UNITED STATES OF AMERICA
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GENERAL BACKGROUND  

In mid-May 2001, the Bush administration issued a series of energy policy recommendations as part of its new National Energy Policy Report, developed by a task force led by Vice President Dick Cheney. In August, the U.S. House of Representatives passed an energy bill (the "Securing America's Future Energy" -- SAFE -- Act of 2001), which contained many of the energy plan's recommendations, such as: 

· To enact “multi-pollutant” legislation es​tablishing a flexible, market-based program to significantly reduce and cap emis​sions of sulfur dioxide, nitrogen oxides, and mercury from electric power genera​tors.

· To increase exports of environmentally friendly, market-ready U.S. technologies that generate a clean environment and increase energy efficiency
· To establish a new “Royalties Conservation Fund” and earmark royalties from new, clean oil and gas exploration in ANWR to fund land conservation efforts.

· To implement new guidelines to reduce truck idling emissions at truck stops.

Role of State Energy Offices

Many of the State Energy Offices were formed in response to the energy crisis of the early 1970s. These offices have evolved to become important agents of change - researching, demonstrating and deploying emerging energy technologies. They spur energy-related economic development and minimize the environmental impact of growth, crafting energy solutions that address their citizens' needs and increase U.S. national energy security.

A summary of upcoming milestones (2001-2007) for individual state electric utility restructuring plans can be found on the USDOE website: http://www.eren.doe.gov/electricity_restructuring/timeline.html.  Weekly updates to this process are available on a similar USDOE site: http://www.eren.doe.gov/electricity_restructuring/weekly.html.
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OIL 
The United States had 21.8 billion barrels of proved oil reserves as of January 1, 2001, twelfth highest in the world. These reserves are concentrated overwhelmingly (over 80%) in four states -- Texas (25% including the state's reserves in the Gulf of Mexico), Alaska (24%), California (21%), and Louisiana (14% including the state's reserves in the Gulf of Mexico). U.S. proven oil reserves have declined by around 20% since 1990, with the largest single-year decline (1.6 billion barrels) occurring in 1991. 

During 2000, the United States produced around 8.1 million barrels per day (MMBD) of oil, of which 5.83 [image: image3.png]Milion Barels per Day
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MMBD was crude oil, and the rest natural gas liquids and other liquids. 

Slightly lower U.S. crude oil production in 2000, combined with slightly increased oil demand, led the United States to import an estimated 11.5 MMBD of oil during 2000, representing around 58% of total U.S. oil demand. Around 45% of this oil came from OPEC nations, with Persian Gulf sources accounting for about 22% of U.S. oil imports during the year. Overall, the top suppliers of oil to the United States during 2000 were Canada (1.81 MMBD), Saudi Arabia (1.57 MMBD), Venezuela (1.55 MMBD), and Mexico (1.37 MMBD). 

NATURAL GAS 
As of January 2001, the United States had estimated proven natural gas reserves of 167 trillion cubic feet (Tcf), or 3.2% of world reserves (6th in the world). In 2000, the United States produced 19.1 Tcf of dry natural gas. Also during 2000, the United States consumed 22.7 Tcf and imported (net) around 3.5 Tcf of natural gas, largely from Canada. Overall, the United States depends on natural gas for about 24% of its total primary energy requirements (oil accounts for around 39% and coal for 23%). 

In the latter part of 2001, natural gas wellhead prices fell sharply, to around $2.50 per thousand cubic feet (mcf), after reaching record highs of nearly $10.00 per mcf in late 2000/early 2001. Factors behind the sharp drop in natural gas prices include: a slowing economy (especially weak industrial demand); generally moderate summer weather; and increased supply due in part to high prices. 

Production & Demand
Domestic natural gas production is projected to increase through 2002 as the effects of sharply increased drilling over the past year begins to be felt. Exploration and production budgets for many natural gas producers increased sharply in 2000, spurred by higher prices and greatly improved current and expected revenues. 

Domestic natural gas production and main net imports, mainly from Canada, are also expected to increase sharply over the next two decades in response to strong demand, abundant reserves, and improved unconventional and offshore recovery technology. Production is expected to come mainly from onshore sources, although offshore Gulf of Mexico may grow significantly. In August 2001, for instance, ExxonMobil began production at its $330 million Mica natural gas project in the deepwater Gulf of Mexico. Alaska's North Slope fields also represent a large potential natural gas source, with an estimated 30-35 Tcf of natural gas reserves. Alaska's Governor Tony Knowles has stated that he supports a $17.2 billion natural gas pipeline running from the North Slope along the Alaska Highway into Alberta and on to markets in the U.S. Midwest (another option would be to route the pipeline via the MacKenzie Delta in northern Canada). Most of the increased production will likely come mainly from lower 48 states, with increased use of cost-saving technologies expected to result in continuing large natural gas finds, including in the deep waters of the Gulf of Mexico but also in conventional onshore fields. Currently, top natural-gas-producing states (in descending order) include Texas, Louisiana, Oklahoma, New Mexico, Wyoming, Colorado, Kansas, Alaska, California, and Alabama. 

Pipelines

Growing U.S. demand for Canadian natural gas has been a dominant factor underlying many of the pipeline expansion projects this decade. The U.S. and Canadian natural gas grids are highly interconnected, which has helped Canadian natural gas to have an increasingly important position in the total natural gas supply for the United States. This is especially true for certain U.S. regions such as the Northeast, Midwest, and Pacific, which depend heavily on Canadian sources. Overall, the United States imported about 3.5 Tcf of natural gas (net) from Canada in 2000. To the south, Mexico is a small net importer of natural gas from the United States. 

The most significant recent expansion of natural gas pipeline capacity from western Canada to the United States is the Northern Border system through Montana into the Midwest. Expansion of the TransCanada pipeline will add eventually another 164 Bcf to these imports, while the new Alliance pipeline from western Canada to Chicago will add as much as 730 Bcf.  This pipeline expansion trend is expected to continue as Canadian production expands rapidly in the western provinces of British Columbia and Alberta and is developed off the east coast of Nova Scotia. For example, the proposed expansion of the NOVA system in Alberta, Canada will link with the TransCanada Pipeline system with existing and new U.S. pipelines feeding into the Midwest and Northeast markets. In addition, the Maritimes & Northeast Pipeline running from Sable Island to New England, began operations in early 2000. 

In Mexico, InterGen was a developer of the Mayakan Pipeline facility, now owned by TransCanada Pipelines Limited and PSG International. With a capacity that will grow to approximately 10.5 million cubic metres per day (370 million cubic feet per day), the 24-inch Energía Mayakan pipeline will transport natural gas from Ciudad Pemex, in Tabasco, to new power plants located in Campeche and Yucatán. It will also deliver gas to customers along the pipeline route as well as several power plants being converted from fuel oil to natural gas.
COAL 
The United States produced 1,076 million short tons (Mmst) of coal in 2000, consumed 1,082 Mmst and exported (net) 46 Mmst. Wyoming is by far the leading U.S. coal-producing state (with over 30% of the U.S. total), followed by West Virginia and Kentucky. Appalachia accounts for nearly two-fifths of total U.S. production, mainly from underground mines. Nearly all remaining U.S. coal production came from states west of the Mississippi River, overwhelmingly from surface mines. 

Electric utilities account for the vast majority (around 90%) of U.S. coal consumption, with independent power producers (IPPs) and manufacturing taking nearly all the rest. This pattern is expected to continue through 2020 or later; with coal maintaining a fuel cost advantage over oil and natural gas, and coal demand reaching 1,297 Mmst. 

The United States is the fourth largest coal exporter in the world, behind Australia, South Africa, and Indonesia. U.S. coal exports have fallen precipitously since 1995 due mainly to lower world coal prices and increased competition from other coal-producing nations and the rise of natural gas, especially in Europe. Both steam coal and metallurgical coal exports declined sharply in 1999, by 15% and 32%, respectively. Given the expected continued competition and limited or negative growth in import demand in Europe and the Americas, it is likely that the U.S. share of world coal exports will decline in coming years. 

ELECTRICITY 
In 2000, the United States generated 3,800 billion kilowatt-hours (Kwh) of electricity, 3,015 billion Kwh from electric utilities and 785 billion Kwh from nonutility producers. For utilities, coal-fired plants accounted for 56% of generation, nuclear 23%, natural gas 10%, hydroelectricity 8%, oil 2%, geothermal and "other" 0.1%. For non-utilities, natural gas plants accounted for around 39% of generation, followed by coal at 35%, "geothermal and other" (including geothermal, wind, solar, wood and waste) at about 10%, nuclear at 6%, oil at 5%, hydroelectric at 3%, and "other gaseous fuels" (including refinery still gas and liquefied petroleum gases) at 1%. 

As of January 1999, U.S. generating capacity at electric utilities was 687 gigawatts (GW). U.S. power demand continues to increase rapidly, with EIA forecasting 1.8% average annual growth in electricity sales through 2020. This increase will require a significant addition in generating capacity, as many as 1,300 new power plants may be needed over the next 20 years. if recent trends continue, it is likely that the vast majority of new plants will be natural-gas-fired, with oil accounting for less than 1% of power generation by 2020. 

During much of 2000 and early 2001, California confronted a major power problem, with intermittent "rolling blackouts" and "Stage 3" (the highest level) alerts. Causes of this situation included: 1) sharply increased (11%) power demand in California over the past decade as a result of a surging economy and low power costs to consumers; 2) stagnant supply over the same period; 3) low hydropower output levels in the Northwest due to below-normal rainfall; 4) California's heavy reliance on out-of-state capacity and power imports; 5) high natural gas prices and lingering problems from the August 2000 El Paso natural gas pipeline explosion; 6) significant problems stemming from California's Electric Utility Industry Restructuring Act of 1996; and 7) serious financial problems at utilities (PG&E, SCE). A worsened situation was largely avoided during the summer of 2001 due to conservation, a downturn in California's economy the addition of power generating capacity, and higher power prices. 

In March 2001, the Energy Secretaries of Canada, Mexico, and the United States met to discuss a common energy strategy for the three countries, including integration of the three countries' power grids and creation of a North American Working Group to focus on promoting cross-border electricity trade. At present, power trade between Mexico and the United States is severely limited by infrastructure constraints, including inadequate power transmission capability (there are only two cross-border transmission lines: San Diego-Tijuana and El Paso-Matamoros). In January 2001, a small (50-MW), natural-gas-fired power plant in Baja California began exporting power to California. Canada exported about 42.9 bkwh of electricity to the United States in 1999, mostly from Quebec, Ontario, and New Brunswick to New England and New York. Smaller volumes are exported from British Columbia and Manitoba to Washington state, Minnesota, California, and Oregon. There is considerable reciprocity between the Canadian and U.S. power markets, as the United States also exports smaller volumes of electricity to Canada. 

REGULATORY FRAMEWORK

The changing structure of the U.S. electric power industry has resulted in the restructuring of many electric utilities and the sale of generating assets, primarily to non-utility companies. Problems with competition and pricing in wholesale markets, particularly in California, have caused some states to reconsider or adopt a go-slow approach to retail choice. Some states have found that retail choice is not in the public interest and have recently reconsidered their retail choice plans in light of concerns with wholesale market behavior.  
Regulation, particularly natural gas and electricity, is divided between the Federal and state levels.  

The Federal Energy Regulatory Commission (FERC) is the national, independent regulatory agency created through the Department of Energy Organization Act on October 1, 1977, FERC was preceded by the Federal Power Commission (FPC), which was abolished at FERC’s creation transferring most of the FPC's responsibilities to the new agency. The Commission's legal authority comes from the Federal Power Act of 1935, the Natural Gas Act (NGA) of 1938, the Natural Gas Policy Act (NGPA) of 1978, the Public Utility Regulatory Policies Act of 1978, and the Energy Policy Act of 1992. 

The Commission is composed of five members who are executively appointed, with the advice and consent of the Senate. Commissioners serve five-year terms, and have an equal vote on regulatory matters. No more than three members may belong to the same political party. One member is designated by the President to serve as Chair, and FERC's administrative head. The Commission recovers all of its costs from regulated industries through fees and annual charges.

The Commission is charged to:

· Regulate the transmission and sale of natural gas for resale in interstate commerce;

· Regulate the transmission of oil by pipeline in interstate commerce; 

· Regulate the transmission and wholesale sales of electricity in interstate commerce; 

· License and inspect private, municipal and state hydroelectric projects; 

· Oversee environmental matters related to natural gas, oil, electricity and hydroelectric projects; 

· Administer accounting and financial reporting regulations and conduct of jurisdictional companies; 

· Approve site choices as well as abandonment of interstate pipeline facilities. 

Using the authorities available to it under the Federal Power Act, under the proposed February 2002 energy policy, the Commission could use regulation to address the formation of Regional Transmission Organizations (RTOs); clear criteria for approval of market based rates; policies and standards for interconnection of distributed generation to transmission facilities; new models and methods for determining the existence of market power; and new protections against anti-competitive affiliate transactions; among other issues.

State-Level Regulation

Historically, the States have had the responsibility and authority to site transmission, generation, and intrastate pipelines. In fact, the generation and transmission infrastructure that is currently in operation now, as well as that infrastructure currently under construction, has received State-level citing approval. Additionally, those infrastructure projects that are in the planning stages are being planned with State approval in mind.

State-level commissioners regulate the retail rates and services of electric, gas, water and telephone utilities. Under State laws, these utility commissioners are required to ensure the establishment and maintenance of such energy utility services as may be required by the public convenience and necessity, and to ensure that such services are provided at rates and conditions that are just, reasonable and nondiscriminatory for all consumers.

The National Association of Regulatory Utility Commissioners (NARUC) is a non-profit organization founded in 1889. Its members include the governmental agencies that are engaged in the regulation of utilities and carriers in the fifty States, the District of Columbia, Puerto Rico and the Virgin Islands. The objectives of the Association are to: advance commission regulation through involvement in issues concerning the operation and supervision of public utilities and carriers, promote commission uniformity of regulation of public utilities and carriers, promote coordinated action of State commissions to protect the common interests of the people with respect to the regulation of public utilities and carriers, and promote of cooperation of State commissions with each other and with the Federal commissions represented in the Association.

Other agencies involved in the regulation of the natural gas and electricity market, are:

· Environmental Protection Agency (environment), 

· The Department of Transportation  (pipelines and tanker safety), 

· The Nuclear Regulatory Commission (Nuclear Power plant licensing) 

· The Department of Energy (cross-border natural gas pipelines and transmission line permission).
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