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[. Summary

The Department of Energy (DOE) isissuing an order under section 3 of
the Natural Gas Act (NGA) conditionaly authorizing 18 Northeastern local
digtribution companies (LDCs) to import up to 397,100 Mcf per day of natura
gas from Canada. The DOE has made a preliminary determination that these gas
imports will not be inconsstent with the public interest. In particular, the
DOE preiminarily finds that the import arrangements will provide long-term,
reliable supplies of needed natura gas on market-responsive terms. In
addition, the imports will enhance the energy mix and diversfy the sources of
energy supplies available in the Northeadt, thereby stimulating yearly
competition and promoting energy security.

The DOE has conditioned the import authorization upon completion of a
review of the environmenta impacts of the new facilities proposed to import
and transport the natural gas. After completion of that review the DOE will
reexamine the import arrangements and issue a final opinion and order.

By issuing this conditiond order the DOE is not dictating thet these
import arrangements must proceed, nor does this conditional gpprova indicate
that the DOE favors a particular import project to supply natura gasto the



Northeast. Rather, the conditiona order recognizes that freely negotiated,
flexible arrangements between market participants will enhance efficiency and
promote competition in the North American naturd gas market.

I1. Background
A. Origind Flings

On August 1, 1986, atotal of 18 LDCs (the Repurchasers) filed four
joint gpplications with the Economic Regulatory Adminigration (ERA) of the
DOE, pursuant to section 3 of the NGA, to import a combined total of 359,000
Mcf per day of natural gas from Canada.l/ The dockets, ERA Docket Nos.
86-44-NG, 86-45-NG, 86-46-NG, and 86-48-NG, were collectively referred to as
Brooklyn Union Gas Company et a. (Brooklyn Union), after the lead applicant
in each docket, and ajoint Federa Register notice was issued by the ERA on
September 10, 1986.2/

Each of the applications called for the natura gas to be imported from
Canada and sold to the Repurchasers by Alberta Northeast Gas, Ltd. (ANE), a
Canadian corporation established by the Repurchasers. Except for 41,500 Mcf
per day, dl of the gas would be transported to the Repurchasers through the
proposed Iroquois Gas Transmisson System (IGTS), which would extend from a
yet-to-be established import point on the internationa border near Iroquais,
Ontario, through the States of New Y ork and Connecticut. The remaining 41,500
Mcf per day, a portion of the 200,000 Mcf per day requested in ERA Docket No.
86-48-NG, would be transported to the Repurchasers by IGTS or by Tennessee Gas
Transmisson System (TGTS) from TGTS existing Niagaraimport point.

The original applicantsin ERA Docket Nos. 86-44-NG, 86-45-NG, and
86-46-NG were the following companies. The Brooklyn Union Gas Company (BUG),
Connecticut Light and Power Company (CL&P), Connecticut Natura Gas
Corporation (CNG), Southern Connecticut Gas Company (Southern Connecticut),
Long Idand Lighting Company (LILCO), Consolidated Edison Company of New Y ork,
Inc. (Consolidated Edison), New Jersey Natural Gas Company (New Jersey
Natura), and South Jersey Gas Company (South Jersey). In addition to the
above named companies, ERA Docket No. 86-48-NG applicants aso included
Nationa Fuel Gas Supply Corporation (Nationa Fuel), Colonia Gas Company
(Colonid), Elizabethtown Gas Company (Elizabethtown), Essex County Gas
Company (Essex), Gas Service, Inc. (GSl), Manchester Gas Company (Manchester),
Vadley Gas Company (Vdley), Fitchburg Gas and Electric Light Company
(Fitchburg), Public Service Electric and Gas Company (PSE& G), and Boston Gas
Company (Boston Gas).



In ERA Docket No. 86-44-NG the applicants requested authorization to
import 75,000 Mcf per day which ANE would purchase from TransCanada Pipelines
Limited (TCPL). In ERA Docket No. 86-48-NG the applicants requested
authorization to import 200,000 Mcf per day, aso to be purchased by ANE from
TCPL. Theterms of the above two authorization requests were to be for 15
years from November 1, 1988, through November 1, 2003.

In ERA Docket No. 86-45-NG the requested authorization was for 66,000
Mcf per day to be sold to ANE by ProGas Limited (ProGas). In ERA Docket No.
86-46-NG the requested authorization was for 18,000 Mcf per day to be sold to
ANE by ATCOR Limited (ATCOR). The terms of the above two authorizations were
to run until the first November 1t occurring 15 years after the conclusion of
the first contract year.

Other than the variations in the volumes and the length of the terms of
the four gpplications, the contracts between ANE and the various Repurchasers,
and ANE and the Canadian sdlers are virtudly identical. The border price, as
established in the gas purchase agreements between ANE and its Canadian
sdlers, would be determined by indexing a base price ($3.90 per MMBtu for the
months of November through March; $3.30 per MMBtu for the months of April
through October) to the welghted average prices for naturd gas, No. 2 fue
oil and No. 6 fud ail in New York City. The border price would be adjusted
whenever the indexing formulaindicates more than afive percent change. The
border price would include both demand and commodity charges. The monthly
demand charge would consst of the respective sdller's dlowable demand rate
for trangportation of the gas on the sdller's system to the export point, and
the demand tall ashilled to theindividud sdler by its supplier. The
commodity charge would be determined by subtracting the demand charge from the
adjusted border price. The gpplicants stated that through the operation of the
indexing provisons, the border price as of August 1, 1986, would have been
$2.21 per MMBtu on an average annua basis. Either party could require that
the price and contract reduction provisons for any contract year be
determined by renegotiation, or failing agreement, by arbitration. The minimum
bill would be the monthly demand charge and there would be no take-or-pay
requirements. Under ANE's gas sde agreements with the individua
Repurchasers, the demand and commodity charges would be passed through
as-hilled, on a pro ratabasis, to the Repurchasers.

B. Firs Amendments and the Fifth Application
On January 14, 1987, the Repurchasers filed amendments to the Brooklyn

Union gpplications and afifth application, ERA Docket No. 87-02-NG. The
Repurchasers dso requested that the five applications be consolidated for



procedura purposes. The consolidation request was granted, and a Federa
Regigter notice of the fifth application and of the amendments was issued on
February 19, 1987.3/

(1) Ffth Application

The applicants in the fifth gpplication included BUG, CL& P, CNG,
Southern Connecticut, LILCO, Consolidated Edison, New Jersey Natural, South
Jersey, and New Y ork State Electric and Gas Corporation (NY SEG), which were
the same as the applicants in Docket Nos. 86-44-NG, 86-45-NG and 86-46-NG,
with the addition of NY SEG. These nine LDCs asked for authority to import
17,500 Mcf per day of natural gas from Canada over aperiod of 15 years. The
natura gas would be exported from Canada and sold to the Repurchasers by ANE.
The gas would be supplied to ANE by Alberta Energy Corporation (AEC) and
transported to the Repurchasers through the IGTS. Asin the already filed
Brooklyn Union applications, the purchase contract between ANE and AEC
provided that the border price of the natural gas would be indexed to the
price of competing fuels and would include both a demand and a commodity
charge which would be passed through as-billed to the Repurchasers. The
gpplicants stated that, through the operation of the indexing provisons, the
price as of January 1, 1987, would have been $2.56 per MMBtu. Also, the
contract provided that the Repurchasers could purchase natura gas not taken
by other applicants.

In addition, in order to provide assurance to ANE that it would meet its
gas supply obligations, AEC entered into a backstop agreement with ATCOR. The
backstop agreement provided that, if AEC were unable to supply gas as required
under its purchase contract with ANE, ATCOR would make up the deficiency.
Additiondly, if in two consecutive years AEC failed to ddiver more than ten
percent of the gas required under the purchase contract, then either ATCOR or
AEC could dect to trandfer, from AEC to ATCOR, AEC'srights and obligations
under the purchase contract up to the amount of the deficiency.

(2) Firs Amendments

After the origina four Brooklyn Union gpplications were filed on August
1, 1986, NY SEG decided to become arepurchaser from ANE, eecting to take
17,000 Mcf per day of natura gas. As aconsequence, ANE and ATCOR agreed to
increase the daily contract quantity under the ANE/ATCOR purchase contract
from 18,000 Mcf per day to 35,000 Mcf per day. The authorization to import gas
pursuant to the ANE/ATCOR purchase contract was requested in the application
filed in ERA Docket No. 86-46-NG. The amendments added NY SEG as a Repurchaser
to the applications filed in ERA Docket Nos. 86-44-NG, 86-45-NG, and 86-46-NG,



and increased the authorization sought in ERA Docket No. 86-46-NG from 18,000
Mcf per day to 35,000 Mcf per day.

Also, pursuant to the backstop agreement between AEC and ATCOR, the
gpplication filed in ERA Docket No. 86-46-NG was further amended to alow the
authorization to increase if, and to the extent that, AEC did not meet its
natura gas supply obligationsto ANE and ATCOR undertook to supply the gasto
ANE according to the terms of the backstop agreement. At no point would the
natura gasimported pursuant to the gpplications filed in ERA Docket No.
86-46-NG and in the fifth gpplication, ERA Docket No. 87-02-NG, exceed the
52,500 Mcf per day totd authorization sought in the two applications.

C. The May 1987 Amendments

On May 22, 1987, the Repurchasers filed with the ERA additiona
amendments to the five Brooklyn Union gpplications. The amendments to the
goplications deleted one of the gpplicants, South Jersey, from dl of the
gpplications, and added a new applicant, Central Hudson Gas and Electric
Corporation (Centra Hudson), to al of the gpplications. South Jersey was to
have purchased 25,000 Mcf per day of natura gasfrom ANE. Centra Hudson
proposed to purchase 10,000 Mcf per day of natura gas from ANE. Two other
applicants, New Jersey Natura and LILCO, would increase their proposed
purchases from ANE by 5,000 Mcf per day and 10,000 Mcf per day respectively.
There was no change in the total volumes of natural gas requested to be
imported in the gpplications. The ERA issued a Federd Register notice of the
amendments on June 15, 1987.4/

D. Initid Interventions and Comments

Seventeen parties intervened in response to the notices published in
this consolidated proceeding. Ten of the interveners protested the granting of
the authorization or filed comments questioning aspects of the applications.
These ten interveners were: Tennessee Gas Pipdine Company (Tennessee); the
State of Connecticut, Connecticut's Office of Policy and Management, the
(Connecticut) Department of Public Utility Contral, in ajoint filing; the
(Connecticut) Divison of Consumer Counsdl; Foothills Pipe Line (Y ukon) Ltd.
(Foathills); the Public Service Commission of the State of New Y ork (NY PSC);
the New England Fuel Ingtitute (NEFI) and the Empire State Petroleum
Asoaidion (ESPA), inajoint filing; and the Northern Valey Environmentd
Council, Inc. (Environmenta Council).

Seven parties intervened in support of, or without comment on, the joint
gpplications. These were: Western Gas Marketing Limited (WGML), the marketing



affiliate of TCPL; ProGas Limited; Texas Eastern Transmission Corporation;
Northwest Alaskan Pipeline Company; Algonquin Gas Transmission Company; and
ATCOR. In addition, one of the applicants, LILCO, made separate filingsin
support of the gpplications, and a non-intervening letter of support was

received from Universa Wire Products, Inc. Timely responsesto the

interventions were filed by the Brooklyn Union applicants and by WGML.

E. Procedura Orders

On September 17, 1987, the ERA issued a procedura order providing an
opportunity for further comments and granting interventionsin the Brooklyn
Union dockets. Additiond filings were received from Tennessee, NYPSC, the
State of Connecticut, NEFI/ESPA, ProGas and WGML. Responses to the additional
filings were submitted by the gpplicants and by WGML.

In its response, Brooklyn Union referred to a proceeding conducted by
the Connecticut Department of Public Utility Control (DPUC) on the
methodol ogies used by Connecticut distribution companies for forecasting
supply and demand. Brooklyn Union's response referred further toaNY PSC
proceeding on IGTS gpplication for a Certificate of Environmenta
Compatibility and Public Need pursuant to the Public Service Law of New Y ork.

The ERA decided to supplement the record with certain materias from
those two state proceedings and on May 6, 1988, issued another procedura
order requesting Brooklyn Union to submit the following: (1) the DPUC's find
decision, (2) copies of the market data submitted by the prospective IGTS
shippersin the NY PSC certificate proceeding, and (3) other information
developed by the gpplicants that might assist the ERA in making afinding on
the marketability and need for the proposed natura gas imports.

Brooklyn Union submitted the requested information on May 20, 1988.
Tennessee filed comments on the information submitted by the applicants.

F. February 1989 Amendment

On February 21, 1989, the Repurchasers filed an amendment to the five
joint Brooklyn Union gpplications. The amendment deleted one of the origind
gpplicants, Fitchburg, from the proceeding, and decreased the proposed natural
gasimports of two other applicants, PSE& G and Colonid, by 10,000 Mcf per day
and 5,000 Mcf per day, respectively.

Further, CL& P requested authority to import an additional 9,000 Mcf per
day of gas, Centra Hudson proposed to import an additiona 10,000 Mcf per



day, and Boston Gas proposed to import an additiona 100 Mcf per day. The net
volumetric result of the amendment increased the total amount of naturd gas

for which dl gpplicants sought import authorization in the consolidated
proceeding from 393,500 Mcf per day to 397,100 Mcf per day.

In addition, six of the gpplicants, BUG, CL& P, CNG, Southern
Connecticut, Centra Hudson and NY SEG requested that their proposed imports be
phased in over atwo-year period. The total volume to be phased in would be
100,000 Mcf per day, so that the tota requested import authority for the
initid contract year would be 297,100 Mcf per day, risng to the full
contract volumes of 397,100 Mcf per day in the second contract year and for
al subsequent contract years.

A Federa Regigter notice of the February 1989 amendment was issued on
March 31, 1989.5/ In response to that notice, NEFI/ESPA filed a motion for
additiona procedures and the Independent Petroleum Association of America
(IPAA) filed amotion to intervene in protest of the applications and
requested aformal hearing. This order grants intervention to the movant,
IPAA. The Brooklyn Union applicants, BUG, WGML, and ProGas filed responses to
NEFI/ESPA's and IPAA's submissions.

G. Current Status of the Applications

The totd import authorization requested in the consolidated docketsis
297,100 Mcf per day of Canadian natura gas during the first contract year,
increasing to the full 397,100 Mcf per day in the second and all subsequent
contract years. The requested volumes remain the same as originadly requested
in Docket Nos. 86-44-NG, 86-45-NG and 86-48-NG. In Docket Nos. 86-46-NG and
87-02-NG the amounts of the import authorizations requested have increased
from 18,000 to 37,300 Mcf per day, and from 17,500 to 18,800 Mcf per day,

respectively.

There are atotal of 18 gpplicantsin the consolidated dockets: the
origind 18 in Docket No. 86-48-NG, minus South Jersey and Fitchburg, and with
the addition of Central Hudson; nine in Docket Nos. 86-44-NG, 86-45-NG and
86-46-NG, the origina eight, minus South Jersey and with the addition of
Centrad Hudson and NY SEG,; and ninein Docket No. 87-02-NG, the original nine,
minus South Jersey and with the addition of Centra Hudson.6/ The amendments
have not dtered the pricing provisons, length of term, or any other
subgtantive provision of the gpplications as origindly filed.

H. Additiona Comments and Motions



After thefiling of the February 19, 1989, amendment, letters in support
of the Brooklyn Union applications were received from the State of Rhode
Idand, the Massachusetts Department of Public Utilities, the New Jersey Board
of Public Utilities, and the New Y ork Open-Season Task Force, representing the
New York State Energy Office and the New Y ork State Departments of Public
Service, Environmenta Conservation, Agriculture and Markets, and Economic
Development.

Also, asaresult of settlements filed in related proceedings at the
Federd Energy Regulatory Commission (FERC),7/ discussed briefly below,
Tennessee withdrew its oppaosition to the Brooklyn Union gpplications and
endorsed the proposed import arrangements.

I11. Related Proceedings
A. FERC "Open Season" Proceeding

On July 24, 1987, the FERC issued a Natice Inviting Applications to
Provide New Gas Service to the Northeast U.S,, the so-called "open season”
proceedings.8/ In response, numerous applications were filed for certificate
authorization to serve the Northeast market. On March 17, 1988, the FERC
issued an order consolidating the various related applicationsinto 31
digtinct projects, of which 20 appeared to be competitive or mutually
exclusve and therefore entitled to consderation in a comparative hearing.9/
On June 28, 1988, the FERC found additional projects to be discrete, or
non-mutudly exclusive, 10/ and on July 27, 1988, issued an order gppointing a
Settlement judge whose task was to try to diminate competitive issues,
facilitate settlement proposds, identify additiona discrete projects and
bring into focus any remaining competitive issues that might ultimetely
require comparative hearings.11/ A Final Report of the Chief Judge and
Certificate of Settlement was issued by the settlement judge on November 30,
1988, stating that dl the applications referred to the settlement judge by
the FERC had been settled and containing a principles of settlement agreement
by the remaining gpplicants, including IGTS and Tennessee. 12/ The FERC
affirmed the settlement judge's certification in an order issued on January
12, 1989,13/ and denied rehearing and terminated the "open season™ dockets on
May 2, 1989.14/

On January 17, 1989, IGTS and Tennessee filed with the FERC a Joint
Offer of Settlement pursuant to FERC's Northeast "open season” proceeding. The
joint offer was accompanied by two certificate gpplications from IGTS and
Tennessee seeking gpprova to congruct facilities identified in the joint
offer, which include dl the facilities necessary to transport the ANE volumes



inthe United States. IGTS certificate gpplication to the FERC, a copy of

which was filed in the Brooklyn Union dockets, expanded IGTS's proposed
capacity from the 353 MMcf per day originaly proposed to 534 MMcf per day.
IGTSs proposed route remains basically the same, athough adjustments have
been made to reflect environmenta concerns as well as changesto IGTSs
customers.

B. NYPSC Proceeding

As noted above, the NYPSC hdld, under Article VII of the Public Service
Law of New Y ork, aproceeding, in Case No. 70363, on the issuance of a
Certificate of Environmental Compatibility and Public Need to IGTS. Pursuant
to its review, the NYPSC conducted an extensive inquiry into the need of the
IGTS shippers for the supplies of gasto be transported by IGTS. The mgjor
partiesin the NY PSC proceeding, including the staff of the NYPSC, stipulated
that thereis aneed for the proposed gas supplies and that the proposed
pipdinerouteis generdly environmentaly acceptable. That agreement has
been entered into the record of these proceedings. The hearing officers
recommended NY PSC approval of the project and, on December 8, 1989, the NY PSC
issued a Certificate of Environmental Compatibility and Public Need to IGTS in
NY PSC Opinion No. 89-42.

V. Comments Received
A. Generd Organization and Information

The DOE in making a decison on an import gpplication is guided by its
natura gas policy guiddines.15/ Under the policy guideines, the
competitiveness of the import arrangements in the markets served, aswdl as
the need for the gas and the security of the supply, are the primary
congderations in making a determination regarding a proposed import
arrangement. The intervenors, as well as the applicants, addressed the issues
of competitiveness, need and security of supply in their filings, and,
therefore, this section and sections V, Responses to Comments Received, and
V1, Decison, will be organized to address the palicy guiddine consderations.

Since many of the comments received from those intervenors protesting or
otherwise questioning the proposed import arrangements raised essentidly the
same issues, we will address those common concerns jointly under the
appropriate subsections, naming the parties who raised them at the beginning
of each discussion and subsequently referring to them as the intervenors or
protestors. Also, severd of the intervenors made more than onefiling during
the course of this proceeding in response to the various notices and



procedurd orders. For purposes of this section, multiple filings by asingle
intervenor have been integrated but individud filings will be referenced as

appropriate.

Some brief comments regarding some of the intervenors. NEFI/ESPA are two
associdions representing the interests of fud oil dedersin competition
with the repurchasers; the Environmenta Council is a non-profit corporation
organized, in part, to prevent damage to or degradation of the environment in
northwestern Connecticut; and the IPAA is an association which represents the
interests of independent petroleum producers. Also, since the State of
Connecticut, Connecticut's Office of Policy and Management, and the
(Connecticut) Department of Utility Control filed jointly, and the
(Connecticut) Divison of Consumer Counsel's filing was identical to the joint
filing, these intervenors will be referred to hereinafter as Connecticuit.

B. Competitiveness
(1) Two-Part Rate

Protesting intervenors argued that the Brooklyn Union import
arrangements are not competitive, principaly because the demand component of
the two-part demand/commaodity rate used in the proposed import arrangements
contains costs that the FERC would require domestic pipelines to assign to
their commodity components. NEFI/ESPA, the Environmenta Council, Connecticut,
NY PSC and the IPAA dl asserted that the resulting lower commodity rate would
give Canadian supplies an unfair competitive advantage over domestic supplies.

The intervenors cited FERC Opinion and Order No. 256 (Order 256),16/
which they asserted was issued in order to ensure that domestic consumers and
producers were not disadvantaged by the differences between domestic and
Canadian pipdine rate design palicies. The FERC, in Order 256, ruled that
interstate pipeline importers of Canadian natura gas may not pass through
as-hilled various "production and gathering and take-or-pay carrying charges'
17/ in their demand charges.

NEFI/ESPA sated that the Brooklyn Union applications appear to include
al chargesrelated to production, gathering and take-or-pay costsin the
demand charge, and, therefore, the requested import authorizations should be
denied.

The IPAA clamed that the applicants, knowing that a sdefor resde by
adomedtic pipeine might result in arestructuring of their proposed two-part
rate by the FERC in accordance with Order 256, deliberately structured their



import sales and trangportation arrangements to avoid FERC jurisdiction. The
IPAA requested the DOE to impose one of two proposed dternative conditions on
any authorizations it might issue in the Brooklyn Union proceeding. The first
proposed condition would require the two-part border price to be adjusted at
least once every six months so that the demand component does not recover any
costs which the FERC does not alow domestic pipelines serving the Northeast
markets to recover. Moreover, the IPAA contended that Canadas fixed-variable
ratemaking design is preferable to FERC's modified fixed-variable design and
that FERC should adopt the fixed-variable design. To encourage thisend, IPAA
proposed an aternative condition, requesting that the DOE condition any
authorization in the Brooklyn Union dockets on FERC approvd of fixed-variable
tariffs for domestic pipdines. Findly, IPAA requested that if the record in

these proceedings does not support its proposed conditions, that the DOE hold
aforma hearing to examine the anti-competitive impacts of the two-part
demand/commodity rate.

The NY PSC assarted that it generally supports efforts by natura gas
pipdines and digributors in the sate to include in thelr gas mix a
reasonable portion of Canadian natura gas purchased under long-term contracts
which incorporate pricing terms that ensure that the price paid for the gas
will be competitive with dternative fuds and domestic naturd gas. It
indicated, however, that it was concerned about the particular assgnment of
fixed cogts between the demand and the commodity rates. NY PSC stated that this
issue had been raised by it in other DOE import applications filed by Texas
Eastern Transmission Corporation (Texas Eastern) in ERA Docket Nos. 85-13-NG,
82-05-NG and 82-07-NG, and by Tennessee in ERA Docket Nos. 81-24-NG and
82-10-NG, and that while the terms of the gas purchase agreementsin the
Brooklyn Union dockets are significant improvements over the Texas Eastern and
Tennessee contracts, those improvements have not dlayed NY PSC's concerns
regarding the two-part rate structure. As aresult of these concerns, NYPSC
requested the DOE to develop and initiate gppropriate procedures to ensure
that the costs included in demand charges are comparable in import and
domestic gas sales arrangements.

(2) Other Competitiveness Issues

Connecticut, the Environmental Council, and the NY PSC urged the DOE to
consder the effect the ownership interest of some of the applicantsin the
IGTS might have on the competitiveness of the proposed import arrangements,
paticularly in view of the fact that the gpplicants are LDCs with " captive”
retall markets. The protestors asserted that the Repurchasers may take
uneconomic Canadian suppliesin order to ensure the profitability of the IGTS,
Also, the NY PSC contended that the ANE gas purchase rates cannot be regarded



as having been fredy negotiated because each party had an incentive to place
more fixed costs in the demand charge in order to minimize risk of recovery,
and, in the case of the Repurchasers, ensure that the IGTS, in which they have
an ownership interest, is utilized to the fullest possible extent.

Another competitivenessissue raised by Connecticut, the Environmental
Council, and NEFI/ESPA was whether the pricing formula used to establish the
border price would necessarily result in a competitive delivered price to the
repurchasers. Findly, Connecticut argued that both the gas purchase contracts
and the IGT S transportation agreements must be considered by the DOE in making
a determination on the competitiveness of the proposed import arrangements.

C. Need

NEFI/ESPA, the Environmental Council, and Connecticut contended that no
evidence of the need for the imported natura gas has been presented and that,
snce the Repurchasers have not demongtrated that the proposed import
arrangements are competitive, they cannot rely on the presumption of need
under the DOE policy guiddines. Connecticut argued that the use of the
guidelines presumption of need may disadvantage the Repurchasers firm gas
customersif they are required to absorb the payment of the high demand
charges and reservation fees. In order to prevent the Repurchasers
interruptible customers from benefiting at the expense of firm sdes
customers, Connecticut requested that the DOE, if it applies the presumption
of need st forth in the guidelines, specificaly sate that its decison does
not preclude State public utility authorities from denying the Repurchasers
the ability to recover their costs on an as-hilled basis from their customers.

NEFI/ESPA argued that the projections and judgments of the repurchasers
regarding their future gas needs are not a sufficient basis, absent
documentary data, for the DOE to make afinding that there is aneed for the
proposed gas imports. NEFI/ESPA further asserted that the repurchasers have
faled to prove that the gas supply will be competitive and needed in dl
relevant markets, inasmuch as they have provided no information concerning the
ultimate markets sectors where the proposed imported gas will be distributed.
NEFI/ESPA argued, for example, that the imported supply may be competitivein
the resdential and commercia sectors, where the competition is principaly
No. 2 hesting ail, but not in the industria and utility sectors, where the
competition is primarily resdud fud oil.

In their October 16, 1987, filing, NEFI/ESPA asserted that the need for
the proposed imports had been debated between proponents and opponents of the
IGTS, and that the debate reveded that the proposed imports are not needed,



or that, a leadt, an evidentiary hearing on the issue of need is warranted.

In support of their assertion, NEFI/ESPA referred to four reports which dealt
with the issue of need for natura gas in the States of Connecticut and New

Y ork which NEFI/ESPA claim reach contradictory conclusions.

The four reports are: (1) "Natura Gas and Connecticut's Energy Future,”
R.J. Rudden Associates, Inc., undated (Rudden Report); (2) "Iroquois Gas
Transmisson System--Is There a Demand In Connecticut?," Congressiona
Research Service, April 21, 1987 (CRS Connecticut Report); (3) "The Economic
Impact of the Iroquois Pipeline on Connecticut,” QED Research, Inc., February
5, 1987 (QED Report); and (4) "Naturad Gas and New Y ork's Energy Future,” R.J.
Rudden Associates, Inc., undated (N.Y. Rudden Report).

According to NEFI/ESPA, the Rudden Report predicted an optimistic future
for natura gasin Connecticut. In response, the Congressona Research
Service prepared amemorandum on January 6, 1989 (CRS Memorandum), questioning
the conclusions of the Rudden Report. The CRS Memorandum found that the Rudden
Report's natural gas forecast was based on a spurious correlation between
Gross State Product and gas demand. The CRS memorandum aso found that the
Rudden Report had not given sufficient consideration to the reasons why gasis
under-utilized in Connecticut (other than unavailability), had not taken into
account the reluctance of Connecticut LDCsto invest in new digtribution
facilities, and had given too much credence to specul ative demand sources,
such as new cogeneration projects.

According to NEFI/ESPA, the QED Report, prepared for the Energy Divison
of the Connecticut Office of Policy and Management, adso questioned the
forecasting methodology of the Rudden Report and concluded that the IGTS
imports could not be absorbed without displacing some existing energy
supplies. In addition, the QED report pointed out that the IGTS supplies could
be provided by competing projects. The CRS Connecticut Report, according to
NEFI/ESPA, questioned the future demand projections of the IGTS sponsors and
the financid viability of the IGTS project.

Inafina comment regarding the debate for the need for additiond gas
suppliesin Connecticut, NEFI/ESPA cited the Connecticut DPUC proceeding on
forecasting methodol ogies (the results of which were the subject of the May 6,
1988, procedura order) in which the DPUC concluded that the methodologies
used by CL&P and CNG may tend to overestimate forecasts of firm demand.

Concerning the NY Rudden Report, which concluded that there was a need
for additional gas suppliesin New Y ork, NEFI/ESPA referred to the then
ongoing NY PSC proceeding regarding the IGTS, discussed briefly abovein



Section 111-B, as evidence that the conclusion of the NY Rudden Report was
subject to debate.

D. Security of Supply

NEFI/ESPA were the only intervenors to question the security of the
proposed Canadian gas supply. They contended that the expansion and
congtruction costs for Canadian and U.S. pipeline facilities needed to bring
the gas to Northeastern markets, which could result in Canadian producers
receiving low netback prices for their gas, raises serious questions about the
economic security of the import arrangements. NEFI/ESPA aso submitted an
assessment by Dr. Thomas Stauffer (Stauffer Study) which concludes that there
will not be asufficient supply of Canadian gasto fulfill the long-term ANE
contracts unless there is a significant increase in both Canadian production
and reserves.

E. Additiond Issues

NEFI/ESPA argued that, if incrementa markets for the Canadian gas do
not materiaize, the imports will replace domestic gas and il sdes, and that
ahearing is needed to evauate the potentid adverse effects on the domestic
oil and gasindustry. Connecticut asked the DOE when making its determination
to condder that the Hydro-Quebec project will ddliver Canadian generated
electricity to the same region to be served by the proposed imports, and that
the DOE supported a nuclear generating plant in Connecticut on the grounds
that it would reduce the Northeast's dependency on foreign sources of energy.

Foothills, a Canadian corporation, filed a Mation to Intervene and
Comments on October 20, 1986. Foothills did not oppose the issuance of import
authority to the Repurchasers but did request that the DOE carefully word any
import authorization to ensure that it does not favor the IGTS proposa over
other proposals pending before the FERC to build new facilities to import
Canadian gas. Foothills noted that FERC has exclusiveinitid jurisdiction to
initialy determine places of entry for imported natural gas.

F. Procedural Requests

NEFI/ESPA contended that no analysis of competitiveness, need, or
security of supply can be made by the DOE without specific information
regarding, among others. (1) the netbacks to be received by the Canadian
suppliers of the proposed imports, (2) the cost of Canadian expansion and the
trangportation rates based thereon, (3) the ultimate delivered price of the
proposed natura gas imports, (4) the costs of dternative natural gas and



energy supplies, (5) the costs of transportation on IGTS, and (6) the specific
market sectors each Repurchaser will be supplying. In particular, NEFI/ESPA
requested detailed information from the Repurchasers, including: each
Repurchaser's projected natura gas requirements; their current suppliers and
details of each supply arrangement, as well as other information regarding
purchase decisons, their average cost of gas, and alist of any cogeneration
customers each Repurchaser expects to serve. In support of their request,
NEFI/ESPA submitted an analysis by Technica Associates, Inc. (TAl Report), as
wel| asthe Stauffer Study, to demondtrate that there are issues of materid

fact in dispute which require discovery. The Environmenta council dso
requested that discovery procedures be ingtituted, but did not specify what
information it was seeking to obtain through discovery.

NEFI/ESPA as0 requested an evidentiary hearing to resolve aleged
disputed factua issuesincluding: (1) the competitiveness of the import
arrangements, (2) the need for the proposed imports, (3) the effects of the
imports on the domestic oil and gas indudtries, (4) the anti-competitive
effects of the two-part rate, (5) the market sectors where the gas would be
sold, (6) the ddivered price of the gas, and (7) the environmenta effect of
the IGTS. The Environmenta Council aso requested a trid-type hearing on the
issues of the anti-competitiveness of the two-part demand/commodity components
and of the need for the proposed import, and the IPAA requested a hearing on
the two-part rate if its request for the imposition of a condition was denied.

V. Responses to Comments Received
A. Compstitiveness

In response to the generd claim by various intervenors that the
proposed import arrangements are not competitive, the Repurchasers asserted
that the import arrangements were formulated to be consstent with the DOE's
natural gas policy guidelinesin that they (1) index the border price to price
of competing fuelsin the Repurchasers markets, (2) have no take-or-pay
requirements, and (3) are subject to renegotiation and arbitration. Thus, they
argue that the proposed import arrangements are competitive and sufficiently
flexible to respond to changing market conditions.

(1) Two-Part Rate

Regarding objections to the alocation of costs between the demand and
commaodity components of the proposed purchase agreements two-part rates, the
Repurchasers asserted that the purchase agreements are virtudly identical to
arrangements gpproved by the DOE in previous proceedings, including Boundary



Gas, Inc. (Boundary),18/ and Granite State Gas Transmission, Inc. (Granite
State).19/

The Repurchasers acknowledged that the Canadian Nationad Energy Board
(NEB) and the FERC use different rate methodologies in regulating their
respective jurisdictiona pipelines but inssted that domestic suppliers
operate under a system substantialy smilar to the Canadian system and are
thus not disadvantaged by the proposed import arrangements two-part rate
gructure. The Repurchasers submitted that the protestors have provided no
basis for concluding that the two-part demand commodity rate used in the
proposed import arrangements results in an unfair competitive advantage for
the substantidly identical Boundary transaction, the purchase arrangements
for the proposed imports assure that the Canadian gas supplies would have a
reasonable and competitive place in the supply mix of the applicants, and
would have neither an unfair competitive advantage or disadvantage vis-avis
domestic natura gas.

WGML responded to the contention that the rate design components would
give the proposed imports an unfair competitive advantage by stating that the
DOE has aready consdered and rejected that argument when it authorized a
amilar import arrangement by Minnegasco, Inc. (Minnegasco), in DOE/ERA Order
No. 191 (Order 191).20/ WGML asserted that the intervenors have presented no
few facts or arguments that would support a departure from Order 191.

WGML responded to the protestors request that the DOE restructure the
demand/commodity components of the proposed import arrangements to conform
with FERC Order 256 by pointing out that the gas purchase arrangements a
issue in Order 256 were between a Canadian supplier and aU.S. interstate
pipeline, and that therefore, the FERC was concerned with the impact of
dlowing "as-billed" trestment of those arrangements on LDCs who were not
parties to the import agreements. WGML contended that the same concerns do not
apply in the Brooklyn Union proceeding where the LDCs themselves are the
entities contracting for the proposed imports. Also, WGML dated that the
import arrangements are negotiated contracts that reflect compromises on
various issues, and should be considered on their merits as integrated wholes.
WGML asserted that attempting to restructure individua components of the
arrangements by regulatory fiat could destroy the negotiated baance of the
arrangements and is antithetica to the DOE policy of encouraging the
development of a competitive naturd gas market through fredly negotiated
transactions.

Regarding the two conditions that IPAA asked to be imposed on the
proposed import arrangements, the Repurchasers contended that the proposal to



require periodic readjustment of the border price to ensure that the demand
component does not recover costs that the FERC would not allow a domestic
pipdine to recover would be commercidly infeasible to administer aswell as
adirect intruson into Canadian jurisdiction over Canadian pipelines. WGML
asserted that imposing the proposed condition would be a departure from DOE's
policy guiddines which emphasize focusing on the competitiveness of the

entire arrangement and not on isolated components of that arrangement.

Asto the second proposed condition, that the DOE condition the
authorizations on the FERC adopting a straight fixed-variable rate structure
for domestic pipdines, the Repurchasers sated that the issue of whether the
FERC should modify their ratemaking methodology is an extremely complex onein
which the entire gas industry should participate, and that for the DOE to
address that issue in the context of the Brooklyn Union proceeding would be an
unwarranted intrusion into the FERC'sjurisdiction and processes. WGML
asserted that impaosition of the condition would have the effect of putting
needed Canadian gas supplies on hold pending resolution of what is adomestic
gas issue, with the danger that those supplies may not be available when they
are needed.

(2) Other Competitiveness Issues

The Repurchasers sated that athough DOE's policy guiddines presume
that importers will develop competitive arrangements, the protestors question
that assumption because: (1) asinvestorsin IGTS, the Repurchasers dlegedly
will try to maximize throughput in order to maximize their return on equity,
and (2) the Repurchasers have a " captive’ retall market on which they would
force uneconomic gas supplies. The Repurchasers responded by saying that eight
of the Repurchasers do not intend to ship on IGTS and that five of the IGTS
shippers are not investors in IGTS, so that the contention that the
Repurchasers as a group have reason for maximizing throughput on IGTS is not
true. Also, asto the concern that those applicants that do not have an equity
interest in IGTS will have an incentive to maximize throughput on IGTS even if
it means displacing less codtly gas, the Repurchasers contended that even if
itisalegitimateissue, it is not one for the DOE to resolve in the context
of the Brooklyn Union proceeding. The repurchasers clamed that any generic
problem with ditribution companies owning interestsin interstate pipelines
isameatter within the jurisdiction of the FERC, while any specific problem
can be addressed by state authorities in the exercise of their jurisdiction
over LDC rates and purchasing practices.

Asto the contention that they have "captive" markets, the Repurchasers
dated that their large accounts have the ability to switch to dtenative



fuels, and that they are, as LDCs, subject to aleast cost purchasing policy
enforced by grict Sate regulation.

The Repurchasers also addressed the intervenors questions on whether
the delivered price of proposed imports would be competitive in the markets to
be served and will remain so throughout the duration of the contract. The
Repurchasers clamed that the suggestion that the flexible border pricing
formulamay not necessarily result in addivered price that is market
responsive has no basisin fact. The Repurchasers stated that the border
pricing formula was specificaly negotiated to result in addivered price
that would be competitive in the gpplicants markets. The Repurchasers stated
further that the pricing index employed in the proposed gas supply
arangementsisidentica to the one used for the Boundary Gas imports and
Boundary's close to 100 percent load factor is evidence that the pricing
formula produces competitively priced delivered gas. WGML argued that the DOE
policy guiddines, in determining competitiveness, emphasize the flexibility
of pricing arrangements, and that the proposed import arrangements provide
substantid flexibility for renegotiating the price of the naturd gasin
response to changing market conditions.

B. Need

In response to the protestors contention that no need for the proposed
imports has been demondtrated, the Repurchasers stated that, because the
import arrangements are comptitive, the policy guiddines presume they are
needed unless otherwise demonstrated, and that the protestors have not made
such a demonstration.

Regarding requests by the intervenors for additiona procedures on the
issue of need, WGML dated that thereis no reason to dlow for discovery
procedures because the DOE policy guidelines make clear that need isa
function of competitiveness, and the proposed imports, taken asawhole, are
competitive. Furthermore, the Repurchasers asserted that, having met the
competitiveness requirement of the policy guiddines, the introduction of
studies, such asthe reports cited by NEFI/ESPA, that debate the magnitude of
need for additional gas suppliesin the genera markets served by the
Repurchasersis not sufficient to establish the right to an evidentiary
hearing, and, even if it were, the reports relied on by NEFI/ESPA fal short
of whatever sandard of sufficiency may exist for such sudies. The
Repurchasers criticized the andytica methodology and conclusions of the QED
report and the CRS Memorandum which NEFI/ESPA clamed refuted the Rudden
Report, and noted further that they were not relying on the Rudden Report to
justify the need for the proposed imports.



Regarding the Connecticut DPUC and the NY PSC proceedings, which were
claimed as evidence of disputes over the need for the proposed imports, the
Repurchasers asserted that both proceedings are exercises of state authority
over LDC's. It was the Repurchasers assertion that the DOE encourages LDC's
to contract directly for gasimports, in part because LDC's are subject to
gtate regulation, and therefore DOE should not take the occasion of the
exercise of that state oversght to declare the need for evidentiary hearings
in order to look behind the LDC's decisions to contract directly for imported
gas.

C. Security of Supply

The Repurchasers stated in their joint applications that Canada has been
a secure and stable source of supply which has never curtailed deliveriesto
the United States, and that there are sufficient proven and potentia reserves
in Alberta, Canada, to supply gas over the length of the proposed import
arrangements.

In response to NEFI/ESPA's arguments contending that the lack of
adequate reserves or aleged low net-backs to the Canadian producers signifies
alack of security of supply for the proposed imports, WGML asserted that the
gpplications make a persuasive showing of adequate reserves and that the right
of producer gpprovd of the purchase arrangements ensures that only those
arrangements that provide acceptable net-backs will be approved.

D. Procedural Requests

The Repurchasers stated that the protestors requests for atria-type
hearing should be denied because they made no showing of a genuine issue of
materid fact to be resolved in connection with the applications, and that the
requests for discovery should be regjected because the protestors had not shown
an interest or raised an issue that warrants the burdens and expense of
complying with their discovery requests.

V1. Decison

The Brooklyn Union gpplications have been reviewed to determineif they
conform with section 3 of the NGA. Under section 3, an import must be
authorized unless there has been afinding that the import "will not be
consstent with the public interest,” 21/ and, therefore, "a presumption
favoring import authorization . . . is completely consstent with, if not
mandated by, the statutory directive.” 22/ With regard to import
authorizations, the section 3 determination is guided by the DOE's natura gas



policy guiddines.23/ Under the policy guiddines, the compstitiveness of the
import arrangements in the markets served is the primary consideration for
meeting the public interest test and those opposing an import have to show
that the arrangement, taken as awhole, is not compstitive or sufficiently
flexible to respond to changing market conditions. For long-term import
proposals, need for the gas supply and security of the supply are dso
important consderations.

A. Competitiveness of the Proposed Imports

The DOE guiddines gtate that the terms and conditions of an import
arrangement, taken together, must provide a supply of gasthat the importer
can market competitively over the term of the contract. They contemplate that
the contract arrangements should be sufficiently flexible to permit pricing
and volume adjustments as required by market conditions and availability of
competing fuels, including domestic naturd ges.

Under the Brooklyn Union import proposas, the Canadian gas would be
imported and sold directly to the Repurchasers under gas purchase agreements
containing severd provisons that provide flexibility with respect to both
volume and price, thus assuring that the gas supply can be marketed
competitively over the term of the purchase contract. Specifically, the gas
purchase agreements contain no take-or-pay requirements, but do include
two-part demand/commaodity structures, provide for price adjustments based on
the price of dternative fudsin the marketsto be served by the imported
gas, and provide for yearly renegotiation and arbitration of the quantity and
pricing provisons. The gas purchase agreements also contain provisons that
dlow ANE to offer volumes not taken by one Repurchaser to another
Repurchaser, thus furthering the flexibility of the proposed arrangements.

DOE's palicy requires the authorization of import arrangements if they
are sufficiently flexible to respond to changing market conditions. This
policy approach presumes that buyers and sdllers of naturd gaswill construct
competitive import arrangements that will be responsive to market forces over
time. Parties opposing a proposed import arrangement bear the burden of
overcoming this presumption.

(1) Two-Part Rate

The protesting intervenors claim that the demand component of the
two-part demand/commodity rate used in the proposed import arrangements
contains costs that the FERC would require domestic pipelines to assign to the
commodity component and that the resulting lower commodity rates resulting



from this dlocation would give the Canadian supplies an unfair competitive
advantage over domestic supplies. The intervenors urge that the DOE deny the
requested authorizations or condition them to require that the two-part,
demand/commodity rate be adjusted pursuant to FERC ratemaking policy and in
accordance with the "as-billed" decison in FERC Order 256.

The DOE has consigtently gpproved import arrangements that use two-part,
demand/commodity rate structures on the basis "that they are used by domestic
pipeline suppliers of gas and reflect and serve legitimate ratemaking
concerns.” 24/ No evidence has been presented in this proceeding to convince
the DOE to change or reexamine the issue of two-part ratesin generd, or to
require the applicants to restructure their demand/commodity rates to comply
with FERC rate-making policy and Order 256.25/

Order 256 concerned the question of whether a domestic interstate
pipeline should be able to pass through to its customers the costs of its
Canadian gas on an as-hilled basis. That concern is not applicable here
because the proposed imports would constitute direct sdlesto LDC purchasers
who have fredly negotiated the terms of the gas purchase agreements and who
would only pay the demand and the commodity costs solely related to their own
purchases. In Boundary Gas, Inc.,26/ the FERC emphasized that its concernsin
Order 256 regarding as-billed passthrough of costs were not applicable because
the arrangements involved direct purchases by an LDCs. Since the Brooklyn
Union import arrangements would congtitute direct first sdesto LDC's, the
passing through of costs on an as-hilled basisis not an issuein this
proceeding and Order 256 is not applicable. However, even if Order 256 is not
directly applicable, the issue of whether the disparity between Canadian and
U.S. pipdine rate regulation makes the proposed import arrangements
uncompetitive remains.

The policy guiddines gate that the competitiveness of an import
arrangement will be assessed by consderation of the whole fabric of the
arangement. The guiddines gate further that the specific commercid terms
and conditions of a particular arrangement should be negotiated by the parties
and that the government's role in authorizing such an arrangement should be
limited to ascertaining whether, asawhole, it is competitive. The guiddines
specificaly warn againgt governmentd action which unilaterdly renegotiates
gasimport contracts. The intervenors have offered no reason to support DOE's
departure from this policy admonition.

Firdg, various intervenors have raised the two-part rate issuein a
number of previous proceedings concerning import arrangements containing
essentidly the same demand/commodity components as the ANE gas purchase



contracts.27/ These arrangements have been gpproved by the DOE, and sustained
by the federd courts, as being competitive and not incongstent with the

public interest.28/ The DOE has found "that the two-part rate design utilized

in Canadian import arrangementsiis largely anaogous to two-part rates found

in domedtic tariffs." 29/ In particular, the Boundary import arrangement is

virtualy identical to those proposed in the Brooklyn Union applications.

Boundary has been importing Canadian gasfor direct sdestoitsLDC

purchasers using a two-part demand commodity rate since 1985, yet none of the
intervenors have even dleged, much less presented evidence, that the Boundary
gas has enjoyed an unfair competitive advantage over domestic supplies.

Second, we note that, while not determinative of competitiveness under
DOE policy, many of the demand charge components that were objected to in
previous import gpplications because they would not be alowed by the FERC
have been diminated from the ANE gas purchase contracts demand charge. The
producers fixed costs have been diminated from the demand component and
NOVA's trangportation charge, which was derived from NOVA's volumetric rate,
has been replaced by aregulatorily approved demand/commodity rate. In
addition, on May 30, 1989, the FERC issued a policy statement on rate design,
in which it emphasized that efficient functioning of natural gas marketsis
the principle objective of rate design.30/ The FERC expressed concern that the
modified fixed variable method may be outdated because interstate pipeines
primary function has shifted to gas transportation. The FERC dated that in
order to promote efficient alocation of pipeline capacity it may be necessary
to shift certain costs from the commodity charge to the demand charge,
including fixed storage costs and some portion of return on equity. The
combined effect of both Canadian and U.S. regulatory reconsideration of rate
design methodology is that rates on both sides of the border are moving to
more closely resemble each other.

Third, the policy guiddlines recognize that gas import arrangements and
international commercid agreements are subject to the policies and laws of
both the buyer's and sdler's governments. U.S. trade policy strongly supports
contract sanctity as an important factor in international commercid
transactions. Unilateral administrative action by the DOE to change the ANE
gas purchase agreements would undermine this policy. Further, we are cognizant
of the fact that the demand component of the two-part rate was not arbitrarily
selected by the sdlers and buyers in the Brooklyn Union applications but
congsts of regulatorily gpproved Canadian transportation rates.

In other words, the Repurchasers have contracted to pay Canadian
approved rates for transporting the proposed imports on Canadian pipelines. No
party has claimed that the rates set by the NEB are not supported by



legitimate policy condderations or that they will be discriminatorily applied

to gas destined for the U.S. The Repurchasers were fully aware of the Canadian
rate structure a the time they negotiated their purchase contracts and it was
one of the factors consdered in fashioning mutually acceptable import
agreements between the Repurchasers and their Canadian suppliers. The
intervenors are asking that the DOE unilateradly renegotiate a particular term

of the freely negotiated import agreements without having rebutted the
presumption of competitiveness which attaches to such arrangements. Compliance
with this request conflicts with principles of international comity and

violates DOE's palicy that the market and not the government should determine
contract terms.

Finally, the intervenors have not demonsirated that the two-part
demand/commodity rate proposed in the Brooklyn Union import arrangements would
discriminate unfairly againgt domestic gas suppliers or affect the
competitiveness of the overd| arrangements.

(2) Other Competitiveness Issues

The protesting intervenors clamed that the competitiveness of the
import arrangements might be affected by the fact that Repurchasers are LDC's
with "captive" customers on whom they can foist non-competitive gas supplies.
Fird, the pertinent issue is whether the gas purchase contract terms produce
competitively priced gas over the length of the contract; if they do, the
question of the importers supplying the gasto "captive’ or "non-captive’
marketsisirrdevant. Second, it is precisdly the unbundling of gas supply
and trangportation services, with end-users, notably LDCs, making their own
gas purchasing decisons, that the DOE believes will enhance the development
of acompetitive gas market. Loca purchasers of gas, under the jurisdiction
of state and local regulatory authorities, are in the best position to
determine their gas needs and the means of fulfilling those needs.

The intervenors dso raised the issue of the equity interest that some
of the Repurchasers have in the IGTS. The DOE finds persuasve the arguments
of the Repurchasers that gpplicants who do not have any interest inthe IGTS
would have no incentive to agree to uncompetitive gas purchase contracts. In
addition, the bare assertion that certain of the Repurchasers, having an
interest inthe IGTS, will purchase ANE gas for that reason, when more
economica supplies are available, does not demondrate that the import
arrangements are not competitive. Furthermore, individua purchase decisons
can be reviewed by gate regulatory authorities. Findly, the DOE believes
that the argument that the Brooklyn Union import arrangements were not
negotiated a arm's length because of the IGTS ownership interests of some of



the Repurchasers (and TCPL) is founded on a basic misconception of the overal
import arrangements. the purchase agreements were not negotiated between the
partiesin order to provide a supply of gasto be transported on IGTS; rather,
IGTS was conceived and proposed to effectuate the parties desires to enter
into competitive import arrangements for the purpose of obtaining dternative
sources of supply for the Repurchasers and opening new markets for the
suppliers.

The protestors claimed that the pricing formula used to establish the
border price for the proposed imports will not necessarily resultin a
competitive ddivered price to the Repurchasers. Firgt of dl, the pricing
formulaindexes or adjusts the border price for the proposed importsto the
price of dternative fuels ddivered in New Y ork City; it does not establish
the border price at the New Y ork City price. In fact, the border price will
aways be somewnhat |ess than the ddivered price of dternative fuelsin New
York City (13/15 of the NY C price in the winter and 11/15 of the NYC pricein
the summer). Second, since the proposed imports would be sold by various
Canadian suppliersto the Repurchasers (via ANE) at the border, it is
necessary to establish asaes price at that point. The Repurchasers have
dtated that the border pricing formulawas specificaly negotiated to result
in adelivered price that would be competitive in the gpplicants markets.
None of the protesting intervenors have offered any evidence to the contrary
and, therefore, have not rebutted the presumption that these freely negotiated
agreements are competitive. The pricing formulaisindexed to the price of
competing fuels so that it will remain market responsive over the 15-year
contract period. Moreover, if the formula does not continue over time to alow
the Repurchasers the flexibility to purchase the gas a competitive prices the
parties can exercise the price renegotiation provisons of the gas purchase
contracts.

Theintervenors further contended that the DOE could not make adecison
on the proposed imports without considering the cost of trangportation on the
IGTS aswdl. The border pricing formulais flexible and market-responsive and
the Repurchasers have stated that it was designed to bring competitively
priced gasto their markets. The renegotiation provisons can be utilized if
the formula does not achieve this end. We bdlieve thisis sufficient for the
DOE to make its public interest finding.

The DOE has considered the proposed import arrangements and has
preliminarily determined, on the basis of the record before it at thistime,
that their terms and conditions, taken together, provide competitively priced
supplies of gas over the terms of the contracts. The intervenors have not
demonstrated that the proposed import arrangements, taken as awhole, are not



competitive or not sufficiently flexible to respond to changing market
conditions.

B. Need

Under the DOE import guidelines, need for proposed importsis viewed as
afunction of marketability and gas is presumed to be needed if it isfound to
be comptitive. We have found that the proposed import arrangements are
compsetitive. The gas purchase agreements were fregly negotiated between the
buyers and the sdllers and contain market-responsive, flexible pricing terms,
renegotiation and arbitration clauses, and do not have any minimum take
provisions. Accordingly, the proposed imports are presumed to be needed. The
intervenors have not made any arguments or submitted any evidence sufficient
to rebut the presumption of need.

NEFI/ESPA disputed the need for the proposed imports by first dleging
that the Repurchasers projections and judgments regarding their future needs
could not be relied upon, and subsequently submitting various studies which
they claimed showed that there is no need for the gas. NEFI/ESPA dso cited
the DPUC and NY PSC proceedings as evidence that the need for the proposed
imports was subject to debate.

We note that the NY PSC proceeding has been concluded, as discussed in
section I11-B of this order, and that the NY PSC found that the additiona gas
to be supplied by IGTS is needed. The DOE does not fed it is necessary or an
gppropriate use of limited government resources to enmesh itself in the merits
of the Rudden Report and the NY Rudden Report versus the CRS Memorandum, the
CRS Connecticut Report and the QED report or to schedule a Federal round of
the DPUC forecasting methodology proceedings. What the DPUC hearings and the
sundry studies ultimately show isthat predicting future demands for naturd
gasisnot an exact science and that, by applying different assumptionsto
varying stuations, different conclusions as to need can be reached. The DOE
does not believe that it can do a better job of prognosticating demand than
the Repurchasers, which is the primary reason that the energy guiddines
presume that aflexible, competitively-priced, freely negotiated sdes
agreement is the best way to ensure that the proposed gas supply will be
needed. The partiesto the arrangements are in amuch better position than the
DOE to make appropriate market decisions.31/

In addition, athough the long-term marketability and competitiveness of
the proposed imports is determinative as to the need for the Canadian natural
gas, we believe that the record indicates that there is a need for long-term,
secure and competitively-priced supply of naturd gas in the Repurchasers



markets. As we gated in Granite State:

"A baanced energy mix and agreater diversty of supply
sources permit consumers to choose freely among al the practica and
competitive energy options. The New England region is particularly
vulnerable to supply disruptions because of its undue dependence on
imported oil supplies. Consequently, the DOE policy continues to favor
the digolacement of ail imports with competitive dterndives, including
gas supplies from higtoricdly reliable Canadian sources'.32/

Further, the public utility commissions of Rhode Idand, Massachustts,
and New Jersey, have dl filed lettersin support of the Brooklyn Union
project and have stated that the need for new supplies of naturd gasin the
Northeast in generd, and their states specificdly, is critica. Also, the
NY PSC has concluded after extensive hearings that there is a need for the
additional gas supplies proposed by the applicants. These public utility
commissions are the respong ble stated agencies whose mandates are to ensure
that the energy needs of their respective states are anticipated and met, and
the DOE puts great weight on their declarations of need. Accordingly, the
competitiveness of the proposed import arrangements and the evidence in the
record of this proceeding fully support a preliminary finding of need.

Connecticut requested that the DOE, if it relies on the presumption of
need as st forth in the energy guiddines, specificaly Sate thet its
decision does not congtitute a decision on the prudency of the gas purchase
agreements. A DOE finding that an import is not inconsistent with the public
interest subsumes afinding of prudence. However, this finding is not meant to
preclude state agencies from setting gppropriate rates for entities they
regulate. DOE emphasizes that no state regulatory body has claimed in this
proceeding that the purchasing practices engaged in here are inconsstent with
date regulatory policies.

C. Security of Supply

Natura gas has been imported from Canada for many years and there have
been no ingstances of amgor naturad gas supply interruption that would call
into question Canadals future reliability as asupplier of naturd gasto this
country. The Repurchasers stated that total proven Canadian reserves are
estimated at 77 Tcf and that potentid marketable Canadian reserves are
estimated at 191 Tcf. NEFI/ESPA attempted to question the security of supply
on the grounds that the Canadian producers netback price may be so low that
they would refuse to sdll the gas. This contention is speculative and is not
supported by the actions of the producers themsaves who have voted in support



of thetwo TCPL and the ProGas gas purchase agreements with ANE.33/ These
agreements represent 341,000 Mcf of the 397,100 Mcf per day requested in this
proceeding. The remaining volumes are being supplied by ATCOR and AEC who are
themsalves producers selling directly into the market. Further, the backstop
agreement between ANE, AEC, and ATCOR provides additional security for the
Repurchasers under the AEC purchase agreement.

In addition, the DOE notes that the Northeast has traditionally been at
the end of the domestic pipeline distribution system and that the proposed
import arrangements would enhance energy security in the region by adding to
the diversity of energy sources.

D. Additiond Issues

NEFI/ESPA argued that the DOE must consider the possibility that the
proposed imports, rather then filling the incrementa needs of the
Repurchasers, will displace oil and domestic natura gas in the Repurchasers
markets. DOE's palicy is to encourage competition in the energy marketplace.
The oil and domestic gas industry cannot expect to be protected from open
competition with other energy sources.

Connecticut o asked us, in making our determination of these
goplications, to consder DOE's support of nuclear generating plantsin the
Northeast in order to reduce dependence on foreign energy supplies, and the
fact that Canada dready supplies hydropower to the Northeast. The policy of
the DOE isto obtain a balanced energy mix in the Northeast and el sewhere
based on competitive, commercial arrangements. The proposed import
arrangements are condstent with that policy.

In response to Foothills concern, DOE authorization of the Brooklyn
Union import proposals should not be viewed asindicating that the DOE favors
the IGTS proposa over other proposals to build new facilities to receive and
transport Canadian gas supplies. The jurisdiction for the sting and
certification of new import facilities lies with the FERC.

E. Request for Conditions

The IPAA requested that one of two conditions be imposed on any
authorizations issued in this proceeding in order to prevent the Canadian
suppliers from gaining an unfair competitive advantage over domestic supplies
due to the discrepancy between Canadian and FERC rate design methodologies.
The first condition suppested by the IPAA was that the DOE require that the
demand/commodity components of the import arrangements conform to FERC rate



design methodology. The second, and preferred, condition was that DOE
condition its gpprova of the proposed imports on the FERC changing its rate
making methodology and adapting "something like fixed varigble rates.”

The cornerstone of DOE's natura gas import policy is competitiveness,
and we are sympathetic to concerns that the North American gas market be
alowed to operate on a competitive bass without regulatory distortions.
Moreover, we recognize that the FERC shares those concerns. Although we have
aready addressed the effects of the two-part rate in section VI-B(1) of this
order, we recognize that by issuing its rate design policy statement the FERC
has indicated a willingness to reconsder the modified-fixed varidble ratein
order to promote economic efficiency in natura gas markets. The DOE supports
FERC's efforts to devel op rate methodol ogies which will enhance efficiency and
further the god of competitive gas markets, and notes that FERC's rate design
policy statement appears to be consdering the IPAA's concerns in requesting
the impogtion of a condition.

Pursuant to the above, the dternative conditions requested by the IPAA
are @ther incongstent with import policy or ingppropriate in light of FERC's
ongoing review of pipdine rate design. Therefore, IPAA's request for
conditionsiis denied.

F. Requests for Additional Procedures

NEFI/ESPA requested discovery procedures regarding the competitiveness
and need for the proposed import as well as specific information including,
among others: (1) the netbacks to be received by the Canadian suppliers of the
proposed imports, (2) the cost of Canadian expansion and the trangportation
rates based thereon, (3) the ultimate delivered price of the proposed natura
gasimports, (4) the costs of aternative natural gas and energy supplies, (5)
the costs of trangportation on IGTS, (6) and the specific market sectors each
Repurchaser will be supplying. In particular, NEFI/ESPA requested detailed
information from the Repurchasers, including: each Repurchasers projected
natura gas requirements; their current suppliers and details of each supply
arrangement, aswell as other imformation regarding purchase decisions, their
average cost of gas, and alist of any cogeneration customers each Repurchaser
expects to serve. The Environmental Council adso requested that discovery
procedures be indtituted, but did not specify what information it was seeking
to obtain through discovery.

NEFI/ESPA's and the Environmenta Council's requests were previoudy
denied by operation of law pursuant to Para. 590.302 of the DOE's
adminigtrative procedures because they were not acted on within 30 days after



the requests were filed with the DOE. We note that the record in these
proceedings was sufficient for the DOE to make its NGA section 3 finding, and
no evidence was presented by any party that additiona information was
required. The Environmental Council asked for discovery regarding the issues
it had raised without specifying what additiona information was needed to
address those issues. NEFI/ESPA, while specific in their requests, did not
demondtrate that the information they sought to obtain was not dready
available from public sources, was denied to them by the Repurchasers, or was
required for the DOE to make its determination.34/

NEF/ESPA dso requested atria-type hearing to resolve aleged
disputed factud issues including: (1) the competitiveness of the import
arrangements, (2) the need for the proposed imports, (3) the effects of the
imports on the domegtic oil and gas industries, (4) the anti-competitive
effects of the two-part rate, (5) the market sectors where the gas would be
sold, (6) the ddlivered price of the gas, and (7) the environmenta effect of
the IGTS. The Environmenta Council aso requested a trid-type hearing on the
issues of the anti-competitiveness of the two-part demand/commodity components
and of the need for the proposed import, and the IPAA requested atria-type
hearing on the two-part rate if its request for the impaosition of acondition
was denied.

Section 590.313 of the ERA's administrative procedures requires any
party filing amotion for atria-type hearing to demondrate that there are
factud issues genuingly in disoute that are relevant and materid to the
decison and that atrid-type hearing is necessary for afull and true
disclosure of the facts. No party is entitled asamatter of right to a
trid-type hearing on policy or legd issues.

The DOE has examined the issues raised by the parties in requesting
trid-type hearings and concludes that their concerns revolve primarily around
the issues of the competitive effect of the two-part rate and the need for the
proposed gas imports. Regarding the competitive effect of the two-part rate,
we have dready concluded, based on the record in this proceeding and
consstent with previous determinations by the DOE, that the proposed
arrangements are not anticompetitive. We do not believe that the intervenors
have demondrated thet a trid-type hearing would materidly aid the DOE in
making its determination or is necessary to ensure the adequacy of the record
or the fairness of this proceeding. On the issue of the need for the natura
gas, the intervenors basicaly requested the DOE to abandon its policy of
relying on commercid parties to negotiate competitive arrangements from
which, if not rebutted, need is presumed. Their concerns do not reflect a
factua dispute, but rather a different policy prespective that departs



subgtantialy from established DOE policy to promote competition in the public
interest.

Findly, dl parties have had sufficient opportunities to comment on the
proposed arrangements and on the parties positions on the issues. Any facts
presented to support those positions are adequately represented in the record
and provide the DOE with a sufficient basis on which to make a decison.
Accordingly, we have determined that it would not be in the public interest to
hold additiona procedures including atrid-type hearing, and NEFI/ESPA, the
Environmenta Council and the IPAA's mations are therefore denied.

G. Other Matters
(1) Phased In Volumes

The Repurchasers sated in their February 1989 amendment that Six of the
gpplicants intended to phase in their nominated volumes over atwo-year
period. In order to dlow the Repurchasers the maximum amount of flexibility,
and because the gpplicants are seeking import authorizations for volumes "up
to" their maximum volumes; this order will grant the tota maximum volumes
which of course permits the gpplicants to exercise phased nominations under
their contracts.

(2) Nationa Fud's Early Commencement of Purchases

Also in their February 1989 amendment, the Repurchasers stated that they
intended to commence purchases of the ANE volumes on or before October 31,
1991, except that Nationa Fuel, pursuant to its application filed in Docket
No. 86-48-NG, is seeking to commence purchases of its 10,000 Mcf per day as of
November 1, 1990. They stated further that the term of National Fuel's
entitlement to purchase gas will be caculated from the date Nationd Fuel
commences purchases, but theinitia contract year will nonetheless be deemed
to be the year in which the other Repurchasers commence purchases. Since the
ANE/TCPL gas purchase contract, under which Nationa Fud would purchase its
natural gas, ends on adate certain, November 1, 2003, as opposed to the
ProGas, ATCOR and AEC contracts which run for 15 years from the end of the
first contract year, there is no need for any action on the part of the DOE
regarding Nationa Fud's intention to commence purchases prior to the other
aoplicants.

(3) Backstop Agreement

In their January 12, 1989, first amendment, the Repurchasers requested



that their gpplication filed in Docket No. 86-46-NG be conditioned to alow
ATCOR to import additiona gasin the event the backstop agreement between
ANE, ATCOR and AEC was exercised. Rather than condition any authorization
issued under Docket No. 86-46-NG, the same purpose can be accomplished by
authorizing ATCOR-supplied gas to be imported pursuant to the authorization
requested in Docket No. 87-02-NG.

H. Environmentd Determination

The Nationd Environmenta Policy Act of 1969 (NEPA) 35/ requires
federd agenciesto give gppropriate condderation to the environmentd effect
of their proposed actions. The Brooklyn Union import proposals require
issuance of severd mgor permits and authorizations before the project can
proceed, including FE's import authorization under section 3 of the NGA and
FERC's authorization under section 7 of the NGA for IGTS and Tennessee to
congtruct the facilities necessary to trangport the imported gas requested in
this proceeding. The FERC has the lead in preparing an Environmenta Impact
Statement (EIS) in order to assess the impacts of the new facilities related
to the import project. On November 14, 1989, the FERC issued a Draft
Environmental Impact Statement for the Proposed Iroquois/Tennessee Pipdine
Project. The DOE is a cooperating agency36/ with the FERC and will asss the
FERC inits preparation of a Find Environmental Impact Statement.

The approva of theseimports of natura gas is therefore being
conditioned on completion of the environmentd review of the new facilities
and DOE's respongihilities under NEPA. When the EIS is completed by the FERC,
the DOE will issue a Record of Decison.37/ The DOE will then recongder this
conditiona order and issue an gppropriate final opinion and order.

This conditiona order makes preliminary findings and indicates to the
parties the DOE's determination at thistime on dl but the environmenta
issue in this proceeding. All parties are advised that the issues addressed
herein regarding the import of natural gas will be reexamined at the time of
the DOE's review of the FERC's NEPA anadysis. The results of that
reexamination will be reflected in the find opinion and order.

|. Concluson

After reviewing the comprehensive record as described in detail above, |
conclude that these imports will serve the consumers interestsin obtaining
long-term, reliable supplies of natural gas at competitive, market-responsve
prices. The importswill help fill current needs and projected future
increases in consumer demand. Additiondly, these imports will enhance the



energy mix and diversity of naturd gas supplies available to the Northeast

and improve the naturd gas digtribution syslem. My decision aso carefully
consdered the support for these imports from most of the region's public

utility commissions and public officids, and the fact that no potentia

consumers of the proposed imports opposed the Brooklyn Union applications. The
principle opposition has come from associ ations representing petroleum
marketers and domestic naturd gas producers that are in competition with the
proposed Canadian gas supplies, and from an environmenta group whose mgjor
concern is with the environmenta impact of the proposed IGTS, amatter il
under consideration both by the DOE and the FERC. For these reasons, |
conclude that conditionally granting the Brooklyn Union applications will not

be incongstent with the public interest.

ORDER

For the reasons set forth above, pursuant to Section 3 of the Natural
Gas Act, it isordered that:

A. The Brooklyn Union Gas Company (BUG), the Connecticut Light and Power
Company (CL&P), Connecticut Natural Gas Corporation (CNG), Southern
Connecticut Gas Company (Southern Connecticut), New Long Idand Lighting
Company (LILCO), Consolidated Edison Company of New Y ork, Inc. (Consolidated
Edison), New Jersey Natural Gas Company (New Jersey Natura), New York State
Electric and Gas Corporation (NY SEG), and Central Hudson Gas and Electric
Corporation (Centra Hudson) (herein caled the Repurchasers) are authorized
to import up to 75,000 Mcf per day of Canadian natura gas, pursuant to their
joint application filed in ERA Docket No. 86-44-NG, in which the naturd gas
will be supplied by TransCanada Pipelines Limited (TCPL) and sold to the
Repurchasers by Alberta Northeast Gas, Limited (ANE). The term of the
authorization will commence on the date of first ddivery and run until
November 1, 2003. The natura gasisto be imported at the Iroquois Gas
Trangportation System's (IGTYS) yet to be established import point on the
internationa border near Iroquois, Ontario.

B. Each Repurchaser in Ordering Paragraph A above is authorized to
import its pro rata portion of the total authorization as sipulated in the

gas purchase contract between ANE and TCPL, and in the gas sales agreements
between the Repurchasers and ANE, asfollows:.

Company Mcf/d

BUG 18,000



CL&P 11,250
CNG 5,250
New Jersey Naturd 5,250
Southern Connecticut 7,500
LILCO 13,500
Central Hudson 1,500
Consolidated Edison 6,000
NY SEG 6,750

However, each Repurchaser is hereby authorized to import additiona volumes,
up to the total authorized amount, if others of the Repurchasers do not

utilize their full authorization. At no time may the amount of natura gas
imported exceed the total authorization granted in Ordering Paragraph A.

C. The Repurchasers, as named in Ordering Paragraph A above, are
authorized to import up to 66,000 Mcf per day of Canadian naturd gas,
pursuant to their joint gpplication filed in ERA Docket No. 86-45-NG, in which
the natural gas will be supplied by ProGas Limited (ProGas) and sold to the
Repurchasers by ANE. The authorization will commence on the date that the
first deliveries of gas are made pursuant to the gas purchase contract between
ANE and ProGas, and will terminate 15 years after the first November 1t
following that initid ddlivery date. The naturd gasisto be imported at
IGTS yet to be established import point on the international border near
Iroquois, Ontario.

D. Each Repurchaser in Ordering Paragraph C above is authorized to
import its pro rata portion of the total authorization as sipulated in the
gas purchase contract between ANE and ProGas, and in the gas sdles agreements
between the Repurchasers and ANE, asfollows:.
Company Mcf/d
BUG 15,840

CL&P 9,900



CNG 4,620
New Jersey Naturd 4,620
Southern Connecticut 6,600
LILCO 11,880
Central Hudson 1,320
Consolidated Edison 5,280
NY SEG 5,940

However, each Repurchaser is hereby authorized to import additiona volumes,
up to the total authorized amount, if others of the Repurchasers do not

utilize their full authorization. At no time may the amount of natura gas
imported exceed the total authorization granted in Ordering Paragraph C.

E. The Repurchasers, as named in Ordering Paragraph A above, are
authorized to import up to 37,300 Mcf per day of Canadian naturd gas,
pursuant to their joint gpplication filed in ERA Docket No. 86-46-NG, in which
the natural gaswill be supplied by ATCOR Ltd. (ATCOR) and sold to the
Repurchasers by ANE. The authorization will commence on the date that the
first deliveries of gas are made pursuant to the gas purchase contract between
ANE and ATCOR, and will terminate 15 years after the first November 1t
following thet initid ddlivery date. The naturd gasisto be imported at
IGTS yet to be established import point on the international border near
Iroquois, Ontario.

F. Each Repurchaser in Ordering Paragraph E aboveis authorized to
import its pro rata portion of the total authorization as sipulated in the
gas purchase contract between ANE and ATCOR, and in the gas saes agreements
between the Repurchasers and ANE, asfollows:.

Company Mcf/d
BUG 8,206
CL&P 5,222

CNG 2,425



New Jersey Naturd 2,984
Southern Connecticut 3,730
LILCO 6,154
Central Hudson 2,984
Consolidated Edison 2,611
NY SEG 2,984

However, each Repurchaser is hereby authorized to import additiona volumes,
up to the total authorized amount, if others of the Repurchasers do not

utilize their full authorization. At no time may the amount of natura gas
imported exceed the total authorization granted in Ordering Paragraph E.

G. The Repurchasers, as named in Ordering Paragraph A above, are
authorized to import up to 18,800 Mcf per day of Canadian naturd gas,
pursuant to their joint gpplication filed in ERA Docket No. 87-02-NG, in which
the natural gas will be supplied by Alberta Energy Corporation (AEC) and sold
to the Repurchasers by ANE. The authorization will commence on the date that
the first deliveries of gas are made pursuant to the gas purchase contract
between ANE and AEC, and will terminate 15 years after the first November 1st
following that initid delivery date. The naturd gasisto be imported at
IGTS yet to be established import point on the international border near
Iroquois, Ontario.

H. Each Repurchaser in Ordering Paragraph G aboveis authorized to
import its pro rata portion of the total authorization as sipulated in the
gas purchase contract between ANE and AEC, and in the gas saes agreements
between the Repurchasers and ANE, asfollows:

Company Mcf/d
BUG 3,954
CL&P 3,928
CNG 1,205

New Jersey Natural 1,946



Southern Connecticut 2,170
LILCO 3,066
Central Hudson 9%
Consolidated Edison 1,109
NY SEG 1,326

However, each Repurchaser is hereby authorized to import additiona volumes,
up to the total authorized amount, if others of the Repurchasers do not

utilize their full authorization. At no time may the amount of gas imported
exceed the totd authorization granted in Ordering Paragraph G.

|. The natural gas imports authorized in Ordering Paragraph G above may
be supplied, in whole or in part, by ATCOR in accordance with the backstop
agreement between ANE, AEC and ATCOR.

J BUG, CL&P, CNG, Southern Connecticut, LILCO, Consolidated Edison, New
Jersey Natural, Central Hudson, Boston Gas Company (Boston Gas), Public
Service Electric and Gas Company (PSE& G), Nationa Fuel Gas Supply Corporation
(Nationa Fud), Elizabethtown Gas Company (Elizabethtown), Gas Service, Inc.
(GSl), Manchester Gas Company (Manchester), Essex County Gas Company (Essex),
Colonid Gas Company (Colonid), and Valey Gas Company (Vdley) (herein
caled the Repurchasers) are authorized to import up to 200,000 Mcf per day of
Canadian naturd gas, pursuant to their joint gpplication filed in ERA Docket
No. 86-48-NG, in which the natura gas will be supplied by TCPL and sold to
the Repurchasers by ANE. The term of the authorization will commence on the
date of first delivery and run until November 1, 2003. The naturd gasisto
be imported at IGTS yet to be established import point on the international
border near Iroquois, Ontario, or at Tennessee Gas Transmisson System's
exiging Niagaraimport point.

K. Each Repurchaser in Ordering Paragraph J above is authorized to
import its pro rata portion of the total authorization as sipulated in the
gas purchase contract between ANE and TCPL, and in the gas sales agreement
between the Repurchasers and ANE, asfollows:.
Company Mcf/d

BUG 24,000



CL&P 28,700
CNG 11,500
New Jersey Natural 25,200
Southern Connecticut 15,000
LILCO 30,400
Central Hudson 14,100

Consolidated Edison 5,000

Boston Gas 13,100
PSE&G 10,000
Nationa Fuel 10,000
Elizabethtown 5,000
GSl 2,000
Manchester 2,000
Essex 2,000
Colonia 6,000
Valey 1,000

However, each Repurchaser is hereby authorized to import additiona volumes,
up to the total authorized amount, if others of the Repurchasers do not

utilize their full authorization. At no time may the amount of natura gas
imported exceed the total authorization granted in Ordering Paragraph J.

L. The Repurchasers, ether jointly or separately, shdl notify the
Office of Fues Programs (OFP) of the Department of Energy (DOE) in writing of
the date of first ddlivery of natural gasimported under Ordering Paragraphs
A, C, E, G and J above within two weeks after the date of such delivery, and
shdl, at that time, identify the person(s) responsible for the reporting
requirements contained in Ordering Paragraph M.



M. With respect to the imports authorized by this Order, the
Repurchasers, ether jointly or separately, shdl file with the OFP within 30
days following each cdendar quarter, quarterly reportsindicating, by month,
the quantities of gasin Mcf imported by each Repurchaser under Ordering
Paragraphs A, C, E, G and J above, and the average price, showing the
demand/commodity charge breakdown on a monthly, per unit (MMBtu) basis paid
for those volumes a the internationd border. The totd amount of gas
imported pursuant to each of the joint authorizations should aso be included.
For natura gas imported pursuant to Ordering Paragraph G above, the quarterly
reports must show what, if any, gas was supplied by ATCOR in accordance with
the Backstop Agreement. Also, the Repurchasers shdl notify the OFP if ATCOR
assumes any of AEC's supply obligations on a permanent basis as provided in
the Backstop Agreement within two weeks of ATCOR's assumption of those
obligetions.

N. The authorizations in Ordering Paragraphs A, C, E, G and Jabove are
conditioned upon entry of afina opinion and order by the OFP &fter review by
the DOE of thefind Environmenta Impact Statement (EIS) on the proposed
|GTSTennessee Gas Pipeline Company project currently being prepared by the
Federd Energy Regulatory Commission, and the completion by the DOE of its
respongbilities under the Nationd Environmental Policy Act. All parties are
advised that the issues addressed in this order regarding the importation of
naturd gaswill be reexamined a the time of the DOE's review of thefind
ElS and that the results of that reexamination will be reflected in the final
opinion and order. No naturd gas may be imported pursuant to the
authorizations issued in this order until such time asafind opinion and
order isissued by the OFP. The resolution of the condition stated in this
Ordering Paragraph may result in further conditionsimposed in subsequent
proceedingsin this case. The Repurchasers and intervenors in this proceeding
shall be bound by any opinion and order issued in such subsequent proceedings.

O. The requests of the Independent Petroleum Producers Association
(IPAA) for imposition of a condition and for atria-type hearing are denied.
The requests of the New England Fuel Indtitute/Empire State Petroleum
Associaion and the Environmenta Council for trid-type hearings and
discovery procedures are denied.

P. The motion of the IPAA to intervene, as set forth in this Opinion and
Order, is hereby granted, provided that participation of such intervenor shal
be limited to matters specificdly set forth in its motion to intervene and
not specificaly denied, and that the admisson of such intervenor shdl not
be construed as recognition that it might be aggrieved because of any order
issued in this proceeding.



Issued in Washington, D.C., on January 11, 1990 [amended by Order No.
368-D, November 11, 1991].

--Footnotes--

1/ On January 6, 1989, the authority to regulate natural gas imports and
exports was transferred from the ERA to the Assistant Secretary of Fossl
Energy (FE). DOE Deegation Order No. 0204-127 specifies the transferred
functions (54 FR 11436, March 20, 1989).

2/ 51 FR 33108, September 18, 1986.

3/ 52 FR 5817, February 26, 1987.

4/ 52 FR 23583, June 23, 1987.

5/ 54 FR 14132, April 7, 1989.

6/ Thetotd daily volumesin Mcf that each Repurchaser has requested
authority to import are as follows:

Company Mc/d
BUG 70,000
CL&P 59,000
CNG 50,000

New Jersey Natural 40,000
Southern Connecticut 35,000
LILCO 35,000
Central Hudson 20,000
Consolidated Edison 20,000
Boston Gas 17,100

NYSEG 17,000



PSE& G 10,000
National Fud 10,000

Elizabethtown 5,000

GSl 2,000
Manchester 2,000
Essex 2,000
Colonia 2,000
Valey 1,000
397,100

7/ See Northeast U.S. Pipeline Projects, 46 FERC Para. 61,012 (1989).
8/ 40 FERC Para. 61,087.

9/ 42 FERC Para. 61,332.

10/ 43 FERC Para. 61,555.

11/ 44 FERC Para. 61,150.

12/ 45 FERC Para. 63,019.

13/ 46 FERC Para. 61,012.

14/ 47 FERC Para. 61,172.

15/ 49 FR 6684, February 22, 1984.

16/ Natural Gas Pipdine of America, 37 FERC Para. 61,215 (December 8,
1986).

17/ 1d., at 61,545.

18/ 1 ERA Para. 70,539 (August 9, 1982), ERA Docket No. 81-04-NG. The
purchase agreements referred to were submitted asinformationd filings and



accepted by the DOE as being consstent with Boundary's import authority.
19/ 1 ERA Para. 70,717 (August 5, 1987).
20/ 1 ERA Para. 70,721 (September 21, 1987).
21/ 15 U.S.C. Sec. 717b.

22/ See, Panhandle Producers and Royalty Owners Association v. Economic
Regulatory Administration, 822 F.2d 1105, at 1111 (D.C. Circuit 1987).

23/ See supranote 15.

24/ See, Texas Eastern Transmission Corporation, 1 ERA Para. 70,733
(October 30, 1987), at 72,762.

25/ We note that the contention that the Repurchasers deliberately
congtructed their import arrangements to avoid compliance with Order 256 is
unfounded inasmuch as the precedent agreements and pro forma gas purchase
contracts (except for the fifth gpplication), pursuant to which the
Repurchasers propose to import natura gas, were entered into in June and July
of 1986, while Order 256 was not issued until December of 1986.

26/ 40 FERC Para. 61,047 (July 20, 1987).

27/ See, e.g., Natural Gas Pipeline of America, 1 ERA Para. 70,645 (May
15, 1986); Boundary, supra note 18; Granite State, supra note 19, affirmed,
NEF v. ERA, 875 F2d 822 (D.C. Circuit 1989); Minnegasco, supra note 20,
petition for review denied, IPAA v. ERA, 886 F2d 1338 (D.C. Circuit 1989).

28/ 1d.

29/ Naturd, id., at 72,533.

30/ 47 FERC Para. 61,295.

31/ See, the April 18, 1988, comments of Public Service Electric and Gas
Company in the FERC "Open Season” docket (CP87-451-000).

32/ See supranote 19, at 72,713.

33/ See, August 24, 1989, letter filed by the gpplicantsin these
consolidated dockets.



34/ Certain, if not dl, of the information requested by NEFI/ESPA,
according to the Repurchasers May 23, 1989, filing, was made available during
the course of the NY PSC proceeding.

35/ 42 U.S.C. 4321, et seq.

36/ 40 CFR Para. 1501.6.

37/ 40 CFR Para. 1505.2.



