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I, I NTRODUCTION 

ORDER NO. 636 

FINAL RU LE 
Issued April 8 , 1 992) 

By adopti ,g the proposed ru l e with modifications, this r ule 

re qui ces signi £i ant alterations in t he structure o f i nterstate 

nat ural ga s p i pel ine services in light of the change s in the 

natura l gas industry brought about by t he Nat u ra l Gas Policy Ac t 

of 1978 ( f'GPA ), 1/ the Co. mi s .io 's open access t r anspo r tation 

program, 2/ and the Natural Gas We l lhead econtrol A t of 1989 

1 / 15 U.S.C. 3301 -343 2 (1988), 

2/ Regul at" on of Na tura l Gas Pipe l ine s Aft e - Partia l we l l head 
Decontrol, Order No . 436 , 50 FR 4240 8 (Oct. 18 , 1 985) I ' ERe 
Stats, & Regs. [Re g u l at i on s Preamb les 1 98 2-19851 P 30,66 5 

con t inued ... ) 
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when fully impleme nted, wi l l finalize the s t r uc t ura l changes in 

he Commiss ' on's regu l ation o f th e na.t u r al ga s . n dus t ry. Th is 

ru l e wi l l the e f ore r eflect and f inall y complete the volution to 

c ompetition in the natural gas industry lnit i a ed by th ose 

change s 4 / so tha~ ~ll Qatural gas suppl i e rs, i ncluding lhe 

pipeline as merchant, 1-1 '.11 compete for gas purchi'lsers on a e q ual 

foo ting . As discussed below, this promotion o f c ompet' t i on among 

gas suppliers will bene f it all gas consumers and the nat 'on by 

"ensur [ ing) an ade quate and r ella le s up p l y of [ c :"' ean and 

a ImdantJ natural gas at the 100~est reasonable p r i (;0. ." 5 / 

I I . PUBLIC REPORTING REQ UIREMENTS 

The Commission escimates the public re por tin g burden as d 

result of this rule t o be a n a verage of 4,810 hours per response 

2 / ( ... continued) 
1 98 5 ), vacate d a n d r emanaed, Asso c iat ed Gas Dis .ributors v. 
FERC, 8 2 4 F .2d 98 1 ( D.C. Ci r . 19 87), ca r t . den i ed, 48 O.S. 
1006 (1 988), readop ted 0 1 an i ter i m b a i s, Orde r No. sao, 
52 fR 30 334 (Aug. 14, 1 987 ), FERC S ats . & Regs. 
(Regu1at ' ons Preambles, 1986-1990] 30,761 (1 98 7 ), 
remanded , Ame r ican Gas Associatio n v . FERC, 888 F . 2d 136 
(D.C. Cir. 1989), readopted, Order No. SOO-H, 54 FR 5 2 344 
( De c. 21, 1989), FERC S tat s. & Regs . [Regulations Pre amb l e s 
1 98 6-1990) 30,8 67 (1989), reh 'g g ran ted i n p a aId d e n i ed 
i n p ar t , Or der No . 50 0- 1 , 5 5 fR 6 605 (Feb . 2 6 , 1990), FERC 
s t a s. & Reg s . [ Regu la t i ons Preambles 1986- 1. 990 ] 3 0, 88 0 
( 990 ), af£'d in p art and r eman ded i n part , Ame r ican Ga s 

Assoc ia t ion v. f ERC, 912 F . 2d 1496 (D . C . Cir . 19 90), c er t . 
d enied , 111 S. Ct . 957 (199 } . 

3 / Pub L. No. 101-60, 1 3 Stat. 1 57 (1989). 

4/ Those changes are discuss e d in detai , infra . 

5/ S. Rep. No. 39, 10Lt Cong., 1s'( SP..ss., at p. 1 (1989) and 
H.R. Rep. No. 29, l 0 1st Cong . , 1st S c~:: :;., at p. 2 (1989). 
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pipel i ne s know how much gas is jn the system, whose gas· 5 , 
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od who is taking d e l · ve r y of the gas. i pelines wi l l be al l owed 

cost recovery fo r purchasing and ·nstal.ling such equipment in 

the i NGA section 4 rate cases, s ubject t o prude . ce reviews. As 

indic ated above in conneccion with capacity curtailmen t, the 

parti cipants should also explore the need for authorized 

di version where the gas can be diverted in specific circumstances 

wit h rea onab le compe nsa tion . 

VIII. RATE DESIGN 

A. Introduction 

As par · of the Commi ssion's a c ti ons to i mpr ove the 

competitive st rllctL z:e of the n a u ral ga s i ndustry, the Conuni s sion 

will adop t the proposed rule and requ i re a gener i c change i n 

pip e line transportation rates to elimi na t e paten i a l ompe tit ·ve 

distortions in pipeline rate s r u ctures. Spec ifically, the 

Commission's task is to determine the a ppropr i at e level o f fi xed 

transportation and storage costs to be recovered t hrough the 

reservation c h a rge 172 / and usage charge · n designing 

pipeline rates. 173 / Th i s determ · nation is known as cost 

1 7 2 / Sec i on 284 . 8 (d) of the Commission's r e g u la tions permits 
p i p e lines to charge a r ese-va t i on fe e . The Commiss i on wi ll 
here r e fe r t o reservat i on c h rge ra he r han demand c arge 
eve n when the discussion elates to the firm s ale s d ema n d 
c ha rge. 

173/ The u sage charge is also re ferre d to as the commodity 
charge. Howeve r, usage i s the correct t e r m to se i n 
connection wi th t ra nsp ortat ion, r athe r th an s a l es, r ates . 
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classification and is one part of the ratem~king process 

described below. 

T e Commiss ' on e ngage s ' n f i ve s t eps 'n fash i on i n g a 

pipeli ne's rates [or i ts j u ri sd : c t iona l c us tomers. Th e first 

task is to determine the pipeline's overa l l cost of 

service . 174/ The second ta s ' is to f uncl i onalize the 

y~peline's costs by deter i ning to which of the pipeline's 

H-__ 
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various operat i ons or fa c ilities the costs belong. This step is 

known as function a l i zation and mainly turns on the particular 

characterization of the pipe l ine's fa i lities as production area, 

tra nsmiS Sion, or storage faci l i ties . The t .ird task is to 

categorize the costs assigned to each function as fixed costs 

(which do not vary with the vol ume of gas lran ported) or 

variable costs, ~nd to classi f y (i.e., assign) those costs to the 

reservation ~nd usage charges o f t h e p'peline 's ra tes. Th i s s tep 

is known as classification. Th e fourth task is to apportion the 

costs classified to the reservation and usage charges among t he 

pipeline's various r at e zones and among the pipeline's various 

classes of jurisdictiona.l services . Thi s step is known as 

allocation. The fif t h t ask i s to design each service's rates for 

billlng p u rposes by computing n't rates for each service. This 

step i s known as rate design. The entire process is known as 

ratemaking. 

174 / TI e p'pe i ne's cost of s e rv ice is the tota l revenues needed 
to co ve r the ipel ine's operat i ons, i ncludi. 9 a just and 
r easonable return on its r ate ba~ e. 
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The ins tan t rule will not address f un ction a l i za tion, which 

is ma' n l y imp o rtan t in determining whe t her fac il i ties are 

j lr i sd i c t i ona l OJ:' nonjur' s ci ct i ona l . 175/ The Commission 

wi ll con t inue t o f JIlC t i ona lize be t'Neen t r a nspo rtation and 

gather i ng based on t he modified Fa r ml and test. 176/ The 

present focus is on classification as it rel ate s to u~l ocation 

and to the designing of t he a ctual rates. 

B. Backgr ound 

The Commi s sion uses the cost classi fi a t i on aspect of the 

r atemaking process to a ch i eve po l i c y goals that are p ertinent to 

current condi t i ons. Because conditions c hang e over time, the 

Commi s sion 's goals change and t he weigh t g i ven to var ious goa l s 

also changes. Thi s ba l a ncing of goals is a matter of judgement 

and is not an exact science. 177/ 

Fre quently, however, the Commission h a s emph as i ze d one 

particu l a r g oa l i n i t s r a t ema king. That goal is to design 

pipe l ' n e rates in lig ht of compet i t i on. Thi s has 'nvolved the 

shift i ng of costs fr om t he comrnod ' t y to the rese r vat i on chacge to 

keep pipe l ' ne cates c ompetitive. Fo r example , i n 1965, Lle: 

Comm i ss i on approved rates that put n i nety-s'x pe r c ent of a 

175/ See, e .g., Trunkl i ne Gas Co . 5 8 FERC P 61 , 2 40 (1 992 ) and 
In t e rs tate Na t ur a l Gas Pipel 'n e Ra t e De s ign , 56 FERC 
61 , 08 6 (1 9 91). 

176/ Fa rml a nd I ndustr i e s, Inc., 23 FERC P 61, 063 (J.983) and 
Amera da He s s Co r p., e t a l ., 52 PERC P 61 , 26 8 (1990). 

177/ Colorado I ntel.'s t a t e Gas Co. v. FPC, 32~ U.S. ~ Gj , 589 (1945) 
(" All oca t ion o f cos t s is not a ma t t e r f o r t he sl i de-rule. 
It invo l ve s j udg eme n t on a myri a d o f f a c ts .") 
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p ipel i ne 's fixed costs in its reserv a t i on charge to take i nto 

account c ompetition from coal. 178/ A tex' the curta i l ment 

e r a, i n 1983, t he Commis s i on fir s adop t ed th e modif ied f i x ed 

variabl e (MFV) met hod in reco gnition o f the annu a l 

underu t ' li zation of p ipeli e f e i l · t i e s. 179 / ~ FV also was 

devised to he l p p 'peline s s e gas by movin g a l l fi xed costs 

except for return on e q u i ty and r e l a t ed taxes to t h e res e r v a t 'on 

charge . 180 / In almost a ll cases, Mrv reduced t he pipel ' ne's 

fixed costs incl uded in ' ts c ommod i ty cha'g e compa r ed to the 

fixed costs i n c l uded i n the corrunod i t y charge u nder the prev' o u s ly 

us ed Seaboard 181 / or United methods. 182 / MFV, 

therefore, was adooted in pursuit 01 I ~n qORl of comp( ' ' !ion by 

178/ E.g., Fue l s Rese ar c h Counci l , Inc. v. F PC , 374 r.2d 842 (7th 
C' r . 19 67 ) (The cou rt a f f irmed the Commission's deviat i o n 
f rom the Se aboard (s e e inf r a) me hod by p utt 'ng 96 pe r c en t 
o f fi xe d costs in t he de mana c h a rge over the objection of 
c o a l associations.). 

179/ Na t u ra l Ga Pi p e line Compan y o £ Arne-i c a , 25 f ERe P 61, 17 6 
(1 98 3), orde r o n r eh 'g, 26 FERC P 61 ,2 0 3 (1 984), a ff'd i n 
re lev an t p art , Northern I ndi ana Pub i c Service Co. v. F8RC, 
78 2 F .2 d 730 (7 th Ci r . 1 986). 

180/ Futu r e r e f erences to fixed costs are t o f ixed transmiss ion 
a n d s t ora ge cos t s. Stor age will e b un d ed f r om 
- r ansp o r t a t' on a nd s e para t el y ch ar ged. However , s ome 
stora ge ma y b e r eta i n e d b y the i pe l ' n e for its ba lanc ' g 
an d sys tem man a gemen t o p erations a ssocia t e d wi t h 
trar sporta ion and for i Ls no- n otice ran s p ortation service. 

181 / At l a nt i c Seaboard Corp., 1 1 F C 4 3 (19 5 2 ) (Fif t y pe r cent o f 
f i x ed c os ts r ecovered in t he c ommodity charge). 

182 / united Gas Pipe Li ne Co., 5 0 FPC 1 3 48 (1973), a f f ' d sub 
nom., Cons o l ' da ted Gas Supp ly Co _p o V . FPC, 520 F . 2d 1176 
(D. C . Ci r . 1975) (Se venty-f i v e p e rcent o f f i xed costs 
r e cove red in the commo dity charge) . 
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compete ef f ect i vely with a l ternat've fuels such as oil. 
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The COlTunission again emphas' zed the need for competi ti ve 

rates when it adopted Order NO. 436. 183/ Sect i on 284.7(c) 

of the Commission's regulations, promulgated by Order No. 436, 

sets forth the Commission' s ::: ;~t, ; objectlves in dcs .i <;:1 i wJ maximum 

rates for both peak and offpeak periods. In addition to 

rationing capacity during peak periods , 184 / Section 284.7 

states that "rates for firm service during o f f - peak periods and 

f o r in t er r uptible service during all periods should maxlmize 

chroughput." 185/ In addition, Section 284.7 (d) (5) 

authorized pipelines to discount their transportation ra t e s below 

the maximum rate in order to adjust the pr ice t o meet competition 

[rom compe t itive fuels and from other pipelines. 186/ 

The Rate Oe5i9" [' ::-> 1' ,-'./ Statement, whjle emphasizing the 

possib.1 ~ .. eed to rat .i on capac).ty, also recognized the importance 

of maxiT~~:ng throughput in its discussions of discounted rates 

and rates for interrup 'b l e transpo r t ation serv·ce. In Panhandle 

Eastern Pipe Line Co., Op i n' on No. 369, 187/ t he Commission 

refined its approach to the rationing capaci t y and maxj~i~ing 

183/ See n.2, s up r a . 

18 <1 / liRa tes for serv ice dux' in c) Dc a k pe L'iods s 10u ld nl" i ::m 
capacit y." 18 CFR 284.7(c) (1). 

185 / 18 C fR 28 4 . 7 ( c) (2) . 

186 / Order No. 436, supra 0.2, at pp. 31,543-545. 

187/ 57 FERC P 6 L 2 64 ( 1 9 91) . 
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throughpu t goals by retaini ng MFV for cost a l oc at ion purposes 

because t here was no need t o r a t 'on ca aci t y on Panhandle's 

system, 18 8/ but adopte d the stra igh t fi xe d va r" able (S FV) 
------------ -

f or ra ce design (bil l in g ) rose s because o f he need to put a ll 

f 'xed costs in the demand charge to max imi ze Panh~ndle 's 

throughput. 189/ 

C. Discus sion 

T'le Commission has discussed above in deta i l the ev01 tion 

o f t he natural gas industry from a regulated, i n t e rstate, s ale s 

fo r re sale industry with LDCs purchas ing gas at the city gate to 

a decon trolled gas market with gas sold in the produ ction a-ea 

and tra n orted to the city-gate under ar t 284 open access 

tran s porta tion. 190 / The Con i5 sioo ' s ere adopt' ng 

regulation s t o en:,-,])"e that all gas suppl i e s are mo ved to na rket 

on even terms. The Commiss i on i s a dop t'n g thes e r egulati ons in 

order to promote competition amon g gas sellers (inc ud ing the 

pipelines as merchants) in a now a tional gas mar ke t to ensure 

consumers access to adequate suppl i e s of c l ean and abundan t gas 

a t r e asonable prices. Th e Commission's task is to a na l y ze cost 

c assificat ion, in l igh t of the goals discussed in this order . 

The appropriate cost clas s 'fieat 'on me -hod used to a lloca te coses 

188 / Id. at p. 61,843. 

189/ Id. at p. 61,827-30. 

1 90/ I n 1 990, ran s porta t ion amounted to 79 pe r cen t of the to tal 
gas delivered for marke t by pipe ioe s. I NGF>.A November 1991 
p ap er, s up r a, Table A-I. 
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an d de sign r a tes shou l d in n o way i nh ibit the c r eat i on of a 
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national gas market o f e ffi c i en t gas me rchants as envisioned by 

Co ngres s in enactin g the Decon t ro l Act. Ratemaking, like 

t rans po r tat ion terms and conditions, shou ld c ompor t with the goal 

tha t al l g a s s hould be shipped on e 'Jen terms . 191/ 

The first question is whether the p i p e lines ' currently 

effective cost classifica tion met hods will inh ibit the goal of 

the devel opmen t of a competitive, nationa l gas market and, 

t herefore, do no t comport with the goals s e t f orth in this order 

or wi t h Con g Les s' g oals i n e nactin g the De contro l Ac~. I n 

particul ar, the inqu i r y 15 wh e t her the p i pel ines' current met h ods 

distort the gas purchaser's decision because the transportation 

usage charges vary i n th e amount of fixed c osts jrcluded in each 

pipe l ine ' s ~·~nsportati on us a ge charge. Because t h e currentl y 

e ffe c t i ve cost class' fi cation method used by most pipe lines is 

MFV, this orde r wi l l discuss th e i ns t ant i ssue wi t h r e fer ence to 

MFV. However, the f ollowing discus s ',on and conc l us i on about MFV 

applies equa 11y to o t her methods t h Cl t r ecoverixed costs ir. ~. '(~ 

usage charge. 

Pi pelines h ave d if fe r ing a mount s of fixed costs in their 

usage c harges becaus e tho se fixe d costs (ret urn on equity and 

relat ed income taxes) are det e r mi ned by r efe r ence to revenu 

191/ At time s , the i s sue has been f ramed i n the contex t of 
compe tit i on be t ween Can adian and dome st i c ga s. See Op 'n' on 
No. 3 57, I roq uo i s Gas Transmi ssion Sys tem, L . P ., a t a l., 5 3 
FERC P 6 1 , 1 94 a t p p. 61,7 12 n .91 (1990) a nd Te nnes s e e Gas 
Pipe l in e Co., 51 FERC P 61 , 11 3 (1990) (NI PPS II ). 
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requiremen t c ri te r ia that d i f f e r on ea ch p i p e l i n e. Th e port i on 

o f t he re v enue requiremen t f o r t he return on e qu ' y depends on 

he s' ze o f a p ipeli .s's r a t e ba se , the p i peli ne's r at i o of 

equ it y to to t al c ap' t al. an d the a l l o we rate o f re urn o n 

eg li t y . Be caus e p 'pel ' ne s have ra t e a ses th a t vary accordin g to 

heir original cost s and how much t he y have bee n de p r e c i ated, and 

because p i pelines hav e d ' f e rent c api t al s t ruc u r es and allowed 

r a t es of retu rn o n e quit y, th e pipe i o es have d i ffe rent amo un' s 

o f f i xed costs i n t he ' r usage cha rges u nder MfV. 192/ 

Moreover, MFV could bias the debt-equ i ty r a t i o b ecause pipe l i n es 

can increas e their debt component to lowe r t h e i r usage c ha r g es 

for compet i t i ve reasons. 

Th i s situa t i on o f di ffering l e ve l s o f f i x ed c os t s i n 

pi e l ine u s age charges can hinder c ompe tition between gas sellers 

at the v.'el l hea d because campet i tion i. s not ba s e d o n . h e s e l e r ' s 

costs and there Eore on t hei r abili t y t o c o mpece directly with 

each o t he r . Rat her , compet i tio n for s a es c ustomers is 

i nflu enced by t h e f ixed costs i n th e pipelin e transportation 

usa ge c a rges. Fo r example, producers in d i f fer e nt f i elds that 

compe LS fo r market share via d ifferen t pipel ~nes wi l l of t en ha ve 

t he ' r compet ' t 've pos i t 'ons in tha t marke t a fe c te d by the amo unt 

of fixed costs i n t h e p ' pel 'nes' r espective transporta t i o n u sage 

charges and not by ll;c producers' own costs and e ff i c i enc'es in 

produc ing gas. The MFV cost classi fi c a t ion method results i n the 

192/ The more equ i t y a plpe li ne h as i n its c a i ta l s t r uc tu re, the 
more r tu r n a nd re l a t e d t xes wil l b e in the us a ge charge. 
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shipment of gas on uneven, rather t han on even, terms and wil l 

inh i b' t th e deve l opme n t o f a nat i ona l market wh'ch "wi l l yield 

l Q1,-Je r p r ices and more abundant supplies" by "over t i me fo r e i ngJ 

the evolution of a set of lowest - cost produce rs" as env i s i oned by 

Con g r es s in decontrolli ng t he p rice o f ga s at the we ll head a n d i n 

the field. 193/ Accordingly, unless the ~cl~nission permits 

o t h e n 'Jise, as described below, the Commission conc l udes t h a t MfV 

is not in the public interest, unreas onably hinders competition 

among gas sellers, and is un j ust and unreason able under NGA 

Sect i on 5. 

The Commi s s i on he r e i s addre ss i n g cost c l a ssif i c a t i on for 

b och cost allocation an d r ate d e sign (b i ing) purposes. Thi s 

mea s t hat t h e a te Design policy Sta te e nt no l onge r wi ll b e 

appli cable to apportioning costs to t he reservation an d usage 

c arges. However, the Rat e Des i gn Po l i c y Statement stil l wil l be 

applicab l e to other mat t ers, such as the dete r mination of r a tes 

for in t errup t i b l e t r a nsp o r t a tion, t he discou n t~ng of rates, and 

t he r e qui remen t tha t rates "reasonabl y ref l ect any ma t e.r i a l 

var' a t ' on i n the cos t of providin g the service d ue to ... [ t J the 

discance ovec which the transpo r t a t i on i s prov i ded." 1 94/ 

Specifically, the Commissi on is amending Se ction 284.8(d) of 

the regulations to r equi r e p i peli ne s t o cecover thei r 

transpOl ; '_on costs under the stra ight fi xed va riable (SFV) 

193/ H.R. Rep. No. 29, supra, at p. 7. 

194/ 18 CFR 284.7 (d) (3) . 
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method o f as s i gni ng a 1 f i xed costs re l ate d to transportati on to 

the r ese r va tion c ha rge . The Commi s sion, however, will not 

r i gidl y p-ec ude the pipel i ne , i ts us t omers , and i nteres ted 

state commissions, producers, ar ket r s, oroke r s , en8-users, and 

others from agree' ng to an ct ~ t ern a tive method tha t deviates from 

S ?V and may be app ropriate to that part 'eular pip ine system. 

If the parties a ff e c ed by a pipeline's ra t e design agree to a 

different method, he COIT@ission wil consider giving effect ~o 

the par t ies' agreement . However, to the extent a pipe:_i~e's 

ra tes devia t e f 'om srv, t he COIT®ission will carefully cons i der 

the arguments of those parties 195 / proposing the deviatlon 

single party cannot precl u e the Commission from co s i de- iog a 

deviation f r om srv, any party (or parties) advocating s ome t hing 

other than srv carries a heavy burden of persuas ion , The 

language i n ;:',. c t ion 2 84 . 8 (d) o f the r egulatory text implements 

thi s app r oach and ens ure,:; that the Commi::,'1.~ ,:m will ultimately 

resolve hi s issue, 

The Conmi .ssion be ieves that r equi ring SFV comports with and 

promot es Congress' goal o f c:. na tiol".al g i'lS market as d'scllssed 

above and goes and- i n- ha nd w' th the equality princ' p l e, Under 

SFV, al_ ga s me chan s wou l d be a ble to compete in a na t i onal 

market wi t hout regard to fixed -ra n s portation costs included in 

195 / Pa r tie s i~~lu d~ , among o thers , pipelines, p r oduce rs , 
ma rke t e rs, bro;~ers, LDC s, sta te comm ' s s i on s an d agencies, 
and end-users, such a industria l , an d ga s - i i ed electric 
gener tors _ 
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shipment of gas on even terms as is equality in the qua l i t y of 

service with respect to gas transportatlon. SFV would, 

here t o e , max imize the benefits of ',..re.l.lhead decont rol by 

i ncreas i ng t he nat i onwide competition alfiong gas merchants 

(in c luding p i peli n e s ). This shou ld -e su l t in head-to- .. ead, gas-

0 )) - a s competi ~ion whece 'he firm t ranspor tati o n r ate structure 

is not a potent i a y dis tortin g factor ' n the c ompetition a mon g 

merch a n ts for gas purchase s a t . he we lead and in the f i eld . 

This merchant - t o-merchant c ompe t ition shou d e l p t o ac i eve 

Congress' in t e n t in passing the Decontrol Ac t 0 "over ti. e fo rce 

the evol t i on of a se t of lowest-cost producers." 197/ This 

",toll. 1 yi e l d lowe r p r ' ce s and more abunda nt supplies" and b e e fi t 

all consumers o f gas . 198 / 

Moreover, the Commis sion's adopt 'on of S FV should ma x imi ze 

p ipe line throughpu t o ver time by allowin g gas to comp 'e wi~h 

alternate fu el s on a timely basis a s th e p ri c e s o f a l ternate 

fuel s change. The Commission believes it i s beyon d d oub t t at i t 

i s in t he national interest to promote the use of clean and 

196 / Only a s mall amo u _t of v a r ' a le costs (suc a s fue l ) wo l d 
be in the firm t r a n s p ortat i on u s a ge charge . Interruptib l e 
trans port a tion r a t es w'll con t inue to be d t e rmined o n a 
case - b y-ca s e b asis nder the Rat e Des i gn Po l i c y Sta t ement . 
With U .b u ndling, t he role o f inte rrup t i bl e transport a tion 

hou l d be diminished. 

197 / H.R. Rep. No. 29, supra, at p. 7. 

198/ rd. 
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disc u ssed ab v e , us ing cost c lassifi c a t i on t o des ig n a t es to 

i n flu ence t he consumpt i on of gas is a t ra d ' i ona l r e u atory 

echnique of the Conunission. For example , the Commission has 

removed cost · f rom the conunod i ty charge to enabl e pipel i nes to 

meet c ompe t itio n for f ue l swit hing cus omers fr om coal. 200 / 

And, indeed, t he Commission adopted Mf"V in the c on ext of 

compet i t i on f.rom oil. The Commiss i on f 'nds it appropriate to use 

tha. t techniqu e a gain in the current circuJnstances. 

D. Comments on the NOPR's Propo sal 

The NOPR proposed to adopt SFV for c o s t a l location and rate 

desig n . A few commenters support the NOPR 's propos a l t o mandate 

the u se of SFV genericall y . 201/ "Jove commenters support SFV 

as a method to b e ~mplemented on a case-by-case hasis. 202 / 

19 9/ S.R. Rep . No. 39, s up ra , a t p. 2 and H.R . Rep. No. 29 , 
supra, a t p. 2 . 

200 / Se e , e.g., t h e d i s cus si on of gas versus coal compet i t ion : 
f u e s ResearCl Coun c il , Inc . v . FPC, 374 f .2d 842 (7th Cir . 
19 67 ) . 

201/ E .g., I n dependent Petr oleum As soc'ati o n o f Moun tain St ates, 
Col o r a do Oi l an d Gas As s o c i a t i on, In dependent Pe trol e um 
Assoc i ati on of lew Mexico and Wyoming I n d ependen t roducers 
As s oc i a t ion , Pa n handle Eastern Pip e l i n e Group (i n mos t 
in stances), a nd IPM (prGsl.l1np ion) . 

202/ E .g. , atu r Gas Su p y As soc 'a ti0 1/ I nd 'cated Producers and 
INGA.A.. The Depa r ' me n t o f Energy g ene ra l l y e dor ~ es t he use 
o f stra'g t -ixed v a ri a b le b ut a sks the Commi ss i o n to "ma ke 
i t c lea r o the r rate des ' g n s wi l l be approved on a ca se - by­
ca s e b as i s ." In i t i a l Cornme n s at 3. 
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Their ob jection s f a ll into two c ategories. They first argue hat 

the COITuni ssion has not es t abli s hed t hat MFV is anticornpe t itive . 

In that vein, they argue that gas purchasers base their gas 

purchasing decisions on tocal costs an ' not only on incremental 

costs as assumed by the Conunission. The y a l s o argue that SFV 

confl i cts with other rate d es i g n goals . I n t hat vein , t ley 

guestion the impact of SFV on p i eline incenti vp.s t o enhance 

se r v i c e reliabi lity, a i ntain or maximi ze t hro ughpuL, for-

examp e , in pipeline- t o - pipe i ne c ompetition, an d can roI costs 

and the cODscruction of f ac i i t i es. In addition, they express 

concerns about t he sh if t 'ng of cost s t o low load fa ctor c ust omers 

and ab o t the possibility tha t LDCs w ' l b e f orc ed to red ce 

the'r cant act demand levels and t h ir a bi l ity to r eI 'ably se r ve 

the ' r custome r s . 

E. Discussion of Comments 

1. M ' t ig~tion of Cost Shifts 

As st a ted abo ve, comme n t ers express concerns abouc LLc 

shifting of costs to l ow l o ad fact o r customers and about the 

possibility that Loes wi l l be forced to reduce t heir contract 

demand levels and t heir a bi l i t y t o rel i abl y se r ve their 

customers . The Rate De s tgn Poli c y Sta t eme nt r e cognjzed the 

possible need for pr-agmat ic ad justments in h e e ven t a part icular 

203/ E .g., Distributors Advoca t 'ng Re gu l ato r y Re f o rm, Public 
Se r vi c e Commi s s i o n o f the St a te of Nevi York , Brooklyn lJ n ion 
Ga s Comp a ny, Ba 1 timo,r e Ga s and E 1 e c t r i c Comp an y, and 
Wiscons in Public Se r v i ce Commi ss i on . 
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