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UNITED STATES OF AMERICA
FEDERAL ENERGY REGULATORY COMMISSION

Before Commissioners: Jon Wellinghoff, Chairman;
Marc Spitzer, Philip D. Moeller,
John R. Norris, and Cheryl A. LaFleur.

Leader One Energy, LLC Docket No. CP11-33-000

ORDER ISSUING CERTIFICATES
(Issued August 18, 2011)

1.  On November 15, 2010, Leader One Energy, LLC (Leader One) filed an application
under section 7(c) of the Natural Gas Act (NGA)* and Part 157 of the Commission’s
regulations® requesting a certificate of public convenience and necessity authorizing the
construction and operation of a natural gas storage facility, the Leader One Gas Storage
Project, to be located in Adams County, Colorado. Leader One also requests: (i) a
blanket certificate under Part 284, Subpart G of the Commission’s regulations® to provide
firm and interruptible storage and hub services; (ii) a blanket certificate under Part 157,
Subpart F of the Commission’s regulations authorizing certain construction and other
activities; (iii) authority to charge market-based rates for the proposed storage and hub
services; (iv) approval of its proposed pro forma tariff; and (v) waiver of certain filing,
accounting, and reporting requirements not applicable to storage providers charging
market-based rates.

2. Asdiscussed below, the Commission grants Leader One’s requested certificate
authorizations, subject to the conditions described herein. The Commission also grants
Leader One’s request for market-based rate authority and waiver of certain filing,
accounting, and reporting requirements.

115 U.S.C. § 717f(c) (2006).
218 C.F.R. Part 157 (2011).
%18 C.F.R. Part 284 (2011).
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l. Background

3. Leader One is a Colorado limited liability company whose majority owner is
Energy Corporation of America (ECA).* Leader One is a newly-formed company,
created to own and operate the proposed storage project. It is not currently a natural gas
company within the meaning of section 2(6) of the NGA® and does not currently hold a
section 7 certificate. Upon completion of construction and commencement of the
operations approved herein, Leader One will be a natural gas company within the
meaning of NGA section 2(6) and will be subject to the Commission’s jurisdiction.

1. Proposal
A. Facilities

4. Leader One proposes to construct and operate a natural gas storage facility in
Adams County, Colorado, approximately 37 miles northeast of Denver, using a depleted
natural gas production field.® Leader One’s project is designed to provide up to 13
billion cubic feet (Bcf) of storage capacity, with 11 Bcf of working gas and 2 Bcf of base
gas. The project is designed to have a maximum injection capacity of 150 million cubic
feet (MMcf) per day and a maximum withdrawal capability of 250 MMcf per day.
Leader One estimates that construction of the facilities will take approximately 16
months.

5. Specifically, Leader One proposes to construct and operate the following facilities:

. As many as 14 new vertical or horizontal gas storage injection/withdrawal
wells, using existing well pads wherever possible;

) Up to six new observation wells to monitor gas pressure and potential
migration of gas beyond the reservoir boundaries, depending on the
condition of existing wells, which will be re-entered and re-worked as
needed;

* ECA is a privately held company engaged in the production, gathering,
aggregation, and sale of natural gas and oil. ECA owns and operates approximately
5,100 wells and 5,000 miles of pipeline in North America.

515 U.S.C. § 717a(6) (2006).

® Leader One proposes to convert the J-Sandstone Formation of the Deer Trail
Field from production to storage. This formation is located approximately 6,300 feet
below the surface. In total, seven production wells were drilled in the Deer Trail Field.
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) One water disposal well, located adjacent to an observation well, to dispose
of brine withdrawn from the reservoir during gas storage operations,
depending on the amount of water produced, and up to 1.25 miles of
three-inch diameter water disposal line to connect the compressor station to
the water disposal well;

o A new compressor station comprising up to four 4,500-horsepower (hp)
electric motor-driven compressor units (18,000 hp total) and buildings,
communications and control equipment, emergency generation equipment,
and an electrical supply substation;

) Hydrocarbon dew point control and condensate handling equipment within
the compressor station to separate and temporarily store natural gas liquids
and condensate produced with natural gas during gas storage operations;

. Condensate handling equipment located at the wellheads to separate and
temporarily store condensate produced with natural gas during gas storage
operations;

. A 22.4-mile long, 24-inch diameter Header Pipeline System that will
provide two interconnections with Colorado Interstate Gas Company
(CIG). Specifically, the system will consist of: (1) a 17.6-mile long
Header Pipeline from the storage field to the western interconnection with
CIG at its High Plains Pipeline; and (2) a 4.8-mile long pipeline extension,
extendin7g from the Header Pipeline to an interconnection with CIG at its
Line 52;

. Four pig launcher/receiver facilities to be located at the compressor station
site and at milepost (MP) 17.57 of the Header Pipeline and MPs 0.5 and
4.73 of the 4.8-mile extension;

o Gathering lines connecting the injection/withdrawal wells to the
compressor station;

) Ancillary facilities, such as valves, meters, filtration, safety, cleaning and
Inspection equipment as needed to operate the project; and

) Construction laydown and support facilities.

" Leader One Application, Exhibit F includes a map of the Header Pipeline
System.
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B. Open Season and Proposed Services

6. Leader One states that it conducted a non-binding open season for the project from
September 15 through October 8, 2010. As a result of the open season, Leader One
expects that the project’s capacity will be fully subscribed before the commencement of
construction. Leader One contends that the open season results suggest that the project is
needed and will be supported by the market.

7. Leader One proposes to offer firm and interruptible storage services and related
hub services, including hourly balancing and park and loan services, but excluding
wheeling service. It proposes to provide the following storage services: Firm Storage
Service (Rate Schedule FSS) and Interruptible Storage Service (Rate Schedule ISS).
Leader One also proposes to offer firm and interruptible hub services including: Firm
Hourly Balancing Service (Rate Schedule FHBS); Firm Parking Service (Rate Schedule
FP); Firm Loan Service (Rate Schedule FL); Interruptible Hourly Balancing Service
(IHBS); Interruptible Parking Service (Rate Schedule IP); and Interruptible Loan Service
(Rate Schedule IL).

C. Blanket Certificate and Waiver Requests

8. Leader One requests a blanket certificate under Part 284, Subpart G of the
Commission’s regulations to provide storage and hub services on an open-access, non-
discriminatory basis pursuant to its pro forma tariff. Leader One also requests a blanket
certificate under Part 157 Subpart F of the Commission’s regulations to perform routine
activities in connection with the construction, maintenance, abandonment, and operation
of the proposed facilities.

9. Leader One requests waiver of the Commission’s “shipper must have title” rule so
that it may use any off-system capacity that it may obtain in order to provide storage
service within its geographic market area.

10.  Because it proposes to charge market-based rates, Leader One requests waiver of
certain filing, accounting, and reporting requirements applicable to cost-based rate
proposals, which the Commission has previously found inapplicable to storage providers
with market-based rate authority.

I11. Notice, Interventions, and Comments

11.  Notice of Leader One’s application was published in the Federal Register on
December 1, 2010.% No motions to intervene, notices of intervention, or protests were

8 75 Fed. Reg. 74,703 (2010).
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filed. The National Park Service filed a statement saying that the proposed project would
not affect any national parks and that it had no comments.

1VV. Discussion

12.  Since the proposed facilities will be used to transport natural gas in interstate
commerce, subject to the jurisdiction of the Commission, the construction and operation
of the facilities are subject to the requirements of subsections (c) and (e) of section 7 of
the NGA.

A. The Certificate Policy Statement

13.  The Certificate Policy Statement provides guidance for evaluating proposals for
certificating new construction.® The Certificate Policy Statement established criteria for
determining whether there is a need for a proposed project and whether the proposed
project will serve the public interest. The Certificate Policy Statement explained that in
deciding whether to authorize construction of major new natural gas facilities, the
Commission balances the public benefits against the potential adverse consequences.
The Commission’s goal is to give appropriate consideration to the enhancement of
competitive transportation alternatives, the possibility of overbuilding, subsidization by
existing customers, the applicant’s responsibility for unsubscribed capacity, the
avoidance of unnecessary disruptions of the environment, and the unneeded exercise of
eminent domain.

14.  Under this policy the threshold requirement for pipelines proposing new projects
is that the pipeline must be prepared to financially support the project without relying on
subsidization from its existing customers. The next step is to determine whether the
applicant has made efforts to eliminate or minimize any adverse effects the project might
have on the applicant’s existing customers, existing pipelines in the market and their
captive customers, or landowners and communities affected by the construction. If
residual adverse effects on these interest groups are identified after efforts have been
made to minimize them, the Commission will evaluate the project by balancing the
evidence of public benefits to be achieved against the residual adverse effects. This is
essentially an economic test. Only when the benefits outweigh the adverse effects on
economic interests will the Commission proceed to complete the environmental analysis
where other interests are considered.

% Certification of New Interstate Natural Gas Pipeline Facilities 88 FERC
161,227 (1999), clarified, 90 FERC { 61,128, further clarified, 92 FERC { 61,094 (2000)
(Certificate Policy Statement).



Docket No. CP11-33-000 -6-

15.  Leader One is a new entrant in the natural gas storage market and has no existing
customers. Therefore, there will be no subsidization. Thus, the Commission finds that
Leader One satisfies the threshold requirement of the Certificate Policy Statement.

16.  Since Leader One is a new company with no current customers or services, the
proposed project will have no impact on its existing customers or services. Further, the
project should not have any adverse impact on existing storage providers or their
customers, since, as discussed below, the project will be located in a competitive market
and will also enhance storage options available to pipelines and their customers.
Additionally, no storage company or customer in Leader One’s market area has protested
Leader One’s application.

17.  The Leader One storage facility will be located on land in which Leader One has
or will acquire the property rights. Leader One states that it has acquired 98.6 percent of
the necessary pipeline right-of-way; 86 percent of the necessary surface rights; and 63
percent of the necessary subsurface rights for its proposed project. Leader One states that
it anticipates obtaining the remainder of the property rights through landowner
agreements. Additionally, no landowner has protested or filed adverse comments to the
Leader One project. Thus, the Commission finds that the project will have minimal
impacts on landowners and surrounding communities.

18.  The proposed facilities will increase storage and hub services available to serve
growing markets in the Rocky Mountain region. Based on the benefits the project will
provide and the minimal adverse effects on other storage providers and their captive
customers, landowners, and surrounding communities, the Commission concludes,
consistent with the Certificate Policy Statement and section 7(c) of the NGA, that
approval of Leader One’s proposals are required by the public convenience and necessity,
subject to the conditions discussed below.

B. Market-Based Rates

19.  Leader One requests authority to charge market-based rates® for its proposed firm
storage service under Rate Schedule FSS and interruptible storage service under Rate
Schedule ISS. Leader One also proposes to offer, under market-based rates, firm and
interruptible hub services, including parking services under Rate Schedules FP and IP,

19| eader One has included in its application a market power study in support of its
request for market-based rates. See Exhibit | of the Application, affidavit of Edward C.
Gallick. The market power study defines the relevant products and geographic markets,
measures market shares and concentrations, and evaluates other factors such as
replacement capacity, ease of entry, and storage alternatives.
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loan services under Rate Schedules FL and IL, and balancing services under Rate
Schedules FHBS and IHBS.

20.  Generally, the Commission evaluates requests to charge market-based rates for
storage services under the analytical framework of its Alternative Rate Policy
Statement."* Under the Alternative Rate Policy Statement, the Commission evaluates
requests for market-based rates pursuant to two principal purposes: (1) to determine
whether the applicant can withhold or restrict services and, as a result, increase prices by
a significant amount for a significant period of time; and (2) to determine whether the
applicant can discriminate unduly in price or terms and conditions of service.** To find
that an applicant cannot withhold or restrict services, increase prices over an extended
period, or discriminate unduly, the Commission must first find that there is a lack of
market power*? because customers have good alternatives™ or that the applicant or the
Commission can mitigate the market power with specific conditions.*

1 Alternatives to Traditional Cost-of-Service Ratemaking for Natural Gas
Pipelines and Regulation of Negotiated Transportation Services of Natural Gas
Pipelines, 74 FERC 1 61,076 (1996), petitions for review denied sub nom. Burlington
Resources Oil & Gas Co. v. FERC, 172 F.3d 918 (D.C. Cir. 1998) (Alternative Rate
Policy Statement); Rate Regulation of Certain Natural Gas Storage Facilities, Order No.
678, FERC Stats. & Regs. 1 31,220, order on clarification and rehearing, Order No.
678-A, 117 FERC 1 61,190 (2006).

12 Alternative Rate Policy Statement, 74 FERC § 61,076 at 61,231.

3 The Commission defines “market power” as “the ability of a pipeline to
profitably maintain prices above competitive levels for a significant period of time.” See
Alternative Rate Policy Statement, 74 FERC { 61,076 at 61,230.

4 A good alternative is an alternative to the proposed project that is available soon
enough, has a price low enough, and has a quality high enough to permit customers to
substitute the alternative for an applicant’s service. See Alternative Rate Policy
Statement, 74 FERC {61,076 at 61,230.

1> Rate Regulation of Certain Natural Gas Storage Facilities, Order No. 678,
FERC Stats. & Regs. {31,220 at P 29.
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21.  The Commission’s analysis of whether an applicant can exercise market power
consists of three major steps. First, the Commission reviews whether the applicant has
specifically and fully defined the relevant markets®® to determine which specific products
or services are identified and the suppliers of those products and services that provide
good alternatives to the applicant’s ability to exercise market power.'” Also, as part of
this first step, the applicant must identify the relevant geographic market.*® Second, the
Commission measures an applicant’s market share and market concentration.*® Third,
the Commission evaluates other relevant factors, such as ease of entering the market.

1. Storage Services

22.  Leader One identifies the relevant product market as firm and interruptible storage
and hub services (excluding wheeling services).?’ Leader One has included local natural
gas production as a non-storage alternative to the services it proposes to provide.?
Leader One contends that the local production it has included in the product market meets
availability, quality comparability, and price comparability requirements for a good
alternative under the Commission’s regulations.?

23.  Leader One states that all local production that is not under contract for more than
one year and is sold in the relevant geographic market during a peak period can be
considered to be readily available. Leader One further states that most of the local
production included in its market power study is held by producers/marketers who, in
turn, sell to end users under short-term contracts. Since some end users, such as local
distribution companies, may hold contracts for longer periods, Leader One considers only

1% Relevant product market consists of the applicant’s service and other services
that are good alternatives to the applicant’s services. See Alternative Rate Policy
Statement, 74 FERC 61,076 at 61,231.

17 Alternative Rate Policy Statement, 74 FERC § 61,076 at 61,231.

' See id. at 61,232-34.
9 See id. at 61,234.
20| eader One does not propose to offer wheeling services.

2! |_eader One cites Steckman Ridge, LP, 123 FERC { 61,248, at P 33-34 and P 37
(2008), where the Commission specifically recognized local production as a good
alternative and accepted market share and market concentration estimates that include it.

22 Alternative Rate Policy Statement, 74 FERC { 61,076 at 61,231.
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75 percent of local production as readily available.”® In addition, Leader One only
includes local production within the CIG footprint, and further limits the local production
to only to those counties with a receipt point on CIG. Leader One contends that this
results in a conservative estimate of the local production available as an alternative to
storage, since the 478,799 MMcf estimate of local production included in its market
study analysis represents only 25 percent of the total local production available in the
Rocky Mountain/Mid-Continent Area. Leader One concludes that the quality of local
production is identical to storage because both services provide an identical unit of gas at
the same point in time.

24.  Leader One develops a more complex analysis to illustrate the price comparability
between local production and the price of storage. Leader One states that it cannot
compare directly the price of local production to the price of storage, since production is
a commodity and storage is a service provided over time. Leader One contends that
when determining whether local production is a good alternative to storage, the market
power study must analyze the “time dimension” implicit in local production (i.e.,
providing gas at peak rather than at off-peak). As discussed in Attachment 2 (a), section |
to the market power study, Leader One estimates the price of local natural gas production
using Natural Gas Week, Energy Information Administration, and New York Mercantile
Exchange data. Using this data, Leader One calculated a peak-price for local natural gas
production of $8.18 per Mcf. Leader One describes the threshold price of storage as the
prevailing price of storage, plus ten percent (Alternative Rate Policy Statement 74 FERC
161,076 at 61,231). Leader One calculated a threshold price for storage of $11.56 per
Mcf, using the total storage charge on Kinder Morgan Interstate Gas Transmission, LLC
(Kinder Morgan).?* Since the $8.18 per Mcf peak-price for local production is less than
the $11.56 per Mcf threshold price for storage, Leader One concludes that local
production is price-comparable to storage. Therefore, Leader One asserts that local
natural gas production meets the availability, quality, and price requirements for a good
alternative.

25.  Leader One identifies the relevant geographic market for storage services to
include: (1) the alternative storage facilities in Oklahoma, Kansas, Colorado, and
Wyoming directly connected to CIG; and (2) the alternative storage facilities in Kansas,
Nebraska, Oklahoma, and Wyoming directly accessible by pipelines interconnected with

2 eader One cites Steckman Ridge where the Commission accepted a 75 percent
availability factor in the local production analysis in Steckman Ridge’s market power
study. See 123 FERC {61,248, at P 31 and P 37.

24 Kinder Morgan’s total charge is $10.51 per Mcf. Increasing that price by ten
percent yields the threshold price of $11.56 per Mcf.
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CIG.? Thus, Leader One’s relevant geographic area includes Colorado, Kansas,
southwest Nebraska, Oklahoma, and Wyoming, referred to collectively as the Rocky
Mountain/Mid-Continent Area.

26.  Attachment 3 to the market power study lists 31 natural gas storage facilities in the
geographic market that are not affiliated with the project and Attachment 2(e) identifies
hundreds of local production companies in the Rocky Mountain/Mid-Continent Area.
Together, these facilities represent a total working gas capacity of 801,649 MMcf and a
maximum daily deliverability of 8,927 MMcf per day. The Leader One facility will have
11 Bcf of working gas capacity and a maximum daily deliverability of 250 MMcf per
day. This translates to market shares of 1.37 percent for working gas capacity and 2.80
percent for daily deliverability for Leader One in the Rocky Mountain/Mid-Continent
Area.

27.  The Commission uses the Herfindahl Hirschman Index (HHI) to analyze whether
a competitive market exists for a specific product and to determine market concentration
for gas pipeline and storage markets.” The Alternative Rate Policy Statement states that
a low HHI (generally less than 1,800) indicates that sellers are less likely to be able to
exert market power because customers have sufficiently diverse alternatives in the
relevant market. While a low HHI suggests a lack of market power, a high HHI
(generally greater than 1,800) requires closer scrutiny in order to make a determination
about a seller’s ability to exert market power.?’

28.  Leader One’s market power analysis reveals an HHI calculation of 224 for
working gas capacity and an HHI calculation of 657 for maximum daily withdrawal
capacity.”® The determination of HHI involves two calculations. First, the size of the
total market and each storage or storage-alternative provider’s share of that total market

2> |_eader One claims that the Commission has previously allowed applicants to
define the geographic market to include storage alternatives directly connected to the
same interstate or intrastate pipelines as the applicant’s storage facility, and areas readily
accessible to those same pipelines via market hubs or interconnecting pipelines in
numerous market-based rate storage cases. Leader One cites East Cheyenne Gas
Storage, LLC, 132 FERC 1 61,097 (2010); Blue Sky Gas Storage, LLC, 129 FERC
161,210 (2009); Windy Hill Gas Storage, LLC, 119 FERC 1 61,291 (2007), and Windy
Hill Gas Storage, LLC, 115 FERC 1 61,218 (2006).

% Alternative Rate Policy Statement, 74 FERC { 61,076 at 61,235.
2T |d. at 74 FERC 1 61,076 at 61,235-36.

28 See Attachment 3 of the market power study.
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Is calculated. Then, each storage or storage-alternative provider’s market share is
squared and the squares are summed to determine the overall HHI of the market. In its
market power study, Leader One includes local production in step one, i.e., in calculating
the total capacity available in the geographic market and each storage provider’s market
share. Thus, the Commission does not believe that Leader One’s market power study
gives any representation to local production in this component of the market power
analysis and in determining the HHI.%

29.  Leader One states that it has not included local producers in the HHI calculations
because it contends that local producers cannot influence the market price by withholding
output or act together with storage providers to exercise market power. However, the
Commission believes that if local production is to be included in calculating the size of
the product market (i.e., step one of the analysis), in order to develop a complete and
accurate indication of the level of competition within the geographic market it is
appropriate to also include local production in calculating market concentration (i.e., step
two of the analysis).*® Accordingly, having identified what we believe to be a weakness
in Leader One’s methodology for including local production in its market power analysis,
and since inclusion of local production in the market power analysis in not a requirement
for approval of market-based rates, we have re-examined Leader One’s market power,
excluding local production from our analysis.*

30.  With local production excluded from the market power analysis, Leader One
would have market shares of 3.41 percent of the market’s total working gas capacity and
4.34 percent of the total maximum daily deliverability. The resultant HHIs would be

 Had Leader One carried the total market share for local production identified in
step one over into step two of the analysis, it would have resulted in an HHI of 3791 for
working gas capacity and 1918 for maximum daily withdrawal capacity.

%0 See, e.g., Magnum Gas Storage, LLC and Magnum Solutions, LLC, 134 FERC
161,197 (2011); UGI Storage Co., 133 FERC {61,073, order on reh’g, 134 FERC
161,239 (2011) (accepting market power analyses that included local producers in the
HHI calculations).

%1 See Ryckman Creek Resources, LLC, 136 FERC § 61,061, at P 36 (2011). We
also note that the only support Leader One provides for its assumption that 75 percent of
the local production in its Rocky Mountain/Mid-Continent geographic market will be
readily available as an alternative to storage is the Commission’s acceptance of that
percentage in Steckman Ridge, id. at note 23. However, Leader One has provided no
explanation as to why a local production availability factor accepted for a facility located
in the Greater Mid-Atlantic area would necessarily be acceptable for a facility located in
the Rocky Mountains.
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1,379 for working gas and 1,579 for deliverability. Since both measures of market
concentration are below the 1,800 level, the Commission concludes that the market for
gas storage in this region will remain sufficiently competitive. In addition, the
Commission agrees with Leader One that it will be unable to exert market power
because: (i) many storage alternatives in the Rocky Mountain/Mid Continent Area are
subject to cost-of-service regulation; (ii) it is a new entrant with no affiliates in the
relevant geographic market which is located within a large production area; and (iii) no
significant barriers to entry exist in the Rocky Mountain/Mid-Continent Area.*

2. Hub Services

31.  Leader One contends that its proposed hub services, i.e., parking, loaning, and
balancing are essentially derivative storage services. Leader One indicates that it is
relying on the market share and market concentration analyses, as discussed above, to
demonstrate that it lacks market power for hub services. Leader One contends that its
analysis is consistent with Commission policy in the granting of market-based rate
authority for the proposed hub services.*

3. Commission Determination

32.  Our analysis demonstrates that Leader One’s proposed storage facilities will be
located in a highly competitive market where numerous storage and interruptible hub
service alternatives exist for potential customers. Leader One’s prospective market
shares are low and the HHIs for working gas capacity and for peak day deliverability are
below the threshold necessitating further review. Thus, the Commission concludes that
Leader One will lack market power. For these reasons, and given that Leader One’s
request for market-based rate authority is unopposed, the Commission will approve
Leader One’s request to charge market-based rates for firm and interruptible storage and
hub services.

%2 The Commission has certificated eight storage projects in the Rocky
Mountain/Mid-Continent Area since 2000. Six of the projects have been placed in
service, expanding the working gas capacity and daily deliverability by 15.64 and 16.38
percent, respectively. In addition, there are four storage projects in various stages of
development.

%% See Exhibit | at P 5, citing Southeast Gas Storage, LLC, 125 FERC { 61,307, at
P 27 (2008); East Cheyenne, LLC, 132 FERC 1 61,097, at P 38 (2010); Liberty Gas
Storage, 127 FERC 1 61,221 (2009) and Unocal Keystone Gas Storage, LLC, 106 FERC
1 61,003 (2004).
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33.  Nevertheless, Leader One must notify the Commission if future circumstances
significantly affect its present market power status. Thus, the Commission’s approval of
market-based rates for the indicated services is subject to re-examination in the event
that: (a) Leader One adds storage capacity beyond the capacity authorized in this order;
(b) an affiliate increases storage capacity; (c) an affiliate links storage facilities to Leader
One; or (d) Leader One, or an affiliate, acquires an interest in, or is acquired by, an
interstate pipeline connected to Leader One. Since these circumstances could affect its
market power status, Leader One shall notify the Commission within ten days of
acquiring knowledge of any such changes. The notification shall include a detailed
description of the new facilities and their relationship to Leader One.** The Commission
reserves the right to require an updated market power analysis at any intervening time.*

C. Waivers of Filing, Reporting, and Accounting Requirements

34.  Because it proposes to charge market-based rates, Leader One requests waiver of
sections 157.6(b)(8) and 157.20(c)(3) of the Commission’s regulations, which would
require it to submit and update cost data otherwise necessary for the Commission to
determine the rate treatment of this project and its newly constructed facilities. Leader
One also requests that the Commission grant waiver of the filing requirements of section
157.14(a)(13), (14), (16), and (17) that require an applicant to submit Exhibit K (Cost of
Facilities), Exhibit L (Financing), Exhibit N (Revenues, Expenses, and Income), and
Exhibit O (Depreciation and Depletion), since the Commission requires these exhibits for
the purpose of determining cost-base rates. Finally, Leader One requests waiver of the
accounting and annual reporting requirements under Parts 201 and 260 of the
Commission’s regulations and the requirement to use a straight fixed-variable rate design
in section 284.7(e).

% See, e.g., Port Barre Investments, L.L.C., 116 FERC { 61,052 (2006) (Port
Barre); Copiah County Storage Co., 99 FERC 1 61,316 (2002); Egan Hub Partners, L.P.,
99 FERC 1 61,269 (2002).

% In Order Nos. 678 and 678-A, the Commission chose not to impose a generic
requirement that storage providers, granted market-based rate authority on the basis of a
market power analysis, file an updated market power analysis every five years, or at other
periodic intervals. See Rate Regulation of Certain Natural Gas Storage Facilities, Order
No. 678, FERC Stats. & Regs. { 31,220, at P 6 (2006); see also Order No. 678-A, 117
FERC 161,190, at P 12-15 (2006) (affirming the Commission’s decision). The
Commission, however, has reserved the right to require an updated market power
analysis. See, e.g., Liberty Gas Storage LLC, 113 FERC {61,247, at P 51 (2005)
(Liberty); Rendezvous Gas Services, L.L.C., 112 FERC 1 61,141, at P 40 (2005).
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35.  The cost-related information required by these regulations is not relevant in light
of the Commission’s approval of market-based rates for Leader One’s storage and hub
services. Thus, consistent with previous Commission orders,* the Commission will
grant Leader One’s request for waiver of the regulations requiring cost-based related
information for these services. The Commission also grants a waiver of section
157.14(a)(10), which does not pertain to gas storage service, since Leader One’s
customers will supply their own gas.

36.  The Commission has also found in previous orders no ongoing regulatory need to
have cost-based financial statements prepared in accordance with the Uniform System of
Accounts. Accordingly, the Commission will grant Leader One’s request for waiver of
accounting requirements, as provided in Part 201 (Uniform System of Accounts
Prescribed for Natural Gas Companies Subject to the Provisions of the Natural Gas Act).
Also, the Commission will also grant Leader One’s request for waiver of reporting
requirements, as set forth in section 260.2 (Form No. 2-A, Annual Report for Nonmajor
Natural Gas Companies) and section 260.300 (Form No. 3-Q, Quarterly Financial Report
of Electric Utilities, Licensees, and Natural Gas Companies), but the Commission notes
that such waivers do not extend to the Annual Charge Assessment (ACA).*" Therefore,
the Commission will require Leader One to file the Gas Account-Natural Gas Schedule
currently at page 520 of Form No. 2-A, reporting the gas volume information that is the
basis for an ACA charge.® Also, the Commission will require Leader One to maintain
records to separately identify the original cost and related depreciation on its storage
facilities should the Commission require Leader One to produce those reports in the
future.

D. Tariff Provisions

37.  Leader One proposes to offer firm and interruptible storage and hub services on an
open-access basis under the terms and conditions set forth in the pro forma tariff attached
as Exhibit P to the application. The Commission directs Leader One to file actual tariff
records consistent with the directives in this order, no less than 60 days prior to the
commencement of service. Leader One will need to comply with the Commission’s

% See, e.g., Port Barre, 116 FERC { 61,052 (2006); Copiah County Storage Co.,
99 FERC 1 61,316 (2002); Egan Hub Partners, L.P., 99 FERC { 61,269 (2002).

3 BGS Kimball Gas Storage, LLC, 117 FERC { 61,122, at P 49 (2006).

% |d. See also Unocal Windy Hill Gas Storage, LLC, 115 FERC { 61,218, at P 38
(2006).
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electronic filing requirements set forth in Order No. 714*° and Part 154 of the
Commission’s regulations.*’

1. Waiver of Electronic Data Interchange Standards

38.  Leader One requests a partial waiver of section 284.12(a)(1)(iv) of the
Commission’s regulations, which requires interstate pipelines to comply with Electronic
Data Interchange (EDI) standards developed by the Wholesale Gas Quadrant of the North
American Energy Standards Board (NAESB). Leader One states that it will operate an
interactive website that will provide for an electronic delivery mechanism in conformity
with the Commission’s requirements, but proposes not to implement the EDI standards
until 90 days following a request from one of its customers that Leader One implement
them. Consistent with Commission precedent,** the Commission will grant Leader One’s
request for a partial waiver, but will require Leader One to implement those standards
within 90 days following receipt of such a request.

2. Segmentation

39.  Section 284.7(d) of the Commission’s regulations provides that an interstate
pipeline must permit a shipper to make use of the firm capacity for which the shipper has
contracted by segmenting that capacity into separate parts for the shipper’s own use, or
for the purpose of releasing that capacity to replacement shippers to the extent that
segmentation is operationally feasible. Since Leader One’s system consists of a single
integrated storage facility and it will not offer stand-alone transportation service, it
requests waiver of the segmentation requirements in section 284.7(d).

40.  The Commission has previously stated that the requirements of section 284.7(d)
do not apply to pipelines engaged solely in natural gas storage and which do not provide
firm stand-alone transportation services.*> Since Leader One meets these requirements,
the Commission will grant a waiver of section 284.7(d). The Commission also finds that
other tariff provisions related to segmentation, such as the allocation of primary point
rights in segmented releases and within-the-path scheduling, do not apply to Leader One.

% Electronic Tariff Filings, Order No. 714, FERC Stats. & Regs. 1 31,276 (2008).
018 C.F.R. Part 154.4 (2011).

1 See Tres Palacios Gas Storage, LLC, 120 FERC { 61,253, at P 52 (2007);
Unocal Windy Hill Gas Storage, LLC, 115 FERC { 61,218, at P 48 (2006).

“2 See, e.g., Port Barre, 116 FERC { 61,052 at P 37; Pine Prairie Energy Center,
LLC, 109 FERC 1 61,215, at P 44 (2004); Egan Hub Partners, L.P., 98 FERC { 61,284
(2002).
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3. Acquisition of Off-System Capacity and Waiver of
“Shipper Must Have Title” Policy

41.  Leader One requests a generic waiver of the “shipper must have title” policy for
any off-system capacity it may acquire in the future to enable it to transport natural gas
owned by others in connection with its storage or hub services. Section 6.32 of the
General Terms and Conditions (GT&C) of Leader One’s pro forma tariff states that it
will only provide transportation and storage services for others using such capacity
pursuant to its open access tariff.

42.  Leader One’s off-system capacity statement implements the Commission’s policy
with respect to a pipeline’s acquisition of off-system capacity. In Texas Eastern
Transmission Corp.,* the Commission found that pipelines no longer need to obtain
prior approval to acquire capacity on another pipeline, provided the acquiring pipeline
filed tariff language specifying that it will only transport for others using off-system
capacity pursuant to its tariff provisions and rates. Leader One’s proposed tariff language
Is consistent with the requirements set forth in Texas Eastern. Therefore, the
Commission accepts Leader One’s tariff language and grants waiver of the “shipper must
have title” policy, but clarifies that Leader One may only use capacity obtained on other
pipelines in order to render the services set forth in its tariff. Thus, Leader One may not
use capacity on other pipelines to transport gas which will not physically or contractually
enter its storage facility unless and until it receives Commission authorization to provide
such transportation services. Further, the Commission will limit Leader One’s authorized
use of the Texas Eastern waiver to provide storage service to the geographic area covered
by Leader One’s market power study.**

43.  Toensure Leader One uses acquired off-system capacity in a manner consistent
with its market-based rate authority and tariff provisions, and in keeping with the
Commission’s responsibility to monitor and prevent the exercise of market power, the
Commission directs Leader One to submit an annual informational filing, once the
project becomes operational, on its provisions of service using off-system capacity.
Specifically, within 30 days after its first full year of operation, and every year thereafter,
the Commission directs Leader One to file, for each acquisition of off-system capacity:

393 FERC 1 61,273 (2000), reh’g denied, 94 FERC { 61,139 (2001) (Texas
Eastern).

* See Perryville Gas Storage LLC, 130 FERC 1 61,065, at P 51 (2010); Blue Sky
Gas Storage, LLC, 129 FERC 61,210, at P 47 (2009); Starks Gas Storage, L.L.C., 111
FERC 1 61,105, at P 55 (2005).
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a. the name of the off-system provider;

b. the type, level, term, and rate of service contracted for by Leader One;

C. a description of the geographic location of boundaries, receipt and delivery
points, and segments comprising the capacity;

d. the operational purpose(s) for which the capacity is utilized,

e. a description of how the capacity is associated with specific transactions

involving customers of Leader One; and

f. an identification of total volumes, by Leader One’s rate schedule and
customer, that Leader One has nominated on each off-system provider
during the reporting period.

4. Transmission Provider Standards of Conduct

44.  The Commission’s Standards of Conduct in Part 358 of the regulations ensure that
transmission providers cannot extend their market power over transmission by giving
energy affiliates unduly preferential treatment.*> However, section 358.3(k)(3) provides
that “[a] transmission provider does not include a natural gas storage provider authorized
to charge market-based rates.”*® Since the Commission is approving Leader One’s
request to charge market-based rates for firm and interruptible storage and hub services,
the Commission finds that, under current circumstances, Leader One is exempt from the
Standards of Conduct.

5. Netting and Trading of Imbalances

45.  Section 284.12(b)(2) of the Commission’s regulations requires pipelines to
establish provisions for netting and trading imbalances and other imbalance management
services. Leader One requests an exemption from compliance with these requirements,
noting that its tariff does not contain imbalance penalties, since the Commission has
found that pipelines not assessing such penalties do not have to offer imbalance services.

%> Standards of Conduct for Transmission Providers, Order No. 717, FERC Stats.
& Regs. 1 31,280 (2008), order on reh’g, Order No. 717-A, FERC Stats. Reg. 31,297,
order on reh’g, Order No. 717-B, 129 FERC { 61,123 (2009), order on reh’g, Order No.
717-C, 131 FERC { 61,045 (2010).

“® See 18 C.F.R. § 358.3(k)(3) (2011).
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46.  Since Leader One is not proposing to assess imbalance penalties, the Commission
finds that it qualifies for the requested exemption and grants the requested waiver.*’
Nevertheless, if it seeks to implement imbalance penalty provisions in the