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| LNG BOOM Many companies,
mostly on the Gulf Coast, have
filed permits to export to non-
free-trade countries.
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datawere old, the approach was incorrect,
and peer review was lacking.

The oil industry’s only big criticism of
the NERA study was that it was overly con-
servative in its assumptions about natural
gas reserves. “The enormous resource base
allows for domestic natural gas develop-
ment, the expansion of U.S. manufactur-
ing,increased use
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Dominion Cove Point LNG of natural gasin
. Lusby, Md. power generation,
and LNG exports,”

wrote Theresa Fariello, vice president of
ExxonMobil’s Washington, D.C., office.

Anders Ekvall, vice president of LNG
for the Americas at Shell, commented that
few of the planned export terminals would
actually be built, given their high cost. He
estimated that only about 7 billion cu ft per
daywould be exported.

Supporting these firms’ contention that
supplies will remain plentiful is the fact

that both are also planning U.S. ethyl-
ene crackers.
DOE is examining all of the com-
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Consequently, DOE began
atwo-part assessment of the
impact of exports. The first

part was a microeconomic review of the ef-
fect of LNG exports on domestic consump-
tion, production, and prices; the second
was a study of macroeconomic impacts.

Both studies are now complete. The
first, by EIA, found that more LNG exports
would lead to moderately higher domestic
gas prices, more domestic production,
reduced domestic gas consumption, and
increased natural gas imports from Canada
via pipelines. Natural gas bills for all sectors
of the economy would increase by 3 to 9%.

The second study, by the private firm
NERA Economic Consulting, used data
from EIA’s study and looked at the cumula-
tive macroeconomic impact of LNG ex-
ports on the U.S. economy.

In December, NERA released its assess-
ment of LNG exports, which was upbeat
for most of the economy. It found that
exports would add between $4.4 billion

and $47 billion per year to gross domestic
product by 2020. However, not all sectors
would fare equally.

The chemical industry and other high
energy users would face declines in profits
and revenues. But the impact would be man-
ageable, according to NERA, with a dropin
forecasted growth of less than 1% annually.
The report also noted that people work-
ingin areas unrelated to the gas industry
would not gain from production and export
growth, yet would still face higher gas prices.

AFTER THE RELEASE of the NERA report,
DOE began a public comment period that
ended on Feb. 25. It received some 400
comments from governors, state represen-
tatives, companies, environmental groups,
and individuals. Many had multiple signers.
Alarge number of weighty com-
menters—including Dow, Sen. Ron Wyden
(D-Ore.), and Rep. Edward J. Markey
(D-Mass.)—argued that the NERA study
was fundamentally flawed. They said the

ments, according to the official. How-
ever, the agency will do no more analyses
nor will the department issue a new report,
the DOE official says. Instead, it will now
go through the applications one by one,
deciding their fate in the order they were
completed and using the studies and com-
ments as a partial guide.

“When we make the first public determi-
nation on an application, we will include our
rationale for the decision, and that will give
insight into our approval process and our
public interest determination based on the
studies and comments,” the official says.

Politicians have weighed in with opin-
ions about the application process. One of
the chief supporters of LNG exports is Alas-
ka Sen. Lisa Murkowski (R). She has urged
DOE to move ahead and start processing
applications. She notes that DOE’s deci-
sion is only one step and that a site-specific
approvalis also required from the Federal
Energy Regulatory Commission (FERC),
another independent agency within DOE.

So far, owners of eight proposed LNG
export facilities have applications pending
before FERC and DOE. The FERC review
takes a year to 18 months and includes
environmental and safety considerations
as well as an environmental impact state-
ment, says Tamara Young-Allen, a FERC
spokeswoman. Eventually, the five FERC
commissioners will vote on each applica-
tion, she adds.

Murkowski, when explaining her sup-
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port for LNG during Senate hear-
ings, noted Alaska’s familiarity with
LNG facilities: It was home to the
nation’s first and only LNG export
terminal, now closed, and it has
been proposed as the home of one of
the nation’s largest new terminals.
Proposed by ExxonMobil, Conoco-
Phillips, BP, and TransCanada, the
facility would include an 8oo-mile
pipeline, aliquefaction plant,and a
terminal in Southcentral Alaska to
ship 2 billion to 2.4 billion cu ft of gas
per day. It has a price tag of $45 bil-

GAS EXCHANGE By 2020, the U.S. is projected

to be a net exporter of natural gas.
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government will take a measured
approach and limit the export li-
censes it grants. Four of the largest
U.S. chemical firms—Celanese,
Dow, Eastman Chemical, and
Huntsman Corp.—joined arecently
formed advocacy group, America’s
Energy Advantage, to advance their
position.

Arefrainamong these firms is
that the U.S. should add value to
natural gas at home in the form of
derivatives, such as chemicals. At re-
cent hearings before Wyden’s com-

lion to $65 billion.

mittee, Dow CEO Andrew N. Liveris

Other members of Congress
don’t share Murkowski’s enthusiasm for
LNG exports. Consider the difference be-
tween Wyden, who chairs the Senate En-
ergy & Natural Resources Committee, and
Murkowski, the committee’s ranking mi-
nority member. Wyden rejects the NERA
report and calls for a “fresh start” to re-
examine how the nation uses the flood of
natural gas, which he acknowledges is “an
extraordinary American success story.”
The committee chairman has two LNG

export facilities proposed for his state.
Wyden plans to hold a series of commit-
tee hearings and stakeholder meetings to
examine how the U.S. should take advantage
of the opportunity. But he has said he doubts
that some sort of gas legislation is necessary.
The NERA report has galvanized chemi-
cal makers. Firms such as Dow are wary of
the number of export terminals planned
and the massive amount of gas they could
take out of the U.S. They are hoping the

called shale “a unique opportunity to
export advanced products, not just ‘Btus.””
Most countries that export energy have
grappled with this issue, Dow’s Ames points
out. Saudi Arabia, seeking to add value to its
natural gas resources, established Saudi Ba-
sic Industries Corp. in the late 1970s. SABIC
went on to become one of the world’s larg-
estand most profitable chemical compa-
nies. “Itis not the first time we are hearing
about thisissue,” Ames says. “Butitis the
first time here in the U.S. There are proba-
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blylessons to be learned from the way other
countries have handled it.”

Dow isn’t dead set against exports. The
company says the Alaska project should be
allowed. It doesn’t oppose exports to coun-
tries that have signed free-trade agree-
ments, but it contends that DOE should
carefully scrutinize the non-FTA proposals
to consider the impact each would have
on the rest of the economy. Ames says the
natural gas industry could probably export
5 billion to 6 billion cu ft per day without
hurting U.S. competitiveness.

MANUFACTURERS ARE NOT marchingin
lockstep on the issue. Dow pulled out of the
National Association of Manufacturers over
the trade group’s stance that exports should
not be restricted. There is also a rift within
ACC over exports to non-FTA countries.

In a statement last month, ACC said its
executive committee “agreed to establish a
senior-level committee to further discuss
this issue and determine if a consensus can
bereached.”

What Dow and some other chemical
firms fear is that exports would ultimately
cause domestic natural gas to be priced, on
an energy content basis, at the same level
as oiland remove the U.S. chemical indus-
try’s competitive advantage.

“Why does the gas industry want to
export?” Huntsman asks rhetorically. “Do
you think they want to export so that we
as consumers can have more competitive
prices? Of course not. They are trying to
raise the price of natural gas. I suppose I
would be doing the same thing if Iwas CEO
of agas company.” Huntsman says he sup-
portsa “one at atime” approach to export
terminal approval.

Geography and market forces will ul-
timately protect the chemical industry’s
advantage, argues Kenneth B. Medlock III,
afellow at the James A. Baker III Institute
for Public Policy at Rice University, who
testified on the issue before the Senate last
month. For one thing, the cost of liquefy-
ing LNG and transporting it to Japan and
China from the U.S. will run about $5.50
per thousand cu ft, he says. That will keep
U.S. natural gas prices far below prices in
these countries.

And the U.S. has competition. For
example, Russian and Japanese officials
just signed a memorandum of under-
standing to build an LNG export termi-
nal in Vladivostok, Russia. Because the
global LNG market, at about 30 billion cu
ft per day, isn’t that large, any market en-

trants will drive down prices, Medlock says.
Evenifall of the permits are granted, he
thinks only about 2 billion cu ft per day will
end up flowing out of the U.S. because few
of the terminals will be built, and those that
are built won’t see much action. This is well
below what chemical industry executives
say is a manageable level of exports. “Alot of
this hand-wringing at the end of the day will

be proven to be for naught,” Medlock says.

But chemical executives such as Liveris
and Huntsman have been through too
many ups and downs in recent years to
trust soothing analyses of the oil and gas
market. To them, assurances from NERA,
Medlock, and the oil industry will seem like
wishful thinking until the realities on the
ground prove otherwise. m
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