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J—_— . DOCKET INDEX

ERA DOCKET NO.: 82~04-LNG

APPLICANT(S) :  PHILLIPS PETROLEUM COMPANY/MARATHOM OTL COMPANY
(Jones, Day, Reavis & Pogue, 1735 Eye Street, N.W., Washington, D.C. 20006)
Kevin Mchonald--861-6843

PREPARED OR DATE FILED
FILED BY: DESCRIPTION OF DOCUMENT OR 1SSUED:

1 ]PRILLIPS PETROLEUM CO, |Application for authorization to 05/10/82 05/10/82
MARATHOR OIL COMPANY export liquified natural gas

2 Piling fae of $50.00 05/10/82 05/10/82
3 PR 47, p. 25177--Notice of Applicatidn 06/10/82| 06/10/82
published in Fed. Reg. 6/10/82
& |Robert J. Stern, Actg. {Memo re NEPA determination for . 06/21/82 06/21/82

Dir., Office of for Phillips/Marathon application to

Environmental Compliancg export LNG

/"‘\‘_‘: DOXE

5 {Southern California Gas] Permissiom to intervene in support | 06/25/82 06/28/82
Pacific Alaska LNG Co.,| of application
jand Pacific Gas &
Electric Company

6 |MNORTHWEST NATURAL GAS Petition for leave to intervene '07/12/82 07/12/82
7 |PHILLIPS/MARATHON Supplement to Application to Amend | 08/04/B2 08/04/82
Authorization to Export LNG
8 |P. Daigneault, Ratural [Ltr, to petitioners in 82«04~LNC 09/15/82 09/15/82
Gas Branch, ERA ‘ .xaquesting additional information

10/15/82.

OPINION & ORDER #49-——Order Amending | 12/14/82 12/14/82
uthorization of Phillips Petrolaum

v., and Marathon 0il Co. to sxport

from Alaska

9 |DOE/ERA

10 IILLIPS PETROLEUM CO. |[Re O80 #49-—-11ist of monthly prices 01/27/83 01/31/83

received for LWC delivered at the
Tokyo Flange for April 1982 - 12/198

11 | MARATHON OIL COMPANY [Re 080 #49--11ist of prices for LWG | 01/28/83 | 01/31/83

f"ﬂ-.,-.f at.delivery poimt in Japan for
| April 19582 -~ December 1982,




DOCKET JINDEX

PAGE 2 _
ERA DOCKET MO.: 82-04-LNG . .
APPLICANT(S) : PHILLIPS PETROLEUM COMPANY/MARATHON OIL COMPANY
(Jones, Day, Reavis & Pogue, 1735 Eye Street, N.W., Washington, D.C. 20006)
Kevin McDonald--861-6843 '
, DATE FILED
DESCRIPTION OF DOCUMENT OR ISSUED:
12 § PHILLIPS PETROLEUM CO. { Fourteenth Mendatory Agreement to 06/10/83 | 06/13/83
LNG Sales Agreement dated 3/6/67
between Tokyo Elec. Power Co., Inc.,
& Tokyo Gas Company, Limfted,
13 [MARATHON OIL COMPANY L L 06/10/83 § 06/16/83
14 |Marathon 011 Co. 1tr. in compliance with Ordering 10/25/83 | 11/1/83
Paragraph D of DOE/ERA Opinion and
and Phillips Petroleum | Order 49
15 ]| Marathon 011'Cn-pnny Ltr. stating the 15th Amendatory 1/15/85 11/22/85

Agreement to that LNG Sales
Agreement dated March 6, 1967
between Tokyo Elec. Power Ce., Inc.
nnfl Tokyo Gas Company, Ltd.

16 |Phillips Petroleum

Marathon 0il Co. Ltr. informing of 15th amerdatory  }1/18/8S 1/30/85
Areament to ING Sales Agreament

dated March 6, 1967.

17 JPhillips & Marathon T. in campliance with Order No. 491/25/85 | 1/25.85
aumitting prices for ING at the
Japan delivery points far Oct. thru

- e, 1”41
18 ;. .. Marathon tr. in compliance with Order No. 49 4/25/85 &/25/85
0il Company jubmitting price of LNC at the

apan delivery points for 1/85-3/8S

fhillips Petroleum Co. tr. in compliance with Order No. 49 4/25/85
submitting prices for LNG at Tokyo -

Flange for the 1st calendar qtr.

ending 3/3/1/85%

& 7/ 20 arathon 01l Co. 5th Mmendatory Agreement to the 6/16/85

19

Saleas Agreement dated 3/6/67
21 -Marathon Q11 Co Prices for LNG for 4/85-6/85 7/30/85
22 Whillips Petroleum Co. Quarterly Report for Apr. May & June 8/5/85

g = ‘.I.P sole Ak ™ n

4
b L m oy g

1
|



DOCKET INDEX

) PAGE 7
ERA DOCKET O, : - —
APPLICANT(S) : §2-07-/G

DESCRIPTION OF DOCUMENT OATE FILED

OR ISSUED:
Quarterly Report for the 3rd

OOMPANY calendar qtr ending 9/30/8S 10/25/85
24 | MARATHON OIL gt/xarterly Rpt. for 7/85 through 10/25/85
85

2% | MARATHON OIL OO Change in prices for ILNG at

the delivery point in Japan
for the months 7/85-9/85,

26 PHILLIPS PETROLBEM CO Joint Application filed requestin
MARATHON OIL COMPANY a change to the liquefied natural

) gas (LNG) export authorization
/\ granted Phillips Petroleum

(Phillips) § Marathon 0il Co.

11/7/85

5/20/86 | 5/20/86

27 DOE/ERA Granting request for change
in authorization filed 5/20/86
28 1 MARATHON OIL Quarterly Report for Jan-Mar
1986
29% PHILLIPS 66 NATURAL Quarterly Report for Jan-Mar
GAS QOOMPANY 1986

O Y WY S AT

30{ MARATHON OTL COMPANY Quarterly Report for Apr May § Jun
1986

3 PHILLIPS PETROLEIM (llgglﬁ'ter]y Report for Apr May Jume

32 PHILLIPS PETROLEIM Contract Amendment

33 MARATHON OIl. COMPANY Quarterly Report Jul Aug & Sept

1986

A

: Ir 34 MARATHON OI1. COMPANY thxarterl Report OCT NOV § DIC
| 1986 .

=/ 35|  MARATHON OIL CO Quarterly Report JAN FEB & FEB

W o

17th Amendatory Agreement dated
3/6/87 between Tokyco Electric Pow

36 Phillips Petroleum 5/15/87



ERM DOCKET NO,: 82-04-LNG
”’I.ICAIT(S) $ Phillips 66 Natural Gas Company

y PREPARED OR ‘
H DESCRIFTION OF BOcsET m

' 7/31/87
33 JPHILLIPS 66 NATURAL GAS lemt-fwmﬂw /3Y/

SS0 S

PAGE

DATE FILEL
OR JSSUED:




-
6
7
8
9

11

12

13

14
15

/"‘\.\16
oy

17

ERA DOCKET NO.:
APPLICANT(S) :

DOCKET INDEX

82-05~NG
TEXAS EASTERN TRANSMISSION COKPORATION

(E.H, Mowrey, Vice President, P.D. Box 2521, Rouston, Texas 77252)

PREPARED OR
FILED BY:

WATURAL GAS PIPELINE

TRANSCONTINERTAL GAS
PIPE LINE CORPORATION

JIROOKLYR UNION GAS COM.
INNESSEE GAS PIPELINE

DESCRIPTION OF DOCUMENT

APPLICATION TO IMPORT NATURAL GAS
FROM CANADA

Filing Fee of $50.00
Petition for leave to intervene

Rotice of Application published in
FR 47, p. 30279

Petition for leave to intervene

Permisaion to intervene as a party

Patition for leave to intervens

MIDWESTERN GAS TRARS.CO.| Petition for leave to intervene

PUBLIC SERVICE ELECTRIC
& GAS COMPANY

10 | NOXTHWEST PIPELINE

BOUNDARY GAS, INC.

CONSOLIDATED EDISON
COMPANY OF NEW YORK

N0, NATURAL GAS CO.
NORTHERN BORDER PIPRLINE

TRANSCARADA PIPELINES
LIMITED

RORTHAWEST ALASKAN PIPE
LINT COMPANY

ASSOCIATED NATURAL GAS
o,

Petition for leave to intervenes

Petition for leave to intervens

Patition for leave to intervene

Petition for leave to intervens

Patition for leave to intervens
Petition for leave to intervene

Petition for leave to intervene

Petition for leave to intervene

Petition to intervene .

05/14/82

05/12/82
06/18/82

07/13/82

07/19/82

07/28/82
08/09/82

08/09/82
08/09/82

08/11/82

08/12/82

08/12/82

08/12/82
08/12/82
08/12/82

08/12/82

08/12/62

PAGE 1

DATE FILED
OR ISSUED:

05/14/82

05/14/82
06/22/82
07/13/82

07/19/82

07/28/82
08/09/82
08/09/82
08/09/82

08/12/82

08/12/82

08/12/82

08/12/82
08/12/82
08/12/82

08/12/82

08/12/82
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. DOCKET INDEX

ERA DOCKET NO.: 82-05-NC

APPLICANT(S) :

(E.F. Mowrey, Vice President, P.0. Box 2521, Houston,

PREPARED OR

1TEM FILED BY:

18 |MISSOURI UTILITIES CO.

TEXAS EASTERN TRANSMISSION CORPORATION
Texas 77252)

DESCRIPTION OF DOCUMENT

i"etition to intervene

19 |CENTRAL ILLIROCIS PUBLIC Patition to intervene

SERVICE COMPANY

20 | ALGONQUIN GAS TRARS. CO petition for leave to intervene

21 | COLUMBIA GAS TRANS.
CORPORATION

22 | NES JERSEY RATURAL GAS

—_

AN

24 [1LONe¢ ISLAMD LIGHTING CO

25 ITEXAS EASTERN TRANS.
COXP .

25 " "

27 |TEXAS EASTERN TRANS.
CORP. .

28 | PROGAS LIMITED

29 | TEXAS EASTERN TRANS.

CORP.
30 _

3l

3 | GREAT LAKES TRANS, €O,

Petition for leave to intervene

satition for leave to intervene out
of time '

etition for leave to intervens out
i time

Petition for lsave to intervene

Answer to petition to intervene of
MNo. Border Pip.linl Co,

Answer to petition to intervene of
WO. RATURAL GAS COMPANY, Div, of
Internorth, Inc.

@
;Suppleaent toO application for

suthorization to import WG from
Canada

-
Petition for lesave to intervene

Amendment to application

Filing fee of $50.00 to accompany
amendment

Memo to Finance & Accounts--German- 05/17/83

town--transmitting filing fee

PAGE 2

DATE FILED

OR 1SSUED.
OB/12/82 08/12/82
08/12/82 | 08/12/82
o8/12/82 | 08/12/82
08/13/82 | 08/13/82
08/16/82 | 08/16/82
08/18/82 | 08/23/82
08/18/82 | 08/24/82
08/27/82 | 08/27/82
08/27/82 | 08/27/82
09/30/82 | 09/30/82
10/19/82 | 10/19/82
05/13/83 | 05/17/83
04/29/83 | 05/17/83

05/17/83

[MERET W Ry TR N N

=k ek




PAGE 3

ERA DOCKET WO.: 82-05-N6

APPLICANT(S) : TEXAS EASTERN TRANSMISSION CORPORATION
(E.H. Mowrey, Vice President, P.0. Box 2521, Houston, Texas 77252)

DATE FILED
DESCRIPTION OF DOCUMENT OR 1SSUED:

32} DOE/ERA Anendment to Application--F.R. Noticq 6/22/83 | 6/22/83
June 22, 1983--pp. 28534

33 | ALGONQUIN GAS TRANS.CO. Petition for leave to intervene 07/06/83 | 07/06/83

34 } DOE/ERA Order directing appl1:aﬁts w/pending 02/16/84] 02/16/84

gas import applications to supplement
those applications, directing importars
w/existing authorizations to report

aon conformance of arrangements with
guidelines, providing guidance on
ANGST filings, and terminating
suspended proceedings

! +35 JDOE/ERA * New Policy Guidelines and Delegation] 02/17/84 02/17/84
Orders on the Regulation of Imported
Natural Gas (Delegation Orders No. ,
110, 111 and 112}

36 [TEXAS EASTERN TRANS. Supplement to application per ERA 04/16/84 | 04/16/84
/16/84 Procedural Order |
37 (OHIO INTERSTATL Petition for leave to intervene 04/18/84 | 04/18/84
PIPELINE COMPANY out of time
38 (gztgzglttsze Lines Petition for Teave to fntervene 10719784 1 10/19/84

out of time.

39 j0Ohfo Interstate

10/19/84] 1071
Pipeline Company 119/ /19/84

Combined Motion for- Establishment
sr Procedures and Request for an
Oral Presentation

iﬂ_. Tennessee Gas Pipeline jnswer to Motiom of Ohio Interstate 11/05/84 1 11/05/84
- I Company, A Division of Pipeline Company for Fstablishment -

/\A Tenneco, Inc. of Procedures

- 1 Texas Eastern Treans. swer to Motion of Ohio Interstate §11/05/84

) Y 11/05/84
Corp. Pipeline Company for Establishment /

nf prncedural.

" - ppm AW AR o




DOCKET INDEX

m mm m-: B2-~05-NG

APPLICANT(S) :

TEXAS EASTERN TRANSMISSION CORPORATION

. PREPARED OR
FILED BY:

42 Boundary Gas, Inc.

43 TEXAS EASTERN

l_r\ | 44 | TEXAS EASTERN

45 |TEXAS EASTERN

46 | Doe/ERA
47 FANCUIN CUSTOMER
GROOp

48 JPUBLIC SERVICE ELECTRIC
D GAS QOMPANY

49 JLONG ISLAND LIGHTING QO

]
»
L
[
L

11/05/84

Answer to motion of Ohio interstate
Pipeline Company for Establishmeht

of Procedures and request for

oral presentation |

Second Amendment to Application to | 7/15/85

import natural gas from Canada

$50.00 check to cover application
fee,

letter Agreement dated 6/11/8% 7/18/85
between ProGas Limited and
Texas Eastern

Ltr. clarifying initial
regquest in filing of
Second Amendment of 7/15/85

8/7/85

P.R. Notice issued 8/13/85:

published in P.R. 8/2)/85

Motion to Intervene 9/19/85

Motion to Intervene 9/20/85

Petition for Leave to Intervene /20/85

DATE FILEL
OR 1SSUED:

11/05/84




51

52

23

55

(YURCN) LID.

WASHINGION GAS LIGHT
Q0, FREIERICK GAS Q0.
INC. AND SHENANDOA GAS
8§

PANHANDLE PRODUCERS
AND FOYALTY OWNERS
ASSOCIATION

PHILAIETLPHIA ELECTRIC
COMPANY

PROGAS LIMITED
TEXAS EASTERN TRANS.,

THE MUNCICJIPAL
DEFENSE GROUP

DOE/ERA

DOCKET INDEX

DESCRIPTION OF DOCUMENT

Notice of Intervention and
Protest & Request for Hearing

Motion to Intervene, Protest,
and Recuest for Hearing

Commnents and Recuest for Leave
to Intervene

Motion to Intervene

Lettear requesting that Motion
filed 10/19/84 be treatad as a
timely motion to intervene with
regpect to Texas Eastern's
second amendment.

Joint Motion for Leave to Inte

Comwants and Petition for leave
to Intervens

Motion to Intervene and Protest

Reply Comments
Reply Comments

}bti(;n to Intervene, Protest
and Cu_mnts

ORDER Requesting Certaif
Additional Information from the

‘Applica

9/20/85

9/20/85
9/20/85
9/20/85

9/20/85

ere 9/20/85

9/20/85

8/20/85

10/7/85
| 10/7/85

11/7/85

3/21/86

PAGE °

DATE FILEIL
OR 1SSUED:
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REPORT 11(, _ ECONOMIC REGULAT | ISTRATION ’

NATURAL Ga. ,aviBIONW
DOCKET INDEX

ERA DOCKET M¢.: 82-05-NG
APPLICANT(S5):
REPRESENTED 8v: TEXAS EASTERN TRANSMISSION CORPURATION

DATE FILED
ITEM \EEEE;RE? x "I.:%'Il’ém DESCRIPTION OF DOCUMENT DATED OR ISSUED
62 DOE/ERA PROCEDURAL ORDER Order Requesting Certain Additional Information 3/21/86
from the Applicant, Providing Opportunity for
Further Comment from all Interveniors, and
Granintg Interventions
63 TEXAS EASTERN @ MI Extension of Time (Motion) 45 days 4/18/86 4/18/86
TRANSMISSION
OORPORAT ION
64 TEXAS MT Indefinite Extension of Time (Motion) 05/23/86 05/23/86
FASTERN
65 DOE/ERA PROCEDURAL ORIER Order Granting an Extention of Time for 05/29/86 05/29/86
the Applicant to Provide Certain Additional
Information (indefinite )
66 DCE/ERA MISC Letter Rexpesting Applicant to 12/22/87
Withdraw and File At Later Date
67 TEXAS EASTERN MISC Recuesting ERA delay dismissal of Application 1/11/88

until Texas Eastern Files Its Restructured
Aol icats




UNITED STATES OF AMERICA
ECONOMIC REGULATORY ADMINISTRATION

In the matter of

Docket No. NA-@4i

Phillips Petroleum Company
Marathon Oil Company

APPLICATION TO AMEND AUTHORIZATION
TO EXPORT LIQUEFIED NATURAL GAS

=
[

.

Phillips Petroleum Company ("Phillips™) and Harathoniail
Company ("Marathon®") hereby make application pursuant to Sent1on
3 of the Natural Gas Act, 15 U.S.C. $ 717b, and DOE Deleggg;on’ L
Order 0204-54 (1979), for an extension of and amendment to the
order issued by the Federal Power Commission (*"FPC") on April 19,

1967 authorizing the exportation by Phillips and Marathon of

liquefied natural gas (®"LNG") to Japan. Order Authorizing Expor-

tation of Ligquefied Natural Gas and Dismissing Application for

Permit, FPC Docket Nos. CI67-1226 & 1227, 37 PPC 777 (April 19,

1967) (hereinafter "1967 Order®). 1In support hereof, applicants
submit the following:

I. GENERAL INFORMATION.

The exact legal name of applicant Phillips is Phillips
Petroleum Company. Phillips is a Delaware corporation with prin-
cipal offices in Bartlesville, Oklahoma. Phillips is authorized

to do business in all fifty states of the United States.




The exact legal name of applicant Marathon is Marathon 0Oil
Company. Marathon is an Ohio corporation with principal offices
in Findlay, Ohio. Marathon is authorized to do business in all
states except Connecticut, Delaware, Hawaii, Idaho, Maine,

Maryland, Massachusetts, Minnesota, New Hampshire, Rhode Island

and Vermont,

All correspondence and communications regarding this appli-
cation, including service of pleadings and notices, should be
directed to the following persons:

Mr. John Horn

Manager, Natural Gas and LNG Sales Division
Gas and Gas Liquids Group

Phillips Petroleum Company

Bartlesville, Oklahoma 74004

(918) 661-5690

Kenneth Heady, Esquire

Vice President and General Counsel
Phillips Petroleum Company
Bartlesville, Oklahoma 74004
(918) 661-3832

Mr. S.C. Sandusky

Manager, Natural Gas Division
Marathon 0il Company

539 South Main Street
Findlay, Ohio 45840

(419) 422-~-2121

C.0. Robinson, Esquire

Associate General Counsel-Production
Marathon 0il Company

539 South Main Street

Findlay, Ohio 45840

(419) 422-2121

J.F. Bell, Esquire
Jones, Day., Reavis & Pogue

1735 Eye Street, N.W.
washington, D.C. 20006

(202) 861-3939




II. AUTHORIZATION REQUESTED.

Phillips and Marathon seek an ERA order which will approve
the continued exportation of LNG from 1984 to 1989 in accordance
with the attached Amendatory Extension Agreement (the "Extension
Amendment®™) to the original LNG sales agreement pursuant to which
these applicants have been exporting LNG to Japan since 1969. (See
Liquefied Natural Gas Sales Agreement (March 6, 1967) (the "Basic
Agreement,™ Appendix D).) The principal features of the Exten-
sion Amendment, which is attached hereto as Appendix B, are:

(1) an extension of the term of the Basic Agree-

ment for an additional five years, that is,
through May 31, 1989, pursuant to a renewal
option contained therein; and

(2) the establishment of a mechanism whereby

authorized quantities of LNG which are not
delivered in any of the five contract
years shall be delivered in subsequent
contract years or during a maximum seven-

month make up period beginning June 1, 1989.

In addition to approval of the Extension Amendment, Phillips
and Marathon also request that the ERA expressly authorize appli-
cants, in accordance with the provisions of the Basic Agreement,
to make up for the underdeliveries of LNG which have occurred
during the term of the Basic Agreement. Make-up provisions are

customary in natural gas sales contracts.




IIT. BACKGROUND.

Phillips and Marathon have been delivering LNG manufactured
from natural gas produced in Alaska for export to Japan since
November 1969. As indicated above, these sales have been made
pursuant to the Basic Agreement between Phillips and Marathon as
sellers and The Tokyo Electric Power Company, Inc. and Tokyo Gas
Company Limited as buyers.

In 1967, pursuant to Section 3 of the Natural Gas Act ("NGAW),
15 U.S.C. § 717b, Phillips and Marathon sought an order from the
FPC authorizing the exportation of LNG. They also sought a per-
mit, pursuant to Executive Order No. 10485 and 18 CFR § 153.10,
authorizing the construction, operation and maintenance of facili-
ties for the proposed exportation at the border of the United
States. On April 19, 1967, the FPC issued an order, which is
attached hereto as Appendix C, finding that the project would not
be inconsistent with the public interest. The FPC also ruled that
the permit sought under Executive Order No. 10485 was unnecessary.

The information required by 18 CFR § 153.3,1/ which was

submitted to the FPC with the original application of Phillips

*/ The ERA has employed the procedural regulations of the
former FPC contained in 18 CPR Chapter 1 in proceedings
governed by section 3 of the National Gas Act. See 42
Fed. Reg. 61856 (December 7, 1977). These applicants are
aware that ERA has proposed new procedural regulations,
Docket No. ERA-R~81-05, 46 Fed. Reg. 44696 (September 4,
1981), and thus have endeavored to include in the instant
application the information required by the proposed
rules. See proposed regulation, § 590.202.




and Marathon on March 8, 1967 (the *Original Application®), is
hereby incorporated by reference in Appendix D. The material
information in that Original Application with respect to the
legal names of the applicants, their states of incorporation and
principal places of business, the name and location of the fields
in which the natural gas exported is produced, the names of the
purchasers of the exported LNG, its proposed use in the foreign
country, and the facilities utilized in the export operation is
still accurate, except as noted herein. In addition, pursuant to
18 CFR § 153.4(b), the exhibits submitted with the original appli-
cation in this proceeding are also incorporated by reference in
this application.

The natural gas liquefied for exportation to Japan is
produced in the Cook Inlet Basin Area of Alaska. Seventy per-
cent has been produced from reserves owned or controlled by
Phillips in the North Cook Inlet Field; thirty percent has been
produced from reserves owned or controlled by Marathon in the
Kenai Field. During the balance of the term of the Basic
Agreement and the Extension Amendment, it is contemplated that
gas for this project will come Principally from these two fields,
although other gas reserves in the Cook Inlet Basin Area owned or
controlled by the applicants may also be utilized. The most re-

Cent estimate of the natural gas reserves remaining in the North

Cook Inlet and Kenai Fields is approximately 2.1 trillion cubic

feet. Of such gas, applicants own or control approximately 1.05




trillion cubic feet of uncommitted reserves, which is more than
adequate to fulfill applicants' obligations during the remaining
term of the Basic Agreement and the Extension Amendment. (See
attached report of National Economic Research Associates, Appen-
dix A, Table 14.)

The gas is delivered by pipeline to the liquefaction plant
at Nikiski, Alaska, approximately ten miles north of the city of
Kenai. The plant is indirectly owned by Phillips and Marathonr:/
and was constructed specifically for this project. The LNG is
delivered to Japan in two ships also indirectly owned by the ap-
Plicants and designed for this projectf::/ These facilities have
operated efficiently, safely and without adverse environmental
impact throughout the life of this project. No addition to or
alteration of these facilities is necessary for the continuation
of this export project under the Extension Amendment, nor are
such additions or alterations contemplated by the applicants.

The 1967 Basic Agreement under which €xports are presently
being made has periodically been revised with respect to price.
There have been thirteen amendments to the pricing provision of

Article 9 of the Basic Agreement. Each such amendment replaced

*/ The plant is owned by Kenai LNG Corporation, which is owned
70% by Phillips and 30% by Marathon.

X*/ The Arctic Tokyo is owned by Arctic LNG Transportation Corp.
The Polar Alaska is owned by Polar LNG Shipping Corp. Each
corporation is owned 708 by Phillips and 30% by Marathon.




and superceded the prior amendments to Article 9, and each was
filed with the PPC or the Federal Energy Regulatory Commission

("FERC") pursuant to 18 CFR § 153.Bf:/ Since 1980, information

copies of such agreements have been filed with the Economic Regqu-

latory Administration. The Basic Agreement, as amended, provides

for a base price of 592.8 U.S. cents per million Btu's, indexed
in accordance with a formula based upon changes in the weighted
average of the Government Selling Prices of the top twenty crude
oils (by volume) imported into Japan. Application of that
formula produced a delivered price for LNG exported during the
month of April 1982 of approximately $5.76 Per million Btu's.

The Basic Agreement provided that the annual contract volume
of LNG exported (after the first year) would be 50,570,000,000,000
(or 50.57 trillion) Btu's. The FPC's 1967 Order included the same

contract volumes in finding paragraph (1)(£f) and ordering para-

graph (B). 1967 Order at 3-4.

With respect to the term of the contract, and of particular

relevance to this application, the Basic Agreement, Article 14 at

12, provided in part as follows:

The term of this Agreement may be extended
for an additional period of five (5) years
if between June 1, 1981, and June 1, 1982,
Buyers and Sellers are able to mutually
agree in writing upon the price to be paid
for such LNG and the other terms and provi-
sions of such extension.

*/ The most recent amendment to Article 9 is set forth in
(L Appendix E.




The FPC demonstrated its awareness of that provision of the
contract, and anticipated the routine continuation of this

project for an additional five years in ordering paragraph C

of the 1967 Order:

Applicants shall comply with the require-
ments of Section 153.8 of the Commission’'s
Regulations under the Natural Gas Act before
initiating the proposed exports to Japan and
for any other contractual changes including
the exercise of the option for renewal.
[emphasis added]

Accordingly, the parties have executed the above referenced Ex-
tension Amendment, dated April 15, 1982, extending the term of
the contract through May 31, 1989 pursuant to Article 14 of the
Basic Agreement, and have filed this Application. An information
copy of the Application has also been sent to FERC.

IV. EXTENSION OF THIS EXPORT PROJECT IS NOT
INCONSISTENT WITH THE PUBLIC INTEREST.

The Phillips/Marathon Alaskan LNG export project has been in

successful operation for more than twelve years. This application

seeks approval of the routine continuation of that service with
the same facilities and the same method of operation for an addi-
tional five years from and after May 31, 1984, as provided in the
Basic Agreement and as contemplated by both parties and the FPC

in 1967.%/

*/ Phillips and Marathon consider that the language used by
the FPC in ordering paragraph C and finding paragraph 1l(c¢),
of the 1967 Order strongly implies that the PPC intended

[Footnote continued on next page]




Section 3 of the Natural Gas Act ("NGA"™) provides in part
that "{t]lhe Commission shall issue such order [to export natural
gas] upon application, unless, after opportunity for hearing,
it finds that the proposed exportation . . . will not be con-
sistent with the public interest.® 15 U.5.C. § 717b. For the
reasons stated herein, Phillips and Marathon believe that there
continues to be no basis in fact or law for a conclusion other
than that reached by the FPC in 1967 -- that the exportation of
this liquefied natural gas to Japan from Alaska is wholly consis-
tent with the public interest.

The controlling issue in this proceeding is whether a five-
year extension of the project would be inconsistent with the pub-
lic interest. The appropriate starting point for consideration
of that issue is the recognition that, for the past twelve years,
the project continually has improved both the economy of the state
of Alaska and the balance of payments position of the United
States vis-—a-vis Japan. In addition, because the LNG exported
from Alaska has been an important and reliable source of enerqgy
for the Japanese customers of applicants, its continued exporta-

tion is extremely beneficial to the relations of the United

Mﬂ

[Footnote continued from previous pagel]

that the only condition precedent to continuation of the
export authorization was the filing (required by 18 CFR

§ 153.8) of the agreement exercising the option for the
five-year renewal. Nonetheless, in light of the continu-
ing authority granted to the Secretary of Energy under
section 3 of the Natural Gas Act, Phillips and Marathon
believe that it is desirable and appropriate to obtain
express approval of the continued exportation provided in
the Extension Amendment.
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States with an important ally and co-participant in the Inter-
national Energy Program -- Japan. Indeed, it is apparent that

discontinuation of this project would be detrimental to the

public interest.

A. Continued@ Exportation of Alaskan LNG Benefits
Japan, Alaska and the American Public.

Since 1969, the LNG exported by Phillips and Marathon has
been an important and reliable source of natural gas for Japan.
The purchase of Alaskan LNG promotes Japan's goal of diversifying
the sources of its imported energy supplies. By reducing the
dependence of Japan upon OPEC 0il and other less stable sources
of energy supplies, the Phillips/Marathon project has had, and
will continue to have, a beneficial impact upon U.S./Japan trade
relations. Recently, alternative sources of LNG for Japan have
greatly increased. Nonetheless, the Japanese customers of
applicants have indicated their desire and willingness to extend
the contract for an additional five years by exercising the
renewal option.

In addition to the general benefit of this project to 0.S./
Japan trade relations, the revenue from the project also helps to
ameliorate the otherwise deplorable balance of payments position
of the United States with Japan. Continuation of this project
will provide annual revenues approaching $300 million or more for
an additional five years. This represents one of the largest

U.S. exports to Japan from Alaska.
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The state of Alaska has benefitted significantly from the
operation of this project. The construction and operation of the
liquefaction plant ang Pipeline facilitiesg have provided jobs for
workers in the Kenai area and have generated demand for supplies
and services of other Alaskan business entities. In addition,

the citizens of Alaska as a whole have benefitted from the royal-

stronger than it has been in many years. Given national and
international developments, including the return in many cases
to free market Pricing for natural gas, there is no basis for a
conclusion that there would be a national need for the LNG pro-
posed to be shipped to Japan in 1984-89., Inp addition, the lack
of an LNG receiving facility on the Pacific coast of the lower
48 states makes marketing of the Phillips/Marathon LNG there
infeasible during the period of this extension. Applicants know
of no U.S. flag LNG tankers which could pass through the Panama

Canal; thus, delivery of this supply to U.S. facilities on the

circumstances.

With respect to the regional need for the natural gas, all

of Alaska's natural gas uses are presgently being supplied, and
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its needs for the foreseeable future easily can be satisfied, by
a fraction of the proven reserves in the Cook Inlet Area. 1In
addition, Alaska has taken great strides in recent years to
develop its abundant coal and hydroelectric energy resources.,
These alternatives conceivably could replace natural gas as the
Primary source of electricity generation in Alaska.

At the request of Phillips and Marathon, National Economic
Research Associates has done a thorough economic analysis of the
proposed extension of the Phillips-Marathon LNG export to Japan,
NERA's report is attached to this application as Appendix A.
This detailed study supports the conclusion that the proposed
extension is unlikely to have any significant effect on Alaskan,
United States, or international markets for natural gas. More-
over, the study clearly demonstrates that there is no need either
on a regional or national basis for the relatively small amount
of gas involved in this export: conseguently, the proposed

extension is not inconsistent with the public interest.

C. The Price to be Charged for the LNG Delivered to

Japan is Consistent with the Public Interest.

The price to be charged for the LNG delivered by these appli-

cants under the five-year continuation of this authorization is
determined by Article 9 of the Basic Agreement, as amended.

Presently, the base price of the LNG delivered is 592.8 cents per
million Btu's as adjusted by a formula indexing that base to the

weighted average of the Government Selling Prices of the twenty
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crude olls imported into Japan in the greatest quantities. That
formula resulted in an April 1982 price of approximately $5.76
per MMBtu.

Thus, both the base price and the indexing formula are
reasonably related to the free market price of alternative
sources of equivalent energy. PFurthermore, as previously stated,
the price charged by applicants generates substantial revenue
beneficial to the U.S. balance of payments position with Japan.

D. Discontinuation of This Project Poses a Threat
to the Public Interest.

Consideration of the foregoing, as well as the analysis in
the attached NERA report, demonstrates that it would be the
failure to continue this project, rather than its continuation
for five years, which might cause severe adverse consequences.
First, failure to continue the project may strain foreign rela-
tions with Japan, since the Japanese would be required to obtain
LNG from other exporting nations, most of which are far less
stable and reliable sources of supply than the U.S. However,
as pointed out above, such competitive alternative supplies are
currently available to Japan if the U.S. should force their
use by denying the approval sought by this application. For
the U.S. to force Japan to take such action would be especially
inappropriate at a time when important and delicate trade

negotiations between the U.S. and Japan are ongoing, and when

both countries are working through the International Energy
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Program to provide stable sources of energy supplies during times

of shortage for all member nations. The U.S. would also logse the
beneficial effect of this project on our trade deficit with Japan.
The impact on the state and local economies in Alaska would
also be significant. The lack of any viable domestic market for
the Alaskan gas would probably lead to the idling of the ships
and closing of the liquefaction plant, a huge waste of capital in
and of itself. As a result, one of the largest economic entities
in the area would disappear from the local Kenai economy, and a

number of Kenai citizens would be out of work. 1In addition, a

substantial and traditional source of Alaskan state revenue --—-

taxes on the liquefaction facilities and royalties and taxes on

the natural gas used in the Phillips/Marathon project -~- would no

longer be available. Phillips and Marathon seek by this applica-

tion to maintain the status quo as it has existed since 1969, and
thus to avoid such conseguences.

V. SHIPMENT OF THE FULL VOLUME OF LNG
AUTHORIZED BY THE FPC TO BE EXPORTED
IS CONSISTENT WITH THE PUBLIC INTEREST.

The terms of Article 13 of the Basic Agreement require the
parties to ship additional quantities of LNG as soon as possible

to make up for underdeliveries caused by circumstances beyond the

reasonable control of the parties. Such provisions authorizing

make up of underdeliveries are accepted terms commonly negotiated

5
!.
}k.
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between buyers and sellers in both international and domestic

natural gas contracts.:/

Applicants have been unable to deliver the full contract
amount of LNG authorized in 1967 to be exported. This failure
was due to delays in the delivery of the LNG ships, to occasional
disruption of shipping schedules caused by unfavorable weather
conditions and, especially in the 1979-80 and 1980-81 contract
years, to unexpected dry-dock delays experienced in the appli-
cants' ship maintenance program. The total volume of these

underdeliveries is relatively small, less than 4% of the contract

. el il = ——

*/ As a result of their experience since 1969, the parties have
included in the Extension Amendment a new Section 6.3 to the
Basic Agreement which deals in far greater detail with the
issue of underdeliveries during the five-year period of the
Extension Amendment. Section 6.3(a) provides that the Buyers
and Sellers shall consult and establish a schedule for the
delivery of contract amounts of LNG which are not delivered
due to unforeseen circumstances (not including force majeure
as defined in the Basic Agreement or negligence of the par-
ties) during any contract year after June 1, 1984.

Section 6.3(b) provides that the Buyers may reduce the amount
of LNG received in a given contract year under certain cir-
cumstances. Such reductions may not exceed the additional
amounts which Sellers would be able to deliver as make up
volumes in subsequent contract years and during a seven

month extension period after May 31, 1989. If such reduc-
tions take place, additional deliveries will be made as soon
as reasonably possible in subsequent contract years. If the
full contract amount of LNG for the entire five-year period
is not delivered on or before May 31, 1989, then Sellers will
make additional deliveries until the full contract amount is
delivered or until seven months from May 31, 1989, whichever
comes first.

T e e L ol ue L = oad
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quantity;:/ The Buyers have requested that additional LNG be
shipped to make up for such underdeliveries, and Phillips and
Marathon believe that they are required by the terms of the Basic
Agreement to make such additional deliveries if possible. Accord-
ingly, Phillips and Marathon seek express authority, in accor-
dance with the provisions of the Basic Agreement, to export on a
best-efforts basis the underdelivered contract amounts during the
remainder of the extended contract term.

It should be noted that the shipment of such limited make up
quantities during the remaining years of this project is consis-

tent with the public interest. The additional revenue generated

Japan. If such additional quantities of LNG are in fact deliv-

ered it would only serve to bring the parties closer to exporting
the amount of LNG originally determined by the FPC in 1967 to be
consistent with the public interest. The delivery of such rela-

tively small quantities will have no impact upon the export

operations.

VI. ENVIRONMENTAL IMPACT AND SAFETY OF
OPERATIONS.

This application seeks an order approving a five-year exten-

sion of export operations by Phillips and Marathon which was

— T ———— s 3]

*/ As of May 31, 1982, Phillips and Marathon expect to have
delivered 96.8% (621,413,000 MMBtu's) of the cumulative con-
tract quantity authorized by the 1967 Order for delivery by
that date (642,135,000 MMBtu's).




Clearly contemplated in the

the same LNG

will continue to be utilized without change,

(as in similar Section 3 cases),

will not constitute a major Federal action having a significant

*
effect on the quality of the human environmentf~/

The export facilities utilized in this pProject have been
opeérated safely since start-

Plicable federal safety standards.
F_J)-

VII. EXPEDITION

Applicants respectfully request expeditious consideration

of and action on this application. Although the present export

authority does not expire until May 31, 1984,

the requested

authorization for delivery of make-up quantities of LNG starts

While shipping schedules can be modified

Somewhat during the year, substantial advance pPlanning is re-

quired for scheduling of LNG deliveries. There is an additional

factor of even greater concern. 1In the absence of reasonably

Prompt regulatory action, applicants®

——-—I-—-hm_.___-_ ol eu—-

Japanese LNG buyers may

*/ DOE/ERA Opinion and Order No.
Incorporated, ERA Docket No.

P. 6. See also, Columbia LNG
Docket No. CP80-68-000 et al

39, Vermont Gas Systems,
81-33-NG issued March l, 1982,
Corporation, et al., FERC
-+ issued March 4, 1981, p. 5.

Basic Agreement and 1967 Order. Since

facilities as Proposed in the Original Application

it should be found

that approval of this application

up 1in substantial compliance with ap-

See 49 CFR Part 193 (Subparts

TR i e Wdapy
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. feel obliged to seek alternative supplies of LNG substantially

in advance of the May 31, 1984 expiration of the current authori-

zation.

VI1Ii. APPENDICES

Attached hereto are the following appendices, including, as
Appendix G, a proposed notice for publication in the Federal

Register summarizing the amendment to the 1967 Order sought by
this Application:

Appendix A: Report of National Economic
Research Associates (May 1982).

Appendix B: Amendatory Extension Agreement,
dated April 15, 1982.

Appendix C: Order Authorizing Exportation
of Liquefied Natural Gas and
Dismissing Application for
Permit, FPC Docket Nos.
CI67-1226 & 1227, 37 FPC 777
(April 19, 1967).

Appendix D: Application for Authorization
to Export Liquefied Natural
Gas, including the Basic Agree-
ment, FPC Docket No. CI67-1226
(March 8, 1967) (incorporated
by reference).

Appendix E: Thirteenth Amendatory Agreement,
dated March 24, 1982.

Appendix F: Restated LNG Sales Agreement
Including All Presently Effec-
tive Amendments.

Appendix G: Proposed FPederal Register Notice.
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IX. CONCLUSION

For the foregoing reasons, these applicants respectfully
request that the ERA issue an order extending and amending the
1967 Order which approves the Extension Amendment of April 15,

1982 and authorizes the delivery of make-up quantities of LNG as

herein described.

Respectfully submitted,

PHILLIPS PETROLEUM COMPANY

By ( _~omanl A‘Jf\jd—'-o‘“

Paul W. Tucker
Vice President

MARATHON OIL COMPANY

g '
By

J.H. Herring
Senior Vice President

Dated: May 7, 1982
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VERIFICATION

STATE OF OKLAHOMA

SS9
COUNTY OF WASHINGTON

BEFORE ME, the undersigned authority, on this day
personally appeared PAUL W. TUCKER, who, having been by me
first duly sworn, on oath says that he is Vice President of
Gas and Gas Liquids Group for Phillips Petroleum Company and
duly authorized to make this Verification; that he has read
the foregoing instrument and that the facts therein stated
are true and correct to the best of his knowledge,

information and belief.

@-&A MFJM-QA.L\
~  Paul W. Tucker

Subscribed and sworn to before me thie é‘d day of

May, 1982.

Notary Public

My commission expires:

%/_/g ¢ /5 83
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VERIFICATION

C

STATE OF OHIO )
) 8S:
COUNTY OF HANCOCK )

BEFORE M the undersigned authority, on thils day

L]

>

personally appeared J. H. HERRING, who, having been by me
first duly sworn, on oath says that he is Senlor Vice
President of Marathon 0il Company and duly authorized to
make this Verification; that he has read the foregoing
instrument and that the facts therein stated are true and

correct to the best of his knowledge, informatlon and

belilef.

J. H. Herring

Subscribed and sworn to before me this ng day of

Dy O Ao
/ oizféfPublic'“

May, 1982.

My commlission expires:

rﬂlcﬁeﬂf 2y /25/2'
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AN ECONOMIC ANALYSIS OF THE PROPOSED EXTENSION
OF THE PHILLIPS-MARATHON LNG CONTRACT
WITH TOKYO GAS AND TOKYO ELECTRIC

EXECUTIVE SUMMARY

Phillips Petroleum Company and Marathon OQil Company have
requested a five-year renewal of their license to liquefy and export natural gas
from Cook Inlet, Alaska to Tokyo, Japan. It is our opinion, after reviewing and
analyzing the relevant economie data, that such a renewal is not inconsistent
with the public interest. The continuation of LNG export for an additional five
years will have little or no effect on Alaskan, national, or international markets
for natural gas, and is consistent with the goals of United States trade and

energy policy.

Background. The Cook Inlet natural gas fields, which now contain
about 3.6 trillion cubic feet of proven reserves, were discovered in the 1950s and
1960s as a byproduct of oil exploration in Southern Alaska. For the last 20 years
they have supplied Anchorage-area residents--about half the population of
Alaska~-with low-cost gas for heating and electricity generation. Because Cook
Inlet gas is expensive to transport, it has never been regularly marketed directly
in the lower 48 states. Some of it is shipped there after being converted to
petrochemicals: an ammonia-urea plant on the Inlet uses about the same amount
of gas, on an annual basis, as the Alaskan population consumes. A slightly larger
share is liquefied and shipped by Phillips and Marathon to Japan as LNG. Total
sales are about 176 billion cubic feet per year.

The 1967 contract between Phillips and Marathon and Tokyo Gas and
Tokyo Electric was the first Japanese purchase of LNG. It brought about the
recognition in Japan that LNG could be a desirable substitute for oil, and paved
the way for Japan's subsequent, much larger purchases of LNG from other
countries.

Findings. The extension of the LNG export contract from 1984 to
1989 is unlikely to have any direct effect on Alaskan or United States energy
markets because there is no alternative demand during this period for the gas
proposed to be exported. Similarly, we do not expect any adverse effects in the
1990s, as the continuation of the export contract to 19898 will not have a decisive
impact on the future development of Cook Inlet gas reserves or other Alaskan
resources. Specifically, we find:

-  Cook Inlet gas has been in chronic oversupply for two
decades, and is likely to remain so for at least the
remainder of the 1980s. The current reserve to
production ratio is more than double the national
average.

- The quantity of proven gas reserves in the Inlet is
very large relative to local demand for gas for space
heating and electricity generation, and will still be
large even if local demand grows rapidly during the
1980s.

nvera’




It is unlikely that gas will be shipped from Cook Inlet
to the lower 48 states before 1990, or that there will
be any other large-scale industrial use of the gas.

The quantity of gas proposed to be used for the LNG
contract extension represents 9 percent of proven
reserves and 3 percent of total gas resources in Cook
Inlet, and a fraction of a percent of southern Alaska's
total energy supply.

Even with the LNG contract extension, we expect
proven reserves of gas in Cook Inlet to be sufficient
to meet local demand until the end of the century in
the absence of any major new development.

If no new markets for Cook Inlet gas are developed,
the reserves will be depleted early in the next
century (with or without the extension of the LNG
contract) since there will be little or no incentive for
exploration for the Alaskan market alone.

If Cook Inlet gas becomes marketable in the lower 48
states during the 1990s, new supplies will be elicited
and the price of gas for local use will rise to national
levels net of transportation costs. Local demand for
gas can be met from the state royalty share from
new discoveries. This situation will not be materially
affected by the continuation of the LNG export
contract.

If Cook Inlet gas resources are developed in the 1990s
and their local price rises, alternative fuels may
become competitive for local electricity generation.
The chief possibilities for substitution are gas from
the Alaskan North Slope, coal from the Nenana or
Beluga fields, and hydropower from the upper Susitna
basin. It is likely that one or more of these vast
energy reserves will become commercially available
in the Anchorage area in the 1990s. In this case local
demand for Cook Inlet gas will be sharply reduced.

The proposed extension of the LNG export to Japan
will have a small but favorable impact on the overall
United States balance of trade and on the bilateral
trade balance with Japan. It will also contribute to
Japan's efforts to diversify its energy imports and
reduce its reliance on politically unstable regions.

The proposed extension of the LNG export contract is
consistent with United States efforts to reduce
energy imports, since the gas proposed for export
could not be used anywhere in the United States in
the 1980s and would not significantly reduce supplies
in the 1990s.
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In summary, there is no plausible set of cireumstances in which the
extension of the Phillips and Marathon LNG export to 1989 will affect the price
or availability of gas in any United States market or cause the United States to
increase its imports of fuel. Furthermore, the continued export will be helpful in

view of the chronic United States trade deficit, and is consistent with other
United States trade policies.
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I. INTRODUCTION

This report contains an economic analysis of a continuation (1984~
1989) by Phillips Petroleum Company and Marathon Oil Company of the exportation
of liquefied natural gas from Alaska to Japan. Phillips and Marathon requested
NERA to consider whether a continuation of this service, detailed in the
accompenying application, is not "inconsistent with the public interest,” the
finding required by Section 3 of the Natural Gas Act (15 U.S.C. 717b). Based on
our review of the application and of extensive economic data, we conclude that
the proposed LNG export is unlikely to have any significant effect on Alaskan,
United States, or international markets for natural gas and is thus not incon-
sistent with the public interest. In fact, approval of the continued export of
LNG from Alaska to Japan will be of general benefit to US./Japan trade
relations, and the revenue from the project also will help to ameliorate the
balance-of-payments position of the United States with Japan; therefore,
approval of the project is wholly consistent with the public interest.

A. Baciground

The southcentral portion of Alaska, perticularly the Cook Inlet
region, was the first part of the state to be developed for hydrocarbons on a
large scale. Exploration began even before statehood, in the 1950s, and oil was
discovered in 1957. As the oil producers continued to drill, they also discovered
natural gas, some of it associated with the oil, but the greater part of it dry gas
in separate accumulations. More than 20 gas fields have been identified in the
Cook Inlet region. (The region and gas fields are shown in Figure 1, p. 2, and
Figure 2, p. 3, and the history of discovery and produetion is summarized in
Table 1, p. 4.) Until recently, however, there has been little demand for this
gnas.
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TABLE 1

GAS RESERVES AND CUMULATIVE PRODUCTION IN COOK INLET BASIN
AS OF JANUARY 1, 1982

Field

Kenai

North Cook Inlet
Beluga River
Swanson River
Beaver Creek
McArthur River
Ivan River
Sterling

Granite Point
Lewis River
West Foreland
Nicolai Creek
Middle Ground Shoal
Falls Creek
Trading Bay
North Fork
Birch Hill

West Fork

Total

*Less than .5 Bef.

Proven Cumulative
Reserves Production
----------- 1273 § Srmme—
(1) (2)
1,109 1,200
930 549
743 125
268 2 (206)
240 2
84 225
26 -
23 2
22 78
22 -
20 -
17 1
14 69
13 g
12 o4
12 *
11 *
6 1
3,592 2,096

Year of

Discovery

(3)

19589
1962
1962
1957
1967
1968
1966
1961
1965
1975
1962
1966
1962
1961
1979
1965
1965
1960

! Reserves were calculated by subtracting 1981 production
figures from January 1, 1981 proven reserves.
2 Primarily injected gas for pressure maintenance.

Source: State of Alaska, Alaska Oil and Gas Conservation

Commission, Febr% 1982 Bulletin, pp. 33-3S.

State of Alaska,

Commission, 1980 Statistical Report, p. 27.
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Unlike the region's oil, which could easily be shipped anywhere, Cook
Inlet gas proved difficult to market. The quantity of gas discovered was far in
excess of what producers needed to pressurize wells and to fuel production and
refining operations. Other than the producers themselves, the only nearby
market was Anchorage. No time was lost in getting Cook Inlet gas to
Anchorage: an 80-mile pipeline was built shortly after the 1959 discovery of gas
at Kenai, the first major nonassociated gas field. Within a few years, Kenai gas
was used to heat homes in Anchorage and to generate electricity for Anchorage
Municipal Light and Power and for two military bases. (Table 2, p. 6, shows the
recent growth in local use of gas; Table 3, p. 7 and Table 4, p. 8 show the
conversion to gas space heating and the rising demand for electricity that
underlie the growth shown in Table 2.)

However, Anchorage had only a small population and could not use all
the gas the region was capable of producing. By 1962 two more large fields and
several smaller ones had been discovered, and small fields continued to be
discovered throughout the 1960s. Without access to the Anchorage market, gas
from these new fields was virtually unmarketable. The éost of transporting the
gas to the lower 48 states, by pipeline or by insulated tanker, was far greater
than its value in lower 48 markets. Consequently, Kenai remained the only
producing field for some years; many of the smaller fields were shut in without
having been thoroughly evaluated. Even Kenai was underutilized throughout
most of the 1960s, while the producers looked for new ways to deliver the gas to
distant markets.

There were two possible methods for converting natural gas to a

more easily transportable form: by chemical reaction or by liquefaction.

nera’
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LOCAL CONSUMPTION OF GAS IN THE ALASKAN SOUTHERN RAILBELT

Uses of Gas

Electric Utility Sales

Gas Utility Sales

Military Sales

Total 2

Source:

sumption, prepared for State of A

.................... " - 7.Y o W

(1)

10.3

6.5

25.1

' 1981 figures are estimates.

(2)

13.2

6.5

(3)

15.9

9.7

6.1

31.2

1971 - 1981
1874 1975
(4) (5)
17.1 19.8
9.8 12.0
5.7 5.8
32.6 237.5

1976

22.2

12.8

40.2

1977

23.6

12.7

°.1

41.4

“ Totals may not sum due to independent rounding.

laska,

Minerals and Energy Management, January 1982, Table 2.7

1978

24.6

13.5

3.1

43.2

1979

28.2

14.0

47.2

15.9

4.8

49.0

°l.4

Battelle Pacific Northwest Laboratories, Alaska-Historical and Pro ected Oil and Gas Con-

_W_IIJ——_f

Natural Resources, Division o

y P- 2.18.

¢ H'I9V.L



TABLE 3

1960 - 1980
Gas
Househeating Anchorage
Customers Households
e e (Thousands)-~-———--—__-.
(1) (2)
1960 0 21.9
1965 4-9 -
1970 14.4 35.0
1975 24-0 -
1978 29.0 $1.0-52.9
1979 34.2 -
1980 368.2 60.0
Source:
Gas Heating Customers: American Gas Association, Gas Facts, various
ym-
Households 1960-1978: Scott Goldsmith and Lee Huskey, Institute of
( Social and Economie Research (An ;

Households 1980: Alaska Department of Labor, Alaska Population
Overview 1981, Table I1.24, p. 28.
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1965
1970
1971
1972
1973
1974
197§
1976
1977
1978
1979
1980

Source: U.S. Department of

tration, Alaska Elec

nera’

Energy
Generation

ZlO‘-‘Mwhi

(1)

366.5
700.4
838.0
962.1
1083.4
1165.0
1352.8
1589.6
1773.8
1801.2
2017.9
2077.6

Energy, Alaska Power Adminis-

tric Power Statistics 1960-1980
August 1981, p. 39.

TABLE 4




Union Oi1l, one of the principal Kenai field producers, opted for the first route,
building an ammonia and urea plant near Kenai in 1968 and shipping its produet
mainly to the west coast of the United States. This plant accounts almost
entirely for the industrial use of gas in the region, as shown in Table 5, p. 10.
Marathon Oil, the other principal Kenai producer, and Phillips Petroleum, the
Operator of the North Cook Inlet field, chose the second method, jointly building
a liquefaction plant and shipping LNG to Japan begmmng in 1969. (The recent
history of this export operation is shown in Table 6, p. 11.) The Japanese, at that
time as in the present, had few indigenous energy sources and were willing to pay
high prices for delivered LNG.

The third large gas field, Beluga River, was not exploited until 1968,
when an electric generating plant was built at the field itself by the Chugach
Electric Association. A transmission line from the plant supplies Chugach's
customers in Anchorage and its environs with electricity. The generating plant's
use of gas was very small until the mid~1970s, and even today the Beluga River
field is largely unused.

With the rising fuel prices and shortages of natural gas in the 1970s,
shipment of Cook Inlet gas to the lower 48 states began to look increasingly
feasible. In the mid-1970s Phillips and Marathon made a proposal to liquefy gas
from the Kenai and North Cook Inlet fields for distribution in Oregon, but the
project did not materialize. A second proposal was made by California utilities
to liquefy gas from Beluga River and several small fields for distribution in
California. This proposal, which will be discussed in more detail below,
stimulated the first intensive exploration for gas in the area. To date, however,
Cook Inlet gas has not been regularly shipped in LNG form to California or any
other lower 48 markets, and the prospects for such a scheme are still cloudy.

nera’




1969
1970
1971
1972
1973
1974
1975
1976
1977
1978
1979
1980
1981

INDUSTRIAL
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GAS CONSUMPTION IN THE

ALASKAN SOUTHERN RAILBELT

1969 - 1981
Refinery
Fuel
Consumption Total

__________________ _—..T(ﬂ%: ——m - ———————
(2) (3)
0.9 13.1
0.9 18.8
0.8 20.3
0.9 21.5
0.9 21.5
0.9 23.0
0.9 24.8
1.3 25.6
0.9 29.5
0.9 49.8
0.9 22.6
0.8 4.5
0.8 56.2

IDel-ived from Kenai field sales to Coallier and total
gas sales from the McArthur River field.

Source:

Cdl. 1, 1969-1970

and Col. 2, 1969-1976:

Cal. 1, 1971-1979:

1980-1981:

Col. 2, 1977-1979:

Bulletig,

SRI International, Natural Gas Demand
and S to the Year 2000 in the Cook

anc Supply to the Year 2000 in the Cook
Inlet Basin of South-Central A pre-
pared for Pacific Alaska LNG Company,

Los Angeles, California, November 19717,
Table 2, p. 10.

Battelle Pacific Northwest Laboratories,
Alaska ~ Historical and Projected Oil and
Gas Consumption, prepared for State of
Alaska, Depertment of Natural Re-
sources, Division of Minerals and Energy
l"dlamgem5 ent, January 1982, Table 2.7, p.
2.15.

State of Alaska, Alaska Oil and Gas Con-

servation Fetrm 1982
p. 33.

State of Alaska, Alaska Oil and Gas Con-
servation Commission, xerox sheet,
"Kenai Gas Sales,” 1980 and 1981.

State of Alaska, Alaska Oil and Gas Con-
servation Commission, xerox sheet,

"Report of Gas Disposition for 1980."
NERA estimates.

nera’
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1969
1970
1971
1972
1973
1974
1975
1976
1977
1978
1979
1380
1981

~11-

PHILLIPS AND MARATHON

GA%IBB FOR
LNG SALES TO JAPAN
1969 - 1981

Plant Iniet

9.1
7.1
63.2
99.9
61.0
61.9
64.8
63.5
66.9
60.9
64.1
239.3
68.0

IVdumm shown are per calendar year, not per contract year.

: Source:
1969-1970:

( 1971-1980:

( 1981:

SRI International, Natural Gas Demand and
Supg 2000 in the Cook Inlet
) K '.. 2 LASME mew or
¢ Alaska LN Company, Los Angeles,
California, November 1977, Table 2, p. 10.
Battelle Pacific Northwest '

Alaska - Historical and Pro ected Oil and Gas
Eomumgtig, prepered for State of Alaska,
Department of Natural Resources, Division of
Minerals and Energy Management, January
1982, Table 2.7, p. 2.15.

Communication from Phillips aind Marathon.

nermra’
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In summary, development of the Cook Inlet basin gas resources has
been slow and uncertain. As late as 1980, with production at record levels, the
region's ratio of proven reserves to marketed production was still 20.8, more
than double the lower 48 average of 9.0. Even this measure underestimates the
slowness of the development, since it does not take into account the slow pace of
additions to the reserve base.

The problems of transporting gas from Cook Inlet have led to low
prices as well as low production. The long buyers' market in the Anchorage area
kept prices there well below regulated levels in the lower 48 states. And low
prices, in turn, meant that gas became the preferred fuel for virtually every
stationary use. Although southern Alaska is exceptionally well endowed with
coal and hydroelectric resources, these resources have been somewhat neglected
in recent years. The data in Table 7, P. 13, indicate that as the use of natural gas
became more widespread, consumption of coal and hydropower failed to grow
and, in the case of coal, declined steadily from the late 1960s,

The legacy of the 25-year buyers' market can still be seen in Cook
Inlet today. Sales of gas are still low--about 176 billion cubic feet in 1981--and
are divided nearly evenly among the local market, the Japan LNG export, and
the ammonia-urea plant. The Kenai field is still used more intensively than any
of the others: with 31 percent of the area's reserves, it accounts for 55 percent
of sales. And local prices are still low: in 1981 the Anchorage pipeline bought
gas at $0.64 per thousand cubic feet, or about one—quarter the average United
States wellhead price, and the Beluga River generating plant bought gas at $0.20

prices, as shown in Table 8, p. 14.

nera’




Energy Statistics Branch, State Energy Data Report,
pp. 31-37, and update by telephone.

nera’

TABLE 7
-13_
( TOTAL CONSUMPTION OF ENERGY IN ALASKA
BY TYPE AND YEAR
1968 - 1979
Natural

Gas

Consumption

Natural Hydro- As a Percent

Year Gas Petroleum Coal Electric Total of Total
- - a2ZFr ~ QayRGy
(3H{4)

-------------------- —(Trillion Btu)--=~=====scccccccac-"- ~{Percent)-
(1) (2) (3) (4) (5) (6)
1960 2.034 58.101 8.485 0 68.620 2.968
1961 2.300 64.456 14.005 0 80.761 2.85
1962 4,048 64.322 16.745 0 85.115 4.76
1963 5.677 64.882 15.779 3.410 89.748 6.33
1964 6.954 67.825 15.465 3.374 93.618 7.43
1965 7.837 71.339 12.393 3.655 95.224 8.23
1966 12.687 71.286 21.225 3.293 108.491 11.69
1967 12.269 82.773 24.418 3.7886 123.248 9.95
1968 18.092 86.495 21.147 3.781 129.515 13.97
1969 44.050 96.486 17.443 3.562 161.541 27.27
1970 65.701 100.008 17.020 3.807 186.538 35.22
1971 69.805 113.705 18.637 3.807 205.954 33.89
1972 76.674 121.580 16.552 3.594 218.380 35.11
1973 64.398 115.725 17.641 2.973 200,737 32.08
1974 64.349 120.150 16.284 3.407 204.190 31.51
1975 86,564 126,045 18.577 3.713 234,899 36.85
1976 91.922 146.414 16.862 3.978 259.176 35.47
1977 118.723 159.592 12.858 9.343 296.518 40.04
1978 147.785 168.293 4.698 4.924 325.700 45.37
1979 160.500 128.600 4.600 4.800 298 .500 93.77

Source: U.S. Department of Energy, Energy Information Administration,
April 1980,
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GAS AND ELECTRIC PRICES IN THE ALASKAN
SOUTHERN RAILBELT AND US.

1980
Alaskan
Southern
Railbelt US.
O 2y
Gas ($/MMBtu)
Residential 1.73 3.61
Commercial 1.48 3.34
Electricity (¢/kWh)
R esidential 3.68 4.93
Commercial 3.08 5.09
Source:
Gas: American Gas Association, Gas Facts, 1980, Table
95, p. 119.

Electric: Alaska: U.S. Department of Energy, Alaska Power
Administration, Alaska Electric Power Statistics
1960-1980, August 1981, p. 40.

US.: Edison Electric Institute, Statistical Yearbook

of the Electric Utility Industry 1980, November 1981,

Tables 59 and 41, pp. 59 and 46.
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In one respect, however, the situation has changed over the last few
years: there have been enormous increases in world prices of natural gas and
gas-based products. For example, in mid-1981 the Japanese were paying from 9
to 12 times as much for LNG, in current dollars, as when they first started
importing it in 1969. What this means to Cook Inlet producers is that the gap
between world and local prices for gas is far wider than ever before. We will
return to this point later in discussing the future developments of the Cook Inlet
gas reserves.

B. The Phillips-Marathon Proposal

The export continuation proposed by Phillips and Marathon consists of
a five-year extension, to 1989, of the 1967 LNG contract with Tokyo Gas and
Tokyo Electriec under which shipments have been made since 1969. Such an
extension was contemplated in the contract itself and in the FPC authorization
order in 1967. To deliver the annual contract quantities, Phillips Petroleum
supplies about 43.6 billion cubic feet of gas per year from the North Cook Inlet
field and Marathon Oil supplies about 18.6 billion cubic feet per year from the
Kenai field to a liquefaction plant at Nikiski Point on the Inlet. The LNG is
shipped in two tankers to Tokyo. Because gas is used to fuel the liquefaction
process and the tankers, the amount of LNG actually delivered to Japan is only
about 50 billion cubic feet per year. It is our understanding that the export
contract will continue to operate in substantially the same way that it has in the
past.

C. Summary of Findings

It is our opinion that the extension into 1989 of the Phillips~Marathon
LNG contract is unlikely to have any substantial effects at all, for two reasons.
First, it will have no short-term effects on the price or availability of Cook Inlet

nera’
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gas since we expect the buyers' market, or oversupply of gas, to continue in the
Cook Inlet area at least through 1989. We foresee no alternative demand in the
1980s for the gas that Phillips and Marathon propose to send to Japan; thus, the
LNG does not have to be bid away from some other potential user. In fact, if the
LNG contract were not extended, the gas would probably stay in the ground
during the 1980s.

Of course, in the long run all of the reserves in the Cook Inlet basin
will probably be depleted. If the LNG export contract were not extended, the
gas now set aside for the contract extension will eventually be sold to someone.
In other words, it might appear that the proposed sale of gas to the Japanese
market in the 1980s should be weighed not against alternative uses in the 1980s
but against alternative uses in the 1990s. Here again, however, it is our opinion
that the proposed LNG contract extension will make very little difference to the
future development of the Cook Inlet gas reserves.

The quantity of gas to be committed to the proposed contract
extension is very small. At an average of 62.2 billion cubic feet per year, a
five-year extension calls for 311 billion cubic feet of gas. This is about 9
percent of the proven reserves in the area, and only 3 percent of the area's
potential gas resources. [t is simply not large enough to have a decisive impact
on the course of future development.

We foresee two possibilities for the future of the Cook Inlet gas
reserves in the 1990s: maintenance of the status quo or more intensive
development. If there is no change in fundamental conditions, then the local
Anchorage market and the ammonia-urea plant will continue using today's known
reserves until they run out. 1f, on the other hand, world market conditions are

favorable, new demands from distant markets (Japan, United States West Coast, or

nera’
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elsewhere) could justify exploration in Cook Inlet and elicit new supplies of gas.
In either case--status quo with no additions to proved reserves or intensive
development--gas would be available to the Anchorage area beyond the year
2000, Moreover, at prices necessary to elicit intensive exploration, the area's
abundant coal and hydropower resources should prove to be economic substitutes
for gas.

Phillips' and Marathon's proposed extension of the Japan LNG con-
tract is consistent with either of these scenarios; it does not by itself determine
the decision between them. Any effect it will have on the Anchorage market,
therefore, is well into the twenty-first century, too speculative and too small to
have any near term adverse impact on the public interest.

We do not expect the contract extension to affect national gas
markets in any way. Because Cook Inlet gas is not now sold in lower 48 markets
and probably cannot be sold there before 1989, the proposed export does not
directly affect the national market. Furthermore, it is unlikely that it will be
feasible to ship gas to lower 48 markets in the 1990s without substantial
dedicated reserves--which would require new discoveries. In the event of a
major exploratory effort, the 311 billion cubic feet proposed to be exported will
not make a critical difference. In other words, continuing to export gas to Japan
will not require the United States to import an equivalent amount of fuel from
some other country, nor will it affect the United States market price for gas.

Finally, we note that national policy today favors exports in general,
exports to Japan in particular, and encouragement of our allies to diversify their
energy sources and minimize their reliance on politically unstable regions. The
proposed extension of the LNG contract is consistent with all these expressions

of national poliey.
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In summary, we cannot conceive of any plausible set of circum-
stances In which the proposed export of LNG might divert natural gas from a
more appropriate use, raise the price of gas significantly in any American
market, cause a shortage of gas in any American market, or increase United

States dependence on imported fuel.

nera’
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[I. DIRECT EFFECTS OF THE PHILLIPS-MARATHON LNG EXPORT DURING
THE 1980s

Phillips and Marathon propose to use approximately 311 billion cubic
feet of gas from their Cook Inlet fields to deliver LNG to Japanese utilities
between 1984 and 1989. It is our opinion that this gas will not be diverted from
other uses during this period, nor will its sale to Japanese buyers drive up gas
prices in the Cook Inlet region. It seems probable, in fact, that the chronie
oversupply of gas in the region will continue throughout the 1980s. To show why
this is the case, we will examine in turn each component of demand and compare
the total demand with the available supplies. It will be seen that no new uses
for Cook Inlet gas are likely to be found during the 1980s and that the only
increase in demand is likely to come from the growth of the Anchorage area
population and the resultant increase in gas used for heating and electric
generation. Moreover, even under generous assumptions--substantial population
and economic growth and no real increases in retail prices of gas or electricity--
Anchorage area demand is unlikely to grow fast enough to put any strain on Cook
Inlet reserves in the 1980s.

Before discussing demand projections in detail, we should explain
their significance. Demand for any product, in the present or the future, is not
independent of price. If gas is attractively priced, consumers will use a great
deal of it; if the price rises, they will find it worthwhile to conserve or
(depending on what happens to prices of substitutes) to switch to other fuels
altogether. Thus it cannot be said that Alaskan consumers will ™need"” or
"require” a certain amount of gas in the 1980s; all that we can say is that if
prices are at a given level, consumers will try to buy a certain amount.
Estimates of future demand may vary considerably, therefore, depending on what

one assumes will happen to prices.
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Assumptions about prices may vary depending on the purpose of the
projections being made. If, for example, a utility system planner is projecting
demand growth for his service area, he will want to use the most realistic price
assumptions possible, because overinvestment in capital equipment is a danger as
much to be avoided as underinvestment. In this case, however, there is no
danger in overprojection--the only risk at issue here is the possible shortage of
gas in the area--and we have accordingly used the lowest plausible price
assumptions, i.e., that gas will continue to be sold at its real 1980 price. For this
reason, our demand projections are likely to be overestimates and should not be
used for any purpose where overestimation might prove costly.

A. Gas Utility Sales

Residents of Anchorage and of the two military bases, Elmendorf Air
Force Base and Fort Richardson, are able to buy gas from the Anchorage utility
(Alaska Gas and Service) to heat their homes and places of business. (Three
small towns near the Kenai gas field also have their own utility, but they account
for only a small fraction of gas utility use.) Gas has been available for home and
commercial use for 20 years, since the Kenai-Anchorage pipeline was built, and
over that period area residents have taken advantage of the large price
differential between gas and other fuels by converting their heating systems and
by installing gas heat in new buildings. In Anchorage today, for example, over
half of all homes have gas heat. (See Table 3, p. 7.) There are still many older,
oil-heated buildings that could be converted, but most of the growth in demand
will come from the growth of Anchorage itself.

The utility also supplies gas for cooking, clothes drying, hot water
heating, and other appliances. Because of Alaskan weather conditions, however,
space heating is by far the largest compenent of demand, accounting for about

nera’
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80 percent of residential gas sales. | Choice of heating fuel and investment in
heating conservation are the most important decisions affecting per customer
consumption of gas.

Our projections of utility demand to 1989 are, for the reasons
explained on p. 20 above, likely to be overestimates. They are besed, in part, on
projections of population and economic growth which were made several years
8go and which forecast a 1980 statewide population about 5 percent higher than
that revealed by the 1980 Census. (See the Technical Note for an explanation
of the NERA gas demand model and the economic projections used.) They are
also based on the assumption that real prices will not rise at all--during a period
in which real gas prices in the lower 48 states are expected to double--and hence
that there will be no price-induced conservation or fuel switching. We estimate,
therefore, that gas utility sales are very unlikely to reach an annual rate of mope
than 27 billion cubic feet per year by 1989--approximately 60 percent higher
than their 1981 rate--or to reach a cumulative level of more than 185 billion
cubic feet for the years 1982 through 1989.

B. Electric Utility Purchasers

The two electrie utilities serving the greater Anchorage area are
almost entirely dependent on gas for generation. Municipal Light and Power,
which serves downtown Anchorage, burns gas that it buys from the Kenai-
Anchorage pipeline. It also buys power from the f ederally-owned hydroelectrice
plant at Eklutna. Chugach Electric Association, with a much larger service area

Scott Goldsmith and Lee Huskey, Institute of Social and Economic Research

(Anchorage, Alaska), Electric Power Consumption for the Railbelt: A Projection
of Requirements, Technical A ndices, p. D31.
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most of its electricity from a plant at the Beluga River gas field. It also buys
gas from the Kenai-Anchorage pipeline to fuel smaller plants, operates one small
hydroelectric plant, and buys and resells power from the Eklutna hydroelectric
plant. Each utility has some backup oil capacity, but since residual oil prices
have been many times higher than gas prices in recent years, oil is only used in
emergency situations. The two utilities together generated or purchased 2.1
billion megawatt hours of electricity in 1980, of which 88 percent was generated
by gas.z
These two large systems provide the bulk of the electricity generated
by utilities in the southcentral region of Alaska, or the Southern Railbelt, as it is
sometimes known. Several smaller utilities own emergency generating equip-
ment but actually purchase all their power from Chugach. Only a few villages
are too remote and small to be connected to the Anchorage grid and must rely on
diesel oil generation. Thus the opportunities for extending the territory served
by gas-fired generating plants are limited. Two such extensions, both of them
small, are under consideration as of this writing:
(1) Fairbanks Intertie, [n 1981 the Alaska legislature appropriated
$76 million toward the construction of an electric transmission
system connecting Anchorage and Fairbanks. This is merely a
down payment; the Army Corps of Engineers estimated the cost
of a similar intertie at $338 million in 1978 dollars.? Thus it is

by no means clear that the project will be completed. If it is

2 US. Department of Energy, Alaska Power Administration, Alaska Electrie
Power Statisties 1960-80, August 1981, p. 4.

Southcentral Railbelt Area, Alaska,Upper Susitna River Basin Supplemental
Feasibility Report: Hydroelectric Power and Related P es, prepared
by the ArEka rﬁistrlct, Corps of Engineers, Department o‘f the Army,

February 1979, p. 35.

3
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( | completed on schedule and is operating by 1984, it may be used
to supply from Anchorage all the power demanded by the
Fairbanks region beyond what the currently operating coal-fired
plants in Fairbanks can provide. The extra gas required by the
Anchorage utilities to meet this Fairbanks demand has been
estimated to range from 2.48 billion cubie feet in 1984 to 3.36
billion cubic feet in 1989, a cumulative total of 18.48 billion
cubic feet for those years, as shown in Table 9, p. 24,

(2) Move of the state capital to Willow. In November 1982, after
the New Capital Site Planning Commission presents its report on
the subject, citizens of Alaska will vote on whether to move
their state capital from Juneau, in sparsely populated southeast
Alaska, to Willow, close to Anchorage. If the move takes place,
Willow will grow from a village of 134 people to a city of as
many as 30,000 by 1994.% (Juneau's population in 1980 was
13,500, so that 30,000 may be an overestimate.) A 1978 planning
report estimated that by 1994 the new capital would need 180
million kilowatt hours of electricity per year and 1.6 trillion Btu
per year for building space heat.s The report estimates that a
third of the electricity and two-thirds of the space heat will

come from a coal-fired cogeneration plant.

4 Telephone conversation with spokesman at the Office of the Governor,

Juneau, Alaska, October 27, 1981.

® Description of Energy Utilities for the New State Capital at Willow, prepared
or the New pital Site Planning Commission by the Alaska Department
of Commerce, Division of Energy and Power Development, February 17,
1978, p. S.
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PROJECTED GAS USE IN THE FAIRBANKS INTERTIE

1984 - 1989

Projected

Year Gas Use

- BQ -
1984 2.48
1985 2.98
19886 3.07
1987 3.27
1988 3.32
1989 3.36
Total 18.48

Source: Battelle Pacific Northwest Laboratories, Cook

Inlet Natural Gas: Future Availability and Price
ﬂ;t“ Comment Draft, Working Paper No.
1.1 Preliminary, prepered for Office of the
Governor, State of Alaska, February 1981, p. 3.12.
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The remaining two-thirds of the electricity would be supplied by
the Matanuska Electric Association (which buys power from the
Chugach Electrie Association) and the remaining third of the
heat supplied by oil-fired district heating plants. Assuming that
the state capital will be moved, that the move will begin in 1984,
that energy requirements reach two-thirds of their projected
peak by 1989, and that all heating and electric requirements are
supplied by Cook Inlet gas, total annual gas requirements could
be as high as 3.1 billion cubic feet in 1989. Cumulative
requirements over the years 1984-89, as shown in Table 10,
p. 26, could reach about 12.9 billion cubic feet. It should be
stressed that the move itself is uncertain at this point, the
projected growth rate for Willow is optimistic, and the decision
to rely on Cook Inlet gas is doubtful. The estimate of 12.9
billion cubic feet, therefore, is the highest plausible estimate,
not the most likely estimate.

Growth of Demand in the Existing Service Area. In forecasting the
growth of Anchorage area demand for electricity, we have again tried to
estimate the highest plausible rates of growth. We have assumed that the
Anchorage area will undergo the same rapid development that we assumed in the
gas utility demand projections, and that electric prices will be stable in real
terms until 1989. In addition, we have assumed that the electric utilities will
continue to generate a high proportion of their electricity from gas. The only
new non-gas-fired generating plant we have forecast is the Bradley Lake
hydroelectrie project, currently under construction and scheduled to supply 318
million kilowatt hours per year beginning in 1988..B

6 Telephone conversation with spokesman of the Alaska Power Authority,

April 5, 1982.
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PROJECTED GAS USE IN NEW STATE CAPITAL AT WILLOW

1984 ~ 1989

Projected

Year Gas Use

-—un Bc -
1984 1.0
1985 1.5
1986 2.0
1987 2.5
1988 2.8
1989 3.1
Total 12.9

Source: NERA calculations.
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Finally, we have assumed that only small improvements will be made in the
thermal efficiency of the gas-fired plants, so that the electric utilities' demand
for gas will nearly keep pace with the demand for electricity from their
gas-fired plants.

Under these assumptions, the electrie utilities’ demand for gas to
supply the existing service area could reach 39 billion cubic feet by 1989--an
increase of about 37 percent over 1981 levels--with a cumulative demand of 298
billion cubic feet for the years 1982 to 1989,

C. Military Demand

Fort Richardson Army Base and Elmendorf Air Foree Base generate
their own electricity instead of purchasing it from the electric utilities. Like
the utilities, however, they use gas from the Kenai-Anchorage pipeline. While
they had made some tentative plans to convert to coal-fired equipment, these
plans have been shelved for the indefinite futlum..7 For now, the two military
bases expect to go on purchasing the same amount of gas for electric generation
that they have purchased during the last few vyears, Accordingly, we have
estimated that military demand for gas will remain stable at 5 billion cubic feet

per year, with a cumulative demand of 40 billion cubic feet for the years
1982-1989.

have as customers any large industrial users of energy. Besides the Phillips-
Marathon LNG plant, whose operations are at issue here, the Collier ammonia~
urea plant and the two oil refineries are the only major industrial users. They

1 Telephone conversation with spokesmen at Fort Richardson and Elmendoef

bases, October 30, 1981,
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buy gas directly from Kenai and other fields, and use it for fuel, electric
generation, and (in the case of the ammonia-urea plant) for feedstock.

The ammonia-urea plant will probably continue to operate through
1989, since the level of demand for its products is expected to remain high and
since it is able to purchase gas (from fields owned by the parent company, Union
Oil) at relatively low prices. The plant is now operating at full capacity and we
have assumed that it will continue to do so through 19889,

We also assume that there will be no further expeansion of the
chemical plant's capacity during the 1980s. This assumption appears warranted
for several reasons. First, there are no known plans for expansion of capacity.
Second, the existing plant should function long enough for Union Oil to use up all
or moat of its proven reserves in Cook Inlet; there is no longer any pressure to
get rid of unmarketable reserves. Finally, the long-term market for methane-
based fertilizer is uncertain; demand for the Collier plant's product could be
undercut by fertilizer manufactured at Middle Eastern gas fields or even by
genetically engineered self-fertilizing crop plants. Thus, if the ammonia-ures
plant continues to operate at current levels, it should use about 55 billion cubie
feet per year and a cumulative total of 440 billion cubic feet in the years
1982-1989.

The two oil refineries, operated by Tesoro Alaska and Socal, use
much less gas-—-approximately 1 billion cubic feet per year between them. The
Tesoro refinery has recently undergone some expansion, but its supply of crude
oil is uncertain, since Cook Inlet oil production has been declining for some
years. Thus it is doubtful whether Tesoro will be able to operate at full
capacity unless it receives crude oil from the state’s royalty share of North Slope
oil. Even with adequate supplies of oil, the refineries are unlikely to demand

nera’
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more than 1.2 billion cubic feet of gas per year during the 1980s~--a cumulative
total of 10 billion cubic feet for the years 1982-89.
E. New Uses for Cook Inlet Gas

In the two decades since gas was discovered in Cook Inlet, there have
been numerous proposals for using this resource more fully, either directly or as
a source of cheap electric power. For example, nuclear fuel enrichment, coal
gasification, and aluminum smelting have all been suggested as the sort of
energy-intensive activities that might be drawn to southern Alaska by the
availability of low-cost fuel. Today, however, only two projects are under
serious comsideration: the Dow-Shell petrochemical plants and the PacAlaska
LNG project. Neither of these seems likely to materialize before the end of the
decade.

PacAlaska. In 1972 two California utilities, anxious to secure new
supplies of gas, determined to ship LNG from southern Alaska and Indonesia to a
receiving and regasification terminal they planned to build on the California
coast. (There are no such terminals on the West Coast today.) According to this
plan, Cook Inlet fields were to provide a total of 3.2 trillion cubic feet of gas
over a 20-year period. The utilities, and their subsidiaries PacAlaska LNG and
Paclndonesia LNG, filed formal applications with the Federal Power Commission
in 1974, and have spent much of the intervening period defending challenges on
siting, environmental, safety and economic issues. Most of these challenges have
been overcome successfully, but several hurdles remain. The case is still under
consideration by the Federal Energy Regulatory Commission (Docket No.
CP75-140).

The major obstacle to the project today is the lack of secure gas
supplies. Originally, Indonesia was to provide about half the LNG received at the
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regasification terminal, However, the Indonesian reserves originally contracted
for have been relinquished, due to the delay. While a contract between these
two parties is still in effeet, in its current form it specifies neither dedicated

reserves nor 1:u'it.31=.-..8

Negotiations are now underway between Paclndonesia and
Pertamina for new reserves, but recent LNG sales from Indonesia have been at a
much higher price than Paclndonesia had anticipated. Thus it is not clear that
the negotiations will produce terms acceptable to both parties. If no Indonesian
supplies can be obtained, the terminal throughput costs may become
prohibitively expensive.

The supply situation in Alaska is also uncertain. While PacAlaska has
dedicated reserves of approximately 950 billion cubie feet in Cook Inlet (much of
it in the Beluga River field, including several hundred billion cubic feet that are
not listed as proven reserves by the State of Alaska), the contracts have expired
and the reserves could - in theory - be bid away by competing l:tuy-;-.l'-.'l.,9
PacAlaska must also find additional gas in order to proceed with the project.
Phase 1 of the project can be authorized when 1.6 trillion cubic feet of proven
reserves are dedicated to it; Phase 2 (scheduled to begin a year after Phase 1)
can be authorized when another 1.0 trillion cubie feet are found. !0 PacAlaska
has underwritten a great deal of exploration in the Cook Inlet area in the last
five years, and has added to known reserves in the area, but drilling activity has

now slowed down.

8 Contract filed by Pacifie Indonesia LNG Compeany, December 4, 1981, with

FERC, Docket No. CP74-160 and ERA, Docket No. 77-001-LNG.

9 Pacific Alaska LNG Associates’ Initial Status Report on Dedicated Reserves
and Other Pertinent Supply Matters, February 14, 1980, FERC, Docket
No. CP75-140.

Presiding Administrative Law Judge's Initial Deecision, August 13, 1979,
FERC, Docket No. CP75-140. The 2.6 trillion cubic feet required for both
phases of the project to proceed only represent about 78 percent of the
project's total requirements; it is anticipated that exploration will continue
even after the project is underway.

10
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Dedicated Reserves
————m T RESETVES

Beluga River
I.ewis River

Ivan River

West Foreland

Birch Hills

Falls Creek

Stump Lake Prospect
Tyonek Field

Kenai Look Prospect
(now Cannery Loop Field)

Total

TABLE 11
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PAC ALASKA LNG PROJECT

(proven Bef) Requirements (Bef) Total Annual
662.3 Phase 1- 1,600 73
58.0 Phase 2- 1,600 73
101.0 .
Total 3,200 146
12.0
111-0
944.3

Contracted Eiiee for %

ted deliver ice

ornta - 1

Source:

dollars $5.48/MMBtu Phase 1

$4.09/MMBtu Phase 2

Report on Dedicated Reserves and Other Pertinent

Supply Matters, February 14, 1980, FERC Docket
No. CP75-140.

Requirements and prices: Presiding Administrative Law Judge's Initial Deci-

sion, August 13, 1979, FERC Docket No. CP75-140.
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Finally, there is still opposition to the project in California. In
September 1981 consumer and environmental groups there petitioned the
California Public Utilities Commission to revoke its license for the Point
Conception regasification plant. They argue, among other things, that forecasts
of growth in gas requirements in California over the next 20 years have been cut
back from 1 or 2 percent a year to zero, and that other, less expensive, supplies
of gas could meet California's requirements,

Due to this assortment of difficulties, and to the fact that several
years would undoubtedly be required for construction of facilities, we believe it
unlikely that the PacAlaska project will be realized in the 1980s.

Dow-Shell Petrochemicals, In 1981 a group of companies headed by
Dow Chemical Company and Shell Oil Company reported to the State of Alaska

favorable conditions, petrochemical development might be feasible. Their plan
primarily entailed the manufacture of ethylene and its derivatives from ethane
produced at Alaska's North Slope; however, it envisioned the use of Cook Inlet
natural gas as fuel for these plants and also as feedstock for a new ammonia-
urea plant. Total requirements of natural gas for all these purposes were
estimated at about 55 billion cubic feet per year.u While the Dow-Shell report
does not specify which field would supply this gas, it refers to the "plentiful
supply” of gas in the Cook Inlet aret.lz

11 The Dow-Shell Group, Report to the State of Alaska: Feasibility of a
Petrochemical Industry, Vol. 1, p. 28.

12

Ibid., Vol. 1, p. 18.
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Whatever the long-range prospects for petrochemical development in
Alaska, it is clear that this plan would not put any demands on Cook Inlet gas in
the 1980s. The project is not economically feasible unless oil prices reach $40
per barrel or more in 1981 dollars, well above their current level,13 s0 that the
project will certainly not be initiated during the next few years. If and when it
is undertaken, construction of petrochemical plants would not even begin until
the third year after authorization, according to the Dow-Shell schedule,“ and
operations would not begin, presumably, for a few years after that.

F. Total Demand

The maximum demand for Cook Inlet gas in the 1980s is shown in
Table 12,p. 34. Total demand could continue to grow, according to our
projections, with the development of the Anchorage area and the extension of
the electricity grid to Fairbanks and to the new city of Willow. However, this
potential growth is quite limited. We do not foresee any plausible set of
circumstances in which demand in the 1980s would exceed an annual level of 197
billion cubic feet, or 12 percent more than sales in 1981. Thus the cumulative
demand for the years 1982-89 is not likely to exceed 1,490 billion cubic feet.}>

A large part of this 1,490 billion cubic feet is already contracted for,
as is shown in Table 13, p. 35. All the major purchasers have dedicated reserves
that they will be drawing on in the 1980s.

13 1hid., Vol. 2, p. 3.

14 1hid., Vol 1, p. 47.

15 While the growth in demand will be modest and should not strain local
capacity, the extreme seasonal fluctuations in demand, especially in the
coldest winters, have created a seasonal deliverability problem in Anchorage.
However, the apparent shortages of gas in cold winters can be alleviated only
by better planning and storage facilities, not by the curtailment of other
demands.
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TABLE 12

PROJECTED LOCAL AND INDUSTRIAL DEMAND FOR GAS IN
THE ALASKAN SOUTHERN RAILBELT

1982 - 1999
Uses of Gas 1982 1583 1 1985 1988 1987 1988 1989 Total
== == Ao AFS 130 88T 1988 1989
(1) (2) (3) (@ (5) (8 (7) (8) (9)
LOCAL
Electric Utility Sales  32.3 34.2 36.2 38.3 39.6 41.0 37.5 8.9 298.0
Gas Utility Sales 18.7 19.9 21.3 22.8 23.83 2¢.9 26.1 27.3 184.8
Military Sales 9.0 5.0 5.0 5.0 5.0 5.0 5.0 5.0 40.0
Subtotal 6.0 359.1 @821.5 68.1 68.4 70.9 68.8 T1.2 922.8
INDUSTRIAL
Collier Chemienl .0 §3.0 55.9 55.0 55.0 55.0 55.0 s5.0 440.0
Tokyo LNG 65.6 65.6 65.6 65.6 65.8 65.8 65.6 27.4 485.6
Miscellaneous ' , L2 1.2 47 57 63 1.0 1.3 1.1 41.1
Subtotal 121.8 121.8 125.3 128.3 128.9 127.8 127.9 90.1 967.7
Total 177.8 1%.9 187.8 192.4 198.3 198.5 196.5 161.3 1,490.5
' Miscellaneous includes gas use from Fairbenks Intertie (1984-1989), the new state

capital (1984~1989) and oil refinery use (1982-1989).

SOures:
Electrie:

and tiplied by
0.8 to account for technological changes in generation. The
resulting growth rates were used to calculats electric utility

demand far gas with 28.763 Bef as the 1960 base.

Gast NERA Energy Demand Model.
Military and Collier: Assumptions.
Tokyo LNG: Communication from Phillips and Marathon; demand based on
nqdmemmddlwmummﬁnmmmﬁty.

Miscellaneous: For Fairbanks Intertie and new state capital see Tables 9 and

10. Oil refinery use is amumed to be 1.2 Bef/yeer.
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PROJECTED USE OF GAS IN THE COOK INLET REGION
(OTHER THAN LEASE USE OR REINJECTION BY OiL PRODUCERS)

; Maximum take of 47 Bef/

Assumes that Beluga generating plant
, Used in area electric generation, as in 1

continues to bum 59
980.

year used each yesr.

. Maximum take of 22 Bef/year reached in 1985,

) Supplies gas utility, military bases, and 41 percent of electric u
Assumes state takes full royalty
from the Narth Cook Inlet field

. percent of the Tokyo LNG fi

, Total committed reserves sre used.
Miscellaneous includes gas use from the Fairbanks Intertie (18.5 Bef, 1984-
1984-1989) and oil refinery use (1.2

Source:

Demand: See Table 12.

Use: Battelle Pacific Northw

Future Availability and Price Forecasts,
Paper No. L1 Freh'mimry, prepared 1
State of Alaska,

Tokyo LNG use by communication from Phillips and Marathon.

share, equal to

February 1981.

nera’

tility demand.

12.5 percent, of production
to June 1, 1984; production is assumed to be 70
gure shown in Table 12.

1982 - 1989
: Demand to
Maximum be met from
Cumulative Use from Committed Uncommitted
Purchaser Demand Reserves Reserves
(Bef) ~ Bel) ~ (Fidd) (Belf)
(1)-(2)
(1) (2) (3) (4)
Collier Chemical 440 376’ Kenai 64
Tokyo LNG Plant 487 53 Kenai 311
123 North Cook Inlet
Chugach Electric 176 171° Beluga River 5
Association
Anchorage Pipeline * 347 16° North Cook Inlet (Royalty) 50
281° Kenai
Miscellaneous ’ 41 0 _41
Total 1,491 1,020 471

percent of all gas

est Laboratories, Cook Inlet Natural Gas:

Comment Drafft, Working

or Office of the Governor,
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However, they will all have to turn to additional sources during this period, as

they will either exhaust their total committed reserves or reach their maximum
annual take, We expect the demand for currently uncommitted reserves to total
at most 471 billion cubic feet during the years 1982-1989.

G. Supply of Cook Inlet Gas

It should not be difficult to find this 471 billion cubic feet in the
1980s. Table 14, p. 37, shows that about 1876 billion cubic feet in the major
fields are currently uncommitted, including PacAlaska's expired dedications in
the Beluga River field. (We have ignored, on both the demand and supply sides,
the small associated-gas fields that are used by oil producers in their drilling
operations.) Thus no more than 25 percent of the uncommitted reserves are
likely to be demanded in the 1980s. Even if no new reserves are added in the
1980s, supplies are likely to be more than adequate throughout the decade.

H. Summary

There has been a "buyers' market" in the Cook Inlet area ever since
gas was discovered there over two decades ago. We do not expect this situation
to change during the 1980s, since no significant new uses for Cook Inlet gas are
likely to arise before the end of the decade. Plans to ship LNG to California
appear to be stalled at best; neither is there any petrochemical or other major
industrial demand for these reserves in the near future. Not even rapid regional
growth and low prices would have very much effect on demand. Supplies
available in the 1980s will be far greater than any plausible demand.

Thus, extension of the Japan LNG export contract will not funda-
mentally alter the gas market in Southern Alaska. With or without LNG exports,
gas will continue to be available for heating and electric generation in Alaska.
The termination of the export contract in 1984, therefore, would not provide gas
that anyone could use in the 1980s.
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COMMITTED AND UNCOMMITTED GAS RESERVES

Total Proven Reserves

in Major Fieids
iField; (Bef)

(1) (2)

Kenai 1,109
North Cook Inlet 950
Beluga River 743
Beaver Creek 240
McArthur River 84
Swanson River 268

Total 3,394

! Reserves are technicall

purchasers.

IN THE COOK INLET REQGION
As of Januery 1, 1962

Committed Reserves
Use

(3)

Callier Chemical
Anchorage Pipeline

Tokyo Gas & Electric
Swanson River (Rental Gas)

Tokyo Gas & Eleetrie
Anchorage Pipeline (Royalty)

Chugach Eleetric Association
2

2

Pressurization

2 Reserves are uncommitted.

> Swanson River reserves bei

available in the 1990s.

Source:

Total Proven Reserves: See Table 1.
Committed Reserves: Battelle Pacific Northwest Laboratories, Cook

ng used for reinjection.

Be
(9)

281

276

2683

1,318

TABLE 14

Uncommitted
Reserves

(Bef)
(2()34)

276

807

467}
240

1,878

y committed to PacAlaska but can be sold to other

Reserves will be

Inlet Natural Gas: Future Availability and Price
For Comment ﬁﬁft, Wurﬁng Fapar No.

1.1 Preliminary, prepared for Office of the

Governor, State of Alaska, February 1981.
State of Alaska, Alaska Oil and Gas Conserve-

tion Commission, February 1982 Bulletin, pp. 33-

35.

State of Alaska, Alaska Oil and Ges Conserva-
tion Commission, Kenai Gas Sales, 1981 (xerox
sheet).

Communication from Phillips and Marathon.
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II. THE PROPOSED CONTRACT EXTENSION WITHIN THE CONTEXT OF
INTERNATIONAL TRADE

The Phillips-Marathon 1967 contract was Japan's first experiment
with LNG. (In fact, Japan had used virtually no natural gas at all prior to that
time.) It was also the first use of LNG for electric generation by anyone. The
experiment was clearly successful and Japan began quickly to expand its LNG
imports. It is widely recognized that use of LNG ean help diversify Japan's
energy sources, making the country less susceptible to a threat of an oil embargo
which, in the words of a recent study, "is the emotional equivalent to the Soviet
threat for the United States.”'® (See Table 15, p. 39, and Table 16, p. 40, for
summary of Japan's energy use and import dependence.) By the mid-1970s,
Japan was importing LNG from Abu Dhabi, Brunei, and Indonesia as well as from
Alaska. These other sources soon surpessed Alaska in terms of volume. By
mid-1981, Phillips and Marathon wepe providing only about 6 percent of Japan's
LNG imports (see Table 17, p. 41). This percentage will fall even further in the
next few years, as Malaysian and Australian LNG, as well as additional supplies
from Indonesia, begin to be imported. Alaskan gas, while still valuable to Japan,
is no longer essential. If this contract were not extended, it appears likely that
the buyers could easily substitute supplies from one or another of the sources
currently shipping LNG to Japan.

However, such substitution would take time to arrange. LNG
contracts, because they are large-scale and complex transactions, are usually
preceded by months of negf.r.tial‘.it::m...17

M

'® Report of the Japan-United States Economic Relations Group, prepared

for the President of the United States and the Prime Minister of Japan,
January 1981, p. 32.

17 For accounts of some of these negotiations, see Jeffrey Segal, "LNG Market:

Pricing Structure in Disarray", Petroleum Economist, December 1981.
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JAPANESE FUEL USE BY TYPE AND YEAR

HISTORIC AND PROJECTED
1960 - 1990

1960 1973 1979 1985 1990

Soem==-=---{Million Tons of Oil Equivalent)-=-==~~--=--
(1) (2) (3) (4) (5)

oil 22.6 228.5 239.9 274.4 272.3
Solid Fuels 39.1 49.8 42.0 69.1 04.2
Ges 1.9 9.1 22.0 39.6 60.2
Nuclear 0 2.4 15.0 36.5 71.3
Hydro 14.3 17.6 20.6 27.2 36.0
Other 0 0 0 3.5 29.3
Total ' 83.8 316.6 347.5 466.2 543. 7T

Note: Includes fuel use by industry, residential/commercial,
transport, non-energy use and electricity generation.

' Tmmwemmawmandfmlmﬁmtspedﬁed.

Source: International Energy Agency, Energy Policies and Pro-
es of IEA Countries 1980 Review, OECD, Paris,

m
1%1, op. 190-191.
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{ TABLE 16
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; ( JAPANESE DEPENDENCE ON FPUEL IMPORTS
HISTORIC AND PROJECTED
1960 - 1990
Fuel Imm 1960 1973 1979 1985 1990
———eeescecceeeeee——- (Percent)------==-mmmeemaca—a-
(1) (2) (3) (4) (5)
Salid Fuels 13.1 73.2 81.1 84.7 88.4
o’ 107.0 105.5 104.0 105.8 105.7
Gas 0 51.9 87.9 86.7 89.4
Imports as a
Percent of
Total Fuel
Used 45.9 103.2 97.3 92.9 81.9

! Some imported oil is used for bunker and export purposes.

Sowce: International Energy Agency, Ener Policies and Pro-
grammes of [EA Countries 1980 Review, OECD, Paris, 1981,
PP. 190-191.
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LNG IMPORTS TO JAPAN"
1989 - 1981

Imports From
Alaska

as a Percent
Total of Total

(10% Metric tons) -—({Percent)—-

(1) (2)

1969 143.7 100.0
1970 901.7 100.0
1971 998.0 100.0
1972 1,026.2 92.2
1973 1,986.8 48.5
1974 3,218.5 30.4
1975 5,003.3 20.5
19786 2,791.9 16.5
1977 1,259.6 13.7
1978 11,172.6 8.3
1979 13,805.9 7.1
1980 16,841.4 2.1
1981 16,975.1 6.4

This table was constructed by reconciling several different
sources, listed below. There is no single available source
providing all the infarmation needed to construct this table, and
the various sources used are not consistent with each other,
although the differences among them are not large. Thus other
methods of reconciliation might produce slightly different
results. Details of the methods of reconciliation used are
available upon request.

Source: Table 6.

Jef{rey Segal, "LNG Market: Pricing Structure in
Disarray,” Petroleum Economist, December 1981,
p. 518.

Agency of Natural Resources and Energy, Ministry of
International Trade and Industry, Tokyo, Japan,

Energy in Japan: Facts and Figures, February 1980,

United Nations, Department of Economiec and Social
Affairs, World Energy Supplies 1950-1974, Statistical

Papers, Series J, No. 19, 1976, Table 16, pp. 564-585.
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Thus a delay in the approval of the proposed contract extension could quite
possibly foree the buyers to begin negotiations for other supplies.

From the standpoint of American participation in world trade, the
proposed contract extension is not inconsistent with the public interest.
Table 18, p. 43, shows that the United States has had a persistent balance of
trade deficit for some years; the proposed LNG export will continue to
contribute about $300 million per year for five years to the "exports" column
rather than exacerbate this problem.

Similaerly, the United States has in recent years had a large bilateral
trade deficit with Japan, as shown in Table 19, p. 44. This is not necessarily
worrisome in economic terms, but it undoubtedly generates frictions between our
two countries, threatening in the end to lead to a diminution of trade relations,
to the detriment of both parties. Here again, $300 million a year in the export
column is helpful in maintaining some sort of balance. (At the 1979 import price
of $4,37612 a car, it cancels out the equivalent of 69,000 Japanese cars imported
annually to the United States.)

Finally, we reject the argument that reduction of American petro-
leum imports requires controls over energy exports. It is not true in general: we
can see in Table 21, p. 46, that the volume of petroleum imports has decreased in
the years 1979-1981 even as total exports of fossil fuels have increased. Nor is
it true in this particular case: since there are no facilities for getting Cook Inlet
gas to the lower 48 states, it can hardly be used there as a substitute for
imported energy. Nor, in general, has it been a consistent feature of American
energy policy; as shown in Table 20, p. 45, even when energy imports became

onerous, the United States never went so far as to ban energy exports altogether.

13 U.S. Department of Commerce, Bureau of Census, U.S. Imports for Consump-

tion and General Imports, 1979.
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1972
1973
1974
1975
1976
1877
1978
1979
1980
1981 1

49,381
71,410
98,306

107,088

114,745

120,816

142,054

184,473

223,966

238,574

U.S. EXPORTS, IMPORTS AND BALANCE OF TRADE

1972 - 1981

Imports

(2)

55,797
70,499
103, 649
98,041
124,051
151,689
175,813
211,819
249,308
267,242

TABLE 18

' Total year figures projected using data for the first three

quarters of 1981 and projecting the fourth quarter
third to fourth quarter trend in 1980.

figure is preliminary.

Source: Economic Report of the President, February 1982,
T B-102, p. 348.
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1972
1973
1974
1975
1976
1977
1978
1979
1980
1981 °

-4 4~

TABLE 19

US. BALANCE OF TRADE WITH JAPAN

4,963

8,356
10,724

9,567
10,196
10,5686
12,960
17,629
20,806
22,056

1972 - 1981

9,076
9,665
12,414
11,257
15,531
18,565
24,541
26,261
31,217
36, 547

4,113
-1,309
-1, 690
-1,690
-5,335
-7,999
-11,581
-8 ,632
-10,411
-14,491

' Projected figures using first three quarters at annual rate.

Source

conomic R

t of the President, F

: E epor t,

1982,

Tal;l:? B-103, p. 349 and January 1979, Table B-99,
pl =
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1972
1973
1974
1975
1976
1977
1978
1879
1980
1981 °
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US. EXPORTS AND IMPORTS OF FUEL

1972 - 19881

Balance
Bwe | deme | ofTue

(1)2)

(1) (2) (3)

1,552 4,798 -3, 247
1,670 8,174 -6, 504
3, 444 25, 454 -22,010
4,470 26,476 -22, 006
4,226 34, 000 -29, 774
4,184 44,537 ~40,353
3,881 42,096 -38, 215
5,620 59,998 54,378
7,982 79, 058 71,076
10,270 82, 603 72,333

! 1981 totals include the Virgin Islands and are esti-
mates based on data for eleven months.

Source:
1972-1978:

1979~-1980:

1981:

US. Department of Commerce, Bureau of Economie

Analysis, Business Statistics, 1979, pp. 100 and 104.
US. Department of Commerce, Bureau of Economic

Analysis, Su-vneg of Current Business, December
1981, pD. .

US. Department of Commerce, Bureau of Economie

Analysis, Strveg of Current Business, January 1982,
Pp. S$~-19 and S-290.
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1972
1973
1974
1975
1976
1977
1978
1979
1980
1981

158
233
288
231

U.S. EXPORTS AND IMPORTS OF FUEL BY FUEL TYPE
1972 - 1981

2,216
3,244
3,477
4,105
5,287
6,594
6,195
6,452
5,219
4,157

Petroleum Products

Source: U.S. Department of Energy,

2,525
3,012
2,635
1,951
2,026
2,193
2,008
1,937
1,646
1,570

Natural Gas
Exports ~  Imports
-:EEEEEEHVyenr -----

(5) (6)

78 1,019
77 1,033
77 959
73 953
65 964
26 1,011
83 966
56 1,253
49 985
50 868

! Estimates based on data for eleven months.

Monthlx Enerﬂ Review, various issues.

Coal

N, . S
Elﬂ' Strslort tmiy%t)s_
(7) (8)
96,740 47
33,587 127
60,661 2,080
66,309 940
60,021 1,203
°4,312 1,647
40,714 2,953
66,042 2,059
81,742 1,194
112,826! 9911
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With some exceptions, practical considerations of geography and appropriate use
have been given greater weight than the narrower goal of hoarding American
resources for American use, In the last few years, policies have grown still more
liberal: coal exports have been encouraged and accordingly have risen from 60
million tons in 1976 to 113 million tons in 1981. (See Table 21, p. 46.) Similarly,
restrictions on refined petroleum exports were lifted in 1981 by the Department
of Commerce, which held that such restrictions were "no longer *'.\nrarrm'nte«:l"';]‘9
the table shows that refined petroleum exports increased by 40 percent in 1981,
In addition, a fair amount of energy is freely exported in the form of
petrochemicals; Table 22, p. 48, shows exports of ammonia and its derivatives,
which are made from natural gas. Exported nitrogen compounds represent about
twice as much gas annually as is used by Phillips' and Marathon's export of

LNG.20

In summary, we believe that the proposed export of LNG is not
inconsistent with the U.S. policy of reducing dependence on foreign oil and that
it would have a favorable effect on United States-Japanese trade relations and
the United States balance of trade in general.

19 Federal Register, Vol. 48, No. 193, p. 49108.

20 Estimated using 37.1 thousand cubic feet of gas per short ton of ammonia, as
given in U.S. Department of Interior, Bureau of Mines Bulletin 871, Mineral
Facts and Problems, 1980 edition, p. 636. Other compounds are assumed to
use equivalent amounts of natural gas per nitrogen content. The United

States also imports ammonia compounds roughly equal in terms of nitrogen
content to its exports.
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TABLE 22

US. EXPORTS OF MAJOR NITROGEN COMPOUNDS

1978 - 1979
Gross Nitrogen Gross Nitrogen
Export Weight Content Weight Content
cemmea=~-w=e={Thousands of Short Tons)-=-=-=-==-=---
—————— (1978)~~===="~ ———— (1979)--===——~
(1) (2) (3) (4)
Industrial Chemicals
Ammonia, Aqua 3 2 2 2
Ammonium Nitrate 8 3 8 3
Ammonium Phosphates 45 8 13 2
Ammonium Sulfate 18 4 9 2
Fertilizer Materisals
Ammonium Nitrate 38 13 100 33
Diammonium Phosphates 4,331 780 4,438 799
Other Ammonium Phosphates 506 56 493 o4
Ammonium Sulfate 807 169 1,034 217
Anhydrous Ammonia 525 432 788 647
Sodium Nitrate 34 S 62 10
Urea 1,514 696 1,503 691
Nitrogen Solutions 27 9 374 120
Other Nitrogen Fertilizers 163 33 42 8
Mixed Chemical Fertilizers 219 22 352 35
Total 8,239 2,232 8,218 2,624

Source: 1978-1979 Minerals Yesrbook Volume 1 Metals and Minerals,
United States Department of the Interior, Bureau of Mines,
Washington, D.C.: U.S. Government Printing Office, 1980, p.
B“T- )
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IV. ALTERNATIVE USES FOR COOK INLET GAS IN THE 1990s

Since the gas reserves in Cook Inlet, even if they remain unused
throughout the 1980s, can be used at a later date, it is possible to ask whether
the 311 billion cubic feet proposed by Phillips and Marathon for export in the
years 1984-1989 might not better be saved for some other use in subsequent
decades. Accordingly, we have considered how these reserves might be used in

21

the 1390s. It is our opinion that the proposed extension of the LNG export

contract will have no significant effect on Alaskan or national gas markets in the
1990s. To show why this is the case, we consider two alternative plausible
scenarios for the development of Cook Inlet gas reserves in the 1990s. The first
scenario assumes that there will be no new markets for these reserves in the
1990s; the second assumes that significant new markets will be developed.
A. No New Markets

It is quite possible that there will be no major new uses for Cook Inlet
gas in the 1990s, and that the reserves will be used only for heating and
electricity generation in Alaska and for the production of ammonia and urea in
the existing chemical plant. If gas prices in the lower 48 states increase less
than they are expected to, or if large new supplies of gas are discovered closer
to lower 48 markets, Cook Inlet reserves could be as unmarketable there in the

1990s as they have been since their discovery.

21 We do not attempt to make any projections beyond the year 2000. Although

projections could, in a mechanical sense, be carried forward indefinitely,
their reliability becomes lower and lower with distance from the present
time. The problem is compounded when we are dealing with small quantities,
as in this case. While it might be fruitful (for example) to speculate about
whether the United States wi<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>