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DOE/ FE Opi ni on and Order No. 528

Order Granting Long-Term Authorization to Inport Natural Gas from Canada
and Granting Intervention

| . Background

On May 10, 1991, as supplenented on May 30, 1991, and June 4, 1991
Nort hern Natural Gas Conpany (Northern) applied to the Ofice of Fossil Energy
(FE) of the Departnent of Energy (DOE) for authorization to inport up to
20,000 Mcf per day of natural gas from Canada on a firmbasis from Mbil O
Canada (Mobil Canada), commencing on the effective date of the requested
aut horization through October 31, 2000. The application was filed under
section 3 of the Natural Gas Act (NGA) and DOE Del egation Order Nos. 0204-111
and 0204-127. Northern, a Delaware corporation with its principal place of
busi ness in Omha, Nebraska, is an interstate natural gas pipeline conpany. It
woul d use the proposed inports for its system supplies.

The gas would be inported into the United States at the internationa
border near Enerson, Manitoba and transported to Northern on the existing
pipeline facilities of Great Lakes Gas Transnission Linmted Partnership (G eat
Lakes). Gas produced in Alberta and British Colunbia would be transported by
Mobi | Canada on the pipeline system of NOVA Corporation of Al berta (Nova). Gas
produced in Saskat chewan woul d be transported by TransGas Limited (TransGas).
TransCanada Pi peLines Linmted (TransCanada) woul d provide transportation from
the NOVA and TransGas systens to the Emerson inport point. No new pipeline
construction woul d be required.

Northern and Mobil Canada entered into a |ong-term gas purchase
agreenent on August 24, 1990, that has a primary term of Novenber 1, 1990,
t hrough October 31, 1995, which would be extended for a secondary termunti
October 31, 2000, if both parties can agree, on or before Cctober 31, 1994,
that the terns and conditions of the agreenent are nutually satisfactory for
its continuance. The contract contains a three-part pricing structure
consisting of a commdity charge, a demand charge, and a reservation fee.1/
The commodity charge woul d be the comopdity price times the daily vol unes
nom nated by Northern. Each nonth Mbil Canada woul d provide Northern an
estimated comodity price at |east two days before Northern is to inform sales
custoners of its commodity price for the delivery nonth. Northern could either
accept or reject the estimated commodity price. |If Northern rejects the
estimated price, the commodity price would be deternined pursuant to a
provi si on of the purchase agreenent which adjusts a base price of $1.46 (U. S.)
per Mcf upward or downward by the change in a conposite index of prices for
donestic spot gas delivered to four pipelines (ANR Pipeline Conpany, Panhandle
Eastern Pi peline Conpany, Natural Gas Pipeline Conpany of Anmerica, and
Northern) and the average Al berta border price. The demand charge woul d
consist of the nonthly toll charges for transportation in Canada tinmes the
maxi mum dai |l y vol unmes (MDV) of 20,000 Mcf. The reservation fee would be
calculated nonthly and is equal to 16 percent of the MDV (possibly 10 percent
during sunmer except for April) times the commodity price. Northern states
that the price of the gas at the international border at a 100% | oad factor
woul d have been $2.17 (U.S.) per Mf as of January 1991 using the
U. S./ Canadi an currency conversion factor then in effect. That price would have



consi sted of a demand charge of $.41, a commodity price of $1.50, and a
reservation fee of $.26.

The purchase agreenent al so includes an "Opinion 256" credit to
conpensate Northern if the Federal Energy Regul atory Conm ssion (FERC) does
not allow it to pass through all of Mbil Canada's demand charges "as-bill ed"
under FERC s nodified fixed-variable (MFV) rate structure. Were total denmand
charges are not pernmitted to be recovered under FERC s M-V net hodol ogy,
Northern woul d receive a credit from Mbil Canada reducing its conmodity price
of gas. The credit would be equal to 70 percent of the difference (as-billed
deficiency) between the demand charges approved in Northern's purchased gas
adj ustnment (PGA) filing with FERC and the actual demand charges paid to Mbi
Canada

Northern woul d have to pay an annual deficiency paynent if it takes |ess
than sixty percent of the maxi mum annual volunes in any contract year. The
deficiency paynment would consist of the difference between sixty percent of
t he maxi mum annual vol unmes and the actual volunmes taken during the year, tines
twenty-five percent of the weighted average commdity price for the year

Further, Mobil Canada would set a mininmum price applicable to each
contract year. If, with respect to the sumrer nonths, the compdity price is
| ess than the mininmum price, Mbil nmay cease or curtail deliveries to
Nort hern. However, Northern would be deened to have taken a vol une of gas
equal to the MDV for the purpose of cal culating the annual deficiency paynent
and woul d not be liable for transportation charges or the reservation fee with
regard to the non-delivered vol unes.

Finally, the purchased agreenent may be renegoti ated at the request of
either party at any tinme during the first three years of either the primary or
secondary terms. Also, Northern can unilaterally reduce its annual maxi num
vol unes obligation if it determines that it is experiencing a significant
reduction in its gas sales. This reduction could be acconplished either by
Nort hern assigning to another purchaser all or part of its contract rights or
obligations, or by Northern assigning all or part of the contract to an
assi gnee or new purchaser designated by Mbil. However, if no assignee or new
purchaser is designated Northern could still inplement the desired vol une
reducti ons.

Northern urges that the gas supply is conpetitive, needed and secure.
Northern states that the purchase agreenent ensures that the price will remain
conpetitive with prices of nmmjor conpeting energy sources available to it.
Further, Northern states that the supplies are needed to neet its genera
system demand and that receiving the gas in its traditional north-end narket
area will provide the npost operationally efficient supply source to neet the
requi renents of custoners served fromthe northernnost portions of its system
Finally, Northern subnmits that Mbil Canada has secured the necessary gas
supplies to fulfill its obligations, in addition to the historical reliability
of Canadi an gas generally.

A notice of receipt of the application was issued on June 26, 1991, 2/
inviting protests, notions to intervene, notices of intervention, and coments
to be filed by August 1, 1991. A notion to intervene w thout coment or
request for additional procedures was filed by G eat Lakes. This order grants
intervention to Great Lakes.

I'l. Decision



The application filed by Northern has been evaluated to determine if the
proposed i mport arrangement neets the public interest requirenents of section
3 of the NGA. Under section 3, an inport nust be authorized unless there is a
finding that it "will not be consistent with the public interest.” 3/ This
determination is guided by DOE's natural gas inport policy guidelines, under
whi ch the conpetitiveness of the inport in the markets served is the prinmary
consideration for neeting the public interest test.4/ DOE al so considers,
particularly in long-term arrangenments, need for and the security of the
i nported gas supply.

The DOCE gui delines state that the conpetitiveness of an inport
arrangenent will be assessed by a consideration of the whole fabric of the
arrangenent. They contenplate that the contract provisions should be
sufficiently flexible to permt pricing and volunme adjustnents as required by
mar ket conditions and availability of conpeting alternative fuels, including
donmestic natural gas.

Northern's uncontested inport proposal, as a whole, is conpetitive. DOE
agrees with Northern that the contract ternms neet the standard established by
t he DOE gui delines. As discussed above, Northern has entered into a freely
negoti ated, |ong-term gas purchase agreenent with Mbil Canada under contract
terms that should ensure the price of the gas will remmin nmarket-responsive
and conpetitive over the termof the authorization requested. |f Northern
declines to accept Mobil Canada's commodity price for the applicable nonth,
the alternate price index would automatically adjust the price by setting the
commodity rate based on changes in the price of gas in the U S. and Canada.
Prices could be renegotiated at any tine that the contract remains in effect.
Al t hough the contract contains a mnor annual deficiency payment for annua
vol umes not taken, Northern may unilaterally reduce its m ninum annual takes
level if it experiences a significant reduction in demand fromits
custoners.5/ Thus, the contract should remain flexible and conpetitive over
the full term

Need for the gas is viewed under the inport guidelines as a function of
mar ketability and gas is presuned to be needed if it is conpetitive. W have
found that Northern's proposed inmport arrangenent is competitive and,
therefore, can be presuned to be needed. In addition, we note that Canadi an
gas has been an integral part of Northern's supply portfolio for the |ast
decade. Finally, the security of supply has not been disputed. Natural gas has
been inported from Canada for many years, and there has been no instance of a
maj or natural gas supply interruption that would call into question Canada's
reliability as a source of natural gas supplies.

I1'l. Concl usion

After considering all of the information in the record of this
proceeding, | find that granting Northern authorization to inport up to 20, 000
Mcf per day of natural gas from Canada through October 31, 2000, in accordance
with the provisions of its gas sales agreenent with Mbil Canada, is not
i nconsistent with the public interest. 6/

ORDER

For the reasons set forth above, pursuant to section 3 of the Natura
Gas Act, it is ordered that:



A. Northern Natural Gas Conpany (Northern) is authorized to inport at
Emerson, Manitoba, up to 20,000 Mf per day of Canadi an natural gas, in
accordance with the provisions of its August 24, 1990, gas sales contract with
Mobil QG| Canada (Mobil Canada), as described in the application and di scussed
in this Opinion and Order

B. The authorization is effective i mediately and shall continue through
Oct ober 31, 2000.

C. Northern shall notify the O fice of Fuels Prograns (OFP), Fossi
Energy, FE-50, Forrestal Building, 1000 I ndependence Avenue, S.W, Washi ngton,
D.C. 20585, in witing of the date of initial deliveries of natural gas
i nported under Ordering Paragraph A above within two weeks after deliveries
begi n.

D. Wth respect to the inports authorized by this Opinion and O der
Northern shall file with OFP, within 30 days foll ow ng each cal endar quarter,
quarterly reports showing by nonth, the total volunme of natural gas inports in
Mcf and the average purchase price per MVMBtu at the international border. The
nonthly price information shall include a breakdown of the demand, commodity
and reservation charges, on a nonthly and per unit (MvBtu) basis. Northern
Natural shall also notify OFP of any deficiency paynents it makes to Mobi
during any contract year, including an explanation of how the anmpbunt paid was
derived, in the first quarterly report follow ng the deficiency paynent.

E. The notion to intervene filed by Geat Lakes is hereby granted
provi ded that its participation shall be limted to matters specifically set
forth in its notion to intervene and not herein specifically denied, and that
adm ssion of this intervenor shall not be construed as recognition that it may
be aggri eved because of any order issued in this proceeding.

I ssued in Washington, D.C., on August 30, 1991
- - Foot not es- -

1/ The demand charges in this inmport arrangenent relate al nost entirely
to the transportation/fixed costs.

2/ 56 F.R. 30382 (July 2, 1991).
3/ 15 U.S.C. 717b.
4/ 49 F.R 6684, February 22, 1984.

5/ Wth regard to the possibility that Northern could reduce its
purchase obligation by assigning all or part of the Mbil contract to a third
party purchaser, DOE s procedural rules section 590.405 prohibit the transfer
or assignnent of inport or export authority unless specifically authorized by
the Assistant Secretary for FE. If Northern wi shes to assign its contract and
i mport authority rights to another purchaser, it nust apply for and obtain
approval from DOE

6/ Because the proposed inportation of gas will use existing pipeline
facilities, DOE has determ ned that granting this application is not a mgjor
Federal action significantly affecting the quality of the human environnent
wi thin the neaning of the National Environnental Policy Act (NEPA) of 1969 (42
U S.C. 4321, et seq.) and therefore an environnmental inpact statenent or



envi ronnental assessnent is not required. See 40 C.F.R Sec. 1508.4 and 54
F.R 12474 (March 27, 1989).



