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DOE/ FE Opi ni on and Order No. 551

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

| . Background

On February 9, 1990, New Engl and Power Conpany (NEP), filed an
application with the Ofice of Fossil Energy of the Departnment of Energy (DOE)
under section 3 of the Natural Gas Act (NGA) and DOE Del egati on Order Nos.
0204- 111 and 0204-127 for authorization to inport natural gas from Canada. NEP
proposes to inport on a firmbasis up to 60,000 Mcf per day of gas over a
period of 15 years beginning the |ater of Novenber 1, 1991, or the date the
aut horization is issued.

The applicant, a Massachusetts corporation with its headquarters in
West bor ough, Massachusetts, is engaged in the generation and transm ssion of
el ectric power for sale at wholesale to affiliated and unaffiliated utilities
in the New Engl and region. The inported gas would be used to generate
electricity and, in particular, would displace residual fuel oil currently
bei ng burned at NEP's Brayton Point electric generating station in Sonerset,
Massachusetts, and would fuel its Manchester Street Station in Providence,
Rhode Island. The gas may al so be used to fuel the South Street Station, also
| ocated in Providence, Rhode Isl and.

NEP is overhauling its four-unit Brayton Point Station to reduce the
sul fur dioxide em ssions. Brayton Point Unit No. 4, a 430-nmegawatt (MN
oil-fired unit, would be nodified to add natural gas burning capability. Wen
Unit No. 4 is transformed to a dual-fired station and starts running on gas,
it is expected to consune about 95,000 Mcf of gas per day.

NEP al so intends to repower the Manchester Street facility to convert
the unit to a conbined-cycle station fired by firmgas supplies, with the
ability to use No. 2 oil as an energency backup. This power plant currently
relies on residual oil, using interruptible supplies of gas when avail abl e.
The installation of gas-fired conbustion turbines and heat recovery steam
generators at the Manchester Street Station would increase its output from 150
MV to 450 MW This project would burn from 75,000 to 80,000 Mcf of gas on an
average daily basis and is not expected to be in service before Novenber 1994.

NEP has certified to DOE, pursuant to the Powerplant and Industrial Fue
Use Act of 1978 (FUA), as anended, 1/ that the added new equi pnent at the
Manchester Street plant woul d be capabl e of using coal or another alternate
fuel as a prinmary energy source.2/ Brayton Point Unit No. 4 was designed as a
residual oil burning unit and has never been coal -capable. It is not subject
to the FUA

The 60,000 Mcf per day of Canadi an gas that NEP proposes to inport and
receive at the power plants would be purchased in Canada from four producers:
BP Resources Canada Limted (BP Canada) (10,000 Mcf/d), Renai ssance Energy
Limited (Renaissance) (15,000 Mf/d), Sceptre Resources Limited (Sceptre)
(20,000 Mcf/d), and Triton Canada Resources Limited (Triton) (15,000 Mcf/d).
The gas would be inported at the U. S./Canada border near Iroquois, Ontario and



Waddi ngt on, New York through a new pipeline interconnection between |roquois
Gas Transnmi ssion System (lroquois) and TransCanada Pi peLines Limted, with
further downstream transportation to the generator plants by Tennessee Gas
Pi pel i ne Conpany (Tennessee) and Al gonqui n Gas Transm ssi on Conpany

(Al gonqui n) .

NEP's contracts with BP Canada, Sceptre, and Triton have 20-year ternms;
t he Renai ssance contract extends for a primary termof 15 years with an
optional five-year extension. The contract prices that NEP would pay for the
gas are set in the field, except in the Renai ssance contract, where the price
is determined at Enpress, Alberta. Generally, all pipeline transportation
costs would be billed directly to NEP. In the Renai ssance contract, however,
NEP woul d conpensat e Renai ssance for the cost to transport the gas to the
Al berta/ Saskat chewan border near Enpress by paying a higher base price.

The prices under the four contracts are adjusted in accordance with
pricing mechanisns directly tied to fossil fuel indices. Although natural gas
is the primary conponent of the index in every case, sone contain oil or coa
conmponents, and all are designed to allow the price of the gas to track
mont hly changes in NEP's total fossil fuel supply costs. NEP expects that the
indices will yield contract prices that reflect the market price of natura
gas. However, if a significant divergence energes, the parties may elect to
renegotiate the prices. Each of the four contracts contains a provision that
permts reopening of the price every two years. If price redetermination is
not agreed upon within three nonths of the initial request for it, then either
party may term nate the contract.

NEP estimates that if the gas supplies had been flowi ng on Cctober 1
1991, the total delivered cost of the inports at the international border
woul d have been $2.40 /MVBtu (BP Canada), $2.50 /MvBtu (Renai ssance), $2.27
/MVBtu (Sceptre), and $2.25 /MVBtu (Triton).3/ This equates to a wei ghted
average inport price of $2.35 /MVBtu at a 100 percent |oad factor

The contractual provisions unique to each of the contracts are
summari zed bel ow.

A. BP Canada

The initial base price is $1.33 per MVBtu, adjusted nonthly by an index
conprised of: (1) Tennessee's cost of gas in Louisiana and offshore, (2) ANR
Pi pel i ne Conpany's cost of gas in Cklahonma, and (3) the average cost of oi
pur chased by New Engl and Power for its power plants. The contract price may be
redet erm ned begi nning Novenber 1, 1992 and every second year thereafter under
the foll owing circunstances. NEP may request redeterm nation of the contract
price if, over any four consecutive nonths during the preceding two years, the
price does not allow NEP's gas-fired plants to operate at an average 90
percent net capability. BP may request redeterm nation of the contract price
if, over any consecutive four-nonth period, it averaged | ess than 90 percent
of the Average Al berta Market Price (AAMP) 4/ during the sane period. The
contract has an 80 percent m nimum annual take provision. If NEP fails to take
the m ni mum anount of gas, BP Canada can charge a reservation fee or reduce
the daily contract quantity.

B. Renai ssance

The initial base price is $1.37 per MVBtu, adjusted nonthly by an index
conprised of: (1) Tennessee's wei ghted average cost of gas (WACOG), (2) Texas



Eastern Transm ssion Corporation's WACOG and (3) NEP s average cost of oi
and coal reported in its Federal Energy Regul atory Conm ssion (FERC) Form 423
for such nonth. Redetermination of the contract price is permtted after the
second contract year and every two years followi ng the |ast redeterm nation.
There is an 80 percent m ni mum annual take provision. The ampbunt of gas that
Renai ssance is obligated to supply (MDQ is subject to reduction if NEP fails
to take the m ninum volunmes. If deficiencies occur in any two consecutive
contract years and the MDQ in the second year has been reduced, Renai ssance
woul d have the right to terninate the contract.

C. Sceptre

The price each nonth is the sumof: (1) one-half the AAMP for such
nonth, (2) one-half of the difference between NEP' s wei ghted average reported
fossil fuel conmmodity costs for such nonth, and (3) a variabl e anount
expressed in dollars per MMBtu (the "Dispatch Factor") based on NEP's expenses
of operating its power plants. The contract price may be redeterm ned
begi nni ng Novenber 1, 1992, and every second year thereafter. Redeterm nation
of the contract price is pernmitted if, for any consecutive six-nonth period,
NEP' s gas-fired plants could not operate at an average 80 percent net
capability or the average contract was | ess than 90 percent of the AAMP. There
is a 65 percent mnimum annual take provision. If the mni mum anmount of gas is
not taken, NEP nay pay a reservation fee or allow Sceptre to reduce the daily
contract quantity.

D. Triton

The price each nonth is the sumof: (1) 85 percent of the AAMP and (2)
an anmount equal to 50 percent of the levy inposed on the gas by the Al berta
Petrol eum Marketing Conm ssion pursuant to the Take-or-Pay Cost Sharing Act of
Al berta. The contract price may be redeternm ned after Novenber 1, 1993, and
every two years followi ng the | ast redeterm nation. NEP may request
redeterm nation if the price does not allow NEP's power plants to operate at
an average 80 percent net capability during any year. Triton nmay request
redeterm nation if the contract price during any year was | ess than 85 percent
of the price of Alberta gas sold for electric generation into New Engl and.
There is a 65 percent minimum annual take provision. If the m ninum amount of
gas is not taken, NEP may pay a reservation fee or allow Triton to reduce the
daily contract quantity.

In support of its application, NEP asserts that additional firmgas
supplies as an alternative to oil would enhance the security and reliability
of the New England region's fuel supply. Currently, the region's electric
utilities are highly dependent on inported oil. In addition, adding gas
burning capability to the Brayton Point facility would hel p achi eve conpliance
with the Massachusetts Acid Rain Law that was enacted to inprove air quality
by requiring sizable reductions in sul phur dioxide em ssions. Mreover, the
natural gas repowering of the Manchester Street Station would add generation
capacity to nmeet growing electricity demand i n New Engl and.

DOE published a notice of receipt of NEP's application in the Federa
Regi ster on April 20, 1990,5/ inviting protests, nmotions to intervene, notices
of intervention, and comments to be filed by May 21, 1990. A notion to
i ntervene wi thout coment or request for additional procedures was filed by
Boston Gas Conpany. This order grants intervention to Boston Gas Conpany.

I'l. Decision



The application filed by NEP 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."” 6/ 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.7/ DOE al so considers,
particularly in long-term arrangenents, need for and security of the inported
gas supply. In addition, the environnental effects of natural gas inport
arrangenents are consi dered.

A. General Policy Considerations

The DCE guidelines 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 should be sufficiently
flexible to permit pricing and vol une adjustnments as required by market
conditions and availability of conpeting alternative fuels, including donestic
nat ural gas.

NEP' s uncontested inport proposal, as a whole, is conpetitive. The
prices specified in the four contracts are tied to natural gas prices and/or
are linked to other fossil fuel indices in the pricing mechanism The indices
are designed to allow the price of the gas to partially track nonthly changes
in NEP's total fossil fuel supply costs so that NEP's el ectric generating

units will continue to operate at high load factors. Al four contracts
contain provisions permtting reopening of the price every two years. NEP
noted that these reopeners will likely result in prices being paid under these

contracts which, over the life of the contracts, will track the market price
for gas. Finally, the contracts contain no take-or-pay provisions, but pernt
the suppliers to reduce the contract volunes if NEP's nom nations are |ess
than the mni nrum annual quantity. Under these conditions, NEP is not obligated
to inport volunes unneeded by its generation stations.

B. Environnmental Aspects
1. Overview

Envi ronnmental concerns are an inportant elenent in DOE's public interest
determination. In general, DOE considers environnental issues in the context
of the National Environnmental Policy Act (NEPA) of 1969.8/ This inport is part
of the second phase of the Iroquoi s/ Tennessee Pipeline Project, a proposal to
construct and operate pipeline facilities, including the new 365-mile Iroquois
system extending fromthe U.S./Canada border through eastern New York and
western Connecticut and terninating on Long Island, New York. The entire
project (Phase | and I1), as proposed, would transport up to 575,900 Mf per
day of natural gas (primarily Canadian) on a firmbasis to 17 |oca
di stribution conpani es, three cogeneration custonmers, and one electric
generation custoner in the northeastern United States. Iroquois would deliver
part of the gas directly to certain custoners and deliver the renmining
vol unes to Tennessee, Al gonquin, and Texas Eastern Transni ssion Conpany for
redelivery to the remaining |Iroquois custoners.

To build the facilities used to transport Canadi an gas as the
I roquoi s/ Tennessee Project sponsors propose, there nust be approval from FERC
Under section 3 of the NGA, FERC has jurisdiction over the siting,



construction, and mai ntenance of pipeline facilities that cross the

i nternational border from Canada and enter the United States. In addition
under section 7 of the NGA, FERC is responsible for determ ning that
interstate natural gas transportation facilities are in the public interest.
If FERC determ nes that the border-crossing facilities would not be
inconsistent with the public interest and there is or will be a need for a
proposed service, it will issue a Presidential Permt and a Certificate of
Publ i ¢ Conveni ence and Necessity authorizing the construction and operation of
a proposed project.

As the | ead Federal agency for the Iroquoi s/ Tennessee Project, FERC was
responsi bl e for devel oping informati on and preparing the relevant docunents to
identify the potential environmental inpacts fromthe project in conpliance
wi th NEPA and the Council on Environmental Quality regulations for
i mpl enenting NEPA (40 CFR Parts 1500-1508). FERC divided the
I roquoi s/ Tennessee Project into two phases by an order issued July 30, 1990.9/
Phase | involved construction and operation of virtually all of the Iroquois
pi peline system (except an interconnection with Al gonquin) to provide
transportation for up to 422,900 Mf per day of gas. That phase also invol ved
construction of 63 mles of pipeline facilities by Tennessee. Phase |
i nvol ves the construction of pipeline, conpression, and metering facilities by
I roquoi s, Tennessee, and Al gonquin that would be used to transport and deliver
up to 153,000 Mcf per day of Canadian gas for NEP and five other inporters.

On Novenber 14, 1990, FERC issued a Presidential Permt to Iroquois and
certificated the Phase | facilities.10/ DOE issued final authorization for
i mportation of the Phase | volumes on Novenber 15, 1990.11/ The potentia
environnental effects of the Phase | facilities were addressed in a fina
Envi ronnental |npact Statenment (EIS) issued by FERC on June 1, 1990 (which was
adopted as DOE/ El S-0152). They were al so discussed in DOE's Record of Decision
for granting the Canadi an gas inport applications related to Phase |.12/ DOCE
concl uded that the anticipated overall physical inpacts of the proposed Phase
| facilities on the natural environnent would be relatively mnor and could be
mtigated. Construction of the Iroquois mainline is nearly conpleted and it
wi |l soon be placed in operation.

In Septenber 1991, FERC issued an Environnmental Assessnent (EA) for
Phase Il (which was adopted as DOE/ EA-0592). The Phase Il facilities consist
of 25.4 miles of pipeline loop, 21.3 miles of replacenent pipeline, 3.6 mles
of new lateral, 19,500 horsepower of conpression (including two new conpressor
stations), and various nmetering facilities to be constructed in Connecticut,
Massachusetts, Rhode Island, and New York. On Cctober 9, 1991, Phase Il was
certificated by FERC. 13/ The FERC certificate inposed environnmental conditions
outlined in the EAto nmninmze the inpact associated with construction and
operation of the proposed facilities. In addition, it prohibited construction
of any Phase Il facilities until Iroquois, Tennessee, and Al gonquin file with
FERC copi es of final DOE inport authorizations for all Canadian gas that woul d
be delivered in Phase 1|1

2. lnpacts

The EA for Phase |l of the Iroquoi s/ Tennessee Project addresses
construction procedures for the proposed pipelines and aboveground facilities;
erosion control and revegetation plans for the construction rights-of-way;

i mpact on streans and wetl ands, vegetation, wildlife, fisheries, threatened or
endangered species, noise and air quality, |land use, public |lands (including
t he Appal achian National Scenic Trail), state forests and state wildlife



managenment areas, residential areas, and cultural resources; polychlorinated
bi phenyl s; and alternatives to the proposed pipeline routes and new
aboveground facility sites. In addition, the docunent recommended that FERC
i nclude 24 environnmental mitigation measures in any certificate issued to
Tennessee and Al gonquin. The EA concluded that if constructed in accordance
with the recommended mitigation neasures, the proposed |Iroquoi s/ Tennessee
Phase Il Project would not be a major Federal action significantly affecting
the quality of the human environment within the nmeani ng of NEPA, and woul d
therefore not require the preparation of an EIS.

I nasnuch as the information and analysis in the EA deterni ned that
construction of the facilities for Phase Il of the Iroquois/Tennessee Project
woul d not result in significant |ong-termor cumul ative environnental inpacts,
DOE believes that NEP' s inport proposal does not constitute a nmjor Federa
action significantly affecting the quality of the human environnment within the
meani ng of NEPA. Therefore, no environnental inpact statenent is required and
DCE i ssued a finding of no significant inpact (FONSI) on Novenber 26, 1991. 14/

I1l. Conclusion

After considering all of the information in the record of this
proceeding, | find that granting NEP authorization to inport up to 60,000 Mf
per day of natural gas from Canada over a period of 15 years begi nning on the
date of this order, in accordance with the provisions of its gas purchase
agreenents with BP Canada, Renai ssance, Sceptre, and Triton, is not
i nconsistent with the public interest. 15/

ORDER

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

A. New Engl and Power Conpany (NEP) is authorized to inport up to 60,000
Mcf per day of natural gas from Canada at a point on the international border
near |roquois, Ontario/Waddi ngton, New York, effective on the date hereof and
continuing for a period of 15 years.

B. The inmportation of natural gas hereby authorized shall be
acconplished in accordance with the provisions of NEP's supply contracts with
BP Resources Canada Limted, Renai ssance Energy Limted, Sceptre Resources
Limted, and Triton Canada Resources Limted which were described in the
application filed in this proceeding and are discussed in this Opinion and
Or der.

C. NEP shall notify the Ofice of Fuels Prograns (OFP), Fossil Energy,
FE-50, Forrestal Building, 1000 Independence Avenue S.W, Wshington, D.C.
20585, in witing of the date of initial deliveries of natural gas inported
under paragraph A above within two weeks after deliveries begin

D. Wth respect to the inports authorized in paragraph A above, NEP
shall file with OFP, within 30 days follow ng each cal endar quarter, quarterly
reports showi ng by nonth, the total volune of natural gas inports in Mf under
each of NEP' s supply contracts, the average purchase price per MVBtu at the
U. S./ Canada border under each of the contracts, and a wei ghted average of the
prices. If no inports have been made, a report of "no activity" for that
cal endar quarter must be filed. The price information for a particular nonth
shall list separately (on a per unit (MvBtu) basis) the conmodity charge, the



transportati on charges associated with the sale to the U S./Canada border, and
any reservation fee NEP may have paid for mninmmtake deficiencies.

E. NEP shall notify OFP in witing within two weeks of the effective
date of any reduction in the "Maxinum Daily Quantity" under the NEP gas
purchase contracts with its four suppliers.

F. The first quarterly report required by paragraph D above is due not
| ater than January 30, 1992, and should cover the period fromthe date hereof
until the end of the current cal endar quarter, Decenber 31, 1991. Failure to
file quarterly reports may result in term nation of the authorization

G The notion to intervene filed by Boston Gas Conpany is hereby
granted, provided that its participation shall be limted to matters
specifically set forth in its nmotion to intervene and not herein specifically
deni ed, 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
proceedi ng.

I ssued i n Washi ngton, D.C., Novenber 27, 1991
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