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Attention: Mr. Michel L. Mantha, Secretary
Dear Sir:

Re: TransCanada PipeLines Limited (TransCanada)
Short Notice Services Application

Enclosed for filing with the National Energy Board (Board) is an application by TransCanada for an order
approving amendments to the Tariff of TransCanada’s Mainline natural gas transmission system to
implement two new services. The proposed Firm Transportation-Short Notice service (FT-SN) and Short
Notice Balancing service (SNB), which are together referred to in the Application as “Short Notice
Services”, have been designed to meet the requirements of gas-fired electrical power generators.

TransCanada looks forward to receiving the direction of the Board in respect of the procedure to be used
to consider the Application. Should the Board decide that a written proceeding is not appropriate,
TransCanada respectfully requests that the Board bear in mind that the Ontario Energy Board is
conducting its generic Natural Gas Electric Interface Review (NGEIR) proceeding which involves many
of the parties that would be interested in the TransCanada Application. The commonality of parties and
people in both proceedings would preclude coincident oral hearings. The oral hearing portion of the
NGEIR proceeding is scheduled to begin on June 12, 2006, and continue if necessary until July 14, 2006.

Should the Board require additional information with respect to this Application, please contact Alex
Harris, Regulatory Project Manager, TransCanada PipeLines Limited (403-920-6201) or TransCanada’s
counsel, C. Kemm Yates, Q.C. (403-266-9070).

Yours truly,

Al Ksger

Céline Bélanger
Vice President, Regulatory Services

Encl.

cc RH-2-2004 Interested Parties
Mainline Tolls Task Force
Mainline Customers
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1. TransCanada PipeLines Limited (TransCanada or TCPL) hereby applies to the National
Energy Board (Board or NEB) under Part IV of the National Energy Board Act (Act) for
an order approving amendments to the tariff of TransCanada’s mainline natural gas
transmission system (Mainline) to implement two new services to meet the requirements

of gas-fired electrical power generators.

2. In support of this application (Application), TransCanada provides and relies on the
information contained in the Application, including the attached appendices, and any
additional information that TCPL may file, as directed or permitted by the Board.

3. TransCanada is a federally incorporated Canadian corporation and a “company” as that

term is defined in the Act.

4. TransCanada owns and operates the Mainline that extends from the Alberta border across
Saskatchewan, Manitoba, and Ontario, through a portion of Québec, and connects to

various downstream Canadian and international pipelines.

5. TransCanada proposes to establish a new Firm Transportation-Short Notice service
(FT-SN) and a new Short Notice Balancing service (SNB), together referred to as the
Short Notice Services, that are intended to meet the needs of gas-fired power generators
for flexibility of operations and certainty of gas supply. Details of the proposed Short
Notice Services and associated tariff changes are discussed in Appendix 1 to the
Application: Written Evidence of TransCanada PipeLines Limited. Appendices
2 through 7 to the Application are new toll schedules and new pro forma contracts for the
new services, a black-lined version of the General Terms and Conditions of
TransCanada’s Mainline Tariff showing amendments to implement the new services, and
a black-lined version of the Mainline Transportation Access Procedures showing
amendments to implement the new services. Appendix 8 addresses the requirements of

the National Energy Board Filing Manual.

6. TransCanada believes the new FT-SN and SNB services will attract new long term
contracts by providing power generators with flexibility that they seek but is not

otherwise available.
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Relief Requested

7. TransCanada requests an order of the Board:

@) approving the proposed FT-SN and SNB services, the related toll methodologies,

and the associated tariff changes, to be effective upon approval; and

(b) granting such further and other relief as TransCanada may request or the Board

may determine to be appropriate in the circumstances.

Respectfully submitted.

Calgary, Alberta
May 1, 2006 TransCanada PipeLines Limited

Per: %@ /4247“

Céline Bélanger
Vice President, Regulatory Services

Communications relating to this Application should be directed to:

Alex Harris and C. Kemm Yates, Q.C.
Regulatory Project Manager Stikeman Elliott LLP
TransCanada PipeLines Limited 4300 Bankers Hall West

450 First Street S.W. 888 Third Street S.W.
Calgary, Alberta Calgary, Alberta

T2P 5H1 T2P 5C5

Telephone: (403) 920-6201 Telephone: (403) 266-9070
Telecopier: (403) 920-2347 Telecopier: (403) 266-9034
Email: alex_harris@transcanada.com and Email: kyates@stikeman.com

transcanada_mainline@transcanada.com
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1.0 INTRODUCTION AND SUMMARY

Q1. What is the purpose of the Short Notice Services Application?

Al. TransCanada PipeLines Limited (TransCanada or TCPL) is applying to the National
Energy Board (NEB or Board) for approval of two new services that respond to desires of
the natural gas market. The services, named Firm Transportation-Short Notice (FT-SN)
and Short Notice Balancing (SNB), are designed to provide the greater flexibility and
certainty that is required by a growing number of gas-fired electricity generators. These
services will encourage long-term transportation contracts and enhance the

competitiveness of TransCanada’s Mainline.

Q2. Why is the Short Notice Services Application being made now?

A2.  TransCanada recognizes that, as the owner and operator of the Mainline, it has primary
responsibility to ensure that the pipeline remains adapted to a rapidly changing natural
gas market.> It also recognizes that responsiveness to market signals is a critical element
of the pursuit of economic efficiency that is a goal of regulation and the Board.?
TransCanada is continuing its efforts to increase firm contracts and devise strategies to

compete effectively for transportation volumes.

The Short Notice Services have been devised in the context of an initiative by the Ontario
Government to replace coal-fired power generation with cleaner sources of energy and
conservation.® A number of new gas-fired power generation projects have already been
announced, with the first of the plants intended to be in service in late 2007. More
projects are expected to be announced later this year. The new generators require

certainty of gas transportation before constructing facilities. Project proponents will need

! The Board recognized this responsibility in Reasons for Decision In the Matter of TransCanada PipeLines
Limited, RH-3-2004, North Bay Junction Application”, December 2004.

(RH-3-2004 Decision), p. 36.

2 RH-3-2004 Decision, p. 8.

® Ontario Ministry of Energy News Release, “McGuinty Government Unveils Bold Plan to Clean Up
Ontario’s Air,” June 15, 2005.
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to make gas transportation arrangements in the near future, and as pipeline shippers they

need to know the terms and conditions of access to a pipeline in advance of negotiations.”

From TransCanada’s perspective, timely approval of the Short Notice Services will allow
the Mainline to compete with other service providers for the new power generation

market.

What will the FT-SN service do?

FT-SN will allow a shipper to match its gas transportation closely with changes in the
real-time electricity market. It will do so by authorizing the FT-SN shipper to nominate
for service at intervals as frequent as every 15 minutes (up to 96 nomination windows per
day). The service is structured to ensure that the FT-SN shipper will have the ability to
nominate up to its contracted quantity at various times throughout the day. TransCanada
will ensure that capacity will be available to meet changes at each nomination window.
TransCanada will provide the service by reserving capacity throughout the day to

accommodate FT-SN nominations.

What will the SNB service do?

SNB facilitates the effective operation of FT-SN by providing access to Mainline system
flexibility for balancing purposes. TCPL will utilize Mainline compression and linepack
to provide the flexibility as part of its response to the market need for variable

consumption on short notice.

Why can’t existing services be used to meet the evolving requirements of power

generators?

Current services, such as Firm Transportation (FT), are not ideally suited to meet large
loads with hourly flows that can vary significantly and change on short notice. For

example, an FT shipper may not be able to obtain authorization of intra-day nomination

* RH-3-2004 Decision, p. 9.
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increases. This is because the FT shipper is only assured full access to firm capacity at
the first nomination window for the day, and capacity not nominated by FT shippers (and
other firm services shippers) can be sold as discretionary services for the balance of that
day. The nomination windows available for FT (four windows daily) may not offer
sufficient flexibility to meet the evolving needs of the power generation market. Further,
the maximum hourly rate of flow for FT may not be flexible enough for such a market.
Ultimately, there may be an increased risk of incurring balancing fees using FT to meet

the volatile power market.

How were the Short Notice Services developed?

TransCanada analyzed the benefits and drawbacks of the options available to respond to
the evolving needs of the power generation market. It then sought to employ
collaboration, consultation and creativity in an effort to resolve issues relating to its
response. During the process, there was an effective and timely exchange of information
with various stakeholders including existing Mainline shippers, power generators, the
Ontario Independent Electricity System Operator (IESO), and local distribution
companies (LDCs). TransCanada created and developed potential services, presented
proposals to stakeholders, sought consensus through discussion and consultation, and

collaborated with others in an attempt to reach resolution outside the regulatory forum.

TransCanada is also participating in related Ontario Energy Board (OEB) proceedings,
including the Natural Gas Electric Interface Review (NGEIR) generic proceeding. For
the Board’s information, Attachment A to this written evidence consists of the portion of
the evidence filed by TransCanada in the NGEIR proceeding that are relevant to this

Application.
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Please describe the nature and magnitude of the opportunity for TransCanada to
serve the new power generating market through the Short Notice Services.

The Ontario Government is planning to replace 7500 MW of coal-fired electricity
generation, starting in late 2007 with 2009 as the target for completion. A more detailed
discussion of the Ontario Government initiative and the regulatory process that is
underway in Ontario is provided in Attachment B to this written evidence, entitled

“Background on Gas-Fired Electricity Generation in Ontario.”

It has recently been estimated that gas use by new gas-fired generators in Ontario would
grow to about 164 PJ/year in a low gas-fired generation growth scenario to about

320 PJ/year in a high growth scenario by 2012, with in-Ontario peak requirements
ranging from a low of about 0.86 PJ/d to a high of about 1.35 PJ/d.> By serving these
needs, TransCanada expects to attract new throughput to the Mainline, thereby providing
a potentially significant benefit to Mainline shippers through reduced tolls.

TransCanada believes that the opportunity to capture incremental market demand will
result in additional long-haul and/or short-haul contracts on the Mainline. Using 2006
final tolls as a measure, a new long-haul FT-SN contract from Empress to a location near
Toronto for 100,000 GJ/d to serve a 500 MW generation plant would generate
incremental revenue of approximately $37.5 million per year. The resulting incremental
revenues translate into a reduction of approximately 2.25 ¢/GJ in the Eastern Zone toll,
although the impact could be reduced by the need for facilities expansions or contracting
for additional transportation service on systems such as that of Union Gas Limited
(Union).

® Ontario Energy Board, “Natural Gas Electricity Interface Review: A Report by Ontario Energy Board
Staff,” EB-2005-0306, November 21, 2005, (NGEIR, Board Staff Report) p. 13.
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How is the balance of this evidence organized and presented?

Section 2 describes FT-SN in detail. Section 3 provides details of SNB. Section 4 is a
brief summary of the evidence and conclusion. Attachment A consists of excerpts from
the evidence filed by TransCanada in the OEB’s NGEIR proceeding that pertain to the
Short Notice Services proposed in this Application. Attachment B provides background
on the growing use of natural gas-fired electricity generation in Ontario and on the OEB’s
NGEIR proceeding.

FIRM TRANSPORTATION-SHORT NOTICE SERVICE (FT-SN)

Please summarize the FT-SN service.

FT-SN is a renewable, assignable firm service with a minimum one year contract term
that permits intra-day nominations as frequently as at 15 minute intervals (up to 96
nominations per day). A separate delivery area is required for each meter station and
flow control is required at the point of delivery. The toll at 100% load factor is 110% of
the 100% load factor FT toll.

How does FT-SN differ from FT?

In comparison to FT, FT-SN offers shippers more flexibility, certainty that service will be
available when needed, and lower exposure to balancing fees, since it allows shippers
intra-day access to service on short notice at nomination windows as frequently as every
fifteen minutes. TCPL reserves capacity for both FT-SN and FT shippers, but the
difference lies in timing, since an FT shipper is only assured access to capacity in the first

nomination window.

The service attributes of FT-SN and FT are compared in Table 2.1 below.
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Table 2.1 — Comparison of FT-SN and FT Service Attributes

FT-SN FT
Intra-Day Yes No
Reservation of
Capacity by TCPL
Renewal Rights Yes Yes
Term Minimum one year Minimum one year
Toll at 100% Load Non-biddable Non-biddable

Factor

110% of the 100% load factor FT toll

100% load factor FT toll

Diversions and
Alternate Receipt
Points (ARPs)

Available at four standard
nomination windows

Available at four standard
nomination windows

Firm Not available Available
Transportation-Risk

Alleviation

Mechanism (FT-

RAM)*

Assignments Available Available
Nomination GJ/hour Daily quantity nominations
requirements (GJ/day)
Nomination Up to 96, 15 minutes prior to gas Up to four
Windows flow

Maximum Hourly 5% of (contract demand less 5% of authorized daily quantity
Entitlement diversions/ARPS)

Separate Distributor Yes Only if Warranted
Delivery Area

Required for each

Meter Station

Flow Control Yes Only if Warranted

Required at Point of

Delivery

*FT-RAM expires October 31, 2007.

Q11. What are the needs of some gas-fired electricity generators that FT-SN is designed

All.

to address?

Some new gas-fired power generators in Ontario desire a closer alignment of the timing

of the operations of the gas industry and the electricity industry. The gas industry

conventionally operates on a day-ahead basis to plan operations and schedule

transportation, whereas the power industry in Ontario operates on a real-time basis. In

Ontario, generators submit offers to produce energy into the real-time wholesale
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electricity market. Based on these offers, the IESO provides generators a pre-dispatch
schedule on a day-ahead basis to give them a sense of their position in the next day’s
dispatch schedule. However, since there is currently no obligation on the market
participant to submit offers/bids until two hours prior to the dispatch hour, not all
offers/bids are in the day-ahead dispatch schedule. The IESO updates the pre-dispatch
schedules each hour based on any revised offers it receives, and generators can
continually revise or withdraw their hourly offers up until two hours before the real-time
dispatch hour. When the dispatch hour arrives, the generators are dispatched on as little
as five-minutes notice to meet real-time demand. From that point, the generator’s output
can be dispatched up or down depending on prevailing demand as well as prevailing bids

and offers from other generators.”

The IESO pre-dispatch schedules are not physically or financially binding in any way,
and even with the implementation of a Day Ahead Commitment Process in Summer 2006
(which will effectively compel all market participants to submit offers and bids the day
ahead), the market participants will still be able to revise their offers after the initial pre-
dispatch schedule is released.” The pre-dispatch schedule is also based on forecast
demand, which naturally may differ from actual demand. The result is that it may be
difficult for some generators to purchase and schedule natural gas on a day-ahead basis,
as may be required with FT since they may be uncertain when or if they will be
dispatched on a given day. FT-SN is designed to facilitate closer alignment between the
gas and power industries to better meet the range of needs of the developing power

generation market.

® Independent Electricity System Operator, “Market Rules for the Ontario Market,” March 8, 20086,
chapter 7, “System Operations and Physical Markets.”

" Independent Electricity System Operator, “Guide to Day-Ahead Commitment Process: Marketplace
Training,” Revised. January 2006.
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Q12. What problems could be encountered if FT were used to serve the evolving power

Al2.

generation market?

Current services were not designed to meet large loads with hourly flows that can vary
significantly and change on short notice. As a result, several problems could be
encountered if FT was used to serve a peaking power generation market.

First, the FT shipper is only assured full access to firm capacity at the first nomination
window for the day. At each nomination window, capacity not nominated by FT shippers
(and shippers using other firm services) can be sold as discretionary services for the rest
of that day, and intra-day nomination increases by FT shippers cannot negatively impact
previously authorized nominations, even if they have a lower service priority than FT.
Due to these limitations, there is risk the FT shipper’s intra-day nomination increases
may not be authorized. Please refer to Attachment A, Appendix 1A, Table A3 for

nomination windows.

Second, the nomination windows available for FT may not offer enough flexibility to
meet the needs of a peaking power generation market. FT has access to four standard
nomination windows daily for three effective times, and these windows have nomination
deadlines which range from 4 hours to 21 hours prior to the effective start time.
However, a peaking power generator may be dispatched on notice considerably shorter

than 4 hours and for different effective times.

Third, the maximum hourly rate of flow applicable to FT may not be flexible enough for
a peaking power generation market. As set out in Section Il (2) of the General Terms and
Conditions (GT&C) of the Mainline Tariff, the maximum hourly rate of flow is 5% of the
daily authorized quantity. Thus, if this daily authorized quantity is less than the full daily
contract demand, then the FT shipper’s hourly flexibility is correspondingly less than the
5% of daily contract demand.



10

11
12
13
14
15
16

17
18
19
20
21

Q TransCanada

Appendix 1

Short Notice Services Application
Written Evidence

Page 9 of 31

In business to deliver

Fourth, there may be an increased risk of incurring balancing fees using FT to meet the
needs of a peaking power generation market due to the three issues noted above. With
these limitations of FT, the shipper’s daily authorized quantities may differ considerably
from the shipper’s daily allocated quantities (which is the shipper’s share of measured
quantities). Balancing fees, which are described in Section XXII in the GT&C, apply if
the difference between the shipper’s daily authorized quantities and the shipper’s daily

allocated quantities are outside prescribed tolerances.

Figure 2.1 depicts a hypothetical example of a power generation market served using FT
service. This power generator has a variable intra-day load profile this day, with a
required peak hourly rate of flow of 5,000 GJ, and a daily demand of 60,000 GJ.

In order for the peak hourly rate of flow of 5,000 GJ not to exceed the uniform hourly
flow provisions in the GT&C, the shipper would need an FT contract with a daily
contract quantity of 100,000 GJ and would need to nominate 100,000 GJ for that gas day.
Such nomination would be due the day prior to flow. However, if the shipper’s daily
allocated quantities were 60,000 GJ, then the shipper would be well outside prescribed

tolerances and would be subject to balancing fees.

If the shipper is successful in nominating throughout the day to ensure the daily-
authorized quantities align with the daily allocated quantities, the peak hourly deliveries
would violate the provision in the GT&C which allows a maximum hourly rate of
delivery of 5% of daily authorized quantity. In this example, the peak hourly rate of flow
is 5,000 GJ, but 3,000 GJ (5% of 60,000 GJ) is the permitted maximum.
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Figure 2.1 — Hypothetical Example of a Power Generation Market
Served by FT Over a Day
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Q13. How does FT-SN better meet the requirements of the developing power generation

market?

Al13. FT-SN provides access to contracted capacity throughout the day to ensure it is
accessible within a gas day, at up to 96 nomination windows per day. The additional
flexibility of FT-SN makes it possible for a shipper to make short-notice changes to its
gas transportation requirements as needed to match real-time changes in the electricity

market.



10
11

12
13
14
15
16
17
18
19

Q14
Al4.

TransCanada

In business to deliver

Appendix 1

Short Notice Services Application
Written Evidence

Page 11 of 31

Please explain.

First, an FT-SN shipper’s entitlement to service is reserved by TransCanada to allow

access to service at any of the available nomination windows during the day.

Second, for FT-SN, the peak hourly rate of flow is 5% of the daily contract quantity.
This allows the FT-SN shipper to nominate and take this peak hourly rate of flow at any
of the available nomination windows. This differs from FT, where the maximum hourly

rate of flow is 5% of daily authorized quantity.

Third, FT-SN has up to 96 nomination windows available each day, and with 96
nomination windows the nomination deadline would be 15 minutes before the effective
time. This allows the FT-SN shipper significant opportunity to adjust its nominations to

match the volatile load profile of the market.

Figure 2.2 depicts how these features of FT-SN can be used to serve the same market
shown in Figure 2.1. In this example, the shipper would need an FT-SN contract with a
daily contract quantity of 100,000 GJ to allow an hourly rate of flow of 5,000 GJ for
nominations and deliveries. Using up to 96 nomination windows, the shipper has
significant opportunity to align its end-of-day authorized quantities with the measured
quantities and avoid balancing fees. In this example, the aggregate of the FT-SN
authorized nominations for the day is 60,000 GJ, and the hourly average of this quantity
is 2,500 GJ (60,000 GJ / 24).
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Figure 2.2 — Hypothetical Example of a Power Generation Market Served
by FT-SN Over a Day
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Q15. Why is TransCanada proposing FT-SN nominations at intervals up to every 15

minutes?

Al15. TransCanada understands that the Ontario electrical grid operates on a five minute
dispatch basis. However, five minutes’ notice does not afford sufficient time to process a
nomination change, validate it against contracts, confirm with upstream and downstream
operators and take any action to adjust operations to meet the changing requirements. At
the same time, TransCanada’s current gas nomination windows do not provide sufficient
flexibility to meet the expected short notice dispatch needs of the new power generation

market.
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TransCanada proposes nomination windows up to every 15 minutes as part of its FT-SN
service. This period represents the minimum timeframe within which TransCanada
believes that a nomination can be processed and actions initiated by its Gas Control to
ready the Mainline system to respond to changes in flows. Obviously, longer lead times
would be preferred and would offer greater opportunity to adjust pipeline operations.
However, 15 minutes’ notice strikes an appropriate balance between the five minute
IESO dispatch window and TransCanada’s ability to process and initiate response to flow

change requests.

From the perspective of the power plant operator, 15 minute nomination windows should
enable it to nominate closely to actual take levels throughout the day and minimize

exposure to imbalance fees on the Mainline.

Why will FT-SN shippers be required to have separate delivery areas with flow

control?

FT-SN shippers will be required to have a separate delivery area and flow control in
order to ensure accurate control of flows at the delivery point specified in the FT-SN
contract. The ability to control flows will allow TransCanada to protect its ability to
make deliveries elsewhere on the Mainline. This is an important consideration for
TransCanada’s operation of the Mainline given the sizes and locations of some of the

proposed power plants in Ontario as shown in Figure 1.1 in Attachment B.

Because of the need for flow control and location-specific nomination information to
meet short notice demand, an FT-SN contract requires the creation of a separate
distributor delivery area. Having a separate delivery area allows TransCanada to separate
FT-SN deliveries from those of other end users such as LDCs that serve residential
markets. To permit determination of the appropriate flow control, a delivery area that has
been contracted for FT-SN service can only be used for the delivery of gas under FT-SN
for the duration of the contract. This requirement is due to the difference in nominations

between FT-SN service and other services. FT-SN service nominations will be flow-rate
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nominations for the subsequent 15 minute period whereas nominations for other Mainline
services are daily nominations which provide no information regarding flows over the
subsequent 15 minute period. Mixing these different nomination types will make it
impossible for TransCanada to determine the appropriate flow control limit to serve all of

the services.

If FT-SN deliveries were made into a large multi-metered distributor delivery area, it
would not be possible to effectively control flows to power generators with the accuracy
that is required to protect TransCanada’s ability to make deliveries off the Mainline
elsewhere. A nomination change to a broad delivery area does not provide any indication
as to which meter within the area will experience a change in consumption. For example,
meters exist on four distinct segments of the Mainline system within the Enbridge Central
Delivery Area (CDA). If a nomination for FT-SN increases flows to the Enbridge CDA,
TransCanada would not know if the requirement was for the area around Toronto, in the
Niagara area, or elsewhere in the CDA. Without more exact information about where the
gas is required, TransCanada may not be able to meet the short notice delivery
obligations to the power plant and/or delivery obligations elsewhere on the Mainline

system.

Please detail how shippers will nominate for FT-SN.

FT-SN shippers will be able to nominate in up to 96 nomination windows per day, at
intervals as short as 15 minutes. These nominations will be placed as hourly flow rates,
with a maximum rate of 5% of daily contract quantity in an hour. The aggregate of the
nominations in a gas day cannot exceed the daily contract quantity of the FT-SN contract.
Like other shippers, FT-SN shippers may be subject to balancing fees if the measured

quantities are different from the authorized quantities at the end of the gas day.
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How will FT-SN shippers nominate for diversions and Alternate Receipt Points?

FT-SN shippers will only be able to nominate for diversions and ARPs at the nomination
windows also available to FT shippers. Diversions and ARPs by FT-SN shippers have
the same priority as diversions by FT shippers. This will ensure that FT-SN shippers
have no advantage over FT shippers that may also want to nominate a diversion or ARP.
If an FT-SN shipper chooses to divert or utilize an ARP, then the quantity of that
shipper’s

FT-SN service entitlement would be reduced for the rest of the applicable gas day by the
amount sought for diversion or use as an ARP. This will prevent the FT-SN shipper from
having firm access to a greater quantity than contracted. The relinquished quantity of

service entitlement frees capacity which TransCanada can sell as discretionary services.

The following example illustrates how a diversion or ARP could work. Assume a
shipper has an FT-SN contract from Empress to a hypothetical Power CDA (PCDA) for
100,000 GJ/d. This would allow it to move 5% of 100,000 GJ or a maximum of 5,000 GJ
per hour up to its total contract demand. Suppose that for the May 15 gas day, the
shipper elects to nominate a diversion for 75,000 GJ to deliver gas to Emerson and this
nomination is authorized by TransCanada. On May 15, the shipper is entitled to deliver
75,000 GJ to Emerson (and can make changes to this amount only on the same windows
as those available to FT shippers), but only has entitlement to move 25,000 GJ to the
PCDA. For the 25,000 GJ available to the PCDA on May 15, the shipper can nominate
using its more frequent FT-SN nomination windows and the maximum amount that can
be moved in any one hour is 5% of 25,000 GJ or 1,250 GJ. If the shipper has not
nominated a diversion for May 16, then on May 16 the shipper can again use its more
frequent FT-SN nomination windows to fully utilize its 100,000 GJ/d to the PCDA and
therefore would again have an hourly maximum of 5,000 GJ.
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Could FT-SN serve other needs besides gas-fired generation?

Yes. Although FT-SN is primarily designed to address the needs of gas-fired generators,
the service will be available to all Mainline shippers and could meet the needs of other
customers as well. Any customer with a variable load profile, including industrial
customers or distributors, may find value in the ability to access service on a firm basis

and vary its consumption within the day as required.

What differences are there in operating the Mainline to provide FT-SN compared to

existing services?

FT-SN has more nomination windows than existing services, so the time for
TransCanada to react to changes in scheduled gas flows may be reduced. However, the
daily nominated quantities under existing firm services do not identify whether hourly
flow will be 5% of the daily authorized quantity or some lesser amount at any point in
time during the day. Because some power generators may require changes in
consumption on short notice, additional FT-SN nomination windows will provide more
timely and accurate information with which to operate the Mainline, in part because they
will specify a flow rate. This allows TransCanada to take proactive steps to respond to
changes in consumption rather than reacting after consumption levels, and therefore

physical flows, have changed.

Will Mainline design criteria be altered to accommodate FT-SN?

No.

Please provide details of the toll for FT-SN.

FT-SN will have a demand and commodity charge equal to 110% of the demand and
commaodity tolls for FT. Other charges such as fuel, pressure and diversion charges will

be assessed the same as for FT.
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How was the 10% premium for the FT-SN toll determined?

The 10% premium for FT-SN reflects the opportunity cost of potentially foregone

discretionary revenues.

When FT shippers do not nominate for their full service entitlement, TransCanada can
offer the capacity made available for sale as discretionary services such as Interruptible
Transportation (IT), FT diversions, Storage Transportation Service overrun (STS
overrun) and Parking and Loans service (PALS). Such sales generate discretionary
revenues that are later credited to the gross revenue requirement when determining FT
tolls. Specifically, in the calculation of tolls, forecast discretionary revenue is deducted
from the gross revenue requirement to arrive at a net revenue requirement, which is then
allocated to firm shippers. The result is that discretionary revenue reduces firm service
tolls. Therefore, although FT shippers do not have access to capacity for subsequent
windows if they do not nominate in the Timely window, they do benefit from the sale of
the discretionary services that may prevent them from utilizing their service at a
subsequent window. With FT-SN, however, TransCanada must keep the capacity
available to provide the service 24 hours a day. A loss of potential discretionary revenue
could result from the fact that capacity that is not required to serve FT-SN nominations

cannot be sold as discretionary services.

TransCanada sought to quantify the potential discretionary revenue impact of FT-SN
through an analysis of revenues from discretionary services from 2001 to 2005. First, the
total annual revenue from the relevant services was calculated. Then, the totals were
adjusted to account for Authorized Overrun Service (AOS), FT-Make Up and FT-RAM
credits. The result is the revenue impact to the Mainline resulting from offering the
discretionary services. The calculation of these net discretionary revenues for 2001 to
2005 is shown in Table 2.2.
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Table 2.2 - Discretionary Revenue Evaluation ($ Million)

2001 2002 2003 2004 2005
Gross Revenue from IT, FT 101.2 726.1 177.8 136.9 258.8
diversions/ARPs, STS overrun
and PALS
Less FT-RAM/AQOS/FT-Make- 0.0 661.7 0.0 23.4 138.8
Up Credits
Net Discretionary Revenues 101.2 64.4 177.8 1135 120.0

The potential percentage impacts on the Eastern Zone FT tolls for 2001 to 2005 are

shown in Table 2.3.

Table 2.3 - Discretionary Revenue Evaluation (Percentage Impact
on Eastern Zone FT Toll)

2001 2002 2003 2004 2005
5.0% 3.2% 9.4% 6.6% 7.5%

The information in Table 2.3 was considered in establishing the premium on the FT toll
for FT-SN. A premium of 10% was chosen as a conservative measure of the net impact
on discretionary revenue of FT-SN.

Q24. How will FT-SN revenue be treated?

A24. All revenues realized from FT-SN contracts will be credited against the Mainline gross
revenue requirement as Non-Discretionary Miscellaneous Revenue.

Q25. How will capacity for FT-SN be made available to shippers?

A25. Mainline capacity will be made available to shippers as FT-SN through the Open Season

process.
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Will Mainline facilities be built for FT-SN?

Yes. If there is insufficient capacity to meet a request for FT-SN, facilities will be built

according to the provisions of the FT-SN Toll Schedule.

What amendments will be required to the Mainline Tariff to implement FT-SN?

The Mainline Tariff will be amended to include a new FT-SN Toll Schedule

(Appendix 2) and pro forma FT-SN contract (Appendix 3). Also, amendments to the
GT&C and the Transportation Access Procedure (TAP) are required. The GT&C and
TAP with changes required to implement FT-SN black-lined are included as Appendix 4
and Appendix 5 respectively.

SHORT NOTICE BALANCING SERVICE (SNB)

What is Short Notice Balancing Service?

SNB is a new firm service that will facilitate the effective operation of FT-SN by
providing flexibility for balancing purposes. TransCanada will utilize Mainline
compression and linepack to provide the flexibility as part of its response to the market
need for variable consumption on short notice. The availability of SNB will enhance the
flexibility provided to FT-SN shippers by providing access to an alternative source of
supply or market and by enabling effective nominations at up to fifteen minute intervals

even if upstream pipeline systems have less frequent nomination windows

The attributes of SNB service are summarized in Table 3.1.
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Table 3.1 - SNB Service Attributes
Attribute SNB
Availability of service Must be linked to an FT-SN contract
Contract Quantity Equals total size of SNB account
Maximum equal to FT-SN contract demand
Intra-Day Reservation of Capacity Yes
by TransCanada
Renewal Rights Yes
Term Minimum one year
Toll Individually assessed cost-based demand
charge paid on total Contract Quantity
FT-RAM* Not available
Assignments Only with associated FT-SN contract
Nomination requirements GJ/hour (same as FT-SN)
Maximum Hourly Entitlement FT-SN hourly entitlement
Nomination windows Up to 96 per day (same as FT-SN)

* FT-RAM expires October 31, 2007.

Why are current services not well suited to meeting the balancing needs of FT-SN

shippers?

The only balancing service currently available on the Mainline is PALS. PALS has the
lowest priority of any service or service attribute and is provided at TransCanada’s
discretion based on its ability to provide the requested service. The toll for PALS is
negotiated for distinct daily energy amounts. FT-SN shippers could not rely on PALS as
a balancing service, since they would not know in advance with certainty that they would

have access to the service or what such access would cost.

In contrast, SNB service is provided on a firm basis, available whenever the shipper
requires it, over the term of the SNB contract. SNB tolls will not be negotiable and will
be more certain than PALS tolls since SNB tolls will be set annually based on the
methodology described below which accounts for the parameters of each specific SNB

contract.
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How does SNB service work?

SNB is a balancing service that TransCanada will provide by using Mainline compression
and linepack. An SNB account will be used to implement the service. The shipper will
nominate for supply out of the SNB account or nominate gas into the SNB account as
part of its FT-SN nominations, to ensure nominated receipts equal nominated deliveries.
A nomination from the account reduces the account balance and has the physical effect of
drafting the Mainline system linepack. A nomination into the account increases the

balance and physically packs the system.

How is the SNB contract quantity defined?

A shipper can request an SNB contract with a contract demand up to the contract demand
of its FT-SN contract. This is a reasonable amount of flexibility, since it will allow an

FT-SN shipper to use SNB for its intended purpose for up to one full gas day.

The SNB contract quantity will be the full range of flexibility provided by an SNB
account and will be limited to half of the contract quantity above a zero SNB account
balance and half of the contract quantity below a zero SNB account balance. Therefore,
the SNB contract quantity is the total amount of gas a shipper could withdraw from the
system if it had first maximized its SNB account balance. The contract quantity is
defined this way because it is this full range of flexibility that drives the facilities

requirement for an SNB contract.

For example, consider a shipper with a 10,000 GJ SNB contract quantity. This shipper
could have a positive account balance as high as half of its SNB contract quantity, or
5,000 GJ. It could also have a negative account balance as low as -5,000 GJ, as shown in
Figure 3.1 below. This shipper would have the ability to first fill the account to 5,000 GJ,
and then withdraw 10,000 GJ, resulting in a final account balance of -5,000 GJ.
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Figure 3.1 - Access to Balancing Flexibility Provided by a 10,000 GJ SNB

Contract Quantity
AT N
> + 5,000 GJ
= > 10,000 GJ SNB_
Contract Quantity
~ -5,000GJ
v _J _J

What are the limitations on the use of SNB?

There are two key limitations on how an SNB shipper can access the flexibility offered
by TransCanada through this service. First, a shipper can have an account balance of
+/- 50% of the SNB contract demand, as described above. Nominations that would result

in a greater account balance will not be authorized.

The second constraint on the use of SNB is on the rate at which a shipper can deposit to
or withdraw from its account. This maximum rate is determined by the service
entitlement of the FT-SN contract that accompanies an SNB contract. A shipper cannot
withdraw from, or deposit to, its SNB account at a greater hourly flow rate than the
hourly entitlement of the accompanying FT-SN contract, which is 5% of the FT-SN
contract demand in an hour. For example, a shipper that has an FT-SN contract for
100,000 GJ/d can move up to 5,000 GJ/hr (5% of 100,000 GJ) in or out of its SNB
account. If this shipper has an SNB contract for 10,000 GJ and starts with a balance of
zero, the shipper can access 5,000 GJ of supply from the SNB account in one hour. Ifa
shipper with 50,000 GJ/d of FT-SN (therefore 2,500 GJ/hr of service entitlement) had the
same SNB contract of 10,000 GJ, it could access 2,500 GJ for two hours (2,500 GJ x 2
hours = 5,000 GJ).
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Q33. Please provide examples of how a shipper would use SNB.

A33.

Consider a hypothetical shipper that holds an FT-SN contract for 100,000 GJ/d and
therefore an entitlement to transport up to 5,000 GJ per hour. In the simplified examples

below the shipper has contracted for SNB, with an SNB contract quantity of 10,000 GJ.

Suppose this shipper starts the day with the SNB account balance at zero and had not
initially nominated for any transportation on the Mainline or the upstream pipeline
system. The shipper then decides it wants to transport 2,000 GJ/hr, even though the
effective time of the upstream service operator’s next nomination window is two hours
away. In this instance the shipper nominates a receipt from the SNB account for

2,000 GJ/hr using its FT-SN contract and delivers the gas to its delivery point. If it were
to operate this way for two hours, it would have an SNB account balance of -4,000 GJ at
the end of two hours. The flow over these two hours and the ending balance are shown in

Figure 3.2 below.

Figure 3.2 - FT-SN Shipper with Receipt from SNB Account

0 GJ/hr 2,000 GJ/hr
receipt ( O delivery

2,000 GJ/hr withdrawal from
SNB account for two hours

+ 5,000 GJ

il .

.5,000 GJ Lo

SNB can also be used to change flow rates in the case where supply has already been
scheduled from an upstream pipeline. Suppose the same FT-SN shipper chose to
nominate a receipt on an upstream pipeline that had an hourly flow rate of 3,000 GJ and
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1 made an FT-SN nomination to delivery at that rate to its power plant. Suppose also that
2 this shipper’s SNB account balance again starts at 0 GJ. This is depicted in Figure 3.3

3 below.

Figure 3.3 - FT-SN Shipper Making Scheduled Deliveries Before Using SNB

3,009 GJ/hr . 3,000 GJ/hr
receipt delivery

10,000 GJ SNB Contract

+5,000 GJ
—— Starting Account Balance =0 GJ
- 5,000 GJ
4 After establishing the condition shown in Figure 3.3, suppose the shipper is then re-
5 dispatched by the IESO just after the last nomination window of the upstream pipeline,
6 and now requires an additional 500 GJ/hour of supply. This shipper can then nominate to
7 withdraw 500 GJ/hour out of its SNB account to meet the additional demand. Through
8 an FT-SN nomination, the shipper nominates a 3,500 GJ/hour delivery, with 3,000
9 GJ/hour coming from an upstream pipeline and 500 GJ/hour coming from the SNB
10 account. If this continues for eight hours, 4,000 GJ would be withdrawn from the SNB
11 account (500 GJ/hour x 8 hours) which results in an ending SNB account balance of

12 -4,000 GJ.
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Figure 3.4 below depicts the new flow and the ending SNB account balance.

Figure 3.4 - FT-SN Shipper with Increased Delivery using SNB

3,000 GJ/hr ( 0 3,500 GJ/hr
> —>

receipt delivery
500 GJ/hr withdrawal from
SNB account for eight hours

+ 5,000 GJ

Ending Account Balance = -4,000 GJ

- 5,000 GJ S—

After this eight hour period, the shipper may elect to continue to withdraw from its SNB
account. It may also choose to nominate additional receipts from the upstream supplier

to replenish its SNB account as described below.

Q34. How would this shipper replenish the drafted SNB account?

A34. Shippers would nominate into their SNB account as a part of an FT-SN nomination. The

amount nominated to deposit into the SNB account is limited in the same way as
withdrawals such that the FT-SN nomination cannot exceed 5% of the FT-SN contract
demand in an hour. In the last example above, if the power plant no longer required the
additional 500 GJ/hr, it could reduce its nomination to the plant by 500 GJ and nominate
an additional amount of gas from the upstream pipeline system to deliver into the SNB
account. For example, at the next nomination window offered by the upstream system
the shipper could nominate for an additional 1,000 GJ/hr for delivery into the SNB
account over the next four hours, bringing the SNB account balance back to zero

(1,000 GJ x 4 hours = 4,000 GJ). This flow and the ending SNB account balance are

shown in Figure 3.5 below.
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Figure 3.5 - FT-SN Shipper Replenishing SNB Account

4,00_0 GJ/hr . 3,000 GJ/hr
receipt delivery
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Q35. What will the toll be for SNB?

A35. SNB tolls will be a demand charge per GJ of SNB contract quantity. A particular SNB

toll will reflect the costs to provide the SNB service, based on the parameters of the
contract, such as contract quantity, hourly entitlement, receipt location and delivery
location. These parameters will then be use to calculate the cost to provide the particular
SNB service. This cost and the SNB toll will be calculated using the methodology
described below.

Q36. How will the toll for SNB service be determined?

A36. The toll methodology for SNB will be cost based. The toll will be established by

determining costs to provide service on the Mainline integrated system, which consists of
facilities owned and operated by TransCanada and contractual entitlements to transport
natural gas on pipeline systems owned by others (referred to as Transportation by Others
or TBO), and allocating these costs across the SNB contract quantity. Each particular
SNB toll will be based on the Annual Owning and Operating Cost (AOOC) of the

facilities and/or TBO costs associated with providing the SNB service and a general and
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administrative (G&A) charge to recover the administration of the service. The monthly

demand charge will be the sum of these two components as follows:
SNB Monthly Demand Toll = (AOOC/SNB Contract Quantity/12) + (G&A charge per month)

What is the AOOC?

The AOOC is the fixed operating and maintenance expense, depreciation, return and
taxes for facilities used in providing service as well as TBO costs required to serve the
particular SNB contract. The costs will be adjusted annually to reflect changes to inputs
such as rates charged for TBO, net book value of facilities, current depreciation rates, tax

rates and cost of capital rates.

How will the facilities and/or TBO associated with an SNB service be determined?

New design parameters have been developed for this service. TransCanada uses a
steady-state hydraulic analysis to design the system for firm transportation service and is
proposing to use the same approach for FT-SN. However, SNB service is not a
transportation service, it is a service that provides flexibility with respect to the supply or
delivery of gas associated with an FT-SN contract which may cause the operation of the
system to vary with time. This requires that the hydraulic analysis for the SNB service be
a transient analysis. The initial conditions for the transient analysis are steady-state
conditions based on peak day flows, with the exception of the companion FT-SN service
which is initially set to zero flow. A single loss of critical unit based on the single unit
that has the greatest impact to the linepack in the area of the FT-SN delivery is assumed
and compressor discharge pressures are set based on operational practices. It is also
assumed that the SNB account is initially in @ maximum positive state. At time zero the
FT-SN delivery will start at the maximum rate, 5% of the daily quantity per hour, with
TransCanada supplying the gas under the SNB service. These flows will continue for the
length of time required to move the SNB account from a maximum positive position to a

maximum negative position. At that time the supply point for the FT-SN contract will
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start to flow at the maximum rate, 5% of the daily quantity per hour, so that TransCanada
is no longer supplying the gas under the SNB service. These flows will continue until the
delivery has been flowing for 20 hours, which is the total daily entitlement, and the
delivery flow is reduced to zero while the supply flow remains unchanged resulting in a
need for TransCanada to provide a delivery for that gas under the SNB service. These
flows will continue for the length of time required to move the SNB account from a
maximum negative position to a maximum positive position. At this time the FT-SN
receipt is also set to zero flow and the system is operating with system receipts and
deliveries in balance. The assumptions underlying this transient scenario are conservative
and will identify all of the facilities and/or TBO that TransCanada requires to provide

SNB service on a firm basis.

To determine the facilities set and/or services required for an SNB service, two scenarios
will be analyzed. The first scenario will be the steady-state hydraulic assessment of the
requirements in the proposed area without the SNB contract included. The second
scenario will include the proposed SNB contract and will be a transient hydraulic analysis
as described above. The difference in requirements between the two scenarios is deemed
to be the facilities and/or services associated with providing the SNB service. In the
situation where facility additions are required, the capital cost of the facilities will be
used in determining the toll and the service will not commence until the facilities are in-
service. In the situation where existing facilities are used for the purposes of providing
SNB service, the net book value of the identified facilities will be used in determining the
toll.

How will the G&A charge be determined?

Currently, the Fixed Energy Charge recovers expenses for Operations, Maintenance and
Administration, metering facilities, NEB cost recovery and regulatory proceedings. The
G&A charge is derived by taking the Mainline’s Fixed Energy Charge for the test year in

question and removing the AOOC portion of metering facility costs associated with the
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Fixed Energy Charge. On the basis of 2006 final tolls, the G&A charge would equal the
Fixed Energy Charge (3.02 ¢/GJ/d) less the AOOC portion of metering facility costs
(0.46 ¢/GJ/d) to equal 2.56 ¢/GJ/d.

Please provide some examples of SNB toll calculations.

Three examples are provided below to illustrate the calculation of SNB tolls in different
circumstances. In the first example, a shipper requests a 14,000 GJ SNB contract with an
hourly entitlement to service of 7,000 GJ/hr (5% of a related 140,000 GJ FT-SN
contract). The request is made for the service over a short-haul distance, with receipt at
Parkway and delivery to a hypothetical PCDA near the Greater Toronto Area. In this
example, no new facilities are required to provide the service. TransCanada has
calculated that a portion of one loop facility is required to provide the requested SNB
contract and estimated that portion to be 31% of loop capability, so 31% of the net book
value (NBV) of the identified facility would be deemed to be associated with the SNB
contact for tolling purposes. For the loop in this example, this NBV is $1.2 million. This
results in a toll of 7.18 cents/GJ/d (assuming the current depreciation, tax and cost of

capital rates), as shown in Table 3.2.

Table 3.2 - Example SNB Toll Calculation for Parkway to PCDA
With Existing Facilities

Annual Owning and Operating Costs

Depreciation ($000) 74.0
Incomes Taxes ($000) 62.0
Return ($000) 100.0
Operating Costs ($000) 0.2
Total ($000) 236.2
AOOQOC Charge (¢/GJ/d) 4.62
G&A Charge (¢/GJ/d) 2.56

SNB Toll (¢/GJ/d) 7.18
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If new facilities were required for the same request, the toll would be greater. To provide
this service without the use of existing facilities, five km of pipe would need to be
constructed, at a cost of $12 million. This results in an SNB toll of 31.93 ¢/GJ/d, as

shown in Table 3.3 below.

Table 3.3 - Example SNB Toll Calculation for Parkway to PCDA
With New Facilities
Annual Owning and Operating Costs

Depreciation ($000) 338.0
Incomes Taxes ($000) 139.0
Return ($000) 1,014.0
Operating Costs ($000) 10.0
Total ($000) 1,501.0
AOOQOC Charge (¢/GJ/d) 29.37
G&A Charge (¢/GJ/d) 2.56
SNB Toll (¢/GJ/d) 31.93

If the same request were made except for the receipt point being Empress, it is unlikely
that any additional facilities above and beyond those available for FT-SN service, would
be required to provide the service. This is because the facilities that are available to
provide the FT-SN service from Empress to the PCDA are also available for
TransCanada to access system flexibility anywhere between Empress and the PCDA. In
this case TransCanada has more operational flexibility than in the case of the short-haul
FT-SN from Parkway to PCDA. It is expected that most SNB contracts associated with a
long-haul FT-SN contract will have no facilities required to provide the SNB service. As

such, the SNB toll would equal the G&A charge, as shown in Table 3.4 below.



10
11
12
13
14
15
16

Q TransCanada Appendix 1

nbuserm Short Notice Services Application
Written Evidence
Page 31 of 31

Table 3.4 - Example SNB Toll Calculation for Empress to PCDA

Annual Owning and Operating Costs

Depreciation ($000) 0.0
Incomes Taxes ($000) 0.0
Return ($000) 0.0
Operating Costs ($000) 0.0
Total ($000) 0.0
AOOQOC Charge (¢/GJ/d) 0.00
G&A Charge (¢/GJ/d) 2.56
SNB Toll (¢/GJ/d) 2.56

Q41. How will SNB revenue be treated?

A41. Like FT-SN revenue, SNB revenue will be applied as a credit to the Mainline gross

revenue requirement as Non-Discretionary Miscellaneous Revenue.

Q42. Will the introduction of SNB require a change to the operation of the Mainline?

A42. Depending on the size and location of the service contract, TransCanada may have to
increase its monitoring and control of the area operation to manage potential swings in

linepack caused by the use of the SNB service.

Q43. How will shippers gain access to SNB?

A43.  Shippers will access SNB by contracting through an Existing Capacity or New Capacity
Open Season and must hold an FT-SN contract in order to be eligible for an SNB
contract. Because SNB contract requests may not impact an equal amount of
transportation capacity into an area, those requests will be adjusted to account for the
total impact to available capacity in the evaluation procedure as outlined in the TAP. If
an SNB request is submitted into an Existing Capacity Open Season, TransCanada will
inform shippers that a bid has been submitted and will then have up to ten days to award

capacity based on all bids in the Open Season. The additional time to allocate capacity is
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necessary when SNB bids are made in order to allow TransCanada time to fully analyze
SNB facility set requirements and determine available capacity for all bids. SNB cannot
be offered through the Daily Open Season process because TransCanada is required to
respond within the day to requests and it is not feasible to respond to SNB requests within
that timeframe.

Will Mainline facilities be built for SNB?

Yes. If there is insufficient capacity to meet a request for SNB, facilities will be built

according to the provisions of the SNB Toll Schedule.

What changes will be required to the Mainline Tariff as a result of adding SNB?

The Mainline Tariff will be amended to include a new SNB Toll Schedule (Appendix 6),
a new pro forma SNB contract (Appendix 7) and changes to the GT&C (Appendix 4) and
TAP (Appendix 5).

CONCLUSION

Please summarize this evidence.

As a new service, FT-SN will be responsive to the desires of gas-fired electricity
generators operating in the developing power market. SNB will make FT-SN more
functional by providing access to an alternative source of supply or market, and by
allowing nominations under an FT-SN contract even if a connecting service provider
does not offer a nomination window at that time. Together the Short Notice Services will
help the Mainline serve the growing market for natural gas for electricity generation,
thereby attracting new firm shippers and reducing tolls.

Does this conclude TransCanada’s written evidence?

Yes.



NATIONAL ENERGY BOARD

IN THE MATTER OF the National Energy Board
Act, R.S.C. 1985, c. N-7, as amended, and the
Regulations made thereunder; and

IN THE MATTER OF an Application by
TransCanada PipeLines Limited pursuant to Part IV of
the National Energy Board Act for approval of
proposed Firm Transportation-Short Notice Service
(FT-SN) and Short Notice Balancing Service (SNB).

TRANSCANADA PIPELINES LIMITED

SHORT NOTICE SERVICES APPLICATION
ATTACHMENT A
TO
APPENDIX 1
WRITTEN EVIDENCE
OF
TRANSCANADA PIPELINES LIMITED
EXCERPTS FROM THE EVIDENCE OF TRANSCANADA IN THE

ONTARIO ENERGY BOARD’S NATURAL GAS ELECTRICITY
INTERFACE REVIEW PROCEEDING

May 2006



10
11
12

13
14

15
16

17
18
19
20

21
22
23
24
25
26

Q TransCanada NGEIR Proceeding

In business to deliver

EB-2005-0551
Issue |
Page 1 of 12

2.0

QL.

Al

2.1

Q2.

A2.

NGEIR ISSUE I - SERVICES FOR GAS-FIRED POWER GENERATORS
How is this section of TransCanada’s evidence organized?

Section 2.1 provides TransCanada’s understanding of the needs of proposed new
gas-fired power generation facilities in Ontario. Section 2.2 presents two
proposed new services by TransCanada, Firm Transportation Short Notice service
(FT-SN) and Short Notice Balancing service (SNB), which are designed to
provide the greater service flexibility and certainty that is required by a growing
number of gas-fired electricity generators. Lastly, Section 2.3 summarizes
TransCanada’s evidence on Issue I. In addition, Appendix IA provides
background information on TransCanada’s existing Mainline services and
flexibility features and Appendix IB contains a copy of TransCanada’s application

to the National Energy Board for approval of the new FT-SN and SNB services.

REQUIREMENTS OF NEW GAS-FIRED POWER GENERATION
FACILITIES

What is TransCanada’s understanding of the requirements of new gas-fired

power generation facilities planned for Ontario?

The Ontario Government is planning to replace 7,500 MW of existing coal-fired
electricity generation over the next few years. The bulk of the replacement
generation capacity is likely to be gas-fired, with much of that new generation

capacity located in or near the Greater Toronto Area (GTA).

TransCanada also understands that some of the new facilities may demonstrate
significant fluctuations in gas consumption from day-to-day and within the day
based on five minute dispatch notifications from the Ontario Independent
Electricity System Operator (IESO). A five minute dispatch notification reflects
the physical requirement to balance electrical supply to electrical demand on a

real-time basis. It also reflects the ability of each power facility to price-bid on a
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Q3.

A3.

Q4.

A4,

short-term basis to meet real-time changes in electricity demand. Whether a plant
gets dispatched for any five minute period depends on total electricity demand,
availability of electricity supply from other generation facilities and the price of

incremental electricity supply from each generation facility.

Will the operating patterns of some proposed gas-fired generation facilities
differ from existing gas markets served by TransCanada through its

Mainline?

Yes, the operating patterns of some proposed facilities are likely to be
significantly different. Natural gas consumption for industrial processes,
cogeneration facilities and base-load power generation plants tends to be stable
from day-to-day and within the day. Residential and commercial gas
requirements fluctuate both within the day and seasonally, but such fluctuations
tend to be predictable based on temperature, wind and time-of-day. The proposed
new power generation facilities are likely to exhibit far greater fluctuations and
unpredictability in consumption patterns, both within the day and from day-to-

day.

Why can’t TransCanada’s existing services be used to meet the evolving

requirements of power generators?

Current services, such as Firm Transportation (FT), are not ideally suited to meet
large loads with hourly flows that can vary significantly and change on short
notice. For example, an FT shipper may not be able to obtain authorization of
intra-day nomination increases. The FT shipper is only assured full access to firm
capacity at the first nomination window for the day, and capacity not nominated
by FT shippers (and shippers using other firm services) can be sold as
discretionary services for the balance of that day. The nomination windows

available for FT service (four windows daily) may not offer sufficient flexibility
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2.2

Q6.

AG.

Q7.

AT.

to meet the evolving needs of the power generation market. Further, the
maximum hourly rate of flow for FT service may not be flexible enough for such
a market. Ultimately, there may be an increased risk of incurring balancing fees

using FT service to meet the volatile power market.

Are new services required to meet the evolving needs of gas-fired electricity

generators?

Yes. TransCanada believes that development of new services, specifically
tailored to meet the attributes of a growing number of gas-fired electricity
generators, will provide additional service options for customers and better

address the overall needs of this important new market.
PROPOSED NEW SERVICES FOR GAS-FIRED POWER GENERATORS

What new services aimed at meeting the needs of gas power generators is

TransCanada proposing?

TransCanada has developed two new services aimed at meeting the needs of gas-
fired power generators. The first proposed new service for this market is called
Firm Transportation Short Notice service (FT-SN), and the second is Short Notice

Balancing service (SNB).
What will the FT-SN service do?

FT-SN will allow a shipper to match its gas transportation closely with changes in
the real-time electricity market. It will do so by authorizing the FT-SN shipper to
nominate for service at intervals as frequent as every 15 minutes (up to 96
nomination windows per day). The service is structured to ensure that the FT-SN
shipper will have the ability to nominate up to its contracted quantity at various
times throughout the day. TransCanada will ensure that capacity will be available

to meet changes at each nomination window. TransCanada will provide the
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service by reserving capacity throughout the day to accommodate FT-SN

nominations.
Q8.  What will the SNB service do?

A8.  SNB facilitates the effective operation of FT-SN by providing access to Mainline
system flexibility for balancing purposes. TCPL will utilize Mainline
compression and linepack to provide the flexibility as part of its response to the

market need for variable consumption on short notice.
Q9. What are the attributes of the FT-SN service?
A9.  The key attributes are:

1. firm access to service at each nomination window;
2. more frequent nomination windows;

3. flow rate nominations;

4. hourly flow limit based on daily contract quantity;
5. separate Distributor Delivery Areas; and

6. flow control.

Each of these attributes is discussed below.

Attribute 1: Firm access to service at each nomination window

TransCanada understands that some new gas-fired generation facilities will
operate year-round and will not have alternative fuel capability. Consequently,
firm gas supplies and firm gas transportation must be available to a facility, on

short-notice, at all times during the year and at all times during the Gas Day.
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Current firm transportation services do not meet this requirement. As noted in A9
of Appendix IA, previously scheduled services cannot be “bumped” by increased
nominations for FT service at intra-day windows. This means that the power
plants with FT service cannot increase takes part-way through the Gas Day and be
assured that transportation capacity will be available.

To address this need, TransCanada, under the proposed FT-SN service, will
reserve capacity for contract holders throughout the Gas Day. The FT-SN service
maximum hourly flow entitlement will be available at each and every nomination

window.

Attribute 2: More frequent nomination windows

TransCanada understands that the Ontario electrical grid operates on a five minute
dispatch basis. However, five minutes notice does not afford sufficient time to
process a nomination change, validate it against contracts, confirm it with
upstream and downstream operators and take any action to adjust operations to
meet the changing requirements. At the same time, TransCanada’s current gas
nomination windows® do not provide sufficient flexibility to meet the expected
short notice dispatch needs of the new power generation market.

TransCanada proposes nomination windows up to every 15 minutes as part of its
FT-SN service. This period represents the minimum timeframe within which
TransCanada believes that a nomination can be processed and actions initiated by
its Gas Control to ready the Mainline system to respond to changes in flows.
Obviously, longer lead times would be preferred and would offer greater

opportunity to adjust pipeline operations. However, 15 minutes’ notice strikes an

! Please refer to Tables A3 and A4 in Appendix IA for additional details on TransCanada’s existing
nomination windows.



10
11
12
13
14

15
16

17

18
19
20
21
22
23
24
25

Q TransCanada NGEIR Proceeding

EB-2005-0551
Issue |
Page 6 of 12

In business to deliver

appropriate balance between the five minute IESO dispatch window and

TransCanada’s ability to process and initiate response to flow change requests.

From the perspective of the power plant operator, 15 minute nomination windows
should enable it to nominate closely to actual take levels throughout the day and

minimize exposure to imbalance fees on the Mainline.

Attribute 3: Flow Rate Nominations

Current nominations on TransCanada’s Mainline are daily quantities, which is the
amount of gas to be transported and delivered over the Gas Day. Such
nominations provide no information about the actual consumption or flow through
the meter at any particular time during the day. Given the size of the loads for
new power generation facilities and the likelihood of frequent changes in
consumption, the existing daily approach to nominations do not provide sufficient
information for TransCanada to be able to anticipate takes on a short-term basis

(i.e., next 15 minutes) and adjust its operations to meet such requirements.

To address this issue, TransCanada is proposing that FT-SN service hominations

not be a daily quantity, but rather be the expected flow rate.

Attribute 4: Hourly flow limit based on daily contract guantity

All shippers on the Mainline are currently limited to a maximum of 5% of their
daily authorized quantity in any hour during the Gas Day. This limit allows
shippers to move up to 120 % of their average hourly flow in any given hour.
However, TransCanada understands that some new gas-fired generating facilities
may want to operate in a manner that exceeds the 5% hourly flow limit. Figure
2.1 illustrates these circumstances. In this example, the FT shipper holds a
contract of 120,000 GJ/d and nominates its full 120,000 GJ/d entitlement, or an
average of 5,000 GJ/hour. However, the actual hourly operating pattern may be
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as shown in Figure 2.1, with several hours of high takes during the day, followed

by several hours of zero gas consumption at night. This operating pattern exceeds
the 5 % hourly limit (5 % of daily authorized quantity = 5 % of 120,000 GJ/d =
6,000 GJ/hour) during several hours. Contracting for additional FT service would

not change this situation, since the 5 % limit is based on daily authorized quantity

and is not based on daily contracted quantity.

FIGURE 2.1: EXAMPLE OF HOURLY FLOW IN
VIOLATION OF FT SERVICE MAXIMUM HOURLY

FLOW ENTITLEMENT (GJ/HOUR)
Daily Authorized Quantity =120,000 GJ

8,000 +— — — —
7,000 -f | M M | |'|
6,000 Hh| Meximum Hourly Delivery Limit (55 of Daily Authorized Quantity) [
5.000 | ] Average Hourly Deliveries
4,000 |
30007 Hourly Deliveries ]
2,000
1,000

o = ettt

To address this issue, TransCanada is proposing that FT-SN service be limited to
5% of Daily Contract Demand, instead of 5% of Daily Authorized Quantity. This

means that a shipper can obtain additional hourly flow rights by contracting for

additional service.
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Attribute 5: Separate Distributor Delivery Area

TransCanada understands that some of the new power generation facilities may be
located in the Mainline’s Enbridge Central Delivery Area (Enbridge CDA). As
shown in Figure 2.2, the Enbridge CDA spans four very distinct parts of the
Mainline: the Montreal Line from the Maple compressor station to Bowmanville,
the Barrie line from the Rugby meter station south to the Maple compressor

station, the Parkway to Maple Segment and the Niagara Region.

Under the current Delivery Area mechanism, shippers nominate to the Enbridge
CDA as a whole, rather than to a specific meter station within the Enbridge CDA.
This approach does not provide TransCanada with any information as to the exact
location where a change in consumption may occur. This lack of information
becomes critical in terms of responding to large flow changes at power generation
facilities on short notice when such plants are in close proximity to significant

residential and commercial heating loads.
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Figure 2.2
Map of the Enbridge CDA
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To address this issue, TransCanada is proposing that customers of FT-SN service
would contract to a specific location that is distinct from any other meter and
distinct from any existing Delivery Area. This requirement will ensure that
TransCanada knows the exact location of a nominated FT-SN flow change and
can adjust its system operations accordingly to meet the change in flows.

This approach is not a new one. The Nipigon Power, Calstock Power and Tunis
Power facilities in Northern Ontario have all been established as separate

Delivery Areas, with single meter stations within each Delivery Area.

Attribute 6: Flow Control
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In order to protect the Mainline system from unauthorized takes in excess of a
nominated flow rate, TransCanada will require that FT-SN service delivery
locations have flow control valves that can be remotely operated by
TransCanada’s Gas Control. The large flow rates expected with these facilities,
given their proximity to large residential/commercial heating markets, makes
control of excess takes essential, particularly in the winter when heating

requirements are peaking.

To determine the appropriate flow limits for the flow control valves, TransCanada
cannot deliver FT-SN service to a meter station or Delivery Area with other types
of Mainline services. This is due to the difference in nominations between FT-SN
service and other services. FT-SN service nominations will be flow-rate
nominations for the subsequent 15 minute period whereas nominations for other
Mainline services are daily nominations which provide no information regarding
flows over the subsequent 15 minute period. Mixing these different nomination
types will make it impossible for TransCanada to determine the appropriate flow
control limit to serve all of the services. For this reason, TransCanada will be
unable to deliver other Mainline services at the same location used for FT-SN

service.
What is the SNB service?

SNB service is a proposed, cost-based, firm service that will facilitate the
effective operation of FT-SN service by providing flexibility for balancing
purposes. TransCanada will utilize Mainline compression and linepack to provide
the flexibility as part of its response to the market need for variable consumption
on short notice. The availability of SNB service will enhance the flexibility
provided to FT-SN shippers by providing access to an alternative source of supply
or market and by enabling effective nominations at up to fifteen minute intervals

even if upstream pipeline systems have less frequent nomination windows.
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The attributes of SNB service are summarized in Table 3.1.

Table 2.1 - SNB Service Attributes

Attribute Availability
Availability of service Must be linked to an FT-SN contract
Contract Quantity Equals total size of SNB account

Maximum equal to FT-SN contract demand

Intra-Day Reservation of Capacity Yes

by TransCanada

Renewal Rights Yes

Term Minimum one year

Toll Individually assessed cost-based demand

charge paid on total Contract Quantity

FT-Risk Alleviation Mechanism*

Not available

Assignments

Only with associated FT-SN contract

Nomination requirements

GJ/hour (same as FT-SN)

Maximum Hourly Entitlement

FT-SN hourly entitlement

Nomination windows

Up to 96 per day (same as FT-SN)

*FT-RAM expires on October 31, 2007.

How will SNB service work?

Q11.

All.

SNB service is a balancing service that TransCanada will provide by using

Mainline compression and linepack. An SNB account will be used to implement

the service. The shipper will nominate for supply out of the SNB account or

nominate gas into the SNB account as part of its FT-SN nomination, to ensure

nominated receipts equal nominated deliveries. A nomination from the account

reduces the account balance and has the physical effect of drafting the Mainline

system linepack. A nomination into the account increases the balance and

physically packs the system. A complete description of the attributes and

operation of SNB service are included in Attachment 1B.2

2 Refer to Section 3.0 of TransCanada’s Written Evidence section of TransCanada’s Application to the

NEB for approval of FT-SN and SNB services.
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2.3
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Al2.

Q13.

Al3.

SUMMARY OF TRANSCANADA'’S EVIDENCE ON ISSUE I

Please summarize TransCanada’s evidence on Issue I.

New gas-fired generation facilities will likely be constructed in or near the GTA
in the near future. TransCanada understands that the operating characteristics and
gas transportation requirements of these facilities may be significantly different
from those of existing markets. These facilities are likely to run year-round and

will not be equipped to burn alternative fuels when natural gas is unavailable.

TransCanada is proposing two new services: FT-SN and SNB. FT-SN will be
responsive to the requirements of gas-fired electricity generators operating in the
developing power market. SNB will make FT-SN more functional by providing
access to an alternative source of supply, and by allowing nominations under an
FT-SN contract even if a connecting service provider does not offer a nomination
window at that time. Together these new services will help the Mainline serve the
growing market for natural gas for electricity generation, thereby attracting new

firm shippers and reducing tolls.
Does this conclude TransCanada’s written evidence on Issue 1?

Yes.
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Al. INTRODUCTION
Q1. What information is contained in this Appendix?

Al.  Section 2 provides information on TransCanada’s existing Mainline suite of
services and flexibility features. Section 3 describes how Mainline services are
used in meeting the requirements of existing gas markets in Ontario.

Q2. Why is TransCanada providing this information?

A2.  This information to provides an overview of the existing suite of services on the
Mainline to facilitate a better understanding of, and to provide context for,
TransCanada’s proposed new transportation services, FT-SN and SNB.

A2. EXISTING MAINLINE SERVICES
Q3.  What transportation services are currently available on the Mainline?

A3.  Four primary transportation services are available. These services are listed in
Table Al.
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Table Al: Primary Transportation Services on the Mainline

Attributes | Firm Storage Short Term Interruptible
Transportation | Transportation | Firm Transportation
(FT) Service (STS) | Transportation | (IT)
(STFT)
Priority Firm Firm; from Firm Interruptible
market to
storage in
summer; from
storage to
market in
winter
Term Minimum 12 Minimum 12 7 to 364 days 1 day
months months
Access Open season. Opens season. | Open season. Daily auction.
Shipper bids Shipper bids Shipper bids Shipper bids
term of service. | term of service. | price and term. | price.
Wwill Yes. Must be Yes. Must be No. No.
TCPL supported by supported by
build to long term long term
provide contracts. contracts.
service?
Toll Type | Monthly Monthly Daily demand Commodity
demand and demand and
commodity commodity
Toll Distance based; | Distance based; | Auction; Floor | Auction; Floor
as approved by | as approved by | price equals price equals 1.1
NEB. NEB. 100% load times the 100%
factor FT toll. load factor FT
toll.
Renewal Yes. Renewal | Yes. Renewal | No. No.
Rights for 1 year upon | for 1 year upon
6 months prior | 6 months prior
notice. notice.
Other Linked to long-
Conditions haul FT
contract.




10
11

TransCanada NGEIR Proceeding
Q In business to deliver EB-2005-0551

Appendix IA
Page 3 of 31

Six additional transportation services are also available on the Mainline. These
services are:

e Firm Backhaul Transportation (FBT);

¢ Interruptible Backhaul Transportation (IBT);

e Firm Service Tendered (FST);

e Storage Transportation Linked (STS-L);

e Firm Transportation Non-Renewable (FT-NR); and

e Long Term Winter Firm Service (LTWEFS).
Q4. What flexibility features are provided to shippers on the Mainline?

A4.  The flexibility features offered with the primary transportation services are

summarized in Table A2.
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Table A2: Flexibility Features

Release (ECR)

Service Firm Storage Short Term Interruptible
Features Transportation | Transportation | Firm Transportation
(FT) Service (STS) Transportation | (IT)
(STFT)
Daily 4 (NAESB¥*) 8 (4 NAESB* 4 (NAESB¥*) 4 (NAESB*)
Nomination windows plus 4
Windows additional STS
windows)
Assignments Yes No No No
Diversionsto | Yes. Secondary | No No No
alternate priority.
Delivery
Points
Alternate Yes. Secondary | No No No
Receipt Point | priority.
(ARP)
Risk Yes. Credits to No No No
Alleviation IT invoices for
Mechanism unutilized FT
(FT-RAM)** | entitlements
(long-haul or
‘linked’ short-
haul FT contracts
only).
Great Lakes Yes, subject to No No No
Capacity capacity.
Release (CR)
Enhanced Yes, subject to No No No
Great Lakes capacity.
Capacity

* NAESB is the North American Energy Standards Board.
** ET-RAM expires October 31, 2007.

Q5.

Mainline shippers?

A5.  Firm Transportation (FT) Service:

How are these transportation services and flexibility features used by
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FT service provides firm transportation service year-round with the right of
renewal for a minimum one-year term upon six months prior notice. This service
is useful to shippers that require assured transportation service each day on a long

term basis.

Given that capacity is reserved year-round for FT shippers, there is a demand
charge (or capacity reservation charge) that is payable regardless of the quantity
of gas actually transported. In addition, FT shippers must pay a commodity

charge for each unit of gas transported to cover variable costs incurred.

TransCanada provides FT shippers with a number of flexibility features that
enables them to mitigate the risk of unutilized demand charges and capture other
market opportunities that arise. Diversion and Alternate Receipt Point (ARP)
features allow shippers to access gas at alternate receipt points and deliver to
alternate markets on a secondary firm basis. Enhanced Capacity Release (ECR)
and Capacity Release (CR) provide FT shippers access to markets and storage
locations on the Great Lakes Gas Transmission System. Assignments enable
shippers to temporarily or permanently assign all or part of their contract rights to
a third party. Firm Transportation - Risk Alleviation Mechanism (FT-RAM)
provides shippers with dollar credits towards their Interruptible Transportation
(IT) service invoice to the extent that they do not fully utilize their full FT service

contract entitlements during the month.
Storage Transportation Service (STS):

STS provides for firm service from market to storage in summer and firm service
from storage to market in winter. STS is only available to shippers that hold a

long-haul FT Service contract to the same market.

STS serves two main purposes. First, it enables customers with seasonal

variations in consumption to maintain high utilization rates and low unit costs on
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their long-haul FT contract. In summer, when heating markets are low, gas is
delivered to storage on a firm basis. In winter, when heating markets are high,
STS is used to deliver gas from storage to market on a firm basis. In combination
with storage, STS enables shippers to meet winter peaking markets while
maintaining high utilization on their long-haul FT contract and low unit

transportation costs.

The second use of STS is for daily load balancing. Shippers on the Mainline are
required to balance nominated deliveries to actual metered deliveries on a daily
basis. STS is ideally suited to meet this requirement through the provision of four
additional nomination windows over the standard four NAESB windows, as well

as the ability to adjust deliveries to or from storage at each nomination window.

Similar to FT Service, STS has a fixed demand charge for capacity reservation
plus a commodity toll for each unit of gas actually transported. However, STS is
not afforded the same number of flexibility features as FT service. In part, there
is reduced flexibility because STS tends to be a short-haul service (between
storage and market) so that the demand charge exposures are lower than those for
FT service. Additionally, STS is designed and tolled to serve a particular market
and must be linked to specific FT service contracts that deliver to that market. As
such, alternate receipt and delivery point rights and assignment rights would not

be appropriate for STS.
Short Term Firm Transportation (STFT) Service:

STFT is used by shippers to meet shorter-term, firm transportation requirements.
Access to STFT cannot be assured since TransCanada will not build facilities for
STFT and prospective shippers must compete for available capacity through a

price-bid auction process. Further, there are no renewal rights for STFT, making

the service unsuitable for meeting longer-term firm requirements. STFT also does
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Q6.

AG.

Q7.

AT,

not have the same flexibility features as FT service since the term of service is

shorter and demand charge risks are correspondingly lower.
Interruptible Transportation (IT) Service:

IT Service is a daily transportation service that is accessed through a price-bid
auction at each of the four nomination windows during the gas day, subject to the
availability of unutilized firm services capacity. As such, IT Service may not be
suitable in meeting firm market requirements, unless supplemented by storage or
backstopping services. Given the short term nature of the service, there is
minimal cost risk to the shipper. Therefore, no flexibility features are offered

with IT service.
Does TransCanada provide a balancing service on the Mainline?

Yes. TransCanada currently provides Parking and Loan Service (PALS) at all
locations on the Mainline. PALS allow a shipper to store or borrow natural gas
for any term anywhere on the Mainline, subject to availability. PALS has the
lowest priority of any service or service attribute and is provided at
TransCanada’s discretion based on its ability to provide the requested service.
The toll for PALS is negotiated for distinct daily energy amounts.

Does TransCanada provide any flexibility features, other than those

summarized in Table A2?
Yes. TransCanada provides shippers the following additional flexibility features.

Title Transfers:

Title transfers are available to all shippers at all locations on the Mainline system
and provide a simple means for shippers to manage their gas purchases and sales

transactions. TransCanada does not charge a fee for title transfers.
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Daily Balancing Flexibility:

Each shipper is afforded a free tolerance zone for variances between its authorized
delivery nomination and its actual measured deliveries. The daily free tolerance
is equal to +/- 2 % of the shipper’s authorized delivery nomination. The
cumulative free tolerance is equal to +/- 4 % of the shipper’s authorized delivery

nomination. Fees are charged for drafts or packs in excess of these limits.

Hourly Take Flexibility:

A shipper can take up to 5 % of its daily authorized quantity in any hour during
the Gas Day. This enables a shipper to take up to 120% of its average hourly

consumption in any given hour.

Figure Al illustrates the hourly delivery flexibility afforded to Mainline shippers.
In this example, the shipper has an authorized daily quantity of 120,000 GJ and
the average hourly flow rate over the day is 5,000 GJ/hour (i.e., 120,000

GJ/24 hours = 5,000 GJ/hour). Pursuant to the Mainline Tariff, the shipper could
deliver in any hour up to 5 % of its authorized daily quantity, or 6,000 GJ/hour
(i.e., 120,000 GJ x 5 % = 6,000 GJ). This maximum hourly limit of 6,000
GJ/hour is 20 % higher than the shipper’s average hourly nomination of

5,000 GJ/hour.
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FIGURE Al: EXAMPLE OF HOURLY FLOW IN
COMPLIANCE WITH FT SERVICE MAXIMUM

HOURLY FLOW ENTITLEMENT (GJ/HOUR)
Daily Authorized Quantity = 120,000 GJ
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Delivery Area Flexibility:

TransCanada delivers gas to domestic customers at 244 existing meter stations on
the Mainline. For purposes of contracting and daily processes (nominations and
allocations), these meter stations are grouped geographically and by
interconnecting operator into 20 Distributor Delivery Areas, as shown in

Figure A2.
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Figure A2: Delivery Areas on TransCanada’s Mainline System
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A8.

Customers such as local distribution companies (LDCs) that have a requirement
for gas at multiple meter stations within a single Distributor Delivery Area need
only hold one transportation contract and submit one nomination in order to
schedule gas deliveries to meet their total requirement at all of the meter stations
within that Distributor Delivery Area. This enables these customers to offset
increasing demand at some meters by lowering demands at other meters. In such
situations, if net demand in the Delivery Area has not changed, the customer does

not need to change its single nomination.
What nomination flexibility does TransCanada offer shippers?

The majority of natural gas pipelines in North America have adopted the timelines
established by the North American Energy Standards Board (NAESB) for
nominations, scheduling and confirmations to ensure grid-wide alignment of
supply, transportation and deliveries. The standard Gas Day is 09:00-09:00
Central Clock Time (CCT). There are four NAESB nomination windows with

three effective times as set out in Table A3.

Table A3: NAESB Timelines (CCT)

Nomination Nomination Effective Time
Window Deadline
Timely 11:30 - Day 1 09:00 — Day 2
Evening 18:00 — Day 1 09:00 — Day 2
Intra-Day 1 10:00 — Day 2 17:00 — Day 2
Intra-Day 2 17:00 — Day 2 21:00 — Day 2

TransCanada uses the established NAESB timelines for Mainline services with
one minor exception; it provides an extra half-hour for shippers to submit their
Timely nominations (i.e., TransCanada’s deadline for the Timely window is 12:00
CCT instead of the NAESB 11:30 CCT deadline).
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AQ.

TransCanada also provides an additional four nomination windows for STS
shippers as shown in bold in Table A4. As discussed previously, STS provides
flexibility for shippers in delivering gas to storage and/or market depending on
market requirements. This access to storage, combined with additional
nomination windows, makes STS an excellent service for shippers to balance

supply to consumption levels throughout the Gas Day.

Table A4: TransCanada’s Timelines (CCT)

Nomination Window | Nomination Deadline Effective Time
Timely 12:00 — Gas Day 1 09:00 — Gas Day 2
Evening 18:00 — Gas Day 1 09:00 — Gas Day 2
STS-11:00 09:00 — Gas Day 2 11:00 — Gas Day 2
Intra-Day 1 10:00 — Gas Day 2 17:00 — Gas Day 2
STS-17:00 15:00 — Gas Day 2 17:00 — Gas Day 2
Intra-Day 2 17:00 — Gas Day 2 21:00 — Gas Day 2
STS-01:00 23:00 — Gas Day 2 01:00 — Gas Day 2
STS-05:00 03:00 — Gas Day 2 05:00 — Gas Day 2

How does TransCanada allocate capacity to nominations?

Starting with the day-ahead timely nomination window, capacity is allocated to
services based on their service priority. The priorities are generally as follows,

from highest to lowest:*

! The listing is a simplification of the service priority rules. Section XV of the General Terms and
Conditions of TransCanada’s Mainline Tariff and Section 4 of the PALS Toll Schedule provide a complete
description of service priorities.
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1. Firm Services (FT, STS in season, FST, LTWFS, STFT);
2. FT Diversions and ARP;

3. Interruptible (based on price bid); and

4. PALS.

Any capacity not utilized by a firm shipper is made available to lower priority
diversion, interruptible and PALS services. At subsequent nomination windows
(e.g., Evening, Intra-day 1 and Intra-day 2), no previously scheduled nomination
can be bumped by new nominations, regardless of service priority. In other
words, IT Service nominations that are authorized in the Timely Window cannot
be bumped to make room for an increased FT Service nomination at an intra-day
Window. As such, TransCanada is characterized as a “no-bump” pipeline. This
means that capacity for firm service is only assured at the Timely Window. A
firm shipper that attempts to increase its firm service nomination at an intra-day

window is not assured capacity or service.

All nominations are for a “Daily Quantity” or the quantity of gas to be delivered
over the course of the entire Gas Day. The nomination does not provide any
indication of actual flow rate at any particular time during the Gas Day.

A3. USE OF EXISTING MAINLINE SERVICES IN MEETING CURRENT
NATURAL GAS MARKETS IN ONTARIO

Q10. How do shippers use TransCanada’s Mainline services to meet natural gas
requirements in Ontario?

A10. TransCanada delivered over 1.3 billion GJ of natural gas to Delivery Areas in

Ontario in 2005. This equates to over 3.6 million GJs of natural gas per day on

average. A breakdown of deliveries by service class is provided in Table A5.
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Table A5: 2005 Mainline Deliveries to Ontario by Service Class

Service Class Annual Total AI\SZI;E?E Percent
(GJ) (GIId) of Total

FT! 605,218,401 | 1,658,133 |  44.9%
FT Injections® 74,827,937 | 205,008 5.6%
STS® 60,777,384 | 166,513 4.5%
STFT 168,388,770 | 461,339 12.5%
FT Diversion 189,765,943 | 519,907 14.1%
1T 248,886,298 | 681,880 18.5%
Total 1,347,864,733 | 3,692,780 | 100.0%

'FT includes ECR;

2FT Injections include FT Injection Overrun;
3TS includes STS Overrun;

*IT includes IT Backhaul.

Approximately 50% of deliveries to Ontario were made under FT and FT

injections services contracts in 2005. Over 30% of deliveries to Ontario were

made under non-firm, discretionary services (FT Diversions and IT), with over

12% delivered using discretionary STFT Service.

Figure A3 provides the breakdown of deliveries to Ontario locations by month

and service class. It illustrates that FT service is supplemented by STS

withdrawals from storage in winter. In summer, there is greater use of

discretionary services, particularly STFT and FT Diversions. There is substantial

use of IT service throughout the year.
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Figure A3: Average Daily Deliveries to Ontario
(Thousand GJ/day)

(e~

||| 7
=== | 277

=R 2277

R

N2~

IT

B FT Diversion
® STFT

STS

O FT Injections
BFT

Canada receipt locations.

Table A6 sets out Mainline deliveries to Ontario in 2005 broken out by long-

haul service from western Canada locations and short-haul service from eastern
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Table A6: 2005 TransCanada Deliveries to Ontario by Receipt Location

Average
Annual Total Daily Percent
Receipt Location (GJ) (GJ/d) of Total
Long-Haul from western locations 920,724,864 | 2,522,534 68.3%
Short-Haul from eastern locations* 427,139,869 | 1,170,246 31.7%
Total 1,347,864,733 | 3,692,780 | 100.0%

* Eastern locations include the receipt points of St. Clair, Dawn and Parkway located in Ontario.

Q11. How many Mainline meters and delivery areas are located in Ontario?

All. TransCanada delivers gas to customers in Ontario at 159 individual meter

stations. These have been grouped into 14 Distributor Delivery Areas, which are
listed in Table A7 below, and illustrated earlier in Figure A2.
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Table A7: Distributor Delivery Areas in Ontario

Distributor Delivery Area Number of
Meter
Stations

Union Western Delivery Area (Union WDA) 15
Nipigon Power Western Delivery Area (Nipigon WDA) 1
Calstock Power Northern Delivery Area (Calstock NDA) 1
Union Northern Delivery Area (Union NDA) 37
Tunis Power Northern Delivery Area (Tunis NDA) 1
Union Sault Sainte Marie Delivery Area (Union 2
SSMDA)

Enbridge Southwestern Delivery Area (Enbridge SWDA) 1
Union Southwestern Delivery Area (Union SWDA) 2
Union North Central Delivery Area (Union NCDA) 16
Enbridge Central Delivery Area (Enbridge CDA) 23
Union Central Delivery Area (Union CDA) 5
Union Eastern Delivery Area (Union EDA) 39
Enbridge Eastern Delivery Area (Enbridge EDA) 15
Kingston PUC Eastern Delivery Area (Kingston EDA) 1

advantage of FT Diversions?

usage of Diversions is provided in Figure A4.

To what extent do Mainline shippers with FT service to Ontario take

In 2005, an average of 478,465 GJ/d was diverted to alternate delivery points

under FT service contracts with primary delivery points in Ontario. The monthly
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Figure A4: 2005 Average Daily Diversions to Alternate Delivery Points Using

Q13.

Al3.

Q14.

Al4.

FT Service Contracts with Primary Delivery Points in Ontario (GJ/d)
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Do shippers with FT service contracts to Ontario distributor delivery areas
take advantage of FT-RAM?

It is not possible to determine usage of FT-RAM under individual FT service
contracts since FT-RAM credits are accumulated and used at a shipper level.
However, there has been substantial usage of FT-RAM by FT service shippers on
the Mainline system as a whole. In 2005, approximately $140 million in

FT-RAM credits was applied to reduce the IT invoices of FT service shippers.

To what extent do shippers with FT service contracts to Ontario Distributor

Delivery Areas take advantage of assignments?

In 2005, shippers with FT service contracts to Distributor Delivery Areas in
Ontario transferred some or all of their FT service contract rights to other shippers

through 1,517 assignments.
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Q16.

AlG6.

Q17.

Al7.

To what extent did shippers draft or pack gas on a daily basis at Distributor
Delivery Areas in Ontario in 2005?

As noted earlier, shippers are afforded a 2 % daily and 4 % cumulative free
tolerance for variances between nominated and measured quantities at each
delivery point. A balancing fee is charged for variances in excess of these free
tolerances. In 2005, approximately $1.5 million in balancing fees was charged for

drafts and packs at Delivery Areas in Ontario.
Do shippers utilize Title Transfers at Mainline locations in Ontario?

Yes. In 2005, there was an average of 470,000 GJ/d traded in Ontario through

TransCanada’s free title transfer service.

DPlease explain how shippers utilize Mainline services to serve existing

markets in Ontario, including gas-fired power generation markets?

An illustrative example using the Union Gas Eastern Delivery Area (Union EDA)
can be used to explain how shippers utilize Mainline services to meet Ontario

market requirements.

The Union EDA is comprised of 39 individual meter stations in eastern Ontario,
as shown in Figure A5.
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Figure A5: Union Eastern Delivery Area*

| £
S/ )
1 .__.--"I q:'-"
- . T Systern
-, Il,r ./ 1 __H".
- k-.r’ i< L
i AN e
L {7 = \iermon? Gas Export
2 g, L . -
AR el Mo Counry Gas Export
ﬁ-tf * Magara Gas Export
; = \ 35_ LA S Lawroncs Cas Export
L - E == = A roquals Gas Trarsmission Sysem
b ] ?{:Ir-\:r-! Ei | k
1 | 'gg i T B
Bagt AL
X e e AL o EASTERN
-t v BRI FE MY DELIVERY AREA
3 : = | Za
ey 181 BBk T
d —+ il i % &
Sy ﬁéd--.-"al',-nﬂ‘" 2 Mote: HighSghted meter siaSons found on §ue bobded
e & i pinsling segments Torm pant of e LK0N EDA
-~
LD, DATE ES5UED: Ociober 2004 lr(,) TransCanada
T TeraasCarsdanbsinie 20 TramCarecs Higew SHEETEOF & ik
————  Compmaaor Salon ®ar e M Purp e Only
T High sty
1 Pacapi Maw akon o
iakaan bk ar 8 e ITCPL S — Pl oy [ &0 100 il o S0
{ Pk ina = iaTaioral Qe ==H=E

T

The Union EDA includes two cogeneration facilities, Kingston and Cardinal, as
well as Lennox, which is the largest gas-fired generation facility in Ontario.

Details on these power generation facilities are provided below.

Kingston Cogen Limited Partnership (Kingston Cogen):

- 110 MW gas fired cogeneration facility
- provides steam to Celanese
- located in Bath, Ontario

- supplied through TransCanada’s Ernestown meter station

Cardinal Power of Canada Limited Partnership (Cardinal):

- 156 MW combined cycle gas fired cogeneration facility

- steam supplied to Canada Starch
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- located in Cardinal, Ontario

- supplied through TransCanada’s Cardinal meter station
Lennox:

- 2,140 MW

- until 1998, Lennox ran solely on residual fuel oil

- in 1998 the facility was converted to dual fuel

- in 2001, 80% of Lennox electricity was generated using natural gas;
20% using residual fuel oil

- located near Kingston

- supplied through TransCanada’s Lennox meter station
Q18. How much gas did TransCanada deliver to the Union EDA in 2005?

Al18. In 2005, TransCanada delivered approximately 61 million GJ to the Union EDA,
at an average daily rate of 168,000 GJ.

Q19. Are there seasonal variations in gas consumption in the Union EDA?

A19. Yes. The Union EDA has historically demonstrated both a winter peak for
residential and commercial heating requirements and a summer peak in supply to

the Lennox facility. This pattern is illustrated in Figure A®6.
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Figure A6: 2005 Average Daily Metered
Deliveries to the Union EDA (GJ/d)
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Q20. Can TransCanada provide a breakdown of total consumption in the
Union EDA by market segment?

A20. Yes. An analysis of meter station flows in 2005 provides a strong indication of
market segment consumption. Figure A7 shows 2005 monthly consumption data
for the Lennox meter station, the two meter stations serving Cardinal and
Kingston Cogen (i.e., the Cardinal and Ernestown meter stations), and all other
remaining meter stations in the Union-EDA, which are serving a typical mixed

market.
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Figure A7: 2005 Average Daily Metered
Deliveries to the Union EDA by Market Segment
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As illustrated in Figure A7, very little gas flowed through the Lennox meter
station except during the July and August peak air conditioning season. In July
and August, an average in excess of 100,000 GJ/d was delivered.

Gas flowed through the meter stations for Cardinal and Kingston Cogen on a
relatively steady basis throughout the year, with approximately 48,000 GJ/d
delivered.

The remaining 36 meter stations in the Union EDA demonstrated a typical mixed
residential, commercial and industrial consumption pattern with significant winter
heating peaks up to 154,000 GJ/d and a summer base load of just over

40,000 GJ/d.

Q21. How have shippers contracted for Mainline transportation services to meet

gas demands in the Union EDA?

A21. InJanuary 2006, a total of 227,000 GJ/d of firm service was contracted for
delivery to the Union EDA, as shown in Table A8. This total comprises 158,000
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GJ/d of annual FT Service (mostly long-haul FT) and 69,000 GJ/d of firm winter

season STS from storage (Parkway) to the market.

Table A8: Long-Term Firm Contracts to the Union EDA

Shipper

Domtar Inc.
Husky Energy
(Cardinal Cogen)
IKO Industries
Kingston Cogen
Nitrochem Corp.
OPG (Lennox)
Union Gas
Union Gas
Union Gas
Union Gas
Union Gas
Union Gas
Canada Starch
Canada Starch
Union Gas
TOTAL

Type

FT
FT

FT
FT
FT
FT
FT
FT
FT
FT
FT
FT
FT
FT

STS

(As of January 27, 2006)

Receipt Point

Empress

Empress

Empress
Empress
Empress
Empress
Empress
Empress
Empress
Empress
Empress
Empress
Dawn
Dawn

Parkway

Daily Quantity
(GJ/d)

2,825
33,563

762
21,045
1,885
10,666
52,481
4,985
5,709
13,320
3,616
5,878
1,020
490
68,520
226,765

Actual deliveries to the Union EDA in 2005 by class of service are shown in

Figure A8.
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Figure A8: Union-EDA - 2005 Average Daily Deliveries
by Contract Type (GJ/d)
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As illustrated in Figure A8, the FT service contracts to the Union EDA operated
at an average level of 138,000 GJ/d over the course of 2005. To meet winter
peaks, FT service was supplemented by STS and a small amount of non-firm
Diversion transportation. In summer, the higher demands associated with Lennox
were met thought FT service, STS (non-firm in summer), Diversions, and STS-
Overrun (lowest priority transportation service). There was very little IT service
to Union EDA in 2005.

Q22. How did consumption in the Union EDA vary over the course of the day
during 2005?

A22. Hourly takes in the Union EDA in January 2005 are shown in Figure A9. Hourly
takes varied by approximately 7,000 GJ/hour, from a low of approximately 6,000
GJ/hour to a peak near 13,000 GJ/hour.
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Figure A9: Union EDA Hourly Measured vs
5% of Daily Net Authorized Quantities
January 2005 (GJ/hour)
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Hourly fluctuations in consumption are more significant in summer, as shown in
Figure A10. In July 2005, hourly consumption varied from a low of
approximately 4,000 GJ/hour to a peak of 26,000 GJ/hour. Swings of

20,000 GJ/hour over the course of a single day were not uncommon.
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Figure A10: Union EDA Hourly Measured vs
5% of Net Daily Authorized Quantities
July 2005 (GJ/hour)
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Q23. Have deliveries to the Union EDA exceeded the 5% hourly limit?

A23. Yes. As TransCanada explained previously in Section 2 of this appendix, a
shipper may not, without TransCanada’s consent, take delivery of gas at an hourly
rate of flow in excess of 5 %of the daily authorized nomination. Figure A10
shows that actual hourly takes far exceeded the 5 %hourly limit on many
occasions during July 2005. To date, TransCanada has been able to accommodate
these high hourly flow rates since there is often unutilized capacity in that part of

the Mainline system in the summer.
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Q24. What conclusions can be drawn from the information presented for the

A24.

Union EDA, about shippers’ use of TransCanada’s existing services and meet

market requirements?

The three distinct market segments in the Union EDA — (cogeneration; typical
mixed residential, commercial and industrial markets; and Lennox) — have unique
needs that are met by TransCanada’s portfolio of services. Each segment is

discussed below.

Cogeneration:

From a transportation cost perspective, markets that take at a relatively uniform
level, such as the Cardinal and Kingston cogeneration facilities, are ideal. The
shipper can hold a long-haul FT service contract and operate the contract at close
to 100% load factor. This means that associated pipeline facilities are utilized, at
high levels fixed monthly demand charges are spread over a large volume, and

unit transportation costs are minimized.

Typical Mixed Residential, Commercial and Industrial Markets:

At the other end of the spectrum, residential/commercial winter peaking markets,
such as those in the Union EDA, can be expensive to serve from a transportation
cost perspective. Pipeline facilities must be constructed to meet peak winter day
requirements even though flows may only hit that peak level a few days per year.
Absent any other factors, utilization levels for firm contracts serving these
markets would be low and unit transportation costs would be high.

To assist shippers in avoiding low FT contract utilization and high unit
transportation costs, TransCanada offers FT service shippers a number of
flexibility features. To the extent that long-haul or ‘linked” short-haul FT
contracts are not fully used, shippers are provided with FT-RAM credits towards
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the cost of IT service anywhere on the Mainline system at any time during the
month. FT shippers also have the ability to use diversion flexibility to access

other delivery points on the system in order to increase contract utilization. In
2005, an average of approximately 25,000 GJ/d was diverted from the

Union EDA to other markets as shown in Figure A11.

Figure A11: Average Daily Diversions from the
Union EDA (GJ/d)

50,000

40,000 A\

30,000
20,000 -
10,000 \‘\/
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Union has also taken advantage of the Mainline’s STS which is specifically
designed to meet seasonal and daily fluctuations in takes on a cost-effective basis.
As shown in Table A8, Union holds approximately 86,000 GJ/d of long-haul FT
service to the EDA, along with 69,000 thousand GJ/d of STS from Parkway to the
Union EDA. In summer, when market demand is typically low, STS affords
Union the ability to deliver excess gas under its long-haul FT service contracts on
a firm basis to Dawn or Parkway for storage injection. In winter when heating
loads peak, deliveries are made to the Union EDA on a firm basis under long-haul
FT contracts that are supplemented by 69,000 GJ/d of firm STS from Parkway. In
combination with storage, STS affords Union the ability to maintain very high

utilization rates and low unit costs on its long haul FT service contracts.
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STS also assists Union in meeting hourly fluctuations in demand. STS has a total
of eight nomination windows each day. At each window Union may nominate to
adjust deliveries to or from storage to meet changes in consumption. This has

enabled Union to generally operate within the free imbalance tolerance zone.
Lennox:

The combination of a summer load for power generation with a winter heating
load is ideal in terms of maximizing annual use of transportation capacity and
minimizing unit transportation costs. Because core market heating loads
generally do not exist in the summer, there may be unutilized FT Service contract
rights available in the summer that can be used to meet demands at Lennox.
Given that FT Service demand charges are sunk (i.e., demand charges must be
paid in full each month regardless of contract utilization), increased use of these
contracts results in only a relatively small commodity charge.

Availability of unutilized capacity in summer also means that Lennox can
frequently be served using non-firm transportation services such as FT Diversions

and STS Overrun. These service features are charged on an “as-used” basis.

In addition, the availability of excess capacity in summer is essential in obtaining
increased nominations at intra-day windows. As noted earlier, even FT service
nomination increases cannot be assured at intra-day windows due to the
“no-bump” rule. However, unutilized capacity is often available in the summer to
the Union EDA, which increases the likelihood that capacity will be available for

increased nominations at intra-day windows.

It is important to note that Lennox also has the capability to switch to fuel oil.
This means that Lennox can use non-firm gas transportation service to the extent
that it is available and simply switch to fuel oil if gas transportation is unavailable

or interrupted. By doing so, Lennox avoids the high unit transportation costs that
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would result from low annual usage of an FT service contract with fixed monthly

demand charges.

TransCanada’s Delivery Area approach may also help to facilitate the
optimization of transportation service to the various market segments in the
Union EDA. Under the Delivery Area approach, shippers do not need to contract
for service to a particular meter within the Union EDA. Rather, they contract to
the Delivery Area as a whole, which gives them access to all 39 meters within the
Union EDA. This means that contracts intended to meet winter peaking loads in
Ottawa, Cornwall and other locations in the Union EDA may, subject to capacity

availability, be redirected to the Lennox meter station in summer.
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1.0 BACKGROUND ON GAS-FIRED ELECTRICITY GENERATION IN
ONTARIO

Q1. Please describe what is addressed in this Attachment B to the Written Evidence
of TransCanada PipeLines Limited which is Appendix 1 to the Short Notice

Services Application.

Al.  The proposed Short Notice Services have been developed by TransCanada as a
response to the market requirements of gas-fired electrical power generation projects
that are being proposed in the context of the Ontario Government initiative to replace
coal-fired generation with cleaner sources of energy and conservation. This
Attachment B provides detail about the Ontario government initiative and the

regulatory process that is under way in that province.

Q2. Why is the amount of gas demanded for electricity generation expected to grow

in Ontario?

A2.  The Ontario Government is planning to replace 7,500 MW of coal-fired electricity
generation starting in late 2007 with 2009 as a target for completion. This is to be
achieved through the procurement of cleaner sources of energy, demand side
management, and transmission upgrades.® In 2004 the Ontario Ministry of Energy
issued a Request for Proposals (RFP) for 2,500 MW of cleaner electricity or demand
side measures.? Six projects were selected, five of which were gas-fired generation
projects: two combined cycle gas-fired generation projects in the Sarnia area for a
total of 1,575 MW, two 280 MW gas-fired generation projects for the Greater
Toronto Area (GTA) for a total of 560 MW, and a 90 MW cogeneration project in
Mississauga.> One of the 280 MW projects was subsequently withdrawn by the

project sponsor. The 90 MW cogeneration facility is now in service. The remaining

! Ontario Ministry of Energy, “McGuinty Government Unveils Bold Plan to Clean Up Ontario’s Air,” News
Release, June 15, 2005.

2 Ontario Ministry of Energy, “Request for Proposals for 2,500 MW of New Clean Generation and Demand
Side Projects,” September 13, 2004.

® Ontario Ministry of Energy, “McGuinty Government Boosting Electricity Supply,” News Release, April 13,
2005 and “McGuinty Government Give Green Light to Two New Gas Plants,” News Release, May 30, 2005.
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three projects are expected to come on-stream late in 2007 and they must be able to

generate electricity on short-notice when dispatched by the IESO.*

On October 28, 2005, the Ontario Power Authority (OPA) made the following
announcement regarding the procurement of additional gas-fired generation for
Ontario: it would issue a Request for Qualifications (RFQ) for an additional 1,000
MW of generation for the western section of the GTA,; it would issue an RFP for
1,000 MW of combined heat and power projects across Ontario; and it would begin
negotiations with the Goreway Station Project for the construction of a 900 MW gas-
fired facility in the western GTA.

Since the October 28, 2005 announcement, the OPA has moved forward on a number
of these initiatives: the OPA fulfilled its directive with regard to the Goreway Station
Project, and subsequently financing closed on an 880 MW plant.® Following the
close of the RFQ for the western GTA, the OPA announced that it would issue an
RFP for 600 MW of gas-fired generation in the western GTA at the end of April 2006
(down from the 1,000 MW originally contemplated), with the possibility of an
additional 400 MW being procured in that area in the future;’ and on April 12, 2006
the OPA issued the final version of the combined heat and power RFP. In addition to
these initiatives, on February 10, 2006 the OPA announced that it had been directed
by the Ontario Ministry of Energy to move forward with the Portlands Energy Centre

for 550 MW of gas-fired generation for downtown Toronto.?

All of the announced projects and plans to procure energy add up to 5,375 MW of
new gas-fired generation capacity. Using a rule of thumb that 20,000 GJ/d is required

for 100 MW of generation, this translates into an approximate combined peak

* The RFP specified dispatch by the Independent Market Operator (IMO), which has since been renamed IESO.
® Ontario Power Authority, “Ontario Power Authority to procure 3,000 MW for Ontario Grid,” News release,
October 28, 2005.

® The Blackstone Group, “Sithe Global Power LLC, 80% owned by the Blackstone Group closes financing of
Goreway Station , an 880 MW power generating facility in Brampton, Ontario,” News Release,

February 2, 2006.

" Ontario Power Authority, Letter to Stakeholders regarding the procurement for new generation in the Greater
Toronto Area west of Toronto, April 7, 2006.

& Ontario Ministry of Energy, “Ontario Government Announces balanced Energy Plan for Toronto,” News
Release, February 10, 2006.
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demand of 1.08 PJ/d. Figure 1.1 is a map showing the general location, MW output
and approximate peak gas demand of the plants described above. It does not show
the announced RFP for 1,000 MW mentioned above, which may also result in

additional gas-fired generation in the area shown.

Figure 1.1 - New Gas-Fired Generation in Ontario

Sarnia ,

&
’

a0 Dawn

Y

TransCanada-Mainline

Greater Toronto Area

A Greater Toronto Airport Authority, 90 MW Co-generation, approximately 20 TJ/d peak demand, currently in-service
B Greenfield South, 280 MW, approximately 50 TJ/d peak demand, in-service 2009
‘r/\( Portlands Energy Center (in negotiations), 550 MW, approximately 110 TJ/d peak demand

B Goreway Station, 880 MW, approximately 170 TJ/d peak demand, in-service 2007/2008

O GTA West RFP, 1000 MW, approximately 200 TJ/d peak demand, in service date to be determined
Sarnia Area

* Greenfield Energy Centre, 1005 MW, approximately 200 TJ/d peak demand, in service 2007/2008

V st Clair Power, 570 MW, approximately 110 TJ/d peak demand, in-service 2007/2008
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Q3.

A3.

Q4.
A4,

What impact will new gas-fired generation projects required to replace coal-

fired generation have on the demand for natural gas in Ontario?

As noted previously, gas use by new gas-fired generators in Ontario is forecast to
grow to about 164 PJ/year in a low gas-fired generation growth scenario to about
320 PJ/year in a high growth scenario by 2012, with in-Ontario peak requirements
ranging from a low of about 0.86 PJ/d to a high of about 1.35 PJ/d. This demand
growth is expected to start when the first new gas-fired generation plants come on-

stream in late 2007, as shown below in Figure 1.2.

Figure 1.2

Approximate New Gas Fired Generation In Ontario Peak Day Requirements (PJ/D)
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Source: Ontario Energy Board, “Natural Gas Electricity Interface Review: A Report by
Ontario Energy Board Staff,” EB-2005-0306, November 21, 2005, p. 14.

Are there currently any gas-fired power generators in Ontario?

Yes, the largest is the Ontario Power Generator’s (OPG) Lennox plant, near
Kingston, with a capacity of 2,140 MW. This plant, which is in the Eastern Delivery
Area of the franchise area of Union Gas Limited (Union), is used to meet peak

requirements in the summer air conditioning season. It has the ability to operate on
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Q5.

AbS.

gas or on heavy fuel oil, so it is not dependent solely on natural gas. There are 19
smaller gas-fired generators in Ontario which bring Ontario’s gas-fired generation
capacity to 4,774 MW.®

What steps are being taken by the Ontario Energy Board (OEB) with regard to

the increase in gas-fired electricity generation?

As Ontario may be relying more heavily on gas-fired electricity generation, the OEB
launched its Natural Gas Electric Interface Review (NGEIR) on June 10, 2005. The
objectives of the NGEIR are to evaluate demand, assess the need for additional
infrastructure and services to meet these demands, and identify issues associated with

recovering the costs of additional infrastructure and services.'®

On December 29, 2005 the OEB on its own motion commenced a generic hearing to
address “whether it should order new rates for the provision of natural gas,
transmission, distribution and storage services to gas-fired generators (and other
eligible customers)” and to assess related questions regarding the regulation of
storage (referred to hereafter as the NGEIR generic hearing).** In its notice of
proceeding, the OEB directed Enbridge Gas Distribution Inc. (Enbridge) and Union
to file proposed tariffs including:

a)  More frequent nomination windows for distribution, storage and
transportation that correspond with the nominations of upstream

pipelines that connect to the Ontario gas system.

b)  Firm high deliverability service from storage with customer options
for 1.2%, 5% and 10% deliverability.

c) Gas storage and distribution offered as discrete services.

® NGEIR, Board Staff Report, pp. 8-9.

19 Ontario Energy Board, “Follow Up to the Natural Gas Forum — Natural Gas Electricity Interface Review,”
EB-2005-0306, Letter, June 10, 2005.

1 Ontario Energy Board, “Notice of Proceeding on Natural Gas Electricity Interface Issues and Determination
to Refrain from Regulating Rates Charged for the Storage of Gas”, EB-2005-0551 (OEB, Notice of Proceeding,
EB-2005-0551), December 29, 2005, p. 1.
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d) Inter-franchise movement of gas (i.e., the ability to access services
across Ontario, whether to a customer’s own account or as a sale to a

third party).

e)  Redirection of gas to a different delivery point on short notice (i.e.,
the ability to redirect or acquire gas on short notice to a different

delivery point).

f)  The ability to transfer the title of gas in storage (i.e., the title transfer
in gas storage is treated as an administrative matter instead of a
physical withdrawal or injection of gas)."

Regarding item b), storage deliverability refers to the amount of gas that can be
withdrawn from storage in a day, here expressed as a percentage of contracted storage

capacity. =2

The OEB also invited other service providers such as TransCanada to file evidence on
how they may provide these services “either as a complement or as an alternative to

the services provided by Union and Enbridge” by May 1, 2006.%

Enbridge and Union filed evidence in the NGEIR generic hearing on March 20, 2006.
On May 1, 2006, TransCanada filed evidence which provides information regarding
its existing services, the services proposed in this Application, and its role in this
growing market. Technical conferences were held on April 5 and 6, 2006 and are
scheduled for May 16 and 19, 2006. A settlement conference is to be held on May
29, 30 and 31, 2006. The settlement proposal is to be filed June 8, 2006. An oral
hearing is scheduled to commence on June 12, 2006 with the OEB’s consideration
and determination of any settlement proposal and will, if necessary, continue until
July 14, 2006.%

12 OEB, Notice of Proceeding, EB-2005-0551, pp. 3-4.

13 See NGEIR, Board Staff Report, pp. 17-18.

“ OEB, Notice of Proceeding, EB-2005-0551, p. 4.

15 Ontario Energy Board, “Procedural Order No. 2,” EB-2005-0551, February 28, 2006, pp. 2-4 and e-mail to
EB-2005-0551 Participants, April 21, 2006.
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Q6.

AG.

What services aimed at power generators do Enbridge and Union propose in

their evidence in the NGEIR generic hearing?

Enbridge and Union propose a number of new services and service changes.

For its in-franchise customers, Union is proposing to restructure its T1 rate in a way
that will lower rates to large customers such as gas-fired power generators. For ex-
franchise customers, Union is proposing four new services that it plans to offer and
operate under the C1 and M12 rate schedules. These include F24-T, a service with
ten nomination windows with reserved capacity that provides access to firm
contracted transportation capacity between Dawn and Parkway throughout the day.
Union is also proposing an Upstream Pipeline Balancing Service (UPBS) that will
permit customers to deliver gas to Dawn based on their daily requirement using the
industry standard uniform hourly flow rate, and to have Union re-deliver the same
daily quantities to Parkway at variable hourly flow. To facilitate power customers’
ability to start up on a firm basis on short notice, Union is proposing a Downstream
Pipeline Balancing Service (DPBS), which Union states will provide alignment with
TransCanada’s proposed FT-SN service. UPBS and DPBS provide balancing to
adjust for differences between the nomination windows of interconnecting systems
and are, in this respect, similar to TransCanada’s proposed SNB. Finally, Union is
proposing F24-S under the C1 rate schedule, which provides all day firm access to

storage at the same ten nomination windows that are accessible under F24-T.°

Enbridge is proposing to expand the scope of its Rate 125 — Extra Large Firm
Transportation Service (Rate 125) and a new Rate 316 — High Deliverability Gas
Storage Service (Customer Arranged Transport) (Rate 316). Rate 125 provides
unbundled distribution service from Enbridge’s city gate to the customer’s premise

for Enbridge’s in-franchise customers. Enbridge describes Rate 316 as a highly

16 Union Gas Limited, “Prefiled Evidence of Union Gas Limited, Natural Gas Electricity Interface Review,
Power Services Evidence,” EB-2005-0551, March 20, 2006, Tab 1, pp 1-7.
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flexible, high-deliverability natural gas storage service that is available to both in-

franchise and ex-franchise customers.’

Q7. Does that conclude TransCanada’s description of the developments in the

Ontario power generation market?

A7.  Yes.

7 Enbridge Gas Distribution Inc., “Natural Gas Electricity Interface Review Issues and Storage Regulation,
Evidence of Enbridge Gas Distribution Inc.”, EB-2005-0551, March 20, 2006, Exhibit A, Tab 1, Schedule 1.
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FT-SN TOLL SCHEDULE
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1. AVAILABILITY

1.1 Any Shipper shall be eligible to receive service pursuant to this Toll Schedule provided

that:

(@)

(b)

()

(d)

(e)

Shipper has entered into a Firm Transportation Short Notice (FT-SN) Service
Contract (the “Contract”) with TransCanada having a minimum term of 1 year; or
has obtained an Order of the NEB, pursuant to sub-section 71(2) of the National
Energy Board Act as amended from time to time ("71(2) Order"), requiring
TransCanada to transport gas for Shipper subject to the provisions of this Toll

Schedule and to the terms and conditions contained in the 71(2) Order; and

Shipper has pipeline facilities interconnecting with TransCanada's facilities at the
delivery point specified in the Contract, or has provided TransCanada with
adequate assurances that arrangements have been made to have an authorized
gas distribution or transmission company act as Shipper's agent in receiving from

TransCanada the gas to be delivered pursuant to this Toll Schedule;

the delivery point specified in the Contract has flow control facilities that are

operated by TransCanada,;

the delivery point specified in the Contract is in a distributor delivery area or is an
export delivery point that is available only for transportation service pursuant to
the FT-SN Toll Schedule; and

Shipper has provided TransCanada with financial assurances as required by
TransCanada pursuant to Section XXIIl of the General Terms and Conditions

referred to in Section 11 hereof.

1.2 Facilities Construction Policy

In order to provide service pursuant to this Toll Schedule, TransCanada utilizes capacity

available from its own gas transmission system and from its firm transportation service

entittement on the Great Lakes Gas Transmission Company system, the Union Gas

Limited system, and the Trans Québec & Maritimes Pipeline Inc. system (the "Combined

Capacity"). If a request for service pursuant to this Toll Schedule (the "Requested

Service") requires an increase to the Combined Capacity, TransCanada is prepared to

Draft Date: May 1, 2006 Sheet No. 1
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use all reasonable efforts to enable it to increase the Combined Capacity to the extent

necessary provided that:

(a) there is reasonable expectation of a long term requirement for the increase in the

Combined Capacity;

(b) the NEB approves the additional facilities and/or transportation services

necessary to increase the Combined Capacity; and

(c) the availability provisions of sub-section 1.1 hereof are satisfied with respect to

the Requested Service.

2. APPLICABILITY AND CHARACTER OF SERVICE

2.1 On each Day during the term of the Contract, Shipper shall be entitled to request service
for a quantity of gas equal to or less than the Contract Demand less any quantity of gas
nominated for such Day for a Diversion and/or Alternate Receipt (Shipper’s “Reservation
Entitlement”) hereunder. Nominations for service shall be made pursuant to Section XXI|
of the General Terms & Conditions. Service hereunder shall not be subject to curtailment
or interruption except as provided in Section XI and Section XIV of the General Terms
and Conditions; provided however, that if Shipper fails to provide on an ongoing and
timely basis to TransCanada satisfactory evidence of its right to remove from the
province of production all or any part of the quantities of gas to be transported by
TransCanada under the Contract, Shipper shall be in default hereunder (the "Default") to
the extent of the daily quantity not authorized for removal from the province of production
as aforesaid (the "Default Quantity"), and TransCanada shall be entitled to immediately
suspend service for a quantity up to, and including, the Default Quantity until such time
as Shipper remedies the Default. TransCanada shall terminate any such suspension
and resume service as to that part of the Default Quantity in respect of which the Default

has been remedied.

2.2 Shipper shall not, without TransCanada’s consent, deliver gas to the receipt point or
receive gas from the delivery point, each as specified in the Contract, at an hourly rate of

flow in excess of five percent (5%) of Reservation Entitlement.

3. MONTHLY BILL

Draft Date: May 1, 2006 Sheet No. 2
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3.1

The monthly bill payable to TransCanada for service hereunder s