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/. BACKGROUND

On Cctober 5, 1994, as suppl enented October 11, 1994,
Phillips Alaska Natural Gas Corporation (PANGC) and Marathon Q|
Conmpany (Marathon) filed an application with the Ofice of Fossi
Energy (FE) of the Department of Energy (DOE), under section 3 of

the Natural Gas Act (NGA)1l/ and DOE Del egati on Order Nos. 0204-

111 and 0204-127, requesting that DOE anend a | ong-standing
aut hori zation to export Al askan liquefied natural gas (LNG .
PANGC and Mar at hon seek perm ssion to nodify the existing pricing
formul a used for exports to two Japanese custonmers. The exports
originate at their Kenai LNG plant in the Cook Inlet area of
Al aska and are delivered to Tokyo El ectric Power Conpany, Inc.
(Tokyo Electric) and Tokyo Gas Conpany, Ltd. (Tokyo Gas).
PANGC, a Del aware corporation with its principal place of
business in Bartlesville, Oklahoma, is a wholly-owned subsidiary
of Phillips Petrol eum Conpany, a Del aware corporation. Marathon
an Chio corporation with its principal place of business in
Houst on, Texas, is a wholly-owned subsidiary of USX Corporation
al so a Del aware corporation. PANGC and Marathon are not
affiliated with each other

The LNG export authorization held by PANGC (successor to
Phillips 66 Natural Gas Conpany) and Marathon was granted
originally by the Federal Power Conm ssion on April 19, 1967.
Thi s authorization was subsequently anended by DOE' s Econom c

Regul atory Administration in 1982, 1986, 1987, and 1988, and by




1/ 15 U.S.C. O 717b.
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FE in 1991 and 1992. 2/ PANGC and Marathon are currently

aut horized to export up to 64.4 trillion Btu of LNG through March
31, 2004.

PANGC and Marathon state in their current application that
they entered into discussions beginning in 1993 to conpare Al aska
LNG sales pricing with the pricing of other projects supplying
LNG to Japan under long-term contracts. As a result of those
di scussi ons, PANGC and Marathon executed the April 19 1994, Third
Amendat ory Agreement, which further revises the LNG pricing
formul a previously approved in Order 261, as anended in Order
261-A, as it pertains to LNG sal es under the Extension Agreenent
fromApril 1, 1993, to March 31, 2004. The Third Anendatory
Agreenent replaces the current pricing provisions as follows:

Pn = 14.85 X J + 70
VWHERE: VWHERE

1. Pnis the price applicable to LNG sold and delivered in
the cal endar nonth "n" expressed in U S. cents per MvBtU's.
2. "J" is the arithnetic average price over a period of
three (3) nonths, expressed in U S. dollars per barrel of

t he wei ghted average price of all crude oils, including raw
oils, inported into Japan in each such month (JCC). The
prices and quantities of inported crude oils, and the
exchange rates used in the deternminati on of each JCC shal

be based on the statistics in Japan Exports & Inports

Mont hly, edited by the Custons Bureau, Mnistry of Finance,

Japan, and published by Japan Tariff Association.




2/ See DOE/ ERA Opinion and Order No. 261 (1 ERA O 70, 130,

July 28, 1988); DOE/FE Opinion and Order No. 261-A (1 FE O 70, 454,
June 18, 1991); DOCE/FE Opinion and Order No. 261-B (1 FE O
70,506, Decenmber 19, 1991); and, DOE/FE Opinion and O der No.
261-C (1 FE O 70,607, June 15, 1992).



3. The above formula shall be applied when the val ue of "J"
is between thirteen (13) U. S. dollars per barrel or greater
and twenty-six (26) U S. dollars per barrel or less. Wen
the value of "J" is outside this range, PANGC and Marat hon
are required to negotiate the LNG price to be applied.

Until an agreenment is reached, interimprovisional pricing
shall apply, calculated by using the above formula.

A notice of the application was published in the Federa

Regi ster on Decenber 9, 1994, inviting protests, nmotions to

i ntervene, notices of intervention and coments to be filed by

January 9, 1995.3/ No comments or notions to intervene were

recei ved.
(r. becasroNn

The application filed by PANGC and Marat hon has been
evaluated to determne if the proposed export arrangenent neets
the public interest requirenments of section 3 of the NGA. Under
section 3, an export nust be authorized unless there is a finding
that it "will not be consistent with the public interest." Wen
natural gas or LNG export applications are revi ewed, donestic
need for the gas to be exported is considered, as well as any
ot her issues determ ned to be appropriate in a particular case.
PANGC s and Marathon's LNG export proposal, as set forth in the
application, is consistent with section 3 of the NGA. Because
DOE previously has deternined i n DOE/ ERA Opi ni on and Order
No. 261 that there is no donmestic need for the gas involved in
this LNG export, the nodification proposed by PANGC and Marat hon

to their existing pricing formula has been eval uated based on

whet her the amendnent is in accord with DOE' s international gas



3/ 59 F. R 63774.
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trade policy, and has been found to be consistent with that
policy.

After considering all the information in the record of this
proceeding, | find that approving the proposed anendment, as
requested by PANGC and Marathon, is not inconsistent with the

public interest. 4 /

ORDER

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

A Phillips Alaska Natural Gas Corporation (PANGC) and
Mar at hon G| Conpany (Marathon) are authorized to export LNG to
Japan, using the pricing formula nodified in accordance with the
April 19, 1994, "Third Amendatory Agreement"” to the
June 17, 1988, Liquefied Natural Gas Sal e and Purchase
Agreenent, as discussed in the body of this Order.

B. All other conditions set by Order Nos. 261, 261-A,
261-B, and 261-C remain in effect.

I ssued in Washington, D.C., on March 02, 1995.

Ant hony J. Conp

Director

Ofice of Coal & Electricity
O fice of Fuels Prograns

O fice of Fossil Energy




4/ Because this LNG export arrangenent uses existing _
facilities, DOE has determined that granting this application is
not a mmjor Federal action significantly affecting the quality of
the human environnment within the neaning of the Nationa
Environnental Policy Act (42 U S.C 4321 et seq.); therefore,

nei ther an environnental inpact statenent nor an environmental
assessnment is required.
See 40 CF.R [ 1508.4 and 54 F. R 15122 (April 24, 1992).



