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Exhibit No. Reference Description of Revision 
   
Exhibit 02-001 
 

Application, Section 2.0, 
Page 42, Table 2.4.1-3. 

Revision to include indirect FT-R revenue associated 
with Simmons facilities. Corrected wording to read  
“The direct revenue represents only the revenues…”, 
and a correction from “2.7 million” to “2.1 million” 

Exhibit 02-001 
 

Application, Section 2.0, 
Page 45, lines 20 and 21. 

Addition of “and indirect” and “FT-R” to the 
discussion of delivery services. 

Exhibit 02-001 
 

Application, Section 2.0, 
Page 47, Table 2.4.2-2. 

Correction related to classification of one delivery 
meter station. 

Exhibit 02-001 
 

Application, Section 2.0, 
Page 48, line 6. 

Revision from “1.2%” to “1.1%”.  

Exhibit 02-001 
 

Application, Section 2.0, 
Page 50, Table 2.4.2-3. 

Correction related to classification of one delivery 
meter station. 

Exhibit 02-001 
 

Application, Section 2.0, 
Page 51, Table 2.4.2-4. 

Correction related to classification of one delivery 
meter station. 

Exhibit 02-001 
 

Application, Section 2.0, 
Page 45, line 24. 

Revision from “$31.11” to “$30.54”.  

Exhibit 02-003 
 

NGTL’s Response to 
Information Request ATCO-
NGTL-P1 

Revised figures in Table 2, to reflect deduction of 
FT-P metering revenue from primary service 
metering revenues. 

Exhibit 02-006-001 Attachment to NGTL’s 
Response to Information 
Request BR-NGTL-006(g). 

Correction to table title from “2.2-1” to “2.3-1”. 

Exhibit 02-006-001 Attachment to NGTL’s 
Response to Information 
Request BR-NGTL-007(d). 

Revision from “51.6%” to “55.6%”. 

Exhibit 02-006-001 Attachment to NGTL’s 
Response to Information 
Request BR-NGTL-008, 
Page 2 of 2. 

Revised figures to reflect deduction of FT-P metering 
revenue from primary service metering revenues. 

Exhibit 02-006-001 NGTL’s Response to 
Information Request BR-
NGTL-013. 

Revision to last sentence in Price Discovery section 
in table to read as follows “Information on these 
transactions is readily available on various exchange 
services (e.g. NGX).” 

Exhibit 02-006-001 NGTL’s Response to 
Information Request BR-
NGTL-015(b). 

Deletion of word “In”. 

Exhibit 02-006-001 NGTL’s Response to 
Information Request BR-
NGTL-017(a). 

Deletion of word “operating” so that sentence reads 
in part “… illustrate that NGTL’s costs for…” 
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Exhibit No. Reference Description of Revision 
Exhibit 02-006-002 Attachments 2 and 4 to 

NGTL’s Response to 
Information Request AP-
NGTL-010(a), and 
Attachments 2, 4, 6 and 8 To 
AP-NGTL-010(b). 

Table titles expanded for clarity. 

Exhibit 02-006-002 NGTL’s Response to 
Information Request AP-
NGTL-011, Pages 1 through 
4. 

First three tables in response updated to indicate that 
the FT-P metering revenue has been included with 
the Primary Service Metering Revenue, and the 
addition of a table showing rates including the 
metering component. 

Exhibit 02-006-002 NGTL’s Response to 
Information Request AP-
NGTL-030(e). 

Revised to more fully explain the response provided. 

Exhibit 02-006-004 NGTL’s Response to 
Information Request CCA-
NGTL-004(b) and (d). 

Correction from “$2.7 million” to “$2.1 million”.  

Exhibit 02-006-006 NGTL’s Response to 
Information Request 
EnCana-NGTL-011(b). 

Correction from “$2.7 million” to “$2.1 million”. 

Exhibit 02-006-007 NGTL’s Response to 
Information Request 
IGCAA-NGTL-006(c), Page 
3 or 3. 

Corrected typographical error in Inventory Account 
row, and addition of “or partial” to Assignments row. 

Exhibit 02-006-009 NGTL’s Response to 
Information Request WEG-
NGTL-008(b). 

Deletion of previous response provided in (b), and 
replacement of “Please refer to the response to (a).” 

Exhibit 02-006-009 NGTL’s Response to 
Information Request WEG-
NGTL-027(b). 

Correction from “.0007¢/GJ” to “0.07¢/GJ”. 
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2.0 RATE DESIGN 1 

2.1 INTRODUCTION  2 

Q1. What is the purpose of the evidence in this section? 3 

A1. In this section NGTL responds to certain Board directives in Decision 2004-097.1  4 

Specifically, NGTL provides a Cost of Service (COS) study in which it uses the existing 5 

cost allocation methodology, a COS study in which it evaluates several alternative 6 

approaches to cost allocation, an updated Distance of Haul (DOH) study, and an updated 7 

Cost of Haul (COH) study.  NGTL specifically addresses, as part of its evaluation of cost 8 

allocation methodologies, an allocation of transmission costs to intra-Alberta delivery 9 

service.   10 

In addition, NGTL provides information and analysis of intra-Alberta delivery service 11 

accountability measures and presents and discusses the merits of potential alternative 12 

measures.    13 

Q2. How is the evidence in this section organized?  14 

A2. NGTL has organized the evidence in this section as follows: 15 

Sub-section 2.2:  presentation and discussion of the results of its COS studies, the 2004 16 

DOH study and the 2004 COH study; 17 

Sub-section 2.3:  assessment of the existing rate design against generally accepted rate 18 

design criteria; 19 

Sub-section 2.4:   presentation and discussion of the results of its analysis of existing 20 

intra-Alberta delivery service accountability and potential alternative 21 

measures; and 22 

Sub-section 2.5:   summary of the evidence in Section 2 and the conclusions to be drawn 23 

from it. 24 

                                                 
1  EUB Decision 2004-097, pages 31 and 32. 
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Q3. Has NGTL sought external advice to assist it with the preparation of this 1 

Application? 2 

A3. Yes.  NGTL retained Dr. Stephen Gaske of Zinder Companies Inc. to provide expert 3 

advice on cost allocation and rate design matters applicable to the Alberta System. 4 

Specifically NGTL asked Dr. Gaske to: 5 

• describe the concepts and principles that are important for analyzing NGTL’s 6 

costs of providing services;  7 

• evaluate from an economic and ratemaking perspective the reasonableness of each 8 

of the cost allocation and rate design methodologies examined by NGTL; 9 

• review NGTL’s existing accountability provisions for intra-Alberta delivery 10 

points and render an opinion as to whether these are reasonable and appropriate; 11 

and 12 

• review the role of competition in determining a reasonable rate structure for 13 

NGTL’s Alberta System. 14 

Dr. Gaske has provided written testimony which appears as Appendix 2D. 15 
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2.2 COST ALLOCATION 1 

Q4. What is the purpose of the evidence in this sub-section? 2 

A4. The purpose of this evidence is two-fold: to present and discuss the results of the various 3 

cost allocation methodologies and to recommend an appropriate approach to be used for 4 

the Alberta System for 2005.   NGTL has organized the evidence in this sub-section as 5 

follows:  6 

Sub-section 2.2.1:   examination of appropriate cost allocation methodologies for the 7 

Alberta System, including a review of its 2004 DOH and 2004 COH 8 

studies; and  9 

Sub-section 2.2.2: discussion, analysis and comparison of the existing cost allocation 10 

methodology and six alternatives.  11 

2.2.1 Appropriate Cost Allocation for the Alberta System  12 

Q5. What are the objectives of a COS study? 13 

A5. Under ideal circumstances, a COS study will identify the major cost relationships 14 

between the various services provided by a utility.  All of the utility’s costs are then 15 

assigned to the utility’s services or otherwise allocated using appropriate allocation 16 

methodologies.   17 

The Board has considered the purpose and structure of a cost of service study in various 18 

decisions.  Recently, it stated in Decision 2004-079: 19 

The primary tool utilized in determining an appropriate cost 20 
allocation is a Cost of Service Study (COSS).  A COSS will 21 
ordinarily analyze the costs incurred in providing regulated 22 
services, categorize or functionalize these costs and then determine 23 
an appropriate set of methodologies for the allocation of these 24 
costs.2 25 

                                                 
2  Alberta Energy and Utilities Board Decision 2004-079, ATCO Pipelines General Rate Application Phase II, 

(September 27, 2004) (EUB Decision 2004-079), page 5. 
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In relation to the Alberta System specifically, the Board stated in Decision 2003-051: 1 

The COS analysis will undoubtedly assist NGTL, parties and the 2 
Board in the review of cost accountability and cost allocation, and 3 
provide information that should assist in review of competitive 4 
issues and rate design.3   5 

Q6. Can all costs be directly assigned to services on a one-to-one basis? 6 

A6. Ideally there would be a one-to-one relationship between each service and its underlying 7 

cost structure.  However, the ability to segregate costs on a one-to-one basis is dependent 8 

on the nature of the pipeline system in question.   9 

In the case of the Alberta System, it is not possible to directly assign costs to specific 10 

services because the nature of the System is such that the majority of its costs are joint or 11 

common costs (i.e., costs associated with facilities that are used to provide multiple 12 

services).  Therefore, appropriate methodologies must be used to allocate costs to the 13 

various services provided by NGTL.   14 

Cost allocations must reflect underlying cost relationships that have been demonstrated to 15 

be valid (e.g., unit transmission costs increase with distance, all other factors being held 16 

constant).  Cost allocation methodologies must also be meaningful and acceptable to 17 

stakeholders, and must generally evolve in a way that reflects current public policy and 18 

market realities. 19 

Q7. Has NGTL conducted a recent COS study? 20 

A7. Yes.  NGTL conducted a COS study based on its existing allocation methodology and the 21 

most current data then available (2004 COS Study).  A copy of the 2004 COS Study is 22 

provided in Appendix 2A.   23 

NGTL also conducted a second COS Study using the same data, but utilizing alternative 24 

cost allocation methodologies (Alternative Methodologies COS Study).  A copy of the 25 

Alternative Methodologies COS Study is provided in Appendix 2B.  26 

                                                 
3 EUB Decision 2003-051, page 27.   



NOVA Gas Transmission Ltd. 2005 General Rate Application Phase 2 
Section 2.0, Rate Design 

Page 5 of 62 
 

NGTL discusses the results of the 2004 COS Study and the Alternative Methodologies 1 

COS Study in sub-section 2.2.2. 2 

Q8. What are the major cost components of the Alberta System revenue requirement? 3 

A8. The Alberta System’s primary function is the transmission of gas, which is a capital 4 

intensive activity.  The majority of the Alberta System revenue requirement consequently 5 

consists of capital-related costs that can be directly assigned to the individual assets for 6 

metering, compression, or pipes.  These categories collectively accounted for 7 

approximately 88% of the Alberta System’s net book value (NBV) as of December 31, 8 

2003.  Metering, compression and pipe individually accounted for 8%, 21% and 71% 9 

respectively of this 88%.  General plant and working capital accounted for the remaining 10 

12% of the NBV.  11 

For 2003, the direct costs were assigned as follows: 4.7% to metering, 15.0% to 12 

compression and 53.8% to pipe, collectively representing 73.5% of NGTL’s total costs.  13 

The remaining 26.5% were non-direct costs related to General Plant and Working 14 

Capital, and General and Administration (G&A). 15 

Q9. What are the major functions of the Alberta System? 16 

A9. The Alberta System provides two major functions: 17 

1. Transmission, which uses compression and pipes to transport gas, and is the primary 18 

function; and 19 

2. Metering, which involves custody transfer gas measurement and related transactional 20 

functions (e.g., scheduling) being performed at each point on and from the System.  21 

Q10. Has NGTL allocated costs to these functions in the 2004 COS Study, using the 22 

existing cost allocation methodology?  23 

A10. Yes.  NGTL followed a two step functionalization process in conducting the 2004 COS 24 

Study.   25 
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The first step was an assignment of the direct pipeline asset costs to the metering and 1 

transmission functions.  Pipeline asset costs include depreciation, operating return, 2 

income and capital taxes, transportation-by-others (TBO), and municipal taxes.  As 3 

transmission consists of compression and pipe, costs are first assigned to these 4 

components and aggregated into transmission by allocating compression costs to 5 

individual pipe assets using the power required to move gas through each piece of pipe, 6 

under standard operating conditions.     7 

The second step was an allocation of the non-direct costs to the metering and 8 

transmission functions.  Similar to the allocation process for pipeline asset costs, non-9 

direct costs are allocated to compression and pipe and then aggregated into transmission 10 

by allocating compression costs to individual pipe assets using the power required to 11 

move gas through each piece of pipe, under standard operating conditions.  All general 12 

plant costs are allocated to compression, pipe and metering by NBV.  All working capital 13 

accounts, with the exception of line pack, which is allocated exclusively to pipes, are also 14 

allocated by NBV.  Similarly, G&A costs, with the exception of maintenance costs, are 15 

allocated by NBV.  Maintenance costs are allocated based on the historical splits of: 16 

• 50% to compression; 17 

• 35% to metering; and 18 

• 15% to pipes. 19 

Q11. Does NGTL provide separate metering and transmission services? 20 

A11. No.  NGTL provides transportation service which is segmented into two primary 21 

components: receipt and delivery.  Rates for services within each of these components 22 

have either a metering and a transmission component or just a metering component.  23 

However, both receipt and delivery services are required in order to obtain a full path 24 

transportation service.  25 

Receipt services, which consist of Firm Transportation-Receipt (FT-R), Firm 26 

Transportation-Receipt Non-Renewable (FT-RN) and Interruptible-Receipt (IT-R), 27 

provide shippers with the ability to deliver natural gas to the Alberta System at receipt 28 
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points.  FT-R is the primary Alberta System receipt service and accounts for 1 

approximately 75% of the Alberta System receipt revenue.   2 

Delivery services are divided into export and intra-Alberta delivery services.  Export 3 

delivery services consist of Firm Transportation-Delivery (FT-D), Firm Transportation-4 

Delivery Winter (FT-DW), Short Term Firm Transportation-Delivery (STFT), and 5 

Interruptible-Delivery (IT-D).  These services provide shippers with the ability to remove 6 

natural gas from the Alberta System at export delivery points.  FT-D is the primary 7 

Alberta System export delivery service and accounts for approximately 85% of the 8 

Alberta System delivery revenue.  Firm Transportation-Alberta (FT-A) is the primary 9 

intra-Alberta delivery service.   10 

A combined receipt and delivery service, Firm Transportation-Alberta Points to Point 11 

(FT-P), is also available for intra-Alberta markets. 12 

NGTL essentially provides transportation to two markets: ex-Alberta and intra-Alberta. 13 

Transportation to ex-Alberta markets is provided through the combination of receipt and 14 

export delivery services, with the main combination being FT-R and FT-D.  15 

Transportation to intra-Alberta markets is provided through the combination of receipt 16 

and intra-Alberta delivery services, with the main combination being FT-R and FT-A, 17 

and through FT-P service.  The transportation to either market consists of a metering 18 

component to receive gas on to the system, a transmission component to move gas 19 

through the system, and a metering component to deliver gas from the system. 20 

Q12. Please provide an overview of the Alberta System receipt and delivery services. 21 

A12. As previously mentioned, NGTL provides services that are segmented into two primary 22 

components: receipt and delivery.   23 

Receipt Services:  24 

• FT-R is the primary receipt service.  It is a demand service with a 25 

minimum initial contract term of three years, after which it can be 26 

renewed for a minimum term of one year.  For terms less than three years, 27 
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there is a 5% rate premium and for terms of five years or greater there is a 1 

5% rate discount.  Each receipt point has an individual rate that consists of 2 

a metering component and a transmission component.  The transmission 3 

component is determined in accordance with the distance-diameter pricing 4 

methodology first approved by the Board in Decision 2000-6.4  Individual 5 

receipt rates can vary by ± 8 cents/Mcf from the system average receipt 6 

rate.   7 

• FT-RN is a demand service with a term of one year or less, no renewal 8 

rights and a rate equal to 110% of the FT-R rate for the respective receipt 9 

point.   10 

• IT-R is an interruptible service and is priced at 115% of the FT-R rate for 11 

the respective receipt point. 12 

Delivery Services: 13 

• FT-D is the primary export delivery service.  It is a demand service with a 14 

minimum initial contract term of one year, after which it can be renewed 15 

for a minimum term of one year.  All export delivery points have the same 16 

rate that consists of a metering and transmission component.   17 

• FT-DW is a demand service with an initial term of four years.  Every two 18 

years the term can be extended to four years with the consent of NGTL.  A 19 

maximum contract demand quantity of 35 MMcf/d is available between 20 

Empress and McNeill and a maximum contract demand quantity of 35 21 

MMcf/d is available between A/BC and Alberta-Montana.  FT-DW is not 22 

available at the other export delivery points.  FT-DW is priced at 175% of 23 

the FT-D rate.   24 

                                                 
4  Alberta Energy and Utilities Board Decision 2000-6, NOVA Gas Transmission Ltd., 1999 Products and Pricing, 

(February 4, 2000) (EUB Decision 2000-6). 
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• STFT is a non-renewable demand service available for terms of one, three, 1 

and five months during the winter season.  NGTL determines the amount 2 

of capacity available for STFT based on operational and ambient 3 

conditions.  STFT is a biddable service with a minimum price of 135% of 4 

the FT-D rate.   5 

• IT-D is an interruptible service and is priced at 110% of the FT-D rate. 6 

• FT-A is the primary intra-Alberta delivery service.  It is a commodity 7 

service with a minimum term of one year, which can be renewed for a 8 

minimum term of one year.  All intra-Alberta delivery points currently 9 

have the same rate, which consists of a metering component. 10 

In 2003, FT-P service was implemented.  This service provides shippers with the ability 11 

to deliver gas on the Alberta System at receipt points and remove it from the Alberta 12 

System at an intra-Alberta delivery point.  It is an alternative transportation option to a 13 

combination of FT-R and FT-A services for intra-Alberta markets.   It is a demand 14 

service with a minimum initial contract term of one year, after which it can be renewed 15 

for a minimum term of one year.  For terms less than three years, there is a 5% rate 16 

premium and for terms of five years or greater, there is a 5% rate discount.  Each FT-P 17 

contract has an individual rate that consists of a metering component to receive gas on the 18 

System, a metering component to deliver gas off the System, and a transmission 19 

component to move gas between the receipt and delivery points.  The transmission 20 

component is based on the maximum distance between the receipt points and the delivery 21 

point identified on the schedule of service.  The charge for the average transmission 22 

component for FT-P service is set to equal the charge for the average transmission 23 

component of FT-R service.  Similar to FT-R service, where individual rates can vary by 24 

± 8 cents/Mcf from the average FT-R rate, individual FT-P rates can vary by ± 8 25 

cents/Mcf from the average FT-P rate.     26 
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Q13. Is the separation of receipt and delivery services on the Alberta System a significant 1 

fact? 2 

A13. Yes. Separate receipt and delivery contracts create service flexibility and simplicity that 3 

customers value.  This separation of receipt and delivery services allows for the 4 

“pooling” of gas on the Alberta System and contributes to the natural gas trading and 5 

marketing activities that occur via NOVA Inventory Transfer (NIT).  It is important to 6 

note that this separation is not made based on any physical definition of receipt or 7 

delivery facilities or any physical location on the Alberta System. 8 

Q14. What is the significance of the NIT pool? 9 

A14. The Alberta gas market and its liquidity is influenced significantly by the single NIT 10 

pool.  The NIT pool is one of the largest and most efficient markets in North America, 11 

with a physical natural gas flow of approximately 11 Bcf/d and commercial transactions 12 

in excess of 35 Bcf/d.  This level of commerce provides a robust opportunity for price 13 

discovery, which ensures the establishment of pool prices for both spot and forward 14 

transactions.  This pool includes supply from over 900 individual receipt points and 15 

provides delivery to over 100 intra-Alberta delivery points, as well as to six ex-Alberta 16 

pipelines that supply markets across North America.  Over 200 customers have direct 17 

access to the NIT pool via NGTL accounts and numerous others can access the market 18 

via third party services.  This broad accessibility maximizes the amount of gas available, 19 

places all suppliers on the same footing with the opportunity to find buyers, and places all 20 

buyers on the same footing with the opportunity to find supply.   21 

NGTL’s rate design, terms and conditions of service, and business procedures are integral 22 

to the operation of NIT, which is greatly valued by NGTL’s customers.   23 

Q15. How should metering costs be allocated to services?  24 

A15. Metering is a function required by all transportation services available on the Alberta 25 

System.  Gas is metered when it is received on the System and gas is metered when it is 26 

delivered from the System.  As such, the metering function is included in the rates 27 

charged for all services, other than Interruptible Transportation-Storage (IT-S) and Firm 28 
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Transportation-Extraction (FT-X).  NGTL determines the metering cost for each service 1 

on the basis of the overall system-average metering cost.  This approach was extensively 2 

reviewed in NGTL’s 2004 GRA Phase 2 proceeding, was generally accepted by NGTL’s 3 

stakeholders, and was ultimately accepted by the Board as a reasonable approach.5  4 

Therefore, NGTL has not re-examined metering cost allocation in this Application. 5 

Q16. Why is there no metering function included in the IT-S or FT-X services? 6 

A16. These services provide broad industry benefits.  Therefore, it could be argued that costs 7 

associated with them are appropriately recovered through other transportation services.   8 

NGTL also understands through consultation with customers and the extensive review in 9 

NGTL’s 2004 Phase 2 proceeding, that the majority of customers are not in favour of 10 

explicit rates for IT-S or FT-X services at this time.  Consequently, NGTL does not 11 

allocate metering costs to these services under its existing cost allocation methodology. 12 

Q17. How should transmission costs be allocated to services? 13 

A17. Ideally, each service should have a transmission component that reflects its share of the 14 

transmission function.  However, as previously mentioned, NGTL divides its services 15 

into receipt, which allows gas on the System, and delivery, which allows gas off the 16 

System, without having any physical demarcation between receipt and delivery service 17 

upon which the assignment of transmission costs between the two services can be based.  18 

In addition, the Alberta System is a highly integrated system, with the majority of its 19 

transmission costs being joint or common costs, so it is not possible to determine the 20 

actual costs of providing particular services.  Consequently, it is appropriate to aggregate 21 

the transmission costs of facilities and utilize cost allocation methodologies to determine 22 

service rates.   23 

Q18. What methodologies has NGTL used to allocate transmission costs to services? 24 

A18. NGTL has historically used a distance of haul methodology to validate that the 50/50 25 

split of transmission costs on a unit basis to receipt and delivery services is reasonable.  26 

                                                 
5  EUB Decision 2004-097, page 18. 
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NGTL provided a 2003 DOH Study as part of its 2004 GRA Phase 2 Application.  NGTL 1 

also provided as part of its 2004 GRA Phase 2 Application a COH study for comparison 2 

purposes. 3 

Q19. Has NGTL updated its 2003 DOH study?  4 

A19. Yes.  NGTL completed a 2004 DOH Study based on the revised DOH methodology 5 

approved by the EUB in Decision 2004-097.  A copy of the 2004 DOH Study is provided 6 

in Appendix 2A.  The Study was conducted in late 2004, as part of NGTL’s preparation 7 

of this Application.   It is therefore based on 2003 data, which was the most current data 8 

available at that time. 9 

The average 2003 DOH was: 239 km for intra-Alberta deliveries; 559 km for ex-Alberta 10 

deliveries; and 517 km for all deliveries (intra-Alberta and ex-Alberta). 11 

Thus, the average intra-Alberta DOH was 42.8% of the average DOH for ex-Alberta 12 

deliveries in 2003.   13 

Q20. How does this result compare to the results of previous years’ DOH studies? 14 

A20. Figure 2.2.1-1 shows the annual DOH results from 1988 to 2003. 15 

Figure 2.2.1-1 
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The average intra-Alberta to ex-Alberta ratio has ranged from a low of 42.5% in 1992 to 1 

a high of 48.8% in 2000.  The 16-year average is 45.5%.   2 

Q21. Has NGTL forecast the DOH for 2004 or 2005? 3 

A21. No.  NGTL’s DOH studies examine historical data.  NGTL does not have a model to 4 

forecast DOH.  The DOH will depend on the actual volumes received at 900 + receipt 5 

stations and the actual volumes delivered to 100 + delivery stations, as well as the actual 6 

pipe connectivity and hydraulics used to transport gas between the various receipt and 7 

delivery points.  Currently, NGTL cannot forecast these factors without making 8 

significant simplifying assumptions that may then generate unreliable results. 9 

Q22. Has NGTL updated its COH study as directed by the Board in Decision 2004-097? 10 

A22. Yes.  NGTL updated its COH study using 2003 data.  As earlier explained, this was the 11 

most current data available when NGTL conducted the study in late 2004.  Any 12 

acquisitions, expansions and extensions that were added to the Alberta System since 13 

December 31, 2003 are therefore not included in the 2004 COH Study.  The updated 14 

2004 COH Study is included in Appendix 2C and contains a comprehensive description 15 

of the methodology employed. 16 

Q23. Did NGTL include the Simmons Pipeline assets acquired in 2004 in its 2004 COH 17 

Study?  18 

A23. No.  The 2004 COH Study is an historical examination of the Alberta System for 2003.  19 

As the Simmons Pipeline facilities were not part of the Alberta System until late 2004, 20 

these facilities were not included in the 2004 COH Study.  However, due to the relatively 21 

small distance of pipe and small volumes relative to the existing intra-Alberta deliveries, 22 

NGTL believes that these assets will not have a material effect on the 2004 COH.  NGTL 23 

has included additional analysis on the Simmons Pipeline facilities in Section 2.4 of the 24 

Application.   25 
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Q24. What are the results of the 2004 COH Study? 1 

A24. The results indicate that the average cost of haul in 2003 was 673 for intra-Alberta 2 

deliveries and 936 for ex-Alberta deliveries.   3 

The average intra-Alberta COH is 71.9% of the average COH for ex-Alberta deliveries.  4 

This is a 6.0% increase from the 2002 COH ratio.   5 

Q25. How does the 2004 COH Study compare to the 2004 DOH Study? 6 

A25. The COH Study is similar to the DOH Study except that it also takes into account 7 

economies of scale of the facilities that are used to transport gas.  For the COH analysis, 8 

facility costs have been accounted-for by applying a relative cost index against each pipe 9 

diameter.  Thus, the COH study provides a measure of both the distance the gas travels, 10 

as well as the costs associated with the facilities used to provide the transportation.   11 

The intra-Alberta COH to ex-Alberta COH ratio is higher than the intra-Alberta DOH to 12 

ex-Alberta DOH ratio because, on average, intra-Alberta deliveries utilize a higher 13 

percentage of smaller diameter pipe than ex-Alberta deliveries.  The change in the COH 14 

ratio from 2002 to 2003 is also greater than the relative change in the DOH ratio from 15 

2002 to 2003, which was only 4.9%.   16 

Q26. Has NGTL examined any allocation of transmission costs based on COH in this 17 

Application? 18 

A26. No.  However, in its 2004 GRA Phase 2 (Section 2.5.2-3), NGTL presented and 19 

discussed five COS alternatives based on its 2003 DOH study and five alternatives based 20 

on its 2003 COH study.   21 

The first DOH alternative was the DOH methodology that is currently used.  It was called 22 

the revised DOH methodology because NGTL had revised the process it previously used 23 

to calculate the DOH for the delivery points.  This methodology allocates transmission 24 

costs between receipt and delivery such that: 25 
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a) the transmission component of the average FT-R rate is set equal to the transmission 1 

component of the FT-D rate; and 2 

b) the average transmission component of the service rates (FT-R + FT-D) required to 3 

deliver gas to an export market is twice the average transmission component of the 4 

service rates (FT-R + FT-A) to deliver gas to an intra-Alberta market.  This split 5 

between ex- and intra-Alberta markets is based on the DOH study that shows that on 6 

average the distance gas travels to an export market is approximately twice the 7 

distance gas travels to an intra-Alberta market. 8 

The second, third and fourth DOH alternatives segmented the Alberta System into 9 

mainline and lateral components and used the DOH methodology to allocate mainline 10 

costs between receipt and delivery.  The only difference between these alternatives was 11 

the definition of mainline facilities. 12 

The fifth DOH alternative changed the methodology used to determine the DOH ratio 13 

between export and intra markets by excluding extraction stations from the calculation 14 

and then used this DOH ratio to set the average transmission component of the service 15 

rates (FT-R + FT-D) required to deliver gas to an export market in relation to the average 16 

transmission component of the service rates (FT-R + FT-A) required to deliver gas to an 17 

intra-Alberta market. 18 

The first of the five COH alternatives used the COH ratio between ex-Alberta and intra-19 

Alberta to set the transmission component of the service rates (FT-R + FT-D) required to 20 

deliver gas to an export market in relation to the average transmission component of the 21 

service rates (FT-R + FT-A) required to deliver gas to an intra-Alberta market. 22 

 The second, third and fourth COH alternatives segmented the Alberta System into 23 

mainline and lateral components and used the COH methodology to allocate mainline 24 

costs between receipt and delivery.  The only difference between these alternatives was 25 

the definition of mainline facilities. 26 

The last COH alternative changed the methodology used to determine the COH ratio 27 

between export and intra markets by excluding extraction stations from the calculation 28 
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and then used this COH ratio to set the average transmission component of the service 1 

rates (FT-R + FT-D) required to deliver gas to an export market in relation to the 2 

transmission component of the service rates (FT-R + FT-A) required to deliver gas to an 3 

intra market. 4 

The changes in service rates resulting from the application of these various DOH and 5 

COH alternatives was provided in Table 2.5.3-2 of the 2004 GRA Phase 2.  That table is 6 

reproduced here as Table 2.2.1-1. 7 

Table 2.2.1-1 
Change in Illustrative 2004 Rates Resulting from Application of Cost Allocation 

Using the DOH and COH Methodologies to Rates Determination 
(cents/Mcf/day) 

Using DOH 
Revised 

Methodology   

Alternative 1a)   
Functional 

Mainline 
Definition   

Alternative 1b)   
Physical 

Mainline 
Definition   

(>= 24")  

Alternative 1c)   
Physical 

Mainline 
Definition   

(>= 12")  

Alternative 2   
Excluding 
Extraction 

            
Receipt (FT-R)1 0.0    0.2  3.1  (0.1)    (11.6) 
             
Border delivery (FT-D)1 0.0    (0.2)  (3.1)  1.0   11.6 
             
Total Ex-Alberta Rate2 0.0   0.0  0.0  0.0   0.0 
             
Intra delivery (FT-A) 0.0   0.0  0.0  0.0   0.0 
            
Total Intra-Alberta Rate3 0.0    0.2  3.1  (0.1)    (11.6) 

 
Using COH 

 
Receipt (FT-R)1  6.4    1.3  3.6  4.4    1.4 
             
Border delivery (FT-D)1 (6.4)   (1.3)  (3.6)  (4.4)   (1.4) 
             
Total Ex-Alberta Rate2 0.0   0.0  0.0  0.0   0.0 
             
Intra delivery (FT-A) 0.0   0.0  0.0  0.0   0.0 
            
Total Intra-Alberta Rate3  6.4    1.3  3.6  4.4   1.4 
Notes:          
1 FT-R and FT-D rates quoted include the metering charge. 
2 Total ex-Alberta rate is the sum of the FT-R and FT-D rates. 
3 Total intra-Alberta rate is the sum of the FT-R and FT-A rates. 
Totals may not add due to rounding. 
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The Revised Methodology (Column 2) was found appropriate by the Board in Decision 1 

2004-097 and is now NGTL’s existing methodology.  As is evident from Table 2.2.1-1, 2 

all of these methodologies result in a reallocation of costs between receipt and delivery 3 

services.  Depending on the alternative selected, the average FT-R rate could vary from   4 

-11.6 cents/Mcf to +6.4 cents/Mcf and the FT-D rate could vary from -6.4 cents/Mcf to 5 

+11.6 cents/Mcf, each compared to the rate calculated using the revised methodology.  6 

Although the numbers would be different based on 2005 data, the relative changes would 7 

be similar.   8 

The COH methodology has some merit for use in allocation of transmission costs to 9 

services because it takes into account economies of scale as well as distance.  However, 10 

the yearly variability associated with use of the COH methodology appears to be greater 11 

than that which results from use of the DOH methodology.  This could result in greater 12 

rate volatility.   13 

Further, consideration needs to be given to how the benefits associated with the 14 

economies of scale inherent to the Alberta System are shared by the customer base.  Due 15 

to the highly integrated nature of the Alberta System, cost allocation based only on a 16 

COH methodology may not provide an appropriate sharing of the benefits of economies 17 

of scale.  This concern was noted by the Board in Decision 2004-097: 18 

However, the Board is concerned that utilization of the COH 19 
methodology may not appropriately allocate the benefits of the 20 
economies of scale of the NGTL System to all customers.6   21 

Finally, the majority of NGTL’s customers and interested parties continue to support the 22 

use of the DOH for the purpose of allocating transmission costs between receipt and 23 

delivery services.  The Board acknowledged this support in Decision 2004-097: 24 

The majority of NGTL shippers continue to support NGTL’s DOH 25 
methodology, with only ATCO recommending the utilization of 26 
NGTL’s COH methodology.  The Board therefore considers it 27 
appropriate to use the DOH study as a primary rate design 28 
methodology at this time, with the COH study acting as an 29 

                                                 
6  EUB Decision 2004-097, page 10. 
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alternative mechanism for comparison purposes, as well as a proxy 1 
for costs for receipt point specific rates.7   2 

As a result, NGTL does not examine any allocations of transmission costs based on a 3 

COH methodology in this Application. 4 

Q27. Did NGTL examine cost allocation methodologies other than DOH and COH?  5 

A27. No.  There are numerous other cost allocation methodologies that could be applied.  One 6 

alternative NGTL believes may have merit for future consideration is to functionalize 7 

receipt services into mainline and lateral components.  Under such an approach, the rates 8 

would be based on a more detailed segregation of costs than the existing methodologies.   9 

Another alternative would be to calculate export point specific delivery prices using an 10 

analogous methodology to the existing receipt point specific pricing algorithm.  With this 11 

methodology, the individual export point delivery rates would be based on a more 12 

detailed segregation of costs than the existing flat rate approach.  However, NGTL has 13 

not developed these concepts in sufficient detail to properly evaluate them further in this 14 

Application.   15 

Q28. Did NGTL examine methodologies that allocate costs to customer classes?   16 

A28. No.  Methodologies that would allocate costs to customer classes are not appropriate or 17 

applicable to the Alberta System.  NGTL does not have customer classes that can be 18 

solely distinguished by the type of service that they use.  All customers groups can and 19 

do contract for different service categories.  Producers, marketers, end-users and utilities 20 

all utilize various combinations of receipt, export delivery, and intra-Alberta delivery 21 

services.  This structure is substantially different from that of local distribution 22 

companies, where service design based on customer segmentation is typical.   23 

Dr. Gaske also considers these issues in his testimony and reaches comparable 24 

conclusions. 25 

                                                 
7  Ibid. 
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2.2.2 Cost of Service Analysis 1 

Q29. Is the 2004 COS Study, identical to the 2003 COS Study provided in NGTL’s 2004 2 

GRA? 3 

A29. No.  In addition to updating the COS Study to incorporate 2003 cost information, NGTL 4 

made several changes to simplify the cost allocation and to make the Study more 5 

comprehensive.  First, NGTL simplified the methodologies for allocating non-direct costs 6 

by using net book value in most instances.  Secondly, the 2004 DOH Study was 7 

incorporated as part of the 2004 COS Study.  Finally, the 2004 COS Study was expanded 8 

to include the allocation of costs to all tariff services for the test year.   9 

Q30. Please describe the cost allocation methodology used in the 2004 COS Study and 10 

contrast it to the six alternatives examined in the Alternative Methodologies COS 11 

Study.   12 

A30. The existing methodology, which is fully described in the 2004 COS Study allocates 13 

transmission costs based on a 2:1 relationship between export and intra-Alberta markets 14 

and accounts for the transmission costs associated with deliveries to intra-Alberta 15 

markets in the FT-R rate.  This split between ex-Alberta and intra-Alberta markets is 16 

validated by the 2004 DOH Study, which shows that the average distance gas travels to 17 

the export market is approximately twice the average distance gas travels to the intra-18 

Alberta market.  As all services except IT-S and FT-X include a system average metering 19 

component, this methodology produces an average FT-R rate that is equal to the FT-D 20 

rate. 21 

 In addition to the existing methodology, NGTL has examined six alternative cost 22 

allocation methodologies in the Alternative Methodologies COS Study.  NGTL selected 23 

these six alternatives because it believes they represent a reasonable range of alternatives 24 

that respond to the Board’s directives in Decision 2004-097 that NGTL consider 25 

alternative cost allocation methodologies.  NGTL also believes that these alternatives 26 

provide a basis against which parties can assess the reasonableness of NGTL’s existing 27 

rate design. 28 
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The first set of these alternatives (1 to 3) retains the key feature of a DOH-based split of 1 

transmission costs between intra-Alberta and ex-Alberta, while varying the amount of 2 

transmission costs specifically allocated to the FT-A service.   3 

 Alternatives 1 to 3 are similar to the existing methodology in that they incorporate a 4 

system average metering component in all services other than IT-S and FT-X.  They are 5 

all different from the existing methodology in that the relationship of transmission costs 6 

between export and intra-Alberta markets has been changed from 2:1 to 2.2:1, reflecting 7 

the long term average DOH which yields an intra-Alberta to ex-Alberta DOH ratio of 8 

45.5%.  They differ amongst themselves with respect to the direct transmission charge 9 

incorporated into the FT-A rate.  The direct transmission charge should be based on the 10 

costs to provide that service.  Therefore, transmission costs associated with services other 11 

than intra-Alberta delivery should be excluded from the FT-A rate.  As a result, NGTL 12 

excluded the cost for transmission facilities more directly associated with export, storage, 13 

and extraction from the FT-A rate in each of these alternatives.  This left the facilities that 14 

are only associated with receipt and intra-Alberta delivery services.  A breakdown of 15 

these costs is provided in sub-section 2.4.2.  As these facilities are equally associated 16 

with receipt services as intra-Alberta delivery services, some of the costs should be 17 

accounted for in the rates of receipt services.  NGTL presents two alternatives, one with 18 

inclusion of only NGTL facilities and the other with those same NGTL facilities plus 19 

costs associated with intra-Alberta TBO agreements.  To recognize the balance between 20 

receipt and delivery, NGTL has allocated 50% of the costs associated with these facilities 21 

to receipt services, and included the remaining 50% of the costs associated with these 22 

facilities in the FT-A rate.   23 

Table 2.2.2-1 summarizes the differences in allocation methodologies between 24 

Alternatives 1 through 3. 25 
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Table 2.2.2-1 
Comparison of Alternatives 1 to 3 

 Alternative 

Cost Allocation 1 2 3 

Intra-Alberta/Ex-Alberta DOH Ratio 45.5% 45.5% 45.5% 

Percent of the COS for transmission facilities 
not associated with export, storage, or 
extraction included in the FT-A rate 

0% 50% 50% 

Percent of the cost for the Ventures, ATCO and 
Kearl Lake TBOs included in the FT-A rate 

0% 0% 50% 

 

The second set of these alternatives (4 to 6) retain the DOH basis, but without a split 1 

between intra-Alberta and ex-Alberta being a prerequisite step in the determination of 2 

rates.  Instead, an allocation of costs to services based on volume and distance is 3 

employed, with the variation in these alternatives being in the selection of services which 4 

are considered primary.  In Alternatives 4, 5 and 6, NGTL specifically allocates the 5 

revenue requirement to each primary service based on that service’s share of the total 6 

volume x distance units of all primary services.  These alternatives were developed 7 

consistent with the response to an undertaking given to the Board in the 2004 GRA 8 

proceeding,8 and do not rely on the traditional NGTL approach of a split between intra 9 

and ex-Alberta based on DOH.  In this undertaking NGTL was requested to allocate 10 

transmission costs based on a DOH-volume (or volume-distance) index prepared by the 11 

Board using NGTL’s DOH study and forecast volumes.9   The main difference between 12 

each alternative is which services are considered primary.  Table 2.2.2-2 summarizes 13 

these alternatives. 14 

                                                 
8  Response to undertaking at transcript reference 4T610, Exhibit 040-25, NOVA Gas Transmission Ltd., 

2004  GRA Phase 2 proceeding. 
9  Exhibit 040-14, NOVA Gas Transmission Ltd., 2004  GRA Phase 2 proceeding. 
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Table 2.2.2-2 
Comparison of Alternatives 4 to 6 

Alternative Primary Services Secondary Services 

4 FT-R; FT-D; FT-A FT-RN; IT-R; FT-P 

FT-DW; STFT; IT-D 

FCS 

5 FT-R; FT-D; FT-P FT-RN; IT-R 

FT-DW; STFT; IT-D 

6 FT-R; FT-D; FT-A; 

FT-P; FT-X; IT-S 

FT-RN; IT-R 

FT-DW; STFT; IT-D 

FCS 

In Alternative 5 the FT-A service has been eliminated.  Without an FT-A service there is 1 

no requirement to allocate a transmission component to it.  Instead, intra-Alberta service 2 

would be provided through FT-P service.  A detailed description and explanation of the 3 

allocation of the revenue requirement to tariff services for each alternative analyzed, 4 

along with illustrative rate calculations and a table of illustrative rates, has been included 5 

in Appendix 2B.  In addition, Tables 2.2.2-3 to 2.2.2-5 summarize the results for the 6 

alternatives. 7 

Q31. Please summarize the results of NGTL’s analysis of the cost allocation 8 

methodologies considered in the Alternative Methodologies COS Study.  9 

A31. Table 2.2.2-3 shows illustrative rates and key ratios that result from the application of the 10 

existing cost allocation methodology and the six alternatives which NGTL examined.  11 

Table 2.2.2-4 shows the difference between the rates generated by the existing 12 

methodology and the alternatives.  Table 2.2.2-5 shows the same data shown in Table 13 

2.2.2-4, but on a percentage basis. 14 

  


















































































