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NATIONAL SECURITY COUNCIL

INFORMATION
April 3, 1975

DOS REVIEWED 02-Mar 2011: NO OBJECHION 10 DECLASSIFICATION,

MEMORANDUM FOR: - . GENERAL SCOWCROFT

FROM: . ROBERT HORMATS /}

SUBJECT: US LNG Policy

DOE REVIEWED 16-Dec-2010: NO OBJECTION TO DECLASSIFICATION

As you will recall, the President asked for NSC views on overall p011c1es
toward LNG, and specifically on whether Ex-Im should finance LNG
projects abroad. Zarb has written you on this (Tab A), State has provided
two papers (Tabs B and C). A meeting, presumably with the President,
‘will be held on this subject on April 8, ‘

The US does not have an overall policy on LLNG; decisions are now made

on a case-by-case basis, A study to determine whether we should increase
imports of LNG should come before subsidiary decisions on Ex-~Im and
MARAD financing.

Background

Two US firms have received FPC approval to imnport Algerian LNG; US
companies are negotiating on new contracts in Algeria, Nigeria, Iran,
Indonesia and the Soviet Union. Applications are pending with the FPC
for LNG imports from four Algerian projects and one Indonesian project.
No ¥FPC applications are pending for the other three countries.

Ex-Im Policy

Ex-Im's current policy is to consider LNG only after countries have obtained
the approval of FPC for importing LNG into the United States, or the
approval of foreign governments if they are the recipients of the LNG
imports. The Bank is now involved in financing LNG projects in Algeria,

but has no involvement in Indonesia or Nigeria and has no application for

' financing projects in these countries before it at this time. The Bank

did make a preliminary commitment to Indonesia in May 1973, but this
expired in December 1973 when the initial agreement on price between
Indonesia and the Pacific Lighting Corporation broke down. - A new under -
standing on price has now been reached and PLC intends to amend its
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apphcahon to the TF'PC. FPC consideration would require at least one
year; if it is favorable, Indonesia, or PLC, would probably seek Ex-Im
financing. Philips is currently negotiating with the Nigerian government
on a LNG project; if successful, an application might be made for Ex-
Im financing.

' The consequence of withholding Ex-Im financing from these projects would

be that they would (a) either not be constructed or (b) would be built with

-~ European and Japanese financing, and US exporters might lose some of the
equipment exports business (although a substantial portion of the business
would probably go to the US in any case because of our technological superiority
in a number of areas). The latter is the most likely case since if there is

a market for the LNG in the US, and the project has received FPC approval,
the invesiment would be attractive for other countries. Accordingly, it

is questionable whether the withholding or granting of Ex-Im financing would
have a significant impact on whether or not the US increased its reliance

on other countries for LNG. As far as the countries are concerned, they
would obviously regard rejection by Ex-Im as a major signal of US disinterest
in their development and an indication that we do not regard them as reliable
suppliers.

Overall US LNG Import Policy

The major question--to which the Ex-~Im financing, MARAD subsidy and
regulatory pricing issues are subsidiaries--is whether or not we want to
increase dependence on imports of LNG. FEA makes the point that most
LNG comes from OPEC countries whose policies and actions on this com-
modity are not likely to differ from those relating to oil exports, and

‘that once a region of the US becomes dependent on imports it is very
difficult to switch to alternative supply sources should the need arise., It
argues also that the costs of imported LNG are in excess of $2 per million
cubic feet compared with the $, 80 per million cubic feet in the US, and
foreign prices could be increased. Reliance on imports also runs counter
to the national policy of reducing dependence on foreign suppliers, foreign
LLNG would probably not be needed if domestic gas prices are deregulated,
and oil imports are probably preferable alternatives because of greater
diversity of sources and price..

Arguments for additional LNG imports are that it would help satlsfy future
demand for gas, especially in Northeast and West Coast markets, comprise
only a small part of our total energy needs, slightly reduce the demand for
imported oil, diversify sourcing and is preferable from an environmental
point of view.,

By and large it appears wise to avoid increased dependence on long-term

LNG imports--as FEA recommends--if there is a prospect of developing
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sufficient do.mestic resources to supply US demand. Thus,k the FEA must
first determine whether domestic demand can be supplied by domestic
sources, ‘ ‘

A second question (alluded to earlier) is whether or not Ex-Im financing

is really a key factor in determining whether the project will be constructed.
1f, in fact, FPC approval must be obtained before Ex-Im financing can be
approved, it would appear that the FPC approval process, not the Ex-Im
process, is critical, 1If the FPC approves, implying that it would be
appropriate to import LNG from a project in question, would it not be in-
consistent to deny Ex-Im or MARAD financing?

With respect to pricing of imports on subsidized projects, the FEA proposal
recommending authorization of imports only if the import price is no greater
. than the wholesale price of domestic natural gas requires a substantial
knowledge of future supply and demand considerations, which appears dif-
ficult to obtain far in advance; but it is certainly desirable to hold down the
imported price as much as possible and I agree with the recommendation.

In the event that projects do not receive financial subsidies, authorization

of imports only if the full price can be supported by the end use demand
seems logical,

In summary, the FEA recommendations on Ex-Im and MARAD financing
require answers to additional guestions, and an overail look at US LING
import policy. The recommendations on price appear sound and we suppart
them in principle, but we would like to withhold judgment pending the results

of the suggested study,
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"FEDERAL ENERGY ADMINISTRATION
. WASHINGTON, D.C. 20461 ‘

‘MAR 211975

OFFICE OF THE ADMINISTRATOR

Lt. General Brent Scowcroft
peputy Assistant to the President
- for NWational Security Affairs
7The White House
Washington, D, C.

Dear General

The Energy Rejgurces Council (ERC) is in the process. of
evaluating U.SY policy regarding the importation of
ligquefied natural gas (LNG). The issue is very complex as
it involves both domestic and international political, ﬂ
economic, commercial, and security considerations.

The issue is especially timely and important because imported
ING could contribute to reducing the projected shortfall in
future U.S. natural gas requirements. Dut rccent avents

have increased oul CORCELn with *he supply stability and i
costs of imported energy. We must, therefore, make a

- conscious effort to select a policy consistent with our
objectives of reducing the political and economic vulner-
abilities associated with energy import dependence.

‘The ERC has weighed the relative benefits and costs of
importing LNG and has concluded that the ngéwgovernment
should not provide special incentives for forelgn LNG
projects for the following principal reasons.

First of all, most of those projects are in OPEC countries
whose policies and actions on LNG exports are not likely to
differ from those on their 0il exports. In addition, the
projects are very expensive (about $2-3 billion for a
billion cubic feet per day including liquefaction/ gasi-
fication plants, texminals, and cryogenic tankers), and
involve highly specialized facilities whose dedication to ;
specific markets effectively linits flexibility with respect \\‘
to alternative supply souxces should the need arise.
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Moreover, the lead times are very long (5 to 7 years) and
the supplies are not likely to be available in substantial
guantities before additional domestic natural gas could be
forthcoming under less restrictive regulatory pricing :

practices by the Federal Power Commission.

Finally, the costs of imported ILNG are presently estimated
to be in excess of $2 per million cubic feet (MCF) compared
with the current cost of about $.80 per MCF in the relevant
U.S. domestic natural gas market. In addition, there is no
way of predicting the magnitude of future price increases On
the part of foreign suppliers, nor little alternative but to
pay it once the markets are locked into those sources.

In keeping with its conclusion‘regarding foreign LNG
projects, the ERC has decided to recommend that the Export-
Import Bank not grant any form of financial support or

credit to foreign LNG projects unless compelling ovexriding
‘national_intexestamg;ggate otherwise. T

g ac s S

. 2t i

The ERC still is considering two other recommendations--0One
invelves withholding MARAD subsidies on cryogenic tankers
for foreign LNG trade. These tankers can account for as
much as 60 percent of the total project costs, and thus the
MARAD subsidies are an important factor in LNG investment
decisions.

The other recommendation pertains to the regulatory pricing

of LNG imports by the FPC. The recommendation depends on
whether or not foreign LNG projects continue to receive
Eximbank support and/or MARAD subsidies. 1f they do, then

the ERC ig considering a recommendation that the FPC authorize
LNG imports only if the price at which it ig imported ig no i
greater than the wholesale price of domestic natural gas in ;
the relevant domestic market. ;
1f foreign LNG projects do not receive financial subsidies,
then the ERC is considering a recommendation that the FPC
authorize LNG imports only if the full unit price at which
it is imported can be supported by the end-use demand in the

market in which it is sold.

The ERC will be discussing these last two recommendations at
its next meeting scheduled for Tuesday, March—25. I would
greatly appreciate your attendance at that meéeting and your
views on the issues I've discussed. / ‘

‘ ‘ S -‘/. - ;‘ o RO S
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'IT want to cmphasize that we are not considering policies
designed to prohibit the impoxrtation of LNG. And we fully
‘appreciate the magnitude and diversity of interests involved
in and affected by such interests.

But the ERC has concluded that the risks, costs, lead times,
and quantities involved in current and planned foreign LNG
‘projects, are such that it is not in the best energy
interests of the U.S. to encourage such imports via pre-
ferential financing and marketing mechanisms.

It've attached copies of all the background material
developed for the ERC evaluation. I look forward to your
thoughts on this matter and your participation at the next
ERC meeting.

Attachmentg

(1)
(2)

(3)
(4)
(5)

March 6, 1975, Issue Paper
Letter to Honorable William Casey
Export-Import Bank '
March 13, 1975, Issue Paper
Memorandum "LNG Import Pricing Issue" March 18, 1975
Memorandum "LNG Policy" December 23, 1974
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of all our energy imports.
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- FEDERAL ENERGY ADMINISTRATION
S WASHINGTON, D.C. 20461

Honorable William Casey :
Chairman of the Board ‘ o
Export-Import Bank .
Washington, D. C. 20005

Dear Bill:

As you know, President Ford's vigorous program to increase
U.S. energy independence is a direct consequence of the
recent o0il embargo. Indeed, that experience has caused
deep concern about the future supply security and prices

In this regard, the Energy Resources Council (ERC) has
just completed an evaluation of U.S. policy regarding
the importation of liguefied natural gas (LNG). That
evaluation focused on the supply security and costs of
imported ING and its expected contribution to future U.S.
energy requirements. :

It was determined that imported LNG is no more secure than
imported oil because OPEC member states are the major sources
of LNG and are likely to adopt similar LNG and oil export
policies. In fact, LNG may be even less secure than oil
because of the far fewer number of supplies. Moreover,
technical and related problems further increase the pros-~
pects for disruptions in the supply of imported LNG.

Imported LNG is a relatively expensive source of energy.
The cost of daily deliverable capacity, including highly
specialized and dedicated terminal and transportation
facilities, results in an end user charge of about $2

per thousand cubic feet. This is equivalent to approxi=-
mately $12 per barrel oil. Thus, it is not an attractive

lower cost energy alternative to.imported oil.

of
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Increased production of U.S. natural gas is essential to
reducing our dependence on imported energy. Given that,
imported higher cost LNG would serve only to reduce the
market for and thereby displace domestic natural gas.

And finally, the existing and planned LNG projects are

not anticipated to be operative before 1985, at which
time the U.S. demand for such an alternative could be
reduced significantly by increased production of lower
cost U.S. naturq} gas and other energy fuels,

Currently all of the major existing and/or planned imported
LNG projects, intend to supply U.S. markets, involve some
form of direct and/or indirect financial support from the
Federal Government. In that regard, Eximbank financial
support, especially in the form of commercial insurance
and loan guarantees, usually is the determining factor

in decisions to invest in LNG projects. :

The ERC feels that given the relative insecurity and high
cost of imported LNG, the Federal Government and agencies
thereof should not provide financial incentives to or
otherwise support the importation of liquefied natural

gas. To that end, we respectfully recommend that the

Board of Directors of the bximbank establish a policy

of not granting financial assistance to LNG imports.

I'm sure you appreciate the scope of analysis and depth

of consideration that has gone into this ERC recommendation
and the spirit in which it is made.

If you have any questions on this matter, I shall be happy

" to discuss them with you at your convenience.

Sincerely,

Rogers C. B. Morton
‘Chairman
Energy Resources Council

'Y
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What should boe thae U.S. pO]le Lﬂg(rd1ug direct and indirect
govarnment firancial support to 1mpoztou‘llqu0+1od natural
gas (LNG) 7

BACRG] ?( UlD

e W —

o S Currently ﬂ11 major existing and/or planned imported LNG
projects intended to supply U.S, markets, involve some
‘Form of dirvect and/or indirect U.S.G. financial support.

Tha private scctor is reluctant to independently Tinance
imported LRCG preojects primarily because of:

b (l) their relatively high cost ($2,000 per MCP of
- | . ‘daily deliverable capacity including terminal

! ‘ and transg sortation facilities, xo“ulilng in an
| end-user charge of about $2 per MCF eguivalent
to about $12/bkl oil) and highly specialized
and dedicated facilities; and

(2) the reauirement for marketing and pricing

TR authorization from Federal and state ”oquiatory
. S commicsions, tyoically reguiring leng-terx
R S {20 years) r@chhhtcu“ngCE contracts, in thL

face of uLQHLLlCQﬂt pricing unCGLtdLntng from
the foreign supply source.
Currently the U.S. gives diresct and 1ndJroct flnanc1gl
‘support to importe d LEG LhIOUﬂh

T

-~  Eximbank financial involvement in LNG supply
sysitemg, via direct loang, guarantees, and
commarcial insurance '

L —=~  MARAD cubsidies for crycgenic tan}or construction:
: and ‘ : :

Moreovar, indiregis financial support would be further
extonded by:

- Propo"al that state utility commissions permit
LNG prices to be averayed-in with reguloeted domestic
natural gas p)lpud, in determining end-user
charges,

. . -
g - UL et
: L P
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. fhe U.S.G. can:

1. Continue to previde financial assistance to
foreiyn LNG projects;

2. Limit financial support to certain aspects of
LHNG projects; or o

3. Eliminate all forms. of financial assistance.

OPTICON 1:

Continue current pattern and level of financial support
to foreign LIC preijacts.

o ~e  This will tend to encourage the market displace-

L ment of and commercisl discrimination ayainegt
U.s. domestic natural gas by an imported energy
fuel:
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(b) that will not be available in significant
quantities befcore 1965--at which time the
U.8. demand Ffor such an alternative could he
significently reduced by increased production
of U.S. natural gas and other energy fuels;

(c) that exhibits signi _jcantly greater technical
and envirormental riszks than U.5. domestic
energy alternatives; and

_ (d) that is guaranteed by U.S. market and price

1 ' | © policics which minimize conciraints on pricing
: B actions by and financing obllgdLlon, of

Z ‘ | foreign suppliers,and cxtends U.S. dependence

on insccure foreign sources of enelgy supply.
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Pliminate Twimbank and MATAD divect financial support
to 1r»0rtcﬂ LNG projects. K S

T Thiﬁ would gicnificantly increase the total cost
R S of LHG projeots bacause:

T = (2) Ezinbank financial support--cspecially in

L : the forn of commercial insguvance guarantees-—-

: S o typically is the determining facter in LHNG

. ‘ ' invastmont decisiong. Denial of such

financing would greatrily increase the financial
sks and costs of LNG projects, therchy

diminishing thelir commercial dttr{c iveness

if not precluding their undertaking; and

(b) LNG tankere typically acccunt for approximately
60~80% of the tohal projsct costs, and
MARAD typically subsidines about 16% (to a
meximuam of 37%) of tanker construction costs
and/or guarantees the mortgage unacr Title 11
of the Merchant Marine Act of 1936, as amended.

-—- Under current evul atory averaging-—in pricing
proposals, the increases in LNG project and
delivered cogrs resulting from denial ol Bodaobani

A and MARAD subsidies, would be reflected in the

end-usey service ch rges in U.S. domestic gas

markets. '

PR

These hicher end-user prices should contribute

to increased production of U.5. domestic natural
gae, if regulated well-head prices were raised Lo
reflect the higher average costs. - '

Howvevaer, the benefits of highey U.S. end-user

4 charges would be diminishod by the fact that the

i ‘ future domestic market would be smalley due tO

L increased service charges and diminished growth
rates, and would be shared by higher cost imported
LG,
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Proclude the indircect financial support of ilmported ING
likelv to result from current ragulatory averaging-in '
pricing proposals by requiring that the coptracted price
of imported LNG canmot exceed the wholesale price at which
domestic natural gas is sold in the propozed LNG market.

e The respective state regulatory commieasions deter-

Cmine how LNG will be priced in their respective
markets.  Currently, most state utility commdgsions
proposa Lo averace-in the costs of imported LNG with
the costs of domestic naturael gas in determining an
end~uscr charge for gas marketed within theix
jurisdiction. This would tend to mask the real cost
of imported LNG, distort ite relative market demand,
and result in the subsidization of LHG users by '
lowar cost domestic natural gag vuers. ‘

~= But the PC determines the acceptability of the
price at which LRG can he imported into the U.S5.
Reguiring imported LEG prices to be no greater than
domestic gas prices would effectively diminish the
price distorting impacts of averaging-in pricing

policies and more accurately detcrmine the real

2 for high cost imported LNG.

ey e ~
Koibicl vy (¥

RECOMMENDATION &

The U.S.0. should withdraw direct and indirect financial support
of dmported LNG. The order of preferred action is as follows:

1. Eliminate all forms of financial assistance.

2. Reguest that FPC approval of LNC import applications
be conditioned by the requirement that the contractaed
import price be no greateXr +han the wholesale pricce
at which deomestic gas ig sold in the relevant wmarket.

3. Deny Eximbank and MARAD direct and/or indirect
financial support to foreign. LNG projects.

Tt should be noted that all of the above would appear to
require amendments to cxisting, if not new, legislation.

4. Interpoce objectiong Lo Pxinbank divect and/or
indirect financial support of LNG projects unleas
FPC reiomires thet contracted NG price Lo no groeater
than vihclosole price at which donestice gas 1o osold
in relovant maukob.s ‘

v
H
1

Thic action could boe taben via Adwinictrative aotion (o

Prceuncive Orcor i necesmary) under corrent Togislation and
FREAvev Low ol .
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What should be the U.S. policy regarding the domastic
pr1c1nq Ur imported liguefied natural gag (LNG)?

Background:

ALl MG iwport contracts requirc the approval of the
Federal Power Commission (FPC). Phe contracts invoive
foreign scurxces of supply, subsidiarices of U.S5. pwno-w
line'ccmpan¢eg, ana U.5. LulWJiy distribution ccmpanies.

The FPC evaluaticn of ILUC contracts invelves: the proposod
delivered contract price, including price gecalator
clauscs; the domestic nead for such supplemental natural
gas supplies; the investments required; the reliability

of the source of supply: and the adeqguacy of supply
dedicated to the LNG project.

In most instances, subsidiaries of intcrestate pipeline
o .companics initiate LNG proposals for the purpose ol

’ . . supplementing the parent company's natuwral gas supplies.
3 Tmported LNG is integrated with uonestic ﬂauﬂldl gas

in the pim@]jﬂo system. The cost of the LUNG may be
either rolled-in with the denestic 1aturu1 gas costs

: to derive an average city gate price paid by the utility
' . distributor or the cost of the LNC may be passed directly
' to the utility digtributor or an ultimate consuner. The
latter increxental pricing procedure nay be accomplished
under separate contracts from sales involving domestic
natural gas.

In Opinion 622 (June 28, 1972), the FIC declarcd itself
in favor of incremental pricing for LNG. Howeverxn, this
, pesition has becn opposed by the pipeline conpanies
Lo involved in the purchese of LNG supplies. The court
remanded the FPC Opinion and hearings. are now underwvay
+o further re-evaluote the issue of incremental versus
rolled-in LG prices,

Tt should he noted that the PPC has no Jjurisdiction over

ntility distributors' actions with regard to the pr icing

of LRG in Lhe marbet after thoy acquive it from an inter-
ctate pipeline compony.  This bolds also if a utility

distributer purchooes LNG directly from a foreiyn sourca.

Lo DL o :
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Tt is FPC's view that thoeir influence is limited to
decisions of state utility comrissions, TFor thoe most
part, utility distributors prefer to roll-~in LUHG prices.

Two important basi%*ons have been udop ad by thc FPC

“under Opinion 6274, dated October 5, 1872, regardlng
1 CLNG. . One states thut increnentally priced LRG 1s not
o gubject to supply curtailment, and the second is that
‘ once LNG‘iMPQI“;‘CQhuéﬂL‘ their import should nct be
. yestricted in the event that lewer cest alternatives
S subsequently become available in the U.S.

._ReComﬁéndatiOnﬁ

The recochnd tion is conditicned on whethexr or not LNG
pleﬂcts centinue to-receive direct U.S. flnan0111
asgistance because the price at which LNG is marketed
“should reflact the real cost of importing LNG in order

-

to EVDId discrimination against domestic production.

1. Ii LNG prcguctg are not subsidized (hy Eximbank
financ¢hg and/or guarantecs or MARAD tanker subsidizes)
then:  The Adm
on incromental nricipg of TmG,  State ntility COnmigslons
as well as utility companies shoulu be urged to market
LNG at its import price rather than rolling-in LNG

import prices with domestic natural goe wholesala prices.

inigeration should support the FPC position

& e

o st

- Rationale:

1. Rolling=-in higher cost ING with lower cost

‘ domestic gas masks the real cost of LNG. This
tends to stimulate itg demand relative to
domestic natural gas, increases depenaency on
higher cost imports, and digtorts capital invest-
ment decicions.

2. In view of the limited control lPC has over
foreign LNC source prices and the arbitrary
determination of such prices hy foreign supplicrs,
ipcremontal poicing transfors the yeal costs
of imported LMNG to the markets willing to pay
for it. Thisprovides a reasonably acowate
indicotion of the necd for further copital

3 ‘ . investment in LNG projects relative to othor

i R o : alternalbivoens., ‘ ‘

No Ob;ectlon To Declassmcat;on in Full 2012/02/13 LOC- HAK 66 2- 7 9

T Ty ey

s

e W A I S T




{_‘f pooe

. ‘ . . .‘ . ‘ . - - g - ,,' +~\-5” ga _v‘ IR r‘ i
L e NoomedmnToDedwmm&monmFuHﬂﬂZMZﬁa LOC-HAK-66-2-7-9
L, ‘ 50 ' g"\l o, bl ‘A‘u“‘-‘d"‘ ol om Baealoeed L ”.‘:-" woee

_’clr - ‘ N . 3.

3. When ING prices are rolled-in with domestic
natural gas prices, rents are paid to foreign
sources whose pv1rne are insulated from the

[T

o
o ‘ _ domestic market dcmand.

11, If TNG projects conkinuve to bse subs idized by pre-
ferentiel financing, thon the ﬁdmxustratJOH should
advise the I'PC to voqui“o that LNG prices be no greater
than the wholesale price at which domestic gas is sold
in the relevant market. ‘

R'momgc:

e - s —

R B 1. Domestiic natural gas suppliers are price con-

: strained by regulation. Therefore, the domestic
suppliers will be discriminated ag ainst if,

in adadition to direct and indirect subsidies

to LNG supplicrs, the wholesale pricesof LNG

are not regulated. Thig in effect establishes

a two-tier pricing system which disfavors uomokulc
producers. ‘

2. If the U.S. natural gas consumcy is to Lencofit

from U.S. financial suhsicdics o LEG projects, .
R e then constraints mugt be imposed on the prices
_é D at which it is marketed in the U.S. Otherwise,

the U.S. will be subsidizing the costs of forelign

P , x LYG suppleTJ, but not 1#gula;1ng the price
at which it is sold.

In Sums

g ‘ Either subsidize LNG imports and regulate its price so as
to assure that the U.S5. consumer receives the full Jntcncnd
benefit--or don‘t subsidize LNG imports--and let its full

import cost be ref]ﬁctrd Jn the price paid by the market
in which it ig«demuncod.

Poderal Dnergy Administration
ITnternational Pnovgy ATLARrs
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LNG Policy lDatc:Decr 23, 1974
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C; B. Thompson

' Mr. Conant

Mr. Malin
Mr.‘West

| Attached is a copy of the LNG policy paper prepared by

FEA/IEA/P&A, State, FPC, MARAD, submitted to the ERC
Decembexr 20. . .

"2

DRt RENOVAL OF ATTACHMENTS THIS
DOCUKENT BECOMES UNCLASSIFLED
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EXECUTIVE SUMMARY

' ISSUE: Should the USG have an overall policy toward foreign

imports of liquefied natural gas (LNG) and what should
the policy be? ‘

This paper examines the potential role of LNG in meeting the
nation's future energy needs. 1t analyses projected shortfalls
between domestic gas demand and. supply, discusses the costs

and benefits of increasing the nation's reliance on imported
LNG, and compares LNG to other energy alternatives. It

recommends a policy that is consistent with the Administration's

offorts to reduce US dependence on foreign energy supplies

‘and expand domestic energy production.

" The paper reaches the following conclusions:

1. Increased LNG imports will probably not be essential
to meeting future US energy needs after 1980 when most LNG
supplies will become available.

2. The private sector is reluctant to finance capital
intensive foreign LNG projects on its own. The granting of
USG preferential financing for such projects encourages the
flow of private capital and equipment to forelgn projects
wirich mighi otherwise be used for domesiic energy acvcelopment,

3, The price of LNG imports is unpredictable but is
likely to be substantially greater than some alternatives,
The practice of rolling-in LNG prices with domestic gas prices
tends to distort the true cost of imported LNG. Furthermore,
the long-term nature of LNG contracts commits US consumers to
high gas prices even if lower cost alternatives later become
available. :

4. LNG imports offer little if any more supply security

“than o0il imports. They can also be cut-off for political

reasons. In addition, technical and environmental problems
tend to further reduce the supply security of LNG imports.

s ¢

‘
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The paper recommends that the USG establish an overall policy
on LNG imports which includes: ' ~

-~ A general preference against long-term LNG imports
as an interim alternative to developing sufficient
- domestic energy sources to satisfy demand.

~- A position of not providing EXIMbank financing for
foreign LNG projects, unless compelling political
and national interest considerations dictate
otherwise.

~-  A position that LNG import applications should not
be approved unless the incremental unit price of
LNG is supported by the market demand. '

This policy would require LNG imports to be evaluated on the
basis of their true economic costs. This policy would not
prohibit LNG imports. But it would not encourage such imports

by granting preferential financing or other market subsidies.

The policy would be consistent with the goals of Project
Independence and would bring more clearly into focus the need
for deregulated gas prices to stimulate expanded domestic
production. Finally, the US could cite this policy to other
consumer and producer nations as proof of its determination
to reduce US vulnerability to foreign energy supplies.

»f
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Should the USG have an overall policy toward foreign
imports of liguefied natural gas {ING) and what should
the policy be? ‘ . _

Analysis

Eeed for Overall Policy Guidelines on LNG Imports

;
The recent oil embargo and‘'massive increases in world

oil prices have generated concern about the relative quantities,

security, price levels, and predictability of US energy imports.

The USG‘curnently‘lacks a fully coordinated policy on

imports of liqﬁefie& natural gas (LNG). The Federal Power '

Commission rules on ILNG import applications on a case-by-~case
basis; decisions on government subsidics for the LNC projects
are handled in the same way. A number of LNG import applica-

tions are currently on the FPC docket, and US gas firms are

negotiating for other LNG projects in several producerx

countries. The cumulative political and economic impact of
these projects has not been fully assessed.
When-LNGfdecisions are-madé, they tend to involve signi-
ficant long range commitments. Increases in LNG imports
involve: 1) large capital investments; 2) possible USG
subsidies; 3) contract commitments to high prices for 20 K

years or more; and 4) vulnerability to supply interruptions.

.
-

CONFIDERTE.
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" Under these circumstances, general guidellnes on‘LNG are
;equiﬁed to ensure that rulings on specific projects are
"consisteht with the national energy objective of reducing
dependence on‘imported energy. With a clear USG policy on
'_LNG, US:coméanies.could-more efficiently deterﬁine where to
doﬁcentrate their efforts to secure futute energy supplies.

Considerations for an Overall LNG Policy

will there be a shortfall between domestic supply and.
demand after 19807

Forecasts of domestic production and consumption of

natural gas are subject to uncertainties involving future

price levels and the supply response to these prices.

2 e, R S dr e e

According to the Project Independence Blueprint (PIB), the

deregulation of interstate domestic gas prices would expand

[EPAE Sy o

: supply under the Business aé Usual scenario from 22.5 tcf/yr.
to 23-24.5 tcf/yr by 1985. Under the Accelerated bevelopment
scenario, at $11 per barrel oil prices, gas supply is projected
to incrgase to 27.3 tef/yr. If interstate gas prices continue
to be severely regulated, domestic production is projected to
decline to 15.2 tcf/yr by 1985, according to the PIB.

Two independent models (Appendix A) illustrate the range

of disagreement associated with predicting future domestic supply.
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% | The MdCAVOY“PlndYCk econometrlc model‘iorecasts supply in 1980

%' f at 35 tcf/yr. The AGA's engineering-simulation TERA model

_places supply at only 19.7 tef/yr.
| Démand figures are equally difficult to determine.‘ An
lnternal FEA study forecasts 1985 demand, depending on prlce,
to range betwegn-30 and 33 tcf/yr (Appendix B). The TERA
lmodel projedts demand at 30 tef/yr. by 1980. The MacAvoy-

Pindyck model projects demand at 35.1 tcf/yr, this is only

100 bllllOn cubic feet short of its domestlc supply projection.
The Future Requirements Committee forecasts 38.4 tcf/yxr for

1980.

Tt is difficult to obtain consensug on the size of future

PR S

gas supply shortfalls. Domestic production will certainly
increase if prices are deregulated. The rate of growth in
demand will be dampened by rising prices; consumption will

be reduced by future conservation measures. Furthermore,

IRy WS AP

much of the projected future démand, which is expected to
ocecur prlmarlly in the industrial sector, could be met by
alternatlve fuel sources, particularly oil and coal. We do
not agree with those who contend that the severity of future
US gas supply shortfalls necessitates a major commitment to

foreign gas supplies.

o !

§ | -
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Potential Foreign LNG Sources and Supplies.

International tfade in LNG began in 1957. Algeria,'
Brunei and Libya currently market LNG. Several other |
‘countrles will jOln them in a few years. If all the LNG

- projects now under con31deratlon are consummated, world
LNG trade could expand produgtion to 6.8 tcf/yr in the early‘.
1980s. Current trends in LNG negotiations suggest that this
J‘estimaté'is too high.

At present, the US is a‘minor importer of LNG. One
peak shaving projectilis désigned to supply 15.3 bcf/yr. to
" the US market; a base~Lload project under construction® will

add another 365 bef/yr after 1976. However, contracts

involving 1.4 tcf/yr are pending before the FPC. Two projects

% : .involving 1.1 tcf/yr are undex negotiation with the Soviets.
Projects in Nigeria, Iran, and other countries are under
discussion. .

j LNG could, therefore, contribute supplemental'supplies.

to US markets. It is a clean fﬁel, preferable to other energy

alternatives for environmental reasons. LNG could go directly

into the existing'pipeline network, which has spare capacity.

However, given thé long lead times associated with LNG projects,

i 5-7 years, substantial supplies of LNG could not arrive in the

US market until after 1980.

lpeak shaving operations occur for up to six months a year to
meet high seasonal gas demand.

N
-

2 s
A base-load facility operates year-round and processes a
greater volume of gas at a lower cost per unit of output.

: | NIRRT
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Costs of LNG Projects
| LNG projeét costs involve pipelines, gathering facili-
ties, liquefaction and regasification plants, cryogenic
taﬁkers, and port facllltles.' Initially, LNG 1nvesLments
were estimated to be $2000 (or more) per mcf of daily deliverable
capacity? Current information suggestS‘that those costs |
have risen.. 'Tﬁe gwo proposed Soviet LNG projects arev
even mére costly. Many LNG producers so far»hébe insisted
on US flnan¢1ng for a large share of.their investmént costs.
r"he private investment communlty typically will not
flnance LNG projects on its own. I+ considers the potential
‘finan01al returns on LNG prOJects to be inadequate given their
political and commercial risks. It conditions its involVemeﬁt
ih overseas LNG preojects on EXIMbank participation and cnmmwfmentb
from‘lqcal utilities which guarantée long term markets to
~assure pay off of the costly investment. |
The use of USG and private funds for LNG projects raises
several other issues. USG preferential fipancing of overseas
energy progects -when similar terms are unavailable for domestic
energy development runs counter to the US ObjOCthC of rcduciﬁg
‘dependency on foreign suppliers. In addition, EXIMbank

financing of two or more LNG projects would probably require

3Based on data submltted to the FPC on the £irst approved
El Paso-Algeria project.
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Congreésional action~tb raise the Bank's lending authoriﬁy;
Supplemental privéte finahcing of LNG would also reduce funds
‘évailable for domestic energy development and raise thé cost .
- of caﬁital.

Aithqﬁgh EXIMbank financing would encourage larger sales
 0£ gés field‘andﬁliquefaction equipment{ it would not ——.as
some LNG prOpbnentS contend -- offset the balance of payments
cost bf LNG. As éh example, the cash Outflow for one trillion
cubiq feet per\annum_of LNG imports over a twenty year peribd
woﬁld-be almost $40 billion (at approximately $2 cif per_mcf).
This surpasses many times the expected income from the sale
of equipment required to bring this quantity of LNG on stream.

To .construct overseas LNG export projects for the US
market, the USG might have to éxport enerqgy capital eqﬁipment
that is in short supply in the US and is required to maximize
domestic energy productioh. The cost of constructing cryogenic
tankers in US shipyards is roughly equal to foreign construction
costs., This obviates the need for large MARAD subsidies for

tankers for at least the next few years.

,-,.._...
-
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Price of ING g

The unllateral prlclng ‘and productlon pollc1es of OPEC
countrles greatly increase the price uncertainty of LNG
imports;‘ Prodﬁcers are currently insisting on priéing‘LNG
at a BTU cost‘équivalent to oil ($1.60-$2.00 cif per mcf) .
Producers are also insisting on provisions that would assure
that LNG prlces ;111 rise as oil prices do, but do not decllne
if and when‘011 pr;ces fall. If LNG imports commit the US to
‘1ong—term1coht:acts‘at high and unpredictable prices, the US
would bé‘unable to take advantage of any future declines in

world oil prices.

" In addition, there 1is no assurance that producers will

~adhere to the negotiated price over the life of the contract.

. Indeed, recent experience suggests that they will not hesi-

tate to abrogate contracts lf they decide it is in thelr
1nterests, Once the gas has become part of the US natlonal
energy supply, it would be costly in the short run to satisfy
with substitutes the demand that has become dependent on LNG.
Company and consumer presgsures would probably cause the’FPC
to permit the higher prices to be passed through and the |
contracts revised.
With respecﬁ to market pricing of LNG, averaging-in or
rolling-in of imported LNG prices with domestic baseload
natural gas prices favors foreign LNG. The rolling-in tends

~

to distort the true economic cost of impcrted energy. N

REENTIA
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Security of Supply

proponents of LNG projects contend that LNG imports
enhance US foreign energy supply security_for several

reasons:

-~ LNG imports‘reduce our need for imported oil.

-~ The s?ecial-tankers and receiving terminals
required for LNG make it difficult for producers
to switch customers on short notice; -

-~ Producers would not likely shut in LNG produc-
tion for political reasons since this would
reduce their main incoﬁe source for meeting
their LNG debt servicing burden.

- DiVersiFiqafion of energy types and sources
~hel§s reduce our vulnerabiiity to future
embargoes. | |

These arguments lack persuasivéness. They assume that

the producers will act primarily fof economic reasons. But
embatgoes are imposed for political reasons. Algeria has
madé clear that, had its LNG plant not been down for tech-
nical reasons, it would have shut in LNG production to
support the 0il embargo last winter. Furthermore, since
LNG prices are to be -tied to those of oil, reductions in
0il production to maintain or "increase oil prices will

have a similar effect on LNG prices.
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3_ \ The diversification argument flounders because most

prospective LNG suppliers belong to OPEC. Algeria and Iran
i ‘ -are now str1v1ng to create a natural gas cartel within OPEC
The Soviet Unlon is not a member of OPEC, but . there is strong

Congressxonal,opposmtlon to our assisting Soviet energy

development.

~ Past experience does not support the view that substan-

tial US investment in producer countries gives us 1everage-

against potential supply interruptions. While foreign
commerce may soften the policies of some nations, the long
lead times associates with LNG projects mean that once US

funds are invested, Us leverage decllnes substantlally

_i us OWneIShlp of fhe ships in an LNG nvojnct wourl prevént
producers from diverting supplies scheduled for the US
to other markets, but itiwoula not pre&ent their shutting-in
production to deny supplies to ;he uS.

There are problems related to complex liquefaction
‘technology which increase the probability of supply diS“
ruptions. Also there are problems associated with LNG
shipping and receiving terminals. There include potential
leakages from tanks, collisions at sea and accidental spills

while off-loading.
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Are There Viable Alternatives to Imported LNG?

The principal alternatives to importing LNG are additional

production of domestic (including Alaskan) oil, gas, and coal,
‘coal gasifidation; and addiﬁional oil imports. Whereas one
canﬁot precisely‘coﬁpare the.incremental costs of thése energy.
cources, available information suggests that these alternatives

would cost no more than imported LNG.

The avallabllxty of domestic alternatives in the 1978-85
timeframe depends on the timely. commitment of investments
toward their development. If the alternatives do not become

available in this time peridd, increased oil imports coupled

‘with energy conservation and/or demand restrai would bhe a

i
i
t

viable alternatlve.' Undertaklng substantial lmportatlon of
' LNG in order to méet “prdjeCted“ shortfalls in natural gas
E demand from 1978-85 would saddle‘consumers‘with arbitrarily‘

determined gas prices for a longer period thereafter.

Recommendations

That the USG establish an overall policy on LNG imports

which includes:

~-— A general preference against long-term LNG imports.
as an interim alternative to developing sufficient

' domestic energy sources to satisfy demand.

| GONHBENTIAL
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- A position ofﬂggg_prOQiding EXIMbank financing for
‘foreign LNG projedts, unless compelling political
and national interest considerations dictate |
otherwise. | |

-~  A position that LNG import applications should nbt
be approved unless the incremental unit priée of LNG

is supported by the market demand.

This poliéy.would réquire LNG imports to be evaluated
on the basis of their true economic costs. This policy
would not prohibit LNG imports. But it would not encourage
such imports by granting preferential financing or other
market subsidies.“The policy would be consistent with the
‘goals of Project Independence and bring‘more clearly_into
focus the neéd for deregulated gas prices to stimulate
expanded production. Finally, we could cite this policy

' to other consumer and producer nations as proof of our
determination to reduce our vulnerability to foreign energy

supplies.

p ¢
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| ONFIDENTIAL
MacAvoy-Pindyck and TERA Models I L
1975, 1880 - Deregulation Scenario . o

" New Contract ‘ Mzi.cAvoy—Bindyck TERA
. s ,

LU ~_Price/lMCE p . s b 3
- 1875 ’ o bl.b& 28.6 .26.8 24.3 21.5

- S . Vo
M. . = . L _..','_-

" Forecasts of production and consumption of natural gé.é are subject

' to a muymber of uncertainties regarding the effects of regulation and the

ability of known reservoirs to {norease output in the short-run.

" punber of different models of natural gas production are also available

. using differing assumptions. and techniques of estimation. Two of the
" models are the VacAvoy-Pindyck and TERA models., These models produce

very different forecasts of the level of potential production and demand.

" This illustrates the current debate in this area regarding the effect

of reduced driiling activity in recent years. The resolution of this

- debate has not bzen completed. Despite the many differences in these
. models, ail of them project that output will be greater under :
‘geregulation han under centinued regulation. Co .

" The MacAvoy-Pindyck mode forecast shortages of 1.5 TCT and 0.1 TCE
in 1975 and 1880 yespectively. The TERA model on the other hand

- forzeast chortage of 2.8 TCF and 10.3 TICF.

These two models are WO completely differerﬁ: approaches to

" patucal gas forecasting. The MacAvoy-Pindyck model is an econometric

. model which estimates historical relationships and projects them into
the futwre. The TERA model - 1s an engingering - aimulation model which

assumes behavioral prelationships and imposes technolegical and institutional

© constraints on the production and deliverability of natural gas. These

»

technological constraints are not imposed upon the MacAvoy-Pindyck

model. Hence, their supply projections are much higher.

- CONFIDETYL
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(Trilllon CUblC feet‘per annum)

Accelerated - ,Continuation'bf .
. - Development =~ . - Current Trends.
1985 o Case Case
X Wellhead price of . | e
US gas' per MCF $1.40-$1.50%* .  ¢,;i144—66¢
'Natuﬁai‘gas demand _ 30 l SR i:fiff'ff_33
Total US production - .. o ST LTUnl
. (includes Alaska T ST AR UM T
and lower 48 S 25 R ;;w;r,{;;'22
offshore) o T T AREEINE
' . Deficit to be made up 5 e e 1]
~ , .
% % Zource Data developed in IEA from papers by the Federal
‘ ' . Power Commission, Projact Indcfvnuhﬂﬂn werk on natural _
? :-gas, and industry sources in trade 3ournals S S
e *% . Approximate range of LNG terminal’ prlces.
| o
i "
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Da:  March 18, 1975 o .
Replyso Ty
Aren of: Peter Borre ./

Subject: LNG Import Pricing Issue
‘T Bruce Pasternack

BACKGROUND

B Internatlonal s recommendations are:

‘a)- With Exim and MarAd subaldles,'requlre that 1mported
- LNG be priced- at the regulated wholesale ceiling
1evel, _

b} Wlthout Exim and MarAd subsidies, require that the
full landed cost of LNG imports be passed through,
via incremental pricinq, to F.P.C. and state public
utilities comm1551ons for them to approve, case-by-
case, o S S . : :

@ I concur with thi v

57
sgvere conooguenies

o =3

owever
n Marh
P _" . = uynder alternative a, many deals won't go throuch _
- S ' because Algerians and others won't drop their price

.($1.80 landed imports v. 51¢ regulated).

= Under alternative b, F.P.C., state commissions and/or
customers may balk at the hlgh flow~-through price.

MARAD POGITIOW

¢ MarAd has four programs whlch could beneflt LNG import
ventures:

- Construction subsidy;
- Operating subsidy;
- Title XTI mortgage guarantee;

- Tax deferral via capital construction fund

e e e
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- - 5_ Title XI is the most significant; all ships 1isted on
' ' - Table I, attached, have such coverage; government
exposure is $1.2 billion. . .

o Consttuctipn subsidy obligations total $§190 million, of |
which $40 million has been dishursed. . _ :

® Policies which disincent LNG imports will throw the

ten U.S.~trade committed ships (Table I) onto the world

market where-alternative use is very problematical:

-~ LNG Tankers are highly site énd route speéific;
",-?f No spot market for large LNG Tankers: | o

= Current idle LNG ship capacitj;
- Buyer and seller of LNG tend to lock up shipping

© arrangements bilaterally (counter to Burmah's

" Indonesia-Japan deal). : ,
. P

-

" @ MarAd's paper on impacts ‘is attached..

a2 | -

OTHER IMDACTS . e

These are many, severe, and obvious; to mention a few:

B ) Sh}pyards: ' - Extensive yard investments in anticipation
R : ~ of this and follow-on LNG orders;

s _ : k R Regional employment impact;

-~ General Dynamics seems extremely
vulnerable.

® Utilities: ~ Transmission and distribution companies
‘ will claim that further curtailments will
. inevitably result.
® Ship Operators - Burmah has had recent financial troubles,
- resulting in a partial take-over by the
U.K. government;

- Impact of this policy on Burmah could be
- crippling. : -

L3

i . .
;
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& Foreign: -~ Reaction from Algeria, directly and

" RECOMMENDATIONS

T e . gt

through OAPEC, can be anticipated.

Y

Becausa of the sevérity and scope of impact of this polioy,
F.E.A. should anticipate loud protest from the affected

parties. At the very least the following measures can be

taken: ,3]

‘e Explore formally with MarAd feas;blllty of alternatlve
uses. for tankers. _ .

'Yy After ERC ratifies a pollcy, meet with the Natural Gas

3AdV1sory board to hear the inevitable.

® - Accelerate work on North Slope gas logistics study to
determine whether an early commitment to the Valdez-West
Coast LNG option can be made (runs counter to Trans
Canadian link, perhaps a better option)

Fd

‘e Meet-this issue head-on with a major address by Zarb

" emphasizing the follow1ng

- _ LNG imports are an expensive, vulnerable substitute
' for domestic supply which can be enhanced through
. deregulatlon.
L3
. = Long term foreign LNG orogects create vested interests
‘domestically and overseas, which by their mere
 existence reduce pressure for domestic supply enhance-
"ment, and thus compound the problem.

o High 1evel before-the-fact briefing for key Congressmonal

pe0ple from impacted states.

-

Attachments .

s £

4
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'THE IMPACT ON THE MARITIME ADMINISTRATION
OF POLICIES DESIGNED TO -
DISCOURAGE THE IMPORTATION OF LNG

' The Maritime‘Administration under_titlee V and XI of
"the Merchant Marine Act of 1836, as enende& ﬁay% construction
ub51dy and guarantees the fundlng of ship constructlon At

_the present time MarAd is supportlng constructlon of liquid |
'natural gas (LNG) carrlers under these prOV151ons The under- '
lylng purpose of the Act 1s to defray the costs of u. S. C1tlzens
ownlnd and/or operatlna vessels in the U.S. forelgn trade

- to guarantee cost parlty with thelr foreign competltors. |

~ Even though there are some statutory exceptlons to thlS, all

dr

}.4

1'
: .of the LNG Veeeelb now beluu buil "'tk construe;;on sub
o are belng constructed for the u. 5. forelon trade. If LNG
F LTI were not imported, these vessels would have to find alternative

employment.

‘Alternative Empleyment Provisions

Under Section 905 (a) of the Act ”foreigthradeﬁ is
redefined for the payment of subsidy to bulk carriers to
include trading between foreign ports. Therefore,.those LNG
vessels now belng built with construction subs1dy could be
used in an alternative trade, with the dpproval of the Maritime
Administration. They could also be used in the domestic trade

.,
-

with the repayment of construction subsidy.

__No Ob;ectlon To Declasmﬁcatson in Full 2012/02/13 LOC-HAK-66-2-7-9
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The availability of alternative employment is another

-

question. It appears.that the liQuification-facilities in

Algeria will not be completed on schedule. This will reduce

_the-worldwide demand of vessels during'the heriod‘when the
first VesSele are 1aunched; There is some indication‘of over-
‘tonnage at the present time in the announced plans of E1 Paso
‘;Natural Gas to 1ay up the first of three LVG's to be dellvered
.by Chartiers de France Durkerque. However, 1nd1cat10ns are |
"\;that the Indone51an project is progre551ng and this should

- increase demand for shlpplng.' In addltlon Alaskan LNG may

be available by about 1980 creafihg additional employment er

these vessels. It also appears that at least some of the
| | . |

' yerds building the ships;.particularly General Qypemias, were

 optimistic in setting delivery dates. The vessel for Cryogenic

Energy originally scheduled- for November of 1975 probably will
not be available before June of 1977. This, of course, will.
affect subsequent delivery at that yard,

Taking these factors together, the opportunities for

alternative employment appear uncertaln B EEE it must be

R T

iy

remembered that the market for LNG tranSport is very limited.
Small changes in'project schedule and product demand could

produce a vessel ovcrsupply with exten51ve lay-up.

‘Maritime Administration Exposure

At this moment MarAd is paying eubq1dy to bUlld nine

- e e e e g

LNG's. Three are being built in Avondale for which MarAd

has paid about $8.8 million in progress payments to the end

No Ob;ectlon To Declasmﬁcatson in Full 2012/02/13 - LOC-HAK- 66 2 7- 9
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) of‘JanUary. Three are being built in General Dynamics for

éome $22'million in subsidy. And; MarAd has spent about
$9.6 million for construction at Newport News. Our exposure
to date is about $40.4 m11110n on a total obllgatlon of some

$190 3 miITion.

'tfgn MarAd has conditionally apprbved title XI

—

for all of the Vessels mentloned above guaranteelnc $590.3
million in mortgages._ Five non- sub51dlzed vessels for
'.Cherokee Shlppan Corporatlon also have condltlonal apprOVal
"for guarantees on about $451. million. Approval is’ pcndlnc
on two vessels for Pacific nghtlnCr Marine Company at $236

‘million. Total title XI cond1t10na1 approval exposure to

date is over $1. billion. ;";, . - o,

\f there is no market for the services of these vessels
? ) the taxpayér could stand to lose over $1.2 billion in subsidy
‘ st

jpayments and guarantees. This factor 'should be carefully

P : con51dered when p011c1es with reoard to LNG 1mports are made.

LNG Projects

Cryogenic Energy Transport, Inc., Liquegas Transport,
‘Inc. (Eascogas);.and LNG Transport, Inc., have approvals from
the Maritime Admjnistration for construction Differential
Subéidy (CDS) and conditional approval for mortgage guérantees
for one vessel each. Tﬁese are standard vessels of 125,000
cubic meters having 63;600 deadweight tons and 19 knots
épeed. They are to be operated bctchn Skikda, Algeria, the
i loading port and Narragunsctt Bay, Rhode Islgnd, and New York
] | - Harbor, the ports of discharge. This movemcdt is to be carricd

No Objection To Declasmﬁcat:on in Fuil 2012/02/13 LOC HAK 66 2-7-9
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" out under an agreement between Burmah 0il Tankers Limited

k(BOT);3Bermuda corperation, and ?ublie Service Electric and
‘Gas Company and Algonqumn Gas Transm1551on Company, TOSPGC*
tlvely New Jersey and Delaware Corporations. The‘vessels
Wlll be chartered to Summlt Marine Operatlons,nIno,, and in
-"‘turn tlme chartered to Burmah 011 Inc. (BOI) | o
The other six vessels receiving CDS are owned by suo-
51d1es of El Paso Natural Gas Company These are the Methane
Alpha Company, Methane Beta Company, Methane Gramma Company, -
‘Methane Delta Company, Methane Ep5110n Company, ‘and the
. Methane Zeta Company : One company for each shlp.ﬁ These too,_
are standard vessels of 125 000 CUblC meters, of some 63,000
{-deadwelght, and 19.75 knots. The Vessels are 1ntended for use N
‘Betwean‘Arzev, Algeria;-the landlng port and CQVe P01nf,
'-Maryland and Savannah Georgla the ports of dlscharue | They
are to be operated in conJunctlon W1th three vessels of.125 000,
_-cublc meters each, bu11t by Chartlers de France -Durkerque.
The gas is to be purchased from SONATRACH and sold on the high
- seas to Columbia LNG Corp., Consolldated System LNG Company,
and Southern Energy Company. |
i ' The title XI projects are not yet to the stage of having
the keel EEEETWEIQE;Zéh contracts have been signed with General

hr—

Dynamics, the five Chérokee Shipping Corporations, and Sun

Shipbuilding for the two Pacific Lighting vessels. The

currently scheduled delivery dates for these are 1976 through

1980, although these dates may be put off.

bt
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The vessels for Cherokee are to be used to tramsport

" LNG from Indonesia to Japan. The owner/operating arrangements

are similar to those for the Cryogenic Energy Transport, et. al.
Burma 0il Trading Limited (BOT) will own tﬁe'vessels through
a trust which will be created. The vessels will be demise

chartered to a series of special purpose corporations. At

" the same time-the'shiﬁs will be time chartered to a BOT

‘ sub51dlary

" The Pacific Alaska LNG Company has a pendlng tltle XI

appllcatlon for two vcssels, one for the Indone51a to Ca11»

'fornla movement and a second for Alaska to Callfornla. These

shlps are sllghtly;dlfferent in design from the normal vessel

~of this type being of 130,000 cubic meters, 65,350 deadweight.

‘and 23 knots. The additional three to four knots cost about

40,000 additional shaft horsepower or about'twice as much as

" the 19 knot plant.

‘The gaé will be sold to the Southern California Gas.

"‘Company which is a subsidiary of Pacific Lighting Corporation.
" The vessel will be chartered to the Pacific Lighting Marine
Company and time chartered to Pacific Alaska LNG Company

. for the Alaska mpvement and Pacific Indonesia LNG Company-

for the Inddnesian trade.

Conclusion

~Even though the number ‘of vessels, nine CDS and 7 for
T

‘title XI only, that MarAd is supporting in this area is small,

the Financial exposure is quite large. Any action by the

s AT

‘\-—“
Government that would jcopardize this investment of tax funds
No Objection To Declasmﬁcat:on in Fuil 2012/02/13 LOC HAK 66 2 7 9 '
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" should be carefully considered.- The Maritime Administration
~ has made a board apprhisal of foreign LNG as a supplemental

"source of energy for domestic use. This source has been

determined to provide a useful addition to U.S. Energy Supplies.

-

As a resulf MarAdl has embarked upon a bﬁilding program-to

...‘MPTO\Tlde trans;portatlon for the mportatlon of LNG at the .
necessary levels ~Foreign LNG contlnues to be a v:Lable source :
- of needed energy and as a result the Marltlme Admlnlstrat;on

"'_'remams commltted to the LNG Shlpbulldlng program

s !

i
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O VIS

 DEPARTMENT OF STATE

washington, D.C. 20520

March 26, 1975‘

1 - ' ' MEMORANDUM‘FOR LIEUTENANT GENERAL BRENT-SCOWCROFT
‘ ‘ THE WHITE HOUSE ‘

Subject: Policy Papex On Liquefied Natural
Gas (LNG)

Issue

The USG does not have an overall policy on LNG
imports. Decisions are made on & case-by-case basis.
A general policy is needed to ensure that decisions
on individual projects are consistent with our
national enerdy objectives.

Background

) Two US firms earlier received ysG approval for
s . importation ~f Algerian LNG. Negotiations LoOr other
LNG contracts are underway 11l Algeria Nigeria, 1ran,
indonesia, and the goviet Union. Tmport applications
for one or more of these projects will be filed
relatively soon. (See attachment)

- ys companies argue that foreign LNG 1s needed
to help make up the projected shortfall'between
domestic gas supply and demand. They claim there is
no alternative to 1NG for meeting a significant
part of the future energy reguirements of the North-
cast and West coast markets. These projections
assume‘continued regulation of domestic gas prices.
With deregulation, domestic supply will increasc
and demand decline. Many industrial users of gas
would shift to oil; some would convert to coal.

The need for foreilgn gas supplies would bc sub-
stantially reduced.

i e e e L iimaaieaten

;? The capital costs of major LNG projects

: (1iquefaction plant, 9as gathering facilities, special
tankers, and regasification plant) run into billions
of dollars. Many producers expect US financing for
these projects, but US hanks hesitate to make funds
available without EXIM and/or MARAD purticipatinn.

CONFIDENTTAL

Nob Obiecti .
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' Price demands for LNG greatly exceed domestic.gas
prices. The long-term contracts ensure high prices
for 20 or more years. Utility companies tend to
average in high LNG prices with lower domestic prices,
~thus forcing domestic industry to subsidize energy
L imports.

Arguments For and Against Additional LNG Imports

Pros

-—- Would help satisfy future demand for gas,
especially in Northeast and West Coast
markets, but comprise only a small part of
our total energy needs.

-= Would reduce élightly demand for imported oil.

~=- Would diversify somewhat type and sources
of energy imports, thereby enhancing supply
security.

-=- Because of expensive and specialized facil-
ities and limited markets, might make
producers hesitant to shut off supplies for
foreign policy reasons.

-~ Could use existing pipeline network, which
has spare capacily.

~- Is preferable to energy substltutes on
environmental grounds,

-~ Would stimulate US exports of ING plants
and equipment.

-- Might increase US influence in producer
countries.

Cons

~- Runs counter .to national policy of reducing
dependency on foreign energy supplies.

-- Requires substantial public and private
investment capital that might otherwise be
available for domestic energy development.

== Would probably not be needed if domestic
gas prices are dereqgulated.

CONFIDENTIAL
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~= Would lock us into high-priced enexgy for
duration of long~term contracts even if
cheaper alternatives became available.

~-— Forces domestic industry to subsidize LNG
imports through averaging LNG prices with
' lower domestic gas prices.

~- Could be less secure than 0il imports since
LNG supply line would lack flexibility and
supplies would be concentrated geographically
rather than spread out through the country as
a whole, -

-~ Would not lead to much diversification of
supply and sources since most LNG producers
are members of OPEC. The Soviet Union poses
different security of supply problems.

-~ Even with substantial economic interest in
supplying countries, e.g. Algeria, they have
demonstrated willingness to embargo for
political reasons.

-~ Would not be available in large quantities
for several years, by which time cheaper
! _ alternatives would probably be available.

-~ All safety problems related to LNG processing
and transportation have not been solved.

-— 0il imports are a probably preferable
alternative because of greater diversity of
source and for reasons of price. Another
alternative is naptha (whether imported or
refined from imported crude), which can be
processed into synthetic natural gas (SNG) .

Decision Process

The FPC, an independent regulatory agency, has
jurisdiction over LNG imports under the Natural Gas
Act. The FPC reviews each application, focusing
largely on the economics and environmental impact of
the project. The FPC seeks State and Defense advice
on national security implications of LNG applications,
but it is not bound to reflect these recommendations
when making its determination.

.

CONFIDENTIAL
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If PPC approval is granted, the firms normally
apply to EXIM and/or MARAD for financing. Such
financing is not essential, however. Several US

firms have said they could get European financing
if necessary. :

Decision Required

We need a total policy for ING imports. A
" decision to deny EXIM and/or MARAD financing would
not obviate need for a clear cut LNG policy since
State and Defense are required to take a position
on foreign policy and supply security aspects of
LNG projects. On the basis of present assumptions,
it would be difficult to justlfy LNG projects on

security grounds.
KJ N‘««Jf /‘& Dhapamrse
G

eorge S. Springsteen
v Executive Secretary

2 A el il ek e

. CONFIDENTTAL
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LHNG Producer

ATTACHMENT

Status of LNG ProjeciS Involving US Firms

Algeria
Algeria

Algeria

Algeria

‘Algeria

Algeria

Indonesia

Nigeria

iran

Iran

US Firms Volume {(mmcf/d) F.O0.B. Price Status with FPC
(per mcf) .
Distrigas (1) 42 34.5¢ approved *
El Paso (1} 1000 30,5¢ approved **
Distrigas (2) 72 " under application
negotiation pending ***
El Pasoc (2) 1000 under application
: negotiation pending ***
Eascogas 650 under application
negotiation pending ***
wmﬁﬂmwmwm 420 under application
‘ negotiation pending **%*
pacific ‘
Lighting 550 $L.25%%%x application
pending ***
Agip/Phillips - under under no application
negotiation negotiation filed
El Paso 2000 *x*xik under no application
& European firms negotiation filed
Chicago Bridge & = 1200 *#%*% under no application
Irons International negotiation £iled

controls and Systems,
Lone Star & Norweigan
& Japanese firms

- CONFIDENTIAL

g o i e ey Sy vz,

s
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LNG Producer US Firms

USSR

USSR

* %

*kk -

* &k %k

ik kdk

Tenncco, Texas
Fastern, Brown
and Root

El1 Paso,

Occidential,
& Japanese firms

facilities.

CONFIDENTIAL

Volume (mmcf/d)

F.0.B. Price

Status with FPC

2000

2000 (1000 to
Us)

_wwmmﬂwm defaulted on this contract because of mercur

{(per mcf)

under
negotiation

quOWHmeBQ
exploratory
phase

no application
filed .

no application
filed

y damage to liquifaction

Undexr construction - delivery scheduled to begin in 1977.

Price and other provisions being ranegotiated at producers' request.

Amount for US market not yet determined.

CONFIDENTIAL

Plus annual HSOHmmmm indexed to crude oil wﬂwnmm and US inflation.
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WP DEPARTMENT OF S1AIL TS

Washington, D.C. 20520

" March 24, 1975

MEMORANDUM FOR LIEUTENANT GENERAL BRENT SCOWCROFT
' THE WHITE HOUSE '

Subject: Export-Import Bank Policy on Financing
' LNG Projects

The following information on the Export-Import
Bank's policy toward financing LNG projects is
provided in response to the memorandum from Jeanne
Davis of March 11, 1975. This reply has been cleared
with Eximbank.

EXIM's current policy is to consider applications
for financing LNG projects only after companies have
obtained the approval of the Federal Power Commission
for importing LNG into the U.S. or the approval of
foreign governments if the LNG is to be exported to
countries other than the United States. 1In the past,
EXIM on occasion made preliminary commitments to
finance LNG projects with the condition that final
approval of EXIM financing was contingent upon
assured markets for the LNG.

The Bank is not now involved in financing LNG
projects in Indonesia nor Nigeria and has no
application for such financing before it at this
time. EXIMBANK made a preliminary commitment in
May 1973 to PERTAMINA, the Indonesian state oil and.
gas enterprise, to provide financing for LNG facilities
in that country. This commitment expired on
December 31, 1973, however, when the initial agree-
ment on price between PERTAMINA and the Pacific
Lighting Corp., the prospective U.S. purchaser
of the LNG, broke down. A new understanding on price
has now been achieved, and Pacific Lighting intends
to amend its application pending before the FPC once
it has formal Indonesian Government approval of the
contract. FPC consideration would require at least
one year. If FPC approval 1s obtained, PERTAMINA
rand/cr Pacific Lighting probably would seek EXIM
financing. '

No Objection To Declassification i
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The Phillips Petroleum Co. in associatioh with

AGIP of Italy is currently negotiating with the
‘Nigerian Government for an LNG project. If the

negotiations are successful, Phillips may apply for
EXIM financing.

Other U.S. firms are negotiating for new LNG

‘-projects in Algeria, Iran, and the Soviet Union.

None of these companies have applications for these
projects currently before the Bank.

EXIM to date has provided financing for two LNG
projects. EXIMBANK has supported the financing of

-exports of $47.9 million in U.S. goods and services

for an LNG project in Brunei constructed by Mitsubishi

‘and the Shell 0il Co.; the EXIM commitments for

the Brunei project were made in 1970 and 1972.
Under commitments which it made in March 1973, EXIM
financing is supporting U.S. exports totalling
$349.8 million for the liguifaction plant of the

"El1 Paso I project in Algeria. The Bank is also

considering an application by a U.S. exporter for
financing the gas gathering facilities for this
project. LNG from the Brunei plant is to be
exported to Japan, and the FPC has approved the
importation of LNG from the El Paso I project for

sale on the east coast of the United States.

»

George S. Springsteen
Executive Secretary

No Objection To Declassification in Full 2012/02/13 . LOC-HAK-66-2-7-9
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. NATIONAL SECURITY COUNGIL " VIALDX
WASHINGTON, D.C. 20500 o

~ March 24, 1975

MEMORANDUM FOR:

Mr, George‘S. Springsteen
Executive Secretary
Department of State

SUBJECT: Importation of LNG

To confirm my telephone conversation with Frank Ortiz
this morning, could we please have by close of business
Tuesday, March 25, a briefing paper on the question
of the importation of liquefied natural gas. ‘

v . e - .
. LB
.
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R " NATIONAL SECURITY COUNCIL
S g . WASHINGTON, D.C. 20508
March 11, 1975

.. _ MEMORANDUM FOR:
: " Mr., George S. Springsteen
o | Executive Secretary -
e o , Department of State

Lo ~ SUBJECT: Exim Bank Financing of.

T o ' LNG Plants Abroad

The President has expressed interest in the. Export- Import
Bank's policy toward financing LNG plants abroad, particularly .-
- in Indonesia and Nigeria, ' :

," - - Would you please prepare a briefi:ig paper on this subject for

transmittal to the President as soon as possible. '

/7 Jeanne W. 'Davi%ﬂ_/

V' Staff Secretary _
.
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.. No Objection To Declassification in Full 2012/02/13 : LOC-HAK-66-2-79 *
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in Indonesia and Nigeria. '
Would you please prepare a briefiog paper on this subject for
transmittdl to the President as soon as possible.
Jeanne W Davis
Staff Secretary . et
cc: Bob Hormats
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