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STATEMENT OF PRINCIPLES

TransCanada Mainline 

Service and Pricing Settlement 2001 and 2002 

February 16, 2001 (4:00 PM EST)

A 
 Overview

This Settlement is the result of broad industry negotiations and represents a balance of interests among the negotiating parties.  As there has been a balancing of interests by all parties, this settlement must be approved as a package in its entirety.  The Parties agree that this Settlement is without prejudice and sets no precedent on any particular and individual issue in any future proceeding or forum.   This document will form the basis of a Memorandum of Understanding (MOU) that requires acceptance by TransCanada and its stakeholders, each of which have unique approval processes.  Implementation of this Settlement will require NEB approval.

B
 Revenue Requirement 2001 and 2002

All elements of the 2001 and 2002 revenue requirements with the exception of OM&A will be treated on a flow through basis.  OM&A variances between actual costs and those agreed to in this settlement will be to the account of TransCanada. The parties to this settlement agree that the Cost of Capital issue will be addressed in another forum.

1) OM&A

OM&A is fixed for 2001 commencing January 1, 2001 and for 2002 commencing January 1, 2002 using the parameters set out below:

· 2001  -  $223 Million.

· 2002  -  $216.5 Million.

The foregoing amounts will be adjusted to reflect the difference between 2000 actual operating costs under the MCBA and $207.2 million.

For the purpose of this settlement, OM&A includes Operating, Maintenance and Administration; Post Employment Benefits; and Regulatory Commission costs.

i) Severance Program

The intention of this program is to provide TransCanada with an incentive to reduce costs during the settlement period and provide expected and identifiable future benefits through lower costs to shippers, in 2003 and beyond, than otherwise would be the case.

The parties agree to a mechanism that amortizes employee severance costs for employees with a termination date in 2001 over three years and for employees with a termination date in 2002 over three years.  The 2001 benefit, if any, that would be available under the Merger Costs and Benefits Agreement (2001 actual OM&A costs less 2000 actual OM&A costs) absent any further employee reductions in 2001 would be captured, and shared as per the MCBA agreement. The measurement of 2001 operating costs for purposes of the MCBA will be determined as follows:

Actual OM&A for 2001 minus Amortization of Severance costs in 2001 plus cost savings associated with the Severance Program in 2001.
 

Cost savings will be calculated using the following formula:

(Daily equivalent of employee salaries with termination dates in 2001 plus overhead) x number of days of savings in 2001

2) Depreciation

Depreciation is based on a composite rate of 2.75% in 2001 and 2.90% in 2002.  The individual depreciation rates underpinning the composite rates will continue to be applied to asset classes consistent with current practice.

3) Inventory Management
The parties agree to refer the inventory management issue to the TTF.  Within three months of this settlement, TransCanada will present to the TTF the size of the program and the mechanics for disposition of any costs (book value less market value) in the 2002 test year.

C
Allocation Units

Allocation units will be based on known contracts as of November 1 of the previous year and an agreed-upon level of anticipated changes in contract demand for the test year.  Variance between forecast and actual allocation units will be deferred and recovered in the following test year.

D
 Revenue /Asset Management Mechanism

In order to help align shipper and TransCanada’s interests and to incent TransCanada to maximize revenue to shippers and minimize TBO/Storage related costs, a revenue and asset management mechanism will be put in place. The guiding principle is to create a mechanism that balances the incentive to reduce asset costs and generate incremental transportation revenue.

 This mechanism will provide TransCanada with a commission, in the following areas:

· IT – 2%

· Other
 – 7%

· STFT – 9%

· Net New FT – 6%

· Assignment of Assets
 – 20%

TransCanada’s share of revenue from the above sources will be capped at $5 million for each year of the Settlement.  The share of IT revenue will be net of the fixed cost contribution portion of IT revenues.

TransCanada commits to review the disposition of Working Gas with stakeholders prior to actual disposition.  Working gas will not be part of the Asset Management program.

E
Incentive Programs
1) Fuel Gas and Power Incentive

The parties agree to work towards a fuel incentive program that will provide TransCanada with an incentive to minimize total delivered cost (fuel gas and power costs for electric driven compressors) with benefits shared between TransCanada and shippers.  If agreement cannot be reached by April 30, 2001, this matter will be dropped.

2) Foreign Exchange Management

The parties agree that the existing program will be continued for the term of the settlement. This program will terminate on December 31, 2002.
3) Interest Rate Management

The parties agree that the existing program will be continued for the term of the settlement. This program will terminate on December 31, 2002.

F
 Services

1) Firm Service (FT)

FT Service will be provided with Make-up and AOS rights as described below.

2)  FT Make-Up

The Demand Charge associated with each FT Shipper’s unutilized FT Demand rights in each month will be credited towards that FT Shipper’s Interruptible Service invoice at the end of each month.  In no event will the FT Make-up credit exceed the Shipper’s Interruptible Service invoice.  Unutilized FT Make-Up Credits will not rollover to subsequent months. The service will commence on the first day of a month, but in any event no less than thirty days, following NEB approval. This service will terminate on December 31, 2002.

3) Authorized Overrun Service (AOS) 

4.0% of each FT shipper’s monthly contract demand charges will be credited to that shipper’s Interruptible Service invoice each month.   In no event will the AOS credit exceed the Shipper’s Interruptible Service invoice.  Unutilized AOS Credits will not rollover to subsequent months. The service will commence on the first day of a month, but in any event no less than thirty days, following NEB approval. This service will terminate on December 31, 2002.

4) Short Term Firm Service (STFT)

No change to existing STFT service offering.  STFT will remain as a biddable service with a floor price of 100% of the FT toll. 

5) Interruptible Service (IT)

IT service will be biddable with a floor price equal to the greater of:

a)
80% of the 100% load factor FT toll, or

b) Proxy for incremental marginal fuel costs, plus 

FT commodity toll, plus

 
contribution to fixed costs

Where  “contribution to fixed costs” equals:

1)
4.0% (based on 5 cents/GJ divided by the Empress to East Hereford FT Daily Demand toll)

2) multiplied by the Daily Demand toll for each I.T. path in cents and fixed for 2001 and 2002

The IT price floor will be capped at a maximum of 120% of the FT toll.

The floor price mechanism will commence on the first of a month, but in any event no less than thirty days, following NEB approval.

6) New Service Approval Mechanism

The Parties agree to develop, as part of the MOU, an expedited process for approval of new services.  

G
 Expansion/Turnback

The Parties agree to develop a turn-back policy as part of the MOU. TransCanada will utilize this process prior to seeking regulatory approval of major system expansions.

H 
Reporting

TransCanada will report financial information based on the current NEB requirements (quarterly basis) with the exception of OM&A information. The OM&A information will be reported on an annual basis only. In addition, reporting on the Severance Program will be provided on an annual basis and include severance costs and associated load salary dollar benefits with an appropriate performance benchmark to be developed as part of the MOU.

TransCanada will also provide information in connection with commencement of the Future Business Model discussions.

I 
Code of Conduct

Prior to finalizing the future business model discussion, the Parties commit to developing a code of conduct based on terms and conditions that are acceptable to TransCanada, its stakeholders and the NEB.

J 
Future Business Model

The parties acknowledge that a competitive pipeline system is in the interest of all stakeholders and will enable TransCanada to meet its own and its Customers needs, supporting the long-term viability of the TCPL system.  TCPL undertakes to present to the stakeholders before the end of August 2001, a specific business and regulatory model for the future that will allow it to compete effectively for market demand and gas supplies.  It is agreed that discussion with respect to any new model, including a code of conduct, will be initiated on or before September 17, 2001 and completed by February 28, 2002.

K
Stakeholder Acceptance

Parties support for this Statement of Principles is subject to obtaining a sufficient level of support from Stakeholders.

�  Includes Diversions, IT Backhaul, PALS, MHPS, STS Overrun, Balancing Fees and revenue from any new services


�  Includes TBO and FST Replacement related Assets
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