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Overview

(Note: This overview is provided solely for the convenience of the reader and does not constitute part
of this Decision or the Reasons, to which the reader is referred for particulars. For the convenience
of the reader, cross-references to the Reasons are provided.)

The National Energy Board, after taking into acoount extensive evidence conmailed during 77 days of
public hearings and the results of a comprehensive study on potential environmental effects, is
satisfied that the propased Alliance Pipeline Project is requiired by the public convenience and
necessity. Therefore, subject to the approval of the Govermor in Council, Alliance Pipeline Ltd. will
receive a certificate fromthe Board authorizing the construction of the pipeline in Canada.

The certificate will contain 54 tems and conditions to ensure that the Project is carmied out with
proper regard to the protection of property and the environmert, the safety of the public, and other
interests. The Board has also approved the tolling arrangemeant negotiated between Alliance and its
shippers.

The following sections contain background on the application, the hearing process, and the key issues
that were raised.

The Application [1.1]

On 3 July 1997, Alliance Pipeline Ltd. ('Alliance” or “the Company) applied to the National Energy
Board ('Board™) on behalf of the Alliance Pipeline Linmited Partnership for (i) a certificate of public
convenience and necessity to construct and operate the Canadian portion of a proposed natural gas
pipeline systemfrom northeastemn Biritish Columbia ("B.C."") and northwvvestem Alberta to the area of
Chicago, Illinois and (i) related toll and tariff authorizations. The application was made pursuant to
Parts 11l and IV of the National Energy Board Act ('NEB Ad™).

The Canadian portion of the pipeling, referred to as the Alliance Pipeline Project ('Project’), is also
subject to the provisions of the Canadian Environmental Assessment Act ('CEAA). The
Comprehensive Study List Regulations, made pursuant to the CEAA, required a comprehensive study of
the propaosal, since more than 75 km of new right-of~nay will be required.

Alliance proposes to construct (i) approximetely 1565 km (970 miles) of mainline and related facilities
from a point near Gardondale, Alberta to a point on the Canada / United States border near Elnare,
Saskatchewan and (i) approxinetely 770 km (480 miles) of lateral pipelines and related facilities in
BC. and Alberta. Seven mainline compressor stations and 26 lateral conaressor stations are planned.
The mainline will be 914 and 1067 mm (36 and 42 inches) in diameter and the laterals will range in
size from 114 1o 610 mm (4 to 24 inchexs).

The pipeline is scheduled to be in service in the second half of the year 2000 and will be capable of
delivering 37.5 million cubic metres (1.325 billion cubic feet) of natural gas per day on a firm besis.
The estimeted capital cost of the Canadian-based facilities is approximetely $2 billion.

GH-3-97 Proceeding [1.2]

On 3 Sgptemiber 1997, the Board issued Hearing Order GH-3-97 setting out the Directions on
Procedure for the public hearing to be conducted in respect of the Alliance Pipeline proposal.

(av)



The GH-3-97 proceeding wes held both (i) to dbtain the evidence and views of interested persons on
the application which had been filed by Alliance under the NEB Act and (i) to provide a forumfor
public participation in the comprehensive study to be conducted under the CEAA

The hearing spanned 77 days betvween the dates of 6 January 1998 and 21 Vhy 1998, with the Board's
offices in Calgary serving as the primary hearing location. Regional hearings were held during the
month of February 1998 in Regina, Fort St John, and Edmonton to facilitate participation by persons
living in areas along the proposed pipeline route.

On 7 Al 1998, an "Ageameant on Netural Gas Pipeline Regulation, Competition and Change to
Promoe a Comyptitive Ervironment and Greater Customer Choice™ was signed by the Canadian
Association of Petroleum Producers, NOVA Garporation, NOVA Gas Transmission Ltd. ('NGTL ),
the Sell Exqlorers and Producers Association of Canada, and TransCanada Pipelines Linited

(' TCPL™). The signing of the documant led NGTL ad TCPL to withdrawv substantial portions of
evidence which they had filed in commrercial opposition to Alliance.

Environmental Assessment [1.4]

The Board conmpleted a Comprehensive Study Report ('CSR'™) for the Project in accordance with the
provisions of the CEAA and also to satisfy its responsibilities pursuant to section 52 of the NEB Act
relating to environmental metters. The CSR, which was publicly released on 2 Odober 1998, took
into consideration commrents fromthe public as wall as advice fromthe other two Responsible
Authoarities for the Project (being Fisheries and Oceans Canada and the Prairie Farm Rehahilitation
Administration), other federal departments, and the Province of Saskatchewen

The Responsible Authorities (including the Board) concluded that the Project is not likely to cause
significant adverse environmental effects, provided that the mitigative measures and undertakings
contted to during the hearing are implemented together with the 41 recomrendations contained in
the CSR.

Having taken into consideration the CSR, public contrents filed pursuant to subsection 22(2) of the
CEAA, and the Canadian Environmental Assessimant Agency/s reconmrendation, the Minister of the
Ervironment also concluded that the Project, as described, is not likely to cause significant adverse
environmeantal effects. As a result, the Minister referred Alliance's propased project back to the Board
and other responsible authorities for action under sulbsection 37(1) of the CEAA

The Board will include the 41 reconmmrendations contained in the CSR as tenrs and conditions to any
certificate issued to Alliance.

Economic Feasibility [1.3.1 and 2]

Consistent with past practice for natural gas pipeline facility proposals, the Board assessed the
econarmic feasibility of the Project by detenmining the likelihood of the applied-for facilities being
used at a reasonable level over their economic life and the likelihood of the demand dharges being
paid. [2.1]

)



This assessmant included an evaluation of (i) the availability of long-term gas supply, (i) the long-
term autlook for gas markets, (i) the contractual commitmeants underpinning the proposal, and
(iv) project financing. The Boards main findings in these areas were as follows:

®

(i)

(iii)

@)

Supply - The Board recognized that the approval and construction of the Project could result in
pipeline capacity leading supply for a period of time and result in some temporary offloading
from ather pipeline systems. However, it is inherent in the nature of any greenfield pipeline
that the investmant must be large enough to take advantage of economies of scale. The Board
found that Alliance made a credible case that, on a long-term basis, overall supply will be
sufficient to sustain reasonable utilization rates of the Alliance Pipeline and of the other

pipeline systens transporting gas fromthe V\esterm Canada Sedimentary Basin. [2.2]

Markets - The Board is satisfied that natural gas markets will be sufficient to support the
Alliance Pipeline over the life of the Project. Canadian gas producers have demonstrated that
they can compete successfully in US. markets and the long-term outlook for gas demand in
the US. appears to be robust. [2.3]

Contractual Commitments - The Board noted that sulscriptions have been taken by

37 shippers for approximetely 98 per cent of the available firm cgpaaity for temrs of 15 years,
which translates into dermand dharge commitmeants of $4.7 billion (including the US. segmant
of the pipeline, the commitments are for $8.2 billion). The evidence satisfied the Board that
shippers conmmitted to the Project after a thorough assessmeant of the value of the proposed
transportation service and the associated risks. [2.4]

Fnancing - The Board was satisfied with both the ability of Alliance and its partners to
finance the Project and the proposed debt/equity structure. Alliance indicated that it had firm
conmitments for all of the equity, and that its lenders had underwritten all of the debt
financing on a nonHecourse basis. [24]

Having considered all of the evidence, the Board concluded that the Project is economically feasible.

[25]

Potential Conmrercial Impacts [1.3.1 and 3]

Alarge-scale project such as that proposed by Alliance inevitably raises the potential for comrercial
impacts on persons other than the owners and users of the pipeline. The Board considered these
potential impeds in its overall assessmant of whether the applied-for Project is in the public
convenience and necessity.  Its main findings in this regard were as follows:

®

Competition and Netbacks - The Board found that Alliance is a wall-conceived project that
will provide an innovative altermative to the existing gas transportation infrastructure.

The Board concluded that, in the long term the Alliance Pipeline will help ensure that there is
adequate transportation capacity fromthe Wastem Canada Sedimentary Basin to the mgjor
market centres and that the pipeline will have a positive effect on producer netbbacks.

The Board also found thet the long-term comptitive benefits of the Project will be significant
and will extend beyond those directty participating in the Project as owners and shippers. [3.1]

(i)



(in) Potential Impacts on Existing Pipeline Infrastructure - The Board heard argumants relating to
potential impads on pipeline facilities owred by NGTL, Northwvestern Utilities Linted,
Foathills Pipe Lines Ltd., and BC Ges Utility Lid. (the last by virtue of its dependency on the
pipeline system of Westcoast Energy Inc). These argumants focused meinly on the potential
for offloading and stranded capacity. Having considered all of the evidence and the
submissions of parties, the Board was not persuaded that there were sufficient public interest
reasons to justify any regulatory action in the context of the Alliance application. The Board
also noted that the potential for some duplication of facilities is inherent in the nature of
compdtition, and that duplication which results in beneficial competition may be considered t©
be in the public interest. [3.2]

@iii)  Potential Impacts on the Alberta Petrochemical Industry - The Board heard argumeants relating
0 concems that the rermoval of natural gas liquids from Alberta on the Alliance Pipeline
would result in negative impeds on the Alberta petrochermical industry. The concems focused
on the following elemeants of Alliance’s proposed tariff: (1) the requirement for shippers to
relinquish the rightts to liquids entrained in the gas streans delivered to Alliance; (2) the
proposed voluretric tolling methodology; (3) Authorized Overrun Service, whereby firm
service shippers may uilize spare capacity for the cost of fuel only; and (4) physical access to
liquids on the Alliance Pipeline. Having considered all of the evidence and subimissions by
parties, the Board did not find that any features of Alliance’s proposed transportation service
package are contrary to the public interest  In the Board's view; the evidence showed that
there will be adeguiate ethane supply for both the currently planned and future exqansions of
the Alberta petrochermical industry. Further, the Board does not believe that physical access to
the liquids that will be carmied on the Alliance Pipeline will be a significant issue once the
pipeline is in operation. [3]

@iv) Domestic Access to Natural Gas - The Board was not persuaded to adopt any specific
proposals acvanced by parties aimed at enhancing domestic access to natural gas. The Board
suggested, in its Reasons, that potential gas buyers should attenyat to negotiate conmrercial
arrangemants with gas suppliers and gas transportation companies under market conditions.
[34]

Saocio-Economic and Land Matters [4]

As part of its public interest determination, the Board considered the potential socio-econoimic effects
of the Project. The three principal categories studied by Alliance were: (i) employmant, nonHabour
impacts, and income; (if) municipal services; and (i) quality of life. Certain issues, including those
relating to quality of life, were addressed in the CSR. [4.1.1]

Alliance estimeted that direct employment associated with construction would total 4,485 person-years,
and that, in the broader context, construction would create approximetely 12,000 person-years of
direct, indirect, and induced endloymant in BC., Alberta, and Saskatchewan  Allliance further
submitted that operation and maintenance of the pipeline in Canada would generate approxinetely 335
personyears of direct, indirect, and induced enploymat. [4.1.2]

Alliance also described the mechanisns that will be used to ensure First Netions and IVEtis
participation in the Project. The Board will include in any certificate a condition requiring Alliance to
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report on its perfonmance in respect of its First Nations and Metis enployment and comrercial
participation objectives for the construction and operation of the pipeline. [4.1.2]

The Board was satisfied with the informmation provided by Alliance on the potential adverse effects of
the Project on municipal services. [4.1.3]

In respect of land metters, the Board considered Alliance's propased land requiremeants for permanent
right-of~way and temyporary work space and found that these were reasonable and justified. The Board
was also satisfied with the proposed general location of the Alliance Pipeline. The Board considered
Alliance's request for an 800 m corridor but concluded that such a cormidor would not be consistent
with the specific route that was communicated to landowners and that the request was not supported
by the studies undertaken for the Project. Any certificate issued will be conditioned to require Board
approval of any deviations fromthe specific route. [4.2]

Engineering and Safety Matters [5]

The Project is planned to be designed, constructed, and operated in accordance with the Board's
Onshore Pipeline Regulations and the latest edition of the CSA Z662 sandard entiled  Oil and Gas
Pipeline Systens ('CSA Z662-96). Alliance will also comaly with other federal, provincial, and
municipal codes and regulations where applicable. [5.1]

The pipeline will employ high-pressure technology and will be capable of transporting rich natural gas
mixtures. The unique comtanation of pressure and gas composition will result in the transportation of
dense phase gas and will give rise to cost efficiencies. State-of-the-art leak detection and inHine
inspection techiques will be emdoyed. [6.1]

Pursuant to section 108(5.1) of the NEB Adt, the Board waived the requiremeant for Alliance to obtain
leave to cross other utilities, aside from navigable weterways and railways, provided that (i) a vwritten
agreemat is entered into betwean Alliance and the utility owner for the construction of any crossings
and (i) any such crossings are constructed in conformity with CSA Z662-96 requirements. Where
agreement is not reached, the Board will adjudicate after hearing from bath Alliance and the utility
onrer. [5.2]

The Board considered the various aspects of Alliance's fracture prevention and control design. The
Board is satisfied with the Company/s fracture initiation control design and notes that the fracture
propagation control design is proposed to be validated through a full-scale burst testing program Ay
certificate issued will include a condition requiring Alliance to file a detailed report on the burst test
results with the Board for approval at least 30 days prior to the comrencamant of mainline trenching.
The condition will further stipulate that, in the event that the tests are unsuccessful, Alliance shall
submit operating limits or a crack arrestor program, with or without operating limits, for either or both
of the 914 mmand 1067 mmdianmeter sections of mainline, together with technical justification, for
approval by the Board. [5.3]

Traffic, Tolls, & Tariffs and Form of Regulation [1.32 and 6]
Alliance requested that the Board issue an order pursuant to Part IV of the  NEB Act (i) approving the

toll mathodology and the tariff that would apply to the service provided by the Compeany and
(i) designating Alliance as a Group 2 company for purposes of toll and tariff regulation.
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The Board haes determined that (i) Alliance's proposed tolling methodology would resullt in tolls that
are just and reasonable and (ji) that there would be no unjust discrimination in tolls, service, or
facilities. The Board noted that the tariff and resultant tolls were negotiated between Alliance and its
shipypers, and considers that the proposed volumdric tolling methodology best respects the principle
thet tolls should be costased. The Board also found Alliance's proposed Authorized Overrun Service
1 be an innovative and appropriate approach o dealing with the variability of available capacity on a
natural gas pipeline.

The Board concluded that Alliance should be designated as a Group 1 company for purposes of toll
and taniff regulation, based on the following considerations: (i) the Alliance Pipeline will be one of the
largest under the Board's jurisdiction, (ii) it will transport natural gas for a numiber of third party
shippers, and (jii) the Comparny's tolls will be set on a cost-of-service basis. The Board also decided
that it would be appropriate to relieve Alliance fromthe requiremeant to file Quarterly Sunveillance
Reports and Performance IVeasures.
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Chapter 1

Introduction

1.1 The Application and Project Overview

On 3 July 1997, Alliance Pipeline Ltd. ('Alliance™, “the Applicant”’, or “the Company*) applied to the
National Energy Board ('Board'* or "'NEB ) on behalf of the Alliance Pipeline Linmited Partnership for
(i) a certificate of public corvenience and necessity tO construct and operate the Canadian portion of a
propased natural gas pipeline system from northeastemn Biritish Columbia ("B.C.") and northwestemn
Alberta to the midwwest United States ('US." or "US.A") and (ii) related toll and tariff
authorizations*  The application was made pursuant to Parts Ill and I\ of the  National Energy Board
Act ("NEB Ad™).

The Canadian portion of the pipeline system referred to as the Alliance Pipeline Project ( 'Project’™), is
also subject to the provisions of the Canadian Environmental Assessment Act ('CEAAY). The
Comprehensive Study List Regulations, made pursuant to the CEAA, requiired a comprehensive study of
the propaosal, since maore than 75 km of new right-of~way would be required.

Alliance proposes to construct (i) approximetely 1565 km (970 miles) of mainline and related facilities
from a point near Gardondale, Alberta to a point on the Canada/lUS. border near Elmore,
Saskatchewan and (i) approxinetely 770 km (480 miles) of lateral pipelines and related facilities in
BC. and Alberta. Seven mainline compressor stations and 26 lateral conaressor stations are planned.
The mainline would be 914 and 1067 nm (36 and 42 inches) in diameter and the laterals would range
in size from 114 1 610 Tm @ to 24 inches).

The U.S. portion of the pipeline would extend approximetely 1430 km (890 miles) to the systerris
terminus near Chicago, Illinois, where it would connect with the integrated North Anrerican pipeline
grid. Alliance Pipeline LP. filed an application with the Federal Energy Regulatory Commission

(¢ FERC") in V\ashington, D.C. for a certificate of public convenience and necessity t construct and
operate the U.S.~based facilities.?

The Project is depicted in Figures 1-1, 1-2, and 1-3, and is described in more detail in Appendix I. As
shown by the last of those figures, and the accompanying lateral legend (Table 1-1), the systemis
configured o receive gas from 44 existing gas plants.

The pipeline is propased t commrence service in the second half of the year 2000 and would be
capable of delivering 37.5 million cubic metres (1.325 billion cubic feet) of natural gas per day on a

1 Alliance Pipeline Ltd. is the general partner of the Alliance Pipeline Limited Partnership, which has as its members (as of
30 January 1998): IPL Energy Inc., Westcoast Energy Inc., and Mapco Canada Energy Inc. together with affiliates of Fort
Chicago Energy Partners LP., Coastal Corporation, PanEnergy Corp., and Unocal Canada Limited.

2 on23 Septernber 1998, Alliance Pipeline L.P. publicly announced that it had accepted a certificate of public convenience
and necessity which was offered by the FERC on 17 September 1998.
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firm basis. As further detailed in section 2.4, approximetely 98 per cent of the available firm capecity
has been subscribed for a 15-year term
Rgure 1-1
The Proposed Alliance Pipeline Project
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FHgure 1-2
Pipeline Route Vap/Mhainline and Compressor Stations
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FHgure 1-3
Pipeline Route Vap/Laterals
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Table 1-1

Lateral Pipeline Legend

Lateral Name Plant No. | Plant Name Plant Location
Highway Lateral BC(O1L Highway - WG b-36-1 4-B-16
Aitken Creek Lateral BC 2 Aitken Creek - W\estcoast 41 HA-A13
Taylor Lateral BC O3 MeMVIahon - Westcoast 01-36-82-18\\6
Taylor Lateral BC M4 Younger - Solex 02-36-82-18\W\6
Boundary Lake Lateral AB 05 Boundary - Petrocan 14-24-84-15\\6
Boundary Lake Lateral AB 07 Boundary Lake S. - Rigel 01-14-85-09\W6
Peace River Lateral AB Q9 Fourth Creek - Cranrock 16-11-82-09\W\6
Peace River Lateral AB 10 Josephine - Rigel 09-01-88-10\W6
Pouce Coupe Lateral AB 11 Pouce Coupe - Star 11-34-79-12\W6
Gordondale W\est Lat. AB 12 Pouce Coupe - CN.RL. 11-19-79-11\W\6
Gordondale W\est Lat. AB 13 Gordondale - Westcoast 16-02-79-12\W6
Peace River Lateral AB 14 Gordondale - Cranrock 11-24-79-11\\W6
Whitbum Lateral AB 15 Progress - Suncor 07-22-78-09\\W6
Whitbum Lateral AB 16 Progress - Norcen 08-01-78-10\W6
Valhalla North Lateral AB 17 Valhalla - Can. Abraxas 13-21-76-09\V\\6
Valhalla S. Connection AB20 Valhalla - Crestar 01-29-75-09\W6
Teepee Creek Lateral AB21 Teepee Creek - Talisman 07-02-74-04\\6
Spirit River Lateral AB 23 Sexsmith - AEC 04-08-75-07"\\W6
Hythe Lateral AB 24 Hythe / Brainard - AEC 14-18-74-12\\6
Hythe Lateral AB 26 Knopic - Rigel 16-21-73-10\W6
W\embley Connection AB 27 Wembley - Crestar 05-19-73-10\W6
Elmworth Lateral ABZ7A Elmworth - Can. Hunter 01-08-70-11\W\o6
W\apiti Lateral AB 2O W\apiti - Imperial 04-08-69-08\W6
Gold Creek Lateral AB 3D Gold Creek - Petrocan 13-26-67-05\\6
Karr Lateral AB31 Karr - Can. Hunter 04-10-85-02\W6
Simonette Lateral AB R Simonette - Encal 09-06-63-25\0\5
Ante Creek Lateral AB3HA Ante Creek - Rio Allio 10-18-65-23W5
Ante Creek Lateral AB3H Weskahigan - Rio Alto 15-07-64-23\\5
Bigstone Lateral AB 36 Bigstone W, - Petromet 14-28-59-22\\5
Bigstone Lateral AB 37 Bigstone - Amooo 06-10-61-22\\5
Two Creeks Lateral AB 3B Two Creeks - Summit 07-04-63-18\\5
Fox Creek Lateral AB 40 Kaybob - Petrocan 08-09-64-19\\5
Kaybaob Lateral AB 41 Kaybob - S. | & Il - Amoco 01-12-62-20\5
Edson West Lateral AB 43 Galloway - Ranger 14-14-53-20\W5
Edson Lateral AB 44 Edson - Talisman 04-11-53-18\W\5
Edson Lateralp ABH4A | WAf South - Poco 05-01-51-15\W5
Kaybob South Lateral AB 45 Kaybob S. - 11l Chevron 11-1559-18W5
Edson Lateral AB 46 W, Whitecourt - Amoco 08-17-60-15\W\5
Carson Creek Lateral AB 47 Carson Creek - Mohil 04-23-61-12\\5
Whitecourt Lateral AB 48 Whitecourt - Petrocan 12-26 59-11\W\WH
Paddle River Lateral AB 49 Paddle River - Canoxy 13-06-57-08W\5
Cherhill Lateral AB ) Cherhill - Chauvco 02-25-56-06\W5
Fort Sask. Lateral AB53 Fort Sask. - Chevron 05-1455-22\W4
Fort Sask. Lateral AB 4 Fort Sask. - Dow 12 & 135522\\4




The estimeted capital cost of the entire pipeline to Chicago is approximetely $3.7 billion in Canadian
dollars, about $2 billion of which would be for the Canadian portion of the system

For logistical purposes, Alliance has divided the construction of the mainline Into nine segmants or
spreads to be built over 18 months.  Lateral construction wark would also be packaged into spreads.
Individual contractors may construct several laterals.

12 GH397 Proceeding

On 3 Sgptemibber 1997, the Board issued Hearing Order GH-3-97 setting out the Directions on
Procedure for the public hearing to be conducted in respect of the Alliance Pipeline proposal. The list
of issues that appeared in the hearing order has been reproduced as Appendix 1.

As the Board indicated in its hearing order, the GH-3-97 proceeding was held baoth (i) to obtain the
evidence and views of interested persons on the application which had been filed by Alliance under
the NEB Act and (i) to provide a forumfor public participation in the comprehensive study to be
conducted under the CEAA

The Board convened a pre-hearing conference on 17 Nlovermber 1997 (and which spanned six days) to
hear argumeant on a number of pre-filed notices of nation.  Among the outcomes were (i) Board
directions to Alliance for additional evidence and (i) the fixing of 6 January 1998 as the
conmrencemeant date for the oral hearing.

The oral hearing spanned 77 days between the dates of 6 January 1998 and 21 Vhy 1998, with the
Board's offices in Calgary serving as the primary hearing location. Regional hearings were held
during the month of February 1998 in Regina, Saskatchewan, Fort St John, B.C., and Edmonton,
Alberta to facilitate participation by persons living in areas along the proposed pipeline route.

On 7 Al 1998, an "Ageameant on Netural Gas Pipeline Regulation, Competition and Change to
Promote a Competitive Environmeant and Greatter Customer Choice™ (*'the Acocord'™”) was signed by the
Canadian Association of Petroleum Producers ('CAPP ), NOVA Corporation, NOVA Gas
Transmission Ltd. ("NGTL""), the Small BExplorers and Producers Association of Canada ('SEPAC),
and TransCanada PipeLines Limited ( TCPL").

The Aocord recognized the importance of maintaining an alignment of interest and emboraced the
following three guiding principles:
0] support for competition and greater customer choice;

@) the need to construct competitive incremental pipeline capacity fromthe V\estem Canada
Sedimentary Basin (VWCB'") by both nevww competitors and existing pipelines alike in a
timely, safe, and cost-effective manner; and

@)  the need to effect regulatory changes that Wwould provide existing and new pipelines equal

opportunity to compete, recognizing that such competition is desirable and in the best interests
of all industry stakeholders.
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The signing of the Acoord led NGTL and TCPL to withdravv substantial portions of evidence which
they had filed in contrercial opposition to Alliance. For convenience of reference, the full text of the
Aooord has been reproduced as Appendix 1.

1.3 Requested Authorizations and Statutory Tests
131 Certificate of Public Convenience and Necessity

The certificate application by Alliance was filed pursuant to section 52 of the  NEB Adt, which reads as
follows:

The Board may, subject to the approval of the Govermor in Council, issue a certificate

in respect of a pipeline if the Board is satisfied that the pipeline is and will be

required by the present and future public convenience and necessity and, in

considering an application for a certificate, the Board shall have regard to all

considerations that appear to it to be relevant, and may have regard to the following:

(& the availability of oil, gas or any other commadity to the pipeline;

(b) the existence of markets, actual or potential;

(c) the economic feasibility of the pipeline;

(d) the financial responsibility and financial structure of the applicant, the methods of
financing the pipeline and the extent to which Canadians will have an opportunity of
participating in the financing, engineering and construction of the pipeline; and

(e) any public interest that in the Board's opinion may be affected by the granting or refusing
of the application.

During final argumeant, comrents were made by counsal for Vestcoast Energy Inc. (\WHE') on the
degree of latitude provided to the Board by the statute.  In this connection, the Board notes that the
English and French versions of section 52 convey different meanings. The English version states that
the Board may have regard to the factors described in paragraphs (@) through (€), while the meaning of
the French version does not convey that element of discretion and suggests that the factors in
paragraphs (@) though (€) must be considered.*  Since both versions are official, resort must be taken
1o the rules for construing bilingual legislation to detenmine the intention of Pardiament.  Agplying the
rules of statutory interpretation applicable in this context, the Board is of the opinion that the French
version of section 52 conveys the intention of Parliameant and s the version which must be applied.

In recent years, the Board has assessed the econoimic feasibility of a gas pipeline facilities application
by determining the likelihood of the facilities being used at a reasonable level over their economic life

1 The French version of section 52 of the NEB Act reads as follows (more restrictive text underlined): Sous réserve de
I'agrément du gouverneur en counsell, I'Office peut, S'il est convaincu de son caract ere d'utilité publique, tant pour le
présent que pour le futur, délivrer un certificat a I'égard d'un pipeline; ce faisant, il_tient compte de tous les facteurs qu'il
estime pertinents, et notamment de ce qui suit :

(@  l'approvisionnement du pipeline en pétrole, gaz ou autre produit;

(b) Tl'existence de marchés, réels ou potentiels;

© la faisabilité économique du pipeline;

(d) laresponsabilité et la structure financiéres du demandeur et les méthodes de financement du pipeline ainsi que la
mesure dans laquelle les Canadiens auront la possibilité de participer au financement, a l'ingénierie ainsi qu'a la
construction du pipeline;

©) les conséquences sur l'intérét public que peut, a son avis, avoir sa décision.
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and the likelinood of the demand charges being paid. *  This assessment typically includes an
evaluation of such factors as (i) the availability of long-ternm gas supply, (i) the long-term ocutlook for
ges demand in the markets to be served, (i) the contractual commitments underpinning the proposal,
and (iv) project financing. Therefore, the subject of economic feasibility encomypesses paragraphs (@)
through (d) of section 52 of the NEB Adt.

Alarge-scale project such as that proposed by Alliance inevitably raises the potential for commrercial
impacts on persons other than the owners and users of the pipeline. Paragraph 52(e) of the  NEB Act
enables the Board to consider these potential impeds in its overall assessmat of whether the applied-
for Project is in the public convenience and necessity. Qther aspects considered under this paragraph
include environmental protection, socio-economic impeds, and public safety.

The Board has generally aligned these Reasons with section 52 of the  NEB Adt. Chapler 2 addresses
the economic feasibility of the Project while Chgpiters 3 through 5 address the other public interest
considerations articulated above with the exception of environmental protection.  As further detailed in
section 1.4, that aspect was addressed in the Comprehensive Study Report ('CSR™) for the Alliance
Pipeline Project which was publicly released on 2 Odober 1998.

132 Traffic, Tolls, & Tariffs and Method of Regulation

Alliance requested that the Board issue an order pursuant to Part IV of the  NEB Act (i) approving the
toll mathodology and the tariff that would apply 1o service provided by the Company ad
(i) designating Alliance as a Group 2 company for purposes of toll and tariff regulation.

WIth respect to the former, the Board has a duty under Part I\ to ensure that the tolls for the pipelines
under its jurisdiction are just and reasonable, and that there is no unjust discrimination in tolls, service,
or facilities.> The Board also has to establish an appropriate level of regulatory scrutiny and filing
requirements in this area. For this purpose, the Board classifies each of the pipeline companies under
its jurisdiction as either a Group 1 or Goup 2 comparty. Matters pertaining to Part IV of the  NEB Adt
are addressed in Chapter 6.

The Board notes that some aspects of Alliance's proposed transportation service package are relevant
1o the public interest determination that the Board must make pursuant t section 52 of the  NEB Ad,
as they potentially have implications for parties other than Alliance and its shippers. These potential
implications are addressed in Chapter 3.

1 The Board first articulated this test in its GH-5-89 decision respecting a TCPL expansion proposal (reference GH-5-89
Reasons for Decision, \Volume 1 "Tolling and Economic Feasibility"" dated November 1990, Chapter 3, pages 26 and 29).

2 Section 62 of the NEB At states as follows: All tolls shall be just and reasonable, and shall always, under substantially
similar circumstances and conditions with respect to all traffic of the same description carried over the same route, be
charged equally to all persons at the same rate. Section 67 states that: A company shall not make ary unjust
discrimination in tolls, service or facilities against any person or locality.
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14 Environmental Assessment

The Board conmpleted a CSR for the Alliance Pipeline Project in order to satisfy the requirements of
the CEAA and also to satisfy its responsibilities pursuant to section 52 of the  NEB Ad relating to
environmental metters. The CSR took into consideration conmrents fromthe public as wall as advice
fromthe other Responsible Authorities, interested federal departments (including Environment
Canada), and the Province of Saskatchewan. The other two Respornsible Authortties for the Alliance
Pipeline Project were Fsheries and Oceans Canada and the Praine Farm Rebhahilitation Administration.

The CSR described the Project, the environmental assessment process (including public participation),
the potential environmental effects, the assessmant methodology, mitigative measures, and the criteria
used in evaluating the significance of the environmental effects. It also provided conclusions and
reconTrendations regarding the significance of the Project's potential adverse environmeantal effects.

The Responsible Authorities (including the NEB) concluded that the Project is not likely to cause
significant adverse environmental effects, provided that the mitigative measures and undertakings
contied to by Alliance during the hearing are indemented together with the 41 reconmrendations
contained in the CSR.

As previously indicated, the Board used its public hearing process as a means of dbtaining the views
of interested persons on both the particulars of the environmantal assessmant and Alliance’s application
under the NEB Adt for a certificate of public convenience and necessity to construct and operate the
pipeline. Prior to the public hearing, the environmental assessment process conmenced with a public
scoping process o identify the scope of the assessment including the factors to be assessed.  After the
public hearing, participants were provided with an opportunity to commrent on a draft of the CSR prior
to it being finalized.

The Canadian Environmental Assessment Agency (“Agency’) facilitated a public comment process on
the final CSR betvwween 5 Odober 1998 and 3 Novermber 1998, Fallowing the receipt of conmrents,
the CSR waes forwarded o the Minister of Environment for a decision on the course of action to be
taken under section 23 of the CEAA in respect of the environmental assessment of the Project. The
Boards decision on Alliance's certificate application was reserved pending this determination.

Having taken into consideration the CSR, public contrents filed pursuant to subsection 22(2) of the
CEAA, and the Agency/'s recomrendation, the Minister of the Environment concluded that the Project,
as described, is not likely to cause significant adverse environmental effects. As a result, the Minister
of the Environment referred Alliance's proposed project back to the Board and other Responsible
Auhorities for action under subsection 37(1) of the CEAA!

Views of the Board

Upon receipt of the referral fromthe Minister of the Environman, the Board has
considered the CSR and s of the viewthat, with the implementation of Alliance's
proposed mitigative measures and the reconrendations set forth in the CSR, the
Project is not likely to cause significant adverse environmental effects.  In this regard,

1 Reference Appendix IV for a copy of the Minister's correspondence to the Board dated 23 November 1998.
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the Board would incorporate all recomrended conditions as described in the CSR into
any certificate issued to Alliance for the Project (see Appendix V). *

The seven reconmrendations contained in Chapter 5 of the CSR (and which appear in
Appendix V of these Reasons as certificate conditions 18, 33, 43, and 50 through 53)
describe the procedures that would be put in place to inspect, monitor, and follow up
on environmental issues relevant to the Project should a certificate be issued. It should
be noted that the Board will carry out its own ingpections and audits in accordance
with the relevant legislation and conditions of approval to ensure protection of the
environment.

Chepter 3 of the CSR provides a description of Alliance's public participation program
The Board is of the viewthat the requiremeants of Part 11 of the Boards Guidelines for
Fling Requirements have been satisfied as interested groups and persons have been
afforded opportunities for meaningful public input at both the local and regional levels
during the planning and design stages of the Project.

Alliance stated that it would continue to apprise the Board of the results of ongoing
consultation on a quarterty basis until such time that all concams and conmrents are
resolved. Alliance also noted that it would notify the Board of any newissues that
maly arise as a result of consultations. \th respect to specific issues, such as the
development of Alliance's air quality monitoring progranns, the issue of further
consultation is addressed in the reconmendations contained in the CSR and the
corresponding conditions in Appendix V of these Reasons.

1 Reference the table at the end of Appendix V for concordance between the recommendations contained in the CSR and the
certificate terms and conditions.
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Chapter 2

Economic Feasibility

Some parties, notably TCPL and Fooathills Pipe Lines Ltd. ("Foothills™), invited the Board to clarify its
expectations with respect 1o the standards an applicant is expected to meet to demonstrate that pipeline
facilities applied for under section 52 of the NEB Adt are economically feasible. This chapter first
addresses the argumants of parties with respect to the apjpropriate test of econommic feasibility and then
addresses the argumeants with respect to supply, markets, and shipper commitments and project
financing. It concludes with a finding on the economic feasibility of the applied-for facilities.

21 The Appropriate Test of Economic Feasibility
Views of the Applicant

Alliance stated that the Board should make a determination of the econorric feasibility of the proposed
pipeline facilities by having regard to evidence on all relevant factors which impect on the likelihood
of the facilities being used at a reasonable level over the Project's economic life and the likelihood of
the demand charges being paid.

Alliance nmaintained that there has been an evolution of the economic feasibility test over time. This
evolution is part of the challenge to the traditional regulatory paradigm under which monopoly
pipelines are regulated. It is part of the changing market dynarrics, the increase in competition, and
the deregulation of natural gas markets and prices.

In Alliance’s viewy, the best evidence with respect to an assessmant of the feasibility of the Project is
provided by the financial conmmitments meade to the Project.  If markets work, and conmpdtition is
present, evidence with respect to contracts and financial commitmeants should be adequiate to
demonstrate that the facilities will be used and paid for over the useful econormic life of the Project;
i.e. that the Project is economically feasible.

Views of Internvenors

TCPL took the view that, if the Alliance Project were to be certificated, the Board would be applying
a relaxed standard for the detenmination of economic feasibility. TCPL contended that the
determination of whether dermand charges would be paid is difficult for the Board to make because
Alliance’s total capital cost is unknown  Therefore, TCPL argued that the toll or dermand dharge is
indeterminate. TCPL maintained that the Board would either be dispensing with a detenmination as to
whether the toll is likely to be paid over the econormic life of the facilities or that it would be
assuming that Alliance's shippers would pay regardless, and that wwould be the newwstandard.

Aocoording t TCPL, a second area in which an approval of the Alliance Project by the Board would
represent a change in regulatory standards would be with respect to the advance capacity nature of the
application. By approving the Alliance application, the Board would be moving further anay froma
need © demonstrate project-specific supply or market evidence. TCPL requested that the Board
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expressly state howvit regards these and any other aspects in which it is adjusting the regulatory
standard.

At the end of the hearing, TCPL stated that, on the strength of the Accord and the platformfor
industry consensus on regulatory change that the Accord represents, it did not oppose many of the
changes to the regulatory standards of reviewthat would be represented by certification of the Project
Rather, TCPL expected O receive sinmilar treatment in the future.

Foathills argued that, in this new era of pipeline conmpetition, all pipelines regulated by the Board must
be subject to the same type and degree of regulation. For there to be fair competition, the Board must
ensure that ovwners of existing pipelines are not encumibered by regulatory rules or precedents which
inhibit competition.

Foathills stated that one important element of competition among pipelines is competition for
conmitment to capacity on new pipeline facilities.  Ideally, the Board should have enunciated its rules
or guidelines for the new era of competition before considering the Alliance Project.

Foathills recomended that the Board clarify the test for public convenience and necessity that should
apply to all natural gas pipeline proposals, not just the Alliance Project, and that recognition should be
given to the fact that the newv era of pipeline competition will require a reduced level of econormic
regulation.

IPL Energy Inc. (IPLE) submitted that consistent and fair regulatory treatment did not mean identical
treatment or adhering to a set pattem that had been evident in past practice; rather, it meant
considering the circunrstances of each case on its ovwn merits. I other pipeline companies wish to
seek a change fromthe Board regarding their regulation following the Alliance hearing, they may do
SO.

In the view of Westooast Energy Inc. (\WV\A"), the Board has shown considerable flexibility in the
administration of the econommic feasibility test and has approached applications on a case-by-case basis.
W\H submitted that the Board can continue 1o rely on the undertying fundamentals of the economic
feasibility test.

Views of the Board

Since the GH5-89 TCPL hearing, the Board has assessed the econormic feasibility of
applications for new retural gas pipeline facilities by deternmining the likelihood of the
facilities being used at a reasonable level over the econormic life of the project and the
likelinood of the dermand charges being paid. As noted in Chapter 1, this assessmant
includes an evaluation of: (i) the availability of long-term gas supply, (i) the long-term
outlook for gas markets, (jii) the contractual conmitments underpinning the proposal,
and (iv) project financing.

The Board is not changing its besic test of econoimic feasibility in the assessmant of
the Alliance Project. The Board notes, however, that there are important distinctions
between the circunrstances of the GH5-89 application and the Alliance application. In
GH5-89, TCPL was proposing a large exqansion to its systemwhich would result in a
large increase 1o its rate base. There was considerable concem express by existing
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shippers who bdlieved they could be negatively impeded. They were conocamed about
the toll increase they would have t bear t© help pay for the newfacilities and about
the risk that they might have to pay for the costs of any underutilization of the TCPL
systemin the event that the markets to be served by the exqoansion were not
sustainable.

In its application, Alliance declared itself to be "at-risk’* with respect to any
underutilization of the applied-for facilities. If any of the shippers default on their
demand dharge paymernts, Alliance shareholders will bear any subsequent cost impeadts,
rather than other shippers on the system  This fact addresses one potentially
significant public interest consideration. \Ahen there is potential for existing shippers
1 be harmmed by a planned expansion, the Board has a heightened responsibility to
ensure that the proposed expansion facilities are likely to be needed.

The Board is of the viewthat, in the circunstances of this application, considerable
weight should be placed on an assessmant of shipper support for the Project as
demonstrated through a willingness to pay dermand dharges and a demonstration of the
financing capability of the Project owners. Financial conmmitments meck to the Project
by shippers and banks, and the contrercial judgemeants that stand behind these
conmmitments, provide strong evidence of the commrercial need for the Project
Further, the Board is of the viewthat the at-risk nature of the Project is a factor to be
taken into account in the review of supply and market evidence.

W\th respect to the requests for clarification of regulatory *'standards™ that applications
pursuant o section 52 of the NEB Adt must meet, the Board reiterates that it is not
meking any fundamental changes to the test of economic feasibility. The Board is
assessing the likelihood that the applied-for facilities will be used at a reasonable level
over the econoric life of the Project and the likelihood that the dermand charges will
be paid.

22 Gas Supply

At the outset of the hearing, Alliance argued that an overall supply study provided sufficient evidence
with respect to the availability of gas to the Project. In support of its application, Alliance submitted
an aggregate supply study prepared by Gilbert Laustsen Jung Associates Lid. ('GLT"). Following the
hearing of procedural mations in Nlovember 1997, Alliance was required to subit supply informeation
for each of its shippers. Nonetheless, Alliance argued that evidence on aggregate supply, in
conjunction with transportation contracts, should be sufficient to support its application.  Alliance
meintained that shipper conmmitments behind the transportation contracts provide the best evidence that
supply will be available and argued that shipper-specific supply evidence has very real limitations in
today/s natural gas market

221 Owerall Gas Supply
Views of the Applicant

The GLJ Study submitted by Alliance wes based on an assessmant of supply in the entire WCB, It
wes Alliance's view that the study reflects the reality that all VWCSB gas supply will be available ©
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Alliance, either directly or indirectly. Alliance stated that swaps and exchanges betvween producers
would allovwvthis to happen.  Furthenmare, the signing of the Accord has increased the likelihood that
interconnections with NGTL will be built in the future, thus decreasing the need for exchanges.

The GLJ Study tested the adequacy of gas supply in the WCSB to mest overall demand under several
demand soenarios. Two estimeates of reserves were enployed: (i) a Base Case that used a curnrent
Board estimete of ultimete reserves (7.9 10°n7 or 280.2 Tcf) and (i) a Sensitivity Case that used the
current Board estimate plus an assumed gowth in ultimete resenves of 2.5 per cent per yeear to the
year 2007 (10.7 10°n+ or 378.7 Tch).

The GLJ Study concluded that only a smell fraction of the currentty-recognized resource base would
need 1o be depleted to satisfy all demand over the next 20 years, even assuming large exqort pipeline
capecity additions, combined with continuous robust growth in domestic gas demand.  In addition,
drilling activity levels that are reasonable, vis-a-vis recent industry performance, should maintain
sufficient production capability to meet even the most aggressive dermand scenario.  Alliance claimed
that the GLJ Study reflects defensible and reasonable production decline rates that are supported by
previous studies by both Sproule Associates Limited (**Sproule™) and the Board, and that its
assumption of an average of 425 10°n7 (1.5 Bcf) reserves additions per wall is conservative.

In support of its claim, Alliance prepared sunmrary tables of some of the key variables and
assunpations behind the overall supply studies referred to during the proceeding.  Highlights of these
sumaries are provided in Table 2-1.

In sunmary, Alliance argued that there would be adequiate gas supplies available for both its Project
and for existing pipeline systerrs.

Views of Internvenors

The W\estem Canada Producers Group (WG, IPLE, Union Gas Limited ('Union Gas'), and WH
all supported Alliance's viewthat the capacity of the WICSB was sufficiently robust to ensure that the
Alliance pipeline would be used at reasonable levels over its econoric life. Union added that it wes
confident that the market forces that have driven the Alliance Project will operate to keep both
existing systerrs and Alliance substantially full for the foreseeable future. VWH argued that there wes
no beasis to suggest that anything other than a nomdl refill period would occur folloning start-up of
Alliance and was confident that tools such as swaps and exdanges would ensure that the necessary
supply would be available to Alliance. Further, WWH believed that the Interconnection Policy in the
Awcood would alleviate the need for sweps and exchanges. *

Certain other intervenors were not supportive of Alliance's position.

The Green Altematives Institute of Alberta ("GAIA™) did not agree that Alliance’s supply evidence
demonstrated adequiacy of supply and suggested that the GLJ study contained errors that neutralized its
value. In particular, GAIA was of the view that the GL.J model added resenves beyond the level of
ultimete potential assumed  Alliance argued that this was an incorrect conclusion. GAIA also argued
that, because no new utimete potential estimates had been published by either the Geodlogical Sunvey

1 The Interconnection Policy is set out in article 2 of the Accord (reference Appendix I11).
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of Canada or the Board since 1992 and 1994 respectively, it was unlikely that future ultinete potential
estimates would growvsignificantty. GAIA was also concemed that the numioer of new wells required
would be significantty higher than estimated by Alliance.

Table 2-1
Summary of Owverall Supply Evidence
Study Ultimate Potential Maximum Annual
10n? (Tch) Production from WCSB
10°n+ (Tch)
Coles Gilbert Associates Ltd. 85 (300) from\WCB 170 (60) in 2011
1994 study prepared for
Foothills in support of its
Wild Horse Pipeline Project
Sproule Associates Limited 8.1 (287) from Alberta 184 (65) in 2012
July 1996 study prepared for 99 (351 romWCB WCSB Ca=A)
Foothills in support of its
1998 Eastern Leg Expansion
Project
Sproule Associates Limited 7.7 (270) from Alberta 212 (75) in 2017
May 1997 study prepared 9.3 (329) romMWCB Base Ca)
for TCPL in support of its
GH-2-97 facilities application
NGTL May 1997 Annual >6.0 (>210) from Alberta
Plan
Gilbert Laustsen Jung Base Case (NEB EStimaies) 204 (72) in 2019
Associates Ltd. prepared for 5.6 (196) from Alberta
Alliance 74 (260) from\WCSB (conv.)
7.9 (280) from\WCB (total)
Current NEB plus 2.5% 204 (72) in 2019
Gowth
7.7 (270) from Alberta
102 (359) from\WWCB (conv.)
10.7 (379) from\WCB (total)

Foathills argued that the overall supply evidence was nothing more than a literature search and a trend
analysis with some judgement applied. Foathills suggested that the Sproule Study which wes
undertaken for its 1998 Eastem Leg Bxpansion Project inplied that adding an additional 46.7 10 °nv/d
(1.65 Bcf/d) for Alliance would result in insufficient production capacity for existing pipelines and
Alliance by 2003. Foathills was concemed thet there was a potential lack of deliverability that would
result in shippers having to compete for supplies that would othennise be transported on existing
pipeline systens.  Alliance countered that, when property applied, the Sproule moddl supports the

Alliance case.

NGTL wes concermed that there may not be sufficient supply to fully satisfy the needs of both
Alliance and NGTL. It retained Fekete Associates Inc. ('Fekete™) to examine the supply available at
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the 35 receipt points that would be common to both NGTL and Alliance (depicted in Figure 2-1).
NGTL agued that the Fekete Study of the Alliance catchment area represented the only recelpt-
specific supply information filed during the proceeding. The Fekete analysis wes based on a
production decline method and predicts an 18-year refill (i.e. either Alliance, NGTL, or both pipelines
would be underutilized for at least 18 years following the in-service date of the Alliance Pipeline).
Based on its system design forecast, NGTL predicted a mininum 6-year refill period, but stated that
the design forecast was not necessarily the appropriate forecast to use to determine a refill period.

Alliance argued that the Fekete evidence was not used by NGTL for either its Annual Plan or its
facilities filings with the Alberta Energy and Utilities Board ('EUB') and that Fekete's reserves
estimates were inconsistent with NGTL and BEUB data.  Accordinglly, it contended that the evidence
provided by this study was of no value to the Board. Alliance believed that, given a realistic
assumption about Alliance’s volume, decline rates, and additional wells, the refill period could be
eliminated.

While Alliance suggested that NGTL's own forecasts demonstrate growth of supply availability at the
35 conmron receipt points, NGTL ldieved that all of the incremental volumes projected would be
transported t market on NGTL during the period betvween 1997-98 and the Allliance in-service date.
Alliance argued that there would still be incremental volumes available after its proposed inservice
date.

The Rodky Mauntain Ecosystem Caodlition ("RIVIEC) submitted a study, prepared by Drunmond
Consulting, on discovered reserves, cunmulative production, and remaining resenves for the area
accessible to Alliance. That study reported an estimete of ultimate rennaining gas reserves of

984.2 10°n? (34.9 Tcf) in the inmrediate area and 1715.7 10 °n? (60.8 Tcf) in an expanded area which
included gas resenves that might be available to Alliance at some point in the future.

BC Gas Utility Lid. ("BC Gas") noted that, while Alliance had made a general statermant that 25 to

40 per cent of 1ts supply might come from B.C,, it had designed its facilities into B.C. to remove some
142 10°n/d (500 MIVEF/d) or 25 per cent of the province's cunrent gas production. BC Gas
submitted that, at this rate, there would be a real risk of insufficient deliverability in B.C. over the
short run.

22.2 Shipper-Specific Gas Supply

As indicated at the commrencameant of section 2.2, Alliance filed shipper-specific supply evidence.
Detailed supply and demand information was provided for the 30 producer and aggregator shippers,
representing about 60 per cent of the contracted capacity. The mgjority of the supply estinetes
submitted were those of either provincial regulators or third party consultants.  All but four of the
shippers currently have established reserves exceeding their total requirements over the term of their
Alliance conmitment.  For each of the seven other shippers, which are either mgjor gas marketing
companies or Canadian local distribution companies ('LDCS™), Alliance provided a general description
of overall marketing strategy.
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Alliance argued that the level of supply detail for the aggregator and producer shippers wes far greater
than that provided by other pipeline companies in support of recent facility applications. Alliance also
conmrented that much of the shipper supply informration submitted was identical to that provided in
support of recent export applications before the Board.  Alliance argued that the shipper-specific
supply informration provides additional conmpdlling evidence in support of its application.

Views of Internvenors

Several intenvenors, namely the VWCRG, Consumears Gas Company Lid. ('Consumears Gas'), Duke
Energy arketing Linited Partnership ('Duke”), IPLE, ProGas Limited (' ProGas'’), Union Gas, and
W\H, supported Alliance's position regarding the relative value of its shipper supply inforretion.

Comumers Gas pointed out to the Board that the comypany does not metch specific gas supply
contracts with the temrs of any specific transportation contracts. Consumers Gas has adopted a ges
acquisition process that provides flexibility to contract gas supply shortly before it is needed so as to
obtain pricing and other temrs to better meich the gas market.

Duke argued that the shipper-specific supply issue advanced by Alliance's competitors should not
distract the Board from an unconditional approval of the Alliance application.

IPLE pointed out that, for oil pipeline facility applications, the Board does not review project-specific
or shipper-specific supply; rather, the focus is on macro supply. IPLE argued that the Board should
also rely on an aggregate assessmart of supply for the Alliance application. Bvidence on shipper-
specific supply does not provide assurance that gas will flowthrough the pipeline facilities over the
lifespan of a project

ProGeas indicated that its gas supply is more than sufficient to meet all of its sales commitmants,
including sales intended to floww on Alliance. ProGas noted thet it has access to 11.9 10 °m/d

(419 MVEf/d) at the 44 proposed Alliance receipt points and has full supply capability through 2007
without the need for infill drilling or additional field compression.

Union Gas pointed out that for the past nine years, TCPL has benefitted fromthe Boards G389
decision which exermpied TCPL fromfiling shipper-specific supply informretion for nonma grownth
markets! It stated that, in the current market, neither buyers nor sellers of natural gas prefer long-term
contracts. Union Gas argued that the Board gets assurance that Alliance will be used and useful
through a comlination of the dynamic market for gas and shippers' incentives t make maximum use
of their transportation entitements for which they are paying demand charges.

W\H argued that, in the current circunrstances, there was no need for shippers to specifically dedicate
supply in advance for the Board to have the necessary level of comfort to approve facilities. WWH
indicated that Engage Energy, its marketing affiliate with sales in excess of 198 10 °ni/d (7.0 Bcfid),
would be ensuring that WA utilizes its contracted capacity at high levels throughout the term of its
Transportation Service Ageament with Alliance.

1 NEB Reasons for Decision dated January 1990 on "'Information on Gas Supply Required to be Provided by TransCanada
PipeL.ines Limited in Support of its 1991/92 and 1992/93 Facilities Application” (GHW.3-89).
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Bath the RMIEC and Foathills had concems about the adequiacy of shipper-specific supply supporting
Alliance's proposed facilities. The RIVIEC pointed out that most of the Alliance shippers had far less

than 15 years of supply and, therefore, there was "o demonstration™ that there would be adequate gas
supply to justify the Project

Foathills was concemed that shippers which had no gas supply arrangements in place, and which hed
contracted for approximetely 36 per cent of the Alliance Pipeline's capacity, would be competing for
ges supply that wwould othenwise be transported on existing systen's.

Views of the Board

The Board is required by section 52 of the NEB Adt to have regard to the availability
of gas to a proposed gas pipeline project. This requiremeant does not mean that the
Board must assure itself that there will be adequiate gas supplies t keep a pipeline
project full at all times. Rather, the Board must be satisfied that there is a reasonable
expectation that adequiate supplies of natural gas will be available so that the facilities
can be justified over the econorric life of a project.

There was considerable discussion during the hearing about the usefulness of evidence
on shipper-specific supply to the Board in meking its determination on the adequacy of
supply. The Board is of the viewthat, in the context of this application, the most
appropriate way to satisfy itself with respect to the adequacy of supply is to examine
the owverall assessment of supply and the shipper commitmeants that underpin the
transportation contracts.

The Board is of the viewthat it is unnecessary 1o rely on evidence that Alliance's
shippers have long-termsources of supply in place at the outset of the Project
Adherence to this requirement would be inconsistent with current market realities and
could impose unnecessary costs on Canadian producers. The natural gas market is
extrermely comptitive and both producers and buyers strive to minimize costs in all
aspects of their business. Producers nowv attenpt to bring on additional supply
capability as required by market demand, rather than developing this capability in
advance.

The Board is also of the viewthat the financial conmitments that shippers have mede
o pay $3.2 hillion in demand charges on the Alliance system over the first 15 years of
operation provides a povwerful incentive for shippers to acquire adequate gas supplies.
These compeanies, backed by their lenders, have made expert determinations that they
will have access 1o adequate gas supplies in order to utilize their capacity entilerments
on the Alliance Project

The Board notes that the Alliance Project is unique in that it appears to be relying on
a specific catchment area for gas supply to support the pipeline. NGTL's evidence,
prepared by Fekete, was the only evidence subjected to cross-examination that
directionally addressed supply fromthe Alliance catchmeat area. The Board hes
difficulty in acoepting the results of the Fekete study because of its conservative
approach and the study's relatively low estimates of supply availability from B.C.
Further, the Board notes that NGTL's owwn forecasts suggest that field deliverability at
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the 35 receipt points which are conmron to NGTL ad Alliance in Alberta will
increase significantly.

In the alxsence of interconnections with NGTL, Alliance's 44 receipt points will
provide the only physical connections through which gas supply can enter Alliance.
The Board notes that the Acoord provides for a framewark which is intended t
facilitate the construction of interconnections betvwean Allliance and NGTL. Ay such
interconnections would provide Alliance with access to a broader area of supply.
However, whether or not this occurs, the Board is of the viewthat the transportation
contracts provide strong evidence that adequiate supply will be available to the Alliance
Pipeline.

The RVIEC did not present a witness to support the evidence of Drunmond
Consuliing that was tendered in evidence. The Board thereupon indicated to the
RIVEC that its failure to present a withess to speak to that evidence could tell against
the R\VEEC in the weight to be attributed to it, a position which the RMIEC freely
adnowledged "\Wwould be a logical position that the Board may wart to take™.

The Board considers that this evidence should not be given great weight since it wes
in the nature of exqert evidence and No expert withess appeared at the hearing to speak
to it Tothe extent that this evidence has been taken into account, honwever, the Board
does not believe that it impeaches the evidence put forward by Alliance regarding the
availability of supply to the pipeline.

W\th respect to overall supply, the Alliance Project, together with approved expansions
o other pipeline systerrs, would provide an opportunity t increase natural gas
production in the VWWCSB from 161 10 °n? (5.7 Tcf) per year to nearly 190 10 °n¥ (6.7
Tcf) per year. Alliance alone would provide 14.2 10 °n? (05 Tcf) per year of
additional capacity. The Board finds merit in Foothills' suggestion that this will create
compdtition among pipelines for supply to an extent that has not previously existed, at
least initially.

As illustrated by Table 2-1, the Board is mindful that projections of overall supply are
inherently uncertain. The actual supply that is made available o the market will
depend upon producars decisions 1o develop supplies in the light of prevailing market
conditions. However, on the basis of evidence filed by experts on basin potential, the
Board is of the viewthat it is reasonable to expect that production fromthe WCB
can be increased to the projected levels.

The GLJ Study and the moast recent Sproule Study (1997) both conclude thet the
WCSB can sustain production levels in excess of 198 10 °n (7 Tcf) per year. Inthe
GLJ base case, production increases can netch groning dermand until 2011, at which
time rates of 227 10°n? (8 Tcf) per year wauld be achieved. In GLJ's sensitivity case,
production meiches growning demand throughout the study period (1997-2019) reaching
241 10°n? (85 Tcf) per year at the end of that period. The GLJ approach is a
somewhet simdlified analysis of the ability of the VWCSB to mest projected demand
Nonetheless, the analysis in GLJs base case is based on sound and reasonable
assumptions about ulimete potential, drilling activity, reserves to production ratios,
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decline rates, initial wall productivities, and resenves per wdl. \hile the Board agrees
that estimates of ultimete potential may increase in the future, it believes that the
assumption by GLJ in its sensitivity case that ultinete potential will grow & a rate of
25 per cent a year appears optimistic. Furthermore, this assunmption was not
supported by any substantial analysis or evidence.

The Sproule Study is somawhat more detailed than the GLJ Study, including, for
exanmyple, consideration of several financial paramgters. Honever, like the GLJ Studly,
it utilizes a non-equilibrium nodel in which gas dermand and price are extermnally
generated. The modklling results indicate an ability to produce in excess of 198 10 °n?
(7 Tcf) per year throughout the period exarmined (1996-2018).

In sumary, the Board recognizes that the approval and construction of the Alliance
Pipeline Project could result in pipeline capacity leading supply for a period of time.
The "lumpiness™ of investmant in a project such as this, along with the related shipper
oconmitments to Alliance, may result in some temporary offloading from ather pipeline
systerrs, necessitating some period of refill. Honever, it is inherent in the nature of
any greenfield pipeline that the investmeant must be large enough o take advantage of
econommies of scale. The Board acoepis that Alliance has made a credible case that, on
a longterm basis, overall supply will be sufficient to sustain reasonable utilization
rates of the Alliance Pipeline and of other pipeline systenrs transporting natural gas
fromthe WCHB.

23 Markets
Views of the Applicant

Alliance stated that the main objective of its Project is to provide incremental capacity fromthe
WCSB to the US. market centre in the Chicago area and to other connected markets.  Alliance argued
that there is demand for incremental Canadian gas supplies and that there is a need for its Project to
provide additional export capacity fromthe WCSB.

In support of its application, Alliance provided a market study prepared by the Reed Consuliing Group
('Reed”). The Resd Study focused on the Chicago area and markets accessible fromthat mearket
centre. The Alliance Project is intended to interconnect with three mgjor pipelines: ANR FPipeline
Company ('ANR'), Midwestem Gas Tranamission Comparty, and Netural Gas Pipeline Company of
Anrerica. Alliance indicated that there is approxinmetely 123.2 10 °n/d (4,350 MIVEF/d) of take-anay
capecity fromthe Chicago Hub, including two mgjor LDCs (Peoples Gas and Light and Narthem
lllinois Gas Company). The physical capacity on the connecting interstate pipelines was not provided.
The Reed Study also noted that there are a numiber of proposals to construct new pipeline connections
that would mowve gas fromthe Chicago market centre to markets in the US. Nartheast and Atlantic
Seaboard regions.

Reed developed its market assessmant by using published projections of gas demand prepared by the
Gas Research Institute ('GRI™), the US. Energy Inforation Administration ('EIAY), the Arerican
Gas Association ("AGA), and Natural Resouroes Canada. The study exarmined natural gas demad
forecasts published in for all regions that Alliance considered to be accessible to its Project for the
1995 o0 2015 period. The study incorporated most census regions in the US.,, including the South
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Atlantic and Guif Coeast regions, although it excluded the Mountain and Pacific market regions. Table
2-2 sunmarizes the demand forecasts for those market regions accessible to the Alliance Project.

Table 2-2
U.S. Market Demand Forecast (Reed Study)
10°n? (Tch)
Year Minimum Average Maximum
1995 Base Demad 3294 4387 5143
162 (1548) (1815)
2000 Forecast Demard 4959 5305 5603
@750) 872 @ao.77)
Amual Gronth Rate 85% 39% 17%
2005 Forecast Demard 556.1 5880 5960
(1962) (20.75) (2103)
Amual Growth Rate 54% 3.0% 15%
2010 Forecast Demard 6003 6415 6613
(2119 (22649 2339
Amual Growth Rate 41% 26% 17%
2015 Forecast Demard 6753 6938 7123
2383 (24.49) (2519
Amual Growth Rate 3.7% 23% 16%

These forecasts yield growth rates of 39 per cent and 2.3 per cent for the 1995-2000 and 1995-2015
periods, respectively. Moaost of the growth is expected to occur in the eleciric generation sector as a
result of deregulation and restructuring toward a competitive market.  Retirement of uneconomic
generating capecity and the developmeant of efficient gas-fired combined-cycle generation units is
expected to increase demand for gas.  Alliance contended that fuel efficiencies for gas-fired plants tend
1o be about 50 per cent higher than coal-fired plants (10.5 MI/kKWh or 10,000 Bt for coal versus
6.8 MI/K\Wh or 6,500 Biuk\h for gas) which makes gas competitive, even if its price on a heat-
equivalent basis were higher.

The Reed Study also analyzed the market potential by utilizing five different scenarios of the market
share that Canadian gas is likely to capture: (i) a 14.3 per cent share of the total US. market as per its
1995 share; (i) a 46 per cent share of the incremental US. market; (jii) market share besed on a
forecast of Canadian exports, assuming a Canadian market share ranging from 136 per cent in 1995 to
15.3 per cent in 2000; (iv) market share based on relative gas production and reserves; and (V) the
Canadian market share of the U.S. market that would be necessary to fully utilize incremental capacity
provided by the Alliance Pipeline.

Based on an assessment of the likely outcomes with respect to market share in these scenarics, the
Read Study suggested that Alliance's capacity would be needed oy 2000 or shortly thereafter, even
assuming that the 1998 Foothills/Narthemn Border expansion wes completed in advance of the Alliance
Project coming on stream

22 GH-3-97



The Reed Study concluded that, with increased market liquidity and by means of displacemert,
exchange, and backhauls, Canadian supplies will have access to markets cunrently senved almost
exclusively by US. gas supplies. Alliance explained the mednanism by which badkhauls could wark,
using St Louis as an exanmple. Gas on ANIR, originally destined for Joliet, could be exchanged in St
Louis for gas delivered to Joliet via Alliance. Alliance led evidence to indicate that this exchange
would not result in any incremental cost, but that a sall service charge (one or two cents per GJ or
MVBU) might be levied.

In response to an undertaking taken during cross-examination, Alliance provided an updated demand
projection based on the EIAS 1998 Ammual Energy Outlook (Table 2-3).

Table 2-3
U.S. Market Demand Forecast (Reed Study Update)
10°m? (Tch)
Year Minimum Average Maximum
1995 Base Demad 5030 5030 5030
@r.7s) @r.7s) @r.7s)
2000 Forecast Demard 5385 5519 5654
(1901 (1948) (1995)
Amual Growth Rate 16% 18% 24%
2005 Forecast Demard 5879 6039 6200
(20.75) (2131 (21.83)
Amual Growth Rate 16% 18% 20%
2010 Forecast Demard 6417 6604 6791
(2265) (2330) (23906)
Amual Growth Rate 16% 18% 20%
2015 Forecast Demard 6990 7183 7376
(2467) (25.35) (2603)
Amual Growth Rate 17% 18% 190

The revised outlook uses only GRI and EIA projections, resulting in loner growth rates in demand
than those indicated in Table 2-3. Alliance also recognized that the incremental approved export
capacity would be 31.5 10°nTAr (1,110 Befiyr) by 2000, including that provided by its ovwn Project.

In its market analysis, Alliance estineted capacity on its system as 375 10 °ni/d (1,325 MIVEf/d) plus
an estimated Authorized Overrun Service of ten per cent, yielding a capacity of 409 10 °nv/d

(1,445 MVLR/d) for an annual throughput capability of 15.1 10 °nt (532 Bcf).

Uking the market shares in scenarios 1 and 2, Alliance projected that it would have a 55 to 65 per cent
utilization rate in 2000 and a 100 per cent utilization rate in 2005. Altematively, Alliance would have
0 capture 14.2 per cent of the market share in its seven market regions for full utilization in 2000,
compared 1o the 9.3 per cent for which Canadian gas accounted in 1995 (scenario 5). The market
shares with respect to scenarios 3 and 4 were not submitted with the update.
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Alliance stated that it was not privy to the details of the marketing efforts or dovwnstream
transportation arrangements madke by its shippers, but expects that its shippers will either sell to end-
users in Chicago, access transportation senvice on existing pipelines, enter into swaps/exchanges, or

access transportation on new pipeline facilities.

Incremental gas markets may exist in Ontario due to the potential closure of nuclear generating
stations. Alliance's assessmant is that not all of these plants will retum o service because they will
not be economical sources of power generation.  Alliance estimated the incremental natural gas market
for electricity generation in Ontario to be between 493 and 7.03 10 °niAr (174 and 248 Bcfir).

Alliance argued that Canadian gas will be competitive with US. gas. Alliance sunmised that US. gas,
particularty fromthe Guif Coast, vwould have production costs that are approxinmetely double those

fromthe WCB, which would make Canadian gas mare atiractive in the Chicago market In
conclusion, Alliance argued that gas flowning on its systemwould capture additional market share in

the US,, bath in the Chicago market and in other connected markets.

Views of Internvenors

Foathills was of the viewthat Alliance's demand forecast was overly optimistic.  Foathills examined
all recentty-approved natural gas exqort expansions (TCPL 199697 and 1997/98, Foothills 1998
Eastemn Leg BExqansion, and Mharitimes & Northeast Pipeline) and concluded that the Alliance Project
was not necessary 1o satisfy the expected incremental demand in the near tem Foothills noted that
the Board had approved additional export capacity of 86 10 A (304 Befiyr) to Midwest markets
and an additional 7.65 10°nAr (270 Bcfiyr) to Nartheast markets. Adding the planned Alliance
volumes of approximetely 15.1 10°mAr (632 Befr) waould result in the addition of 31.3 10 °niAr
(1,106 BctAyr) of export capacity by the year 2000.

Foathills examined incremental regional demand, based on evidence provided by Alliance in an
appendix o the Reed Study. After some intermediate calculations, Foothills showed its estinete of
incremental demand, relative to 1995 (Table 2-4).

24

Table 24
US. Incremental Demand Forecast (Foothills)
1°m*Ayr (Bcfiyr)
U.S. Market Region Incremental demand Incremental demand
2000 2005
Midwwest 1065 (376) 294 (1,038)
Northeast 7.82 (276) 173 (612)
GUIf Coast 9.78 (345) 263 (928)
Sauth Aantic 160 (565) 287 (1,013)
Total 44.26 (1,562) 101.8 (3592)
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Foathills concluded that Canadian exports would need to capture 71 per cent of all incremental US.
demard if the new pipelines, including the Alliance Pipeline, were to operate at a 100 per cent
utilization factor in the year 2000. Foathills also suggested that the Midwwest and the Nartheast were
the only market areas directly connected to Alliance and that Alliance would need to capture 170 per
cent of the market incremant in these two regions to attain full utilization. In other waords, significant
displacement of US. supply would have to take place in these markets. This waes disputed by
Alliance, which indicated that gas carmied by Alliance could access the Guif Coast and South Atlantic
markets by exchange and backhaul, and that there could be some displacemeant of US. gas in these
two regions.  Alliance acknowledged, however, that the Reed Study was not in any way besed on
discussions of the US. market with Alliance shippers.

Foathills stated that price differentials (in Anrerican dollars) between Chicago and New Yark averaged
about $0.31/GJ or $0.33/MVB during the Septermber 1996 to March 1998 period, wheress
information extracted from ANRs welssite showed tolls on proposed pipelines from Chicago to New
Yark of $0.82 to $0.98/GJ or $0.86 to $1.03/MVBw. Foathills contended that ges would not floww on
these pipelines as the price differential was sulbstantially less than the toll.  Alliance meintained that
the New YYak price would likely rise, but did not come to a finrm condusion regarding the megnitude
of the increase.

Foathills filed a study by the Brattle Group entitled *'An Assessmant of the Inmpect of the Alliance
Project and its Innplications for Foothills Pipe Lines Ltd". This assessmant concluded that there is no
incremental market demand to support the Alliance Project. Moare specifically, it argued that the Reed
Study had three mgjor flaws: (i) it ignores the effects of additional capacity being provided by TCPL
and Foothills/Narthem Border expansions prior to Alliance's in-service date; (i) the market area is too
broad; and (jii) the study contains numerical and conceptual mistakes. It questioned the definition of
the market area, the measuremant of base year demand, and market share assuntions. The Brattle
Group Study concluded that only the Midwest and the US. Northeast should be recognized as
potential markets for Alliance.

Foathills concluded that, if the Alliance Project were approved and built on schedule, there would be
excess export capacity fromthe WCSB to US. markets. Fooathills therefore argued that some existing
pipelines, including its own, would be underutilized for a significant period of time until market
demand caught up with pipeline capacity. Foathills asked the Board to take this potential impect into
account in meking its determination on the application.

Views of the Board

The Board notes that a project like that applied for by Alliance must attain a mininum
scale in order 1o be viable. The addition of a new large-dianmeter pipeline will, of
necessity, result in large volumes of gas suddenly coming onto the market.

The Board tends o agree with Foathills that, with the current expansions of Foathills
and TCPL, the US. Midwest market will be well served by Canadian gas supplies.
With the addition of the Alliance Project, it is likely that Canedian ges will have to
mowve to US. markets further east and south through existing and new pipeline
connections, and through displacemeant sales.
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The Board expects that additional Canadian gas will be sold in markets in both the
US. Northeast and Eastern Canadi, either directly through interconnections with the
Alliance Pipeline or indirectly through swaps and exchanges. The Board also acoepts
that some gas may be marketed in norHraditional markets such as the South Atlantic
and Guif Coast. Howewver, these latter sales will tend to be short-term and not
necessarily indicative of sustainable market sales. In the Board's view, the inclusion of
these non-traditional markets in Alliance's market assessmart is not warranted at this
time given the pattem of gas sales in the Narth Airerican gas market.

Canedian gas will probably displace some U.S~sourced ges in the Midwest market
and, as a result, Canadian gas may gain a large share of the incremental demand in
this market. Production costs in the VWCSB compare favourably with production costs
in US. basins and recent history indicates that Canadian gas has the potential to
capture a large share of the gronth market in the US. Howewver, this may be achieved
only if Canadian producers are willing to compete aggressively on the basis of price.

The Board is satisfied that markets will be sufficient to support the Alliance Pipeline
over the life of the Project. Canadian gas producers have demonstrated that they can
ocompete successfully in US. markets and the long-term outlook for gas demand in the
US. appears to be robust. The financial conmitments of the Alliance shippers to the
Project provide strong evidence that the market will be adequate. The Board
recognizes the shippers’ business expertise and their confidence that the market
opportunities merit the iNvestments to which they have committed.

The Board accepts that it may initially be difficult to market the large incremeant of gas
able to flowinto US. markets, and that capacity on the Alliance Pipeline or on
existing pipelines may nat be fully utilized for some time following completion of the
Project. The poassibility of some period of underutilization is inherent in launching a
large-scale greenfield natural gas pipeline.

24 Shipper Commitments and Project Financing
241 Shipper Commitments

In the fall of 1996, Alliance conducted an open season for the subscription of fifmtransportation
service on its proposed pipeline. This process resulted in sulascriptions being taken by 37 shippers for
368 10°n/d (1,300.3 MVLEf/d) or approximetely 98 per cent of the available firm capedity for tenrs
of 15 years.

Alliance filed pro fonma oopies of both the Precedent Agreemeant that had been entered into by each of
the shippers and the Transportation Service Agreemeant that would be executed once the conditions
precedent have been mat. The Company also reported that comparable precedent agreements for
metching capecities had been executed by Alliance Pipeline LP. and shippers on the US. portion of
the pipeline.

Alliance initially reported the open season results in aggregate terms, arguing that the Project would be
adversely impeded if the identities of the shippers and the details of their commitments were to be
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publicly disclosed. This position was challenged by certain of the intenvenors and was the subject of a
pre-hearing nation.

The Board was not persuaded of the need for confidential treatment and directed Alliance to provide a
listing of the shippers and the respective individual contracted capacities. This listing has been
reproduced as Table 2-5.

Under the termrs of the Transportation Service Agreermant, shippers are required to pay the applicable
demand charges regardless of the volumes actually tranported on the pipeline.  Alliance reported that
the 98 per cent subscription level translates into an aggregate financial commitment to the Project of
approximetely $4.7 billion during the first 15 years. Vhen the corresponding conmmitmeants relating to
the US. segment are included, shippers have mede commitments to pay approxinetely $3.2 billion
(Canadian).

Alliance submitted that shipper subscriptions and the attendant commitments to pay dermand charges,
which were made in the face of other existing and propaosed transportation options, represent a solid
endorsement of the Project and constitute conmpdling evidence of the need for the new pipeline
capacity that it would provide. This pasition wes backed by CAPP, the WRG, and certain other
intervenors, including individual Alliance owners and shippers.

242 Project Financing

The capital structure of the Alliance Project is anticipated to be 30 per cent equiity, consisting of the
general and limited partner contributions, and 70 per cent debt. The Company is targeting an annual
rate of retum of 12 per cent on equity and estimates an annual effective interest rate of 6.70 per cent

To ddtain its debt financing, Alliance and its financial advisors, Gddmen, Sachs & Co and
SootiaVeLeod Inc., actively marketed the Project within the banking comunity. The Project wes
pronmoted on the basis that 37 shippers had signed 15-year transportation contracts for 98 per cent of
the capacity, that the proposed tll structure of the pipeline reflects a reasonable allocation of risk
between the pipeline and its shippers, and that the Project offers a compatitively-priced, market-
responsive service.

Alliance indicated that it had firm cormitments for all of the equity, and that its lenders have
undervuttten all of the debot financing on a non-recourse beasis.

During the proceeding, Foothills requested that Alliance be required to produce its commitmeant letter
o the banks so that the Project's financing arrangements could be effectively tested.  Alliance argued
that provision of the requested document could put it at a competitive disadvantage because of its
sensitive nature. The Board took the positions of both parties into consideration, exercised its powers
pursuant 1 section 16.1 of the NEB Adt, and peritted the letter to be filed with the Board ona
confidential basis. The Board also directed Alliance to produce a sumary of the letter for the
hearing record.

No concems were raised about Alliance's ability to finance the construction and operation of the
pipeline.
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Table 2-5

Alliance Pipeline Lid. Shippers

(as of 21 January 1998)
Contracted Capacity
Shipper Name 10°nv/d M\Vet/d
[~&wakeasrg _____________________________ | 1641  500]

ANR Alliance Transportation Services Comparny 41288 145.75
Apache Canada Ld. 1416 5.00
Beau Canada Exploration Ltd. 5297 1870
Cabre BExploration Lid. 2833 1000
Canadian Hunter Exploration Ltd. 14164 5000
Canadian Natural Resources 7032 2500
by its Managing Partner
Canadian Natural Resources Limited
Canadian Occidental Petroleum Lid. 4249 1500
Chaunvoo Resources Lid. 21246 7500
Chewvron Canada Resources, a Partnership by Its 8498 30.00
Menaging Partner, Chevron Canada Resources Limited
The Consumers Gas Company Ltd. 21246 7500
Cordeca Corporation 14589 5150
Qrestar Energy by 1ts Vanaging Partner 14476 5110
Crestar Energy Inc.
(Including Grad and Walker Energy Corporation)
Duke Energy Marketing Linited Partnership 8498 30.00
Duke Energy Resources Vanagement Company 19050 6725
Encal Energy Ltd. 5666 2000
Gult Canada Resources Limited 14164 5000
IPL AP Holdings (US.A) Inc. 8498 3000
MAPCO Carada Energy Inc. 2833 1000
Newport Petroleum Corporation 2125 750
Northstar Energy Corporation 566.6 20,00
Penn West Petroleum by its Managing Partner 1416 500
Penn Vst Petroleum Lid.
Petro Canada 24079 8500
Pinnacle Resources Ltd. 2833 10.00
Poco Petroleums Ltd. /082 2500
ProGas Limited 18413 65.00
Ranger Oil Limited 7932 2800
Remington Energy Ltd. 566.6 2000
Rigel Ol & Geas Lid. 4249 1500
Rio Alto Exploration Ltd. 2125 750
Star Ol & Gas Ltd. 1133 400
Summit Resources Limited 4249 15.00
Talisman Energy Inc. 566.6 20,00
Tarragon Oll & Gas Limited 4249 1500
Union Gas Limited 22662 80.00
\Estcoast Energy Inc. 18696 66.00
Wintershall Canada Ltd. 850 300

Total 36834.6 1300.30
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Views of the Board

V\hen shippers make long-term commitmeants by signing transportation contracts, they
have obviously concluded that these commitments constitute the best use of their
available capital in comparison o other options. The evidence presented by Alliance
has satisfied the Board that shippers committed to the Project after a thorough
assessiment of the value of the propased transportation service and the associated risks.

Given the importance of the shipper commitments in support of this application, the
Board will include in any certificate which might be issued a condition requining
Alliance, prior to the commencement of construction, to subit an affidavit confinming
that Transportation Service Agreements have been executed for the subscribed
capecity.

Onthe besis of the evidence presented, the Board is satisfied with both the ability of
Alliance and its partners to finance the Project and the proposed debt/equity structure.

25 Economic Feasibility of the Alliance Project
Views of the Applicant

Alliance argued that the hearing record clearty demonstrates that its Project undennent an extensive
and thorough review and assessmeant by the market. Alliance was involved in an intense competition
with proposed altematives and the Alliance Project wes chosen by the marketplace, as evidenced by
the $8.2 billion that shippers have committed to pay to Alliance through the firm long-term
transportation contracts which they have signed.

A broad spectrum of owners, including producers, pipelines, and public and institutional iNvestors,
have committed to provide the equity. The evidence indicated that lenders had undervwritten all of the
debt financing on a norHecourse basis, and were in the process of successful syndication of those
loans.

Alliance also argued that it had provided sufficient evidence with respect to the availability of gas to
its pipeline and with respect to the markets to be served by the Project.  In conclusion, Alliance
requested the Board to find that the market has warked effectively and that Alliance has satisfied the
econaric feasibility test

Views of Internvenors

W\H submitted that there was no refuting the proposition that the Alliance Pipeline would be used at a

reasonable level for the foreseeable future, and that the demand charges vwould be paid. VWH argued
that the Board should find that the Project is economically feasible and justified.

The WCPG nated that producers exoressed confidence about supply, markets, and economic
feasibility, not by wwiting reports, but by writing cheques. The WCRG submitted that the Board can
and should rely on these commitments and exqressions of confidence to conclude that Alliance has
satisfied the econorric feasibility requirements.
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As discussed in section 2.1, some parties madke submissions regarding the appropriate test of economic
feasibility. Howewver, none of these parties actually argued that Alliance had failed to demonstrate that
its Project was economically feasible.

30

Views of the Board

The Board finds that the Alliance Project is economically feasible; i.e. that the applied-
for facilities are likely to be used at a reasonable level over the life of the Project and
that the dermand charges will likely be paid.

As previously discussed in this chapter, the Board recognizes that, with the conpletion
of the Alliance Project, total take-away capecity fromthe WWCSB may exceed the
ahility or willingness of natural gas producers to supply gas at prevailing market prices
for some period of time after the pipeline is constructed. The Board is satisied,
however, that the Alliance Project will be economically viable. By its actions, the gas
producing comrunity has demonstrated strong support for an altermative transportation
system Canadian natural gas producers have repeatedly shown that they can compete
effectively in US. markets and that they can increase gas production in response
market demand. The evidence provided by Alliance with respect to shipper
conmitments to the Project and the anticipated financial commitments by the banking
conmrunity provide the Board with confidence that there is strong conmmrercial support
for the Project
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Chapter 3

Potential Commercial Impacts

Allarge project like that of Alliance can potentially have significant conmrercial inmpeds on third
parties. These impacts could be beneficial, such as by providing increased choice and conmpetitive
benefits to parties other than the shippers on Alliance. They could also be negative, such as
offloading gas volumes on existing pipelines, therely creating financial hardship for the shareholders
and/or the customers.

This chapter addresses: (i) the potential impact of the Alliance Pipeline Project on conmpetition and on
netback prices to gas producers; (ii) the potential inpadts on existing pipeline companies; (jii) the
potential impacts on the Alberta petrochemical industry; and (iv) concerms about domestic acoess to
natural gas supplies.

31 Competition and Netbacks
Views of the Applicant

Alliance nmaintained that its application was about competition.  This includes alloning markets to
work, moving anay from nonopoly, and offering producers altemative access to markets.  Alliance
contended that its Project is fundamentally driven by the need for additional natural gas capacity from
the WCSB to available markets, and by a desire to provide a competitive altermative to the dominant
Canadian natural gas pipelines that curently provide transportation out of the basin.

As a "'paradigmshift in energy transportation', Alliance planned to achieve its conmpditive objectives
and hoped to establish a price connection betvween Chicago and Enpress.  Alliance estimated that the
industry has been foregoing betvween $3.5 billion and $6 billion a year because of lovww gas prices.
Alliance suggested that it would provide significant benefits to the natural gas industry through
increased netback prices to producers.

Alliance stated that one of its main goals is to create fundamental change in the pipeline industry,
whereby pipeline capacity leads supply instead of lagging supply as in the past  Alliance noted that
Dr. Carpenter, a witness for Foothills, affirmed that some excess capecity, and the attendant costs, are
acoeptable and that stranded costs must be dealt with on a case-specific basis. He testified that spare
capacity provides flexibility and is not necessarily a waste of resources. The WCSB hes generally
been unable to avoid gasto-gas compdtition due to a lack of spare capacity.

Alliance also noted that Dr. Carpenter stated that the public interest is served by maximizing the value
of gas production in the WCSB.  He explained that if gas production value is to be maximized, the
objective should be to optimize the quantity of pipeline capacity needed to connect prices in the
WCB with dovwnstream market prices, and not necessarily to minimize pipeline costs.

Alliance submitted that it will be serving the public interest by building sufficient capacity to connect
prices in the WCSB with downstream market prices and by meximizing the value of gas production.
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Alliance suggested that it will provide a single, direct route from producer to consumer, resulting in
greater certainty in terms of cost, timing, and security.

Alliance referred to the Accord, which states that TCPL and NGTL are supportive of competition.

The Accord acknowledges that fostering comypetition in the pipeline industry is good public policy in
termrs of the VWC3B, even though a role for regulation remains.

Alliance encouraged the Board t decide that comypetition can and does wark within a regulated
environmant, and that the market has operated s0 as to create competition and to create a market-based
solution to the VWCSB cgedity constraint.

Views of Internvenors

A number of parties also supported the competition that Alliance would bring to the gas transportation
Sector.

The 40 members of the WCRG were united in their unconditional support of the Project
notwithstanding their diverse interests.” The VWCORG subiitted that newv additional export capacity out
of the WCSB waould assist V\estem Canadian producers in obotaining higher prices for their gas. The
WG aso argued that the presence of Alliance as a competitive altermative would promote
innovation and efficiency in the gas pipeline sector.

In CAPPs view, supporting market choice would be consistent with the Board's views on competition
as expressed in MH2-972: the market should be penitted to operate; undue influence on the market
should not be exercised by any individual or sdll group of individuals; and maost importanily,
shippers must be permitted to exercise the choice o have access to altermative means of getting their
products to market.

CAPP pointed out that the Accord recognizes the benefits of pipeline competition and facilitates
resolution of conmpdtition issues. 1IN CAPPs view, the Accord, and the intention of the parties who
signed it, lays the foundation for an industry solution to many of the issues before the Board.
Acoording to the WRG the best solutions are market-driven, industry-detenmined, and competitive,
even though a need for regulatory oversight remains.

As stated in the Aococord, CAPP emphesized that there must be some reasonable amount of spare or
duplicative pipeline capacity which can create compdtition. Without that capacity, competition is non-
existent, because shippers have no choices at the margin.

IPLE and PanCanadian Petroleum Lid. ('PanCanadian’) noted that the competitive service that

Alliance is offering has several benefits that may not be available on other pipeline expansions: (i) it is
a fieldgate-to-citygate service capable of handling rich gas; (ii) it is a direct transportation service from

1 The WCPG comprises 40 producers and marketers of natural gas from the WCSB and includes Alliance owners and non-
owners and Alliance shippers and non-shippers. Refer to page (X) for a list of the members.

2 NEB Reasons for Decision dated October 1997 on an application dated 12 May 1997 by Novagas Canada Ltd. requesting
that the Board inquire into the practices of Westcoast Energy Inc. with respect to gas shipping arrangements at Taylor,
British Columbia (MH-2-97).
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northeastem B.C. and northwwestem Alberta to Chicago; (jii) it applies innovative technology that
provides econormic transportation; (iv) it is a negotiated package of tenmrs and service; and (V) perhaps
most importantly, it would provide a competitive influence on other pipelines.

In CAPPs viewy, “'competition™ is not just a mantra; it is an essential activity that pronmotes economic
efficiency and provides significant benefits, whether or not the industry in which the comptition takes
place is regulated. PanCanedian stated that Alliance's competitive impadt was one of several
oconmrercial considerations of shippers when they elected to conit to paying the dermand charges for
service on Alliance. PanCanadian supported Alliance because it would likely result in more choice
pipelines is healthy and essential to the future well-oeing of the producing industry.

IPLE submitted that competition in the pipeline business occurs when pipelines vie for subscription to
new capacity and that, in this instance, the market has indicated its support for the Alliance Project
IPLE noted that, despite Alliance’s size, the neww capacity is still sl relative to the existing pipeline
capecity. The market power of the incumbent pipelines is still strong, indicating that fully developed
pipeline-onipeline conpetition will take time

Comumers Gas indicated a preference o encourage competition among TCPL and ather transporters,
particularty in relation to tolls. Ore of the gas supply objectives of the comparny, which sources the
mygjority of its gas supply in V\éstern Canada, is to diversify its portfolio of transportation service
agreemants.  Portfolio diversification enhances security of supply and provides altermative
transportation paths to the company/s franchise areas.

Union Gas remarked that the Alliance Project is unigue because it gives Eastern Canadian markets a
compdtitive alternative source of transportation while, at the same time, alloning Westerm Canadian
producers the opportunity to capture the incremental Canadian market

Gaz VEtropolitain also suggested that Alliance would improve security of supply, although this might
occur at the possible expense of mediumterm upward pressure on Canadian gas prices.

Some parties did not believe that the Alliance Project would necessarily have beneficial effects for
producers and others were concamed about the impadt on consumers.

TCPL ad Foathills did not agree that the Alliance Project would lead to increased gas prices in the
WCEB. TCPL noted that at the time Alliance went to the market for capacity conmitments on its
proposed system, in early 1996, the industry was characterized by basis differentials in the

$1.80 (US)) range betvween prices in Alberta, as measured at the Alberta Energy Company trading
hub, and prices in the Chicago area, as measured by prices posted on the New Yark Vercantile
BExdhange (NYVEXY). At that time, supply deliverability in the VWMCB significantly exceeded
pipeline capacity out of the VWMCSB by about 14.2 10 °ni/d (500 MIVEF/d).  Alliance shippers were
mativated by the prospect that the Alliance Project would narrowv price differentials and increase
netback prices.

In TCPL's view, recently added and upooming pipeline capacity has already closed price differentials
dramdtically fromthe $1.80 (US.) range. TCPL stated that a recent check of the  Canadian Gas Price
Reporter revealed a forward market differential of 52 cents (U.S.) betvwween Empress and NYIVIEX
TCPL aomitted that the target Alliance promaters were aining for had already been reached.
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Foathills agreed that the market already indicates that basin prices have been connected. Through its
witness, Drx. Carpenter, Foothills stated that current forecasts of natural gas demand in the US.
Midwest indicated that dermand will be inadequate to support the Alliance Project once already
approved projects are taken into account. Foaothills contended that if the Alliance Project was built, it
would likely result in excess capacity to the Vidwest and have significant displacemant effects. This
excess capacity would, in tum, likely result in reduced netbbacks to Alberta relative to whet they would
have been in the abbsence of Alliance.

The Industrial Gas Consumers Association of Alberta ('IGCAA) submitted that, while the
development of increased competition may be desirable, consideration should be given to the potential
impacts on Alberta gas usars. The IGCAA wes conoamed that the Project could result in an increase
in prices to Alberta industrial gas users. In the IGCAAS view, the developmant of competition in a
regulated industry demands careful consideration of all parties' interests.

In TCPL's view, the Accord more closely aligns the interests of the pipelines with their stakeholders.
TCPL bdieves that it represents the creation of a platformfor the development of both effective
incentives for pipelines to expand sooner and competitive pressures upon pipelines’ cost control, all
towards the continued competitive positioning of the VWCB.

The Consumears Coallition of Alberta ('CCA), supported by the Native Canadian Petroleum
Association, expressed concem that Alliance will increase gas costs to Alberta customers of natural
ges LDCs. Alliance agreed that the impect of Alliance on the Alberta customer might be an increase
of as much as $060/&J. The impact on an average residential custormer using 150 GJ of gas per year
would be an increase of approximetely $90 per year based on a $0.60/E] price increase. For 500,000
residential customers, the province-wide impact would be $45 million per year.

The CCA argued that it was unable to understand howv anyone could suggest that the residential
customer in Alberta would be well senved by the Project. It would not be convenient to that public
nor is it necessary 1o that public that the Project be approved. The GCA suggested that non-esidential
customers of natural gas would also be adversely impacted.

Views of the Board

The Board is of the viewthat Alliance is a wall-conceived project that will provide an
innovative altermative to the existing gas transportation infrastructure. \While difficult
o measure, the Board believes that there will be large long-term compdtitive benefits
fromthe Alliance Project. The Board agrees with those parties Who argued that
Alliance will provide benefits by offering producers an altermative transportation
service and by increasing competition among pipelines.

The Alliance Project is strongly supported by natural gas producers in the WCSB wiho,
through CAPP and the WORG, expressed thelr desire for choice. The desire for
ocompdtition and choice is also clearty recognized in the Acoord by gas producers,
NGTL, and TCPL. Alliance also appears to have received support from retural gas
LDGs in Easter Canada

It is difficult to predict the specific impact that the Alliance Project will have on gas
prices in Alberta and on producer netbacks once it is built. The Board believes that,
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in the long term, the Alliance Pipeline will help ensure that there is adequate
transportation capacity fromthe VWMCIB to the mgjor market centres and that the
pipeline will have a positive impact on producer netbacks.  In the short term it is
possible that Alliance might even reduce netbacks to producers, relative t whet they
might be in the Project's albsence. However, such a result would be a consequence of
the lumpy nature of the Project which would result in a very large addition to gas
export capacity upon start-up.

The Board is of the viewthat the long-term comypetitive benefits of the Alliance
Project will be significant and will extend beyond those directly participating in the
Project as ovwners and shippers. Arguably, the presence of Alliance has already
contributed to positive changes in the natural gas transportation industry. The Aococord
indicates that NGTL and TCPL are supportive of and prepared to adapt to increased
compdtition.

3.2 Potential Impacts on Existing Pipeline Infrastructure
321 NOVA Gss Transmission Ltd.
Views of NGTL and Supporting Intervenors

At the outset of the hearing, NGTL wes opposed to approval of Alliance's application. However, after
signing the Aoocord, NG TL modified its position.  In final argument, NGTL stated that it neither
supported nor opposed the Alliance application, but wanted to dravwthe Board's attention to its
remeining concems respecting the duplication of laterals on the Alliance Pipeline with NGTL's
laterals.

NGTL argued that there would be inadequiate supplies of gas at the 35 commmon NGTL and Alliance
receipt points. NGTL provided evidence demonstrating that it would take a minimum of six years
from Alliance's originally proposed in-service date for sufficient additional supply to develop at these
receipt points to fully utilize both NGTL's existing facilities and the Alliance Pipeline. NGTL noted
that its system has been designed, approved, and constructed according to the meximum floww of ges
which NGTL expeded to be available inmrediately upstream of each receipt point. At the time that
NGTL's facilities were constructed, there was no expectation that other competing facilities might be
built in the same aress.

NGTL stated that, while the Accord may not address all of NGTL's specific concems respecting the
Alliance Project, it may result in the reduction of duplication of laterals. NGTL confirmed that the
Acoord states that costs associated with lovwer utilization of existing facilities on its system as a result
of the construction of Alliance are 1 be included in NGTL's rates. NGTL also acknowledged that it
is willing to resolve any outstanding issues with respect to potential underutilization and
interconnection betvween its system and Alliance outside of the hearing process.

AIMOooo wWas concamed that the configuration of the proposed Alliance Project would result in
duplication of existing facilities and would produce underutilization costs, particularly on the NGTL
system These costs could be potentially imposed on existing shippers on NGTL. Aimoco
reconTrended that the Board provide for a medhanism that sends the correct econoric signal to the
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Alliance, so that the Company would participate in the costs which would be created through the
duplication of facilities and stranded investment on the NGTL system

Amooo recommended that the Board recognize that construction of the Alliance Project could have a
negative impact on existing pipeline systerrs and that the Board address this issue by requiring
Alliance 0 set aside a contingency fund to help pay for any consequent underutilization. Amooo
argued that it is reasonable o require a company that is imposing costs on others to bear part of the
burden of those costs.

AmMoco argued that duplication, 1 the degree that it introduces competition in a regulated environmert,
is not a bad thing. However, to the degree that competition in a regulated environment duplicates
facilities, and a new entrant is operating under different rules, then it is reasonable to require a
transition medhanismsuch that the costs impaosed by the new entrant are shared equitably among the
stakeholders.

Although Amoao took some comfort thatt, through the Aoccord, CAPP and SEPAC have supported
AMoco’s concem relating to the underutilization of the NGTL system it maintained that the Accord
does not provide for cost-sharing by the various parties. To the extent that the Acoord imposes
additional costs on the remaining captive shippers on NGTL, without assigning any risk or
responsibility for those costs on pipeline shareholders, Amooo did not consider itself bound by the
Aocord.

AMooo cautioned the Board that the Accord should not be taken as providing a proper means for the
treatment of underutilization costs. The Accord does not provide any incentive for Alliance to
negotiate in good faith with NGTL ar to accept any good faith offer mede by NGTL. Amooo
submitted that it is up to the Board to provide such an incentive by recognizing Alliance's
responsibility for sharing in underutilization costs.

AMoads primary interest is that the principle of cost-sharing be recognized by the Board, not that a
specific dollar amount be detenmined.  Amoco felt that it vwould be reasonable If Alliance were to pay
for about half of any underutilization costs.

The IGCAA agued that the Board must consider the overall impeat and ranifications of the Alliance
Project on those using the NGTL system

Views of the Applicant and Supporting Intervenors

Alliance nmaintained that there would be no duplication of facilities. Alliance’s position was that it
would mowve ges that wes incremeantal to gas that wes already mouving fromthe WCSB.  According to
Alliance, NGTL is predicting growth of approxinmetely 56.7 10 °nv/d (2 Bcfid) at conmon
NGTL/Alliance receipt points. That growth is over and abowve the gas that is presently being moved
by NGTL through existing facilities.

With B.C. receipt points included, and NGTL's own figures for growth in production at the conmon
receipt points, Alliance argued that there would be sufficient incremeantal gas to fill 102 per cent of
Alliance's firm capedity in the year in which it starts operation, and 120 per cent in the next year.
Alliance contended that its pipeline could run entirely full without affecting the total volumes moving
onNGTL
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Alliance noted that, even if there were any merit to NGTL's fears of underutilization of its facilities,
NGTL would be allowed to recover the associated costs by its shippers, pursuant to the termrs of the
Acoord. After signing the Acocord, NGTL's only remaining concem with Alliance was the potential
duplication of gas gathering infrastructure, with respect to laterals only. Alliance stated that
negotiations on laterals would take place because it made financial sense for Alliance to prudently
pursue options t optimize the system If opportunities exist'™.

Alliance stated that the only potential impact on NGTL might be to limit future grownth.  Alliance
noted that NGTL hed adkonedged that if the Alliance Project were constructed, NGTL’s average
annual gronth would be reduced over the next several years, from4to 5 per cent to 2 to 3 per cent.

Alliance urged the Board to reach the following conclusions based on the evidence respecting the
potential for duplication of facilities: (i) there will be no duplication; (i) Alliance will provide a
different service fromthat provided by NGTL; (iii) any similarity of facilities will be justified by the
different service, by the need for choice and a compditive altermative to NGTL, and the operation of
the market; and (iv) Alliance will only impect the gronth of NGTL, not existing facilities.

Duke agreed with Alliance in suggesting that both NGTL and Alliance will operate at full capacity
after Alliance is built

W\ith respect to Amoads proposal to establish a contingency fund to cover stranded costs on NGTL,
Alliance argued that NGTL's withdrawal of its evidence removed the evidentiary basis for Amoods
position.  Alliance argued that the proposal of Amooo ad its expert witness, Dr. Safir, did not make
sene. Bven if there were costs that could be ascribed to duplication of facilities, the evidence wes
cClear that there would also be very substantial benefits accruing to all producers as a result of
increased take-away capecity. A contingency fund set up to compensate only for the costs would be
inherently unfair.

Alliance’s witness, Mr. Engbloom, stated that any compensatory scherme would discourage new
entrants fromseeking entry into the market, thereby constraining the introduction of desirable
compdtition among pipelines. Secondly, any discipline on costs and service offerings provided by
potential newv entrants would be muted or eliminated if the pipelines which were unsuccessful in the
compdtition wwere protected from aompetition.

The WCPG argued that, If costs wwere to be shared, then it would logically follovwthat Alliance should
also share in the benefits that its Project would provide to other parties. According to the WRG,
NGTL shippers would actually be better off if some of NGTL's projected load growth were absorbed
by Alliance because it would reduce NGTL's requiired capital expenditures and the need for toll
increases. The VWG subimitted that Amoads requiest for a cost=sharing mednanismshould be
rejected.

IPLE noted that conmpdtitors often claimthat others duplicate the services that they can provide. The
example was given that 7-UP does not duplicate Coke; it offers an altemative. IPLE argued that the
same principle applies in this case. The industry would be best able o resolve the issues surrounding
the interconnection of facilities and minimization of duplication if the threat of altemative facilities
were credible.
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IPLE submitted that the proposals for stranded asset charges have not been thought through and are
unvworkable. Under the scheme propased by Amoco, Alliance shippers would bear a front-end cost
that may be incurred on other systen's as a result of stranded assets. Bven though Amocoo only argued
for the principle of a contingency fund, this contingency liability vwould be a real cost that would be
bome by Alliance's shippers.

In IPLE’s opinion, a contingency fund would hinder a competitive entrant, which is at a conpetitive
disadvantage to begin with against an incumbent service provider. In short, it was argued that it
would send the vwrong price signal and would remove the comptitive threat.

AMOooo accepted that NGTL did not have an exclusive franchise to gas supply or shippers. Similarly,
Foathills accepted that it did not have an exclusive franchise. IPLE stated that these parties,
nonetheless, would have the Board impose a financial obligation on Alliance shippers for any loss by
the existing pipelines related to gas supply or the shippers' business. It was argued that the suggestion
for cost sharing is illogical if one acoepts that the gas supply and the shippers' business is not
exclusive to the existing pipelines.

IPLE submitted that, by virtue of the Aoccord, NGTL and TCPL hed acogpted the risk that there may
be adjustments to existing facilities in the transition to a maore conmpetitive environment. 1IPLE
submitted that those adjustments are manageable costs for the greater benefits to be achieved.

ProGeas indicated that it is, and would remain, a significant shipper on existing systerrs such as NGTL
The comparny wes not convinced by the evidence filed by NGTL that there would be underutilization
and stranded facilities on its systemn  The possibility of duplication of facilities, particularly laterals,
wes foreseen by ProGas.  ProGeas suggested that an Alliance/NGTL interconnection near VMindfall,
Alberta or Edson, Alberta would minimize the duplication of facilities.

ProGas conmrented that, while statements by Alliance on the hearing record and by NGTL in the
Acoord that they will negatiate are to be applauded, there is no assurance that the two comypetitors will
be sufficientty nativated to negotiate in good faith. However, ProGeas stated that it was prepared
rely on the undertakings by Alliance and the spirit of the Accord to nativate the parties to facilitate
appropriate interconnections and to minimize duplication of facilities and any corresponding toll
increases on the NGTL system

Union Gas stated that it would not support Alliance if there was any credible risk of meterial under-
utilization of either the NGTL a TCPL systerrs.  Bath Union Gas and Cosumers Gas already
forecast a requirement for additional transportation into their respective franchise areas, even after
Alliance is taken into account.
W\H submitted that the impaosition of a contingency fund or exit fees would not be in the public
interest, and suggested that such propaosals are inpractical and represent an atternpt to impose
obligations upon shippers which sinaly do not exist

Views of the Board

By vrtue of the Aoccord, NGTL and shippers, as represented by CAPP and SEPAC,

have agreed tO negotiate the issues associated with possible underutilization of NGTL's

facilities and interconnection betvween Alliance and NGTL. The Board is confident
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that, where an adequate economic incentive exists, the parties will come to reasonable
oconmrercial agreemeants without the need for regulatory intervention.

The Board notes that the potential for some duplication of facilities is inherent in the
nature of compatition.  If conmrercial negotiations do not competely eliminate
potential duplication, it will likely be due to the parties’ judgement that they are
willing to compete in certain areas.  In the Board's viewy, duplication which results in
beneficial competition may be considered to be in the public interest

The Board notes that Armoads cortingency fund suggestion was not supported by
other parties. The Board finds that there is little mernit in the suggestion, particularty
given the willingness of the affected pipeline companies to negotiate a settlement. It is
not clear that there will be any costs impaosed on third party shippers on other
pipelines. Without any certainty of these costs, the Board believes that it would be
unfair 1o saddle Alliance with the onerous financial requirement to create a
contingency fund.

Moreover, the Board agrees with thase parties who argued that the Alliance Project
will create benefits for third parties. Therefore, it would be unreasonable o require
Alliance to compensate third party shippers for potential costs when these shippers
may, in fact, receive indirect benefits fromthe Project due to potentially higher
netbacks, greater choice, and the increased compdtition that will take place among ges
transportation providers.

3.2.2 Northwesterm Utilities Limited
Views of Northwestern Utilities Limited

Northwestern Wilities Limited ("NUL") argued that this application involved both competition and the
negative impeds that the Alliance Project would have on other utilities. NUL argued that the
interconnections that Alliance had planned with the Paddle River and Cherhill gas plants (situated at
receipt points 49 and 50 on Figure 1-3) would have negative consequences for NUL

NUL argued that the entire volumes currently being produced at Paddle River and Cherhiill are
essential, on peak day, for the integrity of the NUL system  Unless the gas was available fromthose
plants, dire consequences could befall the Edmonton market, save and except thet, as a prudent utility,
NUL would do whet was necessary to avoid those consequences.

NUL noted that the Cherhill Lateral's design capacity is 462 10 *n/d (16.3 MVEF/d) and thet its
ultimete capacity is 850 10°*n/d (30.0 MIVEF/d), both of which exceed the current capecity of the
Cherhill Plant. The Paddle River Lateral's design capecity is 742 10 *m/d (26.2 MVEF/d) and its
ultimete capacity is 1,133 10%nv/d (40.0 MVEF/d), which would be able to take 75 per cent and 100
per cent of current flons fromthe plant respectively. Ona combined basis, the two laterals could take
approximetely 90 per cent of current flons fromthese two plants. NUL asked the Board to make a
finding of fact that gas fromthese plants, at its historical volumes, is essential 1o its current peak day
design.
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NUL suggested that if it had to pursue options other than obtaining gas fromthe Cherhill and Paddle
River Plants, such as buying gas from Alliance shippers, it would have to pay a premiumthat would
most likely be equivalent to the cost of constructing new atemative facilities. According to NUL, the
cost of constructing altemative facilities would be in the order of $11 million.

NUL argued that Alliance should e required to build an interconnection with the NUL system,
through which it could access gas fromthe Cherhill and Paddle River plants. In NUL’s viewy, the
evidence in support of an interconnection between itself and Alliance was uncontested. NUL argued
that such an interconnection would be preferable from a supply and engineering point of viewy, that it
would avoid duplication, and htat it would be fully consistent with Alliance's objectives. Howeer, if
an interconnection were 1o take place, some adjustmeants would have to be mede to Alliance's tolls.

NUL noted that its facilities were gpproved by the Alberta Energy and Utlities Board (and its
predecessors) as being in the public interest. NUL argued that it would be unfair for its customers to
pay mare for their gas in order for Alliance shippers to increase their profits.

Views of the Applicant

Alliance argued that the NUL Paddle River systemwould not be offloaded by Alliance but would
continue to carry gas and be used by NULto senve its customers. The revenue loss calculations by
NUL assumed a worst-case soenario that could not occur if recent production levels at the Paddle
River Plant could be taken as an indication of future trends.  Alliance facilities would not have
sufficient capecity to completely offload the NUL Paddle River system which wes the beasis for the
NUL revenue loss estimete.

Alliance submitted that, if volumes flowing on the NUL Paddle River system did become a problem,
NUL vwould have the option of buying gas at the Paddle River or Cherhill Plants.  Alliance suggested
that another option open to NUL would be to construct additional facilities. NUL had acknonedged
that the construction of additional facilities was inevitable at some point in time and that NUL would
have to study its options.

Alliance stated that it was not at all convinced that NUL's proposed interconnection would be
consistent with Alliance's objectives. Alliance also noted that NUL hed ad<sowedged that it would
be inappropriate for the Board to direct Alliance to interconnect with NUL o to place Alliance ina
disadvantageous position in negotiating wWith NUL

Alliance submitted that the best approach would be for the Board approve the Paddle River and
Cherhill Laterals as proposed, and leave it to Alliance and NUL O pursue a comrercial solution to
NUL's concems.

Views of Other Intervenors

The IGCAA agreed that the proposed construction of the Paddle River and Cherhill Laterals by
Alliance threatens the security of supply for thousands of NULs customers and noted that the cost of
constructing any additional facilities would likely be bome by NUL's customers. The IGCAA
supported the interconnection betwean NUL and Alliance, but propased a connection that was both a
receipt and delivery point. The IGCAA did not agree with NULs suggestion that any interconnection
to Alliance should be limited to pipelines.
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In the WCRG's view, NUL is attemppting 1o use regulatory intervention to effect a result where
Alliance could only access the gas at the Paddle River and Cherhill Plants by using NULs facilities.
The WCRG suggested that NUL waould like the Board to guarantee that result by derying Alliance the
opportunity to construct its Paddle River and Cherhill Laterals.

The WCRG reconmrended that the Board reject NULs argument because the best solution would be a
market-based solution, rather than a BoardHmandated solution. The WCPG argued thet if the Board
denies Alliance the opportunity to construct the two laterals, Alliance would be compdled to reach a
oconmrercial arrangemeant with NUL to obtain acoess to Paddle River and Cherhill gas.

Views of the Board

The Board finds some merit in the argument that NUL aould be negatively impected if
Alliance builds lateral connections o the Paddle River and Cherhill Plants.

At the same time, the construction of these laterals would provide gas producers in the
aress of these plants with an altemative outlet for their gas production. NUL would be
free o compete with other gas buyers for the available gas production in the area. It
is possible that NUL will have to pay more for gas noving through these plants than
they would have paid in the alosence of the Alliance Project; however, the Board finds
that this would be a natural outcome of a competitive market process.

The Board has not been persuaded that there are sufficient public interest reasons for it
o intervene in the Alliance Project in the manner suggested by NUL

323 Foothills Pipe Lines Ltd.

Foathills submitted that the shippers which have contracted for approximetely 36 per cent of the
capecity on Alliance have no gas supply arrangements in place.  Foathills argued that if shippers on
Alliance did not have supply under contract, they would be competing for the gas supply which would
otherwise be transported on existing pipeline systerrs. Thus, the Alliance Project could result in
underutilization of existing pipeline facilities, including the Foothills system

In Fooathills' view; the Board could approve the Alliance Project even in the face of a lack of evidence
on supply adequacy. However, if the Board did so, then it would have o be aware of the potential
lack of sufficient supply to fill all of the proposed and existing pipeline capacity and the consequent
underutilization of pipeline facilities.

Foathills requested that the Board make a numiber of findings, including:

0] recognition that existing pipelines regulated by the Board should be given the option of
providing a menu of tolls and services which could be individually packaged and negotiated;

(in) recognition that the contract renewd policies now in place for existing Board+egulated
pipelines have been restrictive and must be altered; and
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(i)  affimmation of the principle of reallocation of pipeline costs amongst shippers in the event of
underutilization of pipeline facilities constructed under the previous paradigm when the
primary concem waes to ensure that only necessary facilities would be constructed.

Foathills believed that the first two findings are necessary to ensure that existing pipelines would have
an opportunity t compete with new entrants and thereby have a fair opportunity to ensure that their
facilities would not be underutilized. The last finding is necessary 1 maintain investors' confidence in
the existing pipelines.

Alliance argued that the evidence did not support the view that Foothills would be offloaded if the
Project proceeded, noting that only 045 10°n/d (16 MIVEF/d) of Foothills' contracts will expire
betvween 1998 and 2003, According to Alliance, 52 per cent of the total volume on the Foothills 1998
Eastern Leg BExqoansion is held with 10-year contracts by shippers who are also Alliance shippers.

In Alliance’s viewy, the concept of capecity development in anticipation of increases in supply is not
new. Alliance argued that, if necessary, producers and shippers are willing to pay for the concept of
advance capacity o allovww compstition to work.

The WCRG submitted that the intention of Foothills' evidence wes unclear.  In the WARGs viewy, the
Board does not have to rely on the studies of Dr. Carpenter or M. Reed but should sinaly let the
market work and rely on decisions meace by the market

Views of the Board

As recognized elsawhere in these Reasons, the Board accepts thet there may be some
temporary underutilization of existing pipeline systens following the start-up of
Alliance, primarily due to the large scale of the Project

The Board notes that it was presented with an application for certification of the
Alliance Project pursuant to section 52 of the NEB Adt. Tolls and tariffs on pipelines
other than Alliance were not an issue at this hearing. The Board does not believe that
it is necessary t make any of the findings requested by Foathills.  If Foathills or any
other federally-regulated pipeline company desires specific regulatory actions with
respect to their systens, they are free to meke the appropriate application to the Board.

324 BC Gas Utility Ltd.

BC Gas neither supported nor opposed the Alliance application. Nonetheless, in the interests of its
customers, BC Geas raised its concerms regarding the potential impeds that may occur as a result of the
construction and operation of the Alliance Pipeline.

BC Gss is almost totally dependent on one pipeline system, that ovwned and operated by VWA, for the
delivery of its gas supply requiremants.  The compary/’s main concem is that Alliance has the potential
to divert gas that would otherwise floww on WA's T-North and T-South mainline, resulting in
underutilization of these facilities and higher tolls for its customers. BC Gas argued that, given WH's
ownership position in Alliance, in any future toll hearings the Board should put the onus on VWWHE to
jJustify an attenpt to pass on the costs of underutilization of its systemto its shippers.
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BC Gas dso raised a concem that the transportation of liquids-ich gas on the Alliance Pipeline will
reduce the heat content of the gas delivered to WH's facilities. It was suggested that this could
exacerbate the challenge o provide supply t feed both pipeline systens and could paossibly trigger
another expansion of VWA's T-South line t enable VWA to maintain its deliveries to dovwnstream
customers on an energy-equivalent basis. The conseguences of any such exansion would be higher
tolls borme by WWH's tollpayers, given that the negotiated settlerment between VWA and its shippers
calls for rolled-in tolling treatment for mainline pipeline facilities.

WH submitted that, after Alliance is built, natural gas supply will continue to be available at market
prices for consumers currently receiving gas off its system  VWEI suggested that supply/demand forces
will ensure that gas will be available to B.C. markets. In fact, VWH contended that the Alliance
Project will stimulate additional developmeant and production in northeasterm B.C.

WA further submitted that there was no causal link between Alliance proceeding and its future tolls,
and that metters relating to its system could be appropriately dealt with in the context of regulatory
proceedings specific to WWH.

Views of the Board

The Board notes that BC Gas will continue to have access to natural gas supplies in
northeastem B.C. and will be free to compete with other potential buyers for those
supplies. The Board also notes that toll and tariff issues related to the VWA pipeline
system are outside the scope of this proceeding. Any such issues would be
appropriately addressed in separate proceedings pursuant to Part IV of the NEB AdL.

3.3 Potential Impacts on the Alberta Petrochemical Industry

Alliance has designed its Project to provide shippers with an option to ship liquids—ich gas if market
conditions are favourable.!  Shippers are required to relinquish the rights to their liquids when they
deliver their gas to Alliance. In retum, they will have their receipts and deliveries balanced such that
they will receive, at the delivery point off of the US. portion of Alliance, quantities of natural gas
equivalent in thermdal content to that delivered into the pipeline in Canada. Refer to Appendix M for
a copy of the articles in the pro forma Alliance Precedent Agreemant and Transportation Service
Agreemeant relating to natural gas liquids ("NGLs™") and liquefiable hydrocarbons.

The evidence suggests that Alliance may build an NGL exraction plant, through Aux Sable Liquid
Products LP ("Aux Sable™), near the pipeline's terminus in Chicago. Depending on assunations, the
wvolumes of liquids which could be recovered at Aux Sable range from 4.77 to 302 10 *m/d (30 to 190
Mbpd). The Alberta petrochemical industry voiced concem about the rermoval of ethane fromthe
province and the impeds that this could have on the industry and the Alberta economy.

1 Further particulars with respect to gas richness are provided in section 5.1.2.
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Views of Alberta Natural Gas Company Lid, NOVA Chemicals Ltd., the Canadian Chemical
Producers Association, and the Alberta Department of Energy

NOVA Craricals Ltd. ("NOVA Cramicals”) stated that the Alberta petrochermical industry is a great
Canadian success story.  Since the inoegption of the industry in 1979, over $5 billion has been invested
in ethane-based petrochemical facilities in V\estern Canada. Over that time, the industry has achieved
an annual growth rate of about 8 per cent

Ethane is principally used to manufacture ethylene, providing about 50 per cent of the feedstock.
Ethane bumed as fuel in export markets has a value of about 85 cents per kilogram (4 cents per
pound) of ethylene. Upgrading ethane into petrochemical derivative products in Alberta results in a
product worth 85 cents per kilogram (40 cents per pound) of ethylene, a tenfold increase in value.

NOVA Chamicals filed a study on Canadian and US. ethane markets prepared by Marenco Energy
Associates ('Varenco'). The Marenco Study noted that, in Alberta, ethane demand for ethylene
manufacture wes 21.0 10°m/d (133 Mbpd) in 1996, although capacity wes about 22.3 10 *ni/d (141
Mbpd). A further 9.48 10°n/d (60 Mibpd) is used in hydrocarbon miscible flood projects for a total
demand of about 31.6 10°n7/d (200 Miopd).  Several ethylene plant expansions and new plants are
proposed for Alberta.  If all were to proceed, ethane demand for feedstock could reach 41.2 10 *nmi/d
(261 Mbpd) by 2000. Beyond the year 2000, the outlook is difficult to project. However, Marenco
suggested that petrocherrical requirements for ethane could reach 53.6 10 *n¥/d (339 Mbpd) besed on
similar grownth rates in the US. It is uncertain howvthe demand for hydrocarbon miscible flood
projects will evolve.

Alberta Netural Gas Company Lid ("ANG ), NOVA Craricals, the Canedian Chermical Producers
Association ('CCPAYY), and the Alberta Department of Energy ("ADCE") were all concemed that
Alliance could distort the operation of a competitive market in Alberta for NGLs, in particular ethane.
The concams related to the following elements of Alliance's proposed tariff: (i) the requirement for
shippers to relinquish the rights to their liquids; (i) volunetric tolls; (iii) Authorized Overrun Service
('ACS’); and (iv) physical access to the liquids on the Alliance Pipeline.

NOVA Cramicals recomrended that the Board not sanction Alliance's tariff, under which shippers
must relinquish their rights to natural gas liquids to obtain gas transportation service. In its viewy,
pipeline senvices should not in any way be tied to the ownership of the conmodity being transported.
NOVA Cramicals argued that this tariff provision creates a conflict of interest because ethane on the
Alliance systemwaould be indirectty owned by the same comypanies that own the pipeline. The owners
of Aux Sable have a particular interest in having Alliance transport a rich gas stream

In ANG’s viewy, Alliance creates two dasses of shippers: owner-shippers and non-owner shippers.
ANG submitted that owner-shippers could use Alliance as a private NGL pipeline since they are the
only shippers who ocould inject, transport, and recover NGLs.  ANG argued that this would be a
unique and clearty discriminatory arrangermert;, as all of the other shippers wWho are not onwners of Aux
Sable would have no rightts to their NGLs once they enter the Alliance Pipeline.  Further, the owner-
shippers would have the exclusive right to extract not only their proprietary NGLs (i.e. the NGLs they
onn therselves that would be floning on the pipeline), but also those injected by the other shippers
on the system  ANG argued that this cannot foster a competitive NGL market.
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The ADOE dated that market participation would be limited if the Alliance owners were given control
of liquids through articles 5.2, 5.3, and 54 of the Transportation Service Ageemat, rather than
having 1 compete with others to obtain extraction rights at a market price. In the ADOE's view, the
Board should not sinaly accept that because the tantff was negotiated, it is in the public interest.

Also, Alliance’s inclusion of the required relinquishmant of liquids in its tariff seens incomypetible
with the general trend towards the unbundling of services in deregulated energy markets. The ethane
0 be trangported by Alliance should not be effectively excluded fromthe market by a tanff approved
by a regulatory body.

NOVA CraTicals and the CCPA bath objected to the volumtric tolling methodology and the ACS
proposed by Alliance (see Chapter 6 for a description of these services). NOVA Chemicals stated that
the Board should look beyond the standard cost allocation issues associated with toll design and
consider the associated public interest inmplications. NOVA Chamicals argued that the volunetric toll
design provides an incentive for shippers to deliver high heat content gas to Alliance and to inject
NGLs into their gas strearns. NOVA Cramicals argued that a themdl-based toll would conpromise
this incentive and the attendant impedts on the Alberta petrochermical industry while still providing
Alliance and its shippers with cost-effective nevw export capacity.

NOVA Cramicals also argued that AOS would provide an additional incentive for shippers to inject
NGLs into their gas deliveries to Alliance because there would be no additional charge for this service.
It argued that this aspect of the toll design raised further public interest issues that could be addressed
most easily by denying Alliance's request for ACS

Hnally, the GCPA, NOVA Chemicals, and the ADOE ware concemed with the lack of physical access
within Alberta to extract the NGLs transported on the Alliance Pipeline. The CCPA hdd the view
that Alliance would prevent Canadian access 1o a significant portion of the NGLs produced in the
WCSB ad this would effectively distort the operation of the comptitive market in Alberta for NGLs.

In sumary, these parties were concemed that the tanff provisions on Alliance would have the effect
of inducing the export of ethane fromthe WWCSB ad that the petrochermical industry would not have a
fair opportunity to obtain this ethane. The rermoval of this ethane fromthe WCSB waould limit the
future growth potential of the petrochemical industry in Alberta.

NOVA Cramicals stated that Alliance would be capable of removing 954 10 *ni/d (60.4 Mopd) of
indigenous ethane assuming 425 10°n/d (1.5 Bcfid) of gas throughput at 40.6 MI/m?® (1088 Btu/sc).
Furthemnare, injection of NGLs could result in as much as 234 10 *ni/d (148 Mibopd) of ethane leaving
Canada in Allliance's enriched gas case. The Marenco Report indicated that, in the albbsence of the
Alliance Project, the Alberta ethane supply/dermand balance would be constrained oy 2007 to 2008; if
948 10°n/d (60 Mbypd) were to be removed from Alberta on the Allliance Pipeline, potential gronth
of Albertals petrocherrical industry would be constrained by 2004. The OCPA agued thet the future
of the petrochermical industry is at risk because of uncertainty regarding the continued existence of its
feedstock advantage.

Acoording to NOVA Camicals, if ethane were exported on Alliance without the opportunity for
upgrading in Alberta, then significant adverse economic impads would result. The Wright Mansell
Report, submitted by NOVA Cramicals, suggested that the export of indigenous ethane on Alliance in
sufficient quantities to reduce the Alberta supply by 6.95 10 *n/d (44 Mbypd) would result in a net loss
of $11.3 hillion in Grass Domedtic Product to Alberta over 20 years. The impact would be more
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pronounced if NGL injection occurred or if Alliance's capacity were expanded to 56.7 10 °m/d
(2 Befid).

In a study commissioned by the CCPA, Chem Sydens estimated that the construction of  Alliance as
proposed would result in foregone investment and lost opportunity costs of about $3 billion (US.) in
the year 2000 and up to $7.3 hillion (US) in the year 2010.

To address the potential for distortions in the ethane market and o preclude the negative impads on
the petrochemical industry that Alliance would cause, NOVA Charicals and the CCPA reconTrended
that the following conditions be attached to any certificate which might be issued to Alliance:

(i) require Alliance to eliminate article 55 of the Precedent Agreement and articles 5.2, 5.3, and 54 of
the Trangportation Service Ageemat; (i) require Alliance to alloww NGL corsumers physical access
0 extract and purchase NGLs in Alberta; (iii) require thermd tolls; and (iv) require the elimination of
ACS

ANG supported the first and third of the propased conditions and the ADOE supported the first
condition

Views of the Applicant and Supporting Intervenors

Alliance stated that there was no evidence o suggest that its Project would result in negative impedts
on the petrochemical industry, or at least any impedts that warranted intervention by the Board.
Awocording to Alliance, there are presently huge surpluses of ethane in Alberta which will continue
provided that the natural gas industry corntinues to groww.

Alliance argued that the ethane supply and demand forecast in the IViarenco Report cannot be relied
upon. In the report, ethane supply was constrained by the ethane demand forecast, and waes limited by
a low gas supply forecast with constant gas export demand. Furthermare, the Miarenco Report
excluded ethane supply from allsands and refineries. Alliance pointed out that assuming a higher
natural gas supply forecast, such as in the Chem Systenrs Study, would result in an additional

379 10°n/d (240 Mbpd) of ethane at a 75 per cent recovery rate in the year 2010, enough supply for
anather eight ethylene plants.  Alliance also argued that other gas supply forecasts (eg. NGTL's 2 per
cent per year system growth, Sproule's overall supply studies, and GLJ's supply study) support the
viewthat ethane supply will be much higher than suggested by the Varenco Report.

In Alliance’s viewy, the real issue behind the arguments of NOVA Cramicals and the CCPAis one of
compdtition.  Alliance argued that any ethane which it might access would also be accessible to the
Alberta petrochermical industry.  Its shippers are under no obligation o ship rich gas on Alliance.
Comypanies wWishing to acquire petrocherical feedstock have many options available to them including
the option of purchasing ethane fromthe gas plants with ethane extraction capabilities that will be
connected o Alliance’s receipt points at Taylor, Wambley, WWapiti, Blnvworth, and Kaytab 1.

Alliance suggested that it was time for NOVVA Chemicals to enter the world of competition for ethane
feedstock.  Alliance stated that it offered nothing more than an additional outlet to producers for
ethane produced in Alberta. It is not contrary to the public interest for comypanies wWho incur the risk
and expense of finding and developing natural gas to achieve a higher value for their product.
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In response 1o the reconmendations of the ADCOE, Allliance stated the ADOE wes asking the Board to
deprive the market of the ability to choose.  Alliance argued that the Govermment of Alberta wes
asking the Board to forbid its shippers fromtransferring their rights to extract NGLs to the parties of
their choice on the tenrs of their choice. Alliance subimitted that, in ters of ethane accessibility, the
market has functioned, and that it will continue to function. Regulatory intervention is not required
because there has been no market failure.

Alliance noted that there was a possibility that the Aux Sable extraction plant would not be built
Also, Alliance committed in a letter dated 16 Decemibber 1997 1o the Alberta Minister of Energy that
"in the unlikely event that Alberta ethane requiremeants exceed the supply available fromsources other
than those indigenous to Alberta gas production delivered into Alliance, [the Company] would be
prepared to have an extraction plant constructed on the Alliance pipeline near Fort Saskatchewan on
oconrercial termrs acceptable to the relevant parties'™.

In Alliance’s viewy, the Wght Vansell Report wes fundamentally flaned. Alliance submitted that it
was simply not credible to argue that its Project would have adverse economic effects due 1o ethane
removal when, in fact, there were substantial surpluses of ethane available to anyone wanting to
acquire it at the time that these impacts would allegedly be suffered.  Alliance argued that hundreds of
thousands of barrels a day of ethane leave Alberta as part of the TCPL, Foothills, and ANG sales gas
streanrs. The fact that 40 per cent of all ethane currently produced in Alberta leaves on those systens
o be bumed as fuel downstream did not seemto be a problemfor WHght Mansell.

Alliance's position was supported by other intervenors, including IPLE, the WCORG and WH. IPLE
argued that Alliance offers an additional option for ethane, and that the increased exploration and
developmeant generated by Alliance would ultineiely add to the supply of petrochermical feedstock.

The WCPG argued that NOVVA Chemicals and the CCPA want the Board to change Alliance’s tolling
and tariff provisions in order © provide ethane supply and price protection to the Canadian
petrochermical industry. The WWCRG subimitted that it wwould not exqoect the Board to give preference to
the petrochermical industry over the gas producing industry. The main issue to be considered by the
Board was whether or not Alliance’s tolls and tariffs are just and reasonable.

W\H argued that there was no evidence to suggest that the Alberta petrochemical industry would not
be able to obtain its required feedstock at prevailing market prices. Shippers have the choice to use
either NGTL ar Allliance to mowve their gas with or without entrained ethane.

Views of the Board

The Board does not believe that any features of Alliance's propased transportation
service package are contrary to the public interest

Representatives of the petrochermical industry argued that they were concemed about
the future availability of ethane supply and that the potential growth of the industry
could be curtailed by removal of ethane fromthe province. In the Board's viewy, the
evidence shows that there will be adequate ethane supply for both the currently
planned and future expansions of the Alberta petrochermical industry.  In this regard,
the Board notes that, by providing enhanced market access, the Alliance Project would
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encourage additional gas production in the WCSB, thereby yielding increased supplies
of ethane.

The Board also notes that, currently, only about 55 per cent of the ethane entrained in
ges streans flowning on the NGTL system s extracted prior to export fromthe
Province of Alberta.  Additional straddle plants and expansions of the existing plants
are planned o enhance the availability of ethane feedstock in Alberta.

W\ith respect to the concems expressed about the requiremeant that shippers relinquish
ownership rights to any liquids entrained in gas streans delivered to the pipeline, the
Board accepts that shippers understood the termrs of the tariff when they signed
Precedent Agreematts. The Board also recognizes that many shippers would have the
option of removing their liquids prior to delivery into the Alliance Pipeline. The
Board is of the viewthat the real effect of Alliance will be to provide gas producers
with an altemative market outlet for their liquids production.

The Board does not believe that physical access to the liquids that will be carried on
the Alliance Pipeline will be a significant issue once the pipeline is in operation. The
petrochemical industry will be free to purchase liquids fromshippers prior to their
delivery to the Alliance Pipeline, at least in those cases where shippers have access to
extraction facilities. This appears to be the case for the mgjority of the gas volumes
that could be delivered into the Alliance Pipeline. The natural gas streans that could
be delivered into the pipeline, and that do not currently have access to deep-cut
extraction facilities, represent a sl percentage of the total natural gas volumes
produced in the WCSB.

The Board further notes that the potential removal of article 5.5 of the Precedent
Ageemat and articles 5.2, 5.3, and 54 of the Transportation Service Agreement wes
not debated during the hearing, and has not been persuaded that it should render a
decision ordering the removal of same. The Board agrees with Alliance that the
provision of ACS is a fundamental condition of the Company's arrangemeants with its
shippers, owners, and lenders.

Hnally, the Board does not agree with NOVA Chamicals' argumat, as contained in
the Wight Vinsell Report, that the export of ethane entrained in the Alliance gas
streamwould result in negative econoimic effects on the Province of Alberta. The
Board does not find that the primary prermise of the study, that there would be
inadequate supplies of ethane for the future exgansion of the Alberta petrocherrical
industry, is valid.

Domestic Access to Natural Gas

341 Heartland Gas Initiative

The Heartland Gas Initiative ("HA™) is an association of 13 rural municipalities, 13 towrs, three
Eoonomic Development Associations, and the Association of Bilingual Municipalities, all located in
south-central Vanitoba.  In Aaril 1997, the HA was formed to try and persuade TCPL to construct a
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natural gas pipeline through south-central Vanitoba. The HA's singular objective is to provide natural
gas services to famrs, businesses, homes, and public institutions in the area

The HGI advised that all previous efforts to bring natural ges to the area have been thwarted by the
up-front capital requiremeant of some $12 million to construct laterals fromthe TCPL mainline.

With the suspension of the proposed \Miking \Voyageur gas pipeline project by TCPL and its partners,
HA is losing the benefit of access to natural gas access from a TCPL mainline at no incremental cost
to HG.

HA requested that the Board consider a levy to be imposad on "nultinational’ exporters to assist in
providing access to the natural resource thet is being exported out of Canada.  This contribution could
be a percentage of the total infrastructure budget and be set aside for Canadian access.

Views of the Board

The Board notes that the proposal by HA was raised in final argumeant and that there
was ho opportunity to test it during the course of the hearing. Accordingly, the Board
is of the viewthat it cannot property assess the merits of HAl's proposal. The Board
would add, however, that potential gas buyers should attenpt to negotiate conmrercial
arrangements with gas suppliers and gas transportation compenies under market
conditions.

34.2 Industrial Gas Consumers Association of Alberta

The IGCAA dated that, while the Alliance Project would provide producers with a transportation
altemative to US. markets, and US. consumers with another source of Canadian geas, it would leave
Alberta consumers open to increased tolls on NGTL and potential increases in NUL rates. The
IGCAA argued that the Project should only be approved if provision is made for (i) direct access to
Alliance by end-users in Alberta and (i) interconnections with other pipeline systens within the
province. In this way, the benefits of improved competition would be provided to all sectors of the
industry.

The IGCAA recommenced that the following conditions be included in any certificate which might be
issued to Alliance:

0] that Alliance be required to provide the Board with a plan of how existing and future Alliance
shippers can or will be able to acocess Canadian gas consumers;

@) that this plan include the potential for direct access to Alliance by Canadian gas consumers
and indirect access by way of gas exchanges; and

@)  that this plan be filed with the Board no later than 31 Deoamber 1998.

Alliance stated that it is not opposed to an Alberta delivery point and that it would be willing to

consider Alberta deliveries. However, to date there had been no apparent demand for Alberta

deliveries, and no shipper had been willing to pay for Alberta deliveries or for additional receipt
facilities.

GH-3-97 49



50

Views of the Board

The Board has not been persuaded that there is an adequate public interest reason to
Justify adopting any of the conditions that wwere suggested by the IGCAA The Board
is of the viewthat it is most appropriate to let potential gas buyers negotiate their ovwn
oconmrercial arangemants with gas suppliers and gas transportation compenies.  If an
adequate economic incentive exists, the parties should come to terms without the need
for regulatory intervention.
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Chapter 4

Socio-Economic and Land Matters

41 Socio-Economic Matters

411 Gererd

Alliance identified socio-econoric issues through the conailation of a list of issues fromsources
including: (i) municipal, provincial, and federal govemmeant agencies; (i) special interest groups such
as the Alberta Wildemess Association and the Saskatichewan Ervironmental Society; (lit) First
Netions; (iv) the general public via the Earty Public Natification Program and (V) infonretion in the
public domain such as municipal plans, forest management agreements, maps of registered fur
menegament aress.

The study area included all municipal designations crossed as wall as all conmrunities potentially
affected due to proxinty to the Project. Since the effects on commrunities vwould be dependant on the
size and range of goods and services available, comrunities with populations greater than 1,000 and
within 40 km of the Project, and those with populations less than 1,000 within 10 km of the Project,
were included. IVBjor population centres along the Project mainline route include Edmaonton, Regina,
and, to a lesser extent, Grande Prairie.

The issues identified were grouped into three categories: (i) employment, non-labour impedts, and
income; (if) municipal services; and (jii) quality of life.

Thaose socio-econormic effects directly resulting from changes in the environment are addressed,
pursuant o the CEAA in the CSR

412 BEmployment, Non-Labour Impacts, and Income

Due to the highly-autonmaied nature of the pipeline system the mgjority of employmant associated with
the Project would be short term and would occur during the construction phase. Alliance estimeted
that direct employment associated with the construction of all aspects of the Project, including the
mainline, laterals, and operations and maintenance offices, would total approximetely 4,485 person-
years (ee Table 4-1). Approximeely 60 per cent of the wark would be generated in Alberta with the
remaining 30 per cent and 10 per cent being generated in Saskatchewen and B.C. respectively. The
estimated peak warkforces for the mainline sunmer, winter, and lateral spreads are 500, 530, and 235
waorkers respectively. Construction on each spread would be sequential with 15 to 20 crews per
spread with activity at any given location generally being coneted in six to eight weeks.

Alliance stated that it vwould use its ongoing public consultation process 1o raise awareness about the
timing and the nature of employment opportunities to enhance opportunities for local contractors,
service companies, and individuals.

During construction, the Project is exected to create approximetely 12,000 person-years of direct,
indirect, and induced employment in B.C., Alberta, and Saskatchewaen The economic impect of the
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Project would be reflected elsawhere in Canada through the purchase of steel pipe, compressors,
valves and other equipmat.  Alliance estimated that, once operational, 155 people would be directly
enployed to operate and maintain the pipeline and its associated facilities. Alliance further submitted
that annual operating and meaintenance expenditures of approximetely $35 million would generate
approximetely 335 personryears of direct, indirect, and induced employmert.

Table 4-1
Direct Operations and Maintenance Enployment

Office Location Number of Employees
Head Office - Calgary, Alberta a0
Control Centre - Calgary or Fort Saskatchewwan, Alberta 11
Regional Office - Fort Saskatchewan, Alberta 9
Area Maintenance Centres

- Fort St. John, B.C. 1
- Grand Prairie, Alberta 1
- Whitecourt or Fort Saskatchewan, Alberta 1
- Rosetown, Saskatchewnwen 11
- Estevan, Saskatchewan 11
Total Employment 155

The mednanisis that Alliance submitted would be used to ensure that local and Aboriginal contractors
participate in the Project include: (i) awarding contracts such as for clearing, grubbing, and fencing in
connection with laterals separately fromthe overall mednanical contracts in areas where local
contractors have demonstrated capabilities that would meat Alliance's requiremants; (i) appropriately
sizing lateral clearing, grubbing, and fencing contracts; (jii) use of construction contractors with field
operations in smeller centres for the laterals; (iv) having contractors provide Alliance with a plan as to
howv local and Aboriginal contractors would be utilized; (V) purchasing agreements with local stores
where possible; (Vi) creation and updating of a list of location suppliers of goods and services,

(vii) use of local and Aboriginal content as one of the criteria in evaluating contractors; and

(viii) Memoranda of Understanding ('MOLE'"") with First Nations' conmmunities which, in part,
establish a process o help Alliance and First Nations commrunities identify enployment and business
opportunities.

The MO with First Netions' comrunities and the participation of First Netion and IVEtis persons in
the Project are further addressed in section 4.15 of the CSR.

413 Municipal Services

The issues associated with municipal services include: (i) availability of fixed roof acconmodation;
(i) increased dermand on mediical services; and (i) increased demand on law enforcement.
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Further municipal service issues associated with the location of temporary facilities such as
marshalling aress, fire protection, disposal of construction garbage and solid waste, and roaed damece
are discussed in sections 4.2.2, 418, 4.13, and 4.14 respectively of the CSR.

Alliance submitted that annual industrial property tax assessmants would increase for the rural
municipalities in which the Project would be located.  Alliance estimated that the annual property
taxes paid to municipalities in B.C., Alberta, and Saskatchewan respectively would be approximetely
$1.4 million, $8.9 million, and $3.5 million (1996 Canadian dollars).

In the event that accomodation shortages are encountered, Alliance would nritigate the problemwith
the provision of additional beds to hotel and natel roons, billeting crew members in private homes,
renting homes and apartments, setting up temporary recreational vehicle trailer parking in nadaile home
parks, fair grounds and other space available in local conmunities, and using accomodations in
larger centres to offset shortages in smdller commrunities.  Alliance noted that as much as 25 per cent
of the warkiforce would bring some form of mobile accommodation during summer construdtion. In
respect of the laterals, Alliance noted that a construction camp may be utilized during the winter
construction.

Alliance stated that at least one ambulance and a registered emergency medical technician would
accompany each mainline, lateral, and compressor station construction crew.  Local hospitals would be
contacted regarding the timing and nature of construction activities. Protocols for the transfer and
treatment of workers would be established with the hospitals.

Grime prevention would be addressed in cooperation with local Royal Canadian Mounted Police
detachmants.  Alliance submitted that, in addition to safety, its orientation program would cover the
rules of conduct on and off the job. Alliance further submitted that those persons disregarding the
rules of conduct would be released.

The Peace River Regional District ("PRRD) submitted that primary service comrunities have not
been able 1O access most of the property tax related to petroleum sector activity as most of this activity
takes place outside of the municipal boundaries. The PRRD noted that the Project laterals would not
pass through either Fort St. John or Danson Creek, the primary host comrunities in the region. The
PRRD submitted that recent industry growth has placed mounting fiscal burdens on local govermmeant
and that the municipal infrastructure is deteriorating. The PRRD raised concerms with the possibility
of having to shoulder the cost of establishing and maintaining facilities for ndaile acconmodations.
The PRRD raised further concems with the added costs resuling fromshort-term dermands on health,
fire, and police services and the possibility of road repairs. The PRRD proposed its “Fair Share™”
initiative to address the issue of not being able to access property tax outside of the municipal
boundaries.  Alliance submitted that this *Fair Share' proposal would not significantly impect the
viability of the Project.

414 Qudlity of Life
Issues pertaining to quality of life, such as dust and construction noise, noise resulting fromthe

operation of the conmaressor stations, air quality and visual aesthetics, and public health and safety are
addressed in the CSR.
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Views of the Board

The Board notes that substantial evidence was placed on the record during the hearing
pertaining to the importance of affording meaningful opportunities for the participation
of First Nations and MEtis in the oil and gas industry. The Board notes that First
Netions and VEtis participating in the hearing were generally supportive of the efforts
undertaken by Alliance to involve their conTrunities in the Project and that those
parties with MO with Allliance were satisfied with Alliance’s commitmants to
identify and afford opportunities. The Board is of the viewthat, given the importance
of participation in the Project to Aboriginal persons, and since the MO do not
include all of the Aboriginal persons along the Project route, that Alliance should be
required to monitor the success of the commitmants identified during the hearing.
Accordingly, the Board will include in any certificate a condition requiring Alliance to
report on its perfonmance in respect of its First Nations and MEtis employmeant and
oconrercial participation objectives for the construction and operation of the pipeline.
The condition would require Alliance to submit the reports on a quarterty basis during
construction and annually during the first three years of operation.

In respect of the potential adverse effects of the Project on municipal services, the
Board is satisfied with the informetion provided by Alliance. These effects would be
limited to the construction phase of the Project and would either be avoided or
minimized through the conmmitments mede by Alliance.  In addition, revenue would be
generated within the municipalities through the purchase of goods and services.
Property tax, which is the focus of the PRRDs "'Fair Share™ initiative, is a provincial
netter.

42 Land Matters
421 Routing and Facility Site Selection

The criteria and the process used to select the proposed route and facility sites are described in
section 4.2 of the CSR.

As noted in that section, Alliance mede an initial detenmination to follow existing rights-of-way and
chose to generally followthe Cochin Pipe Lines Lid. ('Cochin') route from Fart Saskatchewen to
Chicago because it was considerably shorter than the other potential routes and less environmentally
sensitive. As presently configured, the Alliance Pipeline would cross Cochin's pipeline 22 times in
Canada,

Giting safety concems, Cochin asked that the Board direct Alliance to sulbstantially reduce the numiber
of crossings, preferably to one.  Alliance stated that there was nothing unusual about the number of
crossings and that all of the proposed crossings Wwould be necessary based on a numiber of factors
including safety, practicality, terrain, environmentally sensitive areas, and discussions with landowners.

The technical aspects of Cochin's argumant are addressed in section 5.2 of these Reasons.
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4.2.2 Corridor versus Specific Route

Alliance stated that in its conTrunications with the public it has been as specific as possible as to the
location of the right-of~way and the associated wWork space and that the nmgjority of landowners have
consented to the proposed location.  Alliance noted that it had defined a corridor area of notification of
400 m on either side of the proposed centre line and that landowners and tenants whose land fell
within this corridor were also contacted.

Alliance proposed that the Board authorize construction within the 800 m coiridor to accommodate
future route refinements.  Alliance further proposed that any modification of the alignmant involving a
shift of more than 50 m be the subject of a supplementary filing with the Board describing the public
consuliation process and environmeantal reviewv of the modification.

423 Land Reguirements

The width of the mainline construction right-of~nay would typically be 32 min width, consisting of
18 mof permanent easemant and 14 m of temporary work gpace that would be used for construction
purposes only.  Additional termporary work oace may be requiired at areas such as roads, raivays,

The width of the lateral construction right-of~nay would vary from 18 1o 27 min width depending on
the diameter of the pipeline, with a mexamum of 18 m in permanent night-ofAnay as per Table 4-2.

Table 4-2
Standard Right-of-\Way Configurations
Pipe Size Construction Permanent Temporary Additional Work
Right-of-Way Right-of-Way Work Space Space at Road
(mm) (m) (m) (m) Crossings’
(m)

660 t 1076 R 18 14 10by 30

457 10 610 27 18 10by 30
27310406 23 18 10by 25

114 © 219 18 18 o 5by 20

" The four blocks of additional temporary work space at road crossings would be located along both sides of

the right-of-way on both sides of the road being crossed. The 10 mwidth can be reduced to 5 mwhen
abutting other permanent easements.

Mhinline block valves would be located at approximete 32 kmintervals. At mainline valve
installations, Alliance would obtain a surface lease for an 18 m by 30 m fenced site.

For comaressor station facilities, Alliance would obtain, through fee simple purchase, approximete
8 ha.and 1 ha sites respectively for the mainline and lateral conaressor stations. The fenced area for
the single unit compressor stations wwould be approximetely 2.5 ha for those without pigging facilities

GH-3-97




and approximetely 3.3 ha for those with pigging facilities. The fenced area for the muitiple
ocompressor unit Windfall Compressor Station would be 5 ha. Alliance also noted that it would be
attempting to acquire the sites for the eight compressor stations identified for passible future expansion
although these are not part of the applied-for facilities. The facilities that would be installed at these
sites would be similar to the other mainline block valves, with the exception that side valves for the
future conressor station would also be installed.  VEter station sites would be approximetely one-
quarter hectare. Additional land would be required for access roads and electric power lines as further
set out in the application.

Alliance conmitted to meat with all Cronn-held and freehold occupants to secure wiritten consent, and
in addition, to obtain any land withdrawals and consents from holders of Forest Vanegemant Areas
and Coniferous and Deacduous Timber Licences.

Alliance stated that current and future land clain's areas were identified through consultation with First
Nations and any easemants or surface land interests required would be negotiated with the appropriate
Hrst Nations and the govemment representatives.  The proposed mainline route would traverse two
pending land clains, the Alexander First Nation Land Claim Areas near Fox Creek from
approximetely KP 408 to KPP 406 as wall as the Alexis First Nation Land Claimfrom approximetely
KP 463 to KP 467.

Alliance submitted that it has approached all adjacent pipeline owners along the mainline for
perission to use a portion of contiguous rights-of~way as temporary work space and that it intends to
utilize shared wark space wherever consent is received.  As of 15 December 1997, Alliance had
obtained penmission to share wark space along approximetely 176 km of the mainline.  Alliance noted
that it wes compiling information on the rights-of~way paralleling the laterals and that formd requests
would be mede to the owners 1 use shared temporary work space.  Information on agreemants or
negotiations for shared work space along the laterals would be forwarded o the Board prior to
construction.

Alliance noted that the service of notices pursuant to section 87 of the  NEB Aat had comrenced ad
that, as of 17 November 1997, the land acquisition programfor the mainline wes approximetely 80 per
cent conplete and the program for the laterals approximetely 35 per cent conplete.

Alliance stated that its land representatives would be present during the construction and reclanmetion
phases of the Project and would serve as liaison between the Alliance enmployees, contractors, and the
landowner community to address any issues that might arise such as off right-offnay concems or
inconvenience to fanming or cattle operations.

424 Safety Zone

Subsection 112(1) of the NEB Adt regulates the construction of facilities across, on, along, or under a
pipeline or excavation using povver-operated equipmeant or explosives within 30 m of a pipeline rnght-
of~nay.

Alliance advised persons of the provisions of section 112 of the  NEB Act through the provision of the
Boards publications entitled Living and Working Near Pipelines, Information Bulletin #13 Pipeline
Regulation: An Overview for Landowners and Tenants, and Pipelines: A Guide for Landowners and
Tenants.
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Alliance submitted that all landowners, persons, or companies with an encumbrance registered on the
tile of any lands lying within 30 mof the pipeline would be served with the Board publication
entitled Excavation and Construction Near Pipelines to ensure public safety and the protection of the
pipeline.

425 Landowner Conceims

In addition to concems identified in Alliance's application, several landowners, either participating in
the hearing or through letters of comrent, identified concems with the proposed pipeline including:
(i) safety; (i) abandonmert; (lii) routing of the pipeline; (iv) loss of existing vegetation and wildlife
habitat; (V) impacts on use and enjoyment of the land; (Vi) possible effects of heat fromthe pipeline
on crops; and (vii) visibility of conaressor stations.  These mHiters are addressed in the CSR and
throughout these Reasors.

As part of its ongoing public involvement program, Allliance noted that it is continuing discussions
with landowners regarding conceams such as site-specific wildlife enhancemeant opportunities.  Alliance
submitted that, If a concem is raised by a landowner, the Company's policy is to wark with the
landowner to reach a mutually-agreeable solution.  Solutions would be established in writing and
depending on the nature of the measures identified, vwould be included in the construction line list
Alliance's Land Vhnager would be responsible for landowner concems. Alliance noted that, to date, it
had not agreed to any provisions beyond the mitigation measures identified in its application,
supplemental information and responses to informmation requiests to address wildlife or vegetation
CONCeITs.

Mr. Carter participated in the GH-3-97 proceeding on behalf of clients who are landowners in the
County of Grande Prairie and the Municipal District of Greenview;, Alberta. Through the written
process preceding the oral hearing, and cross-examination during the hearing, Mr. Carter extensively
examined meters of concem to his clients.

During the hearing, Mr. Carter pursued the issue of whether Alliance would commit to sunrer
construction where this was the construction timing conmrunicated to landowners.  Alliance responded
that its land program communicated 1o its landowwners does not include winter construction.  Alliance
clarified that it considered winter wark to be work comrencing after the ground is frozen.  Alliance
submitted that pipeline contracting crevis would be required to mowve off the sumrer spreads in order
o complete the wark scheduled for the winter. - Alliance further subimitted that, if it changes the
programthat it committed to its landowner community, it would be necessary to conmrunicate these
changes to the landowners to identify their concerms and address them in an gppropriate manner.

Mr. Carter submitted that Alliance had presented to landowners that much of whet it is doing is based
upon whet other pipeline companies have done in the past. VI, Carter cross-exarmined Alliance on the
potential impads on topsoil of the heavy equipment that would be used during construction. It wes
also confimed that the 14 m of temporary workspace imrediately adjacent to the permanent right-of-
way would be subject to traffic from heavy equipment. M. Carter explored whether the practice of
treating this 14 m as temporary wWorkspace was consistent with industry practice, particularty that of
NGTL
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Alliance noted that its understanding was that NG TLs policy wes 1o obiain permanent easemernt for its
full right-of~way, including its entire warking area. Alliance submitted, however, that this did not
make the practice an industry practice.

Alliance submitted that the negotiation for termporary workspace is a contraciual agreemant between
Alliance and the landowner for a specific period of time. As such, the Company would not hold
permanent rights to the land.  Accordingly, Alliance submitted that it is simply a contractual
agreemant and not a land acquisition.  Alliance further submitted that activities on the temporary
warking space, in termrs of reclamation and compensable losses and inconveniences, will be treated the
same as the pemanent right-of~nay.

58

Views of the Board

The Board notes that while M. Carter participated in the hearing up to and including
cross-examination, he did not provide final argument.  As a result, the Board did not
receive his submissions in relation 1o the evidence adduced. \With respect to the issue
of winter construction in areas where Alliance had comrunicated t landowners that
sumrer construction would occur, the Board acoepts Alliance's commitment to consult
with landowwners in the event of a revised construction schedule. The Board takes
seriously representations and comMitmeants mecke by pipeline companies to landowners.
Acoordingly, the Board expects theat, as part of Alliance's ongoing public consultation
program the Company will advise the Board of any concems identified and howthese
will be addressed in the event that changes to the construction schedule are proposed.

In the albsence of argumeant, the Board assumes that no parties have taken issue with
Alliance's proposal o retain only part of the area required for construction as
permanent right-ofAnay. The Board is of the viewthat, although Alliance's proposed
comiination of termporary Workspace and permanant right-of~way might not be
consistent with NGTL pdlicy, M. Carter has not demonstrated that it vwould be
inconsistent with industry practice or inappropriate in any Way.

The amount of land required for pipeline construction is of concem to the Board
because of the potential effects on landowners and the environmat. The Board hes
considered Alliance's proposed land requirements for permanent right-of~way and
temporary work space and finds that these are reasonable and justified.

The Board is satisfied with the proposed general location of the Alliance Pipeline. In
this regard, the Board has not not been persuaded by Cochin thet the numioer of
craossings of its systemshould override the other criteria used by Alliance is selecting
this proposed general location.  Site-specific issues relating to utility crossings will be
dealt with in the manner outlined in section 5.2.

The Board has considered Alliance's request that an 800 m corridor be authorized but
has concluded that approval of such a comdor would not be consistent with the

specific route that wes communicated o landovwners and that the request is not
supported by the studies undertaken for the Project
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Re-routes may be identified prior to construction to address considerations such as
those identified as a result of pre-construction sunveys for wildlife or rare or unique
plant species. Addressing these deviations, where known, prior to the process for
approval of the detailed route will serve to eliminate confusion for parties involved.
Accordingly, the Board is of the viewthat any certificate issued in respect of the
Project should be conditioned to require Board approval of these deviations fromthe
specific route prior to the filing of the plans, profiles, and books of reference pursuant
1o section 33 of the NEB Act.

Given the megnitude of the Project, and the variety of conditions encountered, the

Board is of the viewthat this condition should apply to all reroutes and not just those
of greater than 50 m
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Chapter 5

Engineering and Safety Matters

51 Genera

511 Regulations and Standards

The Project is planned o be designed, constructed, and operated in accordance with the Board's
Onshore Pipeline Regulations, the latest edition of the CSA Z662 dandard entitled Oil and Gas
Pipeline Systens ("CSA Z662-96" or "'the Standard'™”), and all applicable standards, specifications, and
codes that are incorporated by reference into that Standard.  Alliance would also conmply with other
federal, provincial, and municipal codes and regulations where applicable.

51.2 Unique Design Aspects

The pipeline would employ highHpressure technology and would be capable of transporting rich natural
ges mixtures.  As detailed in Appendix 1, much of the systemis designed to operate at pressures up
12 000 kPa (1,740 psi). In termrs of gas composition, the design is based on an Ultimete Rich Gas
Mixture having a 19.6 per cent liquids content and a gross heating value of 44.3 MI/m 3

(1,188 Buysch).

This unique combination of pressure and gas compoosition vwould result in the transportation of a
denser medium refarred 1o as dense phase gas. By increasing the density, Alliance would reduce the
velocity of the gas flow in the pipeline. Since friction losses betvween compressor stations would be
proportional to the square of the gas velocity, the density of the gas would also reduce the pressure
drop, compression requiremeants, and associated fuel gas usage. Alliance is also able to use a srHller-
diameter pipeline, as a dense phase mixture occupies a proportionally seler volume than maore
conventional natural gas mixtures. This would result in reduced capital costs and lower power
requiremants.

51.3 Operational Considerations
5.1.3.1 Leak Detection

Alliance also indicated that it would emdoy a state-of-the-art leak detection programto reduce the risk
associated with leaks. The leak detection program would consist of up-to-date supervisory control and
data acquisition ("'SCADA") equipmert in conjunction with real-time moddling ('RTM) and line
patrol.

WIth respect to the SCADA ad RTMcomporants of the leak detection program Alliance asserted
that its system wauld be unigue in that there wwould be pressure and temperature monitors at each
mainline valve and at each conmaressor station. The Company would also measure flow a all of the
receipt points using orifice meters. The daia would be conmunicated to the control centre via
SCADA ard aontinually monitored and analyzed.
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Alliance stated that its leak detection modd is based on mass balance in conjunction with transient
modelling. The leak detection modal vwould take all of the data fromthe pressure and temperature
gauges and flownreters and place it in a computer program which would perform calculations every
ore 1 ten minutes o detenmine whet the actual flow volume and state of the product wes at the time
of data collection. This data would be compared with the previous calculation and any differences
would be evaluated to determine if a leak had occurred.

Alliance submitted that its leak detection system wauld be able to detect a leak of 566 10 *nv/d

(20 MVEf/d) within a day and a leak of 2.83 10 °nv/d (100 MIVES/d) in approximetely one hour. The
283 10°n/d leak would represent an opening in the pipe approximetely 50 nm (2 inches) in
diameter, which is belowthe critical defect size that would initiate a rupture.

Alliance also stated that it would perform nonthly aerial patrols of the pipeline. Ground patrols along
the entire mainline and laterals would also be performed annually using standard gas detection
instrumentation.

5.1.3.2 Prevention of Liquids Dropout

Alliance indicated that it would use state-of-the-art modelling and numearous SCADA points to ensure
that its system does not enter twophase flowr Among other things, two-phase flovwwaoud have the
potential to both inmpact conaressor operations and compromise the leak detection systerm by giving
erroneous meter readings.

The Company indicated that its SCADA system nodel would have the ability to predict and alarm on
any approach 1 a dewpoint. The alalmwauld trigger a shutdown before the system entered two-
phase flov

Alliance indicated that even the richest potential gas mixture could be kept out of the twophase region
in the mainline. Newvertheless, Alliance has confirmed that a slug catcher would be installed at the
downstream end of the 1067 mmnrainline.  This slug catcher would provide a contingency in the
event that liquid from an upstream gas plant upset somehow escaped the quiality control of both the
plant and the Alliance receipt point

5.1.33 In-Line Inspection

Alliance advised that it would use the maost up-to-date ingpection methods, including state-of-the-art
inHine inspection ('ILI") tools, to ensure that the integrity of the pipeline is not compromised.

The Company indicated that the entire mainline and lateral systemwwould be designed to acconmodate
the passage of ILI tools. This would be facilitated by using through-conduit type valves as wall as
permanent and trangportable pig launchers and receivers.  Alliance plans on using both magretic flux
leakage ("ML and ultrasonic type tools when inspecting its mainline.  Alliance also stated that each
section of the pipeline would be inspected on a fiveyear cycle. Aninitial baseline would be
established over the first four years of operation using MAL tools and subsequent runs would utilize
either MAL ar ultrasonic tools.
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Alliance submitted that the safety of the pipeline would be enhanced by using ILI equipment, as
defects would be found before progressing to the critical stage.  Alliance contended that the full ILI
capability and inspection plans would ensure that the pipeline would exceed the industry standard.

52 Utility Crossings

The construction of the Alliance Project would involve the arossing of a multitude of utilities,
including navigable waters, highways, railvwvays, underground telephone lines, eleciricity lines, and
other pipelines. As noted in section 4.2.1, one of the utilities that would be crossed is the Cochin
pipeline system which is also Board-regulated.

As discussed in that section, Cochin expressed concem over the proposed number of crossings of its
pipeline. Cochin also asked that, for any such crassings, Alliance be required to: (i) cross at an angle
not less than 70 degrees, (i) install heavierndlled pipe within 200 m of each crossing, (jii) install
crack arrestors before and after each crossing, and (iv) install its pipeline under the Cochin pipeline
meintaining a distance of at least 30 cm (12 inches).

Alliance submitted that this series of measures, which it characterized as remarkable, was not justified.
W\th respect to the crossing angle, Alliance indicated that it is industry practice to cross pipelines at
the approach angle of the line and that it is Not necessary o aross a pipeline at any mare than 45
degrees.  Alliance further submitted that crossing at a higher angle could introduce a sharp bend which
would restrict the hydraulics of the pipeline.

Cochin also indicated that its concerms would not be addressed by the execution of the CAPP Fadlity
Qrossing Ageement.t While acknowledging that the formis used extensively in industry, Cochin
submitted that the provisions in the document are conditional upon mMutually agreed upon termrs and
conditions which have not been readhed on many beasic issues between itself and Alliance. Codhin
want on to state that, without appropriate indenmity and provisions for cost coverage, it would not
provide its consent for Alliance to cross its pipeline.  Alliance indicated that the CAPP Fedllity
QGrossing Ageameant was designed o avoid situations Where issues are raised and litigated on a case-
by-case basis. Alliance further indicated that it would use standard industry practices for crossing
procedures, surface facility locations, and financial indenmity of companies whiose pipeline facilities
are being crossed.
No ather utility ovwner madke submissions on crossing retters during the GH-3-97 proceeding.

Views of the Board

The Board is of the viewthat Alliance may still be able to reach agreemant with the

owners of the utilities which it may cross and, at the least, should be given an

opportunity to attempt to reach such agreemants.  Acocordingly, pursuant to section
108(5.1) of the NEB Act, the Board has decided t waive the requiremant for Alliance

1 In June 1993, CAPP's Board of Govemors approved the universal Facility Crossing Agreement which was developed by
the Canadian Petroleum Association in 1990 to streamline processing of federal and provincial crossing agreements.
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to obtain leave to cross other utilities, aside from navigable waterways and raibvays *,
provided that (i) a vwritten crossing agreemant is entered into between Alliance and the
utility owner for the construction of any such crossings and (ii) any such crossings are
constructed in conformity with CSA Z662-96 requiremants.  Should Allliance be unable
1 reach agreemant with the utilities which it may aoss, Alliance may goply to the
Board under section 108 and all other relevant provisions of the NEB Act for leave to
cross a utility. The Board vill make a decision with respect to any such application
after hearing from bath Alliance and the utility ownrer.

53 Fracture Prevention and Control

531 Conoegptual Overview

Safety and operational integrity of natural gas transmission pipelines are important goals. Pipeline
integrity is achieved by planning, controlling, and monitoring a number of elements, all of which
contribute to the overall pipeline systemintegrity. Elements that affect overall pipeline integrity are
system design, neterial specifications, pipe transportation and handling, pipeline construction and
inspection, pre-service testing, and operation and naintenance practices. Fracture prevention and
control is conmon to a numibder of these elements.

The fracture initiation tolerance of a pipe is a measure of the pipe Wall's resistance to penetration by a
crack or other flaww  Fracture initiation tolerance is also a measure of the pipe's resistance o rupturing
once a defect has penetrated the wall.  Thus, fracture initiation resistance is the first line of defence
and a key elemeant in fracture prevention and control design.  Fracture propagation resistance
determines the distance at which a fracture will arrest. Control of fracture propagation Is a secondary
line of defence because once a defect has penetrated through the wall, a risk to public safety, property,
and the ervironment has been created.

Fracture initiation is a function of: (i) the fracture initiation toughness of the steel; (i) the diameter,
wall thickness, and neterial toughness; (i) the size of the defect; and (iv) the stress acting
perpendicular to the defect. Fracture propagation, on the other hand, is a function of: (i) the fracture
propagation toughness of the steel; (i) the decompression of the gas in the pipeline; (iii) the operating
temperature relative to the brittle-to-ductile transition temperature of the steel (\Which in tum controls
the ductility and speed of the fracture); and (iv) the backfill conditions.

An ideal goal of any fracture prevention and control design would be to specify pipe characteristics
and operating parameters that would only result in leaks in a pipeline regardless of the flavwsize and
type. This is not possible because no metter hovv high the toughiness, there is a flavwwhich would
rupture the pipe. As such, fracture prevention and control design must balance and conservatively
provide for both initiation resistance and propagation resistance.

1 Crossing of navigable waterways and railways are administered by public authorities other than the Board.
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532 The Alliance Context

In its application, Alliance provided only a general approach to fracture prevention and control.  After
the filing of extensive technical evidence on this subject by TCPL. and Foathills, Alliance responded
with extensive additional filings. The key filing was a January 1998 report ertitled ' The Alliance
Fracture Prevention and Control Prograni® which incorporated reports by Clearstone Engineering, RJ.
Eiber, Consultant Inc., and Dr. BIN. Leis of the Battelle Memorial Institute.

Alliance's propased pipeline design approaches the limit of today’s technology through a comtaination
of its maeximum operating pressure ('MIOP”), operating temperature, pipe size, and gas composition.
The design paraneters for the mainline are listed in Table 5-1.

Table 5-1
Design Parameters for the Alliance Mainline
Diamegter 1067 mm @42 inches) 914 N (36 Inches)
[ —
WAl Thickness 114 mm (0450 inches) 14.2 mm (0560 inches)
Pipe Gade 483 (X70) 483 (X70)
Pipe Forming Process helical and USO helical and USO
Mbximum Qparating Pressure | 8 275 kiPa (1,200 psi) 12 000 kPa (1,740 psi)
NMBxinum Stress, Y8aIYS a0 a0
Minimum Design Temperature | -5°C (23°F) 5°C (23°F)
Minimum Qparating £C39°F) 24°C(75°F)
Temperature at MOP

The balance of section 5.3 addresses the basis and particulars of Alliance's fracture prevention and
control plan and the issues raised in respect thereof.

533 Application of CSA Z662 Requirements
Section 10 of the Boards Onshore Pipeline Regulations provides as follows:
(D) A fracture control design shall be submitted to the Board for approval prior to the
construction of a pipeline
(& if the pipeline is intended to carry hydrocarbons in a gaseous state; or
(b) if the pipeline is to be tested with a gaseous medium.
(2) The Board shall approve the design referred to in subsection (1) if the design

provides for a level of safety at least equivalent to the level of safety generally
provided for by CSA standards.
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In connection with sulisection 10(2) of the Onshore Pipeline Regulations, the meterials clause of CSA
Z662-96 specifies pipe steel toughness requirements and explicitty notes that these requirements are
intended to provide protection against both fracture initiation and fracture propagation. *  Included is
specific direction on the detenmination of the mMimimum design temperature for notch toughness
purposes?

The notch toughness requirements relating to fracture inftiation resistance do not technically apply to
Alliance since the design parameters are outside the limits of the applicable clause of the Standard. 3
Moreover, while the Standard clearly requires supplementary design measures to provide positive
control of fracture propagation (such as the use of higher toughness pipe or the use of specially
designed fracture arrest devices), the formula provided as a guide for estimating arrest toughness
values cannot be applied to Alliance's design. *

Therefore, engineering principles and fracture mednanics methods need to be applied to achieve a
conservative design that would satisfy the intent of the Standard.

The Standard is clear in its requirement that, if the fracture driving force is abowve a certain limit (CSA
2662 specified threshold stresses and the pressure limt), the pipeline must be designed to provide
poasitive fracture propagation control. The standard does not allovv for a reduced fracture propagation
control in the event that high fracture initiation resistance is achieved.

Views of the Board

The Board notes that Alliance has acogpted CSA Z662 as the appropriate standard for

the design of the Canadian portion of its pipeline system The Board recognizes that

the complexities associated with Alliance's fracture prevention and control design stem
fromthe fact that there are no explicit requirements in the Standard applicable to the

Reference Clause 5.2.2 of CSA Z662-96 on "Notch Toughness Requirements - Pipe'.

Clause 5.2.1.2 of CSA Z662-96 states as follows: The minimum design temperature for notch toughness purposes shall be
taken to be at or below the lowest expected metal temperature when the pipe hoop stress exceeds 50 MPa during pressure
testing and service under design conditions, having due regard to past recorded temperature data, the minimum fluid
temperature that could occur, and the passible effects of lower air and ground temperatures.

3 The second note to Clause 5.2.2.2 of CSA Z662-96 indicates that "'specified minimum absorbed energy values higher than
those required by Table 5.1 [of the standard, which is referred to in relation to fracture initiation resistance] should be
considered for pipe with both a design operating stress greater than 72% of its specified minimum yield strength and a
nominal wall thickness exceeding 12.7 mm". The Alliance design is outside of both these limits for pipe in Class 1
locations.

Clause 5.2.2.3 of CSA Z662-96 states as follows: Where the design operating stress for a gas pipeline or the hoop stress
developed by a gaseous pressure-test medium exceeds the applicable pipe threshold stress value given in Table 5.2,
Category Il pipe shall be required and supplementary design measures to provide positive control of fracture propagation
shall be considered. Such measures may include the use of Category Il pipe with higher values of albxsorbed energy or the
use of specially designed fracture arrest devices. The threshold stresses given in Table 5.2 are 240 MPa for 914 mm
diameter pipe and 225 MPa for 1067 mm diameter pipe. With its 80 per cent SMY'S design for the mainline, Alliance is
beyond these thresholds (for Grade 483 pipe, 80 per cent of SMYS is 386 MPa). The formula provided in the note to
Clause 5.2.2.3 for the estimation of arrest toughness values, however, is not valid for pipelines at pressures exceeding

8 000 kPa. As well, the formula is for buried pipelines containing gases that exhibit single-phase decompression; in the
case of Alliance, there would be two-phase decompression due to the design richness of the gas.
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Selected design parameters; rather, the Standard requires supplementary design
measures 1o provide positive fracture control. These measures must be developed
through sound engineering practices. The Board notes that the measures for achieving
a conservative fracture prevention and control design, which would satisfy the intent of
the Standard, may differ even among recognized experts.

The Board is of the viewthat, while CSA Z662-96 does not provide explicit
requiremants which could be applied 1o the Alliance Pipeline design parameters, the
Company must demonstrate that the fracture design of its pipeline satisfies the intent
of the Standard by achieving the required degree of safety and integrity. This onus is
reinforced by the preface to the Standard. *

534 Minimum Design Temperature

Alliance developed a fracture prevention and control design based on the minimum design temperature
('MDT) of -5°C. This MDT is specified as the test emperature for the Charpy \-notch ('CNV") test
and the drop weight tear test ('DWTT").

In order to determine the MDT, Allliance coniled temperature data from Ervironmeant Canada
readings taken at relevant locations along the pipeline route dating back to 1964. The data
demonstrated that the lovwest daily temperature at 150 cmisoil depth did not fall below-5 °C at any of
the locations.? The Company also provided, for each location, the average daily termperature at

150 amsoil depth for each date within seven calendar days of the date of the lowwest reading.

TCPL agued that the selected MDT of -5 °C may nat be low enough. TCPL filed evidence indicating
that mininum chily soil temperatures at a depth of 1 mcanbe as low as—6.7  °C during the winter
months, based on a reading taken at Oulook, Saskatchewan in 1975. The average temperature during
the month when the mininum temperature wes recorded was —609 °C.

Alliance argued that its pipeline will be installed at a depth of approximetely 2 mto trench bottorm ad
that the spot soil temperature of -6.7 °C once in werty years at a depth of 1 mis inrelevant.

Views of the Board
In the Board's viewy; Allliance has satisfactorily demonstrated thet -5 °C is an acceptable

NMDT for the pipeline, provided that the mininum midipe depth is 150 cm The
onus will be on Alliance to ensure that this mininum mid-pipe depth is achieved.

1 The preface to CSA Z662-96 states, in part: Requirements for abnommal or unusual conditions are not specifically
provided for, nor are all details related to engineering and construction prescribed. It is intended that all work perfo rmed
within the scope of this Standard meets the standards of safety and integrity expressed or implied therein.

2 The lowest measured temperature of -4°C was measured at Ellerslie, Alberta in February 1980.
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535 Fracture Initiation Control

The fracture initiation control design is intended O ensure that a pipeline can tolerate the sizes and
types of flans that could be introduced during manufaciuning or developed in service. These may be
medhanical damage defects and other part-through~wall and throughrnall flavns and punciures.

V\hen designing against fracture initiation, the primary concem is to specify the toughness properties
of the pipe neterial which would tolerate axial flavwwsizes subject to the hoop stress (Which is typically
the predominant stress).  This involves specifying the fracture initiation toughness of the steel at the
MDT.

The fracture initiation toughness is a function of temperature. To prevent brittle fracture in the
pipeline, the minimum gparating temperature must be above the fracture initiation transition
temperature.  Alliance would achieve this by requiring that the all-heat average ("AHA") fracture
appearance is at least 85 per cent shear area at the MDIT.

Since the required fracture propagation resistance is higher than the C\IN toughness which would be
obtained fromfracture initiation considerations, Alliance used the fracture propagation control C\VN
energy values for fracture initiation design. For the 914 nmdiameter pipe, Alliance used an AHA
toughness of 195 J with a mininum individual heat average of 136 J. For the 1067 nmdiameter
pipe, Alliance used an AHA toughness of 215 J with a mininum individual heat average of 160 J.
The maximum tolerated through~wall flaws are 147 nmand 155 nm (6.8 inches and 6.1 inches) for
the 914 mmand 1067 mmlines respectively. Alliance also stated that the 914 nmand 1067 nm
diameter pipes can lerate () gouge lengths of 247 nmand 290 nm (9.7 inches and 11.4 inches)
respectively with depths 10 per cent of the pipe wall thickness and (i) dents 10 per cent of the pipe
diameter.

Alliance stated that the puncture resistance of a pipeline with an essentially static loading, such as
from a backihoe tooth, is proportional to the wall thickness and the ultimete tensile stress.  Alliance
claimed that, since Grade 483 pipe has relatively high tensile strength and the line pipes have
substantial wall thickness, the designed pipeline would have excellent puncture resistance.  Alliance
further stated that its pipeline would have the best fracture initiation resistance of gas transmission
pipelines in Narth Anerica

TCPL indicated that, while the resistance of the Alliance Pipeline to fracture initiation does not cause
any specific concerms, it is not convinced that Alliance would have ““generally the best fracture
initiation resistance of gas transmission pipelines built in Narth Arenica”. TCPL argued that the steel
produced for other customers of the same pipe manufaciurers is no different fromthat produced for
Alliance and that, therefore, the fracture initiation resistance of the Alliance Pipeline would not be
superior t any other modem natural gas transmission pipeline.

Foathills was of the viewthat Alliance had submitted a satisfactory fracture initiation control design
and that Alliance’s propased pipeline can be considered to have resistance to fracture inftiation
comparable to any modem, well-designed natural gas transimission pipeline.
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Views of the Board

The Board is satisfied that the C\IN energy values obtained by Alliance from fracture
arrest considerations provide acceptable tolerance of defects for fracture initiation. The
Board notes thet the specified DWTT of 85 per cent shear area at the MDT ensures
that any fracture would initiate in a ductile mode.

53.6 Minimum Operating Temperatures

Alliance advised that the minimum operating temperatures for fracture propagation design are 4 °C for
the 1067 nmdiameter pipe at an MOP of 8 274 kPa and 24 °C for the 914 nmdiameter pipe at an
MGOP of 12 000 kPa.

To control operating pressures and temperature, Alliance has committed to installing a state-of-the-art
SCADA systemwith pressure and temperature measurement at every block valve (spaced at
approximete 32 kmintervals). Alliance stated that this systemwould be programred with the
allonable pressure and temperature linits to ensure that the pipe is operated within the range which
was considered in the fracture propagation control design.

Alliance conmmitted to further ensure that, if SCADA conmrunication is lost at any conaressor station
or at either of the two sulbbsegquent mainline block valves, the local discharge pressure control set point
would be lowered to ensure that the line is always operated wWall within the range of its fracture arrest
toughness capability.

Alliance stated that, if necessary, it would use cooler by-pass and recycle heating to prevent
temperatures and pressures from exceeding the fracture control requirements amywhere along the
pipeline.

TCPL argued that the after-cooler by-pass and recycle heating may not be an effective means of
preventing the temperature drop within the required time.

To support its contention, TCPL performed a shut-in test on its 914 nmdiameter Line 100-3 at
Station 17 and monitored the conditions at Station 13. The distance between the two stations is

105 km and the elevation difference is 7 m The exqperimant showed that the gas temperature fromthe
time of the line isolation stayed almast constant, demonstrating isothendl rather than adiabatic
behavior.

Views of the Board

The Board acknowledges thet operating temperature is an important consideration in
fracture propagation analysis.
The Board is of the viewthat Alliance's SCADA systemwaould reduce the possibility

of events with combinations of pressure and temperature occurring which would
exceed the designed fracture arrest conditions.

Further, the Board notes that a number of factors would have to occur simultaneously
o contribute o an event which would lead to a propagating fracture under conditions
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exceeding the design conditions for fracture arrest. Hrst, a fracture would have to be
initiated under conditions which are not conducive o fracture initiation (per section
5.35 on fracture initiation control); second, the downstream compressor would have to
be shut dovur, and third, the pressureftemperature conditions would have to develop
along the pipeline which would exceed the fracture arrest design conditions. The
Board is of the viewthat the possibility of such an event is remate.

The Board is of the viewthat the onus is on Alliance to ensure that the pipeline is
operated within the design range for fracture arrest

53.7 Fracture Propagation Control
5.3.7.1 The Battelle Two-Curve Method

It was generally recognized during the hearing that the design of the Alliance Pipeline is outside the
range of the dudtile fracture propagation control criteria of CSA Z662-96. Therefore, Alliance resorted
1o the use of the ""Battelle two-cunve' method for detenmination of the arrest conditions for ductile

fracture propagation.

The method is illustrated conceptually by Figure 5-1. The lower cunve represents the gas
decompression Velocity and the upper curnve represents the fracture velocity, both as a function of the
pressure inside the pipeline.

When a fracture is initiated in a pressurized pipeline and starts propagating, it is driven by the intemal
pressure. As a result of the fracture, the original intemal pressure starts decreasing with the velocity
of the decompression wave which is moving in the same direction as the propagating fracture. If the
decompression wave moves faster than the propagating fracture, the fracture starts to lose the driving
force and arrests.

The decompression wave velocity cunve for mathane is a smoath curnve which can be determmined
analytically or experimentally in a separate deconaression experimant.  On the other hand, rich natural
ges decomposes during deconrpression into two phases, which demonstrates itself in a plateau within
the decomyression cunve. This has the effect of sloning down the decompression wave Velocity so
that a high pressure exists longer at the fracture tip than would be the case for the deconaression of
pure methane. This longer duration of high pressure necessitates a higher fracture toughness for the
arrest of a propagating fracture.

The velocity of a propagating fracture is a function of the stress in the pipe wall, the pipe size, and the
pipe's resistance to ductile fracture propagation. The fracture velocity curve is determined by using an
equiation derived empirically from pipe burst tests.

If the fracture velocity cunve is above the gas deconaression velocity cunve in the Battelle two-curnve
diagram this indicates that the fracture would stop within one or two pipe joints.  In other wards, the
ges decompression wave quickly "'outruns’ the fracture, thus removing the driving force at the crack
tip. At the toughness level where the curves are tangent, a fracture has just enough driving force
propagate long distances. The toughness must therefore be increased abowve this level to ensure
fracture arrest
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FHgure 5-1
Battelle Two-Curve Method
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5.3.7.2 Determination of Fracture Toughness

Fracture propagation resistance is provided by the pipe meterial’'s fracture toughness, which is
measured by the albsorbed energy required to break a laboratory test specimen (expressed in joules
('J"). In addition to the absorbed energy, the percentage of shear area of the fractured surface is also
measured to express the ductility of the meterial.

The C\IN test is most often employed t measure the fraciure toughness and involves a sl
dimensionally-standardized specimen with a machined \/-shaped notch fromwhich the crack is
initiated. Anather test that is sometimes used is the DWTT, which involves the breaking of larger-size
specimens that have the full wall thickness of the line pipe.

In many cases, the C\INtest has proven 1o be of high value due 1o its lov cost and good correlation
with full-scale fracture behaviour. It has been recognized since the late 1970s, however, that the
established correlation betwean C\VIN toughness and resistance against full-scale fracture propagation
(based on the Battelle two-curve analysis) starts to break down for steels with C\V/INl energies above
100 J. These steels are so tough that a high proportion of the C\VINl energy is used on deformetion of
the test specimen and crack initiation fromthe notch.  The analysis therefore provides less information
on the resistance against fracture propagation with increasing toughness of the steel.  In other wards,
C\UINdues above 100 J obtained fromthe Battelle two-curve analysis under-predict the full-scale
dynamic fracture resistance of the pipe.

Therefore, C\MN energy determined fromthe Battelle two-curve analysis must be increased to become
representative of the toughness required for fracture arrest. The megnitude of this increase must be
based on correlation with full-scale burst test results.

There is a pool of full-scale burst test results in the literature which provide C\IN alosorbed energy
values applicable to the simulated design and operating parameters.  In cases where the specified
parameters are beyond the envelope of past tests, representative nev full-scale burst tests are typically
performed so as 1o validate the design and at the same time expand the evelope.  For exanpe,
Foathills conducted a testing program & its Northem Alberta Burst Test facility in the earty 1980s to
simulate the parameters applicable to its Alaska Highway Pipeline Project. © Fromthese tests, Foothills
determined a correction factor of 1.3.

5.3.7.3 Alliance's Design

For the purpose of fracture propagation control, the Alliance Pipeline design involved the following
three considerations: (i) ensuring that the line pipe specified would exhibit ductile properties at the
minimum design temperature of the pipeling; (i) detenmining the mMinimum design temperature for
measuring notch toughness; and (i) detenmining the mininum toughiness required to arrest
propagating ductile fracture for the Alliance Pipeline operating conditions.

1 The Canadian portion of the Alaska Natural Gas Transportation System, which is also referred to as the Alaska Highway
Pipeline Project, was certificated in 1978 by the Parliament of Canada through the passage of the Northem Pipeline Act.
Only the southemmost portion of the pipeline in Canada (referred to as the Foothills Prebuild) has been constructed to
date.
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As noted in section 5.34, the minimum design temperature wes detenmined by Alliance to be -5 °C.
The Company specified a mininum AHA of 85 per cent shear area in the DWTT & -5 °Cto ensure
that the pipe would be in the ductile region under any operating conditions.

In applying the Battelle two-cune method, Alliance used a decompression wave velocity curnve
developed by Clearstone Engineering for three design gas compasitions, the maximum operating
pressure, and the corresponding operating temperature.  As shown by FHgure 5-1, the curnve for the
ultinete rich gas mixture has a plateau at about 6 200 kPa, indicating that liquid particles begin to
form at this point in the decompression. This has the effect of producing a sustained pressure for a
longer period at about 6 200 kiPa, which would requiire high fracture toughness for arrest. The fracture
velocity cunve was calculated using the “'duct tough' spreadsheet. For the 914 nmdianmeter, 14.2 nm
wall thickness, grade 483, and ultimete rich gas case, the fracture velocity curve for 149 J CWN
energy is tangent to the gas deconaression curnve, representing a transitional point between
propagating and arresting fracture ranges. Since this C\IN energy value is over 100 J, a correction
factor had to be applied.

Dr. BN. Leis of the Battelle Memonial Institute wes commissioned to develop corrections to the two-
curve Battelle modd for the Alliance Pipeline. These corrections were presented in a June 1997 report
entitled "'Relationship Betvween Apparent (Total) Charpy \V-Notch Toughness and the Corresponding
Dynamic Qrack-Propagation Resistance™".*

In developing the corrections, Dr. Leis assessed the energy area under the force-displacement cunves
obtained for eight instrumented Charpy tests for eight different materials. In each case, he divided the
energy into (i) deformetion energy, (i) fracture initiation energy, and (i) fracture propagation energy
SO as to obtain the energy available for crack amrest and to ensure that the specified C\VIN value would
contain the necessary fracture arrest component.

For the 914 nmdiameter section of mainline, Alliance utilized a correction factor of 1.21 based on
Dr. Laiss analysis. The corrected C\MINl energy for arrest is 149 J times 1.21, or 181 J.

If the mininum C\VIN eargy value for a pipe order were 1o exceed this value, then all pipe lengths
would have energy levels adequate for fracture arrest. Altematively, if this C\VVINl energy wes specified
as an AHA approximetely 50 per cent of the lengths would have the ability to arrest a fracture.
Alliance chose 1o specify 195 J for the 914 mmdiameter section of the mainline as the AHACUN
energy value. Alliance also specified the minimum C\VIN absorbed energy for any heat as 136 J.
Alter discussing these specifications with a potential supplier of helically formed pipe, Alliance
received assurance that the AHA fracture toughness specification could be raised to 280 J.

Alliance followed the same procedure for determining the fracture toughness requiremeants for the
1067 mmdiameter section of the mainline and obtained a corrected C\IN energy value of 208 J
(calculated as 168 J fromthe two-curve diagramtimes a Leis correction factor of 1.24).

The Company dhose to specify an AHA CVVIN energy value of 215 J.

Alliance intends to use the 280 J pipe for the construction of the 914 nmdiameter mainline, which is
significantty higher than the calculated fracture arrest toughness of 181 J. Although the fracture

1 An addendum to the Leis report (dated 11 November 1997) was also placed on the hearing record.
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driving force for the 1067 nmdiameter mainline is higher than that for the 914 nmdiameter
meinline, Alliance specified 215 J, which is marginally higher than the calculated value for fracture
arrest of 208 J.

The maost severe operating conditions and the fracture toughness specified for these conditions are
shown in Table 5-2. Alliance also calculated fracture toughness for less severe operating conditions,
leaner gas compositions, and thicker~wall pipe. All these combinations require lower fracture
toughness than those calculated for the most severe conditions.

Table 5-2
Deata for Alliance Operating Conditions and Fracture Toughness Requirements
Pipe Stress Discharge Gas Calculated CVVN Specified CVVN Pipe CWN
Specification Level Conditions Comp. Energy Energy forming test
process | temp.
% Pressure | Temp MY/ Battelle Leis Minimum | AHA °C
SMYS kPa °C 2-curve | Corrected )] )]
V) V)
914 mm X 80 12000 24 Ultimate 149 181 136 195 UadO 5
14.23 mm, Rich .
Grade 483 4433 181 280 helical
1067 mm x 80 8274 4 Ultimate 168 208 160 215 helical 5
1143 mm, Rich UadO
Grade 483 4433

Alliance also assessed and specified fracture toughness requiremeant for components and for the line
pipe ssamweld. Aminimum C\V/N albsorbed energy of 36 J was gpecified for the ssamweld.

Alliance proceeded to calculate the exqected fracture length for the 914 nmdiameter section by
assuming that the fracture toughness for a pipe order would be nomrelly distributed and the pipe
lengths would be randomiy distributed in the pipeline. Under these assuntions, the ductile fracture
would arrest within 14 pipe lengths or 168 m using the ulimete rich gas composition.  Alliance
repeatedly emphasized that the fracture control design determined for the most severe operating
conditions and uliimete rich gas would provide a wide range of safety for less severe operating con-
ditions and leaner gas compositions.

5.3.74 Full-Scale Burst Test Program

Alliance initially contended that its fracture propagation control design for the 914 and 1067 nm
diameter sections of mainline was fully validated on the basis of existing burst test data. However,
during the hearing and following challenges of its fracture arrest design, Alliance conitted to a full-
scale burst test programfor 914 mmdiameter pipe.

The test programis intended o validate both the specified C\IN energy value for fraciure propagation
arrest and the Leis correction moddl.  Up to three tests were planned to be conducted between August
and Decemibber 1998 at the Spadeadam test site in Cumibria, England using 914 nmdiameter line pipe
produced by the steel mills which will be supplying the pipe for the Project

Alliance noted that, at the ultinete rich gas compoosition and at maeximum operating pressure, the
1067 rmdiameter mainline would experience a higher driving force than the 914 nmdiameter
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mainline. The Company advised of its intent to perform an adjustment in conditions on one of the
914 mmdiameter line tests in order to simulate this higher level of driving force and to allowthe
fracture arrest design for the 1067 nmdiameter mainline to be verified without physically testing the
larger-diameter pipe.

Alliance conitted to review and, if necessary, 10 revise its fracture prevention and control plan based
on the results of the first two burst tests. Given the testing schedule, Alliance indicated that the
confimed or revised plan could be submitted to the Board well in advance of field construction.

Each burst test would involve an approximeate 100 mlong test section conrising nine pipes of
various notch toughness values comrencing with the initiation pipe of very lowtoughness. The
fracture would be initiated by an explosive charge placed in the middle of the initiation pipe. The
fracture would propagate in the pipes of increasing fracture toughness.  The toughness of the pipe
where arrest oocurs would represent the notich toughness which would be required for arrest in the
proposed pipeline. With these tests, Alliance hoped 1o (i) demonstrate that the C\IN toughiness of the
selected pipe meterial is sufficient for fracture arrest and (i) validate its fracture propagation
prevention and control design including the Leis analysis.

Alliance planned to install crack arrestors at both ends of the test section as an added precaution and
1o test a specific arrestor design.

53.75 Crack Arrestors and Operating Limits

Alliance stated that, in the unexpected event that none of the pipe in the full-scale test sections
arrested the propagating fractures, crack arrestors would be installed on the pipeline in accordance with
Clause 5223 of CSA Z662.

Grack arrestors are mednanical means of arresting a propagating fracture which typically consist of
bands of steel vrapped around the pipeline or thicker~wall sections of pipe placed at intervals along
the pipeline. As a propagating fracture passes into an arrestor, the fracture driving force is reduced
belowthe fracture resistance of the arrestor and the fracture stops.

The crack arrestors would become the primary method of providing positive control of fracture
propagation; however, the pipe would still be purchased as originally specified to meintain the very
high level of crack initiation resistance achieved.

A preliminary consideration of crack arrestors in the Alliance fracture propagation control design calls
for their installation approximetely every 350 m The spacings might vary in the vicinity of cwdlings
and in other circunrstances such as in the vicinity of significant roadways.

Alliance submitted that its fracture propagation arrest design is already validated on the basis of
existing burst test data for gas compositions having a gross heating value up to 425 MI/m 3

(1138 Btu/cf) at the highest intended MOP of 12 000 kPa. The Company therefore argued that the
pipeline could be safely operated at those levels pending successful burst tests. The Company also
noted that the gas actually expected to be transported on the pipeline would have a gross heating value
of approxinmetely 40.0 MI/n (1072 Biu/scf), showing the conservatisminherent in the design.
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Views of Internvenors

Duke, IPLE, and WWH argued in support of Alliance's fracture propagation control design, including
the proposed full-scale burst test program On the other hand, and as explained in the following text,
TCPL ad Foathills were critical of the design. Cochin conmrented in final argument that it would be
appropriate for the Board to impose a condition requiring validation of the design by full-scale burst
tests.

TCPL argued that the Leis analysis is flavwed and provides no reliable guidance in determining the
fracture toughness requiired 1o arrest a propagating fracture under the extreme conditions represented
by the Alliance proposal. TCPLs specific criticismwas as follows:

0] The correlation set out in the study by Dr. Leis did not account for the effects of twophase
ges decompression and s, in TCPLs view, not applicable to steels exhibiting rising upper
shelf behaviour.! With respect to the former, Dr. Leis applied the comrection factor to the
existing full-scale burst test data available in the literature which wes predominantty obtained
fromtests with air and other singlephase deconaression gases. Only a limited amount of
two-phase deconaression data wes available.

(in) The analysis wrongly assumed a constant pendulum velocity during the Charpy tests
performed by Dr. Leis.

@)  Dr. Las denved his equation for determination of the correction factor on the basis of only a
few \dlid data points and was not able o produce the data for the purpose of replication. Two
of his eight tests were invalidated by the Charpy meadhine not having enough energy to break
the specimens and three others were belowthe 100 J lint for the proposed cormrection. This
left three points on which to base the correction correlation.

(iv)  There were calibration errors during the entire test program

TCPL dso submitted that Dr. Leis's correction does not reflect meterial or Charpy test characteristics
and therefore does not represent a reliable procedure for using Charpy tests for pipeline fracture arrest
predictions. TCPL suggested that mare reliable test methods are available to predict the fracture
resistance, such as the static pre-cracked DWTT ('SPC DWTT"). The specimen used in this test
provides better dimensional similarity to the pipeline wall than the C\N specimen, and the

SPC DWTT aosorbed energy is predominantty energy used for crack propagation. TCPL claimed that
this method was used on Japanese pipe and that a good correlation was obtained betvween predicted
fracture velocity and the actual fracture velocity measured in full-scale burst tests.

TCPL completed a testing program on the 280 J AHA ical pipe steel that Alliance proposes t use
for its 914 mmdiameter mainline. This testing program generated correlations between Charpy
toughness values and the SPC DWTT wdues. In TCPL's viewy, the results of this correlation illustrate
the lack of reliability of Leis's prediction that arrest will occur at 181 J for the 914 nmdiameter
meinline and 208 J for the 1067 mmdiameter mainline. TCPL could not predict, on the basis of this
program, whether the 280 J pipe would be able to arrest the fracture in a 914 nmdiameter pipe full-

1 Rising upper shelf behaviour is exhibited by heavily controlled rolled, low alloy, high strength steels.
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scale burst test, but was confident in predicting that the fracture would not arrest in a 1067 nm
diameter pipe full-scale burst test.

TCPL dso conmrented on Alliance's full-scale burst test program  One aspect highlighted by TCPL is
that Alliance is not planning to test the case that has the highest crack driving force. TCPL obsenved
that the combination of higher crack driving force and the lower toughness at +4 °C mekes the

1067 nmdiameter line the more critical one from a fracture control viewpoint (i.e. versus the 914 nm
diamgter case). As an altemative 1o physically testing both 914 nmand 1067 mmdiameter pipe,
TCPL suggested that Alliance could performtests solely on the 914 nmdiameter pipe provided that
both of the folloning conditions are mat:

0] The temperature, or pressure, or a combination of both is adjusted to represent the higher
fracture propagation driving force of the 1067 nmdiameter design. In this respect, if the
914 mmdiameter pipe test is conducted at 12 000 kPa, the test termperature would need to be
+16°C. Altematively, if the 914 mmdiameter pipe test is conducted at +24 °C, the initial test
pressure would need to be 12 210 kPa.

(in) The Leis OWN\Hoased method of predicting fracture resistance requirements wwould need to be
abandoned in favour of a method which is capable of acconmodating manufacturer-specific
properties in full-thickness fracture propagation resistance behaviour as a function of the test
temperaiure. TCPL recomrended the use of full-thickness tests such as the SPC DT,
chevronnotch DWTT, or crack-tip-opening angle specimens o supplemeant standard C\WIN
testing.

In relation o crack arrestor validation, TCPL observed that the proposed burst tests involve having the
crack arrestor on the highest toughness pipe. In TCPL's view, the arrestor should be scaled up o
wark on the lower toughness pipe where the crack driving force which the arrestor needs to overcome
is higher.

TCPL dso questioned the appropriateness of utilizing crack arrestors as a primary mearns of
controlling propagating fractures in the event that full-scale burst tests are unable to validate Alliance's
design. Furthermnare, TCPL submitted that it would not be prudent for Alliance to operate on the basis
of its proposed interim operating parameters prior to the completion of full-scale burst testing.

Foathills also mede sulbmissions on Alliance's fracture propagation control design, and in particular on
Dr. Leis's analysis and on Alliance's proposed full-scale burst test program

With respect to the former, Foothills was not convinced of the validity of the Leis correction method
and the data to support it To support its view; Foathills analyzed the data of all eight instrumented
C\UINItests conducted by Dr. Leis and concluded that the data was unreliable. Since this data wes used
1o derive the equation for the correction factor and for the prediction of the required C\IN absorbed
energy for the fracture arrest in the Alliance Pipeline, Foathills considered that Alliance's fracture
arrest prediction was also unreliable.

Foathills explained that it performed full-scale burst tests for its Alaska Highway Pipeline Project
directly involving the relevant comtanation of gas composition and the pressure and temperature range.
Onthe basis of these project-specific tests, a 1.3 correction factor wes empirically deternmined by
Foathills
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Foathills applied the Leis correction mathod to the paranmeters applicable to its own project and
obtained correction factors betvween 1.18 and 1.24, which under-predict the Foothills full-scale burst
test results. Foathills did not consider that even the correction factor of 1.3 could be confidently
applied o Alliance's design conditions.  According to Foathills, the limited experimantal data available
for the conditions most closely approximeing the parameters for Alliance's 914 nmdiameter mainline
design indicates that the correction factor for these full-scale burst test are 1.66 and 1.82. Foothills
concluded that Alliance would have to validate its pipeline design by full-scale burst tests specific to
the design conditions and the project pipe.

Based on its experience with full-scale burst tests and the evaluation of the testing results, Foothills
was of the opinion that the limited Alliance test programwould not produce a validation for the Leis
correction method.  The Alliance full-scale test program waould provide enairical validation of the
fracture arrest toughness for the conditions tested.

Foathills also commrented on the applicability of the 914 mmdiameter full-scale tests for the
validation of the 1067 mmdiameter fracture arrest design.  Foathills was of the viewthat the

1067 nmdiameter fracture arrest design could be potentially addressed by conducting one or more
914 mmdiameter tests under more severe conditions (e.g. by reducing the test temperature). This
could provide a reasonable basis for the deterination of modified arrest criteria for the 1067 nm
diameter pipeline design. The other options were: (i) to conduct 1067 nmdiameter full-scale burst
tests under operating conditions, (i) to modify the fracture length design criteria, (jii) to modify the
operating conditions, or (iv) to utilize crack arrestors.

Foathills suggested that Alliance might consider additional types of smdl-scale laboratory testing on
full-thickness specimens such as instrumented and/or altemative notched DWTT ar crack-tip-opening
angle test specimens to provide a wider range of altermative solutions.

Foathills also argued that Alliance's suggested interim operating limits are not within the envelope for
which unequivocal evidence of arrest based on pipe toughiness has been achieved.  Foathills submitted
that, pending successiul full-scale burst testing, the gas composition should be limited to a C ,,, content
of about 4.5 per cent or, altematively, a gross heating value of about 49.3 MI/m 2 (1050 Biu/sch).
Foathills also subrritted thet, for a gas comypoasition having a gross heating value of 425 M/m 3

(1138 Btu/cf), the MOP should be limited to that for which pipe body arrest has been demonstrated

in full-scale tests for the same compasition, namely 8 687 kiPa (1260 psi).

Applicant’s Reply to Intervenor Submissions

Alliance defended its ductile fracture propagation control design during crass-examination, in written
filings, and in final argumant.  Fallowing are some of the points raised by the Compeany in reply to the
submissions mede by TCPL ad Foathills:

0] Alliance suggested that the participation by TCPL and Foothills on the fracture prevention and
control issue was not solely nativated by concermns of safety or public interest but, rather, by
conecerms of competition from a new more efficient pipeline. The Company further suggested
thaet TCPL and Foothills were applying double standards through certain of their criticisns.

(in) The Company noted that the issue of fracture propagation control is clearly a conex one,
subject 1o a great deal of engineering judgemat. The Company wart on 1o state that it had
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assemiled a team of worldHenowned exoerts 1o assist in the developmant of its fracture
prevention and control program and, moreover, that the programwes endorsed through a peer
review by certain of its owners Who are exqerienced pipeline companies.

Alliance noted that, prior to the wark of Dx. Leis, the industry tended to use a flat 30 per cent
correction t C\IN energy values determined fromthe Battelle two-curve method when
considering designs requiiring high toughness. The Company maintained that the Leis
correction factor is appropriate and constitutes a conceptual advance over the flat 30 per cent
"gross-up' because: (1) it has been developed based on tests designed to separate the energy
available 1o resist propagation fromthe total measured C\V/N energy; (2) it has been validated
by comparison o the universe of burst test data, both for rich gas and othennise; and () it is
consistent with the results of Foothills' Northem Alberta Burst Tests, which is particularty
significant given that these tests represent fracture driving forces reasonably similar to those
that Alliance has calculated for its system

Alliance acknowledged that Dx. Leis assumed constant velocity of the hamrer in the C\WN
test, but went on to note that, in developing his correction, Dr. Leis addressed this concem by
excluding energy associated with the significant effects of decreasing velocity in calculating
integrated energy.

For the following reasons, Alliance disagreed with TCPL's assertion that the SPC DWTT is a
mare appropriate means than C\VVN testing for assessing toughness and general arrestability of
pipe: (1) the SPC DWITT induces large amounts of cold wark into the steel in the pre-cracking
through which the fracture subsequently runs in breaking the specimen; (2) the cold wark
lowers the toughness of the steel and increases the transition temperature; (3) current Battelle
research shows that the SPC DW/TT specimen does not usually continue to crack along the
pre-cracked plane when impact tested but, rather, that the crack reinitiates on different crack
planes in many cases, further undermining any logical appeal this test might have had; and
(4) the test is not a standardized test and was rejected when proposed for Airerican Petroleum
Institute standardization in 1979. Alliance also noted that the correlation of prediction based
onthe SPC DWTT has not been validated with the existing full-scale burst test data base as
has the C\IN toughness measuremeant with the predicted toughnesses using the Battelle two-
cunve method and Leis correction factor.

The Comypany argued that, regardless of the detailed concerms in relation to the fracture control
design, the required mininmum and AHA toughiness specifications for the wihole Alliance
system, and particularly the 914 nmdiameter portion of meinline, are very conservative.

Furthermore, regardless of the conservatism inherent in the Alliance Pipeline design, a full-
scale burst testing programwill be carried out to validate the Leis correction moddl and to
clearty demonstrate the ability of the pipe to arrest propagating fractures.
Views of the Board

The Board considers, rhetoric aside, that there was a constructive debate during the

GH-3-97 proceeding on the appropriate fracture prevention and control design for the
Alliance Pipeline.

GH-3-97



The Board notes that the recognized experts who participated in the hearing did not
fully agree on the approaches that would lead to a safe design for ductile fracture
propagation arrest. The Board obsenved that this issue evolved over the course of the
hearing and resulted in Alliance undertaking to simulate the operating conditions for
the proposed mainline pipe in full-scale burst tests prior to the conmrencemant of
construction. The Board notes that there waes final consensus among the hearing
participants that full-scale burst testing would be the most appropriate means of
validating the selected design.

The Board is satisfied that Alliance included the full-scale burst testing of 914 nm
diameter pipe at the proposed MICP in the fracture prevention and control plan. The
full-scale burst test results will be used to validate the ductile fracture propagation
control design for the 914 nmdiameter mainline and srdller-diameter lateral lines
with lower fracture driving force.

Given the particulars of the burst test program, the use of the Leis correction moddl is
of no practical concem for the 914 nmdiameter mainline. The use of the modd s,
however, of concem with respect to the 1067 mmdiameter mainline.

The Board is of the viewthat the 1067 mmdiameter mainline, which is characterized
by a fracture driving force higher than for the 914 nmdiameter mainline, would ideal-
ly be validated by a full-scale burst test program performed on that pipe. The Board is
also of the viewthat, If such a burst test programis impractical, Alliance may use the
burst test programfor 914 nmdianmeter pipe to simulate the equivalent fracture driv-
ing force of the 1067 nmdiameter mainline by lowering the test temperature or
increasing the test pressure or both. The Board further considers that Alliance should
establish the equivalent fracture driving force based on full-thickness tests, such as the
SPC DWITT, in addition to C\IN tests.

Any certificate issued would include a condition requiring Alliance to file a detailed
report on the results of the above testing with the Board for approval at least 30 days
prior to the commrencameant of mainline trenching. The condition would further stipu-
late that, in the event that the tests are unsuccessful, Alliance shall submit operating
limits or a crack arrestor program with or without operating limts, for either or both
of the 914 mmand 1067 nmdiameter sections of mainline, together with technical
Justification, for approval by the Board.
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Chapter 6

Traffic, Tolls, & Tariffs and Method of
Regulation

6.1 Traffic, Tolls, & Tariffs
Views of the Applicant

Alliance stated that it had designed a transportation service package that satisfied the needs of the
shippers, owners, and lenders associated with the Project.  In the Conmpany's viewy, the transportation
service package will provide both toll certainty and toll stability for its shippers, and adequate revenue
1o satisfy investor and lender requirements.

Alliance argued that all of its shippers are treated equally, and that all have the same rights, privileges,
and obligations. The Company noted that 37 shippers have contracted for 98 per cent of the pipeline's
capecity for a termof 15 years, that the transportation service package was freely negotiated by
shippers, and that no shipper sought changes to the taniff. The Company contended that the tolls are
just and reasonable and that there is no discrimination.

Alliance explained that the toll consists of a demand charge, which is essentially a reservation charge
for the right to transport gas, a conmodity charge for volumes actually transported, and an inkind
charge for fuel. In addition, there is a surcharge for contracted capacity on the Taylor-Altiken Creek
portion of the pipeline to reflect the extra distance that the gas must be shipped. Under the temrs of
the pro forma Transportation Service Agreemat, shippers would comit to paying demand dharges
for the first 15 years of service.

Alliance stated that the pipeline has 44 receipt points in Canada and only one delivery point in the
United States, at Joliet, near Chicago, lllinois. Apart fromthe surcharge t be levied on shippers on
the Taylor-Aitken Creek portion of the pipeline, there will be only one toll for service to Joliet

The tolls would be set on a cost-of-service basis, under which the tolls would reflect the capital and
operating costs of the system, plus an allowance for a retum on the investment capital. The
transportation service package includes a capital efficiency incentive which encourages Alliance to
build the Project in a cost-effective manner. The incentive provides for an increase or reduction in the
Company/s retum on equiity according to whether actual capital costs are less than or exceed agreed-
upon baseline estimetes.

The Compeany also has committed to bear the risk of shipper default on paymart, stating that any costs
arising from default would be bome by the owners as opposed to being spread among the remaining
shippers.

Alliance has proposed a volunric tolling systerm under which shippers wwould be billed according to
the volumdaric capacity which they have contracted on the system The Comparny argued that the
costs of shipping gas on its system would vary with the volumes of gas trangported, and not with the
heat content of the gas. In Alliance’s subimission, the unique design of the pipeline will allowthe
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Company to carry dense phase gas without iIncurring any increase in transimission costs. On that basis,
Alliance argued that a volumdric toll would be maost consistent with the principle that tolls should be
cost-ased.

In response to suggestions by internvenors that thermmal-based tolls would be more appropriate, Alliance
argued that such tolls would not adhere to the principle of cost causation and submitted that no
attept was made o show that thermd tolls represent a proper allocation of costs. The Company also
stated that issues of intra=shipper inequity Wwould be created if different tolls for natural gas of different
heating values were charged.

Alliance responded as follows to NOVA Cramicals' submmissions relating to the Gas Industry
Standards Board ('GISB").  Alliance noted that the GISB is an industry body, and not a regulator,
whose recomrendations are sometimes adopted by the FERC as guidance in establishing its onwn rate
design policies. Alliance stated that, based on a ASB recommendation, the FERC has determined that
the rates charged by gas pipelines under its jurisdiction should be stated (as opposed to calculated) on
a heat content basis. In Alliance's view, this policy is simaly meant to facilitate a comparison by
shippers of the relative transportation costs on the various pipeline systerrs, and is not intended to shift
costs betwween shippers of rich and lean gas.  Alliance also suggested that any plan by TCPL to mnowe
0 energy-based tolls has no bearing on whet is appropriate for the Alliance Pipeline.

The tanff also provides for another service which Alliance has named Authorized Overrun Service
C'ACS"). Under ACS, Alliance would allocate all of the spare capacity that exists on the systemon
any particular day to the firmservice shippers according t each shipper's contracted firmsenvice
volumes (Up t a meximum of ten per cent of each shipper's contracted dermand guantity). There will
be no charge for moving gas under this service, other than the fuel charge.

Alliance submitted that AOS wes an innovative approach to the problens that are created by the fact
that available daily capacity on a pipeline system varies considerably. As a result of this variability,
most gas pipeline companies carry extra capacity which is marketed daily as interruptible service. The
Company dated that ACSwIll puts meximum control of the available capacity in the hands of the
shippers. It noted that, since shippers would be paying for all of the fixed costs of the pipeline
through their dermand dharge paymers, they are entitled to all of the pipeline's capacity. Alliance also
stated that the transportation rights will be tradeable on a secondary market, thereby providing
additional flexibility to the shippers.

In response to soe intervenors' arguments that AOS would provide a "free nde™ for NGL injection,
Alliance argued that rermoval of this benefit would interfere significantty with the contrercial
arrangemants agreed o between Allliance and its shippers, owners, and lenders.

Alliance also noted that if firmshippers do not fully utilize ACS the excess capacity will be marketed
as interruptible service. The interruptible service toll is would be 100 per cent of the firmservice
dermand and commodiity tolls, plus in-kind fuel, and additional revenues from interruptible service
would be refunded to firmservice shippers in the next billing period.

Hnally, the propased tariff requires that shippers relinquish to Alliance the rights to any liquids
entrained in the gas streans delivered to the pipeline. As compensation for any liquids that are
extracted, shippers would receive at the US. delivery point quantities of natural gas having an
equivalent themdl content.  Alliance noted that shippers are not required to deliver liquids to the
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pipeline and stated that the pipeline's design provides shippers with increased options for marketing
their liquids.

Views of Internvenors

The concems that intervenors expressed about Alliance's proposed tariff were sumarized in section
3.3 of these Reasons.  In brief, a number of parties objected to various aspects of Alliance's proposed
trangportation service package because they were concemed that some provisions could distort the
operation of a comptitive market in Alberta for NGLs, in particular ethane.  Although these parties
requested that the Board disallowv certain provisions of Alliance's tariff, for the most part, their
conceams related to the potential impads on the Alberta petrochermical industry rather than on the
Justness and reasonableness of the proposed tolls per se.

NOVA Craricals and the CCPAstated that Alliance will transport both lean natural gas and NGLs.
The CCPA argued that these conmrodities constitute different “traffic™” within the meaning of section
62 of the NEB At and that it would be unjust and unreasonable t charge the same toll for
transporting different types of traffic. It was also argued that Alliance would be providing a bundled
service that would be discriminatory, since shippers would not be allowed to meintain ownership of
their liquids unless they also happen to be owners.

NOVA Cramicals and the CCPA argued that a volumetric toll would result in cross-subsidization of
the transport of NGLs by the trangport of natural gas because NGLs would get a free ride while lean
ges would bear the cost. Several intenvenors argued that thermd tolls would be preferable to
volumdric tolls. The CCPA agued that thenmd tolls would reflect the value of the service provided,
recover a fair proportion of the costs incurred in transportation, and avoid cross-subsidies between
different strearrs.  Further, it was argued thet the proposed AOS would be unfair because it would
provide a service at almast no cost

NOVA Chamicals stated that, in the US,, the use of energy or thend units in contracts has been wall
established for many years and is acoepted as the appropriate and necessary methodology. NOVA
Cremicals also noted that the FERC had denied a request by Alliance Pipeline LP. for a waiver from
having to state its rates in themal units. ! In the Canadian context, NOVA Cramicals noted that the
Caredian GISB Inplementation Group has reconmrended a process for implementation of GISB
standards (including thend tolls) on Canadian pipelines, and that TCPL had already obtained NEB
approval 1 make a conversion © a themral basis effective 1 Novermber 1998.

As noted in section 3.3, ANG argued that the provisions of the Alliance pro fonma Precedent
Ageemat and Transportation Service Ageemant respecting liquids discriminate between onner-
shippers and other shippers.

Views of the Board

Pursuant to sections 62 and 67 of the NEB Act, the Board must ensure that Alliance's
tolls are just and reasonable, and that there is no unjust discrimination in tolls, service,
or facilities.

1 The GH-3-98 hearing record indicated that Alliance Pipeline L.P. applied to the FERC for a re-hearing on this issue.
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6.2

The Board notes that the tariff and resultant tolls were negotiated betvween Alliance
and its shippers, and that none of the shippers objected to the proposed tll
methodology. Furtherare, pursuant to the propased toll mathodology, shippers have
agreed 1t pay demand dharges amounting to some $8.2 billion over the first 15 years
of the pipeline's operation (including for the US. segment of the pipeline). The Board
considers this strong evidence that the shippers are satisfied with the proposed tariff
and tolling methodology.

Given the cost-of-service nature of the Alliance Pipeline, the Board considers thet the
toll methodology should reflect the principle of cost causation. The Board finds that
Alliance's proposed volumdtric tolling methodology best respects the principle that
tolls should reflect the cost of the service provided. As noted in section 5.1.2, the
evidence indicates that transportation costs on Alliance will not increase with the heat
content of the gas being transported; therefore, in this case, themd tolls would depart
fromthe principle of cost causation.

The Board also finds the proposed AOS to be an innovative approach © dealing with
the variahility of available capacity on a natural gas pipeline. By puiting control over
available capacity in the hands of the shippers, the proposed ACS removes a potential
conflict between the pipeline's owners and the shippers over the right to eam
additional revenue from unused capecity.

The Board also notes that none of the shippers objected o the tariff provisions which
require themto relinquish their ownership of liquids delivered to the Alliance system
The tariff does not require shippers to deliver liquids to the systen the design of the
Alliance Pipeline does, however, provide shippers with another option for marketing
their liquids.

The proposed tariff and tolling methodology will provide marny unique advantages ©
shipypers, and will diversify the service offerings available to shippers on Canadian
natural gas transportation systers.  The tolling methodology provides longterm
certainty and stability for shippers, while ACS meximizes the control by shippers over
available capacity.

In conclusion, the Board finds that Alliance's proposed tolling methodology would
result in tolls that are just and reasonable, and that there would be no unjust
discrimination in tolls, service, or facilities.

Method of Regulation

Views of the Applicant

Alliance applied 1 be designated as a Group 2 company for purposes of toll and tariff regulation.
Alliance argued that the toll structure and toll methodology in the Precedent Agreemants were the
result of a collaborative effort by Alliance and its shippers o reduce the regulatory costs nomrely
associated with the determination of tolls.  Although Alliance does not expect any disputes with its
shippers, the Company stated that complaints would be brought before the Board.  Alliance argued
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that the need for active regulatory oversight would be minimd and that the Group 2 method of
regulation would be appropriate.

Views of Internvenors

Codchin waes of the viewthat Alliance, as a large gas pipeline, should pay its fair share of Board cost
recovery, as do similar large gas pipeline companies.

Foathills submitted that Alliance should not be exenat fromthe regulatory oversight accorded to
similar-sized companies regulated by the Board. NUL also argued that Alliance, as a large gas
pipeline, should be regulated as a Group 1 compeny.

TCPL wes goposed to Alliance's application for Group 2 regulation. It maintained that Alliance
should be treated as a Group 1 company for cost recovery purposss.  In addition, TCPL submitted that
Alliance would have an unfair competitive advantage if it did not have to make public its financial
informetion to the same degree as Group 1 companies. The RMEC dlso argued that Alliance would
gain a compdtitive advantage if it did not have to file similar financial informretion as its conmpetitors.

Views of the Board

For administrative purposes, and in acoordance with its Memorandum of Guidance on
the Regulation of Group 2 Companies ('Vemorandum of Guidance'’), most recently
issued on 6 December 1995, the Board categorizes the pipelines that it regulates as
Goup 1 or Goup 2. The larger pipelines, which typically have many shippers and
require ongoing financial regulatory monitoring, are designated Goup 1. Group 2
pipelines are regulated on a complaint basis and are generally subject to a lower level
of regulatory monitoring.

Since the issuance of the initial Memorandum of Guidance in 1985, the distinction
betvwween Group 1 and Group 2 companies with respect to reporting requirements has
lessened. In the light of negotiated settlements, certain of the Group 1 compenies have
been relieved fromfiling certain reports such as Quarterty Survelillance Reports and
Performance Measures. These settlerments have also led t a sharp drop in the numiber
of Part I\ hearings for Goup 1 companies.

Although the Vemorandum of Guidance does not identify specific criteria for
determining Group 1 or Group 2 status, certain factors have been found relevant when
meking this determination. These include: (i) the size of the facilities, (i) whether the
pipeline transports conmodities for third parties, and (iit) whether the pipeline is
regulated under tradiitional cost-of-service methodology.*

Onthe besis of these criteria, the Board has concluded that Alliance should be
designated as a Group 1 company.  The Alliance Pipeline would be one of the largest
under the Board's jurisdiction. It would transport natural gas for a large number of
third party shippers and its tolls would be set on a cost-of-service basis. The Board

1 These criteria were previously cited in the Joint Public Review Panel Report dated October 1997 on the Sable Gas Project s
(at page 67).
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has also decided that it would be appropriate to relieve Alliance fromthe requirement
to file Quarterty Suneillance Reports and Performance Measures.

The share of the Board's cost recovery expense that Alliance will be required to pay
pursuant o the National Energy Board Cost Recovery Regulations is established by
the operation of lavww ad the Board has no discretion to exercise in respect of this
meter. The Board notes that there is no direct link betwween the Group 1 or Goup 2
designation of a company for regulatory purposes and the classification of a compary
for cost recovery purposes.
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Chapter 7

Disposition

The foregoing chapters constitute our Reasons for Dedision in respect of the application heard by the
Board in the GH3-97 proceeding. The Board is satisfied that the proposed Alliance Pipeline Project
is and will be required by the present and future public convenience and necessity, provided that the
terms and conditions which are outlined in Apgpendix V are met. Therefore, subject to the approval of
the Govermor in Council, Alliance will receive a certificate of public convenience and necessity
pursuant to Part 11l of the NEB Act. The Board has also issued Oder TG-7-98, pursuant to Part I\ of
the NEB Ad, respecting Alliance's tolls and tariffs (Agpendix MI).

KW. \Vollman
Presiding Member

A Cote-Verheaf

CM. Ozimy

November 1998
Cdgary, Alberta
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Appendix |

Project Details

The Project would include a number of laterals in northwwestem B.C. and northeastem Alberta, along
with associated comaression and metering facilities. The mgjority of the receipts would enter the
meinline between the Gardondale Station and the Windfall Compressor Station.  The first 345 km of
the mainline would consist of 1067 nm (42 inch) diameter pipe, designed o operate at a maeximum
operating pressure of 8 275 kPPa (1,200 psi). At the Windfall Compressor Station, the pressure would
be increased to 12 000 kPa (1,740 psi) and the size of the mainline pipe dovwnstream of this point
would be 914 nm (36 inches) in diameter.  Atotal of seven mainline conaressor stations would be
located in Canada at approximete 193 km (120 mile) intervals. The mainline compressor stations are
propaosed to be installed at the locations outlined in Table I-1.

Table 1-1
Mainline Comypressor Station Particulars

Station | Kilometre Station Name/ No. of Units I1ISO Estimated
No. Post Province per Station MW Power Line

per Unit | Length
3A 4215 Windfall, AB 3 (2 inseries 30 ea0m

& 1 goare)

5A 6284 Morinville, AB 1 23 570m
7-A 8184 Img, AB 1 23 80km
9-A 10100 Kerrobert, SK 1 23 16 km
11-A 120657 Lorebum, SK 1 23 45km
13-A 13982 Estlin, SK 1 23 14 km
15-A 15899 Alamedh, SK 1 23 80km

The Gordondale location would mark the beginning of the 1067 nmdiameter mainline. A number of
laterals would comine at this site.  As such, pig receiving and launching facilities, as wall as a slug
catcher, would be installed at this location. Storage/tankage facilities vould also be required at all
meinline compressor stations which hawve filter/scrublbers.

Mainline block valves would be installed at a spacing of approximeely 32 km (20 miles). SCADA
facilities would be located at each block valve to enable renote monitoring and operation of the block
valve and other equipment and instrumentation.

Tre Alliance lateral systerm would include pipe sizes from gpproximetely 114 nmto 610 nm@ to 24
inches) in diameter as illustrated in Table I-2 (reference Figure 1-3 and accompanying legend for
geographic context).
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The systemwwould include 26 lateral conaressor stations, which are designed to allowfor varying
levels of installed compression in order to facilitate relocation of lateral compression in response
changing shipper receipt location preferences. Lateral valves would be installed at all receipt point
locations and meinline tie-in points, and all lateral receipt points would include custody transfer
metering. The particulars are provided in Table 1-3.

The pipeline would be designed with full pigging capability and an impressed current cathodic

protection systerm, and all line pipe would be mill coated with external fusion bond epoxy coating.
Also, Alliance would use intermal coating on the mainline and on all laterals 406 nm (16 inches) in
diameter and over. The intermal coating would enable Alliance to use sirdller compressors, and the
comtination of sméller conmressors and the intemal coating would result in lowwer fuel consunation.

Table 1-2
Lateral System Pipeline Sizing
Pipe Segment Diameter | MOP | Length
Lateral Name From To (mm) Pa) (km)
Fighvway BCOL BCO? 508 000 | 965
Altken Creek BC Q02 Taylor Junction 508 12 000 13143
Taylor BCO3/BCO4 Taylor Junction 219 8275 739
Boundary Lake AB O/ AB b 219 82/5 21.30
Boundary Lake AB 6 Taylor Junction 4 8275 | 2960
Pouce Coupe AB11 Taylor Lateral 168 9930 081
Fort St. John Taylor Junction Goraondale Site 610 9930 19534
Peace River AB 10 AB OO 219 9930 1200
Peace River AB OO AB 14 273 9930 A2l
Peace River AB 14 Mainline 273 9930 0.79
Gordonadale W, AB 13 AB 12 406 82/5 509
Gordonadale W, AB 1?2 Goraondale Site 406 82/5 080
Whitbum AB15 AB 16 168 82/5 917
Whitbum AB 16 Mainline 324 82/5 039
[ \Valhalla North AB1/ Mainline 114 82/5 012
[ \Valhalla' S. Con. AB20 Mainline 168 82/5 010
Spirtt River AB 3 Wembley Comp 06 8275 | 1937
Teepee Creek AB 2T Wembley Comp 168 10690 | 4710
Hythe AB 2% AB 24/ AB 26 INCT 324 82/5 056
Hythe AB24 AB 24/ AB 26 INCT 273 82/5 2650
Hythe AB24/AB 26 INCT | Wambley Comp 324 82/5 1624
WEmbley Con. AB 77 Wembley Comp 273 8275 0.10
WEmbley Con. WEembley Comp. NEinTine 508 8275 0.10
Elnworth ABZ/A Mainline 324 9930 299/
Wapiti ABX Mainline 168 9930 6.66
Gold Creek AB3D Mainline 219 82/5 029
Karr AB31 Mainline 219 82/5 166
SImonette AB Mainline 114 82/5 224
Ante Creek AB3HA AB3D 168 82/5 1118
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Pipe Segment Diameter | MOP | Length
Lateral Name From To (mm) Pa) (km)
Ante Creek AB3>D Mainline 219 82/5 1317
Bigstone AB 3/ Mainline 219 9930 1955
Fox Creek AB 40 Mainline 219 9930 1823
Kaybob AB41 Mainline 406 82/5 4.76
Edson W\est AB 43 Edson Lateral 168 9930 1629
Kaybob South AB 45 Edson Lateral 406 9930 786
Edson AB 4A AB 44 219 9930 4089
Edson AB 44 Edson West INCT 406 9930 818
Edson Edson West INCT Kaybon South INCT 406 9930 5148
Edson Kaybon South INCT AB 46 610 82/5 2890
Edson AB 46 Mainline 610 82/5 1250
Two Creeks AB3 Mainline 114 82/5 1862
Carson Creek AB 4/ Mainline 114 13100 1177
WWhitecourt AB 48 Mainline 168 12 000 034
Paddle River AB 49 Mainline 168 12 000 209
[ Cherhill ABS0 Mainline 168 12 000 271
Fort Saskatchewan ABS3/ABHY Mainline 273 12 000 1./9
Table 1-3
Details of Permanent Lateral Facilities

Station Location Name for Compressor Compressor Meter Compressor Pigging Total

Stn. or Meter Sin. Station Location Station Station Facilities | KW on

Name Site

BCO1 Highway X X
BCO2 Altken Creek Altken Creek X X 4860
BCO3 McMahon X X
BCO4 Younger X
T. BOOSTER Taylor Booster X X 2400
ABOS PetroCan Boundary Lake X X
ABO/ Rigel Boundary Lake S X X

Gordondale X
ABO9 Canrock Fourth Creek X X
ABI0 Rigel Josephine X X
AB11 Star Pouce Coupe Pouce Coupe X X 300
AB1? CNRL Pouce Coupe Pouce Coupe 2 X X 150
AB13 WC Gardondale X X
ABl4 Canrock Gordondale Canrock X X X 3140

AB14 Junction to Mainline X
AB15 Suncor Progress X *
ABl6 Norcen Progress Progress X @ * 1200
AB1/ Can Ab. Valhalla Valhalla X X 150
AB20 Crestar Valhalla Valhalla 2 X @ 300
AB21 Talisman TeePee Creek TeePee Creek X X * 600
AB23 AEC Sexamith X X
AB24 AEC Hythe/Brainard Hythe X X X 600

Junction of AB24 to AB26 Lateral X
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Station Location Name for Compressor Compressor Meter Compressor Pigging Total
Stn. or Meter Sin. Station Location Station Station Facilities | KW on
Name Site
AB26 Rigel Knopcik X X
AB2/ Crestar WWembley Wembley X X X 3140
AB27A Can. Hunter EImworth Elmworth X X X 900
AB27A Junction to Mainline X
AB29 Ulster Wapiti Wapiti X X * 900
AB29 Junction to Mainline *
AB30 PetroCan Gold Creek Gold Creek X X 750
AB31 Can. Hunter Karr X X
AB31 Junction to Mainline X
AB32 Encal Simonette Simonette X X * 150
AB32 Junction to Mainline *
AB34 Rio Alto Ante Creek X *
AB3H Rio Alto Waskahigan Waskahigan X X * 1200
AB35 Junction to Mainline *
AB3H6 Petromet Bigstone X X
AB3/ Amoco Bigstone Bigstone X X 900
AB37 Junction to Mainline X
AB38 Summit Two Creeks Two Creeks X X 150
Windfall X
AB40 PetroCan Kaybob Kaybob X X 1420
AB40 Junction to Mainline X
ABA1 Amoco Kaynob Kaybob 2 X X X 450
ABA41 Junction to Mainline X
ABA3 Ranger Galloway X X
Junction of AB43 to Edson Lateral X
AB44 Talisman Edson X X
ABUMA Poco Wolf South WbIf South X X X 600
AB4S Chevron Kaybob South X X
AB45 Junction to Mainline X
AB46 Amoco West Whitecourt W\est Whitecourt X X X 5600
AB47 Mobil Carson Creek Carson Creek X X 600
AB48 PetroCan Whitecourt Whitecourt X X 1345
AB49 Can-Oxy Paddle River Paddle River X X * 1420
AB49 Junction to Mainline *
ABS0 Chauvco Cherhill Cherhill X X * 1200
AB50 Junction to Mainline *
ABG3 Chewvron Fort Sask. X *
ABX4 Dow Fort Sask. X *
AB53/54 Junction to Mainline *
* Tie-in capabilities so that transportable pigging Tacilities could be attached Tor line sizes NPS 4 and NPS 6.
(1) - denotes that a Compressor Station would be necessary at ultimate volumes (but not at design volumes).
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Appendix I

List of Issues

The list of issues appearing in Hearing Order GH-3-97 waes as follows:

1

The economic Teasibility of the propased Alliance Pipeline Project having regard to, among
other things:

@ the outlook for the long-term supply of natural gas available to be transported on the
propased pipeline;

(o)) the outlook for the long-term dermand for natural gas in the markets proposed o be
senved by the proposed pipeline; and

© the ability of Alliance to provide competitive transportation services for natural gas
and to successfully attract natural gas to its system over the long term

The potential conmrercial impeds of the proposed Alliance Pipeline Project

The adequiacy of the public consultation process.

The potential environmental effects and socio-econoric effects of the proposed Alliance
Pipeline Project, including a consideration of those factors outlined in the Board's scope
decision dated 19 June 1997 in respect of the environmental assessmant to be conducted
pursuant to the CEAA

The routing and location of the propased facilities and the land rights acquisition.

The design of the proposed facilities.

The tems and conditions to be included in any certificate which may be issued.

The proposed toll methodology and tariff.

The method of toll and tariff regulation, including the request by Alliance that it be regulated

as a Group 2 company (as described in the Board's Vemorandum of Guidance dated
6 Decamber 1995 on the Regulation of Group 2 Companies).
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Appendix Il

Text of Accord

The full text follows of the *'Agreement on Natural Gas Pipeline Regulation, Competition and Change
o Promate a Comptitive Ervironmant and Greater Customer Choice™ that was signed on

7 April 1998 by the Canadian Association of Petroleum Producers, NOVA Caporation, NOVA Gas
Transmission Lid,, the Small BExplorers and Producers Association of Canada, and TransCanada
PipeLines Limited.
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AGREEMENT ON NATURAL GAS PIPELINE REGULATION,
COMPETITION AND CHANGE, TO PROMOTE A COMPETITIVE
ENVIRONMENT AND GREATER CUSTOMER CHOICE

BETWEEN:
Canadian Association of Petroleum Producers ("CAPP")
and
| NOVAA Corporation ("NOVA")
and
NOVA Gas Transmission Ltd. ("NGTL")
~and . _
Small Explorers and Producers Association of Canada ("SEPAC™)

and |

TransCanada PipeLines Limited ("TCPL")

collectively referred to as the "Parties”

' ’IN RECOGNITION OF the dynamic nature of the Canadian natural

gas pipeline industry and the broader interests of all stakeholders therein, the
signatories hereto are intent upon promoting a competitive environment
and greater customer choice. The Parties also recognize the importance of
maintaining their alignment of interest, good communication and a spirit of
good faith. )

TO THIS END the Parties endorse the following guiding principles:

First, their support for competition and greater customer choice;

Second, the need to construct competitive incremental pipeline capacity from
- the Western Canadian Sedimentary Basin ("WCSB") by both new competitors
and existing pipelines alike in a timely, safe and cost effective manner; and

Third, the need to effect regulatory changes that will provide existing and
new pipelines equal opportunity to compete, recognizing that such
competition is desirable and in the best interests of all industry stakeholders.
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The Parties agree to immediately pursue these guiding principles in the

following action areas, and as more fully described within each of the terms
and conditions which follow.

1. Competitive Environment

L.01 Competition is a driving force in today’s natural gas industry. Our
industry and regulatory policies should not only promote and sustain
competition, but provide all participants with the equal opportunity to
provide greater customer choice, provide incentives for pipelines to build
incremental transportation capacity, promote competitive pricing and
technological and service innovations, and to make the WCSB an even
stronger competitor in North America.

1.02 The Parties agree to support the construction of competitive
incremental gas pipeline capacity from the WCSB in a timely, safe and cost

effective manner. It is anticipated that new competitive capacity will emerge
in this environment.

1.03 The Parties also recognize the need for regulatory changes to provide
existing pipelines with the appropriate tools necessary to ensure: the

- competitive environment will function effectively.

2, Interconnection Policy

2.02 .The purpose of an interconnection policy is to provide shippers with
the option of fair and reasonable access to competing transmission systems.

Interconnection policies are intended to facilitate the ease of access to markets,
the efficient utilization of facilities and involve the following:

a. Pipelines will negotiate in good faith with shippers, the receipt and
delivery transportation services and prices to and from points of
interconnection (if suitable provisions are not already contained in the
tariff). If a pipeline is requesting the transportation service then the
pipeline is the shipper. Current transportation services and pricing
may be redefined into new service packages (unbundling) as required.
Unbundling is not intended to affect existing contractual arrangements,
except by mutual agreement by the parties.
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This interconnection policy shall be reciprocally applied to all
interconnecting pipelines. ‘

Interconnecting pipelines will enter into an agreement or agreements
defining the obligations and commitments of the parties, and filing.
same with the appropriate regulator upon execution. (The Parties

contemplate that in a changed regulatory framework such filing might
not be required.)

.

2.03 Interconnection Agreements provide operationally for the delivery of

gas from one pipeline system and the receipt of that gas into the
interconnecting pipeline.

a)

D)

‘The interconnecting ‘parties will co-ordinate their facilities to the extent

practicable to minimize duplication of facilities. An Interconnection

Agreement will define all aspects of the interconnection including, but
not limited to: '

i) location(s) of interconnects,

ii)  additional facilities required and ownership,

iii) operating arrangements for gas flow and exchange,

iv)  volume, quality and composition of gas being exchanged,
and

v) accountability for owning and operating costs of facilities
required to effect the interconnection.

An Interconnection Agreement must enable pipelines to continue to
meet their contractual commitments and service obligations and to
maintain their physical and operational integrity and reliability. This
would include, but not be limited to, agreement on operational and

* business transactional procedures such as:

i) custody transfer metering,

ii) gas quality monitoring and specifications,

iii) balancing agreements,

iv)  curtailment provisions,

V) pipeline operations,

wi) pressure and flow control, '

vii) reporting of shipper operational information, and
viii) information delivery mechanisms.

2.04 The price and service terms for the transportation service to or from
the interconnect shall be established having regard for such factors as:
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the transportation service, and
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b) the prevailing toll methodology and undue discrimination

principles, and relevant market value considerations (as noted
above, unbundling of prices and services may be required).

2.05 Other matters to be addressed in either an Interconnection Agreement
or transportation agreements with shippers, which impact (either positively

or negatively) the operating efficiency of the pipeline systems include, but are
not limited to: '

a) reduced capacity, reduced compressor efficiency, and/or the need
for additional facilities, and

b)  differences in gas quality, energy content and composition of the
gas being exchanged between the interconnecting pipelines.

2.06 Where agreement cannot be reached, the use of an arbitrated: dispute
resolution mechanism may be utilized.

- 2.07 Alternately, or additionally, any party believing this Interconnection
Policy is not being complied with through good faith negotiations or who has

been unable to reach a satisfactory agreement can take the matter to the
appropriate regulator for resolution. ‘

2.08 The Parties agree that this Interconnection Policy is an essential
element of a competitive gas transportation infrastructure system and agree
to implement this policy in conjunction with the development of a new
regulatory framework as agreed to in Section 5 of this Agreement. The Parties

agree to the desirability of the adoption of this policy by all pipelines operating
out of the WCSB.

3. Unregulated Gas Gathering, Processing, and Marketing Activities
A. Codes of Conduct

3.01 TCPL and NOVA acknowledge industry's concerns with the adequacy
of the separation between their regulated gas transportation businesses (the
"Regulated Businesses") and their respective non-regulated businesses, such
as gas marketing, gas gathering and processing and NGL marketing (the
"Non-Regulated Businesses"). Among other issues, industry is concerned
with respect to cross-subsidies, information exchanges, asset transfers and

preferential or discriminatory treatment between the regulated and non-
regulated activities. : '
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3.02 TCPL and NOVA agree to work with CAPP, SEPAC and other industry
stakeholders to review their existing codes of conduct and, on a mutually
acceptable basis, make the necessary modifications or establish new codes of
conduct for dealings between TCPL's and NOVA's respective Regulated

Businesses and Non-Regulated Businesses to include the following
principles:

a)
b)

)

d)

h)

i)
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adequate and effective separation;
no preferential treatment nor suggestion of such;

timely and equal treatment of all, in respect of:

i) requests for service,

ii) access to service,

iii) provision of service,

iv) administration of tariffs,

v) operation of the systems, and

vi) provision of information (including available capacity and
expansion plans);

no disclosure of shipper specific confidential information without.
consent;

services provided to affiliates to be on a contractual market based fee-
for-service basis and/or regulator approved cost allocation principles;

any regulated assets acquired by a Noh-Regulated Business from a
Regulated Business will be done in accordance with a process approved
by the appropriate regulator;

employee compliance policy (with recognition of seriousness, timely
corrective action including discipline); '

senior responsible officer;

a satisfactory complaint resolution process with appropriate and
definitive timelines for the ultimate disposition of the complaint. For
example, a Regulated Business shall undertake to respond in writing to
each complaint under its Code of Conduct within ten (10) business

days;

periodic reviews with industry of continuing effectiveness of codes.
All requests for review or modification of the codes will be dealt with

in a timeframe similar to that established for the complaint resolution
process.
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3.03 These principles will be reflected in codes of conduct governing the
flow of information, assets and/or services from TCPL's and NOVA's
Regulated Businesses to their respective Non-Regulated Businesses.

3.04 Nothing herein contained is intended to diminish the ultimate

authority of the applicable regulator or the right of any party to seek
regulatory review.

3.05 NOVA confirms its intention to divest Pan-Alberta Gas.

B. Netback Steering Committee

3.06 TransCanada Gas Services ("TCGS"), as agent for TransCanada
PipeLines Limited, will send a letter to its Netback producers asking for
candidates that are willing to serve on a Netback Steering Committee. The
producer candidates will decide among themselves an appropriate structure
and division of responsibilities. The Committee will, in turn, establish,
resource, monitor and provide working guidance to an Audit Subcommittee
and a Restructuring Subcommittee. CAPP and SEPAC agree to assist the

Netback Steering Committee in finding candidates to serve on both
subcommittees, if required.

3.07 The Audit Subcommittee and.the Restructuring Subcommittee agree
to work with TCGS on a collective and concurrent basis to:

Audit Subcommittee

a) have an historical audit of the TCGS Netback pool conducted by
independent auditors. Without limitation to the generality of the
foregoing, the Subcommittee will be responsible for negotiation with
TCGS of the time frame, terms of reference, scope of the audit and

selection of auditors. The Subcommittee will also provide
management oversight to the Netback audit.

Agreed upon terms of reference, scope, time frame and estimated costs
will be put to ballot for approval by the Netback pool producers.

It is also contemplated that the Subcommittee may manage ongoing
reviews and/or audits of the performance of the TCGS Netback pool.

Restructuring Subcommittee

b) engage in good faith discussions with TCGS aimed at r.estruct'uring the
TCGS Netback pool. CAPP and SEPAC agree to have its representatives
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and pool producers participate in the Subcommittee. The intent is to
determine the feasibility of modifying the existing Netback structure
and arrangements to provide improved pricing options to producers,
including individually tailored prices, pricing points, pricing terms etc.
The new arrangements may also see the elimination of Netback pricing

as it is presently calculated, and may provide for physical and financial
swaps, and for more delivery options.

One of the areas of responsibility for the Restructuring Subcommittee
shall be to work with TCGS to develop a code of conduct governing the
operation of the Netback pool business.

“As a part of the code of conduct, it is confirmed that TCGS will only
engage in the sale of natural gas from the Netback pool to the TCGS
margin/trading business in those circumstances where: - '

i) the sale of natural gas from thé Netback pool to the
margin/trading business has been specifically identified and is
approved by producer ballot;

ii)  for administrative or operational reasons the pool supply to
balloted markets needs to be sold, at a transparent market

transfer price less actual costs incurred, to a 'TCGS affiliate in -

order to facilitate the sale of natural gas to a pool market (e.g.
sales to an affiliate with DOE and/or FERC import certificates
where the gas is to be sold in the United States); and/or

iii)  the sale of pool gas was made to a balloted market that is or was

subsequently acquired, in whole or in part, by TCGS and/or its
affiliates.

4, Merger Benefits

4.01 The Parties recognize an alignment of interests on the expected benefits
of the merger of TCPL and NOVA. More specifically:

a. The Parties desire a net benefit to flow to the customers of their
respective regulated businesses as a result of the merger.

b. TCPL and NGTL intend to deliver a net benefit to the customers
of their respective regulated businesses as a result of the merger.

4.02 The existing incentive settlements in place for TCPL and NGTL
provide for the alignment of interests with, among other things, the

GH-3-97 99



-8-

incentive to deliver cost savings. The Parties understand that the existing
incentive settlements and past regulatory decisions provide for:

a. an appropriate mechanism for allocation of the net benefits from the
merger between the merged companies' regulated and non-regulated
businesses in accordance with accounting policies and practices that
have been approved by TCPL's and NGTL's respective regulators;

b. an appropriate sharing mechanism for the net benefits from the
merger; and .

c. the appropriate accountability.

4.03 TCPL and NGTL will work with their respective industry task forces
on: o

a. the mechanics to ensure proper matching of costs with benefits, giving
consideration to amortizing costs over time;

the process to ensure an appropriate allocation of costs and benefits

between the customers of TCPL's and NGTL's regulated businesses;
- and

C. a process for regular reporting on the progress towards the
achievement of the net benefits from the merger, with appropriate.
information on the costs and benefits.

4.04 NOVA will, on behalf of the industry, donate the sum of $1,250,000 for
post secondary educational purposes. The specific recipient(s) will be

determined by an advisory committee comprising representatives of NOVA,
CAPP, and SEPAC. '

405 In the event that the merger contemplated herein does not, . for
whatever reason, proceed to conclusion, the sum of $2,000,000 shall be paid by
TCPL to benefit the industry in a manner. to be determined at such time by
mutual agreement of TCPL, CAPP, and SEPAC.

5. Regulatory Change

501 The Parties recognize and accept that existing pipelines facing the
emergence of actual pipeline to pipeline competition should have
appropriate tools by which they also have the flexibility to compete.
Therefore the Parties agree that changes in existing regulatory practices will be
required and, to that end, agree to negotiate a proposal for a new framework
for the regulation of each of NGTL and TCPL, appropriate for an increasingly
competitive environment. The Parties recognize and accept that current toll
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and tariff structures of the AEUB and the NEB do not contemplate the
changing risk/reward balance of the emerging competitive environment.

It is acknowledged that these initiatives are of importance to a broad range of
stakeholders. Therefore, dialogue with other stakeholders is contemplated.

Such a proposal would then be jointly advocated to all other stakeholders for
broad industry acceptance and any necessary regulatory approval(s).

5.02 The Parties agree, with respect to TCPL, that:

a.

Details of a term differentiated pricing mechanism will be
developed between CAPP and TCPL by May 15, 1998, in which
tolls would be linked to contract term with discounts and
premiums. Consideration is to be given to incentives for early
renewal and the status of existing contracts.

The shippers' contract renewal notice period should be changed
from 6 months to 12 months (the 1 year minimum term
remains the same) and CAPP and TCPL will support the
immediate implementation of this change, that is, October 31,
1998 implementation for contracts expiring October 31, 1999.

If non-renewals occur during the planned TCPL 1999 expansion
resulting (with that expansion) in some uncontracted capacity on
the TCPL system, such uncontracted capacity shall be available
for discretionary services, (with the associated costs to be

included in the firm tolls), and marketed as discretionary service
until contracted as longer term firm service.

The current expansion shipper filing requirements should be
relaxed such that only a minimum 10 year firm transportation
contract with appropriate upstream and downstream
transportation arrangements will be required, plus an
assessment of overall market and supply factors and credit-
worthiness. The details of the terms of this relaxation and its

implementation shall be developed by May 15, 1998 by CAPP and
TCPL.

5.03 The Parties further agree, with respect to NGTL, that:

GH-3-97

a.

CAPP, SEPAC and NGTL will continue to work together to bring
NGTL's products and pricing AEUB filing to a mutually
satisfactory resolution, including a review of the 5 year rolling
term and receipt point flexibility with necessary amendments t0
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the filing to reflect such mutual agreement. The parties -intend
this wo_rk to be completed by May 8, 1998.

b. If during the first 5 years from the initial coming into service of
the Alliance project, underutilization of the NGTL system is
caused thereby, the cost of such underutilized capacity will, for
that 5 year period, be included in the cost of service and NGTL's
rates. This is subject to NGTL, after Alliance has been

. certificated, making a good faith offer to Alliance with a view to
mutually satisfactory arrangements for service on NGTL
facilities. NGTL will during the 5 year period use its best efforts
to maximize the utilization of its capacity with a view to
increasing the volume applicable to the establishment of rates. -

5.04 The Parties further agree that they will negotiate by December 31, 1998,
a new regulatory framework proposal that recognizes and accepts the
inherent risk in providing competitive rates and services. Development of

this new regulatory framework proposal will involve key external
stakeholders. :

5.06 It is recognized and accepted that ultimately the opportunity to exercise
flexibility while accepting the inherent risk in providing competitive rates,
tolls, or terms of service is a desirable goal. It is recognized that an .
appropriate degree of regulatory oversight will continue.

6. Support for Merger

6.01 CAPP and SEPAC will 'supporf the approvals required to effect the
merger between TCPL and NOVA, providing letters of support to the AEUB

no later than April 8, 1998, and not to oppose the merger before other
regulators and governmental approving authorities. '

7. Steering Committee

7.01 Time is of the essence of this Agreement.

7.02 A steering committee initially comprising Barry Jackson, Norm
Mcintyre, Ted Newall and George Watson will be established to ensure that
the intent of this Agreement is implemented in a timely manner.
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7.03 All provisions of this Agreement are subject to the operation of law,
including but not limited to the decisions of applicable regulators.

IN WI’I‘*NESS WHEREOF the parties hereto have executed this Agreement
this day of April, 1998. '

Canadian Association of Petroleum
Producers ‘

wBdSLo

NOVA Corporation and

Small Explorers and Producers
Association of Canada

TransCanada PipeLines Limited
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Appendix IV

Minister's Letter re Environmental Assessment

Attached is a copy of the Minister of the Environmant’s letter dated 23 Novermber 1998 o the NEB
conveying her decision on the course of action t© be taken under section 23 of the  CEAA in respect of
the environmental assessment of the Alliance Pipeline Project
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Appendix V

Certificate Terms and Conditions

General

1

Unless the Board otherwise directs, the pipeline facilities in respect of which this certificate is
issued shall be the property of and shall be operated by Alliance Pipeline Ltd. ('the
Comparny'’) on behalf of the Alliance Pipeline Limited Partnership.

Unless the Board otherwise directs, the Company shall:

@ cause the approved facilities t be designed, manufactured, located, constructed, and
installed in acoordance with those specifications, drawings, mitigative meesures, and
other informretion or data set forth in its application, in its undertakings mede to
Fsheries and Ooceans Canaeda ((“DFO’’) and Ernvironment Canada, and as otherwise
adduced in its evidence before the Board, except as varied in accordance with
paragraph (b) hereof, and

(o)) cause no Vvariation o be meacke to the specifications, drawings, nmitigative measures, or
other informretion or data referred to in paragraph (@) without the prior approval of the
Board.

Unless the Board otherwise directs, the Company shall subnit a report to the Board for
approval at least 30 days prior to the conmrencamant of mainline trenching which will:

@ demonstrate that the ductile fracture propagation control design for the 914 nm
diameter mainline has been validated by full-scale burst testing;

(9)] establish the ductile fracture propagation arrest for the meterials which will be ordered
for the construction of the 1067 nmdiameter meinline (i) on a full-thickness basis
without using the Leis analysis and (i) by using the Leis analysis; and

© Set out operating limits or a crack arrestor program, with or without operating limits,
for either or both of the 914 nmand 1067 mmdiameer sections of mainline, together
with technical justification, if the tests described in (&) and (b) are unsuccessful.

Unless the Board othenwise directs, the Comparty shall report on its performance in respect of
its First Netions and IVEtis employment and conmrercial participation objectives for the
construction and operation of the Alliance Pipeline. The reports shall be submitted to the
Board on a quarterly basis during construction and annually dunng the first three years of
operation.
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The Company shall adhere o the seasonal timing of construction activities as described in its
application or as othennise adduced in evidence before the Board in the GH-3-97 proceeding.
Seasonal times should differentiate between frozen and non-Hrozen soil conditions.

The Company shall:

@

®)

©

@

except as varied in accordance with paragraph (C) hereof:

0] compaly with all the timing and setback restrictions as outlined in Appendices
Al-13, Al-15, Al1-16, and Al-17 of the Wildlife Assessment, the Alliance
Pipeline Project, VVolume 2 - Appendices, dated June 1997,

(in) compaly with all the timing and setback restrictions, including those outlined
for specific species and construction spreads, as identified by Environment
Canada in its letters o the Board dated 29 Odober 1997 and 29 January 1998;
ad

@iii)  where the Company proposes construction activities within the timing and
setback restrictions for locations KP 13885 to 1389, KP 14015 to 14025, and
KP 1639 t0 16415, the Comparty shall, at least 15 days prior o the
oconmrencemant of construction for those locations, file correspondence from
Ervironment Canada indicating its views on whether conditions are suitable in
those locations for a waiver of the timing and setback restrictions;

cause no variation to the construction schedule that would result in conflict with the
timing and setback restrictions concearming any species protected under the  Migratory
Birds Convention Act;

for thase wildlife species not covered under the Migratory Birds Convention Act, cause
NO Vvariation o the construction schedule that would result in conflict with the timing
and setback restrictions without prior approval of the Board; and

for any variation sought under paragraph (C), subimit to the Board, at least 15 days
prior to the commrencemeant of construction in locations affected by the timing and
setback restrictions, correspondence from Ervironment Canada and appropriate
provincial authorities identifying any previously unaddressed timing and setiback
restrictions, and indicating their viems on whether conditions are suitable in those
locations for an amendmant of the restrictions

Unless the Board othenwise directs, the Company shall ensure that all wark and activities
associated with temporary facilities are conducted in accordance with provincial and federal
fisheries and wildlife setback and timing restrictions

The Company shall apply the following criteria for the siting of all temporary facilities
including construction camys, pipe and equipmeant storage, wark areas, warehouse aress,
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borrow its, staging areas, nevw access and other areas that vwould be used or disturbed prior t
or during construction:

@

®)

©

@
©
®
©
Q)

avoid native prairie areas and areas that would requiire clearing of trees by

0] using existing cleared sites in forested areas and agriculiural fields in
agricultural areas, with preference being given to areas currently experiencing
industrial use; and

(in) using sites in areas of native prairie that have been previously cleared of native
vegetation and/or altered for industrial use;

avoid Ervironmentally Significant Areas unless the site already experiences industrial

use and its use during construction will prevent the need to create new dearings

elsanwheare;

avoid areas with known or high potential for wildlife, and significant habitat for

wildlife, with a designated status (COSEWC and provincial), as well as other

sensitive/significant wildlife aress;

avoid areas with known or high potential for plants with a designated status;

avoid wetercourses and wetlands;

avoid steep slopes, organic soils and poorty drained aress;

avoid areas with known or high potential for heritage resources; and

select sites that will not be in conflict with existing land uses.

o. The Company shall submit to the Board for approval, at least 30 days prior to the disturbance
of any proposed temporary facility site that is not in accordance with the criteria noted in

Condition 8:
@ a description of the site;
(o)) the environmental effects and measures that would be used to mitigate these effects

©

and, in the event that measures other than those adduced during the hearing are
propaosed, an analysis supporting the use of these measures; and

the resulis of consultations with landowners and the relevant municipal, provincial, and
federal govermmant departments and agencies.

10. The Company dhall submit to the Board and Environment Canada, as soon as avallable, a copy
of the Compary/s action plan under the federal \Vduntary Challenge and Registry Programto
deal with greenhouse gas erissions arising directly fromthe operation of the pipeline.
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11 For all watercourse crossings undertaken in winter which would have the potential to inmpect
any sensitive wateroourse, the Comparty shall ensure proper long-term conirol of erosion and
sedimentation through the appropriate use of erasion protection and sediment control measures
as described in Table 4-8 of the Comprehensive Study Report

Prior to the Conmencement of Construction

12. Unless the Board otherwise directs, Alliance shall, prior to the conmrencemant of construction,
submit an affidavit to the Board confinming that transportation service agreements have been
executed for the subscribed capeacity.

13. Prior to the filing of the plans, profiles, and books of reference pursuant to section 33 of the
National Energy Board Act, the Comypany shall submit to the Board, for approval, notice of
any knonn modifications that require a deviation fromthe proposed specific route as described
in the application. Each filing shall include:

@ the results of public consuliation, the identity of any affected landowners, and the
status of land acquisition (Where gppropriate);

(o)) an airphoto (Where the modification is greater than 50 meres); an environmental issues
list identifying all relevant effects of the re+outes on the environmant (e.g. soils,
vegetation, wildlife, hydrology, and archaeological inforetion); and

© the associated mtigation measures to render those environmeantal effects insignificant,
and in the event that measures other than those adduced during the GH3-97
proceeding are proposed, an analysis supporting the use of such measures.

14. The Company shall submit to the Board, at least 30 days prior to the conmrencemeant of
construction of the Alliance Pipeline Project, a construction schedule identifying mgjor
construction activities, such as river crossings, and shall notify the Board of any modifications
1o the schedule as they occur.

15. Unless the Board othenwise directs, the Company shall submit to the Board for approval the
construction safety manual required by section 26 of the Onshore Pipeline Regulations at least
30 days prior to the commrencement of construction.

16. The Comypany shall provide any comrents received from Ervironment Canada and the British
Columiia Ministry of Environment, Lands and Parks (“IVIELP) on the results of the emmissions
modklling using the USEPA (1997) ISC3-OLM Mbdel for the Morinville, Estlin, and Taylor
Compressor Stations including the need for further modelling or monitoring in respect of these
stations.

17. Unless the Board othenwise directs, the Company shall submit to the Board for approval its
program for monitoring and reporting COSEVWC listed raptor martality resulting fromthe new
power lines associated with the Project facilities, the measures that the Company will take to
reduce raptor mortality, and the criteria that the Compary will use in applying these measures.
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19.

The Company shall:

@ submit to the Board for approval, and to DFO-Habitat, at least 30 days prior to the
oconmrencemant of construction, a detailed environmeantal inspection plan for
construction identifying the environmental inspectors, their respective qualifications,
and their geographic and topical areas of responsibility; and

(o)) notify the Board of any changes to the environmental ingpection plan described in
paragraph (a), when any such dhanges are mece.

The Company shall, at least 30 days prior to the conTrencemeant of construction of each
construction spread (as identified in the application), subnit to the Board, for each previously
identified site with a plant species with a designated status and each previously identified
significant vegetation conmunity:

@ the mitigative option selected for that site (fromthe list of options provided in the G
397 evidence); and

(o)) a description of the appropriateness of that option based on site-specific conditions and
the suitability of the option for the species or conmunity.

For any watercourse crossings to be undertaken in winter which would have the potential to
impact any sensitive Watercourse, the Comparny shall subit to the Board, at least 15 days
prior to conTrencemant of construction of such watercourse crossings:

@ awater quality monitoring programto be undertaken imrediately prior, during, and
after construction of the crossings;

(o)) a contingency plan detailing the criteria for any measures that would be implemented
as a result of monitoring undertaken pursuant to paragraph (@); and

© evidence as to whether DFO-Habitat is satisfied with any prograns derived pursuant to
paragraph (@) and the measures described in paragraph (b).

The Company dhall submit to the Board, at least 15 days prior to conmrencemant of
construction at the WApiti River, confinmation of the crossing technique to be used, a detailed
construction schedule for the crossing, and any undertakings which the Company hes made to
DFO in respect of the crossing.

The Company dhall submit to the Board and DFO-Habitat, prior to the comrencamant of
construction on each spread, evidence that all required authorizations, penits, or approvals for
the conduct of watercourse crossings along the subject construction spread have been obtained.

The Company dhall submit to the Board for approval, at least 30 days prior to the conduct of
pre-construction wildlife sunveys:
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27.

112

@ the proposed sunvey methodologies;

(o)) for the sunveys to be conducted in respect of rare and endangered species, a
ocomrehensive list of sunvey locations, which also identifies the species for which each
suney is being undertaken; and

© oconmrents from BErvronment Canada regarding the sunvey methodologies

The Company shall submit to the Board for approval, at least 30 days prior to the
oconmrencement of construction activities for each spread included in the pre-construction
wildlife sunvey:

@ the results of the suney;

(o)) any additional measures that the Company intends to use to minimize any additional
effects identified as a result of the sunvey; and

© oconmrents from BErvironment Canada on the resulis of the sunvey and any additional
measures proposed by the Company.

The Company shall:

@ conduct a pre-clearing grizzly den site surnvey in suitable denning habitat locations
prior to clearing activities taking place in those locations;

(o)) submit to the Board, at least 60 days prior to clearing in grizzly habitat aress, the
methodology (including timing and locations) for the pre-Clearing grizzly den site
suney; and

© submit to the Board at least 10 days prior to clearing, the results of the pre-clearing
grizzly den site surnvey including the results of consultations with the provincial
biologist(s) and the identification of any additional nitigation measures the Compary
would undertake.

The Company dhall submit to the Board, at least 30 days prior to the commrencamant of
construction of each lateral conaressor station, an ambient noise assessimeant for the proposed
lateral conmaressor station site.

With respect to archaeological, palacontological, and heritage resources, Alliance shall, at least
30 days prior to the commrencemant of construction:

@ file with the Board confimmation that consultations with the local historical society and
school board regarding the mtigation at site EfiNIL 10, school house memorial have
been comleted and provide a description of the mitigation proposed;

(o)) advise the Board in wiriting how concarms at the following sites have been resolved:
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0] site HiRmM 8 aon the Highway Lateral;

(in) sites HORN t3, HARN t5, HARg 20, HARg 121, HbRe 134, and HoRe 135 on the
Altken Creek Lateral;

@iii)  sites HARc 132, HaRe 10, HaRc 34, HaRc 11 and GIRb 2 on the Fort St John
Lateral; and

(iv)  site HoRa 1 onthe Boundary Lake Lateral;

© provide the Board with a copy of any revisions or amendments to the Historical
Resource Impadt Assessmant/Archeological Impact Assessmant ("HRIAVAIA'Y) reports
for the provinces of British Columbia, Alberta, and Saskatchewen;

@ advise the Board in writing as to whether the HRIA/AIA reports, including any
revisions or amendments thereto, and any reconmendations contained therein are
acceptable 1o the Cultural Facilities and Historical Resources Division of Alberta
Community Developmer, the Saskatchewan Heritage Branch, and the Archaeological
Branch, British Columtaa Ministry of Smdll Business, Tourism and Culture;

®© provide the Board with any commrents received fromthe above-noted provincial
agencies in respect of the reports, including any further mitigation; and

® confimwhether Alliance will comply with the mtigative measures and
reconrendations set out in the reports referred o in paragraph (€) and any further
mitigation identified in response to paragraph (e).

28. The Company shall submit to the Board, at least 30 days prior to the conmrencemeant of
construction of each comaressor and meter station, a description of the measures that would be
incorporated in the design to address the visual impadt of the station including:

@ the rationale for proposing those measures; and
(o)) the results of consultations undertaken with respect to those measures and an
indication as to whether the persons consulted are satisfied with the use of those

measures.

29. Unless the Board otherwise directs, the Comparty shall file with the Board, at least 30 days
prior to the commrencament of construction:

@ confimmation that identification of issues of concem in respect of traditional use sites
has been completed with First Nations conmrunities including, but not limited to, Doig
River, Blueberry River, and Helfway River, and including:

0] a listing of issues by First Nation;
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®)

(in) the measures proposed to mitigate the issues identified in response to (i); and

(i)  any comrents fromthe respective First Nations on the measures identified in
response to (ii); and

confimmation that the following consultations regarding traditional use sites have been

ocompleted and a description of the nmitigation proposed:

0] with the Chief and Council of the Sturgeon Lake First Netion regarding the
mitigation at sites GdQNn T1, Otin Veta wiwin, GdOn T3, moose lidk, GcQj
T1, pack trail, Sardine Lake, and Little Smoky Village;

@) with the Sturgeon Lake and the Kdlly Lake Frst Nations regarding land use
practices which may be affected by the construction of the pipeline; and

@)  with the Saskatchewan Federation of First Nations in respect of monitoring
bunals potentially encountered during ditching operations.

30. Unless the Board otherwise directs, the Company shall sulonit to the Board at least 60 days
prior to the commrencemeant of construction of each construction spread (as identified in the
application):

@

®)

an updated environmental issues list that includes the informeation specified by
paragraph 28(1)(a) of the Onshore Pipeline Regulations; and

for approval, an updated environmental protection plan that includes the informmation
specified by paragraph 28(1)(b) of the Onshore Pipeline Regulations.

During Construction

3L

Unless the Board otherwise directs, the Comypany shall submit construction progress reports to
the Board on a maonthly basis and in a foormsatisfactory to the Board.

32. The Company shall maintain at each construction office a copy of the applicable specifications
and dranings, including the welding and nondestructive examination procedures and
supporting documentation.

3. The Company shall maintain a file in each construction office containing:

114

@

®)

any information relating to applicable environmental undertakings as set out in the
application or as otherwise adduced in evidence before the Board in the GH3-97
proceeding; and

copies of all applicable permits or authonzations containing environmeantal conditions.
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3A. Unless the Board othenwise directs, the Company shall:

@

®)

©

@
©

®

ensure that the detailed environmental inspection plan submitted to the Board for
approval (pursuant to Condition 18) includes the identity, qualifications and experience
of the soils specialist(s) that will be responsible for ensuring proper identification of
the indicators in (i) through (Vi) of paragraph (C);

ensure that the soils specialist(s) identified in paragraph (@) will respond in a timgy
manner, to the site on any spread where wet soil indicators are likely to occur, and
shall have at least equial authority to that of the construction supervisor for metters
regarding the implementation of contingencies and shutdown, as wall as the
reconmrencament of construction activities following the suspension of wark;

implement appropriate wWet soils contingency measures as described in its application
or as otherwise adduced in evidence, if one of the following indicators occurs:

0] rutting of topsoil to the extent that admixing may ooaur;

(i)  excessive wheslslip;

Gii))  buildup of mud on tires and around cleats;

(iv) fommaion of extended puddles on the warkspace;

W) excessive tracking of mud along the road as vehicles leave the right-of~way;, or

(vi)  any other indicator that may be used to determine the potential for construction
to cause an adverse effect on soils in wet condition;

suspend construction in areas of native prairie if one of the above indicators occurs;

suspend construction on culiivated land if one of the above indicators occurs and full-
width topsoil stripping has not been undertaken; and

report forthwith to the Board which wet soils contingency measures were implemented,
and why they were implemented.

35. The Company shall implemeant a waorker avwareness programin regard to the potential for
wildlife martalities along roads, and its warkers shall maintain reasonable reduced speeds
along the right-of~way, along access roads, and, where feasible, along secondary roads. Off
right-of~way traffic shall be prohibited, except for designated access routes.

36. If any previously unidentified significant habitat features, specialized habitat for wildlife with a
designated status, or nesting habitat for song birds or raptors are discovered during
construction, the Company shall, in consultation with the Board, Ervironment Canada, and
other appropriate regulatory agencies, avoid, relocate, or restore these features or areas in
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accordance with the procedures described in its application or as otherwise adduced in
evidence before the Board in the GH-3-97 proceeding.

37. If any previously unidentified significant plant conmrunities or plants with a designated status
are discovered during construction, the Compary shall, in consultation with the Board and
other appropriate regulatory agencies, avoid, relocate, or restore these features or areas in
accordance with the procedures described in its application or as otherwise adduced in
evidence before the Board in the GH-3-97 proceeding.

38. In any fish-beaning wetercourses where blasting is to be undertaken, Alliance shall conduct
blasting activities in accordance with DFOs 1996 draft document entitted  Guidelines for the
Use of Explosives in Canadian Fisheries Weaters.

30. For all water withdrawels from potential fish-bearing waterbodies, Alliance shall screen all
water intakes in accordance with the 1995 DFO guideline entitled  Freshwater Intake End-of-
Pipe Fish Screen Guideline.

40. )] Unless the Board othenwise directs, the Company shall subnt to the Board for
approval the field joining prograns required by section 21 of the Onshore Pipeline
Regulations at least 21 days prior to their being put into effect

(o)) Naowwithstanding the provisions of subsection 21(5) of the Onshore Pipeline
Regulations, the Comypany shall subnit to the Board for approval the field joining
specifications and procedures, the procedure qualification records, and the
nondestructive examination procedures for all meainline and lateral pipe having a
diameter greater than or equal to 508 nmand a planned maximum operating pressure
greater than or equial 1 8 274 kiPa.

41. Unless the Board othenwise directs, the Company shall submit to the Board for approval the
pressure testing meanual required by section 34 of the Onshore Pipeline Regulations at least 30
days prior to commrencement of pressure testing.

42. W\here it is necessary to exceed 10 per cent of the floww ar volume of a water body when
withdrawing water for hydrostatic testing purposes, the Compary shall subiit to the Board for
approval, at least 10 days prior to comrencemeant of weter withdrawel, a hydrostatic test weter
withdrawd plan that, at a mininum, includes the rationale for the requiired exceedence, the
estimated amount of the exceedence, an environmental effects assessmeant and mitigation plan,
and results of consultation with the DFO and appropriate provincial authorities.

43. The Company shall submit to the Board for approval, and to DFO-Habitat, at least 15 days
prior to conpletion of construction on each spread, a detailed reclametion and post-
construction monitoring plan for each construction spread.  This plan shall include a
description of any maonitoring program and special measures for post-construction control of
erosion and sedimentation at wetercourses, particularty those sensitive wetercourses for which
crossings would be constructed in winter.
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Prior to the Conmrencement of Operation

44.

47.

Unless the Board othenwise directs, the Company shall subnit to the Board for approval the
emergency procedures required pursuant to sections 48 and 49 of the  Onshore Pipeline
Regulations at least 30 days prior to the commencameant of operation.

@ The Company shall develop, with input from regulatory agencies, including
Ervironment Canada, and interested persons, an air quality monitoring program

(o)) The Company dhall submit to the Board a description of the air quality monitoring
programreferred to in paragraph (a) together with any comrents received from
regulatory agencies (including Environmeant Canada and MELP) and interested persons.

Unless the Board otherwise directs, the Morinville Compressor Station and the Taylor Lateral
Compressor Station, in addition to the Windfall Compressor Station, shall be subject to the
Companys air quality monitoring program  In the event that electric nator drivers are not
used at the Bigstone Lateral Compressor Station, the Company shalll, at least 15 days prior to
the commrencemant of operation, file with the Board any conmrents from regulatory agencies,
including Environment Canada, and interested persons regarding wWhether this station should be
subject o the Company’s air quality program including the Comparny/s response to these
conmrents

Alliance shall submit to the Board copies of the reports on the mitigation prograns conpleted
at the historical, archaeological, and palacontological sites encountered during construction
together with any conmrents received on these reports fromthe Cultural Facilities and
Historical Resources Division of Alberta Conmrunity Developmat, the Saskatchewan Heritage
Branch, and the Archaeological Branch, British Columbia Vinistry of Srmdall Business, Tourism
and Culture and the respective First Nations.

Post-Construction

48.

49,

The Company ghall, in accordance with the reporting schedule to be set out in its air quality
monitoring program, subinit to the Board the results of its ermissions maonitoring including a
comparison o the modelled values for the stations and any conmrents received from
Ernvironment Canada, MELP, and interested persons regarding the resullts.

Unless the Board otherwise directs, the Comypany shall:

@ file with the Board, within 12 months after the conmencement of operation of each of
the mainline and lateral comaressor stations, a maonitoring report for each compressor
station detailing the results of an appropriate noise Monitoring program, including, but
not linted to, the noise emission levels at the source, the fenceline, and the three
closest residences, or an assessmart site within or near 1.5 kmfromthe station if no
residences are within this radius, at the maximum operating level;
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(o)) notify the Board in wiiting of any noise conplaint(s) received in respect of the
operation of its compressor stations and apprise the Board of the results of any further
noise Monitoring undertaken in response and arny measures that have been taken to
address the complaint(s); and

© in the event that the noise complaint identified in response to (b) is substantiated as an
increase in noise levels of 5 dBA ar more, or is atributed to a specific frequency
range, the Comypany shall undertake remedial measures within four months of receipt
of the noise complaint, and in the event that implementation of the measures will take
longer, or in the Company’s view is not warranted, the Comparty shall file with the
Board its justification and the results of further consultations with the affected
person(s).

50. The Company dhall submit to the Board, DFO-Habitat, and Environment Canada a post-
construction environmental report within six months of the date that each approved facility is
placed in service. The post-construction environmental report for each approved facility shall
set out the environmental issues that have arisen up o the date on which the report is filed and
shall:

@ provide a description of all minor amendments to practices, procedures, and
reconrendations which have been implemented during the construction process;

(o)) provide a sunmary of all instances when wet soil conditions required implementation
of contingency measures or shutdown of construction, specifically identifying:

()  the date of the decision;

(in) the indicator(s) used for the decision and the measurefrationale applied to each
indicator;

@)  the location/geographic extent of the construction spread affected, and soil
type;

(iv)  the nature of wark being affected by the decision;
W) the specific contingency measures that were implemented;

(vi) the date contingency measures were no longer required or construction
reconmrenced and the rationale for the decision; and

(vii)  any specific follonwup, reclanetion, or monitoring reconmmended,;
© indicate those issues which have been resolved and those unresolved;
@ describe the measures which the Company proposes to take in respect of unresolved

issues;
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()] include copies of any as-built reports that are prepared in accordance with
undertakings mede to DFO, and any conmrents from DFO in respect of those reports;
ad

® provide a list and suitable mep indicating all designated access routes and the location
and type of all temporary facilities.

51 The Company dhall submit to the Board, on or before December 31st folloning each of the
first twwo complete growning seasons which occur after the filing of the post-construction
environmeantal report referred to in Condition 50:

@ a list of the environmental issues indicated as unresolved in the report and any that
have arisen since the report wes filed; and

(o)) a description of the measures which the Company proposes to take in respect of any
unresolved environmental issues.

52. Unless the Board otherwise directs, the Company shall submit to the Board, in conjunction
with the final report filed pursuant to Condition 51, a videotape or renoe sensing imagery of
the entire pipeline right-of~nay, in a formthat is satisfactory to the Board.

53. Unless the Board othenwise directs, the Company shall submit to the Board:

@ within six months after the commrencamant of operation of the pipeline, a description
of its heat effects monitoring program for vegetation located along the right-of~way
downstream of the mainline conaressor stations, including the parameters to be
monitored, the frequency of nmonitoring, and the benchmarks to be used for
comparison in addition © any conmrents from landowners and interested persons on
the program; and

(o)) in acoordance with the reporting schedule to be set out in its heat effects monitoring
program the results of the Comparny's monitoring program including arny conmrents on
the results from landowners and other interested persons.

Expiration of Certificate
5% Unless the Board otherwise directs, this certificate shall expire in its entirety on
31 December 2000 unless the construction of the Alliance Pipeline Project has conrenced by

that date, and shall expire five years fromthe date of this certificate in respect only of any
facilities authorized by this certificate which have not been constructed by that time
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Table \-1

Concordance Between CSR Recommendations and Cerdtificate Conditions

CSR Certificate CSR Certificate

Recommendation Condition Recommendation Condition
1 8 2 16
2 9 23 45
3 A 24 46
4 19 ) 48
5 37 26 10
6 1 27 26
7 20 28 49
8 21 2 27
9 2 30 47
10 42 31 28
1 33 R 2
12 39 3 44
13 6 A 3
14 5 3H 18
15 7 36 43
16 23 37 50
17 24 33 51
18 o) 39 52
19 36 40 53
20 35 11 2
21 17
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Appendix VI

Excerpts from Shipper Agreements re NGLs

The following are excerpts fromthe pro forma Precedent and Transportation Service Agreements for
the firmtransporation of natural gas on the Canadian portion of the Alliance Pipeline (both of which
were filed in conjunction with Alliance's application to the Board) relating to natural gas liquids and
liquefiable hydrocarbons:

Precedent Agreement
Avrticle 5.5 - Relinquishment of Rights to Liquids

The Transportation Service Ageemat will provide for the full relinquishment by the Shipper of arny
rights to deliveries of a specific portion of the conmon stream of Natural Gas transported by the
Transporter and the US. Transporter, and to rights of natural gas liquids or liquefiable hydrocarbons
that may be removed or processed from such common streans and all proceeds, profits and losses
derived from ar allocable to the removal, processing or sale of such liquids or liquefiable hydrocarbons
(collectively, “the relinquishment rights™). The Shipper will, at the time of execution and delivery of
the Trangportation Service Ageemeat, or at any time thereafter as required by the Transporter, execute
and, if required by the Transporter, cause the execution of by any of its Affiliates or any other Person
who has been allocated transportation service on the US. Pipeline for volumes of Natural Gas
corresponding to the Contracted Capacity any agreements or instruments specifically providing for
such relinquishment of rights, in the form requiired by the Transporter; provided that such agreement or
instrument will:

@ not affect, vary or alter the tolls payable for transportation service under the Transportation
Service Agreemat;

® not affect, vary or alter the entitlerment of the Shipper to have deliveries mede to it by the US.
Trangporter balanced with its deliveries to the Transporter on a heating value basis, after
allowance for line losses and Fuel, at US. delivery points.

Transportation Service Agreement
Avrticle 5 - Option to Extract and Purchase Liquids

51 Shipper’s receipts and deliveries, less Fuel, will be balanced on volume and heating value
bases at the Ddlivery Point in accordance with the Tariff.

52 Shipper hereby grants to the Transporter acting solely in its capacity as agent for the parties
identified in Schedule B (the "'Optionees’), the option, exercisable at any time or times, and
for any periods during the term of this Transportation Service Ageemat, to extract fromthe
oconmringled Netural Gas transported by the Transporter and purchase all Natural Geas liquids
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or liquefiable hydrocarbons received by the Transgporter fromthe Shipper that Optionees elect
o remove or process and herby relinquishes 1o the Transporter, acting solely in its capacity as
agent for the Optionees, all proceeds, profits and lasses derived from ar allocable to the
removal, processing or sale of such Natural Geas liquids or liquefiable hydrocarbons.

53 At any time that the Optionees exercise thelr option, then in consideration for the sale by the
Shipper of the extracted Netural Gas liquids or liquehiable hydrocarbons, the Transporter solely
in its capacity as agent for the Optionees, shall arange for the delivery to the Shipper by the
US. Transporter at delivery points on the US. Pipeline of quantities of Natural Gas that have
a heating value equal to the heating value of the quantities of such extracted Natural Gas
liquids or liquefiable hydrocarbons acquired by the Optionees.

54 The Shipper will, at the time of execution and delivery of this Transportation Service
Agreemat, or at any time thereafter as required by the Transporter, execute, and, if required
by the Transporter, cause the execution of by any of its Affiliates or any other person who hes
been allocated transportation service on the US. Pipeline for volumes of Natural Gas
corresponding o the Contracted Capecity, agreements or instruments specifically providing for
the option created in Section 5.2 or the acknowledgerment of such option in the formrs required
by the Transporter, provided that such agreements or instruments will not:

)] affect, vary or alter the amounts payable by Shipper for transportation service under
this Transportation Service Ageamat; or

® affect, vary or alter the entitlerment of the Shipper to have deliveries mede to it by the
Transporter at the Delivery Point balanced with its deliveries to the Transporter on a
heating value basis, after allowance for Fuel; or

© affect, vary or alter the entitterment of the Shipper or its Affiliates or any other Person
who has been allocated transportation service on the US. Pipeline to have deliveries
meck to it by the US. Transporter at delivery points on the US. Pipeline balanced
with its deliveries to the US. Transporter on a heating value beasis, after allowance for
fuel.
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Appendix VI

Order TG-7-98

IN THE MATTER OFthe National Energy Board Act ("NEB Adt') and the Regulations mede
thereunder; and

IN THE MATTER OF an gydlication dated 3 July 1997 by Alliance Pipeline Lid. ('Alliance™) on
behalf of the Alliance Pipeline Limited Partnership for an order pursuant to Part IV of the  NEB Ad,
filed with the National Energy Board ( 'Board') under File 3200-A159-1

BE-ORE the Board on 23 Novermber 1998;

WHEREAS Alliance filed an application dated 3 July 1997 for an order approving the toll
methodology and the taniff that is to apply In respect of service provided by Alliance;

AND WHEREAS a pudic hearing was held pursuant to Hearing Order GH-3-97 during which time
the Board heard evidence and argumant presented by Alliance and interested persons;

ANDWHEREAS the Board's decisions on the application are set out in the GH-3-97 Reasons for
Decision dated Novermber 1998 and in this Order;

IT IS ORDERED THAT:

1. Alliance shall, for accounting, tollHreking, and tariff purposes, inplement the decisions
outlined in the GH3-97 Reasons for Deaision and in this Oder; and

2. At least sixty days prior to the commrencement of operation of the pipeline, Alliance shall file
with the Board, and serve on all GH-3-97 full participation intervenors, tariffs (including
general terrs and conditions) and tolls confonming to the decisions outlined in the GH-3-97
Reasons for Dedsion and in this Order.

NATIONAL ENERGY BOARD

NMichel L. Mbantha

GH-3-97 123





