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DECLARATORY ORDER
(Issued January 26, 2012)

1. On August 31, 2011, UGI Storage Company (UGI Storage) filed an application
 under section 7(c) of the Natural Gas Act seeking authorization to provide a new interruptible wheeling service at market-based rates.  UGI Storage also filed revised pro forma tariff sheets, including a new Rate Schedule IWS, that set forth the terms and conditions of its contemplated interruptible wheeling service.  For the reasons discussed below, the Commission approves UGI Storage’s proposals for market-based rates, as well as Rate Schedule IWS and its proposed tariff revisions, subject to the conditions discussed herein.

I. Background

2. In UGI Storage Co.,
 the Commission, among other things, authorized UGI Storage to (1) acquire
 and operate the Tioga West and Meeker storage fields in Tioga County, Pennsylvania and the Wharton storage field in Potter and Cameron Counties, Pennsylvania;
 and (2) provide firm and interruptible storage services under market-based rates.  The order also issued UGI Storage a blanket transportation certificate pursuant to Part 284, Subpart G of the Commission’s regulations.
  As a result of the authorizations, UGI Storage became a natural gas company under the NGA.  

3. UGI Storage states that it currently provides firm and interruptible bundled injection, storage, and withdrawal services under Rate Schedules FSS and ISS, and a no-notice storage and delivery service, under Rate Schedule NNSS, to customers utilizing delivery point interconnections between its storage facilities and CPG’s distribution system or to customers who have no-notice transportation rights with Dominion, National Fuel Gas Supply Corporation, Tennessee Gas Pipeline Company (Tennessee) (for injections) and Transcontinental Gas Pipe Line Company, LLC.  

4. UGI Storage states that integrated into its storage operation is a 10-mile long, 14-inch diameter pipeline, TL-94, which extends north from UGI Storage’s interconnection with CPG and Tennessee at the Wellsboro Gate Station to UGI Storage’s interconnection with Dominion at the Tioga Gate Compressor Station near the Tioga storage field.  UGI Storage uses the TL-94 line to deliver gas from Tennessee for injection into the Tioga West and Meeker storage fields, and to return storage withdrawals from Tioga West and Meeker for redelivery to CPG.  Under Rate Schedules FSS and ISS, customers may deliver gas from Tennessee to UGI Storage at Wellsboro on an interruptible basis.   
II. Proposal 

5. UGI Storage proposes to provide its interruptible wheeling service at market-based rates.  Since its facilities are located in the Marcellus shale gas production area in Pennsylvania, UGI Storage contends its wheeling service would increase transportation options for local producers and would benefit customers and the interstate natural gas market.
  UGI Storage contends that it will be unable to exercise market power if granted market-based rate authority for its proposed interruptible wheeling service.  Noting that interruptible wheeling is essentially a type of interruptible transportation, UGI Storage states that the Commission has previously authorized market-based rate wheeling services that are not directly tied to storage service.
  
6. As part of its application, UGI Storage proposes a new Rate Schedule IWS.
  The character, terms, and conditions of the interruptible wheeling service are set forth specifically in the new rate schedule. 
7. UGI Storage also proposes to revise its pro forma tariff to include the terms and conditions for its interruptible wheeling service.
  The tariff includes a negotiated commodity charge (i.e., the Interruptible Wheeling Rate) that will be assessed on the wheeling service, inclusive of all charges, including lost and unaccounted for gas retention.  UGI Storage proposes various conforming changes to its general terms and conditions to reflect the inclusion of the proposed interruptible wheeling service.  Most significantly, UGI Storage proposes changes to its capacity allocation methodology (pro forma tariff sections 8.6 and 8.7) to permit the allocation of available capacity among interruptible services on an economic basis.  UGI Storage explains that these changes are necessary to permit it to provide two types of interruptible service (storage and wheeling) that would use some of the same facilities, and for which the demand could exceed the available capacity on any given day.  UGI Storage states that while it has no interruptible storage service customers on its system currently, the anticipated addition of interruptible customers in the future could make a capacity allocation methodology necessary.  Therefore, UGI Storage proposes to revise its tariff to include economic scheduling for its interruptible services.

III. Notice and Interventions 

8. Notice of UGI Storage’s application was published in the Federal Register on November 2, 2011.
  Ultra Resources, Inc. filed a timely, unopposed motion to intervene.  Timely, unopposed motions to intervene are granted by operation of Rule 214(c) of the Commission’s regulations.
  
IV. Discussion 

9. UGI Storage requests authorization to charge market-based rates for its interruptible wheeling service.  UGI Storage contends that it will operate in a competitive market and that it lacks market power with respect to the interruptible wheeling service it proposes.
10. The Commission has approved market-based rates where applicants have demonstrated, under the criteria in the Alternative Rate Policy Statement,
 that they lack significant market power or have adopted conditions that significantly mitigate market power.  The Commission’s framework for evaluating requests for market-based rates has 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, significantly increase prices over an extended period, or unduly discriminate, the Commission must find either 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 specified conditions.
  

11. The Commission’s analysis of whether an applicant has the ability to 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 to identify the suppliers of those products and services that provide good alternatives to the applicant’s ability to exercise market power.
  Additionally, as part of the 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.  The Commission evaluates requests for market-based rates on a case-by-case basis.
  
A. Bingo Card Analysis
12. Interruptible wheeling service is a transportation service that is not considered a substitute for gas storage service and, therefore, requires a separate market power analysis to evaluate a storage provider’s ability to exercise market power in the interruptible wheeling service market.  The Commission uses a “bingo card” analysis to assess whether prospective customers of an applicant seeking market-based rate authority for interruptible wheeling service could obtain the same services from alternative providers.  The Commission has relied on the bingo card analysis to determine whether shippers can avoid the pipeline interconnections provided by the applicant by using alternative interconnections between the pipelines that are directly or indirectly connected to the applicant.  

13. Accordingly, UGI Storage’s market power study includes a bingo card analysis
 for interruptible wheeling that includes only those pipelines that directly interconnect with UGI Storage.  The bingo card for UGI Storage is completely filled-in for Dominion and Tennessee.
  The bingo card analysis demonstrates that shippers will not be dependent on UGI Storage to wheel natural gas in the New York and Pennsylvania area, since the area already contains a number of other pipeline interconnections and alternative paths available to shippers.  
B. Market Share and Market Concentration 

14. UGI Storage states that the geographic market for its proposed interruptible wheeling service is New York and Pennsylvania.  UGI Storage contends that it is proposing to use the facilities in, and connected to, UGI Storage’s Tioga and Meeker storage fields which are located in the Marcellus shale gas production area in Pennsylvania.  UGI Storage has updated the same geographic market analysis used when its market-based firm and interruptible storage services were previously approved in UGI Storage.  UGI Storage states that because the wheeling service is interruptible in character, the service will have no effect on the firm entitlements of customers using the  currently authorized storage services.  
15. The relevant product market is interruptible wheeling service.  UGI Storage contends that the proposed new service would increase transportation options for local production attached to the CPG distribution system in Tioga County.  UGI Storage also asserts that interruptible wheeling service will also be useful in providing a link between Tennessee and Dominion.

16. UGI Storage’s market power study shows 11 competing alternative paths (3 storage hubs and 8 pipeline interconnects) between Dominion and Tennessee, in addition to the UGI Storage facilities, that would be capable of providing competing interruptible wheeling service in the New York and Pennsylvania area.  These 11 competing alternative market paths have a total receipt and delivery capacity in the market of 14,841 MMcf per day and 14,841 MMcf per day, respectively.  The market power study demonstrates that UGI Storage’s market share for both wheeling receipt and delivery capacity at these hubs and market centers in the New York and Pennsylvania area will be 1.40 percent.
  These shares are similar to the market shares the Commission has determined to be acceptable in other market based rate applications.
  UGI Storage’s market power analysis shows that the market concentration for receipt and delivery capacity at hubs in the New York and Pennsylvania area results in HHI levels of 1,515 and 1,684, respectively,
 which are below the 1,800 level set forth in the Alternative Rate Policy Statement.  Thus, the Commission finds that UGI Storage will be unable to exert market power in providing interruptible wheeling services.  Consequently, the Commission will approve UGI Storage’s request to charge market-based rates for interruptible wheeling service.  

C. Other Relevant Factors Mitigating Potential Market Power 

17. In addition to market share and concentration, other factors support the conclusion that UGI Storage will not be able to exercise market power in the New York and Pennsylvania market area.  Ease of entry into a market inhibits the potential for any given participant to exercise market power.
  In the order granting UGI Storage market-based rate authority for its storage services, the Commission found that “there are no significant barriers to entry in the New York and Pennsylvania market area for storage services, as demonstrated by the numerous recent storage projects that have been developed in this market, as well as the proposed development of over 65 Bcf of additional working gas capacity over the next few years.”
  Consistent with those findings, the Commission finds that the barriers to entry for interruptible wheeling are likewise low.  The lack of any significant barriers to entry in the New York and Pennsylvania market area means that UGI Storage will not have the ability to unilaterally raise prices above competitive levels.  
18. Nevertheless, the Commission will require UGI Storage to notify the Commission if future changes in circumstances significantly affect its present market power status.  Thus, the Commission’s approval of market-based rates for the indicated services is subject to reexamination in the event that:  (a) UGI Storage seeks to add storage capacity beyond the capacity authorized in this proceeding; (b) an affiliate increases storage capacity; (c) an affiliate links storage facilities to UGI Storage; or (d) UGI Storage, or an affiliate, acquires an interest in, or is acquired by, an interstate pipeline connected to UGI Storage.  Since these circumstances could affect its market power status, UGI Storage shall notify the Commission within 10 days of acquiring knowledge of any such changes.  The notification shall include a detailed description of the new facilities and their relationship to UGI Storage.
  The Commission also reserves the right to require an updated market power analysis at any time.
  

V. Other Matters 

19. When the Commission authorized UGI Storage to charge market-based rates for its firm and interruptible storage services, the Commission waived certain regulations that are ordinarily only applicable to projects charging cost-based rates.
  Here, UGI Storage requests continuation of these waivers for the interruptible wheeling service.  Specifically, UGI Storage requests that the Commission continue to waive (1) section 157.6(b)(8), cost and revenue data; (2) section 157.14(a)(13), (14), (16), and (17), cost-based exhibits; (3) section 157.14(a)(10), access to gas supplies; (4) section 157.20(c)(3) construction cost statement filing; (5) the accounting and reporting requirements of Part 201 and section 260.2, cost-of-service rate structure (Form Nos. 2 and 2A); (5) section 284.7(e), reservation charge; and (6) section 284.10, straight fixed-variable rate design methodology.  

20. In light of our prior approval of market-based rates for UGI Storage’s storage services and the current request for interruptible wheeling service also at market-based rates, the cost-related information required by the above-described regulations is not relevant.  Consistent with previous Commission orders,
 the Commission will grant UGI Storage’s request for continued waiver of the regulations requiring the filing of cost-based rate related information, except that such waivers do not extend to the Annual Charge Assessment.
  UGI Storage must file page 520 of Form No. 2-A, reporting gas volume information in order to permit the Commission to accurately calculate the annual charge.
  In addition, UGI Storage must maintain records of cost and revenue data consistent with the Commission’s Uniform System of Accounts and stand ready to present these records if requested.  

VI. Tariff Provisions 

21. UGI Storage filed pro forma records to its tariff setting forth the terms and conditions under which it will provide interruptible wheeling service. 

22. UGI Storage proposes various conforming changes to its general terms and conditions in section 8.6 and 8.7 of the tariff to reflect the inclusion of the proposed interruptible wheeling service.  Specifically, UGI Storage proposes changes to its capacity allocation methodology to permit the allocation of available capacity among interruptible services on an economic basis.  UGI Storage states that the change is needed because there will be two types of interruptible service, storage and wheeling, that would use the same facilities.  

23. The Commission accepts UGI Storage’s proposed tariff records.  As a reminder, UGI Storage must comply with the Commission’s electronic filing requirements set forth in Order No. 714
 and Part 154 of the Commission’s regulations.
  Pursuant to section 284.502(b)(1), UGI Storage is directed to make the appropriate filing necessary to set its market-based rates into effect.  
24. The Commission on its own motion received and made a part of the record in this proceeding all evidence, including the application, as supplemented, and exhibits thereto, submitted in support of the authorization sought herein, and upon consideration of the record,
The Commission orders:

(A) UGI Storage’s request to charge market-based rates for interruptible wheeling services is approved, consistent with the discussion in the body of this order.  
(B) UGI Storage is granted a waiver of the Commission’s cost-based regulations.  UGI is required to file page 520 of Form No. 2-A to report gas volume information as the basis for imposition of Annual Charge Assessment charges.  This waiver is subject to reexamination in the event that UGI Storage’s market power or market-based rates need to be re-examined.  UGI Storage shall maintain records consistent with the Uniform System of Accounts. 
(C) UGI Storage must submit actual tariff records that comply with the requirements contained in the body of this order.  
(D) UGI Storage shall notify the Commission within 10 days of acquiring knowledge of:  (a) UGI Storage adding storage capacity beyond the capacity authorized in this order; (b) an affiliate's increasing storage capacity; (c) an affiliate's linking storage facilities to UGI Storage; (d) UGI Storage or an affiliate's acquisition of an interest in, or being acquired by, an interstate pipeline connected to UGI Storage.  The notification shall include a detailed description of the new facilities and their relationship to UGI Storage.  UGI Storage is also directed to file an updated market power analysis within five years of the date of this order and every five years thereafter.  The Commission reserves the right to require such an analysis at any intervening time.  
(E) UGI Storage must maintain separate and identifiable accounts for the interruptible wheeling service in sufficient detail so that the data can be identified in Statements G, I, and J in any future NGA section 4 or 5 proceeding.  

By the Commission.
( S E A L )
Kimberly D. Bose,

Secretary.

� In its application, UGI Storage requests an amendment to its existing Part 284, Subpart G blanket transportation certificate in order to provide the contemplated interruptible wheeling service.  Any interstate pipeline issued a blanket certificate under Subpart G of Part 284 is “is authorized, without prior notice to or approval by the Commission, to transport natural gas for any duration for any shipper for any end-use by that shipper or any other person.”  18 C.F.R. § 284.223 (2011).  Thus, under the provisions of its blanket transportation certificate, UGI Storage can perform the interruptible wheeling service without further authorization here.  Since UGI Storage already has authority for the contemplated service, the Commission will not address that portion of the application.  


� UGI Storage filed for market based rates under section 7(c).  While this is not appropriately a certificate filing, we have nonetheless considered and acted upon UGI Storage’s request. 


� 133 FERC ¶ 61,073 (2010) (UGI Storage), order on reh’g, 134 FERC ¶ 61,239 (2011). 


� UGI Storage acquired the storage fields from UGI Central Penn Gas, Inc. (CPG).  CPG is a local distribution company regulated by the Pennsylvania Public Utility Commission. 


� UGI Storage owns the Meeker and Tioga West storage facilities and has a partial interest in the Wharton storage facility.  Tioga West is part of the Tioga Storage Complex, which includes Dominion Transmission, Inc.’s (Dominion) interest in the Tioga East storage facility and is operated jointly by Dominion.  


� The order also authorized CPG to abandon the storage services it provided from the Wharton, Tioga West, and Meeker storage fields pursuant to a blanket certificate issued under section 284.224 of the Commission’s regulations.  See UGI Storage, 133 FERC ¶ 61,073 at P 47.  


� UGI Storage states that no construction is proposed as part of the request nor does it propose any change to its currently authorized firm and interruptible storage services.


� See, e.g., Central New York Oil & Gas Co. LLC, 116 FERC ¶ 61,277 (2006). 


� See UGI Storage Application, Exhibit P. 


� See id.   


� 76 Fed. Reg. 67,719 (2011).  An errata notice extended the comment and intervention date to November 9, 2011.


� 18 C.F.R. § 385.214(c) (2011). 


� Alternatives to Traditional Cost-of-Service Ratemaking for Natural Gas Pipelines and Regulation of Negotiated Transportation Services of Natural Gas Pipelines, 74 FERC ¶ 61,076 (1996), reh’g and clarification denied, 75 FERC ¶ 61,024 (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); criteria modified, Rate Regulation of Certain Natural Gas Storage Facilities, Order No. 678, FERC Stats. & Regs., ¶ 31,220, Order No. 678-A, order on clarification and reh’g, 117 FERC ¶ 61,190 (2006).


� 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 at 61,230.


� A good alternative is an alternative that is available soon enough, has a price that is 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 at 61,231. 


� Generally, an applicant will include in its application a market power study in support of its request, as UGI Storage has done in this case.  See Application, Exhibit I.  A market power study usually defines the relevant products and geographic markets, measures market shares and concentrations, and evaluates other factors such as replacement capacity, ease of entry, and non-storage alternatives. 


� 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 at 61,231.


� Id.


� Id. at 61,232-34. 


� Id. at 61,234.  The Commission uses the Herfindahl-Hirschman Index (HHI) test to determine market concentration in the applicable geographic market.  The Alternative Rate Policy Statement states that a low HHI – generally less than 1,800 – indicates that sellers cannot exert market power because customers have sufficiently diverse sources of supply 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.  See Alternative Rate Policy Statement, 74 FERC at 61,235. 


� Order No. 678, FERC Stats. & Regs. ¶ 31,220 at P 47.


� UGI Storage Application, Statement I – Appendix 4.


� Id.


� Id., Statement I – Appendix 5.


� See, e.g., East Cheyenne Gas Storage, LLC, 132 FERC ¶ 61,097, at P 41 (2010).


� UGI Storage Application, Statement I – Appendix 5.


� See Alternative Rate Policy Statement, 74 FERC at 61,234. 


� UGI Storage, 133 FERC ¶ 61,073 at P 101. 


� See, e.g., Port Barre Investments, L.L.C. d/b/a Bobcat Gas Storage, 116 FERC ¶ 61,052 (2006) (Bobcat); Copiah County Storage Co., 99 FERC ¶ 61,316 (2002) (Copiah); Egan Hub Partners, L.P., 99 FERC ¶ 61,269 (2002) (Egan Hub).


� See, e.g., Floridian Natural Gas Storage Co. LLC, 124 FERC ¶ 61,214, at P 33 (2008).


� UGI Storage, 133 FERC ¶ 61,073 at P 104. 


� See, e.g., Bobcat, 116 FERC ¶ 61,052; Copiah, 99 FERC ¶ 61,316; Egan Hub, 99 FERC ¶ 61,269.


� See BGS Kimball Gas Storage, LLC, 117 FERC ¶ 61,122, at P 49 (2006).


� Un Ocal Windy Hill Gas Storage, LLC, 115 FERC ¶ 61,218, at P 38 (2006).


� Electronic Tariff Filings, Order No. 714, FERC Stats. & Regs. ¶ 31,276 (2008).


� 18 C.F.R. § 154.4 (2011).





