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global LNG fleet capacity, and will be more than sufficient to handle all projected
increases in LNG trade over the next decade.

The permitting regime for regasification terminals in the US has allowed project
development, although the process is complex, costly and time-consuming

Several years ago, prior the LNG “boom”, conventional wisdom was that it would be
very difficult, perhaps impossible, to build new LNG import capacity in the US, with the
exception being, perhaps, expansion of existing facilities. Even today, the permitting and
construction of regasification terminals is a lengthy, complex process challenged by a
myriad of local issues. Nevertheless, the approach taken by the FERC in expediting
permitting and ensuring terminals would not be “open-access” has raised the promise of
adequate returns to potential terminal development and has resulted in many developers
seeking and receiving construction permits, with some terminals already entering the
construction phase. As stated above, by early 2007, over 35 bcf/day of new LNG
regasification capacity had received the necessary permits for development. Although
many of these will probably not be developed for other reasons, the permitting regime
has generally been robust enough to meet projected market needs.

However, the overall permitting process is far from streamlined and has significant room
for improvement. Unnecessarily lengthy permitting processes and the inability to permit
terminals where needed, in particular close to load centers in the northeast and west US,
ultimately increase the cost of supplying gas to US consumers.
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Going forward, continuous attention to ensuring fair and transparent regulation should be
encouraged, along with an ongoing effort to educate stakeholders and the public at large
of the importance of LNG as part of a viable and sustainable energy supply portfolio that
will contribute to mitigating volatility and upward pressure on natural gas and electricity
prices. In addition both industry participants and regulators need to reassure local
stakeholders that delivery of LNG on a regular basis in large volumes over a long period
has an outstanding safety and environmental record in all markets where it has been an
important supply component.

Another concern, which has been expressed with respect to increasing US natural gas
imports from a variety of different sources, is the question of gas quality. Gas from
different suppliers can have varying heat content (or BTU content), because some sources
of gas are richer in natural gas liquids than others. In some cases this means that imported
LNG could fall outside the parameters of US pipeline specifications. Fortunately, there
are a number of solutions to this problem. These can include processing to remove
liquids either at source or at market, blending with market area pipeline gas to bring the
imported gas within local specifications, and injection of nitrogen to dilute the high BTU
content imported gas. All of these options are being explored on a project specific basis,
and the FERC has taken a proactive approach to working with industry to propose gas
quality standards that take into account the changing US supply mix. It is, therefore,
likely that this concern will be resolved as LNG grows in importance in the North
American supply mix.

IV. Policvy Implications for the U.S.

As an increasing proportion of US natural gas supply originates from sources outside the
US domestic market, the US producers will have reduced influence on the pace and scale
at which those supplies are developed. Moreover, competition for global supplies will
link previously unconnected gas markets, so that events in one part of the world will have
ramifications for supply availability and price in other parts of the world. Therefore,
security of supply considerations beget the following recommendation:

* To the extent that is possible, foster the development of domestic gas resources by
addressing access and leasing moratoria and restrictions, providing fiscal
certainty, and ensuring a fair and transparent regulatory process that does not
discourage continuing drilling activity.

With respect to the development of new supplies outside the US, limited direct influence
on development may be bolstered by indirect strategies, such as:

* foster open trade in energy and other traded goods;

e foster mutually open investment regimes to allow capital to flow freely to major
infrastructure and energy projects;

* seek areas of broad economic cooperation with key gas supply countries;

e explore opportunities for partnership with other key consuming gas markets, such
as the EU or Japan, to develop a mutually cooperative approach to suppliers.
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