
From Shale Gas to LNG Exports:  The prospects for north american lng exports and the impact on global gas markets

Susan L. Sakmar 

Visiting Assistant Professor

Andrews Kurth Energy Law Scholar

University of Houston Law Center
sakmar@usfca.edu
cell:  415-272-4691

Overview

According to the U.S. Energy Information Administration’s (EIA) Annual Energy Outlook 2012, U.S. natural gas production is expected to increase almost twenty-nine percent from 21.6 trillion cubic feet in 2010 to 27.9 trillion cubic feet in 2035. Almost all of the increase is due to the projected growth in shale gas production, which is expected to account for forty-nine percent of total U.S. natural gas production in 2035, more than double its twenty-three percent share in 2010.

Figure 1: U.S. Natural Gas Production 1990-2035 (in trillions of cubic feet)
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While much has been written about shale gas being either an “energy game changer” or an environmental hazard depending on whom you ask, far less attention has been focused on whether the U.S. should export its newfound abundance of shale gas as liquefied natural gas (LNG)
 to foreign countries.   This paper analyzes this key policy question.
At the outset, it is important to note that under existing U.S. law, export applications to export to most free trade agreement (FTA) countries are deemed to be in the public interest and such applications are quickly authorized by the Department of Energy, Office of Fossil Energy (DOE/FE).
 Most, though not all,
 countries that have an FTA with the U.S. require national treatment for trade in  natural gas, including Australia, Bahrain, Canada, Chile, Colombia, Dominican Republic, El Salvador, Guatemala, Honduras, Jordan, Mexico, Morocco, Nicaragua, Oman, Peru, Republic of Korea and Singapore.
 In addition, the U.S. has ratified a FTA that requires national treatment for trade in natural gas with Panama, which has not taken effect as of May 15, 2012.
 

With the exception of the Republic of Korea, most of the FTA countries are not likely to be significant importers of natural gas so the real prize for a company is the authorization to export natural gas to any country, which the 
DOE/FE refers to as “non-FTA” countries. Applications for export authorization to non-FTA countries involve greater scrutiny and require a determination of whether the proposed exports are in the “public interest.” 
In evaluating whether a proposed export is within the public interest, the DOE/FE applies certain Policy Guidelines issued in 1984 that focus the analysis on:

1. The domestic need for the natural gas proposed to be exported;

2. Whether there is a threat to the domestic security of supply; and

3. Other factors to the extent they are shown to be relevant to a public interest determination.

For the proposed Alaskan LNG project, there is a different standard of review that also requires a Presidential finding that such exports “will not diminish the quantity or quality not increase the total price of energy available to the United States.”  

Methodology

This paper discusses the numerous LNG export projects that have been proposed from both the lower 48 states as well as the proposed Alaskan LNG project.   The paper analyzes the legal standard that will be applied by the U.S. Department of Energy, Office of Fossil Energy (DOE/FE) in deciding whether to approve the proposed projects in the lower 48 states as well as the Presidential finding required for the Alaskan LNG project.  The paper will analyze the myriad of legal, political, economic and environmental issues that have been raised by numerous parties, both in support of and opposed to LNG exports.   The paper will also address the potential impact U.S. LNG exports could have on global gas markets, including putting downward pressure on the traditional oil-linked pricing found in Asia and some parts of Europe.  
Results

At this point, just one LNG export project has been approved to export LNG to non-FTA countries – Cheniere Energy’s Sabine Pass Liquefaction Project.   The DOE/FE currently is reviewing at least 16 other projects for possible approval in the coming months but it remains to be determined if and when additional projects will be approved.  The Alaskan LNG project is proceeding as well but this estimated $65 billion project is still in the early stages as well. 
Conclusions
In light of the various arguments that have been raised in support of and in opposition to U.S. LNG exports from the lower 48 states, this paper concludes that the proper course of action for DOE/FE is to approve a certain, limited number of additional LNG export projects and to immediately develop a fair and transparent proecess to monitor the “cumulative impact” of approving additional LNG export projects with set time frames established.  
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