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R e p r e s e n t a t i v e  M ae  Tischer 
A l a s k a  S t a t e  L e g i s l a t u r e  
P o u c h  V
Juneau, A l a s k a  99811

D ea r  R e p r e s e n t a t i v e  Tischer:

The R e s o u r c e  D e v e l o p m e n t  C o u n c i l  a d v o ca t es  the removal 
of all u n n e c e s s a r y  co nst r ai nt s  on the wise and 
ju d ic i ou s  d ev e lo p m e n t  of A la s k a ' s  resources. It was, 
therefore, wi th  great inte rest that we reviewe d H ou s e 
J oi n t R e s o l u t i o n  No. 4 0  w hi c h y o u  have  co-sponsored.

We b e l i e v e  that if A l a s k a  is to have the economic 
g ro w th  and p r o s p e r i t y  it needs, all i m pe di m en t s to the 
d e v e l o p m e n t  of our res ou rces must he evalut ed  and all 
that are u n n e c e s s a r y  removed.

The e x i s t i n g  price  con tr ol s on natu r a l gas do much to 
d i s c o u r a g e  the d ev el opment  and full u s e  of A la sk a' s 
e n o r mo u s n a t ur a l gas reserves. C on t r o l s  di s co u ra ge  the 
c o n d uc t  of free e n te r p r i s e  and creat e a r t i f i c i a l  price 
s t r u c t u r e s  w h i c h  could e v e n t u a l l y  h el p  insure a na tu r al  
gas s h o r t a g e  for the nation. D e c o n t r o l  of na tural gas 
p ri c es  wo u ld  help create a cl im at e that e nc ou r a g e s  
g r e a t e r  d e v e l o p m e n t  and use of the rese rv es and prov i de  
l o n g - t e r m  b e n e f i t s  to all users.

Yo ur  r e s o l u t i o n  appears to be s u p p o r t i v e  of our 
p o s i t i o n  and, to the extent that it embr ac e s our 
concepts, we w h o l e h e a r t e d l y .en d or s e the resolution.

S incere ly ,

R E S O U R C E  D E V E L O P M E N T  C O U NC IL  
for Al aska, Inc.

encl.
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PRODUCTION DEPARTMENT
A l a s k a  o p e r a t io n s

March 17, 1983

Representat ive Mae T ische r 
Alaska State Capitol 
Pouch V
Juneau, Alaska 99811 

Dear Representat ive TTscher:

Last, year a move, by a .number of consumer and supp l ie r groups was 
begun to d e re ^ j l a t e natura l gas, the only p r ima ry U.S. energy source sti l l 
unde r federal pr ice cont ro ls . Un fo r tuna te ly , the 97th Congress failed to 
address the issue. However, recent ly President Reagan proposed compre­
hensive natu ra l gas legislat ion to the Congress tha t would achieve a free 
market at the wellhead by 1986. Congressional hear ings are now being held 
on this impor tan t bi l l . ___

Exxon suppor ts the decontro l of natura l gas at the earl iest possible 
date and bel ieves tha t the best way to accomplish th is is th rough a compre­
hensive, phased- in approach, such as tha t proposed by President Reagan. 
We do, however , bel ieve tha t some modif icat ion of his proposal is needed to 
limit the de f in i t ion of the so-cal led "gas cap" pr ice , and to make more 
f lex ib le the limitat ions on in te rs ta te pipel ines ' ab i l i t y to "pess - th rough " gas 
cost increases. We believe that these would encourage the negotiat ion and 
renegotia t ion of contrac ts between producers and pipel ines, which is one 
important element of the decontro l process.

Despite the claims by some in Washington, D . C . ,  decontro l of natu ra l 
gas will not doom the Alaska Natural Gas Transpo r ta t ion System. The t r u t h  
is, decontrol wil l have no impact on the cu r re n t p lanning fo r the ANGTS 
pipel ine or the prospects fo r its complet ion. In fac t , the move toward 
decontrol can be of benef i t to the State of Alaska. The recent repo r t by 
Booz, Allen and Hamilton to the State on al te rnat ives fo r natu ra l gas t r a n s ­
porta t ion and use detai ls f ive independent studies of the na t ion ’s supp ly 
and demand situat ion fo r th is fuel betwep.i now and the year 2000. All f ive 
studies show tha t , beg inn ing in the 1990’s, the Lower 48 demand fo r 
natural gas wil l ou ts t r i p Lower 48 supp/ies. The balance must be made up 
from Alaskan natura l gas, imported l iqu i f ied natura l gas or o the r gas 
supplements. The antic ipated shor t fa l l in Lower 48 natu ra l gas suppl ies is 
estimated to be approx imate ly three times the amount of gas avai lable from 
Prudhoe Bay. With decontro l , the value of Alaska's natura l gas will be 
determined by the marketp lace, not by ar t i f i c ia l condit ions imposed by
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government con t ro l . V/e bel ieve tha t the State of Alaska, its c it izens, and 
those of us produc ing gas in the state w i l l , in the long term, benef i t from 
allowing market forces to preva i l .

I hope tha t you agree with us on the benefi ts of natura l gas decontrol 
and the need fo r some ref inement of the President 's proposal. I f you do, I 
would u rge you to let Frank Murkowsk i (who is on the Senate Energy 
Committee), Ted Stevens, and Don Young know of you r suppo r t whi le the 
Congress is ac t ive ly cons ider ing decontro l . You may f ind occasion to talk 
with them in person while they are home fo r the Easter recess, March 25 
th r u Ap r i l 5. In any event , you r contacts wil l be most ef fect ive if made 
du r ing the nex t two or th ree weeks.

Thank you fo r you r in te res t . For you r informat ion, I am enclosing a 
copy of a recent paper on the benef i ts of deregu la t ion , publ ished by the 
Natural Gas Consumers Information Center , an independent gas users 
coal i t ion. I hope you ' l l take time to look it over . If I can prov ide any 
f u r t h e r in format ion on this impor tan t issue, please let me know.

S incere ly ,

R. H. Weaver
Alaska Operat ions Manager

R H W / d a g
Enclosure
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The H o n o r a b l e  M a e  T i s c h e r  
A l as k a S t a t e  L e g i s l a t u r e  
P o u c h  V
June a u,  A l a s k a  9 9 8 1 1  

De ar  Mae:

Thank y ou  for p r o v i d i n g  m e  w i t h  a c o p y  of yo ur  r e s o l u t i o n  
u rging the d e c o n t r o l  of n a t u r a l  gas pr ices. I favor the e l i m i n a­
tion of pr i ce  co nt rols.

r
As you m a y  k n o w ,  the w e l l h e a d  p r i c e  of n a tu r al  gas is regu­

lated by a c o m p le x , 2 8 - t i e r  p r i c in g  s y s t e m  under wh ich gas pric es 
may var y as m u c h  as 3500%. -This p r i c i n g  system, e s t a b l i s h e d  
u nd e r the N a t u r a l  Gas P o l i c y  A ct  of 1978, is so rigid that it 
wi ll  not a l l o w  g a s  p r i c e s  to respond to m a r k e t  forces. Thus, 
d e s p i t e  the fact th a t  we  hav e a s u r p l u s  of ga s d e l i v e r a b i l i t y , 
p r i c e s  are g o i n g  up. I b e’ieve, the re f or e,  w e  m u s t  mov e toward 
the free m a r k e t  in s uc h  a w a y  as to a l l o w  gas prices to m o d e r a t e  
in r e s p o n s e  to c u r r e n t  d e c r e a s i n g  d e m a n d  and sur pl u s of 
d e l i v e r a b i l i t y .

The P r e s i d e n t  has p r o p o s e d  a p l an  d e s i g n e d  to mo v e  us to the 
free m a r k e t  over a p er i od  of 2-3 years w h i l e  p r o v i d i n g  tie c o n­
sumer some p r o t e c t i o n  from i n c r e a s i n g  gas prices. Thi~ plan, if 
e n a ct ed  by C o n g r e s s ,  w o ul d  e f f e c t i v e l y  r e m ov e all F e d er al  c o n­
trols on  the w e l l h e a d  p r i c e  of n a t u r a l  gas by J a n u a r y  1, 1986.
The P r e s i d e n t ' s  pl an  would a t t e m p t  to p r o v i d e  c o n s um er  p r o t e c t i o n  
thro u gh  a "price cap" and a l i m i t a t i o n  on ;the costs a p i p e l i n e  
may pass  on to its c o n s u m e r s  d u r i n g  the i n t e r i m  pe ri o d  prior to 
c o m p l e t e  d e c o n t r o l .

A l t h o u g h  I feel the P r e s i d e n t ' s  a p p r o a c h  is an i nn ovative 
one, it c o n t a i n s  s e v e r a l  e l e m e n t s  th a t  t r o u b l e  me greatl y.  For 
instance, the P r e s i d e n t ' s  pl an  w ou ld  a l l ow  e i t he r pa rty to a gas 
p u r c h a s e  c o n t r a c t  to t e r m i n a t e  that c o n t r a c t  on J a n u a r y  1, 1985. 
For instance, if a la rg e e l e c t r i c a l  u t i l i t y  has  secured a long 
term, low p r i c e  gas p u r c h a s e  c o n t r a c t  and a c c o r d i n g l y  m a ke s  an 
i n ve s tm e nt  d e c i s i o n  to b u i l d  a p o w e r p l a n t  on or near the nat ur al  
gas field from w h i c h  the gas is bo ug h t,  it is c o n c e i v a b l e  that 
the p r o d u c e r s  who sell the gas to the u t i l i t y  c ou l d re fu se to 
h on or  the c o n t r a c t  on J a n u a r y  1, 1985. The u t il it y,  in need of 
the gas from the field at w h i c h  it has b u i l t  its p o w er p la n t,  

would be in a p o s i t i o n  of h a v i n g  to p a y  w h a t e v e r  the p r od ucers



T h e  H o n o r a b l e  M a e  T i s c h e r  
A p r i l  19, 1983

fe lt the  u t i l i t y  c ou l d bear. T h a t  cost, of co urse, w o u l d  be 
p a s s e d  o n  to consum e rs .

In the l ow er  48, this s i t u a t i o n  would  be m i n i m i z e d  by p r o v i­
si o n s  in t he  P r e s i d e n t ' s  b i l l  wh i ch  w o ul d  a ll o w the u t i l i t y  to 
b uy  gas e l s e w h e r e  and a r r a n g e  to ha v e  that gas b r o u g h t  to it 
t h r o u g h  the e x i s t i n g  i n t e r s t a t e  gas p i p e l i n e  s y s t e m  in the lower 
48. H o w e v e r ,  b e c a u s e  A l a s k a  is not i n t e r c o n n e c t e d  w i t h  the lower 
48 p i p e l i n e  n e t w o rk ,  the a b i l i t y  of the u t i l i t y  to "shop ar ou nd " 
for a l t e r n a t i v e  gas is s e v e r e l y  limited.

The exampl' I h a v e  o u t l i n e d  exi st s in Alaska, w h er e C h u g a c h  
E l e c t r i c  b u i l t ,  p o w e r p l a n t  on the B e l u g a  gas field. C h u g a c h ' s  
d e c i s i o n  to b ui ld  that p o w e r p l a n t  was a sound in v es t me nt  d e c i s i o n  
b a s e d  on a lo ng term, low p r i c e  co nt ra c t.  I do not b e l i e v e  we 
c an " c h a n g e  the r u l es  in the m i d d l e  of the game" and ask A l a sk a n 
c o n s u m e r s  to b e a r  the p o t e n t i a l l y  s ev e re  costs as the re sult of 
thi s l e g i s l a t i o n .  T h e r e f o r e ,  I will be p r o p o s i n g  some c h a n g e s  to 
the President'-s- bi ll  d u r in g  its c o n s i d e r a t i o n  by the E n e r g y  C o m­
mit t e e .

In g e n e r a l ,  I s u p p o r t  d e c o n t r o l .  C o n t i n u e d  p r i c e  c o nt ro ls  
will  o n l y  s e r v e  to c r e a t e  s h o r t a g e s  in a r i si ng  m a r k e t  and d i s­
tor t e d  p r i c e s  in a fa l li n g m a r k e t .  W h e r e  the free m a r k e t  can 
wo rk, we m u s t  a l l o w  it to work. However , there m u s t  be  p r o v i­
si o n s  m a d e  for s p e c ia l  s i t u a t i o n s  such as the one I h av e o u t l i n e d  
e a r li er ,  and I will c o n t i n u e  to work With the P r e s i d e n t  and the 
o t h e r  m e m b e r s  of the E ne r gy  C o m m i t t e e  to ad dr es s  t he se  issues in 
the  c o n t e x t  of the larger need to b r in g  r a t i o n a l i t y  and r e s p o n­
si v e n e s s  to the n a t io n' s  n a t u r a l  gas market.
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The H o n o r a b l e  M a e  T i s c h e r
Ho use of  R e p r e s e n t a t i v e s  
A l a s k a  S t at e  L e g i s l a t u r e  
P ou ch  V
Juneau, A l a s k a  99811

Dea r Mae:

T h a n k s  for sen di ng  m e  a co p y o f  y o u r  letter to 
P. H. W e a v e r  of E x x o n  c o n c e r n i n g  n a t u r a l  gas decontrol.

O n e  a s p e c t  of n a t u r a l  gas d e c o n t r o l  you are pro b a bl y 
aware of is that the  m a r k e t - o u t  p r o v i s i o n s  in the A d m i n­
ist r a t i o n ' s  bill, S e c t i o n  303 of S. 615, c ou ld  re su lt in 
s i g n i f i c a n t l y  h i g h e r  gas p r i c e s  for states w:.th no i n t e r­
state p i p e l i n e s ,  like Al a sk a . S e n a t o r  M u r k o w s k i  and I are 
w o r k i n g  to p r o t e c t  A l a s k a  from that a s p e ct  of the m a r k e t - o u t  
p r o v i s i o n s  o f  S. 615.

A ga in ,  th an ks for s e n d i n g  m e  a c o p y  of your resolution. 
I, too, s u p p o r t  the o v e r - a l l  o b j e c t i v e s  of the A d m i n i s­
trat ion' s n a t u r a l  gas p ro po s al s .

W i t h  b e s t  wishes ,



John Lichtblau advises:

Let’s decontrol 
all natural gas I n  e v e r y o n e ' s  b e s t  i n t e r e s t ,  w e  s h o u l d  

: h a n g e  t h e  N a t u r a l  G a s  P o l i c y  A c t s o  a s  to  d e c o n t i o l  t h e  w e l l h e a d  p r i c e  o f  g a s

VOU MAY N O T  B E  AWARE O F  IT  (59 percent 
if Americans a re  not, a polling firm re­
runs), but the prioe o f natural gas is con- 
m llcd by federal law. In fact, it is the only 
rorrunodity still subject to price regulation 
n peacetime .America.

Furthermore, natural gas prices have 
oeen regulated for a long time. The.N at- 
jral Gas Act o f 1938 said that companies ' 
transporting gas across state lines or selling’ 
gas for resale in interstate commerce were 
utilities and their rates would be fixed like 
those of the light company -and the water 
works.

In 1954, the U.S. Supreme Court’s la­
mentable “Phillips Decision" extended 
rrice controls all the way to the wellhead 
for'natural gas sold for resale in interstate 
commerce, even though gas producers 
could scarcely be compared to utilities. 
[Gas sold by producers for consumption 
within the state of its origin remained free 
of controls.) In pricing natural gas, federal 
regulators set rates so low that gas pro-

^ucers^ eventually were discouraged from 
looking for more. By the mid-1970s rates 
of production were declining, reserves were 
plummeting, and gas shortages were lie- 
ginning to occur in states having no tn- 
trastate supply. Brownouts occurred. Gas- 
fueled factories shut down. Utilities were 
forbidden to hook up new customers.

Clearly, something had to be done. So, 
in̂  1978, Congress did something. It passed^ 
the Natural Gas Policy Act. The intent of 
NGPA was to decontrol new natural gas 
in time, but to pro tea consumers from a 
sudden leap in prices by doing it gradually.' 
For the present, however, price controls 
were extended to the wellhead for all gas. 
and more than two-dozen categories were 
set up wherein some gas would be treated 
differently according to certain standards. 
“O ld" gas (found before the passage of 
NGPA) would be regulated until gone. 
Most "new" gas (found after passage of 
NGPA) would be deregulated in 1985. 
New “deep" gas (found below 15,000 feet) 
would be deregulated earlier and allowed 
to seek its price on the free market begin ­
ning in 1979.

After four years of the NGPA, it has 
become quite clear that Unde Sam has 
once again used his economic shotgun to

*»■ • - • - • ' r*------- ••• -

wshoot himself in the foot. .The search for 
shallow deposits of gas that might yield a 

. less expensive produa has been discour­
aged by price controls. On the other hand, 
die search for gas in deep horizons has 
been encouraged because it can be sold on 
ihe open market, even though it is a high- 
cost source.’ Price distortions abound; for 
customers in some regions, prices are woe­
fully high, while in ether regions, cus­
tomers enjoy low prices. And while gas 
supplies are currently ample, many ana­
lysts sec a shortage ditvelcping within a 
few years, even thougli the potential for 
finding more gas is gocd.

With a sense of deja vu, energy econ­
omist John Lichtblau observes that the 
government’s efforts to “pro tea" con­
sumers by controlling prices might serve 
as a textbook example of the economic 
truism that “new legislation passed to cor- 

t rea  economic distortions caused by old leg­
islation will, in turn, create new distor-



-Mr-'-

W e  h a v e  g a s  s e l l i n g f o r  a s little a s  5 0  c e n t s  p e r  
t h o u s a n d  c u b ic  f e e t  (m cf) in  s o m e  f i e l d s  a n d  f o r  

a s  m u c h  a s SQ p e r  m c f  in  o th e r  fie ld s .

v tions.” Such is the case.' Seeking to help 
consumers, Congress has hu rt them in a 
different way.

*flt"is~dear bry~now,n Lichtblau advises, 
“tJuT tiie*NG?A 'is^not acWeying ic  m - 
"tended goaL We should change: it to pmmT' 
phased decontrol of all natural gas over the’ 
next few.’years. And. the sooner, we make 
the change* the bettcr.”

As president of the New York-based 
Petroleum Industry Research Foundation, 
Inc. (P IR INC ), Lichtblau heads one of the 
nation’s most influential independent study 
groups. Specializing in research and ob­
jective analysis of energy-related issues, 
P IR INC  publishes studies o n a  wide range 
of subjects. Lichtblau’s integrity and meth­
ods have earned him a level of res p e a  that 
places him among the top experts in the 
world in his specialty. His views widely 
sought and his opinions much quoted, 
Lichtblau argues forcefully that price con­
trols make no economic sense. In a recent 
interview, he explained why:

•

E x x o n  USA: Is the natural gas market 
'ir ilr o u b le ?
L I C H T B L A U :There are problems, but they 
are not as visible to the public as they were 
in past years because we don’t have a 
shortage of gas just now. Demand has de­
clined, and producers presently arc able 
to meet demands. We’ll probably consume 
between 19 and 20 trillion cubic feet of eas 
in 1982 compared to 22 trillion cubic feet 
in 1973. Why has demand fallen? Partly 
because of the increase in cost, which has 
caused consumers to use less, and partly 
because of the current business recession. 
The first has caused some consumers to 
switch to other fjels while others have sim­

ply-app!?:d conservation measures so as to 
require less fuel. But the surplus is only 
temporary. One reasjn is the expected 
economic recovery. Another is that for 
years we have taken out of the ground sub­
stantially more natural gas than we have 
found. Even in 1981 when total usable gas 
reserves rose for the first time in 13 years, 
discoveries of new gas again fell short of 
production. But aTw^im inediate_pro!>’- 
,lem is the tremendous price distortions the 
NGPA has caused. We have gas selling 

J a r  aslitdeasJiO  amts perjhousand cubic 
feet (mcf) in some fields and for as much 
asS9 per mcf in qther fields.JSomc regions 
get more ofJthcjowcr priced gas ihan oth-

Joromcn

As president ol me Petroleum Indust'y Research 
Poundaiion, John Llchiblau is o  ten asked to ana­
lyze and explain ihe econom ic aspects ol petroleum 
supply and demand

/ a s .  You can imagine how this distorts'- 
^ rcmpctttron Daween^industnal consumers 
 ̂jocated in different regions. This is adirect 
^result of 'hcNGPA ..

E X X O N  USA: Wasn ‘l the NGPA supposed 
lo take care of such problems by gradual 
decontrol?
L i c h t b l . a U :  T ha t may have been the in­
tent. But actually, under NGPA, most of 
the "old” gas, which currently accounts for 
most of produaion, will never be decon­
trolled. Its share will of course decline, and 
eventually it will disappear. But by 1990 
it may still account for about 20 percent 
of total domestic gas supplies. Thus, for 
die next 9 to 10 years, the U. S. gas market | 
will remain substantially distorted by the 
NGPA. Congress opted for this partial 
decop'rol because it feared that if all con­
trols were removed, there would be a sud­
den "spike" or leap in the price which 
would be difficult for consumers to bear.
In 1978, when the price of gas averaged 
90d per mcf at the wellhead, equivalent to 
about S5.50 per barrel of oil, while oil was 
actually selling for $12 to S13, this fear 
may have been real. So a transition system 
was developed. Congress wanted to protea 
consumers. But the system has created new 
distortions that are hurting consumers — 
and has not protected them from an in­
crease of 175 percent in die average U. S. 
wellhead price since 1978. The system ex­
empted from control all new deep gas 
found below 15,000 feet, but it con*1 tlicu  
until 1985 new shallower gas and, of



I. »*•'• T h e  p l a i n  fa c t  is that p r o d u c e r s , ta k en  a s  a 
w h o l e , a r e  not g e t t in g  e n o u g h  m o n e y  f o r  th e ir  

p r o d u c t  b eca u se  th e y  a r e  n o t r e c o v e r in g  th e  
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;e, kept controls on all old gas per-
:ntly.

ON USA: \V h a l j p d th is  do to th e  g a s.’' 

el? ;

ITBLA'J: For one thing, it made it_at- 
ve to drill for very deep and more 
nsive gas. It also discouraged gas pro­
's from._maximizing ̂ investments :n 
ology for increasing production from 
ng gas fields. This means that' these 
; will have a shorter productive, life, 
they would have in a free, market, 
plain fact is that producers, taken as 
ole, are no*, getting enough money for 
product because they are not rccover- 
he replacement cost of it. T lic result 
it supplies will probably continue to 
ne.

ON USA: How dots this translate into 
.rn e r concerns?
•TBLAU: Right tow, gas consumers 
me regions are paying substar lally 
for gas than those elsewhere because 
of' their supplies come from those 

and costlier wells. Other:, pay less for 
resent but will eventually 1 < to pay 
:rtionatcly more. If we were > move 
,ase out controls over the next few 
, say by 1985, no consumer or com- 
;y would then be favored over another 
:se of different wellhead costs. There 
i  be no sudden “spike” as prices 
d gradually rise to parity with other 
It might be worth mentioning in this 
aion that me cost of gas at the well- 
•s less than half of the cost to con- 
rs. Transportation of gas from the 
ead to the utility and distribution by

A  FEW F A C T S  A B O U T  N A TU R A L G A S
What Is It?

Natural gas consists mostly of a simple 
hydrocarbon called methane. T he rec­
ipe for methane is four atoms of. hy­
drogen to one atom of car boh. In un ­
derground reservoirs, methane may be 
mixed with heavier hydrocarbon, gases 
such as ethane or butar.e, w ith rare 
elemental gases such as neon or he­
lium, and with impurities such as car­
bon dioxide, hydrogen sulfide, and salt 
water. Before it is sold as pipeline gas, 
methane is separated from these other 
elements and compounds.

Whore and How Much?

Natural gas is America’s leading source 
of domestically produced energy. 
Thirty-one states produce natural gas 
in commercial quantities for a total 
volume of about 19 trillion cubic feet 
per year. Texas and Louisiana lead, 
with more than half of the total pro­
duction. They arc followed in order 
by Oklahoma, New Mexico, Kansas, 
Wyoming, and California. T he nation 
records some 200 trillion cubic feet of 
proved, recoverable gas reserves. Some 
authorities have suggested that as 
much as 2,000 trillic - cubic feet of gas 
may exist in the United States, of 
which almost 600 trillion cubic feet 
might actually be recovered. About 26 
percent of the energy that America 
consumes comes from natural gas.

Who Finds It?

Oil and gas are found by drilling wells, 
and they are often found together or

in similar geological formations. Gon- 
sequendy, most of the 19,200 com­
panies that explore for and produce 
oil also explore for and produce gas. 
Last year, they produced natural gas 
from more than 189,000 gas wells and 
from tens of thousands of oil wells, as 
well. These companies are private en­
terprises risking private car! >1 in the 
hope of making a profitabi' uscovery.

Who Buys It from Producers?

Most natural gas is purchased at the 
wellhead from the producers by some 
100 gas transmission companies. TTr~e 
companies transmit the gas to market 
through pipelines, which are subject 
to regulation as public utilities. There 
are more than 250,000 miles of gas 
transmission pipelines in operation in 
the U.S. AV. 50 states use natural gas, 
bui it is ' ansportcd to Hawaii in liq­
uid form and to Vermont via pipeline 
from Canada. Most gas is sold through 
long-term contracts negotiated be­
tween producers and ir~,:ismission 
companies. T ie  latter contract for 
enough g is supplies lo meet their cus­
tom e r’ anticipated demands.

Who Distributes It?

In most instances, utilities buy natural 
gas from transmission companies and 
resell it to industrial, commercial, and 
residential users. Over 1,400 utilities 
distribute gas directly to almost 50 
million customers through 700,000 
miles of distribution mains. The cost 
of transmission and distribution today 
account for about half of the price of 
natural gas to the average residential 
customer.
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to f e d e r a l , sta le , a n d  lo ca l g o v e r n m e n t s  in  th e  
fo r m  o f  tax es.

the utility to consumers account for about 
55 to 60 percent of the cost of residential 
gas.

EXXON USA: Whal about charges that 
decontrol of gas prices will put an unfair 
burden on the poor?
LICHTBLAU: Poverty is a social and po­
litical problem. I t belongs in the area of 
welfare policy ra ther than energy policy. 
Poor people, by definition, do not have 
enough of the necessities of life and that 
includes not only energy for heat but a l»  
food, shelter, clothing, transportation, and 
medical care. T h e  prices -nf these latter 
items 'r e  not controlled, nor should they 
be. Keeping prices artificially low for 
everyone out of consideration for the poor 
doesn’t make economic sense; that applies 
also to the price of natural gas. T h is coun­
try has a long and good record of federal, 
state, and local programs to help under - 
privileged people. Price controls have not 
been*a pa rt of these programs, and cor­
rectly so.

EXXON USA: Some say there’s no natural 
gw left lo find so there's no reason lo en­
courage anyone to look for it? True? 
L ic h tb laU : Not true. T here’s lots of nat­
ural gas left in this country. In fact, the 
natural gas potential is quite possibly 
larger than the oil potential, because we 
haven't ever seriously looked for natural 
gas until quite recently. On the other hand, 
we’ve been looking for oil for 125 years. 
Why? Because, on the whole, it has been 
profitable to do so. It is largely a matter 
of drilling. At present, the NGPA  gives' 
excessive encouragement to the search for 
new gas in the very deep formations, to 

I the detriment of other areas. But large 
volumes of gas remain to be found at shal­
lower depths. T he NGPA also discourages

/investm en t.in ' maximum recovery of gas'
'■ fnm  existing fields, because most of them . 

-̂ remain ] permanently^ regulated at low
fpnccslfj

EXXON USA: IVhy can’t oil companies use 
tiieir oil profits to look for more gas? 
LICHTBLAU: In 1982, oil companies did 
not do well. No oil company has escaped 
sharp declines in profits. The money oil 
companies earned in 1979 and 1980 when 
oil prices went up has largely been spent 
on looking for more oil and gas. Now, 
demand has declined and oil prices have 
gone down. If you look at the earnings of 
companies, they are by no means excessive. 
Furthermore,’alone among the industries,'* 
oil companies pay a huge excise tax called 

(the “windfall profit'tax.” No"6thcr’indus-’
„ try pays such a tax..JL subtracts money ' 
f from the search for .both oil and gas.;

EXXON USA: Some politicians want to 
levy a "windfall profit lax" on gas. Does 
that make sense?
L ic h tb l a u :  It would definitely be coun­
terproductive. Gas producers need that 
money lo look for new gas supplies, and 
they need the incentive of a market price 
and corresponding profit to maintain their 
search for new gas. Even without an excise 
tax on gas, over half of any price increase 
for gas would go to federal, state, and local 
governments in the form of taxes.

E X X O N  USA: What about turning to al­
ternatives for energy in place of natural 
gas?
L ic h tb la u :  A couple of vcars ago when

it seemed that oil prices would go to $55 
to $60 a barrel by the mid-1980s, many 
expensive alternatives began to look at­
tractive. But now this is no longer consid­
ered likely. Prices have actually declined 
since 1981. So the near-term economic 
picture for shale oil and solar thermal and 
other alternatives simply doesn’t look good 
any more, For the foreseeable future, nat­
ural gas will remain a far more attractive 
fuel, provided we do not stifle its availa­
bility through regulatory constraints.

EXXON USA: As a final question, in 1985, 
when the price control of new. gas ends 

'undci the NGPA, will the price of gas lo 
consumers be higher or lower than it would 
be if all gas were decontrolled? 
LICHTBLAU: Some respected studies sug­
gest the price would be somewhat higher. 
In my view, the average wellhead prir- oi 
gas would be approximately the_simcJB 
both cases, since it wil 1 have reached parit\ 

"with oil bv then with or without rh> 
NGPA. This is why the claim of som 
“consumer advocates” that the prir«_wonlr 
remain lower under th r ■'* wrnno
However, therejs a difference between th 
two scenarios. Under the N G rA  the av 

,'eragc price would consist of a variety c 
prices significandy above and below th 
parity price level while under full decontrc 
all prices would cluster around the parit 
level. Thus, the NGPA would pcrpetua; 
the existing distortions favoring some cor 
sumers and areas at the expense of other 
Under phased decontrol, by contrast, the. 
distortions will have ended by 1985, to 1 
replaced by a more equitable as well : 
more efficient pricing system. On ii 
whole, this is bound to benefit consume
O f gaS. DOWNS MATTNC
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THE ItfAR&ST
New rules spur higher prices despite oversupply, conservation
By Kathleen Day 
USA TODAY
When a store overstocks galoshes or grapes, or any other item, it usually 
cuts prices to entice customers. But that isn't happening with natural gas.

The 412 million U. S. consumers who heat homes with gas are watching 
bills soar as much as 70 percent over last winter's, even though the gas

Federal law makes it profitable to sell less of cheap j»as 
and to concentrate on the most expensive natural gas.

industry has 15 percent to 20 percent more fuel than even the harshest 
winter would require.

What's going on?
The short answer is government regulation. Changes in federal law 

have made it profitable — even irresistible — for gas producers and 
suppliers Co sell less of the cheap, easy-to get gas and to concentrate 
histeud on the most expensive natural gas they can find.

That has brought rising prices, that producers claimed they could
although conservation and reces­
sion have reduced demand for gas. 
Residential natural gas use is down 
20 percent since 1973, and business 
consumption down 12 percent to 15 
percent.

Here's a breakdown of the fac­
tors behind today’s natural gas mar­
ket.

The producers: Since the 
1050s. the federal government has 
regulated the price natural gas pro­
ducers can charge to the interstate 
pipelines. The pipelines transport 
gas to utilities, which then deliver it 
to homes and businesses.

By 1075. the government-con­
trolled price was so artificially low

gas supplies plentiful by making 
production profitable, the act en­
couraged production of expensive, 
luird-to-get-at natural gas reserves 
locked in abundance under U.S. 
soil.

The act divided gas prices into 
three categories-
1 Old gas— from wells drilled be­
fore 1077— whose price would con­
tinue to be regulated forever. Old
gas is the cheapest (now costing 
from 20 cents to $2.20 per thousand 
cubic feet), and accounts for about 
57 percent of the supply available 
under contract to pipelines.

j  New gas — from wells drilled 
after 1077 — whose price wii! 
gradually be deregulated by 1055. 
Generally, price controls come otf 
quickest for gas that's most expen­
sive to produce. New gas cost; from 
$4.20 to $6 per thousand cub e feet 
and accounts for 38 percent <4 sup­
ply.
.1 Deep gas — from wells drilled 
after 1077 for gas below 15.01'0 feet 
— whose price was deregulated 
immediately. There is no fcleral 
price ceiling on deep gas. the most 
expensive gas to proouce. It now 
costs about $7.50 per thousand

 1

not profit from finding and develop­
ing new gas sources.

Gas was cheap for customers 
wiui could get it. But it was scarce 
because producers had stopped 
drilling. The 20 major pipelines, 
which supply 90 percent of the na­
tion's needs, were so strapped for 
new gas supplies that public service 
commissions in every state forbade 
utilities from taking on new natural 
gas customers. By the winter of 
1975-76, the country barely hud 
enough natural gas to go around.

That cot the attention of Con­
gress and President Jimmy Carter 
and resulted in the Natural Gas Pol­
ice Act of 1978. Intended to make

Deregulate Natural Gas 
To Solve Consumer Problems

Natural gas regulatory pr iblems— and tl e federal law that 
seems to he at the root of the problems — are explored in this 
publication.

Running through this collection of articles and commentary 
is the theme: deregulate natural gas to end market distortions, 
inequitable prices, and uncertain supplies.

The theme is expressed by journalists, policy analysts, and 
businessmen.

This background report is published by the Natural Gas Con­
sumers Information Center as a service-to consumers and to 
Congress. The Center is supported by a number of organizations 
whose members are major consumers of natural gas and who are 
on record favoring natural gas deregulation.

For more information, call or write NGCIC, Suite 900. 605 
Fourteenth Street, NW, Washington, DC 20005. Telephone: 
(202/347-6200).
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cubic feet and accounts for about 5 
percent of supply.

Though not regulated by the 
Natural Gas Act. an important 
fourth category is imported gas, 
which costs from 54.94 to 57.1S. In 
1981, imported gas made up 5 per­
cent of U.S. supply. For 1982 it's ex­
pected to climb to 10 percent.

The most expensive categories 
—deep gas and imported gas— ac­
count for only 10 percent to 15 per­
cent of U.S. supply. But because 
they cost so much more, they have a 
major impact on consumers' bills.

T'mt trend should continue: 
The natural gas act has succeeded
1.1 stimulating producers to aggres- 
Mvely drill for profitable gas — the 
deep gas that can be sold for what­
ever price the market will bear.

"If you were a producer in that 
situation,’ says Mary Novak, energy 
analyst at Data Resources Inc.. 'you 
would have done the same thing— 
drill for what you could make the 
most money on.’

There have been charges that 
some producers are abandoning 
wells that couid still produce older, 
cheaper gas. in oraor to produce gas 
from more profitable wells. But, the 
volume of gas that is being "shut-in" 
is small, according to Department 
of Energy officials.

Tlic pipelines: Pipelines have 
assumed producers would continue 
to concentrate <m expensive gas. 
Spurred by fears >f the 1970s scarci-

natural gas contracts, most of 
v.hich had clauses allowing prico 
hikes that are way out of step with 
today's lowered inflation rate, re­
duced demand and better-priced al­
ternative fuels.

"And unfortunately the clauses 
onlv allow prices to go up,’ says 
Robert Means of the Federal Energy

pipelines lose less money by forfeit­
ing on contracts for old gas.
13 Pipelines may prefer to buy gas 
from their own affiliated producers 
or subsidiaries, rather than from 
unaffiliated producers— even if it's 
more expensive.
3  If a pipeline pays for and gets

The new rule prohibiting pass-through of extra contract 
costs won't help consumers this winter and w ill only 
dampen next year's home heating bills by two percent.
energy officials sac.

Regulatory Commission. “If the es­
calator clauses allowed prices to 
float with the market— to go down 
as well as up — then today’s situa­
tion could perhaps have been 
avoided.’

Worse, mcnv contracts have 
"take-or-pay' clauses: they require 
the pipelines tc pay for the expen­
sive gas supplies whether they take 
the gas or even need it.

"It was like a hunch of starving 
children let loose in a candy store," 
says one industry source. "The 
pipelines devoured everything in 
sight. Now it’s the next morning and 
they don't feel so good."

And neither do consumers. 
Currently, virtually all the 

cheaper old gas is under contract. 
But. ironically, pipelines are some-

Although expensive gas accounts for only 10-15 percent 
of U. S. supply, it has a major impact on consumers’ bills 
because it costs so much.

ty, the pipelines madly contracted 
for as much gas as they could get— 
taking long-term contracts to buy 
expensive gas at whatever terms 
producers demanded.

And that's where things went 
wrong.

What the pipelines never an­
ticipated was that the worldwide 
recession and an emerging oil glut 
would send other fuel prices down.

So pipelines suddenly found 
themselves stuck with long-term

gas from a producer, it is u .ved to 
pass along the extra costs directly 
to utilities. But if the pipeline pays 
for but forfeits tiie contract and 
does not take gas from a producer, it 
cannot recover those costs im­
mediately; the government recently 
decided it would not allow such cost 
“pass-throughs" if old, cheaper gas

was available to the pipeline. But 
energy officials say the new rule 
won't help consumers this winter 
and will only dampen next years 
home heating bills by 2 percent.

Th e  u tilities: Distributors — 
primarily utilities —  are similarly 
hemmed in by long-term contracts 
with the pipelines, causing them to 
raise customer rates. Those rising 
prices have prompted industrial 
and residential customers to use 
less gas — creating revenue 
shortfalls for utilities that require 
further rate hikes.

For a while, it appeared the 
pipelines might deliberately break 
the high-priced contracts, forcing 
prolonged court fights. But, says a 
spokesman for Transcontinental 
Gas Pipe Line Co.— among the top 
20 interstate transporters — the 
pipelines now want to negotiate, 
and producers may he willing.

(December 27.I9S2)

This article appeared as a guest column in P'an: t  
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BROADENS FOR 
DECONTROL

times opting not to exercise con­
tracts to buy the cheaper gas and 
instead are buying the more expen­
sive gas.

Why?
For three reasons, according to 

the General Accounting Office:
3  Pipelines are under contract to 
buy more gas than they can sell, 
forcing them to forfeit on some con­
tracts. Because contracts for the 
more expensive new gas are like./ 
to have stiffer forfeiture clauses.

By .fuck Elam
Chairman
process Hus Coi.ni m m  Group. libs'//- 
intjlon, D.C., and rice president nnd 
nencral counsel of Can" Mills Carport;- 
lion, Greensboro, X.C.
Members of Congress who are 
weighing the natural gas decontrol 
issue should he impressed by the 
range of constituencies now favor­
ing an end to some of the complex 
problems caused by the Natural Gas 
Policy Act.

There is growing agreement 
from many sectors that it is essen­
tia! for Congress to open up the 
NGPA and clean up the regulatory 
mishmash which the 197S law- 
created.

Industrial users, such as the 
companies in the Process Gas Con­

sumers Group (PGC), are strongly 
in favor of Congressional action as 
soon as possible to deregulate natu- 
i..i gas. The U.S. Chamber of Com-

An impressive array 
of constituencies 
favor an end to some 
of the complex prob­
lems caused by the 
Natural Gas Policy 
Act.

meree, the National Association of 
Manufacturers, 'lie Chemical Man­
ufacturers Association, the Ameri­
can Textile Manufacturers Insti­



tute, the Business Roundtable, tne 
Petrochemical Energy Group and 
others representing industrial and 
business consumers of natural gas 
have ail taken positions favoring 
decontrol.

In addition, the Natural Gas 
Supply Association and other pro­
ducer-oriented interests support 
deregulation.

A business organization, the 
Committee for Economic Develop­
ment, and an environmentalist 
group, the Conservation Founda­
tion, delivered to Congress a joint 
report stating that “controlling en­
ergy prices has neither increased 
energy supplies nor made signifi­
cant contributions to reducing 
poverty, curbing inflation , or 
achieving the wide variety of eco­

nomic and social goals that con­
trolled energy prices have been 
supposed to aid.” Keeping energy 
prices artificially low is a poor way 
to help low-income consumers and 
to fight inflation, the report says.

The National Governors' Asso­
ciation is also on record supporting 
price decontrol lor new gas sup­
plies.

The Texas Energy and Natural 
Resources Advisory Council, which 
is responsible for assessing that 
state's energy policy, told a Congres­
sional hearing in August: "It is im­
perative, in the interest of all, that 
the Congress move with dispatch to 
reduce and eliminate the many dis­
orders and uncertainties which 
make a market which is fair, and 
fair to all, an impossibility."

The American Farm Bureau, 
says that "ultimately, our whole 
economy will benefit from total de­
control of natural gas.”

PGC members — who require 
natural gas for uses for which there

"There appears to he 
shaping up a broad 
platform o f support 
for natural gas dereg­
ulation. requiring 
Congressional action 
early in 1983.”

is no alternate fuel— are on record 
in favor of phasing out all wellhead

price controls on natural gas by a 
time certain. While we are no more 
anxious than anyone else to see our 
gas bills increase, we are wiilina to 
pay true free-market prices for gas 
in anticipation that such prices will 
be more stable— and perhaps even 
lower in the long run— than would 
he the case if Congress fails to take 
action on the NGPA.

Members of Congress might do 
well to take another look at these 
growing constituencies as they 
make their legislative plans for the 
new Congress. There appears to be 

shaping up a broad platform of :-up- 
port for natural gas deregulation, 
requiring Congressional action 
early in 1983.

(December/ Jan nan/195-3)

Nolo: Those a r t ic le s  are rep rin ted  a s  
a se rv ic e  to  c o n su m e rs  o f n a tu ra l 
g a s . The ir con ten t Is  no t n e ce s s a r i ly  
im p lic it ly  e n d o rse d  b y  th e  N atura l 
G as C o n sum e rs  In fo rm ation  Center. 
S e le c te d  em p h a s is  h a s  been  added .

utilities, which in turn have passed 
them on to consumers, demands 
have grown lor political action — 
particularly in states like Missouri. 
But neither a price freeze nor ab­
rogation of contracts is the an­
swer.

On the contrary, the continua­
tion of past regulations is the prob­
lem. Were it not for more than two 
dozen artificial prices for different 
vintages of “old" and "new* gas there 
would be only one market price. To 
the extent that increased producer 
prices of gas are to blame for higher 
heating hills, the cause is the 
NGPAs incentive to produce expen­
sive "deep gas."

In fact, wellhead prices are not 
chiefly to blame. Nicholas J. Bu-.li. 
president of the Natural Gas Supply 
Association, estimates.mly 39 cents 
of tiie 95-cent per million BTU in­
crease in average residential gas 
prices that occurred over ’he vear 
ending in .July 19S2 resulted from

In is article is reprinted with permission of 
The Washington Times

O LD  R U L E S ,  ?307 D E R E G U L A T IO N , 
P L A G U E  N A T U R A L  G A S

By Steven K. Beckner

It is probably asking too much to expect our legislators to respond to the 
current distortions in the market for natural gas by hastening and 
expanding its deregulation. But hopefully they m il realize it would be 
the height of folly to move- in the opposite direction, as many would like, 
and prolong or even increase regulation.

Indications are that Missouri Sens. Thomas Eagleton, a Democrat, and 
John Danforth, a Republican, once again will launch legislation to regulate 
natural gas more tightly. If it takes the same shape it did in the lame-duck 
session, their bill would temporarily freeze wellhead prices of gas, delay 
scheduled deregulation for two years and render unenforceable contracts 
between gas producers and gas pipelines where they don't suit the latter.

If such proposals are enacted, 
the result would be to return this ' ' 
country to the same situution that 
prevailed in the late 70s, when 
chronic ga.s shortages led to pas­
sage of the Natural Gas Policy Act 
of 1978. Once again exploration 
and production would be discour­
aged, homes would be left cold and 
factories would have to shift to 
dirtier, more expensive coal and 
oil, much of it from abroad.

The NGPA mandated a partial, 
phased deregulation of gas. “Old"
(pre-1977) gas was left under per-

companies respc.Jed to the im­
mediate shortage and perceived 
demand by aggressively entering 
"take-or-pay" contracts with pro­
ducers at above-average prices that 
require them to pay whether or not 
they use the gas.

Then recession hit. and demand 
for gas fell sharply. Pipeline com­
panies, which have typically com­
mitted themselves to buy gas at

Hopefully, legislators will re: 
to prolong or increase regulation.

ili/.e it is the height of folly

petual control, while “new" gas was 
to he gradually deregulated by 1935. 
High-cost, “deep” gas, from wells 
below 15,0011 feet, was decontrolled 
completely.

Within a short time, gas explo­
ration increased and shortages dis­
appeared. But meanwhile, pipeline

government, manipulated prices 
ranging from 29 cents up "> 39 per 
thousand cubic feet, found them­
selves locked into lake or pay con- 
tracts for gas which they cannot 
sell.

As pipeline companies have 
passed their higher costs on to
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"The continuation o f past regulations is the problem. 
Were it not for more than two dozen artificial prices for 
different [gas] vintages... there would be only one 
market price."

increased domestic producer reve­
nues. The other 56 cents worth re­
sulted from higher pipeline and dis­
tribution costs and the costs of im­
ported natural gas and liquefied 
natural gas.

It’s important to keep things in 
perspective. A1 though its price has 
risen, na tu ra l gas is still far 
cheaper than other fuels. Carl 
Ericson of the American Gas Asso­

ciation, which favors some of the 
“recontrol" proposals being ad­
vanced, notes that while natural gas 
costs an average S5 per million

BTU, oil costs j .90 and electricity 
S18-S19.

The reason we notice gas price 
increases more is because it is

catching up after nearly three dec­
ades of government controls. Even 
after 1985. nearly half of all natural 
gas will remain subject to federai 
price ceilings. The sooner we get rid 
of ail price regulations, the sooner 
we can move toward a unifmd mar­
ket price and stop worrying about 
constant distortions and disrup­
tions.

(January 6.19S3)

~his artic;e appeared as a guest commentary in the Washington Post and is reprinted with permission of the 
newspaper and the author.

HATUBAL GAS BEffiULATaOINS 
HELP OPEC XEEP AMEKSCA HOSTAGE
By G. Henry M. Schuler
There is a special irony in the fact 
that OPEC was debating reaffirma­
tion of a freeze on international oil 
prices at artificially high levels at 
the same time that Congress was 
debating reimposition of a freeze on 
domestic natural gas prices at arti­
ficially low levels. Although the de­
bates took place in disparate 
forums, they were inextricably en­
twined by the fact that American 
natural gas is the most attractive 
alternative to imported oil based 
on resource potential, established 
delivery system, environmental 
acceptability and cost competi­
tiveness. Moreover, both debates 
recognized the link between supply 
and price in the market place, even 
though OPEC oil producers are anx­
ious to avoid downward market

by perceptions of the outcome of 
the other. Thus, U.S. proponents of 
regulated low natural gas prices be­
lieve that the “oil glut" will persist, 
thereby diminishing earlier justifi­
cation for natural gas initiatives on 
file grounds of energy supply secu­
rity-. For their part, OPEC propo­
nents of regulated high oil prices 
believe that the “oil gliir" will disap­
pear because of the slowed devel­
opment of alternatives, marked 
among other things by the decline 
in gas exploration wells. It is clear 
that both perceptions cannot be 
correct; therefore, since both OPEC 
and Congress postponed the deci­
sions, we should take advantage of 
the extra time to reexamine the fu­
ture of the “o-i glut.'

In the aftermath of OPEC's

economists argue that a drastic 
oversupplv will produce a collapse 
of prices by 56 lo 58 per barrel. Un­
fortunately for consumers, this 
stubborn adherence to the con­
ventional Western perception that 
international oil pricing decisions

are economically driven and. there­
fore, must oe s-'t either by the 
forces of competition in a free mar­
ket or hy the principle of collective 
revenue optimization in a classic 
cartel misses tlte mark. In fact, 
neither of these conventional mod­
els describe the world oii pricing 
structure because tlte underlying 
perception is erroneous.

This;.. not to say that the classic 
forces of supply and demand are ir­
relevant. There will, of course, be 
occasions when individual oil pro­
ducers engage in price shaving dur­
ing a slack market just as the past 
has seen t Item engage in price goug­
ing during tight markets, but the 
basic pricing structure will survive 
without dramatic reductions.

The pricing structure will sur­
vive intermittent economic cital 
i *nge because its keystone, th t 
House of Saud, wants to survive 
persistent political challenge it is 
this fundamental political dimet. 
sion that makes it extremely

dangerous to predicate production 
and prices on the basis of either the 
free market or a classic cartel. 
Dangerous because both of these 
models lead »o a comforting view of 
oxparding production and declin­
ing prices, which saps Free World 
resolve to reduce its vulnerability to 
sudden interruptions and price es­
calations.

If, however, we focus on the 
political survival of the House of 
Saud instead of OPEC's economic 
survival, wo come to the inescapa­
ble conclusion that a durable oil 
glut and price collapse is im­
possible. Being essentially free of 
population-driven revenue re­
quirements. the rulers of Saudi 
Arabia have enormous latitude in

“American natural gas is the most attractive alternative 
to imported oil based on resource potential, estab­
lished delivery system, environmental acceptability 
and cost competitiveness."

pressures by restricting supplies, Vienna meeting, American ad 
while U.S. natural gas producers herents of the perpetual oil glut 
are willing to risk similar market theory have crowed about OPEC's 
pressures by expanding drilling ac- apparent inability to agree upon 
tivity and supplies. market sharing, the prerequisite

Perhaps, most important, both tool of tin* classic cartel. Absent 
debates were ..niftcantly affected such formal agreement, these

"If we focus on the pt tiitical survival of the House of 
Saud instead of OPEC's economic survival, we come to 
the inescapable conclusion that t durable oil glut and 
price collapse is impossible."



: _ t-iiluT to maintain market 
reducing price or to main- 

; I«v reducing production. 
i% entirely clear that the

• :. pp'iiu - rs outside the Ara- 
I’.-nin iiia expect the senior

• .-rs win) set Saudi policy to 
•si' the latter course. Since

expectations reflect political 
: ideological nostility as well as 
1 * ii • in ic self-interest, the Saudis 
■i decide w hether to risk further 
-.iitv hy exercising their undis- 

.irti oil power. In making that 
• riMim. ,istute and cautions lead 

will recognize iiiat the kingdom 
- ks the military strength, diplo- 
ttc maneuvering room, national

cohesion and established political 
legitimacy to challenge rival 
regional producers. If they do not 
move to defuse the in ternal, 
regional and international pres­
sures. they vastly increase the risk

calculation or precipitously 
through cataclysm.

Thus, it becomes clear that the 
proponents of regulating U.S. 
natural gas prices are working 
under an erroneous assumption

scheduled for decontrol, they will 
have fulfilled the OPEC percep­
tion that alternatives pose little 
long-term threat to OPEC oil. In­
stead of guaranteeing another en­
ergy security and price ‘crunch" in 
tiie 1 attire. it surely makes better 
sense to deregulate natural gas 
and make it d ea r that the OPEC 
perception is erroneous.

The lo iter is director nj energy 
programs for The Center fo r Strate­
gic and International Studies i't 
Georgetown University.

(December 38 .19S3)

".. .the proponents of regulating L'.S. natural gas prices 
are working under an erroneous assumption that the 
oil glut w ill persist..."

of an explosion, in either event, the 
course for fwur? oil prices is the 
same, and the only question is 
whether it proceeds evenly through

that the oil glut will persist. If they 
persevere in blocking full deregu- 
I it on or, worse, in rc-regulating 
the lim ited volumes th a t are

• . Ancle -.vas cstributed by The -tentage Foundation 
. a auideline cosmon paDer ana is reprinted by 
•r' ' i i s s ;o n
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By Milton It. Copulos
Natural gas is in oversupply and yet prices are rising. This irony is doubly 
tainlul with the onset of winter. It is no wonder that Cor*i>.-.->smen are 
•eling pressure from constituents tc “do something." As a re sd '. there was 

I llurrv of natural gas legislative activity as the lame duck session entered 
us 'ccoiul week. The principal initiatives are S. .'lOli'j, introduced by 
Senator Thomas Eaglelon (D-Mo ), which would freeze do,cost ic natural 
as prices at their August 81, 1982 level; and S. 307(5, sponsored hy the 

Northeast/Midwest Coalition, which would abrogate "take or pay" con 
ii ids that many gas distribution companies signed in the 1970s. As is so

"Quick fix'’ approaches w ill not address the* causes of 
the natural gas price run-up. Instead, they will probably 
mean higher prices for the coiv.imer.

"lien the case with “quick fixes," neither of these approaches will address 
'lie real causes of tin- price run-up. 
mean higher prices for the consumer.

Rather than some expedient, 
what is needed is to get rid of the 
morass of federal controls on natu­
ral gas. Administration action is ex- 
peeled in January. “Temporarv so- 
unions," such as these offered hy 
Senator Eagleton and tile Coalition,
• ■idv serve to give liberal members

"*his is not true. On average, the 
wellhead price for domestic natural 
gas accounts for only around 10 
percent of the price consumers pay. 
The remaining tiU percent goes for

sumption which led 'o  higher 
transportation costs on a per unit 
basis.

In the early 1970s. when price 
controls on domestic natural gas

"Then.* is only one way to eliminate the underlying 
cause of high natural gas prices: decontrol. 
Approximately 60 percent o f domestic natural gas will 
he decontrolled under existing law in 1985. and the 
Administration plans to introduce legislation in the 
new Congress to remove controls from the balance."

More important, they will probably

an excuse to delav acting on decon­
trol. Further, both measures pro- 
ceed from a faulty premise.

The “freeze” nnd the “take or 
pay" bills are based on the assump­
tion that the past years gas price 
increase is solelv tile result of 
higher domestic wellhead prices.

pipeline tariffs and local distribn 
tion costs. According lo the De­
partment of Energy’, wellhead prices 
for natural gas increased hy around 
15 percent last year, which would 
translate into a ti percent rise at the 
burner ti',). However, the price resi­
dential consumers pa> went up 22 
percent over the same period. What 
.MTonuls for the oilier 10 percent? 
Two factors seem primarily respon­
sible for the rise: I) the high cost ol 
imported gas. and 2) reduced con­

caused a sharp drop in U.S. re­
serves, manv gas distribution com­
panies entered into long-term con­
tracts with producers in Mexico. 
Canada, and even Algeria, to assure 
supplies. The price foreign 
suppliers could charge was not sub­
ject to U.S. controls at, I was of little 
concern to the pipelines, as thev 
could pass costs on to the con­
sumer.

in 1981. U.S. gas imports 
readied 9<Jl Billion Cubic Feet
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(Bcf). or nearly 5 percent of total 
consumption. For the first nine 
months o'. 1982, imports totalled 704 
Bcf, hut were expected to rise 
sharply in the final quarter. Even 
though the cost of these imports 
ranges from 34.84 per thousand 
cubic feet (.mcf) to 37.18 per mcf. as 
compared with an average of 32.50 
per mcf for domestic gas, the long­
term contracts firms entered into as 
a result of price controls prevent 
them from taking advantage of the 
newly available, cheaper domestic 
supplies. In fact. Canadian pro­
ducers want to lower prices, but are 
prohibited from doing so hy their 
government. As a result. I'.S. con­
sumers paid 34.2 billion for gas from 
Canada and Mexico in 1981. and 
5204 millior for liquified natural 
gas from Algeria.

A second major factor is the
fact that the reduced volumes flow­
ing through pipelines due to wide­
spread conservation and lower 
levels of industrial activity mean 
that fixed capital costs must be 
spread over a smaller amount of 
;.is. As a result, a higner proportion 
of capital costs must be assigned to 
each cubic foot.

Freezing domestic wellhead 
prices, or invalidating domestic

“take or pay" contracts (whira re­
quire that pipelines pay for a speci­
fied volume of gas whether they use 
it or not), wili do nothing to address 
either ihe high cost of imports or 
higher transportation charges !ri 
fact, the “freeze" proposed would

One “temporary” measure.
proposed hy Representative Tom 
Corcoran (R -lll.), might give con­
sumers some immediate relief. His 
bill would suspend import licenses 
for foreign gas in six months, unless 
prices were renegotiated. At the

“Recent experience with oil decontrol teuches that 
eliminating governmerr. interference can lower prices 
and increase supplies. It is a lesson Congress should 
apply to natural gas."
. t. - 2. >  "XXXXE39S.,. w

actually raise prices in the most 
expensive category: deep gas. Deep 
gas prices have fallen sharply in 
recent months, now averaging less 
than 36. The freeze, though, would 
bo based on the August 31. 1982, 
prevailing price, which ranged be­
tween 39 and 310 per mcf.

The Coalition bill could also re­
sult in higher prices in the long run 
bv eliminating a major incentive for 
producers to enter into the long­
term contracts pipelines require. 
Without the protection “take or pay" 
contracts afford, producers would 
have to recoup ilie ir investments 
more rapidly throughuglier prices. 
Tliest would lie pasted on to the 
consumer.

eno of the six months, if foreign 
suppliers were unable to agree to a 
price the Secretary of Energy ap­
proved. domestic producers of 
lower cost gas could replace foreign 
supplies.

There is only one wav to elim i­

nate the underlying cause of high 
natural gas prices: decontrol. Ap- 
proximatelv 60 percent dome.-tic 
natural gas w ill be decontroileu 
under existing law in 198-5. and the 
Administration plans to introduce 
legislation in the new Congress to 
remove controls front the balance. 
The “temporary' freeze proposals 
would actually delay decontrol for 
at least two years, therebv prolong­
ing the existing market imperfee- 
tions. Recent experience with oj| 
decontrol teaches that eliminating 
government interference can lower 
prices and increase supplies. It :s a 
lesson Congress should apply t" 
natural gas.

.1//: Copulas is11 policy 'iiittiust ■<' v. 
ihf Henlnge Fok nii<-'ion.
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Parcel leaves old-gas decontrol in bill
Senate energy committee agrees to retain old-gas decontrol in administration's 
natural gas proposal. Close vote cou ld mean compromise needed. Committee also 
considers proposal to expand scope of provision requiring contract carriage.

O ld-gas decontrol w ill remain in leg­
islation before the Senate energy com­
mittee, at least for the time being.
The panel voted 10-8 last week not 

to strike old-gas deregulation from the 
adm in is tra tion 's natural gas b ill, 
which it has begun to mark up.
The vote is not binding on future 

action but helped the committee de­
cide whether to junk the administra­
tion bill, of which old-gas decontrol is 
the keystone.
The committee, at a later date, still 

w ill have to vote affirmatively to leave 
old-gas decontrol in the bill.
The committee launched its rewrite 

of the Natural Gas Policy Act last 
week by debating provisions that 
would make the surplus capacity of 
interstate pipelines subject to com­
mon carrier provisions.
The committee was preparing to 

votr on a "contract carriage" amend- 
nn .,t by Sen. Bill Bradley (D-N.J.) that 
goes further than the Reag. adminis­
tration's gas policy bill.
Compromise possible. Sen. james 

McClure (R-ldaho), committee chair­
man, beforehand said a close vote 
could signal the necessity for a com­
promise on old-gas decontrol.
That was the effect of the 10-8 vote, 

because two senators— Spark Matsu- 
naga (D-Hawaii) and John Melcher 
(D-Mont.)— abstained from voting.
That offers the possibility of a tie 

vote later, and under a committee 
agreement, a majority vote w ill be 
necessary to leave old-gas decontrol 
in the administration's bill.
Most of the senators seem to ag’ je  

with Sen. Pete Domenici (R-N.M.), 
who said "I don't think we can pre­
clude deregulation of old gas from this 
bill at this point. That doesn't mean 
we have to vote to deregulate it 3 
weeks from now ."
Sen. Don Nickles (R-Okl,..) agreed. 

" If we don't have decontrol of old gas 
we don't have a b ill."
But Sen. John Heinz (R-Penn.J said, 

"We're kidding ourselves if we think 
decontrol of old gas can get through 
Congress."
Sen. Wendell Ford (D-Ky.) immedi­

ately introduced another amendment 
to the administration bill calling for 
exclusion of the section that would 
remove Natural Gas Policy Act price

50 Oil & Cat Journal, Apr 25, 1983

controls from all categories c f gas. „  
r- The National Association of Manu­
facturers praised the vote. "The com­
mittee wisely recognized that the most 
important element in the whole natu­
ral gas problem was the need to de­
regulate old gas."
-  Contract carriage. The adm inistia-'4 
tion bill would permit contract car­
riage when a pipeline declined to take 
part of a producer's gas or did not 
renew a contract but had excess ca ­
pacity.
The producer then could contract to 

sell the gas to a third party, and the 
pipeline would be required to move 
the volumes for them. The pip. .‘line 
would receive a 5tf/MMBTU bonus, 
plus expenses.
Bradley's amendment would re­

quire interstate pipelines, if they have 
surplus o pacity, lo move gas for any 
producer and purchaser. He said the 
goal was to get as much gas to market 
at the lowest possible price.
If the pipeline agreed to contract 

carriage, it could recover costs plus a 
5tf/MMBTU fee. But if it protested, the 
pipeline would have to prove to the 
Federal Energy Regulatory Commis­
sion it did not have the ex,ra capacity.
If FERC determined the capacity 

existed, the line would be denied the 
bonus. If FERC determined the pipe­
line was protecting capacity for exist­
ing customers, FERC could .allow as 
much as the 5tf/MMBTU bonus.
Under stiff pressure from other sen­

ators, Bradley relaxed a provision that 
could have required lines to build 
facilities or add compressors, with 
reimbursement, to move the contract 
carriage gas.
The amendment now says FERC 

"may order a pipeline which does not 
have available capacity to construct 
and operate minor facilities necessary 
for the transportation of natural gas 
under this section."
The contract carriage parties would 

have to pay for construction and oper­
ation of Ihe facilities. The term "m inor 
facilities" was defined as items such 
as sales taps that do not involve sub­
stantial costs.
Other senators also were concerned 

contract carriage deals might absorb 
all existing surplus capacity on inter­
state lines, leaving (hem unable to

expand their own volumes when the 
recession ends or gjs demand in­
creases.
Bradley agreed to permit FERC to 

consider the foreseeable requirements 
o f a pipeline's customers when hear 
ing a contract carriage request.
Pete Domenici sought to expjnd 

contract carriage to intrastate pipe­
lines. FERC could order them to carry 
contract gas if appropriate state agen­
cies declined to consider such re­
quests.
Other senators voiced these con­

cerns about contract carriage: that 
FERC would be swamped with ap­
peals; that the amendment would c ir­
cumvent state public utility regulatory 
commissions; and that pipelines' fixed 
costs would be spread over a thinner 
volumetric base.
House hearings. Meanwhile, the 

House fossil and synthetic fuels sub­
committee continued to gather data 
on gas decontrol options, 
r  Joseph Crosby, Cities Service Co. 
/natural gas sales vice-president, said 
/Congress should not lose sight of the 
current situation. "The market is in 
disarray. Supplies are greater than do- 
m arJ , and prices are increasing 
Drilling is way off its 1081 peak. The 
only thing we are assured of with the 
status quo is a worsening situation.
"Noth ing short of comprehensive 

legislation to achieve a deregulated, 
free market atmosphere for natural gas 
w ill create the appropriate environ­
ment for intelligent investment anil 
consumption decisions." 

f  Robert Burke, senior vice-president 
o f Moody's Investors Service, said, 
"Eventual decontrol of gas prices at 
the wellhead is a step in the right 
direction, but it w ill not alleviate the 
distortions arising from the filtering ol 
prices through the regulated labyrinth 
of transmission and distribution com­
panies."
~ Donald Dufresne, vice-president ot 
Merril Lynch, said his firm disagree' 
that the administration bill would cut 
gas prices below expected NGPA lev­
els but said a decon’ io lled market 
wouldn 't support hifhe. os either.
Dufresne said a "w inu .til profits'' 

tax on old gas "could be a disaster for 
all segments of the industry, consider­
ing that wellhead prices are fa lling ." •



Independents, majors clash over old-gas price decontrol
Arguments between indepen­
dent and major producers 
sparked a recent House energy 
subcommittee hearing on natu­
ral gas decontrol.
Shell O il Co. said "forever 

regulated" old-gas reserves 
could jump by 52 trillion cu ft 
if old gas were decontrolled. 
Old-gas reserves at present are 
estimated at 115 trillion cu ft.
It also denied major oil com­

panies would glean huge profits 
from old gas decontrol. It said 
of each incremental dollar from 
the sale of gas, 52c would go 
for taxes, 7c for royalties, Sc to 
shareholders, and the remain­
ing 33C to the firm.
But Robert Hefner III, presi­

dent and managing partner of 
GHK Cos., Oklahoma City, 
said the Reagan administration's 
old-gas deregulation proposal 
would enrich majors and im ­
poverish independents.
The House fossil and syn­

thetic fuels subcommittee, 
chaired by Rep. Phil Sharp (D- 
Ind.), held the hearing to see 
how various natural gas pric­
ing bills would affect domestic 
energy supplies.
Shell responds. Donald Rus­

sell, Shell production vice-presi­
dent, said, "In a desperate 
(tempt to preserve their subsi­
dized price structure, a few 
individuals (a small minority) 
have resorted to a demagogic 
attack on major oil companies.
"They argue that major pro­

ducers own more old gas than 
new gas and arc therefore 
seeking to decontrol old gas 
prices at the expense of rit.-. 
gas prices. This charge is not 
supported by the facts.
"O f the largest producers,

10 had average gas prices above 
the national average in 1981, 
and 10 had average prices be­
low the average. Shell was one 
of those major producers whose 
price was above the national 
average.
"If, as these independents 

assert, abolition of the multiple 
vintage price structure w ill 
force all prices to the average, 
those major producers whose 
prices are a'ready above that 
level would not benefit."
Shell, a deep-gas producer, 

said there is a need for deep and 
other high-cost gas.

Comparison of three gas policies'1
-  M o d e l v s . N G P A --------------
198S 1990 1995 2000

 R e e o n t r o l  v s . N G P A ---------
1935 1990 1995 2000

 H o d e l  v s .  r e c o n t r o l---------
1985 1990 1995 2000

-0.1
---------------- Domestic production (trillion cu ft/year)--------------------
+ 1.4 +2.0 +2.3 -0.2 -0.6 -0.6 -0.7 +0.1 +2.0 +2.6 +3.0

n

------------------- Cumulative production (trillion cu f t ) -------------------
-0.1 +3.2 +12.4 +23.4 0.3 -2.6 -5.5 -8.7 +0.2 +5.8 +17.9 +32.1
------------------- Cumulative reserve additions (trillion cu f t ) -------------------
-1.6 +43.0 +53.8 +64.5 -2.9 -7.7 -11.0 -14.7 +1.3 +50.8 +64.8 +79.2

•Policies compared are the adm inistration's natural gas b ill, written by Energy Sec. Don Hodel 
(0GJ, Apr. 18, p. 41); the existing Natural Gjs Policy Act (NGPA); and a b ill extending NGPA 
controls, which has been introduced in both houses (0GJ, Mar. 14. p. 50).

Source; Shell Oil Co.
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"But this gas should be de­

veloped at a unit cost that the 
nation's consumers are pre­
pared to pay. If large enough gas 
reseives are found, expensive 
deep gas wells can be just as 
cheap in terms of the unit cost 
of gas produced as shallow low- 
cost wel’ i with small re­
serves."
- Higher output seen. Shell 
released an engineering study 
showing old gas decontrol 
would result in 52 trillion cu It 
more old gas production. It 
said 27 trillion would result 
from lower levels at which 
pressures dictate abandonment,
18 trillion from infill drilling, 
and 7 trillion from well stimula- 

_ tk>n.
The study examined the re­

maining gas reserves in the 14 
largest producing fields in the 
Lower 48 and determined the 
total additional gas reserves 
that could be produced if price 
controls were removed. The 
data then were expanded to all 
fields in the Lower 48.
Tiie study examined pub­

lished analog data from Hugo- 
ton, Panhandle, San Juan, Jal- 
mat, Puckelt, Carthage, Katy,
O ld Ocean, Gomez, Kettle- 
man Hills, Rio Vista, Bayou 
Sale, Baslian Bay, and Mo- 
cane-Laverne fields.

—  Shell said decontrol would 
result in 1.4 trillion cu ft/year 
more gas being produced in 
1990 over what vou ld be pro­
duced under the Natural Gas 
Policy Act, while legislation lo 
recontrol gas prices would re­
sult in 600 billion cu ft/year less 
(see table).
O ther views. Hefner, whose

firm explores for deep gas in the 
Anadarko basin, called the ad­
ministration bill "The O il Com­
pany and OPEC Protection 
Act."
He said the current gas price 

crisis is ebbing and declared 
that major oil companies are 
pushing decontrc! of old gas.
"O il companies benefit in 

two ways if old gas is decon­
trolled. First, they stand to earn 
billions more— 57 billion/year 
or from $7.00 billion to $150 
billion over the life of the re­
serves— for the old gas sup­
plies they own.
"Second, w ith less incentive 

to discover gas and with higher 
gas prices lo the consumer, 
these companies benefit from 
larger oil markets and there­
fore higher prices for o il."
Edward Erickson, a North 

Carolina State University eco­
nomics professor, said, "Price 
incentives should be in place to 
find, develop, and produce the 
least cost gas first. This is not the 
pattern we have observed un­
der the NGPA.
" I f we gerrymander an in­

centive structure to be other 
than that which the completely 
unregulated market would cre­
ate, I anticipate bei ig back 
before you in short order to 
discuss again our dissatisfac­
tion with the resulting distor­
tions" he told the committee.
Patrick Martin, (he Louisi­

ana Department of Natural Re­
sources' commissioner of con­
servation, attacked recontrol 
bills that would allow pipe­
lines to unilaterally abrogate 
contract terms and provide a 
rollback in gas prices.

A p r  25,  1983,  O i l  &  G a s  l o u n u l  51



IN I T I A L  A N A L Y S I S

HJR-40 - Requesting Congress to decontrol all natural gas

The whereases in this resolution establish that natura.V; gas is the 

only commodity still subject to price controls, that this causes distortion 

in gas prices and supplies, and discourages maximum recovery from shallow 

fieldn. It further points out that Congressional attempts to adjust gas 

controls without actually decontrolling all gas could lead to a serious 

shortage later on, and that phased decontrol would be more equitable, 

would result in more efficient pricing, and would benefit consumers.

With a final whereas advocating the free market system rather than 

artificial government price controls, the resolution asks Congress to 

decontrol all natural gas. Copies will be sent to President Reagan,

Vice President Bush, Speaker O'Neill, and the Alaska Delegation.
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9 S t h  CONGRESS 
1 s t  S e s s i o n S. 615

-»»•**>« KX
'

X

To cover deficiencies in the N a iu r.J Gas Policy Act of 1978, to prelect natural 
gas consumers from price increases because o f ’current distortions in tiie 
regulated m arket for natural gas, to provide for a free market for natural 
gas, to perm it natural gas contracts to reflect the change from a regulated to 
a free m arket, to eliminate incremental pricing requirements for natural gas, 
to eliminate eesiain fuel use restrictions, and for other purposes.

F e b r u a r y  2S (legislative d ay , F e b r u a r y  23), 1963
Mr. M c C l u r e  introduced the following bill; wh ich was read twice and re le rred  to 

the  Committee on E ne rgy  and Natural Resources

To cover deficiencies in the Natura l Gas Policy Act of 1978, to

of current distortions in the regulated market for natural

natura l gas contracts to reflect the c’.iange from a regulated 

to a free market, to elim inate incremental pricing require­

ments for natural gas, to elim inate certain fuel use restric­

tions, and for other purposes.

2 lives of the United S ta tes of America in Congress assembled,

IN  T H E  SENATE OF T H E  U N IT E D  STATES

protect natura l gas consumers from price increases because.

gas, to provide for a free market for natural gas, to perm it

Be ii enacted by the S ena te  a n d  House of Itepresenlu-

3 That this A c t may be cited as the “ Natura l Gas Consumer

4 Regula tory Reform Amendments of 1983” .



TABLE OF CONTENTS 

TITLE I—PURCHASED GAS COST 

Sec. 101. Purchased gts cost.

TITLE I I—REMOVAL OF WELLHEAD PRICE CONTROLS .AND 
REPEAL OP JURISDICTION OVER CERTAIN FIRST SALES

Sec. 201 . R em ova l o( wellhead price controls.
Sec. 202. Repeal of Natural Gas Act jurisdiction over first sales of committed or 

dedicated natural gas. ' . " .
Sec. 203. Repeal of provision# allowing reimposition of price controls and report to 

Congress.

TITLE I II—TRANSITIONAL PRICE AND CONTRACT PROVISIONS 

Sec. 301. Limitation on ceiling prices for natural gas.
Sec. 802. Repeal of certain contract requirements and imposition of take-or-pay 

limits.
. Sec. 803. Market-out provision.
Sec. 304. Effect of gas cap price.

TITLE IV—REMOVAL OF IMPEDIMENTS TO INTERSTATE 
MOVEMENTS OF GAS

Sec. 401. Authorization of certain in'erstate sales, transportation, and cssignmenU. 
Sec. 402. Access to interstate supply sources.
Sec. 408. Contract carrier authorization.

TITLE V—REPEAL OF CERTAIN RESTRICTIONS ON NATURAL GAS 
■AND'PETROLEUM USE AND PRICING

Sec. 501. Repeal of certain aections of the Powerplant and Industrial Fuel Use Act 
of 1978. T

Sec. 502. Conforming amendments.
. Sec. 503. Eepeal of Incremental pricing requirements.

1 T I T L E I — PURCHASED GAS COST

2 • P U R C H A S E D  G A S  C O S T  •
. •»

3 S e c .  101. (a) T it le V I of the Natura l Gas Policy A c t of

4 1978 (15 U.S.C . 3431 ct seq.) is amended by adding a new

5 section 603 to read as follows:

6 "SEC. G03. LIMITATION ON THE PASSTHROUGH OK CERTAIN

7 PURCHASED GAS COSTS.

8 "(a ) L i m i t a t i o n  on P u r c h a s e d  G a s  A d j u s t -

9 m e n t s . — Notw ithstand ing section 601(c) of this Act, for pur-

2



8

1 poses of sections 4 and 5 of the Natura l Gas Act, from the

2 first day of the first month fo llow ing enactment of the Natu-

3 ral Gas Consumer Regulatory Reform Amendments of 1983

4 through December 31, 1985, the part of a pipeline ’s rate that

5 reflects purchased gas costs may not exceed its allowed rate

6 for purchased gas cost, except as provided in subsection (b).

7 “(b) R e c o v e r y  o f  A d d i t i o n a l  P u r c h a s e d  G a s

8 C o s t . — A pipeline may file an application under this subsec-

9 tion w ith the Commission to increase its rates to reflect any

10 purchased gas cost tha t subsection (a) of this section prevents

11 it from recovering. Notw ithstand ing section 4(e) of the Natu-
* • *

12 ral Gas Act, no increase to the rates of a pipeline that, may

13 be recovered under this subsection may go into effect unless

14 the Commission, after opportunity for hearing, issues an

15 order that grants the application, in whole or in part, w ith
S

16 such modifications and upon such terms and conditions as the

17 Commission rnay find necessary and appropriate. The pro-

18 ceeding under this subsection shall be conducted by the Com-

19 mission separately from proceedings on other rate applica-

20 tions that are filed under section 4 of the Natura l Gas Act. In

21 any such proceeding, the Commission shall allow recovery if

22 it determines that the costs sought to be recovered were just,

23 reasonable, and prudently incurred. In making this determi-

24 nation, the Commission shall consider the reasonable avail-

25 ability of lower cost supplies to the pipeline and the necessity
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costs for mo. pipeline to render adequate service to its 

' customers. W ith in sixty davs of the date of the en-V »

_ -i. .it o f the Natura l Gas Consumer Regulator)’ Reform 

Amendments of 1983, the Commission shall'prescribe rules 

for applications under this subsection. These rules shall facili­

tate expeditious decisions on these applications.

"(c ) D e f in it io n s .—

"(1) A l l o w e d  b a t e  f o r  p u r c h a s e d  g a s . —  

The term ‘allowed rate for purchased gas’ means, for a 

particu la r pipeline, for a particu lar month, the pipe- 

. line 's average cost per m illion B tu ’s for purchased gas 

delivered to the pipeline during the month preceding 

• the enactment of the Natura l Gas Consumer Regula­

to ry Reform A c t of 1983 plus the adjustment amount 

for that particu lar month.
S ’

"(2 ) A d j u s t m e n t  a m o u n t . — The term ‘adjust­

ment amount’ means, for a particu lar month, the differ-
. •

ence between the national rate and the adjusted na­

tional rate for that particu lar month.

"(3) N a t i o n a l  r a t e . — The term ‘national rate’ 

means the national average cost per m illion Btu 's for 

purchased gas delivered to all interstate pipelines 

during the month preceding the enactment of the Natu ­

ral Gas Consumer Regulatory Reform Amendments of 

1983.

4



1 "(4) A d j u s t e d  n a t i o n a l  r a t e . — The term ‘ad-

2 justed national ra te ’ means—

3 "(A ) for the month in which the Natura l Gas

4 Consumer Regulatory Reform Amendments of

5 ' -1983 is enacted, the national rate multip lied by

6 ..^he annual nidation adjustment factor (as defined

7 section 101(a) of this Act) for that month; and

8 "(B ) fo r any particu la r succeeding month, the

9 adjusted national rate for the preceding month

10 multip lied by the annual inflation factor (as de­

l l  fined in section 10 1 (a) of this Act) for that partic-
r

12 . ■ ular month.

13 "(d) R e p o r t i n g  R e q u i r e m e n t . — By the fifth day fol-

5

14 low ing the enactment of the Natura l Gas Consumer Regula-

15 ton* Reform Amendments ..of 1983, each interstate pipeline

16 shall report its average coSst per m illion B tu ’s for purchased

17 gas delivered to it during the month preceding the enactment 

IS of the Natura l Gas Consumer Regulatory Reform Amend-

19 ments of 1983 and the volume of purchased gas delivered to

20 il during that month.

21 "(e) P u b l i c a t i o n . — The Commission shall cor.puie

22 and publish the adjustment amount for each month at least

23 five days before the beginning of that, month.

24 "(f) A f f i l i a t e d  P r o d u c t i o n . — No interstate pipeline

25 may recover any costs associated w ith its own production or
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1 purchases from any affiliated producer to the extent such pro-

2 duction or purchases were not reduced to a percentage of
• *

3 deliverab ility no higher than the percentage of deliverabilitv

4 to which the pipeline had exercised contemporaneously a

5 contractual rig h t to reduce its tahes of less expensive gas.". 

.6 (b> The table of contents of the Natura l Gas Folicy A c t

7 of 1978 (15 U .S .C . 3301 note) is amended by inserting after

8 the item relating to section 602 the follow ing:

"Sec. G08. Purchased Gas Cost."

9 T IT L E  n — R EM O V A L OF W E L LH E A D  PR IC E CON-

10 • TROLS AN D  R E P E A L OF JU R IS D IC T IO N  OVER

11 'CERTAIN FIRST SALES •
12 • EEM OVAL OF W E L L H EA D  PR IC E  CONTROLS

13 S e c .  201. Section 121 of the Natura l Gas Policy Act o?

14 '1978 (15 U.S.C . 3881) ia amended to read as follows:
' . s

15 -SEC . 121. EL IM IN A T IO N  O F  PR IC E  CONTROLS FO R  CERTA IN

. 1 6  NATURAL GAS SALES. .
• .L ;; a

17 “ (a) G e n e r a l  R u l e . — The prorisions-of subtitle A re-

18 specting the maximum law fu l price for any firs t sale of natu-

19 ral gas shall cease to apply to any first sale of natural gas

20 subject to any contract that was executed or amended after

21 the date of enactment of the Natural Gas Consumer Reguia-

22 tory Reform Amendments of 1983, unless the contract spe-

23 cifica lly prorides that the contract shall not. operate to term i-

24 nate the application of subtitle A.
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1 “ (b) H i g h -C o s t  N a t u r a l  G a s .— E xcep t  as p rov ided

2 in subsection (a) of this section, w ith respect to the firs t sale

3 of high-cost natural gas which is described in section 107(c)

4 (1), (2), (3), or (4)—

5 . “ (1) beginning on the effective date of the incre-

6 mental pric ing rule required under section 201, • the
' i

7 provisions of subtitle A  respecting the maximum law fu l

$ price for the firs t sale of natural gas shall cease to

9 apply; and

10 “ (2) beginning on the date of enactment of the

11 • Natura l Gas Consumer Regulatory Reform Amend-

12 ments of 1983 through December 31, 19S5, the price

13 . shall not exceed the higher of the contract price on the

14 date of the enactment of the Natura l Gas Consumer

15 Regulatory Reform Amendments of 1988 or the gas

16 cap price, if published, for the month during which the

17 gas is delivered.

18 “(c) S p e c i a l  R u l e  f o . t  C e r t a i n  G a s . — E x c e p t  as

19 provided in subsection (a), w ith respect to the firs t sale of gas

20 covered by this subsection—

21 “ (1) beginning January 1, 1985, the provision of

22 subtitle A respecting the maximum lawful price shall

23 cease to apply; and



1 “ (2) beginning January 1, 1985, through Decem-

2 1 ber 31, 1985, the price shall not exceed the gas cap

8 price for the month during which the gas is delivered.

4 “ (S) G a s  c o v e r e d  b y  t h i s  s u b s e c t i o n . — This

5 subsection applies to—

8" “ (A) new natural gas (as defined in section

7 • • 102(c));

d “ (B) natural gas produced from any new, on-

9 shore production well (as defined in section

10 ’ 103(c)), if such natural gas—

11 , “ (i) was not committed or dedicated to
F *

12 ' interstate commerce on A p ril 20, 1977; and

18 • • “ (ii) is produced from a completion loca-

14 ri.ib which is located at a depth of more than

15 * •' 5,000 feetjrand
s

16 • . “ (C) natural gas sold under an existing con-

17 tract, any successor to an existing contract, or

18 . • anv ro llove r contract, if—m '

19 “ (i) such natural gas w*as not committed

20 or dedicated to interstate commerce or. the

21 day before the date of the enactment of this

22 A c t; and

23 “ (ii) the price paid 'o r the last deliveries

24 of such natural gas occurring on December

25 31, 1984, or, ii no deliveries occurred on

8



1 such date ,  the  p r ice t h a t  wou ld  h ave  been

2 paid had  deliver ies o c cu r r ed  on such da te  is

3 higher th an  $1 per mi l l ion B t u ’s,

4  “(d) R e m o v a l  o f  W e l l h e a d  P r i c e  C o n t r o l s  o n

9

5 A l l  N a t u r a l  G a s . — Except as provided in subsections (a),

6 (b), or (c), beginning January 1, 19S6, the provisions of subti-

7 tie A respecting ra x im um  law ful price shall cease to apply to 

S the firs t sale of any natural gas.” .

9 r e p e a l  o f  n a t u r a l  g a s  a c t  j u r i s d i c t i o n  o v e r  f i r s t

10 SA L E S  O F  COM M ITTED  OE D ED ICA TED  N A TU RA L  GAS

11 S e c .  202. Section 601(a)(1)(B) of the Natura l Gas

12 Policy A ct of 1978 (15 U.S.C . 3431(a)(1)(B)) is amended to

13 read as follows:
• »

14 “ (B) C o m m i t t e d  o e  d e d i c a t e d  n a t u r a l

15 g a s . — Effective on January 1, 1985, for the pur-

16 pose3 of section Ub) of the Natura l Gas Act, the

17 • provisions of such Act and the jurisd iction of the

18 Commission shall not apply solely by reason of

19 any first sale of natural gas which was committed

20 Ci dedicated to interstate commerce as of th? day

21 before the date of enactment of this subsection.

22 Effective on the date of enactment of the Natura l

23 Gas Consumer Regulatory Reform Amendments

24 of 1983 through December 31, 1984, for the pur-

25 poses of section 1(b) of the Natura l Ggs Act, the



1 provisions of such Act and the jurisdiction of the

2 Commissio" under such Act shall not apply solely

3 by reason of any first sale of natural gas which is

4 • committed or dedicated to interstate commerce as

5 ' o i.th e dav before the date of enactment of thisft

6 '* A c t and which is—

7 “ (i) high-cost natural gas (as defined in

8 section 107(c) (1), (2), (3), or (4) of this Act);

9 “ (ii) new natural gas (as defined in sec-

10 tion 102(c) of this Act);

11 “ (iii) i.atural gas produced from any 
> .

12 . new. onshore production well (as denned in

13' ‘ section 103(c) of this Act);

14 • “ (iv) natural gas exempted from the op-

15 eration of ̂subtitle A of title I  pursuant to
s

16 * section 121(a), or

17 . V “ (v) natural gas that was subject to a

18 contract tha t expired, lapsed, 'vas terminated

19 pursuant to its own terms, or was terminated
«

20 pursuant to the provisions of section 316 of

21 this A c t.” .

10.
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1 R E P E A L  O F PR O V IS IO N S  A LLO W ING  R E IM PO S IT IO N  OF

2 PR IC E  CONTROLS AND R E PO R T  TO CONGRESS

3 S e c .  203. (a) Sections 122, 123, and 507 of the Natura l

4 Gas Policy A c t of 1978 (15 U.S.C. 3332, 3333, and 3417)

5 are repealed. .
■

6 ’ (b) Che table of contents of the Natura l Gas Policy A c t

7 of 1978 (15 U.S.C . 3301 note) is amended by strik ing the

8 items relating to sections 122, 123, and 507.

9 T IT L E  I I I — T R A N S IT IO N A L PR IC E AND

10 CONTRACT PROV IS IO NS

11 L IM IT A T IO N  ON C E IL IN G  PR IC E S  FO R  CER TA IN  N ATU RAL

12 ' GAS*

13 S e c .  .301. (a) T itle I  of the Natura l Gas Policy , of

14 1978 (15 U.S.C. 3311-3333) is amended by adding the fol-

15 low ing new section: . /
•**

16  “SEC  111. L IM ITA T IO N  ON CE IL IN G  P R IC E S  FO R  CERTA IN  NAT.

17 . URAL GAS.

18 "(a) G e n e r a l  R u l e .— Except as provided in section

19 121 of this Act, beginning on the date of enactment of this

20 section, the maximum law fu l price of any first sale of natural

21 gas subject to this subtitle shall not exceed the lower of the

22 applicable price as calculated pursuant to sections 102

23 through 106, 10S, and 109 or the gas cap price, if published,

24 for the month during which the gas is delivered.

11



1 “ (b) S p e c i a l  R u l e  fop .  S e c t i o n  107(c)(5) G a s . —

2 Except as provided in section 121 of this Act, beginning n

3 the date of the enactment of the Natura l Gas Consumer Reg-

4 u la to ry Reform Amendments of 1S83, the maximum lawful

5 price for gas described in subsection (c)(5) of section 107 of

6 this A c t shall be no higher than the maximum law fu l price for

7 such' gas during the month in which the Natura l Gas Con-

8 sumer Regula tory Reform Amendments of 19S3 are enacted.

9 “(c) D e f i n i t i o n  o f  G a s  C a p  P r i c e . — The t e rm  ‘gas

10 cap price ' means, io r a particular month, the volume-weight-

11 ed average price of natural gas that is estimated to be—

12 “ (1) delivered during the second, th ird , and fourth

13 . . months preceding that particu lar month; and

14 “ (2) delivered during the firs t three months of de-

15 liveries under a contract filed under subsection (e) o'
■%

16-.. . • this section. • s .

17 “ (d) C a l c u l a t i o n  a n d  P u b l i c a t i o n  o f  t h e  G a s

18 C a p  P r i c e . — Beginning w ith the fourth month after enact-

19 ment of the Natura l Gas Consumer Regulatory Reform

20 Amendments of 1983, the Commission (in accordance w ith

21 section 101(a)(6) of this subtitle) shall compute and publish

22 the gas cap price for each month through December 1985.

23 “ (e) F i l i n g  R e q u i r e m e n t . — A purchaser of natural

24 gas subject to a firs t sale contract executed or amended on or

25 after the date of the enactment of the Natura l Gas Consumer

12 •



. 13 ,

1 Regula tory Reform Amendments of 1983 shall file w ith the

2 Commission w ith in five days of the date on which the eon-

3 trac t is executed or amended—

4 “ (1) a summary of the contract and all ancillary

5 a g r e em en t s ,  inc lud ing  all p r i c ing  provisions;

6 “ (2) the prices to be paid under the contract

7 during the firs t three months of deliveries;.

8 “ (3) the estimated volumes (in millions of B tu ’s)

9 to be delivered during the firs t year of the contract;

10 and

11 "(4) any additional data required by the Commis-

12 sion.

13 This filing requirement does not apply in the case of an

14 amendment of a contract for which data previously relating
»

15 to price has been filed w ith the Commission under this sub-
••

16 section. %

17 ’ “ (f) C o m m i s s i o n  R u l e s . — W ith in th ir ty days of the

18 enactment of the Natu ra l Gas Consumer Regulatory Reform

19 Amendments of 1983, the Commission shall issue rules to 

20. implement-this section.” .

21 (b) The table of contents of the Natura l Gas Policy A ct

22 of 1978 (15 U.S.C. 3301 note) is amended by inserting after

23 the item re la ting to section 110 the follow ing:

"S e c . 111. Limitation on Ceiling Prices for Certain Natural G a s.".

24 (c) Section 101(b)(5) of the Natura l Gas Policy Act of

25 1978 (15 U .S .C . 3311(b)(5)) is amended by striking the
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1 period at the end and inserting the follow ing: " , but in no

2 event shall the operation of this paragraph be deemed to enti-

8 tie any seller to collect a price in excess of that established
• • *

4 pursuant to section 111 .".

o ' (d) Section 105(h)(3)(B) of the Natura l Gas Policy Act of

6 1978 is amended by adding a new sentence at the end to

7 read as follows: “ This definition shall not include anv clause9

8 which establishes the price for natura l gas exempted from the

9 operation of this subtitle pursuant to section 121(a).” .

10 R E P E A L  O r  C E R T A IN  CONTRACT R EQ U IR EM EN TS  AND

11 IM PO S IT IO N  OF T A K E -O R -PA Y  L IM IT S

12 S e c .  302. (a) Section 315 of the Natura l Gas Policy

13 A c t of 1978 (15 U.S .C . 3375) is repealed, and a new section 
*

14 815 is inserted in its place to read as follows:

15 “SEC . 315. IM PO S IT IO N  O fcT .AKE-OR -PAY  L IM ITS .**
. . .  s

16 “ (a) G e n e r a l R u l e .— I n the case of any firs t sale

17 contract in effect on the date of enactment of the Natura l Gas.

18 Consumer Regulatory R,eform Amendments of 1933, which

19 has not been amended subsequent to the date of enactment,

20 and which contains a clause requiring a purchaser lo take

21 delivery of, or if not taken, to pay for, volumes of gas in

22 excess of 70 per centum of available / I s a i l»• ki-llily'--X rm -• \hcdo~-

23 wells, inc luded  unde r  a con t rac t ,  the p u r ch a s e r  i‘uay exe rc i se

24 uitfc flis l uhlignti-aa-te pay -KL •volumes.-norcukun In excess oi

25 70 ppr r.pnt.nm of well d«livorcb ility, a righ t r««M iu aeeepi



1 delivery of any portion of the totai volume which exceeds 0

2 per centum of well deliverabilitv. This righ t applies only to

3 deliveries under a contract from the date of enactment of the

4 Natura l Gas Consumer Regulatorv Reform Amendments ofW  ft

5 1983 through December 31, 1985.

6 “(b) 'N o t i c e  R e q u i r e m e n t — A ny p u r ch a s e r  e lec t ing

7 to reduce volumes purchased pursuant to this section must

8 give the seller a minimum of th irty days w ritten notice prior

9 to the date of delivery of the natural gas involved.

10 “ (c) R e l e a s e  o f  C o n t r a c t u a l  O b l i g a t i o n s .—

; 1 Upon receipt of the notice provided for in subsection (b), the

12 seller shall have the righ t to term inate the contract w ith re-

13 sped only to amounts not taken by reason of this section. I f

14 the seller elects to term inate the contract in accordance w ith

15 this section, the purchaser rshall tender to the seller fu ll and

16 unconditional release from all duties and obligations in con-

17 tract or in law. The purchaser, if a transporter of natural gas, .

18 shall lender transportation in accordance w ith ' the provisions

19 of section 316(d) of this Act.

20 “ (d) D r a i n a g e  S i t u a t i o n s . — The Commission, by

21 rule or order, may determine that this section shall not apply

22 to the extent the production of the volume for which delivery

23 is required to be taken is necessary in order to prevent drain-

24 age and protect the correlative rights of the person producing

25 the natural gas involved.
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1 “ (e) C a s i n g h e a d  N a t u e a l  G a s . — This section shall

2 not apply to casinghead natural gas.

3 “ (f) C o n t r a c t s  C o v e r in g  M o r e  T h a n  O n e  C a t e -

4 g o e y  o f  N a t u r a l  G a s .— For purposes of this section, any

5 contract establishing two or more categories of natural gas

6 for purposes of pricing the natural gas delivered under the

7 contract shall be treated as separate contracts for each such

8 category.’ ’.

9 (b) The table of contents of the Natura l Gas Policy Act

10 of 1978 (15 U .S .C . 3301 note) is amended by strik ing the

11 item ’.relating to section 315 and inserting in its place the
4

12 follow ing: ..

"S ec. 315. Impciiition of T iu e-or-Paj' Lim it*." .

13. .' ' , M A R K E T -O U T  PROV ISION

14 S e c .  303. (a) T itle H I of the Natura l Gas Policy Act of

15 1978 (15 U .S .C . 3361-3375) is amended by adding a new

16 sflction 316 to read aa follows:* • i

17 "SEC. 316. MARKET-OUT PROVISION,

18 “ (a) G e n e r a l  R u l e . — Beginning January 1, 1985,

19 either party to a contract for the firs t sale of natural gas

20 which was in effect on the date of enactment of the Natural

21 Gas Consumer Regulatory Reform Amendments of 19S3 and

22 which contract was not thereafter amended shall have the

23 righ t to term inate the contract under the follow ing

24 conditions:
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“ (1) the  p a r t y  w ish ing  to t e rm in a t e  th e  con t ra c t  

m u s t  give notice to the  o th e r  p a r t y  b e tw e e n  Nov embe r  

16, 1984:, and  N ov em be r  15, 19S5, a nd  a t  leas t  fo rty - 

five days in advance ,  t h a t  the  c o n t r a c t  is to be 

t e rm in a t e d ;

''*(2) the  p a r t y  g iv ing notice of t e rm ina t ion  doe 9 

n o t  m a te r i a l ly  b re a ch  the  c on t r a c t  a t  a ny  t ime p r io r  to 

the  end  of the  notice per iod ;  and

“(3) the p a r ty  g iv ing not ice of t e rm ina t ion  m u s t  

offer to the  o th e r  p a r t y  a full and  uncond i t iona l  re lea se  

frorn all fu tu re  dut ies and obl iga t ions in con t r a c t  or inr *

l aw  r e l a t i n g  to the  con t r a c t ,  wh ich  r e lea se  is effect ive
9

upon  t e rm ina t ion  of the not ice  per iod .

• “(b) E f f e c t  o f  S e c t i o n  315  R e d u c t i o n .— A reduc-

15 t ion of a  t a k e -o r - p a y  obl igat ion p u r s u an t  to sect ion 315 of

16 thi s A c t  sha ll  no t  be cons idered an  am en dm en t  for pu rposes

17 of sub sec t ion  (a) of thiB sec tion.

18 “ (c) O b l i g a t i o n s  o f ' P a s t i e s  U p o n  T e r m i n a -

19 t i o n .— N e i t h e r  p a r t y  to a c on t r a c t  t e rm in a te d  p u r s u a n t  to

20 th i s  sec t ion  shall have  an obl iga t ion to pe r fo rm  any  ac t  be-

21 c au s e  of t h e  con t ra c t  on and  a f t e r  the  effect ive d a te  of the

22 t e rm in a t i o n  of the  con t rac t ,  e x cep t  t h a t  a p a r t y  t h a t  has  re-

23 ce ived  a good  or s e n d e e  u n d e r  the c o n t r a c t  before the effec-

24 t ive d a te  of i ts t e rm ina t ion  shall h av e  a du ty  to p ay  for t h a t

25 good or s e n d e e  as p rov ided for in the c on t r a c t  a nd  t h a t  a

9
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4

5

6

7
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11
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13

14
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1 party tha t has received payment under the contract for a

2 good or service that was net provided before the effective

3 date of its term ination shall have a duty to make restitution

4 of the payment in cash or in kind in accordance w ith the

5 con t r a c t .

6 “(d) T r a n s p o r t a t i o n  O b l i g a t i o n .—

7 “ (1) In  g e n e r a l . — In  the event that i contract

8 is term inated under this section, a pipeline tha t was a

9 party to the term inated contract shall have an obliga-

10 tion to transport natural gas for a producer that was a

11 party to the term inated contract. The obligation of the
r

12 ' pipeline shall not exceed on an annual basis the largest

13 volume delivered under the contract during any twelve

14 consecutive months in the th irty -s ix months prio r to its

15 term ination.
;

16 "(2 ) L i m i t a t i o n  o p  o b l i g a t i o n . — The Com-

17 mission, or in the case of an .intrastate pipeline the

18 • State agency w ith jurisd iction over that pipeline, upon

19 application by the pipeline and after opportunity for 
• •

20 hearing, may order a lim ita tion of the obligation of the

21 pipeline under this subsection if compliance w ith the

22 obligation would require construction of additional

23 facilities or would impair the ability of the pipeline to

24 render adequate service to its existing customers.

1 8



1 “ (3) C o n s i d e r a t i o n . — The consideration for anv•*

2 transportation provided under this subsection shall be

3 ■ SO.05 per m illion B tu 's plus the cost of such transpor-

4 tation, as established by the appropriate State or Fed-

5 era l-regu la tory body, unless the Commission has estab-
' » » • ■ •

6 lished, by rule, a different rate as just compensation for

7 such transportation. No amount of such consideration

8 shall be required to be credited and flowed back to the

9 customers of such pipe line .".

10 (b) The table of contents of the Natura l Gas Policv Actw

11 of 1978 (15 U.S.C. 3301 note) is amended by inserting after

12 the item re la ting to section 315 the follow ing:

"Sec. S I6. Market-Out Provision.". ,

13 E F F E C T  O F GAS CA P PR IC E

14 S e c .  304. (a) T itle m  of.the Natura l Gas Policy Act of
••

15 1978 (15 U.S.C . 3361-3375) is amended by adding a new

16 section 318 to read as follows:

17 “SEC. 318. EFFECT OF GAS CAP PRICE.

18 “ (a) Price Escalator Clauses.— Except fcr natural gas

19 described b isection 107 of this Act, no price escalator clause

20 may operate to establish a price for naturai gas which is sub-

21 je c t to the provisions oi subtitle A respecting the maximum

22 law fu l price for the firs t sale of natural gas higher than the 

*23 gas cap price. For purposes of this subsection, the term

24 “ price escalator clause”  means any cuntract clause that pro-

25 vides for a periodic price increase, either on a fixed or indefi-

t

1 9



1 nite basis, or that references other natural gas prices, federal-

2 ly imposed price ceilings, or prices of other commodities.

3 “ (b) A r e a  R a t e  C l a u s e s . — For purposes of an area

4 rate ‘clause, the gas cap is a Federally established rate or

5 price. A fte r December 31, 1985, the gas cap price for De*

■ 6 cember 1985 is a federally established rate or p r ic e / ’ .

7 (b) The table of contents of the Natura l Gas Policy A c t

8 of 1978 (U.S.C. 3301 note) is amended by inserting after the

9 item relating to section 317 the following:

"Sec. 318. Effect of Gas Cap Price.".

10 T IT L E  IV — R EM O V A L OF IM P E D IM E N TS  TO

11 INTERSTATE MOVEMENTS OF GAS
12 AUTHORIZATION OF CERTAIN INTERSTATE SALES,

13 TRANSPORTATION AND ASSIGNMENTS
•t

•» • ■» ..

14 ' Sec . 401. (a) Sectibn 311(a) of the Natura l Gas Policy

.15 A c t of 1978 (15 U .S .C . 3371(a)) is amended by—

16 (1) am end in g  subpa ra g ra ph  (A) of p a r a g r a p h  (1) to

17 read as follows:

15 ‘ “ (A) I n g e n e r a l . — The Commission may,

19 by rule or order, authorize any interstate pipeline

20 to transport natural gas on behalf of any person.".

21 (2) in s e r t i ng  “a n d  l o c a l  d i s t r i b u t i o n  c o m p a -

22 n i e s ” a f te r  “ i n t r a s t a t e  p i p e l i n e s " in the  p a r a - .

23 g r a p h  (2) h e a d in g ;

24 (3) inserting in paragraph (2) “ or local distribution



1 (4) amending subparagraph (A) cf paragraph (2) to

2 read as follows:

8 “ (A) I.n v e n e r a l .— T he Commission may

4 bv rule or order, authorize any intrastate pipeline

5 or local distribution company to transport natural

6 gas on behalf of any person.” .

(5) in subparagraph (B)(ii) (I) and ( I I ) of para-

8 graph (2), inserting “ or company”  after “ pipeline” .

9 (b) Section 311(b) of the Natura l Gas Policy Act of

10 1978 (15 U.S.C . 3371(b)) is amended by—

11 (1) amending paragraph (1) to read as follows:

12 “ (1) In  g e n e r a l . — The Commission may, by

13 rule cr order, authorize any pipeline or local distribu-

14 tion company to sell natural gas to any pipeline or
• >

15 local distribution company.” .

16 (2) amending paragraph (2) by—

17 (A) str iking “M a x im u m  f a i r  a n d .  e q u i t a -

18 b l e  p r i c e ” after the subparagraph designator

19 “ A ” , and  inse r t ing  in its p lace  “I n t r a s t a t e

20 p i p e l i n e s  a n d  l o c a l  d i s t r i b u t i o n  c o m p a -

21 k i e s ” ;

22 (B) inserting “ or local distribution company”

23 fo llow ing “ pipeline”  and “ or local distribution

24 company’s”  follow ing “ pipeline’ s” wherever they

25 appear; and -  ____________

21



(C) inserting “ (including storage)’ ’ after 

“ transporta tion" in clause (i) of subparagraph (B);

(D) adding a new subparagraph CD) to read
§

as follows;

• “ (D) I n t e r s t a t e  p i p e l i n e s . — The rates 

and charges of any interstate pipeline w ith respect 

to any sales authorized under subsection (b)(1)(A) 

shall be just and reasonable (w ithin the meaning 

of the Natura l Gas A c t).” ;

(3) ’n paragraph (4), striking “ pipeline’s" and in ­

s e r t in g  in its place “ seller’s' , and striking “i n t r a ­

s t a t e ” in the heading and inserting in its place " e x -
0

i s t i n o ” ;

(4) in paragraphs (4)-(7 j, except for subpiragvaph 

(5)(a)(i), strik ing “ intrasiate pipeline” or “ pipeline” 

wherever they appear and inserting in their place 

“ seller” ;

(5) in paragraph (5)(A)(i), striking “ interstate pipe­

line or local distribution” and inserting in its place 

“ purchasing” ; and

(6) adding a new paragraph (S) to read as follows: 

“(8) D e f i n i t i o n  o f  s e l l e r . — For purposes of

this subsection, the term seller’ means any person that 

sells gas under paragraph (b)(1).” .



1 (c) Section 312 of the Natural Gas  Policy Act of 1975

2 (15 U.S.C. 3372) is amended—

3 (1) by am end in g  subsec t ion  (a) to re ad  as follows:

4 “ (a) A u t h o r i z a t i o n  o f  A s s i g n m e n t s . — The  Com-

5 miss ion may ,  by ru le or o rder ,  au tho r iz e  a pipeline or local

6 d is t r ibu t ion company  to ass ign ,  w i th o u t  compensa t ion ,  to anv

7 o th e r  pipeline *or local d is t r ibu t ion company ,  all or any  por-

8 t ion of the a s s ig no r ’s r igh t  to rece ive  surp lus n a tu ra l  gas  at

9 any  first sale, upon  such t e rm s  and condit ions as the Oom-

10 miss ion de te rm ines  a p p ro p r i a t e .”; and

11 (2) by amend ing  subsect ion (c) to read  as fol lows:

12 “ (c) S u r p l u s  N a t u r a l  G a s .— F or purposes of this

13 sec tion ,  the te rm ‘surp lus n a t u r a l  g a s ’ means ,  w i th  re spec t  to

14 any  pipeline or local d is t r ibut ion company ,  any  na tu ra l  g as

15 which  exceeds the then c u r r e n t  d em and s  of such person lor

16 natura l gas, as determined by— F

2 3

17 “(1) the Commission, or

18 “ (2) the State agency having regulatory ju ris ilic -

19 tion over that person.” .

20 ACCESS TO INTERSTATE s u p p l y  s o u r c e s

21 S e c .  402. \a) Section 314 of the Natural Gas Policy

22 Act of 1978 (15 U.S.C. 3374) is amended by—

23 ( l) strik ing “ firs t”  in subsection (a), and

24 (2) amending subsection (b) to read as follows:



1 "(h) N a t u r a l  G a s  C o v e r e d  b y  T h i s  Ac t .— F or

2 purposes of subsection (a), the term 'na. ral gas covered by

3 this A c t ’ means— t

4 “ ( I ) for any first sale contract, natural gas—

5 “ '(A) which is not subject to the jurisdiction

6 ‘ of the Commission under the Natura l Gas Ac t bv

7-- reason of section 601(a)(1) (A) or (B);

8 “ (.>) the sale in interstate commerce of

9 * hich—

10 "( i) is authorized under- section 302(a)

11 or 311(b); or

12 "( ii) is pursuant to an assignment und;.r

13 section 312(a); or

14- • ' “ (C) the transportation in interstate com-

15 ‘ merce of whi(^i is—

16 "(i) pursuant to any order under section

17 S02(^ or section 303 (b), (c), (d), or (h), or

1 8 ' "( ii) authorized by -the Commission

19 t under section 311(a); or

20 "(2 ) for any contract, natural gas the sale or

21 transportation of which under the contract is not in in-

22 terstate commerce by reason of section 601(d) of this

23 A c t.” .

2 4



25

1 (b) Section 601 of the Natural Gas Policy Act of 1978

2 (15 U.S.C. 3431) is amended by adding new subsections (d)

3 and (e) to read as follows: %

4 "(d) L i m i t a t i o n  o f  C o m m i s s i o n  J u r i s d i c t i o n

5 O v e r  I n t r a s t a t e  T r a n s a c t i o n s . —

6 “ ( lL  G e n e r a l  r u l e . — No i n t r a s t a t e  pipeline or

7 local distribution company shall be subject to the juris-

S diction of the Commission under the Natural Gas Act.

9 by reason of purchasing natural gas in a covered trans-

10 <-ction.

11 "(2) S u b s e q u e n t  t r a n s a c t i o n s .— Anv trans-
» *

12 portation or sale of natural gas purchased in a covered

13 transaction which occurs beyond the point at which

14 such gas is received in the facilities of the purchaser in

15 the covered transaction shall not be in nterstate com-

16 merce (w ith in the meaning of the Natural Gas Act)

17 • and shall not be subject to the. jurisd iction of the Com-

18 mission under the Natura l Gts A c t to the extent that

19 such gas remains in the State of purchase.

20 "(3) 'Na t u r a l -Ga s  c o m p a n y .— F or purposes of

21 the Nuturai Gas Act, the term ‘naiural-gas company’

22 fas defined in section 2(6) of that Act) shall not include

23 any person by reason of, or w ith respect to, any trans-

24 portation or sale of natural gas if the transprrtation or

    ■  1
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sale is not subject to the jurisdiction of the Commission 

solely by reason of paragraph (2) of this subsection.

“(4; S t a t e  o f  p u r c h a s e  r u l e . — For purposes 

of this subsection, natural gas shall be deemed to 

remain in the State of purchase if the gas is not trans­

ported outside the State in which it was received into 

the fac ilitie s -s f the. purshtsa?--if gas-Iiv

l l ' i L l j S / i . d t i i i i ,  u iO v l i . l  o u u l i  Li a n a p u i  l a l l U l l  UUCU1 S 111 CU11”

ncc tion  w ith —- •

“ (A) transportation anrhnri?ed under sections 

302(a; or 311(a) of this Act, or

“ (B) a sale or assignment authorized under 

sections 311(b) or 312 of thus Act.

“(5) D e f i n i t i o n  o f  c o v e r e d  t r a n s a c t i o n . —  

For purposes of this subsection, the term ‘covered

transaction’ means—

“ (A) a firs t sale of gas—

“ (i) which is not subject to the ju risd ic ­

tion of the Commission under the Natu ra l 

G':S A c t by reason of subparagraph (A) or 

(B) of paragraph (1) of subsection (a),

“ (ii) which is produced on the Outer 

Continental Shelf, or



1 “ (iii) which ii? transported pursuant- to

2 an order issued under section 317 - of this

3 Act;

4 “ (B) a sale or assignment authorized under

5 section 302(a), 311(b), or 312(a) of this Act: or

0 “(C) a sale tor resale by any person not sub-

7 ject to the jurisdiction of the Commission solely

8 by reason of section 1(c) of the Natura l Gas Act.

9 “ (e) N o n d i s c r i m i n a t i o n  P r o v i s i o n .— T he Oommis-

10 sion mav not condition or denv nnv authorization of the --ale

11 or transportation of natura l gas under this A c t or the Natural* D

12 Gas A c t on’ the basis of whether the gas is consumed in the

13 in t e r s t a t e  .market or t h e  i n t r a s t a t e  m a r k e t , ” .

14 c o n t r a c t  c a r r ie r  a u t h o r i z a t io n

15 S e c .  403. (a) T itle TH -of the-NNtartrhGas Pul icy 'Act of '

16 1978 (15 U.S.C. 3361-3375) il? amended hy adding a new

17 BRCtior. 317 to read as  fol lows:

18 “SEC. 317. CONTRACT CARRIER AUTHORIZATION.

19 “ (a) I n  G e n e r a l . — Upon application by a producer of

20 natura l gas or by a purchaser of natural gas from a producer,

21 the Commission sha.l order any interstate pipeline to carry

22 gas under contract between producer and purchaser upon

23 such terms and subject to such conditions as it considers just

24 and reasonable if the Commission finds that such pipeline has

25 available capacity, tha t no undue w ill be place, upon such



1 pipeline, that no construction of new facilities would be re-

2 quired, and tha t such order would not impair the ability of 

. 3 such pipeline to render adequate service to its existing cus-

4 tomers. The Commission may implement this section by rule

5 or ordeT.

6 "(b) C o n s i d e r a t i o n .— T he cons idera t ion for any

7 transportation provided under this section shall be $.05 per

8 m illion B tu 's plus the cost c f such transportation, as estab-

9 lished bv the Commission, unless the Commission has estab-V 1

10 lished, by rule, a different rate as just compensation for such

11 t r a n spo r t a t i o n .  No amoun t  of such cons idera t ion  shall be re*
> (

12 quired to be credited and flowed back to the customers of
i*h . 1

13 such pipe line .".

14 (b) The table of contents of the Natura l Gas Policy Act

15 of 1978 (15 U.S.C. 3301' note) is amended by inserting after
S

16 the item rela ting to section 316 the following:

"S**c. S17. Contrac-S Carrier Authorizulion.1',

17 T IT L E  V — R E P E A L OF C E R TA IN  RESTR IC T IO NS

18 ON N A T U R A L GAS AND PETRO LEUM  USE

19 AN D  PR IC IN G

20 R E P E A L  OF CER TA IN  SECT IO N S  O F  TH E  PO W E R PLA N T  AND

21 IN D U STR IA L  FU EL  U SE  ACT O F 107  8

22 S e c .  501. (a) The follow ing sections of the Powerplant

23 and Industria l Fuel Use Act of 1978 (42 U.S.C. 8301 et

24 seq.) are repealed:



1 (1) section 102 (a)(l6 ), (a)(18), (a)(l9), end (a)(29))

2 (42 U.S.C. 8302 (a)(l6). (a)(18), (a)(19), and (a)(29));

3 (2) sections 201 and 202 (42 U.S.C. 6311 and 8312);

4 (3) section 302 (42 U.S.C. S342);

5 (4) section 401 (42 U.S.C. 8371);

6 (5) section 402 (42 U.S.C. S372); and

7 (6) section 405 (42 U.S.C. 8375).

6 (b) The table of contents in section 101(b) of the Power'

9 plant end Industria l Fuel Use Act of 1978 (42 U.S.C.

10 8301(b)) is amended by strik ing the items relating to the sec-

11 tions repealed by subsection (a) of this section.
p *

12 CONFORMING AMENDMENTS

13 S e c .  502. (a) Section 102 of the Powerplant and Indus-

14 tria l Fuel Use Act of 1978 (42 U.S.C 8301) is amended by

15 strik ing "and major fuel-burning insta lla tions" and “ and
Vs

16 new " wherever these jdirases apperxr.

17 (b) Section 103 of the Powerplant and Industria l Fuel

18 Use A c t of 1978 (42 U.S.C. 8302) is amended—  .

19 (1) in subsection (a)(13)(B), by—

20 (A) striking clause (ii)(U I);

21 (B) striking “ ; o r”  at the end of clause

22 (ii)(H ), and inserting a period in its place; and

23 (C) inserting “ and" at the end of clause

24 (ii)(I);

2 9



1 (2) in subsection (a)(l5), by strik ing "o : major

2 fuel-burning insta lla tion”  and "o r new”  wherever these

3 phrases appear;

4 (3) in subsection (a)(20), by striking "o r major

5 fuel-burning installation” ;

6 '* (4) by redesignating subsections (a)(17), (a)(20),

7 (a)(21), (a)(22), (a)(23), (a)(24)f (a)(2o), (a)(26), (a)(27),

8 and (a)(28) as subsections (a)(l6), (a)(17), (a)(l8 ),

9 (a)(l9), (a)(20), (a)(21), (a)(22), (a)(23), (a)(24), and

10 (a)(25);

11 •' (5) in subsection (b), by strik ing "o r major fuel-

12 burning insta lla tion”  wherever this phrase appears;

13 (6) in subsection (b)(1)(D), by striking everything

14 after "syn the tic gas invo lved”  and inserting in its place

15 • a period; and £
s

16 • (7) by strik ing subsection (b)(3), and redesignating

17 subsection (b)(4) as subsection (b)(3).

18 (c) Section 104 of the Powerplani and Industria l Fuel

19 Use Act of 1978 (42 U.S.C. 8303) is amended *o read as

20 follows:

21 “ The provisions of this .Act shall apply in all the. States,

22 Puerto Pico, and the territories and possessions of the United

23 Stales,” .

24 (d) Section SOd of the Powerplant and Industria l Fuel

25 Use Act of 1978 (42 U.S.C . 8343) is amended—

30



2 tions”  wherever the phrases appear;

3 (2) by b ilk in g  "o r 302” wherever the phrase

4 appea r s ;

5 ’ (8) by  s t r ik ing  subsec t ion  (a)(3);

6 “ (4) by amending subsection (b)(1) tc read as

7 fo llows1

8 “ (1) The Secretary may prohibit, by rule, the use

9 of natural gas or petroleum under section 301(b) in ex-

10 i s t i ng  e lec tr ic  p ow e rp l a n t s .” ;

11 (5) in subsection (b)(3), by strik ing “ or major fuel-f , *

12 burning insta lla tion” ; and

I S  (6) by  am end in g  the l a s t  s en tence  of subsec t ion

14 (b)(3) to read as follows: “ Any such rules shall not

15 apply in the case ofr'any existing electric powerplant

16 w ith respect to which a comparable prohibition was

17 issued by order.” .

18 (e) Section 403 of the Powerplant and Industria l Fuel

19 Use A c t of 1978 (42 U.S.C. 8373) is amended by strik ing—

20 (1) in subsection (a)(1), “ major fuel-burning instal-

21 lation, or other un it”  and the comma immediately pre-

22 ceding this phrase and "insta lla tion, or un it”  and the

23 comma immediately preceding this phrase;

24 (2) in subsection (a)(2), "insta lla tion, or other

25 un it” - and the comma immediately preceding that.



1 phrase, and “ installation, or un it" and the comma im-

2 mediately preceding that phrase;

8 (3) in subsection (a)(2), the last sentence; and
»

4 (4) subsection (a)(3).

5 (0 Section 404 of the Powerplant and Industria l Fuel

6 Use A c t 'o f 1978 (42 U.S.C. 8374) is amended by strik ing—

32

7 (1) in subsection (c), “ new o r" in the phrase “ ap-

8 plicable to any new or existing electric powerp lant";

9 and

10 (2) subsection (g).

11 '(g) Section 701 of the Powerplant and Industria l Fuel

12' Use A c t of 1978 (42 U.S.C. 8411) is amended by strik ing—  

IS (I) in the last sentence of subsection (b), “ or in-

14 sta lla tion ";

15 (2} subsection fti);

16 (3) in the title of subsection (d), “a n d  e x e m p -

17 t i o n s " ;  • ‘

18 (4) in the first' sentence of subsection (d)(1), “ or

19 any petition for any order granting an exemption (or

20 pe rm it)" ;

21 (5) in subsection (d)(1)(B), “ or in the consideration

22 of such pe tition ” ;

23 (6) in subsection (0, "o r a petition for an exemp-

24 tion (or perm it) under this Ac t (other than under sec-

25 tion 402 or 404 ),"; and



33

1 (7) subsection (g).

2 (h) Section 702 of the Powerplant and Industria l Fuel

3 Use A c t of 197S (42 U.S.C. 8412) is amended by strik ing—

4 (1) in the title of subsection (a), “or  e x e m p -

5 t io n ’-’ ;

6 (2) in subsection (a), “ or granting an exemption

7 (or perm it)";

8 (3) subsection (b), and redesignating subsection (c)

9 as subsection (b);

10 (4) in the firs t sentence of subsection (b)(1) (as re-

11 designated), “ or by the denial of a petition for an order
p %

12 granting an exemption (or perm it) referred to in sub-

13 section (b),” ;

14 (5) in the firs t sentence of subsection (b)(1) (as re-

15 designated), “ such rule,' order, or denial is published
S

16 under subsection (a) or (b)" and inserting in its place

17 • “ such rule, or order is published under subsection (a)’ ’ ;

18 (6) in the firs t sentence of subsection (b)(2) (as re-

19 designated), “ the rule, order, or denial”  and inserting

20 in its place “ the rule or order";

21 (7) in the second sentence of subsection (b)(2) (as

22 redesignated), “ (or denial thereof)"; and

23 (8) in subsection (b)(3) (as redesignated), “ any

24 such rule, order, or denial" and inserting in its place

25 “ any such rule or order” .
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1 (i) Section 711 of the Powerplant and Industria l Fuel

2 Use A c t of 1978 (42 U.S .C . 8421) is amended by striking' in

3 the first sentence of subsection (a), "o r major fuel-burning

4 insta lla tion".

5 (j) Section 721 of the Powerplant and Industria l Fuel

6 Use A c t*o f 1978 (42 U.S.C. 8431) is amended by strik ing

7 subsection (c) and redesignating subsection (d) as subsection

8 (c).

9 (k) Section 723 of the Powerplant and Industria l Fuel

10 .Use A c t of 1978 (42 U.S .C . 8433) is amended by strik ing

11 subsection (b) and redesignating subsections (c) and (d) as
t • i

12 subsections (b) and (c).

13 0) Section 731 of the Powerplant and Industria l Fuel

14 Use Act of 1978 (42 U.S .C . 8441) is amended by s tr ik in g - -

15 • • (1) "o r major fuel-burning insta lla tion" wherever
S  •

16 the phrase appears; and

17 (2) " t it le  I I  o r" in subsections (a)(1) and (g)(3).

18 (m) Section 745 of the Powerplant and Industria l Fuel

19 Use Act of 1978 (42 U.S.C. 8455) is amended by strik ing in

20 the firs t sentence of subsection (a), "from new and existing

21 electric powerplants and major fuel-burning insta lla tions"

22 and inserting in its place "from existing electric power-

23 plants".

24 (n) Section 761 of the Powerplant and Industria l Fuel

25 I'sc Act oi 1978 (42 U.S.C. 84 *1) is amended by strik ing—
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o

I (1) in subsection (a), "any existing or new electric 

powerplant or major fuel-burning ins ta lla tion " ana in­

serting in its place "any existing electric powerplant"; 

and

. (2) in subsection (b)—

(A) "new o r" in the phrase " In  the case of
‘ •

any new or existing fa c ility ” ; and

(B) "except to the extent provided under sec­

tion 212(b) or section 312(b)”  and the comma im­

mediately preceding that phrase.

R E P E A L  O F  I N C R E M E N T A L  PRICING R E Q U I R E M E N T S  

Se c . 503. (a) Subject to subsections' (b) and (c) of this

13 section, title I I  of the Natura l Gas Policy A c t of .1978 (15

14 U.S.C . 3341-3348) is repealed, and the items relating to

15 title I I  are stricken from the. table of contents of tha t Act.
•r

16 (b) A rule promulgated by the Commission under title I I

17 of the Natura l Gas Policy A c t of 1978 shall continue in effect

18 only w ith respect to the flow-through of costs incurred before

19 the enactment of the Natura l Gas Consumer Regulatory

20 Reform Amendments of 1983, including any surcharges

21 based on such costs.

(c) The Commission may take appropriate action to im-
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