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NATURAL GAS 

INTERSTATE 

RATES/TARIFFS 

FERC Handles Numerous Requests 

for Waivers Associated with Gas-

Electric Coordination Standards; 

Accepts Bulk of Interstate Pipeline 

Compliance Filings 

On 3/29/16 FERC issued an order addressing 

many interstate natural gas pipeline filings in 

compliance with Order Nos. 587-W and 809 

(RP10-1083-008, et al.)  The pipelines each 

submitted a tariff filing to comply with the 

requirements established in orders issued in 

Docket Nos. RM96-1-038 and RM14-2-003, and 

RM14-2, respectively. The proposed tariff 

provisions implement the North American 

Energy Standards Board (NAESB) Wholesale 

Gas Quadrant’s (WGQ) revised business 

practice standards the Commission 

incorporated by reference in those rules.  

Except in certain cases, the tariff records are 

accepted, to become effective as proposed, 

subject to further review and conditions. 

These filings respond to rules governing the 

Coordination of the Scheduling Processes of 

Interstate Natural Gas Pipelines and Public 

Utilities, Order 587-W, and Coordination of 

the Scheduling Processes of Interstate Natural 

Gas Pipelines and Public Utilities, Order 809. 

All of the filers, with one exception, filed tariff 

records with a requested effective date of 

4/1/16.  The exception was Southern Star 

Central Gas Pipeline, Inc. (RP16-439), which 

filed revised records to be effective for just one 

day (3/31/16), to be replaced the following 

day with revised tariffs to be effective starting 

on April 1.  Southern Star based this filing on 

its understanding of the Commission’s 

clarifying order (RM14-2), issued 7/31/15 -- 

clarifying the timing of implementation of the 

new day-ahead nomination timelines for the 

Timely and Evening nomination cycles and 

capacity release timelines for pipelines, and 

how the pipelines should transition from two 

to three intraday nomination cycles.  

Background.  Order 809, a final rule issued 

4/16/15, amended the Commission’s 

regulations to incorporate by reference 

standards developed and filed by NAESB 

relating to the scheduling of transportation 

service on interstate natural gas pipelines to 

better coordinate the scheduling practices of 

the wholesale natural gas and electric 

industries, as well as to provide additional 

scheduling flexibility to all shippers on 

interstate pipelines.  The Commission revised 

the nationwide Timely Nomination Cycle 

nomination deadline for scheduling natural 

gas transportation from 11:30 a.m. Central 

Clock Time (CCT) to 1:00 p.m. CCT and 

revised the intraday nomination timeline, to 

include adding an additional intraday 

scheduling opportunity during the gas 

operating day (Gas Day).  The Commission 

required interstate gas pipelines to comply 

with the revised NAESB standards 

incorporated in that rule beginning on 4/1/16.  

In addition, the Commission required 

pipelines to file tariff records to reflect the 

changed standards by 2/1/16. 

On 10/16/15, the Commission issued Order 

587-W, a final rule amending its regulations to 

incorporate by reference the latest version 

(Version 3.0) of seven business practice 

standards adopted by the WGQ of NAESB 

applicable to interstate natural gas pipelines.  

These updated standards contain and 

supplement the revisions to the NAESB 

scheduling standards previously accepted by 

the Commission in Order No. 809 as part of 

the Commission’s efforts "to harmonize gas-

electric scheduling coordination."  In addition, 

the updated standards revise the codes used 

to identify receipt and delivery locations in the 

“Index of Customers.” 
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The Commission also amended its regulations 

by making conforming changes to the 

regulations on interstate gas pipeline filings 

and postings. 

The only protests were directed (RP16-598, 

RP16-599) to the compliance filings pertaining 

to Rockies Express Pipeline LLC and 

Trailblazer Pipeline Co. LLC.  

Waivers Granted.  In Order No. 587-V, the 

Commission set out the principles it would 

apply generally to waiver requests.  In 

general, the Commission found that all 

waivers and extensions of time will be granted 

only in reference to the individual set of 

NAESB standards being adopted (in this case 

the Version 3.0 Standards).  The Commission 

determined pipelines will need to seek 

renewal of any such waivers or extensions for 

each version of the standards the Commission 

adopts.  The Commission also ruled that 

waivers or extensions of time will not be 

granted for standards that merely describe the 

process by which a pipeline must perform a 

business function, if it performs that function, 

and where the standard does not require the 

pipeline to perform the business function.  In 

such a case, as long as the pipeline does not 

perform the business function, it does not 

trigger a requirement to comply with the 

standard and hence no waiver or extension of 

time is required. 

Several pipelines sought waiver of the 

requirements of Order 587-W, or extensions of 

time in which to comply with that order. The 

Commission first granted waivers to five 

pipelines that already had qualified for them, 

B-R Pipeline Co. (B-R), Total Peaking Services, 

LLC, USG Pipeline Co., LLC, KPC Pipeline, 

LLC, and NGO Transmission, Inc., all of 

which only have one source of gas or one 

customer.  They requested continuation of 

previously granted waivers of the gas quality 

posting requirements.  The Commission found 

it appropriate to grant the requested waivers 

because these pipelines typically have one 

source of gas, one customer, and do not 

separately measure gas quality.  However, the 

referenced pipelines must comply with the gas 

quality reporting standards if, in the future, 

they decide to separately measure gas quality. 

Another four pipelines, DBM Pipeline, LLC, 

Rendezvous Pipeline Co., LLC, Black Hills 

Shoshone Pipeline, LLC, and Portland General 

Electric Co. (PGE), which do not separately 

measure gas quality, also requested and 

received continuation of previously granted 

waivers of the WGQ gas quality posting 

requirements.  

MarkWest New Mexico, LLC and MarkWest 

Pioneer, LLC requested continuation of 

previously granted waivers of Standards 

4.3.23 (as it relates to gas quality posting), 

4.3.89 through 4.3.93, and 4.3.95 due to the 

small size and configuration of their pipelines.  

The Commission found it appropriate to grant 

these the requested waivers. 

And National Grid LNG, LP was granted 

continuation of previously granted waiver of 

Standard 4.3.23 (as it relates to gas quality 

posting) given its "unique operational and 

market circumstances."  NG LNG operates an 

LNG storage facility which is not physically 

connected to the interstate pipeline grid. 

Waivers Rejected.  Four pipelines, USG 

Pipeline, DBM Pipeline, Rendezvous, and 

NGO Transmission, requested waiver of 

Version 3.0 Standard 4.3.95.  The Commission 

explained it will deny the requested waivers 

because the Standard is conditional and does 

not apply unless the pipeline performs the 

business function.  NAESB Standard 4.3.95 

requires a pipeline to measure or calculate 

hydrocarbon liquid dropout from one of two 

prescribed methods if its tariff contains gas 

quality provisions pertaining to the 

measurement of hydrocarbon liquid dropout.  

In support of their requests, the pipelines 

stated that their tariffs do not contain such 

provisions. Thus, according to the 

Commission, in each case the pipeline 
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complies with the Standard 4.3.95.  However, 

these pipelines must make a compliance filing 

within 20 days to include Standard 4.3.95 in 

their respective tariffs. 

A similar result was applied in the case of 

eight pipelines that requested waiver of 

Standards 4.3.96 through 4.3.98.  These 

standards also are conditional and do not 

apply unless the pipeline actually performs 

the business function.  Standard 4.3.96 

requires pipelines to provide hourly gas 

quality information “to the extent that the 

pipeline is required to do so in its tariff or 

general terms and conditions, a settlement 

agreement, or by order of an applicable 

regulatory authority.” Further, Standards 

4.3.97 and 4.3.98 specify how the data for 

Standard 4.3.96 should be provided. Because 

the pipelines state that their respective tariffs 

do not require them to provide hourly gas 

quality information, "they do not require a 

waiver...."  The pipelines will be in compliance 

by simply including the referenced Standards 

in their tariff. 

Waivers of Pooling Standards.  Eight 

pipelines requested continuation of their 

respective waivers of the Standards governing 

pooling.  In support of their waiver requests 

these pipelines explain that it is currently not 

feasible for them to provide pooling services.  

However, FERC responded, "these Standards 

only apply in situations where it is feasible for 

a pipeline to provide pooling services. Thus, 

we find no need to grant the requested 

waivers and find that the proffered 

explanations do not support our issuance of 

the requested waivers." 

Waivers of Gas/Electric Operational 

Communications Standards.  Two pipelines, 

NG LNG and Rendezvous, requested 

continuation of their respective waivers of the 

Standards applicable to gas/electric 

operational communications.  The waiver 

requests were denied again because the 

Standards are conditional and do not apply 

unless the pipeline performs the business 

function.   

The Commission also denied NG LNG’s 

requested waivers of Standards 0.3.11 through 

0.3.13 because these require power plant gas 

coordinators and pipelines to establish 

procedures to communicate material changes 

in circumstances that may impact hourly flow 

rates and require a pipeline to attempt to 

accommodate such changes consistent with a 

pipeline’s tariff.  NG LNG's system does not 

connect with any power plants. 

However, the pipelines must comply with 

Standards 0.3.14 and 0.3.15.  Standard 0.3.14 

requires pipelines to provide notification of 

operational flow orders (OFOs) and other 

critical notices to Balancing Authorities, 

Reliability Coordinators, and Power Plant Gas 

Coordinators.  Similarly, Standard 0.3.15 

requires Balancing Authorities and Reliability 

Coordinators to establish written operational 

communication procedures with the pipeline 

to be used during extreme conditions.  Even 

without directly connected generators, the 

Commission noted that pipelines need to 

provide balancing authorities and electric 

utilities with relevant information as to 

conditions that might affect their electrical 

systems.  The pipelines are required to 

provide such information only when the 

balancing authority or electric utility requests 

it.  According to the Commission, establishing 

communication protocols is important in any 

case in which a pipeline’s practices may affect 

the electric grid. Accordingly, NG LNG and 

Rendezvous are required to make a 

compliance filing within 20 days to include 

these Standards in their tariffs. 

Waivers of Interstate Pipeline Standards of 

Conduct Reporting Requirements.  Four 

pipelines, B-R, USG Pipeline, Honeoye Storage 

Corp., and NG LNG, requested and were 

granted limited (partial) waivers of the 

Standard 4.3.23 regarding the Standards of 

Conduct reporting requirements. 
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Among Other Waiver Considerations.  FERC 

addressed waiver pleadings throughout this 

order one by one.  For instance, eight pipelines 

requested a continuation of their waiver of 

Standard 5.3.65, which is a business practice 

standard that requires a pipeline to support 

indexed based releases.  The requesting 

pipelines asserted that that there are no 

representative indexed references for their 

respective pipelines, and that shippers are 

unlikely to request such releases. The 

Commission granted USG Pipeline, Panther, 

Trans-Union, PGPipeline, Total Peaking, B-R, 

PGE, and Ryckman a continuation of their 

requested waivers.  However, the pipelines 

will be required to support an index-based 

release when requested by a releasing shipper.  

In supporting such a release, the pipeline will 

need to pay whatever licensing costs are 

necessary to cover its processing of the release. 

Also, Texas Gas Transmission, LLC and Gulf 

South Pipeline, LP may have continuation of 

their limited waivers of Standard 1.3.39, which 

provides that “[b]umping that affects 

transactions on multiple Transportation 

Service Providers should occur at grid-wide 

synchronization times only.”  Both pipelines 

stated that the Commission accepted their 

tariff filings to establish Enhanced 

Nominations Service (ENS) for firm shippers.  

The Commission found the continued waiver 

will afford the pipelines’ ENS customers the 

additional opportunities to utilize such 

capacity included in this firm service. 

Similarly, ANR Pipeline Co. has its limited 

waiver of Standard 1.3.39.  ANR states that its 

tariff provides for seven total nomination 

cycles, with bumping allowed in the standard 

NAESB Evening, Intraday 1, and Intraday 2 

nomination cycles, and limited bumping by 

Rate Schedule Firm Transportation Service 

(FTS)-3 shippers in the standard NAESB 

Intraday 3 nomination cycle and additional 

non-standard Morning and Last Intraday 

nomination cycles.  ANR asserted that two 

additional non-standard nomination cycles are 

limited to receipt and delivery points located 

in its Northern Segment, and were approved 

by the Commission as part of its Order No. 

637 compliance filing in 2001.  The 

Commission granted ANR a continuation of 

its requested limited waiver of the Standard 

"as it pertains to its additional non-standard 

nomination cycles.  This will afford ANR’s 

Rate Schedule FTS-3 customers the additional 

opportunities to utilize such capacity included 

in this firm service." 

ANR also may continue holding its limited 

waiver of Standard 1.3.2(v), limited only to 

that portion of the standard which states that 

bumping is not allowed during the Intraday 3 

Nomination Cycle.  The limited waiver will 

allow FTS-3 shippers to bump interruptible 

service in the Intraday 3 nomination cycle.  

Eight pipelines requested a continuation of 

their variances pertaining to Standard 1.3.2, 

for a 15 minute extension of the deadlines for 

nominations leaving the control of the 

nominating party, and for receipt of 

nominations by transporter.  The pipelines 

also requested this variance for the new 

Intraday 3 nomination cycle.  Generally, the 

referenced pipelines stated that the 

Commission has previously granted an 

extension of the nomination cycle deadlines, 

and that they continue to operate on the same 

basis on which the variance previously was 

granted.  "For good cause shown," the 

Commission granted the referenced pipelines 

an extension of this variance. 

FERC proceeded to grant limited extensions of 

time to implement certain requirements.  

Three pipelines, High Point Gas Transmission, 

LLC, American Midstream (Midla), LLC, and 

American Midstream (AlaTenn), LLC, 

requested an extension of time until 9/1/17 to 

implement certain Version 3.0 standards.  The 

Commission found their request is adequately 

supported. 

Trailblazer Pipeline, Rockies Express, and 

Tallgrass Interstate Gas Transmission, LLC 
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(TIGT) each filed a request for an extension of 

time until 8/31/16 to implement certain 

Version 3.0 Standards.  The pipelines stated 

that Tallgrass - their parent company - is 

implementing its CONNECT pipeline 

management system in a standalone software 

environment that is static and based on the 

previously applicable NAESB standards.  

Thus, the pipelines claimed to be unable to 

avail themselves of the current version of the 

vendor’s software that includes changes to 

satisfy the requirements. 

The pipelines further stated that Tallgrass has 

instructed the vendor to prepare interim 

software patches that will ensure that the 

pipelines can satisfy NAESB Version 3.0 as 

soon as practical.  The pipelines believe that 

the patches necessary to bring CONNECT into 

compliance with Version 3.0 will be 

developed, tested, and implemented by 

August 31. 

Indicated Shippers protested both 

Trailblazer’s and Rockies Express’s requests 

for an extension of time. 

Nevertheless, FERC concluded that the 

pipelines have provided good cause to grant 

their requests for time extensions, but some 

caveats were imposed on the companies. 

Next, the Commission also generally 

approved requests from 61 pipelines for an 

extension of time to implement standards 

relating to various EDI, EDM, and Internet 

Electronic Transport (IET) requirements until 

such time as the pipelines are requested by a 

Part 284, open access customer to provide 

such electronic data services. 

FERC denied PG Pipeline’s request for 

extension of time to comply with Standard 

1.3.5 - which provides that “[a]ll nominations 

should include shipper defined begin dates 

and end dates."  All nominations excluding 

intraday nominations should have roll-over 

options, explained the Commission.  

Specifically, shippers should have the ability 

to nominate for several days, months, or years, 

provided the nomination begin and end dates 

are within the term of shipper's contract. 

FERC explained that Standard 1.3.5 does not 

appear to require the provision of data using 

EDI/EDM, and Interactive website 

requirements.  "Nevertheless, to the extent the 

standard is related to EDI/EDM, the standard 

includes business practices that may be 

implemented without the use of EDI/EDM."  

As such, PG Pipeline has not supported its 

request for extension of time to comply. 

The Commission also denied requests from 

five pipelines, Leaf River, Bluewater, SG 

Resources, Pine Prairie, and Wyckoff, for an 

extension of time to comply with Version 3.0 

Definitions 0.2.5, 4.2.11, 4.2.20, and 5.2.2 for a 

period of 90 days following the receipt of a 

request by a shipper.  Further, Cimarron and 

Dauphin Island requested an extension of time 

to comply with Definitions 10.2.35 and 10.2.36.  

In addition, Trans-Union requested an 

extension of time to comply with Definition 

0.2.5 until such time as Trans-Union receives a 

request for such services.  Lastly, NG LNG 

requested an extension of time to comply with 

various Definitions.  The Commission denied 

all the requests for extensions of time to 

comply with Version 3.0 Definitions. 

Request to Revise Nominations in 

Additional Nomination Cycle.  The 

Commission ruled that Tennessee's proposal 

to modify its tariff to allow shippers 

requesting a change in nominations in the last 

hourly nomination cycle to submit a change 

by 8:00 a.m. CCT, rather than an hour in 

advance as is currently required by its tariff, 

goes beyond the scope of a compliance filing 

as directed in Order Nos. 587-W and 809.  If 

Tennessee wishes to include such language in 

its tariff, it may file an application for 

approval to do so pursuant to section 4 of the 

Natural Gas Act. 

Other Waivers/Compliance Deficiencies.  

The last part of this order addressed 
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additional pipeline-specific waiver requests 

and imposed various limited conditions on 

individual pipelines whose compliance 

submissions were found to be deficient in 

some way.  The deficiencies do not appear to 

be significant. 

ANR Pipeline and Rice Energy 

Explain Why FERC Ruled Nothing 

Out (including Zone Restructuring) 

in ANR's Suspended Rate Case 

Hearing  

ANR Pipeline Co. (RP16-440) recently 

(3/28/16) sought again to reinforce its 

position, contested by Gulfport Energy Corp. 

and Consumers Energy Co., that FERC clarify 

its February 29 rate case suspension order to 

confirm that a proposed four-zone rate 

structure (instead of seven) is among the 

issues set for hearing by that order.  Antero 

Resources Corp. filed a similar request in 

support of ANR.  ANR argues that the 

Gulfport and Consumers answers to its 

clarification petition to the Commission are 

either incorrect or inconsistent with policy 

(Transcontinental Gas Pipe Line Co., LLC, 2012; 

Florida Gas Transmission Co., LLC, 2009; 

Southwest Power Pool, Inc., 2009). 

ANR's original motion requested that the 

Commission clarify that the February 29 

order’s statement that “the Commission will 

set all issues presented in this filing for 

hearing” included ANR’s prospective four-

zone rate structure proposal, notwithstanding 

that the Commission rejected the pro forma 

tariff sheets it had filed to illustrate the rate 

impacts of that proposal.  ANR then explained 

that this approach would be consistent with 

prior practice with respect to similar 

prospective-only rate and tariff proposals, 

where the Commission rejected the pro forma 

                                                           
1

   In fact, notes ANR, Consumers cited only one case which 

it contends supports the proposition that the 

Commission can reject proposals contained in alternate 

tariff sheets without addressing the proposals at hearing: 

tariff sheets but set the issues raised by the 

proposals for hearing anyway. 

Now ANR pointed out that neither Gulfport 

nor Consumers have denied the Commission 

practice that it had described.1  They only 

claim "the ability to divine" that the 

Commission intended to summarily reject its 

four-zone rate proposal.  They cannot point to 

any language explicitly stating that the 

Commission was summarily rejecting that 

proposal, said ANR. 

ANR submitted that if the Commission had 

intended to reject its four-zone proposal 

summarily, it would have done so explicitly 

and would have explained the reasons. 

Moreover, Consumers offers no authority for 

its assertion that summary rejection is 

appropriate because “a Primary Case and a 

Preferred Case [that] are both based on the 

same underlying cost of service but result in 

significantly different rates cannot both be just 

and reasonable.”  And it is contrary to the 

long-established ratemaking principle that 

there is no single just and reasonable rate, but 

rather that there is a “zone of reasonableness” 

in which different rates may in fact be just and 

reasonable, depending upon the cost 

allocation or rate design methodology 

employed.  Within this “zone of 

reasonableness,” the Commission may 

“integrate cost factors with non-cost factors 

and policy considerations.” (Northern Indiana 

Pub. Serv. Co. v. FERC, D.C. Cir., 1986). 

Rather, argued ANR, whether its four-zone 

proposal is just and reasonable, based upon a 

review of cost factors, non-cost factors, and 

policy considerations, is "precisely the kind of 

issue that the Commission routinely sets for 

hearing."  The Commission should so clarify. 

i.e, Algonquin Gas Transmission Co., 1992.  In that case, 

the Commission explicitly stated why it was rejecting the 

alternate tariff sheets: they were moot. 
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Rice's Argument in Support of ANR.  Rice 

Energy Marketing LLC, a week or so before 

ANR's answer, declared that it "sees no need 

for clarification."  The Commission sets the 

ground rules for this hearing unambiguously 

in the order where it states it has “set all issues 

presented in this filing for hearing.”  The pro 

forma tariff records "only serve to further 

illustrate ANR’s Preferred Case rate proposal, 

which is addressed at length elsewhere in 

ANR’s direct testimony and exhibits." 

Although it rejects the pro forma tariff records, 

Rice Energy reasoned, the February 29 order 

"does not reject consideration at hearing of 

issues associated with ANR’s proposed four-

zone rate structure itself."  This is "the exact 

procedural approach the Commission has 

taken on many occasions," most recently in a 

2014 suspension order involving a section 4 

rate filing by Transwestern Pipeline Co.  

Similarly, in Columbia Gulf Transmission Co. 

(2010), the Commission held that “[t]he pro 

forma Preferred Case tariff records are moot 

and of no effect. However, the rate proposals 

in the Preferred Case will be considered in the 

hearing established herein.”  

ANR's filing in this proceeding consists of 

testimony and exhibits in support of both a 

Primary Case and a Preferred Case, involving 

a prospective transition from a seven-zone to a 

four-zone rate structure.  In support of both 

cases, noted Rice Energy, ANR also submitted 

tariff records.  In support of its Preferred Case, 

recognizing new Preferred Case rates could 

not take effect until after the Commission 

rules, ANR submitted pro forma records 

illustrating the rates that would result from 

the future change in rate zone structure.  "No 

party filing comments or a protest on the rate 

case filing sought summary rejection or 

dismissal of the Preferred Case proposal." 

The Commission stated in the February 29 

order that it would not take any action on the 

Preferred Case’s proposed tariff records, that 

these records were a “procedurally null 

alternative” and that “the tariff records the 

Commission will set for hearing are only the 

actual tariff records . . . that were designated 

as ANR’s primary case.” 

ANR and Antero have requested clarification 

that the “procedurally null alternative” phrase 

refers only to the pro forma tariff records 

themselves, and that the proposed four-zone 

rate structure which underlies the Preferred 

Case is among the issues set for hearing. 

Notably, added Rice Energy, the Commission 

said nothing to indicate it intended to depart 

from its long-standing practice.  "When the 

Commission wants to reverse a long-standing 

practice, it makes its intentions clear."  As 

such, concluded Rice Energy, the February 29 

order places no limits on the parties’ ability to 

engage in fact-finding on all aspects of this 

rate filing, as set forth in its testimony and 

exhibits, including its Preferred Case proposal.  

Such a reading of the order is "consistent with 

the Commission’s overarching goal of 

insuring that the hearing is both 

administratively efficient and accords 

administrative due process to all parties." 

Rice Energy, Intervening in ANR 

Abandonment Proceeding, Raises 

Red Flag on Potential Service 

Reliability Impacts 

In a 3/29/16 FERC filing, Rice Energy 

Marketing, Inc. protested ANR Pipeline’s plan 

(CP16-80) to abandon five mainline 

compressor units.  Rice’s chief concern is that 

ANR’s 2/29/16 abandonment application fails 

to factually establish that abandonment won’t 

adversely affect reliability for firm shippers on 

the company’s Southeast (SE) Mainline. 

ANR’s application presented the proposed 

abandonment of the five compressors – 

located at four geographically dispersed 

locations – as part of a comprehensive system 
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“modernization” program.2   It conducted 

extensive load and flow studies based on the 

changing “load profile” of its contracts.  ANR 

is experiencing higher load factors associated 

with producer-driven firm transportation 

contracts, as opposed to traditional consumer-

driven, weather-based loads, and has over 

time transformed its pipeline from a south-to-

north “bullet” design to a more “bidirectional 

system that includes a wide variety of 

northbound and southbound contracts and 

flow permutations.”   

ANR also explained that it is now “fully 

subscribed in both directions,” and has 

constrained segments at both the northern and 

southern ends of its long-haul system running 

from southern Louisiana to the upper 

Midwest.  However, all five compressor units 

being proposed for abandonment are in 

central sections of its SE Mainline system, 

where constraints are not being experienced; 

and their decommissioning, the company 

assured FERC, would entail no adverse effects 

on reliability.  Moreover, their elimination 

would save as estimated $43 million in 

repair/refurbishment costs, not to mention 

“indeterminate future expenses related to 

ongoing operation and maintenance,” 

according to ANR. 

Rice’s protest not only questioned the 

company’s factual predicate for the proposed 

abandonments, but also referred back to 

ANR’s recently filed general rate case (RP16-

440; 1/29/16).3  The rate case, which seeks 

average increases on firm service rates in the 

range of 92%, is in no small part based on 

capital investment in additional compressor 

capacity, notes Rice; ANR’s testimony asserted 

that the pipeline “will need higher reliability 

from key compressor units than what has been 

required of these units in roughly the last two 

decades,” in part due to the “major shift in 

contracting” on the SE Mainline in the 2013-14 

                                                           
2

  See FR No. 3090, pp. 13-14.  As there noted, two of the 

five compressors targeted for retirement are at the same 

location; the rest are situated at different locations. 

timeframe (i.e., the transformation toward 

higher load factor, producer-driven 

utilization).  Rice adds that ANR’s filed 

testimony forewarned of “additional, dramatic 

changes in gas receipts” impacting future 

system flows and horsepower needs. 

Legal Argument.  As the legal standard for 

abandonment of previously certificated 

natural gas facilities, Rice invokes a 

demanding criterion:  that “the public interest 

will in no way be disserved” by the proposal 

to abandon.4  Rice’s motion then urges the 

Commission to deny ANR’s abandonment 

application because it has “failed to 

demonstrate” that (1) abandoning the five 

compressor units in question would not 

adversely impact SE Mainline reliability; and 

(2) the units are not needed to satisfy existing 

contractual commitments. 

The motion submits that the pipeline’s flow 

diagrams accompanying its abandonment 

application are “inconsistent” with ANR’s 

Form 567 included in the rate filing (RP16-

440).  Rice also finds “unclear” how ANR is 

configuring the flow effects of its yet-to-be-

certificated E. T. Rover Project (CP15-93); its 

protest states it cannot determine from the 

ANR filings whether it is assumed the Rover 

flows will be “injected above or below 

Defiance,” and just what impact the flows 

may have on SE mainline horsepower 

requirements.  With this handicap, asserts 

Rice, there is “insufficient factual information 

and thus no way to judge” whether the flow 

diagrams offered by ANR accurately portray 

post-abandonment flows on the SE Mainline 

segment.  Hence, the pipeline’s conclusion 

that the abandonments will not adversely 

impact reliability are “entitled to no weight,” 

the protest claims. 

The Rice protest stresses that, apart from the 

“unclear” load flow diagrams, ANR’s 

3

  See FR Nos. 3089 at pp. 12-13 and 3090 at pp. 2-4. 

4

  Rice cites a series of court and FERC decisions ranging in 

date from 1960 to 2016 for this proposition.  
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application “offers no evidence” that the 

elimination of the five compressor units won’t 

adversely affect shipper service and reliability.  

The pipeline’s application alludes to a “recent 

review of the SE Mainline compressor fleet,” 

but does not provide access to this “review.”  

It is moreover “not clear” to Rice whether the 

June 22, 2015 study relied on by the pipeline 

as its “recent review” included new firm 

contract volumes that began to flow on 

11/1/15.   

ANR’s “recent review” – i.e.., the mid-2015 

study – is called the “SE Mainline R&M 

Program,” and, notes Rice, is discussed in the 

pipeline’s general rate case filing.  Rice’s 

protest in the abandonment case asserts that 

its engineering expert has, through early-stage 

discovery in the rate case, “preliminarily 

identified a number of methodological flaws” 

in the SE Mainline R&M Program study. 

Reject or Consolidate.  Rice’s preference is for 

FERC to deny ANR’s abandonment 

application outright.  But if the Commission is 

not willing to go that far based on the 

infirmities of the application asserted in Rice’s 

protest, then it urges FERC to consolidate the 

abandonment application with the general 

rate case proceeding (RP16-440), which is on 

an evidentiary hearing/discovery track before 

an administrative law judge (ALJ).   

Rice observes that the same flow studies 

supporting ANR’s rate case – which includes 

in the cost of service over $494 million worth 

of new “general plant and maintenance” 

projects – are invoked by ANR to support the 

proposed abandonments.  Rice concludes that 

“all issues” relating to the flow studies must 

be “carefully vetted” by the ALJ hearing the 

case before she can “rule on the 

reasonableness of ANR’s request to practically 

double its cost of service.” 

 

 

FERC, State Commissions Agree 

Southern Star Cannot Collect Five 

PHMSA Reportable Incidents in Fuel 

Tracker 

By letter order, dated 3/30/16, FERC rejected 

an attempt by Southern Star Central Gas 

Pipeline, Inc. (RP16-626)  to recover 23,107 Dth 

of natural gas lost during five incidents 

reportable to the Department of 

Transportation’s Pipeline and Hazardous 

Materials Safety Administration in its latest 

filing to reflect adjustments to its fuel and loss 

reimbursement percentages.  The tracker is 

applicable to all rate schedules, for the 

Production Area, Market Area, and for 

Storage.  In the Primary Tariff Record, 

Southern Star proposed to recover the gas lost 

during five incidents.  In addition to its 

primary tariff, Southern Star filed an Alternate 

Tariff Record which does not include the fuel 

lost from the five PHMSA reportable 

incidents.  The Commission accepted the 

alternate tariff and rejected the primary record 

as moot. 

Southern Star’s tariff requires shippers to 

reimburse Southern Star for fuel and loss gas 

in kind.  Southern Star files annually to revise 

its fuel and loss reimbursement percentages, 

effective April 1 of each year.  

As part of its primary tariff, Southern Star 

proposed a 0.23% increase in the Production 

Area Percentage, a 0.29% increase in the 

Market Area Percentage, and a 1.44% increase 

in the Storage Percentage.  Southern Star 

maintained the PHMSA incident losses should 

be recovered in its fuel and loss tracker 

because they are actual costs of operating a 

pipeline.   Under Southern Star's alternate 

tariff submission, the one accepted by the 

Commission, there is no change for the 

Production Area surcharge and a reduction in 

the Market Area surcharge from 0.02% to 

0.01%, as compared to the primary filing. 
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A PHMSA incident is defined as any of the 

following events: 

(1) An event that involves a release of gas 

from a pipeline, or of liquefied natural gas, 

liquefied petroleum gas, refrigerant gas, or 

gas from an LNG facility and that results in 

one or more of the following 

consequences- 

(i) A death, or personal injury 

necessitating in-patient 

hospitalization; 

(ii) Estimated property damage of 

$50,000 or more, including loss to the 

operator and others, or both, but 

excluding cost of gas lost; 

(iii) Unintentional estimated gas loss 

of three million cubic feet or more; 

(2) An event that results in an emergency 

shutdown of an LNG facility.  Activation of 

an emergency shutdown system for 

reasons other than an actual emergency 

does not constitute an incident. 

(3) An event that is significant in the 

judgment of the operator, even though it 

did not meet certain other specified 

criteria. 

Notably, the Kansas Corporation Commission 

filed a protest, and the Missouri Public Service 

Commission filed comments, both questioning 

Southern Star's justification for including costs 

attributed to the five PHMSA reportable 

incidents. 

The Missouri Commission claimed that gas 

lost due to the reportable incidents were not 

within the scope of normal pipeline 

operations, and these losses from unusual, 

non-recurring events are types of losses the 

Commission has determined are not 

recoverable by means of a fuel tracking 

mechanism.  Similarly, the Kansas 

Commission stated that the Commission has 

determined that fuel tracking mechanisms are 

appropriate for normal operating costs but are 

not appropriate for the recovery of gas losses 

outside the scope of normal pipeline 

operations. 

Moreover, the Kansas Commission noted that 

the Commission has consistently rejected 

Southern Star’s proposed recovery of PHMSA 

reportable losses in several prior fuel 

adjustment filings, and Southern Star fails to 

offer any explanation why the subject reported 

losses should be treated differently. 

FERC agreed with the both state commission.  

In CIG, CenterPoint, and in Southern Star’s 

other recent fuel tracker filings, the 

Commission indeed "has consistently applied 

its policy that fuel tracking mechanisms are 

appropriate for normal operating costs but are 

not appropriate for the recovery of gas losses 

outside the scope of normal pipeline 

operations." 

The losses reported to PHMSA include non-

normal operational losses due to flooding, line 

damage caused by a fallen communications 

tower, and other similar losses.  The costs of 

these incidents are "not typically recurring 

events" as would ordinarily be part of a 

tracking mechanism for fuel use and related 

unaccounted-for amounts related to that 

normal usage. 

Therefore, the Commission accepted the 

alternate tariff record, "which properly 

excludes the five PHMSA reportable 

incidents." 

Shippers Suggest Tweaks to 

Transcontinental’s Tariff Proposal 

for Dealing with Unsubscribed 

Capacity 

Responding to Transcontinental Gas Pipe Line 

Co., LLC’s (RP16-729) March 18 tariff filing at 

FERC, various shippers so far, producer Cabot 

Oil & Gas Corp. (COGC) and Indicated 
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Shippers,5 requested changes to the proposed 

language. 

Transco’s revisions would allow the pipeline 

to offer unsubscribed firm capacity through 

the solicitation of bids in an open season (as 

currently provided in its tariff), and/or to 

award unsubscribed capacity on a not unduly 

discriminatory basis to buyers that submit a 

valid request for available capacity posted on 

Transco’s Unsubscribed Capacity Report.  The 

pipeline requested that the proposed tariff 

records be made effective April 18. 

FERC policy permits interstate pipelines to sell 

available firm capacity on a first-come, first-

served basis rather than only through an open 

season if it posts all available firm capacity.  

However, in COGC’s view, Transco's tariff 

language “must be revised” to ensure that all 

potential buyers of firm capacity have an 

adequate opportunity to do so.  The current 

wording of the tariff only requires Transco to 

post available firm capacity for an unspecified 

period of time before it may award such 

capacity on a first-come, first-served basis.  

This leaves Transco with the option to post 

unsubscribed firm capacity “for a period of 

only a few hours,” and then the capacity 

would be eligible to be awarded to buyers 

submitting a valid request for the capacity.  

The pipeline “must be obligated to post the 

available firm capacity for a minimum period 

of time” before it can be permitted to award 

the capacity on a first-come, first-served basis 

in lieu of through an open season, the 

producer argued. 

COGC cited Tennessee Gas Pipeline Co., in 

which FERC approved tariff language that 

required Tennessee to post available firm 

capacity on its PASSKEY system for at least 5 

days before it could award the capacity to a 

shipper for a contract term longer than 92 

days without an open season.  At the time, 

                                                           
5

  Indicated Shippers are: Anadarko Energy Services Co.; BP 

Energy Co.; Chief Oil & Gas LLC; ConocoPhillips Co.; 

Direct Energy Business Marketing, LLC; ExxonMobil Gas & 

FERC indicated that the Tennessee proposal 

“should in theory ensure that all shippers 

have an opportunity to request the capacity.”  

In another case, the Commission required 

Columbia Gas Transmission, LLC to hold an 

open season for any firm unsubscribed 

capacity for which it had received a request 

for service if such capacity had not been 

posted.   

Here, as COGC sees it, both concepts have 

merit with respect to modifying Transco’s 

proposed revisions so that "there is an open 

and transparent mechanism under which 

Transco will be permitted to award 

unsubscribed firm capacity on its system.” 

Specifically, COGC suggested the following 

language: 

“In the event that firm capacity on Seller’s system 

becomes available as described herein, Seller shall 

post such capacity to its Unsubscribed Capacity 

Report.  Seller shall have the right to (i) award 

available capacity on a not unduly discriminatory 

basis to Buyers who submit a valid request for the 

capacity and/or (ii) solicit bids for available 

capacity for at least the following periods (it being 

understood, however, that Seller: (1) must post all 

available capacity to its Unsubscribed Capacity 

Report for not less than five consecutive (5) days 

before it may award such capacity pursuant to (i) 

above; and (2) if Seller receives a request for service 

for available firm capacity that has not been posted 

on its Unsubscribed Capacity Report, Seller must 

post such capacity on its Unsubscribed Capacity 

Report for not less than five (5) consecutive days 

before it can award such capacity pursuant to (i) 

above.)” 

Similarly, the Indicated Shippers urged FERC 

make its acceptance of Transco’s filing 

“subject to clarification of the proposed 

revision” (1) to require Transco to award firm 

capacity on a first-come, first served basis or 

through an open season, and (2) to clarify that 

Power Marketing Co.; Hess Corp.; Noble Energy, Inc.; and 

Shell Energy North America (US), LP. 
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Transco must award capacity to a maximum 

recourse rate bidder for capacity that has been 

posted on a first-come, first served basis, 

rather than holding an open season for that 

capacity after receipt of the maximum rate bid. 

As currently written, the Shippers believe 

Transco’s proposal is contrary to policy and 

precedent, because the wording as proposed 

would enable Transco to award firm capacity 

in an undisclosed manner.   “In contrast to ... 

clear, long-standing policy, Transco’s 

proposed revisions refer vaguely to awarding 

firm capacity either through ‘competitive 

bidding’ or on a ‘not unduly discriminatory 

manner,’” said the Indicated Shippers.   

Transco should be instructed to substitute a 

specific reference to use of the first-come, first-

served method for capacity that is not posted 

in an open season, in lieu of the generalized 

reference to a “not unduly discriminatory 

basis.”  The Commission also should direct 

Transco to refer explicitly to a solicitation of 

bids “in an “open season” to add clarity. 

Additionally, the Shippers recommended that 

FERC require Transco to adhere to prior 

Commission holdings prohibiting a pipeline 

from holding an open season for capacity 

already subject to a first-come, first- served 

maximum rate offer.  In El Paso Natural Gas 

Company, LLC, FERC held that allowing a 

pipeline to hold an open season for capacity 

already subject to a first-come, first-served 

maximum rate offer “would significantly 

undermine shippers' ability to rely on 

receiving posted firm capacity allocated on a 

first- come, first-served basis.”  Allowing the 

first shipper to bid the maximum rate for 

available capacity allows its use by the first 

shipper who values it at the maximum rate.  

In contrast, permitting the pipeline to post that 

capacity in an open season after it has received 

a maximum rate bid would deprive the 

                                                           
6

   FGT is a direct, wholly-owned subsidiary of Citrus Corp., a 

holding company jointly owned by El Paso Citrus 

Holdings, Inc. and CrossCountry Citrus, LLC.  El Paso 

Citrus Holdings is an indirect, wholly-owned subsidiary of 

shipper of certainty that a valid maximum rate 

offer would allow it to obtain available firm 

capacity for its commercial transactions, 

preventing it from efficiently finalizing related 

transactions.   In other words, open seasons 

are applicable only to available capacity for 

which Transco has not previously received a 

maximum rate bid. 

 

INTERSTATE NATURAL 

GAS PIPELINES 

FERC Conditionally Issues 

Certificate for Florida Gas 

Transmission's Jacksonville 

Expansion 

FERC conditionally granted a certificate to 

Florida Gas Transmission Co., LLC (FGT) 

(CP15-144) on 3/30/16, authorizing the 

development of a pipeline and compression 

project to be located in Suwannee, Columbia, 

Bradford, and Clay Counties, north Florida -- 

otherwise known as the Jacksonville 

Expansion Project.6  FGT estimates the cost to 

be approximately $46.5 million.  The 

Commission is denying FGT’s request for a 

predetermination that it may roll the project’s 

costs into its system rates in a future section 4 

rate case. 

The Jacksonville Expansion would modify a 

small segment of FGT’s existing mainline that 

comprises 24 and 36-inch-diameter pipeline, 

with portions of these pipes having parallel 

30-inch-diameter looping.  At Compressor 

Station 16, the mainline also connects with the 

Jacksonville Lateral, a 16-inch diameter 

pipeline with 20-inch-diameter looping.  For 

its Jacksonville Expansion Project, FGT 

proposes to construct and operate the 

Kinder Morgan, Inc.  CrossCountry Citrus, LLC, is a direct, 

wholly-owned subsidiary of several direct, wholly-owned 

subsidiaries of Energy Transfer Partners, LP. 
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following pipeline looping, compression, and 

associated auxiliary facilities: 

 approximately 3 miles of 30-inch 

diameter mainline loop (Branford 

Loop) on FGT’s mainline in Columbia 

and Suwannee Counties; 

 approximately 5.7 miles of 20-inch 

diameter loop (Jacksonville Loop) on 

the Jacksonville Lateral, in Bradford 

and Clay Counties; and 

 a new reciprocating gas driven 5,000 

hp compressor unit and various 

auxiliary facilities, as well as re-

wheeling of an existing unit at Station 

16 in Bradford County. 

FGT states that the project is needed to enable 

it to provide up to 15,000 MMBtu/d firm 

transportation service at 800 pounds per 

square inch gage (psig) to the SeaCoast and 

Brandy Branch delivery points on the 

Jacksonville Lateral.  The proposed Branford 

Loop will increase the pressure at the 

Compressor Station 16 inlet, which will allow 

FGT to connect the Jacksonville Lateral to the 

Compressor Station 16 outlet.  Once Station 16 

is connected to the Jacksonville Lateral, 

pressures on the lateral will increase to enable 

provision of the additional transportation 

service at the requested delivery pressure. 

In late 2014, FGT entered into a precedent 

agreement with Peoples Gas System, a 

division of Tampa Electric Co., for firm 

transportation under existing Rate Schedules 

FTS-3 and FTS-2.  Before the proposed 

facilities are placed into service, FGT proposes 

to provide up to 60,000 MMBtu/d firm service 

under Rate Schedule FTS-3 and up to 30,000 

MMBtu/d firm seasonal service under FTS-2. 

Once the project facilities are placed into 

service, FGT will provide Peoples Gas with up 

to 75,000 MMBtu/d firm FTS-3 service and up 

                                                           
7

   FGT’s recently approved rate settlement rolls Rate 

Schedule FTS-2 into Rate Schedule FTS-1, and this rolled-

to 60,000 MMBtu/d seasonal FTS-2 service.  

Peoples Gas has elected to pay a negotiated 

rate. 

According to FGT, however, the 60,000 

MMBtu FTS-3 service and the seasonal FTS-2 

firm service can be provided without the 

additional facilities that are proposed in the 

instant application.  The proposed facilities are 

only needed to provide 15,000 MMBtu/d firm 

service to the Jacksonville Lateral’s SeaCoast 

and Brandy Branch delivery points. 

Following the execution of the precedent 

agreement with Peoples Gas, FGT held an 

open season for the prearranged 

transportation capacity from November 4 

through November 11, 2014, but no one came. 

FGT’s system is divided into the Western 

Division, which extends from Texas to the 

Alabama-Florida state line, and the Market 

Area, which lies within Florida.  FGT provides 

firm transportation service within the Western 

Division under Rate Schedule FTS-WD, and to 

and within the Market Area under several rate 

schedules, which have historically included 

Rate Schedules FTS-1, FTS-2, and FTS-3.7 

FGT was approved to use its currently-

effective FTS-3 rates as the recourse rates for 

service on the Jacksonville Expansion Project, 

including all other applicable charges and 

surcharges.  Based on a settlement approved 

by the Commission, FGT’s currently-effective 

reservation and usage charges under Rate 

Schedule FTS-3 are $1.3299/MMBtu and 

$0.0023/MMBtu, respectively. 

According to the Commission, FGT’s analysis 

includes revenues generated using the 

contract volumes for both the service being 

provided using the capacity made available by 

the project facilities and the service FGT is 

able to provide using only existing capacity.  

But a "proper comparison" requires excluding 

in rate will recover the costs of FGT’s facilities through its 

2008 Phase VII expansion. 
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the revenues associated with service being 

provided using solely the existing capacity.  

Once those revenues are eliminated from the 

analysis and only revenue associated with the 

actual contract volumes utilizing the project 

facilities is considered, project revenues do not 

appear to exceed project costs.  Therefore, the 

Commission denied the request for a 

predetermination of a presumptive roll-in. 

FERC Approves Texas Gas 

Transmission’s Northern Supply 

Access Project 

Last week FERC conditionally granted a 

certificate to Texas Gas Transmission, LLC 

(CP15-513), greenlighting the pipeline’s $149 

million Northern Supply Access Project, 

which will provide bi-directional service on 

Texas Gas’ system through an additional 

384,000 MMBtu/d of firm transportation in a 

north-to-south direction -- while maintaining 

the pipeline’s current ability to flow gas south-

to-north.  “Based on the benefits the project 

will provide and the lack of effects on existing 

shippers, other pipelines and their captive 

customers, and landowners and surrounding 

communities, the Commission found that 

Texas Gas’s proposed project satisfies the 

criteria of Certificate Policy Statement.   

Atmos Energy Corp.; Louisville Gas and 

Electric Co.; and the Western Tennessee 

Municipal Group; Jackson Energy Authority; 

City of Jackson, Tennessee; and the Kentucky 

Cities (collectively, the Cities), filed protests, 

airing concerns about rate issues; all three 

opposed Texas Gas’s request for a 

predetermination of rolled-in rate treatment. 

The protesters suggested that the pipeline had 

incorrectly used forward-haul rates for its 

north-to-south contract paths rather than 

applicable backhaul rates.  The Cities also 

raised concerns regarding the impact of the 

project on fuel use and requested clarification 

on how capacity from the project will be 

priced.  

To protect Texas Gas’s existing shippers from 

subsidizing the expansion project, FERC 

denied Texas Gas’s presumptive request to 

roll in the project costs. 

Project.  Designed to meet increased demand 

from customers for new capacity to transport 

gas supplies being produced in the northern 

end of Texas Gas’ system in Ohio to mid-

western and southern markets, the project 

includes construction of a new 23,877 

horsepower (hp) compressor station in 

Hamilton County, Ohio (Harrison 

Compressor Station) and modifications at 

eight existing compressor stations in Indiana, 

Kentucky, Tennessee, Mississippi, and 

Louisiana.   

After holding a non-binding open season in 

the spring of 2014 and a binding open season 

in the summer of 2014, the company entered 

into precedent agreements with eight shippers 

for up to 384,000 MMBtu/d of firm FT 

transportation.  Due to the bankruptcy of one 

of the project shippers, Texas Gas eliminated 

that precedent agreement from its market 

support for the project, and now has 

precedent agreements for primary terms of 

either 15 or 20 years with seven shippers to 

provide a total of 284,000 MMBtu/d.  Texas 

Gas did not modify its application at FERC “in 

any other manner” and “will be at risk for the 

remaining unsubscribed capacity.” 

Rates/Service.  Texas Gas’s tariff sets daily 

demand and commodity rates under Rate 

Schedule FT based on the zones of receipt and 

delivery for capacity paths from south to 

north (forward haul transactions) on the 

system and uses that rate schedule for intra-

zonal transactions.  The tariff also provides 

that “backhaul rates equal forward haul rates 

from Zone SL (South Louisiana] to zone of 

delivery; provided, however that intra-zone 

rates shall apply to intra-zone transportation, 

whether such intra-zone transportation is 

forward haul or backhaul.”  In each precedent 

agreement, Texas Gas specified primary 
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receipt points and primary delivery points; the 

majority of precedent agreements have 

primary receipt points in the northern part of 

Texas Gas’s system in Zone 4, with primary 

delivery points in Zone SL.  

The Commission accepted the pipeline’s 

request to use its existing rates under Rate 

Schedule FT for firm service on the expansion 

capacity.  FERC also clarified that any 

transaction from north-to-south on its system, 

whether physical or by displacement, is 

subject to the applicable maximum backhaul 

rates under its tariff. 

Louisville, Atmos, and Cities asserted that 

Texas Gas’s analysis incorrectly used the 

forward-haul rates instead of the applicable 

backhaul rates.  When Texas Gas’s applicable 

backhaul rates are used, the costs of the 

project far exceed the revenues to be 

generated by the project.  The Commission 

sided with the shippers and did not approve 

the pipeline’s request for a presumption of 

rolled in rates, given the risk of subsidization 

from existing customers. 

“Contrary to the comparison urged by Texas 

Gas, for purposes of making a determination 

in a certificate proceeding as to whether it 

would be appropriate to roll the costs of a 

project into the pipeline’s system rates in a 

future NGA general section 4 proceeding, the 

Commission compares the cost of the project 

to the revenues generated utilizing actual 

contract volumes and the maximum recourse 

rate (or the actual negotiated rate if the 

negotiated rate is lower than the recourse 

rate).” 

FERC faulted Texas Gas’s alternative 

argument that a presumption of rolled-in rate 

treatment is justified because its calculation of 

a weighted average rate based on the contract 

paths of the project and the existing forward 
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  Algonquin and Maritimes submitted a certificate 

application for the project in Oct. 2015, including twelve 

environmental resource reports. 

haul recourse rates associated with each of 

these contract paths exceeds the incremental 

rate of the project. 

To the Cities’ concerns that the fuel “savings” 

from the pipeline’s Ohio-Louisiana Project 

might now be lost – and assertion that a fuel 

study that aggregates the impacts of the two 

projects is necessary – FERC responded that 

having Texas Gas keep separate books and 

accounting of costs, including fuel costs, 

attributable to the Northern Supply Access 

Project, would enable parties in a future 

section 4 rate proceeding to determine the 

projects’ impact on system fuel costs. 

Liberty Affiliates' Intervention in the 

Atlantic Bridge Certificate 

Proceeding is Merely a Fishing 

Expedition for Commercially-

Sensitive Information, Asserts 

Algonquin Gas and Maritimes & 

Northeast 

In a joint answer lodged at FERC, Algonquin 

Gas Transmission, LLC and Maritimes & 

Northeast Pipeline, LLC (CP16-9)8 blasted the 

intervention/comments of Liberty Utilities 

(Pipeline & Transmission) Corp. and 

Algonquin Tinker Gen Co. (together, the 

Liberty Affiliates) in the Atlantic Bridge 

Project certificate proceeding, calling the 

parties' interests disruptive, outside the scope 

of the proceeding, and an attempt by a market 

competitor to obtain commercially-sensitive 

information to support another proposed 

pipeline, the Northeast Energy Direct (NED) 

project. The Atlantic Bridge sponsors asked 

FERC to disregard Liberty Affiliates’ pleading 

because it seeks information that is not 

germane to the proceeding. 

“Not only is the requested information 

unrelated to the Commission’s policy reasons 

underlying the review of information in a 
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certificate proceeding, but the type of 

information requested by the Liberty Affiliates 

would create an undue commercial advantage 

for shippers or competing pipelines with 

access to this information,” the pipelines told 

the Commission.  FERC should not allow 

market participants – who aren’t even 

shippers -- “to hijack certificate proceedings 

for competitive gain,” as this would establish 

“troubling precedent.” 

The applicants do not believe that any 

intervenor in a certificate proceeding, timely 

or untimely, should be permitted to raise 

issues that are irrelevant to the established 

processes for evaluating certificate 

applications, such as the issues raised in 

Liberty's comments. 

The Liberty Affiliates motion to intervene was 

filed way past the 11/27/15 comment period 

deadline, the pipelines noted. The affiliates 

did not show – or even attempt to show – 

good cause for failing to file within the time 

prescribed, the pipelines complained.  The 

Liberty Affiliates’ claim of good cause also 

asserts “without any support” that their 

interests cannot be adequately represented by 

others and that they will take the record as it 

stands.   

Algonquin/Maritimes also challenged the 

Liberty Affiliates' contention that information 

is “missing” from applicants’ filings, and the 

demand for answers to “multiple pages” of 

questions.  To the pipelines, such requests 

“appear to be nothing more than an attempt to 

use the Commission’s certificate process to 

obtain competitive information not relevant to 

the Commission’s review ... and to delay the 

project." 

Contrary to the claims, Algonquin/Maritimes 

insisted there is no information that is 

missing.  Moreover, FERC does not require the 

type of information requested; the pipelines 

are not aware of any precedent -- nor has 

Liberty Affiliates cited any precedent – that 

establishes the type of information requested 

is relevant in a certificate proceeding.  The 

affiliates failed to provide an explanation or 

any legal support that addresses how such 

information is relevant. 

Despite the Liberty Affiliates' claim that they 

“have an interest” in the proceeding as energy 

investors and/or service providers in the New 

England states, these companies are not 

currently shippers on Algonquin or 

Maritimes.  Nor is there any evidence that 

Liberty Affiliates have any interest in 

becoming shippers.  They have never 

requested, either formally or informally, to be 

a shipper on either Algonquin or Maritimes.  

In addition, the affiliates had the same 

opportunities as other potential shippers to 

obtain project capacity on Algonquin, 

Maritimes or both pipelines through the open 

season process.  Liberty Affiliates did not 

participate in that process, the pipelines 

commented. 

The only investment of which the pipelines 

are aware is Liberty Transmission’s interest in 

a component of the NED Project – which is 

proposing a new interconnection with 

Maritimes in Dracut.  In that case, Liberty 

Transmission is a joint venture partner of a 

pipeline company that competes with 

Algonquin and Maritimes for shippers in the 

New England market.  And therein lies the 

suspicion of Algonquin/Maritimes.  “The 

competitive information that Liberty Affiliates 

are seeking appears designed solely to 

improve the marketability of the unsubscribed 

NED Project capacity and support the 

prosecution of the NED project certificate 

application in that separate proceeding.”  

Even if the Liberty Affiliates were a shipper or 

potential shipper on Maritimes, the requested 

information would not be necessary for their 

participation in this proceeding or for the 

Commission’s determination of whether 

Atlantic Bridge is in the public convenience 

and necessity.  Information regarding the 

operationally-available capacity that will be 
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created on Maritimes by the Atlantic Bridge 

Project, the conditions and/or pressure 

requirements that Maritimes will require in 

agreements with customers, and how much 

operationally-available capacity will be 

“created” by the NED Project, are not relevant 

to existing customers of Maritimes or to a 

project shipper seeking to protect its rights or 

prevent subsidization.  “This type of 

information is relevant to future subscriptions 

of capacity on the Maritimes system, which 

are not at issue in this certificate proceeding; 

the Liberty comments merely serve to disrupt 

the current proceeding,” declared the 

applicants.  

In any event, Algonquin and Maritimes noted 

that the NED project is less than 50% 

subscribed on its market path, and it is relying 

upon available capacity on Maritimes’ and 

Portland Natural Gas Transmission System’s 

joint facilities to “support markets” in Maine.  

Yet, absent available capacity on Maritimes, 

that claimed benefit of the NED Project 

“would not be realized.”  Therefore, the 

question of takeaway capacity at Dracut is 

actually relevant to the evaluation of the NED 

application (in CP16-21); so the NED Project 

sponsor “should provide its own support” for 

its claim that NED is in the public convenience 

and necessity.  

“Instead, its joint venture partner, Liberty 

Affiliates, is attempting, through an 

inappropriate request for information in this 

proceeding, to maneuver the applicants into 

providing supporting information for the 

NED Project,” the pipelines charged. 

 

LNG 

Environmental Agency Suggests Rio 

Grande LNG/Rio Bravo Pipeline 

Project Needs More Comprehensive 

Environmental Impact Statement 

(EIS) Review 

The Environmental Protection Agency (Region 

6), in a letter sent to FERC on March 24, 

indicated there are more serious 

environmental impacts to consider than can be 

resolved by a mere Environmental  

Assessment EA) procedure to  review the 

project recently undertaken jointly by Rio 

Grande LNG, LLC and Rio Bravo Pipeline Co. 

(PF15-20).  "We are unsure how FERC 

anticipates meeting NEPA requirements, 

however, we recommend that an 

environmental impact statement (EIS) be 

prepared rather than an environmental 

assessment, as the potential environmental 

impacts of the proposed project certainly 

appear to be significant, the agency stated in 

its missive to the Commission. 

EPA suggested, "Rio Grande LNG may not 

have considered all reasonable alternatives." 

For example, "it appears" that potential 

alternatives may exist at Port Mansfield, 

Texas, and on the Corpus Christi Inner 

Harbor.  So far these potential alternatives "do 

not appear to have been considered." 

Further, in the event that one or more of the 

other LNGs proposed to be located on the 

Brownsville Ship Channel do not proceed 

towards permitting, "Gulf Coast LNG in 

particular," EPA hopes that Rio Grande LNG 

would consider these as additional 

alternatives. 

Rio Bravo Pipeline also may not have 

considered "all reasonable alternatives."  There 

may be opportunities to avoid pipeline 

crossing impacts to aquatic resources.  "We 

recommend that FERC consider these 

potential alternatives in the draft EIS." 
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Rio Grande and Rio Bravo are subsidiaries 

of NextDecade LLC.  Rio Grande first filed 

its pre-filing version of the project at FERC 

on 3/20/15.  On March 23rd, FERC assigned 

a docket number PF15-20, and the pre-filing 

process was initiated on 4/13/15. 

The facility will be supplied with natural 

gas from a new natural gas pipeline, Rio 

Bravo Pipeline.  The project developers are 

seeking FERC approval for six liquefaction 

trains, each with a nominal LNG output 

capacity of 4.5 million metric tons per year 

(mtpa), using Air Products and Chemicals, 

Inc.’s propane-mixed refrigerant (C3MR™) 

technology.  The terminal will also have 

natural gas pre-treatment facilities, four full 

containment LNG storage tanks, and truck 

loading facilities. 

The purpose of the terminal is to provide 

natural gas liquefaction, export and vessel 

and truck loading services to third parties.  

It will be able to load the LNG onto LNG 

vessels for export to other countries or (to a 

much lesser degree) onto trucks for 

transport to North American LNG fueling 

facilities owned and operated by others.  

The terminal will be sited on approximately 

1,000 acres of land along the Brownsville 

Ship Channel located in Cameron County, 

Texas, near the Gulf of Mexico. 

Rio Bravo’s primary purpose will be to 

connect the terminal to natural gas supplies 

available through other interconnected 

pipelines serving producing areas.  It will 

consist of two parallel, 42-inch diameter 

pipelines running approximately 122 miles 

from the terminal to its interconnections, 

requiring approximately 140 pipeline miles 

and related facilities. The total throughput 

capacity will be approximately 4.5 Bcf/d of 

natural gas. 

EPA's Specific Recommendations.  EPA 

stated "It is our observation that the 

proposed project site is part of a unique 

coastal ecosystem, with relatively low 

environmental impacts to date.  Based on 

the information provided, we estimate the 

proposed project will directly impact 516.5 

acres of aquatic habitats, including estuarine 

emergent marsh, estuarine scrub-shrub 

(mangrove) marsh, palustrine emergent 

marsh, unvegetated tidal flats, estuarine 
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open water, palustrine forested wetland, 

palustrine scrub shrub wetland, and 

streams." 

These habitats provide important ecosystem 

services, including water quality benefits, 

floodwater storage benefits, and fishery and 

wildlife benefits, including threatened and 

endangered species.  Threatened and 

endangered species may use aquatic habitats 

on the LNG facility site, as well as on the 

proposed Rio Bravo Pipeline route. 

There are also secondary impacts to 

consider.  They include water quality 

impacts on seagrasses, impacts to hydrology 

of nearby wetlands, or impacts to stream 

morphology downstream (or upstream).  

The draft EIS is the only good review 

vehicle to include evaluations of the 

potential for such impacts. 

According to EPA's letter, while Rio Grande 

LNG/Rio Bravo Co. have clearly taken into 

consideration potential impacts of the 

proposed project on wetlands and other 

aquatic resources, "the resource reports fall 

short of adequately demonstrating full 

compliance" with the Clean Water Act 

guidelines.  The agency outlined its specific 

concerns in this regard, recommending: 

 That the draft EIS demonstrates the 

"water dependency" of the proposed 

project.  Only water-dependent 

projects can be permitted under 

section 404 of the Clean Water Act. 

 FERC should ensure the draft EIS 

includes an alternatives analysis that 

meets the requirements of the 

guidelines, in addition to those of 

NEPA. 

 FERC should ensure that the draft 

EIS demonstrates that the proposed 

alternative was developed through a 

process that included adequate 

consideration of avoidance and 

minimization of impacts to aquatic 

resources. 

 - The Commission should ensure that 

the draft EIS demonstrates that the 

proposed alternative is the least 

environmentally damaging 

practicable alternative (LEDPA), as 

discussed in the guidelines.  Only the 

LEDPA can be permitted under the 

Clean Water Act. 

Finally, EPA said FERC should ensure that 

the draft EIS includes a draft plan for 

mitigating unavoidable impacts to aquatic 

resources, for review and comment.  As a 

precursor to this, the draft EIS must include 

a wetland delineation report and a draft 

assessment of functions of wetlands that 

will be impacted by the proposed project.  

"This is necessary as a basis for any 

proposed mitigation plan” -- the proposed 

mitigation should be consistent with the 

2008 Mitigation Rule (Compensatory 

Mitigation for Losses of Aquatic Resources; 

Final Rule). 

 

NATURAL GAS 

STORAGE 

Engineering Data is at Heart of 

Heated Dispute Between Tres 

Palacios and Lessor of the Storage 

Property 

Underground Services, Markham, LLC 

(USM), a wholly-owned subsidiary of Texas 

Brine Co., LLC and lessor of the property 

where the salt caverns developed by Tres 

Palacios Gas Storage LLC (CP14-27 et al.) 

and certificated by FERC are located, 

recently disclosed new concerns it has 

regarding the "lack of available information 

regarding the caverns" – including the 

information that Tres Palacios is required to 

have filed with the Commission as a 
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condition to its certificates in Docket Nos. 

CP07-90 and CP10-499.9 

Under the terms of the storage sublease 

agreement between USM and Tres Palacios, 

USM holds that Tres Palacios is required to 

provide USM with all studies relating to 

cavern integrity and to comply with all 

orders, rules, and regulations of the FERC.  

However, recently, in Docket No. CP14-17, 

USM reported that "Tres Palacios has taken 

the position that it is not required to provide 

the necessary technical information to 

support a proposed change in its working 

gas capacity." 

As the lessor of the caverns being operated, 

USM wrote to FERC that Tres Palacios' 

position has raised concerns. 

Earlier last month on 3/11/16, Tres Palacios 

filed at FERC an answer to the request by 

USM for clarification of the 2/18/16 

Commission order in this proceeding.  In 

that pleading, Tres Palacios requested that 

the Commission deny USM’s request for 

clarification and reject an attached statement 

of a Dr. Leo Van Sambeek. 

Background.  In February 18 the 

Commission responded to a request by Tres 

Palacios to clarify that the an order issued 

3/19/15 denying a controversial 

abandonment application did not preclude 

Tres Palacios from proposing in a future 

application to reduce the certificated 

working gas capacities of its storage caverns 

without “otherwise altering its facilities.”  In 

responding to this request, the Commission 

had alluded to USM's claim that “physical, 

i.e., structural, changes must be made to a 

storage facility” before the Commission 

could authorize a change in the certificated 

working gas capacity of the facility. 
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   The Commission initially granted a certificate to Tres 

Palacios in Docket CP07-90 in 2007.  The certificate 

authority was amended in Docket CP10-499 in 2010. 

The Commission instructed that while the 

certificated capacities (total capacity, base 

gas requirement, and working gas capacity) 

of a cavern are based on their physical 

attributes (size, shape, depth, volume, and 

temperature and pressure ranges), “it is 

possible that a company can change certain 

of these parameters, temperature and 

pressure ranges, for example, without 

making any structural modifications to the 

storage caverns themselves.'” 

According to Tres Palacios, the Commission 

then “clarified” that Tres Palacios is not 

required to present evidence of structural 

changes to its storage facility in order to 

request authorization to change the 

certificated working gas capacity. 

USM's Demand for Engineering 

Compliance.  In 2007, the Commission 

issued a certificate to Tres Palacios allowing 

it to construct and operate three high-

deliverability underground salt caverns for 

the storage of natural gas, subject to 

specified engineering conditions.  The 

conditions, according to USM, also became 

conditions to the 2010 order allowing Tres 

Palacios to increase the certificated 

capacities of its caverns. 

According to USM, those conditions require, 

among other things, that Tres Palacios: 

1) Periodically log each cavern’s wells to 

check the status of the casing string. 

2) Conduct sonar surveys of the caverns 

every five years and file the results with 

the Commission. 

3) Conduct an annual inventory 

verification study on each cavern. 

4) Determine and report to the Secretary 

of the Commission the final gas storage 

capacity of each cavern (including data 
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and work papers to support the actual 

operating capacity determination). 

5)  File semiannual reports for each 

cavern (to coincide with the termination 

of the injection or withdrawal cycles) 

containing information on volumes 

(stated at 14.73 psia and 60º F), the daily 

volume of natural gas injected and 

withdrawn, the inventory of gas and 

shut-in wellhead pressure for each 

cavern at the end of reporting period, the 

maximum daily injection and withdrawal 

rates experienced for the entire storage 

field during the reporting period, the 

average working pressure on such 

maximum days taken at a central 

measuring point where the total volume 

injected or withdrawn is measured, the 

results of any tests performed to 

determine the actual size, configuration, 

or dimensions of the storage caverns, a 

discussion of current operating problems 

and conclusions, other data or reports 

which may aid the Commission in the 

evaluation of the storage project, and the 

results of leak detection tests performed 

during storage operations to determine 

the integrity of each cavern/wellbore, 

casing and wellhead. 

6) File semiannual reports until the 

maximum inventory reaches or closely 

approximates the maximum capacity 

authorized and for a period of one year 

following. 

According to USM, in order to mitigate 

similar concerns, and to ensure cavern 

system integrity, the Commission ordered 

the operators in other cases, as it ordered 

Tres Palacios here, to comply with the 

engineering conditions, "including the 

obligation to conduct sonar surveys every 

five years to ensure that salt creep does not 

damage the integrity of the caverns or result 
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  The need for these and similar engineering conditions in 

orders certificating underground salt cavern storage 

facilities has been recently explained by the Commission 

in lost gas or reductions in storage 

capacity.10  To the best of USM’s knowledge, 

the last sonar surveys conducted by Tres 

Palacios and reported in filings with the 

Commission were those conducted in 2008 

and 2009. 

"To the best of USM’s knowledge," Tres 

Palacios has not complied with the 

engineering conditions of its certificate 

orders.  The purpose of the engineering 

conditions in the first place, as explained in 

numerous Commission orders, is to ensure 

that cavern integrity is maintained and to 

stem the development of any problems that 

might, if undetected, result in, among other 

things, excessive creep, gas loss, or loss of 

working gas capacity.  Without the requisite 

information, neither USM nor the 

Commission can be certain that cavern 

system integrity has been maintained. 

For these reasons, USM requested that the 

Commission direct Tres Palacios to 

immediately file all “delinquent" reports, 

studies, test results, and analyses required 

by the 2007 certificate order and the 2010 

certificate amendment order. 

USM Answer to Tres Palacios' Answer.  

Tres Palacios has requested the Commission 

to reject USM's pleadings, but USM this 

week, in another answer filing, calls the 

storage company's request for rejection "a 

collateral attack on a prior Commission 

order." Instead, USM asserts, the 

Commission should grant its request for 

clarification and deny Tres Palacios’ request 

to reject the statement of Van Sambeek. 

Concerned that Tres Palacios would read 

more into the Commission’s order than it 

says, USM explains that it had asked the 

Commission to clarify that when it said that 

changes in temperature and pressure ranges 

in both D’Lo Gas Storage (2012) and PetroLogistics 

Natural Gas Storage, LLC (2012), according to USM. 
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(or base gas) could alter the working gas 

capacity of a cavern, it was not saying that 

those changes could be made without 

supporting technical analyses that 

demonstrated a need for such a change. 

USM asks the Commission to further clarify 

that such changes could not be made "at the 

whim of the operator" so as to reduce its 

working gas capacity to reflect contract 

levels, as they may exist from time-to-time. 

On the other hand, Tres Palacios’ position 

"appears to be that it can alter one or more 

of the design parameters of its caverns at 

will, so as to reduce the calculation of 

working gas capacity."  This, Tres Palacios 

"gleans" from the Commission’s clarification 

that Tres Palacios need not show “structural 

changes” to its physical facilities in order to 

request a change in the certificated working 

gas capacities of its caverns.  But "nowhere" 

in the February 18 order can such a ruling 

be found, argues USM. 

"In fact, if the Commission would have so 

ruled, its ruling would have been contrary 

to its existing regulations, practice, and 

precedent; and, indeed, would be 

inconsistent with industry practice and the 

reporting criteria of the U.S. Energy 

Information Administration." 

Certificated design parameters of an 

underground gas storage salt cavern may 

not be changed without a demonstration, 

through geomechanical analyses, that such a 

change is required.  This includes changes 

which will result in a decrease, as well as an 

increase, in certificated capacities. 

Thus, according to USM, while the February 

18 order clarifies that Tres Palacios need not 

show “structural changes” to its caverns, 

that order does not excuse Tres Palacios 

from demonstrating a geomechanical and 

engineering reason for a change in a design 

parameter "nor did the order excuse Tres 

Palacios from filing the data necessary to 

support the change." 

A justifiable reason for a change in 

certificated design capacities does not 

include the amount of working gas capacity 

a storage company is able to sell; nor does it 

include a desire to reduce lease payments, 

as certificated capacities do not take these 

factors into account, asserts USM.  That was 

made clear by the March 19, 2015 order. 

Given that solution-mined caverns are 

developed based on specified, approved 

design parameters, "one cannot simply 

purport to alter the overall gas storage 

capacity without a demonstration based on 

a geomechanical analysis that the cavern is 

no longer capable of storing the volume of 

gas it was designed and certificated to hold," 

argues USM. 

Tres Palacios’ reading of the February 18 

order "as providing it carte blanche 

authorization to abandon any working gas 

capacity that it does not need," and to alter 

cavern pressure simply on its “own motion” 

without a geomechanical reason is a 

distortion of the February 18 order and 

would virtually nullify the 3/19/15 order, 

alleges USM.  This misreading of the order, 

intentional or otherwise, "must be corrected 

before, not after, Tres Palacios makes its 

next application to this Commission to alter 

the certificated working gas capacities of its 

caverns." 

Clarification is "clearly warranted," insists 

USM, as it urges the Commission to clearly 

articulate that natural gas storage cavern 

capacities are not arbitrarily determined and 

may not be changed by an operator “on its 

own motion,” as Tres Palacios claims is its 

right, without supporting data.  Rather, the 

Commission must clarify that "natural gas 

storage cavern capacities are calculated 

numbers arrived through scientific, 

geomechanical, and engineering analyses." 
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In that regard, "while it should have been 

unnecessary," USM asks the Commission to 

confirm that a cavern’s overall capacity is its 

calculated physical volume, and that the 

design capacity of a cavern is the maximum 

volume of gas that can be safely compressed 

in the cavern, and is calculated based on the 

physical volume of the cavern, the expected 

gas temperatures, the maximum pressure 

gradient, and the gas compressibility factor. 

Additionally, USM requests the Commission 

to confirm that the base gas requirement of 

an underground salt cavern storage facility 

is also a calculated number (controlled by 

the minimum pressure gradient and is the 

volume of gas that must be kept in the 

cavern to maintain cavern integrity). Finally, 

USM believes the Commission is obliged to 

confirm that a cavern’s working gas capacity 

is always the mathematical difference 

between the cavern’s total gas capacity and 

its base gas requirement. 

To the extent necessary, the Commission 

could also clarify that an operator is always 

free to operate gas storage caverns within 

the maximum and minimum (base gas) 

certificated capacities set by the certificate 

order, and within the authorized maximum 

and minimum pressures, consistent with 

prudent operating practices, and that an 

operator does not need a certificate 

amendment to do so. 

 

 

 

 

GAS/OIL PRODUCTION 

U.S. Geological Survey Affirms 

Significant Increase in Earthquake 

Incidents in Central U.S. 

News sources this week picked up on a first 

of its kind analysis issued by the U.S. 

Geological Survey that suggests the ground 

east of the Rockies is more likely to 

experience damaging though not deadly 

earthquakes.  Federal seismologists issued a 

new risk map for 2016 indicating much of 

the new earth-shaking risks may be a man-

made byproduct of drilling for oil and gas.  

Parts of Oklahoma now match northern 

California for the nation's most shake prone 

areas. 

One north-central Oklahoma region has a 1 

in 8 chance of a damaging quake in 2016, 

with other parts closer to 1 in 20.  

Approximately 7 million people live in areas 

(central and eastern U.S. (CEUS)) where the 

risk has dramatically risen for earthquakes 

caused by disposal of wastewater, a 

byproduct of drilling for oil and gas.  That is 

mostly concentrated in Oklahoma, Texas, 

New Mexico, Kansas, Colorado and 

Arkansas.   Natural earthquake risk also 

increased around the New Madrid fault in 

Missouri, Tennessee, Kentucky, Arkansas 

and Illinois. 

The central U.S. has undergone the most 

dramatic increase in seismicity over the past 

six years.  From 1973 to 2008, there was an 

average of 24 earthquakes of magnitude 3.0 

and larger per year.  From 2009 to 2015, the 

rate steadily increased, averaging 318 per 

year and peaking in 2015 with 1,010 

earthquakes.  Through mid-March in 2016, 

there have been 226 earthquakes of 

magnitude 3.0 and larger in the central U.S. 

region.  To date, the largest earthquake 

located near several active injection wells 

was a magnitude 5.6 in 2011 near Prague, 

Oklahoma. 
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“By including human-induced events, our 

assessment of earthquake hazards has 

significantly increased in parts of the U.S.,” 

said Mark Petersen, Chief of the USGS 

National Seismic Hazard Mapping Project. 

“This research also shows that much more of 

the nation faces a significant chance of having 

damaging earthquakes over the next year, 

whether natural or human-induced.” 
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The Survey on Monday released a map for 

risks of damaging quakes in the current 

year.  Past efforts evaluated only 50-year 

risks and didn't include man-made quakes.  

The new risks are mostly based on increases 

in quakes felt last year.  Oklahoma and Texas 

have the largest population exposed to 

induced quakes. 

USGS scientists only distinguished between 

human-induced and natural seismicity in the 

CEUS.  In the west, scientists categorized all 

earthquakes as natural.  Scientists also used a 

different methodology in looking at the CEUS 

compared to the west. 

In developing this new product, USGS 

scientists identified 21 areas with increased 

rates of induced seismicity.  Induced 

earthquakes have occurred within small areas 

of Alabama and Ohio but a recent decrease in 

induced earthquake activity has resulted in a 

lower hazard forecast in these states for the 

next year.   In other areas of Alabama and 

small parts of Mississippi, there has been an 

increase in activity, and scientists are still 

investigating whether those events were 

induced or natural. 

To determine whether particular clusters of 

earthquakes were natural or induced, the 

USGS relied on published literature and 

discussions with state officials and the 

scientific and earthquake engineering 

community.  Scientists looked at factors such 

as whether an earthquake occurred near a 

wastewater disposal well and whether the 

well was active at the time these earthquakes 

occurred.  If so, it was classified as an induced 

event. 

Current research indicates that the maximum 

magnitudes of induced earthquakes may be 

lower than for natural earthquakes, but many 

scientists suggest that induced earthquakes 

can trigger larger earthquakes on known or 

unknown faults.  In the CEUS, there may be 
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thousands of faults that could rupture in a 

large earthquake.  Induced earthquakes also 

tend to exhibit swarm-like behavior with more 

numerous and smaller earthquakes at 

shallower depths.  These factors were taken 

into account in the analysis. 

 “We are using the best available data and 

principles to determine when, where and how 

strong the ground could shake from induced 

earthquakes,” said Petersen. “Of course there 

is a level of uncertainty associated with this 

and all hazard maps, as we are still learning 

about their behavior and can only forecast 

with probability—instead of predict with 

certainty—where earthquakes are likely to 

occur in the future.  Testing these maps after a 

year will be important in validating and 

improving the models.” 

U.S. Energy Information 

Administration Report on Drilling 

Industry Cost Trends Highlights the 

Bright Side of Low Market Prices - 

Continual Efficiency Improvements 

and More Competitive Prices from 

Services Sector  

The U.S. Energy Information Administration’s 

(EIA) comprehensive March 2016.report, 

“Trends in U.S. Oil and Natural Gas Upstream 

Costs,” showcases numerous technology, 

efficiency, and competition-driven cost 

savings that are steadily pushing down well 

development costs, or cost per unit of 

production.  As last week’s edition of The 

Foster Report noted in a short overview of the 

EIA analysis,11 these efficiency gains represent 

a silver lining for firms suffering through 

depressed oil and gas market prices.  And – if 

EIA’s projections hold up – they are likely to 

continue for several years to come, while 

adding sustainable know-how to an industry 

eager to squeeze out inefficiencies while 

waiting for commodity prices to recover.   
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As a result, the EIA states it has adjusted its 

forward U.S. production outlook simply 

because more wells will be profitable at lower 

market prices than hitherto believed.  What 

follows is a more in-depth review of the EIA’s 

137-page report (based on a 2015 study by IHS 

Global). 

Market Forces Driving Down Well Costs.  

The EIA assessed not only broad national 

trends but also basin-specific cost drivers. 

Reflecting their different geologies and 

logistical challenges, the analysis subdivides 

U.S. well development into five groupings:  (1) 

offshore Gulf of Mexico prospects; and (2) 

four prolific onshore 

hydrofracturing/horizontal drilling plays – 

namely, the Bakken, the Eagle Ford, the 

Marcellus, and the Permian.   Overarching all 

these regions is an “oversupply” market 

condition, which the report expects to 

“continue for the next 12 months” but 

“narrow in the second half of 2016, “ as a 

result of “an extended cutback in drilling.”   

The report spotlights a precipitous 15-18% 

drop in 2015 well development costs versus 

2014 levels, and expects another 3-5% decrease 

in 2016.  The EIA also notes a “huge reduction 

in drilling and completion service fees” due to 

the “dramatic drop in oil prices.” 

From the third quarter of 2014 to mid-2015, 

the report charts a decrease in active drilling 

rigs across the four onshore plays (Bakken, 

Eagle Ford, Marcellus, and Permian) from 770 

to 350 as oil prices declined, with 

“unconventional plays…bear[ing] the brunt of 

reductions” as the market rebalances.  From 

mid-2015 (when IHS completed its study),  the 

consultants expected oil prices to drop further 

and rig counts to decline accordingly – an 

accurate prediction, as it turned out – 

resulting in “continued downward pressure” 

on drilling and completion services pricing. 
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  The report notes that these factors may “pose risks” 

which could drive costs up. 

The national supply of the types of pumping 

equipment and specialized drilling rigs 

needed mainly for unconventional plays has 

grown in recent years to accommodate 

demand; now, with the “huge supply 

overhang” in the market, service companies 

are expected to operate at narrow profit 

margins or “even…at a loss just to maintain 

market share and keep their skilled labor." 

The analysis, broken down into several 

categories, forecasts near-term input cost 

reductions as follows: 

 Rig rates and rentals – 5-10% reduction 

in 2015, followed by 5% increases in 

2017 and 2018; 

 Casing and cement – With a 20% drop 

in steel prices in 2015, casing costs are 

expected to decrease similarly; 

 Frac equipment and crews – 

Reductions similar to those for rig rates 

and rentals; 

 Proppant – 20% cost reduction, 

although “little room for further cost 

reductions” due to the significant 

proportion of proppant costs stemming 

from transportation costs (from the 

sand mines in Wisconsin) and regional 

staging costs. 

 Frac fluids and water disposal – A 

mixed picture:  water sourcing costs 

are generally not market-based (and 

hence will not drop much); but the 

report expects “large cost reductions in 

the cost of chemical and gels.”  

Disposal costs are governed by long-

term contracts that are not responsive 

to market conditions (and indeed rise 

by 1.8%/year).12   

 Other costs – The report foresees a 

“small reduction” of 5-10% in this 
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catch-all category. 

Well Design Trends Driving Cost Efficiency.  

The report separately discusses “attributes of 

well design” that are likewise reducing capital 

and operating costs.  It highlights these 

factors: 

 Drill days – Gains in efficiency are 

“ongoing,” despite EIA conceding it 

would have expected this area of 

improvement to have “leveled off by 

now.”  It mentions two underlying 

phenomena:  improvement in drill bits 

(reflected in increasing “drill feet” per 

day); and more “pad drilling” that 

reduces “rig movement” and 

mobilization/demobilization times. 

 Lateral length – Here, annual increase 

rates are “slowing,” which the report 

attributes to limits imposed by leases 

and drilling unit size/configuration.  

Moreover, within any drilling unit, the 

operator typically drills the longest 

laterals first and then fills in with 

shorter ones. 

 More proppant per foot – This has 

been a multi-year trend since 2008, as 

operators “push the limits” with more 

closely spaced wells to “harvest as 

much of the resource as possible.”  

Extra proppant is needed to “achieve 

the recovery rates needed for economic 

success” in the framework of more 

closely spaced wells.  Nonetheless, the 

report sees “some evidence” of this 

trend reaching its limit, especially in 

the Marcellus and Bakken plays, where 

“pay zones are typically thinner.” 

 More wells per drill pad – This design 

advance is reducing the “facilities costs 

per well,” as support facilities are 

“increasingly designed for the drill 

pad, not for the [individual] well.”  

Associated cost-saving efficiencies 

follow with respect to “water disposal, 

frac staging and rig movements.” 

 Number of stages – Operators are 

adding frac stages within a lateral 

length; lengths are decreasing to 150-

200 feet with “more closely spaced 

perforation clusters” to accommodate 

the increasing amount of proppant 

employed. 

 Natural proppants – While amounts of 

proppants are expected to increase in 

all plays, the types of proppants will 

“move towards cheaper natural 

proppants” except in the Eagle Ford 

basin, where proppant mixes are 

moving in the opposite direction 

“toward artificial sand.” 

In the aggregate, total costs per well will, of 

course, vary by regional play and individual 

well design parameters; but technological 

efficiencies and market forces should, from 

2014 to 2015, drive cost reductions in a 7-22% 

range.  The EIA notes decreases in average 

well costs during this one-year period in a 

number of regional plays; three notable 

examples are the Bakken (well costs dropping 

from $7.1 million to $5.9 million); the Eagle 

Ford (costs falling from $7.6 million to $6.5 

million); and the Marcellus (costs falling from 

$6.6 million to $6.1 million). 

Analysis of Drilling Cost Drivers.  From the 

data on region-by-region drilling cost drivers, 

the study offers these “key takeaways”:  

 With the current low price 

environment, well operators face the 

twin business requirements of 

improving project economics while 

maintaining production growth.  The  

“demand for new technology” to 

accomplish these objectives is 

“important,” but EIA reckons that the 

“majority” of costs savings has come 

from “negotiating better rates” with 

service providers;  

 Some advances in technology – such as 

“geosteering, higher proppant 

concentrations, and closer spaced frac 
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stages”– are actually increasing the 

overall cost of wells; however, the 

resulting performance gains are more 

than offsetting the higher total well 

costs, leading to lower costs per unit of 

production; 

 Increased pressure from exploration 

and production companies is spurring 

service companies to “reduce costs and 

improve efficiencies”– seen in the 

“dramatic” decrease in number of drill 

days per well; 

 The “high variability of operating 

costs” offers many operators “an 

opportunity for future cost reduction, 

in such areas as “lease operation, 

gathering, processing and transport, 

water disposal, and general and 

administrative” costs;  

 The “high-grading” of the production 

portfolio is a trend companies 

developing onshore acreage are 

following to manage their capex by 

targeting only their highest-return 

prospects for investment, setting aside 

lower-return plays until market prices 

rebound. 

Deepwater Gulf of Mexico (GOM) Trends.  

The EIA stresses that analyzing changing cost 

drivers in deepwater projects is a far different 

task, compared with onshore well 

development.  Instead of thousands of wells to 

examine, there are “fewer than 100” 

exploration and developmental wells in the 

GOM annually.  They do not, moreover, have 

the “manufacturing” attributes of 

unconventional onshore plays.  The “high 

degree of specialization and technical 

challenges” for each deep offshore well, along 

with their “long development cycle,” have 

“prevented the standardization of offshore 

development and ‘cookie cutter’ approaches.”   

A successful offshore project will go through a 

“number of stages,” from appraisal through 

development, production and 

construction/hook-up of delivery 

infrastructure (which must be completed prior 

to actual production).  Each of these steps, the 

report emphasizes, requires “significant 

capital expenditure.”   

The long-term planning involved in offshore 

projects and their multi-billion dollar budgets 

mean that they’re “less impacted by short-

term fluctuations” in the price of oil.  They are, 

moreover, generally undertaken on the 

expectation of “higher oil prices in the future.”  

Yet, the report notes, the trough in commodity 

prices the industry is presently experiencing 

has “begun to take a toll” on GOM drilling 

activity.  As a result, “caution and capital 

constraints” took hold in the latter half of 

2015. 

The report notes a split or tension between the 

most commercially achievable plays in the 

current price environment and the most 

abundant resource plays from a long-term 

perspective.  That is, the Miocene subsalt 

plays have a commercial advantage by virtue 

of being in closer proximity to existing 

infrastructure, which speeds the development 

of any discoveries.  On the other hand, two 

other plays – the Lower Tertiary and Jurassic – 

are the “largest growth plays from a volume 

perspective,” but, in a low oil price 

environment, are commercially challenged 

due to greater water depth and distance from 

existing infrastructure.    

The report addresses the marginal economics 

of these projects in today’s pricing 

environment.  While the majority of the 

“sanctioned” U.S. GOM deepwater projects 

with start dates between 2015 and 2021 have 

“an estimated forward wellhead breakeven 

price” below $50/Bbl, when “full cycle 

economics” are applied, the majority have 

breakeven prices above $60, the report states.  

Unsanctioned projects are therefore “at great 

risk of cancellation or suspension,” the report 

concludes, and companies “must control costs, 

increase efficiencies, and access improved 
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technologies” to further improve the 

economics of what the EIA calls “larger 

frontier growth plays.” 

Nonetheless, the report asserts that most of 

the current GOM projects will “go forward,” 

as significant amounts of capital have already 

been invested.  Operators are “vigorously 

renegotiating” their contracts to “secure lower 

rates.” Another emerging cost-conscious trend 

is for companies “revisiting development 

options and scenarios” with an eye toward 

“leveraging existing production 

infrastructure” to develop “discovered 

resources.”   

The report provides a general idea of 

individual well cost for drilling and 

completion in three GOM plays.  The Miocene 

plays average around $120 million per well, 

though some projects can be “much higher, 

given the complex geology and 

unpredictability” of these plays.   Lower 

Tertiary wells average slightly over $200 

million, and exhibit “the most technical 

challenges due to the combination of water 

depth, well depth, high temperature and high 

pressure, and geological features....”  Jurassic 

play wells, which target the deepest 

production reservoirs of the three, have the 

highest average costs – around $230 million. 

Breakeven oil prices for all these plays vary 

with the project, but the report suggests that 

only reserves in the Miocene have “full cycle” 

breakeven costs below the $60/Bbl 

benchmark. 

If there is any good news for developers in the 

deepwater GOM, it’s that the EIA report 

indicates a 15% reduction in the costs of 

drilling and related services in 2015, to be 

followed by average annual reductions of 3% 

during the 2016-2020 period.  This “cost 

deflation” is cropping up in many areas, but is 

most notable in the “rig market,” where an 

“overbuild long forecast for 2015-16 is now 

colliding with reduced demand, resulting in 

highly reduced rig day rates.” 

GOM Projects.  In sum, the report views 

GOM deepwater projects as facing a 

“tremendous challenge on cost saving” in 

today’s low-price environment.  The analysis 

concludes: 

 New projects yet to be “sanctioned” 

are in the greatest jeopardy of 

cancellation or deferral; projects 

already sanctioned and under 

construction are “less likely to be 

delayed,” though even those may be 

deferred if “oil prices continue to 

languish”;  

 Several companies – e.g., 

ConocoPhillips, Marathon Oil, Murphy 

Oil, and TOTAL – have cut their capex 

budgets on the exploration side, which 

could impact longer-term production 

as reserves are not restocked; however, 

lowering these budgets will have “little 

impact in terms of reduced production 

growth over the near to medium 

term”; 

 Much as in the onshore industry, 

service companies are under pressure 

from exploration and production 

companies to “reduce costs and 

improve efficiencies,” which could 

enable “key projects” to continue at 

reduced investment levels; 

 There is “a lot more offshore project 

standardization” that could help lower 

costs, apart from “subsea 

standardization” (which the report 

labels as the “most talked about piece 

of the cost saving puzzle”).  Currently, 

the equipment designs for offshore 

projects and follow-on orders are 

“sporadic and unpredictable,” says 

EIA, leading to “meaningful additions” 

to project costs; 

 Delays due to “changes in 

requirements mid-project” are 

currently one of the biggest drivers of 

lower returns on some projects, 
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contributing to “cost overrun and 

production startup deferral”;   

 The lower oil price environment has 

caused some companies to evaluate 

“subsea boosting technology” to 

improve the productivity of existing 

fields, as opposed to pursuing new 

field development projects. 

Onshore Plays.  Finally, the EIA report 

isolates cost components and trends for the 

four major onshore plays mentioned above.  

The consultants whittled the list of cost 

drivers down to a “manageable 11 categories” 

and then down to the five largest drivers, 

comprising 75-78% of total well costs and 81% 

of total drilling and completion costs 

(excluding facilities).  These five major drivers 

are:  frac pump and equipment (24% of costs); 

casing and cement (15%); completion fluids 

and flowback (12%); rig and drilling fluids 

(23%); and proppant (14%).   

The report proceeds to delineate typical well 

design parameters and costs for each of the 

four basins, examining data to chart trends for 

each of the major cost drivers.  The extent of 

penetration and progress of various efficiency 

innovations common to unconventional oil 

and gas plays is observed for each basin, and 

well cost expectations for the next three years 

are projected. 

The EIA analysis then extracts general 

observations about the changing economics of 

production in the Bakken region.  Developers 

have taken advantage of significant input cost 

reductions since 2012; however, the “Bakken 

benefits only marginally from greater 

performance per well,” the report notes.   

Future operating expenses vary a good deal 

among projects, and some operators are 

expected to “make substantial 

improvements”; but operating cost reductions, 

due to the nature of the services, are likely to 

be “much less than capital reductions” seen in 

2015. 

The report includes similar detailed 

breakdowns of historical and projected cost 

trends and future efficiency opportunities for 

the Eagle Ford, Marcellus, and Permian plays.   

 

REGULATION - 

FINANCIAL 

Democratic Senators Urge 

Commodity Futures Trading 

Commission (CFTC) to Finish Rule 

Governing Commodity Speculation  

In a letter to Timothy Massad, chairman of the 

Commodity Futures Trading Commission 

(CFTC), a group of Democratic lawmakers, 

including Sens. Maria Cantwell (D-Wash.), 

Sherrod Brown (D-Ohio), Dianne Feinstein 

(D-Calif.), and Joe Donnelly (D-Ind.), pressed 

the agency to complete a “long-delayed” rule 

stemming from the Wall Street Transparency 

and Accountability Act of 2010 (the Dodd-

Frank Act).  A key thrust of the law amended 

the Commodity Exchange Act to limit 

“excessive” speculation of commodity futures 

contracts.  Under the law, the CFTC is 

charged to promulgate a rulemaking that 

establishes, “at an appropriate level,” 

position limits for swaps. 
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The agency last revised its Proposed Rule -- 

Position Limits for Derivatives in 2013, and took 

comments in 2014, but never completed its 

work.  The rule would implement speculative 

position limits for 28 exempt and agricultural 

commodity futures and option contracts, 

along with physical commodity swaps that are 

‘‘economically equivalent’’ to such contracts -- 

curbing the number of futures contracts a 

trader can hold on commodities such as oil, 

natural gas and gold.  The senators authoring 

the letter requested the CFTC to complete the 

position limits rule “without any further 

delay.” 

In fact, they believe the rulemaking to 

establish position limits for futures, options 

and swaps "must be finalized immediately."  

The CFTC approved the re-proposed rule in 

November 2013.  Since more than two years 

have passed, the lawmakers said the final 

rules are long overdue.  "Excessive speculation 

in the commodity markets impacts consumers 

and the vital resources that consumers rely on.  

Commodity markets must be liquid and 

efficient, but also subject to effective rules that 

guard against manipulation, fraud and 

abuse.” 

The letter writers concede that the delay 

apparently stems from attempts to establish a 

balance between determining the appropriate 

level of the CFTC’s interpreted authority in 

establishing position limits with the burden 

that may be imposed on interstate commerce.  

Over the years, the letter noted, Congress has 

granted the CFTC more authority in this 

matter.  The CFTC Reauthorization Act of 

2008 gave the commission expanded authority 

to set position limits for significant price 

discovery contracts on exempt commercial 

markets.  However, in 2012, a federal court 

rejected the agency’s first set of rules on 

position limits following a lawsuit by two 
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  Like FERC, the CFTC has five Presidentially-appointed 

Commissioners – which serve five-year terms. The 

President designates one of the Commissioners to serve 

as Chairman, and no more than three Commissioners at 

any one time may be from the same political party. 

Wall Street lobbying groups, the Securities 

Industry and Financial Markets Association, 

and the International Swaps and Derivatives 

Association.  The CFTC then released the 

Proposed Rule in 2013. 

More recently, the CFTC’s Energy and 

Environmental Markets Advisory Committee -

- comprised almost entirely of representatives 

from the energy and trading industries -- had 

promoted a “controversial” report 

recommending that the agency abandon its 

plan for the position limits rule.  Earlier this 

month, the CFTC’s lone Republican 

commissioner13 withdrew the report, a 

measure that the senate democrats took as a 

positive step.  “The withdrawal of the report 

last week confirmed its very serious flaws,” 

the instant letter stated.  “Now that the 

distraction of the report is out of the way, we 

urge you to move forward and finalize CFTC’s 

rules for speculative position limits, including 

aggregation position limits.” 

 

 

Currently, the CFTC has three Commissioners, with two 

vacancies.  Commissioner Christopher Giancarlo is 

currently the only Republican commissioner. 
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ENERGY NEWS ALERT 

On or about March 18 the Environmental 

Protection Agency (EPA) weighed in again by 

letter and filed comments on a water well vs. gas 

production study prepared by Wyoming 

regulators - the Pavillion, Wyoming Area Domestic 

Water Wells Draft Final Report and Palatability 

Study.  In summary, EPA concluded that the 

data limitations and uncertainties “suggest a 

need for additional investigation to provide 

support for many of the Report’s conclusions 

related to fluid movement, gas source and well 

integrity.”  In addition to the specific points 

raised, the federal agency encouraged the state 

to consider recommendations for additional 

data collection provided previously by EPA in 

comments on WOGCC’s gas well integrity 

report (EPA 2014), which included additional 

sampling and analysis plus evaluation of 

external mechanical integrity of wells.  The 

EPA’s highly technical comments also suggested 

that the Wyoming study had downplayed 

health concerns, left ambiguities and made 

unsubstantiated claims about the source of 

contamination of the polluted drinking water 

east of Pavillion.  State officials had essentially 

concluded that natural gas operations are not 

responsible for pollution found in some water 

wells near there.   Among other things, the 

state’s draft study released by the state 

Department of Environmental Quality in 

December concluded hydraulic fracturing, or 

fracking, likely played little role in polluting 

water wells that were more likely to be subject 

to contamination from naturally occurring 

pollutants including methane buildup.  The 

state laid the blame on natural seepage from 

shallow geologic formations. 

****** 

Senate Majority Leader Mitch McConnell wrote 

to the nation’s governors last week urging states 

to go slow or back off from taking steps to 

address pending greenhouse gas rules under the 

Clean Power Plan advocated by the Obama 

Administration – until the Supreme Court acts 

on pending appeals.   McConnell suggests the 

massive regulatory plan will not have a 

meaningful impact on global emissions while 

targeting states’ most vulnerable citizens.  It also 

foreshadows a shift of jobs overseas.  The letter 

is similar to one sent by the McConnell last year 

about this time.  In this year's letter, Senator 

McConnell wrote, “The court’s action in State of 

West Virginia et.al. v. EPA et.al. will likely extend 

well beyond this administration, providing a 

welcome reprieve to states while simultaneously 

underlining the serious legal and policy 

concerns I wrote you about last year.  In that 

letter I advised you to carefully consider the 

significant economic and legal ramifications at 

stake before signing your states up to a plan that 

may well fall in court, given that it was unclear 

— in my view, unlikely — such a plan could 

survive legal scrutiny…  This is precisely why I 

suggested a ‘wait-and-see’ approach with 

respect to the CPP last year…. even if the CPP is 

ultimately upheld, the clock would start over 

and your states would have ample time to 

formulate and submit a plan; but if the court 

overturns the CPP as I predict, your citizens 

would not be left with unnecessary economic 

harm.  Nor would your states be left with 

responsibility for billions in unnecessary 

investment obligations.” 

****** 

A FERC suspension order was issued on March 

31 addressing a February 19 tariff filing by 

Algonquin Gas Transmission, LLC (RP16-618) 

that exempts from the capacity release bidding 

requirements certain types of capacity releases 

of firm transportation by electric distribution 

companies (EDCs) that are participating in state-

regulated electric reliability programs.  

Algonquin maintains that the proposal is in the 

public interest because it supports the efforts of 

EDCs to increase the reliability of supply for 

natural gas-fired electric generation facilities in 
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New England and to address high electricity 

prices during peak periods.  The Commission 

accepts and suspends the proposed tariff record 

to be effective the earlier of September 1, 2016 or 

the date specified in a further order, subject to 

refund and the outcome of the technical 

conference established in this order.  (See review 

of protest elsewhere in this FR edition). 

****** 

By order issued on March 31 FERC denied a 

request by Empire Pipeline, Inc. (RP16-300) for 

rehearing of a Commission order on January 21 

that instituted an investigation, pursuant to 

section 5 of the Natural Gas Act (NGA) to 

determine whether the rates currently charged 

by Empire Pipeline are just and reasonable.  

That order set the matter for hearing and 

directed Empire to file a cost and revenue study 

within 75 days, based on actual data for the 

latest 12-month period, including adjustments 

for known and measurable changes during that 

period.  The order also permitted Empire to 

submit a separate cost and revenue study 

reflecting adjustments for changes that Empire 

projects it will undergo during an abbreviated 

six-month adjustment period following the 12-

month period used in the cost and revenue 

study.  On February 22, Empire sought 

rehearing of the Commission’s directive to file a 

cost and revenue study.  Empire claimed the 

Commission exceeded its authority when it 

ordered Empire to file a cost and revenue study 

and derive rates therein, which Empire 

characterizes as the functional equivalent of an 

NGA section 4 rate filing. Empire also claims 

that the Commission improperly shifted the 

burden of production by directing the cost and 

revenue study.  (This Commission order will be 

reviewed in the FR next week). 

Also on March 31, FERC denied rehearing 

sought by Tuscarora Gas Transmission Co. 

(RP16-299) with respect to a January 21 order 

that instituted an investigation to determine 

whether the rates currently charged by 

Tuscarora are just and reasonable.  That order 

set the matter for hearing and directed 

Tuscarora to file a cost and revenue study, based 

on actual data for the latest 12-month period, 

including adjustments for known and 

measurable changes during that period.  On 

February 22, Tuscarora sought rehearing of the 

Commission’s directive to file a cost and 

revenue study and, like Empire, claimed the 

Commission exceeded its authority when it 

ordered Tuscarora to file a cost and revenue 

study and derive rates therein; the Commission 

improperly shifted the burdens of production 

and proof by directing the cost and revenue 

study; and the Commission acted arbitrarily and 

capriciously by departing from a policy of 

permitting adjustments or projections that may 

be attributable to a test period. 

****** 

On 3/30/16 FERC approved a Stipulation and 

Consent Agreement (IN16-3) between the Office 

of Enforcement, Berkshire Power Co. LLC, and 

Power Plant Management Services LLC (PPMS) 

that is designed to end an investigation into 

whether Berkshire and PPMS violated section 

222 of the Federal Power Act (FPA) and the 

Commission’s Anti-Manipulation Rule, and 

whether Berkshire separately violated the 

Market Behavior Rules, the ISO-NE Tariff, and 

certain Commission-Approved Reliability 

Standards, by concealing plant maintenance and 

associated outages from ISO-New England, Inc. 

(ISO-NE) between 1/1/08 and 3/30/11.  

Berkshire and PPMS admit the violations and 

agree to pay a civil penalty of $2 million and to 

implement measures designed to improve 

compliance with applicable Commission 

regulations and jurisdictional tariffs.  In 

addition, Berkshire agrees to pay to ISO-NE 

disgorgement of $1,012,563, plus interest.  For 

violations of the Reliability Standards, Berkshire 

agrees to pay an additional civil penalty of 

$30,000. 

Berkshire owns an approximately 245 MW 

natural gas-fired, combined-cycle generating 

facility in Agawam, Massachusetts.  PPMS is a 
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general and administrative services 

management consulting firm that Berkshire 

hired to provide project management and 

administrative services at the plant.  During the 

relevant period, Berkshire made offers and sold 

power into the ISO-NE Day Ahead and Real-

Time Energy Markets and was required to 

comply with the ISO-NE Tariff.  ISO-NE was 

Berkshire’s transmission operator and balancing 

authority during that period. 

****** 

On March 30, a FERC letter order denied a 

request from Indicated Shippers for further 

inquiry and accepted a cost and revenue study 

supplied by Natural Gas Pipeline Company of 

America LLC (RP10-147) on 6/1/15.  The study, 

based on actual data for the twelve months 

ended 12/31/14, was made in compliance with 

terms of a settlement agreement the 

Commission approved in 2010, which evolved 

from a finding that Natural may be substantially 

over-recovering its cost of service.  In the Base 

Case study, Natural records a cost of service of 

$505.9 million and revenues of $508.2 million.  

Natural states that the study shows an over-

recovery of less than 0.5%.  Natural indicates 

that its cost of service is developed utilizing a 

pre-tax return of 14.98%.  In the Adjusted Case 

study, Natural included contract adjustments to 

reflect system operations under a normal winter.  

During the winter months of January through 

March 2014, Natural states that it experienced 

unprecedented cold weather.  According to 

Natural, this weather event significantly 

increased market demand on its system above 

historical levels and created a temporary 

increase in revenues.  As a result, Natural states 

that it has included in the Adjusted Case a 

reduction in its revenues to reflect a more 

representative level of market demand.  Under 

this Adjusted Case, Natural’s costs exceed 

revenues by approximately $31.0 million as the 

result of adjustments reflecting Natural’s 

revenues under normalized weather conditions. 

Indicated Shippers filed a protest but stressed 

that they are not protesting the rates that 

resulted from the settlement.  But the Shippers 

requested that the Commission examine more 

fully the Base and Adjusted studies.  Indicated 

Shippers challenged several elements of 

Natural’s Adjusted Case, particularly the 

weather-adjusted demand volumes that 

underlie the study’s finding of lower revenues.  

Indicated Shippers further conceded, though, 

they are not and cannot protest Natural’s rates 

because the Settlement prohibits signatories 

from advocating a change of the Natural’s rates 

until 4/1/16.  “Given this moratorium context,” 

the Commission responded that it has fully 

examined the Base and Adjusted studies and 

“finds they adequately fulfill the Settlement 

obligation to file such studies, and the 

solicitation of further information from Natural 

by means of interrogatories or other discovery is 

not required in the context of the Settlement.”  

Natural has complied with the settlement’s 

terms. 

****** 

On March 30 FERC denied a stay sought on 

March 3 by the Kiokee-Flint Group, the Georgia 

Chapter of the Sierra Club, Flint Riverkeeper, 

and Chattahoochee Riverkeeper all of whom 

filed a request for rehearing and stay of the 

Commission’s 2/2/16 order that granted Florida 

Southeast Connection, LLC, Transcontinental 

Gas Pipe Line Co. LLC, and Sabal Trail 

Transmission, LLC certificates to construct and 

operate the Florida Southeast Connection 

Project, the Hillabee Expansion Project, and the 

Sabal Trail Transmission Project, respectively 

(CP14-554, CP15-16, CP15-17).   In addition, the 

February 2016 order authorized Transco to 

abandon the capacity created by the Hillabee 

Expansion Project to Sabal Trail, and Sabal Trail 

to acquire such capacity.  In total, the February 

2016 order approved the construction and 

operation of 685.5 miles of natural gas 

transmission pipeline and 339,400 horsepower 

of compression to provide transportation service 
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for up to approximately 1.1 Bcf/d of natural gas 

to markets in Florida and the southeast U.S. 

The Commission concluded that the petitioners 

have not demonstrated that justice requires a 

stay.  “Petitioners’ statement that their members 

and the public will suffer irreparable harm from 

the loss of trees and wetlands describes 

generalized environmental harm without 

identifying specifics.”  The Commission did not 

consider the merits of the rehearing requests, 

“and we will not prejudge them in any manner.” 

****** 

The staff of FERC has prepared an 

environmental assessment (EA) for the Leidy 

South Project proposed by Dominion 

Transmission, Inc. (CP15-492).  DTI requests 

authorization to construct, install, own, operate, 

and maintain certain facilities located in Clinton, 

Franklin, and Centre Counties, Pennsylvania; 

Frederick County, Maryland; and Loudoun and 

Fauquier Counties, Virginia, to provide 0.155 

Bcf/d of natural gas and firm transportation 

services in the Mid-Atlantic region.  DTI’s Leidy 

South Project involves modifications to six 

existing DTI compressor stations in 

Pennsylvania, Maryland, Virginia, and 

construction of a new metering and regulating 

station in Virginia.  Modifications would occur 

almost entirely on previously disturbed areas. 

****** 

Seven Generations Energy Ltd. said this week it 

has completed the construction and 

commissioning of its Cutbank processing plant 

at the Company's Kakwa River Project in 

northwest Alberta.  The Cutbank plant is 

designed to process 250 MMcf/d of liquids-rich 

natural gas.  With the addition of the Cutbank 

plant, production volumes in 2016 are expected 

to grow as additional wells are brought on-

stream.  7G expects to produce an average of 

between 100,000 and 110,000 barrels of oil 

equivalent per day and plans capital investment 

of $900 million to $950 million in 2016.  Cutbank 

was brought on-stream about a week early and 

about 18% under budget, the Canadian 

company said in a posting. 

When combined with the expansion in late 2015 

of 7G's Lator processing complex, Cutbank takes 

liquids-rich natural gas processing capacity to 

approximately 510 MMcf/d at the Kakwa River 

Project.  The Cutbank plant project included the 

construction of field gathering pipelines and a 

29-kilometer, 24-inch diameter natural gas sales 

pipeline that connects Cutbank to the Alliance 

Pipeline for the delivery of liquids-rich natural 

gas to the Chicago-area market.  7G's corporate 

headquarters are in Calgary. 

****** 

On 3/29/16 Tallgrass Development, LP 

announced that its wholly owned subsidiary, 

Rockies Express Holdings, LLC, signed a 

purchase agreement with a unit of Sempra U.S. 

Gas and Power to acquire Sempra's 25% 

membership interest in Rockies Express Pipeline 

LLC (REX) for cash consideration of $440 

million, subject to adjustment under the 

purchase agreement.  “Since 2012 our team has 

believed in REX’s significance to natural gas 

transportation in America, and over the past 

three and a half years we have executed on the 

strategy to solidify the pipeline’s prominence 

and value for the long-term,” said Tallgrass’s 

President and CEO David Dehaemers, Jr.  

“Tallgrass is very pleased to have the 

opportunity to purchase an additional interest in 

REX as we continue to operate the pipeline and 

transform it into the northern-most, bi-

directional natural gas header system in the 

United States.”  The transaction has been 

approved by the applicable boards of both 

Tallgrass and Sempra and is subject to closing 

conditions.  In addition, the other member of 

REX, which owns a 25% membership interest, 

has a right to purchase its proportionate share of 

Sempra's 25% membership interest being sold to 

Tallgrass, which could reduce the membership 

interest acquired by Tallgrass from Sempra to 16 

2/3%.  Tallgrass expects the transaction to close 

in the second quarter of 2016.  Tallgrass 
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Development currently owns a 50% 

membership interest in and operates the Rockies 

Express Pipeline.  The natural gas pipeline 

extends approximately 1,712 miles, connecting 

producers in the Rocky Mountain and 

Appalachian Basin production regions. 

****** 

On March 28, Southcross Holdings LP 

announced it has filed a pre-packaged plan of 

reorganization under Chapter 11 of the U.S. 

Bankruptcy Code in the Southern District of 

Texas to continue its financial restructuring.  If 

approved, the POR is expected to result in the 

elimination of almost $700 million of funded 

debt and preferred equity obligations of 

Holdings along with a new equity investment 

from certain of its existing equity holders.  

Southcross Energy Partners, LP and its 

subsidiaries are not included in the proceedings 

and their operations and employees, customers, 

suppliers, partners, and other constituents are 

not affected. Southcross Energy Partners GP, 

LLC is also excluded.  Certain of Holdings’ 

owners will provide up to $85 million in debtor-

in-possession financing.  An additional $85 

million will be provided upon the effective date 

of the POR.  In exchange for this $170 million 

investment, such owners will receive two-thirds 

of the equity of reorganized Holdings.  

Southcross Holdings LP, through its subsidiary 

Southcross Holdings Borrower LP, owns 100% 

of Southcross Energy Partners GP, LLC, the 

general partner of Southcross, as well as a 

portion of Southcross’ common units, and all of 

Southcross’ subordinated units and Class B 

convertible units.  Holdings also owns natural 

gas gathering and treating assets as well as NGL 

pipelines and fractionation facilities in South 

Texas. 

****** 

The Hudson Institute is hosting a forum on 

Wednesday April 6th to look at the future 

natural gas economy.   “America’s abundance of 

shale natural gas represents a historic 

opportunity for the United States to achieve a 

burst of clean economic growth—and gives 

American energy security and independence a 

new meaning.  Will natural gas serve as an 

essential bridge in the coming era of clean 

renewable energy sources?”  Four panels of 

experts will discuss how the transition to natural 

gas as a leading power source and industrial 

feedstock will impact key sectors of the 

American economy.  George Allen, former 

governor and U.S. senator from Virginia, will 

keynote the conference.  Energy entrepreneur, 

financier, and philanthropist T. Boone Pickens 

will take part in a lunchtime dialogue on 

America’s natural gas future with Hudson 

Senior Fellow Arthur Herman.  Other speakers 

will include our friends David Montgomery of 

NERA, Michael Jackson of Fuel Freedom 

Foundation and ACC’s Owen Kean among 

others. 
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EIA’S WEEKLY GAS STORAGE ANALYSIS 

WORKING GAS IN UNDERGROUND STORAGE FOR WEEK ENDING March 25, 2016 

Region 

Current 

Week 

Stocks 

(Bcf) 

Prior Week 

Stocks 

(Bcf) 

Net 

Change 

(Bcf) 

 

Year 

Ago 

Stocks  

(Bcf) 

5-Year 

Average 

Stocks 

(Bcf) 

Current 

Week 

Difference 

from 5-Yr 

Avg (%) 

East 439 453 -14 261 311 41.2 

Midwest 555 571 -16 266 342 62.3 

Mountain 147 148 -1 114 114 28.9 

Pacific 262 260 2 268 202 29.7 

South Central 1,065 1,061 4 558 656 62.3 

Total Lower-48 2,468 2,493 -25 1,466 1,625 51.9 

 

Working gas in storage was 2,468 Bcf as of Fri., March 25, 2016, according to EIA estimates.  This 

represents a net decline of 25 Bcf from the previous week.  Stocks were 1,002 Bcf higher than last year 

at this time and 843 Bcf above the five-year average.  At 2,468 Bcf, total working gas is above the five-

year historical range. 

EIA reported that natural gas spot 

price movements were mixed over 

the report week (Wed., March 23, to 

Wed., March 30).  The Henry Hub 

spot price rose slightly from 

$1.80/MMBtu to $1.84/MMBtu. At 

the New York Mercantile Exchange 

(Nymex), the April 2016 contract 

expired at $1.903/MMBtu, and the 

May contract moved into the front 

month position, rising over the 

report week from $1.868/MMBtu to 

$1.996/MMBtu. 

For the week ending March 24, gas-directed rigs increased by 3 to 92, and oil-directed rigs fell by 15 

to 372.  The total rig count fell by 12, and now stands at 464. 
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