Natural Gas Pipeline Constraints in lowa
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This worksheet was prepared by Board staff but is not specifically reviewed or approved by the Board, NARUC or USAID. The statements are
summary in nature and the information may not always be accurate.

Natural gas service to lowa customers originates in other parts of the United
States and where producers have wells. The main sources of natural gas for lowa are
from the Rocky Mountains and the Gulf Coast region. The natural gas is then
transported from the producers by interstate pipeline companies. These companies are
regulated by the Federal Energy Regulatory Commission (FERC) and are only allowed
to transport the gas. This means they do not own the gas; however, since they own the
transmission pipelines, these companies play an integral role in delivering gas to lowa
customers. The Utilities Board has no jurisdiction over the interstate pipeline
companies.

Natural gas utilities in lowa buy gas from the producers and then have it
transported over the interstate pipelines to city gates at which natural gas utilities'
distribution systems are interconnected with the interstate pipeline. The natural gas
utility then delivers the natural gas over the distribution system to individual customers.
The rates and services for rate-regulated natural gas utilities are regulated by the
Utilities Board. There are also municipal utilities and at least one electric cooperative
that operate natural gas distribution systems that provide gas to customers. The
Utilities Board does not regulate the rates of municipal or cooperative natural gas
utilities, but has some regulatory authority over their service to customers.

The attached maps show the natural gas pipelines that service lowa, the location
of the areas served by natural gas distribution utilities, the interstate pipeline system for
one interstate pipeline that serves lowa, and a larger scale version of the pipeline
system in Northwestern lowa.

Constraints on this pipeline system can occur on the interstate pipeline system,
on the branch lines, or behind the city gates. If the constraint is lack of capacity on the
interstate pipeline, then the FERC authorizes construction of facilities and regulates the
rates and services offered. FERC allows some expansions without prior notice to FERC
for non-mainline facilities up to $10.6 million. For construction on interstate pipelines
costing between $10.6 million and $30.2 million, the interstate pipeline must file a 70-
100 day notice with FERC. For construction over $30.2 million, the interstate pipeline
must file for FERC authorization which can take from 9-14 months. The costs of an
expansion are to be paid for by the customers obtaining the benefit of the expansion.

Looking at the map of Northwest lowa as an example, there are at least three
areas where there are constraints that are now present on this section of the natural gas
pipeline system. First, there are constraints on the total firm transportation that can be
provided over the interstate pipeline as it is currently constructed. This means that the
firm capacity — the amount of natural gas that can be delivered to customers without
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interruption — is fully contracted for. Some of this firm capacity is contracted for by
individual large customers while most of the firm capacity is contracted for by natural
gas utilities (rate-regulated or municipals). There is still capacity on the pipeline for
interruptible customers who are willing to be interrupted on those occasions when firm
customers take their maximum limits. These interruptible customers can take gas at a
lower cost and historically have not been interrupted except on very rare occasions.

Another constraint is the size of the pipeline that serves a municipality or area
downstream from the interstate pipeline. The further from the interstate pipeline the
customer is located, the smaller the pipeline and the less capacity available. Again,
capacity constraints usually involve those customers wanting firm capacity. Interruptible
customers can usually still get natural gas.

Another constraint is where the distribution line from the interstate pipeline to a
municipality is so small that even if additional capacity is expanded on the interstate
line, there is no additional capacity to the municipality located on the small line.

Solutions to capacity issues are usually addressed on the interstate pipeline by
adding a new or larger compressor station so that additional gas can be carried by the
same pipe. This solution is expensive, but is not as expensive as adding a larger
pipeline.

Constraints on a natural gas line can limit an area's ability to attract new
businesses or to expand existing businesses. Constraints can be addressed only when
there are enough customers willing to pay for the expansion.
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