarily 
add to the cost of LNG projects and restrict LNG markets. 

Section 3 of the Natural Gas Actg7 provides, for example, that before LNG may 
be imported into the United States, the Federal government must find such import 
"not inconsistent with the public interest." Both the Economic Regulatory 
Administration (EKA) and the FERC are involved in this determination. T h e  ERA 
reviews imports on the basis of such factors as price, security of supply, and regional 

n71'he Federal Power Act is codified in \.arious sections of'fitle 16 of the U.S. Code. 
H"n overturning the Court of Appeals decision, The  Supreme Court upheld the FERC rule 

exempting cogeneration trom the evidentiary hearings required under Sections 2 10, 2 11 and 212 of 
the Federal Power Act ((16 U.S.C.A. 3 824i, 824, and 824k (1976). The  Supreme Court h u n d  that 
FERC's interpretation of the statutory scheme rreated by PURPA and the Federal Power Act was a 
reasonable one, and did not violate the Federal Power Act. A.mc!rican Paper Institute, s ~ ~ p r a  note 83, at 
4552. 

H V h e  Revenue Act of 1978, 26 U.S.C. 9: 48 (1976). 
"'industrial Energy Security Tax Incentives Act, S. 750, 97th Cong. 1st Sess., H.R. 2640, 97th 

Cong. 1st Sess. (1981). 
"42 U.S.C. $ 8352 (Supp. I1 1978). 
"Permanent Exemptions tor New Facilities; Cogeneration. 10 C.F.R. 503.37 (1981). 
!'%upra notes 74 and 73. 
"Clean Air- Act of 1973. 85 Stat. 464, as codified in various sections of Title 42 of the U.S. Code; 

amended by the Clean .Air Act Amendments of 1977, 91 Stat. 685, as codified in various sections of 
T~tles 15 and 42 of the U.S. Code. 

9 T . g . ,  Src, CAL. HEALTH AND SAFETY CODE, 3 425 (Deering 1982). 
96Munm u. Illinois, 94 U.S. 113 (1877). 
"15 U.S.C. 9 717b (Supp. I1 1978). 
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and national need for the gas. In additon, the ERA may attach terms and conditions 
to import authorizatio~l orders issued by FERC.SR The  FERC must approve the 
siting. construction and operation of facilities to receive the imported gas. T h e  
FERC's authority also includes all other matters not specifically delegated to the 
ERA?Vn the past, the U.S. government has been unduly restrictive in allowing 
LNG imports?'Wn occasion, for example, Section 3 proceedings and litigation 
arising out of them have been used to frustrate or  delay approval of LNG  project^?^' 

There are manv laws in each state such as health and safety, and environmental 
codes affecting LNG directly or indirectly. Taken together, these Federal and state 
laws are so numerous that hundreds of separate permits and certificates may be 
required to construct one LNG facility.1o2 

Many in the U.S. gas industry are concerned about the long delays and 
uncertainties which exporters have experienced in obtaining LNG import licenses 
from the U.S. Because the technology of and operating know how for LNG are 
proven, regulatory and judicial review of such projects should be streamlined. A 
reasonable examination of projects to avoid adverse economic and environmental 
impacts and to reduce safety hazards both on-shore and in shipping is appropriate. 
However, Federal and state regulations should be reviewed with the goal of 
permitting the marketplace to choose freely among energy alternatives and 
encouraging the increased use of gas including LNG at marketable prices. This 
review should have as its goals: 

1. A net reduction in the number and complexity of regulations governing 
energy company operations; 

2. Better agency oversight by Congressional committees to streamline existing 
legislation where necessary and to identify and eliminate unreasonable 
Federal regulatory requirements; and 

3 .  Careful regulation by well-managed, accountable, knowledgeable 
regulators acting under fixed time schedules but with flexible administrative 
procedures. 

IV. COXCLUSION 

The  long range future for increased U.S. LNG imports can improve as we move 
through current gas price readjustments toward market-determined gas prices. 
New premium gas markets and increased regulatory flexibility also should 
contribute to a better U.S. environment for LNG. As in the past, sustained public 
and government support is essential to such progress. 

"D.O.E. Delegation Order  No. 0204-4 (Oct. 1. 1977). 42 Fed. Reg. 60726 (Nov. 29, 1977). 
Y"lrl. 
LooS~~pl . c~  note 23. Srr  al.\o Muchow, suptc note 71, at 260. 
'OIEl Pa.)o Enslerr~ Co., Economic Regulator) Administration Docket Number- 77-006-LNG; 

Federal Energy Regulatory Commission Docket Number CP77-330, December 21, 1978; Enneco 
.4tlantir Piprlillr Co., Economic Regulatory Adminisrl-ation Docket No. 77-010-LNG, Opinion No. 3,  
December 18,1978. FOI- fur-ther-discussion of this issue,\t.e T h e  Futureof Gas Ener-gy,supm note 62, at 
260. 

LozSupl.a note 4 1 .  




