The Federal Energy Regul atory Conm ssion (Commi ssion) is proposing an

i ntegrated package of revisions to its regulations governing interstate
natural gas pipelines to reflect the changes in the market for short-term
transportati on services on pipelines. Under the proposed approach, cost-based
regul ati on would be elimnated for

short-termtransportation and repl aced by regul atory policies intended to
maxi m ze conpetition in the short-termtransportati on market, nitigate the
ability of firnms to exercise residual nonopoly power, and provide
opportunities for greater flexibility in the provision of pipeline services.
The proposed changes include initiatives to revise

pi pel i ne schedul i ng procedures, receipt and delivery point policies, and
penalty policies, to require pipelines to auction short-termcapacity, to

i nprove the Conmm ssion's reporting requirements, to permt pipelines to
negotiate rates and terns of services, and to revise certain rate and
certificate policies that affect conpetition

DATES: Conmments are due Novenber 9, 1998

ADDRESSES: Federal Energy Regul atory Conm ssion, 888 First Street, NE
Washi ngt on DC, 20426.

FOR FURTHER | NFORVATI ON CONTACT:

M chael Col denberg, Ofice of the General Counsel, Federal Energy Regul atory
Conmi ssion, 888 First Street, NE, Wshington, DC 20426. (202) 208-2294
Erica Yanoff, Ofice of the General Counsel, Federal Energy Regul atory
Conmi ssion, 888 First Street, NE, Wshington, DC 20426. (202) 208-0708
Ingrid Ason, Ofice of the General Counsel, Federal Energy Regul atory
Conmi ssion, 888 First Street, NE, Washington, DC 20426. (202) 208-2015.

1) ADfferent Mbdel for Regulating the Short-term Market

a) The Conmi ssion is proposing to create nore uni form nom nati ng procedures
for rel eased capacity so that it can better conpete with capacity from
t he pipelines and delivered gas transactions.

b) Conmi ssion is proposing the use of capacity auctions for all short-term
capacity.

c) To nonitor the marketplace, the Conmmi ssion is proposing to establish
reporting requirements to provide capacity and pricing information to
al | shippers.

2) Creating Greater Conpetition Anong Short-Term Service O ferings

a) In order to place capacity rel ease transactions on a nore equal footing
wi th pipeline services, the Comm ssion is proposing that pipelines
provi de purchasers of rel eased capacity, |ike shippers purchasing
capacity fromthe pipeline, with the opportunity to submt a nom nation
at the first avail able opportunity after consunmati on of the deal. This
wi | | enabl e shippers,for instance, to acquire rel eased capacity at any
of the nom nation or intra-day nom nation synchronization tinmes and
nom nate gas coincident with their acquisition of capacity.

b) The proposal would provide that a pipeline that requires the repl acenment
shipper to enter into a contract must issue the contract wthin one hour



of subm ssion of the transaction and that the requirenment for
contracting nust not inhibit the ability to submt a nomination at the
time the transaction is conplete.

3) Capacity Auctions:Proposed Auction Requirenent

a) The Conmi ssion is proposing that a pipeline’ s available short-term
capacity nust be sold through an Auction

b) The requirenent of an auction for short-termcapacity still |eaves the
guestion of whether to retain the current bidding procedure for |ong-
term capacity rel ease transacti ons.

c) To ensure conparability, the Conm ssion, therefore, proposes to permt
shi ppers to rel ease capacity on a long-term basis w thout going through
a bidding process. As is the case for the pipelines, no sales of |ong-
term capacity can exceed the pipeline s nmaxi mumrate.

d) The Conmission is proposing that all short-termrel eases of capacity by
firmshi ppers take place through the auction to ensure that capacity is
all ocated on a non-discrimnatory basis to the purchaser placing the
greatest value on the capacity.

4) Information Reporting and Renedi es for the Exercise of Market Power:
Reporting Requirenents

The informati on needed by the market, both for decision-nmaking and nonitoring
purposes, falls into three general categories: information on capacity
availability, information on the structure of the market, and information on
capacity transactions, such as rates, contract duration, and contract ternmns.

a) Information on the amount of capacity avail able at recei pt and delivery
poi nts and on mainline segnents as well as on the daily anmount of
capacity that pipelines schedule at these points will help shippers
structure gas transactions and cast |ight on whether shippers or the
pi pel i ne may be wi t hhol di ng capacity.

b) But, in order to effectively determ ne whether capacity is being
wi t hhel d, information also is needed to show the total design capacity
of the point or segnment and the anobunt schedul ed on a daily basis.

c) The Conmi ssion al so proposes to require pipelines to post informtion on
pl anned and actual nmaintenance or system outages that woul d reduce the
anmount of capacity avail abl e.

5) Information on Market Structure.

a) The Conmi ssion proposes to add a requirenent to include in the Index of
Customers the receipt and delivery points held under the contract, the
zones or segnents in which the capacity is held, and the shipper's
contract nunber.

b) To assure parity of transactional information, the Comm ssion proposes,
as described, to require the pipelines to provide the sane infornmation
about their transactions as is currently provided about capacity rel ease
transacti ons.

6) Penalties and Operational Flow Oders



a) Pipelines Should Provide, on a Tinely Basis, as Mich I nbal ance and
Overrun Informati on as Possi bl e

b) The pipeline would not be required to install real time neters. The
burden on the pipeline would be limted to distributing on a tinmely
basis--i.e., so that the shipper has a reasonabl e opportunity to avoid
penalties--the information the pipeline currently has on deliveries and
i nbal ances at each shipper's delivery point as well as system
i mbal ances. The pipeline would be required to establish a systemthat
notifies each shipper individually of the inbalance/delivery information
that the pipeline possesses or to give shippers access to such
information via the Internet.

c) Arelated option is for the Conm ssion to establish procedures that
woul d allow all segments of the natural gas industry to forma
consensus, to the extent practicable, on penalty tariff provisions that
could be uniformeither on a national or regional basis. Such provisions
coul d:

i) define the particular penalties and to whomthey would apply;
ii)inmplement cash-out provisions on all pipelines;

iii) set tol erance |evels;

iv)determ ne the time periods when the penalties would be applicable;
v) define the tine periods to notify shippers of penalties; and
vi)all ow make-up and/or tradi ng of inbal ances.

The Conmi ssion has successfully pronpted, by adopting recomendati ons of GISB
t he standardi zati on of many of the operating rules of interstate pipelines to
enhance conpetition. In that regard, the Conm ssion stresses that the intent
of this option is not to determ ne standardi zed penalty provisions as part of
the rul emaki ng, but rather to initiate a process in which a consensus may be
achi eved. The Conmmi ssion solicits comment on whether the industry could
devel op such standards through GISB or whether the Comm ssion would need to
establish its own process for devel opi ng the standards.

7) Negotiated Rates and Services

Two of the objectives of the regul atory changes proposed in this NOPR are to
pronote greater innovation in service offerings, and to increase the val ue of

| ong-term capacity as protection against price swngs in the short-term

mar ket. As expl ai ned bel ow, allow ng the negotiation of rates and services can
provide the flexibility necessary to foster service innovation

a) Inplenmentation of the Negotiated Rates and Services Policy

b) Recourse Service
i) The recourse service, which would be available to all shippers,

serves as an alternative to negotiating with the pipeline, and an
i nportant check on the pipeline' s potential exercise of market power.
Therefore, the Conm ssion nust ensure that the recourse service is
initially, and remains over time, a high quality service, so that it
stays a viable alternative to negotiated rates and services. Bel ow,
t he Conmi ssion presents proposals for initially establishing a good
quality recourse service, and for maintaining the vitality of that
recourse service in the future

c) Establishnent of Initial Recourse Service. The Comm ssion proposes to



require that each pipeline's initial voluntary filing to inplenent
negotiated terns and conditions of service define the conmponents of that
pi peline's recourse service

Anot her option for establishing initial recourse service would be to have GISB
generically identify basic elenents of service that could not be subject to
negoti ati on. Designating particular terns or conditions as non-negotiabl e
woul d have the effect of defining some of the basic terns and conditions of
service that conprise recourse service. Sone comenters have requested that

t he Conmi ssion generically specify particular ternms or conditions as non-
negoti abl e. However, GISB is the one forumwhere all segnents of the industry
are brought together, naking across-the-board consensus on this issue a

possi bility. The Comm ssion requests comments on the feasibility and

val ue of having GISB define initial recourse service.



