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In my earlier testimony, I described the significant challenges in attracting initial customers to the Alaska Highway Pipeline Project.  TransCanada believes that all stakeholders (Alaskan producers and explorers, pipeline sponsors, State of Alaska and the U.S. Government) have important roles to play in sharing the initial project risks by establishing the conditions necessary for an early in-service date for the Alaska Highway Pipeline.  We believe that each of these stakeholders, and U.S. consumers, will be large beneficiaries of this project and should work cooperatively towards a 2012 in-service date.  TransCanada is a longstanding developer of major new pipeline systems in North America and in several international regions.  In our opinion, certain open-access conditions can assist in laying the groundwork for long-term success of an initial pipeline project as well as its future growth and development.  I addressed many of these issues in my testimony earlier today.  This piece of testimony will address the appropriate tariff methodology for pipeline expansions.

Governments at the local, state and federal levels are strong supporters of new pipeline projects.  They are also seeking a solid foundation for future exploration and development within gas-producing basins to enhance economic and social conditions in their regions.  The additional revenues to governments from new exploration, development and production may exceed the royalties and taxes collected over the life of the project from the initial gas volumes.  There are many positive examples of this in North America, and beyond, when a gas pipeline is constructed into a new basin.

Pipeline companies also are strong proponents of new gas exploration in order to attract additional volumes to the pipeline and enhance the security of supply for the base volumes.  Consumers both in the supply region, and in traditional consuming regions, wish to see additional exploration and expansion of pipelines in order to enhance their security of supply and to meet overall demand growth.  Gas producers or other potential shippers that have not yet taken out a gas shipping position on a pipeline are also strong supporters of free and open access and fair terms for expansions.

The initial shippers on a pipeline often also want future expansions to provide access to markets for additional gas supplies they may secure.  Those shippers incurred significant risks when signing the anchor transportation contracts on the pipeline and they need to be confident that their initial contracts will be equitably treated relative to the new 

customers.  It is also prudent for pipeline companies to ensure that their access terms for expansions do not disadvantage the initial shippers and have fairly balanced the overall benefits and risks for all stakeholders.

The tariff methodology for expansions can play a large role in determining the timing and degree of future exploration in a new gas basin.  TransCanada believes the Alaska Highway Pipeline should be designed and operated to be efficient in design and total cost to initial shippers, and to also provide fair and inexpensive access for expansion shippers.  In addition to the design of the pipeline, one method of encouraging long-run growth in a supply basin is to use a rolled-in tariff methodology for both additional facilities and fuel.

TransCanada’s pipeline systems in Canada have operated with a rolled-in tariff methodology for expansions for many years.  Canadian gas has been remarkably successful in capturing new markets in North America over the past two decades.  The rolled-in tariff methodology has, in our opinion, assisted in achieving this success.  Canadian gas basins are mostly located farther from major markets than the majority of Lower 48 gas.  It therefore has a higher transportation cost component and lower wellhead prices relative to most Lower 48 gas.  Therefore, maintaining low transportation costs with an appropriate tariff methodology to encourage expansions has proven to be critically important for Canada.  The regulatory agencies in Canada have supported a rolled-in methodology.  This has assisted in improving the competitiveness of Canadian gas as evidenced by the 300% increase in Canada’s gas exports into the U.S. since 1985.

Rolled-in tolls, combined with other factors, can be a catalyst to encourage growth in a new gas basin.  Although each gas basin around the world is different, and Alaska has its own unique characteristics, I wanted to illustrate the development of TransCanada’s system within the province of Alberta under rolled-in tolls.  It is, of course, up to the stakeholders in Alaska to assess how relevant this may be for the Alaskan basin.  The slides below show how TransCanada’s Alberta pipeline system has developed since its inception in the late 1950’s.  These maps indicate how our small system in Southeastern Alberta with modest volumes, few customers and few receipt and delivery points has grown into a 15,000-mile comprehensive integrated pipeline grid across the province that can transport approximately 12 bcf/d to customers within Alberta, and to Alberta’s borders for delivery into other pipelines to serve customers across Canada and throughout the United States.

TransCanada’s Alberta System
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The next three slides show that not just geographic reach has been extended, but also the correspondent impact on TransCanada’s Alberta system volumes, number of customers and receipt and delivery points as the natural gas system has evolved over the past 40 years.  
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As you would be aware, there have been a number of developments that have caused these significant increases – growing gas markets, changing gas prices, supply/demand dynamics, regulation and deregulation, as well as tariff methodology.  TransCanada’s proven track record in offering the appropriate fundamentals for non-discriminatory open-access service to its initial and expansion customers, and a rolled-in tariff methodology, have been critical factors in increasing our number of customers, receipt and delivery points, annual volumes and the geographic reach across the province of Alberta.   A similar story can be told on our cross-Canada pipeline system from the Alberta border to Eastern Canada and into the U.S. Midwest and Northeast.

TransCanada believes that, on balance, a rolled-in tariff methodology for the Alaskan and Canadian sections of the pipeline can be a positive factor to enhance the long-term development of Alaska’s natural gas basin.  It merits serious consideration by the State, the U.S. Government, gas producers and pipeline companies as the initial project is developed.

Thank you for this opportunity to testify at this proceeding.  I am available to respond to any questions you may have on this topic.
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