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Phillips 66 Natural Gas Conpany and Marathon G| Conpany (FE Docket No.
91- 10- LNG), June 18, 1991.

DOE/ FE Opi ni on and Order No. 261-A
Order Anendi ng Authorization to Export Liquefied Natural Gas to Japan
| . Background

On January 30, 1991, Phillips 66 Natural Gas Conmpany (Phillips 66) and
Mar at hon G| Conpany (Marathon) filed an application with the Ofice of Fossi
Energy (FE) of the Departnent of Energy (DOE), under section 3 of the Natura
Gas Act (NGA), requesting an anendnment to their existing authorization to
export liquefied natural gas (LNG fromthe Kenai peninsula of Al aska to Japan

Under DOE/ ERA Opi nion and Order No. 261 1/ (Order 261), issued July 28,
1988 (1 ERA Para. 70,130), Phillips 66 and Marathon currently are authorized
to export annually 52.0 trillion Btus of LNG per year, subject to certain
adj ustments, through March 31, 2004. The LNG is exported fromtheir Kenai LNG
i quefaction plant in the Cook Inlet area of Al aska to two Japanese custoners,
the Tokyo El ectric Power Conpany, Inc., and the Tokyo Gas Conpany, Ltd.

Order 261 approved application of the following price fornula to these
LNG sal es:

DELI VERED PRI CE: A base price of five hundred ninety-two and ei ght tenths
(592.8) U.S. cents per mllion Btu (MVBtu) as indexed and adjusted in
accordance with the below fornula so as to reflect changes in the nmonthly
wei ght ed average of the Governnent Selling Prices of a basket of twenty (20)
crude oils inmported into Japan plus an adjustnent factor

Avg GSP
(Month Prior to
Delivered Price for Cal endar Mont h)
cal endar nronth e + Adj ust nment
(U.S. Cents per mllion BTUs) = 592.8 X 34.48

WHERE: Avg GSP is the average of the Governnent Selling Prices (in U S.

dol lars per barrel) applicable on the | ast day of the precedi ng cal endar nonth
wei ghted by the volunmes for the top twenty (20) crude oils (ranked by
descendi ng volunes) inported into Japan during the preceding cal endar year

Adj ustnent is a factor negotiated fromtime to tinme between Buyers and

Sellers to better allow the price of LNG sold under the contract to respond to
mar ket conditions. The adjustment is limted to a range of plus or minus 30.0
U.S. cents per MVBtu purchased and sol d.

In response to continued volatility in the international crude oil and
LNG mar kets, applicants and their Japanese custoners executed two agreenents,
referred to as the 1989 Menorandum 2/ and the 1990 Agreenent, which revise the
pricing formula approved in Order 261 for sales nade from April 1, 1989,
t hrough March 31, 2004.

The applicants have requested approval to revise the LNG pricing formul a
authorized in Order 261 in accordance with the 1989 Menorandum and the 1990



Menorandum in the foll owi ng respects:

1. Using an arithnetic average price over a three nonth period
(rolling average) of the weighted average price of all crude oils
(including raw oils) inported into Japan in each of those three nonths
(the JCC) less 68 cents per barrel rather than using a single nonth
wei ght ed average Governnent selling price of the top twenty crude oils
i mported into Japan during the precedi ng cal endar year (average GSP);

2. Determning the current nonth's crude oil prices by averaging
the current and preceding two nonths' prices;

3. Applying the revised pricing fornmula to the price of LNG sold
and delivered from October 1, 1989, through March 31, 2004.

4. Deducting the 68 cents fromthe JCC in order to reflect the
hi storic difference between the JCC and the fornmerly used GSP; and

5. Applying a Special Adjustnent Factor (SN) for LNG sold and
delivered from October 1, 1990, through March 31, 1993.

In support of their application, Phillips 66 and Marat hon assert that
the revised pricing forrmula makes this LNG conpetitive with other energy
sources, including other LNG inported into Japan. According to the
application, since the approval of Order 261, the Government Selling Price has
ceased to be a reliable indicator of the actual selling price of crude oil
Furthernore, LNG narket prices in Japan have changed, affecting the
applicants' ability to market LNG i n Japan. Therefore, the applicants have
sought to adopt a nore flexible and market responsive pricing fornula.

A notice of this application was published in the Federal Register on
May 3, 1991, inviting protests, notions to intervene, notices of intervention
and comments to be filed by June 4, 1991. 3/ No protests, motions to
i ntervene, or notices of intervention were received.

I'l. Decision

The application filed by Phillips 66 and Marathon has been evaluated to
determ ne if the proposed anmendnment neets the public interest requirenents of
section 3 of the NGA. Under section 3, an inport or export must be authorized
unl ess there is a finding that it "will not be consistent with the public
interest." 4/ In reviewi ng natural gas exports, DOE considers donestic need
for the gas and any other issue deternined to be appropriate.

The applicants' uncontested proposal to anend the pricing provisions of
their existing authorization, as set forth in the application, is consistent
with section 3 of the NGA and DOE's international gas trade policy. FE finds
that the proposed changes in the pricing provisions of the applicants'
existing authority under Order 261 will further the Secretary of Energy's
policy goal of reducing trade barriers by encouragi ng market forces to
deternmine pricing arrangenents for the LNG that is being exported to Japan

After taking into consideration all of the information in the record of
this proceeding, | find that approving the proposed anmendnent, as requested by
the joint applicants, is not inconsistent with the public interest. 5/

ORDER



For the reasons set forth above, under section 3 of the Natural Gas Act,
it is ordered that:

A. DOE/ ERA Opinion and Order No. 261, issued to Phillips 66 Natural Gas
Conpany (Phillips 66) and Marathon O| Conpany (Marathon) on July 28, 1988, is
her eby amended in accordance with the nodified pricing terns described in the
application and this Opinion.

B. Phillips 66 and Marathon are required to file with FE within 30 days
foll owi ng each cal endar quarter, reports indicating the volune of gas, by
nmont h, exported pursuant to this Order and the average sale price of this gas
on a per unit (MvBtu and Mf) basis.

| ssued in Washi ngton, D.C. on June 18, 1991
- - Foot not es- -

1/ The LNG export authorization held by Phillips 66 and Marathon was
granted originally by the Federal Power Comm ssion on April 19, 1967 (37 FPC
777), and was subsequently anended by DOE/ ERA Opi nion and Order No. 49 (1 ERA
Para. 70,116, Decenber 14, 1982); DOE/ ERA Opinion and Order No. 49A (1 ERA
Para. 70,127, April 3, 1986); DOE/ ERA Opinion and Order No. 206 (1 ERA Para.
70, 128, Novenber 16, 1987); and DOE/ ERA Opi nion and Order No. 261 (Order 261)
(1 ERA Para. 70,130, July 28, 1988).

2/ Phillips 66 and Marathon nmintain that the actual LNG prices
establ i shed under the 1989 Menorandum are within the price ranges previously
permtted under Order 261

3/ 56 FR 20424, May 3, 1991.
4/ 15 U.S.C. Sec. 717b.

5/ Because the export of LNG uses existing facilities, the DCE has
deternmined that granting this application is not a najor Federal action
significantly affecting the quality of the human environnent within the
meani ng of the National Environmental Policy Act (42 U S.C 4321, et seq.) and
therefore an environmental inpact or environmental assessment is not required.
See 40 CFR Sec. 1508.4 and 54 FR 12474 (March 27, 1989).



