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before completion and commissioning of operation
of the system.

The Public Service Commission of the State of
New York also challenges the tariff provisions defining
the billing commencement date. While New York has no
objection to "appropriate” billing should Northern *
Border "pre-build" all or a portion of its pipeline to
transport Canadian gas, New York advocates billing
consumers oniy for actual services rendered. 123/

In reaching its conclusion, the Commission has
considered these arguments as well as the requirements
of the President's Decision, its legislative history 124/,
and the impact of alternative resolutions upon the

financeability of the project.

123/ New York, Initial Comments at 6-7.

124/ The relevant legislative history accompanying the
President s Decision consists of the Peport Accompany-
ing the Decision, as well as the Rouse and Senjte
Reports to H.J. Res. 621 (P.L. 95-158, 91 Stat. 1268),
which approved the Decision. The Congressional
debates on H.J. Res. 621~do not focus on wh*n
billing should commence.
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The Commissionls resolution of the billing commence-
ment date begins with the Commission's interpretation of
the phrase "completion and commissioning of operation of
the system.” The Commissior believes that the Decision
Is precise concerning the definition of the term "system."
The Decision both refers to the system in its entirety and
to the various segments in the United States and Canada that
comprise the system. 125/ Thus, when the Decision uses the
term "system," it is clear that the reference is to the
entire system including all segments in the United States
and canada. The Commission concurs with Staff on their
definition of the term "system."

However, neither the Decision nor the legislative history
provides similar certainty in defining the phrase "comple-
tion and commissioning of operation." Thus, in specifying
a billing commencenent date, the Commission has had to

consider the broad goals of ANGTA, principles of public

125/ For example, the Decision defines the system as an
overland pipeline~Trom Prudhoe Bay, Alaska, through
Canada, t0 the Midwest and Western sections of the
continguous United States (Decision at 6). Also,
the Perisic . defines each of the separate segments
and specifles the companies to own and operate each
segment.
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utility regulation as well as the objectives of this
project as identified in the Decision.

Specifically, the Commission has considered the need to
(1) equitably treat all parties including the project companies,
their investors, the shippers and owners of the gas, and gas
consumers; (2) provide incentives to avoid delay both in » >
the completion of construction of all segments and in the
start-up of gas production; and (3) reduce the ultimate cost
to consumers. Billing commencement at the time when all
segments are complete, tested and proved capable of operation
satisfies these goals better than the other alternatives
posited by the Alaskan Delegate and discussed by the Staff,
the sponsors, and other parties.

Prior to commissioning the system for operation, all
pipeline segments must be been tested and proved to bhe capable
of operation. The Commission will rely upon the Federal
Inspector to certify that the Bystem is capable of performing
the services for which it was certificated. In establishing
this billing commencement date, the Commission limits the
rate to be charged before initiation of service to a "Minimum
Bill." The Minimum Bill shall be equal to actual operation and
maintenance expenses, current taxes, plus debt service including
interest and scheduled retirement, if the Federal Inspector
certifies that the system is capable of performing the s -vice

even though no gas has been tendered for transportation. 'he
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Commission concludes that this is a reasonable and fair

burden to place on the various parties. First, sponsors

TK!

have control over the coordination of the construction
schedules of the various segments. Shippers or consumers
should not be asked to bear the cost of poor coordination in
the construction of the entire system. 126/ Once the system
is complete, however, it would be unfair to impose a furthe%»y#
burden on the project sponsors who are only the transporters
of the gas for the shippers and who depend on shippers to
tender gas to them. The Minimum Bill (equal to actual operation
and maintenance expenses, current taxes, plus interest and §'**
scheduled retirement of debt) will allow the project companies
to pass this portion of the total cost to the shippers. The
mechanism and timing of the flow-through of the Minimum Bil
is specifically reserved until such time as the proposed
shipper tariffs are presented to the Commission. 127/
Finally, the Commission concludes that the specification
of the date for billing commencement strikes the necessary
balance between various costs to be borne by the consumer and
risks to be borne by project sponsors
This provision reduces the risk borne by investors in the
project, especially debt holders, and this reduction in risk
12b/  The Commission's choice of billing commencement date is
not inconsistent with our earlier interpretation of the .
b3 bR M ide D miseng Petition fr Degiaratory
Order" (March 24, 1978). In that order the Commission stated
that the Decision precludes the shifting of the risk of non-
completion to gas consumers. Once the system has heen con-

stiucted and is capable of rendering service, that risk will

have parsed. It is at just that point that we have allowed
charges to commence.
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should facilitate the *.'ivate financing of the project and
thus the expeditious construction of this important s >urce of
natural gas. Also, this reduction of risks will tend to
reduce both the rates of interest and rates of return necessary
to attract private debt and equity investors. 126/ Interest
charges and return on equity is a major portion of the cost’:k ‘
of service for this pipeline. A lowering of such costs of
financing could mean a substantial savings to consumers. 129/
The Minimum Bill will provide for debt service and thus reduce
the finance charges to be borne by consumers (AFUDC) when
service commences. 130/

This choice of a billing commencement date does create
the possibility of the project companies billing shippers
during a period when transportation service has not com-
menced. However, the Commission concludes that a long delay
in the initiation of service after completion and commissioning
Is very unlikely. Incentives created by this definition of
billing commencement, and the various controls and oversight
authority granted to the Federal Inspector encourage coordination
and timely commencement of service. First, insofar as most

shippers are also going to be sponsors with an equity interest

128/ See, EI Paso Alaska Company, Docket Nos. CP75-96, et al.
Tr. at 29,620.

129/ See, New York, Initial Comments at 1.

130/ See, EI Paso Alaska Company, Docket Nos. CP75-96, et"
al., Tr. at 35,514,
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in the project, it would obviously be to their benefit to

have the gas flowing at an early date rather than deterring
cash flow to be realized from their equity share of the project
Thus, the Minimum Bill, which provides no return of or on
equity, creates a cash flow incentive for the sponsors to
consummate, in a timely manner, the necessary agreements with.-,
the gas producers and the transporter, as well as any new
arrangements that may be required with the shippers' customers.

t ditionally, it would appear to be in the producers'
best interest to have producer-shipper contracts finalized at
an early date and the conditioning plant ready when the system
Is prepared to transport gas. This is because of the expected
flow of revenues to be realized by the producers from the
sale of the gas and also because of the long-range planning
required for efficient reservoir management of the Prudhoe
Bay field.

Based upon the previous analysis and reasoning, the
Commission concludes that the project companies may commence
billing after the entire system is completed and tested for
service. Tested for service does not require that the line
be packed. The Commission's resolution also appears to be
harmonious with the approach previously taken by the National

Energy board of Canada (NEb). The ~rB uses the tetroinology

v xA N 886146
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"leave to open" as the regulatory event which signifies
the NEB's judgment that construction has been completed, the
facility has been tested and is ready for service. It is
noteworthy that the Foothills' proposed tariff provides that
billing may commence only after all nine segments in Canada.
have been completed and commissioned for operatio... 131/ * "
During the period between completion of the entire system
and actual transportation of gas, the Minimum Bill will equal
the actual ope* Jtion and maintenance expenses, wurrent taxes,
and amounts necessary to service debt, including interest and
scheduled retirement of debt. This level of reduced billing
will continue until gas is tendered for transportation and
service commences. Upon the initial transportation of gas by
the system, the project sponsors will then be allowed to
charge an interim rate. The next section of this Order

specifies the level and duration of the interim rate.

131/ Foothills Pipelines (Yukon) Ltd., Gas T
Tariff, Sheet No. 201, filed April 1, 1
(1)(1.4), General Terms and Conditions);

ransportation
979 (Section

The term "Billing Commencement Date"
6hall mean the date when all Canadian
Segments inquired in the transportation
of that U.a. Gas have heen completed and
commissioned for operations.

The continuation of regulatory consultations as
provided for in Section 9 of the Agreement Between
the United States of America and Canada on Principles
Applicable o~a Northern Natural Gas Pipeline may
result in a ¢closer &oerdlnatmn of billing commence-
ment in the U.S. an anada.

AGO 8HG614
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2. Interim Rate

We have determined that charges should be permitted only
after all segments of the system are completed and capable
of rendering service. Next to be addressed are the related
questions of the level of the charges to be initially
imposed. At issue is whether he tariffs should provide
for fixed, reduced charges during the initial operating
period of the system or, alternatively, for full cost-of-
service charges. For the reasons discussed below, the
Commission will require that the tariffs provide for an
interim rate scheme, which includes both a Minimum Bill to
cover current expenses and debt service, and a fixed unit-
rate to be applied to the actual gas throughput during the
first year of operation or until the design throughput is
attained. The rationale for requiring the interim rate
scheme is that it recognizes that at the commencement of
billing, either the gas throughput may be less than the
design capacity, or the pipeline start-up and testing
procedures may be completed prior to the ability of the
shippers to tender gas for transportation.

During the proceedings in EI Paso Alaska Company,
Docket Nos. CP7S-96, et aK , two interim rate proposals
were advanced. The first was a phasing proposal in which
some portion of depreciation expense and return on rate

base would have been deferred until full throughput capacity
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was reached. The second proposal would have imposed ¢
fixed reduced unit, charge on the smaller initial volumes,
with those revenues credited against the construction work
in progress account. That reduced charge would have lasted
for no more than one year

The second proposal was endorsed by the Administrative
Law Judge in his initial decision in er Paso Alaska Company. 1
The President's Decision does not discuss the issue. The
FPC's Comments on the Decision suggest, however, that an
interim rate should be given consideration. 133/

The proposed tariffs of Northern Border and Alaskan
Northwest each provide that billing would commence at the
full cost-of-service charges. Although the project sponsors
acknowledge that an interim rate provision can be incorpo-
rated into the tariffs, they are of the view that an interim
rate would produce nc material changes in -he charges that
would otherwise be collected under the tariffs. That view
Is based on the project sponsors assumption that beginning
with the initial billing commencement dat>, their respec-
tive segments of ANGTS will be used essentially at their

full design capacity.

132/ El Paso Alaska Co., Docket Nos. CP75-96, et al.
“Initial Decision on Proposed Alaska Natural Gas
Transportation Systems,* at 409 (Feb. 1, 1977).

133/ Comments at 63.
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The Commission, however, will require an interim rate
because there are no ?ssurances about the level of through-
put that will be achieved during the initial period of
operation. 134/ This is true particularly in light of the
fact that charges will be permitted to commence upon comple-
tion and commissioning of operations. Because of the
sheer size and complexity of this project it is reasonable
to expect that the system may not be able to attain its
design capacity throughput during the initial months of
operation. Any throughput below the design capacity
would result in higher unit charges to gas consumers if
charges to the shippers we  oased upon the full cost-
of-service computations,

To guard against that event, the Commission will require
that an interim rate structure be established to he effective
commencing upon completion and commissioning of operation, 135/
and terminating on the earlier of the first year of oper-tion
or upon attainment of design capacity throughput, whichever

occurs earlier. 136/ The level of that interim rate is to be

134/ See Decision at 145-47.

135/ It must be made clear that this discussion pertains only
to the methodology of the interim rate itself. The
timing of the flow-through by the shiﬁpers of any charges
resultlng{ from the interim rate and the actual mechanics
of the flow-through are not addressed in this order.

136/ See discussion in Section VI.A.1 (Billing Commencement).
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computed on the basis of the projected cost-of-service for
the first twelve months of operation divided by the system's
design capacity throughput. The interim race is to be
a fixed unit charge (i.e., dollars per dekatherm) and is
to be applied to the actual quantities of gus delivered
through the system. The interim charge so computed will
be effective commencing with the initial delivery of gas
through the system. Duri g the interim rate period, the
expenses and revenues experienced by the transporter
should be treated as "earnings and expenses during con-
struction" and AFUDC should continue to be recorded in
accordance with 18 C.F.R., Part 201, Gas Plant Instructions
3(17) and 3(18).

The CommissK-n recognizes, however, that -- for some
unknown and unforeseeable occurrence — there cou™d be
a lapse between the time of completion and commissioning
of operation of the system and the time when gas deliveries
commence. As previously explained, 137/ such an event
is unlikely because there are adequate incentives placed
upon the transporters, shippers, and producers to commence
gas deliveries at an early date. If, however, there were

a delay In gas deliveries, no revenues would be generated fr

137/ See Section VI.A.l. (Billing Commencement)
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the interim rate described above. Additionally, if the
quantity of initial gas flow were very small, the revenues
might not be adequate to service debt and cover current
expenses. The Commission will, therefore, permit the
transporters to collect, as a "Minimum Bill," charges equal
to actual operation and maintenance expenses, actual current
taxes, and actual amounts necessary to service debt. It

is the Commission's opinion that the tariffs should provide
for a "Minimum Bill" as an aid in obtaining financing for
this project.

The Commission also recognizes that a portion of the
cost of service may have to bhe capitalized to the extent
that costs exceed revenues. On balance, however, the
interim rate adopted here appears preferable. It attains
a reasonable balance between the need to obtain financing
and protection for the consumers against excessive transpor-
tation charges during the system's 6tart-up and testing
period. Any capitalization of costs in excess of revenues
would effectively be spread on a pro-rata basis to al
shippers utilizing the system. An interim rate would also
likely reduce the burden on those shippers utilizing the
system to transport relatively small volumes of gas.
Additionally, such a rate would tend to reduce inequities
that may occur as a result of, possibly, different, higher
charges imposed on shippers that initially use the system

as compared to those that later use the system.
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The type of interim rate prescribed by the Commission
will operate as an incentive to the transporters to maximize
the throughput because the revenues recouped from this
type of rate will be increased as throughput is increased.
The Commission's formula for developing an interim rate
should also encourage early utilization of tne system
because the unit charge would be lower during this period
as compared to full cost of service charges. The interim
rate adopted by the Commission is also superior to alterna-
tives proposed in the comments of parties and Staff.
Further, the Commission's interim rate fully considers the
concerns expressed by the project sponso.s in their comments
on an interim rate.

Staff supports the interim rate concept. 138/ The essentia
difference between the recommendation oi Staff and the
interim rate adopted by the Commission is that Staff would
compute the interim rate based on the projected full
cost of service for the first year of operation divided by
the aggregate of the maximum annual contract entitlements.

The Commissi:*’5 is not persuaded that the result of
dividing costs by maximum contract entitlements will achieve

adequate protection against a high level of transportation

138/ Staff Initial Comments at 25-28.
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charges during the initial months of operation of the
system. It is not known at this time the extent to which
the capacity of the system will be contracted for during
those initial m'nths of operation. That is one of the
reasons underlying the Commission's determination that the
interim rate prescribed here provides a significant measure
of consumer protection without impairing the financeabhility
of the project.

The interim race adopted here also appears superior to
the proposal of the Public Service Commission of the State
of New York. New York argues neither for nor against
adoption cf an interim rate at this time. It suggests,
rather, that a final determination on this matter be post-
poned to the future. 139/ Postponement can be achieved,
according to New York, if the Commission were to provide
that an interim rate would be prescribed if circumstances
at the start-up date so warrant. Tc assess those circum-
stances New York prop«. es that the sponsors would be re-
quired, by a date set by the Commission, to file data

about the expected level of initial operation. 140/

139/  New York, Initial Comments at 7.
140/ Id.
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The Commission believes that its determination herein
Is more appropriate. In tie Commission's view, the project
sponsors and the finarcial community need a determination,
at this time, about whether an interim rate will be required.
Further, the interim rate prescribed here is sufficiently
flexible so that the level of the rate will automatically m
adjust to the initial level of operation.

The Commission prescribed interim rate will also sat-
isfy the concerns expressed by the State of California.
California states that it has no basis for proposing imple-
mentation of a "complex" interim rate approach in the early
months of operation. 141/ The interim rate described above
ii, not complex. It strikes the necessary balance between
protecting consume*' interests during the initial months of
operation of the system and the requirements for a revenue

flow for the project sponsors.

141/ California, Initial Comments at 5.

The State of Alaska did not comment on the interim
rate per se. Rather, Alaska's comments were directed
to whether an attempt should be made to levelize

the costs over the life of the projec*. Alaska,
Reply Comments at 5-6. The interim rate issue that
Is addressed by the Commission should not be confused
with any attempt to levelize costs over the whole
life of the project. Rather, the interim rate s
intended to guard against excessive transportation
charges during the initial period of operation of the
system.
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California also cautions that the Commission should
assure itself that the design capacity throughput will
be achieved within a short period after thelgas begins
flowing. 142/ As stated above, this Commission does not hav
any assurances at this time about the number of months
that will be required for the system to reach its design
capacity. For this reason, the Commission will reouire the
implementation of the interim rate describe! above, the
effect of which will be that the average charge for gas
transported through the system during the initial period
of operation will not be excessively high.

rinally, the interim ratg adopted here will provide
the project sponsors with the assurances they sought
The sponsors state that they do not deny that an interim
rate can be incorporated into the project tariffs provided
that the interim rate expires on a date certain. 143/ The
interim rate that the Commission will impose will expire,
as indicated, upon the attainment of design capacity through
put or the erd of the first year of operation, whichever
occurs earlier. The Commission has also provided resolution

of this issue at this time so that, as the sponsors argued,

1421 1d.
143/ Joint Comments at Tab 3, Pt. 2 at 7.
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their ability to arrange timely financing for the project
would not be impeded. The interim rate structure provided
for here should be an aid in securing financing for the
project. Further# should the project sponsors prove correct
in their assumption, that the system will be used to its .
then-available capacity once operations begin, the revenues" *
generated by the interim rate will equ te to the full cost-

of-service.
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3. Service Interruption

The third issue identified by the Alaskan Delegate in-
volves whether equity investors of either the Northern Border
or Alaskan Northwest segment shoulu be subject to a reduced
return on equity if that segment is unable to fulfill its
contract obligation to transport Alaska gas. Both the
Administrative Law Judge in EI Paso Alaska Company and the
FPC in its Recommendation to the President endorsed such a
provision.

Section 5 of Rate Schedule T-I of each proposed tariff
adopts the concept and provides for a reduction in charges
6hould the pipeline be unable t* accept and transport the
contract gas tendered to it. The tariff provision reducing
the charges to shippers would be applicable, however, only
in those instances when the reduction in service for any one
month was greater than 10 percent. 144/ In that event the
adjustment to the monthly bill would reduce the return on
equity and associated taxes. That reduction would
be proportional to the percentage of volumes tendered but not

transported. If the transporter is able subsequently to

1447 Any failure by the Biﬁ)eline to accept less than
100% but more than 301 of the gas tendered by a
shipper would be accounted for in the Make-Up Gas
provision of the respective tariffs. This gas —
referred to as *No Billing Adjustment Gas* -- would
be transported in subsequent months at no added charge
to the shipper.

AGO 886198
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transport the voluir.es of gas to which a billing adjust

ment had previously been applied, the charge for that

"Make-up Gas" transportation would be computed by using

the same billing adjustment (i.e., the same ? 'Dekatherms).

In summary, the tariffs have the effect of reducing charges

to the shipper if t'-e pipeline is unable to operate at 90 -

percent of the contracted transportation level, but permits the

pipeline to recoup any such billing credits by transporting

volumes in excess of the contract level in subsequent months.
Commission Staff argues that the service interruption

provision of each of the propoi.ed tariffs is inadequate

r='4

Staff contends that, under the proposed tariff arrangement

the possibility exists that ultimate consumers may not receive
gas because of the failure of one transporter to perform,
Those consumers, however, would still be required to pay (1)
the full costs of service of those segments able to perform;
(2) a portion of the costs of that segment responsible for

the service interruption; and (3) depending on the ter.is of
the gas purchase contracts between producers and shippers
(e.n., otakc-or-pay clauses"), some or all of the shipper's

contract obligation,

00 w*1*9
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To recognize t.his potential burden on consumers, Staff
argues that a premium must be placed on performance. Staff,
therefore, proposes that the tariff provide both a propor-
tional reduction in re .urn on equity for minor interruptions
and a total cessation of recovery of equity investment for
interruptions ot 60 percent or more of the contract quantitigs:.

In Staff's view the loss of equity investment is compatible
with the President's Decision. The Peport accompanying the
Decision is said to establish that equity investment is to be
placed at risk in all circumstances, including service interrup-
tion, and should interruption occur, only debt service would be
maintained (see Report at 100-101).

There is no dispute about the necessity for a tariff
provision that reduces the return on equity for service
interruptions, and such a provision must be included in
the tariff.The Commission views thi6 tar.ff provision
as striking a necessary and appropriate balance between
the need to provide an incentive for maintaining uninter-
rupted service and yet realistically appraise the operating

character of i;e pipeline. 145/ A reduction in charges to

145/ The Commission recognizes also the balancing of trans-
porter/shipper interest provided through the "Tender
Deficiency" provision under Section 3.1 of Rate Schedule

OT-1. which permits the shippers to make up any defici-
encies in the volumes of gas tendered for transpc-tation
during the same month in which the tender deficiency
occurred or in the next following month.
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shippers would provide an economic incentive for the project
sponsors to maintain uninterrupted service to the maximum
extent possible. The provision would simultaneously recognize
that a pipeline cannot transport 100 percent of ~ts contrv t
gas ivery day. It would thus afford some measure of operating
flexibility to the transporter through use of the 90 percenf *
billing adjustment "ratchet" without any apparent long-term
operating or economic hardship on the shippers.

As proposed by the project sponsors, another feature of
the 90 percent Dbilling adjustment ratchet is that there
would be no limit imposeo on the time available to transport
the make-up volumes. Staff objects to that provision, arguing
that the period for transporting make-up volumes should be
limited to one year. According to Staff, the make-up volumes
can be obtained only from "storage, reinjection, improved
field deliverability or new discoveries." Each of these
sources of increased gas supply will impose additional costs
on shippers and producers. In such circumstances, Staff argues,
the transporters should not be entitled to an unlimited make-
up period because it would be contrary to the intent of a
Minimum Bill provision and would also shift risks of inter-
ruption to the consumer

Contrary to Staff'c argument, the Commission concludes
that a time limit for transporting make-up volumes should not

be included in either of the tariffs. If the transportation
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of make-up gas has no time limitations, a transporter will
be required to discharge all obligations under the make-up
gas provision of Rate Schedule T-lI before a charge can be
assessed pursuant to Rate Schedule OT-1. The make-up gas
provision of the Rate Schedule T-lI is to the consumer's
benefit since the OT-1 charge would be higner than the makej ,*
up gas charge for “Billing Adjustment Gas" fi.e., gas which
had been tendered but not transported, and for which an adjust-
ment had been provided, equal to a proportional reduction in
return on equity and associated taxes). Further, a transporter
operating under an indefinite make-up period will be under a
continuing obligation to ship “no billing adjustment gas"
which had previously been tendered by a shipper A shipper
Is not charged for the transport of this gas, hecause no
credit was received by the shipper at the time these volumes
were tendered but not transported.
Consumers may also benefit from an indefinite make-up
period. To the extent that make-up gas can be transported
at a lower charge than other volumes of Prudhoe Bay gas, the
lower costs and increased volumes would lower the average
cost of all gas. That possibility would be cut off, however,
were a one-year limit imposed on transporting ake-up gas.
Finally, the Coiwr.ission disagrees that the indefinite
make-up period now provided in the pro forma tariffs will

not put a premium on performance. Transporters are not

AGO 806162
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likely to delay the transportation of make-up gas, because
such delay prevents recovery of the return on equity. Thus,
any make-up provision is self-enforcing. Further, since

there is a time value ok money, the indffinite make-up
provisions of the tariffs might provide a continuing incentive
fot transporters to perform make-up activities as quickly a;]tm
possible, so that revenues will be forthcoming for their use
sooner rather than later. That continuing obligation would
not exist, however, if after one year from the service inter-
ruption the transporter, although permanently losing a portion
of the return on equity, was also discharged from his make-up
obligation and could charge «t the then current transportation
rates.

For the reasons set forth above, the Commission therefore
approves the pro forma tariff provisions regarding the reduc-
tion in return on equity. Except for the period of time per-
mitted to transport make-up volumes, there is unanimous
agreement among participants that such a tariff provision is
both fair and necessary.

There is substantial disagreement among participants,
however, about whether there should be a loss of equity invest-
ment for major service interruptions. As discussed above, Staff
would require a permanent reduction in the return of equity when-
ever transporters fail to transport 60 percent or more of their

contract volumes. Tariff provisions siiilar to that proposed
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by Staff were discussed in the initial decision in El Paso
Alaska Company 146/ and in the FPC's Recommendation. 147/
The ‘ommission has carefully examined this issue and
concludes that in the event of an extended, total service
interruption, the public convenience and necessity may
require a reduction of, not only the return on equity, but *
also a disallowance of the return of equity. A tariff pro-
vision of this nature was before the President 146/ and
complies with the conditions under which private financing
was expected to occur:
1. The equity investment in tha project would
be placed at risk under all circumstances
Mered the first fundd spent The rate of

return on equity would compensate sponsors
for bearing this risk.

* . *

4. Provision of debt service in the event of
service interruption would be borne by
consumers through a tariff that becomes
effective only after service commences. 149/
Unlike the Staff's proposal to reduce charges whenever
the level of gas throughput falls below 60 percent of con-

tract amounts, the reduction in charges described below wil

146/ Docket Nos. CP75-96, et M.., Initial Decision
at 404 (Feb. 1, 1977).

147/ Recommendat ion at XII, 43.

148/ The private financing model discussed in the
Recomrendation would have reduced debt service.

149/ Recommendation at XIlI, 43.



become effective only in the event of an extended total cessa-
tion of service. As already discussed, the 90 percent billing
adjustment ratchet for any service diminution below 90 percent
of tendered gas will reduce charges to eliminate return on
equity. However, once the transporters wholly fail to provide
any service, it is appropriate that return of equity be
subject to forfeiture. A
The provision adopted here will be activated only in
the event of the failure of the Alaskan segment or Northern
Border stjment to transport tendered volumes, and only when
there is a total cessation of service for thirty consecutive
calendar days. The provision would apply prospectively ftom
the thirty-first day of service interruption, and would
continue until such time as gas is again transported. Further,
this provision will apply solely to that segment directly
responsible for the service interruption. 150/ Specifically,
the Commission will require that commencing with the thirty-
first day of total service interruption, that portion of

the transporters' charges attributable to equity costs (that

150/ For example, if the Alaskan segment of the system
were inoperable but the Northern Border segment were
operational, no adjustment would be made to the charges
by Northern Border. Likewise, if one or more of the
Canadian segments o* the system were inoperable but
the Alaskar. segment and the Northern Border segment
were operational, no adjustment would be made to the
charges by either Alaskan Northwest or Northern Bo der.

AGO 686165
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portion of depreciation expense not necessary for debt service
and associated taxes) shall be collected, subject to refund.
Under no circumstance would debt service be impaired.

A Commission hearing vi'll be convened as soon as practicable
after the end of the first month of total cessation of service.
At that time, the transporter will be provided the opportunity,
to demonstrate that the extremity of the circumstances surround-
ing the Bervice interruption warrants retention of equity costs
by the transporter. If tre transporter can demonstrate that
the failure to provide service was beyond the control of pru-
dent management, the revenues collected subject to refund
will be retained by the transporter. [If such a showing is
not made, the revenues collected subject to refund must be
returned to the shipperr *-ocether with appropriate interest,

While the Commission recognizes that consumers will be
required to pay a portion of the transportation charges during
the period that the Commission is considering whether equity
costs should be refunded, that period should not be long.

The ANGTA mandate to expedite will continue in force.

The continued collection of equity costs by the transporter
may also assist it in having revenues available to make
necessary, and perhaps exp« nsive, repairs to restore service.

Consumers, on the other hand, will have the assurance
that refunds, with interest, will be provided should the

transporter fail to demonstrate that the total cessation

of service was not the result of management imprudence.

acc) 886166
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In tnat event, fairness requires that the appropriate
transportation charge only recover actual operation and
maintenance expenses, current taxes, and debt service.
This reduced level of charges would continue until service
Is restored.

This procedure provides the assurance to investors
that debt service will be covered in all events as was
contemplated in the President's Decision. 151/

It also provides that shippers and consumers would not bear
equity costs when management is unable to demonstrate that
events surrounding the service interruption justify the

retention of such equity costs by the transporter.

151/ Decision at 100-101.
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4. Billing Procedure

The selection of the period and method to calculate
shippers' transportation charges is the fourth issue
affecting risk allocation for the Northern Border
and Alaskan segments of the ANGTS project. £52/ According
to the Alaskan Delegate, v.,0 alternative procedures
were presented during the hearings in El Paso Alaska
Company, Docket No. CP75-96, et, al.

The first would be to estimate the cost of

service of the pipeline over a future six

month period and then fix a constant monthly

charge to recover this estimated six month cost

of service. In the event that the estimate

deviated from the actual cost of service, any

accumulated undercharge would be added to, or

any overcharge subtracted from the charge

levied over the following six month perioo.

_ The second approach . . . would beto

simply bill shippers monthly for the actual

costs of service incurred during the previous

month, . . . This could result in charges

changing from month to month but would avoid

any overcharging or undercharging. (Delegate's

Report at 13?

The Initial Decision in that proceedingrecommended
adoption of the six-month  Dbilling procedure.153/ The
Presiding Judge found that the six-month billing affecte]
only the timing of recovery of the charged rates and

therefore, no adequate justification had been presented

152/ Sec Delegate Report at 13.
153/ Initial decision at 407-408.
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for rejecting tne proposal. He further postulated,
however, that the monthly billing procedure would have
also been acceptable. 154/

Each of the proposed tariffs before the Commission
provides for a six-month billing procedure (see Section
6.8 of the General Terms and Conditions of the tariffs
of Northern Border Pipeline and A askan Northwest Natural”
Gas Transportation Company). Commission approval of
each of the tariff provisions is urged by the project
sponsors as providing a mechanism tj permit shipper
tariff tracking provisions with transportation costs
attributable to ANGTS. The proposal is also tentatively
supported by New York. 155/

Staff acknowledges that the six-month billing pro-
cedure is neither unfcir nor illegal. Staff contends,
however, that billing shippers for the previous month's
actual costs provides certain advantages: (1) it would
simplify the tariff by eliminating the surcharges and
carrying charges which occur with a six-month billing
procedure; (2) it would reduce billing controversies
regarding methods of estimation; and (3) it would simplify

review of transporters' rates.

154/ Id.
155/ New York, Initial Comment, at 8.
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Initially, the Commission agrees that the project
sponsors' proposed method of billing is neither illegal
nor unfair. Each transporter will determine monthly
the difference between its actual cost of "service
and the total charges collected. That difference
will be accounted for in the transporter's working
capital allowance in rate base and, therefore, carrying
charges will be recovered by the transporter when
there have been undercollections or by the shipper
when there have been overcollections.

Moreover, while Staff's argume ts in favor of a
monthly billing procedure are credible, the Commission
finds that on balance the six-month billing procedure
will be adopted. Although cost-of-service billing
is typically done on an actual basis, a six-month
billing procedure here would provide the transporter
with a relatively stable flow of revenues. It woulc
also enable the shippers to more accurately estimate
their revenue requirements for the immediate future. 156/

The six-month billing procedure would also benefit
the consumer by reducing the possibility of wide varia-

tions in monthly transportation charges. Such variations

156/ This feature may have sic Ificance in the Commission'
consideration of the mechanics of flow through of the
systems' charges by the shippers. The question
of shipper tracking is discussed above. See
Introduction to Section VI.
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could be a result of the planned maintenance and scheduled
down time proposed in the tariffs. Section 1.14 of the
General Terms and Conditions of the Alaskan Northwest
tariff and section 1.15 of the General Terms and Conditions
of the Northern Border tariff show how the planned mainte-
nance and scheduled down-time factors vary from month to
month for the pipelines. Notwithstanding those monthly
down-time variances, the January-June billing period
contemplates effective operating days 157/ that are
essentially identical to the effective operating days
for the July-December billing period. Thus, the proposed
six-month billing period — which uses an estimating
and subsequent balancing approach — would tend to
level off the monthly bills, and would appear to be
consistent with and a desirable accompaniment to the
planned operation of the pipeline.

The Commission will permit the billing procedures
proposed by the transporters. However, the proposal to
compute working capital allowance on the accumulated

differences between the estimated cost-of-cervice and the

157/ Effective operating days are determined by multiplying
calendar days for each month by the corresponding
maintenance and down time factor. Effective cperating
days 6hould translate, essentially, into relative
volume throughput in each month.
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P>*>
actual cost-of-service will not be approved. Rather, ™
carrying charges on such differences will be permitted
in av. ‘dance with the Commission's Regulations. This

approach is the normal treatment for similar amounts.

r>»i

o - AGO 886172
», JVV, 4 %\-_'-k * N R *>>V/ &\
Ve . , - VRV N LAVARY



B. Other Tariff Issues

As noted at the outset of this discussion, severa
tariff issues have been identified through the comment
procedure of this rulemaking, and as a result of the
Cormission's analysis of the proposed tariffs. Those
issues are considered below.
1. Avai.ability of Transportation Services

The Alaska Natural Gas Transportation Act states
at Section 13(a) that "no person seeking to transport natura
gas in the Alaska natural gas system shall be prevented
from doing so or be discriminated against in the terms
and conditions of service on the basis of the degree of
ownership, or lack thereof, of the Alaska natural gas
transportation system." A question has arisen about
whether the availability clauses of the pro forma tariffs
(5 1 of Rate Schedule T-1 and S 1 of Rate Schedule 0T-1)
comply with this provision of ANGTA.

The pro forma tariffs each indicate th*t services
will be available to any shipper under its service agree-
ment. The tariffs do not specifically indicate, however,
whether a service agreement will be available on a non-
discriroinatory basis. It is thus possible that the
availability provisions of the pro forma tariffs do not
comply with Section 13(a) of ANGTA.

In their joint comments, Alaskan Northwest and

Northern Border 6tate that the intent of each of the
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tariff provisions was not to deny access to any person
seeking to transport natural gas. 156/ Rather, the intent
was to recognize that each transporter is a contract
carrier,

Staff expresses its belief that the availability
provisions were not intended to deny access to the
pipeline but suggests that as now drafted the tariff
provisions are ambiguous. Staff, therefore, proposes
alternative language. 159/ For Rate Schedule T-I, Staff
proposes:

1. Availability

This Rate Schedule is available to any

person desiring service as provided for

by Section 13(a) of the Alaskan Natural Gas

Transportation Act of 1976 after execution

of a service agreement with the Company
And for Rate Schedule OT-1, Staff further proposes

1. Availability

This Rate Schedule is available to any

Shipper that is receiving service and has

executed a service agreement under Rate

Schedule T-I

The Commission has reviewed the proposed changes
offered by Staff. These changes better reflect the
intention that the services should te made available on

a nondiscriminatory basis. The proposed changes of Staff

158/ Joint Comments, Tab 3, Pt. 2 at 1-2
159/ Staff Initial Comments at 42-43.
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should be substituted for the availability provisions
now contained in each of the prc forma tariffs,.
2. Cost Allocation

Several cost allocation issues have been raised
by the filing of tne transporters' tariffs and the
comments thereon. The central issues to be decided are

a) Should costs be allocated to various shippers
on the basis of the dtive volume units (Mcf) trans-
ported through the system or, alternatively, on the
basis of relative energy units (Dekatherms) transported
through the system?

b) Should Alaskan Northwest's system be segre-
gated into two zones for rate purposes, or should
the costs he composited and allocated to various
shippers on the basis of the number of miles of system
used by each shipper?

The determination of each of these issues has a
greater impact upon the State of Alaska than any other
party. The issues are created, in the first instance,
by the expected delivery of Prudhoe Bay gas within
Alaska. As Alaska stated in itB initial comments:

Alaska has been pursuing and evaluating proposal

to utilize natural gas liquids fro... Prudhoe Bay

in Alaska as a feedstock for a new petrochemical
facility. 160/

160/ Alaska, Initial Comments at 7. see also Alaska,
Initial Comments at 10.
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The Commission agrees with the statements included
in Alaska's initial comments to the effect that the
Alaskan Northwest portion of ANGTS is not contemplated
to be a "dual-phase transportation facility" and that
Alaskan Northwest's tariff is "constructed on the
assumption that there would not he a separate transport
of liquids." 161/ It is the Commission's understanding
that all of the fluids moving through the Alaskan
Northwest pipeline will be in a gaseous state. There
will be no droplets, slugs, or phases (or any portion
of the fluid to which any similar term can properly
be applied) in the pipeline whic " be in liquid
form.

What must be considered, however, is that certain
portions of the gaseous stream being transported are
Llquefiable in a hydrocarbon extraction plant. It seems
apparent from Alaska's statements that it intends to
extract, or cause to be extracted, certain liquefiable
hydrocarbons from the total gas stream passing from

Prudhoe Bay through the State of Alaska. The central

question that mjst be addressed is how should transporta-

tion costs bhe allocated to any "off-take" of gas within

161/ id. at 7 (statement attributed to Alaskan Northwest)
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Alaska 162/ if the composition of the gas is changed by

changed by extraction operations occuring after the gas

has entered ANGTS. 163/ Alaska states in its reply comments:
The cost allocation methodology is of no great
consequence because whatever the cost allocation
methodology, the bottom line will be that the

entire cost of service is recovered. 164/

Alaska goes on to state:

There is no question that Alaska must be charged
a just and reasonable rate for its shipment. 165/

The Commission agrees with the latter statement but
cannot accept the former assertion. The tariffs must
provide a mechanism for alienating ANGTS's costs that
gives proper recognition to the planned utilization of
the project and the attendant cost responsibility. The
consequence of an improper cost allocation method woulg
be that certain shippers would be effectively subsidizing
the operations of other shippers. Furthermore, it is
important that guidance be given to the potential users
of Alaskan gas 60 that they may evaluate their partici-

pation in this project.

162/ See Alaska, Initial Comments at 8-9 for detailed
discussion of "Off-Take" considerations and legal
requirement to permit in-state withdrawal of royalty
gas.

163/ The determination of this question does not require
the establishment of a "separate liquids rate," which
was suggested as a possibility by Alaska.

164/ Alaska, Reply Comments at 4.
165/ id.
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determines that energy units (Dekatherms) rather than
volume units (Mcf) should be used as the basic allocation
units for apportioning Alaskan Northwest's cost-of-
service. Additionally, the Commission will require that
distance (miles) be factored into the cost allocation
procedures. Finally, the Commission will require
that Northern Border's cost-of-service also he allocated
on a Dekatherm-mile basis.

Consideration of the essential purpose of ANGTS
and certain elementary chemical facts is basic to properly
resolving the issue of cost allocation. The ANGTS is being
constructed as a transportation system to deliver energy
to Alaska and the contiguous forty-eight States. The value
of the system to most of the gas consumers is th-* amount
of energy that will be mad* available through the system.
Various industrial customers could benefit moie by ex-
tracting certain of the constituents from the gas stream
because of the chemical and physical properties peculiar
to those constituents. Therefore, the value of the ANGTS to
certain industrial customers is derived more from the
discrete chemical and physical properties of the components
that can be extracted from the gas stream rather than
ft jm the heat energy value of the total gas stream

being transported.
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Products that normally would be removed in a hydro-
carbon extraction process (ethane, propane, butanes and
pentanes-plus) have a higher heat v, je per unit of
volume than the principal constituent remaining after

processing (methane). 166/ This is obvious from the

following:
Gjs Component Heating Value
(Dekatherms per Mcf)
Methane 1.0
Ethane 1.8
Propane 2.5
Butanes 3.3
Pentanes-plus 5.0+

Based upon the information presented in the pro-
ceedings before the FPC involving the competitive appli-
cations to construct an Alaska gas transportation system, 167/
the gas available at a gas processing and conditioning

plant could have the following composition of hydrocarbons:

Gas Component Percent 168/
Methane §5.1
Ethane 7.8
Propane 4.0
Butanes 1.2

0.2

Pentanes-plus

166/ Substantial amounts of methane could also be required
in a fertilizer manufacturing complex.

167/ Docket Nos. CP75-96, et al.

168/ Docket No. CP75-96, et al., transcript at 19,496
(testimony of Exxon Corp.). Percentages do not add to
1001 because carbon dioxide and nitrogen, which do
not have any heating value, have bheen omitted.

AGO 886179
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The gas leaving Prudhoe Bay is sufficiently rich in
liquefiable hydrocarbons (ethane al\d heavier hydrocarbons)
to make extraction somewhere on ANGTS attractive. Alaska
indicates that it may be economical to extract certain
of the hydrocarbons within the State of Alaska. 169/ It
s quite obvious from comparing the heating value of
the various gas components with the indicated composition '
of gas leaving Prudhoe Bay, that removal of all or
any portion of the components other than methane would
significantly affect the heating valie of the remaining
ghs stream. For example, the gas stream after processing

at a hydrocarbon extraction plant could essentially

have the following hydrocarbon composition:

Gas Component Percent 170/

Methane 9
Ethane

Propane

Butanes

Pentanes-plus

O L

5
0
0
5

0

The heating value of gas leaving a hydrocarbon ex-
traction plant with the above illustrative composition
would have a heating value of approximately 1054 Btu
per cubic foot (1.054 Dekatherms/Mcf). The gas leaving

Prudhoe Bay with the composition shown at page 195

169/ Alaska, Initial Comments at 7.

170/ As before, the percentages do not add to 1001 because
or the omission of carbon dioxide and nitrogen.
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would have a heating value of 1148 Btu per cubic foot.
The extraction operation depicted by this example
results in a loss in heating value of 94 Btu per cubic
foot, or eight percent.

The implied results of any extraction operation that
removes any "heavy" hydrocarbons (ethane, propane, etc.)
are quite clear. Those customers purchasing gas downstream
from the extraction operation must purchase greater volumes
of processed gas to produce the same amount of heat energy
that lesser volumes of unprocessed gas would produce
The type of extraction operations described above would
effectively deprive other gas consumers of useable amounts
of heat energy. As has been shown, the magnitude of
deprivation of usable heat energy is not in pron'-.tion
to volumes of liquefiable components removed in the ex-
traction operation but is related to the heating value
of the components removed. Therefore, allocation of the
ANGTS costs on a volumetric basis would not he proper
If extraction operations change the composition of the
gas received into the system.

Recognizing the potential that some processing of
Alaska gas to remove liquefiable hydrocarbons will likely

occur at some place along the ANGTS, 171/ the Commission

171/ See, e.g., Alaska, Initial Comments; see also proposed
gas purchase contract between Northern Natural Gas Company
and Exxon Corporation filed with the Commission May 2T, 1979



decided to address the cost allocation issue in that
context in this Order. 172/ The Commission's goal is

to require a cost allocation method that most equitably
apportions ANGTS costs to all shippers. Flailure to
resolve the issue at this time would result in uncertain-
ties of cost allocation and could result in the insti-
tution of another proceeding to deal with the issue.

This Ccemission does not know what form or to what
extent extraction operations may eventually be conducted
along the ANGTS, either in Alaska or at other locations.
If the State of Alaska, or others, conduct hydrocarbon
extraction operations similar to those illustrated above,
equity and sound regulatory policy require that ANGTS
costs be allocated on a heat energy or thermal (Dekatherm)
basis rather than a volumetric basis. To guard against

any inequita >le apportionment of ANGTS costs which

172/ The Commission is also aware that cost allocation
may be sensitive to the carbon dioxide content of
the gas being transported. If gas were injected into
the pipeline with a carbon dioxide content above
that now contemplated by Alabkan Northwest's Tariff
(I'k), the system would have a greater capacity to
transport liquefiable hydrocarbons. The system would
then, however, be transporting a larger quantity of
inert gases.

The Commission also recognizes that resolution of the
cost allocation issue could impact the economic con-
siderations of the carbon dioxide issue. Interested
parties are invited to address this interrelationship
in their reply comments on this issue pursuant to the
Notice issued May 16, 1979, in this docket.
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could be attendant with a volumetric cost allocation
approach, the Commission will require that the costs
of Alaskan Northwest and Northern Border beallocated
on a ermal (Dekatherm) basis.

The Commission's determination to require that ANGTS
costs be allocated on a heat energy (Dekatherm) basis
rather than a volumetric (Mcf) basis is not reached based
on an extensive review of incremental costs of transporting
liquefiable hydrocarbons. Rather, the Commission views
the heat energy basis as the mostequitablemethod of
allocating costs incurred by this system inrendering
the services permitted under the pro forma tariffs. It
may be argued, for example, that there is no substantial
increase in the cost of transporting the various constituents
of natural gas. What must be considered, however, is that
the tariffs now proposed by the transporters are for the
transportation of a common supply of natural gas. 173/
There are no announced plans for any shipper to tender
discrete hydrocarbons or other gases for movement through
thj system. Therefore, any upstream off-take of liquefiable
hydrocarbons would effectively mean that shippers with
delivery points downstream of the extinction operations
would have to contract for the delivery of a greater volume

of gas to produce the same amount of heat energy that a

173/ Joint Comments Tab 3, Pt. 2 at 4-5.
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lesser volume of unprocessed gas would produce. This
feature is the basis for the Commission determination
that energy units rather than volume units should serve
as the basic cost allocation unit for the ANGTS.

Having determined that energy units (Dekatherm) rather
than volume wunits (Mcf) should be used for cost allocation,
the "zones versus mileage"” issue must be decided. Three
of the most commonly used methods of allocating an inter-
state gas pipeline's cost-of-service to sales and services
performed in different geographical areas are (a) zone-gate
method, (b) system-wide method, and (c) Mcf-mile or
Dekatherm-mile method.

The zone-gate method allocates costs attributed to
the first upstream zone between sales and services per-
formed in that zone and sales and services performed in
all downstream zones. The costs incurred in the second
upstream zone, together with costs allocated to that zone
from tl.e first upstream zone, are composited and allocated
between sales and services performed in the second up-
stream zone and sales and services performed in all zones
downstream of that zone. The process is continued,
sequentially, for all zones, resulting in the last down-
stream. zone being assigned all costs incurred within that
zone plus costs allocated to that zone from all upstream
zones. This Commission has approved the zone-gate mctnod

in the past for a very limited number of interstate
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gas pipelines based upon the peculiar circumstances
surrounding their operations and expansion. 174/ This
method would typically allocate more costs to down-
stream customers than other methods.

The system-wide method of cost allocation makes
no distinction between the geographical locations where
sales and services are performed. This method has been
approved by the Commission for those pipelines whose
diverse sources of gas supplies and whose operations
are of such an integrated nature as to effectively
reduce or greatly minimize any differences in the
cost of providing sales and services in different
geographical locations. 175/

The nost commonly used cost allocation method
for long-distance interstate gas pipelines is the Mcf-
mile or Dekatherm-milr method. This method is premised
on two essential principles: (1) the pipeline is a
system designed to p ovide sales and services over a
long distance, and (2) the costs of providing sales and
services vary in relation to distance 0" the length of
the system required to provide the particular sales or
services.
174/ See, e.g. United Gas Pipe Line Company, Docket

No. G-9547, 2b PPC 26 (Jan. 4, 1961).

175/ Sec, e.g., Consolidated Gas Supply Corporation,
Opinion No. 819 (Aug. 12, 1977).



Alaskan Northwest proposes to allocate costs between
its proposed two zones essentially on a zone-gate method.
For the reasons set forth below, the Commission does not
approve Alaskan Northwest's proposed zone-gate approach
but will require that Alaskan Northwest's total cost-of-
service be allocated on an energy-distance basis (Dekatherm-
miles) between any gas delivered in Alaska and gas
delivered to the Poothills system at the Alaska-Yukon
border. There are not sufficient reasons at this time
supporting the establishment of rate zones on any
basis (zone-gate or otherwise) within the State of
Alaska. Separate rate zones are normally supported
by recognizing that precise allocation of costs cannot
be made for a large number of delivery points over
a relatively short distance, and by recognizing the
administrative advantage (for both the seller and
purchasers) of billing a particular customer or group
of customers at the same rate for as much gas as possible. 176/
The gas delivery points in Alaska will likely be small

in numbert 177/ therefore, no administrative advantages

176/ The feature recognizes the intergrated nature of many
distributor customer who have multiple gas receipt
points.

177/ Alaska, Reply Comments at 3.
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of separate rate zones are apparent. Additionally,

it is reasonable to expect that proper cost responsibility
can be ascertained for each gas delivery point in

Alaska under the Dekatherm-miles basis. In summary,

the circumstances of Alaskan Northwest do not conform

to criteria historically utilized by the Commission for
establishing zones.

The justifications offered by Alaskan Northwest for
establishing two rate zones within the State of Alaska
are generally as follows: 178/

(1) The cost of providing transportation service
for gas delivered in Alaska can be more accurately as-
certained by attributing the costs incurred within each
zone to the shippers using the facilities in each zone;

(2) Alaskat Koithwest will likely provide two
categories of traisportation service: gas transported
for use in Alaska, and gas that completely transits the
state;

(3) Substantial variations are expected in costs
associated with the northern and southern portions

of the Alaskan pipeline, with the portion north o!

178/ "Responses to Data Requests by Alaskan Northwest and
Northern Border" in response to a letter from the
Commission's Director of the Alaska Gas Pioject
Office, dated April 20, 1979; Joint Comments, Tab A,
Pt. 2.



Docket No. RM78-12 - 204 -

Delta Junction being the highest cost in terms of
investment per mile or investment per unit of capacity.

The Commission is not persuaded that Alaskan North-
west's proposed zones will result in an equitable dis-
tribution of costs. Alaskan Northwest's suggestion that
its proposed method of cost allocation may produce more
accurate results is not totally convincing, because as X
Alaskan Northwest indicates, even under its proposed method,
certain types of costs are not directly assignable to
each zone and will have to be allocated. The company
has proposed that such costs be assigned to each zone
*in proportion to plant in service or the levels of
contract service," without showing that the method would
result in a fair and proper distribution of costs.

More important, however, is the fact that Alaskan
Northwest's proposed cost allocation method does not
adequately recognize the conditions under which the system
will be designed, constructed and operated. During at
least the initial operation of the system, it is anticipated
that Alaska'6 share of gas will be shipped to the contiguous
forty-eight States. Capacity will be provided for Alaskan
royalty gas in not only the northern portion of Alaskan
Northwest's pipeline but also in the southern portion.

The extent to which Alaska may continue to utilize the
southern portion of the system will obviously d.oend

upon how much of its royalty gas entitlement it chooses
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to "off-take" from the northern portion of Alaskan
Northwest's pipeline. 179/ Alaska could very well choose
to continue to ship a portion of its royalty gas through
the southern portion of Alaskan Northwest'6 pipeline,
either for use within the portion of the state 6outh

of Delta Junction 160/ or for shipment to the Alaska-Yukon
border for delivery into the Foothills system,

Alaskan Northwest's characterization of two categories
of transportation service is not adopted. The transporta-
tion services are essentially the same. Any differences
in the services pertain only to the portion of the
system (miles) used to provide the services, and the cost
allocation method required by the Commission is intended
to fully compensate for any such differences.

Differences in the costs of constructing and operating
the northern portion versus the southern portion of the
Alaskan Northwest pipeline do not, in themselves, require
the establishment of zones. The higher costs of the northern
portion (in terms of investment per mile or investment
per unit of capacity) results from the planned long-term
operation of ANGTS, and not because of discrete considera-
tions relative to any "off-take- of gas by Alaska. Alaskan

Northwest's proposed zones would likely mean higher cost

179/ See Alaska, Initial Comments at 8-9.

180/ Delta Junction is the point selected by Alaskan

Northwest as the division between the two proposed
zones.

68618V
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assignment to Alaska over the long-term than would a
distance-of-transportation allocation method. The likely
results of Alaskan Northwest's proposed cost allocation
method have not been justified.

Weighing all of the considerations, it is the Com-
mission's judgment that Alaskan Northwest's proposed
zone-gate method of cost allocation s)ould not be approved.
The Commission concludes that the most equitable procedure
for allocating Alaskan Northwest's cost-of-service is
embodied in an energy-distance basis (i.e., Dekatherm-
miles), without the establishment of separate rate zones.

Northern Border proposes to allocate costs on an
Mcf-mile basis. The Commission adopts the distance-
weighing portion of Northern Border's proposal (:.e.,
miles), but, for the reasons already explained with respect
to the effects of any hydrocarbon extraction operations,
will require that energy units (Dekatherms) rather than
volume wunits (Mcf) be used as the basic allocation
unit. The Commission is not aware of any extraction
operation plans on the Northern Border system. [f
gas entering and leaving the Northern Border system
s not processed and remains of the 6ame chemical
composition, it would not matter whether volume units
or energ. units were used for cost allocation, because
the results would be the same. However, the cost allocation

method required by the Commission puts all parties
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on notice of the economic context in which any contemplated

extraction operations must be evaluated.

As a final point on cost allocation, it must be
made clear that the Commission views the cost allocation
requirements for the Alaskan Northwest and Northern
Border segments of ANGTS to be quite distinct from the
cost allocation requirements for the Foothills system.
The Commission's determination that Alaskan Northwest's
and Northern Border's costs-of-service should be
allocated on an energy-distance basis (Dekatherm-miles)
Is dictated by the fact that there will likely be 6ome
extraction of various components of Prudhoe Bay gas.
Even with extraction operations occuring in Alaska, the
gas delivered to the Foothills system at the Alaska-
Yukon border would probably have a higher heating value
than any gas originating in the Mackenzie Delta area and
introduced into the ANGTS at Whitehorse, Yukon Territory,
ihe same heating value disparity could also be attendant
with any other gas originating in other areas of Canada
and introduced into the Foothills system. The reverse
could also conceivably occur if gas input in Canada
had a heating value higher than Alaska gas delivered
at the Alaska-Yukon border.

In any event, the Agreement Between the United

States of America and Canada cn Principles Applicable to

AGO 886171
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a Northern Gas Pipeline (Agreement on Principles) has a

firm mechanism established to give full recognition to u-
any difference in the composition and quality of gas

received by the system. 181/ If Canadian gas entered the

pipeline system with a heating value lessthan the heating

value of Alaska gas entering the pipeline system at

the Alaska/Yukon border, the Agreement onPrinciples *

requires that any dilution in the heating value of Alaska

gas would be fully recognized in the allocation of

Foothills' cost-of-service and in gas deliveries. This

adjustment would be necessary so that a disproportionate .
pyw

*

share of Foothills' cost-of-service would not be imposed -
on the American consumers. Specifically, the Agreement
on Principles provides in pertinent part:

It is agreed that the following principles
will apply for purposes of cost allocation wused
in determining the cost of service applicable to
gach shipper on the Pipeline in Canada

a) The Pipeline in Canada and the Dempster
Line will be divide! into zones as 6et forth in
Annex Il. Except for fuel and except for Zone 11
(the Dawson-Whitehorse portion of the Dempster
Lir.e) , the cost of service to each shipper in

each zone will be determined on the basis of volumes
as set forth in transportation contracts. The
volumes used to assign these costs will reflect

the original BTU content of Alaskan gas for U.S.
shippers and Northern Canadian gas for Canadian

shippers, and will make allowance for the change
in heat content as the result of comminan?.
Each shipper will provide volumes for line losses

and line pack in proportion to the contracted

181/ Decision at 47-66.
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volumes transported in the zone. Each shipper

will provide fuel requirements in relation to the

volume of his gas being carried and to the content

of the gas as 1t affects fuel consumption. 182/

The Commission's determination with respect to cost
allocation for the Alaskan Northwest and Northern Border
segments of the ANGTS does not in any way change the inte
pretations, or the application thereof, of the cost
allocation methods defined and agreed to by the United
States and Canada. The cost allocation procedures set
forth in the Agreement on Principles for whe Foothills
segment are required because of the potential dilution
of Alrska gas caused by commingling of that gas and
Canadian gas that will likely have a lower heating
value. While the cost allocation procedures required
by the Commission for the Alaskan Northwest and Northern
Border segments of ANGTS are necessary to properly
allocate costs to any extraction operations that may
be conducted on those two segments, it is the Commission’
understanding that no extraction operations will be
conducted on any ANGTS gas in transit through Canada.

If any extraction operations were conducted, however

the allocation of Foothills'" cost-of-service should

fully account for any such operations.

182/ 1d. at b7-bB.
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3. Accounting and Rate Treatment for Line Pack

The Staff's initial comments raised an issue related
to line pack. The issue is succinctly described in
the Staff's example:

Suppose shippers A & B initially hold title to

100% of the line pack worth 510,000,000. Each
files a rate applicat.on with the Commission to
include $5,000,000 in rate base to recover carrying
charges (rc urn & taxes) on their line pack invest-
ment. Three months later, Shipper C, a new user

of the system, begins transporting gas, and is
assigned one-third of the existing line pack.
Shipper C files a rate case and claims 53.3 million
in rate base attributable to I'ne pack. Unless
Shippers A & B voluntarily reduce rates under
Section 4 of the Act, the Commission, under current
law would be required to approve the rate treatment
sought by Shipper C without legal right to automa-
tically lower the rates of Shippers A and B. 1/
Thus consumers would bear carrying charges on

513.3 million in total jurisdictional rate bases
when the aggregate line pack investment is only

510 mill ion.

1/ The Commission's only recourse would oe to es-
tablish an investigation under Section 5 of the
Natural Gas Act and order any resulting rate reduc-
tion to become effective prospectively after
hearing. The hearing may involve a lengthy in-
quiry into all aspects of the Shippers' costs
of service. 183/

The Staff's initial comments suggested two different
approaches for handling the costs of line pack:

Either require ANGTS sponsors to pay 'rent’
or carrying charges on line pack used by the system
(these carrying charges would then be an operating
expense for the pipeline and recoverable through
the cost of service tariff) or require ANGTS shipper
to automatically 'track' changes in line pack. 184/

183/ Staff, Initial Comments at 28-29.
184/ 1d. at 29.
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The reply comments of Northern Border and Alaskan
Northwest assert that this issue should not be considered
in this rulemaking. Instead, the project sponsors argue
the matter should be decided in the proceeding that
addresses the shipper tracking issue. 185/

Shippers will incur substantial costs in providing
natural gas for line pack in order for their gas to be
transported through the ANGTS. It is important that the *
shippers he able to recover the costs actually incurred.
Therefore, any method for recovery should provide for
adjustment when a shipper's line pack obligation changes
(either increases or decreases) with attendant changes
in cost. Staff has presented an alternative which would
have the transporters compensate the individual shippers
for the carrying costs on their separate line pack con-
tributions and recover the amounts through the transporta-
tion tariffs. This would have the advantage of tacili-
tating recovery of the actual costs borne by the shippers,
but it would impose an unnecessary added cost recovery
burden upon the transporters

In the discussion on tracking of costs by shipp-rs
the Commission expressed a receptiveness to proposals
for automatic flow-through of ANGTS charges for shippers
subject to the Commission's jurisdiction, provided such

shippers make an appropriate Bhowing that the flow-through

185/ Joint Reply Comments at 38.
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mechanism will result in a matching of costs and revenues
The mechanism could also provide for recovery of actual
costs attributable to line pack. 186/ The Commission
will, therefore, defer the specification of any particular
recovery mechanism pendinc receipt of theIANGTS cost flow-
through proposals by individr.al shippers based upon

their particular circumstances. Such proposals should
include methods for recovery of line pack costs that

will reflect actual cost incurrence based upon actual

line pack obligations.

4., Lateral Line Policy
The pro forma tariff of Alaskan Northwest contains
the following provision:
Company will construct, operate and maintain
lateral delivery fines on a nondiscriminatory
basis and render related service under an
appropriate Rate Schedule. Nothing in this
policy statement shall require Company to file
an application for a certificate of public
convenience and necessity under Section 7(c)
of the Natural Gas Act. . . . (Section 19.2
of the General Terms and Conditions)
By letter dsted April 27, 1979, the Director of
the Commission's Alaska Gas Project Office requested
Alaskan Northwest to explain this provision. The primary
concern was that the proposed tariff language could be
interpreted as establ ohing a waiver of Alaskan Northwest'
obligation to file for a certificate of public convenience

and necessity if lateral delivery lines were constructed.

186/ See Section VI, introduction.



The joint reply comments of Alaskan Northwest
and Northern Border responded to the inquiry, indi-
cating that the referenced language was only intended
to clarify that Alaskan Northwest was under no obligation
to file for a S 7(c) application at the request of a
shipper or other party. If the company were to choose
to construct lateral delivery lines, the comments
assure the Commission that appropriate certificates of
public convenience and necessity would first be sought. 187/

The Commission accep-.s the explanation set forth
in the comments of the project sponsors. In order to avoid
any subsequent confusion or controversy however, Alaskan
Northwest should revise its tariff in accordance with
the explanation provided in the comments and accepted
by the Commission.
5. Certain Quality Standards Other Than CO” Content

The Commission indicated at the outset of this
discussion of tariff issues that it would defer resolu-
tion of the issue of the permissible level of CO2 content
in the gas stream. Other issues related to quality
standards can, however, now be addressed.

Questions have been raised by Sohio related to the
quality standards for water content and sulfur (hydrogen
sulfide, mercaptan 6ulfur, and total sulfur). Sohio

contends that the tariff standards are excessive and

187/ Joint Reply Comment at 51.
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not justified. Further, Sohio objects to the water
quality standard being stated on a volume basis (pounds
per Mcf) rather than on a dew-point temperature basis
(degrees Fahrenheit), and the mercaptan sulfur standard
being stated on a mass basis (grains per 100 cubic feet
of gas) rather than a volume basis (parts per million). 188/
The quality standards stated in the pro forma tariffs e
are the standards that have been kroon to the parties
for the past several years, and no other quality standards
have been advanced and supported by any party.
The joint reply comments of Alaskan Northwest and
Northern Border state:
The project company tariffs have proposed
stringent quality requirements because we believe
it the obligation of the ANGTS project to provide
the lowest possible reasonable cost of transporta-
tion. If producers such as Sohio have a proposal
which would be consistent with the public interest
which would demonstrate some benefit to the consuming
public by relaxation of ANGTS quality standards,
certainly Alaskan Northwest and Northern Border
would be willing to consider such a proposal. 189/
The exact quality standards required for gas to be
transported through ANGTS will, of course, depend upon
the final design of the system. Absent a showing that
the quality standards stated in the pro forma tariffs are

not compatible with the approved final design of ANGTS,

183/ Sohio, Initial Comments at 1-3.

189/ Joint Reply Comments at 22.
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the Commission has no basis for ordering different
standards. Accordingly, the water and sulfur standards
proposed by the transporters will be permitted to be
included in the ta; rffs subject to any revisions that
may be required to comport with the final pipeline

system design.

5. Modification of Article 4 of the Service Agreement

Article 4 of the service agreement of each pro forma
tariff contains language that has generated comments from
the Staff and the States of Alaska and California.
Article 4 in each agreement obligates a shipper to
make payments to a transporter in accordance with
the tariff "Pate Schedules, the General Terms and
Conditions and the other applicable provisions of
(the] Agreement".

The State of Alaska is concerned that there i6 no
express recognition in Article 4 that a 6hipper'6 obliga-
tion to pay is qualified by the adjustments set forth
in Section 5 of Rate Schedule T-I. Alaska, therefore,
oroposes that each service agreement be modified to
6tate that the obligation of a shipper to pay is subject
to the adjustments provided in Section 5 of Rate Schedule

T-1 of each tariff. 190/

190/ A "ask nitial Comments at 9-10.
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The teply comments of the project sponsors indicate
that Section 5 billing adjustments are recognized
in the service agreements because of the reference
in each agreement to "Rate Schedules." The sponsors
state that Article 4 of each agreement is neither
intended to overrid® nor qualify in any way the billing
adjustments provided in Section 5 of Rate Schedule
T-1. 191/

If the Commission determines, however, that explicit
reference should be given to the relationship between
the two provirions, then the project sponsors agree with
Alaska that the relationship should be recognized in
Article 4 of each service agreement. However, the sponsors
disagree with Alaska about where the modification should
appear.

The modification proposed by the State of Alaska
provides:

Shipper shall make payments to company in
accordance with the rate schedules, the genera
terms and conditions and the other applicable
terms and provisions of this agreement. Shippers
obligation to pay its allocable share of company's
cost of cervice shall be absolute and uncondi-
tional under any and all circumstinces (subject

only to the adjustments expressly provided for
in Section 5 of RE"e Schedule T-1). . . . 192/

191/ Joint Reply Comments at 32-35.

192/ Alaska, Initial Comments at Attachment B.
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The project sponsors' alternative states

Shipper shall make payments to Company in
accordance with the Rate Schedules (including

Section 5 of Fate Schedule T-Il), the Gener

Terms and Conditions, and the other applic
terms and provisions of this Agreement. 19

al
able
3/

*The sponsors argue that their proposed alternative
is preferable. In their view, the language proposed
by Alaska will not recognize that a shipper's payment
obligation can be affected by tariff provisions
other than Section 5. They cite Section 6 of the Genera
Terms and Conditions — which also addresses billing
and payment matters — as an example of a tariff provision
that also affects a shipper's payment obligation. 194/

The Commission views modifications of the type pro-

posed by Alaska to be beneficial when ambiguities can
be clarified and possible disputes thereby avoided.
On that basis, it appears appropriate to provide express
recognition of the relationship between Article 4 of
the service agreement and Section 5 of Fate Schedule T-I
However, because the method of clarification proposed by
Alaska may itself create ambiguities, the alternative

modification proposed by the project sponsors will be

accepted.

193/ Joint Reply Comments at 33.
194/ Joint Reply Comments at 33,
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Staff also voices concern with Article 4. Staff
argues that Article 4 is duplicative of other provisions
in the pro forira tariffs, e.g. S 6.3 of the General Term
and Conditions. Staff further argues that Article 4
should expressly release a shipper from his obligation
to pay if there is a willful refusal on the part of a
transporter to perform. 195/

The project sponsors respond that Article 4 is
necessary to explicitly recognize that the obligation
of a shipper to pay will be absolute and unconditional
The sponsors assert that the provision was insisted
upon by the sponsors' financial advisors as a means of
aiding the financing of the project.

Staff may be correct that Article 4 is duplicative
of other provisions in the tarltf. However, when that
s the sole objection and there is no contention that
Article 4 is contradictory of other tariff provisions
or that it creates amhbiguities, then the Commission is
not inclined to order the deletion of the provision in
the circumstances presented here. To the extent that
Article 4 will aid the financing of the project and is
merely duplicative of other provisions, the Commission

will permit its retention in the tariffs.

195/ Staff In:tial Comments at 17-19.
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The sponsors also respond to the proposal of Staff
that a release of payment obligations should occur if
there is a willful refusal to transport gas. The sponsors
argue that explicit recognition of a willful refusa
to perform will not affect the reliability of service,
since it is unlikely that a willful refusal would
occur. That is so, according to the sponsors, because
there could be private actions for damages and there
s already included in the tariffs a provision that
reduces the return on equity should a transporter
fail to accept tendered gas. Finally, should there
be a willful refusal to perform, the sponsors assert
that the Commission can institute an investigation
and issue a remedial order, if necessary. 196/

Although the Commission agrees that shippers should
not be subject to a payment obligation where there s
a willful refusal by a transporter to perform, the Com-
mission cannot endorse the proposal of Staff. In the
Commission's analysis, the unlikelihood of a willful
refusal , together with the potential problems that may
result from adoption of Staff's proposal, adequately
argue against the proposal

As stated by the project sponsors, the likeli-

hood is small that transporters would willfully refuse

196/ Joint Reply comments at 34-35.

AGO 886203
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to perform. More importantly, however, the prospective
definition of a "willful" failure to perform, and
an appropriate remedy, is difficult, if not impossible.
In light of these considerations, the Commission
is of the view that the better course of action would
be to recognize that any shipper contending there
was a willful failure to perform can seek appropriate
relief through the Commission.
The State of California argues that Article 4
of the service agreement shojld not be construed to
[imit the Commission's authority to review recovery
of equity investment in the event of project failure
after operations commence. 197/ The Commission's review
obligations under the Natural Gas Act, however,
shall continue. California's concerns, therefore, are
unnecessary
7. Failure to Deliver Gas
Another issue identified by Staff concerns whether
equity costs should be reduced because of a failure
by a transporter to deliver gas, rather than a failure
take receipt of tendered gas. Staff argues that the
shippers should be given "explicit protection against
diversion or loss of gas supply after it enters the

control of transporters.” 198/

19J/ California, Initial Comments at 6.

198/ Staff, Initial Comments at 17.
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In their reply comments the project sponsors contend

that this provision is unnecessary. They assert that
gas will knowingly be accepted that cannot be delivered.
Further, the sponsors argue that a billing adjustment
keyed to gas receipt rather than gas delivery would
be easier to administer. If the billing adjustment
were keyed to gas deliveries rather than gas receipts,
the sponsors itemize three considerations that would
complicate billing adjustments: " (1) the possibility
of multiple delivery points, (ii) variations in fuel

use and losses, and (iii) variations in seasonal

The Commission agrees with the project sponsors.,
The billing adjustment procedure for failure to accept
tendered gas presents a relatively simple approach
to protect the shipper, and any modifications to
the tariff that complicate that mechanism are not
desirable. That factor, taken together with the un-

likelihood that the transporters would accept gas

when there is an anticipation that it cannot be delivered

is sufficient reason to reject Staff's proposal.

199/ Joint Reply Comments at 30-31



Docket No. RM78-12 - 222

8. Review of Equity Rate of Return

After completion and commissioning of operation, the
rate of return on equity allowed by the Commission is
termed the Operation Phase Rate. The value of this rate
should be comparable to rates of return allowed for other
pipelines with similar operating risks. Once in operation
this rate should be altered to reflect any changes in
rates allowed for other pipelines with similar risks or
if risk factors for this project change. The issue first
raised 1in the letter to the project sponsors from
the Director of Alaska Gas Project Office (April 27,
1979) is what procedure should be used to review this
rate of return and determine if a change is reasonable

The Staff's initial comments argue that the Operation
Phase Rate should automatically be adjusted through a
formula tied to changes in capitalization. 200/ Though
capitalization is an Important factor in determining
rates of return, this procedure would ignore other
equally important factors such as overall changes
in required rate6 of return in the nation's economy due
to changes in inflationary expectations or changes

in risk factors. 201/

200/ Staff, Initial Comments at 36-41.

201/ At the time of the submission of a financing plan
the Commission will also review the proposed
capitalization over the life of the project.
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The project sponsors argue that the only review of

the Operation Phase Rate should be by Commission action

under Section 5 of the Natural Gas Act. 202/ The disadvantage

of this approach is that the burden of proof would be
placed upon the Commission and any redetermination of
rate of return would have prospective effect only. *

A third approach, discussed in more detail in Section
[1.B .3, is suggested in a paper prepared for the Alaska
Gas Project Office by Professor Jerome Hass. 203/ This
approach would tie or index the Operation Phase Rate
to interest rates. As interest rates change, the Operation
Phase Rate would adjust automatically. Though interest
rates are an important guide to equity rates of return,
this indexing would still not adjust for many other
important factors affecting rates of return. Thus, an
additional review of some sort would be necessary in
addition to this formula which would tie the Operation
Phase Rate to interest rates.

After evaluating the above three approaches, the
Commission has determined that a periodic rate of return
review s a superior approach. On a periodic basis,

the project companies shall submit a Section 4 application

202/ Joint Initial Comments, Tab 3, Pt. 3.
203/ Hass Report at 14-16.

AGO H6H201
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which shall justify the appropriate Operation Phase
Rate to be applied during that prospective period.
A portion of revenues collected during the period
prior to a Commission determination of the appropriate
rate of return for that period.will bhe subject to
refund pending a final disposition of the rate of |
return issue. The revenues subject to refund will
be only those attributable to the rate of return on
equity and associated taxes.

Though the Commission has determined that the
tariffs shall provide for a periodic rate of return
review, the Commission will not specify at this time the
length of the period but will defer that decision to the
final project certification proceeding after the submittal
of a financing plan. The financing plan may contain in-
formation that is relevant to this determination. 204/

The Commission's disposition of thi6 Issue reflects
a reasoned balancing of consumer protection and financing
considerations. In their analysis of thi6 issue, the
project sponsors argued that three principles arecritical

in any future review of the Operation Phase Rate:

204/ A relevant precedent is the three-year review required
in purchased gas adjustment clauses. A similar period
does not 6cem unreasonable for thi6 cost-of-se.vice
tariff but a final decision will not be made at this
time.

‘ANVV . >>,V 1 * ACO ##620#
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(a) All matters affecting the rate should be
considered not just capitalization as
suggested by Staff,
(b) Any review must be limited to the Operation
Phase Rate without express or implied review
or reconsijeration of the tariff or service
agreement.
(c) Any review must not result in impairment of
the project economics which formed the basis
for investment
The Commission agrees that any future review should generally
abide by these principles, and that it should conduct
its review specifically subject to (a) and (b). It
is the Commission's intention that during any future
rate of return review the proper impact of all matters
that affect the return on equity would be considered.
Further, it is the Commission's intention that any
review of the Operation Phase Rate would bi limited
to establishing the proper level of that rate.
The Commission determination here to require review

of the project's Operation Phase Rate 16 not a new



Docket No. RM78-12 - 226 -

concept. 205/ The review procedure should in no way
"“result in impairment of the project economics which
the basis for the investment," because there
10 inference or intent in the review of the Operation
Phase Rate to disallow from the project's cost of service

any actual and proper expenses. 206/

205/ See, e.a., Southern Energy Company, Docket No. CP71-264,
"Order Amending Prior Order" (February 13, 1978). In
that case, the event that "triggered" a rate of return
review was any change in equity capitalization in
excess of two and one-half percentage points.

206/ While this Order sets out the Commission's position on
matters which can currently be resolved, other details
of regulatory oversight remain to be determined. For
example, review of certain cost of service expenditures
are of this nature. In this regard, the Commission
may benefit from Canadian resolution of this common
regulatory problem. As previously indicated, the
Commission has conducted regulatory consultations
with the NEB pursuant to Section 9 of the Agreement
Between the United States of America and Canada on
Principles Applicable to a Northern Natural Gas
Pipeline. (Sec, Incentive Rate of Return for the
Alaska Natural Gas Transportation System, Docket
No. RMT7B-12, Revised Notice of Proposed Rulemaking,

5 n.la (Sept. 15, 1978) (Erratum Notice, Oct. 6, 1978).
The NEB is currently proposing that estimates of
certain costs, such as operation and maintenance
expenses, be submitted annually for review and
approval prior to being incorporated in the trans-
portation charge. (See, National Energy Board of
Canada's "Proposed Method for the Regulation

of the Tolls and Tariffs of the Foothills Pipeline,"
7-8 (issued April 18, 1979)).

Pending further consideration of this matter, the

Commission presently contemplates utilizing auditing
procedures to determine proper accounting classifica-
tion of cosl6 in accordance with the requirements of

(Footnote continued on next page)

AGO HR6210
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9. Certain Issues Raised by California

California questioned whether a payment delinquency
charge under Section 6.4 of the tariffs would be computed
at 125 percent of the interest rate applicable to delin-
quencies but any repayments to the shippers would bhe at
100 percent of the sane interest rate. 207/ Alaskan Northwest
and Northern Border answered in their reply comments o
that "the Bhipper would recover, with interest, any
nmounts paid to the transporter, including the penalty
interest itself if the non-payment is excused by order
or otherwise." 208/ No other party commented on the provision.

The Commission accepts the clarification offered by the

transporters.

206/ {Footnote cont'd).

the Uniform System of Accounts. General instruction
(2)(e) thereof prescribes that only just and reaton-
able amounts may be included in the accounts. This
audit effort, coupled with the Commission's remedial
powers under the Natural Gas Act, may be sufficient
to satisfy the r'quirement that all co6ts, including
operation and maintenance expenses, be prudently
incurred.

207/ California, Initial Comments at 7.

208/ Joint Reply Comments at 48 (emphasis in original).
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Two other iscues raised by California relate
to whether the operation and maintenance expenses
and company use 9as claimed by the transporters will be
subject to audit and verification. 209/ The Commission
has addressed this matter in the lengthy footnote above
note 206, supra, and will not reiterate its reasoning

here.

209/ California, Initial Comments at 6-7
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VII. PROCEDURAL MATTERS

This section considers certain procedural issues
which have been raised in the course of this rulemaking.
These include the relationship of this rulemaking to proceedi
now under.ay to consider issues on construction of the
Northern Border segment, the rationale for use of rulemaking

procedures, and future Commission action under this Order.-

A.  Rela'ion to Pre-Building

The purpose of this rulemaking is to (1) resolve out-
standing issues concerning the Incentive Rate of Return
mechanism for the Alaskan and Northern Border segments
of ANGTS, and (2) resolve certain issues attendant to
the Commission's approval of the tariffs submitted by
Alaskan Northwest and Northern Border pursuant to the
Commission's Order of February 22, 1979.

In Order No. 17, the Commission specified certain
terms and corditions on a finding that both the Alaskan
Northwest and Northern Border projects 6hould be subject
to an IROR nuchanism. The Commission recognized that the
specific values to be included in the IROR mechanism would
be established in future proceedings.

By Orde: of February 22, 1979, the Commission
required that the sponsors of the Alaskan and Northern

Border segments of the ANGTS file proposed tariffs, to
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facilitate a thorough evaluation of risk for financing
purposes. The Alaskan Delegate's Report attached to the
that Oruer recognized the possibility that certain

of the southern segments of the ANGTS may be "pre-built" to
transport Alberta gas, as well as the possibility that
"charges may begin for these segments In advance of com-
pletion of the other segments." On March 12, 1979, Alaskan "
Northwest and Northern Border filed pro forma tariffs,

pursuant to the Commission's Order. The tariff file " by
Alaskan Northwest would apply to the transportation cf
Alaskan natural gas, whereas the Northern Border tariff
would Initially apply to the transportation of Canadian
gas (If made available by the Canadian Government through
approval of applications presently before the National
Energy Board of Canada), and would undoubtedly require
some modification once the transportation of Alaskan
gas commenced.

The April 6 Notice Indicated that the Commission
would address each of the Issues presented by the two
filed tariffs with the exception that the depreciation
rate reflected In Northern Border's tariff would be reserved
for separate consideration In the "pre-build" proceeding
in Docket Nus. CPT7o0-1<"3, et a_ K Tne Notice recognized the
relationship between the depreciation rate and the flnanolng

of the prebulld facilities. In Its Initial comments,
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Staff raises questions regarding the pre-building of certain

Northern Border facilities to transport Canadian "bubble"

gas. More particularly, Staff questions the need for the

particular facilities contemplated, and raises a question

as to whether the construction of temporarily excessive capacity

or unnecessary facilities constitutes a fee or surcharge

Ir. violation of the President's Decision, oo
This rulemaking is not the appropriate place to

determine the nature and size of facilities to transport

Canadian gas. That is an issue to be addressed in Docket

Nos. CP78-123* et a” The facilities authorized in that

proceeding will have to be found to be necessary and

required by the public Interest. The depreciation rate

found appropriate in Docket Nos. CP78-123, et al., wil

apply until modified by the Commission. In this rulemaking,

we establish the tariff provisions applicable to the trans-

portation of Alaskan and Canadian gas. While the issue of

whether Canadian gas will be transported through certain

"pre-build" facilities Is still pending before both the

NEB and this Commission, It Is clear that before Alaskan

Eas can be transported through the Northern Border facilities

the project sponsors will be required to show that the

tariff provisions approved herein are appropriate for

the transportation of Alaskan gas.
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B. Rulemaking Procedures

Tnis proceeding implements certain financial
conditions stipulated in the President's Decision,
and is necessary for, and related to, the construction
and initial operation of the transportation system approved
by the President's Decision. The proceeding, therefore,
comes within the scope of the Alaska Natural Gas Trans-
portation Act (ANGTA) (15 U.S.C. 85 719-719m). For this
reason, it is incumbent upon the Commission to proceed
as expeditiously as possible.

Section 403(c) of the Department of Energy Organi-
zation Act (DOE Act) authorizes the Commission to utilize
rulemaking procedures to establish rates and charges
under the Natural Gas Act. The setting of the incentive
rate, as well as the consideration of pro forma tariffs
for the ANGTS, is an establishment of a "rate or charge"
within Section 7 of the Natural Gas Act and, per force,
Section 403(c) of the DOE Act. Rulemaking provides,
in this instance, an expeditious procedure 'or resolving
the issues. Accordingly, in performing its functions
under ANGTA, pursuant to ANGTA's mandate for expedition,
the Commission chose the rulemaking process authorized by

Section 403(c) of the DOE Act
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Vie recognize that Section 403(c) is not without

l[imits. On its face, it requires "full consideration

some

of the issues and an opportunity for interested persons

to present their views." While this proceeding has
the focal point of numerous rounds of comments, reply
and special studies, we recognize that the issues are
serious and complex. For that reason, the Commission
staying the effective date of this Order for a period
60 days, to afford interested parties the opportunity
apply for rehearing. Such .pplications must be filed

30 days of the date of issuance of this Order

been

comments
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IS

0f

to

within

AGO HBf.217



Docket No. RM78-12 - 234 -

The Commission Finds:

(1) For the reasons set forth above, the Commission
finds it necessary and appropriate and in the public
interest, in administering the Natural Gas Act and the
Alaska Natural Gas Transportation Act, to adopt and incor-
porate into the conditional certificates of public con sn-
lence and necessity issued by the Order of December 16, 1977
(Docket Nos. CP78-123, M a_I.), the terms and conoitions
set forth in the attachment to this Order

For the reasons set forth above, the Commission
finds it necessary and appropriate and in the public inter-
est, in administering the Natural Gas Act and the Alaska
Natural Gas Transportation Act, to require the ariffs
under which Alaskan Northwest Natural Gas Transportation
Company and the Northern Border Pipeline Company wil
renter service to conform to the conditions and requirements

set forth and discussed above in this Order.

The Commission Orders:
(A) The terms and conditions set forth in tke attach-

ment to this Order shall be incorporated into the conditional

certificates of public convenience and necessity issued by

the Commission on December 16, 1977 in Docket Nos. CP76-123,
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et al., to become effective 60 days from the date of
issuance of this Order. These terms and conditions supple-
ment and supersede the terms and conditions incorporated

in the conditic al certificates by the Commission's Order
No. 17, issued in this Docket on December 1, 1978.

(B) No later than twelve months prior to initiamtinmg
service, Alaskan Northwest Natural Gas Transportation
Company and Northern Border Pipeline Company shall sub-
mit for Commission approval, tariffs modified to conform
with the requirements set forth in this Order. This
ordering paragraph number (2) shall become effective
60 days from the date of issuance of this Order.

(C) Parties to Docket No. RM76-12 may file petitions
for rehearing of this Order within 30 days of the date of
issuance of this Order, pursuant to the procedures set
forth in section 1.34 of the Commission's Rules of Practice
and Procedure.

(Department of Energy Organization Act, Put. L. No. 95-91,
91 Stat. 565, E.O. 12009, 42 Fed. Reg. 462(7 (Sept. 15, 1977);
[T\lfzitr?gi)lor%gstioAnCtAc%? &Jg BSSC 75177|9e'|tg'|§}egP'rjesAildaeSEat'SN aDteucriasliOGnaSand
Report to Congress on the Alaska Natural Gas Transportation

Syrter, H.J. Res.TJTT Pub. L. No. $5-155/9rStat7~TOS
Tirnr.)
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By the Commission.
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