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Dominion Cove Point LNG, LP
120 Tredegar Street
Richmond, VA 23219
Attention:
Machelle F. Grim, Director, Regulatory & Pricing
Reference:
Operational Sales and Purchases of Gas
Dear Ms. Grim:
1. On March 30, 2007, Dominion Cove Point LNG, LP (Cove Point) filed a revised tariff sheet
 to modify section 28 of the General Terms and Conditions (GT&C) of its tariff to provide for operational purchases and to modify existing authority to make operational sales of natural gas or liquefied natural gas (LNG).  Cove Point proposes a May 1, 2007 effective date.  The Commission accepts Cove Point’s proposed tariff sheet to be effective May 1, 2007, subject to the conditions set forth below.
2. Cove Point contends that it needs the flexibility to make operational purchases of natural gas or LNG in order to keep its system in balance.  Cove Point asserts that in accordance with an approved settlement in its fuel proceedings
 and the pending settlement in its recent general rate case proceeding,
 it is required to absorb certain quantities, recover outstanding quantities over an extended period of time and capitalize the cost of certain quantities.  Therefore, Cove Point argues it requires the flexibility to make operational purchases to meet the requirements of ongoing operations.  Cove Point 
contends that its tariff proposal to make operational purchases of gas is consistent with recent Commission decisions authorizing purchases of gas by other pipelines.

3. Section 28 of Cove Point’s GT&C currently provides for the operational sales of natural gas and LNG.  Cove Point proposes to modify this section to provide for the inclusion of purchases of LNG or other natural gas for operational reasons, and establish a more detailed description of the process for the sale of gas.  Cove Point proposes that both the sale and purchase of gas will be made on an unbundled basis.  The point of sale will be at the outlet of Cove Point’s LNG plant.  The point of purchase will be at Cove Point’s receipt points, interconnections with upstream pipelines prior to receipt into its system, or in the LNG plant.

4. Prior to making any sales or purchase, Cove Point proposes to post a notice on its electronic bulletin board seeking bids for operational sales or purchases.  The posting would include at a minimum:  (1) daily quantities to be sold or purchased and whether the quantities are firm or interruptible; (2) date quantities are to be sold or purchased;          (3) point of receipt or delivery; (4) method of communicating bids; and (5) any additional requirements determined by Cove Point.  Each bid will contain:  (1) bidder’s contact information; (2) bidder’s price; (3) completed bid addressing Cove Point’s criteria in the posting; and (4) any conditions on the bid submission.  Cove Point states that it will evaluate the bids meeting the posted conditions based on lowest price if a purchase or the highest price if a sale.  Cove Pont will file an annual report or before August 1 of each year on the operational sales and purchases for the 12 months ending April 30 indicating:  (1) source of the gas sold and/or purchased; (2) the date of the sale and/or purchase;       (3) the quantity sold or purchased; and (4) the unit price.

5. Public notice of Cove Point’s filing was issued April 3, 2007.  Interventions and protests were due April 11, 2007, as provided in section 154.210 of the Commission’s regulations (18 C.F.R. § 154.210 (2006)).  Pursuant to Rule 214 of the Commission’s Rules of Practice and Procedure, 18 C.F.R. § 385.214 (2006), all timely motions to intervene and any motions to intervene out of time filed before the issuance date of this order are granted.  Granting late intervention at this stage of the proceeding will not disrupt the proceeding or place additional burdens on existing parties.  Statoil Natural Gas LLC, BP Energy Company, and Shell NA LNG LLC (collectively the LTD-1 Shippers) filed separate motions to intervene and a joint limited protest.  Cove Point filed an answer to the protest on April 17, 2007.  Under Rule 213(a)(2) of the Commission’s Rules of Practice and Procedure, 18 C.F.R. § 213(a)(2) (2006), answers to protests are 
not accepted unless otherwise ordered by the decisional authority.  The Commission will accept Cove Point’s answer because it aided the Commission in addressing  the issues raised by the filing.
6. The LTD-1 Shippers do not oppose in principle Cove Point’s request for purchases and sale of LNG or natural gas for operational purposes, but raise three concerns with the proposal.
7. First the LTD-1 Shippers contend that the proposed tariff language lacks the requisite specificity with regard to circumstances under which Cove Point would be permitted to make operational purchases or sales.  The LTD-1 Shippers assert that the Commission requires tariff language that identifies the nature and circumstances under which such operational purchases or sales will be authorized.
  The LTD-1 Shippers further claim that Cove Point has failed to identify clearly the operational reasons to make purchase and sales, therefore the LTD-1 Shippers request that the Commission require Cove Point to modify its proposed tariff language to provide detail on when and for what purposes such operational purchases and sales will be allowed. 
8. Second, LTD-1 Shippers contend that Cove Point’s annual report addressing operational purchases and sales should provide more detail, providing adequate information so that customers can effectively monitor the pipeline’s purchase and sales.  The LTD-1 Shippers argue that Cove Point’s annual report should provide:  (1)  the source of the gas purchased and sold; (2) the date of the purchases and sales; (3) the volumes associated with purchases and sales; (4) the price of purchases and sales; (5) the cost and revenues for such purchases and sales; (6) the disposition of the associated costs and revenues for all operational purchases and sales; (7) an explanation of any operational purchases and sales; and (8) a reconciliation of such purchases and sales that are associated with other tariff requirements that may be collected from shippers, such as fuel. 
9. Third, the LTD-1 Shippers contend that the filing fails to articulate how Cove Point will seek to recover from customers any costs associated with gas purchases.  The LTD-1 Shippers assert that Cove Point should be required to explain what costs it will seek to pass through to shippers and how such costs will be recovered.  The LTD-1 Shippers further claim that Cove Point should be required to explain how it will account for any profits made and whether it will pass those profits through to its customers.  Additionally, depending upon the method of recovery or return to be used, an adjustment to the proposed timing of the annual filing (before August 1) may be appropriate.

10. Cove Point’s answer generally addressed the three concerns raised by the LTD-1 Shippers.  In response to the LTD-1 Shippers first concern that Cove Point’s proposed 
tariff language lacks specificity for operational purchases, Cove Point proposes to add the following language as new GT&C section 28(a)(iii):

Operator may make operational sales and purchases: (1) to balance fuel and lost and unaccounted for quantities; (2) to maintain system pressure and line pack; (3) to manage imbalance quantities; (4) to perform other operational functions of Operator in connection with transportation, storage, and other similar services; and (5) otherwise to protect the operational integrity of its system.
11. To address the LTD-1 Shippers second concern related to the contents of the annual report on purchases and sales, Cove Point proposes to add the following language to section 28(d) of the GT&C:  “the disposition of the associated costs and revenues.”  Cove Point contends that with the additional information, the Commission, the LTD-1 Shippers, and other interested parties should be able to monitor Cove Point’s operational purchases and sales fully and accurately.
12. Regarding the LTD-1 Shippers third concern on the recovery of costs and the disposition of any related profits for purchases, Cove Point contends that it does not have any mechanism in its tariff (or recent rate case settlement) to recover the costs of operational purchases of gas or LNG, and it has not proposed such a mechanism in this proceeding.  Cove Point argues that it bears the costs, burdens, and risks of the operational purchases and that the customers have no claim on any associated revenues or profits.  Cove Point contends that in ANR Pipeline, the Commission determined that no revenue crediting is appropriate for operational purchases and sales when the pipeline will not recover the associated costs from its customers.
  
13. The Commission finds that Cove Point’s proposal is generally acceptable, but as discussed below the Commission will require Cove Point to modify its proposed tariff revisions and provide further information and explanation of its proposal.
14. We agree with the LTD-1 Shippers that Cove Point’s initial filing did not adequately specify the circumstances under which Cove Point would be permitted to make operational purchases or sales as the Commission previously required of other pipelines.
  In its answer, Cove Point proposes to add a new GT&C section 28(a)(iii) to provide greater specificity as to when it may make operational sales and purchases.  Cove Point’s proposal satisfactorily addresses the Commission’s and LTD-1 Shippers’ concerns on this issue, since it provides greater clarity of the intent of Cove Point’s proposed operational purchases or sales of gas.  Accordingly, within 15 days of the date of issuance of this order, Cove Point shall file to revise its tariff to include the proposed section 28(a)(iii).
15. Concerning the annual report Cove Point is required to file on its purchases and
sales, Cove Point in its answer proposes to add a provision to the annual report regarding the disposition of the costs and revenues associated with its operational sales and purchases.  However, Cove Point’s annual report still will not provide sufficient information for operational sales and purchases.  Section 28(d) only provides that Cove Point will file the unit price of operational sales and purchases.  In previous cases addressing pipeline reports for operational sales and purchases, the Commission has required companies to also provide the cost and revenues from operational purchases or sales.
  Accordingly, we will require Cove Point to do so here.  This information provides the Commission and interested parties with the ability to determine whether Cove Pont is realizing revenue generated from the operational sale of gas.  Therefore, Cove Point is required to revise its tariff to provide the costs and revenues from the operational purchases or sales of gas and LNG, as well as the disposition of the associated costs and revenues, within 15 days of the issuance of this order. 

16. In its answer, Cove Point states that it does not have any mechanism to recover the costs of its operational purchases of gas or LNG.  Cove Point contends that it bears the costs, burdens and risks of the operational purchase and not its customers, therefore the customers have no claim on any associated revenues or profits.  We agree with Cove Point and find that this is a satisfactory response to the LTD-1 Shippers’ concerns related to the recovery of the costs of operational purchases and the disposition of profits from operational sales.  The Commission has previously found that if a pipeline does not have a mechanism to recover the costs of operational purchases, it is not required to credit shippers with the revenues associated with operational sales.
  Since Cove Point is not passing through any costs related to the operational purchases of gas to its customers and does not have a crediting mechanism we will not require Cove Point to establish a crediting mechanism in this proceeding.

17.  The revised tariff sheet listed in Footnote No. 1 is accepted to be effective        May 1, 2007, subject to the conditions as discussed in the body of this order.
18. Within fifteen days of the date this order issues, Cove Point must file revised tariff sheets to reflect the tariff revisions as discussed in the body of this order.  


By direction of the Commission.





Kimberly D. Bose,





        Secretary.
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