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     Monday, July 24, 2006.

     --- Upon commencing at 9:30 a.m.

     MR. KAISER:  Please be seated.  Good morning, gentlemen.

NRG - PANEL 2; RESUMED

Randall Earl Aiken; Previously sworn

Mark John Bristoll; Previously sworn  

PRELIMINARY MATTERS:


MR. KAISER:  Mr. King, how are we going on these undertakings?  I have a list -- according to the transcript, it looks like about six of them?

     MR. KING:  We have completed all six.

     MR. KAISER:  All right.  So have we given those exhibit numbers, or what have we done with those?  I guess we haven't.  They've just being tendered now.  Okay.  Thank you.

      All right.  This is J1.1.  Could we give that an exhibit number, Mr. Faye, or what do we do?

     MR. FAYE:  Yes.

     MR. KAISER:  What number is that?

     MR. FAYE:  A2.3.

     MR. KAISER:  Just use that number?

     MR. FAYE:  K2.3.

     MR. VIRANEY:  K2.3.

     MR. KAISER:  A2.3?

     MR. VIRANEY:  K.

     MR. KAISER:  Okay.  Goes from J to K.  All right.

     EXHIBIT NO. K2.3:   RESPONSE TO UNDERTAKING NO. J1.1

     MR. KAISER:  We already have a K1.3.

     MR. VIRANEY:  K2.3.

     MR. KAISER:  Is that because it's the second day or something?

     MR. VIRANEY:  Yes.

     MR. KAISER:  I see.  All right.  I guess we have them all, do we, Mr. King, in this package?

     MR. KING:  Yes, those are them all.

     MR. KAISER:  That was J1.1, so J1.2, is that K2.4?

     MR. VIRANEY:  K2.4, yes.

     EXHIBIT NO. K2.4:  RESPONSE TO UNDERTAKING NO. J1.2

     MR. KAISER:  And then J1.3, I presume that's K2.5?

     MR. VIRANEY:  Yes.

     EXHIBIT NO. K2.5:  RESPONSE TO UNDERTAKING NO. J1.3

     MR. KAISER:  And then J1.4 will be K2.6?

     MR. VIRANEY:  Yes.

     EXHIBIT NO. K2.6:  RESPONSE TO UNDERTAKING NO. J1.4

     MR. KAISER:  And J1.5, K2.7?

     MR. VIRANEY:  Yes.

     MR. KAISER:  And that's it.

     EXHIBIT NO. K2.7:  RESPONSE TO UNDERTAKING NO. J1.5

     MR. KAISER:  I wonder, Mr. King, if you wouldn't mind, just to get our heads back around this, could you have your witnesses go back through the undertaking responses? 

     MR. KING:  Sure.

     MR. KAISER:  Mr. Faye may have some questions arising.

     MR. KING:  The first two were undertakings given while Ms. McShane was testifying.  J1.1 arose with questions the Panel posed to Ms. McShane.  They were looking at page 25 of her opinion, in the financial metrics.  Her financial metrics and her opinion were based on -- it was a forecast based on the proposed new capital structure and return on equity.  And the Panel had asked for actual financial metrics.

     So these undertakings are really meant to be compared against page 21 of Ms. McShane's opinion.  Do you want to take them one by one or do you want me to go through the rest as well? 

     MR. KAISER:  Let's take them one by one.  Mr. Faye, do you have any questions on this?  I'm just trying to find my own reference.  What page was it again, Mr. King?

     MR. KING:  Page 21 of Ms. McShane's opinion, the white pages.

     MR. KAISER:  Right.  I have it.  So 21 was the financial metrics -- well, they're both financial metrics, I guess.  Oh, I see.  One was 70 percent equity and the other is 50 percent equity.  All right.

     MR. KING:  Right.

     MR. KAISER:  So the page 21, I presume, was 50 percent.  Page 21 was 35 percent equity?

     MR. KING:  That's right.  And then --

     MR. KAISER:  So none of these are directly comparable, I guess, because on your new exhibit one is 70 percent equity and one is 50 percent equity.

     MR. KING:  Right.  The first set of financial metrics in our undertaking reflects the actual equity component pre-refinancing, and the second set of numbers -- the second set of financial metrics reflects the Board-deemed 50 percent equity.

     MR. KAISER:  Right.  All right.  Let's go to the next one.

     MR. KING:  Undertaking J1.2, again, came about as a result of questions from the Panel regarding the number of customers and volumes and gross margin, comparing the three utilities, sector by sector.  So, for example, NRG has 91 percent of its customers from the residential sector, accounting for 46 percent of the volumes and 70 percent of the gross margin.  And then those are compared against Enbridge and Union, and the same comparison is carried out for the commercial sector and the industrial sector.

     MR. KAISER:  Okay.

     MR. FAYE:  Mr. Chair, we have a few questions about that, if it's okay.

     MR. KAISER:  All right.  Well, let Mr. King go through all of them.  Then we'll come back.  All the questions arising from undertakings.  That's 2.4.  2.5, Mr. King?

     MR. KING:  This undertaking came about as a result of some questions from Mr. Stoll, who asked that we produce the gas volumes from NRG's tobacco customers, and again, that is the entire Rate 2 class, which accounts for all of the tobacco growers, and the one large customer that is in Rate 3, which is the Imperial Tobacco processing plant.

      So volumes from those customers as compared to NRG's total volumes, from 1994 through to the actuals of 2005.

     MR. KAISER:  How many tobacco growers are there in Rate 2, do you know?

     MR. KING:  There have been in the past couple of years on an actual basis 121.

     MR. KAISER:  Is it possible, Mr. King, to break up the Imperial so we just have the tobacco growers and then we have the Imperial as a separated item.  Imperial, we understand, is disappearing.  

     MR. KING:  We can do that.

     MR. KAISER:  All right.  2.6. -- Oh, this is where you restated the trusts.  This was in reference to the evidence that was incorrect.

     MR. KING:  Yes, it's meant to replace the corporate organization chart in our pre-filed evidence that showed erroneously the Wilsher trust 100 percent of the voted share of all three of those companies.  This is the correct one.

     MR. KAISER:  Right.  This is the one that replaces Exhibit A1, tab 3, schedule 1.  All right, that's 2.6.  2.7, Mr. King.

     MR. KING:  This was an undertaking given by Mr. Bristoll to Mr. Faye.  Mr. Faye was inquiring as to the effect in the actual equity component as a result of paying out the $2.038 million payment.  Mr. Bristoll and Mr. Faye were having a discussion at the time as to what the actual equity component was currently.

     MR. KAISER:  All right.  And then the last one.  I don't know whether we marked this.  This one will be K2.8?


EXHIBIT NO. K2.8:  RESPONSE TO UNDERTAKING NO. J1.6
     MR. KING:  The last one was confusing, is J1.6.  This came about as a result of questions from both the Panel and Board Counsel trying to get a handle on the comparison of the penalty charges associated with each of the three loans, the existing loan, the Bank of Nova Scotia loan, as well as the two that were discharged when the BNS loan was put in place.

     MR. KAISER:  All right.  The Bank of Nova Scotia penalty was three months; right?

     MR. KING:  That's right.

     MR. KAISER:  And so what does the 1.88 percent mean under the heading three months (inaudible), 1.88 percent to the Bank of Nova Scotia.  What does that mean?

     MR. BRISTOLL:  It's just the three-month interest penalty divided by the principal.  It's an attempt to show its impact based on the principal.

     MR. KAISER:  I must be slow.  Explain that to me again.  1.88 percent means what?

     MR. BRISTOLL:  It's is 121,867 divided by the $6,486,775.47.

     MR. KAISER:  So the penalty paid -- that would be paid, I should say, if you cancel the Bank of Nova Scotia loan early.

     MR. BRISTOLL:  That's hypothetical.

     MR. KAISER:  Hypothetical, yes, of course.  Would be 121,000, which is 1.88 percent of the principal.

     MR. BRISTOLL:  I think it's more comparable if you look at the other two.

     MR. KAISER:  And then if we look at Imperial Life, in this case it would be actual.  You pay a three-month interest penalty of 41,000.

     MR. BRISTOLL:  No, we actually pay (inaudible) --

     MR. KAISER:  
That's right.  This would be the comparison.  

     MR. BRISTOLL:  The comparison.

     MR. KAISER:  You're right.  The actual penalty paid, Mr. Bristoll, was 
 $191,000, and had the penalty been three months interest it would have been $41,000.

     MR. BRISTOLL:  That's correct.

     MR. KAISER:  And in the case of Banco Securities the actual penalty paid -- was there a penalty paid on the Banco note.

     MR. BRISTOLL:  There was, the $20,000.

     MR. KAISER:  The $20,000, and the three-month interest penalty would have been $60,000.

     MR. BRISTOLL:  That's correct.

     MR. KAISER:  Thank you, sir.  Mr. Faye, you have some questions?

CROSS-EXAMINATION BY MR. FAYE:  

     MR. FAYE:  Then turning back to undertaking J1.4 -- that would be Exhibit K2.4 -- it's the one that lists the volumes by customer sector and would show that percentage of gross margin attributable to the residential sector in NRG is considerably larger than Enbridge and Union.  Would you conclude from that that if we assume residential load is a more stable load, and therefore less risky, that NRG's risk on the residential sector is better than Enbridge and Union's?

     MR. AIKEN:  I would agree with that statement.  However, for the residential sector -- but normally I think we would compare the residential and commercial in aggregate versus industrial.  The commercial is much more similar to the residential sector, whereas the industrial is the one attempt to be more cyclical.

     MR. FAYE:  So you would recommend adding the 70 percent and the 13 percent into a combined residential/commercial exposure of 83 percent gross margin?

     MR. KAISER:  You probably have to weight by gross margin?

     MR. AIKEN:  No, because it's strictly on the gross margins.  It would be 70 and 13, to NRG would be 83, Enbridge would be 92, and Union would be 85, I guess.

     MR. FAYE:  Okay.  And then we move to the industrial sector.  It looks, in this case, again that NRG and Union are fairly comparable, 17 percent for NRG and 15 for Union.  Is that how you understand that?

     MR. AIKEN:  That's correct.  Except in the following paragraph, about halfway through.  It says:

               "The industrial gross margin --" 

And sorry, this is in reference to the Union data. 


"The industrial gross margin as a percent of the total, inclusive of storage and transportation revenues, is approximately 12 percent."

And that goes back and refers to the footnote 1, that those numbers in aggregate for Union exclude storage and transportation revenues.

     MR. KAISER:  But that's probably reasonable for what we're trying to do, isn't it?

     MR. AIKEN:  I'm not sure that it would be, because --

     MR. KAISER:  Oh, isn't the storage a pretty unique business that really only Union's involved in?  

     MR. AIKEN:  Through your NGEIR process, I would assume so, but the storage revenue at Union also provides a reduction in distribution rates, and therefore in distribution margins.

     MR. KAISER:  Oh, that's right, because of the percentage of the premium that Union gets.

     MR. AIKEN:  That's correct.

     MR. KAISER:  Yes.  You're right.

     MR. FAYE:  Just a final question on the NRG numbers, and, in effect, all these numbers.  What year is this?

     MR. AIKEN:  I believe, if you look at page 11 of Ms. McShane's evidence, that the NRG and Enbridge numbers are definitely from 2005, the last year of actuals, and it's my assumption that the Union information would be from the same year, 2005.  That would be the last year of actuals that would have been available to Ms. McShane.

     MR. KAISER:  Can you check that?

     MR. AIKEN:  We can.

     MR. FAYE:  Okay.  And the 2005 year doesn't reflect the decline in the tobacco industry that has appeared in the last forecast of quota; right?

     MR. AIKEN:  For fiscal 2006, we're not into the tobacco season yet.  The tobacco season for 2006 starts about now and runs through to the middle of October.

     MR. FAYE:  Right.  I'm wondering what effect the reduced tobacco quota would have on this 17 percent.  Are you able to estimate that?

     MR. KAISER:  Was that quota for this year or next year?  The quota reduction -- plants already in the ground, it's the quota reduction that was described in evidence applicable to this crop that's about to be harvested?

     MR. AIKEN:  Yes.

     MR. KAISER:  It is.

     MR. AIKEN:  The 25 percent reduction is for this year.

     MR. FAYE:  Any estimate on what impact that would have on that 17 percent?  It would definitely drive it down, would it not?

     MR. AIKEN:  I'm assuming it would.  I would have to undertake to provide what the number would be for -- I assume you're looking for, is it 2006 or 2007?

     MR. FAYE:  Well, given the 2007 number declines fairly rapidly too, compared to 2006, I'd be interested in seeing both those forecast numbers and their impact on percentage gross margin in the industrial sector.

     MR. AIKEN:  We could undertake to do that.

     MR. FAYE:  That will be Undertaking J2.1.

     UNDERTAKING NO. J2.1:  TO PRODUCE FORECAST 


NUMBERS/IMPACT ON GROSS MARGIN

     MR. KAISER:  Mr. Bristoll, I wonder, it's not in the perfect order but just while on this, I notice while going back to K2.5 that between '03 and '05 this tobacco crop has dropped from 31 percent to 21 percent.

      What impact does that have on the financials of NRG in that time frame?  Has your net income gone down?

     MR. BRISTOLL:  Can I take a second?

     MR. KAISER:  Sure.

     MR. BRISTOLL:  Thank you.

     MR. KAISER:  You don't have to answer it now.  I just wanted to know.

     MR. BRISTOLL:  I'll provide an undertaking, then.

     MR. KAISER:  You can give an undertaking if that would be easier.

     MR. BRISTOLL:  That would be great.

     MR. KAISER:  And the industrial sector ooze you've described, Mr. Bristoll, I take it that's the number of tobacco growers we've talked about -- I forget, is it 121, plus Imperial?

     MR. BRISTOLL:  That's correct.  Do you want the profit figures for --

     MR. KAISER:  Well, '03,' 04,' 05.  I'm trying to see to what extent your net income is the result of a decline in the tobacco crop.

     MR. BRISTOLL:  Is that J2.2?

     MR. FAYE:  That's right.

UNDERTAKING NO. J2.2:  PROFIT FIGURES FOR 2003/2004/2005 FOR TOBACCO GROWERS PLUS IMPERIAL 

     MR. KAISER:  Any more questions on that one, Mr. Faye?

     MR. FAYE:  No, nothing further on that.

     A couple of questions on K2.7.  And this is the one talking about the $2 million return of capital and prompted by the fact that the original forecast was $3 million.  

     If I'm reading this right, "at present the actual debt-to-equity ratio" after paying out the $2 million is 58.5 percent going to 41.5.  Do I understand that to mean that prior to the payout the debt/equity ratio was 58.5 percent? 

     MR. BRISTOLL:  No.  That says that currently there's 58.5 percent debt and 41.5 percent equity.

     MR. FAYE:  On then we don't know at what point we started at here on equity yesterday there was some comment from Ms. McShane that the equity ratio had elevated to a point approximately 70 percent, and now it's been paid down, and we end at 41 and a half percent.  I'm wondering, do you agree with that 70 percent starting point?

     MR. BRISTOLL:  I do.

     MR. FAYE:  Okay.  And in light of the fact that we've arrived at 41.5 and the suggestion that the idea behind the 35 percent equity request was to match actual with deemed, would you say that you would want to revise that 41.5, that is the request?

     MR. BRISTOLL:  No, we'd like to keep it at 45.

     MR. FAYE:  Okay.  Thank you.  That's all my questions on the undertakings.

     MR. KAISER:  Can I come back to K2.6, gentlemen.  This is the restated trust organization.  I notice the beneficiaries in the case of all of the trusts are the two children of Mr. Graat.  Who are Harry Graat and Leonard Graat?

     MR. BRISTOLL:  Harry Graat is Tony Graat's brother.  And Leonard Graat is his other brother.

     MR. KAISER:  Right.  And Weston Suchard, who is the trustee on two of the trusts, who's he?

     MR. BRISTOLL:  He's the former managing partner of Coopers and Lybrand, in London, Ontario.

     MR. KAISER:  And Trent Krauel -- am I pronouncing that right? 

     MR. BRISTOLL:  That's correct.

     MR. KAISER:  Who's that?

     MR. BRISTOLL:  He's an employee of Ayerswood.

     MR. KAISER:  An employee of?

     MR. BRISTOLL:  Ayerswood.

     MR. KAISER:  What does Ayerswood do?  Does it have a business?

     MR. BRISTOLL:  It does have a business, yes.

     MR. KAISER:  Which is?

     MR. BRISTOLL:  Property management and construction.

     MR. KAISER:  Thank you.  Does it do work for NRG?

     MR. BRISTOLL:  If we could refer to question number 1 on the interrogatories, that was a breakdown of the services provided.

     MR. KAISER:  Okay.  Thank you.  Mr. Faye, where are we?

     MR. FAYE:  I think we're about to begin as soon as we introduce some more evidence.  We have two pieces of evidence to put in today, and that is the Canadian Natural Gas Focus, volume 19.  And this is to provide the basis of NYMEX pricing on gas that we'll be referring to later.  And we would like to give that an exhibit number K2.1.  

     The second piece of evidence that we'd like to introduce is a decision and order in RP-2002-0158, and that we'd like to give Exhibit No. K2.2.  This is a review of the Board's guidelines established in return on equity.

EXHIBIT NO. K2.1:  CANADIAN NATURAL GAS FOCUS, 

VOLUME 19  

EXHIBIT NO. K2.2:  DECISION AND ORDER IN RP-2002-0158

     MR. KAISER:  Mr. King, any objections to the first of these exhibits?

     MR. KING:  No, I have none.

     MR. KAISER:  Thank you.

     MR. FAYE:  We have one administrative item that we'd like to address prior to moving to rate base.  And this is simply to get on the record the extent of NRG's non-compliance with the uniform system of accounts.  To that end, could I ask Mr. Bristoll or Mr. Aiken to describe how NRG's system of accounts differs from the Board-approved system of accounts?

     MR. KAISER:  All right.  Mr. Aiken?

     MR. AIKEN:  My understanding is it's just a different set of account numbers.  The level of detail is equivalent to the Board setup, but just a different set of account numbers.

     MR. KAISER:  I see.

     MR. FAYE:  So there wouldn't be any discrepancies in the way the costs are accounted for between the two systems?

     MR. BRISTOLL:  No, I think it's like ours would be A and the Board's would be AA.

     MR. FAYE:  Okay.  Thanks.

     MR. KAISER:  Do you agree with that, Mr. Faye?

     MR. FAYE:  Yes.  We just wanted to get that on the record, Mr. Chair.

     MR. KAISER:  Okay.

     MR. FAYE:  Turning now to rate base, and this is number 2 on the main issues list.  The first area we'd like to examine is the forecast level of spending on capital projects in 2006.  I'd like to turn you to Exhibit B5, tab 2, schedule 2.

     MR. AIKEN:  Mr. Faye, are you referring to the original or the blue page?

     MR. FAYE:  I'm going to be referring to both, actually, the white and the blue pages.

     Going at the thing from the white pages first, there are ten projects listed on the main additions part of that description.  And on the updated blue pages there are six projects listed.  I wonder if you would go through the four projects that have been deleted one by one, and just explain what they were and why they were deleted.

     MR. BRISTOLL:  Those projects originally included seasonal load, and in light of the forecast that we received from the tobacco industry we thought it was prudent to remove them from our capital budget project list.

     MR. FAYE:  So that would be all the Rate 2; is that right?

     MR. BRISTOLL:  That's correct.

     MR. FAYE:  Are there any projects left on the list that you provide to Rate 2 customers? 

     MR. BRISTOLL:  There are none.

     MR. FAYE:  I'd like to turn you back a section to Exhibit B5, tab 2, schedule 1.  And again, I'll be comparing the white page with the blue page.  If you look down on the second section of that schedule, you note that meters and regulators are forecast to be the same in both the originally filed evidence and the new.  I'm wondering if the cancellation of any of the projects that we just spoke about, would they have an effect on the meter and regulator expense?

     MR. BRISTOLL:  I don't have the answer off the top of my head.  I can take an undertaking to solve that for you.

     MR. FAYE:  That undertaking would be to provide information as to whether cancellation of capital mains projects would affect meter and regulatory capital.  Sorry, meter and -- I don't want to confuse the term "regulatory" with this proceeding.  Regulators.  That would be J2.3.

UNDERTAKING NO. J2.3:   TO PROVIDE INFORMATION ON EFFECT OF CANCELLATION OF CAPITAL MAINS PROJECTS ON MAIN AND REGULATORY CAPITAL  

     MR. FAYE:   Turning back to the subject of the Rate 2 customers and the cancellation of some of these projects that were intended to serve them, would there be overcapacity in your system as a result of the Rate 2 customers disappearing?

     MR. AIKEN:  It may be useful if you were to pull up the map at Exhibit A1, tab 3, schedule 4.  And it would be in either the original or the revised.

     Does everybody have that map?

     The answer to the question is, no, I don't believe there is, and with the reference to the map I will explain why.

     The vast majority of the tobacco curing customers are located in the southeast portion of the NRG franchise, so that's basically in Port Burwell and east area, and further up north.  That is the same reason where most of the local wells that produce gas into NRG's system directly are located.  So in the past, NRG has not had to add a lot of capacity to get gas to that area in the August/September time frame, but it also had a number of connections to Union Gas.

      So there was not additional pipeline capacity installed to serve those customers.  That capacity is also used in the wintertime to move gas from those producing wells westward and northwards towards the Aylmer area, so that pipeline is still being used.  In the past it was used basically in two seasons; in the winter and in tobacco curing season.  But it's still required in the winter season.

     MR. FAYE:  The reinforcement projects, then, could benefit from these mains; is that right?

     MR. AIKEN:  Sorry, could you ask that question again?

     MR. FAYE:  The system reinforcement project -- I believe there's one on there noted as a Bank of Nova Scotia project, or Richmond Street project -- that wouldn't benefit from the mains that would now be underused down in tobacco growing area; is that right?

     MR. AIKEN:  That line, again, if you look on the original map, right above the words Lake Erie and the scale, you'll see the red line between Copenhagen and Lakeview.

     MR. FAYE:  Yes, I see that.

     MR. AIKEN:  That's the line in question, the Nova Scotia line.  That line allows a feed towards the port Burwell area.  Right now if you take a look at the creek that runs from Port Burwell up towards Tillsonburg, you'll notice that there are only two pipelines that connect the two sections of NRG's territory.

      What this Nova Scotia line does is add an additional feed through those two connecting pipelines.  So it increases the security of supply between the two what I would call sections of NRG's franchise area, so that that obviously adds to the security of supply.  Right now, if there was a line break on the line that's north of that red line, the capacity to move gas one way or the other between the east and west sections would be severely limited.  The Nova Scotia line adds basically a third option, a third route, for that gas to move back and forth.  

     MR. FAYE:  And the green projects that are noted north of John Wise Line, they would be extensions of this same idea?

     MR. AIKEN:  Sorry, I'm not -- my map is quite small.  I can't tell you where John Wise line is.

     MR. FAYE:  Sorry.  I have it on screen here.  This is green projects that seem to connect Talbot line with the Richmond Road line that we were just speaking about.

     MR. AIKEN:  I don't believe -- those lines do not connect to another existing line.  Those are simply main extensions to add customer additions.

     MR. FAYE:  Okay.

     MR. KAISER:  Is it possible to give us a blow-up of this map, even just twice the size?  It's hard to read.

     MR. AIKEN:  I think we can undertake to do that.

     MR. KAISER:  While we're on this map, where would the proposed ethanol plant go?  

     MR. BRISTOLL:  Do you see the Town of Aylmer, just north of Lake Erie?

     MR. KAISER:  Yes.

     MR. BRISTOLL:  It would go on the east side.

     MR. FAYE:  I wonder if we could have that map colour-coded so that you could distinguish between the existing system, the 2006 projects and 2007 projects.

     MR. KAISER:  Yes, that would be helpful.  Mr. Faye, how is it you have one on your screen.  Do you have an electronic file there?

     MR. FAYE:  Yes, it was sent . . . I have a copy on my laptop.

     MR. KAISER:  Do you think we can get a copy of that disk for the Panel?

     MR. FAYE:  Yes, we'll get it to you.

     So my conclusion, what I hear you saying is that although there may be some overcapacity resulting from Rate 2 customers leaving the system, that overcapacity isn't going to be in the right spot to be used for system reinforcement.  Is that a good summary of that?

     MR. AIKEN:  Yes, I would agree with that.

     MR. FAYE:  Okay.  Back at Exhibit B5, tab 2, schedule 2.  I'm looking at the blue pages now.  The forecasted cost for 2006 of those capital projects was $248,000 and change.  And I'm wondering, how much of that has been incurred to date?

     MR. AIKEN:  There is an IR response to that I believe is Board Staff question number 5.

     MR. FAYE:  Yes.  We have that.  But it's from April 30th, and I wonder if you have any updated information to offer on that.

     MR. BRISTOLL:  It's effectively unchanged from that date.

     MR. FAYE:  So can I conclude that effectively about $50,000 has been spent on these projects so far?  I'm sorry.  That was meters.  Where would I find the --

     MR. BRISTOLL:  On the second page.  It's the $34,359.

     MR. FAYE:  Okay.  So $34,000 has been spent out of $248,000.  And we have about two and a half months left before the fiscal year-end.  Could you comment on the likelihood of spending the $248,000 in fiscal 2006?

     MR. BRISTOLL:  They're currently working towards finishing the projects on that list.  They're in the planning stages.

     MR. FAYE:  And have all the mains additions projects been started at this point?

     MR. BRISTOLL:  No, they haven't been started, but we're in the planning process to start them.

     MR. FAYE:  Are these constructed by contractors or by in-house staff?

     MR. BRISTOLL:  This work is performed by in-house staff.

     MR. FAYE:  And how many man-hours would $248,000 represent in the pipeline construction business?

     MR. AIKEN:  While Mr. Bristoll is looking that up, I think I want to add a clarification to make sure we're comparing apples with apples.  The $34,000 in actual capital expenditures is for main extensions only.  That's not comparable to the $248,000, which includes service additions and replacements.

      I think the $34,000 actual is comparable to the $162,000 shown on the top section as total main additions.

     MR. FAYE:  Okay.  So that would bring the figure down considerably.  But we're still probably only about 30 percent spent on these projects at this point, then.

     MR. BRISTOLL:  Total man hours is roughly 970.

     MR. FAYE:  970 man hours.  And are you confident that there's sufficient time left before September 30th to complete these projects?

     MR. BRISTOLL:  I am.

     MR. FAYE:  So there won't be any carryover, you don't think, into 2007?

     MR. BRISTOLL:  We don't plan for that.

     MR. FAYE:  If there is carryover, how would you account for that in the rate base number that you would like to add?

     MR. AIKEN:  The capital expenditures do not go into rate base until the line comes into service.  So if the line did not come into service by September 30th, it would not be included in rate base until beginning of October.

     MR. FAYE:  But am I correct in assuming that the number that is proposed here would be the number that revenue requirement is based on, and ultimately what the rates would be set on?

     MR. AIKEN:  If you're looking at Exhibit B5, you're talking about the bridge year, so whether those capital expenditures came into rate base at the end of 2006 or in the first month of 2007, the rate base, which is based on 2007, would be virtually identical if there was a one-month delay from September to October.  

     MR. FAYE:  Okay.  I agree with you there.  Let's move on to the 2007 capital projects.  And a number of those have been cancelled as well.  I wonder if you might just go through those and identify whether or not the same explanation applies, if they are cancelled due to the Rate 2 customers leaving.

     MR. BRISTOLL:  The capital projects were removed for the same reason.

     MR. FAYE:  I'm sorry, I didn't catch that.

     MR. BRISTOLL:  I'm sorry, the projects that were removed were removed because the seasonal customers were on them, and we removed them for the same reason that we removed the 2006.

     MR. FAYE:  Okay.  There have been some monies spent on the projects that have since been deleted; right?  Cancelled?  

     MR. BRISTOLL:  No.

     MR. FAYE:  No expenditure on the projects in the 2006 list that were cancelled after the tobacco quota came out?

     MR. BRISTOLL:  No.

     MR. FAYE:  I'd like to look into the Nova Scotia project a little more in depth.  There was interrogatory on that, and that was Interrogatory No. 6.  The Nova Scotia project has a cost benefit ratio of less than 1.  In fact, I believe NRG's evidence on this says the cost/benefit ratio is .92.

     And a note in the table states that:

"An aid to construction is collected for any project with a cost/benefit ratio of less than 1."

And I wonder, was there a capital contribution made on this project?  

     MR. AIKEN:  No, there was not.

     MR. FAYE:  So can I take it to mean that that is because there's not a direct customer benefit involved in that one?

     MR. AIKEN:  No, there was no capital -- or no aid collected from any customers because I don't know how you would identify the customer to collect it from.

     MR. FAYE:  So its system reinforcement generally benefits the system, but there's no particular customer that can be asked to contribute to it?

     MR. AIKEN:  That's correct, yes.

     MR. FAYE:  Okay.  Could you just go over the rationale for proceeding with the project, and given that its cost/benefit ratio is less than 1?  

     MR. AIKEN:  Well, I think the response to question 6 basically explains it, especially in paragraphs 2 and 3 of that response.  It's basically the same explanation I gave a few minutes ago.  I guess the response does actually expand upon what I said earlier.  I had talked about the third paragraph.  The second paragraph, if you go back to the map and you locate the villages of Copenhagen and Port Bruce, which are on the southwest side of the franchise on Lake Erie, both of those villages are currently served be a single feed for a considerable length of pipeline.

      The Nova Scotia line project ties in a second feed in case the first feed -- for example, the Copenhagen -- were to be ruptured; there could still be gas flow to that village.  So that that's where the security of supply comes in.

     MR. FAYE:  Just to clarify, Mr. Aiken, I'm looking at this map and I see the red line going perpendicular to a line that would join Lakeview and Copenhagen.  Is that the project we're talking about, so that there's a sort of a bypass up that line and then back down, and then across to Copenhagen, or am I talking about a link between Lakeview and Copenhagen directly?

     MR. AIKEN:  You're talking about both.  That project is both components.

     MR. MILLAR:  Okay.  So it's just not highlighted in red on my drawing here.

     MR. AIKEN:  Sorry, you're looking at the updated map?

     MR. FAYE:  I'm not sure if this is an updated map.  It's the only one I had.

     MR. AIKEN:  Yes.  We've noted on the updated map that project has been deleted for some reason.  As part of the undertaking with the larger map, we're going to put it back in where it should be.

      But on the original map you'll see that it goes from Copenhagen to Lakeview, and there's also a line that heads north about halfway through.

     MR. FAYE:  Okay.  That's clear.  Thank you.

     So that this is an east/west line, it's not a north south line.

     MR. AIKEN:  It's an east/west with a north/south component.

     MR. KING:  Sorry, Mr. Faye, did we give an undertaking for the map?  I don't have a number for it.

     MR. FAYE:  That undertaking is J2.

UNDERTAKING NO. J2.4:  TO PROVIDE A LARGER SCALE MAP WITH COLOUR CODING TO DISTIGUISH THE EXISTING SYSTEM, 2006, AND 2007 PROJECTS

     If we look at Exhibit B5, tab 2, schedule 4, on the blue pages, that schedule shows some revenue associated with this project, but your explanation so far suggests that it's a system reinforcement.  And I'm just wondering, how do you allocate revenue to a line that doesn't appear to be directly involved in supplying customers?

     MR. AIKEN:  Well, no.  The line does supply additional customers.  There are additional customers along where this line would be built.

     MR. FAYE:  Oh, so you're hoping to connect some of those customers as you extend the main past them?

     MR. AIKEN:  Yes.

     MR. FAYE:  Okay.

     MR. AIKEN:  Yes.  For example, if you look at the attachment, page 1 of 3, updated, at the bottom section there's a table "Customer Additions."  In that you will see a total potential column of 48 residential customers, and then there's a forecast for the next five years of the number of residential customers that NRG expects to attach to that line over the first five years.

      Similarly, there's one small -- I'm sorry, one commercial customer as a potential, but NRG does not expect to attach them in the first five years.  And there are two industrial rate 4, so that would be small grain dryer accounts, that are potential customer additions but have not been used in this economic analysis because NRG does not forecast that they will convert to natural gas within the first five years that this pipeline is available to them.

     MR. FAYE:  Thanks.  I'd like to turn you to Exhibit B5, tab 2, schedule 1.

     On this schedule, the cost of meters for 2006 is shown as $159,937.  That's almost double the 2005 expenditure.  I wonder if you could comment on why that increase is so large.

     MR. BRISTOLL:  That answer was responded to, I believe, in IR No. 7.

     MR. FAYE:  Could you just take us through that response, please, Mr. Bristoll.

     MR. KAISER:  Well, I have a question before you start.

      The 374 new customers that you referred to in this interrogatory, is that an unusually high number?

     MR. BRISTOLL:  It's higher than experienced in the past; that's correct.

     MR. KAISER:  It's higher than you experienced in the past?

     MR. BRISTOLL:  That's correct, yes.

     MR. KAISER:  Now, why is it that you think that the number of new customers is increasing?

     MR. BRISTOLL:  We have a much more vigorous marketing effort to new customers.

     MR. KAISER:  What do you do specifically to do that, to increase the customer adds?

     MR. BRISTOLL:  We follow up on quotations.  We have our rebate program that we're offering.

     MR. KAISER:  What's the rebate program?

     MR. BRISTOLL:  For people that are on the system -- let me correct that.  For people whose houses are on the line but they haven't connected yet, we're offering a rebate program to encourage fuel switching.

     MR. KAISER:  And what is it you rebate to them?  How much of a rebate would I get?

     MR. BRISTOLL:  For a furnace you would get $450.  For a hot water heater, you would get $150.  It's also answered under Interrogatory --

     MR. KING:  Number 20.

     MR. BRISTOLL:  ... number 20.

     MR. KAISER:  Is this a new program?

     MR. BRISTOLL:  Very much so.

     MR. KAISER:  It's apparently quite successful?

     MR. BRISTOLL:  It's quite well, yes, thank you. 

     MR. FAYE:  So if I could bring you back, then, to the answer to Interrogatory 7.  If you would just give us a synopsis of the increased cost there, on that system.

     MR. BRISTOLL:  The lion's share of that cost and the increase revolves around the supervisory control and data acquisition system, or SCADA system.

     MR. FAYE:  Could you just describe what that SCADA system is intended to do?

     MR. BRISTOLL:  This system is allowing us to control meters from a central location as opposed to through a free wave communication system.

     MR. FAYE:  When you say “control meters,” how do you mean controlling?

     MR. BRISTOLL:  Well, I guess it allows us to regulate them.

     MR. FAYE:  I'm still unclear as to what regulating a meter means.

     MR. BRISTOLL:  Okay.  I'm sorry.  It allows us to regulate the meters for pressure, for the gas that we receive from Union station, from Union Gas.

     MR. FAYE:  So these are your bulk meters, the meters installed to measure how much gas comes into your system from Union?

     MR. BRISTOLL:  The majority of them are, yes, that's correct.

     MR. FAYE:  How do you regulate that gas pressure right now?

     MR. BRISTOLL:  Manually.  Somebody runs around and regulates it.  This will allow us to respond much quicker, using modern technology.

     MR. FAYE:  And when you do this regulation, what physically happens?  Does a pump come on to increase pressure or a valve open to decrease pressure?  Is that how that works?

     MR. BRISTOLL:  I don't know the technical background of it.  I do know, though, that I can log on to the system, and I can set the pressures, and I can watch the pressure go up or down, depending what direction it's been set in.

     MR. FAYE:  That particular budget item is noted as $60,000, and I believe the overall budget we're talking here is about $160,000.

      The balance seems to be attributed to a new electronic metering system.  And I'm wondering about some details of that electronic metering system.  Does this mean that you would read these meters remotely?

     MR. BRISTOLL:  That's correct.

     MR. FAYE:  Right now someone has to walk around and key some numbers into something or read a manual down, write it down; is that how that works?

     MR. BRISTOLL:  That's correct.  It's very manual-intensive.

     MR. FAYE:  And that price includes a new radio network that would be capable of picking up the electronic signals and bringing them back to your computer; is that right?  

     MR. BRISTOLL:  That's correct.

     MR. FAYE:  How many large customers would be affected by this system?

     MR. BRISTOLL:  That would include the communication costs, meters and the communication costs, and regulators are all done together because one meets the other.

      I can't find that data right now, but I'll do an undertaking to provide it.

     MR. FAYE:  All right.  So that would be an undertaking to provide information on how many customers, large customers, are going to be connected to this new electronic metering system.  That would be J2.5.

UNDERTAKING NO. J2.5:  TO PROVIDE INFORMATION ON NUMBER OF LARGE CUSTOMERS TO BE CONNECTED TO ELECTRONIC METERING SYSTEM

     MR. FAYE:  Staying on that same budget, have you spent any money on this radio system yet?

     MR. BRISTOLL:  We have, yes.

     MR. FAYE:  Do you have a figure for that?

     MR. BRISTOLL:  Approximately $103,000.

     MR. FAYE:  I'm sorry, could you repeat that?

     MR. BRISTOLL:  Approximately $103,000.

     MR. FAYE:  Okay.  Do you expect the system to be complete before fiscal year-end?

     MR. BRISTOLL:  We do, yes.

     MR. FAYE:  Now, the large customers that will be connected to this system, do they contribute to the cost of metering separately from whatever might be in their rates?

     MR. BRISTOLL:  Are you referring to an aid to construction?

     MR. FAYE:  Yes.  Do you charge a customer for the meter or any part of it?

     MR. BRISTOLL:  No.

     MR. FAYE:  And for remotely read meters, does the customer pay for the communication line for the utility to read their meter?

     MR. BRISTOLL:  No, it's free.

     MR. FAYE:  It's free.  The SCADA system, has that been acquired in 2006?

     MR. BRISTOLL:  That's correct.

     MR. MILLAR:  And you expect that to be operational before fiscal year-end?

     MR. BRISTOLL:  The Union stations are currently working that way.

     MR. FAYE:  What else was going to be monitored by the SCADA other than the gas pressure regulation at Union entry points?

     MR. BRISTOLL:  The receipt of gas from NRG Corp.

     MR. FAYE:  That used to be called the affiliate, but now you use some other term for that, you mean?

     MR. BRISTOLL:  Maybe we should call it the related company.

     MR. FAYE:  The related company.

     So you would have the same sort of pressure regulators installed at the boundary with that company as well, would you?

     MR. BRISTOLL:  That's correct.

     MR. FAYE:  Can you tell me a little bit about how you get gas into your system from NRG Gas Corp.?

     MR. BRISTOLL:  From the wellhead.

     MR. FAYE:  This gas doesn't have to be treated before it's dumped in the -- 

     MR. BRISTOLL:  It is treated, that's correct.

     MR. FAYE:  So, well, the gas is treated at the wellhead; it doesn't go to some central refinery or anything like that?

     MR. BRISTOLL:  No, it doesn't.

     MR. FAYE:  Do you charge NRG Gas Corp. the connection cost?

     MR. BRISTOLL:  We do not.

     MR. FAYE:  But there would be a cost to connect them, would there?

     MR. BRISTOLL:  We don't charge Union for our source of supply so we don't charge the related company either.

     MR. FAYE:  Okay.  I'll just quickly summarize what we've heard here.

      The SCADA system is partly operational.  It will be complete by the end of the fiscal year.  The electronic metering system will be complete.  We don't know quite how many customers would be benefiting from that system, but you're going to give us that in an undertaking.  And the customer doesn't contribute to the cost of either the meter or the communications link to get data from the meter to the utility.

     MR. AIKEN:  Just one comment on the way you phrased one of your points in the summary about the customer's benefit.  It's not just the customers who have these meters who benefit.  It's the entire system benefits because there is a reduction in costs that are allocated to all of the customers.

     For example, the reduction in the communications costs, the reduction in the number of telephone lines that NRG has to pay for, the reduction in the meter reading costs because the meters can be read remotely.  Those costs flow through to all customers, not just the customers who happen to have those meters.

     MR. FAYE:  Okay.  Thank you for that clarification.  I'd like to move to automotive costs.  And this is also the subject of an Interrogatory No. 5.

      NRG had budgeted 84,000 in 2006 for automotive capital costs but, as of April 30th, there weren't any costs incurred in the account.  And I'm wondering, has this automotive equipment been acquired?  If so, how much has been spent, and do you expect to complete this budget by the end of the year?

     MR. BRISTOLL:  None of it has been acquired, but it will be acquired by year-end.

     MR. FAYE:  By fiscal year-end?

     MR. BRISTOLL:  Yes, that's correct.

     MR. FAYE:  Okay.  So you have tenders out at the moment, then, for purchasing new vehicles? 

     MR. BRISTOLL:  We are looking for a source; that's correct. 

     MR. FAYE:  I'd like to turn now to a similar line of questioning on the 2007 capital projects and capital budget.

      In B6 -- this would be Exhibit B6, tab 2, schedule 1.

      It shows a capital budget for 2007 for mains additions at $232,585.  And that's an increase of 70 percent -- or $70,000 over 2006.  Could you just elaborate on what that large increase is attributed to?

     MR. AIKEN:  It's all project-specific.  You can go to B6, tab 2, schedule 2, and you'll see the list of projects that add up to $232,000.  And you have to compare that to the individual projects the previous year, which would be B5, tab 2, schedule 2 updated.

      It's a different set of projects.

     MR. FAYE:  Yeah, I'm just wondering if you could summarize the intent of those projects.  Are they line extensions to bring mains into new customer territory?  Are they system reinforcement?  What's the idea behind them?

     MR. BRISTOLL:  They're all for customer additions.

     MR. FAYE:  Are any of the projects related to connecting to a gas well?

     MR. BRISTOLL:  No.

     MR. FAYE:  Turning now to B6, tab 2, schedule 1, the automotive capital expenditure for 2007 is expected to be $188,000.  And I wonder if you could comment on the large increase in that forecast over 2006.

     MR. BRISTOLL:  Please refer to IR No. 4.

     MR. FAYE:  Yes.  I have that.

     On that list we see some vehicles that are going to be replaced, and at least one stands out.  The 2005 Chevrolet Cargo van has 54,000 kilometres on it.  I'm wondering what your replacement criteria is for these vehicles.

     MR. BRISTOLL:  It's a combination of the mileage on the vehicle and the repairs and maintenance cost being incurred.  I think in the interrogatory we state that:  

“The decision to replace a vehicle depends on the vehicles mileage, the vehicles' condition, and the expected future repair costs.  For example, some vehicles, such as the 2005 Cargo van, are frequent-used high-mileage vehicles, accumulating extensive mileage over short periods of time.  NRG expects that the Cargo van, although not an old vehicle, will have in excess of 100,000 kilometres by the end of fiscal 2007."

     MR. FAYE:  100,000 doesn't sound like a lot of miles.  Is there something peculiar about the way this van is used that would cause it to be near the end of its useful life at a mileage that most people would consider is basically just a vehicle's broken in?

     MR. BRISTOLL:  It's not strictly a mileage issue.  Some vehicles take a bigger beating than others.  This particular vehicle is a cargo van, so I guess it's used to shuttle from A to B a little bit more than most vehicles.

     MR. MILLAR:  So it would be carrying things like water heaters, that the sort of thing?

     MR. BRISTOLL:  That's correct.

     MR. FAYE:  They don't seem to me to be, you know, the sorts of items that would abuse a vehicle.  They're not terribly heavy, unless they bound around and wreck the interior.  I'm wondering, commercial cargo vans, I'm sure, last more than 100,000 kilometres.  To suggest that this vehicle might be up for replacement because it drives around town delivering water heaters seems a little bit difficult to understand .

     MR. BRISTOLL:  The best way I could characterize this vehicle is that, yes, it does have low mileage, and if it wasn't to be replaced, it would be on the cusp of being replaced.

     MR. FAYE:  Well, maybe we can dig into the methodology used to identify vehicles for replacement.  You said it's a combination of mileage and repair costs.  Do you track repair costs as a function of mileage on your fleet?

     MR. BRISTOLL:  Historically, no.  The process for repairing the vehicles is actually quite simple.  Replacing them.  I talked to the operational supervisor and asked him which vehicles he feels are candidates for replacement.  That's what I did.  And then he gives me a list of what he believes are candidates and we look at the mileage and evaluate whether or not it seems reasonable based on its current state, et cetera, et cetera.  I'll be frank with you; we are looking to improve our process.

     MR. FAYE:  Okay.  So it's more subjective than you would like.  You would prefer some objective evidence on this, would you?

     MR. BRISTOLL:  Yes, I would.

     MR. FAYE:  But when you do decide to trade a vehicle in or to replace it, what happens to the vehicle that's being -- 

     MR. BRISTOLL:  It gets sold.

     MR. FAYE:  And how do you go about selling that vehicle?

     MR. BRISTOLL:  We consider whether it's worth trading in or whether we should sell it on the, let's call it the open market.

     MR. FAYE:  So it would be advertised in the local newspaper, I take it, and highest bidder takes it?

     MR. BRISTOLL:  We may send it to an auto auction.  I don't think it's as sophisticated as that.

     MR. FAYE:  Okay.  At the bottom of that question, Interrogatory 4, the vehicles in the replacement list are all being replaced by it looks like two types.  There are two types of F10, and the only distinguishing feature, I think, seems to be the engine.  One has a bigger engine than the other.

      And I'm wondering how a cargo van, a flat-bed truck, a four-wheel drive truck, could all be replaced by a Ford half- ton two-wheel drive.

     MR. FAYE:  Seems that there would be -- particularly the cargo van, I wouldn't think that a Ford half-ton truck could do what the cargo van does.

     MR. BRISTOLL:  You're correct.  That would be an incomplete list.

     MR. FAYE:  And the final question here is that the budget for these replacements is $188,000, I think we referred to.  Is that net of the trade-in value or, you know, the value you would get out of the vehicle that's being auctioned off?

     MR. AIKEN:  No, that is not that.  That’s the gross capital expenditures.

     MR. FAYE:  Where do we get the scrap value, for instance, back on the other thing, on the vehicle that's being disposed of?

     MR. AIKEN:  We can undertake to provide that for you, but it is being netted off in the calculation of rate base.

     MR. FAYE:  Could you just provide the details of that, Mr. Aiken, along with a list of the vehicles that you plan to purchase that will replace these ones?  That would be an elaboration on the Ford F150 thing that we just discussed.  That will be J2.6.

UNDERTAKING NO. J2.6:   TO PROVIDE ELABORATION ON SCRAP VALUE/FORD F150 ISSUES

     MR. FAYE:  Those are all my questions on rate base, Mr. Chair.  I wonder prior to moving on to another category if it might be useful to have Mr. Stoll ask any questions on this so that we don't have to return to the subject later.

     MR. KAISER:  All right.  Mr. Stoll, any questions?

     CROSS-EXAMINATION BY MR. STOLL:

     MR. STOLL:  Just one, maybe two questions.  With the capital expansion projects, you followed the policies that are provided in the evidence?  If you could just confirm that.

     MR. BRISTOLL:  Yes, we do.

     MR. STOLL:  Okay.  That's fine.  Those are my questions.

     MR. KAISER:  Thank you, Mr. Stoll.  We'll take the morning break at this point.

     MR. FAYE:  Fifteen minutes.

     --- Recess taken at 10:45 a.m.

     --- On resuming at 11:11 p.m.

     MR. KAISER:  Please be seated.  Mr. Faye.

FURTHER CROSS-EXAMINATION BY MR. FAYE:

     MR. FAYE:  Mr. Chair, we'd like to turn now to number 3 on the main issues list; that is, operating revenue.  I'd like to start with asking a couple of questions around residential load growth that's predicted.  This appears in Exhibit C1, tab 2, schedule 1.

      Customer growth for residential customers is forecast at 353 customers in 2006.  I wonder if I could ask what the forecast was based on and how does it compare with actual experience to date that is in the year.

     MR. AIKEN:  Could you repeat the question again, please?

     MR. FAYE:  The residential customer growth is forecast at 353 customers in 2006.  I'm wondering what the forecast is based on and how does it compare with your actual experience to date in 2006.

     MR. BRISTOLL:  The increase was based upon our belief that if we pursued an aggressive advertising and marketing effort and sales effort, that we would be able to add those new customers to the system, and partly based upon prior years' experience.

     MR. FAYE:  And so far in 2006, has your forecast been tracking pretty close to what the actual is?

     MR. BRISTOLL:  We currently have about 200 new service lines additions, as of June.

     MR. FAYE:  That would suggest that maybe it's not tracking as well as you had hoped?

     MR. BRISTOLL:  We're ahead of last year.  I'm still quite bullish that if we keep going, I'm confident that we'll get pretty close.

     MR. FAYE:  If I understood you right, to the end of June you had about 200 additional customers.  What would you ordinarily connect in the way of residential customers in the year, without the aggressive marketing campaign?

     MR. BRISTOLL:  Last year it was 229.

     MR. FAYE:  So if I was to prorate this, you've got, July, August, and September, you have a quarter of the year left to go, and if you maintain the present tempo of adding customers, and you've added 200 so far, that would suggest another 50 are going to be added by the end of September.  Would you agree with that?

     MR. AIKEN:  That's not necessarily true.  The way the forecast is done is it looks at the last 10 years of historical additions by month and prorates them over a monthly basis, and I believe that information is filed here in the evidence.  Yes, it's C2, tab 1, schedule 1, page 1 of 2.

      And in that table you'll see the column labelled "Residential Customer Additions."  This shows the breakdown of residential customer additions throughout the year.  For example, October, roughly 23.9 percent of the annual additions for that year are added in October.  So if you go down and look at the May, June, July, August, September numbers, you'll see basically an average over the past ten years of what percentage of the residential customers are added over that period.

      Now, on top of that, these years that there was no aggressive marketing campaign.  So I would assume that the campaign itself will increase these numbers of customers, especially in the late summer, as customers start thinking about heating their house the following winter.

     MR. FAYE:  It would look, though, that under ordinary circumstances, from May until the end of September, you would only get about 15 percent of your customers being added in those months, again, without the aggressive marketing campaign.

      Most everything seems to happen in the fall.

     MR. AIKEN:  Yes, I would agree with that.

     MR. FAYE:  So that would actually lower the estimate that I just made, that if you got 200 to date and you've got July, which actually looks like you lose customers there, and August, September, another 12 percent, it looks like 25 more customers could be expected, plus whatever impact this aggressive campaign has in moving those numbers up in a general way.  But I wonder, in light of that experience to date, is it reasonable to predict that you'll actually get the 353 by the end of fiscal 2006?

     MR. AIKEN:  I think as Mr. Bristoll has stated, he is comfortable with that forecast.

     MR. FAYE:  All right.  The forecast for 2007 is for 388 new residential customers.  Given the experience to date with 2006, are you still comfortable with that prediction?

     MR. BRISTOLL:  We are.

     MR. FAYE:  I'd like to just take a look at the Rate 1 industrial customers while we're on this subject.  And that, I believe, is at C5, T2, schedule 1.

     MS. SPOEL:  Mr. Bristoll, before you move on, Mr. Faye, before you move on to the industrial customers, I wonder if I could ask a question about the residential additions.  What percentage of the residential additions are you assuming will come from existing houses, existing housing stock, that happens to lie along or be on a road that's already served -- that will be served with a main and how much comes from new residential construction, any sort of, you know, sort of subdivision activity there is.  I assume there must be a small amount at least in the service area. There may not.

     MR. BRISTOLL:  We're not a big subdivision community.  Houses and subdivisions in our area get built one at a time on Mattamy in Milton, and maybe they would build 500 at a time.

     The lion's share of the additions will be coming from people that are currently off the line. 

     MR. FAYE:  All right.  Just before we leave the residential customer issue again, I'd just like to characterize that outstanding addition necessary to meet the target in a different way.  It would look like between now and the end of September 150 customers have to be added.  And that's almost two per day.  Do you still feel comfortable with that?  I don't like to belabour it, but it seems to me to be a very aggressive, very optimistic forecast.

     MR. BRISTOLL:  Historically when we marketed, we would go to somebody and we would provide them with a quotation of some sort, and at that point, that was the end of it.

      Under our current regime, we don't stop there.  We follow up and we follow up, we follow up, and we follow up.  Each week when I sit in the sales meeting with the sales staff, when we go through the sales for the week more and more often the answer we're hearing is got it, got it, got it, got it.

     So albeit the numbers, I agree, are aggressive, they appear aggressive, but I have every intention if I can do anything about it to make sure we put our best effort forward to achieve those goals.

     MR. KAISER:  Mr. Bristoll, there's a lot of publicity, at least here in Toronto -- I don't know about Aylmer and Tillsonburg -- about the fact that electricity prices are likely to increase; there are shortages in the province.

     Is there that kind of information in your area as well being broadcast?

     MR. BRISTOLL:  I think we all listen to the same news sources, so, yes.

     MR. KAISER:  This growing concern that people have, perhaps understandably, with rising electricity prices, does that equate with an opportunity for companies such as yours?

     MR. BRISTOLL:  Definitely.

     MR. KAISER:  Now, I know you have all of these different rebate programs, $50 for a BBQ or $400 for a furnace, and so on.  Is most of the action on the furnace side?

     MR. BRISTOLL:  No.  We're getting a lot of barbecue and stove adds, dryers, hot water heaters, fireplaces less. 

     MR. KAISER:  Is this in conjunction with your rental program?  Is that part of the strategy as well?

     MR. BRISTOLL:  We'd like to move the electrical people over to gas, so, yes.

     MR. KAISER:  Right.  Thank you. 

     MR. FAYE:  I'd like to turn you now to the Rate 1 industrial customer that I mentioned a minute ago.  And I'm looking at Exhibit C5, tab 2, schedule 1, and comparing that -- that's a 2006 schedule -- and comparing that to the comparable 2007 schedule at C6, T2, S1.

      Between those two, I see an increase in industrial customers on Rate 1 from 31 to 35 between those two years.

      That's an increase of 12 percent.  And I'm wondering if you could elaborate a little bit on where these customers are coming from.  Do you have actual customers in mind that have been approached or is this based more on what you predict would happen if you extend a main into an area?

     MR. AIKEN:  Mr. Faye, if I could recommend, this will make everyone's life simple.  If we look at Exhibit C1, tab 1, schedule 4, updated, the bottom of that page has the actual number of customers and the customer variance year to year from 2003 to 2007.  Rather than jumping back and forth between different exhibits, I think we have all the same information on one page.

     MR. FAYE:  That's good.  What was that again, Mr. Aiken?

     MR. AIKEN:  C1, tab 1, schedule 4, updated.

      Down at the bottom, under the heading "Customers," you'll have the number of customers from actual 2003 through the test year 2007, along with the number of Board-approved figures.  And then right at the bottom there's the variance.

     MR. FAYE:  Okay.  Yes.  That is much more convenient.

     So that schedule does show, on Rate 1 industrial, a total of 35 customers predicted in 2007 and 31 in 2006.  And as I mentioned, that's a 12 percent increase, which seems to me to be a fairly substantial increase.  I wonder if there are actual customers that have been identified that would contract for that increase or whether this is a statistical prediction.

     MR. AIKEN:  It's definitely not a statistical prediction.  It's my understanding that the increase of four customers in 2007 along with the increase of six customers in 2006 are specific customers that are either infilled customers that have indicated a desire to switch to gas or customers that will now have access to gas through the main extension projects that are forecast for 2006 and 2007.

      You have to realize that in NRG's franchise area there is a limited number of industrial customers.  So it's quite easy to identify which potential customers are out there that haven't switched to gas yet.

     MR. FAYE:  Okay.  While we're on that same general subject, NRG is forecasting a loss of 44 Rate 2 customers.  These are tobacco-curing customers, I understand.  Forty-four of them will be lost in 2006; is that right?

     MR. AIKEN:  That's correct.

     MR. FAYE:  And a prediction that another 27 will be lost in 2007.

     MR. AIKEN:  Yes.

     MR. FAYE:  How did you arrive at those forecasts?

     MR. BRISTOLL:  We did what I would call a field study prior to coming up with the 2006 numbers.  And what we did is, as we know -- am I still there, sorry -- what we did is we know who the farmers are who are on account with us.  We drove by every single one of their farms and determined whether they had tobacco in their fields or not.

     MR. FAYE:  Does the crop go in before the quota is announced or is it vice versa?

     MR. AIKEN:  Ideally a quota's announced and then the crop gets started to be grown in greenhouses, and then is planted, usually after the May 24th long weekend.

     The last number of years the quota has not been released until sometimes as late as the end of June.  So a number of farmers are basically taking a gamble because you can't wait until the end of June to plant the crop.

     MR. KAISER:  What happens in that case?  They take a gamble, they plant, and the quota comes out.  They just can't sell it?

     MR. AIKEN:  I have driven past farms where I've seen parts of the field ploughed under, and either left with no crop or they may plant something else that can mature, you know, from the end of June through to the end of September, early October.

     MR. FAYE:  So they wouldn't continue growing that crop on speculation that they might be able to cure it and sell it despite the quota.  The quota is less, as I understand it -- is less a firm edict that that's all you can grow.  It's more a "this is what we think we can sell."

     MR. AIKEN:  Well, that's correct.  Some farmers may continue to grow what they may deem as excess because of the potential that their yield may be down because of the weather.  That they can't predict, obviously. 

      And so they'll continue to grow what they expect will be excess but may, in fact, be required to get them up to their quota amount.  And in the end, if they've had a good crop year and they have grown too much, some of them will store that extra crop over the wintertime and possibly sell it the next year, assuming that they can keep it over the wintertime without any mould developing and that type of thing.

     MR. FAYE:  So for 2007 you're predicting a similar decrease in tobacco quota again, are you?

     MR. AIKEN:  Yes.  I should go back.  In addition to Mr. Bristoll doing the fuel survey, the marketing board released its quota that called for a 35 percent decrease in 2006 over 2005.  Rather than assume that all of the existing 121 customers would continue to grow 35 percent less than they did the previous year, I was going use the assumption that the customers who continued to operate would grow the same amount but there would essentially be 35 percent less customers growing tobacco.

      And the 35 percent reduction from the 121, I believe, would have given me 79 customers.  Mr. Bristoll's survey says there were 77, so I was happy to use his number.  I think it was good confirmation.

      And then, for 2007, we have assumed another 35 percent reduction in the quota, and again, that reduces 77 customers down to 50.  That's the 35 percent reduction we have forecast.

     MR. FAYE:  And there's a comparable forecast in decreasing the number of pounds of tobacco they're growing; right?  It's not just 50 farmers still growing 55 million?

     MR. AIKEN:  We have assumed a further 35 percent reduction in the tobacco quota in 2007.  In the past, when the annual report was released by the marketing board, they would provide the quota for the current growing season and a projection for the following year.

      This year they've provided the projection of 55.5 million pounds for the current year, and no projection for 2007.  This is the first time I think I've ever seen where they haven't projected a number for the following year.

      And that's basically because they're requesting that the governments of all levels provide the industry with an exit program by September of this year, before they even start planning how much, if any, they will grow in 2007.

     MR. KAISER:  Mr. Aiken, could I take you to Interrogatory 10, where you've attached the press release that was issued on May 2nd by the Ontario flue-cured tobacco growers marketing board.

     In that first paragraph, there's reference to the figure that you just mentioned, that 2006 crop size of 55.5 million pounds.  And then they say that equates to a 20.42 percent growable.  What's the 20.42 percent figure?

     MR. AIKEN:  Tobacco growers have a quota that they've purchased from the marketing board.

     MR. KAISER:  Mm-hmm.

     MR. AIKEN:  For example, if a customer has purchased 100 pounds of quota, this 20.42 percent means that he is allowed to grow 20.42 pounds.  In other words, if he has a 100-pound quota, he is allowed to grow 20 percent of that for the current year.

     MR. KAISER:  And so the '07 would be 35 percent down from that; is that right?

     MR. AIKEN:  That's correct, yes.

     MR. KAISER:  Namely, the 85.3 million pounds. Or no, no...

     MR. AIKEN:  No, sorry.  The 85.3 was the quota for last year.

     MR. KAISER:  That was the '05.  So we may say this disagreement represents a 35 percent drop from the '05 crop size?  

     MR. AIKEN:  Yes, the 2006 crop size is 55.5 million.

     MR. KAISER:  That's this year's?

     MR. AIKEN:  That's this year's.

     MR. KAISER:  And we don't have anything with respect to '07?

     MR. AIKEN:  The only thing we have for '07 is from their 2006 annual report that was released on June 15th and that was posted on their website just a few weeks ago, and this is where I had indicated that they usually provide a projection out for the second year out.  This year they did not.

      And part of what they've stated in here is, and I'll quote part of this report, and this is in the executive summary from the Chair of the Board.  It says:

"We have asked the federal and provincial ministers of agricultural to assume leadership roles in this initiative.  As an overriding principle, we believe that this process needs to be extremely focussed."

And he's talking about this exit program.

 “We also believe that our proposal should serve as a basis for discussion and the relevant stakeholder should be consulted.  We are suggesting that governments put an exit program in place by the end of September 2006, prior to the planning for any 2007 production."

      And that's the only indication they've given of what they think 2007 production may look like. 

     MR. KAISER:  Just so I understand it, I understand that they buy quotas, and I'm still a little bit unclear.  This board, this marketing board, it's not a government board, or is it?

     MR. BRISTOLL:  It's my understanding that they sit down every single year with the tobacco companies on behalf of the growers.

     MR. KAISER:  Do the growers have to sell through the board?

     MR. BRISTOLL:  That's my understanding, yes.

     MR. KAISER:  So a grower can't sell it into the U.S. or sell it somewhere else; he has to sell it through the board?  There's some law that require a grower to sell through the board?

     MR. AIKEN:  I believe that to be the case.  I do know that any exports do go through the marketing Board, because in the last number of years they've been trying to expand their markets in places like China, for example.  So all exports go through this marketing board as well.

     MR. KAISER:  And do the growers have representatives on the board?

     MR. AIKEN:  Yes.  I believe all of the board of directors are themselves growers.

     MR. KAISER:  So they basically work on a co-operative fashion -- say here's how much we can sell.  You know, we divvy up the sales between the different growers.  Is that --

     MR. AIKEN:  Yes, the marketing Board negotiates directly with parties like an Imperial Tobacco or a Rothmans, the processors, to determine how much those companies will buy.  And then, based on that, it goes back and is prorated across all quota holders.

     MR. KAISER:  And they apparently negotiate a target price as well?

     MR. AIKEN:  That's correct.

     MR. KAISER:  In this case it was, what, $2.32 per pound?

     MR. AIKEN:  I believe so, yes.

     MR. KAISER:  For '06.  And so is it possible the price goes up and the quantity goes down or are prices falling at the same time as the quantities are falling?

     MR. BRISTOLL:  On table 9 of their report, it shows the average floor price paid per pound since 1957.  Just for an example, in 2003, it was $181.70.  In 2004, it was $178.70.  In 2005, it's anticipated to be $158.

     MR. KAISER:  So is the price going up in 2006, this $2.32?  I'm looking at your response to interrogatory 10.  Is it possible the quantity's going down but the price is going up?

     MR. AIKEN:  Yes, I believe the price is going up.  And that, I think, is partially driven by a higher proportion of high-grade tobacco, that there are different -- my understanding is that there are different prices for different grades of leaf tobacco.  With the declining size of the overall crop, there's more emphasis on the high-grade leaf.  And the price, obviously, is higher for the high-grade product.  Higher-grade product.

     MR. KAISER:  Now, this is jumping ahead, Mr. Bristoll, but let's suppose this tobacco business disappears.  Everyone exits next year.  They all get bought out.  Nobody grows tobacco.  What impact on your revenues will that have?  If there's no tobacco, if there's nobody growing tobacco next year.

     MR. AIKEN:  If there's no tobacco, and that rate class disappears, there would be approximately $200,000 in costs that are currently allocated to that rate class, that those revenues cover approximately 90 percent.  Now, that $200,000 would be allocated to other rate classes because that Rate 2 class would fail to be there to attract those anymore.

     MR. KAISER:  Are all those costs fixed costs?  If they're not variable costs, if you don't have to provide the service, don't some of the costs go away?  Or those are the costs that remain?

     MR. AIKEN:  Those would be the costs that remain.

     MR. KAISER:  Is it cost of the pipe or whatever, it's there.

     MR. AIKEN:  That's right.  The only cost that would disappear would be the cost of reading those 77 or 50 meters two or three times a year, essentially.

     MR. KAISER:  All right.  So most of the costs are fixed.

     MR. AIKEN:  Yes.

     MR. KAISER:  So you would have a $200,000 hit to your bottom line. 

     MR. AIKEN:  Well, no, there would be a $200,000 reallocation of costs to the other rate classes.

     MR. KAISER:  Right.  And just in round terms, what would be the impact on rates if you had to allocate that $200,000 to the other rate classes; any idea?

     MR. AIKEN:  I couldn't tell you by which rate class, but the $200,000 revenue requirement associated with this rate class is out of about $4 million total revenue requirement for NRG.  So it will be $200,000 out of the $4 million.  That may not be spread evenly across all rate classes.  That I couldn't tell you.

     MR. KAISER:  So I guess the bottom line is do you have any contingency plans?  Given this prospect, which I guess is probably at this point in time as bleak as it has ever been, am I fair in making that statement?

     MR. BRISTOLL:  That things don't look good on that front; I think that's a fair statement, yes.

     MR. KAISER:  Or do you think this is all negotiation on the part of these growers?  Do you think they'll actually get a quota next year, or what's your best guess?

     MR. BRISTOLL:  Our best guess is it's going down.  

     MR. KAISER:  Well, I know it's going down but --

     MR. BRISTOLL:  Well, our best guess is it's going to go down the same rate it did over 2005 to 2006.

     MR. KAISER:  Just continue down slowly until it disappears?

     MR. BRISTOLL:  Well, I think it's going to be a little more extreme than that.  But I don't know.  They have asked for an exit plan.

     MR. KAISER:  All right.  Thanks.

     MR. FAYE:  Continuing along that same subject, I think many of the questions I was going to asked have been answered in that discussion, but there are a few that I'll just quickly go through.

      Looking at that same page, that's Exhibit C1, tab 1, schedule 4, with all of these comparative numbers on it, if we look over in the far right column, the test year, and the top block, distribution and transportation volumes, Rate 2 are the tobacco growers and flue curers; is that right?

     MR. AIKEN:  That's correct.

     MR. FAYE:  And so, from an actual in 2005 just over 3 million, are these cubic metres?  I guess they are.

     MR. AIKEN:  Yes.

     MR. FAYE:  The prediction for 2007 is about 1 million 2.  Almost a third, two-thirds of that volume is going to be gone if your forecast for 2007 quota is correct.

     MR. AIKEN:  Yes.

     MR. FAYE:  There's also an impact in Rate 3; am I right?  That's the Imperial Tobacco processing plant that's disappearing.  Is there anything else in Rate 3 except those guys?

     MR. AIKEN:  Yes.  Rate 3 is all the large contract accounts.  Imperial Tobacco is by far the largest account in there.  There are four other customers, one being a large high school, one being the Ontario police college, one being a turkey farm... and the fourth one escapes me at the moment.

     MR. FAYE:  So the 3,391,000 cubic metres predicted in the test year, some of that's still attributable to Imperial?

     MR. AIKEN:  Yes.  We have -- in the original evidence, we had taken Imperial out of the test year forecast entirely.  But we've since received information that they expect to be processing at their Aylmer location until the summer of 2007.  So, essentially, for the test year, we've got them in there from October through June, at their historical volumes, and then we've removed them for the last three years -- or sorry, the last three months, of fiscal 2007, because that's the point in time when they would be gearing up for that fall's crop, and it's our understanding that's when they will be moving their production, their plant, to Mexico.

     MR. FAYE:  If I was to look at the next page there, the white version of this, the number there for Rate 3 in the test year is 1,700,000 pounds -- cubic metres.  So the difference between that and the 3,391,000 would be the Imperial load, would it?

     MR. AIKEN:  I believe so.  I believe back in the actual detailed exhibit, C6, tab 2 -- yes, in the original white page, C6, tab 2, schedule 3, which provides a variance analysis of the 2007 test year versus the 2006 bridge year, down in footnote 5 it shows that of the 2.556 million cubic metre decrease, almost 2.5 million of that is due to one processing plant.  I can confirm that processing plant is Imperial Tobacco.

      On the blue page update, the decrease between the test year and the bridge year is now a little over 1 million cubic metres and approximately 800,000 of that represents Imperial Tobacco.  Part of that is the three months they won't be processing in '07 that they were in '06.  And some of it relates to lower volumes in the other nine months.

     MR. FAYE:  Where I'm going with this is I'm attempting to come to a number here that would be the amount of tobacco, though, left in the system after Imperial's gone.  And I think if I am looking again at the blue page, C1, tab 1, schedule 4, the figure in test year is 3,391,000 for Rate 3, but I need to take out about half of that to get rid of the Imperial load.

      So I'm left with about 1.6 million cubic metres there, and about 1.3 on the Rate 2 customers, so we're down to -- 1.6 and 1.3 -- well, 3 million.  And that would be -- no, I'm sorry.

      We're down to 1.3 million cubic metres for tobacco after Imperial's gone, with the prediction of a lowered quota.  Is that right?

     MR. AIKEN:  Are you talking about the test year or beyond the test year?

     MR. FAYE:  Well, let's go just beyond the test year, but assume that the tobacco quota doesn't go any lower than you've predicted for 2007.

     MR. AIKEN:  Yes.  If the tobacco quota beyond 2007 is at our predicted 2007 levels, the total tobacco load left would be at the 1.261 million cubic metres.  It would be all Rate 2.  There would be nothing left in Rate 3.

     MR. FAYE:  So we're down into the neighbourhood of about 5 percent of your gas volume would be relying on tobacco quota.

     MR. AIKEN:  Direct, yes -- directly related volumes, yes.

     MR. FAYE:  Okay.  Good.  Now, I think you answered this question yesterday, but I'm not certain about the answer.

      None of these figures have included the proposed ethanol plant, neither in the customer numbers nor in the gas volumes.  Is that correct?

     MR. BRISTOLL:  That's correct.

     MR. FAYE:  Under Rate 4, industrial volume, I see that number increasing from -- that's from 422 to 457 between the bridge year and the test year.  And I wonder if that is identifiable to specific customers, that increase.  That's about an 8 percent or 9 percent increase in throughput, which, again, to me seems to be substantial.

     MR. AIKEN:  Yes, if you looked on the bottom part of the page, under the customer numbers, you will see that Rate 4 industrial, which I should clarify are small farmer-operated grain dryers, are forecasted to increase from 20 customers in 2005 to 24 in 2006, and to 26 in 2007.  That's what's driving the increase between the test and bridge years, is the addition of two customers, which, roughly speaking, two on a base of 24 is in the neighbourhood of 8 percent. 

     MS. SPOEL:  Mr. Aiken, in your actuals for 2005 for that rate class, your volumes are 541,000, with 22 customers.  So it doesn't seem to track.

     MR. AIKEN:  Their average use is highly weather dependent, not only on temperature but on moisture content of the corn that's being dried.

     MS. SPOEL:  Oh, so that just happens to be a bad year from that point of view?

     MR. AIKEN:  It was a good year from a gas use point of view.

     MS. SPOEL:  I meant a bad year from a corn grower's point of view.  Yes.  I know a cold winter's good and a hot summer's good for energy consumption, I understand that.

     MR. AIKEN:  Yes.  But if you look back at the actuals for 2003 and 2004, the number of customers wasn't that much different.  It was 21 in both of those years, but the volumes were in some cases less than half the 2007.

     MS. SPOEL:  So those variations, those swings in volumes, are due to weather-related and crop-related factors?

     MR. AIKEN:  That's right.  It's moisture content in particular, but other growing conditions, yes.

     MS. SPOEL:  Thank you.

     MR. BRISTOLL:  Last year that was predominantly a moisture content issue.

     MR. FAYE:  Just to finish off on this, then, the tobacco growers that are going to go out of that business, is there anything in your forecast volumes in that or another rate class about what you think you would sell to them if they went to some other crop or is there just a zero entry for them?  

     MR. AIKEN:  At this time there are limited crops that can be grown in place of tobacco because the tobacco thrived in the light, sandy soil in and around that area and most other crops, including things like corn, do not thrive in a sandy soil.  

     So the first hurdle that these farmers are trying to get over is what can they replace tobacco with?  And then the second hurdle that NRG will face is there's a high probability that whatever they will be growing will not require gas as part of its processing, or, you know, if they can grow tomatoes like they do down in my neck of the woods, the farmers don't process the tomatoes, they go to a processing plant.  If that processing plant is not located in NRG's territory, there would be no gas consumption by NRG's customers as a result of that. 

     MR. FAYE:  There have been tobacco farmers leave the system prior to now.  Is it the ones that are left, they are sort of the last vestiges of the industry?  Do you have any information on what those tobacco farmers that might have left several years ago are doing with their land now?

     MR. BRISTOLL:  A lot of them moved to vegetable-based crops.

     MR. FAYE:  And that's the sort of thing that doesn't promote any load on the gas system; is that right?

     MR. BRISTOLL:  There is potential for load if they become dryers of vegetables.

     MR. FAYE:  How do they heat their greenhouses down there?

     MR. BRISTOLL:  Some heat with gas, some heat with propane.

     MR. FAYE:  Are very many of them going to the greenhouse business to grow hydroponics or anything of that nature?

     MR. BRISTOLL:  We have seen people convert.

     MR. FAYE:  So their land isn't just going to sit idle, they are doing something with it.  There is probably some gas load there.  It just isn't the sort of load that tobacco used to provide; is that right?

     MR. BRISTOLL:  That's correct. 

     MR. FAYE:  Those are all my questions on this section, Mr. Chair.  If the intervenors have some questions, we could take those next and then move on.

     MR. KAISER:  Sure.  Before Mr. Stoll, Mr. Bristoll, staying with this blue sheet, C1, tab 1, schedule 4, and the variance analysis.  The bad news is that the Rate 3 seasonal, the tobacco growers are down by 1.3 million cubic feet.  The good news is that the residentials are up by 1.2.  Is that a fair assessment?

     MR. BRISTOLL:  That's correct.

     MR. KAISER:  And so I'm trying to get a handle, and you've told us what you've been doing in the residential area in terms of these rebates, and that's yielded a number of customer additions that you've referred to.

     What's the potential for continuing, say, over the next five years, 1.2 million cubic feet of residential new volume?  Is that a realistic prospect for your company?

     MR. BRISTOLL:  That's a tough question.  I'll try and answer it if I can.

     MR. KAISER:  I guess -- let me just... where the question really goes, you're moving people from electricity to gas through a variety of these marketing programs.

     MR. BRISTOLL:  That's correct.

     MR. KAISER:  With some degree of success, apparently.  I don't have any idea of what that potential is.  In other words, I don't know in your neck of the woods how many people heat their homes by electricity.  And you must have done some analysis as to what the potential is over the next five years in fuel-switching.

     MR. BRISTOLL:  Our penetration rate off the line is about 70 percent.  So 70 percent of the homes on the line are on --

     MR. KAISER:  Gas.

     MR. BRISTOLL:  -- gas.  I think if you look at the other utilities, their penetration rates are much higher.  It's one of the reasons that we believe that if we stay focussed and persistent.

     MR. KAISER:  And then a subsidiary question, and this is really where I was going, because I really never focussed on your territory until I saw this map, which is the reason I want to get one I can actually read.

     MR. BRISTOLL:  I'll get that for you.

     MR. KAISER:  But is there a potential by building new line -- you say this is 70 percent penetration off the line, but do you have an possibility of ex--- as this market evolves and tobacco disappears, can you do things by way of putting in new pipe that will open up new residential markets?  Is that a possibility? 

     MR. BRISTOLL:  If we were given leave to do it below one, yes.

     MR. KAISER:  Leave from a cost/benefit ratio point of view?

     MR. BRISTOLL:  Yeah.

     MR. KAISER:  All right.  Well, we might explore that.  Thank you.  

     Mr. Stoll.

     FURTHER CROSS-EXAMINATION BY MR. STOLL:

     MR. STOLL:  Thank you.  Just one, maybe two, questions.  You mentioned the rebate program towards the residential.  Have you a similar, I guess -- or not necessarily similar, but have you taken an initiative with the municipality or with the farmers' group to help them or see where there might be some synergies in working with commercial or industrial side to kind of repay or replace the damage that may be done from the switch away from tobacco?  

     MR. KAISER:  You think.  You'll talk.

     MR. AIKEN:  The one comment I wanted to make, which probably doesn't directly answer the question, which I will have Mr. Bristoll take some time to think about, but the whole idea of expanding the residential load through the marketing program does help all the other rate classes.  If, for example, NRG is successful in attaching close to 400 residential customers, or 350, whatever the number is, with low-cost additions -- low-cost meaning the main is already there, it's just the service line in to attach those customers -- the allocation of costs will be more towards the residential customers because their annual volume goes up.  And that's an allocator of costs.  Their peak demand goes up relative to the rest of the system, so they will attract more of a cost, which is fine, because there are more volumes to recover it over.

      What that means for seasonal customers, for example, the ones who are left, is that they will be attracting a smaller proportion of the cost.  So their rates may actually be able to go down because of the system peak.  You recall that the tobacco customers use gas in August and September. So they attract very little if any peak demand, which is in the wintertime.

      But they are allocated costs based on their non-coincident peak.  Well, that tobacco non-coincident peak will decline as the other non-coincident peaks rise.  And therefore they will get a smaller proportion of costs allocated to them.

      So adding residential load brings benefit to all rate classes.

     MR. KAISER:  I think Mr. Stoll's question had to do with whether there were other rebate programs contemplated.

     MR. STOLL:  Exactly.  I think we're very supportive of NRG taking on new load with the residential customers.  I'm glad to see they're showing some initiative with the rebate program.  It was just a question of, given the concern that would obviously be throughout the community, we were just wondering if there was a directed effort to work with the town or with the farmers' group to alleviate some of the problems in the tobacco industry, and if there was such a program, if you could provide a little bit of information.  But if there's no specific program, that's...

     MR. BRISTOLL:  We have not approached the town about trying to find ways to alleviate the cost of delivering natural gas to different rate classes.  We are constantly open to new and fresh ideas as to how to increase the volumes consumed within our franchise area.

     MR. KAISER:  Why would your penetration level, as you say, off the line, be lower than Union or Enbridge?

     MR. BRISTOLL:  One factor could be, it's not as obvious that you should switch from other fuels to ours because of the higher rates within the franchise area that have historically been there.

      I think for -- if we refer to my opening statement, we'd indicated from somewhere around 1990 to 2005 the additions attracted an awful lot of new customers.  They don't attract them at the rate they used to, so now that marginal customer's a little difficult to get, and you have to encourage him to switch across.

      I think you have to approach them with a value offering of some sort, of educate them, and our marketing programs are designed to educate consumers about their energy alternatives.

     MR. KAISER:  Your rebates of the $400 per furnace, the $50 per barbecue, are they higher than Union would offer?  Is that part of your strategy, to offset the fact that your prices are higher than the Union price?  

     MR. BRISTOLL:  That's not part of the strategy.  Part of the strategy -- it's the cheapest fuel still within the franchise area.

     MR. KAISER:  So for your average homeowner heats his house by electricity, if he heats by gas, what's his cost reduction, on average?

     MR. BRISTOLL:  Well, the rates move quite a bit.  All those fuels are commodity -- well, electricity is not, but oil is for a 1,500-square-foot home been hovering around 800 to a thousand dollars a year.  Propane, we're seeing large numbers like that also.  Electricity, there aren't a lot of people, you know, with electrical furnaces and stuff like that.  Most of the people we would want to encourage to switch are coming off of oil or propane, and believe it or not, we've got several on wood.

     That's a harder one.

     MR. KAISER:  Okay.  Thank you.  Mr. Stoll.

     MR. STOLL:  I have no further questions.

     MR. KAISER:  Mr. Faye.

FURTHER CROSS-EXAMINATION BY MR. FAYE:


     MR. FAYE:  Mr. Chair, my colleague here has suggested that I just quickly go through the ethanol thing again, not because these questions haven't been answered but because yesterday the answers tended to be scattered throughout the discussion, with Ms. McShane, and weren't focussed on the operating revenues.  So if it's okay, I'm going to go through that now.

      I understand from yesterday's discussion that none of the forecast figures have the ethanol plant in them; is that right?

     MR. AIKEN:  That's correct.  There are there are no customers, volumes, revenues or capital related to the ethanol plant in the 2007 test year.

     MR. FAYE:  But we did hear a figure yesterday of 220 gJs per hour as a prospective sort of load that this plant would provide.  Are you able to translate that into an annual volume?

     MR. AIKEN:  My understanding is that this plant would operate at a relatively high load factor, and that the annual volumes -- let me back up for a minute.

      The test year annual volumes for NRG right now are 23 and a half million cubic metres.  My understanding is that the ethanol plant would add somewhere in the neighbourhood of 50 to 60 million on top of that.

     MR. KAISER:  You mean --

     MR. AIKEN:  So it could basically triple the annual throughput.

     MR. FAYE:  I'm glad I asked these questions because I sort of remembered yesterday I thought the number was a 50 percent increase, but this is, you're talking a 200 percent increase is possible here.

     MR. AIKEN:  Yes.  The annual throughput would essentially triple on NRG's throughput, but maybe you're thinking about the doubling of the peak demand.  We also expect that the peak demand would double as a result, but the throughput would triple.

     MR. FAYE:  So, with your existing system, there's no possibility of having this right now, and that would be the reason for this new 6-inch main that would have to be built.  Do I understand that right?

     MR. AIKEN:  Yes.  The existing system could not handle -- two things:  It could not handle the volume coming through the existing system from Union.  That's why another line would be required from the Union Gas system, and it's also why Union Gas would have to do some upgrades into their feeder into NRG.

      As well, the pressure requirements of the ethanol plant require a higher delivery pressure than NRG has at any of its other customers.  So that's the reason for the 6-inch steel line that's being discussed.  It's both the throughput itself and the delivery pressure required.

     MR. FAYE:  And do I understand that steel is used for the higher pressures and plastic for low; is that right?

     MR. AIKEN:  That's my understanding, yes.

     MR. FAYE:  This would be just a radial supply.  This isn't a loop supply of any kind; is that right? 

     MR. AIKEN:  That's the initial thought, is this would be essentially a dedicated line, but, you know, depending on the use of the ethanol plant, it may be connected into the rest of that industrial park or the rest of NRG's distribution system.  But initially it's thought it would be a dedicated line to this plant. 

     MR. FAYE:  We heard at the public meeting the mayor requesting that if a big line was to be built, could it be built to a size that would contemplate more industrial load than just the ethanol plant.  Is that a possibility; can you do that?

     MR. AIKEN:  It could be done if somebody would pay an aid to construction on the cost difference.  I don't think NRG would want to put in an 8-inch line when a 6-inch line is sufficient and incur an additional cost of several million dollars that would have to be recovered through existing customers.

     MR. FAYE:  If the volumes are as you predicted here, do you have an estimate of what sort of impact that would have on the other rate classes?

     MR. AIKEN:  No.  We haven't been able to do that because before we can do that we have to know what the cost-of-service impacts are.  And that ranges from, you know, How much is the capital expansion going to be?  What are the property taxes going to be?  What are the incremental O&M costs associated with 31 kilometres of 6-inch steel line?  All of that has to be determined much more accurately before we could essentially see if we need to design a new rate for this customer and what the impact would be on the existing rate schedules. 

     MR. FAYE:  All right.  Finally, does NRG expect to file an application for leave-to-construct before they're back before the Board with another rates application?

     MR. BRISTOLL:  Yes, but there's no guarantee.

     MR. FAYE:  So the Board might expect something sort of finalizing this matter some time later in the fall, then?

     MR. BRISTOLL:  That would be the hope. 

     MR. FAYE:  Thank you.  Those are all my questions, Mr. Chair.

     MR. KAISER:  Mr. Bristoll, just looking at your answer, presumably -- it's the answer to Interrogatory No. 10.  This is the press release that was -- or, no, I'm sorry.  It's an article out of the St. Thomas Times Journal.  It refers to the Aylmer City Council approving a $1.25 million conditional sale for a 48-acre site on John Street North to the co-operative.

      What's the sale conditional on?  

      This is an attachment to your Interrogatory 10.  Oh, I'm sorry.  It's Interrogatory 11, I guess.  I thought it was an attachment to 10.

     MR. STOLL:  If I may, Mr. Chair?

     MR. KAISER:  Yes.

     MR. STOLL:  I think Mr. Alkalay would probably be able to describe the conditions precedent to the agreement of purchase and sale.

     MR. KAISER:  Sure.  That's fine.

     MR. ALKALAY:  Thanks.  There were a number of conditions, most of which have been satisfied, and those included normal ones, environmental site assessment, suitability of the site for constructing a wastewater management pond, ability to connect to Trillium Railroad, federal environmental assessment, which is ongoing, and one of the explicit conditions was the ability to get sufficient volumes of natural gas at a financially viable cost.

     MR. KAISER:  Yes.  That's really where I was going with respect to this question.  I wanted to know whether the sale was conditional upon reaching a satisfactory agreement with NRG, and I guess the answer is yes.  Thank you.

     MR. FAYE:  Mr. Chair, we can move to cost-of-service.  That's main issue number 4.  But I've got, it looks to be an hour, an hour and a half there.  If you felt this was an appropriate time to break for lunch, we could do that.

     MR. KAISER:  Why don't we do that, take a lunch break at this time and come back at 1:30.

     --- Recess taken at 12:15 p.m.

     --- On resuming at 1:37 p.m.

     MR. KAISER:  Please be seated.  Mr. Faye.

     MR. FAYE:  Mr. Chair, this time we'd like to introduce one more piece of evidence -- it will be the Board decision in EBR-0480 -- and give it number K2.9.  This is a decision that talks about the risk premium attached to the utilities.

     MR. KAISER:  Thank you. 

     EXHIBIT NO. K2.9:  BOARD DECISION EBR-0480

     MR. FAYE:  Moving on to category 4 of the main issues, this will be cost-of-service.  The first area we'd like to ask a few questions about is the gas transportation costs forecast for 2007.  And this might just be an academic exercise confirming some things.

      The first area of concern is the methodology used for accounting for unaccounted-for gas.  And this is covered in Interrogatory 14, but I'd like to just ask the representatives of the company to explain for the Panel the logic employed in setting a floor of 0.0 percent on gas gains.

     MR. AIKEN:  The methodology employed uses a 3-2-1 weighting of the unaccounted-for gas for the last three historical years.  And that methodology was approved by the Board a number of years ago.  It's the same methodology, I believe, that Union Gas uses and has been approved by the Board.

      What NRG has found is that over the last -- I think twice over the last number of years, it's had a gas gain rather than a gas loss.  And while we're not positive as to why that gas gain is, a lot of it seems to be because it's at September year-end, NRG's fiscal year-end, when the tobacco volumes are at their highest. 

      So that the unbilled volumes -- in other words, the billing cycle versus the calendar month -- can have huge swings in it because of the tobacco volumes at the end of September that don't get read until, you know, the first week of October.  And then there's a proration of those volumes between days in September and days in October.  And then you compare that to actual meter reads from the producing wells and from Union deliveries that are on a calendar-month basis.

     And what we're proposing is that we've put in a floor of zero percent gas loss because in our view it doesn't make sense to forecast future gas gains, given the limited number of times over the last 20 years that's actually happened.

      So that's the only change to the methodology.  We're still using the 3-2-1, but we're subjecting it to a floor of zero percent.

     MR. FAYE:  I think everyone might have a concern that although this is only heard four times in 24 years, two of those times have been in the last couple.  So there was a 0.6 percent gain in 2003 and a 0.3 percent in 2005, and I wonder if setting a floor of zero percent might take away any incentive to try and correct whatever was wrong with this system.

     MR. AIKEN:  Well, I think that goes back to the proposition that we don't think there's anything wrong with the system.  We believe it's driven by the cycle billing month in the first part of October of each year, and that being influenced by the tobacco volumes.

     MR. FAYE:  So as tobacco sort of disappears from the picture, are there other seasonally volatile gas loads that could cause this kind of aberration too?

     MR. AIKEN:  On a month by month basis, yes, but not at the end of the fiscal year.  The unaccounted-for gas can be a loss or a gain on the month-to-month basis, but for reporting purposes it's only the number at the end of September that gets recorded as the actual gain or loss for that year.

      And the only large volume on at the end of September is the tobacco-curing load.

     MR. FAYE:  So does this have any actual impact?  How do you account for a gain in gas in the books if it occurs?

     MR. BRISTOLL:  It's more of a volumetric issue than it is an accounting issue.

     MR. FAYE:  But what I'm thinking is that if you could make a 1 percent gain really be zero, then you collect based on -- that the gain offsets the actual amount of gas that you purchase.  So, if you can make that a zero percent gain, then the actual gas that you show going through your system has increased somewhat, and you collect rates on that.  But you've actually managed to get this 1 percent gain on gas.  And it seems that you would be collecting money on gas that isn't actually costing you anything to supply.  Is that a correct interpretation?

     MR. AIKEN:  No.  The revenues that are collected are based on actual sales volumes.  Those volumes are not dependent on whether there's a gain or a gas loss.  The difference between what's sold each month and what is purchased each month is the gas gain or loss.

      So, to the extent that there is a gas gain, that means there's been less gas cost put into the PTVA reference price, less volume into the PTVA calculation, than the amount of gas sold. 

     MR. FAYE:  So you're saying there's no adverse impact on customers in any case?

     MR. AIKEN:  That's correct.  Because if there is a gas gain or loss, that's reflected through the PTVA reference price.

     MR. FAYE:  Okay.  That answers that then.  

     What is the implication of the floor not being set at 0.0 percent?  Is there any?

     MR. AIKEN:  I take you to the response to question 14.  Let me just read this.  If we used the 3-2-1 weighting without the floor, there would be a .2 percent gas gain in the 2007 test year.  And the net impact on the utility income after tax is an increase in the cost-of-service of -- sorry, that should be a decrease of $223.  So when you rounded the overall deficiency, there's basically no impact.

     MR. FAYE:  Okay.  Moving to the gas transportation costs, this, again, is just a comparison between the original filed evidence and the updated evidence, and I just want to confirm that the change in total gas transportation costs on Exhibit D1, tab 1, schedule 2, if I could just ask you what that decrease is attributable to.  

     MR. AIKEN:  Sorry, that was D1, tab 1, schedule 2?

     MR. FAYE:  That's right.  D.  The originally filed number, if you look at the white sheet, was $562,134.  The updated number is $509,630.  That's for the bridge year.

     MR. AIKEN:  There are a number of things driving that.  The first one is that the 2006 volume forecast is lower, as part of the update.  So there is less gas flowing through the Union system to NRG.  These costs are all the costs paid to Union under the M9 contract.

      So there's less gas being consumed in the territory, therefore there's less needed to be delivered by Union.  Secondly, I believe there was also some note of an increase in the local production of gas in the update.  So again, that's gas that does not have to flow through Union.

      And the third item that impacts that is I've updated the rates that are charged to NRG by Union Gas to reflect their July 2006 QRAM.  I believe there was a small reduction in the rate as a result of that.

     MR. FAYE:  Thank you.  Could you go through the comparable explanation for the test year, then?  Those two figures -- again, we're looking at the same two pages -- the one on the white page says 427,777, and the updated one is actually increased to 448,437.  Could you just elaborate on the explanation for that?

     MR. AIKEN:  The increase in 2007, white to blue, is based on two factors.  One is the higher -- I believe it was a higher volumetric forecast.  Even though the seasonal volumes are lower, we included Imperial Tobacco for nine months.  So I think the net increase was -- sorry, there is a net increase in the throughput.

      The other thing is that by re-including Imperial Tobacco the demand charge paid to Union is higher because it reflects the firm demand of Imperial Tobacco remaining on the system.  On the original white page, we had removed, or we had reduced the demand charge payable to Union because of the reduction in the Imperial Tobacco peak requirements.

     MR. FAYE:  But if we could then move to some other O&M expenses that are forecast.  I'm looking at the Interrogatory No.17.  That one discusses repair and maintenance costs for automobile expenses. And it's showing a forecasted increase in that response to the IR of $18,735 in the test year.  And I'm wondering, how does that get reconciled with the previous discussion we had around replacing vehicles?  I would think that, with five new vehicles coming into the fleet, the repair maintenance costs might go down, not up.

     MR. BRISTOLL:  Can I take an undertaking to come back to that tomorrow?

     MR. KAISER:  Yes, that's fine.  You'll notice in the interrogatory response it does refer to part of the explanation being older vehicles.

     MR. BRISTOLL:  I think I potentially have an error in my numbers.

     MR. KAISER:  Do we give that a number, Mr. Faye?

     MR. FAYE:  J2.7.

UNDERTAKING NO. J2.7:  TO PROVIDE CLARIFICATION ON O&M EXPENSES

     MR. FAYE:  How big is the fleet there, just for interest's sake?  

     MR. BRISTOLL:  Sixteen vehicles.

     MR. FAYE:  Turning to regulatory costs, these are forecast in 2007 to be $193,700.  That's on Exhibit D6, tab 3, schedule 1.

     I'm assuming that that figure includes the entire cost of this hearing.  Would that be right?

     MR. AIKEN:  That's correct.

     MR. FAYE:  And my line of questioning here was following the assumption that that date that we changed yesterday on IR18 had to be changed.  IR18 said that you would be filing next in December of 2007, but that is now changed to 2006.

      So the costing of this entire hearing into the one rate year is not inappropriate, in that case; is that right?

     MR. AIKEN:  No, the expenses shown are for the current rate case only, not for the next rates case.

     MR. FAYE:  Okay, but, no, I was -- that's fine.  I'll leave that.

      But it does raise another issue, and that is that the cost of regulatory burden has been an issue in these hearings before.  And I think one of the mitigating strategies was to file for rates every two years rather than one.  Am I mistaken in that?  Was that an objective?

     MR. BRISTOLL:  I believe it was.  That goes back prior to my time.

     MR. FAYE:  But now you'll be filing in another rate case at the end of this year for 2008 rates.  And I'm just wondering, do you have an overall plan to return to bi-yearly filings or is this an aberration?

     MR. BRISTOLL:  I'm not sure it's an aberration, but I do know that with the advent of a potential ethanol plant, we thought it would be fair to everybody if we can take a peak at that at the time.

     MR. FAYE:  Okay.  I'd like to turn to... if you are going to file at the end of the year, would it be inappropriate to file one rate case for both years?  Why file now?  Why not wait until the end of the year if you had this problem of wanting to include the ethanol plant in rate case.

     MR. BRISTOLL:  I think because there's level of uncertainty with respect to the arrival of the ethanol plant, that that would have been unproved.

     MR. FAYE:  Okay.  I'd like to turn now to -- or return again to the Rate 2 customer decline.  That's the tobacco-curing customers.

      The effect on O&M costs, have you considered any cost-cutting measures in expectation of losing a rather significant volume from your system?

     MR. BRISTOLL:  We did not take into consideration the reduction in the seasonal volume in calculating our O&M, the primary reason being that most of those costs are fixed costs, as we mentioned earlier, and that they're also off-peak costs, and so those O&M costs disappear as a result of the seasonal consumption being reduced.

     MR. FAYE:  Do you expect to see an increase in bad debts and collection costs as a result of losing these Rate 2 customers?

     MR. BRISTOLL:  We do not.

     MR. FAYE:  Is that because the Rate 2 customers are just good payers or is there some more factor that would cause you not to forecast an increase in bad debt.

     MR. BRISTOLL:  We follow our credit policies in granting and so are assured...

     MR. FAYE:  But you don't bill in advance?

     MR. BRISTOLL:  We do not bill in advance.

     MR. FAYE:  Do you have significant deposits from these seasonal customers?

     MR. BRISTOLL:  No, they're not what they should be, but we don't foresee non-payment. 

     MR. FAYE:  Okay.  I'd like to turn to the advertising expense.  The cost of advertising in 2004 and 2005 is significantly less than the program that's in place now.  And those numbers on Exhibit D1, tab 3, schedule 3, it seems to me that the numbers for advertising in 2004 was 41,000 and some dollars, and in 2005 about 30,000.  Are those correct figures?

     MR. BRISTOLL:  Just give me one second.

     MR. FAYE:  Sorry, I made the incorrect reference.  That would be schedule 2.

     MR. AIKEN:  Yes, those are the correct figures for 2004 and 2005.

     MR. FAYE:  Are they fairly representative of your historical advertising expenditures?

     MR. BRISTOLL:  I believe they are, yes.

     MR. FAYE:  Then in 2006, the expenditures are expected to be $174,000, and in 2007 they're predicted to be $248,000.  A large part of the advertising budget is a program called the cash rebate program.  I believe that number attached to that program is $198,252.

      Can you explain how that program works?  

     MR. BRISTOLL:  If you convert from another fuel to natural gas, we offer a series of rebates that we talked about earlier.  And it's our intention to have those expenditures deferred and recaptured over roughly a seven-year period.

     MR. FAYE:  This program just applies to residential customers or can commercial/industrial customers take advantage as well?

     MR. BRISTOLL:  It's predominantly for residential customers.

     MR. FAYE:  This question was put in IR20, but the response that came back wasn't entirely satisfactory.

     One of the questions in that IR was how many customers you're likely to add as a result of the cash rebate.  But the answer came back in terms of furnace, water heaters, fireplaces, et cetera.  And there was a follow-up to this, but we're still wondering, can we categorize this in terms of customer gain?  Do 130 furnaces mean 130 customers?

     MR. AIKEN:  That would be a rough approximation, yes.

     MR. FAYE:  So if I was to add that prediction, that 130, to what we spoke about before lunch, approximately 229 or 230 customers in a year without this additional advertising program, then you would come up somewhere in the 360 range, and that's reasonably close to the prediction you've made for 2006.  Is that a reasonable analysis?

     MR. BRISTOLL:  That's correct.

     MR. FAYE:  The program, then, is concerned with selling appliances, basically; right? 

     MR. BRISTOLL:  No, the program was concerned with load increasing.

     MR. FAYE:  You presently rent hot water heaters?

     MR. BRISTOLL:  That's correct.

     MR. FAYE:  Prior to this program that we're talking about, did you have a rebate in place for them, an incentive rebate?

     MR. BRISTOLL:  We did not.

     MR. FAYE:  There wasn't anything there.  So, when you sell or rent an appliance, this is an ancillary business or a regulated business?

     MR. BRISTOLL:  It would be an ancillary business.

     MR. FAYE:  So the Board doesn't set rental rates or what the mark-up on an appliance is or anything of that nature?

     MR. BRISTOLL:  No, but it is done within a competitive environment.

     MR. FAYE:  Okay. 

     The advertising costs that we've spotted at being 198, say $200,000, how are they allocated?

     MR. AIKEN:  They are allocated, I believe, in the same manner as the advertising costs in general are allocated, which is primarily to the Rate 1 customers.

     MR. FAYE:  So, if I understand you, Mr. Aiken, advertising costs are put into some sort of a cost allocation category, and then there's some sort of formula that applies to distribute those costs back to either the regulated business or the ancillary business; is that right?

     MR. AIKEN:  That's correct, yes.

     MR. FAYE:  And does this advertising cost go into a general marketing account, or is there a special marketing account for it?

     MR. AIKEN:  It goes into the general marketing account.  These rebates are paid regardless of whether NRG rents -- for example, a water heater, regardless of whether NRG rents a water heater, sells a water heater or the customer buys water heater from somebody else, it's not dependent on the customer getting the appliance from NRG.

     MR. FAYE:  Okay.  So if they went to the local Canadian Tire and bought themselves a gas hot water heater, they could apply to NRG and get a rebate on that?

     MR. BRISTOLL:  We do not discriminate.

     MR. FAYE:  Okay.  How many of your customers would come to you for that, and how many would go to Canadian Tire, for instance?

     MR. BRISTOLL:  It's hard to say because we don't know who has come, who hasn't come.

     MR. FAYE:  Well, you know so far how many customers have applied for cash rebates, and you know how many of those would have come through your system and been an NRG -- rent a water heater, so do you have an estimate of how much comes to you directly and how much goes to other business?

     MR. BRISTOLL:  Fair enough.  Most of it is coming through our service.

     MR. FAYE:  And are these all rentals?

     MR. BRISTOLL:  The hot water heaters?  It doesn't have to be rent -- I mean, if you go and buy a hot water heater or if you buy a furnace from somebody else, or a fireplace or whatever, then you buy it, you rent it.  So this is about gas throughput, it's got nothing to do with selling appliances. 

     MR. FAYE:  But the revenue from the appliance either sale or rental is applied to the ancillary business or is it applied to the regulatory business?

     MR. AIKEN:  Any revenue from the sale or rental of appliances is part of the ancillary business.

     MR. FAYE:  Okay.  Now, the cost of the program -- that is, let's take furnaces from an example -- $450 goes back to the customer as an incentive for buying a furnace or renting a furnace.

     The ancillary business has picked up the revenue and paid for the product, presumably, so they've got margin on it.  And now we're at the point of allocating the advertising costs.

      We've established that they've gone into a general marketing account.  Now, to get out of that marketing account and be allocated to one business or the other, what percentage goes to regulated and what percentage goes to ancillary?

     MR. AIKEN:  I believe it all goes to the regulated, because the goal of the rebate is to increase the throughput.  The revenue from the sale of the furnace would go to the ancillary programs, but the rebate itself is driven by the throughput, and therefore it's all allocated to the regulated part of the industry.

     MR. FAYE:  Presumably without this rebate program fewer people would be purchasing or renting one of these appliances.  Is that fair to say?

     MR. BRISTOLL:  They wouldn't need gas if we didn't have something to bring them to gas.  That's correct.  However, they could get this appliance from whoever they choose, and we openly encourage them to use other contractors.

     MR. FAYE:  But as we've already heard, most of them do come through you to provide the product and install it.  So what I'm wondering here is, it seems like the regulated part of the business is paying the freight, and the ancillary part of the business is picking up the profit.

     MR. BRISTOLL:  All the benefits, though, go to the regulated side of the business because it's increased load, which all ratepayers benefit from.

     MR. FAYE:  But one of those benefits must be the margin on rental and the margin on sale in these appliances that the ancillary businesses get; is that so?

     MR. BRISTOLL:  If we sold the appliance and there was a profit in that appliance, yes, that's correct.  However, that is not the intention of the program.

     MR. KAISER:  Well, do you make money on that business?

     MR. AIKEN:  For the test year and for the last -- the bridge year and the historical year, the return on the ancillary business has been very close to the overall return of the regulated business.  So, yes, they do make money, but not excess profits compared to the overall return.

     MR. KAISER:  Okay.  Thank you.

     MR. FAYE:  We'll leave that, but I'm still a little confused as to why the ancillary business wouldn't pay part of the cost of improving its market share.

      But we've talked a little bit about the number of customers that the cash rebate program might generate, and I think there's still concern that, given the performance to date this year, the likelihood of reaching that 350 or 360 number is not good, although the company is still very optimistic about it.

      If that's the case, if the numbers that Mr. Aiken pointed out as likely to occur over the next few months based on historical statistics prove out, then you really wouldn't be adding any more than about 230 customers in the year, and you ordinarily add 230 customers in the year of 2005 is a good example.  And I'm wondering if the cost of this program doesn't far outweigh the benefit of getting those new customers.  It sounds like they would have come anyway.

     MR. BRISTOLL:  Number 1, the cost isn't incurred, okay, unless the customer comes.  So the only way a rebate can be issued is if a new customer arises.  It's almost like a one to one relationship.  So we don't spend the money if the customer doesn't come.

      And number 2 --

     MR. KAISER:  Can I ask you a question with respect to that?  You pay the customer when he becomes a customer $450 if he uses your product.

     MR. BRISTOLL:  If they buy gas; that's correct.

     MR. KAISER:  Right.  On average, how long does it take you -- I know you're going to amortize this over seven years or eight years, but in your business planning, if he becomes a business customer -- I'm talking about the average residential -- how long does it take you to recover that $450 rebate that you've paid him up front.  You must have done that arithmetic.

     MR. AIKEN:  Yes, that's the seven or eight period.  That's why we chose that amortization period.

     MR. KAISER:  So that's basically the amount of profit that you would make on that customer over that period of time?

     MR. AIKEN:  That's correct.  Yes.

     MR. KAISER:  Thank you.

     MR. FAYE:  If we can turn to the lead pay program.  This one is just a little bit more involved and I think it would be helpful if you could explain how this program works.

     MR. BRISTOLL:  The lead pay program was designed to attract incremental gas.  So, for example, I would be a service technician, and I would be at somebody's house, and that person could indicate to us that they were thinking of replacing their water heater, say, to switch from electric to gas.  That what I will call lead is forwarded to our sales department.  If that lead results in a conversion of that appliance, then we would pay a $10 lead fee, so to say, to the technician.  And it's all in our effort to increase our average usage within our franchise area.

     MS. SPOEL:  Mr. Bristoll, that point, and going back to the cash rebates, if an existing gas customer decides to add, let's say, get rid of an electric clothes dryer, they already have an electric furnace and they decide to get rid of the electric clothes dryer and get a gas clothes dryer, are they also eligible for the rebate or does that only go to customers who are new customers?

     MR. BRISTOLL:  We don't discriminate.  It's incremental load, what I call incremental load.

     MS. SPOEL:  So it's existing, so not every rebate necessarily means a new customer.

     MR. BRISTOLL:  No, you could have a hot water heater, for example, in your house, and go to a furnace and we would still give you the $450.

     MS. SPOEL:  I wasn't sure of that from the previous discussion that took place.  Thank you.  

     MR. FAYE:  Now, you just mentioned the fact that the cash rebate program, and I guess the lead pay program, doesn't pay off unless there's a result.

     The fact is, though, that you're asking for the cost of this program, the estimated cost, to be included in revenue requirement; right?

     MR. BRISTOLL:  That's correct.

     MR. FAYE:  So, although you may not pay out unless you have a lead or a customer switch, you will collect it from your existing customers, the money to finance this program?

     MR. BRISTOLL:  That's correct, but they also benefit by the incremental load and the benefit exceeds the payout.

     MR. FAYE:  Yes.  But that only materializes if you actually meet the forecasted numbers that we've already been over a couple of times.  It doesn't look like you're going to meet them, to me.

     MR. BRISTOLL:  Well, no, it's not a function of the forecasted numbers.  It's a function of having a customer or client come on to the system.  So those calculations are done on an individual basis.  So we're not -- if you come on and you get the rebate, then we're going to amortize it over the seven years.  Everyone benefits.

     MR. FAYE:  Well, true, but you've estimated this program at $198,000.  You're asking the Board to approve that amount in rates, I'm assuming.

     MR. AIKEN:  What we're asking the Board is to approve, in 2007 test year, $24,781, which is, I assume, 1/8th of the total cost.  It's being amortized over eight years.

      Now, I think your point is, is that if, for example, instead of paying out 200,000 or the 190-some thousand, if NRG were to pay out only half of that then they've over-recovered in the test year, and I would agree with that.  However that number, that amortization over the eight years, would be adjusted in the following year to reflect the actual hundred thousand dollars or whatever that number was.  So if NRG had recovered 24,000 and the total was only 100,000, then the remaining 76,000 would be amortized over the remaining seven years.  So that amount would decrease.  So that over the amortization period the only actual costs are recovered from ratepayers.

     MR. MILLAR:  Okay.  That's helpful.  Thank you.

      Did I understand you to answer Ms. Spoel's question on who the rebate is available to -- did I hear you say that that is not available to existing customers?

     MR. BRISTOLL:  No, no, it is available to existing customers.

     MR. FAYE:  Could I turn you to D1, tab 3, schedule 3, page 2.  I'm looking at line 18 here.  And it says:

"The rebate is only available to households that are currently using alternative fuel as their source of energy and is not available to existing customers."

That seems to be contradictory.

     MR. AIKEN:  It may not be clearly worded.  The rebate is available to customers who are switching from an alternative fuel.  If they're using oil for heating, then they qualify for the furnace rebate.  If the customer's already using gas for heating but electricity for water heating, then the rebate is applicable to them switching from an electric water heater to a gas water heater, but it would not apply to them to replace their gas furnace with another gas furnace.

     MR. FAYE:  If we could look back one line, line 17 says:

“The cash rebate program is intended to enhance the conversion of gas to gas households that are on the main line but have yet to contract for gas service."

     That's what I was concluding meant that these weren't customers at the moment.

     MR. BRISTOLL:  I think that we probably just poorly worded that.  We're not discriminating, and that is -- we don't have any intent. 

     MR. FAYE:  Okay.  The lead pay program you described nicely, and I just have a couple more questions on that.

      There's $4,500 forecast for this program in 2006.  And at $10 per lead, can I divide one with the other and come up with you're expecting to get 450 leads?

     MR. BRISTOLL:  That's correct.

     MR. FAYE:  And then if we can go back a step or two to the prediction of how many furnaces that we were talking about, we're looking at potentially adding 130 customers, so that dividing that into the 450, that would say that approximately one in every three and a half leads results in a closing of a sale.  Is that sort of what the forecast is based on?

     MR. BRISTOLL:  The lead is only paid if the sale is successful.

     MR. FAYE:  I'm trying to get a grasp of how many customers this is likely to result in.

     MR. BRISTOLL:  It's designed for... the intent is that it is for incremental load.  We don't know exactly how many people it will and will not attract to us.

      Those are our estimates of what we think we can achieve.  I will openly admit that they do not appear to tie in very well.

     MR. FAYE:  How is the program going this year?

     MR. BRISTOLL:  We do not have it off the ground yet.

     MR. FAYE:  Oh, it hasn't started?

     MR. BRISTOLL:  No, we'd intended to, but it's not off the ground.  But it will be.

     MR. FAYE:  How are you going measure the success of it?  

     MR. BRISTOLL:  It is our hope that we will see our average residential consumption increase from roughly around 2,000.

     MR. FAYE:  Is the same true of the cash rebate program?  Is that actually in place now or is that still waiting to be implemented?

     MR. BRISTOLL:  That's in place.

     MR. FAYE:  All right.  This might be a little repetitive because I think that one of the Panel members already asked this question, but I'd just like to confirm.

      The amortization of the cash rebate program over eight years, the rationale for that was what, Mr. Aiken?

     MR. AIKEN:  We did an economic test.  Basically, the aid to construction test similar to what you do for a capital main extension, where we put in the costs of the rebates times the number of customers, and compared that to the incremental gas margins generated by a furnace, by a stove, by a water heater, et cetera. 

      And the net present value of that revenue stream hits one or a P.I. of 1.0 after approximately 7point some years, and so we rounded it to eight years.  It was very close to the eight-year figure.

      So we've matched the costs to the benefits over that period.  Anything beyond eight years and the project has a net benefit of greater than 1.0.

     MR. FAYE:  So it's not related to the depreciable life of the appliance? 

     MR. AIKEN:  No, I believe we had an IR on that, and NRG does not have specific life estimates for various types of appliances, but I believe we did state that the life of furnaces, water heaters, barbecues, et cetera, is in excess of eight years.

     MR. FAYE:  I'd like to turn now to the cost of gas and look into the purchase of gas by NRG from NRG Corp.  This was a question in IR No. 24.

      And the thrust of that questioning had to do with the fact that the price on that contract seemed to be considerably higher than what eventually turned out to be the average price for that year.  I wonder if you could just take us through the methodology you used to purchase gas from that other company.

     MR. BRISTOLL:  The price that was contracted represents the average of what the one-year strip was selling at over the last ten business days of September 2005.

     MR. KAISER:  You mentioned in this troll response that you were also buying gas from one other company.

     MR. BRISTOLL:  That is correct.

     MR. KAISER:  Who is that?

     MR. BRISTOLL:  It's a local producer.

     MR. KAISER:  And how do they charge for that gas?  What price do they use?

     MR. BRISTOLL:  We don't actually buy the gas.  They deliver the gas into the system, and then we swap it out at Dawn, I believe.

     MR. KAISER:  Well, there must be a price.  You're recording it in your books at some kind of cost, aren't you?

     MR. AIKEN:  The gas from the other local producer is delivered into NRG's system.  NRG does not buy that gas but it uses that gas.  NRG then goes out, and I believe in Alberta purchases gas that it delivers to that purchaser at Dawn on the Union system.

     So the price of that gas that shows up on NRG's book is the price of the gas it pays in Alberta and the transportation to Ontario.  That gas is then basically rolled over into the producer's gas-balancing account at Dawn, and then that producer is able to sell that gas from Dawn.

     MR. KAISER:  Well, two questions, then.  Is that price, however it's calculated, higher or lower than the price you're paying the affiliate?

     MR. BRISTOLL:  It depends.  Depends on the contract year, depends on the movement of the price of gas, et cetera.

     MR. KAISER:  Could you check it for the last three years, just to see what the difference is?  Is that possible or is that a lot of work?

     MR. BRISTOLL:  That would end up being a lot of work.

     MR. KAISER:  All right.  And then, just as a matter of interest, why such a convoluted transaction?  What's the --

     MR. BRISTOLL:  I don't know the genesis of it.  I do agree it is convoluted.  I just don't know the genesis of it.

     MR. KAISER:  Do you know, Mr. Aiken?

     MR. AIKEN:  I believe so, yes.  The producer in question has a number of wells that produce directly into Union's system, as well as, I believe, one well that produces directly into the NRG system.  That producer aggregates his supply at Dawn and then sells the gas at Dawn to a third party.

     He did not want to sell the gas to NRG because he wanted to have this gas as part of his gas-balancing account at Dawn to be sold, I think, for export from Dawn.

      So the swap arrangement put in place meant he could still have that gas at Dawn so he could sell it, and at the same time NRG gets the benefit of having an additional supplier within their franchise area, which reduces the amount that they have to pay Union Gas under their M9 delivery contract.

     MR. KAISER:  So you would be in the same economic position if you just brought that gas from Alberta, paid the transportation and brought it right into your system, wouldn't you?  

     MR. AIKEN:  No.  Under the M9 delivery contract with Union, which is delivery from Dawn to NRG's franchise, there's two components.  You pay based on the volume that you bring in throughout the year.  So that number would be higher if that local producer was not producing into the NRG system.  And you also pay it based on the peak demand that you contracted with Union for.  The fact that that producer is producing on the peak day in the wintertime reduces that peak demand charge that NRG pays to Union Gas.

     The cost of gas commodity itself would be the same, but on the transportation charge that Mr. Faye was talking about earlier, that number is reduced because of that local source of gas.

     MR. KAISER:  So you save the transportation from Dawn to NRG.

     MR. AIKEN:  That's correct.

     MR. KAISER:  Which you would have if you brought the gas from Alberta, and because you're not paying them a peak surcharge, you save that, which you would ordinarily incur from Union.

     MR. AIKEN:  Yes.  It's the same situation with the gas purchased from the related party, Energy Corp.  It's the same situation.

     MR. KAISER:  Same rationale.

     MR. AIKEN:  Yes.

     MR. KAISER:  Thank you.

     MR. FAYE:  So would I be right in saying that the price that you use is a forward-looking price?

     MR. BRISTOLL:  That's correct.

     MR. FAYE:  I wonder if I could ask you just to turn up the evidence filed this morning, Canadian Natural Gas Focus document.  If you look at page 20.

     You see about four to five columns over to the left, the NYMEX forward 12-month average price, is this the same price you've used in the contract?

     MR. BRISTOLL:  We take our price from the Source Report, and it's the Dawn price in U.S. dollars.

     MR. FAYE:  So the 50.057 that I see on the material you submitted, that is in U.S. dollars or in Canadian dollars?

     MR. BRISTOLL:  That has been converted from --

     MR. FAYE:  Has been converted.  So I'm wondering, what am I doing wrong here?  The number I see under NYMEX forward 12-month average, and I worked down my left column until I get to September 5.  And I read 9.23.  September '05, sorry.

     And then when I convert that to Canadian dollars and to cubic metres from MMBTU, I get 43 cents.  And the number that you're using is 50 cents.  And I'm wondering what could account for such a difference.

     MR. BRISTOLL:  The price that I have on the 30th of September for the one-year strip is $12.31, almost 12.32 cents, which we convert across to get an Mcf price of 15-57-26, which then we divide by a conversion factor of 28.17399.

      The Dawn price that we're using in U.S. dollars is coming from what my understanding is a reputable source for market information.

     MR. AIKEN:  I'm just wondering, for clarity, the NYMEX price, where that assumes delivery, because if it's -- you know, NRG is using the delivered price at Dawn as its starting point.  I'm not familiar enough with the NYMEX price to know where that is assumed to have gas delivered to.

     Yes, it appears that the information says NYMEX at possibly Henry Hub rather than at Dawn.

     MR. FAYE:  Is there a published differential for Dawn from Henry Hub?

     MR. AIKEN:  Welt, I think the differential would just be the difference between the two numbers.

     MR. KAISER:  Yes, you see it on the first page of this exhibit.  On the map.

     MR. FAYE:  So am I reading that right to conclude that at Dawn there's actually a credit here, in terms of a differential; the price at Dawn is lower than the price at Henry Hub?

     MR. BRISTOLL:  You're referring to on the front page where we see 1,558 for the Henry hub and 1,331 for Dawn?

     MR. FAYE:  Yes.  Am I reading that right?

     [Witness panel confers.]

     MR. BRISTOLL:  Can we find the $9.32 on this map?

     MR. KAISER:  Well, this is October 2005; is that correct?

     MR. BRISTOLL:  That is around the time at which we entered into a contract, unless there was a September 2005 report.

     MR. KAISER:  This is the price for --

     MR. FAYE:  I'm not sure you would find $9.23 anywhere on the map since it's a 12-month average price, but the differential between Henry hub and Dawn would certainly be in the same direction.  It may not be numerically identical to that cover sheet, but it sounds like you have to get gas going a little further to get it to Henry hub than to get it to Dawn.

      So it looks like the $9.23 that we've used in our calculation should actually be some number smaller than that.  That makes the difference even more significant.

     MR. AIKEN:  I don't think you have to have the gas travel further to get to Henry hub.  There's a large producing basin in the Gulf Coast.  So it actually has to go very short to get to the Henry hub compared to Western gas travelling from Alberta to Dawn. 

     MR. FAYE:  Would you give an undertaking to provide a little information on this just to clarify the subject?  And that is, what the $9.23 on the NYMEX forward 12-month average on this page would convert to if it was delivered at Dawn?

     MR. KAISER:  The NYMEX price you're referring to, Mr. Faye, is delivered where?

     MR. FAYE:  Henry hub.

     MR. KAISER:  Henry hub?

     MR. FAYE:  Yes.

     MR. KAISER:  The question is, at what -- this is a 12-month average?

     MR. FAYE:  Forward average, yes.

     MR. KAISER:  So you want them to calculate what the price of that gas would be on a 12-month --

     MR. BRISTOLL:  Could I offer up another piece of evidence?

     MR. KAISER:  Sure.

     MR. BRISTOLL:  I have a copy here of the source report here which we use in order to determine the price, and on this report it shows the Dawn price in U.S. dollars for September the 30th for the one-year strip at $12.587 cents for an MMBTU.  This is the report that we used in order to calculate our numbers.  And to the best of my understanding, this is considered to be a reputable source, and coincidentally enough, we have our NYMEX futures here also. 

     MR. KAISER:  All right.  Well, why don't you make copies of that, and we'll mark that as an exhibit, and then, Mr. Faye, if you have any further questions after we've had a look at that we'll come back.  

     MR. BRISTOLL:  Shall I just -- 

     MR. KAISER:  Give it to him and he'll make copies of it for the parties.

     MR. FAYE:  We'll call that J2.8.

     MR. KAISER:  Do you want to give that an undertaking as well?

     MR. FAYE:  That was the undertaking, J2.8.

     MR. KAISER:  Oh, I see.  What's the exhibit number for this document?

     MR. FAYE:  Sorry.

     MR. BRISTOLL:  So I'm confused.  What is the undertaking again?

     MR. KAISER:  I'm not sure.

     MR. FAYE:  I think we're going delay the undertaking and see if this sheet here answers the question.

     MR. KAISER:  Why don't you look at the document first and then he'll come back to the question.  Maybe the document answers it.

     MR. BRISTOLL:  Thank you.

     MR. FAYE:  That exhibit number will be K2.10.

EXHIBIT NO. K2.10:  SOURCE DOCUMENT UPON WHICH NRG BASES ITS PRICING OF THE GAS COMMODITY CONTRACT 

     MR. BRISTOLL:  We'll get copies of that.

     MR. FAYE:  Yes, you'll get your original back.

     MR. BRISTOLL:  Thank you.

     MR. FAYE:  Now I'd like to move to something we heard at the public hearing that I think the Panel asked that I bring up at some point during these proceedings.

     That was that there were a number of Rate 1/Rate 2 customers at that meeting that explained that NRG's rates were about 25, maybe 29 percent, higher than comparable Union Gas rates.  Have you developed an explanation for this difference?

     MR. AIKEN:  Yes, we have.  I did an analysis for a residential customer based on the average residential consumption profile in NRG's territory, which is about 2,067 cubic metres per year, and compared the total cost to the customer, the total bill for that year, to a customer served by Union in their southern area, as well as to a customer served in their eastern operations area.

      The cost of NRG providing gas to a residential customer is approximately 20 percent higher than a customer in Union's southern operations area, and it's approximately 7.8 percent higher than a customer in Union's eastern operations area.

      I also did a comparison of a typical seasonal or tobacco-curing customer, and in this case only with Union's Southern Ontario operations area, because there are no tobacco customers in eastern Ontario.  And the typical seasonal customer would pay 16.7 percent more to NRG than to Union Gas.  I should note that Union Gas serves their tobacco customers under their all-purpose M2 rate schedule that covers residential customers as well.

      Now, the difference -- and this, I apologize in advance, may take a while, there are a number of reasons for the higher rates.  To put what I'm about to give you in context, NRG's total revenue requirement is approximately $4 million.  And I have a total of eight items here that result in higher rates for NRG customers.

      The first one and the largest one is the lower residential use that NRG has compared to customers in Union's southwest area.  All these comparisons are to Union's southwest.

     To give you an idea, the forecast here for the 2007 test year, the average residential customer of NRG uses 2,067 cubic metres.

     In the recently completed Union Gas hearing for the same year, 2007, they are forecasting average use of 2,479 cubic metres.

     That's a difference of 412 cubic metres per residential customer.

      When you multiply that by the number of residential customers NRG has times the delivery rate for those customers, that translates into a reduction in revenues because of a lower average use of $430,000.

      So that by itself is more than 10 percent of Union's -- or, sorry, of NRG's total revenue requirement, driven by the fact of lower average use.

      That's the first item.  The second item is the same analysis for a commercial customer.  And what I've done is I've converted all of NRG's customers to see where they would fit under Union's rate schedules.  I should preface this by saying that there is only one customer that NRG currently serves that would qualify to be a contract customer on the Union system, and that's Imperial Tobacco.  When they're gone, none of NRG's customers would qualify to be a contract.  So they would all be served under their M2 rate schedule.

     Union's average commercial use is a little over 16,000 cubic metres.  Even pulling in these large customers on the NRG system, the average use for a commercial customer is a little over 11,000.  The difference is actually 5,153 cubic metres.

      Multiplying that by the number of customers, approximately 440, times an average of the first and second block rate that these customers pay, results in a revenue shortfall, I guess you would call it, of $280,000.

     Thirdly, the same thing with the industrial use.  Union's industrial use is a little over 73,000 cubic metres on average.  NRG's is just over 58,000, for a difference of almost 15,000 cubic metres per year.

     You multiply that by the number of customers, which is approximately 70, times the lower rate, distribution rate, that those customers get charged, results in a reduction of revenues of approximately $85,000.

     So those two items -- sorry, those three together are about in the neighbourhood of $800,000, which is 20 percent of the revenue requirement.

     Item number 4 on my list is -- I've touched on is that the lack of large-volume contract accounts.  Right now the only one is Imperial Tobacco.  Union, of course, has very large customers, and quite a few of them.

      Item number 5 is the return on equity.  Essentially, the difference between Union and Enbridge is this 150 basis points that we're talking about, or, I guess, actually 135, given that Union is 15 above Enbridge.

      That translates into about $80,000 in additional costs.  Item number 6 is the difference between the long-term debt rate that Union has embedded in its rates, which is 7.68 percent.  NRG, with its new financing, involving the redeployment costs and everything else rolled in, is 8.45 percent.  That difference translates into an additional cost to NRG customers of approximately $50,000.

      Those are the items where I could quantify.  And then I had two other items that I could not quantify but I believe are part of the difference.

      The first one of those two is the age of the rate base.  And what I mean by that is, how much accumulated appreciation has taken place on this rate base.

      NRG has a relatively new rate base compared to Union, and that's because of the number of customers they've added since 1991.  I think we alluded to these numbers on Friday.

     At the end of 1991 NRG had 2,348 customers.  At the end of 2007 we're forecasting that there will be 6,872.  That's a growth of 193 percent over 16 years or somewhere in the neighbourhood of 7 percent per year.

      Along with that growth you have expenditures on meters, regulators and services.  These meters, regulators, and services have lives somewhere in the neighbourhood of 40 years.  But they've only been depreciated at most by 17 years.  So the net book value is quite high.

     More specifically, the main additions, 68 percent of the gross value of main additions that the utility is carrying in its rate base have been added since 1991.  And in the depreciation that the Board approved a number of years ago, mains are expected to have a 55-year life.  So again, those mains, 68 percent of which have been added in the last 17 years, have not depreciated to the same extent that Union's would, because Union is adding a smaller proportion every year.

      And then the final item comes down to the customer density.  And this is especially relevant to the residential customers.

      NRG is basically a rural utility that serves a couple of small towns, such as Aylmer and Belmont.  But they do not have any large urban centres.  As a result NRG basically has to put more pipe in the ground to get the same number of customers.  You have to go further to find them.

      The analysis I did do is that a 1 percent increase in residential customers -- in other words, infill customers -- would generate about $30,000 in distribution margin.

      I don't have any specific data on the customer density of NRG versus Union, but I think I'm quite safe in saying that because NRG does not have a London or a St. Thomas or a Waterloo, that the density is lower in NRG's territory.

      And this is part of the reason -- this all ties back into the marketing program that Mr. Bristoll has talked about, is to get that number of customers up so there's more revenue being generated. But that concludes my essay on the difference in rates.

     MR. KAISER:  Do you think it's possible to convert the essay into a table?

     MR. AIKEN:  I could convert the first six where there are numerical estimates.

     MR. KAISER:  Right.

     MR. AIKEN:  Yes.

     MR. KAISER:  That would be helpful, Mr. Aiken.

     MR. FAYE:  We'll give that number K2.11 (sic).

UNDERTAKING NO. J2.8:  TO PROVIDE TABLE OF NUMERICAL ESTIMATES/DIFFERENCES IN RATES

     MR. FAYE:  Will NRG be providing that explanation to the customers that made those complaints at the meeting?

     MR. KAISER:  Well, I think, Mr. Faye, the easiest way for us to do that is to do it in the decision.

     MR. FAYE:  Okay. We also heard from a customer at the public hearing that NRG hadn't provided them with timely processing of the request to change from system-gas supply to a local marketer's supply.

      Has NRG been able to look into that episode and provide an explanation of it?

     MR. BRISTOLL:  I believe at the time that we openly admitted that we had been slow.  That is not our intended policy, and I think it is our goal to stay within the 60-day guidelines that are being proposed.

     [Witness panel confers.]

     MR. KING:  I think Mr. Bristoll is referring to the 60 days that's going to be the time limit once the gas distribution access rule is in effect.  That's the 60-day time limit for service transaction requests.

     MR. KAISER:  Right.  Under the GDAR.  When is that going to come into effect, do you know, Mr. Faye?

     MR. FAYE:  We believe it's sometime in 2007.

     MR. KING:  I think it's set to come into force January 1, 2007, if there aren't any further delays.

     MR. KAISER:  In any event, I take it, Mr. Bristoll, from what you've told us, that that's going to be your policy going forward, that these people will have their contracts transferred if they wish within that 60-day period?

     MR. BRISTOLL:  That's correct.

     MR. FAYE:  Looking back over my questioning here, I'd just like to clarify one more thing on that lead pay program.

      Am I right in assuming that a lead could result in a customer getting an appliance and then a rebate?  So the person providing the lead gets their reward, if you will.  That results in an appliance possibly being sold, and that results in a rebate being generated?

     MR. BRISTOLL:  That would be correct.

     MR. FAYE:  Okay.  So the total cost of that transaction would be the cost of the lead plus the cost of the rebate on the appliance?

     MR. BRISTOLL:  If there was a lead.

     MR. FAYE:  All right.  I think that concludes all my questions on the cost-of-service category, Mr. Chair.  If the intervenor has any questions, we could take them now.

     MR. KAISER:  Mr. Stoll.

     FURTHER CROSS-EXAMINATION BY MR. STOLL:

     MR. STOLL:  Thanks. There should be just one or two quick questions.

      If you could just confirm, you've said that you're currently exempt from certain capital -- or I guess the provincial capital deduction and the federal.  I guess, is there a federal one as well?  And for reference, it's D1, tab 5, schedule 1.

     MR. AIKEN:  Yes.  On the provincial capital tax there is a deduction available that is 10 million, effective January 1, 2006.  This is taxable capital.  The scheduled increase to 12.5 million, effective January 1, 2007.  NRG's taxable capital is less than that.  It's in the 9, 9 and a half million dollar range.  It's essentially their rate base.  So there's no provincial tax, capital tax payable.

     And I believe on the federal capital tax the exemption is actually the first $50 million is not taxable.  So NRG may never pay federal capital tax.

     MR. STOLL:  Okay.  That answers where I was going.  I just wanted to confirm.  That's basically your rate base that would be included or looked at to...

     MR. AIKEN:  Yes.  We use rate base as a proxy for the -- I think it's defined or its labelled the net paid up capital that the capital tax percentages are applied to.

     MR. STOLL:  Okay.  That answers that question.

     Then there's just one other thing, which I think will be fairly easy.

      If you can go to D1, tab 7, schedule 1, page 3.  And it goes to the gas cost difference recovery account.  That money should all be recovered prior to the end of fiscal 2007; correct?

     MR. AIKEN:  It is correct, with the proviso that there may be small balances still remaining in that account to be recovered or to be rebated to customers.

     The original rate of recovery was set based on three years of volume, and as that volume differs from forecasts, there could either be credits or debits left in that account.  But certainly the vast majority of the 500 and some thousand dollars will have been recovered by the end of 2007.

     MR. STOLL:  Okay.  And that contribution shows up in the cost of gas under the QRAM?  Or...

     MR. AIKEN:  No, it does not.

     MR. STOLL:  So where is that incorporated?  Is it going to the other rates that are normal?

     MR. AIKEN:  Yes.  If you look in Exhibit H3, tab 4, schedule 1, page 8 of 9.  This is labelled Schedule A, "Gas Supply Charges."

     MR. STOLL:  I'm there.

     MR. AIKEN:  You'll see that the total gas supply charge of 38.4088 cents -- 

     MR. STOLL:  Right.

     MR. AIKEN:  -- is composed of four items, the third of which is this gas commodity recovery, the .8230 cents? 

     MR. STOLL:  Correct.

     MR. AIKEN:  And that is only charged to system-gas customers.  Direct purchase customers do not pay the gas supply charge because they're not buying the gas from NRG.

     MR. STOLL:  Okay.  Right.  Okay.  I just wanted to confirm that.

     MR. AIKEN:  Yes.

     MR. STOLL:  Thank you.  Those are my questions.

     MR. KAISER:  Thank you, Mr. Stoll.

      I just have one question for that, in this area.  I can't remember, but did I ask you for a forecast over the next five years of the number of customers you hope to add or the -- I should say the amount of residential volume you hope to add in each of the next five years?  Did I ask you for that?  

     Could I get an undertaking for that?

     And I'm referencing in Exhibit C1, tab 1, schedule 4, that for the test year 2007 you're forecasting adding roughly 1.2 million cubic metres; right?  Is that the right figure?  Does that sound familiar?

     MR. BRISTOLL:  I think so.

     MR. KAISER:  1,181,062.

     MR. AIKEN:  Could you provide that number again?

     MR. KAISER:  Exhibit C1, tab 1, schedule 4.

     MR. AIKEN:  Updated?

     MR. KAISER:  Yes.  The blue one.

     MR. AIKEN:  Yes.

     MR. KAISER:  It's roughly 1.2, 1 million, 100 --

     MR. AIKEN:  That's correct, yes.

     MR. KAISER:  So see if you can give me a forecast for what it's going to be for each of the next five years, including 2007, so each of the four years following that.

     MR. AIKEN:  7, 8, 9, 10?

     MR. KAISER:  Yeah.  Now, I'm going back to Ms. McShane, who started this thing off about whether this utility's risk profile is increasing.  And I want you to look at Exhibit C5, tab 1, schedule 3.

      This is the gross margin analysis by sales class for the 2006 bridge year.  I can't find the '07 figures.  Maybe they don't exist.  But this is good enough for my purpose.

      So these are the gross margins for the same categories that we were just discussing with respect to the volumes; namely, residential, commercial, industrial under Rate 1, and Rates 2, 3, 4, and 5.  Do you have that?

     MR. AIKEN:  Yes.

     MR. KAISER:  So we have your forecast for the test years that volumes will increase by approximately 1.2 million cubic metres for the residentials, decline for the seasonals by 1.3 million -- those are the tobacco growers -- and then the contract customer, I think that's Imperial, the 1 million cubic metres.  I'm looking at these gross margins and I look at residential.  Am I reading this that the gross margin for residential customers is 22.4 cents per cubic metre?

     MR. AIKEN:  That's correct.

     MR. KAISER:  And for seasonal, that would be the tobacco people, it's 9.4 cents?

     MR. AIKEN:  That's correct.

     MR. KAISER:  And for the contract to Rate 3, that's Imperial, it would be roughly 6 cents?

     MR. AIKEN:  Yes.

     MR. KAISER:  So when you add a cubic metre of residential volume, it's worth twice as much as a cubic metre as a Rate 2 and more than three times as much as the contract customer?  Is that how you would interpret that?

     MR. AIKEN:  That's correct, yes.

     MR. KAISER:  Thank you.  Where do we go next, Mr. Faye?

     MR. FAYE:  We'll need to just assign an undertaking number to that last undertaking that they just gave you.  That would be J2.8.

     MR. KAISER:  Right.

     MR. FAYE:  That's the five-year forecast of gas volumes for residential customers.

     MR. KAISER:  Yes.

     MR. AIKEN:  I believe it might be J2.9.

     MR. BRISTOLL:  The essay is 2.8. 

     MR. AIKEN:  All right.  I think Mr. Aiken's right.

     MR. FAYE:  J2.9 for this one.  J2.8 for the essay.

     Thank you for that.

UNDERTAKING NO. J2.9:  TO PROVIDE FIVE-YEAR FORECAST OF GAS VOLUMES FOR RESIDENTIAL CUSTOMERS  

     MR. FAYE:  Then the last two categories of questioning we have are very brief.  I expect we should be able to wrap this up in half an hour, so I'll start on cost allocation.

     MR. KAISER:  Do you want to take a short break, then?

     MR. FAYE:  That would be useful if you want to look at that --

     MR. KAISER:  Yes.  If you're only going to be half an hour, why don't we take 15 minutes, and then we should be able to wrap it up by 4 o'clock or so.

     MR. FAYE:  I think so.

     MR. KAISER:  And then, subject to your convenience, gentlemen, we would propose to hear oral argument tomorrow morning at 9:30.  Is that acceptable?

     MR. KING:  That's fine.  That will give us a chance to answer the undertakings.

     MR. KAISER:  And when you do your oral argument, if you wouldn't mind, can you give us a written outline prior to proceeding?  We don't need it tonight, but it just helps us follow your argument.  

     MR. KING:  Sure.

     MR. KAISER:  All right.  We'll take 15 minutes, and then we will hold you to your word that we'll be out of here at 4 o'clock.

     --- Recess taken at 3:02 p.m.

     --- On resuming at 3:19 p.m.

     MR. KAISER:  Mr. Faye?

FURTHER CROSS-EXAMINATION BY MR. FAYE:

MR. FAYE:  Mr. Chair, we've had a look at this document, the source report that NRG bases its pricing of the gas commodity contract on.  And although we aren't able to reconcile it with the study that we have, we recognize that this is a legitimate source.  I guess the only question I'd like to ask, is this the source that you use for your QRAM adjustment?

     MR. BRISTOLL:  I believe it's one of them, yes.

     MR. FAYE:  Does the source vary?  Do you use one source one time and another time?

     MR. BRISTOLL:  It depends on where the gas is being delivered to.  For example, there's no Parkway pricing there.

     MR. FAYE:  Okay, but in terms of pricing the gas purchase from the related party, it would always be this source that you went to?

     MR. BRISTOLL:  That's correct.

     MR. FAYE:  Okay.  Thank you on that.

      The second-to-last category of questioning that we have is number 7 on the main issues list, and that's cost allocation.  Some of this I've already addressed in the amortizing expense, and the rest of this is maybe just clarification.

      In NRG's discussion of wages and benefits functionalization, there's a reference to the operations manager category.  And looking at the cost allocation study, I don't find an operations manager category.  I wonder if it was just a matter of that study needing to be updated or whether I'm missing something here.

      So the reference on this is Exhibit G2, tab 2, schedule 1, appendix A.  That's the cost allocation study that lists all of the various categories.

     MR. AIKEN:  Sorry, what was that reference again?

     MR. FAYE:  I'm sorry.  I've confused two references here.  G2, tab 1, schedule 1, page 5, is where the operations manager category is mentioned at line 24.  And --

     MR. AIKEN:  What are you comparing that to?

     MR. FAYE:  The appendix that accompanies that schedule is cost allocation methodology from January of 2003.  And its Exhibit G2, tab 2, schedule 1.  There are 14 pages in that.

     MR. AIKEN:  G2, tab 2, schedule 1.

     MR. FAYE:  That's right.  And if you go to the very last page of that 14-page document, there's appendix A, and at the top there are a number of categories of wages listed.  I don't find operation management there.

     MR. AIKEN:  I'm sorry, I don't -- my Exhibit G2, tab 2, schedule 1, is three pages long.  I do have a table at the top of G2, tab 2, schedule 1, page 2 of 3, that has a table of wage categories.

     MR. FAYE:  This appears -- I suppose it's possible that what's on the cover sheet of this cost allocation study is an exhibit number from a previous hearing at which it was filed.  I'm not absolutely clear that that's --

     MR. AIKEN:  Is this an IR response?

     MR. FAYE:  Yes, evidently it is.  Let me get my book.

     MR. AIKEN:  Okay, I have that.  That's IR No. 45.

     The blue-page evidence refers to the operations manager category, and then the response at the end of IR No. 45, that category is called the superintendent category.

     MR. FAYE:  All right.  Thank you.  That clears that up.

     And now looking at the same page, that page 14 of that cost allocation study, there are two allocation categories, both entitled "Marketing."  One says "Marketing - General."  And one says "Marketing Grants HWH."  I wonder if you could just distinguish those two for us.  What goes into each of those?

     MR. AIKEN:  The Marketing - General is all the marketing/advertising expenses. 

     The Marketing Grants HWH was for a category of grants that were paid to hot water heater rentals. That program was in place for a number of years at NRG, but has not been in existence for at least a year and a half, two years, I believe.  So it's a program that no longer exists 

     MR. FAYE:  When I look at the cost allocation factors associated with that program, am I right in concluding that zero percent of the grants went to the regulated business and 100 percent of the grants went to the ancillary programs?

     MR. AIKEN:  That's correct.  Those grants were to offset the costs associated with installing the water heaters at a customer's premise.

     MR. FAYE:  Would these be analogous to the rebate program that you have right now? 

     MR. AIKEN:  No, I don't believe so.

     MR. FAYE:  And they're both rebates; right?

     MR. BRISTOLL:  The current program is for load, and load only.

     MR. FAYE:  Yes.  The motivation, I understand, might be different, but on the face of it both provide rebates to customers to connect hot water heaters or furnaces.  And I wonder what the distinction would have been back in the days when this grant for the hot water heater was in place and it was charged 100 percent to the ancillary business.  Wouldn't the same argument have applied then, that that was to increase load?

     MR. BRISTOLL:  I don't know what the argument was back then, but I can tell you that the current program is strictly designed to increase load, which is designed to assist and help all ratepayers.

     MR. FAYE:  Okay, the lead pay program, that gets charged to the marketing general category as well, does it?

     MR. BRISTOLL:  That's correct.

     MR. FAYE:  And would you offer the same argument, that it's to increase load, and therefore that's why the ancillary business wouldn't want to pay any of the cost of that?

     MR. BRISTOLL:  It's strictly designed to attract incremental load.

     MR. FAYE:  All right.  Then I have one more question on cost allocation in general.

      Reading through this cost allocation study, I notice that many of the categories conclude with a statement that the costs are allocated out of the category on the basis of revenue between the regulated and ancillary businesses.

      And I'm just wondering, those revenue numbers, are they inclusive of commodity on the one hand and of the cost of the appliance on the other?

     MR. AIKEN:  Could you take me to specifically what you're referring to?

     MR. FAYE:  Yes, maybe I haven't described it very well.

      Look at page 10 of 14.  Office supplies and postage.  The last sentence of the second paragraph below that item is:

"These are also allocated based on percentage of revenue."

What does that mean?

     MR. AIKEN:  That means because of a lack of a more detailed or specific allocator, revenues from the distribution business versus distribution from the ancillary business have been used to allocate the cost of mailing a bill out, for example.  I'm specifically referring to the postage costs.

     MR. FAYE:  And so in order to allocate that cost, you would take the revenue from the regulated business.

     MR. AIKEN:  Yes.

     MR. FAYE:  Plus the revenue from the ancillary business, gives you the total revenue?

     MR. AIKEN:  Yes.

     MR. FAYE:  That would become the denominator.  And then in order to determine how much goes to the regulated business, you would put the numerator of that equation as revenue from regulated business, divide it by total, times cost in the account, that's what goes to regulated; is that right?

     MR. AIKEN:  Yes.

     MR. FAYE:  Okay.

     MR. AIKEN:  Yes, and those distribution revenues do not include gas commodity.

     MR. FAYE:  Okay.

     MR. AIKEN:  It's just the distribution revenues.

     MR. FAYE:  Just the distribution revenues?

     MR. AIKEN:  Yes.

     MR. FAYE:  So there's no bias in the system to assign more costs to regulated than ordinarily would result from the revenues earned in that business?

     MR. AIKEN:  That's correct, yes.

     MR. FAYE:  Okay.  Thank you.  

     And finally, just to summarize the issue on this ancillary business thing, would you agree that the ancillary business does derive some benefit from the cash rebate program.

     MR. BRISTOLL:  In the event that we sell an appliance, I would agree with that.  In the event that we do not sell an appliance, I would disagree with that.

     MR. FAYE:  Okay.  Those are my questions on cost allocation, Mr. Chair.  If there are any intervenor questions, we could take them.

     MR. KAISER:  Mr. Stoll, anything?

     MR. STOLL:  No.  I have no questions.

     MR. KAISER:  Thank you.

     CROSS-EXAMINATION BY MR. MILLAR:

     MR. MILLAR:  Then, moving to the final category, number 8, that's rate design.  I turn you to Exhibit H2, tab 1, schedule 2, page 1.

     MR. AIKEN:  This is the fixed cost recovery?

     MR. FAYE:  Yes, that's correct.

     MR. AIKEN:  Yes, I have that.

     MR. FAYE:  On page 1 there's some discussion of rate shock.  And I wonder in the distribution rates context what percentage increase in rates would NRG consider to be rate shock?

     MR. AIKEN:  I don't think we have a specific number in mind.

     MR. FAYE:  Would it be in the 25 percent range, do you think?

     MR. AIKEN:  It depends whether you're looking at the impact on the distribution rates only or the impact on the customer's total bill.  The 25 percent increase on the distribution charges might be a 4 or 5 percent increase in the total bill.  So I think you have to know the context in which you're talking about rate shock.

     MR. FAYE:  If you could turn back to H2, tab 1, schedule 1, front page.  There's a statement there that:

              "Principles of rate disability" 

-- this is at line 9 –- 

"Principles of rate stability, gradualism, and avoidance of rate shock must be incorporated in the proposed rate changes."

How would we evaluate that statement if we don't have a target number that we can compare it with?

     MR. AIKEN:  I think it's a judgment call.  You know, whether 20 percent or 10 percent is irrelevant if rates are going up 5 percent, for example.

      So I think it's a judgment call on both, you know, parts of the utility and the regulator, as to what that rate shock means.

     MR. FAYE:  Well, would you agree that in a distribution rate application you're only applying for distribution rates.  We're not considering the cost of commodity, and so it would be reasonable to confine the argument to distribution rates?

     MR. AIKEN:  Not necessarily, no.  I know from some of the work I've been doing on the electricity side, for example, in the 2006 ADR model, the rate impacts were based on the customer's total bill, not just the distribution component of the customer's bill.

      So in that case, I think there was a threshold of 10 percent on the total bill, but that meant, for example, that the distribution charges could go up 50 percent and still be within the 10 percent allowed by the Board.

     MR. FAYE:  Well, looking at the Rate 2 customer increase here, it seems to me it comes out to 21.8 percent on the distribution rate portion only.  And I wonder, do you consider that approaching rate shock?  Would you mitigate that impact?

     MR. AIKEN:  I do consider that approaching rate shock, and that is why, in that particular case, their revenue-to-cost ratio is lower under what's currently been proposed than what has been approved by the Board in the past.  It's to mitigate an even higher increase that would have been required to keep them at a revenue/cost ratio of approximately 95 percent, rather than dropping them down to 90 percent. 

     MR. FAYE:  And by that I understand you to mean that they're paying less than it costs to serve them?

     MR. AIKEN:  That's correct, yes.

     MR. FAYE:  So it's true, then, to say that other rate classes are subsidizing them at that point?

     MR. AIKEN:  That's correct, yes. 

     MR. FAYE:  On the subject of fixed cost recovery, it seems that in this rate case NRG has moved towards recovering more fixed costs in the fixed monthly charge.  Would that be a fair statement to make?

     MR. AIKEN:  Yes, it is.

     MR. FAYE:  Do you have a target in mind of how far you want to go on this?

     MR. AIKEN:  I believe NRG will follow what the other utilities have been doing.  Union just got approval in the last few months to increase their fixed charge from $14 a month to $16 a month, beginning in fiscal 2007.  And I would recommend to NRG that they move in the same direction.  That's why the proposal here is to increase at $2 as part of this rates filing.  The $2 increment is an increment that the Board has found appropriate for Union and Enbridge in the past.  In terms of where they will end up, I assume that NRG will end up somewhere close to where Union and Enbridge will end up.

      So the short answer is, yes, I expect that the monthly charge will continue to be increased, at least in the short term.

     MR. FAYE:  All right.  Thanks.

     The final couple of questions relate to the fixed charge for Rate 3 and Rate 5 customers.  For Rate 3 it appears that the fixed charge is going from $100 a month to $150 a month, and for Rate 5 from $125 to $175 a month.

      Do you have a calculation of what portion of the customer's total bill the fixed charge would represent in those cases?

     MR. AIKEN:  Sorry, I'm not sure where you're getting the numbers, but I believe the increase for Rate 3 and Rate 5 are both from 100 to $150.

     MR. FAYE:  I stand corrected.

     MR. AIKEN:  For Rate 3 combined customers, which are both firm and interruptible, that's going from 125 to 175.

     MR. FAYE:  Yes.  I believe you're right.  I'm trying to gauge what the significance of this is.  It seems like a big percentage increase, but in terms of a customer's overall bill, is it a small percentage?

     MR. AIKEN:  Yes.  I believe if you turn up -- I'm trying to think where this is...

      Actually, the page right before, which is labelled  "Appendix A."  So this is the page before H2, tab 1, schedule 2.  And I'm looking at the blue page, which has a proposed rate design. It's appendix A to H2, tab 1, schedule 1.

     MR. FAYE:  I have that.

     MR. AIKEN:  And if you look down under the -- I'll start with the Rate 5 column at the right-hand side.  If you look down to the second-last section, there's a box with revenues in it.  

     The customer charge for Rate 5 is shown as $9,000, based on the proposal, versus a delivery charge of 55.9 million and a gas supply charge of 1.6 million, and total revenue of 66.5.  So essentially the customer charge is 9 out of 66.5.  

      And for Rate 3 firm, the customer charge is $8,000 out of a total revenue of 227.1 thousand.  And that's for all the customers in those rate classes.  

      So it is a relatively small proportion.

     MR. FAYE:  Okay.  Thanks for that.

     The Rate 2 customers that are declining, are you planning to merge that rate class with any others?  Do you recognize the fact that it may be becoming an unviable class?

     MR. AIKEN:  Not at this point in time.  Putting the Rate 2 customers in any other rate class for which they would qualify, which essentially means Rate 1, would result in higher rates to those customers, because Rate 2 is cheaper than Rate 1.  And a Rate 2 customer does not qualify to be a Rate 3 contract customer because their minimum annual volume is too low.  Plus, the rates would be substantially higher because there's a demand charge that's charge to Rate 3 customers throughout the year. 

      And tobacco-curing customers could not take service under rates 4 or 5 because rates 4 and 5 are interruptible services. and it's my understanding that once you start the tobacco-curing process, you cannot interrupt.  The curing has to run its course.

     MR. FAYE:  Okay.  Thanks.

     We're looking at Exhibit H2, tab 1, schedule 1, page 4.  And that's the blue pages.

      And the question is, the middle of the page, rate 4, general service, peaking.  It doesn't appear to show it as interruptible.  And so I wonder if the rate 2 customers might appropriately go into that category.

     MR. AIKEN:  The answer is, no, it doesn't label those as interruptible there.  But if you look at the rate schedule itself, found at Exhibit H3, tab 4, schedule 1, page 5 of 9, and I'm looking at the blue-page update, the eligibility section of that rate class, it says:

"All customers whose operations in the judgment of Natural Resource Gas Limited can readily accept interruption and restoration of gas service with 24 hours' notice."

The other thing that you would not want to move Rate 2 customers into Rate 4 is that Rate 4 is also a little bit more expensive than the existing Rate 2 rate class.  Basically, the Rate 2 is the cheapest rate because it has a summer peak in August and September.

     Rate 4 has a fall peak, usually between the middle of October and early January.  So there are -- and because NRG is a winter-peaking utility, there are more benefits to being on the seasonal peak in the summertime than on a fall peak or a winter peak.

      The fall peak is, essentially, between the summer and the winter peak in terms of rates.

     MR. FAYE:  Okay.  Thanks, Mr. Aiken.  That concludes our questioning, Mr. Chair.

     MR. KAISER:  Thank you, Mr. Faye.  Do you have anything, Mr. Stoll?

     FURTHER CROSS-EXAMINATION BY MR. STOLL:

     MR. STOLL:  Yes, again, a couple more questions.

      Given the previous answers regarding the significant impact that a project the size of the ethanol facility would have on NRG, is it likely that if the project went ahead there would be a new rate class?

     MR. AIKEN:  I think that the answer to that is probably yes, assuming the load profile that I've seen comes to pass.  Generally you would design a rate class based on things like load factor and size.  And as we've seen, the size is quite a bit larger than any of the existing rate classes were designed for.  And the load factor would be substantially higher than any of the other customers that NRG currently serves.

      So, on that basis, I would fully expect that there would be -- a separate rate would have to be designed for that customer.

     MR. STOLL:  Okay.  Thank you.  That's my question.

     MR. KAISER:  Thank you.  Mr. King, any re-exam?

     RE-EXAMINATION BY MR. KING:

     MR. KING:  Just a couple of questions to clarify the two advertising programs, the rebate program and the lead pay program.

     Mr. Bristoll, I gather, just to clarify, the lead pay program, the target is existing customers who will convert one of -- convert another appliance in addition to the one that they already have on gas.  Is that correct?

     MR. BRISTOLL:  That's correct.

     MR. KING:  So the target isn't brand new customers that currently are taking no services from NRG?

     MR. BRISTOLL:  No.  We wouldn't have the ability to be in their house.

     MR. KING:  And that is in contrast to the rebate program which could result in a brand new customer or simply a customer that is switching an additional appliance over to Natural Resource Gas; is that right?

     MR. BRISTOLL:  That program is designed for fuel-switching, regardless of whether you're a new customer or an existing customer.

     MR. KING:  And you mentioned that the lead pay program hasn't been started yet but the rebate program has; is that correct?

     MR. BRISTOLL:  That is correct.

     MR. KING:  And when was the rebate program started?

     MR. BRISTOLL:  Around January.

     MR. KING:  And in terms of the questioning from Mr. Faye about the levels that you have added in terms of new residential customers, fiscal 2006 year to date, versus the 353 forecasted, have you noticed a larger-than-normal uptake from the months January through to June in 2006, when you do have the rebate program in place, as opposed to previous years?

     MR. BRISTOLL:  We've been exceeding prior years' levels of service signups.  We attribute that to a more aggressive approach towards sales and to rebate program.  I'm not in a position to tell you exactly the direct one on one relationship, what is driving what.

     MR. KING:  Those are my questions.

     MR. KAISER:  Thank you, Mr. King.  All right.  We'll return 9:30 tomorrow morning for argument.  Thank you, gentlemen.

     --- Whereupon the hearing adjourned at 3:48 p.m.     
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