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Developing the initial pipeline system from Alaska to major North American markets has been, and remains, a challenging undertaking.  Attracting initial volumes of sufficient scale to make the project economic under satisfactory terms that share the risks of this project in a deregulated natural gas market has proven to be difficult.  Representatives from Alaskan producers, pipeline companies, governments of Alaska and the United States are all working diligently to see the initial pipeline come into service in an expeditious manner.  This task remains in our view the most critical at this point for the Alaska Highway Pipeline project.  TransCanada is focused on working with all stakeholders to develop a structure that will advance the project and see the initial pipeline in-service by 2012 transporting Alaskan gas to North American markets.

It is also important to ensure that future customers will have fair, non-discriminatory access to the pipeline for expansions, or extensions of the initial gas transportation contracts.  The State of Alaska, the pipeline owners and shippers seeking future access all need to know the rules of the game in advance in order to encourage extensive natural gas exploration across Alaska.  The initial shippers also must be confident that they will be treated equitably relative to future customers.  

TransCanada is an independent pipeline company with almost 50 years of experience in North America and many years of international experience.  We have successfully managed these issues and encouraged expansions of our initial facilities without disadvantaging our anchor shippers.  

My testimony today will focus on the broad requirements and considerations for expansions of major pipeline systems.  Later today, I will elaborate on some of the benefits of certain tariff methodologies for expansions.


Expansion Factors

· System planning for initial pipeline

· Impact on pipeline operations

· Impact on other customers

· Safety and environmental compliance

· Additional volumes relative to required facilities

· Tariff methodology

We believe there are a number of significant factors that influence access for future volumes to an initial pipeline system.  These include:

· The system planning for the initial pipeline – pipeline diameter, pressure, routing, and initial contracted capacity;

· Impact on pipeline operations and operational feasibility;

· Impact on services to other customers – both initial and future expansions;

· Ability to comply with safety and environmental laws and regulations; 

· Suitability of arrangements for reimbursement of construction costs and/or adequacy of volumes to be transported to support the extra investment and operating expenses required for the new facilities; and

· Tariff methodology – incremental or rolled-in (average costs) for expansion volumes.

TransCanada has selected a pipe platform of 48 inch and 2500 psig to transport an initial volume of 4.5 bcf/d with a relatively inexpensive expansion capability up to approximately 6 bcf/d.  This pipe platform, which uses a pipe size with which TransCanada has years of experience and pipe strength of X80, is optimal for these volumes.  It provides the lowest long-term tariff for customers and also an attractive and efficient fuel ratio.  The fuel ratio is an important factor in the overall costs of transportation for Alaskan gas.  The final engineering design for the pipeline will be completed once the initial volumes to be shipped are known and the expectations for the timing, location and volumes of future expansions are more certain.  Based on our system design, the 48-inch pipe platform with an initial volume of 4.5 bcf/d would provide inexpensive expandability for an additional 1.0 – 1.5 bcf/d using primarily additional compression facilities rather than new pipeline loops (a parallel section of pipe to the initial pipeline).  The fuel ratio will increase at total volume levels above 4.5 bcf/d, but still remain at very efficient levels.  Volumes in excess of 6 bcf/d would require a combination of pipeline looping and compression facilities.  It is important to note that exploration success will drive new pipeline expansions.  Significant additional gas reserves will have to be proven in Alaska prior to an expansion beyond 6 bcf/d since 25 years of production at 6 bcf/d totals 55 tcf as compared to the currently proven reserves of approximately 35 tcf.

Future expansions beyond the initial 4.5 bcf/d capacity will depend upon a number of factors.    The first one is the location of the additional gas relative to the existing or future compressor stations and meter stations.  Additional volumes must make sense relative to the engineering increment in the pipeline’s overall system planning; i.e., the additional volumes need to be sized for logical economic increments relative to the new facilities.  For example, with an initial contracted capacity of 4.5 bcf/d, the next economic increment for this project can be expected to be quite large to optimize the ultimate capacity of the pipeline without additional looping.  It is generally not appropriate to construct sub-optimal facilities for a small volume, or to contract for a small volume that does not approximate the additional capacity provided by the optimal facilities.  However, potential expansions will be examined on a case-by-case basis to determine the economic and operational feasibility.  The design of the pipeline and operational flexibility can provide opportunities for smaller volume increments.

The second factor to be considered is the impact expansion volumes could have on pipeline operations and operational feasibility.  In most cases, this is not a concern as expansion volumes are incorporated into the pipeline at logical physical locations.  Also operational measures taken by the pipeline company and its future shippers can ensure there are no negative impacts.  The shipper will be required to provide its gas at the receipt point, or take delivery at the delivery point, at a suitable pressure, temperature, and gas quality that aligns with the pipeline’s engineering and economic requirements.

The pipeline company also has a responsibility to ensure that the impact of expansion volumes on existing customers is equitably balanced with the fair treatment of those new volumes.  Gas pipeline companies are usually contract carriers that commit to provide a specified amount of firm capacity to its customers.  Additional volumes onto the pipeline do not result in a prorationing of the volumes for initial firm shippers.  In other words, expansion facilities are normally needed in order to provide contracted capacity to new firm customers on the pipeline.  The specific location of the new customer’s requested receipt or delivery point can play a role in the impact on existing customers and the operational flows on the pipeline.  As in the initial construction of the pipeline system 

and its day-to-day operation, expansion volumes must comply with safety and environmental laws and regulations.  These factors are as critical in determining the precise location of new receipt and delivery points as are economic or engineering factors.

In most cases, the pipeline company will own any facilities located on its right-of-way, including any incremental meter stations or compressor stations required to transport the expansion volumes.  The pipeline may construct the lateral to receive or deliver additional gas, but those laterals may be owned by other pipeline companies, gas producers, or other parties.  If the pipeline company constructs additional facilities, it will calculate the additional potential revenues versus the costs for the new volumes, both operational and capital.  A capital contribution may be required from the new shipper as an upfront payment to reimburse the pipeline for facilities such as a new meter station at a different location that does not provide service to the overall customer base.

New major natural gas pipeline systems are underpinned by long-term firm transportation contracts with the initial shippers.  Historically, long-term firm service has often been the only type of service provided by the pipeline for existing or new customers in the early years of pipeline operation.  Firm customers may also be offered overrun service to allow those customers to utilize spare capacity on the pipeline (on an interruptible basis) resulting from operational flexibility due to ambient temperature, load diversity, or other operational considerations.  As the pipeline grid has matured in North America, interruptible service was made available to non-firm customers.  In some cases, overrun service has been removed by regulatory authorities to permit broader access for non-firm customers.  New expansion volumes can affect, either positively or negatively, the availability of overrun or interruptible service to existing customers depending upon the stage of additional facilities constructed relative to the new firm volumes and the overall impact on pipeline system planning.

The final significant factor when considering expansion volumes is the tariff methodology for the additional volumes.  The regulatory model used by the FERC has expansion volumes being charged a tariff that reflects their incremental costs, unless rolling in the incremental costs to existing customers would decrease their tariffs (with some modest exceptions).  In Canada, the National Energy Board has applied a rolled-in methodology for many years as the primary model for expansion volumes whether or not this increases or decreases tariffs for existing customers.  This philosophical difference has had significant implications for expansions of the Canadian pipeline systems over the past two decades.  I will speak to this issue in my second piece of testimony later today.

In summary, we believe that expansion policies that fairly balance the interests of initial and future shippers will lead to optimal long-term results for pipeline customers, owners and governments.  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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