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1

Summary of Testimony of Gregory M. Lander

2

My name is Gregory M. Lander. I am head of Skipping Stone, Inc.'s Energy Logistics

3

practice. The purpose of my testimony today is to describe two areas of missing or inadequate

4

analysis in the Company's 2018 IRP that relate to the IRP's consideration of costs of the Atlantic

5

Coast Pipeline and raise significant concerns about whether the Company has, in fact, identified

6

a reasonable least-cost generation scenario. First, I will testify that the Company did not study or

7

present an analysis of the cause, frequency, duration or magnitude of natural gas price spikes.

8

Analyzing four scenarios for forward-looking basis projections between different pricing

9

locations, I calculated the avoidable, net cost to Company ratepayers of new pipeline capacity

10

like the Atlantic Coast Pipeline to be as high as $3 billion over the next 20 years. The second

11

area of missing or incomplete analysis that my testimony will address is that the Company has

12

not performed a comparative analysis of all-in fuel cost, as it should be required to do as part of

13

the least-cost planning exercise of the 2018 IRP. The load factor of a short-term peak caused by

14

extreme winter weather is so low that meeting such demands with gas-fired only units, which

15

require costly long-term pipeline capacity, is not prudent.

16

The Company's 2018 IRP embeds the costs of the Atlantic Coast Pipeline into each of

17

the generation scenarios it presents. In essence, the IRP asks the Commission to accept that the

18

Atlantic Coast Pipeline is built and that ratepayers should pay for it without ever explaining to

19

the Commission what those costs are and why they are justified in a least-cost planning exercise.

20

Absent comparative analysis of viable alternative fueling logistics and their respective associated

21

all-in costs that would be the product of these analyses, it is unlikely in the extreme that the

22

Company's IRP has achieved the objective of identifying a reasonable, least-cost generation

23

scenario.
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Please state your name and address.
My name is Gregory M. Lander. My business address is 83 Pine Street, Suite 101, West
Peabody, MA 01960, and my email address is glander@skippingstone.com.
What is the purpose of your testimony?
The purpose of my testimony today is to describe two areas of missing or inadequate
analysis in the Company's 2018 IRP that relate to the IRP's consideration of costs of the
Atlantic Coast Pipeline and raise significant concerns about whether the Company has, in
fact, identified a reasonable least-cost generation scenario. First, I will testify that the
Company did not study or present an analysis of the cause, frequency, duration or
magnitude of natural gas price spikes and did not assess what infrastructure developments
are already underway and under development that could reduce, if not eliminate, the
frequency, duration, and magnitude of such price spikes. Analyzing four scenarios for
forward-looking basis projections between different pricing locations, I calculated the
avoidable, net cost to Company ratepayers of new pipeline capacity like the Atlantic
Coast Pipeline to be as high as $3 billion over the next 20 years. I corroborated my
analysis using natural gas price data provided by the Company, which showed a net cost
to Company ratepayers of the Atlantic Coast Pipeline to be $2.5 billion over the next
twenty years when compared to the costs of using existing infrastructure, in sum,
Company ratepayers will experience no net value from paying for the path connecting
Dominion South Point to Transco Zone 5 as the Atlantic Coast Pipeline would.
Additionally, because the DRP does not include the price spike analysis that 1 recommend
in my testimony, it does not present reasonable, least-cost generation scenarios.

1

What is the second area of missing or incomplete analysis that your testimony will

2

cover?

3

The second area of missing or incomplete analysis that my testimony will address is that

4

the Company has not performed a comparative analysis of all-in fuel cost, as it should be

5

required to do as part of the least-cost planning exercise of the 2018 IRP. Had the

6

Company analyzed its load serving requirements with demand duration curves as part of

7

its least-cost planning, it would see that the load factor of a short-term peak caused by

8

extreme winter weather is so low that meeting such demands with gas-fired only units is

9

not prudent from a fixed-cost incurrence perspective. Multiple options, such as building

10

dual fuel CTs or purchasing energy from PJM, can satisfy a short-term winter peak,

11

should one occur, without burdening ratepayers with the high fixed costs of new gas

12

pipeline capacity.

13

Based on your analyses, what are your overall conclusions regarding the Company's

14

2018 IRP?

15

The Company's 2018 IRP embeds the costs of the Atlantic Coast Pipeline into each of

16

the generation scenarios it presents. However, the Company does not quantify these costs

17

or justify them anywhere in the IRP; it has not properly costed-out the all-in cost of

18

increasing, beyond its current pipeline capacity portfolio, the costs associated with the

19

level of pipeline capacity it intends to obtain on the Atlantic Coast Pipeline. In essence,

20

the IRP asks the Commission to accept that the Atlantic Coast Pipeline is built and that

21

ratepayers should pay for it without ever explaining to the Commission what those costs

22

are and why they are justified in a least-cost planning exercise. My analysis demonstrates

23

that an analysis of price spike information and an analysis of load duration curves could

4

1

significantly improve the ERP's function as a tool intended to identify the least-cost

2

generation scenario; keeping in mind that least-cost generation measurements should

3

include the costs of associated necessary fuel logistics for generation assets consuming

4

fuel.

5

respective associated all-in costs that would be the product of these analyses, it is

6

unlikely in the extreme that the Company's IRP has achieved this objective.

Absent comparative analysis of viable alternative fueling logistics and their

7

Qualifications

8

Q.

What is your occupation and by whom are you employed?

9

A.

I am President of Skipping Stone, LLC ("Skipping Stone").

10

Q.

What is your educational and professional background?

11

A.

I graduated from Hampshire College in Amherst, Massachusetts, in 1977, with a

12

Bachelor of Arts degree. In 1981, I began my career in the energy business at Citizens

13

Energy Corporation in Boston, Massachusetts ("Citizens Energy"). I became involved in

14

the natural gas business of Citizens Energy in 1983. Between 1983 and 1989,1 served as

15

Manager, Vice President, President and Chairman of Citizens Gas Supply Corporation (a

16

subsidiary of Citizens Energy). I started and ran an energy consulting firm, Landmark

17

Associates, from 1989 to 1993, during which time I consulted on numerous pipeline open

18

access matters, a number of Federal Energy Regulatory Commission ("FERC") Order

19

No. 636 rate cases, pipeline certificate cases, fuel supply and gas transportation issues for

20

independent power generation projects, international arbitration cases involving

21

renegotiation of pipeline gas supply contracts, and natural gas market information

22

requirements cases (FERC Order Nos. 587 et seq.). In 1993,1 founded TransCapacity LP,

5

1

a software and natural gas information services company. Since 1994,1 have also been a

2

Services Segment board member of the Gas Industry Standards Board ("GISB") and its

3

successor organization, the North American Energy Standards Board ("NAESB").

4

During the period 1994 to 2002, I served as a Chairman of the Business Practices

5

Subcommittee, the Interpretations Committee, the Triage Committee, and several

6

GISB/NAESB Task Forces. I am currently a Board Member of NAESB and have served

7

continuously in that capacity since 1997. Skipping Stone, Inc. acquired TransCapacity in

8

1999, and since that time I have headed up Skipping Stone's Energy Logistics practice,

9

where my specialization has been interstate pipeline capacity issues, information,

10

research, pricing, acquisition due diligence and planning. In 2001, Skipping Stone

11

launched CapacityCenter.com, a pipeline capacity information service. In 2004, Skipping

12

Stone was acquired by Commerce Energy Group, a national retail energy services

13

provider. In 2005, I was appointed President of Skipping Stone, which operated as a

14

wholly owned subsidiary of Commerce Energy Group. In 2008,1 purchased substantially

15

all of the assets of Skipping Stone and now operate essentially the same business as

16

before the Commerce Energy transaction as Skipping Stone, LLC.

17

From 1984 to present, I have maintained a deep familiarity with a wide range of

18

pipeline transportation issues, beginning with access to pipeline capacity to make

19

competitive sales, resolution of the pipeline take-or-pay contracting regime, pipeline

20

affiliate marketer concerns, restructuring of the pipelines from merchants to transporters

21

and thereafter, and definitions of what constituted a pipeline capacity "right" for the

22

purposes of formulating the then newly commenced capacity release and capacity rights

23

trading business process. I continue to be involved in nearly all facets of the capacity

6

1

information and trading business as part of my duties at Skipping Stone. In addition, I

2

have been the lead principal on all 50+ pipeline and storage mergers and acquisitions

3

transactions as well as all pipeline and storage facility expansion projects for which

4

Skipping Stone has been retained by potential purchasers and project sponsors to provide

5

economic due diligence consulting and market analysis.

6

Have you filed testimony in regulatory proceedings previously?

7

I have filed testimony in several proceedings including FERC Docket No. RP04-251-000,

8

which was an El Paso Natural Gas Company ("EPNG") proceeding regarding pathing

9

and segmentation. In FERC Docket No. RP08-426-000, (also an EPNG proceeding), I

10

sponsored answering and supplemental answering testimony. I also filed testimony in

11

FERC Docket No. RP10-1398, the first fully litigated EPNG Rate case in more than three

12

decades. In addition, I have filed testimony in Massachusetts Department of Public

13

Utilities Case Nos. 13-157, 15-34, 15-48, 15-39; Maine Public Utilities Commission Case

14

No. 2014-00071; Virginia Corporation Commission Case No. PUR-2017-00051;

15

Missouri Public Service Case GR-2017-0215; GR-2017-0216; California Public Utilities

16

Commission Cases 17-10-007 and 17-10-008 (Consolidated) Applications of San Diego

17

Gas & Electric (U902M) and Southern California Gas Company (U 338-E) for Authority,

18

Among Other Things, to Update its Electric and Gas Revenue Requirement and Base

19

Rates Effective on January 1, 2019; Virginia Corporation Commission Case No. PUR-

20

20.18-00067 Application of Virginia Electric and Power Company to revise its fuel factor

21

pursuant to § 56-249.6 of the Code of Virginia; and California Public Utilities

22

Commission Application No. 17-10-002 Application of Southern California Gas

23

Company (U 904 G) and San Diego Gas & Electric Company (U 902 G) Regarding

7

1

Feasibility of Incorporating Advanced Meter Data Into the Core Balancing Process..

2

Please refer to Exhibit ER-01, which contains a full list of case names and docket

3

numbers as well as my current CV.

4

Q.

On whose behalf are you testifying in this proceeding?

5

A.

I am submitting testimony on behalf of the Environmental Respondents.

6

Q.

How is your testimony organized?

7

A.

First, I discuss the frequency,

magnitude and duration of price spikes in natural gas

8

market prices, particularly as they occur in Transcontinental Gas Pipe Line Corporation's

9

(Transco's) market areas, as well as their causes and what developments are underway

10

that will address the cause of these observed price spikes. In this regard, I also discuss

11

that while the Company refers to price spikes and volatility in its IRP, it undertakes no

12

quantitative or qualitative analysis of these price spikes or any analysis as to the costs of

13

alternative means of addressing the impacts from

14

ratepayers.

15

Second, I discuss that the Company should have examined its load duration curves and

16

then matched resources - including fuel source - to match to the curves on a least-cost

17

basis. In this regard, I also discuss how very low load factor utilization of resources

18

(generation and associated fuel logistics assets) can greatly impact ratepayer costs

19

depending on the "plan" identified to fuel such resources. The Company appears to have:

20

1) undertaken no quantitative or qualitative analysis of either load duration or load factor;

21

2) provided no analysis as to the costs of alternative means of addressing the load

8

such price spikes on Company

duration or low load factor realities they face and will face; nor

3) assessed and

presented for review the impacts on ratepayers of the available alternatives.
Are you submitting attachments with your testimony?
Yes. They are:
1.

Lander 1

2.

Lander 2

3.

ER 8-11(b)

4.

ER 7-3(c)

5.

Staff 7-92(a)

6.

Staff 3-31 (Attachment Staff Set 3-31 (KS).xlsx)

7.

Staff 9-107(f)

Let's begin with your testimony about natural gas price spikes. Are there any forms
of analysis that you found missing from the Company's IRP?
Yes.

I found that in its discussion of price spikes and their impact on Company

ratepayers it did not analyze a number of things as part of addressing this situation.
Please elaborate.
The Company: (1) did not study nor present any analysis of price spike cause, frequency,
duration or magnitude; and (2) did not assess what developments are already underway
and under development that might address the fundamental cause of price spikes nor how
those developments will impact and reduce, if not eliminate, the frequency, duration, and
magnitude of such price spikes. Note that when price spike frequencies, durations and
magnitudes are reduced, the relative value (i.e., benefit) relative to associated costs of
addressing the remaining estimated frequency, duration and magnitude change and

1

change dramatically. In short, as the value of any "benefit" diminishes while "costs" to

Ks
^

2

achieve that benefit do not, net benefit can vanish and instead yield net cost.

^

3

Q.

As an initial matter, where are the Company's generation stations located?

4

A.

Transco Zone 5.

5

Q.

Can you provide some background on what causes price spikes to occur in Zone 5,

6
7

the Zone that the Company's generation stations are located in?
A.

Yes. First Zone 5 is one of 6 rate Zones that are present on the Transco system. In

8

addition, while Transco charges the same rates based upon these 6 Zones', Transco

9

distinguishes its capacity contracting within Zone 6 into two what I will call sub-zones

10

for capacity pathing purposes, but not for transportation recourse rate purposes.

11

Q.

What are those two sub-zones for capacity pathing purposes?

12

A.

They are Zone 6 NY-PA (commonly referred to as Zone 6 Non-NY in the price

13

publication journals) and Zone 6 NY City (commonly referred to as Zone 6 NY in the

14

price publication journals). The Zone 6 NY-PA Zone for capacity pathing purposes of

15

Transco includes the states of Maryland, Delaware, Pennsylvania and New Jersey, but

16

excluding, in New Jersey, delivery points in the counties of Union and Bergen (counties

17

adjacent to NY) and one location in Middlesex County that is right on the Union County-

18

Middlesex County border. The Transco capacity contracts with Zone 6 NY City-

19

denominated delivery points, for capacity pathing purposes, include the delivery points in

20

the New Jersey counties I just discussed, plus all delivery points in the counties of

1 Transco's rate design is a matrix rate design where shippers pay reservation charges based
upon their reserved path quantities from Receipt Zone to Delivery Zone without regard to subzone pricing locations which may characterize prices of natural gas delivered to one or more
geographical or virtual location(s) within a rate zone.

10

1

Richmond, NY (i.e., Staten Island), Kings or New York, NY (i.e., Manhattan), Queens,

2

and Nassau counties of New York state.

3

Q.

4
5

Please explain the significance of this specificity of Transco's capacity pathing as it
relates to these two sub-zones.

A.

The sum of Zone 6 contracted delivery capacity in Zone 6 Non-NY (i.e., Zone 6 NY-PA)

6

and Zone 6 NY City combined is just over 6 Bcfd (6,003,245 Dthd as reported in

7

Transco's April 1, 2018 Index of Customers). However, within that 6 Bcfd of rate Zone

8

6 capacity, only approximately 2.3 Bcfd (2,273,019 Dthd), or less than 40% of the total,

9

have Zone 6 NY City delivery points. In addition, on August 20, 2018, a total of 1.7 Bcfd

10

of additional capacity through Zones 6 and 5 and to Zone 4 will come into service with

11

the completion Transco's Atlantic Sunrise. Note also that none of Atlantic Sunrise's

12

increase of Transco capacity increases delivery capacity to Zone 6 NY City.

13

Q.

Please explain the significance of these facts.

14

A.

First I have to describe the way that the daily market in Transco Zone 6 operates. Within

15

Zone 6 there is a pooling point available to every shipper with Zone 6 capacity,

16

regardless of whether that capacity is to deliver in Zone 6 Non-NY or Zone 6 NY City.

17

That pooling point is at a virtual location called Station 210. Transco identifies (for

18

capacity pathing purposes) Station 210 as being just east of where the Transco Leidy Line

19

intersects with the main north-south trunk line of Transco in New Jersey. See map below

20

and the Station 210 Circle.

11

Figure 1
How does Station 210 work?
The way a pooling point operates is as follows. Think of the pool as a virtual bucket.
Gas on a contract with rate Zone 6 capacity can deliver gas into the shipper's account at
the pool. When the gas leaves the transportation contract and goes into the bucket, it
loses the transportation agreement identifier, but retains the shipper identifier (i.e., it's the
shipper's bucket within the larger Station 210 bucket). Then the shipper can transfer title
to gas, from their pool account, to either another shipper's pool account or to a shipper's
transportation agreement (either one of their own transportation agreements or that of a
different shipper with rate Zone 6 capacity).

Generally speaking, the most common

transfer is from one shipper's pool account (bucket) to another shipper's pool account
(bucket). The importance of this fact is that when shippers with gas delivered into a
Station 210 pool account transfer their gas to another shipper's pool account, the selling
shipper does not know where the buying shipper will take the gas that the selling shipper
just sold.

12

1

Q.

Please explain why this understanding of how the pool works is important to the

2

discussion of how the Company did not examine the cause, frequency, duration or

3

magnitude of natural gas price spikes.

4

A.

First, let me explain what happens to prices in New York City on a very cold day. New

5

York is a retail access state. This means that much of the load in NY City is served by

6

marketers and not by the ConEd or the National Grid (Brooklyn Union Gas or BUG)

7

local distribution companies (LDCs). Under the retail access rules, ConEd and BUG

8

impose penalties on marketers on any very cold day to the extent the marketer fails to

9

deliver enough gas to cover the loads of their customers. The penalty that they will

10

impose is a charge equal to the journal published daily price plus $10.00 Per Dth.

11

Q.

What is the effect of this penalty on the Station 210 pool?

12

A.

The effect of this $10.00 above highest price in the market penalty level is that on days

13

when not enough pipeline gas can get into New York City, the marketers and suppliers

14

with gas at Station 210 want the highest price for their sales. They act this way because

15

they know they can get this price from those wanting to avoid paying $10.00 more than

16

that highest price.

17

Because, as I said above, the sellers don't know if their gas is going to try to get into New

18

York City, or might be flipped from their buyer to a shipper wanting to go into New York

19

City. For that reason, the sellers with gas in their Station 210 bucket all charge the same

20

price-spiked price.

21
22

Q.

Now, here is where the operation of the pool comes into play.

OK, that explains what's going on at the Station 210 pool, but how does that impact
gas prices in Zone 5 where the Company accesses gas to run its generation facilities?

13

1

A.

2

Well, Zone 5 also has a pool. That pool is Station 165. Station 165 operates the same
way that Station 210 operates. Moreover, shippers with capacity that can get to Zone 6

3 from

Zones 3, 4 and/or 5 can insist on getting the same, or nearly the same price as the

4

Station 210 price, for gas they can instead sell at Zone 5's Station 1652. Thus, because

5

their gas; that they can put into the Station 210 pool, could instead be put into the Zone 5

6

pool, they will sell at the Zone 5 pool at Station 165 only if they can get the same or

7

nearly the same price as that available to them at the Zone 6 pool at Station 210.

8

Likewise, because shippers with capacity that can get gas to Zones 4 or 5 from Zone 6

9

(i.e., from the Leidy line and the Marcellus producing region) can also sell into the Zone

10

6 pool or the Zone 5 pool, they too insist on getting the same high price without regard to

11

which pool they sell at. Finally, these prices spikes in Zone 5 and Zone 6 happen because

12

not enough gas can actually get into New York City on the very coldest days.

13

Q.

14
15

How frequent are the price spikes that you have described occurring because not
enough gas can actually get into New York City?

A.

Not that frequent. For these purposes I define a price spike as greater than $35.00 per

16

Dth, or greater than the Dth equivalent of $4.00 per gallon of No. 2 oil (diesel). 1 picked

17

this threshold because at that price, given the higher heat rate of generating electricity

18 from

fuel oil versus natural gas (-13.5 Dth/MW vs. 11.2 Dth/MW) means that a $4.00

19

gallon of oil turns into a $4.82 per gallon for the usable Dth3. Thus at $35.00 gas, fuel

20

switching between natural gas and diesel for combustion turbines can come into play

3 Diesel fuel oil has 138,600 Btu/gallon; thus requiring 7.21 gallons to equal 1 MMBtu (1 Dth).
$4.00/gallon times 7.21 equals $28.86/Dth. Combustion Turbine diesel versus natural gas heat
rate adjusted $28.86 becomes ~$34.78/Dth.

14

ft®
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1

even in extreme diesel price situations. In the chart below I show the frequency of price

2

spikes in Zone 6 Non:NY since August 2004 through June 30th, 2018.

Qo
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Chart 1

5

As can be seen in the chart above, there have been 5 separate price spikes over the 13

6

years and 10 months covered by the chart. The ] 3 years and 10 months is how long Zone

7

5 prices have been published by Natural Gas Intelligence (NGI).

8

Q.

What does that tell you?

9

A.

It tells me the price spikes in Zone 5 and Zone 6 are infrequent.

10

Q.

What about their duration and magnitude?

11

A.

With respect to duration, one price spike continued for 7 days, one for 4 days, two were

12

for 2 days and one was for 1 day. In total there were only 16 days in the 13 years and 10

13

months in which Zone 5 and Zone 6 experienced a price spike above $35.00 per Dth.

14

With respect to magnitude, averaging the daily price for each of the 5 price spike periods,

15

the highest average magnitude over the consecutive days was $86.59 which was for the

16

2-day price spike this past winter. Over the 16 days total duration, the average cost per

17

Dth was $68.26.

18

calculations take account of that. In the 13 years and 10 months there were 5,052 days.

The durations in some cases persisted over weekends and my

15

This means that less than 0.33% of the time prices in Zone 6 Non-NY spiked. If one only
looked at the period between the first spike (January 6, 2014) and June 30, 2018, that
extent of time was 1,636 days. Over this shorter period, prices spiked only 1% of the
time.
Can adding more capacity and/or gas to either or both of Zones 6 or 5 address these
spikes?
No, adding capacity or gas to either of these zones will not address spikes caused by New
York City constraints—that is constraints between Station 210 and the boroughs of New
York City.
Is there any infrastructure or other changes that can address the constraints
between Station 210 and the boroughs of New York City?
Yes, and just such a project is slated for completion and in-service for the winter of
2019/2020 (the winter after the coming one). Transco's Northeast Supply Enhancement
project, a.k.a NESE, will increase capacity into New York City by 400,000 Dthd.
Will the NESE help alleviate the New York City driven price spikes in Zone 5 and
Zone 6?
Yes.
Please explain why.
There are two pipelines that deliver into the boroughs of New York City and to the
pricing location known as Zone 6 NY. They are Texas Eastern Transmission (TETCO)
and Transco. TETCO can deliver 1.9 Bcfd (1,904,468 Dthd). Transco can deliver the
2.27 Bcfd discussed above. The total of these two is just over 4.1 Bcfd (4,177,487 Dthd).
The 400,000 Dthd of additional capacity created by the NESE project increases total NY

16

1

City pipeline delivery capacity to 4,577,487 Dthd, an increase of 9.6%. This is also an

2

increase of Transco's New York City delivery capacity of 17.6%. This latter number is

3

the more significant for Transco Zone 5 and Zone 6 non-NY pricing because 17.6% more

4

Transco demand can be served from Station 210, which is the origin point for the NESE

5

capacity. In other words, the increased capacity created by NESE will mean fewer days in

6

which gas deliveries into New York City are constrained.

7

Q.

8
9

Is it your conclusion then that the NESE project will have an impact on the
frequency, duration and magnitude of potential future price spikes?

A.

Yes.

The NESE project will certainly reduce duration and with that the average

10

magnitude (which is directly related to duration) of price spikes, and it certainly won't

11

increase, and will likely decrease, their frequency.-

12

Q.

So, if we ignore the effect of the NESE project and prices continue to only spike one

13

percent of the time, as you've shown has been the pattern since 2014, are there ways

14

the Company can avoid the impacts of those spikes on ratepayers?

15

A.

Yes, when it comes to an electric generator avoiding those spikes, the generator can

16

generate electricity with back-up dual fuel (i.e., diesel), or it can buy pipeline capacity

17

connecting their generators to a supply area receipt location. The choice between these

18

two options, should, in my opinion, be made on the basis of least-cost.

19

Q.

20
21
22

Did you do any comparative analysis between these two options as they would affect
the Company?

A.

Yes. I provide that analysis below when I discuss Company load factors and appropriate
planning based upon load duration analysis and associated load factors.

17

1

Q.

OK, my next questions focus on the second option you mention, purchasing new

2

pipeline capacity. What are the options if the Company wanted to get cheaper gas

3

than Zone 5 gas is currently priced?

4

A.

Prices in Zone 5 will change as new pipeline capacity into Zone 5 becomes operational.

5

Specifically, the Atlantic Sunrise and its additional 1.7 Bcfd of capacity into Zones 6, 5

6

and 4 in 2018 will have a depressing effect on Zone 5 prices during all periods of the

7

year, except the 1% price spike periods.

8

Q.

Please explain.

9

A.

As a result of the Atlantic Sunrise project, more gas will be available to be traded at the

10

Zone 6 and 5 pools. And, because Atlantic Sunrise reaches all the way down to Zone 4, a

11

traditional supply area Zone of Transco, prices in Zones 4, 5 and 6 will equilibrate; that

12

is, they will converge.

13

Q.

Why will prices converge across all three zones?

14

A.

If Zone 4 becomes cheaper than Zone 5, the gas will sell in Zone 5, bringing down the

15

Zone 5 price and bringing up the Zone 4 price; likewise if gas becomes cheaper in Zone 5

16

than Zone 6, it will sell in Zone 6 (bringing down the Zone 6 price) and the Zone 5 price

17

will equilibrate upward to attract supply to meet demand. The effect of this shift will

18

bring all 3 prices into relative parity. This is to the benefit of Zone 5, which can be

19

supplied from both Zone 6 and Zone 4. In addition, the supply area portion of Zone 6,

20

the Marcellus, will have 1.7 Bcfd more takeaway capacity as a result of Atlantic Sunrise

21

which will have an additional price depressing effect on both of Zone 6's and 5's pools.

22

In essence these pools, except on price spike days (which may still occur 1% of the time

23

to the extent New York City demand served by Transco still has demand which can't be

18

1

met by pipeline supply that has increased 17.6% as a result of the NESE project), will

2

converge to prices close to those in the supply area.

3

Q.

So in light of the effect of the Atlantic Sunrise project on prices in Zone 5, how

4

would the Company obtain gas at prices even lower than the likely future Zone 5

5

prices with new pipeline capacity?

6

A.

To the extent a generator wanted prices of gas to generate electricity that were even

7

lower than future Zone 5 prices will be, it would have to look at two things. First, it

8

would have to find a location where historically and currently, prices for supply were less

9

than the sources that will bring down the Zone 5 prices as part of the Atlantic Sunrise

10

project (i.e., the Marcellus). Second, it would have to look at the all-in cost of accessing

11

those supplies; in order to achieve an overall reliable supply on a least-cost to ratepayers

12

basis.

13

Q.

How does the analysis that you've recommended relate to the IRP?

14

A.

It is getting the overall least-cost to ratepayers, that this proceeding, and the planning

15

that should be conducted in this proceeding, should be concerned with. 1 understand that

16

Virginia law requires that the Company's IRP identify the electric generation supply that

17

will "provide reliable service at reasonable prices over the long term." In my opinion, in

18

order to determine whether the proposed IRP meets this standard, the Company must

19

perform comparative analysis of fuel logistics (oil and gas) considering all costs of its

20

pipeline capacity portfolio, fixed and variable, versus alternatives, to arrive at all-in costs,

21

which can be justified as "reasonable".

22
23

Q.

Have you done an analysis of whether the Company could obtain gas at prices lower
than the future price of Zone 5?

19

1

A.

Yes. The Company has suggested that Dominion South Point (DOM SP), the pool at

2

which shippers with Dominion Transmission (DTI) capacity can access supply, is

3

advantageous—i.e. gas prices are lower, relative to other supply sources. Notably, while

4

the Company now has a 15-year agreement that can access the Marcel!us, as part of the

5

Atlantic Sunrise project, discussed above, the Company did not seek capacity on Atlantic

6

Sunrise during either of the Open Seasons held by Transco for Atlantic Sunrise. For the

7

reason that these two supply areas, Leidy on Transco and Dominion South Point on DTI

8

are also published supply price locations, I performed analysis comparing those two

9

locations' historical pricing relationships. In this case a pricing relationship measures the

10

basis differential between the two locations to ascertain which is priced more favorably

11

than the other. That chart is below.
"DOM SP Basis to transco Leidy Since April 2013 - DOM SP Prices on Average Have Been Higher

<"//////////////////////////////
OOM SP Basis to Leidy Nov *14 thru Jun '18 (DOM SP minus Transco Lefdy)
—DOM SP Basis to Leidy Prior toand During Open Season periods• Apr '13 thru Nov '14 - (OOM SP minus Transco Leidy)

12

Chart 2

13
14

Q.

What is this chart telling us?

15

A.

This chart is constructed by looking at the difference in price between the two locations.

16

The values you see are the price at Dominion South Point minus the price at Transco

17

Leidy (the Marcellus supply area). A positive value (i.e., when the line is above zero) in

20

the chart means that Dominion South Point was priced above that of Transco Leidy and
conversely a negative value (i.e., when the line goes below zero, Dominion South Point is
priced below Transco Leidy.

As you can see, Dominion South Point is and almost

always has been priced higher than Leidy.
I see that, but the prices at these hubs are very close, at least currently, so doesn't
that mean that there is equivalence between Dominion South Point and Leidy as
supply points for the Company?
No. The answer to that question depends on how much it would cost to add access to that
supply.
Please explain.
Unless and until the Company could get access to more of the Dominion South Point gas,
it can't incrementally benefit from lower gas prices at that hub, assuming a lower price
exists. In order to gain such access, a new line, or an expansion of an existing line to
Dominion South Point connecting the Company's plants to that Dominion South Point
supply point would be the only way to gain increased access.

That new line, or

expansion of an existing line, costs money. Pipelines are only built or expanded if the
pipeline developer signs contracts for 15-20 years guaranteeing them recovery of costs to
build such facilities. That recovery of costs comes by means of payment by the shipper
subscribing to capacity on that line of fixed reservation charges for the 15-20 year period.
What are those costs?
Well, for the proposed Atlantic Coast Pipeline, which as planned would connect
Dominion South Point to Zone 5, the FERC-approved maximum rate is currently $1.75
per Dthd of reserved capacity.

I have estimated that anchor shippers, those whose

1

subscriptions would enable the pipeline to be financed, might be as low as $1.40 per

2

Dthd. However, in response to ER 8-11 (b), the Company stated that it is assuming such

3

cost to be $1.70 per Dthd.

4

Q.

Does that mean that the price of gas at Dominion South Point would have to be

5

$1.40 to $1.75 cheaper than the price of gas at Transco Leidy to build the pipeline

6

with no significant effect on the fuel costs passed through to Company ratepayers?

7

A.

No, the above chart showed that Transco Leidy was preferable to Dominion South Point

8

(i.e. gas prices were generally lower at Leidy) as a supply source based upon historic

9

price relationships.

To show the indifference point for Company ratepayers, whose

10

electricity would otherwise be generated by Zone 5 priced gas, one would compare

11

Dominion South Point to Transco Zone 5 prices historically, as well as assess what future

12

prices at both Dominion South Point and Zone 5 are predicted to be based upon active

13

futures trading involving the two locations or locations that would be the determiners of

14

Zone 5 prices.

15

Q.

Did you do that analysis?

16

A.

Yes. However, first I need to provide a little background on the concept of "basis": how

17

it is developed, how it is used in the gas market, and then, how basis figures into pipeline

18

expansions and new pipeline construction. Simply put, basis is the difference in price of

19

gas at two locations. Price is set at a location when a seller sells and a buyer buys, and

20

that transaction is either recorded (like on an exchange) or is reported to price reporting

21

journals. In North America, and increasingly across the world, the price of gas at the

22

Henry Hub, where the largest exchanges trade futures, is the benchmark for gas prices.

23

Then prices at other locations can be compared to the benchmark and a "basis" between

22

1

the Henry Hub and that location is formed. In addition, basis can be calculated between

2

two locations connected to each other on a given pipeline. In this situation, the basis is a

3

proxy for the value of holding capacity on that pipeline to transport between these two

4

locations. Finally, the difference between the prices at two locations not connected (or

5

not sufficiently connected) by a pipeline can indicate the potential value of building an

6

expansion, or new pipeline, to create (or increase) a capacity "path" that would connect

7

these two locations.

8

How did you use this basis concept to compare the costs of Dominion South Point

9

and Zone 5 and identify the indifference point for Company ratepayers?

10

So, to analyze the potential value, and identify an indifference point for Company

11

ratepayers, I looked at historic relationships between Dominion South Point prices and

12

Transco Zone 5 prices. Note that for all charts depicting Zone 5 basis from Dominion

13

South Point, the price reporting journal used was Natural Gas Intelligence (NGI), which

14

began reporting Zone 5 prices on the August 31, 2004 trading day (for gas to be delivered

15

September 1, 2004); and also note that on July 1, 2016, NGI broke out Zone 5 Prices into

16

Zone 5 North (i.e., VA), Zone 5 South (i.e., NC and SC) as well as continuing to report

17

an overall Zone 5 price. From and after NGI began reporting Zone 5 North as a separate

18

pricing location, all my charts use the Zone 5 North prices, as they more accurately

19

represent the Company's cost of gas purchased in Zone 5 for generation of electricity. A

20

chart and analysis of what the Zone 5 basis has been is below.

23
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Chart 3

3

Q.

What does this chart tell you?

4

A.

As can be readily seen, with the exception of basis blow-outs (which show up as spikes

5

on the chart), on this scale the basis of Zone 5 from Dominion South Point appears very

6

low and largely consistent. In other words, the Dominion South Point and the Zone 5

7

prices are relatively close to one another over time. To get a closer view and see other

8

relationships, the next chart changes the scale in order to get a more granular view of the

9

basis relationships, (i.e., daily, average seasonal and average annual comparisons)

10

between Transco Zone 5 and Dominion South Point since Transco Zone 5 prices have

11

been published.

12
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