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The federal Bureau of Prisons entered 
into a nearly $12.5 million contract 
with Exelon subsidiary Constellation in 
January for a number of energy-efficiency 
projects at a medium-security jail in 
Beckley, West Virginia.

The contract, which paid for lighting 
retrofits and water-conservation mea-
sures, among other efficiency measures, 
will result in more than $21 million in 
energy savings, according to the Energy 
Department, which oversees the contract.

Last summer, Honeywell International 
and the Air Force entered into an $80.5 
million contract to pay for boiler and 
chiller-plant improvements and other 
efficiency controls at Tinker Air Force 
Base in Midwest City, Oklahoma. The 
contract is expected to result in nearly 
$174 million in energy cost savings.

Pace of energy-savings contracts raising concerns
These contracts are part of a program 

DOE launched in 1998. All told, there 
have been 281 contracts totaling $2.7 
billion. The Federal Energy Management 
Program estimates the agreements have 
resulted in $7.2 billion and 350 trillion 
BTU life-cycle energy savings.

But despite a commitment from the 
Obama administration to invest $2 bil-
lion in the program by the end of this 
year, and a recent commitment from 
Energy Secretary Ernest Moniz to meet 
that goal (IE, 27 May, 1), businesses are 
growing concerned that the administra-
tion will abandon it next year.

Among the concerns is that the 
administration’s relatively slow award of 
contracts could mean the program will 
fall by the wayside.

“The White House could decide, that 
(continued on page 10)

The Energy Department is likely to 
decide by the end of the year on more 
applications to export liquefied natural 
gas, Energy Secretary Ernest Moniz indi-
cated last week.

In his first appearance before the 
House Energy and Commerce Committee, 
Moniz said since taking office three weeks 
ago he has been “reviewing fastidiously” 
the DOE process to approve or deny 
applications to ship LNG to countries 
that do not have free-trade agreements 
with the US.

“I expect that we will have substantial 
progress this year,” Moniz told reporters 
following the hearing.

While Moniz said he did not intend 
to alter DOE’s LNG-export review process 
or the order in which applications would 
be considered, he added he planned 

Moniz hints more LnG-export decisions by year’s end
to decide on the pending applications 
“expeditiously.”

When pressed by Representative 
Joe Barton, a Texas Republican, for a 
timeframe for the decisions, Moniz said 
DOE would “absolutely” rule on at least 
some of the applications before the end 
of 2013.

Moniz said he will meet soon with 
officials of the Energy Information 
Administration, DOE’s statistical arm, on 
a review of the potential impact of addi-
tional approvals of LNG export applica-
tions (related story in this issue).

But he said DOE was being very cau-
tious on future decisions because they 
will likely be subject to court challenges.

“We have to do it right,” Moniz said.
The secretary told reporters later that 

his own broad overview of LNG-export 
(continued on page 2)
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impacts is nearly complete, and he indicated he was unlikely to 
request more study.

“I think it’s been a pretty robust process,” he said. “I think 
we’re getting pretty close to the end of this evaluation.”

On May 17, just before Moniz was sworn in as secretary, 
DOE granted conditional approval to Freeport LNG to export 
up to 1.4 Bcf/d over 20 years from its facility on Quintana 
Island, Texas. It was the first approval by DOE to export LNG 
to non-FTA countries since 2011, when the agency approved 
an application to ship LNG from Cheniere Energy’s Sabine Pass 
Liquefaction project in Louisiana.

Under current law, DOE is required to quickly approve 
applications to export LNG to FTA countries, but the agency 
can deny or restrict proposed exports to non-FTA nations 
if they are deemed not to be in the US’s interest. Non-FTA 
countries include some of the world’s largest LNG importers, 
including Japan.

During the hearing, Republicans cautioned Moniz to take a 
balanced approach to energy production, something they sug-
gested was not typical of the last energy secretary, Steven Chu.

“We certainly don’t need a secretary who treats conven-
tional energy and renewable energy as an either/or propo-
sition where the federal government actively discourages 
conventional energy in order to create an artificial market 
for renewable energy,” said Representative Ed Whitfield, a 
Kentucky Republican and chairman of the subcommittee on 
Energy and Power.

Among other topics at the hearing, Moniz faced questions 
on climate change, energy storage, hydraulic fracturing, and the 
Obama administration’s recent waivers of the Jones Act, a fed-
eral law requiring that vessels moving goods between American 
ports be US-owned and flagged.

Representative Kathy Castor, a Florida Democrat, said these 
waivers were costing US jobs.

As he did in response to a number of inquiries, Moniz said 

he was not yet fully acquainted with issues related to Jones Act 
waivers, but assured Castor that he would look into the matter.

“We clearly will follow the law,” he said.
On hydraulic fracturing, a controversial process used to 

extract oil and natural gas from shale, he provided a little more 
insight. He said environmental concerns arising from the pro-
cedure typically involve management of drilling and not the 
technology itself. He cited poor well location and cement work 
as typical culprits.

“All of the environmental issues that have arisen are man-
ageable,” he said.

Moniz also seemed to relish debates with Republican mem-
bers of the committee, some of whom have become the most 
vocal climate-change skeptics in Congress.

After the hearing, Moniz told reporters that he did not 
mind these questions, saying the debate was important. But 
Representative Henry Waxman, a California Democrat and a 
leading House proponent of efforts to combat climate change, 
warned Moniz that he would soon become frustrated by this 
Republican skepticism of science.

“Your job would be a lot easier with support from Congress, 
but don’t count on it,” Waxman said. “This committee — and 
the Republican-controlled House — has become one of the last 
remaining refuges of the flat-earth society.”

— Brian Scheid
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despite coming crude glut, eIa chief 
says us won’t be major crude exporter

The head of the US Energy Information Administration said 
he does not expect the country to become an oil exporter out-
side of to Canada and Mexico anytime soon, even as two promi-
nent energy analysts warned that the Gulf Coast would soon be 
faced with a glut of light sweet crude from the shale boom.

Beyond the political thorniness involved with get-
ting Congress to reverse a 1979 ban on crude exports, EIA 
Administrator Adam Sieminski said on Wednesday that the US 
market may yet be able to absorb the additional production of 
light sweet crude from its shale plays.

“I don’t think [US crude exports are] going to happen in the 
near term,” he said, at a forum on US tight oil hosted by the 
Bipartisan Policy Center in Washington.

The Export Administration Act of 1979 banned the export 
of US crude, except to Canada and Mexico but, with domestic 
production soaring due in large part to shale development, free 
market advocates and many in the oil industry have begun call-
ing for the US to consider selling its oil abroad.

Robin West, chairman of energy consulting firm PFC Energy 
and a former assistant Interior Department secretary in the Reagan 
administration, said the US could be facing an oversupply of light 
sweet crudes in as little as 18 months, with potentially detrimental 
impacts to US consumers if exports are not allowed.

Such a glut would cause prices to plunge, which may be 
beneficial to consumers in the short term, but would cause 
upstream exploration to halt and production to be shut in, he 
said during a panel discussion with Sieminski.

“If we don’t allow exports, the North American boom is not 
sustainable and the geopolitical impacts will be enormous on 
the US,” West said. “We are about one and a half years away 
from absorbing all the additional supply. Unless there is the 
ability to export, the probability is pretty high there’s going to 
be a surplus of light sweet crude. It’s going to impact upstream 
production, onshore as well as offshore.”

He said that given all the controversy about the US allowing 
expanded LNG exports, he is surprised there is comparatively 
little discussion about crude exports.

“I think that’s far more significant than LNG,” West said.
On an earlier panel, Edward Morse, Citibank’s global head 

of commodities research, essentially echoed those views, saying 
that in 12 to 15 months, takeaway capacity in the mid-conti-
nent will exceed production, moving light sweet crudes to the 
Gulf Coast, where they may have trouble finding customers in 
the US.

Meanwhile, he noted, demand for light sweet crude is grow-
ing in northwest Europe, which could be an attractive export 
market, if the 1979 ban is reversed.

“The crude export issue will be on us for a while,” said 

Morse, who served as assistant secretary of State for internation-
al energy policy during the Carter and Reagan administrations.

But Sieminski said if light sweet crude prices were to drop due 
to oversupply, refineries might be prompted to reconfigure their 
infrastructure to process that crude. Many Gulf Coast refiner-
ies have in recent years invested in equipment to process heavy 
crudes, and Sieminski acknowledged they would have a big 
expense to swallow if they were to switch to using lighter crudes.

“I’m not saying it would necessarily be the most efficient 
path, but I’m saying it could happen,” he said. “There is a dis-
count of the light sweet crudes in the mid-continent to other 
available light sweet crudes. It provides an incentive for refiners 
to run that.”

He said the EIA did run an analysis in its 2013 Annual 
Energy Outlook in which it envisioned a scenario where high 
levels of crude production combined with lower domestic con-
sumption due to auto efficiency rules and the substitution of 
natural gas for liquid fuels. In that case, the US could be a net 
exporter of liquid fuels by 2030, the report said.

Changing the 1979 law to allow crude exports could be tricky 
in Congress, where significant opposition to LNG exports exists 
over concerns that it could cause domestic gas prices to rise.

Sieminski said that one way companies could get around 
the export ban would be to set up swaps with other countries. 
For example, Bakken light sweet crude could be swapped with 
another country’s heavier crudes, if that country’s refineries are 
optimized to run the lighter crude, he said.

But the rules for such swaps, administered by the 
Department of Commerce, require getting an equal or greater 
volume of oil, which could prove problematic, he said. Bakken 
crude is priced below heavier crude, so an equal value swap 
would result in the US receiving a lesser volume of oil.

“You’d have to find a way to work around that,” 
Sieminski said.

— Herman Wang

storms could thwart 19 million barrels 
of oil production this year, eIa says

The US Energy Information Administration said Tuesday 
that this year’s hurricane season could result in a Gulf of 
Mexico production disruption of 19.3 million barrels of crude 
and 46.4 Bcf of natural gas.

The median estimate is based on a prediction from 
the National Oceanic and Atmospheric Association’s 2013 
Atlantic Hurricane Season Outlook. But the EIA, the statisti-
cal arm of the Department of Energy, acknowledged that the 
forecast is highly uncertain.

“There is an equal chance that actual disruptions to produc-
tion will prove to be higher or lower than these estimates,” the 
EIA said in a supplement to its June Short-Term Energy Outlook. 
“The mean estimates of disrupted volumes, 25.7 bbl for oil and 
64.0 Bcf for natural gas, take into account the relatively small 



InsIde energy

4 Copyright © 2013 McGraw Hill Financial

June 17, 2013

probabilities of large disruptions.”
NOAA predicted that the Atlantic Basin likely will experi-

ence above-normal tropical weather during the 2013 hurricane 
season. NOAA estimated a 70% probability that 13 to 20 named 
storms will form within the Atlantic Basin over the next 6 
months, including 7 to 11 hurricanes, of which 3 to 6 will be 
intense, the EIA said.

EIA’s analysis shows a 58% probability of production shut-in 
volumes equal to or larger than those experienced during 2012’s 
hurricane season—14.3 million barrels of crude and 32.1 Bcf of 
natural gas.

The actual impact of the disruptions could also be lessened 
by the ongoing shift of gas and crude production onshore, the 
EIA said.

“With the rapid growth in oil and natural gas production 
from onshore shale formations and other tight resources over 
the past several years, the share of total US oil and natural gas 
production originating in the Gulf of Mexico has declined,” the 
EIA said.

The EIA lowered its US crude production forecast for 2013, 
saying output would average 7.29 million b/d, a 1.7% decrease 
from the May forecast.

While crude production is expected to rise to an average of 
8.09 million b/d in 2014, the forecast is 1.1% lower than con-
tained in the May STEO.

“North America accounts for most of the expected growth in 
non-OPEC crude oil production over the next two years because 
of continued higher output from US tight oil formations in 
North Dakota and Texas and from Canadian oil sands,” the EIA 
said. “This supply boost will contribute to lower crude oil spot 
prices this year and next year, compared with 2012 levels.”

The EIA revised its outlook for Gulf of Mexico production, 
lowering its production estimates by 160,000 b/d in May and 
270,000 b/d in June because of maintenance at a BP natural gas 
processing plant and an offshore platform.

“Additional shut-in oil production will occur in June as Shell 
installs a new platform as part of the Mars B project, slated to 
begin producing during 2015,” the EIA said.

The EIA also lowered its forecasts for WTI and Brent crude 
prices in 2013 and 2014.

The EIA said WTI in 2013 should average $93.25/b, a 0.1% 
decrease from the forecast in the May STEO.

WTI is expected to fall to $91.96/b in 2014, the EIA said, 
dropping its estimate by 0.3% from May.

Brent crude prices are expected to average $105/b in 2013 
and $100/b in 2014, “reflecting the increasing supply of liquid 
fuels from non-OPEC countries.”

US gasoline prices are expected to trend lower in the second 
half of the year after price hikes earlier caused by regional refin-
ery outages, the EIA said.

“EIA forecasts an 18 cent/gal decline in the average monthly 
retail gasoline price between May and September, when the pro-
jected national average price is $3.43/gal,” the EIA said.

“The largest price drops are expected in the Midwest states 
as refineries serving that region, which had been hit by planned 
and unplanned maintenance, return to operation. EIA’s pro-
jected gasoline price for the entire summer is 16 cents less than 
last summer.”

— Gary Gentile

even if approved, Keystone XL pipeline 
faces stiff competition, analyst says

The Obama administration’s long-awaited decision on 
whether to greenlight the Keystone XL pipeline may not turn 
out to be the decisive factor in whether the project is built, 
according to an industry analyst.

Katherine Spector, CIBC’s head of commodities strategy, said 
Wednesday that market forces and company investments in rail 
infrastructure could conspire to shelve the Keystone pipeline, 
even if it is ultimately approved by the White House.

Alberta’s heavy crude is trading at a massive discount to 
global benchmark Brent—up to $30/barrel in recent weeks—due 
to transport bottlenecks. In the absence of Keystone, market 
players are seeking ways to make that oil available to take 
advantage of the price arbitrage, Spector said on the sidelines 
of a forum on the US tight oil boom hosted by the Bipartisan 
Policy Center in Washington.

“It’s a question of timeline. The market is constantly look-
ing for ways to take advantage of significant price differentials,” 
Spector said. “The question is does [the permitting and con-
struction of Keystone] take so long that perhaps other options 
become economic? This is a marketplace where we see a tre-
mendous rate of change, and [the permitting process] is one 
part of it that is moving quite slowly.”

The White House is still deciding whether the pipeline is in 
the national interest, amid protests from environmentalists who 
say the TransCanada project could endanger water supplies and 
lead to greater development of Canada’s tar sands, which they 
believe would be harmful to the environment.

Proponents of the pipeline have maintained that the tar 
sands crude will be developed regardless of whether it is built, 
and Keystone, which would take crude across the border to the 
Gulf Coast, would ensure that the US enjoys the economic ben-
efits of that oil.

Spector said that Alberta’s crude could come to market 
through different pipeline projects, such as Enbridge’s pro-
posed reversal of its Line 9 pipeline to carry crude eastward to 
Montreal, or a possible conversion of half of TransCanada’s 
Mainline gas capacity to oil.

However, she said a much-discussed westward pipeline to 
the British Columbia coast is unlikely, due to opposition from 
environmentalists and First Nations groups, as well as inter-
provincial politics. The BC government last month announced 
its official opposition to Enbridge’s Northern Gateway pipeline, 
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which would carry crude from Edmonton, Alberta, to a terminal 
in Kitimat, BC.

“The feedback I get in Alberta is that I shouldn’t hold my 
breath,” Spector said. “The politics make it very difficult.”

Beyond pipelines, producers are increasingly looking to rail 
shipments to get crude to market, she said and, in many cases, 
they are seeing rail as a better long-term option than pipelines 
because of optionality of time and volume.

She noted that several pipeline projects have been recently 
canceled due to a lack of shipper commitments.

“I think rail is part of that,” she said. “It has to do with how 
much value the companies derive from the optionality of rail 
as opposed to pipeline—the location aspects, the tenor of their 
commitment, their ability to add 20,000 barrels on a whim. It’s 
not necessarily a barrel to barrel [comparison with pipelines] in 
terms of transport.”

Speaking on a panel, Deutsche Bank managing director Paul 
Sankey echoed those sentiments, saying that environmental 
concerns may further derail future pipeline projects, citing 
Enbridge’s 2010 pipeline spill in Michigan and ExxonMobil’s 
Pegasus spill this past March in Arkansas.

He had previously projected that new pipelines would leave 
rail cars stranded.

“I no longer have that view,” he said. “[Environmental 
opposition to pipelines] could be a factor in the upsetting of 
this trend.”

— Herman Wang

new eeI chief says more LnG exports 
won’t hurt us gas-fired power sector

The new chairman of the Edison Electric Institute on 
Tuesday downplayed concerns that the export of liquefied natu-
ral gas from US shores will have a detrimental impact on the 
power-generation sector.

“I think LNG will become part of the mix, but I’m not ter-
ribly concerned what it’s going to do to natural gas pricing,” 
NV Energy’s Michael Yackira said during a press conference late 
Tuesday. Yackira was appointed EEI chairman during the utility 
trade group’s annual convention in San Francisco this week.

While some lawmakers and industrial end-users heavily reli-
ant on gas for feedstock have expressed concerns that a ramp-up 
in LNG exports could drive up domestic gas prices, Yackira said 
conversations he has had with gas producers “allow us to under-
stand that there’s a lot still behind pipe, and very little upward 
movement in price would produce a lot more natural gas.”

“I think we all believe that working in concert with our reg-
ulators to keep a balanced portfolio is the way to ensure that we 
do have not one dominant fuel, but a series of fuels that allows 
us to assure that our customers are getting reasonable prices,” 
he added.

But Southern Company CEO Tom Fanning, at the same 
press conference, was more circumspect on what impact LNG 

could have. “The fact is that no one knows what’s going to hap-
pen with natural gas prices, because a lot of the unknowable in 
that is what happens in these foreign countries that import it — 
what technology choices, what fuel choices will they make. So 
it’s really hard to say.”

The Department of Energy must quickly approve LNG 
export applications to countries with which the US has a free 
trade agreement.

The department is required to evaluate whether exporting 
LNG to non-FTA countries — which include some of the world’s 
biggest LNG consumers, including Japan — is in the public 
interest, then permit projects that pass that test.

DOE has issued two such permits to date — Cheniere 
Energy’s Sabine Pass facility in Louisiana and the Freeport LNG 
terminal in Texas.

More than a dozen permit applications remain pending at 
DOE, including Dominion’s Cove Point facility in Maryland. On 
an earlier panel at the convention, Dominion CEO Tom Farrell 
downplayed expectations that all of these facilities will be built, 
comparing the situation to the early 2000s when a host of import 
terminal projects were announced but few came to fruition.

“The same thing, in my opinion, is going to happen. All 
these people say they’re going to do it, but the market’s not 
there for it,” he said.

Farrell said he is confident that DOE will issue more permits 
for non-FTA exports beyond Sabine Pass and Freeport, putting 
the number at “another four, five, six – maybe more than that. 
Probably not a whole lot more than that.”

Noting that Cove Point already has a pier, dedicated pipe-
line to the facility and agreements to ship the fuel abroad, he 
said that “hopefully ours will be permitted in the next few 
months, certainly by the end of the year.”

— Bobby McMahon

Chevron CeO says infrastructure needed 
to tap world’s abundant shale plays

Global shale oil and gas resources are indeed abundant, 
Chevron CEO John Watson said Tuesday, confirming a recently 
released assessment by the US Energy Information Administration, 
but it could take several years—perhaps a decade or more—before 
many of those deposits can be developed.

The EIA’s Monday report found that the world contains 345 
billion barrels of oil and 7,299 Tcf of gas in technically recover-
able, unproven shale resources that could be exploited using 
current technology.

Speaking at the Center for Strategic and International 
Studies, Watson said many of those shale plays are in areas that 
have not been studied, such as central Europe, where little to no 
drilling has occurred.

“There’s some shales we know a lot about, like in the United 
States and Western Canada, because we’ve had conventional 
operations in the same area,” Watson said. “We know the qual-
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ity of the shale, the organic content, the porosity and so on. But 
if you look at shales around the world, there’s little to no infra-
structure, no drilling. All we know is that there are big blocks of 
shale. A lot of evaluation will be needed.”

Watson later told reporters that he does not, for example, 
expect Chevron’s shale gas exploration program in Poland to 
bear fruit until “early next decade” if successful. Chevron holds 
four shale concessions in southeast Poland, representing the 
company’s first shale gas activities in Europe.

“It’ll take time to asses what’s there, to drill wells, to pro-
duce from those shales, see how productive they can be, and 
then put in place infrastructure and a drilling program to logi-
cally and methodically develop that resource over time,” he 
said. “There’s still a lot of work ahead.”

Watson said Chevron is investing heavily in gas, and expects 
that by 2025, gas will make up 40% of its portfolio, up from 
30% currently.

“We’ll be gassier, if you will, because of the LNG projects,” 
he said. “We’ll have more projects with a longer life to them, 
[since] LNG projects tend to go on for a long time.”

The company said earlier this year that it was on track to 
meet its 2017 oil and gas output target of 3.3 million boe/d.

While oil production from US shale plays is about 2 million 
b/d and is projected to increase to 4 million b/d over the next 
decade, Watson said the global market can absorb that addition-
al supply, given daily demand of about 86 million b/d.

Either global demand for oil will increase, or the additional 
shale production will replace declining conventional produc-
tion, or prices will slump amid declining demand to make shale 
production uneconomic, he said.

“The market tends to be self-correcting,” Watson said. “We 
don’t think there’s as much surplus capacity in the world as has 
been talked about. The only surplus capacity is in Saudi Arabia.”

Beyond shale, he said Chevron sees plentiful opportunities 
for oil and gas development worldwide, dismissing any notions 
of peak oil.

He added that Chevron has been invited to explore proj-
ects in 10 countries over the last few years, due to its experi-
ence and technology.

“We have never had a longer queue of opportunity—shale, 
deepwater, arctic, conventional, sour gas, heavy oil,” Watson 
said. “You have to have a lot of things in place, the right com-
mercial terms, the right physical security environment. We 
consider all of those when thinking about where we want to 
operate. In some cases you have low geologic risk and higher 
political risk, but we’ve been good at developing relationships.”

Those relationships include assuaging concerns over safety 
and environmental stewardship, he said, citing the 2010 spill 
from BP’s Macondo well in the Gulf of Mexico as “the turning 
point” in the industry’s public image.

He touted his company’s partnership with environ-
mental groups to establish the Center for Sustainable Shale 
Development, which has drafted 15 performance standards and 
an independent certification process for companies fracking in 

the US’ Marcellus Shale.
“I don’t believe any company would be certified today, but 

we’re moving towards those standards,” Watson said, adding 
that Chevron is engaged in similar outreach efforts in central 
Europe.

As for biofuels, Watson criticized the US Environmental 
Protection Agency’s administration of the Renewable Fuel 
Standard, which requires increasing amounts of ethanol to be 
blended into gasoline supplies.

He said the RFS could lead to the US exporting more gaso-
line, as refiners seek markets for fuel that could not be sold due 
to the “blend wall” being reached.

— Herman Wang

due to global competition, us must act 
quickly on LnG exports, exxonMobil says

The longer the Obama administration delays on approving 
expanded LNG exports, the likelier US gas producers could lose 
out to global competitors, as new reserves are being developed 
in places like Mozambique and Australia, said ExxonMobil CEO 
Rex Tillerson on Thursday.

“This is a very competitive marketplace,” Tillerson said at an 
event on Asian energy security hosted by The Asia Society. “It’s 
not like people are just going to stand at our door like panting 
dogs waiting for us to give [gas] to them.”

The Obama administration has been hesitant to approve 
widescale exports of LNG to countries that do not have free-
trade agreements with the US, saying it wants to study the 
potential impact on domestic consumers. Such exports are 
required by law to be approved by the Department of Energy.

Opponents to greater exports say prices could rise domesti-
cally and harm the US economy, while proponents, including 
Tillerson, say the exports would lead to greater jobs in the US.

“By exporting natural gas, which is currently restricted, the 
US could shore up the energy security of Asian allies and stimu-
late investment in domestic US production,” he said.

ExxonMobil earlier this year announced a partnership with 
Golden Pass Products and Qatar Petroleum International for a 
$10 billion project to export LNG from the Sabine Pass terminal 
in Texas.

Tillerson said ExxonMobil projects that Asia’s economy 
will triple by 2040, with energy demand growing by 60%. That 
makes Asia a particularly attractive potential LNG market.

Japan, in particular, which imports the most LNG in the 
world and does not have a FTA with the US, has urged the 
Obama administration to approve exports.

Tillerson said he met earlier in the week with Energy 
Secretary Ernest Moniz over the issue. Moniz told a House 
committee earlier Thursday that DOE would rule on at least 
some of its approximately 20 pending LNG export applications 
before the end of the year.

Tillerson said with LNG projects being extremely expensive 
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and time-consuming, he wants greater assurances from DOE 
that those export permits will be approved soon.

“It takes millions of dollars a day to try and develop a market,” 
he said. “I don’t want to start all this process if you tell me it’ll be 
five years” before the Sabine Pass LNG export permit is approved.

Meanwhile, Carlos Pascual, the State Department’s special 
envoy and coordinator for international energy affairs, said the US 
is working with Japan on improving its limited gas infrastructure.

He noted that Japan has few storage facilities and little 
pipeline capacity, meaning its gas-fired power plants have little 
flexibility in hedging and trading and are vulnerable to supply 
crunches and price shocks.

“We’re working with them on regasification and pipelines, 
to develop a deeper market, so that both consumers and suppli-
ers can benefit from that competition and have assurances of 
greater stability in the market,” Pascual said.

— Herman Wang

eLeCtRIC POweR

utility CeOs say some market structures 
do not encourage planning, investment

Utility CEOs are raising concerns that some market struc-
tures do not encourage long-term planning and investment, 
which could create resource adequacy challenges and stymie 
hopes for building large coal or nuclear plants.

Speaking at the annual convention of the Edison Electric 
Institute on Tuesday in San Francisco, utility executives argued 
in particular that the lack of an effective capacity market in the 
Midcontinent Independent System Operator and flaws in PJM 
Interconnection’s capacity auction may not provide proper sig-
nals to support long-term investment in generation or produce 
a balanced portfolio of generation assets.

At the same time, executives on the panel disagreed over 
whether traditionally regulated markets would provide better 
signals.

The comments come as PJM last month announced the 
results of its capacity auction for delivery year 2016/2017, 
which showed sharp decreases in clearing prices for most of its 
area and a roughly 90% increase in imports from the previous 
year. Of the 7,483 MW of imports that cleared, roughly 4,723 
MW of those came from MISO.

In a May 28 research note, Macquarie said that “the addi-
tional capacity seems to have come from MISO reflecting weak 
expectations for future MISO capacity prices from regional 
power generators.” And UBS analyst Julien Dumoulin-Smith in 
a May 28 note said with the “realization that pricing’s not going 
to improve in MISO or any adjacent market,” generators may 
see PJM’s capacity market as their best alternative.

While MISO has a capacity auction for the upcoming year, 
it does not hold a three-year forward capacity auction and has 

provided much lower capacity payments than PJM.
Speaking of the recent PJM capacity auction, Exelon 

President and CEO Chris Crane said that the roughly 7,500 MW 
imported into PJM in the auction is good for the independent 
system operator and customers in the region, “but it’s not good 
for the long-term reliability” and investment in the region.

Citing concerns about the capacity market in MISO, he 
noted that a good part of the imports to PJM came from MISO 
even as there are resource adequacy concerns for MISO in the 
coming years, adding there are “unintended consequences” for 
an ISO not having an effective capacity market and having that 
power shipped into a better designed market.

Southern President and CEO Tom Fanning raised similar 
concerns, saying that while PJM customers received benefits 
in the near term, “those kind of signals imperil the long-term 
portfolio that will serve those markets for decades to come. So it 
may be of instant gratification in those markets, but it doesn’t 
send the right long-term signals and doesn’t benefit those cus-
tomers in the long term.”

More broadly, Fanning said that there are no price signals in 
these markets that are long enough to support long-term assets, 
arguing that price signals are not sufficient to support nuclear 
power even though it should be a national priority.

Similarly, Dominion President and CEO Tom Farrell said 
that the idea of building a nuclear plant in a deregulated market 
“is dead,” and at the same time argued that the lack of an effec-
tive capacity market in MISO partly led to the utility closing 
its Kewaunee nuclear power station, which shuttered May 7, 
according to the utility.

Farrell criticized MISO’s market structure for not having an 
effective capacity market to underpin an asset like Kewaunee. 
He said that while the plant had only recently had its license 
renewed, could last for decades and produced carbon-free 
power, the utility was forced to close the plant “because of these 
flaws in this market structure.”

With respect to PJM’s market, Farrell also said that “at some 
point, you’re going to end up with not enough power, and 
you’re not going to be able to make it up quickly.”

And while Farrell did say that capacity signals are better in ISO 
New England than in MISO, both he and Fanning praised tradi-
tionally regulated states for their ability to allow for and encourage 
long-term planning. Farrell said that the utility files an integrated 
resource plan that is open to public input and works with regula-
tors that are looking to protect the public good.

Looking out 10 or 20 years, Farrell said that if current 
dynamics hold true, “you can see a balkanization in energy 
costs between the regulated states that have structures in place 
that allow long-term thinking, encourage long-term thinking, 
encourage broad portfolios, rather than people making capital 
investments in short-term markets which is what these deregu-
lated markets have become. They’re all going to go to gas.”

Farrell, though, noted the challenge of offering predictions 
for the electric sector.

Fanning also praised the long-term planning allowed when 
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working with state regulators in regulated states, saying “we 
always don’t chase the next marginal investment. We plan for 
the right portfolio.”

But Crane said either markets or traditionally regulated util-
ity designs can work, arguing that regulated markets can work 
as long as regulators and elected officials do not attempt to 
manipulate the market “from a populist perspective.” In that 
case, officials would hold rates down, which could lead to the 
utility under-earning on its assets and reliability issues within 
the next decade.

“It’s all in the design of the market and the rigor and dis-
cipline. It’s the same with allowing subsidized generation into 
a competitive market. If a politician wants to get jobs in their 
area and they falsely subsidize or subsidize even a conventional 
source of generation, it is going to have market consequences,” 
Crane said.

Crane went on to say that a key reason why there is no 
large-scale development in the deregulated markets is because 
there is no demand, and that what is needed is to allow that to 
shake out and as such stimulate construction.

Representatives for PJM and MISO did not respond to 
requests for comment by press time.

— Bobby McMahon

CLIMate ChanGe

states, greens may soon sue ePa  
for failing to finalize GhG regs

It appears that a host of states and environmental groups 
are gearing up to sue the Obama administration for missing a 
legally binding deadline to finalize the first-ever greenhouse-gas 
standards for new electricity generating units.

And if the states and green groups do sue — which is not 
a sure thing as this point — a federal court could order the 
Environmental Protection Agency to issue the first-ever power 
sector GHG standards by a date certain.

The first such lawsuit could be filed as early as Monday 
(June 17). That date is important because under federal law, 
states and advocacy groups that intend to sue government 
agencies such as EPA must give those entities a written, 60-day 
notice of their intentions.

Three influential environmental groups — Natural Resources 
Defense Council, Sierra Club and Environmental Defense Fund 
— sent EPA a 60-day letter on the power-plant GHG standards on 
April 15, meaning they could file suit as early as Monday. A group 
of 10 states, led by New York, sent EPA a similar letter on April 22, 
meaning their 60-day clock will expire seven days later.

To be sure, none of the states or environmental groups con-
tacted by Platts in the last few days said definitively that they 
intend to sue EPA over the power sector carbon standards as 
soon as their 60-day waiting period runs out. But several attor-

neys for states and groups urged Platts to inquire again early 
next week, after the first 60-day clock expires.

“I’d also be delighted to talk Monday,” said Megan Ceronsky, a 
Washington-based attorney with Environmental Defense Fund.

Another clue that the advocacy groups and states are likely to 
sue EPA for failing to finalize the power sector GHG standards was 
offered by an assistant attorney general for one of the 10 states. 
That official, who spoke on the condition of anonymity because 
she is not authorized to talk to the press, said EPA has not been in 
contact with her office in the last 60 days to negotiate a new time-
table for the regulations. That is telling, because the two-month 
waiting period is designed to give the parties a chance to settle 
their differences out of court, among other things.

EPA was supposed to finalize its GHG regulations for new 
power plants by April 13, one year after proposing them in draft 
form. But the agency failed to do so, with Bob Perciasepe, the 
agency’s acting administrator, saying publically that EPA needed 
more time to digest the more than 2 million public comments 
that it received on the draft standards.

But numerous Washington attorneys and policymakers who 
are familiar with the process have told Platts that the real reason 
that EPA missed its April 13 deadline is that the agency feels it 
needs more time to ensure that its regulations can withstand 
inevitable legal challenges from the coal-fired power sector. 
Another reason the standards are late is that EPA doesn’t want 
to finalize them while Senate Republicans are blocking the nom-
ination of Gina McCarthy, whom President Barack Obama has 
nominated to head the agency, according to informed sources.

In interviews with Platts, attorneys for the pro-GHG-regula-
tion states and environmental groups have acknowledged the 
legal and political difficulties that EPA faces in finalizing the 
standards. Nevertheless, these attorneys say they may need to 
sue EPA anyway to ensure that the agency gets going on the 
regulations. If they do file suit in the coming days or weeks, a 
federal court could order EPA to come up with a new timetable 
for issuing the standards.

As proposed, EPA’s regulations would require new power 
plants to emit no more than 1,000 pounds of carbon dioxide 
for every megawatt-hour of electricity that they generate. That 
standard, if finalized, would effectively rule out the construction 
of new coal-fired power plants that lack some type of carbon-
capture technology, as even the most advanced coal plants cur-
rently emits upwards of 1,500 pounds of CO2 per MWh.

— Brian Hansen

Former Obama adviser says energy policy 
can balance production, climate issues

Current US energy policy is being driven by extreme ideo-
logues, pitting fossil-fuel interests against environmentalists in 
a political battle that often ends in a stalemate, according to a 
former White House official.

Jason Bordoff, who previously advised President Barack 
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Obama and the National Security Council on energy and 
climate-change issues, said in an interview that both of those 
stakeholder groups frequently employ rhetoric that is extremist 
and “simplistic.”

“Some people say climate change is the only thing we 
should worry about [and that] renewables are the entire answer, 
and other people say ‘I don’t care about climate change; it’s all 
about fossil fuels.’ The truth is, I think we can do both.”

Bordoff, who is now the director of Columbia University’s 
Center on Global Energy Policy, said energy policy can and 
should be more nuanced. Climate change challenges can be 
addressed, he said, while oil and natural gas production is 
ramped up. Federal permitting for pipelines and other infra-
structure projects can be streamlined without weakening 
environmental reviews, he said. And carbon pollution can be 
reduced even without a cap-and-trade scheme or carbon tax in 
place, he said.

“I believe that we need to move quickly to take meaning-
ful action to avoid the worst impacts of climate change, but I 
don’t think that inconsistent with continuing to rely on oil and 
gas to help power a major part of our economy for decades to 
come,” Bordoff said. “We’re trying to achieve multiple objects: 
one is climate change, the other is economic growth, another 
is improving national security. You need to balance all those 
things, and when you do, it’s in our national interest to pro-
duce energy at home than import it.”

In a recent report, Bordoff argues that new infrastructure is 
needed to better facilitate the shift in oil and gas production 
from Gulf of Mexico to North Dakota and the midcontinent. 
He said this infrastructure could be built in a way that mitigates 
environmental risks, but also meets the needs of the oil and gas 
industry. This, he writes, could be “an essential part of a com-
promise that seeks to advance domestic supply increases while 
taking meaningful action to address climate change.”

But the interplay between ramped up domestic produc-
tion and efforts to combat climate change are complicated, he 
pointed out. Increased shale production drives down oil prices, 
increasing consumption and emissions, but it also leads to 
cheap natural gas which displaces coal, he writes.

Bordoff suggests that the best way to fight climate change 
is by putting a price on carbon, but with a carbon tax and cap-
and-trade scheme currently politically untenable, using the 
Clean Air Act’s authorities, such as greenhouse gas regulations 
on power plants, seem to be the best option.

“There are a number of steps that get you there, and maybe 
they’re second best instead of first best, but the cost of those 
policies is still far less than the cost of inaction,” Bordoff said.

In his report, Bordoff outlined a number of policy changes 
aimed at enhancing domestic energy abundance “in the safest 
and most economical manner.”

This includes increased exports, curbing flaring, streamlining 
federal permitting for pipelines, reforming the Jones Act to move 
more petroleum products between US ports and taking up a federal 
rail safety study with more crude oil being transported now.

“The energy grand bargain we need is simple: Government 
must take steps to help the oil and gas industry develop 
America’s newfound abundance even more quickly — on per-
mitting, exports, the Jones Act, clear and sensible fracking safety 
regulations, and other issues — while industry works with gov-
ernment on longer-term actions to meaningfully reduce carbon 
emissions,” Bordoff wrote.

— Brian Scheid

RenewabLe eneRGy

Push to add more renewables won’t be 
thwarted by cheap gas, officials say

The oil, natural gas and coal industries have long wielded 
great influence in official Washington, but there were signs 
Wednesday that the renewable electricity and fuels sectors 
are making rapid and significant inroads in terms of getting 
lawmakers to take their contributions to the energy markets 
more seriously.

Numerous lawmakers from both sides of the political aisle 
either attended or participated in a major clean-energy forum on 
Capitol Hill, mingling with officials from more than 50 leading 
clean-tech companies and trade groups that came to Washington 
to tout their capabilities and to push for more favorable policies.

The Obama administration was also well-represented at 
the forum, with David Danielson, the Energy Department’s 
assistant secretary for energy efficiency and renewable energy, 
telling the crowd that “clean energy is ready to launch.”

Danielson said the clean-tech sector is making great 
strides in the area of renewable electricity, noting that 
more than 13,000 megawatts of wind-generated power was 
installed last year, making wind the US’ No. 1 source of new 
generating capacity.

Danielson said other types of renewable power are also 
flourishing and are becoming cost-competitive with fossil 
fuels, noting that a solar-energy project in Arizona — which 
he did not identify by name — is negotiating a power-pur-
chase agreement for “less than 6 cents per kilowatt hour.”

“We must modernize and democratize the grid” so that 
renewable electricity can be moved from remote, sparsely popu-
lated areas to heavy load centers on the coasts, Danielson said.

In his remarks to the forum, Danielson did not address 
how the US’ newfound glut of relatively cheap natural gas 
might slow or obviate the need to bring more renewables 
to the grid. But in a brief interview after his public remarks, 
Danielson said inexpensive gas would not derail the shift 
towards more renewable power.

“One thing that we see that’s very positive about wind, 
solar and other intermittent renewables is that they can be 
complementary with natural gas,” he said. “And so the actual 
grid-integration costs of bringing more wind and solar in can 
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be lower, even though we now have lower-cost shale gas.”
Representative David Reichert, a Washington Republican 

who co-chairs the House Renewable Energy and Energy 
Efficiency Caucus, also balked at the suggestion that cheap gas 
would thwart the integration of more renewables into the grid.

“I don’t think it’s an impediment, because the private 
sector is really the one that’s driving it,” Reichert said in an 
interview on the sidelines of Wednesday’s forum.

— Brian Hansen

InsIde dOe

Moniz hires key advisers, eyes others 
to fill out vacant dOe policy posts

Energy Secretary Ernest Moniz said Thursday that he will soon 
begin sending the White House his recommendations for people to 
fill as many as 10 open political positions at the Energy Department.

“We are moving across the board to put together a good team,” 
Moniz told reporters following a House hearing. “Some of them we 
have people we are vetting, and some of them we’re still trying to 
make decisions about the process. This is obviously a very high pri-
ority for me because I need some senior managers obviously and 
some senior people to make policy decisions.”

Moniz, who took office three weeks ago, said as many as 10 
open positions at DOE need to be confirmed by the Senate, and 
it could be weeks before any of the nominations are unveiled 
since “vetting takes a while.”

Moniz said that he has created a staff of senior advisers 
to work on these nominations and other policy issues. These 
advisers, so far, include: Melanie Kenderdine, a former DOE 
director, and executive director the MIT Energy Initiative; 
John MacWilliams, a partner at a private investment firm and 
the former head of Goldman Sachs’ international structured 
finance group; and Bruce Held, the director of DOE’s Office of 
Intelligence and Counterintelligence.

“These are highly accomplished people,” Moniz said.

— Brian Scheid

was fun, but I don’t want to do it again, or they could try to 
push [these contracts] in a similar way and make a commit-
ment,” said Jennifer Schaffer, executive director of the Federal 
Performance Contracting Coalition, an industry group lobby-
ing the administration to extend the program. “We don’t know 
what they’re going to do.”

Several groups, including the US Chamber of Commerce, the 

Pace of energy-savings contracts 
raising concerns ...from page 1

National Association of Manufacturers, the Alliance to Save Energy 
and the Edison Electric Institute, are also lobbying for that extension.

“If it’s not renewed next year, we don’t know what will hap-
pen,” Schaffer said.

Under the program, a federal facility, such as a prison or 
military base, and a company enter into an energy savings per-
formance contract. Under the contract, the company pays for 
and installs upgrades, such as energy-efficient windows or new 
air-conditioning equipment. Instead of paying for the equip-
ment directly, the federal agency which operates that facility 
will instead pay the company a share of the savings from the 
efficiency measures.

So far, the White House has given little indication on its future 
plans for ESPCs. During a recent energy event hosted by Senator 
Sheldon Whitehouse, a Rhode Island Democrat, Heather Zichal, 
President Barack Obama’s deputy assistant for energy and climate, 
hinted that an announcement could be coming soon.

“I feel pretty confident that you will see a further commit-
ment there,” Zichal said, adding that ESPCs have been “a tre-
mendous success.”

Sources speculated that the administration could make an 
announcement during an ESPCs-related event at the White 
House scheduled for June 19.

Schaffer said she also expects the introduction of some leg-
islation in support of ESPCs in the near future. Such legislation 
could be attached to a sweeping energy-efficiency bill expected 
to be voted on by the Senate next month.

That bill, the Energy Savings and Industrial Competitiveness 
Act (S. 761), was introduced in April by Senators Jeanne Shaheen, a 
New Hampshire Democrat, and Rob Portman, an Ohio Republican.

Senator Ron Wyden, an Oregon Democrat and chairman 
of the Senate Energy and Natural Resources Committee, said 
he expects the bill to be voted on after the July 4 recess, but 
acknowledged he fears a number of amendments could impair 
its path to Senate approval.

Still, Wyden has been an outspoken proponent of ESPCs and 
has urged the administration to quicken contract spending and 
expand the program.

“ESPCs are a good deal for the government,” Wyden wrote 
in a recent letter to Obama. “These projects save money by 
reducing the cost of energy and operations in federal buildings, 
and they do not require any outlay of funds. For these reasons, 
I urge you to support a robust ESPC program and to reduce 
administrative barriers to the use of these contracts.”

In 2011, the administration called for a $2 billion invest-
ment in ESPCs and the similar Utility Energy Services Contracts, 
which are projects financed and implemented through utility 
companies, by the end of 2013.

Through this effort, known as the President Performance 
Contracting Challenge, federal agencies have found roughly 
$2.3 billion in projects but, as of early this month, awarded 
only about $560 million in contracts.

— Brian Scheid
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