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Chairman Bingaman, Ranking Member Murkowski and members of the Committee, thank you for the opportunity to testify today.  

Introduction
I am pleased to be here on behalf of TransCanada Corporation to present our views on the role of natural gas in mitigating climate change. Accompanying me today is Dr. Bill Langford, Vice President, Pipeline Strategy, TransCanada Pipelines, Limited.  Bill is TransCanada’s in-house expert on natural gas supply and demand. 
With approximately $40 billion in assets, TransCanada, through its subsidiaries, is a leader in the responsible development and reliable operation of North American energy infrastructure including natural gas and oil pipelines, power generation and natural gas storage facilities.

TransCanada delivers 20% of the natural gas consumed each day in North America.  Our 36,661 mile wholly-owned natural gas pipeline network taps into virtually every major natural gas supply basin on the continent.  Our vast pipeline network is well positioned to connect new sources of supply such as shale gas, coalbed methane and offshore liquefied natural gas as well as supply from the north.  TransCanada also is a leading participant in the Alaska Pipeline Project and the Mackenzie Gas Project, both designed to connect Arctic reserves of natural gas to the North American market.  
TransCanada is also one of the continent’s largest providers of natural gas storage and related services with approximately 370 billion cubic feet of capacity — enough to meet the needs of nearly four million homes each year. 
TransCanada is also one of Canada’s largest independent power producers.  TransCanada owns, controls or is developing more than 10,900 megawatts of power generating capacity in Canada and the United States — enough capacity to power 11 million homes.  Our diversified power portfolio includes natural gas, nuclear, coal, hydro and wind generation primarily located in Alberta, Ontario, Quebec and the northeastern United States.  
This year, TransCanada is serving as the chair of the Interstate Natural Gas Association of America (INGAA), which represents interstate and interprovincial natural gas pipeline companies in North America.  However, this testimony is being presented only on behalf of TransCanada and does not necessarily represent the views of INGAA or any of its other member companies.  
Role of Natural Gas in Mitigating Climate Change
TransCanada believes that increased natural gas utilization can make a significant contribution to meeting the energy security and climate change objectives of the U.S., for the following reasons:

· Natural gas is a largely domestic resource.

· Natural gas is abundant.

· Natural gas is the cleanest burning hydrocarbon.  

· Natural gas has substantial infrastructure in place today to move and use the supplies.

· Natural gas can immediately increase its share of baseload power to deliver real emission reductions. 
· Natural gas from international sources can be accessed, if necessary, through the nation’s well-developed liquid natural gas (LNG) facilities. 

TransCanada believes that effective U.S. climate policy should recognize the significant potential of natural gas in meeting greenhouse gas (GHG) emission reduction objectives in both the short and long term.  
In the short term, meaningful GHG emission reductions can be achieved by more fully utilizing already installed natural gas electric generation capacity.  Because of abundant and readily available supplies of natural gas, these emission reductions can be achieved without a substantial impact on natural gas prices.  In the longer term, TransCanada believes that North America’s abundant natural gas resource endowment can be one of the foundations upon which United States climate change policy is built. 
Supply Outlook
Current Department of Energy (DOE) and Energy Information Administration (EIA) estimates, based in large part on improved drilling technologies, show that the U.S. has enough natural gas to last for the next 100 years .  

In 2008, the U.S. and Canada together consumed 26.8 trillion cubic feet (Tcf) of natural gas, with the U.S. consuming 23.2 Tcf and Canada consuming 3.5 Tcf.  Almost all of this gas was domestically produced.  LNG imports accounted for 1% of total U.S. and Canadian supplies in 2008.  
On the supply side, a recently released INGAA Foundation Report predicted that U.S. natural gas production will increase by 25% (more than 5 Tcf) in 2030 compared to 2008 levels.
The EIA AEO Reference case also shows a significant growth in U.S. gas production from 2008-2030, albeit somewhat less than the INGAA Foundation’s analysis.

While conventional natural gas production is expected to decline, unconventional
 and frontier
 natural gas will increase significantly.  It is important to note that the term “unconventional” refers to the source of this gas, not its chemical makeup.  Unconventional natural gas has the same combustion characteristics as gas from other sources, and is fully interchangeable with gas from other sources.  INGAA’s analysis forecasts that unconventional and frontier natural gas supplies will grow from 8 Tcf in 2008 to between 16.1 and 22.4 Tcf in 2030.  According to the EIA, natural gas production from unconventional resources in the U.S. will increase 35%, or 3.2 Tcf, between 2007-2030.    
This major increase in North American natural gas supplies marks a paradigm change for natural gas.  Only a few years ago, many industry observers expected a long-term decline in domestic natural gas supply.  This fundamental change in outlook has resulted from remarkable success in developing new exploration techniques, particularly extraction of gas from U.S. shale deposits.
According to the “Modern Shale Gas Primer” issued by the DOE in April 2009, the lower 48 states have a wide distribution of highly organic shales containing vast resources of natural gas.  These shales include over 300 Tcf of technically recoverable resources, including some of the following major formations:
· The Barnett Shale is located in the Fort Worth Basin of north-central Texas.  With over 10,000 wells drilled to date, the Barnett Shale is the most prominent shale gas play in the U.S.  Technically Recoverable Resources = 44 Tcf.

· The Fayetteville Shale is situated in the Arkoma Basin of northern Arkansas and eastern Oklahoma.  With over 1,000 wells in production to date, the Fayetteville Shale is currently on its way to becoming one of the most active plays in the U.S.  Technically Recoverable Resources = 41.6 Tcf.

· The Haynesville Shale (also known as the Haynesville/Bossier) is situated in the North Louisiana Salt Basin in northern Louisiana and eastern Texas.  In 2007, after several years of drilling and testing, the Haynesville Shale made headlines as a potentially significant gas reserve, although the full extent of the play will only be known after several more years of development are completed.  Technically Recoverable Resources = 251 Tcf. 

· The Marcellus Shale is the most expansive shale gas play, spanning six states in the northeastern U.S. (NY, OH, PA, WV, KY, and VA).  Technically Recoverable Resources = 262 Tcf.

· The Woodford Shale is located in south-central Oklahoma.  Technically Recoverable Resources = 11.4 Tcf.

· The Antrim Shale is located in the upper portion of the lower peninsula of Michigan within the Michigan Basin.  Aside from the Barnett, the Antrim Shale has been one of the most actively developed shale gas plays with its major expansion taking place in the late 1980s.  Technically Recoverable Resources = 20 Tcf.

· The New Albany Shale is located in the Illinois Basin in portions of southeastern Illinois, southwestern Indiana, and northwestern Kentucky.  Technically Recoverable Resources = 19.2 Tcf.

· Northeast British Columbia shales, although early in their development, exhibit potential reserves comparable to the larger U.S. shale plays.

The robust development of shale plays in the United States has been due to the improvement in, and successful application of, several technologies that allow the economic production of natural gas from shale formations.

The successful application of these improved technologies has opened up the possibility of accessing an extremely large natural gas resource.  Furthermore, inevitable continued improvement in technology will, in all likelihood, result in a larger and larger proportion of existing gas resources – the ‘gas in place’– being economically produced.  This will allow for continued growth in North American natural gas production even farther into the future.

In addition to the five key shales in the U.S., shales have also been identified and drilled in Canada – the Horn River and Montney plays in Western Canada and the Utica in Quebec.  These shales, particularly the Horn River and Montney plays, have the potential to further support U.S. demand growth. 
Although Lower-48 and Canadian shale production will exhibit robust growth over the next decade, there will still be a requirement for substantial volumes of other, non-shale natural gas.  Tight gas, coal-bed methane and conventional gas will remain prominent in the supply mix in the years to come.  This will be true even with only modest demand growth.  More rapid demand growth, perhaps due to the efforts aimed at reducing GHG emissions, suggest even larger amounts of non-shale gas will be in the supply mix.
Furthermore, the presence of plentiful and ready opportunities for natural gas development suggests that gas price volatility will be dampened, with any price spikes being smaller and of shorter duration.

With respect to natural gas prices, the cost of shale gas will not ‘set’ the price of natural gas in North America. But the added supplies will mean that gas is more plentiful and lower cost than it would have been without it.

Pipeline Infrastructure

Today, there are over 300,000 miles of large-diameter, high pressure pipelines in the United States that have the capacity to deliver in excess of 70 Bcf per day.  These pipelines constitute the interstate highway system of our nation’s natural gas infrastructure.  To accommodate the increases in natural gas supply described above, a continued expansion of the natural gas pipeline infrastructure is needed. To date, the North American natural gas pipeline industry successfully has met this challenge.  The 84 projects completed in 2008 – the greatest amount of pipeline construction activity in more than 10 years – added 44.6 Bcf per day of capacity to the pipeline grid.  Those 2008 additions cost an estimated $11.4 billion.  By comparison, pipeline expansion in 2007 was $4.3 billion for 50 projects that added 14.9 Bcf per day of capacity to the network
This expansion has (1) allowed market access for incremental gas supplies, notably from the Rockies and shale gas production areas; (2) moderated regional price differentials and contributed to reducing natural gas price volatility; and (3) provided greater supply access to domestic natural gas users, notably the power generation sector.

Infrastructure for Alaska Natural Gas
TransCanada is continuing to invest in infrastructure that will accommodate growing domestic natural gas supplies.  One prominent example is the Alaska Natural Gas Pipeline. Current proven natural gas reserves on the North Slope of Alaska are 35 trillion cubic feet.  The US Geologic Survey has estimated yet to be proven reserves in excess of 200 Tcf.  As currently contemplated, when the Alaska gas pipeline comes into service it will add 4.5 Bcf of natural gas per day to the supply available to consumers.  This capacity can be easily expanded to over 6 Bcf per day.  No other single source of natural gas has the ability to increase daily supply by this magnitude.
For more than 30 years, TransCanada has actively sought to bring the enormous proven and unproven reserves of natural gas from the North Slope of Alaska to consumers in the lower-48 states, and is leading the effort today.  In December 2008 TransCanada Alaska Company, LLC, a subsidiary of TransCanada Corporation, was awarded a license by the State of Alaska pursuant to the Alaska Gasline Inducement Act (AGIA).    
Under its AGIA license, TransCanada will conduct open seasons for capacity on the pipeline and prepare and file an application for a certificate of public convenience and necessity (CPCN) from the Federal Energy Regulatory Commission (FERC).  Consistent with the requirements of AGIA, TransCanada began the field, engineering, design, commercial and regulatory work necessary to conduct an initial open season in 2010.  In June, TransCanada reached an agreement with Exxon Mobil to pursue joint development of the pipeline.  We are calling that joint effort the Alaska Pipeline Project (APP).  
TransCanada is on schedule to make an open season filing with the FERC in late January 2010, and, assuming FERC’s timely approval, conduct a 90 day open season beginning on or about May 1, 2010.  This will be the first open season ever conducted for an Alaska gas pipeline.  As with most open seasons for large pipeline projects, the bids from potential shippers in the initial open season are likely to have conditions that need to be satisfied before the shippers make a binding commitment.  Nevertheless, TransCanada  and the APP will continue the substantial work needed to prepare the CPCN application and will work with the State of Alaska and the potential shippers to resolve those conditions in a satisfactory and timely manner.
While there are many challenges confronting the Alaska Pipeline Project,  more progress has been made on the project in the last 15 months than at any previous time.  If all of the involved parties can successfully resolve their differences, the APP can deliver North Slope natural gas into the North American pipeline grid by late in the next decade.

Pipeline and Supplies Match Power Demand
Today, natural gas fired generation meets about 20% of U.S. electricity demand on an annual average basis.  The U.S. electric power sector has approximately 400 gigawatts (GW) of installed natural gas capacity.  However, the average capacity utilization factor for natural gas combined cycle units was only 42% in 2007.  These facilities, which are already connected to the electric transmission grid and to natural gas supply, constitute a significant inventory of “ready to be dispatched” natural gas fired generation that can make a significant down payment on meeting GHG emission targets.  
For example, if the average utilization factor of these installed combined cycle units was increased from the current 42% to 55% with a commensurate reduction in coal generation, the resulting net decrease in GHG emissions would be on the order of 134 million metric tons.  And, such an increase in utilization would require roughly an additional 5 Bcf per day of natural gas – a volume that can be easily accommodated from a continental supply perspective considering the contributions from shale gas and /or Alaska.  With electric generation accounting for a third of all greenhouse gas emissions, burning more natural gas for electric generation will produce immediate and verifiable GHG emission reductions.  
When new generation capacity is required, natural gas has significant advantages as a low-carbon generating resource, in that it is dispatchable, easily scalable, and can be quickly deployed. 
Pipeline Capacity and Expanded Supply Moderate Prices
There was a period of time where new gas-fired generation and drilling projects were outpacing the availability of pipelines.  Recent major pipeline expansions have significantly improved the access of incremental supplies to markets, contributing to reduced price volatility and a lower overall price level for natural gas. 
The availability of major new shale supplies in parts of the U.S. that are not as prone to weather-related incidents, like hurricanes in the Gulf of Mexico, helps reduce price volatility.  And, if required, the current LNG infrastructure provides the option of accessing international supplies which would further assist in moderating price volatility.  
Natural Gas as Part of the Climate Change Policy
Just as natural gas plays a key role in meeting U.S. energy demands, it can also play a key part in providing meaningful, immediate, and verifiable emission reductions.  Natural gas emits the lowest amount of carbon dioxide per unit of generated electricity of any fossil fuel.  Due to its reliability and ease of deployment, natural gas generation can also serve as a low-carbon backup resource for intermittent renewable energy sources.  
The primary goal of climate change legislation is to reduce greenhouse gas emissions.  Any GHG regulatory regime ultimately established by the Congress should move power generation choices in the direction of increased use of lower carbon resources, including natural gas, by establishing appropriate price signals and other structural provisions.   Additionally, natural gas generation can ensure the integration of intermittent renewable energy sources into the electrical grid.
An increase in natural gas usage, as the lowest carbon content fossil fuel, in a stable investment environment that includes access to North America’s large natural gas resources, both offshore and onshore, can be seen as the appropriate market response to properly designed carbon constraint policy.  
However, EPA and EIA modeling of H.R. 2454, the Waxman-Markey climate bill, shows a potentially perverse result.  For example, in EIA’s July 2009 analysis of the Waxman-Markey bill, natural gas consumption in 2020 drops from a business–as- usual reference case projection of 22.1 quadrillion BTU to 21.5 quadrillion BTU in the basic Waxman-Markey scenario and drops even more in 2030 from 24.2 quadrillion BTU in the EIA reference case to 21.1 quadrillion BTU in the basic Waxman-Markey scenario.  The only scenario where EIA shows an increase in the consumption of gas is the so-called “No International/Limited Case” where none of the other low carbon technologies, like expanded nuclear or carbon capture and sequestration, are sufficiently available in the relevant time frame and use of international offsets are constrained.

Consequently further policy adjustments to proposed climate change legislation are justified and necessary.  As the Senate deliberates climate change and clean energy legislation, it should consider additional measures to take advantage of the unique potential of natural gas as a low-carbon power resource.  Policy choices available to promote the use of natural gas would probably requireIn particular, the Senate should consider mechanisms that encourage the early retirement of less efficient, less clean power sources.  A number of ideas, such as an auction of 100% of allowances, a climate allowance compliance option based on avoided coal/increase natural gas use (so-called “Bridge Fuel Credit”), cash for coal clunkers, and a broader resource-base clean energy mandate, have been suggested and should be considered as part of the climate debate. But, TransCanada also recognizes the need for some transitional support for the customers and shareholders of these less efficient, less clean power sources.   TransCanada is committed to working with policymakers to find the best combination of these policy instruments.  
Specific Interstate Pipeline Concerns 
With respect to climate change legislative proposals that have a direct impact on interstate natural gas pipelines, TransCanada endorses recommendations made by INGAA to address two specific concerns – performance standards for fugitive emissions and the ability to ensure recovery of the costs of cap and trade allowances.  

H.R 2454 proposes command-and-control performance standards on fugitive methane emissions from natural gas systems, landfills, and coal mines.  Specifically, the proposed Clean Air Act Section 811 directs EPA to promulgate performance standards for new and existing uncapped sources that individually emit more than 10,000 metric tons of CO2e per year and collectively emit at least 20% of uncapped emissions.  The Kerry-Boxer bill would delay the promulgation of performance standards for greenhouse gas emissions until 2020, but would still permit EPA to impose such standards after that date.  

These proposed performance standards will impose heavy costs on the natural gas industry because of the vast number of small sources of fugitive emissions and the technological challenges inherent in capturing their emissions.  In addition, these proposed standards would keep methane sources from qualifying as domestic offset projects – thereby restricting the supply of domestic offset credits and increasing the costs of compliance for all sources within the cap.  TransCanada recommends that climate change legislation eliminate EPA’s authority to impose performance standards on uncapped methane sources under the Clean Air Act, and instead treat methane sources as offset project opportunities.  To provide offset project developers with greater certainty, the bill should include an explicit list of eligible offset project types that includes projects that reduce fugitive methane emissions from natural gas systems.  In contrast to a command-and-control regulatory regime, this approach would give fugitive methane sources a market-based incentive to begin reducing emissions from the first day of the cap-and-trade program.  Treating methane sources as offset projects would also give our industry the flexibility to identify and pursue cost-effective emission reduction opportunities; generate revenue to fund the installation of emission capture systems; and increase the supply of domestic offset credits to entities within the cap, making the entire cap-and-trade program more cost-effective.  
Pass Through Cost Recovery
Under both the Waxman-Markey and Kerry-Boxer bills, natural gas pipelines are treated as industrial emitters and will incur significant costs to comply with the cap-and-trade regime and new Greenhouse (GHG) Performance Standards.  Unlike most other industrial emitters, however, natural gas pipelines provide a regulated transportation service and therefore have difficulty passing these costs on to customers.  
INGAA strongly urges the Senate to include a provision in its climate legislation that permits regulated entities to effectively and efficiently recover new costs imposed due to allowance compliance obligations as well as new GHG Performance Standards (if they are not eliminated as proposed above).  

INGAA believes that the clear, automatic pass through of climate legislation-related costs is necessary to ensure timely recovery of highly volatile costs, which a traditional filed rate process.  Such a pass through provision would also place pipelines on equal footing with other industrial emitters that have the flexibility to account for new costs in their pricing.  

Conclusion
Natural gas plays an important role to U.S. energy and environmental security.  Its benefits as a clean, abundant, available, and ready source must not be overlooked as part of a climate strategy.  The new supply paradigm and robust infrastructure, both in terms of pipelines and gas-fired power plants, provide a solid foundation for a low-carbon energy future.  
� Unconventional natural gas is produced from geologic formations that may require well stimulation or other technologies to produce. For more information, see the report ICF International prepared for the INGAA Foundation in 2008 entitled Availability, Economics, and Production Potential of North American Unconventional Natural Gas Supplies.


 


� Frontier supplies include Arctic natural gas production and production from remote or new offshore areas, such as the deeper waters of the Gulf of Mexico and the offshore moratorium areas off of the East and West Coasts and the coasts of Florida.
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