Decamber 1999



ela
INTRODUCTION

This study has beent prepared by the staff of the Federal Energy Regulatory
Commission (Comumission) to analyze the noed for natural gas capacity in te
Northeastern United States. It {s undertsken pursuant to language contained in the House
Appropristions Committes repart accampanying H.R. 2605, Fiscal Year 2000 Enexgy
and Water Developmant Appropriations Act (Pub. L. 106-60). That language, which
states concerns With the "proposed market link expsasion project in Northern New Jerscy
(movwn a3 the TRANSCO pipetine)”, provides that:

[T]be Cosumittee Is concerned by the Commizsion's lack of
snalysis and future plan for capacity needs in this ares.
Therefore, the Committes directs the Commission to provide
an analysis of how much expansion is enticipated for this
ares. The analysis should provids, but ot be limited to, 2 20-
year outlook of the aumber of pipelines that will bo nceded to
handle future capacity in this region.

As a staff apalysis, this study does not necessatily reflect the view of the Commission.

EURFOSE OF THE SIURY

The purpose of the siaff's study Is to snalyze the potential need for natural gas
capacity in the Nostheastern United States. This analysis {5 highly predictive, and hence
highly uncertain, because it is based on assumptions pertaining to, among other things,
ﬂurmofecummcmwm&nthengminmﬂmd\mmodmp«iodofmm
ths fature price of fumls, slectric genscation pattemns, technological changes,
environmental regulations, and other fectors.

TIME PERIOD OF STODY

This staff paper analyzes the period starting with the present time and extending
through the year 2020. Of the studics available to staff, only ons cxtended for 20 years,
the period suggested by the House Appropriations Committss rsport. The staff balisvas
that the snalysis of necd described is subject to so many variables that the specific
predictions described in this smdy may be highly uncertain cven within more immadiate
tme-frames. :



STUDY AREA

Staffhas determined that the appropriste area for this particular snidy includes the
New England states of Maine, New Hampshire, Vormont, Massachusetts, Connecticut,
and Rhods [sland; snd the Mid-Atlantic states of New York, New Jersey, and '
Peonsylvania. These states were chosen as the study ares because there are several
pending and proposed pipeline projects to serve this region which have engendered s
groat deal of discussion as to the issuc of noed,

Histocically, natural gas pipeline capecity into the New England and Mid-Atlaatic
regions could be separatsly studied with shnost all natural gas flowing north into New
Engiand from Taxas, Oklahomna, and the Guif of Mexico through the Mid-Atlantic. With
the advent of the naew and increased intercannections with Canadian pipclines, however,
substantisl volumes of natural gas now flow from Canada south and mare substantial
dhpucemcntofvolnmeshxtotheMid-Aumﬁcmbeaxpcctedtoocaxrinmcﬁmn.
Thus, for purposes of this study, the capacity of the two regions is consolidated into cne
region. Further, onlynvoormumdiuumlyudbymffaw\md(}m:how
consumption separately for the New England and Mid-Atlantic regioa. !

Given the fact that patural gas markets and the interconnected web of pipelines
serving those markets do not correspond to political boundaries, it is difficult, if not _
impossible, to study the issue of future nesd for natural gas capacity for a specific state or
reglon. Onamnlookutbcupmulwholemdmpolmmmnmemm
of areas within that region. Such an exerciss is admittedly imprecise given that, :
depending cn many Various factors which cannot be evaluated absent specific
informatian about existing conditians, there may be supply distocations (i.c., cither wo
muchonoolnﬂcalpplyofnuunlgu)nagmmnmnrnlpvenpomtmlm In
addnuon.mnmnmormomuonwm.nmﬂwmmmﬂw
system. ‘ ,

BACKGROUND

Natural gas is s deregulated commodity which is bought and sold freety in the
market place. Supplios of natural gas arc delivered fom the well-head by a highly
interconnected web of more than 1,000,000 miles of interstaic natural gas pipelines

Amﬂwhccudﬂcmdwmﬂmmumtonhm
Amachment A.



-3-

extending throughout significant portions of the country, including the Northeastarn
Unjted Stazes. o :

The arganic legislation sctting forth the Commission's responsibliities, the Natural
Gas Act, declares in section 1(a) "that the business of transporting and sclling namral gas
for ultimate distribution to the public is affected with a public interest, and that Foderal
regularion in matters relazing to the transportation of natural gas and the sale thereaf in
interstate and foreign commerce is necessary in the public interest.® As set forth in this
and other sections of the NGA, the Commission is charged with furthering the public
interest in authorizing the construction and operstion of interstats nanural gas pipefines.
This entails consideration of many interests and gosls. As Congress, the Commission,
and the courts have interpreted it over the decades, this mission includes, smong other
things, the assurance of adcquste supplies of natural gas to consumexs, and the assurance
of adequate competition amang suppliers to cut costs and improve market conditions for
the bensfit of conswmers. 1t also includes factors a3 diverac as considerations of clean sir
and other environmental bencfita, and the encrgy security of the Nation. _

EART ; FUTURE NEED FOR NATURAL GAS

Background

While there are many factors that must be avatuated to determine the noed for .
additional natural gas ransportation capacity into any given market, ons of the primacy
requirements is to have an estimate of the futnre need foc natura] gas for the area in
question. The determination of funure neod for natieal gas in a given region of the
country is difficult It involves Identifying and assessing a great many factors such a3
futuge economisc growth, pstterns of clectric generaticn, technological advances, and
changes in enviroamental regulation. For this reason, the issue of naed |s mest
appropristsly snalyzed using complex computer models which take into account thesc
factors, and which ars capable of evaluaring the impects of changes in assumptions. As
with any model, the resulta that are predicted raflect the assurmptions that are used. For
this reason, such models typically use s range of assumptions peraining to key variables.

From a practical standpoint, we note that estimatas of future need for natural gas
in the near-term (i.e., the next two to three yomrs), mud the capacity required to serve that
demand, are esscntially moot from a policy and certification point of view. Given the
lead times roquired to plan, market, receive regulatory approvals, and coustruct pipeline
capacity, existing capacity and capacity ajready under construction, or well along the
regulatory peth, must be assumced to be adequats 1o serve this near-tenn load.
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.. We also note that, from an historical perspective encompassing the past several
decades, projections as to funure natural gas prices and demand have tended to undergtare
funire demand snd overstats firye price. This pattern is particularly pranounced with
respest 1o longer-temm projections.

| Smdies\sllized b

‘ Given the camuplex sconometric models required to conduct viable studies
mmeM&MmmemmmMuWHym
cntitics with expertise in this area. For purposes of this analysls, we have relied on
studies conducted by:

The Department of Energy's Energy [nformation Administration (EIA);
The Gas Research Institute (GRI);

The Interstate Natural Gas Associstion of America (INGAA);

Priaark EFA (formerly Wharton Econometrics); and

Cambridge Energy Research Associates (CERA).

Information pertaining 10 these studies waa presented to stafT in the proceedimgs and
conferences described below. The sudy from DRIJ presentad by Edison Electric Institute
was not utilized in Table 1 becauss its definition of the Northeast region included states
cutsids of the area examined by Staff in this analysis, and those states could not be

segregated out. L -

Although the studies consider many alternative scenarios, nons of tham address
the question of whether any specific project ar combinmion of projects is requised, sither
now or at any point in the future. For exampls, the aggregate sstimates of gas
consumption in the studies considered are annual, whereas the need for pipsline capacity
is primarily deternined by the maximum throughput, which in turn requires astimates of
monthly or daily demand. It is not possible to use these studies to determine accurate
estimates of manthly or daily demand, which is the ctitical issue faced in making
decisions to authorize the construction of additional projects.

To conduct this analysis, we first examined the available information to determine
the projected forocasts of annual natura) gas consumption. As noted above, the studics
conducted by entities such as EIA and GRI and otheys typically involve extensive
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mwmmmumawumbummmmwmmof
cconomic growth, the price of fuels such as cosl, 0i) and nstural gas, and changes in
environmental requistion. Because of the difficulty in predicting these factors into the
futire, the models typically use various scenarios in Which, for example, the projected
price of fusls are sxamined within & price range, sud within e price range relative to the
cost of other fhals, and sscumptions are mads as to the sva(lability of sources of
electricity genaration, such as muclear power plants. Thus, these smdies typically

produce a range of sstimares.

To assess tho impast of various scenarios, the srudics typically set farth a
reference or bascline case against which the scenarios ¢an be compared, For example, &
typical reference case might incorporats the corrent cost of cil, the current ccat of
electricity, and curvent economic growth ratas, among many other factors, 16 develop &
baseline. Scenarios are then used which alter thase variables to detexmine alternative
possibilitics that may be expected. Table I1 lists soveral of the primary assumptions used
by the studies to the extent that they were identified in the public record.

Table 1 of thiy study compares the various forccasts made by El1A, GRI, INGAA,
WEFA, and CERA for the states that comprise what we have described as the
Northcastern region for purposes of this study. The information set forth for EIA and
GRI ars their refevence or baseline cases. The pumbers in question for the given yesr
reflect the forocass of annual natural gas consumption stated in billions of cubic feet
(Bcf). Thus, for the year 2000, EIA estimates annual natural gas copsumption in the
region as 3,294 Bef GRI estimates annual natural gas consumption far the year 2000 as
3,291 Bef in its 1998 study, and as 3,152 Bef in s 1999 study.

INGAA forecasts of annual natural gas consumption use several different
scenarios. In Cases ] and 3, NGAA assumes high seconomic growth with a Gross
Domastic Product Deflator (GDP) of 2.8% per ysar and & Federal Reservs Board
Industrial Product Index (FRB) of 3.3% a year. Cases 2 and 4 assums a GDP of 2.5%
and a FRB 0f 3.0% pey yoar. Cases 2 and 4 also assume nuclear alectric gensrating
facility retirements of 11.1 gigawatts by 2010 with no impediments to continued
operation of existing coal-fired units.

Tabls 1 containg the results of three WEFA scenarios. In the Siringent
Environmenta! (SE) scenario it is assumed that tight air quality environmental
regulstions, auclear shutdowns, and strong regional sconomic growth craate suong
nstursl gas demund and limit the ability of clectricity providers to meet peaking-demand
through fue}-switching. In the Conventional Wisdom (CW) scenario it is assumed that
regiona] econamic growth slows, but gus demand-growth is strong, as some nucloar shut-
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down and the construction of merchant plants (iLe., eloctricity generstors) result in strang
#As demand-growth for power gensration. In the High Technology (HT) seenurio it is
assumed that 8 combination of s world-wide recession, strang technology development,
improved magagement of nuciear plants, and slow regional growth results in siow gas
demand growth and low dclivered prices.

Table 1 alno containg the resuls of thres CERA scensrios. The Gas Favored (GF)
scenario analyzes demand potential for both gas and power wider favorable conditions.
As power demand grows and electricity genarators i to the use of natural gas, regional
gas demand could nearly double by 2015 If the nsedad nanural gas supply and pipeline
infrastructure are devaloped. The Canstrained Growth (CG) sccoario reflocts the
uncertainty regarding the ability of U.S.-based gas supplics to mcet the strong demand
growth potcutial for gas in the cnergy markwtplace. The Great Expecistions (GE)
scenario cxplores the possibility that an over investment is made in largely gas-based
nsw power gancraticn in the Northeast based on sxpectations of continuing ecanomic
strength and poor nuclear performance.

Porccaxtx of Anngal Natural Gas Consumption.

As noted above, saff assumes that short term growth in netural gas demand must
be satizfied with existing pipeline capacity, or capacity that is near an in-service date.
Qiven 3 typical regulstory dme frame of two yeams 1o spprove and constTruct new pipeline
capacity, staff belioves the earliest gas supply projections relevant to s forward looking
analysis of natural gas pipeline capacity is 2002. Table | shows that total gas demand
projections from the available studies for the yesr 2002 range from a low of 3.297 Bef to
a high of 3,898 Bef. In looking further 1o the year 2015, the range of projecied demand
rises 1o 4,276 Bef and 5,435 Bct

Ths studies agree that the Northeast gas market will experiencs significans growth
in dsmand from current levels under all scanarios tested. Thas studies also agres that all
customer groups will at least maintain current consumption levels, and most agree that al)
customer groups will grow. In addition, the studies agree that the electric power
gensnation markes Will canstitute the singls fastagt growing segment of the Northeast gas
market. ,

To the extent other partics in vations Commission proceedings have commented
en the fururs demand ﬁrmﬂ;ummwmmanmdupmdhmdu
aspects of the studics’ projections identificd in Table I. Rather, individual assessments
tend 1o focus on anall market areas, and prefarences for various assumptions that, while
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always resulting in growth in damand, change thes rate of growth up or down relative to
other sssumptions, .

PART II: CAPACITY REQUIREMENTS

The gns demand studies, with the exception of EIA's, did not examine in any grest
denil pipeline capacity serving the Northeast market. Pipetine capacity was sppareatly
assumed (o either exist, or that it would be constructed in a thmely fashion sa nat to
become a constraint on the market.

EIA estimated that the Northeast has approximately 15.3 Bof/d in delivery
pipeline capscity. EIA’s estimate was besed oa annual throughput figures. Staff
converted EIA's Sgures to daily numbers as shown on Table I, as pipeline capacity is
typically described on a daily basis.

Pipeline capacity can be defined many ways. The Commission fypically uses
sevaral definitions for construction, service, and rate design purposes, including
maximum day under mudmun optimal conditions, design day, and seasanal design
days. As relevant here, for design day purposes, natura] gas companics typically design
pipeline facilities in order to provide the operational capacity tn mast the pipeline's
service obligations under a specific set of operating and weather conditions. Typical
itemns considared include contracnual obligations, sessonal temperatures, facility
limimtions, stocage deliverability, and customer Joad profiles. To determine scasonal
design days, natural gas companies typically dealgn pipeline facilities in arder to provide
the operational ¢apacity to meet the pipeline's sexvics obligations under a specific sst of
expected scasonal operating and weather conditions. For example, a company in the
northeast with market srea storage may design its pipeline upstream of storage facilities
under sunmer operating conditions in order to maximize knjections into storage whils
designing the system downstream of storage facilities under winter conditions to meet the
winter demands of customers.

Praisciag Capscity Requi

The dats in the record indicate two different methods of projecting capacity. First,
projecticns can bs based on regional dsmand and capacity utilization, such as those
shown oo Table | and the FIA capacity study. This method can be characterized o8 a
"macra” spproach. The second method utilized by many parties in the recard is a
project-by-project analysis, which [s similar to that used by staff. This approach



cvaluates individual projects with timited coverage, and can be characterized as 8
“micro” approach. :

EIA’s bask spproach of using pipelina capacity utllizaton can be used to project
future pipeline capacity requirements, assuming no other changes in the undedlying
assumptions. The key conversion factor is the capacity utilization. The utilization factor
should be acceptable in achieving severa] objectives, including limited capacity
constraints st peak periods for most customar clasass, limited constraints for supplises
and end usass to meet, and limited opportumity for pipelines to exarciss market power.

St ff expects loag-line natural gas tranemission systems sxtending from
production reglons (e.g., the southwestern United States or Canada) to market regions
(c.g., New York Clty) to operate at an annual capacity utilization of 90% to 95%. This is
because long-line pipelines, which have the ability to convey a given, steady-state
vojume (subject to limited variables such as line pack and temperature), transport natural
gas directly from the produciog regions to tho market region and should, therefare,
operats at » high, relstively constant snnual capacity utilizatlon. Put differcudy, loog-
line nanural gas transmission systems are essentially designed to transport natural gas in
relatively constant amounts from production regions to regions where the natral gas is
ultimarsly consumed by the end-user or put into storage facilitics (¢.g., depletod natural
gas fields) for later withdrawals and consumption during periods of increased need.

Other nanursl gus ransmission systems may serve a somewhat different function
And requirs a different annual average capacity utilization factor. For cxampl, it is more
typical in a market region, such as the Northeastam United States, with largs amouais of
natural gas storege capacity svailable, to expect natural gas pipelines in that merket
region to have an anqual average capacity utilization of 75% to 78% in order that peak
day design loads may be sarved at a capacity utilization of 100%. Ultimately, the lower
snnual averags capacity utilization factar for these natural gas transmissioq systcms, as
compared to long-line catural gas transmission systems, reflocts their different function
and the fisct that the farmer musi be designed to take into sccount paak needs. Load
management tools, such as the avallability of natural gas from storage facilitles, are used
to meet the difference in capacity ulilization expoctations. The average underground
starage withdrawal capacity in the Northeastern Unitad States is approximately 3.3 Bef/d,
which is equal to 21.6% of the identified pipeline capacity of 15.3 Bcf/d. In a regional
analysis, such as this stuudy, load factars greater than 78% on an averags annual basis for
thess types of natural gas pipslioes indicate s capacity constraine.

Several pastics, bowever, have argued that up 10 an $5% pipeline capacity
utilizarjon is achicvable. Based the range of 75% to 85%, Table II indicates that
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additional capacity may be required as early as the 2003 to 2005 time frame. This
infarence is based on the maximum growth scanario. Staff believes consideration of
reliability, changing customer demand profiles, 8 mare dynamic and liquid nanal gas
market, and the long lead times and high capital costs associsted with pipeline
construction require the use of the peak growth scenario. Tho costs 10 consumers and
society associated with a lack of capacity to maet demand cannat be rectified in & shost
period of timo dus to the long lead times associatad with pipellne coastruction.

_ Both the EIA daja and ths total Northeast natural gas detnand projections are
based on annual figures. As discussed below, staff believes that there are sarious
limitations in using such dats and projections in evahating the need for new incramental
pipeline capacity into any market

Limitadi f1a Ute of Annual D {Fi

Most forecasts of patural gas consumption only project the annual demand for gas.
However, annual throughput into any given market area oaly provides a rough estimate
of the actual pipeline capacity necessary to deliver that volume. Most pipelines are not
desigoed on the basis of annual demand because annual demand gives little indicatiaa of
the actual seascnal, monthly, daily and hourly demand profile of customan, either as &
totsl or individuslly. The Commission's regulations require an applicant to submit flow
diagrams showing the daily design capacity of their facilities, and raflecting operation of
the facilities with and without the propased facilities. As noted previously, when
speaking of a pipeline’s flowing capacity, the terms "peak” and “design day" axe unilly
interchangcable. The maximum design of a pipeline refera to the larges: volune of
natural gas a transmission systemn can deliver under continuous steady-stats conditlons.
Pipelines are dosigned to establish a delivery capasity, which, in turn, reflects the demand
profiles of the intemded customers. For example, residential and smal! busincss demand
profiles in the Northcast are typically seasonally high in the winter season with daytime
peaks and maming and evening necdls peaks that vary by business or non-busincas day.
Firm industrial Joad typically runs year-round at a high load factor. Thus, the capacity of'
a pipeline designed tw serve exclusively a residential and small business load would be
considerably different from one designed to serve an industrial load.

The market which al] of the gas smudiss undarlying this analysis agree roprasant
tha grestest potantial for gas growth is alectric generation. Electric base load genecation
can be expected to maintain high load factors. However, the gas market studies assume a
significant amount of the new electric geaeration load will be to supply & peaking electric
markes. This customer class will present s high peaking ges domand profile. We expect
that pipelines aarving electric load will design their facilities to meet their customer



demand profiles. There are many potential ways that these peak demand profiles could
be met, including new pipeline capacity, new peaking capacity, a0d demand side
abemarives. In a region as diverso as the Northeastem United States, these factors
fnroduce an especially high degree of uncertxinty. Prodictions of the need for new
pipeline capacity using the model-based studios, therefore, are limited in their ability io
isolste sy single factor of pipeline capacity as compared W othar possibls factors.

Also, the use of annual utilization rates of pipeline capasity for Large regionsl
market arcas havo similar limitations in determining incremental pipeline capaclty
requirements fhe a given market. For example, if the new customer demand profiles sre
different than those currently served, pipsline utifization factors can also be expectad to
be different. Gas surveys sgres that new gas demand profiles will not be uniform. The
studies project that electric power gencration is expected 1o be the primary arcs of gas
gowth. Neither the pipeline industry noc the Comymission staff expects tha slectric
gensration market to have the same load profils as residential, small business, and
industrial customers. Therafore, historical capacity utilization factors may not be
spptoptiate (o determine future capacity requirements.

Furthermere, pipclines may be already constrained in rendering current services.
As such, the concept of avallable capacity from existing pipelines to service psw namiral
gas demand may not cxist because existing pipeline operations require utilization of
certain facilities that, in efface, isolate avallahle capacity from sarvicing any market.
Examples include systems designed to utilize exoess summer capacity to deliver gas to
storage to provida winter peak load services.

Average utilization faciors mask the extremes in individual pipeline load factors.
1f & aew market for natural gas develops in one geographic arca with |ittlc cxlning
pipeline capacity, the availahility of excess capacity in the broader geographic area
provides no contribution to solving a capacity shortfall to serve custamers. This is
because pipelines cannot be moved from cac market to another.

Finally, the fact that pipeline capaciry is zvallablc 10 & market is not the same as
satisfying the market's dsmand for pipeline capacity. For cxample, pipsline capacity that
originates from a supply area that is everpriced or depleted is not truly "available”
capacity, a4 it is not a realistic nitemnative. Yet this capacity will likely be counted in
survey of existing capacity.
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PART II: PUBLIC COMMENTS

At a public conference beld on June 7, 1999 (Dockat No. PL99-2-000), the
Commission conducted an inquiry into anticipated nanwal gas demand jo the
Northeastern Unitad States over the next lOm:Oyna-’ The Cominission siso
provided sn opparmumnity to fils written cammaents afier the conferencs. As the following
mnmwshows.sku'dmge of visws and opinions were prasentsd on scveral toplcs.

Grawih Projections sad Existing Pipeling Capacity

Texas Eastemn Tranamission Company and Algonquin Gas Transmission
Company (Texas Eastern/Algonquin) stated thas aggregate demand for natoral gas will
increase in the Narthesstern United States over the next decade at & rate of approximatsly
2.9% per year. lroquois Gas Transmission System, L P. (Iroquois) projectsd that,
betwoen 1997 and 2006, snnua) growth in finm load in the New England scea and in the
New York market will average 1.9% and 1.6% (or approximately 7 Befyvar and 12

Bef/year, rospectively).

Many entities stressed that in determining the need for pipeline capacity, the
Commission must consider reliability, pains-specific changes in demand, ahernative
supply sources, and competitive sources of ranspartation rather than simply looking at
regional growth. Thus, entities such as the Public Service Commission of New York
(PSCNY). the Edison Electric Institute (EEI), and the Conservation Law Foundation
predicted s nced for additional pipeline capacity within the next several years. Similarty,
Enargy Markets and Policy Analysis, Inc. asserted that there is no way 1o predict
procisely the amount of pipeline capacity that the regicn will nced in the future;
consequently, it urges the Commistion 10 assure that fully sdequate capacity is
oectificated, cven if that memns arring on the high side of perceived requirements.

Some entities, such as CNG and E! Paso/Tennsssce, maintajned that the existing -
infrastructure, wih minor modifications, can meet the increased demand in the near term
(i.e. 2004 or 2005). On the other hand, EEI concluded that the adequacy of natural gas
pipeline capacity is difficult to gaugs becauss of the substantial swings in utilization over

3 For purposss of the conference, this included those states tying east of the
Mississippi River and north of Tennetsee and North Carolina. The
Northeastern United States reproseats the single largest natural gas market
in Narth America; RDI estimates that approximately 37% of total gas
consumption in the United States oocurs within this region.
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a period of & ysar. EEI asseried that in the New England sub-regicn, whers natura! gas
fuels a significant portion of baseload elactric genention, scascnal heating demand and
clectric generation needs will coincide, thersby stressing the available regional pipeline
capasity. RDI predicted that without additional deliverability, capacity shortages in the
New England sub-region could occur as early a3 2002. Based on its modeling of
regional powsr system dispatch economics, the Conservation Law Foundation saw a
fairly immediate nead (within four yesss) for PNGTS and Maritimes to be expanded, sad
for significant (430,000 to 800,000 Mcf/dxy) new natural gas pipeline capacity. Process
the Northeastern United States has “firmed up,” there is lcss slack to meet growing
deiands. In the same vein, EED's "Nanxal Gas Market Analysis® reflects that the growth
in gas-fired generation in the Necw England sub-region in the next few years may jeave
the region susceptible to natural gas pipsline capacity shortages as natural gas generstion,
assumning a basaload role, increases peak month pipeline utitzation.

Markets Whese Growth Will Ogear

froquois stated that batween 1997 and 2006 annua! growth in the New England
ares associated with ncw gas-fired clectric generation will average 5.7%, or 15 Befyear,
while annual growth in New York ansociated with new gas-fived alactric generation will
average 4.8%, or 11 Béfyear. PSCNY noted that the 1998 Energy Plan of the New Yark
State Planning Board cstimates that the demand for natuxal gas for ¢lectic generstion
purposes will grow between 0.7% to 4.5% per ysar from 1998 through 2028. The
Amarican Gas Agsociation believes that, on & nationa) basis, natura) gas consumption
from the clectric generating market will double by 2010 from its current level (to 20-25
percent of total natura) gas cansumption). The “Natural Gas Market Analysis® which
RDI performed for EEI forecasts that electricity demand in the Northeastan United
States will increase nearly 1.1% a year from current levels. EFI ‘s analysis also cstimates
that gas demand by the electric generation sector will increase by 11 percemt per year in
the Northeastern Unitad Statas through 2010 due to, among other things, nuclear
retirernents and environmenta! restrictions oa oil and coal generation. Texas
Eastam/Algonquin believe that roughly 80% of the increased demand is associated
exclustvely with new gas-fired independent clectric power projects that will peimarily use
natural gas during off-peak periods, and will not increase the need for additional peak
natural gas pipeline capacity in an amount equal to the increases in aggragate agpual
demand. .

Process Gas Consumers Group noted that a recent INGAA study analyzed various
studies of projected future demand for natural gas between 1997 and 2010-2015 aad, in
every case cxcept s low growth economy case, prajecicd increased industrial demand for
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nsnal gas ( an annual level of about 8.8 Tof in 1997 ta berween 9.5 Tef 1o 10.6
Teb). , Ce

\vailable Cagacity Dus to Tumbag

CNQG Transmission Carparation statad that FIA data demanstyate that the
utilization rate of existing pipelines in 1997 was approximately 70%, and that an 30%
ctilization rate of existing and currsatly certificated pipelincs would atisfy sven the most
optimistic of EIA's demand projections until 2003, El Paso/Tennessee belleve that
existing end inoxpensive cxpansions of existing natura] gas pipeline systams can satisfy
projected market growth for at least tha next five years and probably langer. rogquois
belloves the Commission should consider the expansion of existing pipeline systems — in
a paxiod of extensive capacity turnback potential — to fuel this growth in the near term
mx!haemgn.ﬂming.lmﬁonnndw«ofmwﬁnummm}y
sscertained.

Independence stated that there is no evidence ta show where or when turaback of
capacity will occur, and how this tumback would satisfy pradictions of growing demand
in ths Northeastern United States, a5 well as sxdsting market demand Independence also
maintsined that sven if there is turnback capasity, the markets that hsve becn served by
this capacity will not disappear and thage loads will continue 1o he served even though
the capacity may be held by a different market participant. Process Gas Connuncys
Group maintained that projections of incressed demand in the Narthsastern United States
will exceed the occasiona! tumback of capacity which will accur as pipelines' histaric
custorers (local distribution companies) reshape their load. PGC stated it is dangerous
for the Commission to rely exclusively on tumback capscity t0 meet the repidly growing
increases in demand for natural gas in the Northeastern United States over the next 10 1o
20 years. mnwm«mcmaummwmwmw
memdenﬂymmﬁ:mhachmeBmdeNGmWanm
demand; and that some additional capacity likcly will be needed if aay reasonabls portion
of the projected electric power demand growth In the Northeastern United States

3 Tuenback capacify rasults from the expirstion of a firm transportation
contract at the end of ity term whea the firm shipper elects not to exersise
the right of first refusal under the Commission's regulations and thershy
turns the capacity back to the pipeline.
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Texas Eastern, the studies referanced above, of sny other party claim that this capacity
represents a reduction in demand for narural gas in the Northeasern United States. This
rurnback capacity may represeat shippers shifting their transpactation preferences among
pipeline suppliers of ransportation capacity, as opposed to & real reduction in demand.

Ralisncs on Markets

Tha PSCNY urged the Cornmission to rely on the market to decide whather the
additional capacity should be built in the farm of incremantal expansions to existing
pipeling or "grecnfield® (i.e., pipelines not constructed in existing pipeline cocridors)
pipeiines. It, and others, contended that investars in asw pipeline capacity sce mare
likely to evaluate changes in natural gas demand, and to make better and faster docisions
than regulators in forecasting demand and deciding how much capacity should be built.
E!l Paso/Tennessse, on the other hand, urged that whlle allowing the market to decide is
genenlly appropeiats, this approach should aot be used in the Northeastern United States
in light of existing capacity and potential tunbacks in the region.

Several Congresamen also commented on ths issuc of anticipated natural gas
dsmand in the Nosthesstern United States. Representative Frelinghuysen (New Jexssy),
who authared ths directive that resulted in the ingtant analysic, noted the need for study
of this issue. Senstor Licberman (Connecticut) and Representatives Moakley
(Massachusetts) and Fattah (Pennsylvanla) noted the necd for additional electric
genearation In their areas, and requestsd that the Commisston ensurs thers is sufficieat
pipsline capacity to moet the demand. Representatives Blagojevich and Evans (Tltinois)
noted that the North American Electric Reliability Council projects an electric generation
capacity shortfall for the Northeast reglon, and requested that the Commission consider
the environmental and economic advantages of natural gas in satisfying this demsand.

CONCLUSION, n

This study snalyzes forccasts of natural gas consumption in the Northeastern
United Starcs and compares those forecasts to existing capacity in that region. Given the
difficulty of examining this issus on less than » regional basis, the study does not atvempt
to break out lssues of consumption of natural gas and piplmcamtyfotmandu
stases ar portions of stiss.
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~  All projections indicate incroasing damand for natural gas in the Northeastern
Unitsd Statss over time, and the need for increased capacity to meet that danand. This
lcads staff to conclide that sdditiona! pipellne constructon is likely to bo required in the
pear fiture to moet that demand.
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