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OFF-SYSTEM SALES - 

WILL THEY EVER RETURN?

(The Interstate Side)

Robert C. McHugh, Esq. 
Assistant General Counsel 

Colorado Interstate Gas Company
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Colorado Interstate G as Com pany
P.O. B O X  10 87  •  C O L O . SPG S.f CO 8 0 9 4 4  •  (3 0 3 ) 4 7 3 —2 3 0 0

R O B E R T C. M cH U G H  
Assistant General Counsel

March 23, 1983

Ms. Katherine Taylor 
Conference Administrator 
Natural Resources Law Center 
School of Law 
Campus Box 401 
University of Colorado 
Boulder, CO 80309

Dear Ms. Taylor:

Re: Natural Gas Symposium:
Contract Solutions for the Future Regulatory Environment

Pursuant to your request, we are forwarding a short statement regarding 
the subject m atter tha t was to be presented on Off-System Sales of 
na tu ra l gas in the above-captioned symposium. We have been informed 
that the Federal Energy Regulatory Commission (FERC) voted on March 10, 
1983 t o  rev ise i t s  policy statement regarding such sa les. The press 
accounts say the d ra f t statement w ill follow these guidelines:

"(1) The price sh a ll be the higher of the se llin g  p ip e lin e 's  system 
average load facto r ra te  (based upon the ra te s  in e ffec t at the time the 
transaction  is  proposed) or i t s  average Section 102 gas acquisition  cost 
(as shown in the p ip e lin e 's  la te s t  PGA f i l in g ) .  However, where the 
purchaser is  not another in te rs ta te  p ipeline , the se llin g  pipeline would 
be free to negotiate a higher ra te .

"(2) With respect to revenue treatm ent, the se llin g  pipeline has the 
option of estab lish ing  a represen tative level of sales or revenues in a 
general ra te  case or cred iting  a l l  but 1₵/MMBtu to Account 191.

"(3) To be e lig ib le  to make offsystem sa les , a s e lle r  must demonstrate 
both a su ffic ie n t surplus tha t service to ex isting  customers w ill not be 
impaired, and a t le a s t po ten tia l take-or-pay l ia b i l i ty .

"(4) No showing is  necessary with respect to the buyer's need, but the 
buyer must be sp ec if ica lly  id e n tif ied .

"(5) There are no re s tr ic tio n s  on end use.

"(6) For curtailm ent purposes, offsystem sales sh a ll be made on a best- 
e ffo rts  basis and sh a ll be in terrupted  p rio r to in terrup tion  of onsystem 
customers.

C-l



continued . . .
Ms. Katherine Taylor 
March 23, 1983 
Page 2 Colorado Interstate  G a s  Com pany

"(7) The duration of offsystem sales w ill be lim ited to one year, 
without prejudice to extensions.

"(8) Where an established supplier of the id en tified  buyer alleges 
market loss or anticom petitive market raid ing , such allegations w ill be 
explored, most like ly  in an evidentiary hearing.

"In addition, the policy statement delegates authority  to the Director 
of OPPR to approve uncontested applications for offsystem sales. Also, 
a provision for blanket authorization for offsystem sales between in te rs ta te  
pipelines w ill be adopted in a pending rulemaking proceeding (RM81-29)." 
FOSTER REPORT No. 1405, March 10, 1983, 9-10.

The d ra ft statement has not been released, pending c la r if ic a tio n  of a l l  
aspects by the Commission.

I w ill be glad to continue to apprise you of further changes, should you 
so desire . Unfortunately, th is  is  the most that is  now available.

Very tru ly  yours,

RCM:bas
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I. Introduction to Off-system Sales

A. Definitions

1. Off-system sales

2. In te rs ta te  v. In tra s ta te  transactions

3. Regulatory framework

a. FERC

b. Natural Gas Act

c. Natural Gas Policy Act of 1978

B. FERC's (recent) (imminent) announcement of policy

II. History of Off-system Sales
A. P ipelines' obligation to d iligen tly  seek adequate supply

1. Shortages, moratoria of 1970' s

2. Aggressive gas purchase programs, including use 

of take-or-pay provisions

3. Slack in demand in 1980' s brings take-or-pay exposure
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B. Off-system Sales are needed:

1. To a llev ia te  take-or-pay exposure 

occasioned by reduced demand

2. To avoid minimum b i l l  penalties

3. To avoid incurring storage and other costs

4. To prevent curtailm ent of in d u s tria l and 

other low -priority  uses

5. To f a c i l i ta te  attachment of long-term reserves while 

providing short-term re l ie f  from d e liv e rab ility  excess

C. FERC Treatment of Off-system Sales

1 . I n i t ia l  c e r t if ic a te s

a. 1981 -  f i r s t  year of many c e r tif ic a te s

b. FERC generally discouraged the sales

c. Natural Gas Pipeline Co., Docket No.

CP81-302-000 et_ a l . (Order issued August 12, 1981), 

showed a change in policy toward

encouraging such sales

C-4



2. Review c r i te r ia  (NGPL, Docket No. CP81-302-000 et a l .

(Order issued July 20, 1982).)

a. The selling  pipeline should demonstrate an 

on-system gas surplus (See Columbia Gas 

Transmission, Docket No. CP82-204-000 (Order issued 

July 20, 1982).)

b. The proposed sale should help ameliorate the selling  

p ip e lin e 's  take-or-pay exposure (See Natural Gas 

Pipeline Co., Docket No. CP81-302-000 et a l . ,  (Order 

issued August 12, 1981).)

c. The purchaser should demonstrate a need for the gas 

(See East Tennessee Natural Gas Co., Docket No. 

CP81-421-000 (Order issued March 29, 1982).)

d. The proposed sale price should be equivalent to at 

leas t a 100% load factor ra te  (See e .g . ,

Northern Natural Gas Co., Docket No. CP82-33-000 

(Order issued April 9, 1982); Natural Gas Pipeline 

Co., Docket No. 81-364 et a l . (Order issued Octo

ber 27, 1981); Trunkline Gas Co., Docket No.

CP 80-550 et a l. (Order issued February 20, 1981); 

Natural Gas Pipeline Co., Docket No. 80-520 (Order 

issued January 21, 1981); C ities Service Gas Co., 

Docket No. CP80-499 (Order issued December 22,

1980). Cf. Natural Gas Pipeline Co., Docket No.
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CP81-141-000 (Order issued February 19, 1981)(denied 

c e r t if ic a te  because price was too h igh).)

e. The term of sale generally should not exceed one 

year (but can be ro lled  over) (But see Columbia 

Gas Transmission, Docket No. CP82-204-000 (Order 

issued July 20, 1982) (five-year c e r t if ic a te  applied 

fo r) ; Consolidated Gas Supply Corp., Docket No.

CP 81-528-000 e t a l ,  (Order issued March 30, 1982) 

(36-month c e r t if ic a te  granted); C ities Service 

Gas Co. , Docket No. CP 80-499 (Order issued Decem

ber 22, 1980) (2-year c e r t if ic a te  granted); 

Consolidated Gas Supply Co., Docket No. 79-319 

(Order issued November 21, 1979) (2-year c e r t if ic a te  

granted).)

f .  Revenues received in off-system sales should be used 

to reduce the price paid by the se llin g  p ip e lin e 's  

ratepayers, e ith e r d irec tly  and immediately by 

cred iting  the se llin g  p ip e lin e 's  purchased gas 

account or in d irec tly  by estim ating future o ff- 

system sale revenues in the p ip e lin e 's  ra te  case 

(See, e .g . , East Tennessee Natural Gas Co., Docket 

No. CP81-421-000 (Order issued March 29, 1982); 

Natural Gas Pipeline Co., Docket No. CP81-302 e t a l . 

(Order issued August 12, 1981).)

g. The sale should be in te rru p tib le
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h. The gas should not displace coal or other abundant

and/or renewable energy resources (As to encouraging 

displacement of foreign resources, see Trunkline 

Gas Co., Docket No. CP80-550 et a l. (Order issued 

February 20, 1981); Columbia Gas Transmission,

Docket No. CP82-204-000 (Order issued July 20,

1982). )

3. Recent (hearings and comments to) review (of) current 

policy (resulting  in) (for) promulgation of new policy 

( In re Review of Off-system Sales Program, Docket No. 

GP82-47-000 (Hearing held November 4-5, 1982).)

a. Most partic ipan ts want off-system sa les, but with 

modified procedure or c r i te r ia

b. Why the gap between authorized and actual sales 

volumes

III. Present Effects of Off-system Sales
A. On se lling  p ip e lin es’ ratepayers

1. A b rief review of price structure of off-system sales

2. Risks of ratepayers and pipelines in ra te  base and 

revenue cred its
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3. Possible loss to selling pipeline's ratepayers

a. Sale p rice (100% load facto r ra te )  may be less than 

replacement cost (marginal cost) of gas

b. Reserves may be replaced with higher priced gas

4. Possible advantages

a. Sale p rice may exceed marginal cost of gas

b. P ip e lin e 's  fixed costs are spread over a larger 

volume of gas

B. On se llin g  p ipelines

1. Reduced take-or-pay exposure

2. Excess d e liv e ra b ility  is  sh ifted  elsewhere

3. Factors minimizing actual benefits
*

a. Regulatory lag

b . Lower demand

c. In f le x ib il i ty  in price

C. On buying p ipelines and th e ir  ratepayers

1. Eases tig h t supply
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2 . Allows acquisition of gas at lower price than purchasing

new long-term reserves

3. Allows more orderly attachment of long-term reserves

4. Gives short-term opportunity to buy gas; no commitment to 

buy i f  demand disappears before sale

D. On other pipelines not a party to the sale

1. In te rs ta te

a. Shifts excess supply condition to another in te rs ta te  

pipeline

b. Favors "large-cushion" pipelines

2. In tra s ta te  - "Market raiding"

a. Price competition

b. In te rs ta te s  deal with trad itio n a lly  in tra s ta te  

customers (reverse NGPA § 3116 transaction)

E. On consumers as a whole

1. Theoretical benefits

a. Slows r is e  in gas prices

b. Flows gas from regions with oversupply quickly to 

those with shortages

C-9



c. Allows steady drilling activity

d. Allows orderly  attachment of long-term supplies

2. T heoretical detrim ents

a. Encourages low -p rio rity  users to use n a tu ra l gas, 

hastening dep letion

b. Generally exacerbates take-or-pay dilemma by masking 

i t s  e ffe c t on the market

IV. C riticism s Made of Present S tructure (See In re Review of Off-

system Sales Program, Docket No. GP82-47-000 (Hearings held Novem

ber 4-5, 1982).)

A. Price

1. 100% load fac to r is  too low

2. 100% load fac to r is  too high

3. Any p rice  c e ilin g /f lo o r  precludes sa les by some p ipelines

4. Should not allow d iscrim ination  against other 

fuels/energy  sources

5. Should be based on s e l l e r 's  system average cost
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6. Should be no less than the lesser of s e l le r 's  system 

average cost or § 102 price

7. Should vary according to buyer's need and use for gas

8. Should vary according to s e l le r 's  take-or-pay 

obligations

B. Duration of c e r t if ic a te

1. Too short

2. Should be three to five years

3. Should be fashioned according to the p a r tie s ' needs

C. Duration of c e r t if ic a t io n  procedure

1. Average regulatory lag of 6 months is  too long

2. Blanket c e r t if ic a te s  advocated

a. Benefits

i .  Obviate regulatory lag

i i .  Quicker response to buyers' needs

b. Risks

i .  FERC scrutiny and balancing of buyers' needs 

with risk s  to se llin g  p ip e lin e 's  ratepayers 

becomes less detailed
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i i .  "Hunting license" encourages market ra id ing  and 

use of gas fo r lower p r io r i ty  uses

D. C e rtif ic a tio n  c r i te r i a

1. On-system buyers should have r ig h t of f i r s t  re fu sa l of 

gas a t off-system  sa le  p rice

2. S e lle r should be required to  exercise a l l  market-out 

clauses f i r s t

3. S e lle r should be required to cease executing new contracts 

with take-or-pay clauses and begin renego tia ting  a l l  

ex is tin g  ones

4. S elle r should f i r s t  o ffe r off-system  sa les ra te  to a l l  

on-system d is tr ib u to rs  who have lo s t  loads to competitive 

fuels

5. S e lle r should submit i t s  con tracts to v e rify  i t s  take-o r- 

pay exposure

V. Suggestions Given for Improvement (See In re  Review of Off-system 

Sales Program, Docket No. GP82-47-000 (Hearing held November 4-5, 

1982).)

A. Use new c r i te r i a

C - 12



1 . Purchaser’s ex isting  suppliers must be unable to serve 

i t s  requirements

2. S e lle r 's  incursion of take-or-pay obligations must:

a. Exist notwithstanding a l l  e ffo rts  to avoid

b. Be passed on to i t s  ratepayers already

c. Equal a t le a s t 25% of the r e l ie f  sought by the o ff- 

system sale

3. Sale ra te  must be based on the highest of the marginal 

cost of current supplies, replacement cost, or the current 

competitive sales ra te

4. Consideration should be given to the purchaser's needs 

and the likelihood the sale w ill occur

5. No imports must be used d irec tly  or in d irec tly

6. No domestic producer must be required to lose markets

B. Outlaw take-or-pay

1. Declare take-or-pay payments a v io la tio n  of NGPA T itle  I

2. Preclude inclusion of payments in ra te  base as "imprudent"

C - 13



C. Allow only d is t r ib u to rs  to  make off-system  sa les

D. Allow sa les  of reserves instead of volumes

E. Create a network of p ip e lin es lik e  th a t of e le c t r ic  u t i l i t i e s  

which s e l l  excess supply ro u tin e ly

F. Create more storage f a c i l i t i e s

G. Cut excess d e liv e ra b il i ty  by s t r i c t  enforcement of s ta te  

p ro ra tion  orders

VI. CONCLUSION

A. FERC's new policy

B. P red ictions of fu tu re  -  boon or boomerang?
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APPENDIX



Appendix to

Off-System Sales Presentation

(In te rs ta te  Side)
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TAB I .  M a j o r I n t e r s t a t e P i p e l i n e - t o - I n t e r s t a t e P i p e l i n e
O f f - S y s t e m S a l e s S i n c e  D e c e m b e r , 1 9 8 0 a /

I n t e r s t a t e  t o  
I n t e r s t a t e

S e l l e r / B u y e r  
D o c k e t  No.

( 1 )

A u t h o r i z e d  
V o lu m e  ( B c f )

( 2 )

A c t u a l  
V o lu m e  ( B c f )

( 3 )
A c t u a l  V o lu m e  
as  a P e r  C e n t  
o f  A u t h o r i z e d

( 4 )
P e r c e n t  o f  
A u t h o r i z e d  
T im e  E l a p s e d

( 5 )

C o lu m n
C o lu m n

C i t i e s / E l  Paso  
(C P8 0 - 4 9 9 - 0 0 0 / 0 0 4 )

1 2 7 . 8 5 2 . 4 0 4 1 .0% 75.1% 0 . 5 5

T r u n k l i n e / U n i t e d  
(C P8 0 - 5 5 0 - 0 0 0 )

3 6 . 5 1 0 . 5 0 2 8 . 0 70 .4% 0 . 4 0

T r u n k l i n e / T r a s w e s t e r n  3 6 . 5  
(C P8 O - 5 5 0 - 0 0 0 )

1 3 . 9 0 3 8 .1 70 .4% 0 . 5 4

N o r t h e r n / E l  Paso 
(CP8 1 - 2 3 6 - 0 0 0 )

5 7 . 7 1 1 . 3 0 1 9 . 6 9 1 . 5 0 . 2 1

N a t u r a l / U n i t e d  
(CP8 1 - 3 0 4 - 0 0 0 )

3 7 . 0 1 3 . 6 0 3 6 . 8 9 1 . 2 0 . 4 0

N o r t h e r n / U n i t e d
(CP8 1 - 3 4 9 - 0 0 0 )

3 6 . 5 . 0 0 0.0 5 5 . 1 0.0

N a t u r a l / T e x a s  E a s t e r n  
(C P8 1 - 3 6 4 - 0 0 0 )

1 8 . 0 1 6 . 9 4 9 4 . 1 6 6 . 9 1 . 4 1

N a t u r a l / T r a n s w n s t e r n  
( C P 8 1 - 3 6 5 - 0 0 0 )

3 6 . 5 . 3 7 1.0 1 0 . 2 0 . 1 0

N o r t h e r n / T r a n s w e s t e r n 1 8 . 0 . 2 2 1 . 2 1 3 . 7 0 . 9 0
(C P8 1 - 3 7 1 - 0 0 0 )

Source: FERC Office of Regulatory Analysis, Off-System Sales: A Preliminary Outline Of The Issues 21 (October 12, 1982



I n t e r s t a t e  t o

TABLE I. (Cont.) Major Interstate Pipeline-to-Interstate Pipeline
Off-System Sales Since December 1980 a/

I n t e r s t a t e ( 1 ) ( 2 ) ( 3 )
A c t u a l  V o lu m e

( 4 )
P e r c e n t  o f

( 5 )

S e l l e r / B u y e r A u t h o r i z e d A c t u a l a s  a P e r  C e n t A u t h o r i z e d C o lu m n ( 3 )
D o c k e t  No. V o lu m e  ( B c f ) V o lu m e  ( B c f ) o f  A u t h o r i z e d T im e  E l a p s e d C o lu m n ( 4 )

N o r t h e r n / T e x a s  E a s t e r n  
( C P 0 1 - 3 7 7 - 0 0 0 )

1 8 . 0 7 . 2 7 4 0 . 4 6 6 . 6 0 . 6 1

N a t u r a l / E l  P a so  
( C P 0 1 - 3 8 6 - 0 0 0 )

3 7 . 0 7 . 8 0 2 1 . 1 7 8 . 5 0 . 2 7

Con G a s / T e x a s  Gas 
( C P 8 1 - 5 2 8 - 0 0 0 )

9 4 . 0 1 6 . 3 5 1 7 . 4 1 3 . 6 1 . 2 8

5 5 3 . 5 1 5 0 . 7 4 2 7 . 2 5 8 .9 %  b / 0 . 4 6

a /  A d a p t e d  f r o m  T a b l e  I ,  R e v i e w  o f  O f f - S y s t e m  S a l e s ,  N o t i c e  o f  I n f o r m a l  P u b l i c  C o n f e r e n c e ,  FERC 
D o c k e t  N o .  G P 8 2 - 4 7 - 0 0 0  ( A u g u s t  6 ,  1 9 8 2 ) .  D a t a  i s  a s  o f  6 / 3 0 / 8 2 .

b /  A v e r a g e  p e r c e n t a g e  w e i g h t e d  b y  a u t h o r i z e d  v o l u m e s .

Source: FERC Office of Regulatory A nalysis, Off-System Sales: A Prelim inary Outline of the Issues 22 (October 12, 1982).
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TABLE III. Major O ff-System Sales to Distribution Companies Since December, 1980 a/

( 1 ) ( 2 ) ( 3 ) ( 4 ) ( 5 )

S e l l e r / B u y e r  b /  
D o c k e t  No.

A u t h o r i z e d  
V o lu m e  ( Bc f )

A c t u a l
V o lu m e  ( D c f )

A c t u a l  V o lu m e  
a s  a P e r  C e n t  
o f  A u t h o r i z e d

P e r  C e n t  o f  
A u t h o r i z e d  
T im e  E l a p s e d

R a t i o  o f  % 
o f  V o lu m e s  
t o  % o f  T im e  
(C o lu m n  3 ? 
(C o lu m n  4)

E a s t  T e n n . / P u b l i c  S e r v i c e  
E l e c t r i c  & Gas 

( C P 0 1 - 2 1 9 - 0 0 0 / 0 0 1 )
1 8 . 0 0 . 2 0 1 .1% 66.3% 0 . 0 2

A l a .  T e n n . / P u b l i c  S e r v i c e  
E l e c t r i c  & Gas 

(CP8 1 - 2 8 3 - 0 0 0 / 0 0 1 )
2 . 9 1 . 0 6 3 6 . 6 1 0 0 . 0 0 . 3 7

C o n s o l i d a t e d  G as /N ew  
N a t u r a l

J e r s e y
1 3 . 9 1 . 8 9 1 3 . 6 2 9 . 3 0 . 4 7

(C P8 2 - 1 8 7 - 0 0 0 )
3 4 . 8 3 . 1 5 9 .1 %  c / 54 .3%  c / 0 . 1 7

a /  A d a p t e d  f r o m  T a b l e  I ,  R e v i e w  o f  O f f - S y s t e m  S a l e s ,  N o t i c e  o f  I n f o r m a l  P u b l i c  C o n f e r e n c e ,  
FERC D o c k e t  N o .  G P 0 2 - 4 7 - 0 0 0  ( A u g u s t  6 ,  1 9 8 2 ) .  D a t a  i s  a s  o f  6 / 3 0 / 8 2 .

b /  F o r  p u r p o s e s  o f  t h i s  t a b l e ,  H i n s h a w  p i p e l i n e s  h a v e  n o t  b e e n  i n c l u d e d  among l o c a l  d i s t r i 
b u t i o n  c o m p a n i e s  e v e n  t h o u g h  S 2 ( 1 6 )  and  ( 1 7 )  o f  t h e  NGPA d e f i n e s  l o c a l  d i s t r i b u t i o n  c o m p a n i e s  
t o  i n c l u d e  H i n s h a w  p i p e l i n e s .

c /  A v e r a g e  p e r c e n t a g e  w e i g h t e d  b y  a u t h o r i z e d  v o l u m e s .

Source: FERC Office of Regulatory Analysis, Off-System Sales: A Preliminary Outline of the Issues 25 (October 12, 1982)



TABLE IV .  M a jo r O f f - S y s t e m  S a l e s to E n d -U s e r s  S i n c e  D ecem ber, 19 0 0  a /

S e l l e r / Bu y e r  
D o cket No.

A u t h o r iz e d  
Volume ( B c f )

A c t u a l
Volume ( B c f )

A c t u a l  Volume 
a s  a P e r  c e n t  
o f  A u t h o r iz e d

P e r c e n t  o f  
A u t h o r iz e d  
Time E la p s e d

R a t i o  o f  P e r c e n t  
o f  Volum es to  
P e r  C en t o f  Time 
( C o l . 3 -  C o l . 4)

T r u n k l i n e /C h ev ro n  
CP80 - 5 5 0 - 0 0 0

4 .4 1.0 22 .7% 70.4% 0 . 3 2

N a tu ra l/ D o w  Chem. 
CP8 1 - 3 0 2 - 0 0 0

1 5 . 0 1 2 . 4 1 8 2 . 7 9 1 . 2 0 . 9 1

Na t u r a l / C l e c o  
CP8 1 - 3 9 2 - 0 0 0

3 7 .0 0.0 0.0 6 3 . 1 O • o

C 
- 
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Nor t h e m  /A H i e d  
CP8 2 - 3 3 - 0 0 0

4 7 . 8 0 . 2 3 0 . 5 8.8 0 .0 5

1 0 4 . 2 1 3 . 6 4 1 3 . 1 %  b / 42.5% 0 . 3 1

a /  A d ap ted  from  T a b le  I ,  R e v ie w  o f  O f f - S y s t e m  S a l e s ,  N o t ic e  o f  I n f o r m a l  P u b l i c  C o n f e r e n c e ,  
PEUC D o cket No. G P 8 2 -4 7 -0 0 0  (A u g u s t  6 ,  1 9 0 2 ) .  D ata  i s  a s  o f  6 / 3 0 / 8 2 .

b /  A v e r a g e  p e r c e n t a g e  w e ig h t e d  by a u t h o r i z e d  v o lu m e s .

Source: FERC Office of Regulatory Analysis, Off-System Sales: A Preliminary Outline of the Issues 26 (October 12, 1982)



TABLE VI. Break-Even Point for Off-Svstem Sales

O ff - S y s t e m  a /
S a l e  P r i c e  ______ B re a k -E v e n  P o in t

Number o f  Y e a r  P re p a y - 
ment i s  in  R ate  B a se

One Two F i v e

3 .0 0 3 .4 2 3 .9 0 5 .7 8

3 . 2 5 3 . 7 1 4 .2 2 6 .2 6

3 .5 0 3 .9 9 4 .5 5 6 .7 4

3 .7 5 4 .2 8 4 .8 7 7 .2 2

4 .0 0 4 .5 6 5 .2 0 7 .7 0

4 .2 5 4 .8 5 5 . 5 2 8 . 1 8

4 .5 0 5 . 1 3 5 .8 5 8 .6 6

N o tes  to  T a b le  VI

a /  The b r e a k - e v e n  p o i n t  r e f e r s  to  th e  prepaym ent p e r  mcf t h a t  
consum ers would c o n s i d e r  to  be e c o n o m ic a l ly  e q u a l  to  th e  o f f -  
svstem  s a l e  p r i c e  in  th e  l e f t - h a n d  column. In  term s o f  e q u a t io n  
( 2 ) ,  i t  d e f i n e s  th e  p o i n t  where B = 0 .  Both the p i p e l i n e ' s  
p r e - t a x  r a t e  o f  r e t u r n  and th e  c o n s u m e r 's  d i s c o u n t  r a t e  a r e  
assumed to  be 14  p e r  c e n t ,  and th e  prepaym ent i s  assumed to  
rem ain  in  the  r a t e  b a se  f o r  o n e , two, o r  f i v e  y e a r s .  The 
prepaym ent p e r  mcf i s  th e  p r i c e  o f  the  g a s  t h a t  would n o t  be 
taken  i f  the o f f s y s t e r m s a l e  was n ot made. I f  t h a t  p r i c e  i s  
h ig h e r  than th e  b r e a k - e v e n  p o i n t ,  th e  o f f - s y s t e m  s a l e  w i l l  
have an a d v e r s e  d i r e c t  p r i c e  im p act  on the s e l l i n g  p i p e l i n e ' s  
r a t e p a y e r s ;  i f  th e  p r i c e  i s  lo w e r  than the b re a k e v e n  p o n t ,  
th e  d i r e c t  e f f e c t  o f  th e  s a l e  w i l l  be to  red u ce  the p r i c e  
o f  g a s  to  th o se  r a t e p a y e r s .

Source: FERC Office of Regulatory Analysis, Off-System Sales: A Preliminary
Outline of the Issues 49 (October 12, 1982).
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FIGURE 4 OFF-SYSTEM SALES: REQUIRED MARKET CONDITIONS

SELLER BUYER

Source: FERC Office of Regulatory Analysis, Off-System
Sales: A Preliminary Outline of the Issues 134 (October 12, 1982)
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FIGURE 2 CYCLICAL PATTERN OF TWO PIPELINES' CUSTOMER REQUIREMENTS

PERCENTAGE OF 
CONTRACT TAKES

PERIOD 1 PERIOD 2

FIGURE 3 MANAGING SUPPLIES IN SHIFTING MARKETS

POINT OF  
DEREGULATION

Source: FERC Office of Regulatory Analysis, Off-System Sales: A Preliminary Outline
of the Issues 122, 125 (October 12, 1982). C -25



FORMULAE FOR COMPUTING 
BENEFITS AND COSTS 

OF
OFF-SYSTEM SALES

(1) Cost savings in  avoiding take-or-pay payments ("prepayments"):

S = PN -  C

where S = savings, PN = price of gas not taken, and C = cost of 
take-or-pay

(2) D irect p rice e ffec t on se llin g  p ip e lin e 's  ratepayers:

B = PO -  S

where B = benefit (detrim ent), PQ = the off-system sale p rice , and 
S = savings (see 1 above). If  PQ is  g reater than S, the off-system 
sa le  w ill reduce the cost of gas to the s e l l e r 's  ratepayers. If  S 
is  g reater than PQ, the off-system  sa le  w ill increase th e ir  cost.

(3) Cost savings from a reduced take for a p ipeline a t the take-or-pay 
level:

S = PN

(1 + r)t
or B = P o -

PN

(1 + r ) t

where S = savings, PN = price of gas not taken, r = p ip e lin e 's  
pre-tax  ra te  of re tu rn  (and the consumer's discount r a te ) ,  and t = 
in te rv a l from the time the prepayment goes in to  ra te  base u n ti l  i t  
is  removed.

Source: FERC Office of Regulatory Analysis, Off-System Sales: A 
Preliminary Outline of the Issues 47-51 (October 12, 1982).
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