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1.0

Q1.

Al

Q2.

A2.

INTRODUCTION

What is the purpose of NOVA Gas Transmission Ltd.’s (NGTL) written reply

evidence?

NGTL in this written reply evidence (Reply Evidence) responds to and refutes proposals
made and positions taken by ATCO Pipelines Ltd. (ATCO Pipelines), the Industrial Gas
Consumers Association of Alberta (IGCAA), and the Western Export Group (WEG) in
their respective written evidence dated July 22, 2005 (Exhibit Nos. 07-005,07-006, 07-
006-01, 22-005-001, and 33-005-001).

How is NGTL’s Reply Evidence organized?

NGTL’s Reply Evidence is comprised of company evidence and the Reply Testimony of

NGTL’s external rate design expert, Dr. J. Stephen Gaske of Zinder Companies, Inc.

NGTL has organized the company evidence to respond to particular positions and
proposals presented by certain interveners. Specifically, NGTL addresses the following
Issues:

Section 2.0  The competitive environment for gas transmission in Alberta;

Section 3.0  ATCO Pipelines’ and IGCAA’s criticisms of the existing rate
design and their proposed alternatives;

Section 4.0  ATCO Pipelines’ criticisms of the existing accountability
provisions associated with intra-Alberta delivery service and its
proposed alternatives; and

Section 5.0  WEG?s criticisms of NGTL’s energy conversion proposal for

export delivery service.

Dr. Gaske, in his Reply Testimony, evaluates and responds to criticisms, economic
analyses, and the proposed rate design alternatives of ATCO Pipelines and its consultant,

Gordon Engbloom.
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Q3.

A3.

Q4.

A4,

Q5.

A5.

Does NGTL agree with Dr. Gaske’s statements as expressed in his Reply
Testimony?

Yes. NGTL agrees with Dr. Gaske’s statements.
Does NGTL have any general observations about the interveners’ evidence overall?

Yes. The interveners’ evidence, considered collectively, illustrates two points important

to the context of this proceeding and to the Board’s determination of the Application.

First, the evidence highlights the broad range and diverse nature of stakeholder interests
and views on cost allocation and rate design issues for the Alberta System. This point is
clearly illustrated in the significantly different and contradictory approaches to cost
allocation and rate design for intra-Alberta delivery service that are advocated by ATCO
Pipelines, IGCAA and WEG. Not surprisingly, these interveners advocate rate designs
which would minimize their specific transportation costs or otherwise advance their
competitive positions. However, it is clear from the evidence of all parties that the
interests of all stakeholders cannot be fully satisfied or otherwise accommodated by any

single rate design.

Second, and more importantly, the intervener evidence demonstrates that the existing rate
design continues to represent an acceptable balance of interests for the majority of
stakeholders. Some parties clearly do not view the existing rate design to be optimal,
and, absent any other considerations, would prefer different cost allocation approaches
and rate structures. However, most stakeholders accept the existing rate design as an

appropriate and reasonable compromise of all competing interests.

Does NGTL address or respond in this Reply Evidence to all statements or positions

of interveners in evidence which NGTL disagrees with or otherwise opposes?

No. NGTL recognizes the primary purpose of reply evidence is for the applicant to
provide an evidentiary response to new and previously unaddressed matters which

interveners have raised in their evidence.
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NGTL has determined it requires no reply evidence to ultimately respond to some
statements made and positions adverse to NGTL’s interests taken by interveners in their
evidence. NGTL will, as appropriate and as required, explore, challenge and respond to

the merits of such other issues through cross-examination and argument.

Accordingly, the Board and interested parties should not infer from NGTL’s silence in
this Reply Evidence on other matters raised by interveners in evidence that NGTL agrees
with or is otherwise indifferent to any opposing or contrary positions advanced by
interveners. To the contrary, NGTL generally disagrees with such evidence to the extent
it differs from NGTL’s stated positions to date.
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GAS TRANSMISSION COMPETITION IN ALBERTA

What is the purpose of this section of NGTL’s rebuttal evidence?

NGTL in this section replies to statements made and positions taken by ATCO Pipelines
in its evidence about the competitive environment for gas transmission in which it and

NGTL operate and the impacts of ATCO Pipelines” FT-A proposal on that environment.

Specifically, ATCO Pipelines has provided extensive evidence on the scope and nature of
competition between it and NGTL and the factors which influence that competition. It

has suggested, among other things, that:

Competition between ATCO Pipelines and NGTL has intensified at both the
production and market sides of the gas transmission business, in part as the result

of an unlevel playing field."

Producers look at the highest netback and industrials look at the lowest delivered
plant gate price when determining on which pipeline to transport gas. ATCO
Pipelines suggests that these producer netbacks and industrial delivered plant gate

prices depend not only on transmission service rates, but also on on-system gas

Rate design can have a significant impact on the development of a competitive

environment and on whether or not there is a level playing field.?

ATCO Pipelines’ proposed FT-A rate design would not provide it with a
competitive edge for intra-Alberta delivery volumes — it simply results in an FT-A

rate that is more representative of its cost causation.*

Exhibit No. 07-005, Written Evidence of ATCO Pipelines, page 1, lines 2-5; and Exhibit No. 07-014, response to CG-AP-1(a).
Exhibit No. 07-005, Written Evidence of ATCO Pipelines, page 14, lines 8-11.

2.0
2.1 Introduction
Q6.
Ab.
prices.’
1
2
j Ibid, page 2, lines 6-7.

Ibid, page 16, lines 5-6.
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. ATCO Pipelines’ system is primarily designed for delivery of on-system receipts
to on-system end users and that ATCO Pipelines does not compete for ex-Alberta
service to the same degree that it competes for on-system receipt and intra-

Alberta delivery customers.
. ATCO Pipelines and NGTL have each offloaded the other’s system in the past.®
Q7. Whatis NGTL’s response to these general assertions by ATCO Pipelines?

A7.  NGTL agrees with some statements and disagrees with others. ATCO Pipelines has
described, sometimes inaccurately, only parts of the overall competitive framework and
the factors which influence competition between it and NGTL. NGTL believes it is
important that complete and accurate information is available to the Board and others to
properly understand and assess the drivers and impacts associated with ATCO Pipelines’

criticisms of the existing rate design and ATCO Pipelines’ proposed amendments to it.
Q8. How has NGTL organized the evidence in this section?
A8. NGTL has organized its evidence under the following three subsections:

. a description of the competitive environment in which NGTL operates;

. a description of the competitive environment that exists between ATCO Pipelines

and NGTL, including the history associated with it; and

. an overview of ATCO Pipelines’ past and present rate design and the impact of its

proposed FT-A rate design.

5 Exhibit No. 07-015, response to IGCAA-AP-1(a) and (b).
® Exhibit No. 07-005, Written Evidence of ATCO Pipelines, page 1, lines 25-27 and page 2, lines 1 and 2.
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2.2

Qo.

AQ.

Q10.

Al0.

The Competitive Environment

ATCO Pipelines states in response to information request NGTL-AP-9(b) “While
there may be a competitive gas transmission environment outside of Alberta, AP’s
referenced comments focus on the competition between AP and NGTL within
Alberta.”’

Further, in its response to information request NGTL-AP-33(a), ATCO Pipelines
states that NGTL has changed its focus to increasing its intra-Alberta service

volumes from its historic focus on receipt and export service.®

Does NGTL agree with ATCO Pipelines’ characterization of the competitive

environment?

No. ATCO Pipelines understates the competitive situation. The competitive
environment within which NGTL operates is much larger that just the intra-Alberta

industrial marketplace.

To fully understand the business environment facing NGTL, the interaction between
NGTL and all other pipelines that serve the WCSB, as well as NGTL’s interaction with
its various customer constituents must be considered. NGTL has to consider its
competitive interface with all of these stakeholders and competitors, not just ATCO

Pipelines, when establishing an appropriate rate design for the Alberta System.
Please describe the competitive business environment in which NGTL operates.

Presently, excess export pipeline capacity is connected to the Western Canada
Sedimentary Basin (WCSB). Consequently, both export and intra-Alberta pipelines

compete for a limited gas supply that cannot fill all of the available capacity.

NGTL operates within this competitive environment where other pipeline companies, as

well as NGTL’s customer base, compete to transport gas from supply to markets located

" Exhibit No. 07-012, response to NGTL-AP-09(b).
8 Exhibit No. 07-012, response to NGTL-AP-33(a).
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Q11.

All.

Q12.

Al2.

within Alberta, as well as to export pipelines and the markets that they serve outside
Alberta.

What is the result of this business environment?

Customers have an increased level of choice in the present environment. NGTL has
observed a change in contracting practices from long-term firm commitments to short-
term contracts that provide customers with greater flexibility to switch to and from

different pipelines.

NGTL believes that competition exists at receipt points, at the intra-Alberta delivery
points and at the provincial export points. NGTL must address through the rate design for
the Alberta System many facets of competition, and it recognizes that competition is not
merely limited to the interface between it and ATCO Pipelines, or to the intra-Alberta
delivery market. If NGTL is not competitive at all of these locations at all times, any one

of NGTL’s competitors or customers may instead serve the market.

Consequently, NGTL is simultaneously competing to retain existing and acquire new
supply, retain existing and acquire new intra-Alberta markets, and retain and grow
deliveries to pipelines serving ex-Alberta markets.

Can NGTL be more specific about the competitive landscape?

Yes. Over the past 10 years, NGTL has experienced increasing levels of competition to
provide transportation service to Alberta-based supply, intra-Alberta markets and export

pipelines that serve markets outside of Alberta.

Specifically, NGTL has lost receipt volumes, and the associated receipt and delivery

revenues, to:

. other pipelines that obtain supply within Alberta, for example, ATCO Pipelines

when delivering to its on-system market;
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Q13.

Al3.

Q14.

Al4.

. other pipelines that deliver to export markets, for example, the Alliance Pipeline,
the AltaGas Suffield System, and the ATCO Pipelines/Alliance and ATCO

Pipelines/TransGas pipeline interconnects; and

. other pipelines that deliver to intra-Alberta markets such as ATCO Pipelines’

Muskeg River Pipeline.

Are these the only examples where NGTL has lost volumes to other service

providers?

No. However, there were other proposals to bypass the Alberta System which, for a
variety of reasons, did not proceed. These include PanCanadian’s Palliser Pipeline,
Northstar’s Coleman pipeline, ATCO Gas/Shell Crowsnest pipeline, ATCO’s Alberta

Pipeline Project, and the Petro-Canada Medicine Hat pipeline.
Has NGTL quantified the level of competition that it has seen over this period?

Yes. Since 1995, the volume for which NGTL has been at risk of physical bypass, or for
which competitive pricing has been required in order to retain load, is approximately 5 to
6 Bcf/d of an approximate capacity of 12 Bcf/d.

Since 1995, WCSB supply has increased from approximately 14.7 Bef/d to 16.9 Bef/d in
2004. Alberta supply, which consists of only the Alberta portion of the WCSB supply,
has increased from 12.2 Bcf/d in 1995 to 13.4 Bcf/d in 2004. Over the same time frame,
NGTL’s market share of Alberta supply has dropped from approximately 91% in 1995 to
75% in 2004.
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2.3

Q15.

Al5.

Q16.

Al6.

Competition between ATCO Pipelines and NGTL

In its response to information request NGTL-AP-3(d), ATCO Pipelines indicates
that competition between it and NGTL has existed since the mid-1950s, however the

competition was relatively dormant until the mid 1980s.” Does NGTL agree?

No. NGTL believes that the competition for gas transmission services between it and
ATCO Pipelines first materialized in any meaningful way during the mid-1990s and it
has escalated, particularly since the late 1990s when ATCO Pipelines was created as a
stand-alone transmission business unit separate from its LDC roots. As a result, NGTL
and ATCO Pipelines have competed to capture export markets, existing supply as well as

growth in supply, and existing intra-Alberta markets and growth in those markets.

ATCO Pipelines discusses the scope of competition between it and NGTL in several
places in its evidence. First, it states in its response to information request IGCAA-
AP-1(a) that it does not compete for ex-Alberta service in the same sense that it
competes for intra-Alberta delivery and on-system receipt customers.'® Second, it
states in its response to information request IGCAA-AP-1(b) that its deliveries to
and from other pipelines are dependant on the imbalance of on-system receipts and
deliveries.* Lastly, in its response to information request IGCAA-AP-1(a),*
ATCO Pipelines states “To the extent of these interconnections, AP can be
considered to be competing with NGTL for ex-Alberta service, although AP’s ability
to do so is severely restricted by AP’s lack of significant connections to export
pipelines.” Does NGTL agree with ATCO Pipelines’ characterization of the scope

of the competition between them?

No. A review of past annual reports of ATCO Pipelines’ parent entities, ATCO Ltd. and
its operating group, Canadian Utilities Limited (CU), illustrates an interest in the
development of pipelines that will bypass both receipt and export markets which NGTL

already serves.

® Exhibit No. 07-012, response to NGTL-AP-3(d).

10 Exhibit No. 07-015, response to IGCAA-AP-1(a).
11 Exhibit No. 07-015, response to IGCAA-AP-1(h).
12 Exhibit No. 07-015, response to IGCAA-AP-1(a).
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First, in its 1996 Annual Report, CU stated that ATCO Gas Pipelines (AGP) “will
develop large diameter pipeline systems within Alberta and western Canada.” It further
stated:

In December, ATCO Gas Pipelines, Amoco Canada Petroleum Company
Ltd. and Shell Canada Limited announced the $450 million Alberta
Pipeline Project (APP). The proposed APP involves three pipeline
segments in Central Alberta which would enable gas producers to access
markets in Alberta, other provinces and the United States at reduced cost.
Producers would be able to access the APP through main lines or the
transmission systems of Northwestern Utilities and Canadian Western
Natural Gas.™

CU also stated in its 1996 Annual Report that AGP and Shell Canada had announced
plans “for the $30 million Crowsnest Pipeline Project to deliver gas from Shell’s
Waterton Plant to export facilities just across the B.C. border. AGP would operate the
Alberta Pipeline Project and the Crowsnest Pipeline.” ** NGTL notes that the Shell
Waterton Plant had been served exclusively by NGTL since its startup in the early 1960s.
Both the Crowsnest and the APP were simple bypasses of the Alberta System and would
have eliminated the collection of both NGTL receipt and export delivery tolls on the

volumes that would have been transported by these projects.

While the proposed projects discussed above were unsuccessful, ATCO Pipelines has
successfully connected to export markets via the construction of interconnections to the
Alliance and TransGas pipelines. CU describes in its annual reports a succession of
projects that have been established to connect gas to the Alliance pipeline. Most
recently, in the 2004 Annual Report, CU stated that “ATCO Pipelines signed an
agreement in late 2004 to build a fifth interconnection with the Alliance Pipeline.”* In
total, ATCO Pipelines has the ability to deliver more than 275 MMcf/d of gas to the
Alliance pipeline. This is equivalent to approximately 25% of the ATCO Pipelines North
market. In November 2003, ATCO Pipelines saw peak day nominations of 200 TJ/d into

Alliance from Paddle River and Edson alone.*®

13 Canadian Utilities Limited, 1996 Annual Report, page 6.
 Ibid, page 7.

15 Canadian Utilities Limited, 2004 Annual Report, page 17.
16 Canadian Utilities Limited, 2003 Annual Report, page 22.
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Similarly, ATCO Pipelines has pursued export markets through the TransGas system in
Saskatchewan. In its 2003 Annual Report, CU noted “In April, ATCO Pipelines
commenced delivery service to TransGas Limited, the Saskatchewan natural gas
transmission company. Firm contracts of 15 TJ/day were signed with deliveries as high
as 32 TJ/day in 2003.”'

ATCO Pipelines states in its response to information request NGTL-AP-9 that it
competes with Alliance.’* Does NGTL agree that ATCO Pipelines presently

No. While ATCO Pipelines may have competed with Alliance for supply when Alliance
was first constructed, it now uses the existence of Alliance as an opportunity to develop
export deliveries. This practice in turn enables ATCO Pipelines to attract additional

supply from elsewhere to satisfy these deliveries.

ATCO Pipelines has repeatedly promoted its interest in the construction of new delivery
facilities that tie into the Alliance Pipeline and the provision of gas transmission service
to it. An example of this behaviour is the following notice that was published in the
Daily Oil Bulletin on January 7, 2004:

ATCO Pipelines Offers Firm Delivery Capacity To

ATCO Pipelines is currently entertaining delivery requests for natural gas
transportation service from ATCO Pipelines' system to Alliance Pipeline. ATCO
Pipelines currently has two interconnects with Alliance Pipeline at Edson and
Paddle River. These two interconnects are capable of a combined deliveries of
up to 165 million cubic feet per day.

This delivery service is highly reliable and customers benefit from the operational
balancing agreement that exists between the two pipeline companies. Customers
holding firm delivery capacity on ATCO Pipelines for deliveries to Alliance
Pipeline have priority access to any incremental delivery capacity that ATCO
Pipelines may have on any day.

If you would like to take advantage of this opportunity, please call ATCO
Pipelines' Jim Yaremko at 245-7317, or Bob Moore at 245-7673.

Q17.
competes with Alliance?
Al7.
Alliance Pipeline
7 1bid.

'8 Exhibit No. 07-012, response to NGTL-AP-9.
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Q18.

Al8.

ATCO Pipelines provides delivery service to the Alliance and TransGas pipelines under
its OPDM service, which has a delivery toll of 0¢/GJ provided that the nominated gas

actually flows.

These projects connected supply directly to markets, and in these instances the markets
are export pipelines. Connecting to these new markets enables ATCO Pipelines to grow

its receipt volumes.

NGTL stated earlier that ATCO Pipelines also competes with NGTL for supply.
Please elaborate.

ATCO Pipelines has in recent years significantly increased the amount of directly-
connected supply to its on-system markets through a variety of projects. This fact is

confirmed by a review of CU’s annual reports.

In its 1997 annual report, CU noted that “Northwestern and Canadian Western invested
approximately $140 million in capital to increase system capacity, debottleneck existing
pipelines, connect new customers and make general improvements to the transmission

and distribution pipeline systems.”*?

In its 1998 annual report, CU noted *“‘Debottlenecking’ facilities, installed in 1997,
enabled significant growth in northern producer receipts during 1998.” It also noted that
the “Carseland extension, completed in 1997, facilitated 1998 growth in southern
producer receipts.” As a result of these and other projects “[t]hroughput on the system
increased by 15%.”%

In its 1999 annual report, CU noted:

Natural gas transportation throughput on ATCO Pipelines’ extensive system
reached record levels as gas producers aggressively tied in natural gas in areas
adjacent to ATCO Pipelines’ system. ...

ATCO Pipelines has rapidly grown to become a significant player in the natural
gas transportation industry, with over 230 transportation customers. On-system
receipts grew by 11% over 1998, to average 981 TJ/day, while industrial
deliveries increased to average 926 TJ/day, up 3% from the previous year. ...

19 Canadian Utilities Limited, 1997 Annual Report, page 15.
2 Canadian Utilities Limited, 1998 Annual Report, page 17.
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For the first time, on-system receipts exceeded the milestone of one billion cubic
feet per day (over 1 PJ/day) at the end of the year, indicative of ATCO Pipelines’
competitive tariffs and flexible transportation arrangements. ...

Other areas of significant growth include service to the new cogeneration facility
located at Dow Chemical’s Fort Saskatchewan complex, and expanded receipt
facilitiezzf at Golden Spike, Ferrybank, Rosebud, Keoma, and Bonnie Glen among
others.

CU went on to summarize in its 1999 annual report its view of the overall competitive

situation as follows:

The natural gas transmission industry in Alberta is constantly changing
and is now highly competitive, with customers requiring more cost
effective, flexible transportation service arrangements to meet their needs.
ATCO Pipelines is well positioned, both with significant infrastructure
and its position in the marketplace, to adapt to these changes and to
capture new opportunities that arise from them.?

By 2000, ATCO Pipelines had increased its system throughput to approximately 1.3 Bcf/d.?®
These volumes have clearly been sustained based on CU’s statement in its 2002 annual
report that “on-system receipts totalled 1.3 billion cubic feet per day.”?* This represents

receipt point growth of 30% in just three years.

Q19. How did ATCO Pipelines obtain its supply prior to the construction of these
projects?

A19. Prior to construction of these projects, ATCO Pipelines’ on-system supply was less than
its on-system market, more significantly so on the ATCO Pipelines North system. As a
result, ATCO Pipelines obtained its shortfall in supply from NGTL. The following graph
illustrates the volumes of gas that NGTL has delivered to ATCO Pipelines since 1997.

i Canadian Utilities Limited, 1999 Annual Report, page 18.
Ibid.

2 Canadian Utilities Limited, 2000 Annual Report, page 19.

24 Canadian Utilities Limited, 2002 Annual Report, page 25.









































































































































































































