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UNITED STATES OF AMERICA
FEDERAL ENERGY REGULATORY COMMISSION

Before Commissioners: Pat Wood, 111, Chairman;
NoraMead Brownell, Joseph T. Kéelliher,
and Suedeen G. Kdlly.

Saltville Gas Storage Company Docket Nos. CP04-13-000
CP04-14-000
CP04-15-000

ORDER ISSUING CERTIFICATES
(Issued June 14, 2004)

1. On November 10, 2003, Saltville Gas Storage Company L.L.C. (Saltville) filed an
application in Docket No. CP04-13-000, pursuant to section 7(c) of the Natural Gas Act
(NGA) for acertificate of public convenience and necessity authorizing the construction
and operation of natural gas storage facilitiesin Smyth and Washington Counties,
Virginia. In Docket Nos. CP04-14-000 and CP04-15-000, respectively, Saltville requests
a blanket transportation certificate pursuant to Part 284, Subpart G of the Commission’s
regulations and a blanket construction certificate pursuant to Part 157, Subpart F* of the
Commission’sregulations. We find that Saltville’'s proposals are in the public interest
because the project will provide additional storage capacity for the interstate market and
provide prospective shippers with more options to meet their market needs.

2. As explained below, Saltville has completed some of the construction of its
storage facility. Since the NGA requires prior certification of jurisdictional facilities, no
purpose would be served in this case by granting retroactive authorization for
construction of the facilities after they have been built. Therefore, as conditioned herein,
we are certificating the operation of the storage facility and the construction that remains
to be completed, but we decline to grant retroactive construction authority. We will also
issue the requested Part 284 and Part 157 blanket certificates as conditioned herein.

'In its application, Saltville requests a Part 157, Subpart A certificate, as directed
by the Commission’s September 11, 2003 Order (Saltville Gas Storage Co. LLC,
104 FERC 161,273 (2003)). The September 11 Order should have directed Saltville to
request a Part 157, Subpart F blanket construction certificate and we are construing the
application as having so requested.
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l. Background

3. Saltville isalimited liability company organized in August 2001 under the laws of
the Commonwealth of Virginiato develop a natural gas salt cavern storage facility near
Saltville, Virginia. Itstwo members are NUI Saltville Storage, Inc., awholly-owned
subsidiary of NUI Corporation, and Duke Energy Saltville Gas Storage L.L.C., awholly-
owned subsidiary of Duke Energy Gas Transmission. On October 26, 2001, Saltville
filed an application with the Virginia State Corporation Commission (Virginia
Commission) requesting a state certificate of public convenience and necessity
authorizing Saltville to construct and operate an underground natural gas storage facility
using four depleted salt cavernsin Smyth and Washington Counties, Virginia. On
August 6, 2002, the Virginia Commission authorized Saltvill€ s proposed storage
facilities.

4, On January 23, 2002, Cargill, Inc. filed in Docket No. CP02-73-000 a complaint
with the Commission alleging that Saltville was attempting to construct jurisdictional
facilities and provide jurisdictional services without the requisite NGA authorization. On
April 11, 2002 the Commission issued an order? finding that Saltville’s proposed facility
would be aHinshaw facility exempt from the Commission’s jurisdiction under NGA
section 1(c).® The Commission’s findings were based upon Saltville' s representations
that the primary purpose of its facility was to serve markets within the State of Virginia
On August 23, 2003, Saltville filed an application in Docket No. CP02-430-000
requesting a Part 284.224 limited jurisdiction blanket certificate authorizing firm and
interruptible storage servicesin interstate commerce.* On February 4, 2003, the

2Cargill, Inc. v. Saltville Gas Storage Co. L.L.C., 99 FERC 1 61,043 (2002).

3Under NGA section 1(c) a pipeline rendering otherwise jurisdictional serviceisa
Hinshaw pipeline and thus exempt from the provisions of the NGA if it receives natural
gasin interstate commerce at or within the boundaries of a State, the gasis ultimately
consumed within that State, and the pipeline s rates, service, and facilities are subject to
regulation by the State commission.

“A section 284.224 certificate permits a Hinshaw pipeline to transport and deliver
gasto any interstate pipeline or local distribution company regardless of where the gas
will ultimately be consumed without jeopardizing its Hinshaw status.
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Commission issued the requested certificate and directed Saltville to file new initial cost-
based rates.”

5. Dominion Greenbrier, Inc. (Greenbrier) and Saltville filed requests for rehearing
of the Commission’s February 4, 2003 Order. In itsrehearing request Greenbrier
asserted that Saltville did not qualify as a Hinshaw pipeline because Saltville would not
be providing substantial service in the Commonwealth of Virginiain the forseeable
future. Initsrehearing request, Saltville objected to the requirement in the February 4
Order to recalculateitsinitial rate, arguing that its proposed initial rate was sufficiently
cost-based to qualify asits 284.224 rate.

6. In an order issued on September 11, 2003 on rehearing of the February 4 Order,
the Commission found that Saltville did not qualify for the Hinshaw exemption since
Saltville' s anticipated intrastate market for storage services had not materialized and, for
the forseeable future, almost all of the gas stored in Saltville' sfacilities would be gas
stored on behalf of, and ultimately delivered to, consumers outside of Virginia.® The
Commission required Saltville, within 60 days of the September 11 Order, to file an
application for blanket certificates pursuant to Part 157 and Part 284 of the Commission’s
regulations, including proposed initial rates and tariff terms and conditions.” Saltville
filed its application in this proceeding in accordance with the Commission’sdirection in
the September 11 Order. Saltville statesthat it has completed some of the facilities
pursuant to the authorization issued by the Virginia Commission and other regulatory
authorities, and that it commenced initial service on August 1, 2003.

>Saltville Gas Storage Co., 102 FERC 161,123 (2003).
®Saltville Gas Storage Co., 104 FERC ] 61,273 (2003).

"The Commission also authorized Saltville to provide service on an interim basis
under its section 284.224 certificate until no later than March 1, 2004 and to charge the
rates approved by the Commission in an August 29, 2003 |etter order in Docket No.
PR03-13-000. Satville Gas Storage Co., 104 FERC { 61,237 (2003). Subsequently, on
February 17, 2004, the Commission issued an order in Docket No. CP02-430-004, which
extended the interim service to such time as the Commission issued an order in Docket
Nos. CP04-13-000 et. al. Saltville Gas Storage Co., 106 FERC 61,148 (2004).



Docket No. CP04-13-000, et al. -4-

. Proposal

7. Saltville' s storage project includes the conversion of four existing salt caverns
(Cavern Nos. 1, 2, 3, and 4) for the underground storage of natural gas, compression
facilities, and a 6.7-mile, 24-inch pipeline connecting the storage and compression
facilitiesto East Tennessee Natural Gas Company’s (East Tennessee) pipeline system.
The salt caverns were originally developed by the Olin Mathieson Corporation

(Olin Mathieson) which removed brine for salt production and use in its chemical plant
located in Saltville, Virginia. Cavern Nos. 1, 2, and 3 are comprised of two or more wells
each because the original caverns associated with the wells have merged or coal esced

into the three larger caverns. Cavern No. 1 (Well Nos. 25 and 26) and Cavern No. 2

(Well Nos. 27 and 28), with an estimated total gas cavern capacity of approximately

0.76 Bcf and 0.56 Bcf, respectively, have been completed and placed into service.

Cavern No. 3 (Wel Nos. 18, 19, 21, 22, and 23), which is currently being completed,
will have an estimated total capacity of approximately 6.7 Bcf. Cavern No. 4 (Well

No. 24) is anticipated to have a capacity of 0.20 Bcf and its development is pending
further evaluation by Saltville. Saltville estimates that, once completed over the next
several years, the facility will have atotal capacity of 8.2 Bcf with aworking gas capacity
of 5.8 Bcf.

8. The proposed compression facilities include two 5,250 horsepower electrical
reciprocating compressor units to be used primarily for injection of natural gasinto the
storage caverns. Each compressor unit will provide the capability of injecting up to
approximately 110 MMcf/d of natural gas. Saltville has completed all construction work
and start-up activities on the first compressor unit. This includes the station piping and
withdrawal equipment and heating and dehydration equipment to provide a withdrawal
capacity of up to 275 MMcf/d. Once construction has been completed for the second
unit, the Saltville Facility will have atotal injection capacity of up to 220 MMcf/d and a
total withdrawal capacity of up to 550 MMcf/d. Saltville has also completed construction
of a6.7 mile, 24-inch diameter pipeline connecting its storage facility with East
Tennessee' s interstate pipeline system near Chilhowie, Virginia. In addition, Saltville
has constructed most of the associated gas and brine piping systems on the facility site.
Saltvilleis currently utilizing an existing 100 gallon per minute (gpm) evaporator plant to
process brine and intends to place into service a 400 gpm plant in Spring 2004. Findly, a
power substation has been constructed to serve the compressor station.
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0. According to Saltville, the storage field capacity, which began service in

August, 2003, will increase substantially each year through 2007. Working gas storage
capacity will grow from 2.1 Bcf in 2004 to 5.8 Bcf by 2007. Daily injection capacity
increases from 104 MMcf in 2004 to 220 MMcf in 2006. Daily withdrawal capacity will
increase from 208 MMcf in 2004 to 486 MMcf in 2007.

10.  Sdltville proposes to offer firm storage service under Rate Schedule FSS,
interruptible storage service under Rate Schedule ISS, and short-term interruptible park
and loan services under Rate Schedules IPS and LPS, respectively. Saltville proposesto
offer negotiated rates under all rate schedules. Saltville' s proposed initial ratesfor its
services are the same rates that were approved by the Commission in Docket No.
PRO03-13-000 as Saltville s rates under section 284.123 of the Commission’s regulations
on August 29, 2003.% Section 284.123 permits intrastate and Hinshaw pipelines to
provide interstate transportation services at cost-based rates that may be discounted to
meet market needs.

11.  Sdltville has entered into firm service agreements with: Public Service Company
of North Carolina (PSNC), Virginia Gas Distribution Company, Elk River Public Utility
District, Oak Ridge Utility District, NUI-Energy Brokers, Inc., Carolina Power & Light
Company (CP&L), and Washington Gas Light Company (WGL) for atotal of

1,045 MMBtu of storage capacity in 2003-2004, increasing to 1,373.05 MM Btu of
storage capacity in 2004-2005. In addition, Saltville has entered into agreements with:
CP&L and WGL for atotal of 429.57 MMBtu of firm summer-only storage service
commencing in 2004; VGDC and Duke Energy Marketing America, LLC for
interruptible storage service; and Virginia Gas Storage Company (VGSC) for
interruptible loan service.

12.  Saltville has contracted with its affiliate, Virginia Gas Pipeline Company (VGPC),
to act as operating manager of the Saltville Storage Facility. The Commission issued a
Part 284.224 limited jurisdiction blanket certificate to VGPC, a Hinshaw pipeline, on
November 19, 1996.° Saltville's storage facility is located adjacent to VGPC's storage
facility.

8Sdltville Gas Storage Co., 104 FERC 61,237 (2003).

*Virginia Gas Pipeline Co., 77 FERC 1 61,199 (1996).
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[1l. Interventions

13.  Notice of Saltville's application was published in the Federal Register on
December 1, 2003 (68 Fed. Reg. 67163). Timely motions to intervene were filed by
PSNC and CP&L.* Rick W. Minton, an affected landowner, and the East Tennessee
Group™ filed motions to intervene out of time. Mr. Minton and the East Tennessee
Group have demonstrated an interest in this proceeding and have shown good cause for
seeking to intervene out of time. Further, the untimely motions will not delay, disrupt, or
otherwise prejudice this proceeding. Thus, we will grant the late motions to intervene.

14.  Initsintervention, PSNC comments that nothing in the Commission’s assertion of
NGA jurisdiction over Saltville should affect the integrity of the previously negotiated
arrangements between Saltville and PSNC for firm service under which PSNC receives a
discount. PSNC arguesthat all of the terms and conditionsin its agreement with Saltville
should continue to be honored. We address PSNC' s concerns below.

15.  Inhisintervention, Mr. Minton raises concerns about the geology of the area and
its effects on the safety of the proposed project, toxic chemicals from existing abandoned
brine wells and piping systems on the site, and effects of the storage facility on property
value. Several other landowners commented on similar issues. Saltvillefiled aresponse
to the various landowner comments. Mr. Minton’s and the other landowners comments
were addressed in the environmental assessment and the design of the storage cavernsis
discussed in detail below.

%Timely notices of intervention and motions to intervene are granted by operation
of Rule 214 of the Commission regulations. (18 C.F.R. "385.214 (2002)).

"'The East Tennessee Group is an association of East Tennessee Natural Gas Co.’s
LDC customersin Tennessee. The members are: the Utilities Boards of Athens,
Knoxville, Lenoir City, and Sweetwater; the Utility Districts of Citizens Gas, Hawkins
County Gas, Jefferson-Cocke County, Middle Tennessee Natural Gas, Oak Ridge, Powell
Clinch, Sevier County, and Unicoi County Gas; the Gas Systems of Fayetteville,
Gainsboro, Gallatin Natural, Jamestown, Madisonville, Marion Natural, and Mt.
Pleasant; and the Harriman Utility Board and Rockwood Water & Gas.
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V. Discussion

16.  Since Saltville s certificate applications pertain to services and facilities utilized in
Interstate commerce, the services and the construction and operation of the facilities are
subject to the Commission’ s jurisdiction and to the requirements of NGA subsections
7(c) and (e).

A. Project Need and the Certificate Policy Statement

17.  On September 15, 1999, the Commission issued a Policy Statement to provide
guidance as to how we will evaluate proposals for certificating new construction.’? The
Policy Statement established criteriafor determining whether there is aneed for a
proposed project and whether the proposed project will serve the public interest. The
Policy Statement explains that in deciding whether to authorize the construction of major
new pipeline facilities, the Commission balances the public benefits against the potential
adverse consequences. Our goal isto give appropriate consideration to the enhancement
of competitive transportation aternatives, 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 in evaluating new pipeline construction.

18.  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 isto determine whether the
applicant has made efforts to eliminate or minimize any adverse effects the project might
have on the applicant’ s existing customers.

19. The Commission also considers potential impacts of the proposed project on other
pipelinesin the market and those existing pipelines’ captive customers, or landowners
and communities affected by the route of the new pipeline. 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

2Certification of New Interstate Natural Gas Pipeline Facilities (Policy
Statement), 88 FERC 1 61,227 (1999); order clarifying statement of policy, 90 FERC
161,128 (2000); order further clarifying statement of policy, 92 FERC {61,094 (2000).
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achieved against the residual adverse effects. Thisis essentially an economic test. Only
when the benefits outweigh the adverse effects on economic interests will the
Commission then proceed to complete the environmental analysis where other interests
are considered.

1. Subsidization

20.  Under the Commission’s Policy Statement, 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. Since Saltvilleisa
new pipeline company with no existing customers, the threshold requirement is not
applicableto its proposal.

2. Benefits

21.  Satvillle' s proposed project will provide public benefits by meeting a portion of
the growing energy market needs in the Virginiaand Mid-Atlantic region. This market is
growing due to the growth of industry and new housing startsin the region. Saltville's
facility will be able to service the increased demand associated with any new electric
generation projects that may be proposed in the area. Serving this generation load is
critical to the continued economic growth of the Virginiaand Mid-Atlantic region and to
the region’s goal of improving air quality by increasing the use of clean-burning natural
gas for electric generation and other industrial purposes. By providing access to
additional natural gas storage for future electric generation projects and local distribution
companies, the Saltville Facility will continue to advance clean air objectivesin the
region. Finaly, Saltville' s project will help its customers meet peak period needs,
minimize pipeline imbalances, and enhance |oad factors to account for intra-month
swings.

3. | mpacts on Existing Pipelines and Their Customers

22.  Sdtvilleisanew market entrant in the Virginiaand Mid-Atlantic region, a
growing market for storage services. It will serve incremental growth, enhance storage
options available to pipelines and their customers, and increase competitive alternatives.
Saltville' s storage facility will have no adverse impact on existing pipelines and their
customers.
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4, | mpacts on L andowners

23.  Under the Policy Statement, one factor the Commission considers when
certificating a project is the extent to which the applicant has obtained rights-of-way by
negotiation to minimize the use of the eminent domain power granted in the NGA to
certificate recipients. Since Saltville’s storage facilities are located on land owned by
Saltville and the associated pipeline connecting the storage facilities to East Tennessee's
system islocated on existing VGPC rights-of-way, Saltville did not require the use of
eminent domain to construct its project.

5. Project Need and Certificate Policy Statement Conclusion

24.  The Commission finds that the benefits of Saltville s project outweigh any of the
minimal adverse impacts the project may cause. Saltville's proposed project can proceed
without subsidies and will not adversely affect other pipelines and their captive
customers. The project will provide numerous benefits by providing additional storage
capacity for the interstate market and providing prospective shippers with more optionsto
meet their market needs. Accordingly, we find that the public convenience and necessity
requires that the Commission approve Saltville' s proposed project, as conditioned herein.

B. Rates
1. Recour se Rates
a. Proposal

25.  Saltville proposesto offer open access storage and park and loan services under
rate schedules FSS (firm storage service), ISS (interruptible storage service), IPS
(interruptible park service) and ILS (interruptible loan service) on a non-discriminatory
basis pursuant to Part 284 of the Commission’sregulations. Services will be offered at
both recourse and negotiated rates. Saltville proposes to charge the same maximum
lawful settlement rates as those approved on an interim basis by the Commission’s
August 23, 2003 Order in Docket No. PR03-13-000.2 Saltville further states that the
August 23, 2003 letter order held that the settlement rates were “fair and equitable”’ and
urges the Commission to approve these rates asitsinitial rates.

3104 FERC 1 61,237 (2003).
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26.  Saltville proposesto offer five types of firm storage service under its FSS Rate
Schedule: 10 day withdrawal/10 day injection, 10 day withdrawal/20 day injection,

20 day withdrawal/20 day injection, 20 day withdrawal/40 day injection and a
customized service based on the maximum number of turns' into and out of storage per
year. The number of turns per year depends on the injection/withdrawal cycle chosen,
e.g., 10 daysinjection/10 days withdrawal is 20 days per turn or approximately 18 turns
per year; 10 days injection/20 days withdrawal is 30 days per turn or approximately

12 turns per year.

27.  Saltville based its rates on an annual cost-of-service of $15,876,381. This reflects
aninitial rate base of approximately $85 million,* operating and maintenance and
administrative and general expenses representative of those experienced by its nearby
affiliate, VGPC, and a proposed overall return of 9.85 percent. Saltville used year

two (2004) storage, injection and withdrawal capacities as a starting point for designing
its rates.

28.  Saltville proposesto charge areservation or capacity charge, an injection charge,
and awithdrawal charge for itsfirm services. Saltville based its firm service capacity
charges on a unit cost-per-turn rate of $0.469, which was calculated based on Saltville's
projected $14,735,916 fixed cost of service. Using ninety percent™® of its 2004 design
storage capacity, and daily injection and withdrawal capacities, Saltville calculated the
number of turns each year that a single unit of natural gas could be injected into and
withdrawn from storage. The fixed cost of service was then divided by the product of the
maximum number of turns per year and the total working capacity to derive the
$0.469/Dth cost per turn. The annual capacity charge per Dth for a particular service was

Y“Under Sdltville srates, aturn isthe injection into and withdrawal from storage of
asingle unit of natural gas.

™When completed, Saltville estimates the total cost of developing its first three
cavernswill be just over $96 million. Of that, $8 million is attributable to devel opment
of Cavern 3, which has not yet been completed, and alittle over $5 million is attributable
to the addition of the second compressor (Saltville's Phase I1). Application at Exhibit K,
pp. 3-4.

%1 its response to staff’s February 2, 2004 data request, Saltville states that it
used 90 percent since it believes that, because construction of the salt caverns will not be
complete for nearly three years, the full design capacity of the storage caverns will not be
available for service during this period.
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then calculated by multiplying the unit cost-per-turn rate times the maximum number of
turns achievable given the particular service's stated injection and withdrawal
entitlements.’” The annual capacity charge for the customized service is the $0.469/Dth
cost per turn times the number of turns per year for the requested service. Customers
monthly capacity charges are then calculated by multiplying the annual capacity charge
times the maximum contract storage quantity and dividing by 12.

29. Rate Schedule FSS customers will also be charged an injection/withdrawal usage
charge of $0.05 for each dekatherm injected or withdrawn from storage. Saltville based
the injection and withdrawal charges on its projected variable costs plus a small portion
of the return on equity and return on taxes. Saltville calculated its injection/withdrawal
rate using only 40 percent of year two capacity to derive the $0.05/Dth
injection/withdrawal rate.

30. Sdtvilleisalso proposing Rate Schedule | SS interruptible service. Saltville
proposes to charge an annual $1.87/Dth capacity charge, one-twelfth of which is billed
monthly based upon the maximum volume of inventory in storage during the month.
Rate Schedule I SS customers are also charged the injection and withdrawal charge.

31.  Sdtvilleisfurther proposing to provide short-term, interruptible park and loan
services under Rate Schedule I PS (interruptible park service) and Rate Schedule ILS
(interruptible loan service). These rates are the daily equivalent of the cost per turn (one
injection and one withdrawal). Saltville proposesto charge its park and loan customers a
$0.016/Dth daily capacity charge. Rate Schedule IPS and ILS customers will also be
required to pay the injection and withdrawal charge for volumes injected and withdrawn
or borrowed and returned.

b. Commission Analysis

32.  Sdltville has proposed a novel rate design where its capacity charges are based on
the number of turnsinto and out of storage. However, the proposed rate design does not
follow the Commission’ s Equitable™® method of storage rate design. Under this method

"The 20 days required for the 10 day withdrawal/10 day injection serviceto
complete aturn was divided into 365 to determine the maximum 18.25 turns per year for
the service. The $0.469/Dth cost per turn was then multiplied by 18.25 to derive the
proposed $8.55/Dth annual rate for the 20/20 service.

BEquitable Gas Co., 36 FERC ] 61,147 (1986).
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fifty percent of the fixed costs are collected based on deliverability and fifty percent are
collected based on storage capacity; no return on equity and related taxes are permitted in
the variable component.”® Furthermore, injection and withdrawal charges should be
designed to recover only variable costs. The Equitable method reflects the fact that
storage customers are reserving both deliverability and capacity.”® Saltvilleisdirected to
redesign its rates using the Equitable method of storage rate design.

33.  Sdtville has designed its rates based on a portion of its projected 2004 capacities.
However, the Commission notes that there are substantial increases in capacity projected
for the next three succeeding years, with projected 2007 storage capacity nearly three-
times the 2004 figures. To ensure that the rates charged more closely reflect Satville's
costs and capacities during each period of development, the Commission will require
Saltville to propose phased rates that reflect the increments of costs and the substantial
capacity additions expected through 2007. Inits compliance filing to this order, Saltville
must base its rates for each period on the design capacity available for service and on the
cost of facilitiesinstalled and operating during each respective period.

34.  Sdtville proposesto bill its firm storage customers on the basis of their maximum
storage quantities and devel oped its rates based on 90 percent of its projected capacity.
The Commission rejects Saltville' s proposal to base its rates on 90 percent of its design
capacity and directs Saltville to use 100 percent of its design capacity in developing its
initial rates for each phase, in accordance with Commission policy.*

35.  Sdltville proposesto offer interruptible services under Rate Schedules ISS, IPS
and ILS. It does not appear that Saltville either included representative volumes of
Interruptible services when designing its rates, nor did it propose to credit interruptible
revenues to the firm customers. The Commission generally permits two methods for
designing interruptible rates. Under the first method, Saltville may include the billing
units for the interruptible service in designing the firm storage rates. After the firm
storage rates are developed, the interruptible rates are developed using the 100 percent

See also, 18 C.F.R. §284.7(e)(“if areservation fee is charged, it must recover all
fixed costs attributable to the firm transportation service, unless the Commission permits
the pipeline to recover some of the fixed costs in the volumetric portion of a two-part
rate.”).

29See Tennessee Gas Pipeline Co., 56 FPC 120 (1976) and Consolidated Gas
Transmission Corp., 47 FERC 61,171 (1989).

?!See Crossroads Pipeline Co., 71 FERC 1 61,077 (1995).
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load factor derivative of the firm storage rates. Alternatively, Saltville may credit
interruptible revenues to its firm and interruptible shippers, net of variable costs, rather
than including projected interruptible billing units in the design of its firm and
interruptible rates.?? Saltvilleis directed to design its interruptible rates in accordance
with this discussion.

36. Consistent with Commission policy, Saltvilleis required to make afiling at the end
of itsfirst three years of operation to justify its recourse rates.?® Initsratefiling,
Saltville' s projected units of service should be no lower than those upon which itsinitial
rates are based. The filing must include a cost and revenue study in the form specified in
section 154.313 of the Commission's regulations. After review, we will be able to
determine whether we should exercise our authority under NGA section 5 to establish
just and reasonable rates. Alternatively, inlieu of thisfiling, Saltville may make an NGA
section 4 filing to propose aternative recourse rates to be effective no later than three
years after itsin-service date.

37.  Saltville requests authority to charge negotiated rates and states that, following the
approval of the pro forma Form of Service agreements contained in its pro formatariff, it
will file any executed non-conforming service agreements for the Commission’s
approval. When Saltvillefilesits actual tariff sheetsin accordance with the directives
contained herein, it will have on file cost-based recourse rates and will be in compliance
with the Commission’s policy on negotiated rates.?* Therefore, the Commission

’See, e.g., Tractebel Calypso Pipeline, LLC, 106 FERC 1 61,273 (2004). Seeadso
Vector Pipeline L.P., 85 FERC 161,083 (1998).

See, e.g., Horizon Pipeline Co., L.L.C., 92 FERC «%61,205 at 61,688 (2000);
Vector Pipeline Co., 85 FERC f» 61,083 (1998) order on reh'g and issuing certificates,
87 FERC § 61,225 (1999), order on reh'qg and amending certificates, 89 FERC § 61,242
(1999); Trunkline LNG Co., 82 FERC {* 61,198 at 61,780 (1998) aff'd., 194 F. 3d 68
(D.C. Cir. 1999); and Alliance Pipeline L.P., 80 FERC §] 61,149 at 61,597 (1997), order
on reh'g and issuing certificates, 84 FERC § 61,239 (1998), order denying reh'q,

85 FERC 461,331 (1998), order amending certificate, 88 FERC 62,224 (199).

?*See Natural Gas Pipeline Negotiated Rate Policies and Practices, 104 FERC
161,134 (2003). See also Alternativesto Traditional Cost-of-Service Ratemaking for
Natural Gas Pipelines, 74 FERC 161,076 (1996), order on clarification, 74 FERC
161,194 (1996), order on reh'g, 75 FERC 1 61,024 (1996).
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approves Saltville' srequest for negotiated rate authority, effective on the day Saltville's
rates filed in compliance with this order go into effect and directs Saltville to file its non-
conforming agreements.

2. NAESB Standards

38.  Sdtvilleincluded the North American Energy Standards Board (NAESB)
standards® and the Recommendation R02002 and R02002-2 standards® in its pro forma
tariff. Saltville included some standards by reference in section 22 of the General Terms
and Conditions (GT&C) of its pro formatariff and included atext version of other
standards throughout its pro forma tariff.

#Standards For Business Practices of Interstate Natural Gas Pipelines, Order No.
587, 61 Fed. Reg. 39053 (July 26, 1996), FERC Stats. & Regs., Regulations Preambles
[July 1996-December 2000] 31,038 (July 17, 1996); Order No. 587-B, 62 Fed. Reg.
5521 (February 6, 1997), FERC Stats. & Regs., Regulations Preambles [July 1996-
December 2000] 31,046 (January 30, 1997); Order No. 587-C, 62 Fed. - Reg. 10684
(March 10, 1997), FERC Stats. & Regs., Regulations Preambles [July 1996December
2000] 131,050 (March 4, 1997); Order No. 587-G, 63 Fed. Reg. 20072 (April 23, 1998),
FERC Stats. & Regs., Regulations Preambles [July 1996-December 2000] 1 31,062
(April 16, 1998); Order No. 587-H, 63 Fed. Reg. 39509 (July 23, 1998), FERC Stats. &
Regs., Regulations Preambles [July 1996-December 2000] 1 31,063 (July 15, 1998);
Order No. 587-1, 63 Fed. Reg. 53565 (October 6, 1998), FERC Stats. & Regs.,
Regulations Preambles [July 1996-December 2000] 31,067 (September 29, 1998);
Order No. 587-K, 64 Fed. Reg. 17276 (April 9, 1999), FERC Stats. & Regs., Regulations
Preambles [July 1996-December 2000] 131,072 (April 2, 1999); Order No. 587-M,
65 Fed. Reg. 77285 (December 11, 2000); FERC Stats. & Regs., Regulations Preambles
[July 1996-December 2000] 1 31,114 (November 30, 2000); Order No. 587-N, 67 Fed.
Reg. 11906 (March 18, 2002), 111 FERC Stats. & Regs. 131,125 (March 11, 2002); Order
No. 587-0, 67 Fed. Reg. 30788 (May 8, 2002), |1l FERC Stats. & Regs., Regulations
Preambles 1 31,129 (May 1, 2002); Order No. 587-R, 68 Fed. Reg. 13813 (March 21,
2003), FERC Stats. & Regs., Regulations Preambles § 31,141 (March 21, 2003).

?0n March 12, 2003, in Docket No. RM96-1-024, the Commission issued Order
No. 587-R (102 FERC {1 61,273) which amends the Commission’ s regulations to
incorporate by reference the Version 1.6 standards of the NAESB’s Wholesale Gas
Quadrant (WGQ) and the standards governing partial day recalls adopted by the WGQ in
Recommendations R02002 and R02002-2.
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39. Some NAESB and Recommendation R02002 and R02002-2 standards, which
wereincluded in Saltville stariff astext versions, are not the verbatim standards and may
misrepresent the intent of the standards. Saltville istherefore directed to include the
following Version 1.6 NAESB standardsin its tariff verbatim: 1.3.1, 1.3.2(i), 1.3.2(ii),
1.3.2(iii), 1.3.2(iv), 1.3.33, 2.3.9, 3.3.9, 3.3.10, 3.3.15, 3.3.19, 5.2.2,5.2.3,5.3.2, 5.3.13,
5.3.14, 5.3.16, 5.3.26 and 5.3.28. Saltville should also include the following
Recommendation R02002 and R02002-2 standards in itstariff verbatim: 5.3.45, 5.3.57
and 5.3.58.

3. Penalties

40.  Section 6.5 of the GT& C of Saltville stariff contains an action alert penalty which
is equal to 110 percent of the applicable daily Gas Daily posting multiplied by the
guantity by which the customer deviated from the action alert. Section 6.5 aso contains
an operational flow order (OFO) penalty equal to 3 times the applicable daily Gas Daily
posting multiplied by the quantity by which the customer deviated from the requirements
of the OFO.

41. The Commission is concerned that a customer could incur both the action alert
and OFO penalties for the same volumes. Commission policy prohibits multiple
penalties for the same volumes.?” Saltvilleis therefore directed to revise section 6.5 of
the GT&C to clearly state that it will not charge both the action alert and OFO penalties
for the same volumes. The OFO penalty is substantial; however, both penalties
nevertheless comply with Order No. 637 since they will only apply when the system is
under operational stress. Therefore we will accept Saltville’s penalties with the revisions
contained herein and direct Saltville to revise section 6.5 of its GT& C in accordance with
this discussion.

4. Natural Gas Price I ndices

42.  Satville proposes to use the “ Gas Daily” Columbia App. Midpoint Index inits
interruptible rate schedules for cashing out quantities that violate Saltville’ s notices of
interruption. Saltville also proposes to base its action alert and OFO penalties on the
applicable “Gas Daily” posting.

?’Crossroads Pipeline Co., 71 FERC 1 61,076 at 61,265 (1995); East Tennessee
Natural Gas Co., 98 FERC 161,060 at 61,157 (2002); and SCG Pipeline, Inc., 104 FERC
161,159 (2003).
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43. The Commission issued a Policy Statement, Price Discovery in Natural Gas and
Electric Markets, in Docket No. PL03-3-000 on July 24, 2003.% In the Policy Statement,
the Commission requires that all pipelines, including Saltville, must, in new tariff filings,
use indices that meet the criteriain the Policy Statement and reflect adequate liquidity at
the referenced locations to be reliable.®® Accordingly, when Saltvillefilesits actua tariff,
it must address how the indices which it proposes to use meet each criterion in the Policy
Statement. The Commission’s staff will then review its provisions to ensure that they
meet the Policy Statement’ s requirements.

5. Compliance Tariff Filing

44.  Saltvilleisdirected to fileits actual tariff within 30 days of the date of issuance of
this order, with a proposed effective date no later than 30 days after the date the actual
tariff isfiled. Saltvilleisalso directed to submit its rate derivation and a revenue study
with the tariff filing consistent with the findings of thisorder. Since we are requiring
Saltville to recalculate its proposed rates, its Part 284 Subpart G initial rates will not bein
effect when thisorder isissued. We will therefore postpone the effective date of the
certificates we are issuing in this order to the effective date of the refiled rates. Until that
time Saltville shall continue to operate under its existing interim authority and charge its
existing rates for service.

6. PSNC’s Comments

45.  PSNC filed comments urging the Commission to preserve the integrity of its
storage agreement with Saltville.® In this order, we are requiring Saltville to derive new
recourse rates. Whether Saltville will have to renegotiate its rates with PSNC will
depend on the rates it derives and whether PSNC’ s rates are in accordance with the new
recourse rates. Whether Saltville will have to renegotiate its terms and conditions of

8104 FERC 1 61,121 (2003).
»See Natural Gas Pipeline Co., 104 FERC 1 61,190 (2003).

¥PSNC has along term agreement (August 1, 2003 to July 31, 2018) with
Saltville for firm service at a 600,000 Dth maximum storage quantity level, a maximum
daily injection quantity of 13,333 Dth/day and a maximum daily withdrawal quantity of
30,000 Dth/day.
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service with PSNC will depend on whether PSNC'’ s contract contains non-conforming
terms and conditions of service. The Commission will not make that determination until
Saltvillefilesits contracts, as it has agreed to do.

C. Enqgineering Analysis

1. Geology

46. The salt depositsin the Saltville area are the only known deposits of rock salt in
the Southern Appalachian Basin. The main salt deposits occur in the Mississippian aged
MacCrady Formation and to alesser extent in the overlying Mississippian Little Valey
and Hillsdale Formations. The salt-bearing formations along with other sedimentary
strata have been sharply bent into a northeast-trending structure known as the overturned
Greendale Syncline. Forces which caused the folding also created the Saltville Fault, a
low-angle thrust fault striking parallel to the axis of the syncline, which brings older
Ordovician and Cambrian dolomites, shales, and limestones over the younger deformed
salt bearing formation. The older Copper Ridge Formation, the Wolichucky Formation
(shales interbedded with thin fossiliferous limestones) and the Cambrian Honaker
Dolomites overlie the salt-bearing MacCrady Formation. The Price Formation,
consisting of sandstones, is located below the MacCrady Formation. At the storage
facility site, the Saltville Fault islocated on top of the upper MacCrady Formation. It
ranges from about 150 feet to slightly over 900 feet deep in the vicinity of the storage
project. The thickness of the MacCrady, Little Valley, and Hillsdale Formations between
the roof of the caverns and the Saltville Fault is at least 2800 feet.

47.  The salt-bearing MacCrady Formation has been subdivided into three members:
(1) the sandstone-siltstone member, which includes afew isolated pockets of evaporites,
(2) the dolomite member which includes some calcareous limestone; and (3) the plastic
shale member which includes in its lower portion the evaporite layers where Saltville's
proposed caverns were dissolved. Individua salt accumulationsin excess of 150 feet are
not uncommon. These individual bodies can range from a shale/salt intermix of 50
percent salt to almost pure salt. Total salt thickness in the member can reach 500 feet.
The apparent thickness of the MacCrady Formation at the storage siteis slightly over
2,700 feet and the sedimentary formations on top of the MacCrady Formation range from
150 feet to 900 feet thick. The proposed storage caverns were leached in the lower
portion of the MacCrady Formation at depths of about 3,800 feet to 4,000 feet below
ground surface.
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2. Development

48.  Sdtvilleisdeveloping its gas storage facility by converting four existing salt
cavernsto be used for natural gas storage. Saltville isusing cavernsthat were previously
solution mined and abandoned with brine left in them under pressure. The cavern wells
were plugged in 1972 when Olin Mathieson ceased salt extraction in the area. As
originally proposed, Saltville would develop its storage facility by re-completing the
wellsin each cavern and then performing a nitrogen-brine interface mechanical integrity
test (MIT) to evaluate the well casing and verify cavern integrity. Upon completion of a
successful MIT, Saltville would then begin to displace the brine with natural gas.

49.  Saltville has recompleted the wellsin Cavern No. 1 (Well Nos. 25 and 26) and
Cavern No. 2 (Well Nos. 27 and 28) and has run well logs, performed MITs, and placed
the cavernsinto service.® Cavern No. 3 will have five wells (Well Nos. 18, 19, 21, 22,
and 23). Saltville has completed well work on the cavern and performed an MIT in
Spring 2004.% Saltville will de-brine Cavern No. 3 and make it available for service later
in 2004. Cavern No. 4 will have only asingle well (Well No. 24). Development of
Cavern No. 4 is dependent upon further technical evaluations by Saltville. Saltville
anticipates that when al four caverns are debrined and in operation in 2007, the facility
will have atotal storage capacity of 8.2 Bcf.

3. Oper ations and M onitoring

50.  Sdltvillewill periodically test each cavern during operations to ensure that no
appreciable gasislost. Saltville will aso perform an MIT on each cavern at least once
every 5 years as required by the State of Virginia. Asanintegral part of its storage
development and operational plan, Saltville proposes to implement four types of
measurements to monitor ground behavior during cavern operations. Saltville will use
these measurements to monitor the behavior of the rock strata above the caverns to
detect/minimize the risk of subsidence. Saltville notes that these measures are being
implemented already as part of VGPC'’ s operations at its adjacent storage facility.
Specifically, Saltville proposes:

(1) Periodic level surveys of the ground surface above the storage
caverns using the benchmark network that is already installed.

#s4ltville submitted the result of the MITs and copies of the well logs for Cavern
Nos. 1 and 2.

#saltville filed the results of the MIT for Cavern No. 3 on May 10, 2004.
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(2) Yearly gammaray and caliper logging of al active storage cavern
wells to estimate the cavern roof elevation and detect well casing
breakage.

(83)  Sonar surveys of the caverns to monitor cavern dimensions and
shape and to estimate pillar thickness between caverns throughout
operations.

(49  Monitoring injection pressures, flow rates, and cumulative gas
volumes according to Environmental Protection Agency monitoring
requirements. Cavern pressures will be continously monitored and
evaluated to ensure safe operations.

4, Analysis

51. Sdltville' s storage caverns are located within the lower member of the MacCrady
Formation, near the contact with the underlying Prince Formation at depths of about
3,800 feet to 4,000 feet below ground surface. The apparent thickness of the MacCrady
Formation at the storage site is slightly over 2,700 feet and the sedimentary formation on
top of the MacCrady Formation ranges from 150 feet to 900 feet thick. Because of the
depth of the caverns and the relatively stiff nature of the rock materials above the
caverns,it is estimated that there is little to no subsidence above the cavern area.
However, to ensure the safety of its storage facility, Saltville has set up a subsidence
monitoring plan. We will require Saltville to continue its subsidence monitoring plan as
modified in Environmental Condition No. 3. With respect to the Saltville Fault, the EA
found that, based upon several studies, the fault should not have any impact on Saltville's
project. The studies indicate that there has been no displacement along the fault during
the last 100,000 years.

52.  Sdltville examined detailed technical data and performed evaluations to determine
the suitability of the salt cavernsfor the storage of natural gas. The results of these
studies indicate a safe elastic behavior of the pillars between the caverns as well as the
salt materials surrounding the caverns, even under the most critical operating conditions.
Saltville also evaluated the structural behavior of existing storage caverns operated since
1995/1996 by VGPC that are adjacent to Saltville' s storage facility and compared them
with the magnitude and distribution of the corresponding parameters (stress, deformation,
and ground subsidence) for the caverns proposed by Saltville. The results of this study
and comparison support the devel opment of the proposed caverns because of the location
and depth of the caverns and the relatively stiff nature of rock materials above the
caverns.
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53.  Thelnterstate Oil and Gas Compact Commission (IOGCC) has compiled
standards from the various States for the devel opment and operation of storage facilities
using salt caverns to store natural gas.** Wefind that the location of Saltville's caverns
are within the design criteria recommended by the IOGCC. Specifically, the depth of the
caverns within the formation, the confinement of the salt within the formation, and the
spacing between the caverns are sufficient to avoid pressure influences between the
caverns when all four of Saltville' s caverns are operated at full capacity and pressure.

54.  Sdltville performed MITs on Cavern Nos. 1 and 2 that confirmed the integrity of
the well casings and caverns. Asaresult, Saltville de-brined the caverns and placed the
cavernsinto natural gas service. On May 10, 2004, Saltville filed the MIT results for
Cavern No. 3. Saltville utilized the nitrogen/brine interface test procedure when it
performed MITs on Cavern Nos. 1, 2, and 3 and intends to utilize the same procedure for
Cavern No. 4. The nitrogen/brine interface test procedure is the industry standard used
for testing the integrity of salt cavern storage facilities. We also note that Saltville will
run MITs on each cavern at least every five yearsto verify cavern integrity and ensure
that the well-head and casing is not leaking as required by the State of Virginia. We
concur with Saltville’s proposed MIT procedures to ensure and maintain cavern, well-
head, and casing integrity.

55.  Saltville proposes a maximum operating pressure gradient for the four salt caverns
of 0.75 psi per foot and a minimum operating pressure of 0.30 psi per foot for the first
two years for each cavern. After the second year, Saltville proposes a minimum pressure
gradient of 0.25 psi per foot. These pressure limitations are necessary to minimize the
creep behavior of the salt. If sufficient pressures are not maintained within the caverns;
the salt could creep thus reducing the storage capacity of the caverns. Saltville developed
the pressure limitations based upon the MIT results from Cavern Nos. 1 and 2. VGPC
uses a minimum pressure gradient of 0.25 psi per foot for its Cavern Nos. 16 and 20
which are adjacent to Saltville’s caverns. Therefore, the satisfactory behavior of the

*The I0GCC is a governmental agency which promotes and encourages
conservation and efficient recovery of domestic oil and natural gas resources while
protecting health, safety, and the environment. The organization is comprised of
twenty-nine oil and gas producing States and six associate member States. In
November 1994, the IOGCC published the IOGCC Member State Regulation of Natural
Gas Storage which summarizes the various statutes and regulations for the underground
storage of natural gas.

¥As a condition of this authorization, Saltville will be required to file a copy of
the MIT for Cavern No. 4 before injecting gas into the cavern.
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caverns being operated by VGPC together with the results of the other
engineering/geological analyses (including MITs on Cavern Nos.1 and 2) indicate that
maximum and minimum pressure gradients of 0.75 psi per foot and 0.25 psi per foot are
appropriate for Saltville's caverns. We find Saltville' s proposed operating pressure limits
to be within arange that will contain the caverns' storage gas, prevent gas leaks or gas
loss, insure cavern stability, minimize cavern closure due to creep, and prevent
subsidence.

56.  After analyzing al information provided by Saltville, we conclude that the
geological and engineering parameters for the underground natural gas salt cavern
storage facilities proposed by Saltville are well defined. Specifically, Saltville's
proposed cavern locations are well within the design criteria and confinement of the salt
formation and the caverns are located at the proper depth and within proper boundaries.
The proposed cavern arrangement and spacing follow the IOGCC guidelines for salt
cavern storage facilities and should avoid pressure influences between caverns when they
are operated at full storage capacity/pressure. The wells are designed, completed, and
tested properly and the various test and logs run on these caverns and wells indicate that
the cavern design and development plan are proper. Finally, the maximum and minimum
cavern pressure gradients throughout the storage cycle have been chosen to preserve the
structural integrity of the caverns. Based upon these findings, we conclude that the
existing and proposed caverns are properly designed and further development and
operation of these storage facilities should continue as they are proposed with the
conditions contained in the Appendices to this order.

D. Environmental Analysis

57.  On December 16, 2003, we issued a Notice of Intent to Prepare an Environmental
Assessment for the Proposed Saltville Storage Project and Reguest for Comments on
Environmental Issues (NOI). This notice was sent to individuals, organizations, and
interested parties, including federal, state, county, and local agencies; state and local
conservation organizations; elected officials (e.g., federal and state representatives and
senators, mayors, and governors); local libraries and newspapers; and property owners
and other interested stakeholders in the project area.
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58.  Our staff prepared an environmental assessment (EA) for Saltville's proposal.®
The EA addresses soils, geology, water resources, wetlands, federally listed threatened
and endangered species, land use, cultural resources, air quality, noise, abandonment
activities, safety, and aternatives. The EA also addresses all substantive comments filed
in response to the NOI.

59.  On March 5, 2004, the Commission issued a Notice of Availability of the
Environmental Assessment for the Proposed Saltville Storage Project. The EA was
mailed to interested stakeholders and the Commission’s official servicelist. Written
comments were due on April 5, 2004. Comments were received from Beverly Pauley,
Geneva Boardwine, Cletus and Rebecca Boardwine, George and Georgia Boardwine,
Rick Minton, the Commonwealth of Virginia, Department of Historic Resources, U.S.
Department of the Interior (letters from the U.S. Fish and Wildlife Service (FWS) and the
Office of Environmental Policy and Compliance (OEPC)), and Saltville.

60.  Asdiscussed above, Satvilleis currently developing a new underground natural
gas storage facility using existing salt caverns that were previously authorized for
construction and operation in Smyth and Washington Counties, Virginia by the Virginia
Commission. Saltville has received the State regulatory approvals necessary to construct
and operate its storage facility. The new storage facility is being co-located with a
storage field that has been successfully operated by VGPC since 1995/96.

61.  Stakeholders have reported that individuals living on the northwest side of
Saltville' s property along State Highway 91 (the Smokey Row area) are being
“bombarded with up to /8 inch of dust every day.” They believethisis caused by a
combination of U.S. Gypsum’ s blasting in the area and Saltville’'s emissions and fugitive
dust. Saltvilleisusing existing dirt/gravel roads along the mountainside above the homes
In this area to access the well sites and for continuing operations at the 100 gpm salt
evaporator plant. We do not know if traffic on these roads, other activities at the storage
field, or other nonjurisdictional activitiesin the area are creating the dust reported by the
residents. However, to ensure that Saltville’ s operations are not creating inordinate
amounts of dust, we will require Saltville to investigate the source(s) of dust in the

*g4ltville’s proposals in Docket Nos. CP04-14-000 and CP04-15-000 requesting a
Part 284, Subpart G blanket transportation certificate and a Part 157, Subpart F blanket
construction certificate, respectively, qualify as categorical exclusions 22 and 21 under
section 380.4(a) of the Commission’ s regulations, respectively.
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Smokey Row areato determine if its activities are the source of the dust and to provide us
with areport on its findings and what steps, if any, it should take to control its dust
emissions.

62. The FWSis concerned about water quality issues related to underground gas
storagein akarst area. The FWS requested additional information regarding the quality
of the discharged water, the specific discharge location into McHenry Creek, and whether
the project has the potential to affect federally listed species in the watershed, including
the North Fork Holston River.

63. The project’s storage of natural gasin the salt caverns will not impact water
quality in the project area. As stated on page 15 of the EA, Saltvilleis discharging
distilled water into McHenry Creek. This discharge will not impact species in the North
Fork Holston River, which is at least 1.3 milesaway. Saltville hasreceived a permit
from the Commonwealth of Virginia, Department of Environmental Quality for this
discharge. The natural gas will be transported through recently recompleted wells and
the salt caverns are tight formations that do not communicate with the shallow karst layer
that islocated close to the earth’ s surface.

64. The OEPC is concerned that Commission staff did not fully consider the project’s
effects on non-insect species, and suggested that staff use additional State database
information to assess effects to Federally listed species. Asdescribed inthe EA, the
remaining construction activities will occur primarily at existing stone-covered
aboveground facility sites, roadways, or rock-covered well pads that are not habitat for
upland threatened and endangered species. The areas where the limited additional
construction will occur are subject to extensive on-going human presence and are
populated with existing industrial facilities. The project will have no impact on federally
listed threatened and endangered species.

65. On March 25, 2004, the Commonwealth of Virginia, Department of Historic
Resources indicated that the current activities taking place within the Saltville Gas
Storage Project will have no effect on cultural resources. We agree, and condition 4 in
the EA isno longer necessary.

66.  Saltville has requested that we reconsider the requirement that it monitor certain
elevation stations every 6 weeks to check for shallow ground movement and subsidence
at monitoring pointsL-2, H-1, K-5, J-7, K-6, J-3, E-3a, J-4, and J-5. Saltville believes
that monitoring these points on a quarterly basis is more appropriate and consistent with
the quarterly monitoring it agreed to with the Virginia Department of Mines, Minerals,
and Energy.
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67.  Our requirement for monitoring those points every 6 weeksisonly for an initial
period until December 2004 and is needed to verify whether the observed elevation
changes are in fact aresult of slumping rather than subsidence. After that, the monitoring
interval may be extended to the 3-month (quarterly) cycle*® Imposing a conservative
interval of 6 weeks for a short period of time should not be onerous for Saltville and will
help to clarify for the Commission and the local community whether there is subsidence
in the vicinity of, or associated with, the caverns, or whether this phenomenon is only
surface soil creep on certain steep slopes.

68.  Saltville also seeks a clarification on whether the EA should be recommending a
3-month cycle for monitoring the subsidence monitoring sitesin condition 3. Saltville
believes the record shows that its normal monitoring cycle is 6 months, not 3 months, for
the monitoring points.

69.  Asdescribed above, itisnot at al clear that the normal monitoring cycleis

6 months. However, onceit isclear that it is only surface sslumping that is occurring at
the sites addressed in condition 3 of the EA, we see no harm in lengthening the cycle to
6 monthsif there is no significant movement (elevation changes) in the rest of the project
area. We will modify the condition to this effect.

70.  OEPC comments that the geological hazards are not adequately addressed in the
EA because the included maps hinder the U.S. Geological Survey from properly
reviewing the EA’ s conclusions, and OEPC does not believe the EA supports a finding of
no significant impact.

71. Wedisagree. The EA isasummary review of the voluminous material which
Saltville hasfiled. Much of thisinformation is available through the Commission’s
website if an agency believesit is needed to further itsreview. The EA contains maps
sufficient to allow reviewersto locate the facilities involved in this project. Only a
limited number of facilities remain to be constructed and all of these are located within
sites on Saltville' s property that have already received considerable development, e.g., an
expansion of the existing compressor building.

72.  Asnotedinthe EA, an existing salt storage facility has been in operation at the
site for about 8 years, and the State of Virginia has issued approval for Saltville's
proposed project. In addition, many of the facilities required for the proposal have been

*\We note that the monitoring interval used for September 2001 through
November 2002 varied between 1 and 2 months, with the most common interval being 1
month. Since then, the interval has been 5 or 7 months.



Docket No. CP04-13-000, et al. -25-

put in place and into operation. Under these circumstances, and with the af orementioned
filings by the applicant which support the conclusion that the facility can be operated
safely, we believe there is ample support for the conclusion that there would be no
significant environmental impact associated with the approval of this project.

73.  OEPC believes that a plan should be developed that will identify what mitigative
actions would be taken if the project is producing surface creep or subsidence. We
believe that the EA has recommended adequate mitigation in thisarea. Since, asnoted in
the EA, al of the construction activities for the project will occur on previously
disturbed/cleared areas, there islittle reason to believe that the project could cause
“surface creep” or slumping. The subsidence surveys conducted since at least September
2001 have identified only nine locations where some ground movement may be taking
place and we have included a requirement that these areas be extensively monitored.
Once we have areport on the results of this monitoring, we will be in a position to
recommend a course of action, if needed.

74.  Thereisalso no evidence of substantial subsidence associated with the project’s
operations and development at the storage field. Subsidence associated with other recent
and historic mining activities in the region around Saltville’s property have been
identified in the EA, are not project related, and should not have an impact on the project.

75. Itisasoimportant to note that the nine locations where ground movement may be
taking place are on steep slopes generally located to the north or northeast of Cavern

Nos. 2 and 3 and their associated access roads. Although these locations are upsiope
from afew residences, the residences are some distance away. Moreover, Saltville's
facilities are between some of these sites and the residences. Consequently, Saltville will
take appropriate steps to ensure that its facilities (and therefore the residences) are
protected, if the need arises. The Subsidence Monitoring Plan with our condition that
covers these nine sites will be used to determineif this movement is being caused by
surface ground creep. Therefore, we believe that we have adequately addressed the issue
of slumping.

76.  OEPC comments that an analysis of geologic hazards to the gas storage facility
needs to be done. Further, it says that there needs to be a compl ete description of the
project including how long gas would be stored, when it would be injected or withdrawn,
the process of injection and withdrawal, and the method of containment.
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77.  Wedisagree that there has been no analysis of the geologic hazards to the facility.
The EA includes extensive discussion of subsidence, karst terrain, collapsed wells, and
the Saltville Fault. A complete description of how storage operations take place is not
necessary for the purposes of the National Environmental Policy Act. The engineering
considerations associated with this project are addressed in other parts of this order.

78.  OEPC comments that the seismic data which is reviewed for the project should be
updated from 1972 to the present and that the EA should have included a seismic analysis
of the entire project arearather than the Saltville Fault alone. OEPC also comments that
the effects of injection/withdrawal on the Saltville Fault need to be addressed.

79.  Webelieve that the data included in the EA are adequate to establish that the
Saltville Fault is of no concern to the facility. Moreover, since the storage caverns would
be at least 2,800 feet from the fault and all of the storage wells have at least four casing
strings set and cemented through the fault interval, there is no significant possibility that
the operation of the project would result in any fluctuation in fluid pressure which might
facilitate movement on the fault. Therefore, there is no reason to believe that injection or
withdrawal activities would affect the fault.

80.  With the exception of the environmental concerns discussed or clarified above, no
new environmental issues where identified in the comments that have not been previousy
addressed in the EA for this project.

81. Based on the discussion in the EA and responses to the filed comments, we
conclude that if constructed and operated in accordance with Saltville's application and
supplements, approval of this proposal would not constitute a major federal action
significantly affecting the quality of the human environment.

82.  Any state or local permitsissued with respect to the jurisdictional facilities
authorized herein must be consistent with the conditions of this certificate. The
Commission encourages cooperation between interstate pipelines and local authorities.
However, this does not mean that state and local agencies, through application of state or
local laws, may prohibit or unreasonably delay the construction and operation of facilities
approved by this Commission.*” Saltville shall notify the Commission's environmental
staff by telephone or facsimile of any environmental noncompliance identified by other

¥see, e.9., Schneidewind v. ANR Pipeline Co., 485 U.S. 293 (1988); National
Fuel Gas Supply v. Public Service Commission, 894 F.2d 571 (2d Cir. 1990); and
Iroquois Gas Transmission System, L.P., et al., 52 FERC 61,091 (1990) and 59 FERC
61,094 (1992).
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federal, state, or local agencies on the same day that such agency notifies Saltville.
Saltville shall file written confirmation of such notification with the Secretary of the
Commission within 24 hours.

E. Part 284 Subpart G Blanket Transportation Certificate

83.  Sdltville has applied in Docket No. CP04-14-000 for a Part 284, Subpart G
blanket transportation certificate, which is generally applicable to all interstate pipelines.
Part 284, Subpart G blanket certificates provide natural gas pipelines certain automatic
NGA section 7 natural gas transportation authorizations for individual customers under
the terms of its contract and tariff. Because Saltville will become an interstate pipeline
with the issuance of a certificate to construct and operate the proposed pipeline facilities,
and because a Part 284, Subpart G blanket certificate is required for Saltville to offer
transportation services, the Commission will issue the requested Part 284 certificate
authority to Saltville.

F. Part 157, Subpart F Blanket Construction Certificate

84.  Saltville also has applied in Docket No. CP04-15-000 for a Part 157, Subpart F
blanket construction certificate, which is generally applicable to all interstate pipelines.
Part 157, Subpart F blanket certificates accord natural gas pipelines certain automatic
NGA section 7 facility and service authorizations and allows them to make several types
of simplified prior notice requests for certain minimal section 7 facility and service
authorizations. Because Saltville will become an interstate pipeline with the issuance of a
certificate to construct and operate pipeline facilities, we will also issue the requested

Part 157, Subpart F, blanket certificate to Saltville.

85. The Commission, on its own motion, has received and made a part of the record
al evidence, including the applications and exhibits thereto, submitted in this proceeding,
and upon consideration of the record,

The Commission orders:

(A) A certificate of public convenience and necessity under NGA section 7(c) is
issued to Saltville to construct, own, operate, and maintain natural gas facilities as
described more fully in thisorder and in Saltville’ s application. This certificate and the
certificates issued in Ordering Paragraphs (F) and (G) will become effective on the same
date that Saltville' sinitial rates become effective.
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(B)  The certificate authority issued in Ordering Paragraph (A) is conditioned on
the following:

(1) Satville's completing the authorized construction by
December 31, 2007.

(2) Satville'scomplying with Part 157 of the Commission’s
regulations especially paragraphs (a), (c), (e), and (f) of
section 157.20, and Parts 154 and 284 of the Commission’s
regulations.

(3) Sdtvilleshall recalculateitsinitial recourse rate, as discussed
in the body of this order, and file actua tariff sheetswithin
30 days of the issuance of this order, with a proposed effective
date no later than 30 days after the date the actual tariff isfiled.

(4)  Saltville shall make afiling within three years after itsinservice
date, either justifying its existing recourse rates or proposing
aternative rates.

(C) Saltville srequest for negotiated rate authority is approved, as discussed in
the body of thisorder. Saltville shall maintain separate books, accounts, and records for
transportation provided under negotiated rates and for transportation provided under cost-
based rates.

(D) Sdtville shall comply with the engineering and environmental conditions
listed in Appendices A and B to this order.

(E) Sdtvilleshal notify the Commission's environmental staff by telephone
and/or facsimile of any environmental noncompliance identified by other federal, state, or
local agencies on the same day that such agency notifies Saltville. Saltville shal file
written confirmation of such notification with the Secretary of the Commission within 24
hours.

(F) A blanket transportation certificate under Subpart G of Part 284 of the
Commission’s regulationsisissued to Saltville in Docket No. CP04-14-000.
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(G) A blanket construction certificate under Subpart F of Part 157 of the
Commission’sregulationsisissued to Saltville in Docket No. CP04-15-000.

(H)  The motionsto intervene out-of-time are granted.
By the Commission.
(SEAL)

Magalie R. Salas,
Secretary.
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APPENDIX A
Engineering Conditions

1. Saltville shall establish and maintain a subsidence monitoring network over the
proposed caverns storage area.

2. Saltville shall assemble, test and maintain an emergency shutdown system.

3. Saltville shall periodically log each cavern’swell(s) to check the cavern roof, top
of the rubble pile, and casing status.

4, Saltville shall conduct sonar surveys of the caverns every five years to:
(a) monitor their dimensions and shape, and (b) estimate pillar thickness between
openings throughout the storage operations.

5. Saltville shall conduct an annual inventory verification study on each cavern.

6. Saltville shall determine and report to the Secretary of the Commission the final
gas storage capacity of each cavern (including data and work papers to support
the actual operating capacity determination).

7. The following conditions shall apply to the storage caverns:

a The total maximum gas storage inventory stored in the caverns shall
not exceed 8,200 MMcf at 14.73 psia and 60°F (Cavern No. 1, 760
MMcf; Cavern No. 2, 560 MMcf; Cavern No. 3, 6,700 MMcf ;
and Cavern No. 4, 200 MMcf).

b. The maximum gas storage shut-in stabilized pressure in each cavern
shall not exceed 0.75 psi per foot of cavern depth and the minimum
pressure in each cavern shall be limited to 0.25 psi per foot of the
cavern depth.

8. Before commencing gas storage operations in Cavern No. 4, Saltville shall
file with Secretary of the Commission:

a the results of the MIT for Cavern No. 4 before conversion of
that well(s)/cavern to natural gas storage;

b. The results of sonar surveys of Cavern No. 4, including plan view
and cross-sections;
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10.

C.

copies of the latest interference, tracer surveys, or other testing or
analysis on Cavern No. 4, to verify the lack of communication
between the caverns;

the volume of rubble at the base of Cavern No. 4, including the
methodology for determining such volume; and

geological cross sections (when additional data is obtained) through
the total project area showing al geologic units;

Saltville shall file semiannual reports for each cavern (to coincide with the
termination of the injection or withdrawal cycles) containing the following
information (volumes shall be stated at 14.73 psia and 60°F):

a

b.

C.

the daily volume of natural gasinjected and withdrawn;

the inventory of natural gas and shut-in wellhead pressure for

each cavern at the end of reporting period,;

the maximum daily injection and withdrawal rates experienced

for the entire storage field during the reporting period;

the average working pressure on such maximum days taken at

a central measuring point where the total volume injected or
withdrawn is measured;

the results of any tests performed to determine the actual size,
configuration, or dimensions of the storage caverns,

adiscussion of current operating problems and conclusions;

other data or reports which may aid the Commission in the evaluation
of the storage project; and

the results of leak detection tests performed during storage operations
to determine the integrity of each cavern/wellbore, casing and wellhead.

Saltville shall file semiannual reports in accordance with section 157.214 (c) of
the Commission’ s regulations for a period of one year following the issuance of
this order.

-31-
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APPENDIX B
Environmental Conditions

Saltville shall follow the construction procedures and mitigation measures
described in its application and supplements including responses to staff data
requests, and as described in the EA, unless modified by this Order. Saltville
must:

a request any modification to these procedures, measures, or
conditionsin afiling with the Secretary of the Commission

(Secretary);

b. justify each modification relative to site-specific conditions;

C. explain how that modification provides an equal or greater level
of environmental protection that the original measure; and

d. receive approval in writing from the Director of the Office of

Energy Projects (OEP) before using that modification.

The Director of OEP has delegated authority to take whatever steps are necessary
to ensure the protection of all environmental resources during construction and
operation of the project. This authority shall alow:

a the modification of conditions of this order, and

b. the design and implementation of any additional measures
deemed necessary (including stop work authority) to assure
continued compliance with the intent of the environmental
conditions as well as the avoidance or mitigation of adverse
environmental impact resulting from project construction and
operation.

Saltville shall implement Mr. Gabriel Fernandez’ s September 23, 2003
recommended elevation monitoring changes to Saltville' s ground subsidence
monitoring plan. Monitoring pointsL-2, H-1, K-5, }-7, K-6, J-3, E-3a, J-4, and J-5
shall be surveyed every 6 weeks; a site inspection of these areas shall be
conducted to check for shallow ground movements; and if the subsidence trend
continues through September 2004, Saltville shall install deeper monitoring points
at these locations. Saltville shall file with the Secretary areport on the results of
all the survey monitoring points no later than March 2005 on all of the data
gathered through December 2004 for review and written approval by the Director
of OEP.
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If the report confirms that the subsidence at monitoring points L-2, H-1, K-5,
J7, K-6, J3, E-3a, J4, and J-5 is being caused by surface ground creep, the
survey cycle for the sites being monitored by the Subsidence Monitoring Plan
shall be a maximum of 6 months.

4, Saltville shall file a noise survey of the Saltville Compressor Station, 400-gallon-
per-minute (gpm) salt evaporator plant, and Virginia Gas Pipeline Company
compressor station with the Secretary no later than July 1, 2004. The sound levels
measured from these facilities shall be based on operations at full load or full
capacity and provide a breakdown of the sound level contribution from each
facility.

If the noise survey shows that there is noise attributabl e to the operation of the
Saltville Compressor Station and 400-gpm salt evaporator plant at full load that
exceeds an Ldn of 55 dBA at any nearby noise sensitive area (NSA), Saltville shall
install additional noise controls to meet that level within 1 year. Saltville shall
confirm compliance with the Ldn of 55 dBA requirement for its facilities by filing
a second noise survey with the Secretary no later than 60 days after Saltville
installs the additional noise controls.

5. Saltville shall file a noise survey with the Secretary no later than 60 days after
placing the second authorized 5, 250-hp unit at the Saltville Compressor Station
in service. If the noise attributable to the operation of all itsfacilities at the storage
field at full load exceeds an Ldn of 55 dBA at any nearby NSA, Saltville shall
install additional noise controls to meet that level within 1 year of thein-service
date. Saltville shall confirm compliance with the Ldn of 55 dBA requirement by
filing a second noise survey with the Secretary no later than 60 days after Saltville
installs the additional noise controls.

6. Saltville shall investigate the source of dust emissions in the Smokey Row area
and file areport with the Secretary on its findings within 15 days of acceptance of
this certificate. If dust from Saltville' s operations or construction activitiesis the
source of the dust or contributing to excessive levels of dust in the area, Saltville
shall take steps immediately to control its dust emissions.



