From: Jeffrey W. Bentz

To: Heather Hunt; "Welch, Thomas L"; patrick.c.woodcock@maine.gov; Marion Gold; "Recchia. Chris"; McNamara,
Ed; Scott. Robert; Hatfield. Meredith; McCluskey, George; Berwick, Ann (DPU); Sylvia. Mark (ENE); Jhaveri
Birud (ENE); Kates-Garnick. Barbara (ENV); Nick Ucci; katie dykes; Steven Clarke; Eric Jacobi

Cc: Jason Marshall; Dorothy Capra; Ben D"Antonio; Allison Smith

Subject: Re: 2/28/2014 Weekly Infrastructure Call Notice - 3:00pm - Addl Material
Date: Wednesday, February 26, 2014 10:04:50 PM

Attachments: DCtrip _Gas-Electric notes 26Jan2014[1].pdf

CostAllocation 23Feb2014.xIsx
Potential Information Request - Gas Pipelines- TW NU BSD redline.docx
Adgenda 2 28 14.doc

All,
Please see attached additional materials for our 3:00pm call this Friday.

Please consider the materials draft — Not for Circulation.

From: Jeffrey Bentz <jeffbentz@nescoe.com>
Date: Monday, February 24, 2014 12:22 PM
To: Heather Hunt <HeatherHunt@NESCOE.com>, Thomas Welch

<thomas.l.welch@maine.gov>, "patrick.c.woodcock@maine.gov"

<patrick.c.woodcock@maine.gov>, Marion Gold <Marion.Gold@energy.ri.gov>,
""Recchia, Chris™ <Chris.Recchia@state.vt.us>, Ed McNamara

<Ed.McNamara@state.vt.us>, Robert Scott <robert.scott@puc.nh.gov>, Meredith

Hatfield <Meredith.Hatfield@nh.gov>, George McCluskey
<george.mccluskey@puc.nh.gov>, Ann Berwick <Ann.Berwick@state.ma.us>,
"Sylvia, Mark (ENE)" <mark.sylvia@state.ma.us>, "Jhaveri, Birud (ENE)"

<birud.jhaveri@state.ma.us>, "Kates-Garnick, Barbara (ENV)" <barbara.kates-
garnick2@state.ma.us>, Nicholas Ucci <nicholas.ucci@energy.ri.gov>, Katie Dykes
<katie.dykes@ct.gov>, Steven Clark <steven.clarke@state.ma.us>, Eric Jacobi
<Eric.Jacobi@ct.gov>

Cc: Jason Marshall <jasonmarshall@nescoe.com>, Dorothy Capra
<DorothyCapra@nescoe.com>, Ben D'Antonio <BenDAntonio@nescoe.com>,

Allison Smith <allisonsmith@nescoe.com>
Subject: 2/28/2014 Weekly Infrastructure Call Notice - Material

All,

Our next weekly call is scheduled for Friday, February 28, 2014 at
3:00pm.
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Draft - Not for Circulation

CONEG: (notes limited to Gordon and Chair LaFleur briefing)
* Is 600 mmcf/day the right amount of gas pipeline?
* Gordon’s briefing:
= Greater than anticipated price impacts in January and February 2014
= More recent analysis makes the infrastructure inadequacy situation
appear worse than previous analyses, primarily due to the Maritimes
& Northeast Pipeline providing less supply from eastern Canada than
expected
» January experience included a so-called “design day” (some of the
coldest weather in decades), during which 3,500 MW of gas-fired
generation was unavailable for dispatch due to lack of fuel supply
= “What you need to do is overbuild” the pipeline, which is a balance of
economics and reliability

o On the concept of trying to channel incremental pipeline capacity directly to
electric generators, a caution against intervening in the competitive
marketplace

o On how to manage the incremental pipeline capacity, a recommendation for
a third party, rather than ISO-NE or NESCOE

* LaFleur:

o FERC is working to optimize the existing infrastructure, including through
adjustments to the timing of the electricity markets to enable scheduling in
the gas markets

o The need for more pipeline is evident

The states’ concept of providing “earnest money” is an innovative idea
o However, struggling with:
* The proposed mechanism of funding gas pipeline through the electric

tariff does not cleanly fit within the Federal Power Act, RNS not a

clean mechanism, and wonders whether a concept analogous to the

Strategic Petroleum Reserve may be viable;

* The mechanism for allocating the capacity of the incremental pipeline,
as in which plants get the gas; and
= How this affects the other non-gas-fired resources
o Wonders whether a subsidiary or affiliate of ISO-NE and/or NESCOE could
effectuate a solution, analogous to the Strategic Petroleum Reserve and the
recent Winter Reliability Program.

©)





Draft - Not for Circulation

EOP/DOE
Focus of questions and discussion:

¢ Isthere FERC precedent for funding natural gas pipeline through the electricity
tariff in a restructured region?
o Nature of innovative proposal
o What has bee the ISO’s response
* Siting issues and route
o Have the states identified pipeline routes?
o Are there local issues?
o Are there issues associated with siting a pipeline through a Coastal Zone
Management Area?
o Discussion of process for selection and how states not looking to draw lines
on a map.
* How does the Northern Pass fit within the states’ plans?
* Timeline
o NEPOOL process
* Are the states considering Liquefied Natural Gas (LNG)?
o Discussion of LNG being cheaper this winter and as possible short-term
solution
* What has been industrial customers’ response? Is there a role for DOE’s EERE office
to provide assistance with industrial customers and/or interim measures?
* Have the states envisioned a role for smaller new and/or repowered hydro
resources?
* (Quadrennial Energy Review (QER)
o Timing - spring
= [Lunch meeting later indicated target of late March in New England]
o DOE to follow-up





Draft - Not for Circulation

FERC (overall take-away, lot of interest and, while careful not to pre-judge, many questions
and initial concerns)
* LaFleur:
o Would the states file the gas pipeline and imported hydro mechanisms
together as one package?
* A “mega package” might be harder to process
= Having separate dockets would be better administratively
= In the filing, cite to the other as “interdependent” rather than package
together in one filing
o Would the states go through the NEPOOL process?
o Isthe electric transmission component similar to Order 10007
o What is the region’s commitment to competitive markets?
= “raised the issue during the CONEG meeting, but apparently didn’t get
much resonance”
= Three primary concerns:
* Having too many outside-of-the-market transactions
ultimately erodes the market
* Private investors in the marketplace are unwilling to fund
resources necessary for reliability
* The ISO ultimately becomes a vertically re-integrated utility,
only at the regional level
o Would it be necessary to amend the Federal Power Act to legally authorize
cost recovery for a gas pipeline through the electricity tariff?
= The proposal would need to be tied to electricity rates
» The issues of proportionality would need to be addressed (who pays
and who benefits)
* The mechanism for managing and allocating the pipeline capacity
would need to be specified clearly
o Possible alternative approaches?
= States get legislation
= Public Utility Commissions could order either gas or electric utilities
to procure incremental pipeline capacity
o Statement regarding general attempts to flow a lot of through rates.
o Staff questioned capacity release and waivers required.

* Norris
o Positive statements on fuel diversity
* C(lark

o Inthe West, the states created a purchasing authority to address challenging
issues such as New England’s

o Very concerned about mixing competitive markets and ISO/RTOs and
generation mandates to the point they are incompatible

o Have the New England states thought about re-regulating?

o “WhileI don’t what to shoot it down out of hand, it is not self evident that
funding a pipeline through transmission rates comports with the Federal
Power Act...”





O O O O O

Draft - Not for Circulation

Noted this seemed like quasi-restructuring.

Regulatory approvals will not happen quickly.

“Re-regulation would address several problems”

Could the electric generators form a risk-sharing pool?

On the electric transmission aspect, the objective sounds like Order 1000.
But view of gas proposal as more unique than transmission.

The pipeline proposal is more “outside the box” and could be challenging
given that generator cooperation may be necessary and pursuing long-term
contracts for imported hydro power may work at cross purposes to obtaining
generator support

e Moeller

@)
@)

Commend the states for collectively addressing the situation

Focused on maximizing the efficiency of the existing infrastructure through
more liquidity and transparency

The states could embrace real time pricing and support wholesale market
reforms that place an emphasis on firming up fuel supplies

Want to be careful to not create incentives that would cause other problems,
lots of unintended consequences, and/or anticipated consequences that were
deemed not important

¢ Staff (Legal, Market Oversight, Infrastructure, External Affairs)

(©)
@)
@)

View of gas approach as major hurdle.

Is this jurisdictional?

To be jurisdictional under the Federal Power Act, the pipeline proposal
would need to demonstrate that it was a “practice affecting rates”

*= There would also need to be a limiting principle to justify the
exception and protect against future exceptions that would swallow
the rule

* E.g, the Winter Reliability Program was just for one year and
deals with fuel itself.

= The proposal appears attenuated - akin to building a railroad through
electric rates to facilitate coal delivery to a coal plant

Would the costs be recovered through Regional Network Service (RNS) or
Real-Time Load Obligation (RTLO)?

= The Winter Reliability Program provides guidance on this issue
Have the states anticipated the unintended consequences and proposed a
remedy to alleviate them, similar to how the Minimum Offer Price Rule
(MOPR) protects against price suppression in the capacity market?
Would the entity that operates and maintains the pipeline capacity be FERC
jurisdictional? If so, under the Natural Gas Act or the Federal Power Act?

= Ifthe entity is outside FERC jurisdiction (“command and control”),
how would the states address the dichotomy?

= Ifthe entity is FERC jurisdictional, how to address the discrimination
issues that would arise?





Draft - Not for Circulation

o Would the pipeline capacity manager bundle the transportation with supply
to both comport with the “shipper takes title to the gas” rule and the
preferences of the gas-fired electric generators?

o Greenfield pipelines are challenging to site, especially in New England, which
has a national reputation?

= Existing rights of way may provide a more successful and expedient
process

o If the states intend to utilize a Request for Proposals for natural gas pipeline,
the Florida Power & Light example may be illustrative. [we have the RFP and
related information if there is interest in these docs]

2/26/14 Gas-Electric Focus Group

* Pipelines, LDCs and other reviewed the comments submitted to NESCOE.

* Many questions regarding the process going forward for the Governors’ Initiative.

* Inresponse to a question the ISO received on the right amount of incremental
pipeline capacity needed, ISO responded that there have been many studies
conducted (ICF, B&V, CES) and that all included scenario analysis and ultimately the
number is subjective based on one’s view of the future or assumptions used in the
studies.

* One stakeholder who had not participated in the early process recited the mismatch
between the gas and electric markets (pipelines require a 15-20 year commitment
while the capacity market provides revenue certainty three years forward) that
prompted debate on market design changes that have provided some relief and the
degree to which other issues remain unresolved.






Equalize Benefit Cost

		Black & Veatch Gas-Electric Study Modeling Results

				Annual Costs		Average Annual Price Reduction Benefits

		Solution				High Demand Scenario				Base Case Scenario

		Firm Hydroa		$   219,000,000		$   501,000,000				$   450,000,000

		Economic Hydrob		$   219,000,000		n/a				$   256,000,000

		Combined Gas & Firm Hydroc		$   395,000,000		$   780,000,000				n/a



		a		The cost estimate is based on cost-of-service for the line only and excludes the cost of the dam.  Benefits discussed in note 3 below.

		b		The cost estimate is based on cost-of-service for the line only. Benefits discussed in note 3 below.

		c		The cost estimate is based on cost-of-service for the pipeline and only the line portion of the firm hydro case ($176 M + $219 M = $395 M). Benefits based on Confidential material.



										Net Benefits Calculator - Equalize Benefit to Cost Ratio

										(Insert values in yellow boxes)



				insert value here														insert value here

		Annual Project Cost1		$395,000,000				Average Annual Gas and Electric Energy Market Price Benefits3										$   780,000,000





				Cost Allocation		State Portion of Annual Project Cost				Benefit Allocation (Load Ratio Share)2				State Portion of Average Annual Project Benefits - GROSS				Benefit Proration Factor (Reflect Unhedged Supply)				State Portion of Average Annual Project Benefits - Post Benefit Proration				State Net Benefits		Benefit to Cost Ratio

		Connecticut		26.391%		$   104,246,005.76				25.966%				$   202,533,576.52				90%				$   182,280,218.87				$78,034,213.11		1.749

		Maine		7.432%		$   29,356,633.81				7.312%				$   57,035,317.53				90%				$   51,331,785.77				$21,975,151.97		1.749

		Massachusetts		47.761%		$   188,654,649.00				46.991%				$   366,526,280.88				90%				$   329,873,652.79				$141,219,003.80		1.749

		New Hampshire		9.320%		$   36,812,286.84				9.169%				$   71,520,477.53				90%				$   64,368,429.78				$27,556,142.94		1.749

		Rhode Island		6.910%		$   27,293,015.56				6.798%				$   53,026,032.17				90%				$   47,723,428.95				$20,430,413.39		1.749

		Vermont		2.125%		$   8,393,750.00				3.764%				$   29,358,315.37				50%				$   14,679,157.69				$6,285,407.69		1.749



		Notes:

		1		Black & Veatch Gas-Electric Study, results available here: http://www.nescoe.com/Gas_Supply_Study.html

		2		Based on 2018 Forecasted Summer 50/50 Peak Load, ISO New England, Capacity Energy Loads and Transmission Report Forecast Data, Tab 2, 

						available at: http://www.iso-ne.com/trans/celt/fsct_detail/2013/isone_fcst_data_2013.xls

		3		For the hydro, based on the injection of 1200 MWs of inframarginal (less than the market clearing price) power into the New Hampshire load zone from the Hydro Quebec system. 

						Firm = 8,760 hours per year. Economic = when price differentials would indicate an economic benefit to seller, the power will flow into New England.



														Impact Estimate: Cost Re-Allocation to Equalize Benefit to Cost Ratio



				Re-Balanced Cost Allocation		Load Ratio Share				Costs under Re-Balanced Cost Allocation Formula				Costs under Load Ratio Share				Difference in Dollars				Difference in Percentage

		Connecticut		26.391%		25.966%				$104,246,005.76				$102,565,080.42				$1,680,925.34				1.64%

		Maine		7.432%		7.312%				$29,356,633.81				$28,883,269.77				$473,364.03				1.64%

		Massachusetts		47.761%		46.991%				$188,654,649.00				$185,612,667.88				$3,041,981.12				1.64%

		New Hampshire		9.320%		9.169%				$36,812,286.84				$36,218,703.37				$593,583.47				1.64%

		Rhode Island		6.910%		6.798%				$27,293,015.56				$26,852,926.55				$440,089.01				1.64%

		Vermont		2.125%		3.764%				$8,393,750.00				$14,867,352.01				($6,473,602.01)				-43.54%





Cost-Effectiveness Worksheet

		Black & Veatch Gas-Electric Study Modeling Results

				Annual Costs		Average Annual Price Reduction Benefits

		Solution				High Demand Scenario				Base Case Scenario

		Firm Hydroa		$   219,000,000		$   501,000,000				$   450,000,000

		Economic Hydrob		$   219,000,000		n/a				$   256,000,000

		Combined Gas & Firm Hydroc		$   395,000,000		$   780,000,000				n/a



		a		The cost estimate is based on cost-of-service for the line only and excludes the cost of the dam.  Benefits discussed in note 3 below.

		b		The cost estimate is based on cost-of-service for the line only. Benefits discussed in note 3 below.

		c		The cost estimate is based on cost-of-service for the pipeline and only the line portion of the firm hydro case ($176 M + $219 M = $395 M). Benefits based on Confidential material.



										Net Benefits Calculator

										(Insert values in yellow boxes)



				insert value here														insert value here

		Annual Project Cost1		$395,000,000				Average Annual Gas and Electric Energy Market Price Benefits3										$   780,000,000





				Load Ratio Share2		State Portion of Annual Project Cost				State Portion of Average Annual Project Benefits - GROSS				Benefit Proration Factor				State Portion of Average Annual Project Benefits - NET				State Net Benefits		Benefit to Cost Ratio

		Connecticut		25.97%		$   102,565,080.42				$   202,533,576.52				90%				$   182,280,218.87				$79,715,138.45		1.777

		Maine		7.31%		$   28,883,269.77				$   57,035,317.53				90%				$   51,331,785.77				$22,448,516.00		1.777

		Massachusetts		46.99%		$   185,612,667.88				$   366,526,280.88				90%				$   329,873,652.79				$144,260,984.91		1.777

		New Hampshire		9.17%		$   36,218,703.37				$   71,520,477.53				90%				$   64,368,429.78				$28,149,726.41		1.777

		Rhode Island		6.80%		$   26,852,926.55				$   53,026,032.17				90%				$   47,723,428.95				$20,870,502.40		1.777

		Vermont		3.76%		$   14,867,352.01				$   29,358,315.37				50%				$   14,679,157.69				($188,194.33)		0.987



		Notes:

		1		Black & Veatch Gas-Electric Study, results available here: http://www.nescoe.com/Gas_Supply_Study.html

		2		Based on 2018 Forecasted Summer 50/50 Peak Load, ISO New England, Capacity Energy Loads and Transmission Report Forecast Data, Tab 2, 

						available at: http://www.iso-ne.com/trans/celt/fsct_detail/2013/isone_fcst_data_2013.xls

		3		For the hydro, based on the injection of 1200 MWs of inframarginal (less than the market clearing price) power into the New Hampshire load zone from the Hydro Quebec system. 

						Firm = 8,760 hours per year. Economic = when price differentials would indicate an economic benefit to seller, the power will flow into New England.
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SUGGESTED NESCOE COMMUNICATION TO PIPELINES



Dear [     ],



The six New England Governors recently expressed their collective perspective about energy infrastructure expansion and diversification in a statement entitled the New England Governors’ Commitment to Regional Cooperation on Energy Infrastructure Issues, dated December 2013.  The New England States Committee on Electricity (NESCOE) is pleased to begin furthering the Governors’ common interests in cooperation with stakeholders.  As relates to natural gas infrastructure, the states seek incremental pipeline capacity that will lower consumer energy costs and increase reliability, particularly as they relate to the region’s bulk electric system.  To that end, the states, acting through NESCOE, are requesting proposals and information from interested pipeline development entities to advance that objective.

Background and Process

On January 21, 2014, NESCOE sent a letter to the ISO-New England (ISO-NE) requesting that ISO-NE take all necessary and appropriate action to accomplish certain key efforts related to electric and natural gas infrastructure in New England.  Specifically, NESCOE has asked ISO-NE to develop a tariff provision for FERC approval that would allow the recovery of the cost of firm natural gas pipeline capacity in a manner that is effective to support the construction of incremental pipeline capacity, which could include new pipelines or the expansion of existing pipelines.  The states are targeting a process to secure approval of the tariff as expeditiously as possible with the objective of allowing commitments to be made that would permit the new pipeline capacity to be available for the winter of 2017/18.  While the states wish to proceed as expeditiously as possible, we are aware the tariff provision requires FERC approval to become effective.

Level of Incremental Pipeline Capacity Sought

The states are seeking additional capacity that is capable of delivering natural gas from one or more of the “hubs” at the Ramapo, Wright, or similar facility to a delivery point inside New England.  The objective of such additional capacity is to help serve natural gas-fired electric generator demand at transportation prices reflecting no or minimal “basis differential” relative to Leidy or other Utica/Marcellus basin trading hubs.  The states seek additional capacity in amounts sufficient in aggregate to achieve, when taken together with firm commitments by other market participants, an increase at least in the amount of firm pipeline capacity into New England of 600 mmcf/day and potentially up to 1,200 mmcf/day.  These amounts would be incremental to the Spectra AIM and Tennessee CT expansion projects.  Such additional pipeline capacity could be portioned into more than one project, with different in-service dates, the earliest of which would ideally be in-service by the winter of 2017/2018.  [This should be revised when/if there is agreement to seek capacity beyond the 600]

The aforementioned levels of pipeline capacity are preliminary and subject to further input and review as described earlier.  There are also inter-relationships between a final level of pipeline capacity deemed appropriate and other policy objectives, as well as other alternatives that are available.  The information requested through this letter will inform the states’ determination as to the overall level of pipeline capacity required as well as what pipeline options best achieve our objectives

Request for Generator Gas Usage Data	Comment by Ben D'Antonio: I concur with Chairman Welch that this information has limited value, may be confidential, and/or already known.

The states further request information regarding the two year historical maximum gas usage and design usage at the electric generation plants in New England attached to your system, by location and meter name.  Specifically, the name of the generating plant, the location and historical usage of gas by day, maximum usage of gas and design capacity of gas for such MW output, reflected on an hourly and daily basis.  We request that you send this information as soon as possible. [Why do we want this?  It seems likely to me that much of this is confidential/business sensitive information, and in any case it may not all be in possession of the pipeline companies.  Beyond that, historical usage is much less interesting than where the delivery points are.  I suggest we limit the request to where the delivery points are along their system, and perhaps also the maximum delivery capability at each of those points.]

Request for Pipeline Expansion Proposals	Comment by Ben D'Antonio: At FERC Staff’s suggestion, we may want to consider issuing an RFP similar to Florida Power & Light’s December 2012 solicitation. The parameters of such a solicitation could be developed through consultation with the Gas Team.

[bookmark: _GoBack]The states are interested in receiving information concerning a west to east expansion of your pipeline system under two scenarios.  The base scenario would receive gas from west area interconnects where there are robust supplies expected to be available and a high degree of market liquidity at the location.  An alternative scenario would involve reaching back further upstream into the heart of the Marcellus production.  Under each of the two scenarios please provide information under the following assumptions:

· In increments of 50,000 dth/day MDQ ranging from 100,000 to 500,000 dth/day of capacity

· Assume deliveries are pro rata based upon maximum gas usage capacity for the generation plants attached to your system identified earlier.  

· Alternatively, assume a scenario with flexible delivery points throughout the system. 

· As another alternative, assume a scenario in which the capacity can deliver to the furthermost major eastern major delivery points on your pipeline system (i.e. Dracut or Beverly) and secondary and in path service to generators can be assured.

For each of these scenarios please provide in summary form (not in a detailed precedent agreement) the following information:

1. A unit transportation rate for the project, consisting of a fixed demand charge per MMBTU of capacity, a fixed commodity charge per MMBtu transported, associated surcharges, and fuel retention percentages.  [are we interested in their cost or our price?  I would be inclined to ask in terms of price rather than get into a discussion about cost.]

2. Map of the pipeline route

3. Overview of facilities required for the expansion scenario

4. Demand rate(s) expressed at 100% load factor by types

5. Earliest possible in service date with a timeline required to achieve this date

6. Longest possible regulatory out (see FERC tariff provision discussion above)

7. Contract term and rights to renew, rate at renewal

8. Conditions precedent and deadlines assuming no project cost risk to states

9. Milestone dates and sunset date

10. View of risk and timing of delay or cancellation

a. Current status

b. What permits both state and federal are required

c. Key project milestones

d. Any environmental issues/concerns identified or anticipated

e. Any other relevant information to the project

11. Other key terms and conditions such as most favored nations clause

12. Alternative scenarios or ideas

13. View of liquidity at proposed receipt points.

We are interested in receiving this information as soon as possible, and request the information be conveyed in writing.  We understand if the information is best conveyed confidentially.



Thank you,


Agenda


February 28, 2014

Call in Number       404-920-6777

Code                           54793643#

I.   Review of D.C. Meetings and Gas-Electric Focus Group (20 minutes) 

a. Materials: Notes circulated 2-26-14


II.   Cost Allocation Discussion (30 minutes)

a. Materials: Memo circulated 2-24-14; Spreadsheet circulated 2-26-14


III.   Organizational Approach and Next Steps (15 minutes)


a. Materials: Memo circulated 2-25-14


IV.   Draft Letter to Pipelines (15 minutes)


a. Materials: Memo circulated 2-26-14


Call in number is:

Call inNumber 404-920-6777
Code 5479364 3#

Attached is a document to help forward the cost allocation discussion. We
will plan to discuss the memo on Friday’s call.

We continue to finalize other documents we discussed last Friday and will
issue those over the next few days. If anyone has any other document they

wish to discuss during the Friday, February 28t call please forward to me
by close of business on Wednesday, February 26. I will accumulate them
and send out in one email.



Draft - Not for Circulation

CONEG: (notes limited to Gordon and Chair LaFleur briefing)
* Is 600 mmcf/day the right amount of gas pipeline?
* Gordon’s briefing:
= Greater than anticipated price impacts in January and February 2014
= More recent analysis makes the infrastructure inadequacy situation
appear worse than previous analyses, primarily due to the Maritimes
& Northeast Pipeline providing less supply from eastern Canada than
expected
» January experience included a so-called “design day” (some of the
coldest weather in decades), during which 3,500 MW of gas-fired
generation was unavailable for dispatch due to lack of fuel supply
= “What you need to do is overbuild” the pipeline, which is a balance of
economics and reliability

o On the concept of trying to channel incremental pipeline capacity directly to
electric generators, a caution against intervening in the competitive
marketplace

o On how to manage the incremental pipeline capacity, a recommendation for
a third party, rather than ISO-NE or NESCOE

* LaFleur:

o FERC is working to optimize the existing infrastructure, including through
adjustments to the timing of the electricity markets to enable scheduling in
the gas markets

o The need for more pipeline is evident

The states’ concept of providing “earnest money” is an innovative idea
o However, struggling with:
* The proposed mechanism of funding gas pipeline through the electric

tariff does not cleanly fit within the Federal Power Act, RNS not a

clean mechanism, and wonders whether a concept analogous to the

Strategic Petroleum Reserve may be viable;

* The mechanism for allocating the capacity of the incremental pipeline,
as in which plants get the gas; and
= How this affects the other non-gas-fired resources
o Wonders whether a subsidiary or affiliate of ISO-NE and/or NESCOE could
effectuate a solution, analogous to the Strategic Petroleum Reserve and the
recent Winter Reliability Program.

©)
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EOP/DOE
Focus of questions and discussion:

¢ Isthere FERC precedent for funding natural gas pipeline through the electricity
tariff in a restructured region?
o Nature of innovative proposal
o What has bee the ISO’s response
* Siting issues and route
o Have the states identified pipeline routes?
o Are there local issues?
o Are there issues associated with siting a pipeline through a Coastal Zone
Management Area?
o Discussion of process for selection and how states not looking to draw lines
on a map.
* How does the Northern Pass fit within the states’ plans?
* Timeline
o NEPOOL process
* Are the states considering Liquefied Natural Gas (LNG)?
o Discussion of LNG being cheaper this winter and as possible short-term
solution
* What has been industrial customers’ response? Is there a role for DOE’s EERE office
to provide assistance with industrial customers and/or interim measures?
* Have the states envisioned a role for smaller new and/or repowered hydro
resources?
* (Quadrennial Energy Review (QER)
o Timing - spring
= [Lunch meeting later indicated target of late March in New England]
o DOE to follow-up
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FERC (overall take-away, lot of interest and, while careful not to pre-judge, many questions
and initial concerns)
* LaFleur:
o Would the states file the gas pipeline and imported hydro mechanisms
together as one package?
* A “mega package” might be harder to process
= Having separate dockets would be better administratively
= In the filing, cite to the other as “interdependent” rather than package
together in one filing
o Would the states go through the NEPOOL process?
o Isthe electric transmission component similar to Order 10007
o What is the region’s commitment to competitive markets?
= “raised the issue during the CONEG meeting, but apparently didn’t get
much resonance”
= Three primary concerns:
* Having too many outside-of-the-market transactions
ultimately erodes the market
* Private investors in the marketplace are unwilling to fund
resources necessary for reliability
* The ISO ultimately becomes a vertically re-integrated utility,
only at the regional level
o Would it be necessary to amend the Federal Power Act to legally authorize
cost recovery for a gas pipeline through the electricity tariff?
= The proposal would need to be tied to electricity rates
» The issues of proportionality would need to be addressed (who pays
and who benefits)
* The mechanism for managing and allocating the pipeline capacity
would need to be specified clearly
o Possible alternative approaches?
= States get legislation
= Public Utility Commissions could order either gas or electric utilities
to procure incremental pipeline capacity
o Statement regarding general attempts to flow a lot of through rates.
o Staff questioned capacity release and waivers required.

* Norris
o Positive statements on fuel diversity
* C(lark

o Inthe West, the states created a purchasing authority to address challenging
issues such as New England’s

o Very concerned about mixing competitive markets and ISO/RTOs and
generation mandates to the point they are incompatible

o Have the New England states thought about re-regulating?

o “WhileI don’t what to shoot it down out of hand, it is not self evident that
funding a pipeline through transmission rates comports with the Federal
Power Act...”
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Noted this seemed like quasi-restructuring.

Regulatory approvals will not happen quickly.

“Re-regulation would address several problems”

Could the electric generators form a risk-sharing pool?

On the electric transmission aspect, the objective sounds like Order 1000.
But view of gas proposal as more unique than transmission.

The pipeline proposal is more “outside the box” and could be challenging
given that generator cooperation may be necessary and pursuing long-term
contracts for imported hydro power may work at cross purposes to obtaining
generator support

e Moeller

@)
@)

Commend the states for collectively addressing the situation

Focused on maximizing the efficiency of the existing infrastructure through
more liquidity and transparency

The states could embrace real time pricing and support wholesale market
reforms that place an emphasis on firming up fuel supplies

Want to be careful to not create incentives that would cause other problems,
lots of unintended consequences, and/or anticipated consequences that were
deemed not important

¢ Staff (Legal, Market Oversight, Infrastructure, External Affairs)

(©)
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View of gas approach as major hurdle.

Is this jurisdictional?

To be jurisdictional under the Federal Power Act, the pipeline proposal
would need to demonstrate that it was a “practice affecting rates”

*= There would also need to be a limiting principle to justify the
exception and protect against future exceptions that would swallow
the rule

* E.g, the Winter Reliability Program was just for one year and
deals with fuel itself.

= The proposal appears attenuated - akin to building a railroad through
electric rates to facilitate coal delivery to a coal plant

Would the costs be recovered through Regional Network Service (RNS) or
Real-Time Load Obligation (RTLO)?

= The Winter Reliability Program provides guidance on this issue
Have the states anticipated the unintended consequences and proposed a
remedy to alleviate them, similar to how the Minimum Offer Price Rule
(MOPR) protects against price suppression in the capacity market?
Would the entity that operates and maintains the pipeline capacity be FERC
jurisdictional? If so, under the Natural Gas Act or the Federal Power Act?

= Ifthe entity is outside FERC jurisdiction (“command and control”),
how would the states address the dichotomy?

= Ifthe entity is FERC jurisdictional, how to address the discrimination
issues that would arise?
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o Would the pipeline capacity manager bundle the transportation with supply
to both comport with the “shipper takes title to the gas” rule and the
preferences of the gas-fired electric generators?

o Greenfield pipelines are challenging to site, especially in New England, which
has a national reputation?

= Existing rights of way may provide a more successful and expedient
process

o If the states intend to utilize a Request for Proposals for natural gas pipeline,
the Florida Power & Light example may be illustrative. [we have the RFP and
related information if there is interest in these docs]

2/26/14 Gas-Electric Focus Group

* Pipelines, LDCs and other reviewed the comments submitted to NESCOE.

* Many questions regarding the process going forward for the Governors’ Initiative.

* Inresponse to a question the ISO received on the right amount of incremental
pipeline capacity needed, ISO responded that there have been many studies
conducted (ICF, B&V, CES) and that all included scenario analysis and ultimately the
number is subjective based on one’s view of the future or assumptions used in the
studies.

* One stakeholder who had not participated in the early process recited the mismatch
between the gas and electric markets (pipelines require a 15-20 year commitment
while the capacity market provides revenue certainty three years forward) that
prompted debate on market design changes that have provided some relief and the
degree to which other issues remain unresolved.



