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though the asset will physically provide
benefits for longer than the initial
contract term and to other customers.

This policy gives prospective shippers
an opportunity to influence a significant
part of their rates (i.e., the depreciation
component) by their choice of contract
length. Continuation of this policy, or a
broader application of it, could also
help resolve the “need” issue discussed
below by encouraging a greater shipper
commitment before capacity is built.
The Commission could both encourage
longer term contracting for new capacity
and shelter existing ratepayers from
capacity turnback by declaring that new
pipeline costs are fully recoverable over
the contract term that supports its
construction. However, on the other
hand, such a policy could make the
rates too high to make the project
economically viable, and also results in
a situation where later ratepayers would
not pay any depreciation component for
use of the facilities.

The Commission seeks comments on
what criteria it should use to determine
a depreciation period and rate for
ratemaking purposes. Parties may
address some or all of the following
questions.

Given that the industry will stay in a
partially cost-based rate regulated
environment (i.e., for determining
recourse rates), on what criteria should
the Commission base a depreciation
rate? Would customers be willing to
sign up for life-of-the-facilities
contracts, thus promoting long-term
service? Is it fair to require initial
customers who sign up for less than the
life-of-the-facilities contracts to pay for
all costs of the asset over that shorter
term since future customers may use
and benefit from the facilities? If the
initial customers are unwilling to pay
the full costs, should the pipeline be
built?

If use of the economic life is more
suitable to foster fairness between new
and existing customers, how should the
economic life or benefit period be
determined? Should the economic life
be viewed as the expected period of
time customers will use the asset or
should it be viewed as the known
period of time that customers contracted
for using the asset? What amount of
depreciation, if any, should be allocated
to short-term services? What criteria
should be used to make this
determination? Will the criteria be
sufficiently objective to avoid claims of
cross-subsidization? How should
depreciation be treated when some of
the rates are market-based? To what
extent does depreciation flexibility aid
pipelines having cost recovery
problems? Lastly, how should capacity

be priced after it has been fully
depreciated by its first generation of
customers?

For cost-of-service purposes, these
guestions are not easily answered. For
general purpose financial accounting
and reporting, the Commission has
required pipelines to depreciate
facilities over their economic useful life
and record regulatory assets and
liabilities for the differences between
ratemaking depreciation and accounting
depreciation.3t What are the
implications of different depreciation
rates for cost-of-service rate purposes
versus accounting purposes if some
portion of pipeline rates is not based on
traditional cost-of-service ratemaking?
Will pipelines be able to continue to
record the difference as a regulatory
asset or liability? What about income tax
related issues?

V. Comment Procedures

The Commission invites interested
persons to submit written comments on
the matters and issues discussed in this
notice of inquiry, and any related
matters or alternatives that commenters
may wish to discuss. An original and 14
copies of comments must be filed with
the Commission no later than November
9, 1998. Comments should be submitted
to the Office of the Secretary, Federal
Energy Regulatory Commission, 888
First Street, NE, Washington, DC 20426,
and should refer to Docket No. RM98—
12—-000. All written comments will be
placed in the Commission’s public files
and will be available for inspection in
the Commission’s Public Reference
Room at 888 First Street, NE,
Washington, DC 20426, during regular
business hours.

Additionally, comments should be
submitted electronically. Commenters
are encouraged to file comments using
Internet E-Mail. Comments should be
submitted through the Internet by E-
Mail to comment.rm@ferc.fed.us in the
following format: on the subject line,
specify Docket No. RM98-12-000; in
the body of the E-Mail message, specify
the name of the filing entity and the
name, telephone number and E-Mail
address of a contact person; and attach

31See Kern River Gas Transmission Company, 58
FERC 61,073; Mojave Pipeline Company, 58 FERC
61,074 (1992); Florida Gas Transmission Company,
62 FERC 61,024 (1993), Order Granting and
Denying Rehearing and Granting Clarification FERC
61,093 (1993); TransColorado Gas Transmission
Company, 67 FERC 61,301 (1994), Order Granting
in Part and Denying in Part Rehearing and Granting
Clarification, 69 FERC 61,066 (1994); Sunshine
Interstate Transmission Company, 67 FERC 61,229
(1994); and Mojave Pipeline Company, 69 FERC
61,244 (1994), Order Granting Rehearing in Part,
Denying Rehearing in Part and Modifying Prior
Order, 70 FERC 61,296 (1995).

the comment in WordPerfect® 6.1 or
lower format or in ASCII format as an
attachment to the E-Mail message. The
Commission will send a reply to the E-
Mail to acknowledge receipt. Questions
or comments on electronic filing using
Internet E-Mail should be directed to
Marvin Rosenberg at 202—-208-1283, E-
Mail address
marvin.rosenberg@ferc.fed.us.

Commenters also can submit
comments on computer diskette in
WordPerfect© 6.1 or lower format or in
ASCII format, with the name of the filer
and Docket No. RM98-10-000 on the
outside of the diskette.

By direction of the Commission.
David P. Boergers,
Acting Secretary.
[FR Doc. 98—20996 Filed 8—-10-98; 8:45 am]
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Regulation of Short-Term Natural Gas
Transportation Services

July 29, 1998.
AGENCY: Federal Energy Regulatory
Commission.

ACTION: Notice of proposed rulemaking.

SUMMARY: The Federal Energy
Regulatory Commission (Commission) is
proposing an integrated package of
revisions to its regulations governing
interstate natural gas pipelines to reflect
the changes in the market for short-term
transportation services on pipelines.
Under the proposed approach, cost-
based regulation would be eliminated
for short-term transportation and
replaced by regulatory policies intended
to maximize competition in the short-
term transportation market, mitigate the
ability of firms to exercise residual
monopoly power, and provide
opportunities for greater flexibility in
the provision of pipeline services. The
proposed changes include initiatives to
revise pipeline scheduling procedures,
receipt and delivery point policies, and
penalty policies, to require pipelines to
auction short-term capacity, to improve
the Commission’s reporting
requirements, to permit pipelines to
negotiate rates and terms of services,
and to revise certain rate and certificate
policies that affect competition.

DATES: Comments are due November 9,
1998.
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ADDRESSES: Federal Energy Regulatory
Commission, 888 First Street, NE,
Washington DC, 20426.

FOR FURTHER INFORMATION CONTACT:

Michael Goldenberg, Office of the
General Counsel, Federal Energy
Regulatory Commission, 888 First
Street, NE, Washington, DC 20426.
(202) 208-2294

Erica Yanoff, Office of the General
Counsel, Federal Energy Regulatory
Commission, 888 First Street, NE,
Washington, DC 20426. (202) 208—
0708

Ingrid Olson, Office of the General
Counsel, Federal Energy Regulatory
Commission, 888 First Street, NE,
Washington, DC 20426. (202) 208—
2015.

SUPPLEMENTARY INFORMATION: In
addition to publishing the full text of
this document in the Federal Register,
the Commission also provides all
interested persons an opportunity to
inspect or copy the contents of this
document during normal business hours
in the Public Reference Room at 888
First Street, NE, Room 2A, Washington,
DC 20426.

The Commission Issuance Posting
System (CIPS) provides access to the
texts of formal documents issued by the
Commission. CIPS can be accessed via
Internet through FERC’s Homepage
(http://www.ferc.fed.us) using the CIPS
Link or the Energy Information Online
icon. The full text of this document will
be available on CIPS in ASCII and
WordPerfect 6.1 format. CIPS is also
available through the Commission’s
electronic bulletin board service at no
charge to the user and may be accessed
using a personal computer with a
modem by dialing 202-208-1397, if
dialing locally, or 1-800-856—-3920, if
dialing long distance. To access CIPS,
set your communications software to
19200, 14400, 12000, 9600, 7200, 4800,
2400, or 1200 bps, full duplex, no
parity, 8 data bits and 1 stop bit. User
assistance is available at 202—208-2474
or by E-mail to
CipsMaster@FERC.fed.us.

This document is also available
through the Commission’s Records and
Information Management System
(RIMS), an electronic storage and
retrieval system of documents submitted
to and issued by the Commission after
November 16, 1981. Documents from
November 1995 to the present can be
viewed and printed. RIMS is available
in the Public Reference Room or
remotely via Internet through FERC’s
Homepage using the RIMS link or the
Energy Information Online icon. User
assistance is available at 202-208—-2222,

or by E-mail to
RimsMaster@FERC.fed.us.

Finally, the complete text on diskette
in WordPerfect format may be
purchased from the Commission’s copy
contractor, La Dorn System Corporation.
La Dorn Systems Corporation is located
in the Public Reference Room at 888
First Street, NE, Washington, DC, 20426.
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Notice of Proposed Rulemaking

Five years have passed since
Congress, in the Wellhead Decontrol
Act, completed the decontrol of natural
gas prices. Six years ago the
Commission, in Order No. 636,
unbundled the purchase of gas from the
purchase of gas transportation. Since
then, the natural gas market has
changed from a largely regulated market
to one increasingly driven by market
forces. In order to continue to fulfill its

statutory duties to ensure just and
reasonable rates in the rapidly evolving
gas market of today, the Commission
has engaged in a comprehensive, critical
examination of the regulatory
assumptions and procedures that it has
been using to determine whether other
regulatory approaches would better fit
the needs of this changing marketplace.

Since Order No. 636, the natural gas
marketplace has fundamentally
changed. Active short-term markets
have begun to develop. Shippers are
trading gas at market centers on a daily
or sometimes an intra-day basis with
prices varying from day-to-day. Prior to
Order No. 636, the majority of contracts
were long-term with less price volatility.
As local distribution companies (LDCs)
unbundle the gas commodity from
transportation, new players, such as
electric cogenerators, industrial end-
users, and small businesses (such as
restaurants) are entering the gas
marketplace with gas and transportation
needs different from those of the LDCs
that previously transported and sold the
majority of gas. Increasingly, LDC
unbundling is even bringing
homeowners into the gas marketplace.
These new entrants often use marketers
or other facilitators to arrange for their
gas supplies on a delivered basis.

The use of transportation capacity
also has changed. Before Order No. 636,
shippers could acquire transportation
only from the pipeline. They could buy
gas from the pipeline at the city-gate
either on a short-term or long-term
basis, acquire long-term firm capacity
from the pipelines, often with 20-year
contracts, or purchase short-term
interruptible capacity. In today’s
market, shippers have additional
options. They can acquire capacity from
other firm capacity holders through the
capacity release market. They also can
obtain capacity indirectly by purchasing
gas bundled with transportation from
producers, marketers, or aggregators for
one delivered price (often called a gray
market sale).

The changes in the short-term market
have caused the Commission to closely
examine its regulatory structure to see
whether it provides a good fit with the
developing short-term market. The
Commission has received comments on
the impact of these changes through a
number of proceedings, among them a
prior Notice of Proposed Rulemaking
(NOPR) on the secondary market,! a
request for comments on whether
pipelines should be permitted to

1Secondary Market Transactions on Interstate

Natural Gas Pipelines, Notice of Proposed
Rulemaking, 61 FR 41046 (Aug. 7, 1996), IV FERC
Stats. & Regs. Proposed Regulations 132,520 (Jul.
31, 1996).
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negotiate terms of service,2 and an
industry conference on issues and
priorities in the gas industry.3

Upon review of the changes in the
market and the comments it has
received, the Commission is concerned
that its current regulatory approach,
which relies on a constant maximum
rate in the short-term market, may not
be the best approach in light of the
variability in pricing in the short-term
market. Due to the variability in
transportation value, the current
approach may not provide the best
protection against the exercise of market
power during peak and off-peak periods.
Or, the protection it does provide may
come at the expense of a more efficient
capacity market during peak periods,
when shippers are most in need of a
market that works efficiently.

The Commission recognizes that
despite all the competitive
improvements in the short-term market,
the short-term market still may not be
fully competitive. Thus, the
Commission must continue to have a
regulatory presence in the short-term
market to protect against the exercise of
market power and undue
discrimination.

The Commission is, therefore,
proposing in this NOPR a different
approach for regulating the short-term
transportation market which is designed
to permit the market to function
efficiently while continuing to protect
shippers against the exercise of market
power. This approach has a number of
objectives. It is designed to improve
competition in short-term markets by
facilitating the trading of capacity, so
that shippers will have a larger number
of capacity alternatives from which to
choose. By expanding options, it seeks
to help reduce the number of captive
customers. Additionally, it seeks to
provide the opportunity for greater
flexibility in pipeline contracting
practices so that pipelines can design
services that better meet the needs of
existing and new players in the gas
marketplace.

The proposal uses different regulatory
structures for short-term and long-term
markets. Long-term transportation
prices (i.e., transportation of one-year or
longer) would continue to be regulated
under a cost-based regulatory regime to
protect against the exercise of pipeline
monopoly power. For short-term

2 Alternatives to Traditional Cost-of-Service
Ratemaking for Natural Gas Pipelines, and
Regulation of Negotiated Transportation Services of
Natural Gas Pipelines, 61 FR 4633 (Feb. 7, 1996),
74 FERC 161,076, at 61,242 (1996).

3Issues and Priorities for the Natural Gas
Industry, PL97-1-000 (conference held May 29-30,
1997).

transportation services, however, cost-
based regulation would be eliminated.
In its place, the Commission proposes to
regulate the short-term market through
regulatory policies that are intended to
maximize competition in the short-term
transportation market, to mitigate the
ability of firms to exercise residual
monopoly power, and to improve the
ability of market participants and the
Commission to monitor the market for
exercises of monopoly power or undue
discrimination. The goal of this
approach to the short-term market is to
ensure that the Commission’s regulatory
policy does not inhibit competitive
market forces from creating efficient
capacity markets, while still providing
captive customers and others with
protection against the exercise of market
power in the transportation market.

Specifically, to maximize competition
(which is the best protection against the
exercise of market power) the
Commission is proposing in this NOPR
to revise pipeline nomination and
scheduling procedures, and flexible
receipt and delivery point policies so
that capacity release can compete on a
more equal footing with pipeline
capacity. To further mitigate the
exercise of market power and the
potential for undue discrimination, the
Commission is proposing to require that
all short-term capacity be sold through
capacity auctions. To improve shippers’
and the Commission’s ability to monitor
the marketplace the Commission is
proposing changes to its reporting
requirements. To improve competition
across the pipeline grid, the
Commission is making proposals to
change pipeline penalty procedures so
that penalties, although necessary to
deter conduct inimical to system
operations, do not unnecessarily limit
shippers’ competitive alternatives.

At the same time, the Commission
recognizes that changes in the short-
term market also influence shippers’
decisions in the long-term market. For
example, the value of long-term capacity
lies in the guarantee of capacity at a
relatively stable price as compared with
buying capacity at the more volatile
short-term price. Long-term contracts,
therefore, are a means by which
shippers and pipelines can manage the
risks inherent in the short-term market.

To foster greater innovation in
pipeline services and to permit
pipelines and shippers to better allocate
the risks of long-term contracts, the
Commission is proposing to allow
pipelines’ greater flexibility in
negotiating contracts with individual
shippers, subject to criteria that will
protect captive customers against the
risk of undue discrimination. Further, to

create a more efficient marketplace,
regulatory policies should not affect the
allocation of risk between acquiring
short-term or long-term capacity. As
part of this integrated package,
therefore, the Commission is proposing
changes to some of its policies
governing long-term contracts to ensure
that these policies do not unfairly bias
shippers’ contracting decisions. The
Commission also is considering whether
changes to its policies regarding
authorization for new construction are
needed so that these policies do not
unnecessarily limit competition.

The Commission recognizes that the
impact on the long-term market of the
changes in the short-term market go
beyond the proposals outlined above.
Therefore, in a Notice of Inquiry (NOI)
issued contemporaneously with this
NOPR, the Commission asks for
additional comment on the future
direction of its policies for pricing of
long-term capacity.

I. Reexamination of the Transportation
Market

A. The Developing Short-term Market

Natural gas markets have developed
rapidly since wellhead price
deregulation and unbundling of
pipeline merchant and transportation
services. In many ways, the gas market
performs very well, without the loss of
reliability that many feared when Order
No. 636 was being contemplated.4

Gas commodity markets have arisen,
along with market mechanisms to
enable consumers to manage price risk
for the gas.5 There are monthly and
growing daily spot markets for gas
supplies which enable shippers not only
to buy their own gas supplies at the
wellhead, but to trade gas among
themselves on a daily or even more
frequent basis. Many of these spot
markets are organized around market
centers that facilitate trading of gas
across pipelines as well as providing a
variety of new services, such as storage,
wheeling, parking, lending, electronic
gas trading, and tracking of gas title

4 See Pipeline Service Obligations and Revisions
to Regulations Governing Self-Implementing
Transportation Under Part 284 and Regulation of
Natural Gas Pipelines After Partial Wellhead
Decontrol, Order No. 636, 57 FR 13267, FERC Stats.
& Regs. Regulations Preambles [Jan. 1991-June
1996] 130,939, at 30,408 (Apr. 8, 1992), Order No.
636-A, 57 FR 36128 (Aug. 12, 1992), FERC Stats.

& Regs. Regulations Preambles [Jan. 1991-June
1996] 130,950, at 30,570 (Aug. 3, 1992) (concerns
about providing transportation service equal in
reliability to bundled sales service).

5See S. Walsh, A Hot (and Cold) New Investment
Opportunity, Washington Post, July 4, 1998, C12
(Business) (discussing development of new weather
derivative to enable companies to hedge against
abnormal weather patterns).
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transfers.6 Active forward markets also
have developed to enable gas consumers
to hedge against price risk. The New
York Mercantile Exchange (NYMEX)
launched its natural gas futures contract
in 1992, and it is very heavily traded.

Along with the development of a
more liqguid commodity market,
shippers’ transportation options have
expanded. In the past, shippers could
purchase capacity only from the
pipeline and had, for the most part, only
two transportation choices: long-term
firm capacity or interruptible service.
Pipeline offerings have expanded as
well, with pipelines offering short-term
firm transportation service, pooling,”
hub services,8 parking and loan
services,® and both short-term and long-
term storage services.10

Non-traditional players also have
entered the capacity market, so that
today firm shippers holding pipeline
capacity include electric utilities (21%
of total pipeline firm capacity),
industrial end-users (5%), marketers
(17%), pipelines (7%), and others,
including producers (6%) in addition to
the traditional LDCs (44%). While many
of these shippers still hold pipeline
contracts longer than a year, short-term
firm contracts are rising in significance.
Among the shipper groups, marketers
are the largest users of short-term
capacity, with over three-quarters of the
total .11

In today’s market, shippers also have
the added option of buying firm
capacity released by other shippers in a
variety of ways (such as on a fixed, or
volumetric basis, or with other release
conditions, including provisions for
handling capacity recalls). Since its
inception in 1992, capacity release
transactions have been growing
dramatically.12 For instance, the amount

6 Department of Energy/Energy Information
Administration, Pub. No. DOE/EIA-0560(96),
Natural Gas 1996 Issues and Trends, Chapter, The
Emergence of Natural Gas Market Centers (1996).

7 See Standards For Business Practices Of
Interstate Natural Gas Pipelines, Order No. 587, 61
FR 39053 (Jul. 26, 1996), Il FERC Stats. & Regs.
Regulations Preambles 131,038 (Jul. 17, 1996)
(requiring pipelines to provide pooling services).

8 See Moss Bluff Hub Partners, 80 FERC 161,181
(1997) (firm storage and interruptible hub services);
Egan Hub Partners, L.P., 77 FERC 161,016 (1996)
firm storage and interruptible hub services).

9 See Mojave Pipeline Company, 79 FERC
961,347 (1997); Colorado Interstate Gas Company,
83 FERC 161,273 (1998).

10 See Koch Gateway Pipeline Company, 66 FERC
161,385 (1994) (firm and interruptible storage);
New York State Electric Gas Corporation, 81 FERC
961,020 (1997) (issuing certificate).

11 Department of Energy/Energy Information
Administration, Pub. No. DOE/EIA-0618(98),
Deliverability on the Interstate Natural Gas Pipeline
System 88-89 (1998).

12]d. at 82 (representing about 16% of the gas
delivered for market).

of capacity held by replacement
shippers for the 12 month period ending
March 1997, totaled 7.4 quadrillion Btu,
a 22% percent increase over the
previous 12 month period and almost
double the level for the 12 months
ending March 1995.13 While the amount
of capacity held by replacement
shippers declined during the heating
season, EIA reports it still represents a
sizable amount.14 Despite the growing
use of released capacity, interruptible
pipeline service also continues to be a
viable service option, maintaining a
relatively constant share of
throughput.15 As in the case of released
capacity, EIA reports that interruptible
service is available during the heating
season.16

In addition to acquiring capacity from
pipelines and releasing shippers,
purchasers in the short-term market
have other capacity options. Implicit in
the Commission’s decision to unbundle
the gas commodity from transportation
was a recognition that the market would
develop so that customers who did not
want to assume the responsibility of
purchasing or transporting their own gas
could purchase delivered gas from
marketers or third parties with the
marketer providing all or a portion of
the needed transportation, for example
to a nearby market center.17 Capacity
rights holders can now sell gas as a
commodity in downstream markets at
market-based prices.

Further, as a result of Commission
initiatives, the gas industry, through the
Gas Industry Standards Board (GISB),
has developed standards that make it
easier to move and trade gas on
individual pipeline systems and across
pipeline systems.18 These standards
establish a daily, along with an intra-
day, nomination schedule which permit
shippers to adjust their nominations to
conform to changes in weather and
other circumstances. The Commission
recently adopted GISB standards

13|d. at 83.

14 |d. at 85-86 (2,960 trillion Btu from November
to March 1996-97).

15]d. at 85 (about 16% of total throughput for the
12 months ending March 31, 1997).

16|d. at 87 (2,000 TBtu moved during heating
season).

17 See Order No. 636, FERC Stats. & Regs.
Regulations Preambles [Jan. 1991-June 1996]
130,939, at 30,410.

18 Standards For Business Practices Of Interstate
Natural Gas Pipelines, Order No. 587, 61 FR 39053
(Jul. 26, 1996), 11l FERC Stats. & Regs. Regulations
Preambles 131,038 (Jul. 17, 1996), Order No. 587—
B, 62 FR 5521 (Feb. 6, 1997), Il FERC Stats. & Regs.
Regulations Preambles 131,046 (Jan. 30, 1997),
Order No. 587-C, 62 FR 10684 (Mar. 10, 1997), Il
FERC Stats. & Regs. Regulations Preambles 31,050
(Mar. 4, 1997), Order No. 587-G, 63 FR 20072 (Apr.
23, 1998), Il FERC Stats. & Regs. Regulations
Preambles 131,062 (Apr. 16, 1998).

providing for three intra-day
nomination opportunities.1® These
standards also significantly enhance
shipper flexibility, for example, by
giving shippers the ability to aggregate
gas supplies from numerous sources in
a pipeline pool for nomination purposes
and by allowing shippers to assign
priority rankings to gas packages.

These changes, operating together,
have changed the character of short-
term markets. Five years ago, most gas
was purchased during bid week under
monthly contracts and transportation
was arranged at the same time on a
monthly basis. Transactions occurring
outside of bid week were unusual and
were referred to as the aftermarket.
Today, daily markets for gas and
capacity are developing rapidly.
Shippers now trade gas on a daily or
even an intra-day basis at various
market centers and pipeline
interconnect points or at pipeline
pooling points. For example, at pipeline
interconnect points or at pools, there
may be repeated sales of the same gas
between producers and marketers before
the gas is scheduled for transportation.
As described in a recent proceeding,
shippers can use pooling to effectuate
gas exchanges (pool to pool transfers) as
a means of enhancing supply and
pricing options and of market hedging.2°
For example, a shipper may buy gas
from a pool as insurance against a
change in its system requirements and
then sell that gas to another pool if the
load does not develop in its market.

Shippers also can take advantage of
trading opportunities by making daily or
intra-day changes to their gas
nominations to react quickly to
changing weather, changing prices or
supply sources, or other circumstances.
For instance, a shipper that loses a
supply source can submit an intra-day
nomination to change its receipt point
for gas so that it can purchase gas from
an alternate supply source. The reports
in trade publications of daily gas prices
at delivered markets are further
evidence of the increasing scope of the
developing short-term market.21

The developing gas market, however,
is in some respects still in its infancy
and there are still impediments, both
regulatory and non-regulatory, to the

19 Standards For Business Practices Of Interstate
Natural Gas Pipelines, Order No. 587-H, 63 FR
39509 (Jul. 23, 1998), 84 FERC 161,031 (July 15,
1998).

20E] Paso Natural Gas Company, 81 FERC
961,174, at 61,760 (1997) (approving a limit on
pool to pool transfers because pipeline could not
handle the volume of transactions under new
scheduling timeline).

21See, e.g., Gas Daily, March 2, 1998, at 1-2;
Natural Gas Intelligence, Jan. 5, 1998, at 4; Natural
Gas Week, Jan. 12, 1998, at 12, 17, 20-21.
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development of a well-functioning
market. Price information, which is
crucial to a well-developed market,
could be improved. While the
Commission requires the posting of
information on capacity release
transactions, posting of pipeline
discount transactions occurs well after-
the-fact and cannot be used by shippers
to make daily market decisions.
Moreover, it is difficult for shippers to
obtain accurate information about
delivered gas transactions or the value
of transportation inherent in such
transactions. Shippers are left to
personal communication or trade
publications to determine prices at
receipt and delivery points. Acquiring
market information through personal
communication is time consuming and
expensive, particularly for small
customers who would have difficulty
canvassing a large enough number of
sources to obtain sufficient market
information. Each trade publication uses
different reporting methods. Some mix
long and short-term transactions and
some report price ranges while others
report averages, and most do not report
quantities traded.

Also, capacity markets are
fragmented. Different regulatory rules
apply to pipeline sales of interruptible
and firm capacity, capacity obtained
through release transactions, and
capacity used as part of delivered gas
transactions. For example, the
nomination and scheduling procedures
and rate regulation differ among
pipeline capacity, released capacity, and
delivered gas transactions. In addition,

different rights may apply depending on
the type of capacity a shipper tries to
acquire. Shippers purchasing released
capacity from certain firm shippers may
have to rely on alternate receipt or
delivery points, and the use of such
points are sometimes restricted by
pipelines’ tariffs.

All of these factors increase the
shippers’ transaction costs by increasing
the difficulty and risk of doing business
in the short-term market. Absent good
price and capacity information, shippers
cannot easily compare capacity
alternatives or 